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NOTICE OF SPEL?AL MEET%N(: OF SHAREHOLBER‘?

To be heid Apnl 15 1986

R “'E"o the Sharehalderf. of \
,“_MDHAWK DA’TA Sr:mwcz‘fs; CORP

Nmms is HEREBY Grvsz\ that a spwai mcchng of sharehalders {the ‘Specxal Mcenng ) of

: 'Mmhawk Data Sciences Corp. (the * *Company ™) will be held at the Parsippany Hilton Hotl, Algonquin

- Room 8. Route 10, Parsippany. New Jem@y an Tuesdav Apn] 15 1986 at lﬁﬂﬁ A M Eastern
-__‘Szandard sze for the faikrmng pmposrﬁ L

- 1 T'n ccmsxdcr aad mte upnn a pmpnsal to approve the sqaie ‘pursuant- to the Pur hase
Agrcemcm set forth in Exhibit 1 to the accompanying Proxy Statement, by the Lompany to -
. ‘Mohawk Acquisition Cnrpommn (andfar to certain of its who!!y-omled subs:dmnes) of all.of the
- capital stock of MDS Credit Curp. and su‘br;tamlam all the assets, properties and' besiness, subject -
" to certain liabilities, of the Company’s MDS Service," MDS Systems, MDS Stormis 4nd MDS
. Herkimer Divisions. and the Company’s “G&A™ operation !ocatetd in Hcrkzmer New York. as
'wcl! as certain other financial assets of the: Ccrmpanv 2 :

L Tﬁ tramact %uch ‘other bumm:ss as may pmpcriv mme b&fﬁ)fi"' the: Speczal Meetmg and any :
'-'--mmummcnh thcreof | _ :

lew htﬁdcm Df record c:»f the Company 8 Cnmmon chk at the close of busmcss on Fehruary 24,

1986 v-ﬁf bc enmied to vot¢ at lhfi‘ Spema‘l Mectmg and at any and dﬂ adwummcnts or pc»stponcmems 7
: 'thereaf : :

By‘ Ofdr:r' of i_ﬁc’ :B_m%h_r_di of _'DiréétO'rs-

J(}HN C. WAL‘I‘ERS
Secretary

. Dated: March 11. 1986

T !S I"«!PORTA'QT THAT YOUR SHARES BE- REPRESENTED AT THE SPECIAL

a MEE’H‘EG‘ YOU ARE CQRD]ALLY !NViTED TO ﬁTTE'ﬁD THE MEETI\?G ‘WHETHER OR

- NOT YOU PLAN TO ATTEND THE SPECIAL MEETING, PLEASF COMPLETE, SIGN AND
RETBR"* T‘HE PR{)X\ CARD W THE E"ICL()SFD E"WELOPE ALS 500\1 AS POSSIBLE.
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~ MOHAWK DATA SCIENCES CORP.
~  Seven Century Drive .
 Parsippany, New Jersey 07054

PROXY STATEMENT
L . For »'
* SPECIAL MEETING OF SHAREHOLDERS
 To Be Held April 15, 1986

~ INTRODUCTION

~This Proxy Statement is being furnished to holders of common St’ock_; p‘afr'rvalﬁé $.10 per share (the |
_“Common Stock”), of Mohawk Data Sciences Corp.. a New: York corporation (the ‘Company”), in
~ connection with the solicitation of proxies by the Board of Directors of the Company for use at'a

special meeting of shareholders (the “‘Special Meeting™) to be held on Tuesday. April 1S, 1986 at the -

Parsippany Hilton Hotel, Parsippany, New Jersey, at 10:00 A M., Eastern Standard Time, and atany

and all adjournments or postponements thereof.

This Proxy Statement, related Notice of Special Meeting and the enclosed form of proxy are fisst

being mailed to sharcholders of the Company (the “Shareholders”) on-or about March 11, 1986. =
‘Matters to be Considered at the Special Meeting T R D A
At the Special Meeting, the Shareholders will consider and vote upon the approval of the sale (the

© “Sale”) by the Company to Mohawk Acquisition Corporation, a Delaware ‘corporaticn ("MAC™),

and/or its wholly-owned Delaware subsidiaries, Mohawk Systems Corporation (*‘MoSys”); Mohawk

Manufacturing Corporation (“MMC™), and Mohawk Comiputer Service Corporation (“MoServ™) (such =~

_ subsidiaries are collectively referred to as the ‘‘Subsidiaries™), of all of the issued and outstanding - :
capital ‘stock of MDS Credit Corp., a wholly-owned Delaware subsidiary of the Company (“MDS
Credit”), and substantially all the assets, properties and business (the **Assets”), subject to certain -

Habilities, of the Company's (i) MDS ‘Service Division (“MDS Service”), (i) MDS Systems Division .=

(“MDS Systems”), (iii)) MDS Storms Division: (“MDS Storms™), (iv)- MDS Hérkimer Division -and -
" certain unimproved real property located in Hayward, California (“MDS Herkimer”), (v) “G&A”
iperation located in Herkimer, New York (“G&A™), and-(vi) certain financial assets related to MDS
'Credit and the operations referred to in (i) through (v} above (the “Other Accounts™). MDS Credit,
MDS Service, MDS Systems, MDS Storms, MDS Herkimer, G&A and the Other Accounts are
collectively called the “Units”, and the respective businesses and/or activities of the Units are
- coliectively called the “Businesses.” L e

" The Sale is pursuant to the Purchase Agreement, dated as of December 13, 1985 (the “Purchase
Agreement””), between MAC and the Company, a copy of which is attached as Exhibit 1 hereto. The

~ Purchase Agreement provides that the Assets of the respective Units other than MDS Credit will be.
~ purchased, and certain of the liabilities of the respective Units will be assumed, by (i) MoSys in the case
. of MDS Systems and MDS Storms, (i) MoServ in-the case of MDS Service, (iii) MMC in the case of

- MDS Herkimer, and (iv) MAC in the case of G&A and the Other: Accounts. The issued and

outstanding shares of capital stock of MDS Credit will be purchased by MAC. = = L
. Pursuant to the Purchase Agreement the purchase price for the Units will be equal to'the net book -

vahue of the Units, subject to certain adjustments as defined in the Purchase Agreement (the “Book -

Valie™), on the closing date (the “Closing Date™), plus-$218,000, ‘plus the assumption of certain
contingent liabilities of the Units, plus 1,250,000 shares of commor stock of MAC (the “MAC Shares™)
which wiil represent ten percent (10%) of the ouistanding common stock of MAC, after giving effect to® .
~common stock that MAC intends to reserve in connection with employee stock plans. On October 31,

1985 the Book Value equated $79,572,000. Such amount was determined by netting, as of such date, -

the adjusted consolidated book value of the Assets in the amount of $104,015,000 with the Jook value



“of liabilities of the Units being assumed of $24.443.000. In addition. unconsolidated liabilities of MDS
- Credit will also be assumed in connection with the Sale, which amounted to $14.623,000 a1 October 31.
1985, See Note {A) of Notes to Pro Forma Balance Shect on page 19. _ _

. In addition. MAC and MoServ will enter into. a ten-vear Marketing and Technical Support
“Agreement (the “Support Agreement’) with the Company and MDS-Qantel. Inc.. a wholly-owned
~subsididry- of the Company ("MDS Qantel” or “Qantel”). A capy of the form of the Support

- Agreémient is artuched hereto as Exhibit, 2. Pursuant to the Support Agreement. the Company and .

- MDS Qantel wiil provide technical support and spare parts to MAC and MoServ with respect 1o the
. éemputer maintenance. sérvice customers of MDS Qantel ‘and MDS| Systems, and MAC and MoServ
~ will provide maintenance services for the end-user customers of MDS Qantel and MDS Service. For
" technical support with respect to the MDS Systems customer base. MAC and MoServ have agreed to
‘pay the Company a commission of $417.000 per month for 24 months for a total of $10.008,000. In-
* consideration for providing marketing. maintenance and support services to the ‘customers of MDS
* Qantel. MAC and ‘MoServ have agreed to pay the Company and MDS Qantel a monthly service’
revenue fee based on 2 sliding scale fromt 8% to 18% of the average monthly maintenance payments by.
“Qantel ‘end-user. customers. In addition. MDS Qantel ‘will receive a commission equal to one month’s

. mainténance chirge for each new Qantel end-uset customer who enters into a service agreement with .

- MoServ after the Closing Date; Such commission and fee payments will be used to finance the ongoing
‘operations of Quntel. ‘Had the Support Agreement. been in effect on May L. 1984, the additionat
tevenues derived by the Company and MDS Qantel thereunder for the six months ended October 31,
1985 and ‘the twelve months ended April 30: 1985 would have been $4.841.000 and $9.550.000..°

. respectively. . SRR o Gk - e _
" Based on the Company's projecticns of the MDS Qantel end-user maintenance base, the revenues

. expected 10 be derived ‘during the ten-year term of the Support Agreement are estimated to be

. approximately $90.000.000, There can be 'no assurance that the MDS Qantel customer base will meet

. “the projections and that the Company and MDS Qantel will receive such estimated. amount. In

 addition, under certiin circumstances, the Company may lose its right to receive such revenues under
' Financing of the Sale - R

- The Sale is to be financed through credit agreements, one- of 'which will be entered into by MAC,
MoServ and MoSys with a syndicate of ten banks, who are 4lso the same banks that are members of the
" Company’s Senior Bank Syndicate (the "Banks™). MMC will entet into a separate credit agreement
with the Banks. in addition. MDS Credit:will enter into a seven-year credit-agreement with three of the:
" Banks who curremtly provide francing for its portfolio of tong-term lease ‘agreements. These three
credit agreements are reféricd to hereinafter as the “MAC Financing Arrangements.” Furthermore,-
the Company . MBS Qantel and certain other subsidiaries of the Company will efiter into anew eight-
~year ¢redit agreement with the Banks to restruet ure the: Company's remaining bank debt on a long-term.. -
basis (the “MDS Debt Arrangements’™). All of the credit agrecments referred to in this paragraph.
~ which are expected to e exscuted by the parties thereto shortly, are collectively referred to hereinafter
- zs the “Financial Arrangements.” S ERCTIR SRR IIAS B o R

" In addition 1o the bunk financing. the principals of MAC have agreed to provide $10 miltion in |
equity funding in the form of common and preferred stock. Providing such equity funding is a candition
to the consummation of the Sale. Furthermore. the principais of MAC will enter into a contingency

" agreement with the Banks pursuant to which they will agree to provide up to an additional $10 miltion -

. in financing to MACT ander certain circumstances. See "The Pfopc}sesﬂj 'S:ilcff-Fihahcing.'Of the Sale.™

_Use of Procesds: Repayment of Bank Debt

All of the cash proceeds from the Sale will be used to pay down bank debt. The -Financial
‘Arrangements require that a minimum of $81.000.000 of bank debt: (the "Minimum Bank Debt .
“Reduction™) be repaid pursuant to the Sale. In the event the Cash Purchase Price (as defined in the "
Purchase Agreement] is Jess than $81.000.000, the Banks will réquire MoServ to participate indirectly’
“in their loans to the-Company i an smourt equal (o the amount by which the Cash Purchase Price is

less than S8L.000.000 up Lo a inaximum participation of $4.000,000. If the Cash Purchase Price is less

" than the Preliminary Cush Purchase Price. as defined below, of $77:398.000 (subject to certain

~ adjustments). MAC and MaSery will deduct sach deficiericy from the monthly revenues due to MDS.
. Qantel under -the Support Agrezment commencing in the fourth ‘vear thereof in an amount not to
exceed 257% of such monthly revenues without making ‘any provision for interest -on such deficiency.

2



It is expected that the. Company's bank debt after the Closing Date will be approximately
$42.600,000, subject to adjustment after final determination of the Cash Purchase Price. Such amoumt
includes accrued interest from October 1. 1985 to the Closing Date of approximately $6.000,000: but
excludes the contingent lability relating to the guarantee of a bank loan to the Company’s Mexican
affiliate of $3,410,000. See *The Proposed Sale—Purchase Price.” '
Reasons for the Sale ' ' )

The Company has experienced significant operating and cash flow problems during the past two
years. As a result. and affer a thorough analysis of ali of.its operations in November 1984, the Company
decided to enter into a restructuring process, the objective of which was to reduce cash outfiow by
eliminating excess overhead. to sell various operating divisions and subsidiaries in order to reduce bank
debt to more acceptable levels and to strengthen the remaining business so that it could return to
profitability. _ T AT ' o

During 1985 the Company sold its MDS DEK Identification Systems Division (*"MDS DEK") and
its international MDS Systems subsidiary network in Europe, South Africa and .Canada. These
operations. in the aggregate. were profitable and had a positive cash flow for the six. months ended
October 31, 1985, In addition, the operations of the Units to be fransferred in the Sale were profitable
in *hie aggregate and had a positive cash flow during the six months ended October 31, 1985 taking into
consideration the non-cash depreciation charge of $7.719.000 associated with these operations. See P'ro
Forma Statements on pages 20 and 28. At the same time, MDS Qantel has experienced negative cash -
fiow during the past two vears and has shown operating losses during such periods. and is expected to -
continue to generate losses and negative cash flow through the remainder of the calendar year.

-~ The Company is currently in default under its credit agreement with the Banks which have the
right 10 demand payment of such loans. The obligation of the Banks to provide the necessary financing
for the Sale will be subject to certain conditions which are customary in credit agreements of this type.
There can be no assursnce that the MDS Debt Arrangements will be finalized, that the financing
necessary for the Sale will be available at the closing of the Sale or that the Banks will continue to forbear
from demanding payment on the loans. <~ =~ SRR R o «

Management of the Company believes that the Company's best prospetts revolve around
restructuring its bank debt to permit it to pursue the marketing potential of the MDS Qantel products
and that the Proposed Sale and the Financisl Arrangements will give the Company- the opportunity to
do so. Déspite the losses and negative cash flow at MDS Qantel. Management also believes that the
three-year deferral of principal and interest on the reduced amount of bank debt remaining after the
proposed Sale will give it time to imnplement a turndround in' the MDS Qantel business: computer
operations. However. there can be no assurance that the Company will be able to do so. £

In the event that the Sale.is not approved by the Shareholders. or the other conditions to the -
consummation of the Sale are not satisfied or waived, the Company's management will continue to
operaté the Company as -an ongoing business while seeking other purchasers. for the Units. No
assurances can be given that some other offer for the Units might be made or, if made, whether the
consideration wiil be more or less than that offered by MAC. In addition, in the event that the Banks do
" tiot_continue to refrain from demanding payment on their loans, the Company may be forced into'a
bankruptcy or reorganization proceeding. o S
. Parties to the Purchase Agreement

‘The Company is a New York corporation and has its principal executive offices at Seven Century
Drive, Parsippany, New Jersey 07054, Its telephone number is (201). 540-9080. See ‘‘Business and
Property of the Company and MDS Qantel.” The issued and outstanding shares of MAC are owned
45% by J.H. Whitney & Co: (“JHW}, 45% by Welsh, Carson, Anderson & Stowe IV.(“WCAS IV”), -
‘and 10% by the Company. JHW and WCAS IV are venture capital firms. MAC and the Subsidiaries
are recently-formed corporations organizéd by JHW. and WCAS 1V under the laws of the State of
Delaware i preparation for the transactions contemplated by the Sale and have not engaged in any
trade or business other than the execution of the Purchase Agreement, the Support Agreement, and the
agreements relating -to the equity funding to be provided to MAC and the MAC Financing
Arrangements. MAC's address is c/o J.H. Whitney & Co.. 630 Fifth Avenue. New Yotk, New York
10111 and its telephone number is (212) 757-0500. See “Information Concerning MAC and the
Subsidiaries.” . E B _ _ ; ' '

Mr. Don E. Ackerman, a general partner of JHW, is Chairman of MAC and Mr. Bruce K.
Anderson. a general partner of the sole general partner of WCAS IV, is President of MAC. There i$ no

3



ieléiiﬁnﬁhip' among the «C'ompa_ny.r i'ts_af'ﬁcers ot directors or, to the Company’s knowledge, any

. Sharcholders and such venture capital firms, other than the equity interest of the Company in MAC.

- All shares of Common Stock represented at the:Special Meeting by properly executed proxies
" received prior to or at. the Special Meeting. and not revoked, will be voted at the Special Meeting in
accordarice with the instructions specified in the proxies. If no specification is made, the proxies will be

*‘voted FOR approval of the Sale. Proxies will also be valid for any adjournments of the Special Meeting.

. A person giving a proxy has the power to revoke the same at any time prior to the exercise thereof by
~written notice to the Company bearing a later date than the proxy, provided the notice is received by
the Company prior to the start of the Special Meeting, or by appearance at the Special Meeting to vote
in person. No such revocation shall affect any vote previously taken. = S R
- The Board of Directors is not aware of any matters which will come before the Special Meeting:
other than those described in this Proxy Statement. However, if any other matters are properly
- ‘presented at the Special Meeting for action, the persons named in the enclosed form of proxy-and
acting thereunder will have discretion to vote on such matters in accordance with their best judgment. .
- Costs of Proxy Solicitation | - S TR
' The costs of soliciting proxies will be borne by the Company. Proxies will be solicited through the
mails ‘and * personal calls- or telephone or telegraphic communications to- Shareholders or their
representatives by directors; officers and other employees of the Company who will receive no
additional compensation therefor. The Company has retained Hill and Knowlton, Inc. to solicit proxies
- for the Special Meeting for a fee estimated at $11.000 :plus out-of-pocket expenses. In addition,: the
Company will request banks, brokers and other custodians, nominees and fiduciaties to send. proxy
materials to the beneficial owners and to secure their voting ‘instructions. o '
Reccrd Date; Vote Required. TN : . ‘ A
. The Board of Directors has fixed the close of business on February 24. 1986 as the record date {the
“*Record Date”) for determination of Shareholders who are entitled to vote at the Special Meeting and
any and all adjournments or pastponements thereof. As of the Record Date. 15.028,096 shares of
Commmon Stock were outstanding and entitled to vote on the Sale. Holders of record of Common Stock
on the Record Date are éntitled to one vote per share. exercisable in person or by proxy, on each
matter presented at the Special Meeting. o TR .
" The presenice, in person or by proxy. of the holders of a majority of the outstanding shares of -
- Common Stock entitled to vote at the Special Meeting is necessary to constitute a quorum at such
_'meeting. Approval of the Sale will require the affirmative vote of the holders of at least a majority of
the cutstanding shares of Common Stock. In the event such vote is not received, the Sale will not be
_consummated. See “The Proposed Sale—Shareholder and Deébentureholder Approval.” '

. The Board of Directors of the Company unanimously recommends that Sharcholders vote FOR:
approval of the Sale. See ““The Proposed Sale—Recommendation of the Board of Directors; Reasons
“for and Purpose of the Sale”™ and “The Proposed Sale—Interests of Certain Persons in the Sale.”
Material Contingencies . : _ o _ _ o
“The closing of the Sale is contingent upon a number of conditions, including approval of the Sale
“ by the holders of at least a majority of the outstanding Common Stock, the completion of the Financial
Arrangements and the receipt by MAC of the equity and debt funding to finance the transactions
. contéemplated by the Purchase Agreement. There can be no assurance that the conditions to the
_consummation of the Sale will be satisfied and that the Sale will take place. Furthermore, the Sale may
'be abandoned, and the Purchase Agreement may be terminated: on the terms and conditions set forth
i the Purchase Agreement. See *“The Proposed Sale—Representations and Warrantics; Conditions to -
Closing: Amendments: Termination.” In view of such terms and corditions of the Purchase Agreement,
‘the Company and MAC might not be obligated to consummate the Sale even if the Sale is approved by
the Shareholders. . ' S E A . S : :
information Concerning Ownership of the Company’s Voting Securities _ : :
" As of the Record Dat:. directors and officers of the Company beneficially owned an aggregate of
1.879.575 shares of Coiminon Stock of which only 200 shares were outstanding voting shares. See
“‘Management of the Company—Common Stock Ownership of Management.”” The Company knows of
no person who beneficially owned more than 5% oi its outstanding Common Stock on the Record Date
‘other than a group of persons represented by Mr. Asher B, Edelman, who held . an aggregate of
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-j1w06 200 sharcs or. approxlmamly 8{)% of ‘such 0utst1emdmg shares‘ as. of {)ctober 1984 See
‘*Managcmem &f the Company——-Votmg Raghts asnd Prmcrpal Shar:ho!ders .

o 'ri'headmgs (i) *Introduction-—Parties to the Purchase. Agreement.” (ii) “The Proposed Sale—Financing

of the Sale”. (it} Information Conccrmng MAC and theé Subsidiariés™; and (iv) “Conduct of the

- Business After the SalcmCRhcr Post-Sale Matters™ hias been supplied by’ the officers of MAC Al! other |

L i __»mformatmﬂ cgmmned in this Proxy Statement has been supphed by the Cﬁmpﬂ“}‘
| .}..."Sﬁmmary Selected Financial Data - :

The fo!lowmg tab!c summarizes certmn hxsmncai ﬁnmmal mformanon relatma to thr: Company |

N and should be reéaa in conjunction with “Selccted Finaricial Data,” the: Company’s unaudned interim . i

b ‘.Condensed Consnl:dazed Financial Statements and’ the Notes then:to s Ccms‘ohdmed Vinancial -

SR {‘-Statcmcnts and the Notes thereto, and ¢ Mdnagemem s stc,ussmn and Analysxs of Financxal Cundmonf

L "and ReSults of Opcranons mcludcd cl’sewhcre m thxs Prdm' Statcmem

‘ ;f-lncﬁmc (loss) before income taxcs

Ll cxpcnsc an bank deb!

snmmw e e Lo
October 31 . YerEndedAprd _
988 :m CToss T BM . B, £ R TR
. : : . R (lnnﬁllhnsuceptperslﬁnmnu} e Ve
_Tom FEVERUES ..ol 31367 sxgea *: 3629 - $402.5 $363.6 3333-9 $320.9

| and extraordinary items ... ... '3?3 og s§43 1} 35?76 7} 13543,,;3}-3,131 $184 $261
ERRER ‘Ner income (loss) ... ... M d sl 14.5 45.8 181.2 53:0 120 156 181
~ . Net income (ioss) per share ...... - 3097 3G.D) Saz 37) sa 55) S 5 16 §isio
. Financial pmatmr i S T
~Totalassets . ... . ... $167.7 $39.1 §2550 $334.0 $3428 32993 s*ss 2ol
Borzowlfs ................ U i 1570 T1e29 1383 1095 8se S22

Sharc!tol ers eqmty {deﬁcu) (64 7) 56 ? (49 9) 107 7 165;5* 156 9 146 4_ T

~income (!css) bcfore incorme taxcs and cx!raordmary 1tﬁms alm exd "des a pmwsmn for\”ma’l:cm

- Six Kfonths Ended .~ . . ,
oo o Octolwer IE- s e Yur lindul April 30 e
s M ;_,;gﬂu_gi : ma L8 19&2 ,__;9_3‘;_5
L ’[‘o:%al rew-nuet ..... e 7 $ 3‘1’ 3 S 43 9 's 106 2 5119:? S 88 3 5104.6 S 81 9.
" “Income (fﬂﬁﬁ) bcfore income taxes
7 and ex‘ra&rdmary items .. L e 5{14 9} 8(13 3) .S (76 6} 5(24 4) s (3 8) S 76 $ 27

All mformauon in l:hts Prox\ Statcmem concemmg MAC and. 1he Subsidiaries contained under the

it T‘he Company has for many years: centrally managed its debt’ structure ‘and did not. allocate barrowmgs r

o each of its uperanons Accordmglv mfamatmn conccmmg fnanmai posmon is net avanlablc on a et

£ 'pm forma basis.

 THE TRANSACTION TO BE CONSIDERED AT mssps:': (AL M _E.T NG IS OF GREAT
" IMPORTANCE TO THE SHAREHOLDERS WHO ARE URGED TO READ AND, CAREFULLY
' CONSIDER THE INFORMATION PRESENTED IN THIS PROXY STATEMENT. i



‘I’HE P‘ROPOSEI) SALE

Th section of th: Proxy' ‘Statement _describes certain of the more xmpmtam aspects of Qhf: :
'_pmpnscd Saie This is not a campletc cxpianatmn or descnpuon of the Sale and is qualified in'its
_ enm‘ety by re:fcrcnce to the Purchase Agreement. which is attached hereto as Exhibit 1. The term
*Company”” or: MDS as used in this Proxy Statement means and includes Mohawk Data Sciences :
T Corp and atl of its dxvnsaons and subsxdmnes etccpt as mc&mated or unlesq the context otharwsse« ;
reqmres E : : S :

_ Genera!

The Sale wdl resuit in. the sale on the. C!osmg Date b»y :hc Campanv to MAC of al of' ihé;.' -

© . outstanding. stock of MDS Credit, and the Assets of the- rcspccnve Units will be purchased and the = .
. lizbilities of the mspccmc Units will bé assumed, by (i) MuSys in the case. of MDS Systems and MDS

- Stormis. (it} MoServ in the case of MDS Service, (iii) MMC lin the case of MDS Herkimer,-and (iv)
' "MAC in the case of G&A and the Other Accounts. If the Sale is approved by the Sharcholders and if |

- each of the other conditions to the Sale set forth in the Purchase Agreement is. satishied or waived. itis

ant:czpated ‘that. thc Saie will hecome effccnve as soon as. pnn ucab'i: after the Spccml Mcetmg

* Purchase Price

Pursuant to thc Purchase’ Agrcemem the- purchasc pncc 1{the “Purchase Price”) for the Units will .

_ bc equal 1o the Book Value on the Closing Date subject to the adjustment described below, plus = .

$218.000, the assumption. of certain contingent liabilities of the Units, and the MAC Shares. At April ;
* 30 and October 31, 1985, the Book. Value equaled $82. 180 OCK) and $79,572.000, and the consolidated

Tiabilities to be assumed equa!ed 519,656,000 2n.: - $24, 443000, respcctzvclv In “addition, the
. unconsolidated liabilities of MDS Credit of $14. 546 000 and: $14.623; 000, at such dates. will also be

~“assumed in connection with the Sale. In the‘event the Book Valtie on the. Ciosmg Date is less than

*'$79.180.000 the Cash Purchase Price will be adjusted to equal $79, 398,000 minis 80% of the d:fference." '

- between the ‘Book Value on the Closing Date and $79,180.000. The MAC Shares will represent ten

~ percent {10%) of the sum of the ‘outstanding comimon stock of MAC and the :»hares MAC proposes to _:‘: S ‘f

- make available 1o cmployecs under stock option and smck pumhase programs. - :
In addmon. MAC and MoServ will enter into a ten—yemr Support Agrcemcnt with thc Company :

‘ and MDS Oamci Pursuant to the Support Agree:mem the Company and MDS: Qante! will: prowde-iif, '

lcchmca[ support and: spare parts to: MAC and MoServ. wulh respect to the computer mamtcnance_l

service customers of MDS Qantel and MDS Systems. and MAC and MoServ will provide maintenance . .-
‘services for the end-user customers of MDS Qantel and MDS ‘Systems. For technical support with =

- respect to the MDS Systems customier base, MAC and Ma‘:erv have agreed to pay the Company a- -~
commission of $417.000 per month for 24 momhs for ‘ ‘total of $10,008.000. In consideration for

- -providing marketing and’ maintenance support services for the customers of MDS Qantel, MAC andl__. E
“MoServ have agreed to pay the Company and'Qantel a monthly Service révenue fee based on a sliding
- scale from 8% to 18% of the average monthly maintenance pa)ments by Qantel end-user customers. In

~ -addition.’ Qantel. will receive a commission equai to ‘one:-month’s maintenance charge for each new
Qantel end-user customer who enters into:a service agreement. with MoServ after the Closing Date. -

~ ‘Had the Suppott Agreeme:m been in effect on May 1 ‘1984 the revenues derived by the: Company and i

- ‘MDS Qantel for the six months: ended Octobcr 3L 19‘85 and thc twclve mcnths ended Apnl 30 1985 o
_would have been $4.841,000 and $9,550.000, respectwciy A

Based on the Company’s projecuons of the MDS: Qamtcl end-nser mamtenance base Whlch e

g .assumes a growth rate of 10% per year, the annmpatcd revenues to be derived during the ten year term

of the Support Agreement are estimated to be approximately $90.000,000. Such projected revenue -«
~ stream would have 2 prescnt value of. approxtmately $55. .000.000, utxhzmg a.discount rate of 10%. -

There can be no assurance that the MDS Qantel customer base will meet the pmjecnonx and that the
“Company .and . MDS Qantel will ‘receive such’ estimated “amount. ‘In -addition, ander’ certain-
- circumstances. the: Companv may lose its right to. receive such revenues under the Support Agrcemem :
~The Company made these projections solely for the purpose of evaluating the Sale and does not'intend

- to’ update them after the Closing Date: See ‘The Pmpos':d‘ Sale—The Support Ag,recment

, On the C lnsmg Date. MAC will pay to the Company an: amount (the * Pre!:mmar‘y Cash Pufchase _
‘Prrce B equal to (| 532 '698 0{)0 minus (u) the aggrcgatc amount transfcrred by dny Umt to: any other *

L



cf.:mponcm of the Companv {e;u:ept fm any Lmt) wbsequent to Apnl :0 198‘ in ex;ess of unaudtted‘
-profits distributed in the. ordinary course of business and ‘consistent with past practice, minus (iii) a

ss 1000,000 hu!dback and will a]so deliver to the Compam the MAC Shares. On 'the: Closing Date: the

“"Company will turn in its current shares of common stock of MAC in exchange: for the MAC Sharcs o

“THW and 'WCAS: IV will each pav $300.000 fo MAC and: @xchange their. current’ common ﬂock:'_ s
i '_awnershap of MAC fm' 5.000.000 post-spiit shares of common stock of MAC and they will eachalso pay
. $4,500.000 for 45,000 shares of prefened stock of MAC.. The_ net effect of these exchanges will:be that

U the Com;mny will.own 105 of the, common stock of M

i a“fter giving effect to proposed. employee -
- stock options and smck purchase pmgmmx n ‘he amcum of T 250090 shares as 1f the: sharee o be' O

i “_-ﬁf:rese—ved ‘under. such pmposed plans were csutstandmg

* Purchase

; 'I‘hc final. sertlcmem and’ payment of the Cash Purchase Pn::c will be made thmv days after ﬂhe S
-dctemnnatlon of the Final Consolidated’ Closing Net. Bmtxk Value (a5 such term is defined in the =
= greement) and the. Cash Purchase’ Price. If the 1Caah Purchase Price 5o dctermmed ismore .. -
., thanthe Prchmmary Cash Purchase Price paid on'the Closing Date, MAC will pay to the Company the .
.amonnt of such excess. If the Cash Purchase Price, as so' deteimined, is léss than.the Prehmmary Cash

e ) ‘-_:_anhasc Price;. MAC and MoServ will t;icduc: such deﬁcu:n»c_:y from thr: monthiy revenues due to MDS"}- o

E lQamcI

Lo :hc Purchasc Agrccmmt) or arise undcr thc tcrms c:f & cumract ass:gncd to MAC or a Su

:'_?Qamc! “'under tht Support Agmemem ccrmmenmng in’ the 'ifaurth vc:ar thercof m an’ amount not 105

.Uu o!‘ Prmeedﬁ Repayment of Bnt:k Debt . : o - . i
' Aﬂ of the c:ash procsedﬁ twm tlw Sale wail bt used bw the Company to pay dawn bank d ’bt" '

._Assumption of Liabilities

: :~ with rcspcc: 1o thc Busmesscs of thc rcspecnve Umts on Ih'.: Ciosmg Date, mcludmg habx[mes W
* are current habzhncs incurred.in the ordinary: course: cf‘ business and which, together’ with the hab-"_, ,
of MDS Credit. are ‘reflected on. the Final ansolidated” Clnrsmg Balance Sheet (as such’ erm fin

: other than MD$ Crcdlt wa$ 324 4-13 000 amﬁ ﬂ':* habt ] eé of MDS Crcdn wcre 514 623 000

.' ,Tbe Support Agreemt

- ‘Pursuant to the terms of the Purchase Rgrcemcm the IC'nmpam MBS Qantcl MAC and MoScrv- S
© will enter into the Support .ﬂxgmemcm on the Closing Date. The, followmg summary is quahﬁed injts
ennrety by referencc to lhe Support Agr«mem EE copy ¢af wh:ch ‘IS annﬂxed herem as Exh:btt 2. :




Durmg xhe tén- year term of the. Support Agreemem lhe Company has agrccd 10: use 1ts best _::‘::,
efforts; to . cause ‘the, ~dﬂtr1bmers-:af its. Qantel.. eqmpment {(and . any équipment. which may be,

-manufam 'red andlar marketed b_. thc‘Company orany of its subsidiaries or affiliates as a substitute for =~ .-
or sue "esso ;.(te such cqu;pment) (coliecmcly thc “‘Qamel E\t;ulpment ) to- recommend MAC (actmgf’_ﬁ

_Such wlex aegregaté 529, ~ ¥y
""'Ocmber "%I i%d Apnt 30 198 ‘and ‘Dcmber 31
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: iéo provzcied for! comrmssxom on’ the{_
"ax royaity pdyments The negonattcms k

AC emered mto al ietter of mtent w:th reSpect to:--,
10_ 1985 theCompany’s Board of Directors. =
-ampanv and MAC entered into. the Purchase_f" S




' baSIS for supportmg the undcrlymg bank debt to be assumed by MAC. In addmon a m} alty stream was

o estabhshed to ensure WUrkmg capltal to the Company. mthout incutring additional debt.

Dt Altheugh the Company continues ‘to expenuence negatwe cash flow at MDS Qantel. it ‘has:been

able to-continue to finance its operatmns through'cash flow generated by the Units and benefits derived
_ f;m connecnon with thc sale of various divisions and subsidiaries. There can be no assurance that the _
"Company can continiue to finance its operaticns in this manner with or without the procecds from the

-'pmposed Sale ln add:t:on the Compan) has us,ed the pmceeds from the sale of \anous subsndlar:es _
o to more acceptable levcls It is antxc:patcd that the proposed Sale wﬂl reduce such bank debt to-
L apprommately $42 600,000 as of the Closing Date. Such amount includes. accrued interest from October
"1, 1985 to the. C!r)smg Date of approximately’ $6.000,000; but excludes the contingent liability relating to -

- the guarantee of a bank loan to the Company’s Mexican affiliate of $3.410.000. The Company =

~ anticipates using the revenue pavmcnts under the Suppcrt Agreement for workmg capltal to ﬁnance the _
angomg operauons of Oamel : : o

- Fmancmg of the Sah

‘The Saie will be ﬁmnced by MAC through lthe MAC Fmancmg Arrangements More spemﬁca!ly _
MAC, MoSyﬂ and MoServ will enter info a credit agreement with the Banks which provides an e¢ight- -
year term/revolver loan. ‘subject to certain covenants, in the amounts of up to $3 million and $65 million -

" to MoSys and ‘MoServ. respectively. collateralized: by a first security interest in all the assets of MAC, -

(;;MeSvs and MoServ. Such loan will be subject to a standby equity commitment with the Banks, callable
- inthe event of an ‘acceleration of the loans by the Banks, pursuant to. which JHW and WCAS v wlll :
- agree o provide up. to '$10 million in financing to MAC beyond tl‘e mmal $10 ‘million of éqmtv

b o ﬁnancmg such ﬁrms have agreed to. provnde

- IMMC will enter into a separaie credit’ agree:mcnt with the Banks pravzdmg for an c:ght-ye:ar, $18
million term loan, subject to certain covenants, coilateralrzed by a first security interest in all the assets
Cof MMC: In’ addztron MDS ‘Credit will enter into ‘a seven-year credit agreement. sub]ect to certain

A covenants, ‘with three of the Banks to finance 1ts portfolio of long-term’ lease arrangcmems in the
" amount of $14.500.000. Such'loan, which will be collateralized by a:first security ; interest in all the asse!s '

«:_'.of ‘MDS Cradu is 5tructured as'a three—vear revolver wnth a four-year term: opnon

The Company is curremh in default under its’ Crer.ht Agreement with the. Banks whwh have the:
. right 10 ' demand payment of such loans. However, the Company . will_enter .into- ‘the’ MDS Debt
- Arrangements with the Banks to restructure the Company's remaining bank debt on a long-term basis if -

. the Sale-is comummated The MDS Debt Arrangemems provide that MDS Qantel will be primarily | ;
“responsible to” repay up to $37.600.000 of existing debt. that MDS Qantel Canada Inc. (“Qantel

~Canada’ '} will be primarily responsible for-a refinancing loan of up to'$5,000,000 and that the Company

© will be. pnmanly responsible for contingent indebtedness of $3, 410,000 in respect of an oulstandmg '

letter of credit. in each case collateralized by a first security interest in all of each company’s respective-

assets. These ‘banking facnlmes will be cross-guaranteed. on a secured basis, by the Company, MDS - o

Qantel, Qantel Canada and: MDS Capxtal Corporat:on ‘a subsidiary of the Company (“MDS Capztal") :
_The MDS Debt Arrangements will be schiect to certain covenants, have an eight-year term; require no -

. principal. amortization . during. the . first-three’ years. except certain mandatory - prepayments, .and'
~ - quarterly repayments thercafter and (except as to the loan to Qantel Canada) provide for interest -

. payment deferral during: the first. three years. Pursuant to such interest: payment deferral the ‘anrounts
: that'would otherwise be: payable as interest will be added to the pnnmpal on a quarterly. basis during. -
the first three years. Include in the MDS Qantel portion of such debt is’ apprc:'xxm:wtt&:lu $3,000,000 -
Tepresznting two years of capxtahzed interest concessions on the MMC debt arrangemef1t whach MDS
_Qantel has: agreed to assume s an mduc:emcnt for MAC to~ acqunre MDS Herkimer. : :

In gon51derat1on for the Bar. ks entermg mto the MAC Fmancmg Arrangements and the MDS De‘m' -
_ .Arrangemcms necessary to consumiriate the Sale; the. Company has agreed to ISSUE: ‘the Banks warrants - -
'to_purchase 500,000 shares of Common-Stock at*$5.00 per:share expiring ten years from the Closing -
Date. In addition, the Company has agreed to amend the 1984 Warrants to redut‘e thzir exercise price
i 53 5() extend thelr term to ten }cars from the Ciosmg Date and climinate’ thc mrowsmn whcrcby the

Bt



Banks can _put the 1984. Warrams back to the Company cu their explrat:on date at prices ranging from
- _SI :50.to $6.00 per “warrant or an aggregate amount of $4,425,000.

- The obligatior: ‘of the Banks to provnde the necessary ﬁnancmg for the Sale will be subject to
\ _certam conditions which are customary in credit agreements of the type described above. ‘There can be.
*mo-assurance that the MDS Debt Arrangements will be finalized or that financing necessary for the Sale.
-will be avai!aole en the Closing Date. ~ -

- All of the cash proceeds from the Sale will be used by the Company to pay down its. ex:stmg bank |

- fdcbt The Pn»hmmary ‘Cash Purchase Price of $77,398, 000 (subject to certain ad]ustmems for amounts

- transferred from the Units to other components of the Company in excess of the earnings of the' Umts)
~-to be paid. by MAC and the Subsidiaries to the Company on the’ Closing Date will be used by the -

.- Company in such mannder. The Financial Agreements require that the $81, 000,000 Minimum Bank'

- Debt. Reduction be repa:d by the Company pursuant to ‘the Sale or acquired from the Banks by
e MaoServ. Pursuan toa Participatiof - Agreement (the “Pammpancm Agreement’’) between MoServ and -

_the Banks; MoServ; as principal obligor, will agree to borrow up to $4 million from the Banks to be
* ‘used in connection with the Minimum Bank. Debt Reduction. Under the terms of such agreement, the
" Banks will refinance the difference between the M:mmum Bank Debt Reduction and the Book Value of

. - the Units. up to. a total.of $4 million through MoServ. To such extent MoServ would participate

indirectly in the. MDS Debt’ Arrangemems as a non-voting; second-tier member of ‘the MDS Debt

‘ ~Arrangements. 1f the Book Value equals or exceeds the Minimum Bank Debt Reduction, there will: bé

- no. xeﬁnanmng through MaoSeiv by the Banks: pursuam to the Partlcxpatxon Agreement, and, in any

. event, the entire Cash Purchase Price’ would be used by ithe Company to pay down its existing bank

*debt. If the Cash Purchase Price. is less than the Preliminary Cash Purchase Price of $77,398, 000 :

L (sub]ect to such ad Justments) MAC and MoServ wuil deduct such deficiency from the monthly fevenues
- due to Qantel under the Support Agrceme'tt commencing in the fourth year thereof in an amount not

to exceed 25% of. such monthly revenues without making any prowsmn for interest on such deﬁcwncy S

“If..due fo. such adjustments, the: Preliminary Cash Purchase Price is less than $77,000,000, the Banks

- will not be obligated to consummate the Financial Arrangements. and unless the Mxmmum Bank Debt E

'Reducuon is waxwd by the Banks, the Sale may not be consummated

: bhareho%der and Debenmreho!der Approval

Secuon 909(a) of the New York Business Corporanon Law (the* BCL“) requxrew that a “sa]e of al] -
. or subs!amlaiiy all the-assets™ of a corporation, if not made in the usual or. regular course of business.
~“be approved by the helders. of two-thirds of all ‘outstanding shares ‘entitled to vote thereon..

e Pur:hermore Semom 910 and 623 of the. BCL provide shareholders in the event of siich a sale with a

:‘-'-procedure 10 exercise dissenters’ rights.. However the Company has been’ advised by counsel that the:
‘proposed Sale does not constitute a “sale of all or substantially all the assets™ of- the Company w:thm_.

the meaning of Section 909(a) of the BCL. In view of such advice. the Company is not seekmg the -

- apprmai of the Sale by the vote of the holders of at feast two- thirds of the Common Stock nor. w1li
: dtssemers rights nndcr Sections. 910 and 623 crf the BCL be made available to the Shareholders

" The Indenture. dated December 15, 1969, between the Company and Chemical Bank, as trustec,.

_under which the 5-1/2% Convertible Subordinated Debentures due December- 15, 1994'in the principal .- .

 amount of $6. 205,000, {the 1994 Debéntures™) of the Company wére issued prohibits the Company .~

- from. making a “'sale of all'or substantially all” of its assets without obtaining an undertaking by the

" transferee of such assets to assume the obligation to pay the 1994 Debentures. Furthermore the

© Indenwure, dated May 1. 1969 among MDS Capital and the Company, as guarantor and Chemical-
‘Bank. as trustee, under which the 5- 1/29% Subordinated Guaranteed ‘Debentures due 1989 :in-the

K principal amount of $12.387.000 (the 1989 Debentures™) of MDS Capital were issued contains a =

| - simijar. prnh:b:tmn However, the Company has been adv:sed by counsel that the proposed ‘Sale does’ o

“not constitute a “sale of all or substantially all of its assets” within the meaning of the respective
~indentures. In view of such advice, the Company has not obtained an undertaking by MAC fo assume

“the ob]:gatmns to pay the 1994 Debentures or the 1989 Debentures nor has the Company obtamed the _' '

: ‘consem of the holder: of - such Debentures for the consummation of the proposed: Sale.

However, in view of the significance and material narure of the proyosed Sale, the Lompany has -
i--_demdcd w seek its approval by the holders of at ieast a ma]onty of the outsiandmg shares of Common
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. Stock. In the event such approval is not received. the Sale will not be consummated. See
_“IntroducmonmRecord Date Vote Required.” '

-.Righl to Use Name

in connection with the Safe MAC will acquire the right to use certain trademarks and trade names
of the Company including *“Mohawk™. In: addition; in connection with the prrw:s:on of. mamtenance'
‘services for Qantel Equipment under the Support Agreement, MAC has the right ta identify itself by
the name “Qantel” during the: term of such agreement. The use by MAC of "“Mohawk™ will, however,’
be limited to areas not in competition with the then use thereof by the Company and will be without
pre}udrce to the ccmtmued such use thereof by the Companv in 1ts ‘ongoing busmess

Parne:patmn in ‘Future Offerings-

The Purchase Agreemem provides that in the event the Banks requxre JHW and WCAS IV to
purchase additional securities of MAC up to: an aggregate of an additional $10 million, to the extent .
such. securities include common stock. MAC will issue the Company sufficient addxtronal shares of
_'eommon stock at no additional cost to the Cornpany so' . that the Company's: percentage of common’
stock of MAC will not be reduced. The Purchase Agreement also provides that in the event that at any
time prior 0. (i) the effective date of a public offering reg:stered under the Securities: Act of 1933 -
covering equity securities of MAC or (ii) the date on which any class of equity securities of MAC shall ‘-
first ‘be- reg'stered under: the ‘Securities Exchange Act of 1934, whichever shall first occur, MAC
proposes to:sell:for cash to an investor or investors (other than employees of MAC or any of the
Subcldranes) any shares of common. stock of MAC. MAC wili offer to the Company . the right to

purchase on the same terms as such investor or investers, a number of shares of common stock of -
MAC which:will maintain the percentage of MAC owned by the Company after such sale as it ovmed =

: before such sale

Sale to Thtrd Partv

- Asan mducemem to JHW and WCAS IV to provu:ie eqmty fundmg to MAC the Company has' e

agreed subject to certain exceptions set forth in the Purchase¢ Agreement; including. among. other
things, the failure of the Shareholders to approve the proposed Sale, that in the event a third party shall

“ purchase or otherwise acqu;re ‘the Assets and Businesses .from the Company, to pay each of JHW and L

"WCAS IV an:amount equal to the greater of $500.000 or 5% of the amount by which (A) the purchase o

price paid for the Assets and Businesses. plus the present value of any estimated future revenues from -

arrangements entered into in connection with such transaction, exceeds the sum of (B) the purchase
price ‘for the Assets and Businesses under the Purchase Agreemem plus the present value of the
ani zcnpated futurc revenues to be realized by the Companv pursuant to the Support Agreement '

Indemmﬁm&non : : \
* Subject to certain terms. and conditions of the Purchase Agreement the. Company has agreed to

indernnify MAC, each Subsidiary and'MDS Credit from and- against all claims {mc]udmg certain cialms -
for *axes for periods prior to the Closing Date), actions, :assessments, losses, damages. liabilities, costs

and cxpenses (collectively - ‘Damages™) asseried agamqt or incurred by MAC, any Subsidiary or MDS

Credit resulting from a breach of any representation, warranty or covenant of the Company contamed )

in the Purchase Agreement, or any liabilities or obhgauons of. or claims agamst or imposed on; MAC,
‘the ‘Subsidiaries- or MDS Credit not assumed by MAC or a Subsidiary . pursuant to the Purchase .
Agreement Notwithstanding the foregoing, the ‘Company will be obhgated to indemnify MAC only for
Damages in Tespect of breaches, liabilities obligations. ot certain other claims as to which MAC has
provided the Company- -with ‘written notice within 18. months after the Closing Date dﬂd only to the
~ extent that the aggregate amount of. Damages exceeds- $400.000.

Subject to the terms of the Purchase Agrecmem ‘MAC has agreed to mdemmfv defend and hold
the Company harmiess from and against all Damages asserted against. or incurred by the Company -
resuhmg from a breach of any representation. warranty or covenant of MAC contained in or made
pursuant to the Purchase Agreement. or any facts or circumstances constituting such a breach. or the
failure' of MAC to pay. perform and discharge when due the liabilities and obligations assumed bv :
MAC pursuant 1o the Purchase Agreemem : .
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: 'Federal Income Tax Consequences |

The Company’s tax counsel believes that the Sale will qualify as a transacum described in section
351 of the Internal Revenue Code of 1954, as amended (the “Code™). In such event, the Company
would recognize no gain or loss-with respect to its receipt of the MAC Shares except to the extent, if
. any. that certain liabilities which will be assumed in the Sale exceed the Company’s basis in the Assets
to be transferred to MAC. Any gain recognized on the Cash Purchase Price will constitute taxable
income in the year of the Sale. To the extent the cash is attributable to assets that are capital assets in
'-the hands of the Company, the cash will, cxcept for any recapture income, be taxable as a capital gain.

- The Company’s tax basis in the MAC Shares will equal its ‘aggregate tax basis in the Assets which
- will be transferred in the: Sale, reduced by the amount of cash the Company will receive and mcreased-
by the amount-of gain the Company recognizes in the Sale.

As noted above, to the extent the Company receives cash in the Sale, it may be liable for recapture
of ‘certain’ depreciation and investment tax credit beneﬁts Such recaptured amounts. 1f any, -will be
taxable 1o the Company as ordinary income.

The Compzmy plans on utilizing net loss carryfonvards to the extcnt available, to sansfy any tax‘-z o
_obhgat:ons it may incur due to the transactions comemplated by the Purchase Agreement.

Expenses of the Sale

~ Pursuant to the terms of the Purchase Agreement the Company and MAC will each pay its own:
_expens#s in connection with the transactions contemplated therebv In addition, the Company estimates
_that fees to be paid to its counsel, investment bankers, proxy solicitors and accountants and the costs of
printing and mailing’ th;s Proxy Statement. wml! aggregate apprommately 3600, 000

‘Representations and Warrantles, Condmons to Closmg, Amendments;. Termmatmn

The Purchase Agrecment contains repre»sentanons and warranties by the: Company and MAC

_ whlch will survive for 18 months following the:-Closing Date. Each party’s obligation to cmnsummate the

,Sale is subject to a number of conditions mcludmg. among others, approval of the Sale by the

Shareholders, the receipt of satisfactory legal and invéstment banker opinions, the accuracy. of

representations and warranties (financial or other). and the consummation of the. MAC Flnancmg
“Arrangements and the MDS Debt ‘Arrangements. :

The Purchase Agreerent prowdes that it may. at any tlme be amended ot aupplemented as may‘
- be determined by the Company and MAC to be necessary or desirable. The Purchase Agreement ‘may
be terminated and the Sale abandoned prior to the Closing Date. whether before or after the appro- ‘al
" of the Sale by the ‘Shareholders, by mutual consent of the Company and MAC, or by either. the
Company or MAC if certain conditions to its (}bhgat:ons to consummate the Sale have not been: -
satisfied. In view of such terms and conditions of the Purchase Agreement, the Company and MAC might
" not be obligated to consummaté the Sale even if the Saie is approved by the Shareholders. There can be
~ no assurance that the conditions to:the. consummation of the Sale will be satisfied and that the Sale will
“take place. In addition, if the Sale has not been consummated by May 15. 1986, the Purchase
_Agrccmem may- be termmated by the Company without penalty provided that’it had comphed with all
of its obligations in" all material respects, used its best efforts to ause-the conditions to-MAC's
obhgatlons which are under its control to ba satisfied and was prepa'cd to consummate the Sale.

lnterests of Certain Persons in the Sale

As of the Record Date. the directors and officers of the Comp,anv mgether beneﬁmaliy owncd
- 1,879.575 shares of Common Stock (including 1.009.375 shares of Common Stock assuming the exercise
of options granted under various stock option plans of the Company and the Companys Special
Incentive Compensation Program: 370,000 shares of Common Stock assuming the exercise -of certain
warrants issued by the Company; arJ 500,000 non-voting. restricted shares of Common Stock issued to
Mr. Tutine pursuant to the Companys Special. Incentive “Compensation Program, which may be
deemed to be beneficially owned by him upon the lapsmg of certain restrictions) of which only 200
shares were outstanding: votmg shares. :

‘During the three-year period commencmg on the C!osmg Date at the request of the Companv
MAC has aﬁreed to use its besi efforts to cause an individual des;gnated by the Company zo be elected
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as a member of !he Board of. Drrectors of MAC Initially. it is expected that such person w:ll be
= Matthew E ‘Tutino, Chairman and Presidest. of the Company. - :

o As provrded in the Purchase Agreemem ‘the. Company's ofﬁcers and d:rectors w1ll be mdemmﬁed ‘
_.__by MAC ‘against certain liabilities, including liabilities, if any, wh:ch arise out of or relate to the
él.-transacuons comemplated by the Purchase Agreement

.+ With: réspect. to_séverance - arrangements the Purchase Agreemem prov:des that MAC wﬂl be

- tesponsible for “Salary continuation” benefits whrch had been previously provided by the Company to.

the Transferred Employces (as ‘such term is defined Rerein). Any “salary connnuatron“ benefits
: ;'prewously awarded by the Company to employees who are not Transferred Employees wxll refain‘as
k& obhgatrons of the: Company Consummanoa.of the proposed. Sale will not resuit in or * ‘trigger’” any
' :_severance or other paymems to' any present. or former officer, drrector or employee of the Company

No- present officer or director of the. Company Other than Franklin C. Baylis, the Compan s o
Z*T reasurer, is expected to become employed by MAC or the Subsidiaries. In addition, Robert J. Hingre,

: i ‘President of MDS Herkimer and ‘a former Senior Vice Presidént of the Company, and Michael V.
- Bergamo, President of MDS Service and a former Vice President of the wmpany, are: expected to
_”:cor:tmue ‘with MAC and/or the Subsrdrames after thc Sale. :

o Recommendntion o! the Board of Directors, Reasons [‘or and Purpose of the Sale

- The Board of Drrectors of the Company has unammou:.ly authorized amd approved the Purchase_'
._Agreemem and the transactions contemplated thereby, believes that the: proposed Sale is in the best.

*-interests of- and is fair to-all Shareholders and. unanimously recommends that Shareholders vote. FGR‘]J: _ o

- approval of the Sale. The Board of Directors reached this belief s to the fairness of the Sale because

the terms of the Sale and the basis for determmmg the consideration offered in the Sale were the resuit  ©

of arim’s length negotiations bctween representatives of the Company and reprcscntatwcs of. MAC and
_its affiliates.: After ‘more than one year of negotiating. selling and attempting to sell various divisions -

~*.and subsidiaries; the proposed Sale appears to be the most advantageous to the Company - and the

*Shareholders in light of' the Companys current- ﬁnancsal s:tuanon See “The Proposed Sale——"
: 3Background of the Sale.” o

" The proposed Sale results from the Company s -consideration of a number of factors thei st

consxderauon to be paid to the C ompany; conditions-and availability of ﬁnancmg, timing, and certamtyf__
:of consummanon of rhe proposed Sale; the Company 5 results of operanons, cash ﬂow and ﬁnancml*

fnthont the transact;on, the alternauvo of contmumg to seek other offers for the Umts, the farrneés' 'of
:the proposed Sale to the Sharcholders from a financial point of. view; and the opportunity for the
- Company to participate in MAC. The management of the Company believes that the Company’s bcst

~prospects revolve around restructunng the bank debt to. permit the Company to pursue the markeung" S
‘potential of the. MDS Qantel products. for its future. growth and beligves that the pruposed Sale and -

- Financial Arrangements will give it the opportunity to do sc.. Although basmg its conclusion upon the
- different considerations: discussed above, the Board of Dtrecrors drd no! asmgn any reiatwe welght L
~the various' factors. it considered in reachlng its decision.

_ Itis expectr:d that if the Sale is not_ approved by the Shareholders, or. the other condrtlons to’ the "
_consummation of the Sale are not satisfied or wajved; the Company's management, under the general
direction of the Board of Directors, will contmue to manage the Company as an ongoing’ business.and
seek other purchasers for the Units. No. assurance can be given that some other offer for the Units might

‘be made or, il made,: whether the: consideration will bHe more or less than tl:a! oﬂered by MAC or-

~whether the Banks will continue to forbear from demanding payment on. the Joans. In the event that the- '

“Banks demand payment on their loans, the Company may be forced into a bankruptcy or. reorglnizaﬂon '

. proceedmg. ' - : :

: Oprmon of lnvestment Bankers

. The Board of Directors engaged Sdlomon Brothers Inc (“Salomon Brothers ) as its financial -
advisor in connection with the Sale, although Salomon Brothers did not participate in the negotiations
“leading to the execution of the Purchase’ Agreement. Salomon Brothers has delivered a wtitten opinion,
dated the date of this' Proxy Statement, to the ‘Board of Drrecrors of the Company that the '
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'consxderatron ta be received in the Sale is fair, frc)m a financial pomt of view, to the Company. In

: _rendermg its_opinion, - ‘Salomon Brothers- has relied upon, among other things, the accuracy and
completeness of the financial and other information furnished to it or publicly available. The full text of
such opinion, whrch sets forth a description of the assumptrons and qualifications made; procedureq
followed, matters considered and ‘limitations on the review undertaken by Salomon Brothets: in
. rendermg its_opinion, -is attached ‘hereto as-Exhibit 3 and should be read in its emrret)

“The Cempany has agreed to pay Satomon Brethers an aggregate of $250, 000 plus any ‘additional
' _amounts which may be mutually agreed to in the future, for its services in connection with the
Company’s restructuring process, including the pmpc:sed Sale. Such firm has previously rendered other
" investment bankmg and financial advisory services to the Company in connection with its restructurmg ;
process, for which it has recelved fees aggregating’ $97,500, which fees shall be credited against the -
Lferegmng amounts. In addition,’ ‘the Company has agreed to indemnify Salomon Brothers agamst
certain potennal habxlmes, mcludmg liabilities that arise ‘under the federal securities laws, and to
L rermburse Salomon BrotPers for its expenses incurred in conneet:on with lts engagement

INFOR\’!AT!ON CONCERNNG MAC AND THE SUBSIDIARIES

MAC and the Subsrdranes are recently formed ccrporauons orgamzed by JHW and WCAS v _
under the laws of the ‘State of Delaware solely. to facilitate -the consummation of the transactions
: contemplated by and relatmg to the Purchase Agreemem ‘the Support Agreement the Equity
‘Agreements (as such terim is defined in the Purchase Agreement) and the agreements relating to the
“MAC Financing Arrangements. MAC has not. -engaged in" any trade or business. other .than- the
execution of such agreements and the issuance of its initial capital stock. The: authorized caprtahzatton

. of MAC consists of 1 ,000 shares of common stock, par value $1 per share. Prior to the Closing. Date,

= the authorized capital stock of MAC will be increased fo consist of 20,000,000 shares of commion stock;
par value $.01 per share, and 190, ODO shares of Nonconvertible Preferred Stack, par value $1 per share,
in order to accommodate: the issuance of the MAC Shares and the common and preferred shares of‘

L MAC to JHW and WCAS IV

CONDUCT OF BUSINESS AFTER THE SALE;.
_ OTHER POST-SALE MATTERS '

~ltis the mtentron of MAC to continue the Businesses after the Closing Date so that rhe Company s
- customers wrll ‘continue to be supplied with the Company s-products and services without mterrupt.on ‘
and with the same high standards that the Company has provided such products and services in the .
- past. Moreover, MAC has agreed to offer each employee of the Company employed at any of the Units
on the Closing Date and ‘certain members of the Company’s corporate staff- murually agréed upon by
the Company. and MAC. the opportunity. for continued employment as an employee of MACor a -
* Subsidiary, as the case may be. Such emplowment will be: employment at will, subject to MAC's being
_responsible for certain salary continuation rights previously granted by the Company to such transferred
~ employees, which MAC has agreed to assume under. the Purchase Agreement. All such -PErsons. who
. -may accept’ such emplovment are heremafter referred to as “Transferred Employees '

~ “MAC has also agreed to provrde for-the' Transferred Emplm)ees medical. - hospuahzauon and _
'srrrular employee welfare pian coverages cubstantrai!y similar. to those currently available to:‘such
employees. MAC has further agreed to establish a pension plan (and/or, at its option, a'401(k) plan) for -
the ‘Transferred E"nplovees and the Purchase Agreement provides that a certain portion of the assets’ -
of the pension plan of the’ COmpany currently in effect.wilt be transferred to such new plan or plans so
‘established. The Purchase Agreement does not limit or restrict.in any way the right of the.Company or
MAC to terminate. modify or amend any: pensron ‘plan.or other empioyee bernefit plan in any way at ‘
any time after the Closing Date, so long as.such action does not resuit in any liability to the other.or to
any corporation affiliated with the other. The Purchase Agreement further provides that neither MAC
nor the Company, nor their réspective such plans will have any liability to any Transferred Employee
in. respect of any rights of such employee against such plan or plans of the other. MAC currently.
proposes to make available ] 25{) 000 shares’ of its common stock to key empioyees under stock opuon
and/or stock. purchase programs _
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- After the consummatlo" of the proposed Sa}e the principal assets of thc Company wﬂl be MDS |
-_'_.Qantei and its subsidiaries, the MAC . Shares, the right to receive certain support revenues. and

commissionts under the Siipport. Agrccment and' its net operating tax loss carryforwarda The MDS

" /Qantel mainténance” base currently provides a major. pomon of the revenues and earnings of MDS

- Service; and" the _opcranons of MDS Qantcl and MoServ after the C!osmg Date wnll be hxghly'
Emter&c:pcﬁdv.-.nt

: lmtra!ly, the Company plans on operanug MDS Qantel as a subsldlary, bnt may, at some pomt mk "
o thc future; merge itinto the: Ccmpany, if it appears to be in the best mterests of the Company and the_
: -Shareholdcrs to do s0. ‘ o

MARKET PRICES AND DIVIDENDS

_ The Common Stock is hstcd on the New York Stock Exchange (“NYSE”) and is also tradcd on the -
Pacific Stock Exchange. The following table sets forth, for the fiscat quarters. indicated, the high and
tow sales pnces per “share of the Common Stock ‘as rcported in’ the NYSE Composne Transaetxons;’ ¥

Hg Lew

Ycar E.nded Apnl39 1984 e DAL e R T N L
~ Third: Quarter .. ............. LETeneus e . 16% 12%_;_ e
- Fourth Quarter ...... T O N RS & L S e
"Year Ended April 30, 1985 PR A N L e R
. First QUAaMer .. ... .y e i e s e e e e e teieenae . 13%0 '--’8““, i
"Second Quarter .. ... ...... N O A S A S Y S R . SRS
’I‘hud Quarter ... .. i, e T e e e v e e el 12 ;'8%’ ‘

e Fﬁunh QUﬂmr ..._.;.V ....... "'.."".'.'-':.";.'f"-".'-.'.f‘"...'. .7._.-....:..'.-.._.*;‘...:‘.‘..'..;..', 12 _
S Ycaf Ended Apl’ﬂ 30, 1986 : R L e RN ::'1'.
. Hirst Quartcr....:;;-.._ .......... e F e e e e e - 30020
- "Second Quarter ... . ... L e e s il S el L el i 2 -_:1%'_.
Third: Quartcr and through March6 1986 P PA

MOHAWK DATA SCIENCES CORP. AND SUBSIDIARIES
- SELECTED FINANCIAL BATA _ R T
Set forth below are selected financial. data of the Company and its subs1dlancs Th!S mturmatmnra -

~ should. be read ‘in conjunction with the Company’s ‘unaudited . interim Condepsed Consolxdatcd-ffﬂf”‘

* - Financial Statements and its Consolidated Financial Statements and Notes thereto included elsewhere . -

~herein. . The results of operations -for the six months erided October 31 1985 are not. necessanly, e
j;mdlcauve of the results that may be expected for the full year. = : " :
: S Six Months Ended -

" October 31 Yu’rﬁuddnﬂm“ R
1& 1984 1988 1984 - 1963 1982 1981
o _ ' (In mlﬂlomuceptperahun:mmu) o
‘. "'Revenues . o - B TS oA
Netsales . ..ov .. ... T . $:80.7- 51253 §$ 2917 32;3.0 3217 0 52066" $186.4
Rentals and service . .. .. So..00 5600 737 1412 - 14950 146.6 0 1273 1345
~Total ;evenues ............... $136.7 $199.0° '$362.9' $402.5 3363 6 '$333.9 “5320 9
Income (loss) before income taxes . . . ) L LR L
- and extraordinary items .. ... ...« .3213.0} '$§43.-~1;~ Sgl-‘lﬁ];x $§43-.7; S 18 1 $18.4: 8§ 26 1'._
“.Net income (loss) ......... G _(145) (45.8)  (181.2)  (33.0) 12 0-:_: 156 181 -
Net income (loss gper share ERENT IR S e R RN S S
- Income (loss) before extraordmdry - el co e R
coAtems Lol L PR | '.(.97;; S%E&;.IB},SEIZ\.E’?; ,5{3.65,;\_ $ ;.'79 L $1:16 8. 1.44 ¢
~“Net income (loss).. Col sl (97 . (3.13) (12.37) (3.65) _ ;83_ 1.16 151
g Fmanmal ‘Position B T & COR T AR SNSRI - : o
Total assets .. ............. L.aoo $167.7°-$329.1 0 '$:255.0- $334.0 342, 8_ '$299.3  $268.2
Borrowings . ... o i ciiien s 13341570 1629 . 1383 1095 - “85.6- - 522
Shareholders’ eqmty (deﬁcn) ..... 647y 56.5° _ (49.9)- 107.7 . 165.5 _156.9 . 1464
* Shareholders’ equity (deﬁcxt) pcr LT T T e e DT
sharc S v dn e L L $(4.32) 8 3.85 $(3.40) §$ 7.39 $11.42 '$11.71 $10.9
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M()HAWK DATA SCIENCES CORP AND SUBSIDIARIES
' PRO FORMA FINANCIAL STATEMENTS

B 'I‘he fcﬂlowmg unaudm:d pro forma condensed consolidated financial statements |llustrate t.ertam'- E
. pro. forma effects of the proposed Sale at October 31,1985 and for the year ended April:30, 1985 and
- the six months ended October 31, 1985, giving effect to the adjustr'ients described in the a\.r,ompanymg-'f "

_ notes. The pro forma condensed consolidated financial statements should be réad in conjunction with ~
- the historical Consohdated Financial Statements and Notes thereto of the Company and its subsadnancs o
© and “Management ¢ Discussion and Analysis of Financial Condition and Resuits of Operatmns » each:
 appearing elsewhere herein. The pro forma data are provided for. informational purposes only and: -
" should not be construed to be indicative of what the financial condition and results of aperations would -

~ have been if the Sale had been consummated at the balance shcet date or at the bcgmnmg of the .
petiods for ‘which the pro forma consoltdated stalements of eammgs are prescntcci nor md:catwe of NP,
'future ﬁnancnal condmon or: future results of owratmns ~ : : : ‘

PRO FORMA BALANCE SHEET

" October 31, 1985
_(Umdlt:ed) ) .
: . ' E¥minste: : T : o
. ("omolldated - Proposed Pro Forma s Pml?omt R
Company Sale to-MAC Ad]utments S lahnce Shect- e
_ ' L _ . ' (ln Thommh) _ PR
g SRR ASSETS _ : e 3 o
‘Cash o ST R 2659 $ N _._$.2,,6¢59
_ -Accounts rece|vable—~nct e ieee.o 45824 24330 E LU 21,494
- Net investment in saies~type Iea:.es Gl r 596 - 596 SR R
Inventories ., ... . oo e S ie.. 36,552 128,039 Lot e 8513
" Rental equlrmem--net B P Lo 4051200 39,286 ' o B340
' Property, plant and equnpment——-nei i L1948 - 1095t - oo 0 B8535
~Cost in excess-of net asscts of acqmred AR C ST S
U COMPARIES Lol T e R A Y4 T 949 o : 768 L
Investments in and recewable from afﬁhates, Fo11,780 9 599((3) o125 iBg 2,306
-'Other assets Do GESRSNANE 12822 0 2,564 ~(3,800)(C 6,458
: Total assets .. . e PR S S ‘_;'51’71 556 8116314 $ §3_!675} _ : 351 351,567
: LIABlLITIES AND SHAREHOLDERS™ EC S RS
. aqun‘ (DEFICIT) \ S
o T : o ; -$(79790) A) L
'“_Bank debt ..... Loosworeas s 300B) 838,033
" L S L s S
* Accounts payable ..... SN Lo 16,031 11,006 o S 5025
United States and foreign income taxes i 5950 - S e 05,9500
Salaries, wages and commissions accrued ... .. - 5,860 2109 L 3951 _
“Taxes other than.income taxes:......... .. Lo 2,440 U M60 382 D 1281
. _._.Other accrued expenses Sl | 30193 o 7.984 { 54-,425;&3{ : 16402
| ,Accrual for esnmated loss on. dtsposmon - .36.156 o { }1 4.'»955%_3) g 5,125 -
L Subordinated debentures. i e 18792 T 18,792 -
“Mortgages and other-debt ...... e 6,085 21 46 o (5,498E) - 1,141
- Deferred income taxes: ... . ... ..co0eoe0 oo L6000 s e 6700
- Deferred creduts..... ST SO L e 4,550 . . 2,138 L2 M2
_ Total liabilities .. ... ..... el loaooo 236271 24,443 - (112,246) 99,582
. :Sharehoidcrs equity (deficit) ... ..o S (64,715) © . 91,871 - 108,571 - {48,015) .~
' - Total liabilities ‘and <hareholders SR T s A T b e S
. _ equitv (deficit) ..o Lo .o $171.556 . $116,314-  $:(3.675) . $31,567. .
:Shareholders (deﬁcxt) per share‘.-. R o8 (a3 R R $ (321

‘See accompanying notes.
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. 2 ‘f‘(B}‘_: Estxmated loss on pmposed Salc of Umts 10! MAC computed as foilows

_ﬁHlstoncaI net book value. of Um\s o
L .D&duct——Estnmated cash proceeds ‘ SRS S8
T ,_.;-—Va]ue assigned to MAC: Shares to be rec.e:Ved per prehmmary

i -estimate from investment banker ..., iii el T
2 _.Add——lntcrcst concession fo MMC as an: mducenen ' @ co
' Herkxmcr.. . il el 3

| 000). For' .
_ :; -_-f'pnmoses of prepamng the accompan)mg Pro Forma Balance Sheet no value has betm ass:gned to :

{(53 800 (IOO) and ‘habitity for the put prov:s:on assocmted with’ such warran!s (34,'425;

'-'ncw tcrms smcc such walues wouid no* be maten'a] to the pro forma ﬁnancua! ccmdt

Arrangements reqmre all unpatd mterest and fees tc be: added to thc Bank debt Assummg;no:'i
interest is paid to the Banks. from Novembe_r 1 unnl the Closmg Da&e the Bank dcbt woutd bc
mcreased by approximately $4,600,006. - . RN

' (E) MDS Oantel issued-a note’ to Nauonal Sure!y Corposrauon in: cennecnon wnh 2. settlemen
lmganon against it. Such note is supported by an irrevocable letter of credit issued by the Banks on -
~'behalf of the Company, The amount has been reclass:ﬁed s Bank deht as the Company mtcnds to : j.
utxhze this letter of credit. :

- -.(F) To reverse the portion. of accrual for esttmated lms on d!sposmon no ionger rcqmred after thc‘
. proposed Sale. : G ~ ‘ A

' (G) Represems the Cﬂmpany 5 mvestmem in its. uncnnsohdated finance - subsuilary n\:t of hab;lmes ofV? o
-$14,623,00C of which $14,500,000 - Tepresents. bank dcbt See Note 6 of Notes 0 Condensed:«%fr
Consohdatcd Financial. Statemcms on page. F27. ' -

(H) The Company has corsxstenﬁy 1ssued unclass:ﬁed balance sheets due to its’ substanuai leas;ng
N operanons After the completion of the Sale, the. Company intends to issue classified balance .
sheets since Qantc[ (the pnm:tpal rcmalmng operamon) pnmanly markets 1ts products 1‘1mugh
sales rather than leases. T . e SE










Actnal “As'quﬁsted*

(Unaudlted}
(in Thousands)

_‘$107 943" 338 033;_?
1, 792 - 13 792
16,685 1,141
133 420 57,966
(64, 715) (48 015)'
s 68 705 - $.9951 9, 951 :

51 B ever the pnor year .

s:i’vxte revcﬁu? : decrease' “Q\y 24% The pnmary'-

1 feli m the six month perlod ended October 31,
‘ anﬁ cemmxsmons 0 dealers and salesmen due a:o




‘d;'subsndlanes haw: been used to pay down bank debt and 10
The Company expects to i’n’ance future operatlons through '

05, or possrbie hqmd on. Rema!s(and 3
rent: ’ls resultlng from

‘_“datcd Fmancxal Statcments legal pl’OVlSEOtlS
it against MDS Qantel and increased provisions
for 2 items gencral and. adtmmstratwc expenseS"
«‘decre:ased ever the pnm' year rcﬂ&ct.ng the effec* of carst cumng in- ﬁscal 1985 L

Gthcr ex -nses (nct) rcpreseﬁts mcreascd traasactmn ]osses axpenenced ftom mternauona




!nterest axpense increased: ‘ﬂ'% reﬂectmg mcreas«ed levels of bormwmg and mcreased mtereﬁt rates
: bemg charged ‘the Comipany by the Banks. Interest income decreas"d reﬁectmg a reduced volume of_ ‘
‘ .-‘long—term leases quahfymg as sales type leases e - :

Esumat.ed loss on: dtsposxtmn repesents a pt‘OVlSan for lmses to be incurred or expected to be.

incurred upon the sale of certain operating: units. ' The largest. ‘singie component of this provision

: 'represems the realization of accumulated translation ad]ustmems (applicable to international operating

" units cxpected to:be so!d} prevmusl}' shown as a reduction of sharcholders’ ‘equity on. the consolidated

halance sheet, For furxher discussion see Note B of Notes’ 0 Co'asohdated Financial: Statements :

; ‘The prowsxon for- incomie "taxes decreased. 5"% The s:gmﬁcant reduction reflects’ reduced
' lproﬁtabxhtv in mtemanonal subsadtarms where the Cé)mpany hnas m the past experxenced high effective
‘ -'iax rates. y -
S5 Funds used in operatmns were 53(3 190 000 m 1985 COmpared to funds prov;ded of 517 917 000 in

1984, The decrease was pnmaﬁjly attnbulable to reduced proﬁtablhty and was ‘inanced through

~ Increased bank barrowmgs ,

_ Reference is ‘made to Note'M of Notcs 10 Conmlzdated Fmanc:al Statements for mformamn

e concemmg thv 1mpacz of Vxﬂanon and changmg prices on ne! cales and revenues. :

: 1984 Compared wlth 198:5\

'I‘otal revenues. mcreaskd by ll% Sales mcreas.ed by 17% pnmanly due to 1mproved busmess:
computer sales by MDS Qanteﬂ particularly in its various vertical markets. Sales of Series 21 and: ping—;._-

compatible terminals were re!atwc]y flat. Rentals and service revenues increased by 2%. A strong gain.

_in maintenance Tevenues ‘of 109 ‘was’ foset by dechnmg rental revenue as a result of both-continued:

saies of leases to mdependem ﬁnanciat institations and the Company’s marketmg ab]ectwe 10 generate.
- a higher. pcrcemtage of sales versus rﬁntais Tdentification product revenues declined by 4% due to the'

' floss ‘of a support contract and normal vearly renewal cycles. - : Lo

“Cost. 0*’ sales increased from 409% 10 43% of revenue pnmar:!v due 10 dlscounts granted to large_

mlume custom&rs and the adverse effect «of the stronger U.S. dollar on international sales.

Cost. of remals and service mcreaSed m 65%. of rentals and 5emce revenue from 62% due toa

: rerduced rental revenue base with a re!atwely ﬁxed rental depr&muon base, and a reduced voiume-*
" within the: identification product bumaesq Y : :

I)eveinpmem software and engineering expenses mcreased 23 % as @ resu!t of mcreased software-
~ expend:tures 1o deve!up the MDS Qantel vertical markets.

Markeung* general and administrative expensee increased to 4"% of revenues from 36 To. Thg.i

“increase within marketing is the résult of larger sales volume through distributor.and agency channels . - . -

which receive.. mghcr commissions, the continued establishment of an in-house sales force at MDS'
< Qantel; record advemsmg ﬂutta‘ys for new: pa’oduct mtroducnons and the. estabhshment ofa marketmg‘;
- group in Australia. General and ‘administrative expenses increased 57°% as a- result of increased IegaI' :
"~ fees and “settlement costs, particularly -within MDS. Qantel increased provisions for uncollectible: -
accounts: cerpmrate am&mssng ‘expenditures and start-up costs within MDS. ‘Australia. , :
O:her expenses {net) increased as a result of forelgn exchar,,gc losses rclatmg to transacnons wlth" :

the mternat:onal subsidiaries and lower earnings of the Company s ‘Mexican: affiliate. - o
o Interest expenw increased 8% as a result-of an:incressed level of borrowmg Interest. mcome, L
decreased reﬂectmg purchases of long-ierm rccena’mies by the: Companys finance subsidiaries: ‘This

: reductmn in interest income is offset by the cqmw in the net income of the fmancc subs:dxanes B
Estimated loss on dlSprl!an ‘primarily consists of pwvas:cns for the: closmg of MDS Trivex
“Division. the ‘consolidation. of - advanced “development = zctivities  and othcr matters. Fer- further
rﬁscuss:on see Note B of Nmf:s to' Consolidated Financial Statements :
. "The provision for income taxes increased 38% The significant increases occurred in’ 1nternanonalé=.
subsidiaries wherg high-- effective tax rates prevax! without benefit ' of ‘offsetting tax credits, and . in
- addition, provisions were riade. for potential tax audxt adjustments and . distribution of eammgs '
paewouslv intended to be: permanentiy refnvested. ' Lo
. Funds provided from operations were $17,917; 001@ in 1984 cﬂmparcd with 5?2 412 OOO in 1‘3'8w The e
drcrease was’ pnmarlh attnbutable to reduced pmﬁmbthtv' o :



MOHAWK ACQUISITION 'CORPORATION AND SUBSIDIARIES
PRO FORMA CONDENSED CONSOLIDATED BALANCE SHEET
, ' , October 31, 1985 .

_ - ~ (Unsudited)

The following pro forma condensed consolidated balance sheet of MAC has been derived from the
‘unaudited historical balance sheet of the Units, included elsewhere herein, as of October 31, 1985. The
_pro forma:condensed ‘consolidated balance sheet gives effect to the ‘acquisition by MAC of the Units
under the terms of the Purchase Agreement and the MAC Financing Arrangemients, all of which are
déscribed eisewhere herein, as if the Sale had been consummated on October 31, 1985. The acquisition
has been ‘accounited for as a purchase. For purposes of the pro forma condensed consolidated balance
sheet, the assumed difference between the Purchase Price and the B¢k Value of the Assets acquired

and the labilities assumed has been deducted principally from other long-term assets. The values -

assigned to the. Assets -acquired and the liabilities assumed and' the related recorded amount of
‘consideration. given are subject to adjustment based: principally upon an audit of the Assets and

- _comp!etion'_of‘a‘ihird-'party appraisal of the. Assets. _ .
L R ' Units - Pro Forma Pro Forma
Historical - Adjustments - Amounts
, o _ ' " (Ic Thousands)
S .. . ASSETS: T e .
Cash ......... PR R e .. % $10,000(A) $ 10,000
Accounts receivable-—net . ........ oo S 24,330 - 024,330
~ Net investment in sales-type Jeases. ....c........... L - 596 S 596
CoInventories ...t e PERE R . 28,039 28.039
Rental eGUIPMENt—1T. " . ...\ fovnruanitar e e 39:286°) o L
- Property, plant and equipment—net......... e R 10951 8 - . aeevmy - 20
_ Costs in excess of net assets of acquired companies .. ... S 949 -_(_14‘956)(8) 38"?94 _
o Other a@ssets ... .. t..ouvnon.. e Sl 2,564 S _
. Investments in and receivable from affiliates ... ... .. ... 9,599 - (3.735)(C) . 5,864(15)
| ©Total @SSETs .ol ... 8116314 § (8.601)  $107.623
_ LIABILITIES AND SHAREHOLDERS' EQUITY. R
Bank debt. .. ..o it O S RN | - $76,790 (D) § 76,790
Accounts payable. .. ... P 11006 - C 11,006 -
. Salaries, wages and commissions accrued. .. .. .. ... ... i 2,109 5 2,109
" Taxes other than income 1aXes . . ... ... ueoennisaan 1,160 0 : 21160
" Other accrued expenses ......... e AP 7,984 (3,735)C) 4,249
Mortgages ‘and other debt ... ... ... e s PR ' 6 _ 46
~ Deferred credits .. ... ... F D e 2,138 ' o 2,138
| Total labilities ........... SIS L.._24843 73055 _97.49%8
' Reédeémable preferred stock........ ... U - - 9.000 (A) 9,000
- - o . ' ' : _ -1,000 %A) Lo
S Common StOCK . ..ol s : 125(B)y . 1,125
© Equity in the Units /..o e L APCHPIR R 91,871  (91.871)}(B)
| Total shareholders’ equity ......... LS. 91871 (81746) 10425
Total liabilities and shareholders’ equity  $116,314 $ (8.691)  -$107,623

See accompanying notes.-



k (A) To record equity con'nbutmn by MAC shareho!ders

(B) To report the- prehmmary allocation of the Purchase Price for the Assets and the liabilities assumed-
' by MAC and the Subsidiaries and to record the issuance of the MAC Shares to the Company
(8125 000) and elimination of historical shareholders™ equ:ty of the Units.

(C) To reclassify- the Companys liabilities due MDS Credit against the related investment.

(D) To record the MAC and Subsidiaries Bank debt (879, 790000 less $3, OOO 000 of unamortized
: dlscoum) for the Cash Purchase Price.

(E) The mvestment in MDS Credlt as of Octobqer 31, 1985 is summanzed as follows

L 'l’housands)
Assets | - - -
Cash .................. e N s 33
. Receivables, net . ................. e _ 9,699
Investment in sales-type leases ....... e 10,755
Total /..., AR 20,487
~ Liabilities o - | . .
Bankdebt .. ... ... oo W 14,500
Accrued expenses ... ... e e 123
Total- ............................... 14,623
Net mvestment ................... $ 5,864

MDS Credxt has entered into a credit agreement subject to certam covenants with ; three of the
Banks to finance its portfollo of long-term lease arrangements in the amount of $14.500, 000. Such
loan is collateralized by a first security interest in ail of the assets of MDS Cred:t and is structured
as a threc year re\olver with a four year term. opt:on

26



MOHAWK ACQUISITION CORPORA l‘ION AND SUBSIDIARIES

PRO FORMA COVSO{.IDATED STATEMENTS OF OPERATI()NS

u naudited)

o The foilov.mg pro forma consolidated - statements of operations of MAC have been demed from
- the unaudited historical statements of operations of the Units for the indicated periods. The pro forma
_consondated statements of operanom g:ve -effect to the acqmsmon by MAC of the Units under the:
terms .of the Purchase Agreement and the MAC Fmancmg Arrangemems all of which are described

elsewhere herein. as if the Sale had been consummated on May- 1, 1985 and May 1,-1984. The pro

~ forma statements of operauons are not necessarily :ndlcanve of ‘the results that woutd actually have

resulted :f the Sale had been in effect Hor thu penods 1mchca:ed ‘or that-may. result in the future

Sm_Momhs Ended October 3. 15!35 :

Revenues R o
Netsales L. oo o i
Rcmals and service ... ... N PR

Total FEVENUES ... ... ..... S sl

‘ _Coc.ts and expenses{A)

Cost of sales ................ e e
- Cost of rentals and service R D S SRR
- Development. software and engmeermg expenseq e

~ Marketing, general and’ administrative expenses .........

- Qther expenses. net . ... .. .. R U T PR

Total costs and expenscs PO A SR

Overatmg income (loss)... ... ..., R il

Interest income- (expense)—-—net B R S

~ Equity: in-net. income of finance, subsidiary ... ... .. e e

Income (loss) before iNCOME tAXes ... ... .0 i

Prowsnon for income taxes ... ... S . R :
Net income: loss) ... ... oo I S _

See accompanymg notes.’

Hl,s!orical ProForma
‘Results Adjnsumnu
{In Thonunds)
$34.22  §
37.037
71,259
23812 L
26211 . 4841 (B)
2325 L
11,985
38
64,701 4841 -
6.558  (4.841)
155 (3.840)(0)
809
7522 (8.681)
267 S
§ 7,255

SEe8)

: Pro Forma

Amounls




MOHAWK ACQUISITION CORPORAT]ZON AND SUBSIDIARIES
- PR() FORMA CONSOLIDATED STATEMFNTS OF OPERATIOVS

(Unaudited)} . _
' TR S R . Histoncal i Pro.Forma Pro Formia .
Year -Ended April 30, 1985 - . - " ‘Respilts - - Adjustments . - Amounts
. a3 ST ' o ' ' (In Thousands) =~
"-,-ﬁ_Revenues - _ SO e ‘ o
. Net sales ~........ PR PR HICP el (8T0127 08 : 37012
Rentals and Service. . .......iiiui oL ceieeei.. 70859 . 70,859
| : _Total :eve_nues.. e e 147,871 . _'_}_‘_i?,S’f.l .-
* ' Costs and expenses(A) : o o R VTS T
' Cost of sales e il 60607 60,607
Cost of remals and service ... Ll ceasidaien - 055,382 9550 (B) 0 64,902
_ "Developmem software -and engmcenng expenses S 23549 . 0 S 5,549
. “Marketing;: general and admmlstratwe expensec Livii o 53,186 (7.752)(D) - 45434
- Other expenses, net TN S D e e i Liuos 3648 ‘ _ 3.648 .
_ : Tota! ‘costs and expenses e LR R o 178342 1,798 - 180,140
it .Operatmg loss sl LUl L (3047 (1.798) (32,269)
- Interest income (expense) e Ledeens 0197 (7.679)(C) (7.482) -
~Equity in net income of finance eubsndxary ....... P R ) | _' S Vv j () REPER
_Provision for estimated loss on dlsposmon ........ S cooo 14956 - 14 956 -
‘Loss before income taxes .. ... ... T S € <. 1) B { N 477) (52,99.7)
Provision for income BAXES oLl P R ) U = o ] 34
' ©UNetdoss. i '§L43.'834) 5 0477 $(53.311)

-

CU(AY Inciuded in costs and expenses s apprommate!w $7 719000 and $17,098.000 of deprecnatlon
expense for the sxx months ended October 31.198s. and the twelve: months ended Apni 30, 1985.

) : (B} To reﬁect cerwce revenue: fces and comml_;sxons pavable to the Company and MDS Qantei for the =
“year ended April 30,1985 (89,550 ,000) and the six months ended October 31, 1985 (34 841 000)
~ pursuant to the Support Agreement. -

(C) Adjustment for additional interest expense for the year ended Apul 30, 1985 (57 679, 000) and SiX -
months ended . October 31. 1985 ($3,840.000) resulting: from -the borrowmgs by MAC of =
'$76.790.000 under the MAC Fmdncmg Arrangements mcludmz amortu:anon of dlscount at'an

~ assumed interest rate of Ne%. o :

(D) To- ehmmate -cost ‘and -expenses prowded in connection wnh the Companvs closmg of- sales
admmmmrwe and other facilities, severance of termmated -employees and sundry mattels

N (E) "ﬂet mcome per common share is-not presented since MAC is ‘not. a public companv



MOHAWK ACQUISITION CORPORATION AND SUBS'DIARIES
: e ’ PR() FORMA CAPITALIZATION ‘ . S
~The followmg table and the re!ated notes set forth the pro, forma caprtahzauon of MAC after gwmg

etfect to the ﬁnancmg of the proposed Sale as if the Sah, had been consummated on October 31. 1985

(a) MMC has obtamed a $18 rmlhon erght-year term P,oan commitmerit from the Banks Borrowmgs b o
would bsar no’ interest for the first two .years (capnahzed interest aggregatmg approxrmately-{' i85
' .$3,000,000 for such period will be included in the MDS Debt Arrangements). interest at 10% inthe -~
. third year, and interest at.the | prime rate in the: fourth through eighth years. No principal pavments T
“would be required in the first three: yeats, with quarterly. payments-of $250,000 beginning in the =

; _ _ . (In_Thousands) Thousands!
S E1n,mlg-t'er"m debt : o . : , S
L MMC secured term loan(a) O S F S PO $.15;()00-
MAC secured term loan(b) ... .. .. CEiia et e 61796
R Total long»term debt . el vl Ll 76,790
Redeemable Ft‘eferred stor:k(c) ..... LAY es 09,0000
' V'-‘Common stock(c) ..t N R D R P~ 1
Capital in excess. of par value(c}. e Sedons 1,000
' 3 Total long-term debt. and caprtal ..... el 886,918

o fourth year, monthly’ payments of $166.667 in the fifth through eighth years, snd a final payment i -
. -due at the end of the term. The loan would be. ¢ollateralized by. certain receivables, inventory and: -

5 | (b) |

* property, plant and equipment having a pro forma catrying value of approximately $15.000.000. In -~ .
" addition; the agreement provrdes for possible principal prepayment based upon’ the ‘achievement of:*ﬁ; S
“‘certain operating results, starting in the first year of the agreement ‘The amount: shown above IS

stated net of $3; 000, 000 of: unamomzed discount. computed at-an annual rate of 9’&% '

MAC has arranged to borrow up to $68 mr!hon under a term loan agreement wnh the Banks Such T
~ loans would have aggregated $61 790,000 on a pro: forma basis. Borrowings under the agreement ..~ "
would bear interest at 10% for the first three years, at the prime rate: plus 1% for the next twg' - |
'years, and at prime plus 1% for the next three years. No _principal payments would be rcqurred ino
- the first three years. Beginning in the fourth year, an amount equal to qualifying domesnci
‘receivables and inventory would convert. to a revolving credit, with' the remainder to be'paid in 32 .
* equal quarterly instaliments. subject to possible principal prepavments based. upon the- ach:evement«-_'
of certain operating results. - Borrowings would be collateralized by assets havmg a'pro forma = -
¢ carrying “value of approximately $92,000,000. ‘In: addition. MAC has-made “arrangements 0=
refinanice the bank debt of MDS-Credit Corp. under a three- -year: revo!vrng crecht agreement which - -
- provides for interest at the prime rate. The revolving credit would convert to a four-year term. loan o
* at-the end of the third year.. Borrowmgs would be corlla;erahzed by the MDS Crmnt recewables and' -

- +leases on equipment.

(0)

The authonz.ed stock of MAC consrsts of 190 OOO qhares of redeemable nonconvemble preferred"’g

‘stock. par value $1 per share, and 20.000.000 share:s of common stock, par value $:01 per share. . |

" The preferred stock would receive dividends at an annual rate of $10 per share, as declared, on a -

cumulative basis. The preferred stock may be redeemed. by MAC at-any time ata redempuon price

~of $100 per share plus accrued and unpaui d:vrdend«a Unless sooner redeemed, the preferred-stock

~“is subject to mandatory redemption at.a rate’ of '$750,000. quarterly, plus ‘accrued: and unpard'_ S

-. _dividends, beginning on April 1, 1992. Upon any liquidation or dissolution of MAC, the holders of ‘
- preferred: stock are entitled to. a liquidation-distribution- of $100°per share. pius any. accrued and

- the 2vent the Bankﬁ acce!erate the loan. .

urpaid dividends. JHW and: WCAS IV have: agreed to mvest an, addltmnai 316 million of caprtal m“f"'




--BUSINESS?-AND PROPERTY OF THE_'C(SMPASY AND M’Ds QANTEL_
:?Generat : L ' L .

_ . The Companv a'New York corporatlon orgamzed in i964 is engdged in the design. deveiopmem .
_.manufacture marketing and’ maintenance of computer and communications systems.and services. The

: Company s corporate ‘headquarters are located at' Seven Century Drive. Parsippany, New Jersey 07054,

and.its: telephoue number at such addressis (20D 540-9080 MDS Qantel has its corporate headquarters
in Hayward..California. All of. the properties and product lines of MDS Qantel will be retained by the
- Company after the Saie except one undeveloped parcel of real estate in Hayward. All of the other .
;proﬁuct lmes and propemes descrtbed below are bemg soid to MAC and the Submd;anes as part of the"f i

. - Sale

: - Hard"ware Products e _ : =
" The principal products of the Compan} are the MDS Svstems Serles 213' and Super ?1“‘ dlsmbuted-

- data processing systems-and MDS Hero™ networked persona! computer systems and the MDS Qantel"‘. i’ 1
o Systems 10 20 40 and 64 busmess compt.ter systems : - -

o MDS S‘ystems Hardware Products

_The Series 21 famllv of mtelllgent dlstnbuted pmcessmg systems serves as a mult1~funct10nal multl-
. station. Processmg system. performmg a w1de variety of commercial office foles. The major components{'n-
" ‘of Seriés 21 Systems include one to 16 operator stations, each with its-own keyboard and video.display -
screen. one:to four diskette drives, mEmory capacity up: to a halfomnlhon characters and fixed or fixed-
removable disk drives and other penpherats ‘In addition fo the generai purpose processor, the Series 21
- architecture ‘utilizes: ‘ZpECIallZEd paraﬂel processors for. execution of concurrent commumcation mput- .
output funcnons dmp!ay subsystem centrot and index sequentml file access: =

In 19&4 the Company introduced the MDS Hero networknd persona! computers and the- Super 21

- COMMURICAtions pro¢essors. The MDS Hero workstations-provide individualized personal computing
_and permit the credtion of. mtelhgent ‘workstation cluster‘» inlocal area networks for office automation, -

while simultaneously provadmg access o mamframe computer programs and corporate “and pubhc data
bases. The controllér for a cluster of MDS Hero workstations can be either a specially configured MDS.
Hero or a. Super 21 which can also’ support. nonintelligent workstauons ‘The Super. 21 incorporates a

‘wide variety of networking software which- permnts smooth: integration of MDS Hero clusters into IBM: B

3270 networks The MDS Hero can execute ten programs concurrently and can quickly switch between.: :
apphcanom aw well as *:upporx muif;ple wmdomng within certain applications.

The \.ompact MDS Hero worksmt:om can be. expdnded in funcnonahty and power through user-.-.: ‘
_msmltable mermory cartr:dges and by snapping book size' disk storage modules in place. The processor
utilizes a 16-bit-microprocessor with random access memory up to 1.024.000 bytes.: Dual ﬂoppy disk:
drives and up to four hard disk drives can be added allowing a maximum hard disk storage capacity of 8. )
megabytes for'a single MDS Hero workstation. The Super 21. permits shared resources for the MDS
- Hero workstations, permitiing access. to “common  disk files. printers and communications . with- o
mainframe computers and other terminal stations in- the network, Most existing MDS Series 1 s can be -
‘_hcld upgmded to mclude MDS Hero- nctsmrked personal computers : L

The MDS: dn,tr‘bufe:d processing %\stems extend the heneﬁts of computer automation beyond the L

mainframe env ronment by relocating specific: prmewng functions to the source of data or pomt of use;

‘avoiding the delay, error and expense ussociated with the' centralization of data entry and’ data;:
~_processing functions. ‘Series 21, Super 21 and’ MDS Hero systems offer. a simple way to connect
dmpersed bus:ness activities into a cotporate’ mformatlon network. and function either independently. or' .
©in_conjunction with a centeal computer The user of an MDS Systems product may perform data entry,

data processing. tm(ch and interactive, commummt:ons electromc maxi and v.ord processmg on the )
: same system. ' ST H '

In July 1984 the Cumpam mxroduged the ’viDS Q{}GK) Senu; c!usrered computer termma! swtems,' _
which are piug-m plug compatible replacemems for éértain [BM terminal systems utilized for both data
. entry and as mteracme termmais The MDS 9000 Senes offers bot!‘ local and remote controllers whlch o



i '_Lsﬁpport up 10 3 devnces The customer may corﬁgure both controllem by means ‘of customzzanon'“

o software, permitting’ the units to be field changed from. Blsyntch*onous to Systems Network Architecture |

s ':(“SNA") In azddition, the comrollom have Local Control Point softv.are, a unique: feature that permits

;. access to. and zonitoring of, the system from: any, d:spta* station. The MDS 9000 Series termmaks offer.' . e
) ‘_,'hlgh qnahty cirity.and self-contamed termma! power and logzc boards. : R

A number of | mature. products in data emﬂ- and batc.h com'num::at:ons are sull marketed and. .

;:: suppoxted by MDS Systems The System 2400°is a. programmable system conﬁgued in-a variety 'of =
iy specxahzed .data processing. appl;canons inciuding data entry, data communications and: penpheral;

o “processing. A related: product is the Sustem. 1200; a- hlght-periormance key-to-dlsk system allomng-' e

”tfg.'ldecentrahzed data entry for: smaller op\.ratlom

:".MDS Qantel Hardware Products S0 SR |
' The principal: pmducts of. MDS Qant,el are curremly its Systems 10 20, - {) and 64 The bas:c‘ :

e :ﬁcornponents of each of these systems typically consist of a central processor., internal memory, a data .

. .. storage ‘disk- system, cathode ray tube ("*CRT") vndeo terminals and printers. These systems are multi-
. user. multi-terminal, interactive, dasc~based mxmcomputer systems which vary in procéssor architecture . :

. and speed and which support varicus tiumbers of usérs and disc capacities: The System 10, de&gmed to°

: '; “meet the needs of the first- time user, supports up to eight CRT terminals and four printers: while the ,:‘:'
--j‘?Svstem 20, curremiy offered only in international’ markets. supports up to16' CRT terminals: Tt-ef! i
-~ System 40:is similar to the. System 20. but includes a faster. processor with up to one megabyte of main.

“memory, 40 CRT terminals and six"disk drives: The’ System 64 has up: to four megabytes of main-

- “memory, 75 mtelngent workstations and six disk diives. The System 264; the most: powerfu! memberci

‘the - Qantel family, is desxgned for’ h:gh vo!ume fast access, on-line data’ processing - reqmrements ;
}supports up to 150 CRT terminals. and : utilizes: blpo!ar techroiogy bit-slice architecture ‘and
_simultaneous fetch and compute: operanons ‘Each of the systems promdes up to’ e:ght communncatnonsf~

. _portq supportmg most ‘standard commumcatlons protoco!s S ‘ *

Bcgmmng in’ Fcbruarv 1986 MDS’ Qante ol ‘plans on- mtroducmg a‘new hne of four computer"

- 7 systems; based on ‘three different processors, one of which will be a new internaily developed mid-range .

" processor. ‘These new systeéms mli be re-packaged into: smal!\er more architecturally pleasing: cabinetry,:

- typical of today’s competitive mini- and micro-computer. systems. System 45, the smallest of the new .

~systems, will be based ‘on the processor currently used:in today’s middle-of-the- line’ System. 40, thusﬁ -

E substannaliy improving performance in:the very compemwe area of entry level systems. System: 45 will T
- support eight-to ten active users, and disk capacities. of over 400 million bytes.. Systems 55 and 58 are

.. designed ‘around-a new ' processor and -are intended. to-fill the new mud—mnge product. Ime posmon :
.. Although Systems S5 and S8 both use the same processor, they support different penpheral capacities. .~
- "Both systems will support over 20 active users, but System’ 58is designed. to support up to [16:million
- bytes of main svstera memory, and over two billion bytes-of rdlsk storage. ‘As. currently deStgne.d Systemi‘*"

- 55 will'be limited to four million bytes of main system memory and about 400’ million"bytes of disk o
storage, System 78, which will be the high-end system in th:s new family, will use the same processoras .

“.the: current’ System 264 System 78 is designed to. support 40:to 50°active ucers. up to 16 rmlhon bytcs of)

e mam systemm. -ncmory. and dxsk capacities. exceedmg two-billion bytes. .

~ All of these new systems can physically connect three or four times 1he numbﬂr of users xdentlﬁed
~‘above. as well as up.to 100 printers with speeds from'35 characters per second to 1.000 lines per minute.

. Each of the systems supports a. choice of magnetic tape-devices. for- disc back-up- and has: mulnple, 3
o 'commumcanom channels. supporting numerous standard commumcat:aons devices and protocols All of' :

“the’ systems described above, including' the ‘new-systems, can_be conﬁgured with BEST/NET™, _
proprietary local area network which connects up-to 16 Qantel computer systems, allowmg the users on. -
- each system to share the data and certain’ penpheral devices of all of the other systems. In gengral, this

"new range of systems will cover the same perfoimance and capacztw ranges ‘as the: *‘urremly n‘arketed e

' _'svsm"ns. bu! will offer a subszannally ‘better _price- pcrformance ratie to the customer
After the consummation of the Sale. the Companv w;ll retain its MDS Qantel engmeermg and

3manufdcmnng facilities in Hayward,’ Cahforma and *Juncos.. Puerto Rico. See “‘Description of

~ Properties”™ on page 3? The prmmpai manufactunng faczln'leq in Haw\uard are currently producmg at:



o impact on its capabilities. The .Company’ ‘believes that it wﬂl have. suffici nt{_J_preductwe capacny ang’

‘ approx;matels 30% of thezr total effectw: cap‘zcm Qam:el h: ard and J uncos
faciliies for its. manuf&cmrmg requlremems and the sale of the MDS' Herktmer rac:llxtm will h;we no.

tf‘deveiopment famlmes to meet the con*‘mumg expected dem“ nd far the MDS: Qante ! pr(}ducts :

: Softw are Pmducts

. The Company uevelaps and mam'ams several famthes 0 software pmduczs whnch:aliow the us se of
MDS Systems and MDS Qantei systems for a wide wmetw of 'tasks Slgmﬁcam software enhanccments
- are: prmided to cvstomers ona p&nodxc ba51s S e : :

- MDS Systems Software Products

iper ‘21 svstems 1o’ enable s@ghlst,catedﬂ ;
“OT: cusmmlze theu' Company Systemn:
'mmon ‘Busmess Orie) "ed;{‘_LLang"'ag

General nurpe»se software is prowded on Senes 21 .md

- customers who write: their ‘own ;application programs. 10 ta
. Mohawk Business Oriented - Language (“MOBOL“)' ;
ge COBOL") and BASIC dre provlded as. gf:neml pur’plo

< -custemxzanon for specmhzed data . enm and transact:o ,,p
- S-MOBOL and facilitates baich processmg feport edzmg and rgenera; data mampula ‘cx :
a ‘Dartmouth BASIb hnzh 1&%1 anh h_,‘-programmmg langl"“ -«

- .enhancements

Thc MDS Hero processor emplo“s the H!OS ope}__
- -i-'mulnntaskmg capab:lmes ‘and allows ‘a number of ‘system’.
o addition; the-MDS Hero supports the popumr MS DOS V ers;, '
by Macromft Corporation for. personal.compuiers and permit
‘apphcamm programs written’ for such computers. MBS‘H
execute apphcatwa programs written in'COBQOL"BASIC, . Pa S cal 1 Fo
“attached 10’ Super 21, pmc:essors haxs access. 10 Super : “atiof
mtelhgent worksxatwm . _ e

~ The MDS Hero offers a comprehenwve scl Of data managem&m fauhtxes' that;_
citre(.tly into the - dppl:cmmn system;” ‘ncludmg Index, Sequennal Access ‘Methe
. permits efﬁment flexible random access ‘to data: identified by mulnple_ keys.” The: !
- provides various- sort/merge facilities. - MDS- ‘Hero can pei"\te "V{ prlan
- spreadsheet devcl{wped by Microsoft: Ccrporauon and busi

B Mumplan to ail{m the user 1o, put xi!ustranom in ﬁnanc;a

mamframa compute.r in ..ummon use waridwade The‘;e promcok ém‘ziat&rs_ mciud T an :
'\Endor-specxﬁt pmmmi&. of other major’ Umted Statesand European y ndms IBM.-SE’IOrpmtocci‘
whether: in. Bisynchronous. Synchronoos ‘Dat4 - Link ()on“rol or: SN ions; -is ‘offéered in-
 Intelligent' 3270 mode. that' puts a.user-written program:in control -of the ,ommumc.anons Im IR
- provsdes locai pmccmng in the remote Eocatmn with on-] e a,u;es“ to the. m’tmframe as qulred” P e

MDS Syﬂems sofmare offerings have Eouuwd ”*n aul emated :qalu Ons 10 ofﬁr*‘?
“including - electronic spread‘;heet Jindexed: himg and retngval, - report: vriter < and - source
gnnerator access o pub ic data bases;. enha'lced m:-rd processmg software and personali

In: 1983 the Compam becamc the first: suppher of muln—statzon"iwstcms 10 make a- pcrsom!‘:}‘ S
computing. Gpﬁ‘rdtmg system available on 4- fulh-mtt:graled ‘basis. ‘The' pmduct caiierj Pt_:rsonai'
Computing 21 . provides the’ CP/M based operatmg systern -on- Senest and: Super 21 CPMiisa.
-zenaral-purpose vontrul program deugned for. mlcwwmputers hv Dmmi Research). !nc M-o th

3.000 pre- ‘written software applications are ava slable from various: se}fma.w \endars undcr this: ()ps.mtmg S
system. Personal Compuating 21 gives Series 21 and Sﬁp{"i 21 users the advantage  of a<personal. A
computer without sacrificing the superior. mtworkmg «or $hared resource processing, storagetand, ©
printing capabﬂmcs af a full- functmn dlstrxbumd processma b\SILm Up u} fwe dsffere‘a PiM pr{)aramf,' L

ity oy






_1s:data permns a thorough analysxs of the-? o
'auonal Dlspatch System staffed by MDS'@ o

'm ed States mamram mvehtones of morc :han a mh}lon items: for
«world. ‘MDS Service meets' specific customer *

an ?éstabhshmg a Service Support Center' -

et economxc Lonsxderatmns of its: customers,-; S

::;ac:ht:cs in-Herkimer to offer engmeermg,_ '
OEM- basx,s 1] on-afﬁlmted compames

divisions of large* _
"mel has mcreased 1ts marketmg efforts,:f. e




e products P

Eh :‘quaitﬁed buyars MDS Qanvel also markets ts product‘: through =ubs;dlanes n Canada and Austraha'
fand to. n’ar;’.ependent fore:gn dlstnbutors for resale m approx:maaelv 25 countrigs: 3

CIn T ly 1985 MDS Qantel cnteted mto .1greementa ‘with most of. its distributors and sales agents
‘ipursuam o ‘which the. premously excluswe marketing rights of such persons have been converted to’
jnonexclusne dealcrsmps As VAD~. the former. dlstr:butmrs are now permat%ed to market non- Qan{ei )

: Backlog

Backlog as of October ’%1 198‘-? and 1984 was approx:mateiy $59,0000€}0 ‘and $111 (300000
respect:vely Of such amounts, $9,200.000 and $12,000,000 represented backlog of MDS Qantel. Such

B figures rcpresent the mammum agg’egaie future revenues to be realized from equ:pmem installed urder-,

- unex;?;red fixed-term lease and maintenance contracts and unshipped equipment, on order for sale oz

. lease.

certam subs\ldmnes and one division, as well as lower backlog: for the remaining “subsidiaries ‘and
“- divisions -of -the" ‘Company " resulting- from the. unfavarable effect’ of ‘the publicity surroundmg the

e Companv s adverse financial. condition ‘and the uncertainties in the’ markﬂtpiace with respect 10 the,

i (‘ompany s future due to various pmposed plans of restructurinig. The Clompany cannot predict the -
‘actual time- such- qupmem will remain on rent or the eventual profits therefrom, and: due to the-
varylng markﬂt arrangemems wath rcspect to such equipment, ‘the’ above figures cannot be converted;---
L inte: annual revenues or net income. It is expec,ted that substantially -all unshlppcd eqmpment mcluded
- '*m xhe October 31, 1985 backlag will be dehvered durms; the next 12 momhs '

. C ompet:taon

B ln thc electroruc data pmceﬁsmg mdustry compentzon is-intense, technoiogncal advanccs are rapxd_ v
‘‘and new ‘hardware ‘and software ‘ products are continually being introduced. ‘Among the. 'principal

~methods of ccmpemzon product performance. and: functnon are . generallv most srgmﬁcam ‘however,

*factors such as price, equipment service. and the ability to offer the customer a wide variety. and choice.
~of hardware and software . products aiso -determine compeutwe positicn.. The ‘Company. encounters”
" active compemmn with respect-to'its emxre line of equipment from sevéral manufacturers of computers

e and - commumcatlon systems somc of whuh are largel and have far greater resources than the

_Company

: 1In pamcular, MDS Systems compe[es wnh Wang Laboratones lnc Datapomt Corporauon NCR' ‘
- ‘Corporatmn and Burmughs Corporationin the dastnbuted processmg ﬁeid and with Telex: Corp.. and
‘Memorex Corp., a subsidiary of Burroughs (,orporauon in-its Terminals Product Line; MDS Qantel
: competes primarily -with Dngrtal Equipment Corp., Wang! Laboratories, In¢. and Hewlett-Packard Co.
; in-the business systsms marketplace. International Business: Machines. Corporation: competes in all
B ‘segments of the data processmg market mcludmg all-of those in which’ MDS Systems and MDS Qantel
- compete. in addition. now that Qantel's VADs are no longer exclusive dealers, Qantel is experiencing
’ compcmmn from. other products being carncd by its VADS partlcularlv from Wang. Laboratones. Inc.

Hxstoncallv MDE: Servace has - had - substannaily ne competmon in its busmess of supp!ymg

”decrease in backlog prxmanl) reﬁects the elimination 'of backlog associated- with the sale of ‘

4_mamtcnance services with' respect to the Company’s’ eqmpment however, its-pricing and quality of
Cservice must:be compennve since the. Company s customers consider such factors in detEfmmmg which
“hardware products they will acqmre As MD$ Service expands its: third-party service business. it will

* ‘encounter increased ccmpetation from oOther ‘third party service. suppliers. MDS Storms: has | beeni_ :
experiencing. increased competition from. other ribbon suppliers, particularly with respcx.t to prlce MDS -
- ‘Herkimer’s. third- part} manufa»tunng business competes pnmanly by offermg custom engmeermg and L
. "manufacturmg servxces but aiso competes w:th respecl to- pnce : :

; -Inter:natmnal Operatmns

; Revenue': from: mtematmnai operahons amoumed to, S 15,072, DOO $134 691 000 and $127 482 000
or 32%; 33% and35% of ‘total revenues: during fiscal 1985, 1984 and 1983, respemwely Of such:

amounts, $20.646.000. $19,417,000 and $14,031.000 or 18%, 14% and 11% of total revenves |
'mprcsented rucnues from mtcmanonal eperatzons of- (}amel dunng >uch penods Operaimg proﬁl AT ‘



R (ioss) from internaticaal operations, before goneral corporate expenses, interest and provision for taxes

amounted: 3 $(4.374,000), 33, 475,000 and $9,492.000. respectively, during such years. The translation
. of the various Europmn currencies into-a much stronger U.S. dollar adversely affected such revenues .
~and profits: The Comnpany attributed identifiable assets to its international operations of $94,219,000,
~ $115.607.000 and $116.821,000. respectiv ely. during such vears. The majoiity of such revenues,

. operating 1 profits and assets were connected with operations in Western Europe and Canada which have

- since ‘been sold. ‘Between June and October 1985 the Company sold its marketing subsidiaries in
- Canada. Seuth Africa and Westem Europe which represented approximately 82% of the total revenues -
from international operatiens in fiscal 1985, 6% of the tosses from such operations in such' year, and
~ 87% of the identifiable assets from such operations in such year. See Note B of Notes to Consolidated
Financial Statements. The Company’s international operations have been subject to the usual
international business risks. including unseltled political conditions, currency fluctuations, exchange
- controls and import and export restrictions. - Some of these risks will still be appiicable as the former -
* subsidiaties i the Company operate as independent distributors of the Company’s products. ‘Future
international opemmms will consist of Qamel Canada Qantel. Austraha and the Company’s Mexican
-afﬁhatc '

C apual Requlrements

The C ompany re:qulres subudnnd! capual to ﬁnancc its lease buse; accounts receivable and
“investment in sales-type leases. as do other companies in the industry. since the costs of producuon and
- marketing are recov ered over an extended period rather than 1mmedmtely as in the case of outright
osales. Developmem casts associated with ‘iew. products aiso require additional capital. In 1982 the
Company established MDS Credit. a United States finance subsidiary, to finance certain sales-type lease
“receivables. The substantial capital requirements have often resulted in the Company’s experlencmg
negative LdSh flow ‘which it has usually financed through bank borrowings and sales of lease receivables
1o MDS Qr:.dn ‘During the tast year the, Companv has hnanced its. neganve cash flow through the sale
-uf assets, suqumnc : and ¥ dumon ' : . '

'Research and De\e!Opment

The Company’s research. efforts are dll’tLIE‘d primarily toward the design and de\elopment of new
~ software programs and hardware. products. for the commupications. distributed data processing and -
businéss cumputer markets and the enhancement of ‘existing products. The Company expended .

$28.369.000, '$35.108 000 and 328,355,000 on research and development activities during fiscal 1985, .

- 1984 and 1983, respectively. dnd $10,395.000 and $13.842 000 during the six months ended October 31,

- 1985 and 1984, respectively. Of such amounts, $18.827.000. $18.577.000 and $11 012.000 represented
 research and development of MDS Qantel. during fiscal 1985, 1984, and 1983, respecuveiy, and
- $8.231.000 and 38 803800 represented research-and dev elopment of MDS Qantel during the six months
ended Ouubc 3i. 1985 and 1984, respectively. Substantialty all of such activities were Company '
spnnburcd and were: u(pc,nscd as ncurred. -

Env lmnmenlai \Iatten

Compliance with Fc_deml state and Tocal em:ronmenmi reeulauons has not had and is not
expected-to have a material effect on the capital expenditures, earnings or competitive posmon of the
Lumpam or MDS Qaniel.

!:mp!m ees

At December 31, 1985, the Company c,mplovc,d apprommateh 2,300 persons, ._of whom 600 weﬂre‘._
melm.,d b\ MDS Q‘lntcl and s \uh‘.ldidrnﬁ '

Intellectual Pmpert\ ‘Rignt.s

The Company holds numerous rlghts in intellectual proputv lncludmg copynghts patents,
trademarks and trade secrets. The Company believes that although its intellectual property rights are
and will be of value. they will not be solely determinative. of the Company's success, which depends -
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principé!! upon its- manufacturing, engineering, 'narkd;ting and servicé skills and the quality and
~ economic value of its products The Company also holds various licenses and has entered into ]u:ensmg
.agreements with others covering certain products. In the event that products offered by the Company
- may be covered by intellectual proper‘tv rights of others, the Company may consider it advisable to
~ obtain addmonal licenses.

The Compam considers its trademarks ‘MDS§™, "QANTEL" and several other trademarks that
a'pply 10 its pmducts and serw.ces to be of material importance. '

Descrlptmn of Prapertns

The Company. has its corporate headquaners in P’arsxppany New Jersey MDS Qamtel has its
~ corporate headquarters and its principal manufacturing facilities-in Hayward. California and additional
manufacturing facilities in’ juncos, Puerto Rico. In addition, the Companv conducts adminisirative
‘activities, manufacturing operations and ‘applications and product engineering functions in two modern
_ buildings owned by the Company. aggregating 315000 square feet, located on 38 acres of land in
Herkimer, New York which are part of the Ausets being soid: ‘Additional administrative and
‘manufacturing facilitiés in the Herkimer area aggregating 260,000 square feet are also owned by the .
Company. All of the Herkimer facilities will be transferred to MMC as part of the proposed Sale.

MDS Qante! conducts its ‘administrative, engineering and manufacturing activities in two modern
leased bulldmgs in Hayward, aggregating 156,000 square feet, and in a 46,000 square foot' leased "
building in Juncos. MDS Service maintains spare parts and repair facilities in Hayward and Herkimer
aggregating 138,000 square feet. The Company leases sales and service offices throughout the United
States, each of which maintains a supply of spare parts and devices used by C ompan;-tramed field
service engmcers to-instali. and-maintain Company systems and equ:pmcm ' '

The- Companv has closed ‘several facilities during the past two vears including' certain
manufacturing. product developmf-nt and marketmg facilities. The Company believes that its remaining
facilities for Qame! and the Units. respectively, are well-suited for their intended purposes and that its
- continuing productive capacity and development facilities will be adequatc to meet expected demand
for their products and producl development reqmrements

“"ertam thlganon Concermng the. Company

The Company and a former officer and director are defendants in a’ ]awsun commenced in May
11985 in the United States District Court for the District of New Jersey under the Securities Excl:ange

Act of 1934, The suit, which claims to be brought.on behalf of all persons who purchased shares of '

~ Common Stock in the period between June 21 and ‘October 29, 1984, alleges that there were false or
“misleading statements in, or material omissions from. ‘reports disseminated by the Company 10’ its
sharehoiders and the financial community during and pricr to the above-mentioned period. The suit-

demands damages in an unspecified amount. Management of the Company believes that its financial .

statements and pEl‘lOdlC reports disseminated to its shareholders and the financial community. were
properly prepared in accordance with e\nstmg law and that the Company has meritorious defenses
avaliable to it. : - —

The Company is a party t0-a shareho]der derwauve action commenced against certain Dersons who
were directors of the Company during the period covered by the complaint, including directors who
were former officers of the Company. and against the (“ompanv s independent auditors. The suit ‘was
commenced in September 1985 in the New York State courts and alleges breach of fidicuary duty.
mismanagement and waste of assets. The complaint requests the awarding of damages in favor-of the
Company in an unspecified amount with respect to the alleged actions. The complaint also requests the

,fecovery on behaif of the Company with respect to any proﬁis a former officer of the: Company may
have received upon the sale of Common Stock of the Company and the recovery of fees, paid to the
Company's mdependem auditors. Managemient -is _currently evaluating its posmon regardmg this
linigation. - : :

In November 1985 an action was commenccd in U.S. District Court for the Eastern Dmrnt of
Cahforma against the Campany and one of its officers a!iegmg among other 1hmgs breach of conftract,
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fraud and negl:gem representation in connection with the sale ‘by the Company of MDS DEK. The
plaintiff seeks an unstated amount of actual damages and claims punitive damages in the amount of $50
‘million against the Company and SS mihon agamst the officer. Management believes that the claims are
totally without merit.

_ In January 1986 the former Chairman and Preqldent of Ihle Companv commenced an action in’
- Massachusetts State Court against the Company seeking payment of benefits under an- insurance
agreement between the Company and said individual. The suit alleges that the Company terminated
payment of severance arrangements to said person which action entitled him to certain rights under said
agreement. The Company has moved to dismiss the action and, in the alternative, to stay the
proceedings pending the outcome of the denvame action referred to- above.

The United States income tax returns of the Company for the period 1969 through 1981 are
presently under examination by the Internal Revenue Service. A number of issues have been raised by
the Internal Revenue Service. the most significant of which are international in nature. At the request'
of the Company, the international issues are being dealt with under U.S. income tax treaties in a
Competent Authority -proceeding which involves both a review of the adjustments in question.and.
negotiations with foreign Competent Authorities, several of which have been successfully negotiated. In
addition, the Company's former international subssdtanes ‘have various periods that are subject to
review by the local taxing authorities. Although the ultimate outcome of these matters is presently
indeterminable. management believes that such outcome, individually or in the aggregate. w1ll not have
a material adverse effect on the financial posmon of the Company.

The Company is a party to- various other legal proceedmgs ‘which arose in the ordinary conduct of
" its business. While some .of them allége substantial claims against: MDS Qantel and their eventual
outcome cannot be predicted with certainty, in the opinion of management they w1ll not have a material
adverse effect-on the business or ﬁnanmal posmon of the Company.

MA‘\MGEMENT OF THE COMPAN\
Common Stock” Ownership of \Ianagement

The following sets forth the number of shares of the-Common Stock beneficially owned by all
directors of the Company and by directors and officers of the' Companv as a group. -

" Number of Shares of
Common Stock

- © Owned
. Name of o ) Beneficially as of Percent of
Benehicial Owner December 31, 1985 Class -
Thomas K. Christo ... ... ... .o o oo 220 000(1 1.4
Francis P, Lucter . ..., .. e e L 150,200} 1.0
Matthew E. TUulino .. .. o i e oo . 1,500,000(3 9.1

All Directors and thcem as a Gmup (7 Persons). . 1_.879‘.575('4 R 0 |

(1} Represents warrants to. purtha&.e 200,000 and 20,000 shares L)f Common Stock at prices of $1.50 and
$10.375 per share, respectively, held by Mr. Christo.

~(2) Represents warrants 10 purchase 150.000 shares at $1. 30 per share and 200 shares for which Mr.
“Lucier has sole »oung and investment power,

i3) Such amount includes 1.000,000 shares of Common Stock issuable upon the exercise of stock
options granted to Mr. Tutino. pursuant to a Special Incentive Compensation Program previously
approved by shareholders at the 1985 Annual Meeting of Shareholders. Such amount also includes
300,000 restricted shares of Common Stock issued to Mr. Tutino pursuant to such Program, which
are non-voting during the period of the restriction and which may be deemed to be beneficially
owned by him upon lapsing of certain restncnom

{4) Represents, mn addiuon 10 the shdres referred to in notes 1, ’.2 and 3 above. 9.373 shares of Common
" Stock which may be acyuired by all directors and officers as a group upon the e\cemse of currentlv
exercisable stock options.
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Compen.,atxon of Dlreetors

Dunng the past fiscal year, each non- emp!ovee director received $14, 000 per year for serving on

*the Company’s Board of Directors and $1,500 for servmg on any Committee of the Board. Committee

Chairmen received an additional” $3, 000 for- servmg in such capacity. Each nonvemp]oyee director,’
currently receives $1,000 per year for serving-on the Board.

_ During the penod from. Apri! 30, 1985 through January 31 1986, the Company paid $226 357 to:
Mr. Chnsto for- legal and consulting services rendered to the Company and its subsrdlanes

N Votmg Rights and Prmcrpal Shareho!ders

‘As of the Record Date, the Company had outstanding 15 028 096 shares of Common Stock. No
- other class of capital stock is outstanding or-authorized. . The holders of Common Stock are entitled to
one vote per share exercisable in person or by proxy at all meetings of shareholders. Unless otherwise

' mdlcated all persons described in this Proxy Statement as owning shares of the Company are beneﬁcnal
OWRETS havmg sole voting and investment _power. . :

As of the Record. Date, the. Companv knows-of no person who beneﬁe:ally owned more: than 5%

. .of the Company s outstandmg Common Stock other than a group of persons represented by Mr. ‘Asher

B. Edelman (the “Edelman Group'), who reportedin a Form 3 Initial Statement filed by them with the
' Securmes and Exchange Commission (the “Commission”) that. they beneficially owned as of October
1984 an aggregate of. 1,206,200 shares, of approxlmately 8.0% of the currently outatandmg shares. The
~ following table sets forth certam information concernmg the Edelman Group all of whlch is based on
the Form 3 filed by t}'em : _‘
. ‘Sole  ‘Shared © _ Sole ' Shared

" Name and ‘Address. _~ . ' “Voting " Voting - - Dispositive  Dispositive = Percent: -
" of Beneficial Owner ) BERRERS Power. ~ Power ~  Power - " Power of Class -
. Plaza Securities Companv il =0— 0 502,600 <0~ . 502,600 3.3

717 Fifth Avenue - _ _
New York, NY 10022 °© L - o
Arbitrage Securities Company ..... Lo =0— . 158,400¢ ~0- = 158400 1.1-
717 Fifth Avenue o RIS B KL R G R
New: York, NY 10022 - : o B Lo B
Arrow. Associates, L. Poooo - 0= 517,600 -0~ 517600 - 3.4
717 Fifth Avenue : R - S L SRR
New York, NY 10022 _ ~ L I L
- Asher B. Edelman(1)(2) .......... . 1,178,600 . -0~ 1,178,600 0= 7.8
717 Fifth ‘Avenue _ T _ o _ e T
© New York, NY 10022 5 R S R
- United Stockyards Corporanon(.a) 27,600 - 27600 . -0~ 0 02
" 277 ‘Park Avenue B P B _ PR . '
New York. NY 10017

| (1) The Edelman Group has reported that since- Mr Edcﬂman is the controi!mg general panner of"

Plaza Securities Company (“Plaza”), the controiling genera[ partner of the sole general partner of - o

Arbitrage Securities Company (“Arbitrage’ ). and the sole general partner of Arrow: Associates,
L.P., he may be cieemed to be the beneficial owner of the shares of Common Stock owned by those_
partnerships. ~ ' = : ‘

(2) Mr. Edelman was elec;ed as a Dlrector and as Vu:e Chalrmar. of the Company in October 1984. In
March 1985, Mr. Edelman resigned from the Board of Drrectors of the Companv In Apnl 1985 he :
also resagned as Vice Chairman of the Company . L

(3) A group of shareho!ders conmtmg of Mr, Edelman. Plaza. Arbrtrage and a hmued parmershlp of‘;_
which Mr. Edelman is the sole general partner controls approximately 28.7% of the outstanding .
shares of United Stockyards C orporatlon (“United”}, and Mr. Edelman.is a member of the Board

_of Directors of United. ‘
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INDEPENDE’\IT PUBLIC ACCOU‘\ITANTS

_ - The Consohdated Financial Statements as of Aprﬂ 30, 1985 and 1984 and for each of the three
- years in the penod ended April 30, 1985 included in this Proxy Statement have been examined by
. Arthur Andersen & Co., mdependent pubhc accountants,; as, indicated in their report dated July 18,
'1985 and appearing on page F-2 with respect thereto, and are-included herein in reliance upon the .
*authority of such firm as experts in accounting and audmng Reférence is made to said. report which is-
. qualified with' respect 10 uncertainties relatmg to.the Company'’s ability, to continue in existence and to

o u-acertamtres relating to the outcome of various legal actions, tax proceedmgs and other matters.

~ Arthur Andersen & Co. has served as the Company S audltors since 1972 and had prev:ouslv
_audrted its European operations since 1968. Representatives of Arthur Andersen & Co. are expected to
. -attend the Specxal Meeting, will be given the opportunity to make a statement if they so desrre and will

 be’ ava:lable to answer questrons of the Shareholders

7. ADDTTIONAL INFO‘IMATION

- The Compan) is currentl)- subject to the mformanonal requrremems of the Secunnes Exchange'
% Act of 1934, and in accordance therewith files reports, proxy statements and other information with the -
~..Commmission. Such reports, proxy. statements and ‘other information may be inspected ‘at the public
reference facilities maintained by the Commrssron at Room 1024, Judiciary Plaza, 450 Fifth Street,
TN.W., Washmgton D.C. 20549 and should also be available for inspection and copying at the regional

P 'ofﬁces of the: Commission located in' Room 1102, Jacob K. Javits Federal Building, 26 Federal Plaza,

' New York, New York 10278; Room 1204, Everett McKinley Dirksen Building, 219 South. Dearborn‘ b
. Street, Chicago, lllinois 60604; and Suite 500 East, 5757 Wilshire Boulevard, Los Angeles, California - -

- -90036. Copies of such material may also’ be obtained at presctibed rates by mail addressed to the

;= Commission’s Pubhc Reference Section, .Room ' 1024, Judiciary Plaza, 450 Fifth Street, N.W.,
. Washington, D.C. 20549. Such matenai should also be avalllable for mspect:on at the offices of the N
If.NYbF 20 Broad Street ‘New York, New York 10003 . '

PRGPOSALS OF SHAREH()LDERS

i : Proposals of Shareho!ders intended to be presented at the 1986 Annual. Meetmg of Shareholders of .
~.. the Company must be received by the Company no later than Ma) 27, 1986 for inclusion in the 1986 :
annual prox;; statement and form ‘of proxy.

OTHER MATT ERS

" The Board of D!rectors of the Company knows of no other matter to be presented whrch isa
'proper subject. for actron by the Shareholders at the Special: Meeting. However, if any other matters -
- should properly come before the Special Meeting, it is intended that proxles solicited hereby will be

g }'-v.oted thereon and. the > person O persons holding such' proxies- wrll vote them in their dxscretron

' B}, the'()rder of the Board of Directors,

Jonn C. WALTERS
- Secretary:

_ ‘March lil_, 1986



