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Apology Issued on Stock Options

MINNETONKA, Minn., May 2
{Reutors) — The chisl exccutive of
UniltedHéalth Group apologized to
shareholders at the annual meeting
Tuesday, saying he regretted that
the issue of stock options had become
a huge news event for the typically
low-key company.

UnitedHealth had granted stock
options o the chief executive, Wil-
limam W. McocGuire, worth some £1.6
billion, drawing criticism from insti-
tutional and individual shareholders
as well as investigations into their
timing.

Looking tense at times, Mr. Me-
Guire told shareholders: “With per-
fect hindsight we perhaps should
have moved to make adjustments in
our options program as gquickly as
our business was growing. 'But this
was not necessarily apparently with-
out the benefit of that hindsight. In
any event, we can only act now,"

About 200 shareholders showed up
on asparkling spring day in this Min-
neapolis suburb, with somé intent on
holding the company's feat to the
fire. In a typical year, a few ddzen
shareholders attend the meeting.

“l was always steadfast in my be-
lief that the amount of shares being
granied were obscene,” Larry Lar-
s0n, a retired Minneapolis-area
achoolteacher who owns about 800
UnitedHealth shares, told Mr. Mc-
Guire during & guestion-and-answer
seagion. Lty

“] grant you many more sleepless
nights so you might make betier de-

clainng far thia comBane in the o fis-

Eric Mlles/Aseoeialed Fress
William W, MceGuire is chief exec-
utive of UnitedHealth Group.

calls to withhold votes from Mr. Me-
Guire and three other directors be-
causa of the options issue, sharehold-
ers endorsed all four directors for re-
election.

In addition, sharcholders réjected
a proposal that would have required
directors ta be elected by a majority
wvote rather than a plurality.

In the board vote, Mr. McGulire
and one director, Douglas Leather-
dale, were returned by 88 percent of
voters while James Johnson and



GOING UP-WHAT'SDRIVING CEO PAY GROWTH

Discussion Topics

v Some history
v Why does pay keep going up?

v Slowing down the escalator
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Some History

Decade

1890s Stock Options

1900s Stock Grants
Stock purchase plans DuPont
Freestanding dividend equivalents

1910s Cash bonuses } General Motors
1920s Economic value added

$1mm pay package } Bethleham Steel
1930s Dividend equivalents and options

SARS } Marshall Fields

Option pricing } Pan Am

1950 Tax law: restricted stock options (RSOs)
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Some History (continued)

Decade
1951 AICPA Bulletin 51 (no expense for RSOs)
1964 Tax law: Employee Stock Purchase Plans
1967 Golden parachute } Conoco
1971 Performance Shares } CBS
1972 APB 25
Performanc_e unit plans } Heinz
Indexed options
1974 $1mm annual bonus } Revlon
1975 Time-vested restricted stock } Harris Bank
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CEO Compensation* —

Compensation ($000s)

1974 through 2004

Dow Jones I ndustrial Ave

$13000 + | ----- Dow Jones Industrial Average Sept.  Enron  Sarbanes
) 11th  Collapse  Oxley  Disney.
$12,000 + CEO Total Remuneration (2001) (2001) (zooz) Grasst
2003)
FASB 123  New Capital ,'
$11,000 | —*%— CEO Total Cash (1907) Gain Tax /
—e— CEO Salary 1997) '
$10,000 $1 m\ ; .
Cap Iy “ )
$9,000 + Dawn of Corporate IRC Sec. ," o
Governance 162(m) . N
$8,000 + Pay for Performance Era (1994)  mM&A 7
Golden (1987) 409
$7,000 + Parachute e
Legislation
$6,000 + Congress (1983) Option
Eliminates ) ) £ .
1 Qualified Incentive Stock Option M&A Boch Xpensing
$5,000 Stock Options L egislation (1981) (mid-1980's) (2005)
$4.000 (1976)
Wage Price
$3,000 + Controals
(mid-1970's)
$2,000
$1,000
[,
$O 3
™ © NS ) 12 ™ 0 D N\ Vv s o) D \} Q 3
A\ A\ A\ o) e o] > o) ) ) ) ) ) \)
CUEC RS R - - A R R A S - - R S

Relationship of Dow Jones Industrial Average to CEO Total Remuneration - r? = 0.95

&2 * Based on Pearl Meyer & Partners Total Compensation Survey of approximately 50 U.S. Companies.

** Dow Jones Industrial Average as of calendar year-end.
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CEO Pay Growing Faster Than Other NEO Pay*

CEO Other NEOs
Ss&P500 | Midcap 400 Smggocap S&P 500 | Midcap 400 Smggocap
2003 245 182 154 212 150 142
2300 470 232 192 331 194 179
1993 100 100 100 100 100 100
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*Indexes built on pay data in Bebchuk and Grinstein, 2005.
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Explanations for Rapid CEO Pay Growth

Arm’s Length Bargaining Model

v Supply and demand
v/ Increased executive mobility and turnover
v Availability of alternative careers

v Growing use of incentives, especially LTI
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Explanations for Rapid CEO Pay Growth

Managerial Power Model

v Bull market, coupled with “options good” mentality
v Agenda control, time and resources

v Pride, greed and avarice
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Increasing Prevalence of Employment Agreements

v Recruitment of executives from outside

@ “Locking in” past compensation accruals

@ Severance protection

v Mergers and acquisitions

v/ Negotiation process

@ Focused on individual
@ Emphasis on protection

@ Often driven by outsiders
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Summary Compensation Table

Name Year | Total Salary | Bonus | Stock Option Non- All
and (S) (%) (S) Awards | Awards Stock Other
Principal ($) (%) Incentive | Compen-
Position Plan sation
Compen- (%)
sation
($)
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US Birth Rates*

Births Per 1,000 Women

1950 106.2
1960 118.0
1970 87.9
1980 68.4
1990 70.9
2000 66.3

PM *Sources: Various; data compiled by Child Trends Data Bank.
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When Dealing With Ongoing Compensation Management

v/ Establish and maintain rational compensation philosophy

v Balance competitive pay and competitive performance
perspectives

v Put competitive pay data in its proper place

v Consider future values of compensation and associated
expense
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When Considering New Programs, Mega-Grants, Special
Awards, etc.

v Tally Sheets

v Imagine the possibilities

PM

&

A Clark Consulting Practice — 13-



GOING UP-WHAT'SDRIVING CEO PAY GROWTH

When Recruiting From The Qutside

v/ Multiple candidates, even for CEO slot
v Structure offer within your pay system
v Project cost of failures

v Tally sheets
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When Recruiting From The Qutside

\/ FINALLY - hire only hungry executives
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Antenna Raisers for Compensation Committee Members

v Being rushed
v Unbalanced focus on market practice
v Over-emphasis on pay as retention tool

v Comparisons to actors, sports stars and hedge fund
managers

v Comparisons to growth in market cap
v Continued cashing out of vested equity

v Conflict avoidance
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Compensation Committee Process

Vv Agenda management

@ Discuss at one meeting; decide at the next
@ Annual meeting on philosophy, pay strategy
@ Executive sessions

v Committee reference book

@ Tally sheets
@ Policy and plan summaries

v Annual review of competitive performance as well as
competitive pay

v CEO performance evaluation process

v Objective, independent advice
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