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| NTRODUCTI ON

This is a cash incentive conpensation plan for selected senior officers of the
Conpany. At the begi nning of each three-year performance period, the
participants will be assigned a target incentive award. To the extent that the
desi gnated goals are achieved, sonme nmultiple of the target award will be paid at
the end of the performance period. Performance objectives and award
opportunities will be determ ned and communicated to participants prior to the
begi nni ng of each perfornance peri od.

PURPCSE
The purposes of the |ong-term managenent incentive plan is be to:

o Focus the efforts of the senior executives on the quantitatively neasured
performance criteria that best neasure the Conpany's |ong-term growth and
efficient asset mamnagenent.

o] Encour age cooperation in achi evenent of the Conpany's goals.

o Hel p attract and retain outstandi ng nmanagenent tal ent by providing
long-termincentive opportunities consistent with those at Whodward' s
conpetitors.

o Reward the senior managenent team for excellent long-termresults.
GOVERNANCE

The Board of Directors of the Conpany is responsible for the governance and
admi ni stration of the |ong-term nanagenent incentive plan. Day-to-day

admini strative activities under the plan will be delegated to Wodward staff.
The Board, based upon the reconmendati ons of the Conpensation Conmittee, wll
determne eligibility, award opportunities, the degree to which performance
goals are attained, and the actual awards earned awards.
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PARTI Cl PATI ON
The initial participants in the plan are:
Chi ef Executive Oficer;
Vice President of AES;

Vice Presidents of |ICG and
Vice President, Chief Financial O ficer and Treasurer

oOooo

In the future, if appropriate, other key executives may be nomi nated by the
Chi ef Executive Officer and selected by the Conpensation Comrittee for Board
approval .

PERFORMANCE PERI OD

General |y, each performance period under the plan will |ast three consecutive
fiscal years (e.g., Cctober 1999 through Septenber 2002). The Conmittee will,
however, have the discretion to establish a |longer or shorter performance
peri od.

PERFORMANCE PERI OD FREQUENCY

At the Committee's discretion, a new perfornmance period will start at the
begi nni ng of each fiscal year. However, to avoid a three-year delay before the
first payout fromthe plan, both a two-year and a three-year perfornance period
will begin as of the first year that the plan is in place (diagram bel ow).

[ GRAPHI C OM TTED]
DETERM NI NG AWARD OPPORTUNI T ES

Target award sizes for each perfornmance period will be determ ned as a function
of each participant's annual base pay at the beginning of the perfornance
period. They will take into account conpetitive practices for conpanies

conpar abl e to Wodward and the fact that the perfornmance periods are of a
three-year rolling nature rather than of a three-year back-to-back type. The
award opportunities will be reconmended by the Chief Executive O ficer and
established by the Conmittee prior to the beginning of each performance period.
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MAXI MUM AND THRESHOLD PAYOUTS

For each performance period, the Committee will establish maxi mum and mi ni num
payout |evels for each class of participant. The maxi mrum and threshol d payouts
will be expressed as fixed percentages of the participant's target award
opportunity. The threshold payout |evel is the percentage of a participant's
target award that will be paid if threshold performance goals are nmet for the
performance neasures. No payout will be made if actual performance is below the
threshol d | evel . Suggested award sizes, reflecting conpetitive practice, are
shown bel ow.

<TABLE>
<CAPTI ON>
AS A PERCENT OF ANNUAL BASE PAY
CATEGORY THRESHOLD TARCET MAXI MUM
<S> <C <C <C
| Chi ef Executive Oficer 25% 50% 100%
Il Selected Vice President 20% 40% 80%
</ TABLE>

PERFORVANCE CRI TERI A AND GOALS

For each performance period, the Chief Executive Oficer will recommend and the
Committee will deternine:

o Per f ormance goal s that support the acconplishment of the Conpany's
| ong-term strategy.

o Target, threshold, and maxi num goals for each perfornance criterion. For
each performance criterion:

o The target performance goal will be that |evel of performance for
whi ch participants will receive their target award anounts;

o The threshol d performance goal will be that |evel of perfornmance
bel ow whi ch no award anounts will be earned; and

o The maxi num perfornmance goal will be that |evel of perfornance for
which participants will earn their maxi numaward | evel.

Initially, tw financial performance neasures will be used. They are:
o EARNI NGS PER SHARE (EPS) = Net Earnings / Common Shares Qutstandi ng

o RETURN ON | NVESTED ASSETS (RO A) = Net Earnings / Averaged |nvested Assets
(I'ncludes Accounts Receivable, Inventory, Net Fixed Assets)
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Per f or mance/ Reward Structure
<TABLE>

<CAPTI ON\>
EXAMPLE CHART

3- YEAR
AVERAGE
EPS
GROWTH
PAYOUT RATES RO A
<S> <C <C
200% 25% 12%
150% 20% 11%
100% 15% 10%
50% 10% 9%
0% 6% 8%
VEI GHTI NG 50% 50%

</ TABLE>

I NSTEAD OF EQUALLY WEI GHTED PERFORMANCE CRI TERI A, THEY COULD BE WVEI GHTED IN A
MANNER TO EMPHASI ZE ONE CRI TERI ON. FOR EXAMPLE THE PERFORMANCE/ REWARD

RELATI ONSHI P COULD PLACE A SLI GHTLY HEAVIER EMPHASIS ON RO A (E. G, 60%. THE
ACTUAL VEI GHTI NG OF THE PERFORMANCE CRI TERI A AND ASSCCI ATED PAYOUT PERCENTAGES
W LL BE SET EACH YEAR BY THE COVPENSATI ON COWM TTEE.

ADJUSTMENT OF PERFORVANCE MEASURES AND GOALS

Performance criteria and goals will not be adjusted once established for a
particul ar performance period. However, the next performance period may have
different performance criteria and/or goals established for it if they nore
appropriately and fairly represent changed busi ness and econom ¢ conditions.
Such adjustnments may be recommended by the Chief Executive Oficer and will be
determ ned by the Comm ttee.

VESTI NG OF AWARDS

Awar ds under the plan will becone fully vested as of the last day of each
performance period. Participants whose enploynment is terninated for reasons
other than death, disability, or retirement during a performance period wll
forfeit any rights to an award for any performance periods not yet conpleted,
unl ess otherw se deternmined by the Conmittee in its sole discretion.
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TERM NATI ON OF EMPLOYMENT BY DEATH, DI SABILITY, OR RETI REMENT

In the event of termnation due to death, permanent and total disability, or
retirement during a performance period, the participant will be entitled to a
pro rata award for the performance periods then in effect, based on the nunber
of nonths of participation, rounded to the nearest nonth, during those
performance periods, divided by the nunmber of nmonths in the perfornance periods.
The prorating may be further based on the progress toward the performance goal s
attained at the time of termnation, as determ ned by the Conmttee. Prorated
awards paid for this reason will be paid as soon as practicable follow ng the
end of the performance periods for which the awards were nade.

PAYMENT OF AWARDS

Payment of awards will be nmade as soon as practicable after the Conmittee
conpletes its assessnent of performance and approves award paynent. Awards will
be paid in cash. At the election of the participant in accordance with the terns
of the WOODWARD GOVERNOR COVPANY EXECUTI VE BENEFI T PLAN, all or a portion of a
participant's award paynent may be deferred.

ACCOUNTI NG EXPENSE

Al grants nade to participants under the plan will be fully charged to earnings
t hroughout the perfornmance period. A prorated portion of this expense will be
accrued each quarter based upon the results to date and a reasonable estimte of
the eventual payout.

EMPLOYEE TAX CONSI DERATI ONS

Participants will incur no incone tax liability at the beginning of the
performance period. At the end of the performance period when the paynment is
made, each participant will realize ordinary incone on the anopunts paid.
Participants may further defer paying incone tax on the awarded anpunts if they
previously elected to defer all or a portion of their award in accordance wth
the terns of the WOODWARD GOVERNOR COMPANY EXECUTI VE BENEFI T PLAN. The paynent,
even if deferred, is subject to social security and Medicare taxes at the tine
of paynent.

EMPLOYER TAX CONSI DERATI ONS

No tax deduction is available to the Conpany until anmpunts are actually paid to
the participants. If the participants elect to defer receipt of their paynent,
then the conpany is not allowed a deduction until the eventually distribution
fromthe WOODWARD GOVERNOR COVPANY EXECUTI VE BENEFI T PLAN.




