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NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
TO BE HELD JUNE 25, 1986
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To the Molders of the Common Stock:

NOTICE iS HEREBY GIVEN thal the Annual Meeting of Stockholders of PONDEROSA, INC., a
Delaware corporation, will be held on the 26th day of Jurie, 1986 at 9:00 AM in the 747 Room at
Ihe Daylon Airport Hotel localed immediately east of the Company's corporate office building on
Entrance Road, James M. Cox Daylon International Airport, Daylen. Ohio, for the faliowing pur-
posas:

. Ta elect two Dirgctors for terms of three years sach.

2. To approve amendments 1o the Company’s 1982 Stock Oplion Fian to permit the grants
of “restricted stock™ and to clarify centain other provisions.

@

. To appaint Indepandent Accountants for the Company.

a

Ta transacl such ofher business as may propecly come before the meeting, ar any adjaurn-
ment thersol.

Stockholders of recard as of the close of business on Wednesday, May 7, 1986, are entitied
receive notice of, and 10 vote at, the meeting notwithstanding any subsequent transfer of stock.

Your altention is directed to the accompanying proxy and proxy stalement

By Order of the Board of Diractors
John R. Motr, Secretary

Daylon, Ohio

May 16, 1986

ALL STCCKHOLDERS ARE INVITED TO ATTEND THE MEETING IN PERSON. EVEN i YOU
D0 EXPECT TO BE PRESENT AT THE MEETING, PLEASE COMPLETE, DATE, SIGN AND
PROMPTLY RETURM THE PROXY IN THE ENCLOSED ENVELOPE. STOCKHOLBERS ARE
URGED TO SEND THEIR PROXIES WITHOUT DELAY.
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PONDEROSA, INC.
PROXY STATEMENT
ANNUAL MEETING OF STOCKHOLDERS
June 25, 1986

All sharas represented by vaiid proxies received pursuant (o this solicitation. and ot revaked, will
5e voted at the Annual Mesting. Where a spacification is made on the ballat provided in the proxy.
such shares will be voted in accordance with that specification. In the absence of any specification
1o tha conrary, Lhe shares wili b8 voled in favor of the proposals set forth in the accompanying
Notice of Meeling and lor the nominees for Directors saf forth balow. A proxy may be revoked al
any time before it is exarcised by notice to the Gompany in weiling of in open meeting.
The Board of Directors has fixed the close of business an May 7, 1986, as the record date for the
derermination of ihe stockholders entlled 1o roceive notice of, and to vote at, the Annual Meeting

‘rapsler of stock. The stock transfar
baoks of the Company i oy e gosad. Tha 1 o A Sioakraiers ontliad 15 Vare ot e A
Meeiing is kept by the Company s transfer agent, Bank One. Dayton, MA, Kettering Tower, Dayton,

0. Th1s 508y Statement and accompanying proxy shall 56 maled io hé Stk ers or of S0t
May 16. 1986

VOTING SECURITIES AND PRINCIPAL HOLDERS

The authorized of the Company 25,000, Common Stock, .10
par value [“Comimon Stock) and 25,000,000 shares of Preferred Stock, no par value (-Preferied
Stack’). On April 18, 1386, there wera 9,746,499 shares of Gommon Stock oulstanding (excluding
650,712 shares held in the Company's treasury), and holders thereof are enfitied 1o ane vote for
each share held upon tha racord date. The preserice of siackhoiders, in persan or by proxy, owning
atleast 4,873,250 shares of Comman Stock shall consitute & quorum for the maeting. Nare of e
Preferred Stock has been issuad

Na change in control of the Company has takan place since the last Annual Meeting of the Company
on June 26, 1985

Se forth n tne table below a5 of Apnl 18, 1986, is information with respect 1o the caly stocknoioers
who o the k Compan mora than 5% of (he Company’s Common
Stock ana mwrl\ e s the Combon Sk ol ihe Company ownad by all Oficars and Dratiors
as a gro

Titie ot Amount and Nature  Percent
ci of Benaficial Ownership  of Ciase

BEA Associates, Inc.
153 East 53 Street

Qne Citicorp Centar Common Slock

New Yorl, New Yark 10022 $.10 par value 945,700(1) 9.5%
Furst Manhattan Co.

437 Madison Avenue Common Stock

New “ork. New York 10022 $.10 par value 900.400(2) 9.1%
Al Oftfictyrs and Birectors Common Stock

as a Ciroup (27 in aumber) .10 par value 194.912{3) 2.0%

(3) Based on information contained in a Schedule 13G filed with the Secunties and Exchange

mmissior Al shares are heid with shared voting power and sole investment power.

(2) 3ased on mformation cortained in a Schedule 13G filad with the Securities and Exchange
Commussior. Al shares are held with sole invesiment powar and 22,800 are held with sole
voling power and 714,100 with shared vating power.

(3) This amount includes 160,966 sh: K i are currently
All olfier shares are held by such persans with Sole voting and sale invesiment power, except
3.045 shares held with sole voting power only in the Employee Stock Ownership Plan and 6.896
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shares beld with sale voting power and sole &
1o e Gompany malohing 2onirution beld with Sola vaing f pcwev amy) vt Panderona.ne,
Employee Thrift and Savings Plan.

ELECTION OF DIRECTORS

The Company's Restated Certificate of Incorporation pravides for a classitied Board of Directors
dividad into three classes of Directors, each class holding oftice for a three year tarm. Pursuant to
the Cansolidated By-Laws of the Company, the number of Directors has been fixed by the Board
of Directars at seven. Thera afe two Directors whose terms expire in 1986, three Directors whose
terms expire in 1987, and two Directors whose terms expire in 1988, Each of the nominees is
presently a member of the Board of Directars and was elected to his present term of affice at the
Annual Meeting of Stackholders in 1983,

The Board of Directars proposes fhat John L. Scnaefer and Fred G. Wall be elected as Directars
at the Annual Meeting lor three year tezms expifing al the Annual Meeting in 1989. Unless a
specification 15 made to withhold a vate for any candidate, the enclosed proxy wili be voted for the
election of ne wo naminees listed below for terms of three years each and until 1hair respective

shall duty elected and qualified, If any nominee shall to be a candidate
for elaction for any reason. the proxy will be voled {or a substitute nominea designated by the Board
of Directors and for the remaining nominee(s) so listed. The Board of Directors currently has no
reason to believe thal any nominze will not remain a candidate for election as a Dirsctor or be
unwilling o serve as a Directar, if elecied

The names of. and certain information with respect to. the persons nominated for elaction as
Directors and the persons whose terms of office as Directors shall continue beyons the Annual
Meaeting are set forth below. Except as otherwise indicated. no Director or nominee owns more than
ane percent of the Company's Common Stock.
Shares Wrich ay
Be Conslde

Nomineen lor Principal Cocupation Yoar Flrst o llr Dvﬂnld
Terms Expiring anl Flve-Yoar irectly or Indirecti
n 1889 Empioyment History pril 18, 1986
Chayman of the Board of Directors 51 1974 2,080
and President, The Specialty
Papers Company (Manufaciurer
of flexible packaging materials),
Dayton, Ohio (1)
President and Chief Executive 51 1975 150

Officer. Robbins & Myers. inc.
(Fuids hardiing equipment and
electric motors and control
systems), Dayton. Onio (2)

Froa & wal




Shares Which May

!annllcll!lr e
Olrectly or Indlrectly
(B of Aprll 18, 1886}

Diygctors whose Principal Occu
Terma Capi and Fiva-Ya
Empioyment History Age.

Chairman of the Board of Directors 44 1968 113,569(4)

and Chief Executive Officer,
Ponderosa. Inc. (3)

Gorale § Oftce. Jr.

Retired, Former Vice Presigant 70 1975 1,200
— Materials Management, Eatcn

Corporation {Manufacturer of

enginaered products lor capital

goads, automotve, truck and con-

sumer markets), Clevaland, Ofo

Chairman. Global Hospitality 62 1983 None
Corporation; Former Chairman and

Chief Executive Officer, The

Sheraton Corpration, 1970-1985

{Hotels, inns and resorts worid-

wige). Boston, Massachusetts

Howare P James.

Diractor whaes
Term Expires
. dn1ws

President, Miami Valley 74 1971 4,100
Research Foundation; Former

Ghairman of the Executive

Committae, 1980 to 1984; prior

therelo Chaiman of the Board and

Chiet Executive Officer. Ameast

5 - Industrial Gorp. (Manufacturer of

John F Toriey cast metal progucts). Dayton, Ohio (5)
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Stares Which May
Ba

Director whose Peincipat Occupation Yoo Firet Beneicin n Ouned
Torn Expires nd Five- a Qi
In ¥ Empoymem nmng Age Oirector nnlxmu i
Business cansuliant, Brierley 70 1976 9,000

Associates; Former Chalrman
of the Board of Directers, Sheldahi,
Inc. (Manufacturer of flexible
circuits), Northtield; Minnesata,
1980 to 1985; Former Chairman

of the Board of Direclars,

Richard G. Brerley  Tha'Stearns and Foster Company
(Manutacturer of home furnishings
and non-woven texiiles),
Cincinnati, Ohio (6}

(3) Mr. Schaefer is a Director of The Specialty Papers Gompany, Shopsmith, Inc. and Gem Savings
Assodiation,

(2) Mr. Wal fs a Director of Hutty Corparatian. Bank One, Dayton. NA and Rabbins & Myers, Inc.

(3) Mr. Office is a Directar of Bank One, Dayton, NA, a subsidiary of Banc One Carporation,
Columbus, Ohia. Bank One participates to the extent of $8 miliion in the Cempany's 80 million
Ravolving Credit Agresment with a group of banks. The agreement contains terms and condi-
tions competitive with and no less favoratie than those aveilable from the banking industry
generelly at the time of execulion of the agreement, Mr. Office is also a Dirsctor of ChemLawn
Corporation, Columbus, Ohio.

(4) Mr. Office’s benaficial ownership of the Company's shares, which includes 105,657 shares
subject o slock options currenlly exercisable, constitutes 1.1% of the issued and outstanding
shares of the Company.

(5) Mr. Torley, a'registered Professional Enginesr. is a Director of Standard Register Company,
Monarch Machine Tool Gompany, Morris Bean & Company and Van Dyne-Crolty, inc.

(6) Mr. Brierley is a Director of Transcapital Financial Corp.

The Board of Directors does not have a standing nominaling committee. Nominations lor Diraclors
are considered by the full Board. Messrs. Schaefer, James and Wall comprise he Audit Commitiee
of the Board of Directors.The Audit Gommittee regularly meets with the Company's independent
accountants and the internal auditors and financial management executives of ihe Company. The
Audit Committee reviews the scope and resulls of audits, as well as recommendations made by the
Company's alorementioned auditors. accountants and executives with respect to internal and
external accounting controls. Ouring the last fiscal year, the Audit Committee miet three times.

Messrs. Toriey. Brierley, and Williams comprise thz Executive Compensation Committse of the
Board of Directers. The Exacutive Compensalion Committee reviews the compensation philosophy
and policy of the Company and administers ihe Company's stock option plans. The Gommittee
determinas the compensation of the Chief Exacutive Officer and determines compensation and
tenefit levels for all elected officers so that the Campany can retain and recruit highly qualified
emptoyees. During the last fiscal year, the Execulive Compensation Committee met twice, including
ane twa-day meeling.




During the past fiscal year, the Board of Directors establishied a Special Compensation Committee
consisting of the Chairman of the Executive Compensation Committes, who is Mr. Tortey, any ather
mermber of the Executive Cx ommitiee, and the Chai f the Board, Mr. Office. Mr
Wiliams served as a membar of the Committee. The Special Compensation Commitiea has Iull
authority to autharize modifications of the Company's emplayee arrangements (including, but not
limited 1o, the Company, the Company’s
Pansion Plan, the Company's Stack Option Plan, and the Company's Employee Thiift and Savings
Plan). The Chairman of the Executive Campensation Committee also servas as Chairman of the
Spacial Compensation Committse. The Commitiee met once during the year

During the liscal year ended February 27, 1986, the Board of Directors met seven times, including
& three-day planning meeting at the fiscal year-end, with participation by the principal officers of the
Company, and two spetial meatings in October, 1985, Each Giractor attended no fewer than 75%
of the aggregate number of meetings of the Board of Ditactors and meetings of the commitiees
thereol

EXECUTIVE COMPENSATION
The following table sets forth the cash compensation paid during the tiscal year ended February 27,
1986 to the five most highly compensated Executive Officers of the Company whose lotal cash
campensation exceeded $60,000, naming each such parsan, and all Executive Officers as a group
(9 in number)

CASH COMPENSATION TABLE

Name of Indivicual Crpactien in Cann
of Number In Group h Sorved Compensation

Gerald S. Office, Jr Chairman of the Board

af Diractors and Chief $ 575,000

Expoutive Officer
Thomas J. Russo Executiva Vice President,

Ponderosa, inc., President,

Ponderosa Stezknouse Division $ 325,000
Garl R. Fallatta Presigent, Fonderosa International

Develgpment, Inc. (2 wholly-

owned subsidiary) $ 252,865
Gardon F. Teter President, Casa Lupita Restaurants,

Inc. (a wholly-owned subsidiary) $ 125,000
Jamas E. Thompson Seniar Vice President

and Chief Financial Officer $ 82885
AN Executive Officers as
a Group (8 in Number) 31,604,784

Mr. Office, who has been Chairman of the Board and Ghief Executiva Officer since 1369, initially
enterad into an employment agreement with the Company dzded July 1, 1973, as smended July 1,
1980, and June 21, 1982, and most recently amendad and clarified iy agreemant dated October
13, 1983, pursuan! o which te shall continue as the Chief Executive Officer of the Company unti
July 1, 2001, at & salary in such amount as may be mulually agresd upon by Mr. Office and the
Company from time to time. provided that his salary may not be reduced withoul his consent below
the rate then paid fa him in the Company's immediately preceding fiscal year. Upon his tefirement
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on July 1. 2001, Mr. Offica or his beneliciaries are antiled lo receve an annual pension (or & lesser
actuarial equivalent if he elects) equal to 75% of his average total raporiable income {*Ponderosa
Compensation) for the five highest compensated years of the last ten years preceding bis retire-
ment. Mr. Offics will receive such annual pension for Ife of for a guaranteed period of years equal
to the nuriber of years he was employed by the Campany at his retifernent (presently sixteen
years). In lieu of taking periodic payments, Mr. Office may elect to receive a lump sum payment that
is the actuarial equivalent lo the payments he would have received under the guaranteed payment
option described in the preceding senlence. In the event Mr. Office takes an early retirement, but
no sooner than January 1, 1990, ha shall be entilled to receive a pensian equal to 50% of his
Ponderosa Compensation for tha five highest compensated years of the last ten years preceding
tatirement which will be increasad by 5% per year for sach year or part of year that he delers early
retirement after 1990 until he recawes his full pension. The agreement also provides disabllity and
death benelits genera, based upon the refiremant fermula but reduced, subject to certain lirn-
tations, if death ar disability occurs prior to July 1, 2001,

The employment agreement also contains provisions which may require the Company immediately
1o fund an escrow account under ceftain circumstances. Funding is required if a "change in control”
(as dafined in the agraement) of the Company is threatened. In such event the Company must pay
into escrow a then actuarially determined amount sufficient to fund Mr. Office’s salary to normal
retiremant, basad on his then current compensation, as well as his retirement. disability and death
benefits under the agreemient. If after a cirange in control of the Company is threatened, Mr. Office
invaluntarily terminates empioymerd with the Company after such date but before a change in
control octurs, he o his baneficiaries shal be enlitled to benefit payments from the escrow.
Otharwise fis right 1o paymant from the"escrow wilt arise if emgloyment terminates for any reason
aher a change in cont-ol of the Company accurs, of ather conditionss exist which rigger payment
of the escrow.

In addition, under Ihe employment agreement, Mr. Office is subject to non-competition restriclions
for a period of ten years following termination of employment of foliawing his fast disabiity or
relirement benelit payment under the agreement. However, the non-compelition restrictions shal
not apply Il Mr. Office ieaves tha Company’s employ involuntarlly after a change in control (as
defined in the agraament) of the Company is threatened of il his employment with the Company is
terminated volunlarily of involuntarily after a changa in control acours.

Mr. Russ, entered inlo an empioyment agreamant with Ite Company dated February 18, 1985, as
amended, pursuant o which he shall serve as an executive vice prasident of the Company for a
term ol five {5) years veginning February 18, 1985 and ending February 17, 1990 at a salary of
$325,000 per annum suxect 1 annual reviaw by the Execulive Compensation Committee for
possible adjustment, provided Ihal his salary may ot be reduced without his consent below
$325,000 per annum. The agisement also provides tor supplemental refirement benefils, disability
and deaih benefits and i e agresment also contains
frovisions which may tequire the Company o immediately fund an escrow account. undar certain
circumstances. Funding is required it & “change in conrot” {as defined in the agreemant) of the
Company 13 threalened. Ir, such event the Campany must pay into escrow an amount approximately
thrse (3) timas such execuiiva’s annualizet hase salary for the fiva (5) mast recent taxable years
If afier the date a change n contral of the Company s threatened, but before a change in conteal
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occurs, such executive terminates employment with the Company invotuntarlly, he or his bene-
ficiaries shail be entitled to benefit paymants from the escrow. Otherwise his right to payment from
the escrow wili arise if his employment terminates for any reason after a change in control of the
Company occurs, or other conditions exist which Tigger paymen of escraw.

Messrs. Falletta. Tter, Thompson and two other executive afficers of the Company have entered
\nto agreements which may require the Company to fund escrow accounts Lpon certain events.
Each agreemant confains provisions that may require the Company to lund an escrow accaunt for
the banetit af such executive under certain trcumstances. Funding is required f, prior to October
11, 1986,  “changa in control” (as dekned in such agreements) of the Company is threatened, in
such svent, the Company is required. for each of them. immedately to pay into escrow an amount

ihree (3) imes each 's annualized base salary for the three (3) most recant
years. It after a changa in control of 1ne Company is threatened. employment of any one of these
exacutivas farminates invaluntariy for any reason other than disability, retiroment on or after the
dale they reach normal retitemant age or death, they shall be entitted to benefit payments from the
escrow. Otharwise. their right ta payment from the escrow will arise if their employment is termi-
nalad for any reason after a change in control of the Gompany oogurs.

Ancther cfficer has entered into an employment agreement with the Company dated January 6,
1986, pursuant to which he shall serve as a senior vice president of the Company for a term of three
(3) years ending January 5, 1989 at a salary of $150,000 per annum. subject 1o annual review by
the Execulive Compensation Committee for possible adjustment, provided thal his salary may nol
be reduced withou! his consent below $150.000 per annum. In addition, the officer receivad
addilional compansation of $30,000 upon execution of the employment agresment and is to feceive
a guaraniaed bonus of $30,000 at the end of fiscal year 1987. The agreement also pﬂ)wdes lur
supplemental disability benefits and The

conlains provisions which may require the Company immediately o fund an oscrow account
Funding is required if a "change in control” (as defined in the agreement) of tho Company is
threatened during the term of the agraement of at any time thereaker during the oflicer's employ-
meni with the Company. In such event fhe Company must pay Into BSCIow an amouirt approxi-
mataly thrae (3) times this officer’s annualized base salary for the three (3) most racent years. If a
change in control of the Company is threaened, and this ofiicer terminates employment wiih the
CGampany invaluntarily after such date but before a change in control occurs, he o his beneficianies
sha!l be enlitied to benefit payments from the escrow. Otherwise his right to payment from the
escrow will anse if employment leminates for any reason after a change in control of the Company
occurs, or other conditions exist wiich lrigger payment of the escrow.

The Gompany has a polcy of providing aditonal compensation o s amployass, who are U.S.
maintain a

squwalsnl 1 1ha Oornpanys employees in the United States. The policy is available to all U.S.

citizans employet by the International Divisian overseas,

During the last fiscal year, other compansaiian was paid 1o all Exscutive Officers. as a group, in
aggregate amount of $214,954, Included in the aforementioned, Mr, Russa received othar compen-
sation of $116.707 relaling to relocation expenses and a Company-provided automobile. The
aggregale cash compernisation paid 10 ail Executive Officers as a group includes compensation for
any portion of the period during which such individual was an Executive Officer or Officer of the
Company



DIRECTORS FEES

The Company paid its six non-smployse Directors a base fee of 527,500 per year in fiscal 1986.
All non-emplayee Directors also racewve an additional $500 each quarter to cover expenses and
$1,000 for each committes meeting (other than the Spacial Compansation Committee) atiended.
Messrs. Schaeler and Torley recaive an additionat $2,500 annually for serving as Chairman of the
Audit and of tha Executive Compensation Committees, respactively. The current base annual fee
is $30,000 per year. Mr. Office does not receive additional compansation for serving as a Director
or as Chairman ol the Board of Direciors. Directars may elect to defer payment of Directors' fees.
No additional compensalion is paid far serving as the Cnalrman or as a membar of the Specizi
Compensation Committee.

The Company has entered i alisikofits ployee Directors that
pravide for consuling services to th Companv after they no langer serve on the Board of Directors
except upan termination for causa. If they hava served ai least sever full years as a Director. The
agreaments pravide lor cayment of an amount equivalent to the amount of base Director fees for
the last year of service as a Director if they have served ten ycars as a Direclor. A pro rata reduced
amount is payable in the event the Diractor has served seven years, with prior service credit. but
less than tan years. In no event is the ongoing compensation greater than 100% of the Director's
fees paid during the last year of service. Payments commance upon relirement from active service
on the Board of Directors and the Directar reaching 60 years of age. The payments, once com-
menced, continue far the lite of the Director. Each Director agrees to continue ta provide counsel
and advice to the Company after active participation on the Board al al reasonable times without
further payment of fess ather than axpenses and must not engage in employment o other activities
which compats with the Company.

On October 10, 1985, USACates. Inc. filed a complaint in the Court of Chancery of the State of
Delaware against the Gomgany and the members ol its Board af Directors seeking to prevent the
Gompany and its Directors fram arforcing certain recent amendments to the Company's by-laws:
the courl denied the injunctive relief sequested by USACales (but did not reach the issue of the
validity of the chailenged by-laws) and the proceeding is not presently being actively pursued

STOCK OPTIONS

Tha following tabulation shows as 10 the Executive Oicers named in the Cash Compensation
Tabie, a5 to all Executive Olficers as a group, as 1o all other Ofticers as a group and as 1o other
current employees who are not olficers as a group (i) the amount of options granted under tha
Company's stock option plans (Qualified Stock Option Plan and- 1982 Stock Option Pian, as
amended) during the period from February 27, 1981 to February 27. 1986, {ii) the average per share
exercise price therao, (i) the amount of options exercised during such period and (iv} the net value
of shares (marke! valua lass exercise prica) realized upon the exercise of options dufing such
period. The tabulation also shows Ihe number of shares sold during such period by such named
Executive Officers, all Exaculive Officers as a group and al other Officers as a group.
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jorm Graniad
22781 - 227186
Numbar of Sheres:

Non-Quallfied Options
With SAR 2650 42824 —0— 72,667

1SO With SAR 7476 TATE 16476 56,056

1SO Withoul SARL 248 _ - _ —0— 46,453 X

TOTAL 185,178

Aversga Per Sharo
Option ica SI78125 S1337S0 $161084 $156560 $163619 $152524 $159233 F156273

‘Options. Exercised
Number of Shares —6-  —0- B~ =0~  —0— 15800 5925 4500

Net Valua Rouized

—0— —0-- -0 —0— —0~ 5§ 76877 555232 § 2605
sumber of Shares Soid
2/2718Y - Y2786 25,000 —0 —0— —0— —0— 26,500 2,500 NA.
Slock Appreciation Rights

Incantive Stock Opiians
NA = Not Required

On February 27, 1986, the closing price of tha Campany's Common Stock on The New York Stock
Exchange was $13.75 par share.

PENSION PLANS

Under the Company’s Pansion Plans, which were sffective March 1, 1977, annual banefils are
payable upon retirement to emplayees of the Company and its subsidiaries, incluging officers.
Enigibility i inciuda that hail have ahained tha ags of 21 but shall ba less
than B0 yesrs of age at the time of hire, shall have completed one year of service and shall not b
& member of & callective bargaining unit, The estimated amaunt of the Company's contribution to
its Pension Plans for or on behall of andall Officars as a group,
cannol readily- be separataly or individually calculaed by the fegular actuaries for the Pension
Plans. At age 65 with 30 years of sarvice, an employee shall raceive  Bianafil of 70% of the first
$500 of average monthly compansalion plus 40% of average monthly compensation in excess of
$600 minus 100% of the parlicipant's primary saciel security benefit. Avéraga monthly compan-
sation is defined as the average of th nthly for thase
five cansecutive plan years of the last ten plan yaars immediataly precoding his ratirement which
yiolds the largest sum. A participant with lass than thirty years of service shall have his banefits
veduced proportionalely. Early retiement with reduced baneits s avallable al age 55 wilh al leest
ten years of service:




The Executive Officers named in the Cash Compensation Table on page 5 have the following years
of crecited service under the Pension Plans:

Mr. Office 16 Mr. Falletta 2 Mr. Thompson 8
Mr. Russo 1 Mr. Teter 3

The following tabulation shows estimated annual retirement benelits payable to employees under
the Pension Plans:

Years ot Sarvics
Annual Compensation 10 £ W
$100,000 $11.013 $22,027 $33,040
200,000 24,847 48,693 73,040
300,000 37,680 75,360 90,000
400,000 51,013 90,000 90,000
500,000 54,347 90,000 0,000
600,000 77,680 90,000 90,000
700,000 50,000 90,000 90,000

All benefits are computed under the Social Security law for emplayees retiring in the first half of
1986, assuming an empioyee of age 65. and assuming that annual compensation reprasents the
average of the five highest annual compensation figures in the last ten years. The amounts in the
above table give effact to the $30,000 limitation on annual benefits under qualified definad benefit
plans required by the Intemal Flevenue Gode of 1954, as amended (the “Coda’). This limit is subject
10 & cost of living adjustment beginning in 1988.

The plans are defined benefit pension plans and inlended 1o quality under Section 401(a) of the
Code. The pension plans have besn amended a number of times, Including amendments to comely
with the requirements of the Tax Equity and Fiscal Responsibilty Act of 1982 (TEFRA’), the Tax
Reform Act of 1984 (-TRA'} and the Relirement Equity Act of 1984 'REA™).

EMPLOYEE STOCK QWNERSHIP PLAN

Etfective lar the fiscal year ended February 23, 1978, and thereafter, the Company and its sub-
sidiaries adopled the Employee Stock Ownership Plan for eligibls employees who have attained the
age of 21, have complated three years of Service, and who are rol membars of a collective
bargaining unit. To lake advantage of changes in lederal tax laws crealed by the Economic
Recovery Tax Act of 1981, lhe Company amended the Employea Stock Ownership Plan, effective
January 1, 1983, 10 provide for & new contribution fomula based upon & percem.age of compen-
sation of participants in the plan. Furiher tothe Ei k Ownership Plan were
appraved in 1984 and 1995, in light of the toauramens m TEFRA TFIA and REA. Subject o certain
imitations. the Company and its tor each liscal year of the
Company equsl fo 0.5% of pariipants’ 2agregate compsnsanon dunng such fiscal year of the
Company. Allocation of th the Employee Stock Ownership
Pian, is made to participanis in accnrdmoe with ms ralio thal their rBSDedlvs annual compensation
(up to & maximum of $100,000) bears 1o the aggregale annual participating compensalion of all
emgloyees included in such plan during that calender year. Contribulions by the Company may. at
its optian. be in cash of shares of Common Stock of tha Company, or & combinatior: thereof. Cash
contributions by the Gompany ara to be invested in the Company's Common Stock purchased on
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the opan markst. in private transactions o directly fram the Company at the then-current market
price. Each dollar contributed 10 the Employae Stock Ownership Plan by the Company, in the form
of cash or comman stock, reduces federal-income taxes payable by the Company in the same
amaunt, subject 16 certain limilations under the Code.

Al contributions o this Plan by the Company mmediately and lully vest with each participant, In
certain iimited cifcumstances, which invoIve the:fecaplure or redetermination of investment tax
credils taken in prior yaars, cantributions in currenl years may be adjusted. A participant may not
withdraw any of the furds or Comman Stack of the Company held for him pursuant to the Employee
Slack Ownership Plan until such participant ceases to be employed by the Company by reason of
retirement, death, disability or other termination of empioyment, or until such shares have been held
by such Plan for more than 84 menths, Tha Executive Officers named in the Gash Compensation
table an page 5 received the loliowing number of shares ol Common Stock during fiscal year 1986
under this Plan which shares were altributable to the 1985 fiscal year:

Mr. Office 45 Mr. Faliefla 0 Mr. Thompson 32
Mr. Russo Q Mr. Teter 0

All Execuliva Officers, as a group, received 229 shares of Gommon Stock during the same period.

The Emplayee Stock Ownership Plan and Trust provide thal each participant in this Plan is entitled
to direct the Trustee of the Trust as to the manner in which shares of Company Coramon Stock
allocated to such participant’s account shalf be voted and, in the event of & tender offer for shares
ot Company Common Stock, whether such allocated shares shall be tendered into the offer.

FONDEROSA, INC. EMPLOYEE THRIFT AND SAVINGS PLAN
The Ponderasa, Inc. Employee Thiift and Savings Plan (the “Thritt Plan’) wes approved by the
Board of Directors on September 13..19B2, and bacame sffective as of January 1, 1983, along win
the Panderosa, Inc. Employee Thrift snd Savings Trust {the “Trust’). The Thrift Plan was approved
by the Company's stockholders at tha 1983 Annual Meeling. An amendment and restatement of the
Thrit Pian was approved by the Board of Directors on December 9, 1983, which amendment and
restatamenl became effective April 1, 1984, Further amendmants to the Ponderosa, Inc. Thrift Plan
were appeoved in 1964 and 1985, in light of the requirements of TEFRA, TAA and REA. The
purpose of the Thritt Plan is to encourage empioyses 10 save for retirement on a regular basis and
10 provide them with an enhanced 0 become t the Company and thereby
10 secure for the Company the incentive |nhelem in employee stock ownership.
The Thrift Plan is a profit sharing plan intended to be qualified under Section 401(s) of the Code
and conteins cash or disfered salary reduction arangements intended to be qualified under Section
401 (u) of the Code.

it the Thrift Plan is avail il ompl fthe Company meeti in eligibility
requiremants based on age (21 years of age) and length of service (one year) and is subject to all
terms, conditions and restrictions sel lorth in the Theift Plan. As of March 31, 1886, approximately
4,700 employees were gligible lo participate in the Thrift Plan.
The Thrift Plan is lunded by allocations krom participating employees, by conlributions from the
Campany and by such net samings as are oblained from the investmant of the assats in the Theift
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Plar.. Subject 1o centain limitations on maximum allocations. a participating employee may desig-
nate from 1% lo 10% of his annual compensation before faxes to be allocated to the Thritt Plan,
Under certain conditions, a participating employee may coniribute, on an after fax basis. an addi-
tional amount ol 1% 16 6% of nis annual compensation,

The Coe requires savings plans which permit employees to obtain tax advantages (such as the
Thiift Plan) to meet a complex les! assuring a fair mix of contributions with respect to participating
employses at all samings levels. In centain instances, it may be necessary to limit the allocaticrs
made with respect to higher compensated employees under the Trrift Plan.

Employes allocations may ba invested in a guaranteed income fund, Common Stock of the Com-
pany, the W. L. Morgan Growth Fund (an equity mutual fund), the Windsor Fund (an 2guity mutua!
fund). a money market fund ar Hife insuranca, at the option of the participaling employee.

The Company. subject to the limitations of the Thritt Plan and 1o the extent of netincome during the
fiscal year next anding after sach calendar yaar, pays into the Thritt Plan on an annual basts on
behalt of each eligible participating employee a contribution squal 1o 50% of the erployee’s
allocation up to a maximum of 2% of the empioyee's annual compensation. The Company in its sole
discretion may make additional malching contributions outlined in the Thrit Plan. Company cof-
tributions may. i the option of the Company. be made in cash of in shares of Common Stack, or
a combination thereof. The Company’s Contributions willin o event exceed the amount deductible
for federal iNcome tax purposes

Employee allocalions are fully vested at afl fmes end never subject 1o farfsiture. The Company's
contributions o a participaling employee's account vest as follows: less than 3 years of service —
0%; at isast 3 years but less than 5 yaars — 50%; five or mora years — 100%. AmeriTrust Company
National Association {the “Trustee") serves as trustes of the Trusk, All investments are held in the
name of the Trustee or its nominees, as provided in the trust agreement, and the Teustes has the
sale responsibility 1o perform custedial dulies of the funds invesled in the Trust.

The Company has respansibility for the administration of the Thrift Plan. The Company resarves the
right to make any amendment 1o the Thrift Plan which does nol cause the funds invested in the Trust
10 be used for, or divested o, any purpase other than the exclusive benelit of participating employ-
ees or their beneficiaries.
In March 1986, ihe Company made the fallowng aliocations of shares of Cammon Stock to the
accounts of the Executive Officers named in tne Cash Compensation Table on page S for con-
tributions made during the 1985 plan year.
Mr. Office 695 M Fallena 252 Mr. Thompson 110
Mr. Russa 0 M. Teter 167
All Exacutive Officers, as a group, received 1437 shares of Common Stock
The Theitt Plan and the Trust provide that each participant in the Thrit Plan is entitled to direct the
Trustee as o the marner in which snares of Company Gommon Stock allocated 1o such par-
ticipant's account shali be voted and. in the event of a lender ofter for shares of Company Common
Stock, whether such allocated shares shail be tendered into the offer
Withdrawals from the Thritt Plan are made upon tormination of employment, upon attaining age
lifty-nine ang Gae-half (594) or wpon demanstraling finangial hardship.
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AMENOMENTS TO 1882 STOCK OPTION PLAN
1."General.

The Company's 1982 Stock Option Plart was adopted by the Baard of Directars and stockholders
on June 21, 1982, and amandments thereto wera approved by tha Board ol Directors and stock-
holders on April 17, 1984 and June 28, 1384. respectively (1982 Plan"). The 1982 Plan has a
ten-year duration and is administered by the Executive Compensation Commitiee of the Baard of
Directors composed entirely of Directors whe are not sligible to participate in the 1982 Plan
{-Commiltee"), Kay executive employees of the Company afe eligible to participate in the 1382 Plan
upon selection by the Board of Diteclors.

Atotal ol BOD,000 shares of Cammeon Slock (which includes 123,867 shares which were subject to
options outstanding under he Company’s Qualfied Stock Option Plan) were reserved lor issuance
upon the exercisa of options granted under the 1982 Plan. All options may have a maximum
duration of ten years. Paymant by the optionee Upon exercise of an option may ba made using
Camman Stack, as well as cash. Procseds of the exercisa of options under the 1982 Plan will
constituts general corporale funds.

Centain optians grantad under the 1982 Plan consttute “incentive stock oplions™ (*1SOs") under
Section 4224 of the Internal Revanue Code of 1954, as amanded. ISOs, which must be granied with
an exercise price nol less than 100% of th fair markat value of the Company's Common Stock
subject therela on the date of grant, are limited 10 $100,000 (fair market vaiue on the date(s) of
grant) per yaar per optionse, with limited carryover to subsequent years. Non-incentive stock
aptions. which may be grantsd at exercise prices determined in the discretion of the Committee,
may also ba grantad under the 1982 Pian.

Under the 1982 Pian, no 1SO is exarsisable in whole or in part prior to twelva months after It is
grantad and the aptionee must have bean employed by the Company for al least wo years. After
the initial twelve-month period, and subjsct o the period of employment requirements, [SOs will
become in three annual each i

prising 33%4% of the total number of shares subject to the option, No ISO may be exarcised
all ISOs with a prior granting date have been exercised

com-
until

in the event of a *change in centrol” of tha Company, the right to exarcise options granted under
the 1982 Plan will be accelerated, excepl lor the requirement of sequential exercise of ISOs
described above. A “change in control” occurs when (i} any persan acquires in excess of forty-nine
percent (43%) of the outstanding vating stock of the Company, (i) the stockhaiders approve a
merger, consalidation, of ather combination invalving the Company whereby more than forty-nine
percent (49%) of the voting stock of the surviving carporation 1s held by former stockholcers of the
constituent carporalions othar than the Company, or (iil) tWo of mora persans not nominated in
proxy statements forwarded by the Board of Direclors to stockholders during any period of 24
months, and narainated by other than the Board of Directors, are elected by the slockholders. Also,
limitad stock appreciation fights {“SARs") have been grantsd with each non-incenlive option granted
under the 1982 Plan and each ISO granled under the 1982 Plan aher June 28, 1984. Thesa limited
stock appreciation Tighls becorme: oxercisable only upon a "changa in contral,” at which time each
holdar of such an opfion wiil be antitied to elect to exercise the SAR or the respective optian. If the
holder slects to exarcise the option, then the hoider's rights under the respactiva SAR are termi-
nated. It the holder elects to exercise the SAR, then the, holder's rights under tha respeciive option
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are terminated. Tha election o exarcise a SAR entitles the holder o receive trom the Company a
cash payment per share 2qual 0"} the faic market value of the Common Stock on the date « {
exercise less (i) the related option exercise price. A holder may elect o exercise a portion of an
option or the raspective SAR in which case the proportionate rights of the hotder under the SAR or
option, respectively, are terminated. An exercise of a portion of a SAR entitles ihe halder thereof
to the proportionate amount of the appreciation in the Common Stock as described adove.

2. Restricted Stock.

The Board of Directors recommends that the 1982 Plan be amended to aliow the Board o grant to
centain key executive employees shares of Comman Stack suhject to certain Testrictions
(“Restricted Stack'). lo increase the propristary interest of sucii parsons in the Company and to
encourage them to remain in the employ of e Company of its subsidianes. The amaunt of
Restricted Stack ta be granted 1o any eligitia employes and the respective terms and conditions of
such grant {which terms and conditions need nzt be the same in each case) shall be determined
by the Board of Directors, in its sole discretion, based upon recommendations of the Committee,
The Gommitiee’s recommendations shal be based upon various performance criteria and such
other factors as are deemed relevant by the Gommittea. As a condition ta ary award and the
corresponding delivery of Restricted Stock under the 1982 Plan, the Board of Directors shall require
an employee 10 pay an amount equal o the par value of the shares of Restricted Stack awarded.
Restricted Stock which has not vested may not be soid, exchanged, assigned, transterred, pledged,
hypothecated or otherwise disposed ar encumbered. Upon each grant of Restricted Stock, the
Board of Directors shall define a schedule for the vesting of such Restricted Stock and the param-
sters for forfeiture prior 1o vesting. Any Restricted Stock which becomes vested will no fonger be
deetmed 1a be Restricted Stock. The Board of Directors may accelerate the vesting schedule with
respect 10 any outstanding shares of Restricted Stock at any time. Except for the limitations on
transter vescribed above, and possible forfaiture prior 10 vesting, a hotder of Restrictod Stock shalt
have ali other rights of-a stockholder including. but not limited to, the right to vote such Restricted
Stock and 1@ receive dividends theseon as ana when paid. The grant of Restricted Stock would not
have any eflect on stock options granted or to be granted under the 1982 Plan; however, the total
number of shares available under the 1982 Plan for all such purposes would remain at 800.000, and
the Board would have the discretion to uliize the balance of the shares reserved under the 1982
Plan, including shares aftributatile 1o stock options that lapse or are surrendered 10 the Company,
for grants of stock options or grants of Restriced Stack.

3. Other Revislons.

Tre Board of Diractors also recommends that the 1382 Plan be amended, to more acourately reflect
the purpose and use of such plan in view of the proposed Restrictad Stock amendments. Tha new
name of the 1982 Ptan would be the 1982 Stock Incentive Pian. In addition. the Board of Directors
recommends that the terms of the 1982 Plan be clardied to provide that, wilh respect to the payment
of an oplion exercise price by delivery of Gommon Stock already owned by an optionee, the
Comminee will exercise Its chscretion as 10 whether this will be permitted at the time of each option
grant and then e oplionee may select whether o7 not to use this payment metnod al the time of
exercise



The Board of Directors also that the 1982 Plan be to provide that in the event
shares of Stock of the Company shauld, as a result of a slock spiit or stock dividend or combination
of shares or any other change, or exchange for other secuities, by reclassilication, seorganizalion,

merger, or otherwise. be increased or decreased or
changed into o exchanged for a different number or kind of shares of slock or other securities of
the Gompany or of anothar corporation, the number of shares then remaining which may be issued
unaer options o as Restricted Stock hereunder shal be appropriately adjusted by the Committee.
whase determination shali bs final, binding ang conclusive, 1o reflect such action; anc that if any
such adustment shall result in a fractional share, such fracticrr shall be disregarded.

Approval ot these amendments to the 1982 Stock Option Pian requires the afirmalive vole of 2
majority of shares represented al a meeting at which a quosum is present,

THE BCSRD OF DIRECTORS RECOMMENDS A VOTE “FOR” THESE PROPOSED AMEND-
MENTE TO THE 1982 STOCK OPTION PLAN. IF A CHOICE IS SPECIFIED BY THE STOCK-
HOLDER IN THE PROXY, THE SHARES WILL BE VOTED AS SPECIFIED. IF NO SPECIFICA-
TION IS MADE, THE SHARES WiLL BE VOTED “FOR" THE PROPOSED AMENDMENTS TO
THE 1962 STOCK QPTION PLAN.

APPOINTMENT OF INDEPENDENT ACCOUNTANTS

The Board of Directors and the Audit Commitiee have approved and racommended that the firm of
Deloitie Haskins & Sells be appointed as Independent Accountants of the Company for tiscal year
1987. The firm of Deloitte Haskins & Sells has served as the Company's Independent Accountants
since fiscal yeer 1983, The Company has been advised by Deloitte Haskins & Sells that the firm
does ol have any direct financial interest, or any material indiract financial interest, in the Gompany
orin any of ts subsidiaries. The firm has not had any cannection uring the past five years with the
Company or any of its subsidiaries in the capacity of promofer, underwriter. voting trustee, director.
officer or employee

Representatives of Deloitte Haskins & Selts are expected to be present at the Annual Meeling with

the opportunity to make a statement if they so desire. Such representatives are alsc expected 0
be available 1o respond to questions at the Annual Meeting.

STOCKHOLDER PROPOSALS

Proposals of stockholdars infended 10 be presented at the 1987 Annual Meeting must be received
by the Company by January 16, 1987, for inclusion in the Corepany's ;:roxy statement and form of
proxy relating 10 the 1987 Annual Meeting.

MISCELLANEOUS

As of the date of this proxy stalement, the Campany has na knowledge of any business which wil
be presented for consideration a1 the Annual Meeting other than the issues descrioed above
Should any other matter properly come Defore Ihe meating. it is the intentian of the perscns named
in the accompanying proxy 1o vote SUCh praxy n zocordance with their best judgment.
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SOLICITATION OF PROXIES

The entita expensa of praparing, assembling and mailing the proxy and other malarial used in the
solicitation ol proxies will be paid by the Company. In addition 1o the solicilation of proxies by mail,
atrangerants may be mada with brakerage houses and other Gustodians, nominees and fiduciaries
1o sand proxy materials L their principals, and tha Company will reimburse them for their reason-
able aut-of-pocket expenses in so doing. To the extent deemsd desirable in order to ensure
sufficiant representalion, officers and regular emplayees of the Company may request the retur of
proxies personally, by telephon or telegram. The Company has aise engaged Hill anc Knowlfon,
Inc. to conduct Ihe soilcitation of proxies. The cost of such services will ba approximately $5,000,
and the Company will reimburse Hill and Knowltan, Inc. for its out-of-pocket expenses incurrad in
connection therawith, The extent 1o which this will be necessary depands entirely on haw promptly
proxies are received. Stockholders are urged ta send thelr proxies without delay.

By Order of the Board of Diractors

John R. Mohr, Secretary

Dayton, Ohio

May 16, 1986
PONDEROSA, INC.

P. O. Box 578
Dayton, Ohio 45401
Telophone: (513) 890-8400




