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HAMMERMILL PAPER COMPANY
Notice of Annual Meeting

To Stockholders:

The Annual Meeting of Stockholders of Hammermill Paper Company will be held at
the office of the Company, East Lake Road, Erie, Pennsylvania, on Tuesday, May 12, 1981
at 9:30 a.m. Eastern Daylight Saving Time to act upon the following matters:
1. Elect three directors to serve for a term of three years each; one director to serve
for a term of two years; one director to serve for a term of one year; each to serve
until his successor is elected and qualifies;

2. Approve an amendment to the Hammermill Thrift Plan;
3. Adopt the Hammermi)) Stock Option Plan of 1983;

4. Transact such other business as may properly come before the meeting or any
adjournment thereof.

Only holders of Common Stock and Second Cumuiative Preferred Stock, $5.00 Series
A (Convertible), of record at the close of business on March 24, 1981 will be entitled to
notice of and to vote at the meeting.

HAMMERMILL PAPER COMPANY
by R. 1. Xilgore, Servetary

Erie, Pennsylvania
April 6, 1981

2 YOUR VOTE IS IMPORTANT

Whether or not you plan to attend the meeting in person, please sign and date the
enciosed form of proxy and return it in the enclosed postage paid enveiope.



HAMMERMILL PAPER COMPANY
Executive Oices
1540 East Lake Road, Erie, Pennsylvania 16533

Proxy Statement

This proxy statement is furnished in comnection with the solicitation by the Board of
Directors of Hammermill Paper Company of proxies to be voted at the annual meeting of the
stockholders of the Company which has been scheduled for Tuesday. May 12, 1981, and any
sdjournment or adjournments thereof. The shares represented by each proxy received by the
Company in the enclosed form will be voted as specified by the stockholder on the proxy. If no
such specification is made, such shares will be voted for the electior of the nominees named below
as Directors of the Company. If one or more of such nominees should be unable or unwilling to
serve as a Director for any reason, such shares will be voted for a substitute nominee as may be
chosen by the Board of Directors. The Company is unaware of any reason why any of the
nominees would be unwilling or unable 1o serve if elected. Any such proxy may be revoked at any
ume before its exercise by giving notice of revocation 1o the Secretary of the Company, by
submitting a later-dated proxy or by voting in person at the meeting.

Oniy holders of the Company’s Common Stock and Second Cumulative Preferred Stock of
record at the close of business on March 24, 1981 are entitled to notice of and to vate at the
meeting. The holders of Second Cumulative Preferred and Common Stock are entitled to vote
trecther and not as separate classes. On March 24, 1981 the Company had outstanding 83,312
shares of Second Cumulative Preferred Stock and 8,008,983 shares of Common Stock. In the
election of Directors these shares have cumulative voting rights which means for each share held
yvou may cast one vote for each Director to be elected, or cast all such votes for one Director, or
distribute them as you may prefer. Each class of Directors to be elected at the meeting shall be
elected in a separate election. Accordingly, each share has three votes in the election of the three
Directors to the class baing elected to a three-vear term and each share has one vote in the election
of one Director to a two-year term as well as one Director to a one-year term. Unless otherwise
specified on the proxy, a vote for the nominees named below will grant discretionary authority to
<umulate votes in the judgment of the persons named as proxies. Each share is entitled to one vote
on any other matter.

Following the original mailing of proxy soliciting material, executive and other employees of
the Company may solicit proxies by mail, telephone, telegraph and personal interview. Arrange-
ments may also be made with brokerage houses and other custodians, nominees and fiduciaries
which are record holders of the Company’s stock to forward proxy soliciting material and annual

2




reports to the beneficial owners of such stock, and the Company may reimburse such record
holders for their reasonable expenses incurred in such forwarding. The cost of soliciting proxies in
the enclosed form will be borne by the Company.

It is expected that this proxy statement and the accompanying form of proxy will be mailed
to stockholders on or about April 6, 1951. The Annual Report of the Company for the year 1980
has been mailed to stockholders.

MATTERS TO BE VOTED AT THE ANNUAL MEETING

1. ELECTION OF DIRECTORS

Three Directors are to be elected for a term of three years each and until their successors are
elected and qualify. One Director is to be elected for a term of two vears and until his successor
is elected and qualifies and one Director is to be elected for a term of one year and until his
successor is elected and qualifies (1) Information regarding these nominees is set forth below.

If Elected,
Name and Director Term to
Principal Occupati o Since  Expire in
Bernard S. Kubale 1969 1984

Partner, Foley & Lardner, Am:rnwz. .u th 77’ East H:wux\un Ave-

nue, Milwaukee, Wisconsin 53202; a director of George Banta Company,

Inc.. The Larsen Company. Mirre Corporation, Schultz Sav.Q Stores,

In¢.. Wisconsin Finance Corporation. Foley & Lardner performs legal

services for a divisson of the Company

William G. Kuhns : 1975 1984
Chairman and Chief Excnmve Ofﬁ’tt General Public Utilities Corpora-
tion, 100 Interpace Parkway, Parsippany. N J. 07054, an electric unlity
holding company; a director of General Public Utilities Corporation,
Marine Midland Banks, Inc., Home Life Insurance Company of New
York

Donald S. Leslie, Jr 1962(2) 1984
Executive Vice President of the Company. 1540 East Lake Road, Erie. Fx.
16533; a director of Lord Corporation, The First National Bank of Pern-
syivania

Fred Herbolzhexmer, Jri3) 1974 1983
ior Vice President of the Ci i , Thilmany Pulr &
Paper Company, P.O. Box 190, Kaukauna, Vnswnsm 54130, a division
of the Company




Roger S. Ahlbrandt {3} . .
Chairman of the Eu(utwe Cnmmmu Allegheny Lndlum h\dusmes
Inc . 2200 Two Obver Plaza, Pittsburgh, Pa. 15222, a multi-national,
multi- product specialty manufactuning company; a director of Allegheny
Ludlum Industnies, Inc.. Moore McCommack Resources, Inc . Equitable
Gas Company

{1} Though Directors of more than one class are to be elected, each class of Direcrors to be elected
at the meeting shall be elected in a separate election pursuant to Section 403 of the Business
Corporation Law of Pennsylvania.

{2) Mr. Leslie has been an officer of the Company for more than the last five years and served as
a Director of the Company from 1962 until May 1980.

{3} Mr. Ahlbrandt is to be elected for a term to expire in 1982 and My Herbolzheimer is to be
¢lected for a term to expire in 1983 56 as to create an equal number in each class of Directors
in-accordance with the Business Corporation Law of Pennsylvania

The terms as Directors of the following four persons will continue after the annual meeting
and will expire in 1982 and 1983 Information regarding these Directors is set forth below.
Ditectsr  Term 1o
Age Since Expire in
Henry Curtis ... 62 1974 1983
Chairman of the Bo.nd Amcm.m Buunm Pmduu. Im $une
2690 Cumberiand Parkway, Atlanta, Ga 3039, a producer of pnnted

business supplies; 2 director of American Business Products, Inc., Con-
solidated Equinies Corp

Albert F Duval .
President and Cl'uﬂ Exemnvc Oiﬁcex ‘of the Co'npamr 1540 East Lake
Road. Erie, Pa_ 16533 a director of Milton Bradley Company. National
Fuel Gas Company and Security Bank

Louis H. Roddis, |r.

Consulting Engincer. uc Bmad Sm-et Ch.u!esmn S C ‘9401 2 dmmo:
of Gould, Inc.. Research-Coterell, Inc

Charles M. Williams . ... ... ...
George Gund Prot of ia] Banking, Graduate School of
B Admi ion, Harvard U sity, Cambnidge, Mass 02138,
a director of Southern Natural Resources Inc.. U S Leasing Interna-
nonal, Inc.. San Francisco Real Estate Investors. Massachusetts Compa-
nies, Merrill Lyrnch Institutional Fund, Mermill Lynch Government Fund,
Fort Dearbomne Income Fund, National Life Insurance Co. of Vermont
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Committees of the Board

The Board of Directors has standing Audit, Compensation and Executive Committees. It has
no Nominating Committee. The Acdit Commutter reviews the scope of the annual sudit and any
material matters of accounting policy pertinent to their current year's accounts and reviews the
results of the audit, and the sufficiency of internal accounting and auditing controls. The members
of the Audit Committee are Mesurs. Kubale, Roddis and Ahlbrandt The Audit Committee met 3
times during 1980. The Compensation (o i H3 ds to the Board of Directors the
amount and form for all compensation of elecied officers of the Company. It abio acts as the Stock
Option Commattee. The members of the Compensation Committee are Messts. Curtis, Kubns and
Wiiliams. The Compensation Committer me: 3 times during 1980 The Executive Committee
exercises delegable powers of the Board of Directon of the Compan: between meetings of the
Board. The members of the Executive Committee are Messes. Duval, Ahlbrandt and Kubale, The
Committee met 8 times during 1960

Meetings of the Board
Seven meetings of the full Board of Directors were held duning 1980 Each Director attended
all of the 1980 meetings of the Board, which he wa ehigible 1o attend, except Mr Curtis who

missed one meeting and Messrs. Kuhns and Williams each of whom missed two meetings

EXECUTIVE OFFICERS
The executive officers of the Company, in sddition to the officers who are expected to

continue as Directors, or are nominees for Directors, are as follows
Name and Position with the Comp i1 . Age
Donald P. Boyd, Vice Presadent . e e . o0
Richard W. Brown, Vice President ... . o0
Robert }. Kilgore, Vice Presicdent, Secretary and General Counsel
Richard M. Ludwig Vice President
W. Craig McClelland, Senior Vice President
Roikin O. Smith, Vice President and Comroilvx
lames S. Stalley, Sentor Vice President; a director of General Telephone Companv

of Pennsyivania {wholly-owned subs:dmv of GTE}
Peter G Volanakis, Senior Vice President: a director of Wm E Wright Lo and

Muarine Bank .. .
Douglas C. ‘Nnght ., \m:e Pwssdm!-ﬁmnce and Trmsumr 2 dnramr of Lruon

Bank and Trust Co. . .




(1) Each person named above has been employed by the Company for at least five years. Their
principal business address is 1540 East Lake Road, Erie, Pa. 16533. Al officers of the Company
serve as such at the pleasure of the Board of Directors, although some have employment
contracts with the Company. See “Management Remuneration.”

MANAGEMENT REMUNERATION

The following information is furnished as the remuneration attributable to 1980 and paid by
the Company to each of the five most highly compensated executive officers or Directors of the
Company whose total 1980 remuneration exceeded $50,000 and all officers and Directors of the
Company as a group.

pany group Cash and cash-equivalent

forms of ion

Securities or

reperty, in-
surance benefits or
Salaries, fees, reimbursement,
Directors’ fees, personal Lenefits
and bonuses (1) [¥1]

311,241 11,024

Name of individual
or persons
in group

Albert F, Duval

Cpacities in
which served
Director, President and
Chief Executive Officer

Esizector, Senior Vice
President of the Company
and President of Thilmany
Pulp & Paper Company, a
division of the Company

Fred Herboizheimer, Jr. 134,672 6,334

Donald S. Leslie, Jr.
James S. Stolley
Peter G. Volanakis
All Officers and

Executive Vice President
Senior Vice President
Senior Vice President

204,381
136,110
167,364
1,864,394

8,078
6,17¢
6,683
78,533

5,285
3,844
4,352
47,550

Directors as a
group (19 persons)

(1) Includes, among othesr things, awards, under the Company's Executive Performance Plan,
attributable to 1980 but paid in 1981, and fees for serving on the Board of Directors or on
Committees of the Board. Directors who are not employed by the Company are paid an
annual retainer of $11.000 plus $1,000 for each Board meeting and $500 for each Committee
meeting they attend. Directors who are employees of the Company are not compensated as
Directors.




(2) This column represents the cost of premiums paid by the Company on certain group life and
medical health insurance.

{3} Includes amounts contributed by the Company under the Hammermill Thrift Plan, a savings
plan for eligible salaried employees, and amounts contributed by the Company under the
Hammermill Stock Ownership Plan, commonly known as a “TRASOP”. Refer to page 11 for
description of the Thrift Plan and to page 8 for description of the Stock Ownership Plan or
TRASOP. Since January 1, 1976, the total amount of the Company’s contribution under the
Thrift Plan for certain Directors and officers and all present Directors and officers as a group
has been as follows: $25,244 for A. F. Duval, $9,988 for F. Herbolzheimer, Jr.. $16,763 for D.
S. Leslie, Jr., $11,259 for ]. S. Stolley, $13,0856 for P. G. Volanakis and $139,642 for all Directors
and officers as a group {13 Directors and officers). Since January 1, 1976, the total amount of
the Company’s contribution under the Stock Ownership Plan or TRASOP for certain Direc-
tors and officers and all present Directors and officers as a group has been as follows: $3,425
for A.'F. Duval, $3,135 for ¥. Herbolzheimer, Jr. $3,425 for D. S. Leslie, Jr., $2,958 for J. S.
Stolley, $3,353 for P. G. Volanakis and $34,100 for all Directors and officers as a group (13
Directors and officers):

Each of Messts. Duval, Herbolzheimer, Kilgore, Leslie. Stolley and Volanakis has an agree-
ment with the Company providing that, if a change of control of the Company occurs while he is
an employee of the Company, his employment by the Company shall continue for at least three
years at an annual rate of compensation egual to his total compensation for the 12 months
preceding the change of control. These agreements were entered into in 1976. For purpeses of
these agreements, a change of control occurs either when more than 30% of the outstanding stock
of the Company is acquired by any person, or persons acting in concert, in whole or in part by
means of an offer to stockholders of the Company, or when any person, or persons acting in
concert, succeeds in electing two or mare directors in any one election in opposition to those
proposed by the Board of Directors of the Company, or in certain other events.

OTHER BENEFITS
Executive Performance Plzn
The Company has a discretionary Executive Performance Plan administered by the Compen-
sation Committee of the Board of Directors which determines from time to time those employees
eligible to receive awards under the Plan.

Plan awards, when given, are based upon level of individual performance as well as overall
corporate performance and are computed on a percentage of annual salary. The corporate level of
performance is measured against an annual profit budget reviewed and approved by the Board of
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Directors. Awards can range from 0 to 30% and are paid after the end of the plan year. Awards
given attributable to 1980 but paid in 1981 are included, as to the Company’s five most highly
compensated exerutives in coiumn 1 of the table titled MANAGEMENT REMUNERATION at
page 6 hereof.

Employee Stock Ownership Plan

The Company intains an employee stock ownership plan designed as a contributory
TRASOP qualified under the Internal Revenue Code. The Plan which was established in 1976 for
all eligible salaried employees of the Company provides those employees with an opportunity to
share in the growth, prosperity and ownership of the Company. An annual contribution to the
Plan equal to an investment tax credit of 1% of all expenditures on capital equipment is made by
the Company. The contribution is allocated among participants based on salary. Effective January
1, 1980, the Plan was amended to allow employees to make voluntary contributions to the Plan up
to an additional 1, % investment tax credit, to be matched by an additional Company contribu-
tion. All Company and employee contributions are invested in Hommermill Common Stock and
all dividends are reinvested in such stock. Distribution from the Plan is made upon a participant’s
retirement, termination or death

Employee Savings Plan
The Hammermill Thrift Plan is a savings plan for eligible salaried employees. Please refer to
“The Hammermill Thrift Plan™ at page 11 hereof.

Retirement Plan

Nearly all permanent, full time, regular employees of the Comprnv who are working on a
salaried basis are eligible to participate in the Hammermill Salaried Employees’ Restated Retire-
ment Plan. The following table shows the estimated annual benefits payable upon retirement
under such Plan, exclusive of Social Security benefits, to representative persons in the specified
remuneration and vears-of-service classifications. These estimated benefits have been calculated in
accordance with the Plan’s life annuity benefit, which provides retirement benefits for the partici-
pant’s lifetime. Many optional forms of benefit, such as joint and survivor options, are available
for selection by the participant at retirement. The calculation of estimated benefits assumes that
the persons in the specified classifications retired effective December 31, 1980, at age 65, having
fully participated in the Plan throughout their careers. The actual benefits payable to any partici-
pant will depend on his years of service with the Company and his average annual remuneration
during his last five of such years: Remuneration includes base salary, commissions and bonuses.
The present years of service of Messrs. Duval, Herbolzheimer, Leslie, Stolley and Volanakis under
the Plan are 20, 23, 24, 25, and 34, respectively.
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Avenage Aanual Remuneraticn

For Last Five Years Years of Service
10 20 30 20
$ 50,000 $ 6,323 $12.046 $ 18,969 $ 25,077
100,000 13,823 37,646 41,469 56,077
200,000 28,823 57.646 86,469 116,077
300,000 43,823 87.646 131,469 176,077
400,000 58,823 117,646 176,469 236,077

STOCK OPTIONS

The Company maintains an employees’ Qualified Stock Option Plar: and an employees’
Non-Qualified Stock Option Plan, under which options to purchase Hammermill Common Stock
have been and may be granted to key employees of the Company. For information concerning a
new option plan cailed the Hammermill Paper Comgany 1981 Stock Option Flan please refer to
page 12 hereof.

The Qualified Plan was approved by the stockholders May 11, 1965 and was extended by the
stockholders to February 6, 1984; however, any option granted or exercised after May 20, 1981
will be treated as a Non-Qualified Option for federai income tax purposes. No options are
presently outstanding under this Plan and no further options are intended to be granted.

The Non-Qualified Plan was approved by the stockholders May 9, 1972 and will expire May
9, 1982. At March 24, 1981 there were 50 participants in this Plan with 150,237 shares under
option. The number of options granted to participants is determined from time to time by the
Compensation Committee of the Board of Directors, acting as a Stock Option Committee. 27,320
Common shares are available for future grants under this Plan.

The following table shows, as to certain Directors and officers, and as to all Directors and
officers as a group, the following information with respect to stock options {which contain no
tandem rights) granted since January 1, 1976: (i) the aggregate amount of shares subiect to options
granted dering the period, {i1) the average per share option axercise price of options granted during
the period, (iii) the net value of shares {(market value less any exercise price) or cash realized during
the period upon the exercise of options granted during the period or prior thereto, (iv) the number
of shares sold during the period by Directors and officers who acquired shares on exercise of stock
options during the period, (v} the number of shares subject to all options cutstanding as of March
24, 1981, and (vi} the potential {unrealized) value of such outstanding options as of March 24,
1981 {market value less any exercise price).



G Shares .
Granted since |
Janizary 1, 1976:
“Numberof
shares optioned
Average per share
option price
Exercised since
January 1, 1976
Net value realized
in shares or
cash (2} (4) $222,758 , $112,445 $117,810 $124,840 § 957,779
Sales since
January 1,1976: (3)
Number of shares 14,861 . , . 7,668
Outstanding as of
March 24, 1981:
Number of shares
optioned 9,000 : 13,750 3,787
Potential (unrealized)
value—market
value less exercise
price (4} $104,670 $103,760 $177.788 $103,760 % 71,460 $1,202,349

{1) The information given for all present Directors and officers as a group includes information as
" to persons within that group only during that portion of the period covered when they were
Directors or officers. .

:{2) Net value means market price less any exercise price.

{3} Sales, induding shares surrendered in exchange upon exercise of options, since January 1, 1976
by Directors and officers who exercised options during the period covered.

{4} Determined as though options had been fully exercised on March 24, 1981. Neither the “net
value realized” nor the “potential (unrealized) value” takes into consideration the cost of
- funds used for the purchase price, tax factors, or the fact that officers may not dispose of stock
acquu'ed upon exercise for a minimum of six months after purchase at which time the
realizable value may be lesser or greater than indicated.
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2. -APPROVAL OF AN AMENDMENT OF THE HAMMERMILL THRIFT PLAN

The Hammermill Thrift Plan (the Plan} was adopted by the Board of Directors of the
Company February 23, 1976 and approved by the stockholders May 11, 1976. The Plan is a
personal savings plan for salaried employees of the Company. Approximately 3,200 persons are
participants. Its purpose is to encourage employees to provide additional security and income for
their future through a systematic savings program and to afford them an opportunity to acquire an
eguity interest in the Company.

The amendment, as more fully explained hereafter, increases the Company contribution
under the Plan. It was adopted by the Board of Directors February 12, 1981 and is submitted
herein for ratification by the stockholders at the annual meeting. Upon ratification the amendment
will become effective June 1, 1981. Under the Plan, each participant. may contribute through
payroll deductions up to 12% of the amount by which his monthly salary exceeds $400. All such
contributions by participants are paid to Melion Bank, N A., as the Custodian under the Plan, and
invested by the Custodian in a Fixed Income Fund which presently consists of investments in
contracts issued by insurance companies which provide guaranteed annual rates of return ranging
from 9.4% to 13.7%. The Fixed Income Fund does not include any Hammermill Common Stock.

The Amendment. Under the Plan as now established, for each dollar which a participant
contributes to the Plan from the first 5% of his monthly salary over $400, Hammermill contributes
$.50. The amendment changes this formula effective June 1, 1981 so that for each dollar which a
participant contributes to the Plan from the first 6% of his monthly salary over $400, the
Company will contribute $.75.

The Company contribution, above referred to, may be made in cash, in Hammermill Common
Stock or in any combination thereof, at Hammermill's option. The Company contributions are
held by the Custodian in a Stock Fund, which consists entirely of Hammermill Common Stock
except for temporary short-term investments. Participants are not vested in the Company contri-
butions credited to their accounts in the Plan until the end of the third Plan year following the
year in which such contributions are made. However, when a participant in the Plan becomes
eligible for early retirement under the Hammermill retirement plan maintained for salaried
employees at his location {(generally at age 55 with 10 years of service} he becomes fully vested
with all Company contributions made to his account in the Plan. Through 1980 the Company has
contributed approximately $3,560,000 to the Plan.

The Thrift Plan is subject to the provisions of the Employee Retiremeut Income Security Act
of 1974, as amended (“"ERISA”}, and is qualified under Section 4072) cf the Internal Revenue
Code of 1954, as amended.




opms of the amendmg resolutnon as we]l as copies of the Plan, as amended will be avanlable
- at r_h a.nnual meetmg

The afﬁm\ahve vote of the majority of the Common shares and Second Cumulative Preferred
* shares outstanding at the close of ‘business on March 24, 1981 is required for approval of the
aforementioned amendment of the Hammermill Thrift Plan.

The Board of Directurs recommends a vote “FOR™ the approval of the amendment of the.
“Hammermill Thrift Plan.' Proxies solicited by ‘the Board of Directors will be so voted unless
shareholders spemty otherwwe in their proxies.

3. ADOPTION OF 'THE‘ HAMMERMILL PAPER COMPANY 1981 STOCK OPTION PLAN

The Board of Directors has by resolution of February 12, 1981 adopted a “Hammermill Paper
Company 1981 :Stock Option Plan”- {the Plan} and directed that the same be submitted to
stockholders for approval May 12, 1981. At the stockholders’ meeting the proposal ‘will be made
that the Plan, the full text of which appears in Exhibit A of this Proxy Statement, be approved.

In addition to the grant of stock options the Plan also provides for the discretionary grant of
a stock appreciation right (SAR) at the time'and at the option price at which a related stock option
is granted covermg a number of shares not to exceed the number covered by the related stock
option.

The purpose of the Plan is to advance the interests of the Company and its stockholders by
affording tc key employees, upon whose judgment, initiative and efforts the Company is largely
dependent for the successful conduct of its business, an opportunity for investment in' the
Company, and the incentive advantages inherent in stock ownership in the Company. It is
believed -that the-acquisition of such interest in the Company with related stock appreciation
rights prevides such employees additional incentives to remain in the employment of the Com-
pany and to increase their efforts on its behalf.

Eligibility of officers and other employees of the Company to receive non-qualified options
ard stock ‘appreciation rights under the Plan is determined by a Stock ‘Option Committee ap-
pointed by the Board -of Directors consistirg of not-less than three Directors who are not eligible
to Teceive options or stock appreciation rights under the Plan. Grants of options and stock
appreciation rights shall be made by the Committee from time to time in its sole discretion. The
Commiittee does not intend to grant any options or stock appreciation rights unti} the Plan is
approved by the stockholders. Approximately 100 key employees of the Company including
executive officers may be deemed eligible to participate in the Plan.
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The material features of the Plan, together with appropriate comments on such features; are
surmmarized below:

(63]

&)

The purpose of the Plan is to advance the interests of the Company and stockholders by

affording to key employees an -opportunity -for investment in the Company. The total
number of Common shares subject to option under the Plan is 400,000.

The Plan shall be administered by a Stock Option Committee consistir.g of three Direc-
tors not eligible to receive options or stock appreciation rights. The Corrmittee shall have
final authority to determine those key employees of the Company eligible to receive
options and stock appreciation rights under the Plan.

Options and stock appreciation rights may be granted only to those executives and key
employees who are in the active employment of the Company. Each option and grant of
a stock appreciation right shall include an acceptance by the employee to remain in the
employment of the Company for not less than two years.

Each option and each SAR shall, unless exercised, expire ten years after date of grant and
shall not be granted at less than the fair market value of Hammermill Common on the
New York Stock Exchange on the date upon which the option or SAR is granted.

An option may be exercised by payment in cash or shares of stock of the Company
already owned by the optionee.

The Stock Option Committee may, in its discretion, grant up to an equivalent number of
stock appreciation rights to an employee who is granted a stock option under the Plan at
the tim~ ind at the option price at which the related stock option is granted. Such stock
appreciation right shall be a right to receive a cash payment equal to the excess of the fair
market value of the shares {with respect to which the stock appreciation rights are
exercised) at the time of such exercise, over the option price for such shares. Stock
appreciation rights may only be exercised in conjunction with the exercise of a related
option to purchase an equal or greater number of shares of stock under the Plan.

The Board of Directors shall have the right, from time to time, to suspend or discontinue
the Plan or amend it in any manner whatever, without prejudice to options or stock
appreciation rights then granted and outstanding; however, the Board cannot, without
stockholder approval, increase the number of shares reserved thereunder, nor extend the
termination date, nor grant options at less than 100% of fair market value.

Unless sconer terminated, the Plan will terminate on May 12, 1991, and thereafter no
further options or stock appreciation rights may be granted under it.
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: v.Wlﬂl respect kboth the: non-quallﬁed ‘stock options and the stock appreciation nghts granted
unde the lan,. the Eerence between the option price’and the fair markex value at the date the

e to e h optxonee non~mterest beanng loans limited to -ise in payment of the minimum
income tax.rate plus applicable state and local income taxes. Such loans will be further
- limited to not exceed $24,500 and must be fully paid within twi years. -

If ‘the Planis approved by the stockhaldexs, ‘the resulting compensation, if any, to.the
optionees will be accounted for by charges against operating income.

The affirmative vote of the majority of the Common shares and Second Cumulative Preferred-

shares outstanding at the close of business on March 24, 1981 is required for approval of the 1981
Stock ‘Option Plan. If the Plan is approved by the requisite vote, it will become effective as of
‘ February 12, 1981, the date when it was adopted by the Board of Directors.

On March 24,1981 the last-reported saie pnce of Hammermill Common Stock on the New
York Stock Exchange was $31%.

The Board of Directors recommends.a vote “FOR” the approval of the Hammermill Paper
Company 1981 Stock Option:Plan. Proxies solicited by the Board of Directors will be so voted
unless shareholders specify otherwise in their proxies.

SEC URITY OWNERSHIP

On March 24, 1981 the Directors and officers ‘of the Company beneficially owned shares of
the Company’s Common Stock as follows:

Shares Slniu Percent

Name L : beneficially owned a) optioned of class (2)
Roger S.’Ahlbrandt .~ . T o100 e O nil
Henry Curtis “ - - Sl 1,000 S0 nil
Albert F, Duval . 9,580 ‘9,000 2
Fred Hetbolzhexmer Jr. 12,909 8,000 2
Bernard S: Kubale ] 100 —0— nil
William G, Kuhsys : . 1.000 e nil
Donald S: Leslie; Jr.: . . 18,894 13,750 . 4
Louis H. Roddis, Jr. =~ . : 500 -0 nil
Charles M. Williams. ; 200 — 0 nil
Directors and Officers'as a :

grovy {18 persons) L 72,057 B 93,787 2.07
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(1) Includes shares allocated to the accounts of persons named above under the Company'’s Thrift

Plan and Stock Ownership:-Plan (“TRASOP”). Under the Thrift Plan and under the TRASOP,
shares are purchased with Company contributions. These shares are allocated to participants’
atcounts (subject to forfeiture under certain conditions) and may be voted by the participants.
Does not include shares subject to presently exercisable options, which are deemed to be
beneficially owned: and are shown in the next column.
The percent of class shown for each individual namzd or referred to in the table assumes
exercise by him of all his options to acquire Common Stock, but assumes no such exercises by
tie other persons named or referred to in the table. Percentages less than .1% are shown
as “nil”. :

To the best of the Company’s knowledge, no person not named or referred to below was the
beneficial ov..:er of more than 5% of the Company’s Common Stock at March 24, 1981.

The Company has been informed on the basis of Schedule 13D reports filed with the
Securities. and Exchange Commission that Icahn & Co., Inc., a Delaware corporation, CCl &
Associates, & New York limited partnership, and Leba Partriers, a New York limited pa:tnership,
all having their principal place of business at 25 Broadway, New. York, New York 10004, and
Bayswater Realty & Investment Trust, an llinois business trust with principal executive offices at
25 Broadway, New York, New York 10004, are the beneficial owners of shares of Hammermill
Common Stock. Icahn & Co., CCl, Leba and Bayswater may be deemed a “‘group” within the
meaning of Regulation 13d-5 promulgated under the Securities Exchange Act of 1934, as
amended. The aggregate number of shares beneficially owned by the “‘group’ as of March 24, 1981
was 800,300 shares or 9.99% of the shares then outstanding.

During 1980 Carl C. Icahn and others associated with him acquired approximately 10.88% of
the Company’s then outstanding commen stock and conducted a proxy contest for the election of
Mr. Icahn as a director of the Company. The nomirees of the Board of Directors were Messrs.
Curtis and Duval. In connection with this contest, litigation was instituted by the Icahn group and
by the Company Zoncerning, among other things, the validity of certain votes cast for the various
nominees. In July of 1980 this litigation was settled by an agreement among the parties, under
which all such litigation was terminated, the Icahn group was paid $750,000 by the Company
towards its legal expenses in connection with the contest and the litigation, and the Icahn group
agreed not to conduct another proxy contest for:the election of directors at the 1981 annual
meeting. The independent judge of election certified that in the 1980 election 4,336,474 votes were
cast for Mr. Curtis, 4,336,474 for Mr. Duval and 2,165,463 were cumulatively voted or 4,330,926
were cast for Mr. Icahn. 45,921 proxies were marked 1o withhold authority to vote for any of the
nominees. Messrs. Curtis and Duval, therefore, were elected directors of the Company and are
presently serving as such.
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PRINCIFAL  ACCOUNTANT

The Companys principal accountant- for the current year, as selected by the Board of
- Directors, is Price Waterhouse & Co.

Price Waterhouse & Co. has served as the Company’s auditors for many years, although the
. Price Waterhouse personnel who work on the audit change at regular intervals in accordance wiih
Price Waterhouse policy. Representatives of Price Waterhcuse are expected to be present at the
meeting with the opportunity to make a statement if they desire to do so and are expected to be
‘available to respond to appropriate questions.

In connection: with- its examination of the Company’s 1980 financial statements, Price
Waterhouse also reviewed the Company’s Annual Report and its quarterly and annual financial
staterents filed with the Securities and Exchange Commission. in addition to audit services Price

. Waterhouse also rendered certain professional services for which its fees were 25% of audit fees.
Such non-audit functions included professional advisory services regarding. tax matters and
rendering of technical assistance in the conversion of a major computer installation. The fees for
these services were 5% and 20% of the audit fee, respectively.

" These nen-audit services in 1980 were approved by the Audit Committee, which has ap-
proved the rendering of similar services by Price Waterhouse in 1981. The Audit Committee
believes that such mon-audit services did not and will not affect the independence of Price
Waterhouse & Co.

OTHER MATTERS

At this time, the Board of Directors knows of no matters to come before the meeting except
as.set forth above. If any other matter properly comes before the meeting, however, it is the
intention of the persons named in the enclosed form of proxy to vote said proxy in accordance
with their best judgment.

WS for 1982 Annual Meeting

- Shareholder propaosals for the 1982 annual meeting must be received at the principal executive
offices of the Company, 1540 East Lake Road, Erie, Pennsylvania 16533, addressed to the attention
of the Secretary, no later than January 11, 1982 for inclusion in the 1982 proxy statement and form
of proxy.

By the Order of the Board of Directors
R. }. Kilgore, Secretary

Erie, Pennsylvania
April 6, 1981
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EXHIBIT A

HAMMERMILL PAPER COMPANY
; 1981 STOCK OPTION PLAN '
L Purpose

: The purpose of the Plan is to advance the interests of Hammermill Paper Company {the
"Company”) and its stockholders by affording to key employees of the Company and its subsidi-
 aries, upon whose judgment, initiative and efforts the Company is largely dependent for the
“suceessful‘conduct “of its business, an opportunity for investment in the Company, and the
‘incentive advantages inherent in stock ownership in the Company. It is intended that this purpose

* will be effected through the granting of stock ophons with or without rela* ! stock appreciation
nghts as provided herein.

s Adoplmn, Approval and Duration of the Plan

This Plan was adopted by resolution of the Board of Directors February 12,1981, and is to be
Lvowd upon by the stockholders May 12, 1981.

! The Plan shall terminate May 12, 1991, unless discantinued earlier as provided in Section VIl
hereof. No options or stock appreciation rights shall be granted under the Plan after its termina-
tion-or discontinuance, but neither such event shall meau- the validity of .options or stock

: apprecxatxon rights then outstanding:

I Stock Subject to the Plan

_The shares covered by this Plan shall be shares of Common stock of the Company ($1.25 par
- walue) which are authorized and unissued, or shall have been issued and reacquired and are held
in the Treasury: of the Company. The total number of shares subject to option throughout the
duration of the Plan shall be 400,000. Any shares subject to an option granted hereunder which
‘- Ternain unexercised upon termination or expiration may be used for additional options under the
Plan. An option may be terminated before exercise by mutual agreement of the Company and the
optmnee

CUIVE Adxmmstrahon of the Plan

-~ "The Plan shall be administered by a Stock Option Committee (herein referred to as the
Cdmmittee) appointed by the Board of Directors and consisting of not Iess than'three (3) Directors
~whb are not eligible to receive options and stock appreciation rights under the Plan.
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5 ahall have full and final authority to determine from time to time those key

- employees of the Campany and its subsidiaries, eligible to receive options and stock appreciation
rights under’ the Plan, to whom options and related stock appreciation rights are to be granted,
“whether and"the extent.to which any optionee shall be granted stock appreciation rights in

" ‘accordanice with Section VI hereof, the number of shares to be included in each option and stock

appreclatlon right, ‘the opuon price and the term and form of the option and its related stock
apprecza:mn ‘right. :

- The. Commnttee mdy interpret the Plan, may promulgate, amend and rescind rules and
‘regulahous which it deems necessary or appropriate for administration of the Plan, and take any
action which ‘it deems to be necessary or proper to administer the Plan. Any action of the
,,Cormmttee within its prescribed authority shall be final and binding on all parties.

,,v Ehgnbnhty of Ophonees

~Options and stock appreciation rights may be granted only to those executives and key
employees who are.in the active employ of the Company or any subsidiary thereof (said employ-
. ees being herein réferred to as employed by the Company). Determination as to which employees
are eligible under these standards shall be made by the Committee from time to time in its sole
discretion. An‘ individual who has beer granted an option and stock appreciation rights may be
" granted additional 'stock appreciation rights and options if he is otherwise eligible.

VL Stock Options

Each stock option granted under the Plan shall be in writing, and in such form as is prescribed
‘by ‘the Committee and shall comply with the following terms and conditions and any other terms
and conditions which-the Committee shali deem to be appropriate.

{a} Acceptance und Employment Agreement )

Each option shall include an acceptance thereof by the employee and agreement by the
employee to remain in the employ of the Company for not less than two (2) years from the
date of acceptance, without prejudice to the right of the Company to terminate the employ-
ment of the employee at any time, with or without cause.

{4/ Option Period

Each option shall state the date upon which it is granted, and shall expire ter (10) years
after said date. Each option by its terms shall not be exercisable within 6 months from the
date of grant, shall terminate 2 'months after an option holder retirés and immediately when
‘an‘‘optionee ceases to be an employee of the Company for any reason other than by
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ret‘irémerit or death. In the event of death of an employee or the death of a retiree within 3
months of his retirement date, his option shall be exercisable as provided in Paragraph (f)
below.

{c} Option: Price

- Each optich shall state the option price, which shall not be less than the fair market value
on the date'upon which the option-is granted. Fair market value shall be the average between
the high and low sales on the New. York Stock Exchange on said date, or in the event there
are no sales on-said date, the average between the high and low on the last preceding day
upon which there were sales.

(&) Method and Time of Payment
Any exercise of an‘option must be in writing signed by the optionee and received by the
Company at its principal office in Erie, Pennsylvania accompanied by:
1. cash or a check in full payment for the number of shares in respect of which the
option is exercised, or

2. by shares of outstanding Common stock of the Company with the same voting rights,
dividend rights and other features as the shares subject to option. In the event
payment is made in whole or in part by shares of stock of the Company already
owned by the optionee, said shares shall be deemed to have a per share value equal
to the per share fair market value of the option shares then being issued; such fair
market value to be the average between the high and low sales on the New York
Stock Exchange on said date, or in the event there are no sales on said date, the
average betweer the high and low on the last preceding day upon which there were
sales.

fe} -Opfions Not Transferable
Each option by its terms shall not be transferable or assignable otherwise than by will or

by the laws of descent and distribution, and during the lifetime of the optionee shall be
* exercisable only by him.

“{f) Esercise in Evenst of Death
If an optionee shall die while an employee or within 3 months of his retirement date and
prinr to the expiration date of his option, the option may be exercised to the extent of any

- shares as to which it-remains unexercised, by the estate of the deceased optionee or by the
person. who has acquired the option by will, inheritance or distribution, provided such
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‘exercise shall be prior to the stated expiration date of the option. If any option shall include

.-a waiting period before exercise, this period shall be deemed to have ended. at the time of:
“death.

{gs Changes n Common Shares
The number of shares of Common stock covered by each option granted and outstanding
under the Plan, and the price per share, shall be adjusted by the Committee to reflect any
- stock dividend, stock split, share combination or exchange, recapitalization, merger, consoli-
dation or reorganization, in such manner as the Committee shali deem appropriate.

The Committee shall also have the power and authority to adjust appropriately the
number of aggregate shares covered by the Plan, upon occurrence of any of the aforesaid
events.

{h}- Tax Withholding
The Option Agreement shall include as a condition of acceptance that the employee will
(i) authorize the Company to withhold from wages appropriate income taxes or (ii) agree to
r.ay appropriate income taxes in a manner satisfactory to the Company.

fij Other Provisions

The Option Agreement authorized by the Plan shall include such additional provisions
niot inconsistent with this Plan and its purpose, as the Committee deems to be advisable.

VII. Stock Appreciation Rights

The Committee may, in its discretion, grant up o an equivalent number of stock appreciation
rights to-an employee who is granted a stock option under the Plan at the time and the option
price at.which the related stock option is granted. A stock appreciation right shall be a right held
by an optionee to-elect to receive a sum in cash equal to the excess of the fair market value of the
number of shares with respect to which the stock appreciation rights are exercised at the time of
such exercise over the option price for such number of shares. A stock appreciation right may be
exercised only in conjunctica with the simultaneous exercise of a related option to purchase an;
equal or greater number ‘of shares of stock under this Plan. In the event of the expiration or
termination of an unexercised stock option, any related stock appreciation right which has not
been exercised shall likewise expire or terminate. Stock appreciation rights shall be granted and
accepted under the Plan"in writing and shall be entitled to, be governed by and comply with all
of the terms and conditions prescribed for stock options at Section Vi herender, except that no
payment shall be required to .exercise a.stock appreciation right, and no stock appreciation right
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ﬁha!l be. exetmlb : by an: ophonee who isa dxrector or ofﬁcex of ‘the Company, as the terms




