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How to Listea to the Annual Meeting by Telephone

Once again this year stockholders who are unable to
attend the Annual Meeting in person may listen to the
proceedings live by calling the following number between
2:00 p.m. and 3:00 p.m. C.D.T. on Thursday, September 10,
1987: 1-900-410-3663. (Persons calling from the Minneap-
olis-Saint Paul metropolitan area must dial the full eleven
digit number.) This is not a toll-free number. Persons using
this service (including those in the Minneapolis-Saint Paul
metropolitan area) will be charged $.50 for the first minute
and $.35 for each additional minute. (For example, 15
minutes will cost $5.40; 30 minutes will cost $10.65; and 60
minutes will cost $21.15.) This service is a one-way communi-
cation system. Callers can listen but cannot be heard. As
usual, voting must be done by proxy or in person. All calls
must be dialed direct and cannot be made from coin phones
or hotel/motel phones.
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THE PILLSBURY COMPANY
Pillsbury Center
200 South Sixth Street
Minneapolis, Minnesota 55402

Dear Stockholder:

You ase cordialiy invited to attend the 118th Annual Meeting
of Stockholders to be held on Thursday, September 10, 1987, at 2:00
p.m. This year’s Annual Meeting will be held at a new location—the
Ordway Music Theatre, 345 Washington Strect, Saint Paul,
Minnesota. A map showing the location of the Ordway has heen
included on the inside back cover of the proxy statement. You may
attend in person or be represented by proxy. If you attend in person,
there will be limited parking available at no charge in the Civic
Center Ramp, 145 West Kellogg Boulevard. If you plan to attend
the Meeting, please so advise us by completing and returning the
enclosed attendance card along with your proxy. No admission
ticket will be sent.

Once again this year stockholders will be able to listen to the
Annual Meeting proceedings by telephone in the comfort of theirown
homes and offices. This service is described on the preceding page.

All holders of record of the Company's outstanding shares of
Common Stock as of July 20, 1987 will be entitled to vote at the
Meeting. It is important that your shares be represented at the
Meeting. Accordingly, we request that you promptly sign, date and
return the enclosed proxy card regardless of the pumber of shares
you hold. Management strongly supports the recommendation of
the Board of Directors that you vote FOR all of the proposals
described in the proxy statement.

A report on the current status of our busi will be pr d
at the Meeting and stockholders will have an opportunity to ask
questions or make comments. A report of the Meeting will be
contained in the fiscal year 1988 First Quarter Report mailed to all

stockholders in October.
Sincerely,
Sf&""(
- -
P

Chairman of the Board, President
and Chief Executive Officer

August 7, 1987
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' THE PILLSBURY COMPANY Please sign, date and promptly return the enclosed proxy

Pillsbury Center ) card in the reply eavelope provided. Every gtockholder’s vote
200 South Sixth Street E is important.
Minneapolis, Minnesota 55402

NOTICE OF ANNUAL MEETING OF STOCKHOLDERS
SEPTEMBER 10, 1987 Mct

CHARLES H. GAUCK
The Annual Mesting of Stockholders of The Pilisbury Secretary
Company will be held at the Ordway Music Theatre, 345 August 7, 1987
Washington Street, Saint Paul, Minnesota, on September 10,
1987, at 2:00 p.m. for the following purposes:

1) Toelectfive directors for a term of three years.

2) Toapprove Touche Ross & Co. as independent
auditors for the year ending May 31, 1988.

3) To approvea proposed Restricted Stock Pian
for Non-Employee Directors.

4) To approve & proposed Long Term Incentive
Compensation Plan of 1987.

5) To approve proposed Indemnification Agree-
ments for Directors and Officers.

6) To transact any other business which may
properly come before the Meeting.

Only stockholders of record at the close of business on
July 20, 1987 will be entitled to vote at the Meeting and any
adjournment thereof. A list of such stockholders will be
available for examination by any stockholder for any
appropriate purpose relating to the Meeting at the offices of
the Company for ten days prior to September 10, 1987.
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PROXY STATEMENT

ANNUAL MEETING OF STOCKHOLDERS
SEPTEMBER 10, 1987

This proxy statement, which is first being mailed to
stockholders on or about August 1, 1987, is furnished in
connection with the solicitation of proxies on behalf of the
Board of Directors of The Pillsbury Company (“Pillsbury”
or the “Company"), Pillsbury Center, 200 South Sixth Street,
Minneapolis, Minnesota 35402, for the Annual Meeting of
Stockholders to be heid at the Ordway Music Theatre, 345
Washington Strect, Saint Paul, Minnesota, on September 10,
1987, at 2:00 p.m., and for all adjournments thereof.

Stockholders are urged to specify the way they wish to
vowthdrshambymrkinathenppropdlteboxesonthe
enclosed proxy card. Shares represented by proxies which are

executedandretumedwillbevotedattheMeeﬁng
as specified on the proxy. If no choice is specified, the shares
wiﬂbevoudFORProposalsl,Z,S,4nnd5descn1>edin
this proxy statement. Proxies in the enclosed form will confer
discretionary voting authority regarding any other matters
which may properly come before the Mesting on the
individuals specified in the enclosed proxy card. A stock-
holder may revoke a proxy at any time before it is exercised
by filing with the Secretary of the Company a document
revoking it, by submitting a duly executed proxy bearing a
tater date, or by attending the Meeting and voting in person.

Stockholders of record at the close of business on July
20, 1987 will be entitled to cast one vote per share at the
Meeting and any adjournment thereof.

Expenses in connection with the solicitation of proxies
will be borne by the Company. Proxies are being solicited
principally by mail. Morrow & Co., Inc., has been retained
by the Company to act as proxy solicitor. It is anticipated
that the fee for such solicitation will be approximately $6,000.
In addition, directors, officers and regular employees of the
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Company may solicit proxies personally, by telephone,
telegraph or special letter. The Company will also reimburse
brokerage firms and others for their expenses in forwarding
proxy materials to beneficial owners of Common Stock.

PROPOSAL NO. 1
ELECTION OF DIRECTORS

The Certificate of Incorporation of the Company pro-
vides for a Board of Directors of not less than eleven nor more
than nineteen members, as determined from time to time by
resolution of the Board of Directors, divided into three
classes. Directors of one class are elected each year for a term
of three years. The Board of Directors currently consists of
fourteen members, five of whom are Class 1 directors whose
term expires at the 1988 Annual Meeting; four of whom are
Class 11 directors whose term expires at the 1989 Annual
Mecting; and five of whom arc Class 111 directors whose term
expires at this year's Annual Meeting.

Shares represented by the enclosed proxy are intended
to be voted, unless authority is withheld, for the election of
five nominees to serve as Class 111 directors for a three year
term expiring in 1990, and until their successors are elected
and qualify. The five nominees of the Board of Directors are
James W. McLamore, willys H. Monroe, John H. Perkins,
George S. Pillsbury and William H. Spoor. If any nominee
should be unable to serve, shares represented by proxies are
intended to be voted, unless authority is withheld, for an
alternate or alternates, if any, designated by the Board of
Directors. The Board of Directors has no reason to believe
that any nominee will be unable to serve as a director.

The nominees and the directors whose terms of office
continue after this year’s Annuzl Meeting are listed on the
following pages with brief statements setting forth their
present principal occupations and other information, includ-
ing directorships in other public companies. All of the

nominees are now directors; and all of the present directors
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were elected to the Board of Directors by the stockholders.
Unless otherwise stated, each of the nominees and other
directors has held his or her present occupation as set forth
below, or has been an ofiicer of the Company, or of the
organization indicated, for the past five years.

W. MICHAEL BL

(Class 11; term expires in 1989)
Director since 1979

Bl 400 shares

M Member: Finunce C
Nominating Committee

Mr. Blumenthal, age 61, is Chairman of the Board, Chief
Executive Officer and a director of Unisys Corporation, an
information systems company. He is a former U.S. Secretary
of the Treasury (1977-1979). He is a director of Chemical
New York Corporatica, Chemical Bank and Tenneco, Inc.

DONALD F. CRAIB, JR.
(Class I; term expires in 1988)
Director since 1983

BE 2,000 shares

Member: E ive Comp ion C
(Cheirmnan)
Finance Commitiee
Nominating Committee

M. Craib, age 62, is retired Chairman of the Board and Chief
Executive Officer of Allstate Insurance Group, a prop-
erty/casualty and life insurer which he served in that capacity
until his retirement in 1986. He is a member of the Board
of Trustees of the U.C.L.A. Foundation, the Board of Visitors
of the U.C.L.A. Graduate School of Management, and the
Board of Governors of the Ford Theater, Washington, D.C.




ALLEN F. JACOBSON
(Class I1; term expires in 1989)
Director since 1985

800 shares

T ve O .
Finance Committee (Chairman)
Nominating Committee

Mr. Jacobson, age 60, is Chairman of the Board, Chief
Executive Officer and a director of Minnesota Mining and
Mmuf:ct\mng Company (3M), a manufacturer of coated
_abrn:lves, pressure sensitive tapes, magnetic recording media,
imaging and printing materials, health care products and
other diversified products and services. He is a director of
Northern States Power Company, U.S. West Inc. and
Valmont Industries, Inc.

CARO E. LUHRS, M.D.
(Class II; term expires in 1989)
Director since 1973

1,200 shares

Member: Audit Committee
Nominating Commiittee
Public Responsibilities Committee

Dr. Luhrs, age 52, is a physician and a consultant on health
and medical affairs.

KENNETH A. MACKE
(Class I; term expires in 1988)

Director since 1985
1,000 shares

Member: Executive Committee
Executive Compensation Committee
Nominating Commitice (Chairman)

ey

Mr. Macke, age 48, is Chairman of the Board, Chief
Executive Officer and a director of Dayton Hudson Corpora-
tion, a national diversified retail company. He is a director
of First Bank System, Inc. He is also a director of the National
Retail Merchants Association, and a trustee of Drake
University.

e
JAMES W. McLAMORE
(Class 11I; nominee for 3-year term
expiring in 1990)
| Director since 1967
152,080 shares (1)

Member: Audit Committee (Chairman)
Nominating Committee
Public Responsibilities Committee

Mr. McLamore, age 61, is Chairman Emeritus of Burger
King Corporation, a wholly-owned subsidiary of the Com-
pany. He is a director of Southeast Banking Corporation,
Southeast Bank N.A. and Ryder System, Inc. He is also
Chairman of the Board of Trustees of the University of
Miami.




WILLYS H. MONROE
(Class IN1; nominec for 3-year term
expiring in 1990)
§ Director since 1966
4,984 shares

Member: E ive Comp S
Nominating Committee
Public Responsibilities Committee

Mr. Monroe, age 63, is President of Willys H. Monroe, Inc.,
a management consulting firm. He is also Chairman of the
Board of Trustees of George Williams College. He is a former
Senior Vice President of Booz, Allen & Hamilton, Inc,, a
mansgement consultiug firm (1952-1981). He is a director of
Harris Bank of Hinsdale, N.A. He is also a Director of the
Yale Club of Chicago, the Yale Club of Chicago Foundation,
and Music of Baroque (Chicago), and a member of the
Advisory Board of LFC Publishing, Inc.

B JOHN H. PERKINS

E (Class ITi; nominee for 3-yzar ierm
expiring in 1990)

Director since 1969

8,000 shares

Member: Audit Commitiee
Nominating Committee
Public Responsibilities Committee
{Chairman)

Mr. Perkins, age 65, is retired President of Contunental
Illinois Corporation and Cortinental Tllinois National Bank
and Trust Company of Chicago, both of which he served in
that capacity until shortly before his retirement in 1984. He
is a director of the Midwest Stock Exchange and Midwest
Securities Trust Company. He is aiso a trustee of Under-
writers Laboratories, Inc,, Northwestern University and
various civic, cultural and charitable organizations.
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GEORGE S. PILLSBURY

(Class III; nominee for 3-year term

expiring in 1990)

Director since 1964

242,898 shares (2)

Member: Audit Committee
Executive Committee
Nominating Comumittee

-

M. Pillsbury, age 66, is President and a director of Sargent

Management Company, an investment advisory company.
He is a former State Senator of Minnesota (1971-1983). He
is also a member of the advisory Boards of Save the Children
and the Hubert H. Humphrey Institute of Public Affairs,
University of Minnesota.

ROBERT A. SCHOELLHORN
(Class 1; term expires in 1988)

Director since 1981
1,200 shares

Member: Executive Compensation Committee
Finance Committee
Nominating Committee

- —

Mr. Schoelthorn, age 58, is Chairman of the Board, Chief
Executive Officer and a director of Abbott Laboratories, a
health care products manufacturing company. He is a
director of ITT Corporation. He is also a director of the
Pharmaceutical Manufacturers Association, the Health In-
dustry Manufacturers Association, the Rehabilitation Insti-
tute of Chicago, the US-USSR Trade Council, the Chicago
Council on Foreign Relations, the National Committee for
Quality Health Care and the Grocery Manufacturers of

America.
i1




GEORGE J. SELLA, JR.
(Class I term expires in 1988)

Member: Executive Compensation Committee
Finance Committee
Nominating Committee

Mr. Sella, age 58, is Chairman of the Board, President, Chief
Executive Officer and a director of American Cyanamid
Company, a menufacturer of a highly diversified line of
agricultural, chemical, consumer and medical products. He
is a director of The Equitable Life Assurance Society of the
United States and Union Camp Corporation. He is also a
director of the Multiple Sclerosis Society and the Pharmaceu-
tical Manufacturers Association.

WILLIAM H. SPOOR

(Class I1I; nominee for 3-year term
expiring in 1990)

Director since 1973

33,218 shares (3)

Member: E ive G
Finance Committee
Nominating Committee

Mr. Spoor, age 64, is Chairman Emeritus of the Company.
He is retired Chairman of the Board and Chief Executive
Officer of the Company, where he served in those capacities
from 1973 to 1985. He is a director of Piper, Jaffray
Incorporated and Berkley and Company, Incorporated. He
is also a member of the Board of Trustees of The Minneapolis
Foundation.
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JOHN M. STAFFORD
k (Class I; term expires in 1988)
Director since 1983

85,336 shares (4)

8 Member: Executive Committee (Chairman)
Finance Committec

e

Mr. Stafford, age 50, is Chairman of the Board, President and
Chief Executive Officer of the Company. He is a director of
Cooper Industries, Inc. and Minnetonka, Inc. He is also 2
director of Grocery Manufacturers of America and a member
of the University of Minnesota School of Management’s
Board of Overseers.

PETER G. WRAY

P (Class 1L; term expires in 1989)
% Director since 1976

4,800 shares

Member: Audit Committee
Nominating Committee

Mr. Wray, age 53, is Chairman of the Board and a director
of The Victorio Company and is involved in ranching,
farming and related agribusiness activities, commercial real
estate, commodity clearing and manufacturing. He is a
member of the Board of Consultants, Princeton/Montrose
Partners.
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(1) Includes 36,000 shares held by Mr. McLamore's wife,
in which shares Mr. McLamore disclaims any beneficial
interest.

(2) Includes 23,600 shares heid by Mr. Pillsbury’s wife, in
which shares Mr. Pillsbury disclaims any beneficial
interest, and 129,840 shares held in trusts with respect
to which Mr. Pillsbury has shared voting and investment
power; but excludes 7,040 shares held in trusts with
respect to which Mr. Pillsbury has the right to income
only, but has no voting or investment power or other
beneficial interest.

(3) Includes 8,000 shares held by Mr. Spoor’s wife, in which
shares Mr. Spoor disclaims any beneficial interest.

(4) Includes 33,662 shares issuable under options exercis-
able within 60 dayz & Mr. Stafford, and 200 shares held
by Mr. Stafford’s son, in which shares Mr. Stafford
disclaims any beneficial interest.

i4

COMPENSATION OF DIRECTORS

Directors who are not employees of the Company or its
subsidiaries receive an annual cash retainer of $25,000 plus a
fee of $1,000 per Board meeting attended or Committee
meeting attended if such Committee meeting is held on a day
other than that of a Board meeting. If the proposed Restricted
Stock Plan for Non-Employee Directors is approved (see
“Proposal No. 3" below) the annual cash retainer will be
reduced from $25,000 to $20,000, effective September 1, 1987,
and non-employee directors will receive $5,000 of their annual
compensation in the form of restricted stock. Non-employee
directors who chair Board Committees receive an additional
annual cash retainer of $5,000. Non-employee directors re-
ceive complimentary meals at certain restaurants operated by
subsidiaries of the Company. The Company reimburses all
directors for travel and other expenses incurred in the perfor-
mance of their duties. If a non-employee director dies while
serving on the Board, an annual fee equal to the annual
compensation paid to active directors of the Company at the
time of such director’s death will be paid to the director’s
beneficiary or estate for 4 term equal to the lesser of ten years
or the total number of years of such director’s service as a
director of the Company. In addition, the Company provides
travel accidental death insurance for each non-employee
director in the amount of $100,000. See “Proposal No. 57
below for information on the directors’ and officers’ liability
insurance maintained by the Company, and proposed Indem-
nification Agreements for directors and officers.

The Board of Directors has adopted a policy which
provides that a non-employee director upon leaving the Board
will be designated as a consultant director. A consultant
director serves for a term equal to the lesser of the total
number of years of such director’s service as a director of the
Company or ten years, and receives asan annual fee the annual
compensation paid to active directors of the Company at the
time such consultant director retires from the Board. A
consulta=.i director is required to provide consulting services

15
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to the Company at its request and must refrain from becoining
affiliated with any competitor of the Company while serving
in such capacity. If a consultant director dies before expiration
or termination of the consultant director’s term, the annual
fee for the remainder of the term will be paid to the consultant
director’s beneficiary or estate.

The Company’s Deferred Compensation Plan for Active
Non-Employee Directors and Consultant Directors permits
any non-employee director or consultant director to defer all
or part of the director’s base compensation and meeting fees.

~ Amounts so deferred are, at the participant’s election,
credited to them in either a dollar amount (“Cash Account”)
or its defined equivalent in shares (“Units”) of the Company’s
Common Stock (“Share Account”). Cash Accounts earn
interest quarterly at a rate equal to the effective rate paid by
the Company on its most recent sale of commercial paper
prior to the date interest is to be credited. Share Accounts
are credited with additional Units when dividends are paid
on Pillsbury Common Stock. Payments are always made in
cash (based upon the defined value of Pillsbury Common
Stock in the case of Share Accounts). Payments are made,
at the election of the director, either in a lump sum, payable
within fifteen years after termination as an active or
consultant director of the Company, or in up to fifteen annual
installments, with the last instaliment to be payable no later
than fifteen yeers following termination as an active or
consultant director.

MEETINGS OF DIRECTORS

The Board of Directors held six regularly scheduled
meetings and one special meeting during the fiscal year ended
May 31, 1987. The number of meetings held by the
committees of the Board of Directors is set forth below.

Each director of the Company attended at least 75% of
the aggregate number of meetings held by the Board and by
the committees on which the director served except for Mr.
Wray, who attended 69% of such meetings.
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COMMITTEES OF THE BOARD OF DIRECTORS

The Board of Directors has established six standing
committees, the principal duties of which are as [ollows:

Audit Committee (composed entirely of non-employee
directors): Monitors the adequacy and effectiveness of the
internal and external audit functions, control systems,
financial accounting and reporting, and adherence to applica-
ble legal, ethical and regulatory requirements. Also, makes
recommendations concerning the selection of independent
accountants; confers with the independent accountants on
various matters, including the scope of the audit; authorizes
special reviews or audits; reviews internal auditing proce-
dures and the adequacy of internal controls; and reviews
policies and practices regarding compliance with laws and
conflicts of interest. The Audit Committee reports to the
Board at least once each year regarding matters for which
it is responsible. The Audit Committee held three meetings
during the fiscal year ended May 31, 1987.

Executive Compensation Committee {composed entirely
of non-employee directors): Develops compensation policies
and programs; approves exccutive salaries and awards under
executive compensation programs; establishes guidelines for
the administration of all compensation programs; and re-
views employee benefit programs and recommends changes
to such programs to the Board. The Executive Compensation
Committee held six meetings during the fiscal year ended
May 31, 1987.

Nominating Committee {composed _entirely of ron-
employee directors): Reviews the size and composition of the
Board, including evaluating candidates for election to the
Board; recommends a slate of directors for nomination by
the Board; reviews compensation actions atfecting employee
directors; approves the committees of the Board; reviews the
qualifications of candidates for election to corporate officer-
ships; and advises Company management concerning key
manpower planning. The Nominating Comumittee held six
meetings during the fiscal year ended May 31, 1987.

17




The Nominating Committee considers nominees recom-
mended by stockholders. Recommendations by stockholders
should be forwarded to the Secretary of the Company and
§hould identify the nominee by name and provide pertinent
mfortpation concerning his or her background and
experience.

) Executive Committee: Exercises all powers and author-
ity of the Board between Board mectings, except those powers
specifically reserved to the Board by Delaware law or by the
By-Laws of the Company. The Executive Committee held
three meetings during the fiscal year ended May 31, 1987.

Finance Committee: Reviews the Company’s sources
and uses of funds, financing requirements and capital struc-
ture; approves major financing strategies and programs;
reviews dividend policies; reviews investment guidelines with
respect to the Company's benefit plans; and makes appropri-
ate recommendations to the Board. The Finance Committez
held three meetings during the fiscal year ended May 31,1587,

Public Responsibilities Committee: Assesses the Com-
Pany‘s policies and programs from the viewpoint of public
interest and social responsibility; reviews the Company’s
contributions policy and budget; and makes appropriate
recommendations to the Board. The Public Responsibilities
Committee held two meetings during the fiscal year ended
May 31, 1987.
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OWNERSHIP OF COMMON STOCK

At the close of business on July 20, 1987, the Company
had outstanding 86,020,340 shares of Common Stock (ex-
cluding shares held in the Company’s treasury). No person
owns beneficially (as defined by the Securities and Exchange
Commission) more than 5% of the outstanding shares of the
Company’s Common Stock.

Information regarding shares of the Company’s Com-
mon Stock owned beneficially by all directors and director
nominees as of June 30, 1987, is shown in each individual’s
biography set forth on pages 7to 13 and the footnotes thereto.
As of June 30, 1987, no director of director nominee held
more than 1% of the outstanding shares of the Company’s
Common Stock. See “Proposal No. 3" below for information
regarding additional shares of Common Stock that will be
awarded to non-cmployee directors if the proposed Re-
stricted Stock Plan for Non-Employee Directors is approved.

As of June 30, 1987, all directors and officers of the
Company as a group owned beneficially 1,897,716 shares
(including 638,452 shares which may be scquired by them
within 60 days pursuant to the exercise of options; and
190,696 shares held in their accounts under the Pillsbury
Savings Plan and Employee Stock Ownership Plan described
below), representing 229 of the outstanding shares of the
Company’s Common Stock.
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EXECUTIVE COMPENSATION

CASH COMPENSATION

The following table sets forth all cash compensation paid
by the Company and its subsidiaries for the fiscal year ended
May 31, 1987, o ali executive officers of the Company as a
group and to each of the five most highly compensated
executive officers of the Company:

Name of Individual ities in

1 ] Cash Com-

or Number in Group (1) Which Served pensation (2)

All executive oificers as a $5,100,532

group (16 persons)

John M. Stafford Chairman of the Board, 763,220
President and Chief
Executive Officer

J. Jefirey Campb 1l E tive Vice President; and 439,422
Chsirman of the Bosrd and
Chief Executive Officer,
Burger King Corporation (€]

Roger L. Headrick Executive Vice President and 401,858
Chief Financial Officer

Thomas R. McBumey Executive Vice President; and 368,093
Chairman, U.S. Foods (4}

Edward C. Stringer Exccutive Vice President, 356,427

General Counsel and Chief
Administrative Officer ()

(1) This table includes base salary data for onty that nortion
of the fiscal year during which an individual was an
executive officer.
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(2) Includes (a) base salary and amounts paid for the fiscal
year ended May 31, 1987 under the Company's Manage-
ment Incentive Plan (including amounts deferred under
the plans described below), and (b) cash payments {0
executive officers to cover certain financial counseling
fees.

(3) Effective June 1, 1987, Mr. Campbell became Chairman,
Restaurants Group.

(4) Mr. McBurney was elected an Executive Vice President
March 3, 1987. He previously was 2 Vice President.

(3) M. Stringer also served as Secretary until May 5, 1987.

MANAGEMENT INCENTIVE PLAN

The Company's Management Incentive Plan is designed
to provide incentive compensation t0 those employees of the
Company who hold a sufficient measure of responsibility and
accountability to impact on business profitability and corpo-
rate or divisional goals. Participation in the Management
Incentive Plan is limited to employess above a specified salary
grade level who are recommended by their major corporate
department heads or their division/subdivision general man-
agers, subject to the approval of the Senior Vice President
of Human Resources. The Management Incentive Plan is
adn inistered by the Executive Compensation Committee of
the Buord of Directors.

The incentive compensation earned by an employee for
any fiscal year is based on a formula related to the
achievement by the Company or its appropriate subdivision,
such as the individual business unit or group, of its
predetermined financial goals for such fiscal year, as well as
to the cployee’s level of responsibility in the Company and
attainment of predetermined objectives. Incentive compensa-
tion payments for any fiscal year are made as soon as possible
following the fiscal year end, but in no event later than

21
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September 1st. Approximately 700 of the employees of the
Company and its subsidiaries participated in the Manage-
ment Incentive Plan for fiscal year 1987.

Pursuant to the Management Incentive Plans for each
of the three fiscal years 1985 through 1987, an aggregate of
$780,610 was earned by Mr. Stafford; $419,383 by Mr.
Campbell; $393,445 by Mr. Headrick; $326,748 by M:.
McBurney; and $342,933 by M. Stringer; $4,352,152 by all
current executive officers as a group; $6,120,910 by all other
current officers and directors who are not executive officers
as a group; and $36,349,794 by ali employees as a group.

A Management Incentive Plan participant may elect to
defer a portion of the incentive earned by participating in the
Pillsbury Savings Plan and the Nonqualified Deferral Plan
described below. Certair participants may also elect to defer
additional portions of the incentive carned by participating
in the Nonqualified Deferred Compeansation Plan described

EXECUTIVE INCOME CONTINUATION PLAN

The Company does not have zmployment contracts with
its executive officers. As an alternative to the use of such
contracts, on March 4, 1986, the Board of Directors adopted
The Pillsbury Company Executive Income Continuation
Plan (the “Income Continuaticn Plan™). Participants are
designated by the Executive Compensation Commitice of the
Board of Directors from among the officers of the Company
and its subsidiaries. All executive officers of the Company are
participants in the Income Contiraation Plan. In the event
a participant’s employment is tzrminated by the Company
other than “for cause,” or a participant voluntarily termi-
nates employment for *“good reason,” the participant’s
compensation (salary pius incentive or bonus) will be
continued for up to 24 months, depending upon the partici-
pant’s years of service and position with the Company. Witk
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respect to the executive officers named in the compensation
table above, such number of months would be as follows: Mr.
Stafford, 24; Mr. Campbell, 24; Mr. Headrick, 18; Mr.
McBurney, 24; and Mr. Stringer, 18. During the period of
income continuation, participants are entitled to a continua-
tion of certain benefits and perquisites. The income continua-
tion payments and other benefits referred to above continue
for a minimum of six months, but cease at any time thereafter
that the participant secures cmployment for substantially the
same or greater compensation. Benefits remaining to be paid
upon the death of a participant are payable to the partici-
pant’s beneficiary or spouse.

Participants who are terminated within 24 months of a
“change in control” of the Company will, if they then have
more than five but less than ten years service with the
Company, also receive payment under the Income Continua-
tion Plan of the present value of the retirement benefits
payable had they been vested under the Retirement Plan
described below. All of the executive officers named in the
compensaticn table above have at least ten years of service
except Mr. Headrick, who has five years of service, and Mr.
Stringer, who has seven years of rervice. Under certain
circumstances, the Company will pay legal expenses incurred
by a participant to collect benefits. The Income Continuation
Plan may not be amended or terminated for 36 months
following a “change in control” of the Company. The terms
“for cause,” “good reason” and *‘change in control” are
defined in the Income Continuation Plan

QUALIFIED STOCK AND
PROFIT SHARING PLANS

Pillsbury Savings Plan

The Pilisbury Savings Plan (the “Savings Plan”) is a
qualified defined contribution plan that is the successor to
the Pillsbury Deferred Incentive Plan (the “Deferred Incen-
tive Plan™) and the Pillsbury Stock Purchase and Investment
Plan (the “Stock Purchase Plan™). Effective June 1, 1987, the
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Deferred Incentive Plan was merged into the Stock Purchase
Plan es the successor plan. The successor plan was renamed
the Pillsbury Savings Plan. The Savings Plan, as currently in
effect, is described in this section; and the Deferred Incentive
Plan, as isi effect prior to June 1, 1987, is described below.

Salaried and hourly employees of Pillsbury and certain
of its subsidiaries are eligibie to participate in the Savings Plan
if they are not covered by a collective bargaining agreement.
Prior to June 1, 1987, however, executive officers of the
Company were not eligitle to participate in the Savings Plan
(then known as the Stock Purchase Plan) because they
participated in the Deferred Incentive Plan. Since June 1,
1987, all executive officers of the Company have been eligible
to participate in the Savings Plan. As of June 1, 1987, 11,927
of the approximately 19,000 eligible empioyees of the
Company and its participaung subsidiaries were participating
in the Savings Plan.

Under the Savings Plan, a participating employec may
contribute up to 10% (4% in the case of a participant in the
Management Incentive Plan described above) of pay (base
pay, overtime, sick leave, vacation and holiday pay, and
incentive plan pay) to the Savings Plan. These contributions
may be invested by employees in any of several different
investment funds. In addition, the Company makes a
matching contribution equai to 50% of the first 4% of pay
contributed for each participant. These matching contribu-
tions are invested in Pillsbury Common Stock.

Certain limitations are imposed by the Intzrnal Revenue
Code of 1986 (the “Code™) on the maximurm contributions
that may be made to the Savings Plan on behalf of certain
highly compensated participants, including all executive
officers. Such maximum contribution (excluding the Com-
pany’s matching portion) was equal to 10% of pay for fiscal
year 1987, and will be equal to 4% of pay for fiscal year 1988.
In no event, however, may the contribution for calendar year
1987 or 1988 exceed $7,000 per year (excluding the Com-
pany’s matching portion).
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For the three fiscal years 1985 through 1987, no
contributions were made to the Savings Plan on behalf of any
executive officers; and aggregate contributions (including the
Company’s matching portion) to the Savings Plan were
$30,078 on behalf of all other current officers and directors
who are not executive officers as a group; and $57,551,000
on behalf of all employees as a group.

Deferred Incentive Plan

The Deferred Incentive Plan was a qualified defined
contribution plan that was available to employees of the
Company and certain of its subsidiaries who participated in
certain Company group incentive compensation plans. As of
the date the Deferred Incentive Plan was merged into the
Stock Purchase Plan to form the Savings Plan, 1,320 of the
approximately 1,550 eligible employecs of the Company and
its participating subsidiaries were participating in the De-
ferred Incentive Plan.

Under the Deferred Incentive Plan a participating
employee could contribute up to 10% of the employee’s pay
to the Deferred Incentive Plan. The amount contributed was
deducted from any incentive compensation earned by the
individuzl before the remainder of such incentive compensa-
tion, if any, was paid in cash to the participant. If a
participant’s incentive compensation was less than the full
contribution amount elected by the participant, the Company
nevertheless contributed the full contribution amount. The
first 4% of pay contributed to the Deferred Incentive Plan
was initially invested solely in Pillsbury Common Stock. The
balance of the contribution (over the first 4% of pay) was
invested by the employee in any of several different invest-
ment funds. In addition, the Company made matching
contributions equal to 50% of the first 4% of pay contributed
for each participant. This matching contribution was invested
in Pillsbury Common Stock.

The Code contribution limitations referred to above
were applicable to a portion of fiscal year 1987. For fiscal

23

13




years.l985 and 1986, similar limitations resulted in maximom
contributions (including the Company’s matching postion)
of $30,000. For the three fiscal years 1985 through /1987,
aggr.egnte contributions (including the Company’s matching
portion) to the Deferred Incentive Plan were as follows: for
the executive officers named in the compensation table above,
Mr. Stafford, $90,000; Mr. Campbell, $30,000; Mr. Headrick,
$88,900; Mr. McBurney, $90,000; and Mr. Stringer, $87,100;
for all current executive officers as a group, $1,022,593; for
all other current officers and directors who are not executive
officers as a group, $2,314,796; and for all employees as a
group, $27,863,000.

Employee Stock Gwaership Plan

The Company has adopted a payroil based tax eredit
employee stock ownership plan (“ESOP”), commonly re-
ferreﬁi to as 2 “PAYSOP,” in which substantially all r~gular
ful'l-ume employees of the Company participate. The ESOP
is intended to provide supplemental retirement benefits for,
and to increase ownership of Pillsbury Common Stock by,
participating employees.

The Company's contributions to the ESOP are allocated
egually among all participating empioyees, including execu-
tive officers, of the Company, and invested in Pillsbury
Common Stock, The ESOP account balances are fully vested
and nonforfeitable at all times, and are distributed to
participating employees upon retirement or other termina-
tion of employment.

The Company makes annual contributions to the ESOP
to the maximum extent that such contributions entitle the
Qompmy to credits in equal amounts against its federal
income tax liability. For fiscal year 1987 such maximum
c':ontribution will be in an amount equal to .5% of participat-
ing emplayees’ “covered compensation” (as generally defined
in the retirement plans covering participating employess) for
the period June 1, 1986 through December 31, 1986. This
contribution will not be made until approximately February
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1, 1988. During the fiscal years 1985 through 1987 the
Company made contributions (in each case with respect to
the preceding fiscal year) to the account of each participant,
including executive officers, in the aggregate amount of $410.
During the same period, aggregate contributions to the ESOP
were as follows: for all current executive officers as a group,
$5,740; for all other current officers and directors who are
not executive officers as a group, $20,432; and for all
employees as a group, $6,352,000. Participating employees
do not make contributions to the ESOP.

Under the Code, the Company will no longer be entitled
to credits against its federal tax liability for the amount of
its contributions to the ESOP with respect to covered
compensation earned after December 31, 1986, As a result,
the Company currently expects that its contribution for fiscal
year 1987 will be its last contribution to the ESOP.

General

Under both the Savings Plan and the ESOP, each
participant may direct the trustee how to vote shares of the
Company’'s Common Stock allocated to the participant’s
account. The Savings Plan requires that the trustee raust vote
unallocated shares and shares for which no participant
direction is received in the same manner and proportion as
it votes shares for which it receives directions from partici-
pants. Shares held by the ESOP for which nro participant
direction is received fay not be voted.

Both plans require that, in the event of a tender offer
for the Company's Common Stock, each participant in the
plans may direct the trustee whether to tender shares
allocated to the participant’s account. The trustee may not
tender shares for which no participant direction is received.

NONQUALIFIED
DEFERRED COMPENSATION PLANS

Deferral Plan

The Pillsbury Company Nonqualified Deferral Plan (the
“Deferral Plan™) was established May 6, 1987, effective for
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_ﬁscal years beginning on or after June 1, 1987. Participati

in thse Deferml Plan is limited to employees who (a)p:i‘tt;loe:
partacx_pau-. in the Management Incentive Plan or are officers
of major operating subsidiaries, and (b) participate in the
Savings Plan to the maximum extent permitted by the Code
as described above. Participants may elect, prior to any ﬁscai
year,'to defer a percentage of their compensation (base salary
plus 1'ncemive) up to an amount (generally 6%) that equals
the difference between 10% and the maximum percentage
(s';ﬁ;ng l::b) of compensation they may contribute to the

If a participant in the Savings Plan elects to contribute
49 of oon?pensation to the Savings Plan, but the $7,000 per
year contribution limitation imposed by the Code resulis in
less tlnn 4% of the participant’s compensation being
conml_)utod to the Savings Plan, the Company will make a
mawhmgbycon:cb:tion to the Deferral Plan equal to the
amount which 2% of the participant’s com ti
exceeds the Company’s matching contribution to th?;:avin(;
lflan. As a rgsult, participants affected by the above contribu-
tion limitation who contribute a total of at least 4% of their
comPensation to the Savings Plan and the Deferral Plan will
receive aggregate Company matching contributions to the
Savmgs Plan and the Deferral Plan equal to the matching
f:ontnbuﬁon that would have been made to the Savings Plan
in the absence of such contribution limitation.

Deferred Compensation Plan

'I‘pe Pilisbury Company Nonqualified Deferred Com-
pensation Plan for Officers (the “Deferred Compensation
Plan”) was established November 13, 1984, effective for fiscal
year 1986, and is available to officers and key employees of
the Oompax.ly and its subsidiaries designated by the Executive
Compensation Committee of the Board of Directors. Partici-
pants may e'lect, prior to any fiscal year, to defer ail or a
gcrcenuge (in multiples of 25%) of their incentive compensa-
tion under the Management Incentive Plan (less the amount
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thereof contributed to the Savings Plan and the Deferral
Plan) for such next fiscal year.

General

Under both of the above plans, amounts deferred are,
at the participant’s election, credited to either a Cash
Account or (in the case of the Deferral Plan, only if
authorized by the Company’s Benefits Committee) 8 Share
Account. Cash Accounts earn interest quarterly at an annual
rate equal to the Company’s short-term borrowing rate. Share
Accounts are currently not available under the Deferral Plan.

Distributions to participants are made upon the retire-
ment, resignation, dismissal, disability or death of a partici-
pant or upon the occurrence of a hardship affecting a
participant. Distributions are always made in cash (based
upon the defined value of Pillsbury Common Stock in the case
of Share Accounts), and are paid in a lump sum of in up to
ten annual installments as elected by the participant.

LONG TERM INCENTIVE PLANS

Performance Unit Plan

On September 9, 1980, the stockholders of the Company
approved the Performance Unit Plan of 1981 (the *1981
Plan”). All unit and share information set forih below has
been adjusted to reflect stock splits as appropriate. The
maximum aggregate number of performance units available
for awards, which may be awarded only through fiscal year
1988 (for an award period ending May 31, 1991),is 2,400,000,
subject to adjustment in the case of a stock split, stock
dividend or other similar change in the Company’s capital
structure. As of May 31, 1987, 560,771 of the total
performance units available had been awarded (and were
either outstanding or had been paid). No performance units
have been awarded since June 1, 1986; and if the proposed
Long Term Incentive Compensation Plan of 1987 (Proposal
No. 4 below) is appsoved, no further awards will be made
under the 1981 Plan.
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Performance units may be awarded to cofficers and key
employees of the Company and its subsidiaries. Performance
units have a value at the time of award and at the time of
payment equal to the fair market value, at such times, of an
equivalent number of shares of Pillsbury Common Stock,
subject to the limitation that the fair market value of a
performance unit at the time of payment may not exceed by
more than 100% its value at the time of award. (See
“Proposal No. 4" telow for information regarding the
possible replacement of outstanding 1981 Plan awards with
substitute awards that are not subject to this limitation.)
Participants do not make any payments or contributions
toward the acquisition of performance units or shares issuable
thereunder. Performance units are normally payable one-half
in cash and one-half in shares of Pillsbury Common Stock.

The payment of a performance unit depends upon the
Company’s cumulative annual growth in earnings per share
during a designated four-year award period. Under the 1981
Plan, the total number of performance units is payable in full
only if such growth in earnings per share, compared to a
designated base period, is equal to or exceeds a target growth
in carnings per share determined by the Executive Compensa-
tion Committee of the Board of Directors, which administers
the 1981 Plan. The relationship of the amount of such
payments to a growth percentage less than such target is
governed by the terms of the 1981 Plan, with no performance
units payabie if the Company’s growth in earnings is less than
6% (or such higher level as may be determined by the
Executive Compensation Committee). In the event of a
“change in control” (as defined in the 1981 Plan) of the
Company, outstanding performance units would vest and
become payable to the participants. However, if the “‘change
in control” is approved by the Board of Directors of the
Company, such performance units would vest and become
payable only if authorized by the Executive Compensation
Committee of the Board. Payments would be prorated based
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upon the number of full months of the award period that haYc
elapsed, and based upon a cumulative arnual growth in
earnings per share equal to the target applic: e to the award.

The Chairman of the Executive Compensation an'umt-
tee, in his discretion, may approvet.¢ request of a participant
to defer payment of performance units, subject to the terms
and conditions of a separate agreement between the Company
and the participant relating to such deferral. Such agreements
currently provide that participants may elect,'pnor to any
fiscal year, to defer all or a percentage (in multiples of 25%)
of their performance unit payment for such nex‘t fiscal year.
Amounts deferred are, at the participant’s election, credited
to either a Cash Account or a Share Account. Cash Accou.nts
earn interest quarterly at an annual rate equal to the prime
rate. Distributions to participants are made upon the
retirement, resignation, dismissal, disability or death of" a
participant or, if and to the extent approved by the Execum're
Compensation Committee, upon the occurrence of a ha‘rdsbxp
affecting a participant. Distributions are always made in cash
(based upon the defined value of Pilisbury Common Stock
in the case of Share Accounts), normally in ten annual

installments following the earlier of termination of employ-
ment, death or disability.
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The following table sets forth, for the three fiscal
1985 through 1987, with respect to the executive oﬂ)i’::
named in the compensation trble above, all current executive
officers as a group £nd all other current officers and directors
who are not executive officars as a group, (a) the aggregaie
number of performance urits awarded, (b) the aggregate net
value of performance units for which payment was made
;:);. t::d m(at)utrlxltey of p;i?x;unce units awarded in previous
c num| lormance uni i
as of May 31, 1987: pert unils ovtstanding

All Correat  Cusrent
I M L A R L TR B C Oficars thu'.
Nafford Compbeli Headrick McBurney Stringer As A Growp A quah

Unis Avarded

Thres-
Yeor
Pario (1) ..... 48,000 32,000 12800 23000 18000 215,000 15,128
Net Valus of
: Avards
Throe-Your
Poriod(1) ..... 3685278 -0- 643500 $133.848 $295,009  $3.848.454(3) 51,174,723

Units Ciat-
sazding (1)... 48000 32000 12800 33000 18000 213000 18,25

(1) The aumbers of performance units stated correspond to
the numbers of shares to which they relate. Figures for
Mr. Headrick do not include 18,342 units credited as
of May 31, 1987 to a special Deferred Consideration
Agreement account established upon commencement of
his employment in February 1982. Each such unit equals
one share of Pillsbury Common Stock, and additional
units (1,498 for the three fiscal years 1985 through 1987)
are credited to his account when dividends are paid on
Pi.llsbury Common Stock. Payments from his account
yvtll be made in either cash or Pillsbury Common Stock
in ten annual installments following his termination of
employment.

(2) Aggregate fair market value of performance unit pay-
ments. These figures include the payments made in June
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1987 for the performance units awarded in fiscal year
1984 because such payments were fully earned in fiscal
year 1987.

(3) This figure excludes, for such three fiscal years, (a) an
aggregate of 15,524 matured performance units (with a
net value of $526,184 at the time of deferral) credited
to the deferred compensation accounts of all current
executive officers s a group, and (b) an aggregate of 290
additional Units (with a net value at the time of accrual
of $58,467) credited to the deferred compensation
accounts of all current executive cfficers as a group.

During the three fiscal years 1985 through 1987, the
aggregate number of performance units awarded to all
employees as & group was 239,604; and the aggregate net
value of performance units paid tc all employees as a group
was $5,415,940. The number of performance units outstand-
ing as of May 31, 1987 was 239,604. The foregoing figures
exclude, for such three fiscal years, (a) an aggregate of 31,589
matured performance units (with a net value of $1,244,476
at the time of deferral) credited to the deferred compensation
accouats of all employees as a group and (b) an aggregate
of 1,016 additional Units (with a net value at the time of
accrual of $264,063) and $458,308 of interest credited to the
deferred compensation accounts of all employees as a group.

Sec “Proposal No. 4” below for information regarding
contingent performance unit awards that have been made,
subject to stockholder approval of the Long Term Incentive
Compensation Plan of 1987.

Strategic Performance Plan

Under The Pilisbury Company Strategic Performance
Plan (the “Strategic Performance Plan”), the Executive
Compensation Committee of the Board of Directoys can
make awards in units to officers and key full-time employees
of the Company and its subsidiaries. Awards uader the
Strategic Performance Plan and the 1521 Plan are normally
not made to the same person in the same fiscal year.
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The value of a unit depends upon attainment of
performance goals, as measured in profit before tax and
return on invested capital for each business or subsidiary in
which a participant is employed and in overall corporate
earnings per share, during the three consecutive fiscal years
beginning with the start of the fiscal year in which an award
was made (an “Award Period™). At the end of an Award
Period, a composite Award Period perfurmance ratio is
calculated by averaging the performauce percentages (calcu-
lated as an average of the percentage of the above three
performance goals actually achieved) for each of the three
years in the Award Period. Generally, a composite Award
Period pe-formance ratio of 90% resuits in a value of $75
per unit, while 130% results in a maximum award of $175
per unit. Units are valucless if less than a 90% composite
Award Period performance ratio is achieved. Alternative
minimem and maximum unit values and corresponding
performance ratios may be determined by the Executive
Compensation Committec.

Units are payable in cash as soon as is practicable
following receipt of audited results of operations for the last
year in an Award Period; provided that a participant must
be employed by the Company on the first day of September
following termination of an Award Period, except in the event
of death, disability or retirement in which case awards will
be prorated to reflect the participant’s period of active
employment. The Chairman of the Executive Compensation
Committee, in his discretion, may approve the request of a
participant to defer payment of units, subject to the terms
and conditions of a separate agreement between the Company
and the participant relating to such deferral. Such agreements
contain the same provisions as the deferral agreements
described above under “Performance Unit Plan.”

) Awards of units under the Strategic Performance Plan
in fiscal years 1985 through 1987 were as follows: for the

executive officers named in the compensation tabie above,
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none; for all current executive afficers as a group, 4,000; for
all other current officers and directors who are not executive
officers as a group, 19,850; and for all employecs as & group,
77,910. During fiscal year 1987 /the fisst year of payments),
awards were paid as follows: for the executive officers named
in the compensation table above, Mr. Campbell, $350,000;
and Mr. McBurney, $72,975; for all current executive officers
as a group, $611,600; for all other currsnt officers and
directors who are not executive officers as a group, $274,031;
and for all employees as a group. $1,190,082. As of May 31,
1987, the following previously awarded units were outstand-
ing: the executive officers named in the compensation table
above, none; all current executive officers as a group, 4,000;
all other current officers and directors who are not executive
officers as a group, 19,850; and all employees as a group,
77,910. No awards may be made for Award Periods ending
after fiscal year 1997.

Under a previous arrangement similar tn the Strategic
Performance Plan, but applicable only to certain of the
Company’s businesses, units were awarded during fiscal years
1981 through 1983 (the final year of such awards). During
fisca! years 1985 and 1986 (the fina! year of award payments),
awards under. this arrangement were paid as follows: for the
executive officers named in the compensation table above,
Mr. Campbell, $378,409; for all current executive officers as
a group, $486,381; for all other current officers and directors
who are not executive officers as a group, none; and for all
employees as a group, $1,584,004.

Stock Option Plans

The Company currently has outstanding stock options
granted under three stock option plans. Stock options may
currently be granted under only one of these three plans.
Information regarding these stock options and plans is set
forth below. All share information has been adjusted to reflect
stock splits, as appropriate.

Stock options may currently be granted only under The
Pilisbury Company Stock Option Plan of 1982 (the *1982
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Plan”), which was approved by the stockholders of the
Cot.npany on September 14, 1982. Under «he 1982 Plan, stock
options covering an aggregate of 3,000,000 shares of Pillsbury
Common Stock may be granted to key employees of the
Company and its subsidiaries prior to September 15, 1987.
As of May 31, 1987, 1,215,582 shares were avazilable for
option grants. No grants have been made since May 4, 1987;
and if the proposed Long Term Incentive Compensation Plan
of 1987 (Proposal No. 4 below) is approved, no further grants
will be made under the 1982 plan.

Options under the 1982 Plan are granted at no less than
100% of fair market value at the date of grant and must be
exercised within ten years from the date of grant (or such
other prior date determined by the Committee of the Board
of Directors administering the 1922 Plan). Such Committee,
in its sole discretion, may designate whether an option
granted is to be conmsidered an “incentive stock opticn”
qualified under Section 422A of the Internal Revenue Code
(the “Code™), or a “non-qualified stock option” (that is, any
option which is not considered an incentive stock option).

Stock options are also outstanding under th: Company’s
Nonqualified Stock Option Plan (the “1976 Plan™) and the
Green Giant Company 1974 Stock Option Plan (the “1974
Plan™).

The Company adopted the 1974 Plan as a result of the
acquisition of Green Giant Company in March 1979. In
connection with such adoption, the Company granted, ir
substitution for each outstanding option or stock apprecia-
tion right under the 1974 Plan, an option to purchase shares
of Pillsbury Common Stock or a stock appreciation right with
respect to shares of Pillsbury Common Stock. As a result of
such adopticn, the holders of such options received options
with stock appreciation rights covering an aggregatz of
359,484 shares of Pillsbury Common Stock, and options
without stock appreciztion rights covering an aggregete of
73,656 shares of Pillsbury Common Stock.
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Under the 1976 Plan and’the 1932 Plan, in the event
of a “change in control” (as defined in the plans) of the
Company rot approved by the Company’s Board of Direc-
tors, the Executive Compensation Committee of the Board,
at its discretion, may accelerate outstanding unexercisable
options and make them fully exercisable.

The following table sets forth, for the three fiscal years
1985 through 1987, injormation regarding stock options
under all of the foregoing stock option plans with respect to
the executive officers naised in the compensation table abnve,
all current executive officers as a group and all other curreni
officers and directors who are not executive officers as a
group, indicating (a) the number of options granted (all of
which were granted without tandem siock appreciation
rights), and the average per share option price; and (b) the
net value of shares or cash realized upon the exercise of stock
options or stock appreciation rights:

Oficers &
J M L) R L TR E C. Oficers  Directors As
Suford Campbell Headrick McBurney Suingtr As A Grosp A Crowp

Sharew ... .. 34300 16400 (1,000 14400 10600 178,400 319,10

per
share ...... $26.20 52668 53062 $2990 52658 $20.90 $29.17

cul(l} .. ... $332.456 5189754 O~ 368,212 -0 $1,226,600 34,375,627

(1) Market value on date of exercise less option exercise
price.
During the three fiscal years 1985 through 1987, all
employees as a group were granted options covering an aggre-
gatz of 1,443,700 shares at an average exercise price of $29.07.
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At June 30, 1987, options to purchase an aggregaie of
1,386,102 shares were outstanding under all of the foregoing
stf)ck option plans. Of such number, 1,368,530 were options
without tandem rights at an average exercise price per share
of 526.15, with expiration dates ranging from June 6, 1988
to May 4, 1997; and 17,572 were options with tandem rights
;t6 ulngesxsermse price of $5.80, and an expiration date of May

At June 30, 1987, 396 of the approximately 450 eligible
employees were participating in the 1982 Plan; 55 employees
were participating in the 1976 Plan; and four employees were
participating iu the 1974 Plan. -

'See “Proposal No. 4" below for information regarding
contingent stock option grants that have been mad; , subject
to stockholder approval of the Long Term Incentive Com-
pensation Plan of 1987.

RETIREMENT PLAN

The Pillsbury Retirement Plan for Salaried Employees
(the “Retirement Plan”) provides non-contributory benefits
.based on final average compensation, including certain
incentive compensation, and years of credited service. Final
average compensation means the higher of the employee's
average pensionable earnings (wages plus certain earned
incentives) during either (a) the last 60 consecutive calendar
months immediately preceding separation from employment,
or (b) those five consecutive calendar years within the ten
consecutive calendar years immediately preceding separation
from employment in which the employee had the highest
amount of pensionable earnings. Because benefits are related
to future pay, a precise projection of benefits is impracticable.
The following table is a reaconable cstimate of the annual
benefits payable to employees, including executive officers,
under the Pillsbury Rastirement Plag; upon normal retirement
(age 65) before the Social Security offset discussed below.
Such estimate is based on final average compensation and

38

years of credited service as inditated, and is computed baszd
on straight life annuity amounts.

Final

Average Years of Service

p 10 s 20 25 30
$100,000 $ 16,667 § 25000 § 33,334 S 41,667 $ 50,000
300,000 50,001 75,001 100,002 125,002 150,000
500,000 23,135 125,002 166,670 208,337 250,000
600,000 100,000 150,003 00,004 250,005 300,000
700,600 116,669 175,003 233,338 291,672 350,000
800,000 123,336 200,004 266,672 333,340 400,000
900,000 150,003 225,004 300,006 375007 450,000

The Retirement Plan provides that retirement benefits
paid under the Plan will equal 135% of the final average
compensation multiplied by the number of vears of the
employee’s credited service (not to exceed 30 years), less
135% of the primary Social Security benefits payable to the
employee multiplied by an equal number of years of credited
service. Payments under the Retirement Plan are made
monthly from retirement date to death.

The Retirement Plan provides that if the plan is
terminated or merged with another plan within three years
of a “change in control™ (as defined in the plan) of the
Company, any excess assets (assets remaining after provision
is made to satisfy all liabilities to participants and beneficiar-
ies) must be applied to increase the benefits of participants
and beneficiaries.

The full years of service currently accrued by the
executive officers named in the compensation table above are:
Mr. Stafford, 12 years; Mr. Campbell, 16 years; Mr.
Headrick, 5 years; Mr. McBurney, 19 years; and Mr. Stringer,
7 years. Current compensatior covered by the Retirement
Plan for such named executive officers is substantially similar
to the amount attributable to each individual as stated in the
compensation table.

The Code places certain limitations on pensions that
may be paid under tax qualified plans. Amounts set forth
above which exceed such limitations will be paid outside the
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quatified plar on an unfunded basis Supplemental acc;

X rualg
have been made by the Corpany to maintain total benefitg
tu‘;::n retirement at approximately the levels shown in the

2.

Mr. Spoor retired in 1985 at age 62. Pursuant to 4
supplemfnm, unfunded retirement benefit approved by the
Board or Directors prior %o his retirement, the Company wil]
pay Mr. Spoor an additional $45,079 per year for life, which
represents the difference between the benefit ke would have
rw'aved under the Retirement Plan had he retired at age 65
(without regard to the Code benefit limitations referred to
npove). and the monthly benefit he actually receives. Upon
his retirement, Mr. Spoor received his Company automobile
fmd became entitled to other miscellancous benefits, includ-
ing office space and secretarial service for ten years. He is also
enuﬂefl to a Company-gaid club memberchip while he serves
as a director of the Company. During fiscal year 1987, the
cost to the Company of these other benefits was approxi-
mately $102,000.

(.artun key executives of the Company, including all the
executive officers named in the compensation table above and
substantially all other current executive officers, will, if they
retire at or aftcr age 62, become eligible for coverage under
an unfunded Company plan that generally provides for
pn;_rmmt (normally to a designated beneficiary) of a post-
retirement death bencfit equal to the executive’s annual salary
at the time of retirement (age 62 or later) plus the average
of the ) cmployee’s last three annual incentive payments
(including any deferred portion), subject to certain maximum
bu;eﬁts ranging from $500,000 to $1,000,000. Upon his
retirement, MEr. Spoor became eligible fi.r coverage under this
Plan in the amount of $871,100. In the event of a “change
in control” (as defined in the plan) of the Company not
a.pproved by the Company’s Board of Directors, the e'xecu-
tives become eligible for benefits upon retirement at or after
age 55, instead of age 62. None of the executive officers named
in the compenzation table above is over age 55,
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OTHER COMPENSATION

Information concerning certain other non-cash compen-
sation, including miscellanecus incidental personal benefits
rrovided to executive officers of the Company, is omitted
from this proxy statement because the amount of such other
compensation is less than the amount above which disclosure
is required by the applicable rules of the Securities and
Exchange Commission.

CERTAIN TRANSACTIONS

During the fiscal year ended May 31, 1987, the Company
and its subsidiaries, in the ordinary course of business, had
business relationships with firms of which cartain of Pills-
bury’s directors are an executive officer. The transactions
involved in these business relationships, which r:ay continue
in the future, are not material to either Pillsbury or the other
parties to the transactions.

PROPOSAL NO. 2
APPOINTMENT OF INDEPENDENT AUDITORS

Subject to ratification by the stockholders, the Board of
Directors, upon the Audit Committee’s recommendation, has
appointed Touche Ross & Co. as independent auditors of the
accounts of the Company and its subsidiaries for the fiscal
year ending May 31, 1988. Touche Ross & Co. has performed
this function for the Company on an annual basis since the
Company’s incorporation.

A representative of Touche Ross & Co. will be present
at the Annual Meeting and will have the opportunity to make
a statement and to respond to appropriate questions.

The Board of Directors recommends a vote FOR
approval of Touche Ross & Co. as independent auditors
(Proposal No. 2),
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PROPOSAL NO. 3

PROPOSED RESTRICTED STOCK PLAN
FOR NON-EMPLOYEE DIRECTORS

The Company’s Board of Direciors has i
gent upon stockholder approval, and teco::;pe::; ct:nt::;
stockl‘loldem for their approval, The Pillsbury Com
lRaE:‘IcEted Stock Plan for Non-Employee Directorsp(:ﬁ'
“Restricted Stock Plan’).

PRINCIPAL FEATURES

The principal festures of the Restricted §
4 v t tock Plan are
:un:;anzed below. This summary is qualified in its entirety
y reference to the full text of the Restricted Stock Plan,
which is attached to this proxy statement as Exhibit A.

The purpose of the Restricted Stock i -
ment the cash fees paid to non-employee directors s Bb;og::;:: l?l "
each of them awards of Pillsbury Common Stock (“Stoctllcn”g
that wxll increase their proprietary interest in the Company
and their identification with the interests of stockholders. The
Company’s Board of Directors curreatly consists of 14
members, 13 of whom are not employees of the Compan
and would qualify o participate in the Restricted Stock Plan!{

If the Plan is approved by the stockhol
emp!o.yee.directors elccted or ree{ected, ;) threelng t:r(::s-
(expiring in 1990) at this year’s Annual Mecsting will receive
an ;av;vard of stock having a market value of $15,000. In
addition, at the same time, non-employee director; wl;ose
terms expire at the 1988 Annual Meeting will receive a stock
award val.ued at $5.000, and non-employee directors whose
terms expire &t the 1989 Annual Meeting will receive a stock
award valued at $10,000. Individuals subsequently elected or
reelected as non-employze directors for three year terms will
receive stock awards valued at $15,000. Individuals subse-
quently elected or reclected as non-employee directors for
shorter terms will receive proportionally smaller awards. The
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number of shares of Stock covered by each award will be
determined by dividing the dollar amount of the award by
the market value of the Stock at the time the award is granted.

Stock issued under the Restricted Stock Plan would
come from the Company’s treasury, and would entitle the
director to all of the rights of a stockholder, inciucing the
right to vote the Stock and receive cash dividends. All Sinck
would, however, be subject to certain restrictions against sale
or transfer until (a) the director’s retirement, death or
disability, (b) the director is not reclected to the Board, or
(c) the occurrence of a change in control of the Company
not approved by the Board. If a director leaves the Board
for any other reason, the director would forfeit all rights in
all Stock awarded under the Plan (unless the Board of
Directors, in its sole and absolute discretion, waives forfeiture
as to some or all of such Stock).

The Resiricted Stock Plan would bz administered by a
committee of the Board of Directors (currently the Nominat-
ing Committee, which consists of all non-employee members
of the Bozrd); but the committee’s administrative functions
would be essentially ministerial in view of the Plan’s explicit
provisions, including those relating to the eligibility for
awards and the fixed formula for determining the amount of
Stock to be awarded to each director. The Restricted Stock
Plan could be amended or terminated by the Board, but no
such action would, without a director’s consent, affect a
previously granted award; and stockholder approval would
be required for any amendment that would increase the size
of awards or modify the requirements as to eligibility for
participation.

As noted under “Election of Directors-—Compensation
of Directors” above, if the Restricted Stock Plan is approved,
the annual cash retainer paid to each non-employee director
will be reduced from $25,000 to $20,000.
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FEDERAL INCOME TAX CONSEC"JENCES

) The grant of an award will not result in income for the
director or :n a deduction for the Company for federal income
tax purposes. A director will generally realize taxable
compensation income when the restrictions on the Stock
lapse. The amount of such income will be the value of the
Stoc!( on that date. Dividends paid on the Stock during the
restricted peric 1 would also be taxable compensation income
to the director. {n all cases, the Company will be entitled to
a tax deduct.ion to the extent that, and at the time that, the
fhrector realizes compensation income. Income tax withhold-
ing would be required.

OTHER INFORMATION

A'lthough stockholder approval of the Restricted Stock
Plan is not required, it is being requested because such
approval will exempt awards of Stock from being considered
purchases under the short-swing trading provisions of Section
16(b) of the Securities Exchange Act of 1934, as amended
Approval of the Restricted Stock Plan requires the aﬂirmative'
vote of the holders of a majority of the shares of Stock present,
or represented, and entitled to vote at the Annual Meeting,

The Board of Directors recommends a vote FOR ap-
proval of the Restricted Stock Plan (Proposal No. 3).

PROPQSAL NO. 4

PROPOSED LONG TERM
INCENTIVE COMPENSATION PLAN OF 1987

The Company’s Board of Directors has adopted, contin-
gent upon stockholder approval, and recommends to the
stockholders for their approval, The Pillsbury Company
Long Term Incentive Compensation Plan of 1987 (the “1987
Plan™). The 1987 Plan is intended to replace the 1981 Plan
and the 1982 Plan desciibed above. If the 1987 Plan is
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approved, no further awards will be made under the 1981
Plan or the 1982 Plan.

PRINCIPAL FEATURES

The principal features of the 1987 Plan are summarized
below. This summary is qualified in its entirety by reference
to the full text of the 1987 Plan, which is attached to this
proxy statement as Exhibit B.

General

The purpose of the 1987 Flan is to motivate and reward
performance on the part of employees, to aseist in attracting
and retaining empioyees of superior ability, and to provide
additional opportunities for Stock ownership by employees
in order to increase their proprietary interest in the Company
and their identification with the interests of stockholders.

The 1987 Plan authorizes the granting of awards in the
form of stock options, performance units, stock aporeciation
rights and restricted stock. The maximum number of shares
of Stock available under the 1987 Plan for such awards is
4,200,000 (subject to adjustment in the cvent of stock splits
or other similar changes in the Stock). In this connection,
each performance unit awarded is counted as one share of
Stock. Shares of Stock covered by expired cr terminated stock
options, unpaid performance units, and forfeited shares of
restricted stock may be used for subsequent awards under
the 1987 Plan. Shares of Stock awarded under the 1987 Plan
may be either authorized and unissued shares or shares held
in the Company’s treasury.

Participants in the 1987 Plan will be designated from
among the key employees of the Company and its subsidiaries
and affiliates by a committee of non-employee directors,
initially the Executive Compensation Committee (the “Com-
mittee”). The 1987 Plan does not limit the aggregate number
of shares that may be covered by awards granted 1o any one
participant. It is anticipated that approximately 500 employ-

45

=3

ST —




ecs (including ali executive officers of the Company) will be
eligible to participate in the Plan. Of this number, 460
employees have been granted one or more contingent awards
(;;?;Zl;,bl:: below}, subject to stockholder approval of the

) Nq awards may be granted under the 1987 Plan after
its termination date, which will be September 10, 1992 unless
e'xtcnded by the Company’s Board of Directors. The termina-
tn_)n date may not be exiended beyond September 10, 1997
without stockholder approval. The Board may also amend
the other provisions of the 1987 Plan, but stockholder
approval is required for any amendment that would alter the
group o{ persons eligible to become participants, or increase
the maximum number of shares of Stock available for awards.

The 1987 Plan will be administered by the Commi
which will have the power to make awnr:s. determ:::nt:'e
terms and conditions of such awards, interpret the 1987 Plan,
and ado;?t rules, regulations and procedures with respect to
the administraticn of the 1987 Plan. The Committee may
delegate to one or more of its members such of its powers
as it deems appropriate.

Stock Options

'The Committee may grant stock oplions that either
qualify as “iacentive stock options” or are “non-qualified
stock options.” The term of an incentive stock option may
not exceed the maximum term for incentive stock options
under the Code (currently 10 vears). The term of a
non-qualified stock option may not exceed such maximum
term for an incentive stock option plus one month. The stock
option purchase price may not be less than the fair market
value of the Stock on the date the stock option is granted.
The purchgsc price may be paid by tendering cash, Stock,
ora gomhmtion of both. The Committee may authorize
participants to pay any required withholding taxes in whole
or in part by having the Company withhold shares of S:ock
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(having a fair market value up to the amount of the taxes
due) from the shares otherwise issuable upon the exercise of
a stock option.

Stock options may be exercised during varying periods
of time after a participant’s termination of employment,
depending upon the reason for the termination of employ-
ment and whether the stock option is an incentive stock
option. Al stock options may be exercised for up to twelve
months following death or total disability. Incentive stock
options may be exercised for up to three months following
any other termination of employment. Non-qualified stock
options may be exercised for up to twenty-four months
following retirement, and for up to three months following
any other termination of employment. The Committee may
extend such periods in ail cases involving non-qualified stock
options, and in cases involving incentive stock options if the
termination of employment results from death or total
disability. Stock options may only be exercised to the extent
that they were exercisable at the date of termiration of
employment, and in no ecvent may a stock option be exercised
afier the expiration of its term.

Performance Units

The Committee may grant performance units, which are
contingent rights to receive future payments based upon the
achievement of performance objectives {for the Company
and/or an operating division or subsidiary) established by the
Committee. The amount paid will be based upon the extent
to which such performance objectives are achieved over a
performance period established by the Committee. The
amount paid will depend upon how many performance units
have been deemed earned. Each performance unit earned will
be valued at the fair market value of one share of Stock at
the time of payment. Payments may be made in cash, shares
of Stock or a combination of both, in the discretion of the
Committes. Participants may defer payment of carned
performance units in the manner describe above for the 1981
Plan.
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In the event of a participant’s termination of employ-
men? becausc of death, total disability, retizement or under
specnl. circumstances approved by the Committee, the
Commltwe may authorize a partial payment of the perfor-
mance umt award, prorated for the portion of the perfor-
mance period preceding termination of employment. In the
evex.nt of termination of employment for auy other reason
duymg & performance period, the participant’s performance
unit award shall terminate unless the Committee shall
otherwise determine.

The Committee may grant awards (“Substi
Awards”) that are in substitution for and replacc( outst::uti‘ixx:;
awards (“Prior Awards™) under the 1981 Plan. A Substitute
Awarq would be deemed to have been granted on the date
the Prior Award was granted, and would be subject to the
same performance objectives and performance period as the
Prior Ayv::.rd,.but the Substituts Award would not be subject
to the limitations on payment described above for the 1981
Plan. The Committee has neither granted any Substitute
Aw‘ards nor made a determination whether or not it will do
so in the future, or to whom Substituie Awards might be
grented.

Stock Appreciation Rights

The (::ommittee may grant stock appreciation rights
(’fSARs") in connection with all or part of any stock option,
cither at the time of the stock option grant, or later during
the term of the stock option. SARs entitle the participant to
receive from the Company the same economic value that
waould have been derived from the exercise of an underlying
stock optiox) and the immediate sale of the shares of Stock.
Such value is paid by the Company in cash, shares of Stock,
or a combination of both, in the discretion of the Committee.
if an SAR is exercised, the underlying stock option is
tmted as 10 the number of shares covered by the SAR
exen?xse.'SARs may not be exercised afler a participant’s
termination of employment.
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Restricted Stock .

The Committee may grant restricted stock awards that
result in shares of Stock being issued to a participant subject
to restrictions against disposition during a restricted period
established by the Committee. The Committee may provide
that the restrictions lapse as to all shares at the end of the
restricted period, or as to a portion of the shares in
installments during the restricted period. The Committee
shall determine whether or not any payment is required by
a participant upon the lapse of such restrictions and the
release of the shares to the participant. During the restricted
period, a participant has the right to vote the shares of
restricted stock and to receive dividends and ‘distributions
unless the Committee requires such dividends and distribu-
tions to be held by the Company subject to the same
restrictions as the restricted stock. The Committee may
authorize the payment of interest on amounts so withheld.

If a participant terminates employment during the
restricted period, all shares still subject to the award’s
restrictions will be forfeited and returned to the Company,
subject to the right of the Committee to waive such
restrictions in the cvent of a participant’s death, total
disability, retirement, or under gpecial circumstances ap-
proved by the Committee.

Other Provisions

The 1987 Plan provides protection of the intended
economic benefits for participants in the event of a “change
in control” (as defined in the 1987 Plan) of the Company.
The provisions for stock options (and related SARs) and
performance units are substantially identical to the “change
in control” provisions under the 1982 Plar and the 1981 Plan
described above. In the event of a “change in control” not
approved by the Company’s Board of Directors, the Commit-
tee may waive all restrictions applicable to restricted stock.
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FEDERAL INCOME TAX CONSEQUENCES
Stock ions

The grant of an incentive stock option or a non-qualified
stock option would not result in income for the participant
or in a deduction for the Company. The exercise of a
non-qualified stock option would generelly result in compen-
sation income for the participant and a deduction for the
Company, in each case measured by the difference between
the purchase price and the fair market value of the shares
at the time of exercise. Income tax withholding would be

The exercise of an incentive stock option would not
result in income for the participant if the participant (a) does
not dispose of the shares within two years after the date of
grant or one year after exercise and (b) is an employee of the
Company or a subsidiary of the Company from the date of
grant until three months before the exercise. If these
requirements are met, the basis of the shares upon later
disposition would be the purchase price. Any gain would be
taxed to the participant as long term capital gain and the
Company would not be entitled to 2 deduction. The excess
of the market value on the exercise date over the purchase
price is an item of tax preference, potentially subject to the
alternative minimum tax. If the participant disposes of the
shares prior to the expiration of either of the holding periods,
the participant would recognize compensation income and
the Company would be entitied to a deducticn equal 1o the
lesser of (i) vhe fair market value of the shares on the exercise
date minus the purchase price or (i) the amount realized on
disposition minus the purchase price. Any gain in excess of
the compensation income portion would be treated as long
term or short term capital gain.

Performance Units and SARs

The grant of a performance unit or an SAR would not
result in income for the participant or in a deduction for the
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Company. Upon the receipt of shares or cash under a
performance unit award or the exercise of an SAR, the
participant would generally recognize compensation income
and the Company would be entitled to a deduction measured
by the fair market value of the shares plus any cash received.
Income tax withholding would be required.

Restricted Stock

The grant of restricied st~ck should not result in income
for the participant or in a deduction for the Company for
federal income tax purposes, assuming the shares are subject
to restrictions resulting in a “substantial risk of forfeiture”
as intended by the Company. If there are no such restricti »ns,
the participant would recognize compensation income upon
receipt of the shares. Otherwise, a participant will generally
realize taxable compensation income when the restrictions
lapse. The amount of such income will be the value of the
Stock on that date (less any amount paid by the participant).
Dividends paid on the Stock and received by the participant
during the restricted period would also be taxable compensa-
tion income to the participant. In all cases, the Company will
be entitled to a tax deduction to the extent that, and at the
time that, the participant realizes compensation income.
Income tax withholding would be required.

AWARDS CONTINGENT UPCN
STOCKHOLDER APPROVAL

On June 1, 1987, the Committee granted contingent
awards, described below, subject to stockholder approval of
the 1987 Plan.

Contingent stock options were granted for the following
number of shares to the persons or groups indicated: to the
executive officers named in the compensation table above,
Mr. Stafford, 12,500; Mr. Campbell, 7,600; Mr. Headrick,
5,900; Mr. McBurney, 5,600; Mr. Stringer, 5,100; to all
executive officers as a group, 74,400; to all other current

s1
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officers and directors who are not executive officers as a
group, 94,800; and to all employees as a group, 469,500. All
such options were granted at a per share option price of
$38.625, and without tandem stock appreciation rights.

Contingent performance unit awards were granted for
the following number of units to the persons or groups
indicated: to the executive officers named in the compensation
table above, Mi. Stafford, 5,200; Mr. Campbell, 3,100; Mr.
Headrick, 7,200; Mr. McBumey, 2,300; and Mr. Stringer,
2,100; to all executive officers as a group, 50,500; to &ll other
current officers and directors who are not executive officers
as a group, 5,500; and to all employees as » group, 56,000.
All such awards were for a four year performance period
beginning with fiscal year 1988, and are based upon perfor-
mance objectives tied to growth in the Company’s eamings
per share over a base period, and average return on equity.
Payment of the performance units covered by the above
awards will depend upon the extent to which these perfor-
mance objectives are achieved. If minimum performance
objectives are not achieved, no performance units will be paid.
If target performance objectives are achieved, 100% of the
performance units will be paid. Proportionately smaller
payments will be made if the target performance objectives
are not fully achieved.

On July 30, 1987, the closing price for the Stock reported
on the New York Stock Exchange Composite Transactions
was $47.25 per share.

Except for the above contingent awards, no determina-
tion has been made as to who may be granted other awards
under the 1987 Plan, or the terms and provisions of any such
awards.

If stockholders do not approve the 1987 Plan, the above
contingent awards will be void, and the Committee will be
able to grant awards under the 1981 Plan and the 1982 Plan
until they expire as described above.
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OTHER INFORMATION

The effective date of the 1987 Plan is June 1, 1987,
subject to stockholder approval at the Annual Meeting.
Approval of the 1987 Plan requires the affirmative vote of
the holders of a majority of the shares of Stock present, or
iepresented, and entitled to vote at the Annual Meeting.

The Board of Directors recommends a vote FOR
approval of the 1987 Plan (Proposal No. 4).

PROPOSAL NO. §

PROPOSED INDEMNIFICATION AGREEMENTS
FOR DIRECTGRS AND OFFICERS

The Company’s Board of Directors has approved, and
authorized the Company to enter into, indemnificat®on
agrecments in substantially the form attached to this proxy
statement as Exhibit C (the “Indemnification Agreements”)
with its current and future directors and officers. The Board
of Directors has also directed that a proposal to authorize
the Company to enter into the Indemnification Agreements
be submitted to the stockholders for their approval.

PURPOSE OF THE INDEMNIFICATION
AGREEMENTS

The Board of Directors believes that the Indemnification
Agresments are in the best interests of the Company and its
stockholders. The Board telieves that the Indemnification
Agreements, in conjunction with the limitation on personal
Liability of directors provided for by the Company’s Certifi-
cate of Incorporation and the indemnification rights provided
by the Company’s By-Laws, will enhance the Company’s
ability to continue to attract and retain individuals of the
highest quality and ability to serve as its directors and officers.
Among other things, the Indemnification Agreements would
provide the Company’s directors and officers with a specific
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coniractual assurance that they will be indemnified to the
fulles: extent permitted by law, regardless of any amendment
to or repeal of the indemnification provisions in the Com-
pany’s By-Laws or any change in the composition of the
Board of Directors as might occur following an acquisition
or ‘.‘change in control” of the Company. Unlike the indemnifi-
cation provisions in the By-Laws, the Indemnification Agree-
ments would not be subject to unilateral revision or repeal
by the Company’s Board of Directors or stockholders.

CURRENT INDEMNIFICATION PROVISIONS

The General Corporation Law of the State of Delaware
(the “Delaware Statute”) provides for indemnification of
directors and officers of corporations in certain situations.
Section 145 of the Delaware Statute requires indemnification
in cases where a director or officer of a corporation has been
successful in defending any claim or proceeding and permits
indemnification, even if a director or officer has not been
successful, incueswherethedirectororoﬁceracwdingood
faith and in a manner that he or she reasonably believed was
in, or not opposed to, the best interest of the corporation. To
be indemnified with respect to criminal proceedings, the
director or officer must also have had no reasonable cause
to believe that his or her conduct was unlawful. In the case
of a claim by a third party (ie, a party other than the
corporation), the Delaware Statute permits indemnification
for judgments, fines and amounts paid in settlement, as well
as expenses. In the case of a claim by or in the right of the
corporation (including stockholder derivative suits), indem-
nification under the Delaware Statute is limited to expenses,
but does not cover judgments or amounts paid in settlement,
and no indemnification of expenses is permitted if the director
or officer is adjudged liable to the corporation, unless a court
determines that, despite such adjudication but in view of all
the circumstances, such indemnification is nonetheless
proper. The Delaware Statute also permits the advancement
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of expenses to directors and officers upon receipt of an
undertaking to repay ail amounts so advanced if it is
ultimately determined that the director or officer has not met
the applicable standard of conduct and is, therefore, not
entitled to be indemnified.

The Company’s By-Laws currently provide that the
Company shall indemnify its directors and officers to the
fullest extent permitted by the Delaware Statute. Both the
Delaware Statute and the Company’s By-Laws specifically
state that their indemnification provisions shall not be
deemed exclusive of any other rights to indemnification that
a director or officer may have, including rights under an
indemnification agreement with the Company.

In additicn, following stockholder approval at the 1986
Annual Meeting, a new Article SIXTEENTH was added to
the Company’s Certificate of Incorporation in order to assist
the Company in continuing to attract and retain highly
qualified directors. Article SLXTEENTH, in essence, elimi-
nates the personal lisbility of directors to the Company or
its stockholders for monetary damages for breaches of the
directors’ fiduciary duty of care.

SUMMARY OF INDEMNIFICATION AGREEMENTS

The principal provisions of the Indemnification Agree-
ments are summarized below. This summary is qualified in
its entirety by reference to the full text of the form of
Indemnification Agreement ettached to this proxy statement
as Exhibit C.

The Indemnification Agreements provide for indemnifi-
cation of directors and officers to the fullest extent permitted
by law. They cover any and all expenses (including attorneys’
fees), judgments, fines, penalties and amounts paid in
settlement (incliding interest and other charges) incurred in
connection with investigating, defending, being a witness or
participating in (including on appesal), any threatened,
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pending or completed action, suit or proceeding, or any
inquiry or investigation, whether civil, criminal, administra-
tive or otherwise (a “Proceeding™), related to a person’s
service as a director, officer, employee, agent or fiduciary of
the Company (or, at the request of the Company, as a
director, officer, employee, agent or fiduciary of another
corporation, partnership, joint venture, employee benefit
plan, trust or other enterprise), or related to anything done
or not done by such person in any such capacity during the
time he or she was & director or officer of the Company.

The Indemnification Agreements also provide for the
prompt advancement of all expenses incurred in connection
with any Proceeding and obligate the director or officer to
reimburse the Company for all amounts so advanced if it is
subsequently determined, as described below, that the direc-
tor or officer is not entitled to indemnification,

Indemnification would not, however, be available under
the Indemnification Agreements if a person or body (“Re-
viewing Party”) appointed by the Company’s Board of
Directors determines that such indemnification is not permit-
ted under applicable law and such determination is not
successfully challenged before a court. The Reviewing Party
may not be a party to the Proceeding in connection with
which indemnification is sought, but otherwise may be, or
consist of, one or more members of the Company’s Board
of Directors. After a “change in control” (as defined in the
Indemnification Agreement) of the Company (not approved
by the Company’s Board of Directors), all determinations
required to be made by a Reviewing Party must be made by
independent legal counsel to be selected by the director or
officer seeking indemnification and approved by the Board
(which approval cannot be unreasonably withheld). The
Company has the burden of proving that the director or
officer is not entitled to indemnification in any particular case,
and the Indemnification Agreements negate certain presump-
tions which might otherwise be drawn against a director or
officer in certain circumstances.
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In the event that the Reviewing Party determines that
a director or officer is not permitted to be indemnified under
applicable law (and, therefore, is not entitled to indemnifica-
tion under the Indemnification Agreement), the director or
officer may seek a judicial determination of his or her right
to indemnification. In addition, a director or officer is entitled
to indemnification for, and advancement of, all expenses
(including attorneys’ fees) incurred in any Proceeding seeking
to collect from the Company an indemnification payment or
advancement of expenses under the Indemnification Agree-
ment, the Company’s By-Laws or ctherwise, or in seeking
to recover under a directors’ and officers’ liability insurance
policy, whether or not the director or officer is successful.

Prior to a “change in control” of the Company (not
approved by the Company’s Board of Directors), a director
or officer would not be eatitled to indemnification in
connection with a Proceeding initiated by such director or
officer (other than to enforce his or her rights under the
Indemnification Agreement), unless such Proceeding was
authorized or consented to by the Board of Directors.

The Indemnification Agreements aiso provide that all
legal actions brought against the director or officer by or in
the right of the Company must be brought within a period
of one year from the date of the accrual of such actions (or
any shorter period that would otherwise be applicable), after
which period any such cause of action will be extinguished.
Although support can be found in Delaware law for the
proposition that parties may contractually limit a statutory
period of limitation, the enforceability of such a provision in
the context of agreements such as the Indemnification
Agreements hias not been tested in court and remains subject
to considerations of state law and public policy. Conse-
quently, legal counsel cannot give an opinion as to the
enforceability of this one-year limitation provision.

Like the Delaware Statute and the “ompany’s By-Laws,
the Indemnification Agreements provide that a director’s or
officer’s rights thereunder are not exclusive of any other
indemnification rights he or she may have; however, the
Indemnification Agreements do prevent double payment. If
the Company pays a director or officer pursuant to an
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Indemnification Agreement, the Company will be subrogated
to such director’s or officer’s right to recover from third
parties. While not requiring the maintenance of directors’ and
officers’ liability insurance, the Indemnification Agreements
require that the director or officer be covered in accordarice
with the terms of any such insurance which the Company
maintains. The Company currently maintains directors’ and
officers’ liability insurance policies providing aggregate cover-
age of $50,000,000. These policies expire May 31, 1988.

CERTAIN EFFECTS OF THE INDEMNIFICATION
AGREEMENTS '

The Indemnification Agreements ensure that. in the
event of a “change in control” of the Company, a determina-
tion of whether a director or officer is entitled to indemnifica-
tion and advancement of expenses will not be made by
potentially hostile directors. If court assistance to obtain such
indemnification is required, the director or officer can receive
indemnification for costs incurred in pursuing his or her
rights to indemnification, regardiess of whether such claim
to indemnification is successful. In addition, the Indemnifica-
tion Agreements would afford direciors and officers the
benefit of any subsequent changes in Delaware law relating
to indemnification, including any expansion of the scope of
permissible indemnification.

All rights to indemnification under the Indemnification
Agreements would exist only to the extent permitted by
applicable law. Under the Delaware Statute, indemnification
in the case of stockholder derivative suits is limited to
expenses; but, as noted above, the Delaware Statute also
provides that its indemnification provisions are not exclusive
of any other rights to indemnification, such as under the
Indemnification Agreements. The Indemnification Agree-
ments, which do not distinguish between stockholder deriva-
tive claims and third party claims, are intended to provide
indemnification of directors and officers for stockholder
derivative claims. However, the enforceability of this feature
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of the Indemnification Agreements has not been tested in
court, and it is uncertain whether Delaware’s public policy
(as codified in the Delaware Statute) would bar indemnifica-
tion of directors and officers for judgments and amounts paid
in settlement of derivative claims under the Indemnification
Agreements. Stockholders objecting to any indemnification
of a stockholder derivative claim would be required to
challenge the indemnification in an appropriate proceeding
at their own expense. Whether stockholders will receive
notice of judgments and amounts paid in settlement of
stockholder derivative claims may depend upon the jurisdic-
tion in which the derivative action is brought. Delaware law
generally provides that stockholders receive notice of dis-
missal or compromise of any derivative action in such manner
as the court deems appropriate. In addition, the federal
securities laws require that the Company’s annual proxy
statement describe briefly any transaction with a director or
executive officer that involves more than $60,000.

The Company is not aware of any pending or threatened
claim against any of the Company’s directors or officers for
which indemnification may be sought, and there has not been
any recent litigatica which would have been covered by the
Indemnification Agreements had they been in effect at that
time. The Indemnification Agreements would be applicable
with respect to any claims asserted after their effective dates,
whether arising from acts or omissions occurring before or
after their effective dates.

OTHER INFORMATION

Stockholder approval of the Indemnification Agree-
ments is not required by law. However, the Company’s
directors will be parties to and beneficiaries of the rights
conferred by the Indemnification Agreements, and will
therefore have a personal interest in approval of the Indemni-
fication Agreements. Moreover, any personal benefit that the
directors may derive could potentially be at the expense of
stockholders. As a result, the Board of Directors believes it
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is appropriate to submit the proposal to authorize the
Company to enter into the Indemnification Agreements to
stockholders for their approval. In additicn, the Company
believes that stockholder approval of the Indemnification
Agreements may pose a significant obstacle to any subsequent
stockholder attempt to invalidate the Indemniication
Agrecments.

If the stockholdcrs approve this proposal, it is antici-
pated that the Company will enter intc Indemnification
Agreements with each of its directors and officers and that
similar agreements will be entered into, from time to time,
with future directors and officers of the Company. The
Company, directly or through an appropriate subsidiary, may
also enter into similar agreements, from time to time, with
other officers, agents or representatives of the Company and
its subsidiaries. The form of the Indemnification Agreement
may be modified from time to time by the Board of Directors
as it deems appropriate, and, to the extent reasonably related
to its subject matter, by the Company’s Chief Executive
Officer and General Counsel as they deem necessary or
appropriate. If the stockholders do not approve the proposal,
the Board of Directors will reconsider whether the Indemnifi-
cation Agreements should be entered into and then take such
action as may be appropriate.

Approval of this proposal requires the affirmative vote
of the holders of a majority of the shares of Stock present,
or represented, and entitled to vote at the Annual Meeting.

The Board of Directors recommends a vote FOR
approval of Indemnification Agreements for Directors and
Officers (Proposal No. 5).

ADDITIONAL INFORMATION

STOCKHOLDZR PROPOSALS
AND NOMINATIONS

Any proposals from stockholders intended to be pre-
sented at the 1988 Annual Meeting must be reccived by the
Company by April 8, 1988. The Certificate of Incorporation
of the Company provides that no person (other than & person
nominated by or on behalf of the Board of Directors) shall
be eligible for electior as a director at any annual or special
meeting of stockholders unless a written request that such
person’s name be placed in nomination is received from a
stockholder of record by the Secretary of the Company not
less than 30 days prior to the date fixed for the meeting,
together with the written consent of such person to serve as
a director. It is presently contemplated that the 1988 Annual
Mecting will be held on Tuesday, September 13, 1988.

OTHER BUSINESS

As of the date of this proxy statement, the management
of the Company knows of no matters that will be presented
for consideration at the 1987 Annual Meeting other than
those referred to herein. If any other matters properly come
before the Meeting calling for a vote of the stockholders, it
is intended that proxies in the form solicited will be voted
in accordance with the judgment of the individual or
individuals voting the proxies.

ANNUAL REPORT ON FORM 10-K

A copy of the Company’s annual report on Form 10-K
as filed with the Securities and Exchange Commission for
the last fiscal year will be provided to stockholders without
charge upon the receipt of a written request to: Investor
Relations Department, The Pillsbury Company, Pillsbury
Center, 200 Soutk Sixth Street, Minneapolis, MN 55402.

CHARLES H. GAUCK
Secretary
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