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'Onge- proxy statene-t in particular
causes me great concern. I refer to the
statement which was sent to IBM stock-
holders on March 21 of'this year in prep-
aration for the annual meeting of stock-
holders at noon tomorrow. What par-
ticularly disturbs me Is that the IBM
management now proposes to grant
themselves a second, round of options.

Those who have defended the prin-
ciple of the restricted stock option have
leaned heavily on the argument -that
very limited numbers of shares have
been placed under option; and that the
harm done to the ,company and the'
stockholders by virtue of this type of.
stock watering will be small. Now, this
argument might hold up fairly well were
companies to set aside one small block
of stock, and when this was exhausted
allow no more options..

But, this is not being done. Decent
restraint is not being exercised. Com-
pany insiders are finding that the shares
of stock set aside for the first round of
options have all been allotted, and they
are, therefore, setting aside additional
shares for a second. or perhaps a third.
round.

IBM adopted a stock option plan in
1956. Under that plan, some 130,000
shares were granted under option to 61
executives through calendar year 1959.
No more options may be granted under
the 1956 plan after tomorrow. So, it
Is now proposed that the stockholders,
at this annual meeting, approve a new
plan whereby 100,000 additional shares
wil be set aside for the benefit of officers
and key employees.

Mr. President, there is apparently no
end to this sort of rigging. Corporate
directors and managers can continue,
year after year, to set aside large blocks
of stock for their own benefit, and to the
detriment of legitniate purchasers of
their company's stock who must go into
the open market and purchase at the
going rate.

These figures for MIB may not sound
staggering, but bear in. mind that IBM
stock is a high priced stock-it is selling
now for around $720 per share.

Let me Illustrate this point by showing
what the president of the company, Mr.
Thomas J. Watson, Jr., has gained. Un-
der the 1956 plan, Mr. Watson was grant- -
ed an option to purchase 7,643 shares of
stock at a price of $137.70.' ·At current
prices, this represents compensation, in.
addition to his regular annual compen-;
sation of more than $300,000, of almost.
$4.5 millon.

And this added compensation Is not
taxable at the time the option is exer-
'cised, at which time a-real, tangible, and
measurable profit Is realized.

'itbl he otioned stock in'
1 "p.aid': the'n no lncme tax will eVer '
be paid by anyone on this tremendous
fortune. Meanwhile, taxes are withheld
from the pay checks of every hourly paid
worker employed by IBM.

Can It be argued by any reasonable
.man that Mr. Watson needs this extra
$4.5 million as an Incentive to look after
the. company's affairs? Can It be suc-
cessfully argued that Mr. Watson-would,
without this gtmmick. leave the com-
pany so closely identified with his fame-:
Ily and in which he, his brother, and
their mother already own more than,
175,000 shares worth some $125 million?
Do he and the other highly compen-
sated executives need even more cut-
rate bargain purchases? .

I hope the stockholders of IBM will
rise'up tomorrow and vote down this
new scheme. But I hold little hope of
this. As I have previously pointed out,
the managers have taken control away
from the stockholders, and it is diA-
cult for interested and knowledgeable
stockholders to get together enough
proxies to defeat a proposal sponsored
by the management, and even for the
benefit of the management.

It is, therefore, up to the Congress to
act to protect all stockholders.

EL;UNATION OF ADDITIONAL FEES
FOR CONTRACTOR FWANCING-
ExPENSES UNDER DEPARTMENT
OF DEFENSE CONTRACTS.
Mr. BYRD of Virginia. Mr. President,

on May 13, 1960 The Senate adopted an
amendment to the military construction
bill of 1960 to stop Federal payment of
additional fees for contractor financinl
expenses under Department of Defense
contracts.

This amendment was later eliminated
in the House-Senate conference on the
bill, but Iam pleased to advise the Senate
at thisntiMe that the practice has been
stopped by. an administrative order.
Substantial savings will result..

These fees.were being paid in connec-
tion with many military contracts under
Department of Defense Directive 7800.6,
"Cost-Reimbursement Contracts-Pay-
ments for Work in Progress," dated
November 1, 1957.

Audits by the Comptroller General.
found that under this directive the Gov-
ernment was paying millions of dollars
In additional fees to cost-plus-fee con-
tractors for which It received no signfi-
cant benefit.

The Department of Defense on March
14 of this year canceled the'1957 directive
In the interests of reducing costs and
simplying procurement administration.

There Is reason to believe that this
action resulted: from the findings re-
vealed by the. Comptroller General's'
audits and the attention given to them
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. Washftngton, March 28,1961.
Son'. lHARr F. Be,
U.S. denote.

nana SsNAvoa BaD': Reference is made to
our letter of February 23, 1981; in regard to
payment of additional fees to contractors for
agreeing to deferred reimbursement of costs
unduer cost-type contracts. i At that time, we
stated our opinion that there was a present
anti continuing need for legislation on this
subtect. .

Ou March 14, 1961, the Department of DO-
for na rescinded Its Directive 7800.8 dated No-
vealber I, 1957, which established the policy
for payment of additional fees for contractor
financing expenses. The Deputy Secretary
of Defense issued the following statement to
the military departments:.

"Y' the interests of reducing costs and
simplfying procurement administration, I.
have today directed the cancellation of the
subject directive which provides for the
withholding from contractors performing
certain categories of -cost-reimbursement
type contracts twenty percent of coats In-
currad until deliveries of end items or per-
formnnance of specified increments of work.

"Please take such actions as are necessary
to provide for the omission of the withhold-
ing requirements from all new contracts.
In addition it Is desired that edsting con.
tracts containing the withholdlng provlson
be amended by supplemental agreement to
provide for payment of withheld amounts
whenever adequate.consideration can be ne-
gotlated with the' contractor in the form
of an adjustment in the flted tee.-

lci-, aggressive Interest and action In this
matter, Including Introduction of leglsla-
tion In the 86th Congress to ,nuifyy the pol-
icy, had a slIgnficant bearing on the action
of tho Department of Defense in rescinding
this policy and will result In substantial
savings to the Oovernment.

Sincerely yours.
JosmE. BrasPRO,

Comptroller General of the United States.

H oaS or RPREisvNTrris.
Cowxarrms ox Aasm Smarcvr,
Washington,. D.C., March 16. 1981.

Hon. HAsay. . BYRD,
U.S. Senate

DWS SamAoa:' On May 16 last year, you
wrote me concerning an amendment to HJI.
10777, the military construction bilt which
you Introduced on May 12, 1960,.the purpose
of which was to nullity the effect of Depart-
ment. of Defense Directive 7800.6, which or-
dared withheld 20 percent of incurred reim-
btasanble costs on cost-reimbursable con-
tracts.

In our heeringi on contracting procedures
and in House Report No. 1959, 80th Con-
gress, pages 22 and 23, the effect and cost
of this directive was considered and brought
foroe:ully to the attention of the Depart-
mant, of Defense, and the subject has been
under active study.

I am happy to bring to your attention
today, a cancellation issued March 14, 1961.

With warmest personal regards and very
best wishes,.

Palthully yours,
CA.L Vuesow,

ChA4rman.
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