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We ares special counssl for Narragansest Capital
oreoration  ("Marragansect"), a faderally licz2nsad Small
3usirness Invastment Company ragilistarsd under htae vestment
Company Act of 1240 ,the "1940 Act"). Harragansgtt ds2sires
to ke =r2ated as a ragulatsd invastment company, as defined in
Jection 3351 of *he Internal Ravanue Code (tne "Code"), Ifcr 1ts
taxable vear feginning April L, 1278. In order to gualify
for tha tax tfreatment specliled in Section 322 ¢ the fode,
Narragansett must meet the reguiresments of Tecticn 331id) of
che Ccde, which include, among other thinges, a raguiremenc
thnat at L2ast 30% cf =he value ¢f :the ekal assets of Nar-
ragansetkt bha repraesented Tv cash and cash items, Government
securities and securitiss of othsr regulated invastment com-
ranies, and other sacurities limiked in resoech O any one
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issuer to an amount not greater in walue than 3% of the
of Narragansett's total assets and not more than 10% of
outstanding "voting securities" of the issuer. In this
~ion we will submic a Ruling Request to the Internal Rev
Service (ihe "Service") on behalf of Narragansett relati
the proper characterization of certain securities held b
Marragansett. The Service has advised us that such Ruil
Request must be accompaniad by an Interpretive Ruling I
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he affect that the securities of certain comp
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sion"} to
in Narragansett's porcfolio do not consticute Voting Sec
under Section 2(a)(42) ¢cf the Investment Company Act of

r

(the "1940 act").
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Background of MNarragansetct's Investm

qr

Narragansatt provides capital funds t©o a rand
small busirness concerns. t has had particularly succes

experiences with buyouts of privately held companies znd

smaller divisions of large corporations. FfFinancing in s

puyouts is provided £o the small business through tarm 1

from panxs and long-term subordinataed lcans from Narraga
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Securities and Exchange Ceommission {the "Commis-

anlias
uritias
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tguity funds are provided by Narragansett ana oy the-continuing

management of the small business coencarn. This methed ¢
financing allows sellers o obtain cash while continuing

management 13 able to secure a relatively large share of

e

the
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aquity for a relatively small investment. As of September 30,

1377, approximataly 343% of Narragansett's total assats wers

-
.
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inves-ed in small business concerns in this wav. Add

v

L8 }
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information ¢n these investments is contained in Nar
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1977 Annual Report, which is attached as Annex l to

request for an Interpretive Ruling.*

Narragansatt recognizes that its method of ilnvestin

in small ousiness concerns must meet the ra2quiraments of a
- ' . . - L i
regulated iavestment company pgursuant to Section 851 ¢f the

Code if it is to qualifv under that section. Accordingly,

its mest recent investment, in a small business that nas
ourciased the assets of the Western-Cullen Division of

Federal Signal Corporation, has been made on terms intanded

rhe Services rulss thaz the

I

8% sSuch reguir=zments. I
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Narragansett nolding more than 10% of che voting sacucinias

Fe

of the small business that purchased the Western-Cullen

Division assets, then Narragansett's investments iIn otaer

portfolio companies will be similarly restructured in occer

t

to mest the regulrements of the .Coce.

* For further information concerning Narragansett and 1its
portfolio ' companies, reference is made to Narragansett's
Form N-5R for the fiscal vear ended March 31, 1977, filed

irh the Commissicen on July 30, 1977 {(file # B11-953).
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Narragansetz's Investment in the Western-Cullsn Division

oroporation

[P

On Cctober 12, 1977, Fedsral Signal
sold the assets of 1ts Westarn-CTullen Tivision to a2 newly
organized small business concern known as Western-Cullen-
Haves, Inc. (/"W-C-H"). W—C—é obtained the $4,397,000 consid-

earation paid for those assets ov means of (1) a2 $2,005,000

u
(D

tarm loan from Industrial National Bank of Providence, =Rh0

m
s
w

sland, (ii) the sales of a $397,000 gromissory note to Fead

Signal Corporation, and (iii) investments made bv Narragansst

I—-J

A
[

and the continuing management aggragating 52,200,000, %orking

capital for W-C-H was provided by means of 3 $500,000 line of
sank credit.
Narragansett's investinent in W-C-H was nwade 2ur-

ro o - -7 - 5 M
an Investiment Agrzement,; catad Ccte—

[

3uant tc the terms ¢

- -

oer 12, 1977, cetween Narragansett and w#-C-H {the "Invest-—

ment Agreement”). A copy oL the Investment Agrzement is
attached as Annex 2 to tnils request for an Interpretive

Ruling. The Investment Agreement vrovided for Narragansett

$1,8C90,000 to W-C-H, and

Fh

(i} to lend the principal sum o

1
{i1) to purchase 2,000 shares cf Class B Non-Voting Common

‘

Stock of W-C-H ("Class B Stock") for an aggregate price of
$200,000. The continuing management of W-C-H purchased
2,000 shares of Class A Voting Common Stock of W-C-H ("Class

A Stock") for an aggregate price of $200,000. In connection
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with its purchase of Class B Stock, Narragansett and the
nolders of zhe Class A Stock entared into a Sharsholders’
Agrzement, datad October 12, 1977 (the "Sharsholders' Agrese-
ment"). A copy of tna Sharenolders' Agreement 1S attached

to the Investment Agreement as Exhibit < therato.

Tarms of the Investment Agreement

As indicated, the tarms. 2L the Investment agres-—
ment provided for Warragansett to lend wW-C-E the princigal
sum of 31,800,000, such loan to be evidenced by W-C-H's

securad subordinated promissory note in such amount (zhe

-
{1

"Supordinated Note"”). A copv of the Subordinated Uots

xhibit 38 theret
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attached to the Invesitment Agr2ement as
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tears interest on the unpal
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The Subordil
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15% and 1s payable in 30 equal monthly

e
2

',.._4
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o
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at the annua
instaliments of $30,000 each commencing on April 1, 198%,
with a final installment of $900,000 on Sevtember 30, 1827.

The Invesiment agreement also provided £for the purchase of

3

khe Class 38 Stock {neon-voting stock) by Narragansett. The
closing of the transactions under the Investment Agra2e-
ment took place on October 12, 1977.

As.an inducement to Narragansett to enter into
the Investment Agreement, W-C-d granteé certaln registra-

tion rights under the Securities Act of 1933 covering the
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Class B Stock held oy Narragansett. In addition, tnhe holders
0f Class A Stock agreed to take such action as might be neces-
sary to convert Class 8 shares sold to the public gursuant O
the registration rights to Class A Voting Common Stock.

W-C~H also made a number of representations to
Marragansett and entered into affirmative and negative
covenants concerning the operation of its business. These
covenants include an agr=emeni by W-C~H to provide
Narragansett with financial reports, to maintain adecguats

insu

r

ance and accounting practices, to maintain a working

(D

capital ratio of 2:1 and a tangible net wortn cf 32.5
million, 1ot to sell or mortgage the assets of the business,

and s3imilar E2rms. Such covenants are similar ko tnoss

tained in other commercial loan agreements and ars set

]
e}
o

forth in Sections 3 through 8 of the Investment Agreement.

W-C~H also granted Narragansett an irtevocable

opticn, exercisable for a period of ten years after the

+

cayment of the Subordinated Note, to sell zo W-C-H all of tne
Class B Stock held ov Narraganseitt to W-C~H for a price deter-

+

mined according to a formula set forth in Section 3.1 of tnhe
investment Agréement. Finally, W-C-H agreed that, after the
Subordinated Note was paid in full, it would pay dividends on
its Class A and Class 3 Stock squal to at least 25% of its net

afrer tax profits.
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ymon the occurrence of an the avent of default
under the Investment Agreement, Narragansett nas the rig
to declare the entire principal and accrued interest on the
Subordinated Note to be due and payaoble. Jpon such a default,

Narragansett also has a right, under tne Sharzsholders' Agrae-

directors of W-C-H Scard.

4]

ment, to designate a melority of th
This right is furtner discussed under "Terms of the Share-
holders' Agreementg,”" below.

In negotiating the terms ¢f the Investment Agrae—

ment, Narraganset:, as a lender, sought to protect its invast-

fu

ment by such provisions as covenants tnat W-C-H maintain
satisfactory working capital ratic and not sell ¢r mortgage any

its properties. These protections are set forth, osrimarily,

rn

o
in Sections & througn 8 of the Investment Agreement. dowevar,
none of these protections 2xceed those typically found in

commercial loan agraefents.

Terms of the Shareholders' Agreement

1

The terms of the Shareholders' Agresement provide

]

for restrictions on the transfer of the Class A and Class
Stock and for a right of first refusal that reguires the
parties to the Shareholders' Agreément to offer their stock
to the current holders of W-C-H stock before selling to an
outside party. These rights ars set forth in Sections 1, 2

-

and § oL the Sharenolders' Agresement.
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Section 5.1 of the Shareholders' Agreement also

orovides that, so long as W-C-# is indebted to Narragansett,

=

the Class A Stockholders will not take any zction as stoc
holders that will lead to the amendment of MNarragansett's
Articles of Incorporation, a merger of W-C-H with ancther
corporation, the disposition of the material part of the W-C-H
assets or other actions requiring the consent of stockholders

nursuant to the Rhode Island 3usiness Corporaticn Act.

[m1
o)

Section 5.2 of the Shareholders' Agreement pro—
vides that in the event of a default under the terms of
the Investmen: Agreement wnils the Subordinpated Note i3
outstanding, or upon a breach of the Shareholders' Agree-

ment at any time, then the Class A Stockholders will, upcn
Marragansett’'s recuest, take action necessary such that a
majority of the 2oard of Directfors shall be gersons desig-
nated by Narragansect.

In addition to the right to accelerate and elect a
majority of the Board which result from a default under the
Investment Agreement or a breach of the Shareholders' Agree-
ment, Section 5.3 o0f the Sharenolders' Agreement grovides zaat
if W-C-H does not maintain its business in accordance with
certain specified standards then the Class A Stockholders will,

upon Narragansett's request, take action necessary such that

one-half of the Board of Directors shall be persons designatad
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ov Marraganseit, Tne standards provided for in Sectlion 3.3 of
~hne Shareholders' agrsement ar=z similar to, although somewhat
lass restrictive than, the covenants of W-C-H under the Invest-—

ment Agreement. Thzy are intended to provide protection for
Narragansaett as a non-veoting stockholder while permitting hhe
voting stockholders to r=tain, =so long as the terms of the

met, complere discretion in the

~

Sharesncl

(D

ers' Agreement ar

L

election of directors and the management of W-C-d.
The Sharchclders' Agrsament will terminate 1n the

evant of wW~-C-#'s bankruptcy or insolvency, upen the gcubilc

offaring of Narragansett's W-C-H capital stock or 20 vears from

'

the dagte of 1ts =xecutilon.

Terms of Articles of Incorgcoration and By-laws

Under the terms of W-C-H's Articles of Incorporation

iy

and By~laws, the Class 3 Stock has no right tc wvote for

directors. The Articles of Incorporation, however, may cnly

be amended with the approval of a majority of the outstanding

- v

s¢ A Stock and the {lass B 3tock.

(Y

hoth the C1

m

spara2s o

rn

Copias of the Articles of Incorporation and By-laws of
W-C-H are attached as Annex 3 to this request £or an

Interpretive Ruling.

Rnode Islznd Law

W-C-H is a Rhode Island corperation. Under

(]
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right to vote with respect tc cartaln specifiad

actions that will fundamentally affect tneir rights.

aw zach class 2f snaresncldsrs must nave 3

nolders of Class B Stock necessarily nave these rights u
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the apo

Corporation Act 1s attached as Annex 4 to this request

nterpretive Ruliing,

[ ]

an

Interoretation Reguested

In ocrder to ce considered a regulated

b

i

1

vorce for dir=zctors.

cempany ander the definition cecatained in Section 351

Code, Narragansett muzt meez the reguirsments of

3

Section 831(p) of the Code mrovides in

part as follows:

law. HNona of the rights granted are eguivalant to

Q

sactio

vestman

f .

n

relevant

"{b) Limitations.--3i corooraticn shall not
De considered a regulatad ilnvestment company

any taxakis year uniess--

e * *

(4) at the close bf each guarter of

the taxablis vear--

{A) at least 30 parcent
of its &total assets i3 repr

and casih items
a5}, Government

——

i a
I a
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and securitias of other regulated Llnvest-
ment companles, and

{ii) cther securities £
of this calculation limited ..
respect of any one 1lssuer to a

not greater in value than 5 percent oL
the value of the total assets of the
taxpayer and to not mere than 1ld percent
of the outstanding voting securities of
such issuer, and . . . ."

Section 331(c) sets forth certain rules applicaole

a8

rr
"
n

1ich i

.

o 3Subsection 351(bk}(4) and defines the bterms w
Subsection 851(c}(5) says that all of its tarms except those
which are expressly defined "shall have the same meaning as

1
wnen used i1n the Investment Company Act of 1340, as amended.”

Narragansett Droposes to meet the raguirements of

Section 831(b) by rastructuring its investments in 3 numbev
cf its portfolio ccmpanizs sc that thev will contain terms

substantially identical to those centained in the Investment
Agreement and Sharehclders' Agreement.
Warragansett therefore reguires a ruling of the

Service that neither the Subordinated Note nor the Class B

Stocx of W-C-H constitute "voting securities" for :the pur-
pocses of Section 831{(b}{4)(2)(ii}) of the Code. In ordsr

1

£O obtain such a ruling, the 3ervice has stated thac

Narragansett nust first obtain an Interpretive Ruling of

the staff of the Commission to &the effecz that neither
the Siubordinated Ncte nor the Class 2 Stock constitutes 3
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"yoting security" pursuaniz to the cdefinition containad in
Section 2(2)(42) of the 1940 Act.

In relevant part, Section 2(a)(42) of the 19490
Act reads:

"votling security means‘anf security

presentlv entitling the owner or nolder

shereof to vote for the =2lecticn of
directers of a company. . . ."

Supporting Statement

The Suncrdinated Note. The Subgréinated otz coh-

stitutes an evidence of indebtednsss of W-C-H o Narragensatt.
As a debt security, the Subordinated Ncte antitles its nolder
to the benefits of the representations, warranties and cove-
nants of =he Invsstment Agreement. The terms 0f the Invast-
ment Agreement place certain restrictions on W-C-H cut nons

of these restrictions can be viewed as the Ifunctional esgquiva-
lent of a presentlyv exercisable right to vote for the elescticn
cf directors.

Qur ooinion_ that the Subordinated Ncte is not a

n

voting security within the language of Section 2(a){dZ) o
the 1940 Act, is bpased upon the provision tnat a "voting
security” must "presently entitle its holder to vote for
the election of diractors.” The Subordinated Note does not

sntitle its holder to vote for directors under any circum-
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stances, nor deces it provide any rights substantially
equivalant to a right to wote for dirsctors.

Marragansett does have substantial sconomic power
over the affairs of W-C-H as a rasult of its ownership of
the Subcrainated tiote. This power, however, results from

Narragansett's substantial debt investment in W~C-H and 1s

i—‘
‘._J
bt

not different in kind or extent from covenants typica

iy

ordi-

T
U

contalned in long-term debt instruments. Once khe 3Su
nated Note nhas been repaid, Narragansett's power over W-C-E

will terminate, axcept for its right to have the Class B 3Stock

registerad with the Commission under the Securitias 2ct of
1933, the right to nhave 253 of its earnings paid out in divi-~
dends, and the righit to designat=z certain dirsctors upcn the

occurcence of events descrined below.

The Class 3 Stock. The Articles of Incorporaticn

of W-C-H provide that the Class 3 Stock shall have no rights
to vote for directors. The Sharehciders' Agreement do=s, in
the event of a breach of its provisions or a failure o meet
certain standards contained therein or a default under the

Stockholders to

[t ]
th

avestment Agreement, permit the Class
designate persons to be eslected directors of W-C-H by vote of
the Class A Stockholders. Such a right to designate directors
could be viewed as functionally equivalent to a contingent
right to elect directors in the event of breach, but nct a

-

present right of the holder to vote for directors. Since the
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Class B Stock 1s entitzled to designate directors only on the

(]
(T

v

1]

happening of certain specified 2vents and none of these nts
nas occurred, the right to designate directors is not presently
exercisable by the Class B Stockhclders, and until that right
pecomes exercisable the Class B Stock cannot be said to
constitute a voting security for purposes of the 1540 Act.

The intent of the Sharesholders' Agreement is Lo pro-

act

t—

vide the Claés A Stockheolders with full discretion to 2
the entire Board of Directors, provided that Narraganse:tt's
investment is adequately protected. If the management oF
W~-C-H permits a default under the Investment Agreement whils
the Subordinated Note is outstanding, or if W-C-H falils tc
meet the less restrictive requirements aitar the Subordinatag
Ncte 1s cvaid, or Lif W-C-H or the Class A Stockholders oreac!
the Stockholders' Agreement, then Narragansett will have the
right to have designated directors elacted to the W-C-H
8card. Upon the cccurrence of these events and Naragansstt's

giving of notice  that it will =xercise its right to designate

directors, Narragansett will have the functional eguivalent

()

@]

of a right presently entitling it to vote for the electiocon
¢f directors. Upon such happening, the Class B Stock may
appropriately be deemed to be a voting Section 2(a){42) of
the 1940 Act. Prior to the occurrence of those specified

events however, the Class B Stock does not presently entitle
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the owner to tne aguivalent of a right to elect Diractors
and, accordingly, it should not be deemed to e a voting

securitv.

al

L |

Definitions of "Voting Security” under the Fade
Securiltias Laws

1940 Act. The term "wvoting sescuricy" appears aslse-
whners in the 1940 Act. However, the Interpretive Rullng
requested nhere applies to Section 831 of the Code and the
meaning of "veting securities" as used In the 1940 Act
might be detazrmined by the definition contained in Secticn

2{a)(42), and not to the other sections of the 1940 Act. 1In

c
}_-
[}
o]

o]

P
0

m

0

fu

’..4
{

our opinion, the interpretation racuestad Col
to affect the meaning of voting security under cther sactions

the 1940 Act. Those other sections are as fcllows:

m

Q

n Section 3(cj(l) of the 1540 Act there 1is an

i

o the definition of ilnvestment company Lor any

T

(1
1

axceptlion

issuer whnose ocutstanding securities are beneficially owned

by not mere than one hundred persons and which does nct

propose a public offering of its securities. For tne2 pur-

I’(J

poses of this Section 3(c)(l), thz tearm "heneficial owner-
ship" by a company is deemed to be beneficial ownership by
one person; except that 1f such a company owns 10% or more

of the outstanding voting securities of an issuer, then

Fr

the beneficial ownership is to be deemed to be that o

the holders of such cempany's outstanding securities.
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Section 53(2){l) oI the 1940 Act requiras that a

"Ziversifiesd company" nhave: at least 73% of its total

r sented by the same items that ars set fortih in

o
L

pr

™

3 } 0f the Code.

) {

=

f
\

(9]
=i
—~
u

9}
5]

Section 18(1; @f the 1940 Act requirzs, ge
that stock iLssued DV 3 régistered management ccmpany
voting securitiss and ha%e equal voting rights with
other outstahding stock. -

Our opinion that the Subordinated WNote and
Class 2 Stock do not constitute "voting securities”

ion 2{a)(42) of the 1940 Act apply eqgua

0
22

poses of Se

rr

tha in

Y

erpretation of "voting security" as used ia S

Lk

raguested would reqguire thet fcr a security to De con

Section

neraliv,
be

evary

the
for zur-
1ly to

actions

c), 5(b) and 13{(i) of the 1940 Act., The- iInterpretation

a "yoting security" under the 1340 Act, it must provide 1its

nolder with real econcmic power to direct a company through
the granting of a gresently exercisable right to vota for

directors. Anv interoretation that a voting sacurity may

- -

nrovide scmething lass than a oresently exesrcisable right to
vote for directors would be contrary to the 2xpress languags

and clear intent of the 1940 Act. Finally, an inter

pratation

that voting securiity means something other than the precise
definition set forth in the 1940 Act would add immeasurable

difficulty t¢ administaring the 1940 Act and cther federal
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Statutes (such as the Code) where the term "voting security”

is used.
The only other Section of the 154C Act that wmay
e said tc be affected by the definition of voting security

is Section 12(d) of kne 1940 Act which limits the acquisi—

ticn and ownership of cartain types of "wvoting stock® Dby
ragistered investment companies. The selection of the onzsse

"yoting stock™ in this Section was presumably made iIn crder
to distinguish the rights of securities held under Section.

12(d) from those neld under Sections 2(a), 3(c), 3{0o) and

traff of the Commissiocn should view

n

18(i). dowewvear, 1f the
"yoting stock" a2s including the oroader definiticn of

"yotring

security", the raquestad intsrpretation wculd De
entirely consistsnt with the purceses of 3ection 12 of the

1340 Act.

Other Definicions. Regulation 230.405 under the

Securities Act of 1933 provides for a definition of voting
security that is substantiallv identical to the definition
crovided in the 1940 Act.

Regulation 240.12b~2 under the Securities and
Exchange Act of 1934 also provides for a definition of
voting security that is substantially identical to the

definition provided in the 1940 Act.
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Section 2{(a){17) of the Public Utility Holding Com-
pany Act of 1935 (the "Holding Company Act") has a definition

of voting security tnat is broader than the definition under

th

the 1940 act. However, the tax treatment cof a ragulated

investment company provided by Saction 832 cf the Code 1is

axpressly dependent on the holdings of "veoting securities” as
defined bv the 1940 &ct, not the Holding Cempany Act. I

Congress had intended to be more rastrictive in the availagil-
ity of the Section 832 tax treatment to regulated investnent
companies, it could navs used tne language c¢f the Holding

Company Act.

In order Ffor dHarragansett to Z2e considered 2
raculated investment company under the Code for ite
vear peginning April 1, 1378, it must have its gortfolio
invested in qualifisd securitiss as of the end of each
fiscal quarter of that year. The first such filscal guarter
ends on June 30, 1978. It is estimated that the necessary
chianges in the structure of Marraganssit's investments will
require two menths. The Service has indicated that it will
require a minimum of three montns to process a Ruling Request
with respect to the Subordinated Note and the Class B8 Stock.
Thus, for Marragansett to nave its investments in portfolio

companies restructured for the fiscal gquarter ending June 30,
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1978, it must submit its Ruling Reguest to the Service by
February 1, 1978 in order that it may receive a ruling of
the Service by April 30, 1978. Since the Service has stated
that it will not process a Ruling Reguest unless 1t is
accompanied by an Interpretive Ruling of the staff of the

requested that expedited processing be

4]

Commissicn, it 1
jiven to this requeast in order that zan Interprative Ruling be
issued by January 31, 1978.

Should ycu reguire further information concerning

the recuest made rein, clsase telepncne thé undersigned

-

1]

~
4

collect at (212) 644-8293, or, if ne is not available,
Marschall Smith, at (212) 644-8303.

Very truly vours,

Richard E. Paul

éﬁ%&ard d. Paul

RESPONSE OF THE OFFICE OF CHIEF COUNSEL OQur Ref, No. 77-1284
DIVISION QF INVESTMENT MANAGEMENT Narragansett Capital Corp.

As stated in your letter of December 28, 1977, you have re-
quested on behalf of Narragansett Capital Corporation (""Narragansett')
a federaily licensed Small Business Investment Company registered under
the Investment Company Act of 1940 ("Act'), an interpretive ruling from
the staff to the effect that certain securities held by Narragansett

_do not constitute "voting securities within the meaning of Section
2(a) (42) of the Act. You represent that such an interpretive ruling
is required by the Internal Revenue Service as a precondition to
their determining whether Narragansett qualifies for tax treatment
as a regulated investment company as defined ir Section 851 of the
Internal Revenue Code,

78
APR 4 19 P
- 00 pLe
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Based on the facts and representations contained in your
letters of December 28, 1977, as amended by your letter of March 3,
1978, and the amended and restated Investment Agreement and the amended
and restated Shareholders Agreement included with your letter of March 3,
1978, the staff is of the opinion that neither the Subordinated Wote,
the Class B non-voting stock, the Investment Agreement nor the Share-
holders Agreement constitutes a voting security within the wmeaning of

the Act. p \
Sk

Stanley B,\Jud
Assistant Chi Counsel
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UNITED STATES OF AMERICA
BEFORE THE

SECURITIES AND EXCEANGE COMMISSICN

Decemher 283,

NARRAGANSETT CAPITAT, CORPORATION
40 Westminster Street : FILE NO.
Droviderce, Rhode Island 023233

ANNEXES TO

REQUEST FOR INTERPRETIVE RULING WITH

RESPECT TO SECTION 2(a) (42) OF THE
INVESTMENT COMPANY ACT OF 1940 AND

SECTION 8Si(b) OF THE INTERNAL REVENUZ
CODE OF 1254

1977



Conformed Copy With
Exhibit C Conformed
as Separately executed

INVESTMENT AGREEMENT

by and between

NARRAGANSETT CAPITAL CORPORATION

and

AESTERN-CULLZN-HAYEZS, INC.

dated as oL

OQctober 12, 13877




INVESTMENT AGREEMENT

AGREEMENT dated as of tae 12th day of October,

1977 by and between

NARRAGANSETT CAPITAL CORPOCRATION, a Rhode Island
corporation and a federally-licensed Small Business Invest-
ment Company, with its principal cffice at 20 Wes;minste:
Street, Providence, Rhode Island (hereinafter called "Narra-
gansett"); and

WESTERN~CULLEN-HAYES, INC., a Rhode Island corpora-
tion with its orincipal office in Chicago, Illinois (herein-

after called "Borrower"):

WITNESSETH : .

g
P

That, in consideration of the mutual covenants and
agreements hereinafter contained and for other valuable con-

sideration, it is mutually covenanted and agreed as follows:

SECTION 1. THE LCAN.

Subject to the satisfaction of the terms aﬁd
conditicns of this Agreement to be met and performed on or
before the Closing Date, Narragansett snall lend to Borrower
and Borrower shall borrow from Narragansett, on tnhe Closing
Date, the principal sum of One Million Eight Hundred Thousand

Dollars ($1,800,000) (the "Loan"). The Loan shall pbe evidenced



by the secured term subordinated promissory note of Borrower
in said orincipal sum {(hereinafter, together with any note
‘or notes issued in substituticn or replacement ther=o0f, re-
ferred to as the "Note"), substantially in the form annexed
hereto as Exhibit "A".

SECTION 2. PURCHASE OF STOCK.

Subject to the satisfaction of the terms and
conditions of this Agreement to be met and performed on or
before the Closing Date, Narragansett agrees to purchase and
Borrower agrees to sell to Narragansett, on the Closing
Date, 2,000 shares of the ‘authorized but unissued Class B
Non-Voting Common Stock, $1.00 par value, of the Borrower
(hereiqafter called the "Stcck”"), for an aggregate purchase
price of Two Hundred Thousand Decllars ($200,000), or SloOC
per share.

SECTION 3. CLOSING DATE.

The closing of the transactions provided by this
agreement shall be held at the offices of Schiff, Hardin &
Waite, 7200 Sears Tower, 233 South Wacker Drive, Chicago,
Illinocis 50606, at 10:00 a.m. on Octoecer 12, 1977, or at
such other place as the partiles acting through their attormneys
shall mutually agree; but in any event on or before December
31, 1877. The aforesaid date and time, or such other date
and time as may be agreed upon, is herein called the "Closing

Date".



SECTION 4. REGISTRATION COVENANTS.

It is understood and agreed by and between tne
parties hereto that, as an inducement to Narragansett to
enter into this Agreement and to make-thé Loan, Borrower has
made tha covenants hereinafter set forth in this Section 4
which will give Narragansett certain rcights to registration
under the Securities Act of 1933, as amended (the "Act"), of
the shares of Borrower which Narragansett now owns or may
hereafter acguire. It is further understood that said
covenants shall survive the making or repayment of the Loan
and the execution and delivery or cancellation of the Note
pursuant to the provisions of this Agreement and will continue
for so long as Narragansect shall own any shares of capital
stock of the Borrower, and that sald covenants are subject
to the provisions of the Shareholders' Agrzement of even
date herewith among Narragansett, the Borrower, LaRita R.

Boren and Richard T. Doermer {the "Shareholders' Agreement”).

4.1 Freé”Registration Rights. 1If at any time
more than twelve (12) months after the date hereof, Narragansett
shall so regquest in written notice to Borrower, then Borrower
shall use its best efforts to file, and cause to become
effective, as soon as reasonably practicable after such
notice, a Registration Statement with the Securities and

[

Exchange Commission {(the "Commission") under the Act, cover ing



the shares of Borrower then held bv Narragansett for which
Narragansett requests registration pursuant to suca notice.
The expenses of any Registration Statement filed pursuant to
this Secticn 4.1 shall he borne by Borrower. Borrower shall
not be- ¢bligated to file more than one Registration Statement
pursuant to this Section 4.1.

4.2 Inclusion of Narragansett's Shares in Other

Registration Statements. If at any time or times after the

effective date hereof Borrower intends to file a Registration
Statement on Form S-1 (or other form permitting a public
offering) with the Commission, Borrower shall notify Narragan-
sett at least thirty (30) days prior to each such f£iling of
its intention to file such a Registration Statement. Such
notice shall state the number of shares proposéd to be
registered thereby. If Narragansett notifies Borrower

within twenty (20) days after receipt of such notice from
Borrower of its desire to have included in the Registration
Statement any shares.of Borrower held by Narragansett, then
Borrower shall include such shares in the Registration
Statement. Narragansett shall bear its pro rata share of the
expenses of any Registration Statement under which any of

its shares are registered pursuant to this Section 4.2 based
on the ratio that the number of shares being registered

thereunder for it bears to the total number of shares being



registered thereunder. As used in this Section 4.2 the terim
"expenses" of a registration shall mean the expenses dis-
closed in Item 23 of Part II of the Form S-1 Registration
Statement, or in a comparable section of any similar form
permitting a public offering.

In the event that the underwriter or lead underwriter
selected by Borrower notifies Borrower that it 1is willing ot
able to proceed with the proposed offering only with respect
to a smaller number of shares than the tctal number of
shares proposed to be offered by Narragansett and others,
including Borrower, proposing to offer shares cf Borrower
under such Registration Statement, then the number of shares
proposed to be offered by Narragansett and such others,
excluding Borrower, shall be reduced proc rata in accordance
with the number of shares proposed to be offerad by each
such offeror.

4.3 Limitation on Registration Rights. Anything

above in this Section 4 to the contrary notwithstanding,
Narragansett shall have no registration rights hereunder 1in
the event Borrower shall have delivered to Narragansett a
letter from the Staff of the Division cf Corporation Finance
of the Commission (a "No-action™ Letter) to the effect that
under the circumstances presented Narragansett 1s free to

sell or otherwise dispose of its snares of Borrower's stock



without registration, or in the event counsel for Borrower
and for Narragansett are of the opinion that such sale or
other disposition can be made without regiscration and in
compliance with the Act.

4.4 Indemnification. 1In connection witih any

registration pursuant to this Section 4:

(a) Borrower nereby agrees to indemnifyv and
hold harmless Narragansett against anvy losses, claims,
damages or liabilities, joint or several, to which it may
pecome subject under the Act or otherwise, lnsofar as such
losses, claims, damages or liabilities (or actions 1n respect
thereof) arise cut of or are based upcn any untrue statement
of any material fact contained in such Registration Statement,
or preliminary prospectus or final summary prospectus contained
therein, or any amendment or supplement thereto, OC arise
out of or are based upon the omission to state thersin a
material fact required to be stated theresin or necessary in
order to make the statements therein not misleading; and
will reimburse Nargééansett for any legal or other =xpenses

reasonaply incurred by Narragansett in connection with in-

vestigating or defending any such loss, c¢laim, damage,

_liability or action; provided, however, that Borrower will

not be liable-'in any such case to the extent that any such loss,

claim, damage, liabilityv or action arises out of or 1is based



upon an untrue statement or omission made in such Registra-
tion Statement, such preliminary, final or summary prospectus,
or such amendment or supplement in reliance upon and in con-
tormity with information furnshed in writing by Narragansett,
specifically for use in the preparation thereof.

v (b) Narragansett hereby agrees to indemnify and
hold narmless Borrower, eacn of its directors and cfficers
wno have signed sucn Registration Statement and each other
person, if any, who controls Borrower within the meaning
of the Act against any losses, claims, damages or liabili-
tles, Joint or several, to which Borrower or anv such officer,
director or controlling person may beccme subject under the
Act or ctherwise, insofar as such losses, claims, damages
or liabilities {or action in respect thereof), arise out oOF
or are based upen any untrue statement of any matsrial fact
contained in such Registration Statement, or preliminary
prospectus or final or summary prospectus contained therein
or any amendment or supplement thereto or arise out of or
are based upon the omission to state therein a material fact
required to pe stated therein or necessary to make the state-
ments therein not misleading in reliance upon and in'con-
formity with information furnished in writing to Borrower
by Narragansett, specifically for use in the preparation

thereof, and will reimburse Borrower, 1its officers and



directors and anv such controlling person for any legﬁl

or other expenses reasonably incurcred by them in connection
with investigating or defending any such loss, claim, damage,
liapility or action.

(c) Promptly after receipt by an indemnified party
under this Secticn 4.4 of notice of the commencement of any
action such indemnified party will, if a claim in respect
thereof is to be made against the indemnifying party here-
under, notify the indemnifying party of the commencement
thereof, and such indemnifying party may elect to assume tae
defense of any such claim thereafter in a manner and by
counsel acceptable to the indemnified party. Thé omission
so to nctify the indemnifying party will not relieve
the indemnified party otherwise then under this Section 4.4.

SECTION 5. REPRESENTATIONS AND WARRANTIES CF
BORROWER.

It is understcod and agreed by and between the
parties nereto thatf as an inducement to Narragansett to
enter into this Agreement and to make the Loan and purchase
the Stock, Borrower has made to Narragansett the representations
and warranties hereinafter set forth in this Section 3, all
of which are true and correct on the date hereof, except

as otherwise indicated, and all of which will be true and

correct on the Closing Date; that the representaticns and



warranties shall survive the Closing; and that Narragansett
has reliad on said representations and warranties.

5.1 Corporate Authority. Borrower {(a) ls a cor-

poration duly drganized and existing under the laws of

the State of Rhode Island; (b) has the corporate power and
authority to own its preperties and carry cn its business as
now being conducted and is gqualified to do business in every
jurisdiction in which the nature cf its business or the
ownership or leasing of its property requires such qualifica-
tion; and (c) has the corporate power and agthority to entsar
into this Agreement and to underﬁake the transactions contem—
plated hereby. All action necessary and proper has been
taken by and in behalf of the Borrower with respect to the
authorization, execution and delivery of this Agreement, the
Note, and the other instruments and collateral documents
éontemplated hereby and such instruments and documents
constitute the legal, valid and binding obligations of
Borrower, enforceable in accordance with their terms.

Neither the execution and performance of this Agreement nor
the borrowing hereunder and the execution and delivéry of

the Note will viclate any preovision of law, any order of any
court or other agency of Government, the Articles of In-
corporation or By-laws of the Borrower or any indenture, agree-

ment or other instrument to which it is a party, or by which it
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is bound or ve in conflict with, result in a breach of, or

constitute (with due notice or lapse of time or both) a

default under, or except as may be provided in this Agreement,

result in the creation or imposition of any lien, charge or
encumbrance of any nature whatsocever upon any of the property
or assets of the Borrower pursuant tc any such indenture,
agreement or instrument.

5.2 Capitalization. Ccpies of Borrower's Articles

of Incorooration and By-laws have been delivered to Narra-
gansett. Borrower 1is authorized by its Articles of Incor-
poration to issue five thousand (5,000) shares of Class A
Common Stock, One Dollar ($1) par value, and three thousand.
{3,000) shares of Class B Non-Voting Common Stock, One

Collar ($1) Dar value. No other c¢lass of stock 1s authorized
by said Articles cf Incorporation. EBorrower has granted no
warrants, options ¢r other commitments with respect to any

of the shares of the capital stock of the Borrower.

5.3. Outstanding Stock. As of the Closing Date,

the only outstandingmzapital stock of the Borrower will
consist of the two thousand (2,000) shares of Class A Common
Stock, 1,000 of which shares will be owned by LaRita R.
Boren, ("Boren"} and 1,000 of which shares will be owned by
Richard T. Doermer ({"Doermer"), and all of which stock will
have been validly issued, fully paid and non-assessable and

issued at One Hundred Dollars {$100) per share for cash.




5.4 Financial Statements and Forscast. The

Borrower has heretofore furnished to Narragansett:
(a) Financial statements as of June 30, 13977
for the Western-Cullen Division (the "Division") of Federal

Signal Corporation (the "Seller"), including a balance

11

sheet analysis and a profit and loss analysis (the "Seller's

Financials"), wnhich constitute Exhibit 3 to the Purchase

Agreement described in Section 5.11. To the best of Borrower's

information and judgment, &the Seller's Financials have been
prepared in accordance with the accounting principles
historically applied by Seller on a consistent basis and
are complete and correct in all material respects and
fairly present the salzss and gross profits and results

of operations for the Division for the period covered.

5.5 Control; Subsidiaries and aAffiliates. Borrower

las no capital investment in and does ncot control any other
corporation or business cocncern.

5.6 Regulation. The conduct of the business of

Borrower is not dependent on any license, permit or other
authorization, of anvy federal, state or local regulatory
body, and such business is not subjsct to the regulation of
any federal, state or local governmenﬁ regulatory bédy by
reason of the nature of the business being conducted, other
than governmental regqulations applying generally to manu-

facturing concerns.
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5.7 Small Business Concern. Borgower gualiflies

as a "small business concern” within the meaning cf the
Small Business Investment Act of 1958 and Regulations there-
under. —

5.8 Business. Borrower will engage principally
in the manufacture and sale of the products now manufactured
and sold by the Division.

5.9 Taxes. All required tax and other returns
with respect to Borrower have been timely filed with the
appropriate governmental authorities and all applicable
faderal, state, local, county, franchise, salss, use, 2xcise
and other taxes, other than taxes not yet due or wnich may
nereafter be paid without penalty, have been paid and
Berrower has no knowledge of any deficiency or additional
assessments in connection therewith not adeguately provided
for on the books of Borrower.

5.10 GLitigation. Except as described 1n Schedule

5.1, there are no actions, suits or proceedings pending at
law or in equity orito the knowledge of Borrower threatened
against or affecting it involving the possibility of any
judgment or liability not covered by insurance in excess of
Five Thousand Dollars ($5,000) in any one case or Fifteen
Thousand Dollarsl(SlS,OOO) in the aggregate or which, 1if

adversely determined, would result in any material adverse
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change in tne business, operations, properties or assets Or

in the condition, financial or otherwise, of Borrower.
Borrcwer is not in default with respect to any raqulation,
order, writ, injunction or decree of any court or governmental
administrative or regulatory body.

5.11 Liabilities. Except for (a) liabilities to

Industrial National Bank of Rhode Island ("INBank") zermitted
by this Agreement; and (&) liabilities assumed by Borrower
under that certain Agreement dated October 6, 1977 (the
"Purchase Agreement”) with Seller pursuant to which Borrower
is acguiring certain assets of Seller's Western Cuilen
Division (the "Acqguired Assets™) and the Borrower's Subordi-
nated Note tc be delivered pursuant to the Purchase Agreement,
Borrower nas no liabilities, direct or contingent, other

zhan liabilities arising in the ordinary course of business.

5.12 Title to Proverties. On the Closing Date

Borrower will have good and marketable title to its properties
and assets, including the Acquired Assets, in each case
subject to no mortgage, pledge, lien, charge, security
interest or encumbrance, except minor liens and encumbrances
of a character which in the aggregate are not substantial in
amount and do not materially detract from the value of the
properﬁy or assets subject thereto, or materially impair the

operations of Borrower.
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5.13 Patents, etc. To the pest of Borrower's

knowledce, information and belief, Borrower owns or Sossesses,
or will acquire pursuant to the Purchase Agr=zement, all
patents, processes, licenses, franchises, trademarks, trade
names or copyrights (or adequate licenses or other rights to
use the same) deemed by Borrower to be necessarv to the
conduct of its business without conflict with the rights of
others.

5.14 Common Stock. The Stock to be issued to

Narragansett pursuant to Secticn 2 has been duly authorized,
and, when payment is made therefor in accordance with this
Agreement, shall be fully paid and non-assessable and shail
constitute one hundred percent (100%)} of the then outstanding
non*véting stock of Borrower and fifty gpercent {30%) of tne
then outstanding capital stock of Borrower.

5.15 Agreements, etc. Borrower 1s not a party to

any agreement or instrument or subject to any charter or
other corporate restriction adversely affecting its business,
properties, or assets, operations or conditions, financial

or otherwise (except insofar as the Purchase Agreement and
Borrower's various agreements with InBank of even date may

be deemed to have such effect) and Borrower is not in default
in the performance, observance or fulfillment of any of the

obligations, covenants cor conditions contained in any agree-



ment or instrument toc which it is a party, which default would
have a material adverse effect on its business operations,
properties, assets or condition, financial or otherwise.

5.16 Broker or Finder. Borrower has not employed

any broker, finder or agent, nor otherwise dealt with or be-
come in any way obligated for any broker's, finder's, or
similar fee with respect to the transactions contemplated by
this Agreement.

5.17 Representations Complete. No representation

or warranty of Borrower made in this Agreement or in any
document or certificate furnished pursuant to this Agreement
or in connection with the transactions contemplated hereby,
contains or will contain any untrue statement of a material
fact, or omits or will omit to state a material fact neces-
sary to make any statement of fact contained herein or
theresin not misleading; except that any such document or
certificate which is dated speaks as of the date stated and

not the present.

SECTION 6. AFFIRMATIVE COVENANTS OF BORRCOWER.

So long as Borrower is indebted to Narragansett,
whether under the Note or otherwise, Borrower covenants and
agrees as follows:

6.1 - Corporate Existence. Borrower shall, and

shall cause .any subsidiary to, maintain in full force and
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effect its corporate existence, rights and franchises and
all licenses and other rights te use pvatents, processes,
licenses, trademarks, trade names or copyrights, owned or
possessed by it and deemed by it to be necessary to the
conduct. of its business and that of any subsidiary and shall
comply with all applicable laws and regulations, whether now
in effect or nereinafter enacted cor promulgated by any
governmental authority having jurisdiction in the premises.

r6.2 Taxes. Borrower shall, and shall cause any

. H//'
subsidiary to, duly pay and discharge or cause to be duly
paid and discharged, before the same becomes delinguent, all
taxes [including all employment and payroll taxes), assess-
ments and other governmental charges imposed upon it or any
of its prépe:ties or upon any subsidiary cr any ¢f its
properties or in respect of its or their respective {ran-—
chises or income: provided, however, that (unless and until
foreclosure, restraint, sale or any similar proceeding shall
Have been commenced) no such tax or charge need be paid if
being contested in good faith by proper proceedings dili-
gently conducted and if such reservation or other appropri-

ate provisions, if any, as shall be required by generally

accepted accounting principles, shall have been made therefor.

6.3 Insurance. Borrower shall maintain or cause

to be maintained, with financially sound reputable insurers,
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insurance with respect to its properties and business, and
the properties and business of any subsidiary, agaiast such
casualties and contingencies and in such types and amounts
as 1s customary or as may pe required by law in the case of
corporations engaged in the same or similar business and
similarly situated, except for casualties and contingencies
as to which the Borrower's Board of Diractors has authorized
Borrower to be self insurer.

6.4 Financials. Borrower shall, and shall cause
o
any subsidiary to, deliver to Narragansett the following:

(a) As soon as practicable after the end of
eacn fiscal year of Borrower and in any event within ninety
{90) davs thereafter, a consclidating and consolidatad balance
sheet of Borrower and any active subsidiary at the end cf
such vear, a consolidating and consolidated statement of
income and of surplus of Borrower and any subsidiary for
each year, and a statement of changes in financial position
during such year, certified bv Arthur Andersen & Company
or other independent, certified public accountants selected
by Borrower and acceptable to Narragansett, the form of
certificaticn to be also satisfactory to Narragansett and
to contain a statement to the effect that such accountants
have examined the provisions of this Agreement and that none

of the Events of Default, as specified in Article 9 hereof,



18

nor any event which upen notice or lapse of time or both
would constitute such an Event of Defaultc, has occurread.

(b) As "soon as 1s practicable after the end of
sach month of each fiscal vear and in any event within thirty
(30) days thereafter, a consclidating and consolidated balance
sheet of Borrower and any subsidiary as of the end of such
period and a consolidating and consclidated statement of
incoﬁe andpsurplus of Borrower and any subsidiary for such
period and the fiscal year to that date, a consolidating
and consolidated statement of changes in financial position
of Borrower and any subsidiary for the fiscal year zc that
date, subject to changes resulting from year-end adjustments,
together with a statement showing the monthly sales and
bookings of the Borrower and any subsidiary for such ménth
by product line, tcgether with a statement showing all
current balance sheet items of the Borrower and any
subsidiazry such as cash, accounts receivable, inventory
(based on the Borrower's books), accounts payable and
other similar items,-such balance sheet and statements to
be prepared and certified by the chief financial officer
of the Borrower to the best of his informaticn and belief
and to be in form satisfactory to Narragansett.

(c) Simultaneously with the furnishing c¢f each

of the year-end financial statements to be delivered pursuant
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to Sections 6.4{a) and each of the monthly statements for
the last month in each quartar to be delivered pursuant o
Section 6.4, a certificate of the President of the Borrower
which shall contain a statement in the form attached hereto
as Exhibit "B" to the effect that no Event of Default nor
any event, which upen notice or lapse of time or both would
constitute such an Event of Default, has occurred, without
having teen waived in writing, or if there shall have been an
Event of Default not previously waived in writing pursuant
to the provisions hereof or an event which upon notice or
lapse of time or both would constitute an EZvent of Defaule,
such certificate shall disclose the nature therecf. In each
such certificate the President shall also calculate, set
forth and certify to the accuracy of the amounts required
to be calculated in the financial covenants of the Borrower
contained herein and described in Exhibit 8.

(d) Simultaneously with the furnishing of each
of the financial statements to be delivered to Narragansett
pursuant to Sections-6.4(a) and 6.4(b) hereof, a narrative
statement of the President or chief financial officer of the
Borrower which shall comment upon and explain any material
changes, both positive and negative, reflected in such
statements from prior periods, including changes in sales,

expenses and profits.
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{e) At least thirty (30) days prior to the end
of each fiscal year of Borrower, Borrower shall provide
Narragansett with a detailed sales and earnings forecast for
the ensuing fiscal vear, and within ninety (30) days after
the end of each gquarter of each fiscal year of the Borrower
(except the final guarter of each such fiscal vear) Borrower
shall provide Narragansett with a revision of the forecast
submitted for the then current fiscal year.

(£) As scon as is practicable after recusst by
Narragansett, B3orrower shall provide Narragansett with such
information as it may reascnably reguire in order to effect
timely and proper filing of any reports, including a Program
Evaluation Report, wnich Narragansett must submit to the Small
Business Administration in connection with the business of
SBcrrewer or any subsidiary. A copy of the form of a Program
Bvaluation Report, as presently constituted on SBA Form 684,
has been dglivered to Borrower.

6.5 Nctice of Default. 1In the event that any

portion of any other_cbkligaticon of Borrower for borrowed

money shall be declared due and payable before its express
maturity, or Borrower shall otherwise default in the repayment
of the principal of or interest on any such obligation, Bor-

rower shall give prompt written notice thereof to Narragansett.
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6.6 HKey—Man Insurance. Borrower shall maintain

in full force and effect at all times, a policy or peolicies
of insurance naming the Borrower as beneficilary, on the
lives of Leland E. Boren and Ronald McDaniel, President and
General Manager, respectively, of the Borrower, in each case
in an aggregate amount of $1,000,000 which policy or policies
shall provide that there shall be no cancellation or termina-
tion thereof or change of peneficiary except upon ten (10)
days' prior written notice to Narragansett.

6.7 Accounting. Borrower shall maintain a standard

system of accounting in accordance with generally acceptead
accounting principles. All expenditures made or incurred oy
the Borrower in connection with 1ts research and development
activities shall be expensed as incurred and shall not be
capitalized by the Borrower.

6.8 Working Capital. Borrower shall maintain

working capital, consisting of its current assets less
current liabilities, "in an amount egqual to or in excess of
$1,500,000, determined in accordance with generally accepted

accounting principles consistently applied.

N . . . ; .
t 6.9 Working Capital Ratio. Borrower shall malntain
a current ratio, consisting of its current assets over current
liabilities, of at least 2:1 determined in accordance with

generally accepted accounting principles consistently applied.
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6.10 Tangible Net Worth. Borrower shall maintain

a tangible net worth ("Tangible Net Worta") of at least Two
Million Five Hundred Thousand Dollars ($2,300,000). Tangible
Net Worth shall be defined as the excess of the Borrower's
total assets over its total liabilities computed in accord—
ance with generally accepted accounting principles consistently
applied, plus the amount of any indebtedness of the Borrower
wnich shall be subordinated to the Borrower's indebtedness

to INBank on terms satisfactory to INBank (hereinafter

called "Subordinated Indebtedness"}, less all intangible
assets and deferred charges, including without limitation,
good will, debt discount, organization expenses, trademarXks
and trade names, patents, deferred product development COStS
and similar'}temsh

6.11 Notice of Sales of Stock, Commencement of

Proceedings or Change in Condition. Borrower shall give

1

prompt written notice to Narragansett of (i) any sales by
3orrowes or LY qny_5f its stockholders of the capital stock
of Borrower, setting forth the number of shares scld and tne
sales price and other terms of the sale; (ii) any p;oceedings
instituted against it by or in any Federal or State court or
before any commission or other regulatory body, Federal,
state or local, which if adversely determined, would have a

material adverse effect upon its business, coperations,
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properties, assets, oOr condition, financial or otherwise;
(iii) anv material adverse change in 1its condition, financial
or otherwise: and (iv) of the occurrence of any event which
is, or with notice or passage of time, ot both would be, an
Event of Default under Section 9 hereof.

6.12 Opinion of Counsel. At the making of the

Loan, and at such other times as Narragansett may reascnably
request, Borrower shall furnish Narragansett with an opinion
of counsel to 3orrower in a form and substance satisfactory
to Narragansett, with respect to the matters set forth in
Section 5.1 and other such matters incident to this Agreement
as Narragansett may reasonably request. Such ocinien may be
limited to the best of the knowladge of such counsel with
respect to the matters set forth in the third sentence of
Section 5.1.

6.13 Compliance Certificate. Simultaneously with

its submission to INBank, Borrower shall provide Narragansett
with a copy of each certificate of its chief financial officer

required by Section 4.04(b) of the Agreement of even date

herewitn between Borrower and INBank.

—_—

6.14 Other Documents or Information. At the

making of the loan and at any time or times thereafter,
Borrower shall furnish Narragansett with such other informa-
tion concerning the business and financial condition of

Borrower as Narragansett may reasonably request.
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§.15 Chief Financial Officer. Borrower will

employ as its chief financial officer a person acceptable to

Narragansetc.

SECTION 7. NEGATIVE COVENANTS OF BORROWER.

Borrower covenants and agrees that, se long as
Borrower is indebted to Narragansett, whether under the
Note, or otherwise, Borrower shall not, nor shall it permit
any subsidiary to, do any of the following‘without the prior
written consent of Narragansett:

7.1 Encumbrances. Create, incur, assume or

permit ko exist, any mortgage, rledge, lien or other encum-
brance on any of its properties or assets whether now owned
or hereafter acquired; provided, however, that the foregoing
restrictions =shall not apply to:

{a) liens for taxes, assessments and other govern-—
mental charges and levies not yet delinguent or thereafter
pavable without penalty or interest or (if foreclosure,
distraint, sale or other similar proceeding shall not have
been commenced) being contested in good faith by appropriate
proceedings diligently conducted, if such reservatién or other
appropriate provision, if any, as shall be required by
generally accepted accounting principles shall have been

made therefor;
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(b} liens of carriers, warehousemen, material-~
men and mechanics incurred in the ordinary course of business
for sums not vet due or being contested in gecod faith
and by aporopriate proceedings diligently conducted, if such
reservation or other appropriate provision, if any, as
shall be required by generally accepted accounting principles
shall have been made therefor:

(c) liens,'encumbrances, pledges, or deposits of
personal property incurred in the ordinary course' of business
in connection with workmen's compensation, unemployment
insurance and other social security or to secure performance
of statutory obligations, surety and appeal bocnds, perfecrmance
or return of money bonds and other.obligations of a like
nature (exclusive of obligations Eor the payment of money
borrowed);

i (d) mortgages, liens, conditional sales or other
title retention agreements t¢ secure the purchase price of
real or tangible property purchased by Borrower or any sub-—
sidiary, or existing on real or tangible personal property
so vurchased at the_glme of the purchase thersof, or
mortgages, liens, conditional sales or other title reten-
tion agreements renewing, extending or refunding the.same;
provided that each such mortgage, lien, conditional sale or

other title retention agreement shall at all times be

confined solely to the item of property so purchased; or
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(e) liens arising from judgments, sc long as the
execution thereon shall be stayed or other approprilate re-
lief therefrom shall be cbtained pending appeal.

7.2 Indebtedness. Create, 1lncur, assume or other-

wise become or remain liable, directly or indirectly, for
any manner of indebtedness or liability, whether by loan,
guaranty, mortgage, or otherwise, except the following:

(a) unsecursd indebtedness resul:ting from borrowing
which matures within one {(1l) year from the date incurrad,
provided, however, that from and after December 31, 13578 for
a period of at least thirty (30) consecutive days in any
twelve (12) consecutive months no such indebtedness shall be
outstanding;

(b) indebtedness with respect to trade obligations
and other normal accruals in the ordinary course of business
not yet due and payable, or with respect to which it is
contesting in good faith the amount or validity thereof by
appropriate proceedings, and then only to the extent it has
Set asice on its books adequate raserves therefor; and

(c) 1long-term indebtedness tc INBank td wnich the

Note is subordinated by its terms and in indebtedress to

the Seller pursuant to the terms of the Purchase Agreement.

7.3 Disposition of Assets. Directly or indirectly

sell, lease or otherwise dispose of its properties, assets,
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rights, licenses and franchises to any person, except 1n the
ordinary course of business or enter an agreement of

merger, consolidation or reorganization with any other cor-
poration or corperations, except with'any_subsidia:y of
3dorrower. .

7.4 Sale of Subsidiarv. Sell or otherwise dispose

of any capital stock of any subsidiarv or permii any sub-
sidiary to sell or otherwise dispose of any of its capital
stock.

7.5 Loans. Make any advance or loan to any gerson,
firm or corporation, except reasonable travel or business
expenses advanced tc Borrower's employees in the ordinary
course of business.

7.6 Dividends. Declare c¢r pay dividends or make
other distributions (whether by reduction of capital or
otherwise) with respect to the capital stock of Barrower,
or apply any of its assets or permit any subsidiary to apply
any of its assets to _the payment, purchase, retention,
acquisition or retirement of any shares of its capital stock.

7.7 Corporate Charter. Amend its Articles of

Incorporation or By-laws.

7.8 Sale and Leaseback. Enter into any sale and

leaseback arrangement with any lender or investor, or enter

into any leases except in the normal course of business at
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reasonable rents comparable to those paid for similar lease-
nold interasts in the ar=a.

7.9 <Change in Business. Cause, suffer or permit

to exist any material change in the nature of its business
as described in Section 5.8.

7.10 Issuance of Stock. Issue any additional

shares of capital stock or any options or warrants to purchase
such capital stock or securities convertible into such
capital stcck.

7.11 Capital Expenditures. 1In any fiscal year of

Borrower, make any capital expenditures or commitment for
such expenditures exceeding the sum of Five Thousand Dollars -
{$3,000) for any one item or related group of items and
Seventy-five Thousand Dcllars ($75,000) in the aggregate for
all.items in any one fiscal year. For purposes of this
Section 7.1l1, capital expenditures shall include expenditures
which would be classified as such in accordance with generally
accepted accounting principles consistently applied, includ-
ing, without limitatdon, lease obligations regquired to be
capitalized by generally accepted accounting principles. 1In
addition, capital expenditures shall include all expenses in-
curred and amounts spent by Borrower in connection with the
development of any new product line or the entry into a new

market segment.
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7.12 Sale of Intangibles. Sell, assign, discount

or dispose in any way of any accounts receivable, promissory

notes or trade acceptances held by the Borrower, with or
without recourse, =xcept for collection (including endorse-

ments} in the ordinary course of business.

7.13 INBank Agreements. Amend or modiff any aof
the terms Qf the Borrower's promissory nctes to INBank or
any agreements or instrument securing or relating to the
indebtedness evidenced thereby.

7.14 Executive Salaries. Pav compensation, oy

way oL salary, bonus, fees, guarantees or otner remuneration
(except for reasonable fringe benefits) which in the aggregate
exceed $25,000 each in any fiscal year in the case of Boren

and Doermer or $35,000 in any fiscal year in the case 0 any

other employee.

SECTION 8. SPECIAL COVENANTS OQF BORROWER.

8.1 Option to Sell Narragansett Stock. Borrower

hereby grants to Narragansett an irrevocable option to sell

20 Borrower all (but not less than all) of the issued and

outstanding capital stock of Borrower held by Narragansett
at the time of the exercise of said option, upon the following
terms énd conditions:

{a) This option shall be exercisable by Narragansett

for a period of ten (10} vears commencing on the date on
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which the Note (as it may from time to time be amended)
executed and delivered bv Borrower to Narragansett gursuant
to Section 1 (or any other promissory nocte or notes issued
to Narragansett in substitution, renewal or replacement
thereof) shall have been paid in full (thé "Option Pericd"};

(b} WNarraganseti may exercise this cpticn at any
time during the Option Period by delivering or mailing written
nctice (the "Notice") of its elaction to Borrower, provided
that Narragansett shall have given Borrower at least sixty
(60) days' written notice of its intention to deliver tne
NMotice and exercise tne Option;

(c) The consideration to be paid toc Narragansett
upon the exercise of the option shall te that price per share
derived by dividing (i) the total average consclidated net
worth of Borrower as shown on the books of Borrower at the
end ¢f each of the two fiscal quartefs preceeding the date
of the Notice, by (ii) the total number of issued and cut-
standing shares of Class A Voting Cemmon Stock and Class
B Non-Vc¢ting Common-gtock of Borrower on the date of such
Notice.

(d) The closing of the purchase and sale of the
Common Stock of Borrower subject to the option herein pro-
vided shall take place within ninety (90) days after the

date of the Notice, and at the closing Narragansett shall
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deliver to the Borrower the certificates representing such
Common Stock, with duly executed stock powers attached, agalnst
delivery of a certified or bank check in the amount of the
purchase price.

(e) At the option of the Borrower, payment for
the shares of capital stock to be purchased from Narragansett
pursuant to its option granted under this Section 8.1 shall
be made in full in cash at the closing, or one-fourth of
such amount shall be paid in cash or by certified check at
the closing, and the remainder of said purchase price shall
be evidenced by the Borrower's Promissory Note issued to
Narragansett, which note shall be payable as to principal
in three (3) equal successive annual installments commencing
one year from said closing, and shall bear interest at a
rate per annum egual to twe and one-half percent (2=-1/2%)
over the fluctuating prime rate of interest charged by
INBank. Such Promissory Note may be prepaid at any time at
the option of the Borrower, without penalty, and shall be
subject to the same Events of Default as the Note.

§.2 Dividends After Note Paid. From and after

the date on which the Note is paid in full, Borrower shall
declare and pay dividends on its Common Stock on a reason-

ably equal guarterly basis such that for each fiscal year
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Borrower shall have declared and paid dividends egual

to at least twenty-five percent (23%) of the net after-tax
profits attributable to such year provided that such divi-
dends shall be pro rated for the fiscal year in which the

Note 1s paid.

SECTION 9. DEFAULT.

In each case of the happening of any one or more
of the following events (herein and in the Note called
"Event of Default"):

{a) Borrower shall default in the due and punc-
tual payment of any interest or orincipal as provided in
the Note for more than ten (10) days after the date when the
same shall become due and payable, whether at the due date
zthereof or at a date fixed for prepavmeni or by acceleration
or otherwise:

by If either Borrower or any subsidiacy thereof
shall make an assignment for the benefit of creditors, or
shall admit in writing its inability to pay its debts as
they become due, or shall file a voluntary petition in bank-
ruptcy, or shall file ahy petition or answer seeking any cre-
organization, arrangement, composition, adjustment,.liquida—
tion, dissoluticn or similar relief under the present or

any future federal bankruptcy act or other applicable federal,
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state or other statute, law or regulation, or shall seek or
consent to or acgquiesce in the appointment of any trustee,
receiver cr ligquidator of Borrower or all or any substantial
part of its properties, or if corporate action shall ce
raken for the purpose of effecting any of the foregolng; or
(c) Lf either Borrower or any subsidiary thereof
shall be adjudicated a obankrupt, or Lf any proceeding against
either Borrower or any subsidiary thereof seeking any re-
organization, arrangement, compositiocn, adjustment, liguida-
rion, dissolution, or similar relief under the present Or
any future federal bankruptcy act or other applicable federal,
étate or other statute, law or regulation shall remain un-
dismissed or unstayed for an aggregate of sixty (60) days
(whether or not consecutive) after the commencement theraof,
or if any trustee, receiver or liquidator of either Borrower
or any subsidiary thereof (or all or any substantial part
of the properties of the maker or any subsidiary thereof)
shall te appointed without the.consent or acquiescence of
the Borrower or such subsidiary, as the case may be, and
such appointment shall remain unvacated or uﬁstayed'for an
aggregate of sixty (60) days (whether or not consecutive); or
(d4) 1LIf final judgment for more than $15,000 shall
be rendered against Borrower or any subsidiary thereof and

shall remain undischarged or unstayed for an aggregate of
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thirty (30) days {(whether or not consecutive) after entr:
thereof; or

(e) If either Borrcwer or any subsidiarf thereof
shall default in the due and punctual payment of any interest
payment or payment of principal on any'of its indebtedness
other than that evidenced by the Note or there shall exist
any default under any mortgage, agreement or note seéuring,
relating to or evidencing such indebtedness; or

(f) Borrower shall default in the performance cr
any other covenant or condition contained in this Agree-—
ment or in any mortgage or agfeement securing payment of the
Note on the part of Borrower to be observed or performed
pursuant to the terms heresof or in any such mortgage Or agree-
ment, as the case may be, and such default shall continue
unremedied for twenty (20) days after written notice thereof
by Narragansett, to Borrower, or any of the material represen-
ﬁations and warranties made ov Borrower to Narragansett pur-
suant to this Agreg@gnt proves to te false or misleading in
any material respect;

(g) 1f for any reason Boren shall cease to be or
function as President and Chief Executive Officer of Borrower

and a successor is not approved by Narragansett in writing

(which approval shall not be unreasonably withheld) within
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thirty (30) days of such cessation;

then and in every such Event of Default and at any time there-
after during the continuance of such Event, Narragansett

may, by written notice to Borrower declaie the entire princi-
pal and accrued interest on the Note, and any other indebted-
ness of Borrower to Narragansett, to be due and payable,
whereupon.the Note and all accrued interest, and all other
such indebtedness, will thereupon, immediately become due

and paybdle without preseﬁtment, demand, protest, or further
notice of any kind whatsoever, all of which are hersbhy

axpressly waived.

SECTION 10. CONDITIONS TO OBLIGATIONS OF NARRAGANSZTT.

The obligations of Narragansett under this Agreement
are, at the option of Narragansett, subject to the conditions
that, on or before the Closing Date:

10.1 Performance of Borrower. Borrower shall nave

cerformed all obligations and agreements and complied with
all covenants and other items contained in this Agreement.

10.2 Representations True. All of the representa-

tions and warranties made by Borrower to Narragansett shall
be true and correct in all material respects both on and as
of the date of this Agreement and on and as of the Closing

Date.
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10.3 HNo Defaults. There shall exist as of the

date hereof and the Closing Date no condition or event which
constitutes, or wnich after notice or lapse of time or both,
would constitute a default under this Agreement or under the
Note.

10.4 Purchase of Accquired Assets. The Borrower

shall have entered 1nto the Purchase Agreement and all
conditions to the purchase of the Ac¢guired Assets thereunder
shall have been fulfilled, other than the payment of the
purchase price.

10.5 Bank Commitment. INRank shall have entered

into a Loan Agreement with the Borrower with respect to an
unsecured term loan of Two Millicn Dollars ($2,000,000) and
iINBank and Borrower shall have entered into a revolving
credit arrangement permitting Borrower Lo Dorrow up to
$500,000, in =sach case on terms satisfactory to Narragansett.

10.6 Shareholders' Agreement. Borrower, Narragansett

and the other sharenolders of Borrower shall have entered into
a Shareholders' Agreement substantially in the form annexed
nereto as Exhibit C.

10.7 Documents. Narragansett shall have received
the following in form satisfactory to it:

{a) The Note;

{b} A certificate representing the Stock;
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(c) A certificate of the Secratary of Borrower
certifving as to the due adoption by its Board cf Birectors
of resolutions authorizing the transactions contemplated By

this Agreement;

(i) SBA Form 480, "Size Status Declaration”, and
SBA Form 632-D, "Assurance of Compliance”, both executed

on benalf of Borrower; and

(e) An opinion of counsel for Borrower addressed

to Narragansett as provided in Section 6.12 hereof.

SECTION 11. CONDITIONS TO OBLIGATICNS OF BORROWER.

The obligations of Borrower under this Agreement
are, at the option of Borrower, subject to the condition
that, on or before the Closing Date, Borrower shall have
received from Narragansett, in form satisfactory to it:

ta) A certified or bank check, or wire transfer
of funds, in the amount of $2,000,000, representing Payment
of the purchase price for the Stock and the proceeds ﬁf
the Loan; and T

(b) An investment letter of Narragansett to the
effect that Narragansett is purchasing the Note and‘the
Stock for investment and not with a view to sale or distribu-

tion in contravention of the provisions of the Securities

Act of 1933, as amended.
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SECTION 12. EXPENSES.

Borrower shall pay:

(a) all costs and expenses incidental to the pre-
pa:atlon, execution and performance of this Agreement and the
Note (including reasonable fees and expenses of counsel) and
all out-of-pocket expenses incurred by Narragansett in con-
nection with the consummation of the transaction contemplated
oy this Agreement; and

(b} all reasonable expenses, charges, court Costs
and attorneys' fees which may be incurred by the holder of
the Note in connection with or arising out of (i) any default
by Borrower hereunder or under any mortgade or agreement
securing the Note, or (ii) any amendment, modification oOr

renegotiation of the terms of this Agreement cor the Note.

SECTION 13. NOTICES.

All notices, requests, consents and other communica-

tions hereunder shall be in writing and shall be personally

n

delivered or mailed -first-class registered or certified mail,

postage prepaid:
(a) If to Narragansett, as follows:
Narragansett Capital Corporation
40 Westminster Street

Providence, Rhode Island, 02903
Attn: Arthur D. Little, President



39

(b) If to Borrower, as follows:
Leland E. Becren, President.
Western-Cullen-davyes, Inc.
40 West 36th Flace
Chicago, Illinois

and an additional copy tc him at

9515 South 950 East
Upland, Indiana, 468889

Notices shall be deemed given when personally
N
delivered or mailed, as aforesaid. £ach party, oy notice
duly given in accordance herewith, mav specify a different
address for the giving of any notlice neresunder.

SECTION 14. SURVIVAL OF REPRESENTATIONS AND
WARRANTIES.

All representatioﬁs and warranties contained her=in
shall survive the execution and delivery of this Agreemené,
any investigation at any time made by Narraganseti or on
its behalf, and the execution and delivery of the Note and

the Stcck and the payment therefor.

SECTION iS. WAIVER, REMEDIES, CUMULATIVE, ETC.

15.1 Waiver. No delay on the part of any holder
of the Note in the exercise of any right, power, privilege
or remedy hereunder or under the Note shall cperate as a
waiver thereof, nor shall any exercise or partial exercise
of any such right, power, privilege, or remedy preclude any

further exercise thereof or the exercise of any right, power,
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privilece or remedy. No modification or waiQec of any pro-
visicn of this Agreement, or of the Note, nor consent to any
departure by Borrower therefrom, shall be effactive in any
avent unless the same shall be in writing, and then such
waiver, consent or modification shall be effective only in
the specific instance, and for the purpose, for which given.
15.2 Notwithstanding the foregoing, Narragansett
shall have the right to walve compliance by the Borrowar
with anvy of the provisions hereof, or to modify such pro-
visions to a less restrictive obliqation of Borrower, on
such terms as Narragansett shall determine in its sole discre-
tion, with or without prior notice to Borrower, provided
that any such waiver or moedification shall be irrevocable
upon notice thereof to the Borrower.
15.3 Remedies. The rights, powers, privileges
and remedies hereunder and under the Note are nereby expressly
specified to be cumulative and not exclusive of any other
right, power, privilege or remedy which the parties hereto

or the holider of the Note would otherwise have.

SECTION 16. ENTIRE AGREEMENT.

This Agreement embodies the entire agreement and
understanding between Narragansett and Borrower and supersedas
all prior agreements and understandings relating to the sub-

ject matter herecft.
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SECTICN 17. PARTIES IN INTEREST.

All the terms and provisions of this Agreement shall
be binding upon and inure to the benefit of and be enforceable
by the respective successors and assigns of the parties
hereto, whether so expressed or not, and in particular shall
inure to the benefit of and be enforceable by the holder

or holders at. any time o¢f the Note.:

SECTION 18. LAW GOVERNING.

This Agreement and the Note are being delivered
and are intended to be performed in the State of Rhode
Island and shall be construed and enforced in accocrdance

with and governed by the laws and decisions of such state.

SECTION 19. COUNTERPARTS.

This Agreement may be executed simultaneously with
one or more counterparts thereof, each of which shall be
deemed an original but all of which together shall consti-

tute one and the same instrument.

IN WITNESS WHEREOF, the parties hereto have each
caused this Agreement to be executed in the name and behalf

of each cf them by one of their respective cfficers, there-




unto duly authorized,

written.

EXECUTED IN THE
PRESENCE OF:

/s/ Harvey J. Sarles

Chairman, ExXecutive
Committee

/s/ Thomas D. Logan

Assistant Secretary

42

as of tne day and vear first above

NARRAGANSETT CAPITAL CORPCORATION

BY: /a/ Arthur D. Little
President

WESTERN-CULLEN-HAYES, INC,

BY: /s/ Leland E. Boren
President




EXHIBIT A

WESTERN-CULLEN-HAYES, INC.

SUBQRDINATED PROMISSORY NOTE

$1,800,000 , 1977

FOR. VALUE RECEIVED, the undersigned WESTERN-
CULLEN-HAYES, INC., a Rhode Island corporation with its
orincipal office in Chicago, Illinois (hereinafter
raferred to as the "maker"), promises to pay to the order
of NARRAGANSETT CAPITAL CORPORATION, a corgporation organized
and existing under the laws of the State of Rhode Island
and having its principal office at 40 Westminster Street,

Providence, Rhode Island (hereinafter referred to as

[ O]

"Narragansett"), the principal sum of One Million Eight
dundred Thousand Dollars ($1,360,000), in lawtful money ot

the United States of America, payable at the principal office
of Narragansett, or such other place as the holder hereof mayv
reasonably direct, in cash or by check or bank draft drawn

on funds payable through the Providence clearing nouse,

in thirty (30) equéf successive monthly Installments of
principal of Thirty Thousand Dollars ($30,000) each on the
first cday of each month commencing April 1, 1985, aAd a

final installment of principal or Nine Hundred Thousand

Dollars ($900,000) on September 30, 1987, together with



interest on the unpaid balance of this Note outstanding at
any time (computed on the basis of a 355-day vear) both
nefore and after maturity, pavable monthly in arrears on the
first day of every month, commencing with the month after the
date hereof at an annual rate of fifteen percent (13%). In
no event shall the amount of interest payable hereunder
together with all amounts reserved, charged or taken by
Narragansett as compensation for fees, sarvices or expenses
incidental to the making, negotiating or collection of the
loan evidenced hereby exceed the maximum rate of interest on
the unpaid balance hereof allowable by applicable iaw.

The maker, for itself and its successors and
assigns, agrses, and any holder of this Note, by its accep-
rance hereof, agrees, that the payment of the principal and
interest hereunder is hereby expressly subordinated, to the
extent and in the manner hereinafter set forth, Ln right of

sayment to the prior payment or satisfaction in full of (a)

the principal and interest payable under the maker's indebtad-

ness to Industrial National Bank of Rhode Island ("INB")
evidenced by (i) an unsecured promissory note cof aven date
herewith in the principal amount of $2,000,000 (the -"INB
$2,000,000 Note"); and (ii) any other short-term indebtedness
of the maker to INB provided such short-term indebtedness

does not exceed $500,000 provided, however, that the amount




of the principal of the INB $2,000,000 the to which the
payment of principal and interest hereunder 1s subordinated
shall te reduced to the extent of the maker's repayments of
such Qrincipal and shall not thereafter be increased by any
increase in the outstanding principal amount of the INB
$2,000,000 Note, and the aggregate amount of the principal
of the short-term indebtedness to INB to which the payment
of principal and interest hereunder is subordinated snall
never exceed $500,000 (all such indeptedness tc INB is
hereinafter collectively referred te as the "Senior In-
debtedness" ).

S0 long as any part of the Senior Indebtedness
shall be unpaid, no payment of principal or interest shall
be made at any time hereunder without the éonsent of the

then holders of the Senior Indebtedness, provided, however,

that current monthly payments of interest and principal may
be made as they become due hereunder as aforesaid if at the
time of payment or after giving effect to such payment chere
exists no event of d&fault under any agrsement svidencing
Senior indebtedness or any agreement oursuant to which
instruments evidencing Senior Indebtedness have been.issued

and no event which upon notice or lapse of time or both

would constitute such an event of default; provided, further,

however, that payments of principal on this Note may be



received and held bv the holder of this Note tc the extent
that the funds with which the payments are made are derived
directly from the .sale and issuance by the maker of (1)
subordinated decentures or notes containing subordination

and amortization provisions substantially 1dentical to those
contalined herein; or (ii) securities of the maker, which, as
a matter of law, would be junior and subordinate to the
Senior Indebtedness in right of payment upon the distribution
of assets, dissolution, winding-up, ligquidation or reorganiza-
tion of the maker, the issuance of which has been approved

in writing by the then holders of the Senior Indebtedness
(the "Senior Holders").

In the event of any distribution of the assets,
dissoluticn, winding—ug,-liquidation or reorganizaclon of
the maker (whether in bankruptcy, insolvency or recelversnip
proceedings or upon an assignment for the benefit of creditors
or otherwise:):

(a) The Senior Indebtedness szhall be paid or
satisfied in full before the holder hereof is entitled to
receive any payment on account of principal or interest
nereunder, and any payment or distribution to which-the
holder hereof would be entitled hereunder but for the
subordination provisions of this Note shall be paid directly

to the Senior Holders;




(b} In the event that any such payment of principal
or interest or other payment or distribution of assets of the
maker shall be received by the holder hereof, notwithstanding
the foregoing, in violation of the subordination provisicns
of this Note, while any Senior Indebtedness is unpaid, such
payment or distribution shall be held by the holder hereof
for the Seniocr Holders and paid over to such Senior Holders
by the holder hereof.

The holder herecf by its acceptance hereof irrevo-
cably authorizes and directs the Senior Holders and their
successcrs and assigns and any trustee in bankruptcy, ceceiver
or assignee for the benefit of creditors of the maker, whether
in voluntary or involuntary liguidation, dissolution or re-
organization, in its behalf to take such action as may de
necessary or appropriate to sffectuats the subcrdination
provi&ed in this Note and irrevocably aproints the Senior
Holders and their successors and assigns, acting jointly,
or any such trustee, receiver or assignee, its attorneys-in-
fact for such purpose with full powers of substitution and
revocation.

This Note is one of the Notes referred to,in
Section 1 of that certain Investment Agreement of even date
herewith between Narragansett and the maker (the "Investment

Agreement”) and is subject to the acceleration of the maturity



hereof, all as provided in the Investment Agreement, witich
i3 hereby incorporated by reference her2in and made a part
hereof.

The foregoing subordination Qrovisions are solely
for the purpose of defining the relativg,rights of the
holders of Senior Indebtedness on the one hand, and the
holder of the Note on the other hand, and nothing herein
shall impair, as between the maxker and the holder of this
Note, the obligation of the maker, which is unconditional
and absolute, to pay the;principal and interest on this Note
in accordance with its terms, nor shall anything herain
praevent the holder of this Note from exercising all remedies
otherwise permitted by applicable law or hereunder upon
default hereunder, subject to the rights of the holders of
Senior indebtedness as herein provided for. |

Pursuant to-the Agreement dated October 6, 1977
between Federal Signai Corpofation and the maker £or the
purchase of the Western-Cullen Division of Federal 3ignal
Corporaticn, the makgr shall deliver its promisscry note
in payment of a portion of the purchase price (the "Federal
Note")}, which will be subordinated to the Senior Indebtedness

on the same terms as set forth herein and shall rank pari

passu with this Note.




Subject to the terms hereof, on any monthly interest
payment date, the maker shall have the right to payv to the
nolder herecf the whole or any part of the orincipal hereof
without penalty, any such payment to be applied against in-
stallments of principal due hereunder in the inverse order

of their maturities; provided, hcwever, that no prepayment

shall be made to the heclder of this Note unless an amount
shall be simultaneocusly prepaid on the Federal Notes which
shall bear the same proportion to the then total unpaid
principal baiance of the Federal Note as the amount being
prepald on this Note shall bear to the then total unpaid
principai balance of this Note.

If this Note shall not be paid when due and shall
be placed by the nolder hersof in the hands of any attorney
for collection, through legal proceedings or otherwise, the
maker will pay reasonable attorneys' fges to the holder

nereof together with reasonable costs of collaction.

WESTERN-CULLEN-HAYES, INC.

BY:

President

ATTEST:

Secretary



EXHIBIT B

Narragansatt Capital Corporation
40 Westminster Street
Providence, RI 02903

October 12, -1377
Attention: Arthur 0. Little, President
Dear Mr. Little:

As required by Section 6.4(c) of that certain In-
vestment Agreement dated as of ,1977, between
western-Cullen-Hayes, Inc. ("WCH") and Narragansett Capital
Corporation, a review of the activities of WCE for the fiscal
quar ter ending , nas bheen made under my
siipervision with a view to determining whether WCH nas kept,
observed, performed, and fulfilled all of its obligations
under said Investment Agreement and all other agreements
or undertakings contemplated thereby and to the best of my
knowledge it has so complied and to the best of my
kxnowledge no event has occurred which constitutes, or which
with the passage of time or service of notice, or both, would
constitute an Event of Default as defined therein.

I further certify that the amounts set forth beliow,
with abbreviated descriptions, to the best of my informaticn
and belief accurately present amounts regquired to be calcula-
ted by variocus covenants of the aforementioned Investment
Agreement,

l. Section 6.8 - Mimimum Working Capital
+ Current Assets -
- Current Liabilities -
Working Capital as of -
Minimum Alliowed Working Capital -

2. Sectiocnm 6.9 -~ Minimum Working Capital Ratlo
wWworking Capital Ratio as of -
Minimum Allowed Current Ratlio -

3. Section 6.10 - Minimum Tangible Net Worth
+ Total Assets -
- Total Liabilities -
+ Subordinated debt -
- Intangibles -
Total Net Worth as of -
Minimum Allowed Tangible Net Worth -




4. Section 7.11 - Capital Expenditures
Amount of Capital Expenditures -
Maximum Amcunt Allowed -

WESTERN-CULLEN-HAYES, INC.

BY

President



EXHIBIT C

SHAREHOLDERS' AGREEMENT

by and between

LARITA R. BOREN and RICHARD T. DOERMER

andg

NARRAGANSETT CAPITAL CORPORATION

dated as of

October 12, 1977
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SHAREHOLDERS' AGREEMENT

AGREEMENT made as of October 12, 1877, by and
petween LARITA R. BCREN ("Boren"”) and RICHARD T. DOERMER
{"Doermer"), (the fcregoing parties are hersinafter sometimes
referred to individually as an "Individual Stockholder"
and collectively as the "Individual Stockholders"); and

NARRAGANSETT CAPITAL CORPORATION, a corporation
organized and existing under the laws of the State of Rhode
Island (nereinafter rafsrred to as “Narragansett“);.and

WESTERN-CULLEN-HAYES, INC., a corporaticn organized

and existing under the laws of the State of Rhode Island

{hereinafter refarred to as the "Corporation"};

-

WITWNESSETH T HAT:

WHEREAS, as of the date of this Agreement, there
are 4,000 shares of the One Dollar ($1.00) par value Common
Stock of the Corporation issued and outstanding, of which
the two Individual Stockholders each own and nold 1,000

shares of Class A Common Stock, and Narragansett owns and

holds 2,000 shares of Class B Non-Voting Common Stock: and

WHEREAS, Narragansett has a substantial investment .
in the Corporation by reason of its ownership of the Corpor-
ation’'s Class B Non-Voting Common Stock and a subordinated

note of the Corporation which investments were made pursuant



"=

to an Investment Agreement of even date herewith (the "Invest-

ment Agreement"), between Narragansett and the Corporation; and

WEEREAS, the parties believe that it is in the best
interest of the Corporation, the Individual Stockholders
and Narragansett to make provision for (a) the future disposi-
tion ¢f the shares of capital-stock of the Corporation and
(p) other matters relating to the governance of the Corpora-

tion; and

WHEREAS, the terms "Stockholder" or "Stockholders”
shall include Narragansett, both Individual Stockholders and
any future holder of the Common Stocck of the Corporation;

and

WHEREAS, the Corporation is organized as a "close
corporation” pursuant to the provisions of Section 7-1.1-51

of. the Rhode Island Business Corporation Act.

NOW, THEREFORE, in consideration of the premises
and of the mutual premises herein contained, the parties

hereto agree as follows:

1. RESTRICTIONS DURING LIFE; CORPORATE ACTION

1.1 Notwithstanding any other provisions of this

Agreement, no Stockholder may sell or transfer any shares



of Commoen Stock of the Corporation to any person, firm or
corporation unless the transferee has been approvad Dby the
3gard of Directors of the Corporation, which approval shall
not be unreasonably withheld, provided that the Indivicdual
Stockholders may at any time and from time to time transfer
any shares of Common Stock to his or her spouse Or children
{or to trusts f£or the benefit of such spcuse or chiidren),
which shall ingclude transfers oy devise or begquest, Lf such
transferees shall have agreed in writing to be bound by the

terms hereof.
1.2 No Stocknolder shall transfer any shares of

Common S5tock of the Corporation to any person, firm or cor-
poration unless such transferor shall nave first made the
offer to sell reguired by Section 2 hereof or except as
otherwise herein provided, provided that the Individual
Stockholders may at any time and from time to time transfer
any shares of Common Stock to his or her spouse or children
{(or to trusts for the benefit of such spouse or children),
which shall include transfers by devise or begquests, L1f such

transferees shall have agreed in writing to be bound by the

terms hereof.
1.3 The Corporation, by its execution of this

Agreement, agrees that it will not cause or permit the
transfer of any Common Stock of the Corporation to be made
on its books except in accordance with the terms of this

Agreement.



1.4 The Corporaticn shall not issue anv of its
authorized and unissued shares of Common Stock, or any
shares of Common Stock held in the treasurv, or any secur-
ities convertible into shares of Common 3tock carrying a
right to subscribe to or acquire shares of Common Stock
unless each of the then holders of the oﬁtstanding snares of
Common Stock cf the Corpofation shall nhave been afforded the
opportunity, upen no less than twenty {20) days prior written
notice, to acquire, upon the same terms and conditions as
the proposed issuance of such shares or other securities,
as shall be necessarv to permit such hcolder to maintain his
percentage ownership of the outstanding Common Stock of the
Corporation {provided that shares of Common Stock issuable
upon thsz conversion of other outstanding securities or
pursuant to rights exercisable by the holder of anv other
outstanding securities shall be included withiﬁ the outstand-
ing Common Stock of the Corporation) existing immediately
prior to such issuance.

1.5 The Corporation, by its execution of this
Agreement, agrees th;t during the term hereof, it will not
issue, whether by original issue or in connection with the
sale of Common Stock now or hereafter held in the Corpora-
tion's treasury, or in connection with any transfer, any
Common Stock, except in accordance with the terms of this

Agreement and unless the purchaser or transferee of such




stock shall have agreed in writing to be bound by the terms
hereof.

1.6 1In the event that any holder of either class

f Common Stock acquires any shares of the other class éf

Common Stock of the Corporation, such holder may at any time
following such acquisition exchange all or any part of such
shares of the acquired class of Common Stock for an equal
number of shares of the class of Common Stock held by such
holder prior to such acguisition.

1.7 Each Stockholder consents to and approves of

the organization of the Corporation as a "close corporation”

as defined above.

2. RIGHTS OF REFUSAL.

2.1 No Stockholder shall sell or otherwise dispose
of or transfer {(wnich shall include without limitaticn,
transfers by way of gift, bequest or by operation of law)
any Common Stock in the Corporation, whether presently owned
or hereafter acquired by purchase from another Stockholder
or by stock dividend,. split up, combination, reclassification,
reorganization, consolidation, or merger, or any interest
therein including, without limiting the generality of the
foregoing, by exchange, gift, pledge, hypothecation or other-
wise, during his lifetime, except in accordance with the
specific terms of this Section as follows:

(a) In the event that any Stockhclder (hereinafter



sometimes referred to as the "offeror"} desires to séll or
transfer all or any portion of the Common Stcck owned by him,
he shall first deliver to the Corporation and toc each other
Stockholder a written notice (thé "Notice") specifying the
name and address ¢f the proposed purchaser or transieree of
the shares (hereinafter sometimes referred to as the "proposed
Purchaser"), the identity and total number of such Common
Stock which the Offeror then desires to sell or transfer to
said Proposed Purchiser {(the "Offerad Shares"), the price

at which the Stockholder proposes to sell the Offered Shares
to the Proposed Purchaser ({(or, if the transfer does not involve
a sale, the nature of the proposed transfer) and stating that
the Corporation has the right to purchase all but not part

of the Qfferad Shares at said orice in accordance with the
terms and provisions of tnis Agreement.

(b) Durirg the 30-day period following receipt of
the Notice, each of the other holders of Commen Stock of the
same class as the Offered Shares shall have the right to
gurchase, at the price hereinafter specified, before the same
shall be transferré&vto any cther party, that proportion of
the Offered Shares as {i) the number of Common Shares of
tne same class then owned by such holder bears to, (ii) the
total number of Common Shares of such class then issued and
outstanding less the number of the Offered Shares and less

those of holders of such class of Common Stock who do not



elect to purchase any of the Offered Shares; provided, how-
aver, that each of the Stockholders to whom such shares are
offered shall be required to purchase his entire proportion
of said shares or none of the shares. Any Stockholder =lecting
to purchase thé Of fered Shares shall be given written nctice of
his election to the Corporation and to the Offeror during the
JO0-day peried.

{c) In the event that the other holders of Common
Stock of the same class as the Offered Shares do not elesct
to purchase all of the said Common Stock, then sach holder
of the other class of Common Stock shall have the right, £for
a period of 15 days after the expitation of the 30-day
period specified 1in Paragraph (b]iabove, to purchase, at
the price hereinafter specified befors the same mav be scld
or transferred by the Offeror to any other varty, .that
preoportion of said shares not ourchased by the Stock-
holders o0f the same class as (i) the number of Common Stock
cf such other class then c¢wned by such holders bears to
(1i) the total number of Commcn Stock of such other class
then issued and outstanding less the number of shares owned
by holders of such other class of Common Stock as do not
elect to purchase any of the Offered Shares. Any Stockholder
electing to purchase the Offered Shares shall give

written notice to the Offeror and the Corporation of such



election to vurchase the Offered Shares within the l53-day

pericd.

{d) 1In the event that neither the Shareholders
of the same class of Common Stock as the Offered Shares or
of the other class of Common Stock elect to purchase all of
the said Offered Shares, then the Corporation shall have the
right, for a period of 15 days atfter the expiration of the
period specified 1in paragraph (c) above, to purchase all
of the Offered Shares at ‘'the price hereinafter specified
before the same may be sold or transferred tc any other
party. The Corporation shall give notice in writing to
the Offeror of such election to purchase the Qfferad Shares
within zhe 1S5-day period.

{e) IE the Offered Shares have not beén purchased
by Stockholders of the same class as the Common Stock being
offered for sale, or by the Stcckholders of the other class
of Common Stock or by the Corporation, then the Offeror shall
nave the right for a period of 60 days after the expiration
cf the 15-day period.provided in Paragraph {(d) above, to
transfer said shares to the Proposed Purchaser at the pDrice
specified in the Notice. If for any reason the shares
offered for sale are not sold to the Proposed Purchaser
within such period and at such stated price, the provisions
of this Agreement shall continue to be applicable to said

shares.




(f) Sharss sold to a Proposed Purchaser pursuant
to the provisions of Subsection {e) above, shall continue
to be subject to the provisions of this Agrsement, and the
Corpecration shall not be obligated to issue any shares of
Common 3tock in the name of such Proposed Purchaser unless
and until he shall have agreed in writing to become bound by
the terms hereof.

(g) The purchase price for thne Offered Shares shall
be the price set forth in the Notice i1f the Offerad Shares
are to be sold, and if the Offeror proposes to transfer his
shares by éift or by any other transfer not involving a sals,
then the purchase price per share shall be the Corporation's

average consolidatad net worth according to the books of the

the

n

Corporation as shown on its books at the end ¢f =ach o
two fiscal quarters preceeding the closing date of a given
purchase, determined in accordance with generally accepted
accounting principles consistently applied, divided by the
total number of shares of Class A and Class 3 Commen Stock
issued by the Corpqggtion and outstanding on such cle¢sing
date. The financial statements of the Corporation shall be
final and binding in determining the price to be paid for
the Common Stock pursuant to this Section,.

(h) Upon acceptance by a Stockholder or the Cor-

poration of the offering Stockholder's cffer to sell his
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Common Stock, the purchasing Stockholder or the Corporation
shall be obligated to tender payment for the shares at the
offices of the Corpbration at 11:00 a.m. on the tenth (1l0th)
business day following acceptance of the offer and the
offering Stockholder shall be obligated to tender, at the
same time, delivery of the Common Stock being sold with
proper =ndorsements for transfer.

(i) For purposes of the provisions of this

R
Section 2.1, all shares of the Corporaticn's common Stock
held by Narragansett shall be deemed to be of Class B
Non-Voting Common Stock, and notwithstanding a conversion by
Narrangansett of all or any vart of their Class 2 Non-Veoting
Common 3tock to Class A Common Stock, the Individual Share-
holders shall continue to have the same rights of first
refusal given under this Section 2.1 as respect to the Class
A Common Shares held by such Individual Shareholders or held
by thei: spouses or children or trusts £or the kenefit of
their children, if such transferees have agreed in writing
to be bound by the terms hereof.

2.2 The purchabe price for the Common Stock to be
purchased and sold in accordance with this Secticn 2, shall,
unless otherwise agreed in writing by the parties to such
transaction, be paid either (a) in cash or by certified check

at the date of the closing, or (b) if the Corporation is the
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purchaser of such Common Stock, and s¢o elects, by the payment
of one-fourth of such amount in cash or by certifiad check

at the closing, and by the delivery of the Corporation'’s
Promissory Note issued to such seller in the amount of the
remainder'of said purchase price, which note shall be payable
as to principal in three (3) equal successive annual install-

ments commencing one year from said closing, and shall bear



11

interest at a rate of seven percent (7%) per annum, payable
guarterly in arrears. The Corporation shall have the right
to prepay without penalty, at any time after the end of the
calendar vear in which any such note is issued, the principal
of sald note in whole or in part. Said note shall Dbecome
immediately due and payable in full without notice or demand,
at the option of the holder thereof, if default should be
made in the payment when due oi any princibal or int=rest
thereunder or upon the termination of existence of the
Corperation, the making of an assignment for the benefit of
creditors by the Corporation, the institution of bankruptcy.
reorganization, liguidation or receivership proceedings oV
or against the Corporation, or the sals of all or substan-
tially all of the assets of the Corporation.

2.3 So long as any vart of Promissory dNotes of the
Corporation delivered pursuant to Section 2.2 of this Agree-
ment or Section 8.l{e) of the Investment Agreement remains
unpaid, the Corporation shall not, without the prior written
consent of the holder of each such Promissory Note unpaid:
(a) increase the compensation of its exacutives &ty more than
normal and reasonable amounts, (b) declare or pay dividends
on its Common Stock, (c) reorganize its capital structure <r
merge or consolidate with any other corporation, or (d) sell

any of its assets except in the reqular course of business.



Sc long as any such Promissory d¥ote remains unpaid, the holder
of each such Promissory Note shall have the right to examine
the boo0ks and records of the Corporation from time to time
and receive coples of all accounting reports and tax returns
prepared fcr or on behalf of the Corporation. If the Cor-
poration breaches any of its obligations under this Section,
the holder of sach such Promissory dNote, in addition to any
other remedies available, may elect to declare the antire.
unpaid balance of any such Promissory Note due and payable
forthwith notwithstanding the terms thereof.

2.4 Whenever the Corporation, pursuant to this
Agreement, shall be require& to purchase shares of the Commen
Stock of the Corporation, each Stockholder or the personal
representative of any decedent shall do all things and
execute and deliver all papers as may be necessary to con-

summate such purchase.

3. REGISTRATION OF STOCKHOLDERS' SHARES.

If at any time or times after the effactive date

- -

hereof the Corporation intends to file a Registration State-

ment on Form S~1 (or other form permitting a public offering

of Common Stock of the Corporation) with the Securities and
Exchange Commission (the "Commission"), the Corporation shall

notify each of the Stockholders at least thirty (30) days
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prior to each such filing of its intention to file such a
Registration Statement. Such notice shall state the number
of sharss proposed to ke registered tnereby. If 3 Stockholder
notifies the Corporation at least ten (10) days before the
£iling of s=ach such Registration Statement of its desire to
have included in the Registration Statement any of the shares
of Common Stock held by him, then the Corporation shall in-
clude such shares Iin the Registration Statement. Each Stcck-
holder shall bear his pro rata share of the expenses of any
Reglstration Statement under which any of his shares arz
registered pursuant to this Section 10 based on the ratio
that the number of shares being registered thereunder for
him bears to the to&al number of shares being registered
thereunder, prdvided, however, that if such registration 1is
peing effected pursuant to the request of Narragansett under
Section 4.1 of the Investment Agreement, the axpenses of
such reglistration of the Stockholders' sharss shall be bhorne
by the Corporation. As used in this Section 3 the term
"expenses” of a registration shall mean the expenses disclosed
in Item 23 of Part II of the Form S-1 Registration Statemert,
or in a comparable section of any similar form permitcing a
public offering.

In the event that the underwriter or lead under-

writer selected by the Corporation nctifies the Corporation
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that it is willing or able to proceed with the proposed
offering only with respect to a smaller number of shares then
the total number ¢f shares proposed to be offered by the
Stockhalders and others, including the Corporation, proposing
to offer shares of Common Stock under such Registration
Statement, then the number of shares proposed to be offsred
by the Corporation, the Stockholders, and such others shali
be reduced pro rata in accordance with the number of shares

proposed te ne offered by each such offeror.

REGISTRATION OF SHARES B3Y NARRAGANSETT.

.

In the event that Narraganseti shall exercise 1its
tight to request a registration with the Commission of any
¢f the shares of the Corporation owned by MNarragansett, as
provided in Section 4 ¢of the Investment Agreement and shall
have cemplied with the provisions of Section 2 hereof, the
Stockholders  shall promptly take such measurss to vote
thelr respective holdings of the shares of capital stock of
the Corporation to _ take such action as may be appropriate or
necessary to accomplish such registration, including, bv
way of illustration and not by way of limitation, amending
the Articles of Incorporation to eliminate the classificatien

of shares ¢of Common Stock.
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5. VOTING OF COMMCN STOCK; CONVERSION.

5.1 Each Stockholder other than Narragansett
agrees that so long as the Corporation 1s indebted to Narra-
gansett, whether pursuant tc the Note or otherwise, or
Narragansett is the holder of any Common étock of the

Corporation:

(a) he will take all action as a Stockheclder
(including without limitation, voting his shares of Common
Stock), necessary or proper t¢ authorize and cause the
Corporatiocn te redeem shares of Common Stock ¢f the Corpora-
tion held by Narragansett, upon any reguest for such redémp—
tion made pursuant to Section 8.1 of the Investment Agreement,

and

(b) he will not vote nhis shares of Common Stock
in favor ¢f, or in his capacity as a Stockhoclder otherwise
consent to ¢r approve, any of the following actions without

the prior written approval of Narragansett:

-

(1) any amendment to the Articles of In-
corporation, including any termination of the Cor-

poration’s status as a "close corporation™ under
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Section 7-1.1-51 of the Rhode Island Business Cor-

poration Act; or

(ii) any material merger or consolidatlon of
the Corporation with any other corpcration or cor-

porations, any disposition of all or a material por-

tion of the Corporation's assets, or a material

‘acquisition by the Corperation of the stock or any

major portion of the assets of another corporation,
or any other material action requiring consent or

approval of the stockholders pursuant to the

Rhode Isiand Business Corporation Act. As useg

herein, an action shall be deemed to De "material”
if at least 253% of the fair value of the. Corpora-
ticn's total assets are subject to the action, in
the case of a disposition of assets, or 1f the total
assets of the other party or parties to any merger,
censolidation or acquisition exceed 25% of the

fair value of the Corporation's total assets.

5.2 Each Individual Stockholder agrees that, if:

(a) Prior to payment in full of any indebtedness

of the Corporation to Narragansett, an "Event of Default”,
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as defined in the Invastment Agreement, as the same may be

amended from time to time, shall occur and be continuing; or

(b) At any time, the Corporation or any of the
individual Stockholders shall have breached any of their
respective obligations hereunder, which breach has not teen

cured within 10 days after notice theresof from

Narragansett;

then, and in every such event and at any time thereafter
during the continuance of the event, the Individual Stock-
holders, upon receipt of written notice from Narragansett,
shall take action necessary to have the By-laws of the Clorpe-
ration amended by vote of the Stockholders t¢ provide that

the Board of Directors of the Corpcration shall be fixed at

a numper sufficient to create as many vacancies on the 3oard
as are requlred to permit the 2lection of new Directcrs such
that a majority of the Board of Directors shall be persons
designated by Narragansett; and the Individual Stockhelders
hereoy further agree” that they shall take all necessary action
to carry cut the terms of this Section 5.2, including, without
limitation, the voting of their shares of the Common Stock of

the Corporation to amend the By~laws of the Corporation and to
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elect new Directors designated by Narragansett as socn as
legally permitted under law and the Corporation's Certificate
of Incorporation. Said change in the Board of Directors shall
pontinue until the next annual meeting of Stockholders of the
Corporation that takes place at a time when none of the events
described in subparagraphs (a) and (b) of this Section 5.2

shall nave occurred and be continuing.

5.3 Each Individual Stcckholder agrees that IL,
after payment in full of any indebtedness of the Corporation

to Narragansett, the Corporation:

(a} 1s not fully complying with the provisions,
as such provisions were applicable prior to payment of
indebtedness, of Sections 6.1, 5.2, 6.3, 6.4, 6.9, 6.11(i})~-
ii), 6.14, 7.7 and 7.10 of the Ihvestment Agreement, each

as appropriately modified;

{b) has not given prompt written notice to
Narragansett of any @efault with respect to any indebtedness
of the Corporation far borrowed funds in excess of $50,000
in principal amount, or 1f the maturity cf such indebtedness
shall have Dbeen accelerated;

(c} has failed to maintain working capital, as _
defined in Section 6.8 of the Investment Agreement, of at

least $1,000,000;
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(d) has failed to maintain net wortn, consisting
of toral assets less total liapilities, determined in accor-
dance with generally accepted accounting principles consist-
ently applied, at least equal to the consideration received
oy the Corporation with respect to the issuance of its then
outstanding capital stock, plus 50% of the original principal

amount of the Note;

(2} has directly or-indirectly (i) sold, leased, or
otherwise disposed of any matesrial portion of its properties,
assets, rights, licenses or franchises, except in the ordinary
course of business, (il) entered into any material agreemenct
of merger, consolidation, or reorganization with any other
corporation, except with a subsidiary, or (1iii) disposed of
any material amount of the capital stock of any subsidiary, or
permitted a subsidiary tc dispose of any material amount of
its capital steck. As used herein, an action will not be
considerasd "material" if it does not alter the character of
the principal business activity of the Corporation; in the
case of a dispositi;n of any vproperties or stock, the items
disposed of have a fair value of lass than twentv-five per-

cent (25%) of the total assets of the Corporation, in the

case of a merger, consolidation or reorganization, the total
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assets of the other parties thereto are less than twenty-five
percent (25%) of the total assets of the Corporation; and all
such actions are effected in arms-length transactions enterad
into in good faith for fair consideration;

(f} has made any loans or advances tc any persons
in excess of an aggregaﬁe of $50,000 outstanding at. any one
time;

(g) has declared or paid dividends, or made any
other distributions {whether by reduction of capital or
otherwise) with respect to its capital stock, or purchased
or redeemed any of its capital stock, except on a pro rata
basis with respect to all outstanding Capital Stock, including
the capital stock neld by Narragansett;

(n) in any Eiscal year, has made capital expendi-
tures or commitments therefor in excess of Fifty Thousand
Dollars ($50,000) for any one item or related group of items,
and Two Hundred Fifty Thousand Dollars ($250,000) in the
aggregate for all items; !

(i} has paid compensation, oy wav of salary, bonus,
fees, guarantees or other remuneraticn (except for reasonable
fringe benefits) which in the aggregate exceed the larger of
(i) Fifty Tﬁousand Dollars ($50,000) each in any fiscal year

in the case of Boren and Doermer and Seventy Theousand Dollars



21

($70,000) in the case of any other employee, or (ii) an amount
equal to the compensaticn paid to such emplovees during the
last fiscal year in which the Note was outstanding plus an
amount =qual to the change in the Consumer Price Index for

the Chicago metropolitan area from the year in wbich the MNote
was paid in full to the then current vear;

{(j3) has permitted any of the events listed in
subparagrapns 9(b), 9(c) and 9(d) of the Investment Agreemgnt
;o occur orovided that the amount of Fifteen Thousand Deollars
($15,000) set forth in subparagrapn 39(d) of the Investment

Agreement shall be increased to Fifty Thousand Dollars ($50,000);

then, and in every such event and at any time thereafter, the
Individual Stockholders, upon receipt of written notice from
Narragansett, shall take action necessary to have the By-laws of
the Corporation amended by vote ¢f the Stockholders to provide
rhat. the Board of Directors of the Corporation shall be fixed

at a number sufficient to create as many vacancies on the Board
as are required to permit the electlon of new Directors such
that one-half of the Bcard of Directors shall be gersons de-
signated by Narragansett; and the Individual Stockholders

hereby further agree that they shall take all necessary action

to carry out the terms of this Section 5.3, including, without

limitation, the voting of their shares of the Common Stock of
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the Corporation to amend the By-laws of the Corporation and
to elect new Directors designated by Narragansett as s500n as
legally permitted‘under law and the Corporation’s Certificate
of Incorporation. Said change in the Board of Directors shall
continue until the next annual meeting of Stockholders of the
Corporation that takes place at a time when none of the events
described in Section 5.3 shall have occurred and be continuing.
. 5.4 Notwithstanding any other provisions hersof,
Narragansett may at anv time, effective uponlwritten notice
to the Corporation and the Individual Stockholders, irre-
vocably waive (elther temporarily or vermanently) compliance
by the Corporation or either of the individual Stockholders
with any of the orovisions of this Section 5, oOr irrevocably
modify any of such srovisions to terms mors favorable to, or

less restrictive upon, the Corporation and the Individual

Stockholders.

8. ENDORSEMENT ON STOCX CERTIFICATES: APPROVAL OF
ARTICLES AND BY-LAWS.

Each certificate representing shares of Common Stock
of the Corporation now or hereafter held by each Stockholder
shall be stamped with a legend in substantially the following
form:

The transfer and the voting of the shares of stock
represented by the within certificate 1s restricted
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under the terms of a Shareholders' Agreement among

the Corporation and its stockholders, a copy of wnich

is on file in the office of the Corporation.
Each Stockholder represents and agrees that he has been fur-
nished with, has carefullv ravieswed, and approves of the pro-

visions of the Articles of Incorporation and By-laws of the

Corporacion presently in effect.

7. NOTICES.

Any and all notices, designations, consents, offers,
acceptances, or any other communication grovided for herein
shall be given in writing by registered or certified mail
which shail be addressed, in the case of the Corporation, o
Western-—-Cullan-Hayes, Inc., 2700-40 West 36th Place, Chicago,
Illinois 60632, Attention of the President, with copies <o
Thomas ©. Logan, Esg., Rothberg, Calimeyer, Fruechenight &
Logan, Madison Bank Building, Fort wayne, Indiana 46802, and
Robert S. Davis, Esg., Edwards & Aangell, 2700 Hoscital Trust
Tower, Providence, Rhode Island 02903; in the case of each
Individual Stockholder, to his address appearing on the
stock books of the b;rporation or nls residence or tc such
other address as may de designated by nim; and in the

case of Narragansett, to 40 Westminster Street, Providence,

Rhode Island 02903, attention of the President.




24

8. INVALID PROVISICON: UNDERTAKING OF PARTIES.

8.1 The invalidity or unenforceability of any
particular provision of this Agreement shall not affect the
other provisions hereof, and the Agreement shall be ccnstrued
in all respects as Lf such invalid or unenforceabls provi-
sions were omitted. |

8.2 It is the intent of the parties that this
Agreement shall bind the Stockholders with respect to the
disposition of Common Stock and actions taken by the Stock-
hoiders in'connection with the governance of the Corporation.
Unless specifically zrovided, the terms and conditions of the
Agreement constitute zand shall be construed to be obligaticns
of the Stockholders to one another and not as independent
undertakings of the Corgoration.

9. SPECIFIC PERFORMANCE.

It is agreed that the parties hereto may have

specific performance as a remedy for the enforcement hereotf.

10. AMENDMENT; WAIVER; GOVERNING LAW.

10.1 At any time there is no outstanding indebtedness
of the Corporation to Narragansett this Agreement may be al-
tered, amended or terminated only by written instrument signed
by the Corporation and by the holders of at least 66-2/3%
of the outstanding shares of Capital Stock of the Corporation,

provided that no such amendment, alteration or termination shall
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materially adversely affact the rights of any shareholder
which have accrued orior te the effective date of such
amendment, alteration or termination without the consent of
such sharenolder. If the Corporation shall be Indebted zo
Narragansett, in addition to the requiremencs and subject to
the condition contained in the preceeding sentence, this
Agreement may be altered, amended or terminated only with
the written consent of Narragansett.

10.2 This Agreement shall be governed bv and con-
strued in accocrdance with the laws of the State of Rhode

Island.

1i. CONFLICT.

Iz is the intent of the parties that in the event
of any conflict between the provisions of this Agr2ement ang
the Certificate of Incorporation or By-Laws of the Corpora-
:ion,.the crovisions of this Agreement shall be deemed to
govern, and the Stockholders agree to make their best efforts
necessary to cause such Certificate of Incorporation or
Bv-Laws to be amendéd to provide for terms and condi:tlions

substantially similar to those contained in this Agreement.

12. DIRECTION TO PERSONAL REPRESENTATIVES.

Bach Stockholder agrees that in any last will and
testament prepared after the date hereof nhe will direct his

executor or any administrator of his estate with will
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annexad to carry out all of the provisicns of this Agreement,
but Faiiure so to direct shall in no way affact the validity

of this Agreement.

13. TERMINATION.

This Agreement shall terminate (1) in the event of
the bankruptcy or insolvency of the Corporation, (Li) as %o
any Stockholder, by the sale of all of nis or its stock in
the Corporation in accordance witi thg_provisions cf this
agreement, (iii) twency {20) vears from the date nereof

ame for an additional

1]

unless all parties hereto rasnew the

data oF

1
(D

term specified in writing, or (iv) upon the effectis

a pubiic offering of the Corporation's stock registerad with

the Commission.

14, GSUCCESSICN.

This Agreement shall be binding upon and shall inure
o the benefit of the parties hereto and thelr respective
heirs, executors, administrators, successoré and assigns,
and the parties hereto and said heirs, executors, administra-
tors, successors and assigns adree Lo execute any lnstrument

which may De necessary or proper to carry out the purposes

and intent hereof.

IN WITNESS WHEREOF, the Corporation and Narra-

gansett have caused this Agreement to be signed by its duly



authorized officers and sacn Individual Stockholder has hers-

ento set nis hand and seal, all as of the day and vear first

above written.

ATTEST:

/s/ Thomas D. Logan

/s/ LaRita R. Boren

Assistant Secretary

ATTEST:

/s/ Harvev J. Sarles

LaRlta R. Boran

/s/ Richard T. Doermer
Richard T. Doermer

WESTERN-CULLEN-HAYES, INC.

By /s/ LeLand E. 3oran

NHARRAGANSETT CAPITAL CORPORATION

§-
a
(it
b
D

By /s/ Arthur D.

President

END




