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massive accounting scam, the stock is
not at $564 a share but 3 cents a share.
The WorldCom stock in WorldCom
401(k) plans is not worth $1.1 billion,
but it is now worth $20 million.

By the way, the 401(k) plan isn’t
guaranteed by the Pension Benefit
Guaranty Corporation. It is actually
imposing a cruel reduction in the secu-
rity of all those 104,000 folks. I say, as
an aside, this situation certainly ar-
gues for diversification in pension
plans as well. The WorldCom plan
started with about one-third con-
centration in WorldCom stock. It now
has 1less than 1 percent in the
WorldCom stock, but that is just be-
cause of the loss of value. It is really a
very difficult situation for a lot of
working Americans.

These are not just numbers or ab-
stract entries on a corporate balance
sheet or somebody’s notification of
what their 401(k) plan returns are, they
represent the destruction of people’s
hopes and dreams for a secure retire-
ment life, after working responsibly
and contributing responsibly to their
retirement.

Last week we had one WorldCom em-
ployee say:

I put all my money in WorldCom stock,
and I'm pretty sure I've lost everything. I
knew what happened at Enron, but I thought
we [at WorldCom] were different.

Management told them they were dif-
ferent, and, as most people, employees
trusted the executives they worked for
and wanted to be proud of their com-
pany and its leadership.

The experience of WorldCom employ-
ees, and those of hundreds of other
companies—some of them, by the way,
not falling prey to the whims of fraud
but just simply market realities—
shows that diversification is an abso-
lute essential in pension reform. I hope
we have that debate also on the floor.

When retirees lose all their money
through no fault of their own, when
nothing is left in their retirement port-
folio, one thing, and one thing only,
stands in the way of total economic
devastation. Social Security. Because
no matter the state of the stock mar-
ket, Social Security is always there—
not with enough to live in luxury but
enough to make a real difference for
millions who have little or no savings
on which to rely. Social Security is the
ultimate safety net. We must not let
the administration shred it.

Privatization schemes would irre-
sponsibly gamble with the guarantee of
security for retirees, present and fu-
ture. The average Social Security ben-
efit last year was only about $10,000 a
year—not the princely sums received
by executives who have failed their
companies—and not enough in some
parts of our country to have a secure
retirement. In New Jersey, for in-
stance, $10,000 a year can only get you
so far given the high cost of living in
our part of the country.

Yet President Bush’s Social Security
Commission called for substantial cuts
in guaranteed benefits. Cuts for some
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workers would amount to 25 percent
and future cuts could exceed 45 per-
cent. If anyone wants to apologize for
privatization by disputing these num-
bers, I just encourage them to read the
report of the nonpartisan actuaries at
the Social Security Administration
themselves. For more evidence, let me
refer you to the recent economic anal-
ysis by Professor Peter Diamond of
MIT and Dr. Peter Orszag of the Brook-
ings Institution.

The Bush Commission parades its
proposals as promoting choice. But if
the Bush privatization plans were ever
approved, seniors would have no
choice. Their benefits would be cut.
They would be cut if they shifted to
privatized accounts, and they would be
cut if they did not. The only choice is
this: If they opted for privatized ac-
counts, their guaranteed benefits
would be cut more deeply.

The effective destruction of Social
Security’s guaranteed Dbenefits rec-
ommended by the Bush Commission is
bad economics and bad social policy.
Fifty Senators have written the Presi-
dent urging him to publicly reject his
Commission’s proposals. So far, his re-
sponse has been the same kind of si-
lence we heard for months after the
corporate scandals first broke with
Enron.

Sometimes facts and reality ought to
bring about a change in thinking for
individuals, for corporations, and for
an administration on important topics
of the day.

Cutting guaranteed Social Security
may have sounded like a good idea
when the stock market was only going
up, but now the fallacy of that assump-
tion is clear to everybody. I hope the
Bush administration will reconsider its
plans to privatize and cut Social Secu-
rity.

Let’s not take the security out of So-
cial Security.

Mr. President, before I leave the
floor, I would like to take a few min-
utes to discuss a different matter but
one that I believe is fundamentally im-
portant as we seek to address the
structural problems facing our econ-
omy and what we need to face in the fi-
nancial world to straighten out some of
the problems we have. We need to bet-
ter account for employee stock op-
tions.

This, too, is an issue that regardless
of where one may have been histori-
cally, facts and reality ought to bring
about a change in reasonable folks’
thought with regard to options.

While the depth of liquidity and effi-
ciency of our markets is still
unrivaled, our markets need to make
sure they are based on a presumption
of integrity and accuracy in the infor-
mation provided to the country. Our
entire financial system depends on the
broad availability of timely, truthful
and transparent information. To secure
that and restore the confidence of in-
vestors, it is absolutely urgent that we
address this treatment of employee
stock options.
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The fact is, in many instances where
we continue to allow this without an
acknowledgment of what is going on,
two things are happening: Earnings are
overstated, and there is an enormous
amount of dilution going on to the
ownership of shares.

People may argue that you can de-
rive this from financial statements and
footnotes that are highly complicated
even for the most sophisticated inves-
tor to read. But I argue that there is no
common sense in making it as difficult
to understand what the earnings state-
ments of a company state and, more
importantly, protecting investors from
the dilution that comes from the whole
premise of issuing more stock without
having an understanding of when that
is going to happen. This needs to be put
in the context of the asymmetrical in-
centives it gives management that has
undermined confidence in our cor-
porate executives.

To be brief: We have a chance to ad-
dress this issue in a very serious man-
ner in the next few hours before we
take our final vote on this legislation.
I compliment Senator LEVIN and all
those who stand to straighten out and
put into responsible format what needs
to be done with option accounting. We
should do that not by writing option
rules, at which I do not think the Sen-
ate has the capacity to be effective, but
making sure that an independent body,
which we will independently finance,
has the ability to deal with a very com-
plicated issue.

I hope with the help of all my col-
leagues, we can get around to straight-
ening out something that, as we saw
today in news reports, even corporate
executives understand can lead to
misallocation of resources and cer-
tainly misunderstanding of the per-
formance of companies. We ought to
get to real economic performance being
reflected, not accounting performance.
I am glad to see Coca-Cola take the
steps they did. We need to move firmly
and surely by passing the Levin amend-
ment which would facilitate a solution
that would make this permanent for
everyone.

All three of these are important
issues—accounting reform and cor-
porate responsibility, the treatment of
stock options, and protecting Social
Security and rejecting privatization.
The stakes are high for our economy. I
hope we will move swiftly and cer-
tainly to reform and provide economic
security to all Americans.

——

CONCLUSION OF MORNING
BUSINESS
The PRESIDING OFFICER. Morning
business is closed.

———

PUBLIC COMPANY ACCOUNTING
REFORM AND INVESTOR PRO-
TECTION ACT OF 2002
The PRESIDING OFFICER. Under

the previous order, the Senate will now

resume consideration of S. 2673, which
the clerk will report.
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The assistant legislative clerk read
as follows:

A Dbill (S. 2673) to improve quality and
transparency in financial reporting and inde-
pendent audits and accounting services for
public companies, to create a Public Com-
pany Accounting Oversight Board, to en-
hance the standard setting process for ac-
counting practices, to strengthen the inde-
pendence of firms that audit public compa-
nies, to increase corporate responsibility and
the usefulness of corporate financial disclo-
sure, to protect the objectivity and inde-
pendence of securities analysts, to improve
Securities and Exchange Commission re-
sources and oversight, and for other pur-
poses.

Pending:

Edwards modified amendment No. 4187, to
address rules of professional responsibility
for attorneys.

Reid (for Carnahan) modified amendment
No. 4286 (to amendment No. 4187), to require
timely and public disclosure of transactions
involving management and principal stock-
holders.

The PRESIDING OFFICER. Under
the previous order, the Senator from
Michigan, Mr. LEVIN, is recognized.

Mr. LEVIN. Mr. President, I wonder
if I might inquire as to how much time
I have on my allotted time under
postcloture rules.

The PRESIDING OFFICER. The Sen-
ator has 36 minutes remaining.

Mr. LEVIN. I thank the Chair.

I will at a later time ask unanimous
consent that the pending second-degree
amendment be laid aside so I can offer
a germane second-degree amendment
relative to stock options.

My amendment, which is at the desk,
would direct the independent account-
ing standards board to review the ac-
counting rule on stock options and
adopt an appropriate rule within 1
year.

It should not be necessary to seek
unanimous consent. The whole purpose
of our postcloture rules is to allow
those of us who have germane amend-
ments such as this one to offer that
amendment, to have it voted on. It is a
frustration of the clear intent of our
rules to not allow germane amend-
ments to be voted on after cloture is
invoked.

We have a strict rule. It is called clo-
ture. It ends debate. When cloture was
invoked, I had pending an amendment
which would have given the Securities
and Exchange Commission greater
powers to impose civil fines adminis-
tratively. It is an important addition
to SEC powers. They now have that
power over brokers, but they don’t
have it over corporate directors. They
don’t have it over corporate managers.
They ought to have the power to im-
pose civil fines administratively—sub-
ject, of course, to appeal to the
courts—relative to corporate directors
and corporate officers.

That amendment, as relevant as it is
to this bill, was frustrated when clo-
ture was invoked and when all the time
up to that vote was utilized so that my
SEC amendment was not allowed to
come up for a vote.

Now we are in postcloture. Now we
are under postcloture rules. The ques-
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tion is whether or not the intent of
those rules is going to be carried out,
which is to allow those of us who have
germane amendments to have a vote on
those amendments.

The amendment on which I would
like to have a vote cannot be voted on
because there is a pending first-degree
amendment and a pending second-de-
gree amendment. So the second-degree
amendment would have to be laid aside
in order to allow a vote. As long as the
opponents of this stock option account-
ing amendment don’t allow the first-
and second-degree amendments that
are pending to come to a vote, we are

foreclosed from offering germane
amendments.
That is not the intent of our

postcloture rule. I believe it is an abuse
of the intent of our postcloture rule. 1
hope it will not happen here. I am hop-
ing against hope that there will not be
an objection to my unanimous consent
request so that this most critical issue
can be addressed by the Senate.

If we don’t address this issue, it
seems to me we are leaving a signifi-
cant gap in the reforms we are strug-
gling so hard to adopt to try to restore
honesty to accounting rules.

In 1994, the Financial Accounting
Standards Board issued a tentative
rule which said that stock options
should be expensed like all other forms
of compensation. That is what they de-
cided was the right thing to do.

Well, Congress intervened. The ex-
ecutives intervened strongly, beat back
FASB with huge pressure, all set out in
the FASB account of its rule. By the
way, one of the most extraordinary
documents I have ever read, as a mat-
ter of fact, in 24 years in the Senate, is
that Financial Accounting Standards
Board history of their effort to bring
honesty to accounting for stock op-
tions, in their judgment, and how that
effort was beaten back by pressure
from executives and from Congress so
that their very existence was at stake
if they proceeded in a way which they
thought was right. All set forth in the
record. It is quite an amazing docu-
ment.

So what FASB did was, they said: We
can’t survive if we do what we think is
right. So what we will do instead is we
will urge people to expense options. We
will urge corporations to expense their
options, but we will not mandate it.

FASB said: If you don’t expense op-
tions, at least disclose the cost of the
options as a footnote in your financial
statements.

That was the way they decided to
survive. This body voted, put some of
the pressure on FASB, basically told
them to leave stock option accounting
alone. So we intervened on an account-
ing issue with a vote of something like
90 to 10 or thereabouts.

The executives weighed in. I was at
one of the meetings in Connecticut
when the executives weighed in heavily
on this issue. So I saw the pressure
that was brought to bear on what
should be an independent accounting
standards board.
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Now we are doing something dif-
ferent in this bill. We are saying to the
board that we are going to give you an
independent source of funding. We are
not going to make you dependent di-
rectly for your funding from the very
people you are seeking to regulate
through your accounting standards. So
we are making some progress now by
giving them an independent source of
funding.

What my amendment would do is
take what is the most significant post-
Enron issue that is left open, which is
accounting for these huge amounts of
stock options that go mainly to execu-
tives, and direct this board that now
has an independent source of funding
to review—‘‘review’’ is the key word—
this matter and make an appropriate
decision within 1 year.

Mr. McCAIN. Will the Senator yield
for a question?

Mr. LEVIN. I wonder if I can yield on
the time of the Senator from Arizona,
because time is so limited here that I
am going to have very little. I think
the Senator has a half hour and, as-
suming that the Senator can be recog-
nized, I believe that I only have about
10 or 15 minutes of time remaining. I
wonder if the Senator from Texas
would permit that I be allowed to yield
to the Senator from Arizona, if the
Senator from Arizona is willing to ask
a question to be taken out of his own
time.

Mr. GRAMM. Reserving the right to
object, the Senator started out with a
unanimous consent request and then
launched into a speech.

The PRESIDING OFFICER. There is
no request pending.

Mr. GRAMM. Maybe if the Senator
would do his unanimous consent re-
quest and then yield, that would be
fine.

Mr. LEVIN. I would rather do my
unanimous consent request at the end
of the time, rather than at the begin-
ning of the time. I make a parliamen-
tary inquiry. If I make a unanimous
consent—

Mr. GRAMM. I don’t object to the
Senator yielding. I wanted to be sure
we had the time we were supposed to
have.

Mr. LEVIN. I ask unanimous consent
that the Senator from Arizona, if he is
willing, be able to ask a question on his
time. I yield to the Senator from Ari-
zona for that question and then I retain
the floor.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. McCAIN. Mr. President, I will be
very brief, due to the shortness of time.
I wonder if the Senator from Michigan
remembers my comments last Thurs-
day when I referred to an old boxing
term, ‘‘the fix is in.”” There was no vote
allowed on my amendment, which is a
clearcut, absolutely unequivocal state-
ment about the use of stock options for
accounting. Does the Senator really be-
lieve that, since my amendment was
blocked by that side, his amendment is
not going to be blocked by this side?
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The fix is in, I say to the Senator
from Michigan. I hope he knows that.
This is a terrible mistake, a terrible
mistake, because we are not addressing
what every observer knows is a vital
and critical aspect of reforming this
system, which continues to so badly
erode the confidence of the American
people, the investors, which is over half
of the American people.

I wonder if the Senator from Michi-
gan remembers what I said last week,
that the fact is the fix is in. I didn’t get
a vote on my amendment and the Sen-
ator from Michigan won’t get one on
his. Very frankly, since that side
blocked my vote, I can understand
them blocking this vote. I think it is
wrong on both sides.

The American people deserve to
know how we stand on the issue of
stock options. Does the Senator under-
stand that?

Mr. REID. Will my friend yield for a
question on my time?

Mr. LEVIN. I am happy to.

Mr. REID. The Senator will recall
the Senator from Arizona talking
about the fix being in, and the RECORD
will clearly reflect that the Senator
from Arizona asked that his amend-
ment be in order postcloture, and, as
the Senator from Michigan will recall,
I objected to that because at that time
we had 56 other amendments that were
pending. They also wanted them to be
in order.

Mr. MCcCAIN. If the Senator will
yield, that is not correct. Mine was a
motion to recommit.

Mr. REID. I am talking about the ob-
jection about which I was involved, and
does the Senator from Michigan recall
that objection to the unanimous con-
sent request by the Senator from Ari-
zona?

Mr. LEVIN. I believe I do recall the
objection to the request, and I would
rather let the RECORD speak for itself
as to the other matters because I think
the issue before us is a somewhat dif-
ferent issue than we faced on the
McCain-Levin amendment last week.
Now we have a Levin-McCain-Corzine
amendment, which is somewhat dif-
ferent. I supported Senator MCCAIN’s
amendment, and, indeed, I have been
very active in trying to get this ac-
counting rule adopted in the way the
independent accounting board wants to
have it adopted. That is the key em-
phasis.

Mr. SARBANES. Will the Senator
yield on my time for a question?

Mr. LEVIN. I am happy to yield.

Mr. SARBANES. As I understand the
Senator’s amendment—the one he will
be seeking to offer.

Mr. LEVIN. I will be seeking unani-
mous consent to have the second-de-
gree amendment laid aside so that I
can do so.

Mr. SARBANES. As I understand it,
this amendment is not the Congress
trying to legislate what the accounting
standard should be; is that correct?

Mr. LEVIN. The Senator is correct.

Mr. SARBANES. I think that is im-
portant because I, frankly, do not
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think that the Congress should get into
the business of trying to legislate ac-
counting standards. I don’t think we
have the expertise or the competence
to do it. And it turns established ac-
counting standards into a straight-out
political exercise, and I don’t think
that is wise.

As I understand the Senator’s amend-
ment, it would simply reference the
issue of the treatment of stock options
to the financial accounting standards
board, for them to make their own
independent judgment as to how this
matter should be treated, is that cor-
rect?

Mr. LEVIN. The Senator is correct.

Mr. SARBANES. And I understand
that the terms of reference are such
that it does not presuppose a particular
substantive conclusion; it is, in effect,
left open, or even level, however you
want to describe it—a level playing
field for FASB, the expert body that
has been established to make these
judgments to make its own inde-
pendent judgment as to how these mat-
ters should be addressed, is that cor-
rect?

Mr. LEVIN. The amendment directs
FASB to review the issue and adopt an
appropriate standard. Those are the
words in the amendment. I must tell
my good friend from Maryland, how-
ever, that there is a history here that
cannot be ignored.

The history is that FASB tried to
adopt a standard in 1994. They said
what the right standard was. They
were beaten back and brow-beaten and
pressured, so they had to give up what
they believed is right. That is in their
own history. Then they recommended
to corporations to expense options, be-
cause that is the right thing to do. But
they offered an option to corporations
to simply disclose the value of options
in their financial statement in a foot-
note. They left that option open.

So I have two hopes here. One is that
there will not be an objection to a vote
on this amendment. For the life of me,
I cannot see how anybody can object to
a vote on an amendment, which simply
tells the independent accounting stand-
ards board to reach an appropriate de-
cision.

Now, we did intervene 8 years ago,
and I believed it was wrong for us to in-
tervene. Nine of us voted no; 90 voted
yes. We told them: Do not change the
rule; do not expense options.

In my judgment, it was wrong proce-
durally and it was wrong in terms of
the substance. But it is my hope that,
No. 1, we will be allowed to have a
vote, and, No. 2, it would be my expec-
tation, however, if it is left to the inde-
pendence of FASB, that FASB would
continue to do what they said was the
right thing, which is to expense op-
tions.

It is left to their independent judg-
ment to reach an appropriate conclu-
sion under the language of my amend-
ment.

Mr. SARBANES. So
FASB’s call?

it would be
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Mr. LEVIN. It would be FASB’s call.

Mr. SARBANES. Mr. President, I
simply want to say I am supportive of
this amendment. I think this is the
right way to go about it.

Let me repeat, I do not think the
Congress itself should be in the busi-
ness of legislating accounting stand-
ards, but this amendment does not do
that. It references the issue to the very
body that has been established to ac-
complish that, which has the expertise
and the competence. The amendment
also helps to underscore the independ-
ence of FASB and a congressional per-
ception that they should call it as they
see it. I hope at the appropriate time
the Senator will be able to obtain per-
mission to bring his amendment before
the body.

I thank the Senator for yielding.

The PRESIDING OFFICER. The ma-
jority leader is recognized.

Mr. DASCHLE. I am sorry. I think
the Senator from Michigan has the
floor.

The PRESIDING OFFICER. The Sen-
ator from Michigan has the floor.

Mr. LEVIN. I ask unanimous consent
that I yield to the majority leader for
whatever time he wishes to take and
that time not be taken from the few
minutes I have remaining, and that the
floor be returned to me at that time.

The PRESIDING OFFICER. Without
objection, it is so ordered.

Mr. DASCHLE. Mr. President, I will
use my leader time so as not to take
any time still allotted to the Senator
from Michigan.

I hope we can get the unanimous con-
sent request that the Senator from
Michigan is propounding. I will also
say that this is not a question of if he
can get consent and ultimately bring
the amendment to the floor. One way
or the other we will have a vote on the
Levin amendment. It may not be on
this bill this afternoon if we fail, but
our colleagues need to know we will
have a vote on this amendment. This
will occur. If I have to offer it myself,
we will have a vote on this amendment.
So we can do it this afternoon, we can
do it tomorrow, or we can do it next
week. We are going to have a vote on
this amendment. Senators need to take
that into account before they object.

Let me say as strongly as I can, this
amendment belongs on this bill. This is
exactly what I think we ought to be
doing, and I think on a bipartisan basis
there is strong support for what Sen-
ator LEVIN is proposing.

I want to speak briefly this after-
noon, in my leader time, on the amend-
ment itself. I think it is important, as
my colleagues have been noting, that
the Levin amendment contains pre-
cisely the right solution to the difficult
problems of determining the proper ac-
counting treatment for stock options.
It reserves that judgment for the ap-
propriate body, the Financial Account-
ing Standards Board. They are the ones
given the authority, they are the ones
with the credibility, they are the ones
with the standing to make the right
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decisions about this very important
and complex matter.

I argue this is the heart of our ability
to deal with the accounting reforms
that are in the Sarbanes and Leahy
bills.

It has become all too clear that ac-
counting standards are complex and
can be easily manipulated by aggres-
sive and sometimes unscrupulous cor-
porate executives. Unfortunately,
FASB’s weak, dependent condition has
contributed to those manipulations. In
fact, it is arguable that the under-
mining of FASB’s independence was
the necessary precondition to the crisis
in confidence afflicting our capital
markets today.

One of the many virtues of the Sar-
banes bill is that it corrects that situa-
tion. It provides for a new, improved
FASB, giving it for the first time full
financial independence from the ac-
counting industry. That certainly is
the first and most vital improvement
we need with respect to establishing
clarity and regularity of accounting
standards.

Another needed improvement is for
those of us in Congress to allow FASB
to do its job. In 1994—and my col-
leagues have referenced this—when
this issue was last taken up by the
Senate, I am proud to say I was one of
nine Senators who voted against the
Senate intruding itself on FASB’s deci-
sionmaking process. That is the only
reason I opposed my colleague’s
amendment last week. As well intended
as it is, in my view it did the same
thing on the other side that they were
trying to do 9 years ago. It asserts
Congress’s authority to undermine the
independence of that board. I opposed
it 9 years ago, and I oppose it today,
but for obviously different results.

At the same time, the Senate was
coming at the options issue from the
direction of prohibiting expenses back
in 1994, and as I said today the momen-
tum is the opposite, but the right
course is the same. Let the experts on
the accounting standards board do
their job and make the appropriate de-
cision. Eight years ago, the technical
accounting questions were essentially
the same as they are today, although
obviously 8 years have given us an en-
tirely different perspective than the
one we had back then. Nonetheless, the
questions are still real. Accountants
still debate the relative merits of the
opposing sides. We still have expert
opinion going both ways. On the one
hand, the argument is made that if op-
tions are not expensed, bottom lines
look far more attractive than they ac-
tually should be, and the investors can
be deceived by the distorted financial
pictures that result.

On the other hand, we hear that it is
inherently impossible to value options
with no concrete reality behind what
the options will actually be worth
when they are exercised. There is also
a real debate about the incentive ef-
fects of options.

Supporters argue that they better
align an employee’s interests with the
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company’s. Opponents contend they re-
sult in a “pump and dump’ mentality,
with senior executives seeking to in-
flate their stock prices at any cost so
they can quickly and cynically enrich
themselves.

In contrast to those complex ques-
tions, the Levin amendment is sim-
plicity itself. It is one sentence. It says
that FASB shall:

Review the accounting treatment of em-
ployee stock options and shall, within one
year of enactment, adopt an appropriate gen-
erally-accepted accounting principle for the
treatment of employee stock options—

End of issue.

The business of setting accounting
standards is lodged, by the Levin
amendment, in the board that the Sar-
banes bill expressly seeks to strength-
en and improve. I fully support the
Levin amendment and the philosophy
behind it. Congress should not be en-
gaged in setting technical accounting
rules. We should be seeking to do the
reverse: Hstablish an independent
FASB that can help restore confidence
in the accuracy of financial informa-
tion.

I observe in this context that because
of that principle, as I said a moment
ago, while well intended, I believe the
McCain amendment went too far and
did exactly what we were trying to do
in 1994 but on the flip side. Restoring
independence to the accounting stand-
ards is one of the overriding objectives
of the Sarbanes bill, and that is one of
my main reasons for supporting it as
strongly as I do. That was my primary
reason for voting in 1994 against a pre-
vious attempt to direct FASB in its de-
cision about expensing, and it is the
primary reason for supporting the
Levin amendment today.

So I will end on this particular issue
where I began. There will be a vote on
the Levin amendment. It will be today,
tomorrow, next week, or at some point
in the future, but Senators should not
be misled. If there is an objection
today, it by no means ends the debate.
We might as well have it. We might as
well get it. We might as well include it
in the Sarbanes bill because it will be
included in one fashion or another, ul-
timately, before the work has been
done in the Senate on this very impor-
tant, complex, and comprehensive
challenge we face.

The PRESIDING OFFICER. The Sen-
ator from Michigan is recognized.

Mr. LEVIN. How much time do I have
remaining?

The PRESIDING OFFICER. The Sen-
ator has 25 minutes remaining.

Mr. LEVIN. Mr. President, I quote
from a few observers what the stakes
are in this vote and what the stakes
have been in terms of the way in which
stock options have not been expensed,
have been stealth compensation, have
fueled the incredible increase in terms
of executive pay, and have been a driv-
ing force behind the deceptive account-
ing practices which have bedeviled this
Nation and undermined public con-
fidence in the credibility of our finan-
cial statements.
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Robert Samuelson, an economist,

said the following:

The point is that the growth of stock op-
tions has created huge conflicts of interest
that executives will be hard-pressed to avoid.
Indeed, many executives will coax as many
options as possible from their compensation
committees, typically composed of ‘‘outside”
directors. But because ‘‘directors are [manip-
ulated] by management, sympathetic to
them, or simply ineffectual,” the amounts
may well be excessive. . . .

Stock options are not evil, but unless we
curb the present madness, we are courting
continual trouble.

This is what a retired vice president
at J.P. Morgan and Company said:
There can be no real reform without
honest accounting for stock options. A
decade ago, the Financial Accounting
Standards Board recommended options
be counted as a cost against earnings
like all other forms of compensation,
but corporate lobbyists resisted and
Congress did their bidding. Alan Green-
span and Warren Buffett, among oth-
ers, are calling for the same change
now, but it remains to be seen whether
the accounting profession can act with-
out congressional interference. Treat-
ing options like other forms of pay
would make executive compensation
transparent, diminish the temptation
to cook the books, and make managers
less inclined towards excessive risk
taking.

Warren Buffett, who was quoted by
Senator MCCAIN last week, said the fol-
lowing: If options aren’t a form of com-
pensation, what are they? If compensa-
tion isn’t an expense, what is it? If ex-
penses shouldn’t go into the calcula-
tion of earnings, where in the world
should they go?

A New York Times editorial of March
31 of this year stated:

We have no quarrel with the business
lobby’s claim that stock options have helped
fuel America’s entrepreneurship, particu-
larly in Silicon Valley. But in the interest of
truthful accounting and greater financial in-
tegrity, options should be treated as what
they are, a worthy form of compensation
that companies must report as an expense.

Robert Felton, director of McKinsey
& Company’s Seattle office, said:

Because they have so much at stake with
these huge grants, options are likely to have
encouraged some managers to cheat and
cook the books.

Allan Sloan of Newsweek:

. options are a free lunch for companies.

I'm all in favor of employees becoming
millionaires via options—I'm an employee,
after all—but I’'m also in favor of companies
providing profit-and-loss statements that
show the real profit and loss. Ignoring op-
tions’ costs and low-balling CEO packages
are simply outrageous. When campaigns
start expensing options and disclosing true
CEO and director compensation numbers, I'll
believe that they’ve seen the light.

According to the Economist, last year,
stock options accounted for 58 percent of the
pay of chief executives of large American
companies. So over half the compensation of
our CEOs of major companies now comes
from stock options. To leave that expense off
the financial statements’ bottom line is to
distort what is going on at companies. It is
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part of the reason we have not had accu-
rately reflective financial statements at our
corporations. It is part of the reason for the
soup we are in right now.

Where financial statements have
been giving a false picture of what a
company’s financial situation is, it has
provided stealth compensation in huge
amounts to executives, it has watered
down the value of stock to the owners
of a corporation. That is why now we
have such tremendous support from the
organizations which represent stock-
holders.

That is why, for instance, TIAA-
CREF, the largest pension fund in the
United States for teachers is sup-
portive of changing the accounting for
stock options. It is why the Council for
Institutional Investors, which is the
leading shareholders organization for
pension funds, now favors expensing
stock options in order to give an accu-
rate reflection of what a company’s fi-
nancial statement is. It is why the
AFL~CIO supports the amendments of-
fered last week and the amendment
which hopefully will be offered today if
we are allowed to have a vote on this.

Alan Greenspan says this is the top
post-Enron reform. Expensing stock
options is the top post-Enron reform.
That is the Chairman of the Federal
Reserve. Paul Volcker, former Federal
Reserve Chairman, supports a change
in stock option accounting. Arthur
Levitt, former SEC Chairman, supports
the change; Warren Buffett, as we men-
tioned; and a host of economists.
Standard & Poor’s believes you have to
expense stock options if you are going
to show an accurate earnings calcula-
tion; Citizens for Tax Justice; Con-
sumer Federation of America; Con-
sumers Union, and on and on.

The Washington Post of April 18 says
the following:

. . expert consensus favors treating options
as a corporate expense, which would mean
that reported earnings might actually reflect
reality. . . . But nobody wants to ban this
form of compensation; the goal is merely to
have it counted as an expense.

That is the end of that particular
quote. I would like the entire quote
printed in the RECORD, and I ask unani-
mous consent that all the editorials
and comments that I referred to be
printed in the RECORD in full.

There being no objection, the mate-
rial was ordered to be printed in the
RECORD, as follows:

[From the Washington Post, Jan. 30, 2002]

STOCK OPTION MADNESS
(By Robert J. Samuelson)

As the Enron scandal broadens, we may
miss the forest for the trees. The multi-
plying investigations have created a massive
whodunit. Who destroyed documents? Who
misled investors? Who twisted or broke ac-
counting rules? The answers may explain
what happened at Enron but not necessarily
why. We need to search for deeper causes, be-
ginning with stock options. Here’s a good
idea gone bad—stock options foster a corro-
sive climate that tempts many executives,
and not just those at Enron, to play fast and
loose when reporting profits.

As everyone knows, stock options exploded
in the late 1980s and the ’90s. The theory was
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simple. If you made top executives and man-
agers into owners, they would act in share-
holders’ interests. Executives’ pay packages
became increasingly skewed toward options.
In 2000, the typical chief executive officer of
one of the country’s 350 major companies
earned about $5.2 million, with almost half of
that reflecting stock options, according to
William M. Mercer Inc., a consulting firm.
About half of those companies also had
stock-option programs for at least half their
employees.

Up to a point, the theory worked. Twenty
years ago, America’s corporate managers
were widely criticized. Japanese and German
companies seemed on a roll. By contrast,
their American rivals seemed stodgy, com-
placent and bureaucratic. Stock options
were one tool in a managerial upheaval that
refocused attention away from corporate em-
pire-building and toward improved profit-
ability and efficiency.

All this contributed to the 1990’s economic
revival. By holding down costs, companies
restrained inflation. By aggressively pro-
moting new products and technologies, com-
panies boosted production and employment.
But slowly stock options became corrupted
by carelessness, overuse and greed. As more
executives developed big personal stakes in
options, the task of keeping the stock price
rising became separate from improving the
business and its profitability. This is what
seems to have happened at Enron.

The company adored stock options. About
60 percent of employees received an annual
award of options, equal to 5 percent of their
base salary. Executives and top managers
got more. At year-end 2000, all Enron man-
agers and workers had options that could be
exercised for nearly 47 million shares. Under
a typical plan, a recipient gets an option to
buy a given number of shares at the market
price on the day the option is issued. This is
called ‘‘the strike price.”” But the option usu-
ally cannot be exercised for a few years. If
the stock’s price rises in that time, the op-
tion can yield a tidy profit. The lucky recipi-
ent buys at the strike price and sells at the
market price. On the 47 million Enron op-
tions, the average ‘‘strike’ price was about
$30, and at the end of 2000, the market price
was $83. The potential profit was nearly $2.5
billion.

Given the huge rewards, it would have been
astonishing if Enron’s managers had not be-
come obsessed with the company’s stock
price and—to the extent possible—tried to
influence it. And while Enron’s stock soared,
why would anyone complain about account-
ing shenanigans? Whatever the resulting
abuses, the pressures are not unique to
Enron. It takes a naive view of human na-
ture to think that many executives won’t
strive to maximize their personal wealth.

This is an invitation to abuse. To influence
stock prices, executives can issue optimistic
profit projections. They can delay some
spending, such as research and development
(this temporarily helps profits). They can en-
gage in stock buybacks (these raise per-share
earnings, because fewer shares are out-
standing). And, of course, they can exploit
accounting rules. Even temporary blips in
stock prices can create opportunities to un-
load profitable options.

The point is that the growth of stock op-
tions has created huge conflicts of interest
that executives will be hard-pressed to avoid.
Indeed, many executives will coax as many
options as possible from their compensation
committees, typically composed of ‘“‘outside’’
directors. But because ‘‘directors are [manip-
ulated] by management, sympathetic to
them, or simply ineffectual,”” the amounts
may well be excessive, argue Harvard law
professors Lucian Arye Bebchuk and Jesse
Fried and attorney David Walker in a recent
study.
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Stock options are not evil, but unless we
curb the present madness, we are courting
continual trouble. Here are three ways to
check the overuse of options.

(1) Change the accounting—count options
as a cost. Amazingly, when companies issue
stock options, they do not have to make a
deduction to profits. This encourages compa-
nies to create new options. By one common
accounting technique, Enron’s options would
have required deductions of almost $2.4 bil-
lion from 1998 through 2000. That would have
virtually eliminated the company’s profits.

(2) Index stock options to the market. If a
company’s shares rise in tandem with the
overall stock market, the gains don’t reflect
any management contribution—and yet,
most options still increase in value. Execu-
tives get a windfall. Options should reward
only for gains above the market.

(3) Don’t reprice options if the stock falls.
Some corporate boards of directors issue new
options at lower prices if the company’s
stock falls. What’s the point? Options are
supposed to prod executive to improve the
company’s profits and stock price. Why pro-
tect them if they fail?

Within limits, stock options represent a
useful reward for management. But we lost
those limits, and options became a kind of
free money sprinkled about by uncritical
corporate directors. The unintended result
was a morally lax, get-rich-quick mentality.
Unless companies restore limits—prodded, if
need be, by new government regulations—
one large lesson of the Enron scandal will
have been lost.

[From the Washington Post, April 18, 2002]
MONEY TALKS

Alan Greenspan, perhaps the nation’s most
revered economist, thinks employee stock
options should be counted, like salaries, as a
company expense. Warren Buffet, perhaps
the nation’s foremost investor, has long ar-
gued the same line. The Financial Account-
ing Standards Board, the expert group that
writes accounting rules, reached the same
conclusion eight years ago. The London-
based International Accounting Standards
Board recently recommended the same ap-
proach. In short, a rather unshort list of ex-
perts endorses the common-sense idea that,
whether you get paid in cash or company
cars or options, the expense should be re-
corded. Yet t