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483,237 outstanding shares of the registrant's convertible preferred stock.
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PART I. FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

MULTIBAND CORPORATION AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share amounts)

Three Months Ended Nine Months Ended
September 30, September 3@eptember 38¢ptember 30,
2010 2009 2010 2009

(unaudited) (unaudited) (unaudited) (unaudited)
REVENUES $ 69,875 $ 71,421 $195,011 $200,975
COSTS AND
EXPENSES
Cost of products and
services (exclusive of
depreciation and
amortization shown
separately below) 49,425 54,645 137,192 158,855
Selling, general and
administrative 14,680 13,774 41,698 43,023
Depreciation and
amortization 2,027 2,414 6,609 8,402
Total costs and
expenses 66,132 70,833 185,499 210,280
INCOME (LOSS)
FROM OPERATIONS 3,743 588 9,512 (9,305)
OTHER EXPENSE
Interest expense (1,026) (1,026) (3,215) 2,771)
Interest income 1 9 7 19
Other income 23 76 51 424
Total other expense (1,002) 941) (3,157) (2,328)
NET INCOME (LOSS)
BEFORE INCOME
TAXES AND
NONCONTROLLING
INTEREST IN
SUBSIDIARIES 2,741 (353) 6,355 (11,633)
PROVISION FOR
INCOME TAXES 1,573 372 3,756 574
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NET INCOME (LOSS) 1,168 (725) 2,599 (12,207)

LESS: NET LOSS

ATTRIBUTABLE TO

THE

NONCONTROLLING

INTEREST IN

SUBSIDIARIES - (266) - (2,044)

NET INCOME (LOSS)

ATTRIBUTABLE TO

MULTIBAND

CORPORATION AND

SUBSIDIARIES 1,168 (459) 2,599 (10,163)
Preferred stock

dividends 408 70 1,140 214
INCOME (LOSS)

ATTRIBUTABLE TO

COMMON

STOCKHOLDERS $ 760 $ 529 $ 1459 $ (10,377

INCOME (LOSS) PER
COMMON SHARE —
BASIC:
INCOME (LOSS)
ATTRIBUTABLE TO
COMMON
STOCKHOLDERS $ .08 $  (0.05 $ A5 8 (1.08)
INCOME (LOSS) PER Paul G.
COMMON SHARE - Driscoll
DILUTED: 2016 $342,508 $ 75,000 $61,200 $ 9,837% $488,545
Vice President & Chief
2015 $ 326,198 $ 9,837% § 336,035
Financial Officer

(1) The bonus reported includes bonuses (a) paid during the fiscal year; and (b) paid or to be paid after the end of the
fiscal year.

(2) Represents the aggregate fair value of stock options on grant date rather than an amount paid to or realized by the
named executive officer. For information on valuation assumptions, refer to Note 11, Stock Option Plans in the
notes to the Company s financial statements in its Annual Report on Form 10-K for the year ended December 31,
2016.

Each option vests in four equal annual installments commencing one day after the first anniversary of the grant date

and thereafter one day after each of the three succeeding annual anniversary dates of the grant date. The exercise price

of each option is equal to 100 percent of the fair market value on the grant date. The fair market value was determined
to be the closing price of the Common Stock on the day on which the option is granted.
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Each option granted to NEOs in 2016 had an exercise price of $21.49. Each option granted to NEOs in 2015 had an
exercise price of $19.18 per share. The number of shares underlying the option granted to the NEOs in 2016 and 2015

were as follows:

Number of Shares Underlying Options

Name 2016 2015

Walter C. Johnsen 45,000 6,000

Brian S. Olschan 35,000 4,000
15,000

Paul G. Driscoll

() Consists of reimbursement of out-of-pocket health care expenses, payment of life insurance premiums and
Company matching contribution to the Company s 401(k) Profit Sharing Plan.

@) Consists of reimbursement of payments of life insurance premiums and Company matching contribution to the
Company s 401(k) Profit Sharing Plan.

13
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Outstanding Equity Awards at Fiscal Year-End

The following table shows outstanding stock option awards classified as exercisable and unexercisable as of
December 31, 2016 for each of the NEOs.

Number of Number of
Securities Underlying Securities Underlying
Unexercised Unexercised
Options Options Option
#) €3] Option Exercise Expiration

Name Exercisable Unexercisable Price ($) Date (D
Walter C. Johnsen 15,000 $ 14.93 6/12/17
20,000 $ 13.19 8/06/18
35,000 $ 10.10 8/03/20
17,000 $ 10.11 1/25/21
20,400 $ 10.02 2/21/22
40,000 $ 10.64 7/31/22
12,000 4,000 $ 12.01 1/22/23
30,000 10,000 $ 13.75 7/25/23
8,000 8,000 $ 15.45 2/25/24
20,000 20,000 $ 16.92 7/30/24
1,500 4,500 $ 19.18 2/24/25
45,000 $ 21.49 8/3/26
Brian S. Olschan 15,000 $ 13.19 8/06/18
12,000 $ 10.11 1/25/21
25,000 $ 9.50 8/09/21
15,400 $ 10.02 2/21/22
30,000 $ 10.64 7/31/22
8,250 2,750 $ 12.01 1/22/23
22,500 7,500 $ 13.75 7/25/23
5,500 5,500 $ 15.45 2/25/24
15,000 15,000 $ 16.92 7/30/24
1,000 3,000 $ 19.18 2/24/25
35,000 $ 21.49 8/3/26
Paul G. Driscoll 11,500 $ 14.93 6/12/17
10,000 $ 13.19 8/06/18
15,000 $ 7.90 6/08/19
15,000 $ 10.10 8/03/20
5,000 $ 10.11 1/25/21
10,000 $ 9.50 8/09/21
5,300 $ 10.02 2/21/22
15,000 $ 10.64 7/31/22
4,875 1,625 $ 12.01 1/22/23
11,250 3,750 $ 13.75 7/25/23
3,500 3,500 $ 15.45 2/25/24

6
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7,500 7,500 $ 16.92 7/30/24
15,000 $ 21.49 8/3/26

() Options vest in four equal parts beginning one day after the first anniversary of grant date and thereafter one day
after each of the three succeeding annual anniversary dates of the grant date. Each option has a ten-year term.

14
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Pension Benefits

In December 1995, the Board of Directors adopted a resolution to freeze the Retirement Plan for Employees of Acme
United Corporation, resulting in no further benefit accruals after February 1, 1996. None of the NEOs is a participant
in the Retirement Plan.

Change in Control Plan

The Company s Change in Control Plan (successor to the Salary Continuation Plan) covers officers of the Company at
the level of Corporate Vice President or above, who are designated from time to time by the Board of Directors of the
Company as a participant in the plan. The plan participants presently consist of four individuals: Walter C. Johnsen,
Brian S. Olschan, Larry H. Buchtmann and Paul G. Driscoll. The plan is designed to retain key employees and

provide for continuity of management in the event of a threatened, pending or actual change in control of the
Company. A participant would receive payment under the plan if there is a change in control of the Company and,
within one year after such change in control, the participant voluntarily or involuntarily separates from service of the
Company for any reason whatsoever.

A change in control of the Company is deemed to occur when any one person, or more than one person acting as a
group, (i) acquires ownership of stock of the Company that, together with stock held by such person or group,
constitutes more than 50 percent (50%) of the total fair market value or total voting power of the stock of the
Company; or (ii) acquires assets from the Company that have a total gross fair market value equal to or more than
50 percent (50%) of the total gross fair market value of all of the assets of the Company immediately before such
acquisition or acquisitions. For this purpose, the gross fair market value of assets excludes liabilities associated with
such assets.

The compensation and benefits which would be provided to a participant in the plan consist of the following:

Monthly salary at the rate being paid on the date of the change in control multiplied by the number of months
payable, as described below;

Average monthly incentive bonus payments for the three taxable years immediately prior to the change in control
multiplied by the number of months payable; and

Medical, life and other insurance in effect on the date of disposition to continue into the future for the number of
months that compensation is payable.
In addition, the plan imposes a limit on the total amounts and benefits which may be paid to a participant in the plan.
The plan provides that, if any amount or benefit to be paid or provided to a participant would be deemed an excess
parachute payment (within the meaning of Section 280G of the Internal Revenue Code), then the payment to be paid
or the benefits to be provided to the participant will be reduced to the minimum extent necessary so that all potential
parachute payments to the participant will not exceed 2.99 times the participant s base amount (as also defined in
Section 280QG).

Payment of the first two items would be made in a lump sum, no later than thirty (30) days after the participant
separates from service. However, payments to be made to a participant who is a key employee (as defined in the plan,
based on certain levels of compensation or stock ownership in the Company), must be deferred for six months.
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A director of the Company who is also an officer of the Company at the level of Executive Vice President or above
(presently Messrs. Johnsen and Olschan) would be entitled to the value of thirty-six (36) months compensation and
benefits for thirty-six (36) months. Officers at the level of Senior Vice President and Vice President (presently,

Messrs. Buchtmann and Driscoll) would be entitled to receive the value of twenty-four (24) months compensation and
benefits for twenty-four (24) months. All of the participants in the plan are presently key employees, as described
above.

15
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Severance Pay Plan

The Severance Pay Plan covers officers of the Company employed in the United States at the level of Corporate Vice
President or above. The plan is designed to enable the Company to attract and retain key employees. This plan covers
Walter C. Johnsen, Brian S. Olschan, Larry H. Buchtmann and Paul G. Driscoll. A covered officer would receive
payments under the plan if one of the following triggering events occurs:

involuntary termination for any reason other than gross misconduct;

death;

reduction of responsibility, status or compensation; or

transfer to a location unreasonably distant from his or her current location.
This plan would only apply if the Change in Control Plan would not apply. Payment under this plan, except in the
event of termination by death, would be equivalent to one month s salary multiplied by each year of service to the
Company based upon the level of his or her compensation in effect immediately preceding such termination. The plan
sets out a minimum and maximum number of months compensation payable to each such employee upon such
severance. The plan would also provide death benefits to covered officers beneficiaries.

A Director of the Company who is also an Officer of the Company at the level of Executive Vice President or above
(presently, Messrs. Johnsen and Olschan) would be entitled to a minimum of nine (9) months compensation and a
maximum of thirty (30) months compensation. In the event of such officer s death, his or her beneficiaries would be
entitled to nine (9) months compensation. Officers at the level of Senior Vice President or Vice President (presently,
Messrs. Buchtmann and Driscoll) would be entitled to a minimum of six (6) months compensation and a maximum of
eighteen (18) months compensation. In the event of such officer s death, his or her beneficiaries would be entitled to
six (6) months compensation. Payments would be made in a single lump sum.

Equity Compensation Plan Information
The following table sets forth information regarding compensation payable under the Company s equity compensation

plans (the 2005 Non-Salaried Director Stock Option Plan and the 2012 Employee Stock Option Plan) in effect as of
December 31, 2016. The Company s shareholders have approved each equity compensation plan.

Weighted-average Number of securities
Number of securities
exercise price of remaining available for
to be issued upon exercise future issuance under
of outstanding options, outstanding options, equity compensation
plans, (excluding securities
warrants and rights warrants and rights reflected in column (a))
Plan Category (a) (b) (©)

10



Equity compensation plans
approved by security
holders

Equity compensation plans
not approved by security
holders

Total
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1,088,278 $14.18

-0- -0-

1,088,278 $14.18
16

66,850

66,850

11
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Cash Compensation

As described below, in 2016, the Company paid as compensation to non-employee directors cash consisting of annual
fees and fees for Board and committee meetings attended. Each director who chaired a committee received additional
compensation to compensate for the additional responsibility and effort associated with the director s respective
position. These fees consisted of:

an annual fee of $31,800, payable quarterly;

$1,700 for each Board meeting attended;

$750 for each committee meeting attended;

$850 to committee chairpersons for each committee meeting conducted; and

an annual fee of $3,700 to the Chairperson of the Audit Committee.
In addition, the Company provided reimbursement to each director for customary and usual travel expenses incurred
in connection with attendance at Board and committee meetings.

Stock Options

Under the 2005 Non-Salaried Director Stock Option Plan (the 2005 Director Plan ), each non-employee director
re-elected to the Board of Directors received an annual option grant to purchase 5,000 shares of Common Stock. The
Company customarily made the annual option grant on the date on which its Annual Meeting of Shareholders was
held. The 2005 Director Plan expired on May 31, 2015, and no options could be granted under the 2005 Director Plan
after that date. However, each option outstanding under the 2005 Director Plan on May 31, 2015 would extend beyond
that date for the remainder of the term of such option.

Because the Company did not make the customary annual grant of options to the non-salaried directors in 2016, the
Company, instead, paid a cash fee to each of the non-salaried directors in lieu of an annual option grant, as described
below.

Under the 2005 Director Plan, each new director, upon becoming a member of the Board of Directors, received an
option to purchase 5,000 shares of Common Stock. These options vest as follows: 25% on the day after the grant date;
25% one day after the first year anniversary of the grant date; 25% one day after the second year anniversary of the
grant date; and 25% one day after the third year anniversary of the grant date. No such options were granted in fiscal
year 2016.

The following table discloses the cash, equity awards and other compensation earned, paid or awarded, as the case
may be, to each of the Company s non-employee directors during the fiscal year ended December 31, 2016.

12
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Fees Earned or Paid in All Other
Cash Compensation
Name )] %D Total
Rex L. Davidson $ 49,852 $ 20,850 $ 70,702
Richmond Y. Holden, Jr. $ 52,396 $ 20,850 $ 73,246
Susan M. Murphy $ 47,626 $ 20,850 $ 68476
Stevenson E. Ward 111 $ 53,870 $ 20,850 $ 74,720

() The amount paid was equal to the aggregate fair value of stock options on April 25, 2016 (the date of the Annual
Meeting of Shareholders held in 2016) and was paid in cash to the director in lieu of an annual option grant under
the expired 2005 Director Plan. For information on the valuation assumptions, refer to the Note 11, Stock Option
Plans, in the notes to the Company s financial statements in its Annual Report on Form 10-K for the year ended
December 31, 2016.

17
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The following table shows the aggregate number of option awards outstanding for each non-employee director as of
December 31, 2016.

Aggregate Option Awards Outstanding

Name as of December 31, 2016

Rex L. Davidson 28,750

Richmond Y. Holden, Jr. 26,740

Susan M. Murphy 37,750

Stevenson E. Ward III 37,750
18

14
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Report of the Audit Committee

The Audit Committee oversees the Company s financial reporting process on behalf of the Board of Directors. The
Audit Committee has reviewed and discussed the Company s audited consolidated financial statements for the fiscal
year ended December 31, 2016, with management and with representatives of Marcum LLP, the Company s
independent registered public accounting firm, including discussions of the applicability and quality of accounting
principles, the reasonableness of significant judgments and the clarity of disclosures in the financial statements.

Management has the primary responsibility for the financial statements and the Company s accounting, auditing and
financial reporting processes. The Audit Committee does not provide any expert or special assurance as to the
Company s financial statements. Marcum LLP is responsible for expressing an opinion on the conformity of the
Company s financial statements with generally accepted accounting principles in the United States. The Audit
Committee does not provide any professional certification as to Marcum LLP s work product.

As required by the standards of the Public Company Accounting Oversight Board, the Audit Committee has discussed
with representatives of Marcum LLP the matters required to be discussed by Auditing Standard No. 16,

Communications with Audit Committees and Related and Transitional Amendments to PCAOB Standards. The Audit
Committee has received and reviewed the written disclosures and letters from Marcum LLP required by applicable
requirements of the Public Company Accounting Oversight Board regarding the independent accountant s
communications with the Audit Committee concerning independence, and has discussed the independence of Marcum
LLP from the Company and its management with representatives of the firm. The Committee also considered the
compatibility of non-audit services with Marcum LLP s independence.

The Audit Committee discussed with the Company s independent auditors the overall scope and plan for their
respective audits. The Audit Committee met with the independent auditors, with and without management present, to
discuss the results of their examinations, their evaluations of the Company s internal controls, and the overall quality of
the Company s financial reporting.

Based on the reviews and discussion referred to above, the Audit Committee recommended to the Board of Directors
that the Company s audited consolidated financial statements for the year ended December 31, 2016, be included in the
Company s Annual Report on Form 10-K for the year ended December 31, 2016 for filing with the Securities and
Exchange Commission.

Stevenson E. Ward, II1, Chair

Richmond Y. Holden, Jr., Member

Rex L. Davidson, Member

19
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Transactions with Related Persons

The term related person includes any executive officer of the Company, any director or nominee for election as
director, any security holder holding more than 5% of the Common Stock or any immediate family member of any of
the foregoing persons.

Policy

As adopted by the Board of Directors, the charter of the Audit Committee requires that related person transactions
must be reviewed and approved by the Audit Committee of the Board, which consists solely of independent directors.
This requirement applies to any such transaction and is not limited to transactions which meet the minimum threshold
for disclosure in the proxy statement under the relevant rules under the Exchange Act (generally, with respect to
smaller reporting companies, transactions which involve an amount equal to the lesser of $120,000 or one percent of
the average of the Company s total assets at year-end for the last two completed fiscal years, and in which a related
person has a direct or indirect material interest).

Procedures

Management or the affected director or executive officer will bring the transaction to the attention of the Audit
Committee. The transaction must be approved in advance whenever practicable, and if not practicable, must be
reviewed as promptly as practicable. Although the Audit Committee has not adopted formal procedures for the review
and approval of transactions with related persons, the Audit Committee will approve the transaction only if it
determines that it is in the best interests of the Company.

If the Audit Committee were to approve a related party transaction, the Audit Committee would periodically monitor
the transaction to ensure that there are no changed circumstances that would render it advisable for the Company to
amend or terminate the transaction.

There were no related person transactions with the Company since January 1, 2015.
Section 16(a) Beneficial Ownership Reporting Compliance

Section 16(a) of the Exchange Act requires the Company s directors and executive officers, and persons who own
more than 10% of the Common Stock (collectively referred to herein as Reporting Persons ), to file with the SEC
initial reports of ownership and reports of changes in ownership of Common Stock and other equity securities of the
Company. Reporting Persons are required by the Exchange Act to furnish the Company with copies of all Section
16(a) forms they file. Based solely on review of copies of such forms received by the Company and written
representations from Reporting Persons, the Company believes that, during the 2016 fiscal year, all Reporting Persons
complied with all applicable filing requirements under Section 16(a).

PROPOSAL 2
AMENDMENT TO THE 2012 EMPLOYEE STOCK OPTION PLAN

On March 3, 2017, the Board of Directors, approved the amendment of the 2012 Employee Plan, to increase the
number of shares which may be issued upon exercise of options granted under the 2012 Employee Plan, from 700,000
to 940,000. The effectiveness of the amendment is subject to approval by our shareholders. No options remain
available for issuance under the 2012 Employee Plan. The Company proposes that the number of shares of Common
Stock reserved for issuance under the 2012 Employee Plan be so increased in order to enable the Company to continue
to utilize stock options. The Company believes that such equity incentives help it to remain competitive in attracting,

16
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motivating, rewarding and retaining highly qualified personnel. In determining the amount of the proposed increase in

the number of shares which may be issued upon exercise of options granted or which may be granted under the 2012

Employee Plan, the Board of Directors considered, among other things, (i) the factors described above under
Executive Compensation

20
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Stock Option Program for Employees ; (ii) the number of shares issuable under the plan has not been increased since
April, 2015; and (iii) the anticipated increases from time to time in the number of participants in the 2012 Employee
Plan as a result of the growth of the Company (both internally and through acquisition).

The following description of the 2012 Employee Plan as amended is qualified in its entirety by reference to the text of
the 2012 Employee Plan and its prior amendments, copies of which have been filed with the SEC.

Purpose

The purpose of the 2012 Employee Plan is to advance the interests of the Company and its shareholders by
strengthening the ability of the Company to attract, retain and reward highly qualified key employees, to motivate key
employees to achieve business objectives established to promote the long-term growth, profitability and success of the
Company, and to encourage ownership of the Common Stock by participating key employees.

Administration of the 2012 Employee Plan

The 2012 Employee Plan is administered by the Board of Directors of the Company. In administering the 2012
Employee Plan, the Board acts upon recommendations of the Compensation Committee, which consists of members
of the Board who are not employees of the Company. Subject to the provisions of the 2012 Employee Plan, the Board
determines the employees who will receive options under the 2012 Employee Plan, the number of shares subject to
each option and the terms of those options, and interprets the 2012 Employee Plan and makes such rules of procedure
as the Board may deem proper.

Shares of Stock Subject to the 2012 Employee Plan

The aggregate number of shares that may be issued upon exercise of options granted during the term of the 2012
Employee Plan is presently limited to 700,000 shares of the Common Stock of the Company. This limit may not be
increased, other than by amendment of the 2012 Employee Plan, during the term of the 2012 Employee Plan except by
proportionate adjustment following recapitalization, stock splits, stock dividends or any similar adjustment in the
number of shares subject to outstanding options, and in the related option exercise price. If the shareholders approve
Proposal 2, 240,000 additional shares (which can be authorized but unissued shares or treasury shares or a
combination thereof) will be reserved for the award of options.

Eligibility

Based on current staffing, under the 2012 Employee Plan, approximately 30 to 35 key employees of the Company
(including directors and officers who are employees) may be granted options to purchase shares of Common Stock.

Options

Options granted under the 2012 Employee Plan may be either incentive stock options within the meaning of

Section 422 of the Internal Revenue Code of 1986, as amended, or non-qualified stock options. The exercise price
with respect to an option awarded under the plan will be one hundred percent (100%) of the fair market value of the
Common Stock on the date that the option is granted provided, however, that the price shall not be less than the par
value of the Common Stock which is subject to the option. If incentive stock options are granted to an employee
owning Common Stock having more than ten percent (10%) of the voting power of the Company, the exercise price
must be at least one hundred ten percent (110%) instead of one hundred percent (100%) of the fair market value of the
Common Stock on the date that the option is granted, and the option by its terms may not be exercisable after the
expiration of five (5) years from the date of grant. No option may be granted under the 2012 Employee Plan after the
tenth anniversary of the adoption of the plan. The options granted by the Company to employees historically have had

18



a term of ten years.

Edgar Filing: MULTIBAND CORP - Form 10-Q

21

19



Edgar Filing: MULTIBAND CORP - Form 10-Q

Under the 2012 Employee Plan (and its predecessor plans), the Company may grant both incentive stock options

( ISOs ) and non-qualified stock options. However, commencing in July 2006, the Company has granted only
non-qualified stock options to its employees. The Board presently anticipates that options which it may grant under
the 2012 Employee Plan will be non-qualified stock options.

Option Vesting Schedule

Upon the granting of any option, the optionee must enter into a written agreement with the Company setting forth the
terms upon which the option may be exercised. Such an agreement sets forth the length of the term of the option and
the timing of its vesting and may provide arrangements for income and employment tax withholding. Under terms of
the 2012 Employee Plan, options are exercisable in accordance with the following schedule: twenty-five percent
(25%) one day after first year anniversary of the date of grant; twenty-five percent (25%) one day after second year
anniversary of date of grant; twenty-five percent (25%) one day after third year anniversary of date of grant; and
twenty-five percent (25%) one day after the fourth year anniversary of date of grant. In no event shall the length of an
option extend beyond ten years from the date of its grant.

Under the 2012 Employee Plan, if the employment of any person to whom an option has been granted is terminated
for any reason other than the death, disability or retirement of the optionee, the optionee may exercise all options
vested on the termination date within one (1) year following such termination, subject to the ten (10) year limitation

on the term of options. If the termination is by reason of retirement, the optionee may exercise the option, in whole or
in part, at any time within one (1) year following such termination of employment, subject to the ten (10) year
limitation, but if the option is exercised later than three (3) months from the date of retirement the option shall not
constitute an ISO. If the optionee dies while employed by the Company or its subsidiaries, or during a period after
termination of employment in which the optionee could exercise an option, the optionee s beneficiary may exercise the
option within one (1) year of the date of the optionee s death but in no event may the option be exercised later than the
date on which the option would have expired if the optionee had lived. If the termination is by reason of disability, the
optionee may exercise the option, in whole or in part, at any time within one (1) year following such termination of
employment or within such other period, not exceeding three (3) years after the date of disability, as is set forth in the
option agreement with respect to such options, provided, however, that if the option is exercised later than one

(1) year after the date of disability, it shall not constitute an ISO, and in no event may the option be exercised after ten
(10) years from grant. If the employment of an optionee is terminated for any reason other than termination for cause
(as defined in the 2012 Employee Plan) after more than 15 years of employment, the optionee s exercise rights for any
vested Option shall be automatically extended until the expiration of the term for such option. However, in no event
shall the period extend beyond the expiration of the term.

In addition, if an optionee ceases to be employed by the Company and becomes, or continues to be, a member of the
Board of Directors prior to the time the optionee s option(s) would have otherwise expired, the optionee s option(s)
shall continue to vest in accordance with the terms of the 2012 Employee Plan and shall continue to be exercisable for
the remainder of the term of the option(s). Any option which is not exercised by the optionee within the three-month
period immediately following the optionee s termination of employment, or, in the case of termination of employment
on account of disability, within one (1) year after the date of disability, shall cease to be an ISO. If an optionee
described in the preceding two sentences ceases to be a member of the Board of Directors for any reason, the

optionee s option(s) shall terminate in accordance with the provisions of Section 2.4(a) of the Acme United
Corporation Non-Salaried Director Stock Option Plan, which section (i) cancels any unvested options at that time;

(ii) permits a twelve-month period for exercise of vested options in the event of termination due to death or disability;
and (iii) permits a thirty-day period for exercise of vested options in the event of termination due to any other reason,
except that the Board may in its discretion extend the period of exercise.

If the Corporation dissolves, sells substantially all of its assets, is acquired in a stock for stock or securities exchange,
or is a party to a merger or other reorganization in which it is not the surviving corporation, then

20



Edgar Filing: MULTIBAND CORP - Form 10-Q

22

21



Edgar Filing: MULTIBAND CORP - Form 10-Q

each Option shall fully vest and become fully exercisable commencing upon the occurrence of the transaction and
thereafter may be exercised for a period of sixty (60) days.

Notwithstanding the above, no option may be exercised after the expiration date specified in the option agreement.
Options granted under the 2012 Employee Plan may not be transferred other than by will or by the laws of descent and
distribution and, during the optionee s lifetime, may be exercised only by the optionee.

Method of Exercise

An optionee may exercise an option by three methods (i) by delivering payment to the Company in cash, (ii) by a
cashless exercise (electing to pay for the shares through a reduction in the number of shares otherwise deliverable by

the number of shares equal to the aggregate value of the total exercise price) or (iii) by electing to receive a cash

payment from the Company in an amount equal to the number of shares being exercised multiplied by the excess of

(a) the fair market value of the shares over (b) the exercise price of the Option. The second and third methods are

subject to the consent of the Company at the time the optionee gives notice to the Company of the option exercise.

Amendment to the 2012 Employee Plan

The 2012 Employee Plan may be terminated, suspended, or modified at any time by the Board of Directors, but no
amendment increasing the maximum number of shares for which options may be granted (except to reflect a stock
split, stock dividend or other distribution), reducing the option price of outstanding options, extending the period
during which options may be granted, or otherwise materially increasing the benefits accruing to optionees or
changing the class of persons eligible to be optionees, shall be made without first obtaining approval of the
shareholders of the Company. No termination, suspension or modification of the 2012 Employee Plan shall adversely
affect any right previously acquired by the optionee or other beneficiary under the 2012 Employee Plan.

Federal Income Tax Consequences
Granting of Non-Qualified Stock Options

With respect to the tax effects of non-qualified stock options, since the options granted under the 2012 Employee Plan
do not have a readily ascertainable fair market value within the meaning of the Federal income tax laws, an optionee
of an option will realize no taxable income at the time the option is granted.

Exercise of Non-Qualified Stock Options

When a non-qualified stock option is exercised, the optionee will generally be deemed to have received compensation,
taxable at ordinary income tax rates, in an amount equal to the excess of the fair market value of the shares of

Common Stock of the Company on the date of exercise of the option over the exercise price. The Company will
withhold income and employment taxes in connection with the optionee s recognition of ordinary income as a result of
the exercise by an employee/optionee of a non-qualified stock option, and arrangements must be made with the
Company for the source of such withholding. The Company generally can claim a deduction in the fiscal year of the
Company that includes the last day of the taxable year of the optionee during which the optionee recognizes income
from the option exercise. The amount of such deduction will be equal to the ordinary income recognized by the
optionee.

Granting of Incentive Stock Options and Exercise of Incentive Stock Options

With respect to the tax effects of an ISO, the optionee does not recognize any regular taxable income when the option
is granted or exercised; however, the excess of the fair market value of the stock on the date of exercise over the
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exercise price must be included in the optionee s alternative minimum taxable income and subject to alternative
minimum tax at a rate up to twenty-eight percent (28%). There is, however, a credit available for the alternative
minimum tax paid with respect to the exercise of an ISO.
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Sale of Shares

When stock acquired through the exercise of a non-qualified stock option is sold, the difference between the optionee s
basis in the shares and the sale price will be taxable to the optionee as a capital gain (or loss). The gain will be
long-term capital gain (loss) for federal income tax purposes if the stock was held for more than one (1) year after the
option exercise.

If no disposition of shares issued to an optionee pursuant to the exercise of an ISO is made by the optionee within two
(2) years after the date the option was granted or within one (1) year after the shares were transferred to the optionee,
then (a) upon sale of such shares, any amount realized in excess of the exercise price (the amount paid for the shares)
will be taxed to the optionee as long-term capital gain and any loss sustained will be a long-term capital loss and

(b) no deduction will be allowed to the Company for federal income tax purposes. The tax basis of the stock for
alternative minimum tax purposes shall be the fair market value of the stock on the date of exercise of the option.

If shares of Common Stock acquired upon the exercise of an ISO are disposed of prior to the expiration of the two

(2) year and one (1) year holding periods described above (a Disqualifying Disposition ) generally (a) the optionee will
realize ordinary income in the year of disposition in an amount equal to the excess (if any) of the fair market value of

the shares at exercise (or, if less, the amount realized upon the sale of such shares) over the option price thereof, and

(b) the Company will be entitled to deduct such amount. Any further gain realized will be taxed as short-term or
long-term capital gain (depending on the holding period) and will not result in any deduction by the Company. A
Disqualifying Disposition in the same year as exercise of an ISO will eliminate the alternative minimum tax

adjustment associated with the exercise of the ISO.

2012 Employee Plan Benefits

Awards under the 2012 Employee Plan are granted at the discretion of the Board of Directors, which acts upon
recommendations of the Compensation Committee. The Board determines the key employees who will receive
options under the 2012 Employee Plan and the terms of those options. Accordingly, the nature and amounts of any
future awards to be made to participants in the 2012 Employee Plan are not presently determinable.

Since the grant of option awards under the 2012 Employee Plan will be determined at the discretion of the Board of

Directors, the Company is not presently able to determine the number of options that may be granted to each Named
Executive Officer, all current executive officers as a group, and all other employees. Non-employee directors are not
eligible to participate in the 2012 Employee Plan.

However, assuming that the proposed amendment to the 2012 Employee Plan had been in effect with respect to fiscal
year 2016, the Company would have awarded (and in fact did award) options as follows:

Name and Position or Group Dollar Value @ Number of Shares
Walter C. Johnsen $ 183,600 45,000
Brian S. Olschan $ 142,800 35,000
Paul G. Driscoll $ 61,200 15,000
Executive Officers as a Group $ 387,600 95,000
Non-Executive Directors as a Group 0 0
Non-Executive Officer Employee Group $ 305,630 76,000
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(1) Represents the aggregate fair value of stock options on grant date rather than an amount paid to or realized by the
named executive officer. For information on valuation assumptions, refer to the note on Stock Option Plans in the
notes to the Company s financial statements in its Annual Report on Form 10-K for the year ended December 31,
2016.
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Vote Required

The approval of the amendment to the 2012 Employee Stock Option Plan requires the affirmative vote of a majority of
the shares of Common Stock of the Company cast in person or by proxy on the amendment. If the amendment is not
approved by shareholders, it will not become effective.

The Board of Directors recommends a vote FOR approval of the amendment to the 2012 Employee Stock
Option Plan.

PROPOSAL THREE
ADOPTION OF 2017 NON-SALARIED DIRECTOR STOCK OPTION PLAN

On February 23, 2017, the Board of Directors adopted, subject to approval of the Shareholders, the 2017 Non-Salaried
Director Stock Option Plan (2017 Director Plan). The following description of the 2017 Director Plan is qualified in
its entirety by reference to the text of the plan, a copy of which is attached hereto as Exhibit A. The 2017 Director
Plan replaces the 2005 Non-Salaried Director Plan which expired in 2015. Under the 2005 Non-Salaried Director Plan
180,000 shares were authorized of which 178,500 shares were used.

Purpose

The purpose of the 2017 Director Plan is to provide long-term incentive supplemental compensation for members of
the Board of Directors of the Company who are not employees of the Company through the ownership of the

Company s Common stock, thereby further aligning their interest with the interests of shareholders. Stock option plans
for non-employee directors have served the Company and its shareholders well by directly relating incentive
compensation to the building of long term shareholder values.

Administration of the 2017 Director Plan

The 2017 Director Plan will be administered by the Compensation Committee of the Board of Directors composed of
non-employee directors (the Committee ).

Shares of Stock Subject to the 2017 Director Plan

The 2017 Director Plan permits the granting of options to purchase an aggregate of 60,000 shares of Common Stock.
Eligibility

All non-salaried directors of the Company are eligible to participate in the 2017 Director Plan.

Duration of the 2017 Director Plan

No awards of stock options may be made under the 2017 Director Plan after February 23, 2027. Applicable provisions
will continue in effect thereafter with respect to all unexercised options outstanding prior to that date.

Options
Under the terms of the 2017 Director Plan, each non-salaried director would annually be granted an option to purchase

5,000 shares of Common Stock. Each newly appointed Non-Employee Director would receive an initial option to
purchase 5,000 shares of common stock, and thereafter would annually, along with the other Non-Employee

26



Edgar Filing: MULTIBAND CORP - Form 10-Q

Directors, receive an option to purchase 5,000 shares of Common Stock. Under the 2017 Director Plan, the Board of
Directors has the authority to increase or decrease the number of shares of Common Stock which are the subject of
such annual or initial option grants.
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The terms of the options shall, at the time of the grant, provide that the options will not be treated as incentive stock
options within the meaning of Section 422 of the Internal Revenue Code of 1986, as amended.

The exercise price with respect to an option awarded under the 2017 Director Plan will be 100% of the fair market
value of the Common Stock as of the date the option is granted. An optionee may exercise an option in three ways

(i) by delivering payment to the Company in cash, (ii) by a cashless exercise (electing to pay for the shares through a
reduction in the number of shares otherwise deliverable by the number of shares equal to the aggregate value of the
total exercise price) or (iii) by electing to receive a cash payment from the Company in an amount equal to the number
of shares being exercised multiplied by the excess of (a) the fair market value of the shares over (b) the exercise price
of the Option. The second and third methods are subject to the consent of the Company at the time of the option
exercise. The optionee must satisfactorily provide for the payment of any taxes which the Company is obligated to
collect or withhold before the Common Stock is transferred to the optionee.

Terms of Exercise of Options

Each option granted to directors under the 2017 Director Plan as part of the annual grant of options to directors shall
become exercisable one day after such option was granted. Initial options granted to newly-elected directors become
exercisable over three years in four equal installments, as follows: (i) 25% on the date on which the option is granted;
and (ii) thereafter, 25% annually on each of the first three anniversaries of the date on which the option was granted.
However, if an optionee ceases to serve as a director of the Company, including any voluntary or involuntary
termination of service as a director, death, disability or retirement, the unvested portion of an Option shall
immediately terminate and be null and void, and the vested but unexercised portion shall terminate twelve

(12) months from the date of the termination. If an optionee is terminated after more than five years of service on the
Board, the optionee s exercise rights for any vested Option shall be automatically extended until the expiration of the
term for such Option. However, in no event shall the period extend beyond the expiration of the term. In the event that
an optionee is terminated for cause, all vested and unvested Options held by such optionee shall immediately
terminate and be null and void.

Recipients will have no rights as stockholders until the date of exercise in the case of an exercise involving receipt of
stock. Options may not be transferred except upon the death of the grantee.

Amendment to the 2017 Director Plan

Without further approval of the shareholders, the Board may discontinue the 2017 Director Plan at any time and may
amend it from time to time in such respect as the Board may deem advisable including the initial and annual numbers
of options granted, unless shareholder or regulatory approval is required by law or regulation and subject to any
conditions established by the terms of such amendment.

Federal Income Tax Consequences

Granting of Non-Qualified Stock Options

With respect to the tax effects of non-qualified stock options, since the options granted under the 2017 Director Plan
do not have a readily ascertainable fair market value within the meaning of the Federal income tax laws, an optionee
of an option will realize no taxable income at the time the option is granted.

Exercise of Non-Qualified Stock Options

When a non-qualified stock option is exercised, the optionee will generally be deemed to have received compensation,
taxable at ordinary income tax rates, in an amount equal to the excess of the fair market value of the shares of
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Common Stock of the Company on the date of exercise of the option over the exercise price. The Company will
withhold income and employment taxes in connection with the optionee s recognition of ordinary income as a result of
the exercise by an employee/optionee of a non-qualified stock
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option, and arrangements must be made with the Company for the source of such withholding. The Company
generally can claim a deduction in the fiscal year of the Company that includes the last day of the taxable year of the
optionee during which the optionee recognizes income from the option exercise. The amount of such deduction will
be equal to the ordinary income recognized by the optionee.

Sale of Shares

When stock acquired through the exercise of a non-qualified stock option is sold, the difference between the optionee s
basis in the shares and the sale price will be taxable to the optionee as a capital gain (or loss). The gain will be
long-term capital gain (loss) for federal income tax purposes if the stock was held for more than one (1) year after the
option exercise.

2017 Director Plan Benefits

Under the 2017 Director Plan, awards of options to purchase 5,000 shares are granted to each newly elected
non-salaried director and awards of options to purchase 5,000 shares are granted annually to each non-salaried director
thereafter. The Committee determines the terms of those options. Accordingly, while the number of options is
determined pursuant to the terms of the 2017 Director Plan, the terms any future awards to be made to non-salaried
directors in the 2017 Director Plan are not presently determinable.

Assuming that the proposed 2017 Director Plan had been in effect with respect to fiscal year 2016, the Company
would have awarded options (and in fact did award the cash equivalent thereof) as follows:

Name and Position or Group Dollar Value @ Number of Shares
Rex L. Davidson $ 20,850 5,000
Richmond Y. Holden, Jr. $ 20,850 5,000
Susan M. Murphy $ 20,850 5,000
Stevenson E. Ward III $ 20,850 5,000
Non-Salaried Director Group $ 83,400 20,000

(1) The amount paid was equal to the aggregate fair value of stock options on April 25, 2016 (the date of the Annual
Meeting of Shareholders held in 2016) and was paid in cash to the director in lieu of the annual option grant
amount. For information on valuation assumptions, refer to the note on Stock Option Plans in the notes to the
Company s financial statements in its Annual Report on Form 10-K for the year ended December 31, 2016.

Vote Required

The 2017 Non-Salaried Director Stock Option Plan described requires the affirmative vote of a majority of the shares
of Common Stock of the Company voting in person or by proxy on the amendment. If the 2017 Non-Salaried Director

Stock Option Plan is not approved by shareholders, it will not become effective.

The Board of Directors recommends a vote FOR approval of the 2017 Non-Salaried Director Stock Option
Plan.

PROPOSAL 4
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RATIFICATION OF THE APPOINTMENT OF MARCUM LLP AS OUR INDEPENDENT REGISTERED
PUBLIC ACCOUNTING FIRM FOR THE FISCAL YEAR ENDING DECEMBER 31, 2017

The Audit Committee of the Board of Directors has appointed Marcum LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2017.

Representatives of Marcum LLP will be present at the Annual Meeting and will have the opportunity to make a
statement if they desire to do so. They will also be available to respond to appropriate questions.

The Audit Committee is not aware of any disagreements between management and our current auditors, Marcum
LLP, regarding accounting principles and their application or otherwise.

27

31



Edgar Filing: MULTIBAND CORP - Form 10-Q

Audit Committee Pre-Approval of Independent Auditor Services

The Audit Committee pre-approves all audit and permissible non-audit services provided by the independent auditors.
These services may include audit services, audit-related services, tax services and other services. The Audit
Committee has adopted policies and procedures for the pre-approval of services provided by the independent auditors.
The policies and procedures provide that management and the independent auditors jointly submit to the Audit
Committee a schedule of audit and non-audit services for approval as part of the annual plan for each year. In addition,
the policies and procedures provide that the Audit Committee may also pre-approve particular services not in the
annual plan on a case-by-case basis. For each proposed service, management and the auditors must provide a detailed
description of the service and the projected fees and costs (or a range of such fees and costs) for the service.

Fees to Auditors
Set forth below is a description of the fees for professional audit services rendered by Marcum LLP, for the audit of

our annual financial statements for the fiscal years indicated and review of our interim financial statements, and fees
for other services rendered by Marcum LLP.

Fees For Fiscal Years Ended

Fee Category December 31, 2016 December 31, 2015
Audit Fees $ 204,000 $ 207,000
Audit Related Fees 17,000 21,000
Tax Fees 53,000 39,000
Total Fees $ 274,000 $ 267,000

Audit Related Fees. These fees were for the audit of the Acme United Corporation 401(k) Profit Sharing Plan, due
diligence services and services rendered in connection with the filing of registration statements related to the
Company s stock option plans.

Tax Fees. Tax services included tax compliance, tax advice, and tax planning.

The Audit Committee has determined that the provision of non-audit services described above is compatible with
maintaining Marcum LLP s independence.

Vote Required

The ratification of the appointment by our Audit Committee of Marcum LLP as our independent registered public
accounting firm for the fiscal year ending December 31, 2017 requires the affirmative vote of a majority of the shares
of Common Stock of the Company voting in person or by proxy on such ratification. Although shareholder approval
of the appointment is not required by law and is not binding on the Audit Committee, we nonetheless are seeking
shareholder ratification because we believe it to be a matter of good corporate practice. If shareholders do not ratify
the selection of Marcum LLP, the Audit Committee will reconsider whether to retain Marcum LLP, but may retain
such independent auditor.

The Board of Directors recommends a vote FOR the ratification of our independent registered public
accounting firm for the fiscal year ending December 31, 2017.
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If you intend to present a proposal at our 2018 Annual Meeting, you must submit it to us no later than November 22
2017, to receive consideration for inclusion in our 2018 proxy materials. If you intend to present a proposal at our
2018 Annual Meeting that is not to be included in our 2018 proxy materials, you must send the proposal to us in
writing by February 9, 2018. Any such proposal should be sent to the Secretary of the Company at 55 Walls Drive,
Fairfield, Connecticut, 06824.

il

Management does not know of any matters to be presented, other than those described herein, at the Annual Meeting.

If any other business should come before the meeting, the persons named in the enclosed proxy will have
discretionary authority to vote all proxies in accordance with their best judgment.

By Order of the Board of Directors,

Paul G. Driscoll,
Vice President and Chief Financial Officer, Secretary and Treasurer

March 22, 2017
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EXHIBIT A

ACME UNITED CORPORATION

2017 NON-SALARIED DIRECTOR STOCK OPTION PLAN
I. GENERAL

1.1 Purpose of the Plan

The purpose of Acme United Corporation s 2017 Non-Salaried Director Stock Option Plan (the Plan ) is to enable
Acme United Corporation (the Company ) to attract and retain persons of exceptional ability to serve as directors of
the Company and to align the interests of directors and shareholders in enhancing the value of the Company s common
stock (the Common Stock ).

This Plan replaces the Company s 2005 Non-Salaried Director Stock Option Plan, as amended.
1.2 Administration of the Plan

The Plan shall be administered by the Compensation Committee or its successors (the Committee ) of the Company s
Board of Directors (the Board ) which shall have full and final authority in its discretion to interpret, and administer
the provisions of the Plan; to adopt rules and regulations for carrying out the Plan; to decide all questions of fact

arising in the application of the Plan; and to make all other determinations necessary or advisable for the

administration of the Plan. The Committee shall consist of at least two persons and shall meet once each fiscal year,

and at such additional times as it may determine or as is requested by the chief executive officer of the Company.

1.3 Eligible Participants

Commencing upon the Effective Date, each member of the Board who is not a salaried employee of the Company or
any of its subsidiaries shall be a participant (a Participant ) in the Plan.

1.4 Grants Under the Plan

Grants of options under the Plan (an Option or Options ) shall be evidenced by Option Agreements (as hereinafter
defined).

1.5 Shares

The aggregate number of shares of Common Stock, including shares reserved for issuance pursuant to the exercise of
Options, which may be issued under the terms of the Plan, may not exceed 60,000 shares and hereby are reserved for
such purpose. Shares of Common Stock issuable upon exercise of Options shall be made available from authorized
but unissued shares or from shares purchased or otherwise acquired by the Company, as shall be determined from time
to time by the Board. Whenever any outstanding grant or portion thereof expires, is canceled or forfeited or is
otherwise terminated for any reason without having been exercised, the Common Stock allocable to the expired,
forfeited, canceled or otherwise terminated portion of the grant may again be the subject of further grants hereunder. If
either (i) the exercise price of an Option is paid by Net Share Exercise pursuant to Section 2.5(b)(ii) of the Plan, or if
(i) the exercise of an Option is settled by payment of cash to the Participant pursuant to Section 2.5(b)(iii) of the Plan,
the shares otherwise deliverable upon exercise of an Option shall again be available for issuance under the Plan.
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Notwithstanding the foregoing, the number of shares of Common Stock available for grants at any time under the Plan
shall be reduced to such lesser amount as may be required pursuant to the methods of calculation necessary so that the
exemptions provided pursuant to Rule 16b-3 under the Securities
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Exchange Act of 1934, as amended (the Exchange Act ), will continue to be available for transactions involving all
current and future grants. In addition, during the period that any grants remain outstanding under the Plan, the
Committee may make good faith adjustments with respect to the number of shares of Common Stock attributable to
such grants for purposes of calculating the maximum number of shares of Common Stock available for the granting of
future grants under the Plan, provided that following such adjustments the exemptions provided pursuant to Rule
16b-3 under the Exchange Act will continue to be available for transactions involving all current and future grants.

1.6 Definitions
The following definitions shall apply to the Plan:

(a) Cause means shall mean (i) the engaging by the Participant in willful misconduct that is materially injurious to the
Company, (ii) the embezzlement or misappropriation of funds or property of the Company by the Participant, (iii) the
conviction of the Participant of a felony or the entrance of a plea of guilty or nolo contendere by the Participant to a
felony, or (iv) the willful failure or refusal by the Participant to substantially perform his duties or responsibilities that
continues after being brought to the attention of the Participant (other than any such failure resulting from the
Participant s incapacity due to Disability). For purposes of this paragraph, no act, or failure to act, on the Participant s
part shall be considered willful unless done, or omitted to be done, by him not in good faith and without reasonable
belief that his action or omission was in the best interest of the Company. Determination of Cause shall be made by

the Board in its sole discretion. Any such determination shall be final and binding on a Participant.

(b) Code means the Internal Revenue Code of 1986, as amended.
(c) Effective Date shall mean the date on which the Board of Directors of the Company approves the Plan.

(d) Disability means the inability of a person in the opinion of a qualified physician acceptable to the Company, to
perform the major duties as a director of the Company because of the sickness or injury of the person if such disability
continues for more than three (3) months.

(e) Fair Market Value means the closing price of shares of Common Stock on such date on the principal national
securities exchange or automated quotation system of a registered securities association on which such shares of
Common Stock are listed or admitted to trading for that day (or if no sales were reported on that day, the closing price
on the trading day immediately preceding such day). If the shares of Common Stock on such date are not listed or
admitted to trading, the Fair Market Value shall be the value established by the Board in good faith using a reasonable
application of a reasonable valuation method pursuant to the requirements of Section 409A of the Code, and the
Treasury Regulations issued thereunder (collectively, Code Section 409A ). With respect to delivery of an exercise
notice before the opening of trading on a particular day or on a non-trading day, Fair Market Value means the closing
price published on the immediately preceding trading day.

(f) Option Agreement means, with respect to an Option, the written agreement provided by the Company to a
Participant in connection with the grant of such Option setting forth the terms of the Option, including the date of
grant and the exercise price of such Option.

(g) Retirement means the termination of a Participant s service as a director (i) during his/her term of office, for a
reason other than death or Disability or as a result of termination for Cause or (ii) at the end of his/her term of office
where the director has determined not to stand for re-election, or where he/she is not re-elected.

I1I. OPTIONS

2.1 Terms and Conditions of Options
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(a) Option Grants to New Directors. Each Participant who is elected a director after the Effective Date and who has
not received any prior grant under this or any predecessor plans for non-salaried
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directors of the Company, shall receive an initial grant of an Option to purchase 5,000 shares of Common Stock (the
Initial Option ) on his/her date of election as a director. Each Initial Option will vest over three years as described in
Section 2.4, below.

(b) Annual Option Grants. Each Participant who is elected as a director and who is not entitled to receive an Initial
Option grant during the year of such election will receive an Option to purchase 5,000 shares of Common Stock (the

Annual Option ). Under the Plan, the Board has the authority to increase or decrease the number of shares of Common
Stock which are the subject of such Initial Option or Annual Option grants.

2.2 Nonqualified Stock Options

The terms of the Options shall, at the time of grant, provide that the Options will not be treated as incentive stock
options within the meaning of Section 422 of the Code.

2.3 Option Price
The option price per share shall be the Fair Market Value of the Common Stock on the date the Option is granted.
2.4 Term and Exercise of Options

(a) Term. The term of an Option may not exceed ten (10) years from the date of grant as shall be specified in the
related Option Agreement, subject to early termination pursuant to the terms of this Plan (the Option Term ).

(b) Exercise of Initial Options. Each Initial Option (granted when a Participant is first elected as a director) shall have
a (10) ten year term and become exercisable as follows:

25% date of grant

25% one year after date of grant
25% two years after date of grant
25% three years after date of grant

(c) Exercise of Annual Options. Each Annual Option shall become exercisable one day after the date such Annual
Option was granted.

(d) Termination other than by Death. Disability or Retirement.

(i) Except as otherwise provided in this Section 2.4, after a Participant ceases to serve as a director of the Company,
including, without limitation, any voluntary or involuntary termination of a Participant s service as a director (a
Termination ), the unvested portion of an Option shall immediately terminate and be null and void, and the vested but
unexercised portion of any outstanding Options held by such Participant shall terminate and be null and void for all
purposes, after twelve (12) months have elapsed from the date of the Termination unless extended by the Committee,
in its sole discretion, within thirty (30) days from the date of the Termination. Notwithstanding the foregoing, upon a
Termination of a Participant who has served on the Board for more than five (5) years, the exercise rights for any
vested Option the Participant holds shall be automatically extended until the expiration of the Option Term for such
Option. However, in no event shall the period extend beyond the expiration of the Option Term.
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(i1) In the event that a Participant is terminated for Cause, all vested and unvested Options held by such Participant
shall immediately terminate and be null and void.

(e) Termination Upon Death. Disability or Retirement.

(1) Upon a Termination as a result of death, Disability, or Retirement of a Participant who has served on the Board for
less than five years, the unvested portion of any Option shall immediately terminate and be null
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and void, and the vested but unexercised portion of any outstanding Options held by such Participant may be
exercised by the Participant or the Participant s legal representative within twelve (12) months after such death or
Disability. Upon the death, Disability or Retirement of a Participant who has served on the Board for more than five
years, the exercise rights for any vested Option the Participant holds shall be automatically extended until the
expiration of the Option Term for such Option. However, in no event shall the period extend beyond the expiration of
the Option Term.

(i1) A Participant, by written notice to the Company, may designate one or more persons (and from time to time
change such designation) including his or her legal representative, who, by reason of his or her death, shall acquire the
right to exercise all or a portion of the Option. If no designation is made before the death of the Participant, the
Participant s Option may be exercised by the personal representative of the Participant s estate or by a person who
acquired the right to exercise such Option by will or the laws of descent and distribution. If the person with exercise
rights desires to exercise any portion of the Option, such person must do so in accordance with the terms and
conditions of this Plan.

2.5 Notice of Exercise

(a) When exercisable pursuant to the terms of the Plan and the governing Option Agreement, an Option shall be
exercised by the Participant as to all or part of the shares subject to the Option by delivering written notice of exercise
to the Company at its principal business office or such other office as the Company may from time to time direct,

(1) specifying the number of shares subject to the Option (or portion thereof) being exercised; (ii) specifying the
method of payment of the total exercise price of the Option (or portion thereof); and (iii) containing such further
provisions consistent with the provisions of the Plan as the Company may from time to time prescribe. The written
notice of exercise shall be in the form and delivered in the manner prescribed by the Company from time to time. No
Option may be exercised after the expiration of the term specified in Section 2.4 hereof.

(b) Payment of the exercise price of the Option shall be paid in full at the time the Option (or portion thereof) is
exercised. Such payments shall be made:

(i) in cash in United States currency;

(ii) subject to the consent of the Company at the time of exercise and if permitted by the Option Agreement granting
such Option, the Participant may elect in the notice of exercise given pursuant to Section 2.5(a) to make such
payment by reduction in the number of shares of Common Stock otherwise deliverable upon exercise of such
Option by the number of shares having an aggregate value equal to the total exercise price of the Option (or
portion thereof), based on the Fair Market Value ( Net Share Exercise ); or

(iii) subject to the consent of the Company at the time of exercise and if permitted by the Option Agreement granting
such Option, the Participant may elect in the notice of exercise given pursuant to Section 2.5(a) to receive from
the Company cash in an amount equal to the number of shares of Common Stock subject to the Option (or portion
thereof) that is being exercised multiplied by the excess of (A) the Fair Market Value of a share of Common
Stock, over (B) the exercise price of the Option.

2.6 Limitation of Exercise Periods

The Committee may limit the time periods within which an Option may be exercised if a limitation on exercise is
deemed necessary in order to effect compliance with applicable law.
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III. GENERAL PROVISIONS

3.1 General Restrictions

The exercise of each Option granted under the Plan is subject to the condition that if at any time the Company shall
determine in its discretion that the listing, registration, or qualification of any shares of
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Common Stock otherwise deliverable upon such exercise upon any securities exchange or under any State or Federal
law, or the consent or approval of any regulatory body, is necessary or desirable as a condition of, or in connection
with, such exercise or the delivery or purchase of shares thereunder, then, in any such event such exercise shall not be
effective unless such listing, registration, qualification, consent or approval shall have been effected or obtained free
of any conditions not acceptable to the Company in its sole discretion. Any such postponement shall not extend the
time within which the Option may be exercised; and neither the Company nor its directors or officers shall have any
obligation or liability to the Participant or to a beneficiary or legal representative of a Participant with respect to any
shares of Common Stock as to which the Option shall lapse because of such postponement.

3.2 Adjustments for Changes in Stock

(a) In the event of changes in the outstanding Common Stock or in the capital structure of the Company by reason of
any stock dividend, stock split, reverse stock split, a corporate transaction such as any recapitalization, reorganization,
merger, consolidation, combination, exchange, or other relevant change in capitalization occurring after the date of
grant of any Option, the exercise price of such Option and the number of shares of Common Stock subject to the
Option will be proportionately adjusted or substituted, as to the number, price or kind of a share of Common Stock or
other consideration subject to such Options to the extent necessary to preserve the economic intent of such Options.

(b) In the case of adjustments made pursuant to this Section 3.2, unless the Board specifically determines that such
adjustment is in the best interests of the Company, the Board shall, in the case of non-qualified stock options, ensure
that any adjustments under this Section 3.2 will not constitute a modification of such non-qualified stock options
within the meaning of Section 409A of the Code. Any adjustments made under this Section 3.2 shall be made in a
manner which does not adversely affect the exemption provided pursuant to Rule 16b-3 under the Exchange Act.

3.3 Amendments

Without further approval of the shareholders, the Board may discontinue the Plan at any time and may amend it from
time to time in such respect as the Board may deem advisable including the initial and annual numbers of options
granted, unless shareholder or regulatory approval is required by law or regulation, and subject to any conditions
established by the terms of such amendment.

3.4 Modification, Substitution or Cancellation of Grants

(a) No rights or obligations under any outstanding Option may be altered or impaired without the Participant s consent
except as required under applicable law.

(b) Notwithstanding anything to the contrary in the Plan, neither the Board nor any Committee shall have the authority
to: (i) reprice any outstanding Option under the Plan, (ii) cancel and re-grant any outstanding Option under the Plan,
or (iii) effect any other action that is treated as a repricing under generally accepted accounting principles unless, in
each case, the shareholders of the Company have approved such an action within twelve (12) months prior to such an
event.

3.5 Rights of a Shareholder

Participants under the Plan, unless otherwise provided by the Plan, shall have no rights as shareholders by reason
thereof unless and until the shares of Common Stock are issued to them.

3.6 Withholding
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If a Participant is to experience a taxable event in connection with the receipt of shares of Common Stock pursuant to
an Option exercise, the Participant shall pay the amount equal to the federal, state and local
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income taxes and other amounts as may be required by law to be withheld by the Company prior to the issuance of
such shares of Common Stock. If a cash payment is made in lieu of exercise, taxes will also be withheld as required
by law.

3.7 Nonassignability

Except as expressly provided in the Plan, no grant shall be transferable except by will, the laws of descent and
distribution or a qualified domestic relations order ( QDRO ) as defined by the Code or Title I of the Employee
Retirement Income Security Act of 1974, as amended, or the rules thereunder. During the lifetime of the Participant,
except as expressly provided in the Plan, grants under the Plan shall be exercisable only by such Participant or by the
guardian or legal representative of such Participant or pursuant to a QDRO.

3.8 Nonuniform Determinations

Determinations by the Committee or the Board, as appropriate, under the Plan (including, without limitation,
determinations of the persons to receive grants, the form, amount and timing of such grants, and the terms and
provisions of such grants and the agreements evidencing the same) need not be uniform and may be made by it
selectively among persons who receive, or are eligible to receive, awards under the Plan, whether or not such persons
are similarly situated.

3.9 Effective Date; Duration

The Plan shall be effective on the date the Plan is adopted by the Board, subject to the approval of the Plan by the
Company s shareholders in accordance with applicable laws and the requirements of any governmental or regulatory
agency or stock exchange. Any Options granted under the Plan prior to stockholder approval of the Plan are
contingent on such approval of the Plan and may not be exercised prior to the approval of the Plan by the shareholders
of the Company. The Plan shall terminate automatically on February 23, 2027. No Options may be granted pursuant to
the Plan after such date, but Options theretofore granted may extend beyond that date until the expiration of the
respective Option Term. The Board, in consultation with the Committee, may suspend or terminate the Plan at any
earlier date. No Options may be granted under the Plan while the Plan is suspended or after it is terminated.

3.10 Change in Control

(a) Surviving Company. If the Company shall be the surviving corporation in a merger or other reorganization, an
Option shall extend to stock and securities of the Company to the same extent that a holder of that number of shares
immediately before the merger or other reorganization corresponding to the number of shares covered by the Option
would be entitled to have or obtain stock and securities of the Company under the terms of the merger or other
reorganization.

(b) Non-Surviving Company. If the Company dissolves, sells substantially all of its assets, is acquired in a stock for
stock or securities exchange, or is a party to a merger or other reorganization in which it is not the surviving
corporation (each of the foregoing being referred to as a Transaction ), then each Option shall fully vest and become
fully exercisable commencing upon the consummation of the relevant Transaction.

3.11 Severability.
If any provision of the Plan shall for any reason be held to be invalid or unenforceable, such invalidity or

unenforceability shall not affect any other provision hereof, and the Plan shall be construed as if such invalid or
unenforceable provision were omitted.
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3.12 Code Section 409A Compliance.

This Plan is intended to be interpreted and operated to the fullest extent possible so that the payments and benefits
under this Plan shall be exempt from the requirements of Code Section 409A. The parties hereto
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agree to interpret, apply, administer, and/or amend this Plan in the least restrictive manner necessary such that the Plan
is exempt from the requirements of Code Section 409A and without resulting in any increase in the amounts owed
hereunder by the Company except as otherwise provided in Section 3.2. Notwithstanding anything herein to the
contrary, neither the Company nor any of its affiliates shall have any liability to any Participant or to any other person
or entity if the payments and benefits provided in this Plan that are intended to be exempt from Code Section 409A are
not so exempt.

3.13 Governing Law

The Plan and all actions taken thereunder shall be governed by and construed in accordance with the laws of the State
of Connecticut.
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ANNUAL MEETING OF SHAREHOLDERS OF
ACME UNITED CORPORATION
April 24, 2017
IMPORTANT NOTICE OF INTERNET AVAILABILITY OF PROXY MATERIAL:
The Company s Notice of Annual Meeting, Proxy Statement, Annual Report to Shareholders and Proxy card are
available at proxy.acmeunited.com
Please sign, date and mail
your proxy card in the
envelope provided as soon
as possible.

i Please detach along perforated line and mail in the envelope provided. i

20633300000000000000 7 042417

THIS PROXY WHEN EXECUTED WILL BE VOTED AS DIRECTED HEREIN. IF NO DIRECTION IS
GIVEN, THIS PROXY WILL BE VOTED

(i) FOR THE ELECTION OF ALL SIX NOMINEES LISTED IN PROPOSAL 1, BELOW; (ii) AND FOR
PROPOSALS 2, 3, AND 4 BELOW.

PLEASE SIGN, DATE AND RETURN PROMPTLY IN THE ENCLOSED ENVELOPE. PLEASE MARK
YOUR VOTE IN BLUE OR BLACK INK AS SHOWN HERE

FOR AGAINST ABSTAIN

1. Election of Directors: 2. Approval of an

amendment to the

2012 Employee Stock

Option Plan to

increase the number

of shares authorized

for issuance

NOMINEES:

FOR ALL NOMINEES i Walter C. Johnsen 3. Approval of the
2017 Plan
i Richmond Y. Holden, Jr. Non-Salaried
Director Stock
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WITHHOLD AUTHORITY | Brian S. Olschan Option Plan
FOR ALL NOMINEES i Stevenson E. Ward III
i Susan H. Murphy 4. Ratification of
the appointment of
FOR ALL EXCEPT i Rex L. Davidson Marcum LLP as our
independent
(See instructions below) registered public

accounting firm for
the fiscal year ending
December 31, 2017

INSTRUCTIONS: To withhold authority to vote for any
individual nominee(s), mark FOR ALL EXCEPT and fill in
the circle next to each nominee you wish to withhold, as shown
here:

To change the address on your account, please check the box
at right and indicate your new address in the address space
above. Please note that changes to the registered name(s) on
the account may not be submitted via this method.

Signature of Shareholder Date: Signature of Shareholder

Date:

Note: Please sign exactly as your name or names appear on this Proxy. When shares are held jointly, each holder
should sign. When signing as executor, administrator, attorney, trustee or guardian, please give full title as

such. If the signer is a corporation, please sign in full corporate name by authorized officer, giving full
title as such. If signer is a partnership or other entity, please sign in full entity name by authorized person,

giving full title.
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PROXY
ACME UNITED CORPORATION
THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS OF ACME
UNITED CORPORATION FOR THE ANNUAL MEETING OF SHAREHOLDERS
TO BE HELD ON APRIL 24, 2017

The undersigned hereby appoints Walter C. Johnsen and Susan H. Murphy, and each of them, with full powers of
substitution, to act as attorneys and proxies of the undersigned, to vote all shares of the Common Stock of ACME
UNITED CORPORATION, held of record by the undersigned on March 9, 2017 at the Annual Meeting of
Shareholders, to be held at the Cornell Club, 6 East 44th Street, New York, New York on Monday, April 24, 2017, at
11:00 a.m. and at any adjournment(s) or postponement(s) thereof, with all the powers the undersigned would have if
personally present. Without limiting the general authorization hereby given, said proxies are, and each of them hereby
is, instructed to vote or act as follows on the reverse side hereof on the Proposals 1, 2, 3 and 4. In their discretion, the
proxies are authorized to vote upon such other matters, if any, as may properly come before the Annual Meeting.

The undersigned acknowledges receipt of the Company s Notice of Annual Meeting of Shareholders, Proxy Statement
dated March 22, 2017 and 2016 Annual Report to Stockholders.

SEE REVERSE CONTINUED AND TO BE COMPLETED, SIGNED AND SEE REVERSE
SIDE SIDE
DATED ON REVERSE SIDE

1.1 14475
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