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ELLEN T. COFFEY

C T CORPORATION SYSTEM
208 SOUTH LA 3ALLE ST,
CHICAGO, ILLINOIS 80804

RE: gQUTHWEST FOREST INDUSTRIES, INC,

Dear Sir:

Receipt and filing of the following is herceby acknowledged.

i. { ) Articles of Amendment
2 { ) Restated Articics of Incorporation

(NOT QUAL,.) INTO SOUTHWEST FOREST INDUSTRIES , INC. (QUAL,)
WERE FILED IN KENTUCKY ON MAY 20, 1987.

3785882

4. { ) Other

it we moy be of further assistance to you, plecuse do not

hesitate to call us.
Sincerely yours
szu,aﬁé /\?%M

Drexell R. Davis
Secretary of State




STATE OF NEVADA
DEPARTMENT OF STATE

A
SCNETAEY 'ﬁ;%l . A {)
. FRANKIE SUE DEL PAPA, the duly qualified and elected Secretary of State of the State of

Nevada, do hereby certify that there was filed in this office on April 16, 1987 an

AGREEMENT OF MERGER
MERGING

CRYSTAL MERGING CORPORATION fJ(’L
(A NEVADA CORPORATION]

INTO

SOUTHWEST FOREST INDUSTRIES, INC. qyég’
(A NEVADA CORPORATION]

IN WITNESS WHEREOF, I have hersunto set my hand

and affixed the Great Scal of State, at my office, in

Carson Ciiy, Nevada, thia. A6TR day of

................ APBRIL..rrnnns AD., 1987,
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APR 16 1887 FILE U
CERTIFICATE OF SECRETARY

PRAMER SUR 06 AP  SSCREIARY OF OF
¢u.¢4‘_,5ﬁdaf.. CRYoTAL MERGING CORPORAT1087

“a L

The undersigned, Leslie T. Lederg¢r.}
Crystal Merging Corporation, a Nevada corpira
the constituent corporations which is a party to the Agree-
ment of Marger to which this certificate is attachad, on
behalf ot satd corporation, hereby certifies that said Agree~
ment of Merger was duly submitted to the shareholders of said
corporation and that aaid Agreement of Merger was approved by
sajid shareholders by written consent dated April 15, 1987.

Witnass my hand thias 15th-<day Qﬁ//yril. 1287,

Teslie Tf‘Lederer, Secretary

CERTIFICATE OF SECRETARY
oF
SOUTHWEST FOREST INDUSTRIES, INC.

The undersigned, William J. Rainey, Secretary of
Southwest Forest Industries, Inc., a Nevada corporation,
one of the conntituent corporations which ia a pacty to the
Agreement of Marger to which this certificate 18 attached,
on behalf of said corporation, hereby certifies that said -
Agreemant of Mergsr was duly submitted to the shareholders
of said corporation at a meeting thereof duly callied and
hald in accorda 7e with the lawa of the State of Nevada on
Apvr bl 4, tuns7, and at sald mestling sald Adreaoment of Merger
was approved by the holders of not less than a majority of
the shares entitled to vote thereon.

Witness my hand thiaz 15th day of April, 1987,




The foregoing Agreement of Merger having been duly
exeacuted on behalf of each constituent corporation and havinq
been adopted separately by each constituent corporation in
accordance with the laws of the State of Nevads and that
tacl having booen certirled on aald Aigreement ot Merger by
the Secretary of each constituent corporation, a Vice Presi-
dent of Cryatal Merging Corporation and the Executive Vice
President and Chief Financial Officer of Southwest Forest
Industries, Inc. do now sign the said Agreement of Merger,
duly attested by the Secretary of each of said corporations,
by authority of the directors and shareholders thereof, as
the respective act, dead and agreement of aach of said
corporations on the iS%th day of April, 1987.

CRYSTAL MIKRCING CORPORATTOM

Vhdde

Name: Arncold F. Brookstone
Title: Vice Pregident

By:

ATTES / ///)
_‘av/ /. {)edle—

Mame: Leslle T. Lederer
Title: Secratary

SOUTHWEST FOREST INDUSTRIES, INC.

Name : zaymond P Elder )
Title: Executive Vice Prasident .
and Chief Financial Officer . -

ATTEST:

tame: *A
Title: Secretary




STATE OF ILLINOIS )

COUNTY OF SZggjéme ; 58

BE IT REMEMBERED that on this 1S5th day of April,
1987, parzonally came before me, a Motary Public in and for
the State and County aforesaid, Arnold F. Brookstone, Vice
President of CRYSTAL MERGIMG CORPORATION, a Nevada corpora-
tion, known by me personally to be such, and he duly executed
the foregoing Agreement of Merger before me and acknowledged
3aid instrument to be the act, dred and agreement of said
corporation and that that the signature of said officer is in
his handwriting.

IN WITMNESS WHEREOF, I have hereunto set my hand
and seal of office the day and year aforesaid.

) K
Notary Public
My commission expires: 2-2¥-¢7

STATE OF ARIZONA )

. )
COUNTY OF Znanicefia)

SS:

BE IT REMEMBERED that on this 15th day of April,
1987, personally came before me, a Notary Public in and for
the 5State and County aforesaid, Raymond P. Elder, the
Executive Vice President and Chief Financial Officer of
Southwest Forest Industries, Inc., a llevada corporation,
known by me personally to be such, and he duly executed the
foragoing Agreement of Merger before me and acknowledged said
instrument to be the act, deed and agreement of said corpor-
ation and that the signature of said officer is in his
handwriting.

IN WITNEES WHEREOFE, I have hereunto set my hand
and seal of office the day and year aforesaid.

aA_ \g&%&%\”‘l

o ary Public
My commission expires: 7/3)/QZ}




AGREEMENT OF MERGER
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STONE CONTAINER CORPORATION,

CRYSTAL MERGING CORPORATION
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AGREEMENT OF MERGER

This Agreement of Merger (this "Agreement"), dated
as of January 27, 1987, is made among Stone Container Corpo-
ration, an Illinois corporation ("Stone"), Crystal Merging
Corporation, a Nevada corporation (the "Purchaser"), and
Southwest Forest Industries, Inc., a Nevada corporatien (the
"Company").

WHEREAS, the respective Boards of Dirsctors of
Stone, the Purchaser (an indirect wholly-owned subsidiary of
Stone) and the Company have each approved the acquisition of
the Company by the Purchaser pursuant to a merger of the
Purchaser into the Ccmpanvy on the terms hereinafter set
forth.

NOW, THEREFORE, in consideration of the premises
and the mutual covenants herein contained, Stone, the Pur=-
chaser and the Company hereby agree as follows:

1. 1HE MERGER

1.1. The Marger. At the Effective Time (as
hereinafter defined), in accordance with this Agreement and
the General Corporation Law of Nevada (the "Nevada Law"),
the Purchaser shall be merged with and into the Company (the
"Merger"), the separate existence of the Purchasar (except as
may be continued by operation of law) shall cease, and the
Company shall continue as the surviving corporation under the
corporate name of Southwest Forest Industries, Inc. The
Company, as lt exists from and after the Effective Time,
sometimes is referred to hereinafter as the "Surviving
Corporation."

1.2, Effect of the Merger. The Surviving Corpora-~
tion shall possess all the rights, privileges, powers and
franchises as well of a public as of a private nature, and be
subject to all the restrictions, disabilities and duties of
each of the Purchaser and the Company (the "Constituent
Corporationa"), shall be vested with all property, real,
personal and mixed, and all debts due to any of the Con-
stituent Corporations on whatever account, as well as for
stock subscriptions as all other things in action belonging
to each of the Constituent Corporations, all with the effact
set forth in the Nevada Law.

1.3, Consummation of the Merger. Aas soon as
practicable after the satisfactiocn or waiver of the condj-
tions to the Merger herein set forth, provided that this
Agreement has not been terminated previously, the parties
hereto will cause the Merger to be consummataed by filing with
the Secravary of 3tate of Nevada a copy of this Agreement,




axecuted, cartified and acknowledged in accordance with the
provisions of the Nevada Law (the time of such filing being
the "Effective Time").

1.4. Articlas of Incorporation; By-laws; Directoers,
Except as provided in Section 8.7, the Articles of Incorpora=
tion of the Company and the By-laws of the Purchaser, as in
effect immediataly prior to the Effectiva Time, ahall be the
Articles of Incorporation and By-laws of the Surviving
Corporation and thereafter shall continue toc be its Articles
of Incorporation and By-laws until amended as provided
therein and under the Nevada Law. The directors of the
Purchaser immediately prior to the Effective Time will be the
initial directors of the Surviving Corporation until their
successors are elected and qualified.

1.5. 8Status and Conversion of Securitiss. At the
Effactiva Time, by virtue of the Merger and without any
action on the part of the Purchasaer, the Company or any
nolder of any of the following securitics:

(a) Each share of Common Stock, $1.00 par
value per share, of tha Company (the "Common
Stock"™) that is held in the treasury of the Company
or owned by Stone or any subsidiary of Stone shall
be cancelled and retired and no capital stock of
the Surviving Corporation, cash or other considera=-
tion shall be paid or deliverad in exchange there~
for.

(b) Except for Disseanting Shares (as defined
in Section 1.7(d)), each remaining outstanding
share of Common Stock shall ba converted into the
right to receive $32.25 in cash, without interest
(the "Mergar Price').

(c) Each share of Common Stock, par value
$1.00 per share, of the Purchaser outstanding
immediately prior to the Effective Time shall be
converted into and become one validly issued, fully
paid and nonassessable share of Common Stock, $1.00
par value per share, of the Surviving Corporation.

(d) Each share of 99 Cumulative Non-voting
Preferred Stock, $1.00 par value per share (the
"Preferred Stock"), of the Company outstanding
immediately prior to the Effective Time shall not
a affected by the Merqger.

|

(e) All notes and other debt instruments of |
the Company (including, but not limited to, the 1
Company's 12-1/8% Subordinated Debentures due w
September 15, 2001) cutstanding at tha Effective w




Time shall, subject to their respective terms and
covenants, not be affected by the Merger.

1.6. Stock Options and Other Rights to Acquire
Common Stock. At the Effective Time, each holder of an
outstanding oPtion to purchdase shares of Common Stock (a
"Stock Option") granted under the Executive Plan (as defined
in Section 3.3), whether or not exercisable, will be entitled,
subjsct to Section 6.3(c) hereof, to receive in settlement
thereof a cash payment from the Surviving Corporation in an
amount equal to the excess, if any, of the Merger Price over
the per share exercise prica of the Stock Option multiplied
by the number of -shares of Common Stock covered by such Stock
Optien. Tha Common Stock Purchase Rights isaued under tha
Righte Agresment (as defined in Section 3.3) shall be redeemed
prior to the Effective Time as contemplated by Section 6.3(e)
and, accordingly, shall not be affected by the Merger.

1.7. Merger Payment Procedure. {(a) Stone, the
Purchaser and the Company agree that Bankers Trust Company
or another bank or trust company reasonably acceptable to the
Company shall be designated by the Purchaser as the paying
agent for the Merger (the "Paying Agent"). Thse Surviving
Corporation shall make available to the Paying Agent at the
Effective Time such funds as are required for the conversion
of shares of Common Stock into cash as contemplated by
Section 1.5(b) (the "Payment Fund”). As soon as practicable
after the Effective Time, the Paying Agent shall distribute
to holders of shares of Common Stock so converted, upon
surrender to the Paying Agent of one or more certificates for
such shares of Common Stock for cancellation, a bank check
for the cash being paid in reapect of the aggregats number of
shares of Common Stock previously represented by the steck
certificates surrenderad. The Payment Fund shall neot be
expended or diasbursed for any other purpose, except as
provided herein. The Payment Fund may be invested by the
Paying Agent, as directed by the Surviving Corporation, in
(i) obligations of or guaranteed by the United States,
(ii) commercial paper rated A-1, P~l or A-2, P-2, and (iii)
time deposits with, including certificates of deposit issued
by, any office located in the Unitad States of any bank or
trust company organized under federal law or under the law of
any astets of the Unitad States or of the District of Columbia
and that has cgapital, surplus and undivided profits of at
least $500 million, and any net earnings with respect thereto
shall be paid to the Purchaser as and when requested by the
Purchaser. If for any reason (including losses) the Payment
Fund is inadeqQuate to pay the amounts to which holders of the
Common Stock shall ba entitled under Section 1.5(b), the
Purchaser shall be liable for the payment thereof.

(b) In no evant shall the holder of any surrenderad
certificates for shares of Common Stock be entitled to




receive interest on any of the funde to be received in the
Merger. 1I!f a check is to be sent to a person other than

the person in whose name the certificates for shares of
Common Stock surrendered for conversion are ragistered,

1t shall be a condition of the conversion that the person
requaesting such conversion shall pay to the Paying Agent any
transfer or other taxas required by reason of the delivery of
such check to a person other than the registered holder of
the certificate surrenderecd, or shall esatabliah to ths
satisfaction of the Paylng Agent that such tax has been paid
or is not applicable. Notwithstanding the foregoeing, neither
the Paying Agent nor any party hereto shall be liable to a
holder of shares of Common Stock for any amount paid to &
public official pursuant to any applicable abandoned propsrty,
escheat or similar law.

(¢) The cash paid upon the surrender of certif-
icates representing Common Stock in accordance with the '
terms hereof shall be deemed to have been paid in full
agatiafaction of all rights pertaining to such ashareas of
Common Stock.

(d) If the provisions of the Mevada Law providing
for the purchase by a surviving corporation of the shares of
a dissenting stockholder appiy in respect of the Merger te
aliares of Common Stock, then any sharas of Common Stock
with respect to which the right to have such shares so
purchased is exercised in accordance with the Nevada Law
("Dissanting Shares") shall not be converted into the right
to receive cash pursuant to Section 1.5(b) at or after the
Effective Time unleas and untll the holder tharecf shall
have arfectively undsar the Nevada Law withdrawn his right to
have such shares so purchasad.

1.8. Return of Cash by Paying Agent. Any cash
delivered or made availabls to the Paying Agent pursuant to
Gection 1.7 hereof and not exchanged for certificates repre-
senting Common Stock within six months after the Effective
Time pursuant to Section 1.7 shall be returned by the Paying
Agent to the Surviving Corporation which shall thereafter act
as paying agent subject to the rights of holders of unsur-
randered certificates representing Common Stock under this
Article 1,

1.9. Closing of Company Transfer Books. At thas
Effective Tima, the stock transfer books of the Company shall
be closed and no transfer of Common Stock shall thereafter
be made.




2. REPRESENTATIONS AND WARRANTIES OF STONE AND THE
FURCHASER

Stone and the Purchaser, jointly and severally,
represent and warrant as followa:

2.1. Organization and Qualification. Stone and
the Purchaser are corporations duly organized, validly
exizting and in good standing under the laws of the S$tates
of lllinois and Nevada, ‘respectivaly, and have the requisite
power and authority to carry on their reapective businesses
as now conductad. Stone and tha Purchaser are duly qualified
as foreign corporations to do business and are in good
standing in each jurisdiction where the character of their
respective propaerties owhed or leassd or the nature of their
activities makes such qualification necassary, except where
the failure to be soc qualified will not have a material
adverse affect on Stone and the Purchasear, taken as a whole.

2.2. Authority Relative to this Agresment. Stone
and the Purchasar have the requisite corporate power and
authority to enter into this Agreement and to perform their
respective obligations hereunder. The axecution and delivery
of this Agreement by Stone and the Purchaser and the con-
summation by Stone and the Purchaser of the transactions
contemplated hereby have been duly authorized by the Boards
of Directors of Stone and the Purchaser and, except for the
approval of this Agreement by the stockholders of the Purchaser
(which approval Storie shall cause to be made), no other
corporate proceedings on the part of Stone and the Purchaser
are necesaary to authorize this Agreement and the transactions
contemplated hereby. Thias Agreament has been duly executad
and delivered by Stone and the Purchaser and constitutes a
valid and binding obligation of such corporations. Except as
may be provided in agreements and instruments relating to
indebtedness of or letters of credit relating to Stone or its
subsidiaries, which agreements and instruments shall be
terminated or appropriately modified prior to the Effective
Time, the execution and delivery of this Agreement by Stone
and the Purchesar and the consummation by them of the trans-
actions contemplated hereby will not violate oy zonflice
with, result in the acceleration or termination of, or
constitute a default under, any term or provision of any
charter or by-law, indenture, license, approval, agreement,
understanding or other instrument, or any statute, rule,
regqulation, judgment, order or othar restriction binding upon
or applicable to Stone or the Purchaser othaer than any sauch
term, provision, statute, rule, regulation, judgment, order
or other restricticn the viclation «f or conflict with which
would not have a material adverse effect on Stone and the
Purchaser, taken as a whole. Assuming due authorization,
axecution and delivery by the othar parties thereto, whan
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executed and delivered by Stone and the Purchaser, the
Definitive Loan Agreements (as defined in Section 4(d)) will
constitute valid and binding agreements of such parties.

2.3. Financing. Stone has supplied the Company
with true and complete copies of three letters from major
money c¢enter banks, each dated on or prior to January 27,
1987 (the "Bank Letters"), which have been accepted by Stone
and have not been withdrawn or terminated. Concurrently
with the execution hereof, Stone has paid to such banks the
faas raquired to be paid upon its acceptance of tha Bank
Lettars. The Bank Letters describe credit facillities which
would be satisfactory and sufficient in amount to enable the
Purchaser to consummate the Merger and Stone and the Purchaser
to parform their obligations as herein contemplated. Stona
and the Purchaser have no reason to believe that such credit
facilities will not be in full force and effsact at the
Effactive Time to fully fund and provide for the financing
required by the Purchaser to consummate the Merger at the
Effectiva Time. Stona will promptly advise the Company in .
writing if the Bank Latters are withdrawn or terminated or if
Stone becomes aware of the occurrence of any event which
Stone believes may have & materially adverase affect on the
ability of Stone or the Purchaser to satisfy the condirion
set forth in Section 6.3(d) hereof at or before the Effective
Tima or otherwise to consummate the Mergaer.

2.4. No Prior Activities. The Purchaser was formed
by Stone for the sole purposs of effecting the Merger and
the Purchaser has not engaged, directly or indirectly, 1in
any business or activities of any type or kind, c¢r entered
into any agreements or arrangements or is subject to or hound
by any obligatien or undertaking which is not contemplated
by this Agreement.

2.5. Stock of the Purchaser. Stone is, and at all
times prior to the Effective Time will be, the beneficial
owner, either directly or indirectly through ons or more
wholly-ownad subsidiaries of Stone, of all the issued and
outstanding capital stock of the Purchaser, free and clear of
any liens, claims, charges, voting agresmants, proxiaes or
ancumbrancae, except those arising or granted in connection
with the financing required by the Purchaser to effect the

Merger.

2.6. Company Stock. Neither Stone nor any of its
affiliatez owns or controls, or has the right to acquire,
vote or control, directly or indirectly, any shares of voting
stock of the Company.




3. REPRESENTATIONS AND WARRANTIES OF THE COMPANY

The Company reprasants and warrants as follows:

3.1. Qrganization.and Qualification. The Company

is a corporation duly organized, validly existing and in good

standing under the laws of the State of Nevada and has the
requisite powar and authority to carry on its business as it
is now being conducted. The Company is duly qualified as a
foreign corporation te do business, and is in good standing,
in each jurisdiction where the character of its propertias
owned or leased or the nature of its activities makes such
qualification necessary, except where the failure to be so
cqualified will nhot have a material adversae affect on the
Company and its subsidiaries, taken as a whole.

3.2. Subsidieries. Each of the Company's subsid-
iaries is a corporation duly organized, validly existing and
in good standing under the laws of its jurisdiction of
incorporation and has the requisite corporate power to carry
cen its business as it is now being conducted. Each of the
Company's subsjdiaries is duly qualified as a foraign cor-
peration to do business, and is in good standing, in each
jurisdiction where the character of its properties owned or
leased or the nature of its activities makes such qualificsa-
tion necessary, except where the failure to be a¢ qualified
will not have a material adverse effect on the Company and
its subsidiaries, taken as a whole. Except as set forth in
the lettar of even date herewith from the Company to the
Purchaser (the "Disclosure Letter"), all of the outstand-
ing ahares of capital stock of each of the Company's subaid-
lavies are validly immsued, fully paid and nonaassessable,
and are owned by the Company or by a wholly owned subsidiary
of the Company, free and clear of any liens, claims, charges
or ancumbrances, and there are no irvrevocable proxkies with
respect to such shares.

3.3. Capitalization. The authorized capital stock
of the Company consiste of 35,000,000 shares of Common Stock,

10,000 shares of Preferred Stock, par value $100 par shara,
and 2,000,000 shares of Preferred Stock, par value $1.00 per
share. As of the date hereof, (i) 12,503,662 shares of
Common Stock and 284,375 phares of Prefarraed Z3tock ware
outstanding, all of which were validly issued, and are fully
paid and nonassessable, (ii) no shares of capital stock of
the Company were hald in the treasury of the Company,

(iii) 386,100 sharea of Common Stock were resarved for
issuance upon exercises of options issued pursuant to the
Company's Exacutive Long-Term Incentive Plan (the "Executive
Plan"), a copy of which has heretofore been furnished to
Stone, (1v) 841,723 shares of Common Stock were reserved

for issuance upon conversion of outstanding convertible




debentures of the Company., (v) additional shares of Common
Stock were reserved for issuance upon exercise of Common
Stock Purchase Rights iasued pursuant to the Rights Agrsement
dated as of October 22, 1984 batween the Company and The
Valley National Bank of Arizona (the "Rights Agreement") and
the Righta Agreement dated am of the date hereof between the
Company and The Valley National Bank of Arizona (the "Second
Rights Agreement") which provides for the distribution of
Common Stock Purchase Rights and (vi) 2,313,175 shares of
Common Stock were reserted for issuance pursuant to the Stock
Option Agreement (as defined in Section 5.3 hereof). Assuming
the conversion of all outstanding convertible dabentures of
the Company and the exercise of all outstanding options or
rights (other than the Stock Option Agreement and the Common
Stock Purchase Rights issued under the Rights Agreemant and
the Second Rights Agreement) to purchase Commen Stock, as of
the date hereof there would be 13,731,485 shares of Common
Stock outatanding. No options have been granted sinca
January 27, 1986 under the Executive Plan. Except as contem-
Plated by the foregoing clauses (iii), (iv), (v) and (vi),
thare are no optionas, warrants or other rights, agreements,
arrangements or commitments obligating the Company or any of
its subsidiaries to issue or sell any shares of capital stock
of the Company or any of the Company's subsidiaries. Except
for shares of Common Stock i1asued in the manner contemplated
by clauses (iii) and (iv) above, no shares of the capital
stock of the Company have been issued since August 29, 1988.
On January 26, 1987, the Company announced its election to
redeem, in accoirdance with the terma of Section 23 of the
Rights Agreement, all Common Stock Purchase Rights issuad
pursuant to the Rights Agreement. From and after February 5,
1987, the right to exercise such Common Stock Purchase Rights
will terminate and the only right thereafter of such Common .
Stock Purchase Rights shall, in accordance with the terms of
such Section 23, be to receive the redemption price of $.25
per Common Stock Purchase Right. A true and correct copy of
the Second Rights Agreement has been furnished to Stone.

The Common Stock Purchase Rights to be distributed pursuant
to the Second Rights Agreamant shall not bscome exercisable
by reason of the execution and delivery of this Agreemsnt or
the consummation prior to May 31, 1987 of the Merger or

the transactions contemplated hereby and auch distribution
shall ba {n accordance with applicable law.

3.4. Authority Relative to this Agreement. The

Company has the requisite corporate power and authority to
enter into this Agreement and to perform its obligations
hereunder. The exacution and delivery of this Agreemant by
the Company and the consummation by the Company of the
transactions contemplated hereby have been duly authorized

by the Board of Directors of the Company and, except for the
approval of this Agreament by its stackholdersz as contemplated




by Section 5.1 of this Agreement, no other corporate proceed-
ings on the part of the Company are necessary to authorize
thia Agreement and the transsctions contamplated hereby,

This Agreement has been duly executed and delivered by the
Company and, subject to the raquisite approval by its stock-
holders, constitutas a valid and binding obligation of the
Company. Except as set forth in the Discleosure Letter, the
execution and delivery of thies Agreement by the Company and
the consummation by it of tha transactions contemplated
hereby will not violate or conflict with, result in the
acceleration or termination of, or constitute a default
under, any term or provision of any charter or by-law,
indenture, license, approval, agreement, understanding or
other instrumsnt, or any statute, rula, regulation, judgment,
order or other restriction binding upon or applicable to the
Company or any of its subsidiaries or any of their respective
properties or assats other than any such term, provision,
statute, rule, requlation, judgment, order or other restric-
tion the violation of or conflict with which would not have a
material adverse effect on the Company and its subsidiarias,
taken as a whola,

3.5, Financial stataments_ and Reportzs. The
Company has previoualy furnishad Storne with true and complete
copies (with exhibits) of its {i) Annual Report on Form 10-K
for the fiascal yeer anded December 31, 1985 (the '1985 Annual
Report"), as filed with the Securities and Exchange Commission
(the "Commission”), (ii) Quarterly Reports on Form 10-Q for
the three months ended March 31, 1986, the thres months ended
June 30, 198% and the three months ended Septembaer 30, 1988
(the "Quarterly Reports™), (iii) all of its Current Reports
on Form 8-K filed subsacuent to Decembear 31, 1985, (iv) proxy
statements relating to all meatings of its stockholders
(whether annual or special) since December 31, 1985, (v) all
other reports or registration statements filed by tha Company
with the Commission since December 31, 1985, (vi) the Company's
audited consolidated financial atatements for the fiscal
years anded and as of Decempar J1, 1983, Decambsr 31, 1984,
and Decambasr 31, 1985 and (viii) the Company’'s preliminary
consolidatad financial statements as of and for tha yesar
ending Decembar 31, 1986 (the "Preliminary 1986 Financials®),
As of thelr respective dates, the SEC Filings (as hereinafter
deafined) did not contain any untrue ztatement of a material
fact or omit tc stato a macterial fact required to be stated
therein or necassary to make the statements therein, in light
of the circumstances under which they were made, not mislead-
ing except, in thae case of any SEC Filing, any statement or
omiasion therein which has been corrected or otherwise |
disclosed in a subsequent SEC Filing. The audited consoli-~
dated financial statements and unaudited interim financial |
statements of the Company included or incorporated by refer-
ence in the 1985 Annual Report and the Quarterly Reporta,
respectively, and the Praeliminary 1986 Financials have been




preparad in accordance with generally accepted accounting
principles applied on a consistent basis (except as may be
indicated therein or in the notes thereto) and fairly present
the financial position of the Company and its subsidiaries as
at the datas thersof and the results of their operations, and
changes in financial position for the periods then ended,
subject, in the case of the unaudited interim financial
stataements, to normal year-end and audit adjustments and any
other adjustments described therein, and subject, in the case
of the Preliminary 1986 'Financiala, to the absence of complete
footnotes and a statement of sources and application of
funds. The financial information supplied by the Company to
Stone with respaect to this Agreement (including, without
limitation, the operating statements of the mill facilities
and other facilities of the Company) is drawn from the books
and records maintained by the Company in tha ordinary course
consistent with past practices. As used in this Agreement,
"SEC Filings" means the reports, registration statements and
proxky statament:y of the Company raferred to in clausen

(i) through (v) of the first sentence of this Section 3.5.

3.6. Absence of Certain Changes or Events. Except
as set forth in this Agreement, the SEC Filings or the
Preliminary 1986 Financials, since December 21, 1985, thare
has not been any material adverse change in the consolidated
financial condition, consclidated results of operations or
buziness of the Company and its asubsidiaries taken as &
whole. Except as set forth in or contemplatsd by this
Agreement or the 1986 Preliminary Financials, since
Dacemper 31, 1986, tha Company and its subaidiaries have not
angagad 1n any material transaction of a kind that would be
prohibited after execution and delivery hereof pursuant to
Article 4 hareof,

3.7. Employees. The Company and its subsidiaries
have complied with all applicable laws relating to the
employment of labor, including provisions thereof relating to
wages, hours, squal opportunity, occupational health and
safety, collective bargaining and the payment of social
sacurity and other taxes, the vicolation of which will have a
material adverse sffect on the bumsineme or financial condt-
tion of the Company and its subsidiaries, taken as a whole.

3.8. HNo Default or Litigation; Fermits. Except as
set forth in the SEC Filings or the Preliminary 1986 Financials:

(a) naither the Company nor any of its sub- |
sidiaries is in default or violation in any material |
respect under any agreement, lease or other instru- |
ment to which it is a party, or under any law, ‘
rule, regulation, writ, injunction, order or decres |
of any court or any foreign, federsal, atate, munis- !

!
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cipal or other goveérnmental department, commission,
board, bureau, agency or instrumentality (include
ing, without limitation, applicable laws, rulas and
regqulations relating to environmental protection,
anti-trust, civil rights and occupational health

and safety) which default or violation would have a
material adverse effact on the business or financial
condition of thea Company and its subsidiarien,

taken as a whoie;

(b) theres are no actions at law, suits in
squity or claims pending or, to the best of the
Company's knowledge, threatened against or affect-
ing the Company or any of its subsidiaries or their
respective businesses or properties which might
reasonably be expactad to result in a judgment
or decree having a material adverse effact on the
business or financial condition of the Company and
{tes aubaidiaries, taken as a whole, and, to tha
best of the Company's knowledge, there is no
reasonable basis therefor; and

{c) the Company and the its subsidiaries
possess all franchises, licenses, permits, certifi=-
cates, approvals and other authorizations necessary
to own or lease and operate their proparties and to
conduct their businesszes as now conducted, excapt
for (1) licenses, permits and certificates the
absence of which will not have a material adverse
ef fact on the Company and tts aubsidiaries, taken
as & whole, and (ii) incidental licenses, permits
and certificates which would be readily obtainable
by a qualified applicant without undue burden in
the event of any lapse, termination, cancellation
or forfeiture.

3.9. Taxes. The Company has heretofore delivered
to Stone true and correct copies of the congsolidated federal
income tax returns filed by the Company and its subsidiaries,
and all revenue agents' reports related thereto, for each of
the Company's fiscal years sanded December 31, 1983, 1984 and
1285, inclusivea. The Company haz filed, and each subsidiary
of the Company has filed, all federal, state and local
income, franchize, sales and other tax returns {including
foreign tax returns) which were required to be filed by the
Company or its subsidiaries. The Federal income tax returns
for the Company and its szubsidiaries have been examined
by the Internal Revenue Service for all past years and
periods through and including Decembear 31, 1981. As of
the date hereof, the Internal Revenue Service is not engaged
in any audit ralating to the Company's fedeval income tax
returns for any perlod ending after December 31, 1981. The
Company and its subsidiaries have paid, or made provisions
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for the payment of, all federal, foreign, state and local
income, franchise, property and sales taxes (including any
corporats income tax payvable on income apportioned to a
unitary group) for periods covered by such returns or antici-
pated to be payable by them (together with applicable intereast
and penalties) in respect of all periods through the dace
hereof, to -he extent such taxes have become due and are

not being - -ntested by the Company or its subsidiaries in
good faith. Since December 31, 1986, no deficiencies have
been asses:s d against tie Company or any of its subsidiariss
by federal, statae or local tax authorities except for dafi-
ciencies which will not have a material adverse effect on the
financial condition of the Company and its subsidiaries,
taken an a vhole,

210, Tarmination Payments. Except as contemplated
hereby or a. set forth in the Disclosure Letter, neither the
Company nor any of its subsidiaries is party to any agreament
requiring the Company or such subsidiary to make a payment or
provide any other form of compensation or benefit to any
Parson perf.rming services for the Company or any of its
subsidiaries upon termination of such services which would
not be payable or provided in the absence of the consummation
of the trancactions contemplated by this Agrestent,

3 11. Employee Benefit Plans; ERISA. (a) The
Disclosure lLetter lists each employse pension benefit plan
(as defined in Section 3(2) of the Employee Retirement Income
Security Act of 1974, as amended ("ERISAR")) to which the
Company or any of its subsidiaries contributes on behalf of
its employees, setting forth the names of such plans and the
trustees of such plans, and the basis of the Company's and
each of its subsidiaries' contributions thereto. True,
correct and complete copies of each of such plans and trusts
(other than multi-employer plans to the extent such delivery
is impracti:able), including all amendments thereto, have
been furnished to Stone. There has also been furnished
to Stone with respect to each of such plang (ether than
multi~employer plans) tha mest racent annual report on
Form 5500, actuarisl valuation report and summary plan
desgcription. Except as set forth in the Disclosure Letter,
none of auch plans 18 (L) a mulbti-employer plan a8 daeflinad in
Saction 414(f) of the [nternal Revenue Code of 1986 (the
"Code") or Saction 4001(3) of ERISA, or (ii} a plan with
raspect to which more than one emplover makes contributions
within the meaning of Sections 4063 and 4064 of ERISA.

{1.) With respect to each of such planszs (other
than multi-employer plans in the case of paragraph (i),
(ii1), (111) or (iv) below):
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{i) as of the Effective Time all contribu-
tions required for auch plan for the plan year most
recently ended and for all prior plan years will
have bsen made or accrued on the Company's Prelime
inary 1986 Financials;

(14) no reportable event, as auch term is
definecd in Section 4043(b) of ERISA, has occurred
with respect to any of such plans which are subject
to Section 4043(b) of ERISA, other than those which
will not have a matarial adverze effect on the
Company and its aubaidiarias, taken as a whole,
which might arise as a result of the transactions
contemplated by this Agreement or which pursuant to
applicabla ragulations are not subject to the
30-day notice to the Pension Benefit Guaranty
Corporation;

(iii) the total assets of such plans are
sufficient to discharge all liabilities of tha
plans on & termination basis (other than the
Risage]l and SFI-LSW planm, &8 to which the amount
of any defilciency ahall not exceed 3%4,600,000);

(iv) the 1986 annual costs for funding each
defined benefit pension plan (within the meaning of
Saction 414(j) of the Code) in accordance with the
minimum funding reagquirements of Section 412 of the
Code, | ased on the actuarial assumptions used by
the current enrolled actuary for such plan, which
assumptions have besn certified by such actuary to
be reasonable, are not more than the amounts
specified in the Disclosure Letter; and

(v) as of the Effective Time, no event will
have oceurred which will result in the imposition
of liability on the Company under Section 4063 or
4201 of ERISA,

(c¢) The Disclosure Letter lists all deferred
compansation plans, all supplemental death, disability, and
retirement plans, all medical reimbursement plans, all
amployee weifare benafit plans (within the meaning of Sec-
tion J(l) of ERISA), all severance plans, all material bonus
plans and all other material employee benefit plans or
arrangements of any kind or charvacter, whether written or
oral, maintained by the Company oxr any of its subsidiaries,
Except as set forth in the Discloszure Lettar, none of such
plans or arrangements provides benefits o amployees or their
dependents after retirement. True, correct and complete
copies or descriptions of all such plans and arrangements
have been furnished to Stone (othar than multi-employar and
hourly plans to the extent such delivery is impracticabley.
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3.12. Phyvaical Condition of Facilities. The
Company's physical facilities have baen maintainad in accord-
ance with tho Company's customary maintenance practices and
are in a state of repair (normal wear and tear excepted)
which the Company believes to be adecgquats for the normal use
of such facilities In the ordinhary conduct of the business of
the Company. Without limiting the foregoing, but subject to
ordinary weer and tear, such facilities are rot in need of
maintenance or improvements (either for purposes of preserving
existing capacity, maintaining quality of product, compliance
Wwith appllicable environmental regulations or production at
historical costs, in each case in all material respects)
except for maintenance and improvements in the ordinary
course not having a cost which will excsed the average of the
Company’'s 1984, 1985 and 1986 costs.

3.13. Compliance with Environmental Laws. Neither
the Company nor any of its subsidiaries has received any
notification from any governmental authority or, to the bast
knowledge of any of the Company's executive officers (inciud-
ing, for this purposa, the Company official primarily respon-
sible for environmental compliance matters). from any other
person that there is any violatien of any environmental laws,
ordinances, or regulations with respect to the businesa or
properties of the Company and its subsidiaries, which viola=~
tion will have a matevisl adverms effect on the business or
financial condition of the Company and 1ts subsidiaries,
taken as a whole. Such business and the use of such prop-
erties conforms in all material respacts to all applicable
environment. L laws, ordinances, regulations and rules. In
particular, no waste materials, no hazardeus materials and no
hazardous substances have been disposed of or placed on the
property in violation of law, except for vielations which
have and will have no matarial adverse effect on the business
or financial conditioen of the Company and its subsidiaries,
taken as a whole. All known underground tanks on the prop-
erties of the Company or any or its subsidiaries have been
properly registered with the appropriate governmental agency
or agencies as required by applicable law except whers the
failure to so register will not have a material adverse
effect on the business or financial condition of the Company
and its subnidiarien, taken am a whole,

3.14. Accuracy of Representations and Warranties.
No representation or warranty by the Company in this Agreemant
contains or will contain any untrue statement of a material
fact or omits or will omit to state any material fact neces-
sary to make such statements, in light of the circumstances
under which they were made, not misleading; provided that the

representation and warranty contained in this Section 3.14 is




subject to exception in respect of any matters set forth in
the Disclosure Letter.

4. CONDUCT QF BUSINESS PENDING THE MERGER

(a) The Company covenants and agrees that, prior
to the Effective Time, unless the Purchaser shall otherwise
agree in writing or as otherwise set forth in this Agreement:

(i) the businesses of the Company and its
subsidiaries shall be conducted only in, and the
Company and its subsidiaries shall not take any
action except in, the ordinary course ¢f business
and consistent with past practice;

(ii) the Company shall not directly or
indirectly do any of the following: (A) issue,
sell, pledge, dispose of or encumber (or permit any
of its subsidiaries to issue, sell, pledga, dispose
of or encumber) (1) any capital stock of any of its
subsidiaries, or (2) except inventory and other
minor assets in the ordinary course of business,
any assets of the Company or any of its subsidi-
aries; (B) amend or propose to amend its Articles
of Incorporation or By-laws; (C) split, combine
or reclassify any outstanding shares of its capital
stock, or declare, set aside or pay any dividend
payable in cash, stock, property or otherwise with
respect to such shares other than under the Second
Rights Agreement and other than with respect to the
Preferred Stock; (D) redeem, purchase, acquire or
offer to acquire {or permit any of its subsidiaries
to redeem, purchase, acquire or offer to acquire)
any shares of its capital stock, other than manda-
tory redemption of the Preferred Stock; or (E) agree
to do any of the foregoing;

(iii) neither the Company nor any of its
subsidiaries shall (A) except for shares of Common
Stock issuable as set forth in clauses (iii) and
{iv) of Section 3.3 hereof or pursuant to the Stock
Option Agreement (as hereinafter defined) or Common
Stock Purchase Rights issued pursuant to the Second
Rights Agreement, issue, sell, pledge or dispose
of, or agree to issue, sell, pledge or dispose of,
any additional shares of, or any options, warrants
or rights of any kind to acquire any shares of, its
capital stock of any class; (B) acquire (by merger,
consclidation, or acquisition of stock or assets)
any corporation, partnership or other business
organization or division thereof; (C) incur any
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indebtedness for borrowed money or issue any debt
securities except in the ordinary course of busi-
ness and consistent with past practice; (D) enter
into any computer lease; (E) agree to do any of the
foregoing; or (F) release or relinguish any material
contract rights or amend any material contract not
in the crdinary course of business;

(iv) neither the Company nor any of its
subsidiaries shall take any action other than in
the ordinary course of business and consistent with
past practice {(none of which actions shall be
unreasonable or unusual) with respect to the grant
of any severance or termination pay (otherwise than
pursuant to policies or consistent with practices
of the Company or any of its subsidiaries generally
in effect prier to the date herecf) or with respect
to any increase of benefits payable under its
severance or termination pay practicas in effect on
the date hereof;

{v) neither the Company nor any of its
subsidiaries shall (except for salary increases
in the ordinary course of business and consistent
with past practices) adopt or amend, in any mate-~
rial respect, except as may be required by appli«
cable law or regulation, any bonus, prefit sharing,
compensation, stock option, pension, retirement,
deferred compensation, employment or other employee
benefit plan, agreement, trust, fund, plan or
arrangement £for the benefit or welfare of any
emplovee;

(vi) the Company shall net amend in any
raespect the Second Rights Agreement; and

(vii) the Company shall use its best efforts,
to the extent net prohibited by the foregoing
provisions of this paragraph (a), to maintain its
relationships with its employees, suppliers and
customers, and if and as requestad by Stone or the
Purchaser, (A) the Company ghall make reasonable
arrangsments for representatives of Stone or the
Company to meet with customers and suppliers of the
Company and (B) the Company shall schedule, and the
management of the Company shall participate in,

meetings of representatives of Stone or the Purchaser

with employees of the Company, provided that
management of the Company shall have the right to
be present at all meetings inveolving Stene or the
Purchaser and any customers, suppliers or employees
of the Company.
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(b) Nothing in this Article 4 shall prohibit the
actions contemplated by this Agreement or the following
actions intended to be taken after the date hereof:

(i) the redemption of the Company's 10%
Convertible Debentures due 2003; procvided that
prior to taking any such action the Company shall
advise and consult with Stone with respect thereto:

(ii) the paycff of the outstanding loan from
the Continental Illincis Bank and Trust Company of
Chicago;

(1iii) the making of capital expenditures
related to the Panama City, Florida Pulp and Paper
Mill Mcdernization Program and up to $15,000,000 of
other special capital expenditures and the entering
into capital leases in an aggregate amount of up to
$5,000,000 covering transportation, material
handling or office egquipment; provided that prior
to taking any such action the Company shall advise
and consult with Stone with respect thereto;

{(iv) the execution and delivery of Indemnifi-
cation Agreements with directers and officars of
the Company in the form approved by Stone prior to
or concurrently with the execution and delivery
hereof;

(v) the declaration and payment of dividends
by subsidiaries te the Company consistent with
past practices;

(vi) the =ale of up to 74,000 acres of Company-
ownad timberland; provided that prior to taking any
such action the Company shall advise and consult
with Stone with respect thereto;

(vii) the sale in arms~lengthh transactions
and/or liquidation of the Company's trucking
assets; provided that prior to taking any such
action the Company shall advise and consult with
Stone with respect thereto; and

(viii) the amendment of the Company's By-Laws
with respect to the number and term cf directors.

(c) The Purchaser covenants and agrees that, prior
to the Effective Time, it will not engage in any business or
take any action which is not contemplated by this Agreement.




S T,

(d) Each of Stone and the Purchaser covenants and
agrees that it will use itz bast efforts to negotiate in
good faith, and execute and deliver, definitive lcan agree-
ments providing for the financing referred to in Section 6.3(d)
hereof and containing no conditions to funding other than
those which are customary in transactions of the type conteme
plated hereby (the "Definitive Loan Agreements") and to take
such other action as may be necessary or appropriate to
satisfy as soon as practicable the condition described in
such Section, provided that in no event shall the Purchaser
be required to enter into definitive loan agreements containing
terms and conditions more onerous than those specified in the
Bank Lotters. Each of Stone and the Purchasar agree to
provide the Company with true and complete copies of the
Definitive Loan Agraements promptly upon the execution and
delivery thereof. Stone and the Purchaser shall each usa ite
best afforts at its own expense to satisfy on the sarliar
of the date required by the Definitive Loan Agreements (if 30
required) or the Effective Time all requirements of the
Definitive Loan Agreements to be satisfied or complied with by
it thersunder which are conditions to funding. The obliga-
rions contained in the preceding sentence are not intended,
ner shall they be construed, to benefit or confer rights upon
any lending institution.

5, ADDITIONAL AGREEMENTS

5.1. Meeting of Stockheclders of the Company.
(a) The Company shall take all action necessary in accordance
with the laws of the State of Nevada and its Articles of
Incorporation and By-laws to convene a meeting (the "Maeting")
of its stockholders to cconsider and vote upon the Merger. |
The Board of Directera of the Company shall, subject to
applicable law and the fiduciery duties of guch Board of
Directors, recommend that the stockholders of the Company
vote to approve this Agreement. Subject as aforesaid, the
Company shall use its best efforts to solicit and secure from
stockholders of the Company proxies in faver of such apprwval.

(b) As promptly as practicable after the date
hareof, the Company shall prepare and file with the Commis-
ston under the Baecurities Exchange Act of 1934, ae amended
(the "Exchange Act"), a preliminary proxy statemant pertain-
ing to the Merger. Stone and the Purchaser shall cooperate
fully with the Company in the preparation and filing of such
proxy statement and any amendments and supplements thereto,
The Company will use i{tas best afforts to have any veview |
thereo! conducted by the Commission complatad promptly. |
The Company shall cause to be mailed a definitive proxy
statement to its stockholders entitled to vote at the Meeting




promptly following completion of any review by, or tha ter-
mination of any applicable waiting peried of, the Commiasion
provided that Stone shall have delivered to the Company
executed coples of the Definitive Loan Agreements (as dafined
in Section 4(d)) and Merrill Lynch Capital Markets ("Merrill
Lynch") or another nationally recognized investment banking
firm nelected by the Company'a Board of Directors shall have
furnished to the Board of Directors its opinion, dated the
date of such mailing, to the effect that, from a financial
point of view, tha consideration to be paid to the Company'a
stockholders in the Merger is fair. The Company represants
and warrants to Stone and the Purchaser that, on the date any
such proxy statemeant 1s first mailed to the Company's stock-
helders, such information will not contain any untrue state-
ment of a material fact or omit to state any material fact
raguired or necessary to make such information, in light of
the circumstances under which such information is prasented,
not misleading., The Company agreem to correact any informa-
tion provided by it for use in any such proxy scatement which
shall have become false or misleading in any material respect
and to comply promptly with applicable legal requiremants
regarding amendment of the proxy statement to the extent
necesshry to reflect any amendment te this Agreemant prior to
the Meeting.

5.2, Feee and Expenses. (a) 1f this Agreament is
terminated by the Purchaser pursuant to Section 7.1(d)
because the condition contained in Section 6.3(a), 6.3(¢) or
6,3(e) shall not have bean gatiafied at av prier to the
Effective Time pursuant to the terms cf such Section (unless
due to delay or default on the part of Stone or the Purchaser
or any of thair affilistes or associates), the Company will,
within ten days after such termination of this Agreement,
reimburse Stone for reasconable out-of-pocket sexpenses (nct in
exceus of $7,000,000 in the aggregate) incurred by Stone and
the Purchaser or on their behalf in connection with this
Agreament, including, but not limited to, all financing,
banking and break-up fees, including all out-of-pocket
expenses, due diligence expenses and legal fees incurred by
or on behalf of their investment banker and banks, any fees
or expenses which Stone or the Purchaser has paid or become
obligated to pay in connection with any of the transactions
contemplated by this Agreement (including travel expenses),
and all legal, accounting and other professional fees and
printing ageata incuvred by or on bahalf of Stone or tha
lirchasar,

(b) 1If both of the following conditions are
satisfied:

(1) any of the following events shall scecur
within the nine-month period following the date of
this Agreement.
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(A) tha Company is acquired by mergar or
othaerwise by anothar party (cthsr than any
Excluded Person, as defined in Saction $.3(b));

(B) another entity, parson or group of
persons acting together (other than an
Excluded Person) acquires more than 50% of the
Company's total assets; or

(C) anolher entity, person or group of
parsons acting togethsr (other than any
Excluded Person) acquires or comes to hold
banaficial ownership of more than 50% of the
then outstanding shares of Common Stock; and

(1i) in the case of any transaction described
in the preceding clauses (A), (B) or (C), such
transaction or transsctions (collectively the
"Triggering Transaction”) results in the Company or
holders of Common Stock receiving, within such
nina~month period, considaration with an average
ftair value per share of Common Stock in excess of
the Merger Price,

then the Company will, within ten days after such termination

of this Agraement, pay to Stone a fee equal to $8,000,000

less the aggrsgatsa amount paid or payable by the Company pur-

suant to paragraph (a) or (c) of this Section 5.2; provided

that in no evant ashall the Company be requirad to pay such

amount 1f{ the Triggering Tranaaction was commenced after the
termination of this Agreement (i) by the Company pursuant to

Section 7.1(c) bacause the condition containad in Section 6.2

shall not have been satisfied, (ii) by Stons pursuant to

Section 7.1(d) because the condition contained in Sec-

tion 6.3(d) shall not have been satisfied primarily on

account of a reason other than the business, properties or

financial condition of the Company or (iii) by the Company W
pursuant to Section 7.1(e) becausa either of the avents
referred to in such Section have occurred primarily on
account of a reason other than the business, properties or
financial condition of the Company.

(¢) If this Agreement is terminated by the Company
pursuant to Section 7.1(g), the Company will, within ten days
after such termination of this Agreement, pay to Stone a fee
aquel to tha amount by which 37,000,000 axceaeds the aggregate
amount paid or payable by the Company pursuant te¢ paragraph (a)
or (b) of this Section 5.2.

(d) If this Agreement is terminated by the Company
pursuant to Section 7.l(c) because the condition contained
in Section 6,2 shall not have been satinmfied at or prior to
the Effective Time pursuant to the terms of such Section
(unless due to dzlay or default on the part of the Company
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or its affiljates or associates), then Stone will, within ten
days after such termination of this Agreement, raimburase the
Company for all reasonable ocut~-of-pocket expenses (nct in
excess of $2,000,000 in the aggregate) incurred by the Company
or on its behalf in connection with this Agreement, including,
but not limited to, all financing, banking and break-up fees,
the fees and expenses (including travel expenses) of outside
counsel in connection with the negotiation, preparation,
execution and performance of this Agreement and the fees and
expenses (including travel expenses) payable to Marrill Lynch
or any other financial advisor engaged by the Company or its
Board of Directors (or any committee thereof) and all filin~
faeen and printing costmn,

(e) Except as set forth above, all legal and other
costs and expenses incurred in connection with this Agreement
and the consummation of the transactions contemplated hereby
shall be paid by the party incurring such expenses. :

{£f) There shall be deducted from the aggregate
amount, if any, payable to Stone pursuant to Section 5.2(a),
5.2(b) or 5.2(c), ams the case may be, any profita realized by
Stone or any affiliate of Stone (other than the Company if
at asuch time it is an affiliate of Stone) in connection with
the exercise of its rights under the Stock Option Agreement,
I1f, at the time such aggregate amount is due and payable,
Stone has not exercised its rights under the Stock Cption
Agreement or has not realized any profits therefrom, such
aggregate amount «will be paid without any such deduction,
provided that, promptly upon thea subsequent exercisa of any
such rights and realization of such profits by Stone or any
affiliate of Stone, Stone will remit to the Company the
profits received by it or such affiliate in connection with
such exercise, up to such aggregate amount.

(g) In no event shall the aggregate amount payable
by the Company pursuant to this Section 5.2 exceed $8,000,000.

5.3 Restrictiong on Transfer. (a) Stone agrees
that, without the prior consent of the Company, prior to
three years from the date of this Agreament, it will not, and
will nat pearmit any affiliate gontrolled by Stone Lo, saly,
transfer or otherwise dispose of any of the Optioned Shares,
as defined in the Stock Option Agreement, dated as of the
date hereof, between Stone and the Company (the "Stock Option
Agreement"), or any other shares of Common Stock held by or
for the benafit of Stons or such afflllate (the Optioned
Shares and such other shares being hereinafter collectively
referred to as the "Restricted Shares") except:




;

(i) upon consummation of a merger or other
businesc combination involving the Company;

{ii) pursuant to a public exchange or tender
offer by a third party to purchase shares of
Common Stock, providad, however, that in the case
of a disposition permitted under this subpara-
graph (ii), Stone shall give tha Company five
business days' written notice of its intention to
tender Restricted Shares pursuant to the offer and
the Company, or a person or persons designated by
the Company, shall have the right te purchase all
of the Regtricted Shares proposed to be tendered up
to two business days prior to the initial expiration
of withdrawal rights under the offer at the price
specified in such offer;

(iii1) pursuant to a bona fide third party
offer (the "Third Party Offer") but only if Stone
shall have first offeread to sell the specified
number of Restricted Shares to the Company or its
designee at the same purchase price and subject te
the same terms and conditions as the Third Party
Offer and within 10 days of receipt of such notice
the Company shall not have advised Stone of its
acceptance of such Offer; provided that if the
Company exercises its right of first refusal
hereunder, the Company shall be required to deliver
to Stone a sum aqual to the purchase price spaci=-
fied in the Third Party Offer within three days
after Stone's raeaceipt of notice from the Company of
exercise of its first refusal right and if the
Company fails to deliver such sum at such time,
Stone shall again be free to sell the specified
number of Restricted Shares pursuant to tha Third
Party Offer; and provided further that any decrease
in tha pwice of the Third Party Offer shall ba
deemed t. constitute a new offer which is subject
to the Company's right of first refusal contained
herein; '

{(iv) 1in compliance with the volume limita=-
tions of Rule 144 (or any successor to such Rule)
under the Securities Act of 1933, as amended (the
"Securities Act"): or

(v) in a widespread distribution registered
under the Securities Act in which the Restricted
Sharaes are offerad and mold to thes public,
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(b) Stone agrees that until the third anniver-
sary of the cdate harsof it will not, and will not parmit any
of {ts affiliates to, (i) acquire, offear or propose to
acquire, or agree to acquire, directly or indirectly, by
purchase or otherwise, any shares of Common Stock (through
purchase, exchange, conversion or otherwise), other than in
connection with a distribution made proportionately to all
stockholders as part of a stock dividend, stock split or other
similar event, (i1) make, or in any way participate, directly
or indirectly, in any "solicitation" of "proxies" to vote (as
such terms are used in the proxy rules of the Commiasion), or
seak to advisze, encourage or influence any person or entity
with respect to shares of Common Stock or initiate, propose
or otherwiase molicit stockholders of tha Company for thae
approval of one or more stockholder proposals at any time, or
induce or attempt to induce any other person to initiate any
atockholder proposal, (iii) form, join or in any way partici~-
pate in a group with respect to any shares of Common Stock,
(1v) deposit any ahares of Common Stock intd a voting trust
or subjesct any shares of Common Htock Lo any avvangament or
agreemant with respect to the voting of such shares (other
than an set forth in Section 5.4 hereof), or (v) except as
contemplated by Article 4 hereof, otharwise act, alone or in
concert with others, to seek to control or influence the
management, Board of Directors orxr policies of the Company.
Nothing contained in this Section %.3 shall prohibit Stone
from (x®) consummating the Merger, (y) taking the action
describad in (ii) above in support of the Merger, or (z) alone
or in concert with others, acquiring, offering or proposing
to acquire, or agree to acquire, directly or indirectly, by
purchanme or otherwise, any shares of Common Stock (through
purchase, exchange, conversion or otherwise) if cne or mors
of the following events shall have occurred on or after the
date hereof or Stone shall have becoma aware on or after the
date hereof of the occurrence after November 13, 1986 of any
of the following events: (1) any person, corporation, entity
or group {such person, corporation, entity or group being
referred to hereinafter, singularly or collectively, as a
"parson"), other than Stone or its affiliates or any group in
which Stone or any of its affiliates participates (collec-
tively, "Excluded Persons"), acquires or becomes the bene-
ficial owner of more than 20% of the outstanding shares
of Common 8tock (cother than acquisitiona for bona fide
arbitrage purposes and acquisitions by Excluded Persons); {2)
any new group (other than a group in which an Excluded Person
participates) is formed which beneficially owns more than 20%
of the outstanding shares of Common Stock; (3) any Person
(other than any Excluded Paerson) shall have commenced a
Lander or eXchange oOffar for at least 30% of the then out~
standing shares of Common Stock pursuant to which commen
stockholders of the Company would be entitled te receive
consideration having a fair value in excess of the consid-
eration to be paid in the Merger; or (4) there is a public
announcement by the Company of its intention to affect a
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margar, consolidation, sale of all or substantimlly all the
assets of the Company or other business combination involving
the Company and any Person (other than any Excluded Person)
pursuant to which common stockholders of the Company would bs
entitled to receive consideration per share of Common Stock
having a fair value in excess of the Merger Price. For
purpoaas of this Agreement, the terms '"group" and "benaficial
owner" shall be defined by reference to Section 13{(d) of the
Sacurities Exchange Act aof 1934, as amended, and the rules
and regulations promulgatad thereunder. Notwithatanding the
foregoing, the term "group" shall not include any group that
may be formed in support of the Merger.

5.4. Voting Restrictions. Until the third
anniversary of the date hereof, unless otherwise requested by
the Company in writing, Stone will cause all shares of Common
Stock owned by Stone or any of its affiliates to ba represented
(in person or by proxy) at all meetings of the Company's
mtockholdera mo that all sharea of Common Stock owned by
Stone and 1ts affiliates may be counted for the purpose of
determining the presence of a quorum at such meetings. Until
the third anniversary of the date hareof, Stone will vote
or cause to be voted all shares of Common Stock owned by
Stone or any of its affiliates in favor of the election as
directors any and all individuals recommended for such
election by the Board of Directors of the Company.

5.5. Other Agreemants. (a) Subject to the terms
and conditions herein provided, each of the parties hereto
agrees to use all reasonable efferts to take, or cause to
be taken, all action and to do, or cause to be done, all
things necassary, proper or advisable to consummate and make
effective as promptly as practicable the transactions con-
templated by this Agreement, including, without limitation,
using all reasonable efforts to obtain all necessary waivers,
consents and approvals and to effect all necessary registra-
tions and filings, including, but not limited to, filings
which may be required under the Hart-Scott~Rodino Antitrust
Improvements Act of 1976 (the "HSR Act") and submissions of
information requested by governmental authorities; provided
that the foregoing shall not require any party to agree to
make any divestiture of a significant asset in order to
obtain any waiver, consent or appreoval.

(b) Each of Stone and the Purchaser represents and
warrants that the information supplied and to be supplied
by Stone and the Purchaser for use in any and all documents
to be filed with the Commission and/or distributed to the
Company's stockhelders by any individual or entity pursuant
to this Agreement shall, on the date any of such documents
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are filed with the Commiession, and on the date any of such
documents are first published, sent or given t¢ the Company's
stockholders, as the case may be, and on the date of the
Meating not contain any untrus statement of a material fact
Or oMl to state any mabterial fact regquived to be stated
therein or necessary in order to make the statements therein,
in light of the circumstances under which they were made, not
misleading, and sach of Stone and the Purchaser agreaes
promptly to furnish the Company with corrected information
{which the Company shall cause to ba filaed with the Commission
and disseminated to the Company's stockholders as and to the
extent required by applicable law) if any of such information
shall have become false or misleading in any material respact.

5.6. Inquiries and Negotiations. The Company and
its subsidiaries shall not, and shall use their best efforts
to cause their respectiva officers, employees, representa-
tives or agents not to, directly or iadirectly, (a) encour=-
age, solicit or initiate or participate in discussions or
negotiations with, or provide any non~public informatien to,
any Person, other than an Excluded Person or an officer,
partner, employee or other authorized representative of an
Excluded Person) concerning any merqger, sale of substantial
assets (other than in the ordinary course of business) or
othar business combination involving the Company or any
subsidiary or division of the Company (all such transactions
being referrsd to herein as "Acquisition Transactions") or
(b) otherwise solicit, initiate or encourage the submission
of any proposal contamplating an Acquisition Transactien.
Notwithatanding the foregoing, the Company may furnish any
public or non-public informatien concerning its business,
proparties or assets to any Pereon or discuss with any Peraon
an Acquisition Transaction if outside counsel to the Company
advises the Company's Board of Directors that, in the exercise
of their fiduciary responaibilities, such information should
be provided to such other party. The Company will promptly
communicate to the Purchaser the terms of any proposal which
it may receive in respect of an Acquisition Transaction, The
Company's notification under this Section 5.6 shall include
the identity of the Person making such proposal or any other
such information with respeact thereto am 5tone or the Purchaser
may reasonably request. Nothing contained herein or in
Section 5.1 shall be construed to prchibit the Company from
taking and disclosing to its stockholders a position contem-
plated by Resgulation 240.14e-2(a)(l), (2) or (3) promulgated
under the Exchange Act or from making such other disclosure
to stockholdera which, in the judgment of the Company, on the
advice of counsel, may bes regquirad by law.

5.7. Netification of Certain Matters. The Company
shall give prompt notice to the Purchaser, and the Purchaser
and Stone shall give prompt notice to the Company, of (a) the
osccurraence, or fatlure to ogour, of any event which auch
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party believes would be likely tc cauze any of its representa-
tions or warranties contained in this Agreement to be untrue
or inaccurate in any material reapect af any time from the
date haeareof to the Effective Time and (b) any matarisl

failure of the Company, the Purchaser or Stone, as the case
may be, or any officer, director, employee or agent thereof,
to comply with or satisfy any covenant, condition or agree-
ment to be complied with or satisfied by it hereunder;

" provided, however, that failure to give such notice shall not

constitute a waiver of any defense which may be validly
asserted.

5.8. Access to Information. (a) The Company
shall, and shall cause its subsidiaries, officers, directors,
eamployees and agenta, including attorneys and accountants, to
afford the officers, employees and agents of Stone and the
Purchaser access at all reasonable times to, from the date
hareof to the Effective Time, its officers, employess,
agents, properties, books and records, and shall furnish
Stone and the Purchaser all financial, operating and other
data and information as Stona or the Purchasar, through
its officars, employses or agents, may rsasonably reguest.

In addition, {f requested by Stone or the Purchaser, the
Company shall cooperate with Stone and the Purchaser in
making reasonable arrangements for representatives of Stone
or the Purchaser to meet with regulatory authorities having
jurisdiction over the Company or its properties.

(b) Each of Stone and the Purchaser shall, and
shall cause its subsidiaries, officers, directors, employees
and agentes to, afford the officers, employees and agents of
the Company with access to such information concerning the
Purchaser ag may be necessary for the Company to ascertain
the accuracy and completeness of the information supplied by
the Purchamer for inclusion in any pre-merger notification
report filed undar the HSR Act (and any additional informa-
tion or documentary material supplied in response to any
request pursuant te Section 7A(e) of the HSR Act and the
regulations thereunder) or in the proxy statement referred
te in Section 5.1(b) hereof and to verify the accuracy and
performance of and compliance with thelr repregentations,
warranties, covenants and conditions herein contained.

(c¢) No investigation pursuant toe this Section 5.8
shall affect, add to or subtract from any represantations
or warranties or the conditions to the obligations of the
parties hereto to consummate the Merger.

(d} 1If this Agreement is terminated, Stone and the
Purchaser will, and will cause their officers, employees and
agents to, deliver promptly to the Company all non-public
documents, work papers and other materials, and all copies




theresof, obtained by Stone or the Purchassr or on their
behalf from the Company ae a result of thig Agreement or in
connection herewith, whether so obtained before or after the
execution hareof. Stone, the Purchaser and their respasctive
officers and employees will not disclose any information so
obtained, except as required by applicable law or legal
process, without the prior written conssnt of the Company:
provided that any such information may be discloased to
Stone's accountants, counsel and other representatives as
may be appropriate or raguired in connection with the
transactions contemplated hereby but only if such Persons
shall be specifically informed by Stone of the confidential
nature of such information and the restrictions contained
hearein.

(e) 1If thies Agreement is terminated, the Company
will, and will cause its officers, employees and agents to,
deliver promptly to Stone all non-public documents, work
papers and other matarials, and all coplesw thereof, obtained
by the Company or on its behalf from Stone or the Purchaser
an a rasult of this Agreement or in connection herewith,
whether 80 obtained before or aftar the execution hereof.
The Company and its officers and employees will not disclose
any information so obtained, except as required by applicable
law or legal process, without the prior written consent of
Stone or the DPurchaser; provided that any such information
may be disclosed to the ompany's accountants, counsel and
other representatives as may be appropriate or required in
connection with the transactions contemplated hereby but
only if such Persons shall be specifically informed by the
Company of the confidential nature of such information and
the restrictions contained herein.

5.9. Defaulted Securities. If ths Mergar would
constitute an event of default or an &vent which with the
giving of notice or passage of time would constitute an event
of default under the terms of sny securitias isaued by tha
Company or any of its subsidiaries outstanding at the Effec-
tive Time, or if the Merger would result in a breach, viola-
tion, right of termination or accsleration of performance or
encumbrance pursuant to the terms of any such securities,
the Company and the Purchaser shall use thair best efforts
to sbtain prior to the Effective Time an amsendment or waiver
thereof. If the Company is unable to cbtain any such waiver
or amendment with respsct to any such securities (the
"Dafaulted Securities"), (t shall redeem or repay immediately
prior to or at the Effective Time such Defaulted Securities;
provided that that Company shall not be obligatad to givae
any prepayment or reédemption notice or otherwise become
obligated to effect any redemption or prepayment unleas and
until the Company (at the direction of Stone) shall have
offerad the holders of such Defaulted Securities, as an
inducament for such holders to waive any applicable prepay-
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mant or rademption notice (or the consequences thereof)
called for under the terms of the relevant instrument, the
prepayment premium or penalty, if any, payable in connsction
with the prepayment or redemption of auch Defaultad Securi=
ties as of the Effaective Time. If any such holder shall
refuse to give such a waiver and t1f an irrevocable notice
shall be given and this Agreament is terminated (other than
pursuant to Section 7.1(g) or pursuant to Section 7.1(4)
because the conditions c¢ontained in Section 6.3{(a), 6.3(c) or
6.3(d) shall not have been satisfied), then Stone and the
Company shall aqually bear the net expenns of (a) tha
prepaymant premium or penalty and (b) the incremental cost or
benefit of the Company's replacement refinancing.

5.10. Further Action. If at any time after the
Effective Time any further action is necessary or desirable
to carry out the purposes of this Agreamant and to vest the
Surviving Corporatien with full right, title and possession
of all asassts, proparty, righta, privilegss, powers and
franchises of either of the Constituent Corporations, the
officers and directors of the Surviving Corporation are £fully
authorized, in the name of a Constituent Corporation or
otherwise, to take, and shall take, all such lawful and

necessary action.

5.11. Severance Payments. Upon the inveluntary
termination (other than any termination by the Surviving
Corporation for good cause or gross insubordination) within
six months of the Effective Time of any salaried employee
located &t thae Company's headcquarters not entitled to the
benefits of an agreement providing for the payment of termi-
nation banefita, the Surviving Corporation shall pay to
such employdee, at the time of such termination, an amount
egual to the greater of (i) six weeks' salary or (ii) one
week's salary for each year of employment with the Company.

5.12. Employee Benefit Plans. Stone intends to
conduct & review of the emplovee benefit plans and programs
of the Company, and agrees that after the Effective Time the
Surviving Corporation shall sponsor employse benefit plans
and programs that, in the judgment of the board of directors
of the Surviving Corporation, are appropriate for tha Survive
ing Corporation taking 1nto censidearation the amploves
besnefit plans and programs currently in effect at Stone.

In any event, tha Surviving Corporation will maintain employeae

benefit plans consistent with those available to Stone's
comparable employses generally.

6. CONDITIONS TO THE MERCER

6.1. Conditions to the Company's and tha Pur=
chaser's Obligations to Effect the Merger. The respective




cbligations of the Company and the Purchaser to effect the
‘Merger shall be subject to the fulfillment at or prior to the
Effective Time of the following conditions:

(a) The approval of the stockholderas of the
Company ashall have bean obtalned in ageovdancae with
the laws of tha State of Nevada and the Company's
Articles ¢of Incerporation.

{b) All waiting periods applicable to the
Merger under the HSR Act shall have expired or besn
terminated.

(c) At the Lffactive Time, there shall be no
effective injunction, writ or preliminary restrain-
ing order or any order of any nature issued by a
court or governmental agency of competent juris-
diction directing that the Merger not be con-
summated as herein provided.

6.2, Qongdition to the Company's Oblication te
Etfect tha Merger. The obligation of the Company to effect
the Merger shall b2 subject to the fulfillment at or prior
to the Effective Time of the additional condition that Stone
and the Purchaser shall have performed in all material
respects their agreements contained in this Agreemant recuired
to be performed on or prior to the Effective Time and the
representations and warranties of Stone and the Purchaser
contaihed in this Agreement ahall be true in all material
respects at and as of the Effective Time as if made on and as
of the Effective Time, except as contemplated or permitted by
this Agreement, and the Company shall have received a certif-
icate of Stone and the Purchaser, signed by the Chairman, tha
President or a Vice Prasident of each, to that effact.

6.3. Conditions to the Purxchaser's Obligation
to Effact the Merger. The obligations of the Purchaser to
effect the Merger shall be subject to the fulfillment at
or prior to the Effective Time of the following additional
conditions:

(a) The Company shall have performad in all
material respects its agreements contained in this
Agreement required to be performed con or prior to
the Effective Time and the representaztions and
warranties of the Company contained in this Agree-
mant shall be true in all material reaspects on and
as of the Effective Time as if made at and as of
the Effective Time, except as contemplated by this
Agreement, and the Purchaser shall have received a




certificate of the Company signad by the Chairman,
the President or a Vics Presidaent of the Company,
to that effact. For purposes of thisg clause (a),
the representations and warranties of the Company
contained in this Agreement shall be deemed to bhe
true in all material respects unless tha advarsa
affact on the flnauctal condiction of the Company
and 1ts subsidiaries, taken as a whole, of all
untrue representations and warranties would, with
reasonable probability, exceed $30,0C0,000 in

the aggregate. For purposes of such calculation,
there shall ba excluded any item the adverse effect
of which is less than $50,000. Notwithstanding
anything to the contrary in this Agreement, neither
the referance in this paragraph (a) toe $30,000,000
nor the reference to $50,000 shall in any way be
deamad to be an agreemant or understanding between
the parties as to meaning of the term material as
used in this Agreement (other than in this para-

graph (a)).

{b) The Purchamer shall have rsceivaed an
opinton from Andrews & Kurth, counsel to the
Company, dated the date of the Merger, to the
effact that:

(i) The Company is a corporation duly
incorporated and validly existing under the
laws of the State of Nevadia.

{(ii) The Company has the corporate power
to ents&r into this Agreement and to consummate
the transactions contemplated thereby; and the
execution and delivery of this Agreement
and the consummation of the transacticns
contemplated hereby have been duly authorized
by requiaite corporate action taken on the
part of the Company.

(iii) Thias Agresment has been executed
and delivered by the Company.

(iv) Neither the execution, delivery nor
performance of this Agreement by the Company,
nor the consummation of the Merger, will
violate the Articles of Incorporation or
By-laws of the Company, and, to the knowledge
of such counsel and except as disclosed in the
Disclosure Letter or in such opinion, will not
constitute a viclation of or a default under
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any of the contracts, agreements or inatrunents
to which the Company or any of its subsidi-
arien are & party and which have been jidenti-
fied as material (as defined in Item 6Cl of
Regulation $-K of the Commission) in a certif-
icate of the Company furnished te such counsel,

{v) All isaued and outstanding shares
of Common 3tock have been duly authorized and
validly issued and are fully paid and non-
assesaable and free of presmptive rights,

As to any matter in such opinion which involves
mattors of fact or matteras ralating to laws other
than the laws of the State of Texas or Delaware
corporate law, Andrews & Kurth may rely upon the
cartificates of officers and directors of the
Company and of public officials and an opinion of
local counsel, reasonably acceptable to Stone and
the Purchaser, provided that a c¢opy of any such
raliance opinion is attached as an exhibit to the
opinion of Andrews & Kurth and Andrews & Kutth
states in their opinion that they have no reason to
believe that reliance on much attached opinion
of local counsel i3 not justified. Such opinion
of Andrews & Kurth may also contain such exceptions,
qualifications and explanations as shall be approved
by counsel to Stone, which approval shall not be
unreascnably withheld.

{c) Each holder of a then~outstanding Stock
Option (whether or not then presontly exarcisable)
shall have entered into an agreement requiring such
holder to surrendar such Stock Option and causing
the ¢cancellation of such Stock Option upon consume
mation of the Merger solely in consideration of the
payment to the holder of a cash amount equal to
the numbar of shares subject to such Stock Option
{whether or not presently exercisable) multiplied
by the excesn of tha Mavqger Price over the exercise
price per ahare of such Stock Option, and such
agreamant shall be reasonably satisfactory in form .
and substance to the Purchaser and in full force :
and effect.

(d) Stone and the Purchaser shall have l
obtained financing that will enable the consum- .
mation of the Merger, which financing shall be on =
terms and conditions reasonably satisfactory to ‘1
Stone and the Purchansaer, For purposes hereof,

Stone and the Purchassr agree that the terms and |
conditions of the financing described in the Bank
Letters are satisfactory.
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(#) The Company zhall have redeemed the
Common Stock Purchase Rights issued under the

Rights Agreement.

(£} The report of Price Waterhouse on the
financial statements of the Company and its sub-
aidiaries as of and for the yaar ending December 11,
1986 shall have been unqualified (othar than with
reapect to a consistency qualification resulting
from the adoption of FAS 87 relating te ac¢counting
for pensions) and the financial astatemnants with
respact to which such report is issusd shall not be
inconsistent in any material adverse respect with
the Preliminary 1986 Financials.

7. TERMINATION, AMENDMENT AND WAIVER

7.1. Termination, This Agreement may be taermi«
nated at any time prior to the Effective Time, whether before
or after approval of this Agreement by the stockholders of
the Company:

{a) by mutual written consent of the Boards
of Directors of the Purchaser and the Company; or

{b) by either the Purchaser or the Company
if the Merger shall not have been consummated on
or before May 31, 1987; or

(c) by the Company if any of the conditions
specified in Sections 6.1 and 6.2 has not been met
or waived by the Company at such time as such
condition can no longer be satisfied; or

(d) by the Purchaser if any of the conditions
specified in Sections 6.1 and 6.3 has not been met
or waived by the Purchaser at such time as such
condition can no longer be satisfied; or

(e) by the Company if (i) the Definitive Loan
Agreements shall not have been executed and deliv-
ered on or prior to April 15, 1987, or (ii) any of
the Definitive Loan Agreements so executed and
delivered on or prior to April 15, 1987 shall cease
to be in full force and effect at any peint in time
after April 15, 1987 (unless, prior to such date,
definitive loan agreements in substitution therefor
or in replacement thereof shall have been executed
in accordance with Section 4(d)); or

(f) by either the Purchaser or the Company if
any court of competent jurisdiction in the United
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States or other United States governmental body
shall have issued an order, decree or ruling or
taken any other action restraining, enjoining or
otherwise prohibiting the Merger and such order,
decree, ruling or other action shall have become
final and nonappealable; or

(g) by the Company if a written proposal to
effect an Acquisition Transaction is received by
the Company's Board of Directors from any person
other than an Excluded Person which, based on the
advice of the Company's independent financial
advisor, the Company's Board of Directors in good
faith determines to be a financial consideration in
excess of the Merger Price.

7.2. Effect of Termination. In the event of the
termination of this Agreement as provided in Sectien 7.1,
this Agreement shall forthwith become void and there shall
be no liability on the part of Stone, the Purchaser or the
Company, and each shall be responsible for its own expenses,
except the parties shall continue to be responsible for
all obligations undertaken pursuant to Sections 5.2, 5.3,
5.4, 5.8(d), 5.8(e), 5.9, 8.6 and 8.7.

7.3. Amendment. This Agreement may not be amended
except by an instrument in writing signed on behalf of each
of the parties hereto. After the approval of this Agreement
by the stockholders of the Company, no amendment may be made
which decreases the amcunt of cash te which the steckholders
of the Company are entitled pursuant to Section 1.5.

7.4. Waiver. At any time prior to the Effective
Time, whether before or after the Meeting, any party hereto,
by action taken or authorized by its Board of Directors, may
(a) in the case of the Purchaser or Stone, extend the time
for the performance of any of the obligations or other acts
of the Company or, subject to the anti-amendment provision
contained in Section 7.3, waive compliance with any of the
agreements of the Company or with any conditions to the
raespactive cbligations of the Purchaser or Stone, or (b) in
the case of the Company, extend the time for the performance
of any of the obligations or cther acts of the Purchaser
and/or Stone, or, subject to the anti-amendment provisions
contained in Section 7.3, waive compliance with any of the
agreements of the Purchaser and/or Stone, or with any condi-
tions to its own obligations. Any agreement on the part of a
party hereto to any such extension or waiver shall be wvalid
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if set forth in an instrument in writing signed on behalf eof
such party by a duly authorized officer,

8. GENERAL PROVISIONS

8.1. Feeg. (a) The Company represents and
warrants that no broker, finder or investment banker other
than Merrill Lynch is entitled to any brokerage, finder's or
other fee or commission in connection with the Merger based
upon arrangements made by or on behalf of the Company. The
Company's fee arrangement with Merrill Lynch with respect to
the Merger, in the form delivered previously to Purchaser,
shall not be modified or amended prior to the Effective Time
without the consent of the FPurchaser; provided, that such
arrangement may be modified or amended without such consent
in the event that there is an offer by a third party to
acquire substantially all the assets or the securities of the
Company or to effect any other business combination involving
the Company for an aggregate consideration having a value in
excess of the aggregate amount to be paid to the Company's
stockholders and optionholders by reason of the Merger. The
Company represents and warrants that no potential purchaser
other than Stone or the Purchaser is entitled to receive from
the Company any payment of expenses or "break-up," "topping"

or other similar fee as a result of the execution and delivery

of this Agreement or the transactions contemplated hereby.

(b) The Purchaser and Stone represent and warrant
that no broker, finder or investment banker other than
Drexel Burnham Lambert Incorporated is entitled to any
brokerage, finder's or other fee or commission in connection
with the Merger based upon arrangements made by or on behalf
of the Purchaser or Stone,

8.2. Public Disclosure. None of the parties
hereto shall issue any press release or otherwise make any
public statement with respect to the transactions contem-~
plated hereby except upon the consent of each of the other
parties hereto (except that in the case of any such release
or statement by Stone or the Purchaser, only the consent of
the Company shall be required); provided that such approval
is not required for any reporting obligations of any party to
the sxtent required by applicable law or reqgulations or stock
exchange rules, but if practicable in any such case Stone
and the Company shall consult with each other in advance.

8.3. Notices. All notices and other communica-
tions hereunder shall be in writing and shall be deemed to
have been duly given if delivered personally to, or recsived

~34~




by cable, tslegram, talacopier or talax by, the respective
parties at the following addresses or at such other addresses
as shall be spacified by the parties by like notice:

(a)

(b)

(c)

if to the Purchaser:

Crystal Merging Corporation

c/0 Stone Container Corporation

150 North Michigan Avenue
Chicago, "1lllinois 60601
Attn: Arnold F. Brookstonas

with a copy to:

Sidlesy & Austin

Cne First National Plaza
Suite 4200

Chicago, Illinois 60603
Attn: Thomas A. Cole, Esqg.

if to Stone:

Stona Container Corporation
150 North Michigan Avenue
Chicago, Illinois 60501
Attn: Arnold F. Brookstone

with a copy to:

Sidley & Austin

One First National Plaza
Suite 4200

Chicago, Illinois 60603
Attn: Thomas A. Cole, Esq.

if to the Company:

Southwest Forest Industries,
65225 N. 24th Stroeet

Phoenix, Arizona 85014
Attn: William A. Franke

with a copy to:

Andrews & Kurth

4200 Texas Commerce Tower
Houston, Texas 77002

Attt Davigd O, BEllkins, isq.

Inc.




8.4. ;g%oggragugion. When a referencs is made
in this Agreement to subsidiaries of a party hereto, the
word "subsidiaries" means any corporation more than 50 per
cant of whose outstanding voting wecurities are diraectly

or indirectly owned by such party. The headings contained
in this Agreement are for reference purposss only and sghall
not affect in any way ths meaning or interpretation of this
Agreement.

8.5. Binding Effect. This Agreemant shall be
binding upon and shall inure to the benefit of the parties
and their respective successors and assigns, provided that
thiz Agreement may not be assigned by any party without the
consent of the other parties.

8.6. Guarantes by Stone. Stone hereby uncondi-
tionally guarantees the full and complets performance of
all covenants and obligations of the Purchaser {including, -
without limitation, the obligations of the Purchaser under
Section 1.7) and the Surviving Corporation contained in this
Agresment.

8.7 Indemnification of Directors and Cfficers.
Stone agrees, without being obligated by reason of this
Section 8.7 to financially guarantee any obligations of the
Surviving Corporation, (a) subjsct to availability and the
aggregate pramiums and other costs not exceeding $504,000
annhually, to cause tha Surviving Corporation to maintain the
Company's current insurance policies for directors' and
officers' liabilities or an equivalent policy or policies
having terms and conditions no less advantagecus for all
present and former officers and directors of the Company than
those in effect on the date of this Agreement for six years
from and after thea Effective Time to cover acts and omizsions
of directors and officers of the Company occurring prior to
the Effective Time and (b) to cause the Surviving Corporation
to maintain in effect for six years any provision of the
By-Laws or Articles of Incorporation of the Company and any
successor corporation thereof relating to the rights to
indemnification of officers and directors of tha Company with
respect to acts and omissions occurring prior to the Effect:ive
Time, which provisions shall not be lass favorable than the
indemnification provisions currently contained in the Company's
Articles of Incorporation and By-Laws. After the Effective |
Time, Stone will refrain from taking any action which would ‘
render the Surviving Corporation incapable of performing its !
|
\

obligations under this Section 8.7 or the Indemnification
Agreemants referred tu in Section 4(b)(iv) hereof. Stone
agrees that, at all timas from and after the Effactive Time,
it shall be deemed as the scle stockholder of the Surviving
Corporation to have unconditionally ratified such Indemnif:- |
cation Agreements. Stone agreas that it will promptly notify |
the i1ndividusl who is the chief executive officer of the
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Company as of the date hereof in the event that, at any time
after the Effective Time, the insurance policies hereinabove
referred to shall either becoms unavailable or reguire the
payment of premiums or other costs in excess of 5504, 000.

8.8. No Survival of Representations, Warranties
and Agreements. All representations, warranties and agrae-
ments contained in this Agresment or in any instrument
delivered pursuant to this Agreement shall terminate and
be axtinguished at the Effective Time or the earlier date
of the termination and abandenment of this Agreement, as
the case may be, except as provided in Section 7.2.

8.9. Miscellaneous. This Agreement (including
the documents and instruments referred to herein) (a) con-
stitutes the entire agresment and superaades all other prior
agreemants and undertakings, both written and oral, among the
partias, or any of them, with respect to the subject matter
hereof, and no representation or warranty is made by any
party hereto except as provided herein, (b) is not intended
to confer upon any other person any rights or remedies
hersunder except as provided in Section 8.7, and (c) shall be
governed in all respects, including validity, interpretation
and effect, by the internal laws of the State of Nevada,
without giving effect to the principles of conflict of law
thereof. This Agreement may be executed in one or more
counterparts which together shall constitute a single agree-
ment.




IN WITNESS WHEREOF, Stone, the Purchaser and the .
Company have caused this Agreement to be executed as of the C
date first written above by their respective officers duly A
authorized. v

STONE CONTAINER CORPORATION

wws ] s

4 Arnold F. Brookstone,

Senior Vice President -
/// ﬂ%,r””f o Chief Financial and
| Les fia T. Lederer, Planning Officer )
| + Secretary -

CRYSTAL MERGING CORPORATION

By: g A
Rognr W. Stone, Chairman
of the Board

By: é;;al 54?Fg
Alan Stone” Vice President

and Director

(il e
By: s

5 Arneold F, Brooks:ona, Vice
} President and Director

ATTEST:
Baslie . Lederer, Secrstary
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"By

SQUTHWEST FOREST INDUSTRIES INC.

By: f(f £ 47~A-

William A, Franke, Chairman
of the Board, Presidsnt and
Chief Executive Officer

By

Frank A"Bennadk*”Jr T Director
. t
By: %ﬁ% -

Karl ELlLer, Directcr*

By/’/
Gaorga Hearst Jr., D rector

By: /49 Jz@dﬂ LL@&CJ&L\

Scott andar. Dirzgcror

By: j£¢L~£§AJ Ki\f\L 2 i

Winsiow M. Lovd&o irectgr

By: C(Q4na~é;q 1/24/bC1 L7

Charles J. Meyers, DireEtar . -

Feigter,

3k
Direcgor
4 £
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C T CORPORATION SY=STICN Q9
Associated with The Corpesation Trust Compait _
208 SOUTH LA SALLE STREET. CHICAG. ILL ﬁ%?@#@WED
. 4 o

May 18, 1987 0 1887
RE: SOUTHWEST FOREST INDUSTRIES, INC. (NEV. DOM.) MAY 2 0188/

Merging: CRYSTAL MERGING CORPCRATION (NEV. DOM. ETARY OF STATE
GB 06290-2 %E?E;AHMFALTH OF KY
YEININTU N ¢ W +

GO
COUNSEL: sjdloy & Auatin |
Att:s Kimberly Wolcik © Bucreteary of Btate
One First National Plaza  Corporation Depertment .
Chicago, Illinois 60603 State Ca if:o};fﬂui’ldiﬁ%é
Fzgankfor s Kentucky 0.7

Dear Sir/Madamt

Pursuant to instructions of Counsel, we enclose for filing
the documents identified below:

Incorporation x _ Merger
E— A. Domestic
Qualification X B, Foreign
. Change of Agent/Office Dissolution
A. Domestlic A. Statement of Intent
B. Foreign _ B. Certificate of Dissolution
Amendment Withdrawal
A. Domestic T
B. Foreign Other

|

Kindly send evidence to the undersigned, If there are any
problems, please call at this toll free number: 800-621-1112,

Very truly yours,

C T CORPORATION BYSTEM

Ellen T. Coffe
: Service Representative
spRETALT INSTRUCTIONS 3 '

. Lo “ e g g € P N . . e s I S v e I R el Nl A ER
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C T CORPORATION SYSTEM

Associataed with The Corporation Trust Company

SOM MO LA SALTE "t REET CHTRCAGEO 11 annuah(‘u;g_;:‘n . D
June 18, 1987 RE(J WE |

RE: STONE CONTAINER CORPORATION (NEVADA DOMESTIC) n & 16R7
Fmly: SOUTHWEST FOREST INDUSTRIES, INC. JUN S 7 & TE‘.
TA
SECRETARY OF )
COUNSEL: L AONWEALTH OF KY
. SIDLEY & AUSTIN - Bec v-of State E
Attns Kimberly Wojcik L
One First National Plaza
Chicago, Illinois 606023

Dear Sir/Madam:

pursuant to instructions of Counsel, we enclose for filing
the documents identified below:

Incorporation Merger
_ A, Domastic
Qualifioation B, Foreigh

Dissolution

Change of Agent/Office
A. Statament of Intent

A. Domestic

1l

HEN

B, Foreign B, Certificate of Dissclution
X amendment Withdzawal :
A. Domestic
X B, Foreign Other

Kindly send evidence tc the undersigned., If there are any
problems, please call at this toll free number: 800-621-1112.

vVary truly yours,
C T CORPORATION SYSTEM

TG

‘BEllen 1. Coffey
Service Representative

ETC/dk
SPECIAL INSTRUCTICNS:




