Luchy Stones, ne.
NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
£ JUNE 5, 1986 B
*NOTICE IS HEREBY GIVEN that the Annual Meeting of Shareholders of Lucky Stores,
ne will be held at the Hilton Hotel, 7050 Johnson Drive, Pleasanton, California on Thursday,
“June 5, 198674t 10:00 a.m. (loca time), or as soon thereafter as a:quorum shall.be present; ;
'for the following purposes:
215 To elect a Board of Directors o serve until the next annual meeting of shareholders
“and unti] their successors are duly ¢lected and qualified;
2. .o consider and act upon a proposal to amend the Articles of Incorporanon toncrease
"0’ 200,000,000 the authorized common shares of the Company;
To consider and act upon a:proposal 10 amend the Articles of Incorporation to include
a Fair-Price Amendment;
14:To conmder and att upon a proposal to amend the Articles of Incorporation to require
that shareholder action be taken-at an annual or special meeting of shareholders;
L2751 To coniider and act upon a proposal 1o approve the 1986 Stock "Opticn Plan; and

6. To transact any other business that may properly. come before thé Meeting or any
* adjournment thereof.

Only shareholders of record on the books of: the Company at the close of business on
pril 7, 1986 will be entitled to: vote at the Mecting,
: Shareholders are cordially.invited. o attend the Meeting.
F YOU:WILL NOT-BE ABLE TO ATTEND THF. MEETING IN: PERSON, PLEASE ’

COMPLETE. SIGN. AND DATE. THE -ACCOMPANYING PROXY AND RFTURN IT.
ROMPTLY.IN. THE ENCLOSED ENVELOPE. -

ted:{Mayra, 198627 o . By order of the Board of Direclors

Christopher. McLain:
Secrcta

LEAS NOTE THAT THE PLACI'A OF THl'; MhLTlN(x HAS'BEEN (‘HAP-GED' 0
ILTON HOTEL. ’Pl,l-‘ASANTON CAL[F()RN]A




FRUAY STATEMENT

LUCKY. s’rom‘s INC.
Thx» statement is furnished in connection with-the solicitation of proxiés for use at the
Annual Mewtings of Sharcholders of Lucky Stores, Inc. and at any adjournment thereof. The
Mecting will be hild on June 5;-1986 at 10:00 a.m, {local time) at the Hilton'Hotel, 7050 Johnson
Drive; Plessunton; California for the purposes set forth in the above Notice of the Meeting
daved May 3, 1986. The solicitation is made by the Company. A shareholder who executes a
v: revoke it at any time. before it is voted by filing a written revocation with-the -~
¥, by executing a subsequent proxy, or by voting the shares in person at the Meetmg,
. when executed and not 5o revoked, will be.voted in accordance with the specifi
5. Unless the accompanying form.of proxy contains instructions to the eontrary, it
1:be voted for the election of divectors (see *“Election of Directors”) and for the approval-
~of Proposal 2/ (see:Proposal 2—Inerease in Authorized Common-Shares”), Proposal 8 (see
#“Proposal 3—Fair Price Amendment”), Proposal 4 (see "Proposal 4—Requirement of Meeting -
. :for ‘Shareholder Action”),-and Proposal ‘5. (see “Proposal. 51986 Stock- Option: Plan”),::
Shareholders:are-urged to read carefally: the material under thase Proposals.
. The Bmu'd of DxruWrs has observed that certain prachces involving. dcqulsmons of:a
“eorparation’s stock luding the Jation of Y] stoekp fons as'a
prefude to-an .mempud takenver or sigrmificant corporate restructuring, Lonsent solicitations
“.and partizl tender offers and the related use of two-tier pricing—have become relatively
< eomien in‘recent corporate takeover practice. The Board believes that such practices.can be
“highlydisruptive.10°a curpnration and can re\ul{ in dissimilar treatment of a corporatio

5 None of such Proposdls is being: recommended in responsé
vlfnr( w abtain control of the Company, as the Company is not aware of any ',
Rather, the Board secks. wiensure equal treatment for all shareholders .in
<. Although the overall effect of such Proposals may be to render
ment of .certain mergers and ‘the assumption of control.by.a
to make more difficult the removal of current management,
such Proposals are in the best interests of al] shareholders:
1986 Stock Option Plain (see “Proposal 5-~1986 Stock-Option Plan”) ¢ould also have
antitakeover efféet, its purpose .md prineipat'effect is to-provide emplmee céntiv
v.hmu;.h ine ersonal-participation in the results ‘of the Company's operations;

s
il slmrt holder and, thy

stment:Plan governs
5 con@ra

given'by a shareholder participating.in'the Dividend R
mlmu ofall fullshares held for:the shareholder’s account under the plun un]
struetions are’ received:as:providéd in’ the plan,

of sull(llm[.: th proles Broke:

The-Compas




proxy material to principals and obtaining their instructions. The Company has retained: the
services of Georgeson &.Co.; Inc.,; Wall Street Plaza, New York, New York to assist the
Company in.its communications with brokers and nominees; a fee of $15,000, plus out-of-pocket
expenses, will be paid for those:services. In addition, directors, officers and employees may
solicit'proxies in'person or by telephone or telegraph. :

The mailing ‘address of the principal executive offices of the Comparny is P. 0. Box'BB, 3
> Dublin; California 94568, The approximate date on which this statement and the accompanying
- form of proxy are firstsent to the shareholders is May 2,1986. The 1985 Annual Report, mailed
separately, was first sent 1o the shareholders on April:23; 1986. =

.+ VOTING SECURITIES ;
Only shareholders of record at the close of business on April-7, 1986.will be entitled 1o

% vote: at the Meeting. On that date the outstanding shares of the Company consisted of ::
51,181,895 common shares and 231,641 preference shares. Each shareholder is entitled to one
“vote per share on all matters. If any shareholder gives notice at the. Meeting of an intention
to vote cumulatively-in the election of directors, each shareholder may vote cumulatively,
casting 2’ number of votes equal to the:number of directors. to.be elected multiplied by:the! -
number of shares held by that shareholder and distributing those votes among any, number
of the candidates whose names have been placed in nomination prwr to-the commulcement
Zof voting, That notice may be given orally or in writing:at any time prior to the commencément
of ¥oting: For example, where'15 directors are to be elected and cumulative voting has'been

" called for, any candidate receiving more than one-sixteenth of the total number of votes.cast
will.be elected. Unless otherwise specified in the accompanying proxy, 2 vote for the nominees
of the Board of Directors will grant discretionary authority to'the persons named.as proxies
/i7on 'the wcéompanying proxy.card to'cumulate votes in'the judgment of such persons.

The; affirmative vote of a majority of the outstzndmg shares entitled to vote; mc]udmg

“the affirmative vote of a majarity.of the outstanding common shares; will constitute approval
<af Proposal 2 by the shareholders {see “Proposal 2—Increase in ‘Authorized Common Shares’
The affirmative vote'of a majority of the outstanding shares entitled to vote, voting;as o1
class;will constitute approval by the shareholdersiof Proposal 3 (see “Proposal 3—=Fair. Price
- Amendment")-and:Proposal 4 (see “Proposal 4-:Requirement of Meeting for Sharetiolder
Action”), The‘affirmative vote of.a majority of theshares voting'on Proposal 5 5 w11| commut,e
approml of Lhdt Proposal:(see ‘Proposal 51986 slock Option Plan®| l
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The following table pro&ides information: about the person"; known-to'the Company.to
be: beneficial owners of more:than 5% of any class of the:Company’s securities.

Number's “of
Nume nmi Addrnm Share
Title of of Benel Beneliciaily Perrent
Class ()wncr Owned . of Clans
Comnivn Declaware Manﬂgement 4,062,917 T.06%
om|
10 l’enn (‘enter Plaza
Philadelphia,
. Penns;]vama 19103
Preference Tampa Wholesile 225,641 97.40%

Company™
¢/o Frank'V. Giunta
576 Riviera Drive
Tampa, Florida 33606

0 %8 of -December 31, 198.)

L As of March 1 1986, To the Company’s knowledge, Frank V. Giunta and Grace Greeo Giunta,
“the’ Estate of Joseph- Greco,.deceased, the Estate of Mac Al Greeo, Sr., deceased, and’
Jokin J."Greco. (all of which individuals and decedents are or were ‘related by blood or
marriage) collectively. owned: approximately -81% of the’ shares:of Tampa Wholesile .
Company; and various members of their families directly or beneficially owned the rest. )
“The address:of Tamps Wholesale Compuny is-the address for all of those individuals and
astates, except that the address for John J. Greco and his children is 14524-North Rome
* Avenue, Tampa, Florida 33612, .

s of March 1,1986 allofficers and directors as a group beneficiully. owned 747,147 comimon
of thé Company (146% of the outstanding common. shares). That number. includes
held ‘in the namé of spouses, children or relati or in a fidueiary ‘capacity; 48 10+
“which beneficial owl uer~lup is disclaimed, and 135,880 shares: that ‘officers have the right to
{quire mrough the exercise of optlona exercisable on or before'April 30, 1986. See “Fleclion
<afiDirectors” for-information concerning the beneficial ownershxp of sécurities by nomi
for: the: Buard of Directors,

211 lu(_’l'i()N (Jl“ DIRECTORS
rs of thé: Company provide for-a board of not less than 13 nor. more ‘h:m 17
the exact number 1o be fixed:by the Board of Directors or the Ghareholderv The:
fixed thal number at 15; effective at the comimencement of the Meeting: A full board
cted’at: the ‘Vit,etmg each dlrector to serve unul thc next aniiual meeting - of




‘shareholders and until election and qualilication of a successor, In accordance with the policy:
of the Board on length of service as a director, Gerald A Awes'and Dwight E. Stanford will:
ot stund for reelection at the Meeting. Don (. Frishee has chi t to stand for reelecti
--due.to: his othér commitments: T is intind-d that the shares represented by proxies/in the
accompanying form. he voted for tii electiun ‘of the 15 nominees whose names aré set forth
below. If any nomineé shoald he wnable to serve, it is intended that.those shares bé voted
i for'sueh person as the Board muy designate to repluace that nominee. unless the number.of
- directors has been reduced 5o that no vaeaney exists. The Company has no reasonto expect
“ithat any nominee will e unable to serve :
According to the Company's records, as of March 1, 1986 the securities of the Company.
benieficially owned by each nominee, dirgetly or indirectly, are as set forth in the following:
- table: The table also <hosws the business experience of each nominee during at least the past’

five years. Common
i Shares” . * . %, of
Name Director -~ Beneficially .~ .C
tAge) . ince Owned ‘Sha
Lawrence A. Del Sunto - Exciutive Viee President. 4,600
{52) Formerly: Senior Vice
Pr txeeutive Viee
Pry Household
Merchandising, Ine.,
Chicago, inois
William H. Dyer, Jr. tetived, Formerly Chief 1956 122,427
(67) . Bxeettive Offieer
: Sam L. Ginn View Cludemun of the Board of © 1985 500
(48 Pacitic Telesis Group und

Group. President of PacTel
Companies. San Franeiseo,
Californin. Parmerly Vice
Chairinay of the Board and
Executive Vice President

i Rell Director
Telexis Group




SRS, Commmon :
5 Principal Occupstion Shares % of
ind Busi

Name and Business: " Director . Beneficially. . Common
tAge) Experience Since oo Qwned!! Sharen -
Stanley Hiller, Jr. Chairman and-Chief Executive - 1980 2,600 0.005%
.. (61) Ofticer .of York:Interna-

tional Corporation; York,
Pennsylvania:and partner

in Hiller Investment
Company, private invest.
ments, Menlo. Park, Califor-
nia.. Formerly: Chairman and
Chairman of the Execu-

tive Committee of Baker
International Cor%)ratlon.
Chairman of Th kins
Company. Director of Baker
International- Corporation,
The Boeing Company,
Crocker National Corpora- :
tion-and York International . i

g Corporation i
Walter E. Hoadley Senior Research Fellow of 1981 1,102 00025
w69 - Hoover Institution, For-

merly Executive Vice Pres-
ident: and’ Chief Economist
of Bank.of America N.T. &
S.A. Director of Armstrong
World Industries, Inc.,
‘Pacific Gas Transmission
0., PLM Companies, Inc.,
Selected American Shares,
Inc., Selected Mone d} Market
und Inci,-Selected Speécial
Shares, Inc. and Selected
Tax ‘Exempt Bond Fund,

: Inc. ) :
John H.'Hoefer Partner iti John H.-Hoefer & 1973 14,166 0.028%
L0y ‘Associates; real estate

holding company, Be]vadure,
California, Formerly
Chairman of the Board of
Chiat/Day, ine. Advertising,
. San-Francisco, California

) Chmrmnn of Lane Publishing’
Co Menlo’ Park :California




Name
{Agel

*Mary E: Lanigar
e

= John M. Lillie
49)

S Mary.$. Metz
a8

Luis (;. Nogales
42+ .

- IVar Owen
o (64)
~Forrest. A Plant
R L ]

2)

ley. Riu:h’ey B

Principal Occupation
and iness
Expe

Retired. Formerly:partner in
Arthur: Young & Company,
certified public accountants,
San"Francisco. California.
Director of Transamerica
Corporation and Wells
TFargo & Company

President and Chief Executive

flicer. Formerly: Chief
Operating Officer; Executive
Vice President.’ Director of
Spectra-Physies, Ine:

President of Mills: College,
Oakland, California,-Director
of Pacitic Gas and Blectric
* Company

Chairman-and Chief Executlve

flicer of United
International; Inc,,
Washington, D.i C. Formerly:
President, Chicf Operating
Officer and 1'xucutive Vice
President of United Press
International,. Inc.; Viee
President of, Fleishman-
Hillard, Inc Los Angeles,
California®

Senior:Vice President and
Chief Financial: Officer”

Partner i the law firm of
. Diépénbrock, Wilff, Plant &
Hannegan, Sdcmmemo,
California

.Chairman:of the Board: of

Directors. Formerly:
- Chief Executive Officer;
President. Director. of:
ific Telesis Group,
¢ Bell, Crocker
ational: Corporation;
MeClitehy :Newspapers
and, York International
Corpoml.wn i i

Director

Since

1975

1980

1986

1956
1972

1975

('Anmmnn

lxmﬁu.uy

ned

1,049

55,828

81,306
5319

52,3257

(.002%

0.109%




(.nmmlm

e Pnnélp.i Oceupaiion %af.
- Nmme -and Business © . Director. anrﬂ(h"y Common
(Age) - -Experience ¢ Singe Shares -
Geph A% Woods; Jr, Partner inthe law:firm of L1970 12,524
2 (60): . Donahue, Gallagher, Thomas
& Woods,: Oakland,
Cahforma

ludeq shares, as to which beneéficial ow: nershlp is disclaimed; heldi inthe names of spouses,
Idren or relatives; or in‘a fiduciary cipadity.
Includes shares with respect:to-which such persons: have the right m acquire benel il -
L-ownership ‘through the exercise of, options on or-before April-30,1986: Mr. Del Santo; 4,600
hares;:Mr. Lillie, 39,800 shaves; Mr. Owen, 16,450 shares; and'Mr. Ritchey, 21,970 shares,
n April' 985 United Press International; Inc. filed in the United States Bankrup(cy Court;
“for the District of Columbia a petition under the féderal bankruptey laws, and in April:1986
d u petition for ¢onfirmation of a proposed plan of reorganization, consideration ofiwhich
pending: Mr, Nogales became. Chnlrman and Chief Execunve Officer.of that corporation
1 M.u'ch 1985

The C umpany has emploved the law ﬁrm of Donahue; Ga])agher Thomas & Wood
stfiscal vear-and proposes to'do so during the current fiscal year, during its latest ﬁsca]
Comyjiany paid legal fees totaling $3,254,912 to Donahue, Gallagher, T mas & Woods,
yments: constituted in excess of 5% of that'firm’s gross revenues:during that firm's
yesr. The Company has:employed thé law: firm of Diepenbrock;, Wulff; Plant &
its'latest fiscal year and proposes-to-do.so durmg the current figeal year.
“The -Audit- Comimittee :of ‘the Board ‘of ‘Directorsis :composed . of; Mary E. Lanigar
airman);; William H::Dyer, Jr.” Walter E; Hoadley and John. H: Hoefer.. The Committee,
chimet fourdimes during the Company’s latest fiscal yedr, is charged with recommending
gzxgmg of Lhe Commny ) mdependent :weountam.s rewew ing their reporta uuthormng i’
s

nj; and the‘adequacy of :its:system of: |nt.ernal accountmg contro R an
ing to ue Board of-Directors with respect thereto. {
npensation: C of the ‘Board of Directors is’ composed
E. Hoadley and:DwightE. Stanf
3 ‘seven times durmg the. Company s latest-fiscal y ar,
and'm kmg recommendauons 1o, Lhe Board respecting. the ba:




composed of Don C: Frisbee (Chalrman), Gerald A Awes, Melvin B. Lane, Mary E. Lanigar
and'Forrest A, Plant. The Commiittee, which met four times during the Company's latést fiscal :
“ year, is charged with-studying and making récommendations to the Board on matters related::
to the effective functioning of the Board, mcludmy Board membership and organization, th
nomination®of candidates for Board service, the sufficiency and. timeliness of information
provided to-the Board, and the structure and composmon of committees of the Board, The
Committee will consider sharehold i for the Board. Share-;
**:holders wishing to'suggest nominees fur consideration in ﬁllmg future vaceneies should:do
50 by writing to the Secretary of the Company at the principal executive offices and should:: ]
‘include information coneerning the background and qualifications of the proposed nominevs.
The Finunce Committee of the Board of Directors is composed of Stanley Hiller, Jr.
(Chairman), Don C. Frishee and Dwight E. Stanford. The Commitiee; which met once during':
the Company’s latest fiseal year, is charged with evaluating the Company’s financial planning:
including the annual caipilal budget and periodic financial forecasts; and reviewing and making;
i récommendations on.matters related 1o the Company’s financial condition, strategies and:;
policies and its funding requirements and dividend policy. :
The Executive: Committee of the Board of Directors is composed of 5: Donley Ritchey.
(Chairman), Gerald A. Awes, William H. Dyer; Jr. and John:M. Lillie. The Committee metl once’
during the Company’s Litest fiscal year. When the Board is niot in session, the Committee may. "
exercise the powers vested'in'the Board (except certain enumerated major powers such
““the power 10 declare dividends; amend the. By-Laws and fill vacancies on the Board). In practice,
¢ Lhe funetion of the Committee is to act on matters arising between Board meelings that h.n:_
5peclal time value.but do.not appear:to warrant a special Board’ meeéting.,
The Retirement Committee is composed of Melvin'B. Lane {Chairman); John H. Hodu ¥
and Joseph A. Woods, Jr: The Committee, which met twice during the Company
“syuar, is charged with directing the iriv ‘estment of the assets of the Company's retirement pl.ms
and selecting  and monitoring the investment. managers for those assets.
i1, The Board of ‘Directors met tén times during the Company's latest ‘fisia
incumbent director attended less than 75% of the meetings of the Board-and of all umnmlte
<-on-which.he or she served, except for Mr, Frisbee, who attendid 73% of those meeting




;- During the fiscal yeur ‘ended Febroary 2, 1986 the cumywns'mnu of .thee ¢ ompany’s five
mast highly compensated executive allicers and of its exeentive officers s a grroup for services
o thé Company ‘and ity subsidiaries was:

Capricitien in which Served Compensation
8. Donley Ihwlw\- Chairman of the:Board F 320,712
of Directors und
Chief Executive Oflicer
John M. Lillie President, Chief kS
Executive Officer and
Chief Operating Officer
Lawrenice A, Dl Santo - Execative. Viee President § 287,520
and Senjor Vice President

5,924

Lieon W. Roush Senior Viee President 264,020
Tvan Owen Benior Vice President and 53530

Chief, Financial Officer

officers

2 group $2,075,2306
(% persons, including thnsv named- ubove)

TR Th Ab')w compiensation ineludes amouits paid under the Extrn G ompulsi
Sl which was adopled by shareholders in 1957, provides, in enigrul, that 970 of pretax profits
Sinfekeossof 10% of invested eapital-be available for extru compensdtion of corporate. ind
divisionallexdeutive and- administrative persomel. Allocations under the Plan are made b
e Munagement (‘umpvnmlion Committee. A total of 1318 officers andother employees we
“participants in the Planin the' Company’s latest fiseal yeur. Pursuant 10" the Play cortain
whiployecs ire entitded 16 defeér receiptof all or a portion.of their extra compensation if they,
vlect, Any aniounts so deferred are eredited to an accamt on e Company’s-haoks. and
mmt i u‘ed\lud with-intergst, The aecotnt is then.paid-ininstallments comriencing: .
eutive officers (inclinling Moess
me o b of their extrs compensition fnr ‘the,
al vear: The extra mmpl-nmlmn includad i in tlic inrugmnu mble forthe

tion Plan, The:*

N i L,roup $6702< 18
Thé € ompiny. establislied the L u('kv Tax Savings

et fon 40](1() of the Inwrm] Rewnue (,ud




i reduced by:that amount. The Company makes no additional or matching contribution. The .
trustee invests the. trust funds; and: income. or ‘joss is ‘allocated among the participunts’
aceounts. Each participant has a nonforfeitable right to his or her account, which hecomes
distribitable’ upon cessation. of ‘employment for any reason. At the. participant's: election,
distribution may.also'be made prior to cessation of émployment, either after age 39-1/2 or
under eertain limited circumstances before that-age. During the Company’s latest fiscal year,
seven exécitive officers (including Messrs. Ritchey, Lillie; Rough and Owen) participaited in
the Plan; A subsidiary of the Company maintains a similar salary reduction plan. Another.i
subsidiary also maintained & thrift and savings plan; no further contributions to that plan were:

7;1«rmﬂlml after J.mudry 31, 1985; and termination distributions 1o participants will be made i
in- 1987 :

The Company maintains a tax credit employee stock ownership plan, the Lucky Stores,:
Ine. PAYSOP.(formerly the Lucky Stores, Tne. Tax Reduction Act Stock Ownership Plan, of 2.
b The PAYSOP provides for Company contributions of :cash. or common shares 7.
# of the agiregate compensation of all participating employees for the plan year:
he culendar year), An amount equal to: total Company contributions for the:year
3 additional tax credit under Section 41" of the Internal Revenue Code.
Contributions in cash are made to a trustee and used by the trustee for the purchase of common
shares of this Compariy. Those shares are allocated equally to the accounts of the participating:
including executive officers. Participation in the PAYSOP is automatic:for: alt
who are not-covered by a collective bargaining agreement. in shich retirement
weri the subject of good faith b ining and who have leted aileast three yea
» of émplayment with the' (ompany, have attained the age of 21, have completed a;specified
*fumber of hours of service during the plan year and are employed on the last day of that
h participating employee has a  nonforfeitable right to-his or her account; whicl
< distributable upon cessation of employment for any reason. During the (‘ump.m

<L fiscal yéar, each of the executive officers, except Mr. Del Santo, participated.in the
PAYSOP. Fach pmwlpant was nllocated approximately five shares purchased with Company
contributions,

The Company maintains a noncantributory retirement program, among whose béneficiar- :
¢ niimiedl executive officers and all those lncluded in the group. The retirement benéfits
i by-a qualified pension pla by an:identical nonqualified unfund
rovides. certaim beneﬁls that cannot ‘be provided by -a"qualified ‘plan.:In it
aph-and: the ‘included ‘tables; the qualified-and nonqualified plans ‘are treated-4s o1
isa dLﬁned benefit plan for sa\dned employeeq To be ehglblc for, members ip




eompénsation-to-a current five-year average to which the formula.is appliéd in calculating
 benefits accried prior to the amendment. A member’s benefit becomes vested upon completion

-0l ten years of service, The Plan henefit formula is integrated with Social Security. The normial.

= form of benefitis a straight life annuity to the member except that if the member is married

. :the'normal form.is. an ‘equivalent one-half joint and survivor annuity. Other forms may bé

- elected, Certain subsidiaries. of the Company maintain similar  retirement plans. and:one
“:subsidiaryplan has ‘a- diffe benefit formulathat ‘applies 10" -base salary, Tot’ W2

- “compensation. The following examples, which assume retirement ‘at agre, 65 and application,

2 of. present_compensation levels and the present Social Security wage base ‘to all years.of
= credited service, indicate the approximate estimated annual benefiis payable upon retirement
‘in’ the form'af a_straight Jife annuity to:persons, if any, in the categrories specified:
s 10 Years 20 Yenrs 30 Yean
Compeny of Service of Service of Servite of
+.§ 25000 - - $.3,000 $ 5,000 $ 8,000 $-10,000
50,000 5,000 11,000 16,000 21,000
75,000 9,000 17,000 26,000 34,000
100,000 12,000 24,000 36,000 46,000
150,000 19,000 31,000 56,000 71,000
200,000 25,000 50,000 76,000 96,000
250,000 32,000 64,000 96,000 121,000
300,000 39,000 77,000 118,000 146,000
350,000 45,000 90,000 135,000 170,000,
400,000 52,000 104,000 155,000 - . 195,000
450,000 * ;. 58,000 117,000 175,000 220,000
500,000 65,000 130,000 195,000 245,500
~+For ¢ach ofthe named ‘executive officers, the years of credited service under the Plan at the /.

end of the Company’s latest fiseal year and the 1985 compensation covered by the Plan were: o1
Yenrs of .
Credited Covered
Servite “Compensation

5. Donley Ritchey. 24 $450,841
John M Lillie. - T 363,711
Lawrence A, Del Santo 2 278,140
LieonW. Roush 34 268,920
Ivan Owen O 39 263,311

tion agreémen
CGompany.and.that

Since 1966 the:

Company his pursued a’policy of enf;ering in\‘.o‘cqrn’pe"
key. execative

Lo-ensure that their services 'remain-available to/the




(huv nobie .mr' vuther employers sooking their serviees, Under Gach of thiagireémants,
s therighit to- paymients. s conditioned: o thi-individual’s* rendering. certain servieés to. the
CCompany (generally,: ull-time- employment until age 60 or-¢arlier death and availability
“aieonsidlant ' the Gonipany) and onthe-individual’s not engaging in aetivities comptitivis
with-the business. of the-Company: Payrents begin upon cessation of unplovnwm Uyion lll(
ndividual’s death, paynents may be made to a deslgnaled beneficiary: antil: the dggregte
«zminunl Daid -reaches® $225,000 (or 4 Jesser amount in cerlain casés, as provided: in lhu
agrecmenty, The agreements withithe named exceutive officers provide for the p
Sthe fyllowing amounts each yéar for ten.veurs: Mx-Ritchey, $30,000; Mr. Lillie, $:
Dél Sai 7,000, Mr. Roush, $25.000; and Mr. Owen (who has satisfied the dige requirementy
$25000.°A furthior agroenint with Mr. Riwchey culls for him Lo be available tothe ¢ A
o it rediced schedule through June 5, 1986 and for 30 days a year thereaftcr throtigh July
BLIIARE AL proportionately: rediiced compensation. The. agreements with each-of two other
executive officers.wid-with-one former excentive officer provide for: payinents, respeetive
[ SIA000° 0 year for 15-vearsand ui 25,000 a year for ten years, One dirdetor v
cutive oflieer i receiving payma: .000-4 year (or ten vears; one directorind fofmep
execntive officer receivid equivadentpaymeats. The agreements with éich of o
Sand empliyess provide for payments:of $15,000a year fnr 15 y

Ath-Awoemplovies: provide Tor paymentsfor ten years of $15,000:4 yo
employee dnd:for §10.000 o yeir in the easesof the other,

Linder the

L Eranpiaveragmed ¥1.230087, Fiirn (nm]xu ion forthose n;mw] indnidual-
sinhe campen winn roportud fm 1Iwm for the

Forimtrly:iniaintiaived Bis plais Yo certai \l.xﬂ'}\ur\nnm'] nur‘ini.v that ﬁw
AT n-ur.n]nwmnmn toatle m]»lm ox \.mh rt)w Fum (‘(m\p
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W recelve an-option. DUTng any calendar year no empuoyce ina, Do pialltets Dpless 7=~
plirchase’ shares having at the time of grant a fair ‘market value in excess of $100.000 plus ;
ny inused limit earryover.from any of the three prior calendar years. No employee may be
“granted options to'purchase in the aggregate more than 5% of the shares originally available

“funder the 1982 Plan. No options may be granted after February 24, 1992. The purchase price:
6f the shared:may not be less than the fair.market value of the shares at'thé time of grant.
The 192 Plan contains:typical antidilution provisions. Each option expires as the Committee
“determines at the time of grant, but not later than six years from the date.of grant. Options
are not exercisable during the. first year following grant and are exercisable thereafter as
Hi- Committec: determines at the time of grant. Nooption may be exercised while the optionee
“holds any option previously. granted under the 1982 Plan. Some oitions presently outstanding .
hetome excrcisable as 1o 25% of the shares subject to the option on the second first day ‘of
Murch following the date of grant and as to an additional 25% on each succeeding first day
-.of March; the rest become ‘exercisable as to 25% one year and-one day following the date’ of:
t sndds to an additional 25% on each annual return of the date on'which the first option
inerément. beeanie exercisable. If ‘an-option terminates unexercised, the shares-that were *
subject to that gption become available for a further grant. Options terminale upon cessation
ui‘cinployment (other than by retirement or death).and are not transferable except by will
“or pirsuant to the laws of succession. In the event of the optionee’s death or retirement, the -
‘aption”is exeréisableé to 4 Hmited extent and-for a-limited time. The Board of Directors may:
amiuii] oF terminate the 1982 Plan at any time, subject to certain restrictions, The options are
“iftended. 1o be incentive’ stock options ‘within the meaning of Section 422A of: the Inurndl“
Revenue Code,
The 1978 Stock Ojition Plan was approved by shareholders at the 1978 annual mpcxtmg,
It is wdininistered by the G 3. except as stated in this paragraph, is similar to the
-1882 Plan. No option may be granted after April‘30, 1988: Each option-expires seven years
fromthe date of grant, Except with respect to exercise following retirément or death; optiong: ;<
sarein o exereisable during the first two years following grant and are exercisable thereafter
15 the Committee determines at the limeof grant. Some options presently outstanding become’
< exereisablens to 20% of the shares subject to the option upon-the expiration of that two-year
seriod and- as+to an sdditional 20% - on each succeeding first day of March.:Others become
exeriisable ag 1650 Upon the expiration of that two-year period and as to an additibnal 25
mecacls anhual et of that expiration date. The rest-become. exercisable 'in’full upon’ the’
expiradion uf that m yoar permd The Commntee mits dlscrenon may- Lule the. whole or,

1
i commor: \h,xru and cash in exchange for'the strrender of Lhab installment:or paru
aliment. Thie amount of-any.settlement offer shall be the lesser of (i)the option Drice.or:

of the fair market: value of thé shares over “the -option price. No more than,
\ svmument offer ‘may besin cash The: dmount that may be paxd in future yea
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4224 of the Internal Revenue Code.

. "Each plan originally aliowed for the grant of options respectmg 2,500,000 shares. At

February 2, 1986, 4,009 employees held options under the 1982 Plan for 1,139,974 shares and: /

49 employees held options under the 1978 Plan for 162,410 shares. The agggregate number of; 3
*“shares‘available for grant-under:those plans is 856,928 shares. (On March 5, 1986, 2,547,
‘employees; none of whom is an executive officer, were granted options under the 1982 Plan: &,
“for 632,100 shares. Those grants reduced the aggregate number of shares available forgrant: © |
'under those plans to, 224,828 shares.) R

. 7= The 1969 Qualified Stock Option Plan was approved by the shareholders at the 1969 annual
", 'megting. The: final grant under the 1969 Plan was made on December 16, 1977 and expired
December 15, 1982. Options were granted to 3,670 employees under the 1969 Plan.

The following table shaws as to the named executive officers and all éxecutive officers .-
+i7as a group. (i) the number of shares subject to, and the average per share exereise price of, :
2+ "options frranted during the specified period, (ii) the number of shares acquired during tha

‘period through the exercise or settlement of options, the net value of those shares (market
“value less any exercise.price) and the amount of cash realized during that period through.the
% settlement of options, and (iii) the number of shares sold during that period. The number of
*“sharei subject to options. granted under the 1986 Stock Option Plan‘is'not included in"the:

following table because; as discussed below, those grants are contingent on the approval.of - .
“ihe 1986 Plan: by shareholders at the Meeting (see “Proposal 51986 Stock Option Plan’). -
Executive

S. Donley John M. Lawrence A, {eon W, lvgn Officers
Ritchey Ll : DelSalo . Roush' " Qwen

" Grasted—February 2, 1981 through
March 1, 1986
Numbér of shares ... 34,300 51,000 - 25,000 - 27,400,
rage per share exercise price .. § 2011 5 2033  § 1898 - $ 1992
xereised or settled—February 2, 1981 )
theough March 1, 1986
Number of shares . ... ..., .. 82580 . Nome ~None:! 5800 1,500
“Agiregate market valué of sha
wd on setilement or exerc

20'9 7(1(] 4

$202,408 _ None None 821,44 °$ 8,019
Nane, i None None None . 3 7.918:.%

12,000 None None ™ .Nong Nom
'Sdles b\' cxucunve officers: baged on |nformat|on supphed by the respccuw. 1nd1v1dual




. In addition, during thd( period (February 2, 1981 through March 1; 1986) other vtployees 5o
B + granted options for 177,900 shares under the 1978 Stock Option’ Plan‘and for 1.4558,700
heres. uiider the 1952 Incentive- Stock Option Plan. The weighted average option price per,
are of options granted during that period under the 1973 Stock Gption Plan, which are not
ineentive stock options within the meanitig: of Section 3227 of the Internal Revenue Cinde;
$10.8%. (On March 5, 1986, 2,547 émployees, nane of whom is an executive. oflicer; were,
anted options:under the 1982 Plan for 632,100 shares.)

S During thin period direetors'sold 49,448 shares, Pirectors w o are ot officers liave not
“heen granted options.

Ereh diréelor receives feés of $16,000 a year and $700 for vach meeting attended {except
that’direetors -who' are émployees of the Cnmp.m\ Feeeive no fee). The chairman of each
committer of ‘Wi Board of Directors receives a fee of $500 for cach committee met,lmg.
“attended aud each other committee member receivis.a foe of 3700 foresch commitiee mee mg
‘Awes huy served as Honorary Chiirman of the, Board. During: the Compiny’s

vear, he received an additional fee of $10,000. Directors may. defer receipt “of
directors” feb \m, amounts. so deferred are credited to an aceount on the Company’s Dooks . /-
and thi accaunt is credited with interest, The aceount is then paid in installments commencing 12
At 4 lime designaied by the director. :

ENDMENTS TO ARTICLES OF INCORFORATION

The-Board of Directors has_detérmined that certain amendments to the Compan
Articles.of Inéorporation-(* Articles™) are advisable and has voted (0. recommend them o
- shireholdirs for approval. These amendments are being submitted in three separate pr
dis cdiin dewad) below ‘under the captions “Increase in Authorized Common Shares,
Price Avendment” and " Requirement of Meeting for Shareholder Actjon.” \harvhaldn- are
urged totriad carcully the materials that follow, as ‘they involve mattérs of particular
’lmpnrun(’v :

L iInercasing th(- number of atthorized common shares {Proposal 2)s intended to provid
ﬂe\duhl\ in:possible future financings: acquisitions-and other activities of the (_um]mnv

The’ object of the Fair. Price Amendment {Proposal #) ix to:ebsure that if the € (1m]mr
Were 10 licenme the subject-of-a takeover, all:shareholders would be treated equally. The
hee OSuih o requirement of equal treatment, for all could.discourage takeover pifor
By pers wrofips who might be’ disinclined 1o afford such equal treatment. Tl it E:
mmuiu anisnetions that meet its price criteria and procedural reéquirenients. or oblai ;
Equisite appiroy al of the sharchiolders or diréetors. The roposalis made on'general prineiy

WL in resjionse 10 any specific effort to obiain control of the ,ompdm as Lhe (/mn]mn\
ch eﬂ'on E




. 8,152,566 common shares are reserved for’issuance under the terms of the Company’s 5%

ANE yropuisadl Wial-ail stlarellQiues aGtitpl DG LAATI al all dlifilai- Ul .apelial WeSVie L
2 sharoholders duly ealled and-held on notice duly given to all shareholders (Proposal 4), is
ded 1o afford all sharcholders- the opportunity to be heard and to cast their votes on'all
matters that are suhjoct t0-sharcholder action.

£ PROPOSAL 2—INCREASE IN AUTHORIZED COMMON SHARES Pl
It is proposed that Article Fourth of the Articles be amended to increase to 200,000,000-

" -the number of authorized common shares.

Thie presently authorized eapitalization of the Campany -comprises 100,000,000 common 5

shares, 100,000 preferred shares-and 5,000,000 preference shares. On April 7, 1986, 51,181,895 +

scommon shares and 231,641 preference shares were issued and outstanding. An’ additional

+ Convertible Subordinated Debentures due April 1. 1993, 6 - 3/4% Convertible. Suhordinated: 3
Debentures-due July 15, 2000, $6.00 Tenth:Series Convertible Preference Shares; 1978 Stock *
“Opuion Planand 1982 Incentive Stock Option Plin, If the shareholders approve the 1986 Stock™
Option Plan, 3,500,000 common shares will be reserved for issuance under that Plan {see’ "
“Proposal 5—19%6 Stock Option Plan™),

The Amendment makes no change in the classification, rights and preferences of any. of °;
the Compuny's shares, whether-issued or unissued, and does not alter the authorized number .
- of preferrud or preference shares or the numlier of outstanding shares of any class. As and
= when'issued, the additional authorized shares will have the sume rights'and privileges as the,’ |
fcommon’ shares presently ding. All shares are ble and: have: full
volingr rights, in¢luding the right to. cumulate votes in the eleétion of dircctors.-As at present;
“shureholders of-the Company would have no preemptive. rights to purchase additional share:
The issiiance of additional common shares, other than pro rata, would affect the voting-power;
earnings per share and book value of the existing commaon shares,

Article Fourth of the Articles, as proposed Lo be amended, s a5 follows: *

FOURTH: ' The totul number:of shares which the corporation.shall have the authonr.
A6 isue is 205,100,000 shares. Said shares shall consist of three clagses: commén share
sipreferred shiares-having par value! preference shures without par vahie, The ‘number of

3 Lseommon shay 41 be-200,000,000 shares of the par value of $1:25 each. The numbe:
7 wof preferred shares having par. yalue shall be 100,000 shares. of the par:value of $50.¢ag

“issuahle in two or more series as hereinaflér provided. The aggregate par-value of all: :
of said shares having par valaé shall be $255,000,000. The number of preference |
without par value shall be 5,000,000 uable in two oramore series as hereinafter provi e
Each of the provisions of Article Fiftl rcsputm;, prcferred sharesishall apply w:th equ
5 faree dml uﬂ'ut 1o pre{or(.nce shdres




wance should. future develnpiments uulu"nu That heir issuance wnuld be
“heneficial 1o -the (‘onumm Such developmente might inclinde, the uequisition "of ‘other
s, Lhe raising of additional capital for s fn e Cormpriy, 55 distribution
of stock dividends, and issuances in-ennieetion st cnipdoy-c beneiit plans, The availability
rof.additional common shares would enable the Congrne 1otk prompt sdvantuge of business
opportunities where time is of the exseniee, Theb presentiy has no plans respecting the
issuance of any of the additional shares ard- b st 1 isglic any shilres except on
werms that the Board de to bt thic Best interesta of e Canpany -and its shareholders.
The additional common shares would e availabie for isxunios without further shareholder
£ Faction, unl veh 2cCtion is required by law or the rules o) Wy stock exehange on which the
Company’s securities dre then lisied. For éxample . Stock Kxchange. on which
the Company's -common are listed, cu stockhiolder -approval as’a
prerequisite for listing stock in‘several instanees, inchiding nequisitions where the present
or potential issuanee of stock could resilt iy an inereose ol 3850 ar pinre in‘the number of
outstanding common
While the proposal is.not made in contemplution of a eflfoe, wetial or potential; to take
‘coutrol of the Compauny, thedssuanee of aoditiona! eommanr=hires rould affect the-ability’of: 2+
yigiven person or group to controb the Compui win ther Tor the purpose of rémoving 7
mcumhull officers ‘and directors, altering its corpnrste-strueture Gr iy other purposé.-For
example, such-shares could: be privately, placed-with, purchuscers supportive of incumbent
fnanagement in-opposing a hostile takeover bid, Certain corporitions have vecently issued,
s’a dividend 1o their common stockholders, stoek orwiarrants W acquine stock having terms
designed Lo protéct agiingt the adverse. tonsequenies 1o stovklders of partial tukeovers,
t-end loaded two-step takeovers, fruezenuts and dtlier tukoover mwthods perceived to be
: fe.to stackholders; although the Board has nojireseitiotention of so doing. the additional
comnion shares could be used for that purpose, Within the ity imposied by Taw and the rules
“of the New Yark Stock Exchange, such additional <hares enuid also be issiwd to s holder that
would thereby:have suflicient voting power fo ensare. i the propesed Fair Price Amendment
i ddopted, that any proposal Lo aecomplisfieertain busiss trunsactions opposed
by the incumbent: Board, or any altération: or repealof-the provisions of that Anjendment,
woild not receive the required 80% sharchoider vate. Thedireetors anfoflicers of the Company
beneficially - own approximately’ Lt of the Cotgany s \nlm;! shares, ineluding share
'issunble upon exercise of stock options:{zee * Voting Neeunities"),
s that enabling (he Cumpiny 10 move swiftly. and mxxhlv
m-('rh ! \hv\ arise yru\ulu nuh':m.nl T nll{\ o the (um;mm and sz

The uﬂlrmdtnu vite of 4 ma_]am\' uf the nru»mmmu_ \)l.xfl'\ entitledto wtv mcludmg
lhe uﬂlnmtm. vole of a mAjtl)‘ll\' of - \hv nuL\un.dmg w0 shureswill mnsmutu approv:ﬂ

The lluard reu)mmendh a mte H)R the dpl) pval ul tfie \mul(lmcnl |n<rea ng lh B
of authorized sh tw (Pmpoml "1 A




TRUINTUDA L =T AR TR AMPar Il
As used in the following. diseussion; capitalized terms (such as' Business Combindtions =
Interested Shareholder, Affiliate and \unng 5lnLk) have meanings as défined in the proposed::*
Article Seventh of the Articles (the “Fai Amendment”). The full text of the Fuir Price
Afhundment dppears in Exhibit A to this proxy statement. The following discussion is intended”
T axageneral deseription wnd shareholders should consult the Amendment itself for detail

General

The purpose of theé: Fair Price: Amendment is 1o ensuré that any Business Combination
respeeiing “the Company comply with certain minimum. price criterit il procediaral - pes
Squirements unless thie transaction is approved by the shareholders as provided:in Section ¢ ¢
Amendmentor 1y the directors-as provided in Section' 3 of the Amendiment, As more | 55
A ussed helow, the Boird believes that the FairPrice Amendment will hidp enstire that =
will gareholders of the Company will be treated similarly if & Business Combination ix effected.

[t has beeame relativel
dvquire a eontrofling eguity intere:
interest at-a price that s Jower than the prive paid to acquire eontrob or |
form of .consideration, - frequently. sceurities of the purchaser. for which there:is not.an
estiblishied teading market. In° such, two-step acquisitions, arbitrageurs and ‘professional ;
investors, with'their zophistication nd expertise in the takeover area, can greneratly tike
sadvantage of tie'more luerative firststep tender offer, while many longterm stockholders
are Jeft with the lower price offered in the second-step. merger,

common in corporate takeovers for-a purchaser o pay. cush 4o
st ina corporation and then to aequire the remaining cquily
in aless desirable

While: federal seeuritios. lawstand regulations govern the disclosure required:to.be made
1 minority stockholders, they donot ensure that stockholders will hetreated equally or:that ;
wiiority stackholders ok the direetors aan effectivelyprevent:the consummation of a given
transiction’ to-which they object.” Although the tender-offer rules of the Sceuriti o and s
Exehabge Commission require pro rata aceeptance of all stoek tendered prior ta the-oxply
<2 tentter offer, the Board betieves that these rulel do not address the problems prisented s
e twodior pricing. Under California law, if one party w-a proposed] meryger holds nyord th
S e less than 907 of the voting power:of the other party to themerger, the! mingrity
% holidérs of nonredeemuhble common stock of that other party must receive’inithe merger only-
nonredodmable conimon stock«Af the surviving corporation, unlesk’ all such-holders: ¢ :
16 xime, other form:of ednsideration or-the. Commissioner of Mrpomtum\ FROING
Srunsaction:Similarle California Liw provides that'if s corporation owns.moré thin
thivoting power-of another corporation und secks to'purchase substantinfly 4ll theaisets
1uf\su(h corporation, the .llL’ mu\l ]w A})]IIU\ wl by ‘W’A of" v.hu \otm;, puwer ug }h




The Board considers two-tier pricing unfair 0 stockholders and that its purpese and etfect
18 Lo, cause concérn among stockholders that if they do not promptly accept the offer, they
risk being:either relegated to the status of minority stackholders in a controllind zorporation’ .
or forced (6 accept a lower price or less desirable consideration for their stoek. Thus, two-lier
pricing may pressure.a stockholder into selling as much stock s possible either tn th
spurchaseror-in the open market without the opportunity to make an informed investment
decision between remaining a stockholder and disposing of the stock. The Board befieves that
.such pressure would fucilitate the purchaser’s acquisition of a controlling” interest i the
corporition, enabling the purchaser Lo force the exehange of the remaining stock fora lower: |
price in @ secondstage Lransaction. Recognizing the problems caused by partial-offers and
two-tier pricing; a niumber of states {including Ulinois, Maryland, Michigan, New York, Ohio
‘and Pennsyivania)-have adopted. legisiation addressing. them in various pocts. No such
legrisTation has vet been adapted in California, and the Board of Directors, which is eharged?
- under: Califorhia law with protecting the interests of all the shareholders, does not deen it-

advisable to await possible Jegislative action;

The Fiir Price Amendment is designed to prevent s purchaser from using two-tier priciny
in an atiempt to take over the Company. It is not meant to discourage or prevent tender offers
forall.of the Company’s shares or offers for some of the Company'’s shares by an offeror who
'~ intends to'make a sccond-stage offer that affords remaining shareholders treatment equal.to

that given shareholders in the first stdge. The Amendment is intended, however, to diseourage
. ‘partiul tender offers by a purchaser who intends to cause the exchange of the remaining shares

for wlower price in 4 second-stajeé Uransaction, Exéépt for the restrictions on second-stage
transactions, the Amendment will not prevent a holder of a controlling interest inthe Company’
from increasing its interest in the Company or from exercising controf over the, Company,
although such « holder, like all shareholders, would be unable tn cffectuste shareholder action e
by written vonsent, without a meeting; if the proposed amendment to the Company's Articles |
described. under “Proposal 4—Requirement of Meeting for Shareholder- Acti s approved
by the shareholders.: Moreover, a holder miay increase itsholdings to R0% and avoid application
of the Amendment: Issuance of additional shares could make achieveément of such percentage
iiiterést more diflicult, 1f“Proposal 2—Increasie in Authorized Comimoan Shares” is approved
by the: shareholders. the number of shures-available forsuch issuance. will be increased, -

7 While thé: Amendment ix designed:to provide for équal treatment among shareholders
durig i takcéover, it does not ensure that shareholders will receive a-premium pris for:their,
shares, Adoption of the Amendment would nof preclude’the Board's opposition to any futuie
takéover proposal that'it determines tiot to be in the best intérests of the Company ‘and
shifehalders; whether ornat such proposal Satisfies the minimum price eriteria and procediy,
requirements;iof the Amendment. : ¢ o




‘Description of the Fair Price Amendment
Definitions... The term “Vating Stock” refers.to the outstandiyg shres of the Comhpany
. entitled Lo vote in the election of directors. “Affiliate" is defined us under’ Rule 12b2 under
" thé Seeurities Exchange et of 1984, An “Affiliate” of, or a persen “affiliated” with, u specified
iperson, means 4 person that directly, or indirectly through one or-iore intermediaries,
“* controls, 78 controlled by, or is under common control with, the person specified,
: - “An “Interested Shareholder” is defined -as anyone.(other than the Company or any
“Subsidiary) that (i) Leneficially owns 10% or fmore of the Volieg Stuck: (i) is an Affiliate of
the Company and during the preceding two years was the beneticial owner of 10 or more
of the Voting Stoek, or (iii) is an‘assignee of or has succeeded, in & trangiction not involving
a public offeritig, to any shares of Voting Stock that during e prior two-year period were” =
beneficially owned by an Interested Shareholder. The term "t ficial owner'” includes persons
direetly and indivéctly owning or having the right to aciuire or vots the shures, The Company
“is not aware of the existence of any shurcholder or group of sharcholders that wolld.be ax
Interested Shareholder,
A “Continuing Director” is defined as a director, not affiliated with an Intrrested
Shareholder, who either was a director-of the Company befors the Interested Sharcholder
became ap Interested Shareholder or was recommended for election by a majority of the
Continuing Directors then on the Board.
" The following transactions are "Business Combinations”: (a) a merger. of the Compiiny
or 4 Subsidiary with an [ d Shareholder of with-any other corporation or enlity that
. .is.or following the merger would be, an Affiliate of un Interested Shareholder; (b) the sale
or other disposition by the Company or a Subsidiary of assets having an aggregate fair market
valie of 330,000,000 or more if an Interested Shareholder or s Affiliate is o party 1o the
transaction; (¢) the issuance or transfer of shares or other svvarities of the Company-or. of
' Subsidiary to an Interested Shareholder-or'its Affiliate in exchinge for eash or property
(includingstock or other securities) having an aggregate fair market value of $30,000,000 or
more; (d) a liquidation of the Company. proposed by an Interested Shareholder or its Affiliate
which shall exclude. the statutory. right under California law hareholders 4o clect-to
Jve a corporation); or (e} any reclassification of securities, rezapitalization: merger. witht.
sidiary or other transaction that hasithe effect, directly ur-indirectly, of inereasing'the
" proportion of the outstanding shares (or securities convertible irzo shares) of any cltisdofl
the Company. or a Subsidiary beneficially owned by an Interestit Shareholder. i
. Any given Business Combination proposal will fulfill the ruis:irementi of the Fulriric
Amendment if it passes any one of the following: three tests: i} e
575 (13 1t obtains the requisite shareholder approval; s :
3y It ‘obtains the approval of the Bard:of Dircctors twithy dircetors’ who i
Continuing: Directors being disqualifiéd from votingy or A
3) It satisties the; minimum price criteria and provedural requirements....




Apgiroral by the Starchudders. Uiiless a proposid Business Combition eomplics with,
e iinirmuty price eriterit nd pricedursd Ffequiremnents. or s A;:prmw by the direetors as
diseussed bofiow, it is Subiject to approval Ly the sharebaldors, iafy the reyUirements
of the Fair Price Amendient by obtzinisy sharehiolder approval, the lirmutivee vile of the
holders of 41 leust 2007 0f the Notng Stock s requised, ;

Under California lay, soany transactions that woulid be Business Combinations under th
Agvoidment are already sabjeet o stoekholder. approval, Cortain: rangganizations of
‘carpuration nest beoapproved by o ummrlh af the vttstanding. stack of eiidh clitss of this
corpurstion, visting separately by eiass, Toe salé of substantially-allih 1soof wenrpoyation,
Sslather i in'a renrganization or s th regular course of #ls business, niust b apprnied by
the-aflismitive vote of o magority of theosdstanding shares of stock: entithad 1o vote, voting
Asuneclass, Cortain reclassitications o s and recapitalizitions sre subpect to the siume |
voting Fequiretient and may also require the approvad of i magority of the sutstanding shiceo:
Lol e iie chies of stock, dopending i the effeet of sueh actions upon tie rights, prefereis,

privieges and restrictions oF that elisss, Othe siich transactionss nclnding cortain sales o
Tesd Than subetantislly all the corporate, assets, corain mergors. ibvolving o subsidiary of a7
carporition. and reclassitications and pecagiitalizations not fuvidving an amendmint“to. the :
artles of nmurwr.num, fo e reqiliee stoekholer approvid, ;
“The Fair Priee Amendnent would frguire the approval of Business Combinations by mu’
holders-of 80 of. the Votinge Stock urndess the mihimum priee; eriteria and” procodurd]
Sregiareinests of the Amendimest are sitbsstivd or e transaetion is approved by G- diretars
s bolow. 1f st eriteri and requiriments are mid or such appraval of the divieiors
Ervon with respeel 1o 4 parteniar HBusiness Combinatic L, the normal requiremenits: of
Cubforng Juw woukd apy Ay Aveordingdys onhy o majority vote of theVoting: Stock g, 'l’li
s ense, Gl - the ehids affeetad wozid B soquired e cortaln 'r.ms‘mmn-, kit
strehiohier ¥t would bopeeessary Tor other thansactions,

L

Apprrnseniobyg tie Dirvetors”. A Pusiness Combinution approved 1y’ the ',um!,‘whu
i directors e are not Continuingg Threetors are disquaditiod Trom voting o sticly Busines
Hanbimition: ompiies " with the ¥ Price Anendmoent.; withomt, aby . need o it
Csbardholderapprovad purstint the e et orsitisfaetion of the isinum priccereni
Stand prodedirsd reqipements £ Tht OF the requireinents for bourd action, ander Ciditmi
Srenrportion baw, i Bisiness Combiedion” micd obtain the Tavorahle vete of ut iz Chilt
Chugihyer of Continsing Diredtans dofsuunting A4 mujority of the numbicrof diféetors i
foria qubruinglines it inedts the nnnigiar: jirive. eritecia and: procedural réquirements
sutiefies e 807 Sharcholder approial vequirement, For examiple, i1 the: Bewrd: consisigd a
dirceions, Hheé aflirmative vowe of feaat five Continuing Inro<(ur~ (ur, i erouter i
um]m sty ot Continutigg Pireetons) would berequired G dpprove i h

i
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wnuld be:required to ho cither vash o other eonsideration of the same kind: used by the
- [nwrehud Shareholder i acquiring the lurgest portion of its Voting Stock. R
Tni the caseof payments Lo holders of the caminan shigres, the amounit paid per share would i
have 10 be at least'equal 1o the highest of (f the highest per share price paid by the Interested
Sharcholder gither i purchasing any eominon shares of the Company during the two years:
“privr wthe snnouncement of the propused Rusiness Combination (the “ Announcement Date”)
or inthe Lransaction in which it became an Intéerested Shareholder (whichever is higher), plus .. -
interest. thereon from: the I)ewrmm.umn Date (as hereinafter defined):to. the: date of ;.
ion of the Busi ¥ jon ithe C tion Date”), less the per share
Arnunt of cash dividends payable during <uch pe rmd. up o the amount of such interest, (i)
the price detérmined under.clause [ exelusive of Merest and dividends) adjusted (o reflect
ang.increase in the Company’s carnings after suchi.purchase by the Interésted Shareholder; :
and (ifi) the fair value per.cominon share on the Aninouncement, Date or on the date on which
the Interested Shareholder became an Intervsted Sharcholder (thie “Determination Date”),
whichever is highér, The adjustment deseribed under éause (if) & made by multiplying the.
highest price determined under elause (i (exelusive of interest and dividends) by (x0 the fully
i diluted nétearnings (after taxes) per common share of the- Company in‘its fiscal year next:
‘pr«-m-dxm: the Consummation Date. and then by dividing that product by (y) the fully diluted
net earnings iaftor taxes) per common share in the Camgany’s fiseal year next preceding the
date of the acquisition'in which:sueh highest firicewas paid. Under.the Amendment, the “fair
valie’ bf 4 $hare on 4 given date.is the bighest elosing sale price during the preceding 30- day
‘ period. If the Interested Shareholder did not purehase any common shares during the two-year
perind prior to the Annoanéement: Date or in the trilnsuction in which it heeame an Interested
if it became an-Interested Sharcholder through: the acquisition of ‘shares;
of Voting Stock), the minimum price would be as determined under Clatise

. a elause: (i) determination, interest and- Jividends: would' be eomputed from the
Dou rmiration Dite through the Consummation Date regardlesé of whether the-highest price
paid durang the two-year pefiod prior to:hic- Announcement Date was higher or lower thai
the:price pd]d in the trunsaction on the Determination Date dnd regardless:

PDétermination” Date occurred hefore or after the beginning of ‘suéh twe
forinstance;if:the Determination Date oecurred three yvears before the Announcemant Diate
aniL3x months before the C ‘ansummiition Date. but the highest price paid in the two-year permd
beford-the Annbuneoment Date was! kigher than-the pricé paid ‘on’ihe Determination Date
interest and dividends woulil be computed oni siieh higher pricé for the 3s-month pcrmd from
He® X)vlermmduon Deter througeh the Consumination Date:

reholder acquired Gommon shares w:Lh cash in ope
price it y.mi Tuer Common share:during the previous twi
h u. Betinian lnwre«ud Sharcholderiwas $26 (and 1

or eximples if iin Intarestod §




upward. adjustment was required under elause (i) ‘above), and- askuming fair values per
common share of $24 on the Determination Date and $25 on the' Announcement Dite, the .
¢ Interested Sharcholder would be required Lo: pay at least 326 in cash per common share {(plus ©
“interest 10'the Consimmation Date! less cash dividends payable during such interim period-
up o the amount of such interest) in a Business Combination ‘in order to comply with the
sminimumn price crterin Porsuant o ¢lause (0, if the Interested Shareholder became: an
Interested Shireholder through the acquisition of shares of w'class other than common and

;- had not purchased any common shares, during the previous two years, the. minimum. price *
1. would be $25 per share in cash (the higher of the fair value of the ¢ommon shares on the
% Announcement Date and the fair value on' the Ditermination Date),

In the case of payments to holders of Voting.Stock other than common shares (exeept
Lipreférence shares of presently outstanding series), the. fair market calue per share of such’
s payments would have to be at Jeast equal to the higher of (x) the highest per share-price
determined with respect o any such cluss of seties in the manner deseribed in clauses (iyand
(iiiyof the preceding puragraphs und () the preferential amount per share 1o which the halders
of such-class or series would be entitled in a liquidation of the Company. The minimum price
eriteria: must be'met with respect 10 each class or series of Vating Stock {except. preferunce:
hares of predently outstanding series), whether or'not the Interested Shareholder dequired
shares of that'class or series prior W proposing a Business. Combination, .

Under the minimum price eriteria, the fair market value of nun-cash consideration 1o he

received by sharcholders in 4 Bisiness Combination js to be determined by the Board as of
the Consummation Dite: Where the terms of such sh ideration are blished i

n
advance of the Consummation Dite, intervening adverse. developments (whéther .in"the
economy or in the financial condition of the Interested Shareholder) could result'in.a decline ©
in- the market valui: of “such ideration by the C ionDate,: Thus a’ Business
Combination, theretofore considercd not. to require approval by .the shareholders ér the
directors, could, not he consummatid.: An-Interested Sharcholder could, however, estrblish
in:advanice. that the valde, of the hon-cash consideration will ‘Do determined #s” of “the
“onsummation Datel Such ai approach, which hias been used in connection with-mergers and
imilar seeond-step transactions in the past, would ensuré thit the Interested Sharehilder
rathir than dhe sthershurdholders would bear the risk of 4 decline in the market valuesof ©
i theoffered Consideration prior 1o the consummation’ of the Business Combination,

B I 4 Business Combination does not involve receipt of any ¢ash or other property by.an
other shareholder (for example, 2'salé of Company asséts or an ance-of the Company’s
securities:to-an Interedted Sharcholder), then the price eriteria discussed ahovi would not;
< Happly-and dithier an 0% vote of shareholders- or” approval by ithe, Board. purs

Section ') of the Amendnient' would be Fequiréd: LT g A T

o Procedural “Requirements, < 10 addition to. satisfying: the’ minimun. price criteris
usiness Combination:that does not receive the requisite shareholder or direetor. approvals
ursuant tothes Amendment. must: comply - with: the - procedural” requirements’.of "the




“Amendment. A Business Combination will not satisfy the procedural-requirements of the
Amendment if any of the following shall areeur:

1) if hetween the-Determination Date and the Consummation” Date, without the
approval of the Baard of Directors in the manner specitied in Seetion 5 of the Amendment,
the Company. failk 1o puy full quarterly dividends on its:preferred or preference shares
oriredutes the rate of dividends paid dn its common sharex, This provision is designed
to'diseourage the Interested Shareholder from attempting 1o dépress theanarket price
of the Company's sharex by réducing dividends on ‘those shares prior 1o proposing a
Business Combination, thereby redieing the cansideration required to be paid pursuant
40 the minimum price criteria,

Y209 the Interested Shareholder, without the approval of the Board of Directors in
the nanner.spacified in Seetion 5 of the A 4 beeames the beneticial owner of any.
additional stares of Voting Xtock after the Determination Date. This provision is intended
tir disconrize an Intérested Sharcholder from purchasing additional shares of Voting %
Stork at prives lower thany those set by the minimum price criterty £

3798 the Interisted .'w'hurvhu]dvr receives the henefit of any loun or other: financial
Lxgistitice or tax ad provided by the Comnpany {other than proportionately us '
~hurehalders. This prov \mn i intended o deter an Interested Sharcholder from?
wlfdmhn,: or otherwise exploiting its equity position in the Company by using {he ;
Comparny’s resources far i< awn purposes.

The Amnendiment alse requiris that 3 prosy or information staterient disclosing the terms

and copditions of any proposed Buginess Combination be maifed o all sharoholders of the
RRpTIE 2t Toust 30 days prior 1o the Consummation Date. absent diréetor approvat of the. 7
Business Combivation. llw(ummumLlnrulnr\u(lhc arvany at te tincbwould be entitled

i stite their views regardin ;-rn[mwd Business Combination in such proxy of infermation;

statement find to include therewith an opinion of an independent invesunent hdnkorrm]wcung
such Business Combination: Thix proviion is ‘intended o ensure ‘that the Compa
shivreholdvrs are. fully infiimed’ of the. termis and- conditions- of "the proposed : Busire

[umlu 5

Lion.

NS Sate Reguived to Ame el ar £ epedt, - With certain exeeptions notapplicable 1 the
proposcd Fair Price Amendinent, Californis law permits a corporation’s articles of incorpora-
Hon to-eals for wereater stpekholder votedthan s otherwise called forby Jaw., und requires
that wnlossiotherwise provided in the articles, any chanjerin such a'supermajority provis
imay not be éffdered exeept by that supermajority, vote, As so permitted by daw, the Fair P
Anu-mhnmn Feyires.a vore of uu huulvrs nf N[)’v OF. T uf the mlmu pov er of: lhe \'olm,,

areholdors from avoiding tho provi
ority of the shardsand ximpli; re

;All!‘;.’ thase pmu\mm




(,onnlderalmnu For the Fair Price Amendment

-7 As noted above, a number of curporations have recently been the subject of tender nﬂers
for, or-other acquisitions of, more than 109 but less than 80% of their outstanding stock. In
anumber of these cases, such purct have been followed by busi transactions iy which
. -the tender offeror or other purchaser has paid a price for the remaining stock that is lower
or-in"a Tess desirable form of consideration than what it paid Lo acquire its original interest
““inithe corporation. Federal securities laws and regulations govern the disclosure required o
be-made to minority stockholders in such transactions but do not reyuire that the'terms:be
fair to thie stockholders! California law afTords stockholders the right to dissent from certain
i business Lransactions and receive the “fair market value” of their stock, and case law imposes
ona wntrolhnu stockholder a fidueiary duty to deal fairly with other stockholders, The right
o dissent is not available, however, for a elass of stock listed on the New York Stock Exchange.
54 or.more of the o\nstandmg ~|1er‘! ol' the ¢lass dissent from the transaétion, and
< 1ot available at-all in 4 liguida or'r italization. Even if available,
dssertion of this right may require litigation and may. involve siynificant expense, delay and
iincertiinty and the “fair market value” ‘as’determined in dissent proceedings may be Tess
than the minimum price. determined pursuant to the Amendment,

The. Fair Price Amendment is intended to help fill those gaps in federal and state law
and 1 prevent certain potential inequities‘of two-step Business. Combinations, The Amend-
‘mentis designed-to pruuu shareholders who have not tenidered or otherwise sold theirshares

o'u.purchaser that is attempting to gain control, by ensuring that at Jeast the same price
“and furm of consideration are paid 6 such shareholders in'a Business Combination as were
paid: to - shareholders in the'initial step of the acquisition, Without. the ‘Amendment,” an
Interested Shareholder, that aequires control of *(hé Company. could, forve: minority. share-
holders to dispose of- their shares at'a pnce that does not reflect any |)r¢m1um the:Interested :
Shareholder. might have paid to zequire its controlling interest. Such a-price might also’be :
n Jess desirable form of con\xdcmlmn {v.g.. equity or debi securities of the purchaser, instead -
hi):
I many situations; the minimum price-criteria and procedura) raqun'cmunts of Lhe Fair
' Prici: Amendment would require thut u pitrehaser pay sharehalders.a higher price for their.
% or, stricture the transaction’ differently than would  have been the case without:the: i3
Amendment: Thiss, the Board believes that the Amendment would increasé the likelihood ﬂmt‘
2 pur(h.m-r would negotiate diréctly” with’ the Company rather than attempt’ut twoitier
ition: The Board believés that it ean cffectively negoliate on hehalf of all sharchoiders
hkvl\ 0’ be ‘moré-knowledizeable thanany hidividual shareholder, in assessing: th
and prospécts of the Company. Accordingly, the Board isof the view:that ndgotiati
twioen the Company:and the purchaser would increase ‘the: likelihood thay ‘shisreholde
would receive 4 higher price for. their As}mrcs from .mwme dulrmg 10 4)I;Lun Lnntro] uf the




Ammugh ot all large acqmsmons of swck are: taade. wuh the oh)ectwe of acqmrm
control lhrouj{h a tranaction that would bé ‘a Business Combination under'the:Amendment;
man) cases the jurchaser desires to havethe option to pursue such'a transaction. The Fai
rice A d would ‘tend 'to_di purchasers ‘seeking :to: obtain’ control: ‘of th
G & ly.cheap price, since the ini equnty interest would no
be- assiired unless lhe' inin price. and- p dural ', ments; are satisfied of: th
irectors or shareholders grant the reg ] ’I'h d: may also-di

‘the_accurnulation of large blocks of ‘the Company ] shares, which: could’be m1sed 1o distar
the Company’s vitally lmpon.ant élationships. with its d‘lenders ol
could be'uséd to precipitate a change of control of. the Company-on terms tinfavorable to th
Company s 'other shareholders;

Lonuderntmns Ag-mnt ‘The Fair.Price. Amendment
Tender offers and other -acquisitions of stock not made. on the open market are usuall
‘madé-at prices above the prevaﬂmg markét price’of the stoek, Market pnrchases of stock b,
s attempting to’gain.control may. cause the market price of ‘the stock:to risc 1o lev
ithan:would :otherwise: prevail. The’ A d may di such ir
pamcular]y ihose involving less than 80% of the Company’s shares, and may. thereby deprive
holders;of -an oppor nity 6. sell their shares at:a temporarily: higher market price, Th
minimum. price: criterin. and the requxremencs for shareholder: approval :of: 2 Busines:
ination may. make it costly for a purch to-dchieve ‘control of the Company, A:
érson’ secking to obiain control may ‘also be diseouraged.from purchasmg stock becaduse an
80%-shareholder vote would be requiréd in order to alter.the provisions of the Amendment
Theé Amendment would not necessarily dxscourage ‘persons willing to seek control by acqumn
{80 ‘of the. Voting Stock: B

 Althoujgh the-Amendment’s mini price provisions provide obj
some tases: (he' eriteria: could be ‘arbitrary and not indicative of valie. In addmn
nterested Shareholder.may be unable, asa pracucal matter, to comp]y

i equlremuxtz of the'A d a

(6 inegotiale with the Board unless
of) 8 of the Votm;, Stock as the firs
hote Lhat dl)} Bu:mess Combmal

step in aBusi C ination. However; itis:i
1 approved by:the Board (wuh the'directors :
not. subJect 6";the Jothei




exercive.of wuck options) and therefore could not, by themselves, prevent the apprmﬂl of a
Business Combination. If “Proposal 2—-Increase in Authorized Common Shares” is upproved
by thesharehblders, however, the Board could, within the limits imposéd by law.and the rules
2 0f the New York Stock Exchange, issue such additional shares to a holder that eould thereby
“obtain suflicient voting power. W prevent 4 Business Combination that does nov either comply: .2
with the minimum price eriteria’ and procedural requirements or receive the approval of the:
@ Board in accordance with the Fabr Price Amendment, or to.prevent any alteration or repeal
sof: that; Amendmient: To' the éxtent ‘o’ Business Combination might be viewed as 4 means-of
rehangng the management-of-the Company.the Amendment may mauke remova)l of incumbent
management: more difficult, The Amendment does not, however, impair the Fight und power.:
of the sharchalders. (o remove some or ull of the incumbent directors through o proxy contést. |
- cuniulative voting, or a combination thereof (although “ Proposal 4—Requirement of Meeting
2 for Shareholder ‘Action.” if adopted; would reiuire thul any shareholder action to rémove
sidirvetors oceur-at ameeting of sharcholders and not by means of a-solicitation of consent
archolders’ without. such a medéting). Finaily, if an Interested Shareholder ruplac
s who were in office when it became an Interested § holder with its.own B0
ng the. necessary. director, approval could become impossible, so that the 807
shareholder vote requirement would apply to any Business Combination not satisfying-the i/
minitoum priée criteria and procedural requi s of the A 1 .
“In“summary, the' Board has concluded that the. Fair Price- Amendment ‘would afford 3
; Shareholdors protection” from -inequitable and - coercive  Business “Combinations, and ;that”
Jadoption of the Fair Price Amendment-is in: thé best interests of the' shareholders and the
Company’

;- ¥ute Required B B

** The affirmati vote of a.majority of the outstanding'shares entitled to vote, voling
ne class; will constitute approval of the proposed Fair Price Amendment by the shureholdes
i “The: Board recommsnds a:vote' FOR the .appmval of the Fair“Price Amendment
. (l’rupmal 3
l’R()l’() AL J—Rl"()l TREMENT: OF MEETING FOR SHARFH()I DER ACTION

Itis pm]m\ui that Article Eighth be-added to the Company’s Articles of Incorpor.mon
(EIGHTH: Al action required or. pcrmxued 10 bié taken by shareholders shall be 1aken”
nual or special meeting of xh.nrehuldtrs No such aetion m.w be taken bv wmun
ent, withont meeting.

as.

#

st Under ¢ d]lfurm.i l-nrpumlmn I.n\ \lnloss Lhe uru('\u of mcorpnmuon oLherw1w |)ro\|de

n-by. 'oun,.' atamoe
lher eOn Weré: wted Hovaer, California Taw pmhlb ¢




removal of a director by consent whenthe shares not consenting in writing to such removal
would'be sufficient to eléct the director if vated cumulatively at an election at which all shiares
entitled 10 vote were voted and the entire. number of directors authorized at the time of the
. director’s most:recent ¢lection were then being elected.

- Stockholder action by consent enables corporations Lo act swiftly and informally and to
save the cost-und possible inconvenience of meéting.and the time involved-in giving advance.’
notice of meeting. In 1 publicly held corporation, however; the ﬂt.xxblhty provided by statute
may be largely. illusory because of the impracticability of securing the numerous stockholder.
\;smnatur‘-: necessary to act by written eonsent, Without meeting. -As of April 7, 1986 there
< ‘were approxi 1y 30,263 shareholders of the Company.of record, plus many others holding =+
shares. through brokers or other nominees. In practice it would not be feasible. for.the -
““Company’s shareholders to-act without meeting 50 long as the Company's shares are 5o widely
held, If, however, Jarge blocks of the Company's shires should come to be held by relatively
few s areholders, it could become feasible for those few: shareholders to accumulate the: ;
necessary voting power 1o act by written consent, without the participation of the minority: .
shargholders. The meeting requirement thus eould delay or discourage an action considered:
+beneficial by the holders  of a-majority. of the shares (which could inelude actions related to
A pmposed takeover'of the Company) when: the number of shareholders: making up Lhav,
majority s sufficiently. small to make’it feasible to secure their written consents:

“The Amendmient would ensuré that all shareholder action be takenat a meetmg at which
very ‘shareholder has the opportunity Lo express an-opinion and vote on'the matters under:
consideration. That purpose is consistent with New. York Stock- Exchange policy, which is
generally ‘opposed 1o getion by stockholder consent, without meeting. The  Board-thinks. it
mportant that shareholders be fully informed through the meeting process about matters
hat-are subject to shareholder action, and that all shareholders have an:opportunity: to
participate’ in:determining those matters. Pursuant ‘'t California law. and ‘the Company’”
By-Law: special meeting of the Company's shareholders may be called by the holders.of :
shares entitled 1o cast riot less than' 107 of the votes at such méeting. Accordmglv the Board
hag concluded that itis in the best interests of the shareholders to requlre that all ~hareholde
ctions bie: ukvn at. shareholder meetings.

i The. dlhrmduve vote of a ajority. of -the outstanding shares entitled to vot.e votlng ‘as
“one:class, will constitute ‘approval of the proposed Amendment by: the shareholders.

The Board recommends.a- vole FOR the approval of . the Amendmem requlrmg
mulm; fnr shareholder action (Pruposul )

The Company-has no |xmvi~|0ns in its: Articles’and By:-Liws that. intendgd w
n'anti-takeover effect, and the Company has no. planto propoie’ such provisions in the-futur
‘hould be poted, houever, that in 1947 thu shareholdem for reasons unrelated wresisting




Py
ipal terms and conditi T
ded to'the newly a ized pr

1t vesting in the Boaed:broad authority. ta.establish thi
issued:series of preferred shares. In 1966 that authorit;

give the-Board great Jatitude in establishing, without further shareholder:action, the term
of uni 4 $eries of the prefe ind preferred shares. The existence of such quantit
‘authorized and unissued shares; coupled with that flexibility :in- establishing their: terms;
uld be a'deterrent to-takeover attempts. Such shares could beused essentially in.the same:
manner. and “for ' the'éame “purposes - as” the - additional ‘common shares: proposed for
authorization, as discussed under “Proposal 2~—Increase in Authorized Common Shares;”

PROPOSAL 51956 STOCK OPTION PLAN O R
OnMarch 6; 1986 the Board of Directors adopted the 1986 Stock Option Plan (the “Plan”);:

‘subject to approval by an‘affirmative vote of a majority of the shares.voting.on the proposal;
to approve: the Plan, : ; g X

- The Plai is intended to foster share hip by empl thereby éncouraging thi
maximuin effortis for the success-of the business of the Company. The aggregate number
ommon shares:of the Company as to-which options may be granted under the Plan may nof
xceed 3,590,000; No'person shall be wranted options to purchase in the aggre; ‘more th
 8%zof the shares available under the Plan..No:options may. be granted undeér.the Plan afte
February 5,:1996. The Plan contains antidilation provisions, allowing for adjustments‘inithe’
rice’and number of ‘shares in case of share: dividends andother changes in:the Compal
pital structure.. : : : S

x d by the Manage "‘r""‘l“ ittee (th
tions may: be grantéd only:to full-time employees (including officers) of th
bsidiaries Who are considered to be contributing signi Iy to the sa




_The purchase price of shares covered by each option shall be determined by the Commiittee
< gv-thie time of grant'and shall not be less than the fair market valueof those shares ut th
Limé of grant in the case of 1S0's and not:less than 856 of that value in the case of NS
Fuir-market value is defined in the Plan as the closing price {or, if there is no closing price,,
the average of the lowest and highe: el]mg prices).of the shares as reported in “New York
\ka Exchange — Composite Transactions” on the applicable date (or, if that date. was not

a’trading. date, on the next preceding”trading date), Any amount by which the fair market
value of the: Company’s shares -at the ‘date of grant exceeds the purchase price: of shares
scovered by NSO's will be charged to expense at that date. The closing price of the Company’s
“,eonimon shares on April-7: 1986 was $27.375 per share.

%% The-purchase price’of any shares purchased pursuant to the exercise of an option must.
e paid in full on the date of exercise, in cash or, at the discretion of the Committee. in whole::
or in‘part by surrendering shares of the' Company ‘already held by the optionee (valued at
the Tair market value on that datel. It would be possible for:an option holder. to, the stent
: permnwd by the Committee so to do; to exercise an option by using shares 10 pay the purchase
priee dnd to use-shares received upon that exercise to-acquire additional shares. As d result
of sue ve Lrangactions of that kind, the option holder may acquire a relatively, Lxrgg number
“of shares, although initially surrendering a smaller number : . i

{"Options may be exerciséd at such-times and in such manner as the Committee shall
determine, except:that no’ 180 shall- be ‘exercisable while there-is outstanding any..1SO
previously-granted under the 1986 Plan or 1982 Plan. The Committee; in'its discretion, may
--make “options , exercisable i installments. and ‘may accelerate - exercisabi ity of thosé
installments. Upon - the occurrence of ‘certain-events related 1o “a changze ‘of ‘control in the
Company, options may become fu]]y exercisable. (Depending npon surrounding circumstances
al the time of accelérated exercise, the receipt of shares.by an officer could be a parat.hute
payment” unider Section 280G of the Code for the purpose of determining whether an‘excis
“ax woiild lie payable by the officer and whether a deduction to the Company for that pavmulf

would e disallowed.) ;

“The Committee, in its discretion, may settlé the whole or uny. part of any exerci dble;
Vinstallment: of an option by. offering’ payment. in"common’ shares, .or in common: shires:and
* eushyin exchange for the surrender of &hat 11 o pdrlml insta “\mvvm The:amou

subject:-4o-the seulmncnl and the;, fa:r market: \«alue ‘of those sharcs'of the date of the offe
Committee has the sole-diseretion to detérmine whether and: when offers’io’settle
eimade apd how:long they: will remain open for acceptance. The'amount that may be
fifuture years 6 emplnvees who accept. settlement offem wil] be?charged m compensati'




.= 1f-an option terminates unexereised. (other:than by settlement), the shares ‘that were
subject to that option become available for a further-aption grant subjeet to the terms of lhe
+Plan.

-Each-option expires as the Committee det,ermmes at the time of grant (but, in the cas¢ :’
of 1SO', not later than ten years from the dat,e of: grant). Options are riot transferable exeept
by: will-or: pursuarit to the. Jaws of and upon of
with the Company or its subsidiaries, éxcept upon ion by or death and except
a3 otherwise provided in the option agreements. In' me event, ot the death of an optionee while
employed by the Company, the | or'other. in interest of the
optionee'may exercise the optionnio later than six months after the date of death. In.the event
of an optionee’s retirément, the optionee may exercise the option no later-than:six months
after the date of retirement. In the event of an optionee’s death within that six months, the::
time46r exercise of the option by the 1 repr ive or other in
of the.optionee is extended for an additional six months beyond the date that would have been
the last. permmmble date for exercise by the optionee. In the case of either retirement or déath;::
“-the option ‘may be exercised to the.extent exercisable at the date of retirement or death; as.
applicable, and to: the extent of additional option increments, if-any, as the Committee may
determine. None. of those events, however, may extend the.term of an 150 beyond ten years:
or make any IS0 excrcisable while there is outstanding any ISO prevnously granted under
the 1986 Plan’or'the 1982 Plan.. L
%" The Board of Directors may:-amend or. terminate the Plan at any time; Amendments will
include those,if ‘any;mecessary to conform the provisions of:the Plan to any regulations
promuligated under the: Code covering 18Q’s: No amendment ‘adopted ‘without' shareholder.
approval ‘may increase the number.of shares as to which:opt‘ans:may be granted; reduce the:
option price below: the minimum provided in the Plan; materially modliy the requirements as
10 eligibility for participation, or materially increase the benefits accruing under.the Plan. No:
amendment shell'afféct the rights of the holder of any option, except with that holder’s consent:

The intentand probable effect of the 1986 Plan, as with any employee stock uptlon plan;
is {0 increase. the holdingsof the (,ompanys shares by ‘employees; While: the’ Plan’ is:not
n tx_nded as an’ anti-takesver prov1s|on, if it 'is assumed that employees will tend to vote

d: with. the of “i such hip could
rénder more difficult:the removal of current management and the assumphon of:control
principal shdreholder : :

; The Compdm hag been advised; by |Ls legal’| cuunse] that; "in:their opmmn, the feder:
q des«"r bed:bel wnll apply to NSO s and ISO’s |ssued under the la




akes:a special election as provided:in the Code) must.include- in gross income an -amount,
equal to the difference between the-option price and the fair’ market value'(the “value”).of
he acyuired ghares on their date’of issuance. An officer.not, making the special election must: ;
“include: in" gross :income; six months less oné day -after issuance, an amount equal.to the
ifference between the option price and the value of the acquired shares on that date. If the
‘Company. complies- with-the. applicable federal income tax withholding requirements, it will
 be allowed a deduction equal.to the amount included inincome by the optionee. If the optionee
ays the option:price of the NSO by surrendering Corapany shares, the optionee. must include
in‘gross.income the amount by which the value ‘of the acquired shares exceeds: the vajue of
the surrendered shares; The number, of: acquired: shares equal to-the number of shares
surrendered will have a carry-over basis for federal income tax purposes and the rest will,
have.a basis equal t6 the income so included. When the optionee disposes of the shares acquired:: "
hréugh exercise of the:NSO, the optionee will recognize capital gain or loss (long term or:
short term; depending upon the time for which-the shares are held) equal to.the difference.
between the proceeds:of the disposition and the basis of the shares. ‘ :

Exercise of 180's:and-Disposition-of 1SO Shares

1n the case'of 1SO's, no income to an optionee will result and no deduction to the Company:
“-will be allowable at the time of grant. The exercise of ISO’s. generally will.not. result in-any’
ncome to the optiorieé:or in'a deduction to the Company, In the case of certain individuals,
“However, the amount by whichithe fair market value'of the 1SO shares at the time of.exercise’.
exceeds the option price may be subject to the alternative minimum tax because that'amount i
“is‘anite ‘of ‘tax preference urider Section 57 of the. Code. In addition, if the optionee. were 4
“to éxercisé the SO during the third through sixth month following rétirement (as is permitted ;
byithi¢ Plan), the federal income tax consequences would be the same as those applicable to.
exercising NSO's. } . d

:1f:the optionee toes not dispose of the acquired shares until at least two years after the
datc of the grant'and e year after the date. of issuance. the' Company: will' not be allowed
‘aide ion"and the optionee;will ize long term capital gain or loss on the difference
betiveenthe proceeds of the disposition dnd the:option price; The optionee: who disposes of
the acquired shares before meeting those holding requirements will have madde a disqualifying
disposition; The disqualifying disposition will cause the optione > to have gross income'in:the
‘amouint of the difference between the-option: price and the valug of the acquired sharés on
h jssuance-(or, six months, less one day, afterithat date in the case of‘an officer)
if Tower; and to-recognize capital gain:(long ‘termi-or short term; depending
jon the timé for which the shares are held) on’any amount.in'excéss of that:difference
the event of:such 4 disqualifying dispasition; thé-amount by which:the fair market ¥alug i
the-IS0; shares:at the Lime of ‘exercise exceedéd the option price will no Jongeribi an item
Lix preference inder Section 37 of the Code: A deduction 16 the Company may beallowable
ual to:the iricome résulting from the disqualifying: disposition; s - 0




qd re-gulalmns under Section 422A 3f the Code deal with l.he pny ment nf thc opl.wn
prm o ISD'S with Company shares; Those regulations ‘should be conau!tcd for informatio
< more l|LL<ll]l.(1 than:that contained in thm summary:

1 the optioneé!pays the dption prlce of the 180 by surrendering Company sh.m-s {dml
th, of surrendered IS0 shares, the holding requirements for those shares have beon
mel)nG income in’ respect of, the surrendered shares will:be recognized for federaliineome
LAX PUFO: he number of acquired shares equal to the numbér of shares surrendéréd will
Y rry-over basis for federal income fax purposes and the rest witl have a basis of zer
mpany. doés not. presently contemplate permitting the upuonee s0.-{o;surrendeér: IS0
f Lhe holding. requnrcments haveinot. been met.

Seulement of NSO's, and I80’s

- Atthe tinie'of 4 settlement in shares of ISO’s or NSO's, the opuonue (including an oflmr K
who makes u specidl clection pursuantto the Code) must mclude in gross!ineome an amount;

equal 1o “the vabue ol the shares on their date of issuance..An officer not making the ~pec1d]
: tion mus ude in grross incomie; six months less one day after issuance, an'amountegual
16 the value of the shares on' that date. 1f ISO's of 'NSO's are partly settled in‘cash, the optionve.
nust mcludu ingrriss income the imount of the cash. [f the Company complies with the federal
neome tax mthhu]dmg requirements, it will be allowed x deduct:un equal o lhe dmOUH‘.
n«hidod in groks income by the optionee.

chareholdér approval-of the Plan, the Cammmee at’its March IJSb inecting
X (.nwl opuons under lhe Plan 'ty the following ‘persons to; pirchase the following number
of <hiid 1 it 825,75 per share: John:M. Lillie, 1S0's'to purchase 4,800 share:
nd NSO to' purchase. 9, v(m shares; der(-nu A I)el Santo ISO s lo purch e 3 80() ahnre
atnd \SO <L puréh:

thn rcmammg
y. fo]lowmg v.hat date; except thdt the opuo agreunem,s provid

ipany. and, a Lo qO’/’ upo! zhe opuonee s reurcmem o deuth, The purcha
ed pursuant o, the exercise o the optmns may be:paid in whole's
f lhu Lompany pmvlded lhdl av, the time:of exercis lher ha




‘the: options  remain- exerci until: their expiration date (and in:the case of the NSO’s,
‘expiration may be-extended to'the date six: months after cessation of employment). .

/The affirmative vote of a majority of the sharés voting on the. prnnnsal to approve the.
Planwill constitute ‘approval of ‘the Plan by the shareholders:

The Board of Directors recummends avote FOR the approval of the 1986 Stock Option - g
‘Phn lPropol-I 5).

FUTURE SHAREHOLDER PROPOSALS

If ‘a shareholder .desires to ‘present:a proposal. to nexi year's'annual meeting of
shareholders and 1o have that proposal included in the proxy. statenient-and proxy for that
‘meeting, that proposal must be received by the-Company at its principal executive offices by .
January 3,1987. 5

/OTHER MATTERS

The Boatd of Directors. has selected Price Waterhouse as the independent accountants
of the Company for the current fiscal year. Price Waterhouse has served as the independent ;7|
accountants of the Company since 1947. At the Annual Meeting-of Shareholders; representa-
tives of Price Waterhouse will be present, may make statements if: they desire to do so; and
will be available to respond to appropriate questions.” 8




.. "Management is not aware that any matlers.other than those specified above will: be
“presented-al'the Meeting. If uther business should properly come before the Meeting; your
2 f given, will be voted on each matter in accordance with the best judgment of the
. persons authorized therein, und discretionary authority w do'so i included in the proxy.

B IF YOU WILL NOT BE ABLE TO ATTEND THE MEETING IN PERSON, PLEASE
COMFLETE: SIGN ANDDATE.THE .ACCOMPANYING PROXY AND RETURN l’l‘
PROMPTLY IN'THE ENCLOSED ENVELOPE.

By order.of the Board of Direcwrs,,
Christopher McLain
‘Secretary .

PLEASE:NOTE THAT THE MEETING. WILL BE HELD AT 10:00 A.M.
AT HILTON HOTEL, PLEASANTON; CALIFORNIA,
SEE MAP BELOW.

WALNUT CAEEK
CONCORD B

. HOPYARD EXITS

STOCKTON; <17
TRACY
Johnson Drive :

PLEASANTON
HILTON

SAN JOSE

- PLEASANTON HlLT()N
7050 Johnuon Drive » Pleasanton, Califotnia 54566+ (A15) 1639000 - gy

Take Hopvard Road Fxn from [-3R6, muth 0 Oweny. [)rwe {firstlight): rlghl. on Owens o Johnisol
ghu, thn rnght o Juhn:nn I)rue one:mile ra leeanwn Hiltan. B




