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CREE RESEARCH, INC.

2810 MERIDIAN PARKWAY, SUITE 144
DURHAM, NORTH CAROLINA 27713

(919) 3615709

NOTICE OF ANNUAL MEETING OF SHAREHOLDERS
NOVEMBER 11, 1997

TO THE SHAREHOLDERS OF CREE RESEARCH, INC.:

Natice is hereby given that the Annual Meeting b&af&holders of Cree Research, Inc. (the "Compaamijf'pe held on Tuesday, Novemkt
11, 1997 at 10:00 a.m. local time at the Holiday Raleigh-Durham Airport located at 4810 New Pagad Research Triangle Park, North
Carolina, near Exit 282 of Interstate 40, for thiofwing purposes:

(1) To elect seven (7) directors;
(2) To approve an amendment to the Cree ResearchiAinended and Restated Equity Compensation Bladd shares to the Plan;

(3) To ratify the action of the Board of Directansselecting Coopers & Lybrand, L.L.P. as indepengiiblic accountants to audit the books
of the Company for the fiscal year ending Junel®88; and

(4) To transact such other business as may propeme before the meeting or any adjournment oruadjoents thereof.

September 23, 1997 has been fixed as the recaedatathe determination of shareholders entitleddtice of and to vote at the Annual
Meeting. Accordingly, only shareholders of recotdhg close of business on September 23, 199hwiintitled to notice of and to vote at
meeting or any adjournment or adjournments thereof.

It is very important that your shares of the Conmymnommon stock be represented at this meetingder that the presence of a quorum may
be assured. You are cordially invited to attendntteting. Even if you plan to attend the meetingarson, please date and execute the
enclosed proxy and mail it promptly. If you attehé meeting, you may revoke your proxy and voterghares in person. A postage-paid,
return-addressed envelope is enclosed.

A list of shareholders entitled to vote at the rireptvill be available for inspection by any sharkeles, for any purpose germane to the
meeting, for a period of at least ten (10) dayero the meeting during ordinary business houthabffice of the Secretary of the Company,
2810 Meridian Parkway, Suite 144, Durham, Northallaa 27713. A copy of the Annual Report containihg financial statements of the
Company for the fiscal year ended June 30, 198ndtosed herewith.

Durham, North Carolina
October 1, 1997 By Or der of the Board of Directors

ALAN J. ROBERTSON, SECRETARY



CREE RESEARCH, INC.

2810 MERIDIAN PARKWAY, SUITE 144
DURHAM, NORTH CAROL INA 27713
(919) 361-5709

PROXY STATEMENT

INFORMATION CONCERNING SOLICITATION AND VOTING
GENERAL

The enclosed proxy is solicited by and on behalfefe Research, Inc., a North Carolina corporgtiom "Company"), for use at the Annual
Meeting of Shareholders to be held Tuesday, Noverhbel997 at 10:00 a.m., local time (the "Annuad¥ng") or at any adjournments
thereof. The Annual Meeting will be held at the idal Inn Raleighburham Airport located at 4810 New Page Road, Rekekriangle Parl
North Carolina, near Exit 282 of Interstate 40,tfor purposes set forth herein and in the acconipgiotice of Annual Meeting ¢
Shareholders. The Company's principal executivieedfare located at 2810 Meridian Parkway, Suitg Dtirham, North Carolina 27713,
and its telephone number at that address is (3B)H309.

These proxy solicitation materials are being finstiled on or about October 1, 1997 to all sharedrsléntitled to vote at the Annual Meeting.
The Company's annual report to shareholders fofishal year ended June 30, 1997, including finalnstatements, is being mailed with this
Proxy Statement. The annual report is not patefiroxy solicitation materials. A COPY OF THE COMWY'S REPORT ON FORM 10-K
FOR THE FISCAL YEAR ENDED JUNE 30, 1997 WILL BE FBRSHED WITHOUT CHARGE TO ANY PERSON SOLICITED
HEREBY UPON WRITTEN REQUEST DIRECTED TO ALAN J. RERTSON, CHIEF FINANCIAL OFFICER, 2810 MERIDIAN
PARKWAY, SUITE 144, DURHAM, NORTH CAROLINA 27713.

RECORD DATE

Shareholders of record at the close of businesSeptember 23, 1997 are entitled to notice of, andte at, the Annual Meeting. As of the
record date, 12,704,841 shares of the Company'siconstock, $0.005 par value per share (the "Com@&took"), were issued and
outstanding.

REVOCABILITY OF PROXIES

A shareholder who has executed and returned tHessttproxy may revoke it at any time before iased by (i) submitting to the Company
a properly executed proxy bearing a later dates@bmitting to the Company a written revocationthaf proxy or (iii) voting by ballot at the
Annual Meeting



VOTING

The persons acting as proxies will vote the shapsesented thereby as directed by the personggilimproxy. Unless otherwise directed,
person acting under the proxies will vote the shagpresented thereby: (i) for the election ofgeen director nominees named in this Proxy
Statement;

(i) for approval of the amendment to the Cree Redg Inc. Amended and Restated Equity CompensBiam (the "Equity Compensation
Plan") to add 1,000,000 shares to the Equity Comsgatéan Plan; (iii) to ratify the selection of Coopé&: Lybrand, L.L.P. as the independent
auditors of the Company for the fiscal year endinge 28, 1998; and (iv) in their discretion on sattier business as may come before the
meeting and any adjournments thereof. The Commanygtiaware of any other business expected to tafoee the meeting, but it is intenc
that as to any such other business the proxiedbeilloted in accordance with the judgment of thegeor persons acting thereunder.

If a shareholder abstains from voting as to anytenabr if a broker returns a "non-vote" proxy (cating a lack of authority to vote on such
matter), then the shares held by such sharehotdsoker will be deemed present at the meetingpfmposes of determining a quorum but
will not be counted for purposes of calculating Woge with respect to such matter. Notwithstandheyforegoing, because shareholder
approval under North Carolina law requires theraffitive vote of at least a majority of that numbfshares needed to constitute a quorum,
in certain instances an abstention or a brokervate-can have the same effect as a negative vote.

SOLICITATION

The Company will bear the entire cost of solic@atiincluding the preparation, assembly, printind enailing of this Proxy Statement, the
proxy and any additional soliciting materials senshareholders. In addition, the Company may rensd brokerage firms and other persons
representing beneficial owners of shares for realsierexpenses incurred by them in forwarding daliicin materials to such beneficial
owners. Proxies may also be solicited by certaithefCompany's directors, officers and regular eyg#s, without additional compensation,
personally or by telephone or facsimile. Excepdescribed above, the Company does not currentyihto solicit proxies other than by m

DEADLINE FOR RECEIPT OF SHAREHOLDER PROPOSALS FOR 1998 ANNUAL MEETING

Shareholder proposals intended to be considerin dt998 Annual Meeting of Shareholders must beived by the Company no later than
June 3, 1998. Such proposals may be included ihysex's proxy statement if they comply with certailes and regulations promulgated by
the Securities and Exchange Commission. Any sughgsals should be sent to the Secretary of the @oynat 2810 Meridian Parkway,
Suite 144, Durham, North Carolina 27713.

OUTSTANDING VOTING SECURITIES

On September 23, 1997, the date for determiningesioéders entitled to vote at the meeting, 12,7408 ghares of Common Stock of the
Company were outstanding, with each share beiritlezhto one vote on all matters to be presentecdétion at the meeting. A quorum will
be present at the
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meeting if a majority of the outstanding share€ofmmon Stock is present at the meeting in persday @roxy.

A majority of the votes cast is required for altians to be voted upon at the meeting as descabege other than the election of directors,
for which a plurality of the votes cast is required

PRINCIPAL SHAREHOLDERSAND
SHARE OWNERSHIP BY MANAGEMENT

The following table sets forth information as ofp&amber 8, 1997 relating to the beneficial owngrstiithe Company's Common Stock by
each person who was known by the Company at thattdde the beneficial owner of more than 5% efdhtstanding shares of Common
Stock of the Company, (ii) each executive offickth® Company, (iii) each director, (iv) each dicgnominee and (v) all executive officers
and directors as a group.

COMMON STOCK PERCENTAGE OF OUT STANDING
NAME (1) BEN EFICIALLY OWNED (2)(3) SHARES OWNE D

F. Neal Hunter 230,786 1.8%
Calvin H. Carter, Jr., Ph.D. (4) 267,596 2.1%
John W. Palmour, Ph.D. 287,000 2.3%
Alan J. Robertson 36,062 *

Charles M. Swoboda 35,000 *

Walter L. Robb, Ph.D. 227,000 1.8%

1358 Ruffner Road

Schenectady, NY 12309

Dolph W. von Arx (5) 310,160 2.4%

4351 Gulf Shore Blvd. North

Le Rivage Penthouse 1

Naples, FL 34103

Michael W. Haley 385,914 3.0%

1030 Summit Avenue, Ste. 2W1

Greensboro, NC 27405

James E. Dykes 47,000 *

13365 N.E. 226th Avenue Road

Ft. McCoy, FL 32134

Trustees of General Electric Pension 1,279,967 10.1%
Trust

3003 Summer Street

Stamford, CT 06904

All directors and executive officers as 1,826,518 14.4%
a group (9 persons)
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(1) Officers and directors named without addressescare of the Company's address at 2810 MerRiakway, Suite 144, Durham, North
Carolina 27713.

(2) Unless otherwise noted, the Company believatsath persons named in the table have sole vatimtginvestment power with respect to all
shares of Common Stock that are beneficially owmethem.

(3) Includes shares issuable upon exercise of siptikns and warrants, to the extent such optiodswearrants are exercisable within 60 days
of September 8, 1997, as follows: All officers atigbctors as a group hold 492,434 options for tnelpase of an aggregate of 492,434 sh
Mr. Hunter holds 85,786 options; Dr. Carter hol@s/6 options; Dr. Palmour holds 47,000 options; Rtsbertson holds 36,062 options; and
Mr. Swoboda holds 34,800 options. Dr. Robb, Mr. ¥R, Mr. Haley and Mr. Dykes hold 77,000, 79,068,000, and 27,000 options,
respectively. The Trustees of the General Ele&einsion Trust hold 12,500 warrants.

(4) Of the shares listed as held by Dr. CartelQ&2 are held by members of his immediate family.Carter disclaims voting or investment
power over these shares.

(5) Of the shares listed as held by Mr. von Arg08, are held by his spouse. Mr. von Arx holds soking and investing power over these
shares.

* Represents less than 1%
ELECTION OF DIRECTORS
NOMINEES

The Company's Bylaws provide that the Board of &wes shall be comprised of three (3) or more diines; with the exact number to be fix

by the shareholders. In 1988 the shareholders fixeshumber of Directors at nine

(9). Seven (7) persons have been nominated foti@heat the Annual Meeting, all of whom are curtgwtirectors of the Company. The
Company is not aware of any nominee who will beblmar will decline to serve as a director. In #went that any such nominee is unable or
declines to serve as a director at the time oftieual Meeting, the proxies will be voted for amymminee who shall be designated by the
present Board of Directors to fill the vacancythe event that additional persons are nominatedlémtion as directors, the proxy holders
intend to vote all proxies received by them in axnex that will assure the election of as many efribminees listed below as possible, an
such event, the specific nominees to be voted fibba determined by the proxy holders. The ternoffice of each person elected as a
director will continue until the next Annual Megginf Shareholders or until such time as his sucrdsss been duly elected and qualified.

The names of the Company's nominees for directbicartain information about them are set forth aelo
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DIRECTOR

NAME AGE POSITION WITH THE COMPANY SINCE

F. Neal Hunter 35 President, Chief Executive Officer and 1987
Director

Calvin H. Carter, Jr., Ph.D. 42 Executive Vice President, Director of 1987
Materials Technology and Director

Michael W. Haley 59 Director 1989

Dolph W. von Arx 63 Director 1991

James E. Dykes 59 Director 1992

Walter L. Robb, Ph.D. 69 Director 1993

John W. Palmour, Ph.D. 36 Director of Advanced Devices and Director 1995

Mr. Hunter, a co-founder of the Company, has seased director since its inception, as the ComgaPsesident and Chief Executive Officer
since 1994, and as Chairman of the Company's BafdBitectors since 1995. He has also served asdergsof Real Color Displays, Inc., a
wholly-owned subsidiary of the Company, since oigation of the subsidiary in 1994. Prior to hisatien as President and Chief Executive
Officer, Mr. Hunter served as Vice President of kéding with responsibility for the management af thompany's optoelectronic products
and as the Company's Secretary and Treasurer. iMiteHreceived his B.S. degree in mechanical eeging from North Carolina State
University in 1984.

Dr. Carter, also a cteunder of the Company, has served as a directbri@e president since its inception. He currehtids the positions ¢
Executive Vice President and Director of Materibéxhnology. As Director of Materials Technology Barter is responsible for the
Company's development of advanced materials grteetinology, including the growth of silicon carbigaterial for semiconductor and
other applications. He previously served as ViaskRient, New Product Development from 1995 to 1&8¥ as Director of Technology from
1987 to 1995. Dr. Carter holds B.S., M.S. and Phdgrees in materials science and engineering forth Carolina State University, havi
received these degrees in 1977, 1980 and 1983 aibagly.

Mr. Haley became a director of the Company in Ap889. Mr. Haley serves as the chairman and cliegive officer of Triton
Management Company of Greensboro, North Carolitéclwowned and operated 60 restaurants prior tgdhleeof most of the restaurants in
1993. Mr. Haley graduated from the University ofrtiioCarolina-Chapel Hill in 1960, where he receieeblachelor's degree in business
administration.

Mr. von Arx became a director of the Company inadbetr 1991. He has served as the non-executivencaaiof Morrison Fresh Cooking,
Inc. since January 1996 and is the former chairmpeesident and chief executive officer of PlantdfeSavers Company, an affiliate of RIR
Nabisco, Inc.
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where he served in such capacities for four yedos f his retirement in 1991. Mr. von Arx is aaguate of Washington University, where
received his bachelor's degree in 1960. He is ntlyra director of the following public companiesregistered investment companies: Ruby
Tuesday, Inc., Morrison's Fresh Cooking, Inc., iméional Multifoods Corporation and MacKenzie Istraent Management, Inc.

Mr. Dykes became a director of the Company in Jgnli892. He has served as executive vice presimféittomas Group, Inc., a publicly
held management consulting group, since July 188d from 1994 to 1997 served as president and ekefutive officer of Intellon Corp., a
privately held startip company in the home automation industry. Fronudey 1989 until his retirement in December 1992, Mkes serve
as president and chief executive officer of SigreeGompany, a subsidiary of North American Phi@@sporation. Mr. Dykes received his
B.S. degree in electrical engineering from the @rsity of Florida in 1962. He is currently a direcof EXAR Corporation and Thomas
Group, Inc., both of which are public companies.

Dr. Robb became a director of the Company in Ap®®3. He is currently the president of Vantage Mgnaent, Inc., a consulting and
investment firm in Schenectady, New York. From 188®ugh 1992, Dr. Robb served as a senior vicsigieat for Corporate Research and
Development for General Electric Company. He hdg tarious other positions with General Electricn@@@mny since 1951. Dr. Robb
received his B.S. degree in 1948 from Penn Statedisity and his M.S. degree in 1950 and Ph.D. @egn 1951 from the University of
lllinois. All of Dr. Robb's degrees were awardeathemical engineering. He is currently a directoMarquette Medical Systems, Inc.,
Celgene Corporation, Neopath, Inc. and Mechanieahfiology Incorporated, all public companies.

Dr. Palmour, also a co-founder of the Company,ently serves as Director of Advanced Devices amthat capacity, is responsible for the
Company's development of advanced silicon carbélécds such as microwave transistors, power tramsjshigh temperature devices and
nonvolatile memories. Dr. Palmour has served aseatdr of the Company since October 1995 and presly served on the Company's B¢
of Directors from October 1992 to April 1993. Heslserved as the Chairman of the Company's Intelié&troperty Committee since August
1989. Dr. Palmour received his B.S. and Ph.D. degfieem North Carolina State University in 1982 4888, respectively, in the fields of
material science and engineering.

Other executive officers of the Company not senaaglirectors include the following:

Charles M. Swoboda (age 30) has served as Vicédergsaind Chief Operating Officer of the CompamceiJune 1997. Mr. Swoboda joined
the Company in 1993 and previously served as thepgaay's Operations Manager from July 1996 to J@8 las Wafer Fab Manager from
April 1996 to July 1996, as General Manager ofGoenpany's subsidiary, Real Color Displays, In@ifrAugust 1994 to April 1996, and as
LED Product Manager from July 1993 to August 199dor to 1993 he was employed by Hewlett-Packarch@any. Mr. Swoboda received
his B.S. degree in electrical engineering from Miatte University in 1989.

Alan J. Robertson (age 35) has served as the Corsp@hief Financial Officer since 1992 and as #si8tary and Treasurer since 1994. He
joined the Company in 1991, initially serving as@ontroller. He previously served in financial audounting positions at Best Products
Inc. and as
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an auditor with the accounting firm of Ernst & Whay. Mr. Robertson received his B.S. degree inrt|ss administration from Old
Dominion University in 1984.

To the Company's knowledge, there are no matemaigedings to which any director or executive effis a party adverse to the Compan
its subsidiaries or in which any director or exaéaibfficer has a material interest adverse toGbenpany or its subsidiaries.

BOARD MEETINGSAND COMMITTEES

The Board of Directors of the Company held fourrt@®etings during the fiscal year ended June 307.1Bi®e Board of Directors has a
standing Audit Committee, Compensation Committes EBxecutive Committee. The Board of Directors hastanding nominating
committee or committee performing similar functioBsiring the fiscal year ended June 30, 1997, daelctor attended or participated in
75% or more of the aggregate of (i) all meetingthefBoard of Directors held during the periodvidrich he had been a director, and (ii) all
meetings of committees of the Board on which sundctbr served that were held during the perioddrwed.

The members of the Audit Committee of the Boar®ivéctors during the fiscal year ended June 307198re Michael W. Haley, Calvin H.
Carter, Jr., Ph.D. and Dolph W. von Arx. Mr. Haksrved as Chairman of the Audit Committee througjtiwei last fiscal year. The Audit
Committee is authorized by the Board of Directorsaview, with the Company's independent accoustdiné annual financial statements of
the Company prior to publication; to review the Wwof and approve non-audit services performed oy sundependent accountants; and to
make annual recommendations to the Board of Diredto the appointment of independent public actants for the ensuing year. The Al
Committee also reviews the effectiveness of tharfamal and accounting functions, organization, apens and management of the Compi
The Audit Committee held five (5) meetings durihg fiscal year ended June 30, 1997.

The members of the Compensation Committee of tredBof Directors during the fiscal year ended 801997 were James E. Dykes,
Michael W. Haley, Walter L. Robb, Ph.D. and Dolph W@n Arx. Mr. Dykes served as Chairman of the Cengation Committee throughout
the last fiscal year. The Compensation Committegves and recommends to the Board of Directorctmpensation and benefits of
executive officers of the Company and reviews galngolicy matters relating to compensation and fitnef employees of the Company. In
addition, the Compensation Committee is responéisladministration of the Cree Research, Inc. Adeshand Restated Equity
Compensation Plan and, in that capacity, reviewedagproved proposed grants of stock options amdkttms of the grants during the fiscal
year ended June 30, 1997. The Compensation Corerhitdd three (3) meetings during the fiscal yeaednlune 30, 199

The members of the Executive Committee of the Bo&idirectors during the fiscal year ended Junel®®7 were F. Neal Hunter, Dolph W.
von Arx and James E. Dykes. The Executive Committaeders advice and recommendations to the Boabdre€tors with regard to policies
of the Company and the conduct of its affairs; aers matters submitted to the committee duringrirglls between meetings of the Board of
Directors; and, subject to ratification by the Bhaapproves contracts, agreements and other nmaterforate documents. The Executive
Committee held no meetings during the fiscal yealed June 30, 1997.
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THE BOARD OF DIRECTORSRECOMMENDS THAT THE SHAREHOLDERSVOTE FOR THE
ELECTION OF THE NOMINEESLISTED ABOVE TO THE BOARD OF DIRECTORS.
CERTAIN RELATIONSHIPSAND RELATED TRANSACTIONS
CONSULTING AGREEMENT WITH C. ERIC HUNTER

The Company is a party to a Consulting and Noncditie Agreement effective July 2, 1995 with C. &Hunter, who was Chairman of the
Board, President and Chief Executive Officer of @m@mpany from its inception until August 1994, amals non-executive chairman from
August 1994 until his resignation on July 2, 198Be agreement provides for Mr. Hunter to performstdting services for the Company for
a three-year period and obligates him not to perfeervices to competing businesses during thabgekir. Hunter will receive consulting
fees aggregating $100,500 under this agreemergt,Gidmpany paid medical and dental insurance. Mntétus the brother of F. Neal Hunt
the Company's current Chairman, President and Ehxiefutive Officer.

SUPPLY AND RELATED AGREEMENTSWITH C3, INC.

The Company is a party to certain agreements wathiiie. ("C3"), a customer of the Company engagettié fabrication and sale of
gemstones made from silicon carbide. Pursuanstgpply agreement originally entered into in 1998 aabsequently amended and restated,
the Company has agreed to supply silicon carbid&3ton an exclusive basis for use in the fabricatibgemstones, at prices based on the
Company's costs plus a specified margin, and Cagad to purchase certain of its requirementsufoh material from the Company. In a
related development agreement executed in July,3B8Tompany has undertaken to develop improvedgsses for manufacturing near
colorless silicon carbide material for sale to &3 C3 has agreed to fund the Company's developrostt plus a specified margin. The
Company and C3 are also parties to an agreemest widch the Company is to supply certain electral@vices for use in gemstone testing
equipment. During the fiscal year ended June 3971@3 purchased $517,000 in silicon carbide meltarid related services from the
Company.

The Company owns shares of common stock of C3immjpursuant to an option granted to the Compary@B5, which represent
approximately 0.6% of C3's capital stock outstagdihJune 30, 1997. Certain of the Company's dire@nd executive officers also own
shares of C3 common stock purchased at various tilugng 1996 in private placements conducted byAT3une 30, 1997, these directors
and executive officers as a group held approxipd&ed% of C3's then outstanding capital stock. dpproximate individual holdings were as
follows: F. Neal Hunter, the Company's PresidehieCExecutive Officer and Chairman of the Board%8; Calvin H. Carter, Jr., Ph.D.,
Executive Vice President and a director, 0.5%; JhriPalmour, Ph.D., Director of Advanced Deviced ardirector, 0.5%; Dolph W. von
Arx, director, 1.5% (includes shares held in trudéfalter L. Robb, Ph.D., director, 0.9%; and JafeBykes, director, 0.1%. Mr. Hunter's
brothers, C. Eric Hunter and Jeff N. Hunter, eitieiividually or with their spouses, own approxielst31% of the outstanding capital stock
of C3. In addition, General Electric Pension Trugtjch holds more than 5% of the outstanding Com®tmtk of the Company, owns
approximately 14.7% of C3's outstanding capitatisto
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The Company believes its agreements with C3 ateroms no less favorable to the Company than thepgaoscould obtain from unaffiliate
third parties. The Board of Directors has desighateommittee composed of persons having no owipeirglerest in C3 to review all
proposed transactions between the Company andi&3cdmmittee, which consists of a member of ther@o&Directors and the Compan
Chief Operating Officer and Chief Financial Officbas reviewed and approved all agreements witeub3equent to its appointment in
January 1997.

COMPLIANCE WITH SECTION 16(A) OF THE SECURITIESACT OF 1934

Section 16(a) of the Securities Exchange Act 04188 amended (the "Exchange Act"), requires tteCompany's directors and executive
officers, and persons who own more than ten ped®b) of a registered class of the Company's ggeiturities, file with the Commission
initial reports of ownership and reports of chanigeswnership of Common Stock and other equity g&ea of the Company. Officers,
directors and greater than ten percent (10%) beinkiwners are required by Commission regulatiorfsirnish the Company with copies of
all reports they file under Section 16(a).

To the Company's knowledge, based solely on itewewf the copies of such reports furnished toGloenpany and written representations
that no other reports were required, all Sectiofa)lfiling requirements applicable to its officedirectors and greater than ten percent (10%)
beneficial owners were complied with on a timelgibaluring the fiscal year ended June 30, 1997.

EXECUTIVE COMPENSATION
SUMMARY OF CASH AND CERTAIN OTHER COMPENSATION

The following table and narrative text provide agrtsummary information concerning compensatiod paiaccrued by the Company to or
behalf of the Company's Chief Executive Officer émg other executive officers whose annual saladytionuses exceeded $100,000 for the
fiscal years indicated.

SUMMARY C OMPENSATION TABLE
ANNUAL COMPENSATION LONG TERM COMPENSATION
AWARDS PAYOUTS
OTHER ANNUAL RESTRICTED OPTIONS/ LTIP ALL OTHER
NAME AND YEAR SALARY BONU S COMPENSATION STOCK SARS PAYOUTS COMPENSATION
PRINCIPAL POSITION ENDED (%) (%) (%) AWARDS #) $) ($) 4)
F. Neal Hunter 1997 144,615 844 -0- -0- -0- -0- 778
President, Chief Executive 1996 117,346 -O- -0- -0- 4,000 -0- 902
Officer and Director (1) 1995 116,636 -O- -0- -0 30,000 -O- 883
Calvin H. Carter, Jr., Ph.D. 1997 108,605 565 -0- -0- -0- -0- 688
Executive Vice President, 1996 105,235 -0- -0- -0- 0,000 -0- 810
Director of Materials 1995 105,000 -O- -0- -0 -0- -0- 806

Technology and Director (2)
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John W. Palmour, Ph.D. 1997 101,297 527 0 -0- -0- -0- 649
Director of Advanced 1996 100,800 -O- 0 -0- 16,000 0 776
Devices and Director (3) 1995 95455 -0- 0 -0- -0- -0- 733

(1) Mr. Hunter was elected President and Chief Htiee Officer in August 1994 and Chairman of theaBbin August 1995.

(2) Dr. Carter was elected Executive Vice Presidtedune 1997 and was appointed as Director of Néd$eTechnology in April 1997. He
previously served as Vice President, New Produeel@ment.

(3) Dr. Palmour was appointed Director of Advan8sices in April 1997 and was elected as a direict@ctober 1995. Prior to April 1997
he served as Senior Scientist.

(4) These amounts represent term life insurancmipras paid by the Company on behalf of the namedtetive officers.
STOCK OPTIONS GRANTED DURING FISCAL YEAR TO NAMED EXECUTIVE OFFICERS

There were no stock options or stock appreciaiigins granted to the named executive officers agpamsation for the fiscal year ended J
30, 1997. The stock options listed in the summammensation table as compensation for the fiscal gaded June 30, 1996 were granted in
September 1996.

STOCK OPTIONS EXERCISED DURING FISCAL YEAR AND YEAR END VALUES OF UNEXERCISED OPTIONS

The following table sets forth information abouddat options exercised by the named executive affiokthe Company during the fiscal year
ended June 30, 1997. No stock appreciation rigkteWweld or exercised by the named executive offidaring this period.

AGGREGATED OPTION EXERCISESIN LAST FISCAL YEAR AND FY-END OPTION VALUES

SHARES NUMBER OF UNEXERCISED VALUE OF UNEX ERCISED IN-THE-
ACQUIRED ON \% ALUE OPTIONS AT FY-END (#) MONEY OPTION S AT FY END ($)
NAME EXERCISE REALI ZED (1) EXERCISABLE/UNEXERCISABLE EXERCISABLE/U NEXERCISABLE (2)
F. Neal Hunter -0- -0- 55,786 / -0- $268,6 28/ $-0-
Calvin H. Carter, Jr., Ph.D. -0- -0- 37,786 / 4,000 $159,128 /$ 34,500
John W. Palmour, Ph.D. -0- -0- 32,000/ 4,000 $138,000 / $ 34,500

(1) Upon exercise of the option, an option holdeeginot receive the amount reported under the aolalue Realized," which reflects the
amount by which the value of the Common Stock ef@mmpany on the date an option was exercised é&ddbe exercise price. The option
holder does not realize any value until the shaf€&&ommon Stock issued upon exercise of the optiwasold.
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(2) The value of the Common Stock at June 30, 1885 $12.25 per share based on the last sale grihe €@ommon Stock on that date as
reported by The Nasdag Stock Market. The optionesivere determined by subtracting the aggregateise prices of the options from the
value of the Common Stock issuable upon exerciskeobptions.

EMPLOYMENT AGREEMENTS

All of the named executive officers of the Compamng parties to agreements containing confidentialitd noncompetition provisions. None
of the executive officers have employment agreemetth the Company except for Alan J. RobertsonefJfinancial Officer. The Company
entered into an employment agreement with Mr. Risberwith an effective date of January 1, 1993 jgliag for an initial term of two years
with automatic annual renewals. Pursuant to theeagent, Mr. Robertson is entitled to eight week®eissnce pay and automatic vesting of
outstanding options upon involuntary terminationestthan for cause.

COMPENSATION OF DIRECTORS

Pursuant to the Cree Research, Inc. Stock Optiam fef Non-Employee Directors approved by the dhalders in October 1995 (referred to
below as the "Formula Plan"), each non-employeecttr receives on July 1 of each year options tohmse 12,000 shares of the Common
Stock of the Company. The exercise price of théaptis equal to the fair market value (as defimetthe Formula Plan) on the grant date,
the options vest and become exercisable in eqoedriments during the four quarters following thengira

Non-employee directors serving on the Board of Diresctin July 1, 1997 and July 1, 1996 received optfmrsuant to the terms of the
Formula Plan. The Board of Directors has approeechination of the Formula Plan, subject to apprdwaihe shareholders of an increase in
the shares available for issuance under the Congpaiauity Compensation Plan as discussed belaiwelFormula Plan is terminated, non-
employee directors will thereafter be compensated discretionary basis through stock option awardde pursuant to the Equity
Compensation Plan. Options previously awarded utteeFormula Plan will not be affected by the tevation of the plan.

Expenses incurred by directors in attending Boadl@mmittee meetings are reimbursed by the Compémpther cash or non-cash
compensation is paid to directors for their servias such. Directors who are also employees dftilepany are not separately compensated
for their service on the Board of Directors.

COMPENSATION COMMITTEE INTERLOCKSAND INSIDER PARTICIPATION

The members of the Compensation Committee of tredBof Directors during the fiscal year ended J8e1997 were Walter L. Robb,
Ph.D., Michael W. Haley, James E. Dykes and Dolph/@v Arx, all of whom are non-employee directdvs. Dykes served as Chairman of
the Compensation Committee throughout the lasalffigear.
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REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS ON EXECUTIVE COMPENSATION

The Compensation Committee reviews and recommealds/sand bonus incentives for executives and temuch recommendations to the
Board of Directors for consideration and approVale Compensation Committee also administers thé&fEGompensation Plan and, in that
capacity, reviews and approves equity-based awaedte under the plan for the purposes of securidgetaining employees and others who
provide services of value to the Company.

The Committee's compensation policies applicabkxtzutive officers of the Company, and the Conweeit bases for the 1997 compens:
reported for the President and Chief Executived@ffof the Company, are discussed below.

COMPENSATION PHILOSOPHIES

The Compensation Committee seeks to ensure thatiaxe compensation is based on objective meastingsrformance by the Company,
the individual, and where appropriate, the orgdivpal unit. The Compensation Committee also beklethat compensation should vary with
corporate performance and should be driven byahg-term interests of the shareholders.

Through the Compensation Committee, the Companyléasloped and implemented compensation policlasspand programs which seek
to tie executive compensation to the attainmespectific individual, operating group and Companyevobjectives, while providing
compensation sufficient to attract and retain t&eérexecutives who will contribute to the Compatyrgy-term success. In furtherance of
these goals, annual base salaries are generaly lseels which take into account both competitivel performance factors. The Company
also relies to a significant degree on annual angdr-range incentive compensation to attract aotivate its executives. Incentive
compensation is variable and is closely tied tgotate performance to encourage profitability, gloand the enhancement of stockholder
value. During the fiscal year ended June 30, 1887compensation for the Company's executive afficensisted of base salary, longer-term
equity incentives, participation as eligible (witt other eligible employees of the Company) in @ree Research, Inc. 401(k) Plan and
discretionary bonus program (profit-sharing), aadain benefits available generally to employeethefCompany.

CASH-BASED COMPENSATION

The Compensation Committee fixes the base salattyeo€hief Executive Officer and reviews and appsolbase salaries for each of the
Company's other executive officers annually in @ation with annual performance reviews. In adjustimese base salaries, the
Compensation Committee examines both qualitaticecarantitative factors relating to corporate arahiidual performance. In many
instances, the qualitative factors necessarilyliresa subjective assessment by the Committee. Dinep€nsation Committee does not bas
considerations on any single performance factordoes it specifically assign relative weights totéas but rather considers a variety of
factors and evaluates individual performance agdse factors both in absolute terms and inioglab the executive's peers within the
Company. Generally, in determining salary adjustiméor executive officers (other than the Chief &xtéve Officer), the Compensation
Committee relies primarily on the evaluation ancbramendations of Mr. Hunter, who has served asd@essand Chief Executive Officer of
the Company since 1994.
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In addition, in determining base salaries for tlkedl year ended June 30, 1997, the Compensatiomfiitee reviewed an independent survey
of base salaries paid to executive officers ofaatrgroup of companies in the electrical and ede@ats industry of comparable size. The
survey includes a broader group of companies thasetcompanies included in the NASDAQ Electroniocn@onent Stocks Index used in the
performance measurement comparison graph includ#éds Proxy Statement. To assist in recruitindhhigjualified management, the
Compensation Committee utilizes equity-based cosgigon to augment base salaries which have tygibakn below the industry average.
These amounts are set based on individual qudlditaand experience. Generally, these salariestpaixecutive officers for the fiscal year
ended June 30, 1997 were set at levels betwedirghthrough third quartiles of salaries paid k@eutives under the independent survey.

For the fiscal year ended June 30, 1997, baseleofattors described above, the Compensation Cdewmiitcreased the annual salary of Mr.
Hunter to $150,000. Salary paid to Mr. Hunter dgrihe preceding fiscal year was $117,346.

During the fiscal year ended June 30, 1997, exeeutificers participated along with all other elilFi employees in a discretionary incentive
compensation program under which bonuses werefpaghch quarter in which the Company achievedagedperating profits (earnings
before taxes and excluding interest income andsitsemeh as one-time license fees). An operatingtpvas achieved and bonuses were paid
for the second, third and fourth quarters of tkedl year ended June 30, 1997. Although the Compsported net income in the first quarter
of the year, no operating profit was obtained afterluding a one-time license fee recognized byGbmpany in that quarter and, as a result,
no bonuses were paid for the first quarter.

EQUITY INCENTIVES

The Company utilizes the Equity Compensation Ptefutther align the interests of stockholders armhagement by creating common
incentives related to the possession by manageohensubstantial economic interest in the léegn appreciation of the Company's stock
options granted under the Equity Compensation §itage the Company's initial public offering in 1998ve been granted with exercise pr
set at not less than 100% of the fair market vafufe underlying stock on the grant date. Gengrajption grants have a term of ten years
and are subject to vesting over three to five yalit®ough other vesting schedules have been ussahie situations. In determining the siz
an option to be granted to an executive officez, lompensation Committee takes into account abfadt deems appropriate, including the
officer's position and level of responsibility wittthe Company, the officer's existing stock andagted option holdings, the potential reward
to the officer if the stock price appreciates ia flublic market, and the competitiveness of theeffs overall compensation arrangements,
including stock options, although outstanding pemiance by an individual may also be taken into wheration. Option grants also may be
made to new executives upon commencement of emglotyand, on occasion, to executives in connectitim avsignificant change in job
responsibility. The Compensation Committee genggthnts options taking into account multiple ypariods. Therefore, option grants are
not necessarily made each year. Based on the $attscribed above, during the fiscal year ended 30n1997 the Compensation Commi
approved grants to executive officers of optionpucchase 76,000 shares of Common Stock. Suchngpivere granted in September 1996
and were regarded as compensation for the precéidoa year.
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THE COMPENSATION COMMITTEE

James E. Dykes, Chairman
Michael W. Haley
Walter L. Robb, Ph.D.
Dolph W. von Arx

COMPARATIVE PERFORMANCE GRAPH

The graph set forth below compares cumulative staleholder return on the Company's Common Stdtkilae cumulative total return of
the Market Index (CRSP Total Return Index for Thestiagq Stock Market) and a Peer Index (NASDAQ HEeatrComponents Stock Index),
for the period from February 9, 1993 (the datehef €ompany's initial public offering) to June 3091. The comparison assumes the
investment of $100 in the Common Stock, the Mahkdéex and the Peer Index on February 9, 1993, adetinvestment of all dividends.

COMPARISON OF CUMULATIVE TOTAL RETURN
AMONG CREE RESEARCH, INC., MARKET INDEX AND PEER INDEX
FEBRUARY 9, 1993 TO JUNE 30, 1997

(Performance graph appears here. The plot poiatksaed in the table below.)

Symbol Index Description 2/9/93 6/30/93  6/30/94 6/30/95 6/28/96 6/30/97
[SQUARE] Cree Research, Inc. $100 $131 $108 $295 $308 $251
[STAR] Market Index $100 $102 $103 $137 $176 $214
[Triangle] Peer Index $100 $102 $112 $231 $244 $401
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APPROVAL OF AMENDMENT OF
EQUITY COMPENSATION PLAN

The Board of Directors of the Company on Septembd&®97 approved an amendment to the Cree Reséacchmended and Restated
Equity Compensation Plan (the "Equity Compensaffitam"), subject to approval of the shareholderidcease the number of shares of
Common Stock that may be issued under the Plandf0000 shares. If approved by the shareholdees;umulative number of shares of
Common Stock authorized for issuance pursuantedtiuity Compensation Plan will be increased frg4@,000 to 2,540,000 shares. THE
COMPANY BELIEVES THAT THE PROPOSED INCREASE WILL BEDEQUATE FOR STOCK OPTION AWARDS EXPECTED TO
BE MADE DURING THE CURRENT FISCAL YEAR AND TWO YEAR THEREAFTER, DEPENDING ON GROWTH IN THE
COMPANY'S BUSINESS AND THE NUMBERS OF EMPLOYEES. 8eptember 25, 1997, options to purchase 1,193B2&s of

Common Stock were outstanding or approved to betgdaunder the Equity Compensation Plan, and 383%8ares had been issued pursuant
to the Plan since its inception in 1989, leavingh8 shares available for future awards.

In addition to the Equity Compensation Plan, thenpany maintains the Cree Research, Inc. Stock @ptian for Non-Employee Directors
(the "Formula Plan") pursuant to which options amarded to outside directors on the terms definesich plan. There were 200,000 shares
of Common Stock approved for issuance pursuarited-brmula Plan; at September 25, 1997, there rei,000 shares available for fut
grants. The Formula Plan was originally establisye¢the Company to obtain certain benefits undde R@b-3 of the Securities and
Exchange Commission promulgated under the Seaufitkehange Act of 1934 (the "Exchange Act"); assult of amendments to Rule 18b-
in 1996 the Formula Plan is no longer requireditaim such benefits. Upon approval by the sharefisldf the proposed amendment to the
Equity Compensation Plan, the Formula Plan wiltdreninated and no further grants will be made utitd&ton-employee directors will
thereafter receive stock option awards on a discrety basis under the Equity Compensation PlatJ$SHPART OF THE INCREASE IN
SHARES AVAILABLE UNDER THE EQUITY COMPENSATION PLANFOR WHICH SHAREHOLDER APPROVAL IS REQUESTED,
REFLECTS SHARES THE COMPANY ANTICIPATES WILL BE REQRED FOR FUTURE AWARDS TO NON-EMPLOYEE
DIRECTORS.

The ability to offer stock through options or otleguity-based compensation awards has been andontihue to be a necessary and
beneficial method by which the Company can refagngervices of employees and attract competendipees The Board of Directors
believes that the Equity Compensation Plan willttare to promote the growth and prosperity of tlen@any by providing employees and
others with an additional incentive to contributeit best efforts to the Company. The Board besdahat equity-based compensation awards
create this incentive by providing the recipieniogportunity to acquire a proprietary interestia Company and thereby providing a means
to participate in the future growth of the Company.

In many instances, the Company pays lower cash enggtion than its employees could obtain elsewlparéicularly in the case of scientit
management, professional and executive personoakedgjuently the Company depends substantiallyamk siption awards to recruit and
retain employees. Absent an increase in sharelabieafor awards under the Equity Compensation ,RlenCompany's ability to obtain and
keep necessary personnel, without increased caspeartsation, will be impaired.
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THE BOARD OF DIRECTORSRECOMMENDSA VOTE FOR THE PROPOSAL TO APPROVE
THE AMENDMENT OF THE EQUITY COMPENSATION PLAN.

Described in the following section are the mateeains of the Equity Compensation Plan, tax matteging to awards under the Plan and
benefits under the Plan.

DESCRIPTION OF PLAN

The following description of the Equity CompensatPlan is merely a summary of some of its termspndisions, is not intended to be a
complete description of the Plan and is qualifieits entirety by reference to the full text of tRkan.

The Equity Compensation Plan is not generally stiligethe provisions of the Employee Retiremenbine Security Act of 1974, as amen
("ERISA"). The Plan is not a qualified plan undexcgon 401 of the Internal Revenue Code of 198@nasnded (the "Code").

NATURE AND PURPOSE

The Equity Compensation Plan provides for the goduat number of different types of equity-based pensation awards under one plan.
Awards under the Plan may be made to participantisd form of incentive stock options, nonqualifggdck options, restricted stock and
other forms of equity-based compensation as maydaded and are permissible under the Equity Corsggon Plan. All awards made
under the Plan prior to the date of this Proxyetent were nonqualified stock options.

The Equity Compensation Plan is designed, for greehit of the Company, to attract and retain fer @ompany personnel of exceptional
ability; to motivate such personnel through addezntives to make a maximum contribution to greptefitability; to develop and maintain
a highly competent management team; and to be ditmpeavith other similar companies with respecetecutive and non-executive
compensation.

ADMINISTRATION

The Equity Compensation Plan is administered byQbeapensation Committee (the "Committee"). Memloéithe Committee are to be
appointed by the Board from among its members whdron-employee directors” (insofar as requiredRioje 16b-3 under the Exchange
Act) to serve at the pleasure of the Board and beasemoved by the Board in its discretion. The Cdttesn has the exclusive right to
interpret, construe and administer the Equity Camspton Plan and to select the persons eligibfedeive awards. The Committee
determines the number of stock options or sharesook subject to an award and the form, termsgitioms and duration of each award. The
Committee's decisions are conclusive, final andibimp upon all parties.

The Committee is given broad discretion under theity Compensation Plan to make adjustments to@svander the Plan upon any
extraordinary event affecting the Company or isificial condition or performance, including, foamyple, recapitalization or merger
transactions or a change in control or potentiahge in control of the Company. See "Securitidset®ffered,"
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"Types of Awards" and "Effects of Change in Corttmlow. In addition, the Committee has full poveed authority to determine whether
what extent and under what circumstances any awaddr the Equity Compensation Plan may be canaelsdspended.

SECURITIESTO BE OFFERED

The Company is presently authorized to issue areagte of 1,540,000 shares of Common Stock un@eEdjuity Compensation Plan. The
amendment to the Plan for which approval is souglincrease the number of authorized shares Iseuander the Plan by 1,000,000 shares.
Thus, an aggregate of 2,540,000 shares will beoaigtid for issuance pursuant to awards grantedrihdeEquity Compensation Plan. The
Common Stock subject to awards under the Planbeilinade available from the authorized and unissbhates of Common Stock. The last
sale price of the Common Stock of the Company guieBeber 23, 1997 as reported on The Nasdaq Stockettaas $20.00 per share.

To the extent any shares of Common Stock awardsdlgject to purchase under the Equity Compens&tian are not delivered or purchas
or are reacquired by the Company, such sharesoagharged against the aggregate number of sheadalae for awards under the Plan and
may again be awarded under the Plan. This wouldrpéar example, upon a forfeiture of restrictedcgt or termination, expiration or
cancellation of a stock option under the Equity @enmsation Plan, or any other termination of an dwathout payment being made in the
form of Common Stock.

Proportionate and equitable adjustments will beertadthe Committee upon the occurrence of certa@mts that result in changes in the
outstanding shares of Common Stock or that resudkchanges of shares of Common Stock for a differamber or class of Common Stock
or other securities of the Company or another aafpan. These events include without limitatioreanganization or recapitalization of the
Company or reclassification of its shares, stodik-gp, stock dividend or consolidation of sharé<Common Stock, merger, consolidation or
sale of assets of the Company, or any distributioshareholders other than a cash dividend. Ungdgr sircumstances, adjustments may be
made by the Committee in the limitation on the aggte number of shares of Common Stock that mayMaeded under the Equity
Compensation Plan, the number and class of sHaaesy be subject to an award, the purchase fanicghares of Common Stock under
outstanding stock options, and the terms, conditamrestrictions of any award or award agreemipaliiding the price payable for the
acquisition of Common Stock.

The Committee is also authorized to make adjustsianperformance-based criteria or in the termscamdlitions of other awards under the
Equity Compensation Plan in recognition of unusratonrecurring events affecting the Company ofiritgncial statements or changes in
applicable laws, regulations or accounting priresplThe Committee may also correct any defectsnissions or reconcile any
inconsistencies in the Equity Compensation Plaangragreement evidencing an award under the Pldreimanner and to the extent it shall
deem desirable to carry it into effect. Moreovhg Committee may, in its discretion, make suchstdjents in the terms of awards under the
Equity Compensation Plan as it deems appropridteeifCompany assumes any outstanding employeeibaweafds or the right or obligation
to make future awards in connection with the adgtjoisof any other entity.
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ELIGIBLE PARTICIPANTS

The Committee has the exclusive right to deterrttiose persons eligible to participate in the EqGigmpensation Plan and shall select the
persons eligible to receive awards. Subject tddhegoing, any employee of the Company, as welirgsother person, including directors,
may participate in the Equity Compensation Plahéf Committee determines such participation isintest interest of the Company, subject
to any limitations as may be provided by applicdale or the Committee. As of September 14, 199¢ Gbmpany had approximately 228
employees (including part-time employees) and selettors, four of whom were not employees of@menpany as of such date.

TYPES OF AWARDS

The Committee is provided broad discretion to deire the terms and conditions of the various tygfesvards under the Equity
Compensation Plan. Each award granted will be exiele by a written agreement setting forth the teansconditions of the award. Each
such agreement will also be subject to and incateathe applicable terms and conditions of the fgdLompensation Plan and any other
terms and conditions, not inconsistent with theaPtaquired by the Committee. The various formawérds that may be made to participants
under the Plan are described below.

INCENTIVE STOCK OPTIONS

The Company is authorized to grant incentive stations ("ISOs") that may be entitled to favoratale treatment under Section 422 of the
Code. See "Tax Effects of Equity Compensation Plariicipation” below. ISOs may be granted to elgimarticipants under the Equity
Compensation Plan at such time or times as detedriy the Committee until July 1, 2005, subjeateédain conditions described below.

The exercise price of an ISO under the Equity Cameption Plan may not be less than 100% of therfairket value of the Common Stock at
the date of grant (110% for 10% owners of the Camgpar he fair market value of the Common Stockéoy day in question will be
determined for purposes of the Equity Compensa®ian based upon the closing price of the CommookSis reported on the exchange on
which the Common Stock is traded if the Common Btedraded on an exchange or on The Nasdaq Stacke#lif the Common Stock is
traded on The Nasdaqg Stock Market, provided at [H2@ shares of Common Stock were sold on such Hakere was not a sale of at least
100 shares of Common Stock that day, then therfaiket value shall be determined based on thenggmice of the Stock on the last day on
which there was a sale of at least 100 shares wintmn Stock. The Committee is also authorized taldish an alternate method of
determining fair market value of the Common Stock.

An I1SO granted under the Equity Compensation Plastre exercised in whole or in part from timeitoet within 10 years from the date of
grant (5 years for 10% owners of the Company)ushshorter period specified by the Committee endbrresponding award agreement.
Upon a termination of employment of the optionethwlhe Company, as determined by the Committetsidiscretion, the 1ISO will lapse and
cease to be exercisable upon, or within such péoitalving, the termination of employment, as detared by the Committee and providec
the award agreement. In no event, however, capdhied of time during which an ISO remains exelgisdollowing a termination of
employment exceed three months, unless employmseetrninated because of death or disability of the
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optionee. Following death or disability, the perfdime during which an ISO right may be exercisadnot exceed one year after the date of
death or disability. In no event can the periodirok following a termination of employment durindpieh an ISO right may be exercised
extend beyond the original exercise period of 8@.l

The amount of ISOs which are first exercisable foy @ne participant in any calendar year which nemeive favorable tax treatment as ISOs
is generally limited to $100,000. To the extentalggregate fair market value of the shares of Com8tock with respect to which ISOs are
first exercisable in a calendar year by an eliggaeticipant exceeds $100,000, such options skatldated as nogualified stock options. Tt
aggregate fair market value of the Common Stockifese purposes is determined as of the date @ésl§ranted.

Subject to the limitation on the maximum numbesloéres of Common Stock that may be issuable pursuéme Equity Compensation Plan
as discussed under "Securities to be Offered" glibeemaximum number of shares of Common Stock Ineagubject to ISO awards under
the Equity Compensation Plan. An ISO granted utiteEquity Compensation Plan will also be subjedtich other terms and conditions
which the Committee deems necessary to imposedier ¢o qualify the ISO under Section 422 of the €a$ well as any other terms and
conditions not inconsistent with the ISO provisiaishe Equity Compensation Plan as determinechbyCommittee.

The Committee may combine awards of ISOs to pagitis under the Equity Compensation Plan with calaerds under the Equity
Compensation Plan and may provide that all or pftitte shares of Common Stock to be issued upoaxbeeise of an ISO will take the form
of restricted stock, as provided for under the BgGiompensation Plan and described below.

NONQUALIFIED STOCK OPTIONS

The Company may also grant nonqualified stock otiNQSOs") to eligible participants to purchalsares of Common Stock at such time
or times as determined by the Committee. Thesd stptions will not be eligible for the favorablextaeatment available to ISOs under
Section 422 of the Code.

The exercise price of an NQSO under the Equity Gamegation Plan will be as established by the Coramitt the agreement evidencing the
award. The policy of the Committee is to grant NQSi@aving an exercise price of not less than 100#eofair market value at the time of
grant. Under the terms of the Equity Compensatian Fhowever, the Committee is free to set theaserprice, which may be less than
100% of the fair market value at the time of grdmius, discounted stock options providing for aareise price of less than the fair market
value of the Stock at the date of the award magrheted as NQSOs under the Equity Compensation Plan

An NQSO under the Equity Compensation Plan wilekercisable in full or in part from time to time ggecified by the Committee or in the
corresponding award agreement. Upon terminaticengdloyment of the optionee, the NQSO will lapse egalse to be exercisable upon, or
within such period following, such termination ahgloyment as determined by the Committee and spddif the award agreement. The
period of time during which the NQSO may be exelgis following termination of employment cannot eed three months or such other
period as the Committee may specify in the corredjmg award agreement. If the termination of emplext is as a result of death, such
period
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may exceed one year after the date of death, aidpbby the Committee or in the corresponding avegreement.

An NQSO may also be subject to such other termsanditions, not inconsistent with the Equity Comgation Plan, as determined by the
Committee.

INCIDENTS OF STOCK OPTIONS

Each stock option (ISO or NQSO) granted under tipaitlf Compensation Plan will be subject to sucm&gand conditions, not inconsistent
with the Equity Compensation Plan, as may be deterdnby the Committee. Such provisions, for examplay require the continued
employment of a participant as consideration ferdhant or exercise of a stock option.

A stock option under the Equity Compensation Plédhnet be transferable by the participant othearthby will or the laws of descent and
distribution, and to the extent otherwise allowgdRule 16b-3 under the Exchange Act and other egplé laws (E.G., as may be permitted
pursuant to a qualified domestic relations orderefined by the Code and the Employee Retirenmsoinhie Security Act of 1974, as
amended, or the rules thereunder) and will be ésate during the lifetime of the participant olly the participant or his or her guardian or
legal representative.

The purchase price for shares of Common Stock epercise of a stock option under the Equity Comagms Plan will be payable in such
amounts, at such times, and upon such terms abaviletermined by the Committee. The Committee eségblish payment terms for the
exercise of stock options that permit the partiotga deliver shares of Common Stock with a fairkeavalue equal to the stock option
exercise price as payment upon exercise of a stptién.

No cash dividends will be paid on shares of Com®@tmtk subject to unexercised stock options undeEtuity Compensation Plan. T
Committee, however, may, in its discretion, providethe payment of "dividend equivalents" on seasECommon Stock subject to an
exercisable stock option under the Equity Compémsdtlan. The Committee may also, in its discretauthorize payment of "interest
equivalents" on dividend equivalents under the fgQbmpensation Plan.

To the extent a participant may be required tothayCompany amounts with respect to income and@mpnt tax withholding in
connection with the exercise of an NQSO and/or wapect to certain dispositions of Common Stocjuaed upon exercise of an ISO, the
Committee, in its sole discretion, may permit thetigipant to satisfy the obligation, in whole arpart, by making an irrevocable election

a portion of the total fair market value of the bggble shares of Common Stock be paid in casleindf the issuance of Common Stock and
that such cash payment be applied to the satisfaofithe withholding obligations. Certain restiacis, however, will be applicable with
respect to this feature of the Equity Compensdglam for participants subject to Section 16(b)hef Exchange Act and Rule 16b-3
thereunder.

RESTRICTED STOCK

Restricted stock awards may be made to participardsr the Equity Compensation Plan as an incefdivihe performance of future servi
that will contribute materially to the successfpkaation of the Company. The Company may awardictsd stock either alone, in addition
to, or in tandem with
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other awards granted under the Equity Compens&iimm and/or cash payments made outside of theyEGoinpensation Plan.

A restricted stock award under the Equity Compéeosalan will be an award of Common Stock issuetthwhe restriction that the holder
may not sell, transfer, pledge or assign such samckwith such other restrictions as the Commifte#s sole discretion, may impose. These
other restrictions may include a restriction onfiigat to vote such shares to the extent, if anghsshares possess voting rights and the right
to receive cash dividends. The restrictions magdageparately or in combination and at such timaras as the Committee may determine
appropriate.

In addition to determining the applicable restans on restricted stock, which restrictions mayude service or performance restrictions, the
Committee may also in its discretion determineghechase price, if any, to be paid for such retdstock, the length of the time during
which the restrictions will apply, and whether dighds and other distributions on the restrictedkstdll be paid currently to the participant

or paid to the Company for the account of the pinaint.

A participant receiving an award of restricted &taader the Equity Compensation Plan must accepaward within 60 days, or such shorter
period as the Committee may specify by executingward agreement and paying the purchase priaayiffor the restricted stock. Upon
termination of employment of a participant with B@empany prior to the lapse of restrictions, alirels of restricted stock then held by the
participant will be forfeited, unless otherwise yided in the award agreement or determined by trar@ittee.

Except as otherwise provided in the Equity Compmsdlan, no shares of restricted stock receiwed participant may be sold, exchanged,
transferred, pledged or otherwise disposed of dute restriction period. The Committee in its didion may waive applicable restrictions
upon the death, disability or retirement of a iptint or in cases of special circumstances. ldieisretion, the Committee may also waive
any remaining restrictions on restricted stock upardship or other special circumstances of a@paint whose employment with the
Company is involuntarily terminated.

Unless otherwise provided, a participant receiangaward of restricted stock will have all the tggbf a holder of the Common Stock with
respect to such restricted stock, including thitrig vote the shares to the extent, if any, siheles possess voting rights and the right to
receive any dividends thereon. The Committee mayire, however, that any dividends be deferredraatizally and reinvested in additional
restricted stock or may require that dividends atiner distributions on restricted stock be paith®Company for the account of the
participant. If all of the restrictions applicaltterestricted stock expire without a forfeituretioé restricted stock, unrestricted certificates for
such shares will be delivered to the participant.

To better ensure that award payments actuallyatgierformance of the Company and the serviceeptrticipant, the Committee in its
discretion may provide for a tandem performance=tdas other award designed to guarantee a mininalaeypayable in cash or Stock, to
the recipient of a restricted stock award, sulfiestuch performance, future service, deferral, @hdr terms and conditions as may be
specified by the Committee.
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OTHER STOCK-BASED AWARDS

The Equity Compensation Plan also authorizes taetgf other awards that are valued in whole goart by reference to, or otherwise based
on, Common Stock. These other stock-based awattiglimwithout limitation convertible preferred stoconvertible debentures,
exchangeable securities, phantom stock, and stwekes or options valued by reference to book valugerformance. Other stock-based
awards may be granted either alone or in additiaor in tandem with other awards granted undeEingity Compensation Plan and/or cash
awards made outside of the Equity Compensation. Plan

The Committee in its sole discretion is empowereddtermine the participants eligible to receiveotstock-based awards, the time or times
at which such awards may be made, the number oésloh Common Stock subject to such awards, arattadr terms and conditions of such
awards. The provisions of other stock-based awaedsl not be the same with respect to each recipient

Shares of Common Stock subject to other stock-baseads may not be sold, assigned, transferredgpteor otherwise encumbered prior to
the date on which the shares are issued or, if, ldite date on which any applicable restrictionfgrenance or deferral period lapses. Interest
or dividends or interest or dividend equivalents/rha payable with respect to other stdidsed awards as determined at the time of the ¢

in the discretion of the Committee. The Committesyralso determine, as provided in the award agregmiaether any other stock-based
award will be subject to vesting or forfeiture pigions and the effects of termination of employmgmin such awards.

EFFECTSOF CHANGE IN CONTROL

The Committee is granted broad discretion undeEtingty Compensation Plan to deal with awards utigeEquity Compensation Plan ug
an acceleration event, which will be deemed to patthe event of a change in control or a potétiange in control of the Company, as
defined in the Equity Compensation Plan. For thmgposes, a "change in control" will be deemedatechoccurred if (a) any person,
including a group, but not the Company or any slibsy or employee benefit plan thereof, makes ddenr exchange offer for shares of the
Common Stock pursuant to which any shares of thar@an Stock are purchased, or such person, togettieits affiliates and associates,
becomes the beneficial owner of at least 20% oftbeamon Stock, or (b) the shareholders of the Campaprove a definitive agreement or
plan to merge the Company with or into another cmafion, to sell or otherwise dispose of all orstabtially all of its assets, or to liquidate
the Company, or (c) during any period of 24 conieeumonths the incumbent directors at the begigihsuch period cease for any reason
other than death to constitute at least a majofithe Board, provided that a director will be deehto be an incumbent director if such
director, although not a director at the beginrmhguch 24-month period, was elected by, or orr¢éiemmendation of or with the approval
of, at least two-thirds of the directors then dfiedi as incumbent directors. A "potential changeantrol" is defined in the Equity
Compensation Plan to mean either the approval bBsebblders of the Company of an agreement by tmep@ay, the consummation of whi
would result in a change in control of the Compaas/described above, or the acquisition of direatdirect beneficial ownership by any
person (as described above) of securities of thap2ay representing 5% or more of the combined gqtimwer of the Company's outstanc
securities and the adoption by the Board of a teigmi to the effect that a potential change in oardf the Company has occurred for the
purposes of the Equity Compensation Plan. A "Bagproved change in control” will be deemed to haaaurred if the offer, acquisition, or
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transaction in question is approved by a majoritthe directors serving as members of the BoatHetime of the potential change in control
or change in control.

Upon the occurrence of an acceleration event, tirar@ittee in its discretion may declare any andredh outstanding stock options not
previously exercisable and vested as immediatedyaisable and fully vested, in whole or in partatidition, under such circumstances the
Committee may also in its discretion declare tlstrigtions applicable to awards of restricted stagkother stock-based awards, to have
lapsed. The Committee in its discretion may alseddithat the value of all outstanding stock opiaestricted stock and other stock-based
awards, in each case to the extent vested, bedtast®n the basis of the change in control pricefahe date such change in control or such
potential change in control is determined to haseuared or such other date as the Committee mayrdete prior to the change in control.
For these purposes, "change in control price" méanhighest price per share of Common Stock paahy transaction reported on The
Nasdaq Stock Market or any exchange on which thekss traded, or paid or offered in any bona fideéisaction related to a potential

actual change in control of the Company, at ang titaring the 60-day period immediately precedirggdbcurrence of the change in control,
or, where applicable, the occurrence of the paténtiange in control event, in each case as datedrby the Committee.

AMENDMENT AND TERMINATION

The Equity Compensation Plan will continue in effewctil terminated by the Company as provided & Hyuity Compensation Plan.
Notwithstanding the perpetual nature of the EqGitynpensation Plan, ISOs may only be granted umeeE¢uity Compensation Plan ur
July 1, 2005.

Upon the recommendation of the Committee, or otisrvthe Board may amend the Equity Compensatian. Hlo the extent required by
Rule 16b-3 under the Exchange Act, no amendmethiet&quity Compensation Plan may be made withoptayal by the Company's
shareholders that would make certain changes,dirgialtering the group of persons eligible to jggwate in the Equity Compensation Plan,
increasing the maximum number of shares of ComntookSr stock options available for awards underElquity Compensation Plan
(except as otherwise provided in the Equity Comptos Plan), extending the period during which 1$@sy be granted under the Equity
Compensation Plan beyond July 1, 2005, limitingestricting the powers of the Committee in admanisig the Equity Compensation Plan,
changing the definition of participants eligible 8Os or increasing the limit or value of share€ommon Stock for which eligible
participants may be granted 1SOs under the Equity@nsation Plan, materially increasing the bemafitruing to participants under the
Equity Compensation Plan, materially modifying thquirements of eligibility for participation inghEquity Compensation Plan or changing
the amendment provisions of the Equity Compensd&ian.

Notwithstanding the foregoing, no amendment toisca@htinuation of the Equity Compensation Planror provision thereof may adverse
affect any award previously granted to a participarder the Equity Compensation Plan, without thigten consent of such participant. The
Committee is empowered to determine whether an dment or discontinuation adversely affects anytadgsaward. Notwithstanding the
foregoing, the Committee retains the power torfid any award if the participant is terminateddause as determined by the Committee,
(i) provide for the forfeiture of shares of CommStock or other gain under an award as determigedbCommittee for competing against
the Company and (iii) convert any outstanding 18@rt NQSO. If an acceleration event (change inrobnt
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or potential change in control) has occurred, nermament or termination will impair the rights ofygmerson with respect to an outstanding
award as discussed under "Effects of Change inrGidmtbove.

RESALE RESTRICTIONS

Participants under the Equity Compensation Plan beagestricted under certain circumstances in #iglity to resell shares of Common
Stock purchased or awarded under the Equity ConapiensPlan. Resale restrictions may be imposedibyevof the provisions of the Equity
Compensation Plan and the applicable award agrdeandfor by application of the federal and statrigges laws.

A participant acquiring shares of Common Stock tgdipursuant to a stock award under the Equity Guorsgtion Plan or upon exercise of a
stock option granted under the Equity Compensa®ian will hold such shares subject to any applieaéstrictions imposed in the Equity
Compensation Plan and/or by the Committee. For el@nthe Committee is authorized to grant awardestricted stock under the Equity
Compensation Plan. Shares of Common Stock issuestigmt to a restricted stock award will be issuét the restriction that the holder may
not sell, transfer, pledge or assign such stockvatidsuch other restrictions as the Committeétsisole discretion, may impose. Such
restrictions may lapse separately or in combinadiot at such time or times as the Committee masndggpropriate. If and when the
applicable restriction period expires without aopfforfeiture of the restricted stock, unrestrictegttificates for the applicable shares of
Common Stock will be delivered to the participardrged the restricted stock award. Similar resadérictions may also be applicable to of
awards under the Equity Compensation Plan.

TAX EFFECTSOF EQUITY COMPENSATION PLAN

The following discussion of the federal income taxsequences of awards granted under the Equityp€uosation Plan is intended only as a
summary of the present federal income tax treatmesitock options (ISOs and NQSOs) and other stvekrds under the Equity
Compensation Plan. The federal income tax lawsapeng to the Equity Compensation Plan are higaghnical, and such laws are subject to
change at any time. Some variations on the federame tax effects of Equity Compensation Planigigdtion described below may occur
with respect to participation by persons subje@eation 16(b) of the Exchange Act.

INCENTIVE STOCK OPTIONS

Although the Company has obtained neither a lettérg from the Internal Revenue Service (the "IR&3r an opinion of counsel stating that
the ISO provisions of the Equity Compensation Rlamstitute an incentive stock option plan underGbee, it is expected that the options
granted under the 1SO provisions of the Equity Cengation Plan will qualify as ISOs for federal intotax purposes.

In general, no taxable income will be realized byoationee, and no federal income tax deductiohbeilallowed to the Company, upon the
grant or exercise of an ISO. The federal incomectmsequences of a disposition of Common Stockwedeursuant to the exercise of an
ISO will depend upon whether the optionee has tieddshares for the requisite holding period. Ifdp&onee disposes of such shares after the
later to occur of (a) two years from the date ef ghant of the 1SO or (b) one year after the dateetransfer of the shares to him (the
"Holding Period"), then any gain or loss to theiopée will be taxed as a capital gain or loss atiogrto the rules of sales and exchanges
generally.
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The amount subject to tax will be the differencesszn the amount realized and the optionee's es$$ in the shares of Common Stock,
which difference will be a capital gain or los$tié shares are held as a capital asset. In suci, ¢lve Company will not be entitled to a tax
deduction by reason of the disposition. For purpadehis discussion, "disposition" means a lifetitransfer of legal title, such as by sale,
exchange, or gift, but does not include a tranibfar is triggered by death, such as one by bequésheritance or one made by a decedent to
his estate.

The Holding Period will not apply to an ISO thatieercised after the optionee's death by his estaig a person who acquired the right to
exercise it by bequest or inheritance, or othenbiseeason of the optionee's death. The HoldingoBevill apply if the optionee dies after he
exercises his ISO. In that case, his estate, oottrer person holding the shares acquired purgaahe 1SO, must either hold the shares for
the applicable Holding Period or suffer the taxsamuences discussed below for a "disqualifyingadigion."

A "disqualifying disposition” takes place if thetimee makes a disposition of the shares of Com&took acquired through the exercise of
an ISO before satisfying the Holding Period. Idéstjualifying disposition" occurs, the optionee tinslude as ordinary income the gain
realized on that disposition to the extent of #e&sér of (a) the fair market value of the CommantiSon the date of exercise of the ISO mi
the option price or (b) the amount realized ondisposition minus the option price. The excesanif, of the realized gain over the ordinary
income component will be taxable as capital gaipotuthe occurrence of a "disqualifying dispositiche Company will be entitled to
deduct, as compensation paid, the amount so inglag®rdinary income by the optionee.

Under the Equity Compensation Plan, an optionee exeocises an option may be allowed to pay foshares with cash or with shares of
Common Stock, including shares acquired in a p8@ exercise. Generally, such payment would nat gise to recognition by the optionee
of a gain or loss. If, however, an optionee exexcmsn option and pays for the shares upon exewttiseshares that the optionee acquired in a
prior ISO exercise but has not held for the regisiolding Period, the optionee will be taxed oa diisposition of the shares acquired in the
prior ISO exercise as if a "disqualifying dispasit! of those shares had occurred.

In order for an ISO granted under the Equity Conspéion Plan to qualify for the favorable tax treatrhpertaining to 1SOs, the optionee
must be an employee of the Company for the eritite from the date the ISO is granted until threenths before its exercise. An optionee
who is disabled may be permitted twelve monthsenatiian three months after leaving employment &y@se his 1ISOs. These employment
requirements do not apply if the optionee dies teeéxercising an 1SO, but in such circumstancegithployment requirement must have
been met by the employee at his death. Note tleaethre the maximum post-employment ISO exercisedsepermitted by law. More
restrictive post-employment exercise periods mahato old ISOs granted under the Equity Compensafilan.

The federal alternative minimum tax consequenceklegéxercise of an ISO under the Equity Compemsdlan may differ from the general
federal income tax consequences of such exerdmeallernative minimum tax consequences of theodiipn of shares acquired upon the
exercise of an ISO may also differ from the regitaome tax consequences of such disposition. Tffexrehce between the option price and
the fair market value of the shares upon exerciide/a preference item subject to the federaratitive minimum tax. For purposes of the
individual alternative minimum tax, the income tatkes governing the transfer of property in conimectvith the performance of services
apply, not the

-25-



regular income tax rules applicable only to ISGm. €&ample, if an optionee acquires shares purdadhe exercise of an ISO under the
Equity Compensation Plan and disposes of the slatbe same taxable year, tax treatment underetipglar income tax and the alternative
minimum tax will be the same. If, however, the gisaaire disposed of in a disqualifying dispositiom ilater taxable year, the difference
between the option price and the fair market valuae shares will be included in alternative minimtaxable income in the year of exercise
and in regular taxable income, but not in altereataxable income, in the year of the dispositiimilarly, if an optionee acquires shares
pursuant to the exercise of an ISO under the Edotyypensation Plan and disposes of the sharedladtétolding Period is satisfied, the
difference between the option price and the fairkeiavalue of the stock at the time of exercisé bél included in alternative minimum

taxable income, but not in regular taxable incoméehe year of exercise, and for alternative minimtax purposes the cost basis of the share:
will be the sum of the option price and the amafrincome included in alternative minimum taxabiedme in the year of exercise.

NONQUALIFIED STOCK OPTIONS

Holders of NQSOs will not be entitled to the spktiaa treatment afforded by Sections 421 and 42h@iCode in connection with 1SOs.
Under the Code, an optionee granted an NQSO veilize no taxable income upon grant of the NQSOillibe deemed to have realized
ordinary taxable income equal to the excess ofalanarket value of the stock acquired at the tohthe exercise of the NQSO over the
option price paid, unless at the time of exerdimestock remains subject to a "substantial risfodéiture” as defined in

Section 83 of the Code. Whether an optionee whocesess an NQSO under the Equity Compensation Pithaeguire the stock subject to
such risk will depend upon the terms of the NQS@ravas determined by the Committee. For a comgisteission of the income tax
treatment when a participant acquires Common Stabiect to a "substantial risk of forfeiture," s&estricted Stock" below. The Company
is required for federal income tax purposes to att tax on the amount of income realized by thigomge in the transaction. The Company
will be entitled to a deduction for federal incotas purposes in the year the optionee must reperinicome in an amount equal to the
ordinary income realized by the optionee as a teddxercise of his NQSO.

An optionee's tax basis in shares acquired upomexbecise of an NQSO will be the fair market vadfisuch shares used to determine the
amount of ordinary taxable income reported by thooee with respect to the exercise of the NQS@hruany sale of such shares of
Common Stock, the optionee's gain or loss will¢fane equal the difference between the sale pridesach tax basis. Any such gain or loss
will be short-term, mid-term or long-term capitalig or loss, depending on whether the shares heme bheld for the requisite holding period.
In general, when an NQSO is exercised by the exgdhahpreviously acquired stock, the optionee raxza tax-free exchange and basis
carryover for old shares for an equivalent numiferesv shares. The basis for any additional shaittggual the sum of the amount included
in gross income by reason of the exercise of th&8Pplus any amount of cash paid by the optionea tipe exercise of the NQSO.

RESTRICTED STOCK

A recipient of restricted stock, or any other stagkard under the Equity Compensation Plan thaibgest to a "substantial risk of forfeiture,"
generally will be subject to federal income taxomtinary income rates on the excess of the faikataralue of the restricted stock or other
stock award, at such time that the stock is nodosgbject to forfeiture and restrictions on trangbr purposes of Section

-26-



83 of the Code ("restrictions"), over the purchpsee, if any, of such restricted stock or othecktaward. However, a recipient who so el
under Code Section 83(b) within 30 days of the d&teansfer of the shares will have ordinary tdgabcome on the date of transfer of the
shares equal to the excess of the fair market \alsach shares on the transfer date, determindgbutiregard to the restrictions, over the
purchase price, if any, of such restricted stocktber stock award. No additional ordinary taxabteame will then be recognized when the
restrictions expire, although any gain on the disjan of the stock will be subject to tax as dssed below. If the shares subject to such
election are forfeited, the recipient will only bgtitled to a deduction, refund, or loss for taxgmses equal to the purchase price, if any, c
forfeited shares, regardless of whether the regipieade an election Section 83(b) of the Code.

Upon the sale of any Common Stock following theigatn of the forfeiture period for restricted skoor other stock award or upon the sale
of Common Stock for which a timely election undecton 83(b) of the Code was made, the participdlhtealize capital gain or loss equal
to the difference between the amount realized erséthe and the participant's basis in such stdo&.hblding period to determine whether the
participant has long-term or short-term capitahgaill generally begin when the restrictions expmad the tax basis for such shares will
generally be based on the fair market value of shetnes on such date. However, if the participamly elects to be taxed as of the date of
transfer of the shares, the holding period will coemce on such date, and the tax basis will be équbé fair market value of the shares on
such date, determined without regard to the reisiris.

The Company will be entitled to a deduction fordial income tax purposes in the year the partitifgataxable in an amount equal to the
ordinary income realized by the participant assalteof the restricted stock or other stock awaitte Equity Compensation Plan requires any
participant exercising an award to give the Comamifptrompt written notice of any election made tkeyghrticipant under Section 83(b) of the
Code.

DIVIDENDSAND DIVIDEND EQUIVALENTS

Dividends paid on restricted stock or other stogkrmals transferred to a participant under the EqQaynpensation Plan will generally be
treated as compensation that is taxable as ordinaoyne to the participant and deductible by thenany, subject to applicable withholding
requirements, unless the participant makes a tilelgtion under Section 83(b) of the Code, in whiake the dividends will be treated as
dividends that are taxable as ordinary income egptdrticipant but not deductible by the Compangivfdend equivalents are credited with
respect to an award under the Equity Compensatam Buch equivalents will be taxed at ordinaryime rates when paid to the participant
and will generally be deductible by the Companthat time, subject to applicable withholding reguients.

PAYMENTSUPON CHANGE IN CONTROL

The Equity Compensation Plan authorizes the ac#erof payment of awards and related shares ofr@on Stock in the event of a change
in control or potential change in control of thengmany, as defined in the Equity Compensation FBaich acceleration of payment may ce
part or all of the consideration involved to beatesl as a "parachute payment" under the Code, wihdghsubject the recipient thereof to a
20% excise tax and which may not be deductiblehbyGompany for federal income tax purposes.
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BENEFITSUNDER THE PLAN

The table set forth below indicates benefits prestp awarded under the Equity Compensation Plarmsudh awards were nonqualified stock
options. The amounts under the column "Dollar Valueflect the amount by which the value of the Guon Stock as of September 23, 1!
exceeded the exercise price of the options, alllo€h were granted at the market value of the ComBtock on the date of grant. Options
subject to vesting and not all of the options aneently exercisable. The optionholders realize&ash until and unless the options are
exercised and the Common Stock issued upon suchigxés sold by the optionholder. Consequentlg vhlue of the options to the holders
thereof will fluctuate based on fluctuations in firece of the Common Stock, and the actual valug beahigher or lower than the Dollar
Values indicated, depending upon when the opti@tsime or become exercisable, are exercised anmhtteelying Common Stock sold.

The following table indicates the outstanding opsidor each of the persons or groups indicatedaaleder the Equity Compensation Plan,
including both vested and unvested options.

NAME AND POSITION DOLLAR VALUE (1)(2)  NUMBER OF UNITS (2)

F. Neal Hunter $1,281,290 145 ,786
President and Chief Executive Officer

Calvin H. Carter, Jr., Ph.D. $790,590 86, 786
Executive Vice President and
Director of Materials Technology

John W. Palmour, Ph.D., Director $733,140 81, 000
Director of Advanced Devices

All Executive Officers as a $3,927,910 459 234
Group (5 persons)

All Directors as a Group $2,347,760 176 ,000
Excluding Executive
Officers (4 persons)

All Employees and Consultants as a Group $5,728,993 516 ,094
Excluding Executive
Officers and Directors (208 persons)

(1) Dollar Value is calculated by subtracting tlxemise price of each outstanding option from $20tBe market value of the Common Stock
of the Company as reported on The Nasdaq Stockéflark September 23, 1997, and multiplying the tdsuthe number of shares of
Common Stock subject to the options. Options wies®gcise price exceeds the market value of the GamBtock are not included in such
calculations. Options are included whether or hetdptions are currently vested or exercisable.

(2) Includes only options outstanding that werentgd under the Equity Compensation Plan. Doesnmotude 333,916 shares previously
issued upon exercise of options.
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In addition to the outstanding options reflected\ad) there have been approved for grant on OctbhE997, to a total of 27 employees,
options to purchase an aggregate of 42,500 shafesmmon Stock. The exercise price of such optigitishe the fair market price on the
grant date. No other determination has been matterasépect to awards which may be made under th&yEgompensation Plan in the
future. Such future awards will be determined iocsidance with the terms of the Plan, which are rilesg above. Consequently, it is not
possible to determine the benefits or amountswiibbe received by or allocated to any executifficers or employees of the Company or
other persons pursuant to the Equity CompensatemiR the future.

RATIFICATION OF SELECTION OF INDEPENDENT AUDITORS

The Board of Directors has selected Coopers & Lythrd.L.P. as the independent auditors of the Campar the current fiscal year. The
selection of the independent auditors is being siibdhto the shareholders for ratification at thenflal Meeting. In the event that ratification
by the shareholders of the selection of Cooperg/Brénd, L.L.P. as the Company's independent awdisanot obtained, the Board of
Directors will reconsider such selection.

Coopers & Lybrand, L.L.P. has audited the Compditygcial statements since 1990. Its represemsaiive expected to be present at the
Annual Meeting, will have the opportunity to maksetatement if they so desire and will be availdbleespond to appropriate questions.

The ratification of the selection of Coopers & Lghd, L.L.P. will require the affirmative vote oftless than a majority of the shares of the
Company's Common Stock represented and votingeakimual Meeting.

THE BOARD OF DIRECTORSRECOMMENDS THAT THE SHAREHOLDERSVOTE FOR THE
RATIFICATION OF THE SELECTION OF COOPERS & LYBRAND, L.L.P.
ANNUAL REPORT

The Company's Annual Report to Shareholders foafigear ended June 30, 1997, including finan¢&ksents, accompanies this Proxy
Statement.

OTHER BUSINESS

The Company currently knows of no other matterisasubmitted at the Annual Meeting. If any othettara properly come before the
Annual Meeting, it is the intention of the persarasned in the enclosed form of Proxy to vote theeshthey represent as the Board of
Directors may recommend.

Dated: October 1, 1997
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APPENDIX A TO THE PROXY STATEMENT DATED OCTOBER 1, 1997
CREE RESEARCH, INC.

AMENDED AND RESTATED
EQUITY COMPENSATION PLAN

(formerly the Cree Research, Inc.
Employee Stock Option Plan)

(As proposed to be amended to increase the nunfilaerttworized shares to 2,540,000 shares of Comntmoks
ARTICLE | - GENERAL PROVISIONS

1.1 The Plan is designed, for the benefit of thenGany, to attract and retain for the Company perebof exceptional ability; to motivate
such personnel through added incentives to makaxanmum contribution to the Company; to develop arantain a highly competent
management team; and to be competitive with otberpanies with respect to executive compensation.

1.2 Awards under the Plan may be made to Partitsgarthe form of (i) Incentive Stock Options; (Npnqualified Stock Options; (iii)
Restricted Stock; and (iv) Other Stock-Based Awamid such other forms of equity-based compensasanay be provided and are
permissible under this Plan and the law.

1.3 The Cree Research, Inc. Employee Stock Optiam @he "Stock Option Plan") was initially adopteffiective August 2, 1989, and was
amended and restated in the form of the Equity Goreation Plan effective as of July 1, 1995. Thigmdment and restatement of the Stock
Option Plan shall be effective as of Septemberl 986 (the "Effective Date"). Notwithstanding anyet provision of this Plan, any Award
granted to a Participant prior to the date on whiighshareholders of the Company approve the Rihitli approval must be obtained within
the 12-month period before the Effective Date er1B-month period after the Effective Date in orfderdncentive Stock Options to be
granted under the Plan) shall be conditioned upeohsabject to such shareholder approval to thenexéguired by Section 16(b) of the Act,
or the rules thereunder, or Section 422 of the Clida Incentive Stock Option is granted priothe date on which such shareholder
approval is obtained, and such approval is notiodthafter the end of the 12-month period beginminghe effective date, such Incentive
Stock Option shall be deemed a Nonqualified Stopkdd granted pursuant to Article V.

ARTICLE Il - DEFINITIONS
Except where the context otherwise indicates, dHewing definitions apply:
2.1 "Acceleration Event" means the occurrence ahwant defined in Article IX of the Plan.

2.2 "Act" means the Securities Exchange Act of 1@34now in effect or as hereafter amended. Adticihs to sections of the Act or rules
thereunder are to such sections or rules as thgyfnma time to time be amended or renumbered.

2.3 "Agreement" means the written agreement evidgreach Award granted to a Participant
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2.6

2.7

2.8

2.9

2.10

211

2.12

2.13

2.14

under the Plan.

"Award" means an award granted to a Partic
provisions of the Plan, including, but not
Restricted Stock, Other Stock-Based Awards
foregoing.

"Board" means the Board of Directors of Cr
"Code" means the Internal Revenue Code of

hereafter amended. All citations to sectio
sections as they may from time to time be

"Committee" means the Compensation Committ

consisting of two or more members as may b
administer this Plan pursuant to Article |

Rule 16b-3 under the Act, the Committee sh
who are members of the Board and Non-emplo
members may also be appointed for such lim
provided by the Board.

"Company" means Cree Research, Inc., a Nor
its successors and assigns. The term "Comp
corporation which is a member of a control
defined in Section 414(b) of the Code, as
the Code) which includes the Company; any
not incorporated) which is under common co
414(c) of the Code, as modified by Section
Company; any organization (whether or not
member of an affiliated service group (as
the Code) which includes the Company; and
be aggregated with the Company pursuant to
414(0) of the Code. With respect to all pu
including, but not limited to, the establi
termination, operation and administration
Inc. shall be authorized to act on behalf
included within the definition of "Company

"Disability" means a disability as determi
established by the Committee or in any Awa

"Discount Stock Options" means Nonqualifie
for an exercise price of less than the Fai
at the date of the Award.

"Non-employee Director" shall have the mea
under the Act.

"Early Retirement" shall mean retirement f
the Company, with the express consent of t
early retirement provisions established by
Award.

"Eligible Participant" means any employee
determined by the Committee, as well as an
directors, whose participation the Committ
interest of the Company, subject to limita
the Code, the Act or the Committee.

"Fair Market Value" means, with respect to
following:

(i)  If the Stock is not listed for tr
securities exchange but is listed
Market System or the NASDAQ Small
Fair Market Value shall be the la
the date of reference if
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, or any combination of the

ee Research, Inc.

1986, as now in effect or as
ns of the Code are to such
amended or renumbered.

ee or such other committee
e appointed by the Board to
1l. To the extent required by
all consist of individuals
yee Directors. Committee
ited purposes as may be

th Carolina corporation, and
any" shall include any

led group of corporations (as
modified by Section 415(h) of
trade or business (whether or
ntrol (as defined in Section
415(h) of the Code) with the
incorporated) which is a
defined in Section 414(m) of
any other entity required to
regulations under Section
rposes of the Plan,

shment, amendment,

of the Plan, Cree Research,
of all other entities

ned under procedures
rd.

d Stock Options which provide
r Market Value of the Stock

ning set forth in Rule 16b-3

rom active employment with
he Committee, pursuant to
the Committee or in any

of the Company, as shall be
y other person, including

ee determines is in the best
tions as may be provided by

any given day, the

ading on a national

on the NASDAQ National
-Cap Market System, then the
st sale price of the Stock on



a minimum of 100 shares are traded on such datkless than 100 shares are traded on such diete the last sale price of the Stock as of
the last date on which at least 100 shares wededran either case as reported by the NASDAQ Matiarket System or the NASDAQ
Small-Cap Market System, as the case may be.

(ii) If the Stock is listed for trading on any naial securities exchange, then the Fair Market & ahall be the closing price of the Stock on
such exchange on the date of reference if a minimUb®0 shares are traded on such date or, ithess100 shares are traded on such date,
then the closing price of the Stock on such exchasyof the last date on which at least 100 sheees traded.

The Committee may establish an alternative mettiatbt@rmining Fair Market Value.

2.15

2.16

2.17

2.18

2.19

2.20

221

2.22

2.23

"Incentive Stock Option" means a Stock Opt
of the Plan, and as defined in Section 422

"Nonqualified Stock Option" means a Stock
V of the Plan.

"Normal Retirement" shall mean retirement
the Company on or after age 65, or pursuan
as may be established by the Committee or

"Option Grant Date" means, as to any Stock

(@) the date on which the Committee g
entering into an Award Agreement

(b)  the date the Participant receivin
employee of the Company, to the e
condition of the grant or a requi
Act; or

(c)  such other date (later than the d
above) as the Committee may desig

"Participant" means an Eligible Participan
granted and who has entered into an Agreem

"Plan" means the Cree Research, Inc. Equit
forth herein, and, as further amended or a
to time.

"Restricted Stock" means an Award of Stock
Plan, which Stock is issued with the restr
not sell, transfer, pledge, or assign such
restrictions as the Committee, in its sole
including without limitation, any restrict
Stock, and the right to receive any cash d
may lapse separately or in combination at
installments or otherwise, as the Committe

"Restriction Period" means the period comm
of Restricted Stock is granted and ending
shall determine.

"Retirement" shall mean Early Retirement o
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ion granted under Atrticle IV
of the Code.

Option granted under Article

from active employment with
t to such other requirements
in any Award.

Option, the latest of:

rants the Stock Option by
with the Participant;

g the Stock Option becomes an
xtent employment status is a
rement of the Code or the

ates described in (a) and (b)
nate.

t to whom an Award has been
ent evidencing the Award.

y Compensation Plan as set
mended and restated from time

under Article VII of the
iction that the holder may
Stock and with such other
discretion, may impose,
ion on the right to vote such
ividends, which restrictions
such time or times, in

e may deem appropriate.

encing on the date an Award
on such date as the Committee

r Normal Retirement.



2.24

2.25

2.26

"Stock" means shares of the Common Stock o
value $.01 per share,* as may be adjusted
Section 3.11.

"Stock Option" means an Award under Atrticl
option to purchase Stock. A Stock Option m
Stock Option or a Nonqualified Stock Optio

"Termination of Employment" means the disc
Participant with the Company for any reaso
whether a Participant has discontinued emp
Committee in its discretion. In determinin
Employment has occurred, the Committee may
consultant or service with a business ente
has a significant ownership interest shall
with the Company. The Committee shall have
either at the time the Award is granted or
terminates employment, to establish as a p
exercise of one or more Awards that during
exercisability following Termination of Em
exercised not only with respect to the num
which it is exercisable at the time of the
but also with respect to one or more subse
the Award would have become exercisable ha
Employment not occurred.

f Cree Research, Inc., par
pursuant to the provisions of

e IV or V of the Plan of an
ay be either an Incentive
n.

ontinuance of employment of a
n. The determination of
loyment shall be made by the
g whether a Termination of
provide that service as a
rprise in which the Company
be treated as employment
the discretion, exercisable
at the time the Participant
rovision applicable to the

the limited period of
ployment, the Award may be
ber of shares of Stock for
Termination of Employment
quent installments for which
d the Termination of

ARTICLE Il - ADMINISTRATION

3.1 This Plan shall be administered by the CommitteCommittee member who is not a Non-employeedar, with respect to action to be
taken by the Committee, shall not be able to pggte in the decision to the extent prescribed bieR6b3 under the Act. The Committee,
its discretion, may delegate to one or more ofniégsnbers such of its powers as it deems appropfiaeeCommittee also may limit the power
of any member to the extent necessary to comply Ritle 16b-3 under the Act or any other law. Meml#ithe Committee shall be
appointed originally, and as vacancies occur, ByBbard, to serve at the pleasure of the Board Bidsed may serve as the Committee, if by
the terms of the Plan all Board members are otlsereidigible to serve on the Committee.

3.2 The Committee shall meet at such times andeplas it determines. A majority of its membersistaistitute a quorum, and the decision
of a majority of those present at any meeting atkvh quorum is present shall constitute the degisi the Committee. A memorandum
signed by all of its members shall constitute theision of the Committee without necessity, in seeént, for holding an actual meeting.

3.3 The Committee shall have the exclusive righihterpret, construe and administer the Plan, kect¢he persons who are eligible to receive
an Award, and to act in all matters pertainingh® granting of an Award and the contents of thee@grent evidencing the Award, including
without limitation, the determination of the numloérStock Options, shares of Stock subject to ararlwand the form, terms, conditions and
duration of each Award, and any amendment thereadistent with the provisions of the Plan. All acisterminations and decisions of the
Committee made or taken pursuant to grants of aitghander the Plan or with respect to any questiansing in connection with the
administration and interpretation of the Plan, uidithg the severability of any and all of the promiss thereof, shall be conclusive, final and
binding upon all Participants, Eligible Participsiaind their beneficiaries.

* $.005 per share after giving effect to the stepkt effective August 14, 1995.
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3.4

3.5

3.6

3.7

3.8

3.9

3.10

The Committee may adopt such rules, regula
general application for the administration
appropriate.

Without limiting the foregoing Sections 3.
notwithstanding any other provisions of th
authorized to take such action as it deter
advisable, and fair and equitable to Parti
Award in the event of an Acceleration Even
Such action may include, but shall not be
amending or waiving the forms, terms, cond
Award and the Award Agreement, so as to pr
extended or additional times for exercise
methods for calculating payments, alternat
payment, an accelerated release of restric
The Committee may take such actions pursua
adopting rules and regulations of general
Participants or to certain categories of P
amending or waiving terms and conditions i
Agreement, or by taking action with respec

The number of shares of Stock which are av
Plan shall be 2,540,000 shares or any larg
that, subsequent to the date this Plan is
for issuance by the Company. Such shares o
available from authorized and unissued sha
shares of Stock awarded or subject to purc
delivered or purchased, or are reacquired
including, but not limited to, a forfeitur
termination, expiration or cancellation of
termination of an Award without payment be
Stock, whether or not Restricted Stock, su
be charged against the aggregate number of
for Awards under the Plan, and may again b
the Plan.

Each Award granted under the Plan shall be
Agreement. Each Award Agreement shall be s
reference or otherwise, the applicable ter
Plan, and any other terms and conditions,
Plan, as may be imposed by the Committee.

The Company shall not be required to issue
for shares of Stock prior to:

(@ the listing of such shares on any
Stock may then be listed; and

(b)  the completion of any registratio
shares of Stock under any federal
or regulation of any government b
in its discretion, determine to b

All certificates for shares of Stock deliv
also be subject to such stop-transfer orde
the Committee may deem advisable under the
other requirements of the Securities and E
exchange upon which the Stock is then list
or state laws, and the Committee may cause
placed on any such certificates to make ap
restrictions. In making such determination
an opinion of counsel for the Company.

Subject to the restrictions on Restricted
VII of the Plan and in the Restricted Stoc
Participant who receives an Award of Restr
the rights of a shareholder with respect t
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limited to, establishing,
itions and duration of an
ovide for earlier, later,

or payments, differing

e forms and amounts of
tions or other modifications.
nt to this Section 3.5 by
applicability to all
articipants, by including,

n an Award and the Award
t to individual Participants.

ailable for Award under the
er number of shares of Stock
adopted, may be authorized
f Stock shall be made

res. If, for any reason, any
hase under the Plan are not
by the Company, for reasons
e of Restricted Stock or

a Stock Option, or any other
ing made in the form of

ch shares of Stock shall not
shares of Stock available

e available for Award under

evidenced by a written Award
ubject to and incorporate, by
ms and conditions of the

not inconsistent with the

or deliver any certificates

stock exchange on which the

n or qualification of such

or state law, or any ruling
ody which the Company shall,
e necessary or advisable.

ered under the Plan shall
rs and other restrictions as
rules, regulations, and
xchange Commission, any stock
ed and any applicable federal
a legend or legends to be
propriate reference to such

, the Committee may rely upon

Stock, as provided in Article
k Award Agreement, each
icted Stock shall have all of
o such shares of Stock,



3.11

3.12

3.13

3.14

including the right to vote the shares to
shares possess voting rights and receive d
distributions. Except as provided otherwis
Agreement, no Participant awarded a Stock
as a shareholder with respect to any share
her Stock Option prior to the date of issu
certificate or certificates for such share

If any reorganization, recapitalization, r
split-up, stock dividend, or consolidation
or consolidation of the Company or sale or
Company of all or a portion of its assets,
Company's corporate structure, or any dist
other than a cash dividend results in the
or any securities exchanged therefor or re
exchanged for a different number or class
securities of the Company, or for shares o
of any other corporation; or new, differen
other securities of the Company or of any
received by the holders of outstanding sha
adjustments shall be made by the Committee

(@) the limitation on the aggregate n
may be awarded as set forth in Se

(b)  the number and class of Stock tha
and which have not been issued or
outstanding Award;

(c)  the purchase price to be paid per
outstanding Stock Options; and

(d)  the terms, conditions or restrict
Agreement, including the price pa
Stock; provided, however, that al
result of the foregoing in respec
Option shall be made so that such
to be an Incentive Stock Option,
the Code.

In addition to such other rights of indemn
directors or as members of the Committee,
shall be indemnified by the Company agains
including attorney's fees, actually and ne
connection with the defense of any action,
connection with any appeal therein, to whi
a party by reason of any action taken or f
connection with the Plan or any Award gran
all amounts paid by them in settlement the
settlement is approved by independent lega
Company, or paid by them in satisfaction o
any such action, suit or proceeding, excep
the Committee member has been negligent or
performance of his duties; provided, that
institution of any such action, suit or pr
shall in writing offer the Company the opp
to handle and defend the same.

The Committee may require each person purc

pursuant to a Stock Option or other Award
to and agree with the Company in writing t
shares of Stock without a view to distribu
certificates for such shares of Stock may
Committee deems appropriate to reflect any

The Committee shall be authorized to make
based criteria or in the terms and conditi
recognition of unusual or nonrecurring eve

the extent, if any, such
ividends and other

e in the Plan or in an Award
Option shall have any right
s of Stock covered by his or
ance to him or her of a

s of Stock.

eclassification, stock

of shares of Stock, merger
other disposition by the
any other change in the
ribution to shareholders
outstanding shares of Stock,
ceived in their place, being
of shares of Stock or other
f Stock or other securities

t or additional shares or
other corporation being

res of Stock, then equitable
in:

umber of shares of Stock that
ction 3.6 of the Plan;

t may be subject to an Award,
transferred under an

share of Stock under

ions of any Award and Award
yable for the acquisition of

| adjustments made as the

t of each Incentive Stock
Stock Option shall continue
as defined in Section 422 of

ification as they may have as
the members of the Committee
t reasonable expenses,
cessarily incurred in

suit or proceeding, or in

ch they or any of them may be
ailure to act under or in

ted thereunder, and against
reof, provided such

| counsel selected by the

f a judgment or settlement in

t as to matters as to which
engaged in misconduct in the
within 60 days after

oceeding, a Committee member

ortunity, at its own expense,

hasing shares of Stock
under the Plan to represent
hat he is acquiring the

tion thereof. The

include any legend which the
restrictions on transfer.

adjustments in performance
ons of other Awards in
nts



3.15

4.1

4.2

affecting the Company or its financial sta
applicable laws, regulations or accounting
may correct any defect, supply any omissio
inconsistency in the Plan or any Award Agr
the extent it shall deem desirable to carr
event the Company shall assume outstanding
the right or obligation to make future suc

the acquisition of another corporation or
Committee may, in its discretion, make suc
Awards under the Plan as it shall deem app

The Committee shall have full power and au
to what extent and under what circumstance
canceled or suspended. In particular, but
outstanding Awards to any Participant may
Participant, without the consent of the Co
the Company or after termination of such e
with, employed by, renders services to, or
than any insubstantial interest, as determ
business that is in competition with the C
in which the Company has a substantial int
Committee; or (b) is terminated for cause
Committee.

ARTICLE IV - INCENTIVE STOCK

Each provision of this Article IV and of e
granted hereunder shall be construed in ac
of Section 422 of the Code, and any provis
construed shall be disregarded.

Incentive Stock Options shall be granted o
who are in the active employment of the Co
granted one or more such Incentive Stock O
to his employment at such time or times de
following the Effective Date through the d
following the Effective Date, subject to t

(@)  The Incentive Stock Option price
set in the Award Agreement, but s
the Fair Market Value of the Stoc
If the Eligible Participant owns
outstanding Stock (as determined
the Code) on the Option Grant Dat
price per share shall not be less
Value of the Stock on the Option

(b)  The Incentive Stock Option may be
part from time to time within ten
Grant Date (five (5) years if the
more than 10% of the Stock on the
shorter period as may be specifie
Award; provided, that in any even
shall lapse and cease to be exerc
Employment or within such period
Employment as shall have been spe
Option Award Agreement, which per
three months unless:

(i)  employment shall have te
or Disability, in which
exceed one year after th
Disability; or
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n or reconcile any

eement in the manner and to
y it into effect. In the
employee benefit awards or
h awards in connection with
business entity, the

h adjustments in the terms of
ropriate.

thority to determine whether,
s, any Award shall be
without limitation, all

be canceled if (a) the
mmittee, while employed by
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owns any interest in, other
ined by the Committee, any
ompany or with any business
erest as determined by the
as determined by the

OPTIONS

ach Incentive Stock Option
cordance with the provisions
ion hereof that cannot be so

nly to Eligible Participants
mpany, each of whom may be
ptions for a reason related
termined by the Committee
ate which is ten (10) years

he following conditions:

per share of Stock shall be
hall not be less than 100% of
k on the Option Grant Date.
more than 10% of the
pursuant to Section 424(d) of
e, the Incentive Stock Option
than 110% of the Fair Market
Grant Date.

exercised in whole or in
(10) years from the Option
Eligible Participant owns
Option Grant Date), or such
d by the Committee in the

t, the Incentive Stock Option
isable upon a Termination of
following a Termination of
cified in the Incentive Stock
iod shall in no event exceed

rminated as a result of death
event such period shall not
e date of death or



(i) death shall have occurred following a Termiaatof Employment and while the Incentive Stock iGptor Stock Right was still
exercisable, in which event such period shall moeed one year after the date of death;

provided, further, that such period following a mération of Employment shall in no event extenddhginal exercise period of the
Incentive Stock Option or any related Stock Right.

(c) To the extent the aggregate Fair Market Valistermined as of the Option Grant Date, of theeshaf Stock with respect to which
Incentive Stock Options (determined without regarthis subsection) are first exercisable during eadendar year by any Eligible Particip
exceeds $100,000, such options shall be treatdibagualified Stock Options granted under Article V.

(d) The Committee may adopt any other terms anditions which it determines should be imposed ffier incentive Stock Option to qualify
under Section 422 of the Code, as well as any aénars and conditions not inconsistent with thisicde 1V as determined by the Committee.

4.3 The Committee may at any time offer to buyfout payment in cash, Stock or Restricted Stockaentive Stock Option previously
granted, based on such terms and conditions &3dimnittee shall establish and communicate to tiéciant at the time that such offer is
made.

4.4 If the Incentive Stock Option Award Agreememipsovides, the Committee may require that allant pf the shares of Stock to be issued
upon the exercise of an Incentive Stock Optionlshkeé the form of Restricted Stock, which shalMadued on the date of exercise, as
determined by the Committee, on the basis of thieNfarket Value of such Restricted Stock determinéithout regard to the deferral
limitations and/or forfeiture restrictions involved

ARTICLE V - NONQUALIFIED STOCK OPTIONS

5.1 One or more Stock Options may be granted agjhadified Stock Options to Eligible Participantspiorchase shares of Stock at such time
or times determined by the Committee, following Eftective Date, subject to the terms and condgiset forth in this Article V.

5.2 The Nonqualified Stock Option price per shdr8tock shall be established in the Award Agreenaeitt may be less than or greater than
100% of the Fair Market Value at the time of thargr

5.3 The Nonqualified Stock Option may be exercisefll or in part from time to time within such ped as may be specified by the
Committee or in the Award Agreement; provided, tivaainy event, the Nonqualified Stock Option dmel telated Stock Right shall lapse and
cease to be exercisable three months followindPtrticipant's Termination of Employment.

5.4 The Nonqualified Stock Option Award Agreememynnclude any other terms and conditions not isegiant with this Article V or in
Article VI, as determined by the Committee.
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ARTICLE VI -INCIDENTS OF STOCK OPTIONSAND STOCK RIGHTS

6.1 Each Stock Option shall be granted subjectith $erms and conditions, if any, not inconsisteitty this Plan, as shall be determined by
the Committee, including any provisions as to aargd employment as consideration for the grankeroise of such Stock Option and any
provisions which may be advisable to comply witlplagable laws, regulations or rulings of any goveamtal authority.

6.2 A Stock Option shall not be transferable byRlagticipant other than by will or by the laws efsdent and distribution, or, to the extent
otherwise allowed by Rule 16b-3 under the Act tveotapplicable law, pursuant to a qualified doneestiations order as defined by the Code
or the Employee Retirement Income Security Actherrules thereunder, and shall be exercisablagltinie lifetime of the Participant only
him or by his guardian or legal representative.

6.3 Shares of Stock purchased upon exercise afck &iption shall be paid for in such amounts, ahgimes and upon such terms as shall be
determined by the Committee, subject to limitatisasforth in the Stock Option Award Agreement. Wit limiting the foregoing, the
Committee may establish payment terms for the éseaf Stock Options which permit the Participantieliver shares of Stock, or other
evidence of ownership of Stock satisfactory toGlenpany, with a Fair Market Value equal to the 8tOption price as payment.

6.4 No cash dividends shall be paid on sharesaufkStubject to unexercised Stock Options. The Cdtaeimay provide, however, that a
Participant to whom a Stock Option has been grantedh is exercisable in whole or in part at a fattime for shares of Stock shall be
entitled to receive an amount per share equalluev@ the cash dividends, if any, paid per sharesssued and outstanding Stock, as of the
dividend record dates occurring during the perietieen the date of the grant and the time eachshate of Stock is delivered pursuant to
exercise of such Stock Option or the related SRight. Such amounts (herein called "dividend edeivs") may, in the discretion of the
Committee, be:

() paid in cash or Stock either from time to tipm®r to, or at the time of the delivery of, sudioék, or upon expiration of the Stock Optiol
it shall not have been fully exercised; or

(b) converted into contingently credited shareStoick, with respect to which dividend equivalentsyraccrue, in such manner, at such value,
and deliverable at such time or times, as may beradned by the Committee.

Such Stock, whether delivered or contingently defjishall be charged against the limitations@ghfin Section 3.6.

6.5 The Committee, in its sole discretion, may ari#le payment of interest equivalents on divideqdiealents which are payable in cash at a
future time.

6.6 In the event of Disability or death, the Contegt with the consent of the Participant or hislegpresentative, may authorize payment, in
cash or in Stock, or partly in cash and partly tocg, as the Committee may direct, of an amounaktuthe difference at the time between
the Fair Market Value of the Stock subject to ac&tOption and the option price in consideratiothaf surrender of the Stock Option.

A-9



6.7 If a Participant is required to pay to the Campan amount with respect to income and employt@eniithholding obligations in
connection with exercise of a Nonqualified Stocki@m and/or with respect to certain dispositioh§twck acquired upon the exercise of an
Incentive Stock Option, the Commiittee, in its détimm and subject to such rules as it may adopy, peamit the Participant to satisfy the
obligation, in whole or in part, by making an iro@able election that a portion of the total Faimrkéd Value of the shares of Stock subject to
the Nonqualified Stock Option and/or with respectértain dispositions of Stock acquired upon tker@se of an Incentive Stock Option, be
paid in the form of cash in lieu of the issuancé&tafck and that such cash payment be applied tsattigfaction of the withholding
obligations. The amount to be withheld shall nateeed the statutory minimum federal and state incanteemployment tax liability arising
from the Stock Option exercise transaction. Notstihding any other provision of the Plan, any @eatnder this Section 6.7 is required to
satisfy the applicable requirements under Rule 36lhthe Act.

6.8 The Committee may permit the voluntary surremdell or a portion of any Stock Option grantatier the Plan to be conditioned upon
the granting to the Participant of a new Stock @pfor the same or a different number of shareSto€k as the Stock Option surrendered, or
may require such surrender as a condition precedengrant of a new Stock Option to such Partigip&ubject to the provisions of the Plan,
such new Stock Option shall be exercisable atdleh price, during such period and on such othendeand conditions as are specified by the
Committee at the time the new Stock Option is grdnUpon surrender, the Stock Options surrenddralliIse canceled and the shares of
Stock previously subject to them shall be availdbtehe grant of other Stock Options.

ARTICLE VIl - RESTRICTED STOCK

7.1 Restricted Stock Awards may be made to ceRaiticipants as an incentive for the performandetofre services that will contribute
materially to the successful operation of the Comyp@wards of Restricted Stock may be made eitlmren in addition to or in tandem with
other Awards granted under the Plan and/or casinpats made outside of the Plan.

7.2 With respect to Awards of Restricted Stock,menmittee shall:

(a) determine the purchase price, if any, to bd fimi such Restricted Stock, which may be equaktess than par value and may be zero,
subject to such minimum consideration as may beired by applicable law;

(b) determine the length of the Restriction Period;
(c) determine any restrictions applicable to thetReted Stock such as service or performancey dtfae those set forth in this Article VII;

(d) determine if the restrictions shall lapse aaltshares of Restricted Stock at the end of testiittion Period or as to a portion of the sh
of Restricted Stock in installments during the Reson Period; and

(e) determine if dividends and other distributiomsthe Restricted Stock are to be paid currentt¢oParticipant or paid to the Company for
the account of the Participant.

7.3 Awards of Restricted Stock must be acceptehinve period of 60 days, or such shorter periothasCommittee may specify, by
executing a Restricted Stock Award Agreement aryihgavhatever price, if any, is required.
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The prospective recipient of a Restricted Stock Adshall not have any rights with respect to sualad, unless such recipient has executed
a Restricted Stock Award Agreement and has delivarkilly executed copy thereof to the Committew] bas otherwise complied with the
applicable terms and conditions of such Award.

7.4

7.5

7.6

7.7

7.8

7.9

7.10

7.11

Except when the Committee determines other
provided in the Restricted Stock Award Agr
terminates employment with the Company for
expiration of the Restriction Period, all
still subject to restriction shall be forf
shall be reacquired by the Company.

Except as otherwise provided in this Artic
Restricted Stock received by a Participant
transferred, pledged, hypothecated or othe
Restriction Period.

To the extent not otherwise provided in a
Agreement, in cases of death, Disability o
special circumstances, the committee, if i
be appropriate, may elect to waive any or
with respect to such Participant's Restric

In the event of hardship or other special
Participant whose employment with the Comp
terminated, the Committee may waive in who
remaining restrictions with respect to any
Restricted Stock, based on such factors an
may deem appropriate.

The certificates representing shares of Re

(@  be held in custody by the Company
expires or until restrictions the
Participant shall deliver to the
endorsed in blank relating to the

(b)  be issued to the Participant and
Participant, and shall bear an ap
and shall be subject to appropria

Except as provided in this Article VII, a
Restricted Stock Award shall have, with re
Restricted Stock covered by any Award, all
shareholder of the Company, including the
the extent, if any, such shares possess vo
receive any dividends; provided, however,
that any dividends on such shares of Restr
automatically deferred and reinvested in a
subject to the same restrictions as the un
require that dividends and other distribut
shall be paid to the Company for the accou
Committee shall determine whether interest
amounts, the rate of any such interest, an
to such amounts.

If and when the Restriction Period expires
of the Restricted Stock subject to such Re
unrestricted certificates for such shares
Participant.

In order to better ensure that Award payme
performance of the Company and the service
Committee may provide, in its sole discret
performance-based or other Award designed
payable in cash or Stock to the recipient
subject to such performance, future servic
and conditions as may be specified by the
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ARTICLE VIII - OTHER STOCK-BASED AWARDS

8.1 Other awards that are valued in whole or it pareference to, or are otherwise based on, St@ather Stock-Based Awards"), including
without limitation, convertible preferred stock,mertible debentures, exchangeable securities tptmastock and Stock awards or options
valued by reference to book value or performanae; be granted either alone or in addition to daimdem with Stock Options or Restricted
Stock granted under the Plan and/or cash awarde m#dide of the Plan.

Subject to the provisions of the Plan, the Committieall have authority to determine the Eligibletiegants to whom and the time or times
at which such Awards shall be made, the numbehafes of Stock subject to such Awards, and allratbeditions of the Awards. The
Committee also may provide for the grant of shafeStock upon the completion of a specified Perfamoe Period.

The provisions of Other Stock-Based Awards needrdhe same with respect to each recipient.
8.2 Other Stock-Based Awards made pursuant toAttiisle VIl shall be subject to the following tesrand conditions:

(a) Subject to the provisions of this Plan andAkeard Agreement, shares of Stock subject to Awandde under this Article VIII may not be
sold, assigned, transferred, pledged or otherwisarabered prior to the date on which the sharesaned, or, if later, the date on which any
applicable restriction, performance or deferraiqetapses.

(b) Subject to the provisions of this Plan andAleard Agreement and unless otherwise determinetthdyCommittee at the time of the
Award, the recipient of an Award under this Artis#l shall be entitled to receive, currently or ardeferred basis, interest or dividends or
interest or dividend equivalents with respect ®nlumber of shares covered by the Award, as deatedvat the time of the Award by the
Committee, in its sole discretion, and the Commaitteay provide that such amounts, if any, shalldented to have been reinvested in
additional Stock or otherwise reinvested.

(c) Any Award under this Article VIII and any Stockvered by any such Award shall vest or be fatetp the extent so provided in the
Award Agreement, as determined by the Committeésigole discretion.

(d) Upon the Participant's Retirement, Disabilitydeath, or in cases of special circumstancesCtmmittee may, in its sole discretion, wa
in whole or in part any or all of the remaining liations imposed hereunder, if any, with respecrtyp or all of an Award under this Article
VIII.

(e) Each Award under this Article VIII shall be domed by, and subject to the terms of, an Awaraeggnent.
(f) Stock, including securities convertible inta8k, issued on a bonus basis under this Articlé vy be issued for no cash consideration.
8.3 Other Stock-Based Awards may include a phamstock Award, which is subject to the following texiand conditions:
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(a) The Committee shall select the Eligible Pguticits who may receive phantom stock Awards. Thgili#i Participant shall be awarded a
phantom stock unit, which shall be the equivalerd share of Stock.

(b) Under an Award of phantom stock, payment ghalinade on the dates or dates as specified bydmn@tee or as stated in the Award
Agreement and phantom stock Awards may be setiledsh, Stock, or some combination thereof asméted by the Committee in its sole
discretion.

(c) The Committee shall determine such other teantsconditions of each Award as it deems nece$saty sole discretion.
ARTICLE IX - ACCELERATION EVENTS

9.1 For the purposes of the Plan, an Accelerati@nEshall occur in the event of a "Potential CreamgControl," or "Change in Control" or a
"Board-Approved Change in Control", as those teanesdefined below.

9.2 A "Change in Control" shall be deemed to hax®ured if:

(&) Any "Person" as defined in Section 3(a)(9)h&f Act, including a "group” (as that term is use@ections 13(d)(3) and 14(d)(2) of the
Act), but excluding the Company and any employeeefieplan sponsored or maintained by the Compartjiding any trustee of such plan
acting as trustee, who:

(i) makes a tender or exchange offer for any shafrise Company's Stock (as defined below) purst@nthich any shares of the Company's
Stock are purchased (an "Offer"); or

(i) together with its "affiliates" and "associat€as those terms are defined in Rule 12b-2 urfieAct) becomes the "Beneficial
Owner" (within the meaning of Rule 13d-3 under Aut) of at least 20% of the Company's Stock (anduisition™);

(b) The shareholders of the Company approve aitleéragreement or plan to merge or consolidatedbmpany with or into another
corporation, to sell or otherwise dispose of alsobstantially all of its assets, or to liquiddte Company (individually, a "Transaction"); or

(c) When, during any period of 24 consecutive memthring the existence of the Plan, the individuais, at the beginning of such period,
constitute the Board (the "Incumbent Directors'asmfor any reason other than death to constituéast a majority thereof; provided,
however, that a director who was not a directahatbeginning of such 24 month period shall be azkta have satisfied such 24 month
requirement, and be an Incumbent Director, if sickctor was elected by, or on the recommendatiar with the approval of, at least two-
thirds of the directors who then qualified as Intemt Directors either actually, because they weeetbrs at the beginning of such 24 month
period, or by prior operation of this Section 9)2(c

9.3 A "Board-Approved Change in Control" shall leeched to have occurred if the Offer, AcquisitioTaansaction, as the case may be, is
approved by a majority of the Directors
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serving as members of the Board at the time oPthtential Change in Control or Change in Control.
9.4 A "Potential Change in Control" means the happgeof any one of the following:

(a) The approval by shareholders of an agreemetitb ompany, the consummation of which would teauh Change in Control of the
Company, as defined in Section 9.2; or

(b) The acquisition of Beneficial Ownership, ditgair indirectly, by any entity, person or groupher than the Company or any Company
employee benefit plan, including any trustee ohspiein acting as such trustee, of securities oCihmpany representing five percent or more
of the combined voting power of the Company's amiding securities and the adoption by the Boaw r@olution to the effect that a
Potential Change in Control of the Company has weduor the purposes of this Plan.

9.5 Upon the occurrence of an Acceleration Evérgt,Gommittee in its discretion may declare anylidhan outstanding Stock option, not
previously exercisable and vested as immediatetyaisable and fully vested, in whole or in part.

9.6 Upon the occurrence of an Acceleration Evérgt,Gommittee in its discretion may declare theriaiins applicable to Awards of
Restricted Stock or Other Stock-Based Awards teHapsed, in which case the Company shall remdvesttictive legends and stagansfe
orders applicable to the certificates for such eb@af Stock, and deliver such certificates to thgi€ipants in whose names they are regist:

9.7 Upon the occurrence of an Acceleration Evérat value of all outstanding Stock Options, RestdcBtock and Other Stock-Based
Awards, in each case to the extent vested, shd#sa otherwise determined by the Committee inate discretion at or after grant but prior
to any Change in Control, be cashed out on theslzdgshe "Change in Control Price" (as defined éctibn 9.8) as of the date such Change in
Control or such Potential Change in Control is dateed to have occurred or such other date as timen@ittee may determine prior to the
Change in Control.

9.8 For purposes of Section 9.7, "Change in Coiftrige” means the highest price per share of Stagkin any transaction reported on any
exchange on which the Stock is then traded or elNRSDAQ National Market System or the NASDAQ Sr@adp Market System, as the
case may be, or paid or offered in any bona fidedaction related to a Potential or actual Chamg@ontrol of the Company, at any time
during the 60 day period immediately precedingabeurrence of the Change in Control, or, whereiagble, the occurrence of the Potential
Change in Control event, in each case as deternypéide Committee.

ARTICLE X - AMENDMENT AND TERMINATION

10.1 The Board, upon recommendation of the Comm ittee, or otherwise, at any
time and from time to time, may amend or t erminate the Plan. To the
extent required by Rule 16b-3 under the Ac t, no amendment, without
approval by the Company's shareholders, sh all:
(@)  alter the group of persons eligib le to participate in the
Plan;
(b)  except as provided in Section 3.6 , iIncrease the maximum number
of shares of Stock or Stock Optio ns which are available for

Awards under the Plan;
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ThisProxy is Solicited on Behalf of the Board of Directors of
CREE RESEARCH, INC.

The undersigned shareholder of Cree Researchhéneby acknowledges receipt of the Notice of AnmMieéting of Shareholders and
accompanying Proxy Statement and hereby constitutésppoints F. Neal Hunter and Alan J. Robertaod,each of them, attorneys and
proxies with full power of substitution, to act anate the shares of the undersigned at the Anneadtig of Shareholders of the said
corporation to be held Tuesday, November 11, 180870:00 a.m. and at any adjournment or adjournsriéetreof. The undersigned hereby
directs this proxy to be voted as follows:

THIS PROXY WILL BE VOTED AS DIRECTED ON THE REVERSSIDE. IN THE ABSENCE OF ANY DIRECTION TO THE
CONTRARY, THE PROXYHOLDERS WILL VOTE THIS PROXY FORHE ELECTION OF THE NOMINEES LISTED ON THE
REVERSE AS DIRECTORS, FOR APPROVAL OF THE OTHER MPERS LISTED ON THE REVERSE, AND IN THEIR
DISCRETION WITH RESPECT TO ANY OTHER MATTERS WHICPROPERLY COME BEFORE THE MEETING. IF, AT OR
BEFORE THE TIME OF THE MEETING, ANY OF THE NOMINEESISTED ON THE REVERSE HAS BECOME UNAVAILABLE FO
ANY REASON, THE PROXYHOLDERS HAVE THE DISCRETION T®OTE FOR A SUBSTITUTE NOMINEE.

(To be Signed on Reverse Sit



[X] Please mark your
votes as in this

example.
FOR WI THHOLD AUTHORITY
all nominees tovo te for all nominees
listed at right listed at right
1. Election of [1] [1] Nominees: F. Neal Hunter
Directors

Calvin H. Carter, Jr., Ph.D.
Walter L. Robb, P h.D.

Michael W. Haley

Dolph W. von Arx

James E. Dykes

John W. Palmour, Ph.D.

For, except vote withheld from the following noma(s):

FOR AGAINST ABSTAIN
2. Approving an amendment to the
Amended and Restated Equity
Compensation Plan of the Company. [T [1 [1
3. Ratifying the selection of Coopers &

Lybrand L.L.P. as auditors for the
fiscal year ending June 28, 1998. [1 [] [1]

4. In their discretion with respect to any othesibass to come before the meeting or any adjourhoreany adjournments thereof.

Please check box if you intend to attend the AnMeting in person. Please complete, sign andrrgitoxy whether or not you intend to
attend the meeting [ ]

Any proxy heretofore given by the undersigned iehg revoked.
PLEASE RETURN THISPROXY IN THE ENCLOSED ENVEL OPE.

NOTE: If you receive more than one proxy, pleage dad sign each one and return all proxies irséimee envelopt

Number of Shares Signature of Stockholder Date

IMPORTANT: Please sign your name exactly as it appen your certificate.
Please add your full title to your signature. Execs; administrators, trustees and other Fidugasieuld so indicate when signing and
furnish proof of such fiduciary capacity. All persosigning on behalf of corporations and/or padhigs should so indicate when signing.

End of Filing

Pewerad By lilﬁ(i;\[_{mm
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