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PART I. FINANCIAL INFORMATION
Item 1.

Financial Statements (unaudited)
UNITEDHEALTH GROUP
CONDENSED CONSOLIDATED BALANCE SHEETS
(Unaudited)
(In millions, except share and per share data)
June 30,
2005

December 31,
2004

ASSETS
Current Assets
Cash and Cash Equivalents
Short-Term Investments
Accounts Receivable, net
Assets Under Management
Deferred Income Taxes and Other

$ 4,042
301
914
1,839
964

Total Current Assets
Long-Term Investments
Property, Equipment, Capitalized Software, and Other Assets, net
Goodwill
Other Intangible Assets, net

$

8,060
8,430
1,290
9,669
1,072

3,991
514
906
1,930
900
8,241
7,748
1,215
9,470
1,205

TOTAL ASSETS

$28,521

$

27,879

LIABILITIES AND SHAREHOLDERS’ EQUITY
Current Liabilities
Medical Costs Payable
Accounts Payable and Accrued Liabilities
Other Policy Liabilities
Commercial Paper and Current Maturities of Long-Term Debt
Unearned Premiums

$ 5,909
2,496
1,862
400
895

$

5,540
2,107
1,933
673
1,076

Total Current Liabilities
Long-Term Debt, less current maturities
Future Policy Benefits for Life and Annuity Contracts
Deferred Income Taxes and Other Liabilities
Commitments and Contingencies (Note 12)
Shareholders’ Equity
Common Stock, $0.01 par value — 3,000 shares authorized; 1,255 and 1,285 issued and
outstanding
Additional Paid-In Capital
Retained Earnings
Accumulated Other Comprehensive Income:
Net Unrealized Gains on Investments, net of tax effects
Total Shareholders’ Equity

11,562
3,850
1,719
861

11,329
3,350
1,669
814

13
1,340
9,053

13
3,088
7,484

123

132

10,529

10,717

$28,521

TOTAL LIABILITIES AND SHAREHOLDERS’ EQUITY
See notes to condensed consolidated financial statements
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$

27,879

UNITEDHEALTH GROUP
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)
(In millions, except per share data)
Three Months Ended
June 30,

REVENUES
Premiums
Services
Investment and Other Income

Six Months Ended
June 30,

2005

2004

2005

2004

$ 10,062
920
129

$ 7,801
813
90

$19,933
1,822
243

$15,065
1,602
181

11,111

8,704

21,998

16,848

8,061
1,632
108

6,326
1,346
87

15,963
3,252
217

12,195
2,663
169

9,801

7,759

19,432

15,027

Total Revenues
MEDICAL AND OPERATING COSTS
Medical Costs
Operating Costs
Depreciation and Amortization
Total Medical and Operating Costs
EARNINGS FROM OPERATIONS
Interest Expense

1,310
(55)

945
(28)

2,566
(104)

1,821
(52)

EARNINGS BEFORE INCOME TAXES
Provision for Income Taxes

1,255
(446)

917
(321)

2,462
(874)

1,769
(619)

NET EARNINGS

$

809

$ 596

$ 1,588

$ 1,150

BASIC NET EARNINGS PER COMMON SHARE

$

0.64

$ 0.49

$

1.25

$

0.95

DILUTED NET EARNINGS PER COMMON SHARE

$

0.61

$ 0.47

$

1.19

$

0.91

BASIC WEIGHTED-AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING
DILUTIVE EFFECT OF OUTSTANDING STOCK OPTIONS

1,258
63

1,220
57

1,268
63

1,212
57

DILUTED WEIGHTED-AVERAGE NUMBER OF COMMON SHARES
OUTSTANDING

1,321

1,277

1,331

1,269

See notes to condensed consolidated financial statements
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UNITEDHEALTH GROUP
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)
(In millions)
Six Months Ended
June 30,

OPERATING ACTIVITIES
Net Earnings
Noncash Items:
Depreciation and Amortization
Deferred Income Taxes and Other
Net Change in Other Operating Items, net of effects from acquisitions and changes in AARP balances:
Accounts Receivable and Other Assets
Medical Costs Payable
Accounts Payable and Other Accrued Liabilities
Unearned Premiums

2005

2004

$ 1,588

$ 1,150

217
63

169
27

(53)
289
616
(223)

9
302
437
(167)

Cash Flows From Operating Activities
INVESTING ACTIVITIES
Cash Paid for Acquisitions, net of cash assumed and other effects
Purchases of Property, Equipment and Capitalized Software
Purchases of Investments
Maturities and Sales of Investments
Cash Flows Used For Investing Activities
FINANCING ACTIVITIES
Proceeds from Common Stock Issuances
Common Stock Repurchases
Repayments of Commercial Paper, net
Proceeds from Issuances of Long-Term Debt
Other
Cash Flows Used For Financing Activities

2,497

1,927

(115)
(222)
(3,180)
2,709

(638)
(159)
(1,133)
1,481

(808)

(449)

224
(2,138)
(273)
500
49

182
(1,253)
(79)
500
10

(1,638)

(640)

51
3,991

838
2,262

CASH AND CASH EQUIVALENTS, END OF PERIOD

$ 4,042

$ 3,100

Supplementary schedule of noncash investing activities:
Common stock issued for acquisitions

$

$ 1,932

INCREASE IN CASH AND CASH EQUIVALENTS
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD

See notes to condensed consolidated financial statements
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UNITEDHEALTH GROUP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)
1. Basis of Presentation and Use of Estimates
Unless the context otherwise requires, the use of the terms the “Company,” “we,” “us,” and “our” in the following refers to
UnitedHealth Group Incorporated and its subsidiaries.
The accompanying unaudited condensed consolidated financial statements reflect all adjustments, consisting solely of normal
recurring adjustments, needed to present the financial results for these interim periods fairly. In accordance with the rules and
regulations of the Securities and Exchange Commission, we have omitted certain footnote disclosures that would substantially
duplicate the disclosures contained in our annual audited financial statements. Read together with the disclosures below, we believe
the interim financial statements are presented fairly. However, these unaudited condensed consolidated financial statements should be
read together with the consolidated financial statements and the notes included in our Annual Report on Form 10-K for the year ended
December 31, 2004.
These consolidated financial statements include certain amounts that are based on our best estimates and judgments. These estimates
require us to apply complex assumptions and judgments, often because we must make estimates about the effects of matters that are
inherently uncertain and will change in subsequent periods. The most significant estimates relate to medical costs, medical costs
payable, contingent liabilities, intangible asset valuations, asset impairments and revenues. We adjust these estimates each period, as
more current information becomes available. The impact of any changes in estimates is included in the determination of earnings in
the period in which the estimate is adjusted.
2. Stock-Based Compensation
We account for activity under our stock-based employee compensation plans under the recognition and measurement principles of
Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to Employees.” Accordingly, 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.
The following table shows the effect on net earnings and earnings per share had we applied the fair value expense recognition
provisions of Statement of Financial Accounting Standards (FAS) No. 123, “Accounting for Stock-Based Compensation,” to stockbased employee compensation (in millions, except per share data).
Three Months Ended
June 30,
2004

2005

NET EARNINGS
As Reported
Compensation Expense, net of tax effect
Pro Forma
BASIC NET EARNINGS PER COMMON SHARE
As Reported
Pro Forma
DILUTED NET EARNINGS PER COMMON SHARE
As Reported
Pro Forma
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Six Months Ended
June 30,
2005

2004

$

809
(39)

$

596
(32)

$ 1,588
(75)

$ 1,150
(64)

$

770

$

564

$ 1,513

$ 1,086

$ 0.64
$ 0.61

$ 0.49
$ 0.46

$ 1.25
$ 1.19

$ 0.95
$ 0.90

$ 0.61
$ 0.58

$ 0.47
$ 0.44

$ 1.19
$ 1.13

$ 0.91
$ 0.86

UNITEDHEALTH GROUP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
As discussed more fully in Note 13, FAS No. 123 (revised 2004), “Share Based Payment,” (FAS No. 123(R)) will be effective during
the first quarter of 2006, and will require us to measure compensation expense for all share-based payments (including employee
stock options) at fair value and recognize the expense over the related service period. Although we are continuing to evaluate the
requirements of this new standard, we do not believe that the compensation expense amounts upon adoption will be significantly
different than the FAS No. 123 pro forma amounts disclosed historically.
3. Acquisitions
On July 6, 2005, the Company entered into a definitive agreement to acquire PacifiCare Health Systems, Inc. (PacifiCare). PacifiCare
provides health care and benefit services to individuals and employers, principally in markets in the western United States. We expect
that this merger will significantly strengthen our resources by enhancing our capabilities on the Pacific Coast and in other Western
states and broadening the scope of our product offerings for a host of specialized services. Under the terms of the agreement,
PacifiCare shareholders will receive 1.1 shares of UnitedHealth Group common stock and $21.50 in cash for each share of PacifiCare
common stock they own. Total estimated consideration for the transaction of approximately $8.2 billion, to be issued upon closing, is
comprised of approximately 106 million shares of UnitedHealth Group common stock (valued at approximately $5.6 billion based
upon the average of UnitedHealth Group’s share closing price for two days before, the day of and two days after the acquisition
announcement date of July 6, 2005), approximately $2.1 billion in cash and UnitedHealth Group vested common stock options with
an estimated fair value of approximately $450 million to be issued in exchange for PacifiCare’s outstanding vested common stock
options. Under the purchase method of accounting, the total estimated purchase price will be allocated to the net tangible and
intangible assets of PacifiCare based on their estimated fair values at the closing of the transaction. Completion of the merger is
subject to receipt of regulatory approvals, approval by PacifiCare shareholders and other customary conditions. We expect this
transaction will close in the fourth quarter of 2005 or the first quarter of 2006.
In June 2005, our Health Care Services business segment entered into a definitive agreement to purchase Neighborhood Health
Partnership (NHP) for $175 million in cash. NHP is a privately owned health plan serving approximately 135,000 individuals
primarily in South Florida. This merger will strengthen our market position and provide expanded distribution opportunities in this
region for our UnitedHealth Group businesses. Completion of this transaction is subject to receipt of regulatory approvals and other
customary conditions. This transaction is expected to close in the second half of 2005.
On December 10, 2004, our Uniprise business segment acquired Definity Health Corporation (Definity). Definity is a national market
leader in consumer-driven health benefit programs. This acquisition strengthened our position in the emerging consumer-driven
health benefits marketplace. We paid $305 million in cash in exchange for all of the outstanding stock of Definity. The purchase price
and costs associated with the acquisition exceeded the preliminary estimated fair value of the net tangible assets acquired by
approximately $263 million. Pending completion of an independent valuation analysis, we have preliminarily allocated the excess
purchase price over the fair value of the net tangible assets acquired to finite-lived intangible assets of $60 million and associated
deferred tax liabilities of $21 million, and goodwill of $224 million. The finite-lived intangible assets consist primarily of member
lists, with an estimated weighted-average useful life of 15 years. The acquired goodwill is not deductible for income tax purposes.
The results of operations and financial condition of Definity have been included in our consolidated financial statements since the
acquisition date. The pro forma effects of the Definity acquisition on our consolidated financial statements were not material. Our
preliminary estimate of the acquired net tangible assets of $42 million, which is subject to further refinement, consisted mainly of
cash, cash equivalents, accounts receivable, property and equipment and other assets partially offset by current liabilities.
On July 29, 2004, our Health Care Services business segment acquired Oxford Health Plans, Inc. (Oxford). Oxford provides health
care and benefit services for individuals and employers, principally in New York City,
7

UNITEDHEALTH GROUP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
northern New Jersey and southern Connecticut. This merger strengthened our market position in this region and provided substantial
distribution opportunities in this region for our other UnitedHealth Group businesses. Under the terms of the purchase agreement,
Oxford shareholders received 1.2714 shares of UnitedHealth Group common stock and $16.17 in cash for each share of Oxford
common stock they owned. Total consideration issued was approximately $5.0 billion, comprised of approximately 104.4 million
shares of UnitedHealth Group common stock (valued at approximately $3.4 billion based upon the average of UnitedHealth Group’s
share closing price for two days before, the day of and two days after the acquisition announcement date of April 26, 2004),
approximately $1.3 billion in cash and UnitedHealth Group vested common stock options with an estimated fair value of $240 million
issued in exchange for Oxford’s outstanding vested common stock options. The purchase price and costs associated with the
acquisition exceeded the estimated fair value of the net tangible assets acquired by approximately $4.2 billion. Based on
management’s consideration of fair value, which included an independent valuation analysis, we have allocated the excess purchase
price over the fair value of the net tangible assets acquired to finite-lived intangible assets of approximately $600 million and
associated deferred tax liabilities of approximately $225 million, and goodwill of approximately $3.8 billion. The finite-lived
intangible assets consist primarily of member lists and health care physician and hospital networks and trademarks, with an estimated
weighted-average useful life of 16 years. The acquired goodwill is not deductible for income tax purposes. Our estimate of the fair
value of the tangible assets/(liabilities) as of the acquisition date, is as follows:
(in millions)

Cash, Cash Equivalents and Investments
Accounts Receivable and Other Current Assets
Property, Equipment, Capitalized Software and Other Assets
Medical Costs Payable
Other Current Liabilities
Net Tangible Assets Acquired

$1,674
162
37
(713)
(334)
$ 826

On February 10, 2004, our Health Care Services business segment acquired Mid Atlantic Medical Services, Inc. (MAMSI). MAMSI
offers a broad range of health care coverage and related administrative services for individuals and employers in the mid-Atlantic
region of the United States. This merger strengthened UnitedHealthcare’s market position in the mid-Atlantic region and provided
substantial distribution opportunities for our other UnitedHealth Group businesses in this region. Under the terms of the purchase
agreement, MAMSI shareholders received 1.64 shares of UnitedHealth Group common stock and $18 in cash for each share of
MAMSI common stock they owned. Total consideration issued was approximately $2.7 billion, comprised of 72.8 million shares of
UnitedHealth Group common stock (valued at $1.9 billion based on the average of UnitedHealth Group’s share closing price for two
days before, the day of and two days after the acquisition announcement date of October 27, 2003) and approximately $800 million in
cash.
The results of operations and financial condition of Oxford and MAMSI have been included in our consolidated financial statements
since the respective acquisition dates. The unaudited pro forma financial information presented below assumes that the acquisitions of
Oxford and MAMSI had occurred as of the beginning of each respective period presented below. The pro forma adjustments include
the pro forma effect of UnitedHealth Group shares issued in the acquisitions, the amortization of finite-lived intangible assets arising
from the purchase price allocations, interest expense related to financing the cash portion of the purchase price and the associated
income tax effects of the pro forma adjustments. The following unaudited pro forma results have been prepared for comparative
purposes only and do not purport to be indicative of the results of operations that would have occurred had the Oxford and MAMSI
acquisitions been consummated at the beginning of the periods presented.
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UNITEDHEALTH GROUP
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)

Proforma — unaudited

For the Three
Months Ended
June 30, 2004

For the Six
Months Ended
June 30, 2004

$
$

10,115
668

$
$

19,960
1,320

$
$

0.50
0.48

$
$

0.99
0.95

(In millions, except per share data)

Revenues
Net Earnings
Earnings Per Share
Basic
Diluted

4. Cash, Cash Equivalents and Investments
As of June 30, 2005, the amortized cost, gross unrealized gains and losses, and fair value of cash, cash equivalents and investments
were as follows (in millions):
Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

Fair
Value

Cash and Cash Equivalents
Debt Securities — Available for Sale
Equity Securities — Available for Sale
Debt Securities — Held to Maturity

$ 4,042
8,201
210
129

$

—
194
16
—

$

—
(16)
(3)
—

$ 4,042
8,379
223
129

Total Cash and Investments

$ 12,582

$

210

$

(19)

$12,773

During the three and six months ended June 30, we recorded realized gains and losses on the sale of investments, excluding the
UnitedHealth Capital dispositions described below, as follows (in millions):
Three Months
Ended June 30,

Gross Realized Gains
Gross Realized Losses
Net Realized Gains

Six Months
Ended June 30,

2005

2004

2005

2004

$ 13
(6)

$ 13
(5)

$ 23
(14)

$ 20
(5)

$

$

$

$ 15

7

8

9

During the first quarter of 2004, we realized a capital gain of $25 million on the sale of certain UnitedHealth Capital investments.
With the gain proceeds from this sale, we made a cash contribution of $25 million to the United Health Foundation in the first quarter
of 2004. The realized gain of $25 million and the related contribution expense of $25 million are included in Investment and Other
Income in the accompanying Condensed Consolidated Statement of Operations.
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
5. Goodwill and Other Intangible Assets
Changes in the carrying amount of goodwill, by segment, for the six months ended June 30, 2005, were as follows (in millions):
Health
Care
Services

Specialized
Care
Services

Uniprise

Balance at December 31, 2004
Acquisitions and Subsequent Payments

$7,494
107

$ 903
—

$

409
35

$ 664
57

$

9,470
199

Balance at June 30, 2005

$7,601

$ 903

$

444

$ 721

$

9,669

Ingenix

Consolidated
Total

The weighted-average useful life, gross carrying value, accumulated amortization and net carrying value of other intangible assets as
of June 30, 2005 and December 31, 2004 were as follows (in millions):
June 30, 2005

Customer Contracts and Membership
Lists
Patents, Trademarks and Technology
Other
Total

WeightedAverage
Useful Life

Gross
Carrying
Value

16 years
8 years
12 years
15 years

December 31, 2004

Accumulated
Amortization

Net
Carrying
Value

Gross
Carrying
Value

$ 1,020
132
67

$

(75)
(51)
(21)

$

945
81
46

$ 1,153
86
69

$

(46)
(39)
(18)

$ 1,107
47
51

$ 1,219

$

(147)

$ 1,072

$ 1,308

$

(103)

$ 1,205

Accumulated
Amortization

Net
Carrying
Value

Amortization expense relating to intangible assets was approximately $21 million and $44 million for the three and six months ended
June 30, 2005 and approximately $11 million and $19 million for the three and six months ended June 30, 2004. Estimated
amortization expense relating to intangible assets for the years ending December 31 are as follows: $95 million in 2005, $94 million
in 2006, $87 million in 2007, $83 million in 2008, and $75 million in 2009.
6. Medical Costs and Medical Costs Payable
Medical costs and medical costs payable include estimates of our obligations for medical care services that have been rendered on
behalf of insured consumers but for which we have either not yet received or processed claims, and for liabilities for physician,
hospital and other medical cost disputes. We develop estimates for medical costs incurred but not reported using an actuarial process
that is consistently applied, centrally controlled and automated. The actuarial models consider factors such as time from date of
service to claim receipt, claim backlogs, care provider contract rate changes, medical care consumption and other medical cost trends.
Each period, we re-examine previously established medical costs payable estimates based on actual claim submissions and other
changes in facts and circumstances. As the liability estimates recorded in prior periods become more exact, we increase or decrease
the amount of the estimates, and include the changes in estimates in medical costs in the period in which the change is identified. In
every reporting period, our operating results include the effects of more completely developed medical costs payable estimates
associated with previously reported periods.
Medical costs for the three months ended June 30, 2005 include approximately $120 million of favorable medical cost development
related to prior years and approximately $20 million of favorable medical cost development
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
related to the first quarter of 2005. Medical costs for the three months ended June 30, 2004 include approximately $60 million of
favorable medical cost development, all related to prior years. Medical costs for the six months ended June 30, 2005 and 2004 include
approximately $310 million and $150 million, respectively, of favorable medical cost development related to prior years. The increase
in favorable medical cost development was driven primarily by lower than anticipated medical costs as well as growth in the size of
the medical cost base and related medical payables due to organic growth and businesses acquired since the beginning of 2004.
Management believes the amount of medical costs payable is reasonable and adequate to cover the company’s liability for unpaid
claims as of June 30, 2005.
7.

Commercial Paper and Debt

Commercial paper and debt consisted of the following (in millions):
June 30, 2005
Carrying
Value

Commercial Paper
7.5% Senior Unsecured Notes due November 2005
5.2% Senior Unsecured Notes due January 2007
3.4% Senior Unsecured Notes due August 2007
3.3% Senior Unsecured Notes due January 2008
3.8% Senior Unsecured Notes due February 2009
4.1% Senior Unsecured Notes due August 2009
4.9% Senior Unsecured Notes due April 2013
4.8% Senior Unsecured Notes due February 2014
5.0% Senior Unsecured Notes due August 2014
4.9% Senior Unsecured Notes due March 2015

$

Total Commercial Paper and Debt
Less Current Maturities

—
400
400
550
500
250
450
450
250
500
500
4,250
(400)

Long-Term Debt, less current maturities

$ 3,850

December 31, 2004

Fair
Value

$

—
405
407
542
489
246
448
461
253
516
510
4,277
(405)

$3,872

Carrying
Value

$

273
400
400
550
500
250
450
450
250
500
—
4,023
(673)

$ 3,350

Fair
Value

$ 273
417
413
546
493
247
452
453
248
503
—
4,045
(690)
$3,355

In March 2005, we issued $500 million of 4.9% fixed-rate notes due March 2015. We used the proceeds from this borrowing for
general corporate purposes including repayment of commercial paper, working capital and share repurchases.
We have interest rate swap agreements that qualify as fair value hedges to convert the majority of our interest rate exposure from a
fixed to a variable rate. The interest rate swap agreements have aggregate notional amounts of $3.4 billion with variable rates that are
benchmarked to the London Interbank Offered Rate (LIBOR). At June 30, 2005, the rates used to accrue interest expense on these
agreements ranged from 3.3% to 4.1%. The differential between the fixed and variable rates to be paid or received is accrued and
recognized over the life of the agreements as an adjustment to interest expense in the Condensed Consolidated Statements of
Operations.
We have a $1.0 billion five-year revolving credit facility supporting our commercial paper program that expires in June 2009. As of
June 30, 2005, we had no amounts outstanding under this credit facility. Our debt arrangements and credit facility contain various
covenants, the most restrictive of which require us to maintain a debt-to-total-capital ratio below 45% and to exceed specified
minimum interest coverage levels. We are in compliance with the requirements of all debt covenants.
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8. AARP
In January 1998, we entered into a 10-year contract to provide health insurance products and services to members of AARP. These
products and services are provided to supplement benefits covered under traditional Medicare.
Under the terms of the contract, we are compensated for transaction processing and other services as well as for assuming
underwriting risk. We are also engaged in product development activities to complement the insurance offerings under this program.
Premium revenues from our portion of the AARP insurance offerings are approximately $4.7 billion annually.
The underwriting gains or losses related to the AARP business are directly recorded as an increase or decrease to a rate stabilization
fund (RSF). The primary components of the underwriting results are premium revenue, medical costs, investment income,
administrative expenses, member service expenses, marketing expenses and premium taxes. Underwriting gains and losses are
recorded as an increase or decrease to the RSF and accrue to the overall benefit of the AARP policyholders, unless cumulative net
losses were to exceed the balance in the RSF. To the extent underwriting losses exceed the balance in the RSF, we would have to fund
the deficit. Any deficit we fund could be recovered by underwriting gains in future periods of the contract. To date, we have not been
required to fund any underwriting deficits. The RSF balance is reported in Other Policy Liabilities in the accompanying Condensed
Consolidated Balance Sheets. We believe the RSF balance is sufficient to cover potential future underwriting or other risks associated
with the contract.
The following AARP program-related assets and liabilities are included in our Condensed Consolidated Balance Sheets (in millions):
Balance as of

Accounts Receivable
Assets Under Management
Medical Costs Payable
Other Policy Liabilities
Other Current Liabilities

June 30,
2005

December 31,
2004

$ 413
$1,792
$ 968
$1,006
$ 231

$
$
$
$
$

389
1,883
899
1,162
211

The effects of changes in balance sheet amounts associated with the AARP program accrue to the overall benefit of the AARP
policyholders through the RSF balance. Accordingly, we do not include the effect of such changes in our Condensed Consolidated
Statements of Cash Flows.
Pursuant to our agreement, AARP assets under management are managed separately from our general investment portfolio and are
used to pay costs associated with the AARP program. These assets are invested at our discretion, within investment guidelines
approved by AARP. We do not guarantee any rates of investment return on these investments and, upon transfer of the AARP
contract to another entity, we would transfer cash equal in amount to the fair value of these investments at the date of transfer to that
entity. Interest earnings and realized investment gains and losses on these assets accrue to the overall benefit of the AARP
policyholders through the RSF. As such, they are not included in our earnings. Assets under management are reported at their fair
market value, and unrealized gains and losses are included directly in the RSF associated with the AARP program. As of June 30,
2005, the amortized cost, gross unrealized gains and losses, and fair value of cash, cash equivalents and
12
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investments associated with the AARP insurance program, included in Assets Under Management, were as follows (in millions):

Cash and Cash Equivalents
Debt Securities — Available for Sale
Total Cash and Investments
9.

Amortized
Cost

Gross
Unrealized
Gains

Gross
Unrealized
Losses

$

93
1,673

$

—
30

$

—
(4)

$

$ 1,766

$

30

$

(4)

$1,792

Fair
Value

93
1,699

Stock Split and Stock Repurchase Program

On May 3, 2005, our board of directors declared a two-for-one stock split. The stock split was effective on May 27, 2005, for
shareholders of record on May 20, 2005. All share and per share amounts have been restated to reflect the stock split.
Under our board of directors’ authorization, we maintain a common stock repurchase program. Repurchases may be made from time
to time at prevailing prices, subject to restrictions on volume, pricing and timing. During the six months ended June 30, 2005, we
repurchased 45.4 million shares at an average price of approximately $46 per share and an aggregate cost of approximately $2.1
billion. As of June 30, 2005, we had board of directors’ authorization to purchase up to an additional 63.8 million shares of our
common stock.
10. Comprehensive Income
The table below presents comprehensive income, defined as changes in the equity of our business excluding changes resulting from
investments by and distributions to our shareholders, for the three and six months ended June 30 (in millions):
Three Months Ended
June 30,
2005

2004

Six Months Ended
June 30,
2005

2004

Net Earnings
Change in Net Unrealized Gains on Investments, net of tax effects

$

809
81

$

596
(157)

$1,588
(9)

$1,150
(112)

Comprehensive Income

$

890

$

439

$1,579

$1,038

11. Segment Financial Information
The following is a description of the types of products and services from which each of our business segments derives its revenues:
•

Health Care Services consists of the UnitedHealthcare, Ovations and AmeriChoice businesses. UnitedHealthcare coordinates
network-based health and well-being services on behalf of multistate mid-sized and local employers and consumers. Ovations
delivers health and well-being services to Americans over the age of 50, including the administration of supplemental health
insurance coverage on behalf of AARP. AmeriChoice facilitates and manages health care services for state-sponsored Medicaid
programs and their beneficiaries. The financial results of UnitedHealthcare, Ovations and AmeriChoice have been combined in
the Health Care Services segment column in the tables presented below because these businesses have
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similar economic characteristics and have similar products and services, types of customers, distribution methods and operational
processes, and operate in a similar regulatory environment, typically within the same legal entity.
•

Uniprise provides network-based health and well-being services, business-to-business transaction processing services, consumer
connectivity and technology support services to large employers and health plans, and provides health-related consumer and
financial transaction products and services.

•

Specialized Care Services offers a comprehensive array of specialized benefits, networks, services and resources to help
consumers improve their health and well-being.

•

Ingenix is a leader in the field of health care data analysis and application, serving pharmaceutical companies, health insurers and
other payers, physicians and other health care providers, large employers and governments.

Transactions between business segments principally consist of customer service and transaction processing services that Uniprise
provides to Health Care Services, certain product offerings sold to Uniprise and Health Care Services customers by Specialized Care
Services, and sales of medical benefits cost, quality and utilization data and predictive modeling to Health Care Services and Uniprise
by Ingenix. These transactions are recorded at management’s best estimate of fair value, as if the services were purchased from or
sold to third parties. All intersegment transactions are eliminated in consolidation. Assets and liabilities that are jointly used are
assigned to each segment using estimates of pro-rata usage. Cash and investments are assigned such that each segment has minimum
specified levels of regulatory capital or working capital for non-regulated businesses. The “Eliminations” column also includes
eliminations of intersegment transaction.
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The following table presents segment financial information for the three and six months ended June 30, 2005 and 2004 (in millions):
Health
Care
Services

Specialized
Care
Services

Uniprise

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income

$ 9,698
—
114

$ 767
186
9

$

Total Revenues

$ 9,812

$ 962

Earnings from Operations

$

Ingenix

Eliminations

Consolidated

402
270
6

$ 115
60
—

$

—
(516)
—

$

10,982
—
129

$

678

$ 175

$

(516)

$

11,111

$ 198

$

139

$ 29

$

—

$

1,310

Health
Care
Services

Uniprise

Specialized
Care
Services

Ingenix

Eliminations

Consolidated

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income

$ 7,509
—
79

$ 671
165
7

$

342
227
4

$ 92
54
—

$

—
(446)
—

$

8,614
—
90

Total Revenues

$ 7,588

$ 843

$

573

$ 146

$

(446)

$

8,704

Earnings from Operations

$

$ 170

$

119

$ 20

$

—

$

945

Health
Care
Services

Uniprise

Specialized
Care
Services

Ingenix

Eliminations

Consolidated

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income

$19,225
—
215

$1,524
362
17

$

784
530
11

$ 222
119
—

$

—
(1,011)
—

$

21,755
—
243

Total Revenues

$19,440

$1,903

$ 1,325

$ 341

$

(1,011)

$

21,998

Earnings from Operations

$ 1,854

$ 387

$

272

$ 53

$

$

2,566

Six Months Ended June 30, 2004

Health
Care
Services

Uniprise

Specialized
Care
Services

Ingenix

Eliminations

Consolidated

Revenues — External Customers
Revenues — Intersegment
Investment and Other Income

$14,481
—
157

$1,337
326
15

$

666
452
9

$ 183
103
—

$

—
(881)
—

$

16,667
—
181

Total Revenues

$14,638

$1,678

$ 1,127

$ 286

$

(881)

$

16,848

Earnings from Operations

$ 1,213

$ 337

$

$ 39

$

—

$

1,821

Three Months Ended June 30, 2005

Three Months Ended June 30, 2004

Six Months Ended June 30, 2005

944

636

232

—

12. Commitments and Contingencies
Legal Matters
Because of the nature of our businesses, we are routinely made party to a variety of legal actions related to the design, management
and offerings of our services. We record liabilities for our estimates of probable costs resulting from these matters. These matters
include, but are not limited to, claims relating to health care benefits coverage, medical malpractice actions, contract disputes and

claims related to disclosure of certain business practices.
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Beginning in 1999, a series of class action lawsuits were filed against us and virtually all major entities in the health benefits business.
In December 2000, a multidistrict litigation panel consolidated several litigation cases involving UnitedHealth Group and our
affiliates in the Southern District Court of Florida, Miami division. Generally, the health care provider plaintiffs allege violations of
ERISA and RICO in connection with alleged undisclosed policies intended to maximize profits. Other allegations include breach of
state prompt payment laws and breach of contract claims for failure to timely reimburse providers for medical services rendered. The
consolidated suits seek injunctive, compensatory and equitable relief as well as restitution, costs, fees and interest payments. The trial
court granted the health care providers’ motion for class certification and that order was reviewed by the Eleventh Circuit Court of
Appeals. The Eleventh Circuit affirmed the class action status of the RICO claims, but reversed as to the breach of contract, unjust
enrichment and prompt payment claims. Through a series of motions and appeals, all direct claims against UnitedHealthcare have
been compelled to arbitration. The trial court has denied UnitedHealthcare’s further motion to compel the secondary RICO claims to
arbitration and the Eleventh Circuit affirmed that order. A trial date has been set for January 2006. The trial court has ordered that the
trial be bifurcated into separate liability and damage proceedings. At a hearing before the trial court in July 2005, the plaintiffs
confirmed that they would not seek damages against the Company with respect to capitation-related claims.
On March 15, 2000, the American Medical Association filed a lawsuit against the company in the Supreme Court of the State of New
York, County of New York. On April 13, 2000, we removed this case to the United States District Court for the Southern District of
New York. The suit alleges causes of action based on ERISA, as well as breach of contract and the implied covenant of good faith
and fair dealing, deceptive acts and practices, and trade libel in connection with the calculation of reasonable and customary
reimbursement rates for non-network providers. The suit seeks declaratory, injunctive and compensatory relief as well as costs, fees
and interest payments. An amended complaint was filed on August 25, 2000, which alleged two classes of plaintiffs, an ERISA class
and a non-ERISA class. After the Court dismissed certain ERISA claims and the claims brought by the American Medical
Association, a third amended complaint was filed. On October 25, 2002, the court granted in part and denied in part our motion to
dismiss the third amended complaint. On May 21, 2003, we filed a counterclaim complaint in this matter alleging antitrust violations
against the American Medical Association and asserting claims based on improper billing practices against an individual provider
plaintiff. On May 26, 2004, we filed a motion for partial summary judgment seeking the dismissal of certain claims and parties based,
in part, due to lack of standing. On July 16, 2004, plaintiffs filed a motion for leave to file an amended complaint, seeking to assert
RICO violations.
Although the results of pending litigation are always uncertain, we do not believe the results of any such actions currently threatened
or pending, including those described above, will, individually or in aggregate, have a material adverse effect on our consolidated
financial position or results of operations.
Government Regulation
Our business is regulated at federal, state, local and international levels. The laws and rules governing our business and interpretations
of those laws and rules are subject to frequent change. Broad latitude is given to the agencies administering those regulations. State
legislatures and Congress continue to focus on health care issues as the subject of proposed legislation. Existing or future laws and
rules could force us to change how we do business, restrict revenue and enrollment growth, increase our health care and
administrative costs and capital requirements, and increase our liability in federal and state courts for coverage determinations,
contract interpretation and other actions. Further, we must obtain and maintain regulatory approvals to market many of our products.
We typically have and are currently involved in various governmental investigations, audits, and reviews. These include routine,
regular and special investigations, audits, and reviews by the Centers for Medicare and Medicaid
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Services (CMS), state insurance and health and welfare departments and state attorneys general, the Office of the Inspector General,
the Office of Personnel Management, the Office of Civil Rights, the Department of Justice, and U.S. Attorneys. Such government
actions can result in assessment of damages, civil or criminal fines or penalties, or other sanctions, including restrictions or changes in
the way we conduct business, loss of licensure or exclusion from participation in government programs. We record liabilities for our
estimate of probable costs resulting from these matters. Although the results of pending matters are always uncertain, we do not
believe the results of any of the current investigations, audits or reviews, currently threatened or pending, individually or in aggregate,
will have a material adverse effect on our consolidated financial position or results of operations.
Other Contingencies
In 2002, Oxford, which we acquired on July 29, 2004, entered into agreements with two insurance companies that guaranteed cost
reduction targets related to certain orthopedic medical services. In 2003, the insurers sought to rescind or terminate the agreements
claiming various misrepresentations and material breaches of the agreements by Oxford. Pursuant to the agreements, Oxford filed
claims to recover approximately $50 million of costs incurred and expensed in excess of the cost reduction targets for the period from
November 2002 to October 2004. An arbitration hearing with the insurance company holding a large majority of the coverage under
the policies was held in January 2005, and a decision was issued on February 22, 2005, denying the insurer’s ability to rescind or
terminate its agreement. As a result of the decision, Oxford was awarded approximately $30 million in net recoveries. The appeal
period for the decision lapsed in May 2005. Accordingly, Oxford recorded the $30 million recovery as a reduction of medical costs
during the second quarter of 2005. This recovery is included in our disclosure of prior year favorable medical cost development for
the three and six months ended June 30, 2005. Oxford’s recovery claim of approximately $8 million from the remaining insurer is
awaiting arbitration. We believe this insurer’s attempt to rescind the agreement is similarly without merit, and we will vigorously seek
to enforce our rights.
13. Recently Issued Accounting Standards
In December 2004, the Financial Accounting Standards Board (FASB) issued Statement of Financial Accounting Standards No. 123
(revised 2004), “Share-Based Payment” (FAS No. 123(R)), which amends FASB Statement Nos. 123 (FAS No. 123) and 95. FAS
No. 123(R) requires all companies to measure compensation expense for all share-based payments (including employee stock
options) at fair value and recognize the expense over the related service period. Additionally, excess tax benefits, as defined in FAS
No. 123(R), will be recognized as an addition to paid-in capital and will be reclassified from operating cash flows to financing cash
flows in the Condensed Consolidated Statements of Cash Flows. In April 2005, the effective date of FAS No. 123(R) was delayed
until the first quarter of 2006. Although we are continuing to evaluate the requirements of this new standard, we do not believe that
the compensation expense amounts upon adoption will be significantly different than the FAS No. 123 pro forma amounts disclosed
historically. We have included information regarding the effect on net earnings and net earnings per common share had we applied
the fair value expense recognition provisions of the original FAS No. 123 within Note 2.
In March 2004, the FASB issued EITF Issue No. 03-1 (EITF 03-1), “The Meaning of Other-Than-Temporary Impairment and its
Application to Certain Investments.” EITF 03-1 includes new guidance for evaluating and recording impairment losses on certain
debt and equity investments when the fair value of the investment security is less than its carrying value. In September 2004, the
FASB delayed the effective date for the measurement and recognition provisions until the issuance of additional implementation
guidance. The delay does not suspend the requirement to recognize impairment losses as required by existing authoritative literature.
We will evaluate the impact of this new accounting standard on our process for determining other-than-temporary impairments of
applicable debt and equity securities upon final issuance.
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In June 2005, the FASB issued an exposure draft of a proposed standard entitled “Business Combinations — a replacement of FASB
Statement No. 141.” The proposed standard, if adopted, would provide new guidance for evaluating and recording business
combinations and would be effective on a prospective basis for business combinations whose acquisition dates are on or after January
1, 2007. Upon issuance of a final standard, which is expected in 2006, the Company will evaluate the impact of this new standard and
its effect on the process for recording business combinations.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM
To the Board of Directors and Shareholders of
UnitedHealth Group Incorporated
Minnetonka, Minnesota
We have reviewed the accompanying condensed consolidated balance sheet of UnitedHealth Group Incorporated and Subsidiaries
(the Company) as of June 30, 2005, and the related condensed consolidated statements of operations for the three-month and sixmonth periods ended June 30, 2005 and 2004, and of cash flows for the six-month periods ended June 30, 2005 and 2004. These
interim condensed consolidated financial statements are the responsibility of the Company’s management.
We conducted our reviews in accordance with the standards of the Public Company Accounting Oversight Board (United States). A
review of interim financial information consists principally of applying analytical procedures and making inquiries of persons
responsible for financial and accounting matters. It is substantially less in scope than an audit conducted in accordance with the
standards of the Public Company Accounting Oversight Board (United States), the objective of which is the expression of an opinion
regarding the financial statements taken as a whole. Accordingly, we do not express such an opinion.
Based on our reviews, we are not aware of any material modifications that should be made to such condensed consolidated interim
financial statements for them to be in conformity with accounting principles generally accepted in the United States of America.
We have previously audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States),
the consolidated balance sheet of UnitedHealth Group Incorporated and Subsidiaries as of December 31, 2004, and the related
consolidated statements of operations, shareholders’ equity, and cash flows for the year then ended (not presented herein); and in our
report dated February 28, 2005, we expressed an unqualified opinion on those consolidated financial statements. In our opinion, the
information set forth in the accompanying condensed consolidated balance sheet as of December 31, 2004 is fairly stated, in all
material respects, in relation to the consolidated balance sheet from which it has been derived.
/s/ D ELOITTE & TOUCHE LLP
Minneapolis, Minnesota
August 5, 2005
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Item 2.

Management’s Discussion and Analysis of Financial Condition and Results of Operations

The following discussion should be read together with the accompanying unaudited condensed consolidated financial statements and
notes. In addition, the following discussion should be considered in light of a number of factors that affect the Company, the industry
in which we operate, and business generally. These factors are described in the Cautionary Statements Section of this Quarterly
Report.
Summary highlights of our second quarter 2005 results include:
•

Diluted net earnings per common share of $0.61, an increase of 30% from $0.47 per share reported in the second quarter of 2004
and an increase of 5% from $0.58 per share reported in the first quarter of 2005.

•

Consolidated revenues of $11.1 billion, an increase of $2.4 billion, or 28%, over the second quarter of 2004. Excluding the impact
of acquisitions, consolidated revenues increased by approximately 11% over the prior year.

•

Earnings from operations of $1.3 billion, up $365 million, or 39%, over the prior year and up $54 million, or 4%, sequentially
over the first quarter of 2005.

•

Consolidated operating margin of 11.8%, up from 10.9% in the second quarter of 2004.

•

Cash flows from operations of $2.5 billion for the six months ended June 30, 2005, an increase of 30% compared to $1.9 billion
for the six months ended June 30, 2004.

•

Consolidated medical care ratio, excluding AARP, of 79.0%, a decrease from 79.8% in the second quarter of 2004.

•

Operating cost ratio of 14.7%, a decrease from 15.5% during the second quarter of 2004.

UnitedHealth Group acquired Oxford Health Plans, Inc. (Oxford) in July 2004 for total consideration of approximately $5.0 billion
and acquired Mid Atlantic Medical Services, Inc. (MAMSI) in February 2004 for total consideration of approximately $2.7 billion.
The results of operations and financial condition of Oxford and MAMSI have been included in UnitedHealth Group’s Consolidated
Financial Statements since the respective acquisition dates.
Summary Operating Information
Three Months Ended
June 30,

(In millions, except per share data)

Revenues
Earnings from Operations
Net Earnings
Diluted Net Earnings Per Common Share
Medical Care Ratio
Medical Care Ratio, excluding AARP
Operating Cost Ratio
Return on Equity (annualized)
Operating Margin

2005

2004

$11,111
$ 1,310
$ 809
$ 0.61
80.1%
79.0%
14.7%
30.7%
11.8%
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$8,704
$ 945
$ 596
$ 0.47
81.1%
79.8%
15.5%
33.2%
10.9%

Six Months Ended
June 30,
Percent
Change

28%
39%
36%
30%

2005

$21,998
$ 2,566
$ 1,588
$ 1.19
80.1%
79.0%
14.8%
30.0%
11.7%

2004

$16,848
$ 1,821
$ 1,150
$ 0.91
80.9%
79.7%
15.8%
35.4%
10.8%

Percent
Change

31%
41%
38%
31%

Results of Operations
Consolidated Financial Results
Revenues
Revenues are comprised of premium revenues from risk-based products; service revenues, which primarily include fees for
management, administrative and consulting services; and investment and other income.
Premium revenues are primarily derived from risk-based health insurance arrangements in which the premium is fixed, typically for a
one-year period, and we assume the economic risk of funding our customers’ health care services and related administrative costs.
Service revenues consist primarily of fees derived from services performed for customers that self-insure the medical costs of their
employees and their dependents. For both premium risk-based and fee-based customer arrangements, we provide coordination and
facilitation of medical services; transaction processing; customer, consumer and care provider services; and access to contracted
networks of physicians, hospitals and other health care professionals.
Consolidated revenues for the three and six months ended June 30, 2005 of $11.1 billion and $22.0 billion, respectively, increased by
$2.4 billion, or 28%, and $5.1 billion, or 31%, over the comparable 2004 periods, primarily as a result of revenues from businesses
acquired since the beginning of 2004. Excluding the impact of these acquisitions, consolidated revenues increased by approximately
11% for both the three and six months ended June 30, 2005 over the comparable 2004 periods as a result of rate increases on
premium-based and fee-based services and growth in individuals served across business segments. Following is a discussion of
second quarter consolidated revenue trends for each of our three revenue components.
Premium Revenues
Consolidated premium revenues for the three and six months ended June 30, 2005 of $10.1 billion and $19.9 billion, respectively,
increased by $2.3 billion, or 29%, and $4.9 billion, or 32%, over the comparable 2004 periods. Excluding the impact of acquisitions,
consolidated premium revenues increased by approximately 11% for both the three and six months ended June 30, 2005 over the
comparable 2004 periods primarily driven by premium rate increases and an increase in the number of individuals served by our riskbased products.
For the three and six months ended June 30, 2005, UnitedHealthcare premium revenues increased by $1.6 billion and $3.6 billion, to
$6.4 billion and $12.7 billion, respectively. Excluding premium revenues from businesses acquired since the beginning of 2004,
UnitedHealthcare premium revenues increased by approximately 9% and 10%, respectively, for the three and six months ended June
30, 2005. This increase is primarily due to average net premium rate increases of approximately 8% to 9% on UnitedHealthcare’s
renewing commercial risk-based products and an increase in the number of individuals served by UnitedHealthcare’s commercial
risk-based products. Ovations premium revenues increased by 26% for both the three and six months ended June 30, 2005 over the
comparable 2004 periods. Excluding the impact of acquisitions, Ovations premium revenues increased by approximately 16% for
both the three and six months ended June 30, 2005 driven primarily by an increase in the number of individuals served by Medicare
supplement products provided to AARP members and by Medicare Advantage products, as well as rate increases on these products.
Premium revenues from AmeriChoice’s Medicaid programs for the three and six months ended June 30, 2005 increased by $73
million, or 10%, and $177 million, or 12%, respectively, over the comparable 2004 periods primarily driven by an increase in the
number of individuals served and rate increases. The remaining premium revenue increase is due mainly to strong growth in the
number of individuals served by several Specialized Care Services’ businesses.
Service Revenues
Service revenues during the three and six months ended June 30, 2005 of $920 million and $1.8 billion, respectively, increased $107
million, or 13%, and $220 million, or 14%, over the comparable 2004 periods. The
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increase in service revenues was driven primarily by aggregate growth of 8% in the number of individuals served by Uniprise and
UnitedHealthcare under fee-based arrangements during the six months ended June 30, 2005 over the comparable 2004 period,
excluding the impact of acquisitions, as well as annual rate increases. In addition, Ingenix service revenues increased by
approximately 19% due primarily to new business growth in the health information and clinical research businesses as well as
businesses acquired since the beginning of 2004.
Investment and Other Income
Investment and other income during the three and six months ended June 30, 2005 totaled $129 million and $243 million,
respectively, representing increases of $39 million and $62 million over the comparable 2004 periods. Interest income for the three
and six months ended June 30, 2005 increased by $40 million and $68 million, respectively, over the comparable 2004 periods
principally due to the impact of increased levels of cash and fixed-income investments from the acquisitions of Oxford and MAMSI
and higher yields on fixed-income investments. Net capital gains on sales of investments for the three and six months ended June 30,
2005 were $7 million and $9 million, respectively, compared with $8 million and $15 million for the three and six months ended June
30, 2004.
Medical Costs
The combination of pricing, benefit designs, consumer health care utilization and comprehensive care facilitation efforts is reflected
in the medical care ratio (medical costs as a percentage of premium revenues).
The consolidated medical care ratio for both the three and six months ended June 30, 2005 of 80.1% improved from 81.1% and 80.9%
in the comparable 2004 periods. Excluding the AARP business,1 the medical care ratio for both the three and six months ended June
30, 2005 of 79.0%, improved from 79.8% and 79.7% in the comparable 2004 periods. These medical care ratio decreases resulted
primarily from the increase in favorable medical cost development related to prior periods and changes in product, business and
customer mix.
Each period, our operating results include the effects of revisions in medical cost estimates related to all prior periods. Changes in
medical cost estimates related to prior periods, resulting from more complete claim information, are identified in the current period
and are included in total medical costs reported for the current period. Medical costs for the second quarter of 2005 include
approximately $120 million of favorable medical cost development related to prior fiscal years and $20 million of favorable medical
cost development related to the first quarter of 2005. Medical costs for the second quarter of 2004 include approximately $60 million
of favorable medical cost development, all related to prior fiscal years. Medical costs for the six months ended June 30, 2005 and
2004 include approximately $310 million and $150 million, respectively, of favorable medical cost development related to prior
years. The increase in favorable medical cost development was driven primarily by lower than anticipated medical costs as well as
growth in the size of the medical cost base and related medical payables due to organic growth and businesses acquired since the
beginning of 2004.
On an absolute dollar basis, medical costs for the three and six months ended June 30, 2005 increased $1.7 billion, or 27%, and $3.8
billion, or 31%, respectively, over the comparable 2004 periods. Excluding the impact of acquisitions, medical costs increased by
approximately 10% for both the three and six months ended June 30, 2005. This increase was primarily driven by an 8% increase in
medical cost trend due to both inflation and a slight increase in health care consumption as well as organic growth.

1 Management believes disclosure of the medical care ratio excluding the AARP business is meaningful since underwriting gains or losses related to the AARP business
accrue to the overall benefit of the AARP policyholders through a rate stabilization fund (RSF). Although the company is at risk for underwriting losses to the extent cumulative
net losses exceed the balance in the RSF, we have not been required to fund any underwriting deficits to date, and management believes the RSF balance is sufficient to cover
potential future underwriting or other risks associated with the contract during the foreseeable future.
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Operating Costs
The operating cost ratio (operating costs as a percentage of total revenues) for the three and six months ended June 30, 2005 of 14.7%
and 14.8%, respectively, improved from 15.5% and 15.8% in the comparable 2004 periods. These decreases were primarily driven by
revenue mix changes, with premium revenues growing at a faster rate than service revenues largely due to recent acquisitions.
Operating costs as a percentage of premium revenues are generally considerably lower than operating costs as a percentage of feebased revenues. Additionally, the decrease in the operating cost ratio reflects productivity gains from technology deployment and
other cost management initiatives.
On an absolute dollar basis, operating costs for the three and six months ended June 30, 2005 increased $286 million, or 21%, and
$589 million, or 22%, respectively, over the comparable 2004 periods. Excluding the impact of acquisitions, operating costs increased
by approximately 10% for the six months ended June 30, 2005 over the comparable 2004 period. These increases were driven by a
7% increase in total individuals served by Health Care Services and Uniprise during the six months ended June 30, 2005 over the
comparable 2004 period, excluding the impact of acquisitions, growth in Specialized Care Services and Ingenix, and general
operating cost inflation, partially offset by productivity gains from technology deployment and other cost management initiatives.
Depreciation and Amortization
Depreciation and amortization for the three and six months ended June 30, 2005 of $108 million and $217 million, respectively,
increased from $87 million and $169 million in the comparable 2004 periods. The increases were primarily related to intangible assets
acquired in business acquisitions since the beginning of 2004 and higher levels of computer equipment and capitalized software as a
result of technology enhancements, business growth and businesses acquired since the beginning of 2004.
Income Taxes
Our effective income tax rate for the three and six months ended June 30, 2005 was 35.5% compared to 35.0% in the comparable
2004 periods. The increase is mainly driven by changes in business and income mix between states with differing income tax rates.
Business Segments
The following summarizes the operating results of our business segments for the three and six months ended June 30 (in millions):
Revenues
Three Months Ended
June 30,

Health Care Services
Uniprise
Specialized Care Services
Ingenix
Eliminations
Consolidated Revenues

2005

2004

$ 9,812
962
678
175
(516)

$7,588
843
573
146
(446)

$11,111

$8,704
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Six Months Ended
June 30,
Percent
Change

Percent
Change

2005

2004

29%
14%
18%
20%
n/a

$19,440
1,903
1,325
341
(1,011)

$14,638
1,678
1,127
286
(881)

33%
13%
18%
19%
n/a

28%

$21,998

$16,848

31%

Earnings from Operations
Three Months Ended
June 30,

Health Care Services
Uniprise
Specialized Care Services
Ingenix
Consolidated Earnings from Operations

2005

2004

$ 944
198
139
29

$636
170
119
20

$1,310

$945

Six Months Ended
June 30,

Percent
Change

Percent
Change

2005

2004

48%
16%
17%
45%

$1,854
387
272
53

$1,213
337
232
39

53%
15%
17%
36%

39%

$2,566

$1,821

41%

Health Care Services
The Health Care Services segment, comprised of the UnitedHealthcare, Ovations and AmeriChoice businesses, had revenues for the
three and six months ended June 30, 2005 of $9.8 billion and $19.4 billion, respectively, representing increases of $2.2 billion, or
29%, and $4.8 billion, or 33%, over the comparable 2004 periods. Excluding the impact of acquisitions, Health Care Services
revenues for the three and six months ended June 30, 2005 increased by approximately 10% and 11%, respectively.
The increase in revenues primarily resulted from an increase in UnitedHealthcare premium revenues for the three and six months
ended June 30, 2005 of $1.6 billion and $3.6 billion, respectively, due mainly to the premium revenues from businesses acquired
since the beginning of 2004. Excluding the impact of acquisitions, UnitedHealthcare premium revenues increased by approximately
9% and 10%, respectively, for the three and six months ended June 30, 2005 driven by average net premium rate increases of
approximately 8% to 9% on UnitedHealthcare’s renewing commercial risk-based products and an increase in the number of
individuals served by UnitedHealthcare’s commercial risk-based products. The remaining increase in Health Care Services revenues
is largely attributable to growth in the number of individuals served by Ovations’ Medicare supplement products provided to AARP
members and its Medicare Advantage products and growth in the number of individuals served by AmeriChoice’s Medicaid
programs, as well as rate increases on all of these products.
For the three and six months ended June 30, 2005, Health Care Services earnings from operations of $944 million and $1.9 billion,
respectively, increased $308 million, or 48%, and $641 million, or 53%, over the comparable 2004 periods. These increases primarily
resulted from revenue growth and improved gross margins on UnitedHealthcare’s risk-based products, growth in the number of
individuals served by UnitedHealthcare’s commercial risk-based and fee-based products, and the acquisitions of Oxford and MAMSI
during 2004. UnitedHealthcare’s commercial medical care ratio improved to 78.6% in the second quarter of 2005 from 79.4% in the
comparable 2004 period. The decrease is mainly due to the increase in favorable medical cost development related to prior periods
and changes in product, business and customer mix. Health Care Services’ operating margin for the three and six months ended June
30, 2005 were 9.6% and 9.5%, respectively, an increase of 120 basis points over both the respective prior year periods driven mainly
by the improved commercial medical care ratio and changes in business and customer mix.
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The following table summarizes individuals served by Health Care Services, by major market segment and funding arrangement, as
of June 30 (in thousands) 1:

Commercial
Risk-based
Fee-based
Total Commercial
Medicare Advantage
Medicaid
Total Health Care Services

1

2005

2004

7,700
3,455

6,225
3,060

11,155
355
1,265

9,285
240
1,230

12,775

10,755

Excludes individuals served by Ovations’ Medicare supplement products provided to AARP members.

The number of individuals served by UnitedHealthcare’s commercial business as of June 30, 2005 increased by approximately 1.9
million, or 20%, over the second quarter of 2004. Excluding the acquisition of Oxford, UnitedHealthcare’s commercial business
increased by 460,000, or 5%, over the prior year. This included an increase of 360,000 in the number of individuals served with
commercial fee-based products, driven by new customer relationships and customers converting from risk-based products to feebased products, in addition to an increase of 100,000 in the number of individuals served with commercial risk-based products driven
primarily by new customer relationships.
The number of individuals served by Ovations’ Medicare Advantage products, excluding the impact of the Oxford acquisition,
increased by 45,000, or 19%, from the second quarter of 2004 and AmeriChoice’s Medicaid enrollment increased by 35,000, or 3%,
due mainly to new customer relationships since the second quarter of 2004.
Uniprise
Uniprise revenues for the three and six months ended June 30, 2005 of $962 million, and $1.9 billion, respectively, increased by $119
million, or 14%, and $225 million, or 13%, over the comparable 2004 periods. These increases were driven primarily by growth of
7% in the number of individuals served by Uniprise during the six months ended June 30, 2005 over the comparable 2004 period,
excluding the impact of the acquisition of Definity Health Corporation (Definity) in December 2004, and annual service fee rate
increases for self-insured customers. Uniprise served 10.5 million individuals as of June 30, 2005 and 9.5 million individuals as of
June 30, 2004.
Uniprise earnings from operations for the three and six months ended June 30, 2005 of $198 million and $387 million, respectively,
increased $28 million, or 16%, and $50 million, or 15%, over the comparable 2004 periods. Operating margin for the three and six
months ended June 30, 2005 improved to 20.6% and 20.3%, from 20.2% and 20.1%, respectively, in the comparable 2004 periods.
Uniprise has expanded its operating margin through operating cost efficiencies derived from process improvements, technology
deployment and cost management initiatives that have reduced labor and occupancy costs in its transaction processing and customer
service, billing and enrollment functions. Additionally, Uniprise’s infrastructure can be scaled efficiently, allowing its business to
grow revenues at a proportionately higher rate than the associated growth in operating expenses.
Specialized Care Services
For the three and six months ended June 30, 2005, Specialized Care Services revenues of $678 million and $1.3 billion, respectively,
increased by $105 million, or 18%, and $198 million, or 18%, over the comparable 2004 periods. These increases were principally
driven by an increase in the number of individuals served by several of its specialty benefit businesses and rate increases related to
these businesses.
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Earnings from operations for the three and six months ended June 30, 2005 of $139 million and $272 million, respectively, increased
$20 million, or 17%, and $40 million, or 17%, over the comparable 2004 periods. Specialized Care Services’ operating margin for
both the three and six months ended June 30, 2005 of 20.5% was down slightly from the prior year periods due to a business mix shift
toward higher revenue, lower margin products, largely offset by continued gains in quality initiatives and operating cost efficiencies.
Ingenix
For the three and six months ended June 30, 2005, Ingenix revenues of $175 million and $341 million, respectively, increased by $29
million, or 20%, and $55 million, or 19%, over the comparable 2004 periods. These increases were due primarily to new business
growth in the health information and clinical research businesses as well as businesses acquired since the beginning of 2004.
Earnings from operations for the three and six months ended June 30, 2005 were $29 million and $53 million, respectively, increasing
by 45% and 36% over the comparable 2004 periods. The operating margin for the three and six months ended June 30, 2005
improved to 16.6% and 15.5%, from 13.7% and 13.6%, respectively, in the comparable 2004 periods. These increases were driven
primarily by new business growth in the health information and clinical research businesses as well as businesses acquired since the
beginning of 2004. Ingenix typically generates higher revenues and operating margins in the second half of the year due to seasonally
strong demand for higher margin health information products.
Financial Condition and Liquidity at June 30, 2005
Liquidity and Capital Resources
We manage our cash, investments and capital structure so we are able to meet the short- and long-term obligations of our business
while maintaining strong financial flexibility and liquidity. We forecast, analyze and monitor our cash flows to enable prudent
investment management and financing within the confines of our financial strategy.
Our regulated subsidiaries generate significant cash flows from operations. A majority of the assets held by our regulated subsidiaries
are in the form of cash, cash equivalents and investments. After considering expected cash flows from operating activities, we
generally invest cash of regulated subsidiaries that exceed our short-term obligations in longer term, investment-grade, marketable
debt securities to improve our overall investment return. Factors we consider in making these investment decisions include our board
of directors’ approved investment policy, regulatory limitations, return objectives, tax implications, risk tolerance and maturity dates.
Our long-term investments are also available for sale to meet short-term liquidity and other needs. Cash in excess of the capital needs
of our regulated entities are paid to their non-regulated parent companies, typically in the form of dividends, for general corporate
use, when and as permitted by applicable regulations.
Our non-regulated businesses also generate significant cash from operations for general corporate use. Cash flows generated by these
entities, combined with the issuance of commercial paper, long-term debt and the availability of committed credit facilities, further
strengthen our operating and financial flexibility. We generally use these cash flows to reinvest in our businesses in the form of
capital expenditures, to expand the depth and breadth of our services through business acquisitions, and to repurchase shares of our
common stock, depending on market conditions.
Cash flows generated from operating activities, our primary source of liquidity, are principally from net earnings, excluding
depreciation and amortization. As a result, any future decline in our profitability may have a negative impact on our liquidity. The
level of profitability of our risk-based business depends in large part on our ability to accurately predict and price for health care and
operating cost increases. This risk is partially mitigated by the diversity of our other businesses, the geographic diversity of our riskbased business and our disciplined underwriting and pricing processes, which seek to match premium rate increases with future health
care costs. In 2004, a hypothetical unexpected 1% increase in commercial insured medical costs would have reduced net earnings by
approximately $105 million.
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The availability of financing in the form of debt or equity is influenced by many factors, including our profitability, operating cash
flows, debt levels, debt ratings, debt covenants and other contractual restrictions, regulatory requirements and market conditions. We
believe that our strategies and actions toward maintaining financial flexibility mitigate much of this risk.
Cash and Investments
Cash flows from operating activities were $2.5 billion in the six months ended June 30, 2005, representing an increase over the
comparable 2004 period of $570 million, or 30%. This increase in operating cash flows resulted primarily from an increase of $522
million in net income excluding depreciation, amortization and other noncash items. Additionally, operating cash flows increased by
$48 million due to cash generated by working capital changes.
We maintained a strong financial condition and liquidity position, with cash and investments of $12.8 billion at June 30, 2005. Total
cash and investments increased by $520 million since December 31, 2004, primarily due to strong operating cash flows and increased
debt levels, partially offset by common stock repurchases, cash paid for business acquisitions and capital expenditures.
As further described under Regulatory Capital and Dividend Restrictions, many of our subsidiaries are subject to various government
regulations that restrict the timing and amount of dividends and other distributions that may be paid to their parent companies. At
June 30, 2005, approximately $305 million of our $12.8 billion of cash and investments was held by non-regulated subsidiaries and
was available for general corporate use, including acquisitions and share repurchases.
Financing and Investing Activities
In addition to our strong cash flows generated by operating activities, we use commercial paper and debt to maintain adequate
operating and financial flexibility. As of June 30, 2005 and December 31, 2004, we had commercial paper and debt outstanding of
approximately $4.3 billion and $4.0 billion, respectively. Our debt-to-total-capital ratio was 28.8% and 27.3% as of June 30, 2005 and
December 31, 2004, respectively. We believe the prudent use of debt leverage optimizes our cost of capital and return on
shareholders’ equity, while maintaining appropriate liquidity.
On July 6, 2005, the Company entered into a definitive agreement to acquire PacifiCare Health Systems, Inc. (PacifiCare). Under the
terms of the agreement, PacifiCare shareholders will receive 1.1 shares of UnitedHealth Group common stock and $21.50 in cash for
each share of PacifiCare common stock they own. Total estimated consideration for the transaction of approximately $8.2 billion, to
be issued upon closing, is comprised of approximately 106 million shares of UnitedHealth Group common stock (valued at
approximately $5.6 billion based upon the average of UnitedHealth Group’s share closing price for two days before, the day of and
two days after the acquisition announcement date of July 6, 2005), approximately $2.1 billion in cash and UnitedHealth Group vested
common stock options with an estimated fair value of approximately $450 million to be issued in exchange for PacifiCare’s
outstanding vested common stock options. Under the purchase method of accounting, the total estimated purchase price will be
allocated to the net tangible and intangible assets of PacifiCare based on their estimated fair values at the closing of the transaction.
Completion of the merger is subject to receipt of regulatory approvals, approval by PacifiCare shareholders and other customary
conditions. We expect this transaction will close in the fourth quarter of 2005 or the first quarter of 2006.
In June 2005, our Health Care Services business segment entered into a definitive agreement to purchase Neighborhood Health
Partnership (NHP) for $175 million in cash. Completion of the transaction is subject to receipt of regulatory approvals and other
customary conditions. This transaction is expected to close in the second half of 2005.
On December 10, 2004, our Uniprise business segment acquired Definity. Under the terms of the purchase agreement, we paid $305
million in cash in exchange for all of the outstanding stock of Definity. Available cash and commercial paper issuance financed the
Definity purchase price.
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On July 29, 2004, our Health Care Services business segment acquired Oxford. Under the terms of the purchase agreement, Oxford
shareholders received 1.2714 shares of UnitedHealth Group common stock and $16.17 in cash for each share of Oxford common
stock they owned. Total consideration issued was approximately $5.0 billion, comprised of approximately 104.4 million shares of
UnitedHealth Group common stock (valued at approximately $3.4 billion based upon the average of UnitedHealth Group’s share
closing price for two days before, the day of and two days after the acquisition announcement date of April 26, 2004), approximately
$1.3 billion in cash and UnitedHealth Group vested common stock options with an estimated fair value of $240 million issued in
exchange for Oxford’s outstanding vested common stock options.
On February 10, 2004, our Health Care Services business segment acquired MAMSI. Under the terms of the purchase agreement,
MAMSI shareholders received 1.64 shares of UnitedHealth Group common stock and $18 in cash for each share of MAMSI common
stock they owned. Total consideration issued was approximately $2.7 billion, comprised of 72.8 million shares of UnitedHealth
Group common stock (valued at $1.9 billion based upon the average of UnitedHealth Group’s share closing price for two days before,
the day of and two days after the acquisition announcement date of October 27, 2003) and approximately $800 million in cash.
On June 30, 2005, we executed a commitment letter with two financial institutions in which the institutions agreed to provide a $3
billion 364-day Credit Facility to serve as backup liquidity to finance the cash portion of the purchase price of the proposed
PacifiCare acquisition described above and to retire a portion of the PacifiCare debt. The terms of the 364-day Credit Facility are
substantially similar to our existing revolving credit facility.
In March 2005, we issued $500 million of 4.9% fixed-rate notes due March 2015. We used the proceeds from this borrowing for
general corporate purposes including repayment of commercial paper, working capital and share repurchases.
In July 2004, we issued $1.2 billion of commercial paper to fund the cash portion of the Oxford purchase price. In August 2004, we
refinanced the commercial paper by issuing $550 million of 3.4% fixed-rate notes due August 2007, $450 million of 4.1% fixed-rate
notes due August 2009 and $500 million of 5.0% fixed-rate notes due August 2014.
In February 2004, we issued $250 million of 3.8% fixed-rate notes due February 2009 and $250 million of 4.8% fixed-rate notes due
February 2014. We used the proceeds from the February 2004 borrowings to finance a majority of the cash portion of the MAMSI
purchase price as described above.
We entered into interest rate swap agreements to convert our interest exposure on a majority of our borrowings from a fixed to a
variable rate. Our interest rate swap agreements have aggregate notional amounts of $3.4 billion. At June 30, 2005, the rate used to
accrue interest expense on these agreements ranged from 3.3% to 4.1%. The differential between the fixed and variable rates to be
paid or received is accrued and recognized over the life of the agreements as an adjustment to interest expense in the Condensed
Consolidated Statements of Operations.
We have a $1.0 billion five-year revolving credit facility supporting our commercial paper program that expires in June 2009. As of
June 30, 2005, we had no amounts outstanding under this credit facility. Commercial paper decreased from $273 million at December
31, 2004, to zero at June 30, 2005.
Our debt arrangements and credit facility contain various covenants, the most restrictive of which require us to maintain a debt-tototal-capital ratio (calculated as the sum of commercial paper and debt divided by the sum of commercial paper, debt and
shareholders’ equity) below 45% and to exceed specified minimum interest coverage levels. We are in compliance with the
requirements of all debt covenants.
Our senior debt is rated “A” by Standard & Poor’s (S&P) and Fitch, and “A2” by Moody’s. Our commercial paper is rated “A-1” by
S&P, “F-1” by Fitch, and “P-1” by Moody’s. During the first quarter of 2005, our senior debt rating was upgraded from “A3” to “A2”
and our commercial paper rating was upgraded from “P-2” to “P-1” by Moody’s. Consistent with our intention of maintaining our
senior debt ratings in the “A” range, we intend to
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maintain our debt-to-total-capital ratio at approximately 30% or less. A significant downgrade in our debt or commercial paper ratings
could adversely affect our borrowing capacity and costs.
Under our board of directors’ authorization, we maintain a common stock repurchase program. Repurchases may be made from time
to time at prevailing prices, subject to certain restrictions on volume, pricing and timing. During the six months ended June 30, 2005,
we repurchased 45.4 million shares at an average price of approximately $46 per share and an aggregate cost of approximately $2.1
billion. As of June 30, 2005, we had board of directors’ authorization to purchase up to an additional 63.8 million shares of our
common stock. Our common stock repurchase program is discretionary as we are under no obligation to repurchase shares. We
repurchase shares because we believe it is a prudent use of capital. A decision by the company to discontinue share repurchases would
significantly increase our liquidity and financial flexibility.
In March 2005, we filed a $3.0 billion S-3 shelf registration statement (for common stock, preferred stock, debt securities and other
securities) which was declared effective by the Securities and Exchange Commission in April 2005. This shelf registration statement
replaced our $2.0 billion shelf registration statement filed in the first quarter of 2004 which has been fully utilized. We have not yet
issued any securities under our new shelf registration statement. We intend to increase our capacity to issue securities under the S-3
shelf registration statement to an aggregate of $4.0 billion and to reflect changes related to the acquisition of PacifiCare described
above. We may publicly offer securities from time to time at prices and terms to be determined at the time of offering. Under our S-4
acquisition shelf registration statement, we have remaining issuing capacity of 48.6 million shares of our common stock in connection
with acquisition activities. We filed separate S-4 registration statements for the 72.8 million shares issued in connection with the
February 2004 acquisition of MAMSI and for the 104.4 million shares issued in connection with the July 2004 acquisition of Oxford
described previously. We intend to file an S-4 registration statement for the shares to be issued in connection with the acquisition of
PacifiCare described above.
Contractual Obligations, Off-Balance Sheet Arrangements And Commitments
A summary of future obligations under our various contractual obligations, off-balance sheet arrangements and commitments was
disclosed in our December 31, 2004 Annual Report on Form 10-K. There have not been significant changes to the amounts of these
obligations other than those items disclosed under the “Financial Condition and Liquidity at June 30, 2005” section. Additionally, we
do not have any other material contractual obligations, off-balance sheet arrangements or commitments that require cash resources;
however, we continually evaluate opportunities to expand our operations. This includes internal development of new products,
programs and technology applications, and may include acquisitions.
AARP
In January 1998, we entered into a 10-year contract to provide health insurance products and services to members of AARP. These
products and services are provided to supplement benefits covered under traditional Medicare. Under the terms of the contract, we are
compensated for transaction processing and other services as well as for assuming underwriting risk. We are also engaged in product
development activities to complement the insurance offerings under this program. Premium revenues from our portion of the AARP
insurance offerings are approximately $4.7 billion annually.
The underwriting gains or losses related to the AARP business are directly recorded as an increase or decrease to a rate stabilization
fund (RSF). The primary components of the underwriting results are premium revenue, medical costs, investment income,
administrative expenses, member services expenses, marketing expenses and premium taxes. Underwriting gains and losses are
recorded as an increase or decrease to the RSF and accrue to the overall benefit of the AARP policyholders, unless cumulative net
losses were to exceed the balance in the RSF. To the extent underwriting losses exceed the balance in the RSF, we would have to fund
the deficit. Any deficit we fund could be recovered by underwriting gains in future periods of the contract. To date, we have not been
required to fund any underwriting deficits. As further described in Note 8 to the condensed consolidated financial statements, the RSF
balance is reported in Other Policy Liabilities in the accompanying Condensed Consolidated Balance Sheets. We believe the RSF
balance is sufficient to cover potential future underwriting or other risks associated with the contract.
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Regulatory Capital And Dividend Restrictions
We conduct a significant portion of our operations through companies that are subject to standards established by the National
Association of Insurance Commissioners (NAIC). These standards, among other things, require these subsidiaries to maintain
specified levels of statutory capital, as defined by each state, and restrict the timing and amount of dividends and other distributions
that may be paid to their parent companies. Generally, the amount of dividend distributions that may be paid by a regulated
subsidiary, without prior approval by state regulatory authorities, is limited based on the entity’s level of statutory net income and
statutory capital and surplus. The agencies that assess our creditworthiness also consider capital adequacy levels when establishing
our debt ratings. Consistent with our intent to maintain our senior debt ratings in the “A” range, we maintain an aggregate statutory
capital level for our regulated subsidiaries that is significantly higher than the minimum level regulators require.
Critical Accounting Policies And Estimates
Critical accounting policies are those policies that require management to make the most challenging, subjective or complex
judgments, often because they must estimate the effects of matters that are inherently uncertain and may change in subsequent
periods. Critical accounting policies involve judgments and uncertainties that are sufficiently sensitive to result in materially different
results under different assumptions and conditions. The following provides a summary of our accounting policies and estimation
procedures surrounding medical costs. For a detailed description of all our critical accounting policies, see the Results of Operations
section of the consolidated financial statements included in the Annual Report on Form 10-K for the year ended December 31, 2004.
Medical Costs
Each reporting period, we estimate our obligations for medical care services that have been rendered on behalf of insured consumers
but for which claims have either not yet been received or processed, and for liabilities for physician, hospital and other medical cost
disputes. We develop estimates for medical care services incurred but not reported using an actuarial process that is consistently
applied, centrally controlled and automated. The actuarial models consider factors such as time from date of service to claim receipt,
claim backlogs, seasonal variances in medical care consumption, care provider contract rate changes, medical care utilization and
other medical cost trends, membership volume and demographics, benefit plan changes, and business mix changes related to
products, customers and geography. Depending on the health care provider and type of service, the typical billing lag for services can
range from two to 90 days from the date of service. Substantially all claims related to medical care services are known and settled
within nine to 12 months from the date of service. We estimate liabilities for physician, hospital and other medical cost disputes based
upon an analysis of potential outcomes, assuming a combination of litigation and settlement strategies.
Each period, we re-examine previously established medical costs payable estimates based on actual claim submissions and other
changes in facts and circumstances. As the liability estimates recorded in prior periods become more exact, we increase or decrease
the amount of the estimates, and include the changes in estimates in medical costs in the period in which the change is identified. In
every reporting period, our operating results include the effects of more completely developed medical costs payable estimates
associated with previously reported periods. If the revised estimate of prior period medical costs is less than the previous estimate, we
will decrease reported medical costs in the current period (favorable development). If the revised estimate of prior period medical
costs is more than the previous estimate, we will increase reported medical costs in the current period (unfavorable development).
Historically, the net impact of estimate developments has represented less than one-half of 1% of annual medical costs, less than 4%
of annual earnings from operations and less than 3% of medical costs payable.
In order to evaluate the impact of changes in medical cost estimates for any particular discrete period, one should consider both the
amount of development recorded in the current period pertaining to prior periods and the
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amount of development recorded in subsequent periods pertaining to the current period. The accompanying table provides a summary
of the net impact of favorable development on medical costs and earnings from operations (in millions).

2001
2002
2003
2004

Medical Costs

Earnings from Operations

Net Favorable
Development

Net Impact
on Medical
Costs(a)

As Reported

As Adjusted(b)

As Reported

As Adjusted(b)

$
$
$
$

$
$
$
$

$
$
$
$

$
$
$
$

$
$
$
$

$
$
$
$

30
70
150
210

(40)
(80)
(60)
(100)(c)

17,644
18,192
20,714
27,000

17,604
18,112
20,654
26,900(c)

1,566
2,186
2,935
4,101

1,606
2,266
2,995
4,201(c)

(a)

The amount of favorable development recorded in the current year pertaining to the prior year less the amount of favorable
development recorded in the subsequent year pertaining to the current year.

(b)

Represents reported amounts adjusted to reflect the net impact of medical cost development.

(c)

For the six months ended June 30, 2005, the company recorded net favorable development of $310 million pertaining to 2004.
The amount of prior period development in 2005 pertaining to 2004 will likely change as our December 31, 2004 medical costs
payable estimate continues to develop throughout 2005.

Our estimate of medical costs payable represents management’s best estimate of the company’s liability for unpaid medical costs as
of June 30, 2005, developed using consistently applied actuarial methods. Management believes the amount of medical costs payable
is reasonable and adequate to cover the company’s liability for unpaid claims as of June 30, 2005; however, actual claim payments
may differ from established estimates. Assuming a hypothetical 1% difference between our June 30, 2005 estimates of medical costs
payable and actual costs payable, excluding the AARP business, second quarter 2005 earnings from operations would increase or
decrease by approximately $49 million and diluted net earnings per common share would increase or decrease by approximately
$0.02 per share.
Inflation
The current national health care cost inflation rate significantly exceeds the general inflation rate. We use various strategies to lessen
the effects of health care cost inflation. These include setting commercial premiums based on anticipated health care costs,
coordinating care with physicians and other health care providers and rate discounts from physicians and other health care providers.
Through contracts with physicians and other health care providers, we emphasize preventive health care, appropriate use of health
care services consistent with clinical performance standards, education and closing gaps in care.
We believe our strategies to mitigate the impact of health care cost inflation on our operating results have been and will continue to be
successful. However, other factors including competitive pressures, new health care and pharmaceutical product introductions,
demands from physicians and other health care providers and consumers, major epidemics, and applicable regulations may affect our
ability to control the impact of health care cost inflation. Because of the narrow operating margins of our risk-based products, changes
in medical cost trends that were not anticipated in establishing premium rates can create significant changes in our financial results.
Concentrations Of Credit Risk
Investments in financial instruments such as marketable securities and accounts receivable may subject UnitedHealth Group to
concentrations of credit risk. Our investments in marketable securities are managed under an investment policy authorized by our
board of directors. This policy limits the amounts that may be invested in any one issuer and generally limits our investments to U.S.
Government and Agency securities, state and municipal securities and corporate debt obligations that are investment grade.
Concentrations of credit risk with respect to accounts receivable are limited due to the large number of employer groups that
constitute our customer base. As of June 30, 2005, there were no significant concentrations of credit risk.
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Cautionary Statements
The statements contained in this Quarterly Report on Form 10-Q include forward-looking statements within the meaning of the
Private Securities Litigation Reform Act of 1995 (the “PSLRA”). When used in this Quarterly Report on Form 10-Q and in future
filings by us with the Securities and Exchange Commission, in our news releases, presentations to securities analysts or investors, and
in oral statements made by or with the approval of one of our executive officers, the words or phrases “believes,” “anticipates,”
“expects,” “plans,” “seeks,” “intends,” “will likely result,” “estimates,” “projects” or similar expressions are intended to identify such
forward-looking statements. These forward-looking statements involve risks and uncertainties that may cause our actual results to
differ materially from the results discussed in the forward-looking statements.
The following discussion contains certain cautionary statements regarding our business that investors and others should consider.
These factors, among others, could cause actual results to differ materially from those contained in forward-looking statements
contained in this quarterly report. Except to the extent otherwise required by federal securities laws, we do not undertake to address or
update forward-looking statements in future filings or communications regarding our business or operating results, and do not
undertake to address how any of these factors may have caused results to differ from discussions or information contained in previous
filings or communications. In addition, any of the matters discussed below may have affected past, as well as current, forwardlooking statements about future results. Any or all forward-looking statements in this Quarterly Report of Form 10-Q and in any other
public filings or statements we make may turn out to be wrong. They can be affected by inaccurate assumptions we might make or by
known or unknown risks and uncertainties. Many factors discussed below will be important in determining future results.
Consequently, no forward-looking statement can be guaranteed. Actual future results may vary materially from expectations
expressed in our prior communications.
Risks Associated with UnitedHealth Groups’ Business
We must effectively manage our health care costs.
Under our risk-based product arrangements, we assume the risk of both medical and administrative costs for our customers in return
for monthly premiums. Premium revenues from risk-based products (excluding AARP) have typically comprised approximately 75%
to 80% of our total consolidated revenues. We generally use approximately 80% to 85% of our premium revenues to pay the costs of
health care services delivered to these customers. The profitability of our risk-based products depends in large part on our ability to
accurately predict, price for, and effectively manage health care costs. Total health care costs are affected by the number of individual
services rendered and the cost of each service. Our premium revenue is typically fixed in price for a 12-month period and is generally
priced one to four months before contract commencement. Services are delivered and related costs are incurred when the contract
commences. Although we base the premiums we charge on our estimate of future health care costs over the fixed premium period,
inflation, regulations and other factors may cause actual costs to exceed what was estimated and reflected in premiums. These factors
may include increased use of services, increased cost of individual services, catastrophes, epidemics, the introduction of new or costly
treatments and technology, new mandated benefits or other regulatory changes, insured population characteristics and seasonal
changes in the level of health care use. As a measure of the impact of medical cost on our financial results, relatively small
differences between predicted and actual medical costs as a percentage of premium revenues can result in significant changes in our
financial results. For example, if medical costs increased by 1 percent without a proportional change in related revenues for
UnitedHealthcare’s commercial insured products, our annual net earnings for 2004 would have been reduced by approximately $105
million. In addition, the financial results we report for any particular period include estimates of costs that have been incurred for
which we have not received the underlying claims or for which we have received the claims but not yet processed them. If these
estimates prove too high or too low, the effect of the change in estimate will be included in future results. That change can be either
positive or negative to our results.
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We face competition in many of our markets and customers have flexibility in moving between competitors.
Our businesses compete throughout the United States and face competition in all of the geographic markets in which they operate. For
our Uniprise and Health Care Services segments, competitors include Aetna Inc., Cigna Corporation, Coventry Health Care, Inc.,
Humana Inc., WellChoice, Inc., and WellPoint, Inc., numerous for-profit and not-for-profit organizations operating under licenses
from the Blue Cross Blue Shield Association and other enterprises concentrated in more limited geographic areas. Our Specialized
Care Services and Ingenix segments also compete with a number of businesses. The addition of new competitors for at least the shortterm can occur relatively easily, and customers enjoy significant flexibility in moving between competitors. In particular markets,
competitors may have capabilities that give them a competitive advantage. Greater market share, established reputation, superior
supplier arrangements, existing business relationships, and other factors all can provide a competitive advantage to our businesses or
to their competitors. In addition, significant merger and acquisition activity has occurred in the industries in which we operate, both as
to our competitors and suppliers in these industries. Consolidation may make it more difficult for us to retain or increase customers, to
improve the terms on which we do business with our suppliers, or to maintain or advance profitability.
Our relationship with AARP is important.
Under our 10-year contract with AARP, which commenced in 1998, we provide Medicare supplement and hospital indemnity health
insurance and other products to AARP members. As of June 30, 2005, our portion of AARP’s insurance program represented
approximately $4.7 billion in annual net premium revenue from approximately 3.8 million AARP members. The AARP contract may
be terminated early by us or AARP under certain circumstances, including a material breach by either party, insolvency of either
party, a material adverse change in the financial condition of either party, and by mutual agreement. The success of our AARP
arrangement depends, in part, on our ability to service AARP and its members, develop additional products and services, price the
products and services competitively, and respond effectively to federal and state regulatory changes.
The favorable and unfavorable effects of changes in Medicare are uncertain.
The Medicare changes being implemented as a result of the Medicare Modernization Act of 2003 are complex and wide-ranging.
There are numerous changes that will influence our business. We have invested considerable resources analyzing how to best address
uncertainties and risks associated with the changes that may arise. In January 2005, the Centers for Medicare and Medicaid Services
(CMS) released detailed regulations on major aspects of the legislation, however, some important requirements related to the
implementation of the new product offerings, including the Part D prescription drug benefit and the regional Medicare Advantage
Preferred Provider Organizations, have not yet been released by the federal government, thus creating challenges for planning and
implementation. We believe the increased funding provided in the legislation will increase the number of competitors in the seniors
health services market.
Our business is subject to routine government scrutiny, and we must respond quickly and appropriately to frequent changes in
government regulations.
Our business is regulated at the federal, state, local and international levels. The laws and rules governing our business and
interpretations of those laws and rules are subject to frequent change. Broad latitude is given to the agencies administering those
regulations. Existing or future laws and rules could force us to change how we do business, restrict revenue and enrollment growth,
increase our health care and administrative costs and capital requirements, and increase our liability in federal and state courts for
coverage determinations, contract interpretation and other actions. We must obtain and maintain regulatory approvals to market many
of our products, to increase prices for certain regulated products and to consummate our acquisitions and dispositions. Delays in
obtaining or our failure to obtain or maintain these approvals could reduce our revenue or increase our costs.
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We participate in federal, state and local government health care coverage programs. These programs generally are subject to frequent
change, including changes that may reduce the number of persons enrolled or eligible, reduce the amount of reimbursement or
payment levels, or increase our administrative or health care costs under such programs. Such changes have adversely affected our
financial results and willingness to participate in such programs in the past, and may do so in the future.
State legislatures and Congress continue to focus on health care issues. Legislative and regulatory proposals at state and federal levels
may affect certain aspects of our business, including contracting with physicians, hospitals and other health care professionals;
physician reimbursement methods and payment rates; coverage determinations; claim payments and processing; drug utilization and
patient safety efforts; use and maintenance of individually identifiable health information; medical malpractice litigation; and
government-sponsored programs. We cannot predict if any of these initiatives will ultimately become binding law or regulation, or, if
enacted, what their terms will be, but their enactment could increase our costs, expose us to expanded liability, require us to revise the
ways in which we conduct business or put us at risk for loss of business.
We typically have and are currently involved in various governmental investigations, audits and reviews. These include routine,
regular and special investigations, audits and reviews by CMS, state insurance and health and welfare departments and state attorneys
general, the Office of the Inspector General, the Office of Personnel Management, the Office of Civil Rights, the Department of
Justice and U.S. attorneys. Such government actions can result in assessment of damages, civil or criminal fines or penalties, or other
sanctions, including restrictions or changes in the way we conduct business, loss of licensure or exclusion from participation in
government programs. In addition, public perception or publicity surrounding routine governmental investigations may adversely
affect our stock price, damage our reputation in various markets or make it difficult for us to sell products and services.
Relationships with physicians, hospitals and other health care providers are important to our business.
We contract with physicians, hospitals, pharmaceutical benefit service providers, pharmaceutical manufacturers, and other health care
providers for competitive prices. Our results of operations and prospects are substantially dependent on our continued ability to
maintain these competitive prices. A number of organizations are advocating for legislation that would exempt certain of these
physicians and health care professionals from federal and state antitrust laws. In any particular market, these physicians and health
care professionals could refuse to contract, demand higher payments, or take other actions that could result in higher health care costs,
less desirable products for customers or difficulty meeting regulatory or accreditation requirements. In some markets, certain health
care providers, particularly hospitals, physician/hospital organizations or multi-specialty physician groups, may have significant
market positions or near monopolies that could result in diminished bargaining power on our part.
The nature of our business exposes us to litigation risks.
Periodically, we become a party to the types of legal actions that can affect any business, such as employment and employment
discrimination-related suits, employee benefit claims, breach of contract actions, tort claims, shareholder suits, and intellectual
property-related litigation. In addition, because of the nature of our business, we are routinely made party to a variety of legal actions
related to the design, management and offerings of our services. These matters include, but are not limited to, claims related to health
care benefits coverage, medical malpractice actions, contract disputes and claims related to disclosure of certain business practices. In
1999, a number of class action lawsuits were filed against us and virtually all major entities in the health benefits business. The suits
are purported class actions on behalf of physicians for alleged breaches of federal statutes, including the Employee Retirement
Income Security Act of 1974 (“ERISA”) and the Racketeer Influenced Corrupt Organization Act (“RICO”). In March 2000, the
American Medical Association filed a lawsuit against us in connection with the calculation of reasonable and customary
reimbursement rates for non-network providers. Although the expenses which we have incurred to date in defending the 1999 class
action lawsuits and the
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American Medical Association lawsuit have not been material to our business, we will continue to incur expenses in the defense of
these lawsuits and other matters, even if they are without merit.
The Company is largely self-insured with regard to litigation risks, however, we do maintain excess liability insurance with outside
insurance carriers to minimize risks associated with catastrophic claims. Although we believe that we are adequately insured for
claims in excess of our self-insurance, certain types of damages, such as punitive damages, are not covered by insurance. We record
liabilities for our estimates of the probable costs resulting from self-insured matters. Although we believe the liabilities established for
these risks are adequate, it is possible that the level of actual losses may exceed the liabilities recorded.
Our businesses depend on effective information systems and the integrity of the data in our information systems.
Our ability to adequately price our products and services, provide effective and efficient service to our customers, and to accurately
report our financial results depends on the integrity of the data in our information systems. As a result of our acquisition activities, we
have acquired additional systems. We have been taking steps to reduce the number of systems we operate and have upgraded and
expanded our information systems capabilities. If the information we rely upon to run our businesses was found to be inaccurate or
unreliable or if we fail to maintain effectively our information systems and data integrity, we could lose existing customers, have
difficulty attracting new customers, have problems in determining medical cost estimates and establishing appropriate pricing, have
customer and physician and other health care provider disputes, have regulatory problems, have increases in operating expenses or
suffer other adverse consequences.
We have intangible assets, whose values may become impaired.
Due largely to our recent acquisitions, goodwill and other intangible assets represent a substantial portion of our assets. Goodwill and
other intangible assets were approximately $10.7 billion as of June 30, 2005, representing approximately 38% of our total assets. If
we make additional acquisitions, such as our pending acquisitions of PacifiCare and Neighborhood Health Partnership, it is likely that
we will record additional intangible assets on our books. We periodically evaluate our goodwill and other intangible assets to
determine whether all or a portion of their carrying values may no longer be recoverable, in which case a charge to earnings may be
necessary. Any future evaluations requiring an asset impairment of our goodwill and other intangible assets could materially affect
our results of operations and shareholders’ equity in the period in which the impairment occurs. A material decrease in shareholders’
equity could, in turn, negatively impact our debt ratings or potentially impact our compliance with existing debt covenants.
We must comply with emerging restrictions on patient privacy and information security, including taking steps to ensure
compliance by our business associates who obtain access to sensitive patient information when providing services to us.
The use of individually identifiable data by our businesses is regulated at the international, federal and state levels. These laws and
rules are changed frequently by legislation or administrative interpretation. Various state laws address the use and disclosure of
individually identifiable health data. Most are derived from the privacy and security provisions in the federal Gramm-Leach-Bliley
Act and the Health Insurance Portability and Accountability Act of 1996 (HIPAA). HIPAA also imposes guidelines on our business
associates (as this term is defined in the HIPAA regulations). Even though we provide for appropriate protections through our
contracts with our business associates, we still have limited control over their actions and practices. Compliance with these proposals,
requirements, and new regulations may result in cost increases due to necessary systems changes, the development of new
administrative processes, and the effects of potential noncompliance by our business associates. They also may impose further
restrictions on our use of patient identifiable data that is housed in one or more of our administrative databases.
Our knowledge and information-related businesses depend on our ability to maintain proprietary rights to our databases and
related products.
We rely on our agreements with customers, confidentiality agreements with employees, and our trade secrets, copyrights and
patents to protect our proprietary rights. These legal protections and precautions may not
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prevent misappropriation of our proprietary information. In addition, substantial litigation regarding intellectual property rights exists
in the software industry, and we expect software products to be increasingly subject to third-party infringement claims as the number
of products and competitors in this industry segment grows. Such litigation and misappropriation of our proprietary information could
hinder our ability to market and sell products and services.
The effects of the war on terror and future terrorist attacks could impact the health care industry.
The terrorist attacks launched on September 11, 2001, the war on terrorism, the threat of future acts of terrorism and the related
concerns of customers and providers have negatively affected, and may continue to negatively affect, the U.S. economy in general
and our industry specifically. Depending on the government’s actions and the responsiveness of public health agencies and insurance
companies, future acts of terrorism and bio-terrorism could lead to, among other things, increased use of health care services
including, without limitation, hospital and physician services; loss of membership in health benefit programs we administer as a result
of lay-offs or other reductions of employment; adverse effects upon the financial condition or business of employers who sponsor
health care coverage for their employees; disruption of our information and payment systems; increased health care costs due to
restrictions on our ability to carve out certain categories of risk, such as acts of terrorism; and disruption of the financial and insurance
markets in general.
Risks Associated with the Merger of PacifiCare Health Systems, Inc. (PacifiCare)
UnitedHealth Group and PacifiCare must obtain several governmental consents to complete the merger, which, if delayed, not
granted or granted with conditions may jeopardize or postpone the merger, result in additional expense or reduce the
anticipated benefits of the transaction.
UnitedHealth Group and PacifiCare must obtain specified approvals and consents in a timely manner from federal and state agencies
prior to the completion of the merger. UnitedHealth Group, or the applicable subsidiary of PacifiCare, as the case may be, has filed
acquisition of control and other transaction-related filings for approval with California’s Department of Managed Health Care and the
Insurance Departments of the States of Arizona, California, Colorado, Indiana, Nevada, Oklahoma, Oregon, Texas, Washington, and
Wisconsin. If such approvals are not obtained, neither UnitedHealth Group nor PacifiCare will be obligated to complete the merger. If
the parties do not receive these approvals on terms that satisfy the merger agreement, then UnitedHealth Group will not be obligated
to complete the merger. The governmental agencies from which the parties seek approvals have broad discretion in administering
relevant laws and regulations. As a condition to approval of the merger, agencies may impose conditions, restrictions, qualifications,
requirements or limitations that could negatively affect the way the combined company conducts business or impair the benefits
UnitedHealth Group anticipates the merger will create. UnitedHealth Group is not obligated to complete the merger if a governmental
agency or agencies impose a condition, restriction, qualification, requirement or limitation when it grants the specified approvals and
consents which (if implemented) would constitute, or would be reasonably likely to constitute, individually or in the aggregate, a
Negative Regulatory Action, as such term is defined in the merger agreement. Any such conditions, restrictions, qualifications,
requirements or limitations imposed by one or more agencies could adversely affect UnitedHealth Group’s ability to integrate the
business of PacifiCare or reduce the anticipated benefits of the merger. The merger also is subject to the requirements of the HSR Act,
which prevents certain acquisitions from being completed until required information and materials are furnished to the Antitrust
Division of the Department of Justice and the U.S. Federal Trade Commission and certain waiting periods are terminated or expire.
The anticipated benefits of acquiring PacifiCare may not be realized.
UnitedHealth Group and PacifiCare entered into the merger agreement with the expectation that the merger will result in various
benefits including, among others, benefits relating to a stronger and more diverse network of doctors and other health care providers,
expanded and enhanced affordable health care services that address the needs of older Americans, enhanced revenues, a strengthened
market position for UnitedHealth Group across the
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United States, cross selling opportunities, technology, cost savings and operating efficiencies. Achieving the anticipated benefits of
the merger is subject to a number of uncertainties, including whether UnitedHealth Group integrates PacifiCare in an efficient and
effective manner, and general competitive factors in the marketplace. Failure to achieve these anticipated benefits could result in
increased costs, decreases in the amount of expected revenues and diversion of management’s time and energy and could materially
impact UnitedHealth Group’s business, financial condition and operating results.
UnitedHealth Group may have difficulty integrating PacifiCare and may incur substantial costs in connection with the
integration.
Integrating PacifiCare’s operations into UnitedHealth Group operating platform will be a complex, time-consuming and expensive
process. Before the merger, UnitedHealth Group and PacifiCare operated independently, each with its own business, products,
customers, employees, culture and systems. UnitedHealth Group may experience material unanticipated difficulties or expenses in
connection with the integration of PacifiCare, especially given the relatively large size of PacifiCare’s operations. The time and
expense associated with converting the businesses of the combined company to a common platform and negotiating amended or new
contracts with physicians, other health care professionals and facilities, as well as other service providers may exceed management’s
expectations and limit or delay the intended benefits of the transaction. Similarly, the process of combining sales and marketing and
network management forces, consolidating administrative functions, and coordinating product and service offerings can take longer,
cost more, and provide fewer benefits than initially projected. To the extent any of these events occurs, the benefits of the transaction
may be reduced, at least for a period of time.
UnitedHealth Group may face substantial difficulties, costs and delays in integrating PacifiCare. These factors may include:
•

retaining and integrating management and other key employees of the combined company;

•

costs and delays in implementing common systems and procedures;

•

perceived adverse changes in product offerings available to customers or customer service standards, whether or not these
changes do, in fact, occur;

•

potential charges to earnings resulting from the application of purchase accounting to the transaction;

•

difficulty comparing financial reports due to differing management systems;

•

diversion of management resources from the business of the combined company;

•

retention of PacifiCare’s provider networks;

•

difficulty in retaining existing customers of each company; and

•

reduction or loss of customer sales due to the potential for market confusion, hesitation and delay.

After the merger, UnitedHealth Group may seek to combine certain operations and functions using common information and
communication systems, operating procedures, financial controls and human resource practices, including training, professional
development and benefit programs. UnitedHealth Group may be unsuccessful in implementing the integration of these systems and
processes. Any one or all of these factors may cause increased operating costs, worse than anticipated financial performance or the
loss of customers and employees. Many of these factors are also outside the control of either company.
No material commercial third party consents or approvals are required in connection with the proposed transaction.
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Item 3.

Quantitative And Qualitative Disclosures About Market Risk

Market risk represents the risk of changes in the fair value of a financial instrument caused by changes in interest rates or equity
prices. The company’s primary market risk is exposure to changes in interest rates that could impact the fair value of our investments
and long-term debt.
Approximately $12.5 billion of our cash equivalents and investments at June 30, 2005 were debt securities. Assuming a hypothetical
and immediate 1% increase or decrease in interest rates applicable to our fixed-income investment portfolio at June 30, 2005, the fair
value of our fixed-income investments would decrease or increase by approximately $380 million. We manage our investment
portfolio to limit our exposure to any one issuer or industry and largely limit our investments to U.S. Government and Agency
securities, state and municipal securities, and corporate debt obligations that are investment grade.
To mitigate the financial impact of changes in interest rates, we have entered into interest rate swap agreements to more closely match
the interest rates of our long-term debt with those of our cash equivalents and short-term investments. Including the impact of our
interest rate swap agreements, approximately $3.4 billion of our commercial paper and debt had variable rates of interest and $825
million had fixed rates as of June 30, 2005. A hypothetical 1% increase or decrease in interest rates would not be material to the fair
value of our commercial paper and debt.
At June 30, 2005, we had $223 million of equity investments, primarily held by our UnitedHealth Capital business in various public
and non-public companies concentrated in the areas of health care delivery and related information technologies. Market conditions
that affect the value of health care or technology stocks will likewise impact the value of our equity portfolio.
Item 4.

Controls and Procedures

Evaluation of Disclosure Controls and Procedures
As of June 30, 2005, an evaluation was carried out under the supervision and with the participation of the company’s management,
including our Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design and operation of our disclosure
controls and procedures (as defined in Rules 13a-15(e) and 15d-15(e) under the Securities Exchange Act of 1934). Based upon that
evaluation, the Chief Executive Officer and the Chief Financial Officer concluded that the design and operation of these disclosure
controls and procedures were effective to ensure that information required to be disclosed by the company in the reports that it files or
submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in applicable rules
and forms.
Changes in Internal Control Over Financial Reporting During the Quarter Ended June 30, 2005
There were no significant changes in our internal control over financial reporting that occurred during the Company’s quarter ended
June 30, 2005 that have materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.
38

PART II. OTHER INFORMATION
Item 1.

Legal Proceedings

In Re: Managed Care Litigation: MDL No. 1334. Beginning in 1999, a series of class action lawsuits were filed against us and
virtually all major entities in the health benefits business. In December 2000, a multidistrict litigation panel consolidated several
litigation cases involving UnitedHealth Group and our affiliates in the Southern District Court of Florida, Miami division. Generally,
the health care provider plaintiffs allege violations of ERISA and RICO in connection with alleged undisclosed policies intended to
maximize profits. Other allegations include breach of state prompt payment laws and breach of contract claims for failure to timely
reimburse providers for medical services rendered. The consolidated suits seek injunctive, compensatory and equitable relief as well
as restitution, costs, fees and interest payments. The trial court granted the health care providers’ motion for class certification and
that order was reviewed by the Eleventh Circuit Court of Appeals. The Eleventh Circuit affirmed the class action status of the RICO
claims, but reversed as to the breach of contract, unjust enrichment and prompt payment claims. Through a series of motions and
appeals, all direct claims against UnitedHealthcare have been compelled to arbitration. The trial court has denied UnitedHealthcare’s
further motion to compel the secondary RICO claims to arbitration and the Eleventh Circuit affirmed that order. A trial date has been
set for January 2006. The trial court has ordered that the trial be bifurcated into separate liability and damage proceedings. At a
hearing before the trial court in July 2005, the plaintiffs confirmed that they would not seek damages against the Company with
respect to capitation-related claims.
The American Medical Association et al. v. Metropolitan Life Insurance Company, United HealthCare Services. Inc. and
UnitedHealth Group. On March 15, 2000, the American Medical Association filed a lawsuit against the company in the Supreme
Court of the State of New York, County of New York. On April 13, 2000, we removed this case to the United States District Court
for the Southern District of New York. The suit alleges causes of action based on ERISA, as well as breach of contract and the
implied covenant of good faith and fair dealing, deceptive acts and practices, and trade libel in connection with the calculation of
reasonable and customary reimbursement rates for non-network providers. The suit seeks declaratory, injunctive and compensatory
relief as well as costs, fees and interest payments. An amended complaint was filed on August 25, 2000, which alleged two classes of
plaintiffs, an ERISA class and a non-ERISA class. After the Court dismissed certain ERISA claims and the claims brought by the
American Medical Association, a third amended complaint was filed. On October 25, 2002, the court granted in part and denied in
part our motion to dismiss the third amended complaint. On May 21, 2003, we filed a counterclaim complaint in this matter alleging
antitrust violations against the American Medical Association and asserting claims based on improper billing practices against an
individual provider plaintiff. On May 26, 2004, we filed a motion for partial summary judgment seeking the dismissal of certain
claims and parties based, in part, due to lack of standing. On July 16, 2004, plaintiffs filed a motion for leave to file an amended
complaint, seeking to assert RICO violations.
Our business is regulated at federal, state, local and international levels. The laws and rules governing our business and interpretations
of those laws and rules are subject to frequent change. Broad latitude is given to the agencies administering those regulations. State
legislatures and Congress continue to focus on health care issues as the subject of proposed legislation. Existing or future laws and
rules could force us to change how we do business, restrict revenue and enrollment growth, increase our health care and
administrative costs and capital requirements, and increase our liability in federal and state courts for coverage determinations,
contract interpretation and other actions. Further, we must obtain and maintain regulatory approvals to market many of our products.
We typically have and are currently involved in various governmental investigations, audits, and reviews. These include routine,
regular and special investigations, audits, and reviews by CMS, state insurance and health and welfare departments and state attorneys
general, the Office of the Inspector General, the Office of Personnel Management, the Office of Civil Rights, the Department of
Justice, and U.S. Attorneys. Such government actions can result in assessment of damages, civil or criminal fines or penalties, or
other sanctions, including restrictions or changes in the way we conduct business, loss of licensure or exclusion from participation in
government programs. We record liabilities for our estimate of probable costs resulting from these matters.
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Although the results of pending litigation and regulatory matters are always uncertain, we do not believe the results of any such
actions currently threatened or pending, including those described above, will, individually or in aggregate, have a material adverse
effect on our consolidated financial position or results of operations.
Item 2.

Issuer Purchases of Equity Securities
Issuer Purchases of Equity Securities (1)
Second Quarter 2005

For the Month Ended

Total Number of
Shares
Purchased

Average Price
Paid per
Share

Total Number
of Shares
Purchased as
Part of Publicly
Announced Plans
or Programs

Maximum
Number of Shares
that may yet be
purchased under
the plans or
programs

68,756,600
65,001,600
63,771,600

April 30, 2005
May 31, 2005
June 30, 2005

14,003,400
3,755,000
1,230,000

$
$
$

47.53
48.52
52.40

14,003,400
3,755,000
1,230,000

TOTAL

18,988,400

$

48.04

18,988,400

(1)

On November 4, 1997, the Company’s Board of Directors adopted a share repurchase program, which the Board evaluates
periodically and renews as necessary. The Company announced this program on November 6, 1997, and announced renewals of
the program on November 5, 1998, October 27, 1999, February 14, 2002, October 25, 2002, July 30, 2003 and November 4,
2004. On November 4, 2004, the Board renewed the share repurchase program and authorized the Company to repurchase up to
130 million shares of the Company’s common stock at prevailing market prices. There is no established expiration date for the
program. During the three months ended June 30, 2005, the Company did not repurchase any shares other than through this
publicly announced program. On May 3, 2005, our board of directors declared a two-for-one stock split. The stock split was
effective on May 27, 2005, for shareholders of record on May 20, 2005. All share and per share amounts have been restated to
reflect the stock split.

Item 4.

Submission of Matters to a Vote of Security Holders

At the Company’s Annual Meeting of Shareholders held on May 3, 2005 (the “Annual Meeting”), the Company’s shareholders voted
on four items: the election of directors, the ratification of the appointment of Deloitte & Touche LLP as the independent registered
public accounting firm for the Company, a shareholder proposal requesting the use of performance-vesting shares for executive equity
compensation, and a shareholder proposal requesting use of performance based options for executive equity compensation.
The four directors elected at the Annual Meeting were: Thomas H. Kean, with 1,003,897,240 votes cast for his election and
90,316,174 votes withheld; Robert L. Ryan, with 1,066,946,278 votes cast for his election and 27,267,136 votes withheld; William G.
Spears, with 1,031,772,776 votes cast for his election and 62,440,638 votes withheld; Gail R. Wilensky with 1,062,088,224 votes cast
for her election and 32,125,190 votes withheld. The other directors whose terms of office continued after the Annual Meeting were:
William C. Ballard, Jr., Richard T. Burke, Stephen J. Hemsley, James A. Johnson, Douglas W. Leatherdale, William W. McGuire,
Mary O. Mundinger, and Donna E. Shalala.
The appointment of Deloitte & Touche LLP as the independent registered public accounting firm for the Company for the year ending
December 31, 2005 was ratified with 1,078,906,780 votes cast for ratification, 8,285,498 votes cast against ratification and 7,021,136
votes abstaining. There were no broker non-votes on this matter.
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The shareholder proposal regarding the use of performance-vesting shares was not ratified with 594,176,612 votes cast against the
proposal, 387,804,622 votes cast for the proposal, and 11,494,404 votes abstaining. There were 100,737,776 broker non-votes cast on
this matter.
The shareholder proposal regarding the use of performance-based options was not ratified with 565,283,194 votes cast against the
proposal, 418,953,904 votes cast for the proposal, and 9,238,540 votes abstaining. There were 100,737,776 broker non-votes cast on
this matter.
On May 3, 2005, our board of directors declared a two-for-one stock split. The stock split was effective on May 27, 2005, for
shareholders of record on May 20, 2005. All amounts have been restated to reflect the stock split.
Item 5. Other Information
Amendment to IBM Agreement
On August 2, 2005, pursuant to Section 24.01 of the Information Technology Services Agreement between the Company and
International Business Machines Corporation (IBM) dated February 1, 2003, as amended (the Agreement), the Company sent written
notice to IBM of its intention to terminate a portion of the services provided by IBM to the Company under the Agreement. The
Company has determined that it has the capabilities to perform these services on its own behalf. The Company expects the transition
to be effective during the first quarter of 2006. A copy of the notice is included as Exhibit 10(b) to this 10-Q. Under the terms of the
Agreement, the Company will pay IBM a fee of approximately $4.8 million in connection with the termination of these services. The
remaining portions of the Agreement will remain intact and IBM will continue to provide the other services described under the
Agreement. As a result of this amendment to the Agreement, the Company has determined that the Agreement no longer constitutes a
“material agreement” of the Company, as defined by the rules and regulations of the SEC.
Amendments to Employment Agreements
On August 5, 2005, the Compensation and Human Resources Committee (Committee) of the Board of Directors of UnitedHealth
Group approved certain amendments to the employment agreements of the Company’s Chief Executive Officer and Chairman of the
Board, William W. McGuire, M.D., and President and Chief Operating Officer, Stephen J. Hemsley. These amendments became
effective on August 5, 2005. The amendments are included herein as Exhibits 10(c) and 10(d).
Dr. McGuire’s employment agreement has been amended to provide an initial, fixed five-year term with automatic one-year renewal
periods thereafter. The amendment also replaces specified annual salary increases and option grants with the Committee’s discretion
to make such increases or grants in the future, based on various specified considerations. The noncompete provision was amended to
provide that Dr. McGuire is subject to a noncompete obligation during any period following employment in which he receives
severance, consulting or similar payments. The amendment confirms that under the Company’s policies concerning length of service
and other factors, Dr. McGuire will be eligible to have termination of employment (other than termination for cause, upon disability,
death or a change in control) treated as a retirement (as defined under the employment agreement). The amendment provides that the
Committee has the ability to elect to retain Dr. McGuire as a consultant for a period up to 36 months upon his retirement. The
amendment also contains several other minor and clarifying amendments to Dr. McGuire’s employment agreement.
Mr. Hemsley’s employment agreement has been amended to replace specified annual option grants with the Committee’s discretion
to make such grants in the future based on various specified considerations and to require Committee final approval over any
increases to Mr. Hemsley’s salary. The amendment also revises Mr. Hemsley’s employment and termination provisions in the event
of a resignation, retirement or termination of Dr. McGuire as Chief Executive Officer. The amendment also contains several other
minor and clarifying changes to Mr. Hemsley’s employment agreement.
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Item 6.

Exhibits

(a) The following exhibits are filed in response to Item 601 of Regulation S-K.
Exhibit
Number

Description

Exhibit 10 (a)

— Twelfth Amendment to the AARP Health Insurance Agreement by and between AARP Services, Inc. and
United HealthCare Insurance Company, effective as of June 30, 2005.

Exhibit 10(b)

— Notice from the Company to IBM of termination of certain services pursuant to the Information Technology
Services Agreement between the Company and IBM dated February 1, 2003, as amended.

Exhibit 10(c)

— Amendment to Employment Agreement, dated as of August 5, 2005, between UnitedHealth Group
Incorporated and William W. McGuire, M.D.

Exhibit 10(d)

— Amendment to Employment Agreement, dated as of August 5, 2005, between UnitedHealth Group
Incorporated and Stephen J. Hemsley.

Exhibit 15

— Letter Re Unaudited Interim Financial Information

Exhibit 31

— Certifications Pursuant to Section 302 of the Sarbanes-OxleyAct of 2002

Exhibit 32

— Certifications Pursuant to Section 906 of the Sarbanes-OxleyAct of 2002
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its
behalf by the undersigned thereunto duly authorized.
UNITED HEALTH G ROUP I NCORPORATED
/s/

STEPHEN J. HEMSLEY

President and
Chief Operating Officer

Dated: August 8, 2005

Chief Financial Officer and
Chief Accounting Officer

Dated: August 8, 2005

Stephen J. Hemsley
/s/

PATRICK J. ERLANDSON
Patrick J. Erlandson

43

EXHIBITS
Exhibit
Number

Exhibit 10 (a)
Exhibit 10(b)
Exhibit 10(c)
Exhibit 10(d)
Exhibit 15
Exhibit 31
Exhibit 32

Description

— Twelfth Amendment to the AARP Health Insurance Agreement by and between AARP Services, Inc. and
United HealthCare Insurance Company, effective as of June 30, 2005.
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EXHIBIT 10(a)
TWELFTH AMENDMENT TO THE AARP HEALTH INSURANCE
AGREEMENT:
PHIP EXTENSION
This Twelfth Amendment to the AARP Health Insurance Agreement (“Twelfth Amendment” or “Amendment”), effective as of
June 30, 2005 (the “Effective Date”), is made by and between AARP Services, Inc., a Delaware corporation (“ASI”) and United
HealthCare Insurance Company, a Connecticut corporation (“United”). The parties hereto shall collectively be referred to as the
“Parties”.
RECITALS
WHEREAS, AARP, the Trustees of the AARP Insurance Plan (“Trustees”), and United are parties to a certain AARP Health
Insurance Agreement dated as of February 26, 1997 (the “Original Agreement”).
WHEREAS, by subsequent amendment and assignment on December 28, 1999, AARP, AARP Trust and United agreed to the
assignment to and assumption by ASI of certain rights and obligations (the “Third Amendment”).
WHEREAS, various other amendments have been made to the Original Agreement (collectively, the “Agreement”).
WHEREAS, pursuant to the Ninth Amendment to the Agreement, the Parties have successfully piloted a program offering
comprehensive insurance products for AARP members age 50 to 64 (“50-64 Plan”).
WHEREAS, the Pilot Period, as defined in the Ninth Amendment, expires on June 30, 2005; and
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WHEREAS, the parties wish to extend the Pilot Period through December 31, 2005.
NOW, THEREFORE, the Parties agree as follows:
A.

Article 2 of the Agreement is amended by amending section 2.134 to read as follows:
“2.134. Pilot Period means January 1, 2004 until December 31, 2005. The Pilot Period may be changed upon mutual
written agreement. Any 50-64 Plan sales effective as of the end of 2003 and their experience will be included as part of the
Pilot Period.”

B.

No later than the end of the Pilot Period, the parties shall complete negotiations in good faith and reach agreement on new
terms or a new agreement governing the 50-64 Plan, if the parties decide to offer the 50-64 Plan beyond the Pilot Period.

C.

Except as amended hereby, all other terms and conditions of the Agreement shall remain in full force and effect. This
amendment may be executed in two counterparts, each of which need not contain the signature of more than one party.
Both counterparts taken together shall constitute one and the same amendment.

IN WITNESS WHEREOF, the Parties have executed this Amendment as of the date and year first above written.
AARP Services, Inc.

United HealthCare Insurance Company

By:

By:

/s/

Nancy Jones for Dawn Sweeney

Title: Chief Administrative Officer

/s/

Jim Pogue

Title: President, Ovations Insurance Solutions
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EXHIBIT 10(b)
August 2, 2005
VIA TELECOPY AND REGISTERED EXPRESS MAIL
Mr. Michael G. Morin
International Business Machines Corporation
150 Kettletown Road
Southbury, Connecticut 06488
Re:

Information Technology Services Agreement, dated February 1, 2003, as amended
(the Agreement”) between United HealthCare Services, Inc. (“UHS”)
and International Business Machines Corporation (“IBM”)

Dear Michael:
UHS hereby notifies IBM that UHS is exercising its right under Section 24.01 of the Agreement to terminate all of the
mainframe (base & extended) services that are identified in Exhibit 1.1 of the Agreement (“Mainframe Services”), effective as of
January 31, 2006, with the exception of the disaster recovery services listed in Part 7 of Exhibit 1.1, and the ancillary mainframe
disaster recovery services listed in Additional Service Schedules such as 04-1023A, 04-0922A and 02-1030A (the “Mainframe DR
Services”). At this time, UHS will continue to receive such Mainframe DR Services as are currently contracted.
In connection with terminating these Mainframe Services, UHS is also terminating the following Additional Services Schedules:
•

Connect Mail Box Telephone Charges (recurring monthly charges);

•

Additional Services Schedule #03-0314A to the Agreement, Exhibit 4, Network Services Duncan Disaster Recover
Setup – Stamford (IBM RFS #03-0314A);

•

Additional Services Schedule to the Agreement, Exhibit 4, Part 3 TN3270 Migration to z/OS OSA Platform;
Removal of TN3270 and MYUHC Routers (IBM RFS #03-1115B);

•

Additional Services Schedule #0610B to the Agreement, Exhibit 4, Part 3 for Additional Software on Connect
Mailbox Servers (IBM RFS #03-0610B);

•

Additional Services Schedule to the Agreement, Exhibit 4 APPN Enterprise Reader (IBM RFS #04-0110A);

•

Additional Services Schedule to the Agreement, Exhibit 1, Part 7 Extend Demarcation Points at Southbury, CT
(IBM RFS #03-0224B); and

•

Additional Service Schedule to the Agreement for AIS Services (IBM ASR #05-0330A).

UHS has concluded that there are no additional amendments or Additional Service Schedules that need to be terminated in order to
terminate the Mainframe Services. UHS assumes that if IBM does not object to the foregoing list in the next ten (10) days, IBM has
agreed to its completeness and accuracy. Except for the services terminated by this letter, the Agreement shall continue in full force
and effect.
Although the effective date of termination will be January 31, 2006, pursuant to Articles 26 and 27 and Exhibit 13 of the
Agreement, IBM is obligated to continue to provide the same types and levels of mainframe services through January 25, 2007 as it
has provided to date, if and to the extent that UHS so requests. UHS will be working with IBM in the coming weeks to prepare for the
transition of the terminated services to UHS, including the commencement of Termination Assistance Services, in order to ensure a
smooth and orderly transition for the parties. As we have discussed, we appreciate IBM’s expressed willingness to cooperate with and
assist us in this transition.
Please note that this notice is not intended to limit or waive any obligations or rights under the Agreement, including with
respect to any past, present or future defaults, all of which UHS expressly reserves.
UHS values its long and mutually beneficial relationship with IBM, and we fully expect it to continue well into the future.
Again, many thanks for your cooperation.
Sincerely,
/s/
Cc: General Counsel
International Business Machines Corporation
Global Services
Route 100
Somers, New York 10589
Cc: Barry Mason
Vice President
International Business Machines Corporation
650 Third Avenue South
Minneapolis, Minnesota 55402

Michael R. Connly

EXHIBIT 10(c)
AMENDMENT TO EMPLOYMENT AGREEMENT
This Amendment, effective as of August 5, 2005, is made by and between William W. McGuire, M.D. (“Executive”) and
UnitedHealth Group Incorporated (“UnitedHealth Group” or the “Company”) and amends that certain employment agreement, dated
October 13, 1999, as amended on February 13, 2001 (the “Employment Agreement”), between UnitedHealth Group (formerly known
as United HealthCare Corporation).
WHEREAS, the parties previously entered into the Employment Agreement to provide for Executive’s services as Chief
Executive Officer of the Company;
WHEREAS, pursuant to the Company’s existing policies, Executive is eligible for retirement (“Retirement”);
WHEREAS, it is the desire of the Company and Executive to provide for Executive’s continued services as Chief Executive
Officer, notwithstanding Executive’s eligibility for Retirement;
WHEREAS, Executive and the Company desire to amend Executive’s Employment Agreement on the terms set forth herein.
NOW, THEREFORE, in consideration of the representations, warranties, covenants and agreements contained in this
Agreement and other good and valuable consideration, the sufficiency of which is hereby acknowledged, the parties hereto agree as
follows:
1. COMPENSATION. Sections 2 (a) and 2(b) of the Employment Agreement, are hereby amended and restated in their entirety to
read as follows:
(a)

BASE SALARY. Executive shall initially be paid a minimum base annual salary in the amount of $2,200,000 payable biweekly. The Board of Directors (or a committee thereof) shall review Executive’s performance and shall consider
increasing Executive’s compensation at least annually.

(b)

ANNUAL EQUITY GRANTS. Executive shall be eligible to receive in each calendar year during the Initial Term (as
defined in Section 3(a)) and each calendar year during any extension of the Initial Term as provided for in Section 3(a) of
this Agreement, equity and/or equity-based incentive compensation awards (the “Equity Grants”). The Equity Grants shall
be granted in such forms, in such amounts, at such exercise prices (where relevant), on such date or dates, and subject to
such terms and conditions, as the Compensation and Human Resources Committee of the Board of Directors (the
“Committee”) shall determine; provided, however, that (i) in making such grants, the Committee shall consider, without
limitation, the Executive’s tenure with the Company, the scope of the Executive’s responsibilities, the Executive’s
leadership and performance, the Company’s growth and success, the shareholder value created during the Executive’s
employment, and previous Equity Grants, including the Executive’s

prior right to an annual stock option grant under Section 2(b) of the Employment Agreement, and (ii) in no event shall the
aggregate amount of Equity Grants to Executive in any calendar year be in an amount less than or contain terms and
conditions that are less favorable than the aggregate amount of Equity Grants granted generally to any other senior officer
of UnitedHealth Group in that calendar year. Each Equity Grant shall be subject to the terms and conditions of
UnitedHealth Group’s 2002 Stock Incentive Plan, or any substitute or similar successor plan (the “Stock Plan”). The form
of award for each Equity Grant granted after August 5, 2005 shall include a provision that unless the Employment
Agreement, as amended, provides for vesting or exercise periods that are more favorable, upon termination of employment
by reason of Retirement, then (i) vesting of such Equity Grant shall continue as if such termination employment had not
occurred and (ii) Executive may, at any time within a period of five years after such termination of employment by reason
of Retirement or for such other longer period established at the discretion of the Committee, subject to earlier termination
upon expiration of such Equity Grant in accordance with its terms and subject to forfeiture upon violation of any restrictive
covenant contained in this Agreement, exercise the Equity Grant to the extent of the full number of shares which were
exercisable and which Executive was entitled to purchase under the Equity Grant on the date of exercise of the Equity
Grant.
2. TERM AND TERMINATION. Sections 3(a) and 3(b) of the Employment Agreement are amended and restated in their entirety to
read as follows:
(a)

TERM. Subject to the provisions of Section 3(b) below, the term of this Agreement shall begin effective as of August 5,
2005 (the “Effective Date”) and shall continue in full force and effect until the fifth anniversary of the Effective Date (the
“Initial Term”); provided, however, (i) UnitedHealth Group and the Executive shall, commencing on or about the fourth
anniversary of the date of this Agreement, enter into discussions and negotiate in good faith a new five-year employment
agreement to replace and supersede this Agreement at the end of the Initial Term, and (ii) in the event the parties are not
able to conclude a new employment agreement by the end of the Initial Term, such term shall automatically be extended
for successive one-year periods unless UnitedHealth Group or Executive, at least one hundred twenty (120) days prior to
the end of the Initial Term or any successive one-year period, as applicable, provides written notice to the other party of the
intent not to extend the term for an additional one-year period.

(b)

TERMINATION OF AGREEMENT.
(i)

This Agreement may be terminated at any time by the mutual written agreement of the parties.

(ii) This Agreement and Executive’s employment may be terminated by UnitedHealth Group or Executive at any
time upon 30 days’ prior written notice to the other party and such termination shall be
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considered a termination of the Executive’s employment by reason of Retirement in good standing, unless such
termination constitutes (A) a “Termination of Employment by Executive Following a Change in Control” as
set forth in Section 3(e) of the Employment Agreement, (B) a termination upon death or permanent disability
set forth in Section 3(b)(iii) below, or (C) a termination for Cause set forth in Section 3(b)(iv) below.
(iii) This Agreement and Executive’s employment shall automatically terminate upon the death or Permanent
Disability (as defined in Section 5(a)) of Executive.
(iv) This Agreement and Executive’s employment may be terminated by UnitedHealth Group for Cause (as defined
in Section 5(a)) immediately upon written notice to Executive.
3. OTHER TERMINATION PROVISIONS. Sections 3(d) and 3(g) of the Employment Agreement (“Termination of Employment by
UnitedHealth Group without Cause or by Executive for Good Reason” and “Termination of Employment by Executive without Good
Reason”) are hereby deleted in their entirety and any cross-references in the Agreement shall be updated accordingly. Section 3(f) of
the Employment Agreement (“Termination of Employment by Executive Upon Retirement”) is hereby amended as follows:
(a)

The portion of Section 3(f) prior to the numbered subsections is hereby amended in its entirety to read as follows:
If Executive’s employment with UnitedHealth Group is terminated by UnitedHealth Group or Executive pursuant to
Section 3(b)(ii) whether prior to or upon the end of the term of this Agreement, such termination shall be a
Retirement of Executive in good standing and upon the termination of Executive’s employment:

(b)

The following new subsection (viii) is hereby added at the end of Section 3(f) immediately following Section 3(f)(vii):
(viii) UnitedHealth Group may elect to retain Executive as a consultant for a period of up to and not more than
thirty-six (36) months after the date of the termination of the Executive’s employment (the “Consulting
Period”) by giving written notice of such election, including the length of the Consulting Period elected, to
Executive within thirty (30) days after such termination. If UnitedHealth Group elects to retain Executive as a
consultant, Executive shall be reasonably available to the Board of Directors or the Chairman or Chief
Executive Officer to provide his advice and counsel on strategic matters and other matters within Executive’s
experience and expertise as may be reasonably requested; provided that the requests for consulting services
shall not unreasonably interfere
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with the personal, charitable or other business activities of Executive or interfere with Executive pursuing other
full time employment. As compensation for the consulting services to be provided by Executive after his
retirement if elected by UnitedHealth Group, UnitedHealth Group shall pay Executive or, in the event of his
death, his designated beneficiary in bi-weekly payments equal to 1/26 of Executive’s annualized Cash
Compensation during the Consulting Period. During the Consulting Period and provided that UnitedHealth
Group makes the payments to be made to Executive or his designated beneficiary under this Section 3(f),
Executive shall be bound by the non-solicitation and non-compete provisions contained in Sections 4(c) and 4
(d) of the Employment Agreement. Notwithstanding any other provision in the Employment Agreement to the
contrary, Executive shall not be bound by the non-solicitation and non-compete provisions contained in the
Employment Agreement following a termination subject to the provisions of this Section 4(f) during any
period that he is not receiving consulting payments.
4. TERMINATION OF EMPLOYMENT BY EXECUTIVE FOLLOWING A CHANGE IN CONTROL. Any references to
termination of Executive’s employment without Cause in Section 3(e) of the Employment Agreement shall mean any termination of
Executive’s employment by UnitedHealth Group for any reason other than for Cause (as set forth in Section 3(b)(v)), death or
permanent disability (as set forth in Section 3(b)(iv)) and at any time upon 30 days prior written notice to Executive. Any references
to termination of Executive’s employment by Executive for Good Reason in Section 3(e) of the Employment Agreement shall mean
any termination of the Employment Agreement for Good Reason (as defined in Section 5(a) of the Employment Agreement) upon 30
days’ prior written notice from Executive to UnitedHealth Group, specifying such Good Reason; provided that such notice is given
within 120 days after the initial occurrence of such Good Reason, and provided further that the events giving rise to Good Reason
shall not have been remedied as of the date of such notice.
5. PROPERTY RIGHTS, CONFIDENTIALITY, NON-SOLICIT AND NON-COMPETE PROVISIONS. Section 4(d)(iv) of the
Employment Agreement is hereby deleted in its entirety.
6. DEFINITIONS. The following definitions contained in Section 5(a) of the Employment Agreement are hereby amended as
follows:
(a)

Section 5(a)(i) of the Employment Agreement is hereby amended and restated in its entirety to read as follows:
(i)

“Cash Compensation” means the sum of Executive’s annual base salary together with Executive’s incentive
compensation as hereinafter determined. In determining annual base salary, the greater of $2,200,000 or the
Executive’s highest annualized base salary shall be used (whether or not deferred). Executive’s incentive
compensation shall equal the average incentive
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compensation actually earned by Executive for the two years preceding the date of determination. For purposes
of determining average incentive compensation for the two years preceding the date of determination, incentive
compensation for such year shall include any incentive compensation relating to such fiscal year but payable
after the fiscal year, including but not limited to the annual incentive bonus, any pay-outs under the long term
incentive plan of the Executive Incentive Plan, annual bonus or pay-out under long term incentive plan that is
deferred during such years, but not including any stock option granted prior to August 5, 2005 or any Equity
Grants. Notwithstanding the foregoing, if Executive’s Cash Compensation is to be determined pursuant to
Sections 3(e) or 3(f), then Executive’s incentive compensation will equal the greater of the amount determined
in accordance with this paragraph or an amount Executive would have been paid at Executive’s then target
level. In any event, unless otherwise excluded by this paragraph, incentive compensation shall include the cash
equivalent value at the time earned of any incentive compensation earned and paid or payable in Company
Common Stock or other form of consideration.
(b)

Section 5(a)(iii) of the Agreement is hereby amended and restated in its entirety to read as follows:
(iii) “Change in Control” means (A) the acquisition by any individual, entity or group (within the meaning of
Section 13(d)(3) or 14(d)(2) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) other
than UnitedHealth Group or any employee benefit plan of UnitedHealth Group of beneficial ownership (as
defined in the Exchange Act) of 50% or more of the then outstanding shares of common stock of UnitedHealth
Group (the “Outstanding Common Stock”); (B) individuals who, as of the date hereof, constitute UnitedHealth
Group’s Board of Directors (the “Incumbent Board”) cease for any reason to constitute at least a majority of
the UnitedHealth Group Board of Directors, provided, however, that any individual becoming a director
subsequent to the date hereof whose election, or nomination for election by UnitedHealth Group’s
shareholders, was approved by a vote of at least a majority of the directors then comprising the Incumbent
Board shall be considered as though such individual were a member of the Incumbent Board, but excluding,
for this purpose any such individual whose initial assumption of office occurs as a result of either an actual or
threatened election contest (as such terms are used in Rule 14a-11 of Regulation 14A promulgated under the
Exchange Act) or other actual or threatened solicitation of proxies or consents; (C) the completion of a
reorganization, merger or consolidation, in each case, with respect to which the
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beneficial owners of the Outstanding Common Stock immediately prior to such reorganization, merger or
consolidation, beneficially own, directly or indirectly, less than two-thirds of the then outstanding shares of
common stock and the combined voting power of the then outstanding voting securities entitled to vote
generally in the election of directors of the corporation resulting from such reorganization, merger or
consolidation; or (D) the approval by the stockholders of UnitedHealth Group of (i) a complete liquidation or
dissolution of UnitedHealth Group or (ii) the sale or other disposition of all or substantially all of the assets of
UnitedHealth Group.
IN WITNESS WHEREOF, this Agreement has been signed by the parties hereto on the date set forth below.
UNITEDHEALTH GROUP INCORPORATED

WILLIAM W. MCGUIRE, M.D.

By
Date

Date
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EXHIBIT 10(d)
AMENDMENT TO EMPLOYMENT AGREEMENT
This Amendment, effective as of August 5, 2005, is made by and between Stephen J. Hemsley (“Executive”) and UnitedHealth
Group Incorporated (“UnitedHealth Group” or the “Company”) and amends that certain Employment Agreement, dated as of October
13, 1999, as amended on February 13, 2001 (the “Employment Agreement”), is made by and between Stephen J. Hemsley
(“Executive”) and UnitedHealth Group (formerly known as United HealthCare Corporation).
WHEREAS, the parties previously entered into the Employment Agreement to provide for Executive’s services as President and
Chief Operating Officer of the Company;
WHEREAS, Executive and the Company desire to amend Executive’s Employment Agreement on the terms set forth herein.
NOW THEREFORE, in consideration of the representations, warranties, covenants and agreements contained in this
Amendment and other good and valuable consideration, the sufficiency of which is hereby acknowledged, the parties hereto agree as
follows:
1. COMPENSATION. Sections 2(a) and 2(b) of the Employment Agreement are hereby amended and restated in their entirety
to read as follows:
(a) BASE SALARY. Executive shall initially be paid a base annual salary in the amount of $1,000,000 payable bi-weekly in
accordance with UnitedHealth Group’s then current payroll practices, less all applicable withholdings and deductions. From time-totime the Chief Executive Officer shall review Executive’s performance and may recommend increasing Executive’s compensation to
the Company’s Compensation and Human Resources Committee (the “Committee”). Any such increases to Executive’s base salary
shall be made in the sole discretion of the Committee.
(b) ANNUAL STOCK OPTIONS. Executive shall be eligible to receive in each calendar year during the Term (as defined in
Section 3(a)), equity and/or equity-based incentive compensation awards (the “Equity Grants”). The Equity Grants shall be granted in
such forms, in such amounts, at such exercise prices (where relevant), on such date or dates, and subject to such terms and conditions,
as the Committee shall determine; provided, however, that in no event shall the aggregate amount of Equity Grants to Executive in
any calendar year be in an amount less than or contain terms and conditions that are less favorable than the aggregate amount of
Equity Grants granted generally to any other senior officer of UnitedHealth Group (other than the Chief Executive Officer) in that
calendar year. Each Equity Grant shall be in accordance with and subject to the terms and conditions of the UnitedHealth Group 2002
Stock Incentive Plan, or any substitute or similar successor plan (the “Stock Plan”). The form of award for each Equity Grant granted
after August 5, 2005 shall include a provision that unless the Employment Agreement, as amended, provides for vesting or exercise
periods that are more favorable, upon termination of employment by reason of Retirement (as defined below), then (i) vesting of such
Equity Grant shall continue as if such termination employment had not occurred and (ii) Executive may, at any time within a period
of five years after such termination of

employment by reason of Retirement or for such other longer period established at the discretion of the Committee, subject to earlier
termination upon expiration of such Equity Grant in accordance with its terms and subject to forfeiture upon violation of any
restrictive covenant contained in this Agreement, exercise the Equity Grant to the extent of the full number of shares which were
exercisable and which Executive was entitled to purchase under the Equity Grant on the date of exercise of the Equity Grant.
“Retirement” shall mean termination of employment other than by reason of death, permanent disability (as defined in Section 2(i)of
the Employment Agreement), or for Cause (as defined in Section 3(h)(i) of the Employment Agreement) at a time when Executive
has 10 years of continuous employment with the Company.
2. DEFINITIONS. The following definitions contained in Section 3(h) are hereby amended as follows:
(a)

Section 3(h)(ii) of the Agreement is hereby amended and restated in its entirety to read as follows:
(i) “Change in Control” means (A) the acquisition by any individual, entity or group (within the meaning of Section
13(d)(3) or 14(d)(2) of the Securities Exchange Act of 1934, as amended (the “Exchange Act”)) other than UnitedHealth
Group or any employee benefit plan of UnitedHealth Group of beneficial ownership (as defined in the Exchange Act) of
50% or more of the then outstanding shares of common stock of UnitedHealth Group (the “Outstanding Common Stock”);
(B) individuals who, as of the date hereof, constitute UnitedHealth Group’s Board of Directors (the “Incumbent Board”)
cease for any reason to constitute at least a majority of the UnitedHealth Group Board of Directors, provided, however, that
any individual becoming a director subsequent to the date hereof whose election, or nomination for election by
UnitedHealth Group’s shareholders, was approved by a vote of at least a majority of the directors then comprising the
Incumbent Board shall be considered as though such individual were a member of the Incumbent Board, but excluding, for
this purpose any such individual whose initial assumption of office occurs as a result of either an actual or threatened
election contest (as such terms are used in Rule 14a-11 of Regulation 14A promulgated under the Exchange Act) or other
actual or threatened solicitation of proxies or consents; (C) the completion of a reorganization, merger or consolidation, in
each case, with respect to which the beneficial owners of the Outstanding Common Stock immediately prior to such
reorganization, merger or consolidation, beneficially own, directly or indirectly, less than two-thirds of the then
outstanding shares of common stock and the combined voting power of the then outstanding voting securities entitled to
vote generally in the election of directors of the corporation resulting from such reorganization, merger or consolidation; or
(D) the approval by the stockholders of UnitedHealth Group of (i) a complete liquidation or dissolution of UnitedHealth
Group or (ii) the sale or other disposition of all or substantially all of the assets of UnitedHealth Group.

(b)

Section 3(h)(iii)(F) of the Agreement is hereby amended and restated in its entirety to read as follows:
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(F) the resignation, retirement or termination of William W. McGuire, M.D., as Chief Executive Officer of UnitedHealth
Group for any reason;
IN WITNESS WHEREOF, this Agreement has been signed by the parties hereto on the date set forth below.
UnitedHealth Group Incorporated

Stephen J. Hemsley

By:
Date:

Date:
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EXHIBIT 15
LETTER RE UNAUDITED INTERIM FINANCIAL INFORMATION
August 5, 2005
To the Board of Directors and Shareholders of
UnitedHealth Group Incorporated
Minnetonka, Minnesota
We have made a review, in accordance with the standards of the Public Company Accounting Oversight Board (United States), of the
unaudited interim financial information of UnitedHealth Group Incorporated and Subsidiaries for the periods ended June 30, 2005 and
2004, as indicated in our report dated August 5, 2005; because we did not perform an audit, we expressed no opinion on that
information.
We are aware that our report referred to above, which is included in your Quarterly Report on Form 10-Q for the quarter ended June
30, 2005, is incorporated by reference in Registration Statement File Nos. 33-50282, 33-59083, 33-59623, 33-63885, 33-67918, 3375846, 333-02525, 333-04875, 333-25923, 333-44613, 333-45289, 333-50461, 333-81337, 333-87243, 333-88506, 333-90247, 33346284, 333-55666, 333-100027, 333-105875, 333-105877, 333-113755, 333-117769, 333-118050, 333-123306 and 333-123439.
We also are aware that the aforementioned report, pursuant to Rule 436(c) under the Securities Act of 1933, is not considered a part
of the Registration Statement prepared or certified by an accountant or a report prepared or certified by an accountant within the
meaning of Sections 7 and 11 of that Act.
/s/ DELOITTE & TOUCHE LLP
Minneapolis, Minnesota

EXHIBIT 31
CERTIFICATIONS PURSUANT TO SECTION 302 OF THE SARBANES-OXLEY ACT OF 2002
Certification of Principal Executive Officer
I, William W. McGuire, M.D., Chairman and Chief Executive Officer of UnitedHealth Group Incorporated, certify that:
1. I have reviewed this report on Form 10-Q of UnitedHealth Group Incorporated (the “registrant”);
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.
Date: August 8, 2005
/s/

William W. McGuire, M.D.

William W. McGuire, M.D.
Chairman and Chief Executive Officer

Certification of Principal Financial Officer
I, Patrick J. Erlandson, Chief Financial Officer of UnitedHealth Group Incorporated, certify that:
1. I have reviewed this report on Form 10-Q of UnitedHealth Group Incorporated (the “registrant”);
2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact
necessary to make the statements made, in light of the circumstances under which such statements were made, not misleading
with respect to the period covered by this report;
3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all
material respects the financial condition, results of operations and cash flows of the registrant as of, and for, the periods
presented in this report;
4. The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and
procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial reporting (as defined
in Exchange Act Rules 13a-15(f) and 15d-15(f)) for the registrant and we have:
a) Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed
under our supervision, to ensure that material information relating to the registrant, including its consolidated subsidiaries, is
made known to us by others within those entities, particularly during the period in which this report is being prepared;
b) Designed such internal control over financial reporting, or caused such internal control over financial reporting to be
designed under our supervision, to provide reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external purposes in accordance with generally accepted accounting principles;
c) Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our
conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the period covered by this report
based on such evaluation; and
d) Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the
registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially
affected, or is reasonably likely to materially affect, the registrant’s internal control over financial reporting; and
5. The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over
financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of directors (or persons
performing the equivalent functions):
a) All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting
which are reasonably likely to adversely affect the registrant’s ability to record, process, summarize and report financial
information; and
b) Any fraud, whether or not material, that involves management or other employees who have a significant role in the
registrant’s internal control over financial reporting.
Date: August 8, 2005
/s/

Patrick J. Erlandson

Patrick J. Erlandson
Chief Financial Officer

EXHIBIT 32
CERTIFICATIONS PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
In connection with the Quarterly Report of UnitedHealth Group Incorporated (the “Company”) on Form 10-Q for the period ending
June 30, 2005 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, William W. McGuire,
M.D., Chairman and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of
the Sarbanes-Oxley Act of 2002, that to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
/s/

William W. McGuire, M.D.

William W. McGuire, M.D.
Chairman and Chief Executive Officer
August 8, 2005
CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
In connection with the Quarterly Report of UnitedHealth Group Incorporated (the “Company”) on Form 10-Q for the period ending
June 30, 2005 as filed with the Securities and Exchange Commission on the date hereof (the “Report”), I, Patrick J. Erlandson, Chief
Financial Officer of the Company, certify, pursuant to 18 U.S.C. § 1350, as adopted pursuant to § 906 of the Sarbanes-Oxley Act of
2002, that to my knowledge:
(1) The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and
(2) The information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.
/s/

Patrick J. Erlandson

Patrick J. Erlandson
Chief Financial Officer
August 8, 2005

