
          

UnitedHealth's Option Plans and Public Disclosures about Stock Options

11. In its filings with the Commission for fiscal years 1994 through 2005,

UnitedHealth routinely represented that it complied with APB 25, and its fmancial statements

reflected that the Company had not recognized compensation cost for its employee stock options.

For example, in its 2002 Annual Report UnitedHealth stated: "we do not recognize compensation

expense in connection with employee stock option grants because we grant stock options at

exercise prices not less than the fair value of our common stock on the date of grant."

12. Beginning in approximately 2002, UnitedHealth granted millions of stock options

pursuant to the Company's shareholder-approved 2002 Stock Incentive Plan (the "2002 Plan").

The 2002 Plan prohibited UnitedHealth from granting stock options with strike prices of less

than the stock's fair market value on the date of grant.

c. The Backdating Scheme

13. From no later than 1994 through 2005, certain UnitedHealth officers disregarded

and contravened UnitedHealth's public disclosures about stock options and, starting in 2002,

provisions of the 2002 Plan by looking back and choosing, with the benefit of hindsight,

purported grant dates that coincided with the dates of low closing prices for UnitedHealth stock,

resulting in in-the-money options.

14. Certain UnitedHealth officers retrospectively priced "interim grants" to

employees for selective promotions, new hires and special performance. These interim grants

routinely were priced shortly after the end of the quarter or month in which the promotion, hire

or special performance occurred. The purported date of the grant was that which corresponded

to the lowest share price between the date of the offer letter, employment, promotion letter or

official written recognition for special performance and the end of quarter or month in which the
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CLAIM

(Failure to Maintain Accurate Books and Records­
Violations of13(b)(2)(A) ofthe Exchange Act)

24. The Commission realleges paragraphs 1 through 23.

25. Based on the conduct alleged above, UnitedHealth violated Section 13(b)(2)(A)

of the Exchange Act [15 U.S.C. § 78m(b)(2)(A)], which obligates issuers of securities registered

pursuant to Section 12 of the Exchange Act [15 U.S.c. § 78l] to make and keep books, records

and accounts which, in reasonable detail, accurately and fairly reflect the transactions and

dispositions ofthe assets of the issuer.

THIRD CLAIM

(Failure to Maintain Adequate Internal Accounting Controls­
Violations of13(b)(2)(B) ofthe Exchange Act)

26. The Commission realleges paragraphs 1 through 25.

27. Based on the conduct alleged above, UnitedHealth violated Section 13(b)(2)(B) of

the Exchange Act [15 U.S.C. § 78m(b)(2)(B)], which obligates issuers of securities registered

pursuant to Section 12 of the Exchange Act [15 U.S.c. § 781] to devise and maintain a sufficient

system of internal accounting controls.

PRAYER FOR RELIEF

WHEREFORE, the Commission respectfully requests that the Court:

I.

Permanently enjoin UnitedHealth and its agents, servants, employees, attorneys, and

assigns, and those persons in active concert or participation with them, from violating Section
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