PLAINTIFF’S EXHIBIT

MAR-315

_ HEADS OF AGREZMENT

TURNER & NEwaLL LIHIngTigg“MARSMONT CORPORATICN

May 10, 1977

The following summarizes the principal terms and conditions of
the proposed acuisition by Turner & Newall Limited, a U.K. company,
through a wholly owned U.S. subsidfary (Tlh). of an 80 percent fntarest
{n cartain specified assets of Maremont Corporation, a Oelaware corpera-
tion (mM;, wused {n M's friction matertal, breke and Leland and HelJy
Duty operations, It 1s'the understanding of the parties that the trans-
action s sudject to the approv,l of the hoards of Dirsctors of bc;h
parties anc to the execution of definitive agreements between ihe parties
containing appropriate terms, cqnditions. represeqtatioqs, warranties
and covenants as su:ﬁarized {n this merorandum. ’ e

1. OQOroanization of New Corporatfon. The parties will cause

to be organized a new Delaware corﬁoration (N) to acquire the assets and
assume the 1{adbilit{es speciffed in the acquisition agreenent. . 8C
percent of the {ssued and outstanding capital stock of h s to be held
{nitially by TEN and 20 percent by M. Cost of organfzation of ¥ will be
borne by N. , . .

2. Capitalizatfon of N. Subsequent to the {ni¢fal contri-
butfon-of capital by M and TiN, the parties uil] use-gheir_btst efforts
to rafse ad¢!tional funds nesded to operate the business of y for ke

first five years through debt fi{nancing rather than equity financing. M

will not be required to contribute additiona! equity cr debt subsequent
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to completion of the {nftfal capitalizision arrangements. In the event
that additional equity capita) is {ssued which reduces M's interest fn X
to less than 15 percent, and M does not wish to purchase additional

equity 1n‘n. M may thereafter require TAN to purchase its stock in N at

<- net book value per share in accordance with the terms of paragraph 8.
herein. .
3. €losing Date. The closing will take place fn Chicagoe,
I11inois on June 30, 1977, or at such other date and place as may be
ﬁ mutually agreed to by the partfes,

4, Purchase Price. The purchase price will be an amount

equal to the net book value on the closing date of the assets to be .
acquired less the l{abil{ties assumed and Iess caleulated 1n
sccordance with the principles set forth in the agrtgment. as summarized
herein. N 2111 pey on the closing date 20 percent of the purchase price
to H {n the form of 20 percent of the shares of capital stbck o( N TaM
will cause i to pay 80 percent of the purchase price {n cash as follows:
m on the clcsing. date.Mon December 31, 1977 and the ,
balance within seven days of completion of the audits’ referred to in
parsgriph 15 hereof or ninety diys from the closing date, whichever s
eariier. In the event the audits ase not completed withia ninety days,
the balance payadble by N will be based on the estimated net book value
(. set forth in the agreement, and provisfon will be made for subsequent
adjustment of the purchase price based on the results of the audits.
5. Aggggi. Excapt s othcrwfie sp|c¥ffod. N will acquire all

assets of M associated with M's frictfon materfal, brake and Leland and
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Heavy Outy oferations, including but =< 1imited to fnventory, accounts
recefvadle, fixed zssets, cash, prepaid expenses (including ;rcp‘id
fnsurance, prepaid rent and vendor prepaymants), which assets will be
identified in the agreement. N will not acquire assets which under the
terms of on-going arrangements have been transferred to other divisfons (::::::::::..
of M (e.g., brake shoes {n custody of M's Worldparts Division), assets
used by M jointly in the operations being sold and operations being
retained, accounts receivable from Sears, and the credit balance in M's
operating bank account,

6. Liabilities.

(a) N will assume specified 1{abil{$fes of M |x1s£1nq 4t the
closing date assocfated with M's friction materdal, brake, Lelind
and Heavy Duty operations, {ncluding (1) accounts payable, ({1)
accrued expenses cansisting of peyroll withholdings, accrued pay-
roll, accrued taxes, accrued vacation pay at the Paulding facility
and accrued managerent and saies bonuses, ({11) aczrued expenses
with customers consisting of credits for certain nondefective
merchandise returns, warranty claims and cash discounts, (1v).al1
1fabi1{t{es used {n the determination of the purchase price, (v}
all ldabilities under leases, contracts and other agreements of M
to be assigned to N, (vi) a1l Tfabflities far N's pro rata share of
.real cseati and personal property taxes dus after the closing data,
and (vi1) all 1Mabilities and cbligations under outstanding purchase
orders and commitments. X will assure no 1fabil{ities other than

those specified in the agreament.

3.
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(8) M will retafn 11adbili=  “or al} 14abil{ties other than
those ae€ specifically assumed by K.

7. Book Value. Book value of the assets bdeing acquired and
the 1fabilities befng assumed will be detarmined on the basis of gener-
ally accepted accounting principles consistently applied by M as modi-
fied by the provisions of the sgreement with respect to {nventory, pree
paid expenses, accrued employee benefits, customer credits and net fixed
assets.

8. Rights of Shareholders. A separate sha-sholdsers 2qraement

will be executed between the parties relating to the following matlers,
amerng others. M will be entitled to one representative on the Bcard of
Ofrectors of N, so long as 1t retaing & 15 percent equity fnterest tn N,
M can require TIN to purchase its stock of N at current book value per
ghare {{) {f the book value per share of } falls below 75 percent of the
book value per share on the closing date or (11) upon the completion of
the five yeir period following the closing date or at any time thereaft:rf
T3l can require M %o sell to T&N its stock of X during the five year

perfod foilowing the closing date at_Current book value per share or

book value ser ‘share at the clostng date, whichever {s higher. In aach

of inc’farcqofnq cases, the rights of purchase and ;alo'ro?arrcd %o,
“above may only be exercised upon thirty days written notfce to be given
during the §l1¢ndar month of ﬂir;h in any yar, and current book value

per share shall Be cetermined on the basis of the audited financial
stacements & of Decamber 31 of the preceding year. M will have the y

right to fnspect books, properties, etc., of ! at any time upon redsone

able notice %o N so long as M ratains a 15 percent fnterest {n H.°
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'9. Accounts Receivable. £--sunts recefvable other than from

employees will be purchased by N at face value 4t the c!ésfng dats,
Unless otherwise {dentified, future payments received ffom customers
will be appifed first to the balances outstanding on tne';1osing date.
During the period 91 days to nine months following the cldsing dltl: M
and N will jointly attempt to resalve disputes and other uncollected
balances. At the end of nine months, M will buy back uncollected balances
st face value. N will purchase employee accounts receivable at the close
ing at face value, not to excead m
10. Inventory. A physical {nventory will be taken as.of the
c1os1ng:datn. faventory will be counted and valued at M's 1§77 standard
cost. The techniques described in M's Division Accounting Policy, a
copy of which has been pruvid;d ta TN, will be used to bring {nventory
values to FIFO cost and to determine the reserve for excass and obisc-
lTescence. H will guarantee to recover from Sears within one year the
full cost of iny excess {nventory uniq&o to Sears existing at the closing
date. ) ' '
11, Covcnlnts of M.
. e a) N yill use ts best efforts for three yeurs ta preserve

the oxisting relatfonship with Sears &5 descrided in materfal fur-
nished to T&N dn Exhibit I11-8.

(5) M will use fts best efforts for three years to praserve
for N the benefits of the favorable rates arising from the use of

the existing transportation network, s described in material

furnished to TN {n Exhibit 1I1-C.%.
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(€} M wil) supply N with a--sunting and EDP services at the
charges set forth {n Exhibit II1-0 furnished by M to TE&N.
(d) Mo use 1ts best efforts to include N fn M's group
{nsurance caverage for three yelri and to obtain transfers to N of
(. fndividual policies prlsent!} applicable to the operations being
acquired by N. .
(e) M undertakes to fulffl] the obligations with respect to
pension plans sat forth {n Exhibit [V<B furnished by M to TSN.
(f) M will use fts best cfforts £o secure lssignmcnts of the . -t

Teases relating to real property, trucks. traflers, and equfpnent.

union contracts and vendor contracts, referred to in Exhibit IVD,
relating to the operations being acjuired. In the absence of as-
signments of leases of real property, M covenants to subleass the
prenises to . '

(g) Add additional customary covenants.

12. Covenants ef TN,

' (a) During the three years fol?owing the closing date, TEN
w111 provide specified technical scrviccs to N at actual outeof-
s pccket cost and will charge no royalties to N. Subsequent to the
;thr|; year pcrtbd. TSN will charge ﬁ ? percent of sales of products
produced using T&A's processes. _
( | . (b) TEN undertakas %0 cause H to take prempt measures sube
sequent ta the closing date to discontinue the current wiste dise
posal system at the Paulding plant, 1nc?uding maasures 20 ¢lear or

cletn the site of the currant waste disposal ponds, 111 {n the
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ponds and cover with frash sofl - ~emove the existing wasta dise v
posal mounds. TIN undertakes to cause !l to ccmplate these reasures
no later than Cecamber 31, 1978.

(¢) Add customary additional covenants.

13. Certain Indemnification Arrangements. M will agree to ine

de=nify N for any losses suffered from (1) product 1{ability claims not
ccvered by Insurgnce &rising from products ;anufactured prior to the <::::j:::::.“
clesing date, (11) 1{abflities for claims from erployees not covered by
applicadle varkmen's compensetiaon laws for fnjury or disease arising
from conditions wrevailing prior to the closing date and (1{t) claims by
EPA, CSHA, or similar state or foderal agencies or by other persons
arising out of failure by M to have ccmplied prior to the closing date
with appliceble environmantal or safely r:§u1nt10ns relating %0 the use
of the waste disposal ponds and waste mounds in the current waste dise
posal systen at the Paulding plant, provided that such {ndemni{fication
shall not extend to losses suffered by N from clafms arising out of the
manner {n which the corrective measures referred to in paragraph 12(b)
are carried out.

14. Continuing Business Relationships Between‘H and M.

(a) .It 1s contemplatad that M will sell certain products.to N
frcm time to time {ncluding shock sbsorbers and pins aﬂd rollers.
The tarms of such sales will be governed for the three year perfod
following the cldsing by the principlas set forth fa Exhibit I1i-A
furnished to T&N by 11, subject to modification or ternfnasion on

six months prior written notice by H to N.
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(b) It 15 expected that N 1 sell certain products to M 8
frem time to time, including products for export through its Intere
natfonal Division and products’so!d through {ts Worldparss Division.

The terms of such sales will be governed for the three year period
following the closing date by the principles set forth {n Exhibit
I{I-A furnished to M by T&N, subject to modification or termination
cn six months priar written notice by N to M.

15, Audit at June 30, 1977, Haskins & Sells will undertake a

full audit of the balance sheet of the cperations being acquired as of
Jure 30, 1977, Arthur Andersen & Co. will review the determination of
the purchase price on behalf of M. The final purchase price will be
¢atermined on the basis of the audit and raview and the principles set
forth kerefn and {n the agreemaat. [n the event that Hasking & Sells
and Arthur Andersen are ynable to agree, & third {ndependent accounting
firm mutuatly acceptable ta the parties will be engaged to resolve any

differences.

15. Reoresentations and Warranties. Customary representations

" ang warranties by Seller and Buyer w11l be included {n the acquisition
agreament, 1nc1ud1nq those relating to {ncorzoration and good standing;
no viclation of agreements or instruments as a result of sale or purchase;
title to assets being sold free and clear of iens; no 1itigation,
pending claims, stc. rtlaiing to assets being sold; seller to continue
to operat; tusiness fn normal course; leases, contracts, etc.; all due

corporata authorfzaition of the transaction, ete.

L e B T
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17, Conditiens of Clesing.

(a) Approval by Bosrds of Directors of M and Turner and
Newall Limited.

(b) Recefpt of any necessary approvals, {ncluding formal
approval by Bank of England of TIN'S purchase.

(e) Receiét of legal copinfons covering custcmary matters to be
specified in acquisition agrecment,

Tha foregoing is exccutod by the undersigned on the 1Cth day

of May, 1977,
MAREMONT CORPORATION

By W/ T R lr s J&

TURNER ANO NEWALL LIMITED

By 21 Fivas.  ANea

9.
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