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between its old pension plan and its controversid new "cash-baance” plan.

But the resolution, the first of its kind, won 28.4% of the votes, or nearly
300 million shares, well above the 3% needed to guarantee the issue will
return on next year's balot if its backers resubmit it.

The resolution was fueled by IBM's shift to a cash-baance pension plan
last year, which angered workers who discovered that the new plan would
cut benefits for longer-service workers by 30% or more. After an
employee uprisng, which led to Senate hearings and government
investigations, IBM in September dlowed al employees 40 years old or
older, and with at least 10 years of service, the choice of remaining in the
old penson plan, bringing the number of employees with such an option to
65,000.
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provoked a very negative response from alarge number of their own
employees who are supposedly highly vaued,” said James Heard, chief
executive of Proxy Monitor, aleading proxy-voting adviser that supported
the resolution. "If you've upset this many of your employees, you haven't
done your homework."

During the shareholders mesting in Cleveland, IBM Chief Executive Louis
V. Gerstner acknowledged that some IBM employees were upset but
defended the new approach. "1 know we have in this auditorium a group of
very passonate employees who have strong opinions about the pension
changes," he said. But he said other employees are "just as passonate in
urging us to change the company even more." These other employees
understand "that we must compete for talent and loyalty the same way our
‘dot-com'’ technology competitors do -- more stock and cash upfront and
fewer 'old fashioned' benefits like pensions, dependent care, long-term
medical and adoption assistance.”

He added that the company needed to find a ba ance between the needs of
shareholders and employees. And while the company responded to
employee concerns last year by enlarging the number able to decide their
pension fate, "We can't do more without putting |BM's competitiveness at
rsk," hesad.

Employee Complaints

Attending the meeting were about 100 IBM employees from 16 different
work locations. Some complained thet their views weren't fully heard. The
meeting, which was scheduled to last until noon, ended a haf-hour early.
Just as U.S. Rep. Bernie Sanders, an Independent from Vermont who is
an outspoken critic of IBM's new pension plan, stepped up to the
microphone, IBM's Mr. Gerstner concluded the meseting. A spokeswoman
for IBM later explained that there was atime parameter for the question-
and-answer session and that Mr. Gerstner stuck to it.

Acrimony was aready running high because IBM employees were forced
to gather in the dtreet in front of the hotel for their various premeeting and
postmesting sessons. Although the group had asigned contract from the
Renaissance Cleveland Hotdl, the hotel canceled it 10 days before the
shareholders meeting, saying it had mistakenly double-booked the room.
IBM booked all of the space in the hotel last September, said a
spokesman for the hotdl.

Going forward, IBM employees hope to generate pressure for next year's
vote by trangferring money in their 401(k) program to mutua funds run by
asset-management firms that voted for the resolution. Inditutions on the
outs with these employees include State Street Globd Advisors, which
indicated it generdly supports management on holder resolutions.
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Separately, IBM said it raised its quarterly dividend 8% to 13 centsa
share from 12 cents, payable June 10 to shareholders of record on May
10. Mr. Gerstner said he has " confidence about our prospects for the full
year," based on growing sdes of software, services and hosting for Internet
business, both to traditiond large customers and new Internet-only start-
ups. Among other areas, Mr. Gerstner said IBM's e-business services
grew more than 60% last year to more than $3 billion and grew 70% in the
first quarter.

Writeto Ellen E. Schultz at dlen.schultz@ws.com and Jon G. Auerbach
at jon.auerbach@ws.com
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