Prompt return of the enclosed proxy card will save the expense of an additional mailing.
Your immediate attention is greatly appreciated.

Washington Water Power

Terry L. Syms ~ Mdch 31, 1998
Vice President & -
Corporate Secretary

Dear Shareholder:

On behalf of the Board of Directors, it’s my pleasure to invite you to the 1998 Annual Meeting of
Shareholders. We’ll have a reception and refreshments beginning at 2:30 p.m. Directors, officers, and other
Company representatives will be there to visit with you and answer any questions you might have. The
Annual Meeting will begin promptly at 3:00 p.m.

Date: Thursday Afternoon, May 14, 1998 Place: Spokane Opera House

Time: 2:15 p.m. Doors Open ‘ : (See next page for map/details.)
2:30 p.m. Reception and Refreshments 334 West Spokane Falls Blvd.
3:00 p.m. Annual Meeting Convenes Spokane, Washington

As noted in our Annual Report, Paul Redmond, Chairman of the Board and Chief Executive Officer
of your Company, has announced his intention to retire in 1998 subsequent to the selection of his
successor. This year’s Annual Meeting will, therefore, be unique. Please join us in honoring Mr. Redmond
as we pay tribute to a leader that has, for the past 33 years, worked diligently for the benefit of the
Company’s customers, the region, the industry and you, our shareholders.

We hope that you’ll be able to attend the meeting. Whether or not you’re able to participate, please
take the opportunity to review the Annual Report, Proxy Statement, and 1997 Financial Report. Please
also vote your proxy. Your vote is important regardless of the number of shares you own. Thank you for

your continued support.

Washington Water Power P.O. Box 3647 Spokane, Washington 99220
Shareholder Relations—(509)482-4203 or (1)(800)222-4931

Sincerely,

If you require special accommodations at the Annual Meeting due to a disability,
please call our Shareholder Relations Departm ent_hy April.24
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Washington Water Power Annual Meeting May 14, 1998
Doors open at 2:15 pm Meeting begins at 3:00 pm

Parking Lots
 Parkade
* River Park Square
* Diamond
*» Central

These lots are within
walking distance;
parking charges
vary per lot.

SH.O001

For those persons traveling east on 1-90, take the Division Street Exit No.
281. Stay left and get to a middle lane as soon as possible before reaching
Second Avenue. Head north on Division. Turn left on Trent (which becomes
Spokane Falls Boulevard). Stay in the left lane for parking located to the
left. The Opera House is on the right side of the street.

For those persons traveling west on I-90, take the Division Street Exit
No. 281. Get in the left lane when getting off the exit. Head north on
Division. Turn left on Trent (which becomes Spokane Falls Boulevard).
Stay in the left lane for parking located to the left. The Opera House is on
the right side of the street.

-You will be reimbursed for parking at the annual meeting. §
DO NOT PAY THE SPECIAL EVENT PARKING FEE.

wwwwr? Washington Water Power



THE WASHINGTON WATER POWER COMPANY
1411 East Mission Avenue
Spokane, Washington 99202

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON THURSDAY AFTERNOON, MAY 14, 1998

The Annual Meeting of Shareholders of The Washington Water Power Company will be held at the
Spokane Opera House, 334 West Spokane Falls Boulevard, Spokane, Washington 99201 at 3:00 p.m,,
Spokane Time, on Thursday, May 14, 1998, for the following purposes:

(1) To elect three directors of the Company.
(2) To consider and take action upon a proposal to approve the Long-Term Incentive Plan.

(3) To transact such other business as may come before the meeting or any adjournment or
adjournments thereof.

Shareholders of record at the close of busmess on March 19, 1998, will be entitled to notice of and to
vote at the meeting. All shareholders are cordially invited to attend the meeting in person. Shareholders
who cannot be present at the meeting are urged to sign, date, and mail the enclosed form of proxy in the
enclosed postage-paid envelope as promptly as possible.

By order of the Board of Directors,
Terry L. Syms

Vice President & Corporate Secretary

Spokane, Washington
March 31, 1998



THE WASHINGTON WATER POWER COMPANY
1411 East Mission Avenue
Spokane, Washington 99202

PROXY STATEMENT

This Proxy Statement is furnished in connection with the solicitation by the Board of Directors of The
Washington Water Power Company of proxies for use at the Annual Meeting of Shareholders to be held at
the Spokane Opera House, 334 West Spokane Falls Boulevard, Spokane, Washington 99201, at 3:00 p.m.,
Spokane Time, on Thursday, May 14, 1998, for the purposes set forth in the accompanying Notice of
Annual Meeting of Shareholders. Shares represented at the meeting by properly executed proxies in the
accompanying form will be voted at the meeting and, where the shareholder giving the proxy specifies a
choice, the proxy will be voted in accordance with the SpClelCﬂthIl so made. A proxy given for use at the
meeting may be revoked by the person giving it at any time prior to the exercise of the powers conferred
thereby. It is expected that this Proxy Statement and accompanying form of proxy will be mailed to
shareholders on or about March 31, 1998,

Holders of Common Stock of record at the close of business on March 19, 1998 will be entitled to vote
at the Annual Meeting. On that date, there were outstanding 55,960,360 shares of Common Stock.

VOTING

Holders of Common Stock, the Company’s only class of securities with general voting rights, will be
entitled to one vote per share, subject to cumulative voting rights in the election of directors as described
below. Under Washington law, action may be taken on matters submitted to shareholders only if a quorum
is present at the meeting. The presence at the Annual Meeting in person or represented by proxy, of
holders of a majority of the outstanding shares of the Company’s Common Stock on the record date,
constitutes a quorum. Subject to certain statutory exceptions, once a share is represented for any purpose
at a meeting, it is deemed present for quorum purposes for the remainder of the meeting.

With respect to the election of directors, each record holder of Common Stock will be entitled to vote
cumulatively and accordingly may give one nominee for election as many votes as the number of directors
to be elected multiplied by the number of shares held by such shareholder, or may distribute such votes
among any two or more of such nominees as such shareholder thinks fit. The nominees elected will be
those receiving the largest number of votes cast by the holders of the Common Stock, up to three
individuals for the 1998 Annual Meeting. The outcome of the vote will be determined by reference to the
number of votes cast. Withheld votes are not considered “votes cast” and, therefore, will have no effect.

The proposal to approve the Long-Term Incentive Plan will be approved if the votes duly cast in favor
of this proposal exceed the votes duly cast against the proposal. Abstention from voting on this proposal
will have no impact on the outcome of the proposal since no vote has been cast for or against it. There can
be no broker nonvotes on the election of directors or the proposal to approve the Long-Term Incentive
Plan, since brokers, fiduciaries, or other nominees, who hold shares for the accounts of their clients, have
discretionary authority to vote such shares with respect to both of these matters.



PROPOSAL 1
ELECTION OF DIRECTORS

At the meeting, three directors are to be elected, to hold office for a term of three years until 2001,
~and in each case until their respective successors shall be elected and shall qualify. Unless authority to do
so is withheld, the persons named as proxies in the accompanying form of proxy will vote for the election of
the nominees listed below, or in the discretion of such persons will vote cumulatively for the election of
one or more of such nominees. The Board of Directors has no reason to believe that any such nominee will
be unable to serve as a director. If, however, any such nominee shall become unavailable, the proxies will
have discretionary authority to vote for a substitute nominee. Duane B. Hagadone, who has served as a
director since 1966, is retiring.

The following has been prepared from information furnished to the Company by the nominees and
the continuing directors.

*Nominees for Election

W. LESTER BRYAN Director since 1996 (Current term expires 1999)
Mr. Bryan, age 57, was appointed President & Chief Operating Officer of the Company in August 1996.
He was employed by the Company in 1970. His experience includes positions in system operations and
resource planning. He was appointed Vice President of Power Supply in 1983 and Senior Vice President of
Rates and Resources in 1992, where he was responsible for all electric and natural gas wholesale
operations. Mr. Bryan also serves on the board of the Pacific Northwest Utilities Conference Committee
and is a member of the Pacific Coast Gas Association and the Eastern Washington University Business
Advisory Council,

DAVID A. CLACK* Director since 1988 (Current term expires 1998)
Mr. Clack, age 63, is a principal of Olympic Capital Partners, a private investment banking firm
headquartered in Seattle, Washington. He is also Chairman of Northwest Venture Associates, Inc. Prior to
that time and for over five years, Mr. Clack was President of Clack and Co., a private investment firm
headquartered in Spokane, Washington. Previously, he was Chairman of the Board and Chief Executive
Officer of Old National Bancorporation of Washington.

SARAH M. R. (SALLY) JEWELL Director since 1997 (Current term expires 2000)
Mrs. Jewell, age 42, has been the Executive Vice President of the Commercial Banking Group of
Washington Mutual since January 1996 and also serves as President and CEO of its Western Bank
Division. Prior to joining Washington Mutual, she spent fourteen years with Rainier Bank, Security Pacific
Bank and West One Bank, in the areas of energy banking, national accounts, credit administration, head of
business banking activities in Washington, and finally as President and CEO of West One Bank, Washing-
ton. Mrs. Jewell serves on the boards of Recreational Equipment, Inc., and Premera, parent company of
Blue Cross of Washington and Alaska and Medical Service Corporation. In addition, she serves on
advisory committees for the University of Washington’s College of Engineering, School of Business, and
Women in Engineering Initiative.

JOHN K KELLY :* Director since 1997 (Current term expires 2000)
Mr. Kelly, age 53, has been Chairman, President and CEO of Alaska Air Group since 1995 and is also
Chairman and CEO of Alaska Airlines, a wholly-owned subsidiary of Alaska Air Group. He has been a
board member of Alaska Air Group since 1989. From 1987/1994, Mr. Kelly was President and CEO of
Horizon Air and has been Chairman of the Board of Horizon Air since 1991. Horizon Air is also a wholly-
owned subsidiary of Alaska Air Group. Mr. Kelly began his career with Alaska Airlines in 1976 where he
held various executive positions including Executive Vice President and Chief Operating Officer and Vice
President of Marketing. Mr. Kelly is a member of the Northwestern University Transportation Center
Business Advisory Committee and a director of the Washington State Roundtable.
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EUGENE W. MEYER Director since 1990 (Current term expires 1999)
Mr. Meyer, age 61, has been in the financial consulting business for over five years. He was previously a
Managing Director of Kidder, Peabody & Co., Incorporated, an investment banking and brokerage firm.
His experience with that firm included serving as a board member and managing its utility finance
department. Mr. Meyer is a Chartered Financial Analyst.

PAUL A. REDMOND Director since 1980 (Current term expires 1999)
Mr. Redmond, age 61, was appointed Chairman of the Board and Chief Executive Officer of the Company
in 1985. He was employed by the Company in 1965. His experience includes Construction and Mainte-
nance Engineer, Superintendent of Contract Construction, Manager of Construction and Maintenance,
and Assistant to the President. He was appointed a Vice President in 1978, Executive Vice President in
1980, President and Chief Operating Officer in 1982, and President and Chief Executive Officer in 1984.
Mr. Redmond is also a director of U.S. Bancorp in Portland, Oregon, a director of Hecla Mining Company
in Coeur d’Alene, Idaho, Chairman of the Board of ITRON, Inc. (“ITRON”), in Spokane, Washington,
and Chairman of the Board of Pentzer Corporation (the Company’s wholly-owned private investment
firm) in Spokane, Washington. Mr. Redmond has announced his intention to retire in 1998 subsequent to
the selection of his successor.

BOBBY SCHMIDT* Director since 1997 (Current term expires 1998)
Mr. Schmidt, age 57, has been President of Schmidt Trading, Inc., a commodity trading and investment
firm located in Hilton Head Island, South Carolina, for over five years. Mr. Schmidt has extensive
experience as a commodity trader, working for many years as an independent trader in Chicago. He was a
member of the Chicago Board of Trade and while at the Board of Trade, he was associated with Refco.
Previously, Mr. Schmidt was the Chief Financial Officer of Carson Pirie Scott and served as an advisor to
the Illinois State Legislature.

LARRY A. STANLEY* Director since 1991 (Current term expires 1998)
Mr. Stanley, age 69, is Chief Executive Officer of Empire Bolt & Screw, Inc., a Spokane distribution
company which he founded in 1972. He is a past Chairman of the Association of Washington Business and
past President of the Inland Northwest Council of Boy Scouts of America. Mr. Stanley is also a board
member of the Washington State Governor’s Small Business Improvement Council and past Chairman of
the Spokane Area Chamber of Commerce. Mr. Stanley also serves on the boards of Output Technology
Corporation, CXT Incorporated, and The Coeur d’Alenes Company, all located in Spokane, Washington.

R. JOHN TAYLOR Director since 1985 (Current term expires 2000)
Mr. Taylor, age 48, was appointed Chairman and Chief Executive Officer in September 1995 of AIA
Services Corporation, a life insurance holding company and insurance agency with operations throughout
the United States. Prior to that time, Mr. Taylor served as President of AIA Services and was its Chief
Operating Officer. Mr. Taylor is also Chairman of the Board and Chief Executive Officer of The Universe
Life Insurance Company and Chairman of the Board and Chief Executive Officer of Great Fidelity Life
Insurance Company of Fort Wayne, Indiana. He is also a member of the Board of Directors of Pacific
Empire Communications Corporation of Lewiston, Idaho, and Chairman of the Board of Trustees of The
Idaho Heritage Trust. In addition, he is a member of the State of Idaho Endowment Fund Investment
Board.



SECURITY OWNERSHIP OF MANAGEMENT

The following table shows the beneficial ownership of Common Stock of the Company held, as of
March 2, 1998, by the directors, any nominee for director, each of the executive officers named in the
Summary Compensation Table, and directors and executive officers as a group. No director or executive
officer owns any of the Company’s preferred stock nor do the directors and executive officers as a group
own in excess of 1% of the outstanding Common Stock of the Company. Also, no director or executive
officer owns, nor do the directors and executive officers as a group own, in excess of 1% of the stock of any
indirect subsidiaries of the Company.

Amount and Nature of
Beneficial Ownership

Direct Indirect Total

W.Lester Bryan . ... ... . 8,297 5,977(1) 14,274
David A. Clack (2) . . ..o e 4,599 2,000(3) 6,599
Jon E. Eliassen (2) . ..o v v i 7,966 7,375(1) 15,341
Gary G.Ely . ... 7,098 5,954(1) 13,052
Robert D. Fukai........ ... . 6,888 9,660(1) 16,548
Duane B. Hagadone (2) . ....... ... ., 76,118 76,118
Sarah M. R. (Sally) Jewell ...... ... ... .. ... . ... ...... 1,730 1,730
JohnE Kelly ... o o 723 723
Eugene W. Meyer (2) . ... oo 12,620 12,620
Paul A. Redmond (2) .. ..ot 38,965(4) 16,302(1) 55,267
Bobby Schmidt. . ... .. ... 2,911 2,911
Larry A. Stanley . . ... oo 4,602 5,004(5) 9,606
R.John Taylor . ... .o 9,739 6,265(6) 16,004
All directors and executive officers as a group, including those listed

above—21 individuals .. ........ . .. .. . 273,096

(1) Shares held in the Company’s 401(k) Investment Plan.

(2) Mr. Eliassen and directors Clack, Hagadone, Meyer, and Redmond each own 642 shares of stock of
Systran Financial Services Holding Company, Inc. (formerly Pentzer Financial Services Corporation),
an indirect subsidiary of the Company, Messrs. Clack, Eliassen, Hagadone, and Meyer, each own
stock options as foliows: Form House—700 stock options, Graphic Communications—696 stock
options, Imfax—696 stock options; Systran Financial Services Holding Company, Inc.—107 stock
options. Mr. Redmond owns stock options as follows: Form House—12,195 stock options; Graphic
Communications—10,442 stock options; Imfax—10,442 stock options; Systran Financial Services
Holding Company, Inc.—10,733 stock options.

(3) These shares are held in the name of Clack & Co.
(4) Mr. Redmond shares investment and voting power with his spouse.

(5) Shares are held in a pension/profit-sharing plan not administered by the Company for which
Mr. Stanley shares voting and investment power.

(6) Includes 4,000 shares held in an employee benefit plan not administered by the Company for which
Mr. Taylor shares voting and investment power; 400 shares held by Mr. Taylor’s spouse of which shares
he disclaims beneficial ownership; and 770 shares held by Mr. Taylor as custodian for his children.
Also includes 1,095 shares for which Mr. Taylor has deferred receipt to a later date in accordance with
the provisions of the Non-Employee Director Stock Plan.



MEETINGS AND COMMITTEES OF THE BOARD OF DIRECTORS

The Board of Directors held five Board meetings in 1997. The attendance during 1997 at all meetings
of the Board and at all Board committee meetings was 100 percent.

AUDIT COMMITTEE—Assists the Board in overseeing financial reporting, corporate risk management,
and corporate control. The Committee recommends for Board appointment the independent accounting
firm that audits the Company’s financial statements, and considers the scope and results of audit services
provided by the independent auditors and the Company’s internal auditors. The Committee discusses
accounting and reporting matters and other conditions affecting the Company’s operations with manage-
ment and legal counsel, and reviews financial and operating reports. The Committee consists of directors
Jewell, Meyer, Schmidt, and Taylor, and held six meetings in 1997.

BOARD GOVERNANCE COMMITTEE (FORMERLY KNOWN AS THE EXECUTIVE COMMITTEE)—
Has and may exercise, when the Board is not in session, all the powers of said Board which may be lawfully
delegated subject to such limitations as may be provided in the Bylaws or by resolutions of the Board.
Generally, such action would only be taken to expedite Board authorization for certain corporate business
matters when it is not timely or practical for the entire Board to meet. The Committee also advises the
Board on corporate governance matters. Such matters include recommending guidelines for the role,
composition, and size of the Board. The Committee also develops Board membership criteria and reviews
potential director candidates. In addition, the Committee assists the Board in evaluating Board effective-
ness and organizational structure. The Committee consists of directors Clack, Meyer, Redmond, Stanley,
and Taylor, and held two meetings in 1997.

COMPENSATION & BENEFITS COMMITTEE—Considers and makes recommendations to the Board
with respect to compensation and benefits of executive officers of the Company. The Committee also
makes recommendations to the Board with respect to employee benefits. This Committee has also been
responsible for CEO succession planning. The Committee consists of directors Clack, Kelly, Hagadone,
and Stanley, and held seven meetings in 1997.

ENVIRONMENTAL ASSESSMENT COMMITTEE—Assists the Board in monitoring and overseeing the
Company’s environmental compliance and performance and provides policy guidance to executive man-
agement on environmental issues. The Committee consists of directors Clack and Stanley, an executive
officer, and two senior management employees of the Company. The Committee held four meetings in
1997.

NOMINATING COMMITTEE—Proposes candidates to be nominated by the Board to fill vacancies in the
Board that may occur from time to time. The Committee consists of non-employee directors. The
Committee will consider written recommendations for the Board of Directors which are made by
shareholders. Recommendations must include detailed biographical material indicating the qualifications
the candidate would bring to the Board and must include a written statement from the candidate of
willingness and availability to serve. While recommendations may be considered at any time, recommenda-
tions for a specific annual meeting must be received by December 1 of the preceding year. Recommenda-
tions should be directed to the Vice President & Corporate Secretary of the Company, 1411 East Mission
Avenue, P.O. Box 3727, Spokane, Washington 99220. The Committee generally holds discussions of Board
candidates in conjunction with regular Board meetings. Shareholders may only nominate directors for
election at meetings of shareholders in accordance with the procedures set forth in the Bylaws of the
Company.



EXECUTIVE COMPENSATION
BOARD COMPENSATION & BENEFITS COMMITTEE REPORT

To Our Shareholders:

The Compensation & Benefits Committee of the Board of Directors (the “Committee”) annually
reviews and recommends to the full Board compensation and benefit levels for executive officers. The
Committee also establishes specific strategic corporate performance goals which correspond to short-term
and long-term compensation opportunities for executive officers. The Committee. is comprised of Board
members who are not employees of the Company.

The Committee’s primary objective in establishing compensation opportunities for executive officers
is to support the Company’s goal of maximizing the value of shareholders’ interests. To achieve this
objective, the Committee believes it is critical to:

* Hire, develop, reward, and retain the most competent executives possible, and to provide compen-
sation opportunities which are competitive in the marketplace.

* Promote a close identity of interest between management and the Company’s shareholders and
encourage decision-making that_enhances shareholder value. The Committee believes that this
objective is best achieved by tying incentive opportunities to the attainment of corporate and
individual goals, and by rewarding positive results through the payment of Company Common
Stock.

* Provide incentive opportunities which link corporate objectives and performance with executive
pay. ‘

Section 162(m) of the Internal Revenue Code of 1986, as amended, generally limits the deductibility
to the Company of non-performance-based annual compensation in excess of $1 million paid to the
Company’s chief executive officer and the other four highest-paid executive officers. The proposed Long-
Term Incentive Plan set forth in this proxy statement is designed to meet the requirements of performance-
based compensation under Section 162(m). When consistent with its compensation philosophy and
objectives, the Committee intends to structure its compensation plans so that all compensation expense
including that in excess of the $1 million limit, if any, is deductible by the Company for tax purposes.

Components of Compensation

The Committee believes that executive officer compensation should be closely aligned with the
performance of the Company and that such compensation should assist the Company in attracting and
retaining key executives critical to its long-term success. To that end, the Committee’s philosophy is that
the total compensation program should consist of an annual base salary and the opportunity to earn an
annual incentive, the amount of which is dependent on Company and individual performance and which is
payable in whole or in part in the form of Company Common Stock.

The Committee considers but does not target executive officer compensation at the median of
similarly situated executives at the Company’s competitors. Rather, the Committee believes that its total
compensation opportunities for executive officers must provide significant compensation potential to
attract and retain executive officers of exceptional talent and skill. The rapidly changing nature and
increasing competitiveness of the utility industry demand that level of talent in order to maximize
shareholder value. -

In 1997, the Committee, with the help of an outside consultant, undertook a review of executive
officer compensation with a focus on the overall level and mix of total compensation, including long-term
incentive compensation awards. The Committee plans to implement certain changes to the total compen-
sation program in 1998, consistent with the objectives previously mentioned.

Base Salary

The Committee reviews each executive officer’s base salary annually. The factors which influence
Committee recommendations regarding base salary include: lévels of pay among executives in the utility

6

)



and other industries, internal pay equity considerations, level of responsibilities and job complexity, prior
experience, breadth of knowledge, and job performance, including the Committee’s subjective judgment as
to individual contribution. The Committee considers some or all of these factors as it deems appropriate;
there are no formal weightings given to any factor. Effective March 1, 1997, the Committee granted all
executive officers a 4% base salary increase.

With respect to the Chief Executive Officer’s compensation in 1997, the Committee determined that a
4% increase in base salary for Mr. Redmond was also appropriate. Mr. Redmond’s responsibilities not only
include electric and gas utility operations but also include subsidiary operations of a diverse nature, such as
energy trading, energy products and services, financial services, consumer product promotion, and manu-
facturing. In addition, the Company operates in several states, thereby requiring quality relationships and
interaction with multiple regulatory commissions and public policy leaders. Mr. Redmond has served as
CEO of the Company since 1984 and as Chairman and CEO since 1985. The Committee and the entire
Board of Directors recognize and highly value Mr. Redmond’s visionary leadership, breadth of knowledge,
significantly to the combined long-term success of the Company and its many subsidiaries (direct and
indirect).

Annual Incentive Compensation

The Executive Incentive Compensation Plan provided the opportunity in 1997 for executive officers
including Mr. Redmond to earn annual incentives in addition to their salaries. The Committee each year
establishes the target amounts as a specified percentage of the executive officer’s salary. For 1997, such
percentages ranged from 35% to 40% for certain executive officers and 50% for Mr. Redmond and
Mr. Bryan. In the event that various goals are achieved, an executive officer may be entitled to receive the
full award and, in the event that certain performance goals have been exceeded, an executive officer may
be entitled to receive up to 150% of such targeted percentage.

Each year, the Committee establishes short-term financial goals which relate to one or more
indicators of corporate financial performance. In 1997, the Committee approved an earnings per share
target which, if met, would fund a pool for executive officer incentives. However, achievement of
predetermined initiatives and individual performance determined individual award levels. Awards, if made,
were designated in the form of Company Common Stock consistent with the Committee’s philosophy that
payment in Common Stock helps strike the balance between the focus of executives on short-term and
long-term corporate results. The earnings per share target was not met in 1997. Therefore, consistent with
the pay for performance philosophy, no awards under the Executive Incentive Compensation Plan were
paid.

Compensation from Subsidiaries

Mr. Redmond serves as Chairman of the Board of Pentzer Corporation, the Company’s wholly-owned
private investment firm. As reflected in the Summary Compensation Table, the. Board of Directors of
Pentzer Corporation approved a long-term incentive payout to reward Mr. Redmond for his significant
long-term contribution to the development and success of ITRON, a company in which Pentzer had
previous ownership interest. Specifically, the award was made in connection with the sale of its ITRON

. Common Stock and the return Pentzer realized on its ITRON investment.

Mr. Redmond also received option grants from certain subsidiaries of the Company during 1997,
which are also shown in the Summary Compensation Table and the Option Tables. These grants were
approved by the boards of directors of the subsidiaries pursuant to various subsidiary incentive plans,

Members of the Compensation & Benefits Committee

David A. Clack . John E Kelly
Duane B. Hagadone Larry A. Stanley



SUMMARY COMPENSATION TABLE

Annual Compensation(1) Long-Term Compensation(1)
Awards Payouts I'I;;ag[
" e Long-Term 3
Restricted Securities - Term
___M___ Total __FE‘.‘i(sl__ Total Stock Underlying w Incentive  All Other
Name and Principal Position Year Utility(2) Nonutility Salary($) Utility(2) Nonutility Bonus($) Awards($) Options/SARs(#) Utility(2) Nonutility Payouts($) Comp.($)(10)
PA.Redmond . . . .. ............ 1997 $386,281 $165,595 $551,876 . 41,905(4) $266,898(7) $266,898 $67,864
Chairman of the Board & 1996 $382,545 $137,702 $520,247 $294,813  $106,129  $400,942(3) 29,784(5) $448,847(8) $448,847 $41,837
Chief Executive Officer 1995 $376,590 $135,352 $511,942 $283,589  $101,931  $385,520(3) 25,000(6) ~ $236,805(9) $236,805 $41,063
W LBryan .................. 1997 $224,536 $ 49,025 $273,561 $14,831
President & 1996 $193,104 $ 18,709 $211,813 $136,031 § 13,175  $149,206(3) $10,897
Chief Operating Officer 1995 $181,659 $1$1,659 $109,440 $109,440(3) . $ 6,053
J. E.Elassen . ................ 1997 $139,704 §$ 56,434 $196,138 2,287(4) $37,772
Senior Vice President, 1996 $150,999 § 33,698 $184,697 $ 93,120 $ 20,774  $113,894(3) 3,587(5) $38,618
Chief Financial Officer 1995 $147,407 § 34,252 $181,659 § 88,800 $ 20,640  $109,440(3) 10,857(6) $56,054
& Treasurer
G.GEly......... ..., 1997 $108,913 § 87,224 $196,137 $11,783
Senior Vice President & 1996 $169,932 $169,932 $ 98,200 $ 98,200(3) $ 7,823
General Manager—Energy Trading & 1995 $158,534 $158,534 §$ 83,572 $ 83,572(3) $22,389
Market Services -
RD.Fukai .................. 1997 $185,815 $185,815 $20,034
Vice President— 1996 $170,537 $170,537 $ 92,188 $ 92,188(3) $20,984
External Relations 1995 $165,142 $165,142 - § 87,053 $ 87,053(3) $13,963




.‘ Notes to Summary Compensation Table:
| (1) Includes any amounts deferred pursuant to the Executive Deferral Plan. This plan allows executive
, officers the opportunity to defer until their retirement or until their earlier termination, disability or
| death, up to 75% of their base salary and/or up to 100% of any cash awarded under the provisions of
| the Executive Incentive Compensation Plan. Accumulated deferred compensation is credited with
earnings at a non-preferential rate.

(2) Only compensation charged to utility operations is recovered as an expense for ratemaking purposes.

(3) Amounts received under the Executive Incentive Compensation Plan for 1995 and 1996
performance.

(4) Option grants to Mr. Redmond received as a director of certain of the Company’s indirect
subsidiaries: Proco Holdings Corp.—15,000; Target Woodworks, Inc.—11,905; White .Plus, Inc.—
15,000. o
Option grants to Mr. Eliassen received as a director of certain of the Company’s indirect subsidiaries;
Proco Holdings Corp.—750; Target Woodworks, Inc.—680; White Plus, Inc.—857.

(5) Option grants to Mr. Redmond received as a director of certain of the Company’s indirect
subsidiaries: ITRON—2,000; EO. Phoenix, Inc.—15,000; Bay Area Manufacturing Co., Inc.—12,784.

Option grants to Mr. Eliassen received as a director of certain of the Company’s indirect subsidiaries:
ITRON-—-2,000; EO. Phoenix, Inc.—857; Bay Area Manufacturing Co., Inc.~~730.

(6) Option grants to Mr. Redmond received as a director of certain of the Company’s indirect
subsidiaries: ITRON--10,000; and The Decker Co. Inc.—15,000.

Option grants to Mr. Eliassen received as a director of certain of the Company’s indirect subsidiaries:
ITRON—10,000; and The Decker Co. Inc.—857.

. q (7) Amount received from Pentzer Corporation as long-term incentive compensation in connection with
- the sale of its ITRON common stock and the return Pentzer realized on its ITRON investment.

(8) Amount received from Pentzer Corporation as long-term incentive compensation in connection with
the performance and sale of ITRON common stock and the development and ultimate sale of
Spokane Industrial Park. '

(9) Amount received from Pentzer Corporation as long-term incentive compensation in connection with
the performance and sale of ITRON common stock.

(10) Includes employer contributions under both the Executive Deferral Plan and the Investment and
Employee Stock Ownership Plan (401(k) plan), pursuant to which the Company matches 75% of
each executive officer’s deferral up to 6% of the first $160,000 of salary. Also includes payments for
unused, paid time-off accrued under the Company’s One-Leave Program. Amounts for 1997 under
the Deferral Plan were: Redmond—$34,009; Bryan—$7,706; Eliassen—$6,897; Ely—$4,658; Fukai~—
$5,709. Amounts for 1997 under the 401(k) plan were: Redmond—$7,125; Bryan—$7,125; Elias-
sen—$7,125; Ely—$7,125; Fukai—$7,125. Amounts for 1997 under the One-Leave Program were:
Redmond—§$26,730 (100 hrs.); Bryan—§0; Eliassen—$23,750 (250 hrs.); Ely $0; Fukai—$7,200 (80
hrs.).



OPTION/SAR GRANTS IN LAST FISCAL YEAR (1) ‘l

Potential Realizable
Value at Assumed
Annual Rates of
Stock Price
Appreciation for

Individual Grants Option Term
Number of % of Total \
Securities Options/SARs
Underlying Granted to Exercise or
Options/SARs  Employees in  Base Price  Expiration
Name Granted (#) Fiscal Year ($/Sh) Date 5% ($) 10% ($)
PA. Redmond
Proco ................ 15,000(2) 20.00% $17.33 9/30/07  $163,500 $414,300
TAIGet . oot 11,905(3) 31.25%  $22.83 7107  $170,956 $433,223
White Plus ............ 15,000(4) 20.00% $ 7.17 7/1/07  $ 67,650 $171,450
J.E. Eliassen '
Proco ................ 750(2) 1.00% $17.33 9/30/07 $ 8,175 $ 20,715
TATEEt « . eoe e 680(3) 1.80%  $22.83 7107 $ 9765 $ 24,745
White Plus ............ 857(4) 1.10% $ 7.17 7/1/07 $§ 35865 $ 9,796

(1) No option grants were made by the Company. All grants referred to are options granted by indirect
subsidiaries of the Company. The exercise price is at fair market value on the date of grant.

(2) Granted pursuant to Proco Holdings Corp. Stock Incentive Plan. Vests in whole on September 30,
2000, subject to the right of Proco Holdings Board to accelerate at any time. The value of the options
is based on book value per share.

(3) Granted pursuant to Target Woodworks, Inc. Stock, Incentive Plan. Vests in whole on July 1, 2000, “[
subject to the right of Target Woodworks Board to accelerate at any time. The value of the options is
based on book value per share.

(4) Granted pursuant to White Plus, Inc. Stock Incentive Plan. Vests in whole on July 1, 2000, subject to
the right of White Plus Board to accelerate at any time. The value of the options is based on book
value per share.

AGGREGATED OPTION/SAR EXERCISES IN
LAST FISCAL YEAR AND FY-END OPTION/SAR VALUES

Number of Securities Value of Unexercised
Underlying Unexercised In-the-Money
Shares Options/SARs at Options/SARs at
Acquired on Value FY-End (#) FY-End (%)
Name Exercise (#)  Realized ($) Exercisable Unexercisable Exercisable Unexercisable
PA. Redmond .:. 12,500(1) $363,875(1)  43,812(3)  84,689(5) $773,417(3) $144,642(7)
JE. Eliassén. . . . . C714(2)  $ 20,785(2)  2,199(4) 4731(6) $ 34,559(4) $ 8262(7)

(1) Safety Speed Cut Mfg. Co., Inc. stock options redeemed in connection with the sale of Safety Speed
Cut Mfg. Co., Inc., an amount equal to the difference between the $15.54 exercise price and the per
share Safety Speed Cut Mfg. Co., Inc. value of $44.65.

(2) Safety Speed Cut Mfg. Co., Inc. stock options redeemed in connection with the sale of Safety Speed
Cut Mfg. Co., Inc., an amount equal to the difference between the $15.54 exercise price and the per
share Safety Speed Cut Mfg. Co., Inc. value of $44.65.
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)

10,733 Systran stock options valued at $25.33 per share ($1.40 exercise price); 10,442 Graphic
Communications Holdings stock options valued at $31.67 per share ($20.00 exercise price); 12,195

" Form House stock options valued at $14.01 per share ($21.32 exercise price); and 10,442 Imfax stock

Q)

©)

(6)

™

options valued at $0 per share ($18.67 exercise price); all as of December 31, 1997.

107 Systran stock options valued at $25.33 per share ($1.40 exercise price); 696 Graphic Communica-
tions Holdings stock options valued at $31.67 per share ($20.00 exercise price); 700 Form House stock
options valued at $14.01 per share ($21.32 exercise price); and 696 Imfax stock options valued at $0
per share ($18.67 exercise price); all as of December 31, 1997.

15,000 Decker stock options; 12,784 Bay Area Manufacturing stock options; 15,000 EO. Phoenix stock
options; 11,905 Target Woodworks stock options; 15,000 White Plus stock options; and 15 000 Proco
Holdings stock options.

-

857 Decker stock options; 730 Bay Area Manufacturing stock options; 857 EO. Phoénix s"tock options;
680 Target Woodworks stock options; 857 White Plus stock options; and 750 Proco Holdings stock
options,

Decker stock options valued at $3.72 per share; Bay Area Manufacturing stock options valued at $1.14
per share; EO. Phoenix stock options valued at $0 per share; Target Woodworks stock options valued
at $4.55 per share; White Plus stock options valued at $1.34 per share; and Proco Holdings stock
options valued at $0 per share; all as of December 31, 1997.
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PENSION PLAN TABLE

Years of Service

Remuneration 15 ' 20 25 30 3s

$125,000 . ... $ 46,875 $ 62,500 $ 78,125 $ 93,750 $ 93,750
$150,000 ... .. FE $ 56,250 $ 75,000 $ 93,750 $112,500 $112,500
$175,000 .. o $ 65,625 $ 87,500 $109,375 $131,050 $131,050
$200,000 . ... ... $ 75,000 $100,000 $125,000 $150,000 $150,000
$225000 . ... .. $ 84,375 $112,500 $140,625 $168,750 $168,750
$250,000 ....... .. .. $ 93,750 $125,000 $156,250 $187,500 $187,500
$300,000 . ... ... $112,500  $150,000 $187,500 $225,000 $225,000
$400,000 . ... ... $150,000  $200,000 $250,000 $300,000 $300,000
$450,000 ...... P $168,750  $225,000 $281,250 $337,500 $337,500
$500,000 . ... ... $187,500 $250,000 $312,500 $375,000 $375,000
$550,000 . ... .. $206,250  $275,000 $343,750 $412,500 $412,500
$600,000 ... .. . $225,000  $300,000 $375,000 $450,000 $450,000
$650,000 . ... .. $243,750  $325,000 $406,250 $487,500 $487,500

The table above reflects benefits pursuant to the Retirement Plan for Employees and the Supplemen-
tal Executive Retirement Plan. The Company’s Retirement Plan for Employees provides a retirement
benefit based upon employees’ compensation and years of service. Earnings credited for retirement
purposes represent the final average annual base salary earnings of the employee for the highest 36
consecutive months during the last 120 months of service with the Company. Base salary for the named
executive officers is the amount under “Total Salary” in the Summary Compensation Table.

The Supplemental Executive Retirement Plan provides additional pension benefits to executive
officers of the Company, other than Mr. Redmond, who have attained the age of 55, and a minimum of 15
years of service with the Company. The plan is intended to provide benefits to executive officers whose
pension benefits under the Company’s Retirement Plan are reduced due to the application of Section 415
of the Internal Revenue Code of 1986 and the deferral of salary pursuant to the Executive Deferral Plan.
When combined with the Retirement Plan, the plan will provide benefits to executive officers, other than
Mr. Redmond, who retire at age 62 or older, of 2.5 percent of the final average annual base earnings
during the highest 60 consecutive months during the last 120 months of service, for each year of service up
to 30 years. Benefits will be reduced for executives who retire before age 62.

Benefits for both the Retirement Plan for Employees and the Supplemental Executive Retirement -

Plan are calculated based on a straight-life annuity, paid on a monthly basis and are not subject to
reduction for offset amounts. Years of service for listed executive officers are shown below:

Years of
Name Service
PA Redmond......... ... . .. 33
WL BIVAD © oottt e e e 28
J E EHassen ... .....o i e 27
GoG Bl . oo 31
R.D.Fukai ... 25

In August 1997, the Board of Directors of the Company approved an annual pension benefit of
$485,000 for Mr. Redmond in lieu of any pension benefit that would have otherwise been calculated under
the Company’s Retirement Plan for Employees and/or under the Supplemental Executive Retirement
Plan.
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DIRECTORS COMPENSATION

During calendar year 1997, directors who were not employees of the Company received an annual
retainer of $30,000. Of that amount, two-thirds was paid automatically in Company Common Stock,
pursuant to provisions of the Non-Employee Director Stock Plan. Directors are also paid $1,200 for each
meeting of the Board of Directors or any committee meeting of the Board of Directors and a per diem
travel fee of $1,200. Directors who served as Board committee chairpersons and who therefore have
additional responsibility and time requirements associated with Board membership receive an additional
$4,000 retainer.

The Board of Directors has set a stock ownership expectation for all members of the Board. Directors
are expected to own $100,000 of Company Common Stock within five years of their becoming a board
member and must maintain at least that amount during their tenure as a board member. This guideline
and the Non-Employee Director Stock Plan illustrate the Board’s philosophy of increased stock ownership
for all members of the Board in order to further strengthen the commonality of interest between the Board
of Directors and shareholders.

CHANGE OF CONTROL AGREEMENTS AND OTHER COMPENSATORY PLANS

Change of Control Agreements

The Company has entered into Change of Control Agreements with the Company’s executive officers,
including each of the named executive officers. The agreements will provide compensation and benefits to
the executive officers in the event of a change of control of the Company. Pursuant to the terms of the
agreements, the executives agree to remain in the employ of the Company for three years following a
change of control of the Company and will receive an annual base salary equal to at least 12 times the
highest monthly base salary paid to such executive in the 12 months preceding the change of control. In
addition to the annual base salary, each executive will receive an annual bonus at least equal to such
executive’s highest annual bonus paid by the Company during the three fiscal years preceding the change
of control (the “Recent Annual Bonus”). If employment is terminated by the Company for other than
cause or by the executive officer for good reason during the first three years after a change of control, the
executive will receive the base salary due to him or her. In addition, the executive officer will receive a
proportionate bonus based upon the higher of the Recent Annual Bonus and the executive’s annual bonus
for the last fiscal year (the “Highest Annual Bonus”), together with an amount equal to three times the
sum of the executive’s base salary and the Highest Annual Bonus. The executive will also receive all unpaid
deferred compensation and vacation pay, may continue to receive employee welfare benefits for three
years from the date of termination, and may be entitled to certain additional payments based on tax
liabilities incurred by the executive as a result of payments under the agreements. The executive will also
be entitled to a lump sum payiment equal to the actuarial value of the service credit under the Company’s
retirement plans that the executive officer would have received if he or she would have remained in the
employ of the Company for three years after the date of termination.

Supplemental Executive Disability Plan

The Supplemental Executive Disability Plan provides specified benefits to executive officers of the
Company who become disabled so as to be unable to perform any and every duty of his or her occupation.
The plan provides a benefit equal to 60 percent of the executive officer’s base annual wage at the date of
disability reduced by the aggregate amount, if any, of disability benefits provided for under the Company’s
Long-Term Disability Plan for employees, worker’s compensation benefits, and any benefit payable under
provisions of the Federal Social Security Act. Benefits will be payable for a period of time not to exceed the
earlier of the executive officer’s date of retirement or age 65.
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Executive Income Continuation Plan

In order to provide benefits to the beneficiaries of executive officers who die during their term of
office or after retirement, the Company has adopted an Executive Income Continuation Plan. Under the
plan, an executive officer’s designated beneficiary will receive, as elected by the executive officer, either
(a) a lump sum equal to twice the executive officer’s annual base salary at the time of death (or if death
occurs after retirement, a lump sum equal to twice the executive officer’s annual pension benefit) or
(b) one quarter of such sum paid in each year over a ten-year period commencing within thirty days of the
executive’s death.

PERFORMANCE GRAPH
Comparison of Five Year Cumulative Total Returns - Washington Water Power vs. Industry Indexes

$280.00
Assumes $100 was invested in WWP and each index on December 31, 1892 and that all dividends were reinvested when paid.
$260.00 -
$240.00 - " .
—i— Washington Water Power (WWP)
$220.00 - —{1— Standard & Poor's 500 Index (1)
' —— Edison Electric Institute (2)
$200.00 - —»— § & P Electric Co-MidCap (3) WWP ($192.47)
$180.00 -
$160.00 WWP ($140.26)
$140.00 -
WWP ($113.42) M
$120.00 - WWP ($123.59)
$100.00 €
WWP ($90.68)
$80.00 1993 ' 1994 ' 1995 ‘ 1996 ' 1997 ‘

Washington Standard &
Water Power Poor's 500 Edison Electric S & P Electric

index (1) Institute (2) Co-MidCap (3)
1993 +13.42 +10.09 +11.18 +10.12
1994 (20.05) +1.32 (11.57) (8.17)
1995 +36.29 +37.55 +31.02 +32.12
1996 +13.51 +22.98 +1.20 +3.31
1997 +37.20 +33.40 +27.37 +27.16
initial investment: $100
1992 $100.00 $100.00 $100.00 -$100.00
1993 $113.42 $110.09 $111.18 $110.12
1994 $ 90.68 $111.54 $ 98.32 $101.12
1995 $123.59 $153.43 $128.81 $133.60
1996 $140.28 $188.69 $130.36 $138.03
1997 $192.47 $251.,71 $166.04 $175.51

(1) A composite stock price index of 500 key companies in 90 industry groups divided into four major industry categories
(industrials, utilities, financials, and transportations).

(2) A composite stock price index of 100 of the largest publicly-traded electric and combination (electric and natural gas) utilities.

(3) The Company has added the Standard & Poor’s MidCap 400 Electric Companies Index to the performance graph and intends
to delete the Edison Electric Institute Index in the future. The EE! Index is only available to members of the Institute. The
Company is no longer a member. The Standard & Poor's MidCap 400 Index currently includes 33 MidCap electric utility
companies. The Company believes the Standard & Poor's MidCap 400 Index is a good measure of industry performance
relative to the Company.
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PROPOSAL 2
LONG-TERM INCENTIVE PLAN

On February 13, 1998, the Board of Directors, subject to shareholder approval, adopted The
Washington Water Power Company Long-Term Incentive Plan (the “Incentive Plan”). The purpose of the
Incentive Plan is to enhance the long-term profitability and shareholder value of the Company by offering
opportunities to employees, directors, and officers of the Company and its subsidiaries to participate in the
Company’s growth and success and to encourage them to remain in the service of the Company and its
subsidiaries and to acquire and maintain stock ownership in the Company.

The following summary of the Incentive Plan is qualified in its entirety by reference to the complete
text of the Incentive Plan, which is attached as Appendix A. :

Description of the Incentive Plan,

Eligibility to Receive Awards. Awards may be granted under the Incentive Plan to those employees,
directors, and officers of the Company and its subsidiaries that the Plan Administrator from time to time
selects. Approximately 100 individuals are expected to be eligible to participate in the Incentive Plan,

Awards. 'The Incentive Plan provides for grants of stock options, stock appreciation rights, stock
awards (including restricted stock), other stock-based awards and dividend equivalent rights. Awards may
be made singly, in combination or in tandem so that the settlement or payment of one automatically
reduces or cancels the other. Awards may also be made in combination or in tandem with, as alternatives
to, or as the payment form for, grants or rights under any other employee or compensation plan of the
Company or in substitution for, or by the assumption of, awards issued under plans of an acquired entity.

Stock Subject to the Incentive Plan. Subject to adjustment as provided in the Incentive Plan, a
maximum of 2,500,000 shares of Common Stock will be available for issuance under the Incentive Plan,
except that no more than 625,000 shares may be issued as restricted stock. Shares issued under the
Incentive Plan will be drawn from authorized but unissued shares or shares now held or subsequently
acquired by the Company or, to the extent required by applicable law, will be purchased by a designated
Trustee on the open market.

Subject to adjustment as provided in the Incentive Plan, no more than 200,000 shares of Common
Stock may be awarded in the aggregate as performance-based compensation to any one participant in a
single fiscal year.

Any shares of stock covered by an award that subsequently cease to be subject to the award (other
than because of exercise or settlement of the award in stock) will again be available for issuance in
connection with future grants of awards under the Incentive Plan.

In the event shares are purchased by a Trustee on the open market, such shares will be held for the
benefit of participants and will be distributed to participants or their beneficiaries by the Trustee at the
direction of the Plan Administrator.

Administration. 'The Board of Directors or a committee appointed by the Board and consisting of at
least two members of the Board will administer the Incentive Plan (the “Plan Administrator”) and will
have the authority to determine all matters relating to awards under the Incentive Plan, including the
persons to whom awards are granted, the type of awards, the number of shares of Common Stock subject
to an award, and all terms, conditions, restrictions and limitations of awards; provided, however, that the
Board may consider appointing a Plan Administrator consisting solely of two or more outside directors in
order that awards provided under the Incentive Plan constitute performance-based compensation within
the meaning of Section 162(m) of the Code. The Plan Administrator, in its sole discretion, may accelerate

‘the exercisability of or waive any or all of the restrictions and conditions applicable to any award. The Plan
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Administrator will also have the authority to authorize the Trustee of any Trust for the Incentive Plan to
make awards to selected individuals.

Options. Options granted under the Incentive Plan may be either incentive stock options (“ISOs”) or
nonqualified stock options (“NSOs”). The exercise price for all options granted under the Incentive Plan
will not be less than 100% of the Common Stock’s fair market value on the date of grant. “Fair market
value,” for purposes of the Incentive Plan, means the average of the high and low per share sales prices for
the Common Stock on the New York Stock Exchange as such price is officially quoted in the composite
tape of transactions on such exchange for a single trading day. On March 25, 1998, the closing trading price
for the Company’s Common Stock was $24% per share.

The Plan Administrator has broad discretion to determine the terms and conditions under which
options are exercisable, but under no circumstances may an option have a term exceeding ten years from
the date it is granted. The exercise price for shares purchased under options may be paid in cash or by
check, or, unless the Plan Administrator determines otherwise at any time, by a combination of cash,
check, shares of Common Stock which have been held for at least six months, or delivery of a properly
executed exercise notice, together with irrevocable instructions to a broker. The Plan Administrator may
also permit payment by a full-recourse promissory note or other forms of consideration.

Each option will be exercisable according to a vesting schedule determined by the Plan Administrator.
If no vesting schedule is set forth in the instrument evidencing the option, the option will become
exercisable in four equal annual installments beginning one year after the date of grant. The Plan
Administrator will also determine the circumstances under which an option will be exercisable in the event
the optionee ceases to provide services to the Company or one of its subsidiaries. If not so established,
options generally will be exercisable for one year after termination of services as a result of retirement,
early retirement, disability or death and for three months after all other terminations, but in no event later
than the remaining term of the option. An option will terminate automatically if the optionee’s services are
terminated for cause, as that term is defined in the Incentive Plan.

SARs. An SAR gives its holder the right to receive an appreciation distribution from the Company
equal to the difference between the value of the Common Stock subject to the right at the time of exercise
and the exercise price of the right. SARs may be issued on a stand-alone basis or in tandem with options.
For SARs granted in tandem with options, the exercise price will be the same as the option exercise price.
For stand-alone SARs, the exercise price will be as determined by the Plan Administrator, but will not be
less than 100% of the fair market value of the Common Stock on the date the right was granted, and the
term of the right, if not otherwise established by the Plan Administrator, will be for 10 years from the date
of grant. The appreciation distribution for all SARs will be paid in shares of Common Stock, cash or any
combination of shares and cash, as the Plan Administrator may determine. Unless otherwise provided by
the Plan Administrator, the provisions of the Incentive Plan regarding exercisability of options after the
termination of a holder’s services shall apply equally, to the extent applicable, to SARSs.

Stock Awards and Performance Awards. The Plan Administrator is authorized to make stock awards

(including awards of restricted stock) and performance awards to participants on such terms and subject to

such restrictions, if any (whether based on continued service or the attainment of certain performance
goals related to earnings, earnings per share, profits, profit growth, profit-related return ratios, cost
management, dividend payout ratios, economic value added, cash flow or total shareholder return, where
such goals may be stated in absolute terms or relative to comparison companies), that the Plan Administra-
tor may determine. Restrictions may include forfeiture rights in favor of the Company. Performance
awards may be awarded in cash, shares of Common Stock or a combination of cash and shares. If
performance awards granted under the Incentive Plan are denominated in cash, no more than an
aggregate maximum dollar value in excess of $1 million may be granted to any individual participant in any
one fiscal year, to the extent required for compliance with Section 162(m) of the Code.
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Other Stock-Based Awards. The Plan Administrator has the discretion to authorize any other stock-
based awards consistent with the purpose of the Incentive Plan.

Dividend Equivalent Rights. Any awards under the Incentive Plan may, in the Plan Administrator’s
discretion, earn Dividend Equivalent Rights that entitle the holder to be credited with an amount equal to
the cash or stock dividends or other distributions that would have been paid on the shares of Common
Stock covered by such award had such shares been issued and outstanding on such dividend record date.
The Plan Administrator is authorized to establish such rules and procedures governing the crediting of
Dividend Equivalent Rights as it deems necessary or appropriate.

Transferability. No award will be assignable or otherwise transferable by the holder other than by will
or the laws of descent and distribution. During the holder’s lifetime, the award may be exercised only by
the holder, unless the Plan Administrator determines otherwise in its sole discretion, and except to the
extent permitted by Section 422 of the Code. ool

Change of Control. In the event a Change of Control occurs, each award that is at the time
outstanding will automatically accelerate so that each such award becomes, immediately prior to the
Change of Control, 100% vested, unless, in the opinion of the Company’s accountants, such acceleration
would render unavailable pooling-of-interests accounting for the Change of Control or the award is to be
assumed or replaced with a comparable award for the purchase of shares by the successor corporation. Any
awards that are assumed or replaced in the Change of Control and do not otherwise accelerate at that time
will be accelerated if the holder’s employment or services subsequently terminate within three years after
the Change of Control, unless such employment or services are terminated by a successor corporation for
cause or by the holder voluntarily without good reason, as such terms are defined in the Incentive Plan.

For purposes of the Incentive Plan, the term “Change of Control” means (1) an acquisition (other
than directly from the Company) by an individual, entity or a group (excluding the Company or an
employee benefit plan of the Company or a corporation controlled by the Company’s shareholders) of
20% or more of the Company’s Common Stock or voting securities; (2) a change in the composition of the
Board of Directors as a result of which the incumbent directors, with certain specified exceptions, cease to
constitute a majority of the Board; (3) a reorganization, merger, consolidation, sale or other disposition of
all or substantially all of the Company’s assets, unless the Company’s shareholders prior to the Change of
Control own 50% or more of the stock in the resulting company or a majority of the directors of the
resulting corporation were members of the Company’s Board; or (4) approval by the shareholders of a
complete liquidation or dissolution of the Company.

Further Adjustment of Awards. Subject to the specific rules governing a Change in Controi, the Plan
Administrator has the discretion to make such further adjustments to outstanding awards as it deems
necessary, advisable and equitable to participants at any time before a sale, merger, consolidation,
reorganization, liquidation or other corporate transaction (as defined by the Plan Administrator).

Withholding. The Company may require an award holder to pay to the Company any applicable
withholding taxes that the Company is required to withhold with respect to the grant or exercise of any
award. The withholding tax may be paid in cash or, subject to applicable law, the Plan Administrator may
permit the holder to satisfy such obligations by the withholding or delivery of shares of Common Stock.

Loans, Loan Guarantees and Installments. Subject to applicable statutes and regulations, the Com-
pany may extend credit, arrange credit, guarantee obligations, and otherwise aid award holders with
financing their purchases of Common Stock pursuant to an award.

Amendment and Termination. 'The Incentive Plan may be amended or terminated at any time by the
Board of Directors, provided that, to the extent required by Section 422 of the Code or any applicable law
or regulation, any amendment that would increase the number of shares available under the Incentive
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Plan, modify the class of persons eligible to receive options or otherwise require shareholder approval
must be approved by the Company’s shareholders.

Federal Income Tax Consequences.

The following discussion summarizes the federal income tax consequences of the Incentive Plan based
on current provisions of the Code, which are subject to change. The summary does not cover any state or
local tax consequences of participation in the Incentive Plan and does not address issues related to the tax
consequences of any individual participant.

Incentive Stock Options (“ISOs”).  An optionee will not have any income at the time an ISO is
granted. When an optionee exercises an ISO while employed by the Company or one of its subsidiaries or
within three months (one year for disability) after termination of employment, no ordinary income will be
recognized by the optionee at that time. The excess (if any) of the fair market value of the shares acquired
upon such exercise over the option price may be an adjustment to the taxable income of the optionee for
alternative minimum tax purposes. If the shares acquired upon exercise are not disposed of prior to the
expiration of one year after the date of transfer and two years after the date of grant of the option, the
excess (if any) of the sales proceeds over the aggregate option price of such shares will be mid-term or
long-term capital gain eligible for favorable rates under the Code. If the shares are disposed of prior to the
expiration of such periods (a “disqualifying disposition”), the optionee will recognize ordinary income in
the year of the disqualifying disposition equal to the excess of the amount received for the shares (or, in
the case of a gift, the fair market value of the shares at the time the ISO is exercised) over the option price.
If an ISO is exercised by the optionee more than three months (one year for disability) after termination of
employment, the tax consequences are the same as those described below for nonqualified stock options.

The Company is not entitled to a tax deduction as the result of the grant or exercise of an ISO. If the
optionee has ordinary income taxable as compensation as a result of a disqualifying disposition, the
Company will be entitled to a deduction at the same time and in the same amount as the optionee,
assuming that the deduction is not disallowed by Section 162(m) of the Code.

Nongqualified Stock Options (“NSOs”). An optionee will not have any income at the time an NSO is
granted. When an optionee exercises an NSO, the difference between the option price and any higher fair
market value of the shares on the date of exercise will be ordinary income to the optionee and will be
allowed as a deduction to the Company for federal income tax purposes, assuming that the deduction is
not disallowed by Section 162(m) of the Code. When an optionee disposes of shares acquired by exercise
of the option, any amount received in excess of the market value of the shares on the date of exercise will
be treated as long-term, mid-term or short-term capital gain, depending upon the holding period of the
shares. If the amount received is less than the market value of the shares on the date of exercise, the loss
will be treated as long-term or short-term capital loss, depending upon the holding period of the shares.

Stock-for-Stock Exchanges. Additional special rules apply if the exercise price for an option is paid
for in shares previously owned by the optionee rather than in cash.

Stock Appreciation Rights. Generally, when a participant exercises an SAR, the amount of cash and
the fair market value of the shares received will be ordinary income to the participant and will be allowed
as a deduction for federal income taxes purposes to the Company.

The Board of Directors recommends a vote FOR approval of the Long-Term Incentive Plan.
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INDEPENDENT PUBLIC ACCOUNTANTS

The Board of Directors appoints the independent accountants that audit the financial statements of
the Company. It’s anticipated that the Board of Directors will formally appoint the independent account-
ants for continuing audit work in 1998 at their next board meeting. Deloitte & Touche LLP currently serves
as such independent accountants, has conducted consolidated annual audits of the Company for many
years, and is one of the world’s largest firms of independent certified public accountants. A representative
of Deloitte & Touche is expected to be present at the meeting with the opportunity to make a statement if
he/she desires to do so, and such representative is expected to be available to respond to appropriate
questions.

ANNUAL REPORT AND FINANCIAL STATEMENTS

A copy of the Company’s Annual Report to Shareholders and the Financial Report for theyear 1997
accompanies this Proxy Statement. A

OTHER BUSINESS

The Board of Directors does not intend to present any business at the meeting other than as set forth
in the accompanying Notice of Annual Meeting of Shareholders, and has no present knowledge that others
intend to present business at the meeting. If, however, other matters requiring the vote of the shareholders
properly come before the meeting or any adjournment or adjournments thereof, the persons named in the
accompanying form of proxy will have discretionary authority to vote the proxies held by them in
accordance with their judgment as to such matters, '

SHAREHOLDER PROPOSALS

Shareholder proposals intended for inclusion in the proxy materials for the 1999 Annual Meeting of
Shareholders must be received by the Company, no later than December 1, 1998. Such proposals should be
directed to the Vice President & Corporate Secretary of the Company, 1411 East Mission Avenue,
P.O. Box 3727, Spokane, Washington 99220.

EXPENSE OF SOLICITATION

The expense of soliciting proxies will be borne by the Company. Proxies will be solicited by the
Company primarily by mail, but may also be solicited personally and by telephone at nominal expense to
the Company by directors, officers, and regular employees of the Company. In addition, the Company has
engaged Beacon Hill Partners, Inc., at a cost of $3,500 plus out-of-pocket expenses, to solicit proxies in the
same manner. The Company will also request banks, brokerage houses, custodians, nominees and other
record holders of the Company’s Common Stock to forward copies of the proxy soliciting material and the
Company’s 1997 Annual Report to Shareholders and the Financial Report to the beneficial owners of such
stock, and the Company will reimburse such record holders for their expenses in connection therewith.

By order of the Board of Directors,

Terry L. Syms
Vice President & Corporate Secretary

Spokane, Washington
March 31, 1998
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Appendix A

THE WASHINGTON WATER POWER COMPANY
LONG-TERM INCENTIVE PLAN
SECTION 1. PURPOSE

The purpose of The Washington Water Power Company Long-Term Incentive Plan (the “Plan”) is to
enhance the long-term shareholder value of The Washington Water Power Company, a Washington
corporation (the “Company”), by offering opportunities to employees, directors and officers of the
Company and its Subsidiaries (as defined in Section 2) to participate in the Company’s growth and success,
and to encourage them to remain in the service of the Company and its Subsidiaries and to acqulre and
maintain stock ownership in the Company.

SECTION 2. DEFINITIONS

For purposes of the Plan, the following terms are defined as set forth below:

2.1 Award

“Award” means an award or grant made to a Participant pursuant to the Plan, including, without
limitation, awards or grants of Options, Stock Appreciation Rights, Stock Awards, Performance Awards,
Other Stock-Based Awards or any combination of the foregoing (including any Dividend Equivalent
Rights granted in connection with such Awards).

2.2 Board

“Board” means the Board of Directors of the Company.

2.3 Cause

“Cause” means (a) the willful and continued failure of the Holder to perform substantially the
Holder’s duties with the Company or one of its Subsidiaries (other than any such failure resulting from
incapacity due to physical or mental illness) after a written demand for substantial performance is
delivered to the Holder by the Board or the Chief Executive Officer of the Company which specifically
identifies the manner in which the Board or the Chief Executive Officer believes that the Holder has not
substantially performed the Holder’s duties; or (b) the willful engaging by the Holder in illegal conduct or
gross misconduct which is materially and demonstrably injurious to the Company.

2.4 Change of Control
“Change of Control” means any of the following events:

(a) The acquisition by any individual, entity or group (within the meaning of Section 13(d)(3) or
14(d)(2) of the Exchange Act) (a “Person”) of beneficial ownership (within the meaning of Rule
13d-3 promulgated under the Exchange Act) of 20% or more of either

(i) the then outstanding shares of Common Stock of the Company (the “Outstanding Company
Common Stock™) or

(ii) the combined voting power of the then outstanding voting securities of the Company entitled
to vote generally in the election of directors (the “Outstanding Company Voting Securi-
ties”); provided, however, that for purposes of this subsection (a), the following acquisitions
shall not constitute a Change of Control: (i) any acquisition directly from the Company, (ii)
any acquisition by the Company, (iii) any acquisition by any employee benefit plan (or
related trust) sponsored or maintained by the Company or any corporation controlled by the
Company or (iv) any acquisition by any corporation pursuant to a transaction which complies
with clauses (i), (ii) and (iii) of subsection (c) of this Section 2.4;



(b) A change in the Board so that individuals who constitute the Board (the “Incumbent Board”) as
of the date of adoption of the Plan cease for any reason to constitute at least a majority of the
Board after such date; provided, however, that any individual becoming a director subsequent to
such date whose election, or nomination for election by the Company’s shareholders, was
approved by a vote of at least a majority of the directors then comprising the Incumbent Board
shall be considered as though such individual were a member of the Incumbent Board, but
excluding, for this purpose, any such individual whose initial assumption of office occurs as a
result of an actual or threatened election contest with respect to the election or removal of
directors or other actual or threatened solicitation of proxies or consents by or on behalf of a
Person other than the Board;

(c) Consummation of a reorganization, merger or consolidation or sale or other disposition of all or
substantially all of the assets of the Company (a “Business Combination”), in each case, unless,
following such Business Combination, (i) all or substantially all of the individuals and entities who
were the beneficial owners, respectively, of the Outstanding Company Common Stock and
Outstanding Company Voting Securities immediately prior to such Business Combination benefi-
cially own, directly or indirectly, more than 50% of, respectively, the then outstanding shares of
Common Stock and the combined voting power of the then outstanding voting securities entitled
to vote generally in the election of directors, as the case may be, of the corporation resulting from
such Business Combination (including, without limitation, a corporation which as a result of such
transaction owns the Company or all or substantially all of the Company’s assets either directly or
through one or more subsidiaries) in substantially the same proportions as their ownership,
immediately prior to such Business Combination of the Outstanding Company Common Stock
and Outstanding Company Voting Securities, as the case may be, (ii) no Person (excluding any
corporation resulting from such Business Combination or any employee benefit plan (or related
trust) of the Company or such corporation resulting from such Business Combination) benefi-
cially owns, directly or indirectly, 20% or more of, respectively, the then outstanding shares of
Common Stock of the corporation resulting from such Business Combination or the combined
voting power of the then outstanding voting securities of such corporation except to the extent
that such ownership existed prior to the Business Combination and (iii) at least a majority of the
members of the board of directors of the corporation resulting from such Business Combination
were members of the Incumbent Board at the time of the execution of the initial agreement, or of
the action of the Board, providing for such Business Combination; or

(d) Approval by the shareholders of the Company of a complete liquidation or dissolution of the
Company.

2.5 Code

“Code” means the Internal Revenue Code of 1986, as amended from time to time.

2.6 Common Stock

“Commen Stock” means the common stock, no par value, of the Company.

2.7 Disability

“Disability” means “disability” as that term is defined for purposes of the Company’s Long-Term

Disability Plan or other similar successor plan applicable to salaried employees.

2.8 Dividend Equivalent Right

“Dividend Equivalent Right” means an Award granted under Section 13,
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2.9 Early Retirement

“Early Retirement” means early retirement as that term is defined by the Plan Administrator from
time to time for purposes of the Plan.

2.10 Exchange Act

“Exchange Act” means the Securities Exchange Act of 1934, as amended.

" 2.11 Fair Market Value

The “Fair Market Value” shall be the average of the high and low per share sales prices for the
Common Stock on the New York Stock Exchange as such price is officially quoted in the composite tape of
transactions on such exchange for a single trading day. If there is no such reported price for the Common
Stock for the date in question, then such price on the last preceding date for which such price ¢xists shall
be determinative of Fair Market Value. '

2.12 Good Reason
“Good Reason” means:

(a) The assignment to the Holder of any duties inconsistent in any respect with the Holder’s position
(including status, offices, titles and reporting requirements), authority, duties or responsibilities,
or any other action by the Company which results in a diminution in such position, authority,
duties or responsibilities, excluding for this purpose an isolated, insubstantial and inadvertent
action not taken in bad faith and which is remedied by the Company promptly after receipt of
notice thereof given by the Holder;

(b) Any failure of the Company to comply with its standard compensation arrangements with the
. Holder, including the failure to continue in effect any material compensation or benefit plan (or
the substantial equivalent thereof) in which the Holder was participating at the time of a Change

of Control, other than an isolated, insubstantial and inadvertent failure not occurring in bad faith

and which is remedied by the Company promptly after receipt of notice thereof from the Holder;

(c) Any purported termination of the Holder’s employment or service for Cause by the Company
that does not comply with the terms of the Plan; or

(d) The failure of the Company to require that any Successor Corporation (whether by purchase,
merger, consolidation or otherwise) expressly assume and agree to be bound by the terms of the
Plan in the same manner and to the same extent that the Company would be required to perform
if no such succession had taken place.

2.13 Grant Date

“Grant Date” means the date the Plan Administrator adopted the granting resolution or a later date

designated in a resolution of the Plan Administrator as the date an Award is to be granted.

2.14 Holder

“Holder” means:

(a) the Participant to whom an Award is granted;

(b) for a Holder who has died, the personal representative of the Holder’s estate, the person(s) to
whom the Holder’s rights under the Award have passed by will or by the applicable laws of
descent and distribution, or the beneficiary designated in accordance with Section 14; or
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(c) the person(s) to whom an Award has been transferred in accordance with Section 14.

2.15 Incentive Stock Option

“Incentive Stock Option” means an Option to purchase Common Stock granted under Section 7 with
the intention that it qualify as an “incentive stock option” as that term is defined in Section 422 of the

Code,

2.16 Nongqualified Stock Option

“Nongqualified Stock Option” means an Option to purchase Common Stock granted under Section 7
other than an Incentive Stock Option.

2.17 Option

“Option” means the right to purchase Common Stock granted under Section 7.

2.18 Other Stock-Based Award

“Other Stock-Based Award” means an Award granted under Section 12..

2.19 Participant

“Participant” means an individual who is a Holder of an Award or, as the context may require, any
employee, director or officer of the Company or a Subsidiary who has been designated by the Plan
Administrator as eligible to participate in the Plan.

2.20 Performance Award

“Performance Award” means an Award granted under Section 11, the payout of which is subject to
achievement through a performance period of performance goals prescribed by the Plan Administrator.

2.21 Plan Administrator

“Plan Administrator” means the Board or any committee of the Board designated to administer the
Plan under Section 3.1.

2.22 Restricted Stock

“Restricted Stock” means shares of Common Stock granted under Section 10, the rights of ownership
of which are subject to restrictions prescribed by the Plan Administrator.

2.23 Retirement

“Retirement” means retirement as of the individual’s normal retirement date under the Company’s
retirement plan for salaried employees or other similar successor plan applicable to salaried employees.

2.24 Securities Act

“Securities Act” means the Securities Act of 1933, as amended.

2.25 Stock Appreciation Right

“Stock Appreciation Right” means an Award granted under Section 9.
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2.26 Stock Award

“Stock Award” means an Award granted under Section 10.

2.27 Subsidiary

“Subsidiary,” except as provided in Section 8.3 in connection with Incentive Stock Options, means any
entity that is directly or indirectly controlled by the Company or in which the Company has a significant
ownership interest, as determined by the Plan Administrator, and any entity that may become a direct or
indirect parent of the Company.

2.28 Successor Corporation

“Successor Corporation” has the meaning set forth under Section 15.2.

2.29 Trust and Tiustee

“Trust” and “Trustee” have the meanings set forth in Section 3.2.

2.30 Tiustee Shares

“Trustee Shares” has the meaning set forth in Section 3.3.

SECTION 3. ADMINISTRATION
3.1 Plan Administrator

The Plan shall be administered by the Board or a committee or committees (which term includes
subcommiittees) appointed by, and consisting of two or more members of, the Board. If and so long as the
Common Stock is registered under Section 12(b) or 12(g) of the Exchange Act, the Board shall consider in
selecting the Plan Administrator and the membership of any committee acting as Plan Administrator, with
respect to any persons subject or likely to become subject to Section 16 of the Exchange Act, the provisions
regarding (a) “outside directors” as contemplated by Section 162(m) of the Code and (b) “nonemployee
directors” as contemplated by Rule 16b-3 under the Exchange Act. The Board may delegate the
responsibility for administering the Plan with respect to designated classes of eligible Participants to
different committees consisting of two or more members of the Board, subject to such limitations as the
Bodrd or the Plan Administrator deems appropriate. Committee members shall serve for such term as the
Board may determine, subject to removal by the Board at any time.

3.2 Administration and Interpretation by the Plan Administrator

Except for the terms and conditions explicitly set forth in the Plan, the Plan Administrator shall have
exclusive authority, in its discretion, to determine all matters relating to Awards under the Plan, including
the selection of individuals to be granted Awards, the type of Awards, the number of shares of Common
Stock subject to an Award, all terms, conditions, restrictions and limitations, if any, of an Award and the
terms of any instrument that evidences the Award, and to authorize the Trustee (the “Trustee”) of any
Trust (the “Trust”) that may be required pursuant to the Plan to grant Awards to Participants. The Plan
Administrator shall also have exclusive authority to interpret the Plan and may from time to time adopt,
and change, rules and regulations of general application for the Plan’s administration. The Plan Adminis-
trator’s interpretation of the Plan and its rules and regulations, and all actions taken and determinations
made by the Plan Administrator pursuant to the Plan, shall be conclusive and binding on all parties
involved or affected. The Plan Administrator may delegate administrative duties to such of the Company’s
officers as it so determines. ‘



3.3 Trust for the Long-Term Incentive Plan

Payments may be, but need not be, made to the Trustee, such payments to be used by the Trustee to
purchase shares of the Common Stock. Shares purchased by the Trustee pursuant to the terms of the Trust
(“Trustee Shares”) shall be held for the benefit of Participants, and shall be distributed to Participants or
their beneficiaries by the Trustee at the direction of the Plan Administrator in accordance with the terms
and conditions of the Awards. Awards may also be made in units that are redeemable (in whole or in part)
in Trustee Shares.

SECTION 4. STOCK SUBJECT TO THE PLAN
4.1 Authorized Number of Shares

Subject to adjustment from time to time as provided in Section 15.1, a maximum of 2,500,000 shares
of Common Stock shall be available for issuance under the Plan, Shares issued under the Plan shall be
drawn from authorized and unissued shares or shares now held or subsequently acquired by the Company
or, if required by applicable law, shall be purchased by the Trustee on the open market. In the event a Trust
is required, the Company shall not issue any Common Stock under the Plan to the Trust or to any
Participant, nor shall the Company purchase any Trustee Shares from the Trust.

4.2 Limitations

(a) Subject to adjustment from time to time as provided in Section 15.1, not more than an aggregate
of 625,000 shares shall be available for issuance pursuant to grants of Restricted Stock under the
Plan.

(b) Subject to adjustment from time to time as provided in Section 15.1, not more than 200,000
shares of Common Stock may be made subject to Awards under the Plan to any individual
Participant in the aggregate in any one fiscal year of the Company, such limitation to be applied
in a manner consistent with the requirements of, and only to the extent required for compliance
with, the exclusion from the limitation on deductibility of compensation under Section 162(m) of
the Code.

4.3 Reuse of Shares

Any shares of Common Stock that have been made subject to an Award that cease to be subject to the
Award {other than by reason of exercise or payment of the Award to the extent it is exercised for or settled
in shares) shall again be available for issuance in connection with future grants of Awards under the Plan;
provided, however, that for purposes of Section 4.2, any such shares shall be counted in accordance with
the requirements of Section 162(m) of the Code. Shares that are subject to tandem Awards shall be
counted only once. :

SECTION 5. ELIGIBILITY

Awards may be granted under the Plan to those officers, directors and employees of the Company and
its Subsidiaries as the Plan Administrator from time to time selects.
SECTION 6. AWARDS

6.1 Form and Grant of Awards

The Plan Administrator shall have the authority, in its sole discretion, to determine the type or types
of Awards to be made under the Plan. Such Awards may include, but are not limited to, Incentive Stock
Options, Nonqualified Stock Options, Stock Appreciation Rights, Stock Awards, Performance Awards,
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Other Stock-Based Awards and Dividend Equivalent Rights. Awards may be granted singly, in combina-
tion or in tandem so that the settlement or payment of one automatically reduces or cancels the other.
Awards may also be made in combination or in tandem with, as alternatives to, or as the payment form for,
grants or rights under any other employee or compensation plan of the Company.

6.2 Acquired Company Awards

Notwithstanding anything in the Plan to the contrary, the Plan Administrator may grant Awards under
the Plan in substitution for awards issued under other plans, or assume under the Plan awards issued under
other plans, if the other plans are or were plans of other acquired entities (“Acquired Entities”) (or the
parent of the Acquired Entity) and the new Award is substituted, or the old award is assumed, by reason of
a merger, consolidation, acquisition of property or of stock, reorganization or liquidation (the “Acquisition
Transaction”). In the event that a written agreement pursuant to which the Acquisition Transaction is
completed is approved by the Board and said agreement sets forth the terms and condltlons of the
substitution for or assumption of outstanding awards of the Acquired Entity, said terms and conditions
shall be deemed to be the action of the Plan Administrator without any further action by the Plan
Administrator, except as may be required for compliance with Rule 16b-3 under the Exchange Act, and the
persons holding such Awards shall be deemed to be Participants and Holders.

SECTION 7. AWARDS OF OPTIONS

7.1 Grant of Options

The Plan Administrator is authorized under the Plan, in its sole discretion, to issue Options as
Incentive Stock Options or as Nonqualified Stock Options, which shall be appropriately designated.

7.2 Option Exercise Price

The exercise price for shares purchased under an Option shall be as determined by the Plan
Administrator, but shall not be less than 100% of the Fair Market Value of the Common Stock on the
Grant Date.

7.3 Term of Options
The term of each Option shall be as established by the Plan Administrator or, if not so established,
shall be 10 years from the Grant Date.
7.4 Exercise of Options

The Plan Administrator shall establish and set forth in each instrument that evidences an Option the
time at which or the installments in which the Option shall vest and become exercisable, which provisions
may be waived or modified by the Plan Administrator at any time. If not so established in the instrument
evidencing the Option, the Option will vest and become exercisable according to the following schedule,
which may be waived or modified by the Plan Administrator at any time:

Period of Holder’s Continuous Employment or Percent of Total

Service With the Company or Its : Option That Is Vested
Subsidiaries From the Option Grant Date and Exercisable
After Lyear. .. .o e e 25%
After 2years . ... ... i e 50%
After 3years ...... e e e e 75%
Affer 4years ... o 100%
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To the extent that the right to purchase shares has accrued thereunder, an Option may be exercised
from time to time by written notice to the Company, in accordance with procedures established by the Plan
Administrator, setting forth the number of shares with respect to which the Option is being exercised and
accompanied by payment in full as described in Section 7.5. The Plan Administrator may determine at any
time that an Option may not be exercised as to less than 100 shares at any one time (or the lesser number
of remaining shares covered by the Option).

7.5 Payment of Exercise Price

The exercise price for shares purchased under an Option shall be paid in full to the Company by
delivery of consideration equal to the product of the Option exercise price and the number of shares
purchased. Such consideration must be paid in cash or by check, or, unless the Plan Administrator in its
sole discretion determines otherwise, either at the time the Option is granted or at any time before it is
exercised, a combination of cash and/or check (if any) and one or both of the following alternative forms:

(a) tendering (either actually or, if and so long as the Common Stock is registered under Section
12(b) or 12(g) of the Exchange Act, by attestation) Common Stock already owned by the Holder
for at least six months' (or any shorter period necessary to avoid a charge to the Company’s
earnings for financial reporting purposes) having a Fair Market Value on the day prior to the
exercise date equal to the aggregate Option exercise price or

(b) if and so long as the Common Stock is registered under Section 12(b) or 12(g) of the Exchange
Act, delivery of a properly executed exercise notice, together with irrevocable instructions, to

(i) a brokerage firm designated by the Company to deliver promptly to the Company the
aggregate amount of sale or loan proceeds to pay the Option exercise price and any
withholding tax obligations that may arise in connection with the exercise and

(ii) the Company to deliver the certificates for such purchased shares directly to such brokerage
firm, all in accordance with the regulations of the Federal Reserve Board.

In addition, to the extent permitted by the Plan Administrator in its sole discretion, the price for
shares purchased under an Option may be paid, either singly or in combination with one or more of the
alternative forms of payment authorized by this Section 7.5 by (y) a full-recourse promissory note delivered
pursuant to Section 16 or (z) such other consideration as the Plan Administrator may permit.

7.6 Post-Termination Exercises

The Plan ‘Administrator shall establish and set forth in each instrument .that evidences an Option
whether the Option will continue to be exercisable, and the terms and conditions of such exercise, if a
Holder ceases to be employed by, or to provide services to, the Company or its Subsidiaries, which
provisions may be waived or modified by the Plan Administrator at any time. If not so established in the
instrument evidencing the Option, the Option will be exercisable according to the following terms and
conditions, which may be waived or modified by the Plan Administrator at any time.

In case of termination of the Holder’s employment or services other than by reason of death or Cause,
the Option shall be exercisable, to the extent of the number of shares purchasable by the Holder at the
date of such termination, only

(a) within one year if the termination of the Holder’s employment or services is coincident with
Retirement, Early Retirement in connection with a Company program offering early retirement
or Disability or

(b) within three months after the date the Holder ceases to be an employee, director, or officer of the
Company or a Subsidiary if termination of the Holder’s employment or services is for any reason
other than Retirement, Early Retirement in connection with a Company program offering early




retirement or Disability, but in no event later than the remaining term of the Option. Any Option
exercisable at the time of the Holder’s death may be exercised, to the extent of the number of
shares purchasable by the Holder at the date of the Holder’s death, by the personal representa-
tive of the Holder’s estate, the person(s) to whom the Holder’s rights under the Award have
passed by will or the applicable laws of descent and distribution or the beneficiary designated
pursuant to Section 14 at any time or from time to time within one year after the date of death,
but in no event later than the remaining term of the Option. Any portion of an Option that is not
exercisable on the date of termination of the Holder’s employment or services shall terminate on
such date, unless the Plan Administrator determines otherwise. In case of termination of the
Holder’s employment or services for Cause, the Option shall automatically terminate upon first
notification to the Holder of such termination, unless the Plan Administrator determines
otherwise. If a Holder’s employment or services with the Company are suspended pending an
investigation of whether the Holder shall be terminated for Cause, all the Holder’s rights under
any Option likewise shall be suspended during the period of investigation. S

A transfer of employment or services between or among the Company and its Subsidiaries shall not be
considered a termination of employment or services for purposes of this Section 7.6. The effect of a
Company-approved leave of absence on the terms and conditions of an Option shall be determined by the
Plan Administrator, in its sole discretion.

SECTION 8. INCENTIVE STOCK OPTION LIMITATIONS

To the extent required by Section 422 of the Code, Incentive Stock Options shall be subject to the
following additional terms and conditions:

8.1 Dollar Limitation

To the extent the aggregate Fair Market Value (determined as of the Grant Date) of Common Stock
with respect to which Incentive Stock Options are exercisable for the first time during any calendar year
(under the Plan and all other stock option plans of the Company) exceeds $100,000, such portion in excess
of $100,000 shall be treated as a Nonqualified Stock Option. In the event the Participant holds two or more
such Options that become exercisable for the first time in the same calendar year, such limitation shall be
applied on the basis of the order in which such Options are granted. ’

8.2 10% Shareholders

If a Participant owns more than 10% of the total voting power of all classes of the Company’s stock,
then the exercise price per share of an Incentive Stock Option shall not be less than 110% of the Fair
Market Value of the Common Stock on the Grant Date and the Option term shall not exceed five years.
The determination of 10% ownership shall be made in accordance with Section 422 of the Code.

8.3 Eligible Employees

Individuals who are not employees of the Company or one of its parent corporations or subsidiary
corporations may not be granted Incentive Stock Options. For purposes of this Section 8.3, “parent
corporation” and “subsidiary corporation” shall have the meanings attributed to those terms for purposes
of Section 422 of the Code.

8.4 Term

The term of an Incentive Stock Option shall not exceed 10 years.
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8.5 Exercisability

To qualify for Incentive Stock Option tax treatment, an Option designated as an Incentive Stock
Option must be exercised within three months after termination of employment for reasons other than
death, except that, in thé case of termination of employment due to total disability, such Option must be
exercised within one year after such termination. Employment shall not be deemed to continue beyond the
first 90 days of a leave of absence unless the Participant’s reemployment rights are guaranteed by statute or
contract. For purposes of this Section 8.5, “total disability” shall mean a mental or physical impairment of
the Participant that is expected to result in death or that has lasted or is expected to last for a continuous
period of 12 months or more and that causes the Participant to be unable, in the opinion of the Company
and two independent physicians, to perform his or her duties for the Company and to be engaged in any
substantial gainful activity. Total disability shall be deemed to have occurred on the first day after the
Company and the two independent physicians have furnished their opinion of total disability to the Plan
Administrator.

8.6 Taxation of Incentive Stock Options

In order to obtain certain tax benefits afforded to Incentive Stock Options under Section 422 of the
Code, the Participant must hold the shares issued upon the exercise of an Incentive Stock Option for two
years after the Grant Date of the Incentive Stock Option and one year from the date of exercise. A
Participant may be subject to the alternative minimum tax at the time of exercise of an Incentive Stock
Option. The Plan Administrator may require a Participant to give the Company prompt notice of any
disposition of shares acquired by the exercise of an Incentive Stock Option prior to the expiration of such
holding periods.

8.7 Promissory Notes

The amount of any promissory note delivered pursuant to Section 16 in connection with an Incentive
Stock Option shall bear interest at a rate specified by the Plan Administrator but in no case less than the
rate required to avoid imputation of interest (taking into account any exceptions to the imputed interest
rules) for federal income tax purposes. '

SECTION 9. STOCK APPRECIATION RIGHTS
9.1 Grant of Stock Appreciation Righis

The Plan Administrator may grant a Stock Appreciation Right separately or in tandem with a related
Option. ’

9.2 Tandem Stock Appreciation Rights

A Stock Appreciation Right granted in tandem with a related Option will give the Holder the right to
surrender to the Company all or a portion of the related Option and to receive an appreciation distribution
(in shares of Common Stock or cash or any combination of shares and cash, as the Plan Administrator, in
its sole discretion, shall determine at any time) in an amount equal to the excess of the Fair Market Value
for the date the Stock Appreciation Right is exercised over the exercise price per share of the right, which
shall be the same as the exercise price of the related Option. A tandem Stock Appreciation Right will have
the same other terms and provisions as the related Option. Upon and to the extent a tandem Stock
Appreciation Right is exercised, the related Option will terminate.

9.3 Stand-Alone Stock Appreciation Rights

A Stock Appreciation Right granted separately and not in tandem with an Option will give the Holder
the right to receive an appreciation distribution (in shares of Common Stock or cash or any combination of
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shares and cash, as the Plan Administrator, in its sole discretion, shall determine at any time) in an amount
equal to the excess of the Fair Market Value for the date the Stock Appreciation Right is exercised over
the exercise price per share of the right.

A stand-alone Stock Appreciation Right will have such terms as the Plan Administrator may
determine, except that the exercise price per share of the right must be at least equal to 100% of the Fair
Market Value on the Grant Date and the term of the right, if not otherwise established by the Plan
Administrator, shall be 10 years from the Grant Date.

9.4 Exercise of Stock Appreciation Rights

Unless otherwise provided by the Plan Administrator in the instrument that evidences the Stock
Appreciation Right, the provisions of Section 7.6 relating to the termination of a Holder’s employment or
services shall apply equally, to the extent applicable, to the Holder of a Stock Appreciation Right.

SECTION 10. STOCK AWARDS

10.1 Grant of Stock Awards

The Plan Administrator is authorized to make Awards of Common Stock to Participants on such
terms and conditions and subject to such restrictions, if any (which may be based on continuous service
with the Company or the achievement of performance goals related to earnings, earnings per share,
profits, profit growth, profit-related return ratios, cost management, dividend payout ratios, economic
value added, cash flow or total shareholder return, where such goals may be stated in absolute terms or
relative to comparison companies), as the Plan Administrator shall determine, in its sole discretion, which
terms, conditions and restrictions shall be set forth in the instrument evidencing the Award. The terms,
conditions and restrictions that the Plan Administrator shall have the power to determine shall include,
without limitation, the manner in which shares subject to Stock Awards are held during the periods they
are subject to restrictions and the circumstances under which forfeiture of Restricted Stock shall occur by
reason of termination of the Holder’s services.

10.2 Issuance of Shares

Upon the satisfaction of any terms, conditions and restrictions prescribed in respect to a Stock Award,
or upon the Holder’s release from any terms, conditions and restrictions of a Stock Award, as determined
by the Plan Administrator, the Company shall release, as soon as practicable, to the Holder or, in the case
of the Holder’s death, to the personal representative of the Holder’s estate or as the appropriate court
directs, the appropriate number of shares of Common Stock.

10.3 Waiver of Restrictions

Notwithstanding any other provisions of the Plan, the Plan Administrator may, in its sole discretion,
waive the forfeiture period and any other terms, conditions or restrictions on any Restricted Stock under
such circumstances and subject to such terms and conditions as the Plan Administrator shall deem
appropriate. '

SECTION 11. PERFORMANCE AWARDS
11.1 Plan Administrator Authority

Performance Awards may be denominated in cash, shares of Common Stock or any combination
thereof. The Plan Administrator is authorized to grant Performance Awards and shall determine the
nature, length and starting date of the performance period for each Performance Award and the
performance objectives to be used in valuing Performance Awards and determining the extent to which
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such Performance Awards have been earned. Performance objectives and other terms may vary from
Participant to Participant and between groups of Participants. Performance objectives shall be based on
earnings, earnings per share, profits, profit growth, profit-related return ratios, cost management, dividend
payout ratios, economic value added, cash flow or total shareholder return, where such goals may be stated
in absolute terms or relative to comparison companies, as the Plan Administrator shall determine, in its
sole discretion. Additional performance measures may be used to the extent their use would comply with
the exclusion from the limitation on deductibility of compensation under Section 162(m) of the Code.
Performance periods may overlap and Participants may participate simultaneously with respect to Perform-
ance Awards that are subject to different performance periods and different performance factors and
criteria.

The Plan Administrator shall determine for each Performance Award the range of dollar values or
number of shares of Common Stock (which may, but need not, be shares of Restricted Stock pursuant to
Section 10), or a combination thereof, to be received by the Participant at the end of the performance
period if and to the extent that the relevant measures of performance for such Performance Awards are
met. If Performance Awards are denominated in cash, no more than an aggregate maximum dollar value in
excess of $1,000,000 shall be granted to any individual Participant in any one fiscal year of the Company,
such limitations to be applied in a manner consistent with the requirements of, and to the extent required
for compliance with, the exclusion from the limitation on deductibility of compensation under Section
162(m) of the Code. The earned portion of a Performance Award may be paid currently or on a deferred
basis with such interest or earnings equivalent as may be determined by the Plan Administrator. Payment
shall be made in the form of cash, whole shares of Common Stock (which may, but need not, be shares of
Restricted Stock pursuant to Section 10), Options or any combination thereof, either in a single payment
or in annual installments, all as the Plan Administrator shall determine.

11.2 Adjustment of Awards

The Plan Administrator may adjust the performance goals and measurements applicable to Perform-
ance Awards to take into account changes in law and accounting and tax rules and to make such
adjustments as the Plan Administrator deems necessary or appropriate to reflect the inclusion or exclusion
of the impact of extraordinary or unusual items, events or circumstances, except that, to the extent
required for compliance with the exclusion from the limitation on deductibility of compensation under
Section 162(m) of the Code, no adjustment shall be made that would result in an increase in the
compensation of any Participant whose compensation is subject to the limitation on deductibility under
Section 162(m) of the Code for the applicable year. The Plan Administrator also may adjust the
performance goals and measurements applicable to Performance Awards and thereby reduce the amount
to be received by any Participant pursuant to such Awards if and to the extent that the Plan Administrator
deems it appropriate.

11.3 Payout Upon Termination

The Plan Administrator shall establish and set forth in each instrument that evidences a Performance
Award whether-the Award will be payable, and the terms and conditions of such payment, if a Holder
ceases to be efaployed by, or to provide services to, the Company or its Subsidiaries, which provisions may
be waived or modified by the Plan Administrator at any time. If not so established in the instrument
evidencing the Performance Award, the Award will be payable according to the following terms and
conditions, which may be waived or modified by the Plan Administrator at any time. If during a
performance period a Participant’s employment or services with the Company terminate by reason of the
Participant’s Retirement, Early Retirement at the Company’s request, Disability or death, such Participant
shall be entitled to a payment with respect to each outstanding Performance Award at the end of the
applicable performance period (a) based, to the extent relevant under the terms of the Award, on the
Participant’s performance for the portion of such performance period ending on the date of termination
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and (b) prorated for the portion of the performance period during which the Participant was employed by
the Company, all as determined by the Plan Administrator. The Plan Administrator may provide for an
earlier payment in settlement of such Performance Award discounted at a reasonable interest rate and
otherwise in such amount and under such terms and conditions as the Plan Administrator deems
appropriate.

Except as otherwise provided in Section 15 or in the instrument evidencing the Performance Award, if
during a performance period a Participant’s employment or services with the Company terminate other
than by reason of the Participant’s Retirement, Early Retirement at the Company’s request, Disability or
death, then such Participant shall not be entitled to any payment with respect to the Performance Awards
relating to such performance period, unless the Plan Administrator shall otherwise determine., The
provisions of Section 7.6 regarding leaves of absence and termination for Cause shall apply to Performance

Awards. S

SECTION 12. OTHER STOCK-BASED AWARDS

The Plan Administrator may grant other Awards under the Plan pursuant to which shares of Common
Stock (which may, but need not, be shares of Restricted Stock pursuant to Section 10) are or may in the
future be acquired, or Awards denominated in stock units, including ones valued using measures other
than market value. Such Other Stock-Based Awards may be granted alone or in addition to or in tandem
with any Award of any type granted under the Plan and must be consistent with the Plan’s purpose

SECTION 13. DIVIDEND EQUIVALENT RIGHTS

Any Awards under the Plan may, in the Plan Administrator’s discretion, earn Dividend Equivalent
Rights. In respect of any Award that is outstanding on the dividend record date for Common Stock, the
Participant may be credited with an amount equal to the cash or stock dividends or other distributions that
would have been paid on the shares of Common Stock covered by such Award had such covered shares
been issued and outstanding on such dividend record date. The Plan Administrator shall establish such
rules and procedures governing the crediting of Dividend Equivalent Rights, including the timing, form of
payment and payment contingencies of such Dividend Equivalent Rights, as it deems are appropriate or
necessary.

SECTION 14. ASSIGNABILITY

No Option, Stock Appreciation Right, Stock Award, Performance Award, Other Stock-Based Award
or Dividend Equivalent Right granted under the Plan may be assigned or transferred by the Holder other
than by will or by the applicable laws of descent and distribution, and, during the Holder’s lifetime, such
Awards may be exercised only by the Holder or a permitted assignee or transferee of the Holder (as
provided below). Notwithstanding the foregoing, and to the extent permitted by Section 422 of the Code,
the Plan Administrator, in its sole discretion, may permit such assignment, transfer and exercisability and
may permit a Holder of such Awards to designate a beneficiary who may exercise the Award or receive
compensation under the Award after the Holder’s death; provided, however, that any Award so assigned or
transferred shall be subject to all the same terms and conditions contained in the instrument evidencing
the Award.

SECTION 15. ADJUSTMENTS
15.1 Adjustment of Shares

In the event that, at any time or from time to time, a stock dividend, stock split, spin-off, combination
or exchange of shares, recapitalization, merger, consolidation, distribution to shareholders other than a
normal cash dividend or other change in the Company’s corporate or capital structure results in (a) the
outstanding shares, or any securities exchanged therefor or received in their place, being exchanged for a
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different number or class of securities of the Company or of any other corporation or (b) new, different or
additional securities of the Company or of any other corporation being received by the holders of shares of
Common Stock of the Company, then the Plan Administrator shall make proportional adjustments in (i)
the maximum number and kind of securities subject to the Plan as set forth in Section 4.1, (ii) the
maximum number and kind of securities that may be made subject to Stock Awards and to Awards to any
individual Participant as set forth in Section 4.2, and (iii) the number and kind of securities that are subject
to any outstanding Award and the per share price of such securities, without any change in the aggregate
price to be paid therefor. The determination by the Plan Administrator as to the terms of any of the
foregoing adjustments shall be conclusive and binding.

15.2 Change of Control

Except as otherwise provided in the instrument that evidences the Award, in the event of any Change
of Control, each Award that is at the time outstanding shall automatically accelerate so that each such
Award shall, immediately prior to the specified effective date for the Change of Control, become 100%
vested and exercisable, except that such acceleration will not occur if, in the opinion of the Company’s
outside accountants, it would render unavailable “pooling of interest” accounting for a Change of Control
that would otherwise qualify for such accounting treatment. Such Award shall not so accelerate, however,
if and to the extent that such Award is, in connection with the Change of Control, either to be assumed by
the successor corporation or parent thereof (the “Successor Corporation”) or to be replaced with a
comparable award for the purchase of shares of the capital stock of the Successor Corporation. The
determination of Award comparability under clause (a) above shall be made by the Plan Administrator,
and its determination shall be conclusive and binding. All such Awards shall terminate and cease to remain
outstanding immediately following the consummation of the Change of Control, except to the extent
assumed by the Successor Corporation. Any such Awards that are assumed or replaced in the Change of
Control and do not otherwise accelerate at that time shall be accelerated in the event that the Holder’s
employment or services should subsequently terminate within three years following such Change of
Control, unless such employment or services are terminated by the Successor Corporation for Cause or by
the Holder voluntarily without Good Reason.

15.3 Further Adjustment of Awards

Subject to Section 15.2, and subject to the limitations set forth in Section 11, the Plan Administrator
shall have the discretion, exercisable at any time before a sale, merger, consolidation, reorganization,
liquidation or other corporate transaction, as defined by the Plan Administrator, to take such further
action as it determines to be necessary or advisable, and fair and equitable to Participants, with respect to
Awards. Such authorized action may include (but shall not be limited to) establishing, amending or waiving
the type, terms, conditions or duration of, or restrictions on, Awards so as to provide for earlier, later,
extended or additional time for exercise, payment or settlement or lifting restrictions, differing methods for
calculating payments or settlements, alternate forms and amounts of payments and settlements and other
modifications, and the Plan Administrator may take such actions with respect to all Participants, to certain
categories of Participants or only to individual Participants. The Plan Administrator may take such action
before or after granting Awards to which the action relates and before or after any public announcement
with respect to such sale, merger, consolidation, reorganization, liquidation or change in control that is the
reason for such action.

15.4 Limitations

The grant of Awards will in no way affect the Company’s right to adjust, reclassify, reorganize or
otherwise change its capital or business structure or to merge, consolidate, dissolve, liquidate or sell or
transfer all or any part of its business or assets,
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SECTION 16. WITHHOLDING

The Company may require the Holder to pay to the Company the amount of any withholding taxes
that the Company is required to withhold with respect to the grant, exercise, payment or settlement of any
Award. Subject to the Plan and applicable law and unless the Plan Administrator determines otherwise,
the Holder may satisfy withholding obligations, in whole or in part, by paying cash, by electing to have the
Company withhold shares of Common Stock or by transferring shares of Common Stock to the Company,
in such amounts as are equivalent to the Fair Market Value of the withholding obligation. The Company
shall have the right to withhold from any Award or any shares of Common Stock issuable pursuant to an
Award or from any cash amounts otherwise due or to become due from the Company to the Participant an
amount equal to such taxes. The Company may also deduct from any Award any other amounts due from
the Participant to the Company or a Subsidiary.

SECTION 17. LOANS, INSTALLMENT PAYMENTS AND LLOAN GUARANTEES

To assist a Holder (including a Holder who is an officer or a director of the Company) in acquiring
shares of Common Stock pursuant to an Award granted under the Plan, the Plan Administrator, in its sole
discretion, may authorize, either at the Grant Date or at any time before the acquisition of Common Stock
pursuant to the Award, (a) the extension of a loan to the Holder by the Company, (b) the payment by the
Holder of the purchase price, if any, of the Common Stock in installments, or (c) the guarantee by the
Company of a loan obtained by the grantee from a third party. The terms of any loans, installment
payments or loan guarantees, including the interest rate and terms of and security for repayment, will be
subject to the Plan Administrator’s discretion. The maximum credit available is the purchase price, if any,
of the Common Stock acquired, plus the maximum federal and state income and employment tax liability
that may be incurred in connection with the acquisition.

SECTION 18. AMENDMENT AND TERMINATION OF PLAN
18.1 Amendment of Plan

The Plan may be amended only by the Board as it shall deem advisable; however, to the extent
required for compliance with Section 422 of the Code or any applicable law or regulation, shareholder
approval will be required for any amendment that will (a) increase the total number of shares as to which
Options may be granted or that may be used in payment of Stock Appreciation Rights, Performance
Awards, Other Stock-Based Awards or Dividend Equivalent Rights under the Plan or that may be issued as
Stock Awards, (b) modify the class of persons eligible to receive Options, or (c) otherwise require
shareholder approval under any applicable law or regulation.

18.2 Termination of Plan

The Board may suspend or terminate the Plan at any time. The Plan will have no fixed expiration
date; provided, however, that no Incentive Stock Options may be granted more than 10 years after the
earlier of the Plan’s adoption by the Board and approval by the shareholders.

18.3 Consent of Holder

The amendment or termination of the Plan shall not, without the consent of the Holder of any Award
under the Plan, impair or diminish any rights or obligations under any Award theretofore granted under
the Plan. Any change or adjustment to an outstanding Incentive Stock Option shall not, without the
consent of the Holder, be made in a manner so as to constitute a “modification” that would cause such
Incentive Stock Option to fail to continue to qualify as an Incentive Stock Option.
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SECTION 19. GENERAL
19.1 Award Agreements

Awards granted under the Plan shall be evidenced by a written agreement that shall contain such
terms, conditions, limitations and restrictions as the Plan Administrator shall deem advisable and that are
not inconsistent with the Plan.

19.2 Continued Employment or Services; Rights in Awards

None of the Plan, participation in the Plan as a Participant or any action of the Plan Administrator
taken under the Plan shall be construed as giving any Participant or employee of the Company any right to
be retained in the employ of the Company or limit the Company’s right to terminate the employment or
services of the Participant.

19.3 Registration

The Company shall be under no obligation to any Participant to register for offering or resale or to
qualify for exemption under the Securities Act, or to register or qualify under state securities laws, any
shares of Common Stock, security or interest in a security paid or issued under, or created by, the Plan, or
to continue in effect any such registrations or qualifications if made.

The Company may issue certificates for shares with such legends and subject to such restrictions on
transfer and stop-transfer instructions as counsel for the Company deems necessary or desirable for
compliance by the Company with federal and state securities laws.

Inability of the Company to obtain, from any regulatory body having jurisdiction, the authority
deemed by the Company’s counsel to be necessary for the lawful issuance and sale of any shares hereunder
or the unavailability of an exemption from registration for the issuance and sale of any shares hereunder
shall relieve the Company of any liability in respect of the nonissuance or sale of such shares as to which
such requisite authority shall not have been obtained.

19.4 No Rights as a Shareholder

No Award shall entitle the Holder to any cash dividend (except to the extent provided in an Award of
Dividend Equivalent Rights), voting or other right of a shareholder unless and until the date of issuance
under the Plan of the shares that are the subject of such Award, free of all applicable restrictions.

19.5 Compliance With Laws and Regulations

Notwithstanding anything in the Plan to the contrary, the Board, in its sole discretion, may bifurcate
the Plan so as to restrict, limit or condition the use of any provision of the Plan to Participants who are
officers or directors subject to Section 16 of the Exchange Act without so restricting, limiting or
conditioning the Plan with respect to other Participants. Additionally, in interpreting and applying the
provisions of the Plan; any Option granted as an Incentive Stock Option pursuant to the Plan shall, to the
extent permitted by law, be construed as an “incentive stock option” within the meaning of Section 422 of
the Code.

19.6 Unfunded Plan

The Plan is intended to constitute an “unfunded” plan. Nothing contained herein shall require the
Company to segregate any monies or other property, or shares of Common Stock, or to create any trusts,
or to make any special deposits for any immediate or deferred amounts payable to any Participant, and no
Participant shall have any rights that are greater than those of a general unsecured creditor of the
Company.
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19.7 Severability

If any provision of the Plan or any Award is determined to be invalid, illegal or unenforceable in any
jurisdiction, or as to any person, or would disqualify the Plan or any Award under any law deemed
applicable by the Plan Administrator, such provision shall be construed or deemed amended to conform to
applicable laws, or, if it cannot be so construed or deemed amended without, in the Plan Administrator’s
determination, materially altering the intent of the Plan or the Award, such provision shall be stricken as to
such jurisdiction, person or Award, and the remainder of the Plan and any such Award shall remain in full
force and effect.

- SECTION 20. EFFECTIVE DATE

The Plan’s effective date is the date on which it is adopted by the Board, so long as it is approved by
the Company’s shareholders at any time within 12 months of such adoption or, if earlier, and to the éxtent
required for compliance with Rule 16b-3 under the Exchange Act, at the next annual meeting of the
Company’s shareholders after adoption of the Plan by the Board.
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