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Item 1.01 Entry into a Material Definitive Agreement.
 
2005 Incentive Compensation Plan
 
On October 7, 2005, the Compensation Committee of the Board of Directors of Farmer Bros. Co., a Delaware corporation (the “Company”), approved the
Farmer Bros. Co. 2005 Incentive Compensation Plan (the “Plan”).  Executive bonuses for fiscal 2006 will be determined under the Plan. Under the Plan, at
the beginning of each fiscal year, the Compensation Committee, as administrator, determines who will participate in the Plan, establishes a target bonus for
each participant, and establishes both Company financial performance criteria and individual participant goals for the ensuing year.  At year-end, bonuses are
awarded based on the level of achievement of Company financial performance criteria and a participant’s original goals.  The Compensation Committee has
discretion to increase, decrease, or entirely eliminate the bonus amount derived from the Plan’s formula.  The maximum amount that can be awarded under
the Plan is within the discretion of the Compensation Committee. This summary description of the Plan does not purport to be complete and is qualified in its
entirety by reference to the Farmer Bros. Co. 2005 Incentive Compensation Plan, which is attached as Exhibit 99.1 to this Current Report on Form 8-K and is
incorporated herein by reference.
 
Fiscal 2006 Awards
 
For the fiscal year ending June 30, 2006, the Compensation Committee designated Guenter W. Berger, John E. Simmons and Michael J. King (collectively,
the “Named Executive Officers”) as participants in the Plan.  For fiscal 2006, the Company has set the target awards of Messrs. Berger, Simmons and King at
$200,000, $150,000 and $150,000, respectively.
 
For fiscal 2006, the Compensation Committee has established that the Company’s financial performance for purposes of the Plan will be based on the level of
achievement of operating cash flow and net sales as determined from the Company’s audited financial statements.  “Operating cash flow” is defined as



income from operations plus depreciation and ESOP compensation expense.  A percentage between 25% and 150% will be derived based on the combined
level of achievement of these two criteria.  The matrix showing the levels of achievement and percentages has not been included in this description or the Plan
since such information relates to specific quantitative or qualitative performance related factors.  The Compensation Committee has also assigned individual
goals for fiscal 2006 to each of the Named Executive Officers.  The individual goals have not been included in this description or in the Plan in order to
maintain the confidentiality of the Company’s confidential commercial or business information.  The preliminary bonus award for fiscal 2006 will be
determined based on the level of achievement of the assigned individual goals within a range of 60% to 120%, multiplied by the financial performance
percentage derived from the matrix, multiplied by the Named Executive Officer’s fiscal 2006 target award.
 
The form of notification letter under the Plan is attached as Exhibit 99.2 to this Current Report on Form 8-K and is incorporated herein by reference.
 
Director Compensation
 
For fiscal 2006, the Board of Directors of the Company has established that each non-employee director will receive an annual retainer of $25,000 and
meeting fees of $1,500 for each Board meeting and committee meeting (if not held in conjunction with a Board meeting) attended, except that the per meeting
fee for Audit Committee members will be $2,500.  The Audit Committee Chairman will receive an annual retainer of $5,000.  The Compensation Committee
Chairman will receive an annual retainer of $2,500.  The members of the Board are also entitled to reimbursement of travel expenses from outside the greater
Los Angeles area, in accordance with Company policy, incurred in connection with attendance at Board and committee meetings.
 
Item 9.01 Financial Statements and Exhibits.
 
Exhibits.
99.1                           Farmer Bros. Co. 2005 Incentive Compensation Plan
99.2                           Form of Notification Letter Under Farmer Bros. Co. 2005 Incentive Compensation Plan
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SIGNATURE

 
Pursuant to the requirements of the Securities Exchange Act of 1934, the registrant has duly caused this report to be signed on its behalf by the undersigned
hereunto duly authorized.
 
Dated:  October 11, 2005
 
 

FARMER BROS. CO.
  
  
 

By: /S/ JOHN E. SIMMONS
 

  
 

Name: John E. Simmons
 

Title: Treasurer, Chief Financial Officer
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EXHIBIT 99.1
 

FARMER BROS. CO.

2005 INCENTIVE COMPENSATION PLAN
 

1.             Purpose.  The purpose of this Plan is to further the Company’s profitability by providing an incentive and reward to key management employees of
the Company who through industry, ability, teamwork with other key management employees and exceptional service contribute materially to the success of
the Company, and by enhancing the Company’s ability to attract and retain in its employ key personnel upon whose efforts the success of the Company is
dependent.  The Company desires to adopt this Plan to:  provide awards based on the achievement of corporate goals and specifically measured individual
goals that are consistent with and support the Company’s overall business strategies and objectives; provide Participants with an incentive for excellence in
individual performance; and promote teamwork.  This Plan entirely supersedes the Company’s 1982 Incentive Compensation Plan (“1982 Plan”).
 
2.             Definitions.  As used in this Plan, the following terms shall have the following meanings:
 

(a)           “Plan” means this Farmer Bros. Co. 2005 Incentive Compensation Plan, as it may be amended from time to time.
 

(b)           “Company” means Farmer Bros. Co., a Delaware corporation, and includes the Company’s subsidiaries and divisions.
 

(c)           “Board of Directors” or “Board” means the Board of Directors of Farmer Bros. Co.
 

(d)           “Committee” means the Compensation Committee of the Board, or such other committee as may be appointed by the Board to administer
the Plan pursuant to section 9.
 

(e)           “Fiscal Year” means the year selected by the Company for income taxation and financial reporting purposes.
 

(f)            “Employee” or “Eligible Employee” means any officer or other key management employee of the Company (including subsidiaries) who is
in the employ of the Company.  No member of the Committee shall be an Eligible Employee while serving on the Committee or for a period of one year
thereafter.
 

(g)           “Participant” means an Eligible Employee to whom an award is made under this Plan.
 

(h)           “Award”  means a Current Award or Deferred Award made by the Committee pursuant to section 6 of the Plan.
 

(i)            “Current Award” means an Award payable during the Fiscal Year in which the award is made pursuant to section 7(a) of the Plan.
 

(i)            “Deferred Award” means an Award payable during one or more Fiscal Years after the Award is made pursuant to section 7(b) of the Plan.
 

(j)            “Base Salary” means a Participant’s annual pay rate at the end of the Fiscal Year, without taking into account the following: (i) any deferrals
of income; (ii) any incentive compensation; or (iii) any other benefits paid or provided under any of the Company’s other employee benefit plans.
 

(k)           “Performance Criteria” means the attainment of specified levels of (or percentage changes in) financial performance and other corporate
and/or individual objectives as determined by the Committee in its discretion.
 

 
(i) Performance Criteria may measure, without limitation, such financial performance indicators as the following:  adjusted net income, net
sales; total shareholder return; profitability; stock price; economic value added; profit margin (gross or net); asset turnover; sales growth
(whether measured in pounds of coffee, number of accounts or otherwise); asset growth; return on investment; earnings per share; return on
equity; return on assets; return on capital; operating cash flow; cost of capital; net income; market share; working capital; cost reduction;
and such other financial metrics measured solely in terms of the attainment of quantitative targets related to the Company’s business.
 
(ii) Performance Criteria may also assess, without limitation, attainment of corporate and/or individual objectives such as customer
satisfaction, maintenance of good employee relations, safety enhancement, improved product quality, systems improvement and
implementation, acquisitions, expansion of product lines, creation of operating efficiencies, market share increase, geographic expansion,
enhancement of management depth, succession planning, financial risk management, and such other objectives important to the
achievement of the Company’s overall business strategies and objectives.
 
(iii) Performance Criteria may but need not be susceptible to objective measurement.
 

Performance Criteria may be applied by the Committee as a measure of the performance of any, all, or any combination of the following: the Company; a
subsidiary, division, department, region, function or business unit of the Company or any subsidiary; a particular product category or categories of the
Company or any subsidiary; or an individual Participant.
 

(l)            “Target Award”  is defined in Section 5.
 
3.             Amount Subject to Awards.  The amount available for Awards under this Plan each Fiscal Year shall be within the discretion of the Committee.
 
4.             Participants.  Based on its evaluation of an Employee’s performance, contribution to the Company, compensation, and other criteria it deems
relevant, the Committee shall determine within ninety (90) days after the beginning of each Fiscal Year, in its sole discretion, the Employees, if any, who shall
be Participants in the Plan for that year.
 
5.             Performance Criteria and Target Award.  With respect to each Participant, within ninety (90) days after the beginning of each Fiscal Year, the
Committee shall establish in writing the specific Performance Criteria for such Fiscal Year to be achieved by the Company and/or such Participant in order for
such Participant to earn an Award under this Plan.  The Committee shall also establish a target Award amount (“Target Award”) for each Participant based



upon the Participant’s past annual compensation, current salary, job responsibilities and past and expected future job performance.  The Committee may
consult with senior management executives of the Company and the Plan Participants in establishing such Performance Criteria and Target Awards to the
extent deemed appropriate by the Committee.  Performance Criteria may vary from Participant to Participant and between groups of Participants.  The
Committee shall for each Fiscal Year establish a formula or matrix for each Participant pursuant to which his or her Award shall be determined based upon the
degree of achievement of such Performance Criteria.  This formula or matrix may take into account Performance Criteria achieved in prior Fiscal Years.  In
addition, the relative weight among specific Performance Criteria shall be determined by the Committee in its discretion.  The Committee shall inform each
Participant of the Performance Criteria, Target Award and formula or matrix for determining achievement of the Performance Criteria and calculation of the
Award which are applicable to the Participant’s Award. The Committee shall have the discretion at any time to add additional Performance Criteria and to
modify any objectives or performance levels designated in relation to previously established Performance Criteria.  The Performance Criteria for each
Participant, once established, shall continue for subsequent Fiscal Years unless modified by the Committee.  Depending on the level of achievement of
applicable Performance Criteria, a Participant’s actual Award can exceed his or her Target Award.

 

 
6.             Determination of Awards.
 

After the end of each Fiscal Year and promptly upon availability of the Company’s audited financial statements, the Committee shall review and
evaluate the Performance Criteria applicable to the Fiscal Year for each Participant in light of the Company’s and/or such Participant’s performance measured
in accordance with such criteria, and shall determine whether and to what extent the Performance Criteria have been satisfied and the amount of the Award, if
any, to be made to the Plan Participant.  The executive officers of the Company shall provide all information necessary to enable the Committee to make the
determination promptly following year-end and in all events by August 31.  The Committee may in its discretion consult with such Participant’s immediate
supervisor (i.e., responsible Vice President and/or the President and CEO) with respect to whether any Performance Criteria measured by such Participant’s
individual performance have been achieved.  Achievement of financial Performance Criteria shall be determined by adding back any past or current Award
made under the Plan or any award under the 1982 Plan which otherwise would affect the result unless the Committee determines otherwise.  If a Performance
Criterion is not susceptible to objective measurement, the Committee shall determine the level of attainment in good faith on a subjective basis.  The
Committee shall determine in its sole discretion whether any such Award is to be in whole or in part a Current Award or Deferred Award, and, subject to the
provisions of the Plan, the time and manner of payment of the Award.  Payment of Awards, less withholding taxes, shall be made to Participants as provided
in section 7, but only upon the Committee’s certification that the applicable Performance Criteria have been satisfied and upon determination of the amount of
each Award.  No Award shall be deemed to be earned under the Plan prior to the Committee’s certification and Award determination.
 

Notwithstanding anything contained in this Plan to the contrary and regardless of whether any or all of the Performance Criteria have been achieved,
whether in whole or in part, the Committee may in its discretion eliminate entirely, reduce, or increase any Award to a Participant in order to reflect additional
considerations relating to the Company and/or such Participant’s individual performance.  In determining whether an Award will be, eliminated, reduced or
increased, the Committee shall consider any changes in circumstances which may have occurred during the Fiscal Year, including, without limitation, changes
in accounting practices or applicable law, extraordinary items of gain or loss, discontinued operations, restructuring costs, sales or dispositions of assets and
acquisitions, and such Participant’s individual performance.  Any action by the Committee under this paragraph shall be conclusive and binding on the
Company and the Participant.
 
7.             Payment of Awards
 

(a)           Current Awards.  Current Awards of $10,000 or less shall be paid within (60) days after the Award is made.  Current Awards in excess of
$10,000 shall be paid either in lump sum or in such installments, without interest, during the Fiscal Year in which the Award is made as the Committee shall
determine in its discretion.  Current Awards become vested at the time the Award is made and are not subject to forfeiture.
 

(b)           Deferred Awards.  Deferred Awards shall be paid either in lump sum or in installments at such time or times as the Committee shall
determine in its sole discretion.
 

(i)            Altering Time and Method of Payment.  Notwithstanding anything to the contrary in the Plan, upon written notice to the Participant
from time to time, the Committee in its sole discretion may alter the time and manner in which a Deferred Award shall be paid.  Without limiting the
Committee’s authority under the preceding sentence, the Committee may cause a Deferred Award previously payable in installments to become payable in
lump sum or in installments over a shorter or longer time and may cause a Deferred Award previously payable in a lump sum to be payable in lump sum at an
earlier or later date or in installments.  However, if the Participant has died or become disabled, the Committee shall not alter the manner or time of payment
so as to defer further or reduce the amount of any payment to which the Participant or his heirs or devisees would have been entitled otherwise without the
written consent of the Participant or his heirs or devisees, as the case may be.
 

(ii)           Adjustment of Amount of Deferred Award.  As of the end of each Fiscal Year, the unpaid portion of a Deferred Award shall be
increased by a percentage equal to the Company’s average rate of return during said Fiscal Year on invested funds, or if none, the prime lending rate
announced by The Wall Street Journal, or successor publication, as of the last day of said Fiscal Year.  If the Deferred Award is payable in installments, the
amount of the increase shall be allocated proportionately among the installments remaining to be paid.
 

 
(iii)          Forfeiture of Deferred Awards.  The right of a Participant to receive future payments of Deferred Awards shall be forfeited upon

the termination of the Participant’s employment by the Company for malfeasance or in the event the Participant shall enter into a business or employment
which the Committee determines to be detrimentally competitive with the business of the Company.
 
8.             Designation of Beneficiaries.
 

Each Participant shall file with the Committee a written designation of the person or persons who shall be entitled to receive any amounts payable
under this Plan after the Participant’s death.  The Participant may designate natural persons, charitable institutions, trusts, or the Participant’s estate as
beneficiaries.  A Participant may name one or more contingent beneficiaries.  Unless otherwise designated by a Participant, payments shall be divided equally
among co-beneficiaries.  A Participant may from time to time revoke or change a beneficiary designation without the consent of any prior beneficiary by
filing a new designation with the Committee.  The last such designation received by the Committee shall be controlling; provided, however, that no



designation, or change or revocation thereof, shall be effective unless received by the Committee prior to the Participant’s death, and in no event shall it be
effective as of a date prior to such receipt.
 

If no such beneficiary designation is in effect at the time of a Participant’s death, or if no designated beneficiary survives the Participant, or if such
designation conflicts with law, the payment of the amount, if any, payable under the Plan after his death shall be made to the Participant’s estate.  If the
Committee is in doubt as to the right of any person to receive such amount, the Committee may retain such amount, without liability for any interest thereon,
until the rights thereon are determined, or the Committee may pay such amount into any court of appropriate jurisdiction and such payment shall be a
complete discharge of the liability of the Plan, the Company and the Committee therefor.
 
9.             Administration.
 

The Plan shall be administered by the Compensation Committee of the Board of Directors or such other committee as may be appointed by the
Board of Directors.  The Committee shall have full power and authority to construe, interpret and administer the Plan. All decisions, actions or interpretations
of the Committee shall be final, conclusive and binding upon all parties unless overruled by the Board of Directors.
 

The Committee shall consist of two or more members, each of whom shall be appointed by, shall remain in office at the will of, and may be
removed, with or with cause by the Board of Directors.  Any member of the Committee may resign at any time.  No member of the Committee shall be
entitled to act on or decide any matter relating solely to himself or any of his rights or benefits under the Plan.  No member of the Committee shall be entitled
to receive an Award under this Plan while serving on the Committee or within one year thereafter.  The members of the Committee shall not receive any
special compensation for serving in their capacities as members of the Committee.  No bond or other security need be required of the Committee or any
member thereof in any jurisdiction.
 

The procedures for the proceedings of the Committee shall be established by resolution of the Board of Directors, absent which resolution the
procedures applicable under the Company’s Bylaws to proceedings of the Board of Directors shall apply to the proceedings of the Committee.
 

No member of the Committee shall be personally liable by reason of any contract or other instrument executed by him or his behalf in his capacity as
a member of the Committee nor for any mistake of judgment made in good faith, and the Company shall indemnify and hold harmless each member of the
Committee and each other officer, employee or director of the Company to whom any duty or power relating to the administration or interpretation of the Plan
has been delegated, to the fullest extent permissible under the California General Corporation Law.
 
10.           Amendment or Termination.  The Board of Directors reserves the right at any time to amend, suspend, or terminate the Plan in whole or in part and
for any reason without the consent of any Participant or beneficiary;

 

 
provided that no such action shall adversely affect the rights of Participants or beneficiaries with respect to Awards made prior to such action.  Subject to the
foregoing provision, any amendment, modification, suspension, or termination of any provisions of the Plan may be retroactively.
 
11.           General Provisions.
 

Nothing contained in the Plan shall give any Employee the right to be retained in the employ of the Company or affect the right of the Company to
dismiss any Employee.  The adoption of the Plan or designation of an Eligible Employee as a Plan Participant shall not create a right in any Employee to
receive an Award under the Plan.  No Award under the Plan shall be considered as compensation under any employee benefit plan of the Company except as
otherwise determined by the Committee.
 

If the Committee shall find that any person to whom any amount is payable under the Plan is unable to care for his affairs because of illness or
accident, or is a minor, or is under any other disability, then any payment due him (unless a prior claim therefore has been made by a duly appointed legal
representative), may, if the Committee so directs the Company, be paid to his spouse, a child, a relative, an institution maintaining or having custody of such
person, or any other person deemed by the Committee to be a proper recipient on behalf of such person otherwise entitled to payment.  Any such payment
shall be a complete discharge of the liability of the Plan, the Company, and the Committee therefor.
 

Except insofar as may otherwise be required by law, no amount payable at any time under the Plan shall be subject in any manner to alienation by
anticipation, sale, transfer, assignment, bankruptcy, pledge, attachment, charge, or encumbrance of any kind nor in any manner be subject to the debts or
liabilities of any person and any attempt to so alienate or subject any such amount, whether presently or thereafter payable, shall be void.  If any person shall
attempt to, or shall, alienate, sell, transfer, assign, pledge, attach, charge, or otherwise encumber any amount payable under the Plan, or any part thereof, or if
by reason of his bankruptcy or other event happening at any such time such amount would be made subject to his debts or liabilities or would otherwise not
be enjoyed by him, then the Committee, if it so elects, may direct that such amount be withheld and that the same or any part thereof be paid or applied to or
for the benefit of such person, his spouse, children or other dependents, or any of them, in such manner and proportion as the Committee may deem proper.
 

The Participant shall have no right, title or interest whatsoever in or to any investments which the Company may make to aid it in meeting its
obligations hereunder.  Nothing contained in the Plan, and no action taken pursuant to its provisions, shall create or be construed to create a trust of any kind,
or a fiduciary relationship, joint venture or partnership between the Company and the Employee or any other person.  To the extent that any person acquires a
right to receive payments from the Company under this Plan, such right shall be no greater than the right of an unsecured general creditor of the Company. 
All payments to be made hereunder shall be paid in cash from the general funds of the Company and no special or separate fund shall be established and no
segregation of assets shall be made to assure payments of such amounts.
 

All Deferred Awards under the Plan constitute unfunded deferred compensation arrangements for a select group of key management personnel and
all rights thereunder shall be governed by and construed in accordance with the laws of California.
 

The Committee shall make such adjustments as it deems equitable in the even the Company changes its fiscal year.
 
12.           Effective Date of the Plan.  This Plan shall be effective for Awards made for the Fiscal Year ending June 30, 2006.  Awards made for any prior Fiscal
Year shall be governed by the 1982 Plan.
 
Adopted:               October 7, 2005



 



EXHIBIT 99.2
 

FORM OF NOTIFICATION LETTER
UNDER FARMER BROS. CO. 2005 INCENTIVE COMPENSATION PLAN

 
Dear               :
 

The Compensation Committee (“Committee”) has chosen you to be a participant in fiscal 2006 in the Farmer Bros. Co. 2005 Incentive
Compensation Plan.

 
In general, your bonus for fiscal 2006 will be determined primarily by measuring the Company’s financial performance and your achievement of

individual goals which the Committee has assigned to you.
 
The Company’s financial performance will be gauged by the level of achievement of operating cash flow and net sales as determined from the

Company’s audited financial statements.  “Operating cash flow” is defined as income from operations plus depreciation and ESOP compensation expense.  A
matrix is attached which shows various percentages between 25% and 150% depending on the combined level of achievement of these two criteria.

 
The Committee has also assigned certain individual goals to you for fiscal 2006.  After the end of each Fiscal Year and promptly upon availability of

the Company’s audited financial statements, the Committee will determine your level of achievement of the assigned goals within a range of 60% to 120%. 
This percentage will be multiplied by the financial performance percentage derived from the matrix.  The resulting product will then be multiplied by your
fiscal 2006 target award to determine your preliminary bonus award for the year.

 
The Committee has designed the 2006 performance matrix and assigned individual goals to encourage teamwork among key management personnel

as well as individual achievement.
 
Your target award for fiscal 2006 is $              which the Committee determined by taking into consideration past total annual compensation, current

base salary, job responsibilities and past and expected job performance.
 
Your assigned individual goals for fiscal 2006 and the weight to be given to each expressed as a percentage are:

 
Goal

 
% Weight

   
   
   

 
Example:
 

Your target award for 2006 is $           .  Assume that the Company’s operating cash flow for fiscal 2006 is $             , and net sales are $                 . 
The percentage applicable under the financial performance matrix, therefore, is           %.  Assume also that it is determined that your level of achievement of
individual goals was 120% for the year.  Your preliminary award is $               (    % x 120% x $                ).

 
The preliminary award is subject to adjustment, upward or downward, by the Compensation Committee in its discretion.  The Committee also has

the discretion to alter the financial performance criteria and individual goals during the year and to decline to award any bonus should the Committee
determine such actions to be warranted by a change in circumstances.  Accordingly, no bonus is earned unless and until a bonus award is actually made by the
Committee after year-end.

 
The Committee can determine to pay awards on a current or deferred basis, or partly on each.
 
All awards are governed by the Plan provisions which control any inconsistency with this letter.  A copy of the Plan is enclosed.
 
Please let me know if you have any questions.  We wish you great success for 2006!

 
Very truly yours,
Thomas A. Maloof
Compensation Committee Chairman

 


