Matter of Timing

Five More Companies Show
Questionable Options Pattern

Chip Industry’s KLA-Tencor
Among Firms With Grants
Before Stock-Price Jumps

A 20 Million-to-One Shot

By CHARLES FORELLE
And JAMES BANDLER

In 2001, KLA-Tencor Corp., a leading
semiconductor-equipment maker,
granted its top executives, including
Chairman Ken Levy, two batches of stock
options. They arrived on unusually fortu-
nate days for the executives: The first
dated at the share price’s first-half low;
the second at its second-half low.

In all, Mr. Levy received 10 grants
from KLA-Tencor and its predecessor
company between 1994 and 2001—all pre-
ceding quick runups in the share price;
an analysis by The Wall Street Journal
found the probability that that pattern
occurred merely by chance is tiny—
around one in 20 million.

Mr. Levy and company executives
didn’t return repeated phone and email
messages.

Over the past two months, questions
about the timing of executive options
have rocked more than a dozen compa-
nies, leading to probes by board commit-
tees, securities regulators and federal
prosecutors. Ten executives or directors
at these companies have left their posts
in recent weeks.

Now a fresh statistical examination
by the Journal has turned up five addi-
tional companies, including KLA-Tencor,
with highly improbable patterns of op-
tions grants, similar to those of some
companies already facing scrutiny from
federal authorities.

The newly identified companies span
the U.S. and do everything from making
telescopes to running dialysis clinics.
One is Boston Communications Group
Inc., a prepaid-wireless-technology pro-
vider, which in three out of five years
gave grants to senior executives priced
on the very day when its stock was at
annual lows.

The five companies are noteworthy for
nearly always awarding top executives op-
tion grants dated just ahead of asharp rise
in the company’s share price. The dates
also were often at the bottom of steep dips
in the share price. The statistical analysis
doesn’t prove any wrongdoing. It is possi-
ble that the sharp rises after grants result
from luck, a sense of market timing or
some other factor. But the repeated grants
before sharp stock gains raise the question
of whether the grants were actually
awarded later, then backdated to the more
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favorable time, or otherwise gamed.

The federal options probe has already
tamped down share prices of companies
under scrutiny and triggered yet another
wave of suspicion about misbehavior in
the executive suite. Backdating “repre-
sents the ultimate in greed,” says Arthur
Levitt, a former chairman of the Securi-
ties and Exchange Commission. “It is
stealing, in effect. It is ripping off share-
holders in an unconscionable way.”

The methodology used by the Jour-
nal to detect highly improbable grant
patterns was reviewed by David Yer-
mack, an associate professor of finance
at New York University’s Stern School
of Business, and by Erik Lie, an associ-
ate professor of finance at the Univer-
sity of lowa. Both scholars have studied
options timing. John Emerson, an assis-
tant professor of statistics at Yale Uni-
versity, developed a computer program
to calculate probabilities for the grants.
(See related article on page All.)

Mr. Lie, who wrote a watershed aca-
demic paper suggesting that options back-
dating could be pandemic, believes that
scores more companies could come under
the microscope. His data on thousands of
option grants show that, on average,
shares perform far better than normal in
the periods after option dates. The aberra-
tionis so large, Mr. Lie says, that backdat-
ing or some other means of grant timing
“must be widespread.”

Last week, the U.S. Attorney for the
Southern District of New York issued sub-
poenas to a half-dozen companies. Two
more companies disclosed they had re-
ceived inquiries from the SEC, which is
examining at least 20 companies for po-
tential backdating or other manipulation
of options timing.

Wall Street analysts are sifting
through securities filings for signs of for-
tunately timed options, figuring that dis-
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