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IN THE. UNITED STATES DISTRICT COURT 
FOR THE. DISTRICT OF NEW HAMPSHIRE 

' . )  MDL Docket No. 02-1335-B 
IN RE TYCO INTERNATIONAL, LTD., j This Document Relates To: 
SECURITIES LITIGATION 1 Securities Action 

1 

CONSOLIDATED SECURITIES CLASS ACTION COMPLAINT 

Plaintiffs, by their attorneys, on behalf of themselves and the class they seek to represent, 

for their Consolidated Class Action Complaint (the "Complaintt'), make the following allegations 

against defendants Tyco International, Ltd. ("Tyco" or the "Company"), L. Dennis Kozlowski, . . 

MarkH. Swartz, Mark A. Belnick, Frank E. Walsh, Jr., Michael A. Ashcroft (the "Individual 

Defendants") (Tyco and the Individual Defendants are collectively refened to as the "Tyco 

Defendants"), and PricewaterhouseCoopers LLP ('TwC'') (Tyco Defendants and PwC are 

collectively referred to as "defendants"), upon information and belief (except as to allegations 

specifically pertaining to plaintiffs and their counsel, which are based on personal knowledge) 

based upon the thorough investigation conducted by and under the supervision of plaintiffs' 

counsel, which included reviewing and analyzing information and financial data relating to the - - 

relevant time period concerning Tyco and obtained from numerous public and proprietary 

sources (such as LEXIS-NEXIS, Dow Jones and Bloomberg), including, among other things, 

filings with the Securities and Exchange Commission (the "SEC"), publicly available annual 

reports, press releases, published interviews, news articles and other media reports (whether 

disseminated in print or by electronic media), and reports of securities analysts and investor 

advisory services, in order to obtain the information necessary to plead plaintiffs' claims with 

parficularity. Plaintiffs' investigation also included interviewing or consulting with numerous 



individuals, including former Tyco employees who worked at the Company during the "Class 

Period" (December 13,1999 through June 7,2002), and are knowledgeable about Tyco's 

business and operations andlor the industry and markets in which Tyco operates. Except as 

alleged herein, the underlying information relating to defendants' misconduct and the parficulars 

thereof are not available to plaintiffs and the public and lie exclusively within the possession and 

control of defendants and other insiders, thus preventing plaintiffs &om fixther detailing 

defendants' misconduct. Plainti& believe that further substantial evidentiary support will exist 

for the allegations set forth below after a reasonable o p p o d t y  for discovely. 

JURISDICTION AND VENUE 

1. This Court has jurisdiction over the subject matter of this action pursuant to 28 

U.S.C. Sections 1331 and 1337, Section22 of the Securities Act of 1933 ("Securities Act") [15 

U.S.C. 5 77~1, and Section 27 of the Securities Exchange Act of 1934 ('Exchange Act") [15 

U.S.C. 5 78aal. 

2. The claims asserted herein arise under Sections 11, 12(a) and 15 of the Securities 

Act 115 U.S.C. $5 77k, 771(2) and 7701, Sections lo@), 14,20(a) and 20A of the Exchange Act 

[15 U.S.C. 5 78j@), 78t(a), and 78t-11, and Rule lob-5 promulgated thereunder by the SEC [17 

C.F.R. 5 240.10b-51. 

3. In its Trahsfer Order dated August 14,2002, the Judicial Panel on Multidistrict 

Litigation transferred this action to this District for coordinated or consolidated pretrial 

proceedings. 

4. In connection with the acts, conduct and other wrongs alleged in this complaint, 

defendants, directly or indirectly, used the means and instrumentalities of interstate commerce 



including the mail, the internet, telephone communications and the facilities of national securities 
I 
\ exchanges. 

PARTIES 

A. PLAINTIFFS 

5. Lead Plaintiffs. Lead Plainriffs Plumbers and Pipefitters National Pension Fund, 

United Association General Officers Pension Plan, United Association Office Employees 

Pension Plan and ~ & t e d  Association Local Union Officers & Employees Pension Fund, 

Teachers Retirement System of Louisiana, Louisiana State Employees Retirement System, and 

Voyageur Asset Management purchased the securities of Tyco at artificially inflated prices 

during the Class Period, as set forth in the certifications that are attached hereto in Exhibit and 

were damaged thereby. The Court has previously designated these entities to serve as Lead- 

Plaintiffs pursuant to an Order dated November 20,2002. 

6 .  Additional P2aintzffs. Numerous additional plaintiffs purchased Tyco securities in 

the open market during the Class Period and were damaged thereby. Certain of these plaintiffs 

have signed appropriate certifications under the PSLRA (see Exhibit A), and, ifneeded, are 

willing and able to serve as class representatives. . . 

7. Defendant Tyco is a Bermuda corporation and holds itself out as a diversified 

manufacturing and services company. 

8. Defendant L. Dermis Kozlowski was Tyco's Chairman and Chief Executive 

Officer throughout the Class Period until June 3,2002. 



9. Defendant Mark H. Swartz was Tyco's Executive Vice-president and Chief 

1 
Financial Officer during the Class Period. Before his appointment as CFO, Swartz was Tyco's 

Director of Mergers and Acquisitions. Swartz became a Tyco Board member in 2001 and ranked 

as the highest paid CFO in the United States that year. According to research firm Equillar Inc., 

Swartz earned nearly $47 million in compensation in 2001, or nearly $15 million more than the 

next highest paid CFO, Richard Bressler of Viacom. 

10. Defendant Mark A. Belnick was Tyco's Executive Vice-president and Chief 

Corporate Counsel throughout the Class Period until June 12,2002. 

11. Defendant Frank E. Walsh, Jr. was a director of Tyco throughout the Class Period - 

until February 2002, when he did not stand for re-election to the Board. 

12. Defendant Michael A. Ashcroft was at all relevant times a Tyco director. 

Ashcroft became a director of Tyco through Tyco's acquisition of ADT, a security business 
j 

purchased by Tyco for $6 billion in 1997. 

13. ?be Individual Defendants were at all relevant times during the Class Period 

controlling persons of Tyco within the meaning of Section 15 of the Securities Act and Section 

20(a) of the Exchange Act. Because of the Individual Defendants' positions with the Company, - -- 

they had access to undisclosed adverse information about its business, operations, balance sheets, 

accounting policies, operational trends, financial condition, and present and future business 

prospects through, among other ways, access to internal corporate documents (including the 

Company's operating plans, budgets, forecasts and reports of actual operations compared 

thereto), conversations and connections with other corporate officers and employees, attendance 



at management meetings and meetings of the board and committees thereof, and through reports 

and other information provided to them in connection therewith. i 

14. It is appropriate to treat the individual Defendants as a group for pleading 

purposes and to presume that the false, misleading and incomplete information conveyed in the 

Company's public filings, press releases and other publications as alleged herein are the 

collective actions of the narrowly defined group of Individual Defendants identified above. Each 

of the Individual Defendants, by virtue of his high-level position with the Company, directly 

participated in the management of the Company, was directly involved in the day-to-day 

operations of the Company at the highest level and was privy to confidential proprietary 

information concerning the Company and its business, operations, prospects, growth, finances 

and financial condition as alleged herein. These defendants were involved in drafting, producing, 

reviewing, approving andlor disseminating the materially false and misleading statements and 

information alleged herein (including SEC filings, press releases and other publications), were 

aware of or recklessly disregarded that materially false or misleading statements were being 

issued regarding the Company, and nonetheless approved or ratified these statements in violation 

of the federal securities iaws. - - 

15. As officers, directors and controlling persons of apublicly held company whose 

common stock was, and is, registered with the SEC, traded on the New York Stock Exchange 

('NYSE"), and governed by the provisions of the federal securities laws, the Individual 

Defendants each had a duty to promptly disseminate accurate and truthful information with 

respect to the Company's financial condition and performance, growth, operations, financial 

statements, business, earnings, management, and present and future business prospects, and to 



correct any previously-issued statements that had become materially misleading or untrue, so that 

i 
the market price of the Company's publicly-traded securities would be based upon truthful and 

accurate information. The Individual Defendants' misrepresentations and omissions during the 

Class Period violated these specific requirements and obligations. 

16. The Individual Defendants participated in the drafting, preparation andlor 

approval of the various public and shareholder and investor reports and other communications 

concerning Tyco that are complained of herein and were aware of, or recklessly disregarded, the 

misstatements contained therein and the omissions therefrom, and were aware of their materially 

false and misleading nature. Because of their positions with Tyco, each of the Individual 

Defendants had access to adverse undisclosed information about Tyco's business prospects and 

financial condition and performance as particularized herein, and knew (or recklessly 

disregarded) that i e s e  adverse facts rendered the statements complained of herein materially 

i 
false and misleading. 

17. The Individual Defendants, because of their positions of control and authority as 

officers and controlling persons of the Company, were able to and did control the content of the 

various SEC filings, press releases and other public statements pertaining to the Company during - -- 

the Class Period. Each of the Individual Defendants was provided with copies of the documents 

alleged herein to be misleading prior to or shortly after their issuance andlor had the ability 

andfor o p p o d t y  to prevent their issuance or cause them to be corrected. Accordingly, each of 

the Individual Defendants is responsible for the accuracy of the public reports, releases and 

statements detailed herein and is therefore primarily liable for the representations contained 

therein. 



The Individual Defendants' Guidance To Securities Analysts 

18. The Individual Defendants also provided guidance to securities analysts and used 

analysts as a conduit (particularly through analyst conference calls) to provide materially false 

and misleading information to the securities markets. Tyco was followed by securities analysts 

employed by brokerage firms that throughout the Class Period reported information provided to 

them by the Individual Defendants and made recommendations concerning the Company's 

securities based on the information provided by the Individual Defendants. Among the securities 

firms that followed the Company during the Class Period were J.P. Morgan, Deutsche Bank, 

Alex Brown and UBS Warburg. In writing their reports, analysts reflected information provided - . 

by the Individual Defendants and the Individual Defendants' confirmation that information in the 

analysts' reports did not materially vary from the Individual Defendants' internal knowledge of 

the Company's current operations and hture prospects. 

19. Prior to and during the Class Period, it was the Company's frequent practice to 

have its top officers and key members of its management team, including the Individual 

Defendants, communicate regularly with securities analysts at the firms identified above (among 

others) on a regular basis to discuss, among other things, the Company's financial results, and to - - 

provide detailed guidance to these analysts with respect to the Company's business. These 

comunications included, but were not limited to, conference calls, meetings, analyst briefings 

and investor conferences where the Individual Defendants discussed relevant aspects of the 

Company's operations and financial prospects on, among others, the following dates: January 18, 

2000, April 18,2000, June 28,2000, July 19,2000, October 24,2000, November 14,2000, 

January 17,2001, March 13,2001, April 18,2001, May 30,2001, July 18,2001, August 3,2001, 



September 11,2001, October 18,2001, November 15,2001, January 15,2002, January 22,2002, 

I 
February 6,2002, February 13,2002, February 26,2002, March 5,2002, March 12,2002, March 

19,2002, April, 2,2002, April 25,2002, April 30,2002, May 16,2002, and June 7,2002. The 

Individual Defendants knew that by participating in these regular and direct communications 

with analysts, the Company disseminated information to the investing community, and that 

investors relied and acted on such information by purchasing and selling the Company's 

securities. 

20. Many of the analyst reports issued during the Class Period were remarkably 

similar or reported substzntially the same facts after meetings with the Company. This confirms 

that the information contained in analyst reports came from Tyco and the Individual Defendants. 

21. The Individual Defendants engaged in the above-referenced communications with 

analysts to cause or encourage them to issue favorable reports concerning Tyco, and used these 

communications to present the operations and prospects of Tyco to the marketplace in a falsely 

favorable light to artificially inflate the market price of Tyco securities. Tyco also endorsed the 

reports of analysts, adopted them as its own, and placed its imprimatur on them as well as on the 

projections, forecasts, and statements contained therein, as set forth in more detail below. 

Despite their duty to do so, the Individual Defendants failed to correct these statements during 

the Class Period. 

22. The investment community, and in turn investors, relied and acted on the 

information communicated in these written reports that recommended that investors purchase 

Tyco securities. The Individual Defendants manipulated and inflated the market price of Tyco 

securities by falsely presenting to analysts, through regular meetings, and during both telephonic 

8 



and written communications, the prospects of the Company, as well as by failing to disclose the 

h e  adverse information about the Company that was known only to them. 

23. Each of the Individual Defendants is liable as a participant in the fraudulent 

scheme and course of business that operated as a fraud or deceit on purchasers of Tyco securities 

by disseminating materially false and misleading statements a d o r  concealing material adverse 

facts. 

C. DEFENDANT PRICEWATERBOUSECOOPERS 

24. Defendant PwC, which is headquartered in New York City, acted as the 

Company's purportedly independent outside auditor at all relevant times during the Class Period. - . 

PwC audited Tyco's materially false and misleading financial statements during the Class Period 

and issued materially false and misleading opinions on those financial statements. Additionally, 

PwC consented to the use of its unqualified opinions on Tyco's financial statements and in 

Tyco's reports and Registration Statements and Prospectuses filed with the SEC and otherwise 

disseminated to the investing public. 

DEFENDANTS' WRONGFUL COURSE OF CONDUCT 

25. Throughout the Class Period, defendants failed to disclose and falsely denied the - -- 

falsification of Tyco's financial reporting, reported acquisition costs, and the purported success 

of its acquisition strategy. Defendants also failed to disclose the looting of the Company by its 

senior executives who were conducting Tyco as a criminal enterprise. Tyco has admitted that 

during the Class Period it, among other things: 

(1) failed to disclose that it was engaged in "a pattern of aggressive accounting 
which. . . was intended to increase reported earnings above what they would have been if 
more conservative accounting had been employed" (Section A below); 



(2) misrepresented that growth was "organic," and failed to disclose that it 
engineered financial results through a wide variety of improper accounting procedures, 
including the widespread use of undocumented journal entries (Section A.l below); 

(3) failed to disclose that senior management "exerted pressure" on and "provided 
incentives" to employees to artificially inflate reported earnings (Sections A.l.b, B.l, B.2, 
B.3 and B.4 below); 

(4) failed to disclose that it paid off executives at companies to be acquired by 
Tyco to incentivize them to manipulate their financial reporting before the acquisition to 
create the false appearance of superior earnings for Tyco after the acquisition (Sections 
A.l.b, below); 

(5) failed to disclose "a number of accounting entries that were incorrect and 
required correction" (Section A.1 .a below); 

(6) failed to disclose a number of material related party transactions, including (a) .- 
"abuse of [Tyco's] employee relocation loan program"; @) "unapproved bonuses"; (c) 
"compensation arrangements"; (d) "perquisites"; and (e) "self-dealing transactions" 
(Sections A.l.b, B below); 

(7) failed to disclose that it artificially inflated the Company's earnings by 
engaging in "Financial Engineering" and the improper manipulation of accounting 
reserves (Section A.1.d below); 

(8) failed to disclose that Tyco's earnings were inflated as a result of the failure to 
timely recognize expenses, including an impairment in the value of reported goodwill 
(Section A. 1 .e below); 

(9) failed to disclose that it improperly included excess "reimbursements" - 
received by its home security business (ADT) in the Company's earnings rather than - .- 
recognizing such payments over the life of the contract; Tyco has now admitted that the 
cumulative effect of the "reimbursements" recorded in years prior to fiscal 2002 in excess 
of costs incurred, net of the effect of the appropriate recognition of such payments, totaled 
approximately $1 86 million (Section A.1.f below); 

(10) failed to disclose contingent liabilities and significant risks and uncertainties 
(Section A.1.g below); 

(1 1) failed to disclose the effects of Tyco's numerous (approximately 700) 
undisclosed acquisitions (Section A.2 below); and 



(12) failed to disclose that it improperly withheld incriminating responsive 
documents iiom the SEC during that agency's 1999-2000 inquiry into Tyco's accounting 
practices (Section A.1.3 below). 

j 

A. Material Omitted Information Concerning the Falsification of Tyco's 
Financial Reporting, Reported Acquisition Costs, and the Purported Success 
of its Acquisition Strategy 

26. Throughout the Class Period, the Tyco Defendants touted Tyco's financial 

success, falsely stating that it arose "organically" out of "synergies" created by the management 

strategies that Tyco applied to the companies it acquired. In fact, Tyco's financial reporting was 

falsified in myriad ways to create the appearance of financial success through an intentional and 

undisclosed scheme to inflate financial results, as Tyco has now admitted after the close of the 

Class Period. The nature of this scheme was never disclosed to investors during the Class 

Period. To the contrary, the Tyco Defendants falsely and repeatedly represented that there was 

no accounting manipulation at Tyco. As a result, throughout the Class Period, ail of Tyco's 

periodic reports of earnings and revenues and its financial projections given to investors and 

securities analysts were materially false and misleading and omitted material information. 

27. As the Company has ~ecently admitted in its Form 8-K filed on December 30, 

2002 (the "December Report"), during at least the five years preceding defendant Kozlowski's - 

resignation in June 2002, Tyco pursued a "pattern of aggressive accounting" that was "intended" 

to "increase current earnings above what they would have been if a more conservative accounting 

approach had been followed." The Company has also admitted that there were instances when 

senior management "exerted pressure and provided incentives which had the purpose and effect 

of encouraging unit and segment officers to achieve higher earnings, including in some cases by 

their choice of accounting treatments." 



28. The admissions in the December Report were largely based on the findings of 

( 
Boies Schiller & Flexner (the "Boies firm"), a law firm retained by Tyco to conduct an internal 

investigation. As described in the December Report, the investigation by the Boies fum was 

limited. Thus, the material admissions that Tyco made in the wake of the investigation 

represent the proverbial "tip of theiceberg." The December Report states that the investigation 

was principally restricted to "the integrity of the company's financials and the possible existence 

of systemic or significant fiaud, or other improper accounting:that would materially adversely 

affect the Company's reported earnings or cash flow &om operations in 2003 or tlzereafter" 

(emphasis added). Thus, the Company's past financial statements were not examined to see 

whether they were false, and indeed the adjustments that did result &om the investigation were 

largely recorded in fiscal year 2002, which ended on September 30,2002. As Tyco admits: "the 

Company has not sought to go hack and identify every accounting decision and every corporate 
i 

act over a multi-year period that was wrong or questionable, or whether there was a preferable 

accounting treatment among the alternative accounting treatments available under generally 

accepted accounting principles (GAAP)." Such an examination was deemed "impossible" in the 

December Report, which stresses that "documentation was not always available; the 

documentation that was available was often dispersed." 

29. The investigation was also limited because of the "Company's past failure to 

document many decisions contemporaneously." Journal entries' were apparently used to 

Journal entries are records made to change numerical account balances in a company's 
accounting system. Standard internal control practices and procedures require that journal entries 
include: (1) an explanation as to why account balances are being changed; (2) the date of the 
journal entry; (3) the identification the preparer of the journal entry; and (4) the identification of 
management who approved the recording of the journal entry. 



engineer desired financial results and in many cases to lack any documentation, without any 

description of the entry, who made it, prepared it, or approved it. 

30. In addition, according to the December Report: 

the accounting for fifteen large transactions, the selection of which was made after 
consultation with the SEC staff, has been reviewed in detail. Of the fifteen, three 
of the transactions (AMP, Surgical, and Keystone) were accounted for under the 
pooling of interests method. The remaining twelve (Shemood, Malliickrodt, 
Carlisle Plastics, Thomas & Betts, SSI, Raychem, Central Sprinkler, AFC Cable, 
Scott Tech, Simplex, Sensormatic, and Wells Fargo) were accounted for under the 
purchase accounting method. 

Although it states that "[d]unhg the period 1999-2002, Tyco completed more than 700 

acquisitions," the December Report considered only 15 of those deals "where there was sufficient 

documentation on the nature of the reserve to reach a conclusion." 

3 1. Moreover, at least with respect to the Company's purchase accounting, the 

December Report concludes that there was "a notable lack of documentation supporting the 

establishment and utilization of reserves and a pattern of aggressive purch.ase accounting." 

32. Even as to this circumscribed subset of transactions for which "sufficient 

documentation" was available to permit examination, virtually all of the conclusions in the 

December Report are phrased as follows: "On the basis of irzforr~zatiorz currerztly available, the 

Company with the concrtrrerrce of its az~ditors has concluded that the accounting treatment. 

should not be revised." Or: "there is not rzoiv sufficient evidence to warrant changing" the 

accounting treatment previously given (emphasis added). 

33. Indeed, the December Report acknowledges that "the Company in general 

suffered from poor documentation; inadequate policies and procedures to prevent the misconduct, 

of senior executives that occurred; inadequate procedures for proper corporate authorizations; 



inadequate approval procedures and documentation; a lack of oversight by senior management at 

( 
the corporate level; a pattern of using aggressive accounting that, even when not erroneous, was 

undertaken with the purpose and effect of increasing reported results above what they would 

have been if more conservative accounting were used; pressure on, and inducements to, segment 

and unit managers to increase cwrent earnings, including by decisions as to what accounting 

treatment to employ." The December Report also acknowledges that Tyco's Fonn 8-K filed on 

September 17,2002 (the "September Report") contained admissions of "evidence of intentional 

iiaud." 

34. The December Report admits the existence of pay-offs to executives at companies 

to be acquired by Tyco, and that the financial reporting of the to-be-acquired companies was 

manipulated by Tyco in advance of the acquisitions to create the false appearance of superior 

eamings and management by Tyco after the acquisitions. Moreover, the December Report 
( 

concludes that there were "instances" where Tyco's prior management paid off executives at 

acquired companies "to influence the management of an acquisition target into adopting 

accounting treatments that 'over-accrued' expenses prior to an acquisition's consummation or 

otherwise exceeded what was permitted by GAAP." 

35. Despite their limitations, the September and December Reports amply document 

numerous instances of a previously undisclosed pattern of company-wide accounting iiaud. For 

example, the December Report states that: 

in 1999 a controller for one of [Tyco'sl Fire & Security business units prepared - - - - - 
and gave a presentation to the subsidiary's operating managers relating to what 
was entitled "Acquisition Balance Sheet Opportunities." [The controller] urged - - . . 

[the managers] to "be aggressive in determining exposures; determine reserves 
with worst case scenario; have a strong story to tell regarding each reserve; 



book the reserves on the acquired company's financial system; use the owner 
for ideas; improve on your estimates." [The controller] also told [the] audience 
to "be aggressive in determining the reductions of the asset," and "create 
stories to back the reductions." Fmphasis added.] 

36. The December Report also states that one version of the presentation (which has 

not yet been made available to the public) has a marginal notation adjacent to this comment as 

follows: "Be Careful!! - I  wouldn't want this to get out." (emphasis added). In addition, 

opposite the comment "Severance - if immaterial, our existing business - include fiinge at high 

rate," there is a handwritten notation that states, "I would strongly recommend Never to put 

this in writing!!" (Emphasis added). 

37. With respect to "transitioning the acquired company" by creating reserves to cover 

one-time costs, the presentation stated, "being aggressive in our estimates mill allow us to be 

aggressive in the cost we apply." (Emphasis added). It also stated, "keep the reserve 

descriptions within the accounting rules but stretch the expenditures that go in." (Emphasis i 

added). 

38. A similar document cited in the December Report summarizes a September 18, 

1998 Tyco presentation on the US Surgical merger (which document has not yet been made - .- 

available to the public) that closed on October 1,1998. In a section called "Synergies 

Summary," the presentation indicated that with 'Financial Engineering," Tyco could recognize 

$72 million in 1999, $52 million in 2001 and $52 million in 2002. 

39. An August 17,1998 memorandum cited in the December Report (which 

document has not yet been made available to the public) identified similar means to achieve 

EBlT (''Earnings Before Interest and Taxes") goals for US Surgical in the first year after the 



merger. The memo lists numerous cost-savings measures, and reaches a "total savings before 

financial engineering" of $145.4 million. The memo also suggests $64.6 million in "financial 

engineering" categories, including plans to "over-accrue expenses in 43 before closing," and to 

"accrue in advance rebates." 

40. Another document that has not yet been made avaiIable to the public, dated 

September 10,1996, discusses "Carlisle Plastics -Financial Engineering and Purchase 

Accounting." The memo and attachments define "financial engineering" as "pre-merger entries" 

and "purchase accounting" items as "post-merger entries." A "Discussion Items" attachment 

states, 'ke'll book additional 'Financial Engineering' reserves in July with the objective of 

having a break even month. This way we won't raise any flags with the Lender reporting. The 

balance of the reserves will be booked in August." According to the December Report, the 

equity balance sheet attachment for the Carlisle acquisition contemplates $26,440,000 in 
/ 
\ 

"financial engineering," thereby reducing pre-merger earnings by that amount. The detailed 

schedule. demonstrates that the overwhelming portion of the financial engineering was to be in 

the month just before the consummation of the merger. 

41. The December Report also admits: . . 

Tyco's aggressive accounting in the past was not neutral as to the timing of the 
recotmition of revenues and exuenses. The Companv, for example, devoted - * - -  - - 
considerably less attention to identifyrng appropriate accounting adjustments that 
would reduce reported earnings in the period immediately after an acquisition than - 
it devoted to identifying appropriate accounting adjustments that would increase 
reported earnings after an acquisition. 

42. Moreover, the December Report admits that: 

there were instances where prior management appeared to influence the 
management of an acquisition target into adopting accounting treatments that 



"over-accrued" expenses prior to an acquisition's consummation or otherwise 
exceeded what was permitted by GAAP. For example, in the month before the 
merger, US Surgical accrued $1 8.7 million for potential legal fees related to 
on-going patent defenses and other items. The Company later reduced this amount 
by $18.2 million, in the same period, as a result of discussions with the 
Company's external auditors [defendant PwC], because it concluded that the 
initial accrual did not represent a reasonable estimate of legal fees. As set forth 
below, in a number of instances the accounting treatment applied to certain 
transactions in the Company's reported financials was erroneous. 

43. The Tyco Defendants' scheme to manipulate Tyco's financial results is confumed 

by the Company's recent announcement that first quarter profit fell 32% in fiscal 2003. This is in 

stark contrast to the manipulated financial results released by the Company throughout the Class 

Period. 

44. Indeed, the Tyco Defendants continue to manipulate Tyco's income statement. 

According to a January 2 1,2003 article in THE WALL STREET JOURNAL, Tyco "delayed paying 

many annual bonuses that were due to be awarded in its fiscal first quarter ended Dec. 3 1, a move 

that likely boosted its cash flow in the quarter by a significant sum." In fact, Tyco confirmed that 
( 

$200 million in employee bonuses typically paid in the h s t  quarter were in fact delayed, such 

that they were not recorded in the first fiscal quarter. 

1. Tyco's Materially False And Misleading . . 

Financial Statements and Financial Disclosures ' 

45. During the Class Period, Tyco represented that each of the financial statements it 

issued to investors was prepared in accordance with GAAP and the rules and regulations of the 

SEC. These representations were materially false and misleading because, as Tyco has now 

admitted, the Tyco Defendants knowingly or recklessly employed numerous deceptive 



accounting practices over an extended period of time that were intended to artificially increase 

( 
reported current earnings. 

46. Despite this admission, Tyco baselessly contends that the Tyco Defendants' 

deliberate and long-standing attempts to inflate the Company's operating results did not result in 

a "significant or systematic fraud affecting Tyco's prior financial statements." This conclusion is 

flatly inconsistent with Tyco's recognition of the following in the December Report and the 

Company's fiscal 2002 Form 10-K: (1) "a number of accounting entries tltat were incorrect 

and required"; (2) the "aggressive accountingprcrsued byprior senior rrtanager~zertt"; (3) 

"breakdotvrzs of ilrterrml control which occurred during fiscal 2002"; (4) "abuse of ortr 

employee relocation loan programs"; (5 )  "uizapproved bonuses"; (6) "rartdisclosed 

co~npertsatioiz arrartgenrerrts"; (7) "urrreportedperqrcisites"; (8) "self-dealing transactions"; 

(9)  "a lack of a stated and demonstrable commitment by former senior management to set 

appropriate standards of etlrics, integri9, accorrtti~rg, and corporate governartce"; and (10) 

"other nrisrrses of corporate tricst." (Emphasis added). 

47. In addition to the foregoing, Tyco has also admitted: (1) instances in which 

senior manageniemt "exerted pressure" and "provided incentives" to report higher earnings; - .- 

(2) the recording and manipulation of '%inancia1 Engineering" reserves; (3)  instances in which 

Tyco's management pressured the management of an acquisition target into adopting accounting 

treatments that violated GAAP; and (4) a '>attern"of "aggressive" accozmting over aperiod of  

years. [Emphasis added]. 

48. Plaintiffs' securities litigation against Tyco, a s  well as media coverage of the Tyco 

scandal, have in turn prompted: (1) irtvestigations by tlte US. Attorney, tlte SEC, the District 



Attormy for New York Corcrzty, and the State of New Hanzpshire Bureau of Securities 

Regrrlation; (2) the replacement of Tyco's entire Board of Directors; (3) the termination and 

crinzirzal irzdictnzent of Tyco's former Chief Executive Officer, Chief Financial Officer, and 

Chief Corporate Counsel; and (4) t1zegrciltyplea of one of Tyco's fornzer outsidedirectors in 

New York County in cortrrectiorr with accepting art improper $20 nzillion payment. See 

December Report; 2002 F o m  10-K: 

49. The undisputed facts that constitute a pattern of acts of corporate misconduct at 

the Company belie Tyco's current representation that there "was no significant or systemic fraud 

affecting Tyco's prior financial siatements." 

a. Tyco's Admission That It Issued Materially False and 
Misleading Financial Statements During The Class Period 

50. At all relevant times during the Class Period, each of Tyco's financial statements 

was represented to have been prepared in accordance with GAAP.2 These representations were 

materially false and misleading because Tyco'sfi~zancial statenrents artificially and improper& 

inflated the Conzpa~zy 's operating resrdts and failed to disclose nrmerous acts of sew-dealing, 

ivhiclz are currently beingprosecrrted as violations of US. and state cri~ni~ral laws. 
. . - 

51. By failing to file financial statements with the SEC that conformed to GAAP (and 

the rules and regulations of the SEC), the Tyco Defendants repeatedly disseminated hancial 

statements that are "presumed to be misleading or ina~curate."~ In fact, Tyco's actual hancial 

GAAP are those principles recognized by the accounting profession as the conventions, 
rules and procedures necessary to define accepted accounting practice at a particular time. 

Regulation S-X (17 C.F.R. !j 210.4-01(a)(l)) states that financial statements filedwith 
the SEC that are not prepared in conformity with GAAP are presumed to be misleading and 
inaccurate. 



performance was materially distofted and its Class Period financial statements were materially 

i false md misleading, as defendants knew or recklessly ignored. 

52. In an apparent attempt to shield itself and defendant PwC from liability, Tyco has 

also now concluded that: 

[ f i e  incorrect accourttirrg entries and treat~nents are not irzdividrrallv or in the 
aggregate material Yo the overallfinarrcial staternerrts of Tyco. [Emphasis 
added.] 

53. Contrary to this assertion, the "incorrect accounting entries and treatment" are 

indeed material. First, Tyco's restatements have been limited by a lack of documentation and by 

an intemal investigation into the Company's accounting matters that was "selected" in scope. By .- 

the Company's own admission, these factors "limited the conclusions that could be drawn 

concerning individual accounting treatments in any event." Second, Tyco's restatements of its 

interim 2002 financial statements are admissions, in and of themselves, that those financial 

statements were materially misstated. GAAP provides that the retroactive restatement of 

previously-issued financial statements is appropriate only when those statements were materially 

misstated when i s~ued .~  

54. In fact, Tyco has admitted that during the quarter ended December 31,2001, - .- 

Tyco's pre-tax incortre was overstated by more than 21 %. During the quarter ended March 31, 

2002, Tyco understated its reported loss by more 71 %, and for the quarter ended Jz61re 30, 

2002, Tyco's reportedpre-tax income of $150.6 rnillion was restated to a & of $236.1 

million. 

See generally Accounting Principles Board ('W'B") Opinion No. 20,1/1/ 13,38. 
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55. For example, Tyco's actual net loss for the quarter ended March 31,2002 was 

$3.22 per diluted common share, not $0.96 as originally reported. Accordingly, Tyco's March 

31,2002 Form 10-Q filed with the SEC, which represented that "in the opinion of management, 

such financial statements include all adjustments, consisting only of normal recuning 

adjustments, necessary to summarize fairly the Company's financial position and results of 

operations," was materially false and misleading. 

56. Concerning the false financial statements that Tyco issued before fiscal 2002, 

Tyco's 2002 Form 10-K disclosed: 

As a result of the Phase 2 Review, the Company identified certain adjustments 
relating to years preceding fiscal 2002. Such adjustments were recorded in the 
first quarter of fiscal 2002, md  are discussed further below. 

CHARGES RELATING TO PRIOR YEARS RECORDED IN FISCAL 2002-- 

During the fourth quarter of fiscal 2002, the Company identified various 
adjustments relating to prior year financial statements. Marzagenzerzt concluded 
the effects o f  these adirtstrtzerzts, as well as any unrecordedproposed audit 
adjustmerzts, were not rnaterial irzdividuallv or in the aperepate to the current 
year or any prior year. Accordirzgly, prior yearfirzancial statements have not 
been restated. Instead, these adjustments, which aggregate $261.6 million on a 
pre-tax income basis or $199.7 million on an after-tax income basis, have been 
recorded effective October 1,2001. The nature and amounts of these adjustments 
are principally as follows: The Company determined the amounts reimbursed. - .- 
&om dealers under ADT's authorized dealer program exceeded the costs actually 
incurred. The cumulative effect of reimbursements recorded in years prior to 
fiscal 2002 in excess of costs incurred, net of the effect of the deferred credit, 
which would have been amortized as described further in Note 1, is $1 85.9 
million. [Emphasis added.] 

57. Tyco's conclusion - that the effects of the adjustments in question were not 

material individually or in the aggregate - is untrue. For example, $98.8 million of the $185.9 



million "adjustmenY for ADT reimbursements related to fiscal 2001.' During fiscal 2001, Tyco 

reported that the operating income of its Fire and Security Services segment, after restructuring 

and other charges, totaled $1,207.7 mi l l i~n .~  Accordingly, the operating income of Tyco's Fire 

and Security Services segment for fiscal 2001 was overstated by approximately 9%.7 

58. An approximately nine percent overstatement of a company's reported segment's 

operating income is, at least individually, a material overstatement. Nonetheless; Tyco, in 

violation of GAAP, failed to restate its fiscal 2001 financial statements because its management 

concluded such overstatement is "rzot material iizdividrrallv or in the aggregate to the current 

year or any prior year" (emphasis added). 

59. As the SEC's Staff Accounting Bulletin ("SAW) No. 9g8 provides: 

Evaluation of materiality requires a registrant and its auditor to consider all the 
relevant circumstances, and the staff believes that there are numerous 
circumstances in which rtzisstatettzents below 5% could well be ttzaterial. 
Qrtalitative factors may cause misstatertzents of qztantitatively small a~tzoztrzts to 
be material; as stated in the auditing literature: 

As a result of the interaction of auantitative and aualitative considerations 
in materiality judgments, misstatements of relatively small amounts that 
come to the auditor's attention could have a material effect on the financial 
statements. 

. . 

TYCO'S Fire and Security Services segment includes the results of ADT. 

TYCO'S 2002 Form 10-K indicates the reported $1,289.2 million in operating income for 
its Fire and Security Services Segment excludes restructuring, other unusual, and impairment 
charges of $81.5 million. Reducing Tyco's reported $1,289.2 million in operating income for its 
Fire and Security Senices Segment by the excluded charges yields $1,207.7 million. 

' The Fire and Security Services segment's purported operating income for 2001 of 
$1,207.7 million less the admitted overstatement of $98.8 million totals $1,108.9 million. $98.8 
million divided by $1,108.9 million equals an overstatement of approximately 9%. 

17 C.F.R. Part 21 1. 



Among the considerations that may well render material a quantitatively 
small misstatement of a financial statement item are - 

. Whether the misstatement arises from an item capable of precise 
measurement or whether it arises &om an estimate and, if so, the degree of 
imprecision inherent in the estimate. 

. Wzetlter the misstaterrtertt masks a cltange in earnings or other trends. 

. IUtetlter the rnisstaterttent hides a failure to meet analysts' co~tsertsus 
evpectatiws for the enterprise. 

. Wtetlter tlte ntisstaternent clzanges a loss into income or vice versa 

. Whetlter tlte ntisstatelnent concerns a segntertt or otherportion of the 
registrartt's busirtess that has been identified asplaying a sigstifica~tt 
role in ZIte registrant's operations orprofitability. .- . 

e Whether the misstatement affects the registrant's compliance with 
regulatory requirements. 

Whether the misstatement affects the registrant's compliance with loan 
covenants or other contractual requirements. 

. Whether the misstatement has the effect of increasing management's 
compensation - for example, by satisfLing requirements for the award of 
bonuses or other forms of incentive compensation. 

. WIietlrer the misstatement i~tvolves concealrrtent of an urtlmvff~l 
trartsaction. 

This is not an exhaustive list of the circumstances that may affect the materiality 
of a quantitatively small misstatement. 

[Footnotes deleted, bolded italics added.] 

60. If management's conduct demonstrates a lack of integrity or candor, that lack of 

integrity or candor is relevant to an investor and thus material, even if the conduct itself was not 



financially significant to the company? Accordingly, the nine percent overstatement of operating 

j income for Tyco's Fire and Security Senices segment is material. 

61. Indeed, Tyco has adnzifted tlrat the Tyco Defendants engaged in rzunrerozrs 

'ffi~zatrcial e~rgineerirtg"practices tlrat were 'cundertake~z rvitlt the prtrpose and effect of 

increasi~rg reported resrrlts." In addition, the December Report concluded that "'[d]uring at 

least the five years preceding Kozlowski's resignation, Tyco pzrrsued a paftern of aggressive 

accounting that was intended, within the range of accounting permitted by GAAP, to increase 
,- 

current earnings above what they would have been if a more conservative accou&ng approach 

had been followed" (emphasis added). 

62. All these facts belie Tyco's denials that it engaged in fraud or materially misstated 

its Class Period financial statements. Tyco's position in the December Report that "aggressive 

accounting is not necessarily improper accounting" - that certain of its accounting practices may 

i 
have been "aggressive" but not improper - is untrue. 

63. Because it urgently needed financing in the face of an imminent cash crunch, Tyco 

was strongly motivated to minimize reporting of its improper accounting practices prior to and 

during the Class Period. According to a November 15,2002 report on T71e Street~oin: 

Tyco (TYC:NYSE) will be glad to bid farewell to this year. But believe it or not, 
2003 could be even worse for the trorrbled conglomerate. 

Next year, Ed Breen, the ex-Motorola (M0T:NYSE) executive who recently 
replaced the disgraced Dennis Kozlowski as CEO, nzustfilzd a way to pay back 
nearly $I2 billion i n  debt and otlzer obligations tlrat fall due. If  the size of the 
debt morrntain weren'tproble~n enortglr, Breerr 's task is made more arduous by 
a strict legalprovision that corrld conzplicate any efforts by Tyco topledge assets 
to secure loam from risk-averse lenders. 

See, e.g., SEC v. Jos. Schlitz Brewing Co., 452 F. Supp. 824,830 (E.D. Wis. 1978). 
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This potential legal thicket is important, because it's no exaggeration to say that 
Tyco'sfictrtre now lies in the hands of its banks and bond creditors. Tyco's cash 
crunch was eased after it sold its commercial lender CIT (C1T:NYSE) for $4.4 
billion in July, and the company has $6.5 billion of cash on its balance sheet. 
Yet even with that cash on hand, the company's maturity schedule looks daunting. 

But a look at the company's demanding debt-repayment schedule suggests Tyco's 
next bout of trouble may come quite a bit sooner. The company nzrtst repay 
nearly $3.9 billion of bank debt tlzat comes due in Febrrcary [2003], the same 
inorztlz tlzat investors have the right to dettzaizd tlzat Tyco repay $2.3 billion of 
convertible bonds - an obligation Tyco can meet in stock or cash. 

There could be as much as $1.85 billiorz of bond debt coining drce in the second 
and third quarters of 2003, though the actual sum may have been reduced by debt 
repurchases. Then, in the fourth quarter, holders of another convertible issue have 
the right to redeem tfieir securities for $3.6 billion in cash. 

At the same time, cash &om operations looks anemic. All those obligations add 
up to $11.7 billion. In fiscal 2003 ending next September, Tyco expects $2.5 
billion to $3 billion of fTee cash flow, which is a company-devised measure of 
cash flow that factors in capital spending but excludes other types of cash 
outflows. The company hasn't updated its guidance for the last quarter of 
calendar 2003, though in an August regulatory filing Tyco indicated it expected to 
bring in cash flow of around $700 million for that period. Previous cash flow 
guidance provided by Tyco has proved to be generous, however. 

If Tyco were to pay its February convertible back in stock, its cash obligations 
would be $9.4 billion, which more or less matches cash flow plus cash in hand. 

Lemon Fresh 

Clearly, that's too close for comfort. No srtrprise, tlzerz, tlzat Tyco is talking to its 
banks to gain sorrtejinarzcial breatlzing room. On a third-qrcarter earnings 
conferetzce call in October, Tyco's Breen said that dealing with tlzefirtartciizg 
issue 'cco~ztinues to be our top priority," and added that he hopes to have a deal 
with the banks "well in advance of orrr February maturities." 

The market is eager to see details of a bank deal. "The clock is ticking, as far as I 
am concerned," says Cynthia Wemeth, the analyst at the Standard & Poor's rating 
agency who covers Tyco. "1 would hope we see something soon." 



The other important factors in the bank negotiations are the status artdJi~zdirzgs 
of the SEC and Manhaftan DA iizvestigatiorrs o f  Tyco. These may not be 
completed before February. If they're not, the t i re i t  that the nrobes will turn up 
evidence o f  accornttinp fraud afier Februaw is one more arertment for ivltv the 
banks ivill be ultracautious when decidi~tp whether to roll over their loans. 

The cornparty has itself appointed experts and lawyers to conduct its olvn 
iirternal accounting investigation, and it is urobablv izo~irzp that if it finds no 
serious fraud, the banks will be nlacafed However, the banks might doubt the 
thoroughness of the probe after .the third-quarter conference call, when David 
Boies, the outside lawyer overseeing the probe, said "we're obviously not 
reauditing the company and going through every single accounting issue." 

[Emphasis added]. 

64. Whatever Tyco's motivation for minimizing its Class Period restatements, Tyco's 

. -- 
pattern of "aggressive" accounting did in fact violate GAAP. For example, the Company's 

December Report disclosed that "Tyco's aggressive accounting in the past was not neutral as to 

the timing of the recognition of revenues and expenses." Indeed, as set forth above, the 

December Report acknowledges that "the Company in general suffered kom poor 

documentation; inadequate policies and procedures to prevent the misconduct of senio~ 

executives that occurred; inadequate procedures for proper corporate authorizations; inadequate 

approval procedures and documentation; a lack of oversight by senior management at the 
.. . - -- 

corporate level; a pattern of using aggressive accounting that, even when not erroneous, was 

undertaken with the purpose and effect of increasing reported results above what they would 

have been if more conservative accounting were used; pressure on, and inducements to, segment 

and unit managers to increase current earnings, including by decisions as to what accounting 

treatment to employ." 



65. Tyco has also admitted (in the December Report) that it is unable to make 

judgments about the appropriateness of accounting treatments because of "the Company's past 

failure to document many decisions contemporaneously," and because documentation supporting 

its transactions is "not always available" and is "often dispersed." These failures of 

documentation violate the mandate of Section 13 of the Securities Exchange Act of 1934." 

66. Moreover, the December Report admits tlte existence ofpay-offs to execrctives at 

conrparzies to be acquired by Tyco, and that tlrefinancial reporting of the to-be-acquired 

co~npanies was marzipulated by Tyco in advance of the acqrtisitiorr to create the false 

appearance of superior earniugs and ~11arzaget1retrt by Tyco after the acquisitiou. 

67. Indeed, in Concepts Statement No. 2, GAAP provides that accounting 

information is not useful if it is unreliable, and that reliable accoutrtitrg itrfor~tratiotz must be 

verijiable and neutral. In addition, in Concepts Statement No. 2, GAAP provides that the 

convention of conservatism -meaning prudence - is to be applied in financial accounting and 

reporting. Similarly, FASB's Concepts Statement No. 1 states that the role of "financial 

reporting requires it to provide evenhanded, neutral, or unbiased information." 

68. In addition, GAAP provides that: 

a. financial reporting should provide information that is useful to present and 

potential investors and creditors and other users in making rational investment, credit and similar 

decisions (Concepts Statement No. 1, lj 34); 

lo Section 13 of the Securities Exchange Act of 1934 and the rules thereunder require 
SEC registrants to make and keep books, records and accounts that accurately and fairly reflect 
its transactions. 



b. financial reporting should provide information about the economic 

. ( resources of an enterprise, the claims to those resources, and the effects of transactions, events 

and circumstances that change resources and claims to those resources (Concepts Statement 

No. 1,140); 

c. financial reporting should provideinformation about how management of 

an enterprise has discharged its stewardship responsibility to owners (stockholders) for the use of 

enterprise resources entrusted to it. To the extent that management offers securities of the 

enterprise to the public, it voluntarily accepts wider responsibilities for accountability to 

prospective investors and to the public in general (Concepts Statement No. 1, q/ 50); 

d financial reporting should provide information about an enterprise's 

financial performance during a period. Investors and creditors often use information about the 

past to help in assessing the prospects of an enterprise. Thus, although investment and credit 

i 
decisions reflect investors' expectations about future enterprise performance, those expectations 

are commonly based at least partly on evaluations of past enterprise performance (Concepts 

Statement No. 1, fi 42); 

e. financial reporting should be reliable in that it represents what it purports 

to represent. That information should be reliable as well as relevant is a notion that is central to 

accounting (Concepts Statement No. 2,11 58-59); 

f. financial reporting should be complete, so that nothing is left out of the 

information that may be necessary to ensure that it validly represents underlying events and 

conditions (Concepts Statement No. 2,fi 79); and 


































































































































































































































































































































































































































































































































































































































