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California Water Service Group
California Water Service Company, Hawaii Water Service Company,

New Mexico Water Service Company, Washington Water Service
Company, CWS Utility Services, and HWS Utility Services

1720 North First Street
San Jose, CA 95112-4598

(408) 367-8200

April 7, 2008

Dear Fellow Stockholder:

You are cordially invited to attend our Annual Meeting of Stockholders at 9:30 a.m. on May 27, 2008, at the executive
offices of California Water Service Group, located at 1720 North First Street in San Jose, California.

Enclosed are a notice of matters to be voted on at the meeting, our Proxy Statement, a proxy card and our 2007
Annual Report.

Whether or not you plan to attend, your vote is important. Please vote your shares, as soon as possible, in one of three
ways: via mail, telephone or Internet. Instructions regarding Internet and telephone voting are included on the proxy
card. If you choose to vote by mail, please mark, sign and date the proxy card and return it in the enclosed
postage-paid envelope.

In a continued effort to reduce costs and conserve natural resources, we produced a summary annual report this year,
opting not to duplicate the financial information that continues to be provided in the 10-K. We care about what you
think of the report. Please send your feedback to annualreport@calwater.com.

Thank you for your investment in the California Water Service Group.

Sincerely,

/s/  Robert W. Foy
ROBERT W. FOY
CHAIRMAN OF THE BOARD
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2008 ANNUAL MEETING OF STOCKHOLDERS

NOTICE OF ANNUAL MEETING AND PROXY STATEMENT
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This Proxy Statement, dated April 7, 2008, relates to the solicitation of proxies by the Board of Directors of California
Water Service Group for use at our 2008 Annual Meeting of Stockholders, which is scheduled to be held on May 27,
2008. We expect to begin mailing this Proxy Statement to stockholders on or about April 15, 2008.
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REPORT OF THE AUDIT COMMITTEE 28
RELATIONSHIP WITH THE INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM 29
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INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM FOR 2008 29
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For directions to the Annual Meeting, please refer to the map included as the last page of the proxy.
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CALIFORNIA WATER SERVICE GROUP

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS

The Annual Meeting of Stockholders of California Water Service Group will be held on May 27, 2008, at 9:30 a.m., at
the Executive Offices of California Water Service Group, 1720 North First Street, San Jose, California 95112-4598,
for the following purposes:

1. Election of directors;

2. Ratify the selection of Deloitte & Touche LLP as the Group�s independent registered public accountants; and

3. To consider such other business as may properly come before the meeting.

The Board of Directors has fixed the close of business on March 31, 2008, as the record date for the determination of
holders of common and preferred stock entitled to notice of and to vote at the Annual Meeting.

Please submit a proxy as soon as possible so that your shares can be voted at the meeting in accordance with your
instructions. You may submit your proxy: (a) via the mail, (b) by telephone, or (c) by Internet. For specific
instructions, please refer to �Questions and Answers About the Proxy Materials and the Annual Meeting� of this Proxy
Statement and the instructions on the proxy card.

By Order of the Board of Directors

LYNNE P. MCGHEE, Esq.
Corporate Secretary

1
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QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND THE ANNUAL MEETING

What am I voting on?

� Election of nine directors to serve until the 2009 Annual Meeting.

� Ratification of the Audit Committee�s selection of Deloitte & Touche LLP as the Group�s independent registered
public accounting firm for 2008.

Those elected to serve as directors of California Water Service Group, which we refer to in this Proxy Statement as
the Group, will also serve as the directors of California Water Service Company and CWS Utility Services, two of the
Group�s operating subsidiaries.

Who may attend the Annual Meeting?

All Group stockholders may attend.

Who is entitled to vote?

Stockholders of record at the close of business on March 31, 2008 (the �Record Date�), or those with a valid proxy from
a brokerage firm or another similar organization which held shares on the Record Date.

How many votes do I get?

Each share of common stock is entitled to one vote. Each share of preferred stock is entitled to 16 votes. You may also
use �cumulative voting� in the election of directors as described below.

What is �cumulative voting� and how does it work?

You may elect to �cumulate� your vote in the election of directors. Cumulative voting permits you to allocate among the
director nominees the total number of votes you may cumulate.

If you hold common stock, the total number of votes you may cumulate is determined by multiplying the number of
shares you hold by the number of director positions to be filled. For example, if you own 100 shares of common
shock, you may distribute 900 �FOR� votes (100 shares x 9 director positions to be filled) among as few or as many of
the nine director nominees as you choose.

Because each preferred share is entitled to 16 votes, preferred stockholders may cumulate 144 votes (16 votes per
share x 9 director positions to be filled) for each share owned. Thus, if you hold preferred stock, the total number of
votes you may cumulate is determined by multiplying the number of shares you hold by the number of votes you may
cumulate per share. For example, if you own 100 shares of preferred stock, you may distribute 14,400 �FOR� votes
(100 shares x 144 votes you may cumulate per share) among as few or as many of the nine director nominees as you
choose.

If you wish to cumulate your vote for director nominees, you must follow the special instructions on the proxy card or
voting instruction card and vote by mail. If you do not indicate otherwise, the proxies may use their discretion to
cumulate votes.
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How are the directors elected?

The nine nominees receiving the highest number of votes are elected to the Board. Common and preferred shares vote
together on directors.

Who are the Board�s nominees?

The nominees are Douglas M. Brown, Robert W. Foy, Edwin A. Guiles, Edward D. Harris, Jr., M.D., Bonnie G. Hill,
Richard P. Magnuson, Linda R. Meier, Peter C. Nelson, and George A. Vera. All the nominees are current Board
members. See �Proposal No. 1 � Election of Directors� for biographical information, including the nominees� current
directorships in other publicly held companies.

2
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What is the required vote for the second proposal to pass?

In order for the Audit Committee�s selection of Deloitte & Touche LLP as independent registered public accounting
firm to be ratified, the proposal must receive the affirmative vote of a majority of the shares present in person or
represented by proxy and entitled to vote at the meeting.

How do I vote?

You may vote by mail.

You do this by signing the proxy card and mailing it in the enclosed, prepaid and addressed envelope. If you mark
your voting instructions on the proxy card, your shares will be voted as you instruct.

You may vote by telephone.

You do this by following the �Vote by Telephone� instructions on the proxy card. If you vote by telephone, you do not
have to mail in your proxy card. You must have a touch-tone phone to vote by telephone.

You may vote on the Internet.

You do this by following the �Vote by Internet� instructions on the proxy card. If you vote on the Internet, you do not
have to mail in your proxy card.

You may vote in person at the meeting.

We will hand out written ballots to anyone who wants to vote at the meeting. If you hold your shares in street name,
you must request a legal proxy from your stockbroker in order to vote at the meeting.

If you return a signed card but do not provide voting instructions, your shares will be voted:

� for the nine named director nominees

� for the ratification of the selection of the independent registered public accounting firm

We have been advised by legal counsel that these telephone and Internet voting procedures comply with Delaware
law.

What if I change my mind after I return my proxy?

You may revoke your proxy any time before the polls close at the meeting. You may do this by:

� signing another proxy with a later date,

� voting by telephone or on the Internet (your latest telephone or Internet proxy is counted),

� voting again at the meeting, or

� notifying the Corporate Secretary, in writing, that you wish to revoke your previous proxy. We must receive
your notice prior to the vote at the Annual Meeting.
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Will my shares be voted if I do not return my proxy?

If you are a stockholder of record (that is, you hold your shares in your own name), and you do not return your proxy,
your shares will not be voted unless you attend the meeting and vote in person. Different rules apply if your
stockbroker holds your shares for you.

What happens if my shares are held by my stockbroker?

If you do not return your proxy then your stockbroker, under certain circumstances, may vote your shares.

Stockbrokers must write to you asking how you want your shares voted. However, if you do not respond, stockbrokers
have authority under exchange regulations to vote your unvoted shares on certain �routine� matters,

3
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including election of directors and ratification of the selection of the independent registered public accounting firm. If
you wish to change voting instructions you give to your stockbroker, you must ask your stockbroker how to do so.

If you do not give your stockbroker voting instructions, the stockbroker may either:

� proceed to vote your shares on routine matters and refrain from voting on nonroutine matters, or

� leave your shares entirely unvoted.

Shares that your stockbroker does not vote (�stockbroker non-votes�) will count towards the quorum only. We
encourage you to provide your voting instructions to your stockbroker. This ensures that your shares will be voted at
the meeting.

You may have granted to your stockbroker discretionary voting authority over your account. If so, your stockbroker
may be able to vote your shares even on nonroutine matters, depending on the terms of the agreement you have with
your stockbroker.

What happens if I abstain from voting on a proposal?

If you abstain from voting on a proposal (either by proxy or in person at the Annual Meeting), your shares will be
counted in determining whether we have a quorum, but the abstention will have the same effect as a vote against a
proposal.

Who will count the vote?

Representatives of American Stock Transfer and Trust Company, our transfer agent, will serve as the inspector of
elections and count the votes.

What does it mean if I get more than one proxy card?

It means that you have multiple accounts at the transfer agent and/or with stockbrokers. Please sign and return all
proxy cards to ensure that all your shares are voted.

What constitutes a quorum?

A majority of the outstanding shares � present at the Annual Meeting or represented by persons holding valid proxies �
constitutes a quorum. If you submit a valid proxy card, your shares will be part of the quorum.

Without a quorum, no business may be transacted at the Annual Meeting. However, whether or not a quorum exists, a
majority of the voting power of those present at the Annual Meeting may adjourn the Annual Meeting to another date,
time and place.

At the Record Date, there were 2,813 stockholders of record. There were 20,715,612 shares of our common stock
outstanding and entitled to vote at the Annual Meeting and 139,000 shares of our preferred stock outstanding and
entitled to be voted at the Annual Meeting.

What percentage of stock do the directors and executive officers own?

Edgar Filing: CALIFORNIA WATER SERVICE GROUP - Form DEF 14A

Table of Contents 11



Together, they own less than one percent of our common and preferred stock. See �Stock Ownership of Management
and Certain Beneficial Owners� for more details.

Who are the largest common stockholders?

As of April 7, 2008, the largest principal stockholder was SJW Corp., which held 1,099,952 shares of common stock,
representing 5.3% of our aggregate outstanding common stock. To the best of our knowledge, no other stockholders
held over 5% of our common shares.
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What is the deadline for submitting stockholder proposals for the Group�s proxy materials for next year�s
Annual Meeting?

Any proposals which stockholders intend to present at the 2009 Annual Meeting of Stockholders must be received by
the Corporate Secretary of the Group by December 28, 2008, in order to be considered for inclusion in the Group�s
2009 proxy materials. A proposal and any supporting statement together may not exceed 500 words. Please submit the
proposal to Corporate Secretary, California Water Service Group, 1720 North First Street, San Jose, California
95112-4598.

How can a stockholder propose a nominee for the Board?

Any stockholder of record who is entitled to vote at a stockholders� meeting may propose a nominee for the Board. The
bylaws contain the requirements for doing so. Contact the Corporate Secretary to request a copy of the full bylaw
requirements. Briefly, a stockholder must give timely prior notice to the Group. The notice must be received by the
Corporate Secretary at the Group�s principal place of business by the 150th day before the first anniversary of the prior
year�s Annual Meeting. If we move the date of the meeting by more than thirty days before or more than sixty days
after the date of the previous meeting, notice is due by the 150th day before the Annual Meeting or the 10th day after
we publicly announce the holding of the meeting.

If the Board calls a special meeting to elect directors, stockholder notice is due by the 150th day prior to that meeting
or the 10th day after we publicly announce the holding of the special meeting and identify the Board�s director
nominees. The bylaws do not affect the rights of preferred holders to nominate directors where they are otherwise
entitled to do so.

The bylaws specify what the notice must contain. The notice deadline for the 2008 Annual Meeting was January 6,
2008.

How can a stockholder propose business at a stockholders� meeting?

Any stockholder of record who is entitled to vote at a stockholders� meeting may propose business for the meeting.
Just as with nominations, the bylaws contain the requirements. Contact the Corporate Secretary and request a copy of
the full bylaw requirements. The stockholder must give timely prior notice to the Group. The deadlines are the same
as for stockholder nominations discussed above. If the Group�s Secretary receives a proposal after that deadline it will
be considered untimely, and the persons named in the proxy for the 2008 meeting may exercise their discretion in
voting with respect to the proposal.

The bylaws specify what the notice must contain. Stockholders must comply with all requirements of the securities
laws regarding proposals. The bylaws do not affect any stockholder right to request inclusion of proposals in the
Group�s Proxy Statement under the rules of the Securities and Exchange Commission.

Because of the 150-day notice requirement discussed above, stockholders who have not given prior notice may not
raise a proposal (or a nomination) at this year�s meeting.

How can a stockholder or other interested party contact the independent directors, the director who chairs the
Board�s executive sessions or the full Board?

Stockholders or other interested parties may address inquiries to any of the Group�s directors, to the director who
chairs the Board�s executive sessions, or to the full Board, by writing to Corporate Secretary, California Water Service
Group, 1720 North First Street, San Jose, California 95112-4598. All such communications are sent directly to the
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intended recipient.

Can I make comments and/or ask questions during the Annual Meeting?

Yes, most certainly. Stockholders wishing to address the meeting are welcome to do so by adhering to the following
guidelines:

1. Stockholders may address the meeting when recognized by the Chairman or President and Chief Executive Officer.

5

Edgar Filing: CALIFORNIA WATER SERVICE GROUP - Form DEF 14A

Table of Contents 14



Table of Contents

2. Each stockholder, when recognized, should stand and identify himself or herself.

3. Stockholder remarks must be limited to matters before the meeting and may not exceed two minutes in duration per
speaker. No cameras, video or recording equipment will be permitted at the meeting.

BOARD STRUCTURE

This section briefly describes the structure of the Board and the functions of the principal committees of the Board.
The charters for the Audit, Organization and Compensation, Finance and Nominating/Corporate Governance
committees are posted on the Group�s website at http://www.calwatergroup.com. The charters are also available in
written form upon request to the Corporate Secretary, California Water Service Group, 1720 North First Street,
San Jose, California 95112-4598.

The Group�s policy is that all directors must be able to devote the required time to carry out director responsibilities
and should attend all meetings of the Board and of committees on which they sit.

Committees:

AUDIT:  Reviews the Group�s auditing, accounting, financial reporting and internal audit functions. Also, the
Committee is directly responsible for the appointment, compensation and oversight of the independent registered
public accounting firm, although stockholders are asked to ratify the Committee�s selection. All members are
nonemployee directors, are independent as defined in the listing standards of the New York Stock Exchange and meet
the additional independence requirements for audit committee members imposed by the Sarbanes-Oxley Act and the
rules of the SEC thereunder. The Group has not relied on any exemptions in the SEC�s rules from the audit committee
independence requirements.

The Board has determined that George A. Vera, chair of the Audit Committee, is a financial expert and is independent
as defined in the rules of the SEC and in the listing standards of the New York Stock Exchange. This means that the
Board believes Mr. Vera has:

(i) an understanding of generally accepted accounting principles and financial statements;

(ii) the ability to assess the general application of such principles in connection with the accounting for estimates,
accruals and reserves;

(iii) experience preparing, auditing, analyzing or evaluating financial statements that present a breadth and level of
complexity of accounting issues that are generally comparable to the breadth and complexity of issues that can
reasonably be expected to be raised by the Group�s financial statements, or experience actively supervising one or
more persons engaged in such activities;

(iv) an understanding of internal control over financial reporting; and

(v) an understanding of Audit Committee functions.

Designation of a person as an audit committee financial expert does not result in the person being deemed an expert
for any purpose, including under Section 11 of the Securities Act of 1933. The designation does not impose on the
person any duties, obligations or liability greater than those imposed on any other audit committee member or any
other director and does not affect the duties, obligations or liability of any other member of the Audit Committee or
Board of Directors.
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ORGANIZATION AND COMPENSATION:  Reviews the Group�s executive and director compensation, employee
benefit plans and programs, including their establishment, modification and administration. All members are
nonemployee directors and independent as defined in the listing standards of the New York Stock Exchange.

For a description of the processes and procedures used by the Organization and Compensation Committee for the
consideration and determination of executive and director compensation, see �Compensation Discussion & Analysis�
elsewhere in this Proxy Statement.
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FINANCE:  Assists the Board in reviewing the Group�s financial policies, strategies and capital structure, and makes
reports and recommendations to the Board as the committee deems advisable. All members are nonemployee directors
and independent as defined in the listing standards of the New York Stock Exchange.

NOMINATING/CORPORATE GOVERNANCE:  Assists the Board by (i) identifying candidates and nominating
individuals qualified to become Board members and (ii) developing and recommending a set of corporate governance
principles applicable to the Group. All members are nonemployee directors and are independent as defined in the
listing standards of the New York Stock Exchange. The full responsibilities of the Nominating/Corporate Governance
Committee are set forth in its charter, a copy of which is posted on the Group�s website at
http://www.calwatergroup.com.

EXECUTIVE:  Has limited powers to act on behalf of the Board whenever it is not in session. This committee meets
only as needed. The committee consists of four nonemployee directors and one employee director.

During 2007, there were eleven regular meetings of the Board, four meetings of the Audit Committee, two meetings
of the Organization and Compensation Committee, one meeting of the Finance Committee, two meetings of the
Nominating/Corporate Governance Committee and one meeting of the Executive Committee. Each of the
director-nominees who served on the Board of California Water Service Group in 2007 attended at least 91% of all
Board and applicable committee meetings. Collectively, they attended an average of 99% of all of the Board and
applicable committee meetings.

Independence of Directors

The Board has adopted a standard of director independence. The standard determines that a director is independent if
he or she has no material relationship, whether commercial, industrial, banking, consulting, accounting, legal,
charitable or familial, with the Group, either directly or indirectly as a partner, stockholder or officer of an entity that
has a material relationship with the Group.

A director is not independent if he or she fails the standard for independence in Section 303A of the New York Stock
Exchange Listed Company Manual or the Group�s independence standards. The following relationships or transactions
disqualify a person from being considered independent under the Exchange�s standards:

� the director has a material relationship (including, among others, commercial, industrial, banking, consulting,
legal, accounting, charitable and familial relationships) with companies that comprise the Group;

� the director is, or has been within the last three years, an employee of companies that comprise the Group or an
immediate family member is, or has been within the last three years, an executive officer of any company that
comprises the Group;

� receipt during any twelve-month period within the past three years by the person, or by an immediate family
member of the person, of more than $100,000 in direct compensation from companies that comprise the Group,
other than director or committee fees and pension or other forms of deferred compensation for prior service
(provided such compensation is not contingent in any way on continued service);

� the director or an immediate family member is a current partner of the Group�s internal or external auditor; the
director is a current employee of such a firm; the director�s immediate family member is a current employee of
such a firm who participates in the firm�s audit, assurance or tax compliance (but not tax planning) practice or
the director or an immediate family member was in the last three years (but is no longer) a partner or employee
of such a firm and personally worked on the Group�s audit within that time;
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� employment of the director or of an immediate family member within the last three years as an executive
officer of a company whose Organization and Compensation Committee includes an executive officer of the
Group; and

� being an employee or having an immediate family member who is an executive officer of a customer or vendor
or other party which has made payments to or received payments from companies that comprise the Group for
property or services of at least 2% or $1 million, whichever is greater, of the party�s consolidated gross
revenues, in any of the past three years.
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The Board has determined that none of the following relationships, in itself, is material for purposes of these
standards:

� being a residential customer of the Group;

� being an executive officer or employee, or being otherwise affiliated with, a commercial customer from which
the Group�s consolidated gross revenues in any of the last three years are or were not more than the greater of
(i) 1% of the Group�s consolidated gross revenues for the year or (ii) $500,000;

� being an executive officer or employee of a supplier or vendor that has or had consolidated gross revenues
from the Group in any of the last three years of not more than the lesser of (i) 1% of the Group�s consolidated
gross revenues for the year or (ii) $500,000;

� having a 5% or greater ownership interest or similar financial interest in a supplier or vendor that has or had
consolidated gross revenues from the Group in any of the last three years of not more than the lesser of (i) 1%
of the Group�s consolidated gross revenues for such year or (ii) $500,000; and

� being a director of any of the Group�s subsidiaries.

If a director is eligible for treatment as an independent director under Section 303A, but has a relationship with the
Group other than one of the five relationships described above, the Board of Directors or the Nominating/Corporate
Governance Committee will review the facts and circumstances of the relationship and make a good faith
determination whether it considers the director independent in light of the purposes of the Sarbanes-Oxley Act of 2002
and the New York Stock Exchange Listing Standards and, if it determines that the director is independent, will
disclose the basis for its determination in the Group�s Proxy Statement for its next Annual Meeting of Stockholders as
required by applicable laws and regulation.

In making a determination regarding independence of a director, the Board of Directors will consider, among other
things, the materiality of the relationship to the Group, to the director, and, if applicable, to the organization with
which the director is affiliated.

The Board has determined that a majority of the members of the Board meet the standard and also are �independent,� as
defined in the listing standards of the New York Stock Exchange.

Director Qualifications

The Group seeks directors with the following specific qualifications:

� shows evidence of leadership in his/her particular field;

� has broad experience and exercises sound business judgment;

� has expertise in an area of importance to Group and its subsidiaries;

� is able to work in a collegial Board environment;

� has high personal and professional ethics and integrity;
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� is able to devote the required time to carry out director responsibilities;

� has the ability and willingness to contribute special competencies to Board activities, to include appointment to
Board committees;

� is free from conflicts of interest which would interfere with serving and acting in the best interests of the Group
and its stockholders;

� has proven to be a high caliber individual who has achieved a level of prominence in his or her career; for
example, a CEO or highest level financial officer of a sizeable organization, a director of a major corporation, a
prominent civic or academic leader, etc.

In addition, Section 2.8 of the Group�s bylaws contains requirements which a person must meet to avoid conflicts of
interest which would disqualify that person from serving as a director.

8

Edgar Filing: CALIFORNIA WATER SERVICE GROUP - Form DEF 14A

Table of Contents 20



Table of Contents

Identification of Director Nominees

The Group identifies new director candidates by director recommendations and by the use of search firms selected by
the Nominating/Corporate Governance Committee.

The Group considers nominees of stockholders in the same manner as all other nominees. The Group will consider
director nominees recommended by stockholders who adhere to the procedure described under �Questions and
Answers About the Proxy Materials and the Annual Meeting � How can a stockholder propose a nominee for the
Board?� elsewhere in this Proxy Statement.

Executive Sessions of the Board

As required by the listing standards of the New York Stock Exchange, the Group schedules regular executive sessions
of directors in which directors meet without management participation. Mr. Douglas M. Brown has been appointed by
the Board as lead director and to chair these sessions.

Corporate Governance Guidelines

The Board has adopted corporate governance guidelines as defined by the listing standards of the New York Stock
Exchange. The guidelines are posted on the Group�s website at http://www.calwatergroup.com. The guidelines are also
available in written form upon request to Corporate Secretary, California Water Service Group, 1720 North First
Street, San Jose, California 95112-4598.

Retirement Age of Directors

The Group has established a mandatory retirement age for directors. A director must retire no later than the Annual
Meeting that follows the date of the director�s 75th birthday. An employee director must retire as an employee no later
than the Annual Meeting that follows the date of their 70th birthday, but may remain on the Board at the discretion of
the Board.

Annual Meeting Attendance

All directors are expected to attend each Annual Meeting of the Group�s stockholders, unless attendance is prevented
by an emergency. All of the Group�s directors who were in office at that time attended the Group�s 2007 Annual
Meeting of Stockholders.

Our directors as of April 7, 2008, are as follows:

Current
Term Director

Name Age Position Expires Since

Douglas M. Brown(1)(2)(5)(8)(11)(12) 70 Lead Director 2008 2001
Robert W. Foy(10) 71 Chairman of the Board and

Director
2008 1977

Edwin A. Guiles(12) 58 Director 2008 2008
Edward D. Harris, Jr., M.D.(1)(5)(7)(12) 70 Director 2008 1993
Bonnie G. Hill(3)(5)(12) 66 Director 2008 2003
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Richard P. Magnuson(1)(2)(3)(4)(9)(12) 52 Director 2008 1996
Linda R. Meier(1)(2)(3)(5)(12) 67 Director 2008 1994
Peter C. Nelson(1) 60 President, Chief Executive

Officer and Director
2008 1996

George A. Vera(4)(6)(12) 64 Director 2008 1998

(1) Member of the Executive Committee

(2) Member of the Audit Committee

(3) Member of the Organization and Compensation Committee
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(4) Member of the Finance Committee

(5) Member of the Nominating/Corporate Governance Committee

(6) Chair of the Audit Committee

(7) Chair of the Organization and Compensation Committee

(8) Chair of the Finance Committee

(9) Chair of the Nominating/Corporate Governance Committee

(10) Chair of the Executive Committee

(11) Chair of Board�s Executive Sessions

(12) Independent director

PROPOSAL NO. 1 � ELECTION OF DIRECTORS

There are nine nominees for election to our Board this year. Except for the newest director, Edwin A. Guiles, all of the
nominees have served as directors since the last Annual Meeting. Mr. Guiles fills the director position formerly held
by David N. Kennedy, who retired in 2007. Mr. Guiles was initially identified to the Nominating/Corporate
Governance Committee by a third-party search firm. Information regarding the business experience of each nominee
is provided below. All directors are elected annually to serve until the next Annual Meeting and until their respective
successors are elected.

Vote Required

The nine persons receiving the highest number of votes represented by outstanding shares present or represented by
proxy and entitled to vote will be elected. Except as otherwise indicated, each director has served for at least five years
in the positions stated below.

The Board of Directors recommends a vote FOR the election of each of the following nominees:

Douglas M. Brown
Director since 2001
Age 70

Mr. Brown is lead director and a resident of the State of New Mexico. He is the former Treasurer for the State of New
Mexico. From 1999 to 2005, he was president and chief executive officer of Tuition Plan Consortium and from 1990
to 1999, he was president and chief executive officer of Talbot Financial Services. He is also a former trustee of
Stanford University and former regent of the University of New Mexico.

Robert W. Foy
Director since 1977
Age 71
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Mr. Foy is Chairman of the Board of California Water Service Group and its subsidiaries. Mr. Foy retired as an
executive officer and employee director at the 2007 Annual Meeting in accordance with California Water Service
Group�s retirement policy. See �Board Structure � Retirement Age of Directors.� Mr. Foy is standing for reelection as a
non-employee director. He was formerly president and chief executive officer of Pacific Storage Company, a
diversified transportation, warehousing and business and record management company with offices throughout
Northern California; he remains an owner and director of that company. He has served as Chairman of California
Water Service Group since January 1, 1996. He serves as a member of the San Jose State University College of
Business Advisory Board.
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Edwin A. Guiles
Director since March, 2008
Age 58

Mr. Guiles is executive vice president of corporate development at Sempra Energy. He was previously chairman and
chief executive officer of San Diego Gas & Electric and Southern California Gas Company, Sempra Energy�s
California regulated utilities. Mr. Guiles is also a director and chairman of the California Chamber of Commerce.

Edward D. Harris, Jr., M.D.
Director since 1993
Age 70

Dr. Harris is the George DeForest Barnett professor of medicine, emeritus, at Stanford University Medical Center. He
is the Academic Secretary Emeritus to Stanford University. He is a director of the Genentech Research and
Educational Foundation. He is also the executive secretary of Alpha Omega Alpha, the National Medical Honor
Society, and editor of �The Pharos.� He is a Master of the American College of Rheumatology, a Master of the
American College of Physicians and a fellow of the Royal College of Physicians (London).

Bonnie G. Hill
Director since 2003
Age 66

Ms. Hill is the president of B. Hill Enterprises, LLC, a consulting firm specializing in corporate governance and board
organization and public policy issues. She is also co-founder of Icon Blue, a brand marketing company. From 1997 to
2001, she was president and chief executive officer of Times Mirror Foundation and senior vice president,
communications and public affairs, of The Los Angeles Times. She is a director of AK Steel Holdings Corp., Home
Depot, Inc. and Yum Brands, Inc. She is also a director of the Financial Industry Regulatory Authority Investor
Education Foundation and the Center for International Private Enterprise (CIPE).

Richard P. Magnuson
Director since 1996
Age 52

Mr. Magnuson is a private venture capitalist. From 1984 to 1996, he was a general partner of Menlo Ventures, a
venture capital firm. He also is a director of two privately held companies.

Linda R. Meier
Director since 1994
Age 67

Ms. Meier is a member of the National Board of the Institute of International Education and the Board of Trustees of
the World Affairs Council of Northern California. She is co-chair of the �The Stanford Challenge� and chair of outreach
activities. She is a former director of Greater Bay Bancorp. From 1992-1997, Ms. Meier was chair of the Stanford
University Hospital Board of Directors. From 1984-1994, she was a trustee of Stanford University.

Peter C. Nelson
Director since 1996
Age 60
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Mr. Nelson is president and chief executive officer of California Water Service Group and its subsidiaries. Before
joining California Water Service Group in 1996, he was vice president, division operations (1994-1995) and region
vice president (1989-1994) of Pacific Gas & Electric Company. He is a director of the California Chamber of
Commerce and chair of the Chamber Water Resources Committee, and a director of the National Association of Water
Companies.
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George A. Vera
Director since 1998
Age 64

Mr. Vera is vice president and chief financial officer of the David and Lucile Packard Foundation. Until 1997, he was
an audit partner at Arthur Andersen, LLP.

STOCK OWNERSHIP OF MANAGEMENT AND CERTAIN BENEFICIAL OWNERS

Ownership of Directors and Executive Officers

Our Board of Directors strongly encourages stock ownership by directors and believes it is desirable for all directors
to own an amount of shares having a value of four times the amount of such director�s annual director retainer.
Pursuant to the Group�s Corporate Governance Guidelines, available on the Group�s website at
http://www.calwatergroup.com, directors elected before April 27, 2005, who own less than the desirable amounts are
strongly encouraged to increase their holdings to that amount by April 26, 2009. Directors elected after April 27,
2005, who own less than the desired amount are strongly encouraged to increase their holdings to four times the
annual director retainer level before the end of four years from the date of their election to the Board of Directors.

The following table shows the common stock ownership of our directors and officers as of April 7, 2008. No director
or executive officer owns any shares of Series C preferred stock. All directors and executive officers have sole voting
and investment power over their shares (or share such powers with their spouses).

Common Stock
Beneficially Owned

Name (*)

Douglas M. Brown 4,403(1)
Director
Paul G. Ekstrom 5,000(2)
Executive Officer
Francis S. Ferraro 4,259(3)
Executive Officer
Robert W. Foy 42,072(4)
Director
32,275

18,000
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Stockholder Communications with Directors

We do not have a process for stockholders to send communications directly to the Board. Instead, stockholders are encouraged to address any
communications with directors to our Secretary by overnight mail, acceptance signature required, at United Therapeutics Corporation, Attention:
Secretary, 1110 Spring Street, Silver Spring, Maryland 20910. The Secretary will process and direct the communication to the appropriate
director, officer or employee at United Therapeutics for response. Stockholders will receive a written acknowledgement from the Secretary upon
receipt of his or her written communication. Stockholders may report concerns anonymously and confidentially.

Beneficial Ownership of Common Stock

The following table sets forth certain information as of March 31, 2006 (unless otherwise specified) with respect to the beneficial ownership of
our common stock by each person who we know beneficially owns more than 5% of the outstanding shares of our common stock, each director
and nominee, each of our Named Executive Officers (which includes our Chief Executive Officer and the three most highly compensated
executive officers in 2005) and all of our directors and executive officers as a group. Unless otherwise noted, the address of each person listed
below is our address.

Name

Number of Shares
of Common Stock
Beneficially Owned(1)

Percentage of
Outstanding
Shares(2)

Janus Capital Management, LLC(3) 2,630,109 11.2 %
151 Detroit Street
Denver, Colorado 80206
Martine A. Rothblatt, Ph.D., J.D., M.B.A.(4) 1,750,818 7.0 %
HBK Investments L.P.(3)(5) 1,597,905 6.8 %
300 Crescent Court, Suite 700
Dallas, Texas 75201
Ziff Asset Management, L.P.(3)(6) 1,475,939 6.3 %
283 Greenwich Avenue
Greenwich, Connecticut 06830
Barclays Global Investors, NA.(3)(7) 1,367,808 5.8 %
45 Freemont Street
San Francisco, California 94105
8
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S.A.C. Capital Advisors(3)(8) 1,323,074 5.6 %
72 Cummings Point Road
Stamford, Connecticut 06902
Roger Jeffs, Ph.D.(9) 322,106 1.4 %
Paul Mahon, J.D.(10) 129,763 *
Fred T. Hadeed(11) 117,630 *
Raymond Dwek , F.R.S. (12) 43,439 *
Christopher Patusky, J.D.(13) 41,183 *
Louis W. Sullivan, M.D.(14) 35,854 *
R. Paul Gray(15) 20,000 *
Raymond Kurzweil(16) 18,435 *
Christopher Causey(17) 11,550 *
All directors and executive officers as a group (10 persons)(18) 2,490,778 9.7 %

*  Less than one percent.

(1)  Beneficial ownership is determined in accordance with the rules of the Securities and Exchange Commission
and generally includes ownership of those shares over which the person has sole or shared voting or investment
power. Beneficial ownership also includes ownership of shares of stock subject to rights, options and warrants
currently exercisable or convertible, or exercisable or convertible within 60 days after March 31, 2006. Except where
indicated otherwise, and subject to community property laws where applicable, to our knowledge, the persons listed in
the table above have sole voting and investment power with respect to their shares of common stock.

(2)  Ownership percentage is based on 23,519,184 shares of common stock outstanding on March 31, 2006, plus, as
to the holder thereof and no other person, the number of shares (if any) that the person has the right to acquire as of
March 31, 2006 or within 60 days after March 31, 2006 through the exercise of stock options or other similar rights.

(3)  Beneficial ownership information obtained from a Schedule 13G, or amendment thereto, filed by the named
beneficial holder between January 2006 and April 2006. This information is as of the Schedule 13G filing date.

(4)  Includes 50,173 shares held by her spouse. Also includes currently exercisable options to purchase 1,487,982
shares held by Dr. Rothblatt and currently exercisable options to purchase 1,468 shares held by her spouse.
Dr. Rothblatt disclaims beneficial ownership of all shares and options held by her spouse.

(5)  The Schedule 13G was filed on behalf of HBK Investments, L.P., HBK Partners II L.P., HBK Management
L.L.C., Kenneth M. Hirsh, Laurence H. Lebowitz, William E. Rose, David C. Haley and Jamiel A. Akhtar. The
address of principal business office for each of these Reporting Persons is 300 Crescent Court, Suite 700, Dallas,
Texas 75201.

(6)  The Schedule 13G was filed on behalf of Ziff Asset Management, L.P., PBK Holdings, Inc., Philip B. Korsant
and ZBI Equities, L.L.C. The address of principal business office for each of these Reporting Persons is 283
Greenwich Avenue, Greenwich, Connecticut 06830.

(7)  The Schedule 13G was filed on behalf of Barclays Global Investors, NA. and Barclays Global Fund Advisors.
The address of principal business office for each of these Reporting Persons is 45 Freemont Street, San Francisco,
California 94105.

9
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(8)  Based on information contained in Amendment No. 1 to the Schedule 13G, the amended Schedule was filed
by: (i) S.A.C. Capital Advisors, LLC, (�SAC Capital Advisors�) with respect to shares beneficially owned by S.A.C.
Capital Associates, LLC (�SAC Capital Associates�) and S.A.C. MultiQuant Fund, LLC (�SAC MultiQuant�); (ii) S.A.C.
Capital Management, LLC, (�SAC Capital Management�) with respect to shares beneficially owned by SAC Capital
Associates and SAC MultiQuant; (iii) CR Intrinsic Investors, LLC (�CR Intrinsic Investors�) with respect to shares
beneficially owned by CR Intrinsic Investments, LLC (�CR Intrinsic Investments�); (iv) Sigma Capital Management,
LLC (�Sigma Management�) with respect to shares beneficially owned by Sigma Capital Associates, LLC (�Sigma
Capital Associates�); and (v) Steven A. Cohen with respect to shares beneficially owned by SAC Capital Advisors,
SAC Capital Management, SAC Capital Associates, SAC MultiQuant, Sigma Management and Sigma Capital
Associates. The address of the principal business office of (i) SAC Capital Advisors, CR Intrinsic Advisors and
Mr. Cohen is 72 Cummings Point Road, Stamford, Connecticut 06902, and (ii) SAC Capital Management and Sigma
Management is 540 Madison Avenue, New York, New York 10022.

(9)  Includes currently exercisable options to purchase 309,173 shares.

(10)  Includes currently exercisable options to purchase 114,763 shares.

(11)  Includes currently exercisable options to purchase 116,630 shares.

(12)  Includes currently exercisable options to purchase 43,439 shares.

(13)  Includes currently exercisable options to purchase 37,333 shares and 1,850 shares held as trustee of family trust.

(14)  Includes currently exercisable options to purchase 35,854 shares.

(15)  Includes currently exercisable options to purchase 20,000 shares.

(16)  Includes currently exercisable options to purchase 18,435 shares.

(17)  Includes options to purchase 9,750 shares and 1,200 shares held by his spouse as UGTMA trustee on behalf of
his children.

(18)  Includes options to purchase 2,194,827 shares.
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Executive Compensation

The table below sets forth the annual and long-term compensation for services in all capacities to United Therapeutics for the years ended
December 31, 2005, 2004 and 2003 of the Chief Executive Officer and the most highly compensated executive officers whose salary and bonus
exceeded $100,000 during the year ended December 31, 2005 (the �Named Executive Officers�). During 2005, in addition to the Chief Executive
Officer, there were a total of three Named Executive Officers serving United Therapeutics.

Summary Compensation Table 

Long-Term
Compensation
Awards

Annual Compensation Securities

Name And Principal Position in 2005 Year Salary Bonus
Other Annual
Compensation(1)

Underlying
Options (#)

Martine A. Rothblatt 2005 $ 660,000 $ 180,000 $ 13,541 (2) 1,168,699 (3)
Chairman and Chief 2004 600,000 300,000 9,836 (2) �
Executive Officer 2003 600,000 � � 56,274
Roger Jeffs 2005 600,000 120,000 3,523,417 (4) 175,000
President and Chief 2004 550,000 200,000 1,300,294 (4) 138,400
Operating Officer 2003 500,000 200,000 565,762 (4) 99,272
Fred T. Hadeed 2005 600,000 80,000 2,894,243 (5) 245,280 (6)
Executive Vice President for 2004 500,000 125,000 618,684 (5) 28,800
Business Development and 2003 400,000 150,000 � 72,317
Chief Financial Officer
Paul A. Mahon 2005 535,000 60,000 2,534,488 (7) 150,000
Executive Vice President, 2004 500,000 100,000 616,327 (7) 78,800
Strategic Planning, General 2003 400,000 150,000 � 72,596
Counsel and Secretary

(1)  Beginning January 1, 2004, we made �matching contributions� under our 401(k) Plan equal to 20% of each
participant�s qualifying salary contributions.

(2)  Of the amount shown, approximately $5,000 for 2005 and $3,000 for 2004 is related to the use of a company
car and $6,000 for 2005 and $4,000 for 2004 is related to travel for a family member.

(3)  Of the amount shown, 501,500 options were awarded as a result of the June 2004 stock option repricing
discussed in REPORT OF THE COMPENSATION COMMITTEE below, and 298,592 options were awarded as
Dr. Rothblatt�s delayed 2004 grant following completion of the stock option repricing period.

(4)  Of the amount shown, approximately $3,517,000, $1,294,000 and $561,000 related to the exercise of stock
options and sale of common stock in 2005, 2004 and 2003, respectively.

(5)  Of the amount shown, approximately $2,878,000 and $610,000 related to the exercise of stock options and sale
of common stock in 2005 and 2004, respectively.

(6)  Of the amount shown, 20,280 options were awarded as a result of the June 2004 stock option repricing
discussed in REPORT OF THE COMPENSATION COMMITTEE below, and 75,000 options were awarded as
Mr. Hadeed�s delayed 2004 grant following completion of the stock option repricing period.

(7)  Of the amount shown, approximately $2,532,000 and $611,000 related to the exercise of stock options and sale
of common stock in 2005 and 2004, respectively.
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Stock Option Grants and Exercises

The following tables show for the year ended December 31, 2005 certain information regarding options granted to, and held at year-end by, the
Named Executive Officers. Each of the options listed in the table below was granted pursuant to our Amended and Restated Equity Incentive
Plan. The percentages shown in the first table are based on an aggregate of 2,564,303 options granted in 2005, including to the Named Executive
Officers. Options were granted with an exercise price equal to the closing price for our common stock as reported on the NASDAQ National
Market on the date of grant. Upon grant to all persons other than the Chief Executive Officer, the vesting of these options was such that
one-third became exercisable a year from the date of grant, and one-third would vest on each of the second and third anniversaries of the date of
grant. Grants to the Chief Executive Officer are vested fully when granted in accordance with the terms of her employment agreement.

Option Grants in Last Fiscal Year

Individual Grants Potential Realizable 
Number of % of Total Value at Assumed
Securities Options Annual Rates of
Underlying Granted to Exercise Stock Price Appreciation
Options Employees in  Price Per Expiration For Option Term

Name Granted(#) Fiscal Year Share Date 5% 10%
Martine A. Rothblatt 501,500 19.56 % $ 43.60 06/10 $ 6,041,007 $ 13,349,045

298,592 11.64 43.60 01/15 8,187,335 20,748,313
368,607 14.37 69.12 12/15 16,023,050 40,605,555

Roger Jeffs 70,000 2.73 48.70 06/15 2,147,424 5,441,993
105,000 4.09 71.24 12/15 4,704,258 11,921,512

Fred T. Hadeed 75,000 2.92 43.55 01/15 2,054,127 5,205,562
20,280 0.79 43.55 01/10 244,010 539,199
45,000 1.75 48.78 06/15 1,380,487 3,498,424
105,000 4.09 71.24 12/15 4,704,258 11,921,512

Paul A. Mahon 25,000 0.97 43.60 01/15 685,495 1,737,179
25,000 0.97 48.78 06/15 766,937 1,943,569
100,000 3.90 71.24 12/15 4,480,245 11,353,821

Amounts reported in the potential realizable value column above are hypothetical values that may be realized upon exercise of the options
immediately prior to the expiration of their term, calculated by assuming that the stock price on the date of grant as determined by the Board�s
Compensation Committee appreciates at the indicated annual rate compounded annually for the entire term of the option (10 years). The 5% and
10% assumed rates of appreciation are mandated by the rules of the Securities and Exchange Commission and do not represent our estimate or
projection of the future common stock price.

The following table presents information regarding the exercise of stock options during the year ended December 31, 2005 by the Named
Executive Officers and the value of unexercised in-the-money options at December 31, 2005. The value of unexercised in-the-money options is
based on the closing bid price of $69.12 per share for our common stock on December 31, 2005, less the exercise price, without taking into
account any taxes that may be payable in connection with the transaction, multiplied by the number of shares underlying the option. Options are
in-the-money at December 31, 2005 if the fair market value of the underlying securities on that date exceeded the exercise price of the option.
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Aggregated Option Exercise
And
Fiscal Year-End Option Values 

Shares
Acquired on Value

Number of
Securities Underlying
Unexercised Options at
December 31, 2005(#)

Value of Unexercised
In-The-Money Options at
December 31, 2005($)

Name Exercise (#) Realized ($) Exercisable Unexercisable Exercisable Unexercisable
Martine A. Rothblatt � $ � 1,487,982 � $ 35,978,130 $ �
Roger Jeffs 79,000 3,516,767 298,149 300,357 14,646,461 5,857,773
Fred T. Hadeed 64,531 2,877,855 89,488 268,306 3,958,391 4,902,492
Paul A. Mahon 58,000 2,531,687 108,030 246,732 4,771,623 5,152,439

Executive Officer Employment Agreements; Termination of Employment and Change in Control Arrangements

Chief Executive Officer

In April 1999, we entered into an Executive Employment Agreement with Martine A. Rothblatt, our Chief Executive Officer. The employment
agreement provides for an initial five-year term which automatically renews for successive one-year periods after each year. Either party may
terminate the agreement prior to an annual renewal, which would result in a four-year remaining term. Dr. Rothblatt is entitled to bonuses for
each year of the initial term of the agreement in the form of stock options, in addition to other discretionary bonuses that may be awarded by the
Board of Directors. As amended in December 2000, the agreement provides that Dr. Rothblatt will receive an option to purchase that number of
shares of common stock that is equal to one-eighteenth of one percent of the increase in our market capitalization, calculated as the average
closing bid price for the month of December, from its average measured in December of the prior year (commencing December 2000). Prior to
their granting, the Compensation Committee of the Board may reduce the number of shares covered by these options. These options will be
awarded pursuant to the Amended and Restated Equity Incentive Plan and will be fully exercisable on the date of grant. The options will have an
exercise price equal to or exceeding the fair market value of a share of our common stock on the date of grant. The options are exercisable over
five years if Dr. Rothblatt is a 10% or greater stockholder on the date of grant, or 10 years otherwise. The maximum number of shares reserved
for such grants is 7,939,517.

If Dr. Rothblatt�s employment is terminated due to her death or disability, we will continue to pay to Dr. Rothblatt or her estate her current base
salary through the end of the calendar year following such death or disability, and if her employment is terminated for disability, we will pay for
continued benefits under our short-term and long-term disability insurance programs. If Dr. Rothblatt�s employment is terminated by us other
than for cause, or if Dr. Rothblatt terminates her employment for good reason, as these terms are defined in the agreement, including
circumstances involving a change in control of United Therapeutics (collectively, a �Termination Event�), she will be entitled to a lump sum cash
payment equal to the sum of:

•  Her current base salary plus any bonus and incentive payments which have been earned through the date of
termination;

•  The greater of her bonus and incentive payments for the prior year or the average of such payments for the prior
two years, on a prorated basis for the year of termination;

•  Three times the sum of her highest annual base salary for the preceding twelve months and the greater of her
previous year�s bonus and incentive payment or the average of those payments for the previous two years; and
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•  The difference between the fair market price and the exercise price of any non-vested options held by
Dr. Rothblatt.

Upon a Termination Event, in addition to the benefits Dr. Rothblatt is entitled to receive under any retirement plan in which she participates on
the date of termination, Dr. Rothblatt is also entitled to receive a cash payment at her attainment of age 65 of an amount equal to the actuarial
equivalent of the retirement pension, if any, she would have been entitled to receive under the terms of the retirement plan in which she was
participating at the time of her termination, without regard to any vesting requirements under the plan, had she received three additional years of
service following the date of termination at a rate of salary equal to her base salary in effect at the termination date. United Therapeutics is also
required to maintain in full force and effect, in substantially all material respects, all employee benefit plans, programs and arrangements in
which Dr. Rothblatt was entitled to participate immediately prior to the date of termination for the longer of thirty-six months after the
termination date or the date upon which she receives comparable benefits from a new employer, or to provide substantially similar benefits if her
participation in such plans or programs is barred.

The agreement also provides for a tax gross-up payment to the extent any payments made upon termination of Dr. Rothblatt�s employment are
subject to the excise tax imposed by Section 4999 of the Internal Revenue Code of 1986, as amended, or any successor code provision. In
addition, Dr. Rothblatt will receive other employee and retirement benefits. The agreement prohibits Dr. Rothblatt from engaging in activities
competitive with us for five years following termination of her employment.

Finally, as amended on December 29, 2004, the agreement provides for the ability of Dr. Rothblatt to resign as an officer of United Therapeutics
for any reason other than as result of a reason constituting cause in order to take a senior advisory position with us. If Dr. Rothblatt elects to do
so, she will be entitled to receive the above termination compensation and continue to be employed on a full-time basis as a Senior Advisor for
up to fifteen years from the date of her resignation, for so long as she is willing and able to provide advisory services, with compensation of
$50,000 per year without increase, bonus or other adjustment for each year of service. In the event that she chooses to continue her employment
as Senior Advisor, Dr. Rothblatt will be obligated to continue to abide by her obligations of confidentiality and non-competition.

Other Executive Officers

We have entered into employment agreements with each of Dr. Jeffs and Messrs. Hadeed and Mahon. As amended on December 29, 2004, the
agreements provide for an initial five-year term which automatically renews for successive one-year periods after each year. Either party may
terminate the agreement prior to an annual renewal, which would result in a four-year remaining term. Dr. Jeffs� agreement provides for an
annual base salary of at least $250,000. Mr. Hadeed�s agreement provides for an annual base salary of at least $140,000. Mr. Mahon�s agreement
provides for an annual base salary of at least $300,000.

In addition, each of the agreements with Dr. Jeffs and Messrs. Hadeed and Mahon provides that if he is terminated by us other than for cause as
such term is defined or as a result of a transfer of control of United Therapeutics, or if he terminates the agreement because his authority and
responsibilities are materially diminished without cause, then upon the occurrence of any such event, he is entitled to a lump sum payment of the
greater of the amount he would have been entitled to receive in base salary through the remaining term of the agreement or an amount equal to
two years of his then-current salary, and any unvested options would immediately become vested. Each of these agreements prohibits Dr. Jeffs
and Messrs. Hadeed and Mahon from accepting employment, consultancy or other business relationships with an entity that directly competes
with us for a period of twelve months following his last receipt of compensation from us.
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Finally, as amended on December 29, 2004, the agreements provide for the ability of Dr. Jeffs and Messrs. Hadeed and Mahon to resign as
officers of United Therapeutics for any reason other than as result of a reason constituting cause in order to take a senior advisory position with
us. If any of Dr. Jeffs or Messrs. Hadeed or Mahon elects to do so, he will be entitled to receive termination compensation as described above
and continue to be employed on a full-time basis as a Senior Advisor for up to fifteen years from the date of his resignation, for so long as he is
willing and able to provide advisory services, with compensation of $50,000 per year without increase, bonus or other adjustment for each year
of service. In the event that either of Dr. Jeffs and Messrs. Hadeed and Mahon chooses to continue his employment as Senior Advisor, he will be
obligated to continue to abide by his obligations of confidentiality and non-competition.

Other Termination of Employment and Change in Control Arrangements

The United Therapeutics Corporation Supplemental Executive Retirement Plan becomes effective on July 1, 2006, and provides benefits to our
Named Executive Officers and certain other executive officers upon retirement, termination due to disability, death prior to retirement, or in the
event of a change in control of United Therapeutics. For a more detailed description of these provisions, see REPORT OF THE
COMPENSATION COMMITTEE below.

Report of the Compensation Committee

Role and Membership of the Compensation Committee

The Compensation Committee of the Board (the �Compensation Committee� or �Committee�) oversees United Therapeutics� compensation plans and
policies, annually reviews and approves all executive officers� compensation decisions, and administers our stock option plans, including
reviewing and approving stock option grants to executive officers. The Compensation Committee�s Charter, which is periodically reviewed and
revised by the Compensation Committee and the Board, outlines the specific responsibilities of the Compensation Committee. The
Compensation Committee Charter is available for your review on our website at http://www.unither.com/corp_gov.asp.

During the fiscal year ended December 31, 2005, the Compensation Committee was comprised of Mr. Causey (Chairman), Dr. Sullivan and
Mr. Gray. Each member of the Compensation Committee is an �independent director� under the published listing requirements of The NASDAQ
Stock Market, an �outside director� as defined in the Internal Revenue Code and a �non-employee director� as defined in Rule 16b-3 under the
Securities and Exchange Act of 1934.

The Compensation Committee meets at scheduled times during the year and holds additional meetings from time to time to review and discuss
executive compensation issues. The Compensation Committee may also consider and take action by written consent. In 2005, the Committee
met six times.

Use and Role of Outside Advisors

Our Human Resources Department supports the Compensation Committee in its work and in some cases acts pursuant to delegated authority to
fulfill various functions in administering our compensation programs. The Compensation Committee has the authority to engage the services of
outside advisers, experts and others to assist the Committee and determine the compensation of such persons. In accordance with this authority,
the Committee directly engages Compensia, Inc. as independent outside compensation consultant to advise the Committee on compensation
practices and policies relating to the executive officers. The independent consulting firm does not advise our management, and receives no other
compensation from us, other than a fee of less than $7,500 for a quarterly performance analysis of United Therapeutics relative to our peers. This
assignment was explicitly approved by the Chairman of the Compensation Committee before commencement of the consultant�s work.
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Executive Compensation Philosophy

Our executive compensation program is designed to achieve four primary objectives: (1) attract and retain executive officers capable of leading
United Therapeutics to the fulfillment of our business objectives; (2) offer competitive compensation opportunities that reward individual
contributions and corporate performance; (3) align the interests of executive officers and stockholders through long-term equity compensation;
and (4) ensure that total compensation is commensurate with the performance and value created for stockholders. With respect to key executives,
particular attention is paid to preserving the continued employment of top performers to ensure that our most important objectives are achieved
in as effective and timely a fashion as possible. The Compensation Committee believes that such an approach is critical to promoting
stockholder interests in a relatively small and rapidly growing company. The Compensation Committee also places heavy emphasis on pay for
performance and believes that substantial portions of total compensation should be at risk. Likewise, outstanding performance should lead to
substantial increases in and awards of compensation.

The main components we have used to support these objectives are base salary, cash incentive and stock options. For each of these three
elements, our strategy has been to examine peer group compensation practices and place our executive officer compensation appropriately,
based on our performance relative to the peer group as well as many other factors, including the executive�s performance, contribution to the
advancement of corporate objectives, impact on financial results, development of the management team, and strategic accomplishments.

The Compensation Committee examines the compensation practices of two peer groups to assess the competitiveness of officer compensation.
The first peer group (�Similarly Situated Peer Group�) includes biopharmaceutical and biotech companies that are labor market competitors for
executive talent and/or are in a similar range with respect to several metrics, principally market capitalization, revenues, and number of
employees. The second peer group (�High Performing Peer Group�) includes biopharmaceutical and biotech companies deemed to be industry
leaders as measured by financial performance, stockholder value creation and drug development/commercialization, and which compete with us
for management talent. The companies in either peer group may, but do not necessarily, include some or all of the companies that are included in
the market indices in the graph included under STOCK PRICE PERFORMANCE in this Proxy Statement.

The peer group is reviewed periodically by the Compensation Committee and adjustments are made as necessary to ensure the group continues
to properly reflect the market in which we compete for talent. The Committee reviews the executive pay practices of these peer companies as
reported in industry surveys, public filings of specific companies and reports from compensation consulting firms. This information is
considered when making recommendations for each element of compensation.

Discussion of the Components of the Executive Compensation Program

Base Salary

The Compensation Committee believes that increases to base salary should reflect the individual�s performance for the preceding year; his/her
pay level relative to similar positions in our peer group, taking performance into account; the individual�s role/impact to the organization; and our
financial condition and prospects. Salaries are reviewed at the end of the fiscal year and increases are effective January 1 of the following year.

Cash Incentive

We use the cash incentive program to reward the contribution of the executive officers toward the achievement of key corporate performance
milestones. This program pays cash incentive awards to the executive officers on a semi-annual basis. In addition to financial measures of
corporate performance, such
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as income and revenue growth, the Compensation Committee emphasizes other indicators of performance, such as the progress of our research
and development programs and corporate development activities. These accomplishments necessarily involve a subjective assessment of
corporate performance by the Compensation Committee. Moreover, the Compensation Committee does not base our considerations on any
single performance factor, but rather considers a mix of factors and evaluates company and individual performance against that mix.

At the end of each year, the Compensation Committee establishes bonus targets for the following year designed to deliver total cash
compensation (base salary plus bonus) that will result in appropriate placement versus peer group practice based on performance. The
Committee also establishes goals for each executive officer that relate to our five strategic objectives which are to: (1) demonstrate earnings per
share growth in the top quintile performance relative to peers; (2) communicate accurately and effectively our clinical information to prescribers;
(3) develop and manufacture the best possible medicines from our intellectual property platforms; (4) conduct the most insightful possible
clinical trials of our medicines as evidenced by high rankings in medical consensus statements and publication in leading medical journals; and
(5) accomplish all of the above with the highest level of ethical conduct.

Twice yearly, the Compensation Committee reviews each executive officer�s achievement against the goals and determines the incentive award
earned. The Compensation Committee validates the resulting payouts by comparing our total cash and performance, based on more traditional
financial measures, to the peer group.

Equity Compensation

Equity compensation is a critical component to our efforts to attract and retain executives and key employees, encourage employee ownership in
United Therapeutics, link pay with performance and align the interests of executive officers with those of stockholders. We provide executive
officers and other key employees with a substantial economic interest in the long-term appreciation of our common stock through the grant of
stock options, subject to vesting restrictions. Options provide value only if our stock price increases (which benefits all stockholders), and only if
the executive or employee remains with us until his or her options vest. Our standard practice is to grant options that vest over a three-year
period, with options granted to the Chief Executive Officer vesting immediately in accordance with the terms of her employment agreement.

We are sensitive to the concerns of our stockholders regarding the dilutive impact of stock options. Accordingly, we have designed our option
grant practices to reflect an appropriate balance between stockholders� dilution concerns and our need to remain competitive by recruiting and
retaining high-performing employees. Unlike many companies that manage annual equity usage to a set pool, our aggregate stock option pool
varies from year-to-year based on performance. Stock options are awarded to executive officers based upon a subjective evaluation of individual
performance, our overall performance and the annual equity grants received by comparable positions in the peer groups. Non-executive officer
employees receive stock option grants under the Milestone Incentive Bonus Plan. This Plan provides each full-time employee, other than certain
key executives, with the opportunity to receive a percentage of their salary, which varies with the employee�s level of responsibility, in stock
options for each company-wide milestone achieved. Additionally, a new stock option program was created in 2003 to recognize and provide
incentives to mid-level management across United Therapeutics. Twice each calendar year, our executive officers nominate key senior managers
to receive a percentage of a dedicated pool of 50,000 stock options, based upon their performance and importance to us. In 2005, approximately
25 managers each received individual grants under this program.

Due to changes in equity accounting regulations and the related shift in equity compensation practices in our industry, the Compensation
Committee reviewed the executive and broader employee equity program in early 2005. The purpose of this review was to determine if the
current stock option program:
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(1) supports our executive/employee attraction and retention initiatives; (2) provides the appropriate incentive to executives and employees to
create long-term stockholder value; and (3) serves the best interests of our stockholders. At this time, the Compensation Committee believes that
stock options priced at the full fair market value of our common stock on the date of grant best achieve the objectives stated above. However, the
Committee believes it is prudent to maintain the flexibility to use other forms of equity compensation if changes occur in business conditions
and/or competitive practices.

Benefits and Perquisites

We provide benefits and perquisites which are substantially similar to those provided to executives at other companies in our industry. We
provide medical and other benefits to executives that are generally available to other employees, including a 401(k) plan. All our employees are
permitted to contribute up to the maximum percentage allowable without exceeding the limits of Code Sections 401(k), 404 and 415
(i.e., $14,000 in 2005 or $18,000 for eligible participants that are 50 or older). All amounts deferred by a participant under the 401(k) Plan�s
salary reduction feature vest immediately in the participant�s account. We make matching contributions equal to twenty percent of the
participant�s contributions for employees who have completed six months of employment, with such matching contributions vesting 331⁄3% per
year based on years of service with us, not the amount of time an employee has participated in the plan. Therefore,
once an employee completes three years of service, his or her account is fully vested. During 2005, we made matching
contributions to the four Named Executive Officers totaling approximately $11,000.

As discussed more fully in the PREVIEW OF 2006 EXECUTIVE COMPENSATION section below, the Compensation Committee approved a
supplemental retirement/retention arrangement for executive officers and other key employees. The effective date of this arrangement is July 1,
2006.

Under our Executive Automobile Policy adopted by the Compensation Committee, executive officers are entitled to leased vehicles not to
exceed a mutually agreed upon amount as determined in the recipient�s employment agreement or as otherwise established by the Compensation
Committee. During 2005, three executive officers had leased vehicles, with monthly lease payments ranging from $653 to $1,173. Additionally
we insure the vehicles and pay for reasonable costs associated with vehicle maintenance. Each recipient is required to maintain a personal use
log so that the appropriate value of any personal use can be reported as income to the recipient. In the event that an executive officer chooses not
to receive a company-provided leased vehicle, he or she will receive a $600 monthly car allowance, subject to normal tax and withholdings.

As approved by the Board of Directors, we pay for the cost of personal legal counsel advising Dr. Rothblatt and Mr. Hadeed
with respect to their obligations under the securities laws as a result of their positions as Chief Executive Officer and
Chief Financial Officer of United Therapeutics, such cost not to exceed $10,000 per quarter per executive. In 2005, we
paid a total of $12,254 to such legal counsel.

Review of 2005 Executive Compensation Decisions (excluding the Chief Executive Officer)

Base Salary

In December 2004, the Compensation Committee met to review and approve executive officer salary increases for the upcoming fiscal year.
After considering the factors listed above under DISCUSSION OF THE COMPONENTS OF THE EXECUTIVE COMPENSATION
PROGRAM�BASE SALARY and the Chairman and Chief Executive Officer�s input with respect to the executive officer group, the Committee
approved 2005 salary increases for the executive officers ranging from 9% to 20% of base salary. Specifically, the Compensation Committee
considered our recent success (e.g., attaining profitability). The Committee believes the visibility/marketability of the executive team increases
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significantly with our accomplishments and heightens the importance of compensating the executive officer group in a manner commensurate
with their performance contribution.

Cash Incentive

As outlined in the section above DISCUSSION OF THE COMPONENTS OF THE EXECUTIVE COMPENSATION PROGRAM�CASH
INCENTIVE, the Committee establishes specific goals for the cash incentive program at the beginning of each year in support of our five
strategic objectives. For 2005, the cash incentive program included ten specific goals against which the Committee assessed performance of
executive officers in June and in December. Effective for 2005, the Compensation Committee also increased the maximum incentive opportunity
for the executive officer group to increase the at-risk portion of total compensation and allow the Committee to better link executive pay to
performance against our goals and relative to peers. The table below provides the maximum incentive opportunity for the executive officers and
their actual payout for 2005, representing 40% of the maximum incentive opportunity:

Executive Officer
Maximum Cash 
Incentive

Actual Incentive
Earned

Roger Jeffs $ 300,000 $ 120,000
Fred T. Hadeed $ 200,000 $ 80,000
Paul A. Mahon $ 150,000 $ 60,000

Equity Compensation

The Compensation Committee approved 2005 stock option grants for the executive officers as outlined in the EXECUTIVE COMPENSATION
section above in the table titled �Option Grants in Last Fiscal Year.� The Committee considered our financial performance, achievement of key
strategic initiatives and individual performance when determining the size of executive officer stock option grants. In addition to these stock
option awards, in January 2005 Mr. Hadeed received his 2004 stock option award and stock option regrant under an option exchange program.
We entered into an option exchange program in July 2004 with certain key executives whereby individuals were afforded the opportunity to
surrender certain past stock option grants with an exercise price higher than $45.00. In exchange, these executives received a new option grant
covering the shares tendered in January 2005. The Committee believes this program was appropriate to create a maximum incentive for existing
executives to contribute to our success.

Benefits and Perquisites

We made no material changes to our benefits and perquisites program in 2005.
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Summary

Overall, the Compensation Committee believes the compensation awarded to the executive officers in 2005 is consistent with our
pay-for-performance philosophy. Compensation for the executive officers was generally in the top quintile of the Similarly Situated Peer Group
and fourth quintile of the High Performing Peer Group (this excludes the value of the option exchange program regrant and January 2005 stock
option awards which relate to 2004 performance and would have ordinarily been awarded in 2004). Performance, however, was in the top
quintile of both peer groups as measured by several common financial and stockholder value metrics:

UTHR Percentile Rank

Measure
vs. Similarly
Situated Peers

vs. High
Performing Peers

Revenue Growth > 80th Percentile > 80th Percentile
Net Income Growth > 80th Percentile > 80th Percentile
Operating Income Growth > 80th Percentile > 80th Percentile
EPS Growth > 80th Percentile > 80th Percentile
Total Shareholder Return > 80th Percentile > 80th Percentile
Market Capitalization per Employee > 80th Percentile > 80th Percentile
Total Compensation Delivered to
Executive Officers (excluding CEO) > 80th Percentile 70th Percentile

Preview of 2006 Executive Compensation (excluding the Chief Executive Officer)

In December 2005, the Compensation Committee met and approved the following base salary, maximum cash incentive opportunity and target
stock option levels for the executive officers. These decisions were based on the executive compensation philosophy principles discussed earlier
in this report and reflect the Compensation Committee�s assessment of company and individual performance during 2005:

Executive Officer
2006 
Base Salary

Maximum 
2006 Cash Incentive

2006 Target Stock
Option Grant

Roger Jeffs $ 650,000 $ 350,000 175,000
Fred T. Hadeed $ 630,000 $ 250,000 150,000
Paul A. Mahon $ 560,000 $ 200,000 125,000

The Committee and the Chairman and Chief Executive Officer recognized that it is common for executives to hold positions for multiple
employers during the course of their careers. Given this trend and the relative youth of the management team, the Committee was concerned that
key executives might choose to pursue other opportunities in the future. The Committee determined that the long-term interests of stockholders
are best served by retention of the current management team. As a consequence, the Chairman and Chief Executive Officer was directed to
consider multiple strategies, both compensation and non-compensation related, to meet this retention objective. To this end in April 2006, the
Committee approved a supplemental retirement/retention program for selected executives of United Therapeutics and our affiliates to enhance
the long-term retention of individuals who have been and will continue to be vital to our success. This program is the result of such discussions
between the Compensation Committee and the Chairman and Chief Executive Officer regarding the retention of key executives.

After considering several compensation arrangements focused on the retention of key executives, the Compensation Committee approved the
United Therapeutics Corporation Supplemental Executive Retirement Plan (the �SERP�) that is effective as of July 1,
2006. The SERP is administered by the Compensation Committee. Only a member of a �select group of management
or highly compensated employees� within the meaning of ERISA section 201(2) may be eligible to participate in the
SERP and if a participant terminates employment with us for any reason prior to age 60, no benefit will be earned.
Our
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Named Executive Officers and two other officers have been designated to participate in the SERP. Each of these participants is eligible, upon
retirement after the age of 60, to receive monthly payments equal to the monthly average of the total gross base salary received by the participant
over his or her last 36 months of active employment (the �Final Average Compensation�), reduced by the participant�s Social Security benefit
(determined as provided under the SERP), for the remainder of the participant�s life (the aggregate amount of such payments, the �Normal
Retirement Benefit�), commencing on the first day of the sixth month after retirement. By age 60, all of the current participants except one will
have had 15 years of service if they remain employed by us. In the event of termination of employment due to disability prior to the age of 60 or
death prior to retirement, a participant or the participant�s beneficiary, as applicable, will be entitled to a percentage of the Normal Retirement
Benefit such participant would have been eligible to receive, as determined under the SERP (the aggregate amount of such payments referred to
as the �Disability Retirement Benefit�), commencing on the first day of the sixth month after termination of employment.

Future participants will be recommended for participation in the SERP by the Chief Executive Officer and will become participants on the first
day of the month coinciding with or next following the date of designation by the Committee of eligibility to participate in the SERP. Upon
retirement after the age of 60, such participants will be eligible to receive a Normal Retirement Benefit, made in monthly payments equal to
(1) the participant�s Final Average Compensation, reduced by the participant�s Social Security benefit (determined as provided under the SERP),
multiplied by (2) a fraction (no greater than one), the numerator of which equals the participant�s years of service and the denominator of which
equals 15, for the remainder of the participant�s life commencing on the first day of the sixth month of retirement. In the event of termination of
employment due to disability prior to the age of 60 or death prior to retirement, a participant or the participant�s beneficiary, as applicable, will be
entitled to a Disability Retirement Benefit equal to a percentage of the Normal Retirement Benefit such participant would have been eligible to
receive, as determined under the SERP, commencing on the first day of the sixth month after termination of employment. The Compensation
Committee expects the number of participants to remain small during the life of this program.

In the event of a transfer of control of United Therapeutics by acquisition, merger, hostile takeover or for any other reason whatsoever which
also qualifies as a �change in the ownership or effective control of the corporation, or in the ownership of a substantial portion of the assets of the
corporation� under Internal Revenue Code section 409A(a)(2)(A)(v) (a �Change in Control�), a participant who is actively employed on the date of
the Change in Control will be entitled to a lump sum payment equal to the actuarial equivalent present value of a monthly single life annuity
equal to (1) the participant's Final Average Compensation, reduced by the participant's estimated future Social Security benefit (determined as
provided under the SERP), multiplied by (2) a fraction (no greater than one), the numerator of which equals the participant's years of service and
the denominator of which equals 15, to be paid as soon as administratively practicable following the Change in Control. In the event that a
participant is entitled to a Normal Retirement Benefit or Disability Retirement Benefit at the time of a Change in Control, all such payments (or
any remaining payments, with respect to any participant who is receiving payments under the SERP at the time of the Change in Control) will be
made in a lump sum as soon as administratively practicable following such Change in Control (without regard to whether the participant
otherwise is in pay status at the time of the Change in Control).

Participants in the SERP will be prohibited from competing with us or soliciting our employees for a period of twelve months following his or
her termination of employment (or, if earlier upon attainment of age 65). Violation of this covenant will result in forfeiture of all benefits under
the SERP.
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Chief Executive Officer Compensation

Dr. Rothblatt is eligible to participate in the same compensation plans, including the cash incentive and equity incentive plans available to our
other executive officers. In determining Dr. Rothblatt�s 2005 and 2006 compensation (described below), the Compensation Committee applied
the same compensation philosophy and principles discussed above for the other executive officers.

2005 Compensation

•  Base Salary. Effective January 1, 2005, the Compensation Committee increased Dr. Rothblatt�s base salary from
$600,000 to $660,000 in recognition of Dr. Rothblatt�s leadership and performance in guiding us to exceptional
achievements relative to our peers.

•  Cash Incentive Award. Dr. Rothblatt�s maximum cash incentive opportunity was set at $450,000. The actual award
earned is based on the same criteria/factors used to determine awards for the other executive officers. For 2005, the
Committee awarded Dr. Rothblatt a bonus of $180,000 for 2005, or 40% of the maximum award, which is the same
percentage earned by other executive officers.

•  Equity Compensation. Long-term incentive compensation for the Chief Executive Officer, if any, is based upon
increases in our market capitalization and is determined in accordance with the annual stock option grant calculation
provided in her employment agreement and included in the Amended and Restated Equity Incentive Plan. Prior to
grant, the Compensation Committee of the Board may reduce the number of shares covered by these options. For
2005, Dr. Rothblatt was awarded an option to purchase 368,607 shares of common stock. Because Dr. Rothblatt
participated in the 2004 option exchange program described above under EQUITY COMPENSATION, and the terms
of this program prohibited the receipt of a stock option grant between July 18, 2004 and January 20, 2005, the option
awards in the table titled �Option Grants in Last Fiscal Year� in the EXECUTIVE COMPENSATION section above
include her 2004 stock option award plus regranted shares associated with her participation in the exchange program.
These awards were granted in January 2005.

•  Summary. The Compensation Committee�s decision with respect to Dr. Rothblatt�s 2005 pay resulted in total
compensation that was in the top quintile relative to Similarly Situated Peers and the third quintile relative to High
Performing Peers. Based on our performance which has been discussed above, the Committee believes this level of
compensation is appropriate.

2006 Compensation

In recognition of Dr. Rothblatt�s (1) longstanding leadership, determination and perseverance, (2) outstanding efforts to increase revenues and
profits in 2005, (3) excellent work in educating and informing investors of our improved prospects, and (4) her other accomplishments
benefiting us and our stockholders, the Compensation Committee awarded Dr. Rothblatt a salary increase effective January 1, 2006 of $65,000
bringing her total 2006 salary compensation to $725,000. Dr. Rothblatt will also have a maximum cash incentive opportunity of $500,000 and
her annual stock option award will be determined in accordance with the terms of her employment agreement. Dr. Rothblatt will participate in
the supplemental retirement/retention arrangement described above.

Stock Option Repricing

In November 2001, the Compensation Committee of the Board of Directors approved a plan to allow employees, including all executive officers
except for the Chief Executive Officer, to voluntarily permit up to one-third of their outstanding options to be canceled. The plan was approved
because many of the options which had been previously granted had exercise prices that were significantly higher than the then-current market
price of our common stock and did not provide meaningful stock-based incentive
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compensation to those employees. In exchange for each canceled option, we granted a new option in May 2002. No guarantees or other promises
of remuneration were made to the employees, including executive officers, who agreed to participate.

In June 2004, the Compensation Committee of the Board of Directors approved a similar plan to allow certain employees, including the Chief
Executive Officer, to voluntarily permit options to be canceled. The options that qualified for cancellation included only those options issued
pursuant to our Amended and Restated Equity Incentive Plan at prices higher than $45.00. In exchange for each canceled option, we granted a
new option in January 2005. No guarantees or other promises of remuneration were made to the employees, including executive officers, who
agreed to participate.

In the following table, information regarding all repricings of options held by any executive officer during the period from June 17, 1999, the
date we became a reporting company under the Securities Exchange Act of 1934, through December 31, 2005, is presented.

Ten Year Option Repricings 

Number of
Length of
Original Option

Name Date

Securities
Underlying
Options
Repriced (#)

Market Price
At Time of
Repricing

Exercise
Price
At Time of
Repricing

New
Exercise
Price

Term Remaining
At Date of
Repricing
(Years)

Martine A. Rothblatt 1/20/05 500,000 $ 43.60 $ 90.00 $ 43.60 5.5
Chairman and Chief 1/20/05 1,500 43.60 84.88 43.60 5.5
Executive Officer
Roger Jeffs 5/10/02 10,000 12.69 57.13 12.69 7.9
President and Chief 5/10/02 12,000 12.69 41.56 12.69 7.9
Operating Officer 5/10/02 100,000 12.69 65.06 12.69 8.0

5/10/02 1,200 12.69 84.88 12.69 8.1
Fred T. Hadeed 5/10/02 9,720 12.69 46.00 12.69 7.7
Executive Vice President 5/10/02 10,000 12.69 63.25 12.69 7.7
for Business Development 5/10/02 10,000 12.69 57.13 12.69 7.9
and Chief Financial 5/10/02 12,000 12.69 41.56 12.69 7.9
Officer 5/10/02 840 12.69 84.88 12.69 8.1

1/21/05 20,280 43.55 46.00 43.55 5.0
David Walsh 5/10/02 17,533 12.69 46.00 12.69 7.7
Executive VP and Chief 5/10/02 10,000 12.69 57.13 12.69 7.9
Operating Officer for 5/10/02 900 12.69 84.88 12.69 8.1
Production 1/24/05 22,467 42.56 46.00 42.56 5.0
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Compensation Deductibility Policy

Section 162(m) of the Internal Revenue Code (the �Code�) generally provides that publicly held companies may not deduct compensation paid to
the Chief Executive Officer and the four other most highly paid executive officers that exceeds $1 million per officer in a calendar year.
Compensation that is �performance-based compensation� within the meaning of the Code does not count toward the $1 million limit. The
Compensation Committee has determined that ordinary income recognized by our executive officers, as a result of their exercise of stock options
granted by the Compensation Committee under the our Amended and Restated Equity Incentive Plan having an exercise price at least equal to
the fair market value of our common stock on the date of grant, qualifies as performance-based compensation as defined under
Section 162(m) of the Code. The Compensation Committee has not adopted a policy with respect to the application of Section 162(m) of the
Code as to annual cash compensation exceeding $1 million. However, none of the executive officers� annual cash compensation has exceeded the
$1 million limit.

The Compensation Committee believes that the continued commitment and leadership of our executive officers through fiscal year 2005 were
and continue to be important factors in accomplishing our achievements.

Compensation Committee
Christopher Causey (Chair)
Louis Sullivan, M.D.
R. Paul Gray
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Compensation Committee Interlocks and Insider Participation in Compensation Decisions

During 2005, the members of the Compensation Committee were Messrs. Causey and Gray, and Dr. Sullivan. All members of the Compensation
Committee are independent directors. No member of our Compensation Committee is a current or former officer or employee of United
Therapeutics or any of our subsidiaries, and no director or executive officer is a director or executive officer of any other corporation that has a
director or executive officer who is also a director of United Therapeutics.

Report of the Audit Committee

The Audit Committee oversees United Therapeutics� financial reporting process and monitors compliance with our Code of Ethics and Business
Conduct on behalf of the Board of Directors. We are all independent directors under the listing standards of NASDAQ and the independence
standards set forth in Rule 10A-3(b)(1) of the Securities Exchange Act of 1934. The Audit Committee operates under a written charter, which
we review annually and which was adopted by our Board of Directors. We have amended our charter to be consistent with the provisions of the
Sarbanes-Oxley Act of 2002, as well as the corporate governance rules issued by the Securities and Exchange Commission and NASDAQ, as
they relate to audit committee requirements.

We have met and held discussions with management and our independent auditors. Management is responsible for the financial reporting
process and preparation of the quarterly and annual consolidated financial statements, including maintaining a system of internal controls and
disclosure controls and procedures. The audit committee is directly responsible for the appointment, compensation, retention, oversight and
termination of our independent auditors. Ernst & Young LLP functioned as the independent auditors for 2005. Ernst & Young LLP is
responsible for expressing an opinion on (1) the conformity of our financial statements with generally accepted accounting principles, (2) the
effectiveness of our internal control over financial reporting and (3) the effectiveness of management�s assessment of internal control over
financial reporting. The Audit Committee does not prepare financial statements or conduct audits.

In conjunction with the December 31, 2005 audited consolidated financial statements, we have:

•  reviewed and discussed our 2005 consolidated financial statements with our management and Ernst & Young
LLP, including discussions about critical accounting policies, other financial accounting and reporting principles and
practices appropriate for us, and the reasonableness of significant judgments;

•  reviewed and discussed management�s assessments of the effectiveness of internal controls over financial
reporting and Ernst & Young LLP�s related assessments and auditing procedures;

•  discussed with Ernst & Young LLP the overall scope of and plans for our audits and reviews. The Audit
Committee has met with Ernst & Young LLP, with and without management present, to discuss our financial
reporting processes and internal accounting controls. We have reviewed all important audit findings prepared by
Ernst & Young LLP;

•  discussed with Ernst & Young LLP matters that are required to be discussed by generally accepted auditing
standards, including those standards set forth in Statement on Auditing Standards No. 61, Communications with Audit
Committees. Ernst & Young LLP also provided to the Audit Committee the written disclosures regarding its
independence required by Independence Standards Board Standard No. 1, Independence Discussions with Audit
Committees. We also discussed with Ernst & Young LLP any relationships that may have an impact on their
objectivity and independence and satisfied ourselves as to Ernst & Young LLP�s independence. We also reviewed and
pre-approved the scope and fees for all audit and other services performed by Ernst & Young LLP for us; and
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•  met and reviewed with members of senior management and Ernst & Young LLP the certifications provided by the
Chief Executive Officer and the Chief Financial Officer under the Sarbanes-Oxley Act of 2002, the rules and
regulations of the Securities and Exchange Commission relating to these certifications and the overall certification
process.

Based on these reviews and discussions, the Audit Committee recommended to the Board of Directors that our audited consolidated financial
statements for 2005 and related reports on internal controls be included in our Annual Report on Form 10-K for the year ended December 31,
2005 filed with the Securities and Exchange Commission.

Submitted by the Audit Committee:
R. Paul Gray (Chair)
Christopher Causey
Christopher Patusky
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Stock Price Performance

The following table and graph set forth our total cumulative stockholder return as compared to the cumulative returns of the NASDAQ US Stock
Market Index and the NASDAQ Pharmaceutical Stocks Index. Total stockholder return assumes $100.00 invested at the beginning of the period
in our common stock, the stocks represented in the NASDAQ US Stock Market Index and the stocks represented in the NASDAQ
Pharmaceutical Stocks Index, respectively. Total return assumes reinvestment of dividends, although we have paid no dividends on our common
stock. The information on the graph covers the period from December 31, 2000 through December 31, 2005. Historical stock price information
shown on the graph below should not be relied upon as indicative of future stock price performance.

COMPARISON OF THE FIVE YEAR CUMULATIVE TOTAL RETURN

AMONG UNITED THERAPEUTICS CORPORATION,
THE NASDAQ US STOCK MARKET INDEX, AND
THE NASDAQ PHARMACEUTICAL STOCKS INDEX

12/31/00 12/31/01 12/31/02 12/31/03 12/31/04 12/31/05
United Therapeutics Corporation $ 100.00 $ 70.58 $ 113.22 $ 155.59 $ 306.10 $ 468.61
NASDAQ US Stock Market Index $ 100.00 $ 79.32 $ 54.84 $ 81.99 $ 89.22 $ 91.12
NASDAQ Pharmaceutical Stocks Index $ 100.00 $ 85.23 $ 55.07 $ 80.73 $ 85.98 $ 94.67
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Certain Relationships and Related Transactions

Marketing and Consulting Agreements

In February 2003, we entered into an agreement for the development, hosting and maintenance of our website www.Remodulin.com with The
Medical Learning Company, Inc., a company controlled by Raymond Kurzweil, who is one of three non-independent directors on our
eight-person Board of Directors. The Medical Learning Company, Inc., is a joint venture with the American Board of Family Practice, the
second largest medical specialty board in the United States, and has extensive experience in the design, development and maintenance of
Internet-based information resources for physicians. Pursuant to this Agreement, we paid The Medical Learning Company an initial payment of
$29,000 and agreed to pay a continuing payment of $2,000 per month for posting new information to and maintenance of the website. In
May 2005, this agreement was terminated. During 2005, we incurred approximately $16,000 under this agreement.

In September 2002, we entered into a technical services agreement with Kurzweil Technologies, Inc. (KTI), a company controlled by Raymond
Kurzweil. Pursuant to this agreement, we will pay KTI $40,000 monthly for consulting fees, additional sums for preapproved patent work, and
up to $1,000 monthly for reimbursement of expenses for certain telemedicine technology development services. In addition, we will pay KTI a
five percent royalty on certain sales of products reasonably attributed to and dependent upon technology developed by KTI under the technical
services agreement and which are covered by claims of an issued and unexpired United States patent(s). We may terminate this agreement upon
30 days advance notice to KTI and KTI may terminate this agreement upon 180 days advance notice to us. During 2005, we incurred
approximately $541,000 of fees and expenses related to this agreement, of which approximately $134,000 was payable to KTI at December 31,
2005. The Audit Committee of the Board of Directors approved this transaction.

We entered into an agreement in 2002 with Raymond Kurzweil to provide strategic consulting services in the field of telemedicine. The value of
the agreement is $10,000 annually. In 2002, we entered into an agreement with a company affiliated with Raymond Kurzweil with a total value
of $15,000. During 2005, we paid a total of $15,000 under these agreements.

Receivable from Executive Officer

In April 2002, we agreed to loan $1.3 million to Dr. Roger Jeffs, our President and Chief Operating Officer, to purchase his primary residence,
the principal and interest of which were fully repaid in May 2005. The loan and accrued interest were due at the end of five years or earlier, in
part or in full, if Dr. Jeffs obtained a mortgage on the property, exercised and sold any of our stock options, sold any of our stock, or sold the
property. Interest of 6.5 percent per year accrued on the note. The loan was secured by the property and all of our stock that Dr. Jeffs owned or
later acquired. The Audit Committee and the Compensation Committee of the Board of Directors, as well as the full Board of Directors,
approved this transaction. In June 2002, Dr. Jeffs was elected to the Board of Directors by our shareholders. During the year ended
December 31, 2005, Dr. Jeffs paid approximately $451,000 of outstanding interest and principal on the note. At December 31, 2005, the note
was fully repaid by Dr. Jeffs.

Research Agreement

In 2000, we entered into a research agreement with University of Oxford and an agreement for consulting services with Isis Innovation Limited
(formerly Oxford University Consulting) with respect to the development of our iminosugar platform. We incurred approximately $544,000 in
expenses during 2005 under these agreements. Under the research agreement, we are required to pay the University of Oxford a royalty equal to
1.5% percent of net sales of products arising from the research, less certain offsets. Professor Raymond Dwek, a director of United Therapeutics,
also serves as Chairman of the Department
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of Biochemistry at the University of Oxford, and is a co-discoverer of our iminosugar drug platform and a co-principal investigator under our
research agreement with University of Oxford. These agreements were originally entered into prior to the date that Professor Dwek became a
director of United Therapeutics, although they have subsequently been renewed. The Board of Directors has determined that Professor Dwek is
�independent� under Rule 4200(a)(15) of the NASDAQ listing standards.

Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Securities Exchange Act of 1934 requires our directors, executive officers and 10% stockholders to file reports of ownership
of our equity securities with the Securities and Exchange Commission and to furnish copies of all such reports to us. We routinely assist our
officers and directors in preparing and filing these reports. To our knowledge, based solely on review of the copies of such reports furnished to
it, we believe that for the fiscal year ended December 31, 2005, all such filing requirements were met.

Voting Procedures

Shares can be voted only if the stockholder is present in person or by proxy. Whether or not a stockholder plans to attend in person, he or she is
encouraged to sign and return the enclosed proxy card. Any proxy given pursuant to this solicitation may be revoked by the person giving it at
any time before its use by delivering to the Secretary of United Therapeutics at 1110 Spring Street, Silver Spring, Maryland 20910, a written
notice of revocation or a fully executed proxy bearing a later date, or by attending the meeting and voting in person. The representation in person
or by proxy of at least a majority of the outstanding shares entitled to vote is necessary to provide a quorum at the meeting. Abstentions, �broker
non-votes� (i.e., shares held by brokers or nominees that are represented at the meeting but with respect to which they have no discretionary
power to vote on a particular matter and have received no instructions from the beneficial owners thereof or persons entitled to vote thereon) and
proxies that are marked �without authority� with respect to the election of any one or more nominees for election as directors will be counted as
present in determining whether the quorum requirement is satisfied.

Directors are elected by a plurality of the affirmative votes cast at the Annual Meeting. �Plurality� means that the nominees who receive the largest
number of votes cast are elected as directors up to the maximum number of directors to be elected at the Annual Meeting. Consequently, any
shares represented at the Annual Meeting but not voted for any reason have no impact on the election of directors. Cumulative voting is not
permitted in the election of directors.

Independent Registered Public Accounting Firm

Ernst & Young LLP has acted as our independent registered public accounting firm since the Audit Committee of the Board of Directors
engaged the firm in September 2003 and has been selected by the Audit Committee to act as such for 2006. Representatives of Ernst & Young
LLP are expected to be present at the Annual Meeting and will have the opportunity to make a statement if they desire and to respond to
appropriate questions. In connection with the audit of the 2005 financial statements, we entered into an engagement agreement with Ernst &
Young LLP which set forth the terms by which Ernst & Young LLP will perform audit services for us. That agreement is subject to alternative
dispute resolution procedures and an exclusion of punitive damages.
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Principal Accountant Fees and Services

Fees for professional services provided by Ernst & Young LLP in each of the last two fiscal years in each of the following categories are:

2005 2004
Audit fees $ 401,000 $ 402,000
Audit-related fees � �
Tax fees 182,000 37,000
All other fees � �

$ 583,000 $ 439,000

Fees for audit services include fees associated with audit of our consolidated annual financial statements, reviews of interim consolidated
financial statements included in quarterly reports, accounting and financial reporting consultations and services in connection with registration
statements. Audit-related fees are fees billed for assurance and related services that are reasonably related to the performance of the audit or
review of our consolidated financial statements and are not reported as audit fees. Tax Fees are fees billed for professional services for tax
compliance, tax advice and tax planning. All other fees include fees for permitted products and services other than those classified as audit,
audit-related or tax.

The Audit Committee of the Board of Directors has considered and determined that the provision of non-audit services by Ernst & Young LLP
is compatible with maintaining Ernst & Young LLP�s independence. Since Ernst & Young LLP�s appointment as our independent registered
public accounting firm, the Audit Committee has pre-approved all of the services performed by Ernst & Young LLP.

Policy on Audit Committee Pre-Approval of Audit Services and Permissible Non-Audit Services of Independent Auditor

The Audit Committee�s policy is to pre-approve all audit and permissible non-audit services performed by the independent auditors. These
services may include audit services, audit-related services, tax services and other services. For audit services, the independent auditor provides
an engagement letter to the Audit Committee prior to December 31 of each year, outlining the scope of the proposed audit and related audit fees.
The Audit Committee reviews the letter, negotiates with and formally engages the auditor.

For non-audit services, our senior management may submit from time to time to the Audit Committee for approval non-audit services which it
recommends that the Audit Committee engage the independent auditor to provide. Our senior management and the independent auditor will each
confirm to the Audit Committee that each non-audit service is permissible under all applicable legal requirements. A budget, estimating
non-audit service spending for the fiscal year, will be provided to the Audit Committee along with the request. The Audit Committee must
approve both permissible non-audit services and the budget for such services. The Audit Committee will be informed routinely as to the
non-audit services actually provided by the independent registered public accounting firmpursuant to this pre-approval process.

The Audit Committee also delegates pre-approval authority to its Chairman. The Chairman reports any decisions made in accordance with such
authority to the Audit Committee at its next scheduled meeting.

30

Edgar Filing: CALIFORNIA WATER SERVICE GROUP - Form DEF 14A

Table of Contents 53



Stockholder Proposals

Stockholder proposals intended for inclusion in our proxy statement and form of proxy for the 2007 Annual Meeting of Stockholders must be
received by us by overnight mail, acceptance signature required, no later than January 8, 2007 and must otherwise comply with the rules of the
Securities and Exchange Commission for inclusion in our proxy statement and form of proxy relating to that meeting.

In order for a stockholder to bring other business before the 2007 annual stockholders meeting, timely notice must be given to us in advance of
the meeting. Such notice must be given no later than ninety (90) days nor more than one hundred and twenty (120) days before the 2007 annual
stockholders meeting unless notice of the date of that meeting is provided to the stockholders less than one hundred (100) days prior to the
meeting in which case notice of a proposal delivered by a stockholder must be received by our Secretary no later than ten days following the
date on which notice of the date of the 2007 annual stockholders meeting was mailed or disclosed to stockholders. Such notice must include a
description of the proposed business, the reason for conducting the proposed business at the meeting and other matters as specified in our
Amended and Restated Bylaws. These requirements are separate from and in addition to the requirements a stockholder must meet to have a
proposal included in our proxy statement. These time limits also apply in determining whether notice is timely for purposes of rules adopted by
the Securities and Exchange Commission relating to the exercise of discretionary voting authority by proxies designated by us. All notices of
proposals must be given by overnight mail, acceptance signature required, to United Therapeutics Corporation, Attention: Secretary, 1110
Spring Street, Silver Spring, Maryland 20910.

We will furnish a copy of our Amended and Restated Certificate of Incorporation or Amended and Restated Bylaws to any stockholder without
charge upon written request to the Corporate Secretary by the stockholder.

Director Nominations

In order for a stockholder to nominate a director for election at the 2007 Annual Meeting of Stockholders, our Amended and Restated Bylaws
require that the stockholder give timely detailed notice of the nomination to us in advance of the meeting. Such notice must be given no later
than ninety (90) days nor more than one hundred and twenty (120) days before the 2007 annual stockholders meeting unless notice of the date of
that meeting is provided to the stockholders less than one hundred (100) days prior to the meeting in which case notice of a proposal delivered
by a stockholder must be received by our Secretary no later than ten days following the date on which notice of the date of the 2007 annual
stockholders meeting was mailed or disclosed to stockholders. In addition, the notice must meet all other requirements contained in our
Amended and Restated Bylaws.

The Nominating and Governance Committee of the Board does not have a specific policy with respect to considering any director candidates
recommended by stockholders, believing that it is more appropriate to rely on our network of contacts for identifying and evaluating potential
director candidates. To be considered by the Nominating Committee, a director candidate shall meet the following minimum criteria:

•  personal and professional integrity;

•  a record of exceptional ability and judgment;

•  ability and willingness to devote the required amount of time to our affairs;

•  interest, capacity and willingness, in conjunction with the other members of the Board, to serve the long-term
interests of our stockholders;

•  reasonable knowledge of the fields of our operations, as well as familiarity with the principles of corporate
governance;

31

Edgar Filing: CALIFORNIA WATER SERVICE GROUP - Form DEF 14A

Table of Contents 54



•  expertise required by Board committees;

•  confidence that the candidate is capable of working constructively on the Board and with management; and

•  absence of any personal or professional relationships that would adversely affect their ability to serve the best
interests of our stockholders and United Therapeutics.

Once such potential nominees have been identified, the Nominating and Governance Committee, with the help of the General Counsel, screens
candidates, performs reference checks, prepares a biography of each candidate for the Nominating and Governance Committee to review and
conducts interviews. The Nominating and Governance Committee and our Chief Executive Officer interview the identified candidates and, in
accordance with its Charter, the Nominating and Governance Committee selects nominees that best suit the Board�s needs to recommend to the
full Board.

Annual Report

A copy of our Annual Report on Form 10-K for the year ended December 31, 2005 has been mailed concurrently with this Proxy Statement to
all stockholders entitled to notice of and to vote at the Annual Meeting. The Annual Report is not incorporated into this Proxy Statement and is
not considered proxy-soliciting material. In addition, stockholders may obtain additional copies of our Annual Report on Form 10-K for
the year ended December 31, 2005 as filed with the Securities and Exchange Commission without charge by mailing a request to United
Therapeutics Corporation, Attention: Vice President, Investor Relations, 1110 Spring Street, Silver Spring, Maryland 20910. The
Form 10-K includes certain exhibits that will be provided only upon payment of a fee covering our reasonable expenses.

Code of Ethics

We have a written Code of Conduct and Ethics that applies to our principal executive officer, principal financial officer, our principal accounting
officer and every other director, officer and employee of United Therapeutics. The Code of Conduct and Ethics is available on our Internet
website at www.unither.com. A copy of the Code of Conduct and Ethics will be provided free of charge by making a written request and mailing
it to our corporate headquarters to the attention of Investor Relations Department. If any amendment to, or a waiver from, a provision of the
Code of Conduct and Ethics that applies to the principal executive officer, principal financial officer and principal accounting officer is made,
such information will be posted on our Internet website at www.unither.com.

Other Matters

Management knows of no matters to be presented for action at the Annual Meeting other than as presented above. However, if any other matter
properly comes before the meeting, it is intended that the persons named in the accompanying form of proxy will vote on such matters in
accordance with their judgment of the best interests of United Therapeutics.

May 8, 2006
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UNITED THERAPEUTICS CORPORATION
Proxy for 2006 Annual Meeting of Stockholders to be Held on June 26, 2006
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The undersigned holder of the common stock of United Therapeutics Corporation hereby names, constitutes and appoints Martine A. Rothblatt
and Paul A. Mahon, and each of them, with full powers of substitution to act as true and lawful attorneys and proxies for the undersigned, and in
the place and stead of the undersigned to attend the 2006 Annual Meeting of the Stockholders of United Therapeutics Corporation to be held on
Monday, June 26, 2006 at 9:00 a.m. Eastern Time, and at any adjournment thereof, and to vote all the shares of Common Stock held of record in
the name of the undersigned on May 1, 2006, with all the powers that the undersigned would possess if the undersigned were personally present.

THIS PROXY IS BEING SOLICITED
ON BEHALF OF THE BOARD
OF DIRECTORS
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PLEASE DATE, SIGN AND MAIL THIS PROXY PROMPTLY
IN THE ENCLOSED REPLY ENVELOPE
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(Continued and to be SIGNED on the reverse side)
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1. Election of Class I Directors

Instructions: To withhold authority to vote for
any individual nominee, strike a line through
the nominee�s name.

FOR
all nominees listed,

except as marked to the
contrary

o

WITHHOLD
AUTHORITY
to vote for all

nominees listed

o

Nominees:

Class I:
Raymond Kurzweil
Martine A. Rothblatt
Louis W. Sullivan

THE BOARD OF DIRECTORS
UNANIMOUSLY RECOMMENDS A VOTE
FOR EACH OF THE NOMINEES NAMED
ABOVE.

Should the undersigned be present and elect to vote at the Annual Meeting or at any adjournment thereof and after notification to United Therapeutics at the
Annual Meeting of the stockholder�s decision to terminate this proxy, then the power of said attorneys and proxies shall be deemed terminated and of no further
force and effect.

2. The transaction of such other business as may properly come before the meeting and any and all adjournments thereof.

IF NO SPECIFIC DIRECTION IS GIVEN AS TO ANY OF THE ABOVE ITEMS, THIS PROXY WILL BE VOTED FOR EACH OF THE
NOMINEES NAMED IN PROPOSAL 1. IF ANY OTHER BUSINESS IS PRESENTED AT SUCH MEETING, THIS PROXY WILL BE VOTED BY
THE PROXIES IN THEIR JUDGEMENT. AT PRESENT TIME, THE BOARD OF DIRECTORS KNOWS OF NO OTHER BUSINESS TO BE
PRESENTED AT THE ANNUAL MEETING. THIS PROXY ALSO CONFERS DISCRETIONARY AUTHORITY ON THE PROXIES TO VOTE
WITH RESPECT TO THE ELECTION OF ANY PERSON AS DIRECTOR WHERE THE NOMINEES ARE UNABLE TO SERVE OR FOR GOOD
CAUSE WILL NOT SERVE AND MATTERS INCIDENT TO THE CONDUCT OF THE ANNUAL MEETING.

The undersigned acknowledges receipt from United Therapeutics prior to the execution of this proxy of the Notice of Annual Meeting of stockholders, a Proxy
Statement and the 2005 Annual Report to stockholders.

DATED STOCKHOLDER (print name)

STOCKHOLDER (sign name)

I do o do not o plan to attend the meeting. (Please check one.)

NOTE: Please sign exactly as the names(s) appear on this proxy card. When signing as attorney, executor, administrator, trustee or guardian, please give
your full title. If shares are held jointly, each holder should sign. If stockholder is a corporation, the signature should be that of an authorized officer,
who should indicate his or her title.
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