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ITEM 5.   OTHER EVENTS. 

               On June 4, 1999, AlliedSignal Inc.  ("AlliedSignal") entered 

          into an Agreement and Plan of Merger  ("Merger  Agreement")  with 

          Honeywell Inc.  ("Honeywell")  and Blossom  Acquisition  Corp., a 

          wholly owned subsidiary of AlliedSignal  ("Merger Sub"). Pursuant 

          to the Merger Agreement, at the effective time of the Merger (the 

          "Effective  Time")  Merger  Sub  will be  merged  with  and  into 

          Honeywell,  which  will  become  a  wholly  owned  subsidiary  of 

          AlliedSignal.  At the Effective Time, each  outstanding  share of 

          common stock of Honeywell  will be converted into 1.875 shares of 

          common stock of AlliedSignal,  and the name of AlliedSignal  will 

          be changed to Honeywell International Inc. 

               In connection  with the  execution of the Merger  Agreement, 

          AlliedSignal and Honeywell  entered into stock option  agreements 

          pursuant to which each granted the other an option,  exerciseable 

          in certain circumstances  described therein, to purchase a number 

          of shares of the  grantor's  common stock equal to  approximately 

          19.9% of the number of outstanding  shares of common stock of the 

          grantor,  without  giving  effect  to the  shares  issuable  upon 

          exercise of the option. 

               A copy of the Merger Agreement is attached hereto as Exhibit 

          2.1.  and copies of the stock option  agreements  entered into in 

          connection  with the  Merger  Agreement  are  attached  hereto as 

          Exhibits 2.2 and 2.3, respectively.  The foregoing description of 

          the Merger Agreement and the stock option agreements is qualified 

          in its entirety by reference to the full text of such agreements, 

          each of which is incorporated herein by reference.  A joint press 

          release  announcing  the  execution of the Merger  Agreement  was 

          issued on June 7,  1999,  a copy of which is  attached  hereto as 

          Exhibit 99.1 and incorporated herein by reference.  Presentations 

          to analysts,  dated June 7, 1999, are attached  hereto as Exhibit 

          99.2. 
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                        AGREEMENT AND PLAN OF MERGER 

     THIS AGREEMENT AND PLAN OF MERGER (this "Agreement") dated as of June 

4, 1999 by and among HONEYWELL INC., a Delaware corporation (the 

"Company"), ALLIEDSIGNAL INC., a Delaware corporation ("Parent"), and 

BLOSSOM ACQUISITION CORP., a newly formed Delaware corporation and a wholly 

owned subsidiary of Parent ("Merger Subsidiary"). 

                            W I T N E S S E T H: 

     WHEREAS, the respective Boards of Directors of Parent, Merger 

Subsidiary and the Company have approved this Agreement, and deem it 

advisable and in the best interests of their respective stockholders to 

consummate the merger of Merger Subsidiary with and into the Company on the 

terms and conditions set forth in this Agreement (the "Merger"); 

     WHEREAS, for United States federal income tax purposes, it is intended 

that the Merger qualify as a "reorganization" within the meaning of Section 

368 of the Internal Revenue Code of 1986, as amended, and the rules and 

regulations promulgated thereunder (the "Code"); 

     WHEREAS, for accounting purposes, it is intended that the Merger be 

accounted for as a "pooling of interests" under United States generally 

accepted accounting principles ("GAAP") and the rules and regulations of 

the Securities and Exchange Commission (the "Commission"); and 

     WHEREAS, as a condition and inducement to each of Parent's and the 

Company's willingness to enter into this Agreement, concurrently with the 

execution and delivery of this Agreement, Parent and the Company are 

entering into (i) a Stock Option Agreement dated as of the date of this 

Agreement (the "Parent Option Agreement"), pursuant to which the Company is 

granting to Parent an option to purchase shares of common stock, par value 

$1.50 per share, of the Company ("Company Common Stock") at $109.453 per 

share, under certain circumstances, and (ii) a Stock Option Agreement dated 

as of the date of this Agreement (the "Company Option Agreement" and, 

together with the Parent Option Agreement, the "Option Agreements"), 

pursuant to which Parent is granting to the Company an option to purchase 

shares of the common stock, par value $1.00 per share, of Parent ("Parent 

Common Stock") at $58.375 per share, under certain circumstances. 

     NOW, THEREFORE, in consideration of the promises and the respective 

representations, warranties, covenants, and agreements set forth herein, 

the parties agree as follows: 

                                 ARTICLE I 

                                 THE MERGER 

     SECTION 1.1 The Merger. 

          (a)  As soon as practicable after satisfaction or, to the extent 

permitted hereunder, waiver of all conditions to the Merger, the Company 

and Merger Subsidiary will file a certificate of merger with the Secretary 

of State of the State of Delaware and make all other filings or recordings 

required by Delaware Law to be made in connection with the Merger. The 

Merger shall become effective at such time as the certificate of merger is 

duly filed with the Secretary of State of the State of Delaware or, if 

agreed to by the Company and Parent, at such later time as is specified in 

the certificate of merger (the "Effective Time"). 

          (b)  At the Effective Time, Merger Subsidiary shall be merged 

with and into the Company in accordance with the requirements of the 

General Corporation Law of the State of Delaware (the "Delaware Law"), 

whereupon the separate existence of Merger Subsidiary shall cease, and the 

Company shall be the surviving corporation in the Merger (the "Surviving 

Corporation"). 

          (c)  From and after the Effective Time, the Surviving Corporation 

shall possess all the rights, privileges, powers and franchises and be 

subject to all of the restrictions, disabilities and duties of the Company 

and Merger Subsidiary, all as provided under Delaware Law. 

          (d)  The closing of the Merger (the "Closing") shall take place 

(i) at the offices of Fried, Frank, Harris, Shriver & Jacobson, One New 

York Plaza, New York, New York, as soon as practicable, but in any event 

within three business days, after the day on which the last to be fulfilled 

or waived of the conditions set forth in Article VIII (other than those 



conditions that by their nature are to be fulfilled at the Closing, but 

subject to the fulfillment or waiver of such conditions) shall be fulfilled 

or waived in accordance with this Agreement or (ii) at such other place and 

time or on such other date as the Company and Parent may agree in writing 

(the "Closing Date"). 

     SECTION 1.2    Conversion Of Shares. 

          (a)  At the Effective Time by virtue of the Merger and without 

any action on the part of the holder thereof: 

               (i)   each share of the Company Common Stock held by the 

     Company as treasury stock or owned by Parent or any subsidiary of 

     Parent or the Company immediately prior to the Effective Time shall be 

     canceled, and no payment shall be made with respect thereto; 

               (ii)  each share of common stock of Merger Subsidiary 

     outstanding immediately prior to the Effective Time shall be converted 

     into and become one share of common stock of the Surviving Corporation 

     with the same rights, powers and privileges as the shares so converted 

     and shall constitute the only outstanding shares of capital stock of 

     the Surviving Corporation; and 

               (iii) each share of Company Common Stock outstanding 

     immediately prior to the Effective Time shall, except as otherwise 

     provided in Section 1.2(a)(i), be converted into the right to receive 

     1.875 shares of Parent Common Stock (the "Exchange Ratio"). 

          (b)  All Parent Common Stock issued as provided in Section 

1.2(a)(iii) shall be of the same class and shall have the same terms as the 

currently outstanding Parent Common Stock. The shares of Parent Common 

Stock to be received as consideration pursuant to the Merger with respect 

to shares of Company Common Stock (together with cash in lieu of fractional 

shares of Parent Common Stock as specified below) is referred to herein as 

the "Merger Consideration." 

          (c)  From and after the Effective Time, all shares of Company 

Common Stock converted in accordance with Section 1.2(a)(iii) shall no 

longer be outstanding and shall automatically be canceled and retired and 

shall cease to exist, and each holder of a certificate representing any 

such shares (a "Certificate") shall cease to have any rights with respect 

thereto, except the right to receive the Merger Consideration and any 

dividends payable pursuant to Section 1.3(f). From and after the Effective 

Time, all certificates representing the common stock of Merger Subsidiary 

shall be deemed for all purposes to represent the number of shares of 

common stock of the Surviving Corporation into which they were converted in 

accordance with Section 1.2(a)(ii). 

     SECTION 1.3    Surrender And Payment. 

          (a)  Prior to the Effective Time, Parent shall appoint The Bank 

of New York or such other exchange agent reasonably acceptable to the 

Company (the "Exchange Agent") for the purpose of exchanging Certificates 

for the Merger Consideration. Parent will make available to the Exchange 

Agent, as needed, the Merger Consideration to be delivered in respect of 

the shares of Company Common Stock. Promptly after the Effective Time, 

Parent will send, or will cause the Exchange Agent to send, to each holder 

of record of shares of Company Common Stock as of the Effective Time, a 

letter of transmittal for use in such exchange (which shall specify that 

the delivery shall be effected, and risk of loss and title shall pass, only 

upon proper delivery of the Certificates to the Exchange Agent) in such 

form as the Company and Parent may reasonably agree, for use in effecting 

delivery of shares of Company Common Stock to the Exchange Agent. 

          (b)  Each holder of shares of Company Common Stock that have been 

converted into a right to receive the Merger Consideration, upon surrender 

to the Exchange Agent of a Certificate, together with a properly completed 

letter of transmittal, will be entitled to receive the Merger Consideration 

in respect of the shares of Company Common Stock represented by such 

Certificate. Until so surrendered, each such Certificate shall, after the 

Effective Time, represent for all purposes only the right to receive such 

Merger Consideration. 

          (c)  If any portion of the Merger Consideration is to be 

registered in the name of a Person other than the Person in whose name the 

applicable surrendered Certificate is registered, it shall be a condition 

to the registration of the Merger Consideration that the surrendered 

Certificate shall be properly endorsed or otherwise be in proper form for 

transfer and that the Person requesting such delivery of the Merger 

Consideration shall pay to the Exchange Agent any transfer or other taxes 

required as a result of such registration in the name of a Person other 



than the registered holder of such Certificate or establish to the 

reasonable satisfaction of the Exchange Agent that such tax has been paid 

or is not payable. For purposes of this Agreement, "Person" means an 

individual, a corporation, a limited liability company, a partnership, an 

association, a trust or any other entity or organization, including a 

government or political subdivision or any agency or instrumentality 

thereof. 

          (d)  After the Effective Time, there shall be no further 

registration of transfers of shares of Company Common Stock. If, after the 

Effective Time, Certificates are presented to the Exchange Agent, the 

Surviving Corporation or Parent, they shall be canceled and exchanged for 

the Merger Consideration provided for, and in accordance with the 

procedures set forth, in this Article I. 

          (e)  Any portion of the Merger Consideration made available to 

the Exchange Agent pursuant to Section 1.3(a) that remains unclaimed by the 

holders of shares of Company Common Stock one year after the Effective Time 

shall be returned to Parent, upon demand, and any such holder who has not 

exchanged his shares of Company Common Stock for the Merger Consideration 

in accordance with this Section 1.3 prior to that time shall thereafter 

look only to Parent for delivery of the Merger Consideration in respect of 

such holder's shares. Notwithstanding the foregoing, Parent shall not be 

liable to any holder of shares for any Merger Consideration delivered to a 

public official pursuant to applicable abandoned property laws. 

          (f)  No dividends or other distributions with respect to shares 

of Parent Common Stock shall be paid to the holder of any unsurrendered 

Certificates until such Certificates are surrendered as provided in this 

Section 1.3. Subject to the effect of applicable laws, following such 

surrender, there shall be paid, without interest, to the record holder of 

the shares of Parent Common Stock issued in exchange therefor (i) at the 

time of such surrender, all dividends and other distributions payable in 

respect of such Parent Common Stock with a record date after the Effective 

Time and a payment date on or prior to the date of such surrender and not 

previously paid and (ii) at the appropriate payment date, the dividends or 

other distributions payable with respect to such Parent Common Stock with a 

record date after the Effective Time but with a payment date subsequent to 

such surrender. For purposes of dividends or other distributions in respect 

of Parent Common Stock, all shares of Parent Common Stock to be issued 

pursuant to the Merger shall be entitled to dividends pursuant to the 

immediately preceding sentence as if issued and outstanding as of the 

Effective Time. 

     SECTION 1.4    Stock Options and Equity Awards. 

          (a)  At the Effective Time, each outstanding employee or director 

option to purchase shares of Company Common Stock (a "Company Stock 

Option") granted under the Company's plans or agreements pursuant to which 

Company Stock Options or other stock-based awards of the Company have been 

or may be granted (collectively, the "Company Stock Plans"), whether vested 

or not vested, shall be deemed assumed by Parent. At and after the 

Effective Time (1) each Company Stock Option then outstanding shall entitle 

the holder thereof to acquire the number (rounded down to the nearest whole 

number) of shares of Parent Common Stock determined by multiplying (x) the 

number of shares of Company Common Stock subject to such Company Stock 

Option immediately prior to the Effective Time by (y) the Exchange Ratio, 

and (2) the exercise price per share of Parent Common Stock subject to any 

such Company Stock Option at and after the Effective Time shall be an 

amount (rounded down to the nearest one-hundredth of a cent) equal to (x) 

the exercise price per share of Company Common Stock subject to such 

Company Stock Option prior to the Effective Time, divided by (y) the 

Exchange Ratio. Other than as provided above, as of and after the Effective 

Time, each Company Stock Option shall be subject to the same terms and 

conditions as in effect immediately prior to the Effective Time (including, 

but not limited to, the acceleration of exercisability as of the date of 

approval of the Merger by the shareholders of the Company), but giving 

effect to the Merger. Prior to the approval of the Merger by the 

shareholders of the Company, the Company shall take all actions necessary 

to cause all restricted shares, restricted stock units and any other 

stock-based awards outstanding under the Company Stock Plans and the 

Honeywell Non-Employee Directors Fee and Stock Unit Plan which would 

otherwise be settled in cash to be settled in shares of Parent Common Stock 

(with, in the case of restricted stock units, each such unit representing 

one share of Company Common Stock and with the number of shares of Parent 

Common Stock to be issued reflecting the Exchange Ratio). To the extent 

that any such award of restricted shares, restricted stock units or other 

stock-based award does not become fully vested and free of restrictions in 

connection with the transactions contemplated hereby, such award shall be 

converted into a similar award for that number of shares of Parent Common 

Stock equal to the product of (1) the number of shares of Company Common 



Stock subject to the portion of such award which had not become fully 

vested and free of restrictions and (2) the Exchange Ratio, and shall 

otherwise remain subject to the terms and conditions in effect immediately 

prior to the Effective Time (it being understood that any performance 

criteria to which such award remains subject may be equitably adjusted by 

the Management Development and Compensation Committee of Parent Board 

(taking into account the recommendation of the Personnel Committee of the 

Company Board) to reflect the consummation of the Merger). 

          (b)  Parent shall take all corporate action necessary to 

reserve for issuance a sufficient number of shares of Parent Common Stock 

for delivery upon exercise of Company Stock Options and settlement of other 

stock-based awards of the Company at and after the Effective Time. 

          (c)   On or as soon as practicable after the Effective Time, 

Parent shall file with the Commission a registration statement on an 

appropriate form or a post-effective amendment to a previously filed 

registration statement under the Securities Act of 1933, as amended (the 

"Securities Act"), with respect to the Parent Common Stock subject to 

Company Stock Options and other stock-based awards of the Company, and 

shall use its reasonable best efforts to maintain the current status of the 

prospectus contained therein, as well as comply with any applicable state 

securities or "blue sky" laws, for so long as such options or other 

stock-based awards remain outstanding. 

     SECTION 1.5 Adjustments. If at any time during the period between the 

date of this Agreement and the Effective Time, any change in the 

outstanding shares of capital stock of Parent or the Company shall occur by 

reason of any reclassification, recapitalization, stock split or 

combination, exchange or readjustment of shares, or any similar 

transaction, or any stock dividend thereon with a record date during such 

period, the Merger Consideration shall be appropriately adjusted to provide 

the holders of shares of Company Common Stock the same economic effect as 

contemplated by this Agreement prior to such event. 

     SECTION 1.6 Fractional Shares. No fractional shares of Parent Common 

Stock shall be issued in the Merger, but in lieu thereof, each holder of 

shares of Company Common Stock otherwise entitled to a fractional share of 

Parent Common Stock will be entitled to receive, from the Exchange Agent in 

accordance with the provisions of this Section 1.6, an amount of cash, 

without interest thereon (rounded to the nearest whole cent), equal to the 

product of (i) such fraction of a share of Parent Common Stock, multiplied 

by (ii) the average of the closing prices of the shares of Parent Common 

Stock on the New York Stock Exchange (the "NYSE") Composite Transaction 

Reporting System as reported in The Wall Street Journal (but subject to 

correction for typographical or other manifest errors in such reporting) 

over the ten trading-day period immediately preceding the Closing Date. 

     SECTION 1.7 Withholding Rights. Each of the Surviving Corporation and 

Parent shall be entitled to deduct and withhold from the consideration 

otherwise payable to any person pursuant to this Article 1 such amounts as 

it is required to deduct and withhold with respect to the making of such 

payment under any provision of federal, state, local or foreign tax law. To 

the extent that amounts are so withheld by the Surviving Corporation or 

Parent, as the case may be, such withheld amounts shall be treated for all 

purposes of this Agreement as having been paid to the holder of the shares 

of Company Common Stock in respect of which such deduction and withholding 

was made by the Surviving Corporation or Parent, as the case may be. 

     SECTION 1.8 Lost Certificates. If any Certificate shall have been 

lost, stolen or destroyed, upon the making of an affidavit of that fact by 

the Person claiming the Certificate to be lost, stolen or destroyed and, if 

required by Parent or the Surviving Corporation, the posting by that Person 

of a bond, in such reasonable amount as the Surviving Corporation may 

direct (which shall not exceed amounts generally required by Parent from 

holders of Parent Common Stock under similar circumstances), as indemnity 

against any claim that may be made against it with respect to such 

Certificate, the Exchange Agent will issue in exchange for such lost, 

stolen or destroyed Certificate the Merger Consideration to be paid in 

respect of the Shares represented by such Certificates as contemplated by 

this Article I. 

     SECTION 1.9 Shares Held by Company Affiliates. Anything to the 

contrary in this Agreement notwithstanding, no shares of Parent Common 

Stock (or certificates therefor) shall be issued in exchange for any 

Certificate to any Person who may be an "affiliate" of the Company 

(identified pursuant to Section 7.8) until the Person shall have delivered 

to Parent and the Company a duly executed letter as contemplated by Section 

7.8. 

     SECTION 1.10 Appraisal Rights. In accordance with Section 262 of the 



Delaware Law, no appraisal rights shall be available to holders of shares 

of Company Common Stock in connection with the Merger. 

                                 ARTICLE II 

                         CERTAIN GOVERNANCE MATTERS 

     SECTION 2.1 Parent Name Change. At the Effective Time, Parent shall 

cause its certificate of incorporation to be amended to change its name to 

" Honeywell International Inc." by causing a Subsidiary of Parent to be 

merged with and into Parent and having the terms of such merger provide for 

such name change. 

     SECTION 2.2 Parent Board of Directors; CEO; By-law Amendment. 

          (a)  Prior to the Effective Time, the Board of Directors of 

Parent shall take all action necessary to cause the Board of Directors of 

Parent to consist, as of the Effective Time, of fifteen directors, (x) nine 

of whom shall be persons designated by Parent who were directors of Parent 

prior to the Effective Time and (y) six of whom shall be persons designated 

by the Company who were directors of the Company prior to the Effective 

Time. No more than one person who is an officer of Parent shall be 

designated by Parent, and no more than one person who is an officer of the 

Company shall be designated by the Company, in each case pursuant to the 

prior sentence. If any such persons are not able to serve, the party on 

whose Board such person presently sits shall select a replacement. The 

persons designated to serve as directors by each party shall be apportioned 

proportionately among each of the three classes of directors; it being 

understood, however, that Michael R. Bonsignore shall be elected to serve 

as a member of the class with the longest tenure as of the Effective Time. 

          (b)  Prior to the Effective Time, the Board of Directors of 

Parent shall take all necessary actions to cause (x) the following 

committees of the Board of Directors of Parent to exist as of the Effective 

Time: Audit Committee, Corporate Governance Committee, Corporate 

Responsibility Committee, Management Development and Compensation 

Committee, Retirement Plans and Finance Committee and Technology Committee; 

and (y) the Chairpersons of four of those committees to be persons 

designated by Parent and the Chairpersons of two of those committees to be 

persons designated by the Company. 

          (c)  Prior to the Effective Time, the Board of Directors of 

Parent shall take all action necessary (x) to cause Michael R. Bonsignore 

to be elected as Chief Executive Officer of Parent as of the Effective 

Time, (y) to cause Michael R. Bonsignore to be elected as Chairman of the 

Board of Directors of Parent effective as of April 1, 2000 or such earlier 

date as Lawrence A. Bossidy shall retire as Chairman of the Board of 

Directors of Parent, and (z) to create an Executive Office (the "Executive 

Office") as of the Effective Time consisting of Lawrence A. Bossidy until 

his retirement as Chairman of the Board of Directors of Parent, Michael R. 

Bonsignore as the Chief Executive Officer of Parent and, after the 

retirement of Lawrence A. Bossidy, as Chairman of the Board of Directors of 

Parent, and Robert D. Johnson and Giannantonio Ferrari, each of whom shall 

be elected as a Chief Operating Officer and an Executive Vice President of 

Parent. 

          (d)  At the Effective Time, Parent shall cause its By-laws to be 

amended to incorporate the provisions set forth in Exhibit A hereto (such 

amendment of the By-laws of Parent being referred to herein as the "By-laws 

Amendment"). 

     SECTION 2.3 Certificate of Incorporation of the Surviving Corporation. 

The certificate of incorporation of the Company in effect at the Effective 

Time shall be the certificate of incorporation of the Surviving Corporation 

(until amended in accordance with applicable law), except that the first 

sentence of Article FOURTH thereof shall be amended as of the Effective 

Time to read in its entirety as follows: "The Corporation shall have the 

authority to issue 1,000 shares of par value $1.50 per share designated as 

Common Stock." 

     SECTION 2.4 By-laws of the Surviving Corporation. The by-laws of the 

Company in effect at the Effective Time shall be the by-laws of the 

Surviving Corporation (until amended in accordance with applicable law). 

     SECTION 2.5 Directors and Officers of the Surviving Corporation. From 

and after the Effective Time, until successors are duly elected or 

appointed and qualified in accordance with applicable law, (a) the 

directors of Merger Subsidiary at the Effective Time shall be the directors 

of the Surviving Corporation, who shall consist as of the Effective Time of 

those people mutually agreed upon by the chief executive officers of the 

Company and Parent, and (b) the officers of the Company at the Effective 



Time shall be the officers of the Surviving Corporation. 

                                ARTICLE III 

               REPRESENTATIONS AND WARRANTIES OF THE COMPANY 

     The Company represents and warrants to Parent that except as set forth 

in the disclosure schedules delivered by the Company to Parent 

simultaneously with the execution of this Agreement (the "Company 

Disclosure Schedules") or the Company Commission Documents (as defined in 

Section 3.7(a)) filed prior to the date of this Agreement: 

     SECTION 3.1 Corporate Existence and Power. The Company is a 

corporation duly incorporated, validly existing and in good standing under 

the laws of the State of Delaware, and has all corporate powers and all 

governmental licenses, authorizations, consents and approvals required to 

carry on its business as now conducted, except for those the absence of 

which would not, individually or in the aggregate, have a Material Adverse 

Effect on the Company. The Company is duly qualified to do business as a 

foreign corporation and is in good standing in each jurisdiction where the 

character of the property owned or leased by it or the nature of its 

activities makes such qualification necessary, except for those 

jurisdictions where the failure to be so qualified would not, individually 

or in the aggregate, have a Material Adverse Effect on the Company. For 

purposes of this Agreement, a "Material Adverse Effect" with respect to any 

Person means a material adverse effect on the financial condition, 

business, liabilities, properties, assets or results of operations, taken 

as a whole, of this Person and its Subsidiaries, taken as a whole, except 

to the extent resulting from any changes in general United States or global 

economic conditions or general economic conditions in industries in which 

the Person competes or resulting from the announcement of the transaction 

or any action required to be taken by the terms hereof. The Company has 

heretofore made available to Parent true and complete copies of the 

Company's certificate of incorporation and by-laws as currently in effect. 

     SECTION 3.2 Corporate Authorization. 

          (a)  The execution, delivery and performance by the Company of 

this Agreement and the Option Agreements and the consummation by the 

Company of the transactions contemplated hereby and thereby are within the 

Company's corporate powers and, except for any required approval by the 

Company's stockholders in accordance with Delaware Law (the "Company 

Stockholder Approval") in connection with the consummation of the Merger, 

have been duly authorized by all necessary corporate action. The 

affirmative vote of holders of the outstanding shares of Company Common 

Stock having votes representing a majority of the votes of all such 

outstanding capital stock, voting together as a single class, in favor of 

the approval and adoption of this Agreement and the Merger is the only vote 

of the holders of any of the Company's capital stock necessary in 

connection with consummation of the Merger. Assuming due authorization, 

execution and delivery of this Agreement and the Option Agreements by 

Parent and/or Merger Subsidiary, as applicable, each of this Agreement and 

the Option Agreements constitutes a valid and binding agreement of the 

Company enforceable against the Company in accordance with its terms, 

subject to bankruptcy, insolvency, fraudulent transfer, reorganization, 

moratorium and similar laws of general applicability relating to or 

affecting creditors' rights, and to general equity principles. 

          (b)  The Company's Board of Directors, at a meeting duly called 

and held, has (i) determined that this Agreement and the Option Agreements 

and the transactions contemplated hereby and thereby (including the Merger) 

are fair to and in the best interests of the Company's stockholders, (ii) 

approved and adopted this Agreement and the Option Agreements and the 

transactions contemplated hereby and thereby (including the Merger), and 

(iii) resolved (subject to Section 5.2) to recommend that the Company 

stockholders vote for the approval and adoption of this Agreement and the 

Merger. 

     SECTION 3.3 Governmental Authorization. The execution, delivery and 

performance by the Company of this Agreement and the Option Agreements and 

the consummation by the Company of the transactions contemplated hereby and 

thereby require no action by or in respect of, or filing with, any 

governmental body, agency, official or authority other than (a) the filing 

of a certificate of merger in connection with the Merger in accordance with 

Delaware Law, (b) compliance with any applicable requirements of the 

Hart-Scott-Rodino Antitrust Improvements Act of 1976 (the "HSR Act"), (c) 

compliance with any applicable requirements of Council Regulation No. 

4064/89 of the European Community, as amended (the "EC Merger Regulation"), 

(d) compliance with any other applicable requirements of foreign anti-trust 

or investment laws, (e) compliance with any applicable environmental 

transfer statutes, (f) compliance with any applicable requirements of the 



Securities Exchange Act of 1934, as amended, and the rules and regulations 

promulgated thereunder (the "Exchange Act"), (g) compliance with any 

applicable requirements of the Securities Act and (h) other actions or 

filings which if not taken or made would not, individually or in the 

aggregate, have a Material Adverse Effect on the Company or prevent or 

materially delay the Company's consummation of the Merger. 

     SECTION 3.4 Non-Contravention. The execution, delivery and performance 

by the Company of this Agreement and the Option Agreements and the 

consummation by the Company of the transactions contemplated hereby and 

thereby do not and will not (a) contravene or conflict with the certificate 

of incorporation or by-laws of the Company, (b) assuming compliance with 

the matters referred to in Section 3.3 and subject to receipt of the 

Company Stockholder Approval, contravene or conflict with or constitute a 

violation of any provision of any law, regulation, judgment, injunction, 

order or decree binding upon or applicable to the Company or any of its 

Subsidiaries (as defined in Section 3.6), (c) subject to receipt of the 

Company Stockholder Approval, constitute a default under or give rise to 

any right of termination, cancellation or acceleration of any right or 

obligation of the Company or any of its Subsidiaries or to a loss of any 

benefit to which the Company or any of its Subsidiaries is entitled under 

any provision of any agreement, contract or other instrument binding upon 

the Company or any of its Subsidiaries or any license, franchise, permit or 

other similar authorization held by the Company or any of its Subsidiaries, 

or (d) result in the creation or imposition of any Lien on any asset of the 

Company or any of its Subsidiaries, except for such contraventions, 

conflicts or violations referred to in clause (b) or defaults, rights of 

termination, cancellation or acceleration, or losses or Liens referred to 

in clause (c) or (d) that would not, individually or in the aggregate, have 

a Material Adverse Effect on the Company. For purposes of this Agreement, 

"Lien" means, with respect to any asset, any mortgage, lien, pledge, 

charge, security interest or encumbrance of any kind in respect of such 

asset other than any such mortgage, lien, pledge, charge, security interest 

or encumbrance (i) for Taxes (as defined in Section 3.13) not yet due or 

being contested in good faith or (ii) which is a carriers', warehousemen's, 

mechanics', materialmen's, repairmen's or other like lien arising in the 

ordinary course of business. Neither the Company nor any Subsidiary of the 

Company is a party to any agreement that expressly limits the ability of 

the Company or any Subsidiary of the Company to compete in or conduct any 

line of business or compete with any Person or in any geographic area or 

during any period of time except to the extent that any such limitation, 

individually or in the aggregate, would not have a Material Adverse Effect 

on Parent or the Surviving Corporation immediately after the Effective 

Time.

     SECTION 3.5 Capitalization. The authorized capital stock of the 

Company consists of 375,000,000 shares of Company Common Stock and 

25,000,000 shares of preferred stock, par value $1.00 per share (of which 

2,000,000 are designated "Series B Junior Participating Preferred Stock" 

and the remaining shares of such preferred stock are not subject to any 

designation) (the "Company Preferred Stock"). As of the close of business 

on June 1, 1999, there were outstanding (i) 126,841, 802 shares of Company 

Common Stock and (ii) no shares of Company Preferred Stock (all of the 

Series B Junior Participating Preferred Stock being reserved for issuance 

in accordance with the Rights Agreement (the "Company Rights Agreement"), 

dated as of January 16, 1996, by and between the Company and Chase Mellon 

Shareholder Services, L.L.C., as Rights Agent, pursuant to which the 

Company has issued rights to purchase the Series B Junior Participating 

Preferred Stock ("Company Rights")) and no other shares of capital stock or 

other voting securities of the Company were then outstanding. All 

outstanding shares of capital stock of the Company have been duly 

authorized and validly issued and are fully paid and nonassessable. Except 

for (a) Company Stock Options to acquire no more than 6,491,358 shares of 

Company Common Stock issued pursuant to the Company Stock Plans, (b) 

Company Rights none of which are exercisable, (c) the option granted 

pursuant to the Parent Option Agreement, (d) stock units for no more than 

231,954 shares of Company Common Stock and (e) shares issuable under the 

Company's employee stock purchase plans in the ordinary course of business 

consistent with past practice, as of the close of business on June 1, 1999, 

there were no outstanding options, warrants or other rights to acquire from 

the Company, and no preemptive or similar rights, subscription or other 

rights, convertible or exchangeable securities, agreements, arrangements or 

commitments of any character, relating to the capital stock of the Company, 

obligating the Company to issue, transfer or sell, any capital stock, 

voting securities or securities convertible into or exchangeable for 

capital stock or voting securities of the Company or obligating the Company 

to grant, extend or enter into any such option, warrant, subscription or 

other right, convertible or exchangeable security, agreement, arrangement 

or commitment (each of the foregoing, a "Company Convertible Security"). 

Since the close of business on June 1, 1999, the Company has not issued any 

shares of capital stock or any Company Convertible Securities other than 



the issuance of Company Common Stock in connection with the exercise of the 

Company Stock Options described in clause (a) above and/or as permitted by 

Section 5.1 hereof. Except as required by the terms of any Company Stock 

Options, the Blossom Non-Employee Directors Fee and Stock Unit Plan and/or 

as permitted by Section 5.1, there are no outstanding obligations of the 

Company or any of its Subsidiaries to repurchase, redeem or otherwise 

acquire any shares of capital stock of the Company or any Company 

Convertible Securities. 

     SECTION 3.6 Subsidiaries. 

          (a)  Each Subsidiary of the Company is duly organized, validly 

existing and in good standing under the laws of its jurisdiction of 

organization, has all powers and all governmental licenses, authorizations, 

consents and approvals required to carry on its business as now conducted, 

except for those the absence of which would not, individually or in the 

aggregate, reasonably be expected to have a Material Adverse Effect on the 

Company. For purposes of this Agreement, the word "Subsidiary" when used 

with respect to any Person means any other Person, whether incorporated or 

unincorporated, of which (i) more than fifty percent of the securities or 

other ownership interests or (ii) securities or other interests having by 

their terms ordinary voting power to elect more than fifty percent of the 

board of directors or others performing similar functions with respect to 

such corporation or other organization, is directly owned or controlled by 

such Person or by any one or more of its Subsidiaries. Each Subsidiary of 

the Company is duly qualified to do business and is in good standing in 

each jurisdiction where the character of the property owned or leased by it 

or the nature of its activities makes such qualification necessary, except 

for those jurisdictions where failure to be so qualified would not, 

individually or in the aggregate, have a Material Adverse Effect on the 

Company. 

          (b)  Except for directors' qualifying shares and except as set 

forth in the Company's annual report on Form 10-K for the fiscal year ended 

December 31, 1998 (the "Company 10-K"), all of the outstanding capital 

stock of, or other ownership interests in, each Significant Subsidiary (as 

such term is defined in rule 12b-2 under the Exchange Act) of the Company 

is, directly or indirectly, owned by the Company. All shares of capital 

stock of, or other ownership interests in, Subsidiaries of the Company, 

directly or indirectly, owned by the Company are owned free and clear of 

any Lien and free of any other limitation or restriction (including any 

restriction on the right to vote, sell or otherwise dispose of such capital 

stock or other ownership interests), except as would not, individually or 

in the aggregate, have a Material Adverse Effect on the Company. There are 

no outstanding options, warrants or other rights to acquire from the 

Company or any of its Subsidiaries, and, except as may be required by 

applicable foreign corporate laws, no preemptive or similar rights, 

subscriptions or other rights, convertible or exchangeable securities, 

agreements, arrangements or commitments of any character, relating to the 

capital stock of any Subsidiary of the Company, obligating the Company or 

any of its Subsidiaries to issue, transfer or sell, any capital stock, 

voting securities or other ownership interests in, or any securities 

convertible into or exchangeable for any capital stock, voting securities 

or ownership interests in, any Subsidiary of the Company or obligating the 

Company or any Subsidiary of the Company to grant, extend or enter into any 

such option, warrant, subscription or other right, convertible or 

exchangeable security, agreement, arrangement or commitment (each of the 

foregoing, a "Company Subsidiary Convertible Security"). There are no 

outstanding obligations of the Company or any of its Subsidiaries to 

repurchase, redeem or otherwise acquire from any Person (other than the 

Company or a wholly owned Subsidiary of the Company) any outstanding shares 

of capital stock of any Subsidiary of the Company or any Company Subsidiary 

Convertible Securities. 

     SECTION 3.7 Commission Filings. 

          (a)  The Company has made available to Parent (i) its annual 

reports on Form 10-K for its fiscal years ended December 31, 1996, 1997 and 

1998, (ii) its quarterly reports on Form 10-Q for its fiscal quarters ended 

after December 31, 1998, (iii) its proxy or information statements relating 

to meetings of, or actions taken without a meeting by, the stockholders of 

the Company held since December 31, 1998, and (iv) all of its other 

reports, statements, schedules and registration statements filed with the 

Commission since December 31, 1998 (the documents referred to in this 

Section 3.7(a) being referred to collectively as the "Company Commission 

Documents"). The Company's quarterly report on Form 10-Q for its fiscal 

quarter ended April 4, 1999 is referred to as the "Company 10-Q". 

          (b)  As of its filing date, each Company Commission Document 

complied as to form in all material respects with the applicable 

requirements of the Exchange Act and the Securities Act. 



          (c)  As of its filing date, each Company Commission Document 

filed pursuant to the Exchange Act did not contain any untrue statement of 

a material fact or omit to state any material fact necessary in order to 

make the statements made therein, in the light of the circumstances under 

which they were made, not misleading. 

          (d)  Each registration statement, as amended or supplemented, if 

applicable, filed by the Company pursuant to the Securities Act since 

December 31, 1996, as of the date such statement or amendment became 

effective did not contain any untrue statement of a material fact or omit 

to state any material fact required to be stated therein or necessary to 

make the statements therein not misleading. 

     SECTION 3.8 Financial Statements. The audited consolidated financial 

statements and unaudited consolidated interim financial statements of the 

Company (including any related notes and schedules) included in its annual 

reports on Form 10-K and the quarterly reports on Form 10-Q referred to in 

Section 3.7 present fairly, in all material respects, the financial 

position of the Company and its subsidiaries as of the dates thereof and 

their results of operations and cash flows for the periods then ended 

(subject to normal year-end adjustments and the absence of notes in the 

case of any unaudited interim financial statements), in each case in 

conformity GAAP applied on a consistent basis (except as may be indicated 

in the notes thereto). For purposes of this Agreement, "Company Balance 

Sheet" means the consolidated balance sheet of the Company as of April 4, 

1999 set forth in the Company 10-Q and "Company Balance Sheet Date" means 

April 4, 1999. 

     SECTION 3.9 Disclosure Documents. 

          (a)  Neither the proxy statement of the Company (the "Company 

Proxy Statement") to be filed with the Commission in connection with the 

Merger, nor any amendment or supplement thereto, will, at the date the 

Company Proxy Statement or any such amendment or supplement is first mailed 

to stockholders of the Company or at the time such stockholders vote on the 

adoption and approval of this Agreement and the transactions contemplated 

hereby, contain any untrue statement of a material fact or omit to state 

any material fact necessary in order to make the statements therein, in 

light of the circumstances under which they were made, not misleading. The 

Company Proxy Statement will, when filed, comply as to form in all material 

respects with the requirements of the Exchange Act. No representation or 

warranty is made by the Company in this Section 3.9 with respect to 

statements made or incorporated by reference therein based on information 

supplied by Parent or Merger Subsidiary for inclusion or incorporation by 

reference in the Company Proxy Statement. 

          (b)  None of the information supplied or to be supplied by the 

Company for inclusion or incorporation by reference in the Parent Proxy 

Statement (as defined in Section 4.9) or in the Form S-4 (as defined in 

Section 4.9) or any amendment or supplement thereto will, at the time the 

Parent Proxy Statement or any such supplement or amendment thereto is first 

mailed to the stockholders of Parent or at the time the stockholders vote 

on the matters constituting the Parent Stockholder Approval (as defined in 

Section 4.2) or at the time the Form S-4 or any such amendment or 

supplement becomes effective under the Securities Act or at the Effective 

Time, as the case may be, contain any untrue statement of a material fact 

or omit to state a material fact necessary in order to make the statements 

therein, in light of the circumstances under which they were made, not 

misleading. 

     SECTION 3.10 Absence of Certain Changes. Since the Company Balance 

Sheet Date and, other than with respect to clause (a) below, prior to the 

date hereof, the Company and its Subsidiaries have conducted their 

respective businesses in the ordinary course, consistent with past 

practice, and there has not been: 

          (a)  any event, occurrence or development which, individually or 

in the aggregate, would have a Material Adverse Effect on the Company; 

          (b)  any declaration, setting aside or payment of any dividend or 

other distribution with respect to any shares of capital stock of the 

Company (other than regular quarterly cash dividends payable by the Company 

in respect of the shares of Company Common Stock consistent with past 

practice), or any repurchase (other than repurchases of Company Common 

Stock which occurred subsequent to the Company Balance Sheet Date and prior 

to the date hereof), redemption or other acquisition by the Company or any 

of its Significant Subsidiaries of any outstanding shares of their capital 

stock or any Company Convertible Securities or Company Subsidiary 

Convertible Securities (except (x) as required by the terms of any Company 

Stock Option, (y) in accordance with any dividend reinvestment plan as in 



effect on the date of this Agreement in the ordinary course of the 

operation of such plan consistent with past practice and/or (z) as 

otherwise permitted by Section 5.1); 

          (c)  any amendment of any material term of any outstanding 

security of the Company or any of its Significant Subsidiaries; 

          (d)  any transaction or commitment made, or any contract, 

agreement or settlement entered into, by (or judgment, order or decree 

affecting) the Company or any of its Subsidiaries relating to its assets or 

business (including the acquisition or disposition of any material amount 

of assets) or any relinquishment by the Company or any of its Subsidiaries 

of any contract or other right, in either case, material to the Company and 

its Subsidiaries taken as a whole, other than transactions, commitments, 

contracts, agreements or settlements (including without limitation 

settlements of litigation and tax proceedings) in the ordinary course of 

business consistent with past practice and those contemplated by this 

Agreement;

          (e)  any change in any method of accounting or accounting 

practice (other than any change for tax purposes) by the Company or any of 

its Subsidiaries, except for any such change which is not material or which 

is required by reason of a concurrent change in GAAP; 

          (f)  any (i) grant of any severance or termination pay to (or 

amendment to any such existing arrangement with) any director, officer or 

employee of the Company or any of its Subsidiaries, (ii) entering into of 

any employment, deferred compensation, supplemental retirement or other 

similar agreement (or any amendment to any such existing agreement) with 

any director, officer or employee of the Company or any of its 

Subsidiaries, (iii) increase in, or accelerated vesting and/or payment of, 

benefits under any existing severance or termination pay policies or 

employment agreements or (iv) increase in or enhancement of any rights or 

features related to compensation, bonus or other benefits payable to 

directors, officers or employees of the Company or any of its Subsidiaries, 

in each case, other than in the ordinary course of business consistent with 

past practice or as permitted by this Agreement; or 

          (g)  any material Tax election made or changed, any material 

audit settled or any material amended Tax Returns filed. 

     SECTION 3.11 No Undisclosed Material Liabilities. There are no 

liabilities of the Company or any Subsidiary of the Company of any kind 

whatsoever, whether accrued, contingent, absolute, determined, determinable 

or otherwise, other than: 

          (a)  liabilities disclosed or provided for in the Company Balance 

Sheet or in the notes thereto; 

          (b)  liabilities incurred since such date in the ordinary course 

of business; 

          (c)  liabilities which, individually or in the aggregate, would 

not have a Material Adverse Effect on the Company; 

          (d)  liabilities disclosed in the Company Commission Documents 

filed prior to the date of this Agreement; and 

          (e)  liabilities under this Agreement. 

     SECTION 3.12 Litigation. There is no action, suit, investigation or 

proceeding pending against, or to the knowledge of the Company threatened 

against or affecting, the Company or any of its Subsidiaries or any of 

their respective properties or any of their respective officers or 

directors before any court or arbitrator or any governmental body, agency 

or official except as would not, individually or in the aggregate, have a 

Material Adverse Effect on the Company or prevent or materially delay the 

consummation of the Merger. 

     SECTION 3.13 Taxes. Except as provided for in the Company Balance 

Sheet (including the notes thereto) or as would not, individually or in the 

aggregate, have a Material Adverse Effect on the Company, (i) all Company 

Tax Returns required to be filed with any taxing authority by, or with 

respect to, the Company and its Subsidiaries have been filed in accordance 

with all applicable laws; (ii) the Company and its Subsidiaries have timely 

paid all Taxes shown as due and payable on the Company Tax Returns that 

have been so filed, and, as of the time of filing, the Company Tax Returns 

correctly reflected the facts regarding the income, business, assets, 

operations, activities and the status of the Company and its Subsidiaries 

(other than Taxes which are being contested in good faith and for which 

adequate reserves are reflected on the Company Balance Sheet); (iii) the 



Company and its Subsidiaries have made provision for all Taxes payable by 

the Company and its Subsidiaries for which no Company Tax Return has yet 

been filed; (iv) the charges, accruals and reserves for Taxes with respect 

to the Company and its Subsidiaries reflected on the Company Balance Sheet 

are adequate under GAAP to cover the Tax liabilities accruing through the 

date thereof; (v) there is no action, suit, proceeding, audit or claim now 

proposed or pending against or with respect to the Company or any of its 

Subsidiaries in respect of any Tax where there is a reasonable possibility 

of an adverse determination; and (vi) to the best of the Company's 

knowledge and belief, neither the Company nor any of its Subsidiaries is 

liable for any Tax imposed on any entity other than such Person, except as 

the result of the application of Treas. Reg. Sections 1.1502-6 (and any 

comparable provision of the tax laws of any state, local or foreign 

jurisdiction) to the affiliated group of which the Company is the common 

parent. For purposes of this Agreement, "Taxes" shall mean any and all 

taxes, charges, fees, levies or other assessments, including, without 

limitation, all net income, gross income, gross receipts, excise, stamp, 

real or personal property, ad valorem, withholding, social security (or 

similar), unemployment, occupation, use, production, service, service use, 

license, net worth, payroll, franchise, severance, transfer, recording, 

employment, premium, windfall profits, environmental (including taxes under 

Section 59A of the Code), customs duties, capital stock, profits, 

disability, sales, registration, value added, alternative or add-on 

minimum, estimated or other taxes, assessments or charges imposed by any 

federal, state, local or foreign governmental entity and any interest, 

penalties, or additions to tax attributable thereto. For purposes of this 

Agreement, "Tax Returns" shall mean any return, report, form or similar 

statement required to be filed with respect to any Tax (including any 

attached schedules), including, without limitation, any information return, 

claim for refund, amended return or declaration of estimated Tax. 

     SECTION 3.14 Employee Benefit Plans. 

          (a)  For purposes of this Agreement, the term "Company Employee 

Plans" shall mean and include: each material management, consulting, 

non-compete, employment, severance or similar contract, plan, including, 

without limitation, all Company Stock Plans, arrangement or policy 

applicable to any director, former director, employee or former employee of 

the Company and each material plan, program, policy, agreement or 

arrangement (written or oral), providing for compensation, bonuses, 

profit-sharing, stock option or other stock related rights or other forms 

of incentive or deferred compensation, vacation benefits, insurance 

coverage (including any self-insured arrangements), health or medical 

benefits, disability benefits, workers' compensation, supplemental 

unemployment benefits, severance benefits and post-employment or retirement 

benefits (including compensation, pension, health, medical or life 

insurance benefits) or other employee benefits of any kind, whether funded 

or unfunded, which is maintained, administered or contributed to by the 

Company or any Subsidiary and covers any employee or director or former 

employee or director of the Company or any Subsidiary, or under which the 

Company has any liability contingent or otherwise (including but not 

limited to each material "employee benefit plan," as defined in Section 

3(3) of the Employee Retirement Income Security Act of 1974, as amended 

("ERISA"), but excluding any such plan that is a "multiemployer plan," as 

defined in Section 3(37) of ERISA). 

          (b)  Each Company Employee Plan has been established and 

maintained in compliance with its terms and with the requirements 

prescribed by any and all statutes, orders, rules and regulations 

(including but not limited to ERISA and the Code) which are applicable to 

such Plan, except where failure to so comply would not, individually or in 

the aggregate, have a Material Adverse Effect on the Company. 

          (c)  Neither the Company nor any affiliate of the Company has 

incurred a liability under Title IV of ERISA that has not been satisfied in 

full, and no condition exists that presents a material risk to the Company 

or any affiliate of the Company of incurring any such liability other than 

liability for premiums due the Pension Benefit Guaranty Corporation (which 

premiums have been paid when due). All contributions required to be made 

under the terms of any Company Employee Plan maintained in the United 

States have been made, and, where applicable to a Company Employee Plan, 

the Company and its affiliates have complied with the minimum funding 

requirements under Section 412 of the Code and Section 302 of ERISA with 

respect to each such Company Employee Plan. 

          (d)  Each Company Employee Plan which is intended to be qualified 

under section 401(a) of the Code is so qualified and has been so qualified 

during the period from its adoption to date, and each trust forming a part 

thereof is exempt from federal income tax pursuant to section 501(a) of the 

Code and, to the Company's knowledge, no circumstances exist which will 

adversely affect such qualification or exemption. 



          (e)  No director or officer or other employee of the Company or 

any of its Subsidiaries will become entitled to any retirement, severance 

or similar benefit or enhanced or accelerated benefit (including any 

acceleration of vesting or lapse of repurchase rights or obligations with 

respect to any Company Stock Plans or other benefit under any compensation 

plan or arrangement of the Company) solely as a result of the transactions 

contemplated hereby; and (ii) no payment made or to be made to any current 

or former employee or director of the Company or any of its affiliates by 

reason of the transactions contemplated hereby (whether alone or in 

connection with any other event) will constitute an "excess parachute 

payment" within the meaning of Section 280G of the Code. 

          (f)  Since the Company Balance Sheet Date, there has been no 

amendment to, or change in employee participation or coverage under, any 

Company Employee Plan which would increase materially the expense of 

maintaining such Company Employee Plan above the level of the expense 

incurred in respect thereof for the 12 months ended on the Company Balance 

Sheet Date. 

          (g)  The Company and its Subsidiaries are in compliance with all 

applicable federal, state, local and foreign statutes, laws, (including 

without limitation, common law), judicial decisions, regulations, 

ordinances, rules, judgments, orders and codes respecting employment, 

employment practices, labor, terms and conditions of employment and wages 

and hours, and no work stoppage or labor strike against the Company and its 

Subsidiaries are pending or threatened, nor are the Company and its 

Subsidiaries involved in or threatened with any labor dispute, grievance, 

or litigation relating to labor matters involving any employees, in each 

case except as would not, individually or in the aggregate, have a Material 

Adverse Effect on the Company. There are no suits, actions, disputes, 

claims (other than routine claims for benefits), investigations or audits 

pending or, to the knowledge of the Company, threatened in connection with 

any Company Employee Plan, but excluding any of the foregoing which would 

not have a Material Adverse Effect on the Company. 

     SECTION 3.15 Compliance with Laws. Neither the Company nor any of its 

Subsidiaries is in violation of, or has since January 1, 1997 violated, any 

applicable provisions of any laws, statutes, ordinances or regulations 

except for any violations that, individually or in the aggregate, would not 

have a Material Adverse Effect on the Company. 

     SECTION 3.16 Finders' or Advisors' Fees. Except for Bear, Stearns & 

Co. Inc., a copy of whose engagement agreement has been provided to Parent, 

there is no investment banker, broker, finder or other intermediary which 

has been retained by or is authorized to act on behalf of the Company or 

any of its Subsidiaries who might be entitled to any fee or commission in 

connection with the transactions contemplated by this Agreement. 

     SECTION 3.17 Environmental Matters. 

          (a)  Except for matters which, individually or in the aggregate, 

would not have a Material Adverse Effect on the Company, (i) no written 

notice, notification, demand, request for information, citation, summons, 

complaint or order has been received by, and no investigation, action, 

claim, suit, proceeding or review is pending or, to the knowledge of the 

Company or any of its Subsidiaries, threatened by any Person against, the 

Company or any of its Subsidiaries, and no penalty has been assessed within 

the past three years against the Company or any of its Subsidiaries, in 

each case, with respect to any matters relating to or arising out of any 

Environmental Law; (ii) the Company and its Subsidiaries are in compliance 

with all Environmental Laws; and (iii) to the knowledge of the Company, 

there are no liabilities of or relating to the Company or any of its 

Subsidiaries relating to or arising out of any Environmental Law and, to 

the knowledge of the Company, there is no existing condition, situation or 

set of circumstances which could reasonably be expected to result in such a 

liability.

          (b)  For purposes of this Section 3.17 and Section 4.17, the term 

"Environmental Laws" means federal, state, local and foreign statutes, 

laws, judicial decisions, regulations, ordinances, rules, judgments, 

orders, codes, injunctions, permits and governmental agreements relating to 

human health and the environment, including, but not limited to, Hazardous 

Materials; and the term "Hazardous Material" means all substances or 

materials regulated as hazardous, toxic, explosive, dangerous, flammable or 

radioactive under any Environmental Law including, but not limited to: (i) 

petroleum, asbestos, or polychlorinated biphenyls and (ii) in the United 

States, all substances defined as Hazardous Substances, Oils, Pollutants or 

Contaminants in the National Oil and Hazardous Substances Pollution 

Contingency Plan, 40 C.F.R. ss. 300.5. 



     SECTION 3.18 Opinion of Financial Advisor. The Company has received 

the opinion of Bear, Stearns & Co. Inc. to the effect that, as of the date 

of its opinion, the Exchange Ratio is fair from a financial point of view 

to the holders of shares of Company Common Stock. 

     SECTION 3.19 Pooling; Tax Treatment. 

          (a)  The Company intends that the Merger be accounted for under 

the "pooling of interests" method under the requirements of Opinion No. 16 

(Business Combinations) of the Accounting Principles Board of the American 

Institute of Certified Public Accountants and the rules and regulations of 

the SEC. 

          (b)  Neither the Company nor any of its affiliates has taken or 

agreed to take any action or is aware of any fact or circumstance with 

respect to the Company or its affiliates that would prevent the Merger from 

qualifying (i) for "pooling of interests" accounting treatment as described 

in (a) above or (ii) as a reorganization within the meaning of Section 368 

of the Code (a "368 Reorganization"). 

     SECTION 3.20 Takeover Statutes and Charter Provisions. The Board of 

Directors of the Company has taken the necessary action to render Section 

203 of the Delaware Law, any other potentially applicable anti-takeover or 

similar statute or regulation and the provisions of Sections A and B.2 of 

Article EIGHTH of the Company's certificate of incorporation inapplicable 

to this Agreement and the Parent Option Agreement and the transactions 

contemplated hereby and thereby. 

     SECTION 3.21 Rights Agreement. The Board of Directors of the Company 

has resolved to, and the Company promptly after the execution hereof will, 

take all action necessary to render the rights issued pursuant to the terms 

of the Company Rights Agreement inapplicable to the Merger, this Agreement, 

the Parent Option Agreement and the other transactions contemplated hereby 

and thereby and for the rights to expire as of the Effective Time. 

     SECTION 3.22 Intellectual Property Matters. 

          (a)  The Company and its Subsidiaries own, free and clear of all 

Liens, or have the right to use pursuant to valid license, sublicense, 

agreement or permission all items of Intellectual Property (as defined in 

Section 3.23(b)) necessary for their operations as presently conducted or 

as contemplated to be conducted, except where the failure to have such 

rights, individually or in the aggregate, would not have a Material Adverse 

Effect on the Company. The conduct of the Company's and its Subsidiaries' 

businesses as currently conducted or contemplated to be conducted does not 

interfere, infringe, misappropriate or violate any of the Intellectual 

Property rights of any third party, except for interferences, 

infringements, misappropriations and violations which, individually or in 

the aggregate, would not have a Material Adverse Effect on the Company. To 

the best of the Company's knowledge, no third party has interfered with, 

infringed upon, misappropriated, diluted, violated or otherwise come into 

conflict with any Intellectual Property rights of the Company or any of its 

Subsidiaries, except for misappropriations and violations which, 

individually or in the aggregate, would not have a Material Adverse Effect 

on the Company. 

          (b)  The term "Intellectual Property" as used in this Agreement 

means, collectively, patents, trademarks, service marks, trade dress, 

logos, trade names, Internet domain names, designs, slogans and general 

intangibles of like nature, copyrights and all registrations, applications, 

reissuances, continuations, continuations-in-part, revisions, extensions, 

reexaminations and associated good will with respect to each of the 

foregoing, computer software (including source and object codes), computer 

programs, computer data bases and related documentation and materials, 

data, documentation, technology, trade secrets, confidential business 

information (including ideas, formulae, algorithms, models, methodologies, 

compositions, know-how, manufacturing and production processes and 

techniques, research and development information, drawings, designs, plans, 

proposals and technical data, financial, marketing and business data and 

pricing and cost information) and other intellectual property rights (in 

whatever form or medium). 

     SECTION 3.23 Year 2000 Compliance Matters. Except for matters which, 

individually and in the aggregate, would not have a Material Adverse Effect 

on the Company, all proprietary and third-party licensed computer systems 

including computer hardware and software owned, leased or licensed by the 

Company and computer software incorporated in products manufactured by the 

Company and its Subsidiaries (a) will, prior to December 31, 1999, 

accurately and without interruption recognize the advent of the year 2000 

without any adverse change in operation associated with such recognition, 



(b) can accurately and without interruption recognize and manipulate date 

information relating to dates prior to, on and after January 1, 2000 and 

(c) can accurately and without interruption interact with other year 2000 

compliant computer systems and computer software in a way that does not 

compromise their ability to correctly recognize the advent of the year 2000 

or to accurately and without interruption recognize and manipulate date 

information relating to dates prior to, on or after January 1, 2000. The 

costs of the adaptations to such computer systems, hardware and software 

being made by the Company and its Subsidiaries in order to achieve year 

2000 compliance are not expected to have a Material Adverse Effect on the 

Company. 

                                 ARTICLE IV 

                  REPRESENTATIONS AND WARRANTIES OF PARENT 

     Parent represents and warrants to the Company that except as set forth 

in the disclosure schedules delivered by Parent to the Company 

simultaneously with the execution of this Agreement (the "Parent Disclosure 

Schedules") and Parent Commission Documents (as defined in Section 4.7) 

filed prior to the date hereof: 

     SECTION 4.1 Corporate Existence and Power. Each of Parent and Merger 

Subsidiary is a corporation duly incorporated, validly existing and in good 

standing under the laws of its jurisdiction of incorporation and has all 

corporate powers and all governmental licenses, authorizations, consents 

and approvals required to carry on its business as now conducted, except 

for those the absence of which would not, individually or in the aggregate, 

have a Material Adverse Effect on Parent. Parent is duly qualified to do 

business as a foreign corporation and is in good standing in each 

jurisdiction where the character of the property owned or leased by it or 

the nature of its activities makes such qualification necessary, except for 

those jurisdictions where the failure to be so qualified would not, 

individually or in the aggregate, have a Material Adverse Effect on Parent. 

Since the date of its incorporation, Merger Subsidiary has not engaged in 

any activities other than in connection with or as contemplated by this 

Agreement. Parent has heretofore made available to the Company true and 

complete copies of Parent's and Merger Subsidiary's certificate of 

incorporation and by-laws as currently in effect. As of the date hereof, 

neither Parent nor any of its Subsidiaries owns any shares of Company 

Common Stock. 

     SECTION 4.2 Corporate Authorization. 

          (a)  The execution, delivery and performance by Parent and Merger 

Subsidiary of this Agreement, and by Parent of the Option Agreements, and 

the consummation by Parent and Merger Subsidiary of the transactions 

contemplated hereby and thereby are within the corporate powers of Parent 

and Merger Subsidiary and have been duly authorized by all necessary 

corporate action, and, except for the required approval of Parent's 

stockholders, for the issuance of Parent Common Stock (the "Common Stock 

Issuance") in connection with the Merger (the "Common Stock Issuance 

Approval" or the "Parent Stockholders Approval"), the Common Stock Issuance 

is in accordance with the rules and regulations of the NYSE. The 

affirmative vote of the holders of shares of Parent Common Stock having 

votes representing a majority of the votes cast with respect to the Common 

Stock Issuance, voting together as a single class, in favor of the Common 

Stock Issuance (provided that the total number of the votes cast in favor 

and against the Common Stock Issuance represents over 50% of all of votes 

eligible to be cast by all holders of Parent Common Stock) is the only vote 

of the holders of any of Parent's capital stock necessary in connection 

with obtaining the Common Stock Issuance Approval. Assuming due 

authorization, execution and delivery of this Agreement and the Option 

Agreements by the Company, this Agreement constitutes a valid and binding 

agreement of each of Parent and Merger Subsidiary and the Option Agreements 

constitute valid and binding agreements of Parent, in each case enforceable 

against such party in accordance with its terms, subject to bankruptcy, 

insolvency, fraudulent transfer, reorganization, moratorium and similar 

laws of general applicability relating to or affecting creditors' rights 

and to general equity principles. The shares of Parent Common Stock issued 

pursuant to the Merger, when issued in accordance with the terms hereof, 

will be duly authorized, validly issued, fully paid and nonassessable and 

not subject to preemptive rights. 

          (b)  Parent's Board of Directors, at a meeting duly called and 

held, has (i) determined that this Agreement and the Option Agreements and 

the transactions contemplated hereby and thereby (including the Merger) are 

fair to and in the best interests of Parent's stockholders, (ii) approved 

this Agreement and the Option Agreements and the transactions contemplated 

hereby and thereby (including the Merger, the Common Stock Issuance and the 

By-laws Amendment), and (iii) resolved (subject to Section 6.4) to 



recommend that Parent's stockholders vote in favor of the Common Stock 

Issuance. 

     SECTION 4.3 Governmental Authorization. The execution, delivery and 

performance by Parent and Merger Subsidiary of this Agreement, and by 

Parent of the Option Agreements, and the consummation by Parent and Merger 

Subsidiary of the transactions contemplated hereby and thereby require no 

action by or in respect of, or filing with, any governmental body, agency, 

official or authority other than (a) the filing of a certificate of merger 

in connection with the Merger, and a certificate of merger in connection 

with the merger contemplated by Section 2.1, in each case in accordance 

with Delaware Law, (b) compliance with any applicable requirements of the 

HSR Act, (c) compliance with any applicable requirements of the EC Merger 

Regulation, (d) compliance with any other applicable requirements of 

foreign anti-trust or investments laws, (e) compliance with any applicable 

environmental transfer statutes, (f) compliance with any applicable 

requirements of the Exchange Act, (g) compliance with any applicable 

requirements of the Securities Act, and (h) other actions or filings which 

if not taken or made would not, individually or in the aggregate, have a 

Material Adverse Effect on Parent or prevent or materially delay Parent's 

and/or Merger Subsidiary's consummation of the Merger. 

     SECTION 4.4 Non-Contravention. The execution, delivery and performance 

by Parent and Merger Subsidiary of this Agreement, and by Parent of the 

Option Agreements, and the consummation by Parent and Merger Subsidiary of 

the transactions contemplated hereby and thereby do not and will not (a) 

contravene or conflict with the certificate of incorporation or by-laws of 

Parent or Merger Subsidiary, (b) assuming compliance with the matters 

referred to in Section 4.3 and subject to receipt of the Parent Stockholder 

Approval, contravene or conflict with or constitute a violation of any 

provision of any law, regulation, judgment, injunction, order or decree 

binding upon or applicable to Parent or any of its Subsidiaries, (c) 

subject to receipt of the Parent Stockholder Approval, constitute a default 

under or give rise to any right of termination, cancellation or 

acceleration of any right or obligation of Parent or any of its 

Subsidiaries or to a loss of any benefit to which Parent or any of its 

Subsidiaries is entitled under any provision of any agreement, contract or 

other instrument binding upon Parent or any of its Subsidiaries or any 

license, franchise, permit or other similar authorization held by Parent or 

any of its Subsidiaries or (d) result in the creation or imposition of any 

Lien on any asset of Parent or any of its Subsidiaries, except for such 

contraventions, conflicts or violations referred to in clause (b) or 

defaults, rights of termination, cancellation or acceleration, or losses or 

Liens referred to in clause (c) or (d) that would not, individually or in 

the aggregate, have a Material Adverse Effect on Parent. Neither Parent nor 

any Subsidiary of Parent is a party to any agreement that expressly limits 

the ability of Parent or any Subsidiary of Parent to compete in or conduct 

any line of business or compete with any Person or in any geographic area 

or during any period of time except to the extent that any such limitation, 

individually or in the aggregate, would not have a Material Adverse Effect 

on Parent immediately after the Effective Time. 

     SECTION 4.5 Capitalization. The authorized capital stock of Parent 

consists of 1,000,000,000 shares of Parent Common Stock and 20,000,000 

shares of preferred stock, without par value (of which 51,250 are 

designated "$91.25 Series A Cumulative Preferred Shares", 3,593,281 are 

designated "$6.74 Series C Cumulative Convertible Preferred Shares", 

984,089 are designated "$12 Series D Cumulative Convertible Preferred 

Shares", 2,755,173 are designated "Adjustable Rate Series F Cumulative 

Preferred Shares," 24,929 are designated "$86.25 Series G Cumulative 

Preferred Shares", 968,754 are designated "8.25% Series AA Cumulative 

Convertible Preferred Shares," and the remaining shares of such preferred 

stock are not subject to any designation) ("Parent Preferred Stock"). As of 

the close of business on June 3, 1999, there were outstanding 549,289,134 

shares of Parent Common Stock, no shares of Parent Preferred Stock and no 

other shares of capital stock or other voting securities of Parent were 

outstanding. All outstanding shares of capital stock of Parent have been 

duly authorized and validly issued and are fully paid and nonassessable. 

Except for (a) employee or director stock options to acquire no more than 

38,472,492 shares of Parent Common Stock, (b) shares of Parent Common Stock 

to be issued in connection with the Merger, (c) the option granted pursuant 

to the Company Option Agreement and (d) 1,458,867 shares issuable pursuant 

to Parent's employee stock purchase plans in the ordinary course of 

business consistent with past practice, as of the close of business on June 

3, 1999, there were no outstanding options, warrants or other rights to 

acquire from Parent, and no preemptive or similar rights, subscription or 

other rights, convertible or exchangeable securities, agreements, 

arrangements, or commitments of any character, relating to the capital 

stock of Parent, obligating Parent to issue, transfer or sell any capital 

stock, voting securities or securities convertible into or exchangeable for 

capital stock or voting securities of Parent or obligating Parent to grant, 



extend or enter into any such option, warrant, subscription or other right, 

convertible or exchangeable security, agreement, arrangement or commitment 

(each of the foregoing, a "Parent Convertible Security"). Since the close 

of business on June 3, 1999, Parent has not issued any shares of capital 

stock or Parent Convertible Securities, other than in connection with the 

exercise of employee stock options described in clause (a) above and/or as 

permitted by Section 6.1 hereof. Except as required by the terms of any 

employee or director stock options and/or as permitted by 6.1, there are no 

outstanding obligations of Parent or any of its Subsidiaries to repurchase, 

redeem or otherwise acquire any shares of capital stock of Parent and of 

any Parent Convertible Securities. 

     SECTION 4.6 Subsidiaries. 

          (a)  Each Subsidiary of Parent is duly organized, validly 

existing and in good standing under the laws of its jurisdiction of 

organization, has all powers and all governmental licenses, authorizations, 

permits, consents and approvals required to carry on its business as now 

conducted, except for those the absence of which would not, individually or 

in the aggregate, reasonably be expected to have a Material Adverse Effect 

on Parent. Each Subsidiary of Parent is duly qualified to do business and 

is in good standing in each jurisdiction where the character of the 

property owned or leased by it or the nature of its activities makes such 

qualifications necessary, except for those jurisdictions where failure to 

be so qualified would not, individually or in the aggregate, have a 

Material Adverse Effect on Parent. 

          (b)  Except for directors' qualifying shares and except as set 

forth in Parent's annual report on Form 10-K for the fiscal year ended 

December 31, 1998 ("Parent 10-K"), all of the outstanding capital stock of, 

or other ownership interests in, each Significant Subsidiary of Parent is 

owned, directly or indirectly, by Parent. All shares of capital stock of, 

or other ownership interests in, Subsidiaries of the Parent owned, directly 

or indirectly, by Parent are owned free and clear of any Lien and free of 

any other limitation or restriction (including any restriction on the right 

to vote, sell or otherwise dispose of such capital stock or other ownership 

interests), except as would not, individually or in the aggregate, have a 

Material Adverse Effect on the Parent. There are no outstanding options, 

warrants or other rights to acquire, and, except as may be required by 

applicable foreign corporate laws, no preemptive or similar rights, 

subscriptions or other rights, convertible or exchangeable securities, 

agreements, arrangements or commitments of any character, relating to the 

capital stock of any Subsidiary of Parent, obligating Parent or any of its 

Subsidiaries to issue, transfer or sell, any capital stock, voting 

securities or other ownership interests in, or any securities convertible 

into or exchangeable for any capital stock, voting securities or ownership 

interests in, any Subsidiary of Parent or obligating Parent or any 

Subsidiary of Parent to grant, extend or enter into any such option, 

warrant, subscription or other right, convertible or exchangeable security, 

agreement, arrangement or commitment (each of the foregoing, a "Parent 

Subsidiary Convertible Security"). There are no outstanding obligations of 

Parent or any of its Subsidiaries to repurchase, redeem or otherwise 

acquire from any Person (other than Parent or a wholly owned Subsidiary of 

Parent) any outstanding shares of capital stock of any Subsidiary of Parent 

or any Parent Subsidiary Convertible Securities. 

     SECTION 4.7 Commission Filings. 

          (a)  Parent has made available to the Company (i) its annual 

reports on Form 10-K for its fiscal years ended December 31, 1996, 1997 and 

1998, (ii) its quarterly reports on Form 10-Q for its fiscal quarters ended 

after December 31, 1998, (iii) its proxy or information statements relating 

to meetings, of, or actions taken without a meeting by, the stockholders of 

Parent held since December 31, 1998, and (iv) all of its other reports, 

statements, schedules and registration statements filed with the Commission 

since December 31, 1998 (the documents referred to in this Section 4.7(a) 

being referred to collectively as the "Parent Commission Documents"). 

Parent's quarterly report on Form 10-Q for its fiscal quarter ended March 

31, 1999 is referred to as the "Parent 10-Q". 

          (b)  As of its filing date, each Parent Commission Document 

complied as to form in all material respects with the applicable 

requirements of the Exchange Act and the Securities Act. 

          (c)  As of its filing date, each Parent Commission Document filed 

pursuant to the Exchange Act did not contain any untrue statement of a 

material fact or omit to state any material fact necessary in order to make 

the statements made therein, in the light of the circumstances under which 

they were made, not misleading. 

          (d)  Each registration statement, as amended or supplemented, if 



applicable, filed by Parent pursuant to the Securities Act since December 

31, 1996, as of the date such statement or amendment became effective did 

not contain any untrue statement of a material fact or omit to state any 

material fact required to be stated therein or necessary to make the 

statements therein not misleading. 

     SECTION 4.8 Financial Statements. The audited consolidated financial 

statements and unaudited consolidated interim financial statements of 

Parent (including any related notes and schedules) included in the annual 

reports on Form 10-K and the quarterly reports on Form 10-Q referred to in 

Section 4.7 present fairly, in all material respects, the financial 

position of Parent and its subsidiaries as of the dates thereof and their 

results of operations and cash flows for the periods then ended (subject to 

normal year-end adjustments and the absence of notes in the case of any 

unaudited interim financial statements), in each case in conformity with 

GAAP applied on a consistent basis (except as may be indicated in the notes 

thereto). For purposes of this Agreement, "Parent Balance Sheet" means the 

consolidated balance sheet of Parent as of March 31, 1999 set forth in the 

Parent 10-Q and "Parent Balance Sheet Date" means March 31, 1999. 

     SECTION 4.9 Disclosure Documents. 

          (a)  The proxy statement of Parent (the "Parent Proxy Statement") 

to be filed with the Commission in connection with the Merger and the 

Registration Statement on Form S-4 of Parent (the "Form S-4") to be filed 

under the Securities Act relating to the issuance of Parent Common Stock in 

the Merger, and any amendments or supplements thereto, will, when filed, 

subject to the last sentence of Section 4.9(b), comply as to form in all 

material respects with the applicable requirements of the Securities Act. 

          (b)  Neither the Parent Proxy Statement nor any amendment or 

supplement thereto, will, at the date the Parent Proxy Statement or any 

such amendment or supplement is first mailed to stockholders of Parent or 

at the time such stockholders vote on the matters constituting the Parent 

Stockholder Approval, contain any untrue statement of a material fact or 

omit to state any material fact necessary in order to make the statements 

therein, in light of the circumstances under which they were made, not 

misleading. Neither the Form S-4 nor any amendment or supplement thereto 

will at the time it becomes effective under the Securities Act or at the 

Effective Time contain any untrue statement of a material fact or omit to 

state a material fact required to be stated therein or necessary to make 

the statements therein not misleading. No representation or warranty is 

made by Parent in this Section 4.9 with respect to statements made or 

incorporated by reference therein based on information supplied by the 

Company for inclusion or incorporation by reference in the Parent Proxy 

Statement or the Form S-4. 

          (c)  None of the information supplied or to be supplied by Parent 

for inclusion or incorporation by reference in the Company Proxy Statement 

or any amendment or supplement thereto will, at the date the Company Proxy 

Statement or any amendment or supplement thereto is first mailed to the 

stockholders of the Company or at the time the stockholders vote on the 

adoption and approval of this Agreement and the transactions contemplated 

hereby, contain any untrue statement of a material fact or omit to state 

any material fact necessary in order to make the statements therein, in 

light of the circumstances under which they were made, not misleading. 

     SECTION 4.10 Absence of Certain Changes. Since the Parent Balance 

Sheet Date, and, other than with respect to clause (a) below, prior to the 

date hereof, Parent and its Subsidiaries have conducted their respective 

businesses in the ordinary course, consistent with past practice and there 

has not been: 

          (a)  any event, occurrence or development which, individually or 

in the aggregate, would have a Material Adverse Effect on Parent; 

          (b)  any declaration, setting aside or payment of any dividend or 

other distribution with respect to any shares of capital stock of Parent 

(other than regular quarterly cash dividends payable by Parent in respect 

of shares of Parent Common Stock consistent with past practice) or any 

repurchase (other than repurchases of Parent Common Stock which occurred 

subsequent to the Parent Balance Sheet Date and prior to the date hereof), 

redemption or other acquisition by Parent or any of its Significant 

Subsidiaries of any outstanding shares of its capital stock or any Parent 

Convertible Securities (except (x) as required by the terms of any employee 

or stock option plan or compensation plan or arrangement, (y) in accordance 

with any dividend reinvestment plan as in effect as of the date of this 

Agreement in the ordinary course of operation of such plan consistent with 

past practice, and/or (z) as otherwise permitted by Section 6.1); or 

          (c)  any amendment of any material term of any outstanding 



security of Parent or any of its Significant Subsidiaries; 

          (d)  any transaction or commitment made, or any contract, 

agreement or settlement entered into, by (or judgment, order or decree 

affecting) Parent or any of its Subsidiaries relating to its assets or 

business (including the acquisition or disposition of any material amount 

of assets) or any relinquishment by Parent or any of its Subsidiaries of 

any contract or other right, in either case, material to Parent and its 

Subsidiaries taken as a whole, other than transactions, commitments, 

contracts, agreements or settlements (including without limitation 

settlements of litigation and tax proceedings) in the ordinary course of 

business consistent with past practice and those contemplated by this 

Agreement;

          (e)  any change prior to the date hereof in any method of 

accounting or accounting practice (other than any change for tax purposes) 

by Parent or any of its Subsidiaries, except for any such change which is 

not material or which is required by reason of a concurrent change in GAAP; 

or 

          (f)  any (i) grant of any severance or termination pay to (or 

amendment to any such existing arrangement with) any director, officer or 

employee of Parent or any of its Subsidiaries, (ii) entering into of any 

employment, deferred compensation, supplemental retirement or other similar 

agreement (or any amendment to any such existing agreement) with any 

director, officer or employee of Parent or any of its Subsidiaries, (iii) 

increase in, or accelerated vesting and/or payment of, benefits under any 

existing severance or termination pay policies or employment agreements or 

(iv) increase in or enhancement of any rights or features related to 

compensation, bonus or other benefits payable to directors, officers or 

employees of Parent or any of its Subsidiaries, in each case, other than in 

the ordinary course of business consistent with past practice or as 

permitted by this Agreement; or 

          (g)  any material Tax election made or changed, any material 

audit settled or any material amended Tax Returns filed. 

     SECTION 4.11 No Undisclosed Material Liabilities. There are no 

liabilities of Parent or any Subsidiary of Parent of any kind whatsoever, 

whether accrued, contingent, absolute, determined, determinable or 

otherwise, other than: 

          (a)  liabilities disclosed or provided for in the Parent Balance 

Sheet or in the notes thereto; 

          (b)  liabilities incurred since such date in the ordinary course 

of business; 

          (c)  liabilities which, individually or in the aggregate, would 

not have a Material Adverse Effect on Parent; 

          (d)  liabilities disclosed in the Parent Commission Documents 

filed prior to the date of this Agreement; and 

          (e)  liabilities under this Agreement. 

     SECTION 4.12 Litigation. There is no action, suit, investigation or 

proceeding pending against, or to the knowledge of Parent threatened 

against or affecting, Parent or any of its Subsidiaries or any of their 

respective properties or any of their respective officers or directors 

before any court or arbitrator or any governmental body, agency or official 

except as would not, individually or in the aggregate, have a Material 

Adverse Effect on Parent or prevent or materially delay the consummation of 

the Merger. 

     SECTION 4.13 Taxes. Except as provided for in the Parent Balance Sheet 

(including the notes thereto) or as would not, individually or in the 

aggregate, have a Material Adverse Effect on Parent, (i) all Parent Tax 

Returns required to be filed with any taxing authority by, or with respect 

to, Parent and its Subsidiaries have been filed in accordance with all 

applicable laws; (ii) Parent and its Subsidiaries have timely paid all 

Taxes shown as due and payable on Parent Tax Returns that have been so 

filed, and, as of the time of filing, the Parent Tax Returns correctly 

reflected the facts regarding the income, business, assets, operations, 

activities and the status of Parent and its Subsidiaries (other than Taxes 

which are being contested in good faith and for which adequate reserves are 

reflected on the Parent Balance Sheet); (iii) Parent and its Subsidiaries 

have made provision for all Taxes payable by Parent and its Subsidiaries 

for which no Parent Tax Return has yet been filed; (iv) the charges, 

accruals and reserves for Taxes with respect to Parent and its Subsidiaries 

reflected on the Parent Balance Sheet are adequate under GAAP to cover the 



Tax liabilities accruing through the date thereof; (v) there is no action, 

suit, proceeding, audit or claim now proposed or pending against or with 

respect to Parent or any of its Subsidiaries in respect of any Tax where 

there is a reasonable possibility of an adverse determination; and (vi) to 

the best of Parent's knowledge and belief, neither Parent nor any of its 

Subsidiaries is liable for any Tax imposed on any entity other than such 

Person, except as the result of the application of Treas. Reg. Sections 

1.1502-6 (and any comparable provision of the tax laws of any state, local 

or foreign jurisdiction) to the affiliated group of which Parent is the 

common parent. 

     SECTION 4.14 Employee Benefit Plans. 

          (a)  For purposes of this Agreement, the term "Parent Employee 

Plans" shall mean and include: each material management, consulting, 

non-compete, employment, severance or similar contract, plan, arrangement 

or policy applicable to any director, former director, employee or former 

employee of Parent and each material plan, program, policy, agreement or 

arrangement (written or oral), providing for compensation, bonuses, 

profit-sharing, stock option or other stock related rights or other forms 

of incentive or deferred compensation, vacation benefits, insurance 

coverage (including any self-insured arrangements), health or medical 

benefits, disability benefits, workers' compensation, supplemental 

unemployment benefits, severance benefits and post-employment or retirement 

benefits (including compensation, pension, health, medical or life 

insurance benefits) or other employee benefits of any kind, whether funded 

or unfunded, which is maintained, administered or contributed to by Parent 

or any Subsidiary and covers any employee or director or former employee or 

director of Parent, or under which Parent or any Subsidiary has any 

liability, contingent or otherwise (including but not limited to each 

material "employee benefit plan," as defined in Section 3(3) of ERISA, but 

excluding any such plan that is a "multiemployer plan," as defined in 

Section 3(37) of ERISA). 

          (b)  Each Parent Employee Plan has been established and 

maintained in compliance with its terms and with the requirements 

prescribed by any and all statutes, orders, rules and regulations 

(including but not limited to ERISA and the Code) which are applicable to 

such Plan, except where failure to so comply would not, individually or in 

the aggregate, have a Material Adverse Effect on Parent. 

          (c)  Neither Parent nor any affiliate of Parent has incurred a 

liability under Title IV of ERISA that has not been satisfied in full, and 

no condition exists that presents a material risk to Parent or any 

affiliate of Parent of incurring any such liability other than liability 

for premiums due the Pension Benefit Guaranty Corporation (which premiums 

have been paid when due). All contributions required to be made under the 

terms of any Parent Employee Plan maintained in the United States have been 

made, and, where applicable to a Parent Employee Plan, Parent and its 

affiliates have complied with the minimum funding requirements under 

Section 412 of the Code and Section 302 of ERISA with respect to each such 

Parent Employee Plan. 

          (d)  Each Parent Employee Plan which is intended to be qualified 

under section 401(a) of the Code is so qualified and has been so qualified 

during the period from its adoption to date, and each trust forming a part 

thereof is exempt from federal income tax pursuant to section 501(a) of the 

Code and, to Parent's knowledge, no circumstances exist which will 

adversely affect such qualification or exception. 

          (e)  No director or officer or other employee of Parent or any of 

its Subsidiaries will become entitled to any retirement, severance or 

similar benefit or enhanced or accelerated benefit (including any 

acceleration of vesting or lapse of repurchase rights or obligations with 

respect to any Parent Stock Plans or other benefit under any compensation 

plan or arrangement of Parent) solely as a result of the transactions 

contemplated in this Agreement. 

          (f)  Since the Parent Balance Sheet Date, there has been no 

amendment to, or change in employee participation or coverage under, any 

Parent Employee Plan which would increase materially the expense of 

maintaining such Employee Plan above the level of the expense incurred in 

respect thereof for the 12 months ended on the Parent Balance Sheet Date. 

          (g)  Parent and its Subsidiaries are in compliance with all 

applicable federal, state, local and foreign statutes, laws (including, 

without limitation, common law), judicial decisions, regulations, 

ordinances, rules, judgments, orders and codes respecting employment, 

employment practices, labor, terms and conditions of employment and wages 

and hours, and no work stoppage or labor strike against Parent and its 

Subsidiaries is pending or threatened, nor is Parent or its Subsidiaries 



involved in or threatened with any labor dispute, grievance or litigation 

relating to labor matters involving any employees, in each case except as 

would not, individually or in the aggregate, have a Material Adverse Effect 

on Parent. There are no suits, actions, disputes, claims (other than 

routine claims for benefits), investigations or audits pending or, to the 

knowledge of the Company, threatened in connection with any Parent Employee 

Plan, but excluding any of the foregoing which would not have a Material 

Adverse Effect on Parent. 

     SECTION 4.15 Compliance with Laws. Neither Parent nor any of its 

Subsidiaries is in violation of, or has since January 1, 1997 violated, any 

applicable provisions of any laws, statutes, ordinances or regulations 

except for any violations that, individually or in the aggregate, would not 

have a Material Adverse Effect on Parent. 

     SECTION 4.16 Finders' or Advisors' Fees. Except for J.P. Morgan & Co. 

Incorporated whose fees will be paid by Parent, there is no investment 

banker, broker, finder or other intermediary which has been retained by or 

is authorized to act on behalf of Parent or any of its Subsidiaries who 

might be entitled to any fee or commission in connection with the 

transactions contemplated by this Agreement. 

     SECTION 4.17 Environmental Matters. Except for matters which, 

individually or in the aggregate, would not have a Material Adverse Effect 

on Parent, (i) no written notice, notification, demand, request for 

information, citation, summons, complaint or order has been received by, 

and no investigation, action, claim, suit, proceeding or review is pending 

or, to the knowledge of Parent or any of its Subsidiaries, threatened by 

any Person against, Parent or any of its Subsidiaries, and no penalty has 

been assessed within the past three years against Parent or any of its 

Subsidiaries, in each case, with respect to any matters relating to or 

arising out of any Environmental Law; (ii) Parent and its Subsidiaries are 

in compliance with all Environmental Laws; and (iii) to the knowledge of 

Parent, there are no liabilities of or relating to Parent or any of its 

Subsidiaries relating to or arising out of any Environmental Law, and, to 

the knowledge of Parent, there is no existing condition, situation or set 

of circumstances which could reasonably be expected to result in such a 

liability.

     SECTION 4.18 Opinion of Financial Advisor. Parent has received the 

opinion of J.P. Morgan & Co. Incorporated to the effect that, as of the 

date of this Agreement, the consideration to be paid by Parent in the 

Merger is fair, from a financial point of view, to Parent. 

     SECTION 4.19 Pooling; Tax Treatment. 

          (a)  Parent intends that the Merger be accounted for as a 

"pooling of interests" as described in Section 3.19(a). 

          (b)  Neither Parent nor any of its affiliates has taken or agreed 

to take any action or is aware of any fact or circumstance with respect to 

Parent or its affiliates that would prevent the Merger from qualifying (i) 

for "pooling of interests" accounting treatment as described in Section 

3.19(a) or (ii) as a 368 Reorganization. 

     SECTION 4.20 Takeover Statutes. The Board of Directors of Parent has 

taken the necessary action to render Section 203 of the Delaware Law, and 

any other potentially applicable anti-takeover or similar statute or 

regulation inapplicable to this Agreement and the Company Option Agreement 

and the transactions contemplated hereby and thereby. 

     SECTION 4.21 Intellectual Property Matters. Parent and its 

Subsidiaries own, free and clear of all Liens, or have the right to use 

pursuant to valid license, sublicense, agreement or permission all items of 

Intellectual Property necessary for their operations as presently conducted 

or as contemplated to be conducted, except where the failure to have such 

rights, individually or in the aggregate, would not have a Material Adverse 

Effect on Parent. The conduct of Parent's and its Subsidiaries' businesses 

as currently conducted or as contemplated to be conducted does not 

interfere, infringe, misappropriate or violate any of the Intellectual 

Property rights of any third party, except for interferences, 

infringements, misappropriations and violations which, individually or in 

the aggregate, would not have a Material Adverse Effect on Parent. To the 

best of Parent's knowledge, no third party has interfered with, infringed 

upon, misappropriated, diluted, violated or otherwise come into conflict 

with any Intellectual Property rights of Parent or any of its Subsidiaries, 

except for misappropriations and violations which, individually or in the 

aggregate, would not have a Material Adverse Effect on Parent. 

     SECTION 4.22 Year 2000 Compliance Matters. Except for matters which, 

individually and in the aggregate, would not have a Material Adverse Effect 



on Parent, all proprietary and third-party licensed computer systems 

including computer hardware and software owned, leased or licensed by 

Parent and computer software incorporated in products manufactured by 

Parent and its Subsidiaries (a) will, prior to December 31, 1999, 

accurately and without interruption recognize, the advent of the year 2000 

without any adverse change in operation associated with such recognition, 

(b) can accurately and without interruption recognize and manipulate date 

information relating to dates prior to, on and after January 1, 2000 and 

(c) can accurately and without interruption interact with other year 2000 

compliant computer systems and computer software in a way that does not 

compromise their ability to correctly recognize the advent of the year 2000 

or to accurately and without interruption recognize and manipulate date 

information relating to dates prior to, on or after January 1, 2000. The 

costs of the adaptations to such computer systems, hardware and software 

being made by Parent and its Subsidiaries in order to achieve year 2000 

compliance are not expected to have a Material Adverse Effect on Parent. 

                                 ARTICLE V 

                          COVENANTS OF THE COMPANY 

     The Company agrees that: 

     SECTION 5.1 Conduct of the Company. From the date of this Agreement 

until the Effective Time, the Company and its Subsidiaries shall, subject 

to the last sentence of this Section 5.1, conduct their business in the 

ordinary course consistent with past practice and shall use their 

reasonable best efforts to preserve intact their business organizations and 

relationships with third parties. Without limiting the generality of the 

foregoing and subject to the last sentence of this Section 5.1, with the 

prior written consent of Parent (which shall not be unreasonably withheld) 

or as contemplated by this Agreement or the Option Agreements, from the 

date of this Agreement until the Effective Time: 

          (a)  the Company will not, and will not permit any of its 

Subsidiaries to, adopt or propose any change in its certificate of 

incorporation or by-laws; 

          (b)  the Company will not, and will not permit any Subsidiary of 

the Company to, adopt a plan or agreement of complete or partial 

liquidation, dissolution, merger, consolidation, restructuring, 

recapitalization or other reorganization of the Company or any of its 

Subsidiaries (other than transactions between direct and/or indirect wholly 

owned Subsidiaries of the Company); 

          (c)  the Company will not, and will not permit any Subsidiary of 

the Company to, issue, sell, transfer, pledge, dispose of or encumber any 

shares of, or securities convertible into or exchangeable for, or options, 

warrants, calls, commitments or rights of any kind to acquire, any shares 

of capital stock of any class or series of the Company or its any of its 

Subsidiaries other than (i) issuances of Company Common Stock pursuant to 

the exercise of Company Stock Options that are outstanding on the date of 

this Agreement, or pursuant to Company Stock Options or other stock based 

awards granted in accordance with clause (ii) below and (ii) additional 

Company Stock Options or other stock-based awards to acquire shares of 

Company Common Stock granted under the terms of any employee or director 

stock option or compensation plan or arrangement of the Company as in 

effect on the date of this Agreement in the ordinary course of business 

consistent with past practice; 

          (d)  the Company will not (i) split, combine, subdivide or 

reclassify its outstanding shares of capital stock, or (ii) declare, set 

aside or pay any dividend or other distribution payable in cash, stock or 

property with respect to its capital stock other than, subject to Sections 

7.4 and 7.9, regular quarterly cash dividends payable by the Company in 

respect of shares of Company Stock consistent with past practice; 

          (e)  the Company will not, and will not permit any Subsidiary of 

the Company to, redeem, purchase or otherwise acquire directly or 

indirectly any of the Company's capital stock, Company Convertible 

Securities or Company Subsidiary Convertible Securities, except for 

repurchases, redemptions or acquisitions (x) required by or in connection 

with the terms of any Company Stock Plan or (y) in accordance with any 

dividend reinvestment plan as in effect on the date of this Agreement in 

the ordinary course of the operations of such plan consistent with past 

practice and, in the case of each of (x) and (y) above, only to the extent 

consistent with Section 7.4; 

          (f)  the Company will not amend the terms (including the terms 

relating to accelerating the vesting or lapse of repurchase rights or 

obligations) of any employee or director stock options or other stock based 



awards; 

          (g)  the Company will not, and will not permit any Subsidiary of 

the Company to, (i) grant any severance or termination pay to (or amend any 

such existing arrangement with) any director, officer or employee of the 

Company or any of its Subsidiaries, (ii) enter into any employment, 

deferred compensation or other similar agreement (or any amendment to any 

such existing agreement) with any director, officer or employee of the 

Company or any of its Subsidiaries, (iii) increase any benefits payable 

under any existing severance or termination pay policies or employment 

agreements, (iv) increase (or amend the terms of) any compensation, bonus 

or other benefits payable to directors, officers or employees of the 

Company or any of its Subsidiaries or (v) permit any director, officer or 

employee who is not already a party to an agreement or a participant in a 

plan providing benefits upon or following a "change in control" to become a 

party to any such agreement or a participant in any such plan, in the case 

of each of clauses (i) through (iv), other than in the ordinary course of 

business consistent with past practice but subject to Sections 7.4 and 7.9 

and, in the case of the establishment of any retention and/or pay-to-stay 

plans or individual severance arrangements that the Company reasonably 

believes to be appropriate, after notice to Parent and the Company's 

good-faith effort to obtain Parent's approval; 

          (h)  the Company will not, and will not permit any of its 

Subsidiaries to, acquire a material amount of assets or property of any 

other Person except in the ordinary course of business consistent with past 

practice; 

          (i)  other than as contemplated by Section 7.1, the Company will 

not, and will not permit any of its Subsidiaries to, sell, lease, license 

or otherwise dispose of any material amount of assets or property except 

pursuant to existing contracts or commitments and except in the ordinary 

course of business consistent with past practice; 

          (j)  except for any such change which is not material or which is 

required by reason of a concurrent change in GAAP, the Company will not, 

and will not permit any Subsidiary of the Company to, change any method of 

accounting or accounting practice (other than any change for tax purposes) 

used by it; 

          (k)  the Company will not, and will not permit any Subsidiary of 

the Company to, enter into any material joint venture, partnership or other 

similar arrangement; 

          (l)  the Company will not, and will not permit any of its 

Subsidiaries to, take any action that would make any representation or 

warranty of the Company hereunder inaccurate in any material respect at, or 

as of any time prior to, the Effective Time; 

          (m)  the Company will not enter into any standstill agreement, or 

amend or waive any provisions of, or grant any approval under, any 

standstill agreement; provided that the Board of Directors of the Company 

may grant a waiver of provisions of, or approval under, a standstill 

agreement with any Person solely to permit such Person to make a Superior 

Proposal if the Board of Directors of the Company determines in its good 

faith judgment, after receiving the advice of outside legal counsel, that, 

in light of the Superior Proposal, there is a reasonable possibility that 

the Board of Directors would be in violation of its fiduciary duties under 

applicable law if it failed to grant such waiver; 

          (n)  the Company will not make or change any material Tax 

election, settle any material audit or file any material amended Tax 

Returns, except in the ordinary course of business consistent with past 

practice; and 

          (o)  the Company will not, and will not permit any of its 

Subsidiaries to, agree or commit to do any of the foregoing. 

Notwithstanding the foregoing but subject to Section 7.4, from the date 

hereof until the Effective Time, the Company and its Subsidiaries may (x) 

make acquisitions of property, assets or any business (other than pursuant 

to a merger or consolidation with or into the Company) solely for cash so 

long as no one acquisition or series of related acquisitions involves the 

payment of consideration in an amount in excess of $ 500 million, and all 

acquisitions pursuant to this clause (x) do not involve the payment of 

consideration in excess of $ 500 million, in the aggregate, and (y) sell, 

transfer or otherwise dispose of assets or property so long as the Company 

and its Subsidiaries do not sell, transfer and otherwise dispose of assets 

and property pursuant to this clause (y) having a fair market value in 

excess of $ 500 million, in the aggregate. 



     SECTION 5.2    Company Stockholder Meeting; Proxy Material. 

          (a)  The Company shall cause a meeting of its stockholders (the 

"Company Stockholder Meeting") to be duly called and noticed, and, to the 

extent practicable, held on the same date as the Parent Stockholder Meeting 

(as defined below) for the purpose of obtaining the Company Stockholder 

Approval. In connection with the Company Stockholder Meeting, the Company 

(x) will promptly prepare and file with the Commission, will use its 

reasonable best efforts to have cleared by the Commission and will 

thereafter mail to its stockholders as promptly as practicable, the Company 

Proxy Statement and all other proxy materials for the Company Stockholder 

Meeting, (y) will use its reasonable best efforts, subject to paragraph (b) 

of this Section 5.2, to obtain the Company Stockholder Approval and (z) 

will otherwise comply with all legal requirements applicable to the Company 

Stockholder Meeting. 

          (b)  Except as provided in the next sentence, the Board of 

Directors of the Company shall recommend approval and adoption of this 

Agreement and the Merger by the Company's stockholders. The Board of 

Directors of the Company shall be permitted (i) not to recommend to the 

Company's stockholders that they give the Company Stockholder Approval or 

(ii) to withdraw or modify in a manner adverse to Parent its recommendation 

to the Company's stockholders that they give the Company Stockholder 

Approval, only (w) if after receiving an Acquisition Proposal that 

constitutes a Superior Proposal (each as defined in Section 7.10 below), 

the Board of Directors of the Company determines in its good faith 

judgment, after receiving the advice of outside legal counsel, that, in 

light of this Superior Proposal, there is a reasonable possibility that the 

Board of Directors would be in violation of its fiduciary duties under 

applicable law if it failed to withdraw or modify its recommendation, (x) 

after the fifth business day following delivery by the Company to Parent of 

written notice advising Parent that the Board of Directors of the Company 

intends to resolve to so withdraw or modify its recommendation absent 

modification of the terms and conditions of this Agreement, (y) if, 

assuming this Agreement was amended to reflect all adjustments to the terms 

and conditions hereof proposed by Parent during such five business day 

period, such Acquisition Proposal would nonetheless constitute a Superior 

Proposal (it being understood that Parent shall be permitted to propose 

adjustments to the terms and conditions hereof, notwithstanding anything 

contained in the Confidentiality Agreement (as defined in Section 7.3)); 

and (z) if the Company has complied, in all material respects, with its 

obligations set forth in Section 7.10; provided, however, that nothing in 

this paragraph (b) shall be interpreted to excuse the Company from 

complying with its obligations under paragraph (a) of this Section 5.2. 

                                 ARTICLE VI 

                            COVENANTS OF PARENT 

     Parent agrees that: 

     SECTION 6.1 Conduct of Parent. From the date of this Agreement until 

the Effective Time, Parent and its Subsidiaries shall, subject to the last 

sentence of this Section 6.1 and except as set forth on the Parent 

Disclosure Schedules, conduct their business in the ordinary course 

consistent with past practice and shall use their reasonable best efforts 

to preserve intact their business organizations and relationships with 

third parties. Without limiting the generality of the foregoing and subject 

to the last sentence of this Section 6.1 and except as set forth on the 

Parent Disclosure Schedules, with the prior written consent of the Company 

(which shall not be unreasonably withheld) or as contemplated by this 

Agreement or the Option Agreements, from the date of this Agreement until 

the Effective Time: 

          (a)  Parent will not, and will not permit any of its Subsidiaries 

to, adopt or propose any change in its certificate of incorporation or 

by-laws, except as contemplated by Sections 2.1 and 2.2, and except for 

such changes to increase the number of authorized shares of Parent Common 

Stock to no more than 2 billion shares and the number of authorized shares 

of Parent Preferred Stock to no more than 40 million shares and to delete 

the provisions currently contained in such certificate of incorporation 

setting forth the terms of series of Parent Preferred Stock designated 

therein; 

          (b)  Parent will not, and will not permit any of its Subsidiaries 

to, adopt a plan or agreement of complete or partial liquidation, 

dissolution, merger, consolidation, restructuring, recapitalization or 

other reorganization of Parent or any of its Subsidiaries (other than 

transactions between direct and/or indirect wholly owned Subsidiaries of 

Parent); 



          (c)  Parent will not, and will not permit any Subsidiary of 

Parent to, issue, sell, transfer, pledge, dispose of or encumber any shares 

of, or securities convertible into or exchangeable for, or options, 

warrants, calls, commitments or rights of any kind to acquire, any shares 

of capital stock of any class or series of Parent or any of its 

Subsidiaries, other than (i) issuances of Parent Common Stock pursuant to 

the exercise of employee or director stock options outstanding on the date 

of this Agreement or that are granted in accordance with clause (ii) below, 

or (ii) additional options or stock-based awards to acquire Parent Common 

Stock granted under the terms of any employee or director stock option or 

compensation plan or arrangement of Parent as in effect as of the of this 

Agreement in the ordinary course consistent with past practice; 

          (d)  Parent will not (i) split, combine, subdivide or reclassify 

its outstanding shares of capital stock or (ii) declare, set aside or pay 

any dividend or other distribution payable in cash, stock or property with 

respect to its capital stock other than, subject to Sections 7.4 and 7.9, 

regular quarterly cash dividends payable by Parent in respect of the shares 

of Parent Common Stock consistent with past practice; 

          (e)  Parent will not, and will not permit any Subsidiary of 

Parent to, redeem, purchase or otherwise acquire directly or indirectly any 

of Parent's capital stock, Parent Convertible Securities or Parent 

Subsidiary Convertible Securities, except for repurchases, redemptions or 

acquisitions (x) required by or in connection with the respective terms of 

any employee stock option plan or compensation plan or arrangement of 

Parent, or (y) in accordance with any dividend reinvestment plan as in 

effect as of the date of this Agreement in the ordinary course of the 

operation of such plan consistent with past practice and, in the case of 

each of (x) and (y) above, only to the extent consistent with Section 7.4; 

          (f)  Parent will not amend the terms (including the terms 

relating to accelerating the vesting or lapse of repurchase rights or 

obligations) of any employee or director stock options or other stock based 

awards; 

          (g)  Parent will not, and will not permit any Subsidiary of 

Parent to, (i) grant any severance or termination pay to (or amend any such 

existing arrangement with) any director, officer or employee of Parent or 

any of its Subsidiaries, (ii) enter into any employment, deferred 

compensation or other similar agreement (or any amendment to any such 

existing agreement) with any director, officer or employee of Parent or any 

of its Subsidiaries, (iii) increase any benefits payable under any existing 

severance or termination pay policies or employment agreements, (iv) 

increase (or amend the terms of) any compensation, bonus or other benefits 

payable to directors, officers or employees of Parent or any of its 

Subsidiaries or (v) permit any director, officer or employee who is not 

already a party to an agreement or a participant in a plan providing 

benefits upon or following a "change in control" to become a party to any 

such agreement or a participant in any such plan, in the case of each of 

clauses (i) through (iv), other than in the ordinary course of business 

consistent with past practice but subject to Sections 7.4 and 7.9 and, in 

the case of the establishment of any retention and/or pay-to-stay plans or 

individual severance arrangements that Parent reasonably believes to be 

appropriate, after notice to the Company and Parent's good-faith effort to 

obtain the Company's approval; 

          (h)  Parent will not, and will not permit any of its Subsidiaries 

to, acquire a material amount of assets or property of any other Person 

except in the ordinary course of business consistent with past practice; 

          (i)  Other than as contemplated by Section 7.1, Parent will not, 

and will not permit any of its Subsidiaries to, sell, lease, license or 

otherwise dispose of any material amount of assets or property except 

pursuant to existing contracts or commitments and except in the ordinary 

course of business consistent with past practice; 

          (j)  except for any such change which is not material or which is 

required by reason of a concurrent change in GAAP, Parent will not, and 

will not permit any Subsidiary of Parent to, change any method of 

accounting or accounting practice (other than any change for tax purposes) 

used by it; 

          (k)  Parent will not, and will not permit any Subsidiary of 

Parent to, enter into any material joint venture, partnership or other 

similar arrangement; 

          (l)  Parent will not, and will not permit any of its Subsidiaries 

to, take any action that would make any representation or warranty of 

Parent hereunder inaccurate in any material respect at, or as of any time 

prior to, the Effective Time; 



          (m)  Parent will not enter into any standstill agreement, or 

amend or waive any provisions of, or grant any approval under, any 

standstill agreement; provided that the Board of Directors of Parent may 

grant a waiver of provisions of, or approval under, a standstill agreement 

with any Person solely to permit such Person to make a Superior Proposal if 

the Board of Directors of Parent determines in its good faith judgment, 

after receiving the advice of outside legal counsel that, in light of the 

Superior Proposal, there is a reasonable possibility that the Board of 

Directors would be in violation of its fiduciary duties under applicable 

law if it failed to grant such waiver; 

          (n)  Parent will not make or change any material Tax election, 

settle any material audit or file any material amended Tax Returns, except 

in the ordinary course of business, consistent with past practice; and 

          (o)  Parent will not, and will not permit any of its Subsidiaries 

to, agree or commit to do any of the foregoing. 

Notwithstanding the foregoing but subject to Section 7.4, from the date 

hereof until the Effective Time, Parent and its Subsidiaries may (x) make 

acquisitions of property, assets or any business for cash, securities 

(including equity securities) or other consideration, pursuant to a merger, 

consolidation, reorganization or otherwise, so long as no one acquisition 

or series of related acquisitions involves the payment of consideration 

having a fair market value in excess of $1 billion and all acquisitions 

pursuant to this clause (x) do not involve the payment of consideration 

having a fair market value in excess of $2 billion, in the aggregate, and 

(y) sell, transfer or otherwise dispose of assets or property of Parent and 

its Subsidiaries so long as Parent and its Subsidiaries do not sell, 

transfer or otherwise dispose of assets and property pursuant to this 

clause (y) having a fair market value in excess of $1 billion, in the 

aggregate.

     SECTION 6.2 Obligations of Merger Subsidiary. Parent will take all 

action necessary to cause Merger Subsidiary to perform its obligations 

under this Agreement and to consummate the Merger on the terms and 

conditions set forth in this Agreement. 

     SECTION 6.3 Director and Officer Liability. 

          (a)  Parent shall indemnify and hold harmless, to the fullest 

extent permitted under applicable law, the individuals who on or prior to 

the Effective Time were officers, directors and employees of the Company or 

its Subsidiaries (collectively, the "Indemnitees") with respect to all acts 

or omissions by them in their capacities as such or taken at the request of 

the Company or any of its Subsidiaries at any time on or prior to the 

Effective Time. Following the Effective Time, Parent shall cause the 

Surviving Corporation to honor all indemnification obligations presently 

provided under the Company's certificate of incorporation and by-laws in 

effect on the date hereof. Parent shall cause the Surviving Corporation to 

honor all indemnification agreements with Indemnitees (including under the 

Company's by-laws) in effect as of the date of this Agreement in accordance 

with the terms thereof. The Company has disclosed to Parent all such 

indemnification agreements prior to the date of this Agreement. 

          (b)  For six years after the Effective Time, Parent shall procure 

the provision of officers' and directors' liability insurance in respect of 

acts or omissions occurring prior to the Effective Time covering each such 

Person currently covered by the Company's officers' and directors' 

liability insurance policy on terms with respect to coverage and in amounts 

no less favorable than those of such policy in effect on the date hereof; 

provided, that if the aggregate annual premiums for such insurance at any 

time during such period shall exceed 200% of the per annum rate of premium 

paid by the Company and its Subsidiaries as of the date hereof for such 

insurance, then Parent shall, or shall cause its Subsidiaries to, provide 

only such coverage as shall then be available at an annual premium equal to 

200% of such rate. 

          (c)  The obligations of Parent under this Section 6.3 shall not 

be terminated or modified in such a manner as to adversely affect any 

Indemnitee to whom this Section 6.3 applies without the consent of the 

affected Indemnitee (it being expressly agreed that the Indemnitees to whom 

this Section 6.3 applies shall be third party beneficiaries of this Section 

6.3).

     SECTION 6.4    Parent Stockholder Meeting; Form S-4. 

          (a)  Parent shall cause a meeting of its stockholders (the 

"Parent Stockholder Meeting") to be duly called and noticed, and, to the 

extent practicable, held on the same day as the Company Stockholder Meeting 



for the purpose of obtaining the Parent Stockholders Approval. In 

connection with the Parent Stockholder Meeting, Parent (x) will promptly 

prepare and file with the Commission, will use its reasonable best efforts 

to have cleared by the Commission and will thereafter mail to its 

stockholders as promptly as practicable, the Parent Proxy Statement and all 

other proxy materials for such meeting, (y) will use its reasonable best 

efforts, subject to paragraph (b) of this Section 6.4, to obtain the Parent 

Stockholder Approval and (z) will otherwise comply with all legal 

requirements applicable to the Parent Stockholder Meeting. Subject to the 

terms and conditions of this Agreement, Parent shall prepare and file with 

the Commission under the Securities Act the Form S-4, and shall use its 

reasonable best efforts to cause the Form S-4 to be declared effective by 

the Commission as promptly as practicable. Parent shall promptly take any 

action required to be taken under foreign or state securities or Blue Sky 

laws in connection with the issuance of Parent Common Stock in connection 

with the Merger. 

          (b)  Except as provided in the next sentence, the Board of 

Directors of Parent shall recommend approval of the Common Stock Issuance. 

The Board of Directors of Parent shall be permitted (i) not to recommend to 

Parent's stockholders that they give the Parent Stockholder Approval or 

(ii) to withdraw or modify in a manner adverse to the Company its 

recommendation to the Parent's stockholders that they give the Parent 

Stockholder Approval, only (w) if after receiving an Acquisition Proposal 

that constitutes a Superior Proposal, the Board of Directors of Parent 

determines in its good faith judgment, after receiving the advice of 

outside legal counsel, that, in light of this Superior Proposal, there is a 

reasonable possibility that the Board of Directors would be in violation of 

its fiduciary duties under applicable law if it failed to withdraw or 

modify its recommendation, (x) after the fifth business day following 

delivery by Parent to the Company of written notice advising the Company 

that the Board of Directors of Parent intends to resolve to so withdraw or 

modify its recommendation absent modification to the terms and conditions 

of this Agreement (y) if, assuming this Agreement was amended to reflect 

all adjustments to the terms and conditions hereof proposed by the Company 

during such five business day period, such Acquisition Proposal would 

nonetheless constitute a Superior Proposal (it being understood that the 

Company shall be permitted to propose adjustments to the terms and 

conditions hereof, notwithstanding anything contained in the 

Confidentiality Agreement); and (z) if Parent has complied, in all material 

respects, with it obligations set forth in Section 7.10; provided, however, 

that nothing in this paragraph (b) shall be interpreted to excuse Parent 

from complying with its obligations contained in paragraph (a) of this 

Section 6.4. 

      SECTION 6.5 Stock Exchange  Listing.  Parent shall use its reasonable 

best  efforts  to cause the shares of Parent  Common  Stock to be issued in 

connection with the Merger to be approved for listing on the NYSE,  subject 

to official notice of issuance. 

      SECTION 6.6 Employee Benefits. 

          (a)  From and after the Effective Time, Parent shall cause the 

Surviving Corporation to honor in accordance with their terms all benefits 

and obligations under the Company Employee Plans, each as in effect on the 

date of this Agreement (or as amended as contemplated hereby or with the 

prior written consent of Parent). Subject to the previous sentence, no 

provision of this Agreement shall be construed as a limitation on the right 

of Parent or the Surviving Corporation to amend or terminate any Company 

Employee Plan to the extent permitted by the terms thereof (as in effect on 

the date hereof) and applicable law, and no provision of this Agreement 

shall be construed to create a right in any employee or beneficiary of such 

employee under a Company Employee Plan that such employee or beneficiary 

would not otherwise have under the terms of that Company Employee Plan. 

Parent and the Company hereby agree that (i) except as contemplated by 

clause (i) of Section 6.6(e), approval of the Merger by the Company's 

shareholders shall constitute a "Change in Control" for purposes of all 

Company Employee Plans and other employee plans or arrangements of the 

Company which contain "change in control" provisions, pursuant to the terms 

of such plans in effect on the date hereof, and (ii) neither the execution 

of this Agreement nor the consummation of the transactions contemplated 

hereby shall constitute an "Acceleration Event" or a "Change in Control" 

for purposes of any Parent Employee Plan or other employee plan or 

arrangement of Parent which contains an "acceleration event" or "change in 

control" provision, pursuant to the terms of such plan in effect on the 

date hereof. 

          (b)  Following the Effective Time, Parent shall provide to 

individuals who are employed by the Company and its Subsidiaries as of the 

Effective Time ("Affected Employees"), for so long as such Affected 

Employees remain so employed, employee benefits (including salary, 



incentive compensation and stock-based benefits) which, in the aggregate, 

are substantially equivalent to the benefits provided, at Parent's option, 

either (i) pursuant to the Company's or its Subsidiaries' employee benefit 

plans, programs, policies and arrangements immediately prior to the 

Effective Time, or (ii) pursuant to employee benefit plans, programs, 

policies or arrangements maintained by Parent or any Subsidiary of Parent 

to employees of Parent and its Subsidiaries in positions comparable to 

positions held by Affected Employees with Parent or its Subsidiaries from 

time to time after the Effective Time; provided, however, that neither of 

the foregoing clauses (i) or (ii) shall be construed to limit Parent's 

flexibility in determining the design of any benefit plan or program. 

          (c)  Parent will, or will cause the Surviving Corporation to, 

give Affected Employees full credit for purposes of eligibility, vesting, 

benefit accrual and determination of the level of benefits under any 

employee benefit plans or arrangements maintained by Parent or any 

Subsidiary of Parent for such Affected Employees' service with the Company 

or any Subsidiary of the Company to the same extent recognized by the 

Company immediately prior to the Effective Time; provided, however, that 

(i) in the case of a qualified or non-qualified defined benefit plan of 

Parent or any of its Subsidiaries, Parent need not recognize the 

pre-Effective Time service of an Affected Employee with the Company or any 

of its Subsidiaries for benefit accrual purposes so long as the failure to 

recognize such service does not adversely affect the accrued benefits of 

such Affected Employee as of the Effective Time under the qualified and 

non-qualified defined benefit plans of the Company or any of its 

Subsidiaries in which such Affected Employee then participated, and (ii) in 

the case of a qualified or non-qualified defined contribution plan of 

Parent or any of its Subsidiaries, Parent shall be required only to 

recognize pre-Effective Time participation of an Affected Employee in a 

qualified or non-qualified defined contribution plan of the Company or any 

of its Subsidiaries for purposes of determining eligibility for matching or 

other contributions and the level of such contributions. 

          (d)  Prior to the date hereof, the Company has taken or has 

caused to be taken all action necessary such that neither the execution of 

this Agreement nor any of the transactions contemplated in this Agreement 

(including but not limited to approval of the Merger by the stockholders of 

the Company) shall constitute an event that requires the funding of any 

rabbi trust or similar trust; provided, however, that any such trust may be 

required to be funded following the Effective Time should any participant 

in any plan covered by any such trust fail, promptly after written notice 

has been given Parent, to be paid any benefit required to be paid under 

such covered plan. 

          (e)  Prior to approval of the Merger by the stockholders of the 

Company, (i) the Company shall take or shall cause to be taken all action 

(including but not limited to the adoption of amendments to applicable 

plans and trusts) necessary such that neither approval of the Merger by the 

stockholders of the Company nor consummation of the transactions 

contemplated hereby shall constitute a "Change in Control" for purposes of 

Section 11.4 of the Company's Retirement Benefit Plan (the "RBP") or any 

similar provision in any other defined benefit plan maintained by the 

Company or any of its Subsidiaries, in any case as in effect on the date 

hereof (provided, however, that in the event the RBP or such other plan is 

terminated within three years following the approval of the Merger by the 

shareholders of the Company or if, within such three-year period, a 

tax-qualified plan of Parent or any of its Subsidiaries with which the RBP 

or such other plan has been merged or consolidated or to which any assets 

or liabilities of the RBP or such other plan has been transferred (a 

"Successor Plan") is terminated, the provisions of Section 11.4 of the RBP 

or the applicable provision of such other plan shall be applied to the RBP 

or such other plan or any Successor Plan, as the case may be, as if such 

approval of the Merger had constituted a "Change in Control"), and (ii) the 

Company may take or cause to be taken such action as may be necessary such 

that participants in the Company's Corporate Executive Compensation Plan, 

Supplemental Defined Benefit Retirement Plan and other plans providing for 

the deferral of cash payments or the accelerated payment of lump sum 

benefits may continue to defer the payment of awards or benefits thereunder 

until termination of employment following the Effective Time or otherwise 

in accordance with the terms of such plan. 

          (f)  For purposes of the Company's Tier 1-A severance agreements, 

the amount of the "on-plan" bonus under the Corporate Executive 

Compensation Plan referred to under such an agreement for each executive 

who is a party thereto has been disclosed to Parent prior to the date 

hereof. 

          (g)  Parent will, or will cause the Surviving Corporation to, (i) 

waive all limitations as to preexisting conditions, exclusions and waiting 

periods with respect to participation and coverage requirements applicable 



to the Affected Employees under any welfare benefit plans that such 

employees may be eligible to participate in after the Effective Time, other 

than limitations or waiting periods that are already in effect with respect 

to such employees and that have not been satisfied as of the Effective Time 

under any welfare plan maintained for the Affected Employees immediately 

prior to the Effective Time, and (ii) provide each Affected Employee with 

credit for any co-payments and deductibles paid prior to the Effective Time 

in satisfying any applicable deductible or out-of-pocket requirements under 

any welfare plans that such employees are eligible to participate in after 

the Effective Time. 

     SECTION 6.7 Employment Agreement. At the Effective Time, Parent shall 

enter into an agreement with Michael R. Bonsignore substantially in the 

form of Exhibit B attached hereto. 

                                ARTICLE VII 

                    COVENANTS OF PARENT AND THE COMPANY 

     The parties hereto agree that: 

     SECTION 7.1    Reasonable Best Efforts. 

          (a)  Subject to Sections 7.1(b) and 7.1(c), the Company and 

Parent shall each cooperate with the other and use (and shall cause their 

respective Subsidiaries to use) their respective reasonable best efforts to 

promptly (i) take or cause to be taken all necessary actions, and do or 

cause to be done all things, necessary, proper or advisable under this 

Agreement and applicable laws to consummate and make effective the Merger 

and the other transactions contemplated by this Agreement as soon as 

practicable, including, without limitation, preparing and filing promptly 

and fully all documentation to effect all necessary filings, notices, 

petitions, statements, registrations, submissions of information, 

applications and other documents and (ii) obtain all approvals, consents, 

registrations, permits, authorizations and other confirmations required to 

be obtained from any third party necessary, proper or advisable to 

consummate the Merger and the other transactions contemplated by this 

Agreement. Subject to applicable laws relating to the exchange of 

information, the Company and Parent shall have the right to review in 

advance, and to the extent practicable each will consult the other on, all 

the information relating to the Company and its Subsidiaries or Parent and 

its Subsidiaries, as the case may be, that appears in any filing made with, 

or written materials submitted to, any third party and/or any governmental 

authority in connection with the Merger and the other transactions 

contemplated by this Agreement. 

          (b)  Without limiting Section 7.1(a), Parent and the Company 

shall, subject to Section 7.1(c): 

               (i)  each use its reasonable best efforts to avoid the entry 

of, or to have vacated or terminated, any decree, order, or judgment that 

would restrain, prevent or delay the Closing, on or before the End Date (as 

defined in Section 9.1(b)(i)), including without limitation defending 

through litigation on the merits any claim asserted in any court by any 

Person; and 

               (ii) each use its reasonable best efforts to avoid or 

eliminate each and every impediment under any antitrust, competition or 

trade regulation law that may be asserted by any governmental authority 

with respect to the Merger so as to enable the Closing to occur as soon as 

reasonably possible (and in any event no later than the End Date), 

including, without limitation (x) proposing, negotiating, committing to and 

effecting, by consent decree, hold separate order, or otherwise, the sale, 

divestiture or disposition of such assets or businesses of Parent or the 

Company (or any of their respective Subsidiaries) and (y) otherwise taking 

or committing to take actions that limit its or its Subsidiaries' freedom 

of action with respect to, or its ability to retain, one or more of its or 

its Subsidiaries' businesses, product lines or assets, in each case as may 

be required in order to avoid the entry of, or to effect the dissolution 

of, any injunction, temporary restraining order, or other order in any suit 

or proceeding, which would otherwise have the effect of preventing or 

materially delaying the Closing. At the request of Parent, the Company 

shall agree to divest, sell, dispose or, hold separate, or otherwise take 

or commit to take any action that limits its freedom of action with respect 

to, its or its Subsidiaries' ability to retain, any of the businesses, 

product lines or assets of the Company or any of its Subsidiaries, provided 

that any such action is conditioned upon the consummation of the Merger and 

such action when taken together with any similar action by Parent would not 

have a Material Adverse Effect on Parent at and after the Effective Time. 

The Company agrees and acknowledges that, notwithstanding anything to the 

contrary in this Section 7.1, in connection with any filing or submission 



required, action to be taken or commitment to be made by Parent, the 

Company or any of their respective Subsidiaries to consummate the Merger or 

other transactions contemplated in this Agreement, neither the Company nor 

any of its Subsidiaries shall, without Parent's prior written consent 

(which shall not be unreasonably withheld), sell, divest or dispose of any 

assets, commit to any sale, divestiture or disposal of assets or businesses 

of the Company and its Subsidiaries or take any other action or commit to 

take any action that would limit the Company's, Parent's or any of their 

Subsidiaries' freedom of action with respect to, or their ability to retain 

any of, their businesses, product lines or assets. Parent also agrees and 

acknowledges that notwithstanding anything to the contrary in this Section 

7.1, in connection with any filing or submission required, action to be 

taken or commitment to be made by Parent, the Company or any of their 

respective Subsidiaries to consummate the Merger or other transactions 

contemplated in this Agreement, neither Parent nor any of its Subsidiaries 

shall, without the Company's prior written consent (which shall not be 

unreasonably withheld), sell, divest or dispose of any assets, commit to 

any sale, divestiture or disposal of assets or businesses of Parent and its 

Subsidiaries or take any other action or commit to take any action that 

would limit the Company's, Parent's or any of their Subsidiaries' freedom 

of action with respect to, or their ability to retain any of, their 

businesses, product lines or assets. 

          (c)  The provisions of this Section 7.1 shall not be construed to 

require Parent to agree to the sale, transfer, divestiture or other 

disposition of any businesses, product lines or assets of Parent, the 

Company or any of their respective subsidiaries if the action would, or 

would reasonably be expected to, have a Material Adverse Effect on Parent 

at and after the Effective Time. The provisions of this Section 7.1 shall 

not be construed to require the Company to agree to the sale, transfer, 

divestiture or other disposition of any businesses, product lines or assets 

of the Company or any of its subsidiaries unless any such action, if such 

action would reasonably be expected to have a Material Adverse Effect on 

the Company, is subject to consummation of the Merger and such action would 

not have a Material Adverse Effect on Parent at and after the Effective 

Time. Any actions taken by Parent or the Company to comply with their 

respective obligations under Section 7.1(b), including a decision by Parent 

or the Company to waive any of the provisions of Section 7.1(b), shall be 

deemed not to have or be reasonably expected not to have a Material Adverse 

Effect on Parent at and after the Effective Time. 

     SECTION 7.2 Certain Filings. The Company and Parent shall cooperate 

with one another (a) in connection with the preparation of the Company 

Proxy Statement, the Parent Proxy Statement and the Form S-4, (b) in 

determining whether any action by or in respect of, or filing with, any 

governmental body, agency or official, or authority is required, or any 

actions, consents, approvals or waivers are required to be obtained from 

parties to any material contracts, in connection with the consummation of 

the transactions contemplated by this Agreement and (c) in seeking any such 

actions, consents, approvals or waivers or making any such filings, 

furnishing information required in connection therewith or with the Company 

Proxy Statement, the Parent Proxy Statement or the Form S-4 and seeking 

timely to obtain any such actions, consents, approvals or waivers. 

     SECTION 7.3 Access to Information. From the date hereof until the 

Effective Time, to the extent permitted by applicable law, the Company and 

Parent will upon reasonable request give the other party, its counsel, 

financial advisors, auditors and other authorized representatives access to 

the offices, properties, books and records of such party and its 

Subsidiaries during normal business hours, furnish to the other party, its 

counsel, financial advisors, auditors and other authorized representatives 

such financial and operating data and other information as such Persons may 

reasonably request and will instruct its own employees, counsel and 

financial advisors to cooperate with the other party in its investigation 

of the business of the Company or Parent, as the case may be; provided that 

no investigation of the other party's business shall affect any 

representation or warranty given by either party hereunder, and neither 

party shall be required to provide any such information if the provision of 

such information may cause a waiver of an attorney-client privilege. All 

information obtained by Parent or the Company pursuant to this Section 7.3 

shall be kept confidential in accordance with, and shall otherwise be 

subject to the terms of, the Confidentiality Agreement dated May 5, 1999 

between Parent and the Company (the "Confidentiality Agreement"). 

     SECTION 7.4 Tax and Accounting Treatment. 

          (a)  Neither Parent nor the Company shall, nor shall they permit 

their Subsidiaries to, take any action or fail to take any action which 

action or failure to act would prevent, or would be reasonably likely to 

prevent, the Merger from qualifying (a) for "pooling of interests" 

accounting treatment under GAAP and the rules and regulations of the 



Commission or (b) as a 368 Reorganization. 

          (b)  Parent shall use its reasonable best efforts to provide to 

Fried, Frank, Harris, Shriver and Jacobson and Skadden, Arps, Slate, 

Meagher and Flom LLP a certificate substantially in the form agreed to by 

the Company and Parent prior to the date of this Agreement. The Company 

shall use its reasonable best efforts to provide to Fried, Frank, Harris, 

Shriver and Jacobson and Skadden, Arps, Slate, Meagher and Flom LLP a 

certificate substantially in the form agreed to by the Company and Parent 

prior to the date of this Agreement. 

     SECTION 7.5 Public Announcements. Parent and the Company will consult 

with each other before issuing any press release or making any public 

statement with respect to this Agreement and the transactions contemplated 

hereby and shall not issue any press release or make any public statement 

without the prior consent of the other party, which consent shall not be 

unreasonably withheld. Notwithstanding the foregoing, any such press 

release or public statement as may be required by applicable law or any 

listing agreement with any national securities exchange may be issued prior 

to such consultation, if the party making the release or statement has used 

its reasonable efforts to consult with the other party. 

     SECTION 7.6 Further Assurances. At and after the Effective Time, the 

officers and directors of the Surviving Corporation will be authorized to 

execute and deliver, in the name and on behalf of the Company or Merger 

Subsidiary, any deeds, bills of sale, assignments or assurances and to take 

any other actions and do any other things, in the name and on behalf of the 

Company or Merger Subsidiary, reasonably necessary to vest, perfect or 

confirm of record or otherwise in the Surviving Corporation any and all 

right, title and interest in, to and under any of the rights, properties or 

assets of the Company acquired or to be acquired by the Surviving 

Corporation as a result of, or in connection with, the Merger. 

     SECTION 7.7 Notices of Certain Events. 

          (a)  Each of the Company and Parent shall promptly notify the 

other party of: 

               (i)  any notice or other communication from any Person 

     alleging that the consent of such Person is or may be required in 

     connection with the transactions contemplated by this Agreement if the 

     failure of the Company or Parent, as the case may be, to obtain such 

     consent would be material to the Company or Parent as applicable; and 

               (ii) any notice or other communication from any governmental 

     or regulatory agency or authority in connection with the transactions 

     contemplated by this Agreement. 

          (b)  The Company and Parent shall promptly notify the other party 

of any actions, suits, claims, investigations or proceedings commenced or, 

to the best of its knowledge threatened against, relating to or involving 

or otherwise affecting such party or any of its Subsidiaries which relate 

to the consummation of the transactions contemplated by this Agreement. 

     SECTION 7.8    Affiliates. 

          (a)  Not less than 30 days prior to the Effective Time, each of 

Parent and the Company (i) shall have delivered to the other party a letter 

identifying all Persons who, in the opinion of the party delivering the 

letter, may be, as of the date of the Company Stockholder Meeting or Parent 

Stockholder Meeting, as applicable, its "affiliates" for purposes of SEC 

Accounting Series Releases 130 and 135 and/or, in the case of the Company, 

for purposes of Rule 145 under the Securities Act, and (ii) shall use its 

reasonable best efforts to cause each Person who is identified as an 

"affiliate" of it in such letter to deliver, as promptly as practicable but 

in no event later than 20 days prior to the Closing (or after such later 

date as the Parent and the Company may agree), a signed agreement to Parent 

in the case of affiliates of Parent, substantially in the form attached as 

Exhibit C, and in the case of affiliates of the Company, substantially in 

the form attached as Exhibit D. Each of Parent and the Company shall notify 

the other party from time to time after the delivery of the letter 

described in Section 7.8(a)(i) of any Person not identified on such letter 

who then is, or may be, such an "affiliate" and use its reasonable best 

efforts to cause each additional Person who is identified as an "affiliate" 

to execute a signed agreement as set forth in this Section 7.8(a). 

          (b)  Shares of Parent Common Stock and shares of Company Common 

Stock beneficially owned by each such "affiliate" of Parent or Company who 

has not provided a signed agreement in accordance with Section 7.8(a) shall 

not be transferable during any period prior to and after the Effective Time 

if, as a result of this transfer during any such period, taking into 



account the nature, extent and timing of this transfer and similar 

transfers by all other "affiliates" of Parent and the Company, this 

transfer will, in the reasonable judgment of accountants of Parent, 

interfere with, or prevent the Merger from being accounted for, as a 

"pooling of interests" under GAAP and/or the rules and regulations of the 

SEC. Neither Parent nor the Company shall register, or allow its transfer 

agent to register, on its books any transfer of any shares of Parent Common 

Stock or Company Common Stock of any affiliate of Parent or the Company who 

has not provided a signed agreement in accordance with Section 7.8(a). The 

restrictions on the transferability of shares held by Persons who execute 

an agreement pursuant to Section 7.8(a) shall be as provided in those 

agreements. 

     SECTION 7.9 Payment of Dividends. From the date of the Agreement until 

the Effective Time, Parent and the Company will coordinate with each other 

regarding the declaration of dividends in respect of the shares of Parent 

Common Stock and the shares of Company Common Stock and the record dates 

and payment dates relating thereto, it being the intention of the parties 

that holders of shares of Company Common Stock will not receive two 

dividends, or fail to receive one dividend, for any single calendar quarter 

with respect to their shares of Company Common Stock and the shares of 

Parent Common Stock any holder of shares of Company Common Stock receives 

in exchange therefor in connection with the Merger. 

     SECTION 7.10 No Solicitation. 

          (a)  Each of Parent and the Company and their respective 

Subsidiaries will not, and will use their reasonable best efforts to cause 

their respective officers, directors, employees, investment bankers, 

consultants, attorneys, accountants, agents and other representatives not 

to, directly or indirectly, take any action to solicit, initiate, encourage 

or facilitate the making of any Acquisition Proposal (including without 

limitation, in the case of the Company, by amending, or granting any waiver 

under, the Company Rights Agreement) or any inquiry with respect thereto or 

engage in substantive discussions or negotiations with any Person with 

respect thereto, or in connection with any Acquisition Proposal or 

potential Acquisition Proposal, disclose any nonpublic information relating 

to it or its Subsidiaries or afford access to the properties, books or 

records of it or its Subsidiaries to, any Person that has made, or to such 

party's knowledge, is considering making, any Acquisition Proposal; 

provided, however, that, in the event that (x) Parent or the Company shall 

receive a Superior Proposal that was not solicited by it and did not 

otherwise result from a breach of this Section 7.10, (y) prior to receipt 

of the Parent Stockholder Approval (in the case of Parent) or the Company 

Stockholder Approval (in the case of the Company), the Board of Directors 

of either Parent or the Company, as applicable, determines in its good 

faith judgment, after receiving the advice of outside counsel that, in 

light of this Superior Proposal, if Parent or the Company, as applicable, 

fails to participate in such discussions or negotiations with, or provide 

such information to, the party making the Superior Proposal, there is a 

reasonable possibility that such Board of Directors would be in violation 

of its fiduciary duties under applicable law, and (z) after giving the 

other party two business days' notice of its intention to do so, the party 

receiving such Superior Proposal may (i) furnish information with respect 

to it and its subsidiaries to the Person making such Superior Proposal 

pursuant to a customary confidentiality agreement containing terms 

generally no less restrictive than the terms contained in the 

Confidentiality Agreement (but not containing any exclusivity provision and 

permitting the Person to submit to the Board of Directors of the Company or 

Parent, as applicable, Acquisition Proposals with respect to the Company or 

Parent, as applicable, provided that any such Acquisition Proposal is 

subject to the approval of the Board of Directors of the Company or Parent, 

as applicable, (which approval may be granted solely in accordance with the 

terms of Sections 5.1(m) or 6.1(m) hereof)), provided that a copy of all 

such written information is simultaneously provided to the other party 

hereto and (ii) participate in discussions and negotiations regarding such 

Superior Proposal. 

          (b)  Nothing contained in this Agreement shall prevent the Board 

of Directors of Parent or the Company from complying with Rule 14e-2 under 

the Exchange Act with regard to an Acquisition Proposal; provided that the 

Board of Directors of that party shall not recommend that the stockholders 

of that party tender their shares in connection with a tender offer except 

to the extent, after receiving a Superior Proposal, the Board of Directors 

of that party determines in its good faith judgment, after receiving the 

advice of outside legal counsel, that, in light of the Superior Proposal, 

there is a reasonable possibility that the Board of Directors would be in 

violation of its fiduciary duties under applicable law if it fails to make 

such a recommendation. 

          (c)  Any party receiving an Acquisition Proposal will (A) 



promptly (and in no event later than 48 hours after receipt of any 

Acquisition Proposal) notify (which notice shall be provided orally and in 

writing and shall identify the Person making the Acquisition Proposal and 

set forth the material terms thereof) the other party to this Agreement 

after receipt of any Acquisition Proposal, or any request for nonpublic 

information relating to such party or any Subsidiary of such party or for 

access to the properties, books or records of such party or any Subsidiary 

of such party by any Person that has made, or to such party's knowledge may 

be considering making, an Acquisition Proposal, and (B) will keep the other 

party to this Agreement reasonably informed of any changes to the material 

terms of any such Acquisition Proposal or request. Each of Parent and the 

Company shall, and shall cause their respective Subsidiaries to, 

immediately cease and cause to be terminated, and use reasonable best 

efforts to cause its officers, directors, employees, investment bankers, 

consultants, attorneys, accountants, agents and other representatives to, 

immediately cease and cause to be terminated, all discussions and 

negotiations, if any, that have taken place prior to the date hereof with 

any Persons with respect to any Acquisition Proposal. 

     For purposes of this Agreement, "Acquisition Proposal" means any 

written offer or proposal for, or any written indication of interest in, 

any (i) direct or indirect acquisition or purchase of a business or asset 

of Parent or the Company or any of their respective Subsidiaries that 

constitutes 20% or more of the net revenues, net income or assets of such 

party and its Subsidiaries, taken as a whole; (ii) direct or indirect 

acquisition or purchase of 20% or more of any class of equity securities of 

Parent or the Company or any of their respective Subsidiaries whose 

business constitutes 20% or more of the net revenues, net income or assets 

of such party and its Subsidiaries, taken as a whole; (iii) tender offer or 

exchange offer that, if consummated, would result in any Person 

beneficially owning 20% or more of any class of equity securities of Parent 

or the Company or any of their respective Subsidiaries whose business 

constitutes 20% or more the net revenues, net income or assets of such 

party and its Subsidiaries, taken as a whole; or (iv) merger, 

consolidation, business combination, recapitalization, liquidation, 

dissolution or similar transaction involving Parent or the Company or any 

of their respective Subsidiaries whose business constitutes 20% or more of 

the net revenue, net income or assets of such party and its Subsidiaries, 

taken as a whole, other than the transactions contemplated by this 

Agreement. For purposes of this Agreement, "Superior Proposal" means any 

bona fide written Acquisition Proposal for or in respect of all of the 

outstanding shares of Company Common Stock, or Parent Common Stock, as 

applicable, (i) on terms that the Board of Directors of Parent or the 

Company, as applicable, determines in its good faith judgment (after 

consultation with a financial advisor of nationally recognized reputation 

and taking into account all the terms and conditions of the Acquisition 

Proposal deemed relevant by such Board of Directors, including any break-up 

fees, expense reimbursement provisions, conditions to consummation, and the 

ability of the party making such proposal to obtain financing for such 

Acquisition Proposal) are more favorable (other than in immaterial 

respects) from a financial point of view to its stockholders than the 

Merger; and (ii) that constitutes a transaction that, in such Board of 

Directors' judgment, is reasonably likely to be consummated on the terms 

set forth, taking into account all legal, financial, regulatory and other 

aspects of such proposal. 

          (d)  Nothing contained in this Agreement shall prohibit a 

deferral of the distribution of rights issued pursuant to the Company 

Rights Agreement following the commencement of a tender offer or an 

exchange offer for Company Common Stock. 

          (e)  Each of the Company and Parent agrees that it will take the 

necessary steps promptly to inform its officers, directors, investment 

bankers, consultants, attorneys, accountants, agents and other 

representatives of the obligations undertaken in this Section 7.10. 

     SECTION 7.11 Letters from Accountants. 

          (a)  Parent shall use reasonable best efforts to cause to be 

delivered to Parent and the Company two letters from PricewaterhouseCoopers 

LLP, one dated no earlier than three business days prior to the date on 

which the Form S-4 shall become effective and one dated no earlier than 

three business days prior to the Closing Date, each addressed to the Boards 

of Directors of Parent and the Company, in form reasonably satisfactory to 

the Company and customary in scope for comfort letters delivered by 

independent public accountants in connection with registration statements 

similar to the Form S-4. 

          (b)  Parent shall use reasonable best efforts to cause to be 

delivered to Parent and the Company a letter from PricewaterhouseCoopers 

LLP, dated as of the Closing Date, addressed to the Boards of Directors of 



Parent and the Company, stating that PricewaterhouseCoopers LLP concurs 

with Parent's management's conclusion that accounting for the Merger as a 

"pooling of interests" under Opinion No. 16 (Business Combination) of the 

Accounting Principles Board of the American Institute of Certified Public 

Accountants and the rules and regulations of the Commission is appropriate 

if the Merger is closed and consummated in accordance with the terms 

hereof. 

          (c)  The Company shall use reasonable best efforts to cause to be 

delivered to the Company and Parent two letters from Deloitte & Touche LLP, 

one dated no earlier than three business days prior to the date on which 

the Form S-4 shall become effective and one dated no earlier than three 

business days prior to the Closing Date, each addressed to the Boards of 

Directors of the Company and Parent, in form reasonably satisfactory to 

Parent and customary in scope for comfort letters delivered by independent 

public accountants in connection with registration statements similar to 

the Form S-4. 

          (d)  The Company shall use reasonable best efforts to cause to be 

delivered to Parent a letter from Deloitte & Touche LLP, dated as of the 

Closing Date, addressed to the Boards of Directors of the Company and 

Parent, stating that Deloitte & Touche LLP concurs with the Company's 

management's conclusion that the Company is eligible to participate in a 

transaction accounted for as a "pooling of interests" under Opinion No. 16 

(Business Combination) of the Accounting Principles Board of the American 

Institute of Certified Public Accountants and the rules and regulations of 

the Commission. 

     SECTION 7.12 Takeover Statutes. If any anti-takeover or similar 

statute or regulation is or may become applicable to the transactions 

contemplated hereby, each of the parties and its Board of Directors shall 

grant such approvals and take all such actions as are legally permissible 

so that the transactions contemplated hereby may be consummated as promptly 

as practicable on the terms contemplated hereby and otherwise act to 

eliminate or minimize the effects of any such statute or regulation on the 

transactions contemplated hereby. 

     SECTION 7.13 Headquarters. 

          (a)  After the Effective Time, the headquarters of Parent shall 

continue to be located in Morristown, N.J. 

          (b)  Both Parent and the Company acknowledge the long-standing, 

mutually beneficial relationship between the Company and the Greater Twin 

City community. In recognition of this, Parent and the Company hereby 

confirm their intention to maintain this relationship subsequent to the 

Effective Time, including, by continuing, following the Effective Time, to 

provide funding to The Honeywell Foundation and to otherwise maintain the 

Company's charitable and communal endeavors in the Twin City community, in 

either instance at levels at least as great as the Company provided or 

maintained prior to the Effective Time. Parent and the Company also confirm 

their intention, following the Effective Time, to explore opportunities to 

minimize the effects, if any, on the local communities served by the 

Company that the provisions of Section 7.13(a) may have. 

     SECTION 7.14 Integration. Prior to the Effective Time, Parent and the 

Company shall appoint an integration team (the "Integration Team") half the 

members of which shall be persons designated by Parent and half the members 

of which shall be persons designated by the Company. The Integration Team 

shall have two co-chairpersons, one designated by Parent and one designated 

by the Company. Prior to the Effective Time, the Integration Team shall 

report to the persons contemplated by Section 2.2(c) to constitute the 

Executive Office as of the Effective Time. As of and after the Effective 

Time, the Integration Team shall report to the Executive Office. 

     SECTION 7.15 Transfer Statutes. Each of Parent and the Company agrees 

to use its commercially reasonable efforts to comply promptly with all 

requirements of the New Jersey, Connecticut and other state property 

transfer statutes to the extent applicable to the transactions contemplated 

hereby, and to take all actions necessary to cause the transactions 

contemplated hereby to be effected in compliance with such statutes. Parent 

and the Company agree that they will consult with each other to determine 

what, if any, actions must be taken prior to or after the Effective time to 

ensure compliance with such statutes. Each of Parent and the Company agrees 

to provide the other with any documents to be submitted to the relevant 

state agencies prior to submission. For purposes of this section, the New 

Jersey and Connecticut Property Transfer Statutes means the New Jersey 

Industrial Site Recovery Act, 1993 N.J. Laws 139, and the Connecticut 

Transfer Act, Conn. Gen. Stat. Ann. ss.22a.-134(b). 

     SECTION 7.16 Section 16(b). Parent and the Company shall take all such 



steps reasonably necessary to cause the transactions contemplated hereby 

and any other dispositions of equity securities of the Company (including 

derivative securities) or acquisitions of Parent equity securities 

(including derivative securities) in connection with this Agreement by each 

individual who (a) is a director or officer of the Company or (b) at the 

Effective Time, will become a director or officer of Parent, to be exempt 

under Rule 16b-3 promulgated under the Exchange Act.10 

                                ARTICLE VIII 

                          CONDITIONS TO THE MERGER 

     SECTION 8.1 Conditions to the Obligations of Each Party. The 

obligations of the Company, Parent and Merger Subsidiary to consummate the 

Merger are subject to the satisfaction (or, to the extent legally 

permissible, waiver) of the following conditions: 

          (a)  this Agreement and the Merger shall have been approved and 

adopted by the stockholders of the Company in accordance with Delaware Law; 

          (b)  the Common Stock Issuance shall have been approved by the 

stockholders of Parent in accordance with the rules and regulations of the 

NYSE;

          (c)  any applicable waiting period (including any extension 

thereof) under the HSR Act relating to the Merger shall have expired or 

been terminated; 

          (d)  the approval by the European Commission of the transactions 

contemplated by this Agreement shall have been obtained pursuant to the EC 

Merger Regulation; 

          (e)  no provision of any applicable law or regulation and no 

judgment, injunction, order or decree shall prohibit or enjoin the 

consummation of the Merger; 

          (f)  the Form S-4 shall have been declared effective under the 

Securities Act and no stop order suspending the effectiveness of the Form 

S-4 shall be in effect and no proceedings for such purpose shall be pending 

before or threatened by the SEC; 

          (g)  the shares of Parent Common Stock to be issued in the Merger 

shall have been approved for listing on the NYSE, subject to official 

notice of issuance; 

          (h)  the letters of PricewaterhouseCoopers LLP and Deloitte & 

Touche LLP contemplated by paragraphs (b) and (d) of Section 7.11 shall 

have been delivered as contemplated thereby; and 

          (i)  (i) all required approvals or consents of any governmental 

authority (whether domestic, foreign or supranational) in connection with 

the Merger and the consummation of the other transactions contemplated 

hereby shall have been obtained (and all relevant statutory, regulatory or 

other governmental waiting periods, whether domestic, foreign or 

supranational, shall have expired) unless the failure to receive any such 

approval or consent would not, and would not be reasonably expected to, 

have a Material Adverse Effect on Parent at or after the Effective Time and 

(ii) all such approvals and consents which have been obtained shall be on 

terms that would not, and would not reasonably be expected to, have a 

Material Adverse Effect on Parent at or after the Effective Time. 

     SECTION 8.2 Conditions to the Obligations of Parent and Merger 

Subsidiary. The obligations of Parent and Merger Subsidiary to consummate 

the Merger are subject to the satisfaction (or, to the extent legally 

permissible, waiver) of the following further conditions: 

          (a)  (i) the Company shall have performed in all material 

respects all of its obligations hereunder required to be performed by it at 

or prior to the Effective Time, (ii) the representations and warranties of 

the Company contained in this Agreement and in any certificate or other 

writing delivered by the Company pursuant hereto shall be true and correct 

(without giving effect to any limitation as to "materiality" or "Material 

Adverse Effect" set forth therein) at and as of the Effective Time as if 

made at and as of such time (except to the extent expressly made as of an 

earlier date, in which case as of such earlier date), except where the 

failure of such representations and warranties to be true and correct 

(without giving effect to any limitation as to "materiality" or "Material 

Adverse Effect" set forth therein) would not, individually or in the 

aggregate, have a Material Adverse Effect on the Company, and (iii) Parent 

shall have received a certificate signed by an executive officer of the 

Company to the foregoing effect; 



          (b)  there shall not be instituted or pending any action or 

proceeding by any governmental authority (whether domestic, foreign or 

supranational) before any court or governmental authority or agency, 

domestic, foreign or supranational, seeking to (i) restrain, prohibit or 

otherwise interfere with the ownership or operation by Parent or any 

Subsidiary of Parent of all or any portion of the business of the Company 

or any of its Subsidiaries or of Parent or any of its Subsidiaries or to 

compel Parent or any Subsidiary of Parent to dispose of or hold separate 

all or any portion of the business or assets of the Company or any of its 

Subsidiaries or of Parent or any of its Subsidiaries; (ii) to impose or 

confirm limitations on the ability of Parent or any Subsidiary of Parent 

effectively to exercise full rights of ownership of the shares of Company 

Common Stock (or shares of stock of the Surviving Corporation) including, 

without limitation, the right to vote any shares of Company Common Stock 

(or shares of stock of the Surviving Corporation) on any matters properly 

presented to stockholders; or (iii) seeking to require divestiture by 

Parent or any Subsidiary of Parent of any shares of Company Common Stock 

(or shares of stock of the Surviving Corporation), if any such matter 

referred in subclauses (i), (ii) and (iii) would, or would reasonably be 

expected to, have a Material Adverse Effect on Parent at or after the 

Effective Time. 

          (c)  there shall not be any statute, rule, regulation, 

injunction, order or decree, enacted, enforced, promulgated, entered, 

issued or deemed applicable to the Merger and the other transactions 

contemplated hereby (or in the case of any statute, rule or regulation, 

awaiting signature or reasonably expected to become law), by any court, 

government or governmental authority or agency or legislative body, 

domestic, foreign or supranational, that would, or would reasonably be 

expected to, have a Material Adverse Effect on Parent at or after the 

Effective Time. 

          (d)  Parent shall have received an opinion of Fried, Frank, 

Harris, Shriver & Jacobson (or other counsel reasonably acceptable to 

Parent) in form and substance reasonably satisfactory to Parent, on the 

basis of customary representations and assumptions set forth in such 

opinion, dated the Effective Time, to the effect that the Merger will be 

treated for federal income tax purposes as a reorganization qualifying 

under the provisions of Section 368(a) of the Code and that each of Parent, 

Merger Subsidiary and the Company will be a party to the reorganization 

within the meaning of Section 368(b) of the Code. In rendering its opinion, 

counsel shall be entitled to rely upon customary representations of 

officers of Parent and the Company reasonably requested by counsel, 

including, without limitation, those contained in certificates 

substantially in the form agreed to by the Company and Parent prior to the 

date of this Agreement. 

     SECTION 8.3 Conditions to the Obligations of the Company. The 

obligation of the Company to consummate the Merger is subject to the 

satisfaction (or, to the extent legally permissible, waiver) of the 

following further conditions: 

          (a)  (i) Parent shall have performed in all material respects all 

of its obligations hereunder required to be performed by it at or prior to 

the Effective Time, (ii) the representations and warranties of Parent and 

Merger Sub contained in this Agreement and in any certificate or other 

writing delivered by Parent pursuant hereto shall be true and correct 

(without giving effect to any limitation as to "materiality" or "Material 

Adverse Effect" set forth herein) at and as of the Effective Time as if 

made at and as of such time (except to the extent expressly made as of an 

earlier date, in which case as of such earlier date, except where the 

failure of such representations to be true and correct (without giving 

effect to any limitation as to "materiality" or "Material Adverse Effect" 

set forth herein) would not, individually as in the aggregate, have a 

Material Adverse Effect on Parent and (iii) the Company shall have received 

a certificate signed by a vice-president of Parent to the foregoing effect; 

and 

          (b)  the Company shall have received an opinion of Skadden, Arps, 

Slate, Meagher & Flom LLP (or other counsel reasonably acceptable to the 

Company) in form and substance reasonably satisfactory to the Company, on 

the basis of customary representations and assumptions set forth in such 

opinion, dated the Effective Time, to the effect that the Merger will be 

treated for federal income tax purposes as a reorganization qualifying 

under the provisions of Section 368(a) of the Code and that each of Parent, 

Merger Subsidiary and the Company will be a party to the reorganization 

within the meaning of Section 368(b) of the Code. In rendering this 

opinion, counsel shall be entitled to rely upon customary representations 

of officers of Parent and the Company reasonably requested by counsel, 

including, without limitation, those contained in certificates 



substantially in the form agreed to by the Company and Parent prior to the 

date of this Agreement. 

          (c)  Parent shall have taken all such actions as shall be 

necessary so that the By-laws Amendment shall become effective not later 

than the Effective Time. 

                                 ARTICLE IX 

                                TERMINATION 

     SECTION 9.1 Termination. This Agreement may be terminated and the 

Merger may be abandoned at any time prior to the Effective Time 

(notwithstanding any approval of this Agreement by the stockholders of the 

Company or any approval of the Common Stock Issuance by the stockholders of 

Parent): 

          (a)  by mutual written consent of the Company and Parent; 

          (b)  by either the Company or Parent, 

               (i)   if the Merger has not been consummated as of the eight 

     month anniversary hereof (the "End Date"); provided, however, that if 

     (x) the Effective Time has not occurred by such date by reason of 

     nonsatisfaction of any of the conditions set forth in Section 8.1(c), 

     8.1(d), 8.1(e), 8.1(i), 8.2(b) and 8.2(c) and (y) all other conditions 

     set forth in Article 8 have heretofore been satisfied or waived or are 

     then capable of being satisfied, 60 days after such eight month 

     anniversary (which shall then be the "End Date"); provided, further 

     that at the End Date the right to terminate this Agreement under this 

     Section 9.1(b)(i) shall not be available to any party whose failure to 

     fulfill in any material respect any obligation under this Agreement 

     has caused or resulted in the failure of the Effective Time to occur 

     on or before the End Date; 

               (ii)  if the Company Stockholder Approval shall not have been 

     obtained by reason of the failure to obtain the required vote at a 

     duly held meeting of stockholders or any adjournment thereof; or 

               (iii)  if the Common Stock Issuance Approval shall not have 

     been obtained by reason of the failure to obtain the required vote at 

     a duly held meeting of stockholders or any adjournment thereof; 

          (c)  by either the Company or Parent, if there shall be any law 

or regulation that makes consummation of the Merger illegal or otherwise 

prohibited or if any judgment, injunction, order or decree enjoining Parent 

or the Company from consummating the Merger is entered and such judgment, 

injunction, order or decree shall become final and nonappealable; provided 

that the terminating party has fulfilled its obligations under Section 7.1; 

          (d)  by Parent, if the Board of Directors of the Company shall 

have failed to recommend or withdrawn or modified or changed in a manner 

adverse to Parent its approval or recommendation of this Agreement or the 

Merger, whether or not permitted by the terms hereof, or shall have failed 

to call the Company Stockholder Meeting in accordance with Section 5.2, or 

shall have recommended a Superior Proposal (or the Board of Directors of 

the Company shall resolve to do any of the foregoing); 

          (e)  by the Company, if the Board of Directors of Parent shall 

have failed to recommend or shall have withdrawn or modified or changed in 

a manner adverse to the Company its approval and recommendation of this 

agreement or the Common Stock Issuance, whether or not permitted by the 

terms hereof, or shall have failed to call the Parent Stockholder Meeting 

in accordance with Section 6.4 or shall have recommended a Superior 

Proposal (or the Board of Directors of Parent resolves to do any of the 

foregoing); or 

          (f)  by either Parent or the Company, if there shall have been a 

breach by the other of any of its representations, warranties, covenants or 

obligations contained in this Agreement, which breach would result in the 

failure to satisfy one or more of the conditions set forth in Section 

8.2(a) (in the case of a breach by the Company) or Section 8.3(a) (in the 

case of a breach by Parent), and in any such case such breach shall be 

incapable of being cured or, if capable of being cured, shall not have been 

cured within 30 days after written notice thereof shall have been received 

by the party alleged to be in breach. 

     The party desiring to terminate this Agreement pursuant to clause (b), 

(c), (d), (e) or (f) of this Section 9.1 shall give written notice of such 

termination to the other party in accordance with Section 10.1, specifying 

the provision hereof pursuant to which such termination is effected. 



     SECTION 9.2 Effect of Termination. If this Agreement is terminated 

pursuant to Section 9.1, this Agreement shall become void and of no effect 

with no liability on the part of any party hereto, except that (a) the 

agreements contained in this Section 9.2, in Section 10.4, Section 10.5, in 

the Option Agreements and in the Confidentiality Agreement, and the 

representations and warranties with respect to the Option Agreements shall 

survive the termination hereof and (b) no such termination shall relieve 

any party of any liability or damages resulting from any willful breach by 

that party of this Agreement. 

                                 ARTICLE X 

                               MISCELLANEOUS 

     SECTION 10.1 Notices. All notices, requests and other communications 

to any party hereunder shall be in writing (including facsimile or similar 

writing) and shall be given, 

     if to Parent or Merger Subsidiary, to: 

          AlliedSignal Inc. 

          101 Columbia Road 

          P.O. Box 3000 

          Morristown, NJ  07962-2496 

          Attention:  Peter M. Kreindler 

          Senior Vice President, General Counsel 

            and Secretary 

          Facsimile No.:  (973) 455-4217 

     with a copy to: 

          Fried, Frank, Harris, Shriver & Jacobson 

          One New York Plaza 

          New York, NY  10004-1980 

          Attention:  Arthur Fleischer, Jr., Esq. 

                      Charles M. Nathan, Esq. 

          Facsimile No.:  (212) 859-4000 

     if to the Company, to: 

          Honeywell Inc. 

          Honeywell Plaza 

          Minneapolis, MN  55408 

          Attention:  Edward D. Grayson 

          Vice President and General Counsel 

          Facsimile No.:  (612) 951-3859 

     with a copy to: 

          Skadden, Arps, Slate, Meagher & Flom LLP 

          919 Third Avenue 

          New York, N.Y.  10022-3897 

            Attention:  Peter Allan Atkins, Esq. 

                        David J. Friedman, Esq. 

          Facsimile No.: (212) 735-2000 

     or such other address or facsimile number as such party may hereafter 

specify for the purpose by notice to the other parties. Each such notice, 

request or other communication shall be effective (a) if given by 

facsimile, when such facsimile is transmitted to the facsimile number 

specified in this Section and the appropriate facsimile confirmation is 

received or (b) if given by any other means, when delivered at the address 

specified in this Section. 

     SECTION 10.2 Non-Survival of Representations and Warranties. The 

representations and warranties contained herein and in any certificate or 

other writing delivered pursuant hereto shall not survive the Effective 

Time.

     SECTION 10.3 Amendments; No Waivers. 

          (a)  Any provision of this Agreement (including the Exhibits and 

Schedules hereto) may be amended or waived prior to the Effective Time at 

any time prior to or after the receipt of the Parent Stockholder Approval 

and/or the Company Stockholder Approval, if, and only if, such amendment or 

waiver is in writing and signed, in the case of an amendment, by the 

Company, Parent and Merger Subsidiary, or in the case of a waiver, by the 

party against whom the waiver is to be effective; provided that after the 

receipt of any such approval, if any such amendment or waiver shall by law 

or in accordance with the rules and regulations of any relevant securities 



exchange requires further approval of stockholders, the effectiveness of 

such amendment or waiver shall be subject to the necessary stockholder 

approval. 

          (b)  No failure or delay by any party in exercising any right, 

power or privilege hereunder shall operate as a waiver thereof nor shall 

any single or partial exercise thereof preclude any other or further 

exercise thereof or the exercise of any other right, power or privilege. 

The rights and remedies herein provided shall be cumulative and not 

exclusive of any rights or remedies provided by law. 

     SECTION 10.4 Expenses. 

          (a)  Except as otherwise specified in Sections 10.5 or 10.6, the 

Option Agreements or as otherwise agreed to in writing by the parties, all 

costs and expenses incurred in connection with this Agreement and the 

transactions contemplated by this Agreement shall be paid by the party 

incurring such cost or expense, except that (a) the filing fees in respect 

to filings made pursuant to the HSR Act, the EC Merger Regulation and all 

similar filings in other jurisdictions, (b) filing fees in connection with 

the filing with the SEC of the Form S-4, the Parent Proxy Statement and the 

Company Proxy Statement, (c) all printing, mailing and related expenses 

incurred in connection with printing and mailing of the Form S-4, the 

Parent Proxy Statement and the Company Proxy Statement and (d) all other 

expenses not directly attributable to any one of the parties, shall be 

shared equally by Parent and the Company. 

     SECTION 10.5   Company Termination Fee. 

          (a)  If: 

               (i)   Parent shall terminate this Agreement pursuant to 

     Section 9.1(d), unless at the time of such failure to recommend, 

     withdrawal or adverse modification or change, failure to call the 

     Company Stockholder Meeting or recommendation of a Superior Proposal, 

     any of the conditions set forth in Section 8.3(a) would not have been 

     satisfied as of such date and would not be reasonably capable of being 

     satisfied; or 

               (ii)  either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(ii) and prior to the Company 

     Stockholder Meeting any Person shall have made to the Company or to 

     the stockholders of the Company an Acquisition Proposal relating to 

     the Company; or 

               (iii) either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(i) and (x) prior to such 

     termination any Person shall have made to the Company or to the 

     stockholders of the Company an Acquisition Proposal relating to the 

     Company and (y) within nine months after such termination, the Company 

     enters into a definitive agreement with respect to any Acquisition 

     Proposal made prior to, as of or after such termination; or 

               (iv)  Parent shall terminate this Agreement pursuant to 

     Section 9.1(f) and prior to such termination any Person shall have 

     made to the Company or to the stockholders of the Company an 

     Acquisition Proposal relating to the Company; 

then, (x) in the case of clause (i), the Company shall pay to Parent, not 

later than the date of termination of this Agreement, an amount equal to 

$350 million, (y) in the case of clause (iii), the Company shall pay to 

Parent, not later than the date the Company enters into a definitive 

agreement with respect to any Acquisition Proposal, $350 million, and (z) 

in the case of clauses (ii) or (iv), (a) the Company shall pay to Parent, 

not later than the date of termination of this Agreement, an amount equal 

to $200 million, and (b) if within nine months after the termination of 

this Agreement, the Company enters into a definitive agreement in respect 

of an Acquisition Proposal, the Company shall pay to Parent, not later than 

the date such agreement is entered into, an additional amount equal to $150 

million. Acceptance by Parent of the final payment to which Parent is 

entitled in connection with the events described in clauses (i), (ii), 

(iii) or (iv) (other than in the case of the events described in clause 

(iv), if the breach involved constitutes a willful breach), as applicable, 

referred to in the foregoing sentence shall constitute conclusive evidence 

that this Agreement has been validly terminated and upon acceptance of 

payment of such amount, the Company shall be fully released and discharged 

from any liability or obligation resulting from or under this Agreement 

(except for its obligations under the Company Option Agreement). For 

purposes of clause (ii) of this Section 10.5(a), the term "Acquisition 

Proposal" shall have the meaning set forth in Section 7.10, except that all 

references to "20%" shall be replaced with "40%," and for purposes of 



clauses (iii) and (iv) of this Section 10.5(a), such term shall have the 

meaning set forth in Section 7.10, except that all references to "20%" 

shall be replaced with "50%". 

          (b)  If: 

               (i)   either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(ii) and no Acquisition Proposal 

     relating to the Company has been made to the Company or the 

     stockholders of the Company prior to the Company Stockholder Meeting; 

     or 

               (ii)  Parent shall terminate this Agreement pursuant to 

     Section 9.1(f) and no Acquisition Proposal relating to the Company has 

     been made prior thereto to the Company or the stockholders of the 

     Company, 

then,  in any such  case,  the  Company  shall,  upon  request  of  Parent, 

reimburse Parent for all of its  out-of-pocket  expenses incurred by Parent 

in connection with this Agreement and the transactions contemplated hereof, 

including, without limitation, reasonable fees and expenses of accountants, 

attorneys  and  financial  advisors,   and  costs  and  expenses  otherwise 

allocated  to Parent  pursuant to Section  10.4,  up to an aggregate of $20 

million. 

          (c)  All payments and reimbursements made under this Section 10.5 

shall be made by wire transfer of immediately available funds to an account 

specified by Parent. 

     SECTION 10.6   Parent Termination Fee. 

          (a)  If: 

               (i)   The Company shall terminate this Agreement pursuant to 

     Section 9.1(e), unless at the time of such failure to recommend, 

     withdrawal or adverse modification or change, failure to call the 

     Parent Stockholder Meeting or recommendation of a Superior Proposal, 

     any of the conditions set forth in Section 8.2(a) would not have been 

     satisfied as of such date and would not be reasonably capable of being 

     satisfied; or 

               (ii)  either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(iii), and prior to the Parent 

     Stockholder Meeting any Person shall have made to Parent or to the 

     stockholders of Parent an Acquisition Proposal relating to Parent; or 

               (iii) either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(i) and (x) prior to such 

     termination any Person shall have made to Parent or to the 

     stockholders of Parent an Acquisition Proposal relating to Parent and 

     (y) within nine months after such termination, Parent enters into a 

     definitive agreement with respect to any Acquisition Proposal made 

     prior to, as of or after such termination; or 

               (iv) the Company shall terminate this Agreement pursuant to 

     Section 9.1(f) and prior to such termination any Person shall have 

     made to Parent or to the stockholders of Parent an Acquisition 

     Proposal relating to Parent; 

then, (x) in the case of clause (i), Parent shall pay to the Company not 

later than the date of termination of this Agreement an amount equal to 

$350 million, (y) in the case of clause (iii), Parent shall pay to the 

Company, not later than the date Parent enters into a definitive agreement 

with respect to any Acquisition Proposal, $350 million, and (z) in the case 

of clauses (ii) or (iv), (a) Parent shall pay to the Company, not later 

than the date of termination of this Agreement, $200 million, and (b) if 

within nine months after the termination of this Agreement, Parent enters 

into a definitive agreement in respect of an Acquisition Proposal, Parent 

shall pay to the Company, no later than the date such agreement is entered 

into, an additional amount equal to $150 million. Acceptance by the Company 

of the final payment to which the Company is entitled in connection with 

the events described in clauses (i), (ii), (iii) or (iv) (other than in the 

case of the events described in clause (iv), if the breach involved 

constitutes a willful breach), as applicable, referred to in the foregoing 

sentence shall constitute conclusive evidence that this Agreement has been 

validly terminated and upon acceptance of payment of such amount, Parent 

shall be fully released and discharged from any liability or obligation 

resulting from or under this Agreement (except for its obligations under 

Parent Option Agreement). For purposes of clause (ii) of this Section 

10.6(a), the term "Acquisition Proposal" shall have the meaning set forth 

in Section 7.10, except that all references to "20%" shall be replaced with 



"40%," and for purposes of clauses (iii) and (iv) of this Section 10.6(a), 

such term shall have the meaning set forth in Section 7.10, except that all 

references to "20%" shall be replaced with "50%". 

          (b)  If: 

               (i)   either the Company or Parent shall terminate this 

     Agreement pursuant to Section 9.1(b)(iii) and no Acquisition Proposal 

     relating to Parent has been made to Parent or the stockholders of 

     Parent prior to the Parent Stockholder Meeting; or 

               (ii) the Company shall terminate this Agreement pursuant to 

     Section 9.1(f) and no Acquisition Proposal relating to Parent has been 

     made prior thereto to Parent or the stockholders of Parent, 

then, in any such case, Parent shall upon request of the Company, reimburse 

the Company for all of its  out-of-pocket  expenses incurred by the Company 

in connection with this Agreement and the transaction  contemplated hereof, 

including, without limitation, reasonable fees and expenses of accountants, 

attorneys  and  financial  advisors,   and  costs  and  expenses  otherwise 

allocated to the Company  pursuant to Section  10.4,  up to an aggregate of 

$20 million. 

          (c)  All payments and reimbursements made under this Section 10.6 

shall be made by wire transfer of immediately available funds to an account 

specified by the Company. 

     SECTION 10.7 Successors and Assigns. The provisions of this Agreement 

shall be binding upon and inure to the benefit of the parties hereto and 

their respective successors and assigns; provided that no party may assign, 

delegate or otherwise transfer any of its rights or obligations under this 

Agreement without the consent of the other parties hereto except that 

Merger Subsidiary may transfer or assign, in whole or from time to time in 

part, to one or more of its affiliates, its rights under this Agreement, 

but any such transfer or assignment will not relieve Merger Subsidiary of 

its obligations hereunder. 

     SECTION 10.8 Governing Law. This Agreement shall be construed in 

accordance with and governed by the law of the State of Delaware, without 

regard to principles of conflicts of law. 

     SECTION 10.9 Jurisdiction. Any suit, action or proceeding seeking to 

enforce any provision of, or based on any matter arising out of or in 

connection with, this Agreement, the Option Agreements or the transactions 

contemplated hereby or thereby may be brought in any federal or state court 

located in the State of Delaware, and each of the parties hereby consents 

to the jurisdiction of such courts (and of the appropriate appellate courts 

therefrom) in any such suit, action or proceeding and irrevocably waives, 

to the fullest extent permitted by law, any objection which it may now or 

hereafter have to the laying of the venue of any such suit, action or 

proceeding in any such court or that any such suit, action or proceeding 

which is brought in any such court has been brought in an inconvenient 

forum. Process in any such suit, action or proceeding may be served on any 

party anywhere in the world, whether within or without the jurisdiction of 

any such court. Without limiting the foregoing, each party agrees that 

service of process on such party as provided in Section 10.1 shall be 

deemed effective service of process on such party. 

     SECTION 10.10 Waiver of Jury Trial. EACH OF THE PARTIES HERETO HEREBY 

IRREVOCABLY WAIVES ANY AND ALL RIGHT TO TRIAL BY JURY IN ANY LEGAL 

PROCEEDING ARISING OUT OF OR RELATED TO THIS AGREEMENT OR THE TRANSACTIONS 

CONTEMPLATED HEREBY. 

     SECTION 10.11 Counterparts; Effectiveness. This Agreement may be 

signed in any number of counterparts, each of which shall be an original, 

with the same effect as if the signatures thereto and hereto were upon the 

same instrument. This Agreement shall become effective when each party 

hereto shall have received counterparts hereof signed by all of the other 

parties hereto. 

     SECTION 10.12 Entire Agreement. This Agreement (including the Exhibits 

and Schedules), the Option Agreements and the Confidentiality Agreement 

constitute the entire agreement between the parties with respect to the 

subject matter of this Agreement and supersede all prior agreements and 

understandings, both oral and written, between the parties with respect to 

the subject matter hereof and thereof. Except as provided in Section 

6.3(c), no provision of this Agreement or any other agreement contemplated 

hereby is intended to confer on any Person other than the parties hereto 

any rights or remedies. 

     SECTION 10.13 Captions. The captions herein are included for 



convenience of reference only and shall be ignored in the construction or 

interpretation hereof. 

     SECTION 10.14 Severability. If any term, provision, covenant or 

restriction of this Agreement is held by a court of competent jurisdiction 

or other authority to be invalid, void or unenforceable, the remainder of 

the terms, provisions, covenants and restrictions of this Agreement shall 

remain in full force and effect and shall in no way be affected, impaired 

or invalidated so long as the economic or legal substance of the 

transactions contemplated hereby is not affected in any manner materially 

adverse to any party. Upon such a determination, the parties shall 

negotiate in good faith to modify this Agreement so as to effect the 

original intent of the parties as closely as possible in an acceptable 

manner in order that the transactions contemplated hereby be consummated as 

originally contemplated to the fullest extent possible. 



     IN WITNESS WHEREOF, the parties hereto have caused this Agreement to 

be duly executed by their respective authorized officers as of the day and 

year first above written. 

                                    ALLIEDSIGNAL INC. 

                                    By: /s/ Lawrence A. Bossidy 

                                        ----------------------- 

                                        Name:  Lawrence A. Bossidy 

                                        Title: Chairman and Chief Executive 

                                               Officer 

                                    HONEYWELL INC. 

                                    By: /s/ Michael R. Bonsignore 

                                        ------------------------- 

                                        Name:  Michael R. Bonsignore 

                                        Title: Chairman and Chief Executive 

                                               Officer 

                                    BLOSSOM ACQUISITION CORP. 

                                    By: /s/ Peter M. Kreindler 

                                        ---------------------- 

                                        Name:  Peter M. Kreindler 

                                        Title: Senior Vice President and 

                                               Secretary 



                                                            EXHIBIT 2.2 

                           STOCK OPTION AGREEMENT 

     THIS STOCK OPTION AGREEMENT (this "Agreement"), dated as of June 4, 

1999, between ALLIEDSIGNAL INC., a Delaware corporation ("Parent"), and 

HONEYWELL INC., a Delaware corporation (the "Company"). 

                           W I T N E S S E T H : 

     WHEREAS, Parent and the Company are concurrently with the execution 

and delivery of this Agreement entering into an Agreement and Plan of 

Merger (the "Merger Agreement") pursuant to which, among other things, 

Merger Subsidiary will merge with and into the Company on the terms and 

subject to the conditions stated therein; and 

     WHEREAS, in order to induce Parent to enter into the Merger Agreement 

and as a condition for Parent's agreeing so to do, the Company has granted 

to Parent the Stock Option (as hereinafter defined), on the terms and 

conditions set forth herein; 

     NOW, THEREFORE, in consideration of the mutual covenants and 

agreements set forth herein and in the Merger Agreement, and for other good 

and valuable consideration, the adequacy of which is hereby acknowledged, 

the parties hereto agree as follows: 

     Section 1. Definitions. Capitalized terms used and not defined herein 

have the respective meanings assigned to them in the Merger Agreement. 

     Section 2. Grant of Stock Option. The Company hereby grants to Parent 

an irrevocable option (the "Stock Option") to purchase, on the terms and 

subject to the conditions hereof, for $109.453 per share (the "Exercise 

Price") in cash, up to 25,241,518 fully paid and non-assessable shares (the 

"Option Shares") of the Company's common stock, par value $1.50 per share 

(the "Common Stock"). The Exercise Price and number of Option Shares shall 

be subject to adjustment as provided in Section 5 below. 

     Section 3. Exercise of Stock Option. 

          (a) Parent may, subject to the provisions of this Section 3, 

exercise the Stock Option, in whole or in part, at any time or from time to 

time, after the occurrence of a Company Trigger Event (defined below) and 

prior to the Termination Date. "Termination Date" shall mean, subject to 

Section 9(a), the earliest of (i) the Effective Time of the Merger, (ii) 

120 days after the date full payment contemplated by Section 10.5(a) of the 

Merger Agreement is made by the Company to Parent thereunder, (iii) the 

date of the termination of the Merger Agreement so long as, in the case of 

this clause (iii), no Company Trigger Event has occurred or could still 

occur pursuant to Section 10.5(a) of the Merger Agreement or (iv) the first 

anniversary of the date of termination of the Merger Agreement. 

Notwithstanding the occurrence of the Termination Date, Parent shall be 

entitled to purchase Option Shares pursuant to any exercise of the Stock 

Option, on the terms and subject to the conditions hereof, to the extent 

Parent exercised the Stock Option prior to the occurrence of the 

Termination Date. A "Company Trigger Event" shall mean an event the result 

of which is that the total fee or fees required to be paid by the Company 

to Parent pursuant to Section 10.5(a) of the Merger Agreement is equal to 

$350 million. 

          (b) Parent may purchase Option Shares pursuant to the Stock 

Option only if all of the following conditions are satisfied: (i) no 

preliminary or permanent injunction or other order issued by any federal or 

state court of competent jurisdiction in the United States shall be in 

effect prohibiting delivery of the Option Shares, (ii) any waiting period 

applicable to the purchase of the Option Shares under the HSR Act shall 

have expired or been terminated, and (iii) any prior notification to or 

approval of any other regulatory authority in the United States or 

elsewhere required in connection with such purchase shall have been made or 

obtained, other than those which if not made or obtained would not 

reasonably be expected to result in a significant detriment to the Company 

and its Subsidiaries, taken as a whole. 

          (c) If Parent shall be entitled to and wishes to exercise the 

Stock Option, it shall do so by giving the Company written notice (the 

"Stock Exercise Notice") to such effect, specifying the number of Option 

Shares to be purchased and a place and closing date not earlier than three 

business days nor later than 10 business days from the date of such Stock 

Exercise Notice. If the closing cannot be consummated on such date because 

any condition to the purchase of Option Shares set forth in Section 3(b) 

has not been satisfied or as a result of any restriction arising under any 

applicable law or regulation, the closing shall occur five days (or such 



earlier time as Parent may specify) after satisfaction of all such 

conditions and the cessation of all such restrictions. 

          (d) So long as the Stock Option is exercisable pursuant to the 

terms of Section 3(a), Parent may elect to send a written notice to the 

Company (the "Cash Exercise Notice") specifying a date not later than 20 

business days and not earlier than 5 business days following the date such 

notice is given on which date the Company shall pay to Parent in exchange 

for the cancellation of the relevant portion of the Stock Option an amount 

in cash equal to the Spread (as hereinafter defined) multiplied by all or 

such relevant portion of the Option Shares subject to the Stock Option as 

Parent shall specify. As used herein, "Spread" shall mean the excess, if 

any, over the Exercise Price of the higher of (x) if applicable, the 

highest price per share of Common Stock paid or proposed to be paid by any 

Person pursuant to any Acquisition Proposal relating to Parent (the 

"Proposed Alternative Transaction Price") or (y) the average of the closing 

prices of the shares of Common Stock on the principal securities exchange 

or quotation system on which the Common Stock is then listed or traded as 

reported in The Wall Street Journal (but subject to correction for 

typographical or other manifest errors in such reporting) for the five 

consecutive trading days immediately preceding the date on which the Cash 

Exercise Notice is given (the "Average Market Price"). If the Proposed 

Alternative Transaction Price includes any property other than cash, the 

Proposed Alternative Transaction Price shall be the sum of (i) the fixed 

cash amount, if any, included in the Proposed Alternative Transaction Price 

plus (ii) the fair market value of such other property. If such other 

property consists of securities with an existing public trading market, the 

average of the closing prices (or the average of the closing bid and asked 

prices if closing prices are unavailable) for such securities in their 

principal public trading market on the five trading days ending five days 

prior to the date on which the Cash Exercise Notice is given shall be 

deemed to equal the fair market value of such property. If such other 

property includes anything other than cash or securities with an existing 

public trading market, the Proposed Alternative Transaction Price shall be 

deemed to equal the Average Market Price. Upon exercise of its right 

pursuant to this Section 3(d) and the receipt by Parent of the applicable 

cash amount with respect to the Option Shares or the applicable portion 

thereof, the obligations of the Company to deliver Option Shares pursuant 

to Section 3(e) shall be terminated with respect to the number of Option 

Shares specified in the Cash Exercise Notice. The Spread shall be 

appropriately adjusted, if applicable, to give effect to Section 5. 

          (e) (i) At any closing pursuant to Section 3(c) hereof, Parent 

shall make payment to the Company of the aggregate purchase price for the 

Option Shares to be purchased and the Company shall deliver to Parent a 

certificate representing the purchased Option Shares, registered in the 

name of Parent or its designee and (ii) at any closing pursuant to Section 

3(d) hereof, the Company will deliver to Parent cash in an amount 

determined pursuant to Section 3(d) hereof. Any payment made by Parent to 

the Company, or by the Company to Parent, pursuant to this Agreement shall 

be made by wire transfer of immediately available funds to a bank 

designated by the party receiving such funds, provided that the failure or 

refusal by the Company to designate such a bank account shall not preclude 

Parent from exercising the Stock Option. If at the time of the issuance of 

Options Shares pursuant to the exercise of the Stock Option, Company Rights 

or any similar securities are outstanding, then the Option Shares issued 

pursuant to such exercise shall be accompanied by corresponding Company 

Rights or such similar securities. 

          (f) Certificates for Common Stock delivered at the closing 

described in Section 3(c) hereof shall be endorsed with a restrictive 

legend which shall read substantially as follows: 

          "The transfer of the shares represented by this certificate 

          is subject to resale restrictions arising under the 

          Securities Act of 1933, as amended." 

     It is understood and agreed that the above legend shall be removed by 

delivery of substitute certificate(s) without this reference (i) if Parent 

shall have delivered to the Company a copy of a no-action letter from the 

staff of the Securities and Exchange Commission, or a written opinion of 

counsel, in form and substance reasonably satisfactory to the Company, to 

the effect that such legend is not required for purposes of, or resale may 

be effected pursuant to an exemption from registration under, the 

Securities Act or (ii) in connection with any sale registered under the 

Securities Act. In addition, these certificates shall bear any other legend 

as may be required by applicable law. 

     Section 4. Representations of Parent. Parent hereby represents and 

warrants to the Company that any Option Shares acquired by Parent upon the 

exercise of the Stock Option will not be, and the Stock Option is not 



being, acquired by Parent with the intention of making a public 

distribution thereof, other than pursuant to an effective registration 

statement under the Securities Act or otherwise in compliance with the 

Securities Act. 

     Section 5. Adjustment upon Changes in Capitalization or Merger. 

          (a) In the event of any change in the outstanding shares of 

Common Stock by reason of a stock dividend, stock split, reverse stock 

split, split-up, merger, consolidation, recapitalization, combination, 

conversion, exchange of shares, extraordinary or liquidating dividend or 

similar transaction which would effect Parent's rights hereunder, the type 

and number of shares or securities purchasable upon the exercise of the 

Stock Option and the Exercise Price shall be adjusted appropriately, and 

proper provision will be made in the agreements governing such transaction, 

so that Parent will receive upon exercise of the Stock Option a number and 

class of shares or amount of other securities or property that Parent would 

have received in respect of the Option Shares had the Stock Option been 

exercised immediately prior to such event or the record date therefor, as 

applicable. In no event shall the number of shares of Common Stock subject 

to the Stock Option exceed 19.9% of the number of shares of Common Stock 

issued and outstanding at the time of exercise (without giving effect any 

shares subject or issued pursuant to the Stock Option). 

          (b) Without limiting the foregoing, whenever the number of Option 

Shares purchasable upon exercise of the Stock Option is adjusted as 

provided in this Section 5, the Exercise Price shall be adjusted by 

multiplying the Exercise Price by a fraction, the numerator of which is 

equal to the number of Option Shares purchasable prior to the adjustment 

and the denominator of which is equal to the number of Option Shares 

purchasable after the adjustment. 

          (c) Without limiting or altering the parties' rights and 

obligations under the Merger Agreement, in the event that the Company 

enters into an agreement (i) to consolidate with or merge into any Person, 

other than Parent or one of its Subsidiaries, and the Company will not be 

the continuing or surviving corporation in such consolidation or merger, 

(ii) to permit any Person, other than Parent or one of its Subsidiaries, to 

merge into the Company and the Company will be the continuing or surviving 

corporation, but in connection with this merger, the shares of Common Stock 

outstanding immediately prior to the consummation of this merger will be 

changed into or exchanged for stock or other securities of the Company or 

any other Person or cash or any other property, or the shares of Common 

Stock outstanding immediately prior to the consummation of such merger 

will, after such merger, represent less than 50% of the outstanding voting 

securities of the merged company, or (iii) to sell or otherwise transfer 

all or substantially all of its assets to any Person, other than Parent or 

one of its Subsidiaries, then, and in each such case, the agreement 

governing this transaction shall make proper provision so that the Stock 

Option will, upon the consummation of any such transaction and upon the 

terms and conditions set forth herein, be converted into, or exchanged for, 

an option with identical terms appropriately adjusted to acquire the number 

and class of shares or other securities or property that Parent would have 

received in respect of Option Shares had the Stock Option been exercised 

immediately prior to such consolidation, merger, sale or transfer or the 

record date therefor, as applicable, and will make any other necessary 

adjustments. The Company shall take such steps in connection with such 

consolidation, merger, liquidation or other transaction as may be 

reasonably necessary to assure that the provisions hereof shall thereafter 

apply as nearly as possible to any securities or property thereafter 

deliverable upon exercise of the Stock Option. 

     Section 6. Further Assurances; Remedies. 

          (a) The Company agrees to maintain, free from preemptive rights, 

sufficient authorized but unissued or treasury shares of Common Stock so 

that the Stock Option may be fully exercised without additional 

authorization of Common Stock after giving effect to all other options, 

warrants, convertible securities and other rights of third parties to 

purchase shares of Common Stock from the Company, and to issue the 

appropriate number of shares of Common Stock pursuant to the terms of this 

Agreement. All of the Option Shares to be issued pursuant to the Stock 

Option, upon issuance and delivery thereof pursuant to this Agreement, will 

be duly authorized, validly issued, fully paid and nonassessable, and will 

be delivered free and clear of all claims, liens, charges, encumbrances and 

security interests (other than those created by this Agreement). 

          (b) The Company agrees not to avoid or seek to avoid (whether by 

charter amendment or through reorganization, consolidation, merger, 

issuance of rights, dissolution or sale of assets, or by any other 

voluntary act) the observance or performance of any of the covenants, 



agreements or conditions to be observed or performed hereunder by the 

Company. 

          (c) The Company agrees that promptly after the occurrence of a 

Company Trigger Event it shall take all actions as may from time to time be 

required (including (i) complying with all applicable premerger 

notification, reporting and waiting period requirements under the HSR Act 

and (ii) in the event that prior notification to or approval of any other 

regulatory authority in the United States or elsewhere is necessary before 

the Stock Option may be exercised, complying with its obligations 

thereunder and cooperating with Parent in Parent's preparing and processing 

the required notices or applications) in order to permit Parent to exercise 

the Stock Option and purchase Option Shares pursuant to such exercise. 

          (d) The parties agree that Parent would be irreparably damaged if 

for any reason the Company failed, in breach of its obligations hereunder, 

to issue any of the Option Shares (or other securities or property 

deliverable pursuant to Section 5 hereof) upon exercise of the Stock Option 

or to perform any of its other obligations under this Agreement, and that 

Parent would not have an adequate remedy at law for money damages in such 

event. Accordingly, Parent shall be entitled to specific performance and 

injunctive and other equitable relief to enforce the performance of this 

Agreement by the Company. Accordingly, if Parent should institute an action 

or proceeding seeking specific enforcement of the provisions hereof, the 

Company hereby waives the claim or defense that Parent has an adequate 

remedy at law and hereby agrees not to assert in any such action or 

proceeding the claim or defense that such a remedy at law exists. The 

Company further agrees to waive any requirements for the securing or 

posting of any bond in connection with obtaining any such equitable relief. 

This provision is without prejudice to any other rights that Parent may 

have against the Company for any failure to perform its obligations under 

this Agreement. 

     Section 7. Listing of Option Shares. Promptly after the occurrence of 

a Company Trigger Event and from time to time thereafter if necessary, the 

Company will apply to list all of the Option Shares subject to the Stock 

Option on the NYSE and will use its reasonable best efforts to obtain 

approval of such listing as soon as practicable. 

     Section 8. Registration of the Option Shares. 

          (a) If, within two years of the exercise of the Stock Option, 

Parent requests the Company in writing to register under the Securities Act 

any of the Option Shares received by Parent hereunder, the Company will use 

its reasonable best efforts to cause the offering of the Option Shares so 

specified in such request to be registered as soon as practicable so as to 

permit the sale or other distribution by Parent of the Option Shares 

specified in its request (and to keep such registration in effect for a 

period of at least 90 days), and in connection therewith the Company shall 

prepare and file as promptly as reasonably possible (but in no event later 

than 60 days from receipt of Parent's request) a registration statement 

under the Securities Act to effect such registration on an appropriate 

form, which would permit the sale of the Option Shares by Parent in 

accordance with the plan of disposition specified by Parent in its request. 

The Company shall not be obligated to make effective more than two 

registration statements pursuant to the foregoing sentence; provided, 

however, that the Company may postpone the filing of a registration 

statement relating to a registration request by Parent under this Section 8 

for a period of time (not in excess of 90 days) if in the Company's 

reasonable, good faith judgment such filing would require the disclosure of 

material information that the Company has a bona fide business purpose for 

preserving as confidential (but in no event shall the Company exercise such 

postponement right more than once in any twelve month period). 

          (b) The Company shall notify Parent in writing not less than 10 

days prior to filing a registration statement under the Securities Act 

(other than a filing on Form S-4 or S-8 or any successor form) with respect 

to any shares of Common Stock. If Parent wishes to have any portion of its 

Option Shares included in such registration statement, it shall advise the 

Company in writing to that effect within two business days following 

receipt of such notice, and the Company will thereupon include the number 

of Option Shares indicated by Parent under such Registration Statement; 

provided that if the managing underwriter(s) of the offering pursuant to 

such registration statement advise the Company that in their opinion the 

number of shares of Common Stock requested to be included in such 

registration exceeds the number which can be sold in such offering on a 

commercially reasonable basis, priority shall be given to securities 

intended to be registered by the Company for its own account and, 

thereafter, the Company shall include in such registration Option Shares 

requested by Parent to be included therein pro rata with the shares of 

Common Stock intended to be included therein by other stockholders of the 



Company. 

          (c) All expenses relating to or in connection with any 

registration contemplated under this Section 8 and the transactions 

contemplated thereby (including all filing, printing, reasonable 

professional, roadshow and other fees and expenses relating thereto) will 

be at the Company's expense except for underwriting discounts or 

commissions and brokers' fees. The Company and Parent agree to enter into a 

customary underwriting agreement with underwriters upon such terms and 

conditions as are customarily contained in underwriting agreements with 

respect to secondary distributions. The Company shall indemnify Parent, its 

officers, directors, agents, other controlling persons and any underwriters 

retained by Parent in connection with such sale of such Option Shares in 

the customary way, and shall agree to customary contribution provisions 

with such persons, with respect to claims, damages, losses and liabilities 

(and any expenses relating thereto) arising (or to which Parent, its 

officers, directors, agents, other controlling persons or underwriters may 

be subject) in connection with any such offer or sale under the federal 

securities laws or otherwise, except for information furnished in writing 

by Parent or its underwriters to the Company. Parent and its underwriters, 

respectively, shall indemnify the Company to the same extent with respect 

to information furnished in writing to the Company by Parent and such 

underwriters, respectively. 

     Section 9. Miscellaneous. 

          (a) Extension of Exercise Periods. The periods during which 

Parent may exercise its rights under Sections 2 and 3 hereof shall be 

extended in each such case at the request of Parent to the extent necessary 

to avoid liability by Parent under Section 16(b) of the Exchange Act by 

reason of such exercise. 

          (b) Amendments; Entire Agreement. This Agreement may not be 

modified, amended, altered or supplemented, except upon the execution and 

delivery of a written agreement executed by the parties hereto. This 

Agreement, together with the Merger Agreement (including any exhibits and 

schedules thereto), contains the entire agreement between the parties 

hereto with respect to the subject matter hereof and supersedes all prior 

and contemporaneous agreements and understandings, oral or written, with 

respect to such transactions. 

          (c) Notices. All notices, requests and other communications to 

either party hereunder shall be in writing (including facsimile or similar 

writing) and shall be given, 

          if to Parent, to: 

                  AlliedSignal Inc. 

                  101 Columbia Road 

                  P.O. Box 3000 

                  Morristown, NJ  07962-2496 

                  Attention:  Peter M. Kreindler 

                  Senior Vice President, General Counsel 

                    and Secretary 

                  Facsimile No.: (973) 455-4217 

          with a copy to: 

                  Fried, Frank, Harris, Shriver & Jacobson 

                  One New York Plaza 

                  New York, NY 10004-1980 

                  Attention:    Arthur Fleischer, Jr., Esq. 

                                Charles M. Nathan, Esq. 

                  Facsimile No.: (212) 859-4000 

          if to the Company, to: 

                  Honeywell Inc. 

                  Honeywell Plaza 

                  Minneapolis, MN  55408 

                  Attention:  Edward D. Grayson 

                  Vice President and General Counsel 

                  Facsimile No.: (612) 951-3859 

          with a copy to: 

                  Skadden, Arps, Slate, Meagher & Flom LLP 



                  919 Third Avenue 

                  New York, NY 10022-3897 

                  Attention:    Peter Allan Atkins, Esq. 

                                David J. Friedman, Esq. 

                  Facsimile No.: (212) 735-2000 

or to such other address or facsimile number as either party may hereafter 

specify for the purpose by notice to the other party hereto. Each such 

notice, request or other communication shall be effective (i) if given by 

facsimile, when such facsimile is transmitted to the facsimile number 

specified in this Section 9 and the appropriate facsimile confirmation is 

received or (ii) if given by any other means, when delivered at the address 

specified in this Section 9. 

          (d) Expenses. Each party hereto shall pay its own expenses 

incurred in connection with this Agreement, except as otherwise 

specifically provided herein and without limiting anything contained in the 

Merger Agreement. 

          (e) Severability. If any term, provision, covenant or restriction 

of this Agreement is held to be invalid, void or unenforceable, the 

remainder of the terms, provisions, covenants and restrictions of this 

Agreement shall remain in full force and effect and shall in no way be 

affected, impaired or invalidated. 

          (f) Governing Law. This Agreement shall be governed by and 

construed in accordance with the laws of the State of Delaware without 

regard to principles of conflicts of law. 

          (g) Jurisdiction. Any suit, action or proceeding seeking to 

enforce any provision of, or based on any matter arising out of or in 

connection with, this Agreement or the transactions contemplated hereby or 

thereby may be brought in any federal or state court located in the State 

of Delaware, and each of the parties hereby consents to the jurisdiction of 

such courts (and of the appropriate appellate courts therefrom) in any such 

suit, action or proceeding and irrevocably waives, to the fullest extent 

permitted by law, any objection which it may now or hereafter have to the 

laying of the venue of any such suit, action or proceeding in any such 

court or that any such suit, action or proceeding which is brought in any 

such court has been brought in an inconvenient forum. Process in any such 

suit, action or proceeding may be served on any party anywhere in the 

world, whether within or without the jurisdiction of any such court. 

Without limiting the foregoing, each party agrees that service of process 

on such party as provided in Section 9(c) shall be deemed effective service 

of process on such party. 

          (h) Counterparts. This Agreement may be executed in two or more 

counterparts, each of which shall be an original, but all of which together 

shall constitute one and the same Agreement. 

          (i) Headings. The section headings herein are for convenience 

only and shall not affect the construction hereof. 

          (j) Assignment. This Agreement shall be binding upon each party 

hereto and such party's successors and assigns. This Agreement shall not be 

assignable by the Company, but may be assigned by Parent in whole or in 

part to any direct or indirect wholly-owned subsidiary of Parent, provided 

that Parent shall remain liable for any obligations so assigned. 

          (k) Survival. All representations, warranties and covenants 

contained herein shall survive the execution and delivery of this Agreement 

and the consummation of the transactions contemplated hereby. 

          (l) Time of the Essence. The parties agree that time shall be of 

the essence in the performance of obligations hereunder. 

          (m) Public Announcement. Parent and the Company will consult with 

each other before issuing any press release or making any public statement 

with respect to this Agreement and the transactions contemplated hereby and 

shall not issue any press release or make any public statement without the 

prior consent of the other party, which shall not be unreasonably withheld. 

Notwithstanding the foregoing, any such press release or public statement 

as may be required by applicable law or any listing Agreement with any 

national securities exchange, may be issued prior to such consultation, if 

the party making the release or statement has used its reasonable efforts 

to consult with the other party. 

     Section 10. Profit Limitation. 

          (a) Notwithstanding any other provision of this Agreement or the 

Merger Agreement, in no event shall Parent's Total Profit (as defined 



below) exceed $400 million (the "Maximum Amount") and, if it otherwise 

would exceed such Maximum Amount, Parent at its sole election may (i) pay 

cash to the Company, (ii) deliver to the Company for cancellation Option 

Shares previously purchased by Parent, or (iii) any combination thereof, so 

that Parent's actually realized Total Profit (as defined below) shall not 

exceed the Maximum Amount after taking into account the foregoing actions. 

          (b) Notwithstanding any other provision of this Agreement, the 

Stock Option may not be exercised for a number of Option Shares as would, 

as of the date of the Stock Exercise Notice or Cash Exercise Notice, as 

applicable, result in a Notional Total Profit (as defined below) of more 

than the Maximum Amount and, if exercise of the Stock Option otherwise 

would result in the Notional Total Profit exceeding such amount, Parent, at 

its discretion, may (in addition to any of the actions specified in Section 

10(a) above) increase the Exercise Price for that number of Option Shares 

set forth in the Stock Exercise Notice or Cash Exercise Notice, as 

applicable, so that the Notional Total Profit shall not exceed the Maximum 

Amount; provided, that nothing in this sentence shall restrict any exercise 

of the Stock Option permitted hereby on any subsequent date at the Exercise 

Price set forth in Section 2 hereof. 

          (c) As used herein, the term "Total Profit" shall mean the 

aggregate amount (before taxes) of the following: (i) the cash amount 

actually received by Parent pursuant to Section 10.5(a) of the Merger 

Agreement less any repayment by Parent to the Company pursuant to Section 

10(a)(i) hereof, (ii) (x) the net cash amounts or the fair market value of 

any property received by Parent pursuant to the sale of Option Shares (or 

of any other securities into or for which such Option Shares are converted 

or exchanged), less (y) Parent's purchase price for such Option Shares (or 

other securities) plus (iii) the aggregate amounts received by Parent 

pursuant to Section 3(d). 

          (d) As used herein, the term "Notional Total Profit" with respect 

to any number of Option Shares as to which Parent may propose to exercise 

the Stock Option shall mean the Total Profit determined as of the date of 

the Stock Exercise Notice or Cash Exercise Notice, as applicable, assuming 

that the Stock Option was exercised on such date for such number of Option 

Shares and assuming that such Option Shares, together with all other Option 

Shares previously acquired upon exercise of the Stock Option and held by 

Parent and its affiliates as of such date, were sold for cash at the 

closing price on the NYSE for the Common Stock as of the close of business 

on the preceding trading day (less customary brokerage commissions). 

     Section 11. Restrictions on Certain Actions; Covenants of Parent. From 

and after the date of exercise of the Stock Option (other than an exercise 

contemplated by Section 3(d) hereof), in whole or part, and for as long as 

Parent owns shares of Common Stock acquired pursuant to the exercise of the 

Stock Option: 

          (a) Without the prior consent of the Board of Directors of the 

Company, Parent will not, and will not permit any of its affiliates to: 

          (i) acquire or agree, offer or propose to acquire, ownership 

     (including, but not limited to, beneficial ownership as defined in 

     Rule 13d-3 under the Exchange Act) of more than 25% of any class of 

     Voting Securities (as defined in below), or any rights or options to 

     acquire such ownership (including from a third party); 

          (ii) propose a merger, consolidation or similar transaction 

     involving the Company; 

          (iii)offer or propose to purchase, lease or otherwise acquire all 

     or a substantial portion of the assets of the Company; 

          (iv) solicit or participate in the solicitation of any proxies or 

     consents with respect to the securities of the Company; 

          (v) enter into any agreements or arrangements with any third 

     party with respect to any of the foregoing; or 

          (vi) request permission to do any of the foregoing or any 

     permission to make any public announcement with respect to any of the 

     foregoing; and 

          (b) (i) Parent agrees to be present in person or to be 

represented by proxy at all stockholder meetings of the Company so that all 

shares of Voting Securities beneficially owned by it or its affiliates may 

be counted for the purpose of determining the presence of a quorum at such 

meetings. 

          (ii) Parent agrees to vote or cause to be voted all Voting 



     Securities beneficially owned by it or its affiliates proportionately 

     with the votes cast by all other stockholders present and voting. 

          (iii)The provisions of this Section 11 shall terminate at such 

     time as the Stock Option granted hereby expires without having been 

     exercised in whole or part. The provisions of this Section 11 shall 

     not apply to actions taken pursuant to the Merger Agreement. "Voting 

     Securities" means the shares of Common Stock, preferred stock and any 

     other securities of the Company entitled to vote generally for the 

     election of directors or any other securities (including, without 

     limitation, rights and options), convertible into, exchangeable into 

     or exercisable for, any of the foregoing (whether or not presently 

     exercisable, convertible or exchangeable). 

     IN WITNESS WHEREOF, the Company and Parent have caused this Agreement 

to be duly executed as of the day and year first above written. 

                                    ALLIEDSIGNAL INC. 

                                    By:/s/ Lawrence A. Bossidy 

                                       ----------------------- 

                                    Name:  Lawrence A. Bossidy 

                                    Title: Chairman and Chief Executive 

                                           Officer 

                                    HONEYWELL INC. 

                                    By: /s/ Michael R. Bonsignore 

                                        ------------------------- 

                                    Name:  Michael R. Bonsignore 

                                    Title: Chairman and Chief Executive 

                                           Officer 



                                                               EXHIBIT 2.3 

                           STOCK OPTION AGREEMENT 

          THIS STOCK OPTION AGREEMENT (this "Agreement"), dated as of June 

4, 1999, between ALLIEDSIGNAL INC., a Delaware corporation ("Parent"), and 

HONEYWELL INC., a Delaware corporation (the "Company"). 

                           W I T N E S S E T H : 

          WHEREAS, Parent and the Company are concurrently with the 

execution and delivery of this Agreement entering into an Agreement and 

Plan of Merger (the "Merger Agreement") pursuant to which, among other 

things, Merger Subsidiary will merge with and into the Company on the terms 

and subject to the conditions stated therein; and 

          WHEREAS, in order to induce the Company to enter into the Merger 

Agreement and as a condition for the Company's agreeing so to do, Parent 

has granted to the Company the Stock Option (as hereinafter defined), on 

the terms and conditions set forth herein; 

          NOW, THEREFORE, in consideration of the mutual covenants and 

agreements set forth herein and in the Merger Agreement, and for other good 

and valuable consideration, the adequacy of which is hereby acknowledged, 

the parties hereto agree as follows: 

          Section 1. Definitions. Capitalized terms used and not defined 

herein have the respective meanings assigned to them in the Merger 

Agreement.

          Section 2. Grant of Stock Option. Parent hereby grants to the 

Company an irrevocable option (the "Stock Option") to purchase, on the 

terms and subject to the conditions hereof, for $58.375 per share (the 

"Exercise Price") in cash, up to 109,308,537 fully paid and non-assessable 

shares (the "Option Shares") of Parent's common stock, par value $1.00 per 

share (the "Common Stock"). The Exercise Price and number of Option Shares 

shall be subject to adjustment as provided in Section 5 below. 

          Section 3. Exercise of Stock Option. 

               (a) The Company may, subject to the provisions of this 

Section 3, exercise the Stock Option, in whole or in part, at any time or 

from time to time, after the occurrence of a Parent Trigger Event (defined 

below) and prior to the Termination Date. "Termination Date" shall mean, 

subject to Section 9(a), the earliest of (i) the Effective Time of the 

Merger, (ii) 120 days after the date full payment contemplated by Section 

10.6(a) of the Merger Agreement is made by Parent to the Company 

thereunder, (iii) the date of the termination of the Merger Agreement so 

long as, in the case of this clause (iii), no Parent Trigger Event has 

occurred or could still occur pursuant to Section 10.6(a) of the Merger 

Agreement or (iv) the first anniversary of the date of termination of the 

Merger Agreement. Notwithstanding the occurrence of the Termination Date, 

the Company shall be entitled to purchase Option Shares pursuant to any 

exercise of the Stock Option, on the terms and subject to the conditions 

hereof, to the extent the Company exercised the Stock Option prior to the 

occurrence of the Termination Date. A "Parent Trigger Event" shall mean an 

event the result of which is that the total fee or fees required to be paid 

by Parent to the Company pursuant to Section 10.6(a) of the Merger 

Agreement is equal to $350 million. 

               (b) The Company may purchase Option Shares pursuant to the 

Stock Option only if all of the following conditions are satisfied: (i) no 

preliminary or permanent injunction or other order issued by any federal or 

state court of competent jurisdiction in the United States shall be in 

effect prohibiting delivery of the Option Shares, (ii) any waiting period 

applicable to the purchase of the Option Shares under the HSR Act shall 

have expired or been terminated, and (iii) any prior notification to or 

approval of any other regulatory authority in the United States or 

elsewhere required in connection with such purchase shall have been made or 

obtained, other than those which if not made or obtained would not 

reasonably be expected to result in a significant detriment to Parent and 

its Subsidiaries, taken as a whole. 

               (c) If the Company shall be entitled to and wishes to 

exercise the Stock Option, it shall do so by giving Parent written notice 

(the "Stock Exercise Notice") to such effect, specifying the number of 

Option Shares to be purchased and a place and closing date not earlier than 

three business days nor later than 10 business days from the date of such 

Stock Exercise Notice. If the closing cannot be consummated on such date 

because any condition to the purchase of Option Shares set forth in Section 

3(b) has not been satisfied or as a result of any restriction arising under 

any applicable law or regulation, the closing shall occur five days (or 



such earlier time as the Company may specify) after satisfaction of all 

such conditions and the cessation of all such restrictions. 

               (d) So long as the Stock Option is exercisable pursuant to 

the terms of Section 3(a), the Company may elect to send a written notice 

to Parent (the "Cash Exercise Notice") specifying a date not later than 20 

business days and not earlier than 5 business days following the date such 

notice is given on which date Parent shall pay to the Company in exchange 

for the cancellation of the relevant portion of the Stock Option an amount 

in cash equal to the Spread (as hereinafter defined) multiplied by all or 

such relevant portion of the Option Shares subject to the Stock Option as 

the Company shall specify. As used herein, "Spread" shall mean the excess, 

if any, over the Exercise Price of the higher of (x) if applicable, the 

highest price per share of Common Stock paid or proposed to be paid by any 

Person pursuant to any Acquisition Proposal relating to Parent (the 

"Proposed Alternative Transaction Price") or (y) the average of the closing 

prices of the shares of Common Stock on the principal securities exchange 

or quotation system on which the Common Stock is then listed or traded as 

reported in The Wall Street Journal (but subject to correction for 

typographical or other manifest errors in such reporting) for the five 

consecutive trading days immediately preceding the date on which the Cash 

Exercise Notice is given (the "Average Market Price"). If the Proposed 

Alternative Transaction Price includes any property other than cash, the 

Proposed Alternative Transaction Price shall be the sum of (i) the fixed 

cash amount, if any, included in the Proposed Alternative Transaction Price 

plus (ii) the fair market value of such other property. If such other 

property consists of securities with an existing public trading market, the 

average of the closing prices (or the average of the closing bid and asked 

prices if closing prices are unavailable) for such securities in their 

principal public trading market on the five trading days ending five days 

prior to the date on which the Cash Exercise Notice is given shall be 

deemed to equal the fair market value of such property. If such other 

property includes anything other than cash or securities with an existing 

public trading market, the Proposed Alternative Transaction Price shall be 

deemed to equal the Average Market Price. Upon exercise of its right 

pursuant to this Section 3(d) and the receipt by the Company of the 

applicable cash amount with respect to the Option Shares or the applicable 

portion thereof, the obligations of Parent to deliver Option Shares 

pursuant to Section 3(e) shall be terminated with respect to the number of 

Option Shares specified in the Cash Exercise Notice. The Spread shall be 

appropriately adjusted, if applicable, to give effect to Section 5. 

               (e) (i) At any closing pursuant to Section 3(c) hereof, the 

Company shall make payment to Parent of the aggregate purchase price for 

the Option Shares to be purchased and Parent shall deliver to the Company a 

certificate representing the purchased Option Shares, registered in the 

name of the Company or its designee and (ii) at any closing pursuant to 

Section 3(d) hereof, Parent will deliver to the Company cash in an amount 

determined pursuant to Section 3(d) hereof. Any payment made by the Company 

to Parent, or by Parent to the Company, pursuant to this Agreement shall be 

made by wire transfer of immediately available funds to a bank designated 

by the party receiving such funds, provided that the failure or refusal by 

Parent to designate such a bank account shall not preclude the Company from 

exercising the Stock Option. 

               (f) Certificates for Common Stock delivered at the closing 

described in Section 3(c) hereof shall be endorsed with a restrictive 

legend which shall read substantially as follows: 

               "The transfer of the shares represented by this 

               certificate is subject to resale restrictions arising 

               under the Securities Act of 1933, as amended." 

          It is understood and agreed that the above legend shall be 

removed by delivery of substitute certificate(s) without this reference (i) 

if the Company shall have delivered to Parent a copy of a no-action letter 

from the staff of the Securities and Exchange Commission, or a written 

opinion of counsel, in form and substance reasonably satisfactory to 

Parent, to the effect that such legend is not required for purposes of, or 

resale may be effected pursuant to an exemption from registration under, 

the Securities Act or (ii) in connection with any sale registered under the 

Securities Act. In addition, these certificates shall bear any other legend 

as may be required by applicable law. 

          Section 4. Representations of the Company. The Company hereby 

represents and warrants to Parent that any Option Shares acquired by the 

Company upon the exercise of the Stock Option will not be, and the Stock 

Option is not being, acquired by the Company with the intention of making a 

public distribution thereof, other than pursuant to an effective 

registration statement under the Securities Act or otherwise in compliance 

with the Securities Act. 



          Section 5. Adjustment upon Changes in Capitalization or Merger. 

               (a) In the event of any change in the outstanding shares of 

Common Stock by reason of a stock dividend, stock split, reverse stock 

split, split-up, merger, consolidation, recapitalization, combination, 

conversion, exchange of shares, extraordinary or liquidating dividend or 

similar transaction which would effect the Company's rights hereunder, the 

type and number of shares or securities purchasable upon the exercise of 

the Stock Option and the Exercise Price shall be adjusted appropriately, 

and proper provision will be made in the agreements governing such 

transaction, so that the Company will receive upon exercise of the Stock 

Option a number and class of shares or amount of other securities or 

property that the Company would have received in respect of the Option 

Shares had the Stock Option been exercised immediately prior to such event 

or the record date therefor, as applicable. In no event shall the number of 

shares of Common Stock subject to the Stock Option exceed 19.9% of the 

number of shares of Common Stock issued and outstanding at the time of 

exercise (without giving effect any shares subject or issued pursuant to 

the Stock Option). 

               (b) Without limiting the foregoing, whenever the number of 

Option Shares purchasable upon exercise of the Stock Option is adjusted as 

provided in this Section 5, the Exercise Price shall be adjusted by 

multiplying the Exercise Price by a fraction, the numerator of which is 

equal to the number of Option Shares purchasable prior to the adjustment 

and the denominator of which is equal to the number of Option Shares 

purchasable after the adjustment. 

               (c) Without limiting or altering the parties' rights and 

obligations under the Merger Agreement, in the event that Parent enters 

into an agreement (i) to consolidate with or merge into any Person, other 

than the Company or one of its Subsidiaries, and Parent will not be the 

continuing or surviving corporation in such consolidation or merger, (ii) 

to permit any Person, other than the Company or one of its Subsidiaries, to 

merge into Parent and Parent will be the continuing or surviving 

corporation, but in connection with this merger, the shares of Common Stock 

outstanding immediately prior to the consummation of this merger will be 

changed into or exchanged for stock or other securities of Parent or any 

other Person or cash or any other property, or the shares of Common Stock 

outstanding immediately prior to the consummation of such merger will, 

after such merger, represent less than 50% of the outstanding voting 

securities of the merged company, or (iii) to sell or otherwise transfer 

all or substantially all of its assets to any Person, other than the 

Company or one of its Subsidiaries, then, and in each such case, the 

agreement governing this transaction shall make proper provision so that 

the Stock Option will, upon the consummation of any such transaction and 

upon the terms and conditions set forth herein, be converted into, or 

exchanged for, an option with identical terms appropriately adjusted to 

acquire the number and class of shares or other securities or property that 

the Company would have received in respect of Option Shares had the Stock 

Option been exercised immediately prior to such consolidation, merger, sale 

or transfer or the record date therefor, as applicable, and will make any 

other necessary adjustments. Parent shall take such steps in connection 

with such consolidation, merger, liquidation or other transaction as may be 

reasonably necessary to assure that the provisions hereof shall thereafter 

apply as nearly as possible to any securities or property thereafter 

deliverable upon exercise of the Stock Option. 

          Section 6. Further Assurances; Remedies. 

               (a) Parent agrees to maintain, free from preemptive rights, 

sufficient authorized but unissued or treasury shares of Common Stock so 

that the Stock Option may be fully exercised without additional 

authorization of Common Stock after giving effect to all other options, 

warrants, convertible securities and other rights of third parties to 

purchase shares of Common Stock from Parent, and to issue the appropriate 

number of shares of Common Stock pursuant to the terms of this Agreement. 

All of the Option Shares to be issued pursuant to the Stock Option, upon 

issuance and delivery thereof pursuant to this Agreement, will be duly 

authorized, validly issued, fully paid and nonassessable, and will be 

delivered free and clear of all claims, liens, charges, encumbrances and 

security interests (other than those created by this Agreement). 

               (b) Parent agrees not to avoid or seek to avoid (whether by 

charter amendment or through reorganization, consolidation, merger, 

issuance of rights, dissolution or sale of assets, or by any other 

voluntary act) the observance or performance of any of the covenants, 

agreements or conditions to be observed or performed hereunder by Parent. 

               (c) Parent agrees that promptly after the occurrence of a 



Parent Trigger Event it shall take all actions as may from time to time be 

required (including (i) complying with all applicable premerger 

notification, reporting and waiting period requirements under the HSR Act 

and (ii) in the event that prior notification to or approval of any other 

regulatory authority in the United States or elsewhere is necessary before 

the Stock Option may be exercised, complying with its obligations 

thereunder and cooperating with the Company in the Company's preparing and 

processing the required notices or applications) in order to permit the 

Company to exercise the Stock Option and purchase Option Shares pursuant to 

such exercise. 

               (d) The parties agree that the Company would be irreparably 

damaged if for any reason Parent failed, in breach of its obligations 

hereunder, to issue any of the Option Shares (or other securities or 

property deliverable pursuant to Section 5 hereof) upon exercise of the 

Stock Option or to perform any of its other obligations under this 

Agreement, and that the Company would not have an adequate remedy at law 

for money damages in such event. Accordingly, the Company shall be entitled 

to specific performance and injunctive and other equitable relief to 

enforce the performance of this Agreement by Parent. Accordingly, if the 

Company should institute an action or proceeding seeking specific 

enforcement of the provisions hereof, Parent hereby waives the claim or 

defense that the Company has an adequate remedy at law and hereby agrees 

not to assert in any such action or proceeding the claim or defense that 

such a remedy at law exists. Parent further agrees to waive any 

requirements for the securing or posting of any bond in connection with 

obtaining any such equitable relief. This provision is without prejudice to 

any other rights that the Company may have against Parent for any failure 

to perform its obligations under this Agreement. 

          Section 7. Listing of Option Shares. Promptly after the 

occurrence of a Parent Trigger Event and from time to time thereafter if 

necessary, Parent will apply to list all of the Option Shares subject to 

the Stock Option on the NYSE and will use its reasonable best efforts to 

obtain approval of such listing as soon as practicable. 

          Section 8. Registration of the Option Shares. 

               (a) If, within two years of the exercise of the Stock 

Option, the Company requests Parent in writing to register under the 

Securities Act any of the Option Shares received by the Company hereunder, 

Parent will use its reasonable best efforts to cause the offering of the 

Option Shares so specified in such request to be registered as soon as 

practicable so as to permit the sale or other distribution by the Company 

of the Option Shares specified in its request (and to keep such 

registration in effect for a period of at least 90 days), and in connection 

therewith Parent shall prepare and file as promptly as reasonably possible 

(but in no event later than 60 days from receipt of the Company's request) 

a registration statement under the Securities Act to effect such 

registration on an appropriate form, which would permit the sale of the 

Option Shares by the Company in accordance with the plan of disposition 

specified by the Company in its request. Parent shall not be obligated to 

make effective more than two registration statements pursuant to the 

foregoing sentence; provided, however, that Parent may postpone the filing 

of a registration statement relating to a registration request by the 

Company under this Section 8 for a period of time (not in excess of 90 

days) if in Parent's reasonable, good faith judgment such filing would 

require the disclosure of material information that Parent has a bona fide 

business purpose for preserving as confidential (but in no event shall 

Parent exercise such postponement right more than once in any twelve month 

period). 

               (b) Parent shall notify the Company in writing not less than 

10 days prior to filing a registration statement under the Securities Act 

(other than a filing on Form S-4 or S-8 or any successor form) with respect 

to any shares of Common Stock. If the Company wishes to have any portion of 

its Option Shares included in such registration statement, it shall advise 

Parent in writing to that effect within two business days following receipt 

of such notice, and Parent will thereupon include the number of Option 

Shares indicated by the Company under such Registration Statement; provided 

that if the managing underwriter(s) of the offering pursuant to such 

registration statement advise Parent that in their opinion the number of 

shares of Common Stock requested to be included in such registration 

exceeds the number which can be sold in such offering on a commercially 

reasonable basis, priority shall be given to securities intended to be 

registered by Parent for its own account and, thereafter, Parent shall 

include in such registration Option Shares requested by the Company to be 

included therein pro rata with the shares of Common Stock intended to be 

included therein by other stockholders of Parent. 

               (c) All expenses relating to or in connection with any 



registration contemplated under this Section 8 and the transactions 

contemplated thereby (including all filing, printing, reasonable 

professional, roadshow and other fees and expenses relating thereto) will 

be at Parent's expense except for underwriting discounts or commissions and 

brokers' fees. Parent and the Company agree to enter into a customary 

underwriting agreement with underwriters upon such terms and conditions as 

are customarily contained in underwriting agreements with respect to 

secondary distributions. Parent shall indemnify the Company, its officers, 

directors, agents, other controlling persons and any underwriters retained 

by the Company in connection with such sale of such Option Shares in the 

customary way, and shall agree to customary contribution provisions with 

such persons, with respect to claims, damages, losses and liabilities (and 

any expenses relating thereto) arising (or to which the Company, its 

officers, directors, agents, other controlling persons or underwriters may 

be subject) in connection with any such offer or sale under the federal 

securities laws or otherwise, except for information furnished in writing 

by the Company or its underwriters to Parent. The Company and its 

underwriters, respectively, shall indemnify Parent to the same extent with 

respect to information furnished in writing to Parent by the Company and 

such underwriters, respectively. 

          Section 9. Miscellaneous. 

               (a) Extension of Exercise Periods. The periods during which 

the Company may exercise its rights under Sections 2 and 3 hereof shall be 

extended in each such case at the request of the Company to the extent 

necessary to avoid liability by the Company under Section 16(b) of the 

Exchange Act by reason of such exercise. 

               (b) Amendments; Entire Agreement. This Agreement may not be 

modified, amended, altered or supplemented, except upon the execution and 

delivery of a written agreement executed by the parties hereto. This 

Agreement, together with the Merger Agreement (including any exhibits and 

schedules thereto), contains the entire agreement between the parties 

hereto with respect to the subject matter hereof and supersedes all prior 

and contemporaneous agreements and understandings, oral or written, with 

respect to such transactions. 

               (c) Notices. All notices, requests and other communications 

to either party hereunder shall be in writing (including facsimile or 

similar writing) and shall be given, 

          if to Parent, to: 

                  AlliedSignal Inc. 

                  101 Columbia Road 

                  P.O. Box 3000 

                  Morristown, NJ  07962-2496 

                  Attention:  Peter M. Kreindler 

                  Senior Vice President, 

                  General Counsel 

                    and Secretary 

                  Facsimile No.:    (973) 455-4217 

          with a copy to: 

                  Fried, Frank, Harris, Shriver & Jacobson 

                  One New York Plaza 

                  New York, NY 10004-1980 

                  Attention:    Arthur Fleischer, Jr., Esq. 

                                Charles M. Nathan, Esq. 

                  Facsimile No.:    (212) 859-4000 

          if to the Company, to: 

                  Honeywell Inc. 

                  Honeywell Plaza 

                  Minneapolis, MN  55408 

                  Attention:  Edward D. Grayson 

                  Vice President and General Counsel 

                  Facsimile No.: (612) 951-3859 

          with a copy to: 

                  Skadden, Arps, Slate, Meagher & Flom LLP 

                  919 Third Avenue 

                  New York, NY 10022-3897 

                  Attention:    Peter Allan Atkins, Esq. 

                                David J. Friedman, Esq. 



                  Facsimile No.:    (212) 735-2000 

or to such other address or facsimile number as either party may hereafter 

specify for the purpose by notice to the other party hereto. Each such 

notice, request or other communication shall be effective (i) if given by 

facsimile, when such facsimile is transmitted to the facsimile number 

specified in this Section 9 and the appropriate facsimile confirmation is 

received or (ii) if given by any other means, when delivered at the address 

specified in this Section 9. 

               (d) Expenses. Each party hereto shall pay its own expenses 

incurred in connection with this Agreement, except as otherwise 

specifically provided herein and without limiting anything contained in the 

Merger Agreement. 

               (e) Severability. If any term, provision, covenant or 

restriction of this Agreement is held to be invalid, void or unenforceable, 

the remainder of the terms, provisions, covenants and restrictions of this 

Agreement shall remain in full force and effect and shall in no way be 

affected, impaired or invalidated. 

               (f) Governing Law. This Agreement shall be governed by and 

construed in accordance with the laws of the State of Delaware without 

regard to principles of conflicts of law. 

               (g) Jurisdiction. Any suit, action or proceeding seeking to 

enforce any provision of, or based on any matter arising out of or in 

connection with, this Agreement or the transactions contemplated hereby or 

thereby may be brought in any federal or state court located in the State 

of Delaware, and each of the parties hereby consents to the jurisdiction of 

such courts (and of the appropriate appellate courts therefrom) in any such 

suit, action or proceeding and irrevocably waives, to the fullest extent 

permitted by law, any objection which it may now or hereafter have to the 

laying of the venue of any such suit, action or proceeding in any such 

court or that any such suit, action or proceeding which is brought in any 

such court has been brought in an inconvenient forum. Process in any such 

suit, action or proceeding may be served on any party anywhere in the 

world, whether within or without the jurisdiction of any such court. 

Without limiting the foregoing, each party agrees that service of process 

on such party as provided in Section 9(c) shall be deemed effective service 

of process on such party. 

               (h) Counterparts. This Agreement may be executed in two or 

more counterparts, each of which shall be an original, but all of which 

together shall constitute one and the same Agreement. 

               (i) Headings. The section headings herein are for 

convenience only and shall not affect the construction hereof. 

               (j) Assignment. This Agreement shall be binding upon each 

party hereto and such party's successors and assigns. This Agreement shall 

not be assignable by Parent, but may be assigned by the Company in whole or 

in part to any direct or indirect wholly-owned subsidiary of the Company, 

provided that the Company shall remain liable for any obligations so 

assigned. 

               (k) Survival. All representations, warranties and covenants 

contained herein shall survive the execution and delivery of this Agreement 

and the consummation of the transactions contemplated hereby. 

               (l) Time of the Essence. The parties agree that time shall 

be of the essence in the performance of obligations hereunder. 

               (m) Public Announcement. The Company and Parent will consult 

with each other before issuing any press release or making any public 

statement with respect to this Agreement and the transactions contemplated 

hereby and shall not issue any press release or make any public statement 

without the prior consent of the other party, which shall not be 

unreasonably withheld. Notwithstanding the foregoing, any such press 

release or public statement as may be required by applicable law or any 

listing Agreement with any national securities exchange, may be issued 

prior to such consultation, if the party making the release or statement 

has used its reasonable efforts to consult with the other party. 

          Section 10. Profit Limitation. 

               (a) Notwithstanding any other provision of this Agreement or 

the Merger Agreement, in no event shall the Company's Total Profit (as 

defined below) exceed $400 million (the "Maximum Amount") and, if it 

otherwise would exceed such Maximum Amount, the Company at its sole 

election may (i) pay cash to Parent, (ii) deliver to Parent for 



cancellation Option Shares previously purchased by the Company, or (iii) 

any combination thereof, so that the Company's actually realized Total 

Profit (as defined below) shall not exceed the Maximum Amount after taking 

into account the foregoing actions. 

               (b) Notwithstanding any other provision of this Agreement, 

the Stock Option may not be exercised for a number of Option Shares as 

would, as of the date of the Stock Exercise Notice or Cash Exercise Notice, 

as applicable, result in a Notional Total Profit (as defined below) of more 

than the Maximum Amount and, if exercise of the Stock Option otherwise 

would result in the Notional Total Profit exceeding such amount, the 

Company, at its discretion, may (in addition to any of the actions 

specified in Section 10(a) above) increase the Exercise Price for that 

number of Option Shares set forth in the Stock Exercise Notice or Cash 

Exercise Notice, as applicable, so that the Notional Total Profit shall not 

exceed the Maximum Amount; provided, that nothing in this sentence shall 

restrict any exercise of the Stock Option permitted hereby on any 

subsequent date at the Exercise Price set forth in Section 2 hereof. 

               (c) As used herein, the term "Total Profit" shall mean the 

aggregate amount (before taxes) of the following: (i) the cash amount 

actually received by the Company pursuant to Section 10.6(a) of the Merger 

Agreement less any repayment by the Company to Parent pursuant to Section 

10(a)(i) hereof, (ii) (x) the net cash amounts or the fair market value of 

any property received by the Company pursuant to the sale of Option Shares 

(or of any other securities into or for which such Option Shares are 

converted or exchanged), less (y) the Company's purchase price for such 

Option Shares (or other securities) plus (iii) the aggregate amounts 

received by the Company pursuant to Section 3(d). 

               (d) As used herein, the term "Notional Total Profit" with 

respect to any number of Option Shares as to which the Company may propose 

to exercise the Stock Option shall mean the Total Profit determined as of 

the date of the Stock Exercise Notice or Cash Exercise Notice, as 

applicable, assuming that the Stock Option was exercised on such date for 

such number of Option Shares and assuming that such Option Shares, together 

with all other Option Shares previously acquired upon exercise of the Stock 

Option and held by the Company and its affiliates as of such date, were 

sold for cash at the closing price on the NYSE for the Common Stock as of 

the close of business on the preceding trading day (less customary 

brokerage commissions). 

          Section 11. Restrictions on Certain Actions; Covenants of the 

Company. From and after the date of exercise of the Stock Option (other 

than an exercise contemplated by Section 3(d) hereof), in whole or part, 

and for as long as the Company owns shares of Common Stock acquired 

pursuant to the exercise of the Stock Option: 

               (a) Without the prior consent of the Board of Directors of 

Parent, the Company will not, and will not permit any of its affiliates to: 

               (i) acquire or agree, offer or propose to acquire, ownership 

          (including, but not limited to, beneficial ownership as defined 

          in Rule 13d-3 under the Exchange Act) of more than 25% of any 

          class of Voting Securities (as defined in below), or any rights 

          or options to acquire such ownership (including from a third 

          party); 

               (ii) propose a merger, consolidation or similar transaction 

          involving Parent; 

               (iii)offer or propose to purchase, lease or otherwise 

          acquire all or a substantial portion of the assets of Parent; 

               (iv) solicit or participate in the solicitation of any 

          proxies or consents with respect to the securities of Parent; 

               (v) enter into any agreements or arrangements with any third 

          party with respect to any of the foregoing; or 

               (vi) request permission to do any of the foregoing or any 

          permission to make any public announcement with respect to any of 

          the foregoing; and 

               (b) (i) The Company agrees to be present in person or to be 

represented by proxy at all stockholder meetings of Parent so that all 

shares of Voting Securities beneficially owned by it or its affiliates may 

be counted for the purpose of determining the presence of a quorum at such 

meetings. 

               (ii) The Company agrees to vote or cause to be voted all 



          Voting Securities beneficially owned by it or its affiliates 

          proportionately with the votes cast by all other stockholders 

          present and voting. 

               (iii)The provisions of this Section 11 shall terminate at 

          such time as the Stock Option granted hereby expires without 

          having been exercised in whole or part. The provisions of this 

          Section 11 shall not apply to actions taken pursuant to the 

          Merger Agreement. "Voting Securities" means the shares of Common 

          Stock, preferred stock and any other securities of Parent 

          entitled to vote generally for the election of directors or any 

          other securities (including, without limitation, rights and 

          options), convertible into, exchangeable into or exercisable for, 

          any of the foregoing (whether or not presently exercisable, 

          convertible or exchangeable). 

          IN WITNESS WHEREOF, Parent and the Company have caused this 

Agreement to be duly executed as of the day and year first above written. 

                                    ALLIEDSIGNAL INC. 

                                    By:/s/ Lawrence A. Bossidy 

                                       ----------------------- 

                                    Name:  Lawrence A. Bossidy 

                                    Title: Chairman and Chief Executive 

                                           Officer 

                                    HONEYWELL INC. 

                                    By: /s/ Michael R. Bonsignore 

                                        ------------------------- 

                                    Name:  Michael R. Bonsignore 

                                    Title: Chairman and Chief Executive 

                                           Officer 



                                                          EXHIBIT 99.1 

                             [GRAPHIC OMITTED] 

                             [GRAPHIC OMITTED] 

                    ALLIEDSIGNAL AND HONEYWELL TO MERGE, 

                CREATING $25 BILLION GLOBAL TECHNOLOGY COMPANY 

  EPS Accretion Expected To Be $0.17 In 2000, Increasing To $0.32 In 2002 

  ----------------------------------------------------------------------- 

  AlliedSignal's Bossidy To Be Chairman; Honeywell's Bonsignore To Be CEO 

  ----------------------------------------------------------------------- 

                  Combined Company To Be Called Honeywell 

                  --------------------------------------- 

 New Senior Management Team Formed; Key Merger Integration Leaders Selected 

 ------------------------------------------------------------------------- 

     MORRISTOWN, NJ and MINNEAPOLIS, MN, June 7, 1999 - AlliedSignal Inc. 

(NYSE: ALD) and Honeywell Inc. (NYSE: HON) announced today that they have 

signed a definitive merger agreement which will create a global technology 

company with revenues of $25 billion and technical and product leadership 

across a wide range of industries. The all-stock merger is expected to be 

immediately accretive to earnings per share, with an estimated EPS benefit 

of $0.17 in 2000, rising to $0.32 in 2002. 

     The merger combines two global players to create a Fortune 50 company 

that brings together deep management talent and diverse, successful, and 

complementary businesses. With a combined market capitalization in excess 

of $45 billion, the new company will have the financial strength, 

technology leadership, customer focus and Six Sigma process discipline to 

accelerate future growth across its businesses. The combined company will 

be called Honeywell and will be headquartered in Morristown, NJ. 

     Under the terms of the agreement, each share of Honeywell common stock 

will be exchanged for 1.875 shares of AlliedSignal common stock. Based on 

126 million Honeywell shares outstanding and AlliedSignal's current stock 

price, the transaction is valued at more than $14 billion. The new company 

will also assume approximately $1.5 billion of Honeywell debt. The 

transaction is expected to be tax-free to shareholders and will be 

accounted for as a pooling of interests. It is expected to close in the 

fourth quarter of 1999. 

     Lawrence A. Bossidy, 64, Chairman and CEO of AlliedSignal, will be the 

new company's Chairman and, until his retirement on April 1, 2000, will 

focus on integrating the two companies. Michael R. Bonsignore, 58, Chairman 

and CEO of Honeywell, will be the new company's Chief Executive Officer. 

The Board of Directors of the new company will be comprised of nine members 

from the current AlliedSignal Board and six members from the current 

Honeywell Board. Upon Bossidy's retirement, Bonsignore will become 

Chairman. 

     Reporting to Bonsignore will be two Chief Operating Officers: Robert 

D. Johnson, currently President and CEO of AlliedSignal's Aerospace 

organization, and Giannantonio Ferrari, currently Honeywell's President and 

Chief Operating Officer. Johnson will have responsibility for the combined 

aerospace operations headquartered in Phoenix, Arizona, which will be the 

new company's largest single segment with approximately $10 billion in 

annual revenues. Ferrari will have responsibility for all of the other 

businesses of the combined company, which have total revenues of 

approximately $15 billion: industrial controls, home and building controls, 

turbochargers and other transportation products, specialty chemicals, and 

performance polymers. 

     Key staff appointments include Peter M. Kreindler (AlliedSignal), Law; 

James T. Porter (Honeywell), Information and Business Services; Donald J. 

Redlinger (AlliedSignal), Human Resources and Communications; Richard F. 

Wallman (AlliedSignal), Finance and Planning; Kris Burhardt (Honeywell), 

Technology; and Ray Stark (AlliedSignal), Quality. 

     A joint integration team has already been established to drive rapid 

planning and execution of the integration of the two companies. Stark, 

currently AlliedSignal's Vice President of Six Sigma and Productivity, and 

Bill Hjerpe, currently President of Honeywell Europe, will lead the 

integration team, which will report to an Executive Office including 

Bossidy, Bonsignore and the Chief Operating Officers. The integration is 

expected to be completed prior to Bossidy's retirement on April 1, 2000. 

     The new company's Aerospace organization will combine Honeywell's 



strengths in sophisticated avionics with AlliedSignal's strengths in 

flight-safety products and systems to create a preeminent global provider 

of integrated solutions for all classes of aircraft. These broader customer 

channels, combined with AlliedSignal's strong aerospace aftermarket 

presence, will significantly increase the scope of the new company's 

aerospace businesses and position them for accelerated growth. 

     "The merger is an exciting natural fit of two companies whose 

businesses and cultures are highly complementary," Bossidy said. "We are 

both successful, growth-driven technology companies who are intensely 

focused on performance, delighting customers, and making our workplaces 

world-class. The merger will ideally position the combined entity for 

enhanced revenue and income growth. AlliedSignal's Board and I have long 

admired the outstanding job that Mike Bonsignore and his team have done in 

transforming Honeywell into a knowledge-based, technology-driven provider 

of solutions and services. His proven management skills will lead the 

combined company into a new era of dynamic growth." 

     "Larry Bossidy has won widespread respect for transforming 

AlliedSignal into one of the world's most admired companies, driving 

consistent growth in earnings and cash flow and creating significant value 

for shareowners, customers and employees," Bonsignore said. "Together we 

are creating a global corporation with vast potential and the strong 

balance sheet, management depth, technology leadership, vision and 

discipline to reach ambitious financial goals. These goals include annual 

EPS growth in excess of 15%, revenue growth of 8-10%, and free cash flow 

exceeding $2 billion by 2002. We will be well positioned to augment strong 

organic growth with strategic acquisitions. I am delighted Larry will be 

working closely with me to assure the rapid and successful integration of 

these two highly complementary companies." 

     The companies expect to achieve annual cost savings of approximately 

$500 million by rationalizing overhead costs, accelerating Six Sigma 

implementation, integrating research & development, and achieving 

procurement efficiencies. These savings are expected to begin immediately 

upon closing and to be fully realized by 2002. The combined company will 

have a work force of more than 120,000 employees after the integration is 

complete, reflecting the elimination of approximately 2,000 jobs within the 

first six months after closing and approximately 2,500 additional job 

reductions in the following year. Although Honeywell's Minneapolis 

headquarters offices will be closed, the new company will continue to have 

over 6,000 employees in the Twin Cities area and its commitments to the 

local community, including philanthropic programs, will be unaffected. 

    "We will be a world-class company in every sense of the word," Bossidy 

said.  "Growth and productivity will be our dual focus.  Combining 

Honeywell's proven strengths with those of AlliedSignal will enable us to 

reduce cyclicality while enhancing earnings consistency." 

     The merger, which has been unanimously approved by the Boards of both 

companies, is subject to approval by shareholders, regulatory authorities 

and customary closing conditions. 

     Bear, Stearns & Co. Inc. served as financial advisor to Honeywell and 

rendered a fairness opinion to Honeywell in connection with the 

transaction. J.P. Morgan rendered a fairness opinion to AlliedSignal. 

     AlliedSignal Inc. is a $15 billion advanced technology and 

manufacturing company serving customers worldwide with aerospace and 

automotive products, specialty chemicals, performance fibers, plastics and 

advanced materials. It is one of 30 stocks that make up the Dow Jones 

Industrial Average and is also a component of the Standard & Poor's 500 

Index. Additional information is available at www.alliedsignal.com. 

     Honeywell is the world's leading provider of control technologies for 

buildings, homes, industry, space and aviation. The company has operations 

in 95 countries and had 1998 sales of $8.4 billion. Additional information 

is available at www.honeywell.com. 

                                   # # # 

This release may contain forward-looking statements about future business 

operations, financial performance, and market conditions. Such statements 

are subject to certain risks, uncertainties and other factors, including 

changing economic conditions, international trade and monetary factors, 

which can affect the companies' businesses, and cause actual results to 

differ materially from those contained in any forward-looking statements. 

These factors are described in the companies' Annual and Quarterly Reports 

on Forms 10-K and 10-Q. Copies of such reports may be obtained from the 

companies or reviewed on the SEC's EDGAR system at www.sec.gov. 



Contacts:   For AlliedSignal                                   For Honeywell 

            Media:            Harry Savage/Mike Millican       Media: 

            Tom Crane         Robert Marston & Associates      Melissa  Young 

            (973) 455-4732            (212) 371-2200             (612) 951-0773 

            (800) 980-0557 (pager) 

            Investors:          George Sard/Debbie Miller      Investors: 

            John Stauch         Sard Verbinnen & Co.           Scott Clements 

            (973) 455-2222            (212) 687-8080            (612) 951-2121 

ANALYST AND PRESS MEETING: 

You are invited to attend an analyst and press meeting to be hosted by 

Larry Bossidy, CEO of AlliedSignal, and Mike Bonsignore, CEO of Honeywell, 

today at 9:30 a.m. (EDT) in New York City at The Equitable Building, 787 

Seventh Avenue (at 51st Street), in the Tower Room, 50th Floor. If you are 

unable to attend, you may access a simultaneous interactive conference call 

by dialing (800) 553-3587, or 415-217-0050 from outside the United States, 

no later than 9:20 a.m. (EDT). The meeting will be rebroadcast from Monday, 

June 7, 1999 at 1:00 p.m. (EDT) to Wednesday, June 9, 1999 at 7:00 p.m. 

(EDT). To access the rebroadcast, please dial 1-800-625-5288, or 

303-804-1855 from outside the U.S., and enter confirmation ID number 

555183. 



                                                               EXHIBIT 99.2 

AlliedSignal                                                      Honeywell 

                           MERGER OVERVIEW 

                -------------------------------------- 

                           Larry A. Bossidy 

                                  & 

                        Michael R. Bonsignore 

         CAUTIONARY STATEMENT CONCERNING FORWARD-LOOKING STATEMENTS 

     Information communicated during this presentation with respect to the 

     financial outlook for 1999 and targets through the year 2002 is 

     forward-looking and subject to risks and uncertainties. For these 

     statements, we claim the protection of the safe harbor for 

     forward-looking statements contained in the Private Securities 

     Litigation Reform Act of 1995. 

     The following is a summary of certain factors, the results of which, 

     if markedly different than our planning assumptions, could cause 

     future results to differ materially from those expressed in the 

     forward-looking statements: 

foreign currency translation of sales denominated in other currencies which 

     may fluctuate adversely based on local currency valuations; 

economic conditions and customer demand in regions throughout the world in 

     which we do business; 

          *    risks pertaining to performance and contracts, including 

               dependence on the performance of third parties; 

          *    various competitive pressures, such as new technologies, 

               industry consolidation and deregulation of certain 

               industries; 

          *    the ability of material suppliers or key customers to reduce 

               or eliminate risks to their business operations arising from 

               the year 2000 issue; 

          *    availability of intellectual property rights for newly 

               developed products; and 

          *    significant acquisitions or divestitures. 

     Please refer to the companies' reports on Forms 10-Q and 10-K that are 

     filed with the Securities and Exchange Commission for a more detailed 

     discussion of these and other factors that could impact future 

     results. 



                            TRANSACTION SUMMARY 

Expected Closing Date:        Fourth Quarter, 1999 

Transaction Form:             Merger 

Corporate Structure:          HON will become a wholly-owned 

                              subsidiary of ALD 

Name:                         Honeywell 

Exchange Ratio:               1.875 shares of ALD to 1 HON share 

Resulting Ownership:          70:30 -- ALD:HON 

Financial Structure:          Pooling of Interests; tax free reorganization 

Board of Directors:           Comprised of 15 members, 6 chosen by HON 

Senior Management:            Michael Bonsignore will be CEO. 

                              Larry Bossidy will remain Chairman until 

                              retirement in April 1, 2000. 

Headquarters Location:        Morristown, NJ 

                           STRATEGIC COMBINATION 



                    STRATEGIC RATIONALE FOR THE MERGER 

*    Increased scale and business diversity drive consistent earnings 

*    Accelerated earnings growth 

*    Significant sales & cost synergies in aerospace business 

*    Combination of ALD's strong business portfolio and operating 

     discipline including 6  with HON's global brand, technology and systems 

     & services 

*    Greater capability for acquisitions 

*    Strong strategic leadership for the future 

                  CREATING A GLOBAL TECHNOLOGY POWERHOUSE 



                                 HONEYWELL 

             [picture]                            BUSINESSES 

                                                  ----------- 

                                        *    Home and Building Controls 

                                        *    Industrial Controls 

                                        *    Space and Aviation Controls 

          1998 STATISTICS                         STRENGTHS 

          ---------------                         --------- 

     Sales               $8.4 B         *    Leader In Controls 

     Operating Margin    11.3%          *    Brand Strength & Recognition 

     EPS                 $4.48          *    Global and Diverse Markets 

                                        *    Strong Technical Capabilities 

                                        *    Operational Excellence 

               GLOBAL LEADER IN COMFORT AND CONTROL PRODUCTS 



                                ALLIEDSIGNAL 

             [picture]                            BUSINESSES 

                                                  ----------- 

                                        *    Aerospace Systems 

                                        *    Turbine Technologies 

                                        *    Specialty Chemicals & 

                                             Electronic Solutions 

                                        *    Performance Polymers 

                                        *    Transportation Products 

          1998 STATISTICS                         STRENGTHS 

          ---------------                         --------- 

     Sales               $15.1 B        *    Consistent Earnings Growth 

     Operating Margin    13.0%          *    Cost Productivity 

     EPS                 $2.32          *    Six Sigma 

                                        *    Driven Culture 

                                        *    Well Positioned Businesses 

                 STRONG BUSINESSES WITH STRONG LEADERSHIP 



                          MARKET VALUE OF EQUITY 

                     [Bar graph showing market value] 

($ in Billions) 

$343   $74     $46    $40   $33   $30   $29   $23   $19   $13   $11   $9 

 GE    TYC   ALD/HON  SIE   ALD   UTX   EMR   RTN   ISYS  HON   ROK   SCD 

Market Values as of June 4, 1999 

                 CREATES A LEADING GLOBAL INDUSTRIAL FORCE 



                       LAST TWELVE MONTHS' REVENUES 

             {Bar graph showing last twelve months' revenues] 

($ in Billions) 

SIE    GE   UTX   ALD/HON   TYC   ISYS   RTN   ALD   SCD   HON   ROK 

- - ---   ---   ---   -------   ---   ----   ---   ---   ---   ---   --- 

$68   $57   $26     $24     $21   $20    $20   $15    $9    $9    $7 

SE excludes GE Capital 

TYC includes AMP and US. Surgical 

                    ...WITH A SUBSTANTIAL REVENUE BASE 



                     CREATING A BROADER-BASED COMPANY 

                         COMBINED 1999 SALES $25B 

                   [Pie graph showing sales by industry] 

Home and Building Controls         15% 

Aerospace                          30% 

Specialty Chem & EM                10% 

Polymers                            8% 

Transportation                     10% 

Turbine                            16% 

Industrial Controls                11% 

        INCREASED DIVERSIFICATION, REDUCED RELIANCE ON ANY INDUSTRY 



                            FINANCIAL HISTORY -- 

                          A RECORD OF PERFORMANCE 



                   HISTORICAL PERFORMANCE - SALES GROWTH 

                     [Bar graph showing sales growth] 

AlliedSignal 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

$10.4B    $11.5B    $12.5B    $13.7B 

$12.8B    $14.3B    $14.0B    $14.5B    $15.1B 

CAGR = 10%* 

Honeywell 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

$6.1B     $6.7B     $7.3B     $8.0B     $8.4B 

CAGR = 9% 

* adj. for Brakes and Safety 

                          CONSISTENT HIGH GROWTH 



                HISTORICAL PERFORMANCE -- OPERATING MARGINS 

                   [Bar graph showing operating margins] 

AlliedSignal 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

 9.0%      9.1%      10.7%     11.4%     13.0% 

Honeywell 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

                                        10.8%* 

 8.0%      8.3%      9.2%      9.9%     11.3% 

* adj. for Acct. Change 

                 DELIVERING CONTINUOUS MARGIN IMPROVEMENT 



               HISTORICAL PERFORMANCE -- EARNINGS PER SHARE 

                   [Bar graph showing earnings per share] 

AlliedSignal 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

$1.32     $1.52     $1.74     $2.01     $2.32 

CAGR = 15%

Honeywell 

  94        95        96        97        98 

- - ------    ------    ------    ------    ------ 

                                        $4.25* 

$2.15     $2.58     $3.11     $3.65     $4.48 

* adj. For Acct. Change 

CAGR = 20%



                 HISTORICAL PERFORMANCE -- FREE CASH FLOW 

                    [Bar graphs showing free cash flow] 

AlliedSignal 

 94       95       96       97       98 

$302     $322     $313     $401     $554 

CAGR = 16%

Honeywell 

 94       95       96       97       98 

$121     $219     $154     $289     $351 

CAGR = 31%

                  CASH FLOW GROWING FASTER THAN EARNINGS 



                HISTORICAL PERFORMANCE -- RETURN ON EQUITY 

                   [Bar graphs showing return on equity] 

AlliedSignal 

 94        95        96        97        98 

28.9%     26.7%     26.3%     27.4%     27.8% 

Honeywell 

 94        95        96        97        98 

15.6%     17.1%     19.7%     20.8%     22.8% 

                        TOP TIER RETURNS ON EQUITY 



FINANCIAL HIGHLIGHTS 

(1998 Actuals; $ Billions)    AlliedSignal   Honeywell   Total 

Sales                             $15.1        $8.4      $23.5 

Operating Profit                   1.96        0.95       2.91 

Operating Margin                  13.0%       11.3%      12.4% 

Net Income                         1.33        0.57       1.90 

Free Cash Flow                    $554M       $351M      $905M 

Net Debt/Capital                  26.2%*      29.5%      27.4% 

* adj. For AMP 

                          STRONG BALANCE SHEET... 

                    SIGNIFICANT OPPORTUNITY FOR GROWTH 



                         GEOGRAPHIC STRENGTH 

               [Pie graph showing Geographic Strength] 

AlliedSignal           Honeywell           Combined 

 U.S. - 79%            U.S. - 62%          U.S. - 73% 

Int'l - 21%           Int'l - 38%         Int'l - 27% 

                        STRONG GLOBAL COVERAGE 



                          VALUE CREATION -- 

                         STRATEGIC STRENGTHS 



                         CORPORATE STRENGTHS 

     AlliedSignal                       Honeywell 

     ------------                       --------- 

     Strong Operating Disciplines       Strategic Leadership 

     Advanced 6-Sigma Culture           HON Quality Value Business Model 

     Broad Business Portfolio           Broad Technology Base 

     Capital Availability               Global Growth Opportunity 

     Product Manufacturing &            Systems & Solution Base 

     Engineering Solutions 

                                 SERVICES 

          COMPLEMENTARY STRENGTHS -- SUPERIOR VALUE CREATION 



                         ACCELERATING GROWTH 

*    Financial strength to capitalize on growth 

*    Accelerated development of E-commerce business models 

*    Enhanced cost competitiveness across the portfolio through 6-sigma 

*    Increased R&D leverage -- Both directions 

*    Broader aerospace portfolio 

*    Larger, more diverse service capabilities 

*    Increased Honeywell brand leverage 

         SIGNIFICANT GROWTH SYNERGIES BY LEVERAGING BEST PRACTICES 



                        AEROSPACE REVENUE SYNERGIES 

"TOTAL COCKPIT" SOLUTION 

Improved Equipment Compatibility: 

*    Complementary Capabilities In Flight Control, Navigation And Safety 

*    Lower Development and Production Costs 

*    Safety Improvements Affordable to Regional, Business and General 

     Aviation Customers 

Safe Operations For All Aircraft 

FREE FLIGHT 

Complementary Technologies and Products: 

*    Complete GPS Air Navigation And Safety Capability 

*    Airport Systems:  Linking ALD Airborne Capability with HON 

     Ground-Based Systems 

Closer to a Reality 

                        SAFER SKIES AT A LOWER COST 



                          AVIONICS PRODUCT MATRIX 

                              Air Transport   Bizjet/Regional  Military/Space 

Buyer Furnished Equip. 

Radar                              A                A                A 

COM/NAV                            A                H                H 

GPS/MMR                            A                H                A 

Recorders/Data Mgmt                A                A                A 

CMU/ACARS                          A                A                A 

TCAS                               A                A                A 

Seller Furnished Equip. 

GPWS/EGPWS                         A                A                A 

Flight Mgmt System                 H                H                H 

Flight Controls                    H                H                H 

IRS/AHRS                           H                H                H 

Air Data                           H                H                H 

Displays                           H                H                H 

Fight Info Services                H                A 

A = ALD Strength     H = HON Strength 

                   MANY AREAS OF COMPLEMENTARY STRENGTHS 



                      STRATEGIC GROWTH - ALLIEDSIGNAL 

       o New Products      + New Geography     * New Applications 

                                      Potential Cumulative Revenue '99-'05 

SBU                Product              $200M-$500M    $500M-$1B    $1B+ 

- - -------------------------------------------------------------------------- 

Engines        -AS900                                                 o 

Turbo          -Turbogenerator                                       * o 

EAS            -Safety Avionics              *                        o 

AES            -Normalair Garrett            + 

               -Lighting                    * o 

MS&S           -Hardware Products                         o * 

Polymers       -Films                       * o 

               -Plastics                     + 

Spec Chem      -Pharmaceuticals             * o 

               -Consumer Waxes               o 

Elec Matls     -Chip Packaging                             o 

               -Low Dielectric Mat'ls                      o 

           BROADENING OUR BUSINESSES INTO HIGHER GROWTH MARKETS 



                        STRATEGIC GROWTH - HONEYWELL 

       o New Products      + New Geography     * New Applications 

                                      Potential Cumulative Revenue '99-'05 

SBU                Product              $200M-$500M    $500M-$1B    $1B+ 

- - -------------------------------------------------------------------------- 

H&BC           -Advanced Solutions          o * 

               -Security Solutions                                   o * 

               -Cooling & Refrigeration                   o * 

IC             -Hybrid Automation                         o * 

                (PlantScape) 

               -Adv. Software (Hi-Spec)                              o * 

S&AC           -Aviation Services                         o * 

               -Airport Systems                           o 

               -CNS/ATM                                              o * 

               -Commercial Space                            * 

               -Tactical Guidance                           * 

           BROADENING OUR BUSINESSES INTO HIGHER GROWTH MARKETS 



                                INTEGRATION 

                     -------------------------------- 

                             LARRY A. BOSSIDY 

                                 CHAIRMAN 



  [Chart showing combined company leadership and reporting relationships] 

                                 Chairman 

                                  Bossidy 

                                    CEO 

                                Bonsignore 

                    COO/Exec VP*           COO/Exec VP* 

                      Johnson                Ferrari 

             Finance*       HR*        Info & Bus Svcs*    Integration* 

             Wallman     Redlinger         Porter          Hjerpe/Stark 

                    Law*           Quality*            Technology* 

                  Kreindler         Stark               Burhardt 

             Aerospace                                 All Other 

           Business Units o                          Business Units + 

                         A STRONG LEADERSHIP TEAM 

* Report to Bonsignore 

o Report to Johnson 

+ Report to Ferrari 



                             INTEGRATION PLAN 

KEY SUCCESS FACTORS                     *    Focus on key activities that 

                                             drive the most value 

*    Clear Purpose                      *    Initiate small, short-term, 

*    Comprehensive Plan                      fast-paced transition teams 

*    Controlled Process 

*    Compelling Pace                    [Graph showing that the shorter 

*    Committed People                    the time required to implement 

                                         integration plan the higher its 

                                         economic impact will be] 

                 MAINTAIN MOMENTUM WITH A CLEAR DIRECTION 



                     GUIDELINES FOR INTEGRATION TEAMS 

*    Use Concept that 1+1=1 

*    All Functional Costs - Not just personnel costs. 

*    Best People - Regardless of company affiliation. 

*    Integration Team - Functional experts 

*    Three Months to Plan 

*    Three Months to Implement 

             QUALITY & SPEED SHOULD BE THE GUIDING PRINCIPLES 



                              COST SYNERGIES 

                                             Year 2002 

                                             --------- 

Six Sigma Acceleration                         $150M 

Corporate/Shared Services                      $110M 

Purchasing                                     $100M 

Aerospace SG&A and Field Services               $90M 

Research and Development                        $30M 

International Infrastructure                    $20M 

                                             --------- 

     TOTAL COST SYNERGIES*                     $500M 

     EPS Impact                                $0.32 

* $250 Million in Savings in 2000 

                 $500 MILLION IS REALISTIC AND ACHIEVABLE 



                      ALLIEDSIGNAL SIX SIGMA SUCCESS 

Number of Resources 

     [Bar graph showing number of resources] 

 1996         1997          1998 

- - ------       ------        ------ 

 2,000        4,000         7,700 (Greenbelts) 

 1,650        2,000         2,550 (Blackbelts) 

Six Sigma Savings ($M) 

     [Bar graph showing savings] 

1997          1998          1999           2001 

- - ----          ----          ----           ---- 

$400          $500          $575           $750 

Over $2B Realized Since 1992 

Cumulative Projects 

   [Arrow chart showing increase in number of cumulative projects 

from zero in 96 to 6500+ in 98] 

Annual Productivity Increase 

     [Graph showing annual productivity increase] 

1996          1997          1998 

- - ----          ----          ---- 

6.0%          5.9%          6.0% 

                            ADVANCED CAPABILITY 



                          SIX SIGMA ACCELERATION 

                                                            Operating 

                                        Productivity         Margins 

                                        ------------        --------- 

AlliedSignal Average Annual Increase         6%              1.3 Pts 

   Honeywell Average Annual Increase         5%              0.8 Pts 

                  Six Sigma will contribute $150M by 2002 

Six Sigma Implementation Approach 

     * Leverage AlliedSignal's Master Blackbelts and Blackbelts 

     * Identify Blackbelts within Honeywell 

     * Apply AlliedSignal's training program to Honeywell's workforce 

     * Address quick, high return projects 

                APPLY PROVEN APPROACH TO SHOW QUICK RETURNS 



                       CORPORATE AND SHARED SERVICES 

CORPORATE OVERHEAD                           ALD'S SHARED SERVICES 

[Bar graph showing corporate                   * Payroll and Benefits 

 overhead for Honeywell and                    * Accounts Payable 

 AlliedSignal before the merger                * Fixed Asset Accounting 

 and for the combined company                  * HR Services 

 after the merger]                             * Travel Services 

                                               * Information Systems 

$90     $200          $200                     * Learning Centers 

HON     ALD         Combined 

   Before             After 

Projected Savings  $90M                      BENEFITS OF SHARED SERVICES 

                                                 AlliedSignal has saved 

                                                  over $150 million since 1994. 

                                                Leverage ALD Business Services 

                                                 to absorb HON's decentralized 

                                                    admin. functions. 

                                              Projected Savings  $20M 

                   FUNCTIONAL TEAMS ALREADY ESTABLISHED 



                                PURCHASING 

Source of AlliedSignal's 1999 Savings 

- - ------------------------------------- 

[Pie graph showing source of AlliedSignal's 1999 savings] 

Sourcing            34% 

Supplier Programs   23% 

Market               3% 

Negotiations        40% 

Source of Expected Synergies 

- - ---------------------------- 

*    Leverage Honeywell's purchasing through institution of formal 

     Purchasing Programs 

*    Added Buying Power due to increased size of the organization 

[Graph showing in $billions AlliedSignal's and Honeywell's purchasing, 

 project savings and combined purchasing] 

ALD            $7.5 

HON            $2.8 

Savings        $0.1 

Combined       $10.2 

$100M in Annual Savings 

                 TEAM ESTABLISHED - CONSERVATIVE ESTIMATE 



                           OTHER COST SYNERGIES 

Aerospace SG&A and Field Services 

     [Bar graph showing Aerospace SG&A and Field Services for Honeywell and 

      AlliedSignal before the merger and for the combined company after the 

      merger] 

$240        $590       $740 

HON         ALD        Combined 

   Before              After 

                          Projected Savings $90M 

AVIONICS R&D 

     [Bar graph showing Avionics R&D for Honeywell and AlliedSignal before 

      the merger and for the combined company after the merger] 

$212        $127       $309 

HON         ALD        Combined 

   Before              After 

                          Projected Savings $30M 

                               International 

                Leverage Honeywell's International presence 

           significantly reducing AlliedSignal's infrastructure. 

                          Projected Savings $20M 

                           ELIMINATE DUPLICATION 



                   INTEGRATION SPEED DRIVES PERFORMANCE 

                  PERCENTAGE OF COMPANIES ACHIEVING GOAL 

[Graph showing percentage of companies  achieving goals in quick transition 

 and  slow  transition  in the  categories  of  gross  margin,  cash  flow, 

 productivity, profitability, and speed to market] 

Gross Margin             71%  Quick Transitions 

                         33%  Slow Transitions 

Cash Flow                68%  Quick Transitions 

                         48%  Slow Transitions 

Productivity             68%  Quick Transitions 

                         54%  Slow Transitions 

Profitability            66%  Quick Transitions 

                         41%  Slow Transitions 

Speed to Market          48%  Quick Transitions 

                         33%  Slow Transitions 

Source:  PriceWaterhouseCoopers Integration Survey 

                          SPEED MAXIMIZES RESULTS 



                         FAST VS. SLOW TRANSITIONS 

                "We should have managed the transition..." 

[Graph showing percentage of companies that state we should have managed 

 its transition either faster or slower] 

Faster    89% 

Slower    11% 

Source:  PriceWaterhouseCoopers Integration Survey 

                          SPEED MAXIMIZES RESULTS 



                  THE VALUE OF AN ACCELERATED TRANSITION 

[Graph showing increased shareholder value for an accelerated transition, as 

 oppossed to a prolonged transition] 

Source:  PriceWaterhouseCoopers Integration Survey 

                          SPEED MAXIMIZES RESULTS 



                  TIMELINE FOR AN ACCELERATED TRANSITION 

     [Graph showing timeline for an accelerated transition, identifying 

         the 3 1/2 months from the announcement of the transaction 

            required for planning an accelerated transition and 

            identifying the approximate 3 1/2 months, beginning 

          approximately one half a month before closing, required 

              for implementation of an accelerated transition] 

                 WELL ORCHESTRATED FOR MAXIMUM EFFICIENCY 



                           COST SYNERGY SUMMARY 

                   [Bar graph showing the cost synergies 

                   expected to be derived from six sigma, 

            international business, aerospace, R&D, purchasing, 

            and corporate during the years 2000, 2001 and 2002] 

                    2000      2001      2002 

                    ----      ----      ---- 

Six Sigma           $25       $ 50      $150 

International       $10       $ 20      $ 20 

Aerospace           $50       $ 90      $ 90 

R&D                 $20       $ 30      $ 30 

Purchasing          $70       $100      $100 

Corporate           $75       $110      $110 

($ in millions) 

                         2000      2001      2002 

                         ----      ----      ---- 

Cumulative Savings      $250      $400      $500 

Accretion                $0.17     $0.26     $0.32 

                            ACCELERATED SAVINGS 



                                  SUMMARY 

                            ------------------- 

                           MICHAEL R. BONSIGNORE 

                          CHIEF EXECUTIVE OFFICER 



                      CONSOLIDATED FINANCIAL OUTLOOK 

                             2000-2003 Outlook 

                     --------------------------------- 

  Sales                    8 - 10%             Solid Growth Platform 

  EPS Growth                 15%+              Substantial Cost Synergies 

  Free Cash Flow      Over $2B by 2002         Focus on Cash Conversion 

                            Shareholder Benefit 

                     --------------------------------- 

  * Size                        Confidence in 

  * Portfolio Balance      +    Consistency of      =    Higher 

  * Mgmt Best Practices         Earnings Growth          Valuation 

             PLATFORM FOR ACCELERATED GROWTH & CASH GENERATION 



                       SUMMARY -- THE NEW HONEYWELL 

*    Strong growth platform 

*    Financial strength to pursue major business opportunities 

*    Strong leadership for the future 

*    World-class operating disciplines and strategy development 

*    Leading aerospace supplier with strong aftermarket presence and 

     expanded growth opportunities 

*    Substantial cost synergies - accelerate earnings growth 

                        A WORLD-CLASS VALUE CREATOR 


