
 

Highlights: 

• As mandatory options expensing draws closer, we’ve been following how the companies 

in our universe of coverage are likely to react.  One step that many of our companies are 

contemplating is accelerated vesting for out-of-the-money options. 

• Accelerated vesting allows companies to report the expense associated with options for 

the quarter in which they’re vested.  That means that companies are able to take a 

substantial one-time hit and report the item only as a footnote. Of course, the other result 

is a substantial increase in exercisable options, and a decrease in the retention value of 

the options program. 

• Since our initial report published in April, 13 more semiconductor and semiconductor 

equipment companies have announced accelerated vesting. As of today, 23 companies or 

42% of our semiconductor and semiconductor equipment coverage universe have 

announced accelerated vesting.  With a few months left before FAS123 kicks in, we 

think that many other companies are contemplating the move. 

• For most companies, accelerated vesting has a significant impact on total options 

outstanding.  If we assume that the remainder of our companies take out options just 

above the current price, with no additional premium, the result is an average 39% 

reduction in the number of unvested options.  Taking out options with strikes at a 20% 

premium to the current price, a more conservative approach that some companies are 

taking, drives a 28% reduction in unvested options. 

• Tying the reduction in unvested options back to stated options expense is difficult.  What 

we can say is that the companies that have accelerated options vesting to date have 

reported total expense reductions that vary between 26% and 100% of the 2004 options 

expense run rate as calculated under FAS 123R.  At a very simplistic level, the 

percentage reduction in the unvested options count should signal the magnitude of 

reduction in the expensing run rate.  See the table on page 3 for more details. 
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� Companies now taking options expensing 

seriously 

As mandatory options expensing draws nearer we continue 

to look at the details of how options expensing will be 

implemented, and how companies are likely to react.  

Companies are now taking options expensing seriously, 

and acting accordingly – one result of that has been 

increased focus on accelerated options vesting.  

� We think FAS 123R numbers could change 

It’s easy enough to figure out what reported income would 

be for 2005 under FAS 123R.  What’s more interesting is 

to examine how options expense calculated under the FAS 

123R rules is likely to change over time.  We’ve already 

pointed that key input assumptions for options pricing 

models used by our universe of companies vary 

substantially, which raises questions about the 

comparability of the FAS 123R numbers as reported.  We 

expect companies to take a hard look at their model 

assumptions for new options grants. 

� Accelerated vesting could have a significant 

impact 

Another issue that hasn’t received sufficient attention is 

the impact that accelerated vesting will have on stated 

options expense.  Our checks indicate that many, if not all, 

of the companies that we cover are looking at accelerating 

vesting for out-of-the-money options in the remaining 

months before FAS123 takes effect.  Accelerated vesting 

allows companies to report the expense associated with 

options for the quarter in which they’re vested.  That 

means that companies are able to take a substantial one-

time hit and report the item only as a footnote.  Of course, 

the other result is a substantial increase in exercisable 

options, and a reduction in the employee retention value 

associated with the options program. 

On the following page we’ve summarized data for our 

universe of semiconductor and capital equipment 

companies that have not announced accelerated vesting.  

Specifically, we’ve measured how many outstanding 

options each company has reported in total, and how many 

of those options are vested or unvested.  Additionally, 

we’ve looked at how many unvested options are in the 

money now, and how many strike within either a 10% or 

20% premium to the current stock price.   

The analysis of how the strike price distribution breaks 

down is important, because approaches to accelerated 

vesting vary.  Some companies are taking everything off 

the table that has a strike price above the stock price on a 

given day.  Other companies are taking a more 

conservative approach, only accelerating vesting for 

options with strike prices more than 10% or even 20% 

above the current stock price.  

 

� Up to 37% of current unvested options could 

vest if companies accelerate 

For most companies, even using the more conservative 

approach, accelerated vesting has a significant impact on 

total options outstanding.  If we assume that our 

companies take out options above the current price, with 

no additional premium, the result is an average 39% 

reduction in the number of unvested options.  At a 10% 

premium, an average 34% of unvested options vest, and at 

a 20% premium the result is a 28% reduction. 

� Tying back to options expense is difficult, but 

expect a significant impact 

Tying the reduction in unvested options back to stated 

options expense would be nice.  Unfortunately, working 

backwards to figure out how options were valued when 

granted, which is what matters for the expense calculation, 

turns out to be impossible.  What we can say is that the 

companies that have accelerated options vesting to date 

have reported total expense reductions that vary between 

26% and 100% of the 2004 options expense run rate as 

calculated under FAS 123R.    At a very simplistic level, 

the percentage reduction in the unvested options count 

should signal the magnitude of reduction in the expensing 

run rate.  See the table on page 3 for more details. 

The relative benefit of accelerated vesting will decline 

over time as new options are granted and expensed.  Then 

again, we expect companies to become more judicious 

with future options grants now that expensing is becoming 

mandatory. 

� 23 of 55 semi and semi equipment companies 

have accelerated vesting so far – expect more  

23 of the 55 companies that we’ve included in this report 

have already announced accelerated options vesting, per 

the table below.  We think that many of the remaining 32 

companies take similar action during the next several 

months. 

 

Table 1: Companies already announced accelerated vesting 

Semiconductor Semiconductor Equipment 

ADI LLTC  AEIS ENTG TER 

AGR MCHP  AMAT ESIO UTEK 

AMD MU  AMKR LRCX VECO 

FCS RFMD  ASYT MKSI  

ISIL VTSS  CYMI PHTN  

Source: Company SEC filings 
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Table 2:  Summary Option Count Information – Companies that have not announced accelerated options vesting 

 Options Vested Unvested Est percentage of unvested options that vest at a…

  Outstanding Options Options 0% premium  10% premium 20% premium 

Semiconductors   

AATI  5,033 770 4,263 0% 0% 0%

ALTR 62,367 35,338 27,029 82% 78% 72%

AMIS  6,074 2,349 3,725 77% 77% 77%

ATYT 27,883 13,771 14,112 67% 64% 45%

BRCM 97,640 51,866 45,774 13% 12% 11%

CY 43,095 25,330 17,765 49% 47% 45%

INTC  883,900 397,500 486,400 53% 37% 25%

FSL 34,572 4,551 30,021 0% 0% 0%

IDTI 19,447 12,381 7,066 91% 88% 51%

LSI 67,733 44,301 23,432 50% 41% 33%

MPWR  8,001 2,294 5,708 2% 0% 0%

MRVL 50,232 18,123 32,109 1% 0% 0%

MXIM  101,887 46,523 55,365 45% 22% 11%

NETL  2,250 1,483 767 0% 0% 0%

NSM 76,700 53,200 23,500 1% 1% 1%

NVDA 46,160 29,061 17,099 3% 2% 1%

SGTL  3,883 2,271 1,612 72% 67% 62%

SLAB  9,981 3,897 6,084 55% 45% 36%

SMTC 16,054 10,039 6,015 76% 53% 29%

SNDK 22,632 12,017 10,616 1% 1% 0%

TXN  241,089 142,778 98,311 41% 36% 30%

XLNX 60,643 45,444 15,199 96% 73% 68%

   

Semiconductor Capital Equipment   

A 70,976 31,023 39,953 25% 17% 9%

ATMI  4,263 2,433 1,830 13% 9% 5%

KLAC 33,379 17,332 16,047 19% 11% 3%

KLIC  8,160 4,451 3,709 69% 69% 69%

NVLS 26,705 15,647 11,058 99% 99% 93%

PLAB  1,969 1,412 556 54% 47% 40%

STAK  3,691 2,075 1,615 23% 22% 20%

TSRA  6,618 3,671 2,947 11% 8% 5%

WFR  9,279 2,658 6,621 1% 1% 1%

Source:  Company Information, Merrill Lynch 
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Important Disclosures 

Investment Rating Distribution:  Technology Group (as of 30 September 2005) 
  Coverage Universe Count Percent   Inv. Banking Relationships* Count Percent

  Buy 83 36.56%   Buy 17 20.48%
  Neutral 133 58.59%   Neutral 19 14.29%
  Sell 11 4.85%   Sell 1 9.09%

Investment Rating Distribution:  Global Group (as of 30 September 2005) 
  Coverage Universe Count Percent   Inv. Banking Relationships* Count Percent

  Buy 1076 40.21%   Buy 350 32.53%
  Neutral 1399 52.28%   Neutral 412 29.45%
  Sell 201 7.51%   Sell 36 17.91%

* Companies in respect of which MLPF&S or an affiliate has received compensation for investment banking services within the past 12 months. 

FUNDAMENTAL EQUITY OPINION KEY: Opinions include a Volatility Risk Rating, an Investment Rating and an Income Rating.  VOLATILITY RISK RATINGS, 
indicators of potential price fluctuation, are: A - Low, B - Medium, and C - High.  INVESTMENT RATINGS, indicators of expected total return (price appreciation 
plus yield) within the 12-month period from the date of the initial rating, are: 1 - Buy (10% or more for Low and Medium Volatility Risk Securities - 20% or more for 
High Volatility Risk securities); 2 - Neutral (0-10% for Low and Medium Volatility Risk securities - 0-20% for High Volatility Risk securities); 3 - Sell (negative 
return); and 6 - No Rating. INCOME RATINGS, indicators of potential cash dividends, are: 7 - same/higher (dividend considered to be secure); 8 - same/lower 
(dividend not considered to be secure); and 9 - pays no cash dividend. 

 
The analyst(s) responsible for covering the securities in this report receive compensation based upon, among other factors, the overall profitability of Merrill 

Lynch, including profits derived from investment banking revenues. 
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without the express written consent of Merrill Lynch.  Merrill Lynch research reports are distributed simultaneously to internal and client websites eligible to receive such 
research prior to any public dissemination by Merrill Lynch of the research report or information or opinion contained therein.  Any unauthorized use or disclosure is 
prohibited.  Receipt and review of this research report constitutes your agreement not to redistribute, retransmit, or disclose to others the contents, opinions, conclusion, or 
information contained in this report (including any investment recommendations, estimates or price targets) prior to Merrill Lynch's public disclosure of such information.  The 
information herein (other than disclosure information relating to Merrill Lynch and its affiliates) was obtained from various sources and we do not guarantee its accuracy. 

Officers of MLPF&S or one of its affiliates (other than research analysts) may have a financial interest in securities of the issuer(s) or in related investments. 
This research report provides general information only.  Neither the information nor any opinion expressed constitutes an offer, or an invitation to make an offer, to buy or 

sell any securities or other investment or any options, futures or derivatives related to securities or investments.  It is not intended to provide personal investment advice and 
it does not take into account the specific investment objectives, financial situation and the particular needs of any specific person who may receive this report.  Investors 
should seek financial advice regarding the appropriateness of investing in any securities, other investment or investment strategies discussed or recommended in this report 
and should understand that statements regarding future prospects may not be realized. Investors should note that income from such securities or other investments, if any, 
may fluctuate and that price or value such securities and investments may rise or fall.  Accordingly, investors may receive back less than originally invested.  Past 
performance is not necessarily a guide to future performance. 

Foreign currency rates of exchange may adversely affect the value, price or income of any security or related investment mentioned in this report. In addition, investors in 
securities such as ADRs, whose values are influenced by the currency of the underlying security, effectively assume currency risk. 

UK readers: MLPFS or an affiliate is a liquidity provider for the securities discussed in this report. Merrill Lynch Research policies relating to conflicts of interest are 
described at http://www.ml.com/media/43347.pdf. 

Information relating to Non-US affiliates of Merrill Lynch, Pierce, Fenner & Smith Incorporated (MLPF&S): MLPF&S distributes research reports of the following non-US 
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Pacific) Limited; Merrill Lynch (Singapore): Merrill Lynch (Singapore) Pte Ltd; Merrill Lynch (Canada): Merrill Lynch Canada Inc; Merrill Lynch (Mexico): Merrill Lynch Mexico, 
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This research report has been prepared and issued by MLPF&S and/or one or more of its non-US affiliates.  MLPF&S is the distributor of this research report in the US 
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