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CARLETON S. FIORINA
Chairman and [HP LOGO]
Chief Executive Officer

To our Shareowners:

I am pleased to invite you to attend the annual meeting of shareowners of
Hewlett-Packard Company to be held on Friday, April 26, 2002 at 2:00 p.m. at the
Flint Center located at 21250 Stevens Creek Boulevard, Cupertino, California.

Details regarding admission to the meeting and the business to be conducted are
more fully described in the accompanying Notice of Annual Meeting and Proxy
Statement.

Your vote is important. Whether or not you plan to attend the annual meeting, I
hope you will vote as soon as possible. You may vote over the Internet, as well
as by telephone or by mailing a proxy card. Voting over the Internet, by phone
or by written proxy will ensure your representation at the annual meeting if you
do not attend in person. Please review the instructions on the proxy card
regarding each of these voting options.

Thank you for your ongoing support of and continued interest in Hewlett-Packard
Company .

Sincerely,
/s/ Carleton S. Fiorina
2002 ANNUAL MEETING OF SHAREOWNERS
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HEWLETT-PACKARD COMPANY

3000 HANOVER STREET

PALO ALTO, CALIFORNIA 94304

NOTICE O

TIME AND DATE

PLACE

ITEMS OF BUSINESS

ADJOURNMENTS AND
POSTPONEMENTS

RECORD DATE

MEETING ADMISSION

(650) 857-1501

F ANNUAL MEETING OF SHAREOWNERS

2:00 p.m. local time on Friday, April 26, 2002

The Flint Center
21250 Stevens Creek Boulevard
Cupertino, California

(1) To elect directors.
(2) To ratify the appointment of independent auditors.
(3) To consider and vote upon a shareowner proposal entitled "China

Business Principles."

(4) To consider and vote upon a shareowner proposal entitled "Repor
on Producer Responsibility for Product Take-Back and Recycling.

(5) To consider such other business as may properly come before the
meeting.

Any action on the items of business described above may be considere
at the annual meeting at the time and on the date specified above or
at any time and date to which the annual meeting may be properly
adjourned or postponed.

You are entitled to vote only if you were a holder or joint holder o
HP common stock at the close of business on March 18, 2002.

You are entitled to attend the annual meeting only if you were an HP
shareowner or joint holder as of the close of business on March 18,
2002 or hold a valid proxy for the annual meeting. You should be
prepared to present photo identification for admittance. In addition
if you are a record holder or hold your shares through HP's TAXCAP o
Share Ownership Plan, your name will be verified against the list of
record holders or plan participants on the record date prior to bein
admitted to the meeting. If you are not a record holder but hold
shares through a broker or nominee (i.e., in street name), you shoul
provide proof of beneficial ownership on the record date, such as yc
most recent account statement prior to March 18, 2002, a copy of the
voting instruction card provided by your broker or nominee, or other
similar evidence of ownership. If you do not provide photo
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identification or comply with the other procedures outlined above up
request, you will not be admitted to the annual meeting.

The annual meeting will begin promptly at 2:00 p.m., local time.
Check-in will begin at 12:30 p.m., local time, and you should allow
ample time for the check-in procedures.

VOTING YOUR VOTE IS VERY IMPORTANT. WHETHER OR NOT YOU PLAN TO ATTEND THE
ANNUAL MEETING, WE ENCOURAGE YOU TO READ THIS PROXY STATEMENT AND
SUBMIT YOUR PROXY OR VOTING INSTRUCTIONS AS SOON AS POSSIBLE. YOU MA
SUBMIT YOUR PROXY OR VOTING INSTRUCTIONS FOR THE ANNUAL MEETING BY
COMPLETING, SIGNING, DATING AND RETURNING THE PROXY CARD OR VOTING
INSTRUCTION CARD IN THE ACCOMPANYING PRE-ADDRESSED ENVELOPE, OR, IN
MOST CASES, BY USING THE TELEPHONE OR THE INTERNET. FOR SPECIFIC
INSTRUCTIONS ON HOW TO VOTE YOUR SHARES, PLEASE REFER TO THE SECTION
ENTITLED QUESTIONS AND ANSWERS BEGINNING ON PAGE 2 OF THIS PROXY
STATEMENT AND THE INSTRUCTIONS ON THE PROXY CARD OR VOTING INSTRUCTI
CARD.

By Order of the Board of Directors,
/s/ Ann O. Baskins

ANN O. BASKINS
Vice President, General Counsel and Secretary

THIS NOTICE OF ANNUAL MEETING AND PROXY STATEMENT AND ACCOMPANYING PROXY CARD
ARE BEING DISTRIBUTED ON OR ABOUT APRIL 4, 2002.

QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND THE ANNUAL MEETING
Q: WHY AM I RECEIVING THESE MATERIALS?

A: The Board of Directors (the "Board") of Hewlett-Packard Company, a Delaware
corporation (sometimes referred to as the "Company" or "HP"), is providing
these proxy materials for you in connection with HP's annual meeting of
shareowners, which will take place on April 26, 2002. As a shareowner, you
are invited to attend the annual meeting and are entitled to and requested
to vote on the items of business described in this proxy statement.

Q: WHAT INFORMATION IS CONTAINED IN THESE MATERIALS?

A: The information included in this proxy statement relates to the proposals to
be voted on at the annual meeting, the voting process, the compensation of
directors and most highly paid executive officers, and certain other
required information. Our 2001 Annual Report, which includes our 2001
Form 10-K/ A, is also enclosed.

Q: WHAT ITEMS OF BUSINESS WILL BE VOTED ON AT THE ANNUAL MEETING?

A: There are four items of business scheduled to be voted on at the annual
meeting:
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— The election of directors,
- The ratification of independent auditors,
— A shareowner proposal entitled "China Business Principles," and

— A shareowner proposal entitled "Report on Producer Responsibility for
Product Take-Back and Recycling."

We will also consider other business that properly comes before the annual
meeting.

HOW DOES THE BOARD OF DIRECTORS RECOMMEND THAT I VOTE?

Our Board of Directors recommends that you vote your shares "FOR" each of
the nominees to the Board, "FOR" the ratification of independent auditors,
and "AGAINST" each of the shareowner proposals.

WHAT SHARES CAN I VOTE?

You may vote all shares owned by you as of the close of business on

March 18, 2002, the RECORD DATE. These shares include (1) shares held
directly in your name as the SHAREOWNER OF RECORD, including shares
purchased through HP's Dividend Reinvestment Plan, HP's prior Employee Stock
Purchase Plan and HP's Direct Registration Service, and (2) shares held for
you as the BENEFICIAL OWNER through a broker or other nominee such as a
bank, including shares purchased through HP's 401 (k) plan, the Tax Saving
Capital Accumulation Plan ("TAXCAP") or the Share Ownership Plan.

WHAT IS THE DIFFERENCE BETWEEN HOLDING SHARES AS A SHAREOWNER OF RECORD AND
AS A BENEFICIAL OWNER?

Most HP shareowners hold their shares through a broker or other nominee
rather than directly in their own name. As summarized below, there are some
distinctions between shares held of record and those owned beneficially.

SHAREOWNER OF RECORD

If your shares are registered directly in your name with HP's transfer
agent, Computershare Investor Services Limited, you are considered, with
respect to those shares, the SHAREOWNER OF RECORD, and these proxy materials
are being sent directly to you by HP. As the SHAREOWNER OF RECORD, you have
the right to grant your voting proxy directly to HP or to vote in person at
the meeting. HP has enclosed or sent a proxy card for you to use.

BENEFICIAL OWNER

If your shares are held in a brokerage account or by another nominee, you
are considered the BENEFICIAL OWNER of shares held IN STREET NAME, and these
proxy materials are being forwarded to you by your broker or nominee
together with a voting instruction card. As the beneficial owner, you have
the right to direct your broker or nominee how to vote and are also invited
to attend the annual meeting.

However, since you are not the SHAREOWNER OF RECORD, you may not vote these
shares in person at the meeting unless you obtain a "legal proxy" from the
broker or nominee that holds your shares, giving you the right to vote the
shares. Your broker or nominee has enclosed or provided voting instructions
for you to use in directing the broker or nominee how to vote your shares.
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HOW CAN I ATTEND THE ANNUAL MEETING?

You are entitled to attend the annual meeting only if you were an HP
shareowner or joint holder as of the close of business on March 18, 2002, or
you hold a valid proxy for the annual meeting. You should be prepared to
present photo identification for admittance. In addition, if you are a
record holder or hold your shares through HP's TAXCAP or Share Ownership
Plan, your name will be verified against the list of record holders or plan
participants on the record date prior to being admitted to the annual
meeting. If you are not a record holder but hold shares through a broker or
nominee (i.e., in street name), you should provide proof of beneficial
ownership on the record date, such as your most recent account statement
prior to March 18, 2002, a copy of the voting instruction card provided by
your broker or nominee, or other similar evidence of ownership. If you do
not provide photo identification or comply with the other procedures
outlined above upon request, you will not be admitted to the annual meeting.

The annual meeting will begin promptly at 2:00 p.m. Check-in will begin at
12:30 p.m., and you should allow ample time for the check-in procedures.

HOW CAN I VOTE MY SHARES IN PERSON AT THE ANNUAL MEETING?

Shares held directly in your name as the SHAREOWNER OF RECORD may be voted
in person at the annual meeting. Shares held in street name may be voted in
person only if you obtain a legal proxy from the broker or nominee that
holds your shares giving you the right to vote the shares. EVEN IF YOU
CURRENTLY PLAN TO ATTEND THE ANNUAL MEETING, WE RECOMMEND THAT YOU ALSO
SUBMIT YOUR PROXY OR VOTING INSTRUCTIONS AS DESCRIBED BELOW SO THAT YOUR
VOTE WILL BE COUNTED IF YOU LATER DECIDE NOT TO ATTEND THE MEETING.

HOW CAN I VOTE MY SHARES WITHOUT ATTENDING THE ANNUAL MEETING?

Whether you hold shares directly as the shareowner of record or beneficially
in street name, you may direct how your shares are to be voted without
attending the meeting. If you are a shareowner of record, you may vote by
granting a proxy. If you hold shares in street name, you may vote by
submitting voting instructions to your broker or nominee. For directions on
how to vote, please refer to the instructions below and those included on
your proxy card or, for shares held in street name, the voting instruction
card provided by your broker or nominee.

BY INTERNET--Record holders of shares of HP common stock with Internet
access may submit proxies from any location in the world by following the
"Vote by Internet" instructions on their proxy cards. Most HP shareowners
who hold shares in street name may vote by accessing the website specified
on the voting instruction cards provided by their brokers or nominees.
Please check the voting instruction card for Internet voting availability.

BY TELEPHONE--Record holders of HP common stock who live in the United
States or Canada may submit proxies by following the "Vote by Phone"
instructions on their proxy cards. Most HP shareowners who hold shares in
street name and live in the United States or Canada may vote by phone by
calling the number specified on the voting instruction cards provided by
their brokers or nominees. Please check the voting instruction card for
telephone voting availability.

BY MAIL--Record holders of HP common stock may submit proxies by completing,
signing and dating their proxy cards and mailing them in the accompanying
pre—-addressed envelopes. HP shareowners who hold shares in street name may
vote by mail by completing, signing and dating the voting instruction cards
provided by their brokers or nominees
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and mailing them in the accompanying pre-addressed envelopes.
CAN I CHANGE MY VOTE?

You may change your vote at any time prior to the vote at the annual
meeting. For shares held directly in your name, you may accomplish this by
granting a new proxy bearing a later date (which automatically revokes the
earlier proxy) or by attending the annual meeting and voting in person.
Attendance at the meeting will not cause your previously granted proxy to be
revoked unless you specifically so request. For shares you hold
beneficially, you may change your vote by submitting new voting instructions
to your broker or nominee, or, if you have obtained a legal proxy from your
broker or nominee giving you the right to vote your shares, by attending the
meeting and voting in person.

AS A SHAREOWNER, WHO CAN HELP ANSWER MY QUESTIONS?

If you have any questions about the annual meeting or how to vote or revoke
your proxy, you should contact:

Georgeson Shareholder
111 Commerce Road
Carlstadt, New Jersey 07072
Shareowners: (888) 921-5724
International Calls: (416) 847-7199
Banks and Brokers: (212) 440-9800

If you need additional copies of this proxy statement or voting materials,
you should contact Georgeson Shareholder as described above or send an
e-mail to hp@georgeson.com.

HOW ARE VOTES COUNTED?

In the election of directors, you may vote "FOR" all of the nominees or your
vote may be "WITHHELD" with respect to one or more of the nominees. Please
note that proxies are being solicited by HP for two different slates of
directors, since the actual slate to be voted upon at the annual meeting
will depend on whether HP's proposed merger transaction involving Compag
Computer Corporation (the "Compaqg merger") is completed prior to the annual
meeting. You should vote on each slate to ensure that your votes are counted
regardless of whether the Compag merger has been completed prior to the
annual meeting.

- If the Compaq merger is completed prior to the annual meeting,
12 directors will be voted upon at the annual meeting and you may vote
"FOR" all of these nominees or your vote may be "WITHHELD" with respect to
one or more of the 12 nominees.

- If the Compag merger is not completed prior to the annual meeting, eight
directors will be voted upon at the annual meeting and you may vote "FOR"
all of these nominees or your vote may be "WITHHELD" with respect to one
or more of the eight nominees.

YOU MUST GIVE SEPARATE INSTRUCTIONS WITH RESPECT TO EACH SLATE OF NOMINEES
FOR YOUR INSTRUCTIONS TO BE COUNTED IN BOTH THE CASE WHERE THE COMPAQ MERGER
IS COMPLETED PRIOR TO THE ANNUAL MEETING AND THE CASE WHERE THE COMPAQ
MERGER IS NOT COMPLETED PRIOR TO THE ANNUAL MEETING. SUBJECT TO THE
DISCUSSION BELOW "IS CUMULATIVE VOTING PERMITTED FOR THE ELECTION OF
DIRECTORS?", IF YOU FAIL TO GIVE INSTRUCTIONS WITH RESPECT TO EITHER SLATE
OF NOMINEES, YOUR SHARES WILL BE VOTED "FOR" ALL OF THE NOMINEES ON SUCH
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For the other items of business, you may vote "FOR," "AGAINST" or "ABSTAIN."
If you "ABSTAIN," it has the same effect as a vote "AGAINST." If you provide
specific instructions, your shares will be voted as you instruct. If you
sign your proxy card or voting instruction card with no further
instructions, your shares will be voted in accordance with the
recommendations of the Board ("FOR" all of the Company's nominees to the
Board, "FOR" ratification of the independent auditors, and "AGAINST" each of
the shareowner proposals and in the discretion of the proxy holders on any
other matters that properly come before the meeting), except that any shares
you hold in TAXCAP will be voted in proportion to the way the other TAXCAP
participants vote their shares.

WHAT IS THE VOTING REQUIREMENT TO APPROVE EACH OF THE PROPOSALS?

In the election of directors, if the Compag merger is completed prior to the
annual meeting, the 12 persons receiving the highest number of "FOR" votes
at the annual meeting will be elected. If the Compag merger is not completed
prior to the annual meeting, the eight persons receiving the highest number
of "FOR" votes at the annual meeting will be elected. All other proposals
require the affirmative "FOR" vote of a majority of those shares present in
person or represented by proxy and entitled to vote on that proposal at the
annual meeting. If you are a BENEFICIAL OWNER and do not provide the
SHAREOWNER OF RECORD with voting instructions, your shares may constitute
BROKER NON-VOTES, as described in "WHAT ARE THE QUORUM AND VOTING
REQUIREMENTS FOR THE MEETING?" below. In tabulating the voting result for
any particular proposal, shares that constitute BROKER NON-VOTES are not
considered entitled to vote on that proposal.

WHAT SHOULD I DO IF I RECEIVE MORE THAN ONE SET OF VOTING MATERIALS?

You may receive more than one set of voting materials, including multiple
copies of this proxy statement and multiple proxy cards or voting
instruction cards. For example, if you hold your shares in more than one
brokerage account, you will receive a separate voting instruction card for
each brokerage account in which you hold shares. If you are a shareowner of
record and your shares are registered in more than one name, you will
receive more than one proxy card. Please complete, sign, date and return
each HP proxy card and voting instruction card that you receive.

HOW DO I OBTAIN A SEPARATE SET OF VOTING MATERIALS?

If you share an address with another shareowner and have received only one
set of voting materials, you may write or call us to request a separate copy
of these materials at no cost to you. You may write to us at 3000 Hanover
Street, Palo Alto, CA 94304, Attn: Investor Relations, call us at

800-TALK HWP or go to our website at http:/
/www.hp.com/hpinfo/investor/main.htm.

WHERE CAN I FIND THE VOTING RESULTS OF THE ANNUAL MEETING?

We intend to announce preliminary voting results at the annual meeting and
publish final results in our quarterly report on Form 10-Q for the second
quarter of fiscal 2002.

WHAT HAPPENS IF ADDITIONAL MATTERS ARE PRESENTED AT THE ANNUAL MEETING?

Other than the four items of business described in this proxy statement, we
are not aware of any other business to be acted upon at the annual meeting.
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If you grant a proxy, the persons named as proxy holders, Carleton S.
Fiorina, HP's Chairman and Chief Executive Officer, and Ann O. Baskins, HP's
Vice President, General Counsel and Secretary, will have the discretion to
vote your shares on any additional matters properly presented for a vote at
the meeting. If for any unforeseen reason any of our nominees is not
available as a candidate for director, the persons named as proxy holders
will vote your proxy for such other candidate or candidates as may be
nominated by the Board.

WHAT SHARES ARE ENTITLED TO BE VOTED?

Each share of HP common stock issued and outstanding as of the close of
business on March 18, 2002, the RECORD DATE, is entitled to be voted on all
items being voted upon at the annual meeting. On the RECORD DATE, we had
approximately 1,943,724,761 shares of common stock issued and outstanding.

WHAT ARE THE QUORUM AND VOTING REQUIREMENTS FOR THE ANNUAL MEETING?

The quorum requirement for holding the annual meeting and transacting
business is a majority of shares of HP common stock issued and outstanding
that are present in person or represented by proxy and entitled to be voted.
Both abstentions and broker non-votes are counted as present for the purpose
of determining the presence of a quorum. Abstentions are also counted as
shares

present and entitled to be voted. Broker non-votes, however, are not counted
as shares present and entitled to be voted with respect to the matter on
which the broker has expressly not voted. Thus, broker non-votes will not
affect the outcome of any of the matters being voted upon at the meeting.
Generally, broker non-votes occur on a matter when a broker is not permitted
to vote on that item without instructions from the beneficial owner and
instructions are not given.

IS CUMULATIVE VOTING PERMITTED FOR THE ELECTION OF DIRECTORS?

In the election of directors, you may elect to cumulate your vote.
Cumulative voting will allow you to allocate among the director nominees, as
you see fit, the total number of votes equal to the number of director
positions to be filled multiplied by the number of shares you hold. For
example, if you own 100 shares of stock, and the Compaqg merger is completed
before the annual meeting, so there are 12 directors to be voted upon at the
annual meeting, you could allocate 1,200 "FOR" votes (12 X 100) among as few
or as many of the 12 persons to be voted upon at the annual meeting if the
Compaq merger is completed prior to the annual meeting as you choose. If the
Compaq merger is not completed before the annual meeting, so there are eight
directors to be voted upon at the annual meeting, you could allocate 800
"FOR" votes (8 X 100) among as few or as many of the eight persons to be
voted upon at the annual meeting if the Compag merger is not completed prior
to the annual meeting as you choose.

If you choose to cumulate your votes, you will need to make an explicit
statement of your intent to do so, either by so indicating in writing on the
proxy card or by indicating in writing on your ballot when voting at the
annual meeting.

Please note that if you wish to cumulate your votes in the election of
directors, you must cumulate your votes separately among the slate of 12
directors to be voted upon at the annual meeting if the Compaqg merger is
completed before the annual meeting and among the slate of eight directors
to be voted upon at the annual meeting if the Compag merger is not completed

10
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before the annual meeting.

Carleton S. Fiorina and Ann O. Baskins, as proxyholders, reserve the right
to cumulate and cast your votes in favor of the election of some or all of
the applicable nominees in their sole discretion, except that none of your
votes will be cast for any nominee as to whom you instruct that your votes
be withheld.

Cumulative voting only applies to the election of directors. For all other
matters, each share of common stock outstanding as of the close of business
on the RECORD DATE is entitled to one vote.

WHO WILL COUNT THE VOTES?

An inspector or inspectors of election will tabulate the votes. We expect
that the inspector of election will be a representative of Computershare
Investor Services Limited, HP's transfer agent.

IS MY VOTE CONFIDENTIAL?

Proxy instructions, ballots and voting tabulations that identify individual
shareowners are handled in a manner that protects your voting privacy. Your
vote will not be disclosed either within HP or to third parties, except

(1) as necessary to meet applicable legal requirements, (2) to allow for the
tabulation of votes and certification of the vote, or (3) to facilitate a
successful proxy solicitation. Occasionally, shareowners provide written
comments on their proxy card, which are then forwarded to HP management.

WHO WILL BEAR THE COST OF SOLICITING VOTES FOR THE ANNUAL MEETING?

HP is making this solicitation and will pay the entire cost of preparing,
assembling, printing, mailing and distributing these proxy materials. If you
choose to access the proxy materials and/or vote over the Internet, you are
responsible for Internet access charges you may incur. In addition to the
mailing of these proxy materials, the solicitation of proxies or votes may
be made in person, by telephone or by electronic communication by our
directors,

officers and employees, who will not receive any additional compensation for
such solicitation activities. We also have hired Georgeson Shareholder
("Georgeson") to assist us in the distribution of proxy materials and the
solicitation of votes. We will pay Georgeson a fee of $15,000 plus customary
out-of-pocket expenses for these services. HP has agreed to indemnify
Georgeson against certain liabilities arising out of or in connection with
its agreement. Upon request, we will also reimburse brokerage houses and
other custodians, nominees and fiduciaries for their reasonable
out-of-pocket expenses for forwarding proxy and solicitation materials to
shareowners.

MAY I PROPOSE ACTIONS FOR CONSIDERATION AT NEXT YEAR'S ANNUAL MEETING OF
SHAREOWNERS OR NOMINATE INDIVIDUALS TO SERVE AS DIRECTORS?

You may submit proposals for consideration at future shareowner meetings,
including director nominations.

SHAREOWNER PROPOSALS: In order for a shareowner proposal to be considered
for inclusion in HP's proxy statement for the annual meeting next year, the
written proposal must be received by the corporate secretary of HP no later
than December 5, 2002. Such proposals also will need to comply with
Securities and Exchange Commission regulations under Rule 14a-8 regarding
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the inclusion of shareowner proposals in company-sponsored proxy materials.
If the date of next year's annual meeting is moved more than 30 days before
or after the anniversary date of this year's annual meeting, the deadline
for inclusion of proposals in HP's proxy statement is a reasonable time
before HP begins to print and mail its proxy materials. For a shareowner
proposal that is not intended to be included in HP's proxy statement under
Rule 14a-8, the shareowner must have delivered a proxy statement and form of
proxy to holders of a sufficient number of shares of HP common stock to
approve the proposal, provide the information required by the bylaws of HP
and give timely notice to the corporate secretary of HP in accordance with
the bylaws of HP, which, in general, require that the notice be received by
the corporate secretary of HP:

— Not earlier than the close of business on December 27, 2002, and
— Not later than the close of business on January 28, 2003.

However, if the date of the shareowner meeting is moved more than 30 days
before or 60 days after the anniversary of the HP annual meeting for the
prior year, then notice must be received no earlier no than the close of
business 120 days prior to the meeting and no later than the close of
business on the later of the following two dates:

- 90 days prior to the meeting; and
- 10 days after public announcement of the meeting date.

NOMINATION OF DIRECTOR CANDIDATES: You may propose director candidates for
consideration by our Board's Nominating and Governance Committee. Any such
recommendations should be directed to the corporate secretary of HP at our
principal executive offices. In addition, the bylaws of HP permit
shareowners to nominate directors at an annual shareowner meeting. To
nominate a director, the shareowner must have delivered a proxy statement
and form of proxy to holders of a sufficient number of shares of HP common
stock to elect such nominee and provide the information required by the
bylaws of HP, as well as a statement by the nominee acknowledging that he or
she will owe a fiduciary obligation exclusively to HP and its shareowners.
In addition, the shareowner must give timely notice to the corporate
secretary of HP in accordance with the bylaws of HP, which require that the
notice be received by the corporate secretary of HP within the time periods
described above under "Shareowner Proposals."

COPY OF BYLAW PROVISIONS: You may contact the HP corporate secretary at our
principal executive offices for a copy of the relevant bylaw provisions
regarding the requirements for making shareowner proposals and nominating
director candidates.

BOARD STRUCTURE AND COMPOSITION

As of the date of this proxy statement our Board has 9 directors and the
following five committees: (1) Audit, (2) Compensation, (3) Executive,
(4) Finance and Investment, and (5) Nominating and Governance. The membership
and the function of each committee during the last fiscal year are described
below. During fiscal 2001, the Board held 18 meetings and each director attended
at least 75% of all Board and applicable committee meetings.

NAME OF DIRECTOR AUDIT COMPENSATION EXECUTIVE

FINANCE ANLD
INVESTMENT

12
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NON-EMPLOYEE DIRECTORS:

Philip M. Condit X*

Patricia C. Dunn X X*
Sam Ginn X

Richard A. Hackborn X X
Walter B. Hewlett (1) X

Dr. George A. Keyworth II X* X
Robert E. Knowling Jr. X X
Susan Packard Orr(2) X

EMPLOYEE DIRECTORS

Carleton S. Fiorina X*

Robert P. Wayman X X
Number of Meetings in Fiscal 2001 6 10 0(3) 6
X = Committee member; * = Chair

(1) Walter B. Hewlett is not a nominee for election as director at the annual
meeting.

(2) Susan Packard Orr did not stand for re-election to the Board at the 2001
Annual Meeting. Ms. Orr previously served on the Compensation Committee and
Nominating and Governance Committee.

(3) Numerous actions were taken by the Executive Committee by written consent.
The Executive Committee met informally and had other discussions relating to
these actions and other matters during the fiscal year.

THE AUDIT COMMITTEE

The Audit Committee reviews our auditing, accounting, financial reporting and
internal control functions and selects our independent auditors. In discharging
its duties, the committee:

- reviews and approves the scope of the annual audit and the independent
auditors' fees;

- meets independently with our internal auditing staff, our independent
auditors and our senior management; and

- reviews the general scope of our accounting, financial reporting, annual
audit and internal audit program and matters relating to internal control
systems, as well as the results of the annual audit and review of interim
financial statements, auditor independence issues, and the adequacy of the
Audit Committee charter.

The Audit Committee operates under a written charter adopted by the Board, which
was published in last year's proxy statement.

COMPENSATION COMMITTEE
The Compensation Committee determines, approves and reports to the Board on, all
elements of compensation for our elected officers including bonuses, as

described below in pages 41 through 45 of this proxy statement.

EXECUTIVE COMMITTEE
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The Executive Committee meets or takes written action when the Board is not
otherwise meeting and has the same level of authority as the Board, except that
it cannot amend the bylaws of HP, recommend any action that requires the
approval of the shareowners or take any other action not permitted to be
delegated to a committee under Delaware law.

FINANCE AND INVESTMENT COMMITTEE

The Finance and Investment Committee supervises the investment of all assets
held by HP's employee benefit plans and funds and reviews the investment results
of HP's international subsidiaries' pension plans. It also establishes and
reviews policies regarding the investment of general corporate assets, HP's
capital structure and the issuance of debt, as well as the use of derivative
investments to manage currency and interest rate exposure. In addition, it
provides oversight and guidance to the Board regarding significant financial
matters, including the payment of dividends.

NOMINATING AND GOVERNANCE COMMITTEE

The Nominating and Governance Committee proposes a slate of directors for
election by our shareowners at each annual meeting and candidates to fill any
vacancies on the Board. It is also responsible for approving management
succession plans and addressing Board organizational and governance issues.

DIRECTOR COMPENSATION AND STOCK OWNERSHIP GUIDELINES

The following table provides information on HP's compensation and
reimbursement practices during fiscal 2001 for non-employee directors, as well
as the range of compensation paid to non-employee directors who served the
entire 2001 fiscal year. The directors who also are employed by HP, Ms. Fiorina
and Mr. Wayman, did not receive any separate compensation for their Board
activities.

NON-EMPLOYEE DIRECTOR COMPENSATION TABLE
FOR FISCAL 2001

Annual director retainer. .. ...ttt ittt ettt $100,000
Minimum percentage of annual retainer to be paid in HP

£ R it < () T 75%
Additional retainer for Committee chair............... ... $5,000
Reimbursement for expenses attendant to Board membership.... Yes
Range of total compensation paid to directors (for the

DTS ) T $100,000 - $105,000
(1) Each director may elect to receive the annual director retainer in a grant

of stock or stock options. Under special circumstances, less than 75% may
be paid in stock.

Under the Company's stock ownership guidelines for directors, all directors
are required to accumulate over time shares of HP stock equal in value to at
least twice the value of the annual director retainer.

10

PROPOSALS TO BE VOTED ON

14



Edgar Filing: HEWLETT PACKARD CO - Form DEF 14A

PROPOSAL NO. 1
ELECTION OF DIRECTORS

This proposal consists of two slates of nominees for election as directors.
One slate, consisting of 12 nominees, will be voted on at the annual meeting if
the Compag merger is completed prior to the annual meeting. The other slate,
consisting of eight nominees, will be voted on at the annual meeting if the
Compaq merger is not completed prior to the annual meeting. HP requests your
vote with respect to each of the two slates.

As of the date of this proxy statement, HP has nine directors, including
Walter B. Hewlett, who is not a nominee for reelection.

Upon completion of the merger, the HP Board has agreed to appoint five
directors of Compag to the Board and HP has agreed that only two directors will
be HP employees. Accordingly, Robert P. Wayman has indicated that he intends to
tender his resignation from the Board, contingent upon completion of the Compag
merger. If the Compaqg merger is completed prior to the annual meeting, there are
12 persons who will be voted upon at the annual meeting for election to the
Board, eight of whom will have served as directors since the last annual
meeting.

If the Compaq merger is not completed prior to the annual meeting, then
there are eight persons who will be voted upon at the annual meeting for
election to the Board, all of whom will have served as directors since the last
annual meeting.

Information regarding the business experience of each nominee is provided
below. All directors are elected annually to serve until the next annual meeting
and until successors are elected. There are no family relationships among our
executive officers and directors.

If the Compaq merger is completed prior to the annual meeting, the
proxyholders, Carleton S. Fiorina and Ann O. Baskins, will vote in favor of the
12 persons listed below under the section "HP Nominees Following the Completion
of the Compag Merger," unless contrary instructions are given. If the Compag
merger has not been completed prior to the annual meeting, the proxyholders,
Carleton S. Fiorina and Ann O. Baskins, will vote in favor of the eight persons
described below under the section "HP Nominees Prior to the Completion of the
Compaq Merger," unless contrary instructions are given.

If you sign your proxy or voting instruction card but do not give
instructions with respect to the voting of directors and if the Compag merger is
completed prior to the annual meeting, your shares will be voted for the 12
persons recommended by the Board. If you sign your proxy or voting instruction
card but do not give instructions with respect to the voting of directors and if
the Compag merger is not completed prior to the annual meeting, your shares will
be voted for the eight persons recommended by the Board in that case. If you
wish to give specific instructions with respect to the voting of directors, you
must do so with respect to both the slate of 12 persons who will be voted upon
at the annual meeting if the Compag merger is completed prior to the annual
meeting and the slate of eight persons who will be voted upon at the annual
meeting if the Compag merger is not completed prior to the annual meeting.

The Board expects that all of the nominees will be available to serve as
directors as indicated. In the event that any nominee should become unavailable,
however, the proxyholders, Carleton S. Fiorina and Ann O. Baskins, would vote
for a nominee or nominees who would be designated by the Board, unless the Board
chooses to reduce the number of directors serving on the Board.
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VOTE REQUIRED

If the Compaq merger is completed prior to the annual meeting, the 12
persons receiving the highest number of votes represented by shares of HP common
stock present in person or represented by proxy and entitled to be voted at the
annual meeting will be elected. If the Compaq merger is not completed prior to
the annual meeting, the eight persons receiving the highest number of votes
represented by shares of HP common stock present in person or represented by
proxy and entitled to be voted at the annual meeting will be elected.

You may cumulate your votes in favor of one or more directors. However, if
you wish to cumulate your votes, you will need to cumulate your votes SEPARATELY
among the nominees on each slate, by cumulating your votes among any of the 12
persons who will be voted upon at the annual meeting in the event that the
Compaq merger is completed prior to the annual meeting and SEPARATELY cumulating
your votes among the eight persons who will be voted upon at the annual meeting
if the Compag merger is not completed prior to the annual meeting. Carleton S.
Fiorina and Ann O. Baskins, as proxyholders, reserve the right to cumulate votes
and cast such votes in favor of the election of some or all of the applicable
nominees in their sole discretion, except that a shareowner's votes will not be
cast for a nominee as to which such shareowner instructs that such votes be
withheld.

HP NOMINEES FOLLOWING THE COMPLETION OF THE COMPAQ MERGER

IF THE COMPAQ MERGER IS COMPLETED PRIOR TO THE ANNUAL MEETING, THE BOARD OF
DIRECTORS RECOMMENDS A VOTE FOR THE ELECTION TO THE BOARD OF EACH OF THE
FOLLOWING NOMINEES.

LAWRENCE T. BABBIO, JR.* Mr. Babbio has served as Vice Chairman and President of

Age 57 Verizon Communications, Inc. (formerly Bell Atlantic
Corporation) since 2000. In 1997 he was elected President
and Chief Operating Officer--Network Group, and
Chairman--Global Wireless Group of Bell Atlantic. In 1995,
he was elected Vice Chairman of Bell Atlantic. Mr. Babbio
has been a director of Compag since 1995. Mr. Babbio is also
a director of ARAMARK Corporation.

MICHAEL D. CAPELLAS¥* Mr. Capellas was elected to serve as Chairman and Chief

Age 47 Executive Officer of Compag in 2000. Prior to that time he
served as President and Chief Executive Officer and was
appointed a director in 1999, and also served as Chief
Operating Officer earlier that year. Mr. Capellas joined
Compaqg in 1998 as Senior Vice President, Information
Management and Chief Information Officer. Prior to joining
Compaqg, he was Senior Vice President and General Manager of
the global energy business of Oracle Corporation from 1997
through 1998, and Director of Supply Chain Management for
SAP America, Inc. from 1996 through 1997. From 1981 through
1996, Mr. Capellas held several management positions at
Schlumberger Limited, including serving as head of worldwide
information services. Mr. Capellas also serves as a director
of Dynegy, Inc.

PHILIP M. CONDIT Mr. Condit has been Chairman of The Boeing Company since
Director since 1998 February 1997, its Chief Executive Officer since April 1996
Age 60 and a member of its board since 1992. He served as President

of The Boeing Company from August 1992 until becoming
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Chairman.

* To be appointed to the Board upon completion of the Compag merger pursuant
to HP's merger agreement with Compagqg.

PATRICIA C. DUNN
Director since 1998
Age 48

CARLETON S. FIORINA
Director since 1999
Age 47

SAM GINN
Director since 1996
Age 64

RICHARD A. HACKBORN
Director since 1992
Age 64

GEORGE A. KEYWORTH IT
Director since 1986
Age 62

ROBERT E. KNOWLING, JR.

Director since 2000
Age 46
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Ms. Dunn has been Global Chief Executive of Barclays Global
Investors (BGI) since 1998 and its Co-Chairman from October
1995 through June 1999. Ms. Dunn oversees the activities and
strategy of BGI, the world's largest institutional
investment manager, having joined the firm's predecessor
organization, Wells Fargo Investment Advisors, in 1978.

Ms. Fiorina became Chairman of the Board in September 2000
and was named President, Chief Executive Officer and
director of HP in July 1999. Prior to joining HP, she served
as Executive Vice President, Computer Operations for Lucent
Technologies, Inc. and oversaw the formation and spin-off of
Lucent from AT&T. She also served as Lucent's President,
Global Service Provider Business and President, Consumer
Products. Ms. Fiorina is a member of the Board of Directors
of Cisco Systems, Inc.

Mr. Ginn served as Chairman of Vodafone AirTouch Plc from
1999, following the merger of Vodafone and AirTouch, until
his retirement in May 2000. He was Chairman of the Board and
Chief Executive Officer of AirTouch from December 1993 to
June 1999. Mr. Ginn is also a director of ChevronTexaco
Corporation and the Fremont Group.

Mr. Hackborn served as Chairman of the Board from January
2000 to September 2000. He was HP's Executive Vice
President, Computer Products Organization from 1990 until
his retirement in 1993 after a 33-year career with our
company. He is a director of the Boise Art Museum.

Dr. Keyworth has been Chairman and Senior Fellow with The
Progress & Freedom Foundation, a public policy research
institute, since 1995. He is a director of General Atomics.
Dr. Keyworth holds various honorary degrees and is an
honorary professor at Fudan University in Shanghai, People's
Republic of China.

Mr. Knowling has been Chairman and Chief Executive Officer
of Internet Access Technologies Inc., a software development
company specializing in ASP-based productivity suites
provided through the Internet, since February 2001. From
July 1998 through October 2000 he was President and Chief
Executive Officer of Covad Communications Company, a
national broadband service provider of high speed Internet
and network access using DSL Technology. He also served as
Chairman of Covad from September 1999 to October 2000. From
1997 though July 1998, Mr. Knowling served as the Executive
Vice President of Operations and Technologies at US WEST
Communications, Inc. Mr. Knowling is a director of Ariba,
Inc., Broadmedia Inc., Heidrick & Struggles International,
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Age 65

THOMAS J.
Age 70

LUCILLE S.
Age 55
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LITVACK*

PERKINS*

SALHANY*

Inc. and the Juvenile Diabetes Foundation International. He
also serves as a member of the advisory board for both
Northwestern University's Kellogg Graduate School of
Management and the University of Michigan Graduate School of
Business.
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Mr. Litvack is of counsel with the law firm of Dewey
Ballantine LLP. Mr. Litvack served as Vice Chairman of the
Board of The Walt Disney Company from 1999 to 2000. From
1994 until his appointment as Vice Chairman, he served as
Senior Executive Vice President and Chief of Corporate
Operations. Prior to joining Disney in 1991, Mr. Litvack was
a member of the Executive Committee and Chairman of the
Litigation Department of Dewey Ballantine LLP. Mr. Litvack
has been a director of Compag since 2001. Mr. Litvack is
also a director of PacifiCare Health Systems, Inc.,
Antigenics, Inc., Cyber Capital and EuroDisney S.C.A.

Mr. Perkins has been a General Partner of Kleiner Perkins
Caufield & Byers, a private investment partnership, since
1972, and has served as either a general or limited partner
of numerous funds formed by Kleiner Perkins Caufield &
Byers. Mr. Perkins served as Chairman of the Board of
Directors of Tandem Computers Incorporated from 1974 until
1997. Mr. Perkins has been a director of Compag since 1997.
He is also a director of News Corporation.

Ms. Salhany has been Chairman of LifeFX, Inc. since March
2002. She was Co-President and Chief Operating Officer of
LifeFX Networks, Inc. since 1999. She was President and
Chief Executive Officer of JHMedia from 1997 to 1999.

Ms. Salhany served as President and Chief Executive Officer
of the United Paramount Network from 1994 to 1997. From 1993
to 1994, she served as Chairman of FOX Broadcasting Company
and from 1991 to 1993 she served as Chairman of Twentieth
Century Fox Television. She was a member of the Board of
Directors of Fox, Inc. from 1991 to 1993. Ms. Salhany has
served as a director of Compag since 1997. Ms. Salhany is
also a director of Boston Restaurant Associates, Inc.

* To be appointed to the Board upon completion of the Compag merger pursuant
to HP's merger agreement with Compaq.

HP NOMINEES PRIOR TO THE COMPLETION OF THE COMPAQ MERGER

IF THE COMPAQ MERGER IS NOT COMPLETED PRIOR TO THE ANNUAL MEETING, THE BOARD
OF DIRECTORS RECOMMENDS A VOTE FOR THE ELECTION TO THE BOARD OF EACH OF THE

FOLLOWING

PHILIP M.

NOMINEES.

CONDIT

Director since 1998

Age 60

See biography above.
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PATRICIA C. DUNN See biography above.
Director since 1998
Age 48
CARLETON S. FIORINA See biography above.
Director since 1999
Age 47
14
SAM GINN See biography above.
Director since 1996
Age 64
RICHARD A. HACKBORN See biography above.
Director since 1992
Age 64
GEORGE A. KEYWORTH IT See biography above.
Director since 1986
Age 62
ROBERT E. KNOWLING, JR. See biography above.
Director Since 2000
Age 46
ROBERT P. WAYMAN Mr. Wayman has served as Executive Vice President, Finance
Director since 1993 and Administration since December 1992 and Chief Financial
Age 56 Officer of HP since 1984. Mr. Wayman is a director of CNF
Transportation, Inc., Sybase Inc., and Portal Software, Inc.

He also serves as a member of the Kellogg Advisory Board to
Northwestern University School of Business and is a director
of the Private Sector Council and Cultural Initiatives
Silicon Valley.
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PROPOSAL NO. 2
RATIFICATION OF INDEPENDENT AUDITORS

The Audit Committee of the Board has appointed Ernst & Young LLP as
independent auditors to audit HP's consolidated financial statements for the
fiscal year ending October 31, 2002. During fiscal 2001, Ernst & Young served as
HP's independent auditors and also provided certain tax and accounting services.
Representatives of Ernst & Young are expected to attend the meeting, where they
are expected to be available to respond to questions and, if they desire, to
make a statement.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR THE RATIFICATION OF THE
APPOINTMENT OF ERNST & YOUNG LLP AS HP'S INDEPENDENT AUDITORS FOR THE 2002
FISCAL YEAR. If the appointment is not ratified, the Board will consider whether
it should select other independent auditors.

VOTE REQUIRED

Ratification of the appointment of Ernst & Young LLP as HP's independent
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auditors for fiscal 2002 requires the affirmative vote of a majority of the
shares of HP common stock present in person or represented by proxy and entitled
to be voted at the meeting.
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PROPOSAL NO. 3
SHAREOWNER PROPOSAL ENTITLED "CHINA BUSINESS PRINCIPLES"

Occasionally, we receive suggestions from our shareowners. Some are received
as formal shareowner proposals. All are given careful attention by HP and, in
the past, management has adopted a number of suggestions.

The author and proponent of the following shareowner proposal is John C.
Harrington, P.O. Box 6108, Napa, California 94581-1108. Mr. Harrington has
requested the Company to include the following proposal and supporting statement
in its proxy statement for the 2002 Annual Meeting of Shareowners, and if
properly presented this proposal will be voted on at the annual meeting.

Mr. Harrington beneficially owns 200 shares of HP's common stock. The shareowner
proposal is quoted verbatim in italics, below.

Management of HP disagrees strongly with the adoption of the resolution
proposed below and asks shareowners to read through Management's response, which
follows the shareowner proposal.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE AGAINST PROPOSAL NO. 3.
VOTE REQUIRED

Approval of the shareowner proposal requires the affirmative vote of a
majority of the shares of HP common stock present in person or represented by
proxy and entitled to be voted on the proposal at the annual meeting.

PROPONENT'S PROPOSAL:
"CHINA BUSINESS PRINCIPLES

WHEREAS: OUR COMPANY'S BUSINESS PRACTICES IN CHINA RESPECT HUMAN AND LABOR
RIGHTS OF WORKERS. THE ELEVEN PRINCIPLES BELOW WERE DESIGNED TO COMMIT A COMPANY
TO A WIDELY ACCEPTED AND THOROUGH SET OF HUMAN AND LABOR RIGHTS STANDARDS FOR
CHINA. THEY WERE DEFINED BY THE INTERNATIONAL LABOR ORGANIZATION, AND THE UNITED
NATIONS COVENANTS ON ECONOMIC, SOCIAL AND CULTURAL RIGHTS, AND CIVIL, AND
POLITICAL RIGHTS. THEY HAVE BEEN SIGNED BY THE CHINESE GOVERNMENT AND CHINA'S
NATIONAL LAWS.

(1) NO GOODS OR PRODUCTS PRODUCED WITHIN OUR COMPANY'S FACILITIES OR THOSE
OF SUPPLIERS SHALL BE MANUFACTURED BY BONDED LABOR, FORCED LABOR, WITHIN PRISON
CAMPS OR AS PART OF REFORM-THROUGH-LABOR OR REEDUCATION-THROUGH-LABOR PROGRAMS.

(2) OUR FACILITIES AND SUPPLIERS SHALL ADHERE TO WAGES THAT MEET WORKERS'
BASIC NEEDS, FAIR AND DECENT WORKING HOURS, AND AT A MINIMUM, TO THE WAGE AND
HOUR GUIDELINES PROVIDED BY CHINA'S NATIONAL LABOR LAWS.

(3) OUR FACILITIES AND SUPPLIERS SHALL PROHIBIT THE USE OF CORPORAL
PUNISHMENT, ANY PHYSICAL, SEXUAL OR VERBAL ABUSE OR HARASSMENT OF WORKERS.

(4) OUR FACILITIES AND SUPPLIERS SHALL USE PRODUCTION METHODS THAT DO NOT
NEGATIVELY AFFECT THE WORKER'S OCCUPATIONAL SAFETY AND HEALTH.

(5) OUR FACILITIES AND SUPPLIERS SHALL NOT CALL ON POLICE OR MILITARY TO
ENTER THEIR PREMISES TO PREVENT WORKERS FROM EXERCISING THEIR RIGHTS.
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(6) WE SHALL UNDERTAKE TO PROMOTE THE FOLLOWING FREEDOMS AMONG OUR EMPLOYEES
AND THE EMPLOYEES OF OUR SUPPLIERS: FREEDOM OF ASSOCIATION AND ASSEMBLY,
INCLUDING THE RIGHTS TO FORM UNIONS AND BARGAIN COLLECTIVELY; FREEDOM OF
EXPRESSION, AND FREEDOM FROM ARBITRARY ARREST OR DETENTION.

(7) COMPANY EMPLOYEES AND THOSE OF OUR SUPPLIERS SHALL NOT FACE
DISCRIMINATION IN HIRING, REMUNERATION OR PROMOTION BASED ON AGE, GENDER,
MARITAL STATUS, PREGNANCY, ETHNICITY OR REGION OF ORIGIN.

(8) COMPANY EMPLOYEES AND THOSE OF OUR SUPPLIERS SHALL NOT FACE
DISCRIMINATION IN HIRING, REMUNERATION OR PROMOTION BASED ON LABOR, POLITICAL OR
RELIGIOUS ACTIVITY, OR ON INVOLVEMENT IN DEMONSTRATIONS, PAST RECORDS OF ARRESTS
OR INTERNAL EXILE FOR PEACEFUL PROTEST, OR MEMBERSHIP IN ORGANIZATIONS COMMITTED
TO NON-VIOLENT SOCIAL OR POLITICAL CHANGE.

(9) OUR FACILITIES AND SUPPLIERS SHALL USE ENVIRONMENTALLY RESPONSIBLE
METHODS OF PRODUCTION THAT
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HAVE MINIMUM ADVERSE IMPACT ON LAND, AIR AND WATER QUALITY.

(10) OUR FACILITIES AND SUPPLIERS SHALL PROHIBIT CHILD LABOR, AT A MINIMUM
COMPLY WITH GUIDELINES ON MINIMUM AGE FOR EMPLOYMENT WITHIN CHINA'S NATIONAL
LABOR LAWS.

(11) WE WILL ISSUE ANNUAL STATEMENTS TO THE HUMAN RIGHTS FOR WORKERS IN
CHINA WORKING GROUP DETAILING OUR EFFORTS TO UPHOLD THESE PRINCIPLES AND TO
PROMOTE THESE BASIC FREEDOMS.

RESOLVED: STOCKHOLDERS REQUEST THE BOARD OF DIRECTORS TO MAKE ALL POSSIBLE
LAWFUL EFFORTS TO IMPLEMENT AND/OR INCREASE ACTIVITY ON EACH OF THE PRINCIPLES
NAMED ABOVE IN THE PEOPLE'S REPUBLIC OF CHINA.

SUPPORTING STATEMENT: AS U.S. COMPANIES IMPORT MORE GOODS, CONSUMER AND
SHAREHOLDER CONCERN IS GROWING ABOUT WORKING CONDITIONS IN CHINA THAT FALL BELOW
BASIC STANDARDS OF FAIR AND HUMANE TREATMENT. WE HOPE THAT OUR COMPANY CAN PROVE
TO BE A LEADER IN ITS INDUSTRY AND EMBRACE THESE PRINCIPLES."

MANAGEMENT STATEMENT IN OPPOSITION TO SHAREOWNER PROPOSAL

More than 90% of shares voted on a substantially identical proposal from
Mr. Harrington at the annual meeting last year were voted against the proposal;
however, the proponent may submit it again because the proposal received more
than 3% of the vote. While HP continues to demonstrate its commitment to the
general intent of the China Business Principles, HP opposes the adoption of this
shareowner proposal as it interferes with HP's ability to manage complex and
sensitive issues related to its operations in China. Today, as HP's business
operations have become more dependent upon relationships with suppliers and
other third parties, the situation has become more complex, but HP's commitment
to labor and environmental issues remains very much intact. Adopting the China
Business Principles, which requires the release of an annual statement on the
Company's efforts to uphold the principles, will impair HP's ability to manage
its operations in China and to control the scope and timing of the disclosure of
sensitive business information. After careful review of these principles and
HP's policies and practices in China, we believe that the proposal is
unnecessary, vague, beyond HP's ability to implement and costly, as described
below. HP also opposes the proposal because it would grant undue influence to
individuals or groups that have no major stake in HP's business and no
governmental legitimacy.
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The China Business Principles are unnecessary to the extent that they
address issues covered by labor and environmental laws in China and call for
implementing policies HP has already implemented worldwide, including in China.
We adhere to hundreds of local, state, federal and international laws and
regulations on labor and environmental matters. Our suppliers in China are also
subject to local laws on labor and environmental issues. The China Business
Principles do not supersede any of these laws or regulations. In addition, HP
has numerous policies in place to maintain a work environment free from
harassment and discrimination and to insist that employees be treated with
dignity, respect and courtesy. HP's operations worldwide are also subject to
corporate employee, health and safety standards that in many cases are more
stringent than local law. Thus, HP already implements many of the policies
advocated by the China Business Principles in adhering to applicable laws and
the Company's internal policies.

Furthermore, the China Business Principles are unnecessary to the extent
that they attempt to redress practices that are more likely to be associated
with other industries. HP produces personal computers and printers and related
products at its facilities in China, and does not manufacture goods and products
using forced labor, child labor, etc. Because of the high-skilled nature of the
work performed, HP's wages significantly exceed the local averages in China.

The reports requested in the China Business Principles would require
management to release sensitive labor and environmental compliance information
and would be difficult and costly to prepare because the language in the
proposal is vague and the standards advocated are not clear. For example, the
proposal calls for wages that meet workers' "basic needs," using production
methods that do not "negatively affect" worker health and have "minimum adverse
impact" on
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land, air and water quality, and "promoting" enumerated freedoms. Under the
circumstances, preparing the annual statement will be difficult, time consuming
and costly. In addition, the great diversity of relationships that HP has with
its suppliers in China, when combined with the breadth of the China Business
Principles, would require HP to generate a set of very complex and detailed
reports.

In some cases, the China Business Principles are beyond HP's ability to
implement as they relate to functions of various Chinese governments, such as
prohibiting police or military presence and promoting freedom from arbitrary
arrest or detention.

HP cannot grant undue influence to individuals or groups that have no major
stake in HP's business and no governmental legitimacy. The areas being addressed
by this proposal are very sensitive and involve complex issues. Submitting
statements to the Human Rights for Workers in China Working Group or any other
third party non-governmental organization would impair the ability of HP's
management to manage operations in China and to control the scope and timing of
disclosures of sensitive business information.

Promotion of fair labor and environmental practices is a key component of
HP's citizenship objectives, and we continue to build a strong record on these
issues. Adoption of the China Business Principles would not improve our ability
to address our responsibilities relating to our employees and operations in
China, and forced disclosure of HP's policies and standards to a third party may
actually harm HP's ability to address these issues constructively. The new data
gathering and reporting requirements would also be very costly in terms of both
time and money.

For the reasons described above, we recommend a vote AGAINST this proposal.
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PROPOSAL NO. 4

SHAREOWNER PROPOSAL ENTITLED "REPORT ON PRODUCER RESPONSIBILITY FOR PRODUCT
TAKE-BACK AND RECYCLING"

HP also has received a shareowner proposal from the Calvert Social
Investment Fund Equity Portfolio, the Calvert Social Investment Fund Managed
Index Portfolio and the Calvert Social Index Portfolio (collectively, the
"Calvert Funds"), 4550 Montgomery Avenue, Bethesda, Maryland 20814. The Calvert
Funds have requested the Company include the following proposal and supporting
statement in its proxy statement for the 2002 Annual Meeting of Shareowners, and
if properly presented this proposal will be voted on at the annual meeting. The
Calvert Funds beneficially own approximately 112,800 shares of HP's common
stock. The shareowner proposal is quoted verbatim in italics, below.

Management of HP disagrees strongly with the adoption of the resolution
proposed below and asks shareowners to read through Management's response, which
follows the shareowner proposal.

OUR BOARD OF DIRECTORS RECOMMENDS A VOTE AGAINST PROPOSAL NO. 4.
VOTE REQUIRED

Approval of the shareowner proposal requires the affirmative vote of a
majority of the shares of HP common stock present in person or represented by
proxy and entitled to be voted on the proposal at the annual meeting.

PROPONENTS' PROPOSAL:
"REPORT ON PRODUCER RESPONSIBILITY FOR PRODUCT TAKE-BACK AND RECYCLING

WHEREAS HEWLETT-PACKARD CO. EMPHASIZES ITS COMMITMENT TO ENVIRONMENTAL
LEADERSHIP. YET THE TECHNICAL INNOVATION RESPONSIBLE FOR OUR LEADERSHIP IN
DESIGNING AND MARKETING COMPUTERS HAS NOT YET EXTENDED TO FULL RESPONSIBILITY
FOR MINIMIZING THE ENVIRONMENTAL IMPACTS OF PRODUCTS DURING THEIR MANUFACTURE,
USE AND END-OF-LIFE.

THE MANUFACTURE OF ONE COMPUTER WORK STATION CAN REQUIRE MORE THAN 700
CHEMICAL COMPOUNDS, ABOUT HALF OF WHICH ARE HAZARDOUS, INCLUDING ARSENIC,
BROMINATED FLAME-RETARDANTS, CADMIUM, HEXAVALENT CHROMIUM, LEAD, AND MERCURY.
CATHODE RAY TUBES IN MONITORS CAN CONTAIN SEVERAL POUNDS OF LEAD, AND HAVE BEEN
IDENTIFIED AS HAZARDOUS WASTE AND BANNED FROM LANDFILLS IN CALIFORNIA. FOR THESE
REASONS IT IS IMPORTANT TO CONSIDER THE MANAGEMENT OF DISCARDED PRODUCTS.

CURRENTLY, MOST COMPUTERS ARE NOT RECYCLED. A STUDY BY THE NATIONAL SAFETY
COUNCIL CONCLUDED THAT 20 MILLION COMPUTERS BECAME OBSOLETE IN 1998 AND
ESTIMATED THAT ONLY 11% WERE RECYCLED. MORE THAN 40 MILLION COMPUTERS ARE
EXPECTED TO BECOME OBSOLETE IN 2001.

COMPANIES COMMITTED TO ENVIRONMENTAL LEADERSHIP SHOULD HELP TO FIND
SOLUTIONS FOR THE GROWING PROBLEMS CREATED BY ELECTRONIC WASTE.

AS A GLOBAL COMPANY, WE MUST PREPARE TO COMPLY WITH THE EUROPEAN UNION'S NEW
LAW MANDATING EXTENDED PRODUCER RESPONSIBILITY. THIS LAW REQUIRES MANUFACTURERS
OF ELECTRONIC EQUIPMENT MARKETED IN EUROPE TO REDUCE USE OF HAZARDOUS COMPONENTS
AND PAY FOR RECYCLING OF THEIR PRODUCTS.

HEWLETT-PACKARD TAKES SOME PRODUCTS BACK IF INDIVIDUAL CUSTOMERS PAY A FEE
FOR IT. WHILE TAKE-BACK IS LAUDABLE, WE BELIEVE THE FEES PROVIDE A SIGNIFICANT
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DISINCENTIVE FOR CONSUMERS TO RECYCLE.

PRODUCER RESPONSIBILITY CREATES A POWERFUL INCENTIVE TO DESIGN PRODUCTS THAT
ARE ENVIRONMENTALLY PREFERABLE, EASIER TO UPGRADE, DISASSEMBLE AND RECYCLE.
INNOVATION AND COMPETITIVENESS ARE KEY TO SOLVING THE CHALLENGES POSED BY TOXIC
COMPONENTS AND END-OF-LIFE MANAGEMENT OF OUR PRODUCTS.

WE BELIEVE OUR COMPANY CAN AVOID FINANCIAL, LEGAL AND REPUTATIONAL RISK,
GAIN COMPETITIVE ADVANTAGE, AND BUILD BRAND NAME IN THE MARKETPLACE BY ASSUMING
RESPONSIBILITY FOR ITS PRODUCTS.

BE IT RESOLVED THAT SHAREOWNERS OF HEWLETT-PACKARD REQUEST THAT THE BOARD OF
DIRECTORS PREPARE A REPORT, AT REASONABLE COST, ON THE FEASIBILITY OF

20

ADOPTING A POLICY, IMPLEMENTING PROGRAMS, AND AUDITING PROGRESS OF PRODUCER
RESPONSIBILITY FOR THEIR PRODUCTS. THE COMPANY AGREES TO RELEASE A REPORT WITHIN
SIX MONTHS OF THE ANNUAL MEETING OF SHAREHOLDERS.

SUPPORTING STATEMENT

THE REPORT SHOULD STUDY THE FEASIBILITY OF TAKING FINANCIAL AND/OR PHYSICAL
RESPONSIBILITY FOR PRODUCTS THROUGHOUT THEIR LIFE CYCLE. IT SHOULD INCLUDE A
COMMITMENT TO SETTING GOALS FOR REDUCED USE OF HAZARDOUS MATERIALS IN
MANUFACTURING; AND FOR COLLECTION, DETOXIFICATION, DISASSEMBLY AND RECYCLING OF
DISCARDED EQUIPMENT TO THE HIGHEST DEGREE PRACTICABLE. THE REPORT SHOULD DISCUSS
MEASURES BEING TAKEN TO ENSURE THAT RECYCLING IS ACCOMPLISHED IN A MANNER THAT
MINIMIZES RISKS TO WORKERS; ASSESS OUR COMPANY'S LIABILITY IF OUR PRODUCTS ARE
DISCOVERED TO HAVE LEACHED TOXIC CONTAMINANTS INTO GROUNDWATER IN A MANNER THAT
HARMS HUMAN HEALTH; AND ASSESS THE IMPACT ON OUR COMPANY'S REPUTATION IF WE DO
NOT ESTABLISH COMPREHENSIVE PRODUCER RESPONSIBILITY FOR OUR PRODUCTS."

MANAGEMENT STATEMENT IN OPPOSITION TO SHAREOWNER PROPOSAL

Our substantial record of achievements in the environmental area
demonstrates HP's commitment to environmental issues. While sharing the
environmental concerns of the proponent and agreeing that product stewardship is
a priority for the Company, HP opposes publishing a report on the feasibility of
adopting a policy for producer responsibility, product take-back and recycling.
For many years, HP has evaluated policies, logistics and financial issues
associated with these, among other, environmental issues, and so the report
sought in the resolution would be of little added value. Since HP continually
considers the financial and competitive implications of expanding and revising
our environmental programs, a public report on these issues would detract from
these efforts and could impair our competitive advantage because it essentially
requires public disclosure of HP's business plans and strategies. We believe it
would be detrimental to disclose these plans in a public report. HP will
continue to evaluate and implement initiatives aimed at improving the
environmental profile of our products; however, we oppose the report requested
by the proponent because we believe HP is already addressing these issues.

HP's environmental goals as set out in our corporate environmental policy
are to provide products and services that are environmentally sound throughout
their lifecycles and to conduct our operations worldwide in an environmentally
responsible manner. It also includes a commitment to product stewardship, i.e.,
to "[d]esign our products and services to be safe to use, to minimize use of
hazardous materials, energy and other resources, and to enable recycling or
reuse."

HP operates large-scale recycling facilities that refurbish and recycle
millions of pounds of used computer products each month. For example, HP's
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recycling center in Roseville, California, recycles approximately 4 million
pounds of material each month, with approximately 40 percent of the materials
being reused as whole products or component parts and 60 percent being recovered
as commodity materials. These recycling facilities are operated in an
environmentally sound manner to conserve resources, reduce wastes and minimize
risks to workers. HP has developed these facilities with strategic partners and
uses selected vendors to ensure economical and environmentally sound management
of end-of-life electronics hardware. Our recycling processes enable us to turn
unwanted products into valuable commodities that can be reused to produce new
products, thus conserving natural resources.

In countries with laws mandating the recycling of end-of-life computer
hardware, HP complies with these legal requirements. HP also has launched
programs to provide customers with the opportunity to recycle the computer
hardware products they no longer wish to use. For example, in May 2001 HP
announced our hardware recycling service that provides customers in the U.S.
with an accessible easy-to-use program for recycling their used computers and
peripherals (whether HP brand products or not).

HP is actively working to assist in the development of appropriate recycling
policies and programs around the world. HP participates in technical conferences
and other efforts to share best practices, provide data, and shape public
policies
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to facilitate increased recycling of computer products and peripherals. In
addition, HP actively supports pilot projects to assist states and localities in
building an efficient recycling infrastructure. In short, HP is widely
recognized as a leader and a responsible corporate citizen in this arena.

HP also has a longstanding "design for the environment" program that seeks
to reduce adverse environmental impacts of our products through innovative
product design. Environmental stewards identify design changes that may reduce
the environmental impact throughout the product's life cycle. This program has
resulted in many of our products being designed to reduce and/or eliminate the
presence of substances of concern and to be easier to disassemble and recycle.
For example, this program has allowed HP to reduce the number and types of
materials used in some models and standardize the types of plastic resins used
wherever possible.

One key priority of HP's design for the environment program is energy
efficiency. In order to reduce the energy consumption associated with the use of
our products, many HP products are designed with a power management feature to
automatically consume less energy during periods of inactivity. HP has over
three hundred products--including computers, printers, scanners, and
multifunction devices—--that meet the specifications established under the ENERGY
STAR-Registered Trademark-(l) program of the U.S. Environmental Protection
Agency. Numerous HP products also have obtained certification under eco-labels
worldwide, and many of these labels consider a wide variety of environmental
attributes of products.

HP has for many years evaluated the environmental, policy, logistical and
financial issues associated with producer responsibility, product take-back and
recycling. The report sought in the resolution would be of little added value.

For the reasons described above, we recommend a vote AGAINST this proposal.

(1) ENERGY STAR-Registered Trademark- is a U.S. registered service mark of the
U.S. Environmental Protection Agency.
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COMMON STOCK OWNERSHIP OF CERTAIN
BENEFICIAL OWNERS AND MANAGEMENT

The following table sets forth information, as of March 18, 2002 concerning:

- The David and Lucile Packard Foundation, a beneficial owner of more than
5% of HP's common stock, as well as Mr. Walter B. Hewlett and Mr. Edwin E.
van Bronkhorst;

— beneficial ownership by all other current HP directors, director nominees
and the named executive officers set forth in the Summary Compensation
table on page 28; and

— beneficial ownership by all current HP directors and HP executive officers
as a group.

The information provided in the table is based on the Company's records,
information filed with the Securities and Exchange Commission and information
provided to the Company, except where otherwise noted.

The table begins with certain ownership information of the families of HP's
founders and their related entities: (1) the foundation of the late Mr. David
Packard and a related charitable institution, and (2) The William R. Hewlett
Revocable Trust, a family foundation and other related persons.

The number of shares beneficially owned by each entity, person, director or
executive officer is determined under rules of the Securities and Exchange
Commission, and the information is not necessarily indicative of beneficial
ownership for any other purpose. Under such rules, beneficial ownership includes
any shares as to which the individual has the sole or shared voting power or
investment power and also any shares that the individual has the right to
acquire as of May 17, 2002 (60 days after the record date of March 18, 2002)
through the exercise of any stock option or other right. Unless otherwise
indicated, each person has sole voting and investment power (or shares such
powers with his or her spouse) with respect to the shares set forth in the
following table.

BENEFICIAL OWNERSHIP TABLE

AMOUNT AND NATURE OF PERCENT OF
NAME AND ADDRESS OF BENEFICIAL OWNER BENEFICIAL OWNERSHIP (1) (2) CLASS

THE DAVID AND LUCILE PACKARD FOUNDATION (THE "PACKARD
FOUNDATION")
300 Second Street, Suite 200
Los Altos, CA 94022, . . ittt ittt ettt teeeeenannaens 201,279,656 10.4%

THE PACKARD HUMANITIES INSTITUTE ("PHI") (3)
300 Second Street, Suite 201
Los Altos, CA 94022, .. ittt ittt ettt teeeeenanneens 25,760,000 1.3

oe

THE WILLIAM R. HEWLETT REVOCABLE TRUST DATED FEBRUARY
3, 1995 (THE "HEWLETT TRUST") (4)
c/o Los Trancos Management, LLC
1501 Page Mill Road, MS 3U-10
Palo Alto, CA 94304. . ... ittt ittt i 72,802,148 3.7

oe
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THE WILLIAM AND FLORA HEWLETT FOUNDATION (THE "HEWLETT
FOUNDATION") (5)
525 Middlefield Road, Suite 200

Menlo Park, CA 94025. ... . .ttt 35,683,840
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AMOUNT AND NATURE OF

NAME AND ADDRESS OF BENEFICIAL OWNER

BENEFICIAL OWNERSHIP (1) (2)

WALTER B. HEWLETT (6) (7)
c/o Los Trancos Management, LLC
1501 Page Mill Road, MS 3U-10
Palo Alto, CA 94304. . .. ittt it iii e 401,896
37,905
2,506,645

2,946,446

EDWIN E. VAN BRONKHORST (7) (9)
c/o Los Trancos Management, LLC
1501 Page Mill Road, MS 3U-10
Palo Alto, CA 94304. . .. ittt it iie e 176
5,887,160

5,887,336

ALL OTHER DIRECTORS, DIRECTOR NOMINEES AND NAMED
EXECUTIVE OFFICERS NOT LISTED ABOVE:

LAWRENCE T. BABBIO, JR.(11) ...t iinnnnnneens 0
MICHAEL D. CAPELLAS (11) ¢ i v v ittt ittt ittt tiiieeeeeennnn 0

PHILLIP M. CONDIT. ..ttt ittt ittt et teneeennennnns 10,023

PATRICIA C. DUNN. ...ttt it ittt e s st eaeeeneeeannn 32,047

CARLETON S. FIORINA. .. ..ttt iiittt et ienennnnnnnens 407,629
1,657,826

2,065,455

SAM GINN. & e vttt et et e e e e e e e e e e 12,167
21,0092

RICHARD A. HACKBORN. . . . ittt ittt ittt it ttieeee e e 17,126

Vested

Direct
Options

Indirect (8)

Direct

Indirect (10)

Vested

Vested

Vested

Vested

Vested

Direct
Options

Direct
options

Direct
Options

Direct
Options

Direct
Options

i
[e¢]
oe

PERCENT OF
CLASS

*(1)

*(1)
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27,126
GEORGE A. KEYWORTH TII. ...ttt enenenenenenenes 8,080 Direct
32,665 Vested Options *
40,745
ROBERT E. KNOWLING, JR. ..ttt ittt ittt tteeenenenen 4,000 Direct
17,707 Vested Options *
21,707
SANFORD M. LITVACK (L1l) ¢ttt ittt ettt et eaeeeaaenen 390 Direct *
THOMAS J. PERKINS (11) ¢ it iiieee ettt et ettt eeaeeeeaenen 0 *
24
AMOUNT AND NATURE OF PERCENT OF
NAME AND ADDRESS OF BENEFICIAL OWNER BENEFICIAL OWNERSHIP (1) (2) CLASS
LUCILLE S. SALHANY (11) @ittt ettt ettt eeeeaeeeeeanns 0 *
ROBERT P. WAYMAN. & ittt ittt ittt ettt ettt ettt eeeeaeanas 299,877 Direct
1,124,152 Vested Options
120 Indirect (12) *
1,424,149
PRADEEP JOTWANTI . & i ittt ittt it ettt et ettt eeeeaeenas 34,857 Direct
203,024 Vested Options *
237,881
ANN M. LIVERMORE. .. .. ittt ittt it it i e e 121,698 Direct
769,396 Vested Options *
891,094
DUANE E. ZITZNER. ..ttt ittt ittt ittt ittt teeeeeeeeeenas 98,016 Direct
855,401 Vested Options *
953,417
ALL CURRENT DIRECTORS AND EXECUTIVE OFFICERS AS A
GROUP (19 PERSONS) &ttt ittt ettt ettt et eeeeeeeaeenan 82,970,533 (13) (14) 4.3%

* Represents holdings of less than one percent.

(1) None of HP's named executive officers, directors or persons listed in the
table beneficially owns more than 1% of HP's outstanding shares, except for
Mr. Walter B. Hewlett and Mr. Edwin E. van Bronkhorst. Based on the total
of 1,943,724,761 shares outstanding as of March 18, 2002, Mr. Hewlett and
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Mr. van Bronkhorst beneficially own 3.9% and 4.0%, respectively. These
percentages represent, in part, shared voting and investment power and in
some cases may cover the same shares. Accordingly, the ownership
percentages for each of the above individuals should not be combined to
determine the total voting power and investment power of the Hewlett
family. For these named individuals, the number of shares indicated under
the "Amount and Nature of Beneficial Ownership" column in the table
reflects all shares held directly or indirectly by them except for any
beneficial ownership interest, as described elsewhere in the table, that
they may have in PHI, the Hewlett Trust or the Hewlett Foundation.

Pursuant to Rule 13d-3(d) (1) of the Securities Exchange Act of 1934, as
amended, "Vested Options" are options that may be exercised as of May 17,
2002.

The directors of PHI include Mr. Hewlett (who is currently a director of
HP) and Mr. van Bronkhorst. Mr. Hewlett and Mr. van Bronkhorst share (with
other persons) voting and investment power over the PHI shares and
accordingly are considered beneficial owners of these shares; however,

Mr. Hewlett and Mr. van Bronkhorst disclaim any beneficial interest in the
PHI shares because they have no economic interest in any of these shares.
Furthermore, Mr. Hewlett and Mr. van Bronkhorst indicated in their
preliminary proxy statement filed January 14, 2002 with the Securities and
Exchange Commission that they have irrevocably agreed to abstain from
voting as directors of the PHI with respect to the voting or disposition of
such shares until the later of (i) 90 days after November 13, 2001, or (ii)
the date on which the Compag merger terminates or closes.

Mr. Hewlett and Mr. van Bronkhorst are co-trustees of the Hewlett Trust. As
co-trustees of the Hewlett Trust, Mr. Hewlett and Mr. van Bronkhorst share
voting and investment power over the Hewlett Trust shares. Accordingly,
each of them is considered a beneficial owner of these shares;
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however, Mr. Hewlett and Mr. van Bronkhorst disclaim any beneficial
interest in the Hewlett Trust shares because they have no economic interest
in any of these shares.

Mr. Hewlett is a director of the Hewlett Foundation; however, he does not
have voting or investment power over the Hewlett Foundation shares as
voting and dispositive power are exercised by an independent stock
committee, and Mr. Hewlett is not a member of the independent stock
committee. Mr. Hewlett disclaims any beneficial interest in the Hewlett
Foundation shares because he has no economic interest in any of these
shares.

Son of the late Mr. William R. Hewlett, director of HP, PHI and the Hewlett
Foundation, co-trustee of the Hewlett Trust and co-executor of the estate
of the late Mr. William R. Hewlett.

In their Schedule 13D filed with the Securities and Exchange Commission on
November 14, 2001, Mr. Hewlett and Mr. van Bronkhorst, Ms. Eleanor H. Gimon
and Ms. Mary Hewlett Jaffe acknowledged that publicly stating their
opposition to the Compag merger could be viewed as holding shares of HP
stock with the purpose or effect of changing or influencing control of HP
and that issuing a press release on November 6, 2001 announcing their
intent to vote against the proposed Compag merger could lead to an
allegation that a "group" has been formed within the meaning of

Rule 13(d)-5(b) (1) of the Securities Exchange Act of 1934, as amended. The
filing specifically states that the reporting persons do not concede that
such a "group" has been formed.

29



Edgar Filing: HEWLETT PACKARD CO - Form DEF 14A

(8) Indirect holdings include 17,240 shares held by Mr. Hewlett as custodian
for his children. Mr. Hewlett disclaims any beneficial interest in all of
these shares. Indirect holdings also include 768,520 shares held by the
Public Policy Institute of California ("PPIC"). Mr. Hewlett also disclaims
beneficial ownership of these shares because, while he shares voting and
dispositive authority with the other directors of the PPIC, he has no
economic interest in such shares. Indirect holdings also include 1,720,885
shares held by the estate of the late Mr. William R. Hewlett. Mr. Hewlett
also disclaims any interest in these shares because, while he and Mr. van
Bronkhorst share voting and investment power over such shares, they have no
economic interest in any of them.

(9) Director of PHI, co-executor of the estate of the late William R. Hewlett
and trustee of certain Hewlett family trusts.

(10) Indirect holdings include 1,601,875 shares held in a trust for Ms. Mary
Hewlett Jaffe and 398,400 shares held in a trust for Ms. Eleanor H. Gimon,
of which trusts Mr. van Bronkhorst is a co-trustee. Mr. van Bronkhorst
disclaims any beneficial interest in all of the shares held by those trusts
because he has no economic interest in any of those shares. Indirect
holdings also include 1,720,885 shares held by the estate of the late
Mr. William R. Hewlett; however, Mr. van Bronkhorst disclaims any
beneficial interest in such shares because, while Mr. van Bronkhorst and
Mr. Hewlett share voting and investment power over such shares, they have
no economic interest in any of them. Indirect holdings also include
2,166,000 shares held in The Flora L. Hewlett Trust for the grandchildren
of the late Mr. William R. Hewlett. Mr. van Bronkhorst is a trustee with
shared voting and investment power over such shares; however, Mr. van
Bronkhorst disclaims any beneficial interest in all of these shares because
he has no economic interest in any of these shares.

(11) Mr. Babbio, Mr. Capellas, Mr. Litvack, Mr. Perkins and Ms. Salhany will be
voted upon for election to the Board at the annual meeting only if the
Compaq merger is completed prior to the annual meeting.

(12) Includes 120 shares held by Mr. Wayman as custodian for his son.

(13) Includes an aggregate of 5,932,780 shares that the current directors and
executive officers have the right to acquire as of May 17, 2002 through the
exercise of options.

(14) Includes an aggregate of 81,241,693 shares held by current directors and
executive officers in fiduciary or beneficial capacities.

26
SECTION 16 (a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934, as amended, requires
our directors, executive officers and holders of more than 10% of our common
stock to file with the Securities and Exchange Commission reports regarding
their ownership and changes in ownership of our securities. HP believes that,
during fiscal 2001, its directors, executive officers and 10% shareowners
complied with all Section 16(a) filing requirements with the following
exceptions: three late reports filed by Susan D. Bowick regarding a sale of
shares held in her brokerage account and two sales of shares from her account in
the Tax Saving Capital Accumulation Plan, a 401 (k) plan, and two late reports
filed by Duane Zitzner in connection with the sale of shares held in his
brokerage account in fiscal 2000. In making this statement, HP has relied upon
examination of the copies of Forms 3, 4 and 5, and amendments thereto, provided
to the Company and the written representations of its directors, executive
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officers and 10% shareowners.
27
EXECUTIVE COMPENSATION

The following table discloses compensation received by HP's Chief Executive
Officer during fiscal 2001 and HP's four other most highly paid executive
officers ("named executive officers") during fiscal 2001 as well as their
compensation for each of the fiscal years ending October 31, 2000 and
October 31, 1999.

Unless otherwise indicated, option, restricted stock and restricted stock
unit amounts outstanding on May 2, 2000 (the record date with respect to the
distribution of Agilent Technologies, Inc. ("Agilent Technologies") shares) have
been adjusted in order to restore their intrinsic value for the impact of HP's
common stock market value from the Agilent Technologies spin-off. Holders of
options that were exercised and shares of restricted stock that were released
prior to May 2, 2000 received shares of Agilent Technologies in connection with
the spin-off. Although adjustments were made to the number of shares of
restricted stock and restricted stock units as described above, the dollar
values of restricted stock and restricted stock unit awards represent the dollar
value on the date originally granted in order to reflect the intrinsic value of
the compensation received at the time of grant. All option, restricted stock and
restricted stock unit amounts have also been adjusted to reflect the two-for-one
stock split in the form of a stock dividend effective October 27, 2000.

SUMMARY COMPENSATION TABLE

Long-Te
Annual Compensation Award
(a) (b) (c) (d) (e) (f)
Other Annual
Name and Principal Bonus Compensation Restricted
Position Year Salary ($) ($) (1) ($) (2) Stock Award(s) ($) (
Carleton S. 2001 $1,000,000 S 0 $ 74,811 $ 0
Fiorina ............ 2000 1,000,000 1,766,250 205,113 0
Chairman and Chief 1999 287,933 366,438 * 65,557,400
Executive Officer
Robert P. Wayman ..... 2001 925,000 0 * 0
Executive Vice 2000 845,250 402,633 * 41,048
President, 1999 930,000 471,590 * 4,208,840
Chief Financial
Officer
and Director
Duane E. Zitzner ..... 2001 725,000 0 * 0
President—- 2000 575,000 273,900 * 26,522
Computing Systems 1999 449,500 364,991 * 1,428,002
Ann M. Livermore ..... 2001 700,000 0 * 0
President--HP 2000 527,084 273,900 * 24,540
Services 1999 499,313 187,721 * 4,713,851
Pradeep Jotwani ...... 2001 625,000 0 * 0
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President—--Consumer 2000 353,036 122,424 * 16,347
Business 1999 337,848 147,502 * 443,219
Organization
(a) (1)
All Other
Name and Principal Compensation
Position (S) (5) (6)
Carleton S. $ 173,262
Fiorina ............ 755,266
Chairman and Chief 3,551,678
Executive Officer
Robert P. Wayman ..... 6,885
Executive Vice 6,885
President, 264,384
Chief Financial
Officer
and Director
Duane E. Zitzner ..... 6,085
President—-— 6,885
Computing Systems 6,485
Ann M. Livermore ..... 6,085
President—-—-HP 6,085
Services 5,799
Pradeep Jotwani ...... 6,885
President—--Consumer 6,885
Business 6,485
Organization
* Does not exceed reporting thresholds for perquisites and other personal
benefits.
28

(1) The amounts shown in this column reflect payments under HP's Executive
Pay-for-Results Plan, as amended and restated as of November 1, 2000 (the
"Executive Pay-for-Results Plan," which term includes its predecessors, as
applicable) and HP's prior cash profit-sharing plan. All HP officers subject
to Section 162 (m) of the Internal Revenue Code of 1986, as amended, and
selected other employees were eligible to participate in the Executive
Pay-for-Results Plan. During the fiscal years shown, all of the named
executive officers participated in the Executive Pay-for-Results Plan.

The Executive Pay-for-Results Plan permits the Compensation Committee to
designate a portion of the annual cash compensation planned for certain
executive officers as variable pay. Under the Executive Pay-for-Results
Plan, the percentage of the targeted variable amount to be paid is dependent
upon the degree to which performance metrics defined on a semi-annual basis
were met. In November 2000 and May 2001, the Compensation Committee
established the performance metrics for the first and second halves of
fiscal 2001, respectively. These metrics varied for each participant, but at
least a portion of each person's pay was dependent on Company-wide revenue
and net profit metrics. For fiscal 2001, the Compensation Committee
determined that the variable compensation for the named executive officers
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would be zero for both periods.

For fiscal 2000, pursuant to the terms of her employment contract,

Ms. Fiorina was entitled to receive a minimum guaranteed bonus of
$1,250,000. During the second half of fiscal 2000, Ms. Fiorina received a
prorated portion of the minimum annual guaranteed bonus, or $625,000, in
accordance with normal payroll practices. In light of the Company falling
short of meeting its net profit objectives for the second half of fiscal
2000, resulting in no payout to the other named executive officers and
Executive Council members, Ms. Fiorina initiated a dialogue with the
Compensation Committee and recommended that her guaranteed bonus for the
second half of fiscal 2000 be zero. The Compensation Committee agreed with
Ms. Fiorina's recommendation and modified Ms. Fiorina's fiscal 2001 bonus
opportunity by reducing it by $625,000. After it was determined there would
be no bonus payout to Ms. Fiorina for fiscal 2001, Ms. Fiorina paid the
Company an amount equal to the after-tax amount of her second half fiscal
2000 guaranteed bonus of $625,000. In the first half of fiscal 2000,

Ms. Fiorina received a short-term bonus of $1,141,250, as determined by the
Compensation Committee.

During fiscal 2000 and 1999, the cash profit-sharing plan was available to
all employees of HP. Under the cash profit-sharing plan, a portion of HP's
earnings for each half of its fiscal year was paid to all employees. The
amount paid was based upon HP's performance as measured by return on assets
and revenue growth. The amounts shown in this column that are not associated
with bonuses payable under the Executive Pay-for-Results Plan are payments
pursuant to HP's prior cash profit-sharing plan.

(2) For Ms. Fiorina, in fiscal 2001 this column includes $40,739 for incremental
cost of company-required personal use of corporate aircraft, $19,122 in tax
reimbursements and certain other perquisites, and in fiscal 2000 this column
includes $105,657 for incremental cost of company-required personal use of
corporate aircraft, $83,290 in tax reimbursements and certain other
perquisites. The other named executive officers did not have perquisites and
personal benefits in excess of reporting thresholds but did receive tax
reimbursements in the following amounts during fiscal 2001: Mr. Wayman,
$1,635, Mr. Zitzner, $1,635, Ms. Livermore, $1,635 and Mr. Jotwani, $1,635.

(3) The amounts disclosed in this column reflect for fiscal 2001, 2000, and 1999
the dollar values of (a) performance-based restricted stock granted to the
named executive officers other than Ms. Fiorina and Mr. Jotwani,

(b) time-based restricted stock granted to Ms. Livermore,
(c) employment/transition agreement awards granted to the named executive
officers in 1999, and (d) HP common stock that HP
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contributed under its previous Employee Stock Purchase Plan (the "ESPP") as

a match for every two shares purchased by the named executive officers
during the applicable fiscal years, as follows:

Performance-based Time-based Employment/Trans
Restricted Stock Restricted Stock Agreement Awa
Name # Shares $ Amount # Shares $ Amount # Shares $
Carleton S. Fiorina
2001 . it i i e 0 0 0 0 0
2000, 0t it i e 0 0 0 0 0
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Robert P. Wayman

Duane E. Zitzner

As shown above,

Executive Officer, duri

. 0 0
. 0 0
. 0 0
. 23,062 $532,710
. 0 0
. 0 0
. 10,250 236,760
. 0 0
. 0 0
. 17,938 414,330
. 0 0
. 0 0
. 0 0

ng fiscal 1999 Ms.

0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
0 0
64,066 $2,699,250

0 0
0 0
0 0

in connection with her employment as President and Chief
Fiorina received 743,168 shares of

restricted stock and 743,168 shares of restricted stock units that vest
annually over a three-year period with an aggregate value of $65,557,400 at

the time of grant.

These shares were provided in order to compensate her

partially for stock and options that she forfeited upon the termination of

her employment with Luc
column. Ms.
"Employment Contracts,
Arrangements" Dbelow.

ent Technologies, Inc.

and are reflected in this
Fiorina's employment arrangements are described more fully under

Termination of Employment and Change-in-Control

The performance-based restricted stock shown above vests only to the extent
that HP achieves stated performance goals with respect to earnings per share

and return on assets over a three-year period ending October 31,
the performance-based restricted stock granted in fiscal 1999,

2001 for
and vests at

the end of the three-year period. Because the stated performance goals for

the three-year period e

nded October 31,

2001 were not met,

100% of the

performance based restricted stock granted in fiscal 1999 to each of

Mr. Wayman, Mr. Zitzner
further described in fo
granted to Ms.
at the end of a three-y
awards granted to Mr. W

and Ms.
otnote 4 below.

ear period.

ayman, Mr. Zitzner, Ms.

Livermore was forfeited in fiscal 2001,
The time-based restricted stock
Livermore are not subject to performance-based goals and vest
The employment/ transition agreement
Livermore and Mr.

as

Jotwani in

1,486,336

9,020

1999 were based on a Transition Agreement with each named executive officer,

as described more fully
and Change-in-Control A
restricted stock awards

in "Employment Contracts,
rrangements."
(other than for the ESPP)

Termination of Employment

The amounts set forth above for

are based on the average

stock price for HP common stock on the date of grant.

The ESPP is a broad-based plan that was available to all HP employees until

its replacement in November 2000.

during the fiscal years

years after HP's contributions,

basis,
of termination.
allocated rather than i
new employee stock purc
effective November 1,

shown,

n the year they vested.
hase plan,

Under the terms of the ESPP in effect
matching shares were provided that vest two
which occur on a rolling fiscal quarter
and are subject to forfeiture during the two-year period in the event
The matching shares are reported for the year they were

The ESPP was replaced with a
known as the Share Ownership Plan,

2000 that does not provide matching shares.
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At the end of fiscal 2001, the aggregate share amount and dollar value of
the restricted stock (and, in the case of Ms. Fiorina, restricted stock
units) held by the named executive officers was as follows:

Number of Shares $ Value
Carleton S. Fiorina......oueee i i ntteeeeeenneanns 1,006,375 $16,937,291
Robert P. Wayman. ... .o oo e oo eeeoneeeeeeeennenens 23,0062 388,133
Duane E. ZitzZner .. ...ttt it tteteeeeeeeneeanns 35,876 603,794
ANN M. LiVeImMOT . v i v vt ittt ettt e teeseeeeneeaeeens 120,442 2,027,039
Pradeep Jotwani......ouiiiiiiiiineneeeeeennnnns 0 0

Name

The named executive officers receive non-preferential dividends on
restricted shares held by them.

In November 2001, the Compensation Committee reviewed the results for the
three-year performance period ended October 31, 2001 and determined that the
performance objectives associated with performance-based restricted stock
granted in fiscal 1999 had not been met. Therefore, Mr. Wayman, Mr. Zitzner
and Ms. Livermore forfeited 100% of the performance-based restricted stock
granted to them in fiscal 1999. The value of the forfeiture is reflected in
the Summary Compensation table as a negative LTIP payout in fiscal 2001
based upon the value of HP stock as of the date of the grant in fiscal 1999
adjusted for the Agilent Technologies spinoff.

In November 2000, the Compensation Committee reviewed the results for the
three-year performance period ended October 31, 2000 and determined that the
performance objectives associated with performance-based restricted stock
granted in fiscal year 1998 had been exceeded. Therefore, a 25% bonus to the
restricted stock granted to Mr. Wayman in 1998 was made and the value of
this bonus is reflected in the LTIP Payouts column in fiscal 2000 based upon
the value of HP stock as of the date of the grant in fiscal 1998.

In November 1999, the Compensation Committee reviewed the results for the
three-year performance period ended October 31, 1999 and determined that the
performance objectives associated with performance-based restricted stock
granted in fiscal 1997 had been met at target. Therefore, no adjustments to
the stock grants were made and the amount in the LTIP Payouts column is
correspondingly $0.
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For the named executive officers, this column includes the following
payments by HP:

Term—

Life Accrued Sick Leave
401 (k) Insurance Payment for
(TAXCAP) Payment Discontinued Plan

Carleton S. Fiorina
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S 0 24 N/A

Robert P. Wayman

2000 . i e e e 6,800 85
2000, et e e 6,800 85
S 6,400 85 $257,899

Duane E. Zitzner

2000 . i e e 6,000 85
2000 . 0t e e 6,800 85
S 6,400 85 N/A

2000 . i e e 6,000 85
2000 .ttt e e 6,000 85
S 5,714 85 0

2000 . i e e 6,800 85
2000 .ttt e e 6,800 85
1090, e e 6,400 85 N/A

For Ms. Fiorina, this column also includes a sign-on bonus of $3,000,000
paid in fiscal 1999 and the following Company-sponsored relocation expenses:
$167,177 fiscal 2001 mortgage assistance, $218,104 fiscal 2000 relocation
tax reimbursement, $203,520 fiscal 2000 mortgage assistance, $327,557 other
fiscal 2000 relocation expenses, $187,500 fiscal 1999 relocation allowance,
$156,257 fiscal 1999 relocation tax reimbursement, $36,343 fiscal 1999
mortgage assistance and $171,554 other fiscal 1999 relocation expenses.

(6) The amounts described in this column do not include payment by HP on
November 1, 1999 of a lump-sum settlement amount for benefits accrued under
the Officers Early Retirement Plan (terminated effective November 1, 1999)
in the amount of $1,641,169 for Mr. Wayman, $389,518 for Mr. Zitzner and
$280,333 for Ms. Livermore.
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OPTION GRANTS IN LAST FISCAL YEAR
The following table provides information on option grants in fiscal 2001 to

each of the named executive officers. HP did not grant any stock appreciation
rights to the named executive officers during fiscal 2001.

Number of % of Total
Securities Options
Underlying Granted to Exercise
Options Employees in Price Expiration Gra
Name Granted (1) (2) Fiscal Year (3) ($/Share) (4) Date
Carleton S. Fiorina........... 1,000,000 1.5% $35.13 Nov. 2010
Robert P. Wayman.............. 350,000 0.5% $35.13 Nov. 2010
Duane E. Zitzner.............. 350,000 0.5% $35.13 Nov. 2010
Ann M. LiVvermore.............. 350,000 0.5% $35.13 Nov. 2010
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Pradeep Jotwani............... 300,000 0.5

oe

$35.13 Nov. 2010

(1) All options granted in fiscal 2001 are exercisable 25% after the first year,
50% after the second year, 75% after the third year, and 100% after the
fourth year.

(2) All or a portion of the unvested portion of these options vests in
connection with certain terminations of employment. In addition, 50% of
Ms. Fiorina's then unvested options vest upon a change of control of HP (see
"Employment Contracts, Termination of Employment and Change-in-Control
Arrangements" below) .

(3) HP granted options to purchase approximately 65,628,000 shares to employees
in fiscal 2001.

(4) The exercise price may be paid by delivery of already-owned shares and tax
withholding obligations related to exercise may be paid by offset of the
underlying shares, subject to certain conditions. Unless otherwise
indicated, the exercise price is the fair market value on the date of grant.

(5) HP used a modified Black-Scholes model of option valuation to determine
grant date present value. HP does not advocate or necessarily agree that the
Black-Scholes model can properly determine the value of an option.
Calculations for the named executive officers are based on a seven-year
option term, which reflects HP's experience that its options, on average,
are exercised within seven years of grant. Other assumptions used for the
valuations are: risk free rate of return of 5.1%; annual dividend yield of
1.4%; and volatility of 39%. The resulting values are reduced by 10.5% to
reflect the Company's experience with forfeitures.
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AGGREGATED OPTION EXERCISES IN LAST FISCAL YEAR AND
FISCAL YEAR-END OPTION VALUES

The following table provides information on option exercises in fiscal 2001
by each of the named executive officers and the values of each of such officer's
unexercised options at October 31, 2001. There were no stock appreciation rights
exercised or outstanding.

Number of Securities Va
Underlying Unexercised
Options at Fiscal

Number of Year—-End (1) F
Shares Acquired vValuve  ——————————————————————————— =
Name on Exercise Realized Exercisable Unexercisable Exerc

Carleton S. Fiorina............ 0 $0 1,087,865 2,727,987 S
Robert P. Wayman............... 0 0 835,078 817,362 1,95
Duane E. Zitzner............... 0 0 487,295 1,252,317 46
Ann M. LiVermore.......e.eeeeoeeo. 0 0 416,329 1,081,139 7

Pradeep Jotwani................ 0 0 76,510 516,494
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(1) All or a portion of the unvested portion of these options vests in
connection with certain terminations of employment. In addition, 50% of
Ms. Fiorina's then unvested options vest upon a change of control of HP (see
"Employment Contracts, Termination of Employment and Change-in-Control
Arrangements") .

(2) The value of unexercised options is based upon the difference between the
exercise price and the closing market price on October 31, 2001, which was
$16.83.
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EMPLOYMENT CONTRACTS, TERMINATION OF EMPLOYMENT
AND CHANGE-IN-CONTROL ARRANGEMENTS

HP entered into an employment agreement with Ms. Fiorina, Chairman,
President and Chief Executive Officer of HP, as of July 17, 1999. The agreement
provides for an initial base salary of $1,000,000 per year. It also provides for
a targeted annual incentive award of $1,250,000 per year, with an opportunity to
earn up to an additional $2,500,000 per year in annual variable compensation.
This variable pay is guaranteed at target for the 2000 fiscal year and was
prorated at the target level for the portion of the 1999 fiscal year during
which Ms. Fiorina was employed. Ms. Fiorina is entitled to participate at a
level commensurate with her position in all HP employee benefit programs and
equity plans and is also entitled to all perquisites that other senior
executives are entitled to receive and as are otherwise suitable to her
position.

In accordance with her employment agreement, Ms. Fiorina was also granted HP
restricted stock, HP restricted stock units and HP non-qualified stock options
in order to compensate her for stock and options that she forfeited upon the
termination of her employment with Lucent Technologies, Inc. and that were
scheduled to vest in the short-term. Details of these grants follow:

1. Ms. Fiorina was granted 743,168 shares (as adjusted to reflect the
distribution of shares of Agilent Technologies and the two-for-one stock
split) of HP restricted stock. Subject to earlier vesting, as described
below, and continued employment, the restricted stock vests one-third per
year on each anniversary date of employment.

2. Ms. Fiorina was also granted 743,168 shares (on an adjusted basis)
of HP restricted stock units. Subject to earlier vesting, as described
below, and continued employment, the restricted stock units vest one-third
per year on each anniversary date of employment. Payment of the restricted
stock units will occur on the first to occur of the fifth anniversary of
employment, the date of any termination of employment or a change of control
of HP, whether by merger or asset sale or acquisition of 35% or more of HP's
voting securities.

3. Ms. Fiorina was granted an option to purchase, within 10 years,
1,535,810 shares (on an adjusted basis) of HP common stock at a purchase
price of $44.16 per share (on an adjusted basis). Subject to earlier
vesting, as described below, and continued employment, such options will
vest as to 25% of the shares on each anniversary of employment.

As part of her employment agreement, HP also agreed to pay Ms. Fiorina a

lump-sum hiring bonus of $3,000,000, reduced by any annual cash bonus she
received from Lucent Technologies, Inc. for its fiscal year ending

38



Edgar Filing: HEWLETT PACKARD CO - Form DEF 14A

September 30, 1999. Ms. Fiorina's employment agreement also provided for
specified relocation benefits and paid time off.

In the event that Ms. Fiorina's employment is terminated involuntarily other
than for cause, death or disability, or if Ms. Fiorina terminates her employment
for good reason (generally a reduction in Ms. Fiorina's responsibilities or
compensation, breach by HP of its obligations under the employment agreement, or
failure to appoint Ms. Fiorina to the Board), then Ms. Fiorina will receive her
accrued benefits, prorated bonus, her guaranteed bonus for fiscal 1999 and 2000
to the extent not previously paid, a severance amount of two times her base
salary and target variable pay payable over a 24-month period, a two-year
continuation of all welfare plans, full vesting of restricted stock and
restricted stock units, and 50% vesting of all unvested stock options. However,
if Ms. Fiorina's employment is terminated in contemplation of, at the time of,
or within two years after a change in control of HP, then she will receive
instead a severance amount of three times her base salary and specified wvariable
pay payable on a lump-sum basis, a three-year continuation of all welfare plans,
and 100% vesting of all unvested stock options.

In the event of a change of control of HP, all restricted stock and unvested
restricted stock units she holds will fully vest, and 50% of all unvested
options she holds will fully vest. Payments to Ms. Fiorina in
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connection with a change in control will be increased to offset the effects of
any golden parachute excise taxes payable with respect to such payments.

As a condition to receiving severance and other benefits in connection with
a termination of her employment, Ms. Fiorina agreed to execute a release in
favor of HP and agreed that, during and for 24 months following her employment
with HP, she will not render services to certain companies and will not solicit
employees of HP or violate the confidentiality agreement she entered into with
HP.

In connection with the realignment of HP and the search for a new Chief
Executive Officer, the Board adopted the Hewlett-Packard Company Executive
Transition Program (the "Program") to provide certain key employees of HP
(including Mr. Zitzner, Ms. Livermore and Mr. Jotwani) with financial security
and incentives to remain with HP. The Program specified that, until the second
anniversary date of the effective date of the Program (the "Transition Period"),
HP would provide the Program participants with a base salary and target pay in
accordance with the 1999 Variable Pay Plan and eligibility to participate in
HP's equity programs, benefit programs and executive compensation programs. In
addition, the Program participants would receive protection of their existing
retirement benefits during the Transition Period. In the event that a Program
participant was terminated involuntarily other than for cause or if the
participant terminates his or her employment as a result of constructive
termination (generally a reduction in the participant's compensation or a
material reduction in his or her benefits) or the participant was terminated due
to his or her disability, then the participant would receive a severance payment
equal to the participant's annualized base pay plus target variable pay
multiplied by a severance payment factor specified in the participant's notice
of participation. For the named executive officers covered by the Program, the
severance payment factor was 1.5. Pursuant to the Program, the following named
executive officers received special restricted stock awards which vested in full
in May 2001 in the following amounts (on an adjusted basis): Mr. Zitzner, 31,622
shares, Ms. Livermore, 42,590 shares and Mr. Jotwani, 9,020 shares. In the event
of a qualifying termination as described above, participants would have also
been entitled to receive full vesting of any stock options held and of
restricted stock not subject to performance criteria, partial vesting of
restricted stock subject to performance criteria, financial counseling benefits
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for one year and other benefits specified on the notice of participation. As a
condition to receiving severance and other benefits in connection with a
termination of employment, participants would have been required to execute a
release in favor of HP and refrain from competing with HP or soliciting its
employees.

HP also entered into an employment agreement with Mr. Wayman as of May 20,
1999 for his employment as Executive Vice President, Finance and Administration
and Chief Financial Officer. The agreement provided for an initial base salary
of $930,000 per year and variable compensation of $270,000 per year. Pursuant to
the agreement, Mr. Wayman received protection of his existing retirement
arrangements and a special restricted stock award of 98,148 shares (on an
adjusted basis), corresponding to three times his targeted cash compensation
divided by the fair market value of HP common stock as of the date of grant.
These shares would vest upon a termination of Mr. Wayman's employment by HP
other than for cause or by Mr. Wayman as a result of constructive termination
(generally a reduction in Mr. Wayman's compensation, a material reduction in his
benefits or HP's failure to retain Mr. Wayman as its Executive Vice President,
Finance and Administration and Chief Financial Officer) or the distribution of
shares in Agilent Technologies to HP shareowners prior to May 20, 2001 (any of
the foregoing, a "Vesting Event"). Upon the occurrence of a Vesting Event,

Mr. Wayman would also receive full vesting of any stock options held, partial
vesting of other restricted stock held, financial counseling benefits for one
year and other retiree benefits. Payments by HP to Mr. Wayman under the
agreement or otherwise would be increased to offset the effects of any golden
parachute excise taxes payable with respect to such payments. As a condition to
receiving severance and other benefits under the agreement, Mr. Wayman agreed to
execute a release in favor of HP and agreed that, for 18 months following the
termination of his employment with HP, he will not compete with HP, solicit its
employees, or violate his confidentiality obligations to HP.

The Compensation Committee of the HP Board of Directors has adopted a
retention program that includes the payment of retention bonuses to specified
employees of HP that are contingent upon the
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completion of the business combination transaction with Compag Computer
Corporation. Ms. Fiorina would have been entitled to receive retention bonuses
under this program totaling two times the sum of her current salary and target
annual bonus (a total of $8.0 million), but she has declined to accept the right
to participate in this program. Mr. Jotwani, Ms. Livermore, Mr. Wayman and

Mr. Zitzner may receive three times current salary plus target bonus under this
program, in each case payable in two equal installments, with the first
installment payable on September 4, 2002 and the second installment payable on
September 4, 2003, assuming that they remain employed through the installment
payment dates.

As a part of its retention program, HP also agreed to provide the executive
officers who are receiving retention bonuses as described above certain payments
and benefits in the event of a "qualifying termination" within two years after
the completion date of the merger. A qualifying termination is defined as any
termination by HP other than for cause, resignation of the executive for good
cause (including a reduction in the executive's total salary plus target bonus,
a reduction of the executive's base salary or a material reduction in the kind
or level of the executive's employee benefits) or termination of the executive
for disability. In the event of a qualifying termination within two years after
the completion of the merger, the executive will become entitled to the
following payments and benefits, offset by any retention payments described
above previously paid to the executive:

- a cash payment equal to 1.5 times the executive's then-current base salary
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plus target bonus;

- the executive's stock options will become fully exercisable and will
remain exercisable until the earlier of:

- the third anniversary of the executive's termination date; and
- the expiration of the term of the stock option;

- any unvested restricted stock granted to the executive under HP's stock
plans will vest and a portion of other restricted stock held by the
executive will vest; and

- continuation of certain health benefits.

The retention bonuses operate to provide incentives to stay with the
post-merger entity because executive officers and other participants will be
financially better off if they remain with the combined company following the
merger through the relevant payment dates for retention bonuses. Under the
retention program, certain executive officers, including Mr. Jotwani,

Ms. Livermore, Mr. Wayman and Mr. Zitzner, will receive 1.5 times their current
salary plus target bonus if they remain employed by HP until September 4, 2002.
If HP terminates their employment prior to September 4, 2002, in an event that
is a "qualifying termination" as described above, they would receive 1.5 times
their base salary and target bonus as well as other benefits described above.
They will therefore have an incentive not to resign voluntarily, because in that
case they would not receive a payment under either program. In addition, these
executive officers will receive 1.5 times their salary and target bonus if they
remain employed through September 4, 2003. If HP terminates their employment in
a qualifying termination after September 4, 2003, the amount that they would
have been entitled to receive under the severance program will be offset
entirely by amounts previously paid under the retention program.

NEW EMPLOYMENT AGREEMENTS BETWEEN HP AND CERTAIN EXECUTIVES

At the time of the execution of the Compag merger agreement, HP expressed
the intention to negotiate with certain HP executives employment agreements to
take effect following the closing of the merger, based on terms for such
agreements that were then under discussion but upon which agreement was not
then, or at any later time, reached. Following execution of the Compag merger
agreement, HP determined that it would be more appropriate for the compensation
committee of the newly constituted board following completion of the merger to
analyze, review and determine the appropriate structure and size of compensation
packages for executives of the combined company. HP agreed that this process
would
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involve obtaining market information and other input from outside compensation
experts and HP has determined that the employment terms previously discussed
would not serve as a benchmark for any future terms. Accordingly, HP plans to
negotiate promptly following the completion of the merger new employment
agreements with Ms. Fiorina and certain executive officers of HP, including

Mr. Jotwani, Ms. Livermore, Mr. Wayman, and Mr. Zitzner, and certain executive
officers of Compaq, including Mr. Capellas. It is currently expected that the
employment agreements will include increases to the executives' current salaries
to reflect their expanded responsibilities within the combined company, as well
as the potential for a bonus that may be equal to or greater than the
executives' base salaries. HP also currently expects the employment agreements
to provide for the grant of the stock options. It is contemplated that the
options will vest based upon continued service with HP and, in significant part,
upon the attainment of certain performance goals. Such goals may include
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operational milestones and increases in HP stock prices following the merger. In
addition, HP currently expects that the employment agreements will contain
severance terms that will provide the officers with payments of severance 1if,
during the term of the agreement, the executive is terminated without cause,
resigns for certain reasons or terminates employment due to death or disability.
These severance payments may include cash payments, continued employee benefits,
additional payments in connection with any golden parachute excise taxes and the
acceleration of vesting of stock options and other equity awards, but are
expected to be offset by any payments under the retention/severance plan
described above.

38
PENSION PLAN
The following table shows the estimated annual benefits payable upon
retirement to HP employees in the United States under the Company's Deferred
Profit-Sharing Plan (the "Deferred Plan") and the Company's Retirement Plan (the
"Retirement Plan"), as well as the Company's Excess Benefit Retirement Plan (the

"Excess Benefit Plan").

Estimated Annual Retirement Benefits (1) (2)

Highest

Five-Year Years of Service

Average === 0 06moo oo oo oo
Compensation 15 20 25 30

$ 400,000 S 86,662 $115,549 S 144,436 $ 173,323
500,000 109,162 145,549 181,936 218,323
600,000 131,662 175,549 219,436 263,323
700,000 154,162 205,549 256,936 308,323
800,000 176,662 235,549 294,436 353,323
900,000 199,162 265,549 331,936 398,323
1,000,000 221,662 295,549 369,436 443,323
1,100,000 244,162 325,549 406,936 488,323
1,200,000 266,662 355,549 444,436 533,323
1,300,000 289,162 385,549 481,936 578,323
1,400,000 311,662 415,549 519,436 623,323
1,500,000 334,162 445,549 556,936 668,323
1,600,000 356,662 475,549 594,436 713,323
1,700,000 379,162 505,549 631,936 758,323
1,800,000 401,662 535,549 669,436 803,323
1,900,000 424,162 565,549 706,936 848,323
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2,000,000 446,662 595,549 744,436 893,323
2,100,000 469,162 625,549 781,936 938,323
2,200,000 491,662 655,549 819,436 983,323
2,300,000 514,162 685,549 856,936 1,028,323
2,400,000 536,662 715,549 894,436 1,073,323
2,500,000 559,162 745,549 931,936 1,118,323
2,600,000 581,662 775,549 969,436 1,163,323
2,700,000 604,162 805,549 1,006,936 1,208,323
2,800,000 626,662 835,549 1,044,436 1,253,323
2,900,000 649,162 865,549 1,081,936 1,298,323
3,000,000 671,662 895,549 1,119,436 1,343,323

(1) Amounts exceeding $160,000 (as adjusted from time to time by the Internal
Revenue Service) would be paid pursuant to the Excess Benefit Plan.

(2) No more than $200,000 (as adjusted from time to time by the Internal Revenue
Service) of cash compensation may be taken into account in calculating
benefits payable under the Retirement Plan.
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The compensation covered by the plans whose benefits are summarized in the
table above equals base pay and bonuses paid pursuant to the Executive
Pay-for-Results Plan. The covered compensation for each of the named executive
officers is the highest five-year average of the amounts shown in the "Salary"
column of the Summary Compensation table and amounts paid pursuant to the
Executive Pay-for-Results Plan as shown in the "Bonus" column of the Summary
Compensation table. Benefits payable upon retirement will be based on the total
of the amounts shown in the "Salary" column of the Summary Compensation table
and amounts paid pursuant to the Executive Pay-for-Results Plan as shown in the
"Bonus" column of the Summary Compensation table.

Named executive officers named in the Summary Compensation table have been
credited with the following years of service: Ms. Fiorina, two years;
Mr. Wayman, 32 years; Mr. Zitzner, 12 years; Ms. Livermore, 19 years; and
Mr. Jotwani, 19 years.

Retirement benefits shown are payable at age 65 in the form of (1) a single
life annuity, (2) a joint annuity, or (3) a lump sum to the employee, and
reflect the maximum offset allowance currently in effect under Section 401 (1) of
the Internal Revenue Code to compute the offset for such benefits under the
plans. For purposes of calculating the benefit, an employee may not be credited
with more than 30 years of service.
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REPORT OF THE COMPENSATION COMMITTEE
OF THE BOARD OF DIRECTORS ON EXECUTIVE COMPENSATION
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HP's executive compensation program is administered by the Compensation
Committee of the Board of Directors (the "Committee"). The Committee, which is
composed of non-employee directors, is responsible for approving and reporting
to the Board on all elements of compensation for elected corporate officers. The
Committee has furnished the following report on executive compensation for
fiscal 2001.

EXECUTIVE COMPENSATION PHILOSOPHY

The executive compensation Total Rewards program was developed with the
overall idea to encourage and support the behaviors that enable HP to compete as
a company of integrated, fast-moving teams. It is designed to inspire and reward
superior performance by executives, business units and HP, and to include
executives in the success of HP. The executive compensation Total Rewards
program has a goal of providing executives with base pay, short-term and
long-term incentives and benefits.

THE GUIDING PRINCIPLES BEHIND TOTAL REWARDS:
- Measure success against external benchmarks
- Reward aspirational performance
- Recognize individual achievement
- Promote employee ownership in the Company
- Attract and retain top talent
- Balance risk and reward
EXECUTIVE COMPENSATION PRACTICES

FEach year, we survey the executive compensation practices of approximately
fifty companies, 50% of which are in the S&P High Technology Composite Index and
the remaining 50% of which are Fortune 100 companies that are included within
the S&P 500 Index. Our practice is to target our Total Rewards program for
executive compensation at the 50th percentile of equivalent programs of surveyed
companies.

COMPONENTS OF EXECUTIVE COMPENSATION
BASE PAY

Base pay is baseline cash compensation and is determined by the competitive
market and individual performance. Base pay for each executive officer is
established each year based on (1) a compensation range which corresponds to the
executive's job responsibilities and (2) the executive officer's overall
individual Jjob performance.

SHORT-TERM BONUS/VARIABLE PAY

Our short-term bonus/variable pay programs were developed to focus on
matching reward with results. Effective November 1, 2000, the HP Pay-for-Results
Plan was divided into two plans: Pay-for—-Results Short-term Bonus Plan and
Executive Pay-for-Results Plan. We have three plans: Executive Pay-for-Results
(which applies to the named executive officers), Pay-for-Results Short-term
Bonus (which applies to high-level employees) and Company Performance Bonus
(which applies to all employees except those participating in the Executive
Pay-for-Results Plan or the Pay-for-Results Plan).
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The philosophy is simple: a basic reward for reaching minimally acceptable
goals——-the performance that meets the expectations of customers and shareowners,
and a considerable upside for reaching our aspirational goals--the performance
that sets the standard and leads the market. To balance reward with risk, if HP
does not meet its minimum goals in a given half, there could be no bonus payout
at all. For fiscal 2001 there were no payouts to members of the Executive
Council; however, there were minimal payouts to employees of some business
units.
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[GRAPHIC REPRESENTING THRESHOLD, TARGET AND ASPIRATIONAL LEVELS OF
PERFORMANCE, CORRELATING GREATER PERFORMANCE WITH GREATER REWARD]

WE ARE SETTING OUR METRICS BASED ON THREE LEVELS OF PERFORMANCE:

- THRESHOLD (A LEVEL OF PERFORMANCE THAT MEETS THE EXPECTATIONS OF OUR
CUSTOMERS AND OUR SHAREOWNERS)

- TARGET (A HIGHER LEVEL OF PERFORMANCE THAN THRESHOLD PERFORMANCE)

- ASPIRATIONAL (PERFORMANCE THAT SETS THE STANDARD AND LEADS THE
MARKET)

THE INTENT IS TO ENCOURAGE US TO ASPIRE TO GREATER PERFORMANCE.
PAY-FOR-RESULTS

During fiscal 2001, our named executive officers participated in the
Executive Pay-for-Results Plan. This is a variable pay plan that links
individual, business organization, and Company performance directly to
compensation and encourages employees to make significant contributions toward
the Company's top-line revenue and bottom-line net profit. The plan
also ensures that there is a clear and consistent framework in which achievement
is measured. The performance metrics for the Executive Council Members for
fiscal 2001 were HP revenue, net profit and total customer experience; some
other Pay-for-Results participants' metrics also included business unit revenue
and net profit.

In fiscal 2001, a portion of the executive's cash compensation was placed
"at risk" dependent on Company and business unit results. The short-term bonus
amount that was "at risk" for the named executive officers was the greater of:
(a) approximately 50% of base salary or (b) 100% of every dollar above base
salary that exceeded $1 million. Depending upon the achievement of
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pre—-determined performance metrics, we awarded executives between 0 and 300% of
the targeted short-term bonus. This plan pays out semi-annually when performance
targets are achieved.

COMPANY PERFORMANCE BONUS

In fiscal 2001, HP's cash profit sharing program was replaced with the
Company Performance Bonus. The plan is available to all employees with the
exception of those who participate in the Pay-for-Results Short-term Bonus Plan
or Executive Pay-for-Results Plan. This plan extends variable pay to all levels
of HP and links individual compensation to the Company's overall results.

LONG-TERM INCENTIVES
The long-term incentive program is designed to encourage creation of

long-term value for our shareowners and equity ownership by our executives. The
program consists of stock options for our executives. During fiscal 2001, we
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made stock option grants to executive officers under HP's 1995 Incentive Stock
Plan and the 2000 Stock Plan. Each grant allows the officer to acquire shares of
HP's common stock, subject to the completion of a four-year vesting period,
continued employment with HP, and terms of employment contracts (if applicable).
These shares may be acquired at a fixed price per share (the fair market value
on the grant date) over a ten-year period. Individual and business unit
performance determine an executive's grant amount.

STOCK OWNERSHIP GUIDELINES

Our stock ownership guidelines are designed to increase the executive's
equity stake in HP and more closely align his or her interests with those of our
shareowners. The guidelines provide that the Chairman, President and CEO should
attain an investment position in HP's stock equal to five times her targeted
cash compensation and all other executive officers should attain an investment
position equal to three times their targeted cash compensation.

BENEFITS

The global benefits philosophy provides employees protection from
catastrophic events and offers health and welfare benefits typical to the given
country in which HP operates. In addition, through the benefits survey process,
benefits offered by competitors as well as benefits that set HP apart as an
employer may be incorporated into the benefits package. Where applicable,
employees are responsible for managing benefit choices, balancing their own
level of risk and return.

CORPORATE TAX DEDUCTION ON COMPENSATION IN EXCESS OF $1 MILLION A YEAR

Section 162 (m) of the Internal Revenue Code generally disallows a tax
deduction to public companies for compensation in excess of $1 million paid to
the Company's Chief Executive Officer or any of the four other most highly
compensated officers. Certain performance-based compensation is specifically
exempt from the deduction limit. Payments made pursuant to the Executive
Pay-for-Results Plan are considered performance-based and exempt from the
deduction limit.

COMPENSATION FOR THE CHAIRMAN, PRESIDENT AND CHIEF EXECUTIVE OFFICER

Ms. Fiorina has been President and CEO of HP since joining the Company on
July 17, 1999, and Chairman of the Board since September 22, 2000. All aspects
of Ms. Fiorina's fiscal 2001 compensation were governed by the general
principles of the Company's Executive Total Rewards program described above. At
our November 2000 meeting we reviewed Ms. Fiorina's Total Rewards package and
made an overall assessment of her performance and competitive forces.

COMPETITIVE FORCES

We analyzed the total direct compensation for chief executive officers from
the survey data we gathered on companies in our industry and/or of our size and
complexity. As part of our review, we determined that Ms. Fiorina was entitled
to a pay increase in alignment with the Company's philosophy to pay for
performance and to pay amongst our competitors. In determining Ms. Fiorina's new
Total Cash Compensation we wanted it to be better aligned with our Total Rewards
philosophy and decided to have more of her cash compensation "at risk" by making
it dependent on the Company's performance.
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BASE PAY

For fiscal 2001, Ms. Fiorina received a base pay of $1,000,000.
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SHORT-TERM BONUS

For fiscal 2001, we determined to increase Ms. Fiorina's targeted bonus
opportunity to 300% of her base pay, with an aspirational opportunity of 900% of
her base pay. The increase in the bonus opportunity was tied directly to
Ms. Fiorina's performance and competitive practices. In light of the Company
falling short of meeting its net profit and revenue objectives for the first and
second half of fiscal 2001, there was no payout to Ms. Fiorina and the other
named executive officers and Executive Council members.

As we indicated in last year's report, Ms. Fiorina was entitled to receive a
minimum guaranteed short-term bonus of $1,250,000 for fiscal 2000, pursuant to
the terms of her employment contract. In light of the Company falling shorting
of meeting its net profit and revenue objectives for the second half of fiscal
2000, resulting in no payout to the other named executive officers and Executive
Council members, Ms. Fiorina initiated a dialogue with the Committee and
recommended her guaranteed bonus for the second half of fiscal 2000 be zero. The
Committee agreed with Ms. Fiorina's recommendation and modified Ms. Fiorina's
fiscal 2001 bonus opportunity by reducing it by $625,000. After it was
determined there would be no bonus payout to Ms. Fiorina for fiscal 2001,

Ms. Fiorina decided to, and did, repay the Company her second half fiscal 2000
guaranteed bonus of $625,000 net of taxes.

LONG-TERM INCENTIVES—-—-STOCK OPTIONS

In the November 2000 meeting, the Committee reviewed the progress
Ms. Fiorina had made against the goals to reinvent the Company. They reviewed
her objectives of setting a clear vision and strategy, and her ability to
provide the leadership to deliver results. Based on this review, the Committee
determined that Ms. Fiorina had made significant progress and contributions in
all of these areas. The Committee granted Ms. Fiorina a long-term incentive
award of 1,000,000 fair market value non-qualified stock options with a vesting
schedule of 25% per year.

OTHER COMPENSATION MATTERS IN CONNECTION WITH THE COMPAQ MERGER
RETENTION BONUS

The compensation committee adopted a retention program that includes the
payment of retention bonuses to specified key employees. Payment of the
retention bonuses are contingent upon the completion of the proposed merger
transaction involving Compag Computer Corporation. Ms. Fiorina would have been
entitled to receive retention bonuses under this program totaling two times the
sum of her current salary and target annual bonus (a total of $8.0 million);
however, she declined to accept the right to participate in this program.

The other named executive officers of HP may receive retention payments of
three times current salary plus target bonus payable in two equal installments,
with the first installment payable on September 4, 2002 and the second
installment payable on September 4, 2003 under this program.

NEW EMPLOYMENT AGREEMENTS*

At the time of the execution of the merger agreement for the Compag merger,
HP expressed the intention to negotiate with certain HP and Compag executives,
including Ms. Fiorina, employment agreements to take effect following the
closing of the Compag merger, based on terms for such agreements that were then
under discussion but upon which agreement was not then, or at any later time,
reached. Following execution of the merger agreement, HP and Compaq determined
that it would be more appropriate for the compensation committee of the newly
constituted board following completion of the merger to analyze, review and
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determine the appropriate structure and size of compensation packages for
executives of the combined company, including Ms. Fiorina. HP and Compaq agreed
that this process would involve obtaining market information and other input
from outside compensation experts and HP has determined that the employment
terms previously discussed would not serve as a benchmark for any future terms.
Accordingly, HP plans to
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negotiate promptly following the completion of the Compag merger new employment
agreements with Ms. Fiorina, as well as certain executive officers of HP and
Compaqg. It is currently expected that the employment agreements will include
increases to the executives' current salaries to reflect their expanded
responsibilities within the combined company, as well as the potential for a
bonus that may be equal to or greater than the executives' base salaries. HP
also currently expects the employment agreements to provide for the grant of
stock options. It is contemplated that the options will vest based upon
continued service with HP and, in significant part, upon the attainment of
certain performance goals. Such goals may include operational milestones and
increases in HP stock prices following the merger. In addition, HP currently
expects that the employment agreements will contain severance terms that will
provide the officers with payments of severance 1if, during the term of the
agreement, the executive is terminated without cause, resigns for certain
reasons or terminates employment due to death or disability. These severance
payments may include cash payments, continued employee benefits, additional
payments in connection with any golden parachute excise taxes and the
acceleration of vesting of stock options and other equity awards, but are
expected to be offset by any payments under the applicable retention or
severance plan.

COMPENSATION COMMITTEE
Phillip M. Condit, Chair

Sam Ginn
Walter B. Hewlett™

* Mr. Hewlett did not approve the portion of the Compensation Committee Report
set forth under "New Employment Agreements."
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STOCK PERFORMANCE GRAPHS
The graphs below show the cumulative total shareowner return assuming the
investment of $100 on the date specified for each graph (and the reinvestment of
dividends thereafter) in each of HP common stock, the S&P 500 Index, the S&P

Technology Sector Index and a peer group. (1)

FIVE-YEAR CUMULATIVE RETURN
(INVESTMENT OF $100 ON OCTOBER 31, 1996)

EDGAR REPRESENTATION OF DATA POINTS USED IN PRINTED GRAPHIC

HEWLETT-PACKARD S & P TECHNOLOGY
COMPANY S & P 500 SECTOR PEER GROUP
10/96 $100.00 $100.00 $100.00 $100.00

10/97 $141.29 $132.11 $145.81 $163.46
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10/98 $139.98 $161.16 $193.55 $261.57
10/99 $174.13 $202.54 $322.22 $364.18
10/00 $281.39 $214.87 $358.65 $463.56
10/01 $103.19 $161.36 $170.09 $239.67

ONE-YEAR CUMULATIVE RETURN
(INVESTMENT OF $100 ON OCTOBER 31, 2000)

EDGAR REPRESENTATION OF DATA POINTS USED IN PRINTED GRAPHIC

HEWLETT-PACKARD S & P TECHNOLOGY

COMPANY S & P 500 SECTOR PEER GROUP
10/00 $100.00 $100.00 $100.00 $100.00
1/01 $79.45 $95.85 $83.73 $85.55
4/01 $61.46 $87.93 $62.34 $68.81
7/01 $53.47 $85.52 $57.03 $58.65
10/01 $36.67 $75.10 $47.42 $51.48

(1) The peer group 1is composed of large companies that we compete with on a
worldwide basis in the computing and imaging industries. They are: Apple
Computer, Inc., Compaqg Computer Corporation, Dell Computer Corp., EDS
Corporation, EMC Corporation, Gateway, Inc., IBM Corporation, Iomega
Corporation, Lexmark International Group Inc., Quantum Corporation, Seagate
Technology, Inc., Sun Microsystems, Inc., Unisys Corporation and Xerox
Corporation. Data General Corporation has been removed from the peer group
because it was acquired by EMC Corporation in October 1999.
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EXECUTIVE OFFICERS

In addition to the executive officers reported on the Form 10-K/A filed on
January 30, 2002, the individuals listed below have been chosen to become
executive officers upon the close of the Compaqg merger. All officers are elected
to serve at the pleasure of the Board.

PETER BLACKMORE Mr. Blackmore is expected to be elected an executive officer

Age 54 upon the close of the Compag merger. Mr. Blackmore was
elected Executive Vice President, Worldwide Sales and
Services of Compaq Computer Corporation in 2000. Prior to
that time, Mr. Blackmore served as Senior Vice President,
Sales and Services earlier in 2000, and Senior Vice
President, Sales and Marketing from 1999. Mr. Blackmore
joined Compaqg in 1991 as Manager, Major Accounts Marketing,
Europe, and served in a number of senior sales and marketing

positions.
ALLISON JOHNSON Ms. Johnson is expected to be elected an executive officer
Age 41 upon the close of the Compag merger. Ms. Johnson has been

Vice President, Brand & Communications at HP since
January 2001. From January 2000 to January 2001,

Ms. Johnson was Director, Brand & Communications at HP
Enterprise Systems Division. From January 1999 to
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January 2000, she was Director, Corporate Communications at
Netscape Communications Corp. From September 1997 to
January 1999, Ms. Johnson was Director, Communications at
IBM Corporation and from 1993 to September 1997 she was
Director, Communications, Internet Division at IBM

Corporation.
ROBERT V. NAPIER Mr. Napier is expected to be elected an executive officer
Age 55 upon the close of the Compag merger. Mr. Napier was elected

Senior Vice President, Global Business Solutions and Chief
Information Officer of Compaqgq Computer Corporation in 2000.
Mr. Napier joined Compag in August 1999 as Senior Vice
President, Information Management and Chief Information
Officer. Prior to joining Compaqg, he was Senior Vice
President and Chief Information Officer of Mariner
Post-Acute Network, a position he had held since 1998, and
Chief Information Officer of Delphi Automotive Systems from
1997 to 1998.

SHANE V. ROBISON Mr. Robison is expected to be elected an executive officer

Age 48 upon the close of the Compag merger. Mr. Robison joined
Compaqg Computer Corporation in 2000 as Senior Vice
President, Technology and Chief Technology Officer. Prior to
joining Compaqg, Mr. Robison was President of Internet
Technology and Development at AT&T Labs, a position he had
held since 1999. Prior to AT&T Labs, he was Executive Vice
President, Research and Development and then President,
Design Productivity Group, of Cadence Design Systems, Inc.,
from 1995 to 1999.
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MICHAEL J. WINKLER Mr. Winkler is expected to be elected an executive officer
Age 56 upon the close of the Compag merger. Mr. Winkler was elected

Executive Vice President, Global Business Units of Compag
Computer Corporation in 2000. Prior to that time,

Mr. Winkler was Senior Vice President and Group General
Manager, Commercial Personal Computing Group, a position to
which he was elected in 1996. Mr. Winkler joined Compaqg in
1995 as Senior Vice President, Portable PC Division. Prior
to joining Compaqg, Mr. Winkler was Vice President and
General Manager of Toshiba Computer Systems.

CERTAIN LEGAL PROCEEDINGS

On March 28, 2002, Walter B. Hewlett, individually and as Trustee of the
William R. Hewlett Revocable Trust, and Edwin E. van Bronkhorst, as co-Trustee
of the William R. Hewlett Revocable Trust, filed suit against HP in the Delaware
Court of Chancery, New Castle County. Mr. Hewlett is a director of HP. The
complaint, which was brought pursuant to Section 225 of the Delaware General
Corporation Law, alleges that HP management engaged in improper conduct in the
solicitation of proxies in connection with HP's proposal to issue shares in
connection with the contemplated Compaq merger. In particular, the complaint
alleges that HP used corporate assets to entice and coerce financial
institutions to vote in favor of the Compag merger and made materially
misleading public statements regarding the planned integration of the two
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companies. The complaint seeks, among other things, a declaration that certain
proxies are invalid, a decree that the proposal to issue shares in connection
with the proposed Compag merger was defeated (or, in the alternative, requiring
a new vote after the re-solicitation of proxies), and a preliminary and
permanent injunction against HP completing the issuance of HP shares in
connection with the Compag merger. HP believes that the complaint is without
merit and intends to defend itself vigorously.
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INDEPENDENT AUDITORS

On September 21, 2000, the Audit Committee of HP's Board of Directors
terminated PricewaterhouseCoopers LLP ("PwC") as HP's independent public
accountants with respect to the audit of HP's consolidated financial statements
for the fiscal year ended October 31, 2000 (the "2000 Audit"). The decision was
made because of concerns by both HP and PwC regarding the timing of the
completion of the 2000 Audit in light of the potential loss of PwC's
independence since HP was in discussions with PwC over a possible acquisition of
its global management and information consulting practice (the "Potential
Acquisition"). PwC had already ceased all audit work for HP on September 12,
2000. HP subsequently terminated discussions with PwC with respect to the
Potential Acquisition because HP and PwC could not reach a mutually acceptable
agreement.

On September 21, 2000, the Audit Committee also selected and appointed
Ernst & Young LLP ("E&Y") to serve as HP's independent auditor with respect to
the 2000 Audit. At that time, HP committed to undertake a more formal evaluation
process in selecting independent auditors with respect to the audit of HP's
consolidated financial statements for the fiscal year ending October 31, 2001
(the "2001 Audit"). On February 5, 2001, the Audit Committee unanimously
approved the appointment of E&Y as the Company's independent auditor to complete
the 2001 Audit, and on November 16, 2001, the Audit Committee unanimously
approved the appointment of E&Y as the Company's independent auditor to complete
the audit of HP's consolidated financial statements for the fiscal year ending
October 31, 2002 (the "2002 Audit").

Neither the report of E&Y with respect to the 2001 or 2000 Audit nor the
report of PwC with respect to the audit of HP's consolidated financial
statements for the fiscal years ended October 31, 1999 or October 31, 1998
contained an adverse opinion or a disclaimer of opinion, or were qualified or
modified as to uncertainty, audit scope, or accounting principles. In addition,
during HP's fiscal year ended October 31, 1999 and through September 21, 2000
there were no disagreements with PwC on any matter of accounting principles or
practices, financial statement disclosure, or auditing scope or procedure with
respect to HP's consolidated financial statements, which disagreements, if not
resolved to the satisfaction of PwC, would have caused it to make reference to
the subject matter of the disagreements in connection with its reports.

Prior to retaining E&Y with respect to the 2000 Audit, HP consulted with E&Y
on various aspects of the Potential Acquisition, including tax and accounting
matters related to a variety of preliminary structures for the Potential
Acquisition. HP did not consult with PwC on such issues.

Representatives of E&Y are expected to be present at the annual meeting and
will have the opportunity to make a statement if they desire to do so and are
expected to be available to respond to appropriate questions.

FEES INCURRED BY HP FOR ERNST & YOUNG LLP

The following table shows the fees paid or accrued by the Company for the
audit and other services provided by Ernst & Young LLP for fiscal 2001.
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Audit Fees (1) $3.7 million

Financial Information Systems Design and S0
Implementation Fees

All Other Fees (2) $19.3 million

Total $23 million

(1) Audit services of Ernst & Young LLP for 2001 consisted of the examination of
the consolidated financial statements of the Company and quarterly review of
financial statements.

(2) Approximately $5.6 million of "All Other Fees" is for audit-related fees
that consisted primarily of statutory audits, services related to business
acquisitions/diversitures, accounting consultations, filings made with the
Securities and Exchange Commissions and other audit-related services. The
remaining $13.7 million of "All Other Fees" consisted primarily of tax
services.
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REPORT OF THE AUDIT COMMITTEE OF
THE BOARD OF DIRECTORS

The Audit Committee of the Board of Directors of HP serves as the
representative of the Board for general oversight of HP's financial accounting
and reporting process, system of internal control, audit process, and process
for monitoring compliance with laws and regulations and HP's Standards of
Business Conduct. HP's management has primary responsibility for preparing HP's
financial statements and HP's financial reporting process. HP's independent
auditors, Ernst & Young LLP, are responsible for expressing an opinion on the
conformity of HP's audited financial statements with accounting principles
generally accepted in the United States.

In this context, the Audit Committee hereby reports as follows:

1. The Audit Committee has reviewed and discussed the audited financial
statements with HP's management.

2. The Audit Committee has discussed with the independent auditors the
matters required to be discussed by SAS 61 (Codification of Statements
on Auditing Standard, AU 380).

3. The Audit Committee has received the written disclosures and the letter
from the independent auditors required by Independence Standards Board
Standard No. 1 (Independence Standards Board Standard No. 1,
"Independence Discussions with Audit Committees") and has discussed with
the independent auditors the independent auditors' independence.

4. The Audit Committee has considered whether the provision of services
covered by Audit Fees and All Other Fees is compatible with maintaining
Ernst & Young LLP's independence.

5. Based on the review and discussion referred to in paragraphs
(1) through (4) above, the Audit Committee recommended to the Board, and
the Board has approved, that the audited financial statements be
included in HP's Annual Report on Form 10-K for the fiscal year ended
October 31, 2001, for filing with the Securities and Exchange
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Commission.

Each of the members of the Audit Committee is independent as defined under
the listing standards of the New York Stock Exchange.

The undersigned members of the Audit Committee have submitted this Report to
the Board of Directors.

George A. Keyworth II, Chair
Patricia C. Dunn
Richard A. Hackborn
Robert E. Knowling, Jr.
50
By Order of the Board of Directors,
/s/ Ann O. Baskins
Ann O. Baskins
Vice President, General
Counsel and Secretary
Dated: April 4, 2002
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IMPORTANT INFORMATION CONCERNING THE HP ANNUAL MEETING

CHECK-IN BEGINS: 12:30 P.M. MEETING BEGINS: 2:00 P.M.

— HP SHAREOWNERS, INCLUDING JOINT HOLDERS, AS OF THE CLOSE OF BUSINESS ON
MARCH 18, 2002 ARE ENTITLED TO ATTEND THE ANNUAL MEETING

— ALL SHAREOWNERS AND THEIR PROXIES SHOULD BE PREPARED TO PRESENT PHOTO
IDENTIFICATION FOR ADMISSION TO THE MEETING

- IF YOU ARE A RECORD HOLDER OR A PARTICIPANT IN HP'S TAXCAP OR SHARE OWNERSHIP
PLAN, YOUR SHARE OWNERSHIP WILL BE VERIFIED AGAINST A LIST OF RECORD HOLDERS
OR PLAN PARTICIPANTS AS OF THE RECORD DATE, PRIOR TO BEING ADMITTED TO THE
ANNUAL MEETING

- IF YOU ARE A STREET NAME HOLDER (I.E., YOU HOLD YOUR SHARES THROUGH BROKERS OR
NOMINEES) YOU WILL BE ASKED TO PRESENT PROOF OF OWNERSHIP OF HP SHARES AS OF
THE RECORD DATE, SUCH AS YOUR MOST RECENT BROKERAGE STATEMENT PRIOR TO
MARCH 18, 2002, OR OTHER SIMILAR EVIDENCE OF OWNERSHIP

— PERSONS ACTING AS PROXIES MUST BRING A VALID PROXY FROM A RECORD HOLDER AS OF
THE CLOSE OF BUSINESS ON MARCH 18, 2002

— FAILURE TO PRESENT IDENTIFICATION OR OTHERWISE COMPLY WITH THE ABOVE
PROCEDURES UPON REQUEST WILL RESULT IN EXCLUSION FROM THE ANNUAL MEETING

- PLEASE ALLOW AMPLE TIME FOR CHECK-IN
THANK YOU FOR YOUR INTEREST AND SUPPORT--YOUR VOTE IS IMPORTANT!

PLEASE RETURN YOUR PROXY CARD OR VOTING INSTRUCTION
CARD FOR THE ANNUAL MEETING TODAY
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DIRECTIONS TO THE FLINT CENTER
FROM SAN FRANCISCO:

- Take 280 South to 85 South towards
Gilroy.

- Exit at Stevens Creek Blvd. (lst
off-ramp) .

— Turn East (left) onto Stevens Creek Blvd.
(over freeway), then turn right onto Mary
Ave. (2nd light).

- Upon entering De Anza College Campus,
bear right and follow signs to parking.

- At stop sign turn left.

- Parking is available in the parking
structure on your right.

FROM SAN JOSE:

— Take 280 North to the De Anza Blvd. exit.

— Turn South (left) onto De Anza Blvd. and
proceed to Stevens Creek Blvd., turn
right onto Stevens Creek then left onto
Mary Ave.

- Upon entering De Anza College Campus,
bear right and follow signs to parking.

- At stop sign turn left.

- Parking is available in the parking
structure on your right.

[5980-8778EE]

[HP LOGO] PROXY
HEWLETT-PACKARD COMPANY
ANNUAL MEETING OF SHAREOWNERS - April 26, 2002
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS.

The undersigned hereby appoints Carleton S. Fiorina and Ann O. Baskins and
each of them as proxies for the undersigned, with full power of substitution,
to act and to vote all the shares of Common Stock of Hewlett-Packard Company
held of record by the undersigned at the close of business on March 18, 2002,
at the annual meeting of shareowners to be held at 2:00 p.m., local time, on
Friday, April 26, 2002, or any postponement or adjournment thereof.

In their discretion the Proxies are authorized to vote upon such other
business as may properly come before the meeting or any postponement or
adjournment thereof.

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED
HEREIN BY THE UNDERSIGNED SHAREOWNER. IF NO DIRECTION IS MADE, THIS PROXY
WILL BE VOTED FOR ALL OF THE NOMINEES FOR DIRECTOR IN ITEMS 1A AND 1B, AS
APPLICABLE, FOR ITEM 2 AND AGAINST ITEMS 3 AND 4. WHETHER OR NOT DIRECTION IS
MADE, THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE DISCRETION OF
THE PROXY HOLDERS UPON SUCH OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE
ANNUAL MEETING OR ANY ADJOURNMENT OR POSTPONEMENT THEREOF. THE PROXY HOLDERS
RESERVE THE RIGHT TO CUMULATE VOTES AND CAST SUCH VOTES IN FAVOR OF THE
ELECTION OF SOME OR ALL OF THE APPLICABLE DIRECTOR NOMINEES IN THEIR SOLE
DISCRETION. THE UNDERSIGNED HEREBY REVOKES ALL PROXIES PREVIOUSLY GIVEN BY

[MAP]
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THE UNDERSIGNED TO VOTE AT THE ANNUAL MEETING OR ANY ADJOURNMENT OR
POSTPONEMENT THEREOF .

IMPORTANT--THIS PROXY MUST BE SIGNED AND DATED BELOW.

ANNUAL MEETING PROXY CARD
PLEASE MARK VOTE IN BOX IN THE FOLLOWING MANNER USING DARK INK ONLY. /X/

OR PLEASE REFER TO THE REVERSE SIDE FOR TELEPHONE AND INTERNET VOTING
INSTRUCTIONS.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR ALL OF THE NOMINEES FOR DIRECTOR
IN 1A AND 1B, FOR 2 AND AGAINST 3 AND 4.

1A. Election of Directors in the event that the proposed merger transaction with
Compaq Computer Corporation is completed prior to the 2002 Annual Meeting —-—

For Withhold
0l1- L.T.Babbio, Jr. /7 /o
02— M.D. Capellas // /7
03- P.M. Condit /7 /o
04— P.C. Dunn /7 /7
05- C.S. Fiorina /7 /o
06— S. Ginn /7 /7
07- R.A. Hackborn /7 /7
08- G.A. Keyworth II // /7
09- R.E. Knowling Jr. // /7
10- S.M. Litvack /7 /7
11- T.J. Perkins / /7
12- L.S. Salhany // /7

1B. Election of Directors in the event that the proposed merger transaction with
Compaq Computer Corporation is not completed prior to the 2002 Annual Meeting —-—
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For Withhold
13- P.M. Condit /7 /o
14— P.C. Dunn / 7/ /7
15- C.S. Fiorina /7 //
16— S. Ginn /7 /7
17- R.A. Hackborn /7 /7
18- G.A. Keyworth II // /7
19- R.E. Knowling, Jr. // /7
20- R.P. Wayman // /7

2. Proposal to ratify Ernst & Young LLP as the Company's independent auditors
for the fiscal year ending October 31, 2002.

For Against Abstain
/7 /7 /7
3. Shareowner proposal to request the Board of Directors to make all possible

lawful efforts to implement and/or increase activity on each of the described
principles in the People's Republic of China.

For Against Abstain

/7 /7 /7
4. Shareowner proposal to request the Board of Directors to prepare a report, at
reasonable cost, on the feasibility of adopting a policy, implementing programs

and auditing the progress of producer responsibility for product take-back and
recycling.

For Against Abstain

/7 /7 /7

PLEASE REFER TO THE REVERSE SIDE FOR INTERNET AND TELEPHONE VOTING
INSTRUCTIONS.

AUTHORIZED SIGNATURES - SIGN HERE - THIS SECTION MUST BE COMPLETED FOR YOUR
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INSTRUCTIONS TO BE EXECUTED.
NOTE: Please sign exactly as your name or names appear hereon. For joint

accounts each owner should sign. When signing as executor, administrator,
attorney, trustee or guardian, etc. please print your full title.

Signature 1 Signature 2 Date (dd/mm/yyyy)

6240--HEWLETT-PACKARD COMPANY (BLUE STOCK) COMMON

/ / Mark this box with an x if you have made changes to your name or address
details below.

Dear Shareowner:

Please see below instructions on how to vote your shares
for the election of directors and all other proposals by telephone or over the
Internet. Please consider voting by telephone or over the Internet. Your vote is
recorded as if you mailed in your proxy card. We believe voting this way is
convenient.

Thank you for your attention to these matters.

HEWLETT-PACKARD COMPANY

INTERNET AND TELEPHONE INSTRUCTIONS
THE METHODS BELOW ARE QUICK, EASY, AND AVAILABLE 24 HOURS A DAY, 7 DAYS A WEEK
If you vote by phone or Internet, have this proxy card in hand when you vote.

HEWLETT-PACKARD COMPANY encourages you to take advantage of convenient ways to
vote your shares. If voting by proxy, you may vote by mail, or choose one of the
two methods described below. Your telephone or Internet vote authorizes the
named proxies to vote your shares in the same manner as i1f you marked, signed,
and returned your proxy card. To vote by telephone or Internet, read the 2002
proxy statement and accompanying materials and then follow these easy steps:

TO VOTE USING THE TELEPHONE (WITHIN THE U.S. AND CANADA)
— Call toll free 1-888-776-5651 in the United States or Canada any time on a

touch-tone telephone. There is NO CHARGE to you for the call. Enter the
6-digit CONTROL NUMBER located below.
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Option 1: To vote as the Board of Directors recommends on ALL proposals:
Press 1.

When asked, please confirm your vote by pressing 1.

Option 2: If you choose to vote on each proposal separately, press 0 and follow
the simple recorded instructions.

TO VOTE USING THE INTERNET

- Go to the following Website:
www.computershare.com/us/proxy

- Enter the information requested on your computer screen, including your
six—digit CONTROL NUMBER located below.

— Follow the simple instructions on the screen.
IF YOU VOTE BY TELEPHONE OR THE INTERNET, DO NOT MAIL BACK THE PROXY CARD.

THANK YOU FOR VOTING!

CONTROL NUMBER

6240--HEWLETT-PACKARD COMPANY (BLUE STOCK) COMMON

[HP LOGO] PROXY
HEWLETT-PACKARD COMPANY
ANNUAL MEETING OF SHAREOWNERS - April 26, 2002
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS.

The undersigned hereby appoints Carleton S. Fiorina and Ann O. Baskins and
each of them as proxies for the undersigned, with full power of substitution,
to act and to vote all the shares of Common Stock of Hewlett-Packard Company
held of record by the undersigned at the close of business on March 18, 2002,
at the annual meeting of shareowners to be held at 2:00 p.m., local time, on
Friday, April 26, 2002, or any postponement or adjournment thereof.

In their discretion the Proxies are authorized to vote upon such other
business as may properly come before the meeting or any postponement or
adjournment thereof.

THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE MANNER DIRECTED
HEREIN BY THE UNDERSIGNED SHAREOWNER. IF NO DIRECTION IS MADE, THIS PROXY
WILL BE VOTED FOR ALL OF THE NOMINEES FOR DIRECTOR IN ITEMS 1A AND 1B, AS
APPLICABLE, FOR ITEM 2 AND AGAINST ITEMS 3 AND 4. WHETHER OR NOT DIRECTION IS
MADE, THIS PROXY, WHEN PROPERLY EXECUTED, WILL BE VOTED IN THE DISCRETION OF
THE PROXY HOLDERS UPON SUCH OTHER BUSINESS AS MAY PROPERLY COME BEFORE THE
ANNUAL MEETING OR ANY ADJOURNMENT OR POSTPONEMENT THEREOF. THE PROXY HOLDERS
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RESERVE THE RIGHT TO CUMULATE VOTES AND CAST SUCH VOTES IN FAVOR OF THE
ELECTION OF SOME OR ALL OF THE APPLICABLE DIRECTOR NOMINEES IN THEIR SOLE
DISCRETION. THE UNDERSIGNED HEREBY REVOKES ALL PROXIES PREVIOUSLY GIVEN BY
THE UNDERSIGNED TO VOTE AT THE ANNUAL MEETING OR ANY ADJOURNMENT OR
POSTPONEMENT THEREOF .

IMPORTANT--THIS PROXY MUST BE SIGNED AND DATED BELOW.

ANNUAL MEETING PROXY CARD
PLEASE MARK VOTE IN BOX IN THE FOLLOWING MANNER USING DARK INK ONLY. /X/

OR PLEASE REFER TO THE REVERSE SIDE FOR TELEPHONE AND INTERNET VOTING
INSTRUCTIONS.

THE BOARD OF DIRECTORS RECOMMENDS A VOTE FOR ALL OF THE NOMINEES FOR DIRECTOR
IN 1A AND 1B, FOR 2 AND AGAINST 3 AND 4.

1A. Election of Directors in the event that the proposed merger transaction with
Compaqg Computer Corporation is completed prior to the 2002 Annual Meeting —-—

For Withhold
0l1- L.T.Babbio, Jr. /7 /o
02— M.D. Capellas // /7
03- P.M. Condit /7 /o
04— P.C. Dunn /7 /7
05- C.S. Fiorina /7 /o
06— S. Ginn /7 /7
07- R.A. Hackborn /7 /7
08— G.A. Keyworth II // /7
09- R.E. Knowling, Jr. // /7
10- S.M. Litvack /7 /7
11- T.J. Perkins / /7
12- L.S. Salhany // /7

1B. Election of Directors in the event that the proposed merger transaction with
Compaq Computer Corporation is not completed prior to the 2002 Annual Meeting —-—
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For Withhold
13- P.M. Condit /7 /o
14— P.C. Dunn / 7/ /7
15- C.S. Fiorina /7 //
16— S. Ginn /7 /7
17- R.A. Hackborn /7 /7
18- G.A. Keyworth II // /7
19- R.E. Knowling, Jr. // /7
20- R.P. Wayman // /7

2. Proposal to ratify Ernst & Young LLP as the Company's independent auditors
for the fiscal year ending October 31, 2002.

For Against Abstain

/7 /7 /7

3. Shareowner proposal to request the Board of Directors to make all possible
lawful efforts to implement and/or increase activity on each of the described
principles in the People's Republic of China.

For Against Abstain

/7 /7 /7

4. Shareowner proposal to request the Board of Directors to prepare a report, at
reasonable cost, on the feasibility of adopting a policy, implementing programs
and auditing the progress of producer responsibility for product take-back and
recycling.

For Against Abstain

/7 /7 /7
PLEASE REFER TO THE REVERSE SIDE FOR INTERNET AND TELEPHONE VOTING
INSTRUCTIONS.

AUTHORIZED SIGNATURES - SIGN HERE - THIS SECTION MUST BE COMPLETED FOR YOUR
INSTRUCTIONS TO BE EXECUTED.
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NOTE: Please sign exactly as your name or names appear hereon. For joint

accounts each owner should sign. When signing as executor, administrator,
attorney, trustee or guardian, etc. please print your full title.

Signature 1 Signature 2 Date (dd/mm/yyyy)

6242-—-HEWLETT-PACKARD COMPANY (BLUE STOCK) EMPLOYEE

/ / Mark this box with an x if you have made changes to your name or address
details below.

Dear Shareowner:

Please see below instructions on how to vote your shares
for the election of directors and all other proposals by telephone or over the
Internet. Please consider voting by telephone or over the Internet. Your vote is
recorded as if you mailed in your proxy card. We believe voting this way is
convenient.

Thank you for your attention to these matters.

HEWLETT-PACKARD COMPANY

INTERNET AND TELEPHONE INSTRUCTIONS
THE METHODS BELOW ARE QUICK, EASY, AND AVAILABLE 24 HOURS A DAY, 7 DAYS A WEEK
If you vote by phone or Internet, have this proxy card in hand when you vote.

HEWLETT-PACKARD COMPANY encourages you to take advantage of convenient ways to
vote your shares. If voting by proxy, you may vote by mail, or choose one of the
two methods described below. Your telephone or Internet vote authorizes the
named proxies to vote your shares in the same manner as if you marked, signed,
and returned your proxy card. To vote by telephone or Internet, read the 2002
proxy statement and accompanying materials and then follow these easy steps:

TO VOTE USING THE TELEPHONE (WITHIN THE U.S. AND CANADA)
— Call toll free 1-800-404-7679 in the United States or Canada any time on a
touch-tone telephone. There is NO CHARGE to you for the call. Enter the

6-digit CONTROL NUMBER located below.

Option 1: To vote as the Board of Directors recommends on ALL proposals:
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Press 1. When asked, please confirm your vote by pressing 1.

Option 2: If you choose to vote on each proposal separately, press 0 and follow
the simple recorded instructions.

TO VOTE USING THE INTERNET

- Go to the following Website:
www.computershare.com/us/proxy

- Enter the information requested on your computer screen, including your
six—digit CONTROL NUMBER located below.

— Follow the simple instructions on the screen.
If you vote by telephone or the Internet, DO NOT mail back the proxy card.

THANK YOU FOR VOTING!

CONTROL NUMBER

6242--HEWLETT-PACKARD COMPANY (BLUE STOCK) EMPLOYEE

The following notice will be mailed to all shareowners.

To cumulate your votes in the election for directors, you must return your
proxy card or voting instruction card, rather than using telephone or
internet voting. Please use the postage-paid return envelope provided with
your proxy card or voting instruction card.

The following notice will be mailed only to current HP employees.

NOTIFICATION OF 2002 ANNUAL MEETING OF SHAREOWNERS AND INTERNET ACCESS TO THE
HEWLETT-PACKARD COMPANY 2002 PROXY STATEMENT AND 2001 ANNUAL REPORT, WHICH
INCLUDES THE 2001 FORM 10-K/A

Dear HP Employee Shareowner:

For the 2002 annual meeting of shareowners, which will be held at 2:00 p.m. on
Friday, April 26, 2002, at the Flint Center, located at 21250 Stevens Creek
Boulevard, Cupertino, California, you will be able to access the Hewlett-Packard
proxy statement and 2001 annual report to shareowners, which includes the 2001
Form 10-K/A (collectively, the "Proxy Materials"), in electronic form on the
Internet starting on Thursday, April 4, 2002, at the following Internet address
on the World Wide Web:

http://www.hp.com/hpinfo/investor/main.htm

Your proxy card is enclosed with this notice. There are three ways to vote your
proxy without attending the 2002 annual meeting of shareowners: by phone (from
the U.S. or Canada only), Internet, or return mail. To vote by telephone or the
Internet, follow the instructions given on the proxy card. Alternatively, you
may complete, sign and return the proxy card in the enclosed, postage-paid
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return envelope.

BECAUSE THE TOLL-FREE TELEPHONE NUMBER FOR TELEPHONE VOTING IS NOT AVAILABLE
OUTSIDE OF THE U.S. AND CANADA, SHAREOWNERS OUTSIDE OF THE U.S. AND CANADA ARE
ENCOURAGED TO USE THE CONVENIENCE AND IMMEDIACY OF THE INTERNET TO VOTE ONLINE.

You may also vote shares held directly in your name in person at the 2002 annual
meeting. You should be prepared to present photo identification for admittance.
In addition, your name will be verified against the list of record holders or
participants in HP's TAXCAP or Share Ownership Plan on the record date prior to
being admitted to the annual meeting. If you do not provide photo identification
or comply with the other procedures outlined above upon request, you will not be
admitted to the annual meeting. Check-in will begin at 12:30 p.m., local time,
and you should allow ample time for the check-in.

The proposals to be voted on and the procedures for voting in person at the 2002
annual meeting of shareowners are described in the proxy statement.

HOWEVER YOU CHOOSE TO VOTE, PLEASE DO SO AS SOON AS POSSIBLE.

There may be costs associated with electronic access, such as usage charges from
Internet service providers and telephone companies. Shareowners are responsible
for bearing these costs. HP does not charge fees for electronic access.

You may request paper copies of the Proxy Materials at any time by calling HP's
shareowner information line at 800-825-5497 or online at:

http://www.hp.com/hpinfo/investor/main.htm.

The following notice will be mailed only to former HP employees who are still
participating in HP's TAXCAP Plan.

NOTIFICATION OF 2002 ANNUAL MEETING OF SHAREOWNERS AND RELATED PROXY MATERIALS
Dear HP Shareowner in the TAXCAP Plan:

Enclosed please find the Hewlett-Packard proxy statement and 2001 annual report
to shareowners, which includes the 2001 Form 10-K/A (collectively, the "Proxy
Materials"), for the 2002 annual meeting of shareowners that will be held at
2:00 p.m. on Friday, April 26, 2002, at the Flint Center, located at 21250
Stevens Creek Boulevard, Cupertino, California. You can also access the Proxy
Materials in electronic form on the Internet starting on Thursday, April 4,
2002, at the following Internet address on the World Wide Web:

http://www.hp.com/hpinfo/investor/main.htm

You are receiving a paper copy of the Proxy Materials in addition to
notification that these materials are available in electronic form because HP
must obtain advance consent for the electronic delivery of proxy materials for
shareowners who are not current employees.

Your proxy card is being sent in a separate package. There are three ways to
vote your proxy without attending the 2002 annual meeting of shareowners: by
phone (from the U.S. or Canada only), Internet, or return mail. To vote by
telephone or the Internet, follow the instructions given on the proxy card.
Alternatively, you may complete, sign and return the proxy card in the
postage-paid return envelope.

BECAUSE THE TOLL-FREE TELEPHONE NUMBER FOR TELEPHONE VOTING IS NOT AVAILABLE

OUTSIDE OF THE U.S. AND CANADA, SHAREOWNERS OUTSIDE OF THE U.S. AND CANADA ARE
ENCOURAGED TO USE THE CONVENIENCE AND IMMEDIACY OF THE INTERNET TO VOTE ONLINE.
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vote shares held directly in your name in person at the 2002 annual
should be prepared to present photo identification for admittance.
your name will be verified against the list of HP's TAXCAP

on the record date. If you do not provide photo identification, you

will not be admitted to the annual meeting. Check-in will begin at 12:30 p.m.,

local time,

and you should allow ample time for the check-in.

The proposals to be voted on and the procedures for voting in person at the 2002
annual meeting of shareowners are described in the proxy statement.

HOWEVER YOU CHOOSE TO VOTE, PLEASE DO SO AS SOON AS POSSIBLE.

There may be

costs associated with electronic access, such as usage charges from

Internet service providers and telephone companies. Shareowners are responsible
for bearing these costs. HP does not charge fees for electronic access.

You may request paper copies of the Proxy Materials at any time by calling HP's
shareowner information line at 800-825-5497 or online at:

http://www.hp.com/hpinfo/investor/main.htm.

The following notice will be sent electronically to all HP employees.

To: All HP Employees

From: HP Corporate Communications

HP 2001 Annual Report and 2002 Proxy Statement

This notice is to let you know that the 2001 HP annual report and 2002 proxy
statement are available online. These materials are accessible to all HP
employees and non-HP employees internally at the @hp portal or

http://hpnow.

hp.com. They are also accessible to anyone externally at

http://www.hp.com/hpinfo/investor/main.htm. Your local IT or tech-support
people are your first points of contact regarding any performance or
technical issues that may arise with the online annual report and proxy

statement.

If you are an HP sales rep and are interested in ordering bulk hardcopies of
the annual report, please see the information below labeled "HP Sales Reps
Orders." If you are interested in ordering a hardcopy of the annual report or
proxy statement for yourself, please see the information below labeled
"Individual Orders."

HP SALES REPS ORDERS

Here is the URL for information regarding orders for bulk copies of the HP
annual report: http://www.webfulfillment.com/kpcorp/lit/.

The publication number for the 2001 HP annual report is #5980-8488EN. If you
have any questions regarding placing an order, please consult the contact
information on the Web page.

INDIVIDUAL ORDERS

The URL for ordering a hardcopy of the 2001 HP annual report and/or the 2002
HP proxy statement is:
http://investor.hp.com/document-request.cfm?companyid=hwp&header=w&footer=w.
Check "2001 Annual Report" and/or "2002 Proxy Statement", then enter your
mailing address information and submit the form.
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Thank you for your attention.

noWrap align=right>

Dividends and interest on shareholders' equity payable

12,167

116,407

1,662

3,010

263

3,940

631,344

1,375

630,051
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Advances from customers

31,814

35,361

21,071

29,003

Taxes paid in installments

371,428
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656,678

343,641

652,894

1,871,033

859,898

1,777,691

829,537

Other payable

305,453

266,798

119,574

223,848

174,264

178,350
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115,322

136,996

884,136

1,854,952

885,297

1,910,991

5,131,193

4,067,435

9,710,872

9,107,570
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(CONVENIENCE TRANSLATION INTO ENGLISH FROM THE ORIGINAL PREVIOUSLY ISSUED IN
PORTUGUESE)

ITR — Quarterly Financial Information - September 30, 2011 — CIA
SIDERURGICA NACIONAL

18. GUARANTEES

The Company has the following liabilities with its subsidiaries and jointly-owned subsidiaries, for
guarantees provided:

Tax collection

Currency Maturity Borrowings lawsuits Others

9/30/2011 12/31/2010 9/30/2011 12/31/2010 9/30/2011 12/31/

Transnordestina  R$ 6/1/2010 to 5/8/2028 1,266,208 1,145,397 6,186 !

CSN Cimentos R$ Indefinite 3,110 51,800 32,745 26

Prada R$ Indefinite 9,958 9,958 740

Sepetiba Tecon R$ Indefinite 215 1,465 15,000 6

Ita Energética R$ 9/15/2013 7,160 9,587

CSN Energia R$ Indefinite 2,392 1,029 2,336 :

Congonhas

Minérios R$ 5/21/2018 2,000,000 2,000,000

Total in R$ 3,276,693 3,156,449 64,150 58,732 9,262 o

CSN lIslands

Vil US$ 12/16/2013 550,000 550,000

CSNlslands IX  US$ 1/15/2015 400,000 400,000

CSNslands XI ~ US$ 9/21/2019 750,000 750,000

CSN Islands XII  US$ Perpetual 1,000,000 1,000,000

Acos Longos US$ 12/31/2011 4,431

CSN Resources US$ 7/21/2020 1,000,000 1,000,000

Total in US$ 3,700,000 3,704,431

Total in R$ 6,861,280 6,172,323

10,137,973 9,328,772 64,150 58,732 9,262 o
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19. TAXES PAYABLE IN INSTALLMENTS

a) Taxrecovery program (Refis)

. Federal Refis

On November 26, 2009, CSN, its subsidiaries and jointly-owned subsidiaries adhered to the Federal Tax
Repayment Program (REFIS) introduced by Law 11,941/09 and Provisional Measure 470/09, in order to
settle their tax and social security obligations through a special payment and installment payment system.
The adhesion to special tax programs reduced the amount payable of fines, interests and legal charges
previously due.

The Management’s decision took into account the matters judged by higher courts, as well as the evaluation
of its external advisors as to the possibility of a favorable court decision for the lawsuits in progress.

For debits recorded pursuant to Provisional Measure 470/09, these were paid in 12 installments as of
November 2009. In July 2010, the Company chose to offset with the amounts of income and social
contribution taxes loss carryforwards the last four installments of this tax recovery program, pursuant to the
possibility set forth in the applicable legislation.

In November 2009 and February 2010, the debits payable pursuant to the installment payment program set
forth by Law 11,941/09, already recognized through provisions, were reviewed based on the reductions in
debits set forth in special programs, according to the waiver date of administrative appeals or legal
proceedings. In 1Q10, those amounts corresponded to a negative effect before income and social
contribution taxes of R$48,890 in the parent company and R$42,365 in the consolidated, which were
recorded in other operating income and expenses and financial result (see Notes 24 and 25).

In June, 2011, the Group’s companies consolidated the debits payable pursuant to the tax program set forth
by Law 11,941/09 under the 180-installment modality adjusted by the SELIC rate. As a result of the
consolidation, the provision increased R$19,734 in the second quarter of 2011, recognized in the parent
company under financial results and other expenses, before income and social contribution taxes as they
related to interest and monetary adjustments on taxes.
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(CONVENIENCE TRANSLATION INTO ENGLISH FROM THE ORIGINAL PREVIOUSLY ISSUED IN
PORTUGUESE)

ITR — Quarterly Financial Information - September 30, 2011 — CIA
SIDERURGICA NACIONAL

Judicial deposits linked to Refis and to the National Treasury Attorney General Office (PGFN) proceedings,
the Company recognized the right to the surplus generated after application of the reductions provided by
the payment in cash modality and advised that its utilization should follow the Normative Instruction of the
Federal Revenue Service (RFB) no. 900/2008.

The position of debits from Refis, recorded in taxes paid in installments in current and non-current liabilities
on September 30, 2011 was R$1,978,269 (R$1,410,062 on December 31, 2010) in the parent company
and R$2,087,351 (R$1,444,207 on December 31, 2010) in the consolidated balance sheet.

20. PROVISIONS FOR TAX, SOCIAL SECURITY, LABOR AND CIVIL RISKS AND JUDICIAL
DEPOSITS

Several proceedings involving actions and complaints of a number of issues are being challenged at the
proper jurisdictions. The breakdown of the amounts recorded as provisions and the respective judicial
deposits related to those actions are shown as follows:

9/30/2011 12/31/2010
Judicial . Judicial o
. Provision - Provision
deposits deposits
Social security and labor 101,381 187,312 78,302 183,141
Civil 25,557 59,912 38,646 54,613
Tax 1,152,668 60,620 847,301 67,427
Judicial deposits 31,431 43,856

1,311,037 307,844 1,008,105 305,181
Legal obligations challenged in court:
Tax
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IPI premium credit 1,227,892 1,227,892
CSLL credit on exports 8,764 401,916
Education allowance 36,189 33,121 36,189 33,121
CIDE 29,912 3,246 54,211 27,545
Income tax / "Plano Verao" 344,916 20,892 341,551 20,892
Other provisions 6,893 89,549 36,078 113,552
417,910 155,572 1,695,921 1,824,918

1,728,947 463,416 2,704,026 2,130,099

Total current - Parent Company 200,838 200,288
Total non-current - Parent Company 1,728,947 262,578 2,704,026 1,929,811
Total current - Consolidated 263,690 222,461
Total non-current - Consolidated 1,807,604 337,875 2,774,706 2,016,842

The changes in provisions for contingencies in the period ended September 30, 2011 are as follows:

Consolidated

Current
Transfer
Nature 12/31/2010 Additions Adjustment (*) Utilization 9/30/2011 9/30/2011 12/31/2010
Civil 80,831 15,498 2,654 3,660 (17,533) 85,110 73,534 57,622
Labor 188,188 49,298 23,588 (57,939) 203,135 189,936 164,839
Tax 1,911,260 68,064 16,118 (1,597,659) (146,000) 251,783 220
Social security 59,024 28 2,726 (241) 61,537
2,239,303 132,888 45,086 (1,593,999) (221,713) 601,565 263,690 222,461
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Parent Compa

Current
Transfer
Nature 12/31/2010 Additions Adjustment (*) Utilization 9/30/2011 9/30/2011 12/31/20
Civil 54,613 14,567 635 (9,903) 59,912 53,006 541
Labor 146,175 40,624 12,326 (51,290) 147,835 147,832 146,1
Tax 1,892,345 40,699 13,689 (1,597,659) (132,882) 216,192
Social security 36,966 28 2,726 (243) 39,477
2,130,099 95,918 29,376 (1,597,659) (194,318) 463,416 200,838 200,2

(*) The transfers to taxes payable in installments occurred after the adhesion to Law 11,941/09 and refer to
the proceedings regarding Social Contribution on Net Income — Exports, COFINS Law 10,833/03, CIDE and
IPI Premium Credit on exports.

The provisions for civil, labor, tax, environmental and social security liabilities were estimated by the
Company’s Management substantially based on the opinion of its legal counsels, and only the cases
classified with a risk of probable loss were recorded. Additionally, the provisions include tax liabilities
arising from actions taken on the Company’s initiative, plus SELIC (Special Settlement and Custody
System) interest.

The Company and its subsidiaries are defendants in other judicial and administrative proceedings (labor,
civil and tax) in the approximate amount of R$6,937,457 of which R$5,450,439 corresponds to tax
proceedings including tax deficiency notices related to profits earned abroad as disclosed in Note 9,
R$377,394 refer to civil actions and R$1,109,624 to labor and social security lawsuits. According to the
Company’s legal counsels, these administrative and legal proceedings are assessed as a possible risk of
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loss. These proceedings were not accrued in accordance with the Management’s judgment and with
accounting practices adopted in Brazil.

L r contingenci

On September 30, 2011, the Company is defendant in 8,972 labor claims, with a provision in the amount of
R$147,832 (R$146,175 on December 31, 2010). Most of the pleadings of the actions are related to joint
and/or subsidiary liability, wage parity, additional allowances for unhealthy and hazardous activities,
overtime and differences related to the 40% fine on FGTS (severance pay) resulting from the federal
government’s economic plans, health plan, action for damages due to alleged occupational disease or
accident and profit sharing differences from 1997 to 1999 and from 2001 to

2003.

b) Civil contingencies

Among the civil judicial contingencies to which the Company is defendant, there are mainly actions with
indemnification requests. Such proceedings, in general, arise from occupational accidents, diseases,
contractual controversies, related to the Company’s industrial activities. A provision in the amount of
R$53,006 on September 30, 2011 (R$54,113 on December 31, 2010) was recognized for contingencies
involving civil matters.

Among the environmental administrative/legal contingencies in which the Company is defendant, these
mainly refer to administrative proceedings aiming the verification of possible environmental irregularities
and the environmental licenses regularization; at courts, there are collection suits of fines levied due to
these irregularities and public civil actions requesting the regularization cumulated with indemnities, which
include environmental restoration, in most of the cases. These contingencies usually derive from
controversies related to alleged damage to the environment, concerning the Company’s industrial activities.
The Company recognized a provision for environmental-related lawsuits of R$6,906 (R$500 on December
31, 2010).

c) Tax contingencies

§ Income and Social Contribution Taxes
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(i) Plano Verao - The parent company claims the recognition of the financial-tax effects on the calculation
of the income and social contribution taxes on net income, related to the 51.87% inflation write-down of the
Consumer Price Index (IPC), which occurred in January and February 1989 (“Plano Verao”).
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In 2004, the discussion was concluded and a final and unappealable decision was reached, granting the
right to apply the index of 42.72% (January 1989), from which the 12.15% already applied should be
deducted. The use of the index of 10.14% (February 1989) was also granted. The proceeding is currently
under expert examination.

As at September 30, 2011 there is a amount of R$344,916 (R$341,551 on December 31, 2010) deposited
in a specific account of judicial deposit as noncurrent receivables and a provision of R$20,892 (R$20,892
on December 31, 2010), which represents the portion not recognized by the court.

(ii) CSLL export (social contribution on income from export revenues)

In February 2004, the Company filed a lawsuit in order to be exempted from the social contribution
payment on its export revenues/earnings, as well as obtaining a court authorization to be able to
repeat/offset all social contribution values that had been improperly paid on export revenues/earnings since
the publication of the Amendment 33/2001, which provided a new wording to Article 149, paragraph 2 of
CF/88, when establishing that “social contributions will not levy on revenues resulting from exports”.

Since then, the Company has accrued CSLL amount over export revenues/profit; however, after decision
rendered by Federal Supreme Court (STF) in the records of RE 564,413 (leading case) in contrary voting
related to the non-levy of social contribution on exports to taxpayers, also pending of publication, the
Company decided to also include this lawsuit in the installment payment program enacted by Law
11,941/09 (REFIS). The lawsuit’s adjusted amount included in the installment payment totaled R$365,466.

N ntribution for intervention in the Economic Domain - CIDE
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The parent company questioned the legality of Law 10,168/00, which established the payment of CIDE on
the amounts paid, credited or remitted to beneficiaries not resident in Brazil, for royalties or remuneration
purposes on supply contracts, technical assistance, trademark license agreement and exploration of
patents.

The lower court decision was unfavorable, which was ratified by the 2nd Regional Federal Court (TRF).
Appeals for Clarification of Judgment were filed, which were rejected, and an Extraordinary Appeal was
filed at STF, which is awaiting decision as to its admissibility.

Due to adverse decisions and benefits from reduction of fines and interest rates, the Company’s Board of
Directors approved the adhesion of said litigation to the tax recovery program of Law 11,941/2009.

After having applied the benefits of this program, the Company also maintains judicial deposits in the
amount of R$6,200, of which R$2,895 refer to excess deposits after the application of REFIS reductions
that may converted into income. On September 30, 2011, there is a provision in the amount of R$3,246
(R$27,545 on December 31, 2010), which includes legal charges.

§ Salary premium for education — “Salario Educacao”

The parent company challenged the unconstitutionality of the salary premium for education and the
possible recovery of the amounts paid in the period from January 5, 1989 to October 16, 1996. The
proceeding was judged baseless, and the Federal Regional Court maintained its unfavorable decision,
which is final and unappealable.

In view of this fact, CSN attempted to pay the amount due, but FNDE and INSS did not reach an
agreement about who should receive it. A fine was also demanded, but CSN did not agree on it.

CSN filed new proceedings questioning the above-mentioned facts and deposited in court the amounts
due. In the first proceeding, the 1st level sentence judged partially favorable the pleading, in which the
Judge removed the amount of the fine, maintaining, however, the SELIC rate. The Company presented
brief of respondent to the defendant’s appeal, and appealed concerning the SELIC rate.

The amount accrued and deposited in court on September 30, 2011 totals R$33,121 (R$33,121 on
December 31, 2010).
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§ On-the-job accident insurance - SAT

The parent company is challenging in court the increase in the SAT rate from 1% to 3% and is also
contesting the raise in SAT for the purposes of Contribution to Special Retirement, whose rate was set at
6%, in accordance with the legislation, for employees who are exposed to harmful agents.

As for the first proceeding mentioned above, the lower court decision was unfavorable and the proceeding
is under judgment in the 2nd Region of the Federal Regional Court. As for the second proceeding it ended
up unfavorably for the Company, and the total amount due in this proceeding of R$33,077, which was
deposited in court, was converted into revenue for the benefit of INSS.

The amount accrued on September 30, 2011, totals R$39,480 (R$36,966 on December 31, 2010), which
includes legal charges and is exclusively related to the process of rate difference from 1% to 3% for all
establishments of the Company. Due to the probability of loss, the Company’s Board of Directors approved
the adhesion of these discussions to the installment payment set forth by Law 11,941/09. Due to the
adhesion to REFIS and the withdrawal from the litigation that discussed the rate increase from 1% to 3%,
CSN also included the period that had not been assessed in the Common Installment Program in 60
installments.

remium credit over ex

The Brazilian tax laws allowed companies to recognize IP| premium credit until 1983, when the Brazilian
government, through an Executive act, cancelled these benefits, prohibiting companies to use these
credits.
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The parent company challenged the constitutionality of this act and filed a claim to obtain the right to use
the IPI premium credit over exports from 1992 to 2002, once only laws enacted by the legislative branch
may cancel or revoke benefits from prior legislation.

On August 13, 2009, the Federal Supreme Court issued a decision with effects of general repercussion
establishing that the IPl Premium Credit would only be effective up to October 1990. Thus, the credits
determined after 1990 were not recognized, and, in view of this court decision, the Company’s Board of
Directors approved the adhesion of said issues to the tax recovery programs of tax debts pursuant to the
Provisional Measure 470/09 and Law 11941/09, in which there is the advantage of reduced fines, interest
and legal charges.

The Company accrued the amount of credits already offset, increased by default charges up to September
30, 2009. The new debit value after the application of reductions set forth in the program of Law 11,941/09,
was offset with court deposits related to said operations, resulting in an excess deposits amounting to
R$516 million after the application of REFIS reductions, which can be refunded.

Debits recognized pursuant to MP 470/09 have been paid in 12 instaliments as of November 2009, and the
last four installments were offset with the amounts of income and social contribution taxes losses
carryforwards, pursuant to the possibility set forth in the applicable legislation.

§ Other

The parent company also recorded provisions for proceedings related to INSS, Severance Pay (FGTS) -
Supplementary Law 110, COFINS Law 10,833/03, PIS - Law 10,637/02 and PIS/COFINS - Manaus
Free-trade Zone, amount of which totaled R$89,548 on September 30, 2011 (R$84,367 on December
31,2010), which includes legal charges.

Regarding the Cofins debit Law 10,833/03, the Board of Directors approved the adhesion of said
discussions to the tax recovery program Law 11,941/09. The Parent Company maintained a provision in
the amount of credits already offset, increased by default charges up to September 30, 2009.

The new debit value after the application of reductions set forth in the program of Law 11,941/09, was
offset by court deposits related to these operations, resulting in an excess deposit amounting to R$9,141
after the application of REFIS reductions, which can be refunded.
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On June 14, 2010, the Regional Federal Court of Brasilia rejected the annulment action filed by CSN
against CADE — Administrative Council for Economic Defense, which aimed at annulling its injunction for the
so-infringements provided for in Articles 20 and 21, item | of Law 8,884/1984.The respective appeals were
presented against this decision, which were denied allowing for a Motion for Clarification, which is pending
judgment. The collection of the fine, amounting to R$65,292, was suspended by Court decision, which
granted an interim suspension effect as to guarantee the debit through a surety issued by CSN. This action
is classified under risk of possible loss.

21. PROVISIONS FOR ENVIRONMENTAL AND DECOMMISSIONING LIABILITIES

a) Environmental liabilities

On September 30, 2011, the Company has a provision in the amount of R$291,351 in the Parent Company
and R$300,993 in the consolidated (R$271,608 and R$278,106 on December 31, 2010, respectively)
related to services for environmental investigation and recovery of areas potentially polluted within the
plants in the States of Rio de Janeiro, Minas Gerais and Santa Catarina. The expense estimates are
reviewed periodically by adjusting the amounts recognized, whenever necessary. These are the
Management’s best estimates considering the degraded area recovery studies and those in process of
exploration.

Provisions are measured by present value of expenses that shall be required to settle the obligation, using
a pretax discount rate, which reflects the market’s current valuations of time value of money and the specific
risks of the obligation. The higher obligation due to passage of time is recognized as other operating
expenses.
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The long-term interest rate used to discount to present value was and update the provision through
September 30, 2011 is 11.00% on. The recognized liabilities are periodically adjusted based on the
discount rates and the interest rate (IGPM) at force in the period.

b) Decommissioning of Assets

Liabilities related to decommissioning of assets consist of costs estimates due to decommissioning or
restoration of areas at the shutdown of mineral resources exploitation and extraction activities. Initial
measurement is recognized as a liability discounted at present value and subsequently by adding expenses
over time. Asset decommissioning costs corresponding to the initial liability is capitalized as part of the
book value of that asset and has been depreciated during the asset’s useful life. The liability recognized on
September 30, 2011 was R$14,720 in the Parent Company and R$23,653 in the consolidated (R$13,435
and R$17,421 on December 31, 2010).

22. SHAREHOLDERS’ EQUITY

i. Common Stock

The Company'’s fully subscribed and paid-in capital on September 30, 2011 amounted to R$1,680,947
(R$1,680,947 on December 31, 2010), divided into 1,457,970,108 (1,483,033,685 on December 31,2010)
common book-entry shares, with no par value. Each share is entitled to one vote in the resolutions of the
General Meeting. At the Extraordinary General Meeting held on March 25, 2010, shareholders approved
the split of shares representing the capital stock. After this split, each share is now represented by two (2)
new shares.

ii. Authorized capital

The Company’s bylaws in force on September 30, 2011, determine that the capital stock can be increased
up to 2,400,000,000 shares, by decision of the Board of Directors.
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iii. Legal reserve

Recorded at the proportion of 5% on the net income determined in each period, pursuant to Article 193 of
Law 6,404/76, up to the current regulation limits.

iv. Treasury shares

On September 30, 2011, the Company does not own treasury shares. On August 2, 2011, the cancelation
of 25,063,577 shares held in treasury was approved, without capital decrease.

v. Ownership structure

On September 30, 2011, the Company’s ownership structure was as follows:

9/30/2011
Number of % w/o treasury
% total shares
common shares shares

Vicunha Siderurgia S.A. 697,719,990 47.86% 47.86%
Rio laco Participagdes S.A. (*) 58,193,503 3.99% 3.99%
Caixa Beneficente dos Empregados da CSN - o o
CBS 12,788,231 0.88% 0.88%
BNDESPAR 31,773,516 2.18% 2.18%
NYSE - ADRs 380,387,174 26.09% 26.09%
BOVESPA 277,107,694 19.00% 19.00%
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1,457,970,108 100.00% 100.00%

(*) Rio laco Participagoes S.A. is a controlling group’s company.

vi. Changes in outstanding shares

Number of Balance held in
shares treasury
Balance on December 31, 2010 1,457,970,108 25,063,577
Cancellation of shares (25,063,577)
Balance on September 31, 2011 1,457,970,108
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23. OPERATING REVENUE

Operating revenue is broken down as follows:

Nine-month period ended

Consolidated
Three-month period ended

9/30/2011 9/30/2010
Gross revenue
Domestic market 10,130,788 10,165,072
Foreign market 4,689,875 3,000,679
14,820,663 13,165,751
Deductions
Sales cancelled and discounts (183,331) (126,253)
Taxes on sales (2,284,438) (2,033,482)
(2,467,769) (2,159,735)
Net revenue 12,352,894 11,006,016

Nine-month period ended

9/30/2011 9/30/2010
Gross revenue
Domestic market 9,096,918 9,299,870
Foreign market 1,014,339 755,751
10,111,257 10,055,621
Deductions
Sales cancelled and discounts (163,252) (101,979)
Taxes on sales (2,007,489) (1,824,516)
(2,170,741) (1,926,495)
Net revenue 7,940,516 8,129,126

9/30/2011 9/30/2010
3,392,258 3,312,729
1,693,443 1,347,788
5,085,701 4,660,517

(77,330) (42,138)
(767,677) (669,546)
(845,007) (711,684)
4,240,694 3,948,833

9/30/2011

2,947,660
309,669
3,257,329

(70,206)
(637,210)
(707,416)
2,549,913

Parent Company
Three-month period ended

9/30/2010

3,005,029
310,645
3,315,674

(33,604)
(586,371)
(619,975)
2,695,699
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24. OTHER OPERATING EXPENSES AND INCOME

Other operating
expenses

Taxes and fees
Effect of REFIS Law
11,941/09 and MP
470/09

Provision for
contingencies and
net losses on
reversals
Contractual and
non-deductible fines
Fixed cost -
stoppage
Derecognition of
obsolete assets
Project engineering
and studies
expenses

Pension plan
Adjustment by
recoverable value
Other expenses
Other operating
income

Sale of Riversdale
shares

Present value
adjustment - taxes
and contributions
Goodwill on
acquisition of
government payment
notes of the city of
Pirai

PIS / COFINS /
ICMS
extemporaneous

Nine-month period ended

9/30/2011 9/30/2010

(428,971)
(39,089)

(16,119)

(50,673)
(39,926)
(23,196)
(42,805)
(30,749)
(50,144)

(60,861)
(75,409)

762,509

698,196

9,694

(483,353)
(81,928)

(8,444)

(68,338)
(165,461)
(16,660)
(7,012)
(13,474)
(47,071)
(74,965)

112,573

22,269
32,739

Three-month period ended
9/30/2011

(171,605)
(13,314)

(285)
(14,209)
(7,198)
(22,379)
(13,616)
(16,952)

(60,861)
(22,791)

25,939

32

1,371

Consolidated
9/30/2010

(138,026)
(43,006)

(49,078)
(17,991)
(5,476)
603
(3,562)
(15,846)
(3,670)

14,127
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9,584 3,322
45,035 54,243

333,538 (370,780)

(20,499)
45,035

(145,666)

194
13,933

(123,899)
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Other operating expenses

Taxes and fees

Effect of REFIS Law 11,941/09 and MP 470/09
Provision for contingencies and net losses on reversals
Contractual and non-deductible fines

Fixed cost - stoppage

Derecognition of obsolete assets

Project engineering and studies expenses

Pension plan

Other expenses

Other operating income

Sale of Riversdale shares

Present value adjustment - taxes and contributions
Goodwill on acquisition of government payment notes of
the city of Pirai

PIS / COFINS / ICMS extemporaneous credit

Sale of securities

Dividends received from third parties

Other revenues

Other operating (expenses) and income

25. FINANCIAL EXPENSES AND INCOME

Nine-month period ended Three-month pel

9/30/2011 9/30/2010
(292,303) (460,124)
(5,346) (64,241)

(16,119) (42,835)
(40,660) (35,161)
(48,389) (169,095)
(21,097) (13,952)
(21,994)  (7,536)
(30,721) (13,474)
(46,840) (43,971)
(61,137) (69,859)
142,693 83,521

9,694
22,269
32,739

116,336
2,628 2,372

14,035 26,141
(149,610) (376,603)
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Nine-month period ended

Financial expenses:

Loans and financing - foreign currency
Loans and financing - domestic currency
Related parties

Capitalized interest

PIS/COFINS on other revenues

Losses from derivative instruments (*)
Effect of REFIS Law 11,941/09 and MP
470/09, net

Interest rates, fines and tax charges
Other financial expenses

Financial income:

Related parties

Income on financial investments
Other income

Monetary variations:
- Gains
- Losses

Exchange variations:

- on assets

- on liabilities

- Exchange variations with derivatives (*)

Net monetary and exchange variations

Net financial income/(loss)

(*) Statement of income from derivative operations
Swap CDI x USD

Swap EUR x USD

U.S. Dollar Futures

Others

Swap Libor x CDI

9/30/2011  9/30/2010
(467,312)  (468,237)
(1,156,513) (553,329)
(289,641)  (279,959)
257,965 156,048
(935) (795)
(16,337)  (13,693)
(77,335)  (33,921)
(191,060) (218,125)
(146,972)  (200,807)
(2,088,140) (1,612,818)
24716 39,403
398,029 290,536
127,105 119,050
549,850 448,989
5,515 590
(25,798)  (6,832)
(20,283)  (6,242)
1,730,582 (366,188)
(1,564,596) 253,735
(116,013) (91,200
49,973 (203,653)
29,690 (209,895)

(1,508,600) (1,373,724)

(127,638)
2,817

8,808
(116,013)
(16,337)
(16,337)
(132,350)

(164,346)
(10,337)
79,926
3,557
(91,200)
(13,694)
(13,694)
(104,894)

Three-month period ended

9/30/2011

(112,790)
(540,058)
(97,460)
114,896
(332)
(5,466)

(61,621)
(61,665)
(764,496)

2,055
146,316
72,569
220,940

4,607
(21,994)
(17,387)

2,400,133
(2,301,062)
121,372
220,443
203,056

(340,500)

84,491
18,444

18,437
121,372
(5,466)
(5,466)
115,906
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Parent Company

Nine-month period ended Three-month period ended
9/30/2011 9/30/2010 9/30/2011 9/30/2010
Financial
expenses:
Loans and
financing -
foreign (67,936) (82,101) (22,421) (26,127)
currency
Loans and
financing -
domestic (850,947) (444,387) (369,323) (168,708)
currency
Related parties (1,084,765) (1,186,543) (220,629) (545,686)
Capitalized 185221 135,552 90,196 40,916
interest
PIS/COFINS on (935) (760) (332) (290)

other revenues
Losses from
derivative (16,337) (13,694) (5,466) (5,391)
instruments (*)
Effect of REFIS
Law 11,941/09

and MP 470/09, (77,335)  (6,055)

net
Interest rates,
fines and tax (185,666) (179,785) (62,938) (71,273)
charges
Other financial (119,609) (177,522) (50,534) (44,426)
expenses

(2,218,309) (1,955,295) (641,447) (820,985)
Financial
income:
Related parties 56,457 281,047 5,680 34,629
Income on 53,890 29,675 25,581 647
financial
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96,138 49,538
206,485 360,260

941 1,777
(9,705) (1,752)
(8,764) 25

127,475  (16,253)
(845,127) 45,478
(717,652) 29,225

(726,416) 29,250

(2,738,240) (1,565,785)

(*) Statement of income from derivative

operations
Swap Libor x
CDI

(16,337)  (13,694)
(16,337)  (13,694)
(16,337)  (13,694)

64,228
95,489

71
(3,306)
(3,235)

183,222
(1,368,865)
(1,185,643)

(1,188,878)

(1,734,836)

(5,466)
(5,466)
(5,466)

23,146
58,422

503
1,877
2,380

(50,501)
407,276
356,775

359,155

(403,408)

(5,391)
(5,391)
(5,391)
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26. SEGMENT AND GEOGRAPHICAL INFORMATION

According to the Company’s structure, its businesses are distributed in five operational segments.
Consequently, CSN has analyzed its information by segment as follows:

. Steel

The steel division encompasses all operations related to the production, distribution, and sale of flat steel
products, steel containers and galvanized steel in Brazil, the U.S. and Portugal. The segment makes steel
packaging materials for Brazil’'s chemical and food industries and also serves the country’s civil construction,
white line (appliances), automotive and motors and compressors segments. The Company’s steel units
produce highly durable hot- and cold-laminated, galvanized and pre-painted steel products. The Company
also makes tinplate, a raw material used in the production of packaging products.

At Lusosider, in Portugal, the division also produces metallic leafing, in addition to galvanized steel
products. CSN LLC, which operates in the U.S., serves the local market, offering cold-laminated and
galvanized products. The production of long steel is slated to begin in 2012. With an initial production of
500 thousand tons, the Company will consolidate its position as a one-stop provider for the civil
construction industry, rounding out its portfolio of high valued-added products in the steel chain.

o Mining

The mining division encompasses the Company’s iron ore and tin operations. Those high quality iron ore
operations are located in the Iron Quadrangle region of Minas Gerais State, the Casa de Pedra mine,
located in Congonhas, Minas Gerais, which produces high quality iron ore, as does its jointly-owned
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subsidiary Nacional Minérios S.A. (Namisa), which owns its own mines, also of excellent quality. It also
sells iron ore for third parties. CSN also owns the Estanho de Ronddnia S.A. (ERSA) mining company,
which operates tin mining and smelting operations.

The Company holds the concession to operate TECAR, a solid bulk terminal, one of the four terminals at
Port of ltaguai, located in the State of Rio de Janeiro. Coal and coke imports are carried at this terminal.

. Logistics

i. Railroad

CSN holds stakes in two railroad companies: MRS Logistica S.A., which manages Southeast Network
formerly run by Rede Ferroviaria Federal S.A. (RFFSA), and Transnordestina Logistica S.A., which
operates RFFSA’s former Northeast Network, which traverses the states on Maranhao, Piaui, Ceard, Rio
Grande do Norte, Paraiba, Pernambuco and Alagoas.

a) MRS

The transport services provided by MRS are fundamental to the supply of raw materials and the shipment
of end products to their destinations. All of the iron ore, carbon and coke used at the Presidente Vargas
Plant are transported by MRS, as well as a portion of the steel produced by CSN for the domestic market
and for export.

A railroad system in Southeastern Brazil, with a 1,674 km rail network, serves the industrial triangle Sao
Paulo - Rio de Janeiro - Minas Gerais in the southeast, connecting its mines located in Minas Gerais to
ports located in Sdo Paulo and Rio de Janeiro, and to CSN'’s steel plants, Companhia Siderurgica Paulista,
or Cosipa, and Gerdau Agominas. In addition to serving other clients, the line transports iron ore from its
mines of Casa de Pedra in Minas Gerais and coke and coal from Port of Itaguai, in the State of Rio de
Janeiro, to the city of Volta Redonda, and transports its exports to the Ports of ltaguai and Rio de Janeiro.
Its transportation volume accounts for nearly 28% of the total volume of the railroad system in southeastern
Brazil.
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b) Transnordestina Logistica

CSN and the federal government will jointly finance the implementation of the Transnordestina Project,
which involves the construction of nearly 1,728 kilometers of new lines. That project, which is slated for
conclusion in 2013, also includes extensions of and improvements to part of infrastructure (or lines) of
Transnordestina Logistica’s concession network, which will be expanded from its current 2,600 operational
kilometers to approximately 4,300 km operational kilometers.

Transnordestina Logistica S.A. holds a 30-year concession granted in 1998 to operate the rail system in
northeastern Brazil. The rail system in northeastern Brazil comprises a 4,238 km of rail network and
operates in the states of Maranhdo, Piaui, Ceara, Paraiba, Pernambuco, Alagoas, and Rio Grande do
Norte. In addition, it connects itself to the main ports of the region, thus offering an important competitive
advantage by means of opportunities for combined transportation solutions and customized logistic
projects.

The project will increase transportation capacity of Transnordestina Logistica by 20 times, almost the same
level of the world’s most modern railways.

Transnordestina will become the best logistic option to export grains through the ports of Pecém and
Suape, as well as other solid bulks, such as iron ore of the Northeast Region, playing an important role in
the region’s development.

ii. Ports

The ports division encompasses the operation of the Sepetiba Tecon terminal built in the post-privatization
period. The Sepetiba terminal’s infrastructure can meet all the needs of exporters, importers and
ship-owners, since its installed capacity surpasses those of most other Brazilian terminals. Its berths have
an excellent depth of 14.5 meters and plenty of storage space, and the terminal also provides adequate
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access to state-of-the-art equipment, systems and intermodal connections.

The Company’s constant investment in terminal projects consolidates the Port Complex of ltaguai as one of
the country’s most modern ones, currently with a movement capacity of 480 thousand containers on an
annual basis and 30 million tons of bulk.

o Energy

CSN is one of the major industrial consumers of electricity in Brazil. Considering that energy is essential in
its productive process, the Company invests in energy generation assets to guarantee its self-sufficiency,
which include: the It4 Hydroelectric Plant, located in Santa Catarina State, with an installed capacity of
1,450 MW, in which CSN holds a 29.5% interest; the Igarapava Hydroelectric Plant, located in Minas
Gerais, which has an installed capacity of 210 MW and in which CSN holds a 17.9% interest; and the
thermo-electric co-generation station, with 238 MW, operational at the Presidente Vargas steelworks since
1999. The thermoelectric power plant uses residual gases deriving from its own steel production as fuel.
CSN obtains 430 MW of energy from these three energy generation assets.

. Cement

The cement division consolidates the Company’s cement production, distribution and sales operations,
which use the slag produced by the Volta Redonda plant’s blast furnaces. Currently, most of the clinker
used in cement production is leased from third parties, however, the production by CSN itself began in
2011, when the first stage of the Arcos factory in Minas Gerais will be completed. CSN also has a
limestone mine on that site, which is already part of its cement division.

The information presented to the Management pertinent to each division is generally derived directly from
the accounting records combined with a few inter-unit allocations.
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Sales by geographic area are determined based on customer location. In consolidated terms, Brazilian
sales consist of revenues obtained from clients in Brazil, while export sales correspond to revenues
obtained from clients abroad.

Logistics

Steel Ore Port Railway Electricity Cement

Result

Tonnes (thousand) - (unreviewed) (*) 3,699,349 17,041,734 1,274,707
Revenue

Domestic market 6,106,938 652,066 106,138 761,490 125,103 242,748
Foreign market 1,010,072 3,662,195

Cost of products sold and services rendered (5,192,364) (1,507,679) (61,559) (488,411) (66,857) (189,377)
Gross profit 1,924,646 2,806,582 44,579 273,079 58,246 53,371
Selling and administrative expenses (345,780) (51,892) (12,681) (62,519) (18,809) (49,099)
Depreciation 443,187 117,313 4,220 77,788 16,873 16,082
Adjusted EBITDA 2,022,053 2,872,003 36,118 288,348 56,310 20,354

9/30/2011
Steel Ore Logistics Electricity Cement Corporate/ Consolidated
Port Railway
Elimination
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Sales by

geographic

area

Asia 15,633 3,137,099

North 373,136

America

Latin America 119,173

Europe 469,787 525,096

Others 32,343

Foreign 1,010,072 3,662,195

market

Domestic ¢ 106938 652,066 106,138 761,490

market

TOTAL 7,117,010 4,314,261 106,138 761,490

Logistics

Steel Ore Port Railway

Result

Tonnes

(thousand) - 1,179,819 6,088,457

(unaudited) (*)

Revenue

Domestic 1,989,590 207,161 37,618 273,286

market

Foreign 310,206 1,373,741

market

Cost of

products sold

rendered
Gross profit 569,216 1,014,841 17,299 91,721
Selling and
administrative  (114,723) (14,239) (4,025) (22,692)
expenses
Depreciation 141,590 39,266 1,414 25,939
Adjusted
EBITDA 596,083 1,039,868 14,688 94,968

Expenses

3,152,732

373,136

119,173

994,883

(8,129) 24,214

(8,129) 4,664,138

125,103 242,748  (305,727) 7,688,756
125,103 242,748  (313,856) 12,352,894

Three-month period
ended
9/30/2011

Corporate /

Electricity Cement Elimination Consolidated

Expenses
517,987

59,445 97,523 (106,828) 2,557,795
(1,048) 1,682,899

(37,490) (80,205) 94,100 (2,522,120)
21,955 17,318 (13,776) 1,718,574
(6,594) (18,104) (56,742) (237,119)
5,623 6,546 1,347 221,725
20,984 5,760 (69,171) 1,703,180
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9/30/20

Logistics Corporate /
Steel Ore Port Railway Electricity Cement Elimination Consolidate

Expenses

Sales by geographic area

Asia 8,928 1,117,676 1,126,61
North America 126,014 126,0
Latin America 52,931 52,9
Europe 104,295 256,065 360,3
Others 18,038 (1,048) 16,9
Foreign market 310,206 1,373,741 (1,048) 1,682,8!
Domestic market 1,989,590 207,161 37,618 273,286 59,445 97,523 (106,828) 2,557,7'
TOTAL 2,299,796 1,580,902 37,618 273,286 59,445 97,523 (107,876) 4,240,6'

(*) The mining sales volumes presented in this chart include those of the company and its stake in
subsidiaries and jointly-controlled subsidiaries (Namisa 60%).
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Nine-month period ended
9/30/2010
Logistics Corporate /

Steel Ore Port Railway Electricity Cement Elimination Consolidated
Expenses

Result
Tonnes
(thousand) - 3,751,785 14,080,831 681,392
(unaudited) (*)
Revenue
Domestic
market
Foreign
market
Cost of
products sold
and services

6,966,524 362,045 86,285 653,625 85,224 140,393 (268,726) 8,025,370

838,783 2,141,863 2,980,646

(4,718,481) (910,386) (55,889) (366,324) (31,053) (113,250) 280,073  (5,915,310)

rendered

Gross profit 3,086,826 1,593,522 30,396 287,301 54,171 27,143 11,347 5,090,706
Selling and

administrative  (331,250)  (53,181) (11,815) (86,736) (19,342) (26,068) (247,474) (775,866)
expenses

Depreciation 388,592 108,432 9,170 71,942 16,880 9,351 (6,399) 597,968
égllfl'.ls;zd 3,144,168 1,648,773 27,751 272,507 51,709 10,426 (242,526) 4,912,808

9/30/2010
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Logistics Corporate /
Steel Ore Port Railway Electricity Cement Elimination Consolidated
Expenses
Sales by
geographic
area
Asia 19,011 1,780,683 1,799,694
North 334,768 334,768
America
Latin America 141,720 141,720
Europe 316,893 361,180 678,073
Others 26,391 26,391
Foreign 838,783 2,141,863 2,980,646
market
2";’:(2‘:‘"" 6,066,524 362,045 86,285 653,625 85,224 140,393 (268,726) 8,025,370
TOTAL 7,805,307 2,503,908 86,285 653,625 85,224 140,393 (268,726) 11,006,016
Three-month period
ended
9/30/2010
Logistics Corporate /
Steel Ore Port Railway Electricity Cement Elimination Consolidated
Expenses
Result
Tonnes
(thousand) - 1,190,720 5,270,703 308,489
(unaudited) (*)
Revenue
E:;??(Zf“c 2,202,652 158,354 31,318 228,825 30,339 64,493 (103,906) 2,612,075
Foreign 290,157 1,046,601 1,336,758
market
Cost of
products sold 4 55 558y (391,026) (19,794) (129,991)  (13,495) (50,127) 113574  (2,054,087)
and services
rendered
Gross profit 929581 813,929 11,524 98,834 16,844 14,366 9,668 1,894,746
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(108,474) (19,368) (4,494) (53,819) (6,342) (12,028)

136,143 36,573 3,072 24,123 6,024 4,018
957,250 831,134 10,102 69,138 16,526 6,356

(58,294) (262,819)

(6,009) 203,944
(54,635) 1,835,871

9/30/20

Logistics Corporate /
Steel Ore Port Railway Electricity Cement Elimination Consolidate

Expenses

Sales by geographic area

Asia 62 909,132 909, 1!
North America 109,488 109,4
Latin America 59,553 59,5!
Europe 108,194 137,470 245,61
Others 12,859 12,8!
Foreign market 290,156 1,046,602 1,336,7!
Domestic market 2,202,652 158,354 31,318 228,825 30,339 64,493 (103,906) 2,612,0

TOTAL

2,492,808 1,204,956 31,318 228,825 30,339 64,493 (103,906) 3,948,8.

(*) The mining sales volumes presented in this chart include those of the company and its stake in
subsidiaries and jointly-controlled subsidiaries (Namisa 60%).

The adjusted EBITDA comprises the net income plus income before taxes, income and social contribution,
depreciation and amortization, in addition to other operating revenues (expenses), which are excluded, as
they mainly refer to non-recurring items of the operation.

The Company’s Board of Executive Officers uses the adjusted EBITDA as means of measuring the
recurring generation capacity of operating cash, allowing for comparison criteria with other companies.
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Adjusted EBITDA
Depreciation

Other operating expenses
(Note 24)

Financial expenses and
income (Note 25)

Income before taxes
Income and social
contribution taxes (Note 9)
Net income

Nine-month period ended

9/30/2011
5,005,575
(677,967)

333,538

(1,508,600)
3,152,546
(302,459)
2,850,087

27. EARNINGS PER SHARE (EPS)

Basic earnings per share:

9/30/2010
4,912,808
(597,968)

(370,780)

(1,373,724)
2,570,336
(504,481)
2,065,855

Three-month period ended

9/30/2011
1,703,180
(221,725)

(145,666)

(340,500)
995,289
101,941

1,097,230

9/30/2010
1,835,871
(203,944)

(123,899)

(475,232)
1,032,796
(294,525)

738,271

Basic earnings per share are based on profit attributable to CSN’s controlling shareholders divided by the
weighted average outstanding common shares during the year (after the stock split), excluding common
shares purchased and held in treasury and was calculated as follows:
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Consolidated

Nine-month period Three-month period ended

ended
9/30/2011  9/30/2010 9/30/2011 9/30/2010
Common shares Common shares

Net income for the period
Profit attributed to CSN's shareholders 2,874,190 2,065,078 1,118,187 737,372
Profit attributed to non-controlling shareholders (24,103) 777 (20,957) 899
Weighted average of the number of shares 1,457,970 1,457,970 1,457,970 1,457,970
Basic and Diluted EPS 1.97136 1.41641 0.76695 0.50575

Parent Company

Nine-month period Three-month period ended

ended
9/30/2011  9/30/2010 9/30/2011 9/30/2010
Common shares Common shares

Net income for the period
Profit attributed to CSN's shareholders 2,874,190 2,065,078 1,118,187 737,372
Profit attributed to non-controlling shareholders
Weighted average of the number of shares 1,457,970 1,457,970 1,457,970 1,457,970
Basic and Diluted EPS 1.97136 1.41641 0.76695 0.50575

28. EMPLOYEE BENEFITS

Pension plans granted by the Company substantially cover all employees. Plans are managed by Caixa
Beneficente dos Empregados da CSN (“CBS”), a non-profit private pension fund, established in July 1960,
whose members are employees and former employees of the parent company and some subsidiaries,
which joined the fund by means of an agreement and CBS’s employees themselves. CBS’s Executive Board
comprises a president and two executive officers, all of them appointed by CSN, CBS’s main sponsor. The
Deliberative Council is CBS’s top authority of deliberation and guidance presided over by the president of
the pension fund and composed of ten members, six of them are chosen by CSN, CBS’s main sponsor, and
four of them are elected by participants.

Up to December 1995, CBS Previdéncia managed two benefit plans based on years of services, salary and
social security benefits. On December 27, 1995, the Brazilian Department of Supplementary Private
Pensions (“SPC”) approved the implementation of a new benefit plan, effective as of the abovementioned
date, called Combined Supplementary Benefit Plan (“Combined Plan”), organized as a variable contribution
plan. Employees hired after this date may only join the new plan (“Combined Plan"). In addition, all active
employees who participated in the previous defined benefit plans had the opportunity to change to the new
Combined Plan.
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On September 30, 2011, CBS had 31,623 participants (30,540 on December 31, 2010), of which 16,666
were active taxpayers (15,433 on December 31, 2010), 9,745 were retired employees (9,888 on December
31, 2010) and 5,212 were contingent beneficiaries (5,219 on December 31, 2010). Out of total participants,
on September 30, 2011, 13,035 belong to the defined benefit plan and 17,786 to the combined plan.

CBS’s guarantee assets are mainly invested in restricted operations (backed by in federal public securities,
federal public securities indexed to the inflation, shares, loans and real estate. On September 30, 2011,
CBS held 12,788,231 common shares of CSN (12,788,231 common shares on December 31, 2010). The
entity’s total guarantee assets amounted to R$3.7 billion and R$3.6 billion on September 30, 2011 and
2010, respectively. CBS’s fund managers try to combine the plan assets with the benefit liabilities payable
in the long term. Brazilian pension funds are subject to certain restrictions related to their investment
capacity in foreign assets and, consequently, funds invest mainly in securities in Brazil.

Guarantee assets are those assets available and investments of benefit plans, not including debts
contracted with sponsors.

a. Description of pension plans

Plan coverin % of aver lar

This plan, which began on February 1st, 1966, is a defined benefit plan for the purpose of paying
retirements (due to time in service, special cases, disability or age) on a life-long basis, equivalent to 35%
of the participant’s adjusted average for the last 12 salaries. The plan also guarantees the payment of a
sickness allowance to a participant on sick leave through the Official Pension Plan and it also guarantees
the payment of benefits, death grant and a cash grant. This plan became inactive on October 31, 1977,
when the Supplementary average salary plan became effective.

108



Edgar Filing: HEWLETT PACKARD CO - Form DEF 14A

lementary aver lary plan

This defined benefit plan began on November 1, 1977. The purpose of this plan is to supplement the
difference between the 12 last average adjusted salaries of the participant and the benefit paid by the
Official Social Security to the retired employees, on a life-long basis. Like in the 35% Average Salary Plan,
there is sickness allowance, death grant and pension coverage. This plan became inactive on December
26, 1995, after the mixed supplementary benefit plan has been implemented.

Mix lementar nefit plan

Begun on December 27, 1995, this is a variable contribution plan. Besides the programmed pension
benefit, there is the payment of risk benefits (pension in activity, disability and sickness/accident benefit). In
this plan, the retirement benefit is calculated based on the total accumulated sponsor’s and participant’s
contributions per month, as well as on each participant’s payment option, which may occur during lifetime
(with or without receiving death benefit) or by a percentage applied on the balance of the benefit generating
fund (loss by indefinite term). Upon the participant’s retirement grant, the plan starts having a defined
benefit plan.

b. Investment policy

The investment policy sets forth principles and guidelines that should rule investments from funds of the
entity, aiming to promote safety, liquidity and profitability necessary to ensure balance between the plan
assets and liabilities, based on the Asset Liability Management (ALM) study, which takes into consideration
the benefits of the participants and beneficiaries of each plan.

The investment plan is reviewed on a yearly basis and approved by the Deliberative Council taking into
consideration a 5-year period, as set forth by CGPC Rule 7 of December 4, 2003. Investment limits and
criteria set forth in the policy are based on Resolution 3,792/09, published by the Brazilian Monetary
Council (“CMN?”).
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c. Employee benefits

Actuarial liabilities are adjusted at the end of each year by external actuaries and reported in the quarterly
financial information according to CPC 33-Employee Benefits and IAS 19 — Employee Benefits.

9/30/2011 12/31/2010
Obligations recorded in the Balance Sheet
Pension plan benefits
Post-employment health benefits 367,839 367,839
367,839 367,839

Assets and liabilities reconciliation of employee benefits is described as follows:

12/31/2010
Present value of defined benefit obligations 1,982,556
Fair value of plan assets (2,316,018)
Deficit/(surplus) (333,462)
Restriction due to recovery limitation 280,582
Net (assets) (*) (52,880)

(*) Assets from the actuarial valuation were not recorded by the Company as they do not clearly evidence
their realization, pursuant to item 59 (c) of CPC 33 — Employee Benefits and IAS 19 — Employee Benefits.

Present value breakdown of defined benefit liability during 2010 is as follows:
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12/31/2010
Present value of the obligations at the beginning of the year 1,731,767
Cost of services 1,313
Cost of interest rates 185,285
Benefits paid (166,147)
Actuarial losses/(gains) 225,341
Others 4,999
Present value of obligations at the end of the year 1,982,558
Fair value breakdown of the plan’s assets during 2010 is as follows:

12/31/2010
Fair value of assets at the beginning of the year (2,160,158)
Expected return of the plan assets (218,229)
Sponsors' contributions (63,109)
Benefits paid 166,147
Actuarial gains/(losses) (40,669)
Fair value of the plan assets on December 31 (2,316,018)

Breakdown of amounts recognized in the statement of income on December 31, 2010 is as follows:

12/31/2010
Cost of current services 1,313
Cost of interest rates 185,285
Expected return of the plan assets (218,229)
Total unrecognized revenue (*) (31,631)

Total costs (income), net (*) (31,631)
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(*) Income resulting from the actuarial valuation was not recorded by the Company as it does not clearly
evidence its realization, pursuant to item 59 (c) of CPC 33 — Employee Benefits, IAS 19 — Employee Benefits.
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Cost is recognized in the income statement under other operating expenses.

Breakdown of actuarial gains and losses in 2010 is as follows:

12/31/2010
Actuarial gains and losses 184,671
Restriction due to recovery limitation (99,509)
Total cost of actuarial (gains) and losses 85,162
Actuarial gains and losses history in 2010 is as follows:

12/31/2010
Present value of defined benefit obligations 1,982,556
Fair value of plan assets (2,316,018)
Surplus (333,462)
Adjustments to the plan liabilities 225,341
Adjustments to the plan assets 40,669

The main actuarial assumptions used were as follows:
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Actuarial financing method
Functional currency
Accounting for the plan assets

Value used as estimate of equity at the end of the year
Discount rate

Inflation rate

Salary increase nominal rate

Benefit increase nominal rate

Rate of return on investment

General mortality table

Disability entry table

Disabled mortality table

Turnover table

Retirement age

Family breakdown of active participants

d. Post-employment health care plan

12/31/2010
Projected Unit Credit
Real (R$)
Market value
Best estimate for the equity at the end
of the fiscal year, using the projection
of amounts recorded in October
10.66%
4.40%
5.44%
4.40%
11.31% - 12.21%
AT 2000 by gender
Mercer Disability with probabilities x 2
Winklevoss - 1%
2% p.a. millennium plan, null for
defined benefit plans
100% on the first date the individual
becomes eligible to a retirement benefit
scheduled by the plan
95% will be married at the time of
retirement, the wife is 4 years younger
than the husband

Refers to the Bradesco health care plan created on December 1st, 1996 exclusively covering former retired
employees, pensioners, those who were granted amnesty, veterans, widows of injured employees and
retirees until March 20, 1997 and their respective legal dependents, since then, the health plan does not
allow the inclusion of new beneficiaries. The Plan is sponsored by CSN and managed by the Caixa

Beneficente dos Empregados da Cia Siderurgica Nacional — CBS.
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Amounts recognized in the balance sheet on December 31, 2010, were determined as follows:

Present value of obligations
Liabilities

Interest on actuarial liability was R$35,457 in 2010.

The reconciliation of liabilities of health benefits is as follows:

Actuarial liabilities at the beginning of the year

Cost of current service

Sponsor's contributions calculated for the previous year
Recognition of (gains)/losses in the year

Actuarial liabilities at the end of the year

in sharehol

Actuarial liability losses
Losses recognized in shareholders' equity

12/31/2010
367,839
367,839

12/31/2010
317,145
35,457
(33,064)
48,301
367,839

12/31/2010
48,301
48,301
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Actuarial gains and losses history is as follows:

12/31/2010
Present value of defined benefit obligations 367,839
Deficit/(surplus) 367,839
Experience adjustments in plan obligations 48,301
Actuarial assumptions used to calculate post-employment health benefits were as follows:

2010

Biometrics
General mortality table AT 2000 by gender
Turnover N/A
Family composition Real breakdown
Financial Assumptions 12/31/2010
Nominal rate of actuarial discount 10.77%
Inflation 4.40%
Increase in Medical Assistance Costs due to age 1.50%
Nominal growth rate in Medical Assistance Costs 2.31%
Average Medical Assistance Costs 316.22
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29. COMMITMENTS

a. Take-or-pay contracts

On September 30, 2011, the Company had take-or-pay agreements, as shown below:

Payments Minimum fut
Company Nature of Contract
engaged Service conditions 2010 2011 2011 2012 2013 2014 2015 Aff
Payment of at
least 80% of

MRS ~— lronore ~ — tonnesagreed g 5q 117511 44,014 176,058 176,058 176,058 176,058
Logistica  transportation  upon to be

carried by

MRS.

Payment of at
least 80% of

MRS ~ Steel products tonnes agreed 4913 14,691 58,762 58,762 58,762 58,762
Logistica  transportation  upon to be
carried by
MRS.
MRS Iron ore, coke  Transportation 7,138 40,979 33,193 99,578
Logistica  and coal of 8,280,000
transportation  tonnes p.a. of
iron ore and
3,600,000

tonnes p.a. of
coal, coke and
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Mining products

transportation

FCA railway
transportation
of clinker to
CSN Cimentos

Steel products
railway
transportation

Supply of gas
(oxygen,
nitrogen and
argon)

Supply of
natural gas

other reduction

products.

Transportation
of at least
1,900,000
tonnes p.a.

Transportation
of at least
675,000
tonnes p.a. of
clinker in 2011
and 738,000
tonees of p.a.
clinker as of
2012.

Rail
transportation
of at least,
20,000 tonnes
of steel
products
monthly,
originated at
Agua Branca
Terminal in
Sao Paulo for
CSN PR in the
city of
Araucaria -
State of
Parana.

CSN
undertakers to
buy, at least,
90% of the
annual volume
of gas
contracted
with White
Martins.

CSN
undertakes to
buy at least,
70% of the
natural gas
monthly

419 1,324 15,771
1,071 6,159
6,675 10,847 3,540

95,063 73,035 23,401

331,026 329,038 68,331

63,085 63,085

26,937 26,937 26,937 26,937

3,540

93,606 93,606 93,606 93,606

273,324
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Supply of iron
ore pellets

Supply of
natural gas

Energy supply

Supply of Blast
Furnace Mud
generated in
the pig iron
manufacturing
process

Processing of
slag resulting
from pig iron
and steel
manufacturing
process

volume

CSN
undertakes to
buy at least,
90% of the
volume of iron
ore pellets
secured by
contract.

146,348 267,726 41,013

CSN
undertakes to
buy at least,
80% of the
natural gas
monthly
volume
contracted
with
Compagas.

11,625 11,851 3,340

CSN
undertakes to
buy, at least,
80% of the
energy annual
volume
contracted
with COPEL.

10,005 9,477 1,872

CSN
undertakes to
buy, at least,
3,000 tonnes
monthly of
blast furnace
mud to be
processed at
CSN's mud
concentration
mill.

4,714 1,768

Harsco Metals 7,500
undertakes to

execute the

processing of

metal products

and crushing

of slag

resulting from

28,063 30,091

164,054 164,054 109,369

13,362 13,362 13,362 13,362
7,487 7,487 7,487 7,487
7,074 7,074 7,074 7,074

30,000 30,000 15,000
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CSN pig iron
and steel
manufacturing
process,
receiving for
this processing
the amount
corresponding
to the product
from
multiplying unit
price (R$/t) by
total
production of
liquid steel
from CSN
steelmaking
shop, ensuring
a minimum
production of
liquid steel of
400,000
tonnes.

Siemens
undertakes to
industrialize,
repair, recover
and
manufacture,
in whole or

Industrialization, partially, the

) casting
repair, recovery . .
machines in
and

Siemens . order to supply 28,727 31,820 8,081 32,324 18,856
manufacturing .
the off-line and

of casting .
s . on-line
machine units. ,
maintenance

needs of
Presidente
Vargas mill
continued
casting
machines
(UPV).

726,555 934,097 272,674 1,049,191 659,281 507,655 383,286
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b. Concession agreements

On September 30, 2011, the minimum future payments referring to governmental concessions have the

following maturities:

Nature of service 2011
30-year concession,
renewable for
another 30 years, ref.
to the transportation
of iron ore of Casa
de Pedra mines in

2014 2015 After 2016 Total

Minas Gerais, coke 120,270 240,540 240,540 240,540 240,540 2,465,535 3,547,965

and coal from ltaguai
Port in Rio de
Janeiro to Volta
Redonda and exports
from Itaguai and Rio
MRS de Janeiro Ports.

30-year concession
granted on
December 31, 1997,
renewable for
another 30 years for
the development of
public utility to
explore the railway
system of northeast
region of Brazil. The
northeast railway
system comprises
4,238 km of rail
network and
operates in the cities
of Maranhao, Piaui,
Ceara, Paraiba,
Pernambuco,
Alagoas and Rio
TransnordestinaGrande do Norte.

1,614

6,458 6,458 73,728 101,174

Tecar Concession to 33,507 121,632 157,171 180,219 180,219 1,261,532 1,934,280

operate TECAR, a
solid bulk terminal,
one of the four
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terminals comprising
ltaguai Port, located
in the city of Rio de
Janeiro, for a period
falling due in 2022
and renewable for
another 25 years.

25-year concession
granted on
September 3, 1998 ,
renewable for
another 25 years, to
operate the container
terminal at Itaguai
Port.

30. INSURANCE COVERAGE

5,259 22,129 22,129 22,129 22,129

221,293 315,069

160,651 390,759 426,298 449,346 449,346 4,022,087 5,898,488

Aiming at properly mitigating risks and in view of the nature of its operations, the Company and its
subsidiaries took out several different types of insurance policies. The policies are taken out in line with the
Risk Management policy and are similar to insurances taken out by other companies operating in the same
line as CSN and its subsidiaries. The coverage of these policies include: National Transportation,
International Transportation, Carrier Civil Responsibility, Import, Export, Life and Personal Accidents
Insurance, Health, Vehicle Fleet, D&O (Administrator Civil Responsibility Insurance), General Civil Liability,
Engineering Risks, Sundry Risks, Export Credit, Guarantee Insurance and Port Operator Civil

Responsibility.
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The Company also contracted the Operational Risk of Property Damage and Loss of Profits policy, with
Maximum Indemnification Limit (LMI) of R$850,000 to its entities and subsidiaries: Usina Presidente
Vargas, Mineracao Casa de Pedra, Mineragédo Arcos, CSN Parana, CSN Porto Real, Terminal de Cargas
TECAR, Terminal TECON, NAMISA and CSN Cimentos, which policy was negotiated with insurance and
reinsurance companies in Brazil and abroad. CSN decided to undertake responsibility for an average
retention of R$170,000 exceeding the property damage and loss of profits deductible and will co-participate
with 54% of the risks. The Company continues striving towards reducing its co-participation.

The risk assumptions adopted, given their nature, are not part of the scope of a review of the quarterly
financial information, and, consequently, they were not reviewed by our independent auditors.

31. SUBSEQUENT EVENTS

e On September 27, 2011, subsidiary Transnordestina Logistica S.A. subscribed and paid-in
468,293,037 4" series convertible debentures through the Fundo de Desenvolvimento do Nordeste (FDNE)
a government fund that invests in development projects in northeast, at the face value of R$1.00 each,
totaling R$468,293, and the credit generated was received on October 7, 2011.
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Independent Auditors’ Review Report on Interim Financial Information

(a free translation from the original in Portuguese)

To
The Board of Directors and Shareholders
Companhia Siderudrgica Nacional

Sao Paulo — SP

Introduction

We have reviewed the individual and consolidated interim financial information of Companhia Siderdrgica Nacional
(“the Company”) included in the Quarterly Financial Information - I'TR referring to the quarter ended September 30,
2011, comprising the balance sheet as of September 30, 2011 and the statements of income and comprehensive
income for the three and nine-months periods then ended and changes in shareholders’ equity and cash flows for the
nine-months period then ended, including the explanatory notes.

Management is responsible for the preparation and fair presentation of these individual interim financial
information in accordance with technical pronouncement CPC 21 - Interim Financial Information and the
consolidated interim financial information in accordance with CPC 21 and the international standard IAS 34
- Interim Financial Reporting, as issued by the International Accounting Standards Board - IASB, and
presented in a manner consistent with the rules of the Brazilian Securities and Exchange Commission
applicable to the preparation of Quarterly Financial Information. Our responsibility is to express a
conclusion on this interim financial information based on our review.
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Scope of Review

We conducted our review in accordance with the Brazilian and International Standards on interim financial
information (NBC TR 2410 - Review of Interim Financial Information Performed by the Independent Auditor
of the Entity and ISRE 2410 - Review of Interim Financial Information Performed by the Independent
Auditor of the Entity, respectively). A review of interim financial information consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and other
review procedures. A review is substantially less in scope than an audit conducted in accordance with
standards on auditing and consequently does not enable us to obtain assurance that we would become
aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit
opinion.

Conclusion on the individual Quarterly Financial Information

Based on our review, nothing has come to our attention that causes us to believe that the accompanying individual
interim financial information included in the Quarterly Financial Information described above, were not prepared, in
all material respects, in accordance with CPC 21 applicable to the preparation of the Quarterly Financial Information
and presented in a manner consistent with the rules issued by the Brazilian Securities and Exchange Commission.
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Conclusion on the consolidated quarterly financial information

Based on our review, nothing has come to our attention that causes us to believe that the accompanying
consolidated interim financial information included in the Quarterly Financial Information described above
were not prepared, in all material respects, in accordance with CPC 21 and IAS 34 applicable to the
preparation of the Quarterly Financial Information and presented in a manner consistent with the rules
issued by the Brazilian Securities and Exchange Commission.

Other matters

Statements of value added

We also reviewed the individual and consolidated statement of value added (DVA), for the nine-months
period ended on September 30, 2011, prepared under management’s responsibility, for which the disclosure in
the interim information is required in accordance with the rules issued by the Brazilian Securities and
Exchange Commission applicable to the preparation of Quarterly Financial Information and considered
additional information for IFRS, which does not require this disclosure. These statements were submitted to
the same review procedures previously described and, based on our review, nothing has come to our
attention that would lead us to believe that they have not been prepared, in all its material respects, in
accordance with the individual and consolidated Quarterly Financial Information taken as whole.

Sao Paulo, October 27, 2011
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CRC 2S5P014428/0-6

Original in Portuguese signed by
Anselmo Neves Macedo

Accountant CRC 1SP160482/0-6
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SIGNATURE

Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.
Date: December 15, 2011

COMPANHIA SIDERURGICA NACIONAL

By: /s/ Benjamin Steinbruch

Benjamin Steinbruch
Chief Executive Officer

By: /s/ David Moise Salama

David Moise Salama
Investor Relations Executive Officer

FORWARD-LOOKING STATEMENTS

This press release may contain forward-looking statements. These statements are statements that are not historical facts, and are based on
management's current view and estimates of future economic circumstances, industry conditions, company performance and financial results.
The words "anticipates", "believes", "estimates", "expects", "plans" and similar expressions, as they relate to the company, are intended to
identify forward-looking statements. Statements regarding the declaration or payment of dividends, the implementation of principal operating
and financing strategies and capital expenditure plans, the direction of future operations and the factors or trends affecting financial condition,
liquidity or results of operations are examples of forward-looking statements. Such statements reflect the current views of management and are
subject to a number of risks and uncertainties. There is no guarantee that the expected events, trends or results will actually occur. The
statements are based on many assumptions and factors, including general economic and market conditions, industry conditions, and operating
factors. Any changes in such assumptions or factors could cause actual results to differ materially from current expectations.
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