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HASBRO, INC.
NOTICE OF 2006 ANNUAL MEETING OF SHAREHOLDERS

Time:

11:00 a.m. local time

Date:
Thursday, May 25, 2006

Place:

Hasbro, Inc. Corporate Offices
1027 Newport Avenue
Pawtucket, Rhode Island 02862

Purpose:

* Elect twelve directors

* Ratify the selection of KPMG LLP as the Companyiddpendent registered public accounting firm fer th
2006 fiscal yeat

» Consider and vote upon a shareholder proposalest“Hasbro, Inc-Global Human Rights Standar”
* Transact such other business as may properly cefioechthe meeting and any adjournment or postponeme
of the meeting

Other I mportant I nformation:

» Hasbro’s Board of Directors recommends that yoe yotur shareSFOR” each of the nominees for director
and“FOR” the ratification of KPMG LLP as the Compasyhdependent registered public accounting firr
fiscal 2006.

» Hasbro’s Board of Directors recommends that yoe yoiur shareSAGAINST " the “Hasbro, Inc.-Global
Human Rights Standar” proposal

* Shareholders of record of Hasbro common stockeatlibse of business on April 3, 2006 may vote at th
meeting.

* You are cordially invited to attend the meetingtte your shares in person. If you are not abléotso, you
may vote by Internet, by telephone or by mail. 8eeenclosed proxy card and proxy statement faziBpe
instructions Please vote your shares.

By Order of the Board of Directors

Barry Nagler
Secretary

Dated: April 18, 200t
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HASBRO, INC.
1027 Newport Avenue
Pawtucket, Rhode Island 02862

PROXY STATEMENT
2006 ANNUAL MEETING OF SHAREHOLDERS
To be held on May 25, 2006

QUESTIONS AND ANSWERS ABOUT THE PROXY MATERIALS AND THE ANNUAL MEETING

Q:
A:

Q

Q

Why am | receiving these materials

The Board of Directors (the “Board”) of Hasbro, lifihe “Company” or “Hasbro”) is sending these prox
materials to you on or about April 18, 2006 in ceaiion with Hasbro’s 2006 Annual Meeting of Shatdbos
(the “Meeting”), and the Board'’s solicitation ofgxies in connection with the Meeting. The Meetinijj take
place at 11:00 a.m. local time on Thursday, May2ZB6 at Hasbro’s corporate offices, 1027 Newpweiiue,
Pawtucket, Rhode Island 02862. The informationudel in this proxy statement relates to the prdpdeae
voted on at the Meeting, the voting process, thepnsation of Hasbro’s directors and most highig pa
executive officers, and certain other requiredrimfation. Hasbro’s 2005 Annual Report to Sharehali®also
enclosed with this mailing

What proposals will be voted on at the Meeting'

There are three proposals scheduled to be voted thie Meeting

« Election of twelve director:

« Ratification of KPMG LLP as the Compe's independent registered public accounting firnfikmal 2006,
« A shareholder proposal entitl“Hasbro, Inc-Global Human Rights Standar”

What shares owned by me can be votec

All shares of the Company’s common stock, par v&l&® per share (“Common Stock”) owned by you as of
April 3, 2006, therecord date , may be voted by you. These shares include tHgdee(d directly in your name

as theshareholder of record, including shares purchased through Hasbro’s BividlReinvestment and Cash

Stock Purchase Program and (2) held for you abeneficial owner through a broker, bank or other nomin

What is the difference between holding shares asshareholder of record and as a beneficial owner?

Most Hasbro shareholders hold their shares thraugtoker, bank or other nominee rather than diyécttheir
own name as the shareholder of record. As sumntbbie®w, there are some distinctions between shaaiels
of record and those owned beneficia

Shareholder of Record

If your shares are registered directly in your namte Hasbro’s Transfer Agent, Computershare Trust

Company, N.A. (“Computershare”), you are considevéth respect to those shares, shareholder of record , and
these proxy materials are being sent directly 1o lypp Computershare on behalf of Hasbro. Asstiseeholder of
record , you have the right to grant your voting proxyedity to Hasbro or to vote in person at the Meetigsbro
has enclosed a proxy card for you to use.

Beneficial Owner

If your shares are held in a stock brokerage adomuy a bank or other nominee, you are considéred

beneficial owner of shares heldstreet name and the proxy materials are being sent to you ly pooker or
nominee who is considered, with respect to thoaeesh theshareholder of record. As the beneficial owner, you
have the right to direct your broker or nomineéow to vote and are also invited to attend the MgeHowever,
since you are not thaareholder of record , you may not vote these shares in person at thegideunless you
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receive a proxy from your broker or nominee. Yoroker or nominee has enclosed a voting instruatema for you
to use. If you wish to attend the Meeting and wotperson, please mark the box on the voting ictitya card
received from your broker or nominee and retutn them so that you can receive a legal proxy és@nt at the
Meeting.

Q: How can | attend the Meeting?

A: You may attend the Meeting if you are listed akaaholder of record as of April 3, 2006 and bipngof of
your identification. If you hold your shares thrdug broker or other nominee, you will need to pdevproof of
your share ownership by bringing either a copy bfakerage statement showing your share ownershi
April 3, 2006, or a legal proxy if you wish to voteur shares in person at the Meeting. In additiothe items
mentioned above, you should bring proof of yountdf&ation.

Q: How can | vote my shares in person at the Meetg?

A: Shares held directly in your name as shareholder of record may be voted in person at the Meeting. If you
choose to do so, please bring the enclosed praxiyasad proof of identification. Shares beneficiallyned ma
be voted by you if you receive and present at tieetiig a proxy from your broker or nominee, togethi¢h
proof of identification. Even if you plan to attetite Meeting, we recommend that you also submit pooxy
as described below so that your vote will be codiiftgou later decide not to attend the Meetingua
otherwise unable to atter

How can | vote my shares without attending the Meting?

Q

A: Whether you hold shares directly as the sharehalflexcord or beneficially in street name, you ndagct youl
vote without attending the Meeting. You may votegognting a proxy or, for shares held in street @any
submitting voting instructions to your broker ommioee. In most instances, you will be able to ds tiver the
Internet, by telephone or by mail. Please reféhéosummary instructions below and those includegiaur
proxy card or, for shares held in street nameytimg instruction card included by your brokemmminee.

By Internet — If you have Internet access, you may submit ywoxy from any location in the world by
following the“To vote using the Interr” instructions on the proxy car

By Telephone — You may submit your proxy by following the “Tate using the Telephone” instructions on
the proxy card

By Mail — You may do this by marking, dating and signimgityproxy card or, for shares held in street name,
the vaoting instruction card provided by your brokemnominee, and mailing it in the enclosed, sdifrassed,
postage prepaid envelope. No postage is requinadiled in the United State

Q: How are votes counted”

A: Each share of Common Stock entitles its holdemtmwte on all matters to come before the Meetimguding
the election of directors. In the election of dites, for each of the nominees you may vote “FORhs
nominee or your vote may be “WITHHELD” with respéatsuch nominee. For the other proposals, you may
vote “FOR”, “AGAINST” or “ABSTAIN". If you “ABSTAIN ", it has the same effect as a vote “AGAINSTE
proposal

If you sign your proxy card with no instructiongur shares will be voted in accordance with the
recommendations of the Board with respect to thetin of directors, the ratification of the selestof KPMG
as the independent registered public accountingfior 2006 and any other matters which may be demsd at
the Meeting for which discretionary voting is pett®i. Please note that, as is described belowdt@s not
apply to any units of the Hasbro Stock Fund which #10ld in Hasbr's Retirement Savings Ple

With respect to the “Hasbro, Inc. — Global Humaglis Standards” shareholder proposal, discretionary
voting authority is not permitted. For this proplgsxy cards which are signed without instructievi not be
voted.
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Q

Q

Q

Q

Q

Can | change my vote or revoke my proxy’

You may change your proxy instructions at any tprer to the vote at the Meeting. For shares héigctly in
your name, you may accomplish this by granting lagoproxy that is properly signed and bears a ez, by
sending a properly signed written notice to ther&acy of the Company or by attending the Meetind @otinc
in person. To revoke a proxy previously submittgdeédephone or through the Internet, you may sinvalie
again at a later date, using the same procedured)ich case your later submitted vote will be rdeadl and
your earlier vote revoked. Attendance at the Megtiill not cause your previously granted proxy &rbvokec
unless you specifically so request. For shares thethéficially by you, you may change your vote bigmitting
new voting instructions to your broker or nomin

What does it mean if | receive more than one proxgr voting instruction card?

It means your shares are registered differentlgrerheld in more than one account. Please prowtegs
instructions for all proxy and voting instructioards you receive

Where can | find the voting results of the Meeting":

We will announce preliminary voting results at Meeting and publish final results in our quartedport on
Form 10-Q for the second quarter of fiscal 2006.aM¢e plan to issue a current report on Form 8-iwia
few days of the Meeting with the final voting retsu

What is the quorum for the Meeting?

Holders of record (the “Shareholdersifithe Common Stock on April 3, 2006 are entitlediote at the Meetir
or any adjournments thereof. As of that date thexee 174,450,518 shares of Common Stock outstaratidg
entitled to vote and a majority of the outstandshgres will constitute a quorum for the transactibbusiness
at the Meeting. Abstentions and broker non-votescaunted as present at the Meeting for purposes of
determining whether there is a quorum at the Mgetinbroker non-vote occurs when a broker holdingres
for a customer does not vote on a particular pralescause the broker has not received votinguostns on
the matter from its customer and is barred by seahange rules from exercising discretionary atithto
vote on the matte

How do participants in the Hasbro Retirement Saving Plan vote their shares’

If your account in the Hasbro Retirement SavingsmPlas units of the Hasbro Stock Fund, the accoympgn
proxy card indicates the number of shares of Com8took beneficially owned by you under the Retiratne
Savings Plan. When a participant proxy card isrnetd properly signed and completed, Fidelity Mamagyet
Trust Company (the “Trustee”) will vote the panpiant’s shares in the manner directed by the ppati If the
participant makes no directions, the Trustee vatlvote the share

What happens if | have consented to electroniceadivery of the proxy statement and other annual meeg
materials?

If you have consented to electronic delivery ofdineual meeting materials you will receive an ematilce
with instructions on how to access the proxy statetnand annual report on the Company’s website jratite
case of the proxy card, on Computershare’s webHEite.notice will also inform you how to vote youogy
over the Internet. You will receive this email retiat approximately the same time paper copielsecdtnual
meeting materials are mailed to shareholders wke hat consented to receive materials electroryicBNen if
you have consented to electronic delivery of theuahmeeting materials, you may still receive agoagopy of
the notice of the annual meeting. Your conseneteive the annual meeting materials electroniaaillyremain
in effect until you specify otherwis

If | am a shareholder of record how do | consent taeceive my annual meeting materials electronical®

Shareholders of record that choose to vote thaireshvia the Internet will be asked to choose aeti
preference prior to voting their shares. After entgthe access information requested by the apitivoting
site, click “Login” and then respond as to whethen would like to receive proxy material \éectronic
delivery. If you would like to receive future proxyaterials electronically clic*Ye<” and ther
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enter and verify your current e-mail address. I go not wish to choose the electronic deliveryamptmake
sure the “Yes” box consenting to electronic delnisrnot clicked, and then click the “Continuaitton to begi
the voting process. During the year, shareholdersamrd may sign up to receive their annual meetiaterial
electronically over the Internet. To sign up regiistl shareholders can go to the website

http: /imww.econsent.convhas. Shareholders of record with multiple Hasbro accewvitl need to consent to
electronic delivery for each account separat

ELECTION OF DIRECTORS
(Proposal No. 1)

Twelve directors are to be elected at the Meetdigof the directors elected at the Meeting wilhge until the
2007 Annual Meeting of Shareholders (the “2007 Nteg), and until their successors are duly elected antifiguag
or until their earlier death, resignation or remova

The Board has recommended as nominees for eleadidirectors to serve until the 2007 Meeting theqes
named in the table below. All of the nominees angemtly directors of the Company. The Companyagdened to
report that Eli J. Segal, a valued member of tharBand trusted advisor to the Company, passed anegrly
2006. The shareholders are not being asked to @kbatteenth director at the Meeting and the grexiannot be
voted for more than twelve directors at the Meeting

Unless otherwise specified in the accompanying ypoaxd, the shares voted pursuant thereto willast for thi
persons named below as nominees for election astdis. If, for any reason, any of the nomineesethbelow
should be unable to serve as a director, it iswoftd that such proxy will be voted for the electionhis or her plac
of a substituted nominee who would be recommengeddnagement. Management, however, has no reason to
believe that any nominee named below will be unsabkerve as a director.

The following tables set forth as to each nomireeefection at the Meeting: (i) his or her age); il positions
and offices with the Company; (iii) principal ocaijon or employment during the past five years; ¢ther
directorships of publicly held companies or invesiincompanies; and (v) period of service as a tiirexf the
Company. Except as otherwise indicated, each pdrasiad the same principal occupation or employchafing
the past five years.

Positions with Company, Has Been
Principal Occupation and A Director
Name Age Other Directorships Since
Nominees for Terms Expiring in 2007
Basil L. Anderson 61 Vice Chairman, Staples, Inc. (office supply 200z

company) from 2001 until March 2006. Prior
thereto, Executive Vice President — Finance and
Chief Financial Officer of Campbell Soup
Company (consumer products company) since
1996. Director of Becton, Dickinson and Compse
CRA International, Inc., Moody'’s Investors
Service, Inc. and Staples, It
Alan R. Batkin 61 Vice Chairman, Kissinger Associates, Inc. 199z
(strategic consulting firm) since 1990. Director of
Diamond Offshore Drilling, Inc., Overseas
Shipholding Group, Inc. and Cantel Medical Corp.
Mr. Batkin also serves on the boards of funds
within the Merrill Lynch 1Q Investment Advisors
Fund family.
Frank J. Biondi, Jr. 61 Senior Managing Director, WaterView Advisors 200z
LLC (private equity fund specializing in media)
since 1999. Director of Amgen, Inc., Cablevision
Systems Corp., Harrah’s Entertainment, Inc., The
Bank of New York and Seagate Technola
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Name

John M. Connors, Jr.

Michael W.O. Garrett

E. Gordon Gee

Jack M. Greenberg

Alan G. Hassenfeld

Claudine B. Malone

Edward M. Philip

Paula Stern

Age
63

63

62

63

57

69

40

61

Positions with Company, Has Been
Principal Occupation and A Director
Other Directorships Since

Chairman of Hill, Holliday, Connors, Cosmopulos, 200<
Inc. (full-service advertising agency) since 1995,

during which time Mr. Connors also served as

President and Chief Executive Officer until 20

Served in a number of positions with Nestlé S.A. 200t
(international food and beverage company), most
recently as Executive Vice President of Nestlé S.A.
responsible for Asia, Africa, the Middle East and
Oceania until 2005. Board member of the Nestlé
companies in India and Japan and non-executive
director on the boards of Prudential PLC, UK and

the Bobst Group in Switzerlan

Chancellor, Vanderbilt University since 2000. P 199¢
thereto, President, Brown University from 1997 to

2000. Director of Dollar General Corporation,

Gaylord Entertainment Company, The Limited,

and Massey Energy Compal

Chief Executive Officer of McDonald’s 200¢:
Corporation (restaurant franchiser) from August

1998 to December 2002. Chairman of the Board of
McDonald’s Corporation from May 1999 until

December 2002. Director of Abbott Laboratories,

The Allstate Corporation, First Data Corporation

and Manpower, Inc

Chairman of the Board since 1999. Prior to May  197¢
2003, Chairman of the Board and Chief Executive
Officer since 1999. Prior thereto, Chairman of the
Board, President and Chief Executive Officer.

Director of salesforce.com, in

President and Chief Executive Officer, Financial 2001
and Management Consulting, Inc. (consulting firm)
since 1984. Director of LaFarge North America,

Novell Inc. and Science Applications Internatio
Corporation. Ms. Malone previously served as a
Director of Hasbro from 1992 to 19¢

President and Chief Executive Officer of Decision 200z
Matrix Group, Inc. (research and consulting firm)

from May 2004 to November 2005. Prior thereto

Senior Vice President of Terra Networks, S.A.

(global internet company) from October 2000 to

January 2004

Chairwoman, The Stern Group, Inc. (international 200z
advisory firm in the areas of business and

government strategy) since 1988. Alkire Chair in
International Business, Hamline University, from

1994 to 2000. Director of Avaya, Inc. and Avon
Products, Inc

5
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Positions with Company, Has Been

Principal Occupation and A Director
Name Age Other Directorships Since
Alfred J. Verrecchia 63 President and Chief Executive Officer since May  199:

2003. Prior thereto, President and Chief Operating
Officer from 2001 to May 2003. Prior thereto,
President, Chief Operating Officer and Chief
Financial Officer from 2000 to 2001. Director of
CVS Corporation and FM Globz

Mr. Verrecchia also serves as an officer and direat a number of the Company’s subsidiaries ar¢ggiest
and convenience of the Company.

Vote Required. The affirmative vote of a majority of those stsaoé Common Stock present (in person or by
proxy) and entitled to vote at the Meeting on tlee#on of directors is required to elect directdsoker non-votes
are not counted as present and entitled to votthéoelection of directors for purposes of detemngnif a director
receives an affirmative vote of the majority of 8feares present and entitled to vote.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS THAT THE SHAREHOLDERS
VOTE FOR THE ELECTION OF THE TWELVE NOMINEES NAMED ABOVE.

6
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GOVERNANCE OF THE COMPANY

Code of Conduct

Hasbro has a Code of Conduct which is applicabbdltof the Company’s employees, officers and does;
including the Company’s Chief Executive Officer,i€tFinancial Officer and Controller. The Code ajr@uct
addresses such issues as conflicts of interesgqtimn of confidential Company information, findaldntegrity,
compliance with laws, rules and regulations, instdeding and proper public disclosure. Compliawith the Code
of Conduct is mandatory for all Company employedficers and directors. Any violation of the CodeGmnduct
can subject the person at issue to a range ofisaacincluding dismissal.

The Code of Conduct is available on Hasbro’s welstitwww.hasbro.com, under “Corporate Information —
Investors — Corporate Governance.” Although thenBany generally does not intend to provide waioérsr
amendments to, the Code of Conduct for its Chiefdakive Officer, Chief Financial Officer, Contraljer any
other officers, directors or employees, informatimmcerning any waiver of, or amendment to, theeCafdConduct
for the Chief Executive Officer, Chief Financialf@ér, Controller, or any other executive officerdirector of the
Company, will be promptly disclosed on the Companyebsite in the location where the Code of Coniuct
posted.

Corporate Governance Principles

Hasbro has adopted a set of Corporate GovernairefPes which address qualifications for membédrthe
Board of Directors, director responsibilities, di@ access to management and independent advii@stor
compensation and many other matters related tgafiernance of the Company. The Corporate Governance
Principles are available on Hasbro’s website at wvasbro.com, under “Corporate Information — Investe-
Corporate Governance.”

Director I ndependence

Hasbro’s Board has adopted Standards for Direattegendence (the “Independence Standamdsigcordanc
with the New York Stock Exchange’s corporate goaeae listing standards. The Independence Standpetsfy
criteria used by the Board in making determinatioith respect to the independence of its membedsrasiude
strict guidelines for directors and their immedittmily members with respect to past employmerafliation with
the Company or its independent auditor.

The Independence Standards restrict commercidloe&hips between directors and the Company ariddec
the consideration of other relationships with tler@any, including charitable relationships, in nmaki
independence determinations. Using the Independstacelards, the Board has determined that eadteof t
following directors are independent and have nati@hships which impact an independence deternoinathder th
Company’s Independence Standards: Basil L. Andewslam R. Batkin, Frank J. Biondi, Jr., John M. @ors, Jr.,
Michael W.O. Garrett, E. Gordon Gee, Jack M. GreeghClaudine B. Malone, Edward M. Philip and P&gtiarn.
The only two members of the Company’s Board whoevwdatermined not to be independent were Alan G.
Hassenfeld and Alfred J. Verrecchia. The Indepece@&tandards are available on Hasbro’s website at
www.hasbro.com, under “Corporate Information — Istees — Corporate Governance” and are attached as
Appendix A to this proxy statement.

Board Meetings and Director Attendance at the Annual Meeting

During 2005, the Board held eight meetings. Alediors attended at least 75% of the aggregat¢ thig(iBoarc
meetings held during their tenure as directorsndu#005 and (ii) the meetings of any committeed deking their
tenure as members of such committees during 20@Bodgh the Company does not have a formal pokcpiring
attendance of directors at the annual meeting afestolders, the expectation of the Company an@daed is that
all directors will attend the annual meeting ofretmlders unless conflicts prevent them from aitendAll of the
members of the Board attended the 2005 Annual Mgeti Shareholders.
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Presiding Non-Management Director and Communicating with the Board

Executive sessions of the independent membersedEtimpany’s Board of Directors are presided ovethby
presiding director (the “Presiding Director”), wialso currently the Chair of the Nominating, Gmasnce and
Social Responsibility Committee. Jack M. Greenlmengently serves as the Presiding Director. Integkparties
may contact the Presiding Director confidentiafydending correspondence to c/o Presiding Direttasbro, Inc.,
P.O. Box 495, Pawtucket, Rhode Island 02860. Psrswy also contact the Board of Directors as a avtiobugh
the Presiding Director in the manner set forthhim preceding sentence.

Board Committees

Audit Committee. The Audit Committee of the Board, which currertbnsists of Basil L. Anderson (Chair),
Michael W.O. Garrett, Claudine B. Malone and EdwisirdPhilip, held eleven meetings in 2005. The Audit
Committee is responsible for the appointment, camepgon and oversight of the Company’s independaditor
and assists the Board in fulfilling its responsipito oversee management’s conduct of the Comsdfityancial
reporting process, the financial reports providedhe Company, the Company’s systems of internedaating and
financial controls, and the quarterly review andwal independent audit of the Companfihancial statements. Tl
current Audit Committee Charter adopted by the Basiavailable on the Company’s website at www.hasbm,
under “Corporate Information — Investors — Corper@pvernance.”

The Board has determined that each member of tli @eommittee meets both the Company’s Independence
Standards and the requirements for independencer timel New York Stock Exchange’s corporate goveraan
listing standards. The Board has determined thiaetbf the four current Audit Committee memberss{Ba
Anderson, Claudine B. Malone and Edward M. Phitjipalify as Audit Committee Financial Experts, ashsterm is
defined in the rules and regulations promulgatetheySecurities and Exchange Commission.

The Board does not have a policy setting rigid ténain the number of audit committees on which a besrof
the Company’s Audit Committee can serve. Insteadases where an Audit Committee member servesooe m
than three public company audit committees, ther@esaluates whether such simultaneous servicednimpair
the service of such member on the Company’s Audih@ittee. Two members of the CompaRudit Committee
namely Mr. Anderson and Ms. Malone, serve on mioa@é three public company audit committees. In lodtihese
cases, the Board has made a determination thatsguciitaneous service does not impair such persmrigce on
the Company’s Audit Committee.

Compensation and Stock Option Committee. The Compensation and Stock Option Committee ®@Bbard,
which currently consists of Frank J. Biondi, Jrh&®), Jack M. Connors, Jr. and E. Gordon Gee, $igltheetings
in 2005. The Compensation and Stock Option Commigeesponsible for establishing and overseeiag th
compensation and benefits for the Company’s senaragement, including all of the Compangxecutive officer:
is authorized to make grants and awards under ¢ingp@ny’s employee stock equity plans and shargensgbility
for evaluation of the Company’s Chief Executivei€df with the Nominating, Governance and Social
Responsibility Committee.

The current Compensation and Stock Option Comm@tesrter adopted by the Board is available on the
Company’s website at www.hasbro.com, under “Corgolsformation — Investors — Corporate Governandée
Board has determined that each member of the Casagien and Stock Option Committee meets both the
Company’s Independence Standards and the requitsrizenindependence under the New York Stock Exghéan
corporate governance listing standards.

Executive Committee. The Executive Committee of the Board, which cotlseconsists of Basil L. Anderson,
Frank J. Biondi, Jr., Alan G. Hassenfeld (Chaigw&rd M. Philip and Alfred J. Verrecchia, did no¢etin 2005.
The Executive Committee acts on such matters aspafically assigned to it from time to time iwetBoard and
vested with all of the powers that are held byBbard, except that by law the Executive Committes mot
exercise any power of the Board relating to amemdrokthe Articles of Incorporation or By-laws dfe Company,
adoption of a plan of merger or consolidation,ghke, lease or exchange of all or substantiallthallproperty or
assets of the Company or the voluntary dissolutfathe Company. The current
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Executive Committee Charter adopted by the Boaavadlable on the Company’s website at www.hasbro,c
under “Corporate Information — Investors — Corper@pvernance.”

Finance Committee. The Finance Committee of the Board, which cutyertnsists of Edward M. Philip
(Chair), Jack M. Greenberg and Claudine B. Malevess established in the fall of 2005 and met onaend?005.
The Finance Committee assists the Board in overgehe Company’s annual and long-term financiahg|aapital
structure, use of funds, investments, financial @skdmanagement and proposed significant transastiThe
current Finance Committee Charter adopted by tteedBis available on the Company’s website at
www.hasbro.com, under “Corporate Information — Istees — Corporate Governance.” The Board has détedn
that each member of the Finance Committee meelsthetCompany’s Independence Standards and the
requirements for independence under the New YaskkKSExchange’s corporate governance listing statsdar

Nominating, Governance and Social Responsibility Committee. The Nominating, Governance and Social
Responsibility Committee of the Board (the “NomingtCommittee”), which currently consists of Alan Batkin,
Jack M. Greenberg (Chair) and Paula Stern, mettfowgs in 2005. The Nominating Committee identiéesl
evaluates individuals qualified to become Board tners and makes recommendations to the full Boargdssible
additions to the Board and on the director nomirieeslection at the Company’s annual meeting. Nbeninating
Committee also oversees and makes recommendagigasding the governance of the Board and the camesit
thereof, including the Company’s governance prilespBoard and Board committee evaluations and the
compensation of non-employee directors, and sheaithgshe Compensation and Stock Option Committee
responsibility for evaluation of the Chief Execw@ti@fficer. Further, the Nominating Committee ovessthe
Company’s codes of business conduct and ethicsamalgzes issues of social responsibility and eelabrporate
conduct. The current Nominating, Governance andabBesponsibility Committee Charter adopted byBloard is
available on the Company’s website at www.hasbro,amder “Corporate Information — Investors — Cagie
Governance.” The Board has determined that eachbmeai the Nominating Committee meets both the Camyis
Independence Standards and the requirements fep@émdlence under the New York Stock Exchange’s cat@o
governance listing standards.

In making its nominations for election to the Bo#ind Nominating Committee seeks candidates who theet
current challenges and needs of the Board. Asgbdinis process the committee considers a numbfzctérs,
including, among others, a candidate’s employmedtather professional experience, past expertide an
involvement in areas which are relevant to the Camyfs business, business ethics and professiopataton,
independence, other Board experience, and the Quoyigpdesire to have a Board that represents ashveix of
backgrounds, perspectives and expertise. The Neimin@&ommittee will consider nominees recommendgd b
shareholders for election to the Board if such mattibns are made in accordance with the procedersetelow
under “Shareholder Proposals and Director Nominatio

The Nominating Committee uses multiple sourcesdentifying and evaluating nominees for directors,
including referrals from current directors, reconmai@tions by shareholders and input from third pextgcutive
search firms. Third party executive search firmeasaghe Board by identifying candidates with exiserand
experience relevant to the Company’s business whmterested in serving on the Company’s Boaraé Th
Nominating Committee will consider and evaluatedidates recommended by shareholders on the sariseals
candidates recommended by other sources.

Mr. Garrett is being nominated for election to Baard by the Company’s shareholders for the firsétat the
Meeting. Mr. Garrett was appointed to the Boaredff/e July 26, 2005. Mr. Garrett’s appointmentdaled a
search conducted with the assistance of a thiry paecutive search firm. The third party searcimfassisted the
Board by identifying candidates with expertise amgerience relevant to the Company’s business wdre w
interested in serving on the Company’s Board. lxgstnembers of the Board also recommended potential
candidates for evaluation whom they felt possessiedant expertise and experience. Mr. Garrettiniéially
identified as a potential Board candidate by then@any’s Chairman of the Board, Alan G. HassenfElk
Nominating Committee evaluated Mr. Garrett, as wslbther potential Board candidates, includinglctates
identified by the third party search firm. Upon qaetion of its evaluation, the Nominating Committee
recommended Mr. Garrett to the Board and the Boaeshimously voted to appoint Mr. Garrett as a daec
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As of December 9, 2005 (the date that is 120 caleddys before the release date of the proxy statefar the
Company’s 2005 Annual Meeting of Shareholders)Nbeninating Committee had not received a recommended
nominee for election to the Board in 2006 from radividual shareholder, or group of shareholdersy Wneficially
owned more than 5% of the Company’s Common Stock.

Additional Availability of Corporate Governance Materials

In addition to being accessible on the Company’bsite, copies of the CompasyCode of Conduct, Corpor:
Governance Principles and the charters of theGemmittee’s of the Board of Directors are all azbié free of
charge to any shareholder upon request to the Quoyigpp&eneral Counsel and Secretary, c/o Hasbro, 11041
Newport Avenue, P.O. Box 1059, Pawtucket, Rhodmnts| 02862

Shareholder Proposals and Director Nominations
General Shareholder Proposals

Any proposal which a shareholder of the Companyhesso have considered for inclusion in the proxy
statement and proxy relating to the Company’s 28@¥ual meeting must be received by the Secretattyeof
Company at the Company’s executive offices no fdtan December 18, 2006 (the date that is 120 datetays
before the release date of the proxy statemertinglto the 2006 Annual Meeting of Shareholders)e address of
the Company’s executive offices is 1011 Newport e Pawtucket, Rhode Island 02862. Such propasads
also comply with the other requirements of theswethe Securities and Exchange Commission regjatin
shareholder proposals.

With the exception of the submission of directomimations for consideration by the Nominating Cortes,
which must be submitted to the Company in the madascribed below, any new business proposed by any
shareholder to be taken up at the 2007 annual ngedtut not included in the proxy statement or prdating to
that meeting, must be stated in writing and filathwhe Secretary of the Company no later thand#@ prior to
the date of the 2007 annual meeting. Except fore$tedder proposals made pursuant to the precediragpaph, the
Company will retain discretion to vote proxiestzg 2007 annual meeting with respect to proposatsved prior to
the date that is 150 days before the date of suetting, provided (i) the Company includes in it®2@nnual
meeting proxy statement advice on the nature optbposal and how it intends to exercise its votliisgretion and
(i) the proponent does not issue a proxy statement

Director Nominations

The Company’s By-laws provide that shareholders thaynselves nominate directors for consideraticamnat
annual meeting provided they give notice to ther&acy of the Company not less than 60 days noeni@an
90 days prior to the one-year anniversary date@frnmediately preceding annual meeting and prosieified
information regarding the proposed nominee and shaheholder proposing such nomination. Nominatioade b
shareholders in this manner are eligible to begiesl by the shareholder to the meeting, but saofinees will no
have been considered by the Nominating Committeerasninee to be potentially supported by the Compa

To be considered by the Nominating Committee, direicominations must be submitted to the GenerainSe
and Secretary of the Company at the Company’s éixecoffices, 1011 Newport Avenue, Pawtucket, Rhisiend
02862 at least 120 days prior to the one-year a&nsdry of the release to the Company’s sharehotddhe proxy
statement for the preceding year’s annual meefisguch, director nominations to be consideredHferCompanys
2007 Annual Meeting of Shareholders must be subthitb later than December 18, 2006. The Nominating
Committee is only required to consider recommendatimade by shareholders, or groups of shareholtiatshave
beneficially owned at least 1% of the Company’s Gwn Stock for at least one year prior to the dage t
shareholder(s) submit such candidate to the Nomim&ommittee and who undertake to continue to latlgast
1% of the Company’s Common Stock through the dateeonext annual meeting. In addition, a nomirgatin
shareholder(s) may only submit one candidate tiNtireinating Committee for consideration.
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Submissions to the Nominating Committee shoulduidel(a) as to each person whom the shareholdeogeep
to nominate for election or re-election as a ded) the name, age, business address and residelucess of the
person, (ii) the principal occupation or employmefithe person, (iii) the class or series and nurobshares of
capital stock of the Company that are owned beiadificor of record by the person, (\any other information
relating to the person that would be required tdliselosed in a proxy statement or other filingguieed to be made
in connection with solicitations of proxies for efien of directors pursuant to Section 14 of theusties Exchange
Act of 1934, as amended (the “Exchange Act”), dredrules and regulations promulgated thereunder, an
(v) confirmation that the candidate is independentter the Company’s Independence Standards andldseof the
New York Stock Exchange, or if the candidate isindependent under all such criteria, a descripbibtihe reason
why the candidate is not independent; and (b) siseshareholder(s) giving the notice (i) the name record
address of such shareholder(s) and each partidipamty group of which such shareholder is a mem{gthe clas
or series and number of shares of capital sto¢ckeoCompany that are owned beneficially or of rddmyr such
shareholder(s) and each participant in any grouwpha¢h such shareholder is a member, (iii) if tloeninating
shareholder is not a record holder of the shareaital stock of the Company, evidence of ownersisi provided
in Rule 14a-8(b)(2) under the Exchange Act, (ideacription of all arrangements or understandirg@/éen such
shareholder(s) and each proposed nominee and heypgrson or persons (including their names) puntsto whicl
the nomination(s) are to be made by such sharet{s)dand (v) any other information relating to Isshareholder
(s) that would be required to be disclosed in aypsiatement or other filings required to be madednnection wit
solicitations of proxies for election of directgrgrsuant to Section 14 of the Exchange Act andutes and
regulations promulgated thereunder.

The Nominating Committee may require that any psegionominee for election to the Board furnish sutbler
information as may reasonably be required by thmiHating Committee to determine the eligibilitysafch
proposed nominee to serve as director of the Comngdre written notice from the nominating sharekeold
specifying a candidate to be considered as a nanfareslection as a director must be accompaniea yitten
consent of each proposed nominee for directohigwritten consent the nominee must consent toeflg named
as a nominee for director, (ii) serve as a direatat represent all shareholders of the Compangdardance with
applicable laws and the Company'’s articles of ipooation, by-laws and other policies if such nomimeelected,
(iif) comply with all rules, policies or requiremesrgenerally applicable to non-employee directéthe® Company,
and (iv) complete and sign customary informatiaguiessts upon the request of the Company.

COMPENSATION OF DIRECTORS

Current Director Compensation Arrangements

With the exception of Mr. Hassenfeld, whose Chairsiap Agreement is described later in this proxy
statement, all members of the Board of Directors ate not otherwise employed by the Company (“Nopleyee
Directors”) receive a retainer of $55,000 per y&&e Chairs of the Audit Committee, the Compensagind Stock
Option Committee, the Finance Committee and the iNating, Governance and Social Responsibility Cotreai
each receive an additional retainer of $10,000/par for their service as Chairs of these comnsttee

The Company'’s Presiding Director currently recei@esadditional retainer of $40,000 per year fovisgy as
Presiding Director, but this retainer is being restlias of the date of the 2006 Annual Meeting @fr&tolders to
$25,000 per year.

No meeting fees are paid for attendance at meetifhtie full Board. However, noemployee Directors recei
a fee of $1,500 for each committee meeting attemieérson, and $1,000 for telephonic participatronoommittee
meetings. Action by written consent is not consdeaittendance at a committee meeting for purpdsess to
directors.

Beginning in 2006, the Company plans to employlstogards, instead of stock options, to provide &qui
compensation to its Non-employee Directors. As pathe implementation of this policy, the Compdesminated
the 2003 Stock Option Plan for Non-Employee Dires{avhich is described below) effective as of DebenB1,
2005. Going forward, the Company anticipates iggtiineach Non-employee Director, in May of evergrye
(beginning with May of 2006), that number of shasé€ommon Stock which have a fair market valuead¢tm
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$90,000 (based on the fair market value of the ComBtock on the date of grant). These shares will b
immediately vested, but the Board has adopted siaciership guidelines which mandate that Board nemimay
not sell any shares of the Company’s Common Stdudkwthey hold, including shares which are obtaiaggart of
this yearly stock grant, until they own shares ofrtnon Stock with an aggregate market value equal least
$275,000 (which is equivalent to five times the wadrBoard retainer). Board members are permittestlicshares ¢
Common Stock they hold with a value in excess @B3200, as long as they continue to hold at le285®00
worth of Common Stock.

Pursuant to the Deferred Compensation Plan for &aptoyee Directors (the “Deferred Plan”), which is
unfunded, Non-employee Directors may defer sonedl@f the annual Board retainer and meeting fatsa stock
unit account, the value of each unit initially kgeiequal to the fair market value of one share ah@on Stock as of
the end of the quarter in which the compensationghéeferred would otherwise be payable. Stocksunitrease or
decrease in value based on the fair market valti'ec€ommon Stock. In addition, an amount equéhéadividend:
paid on an equivalent number of shares of Commook3s credited to each Non-employee Director’slstonit
account as of the end of the quarter in which ilielend was paid. Non-employee Directors may aksi@dany
portion of their retainer and/or meeting fees iamointerest account under the Deferred Plan, wihéehs interest at
the five-year Treasury rate.

The Company makes a deemed matching contributiandicector’s stock unit account under the DefeR&th
equal to 10% of the amount deferred by the direictiorthe stock unit account, with one-half of s@bmpany
contribution vesting on December 31st of the cadeygar in which the deferred compensation otherwisuld
have been paid and one-half on the next Decemisty 3bvided that the participant is a directoisanh vesting
date. Unvested Company contributions will autonadiycvest on death, total disability or retireméntthe director
at or after age seventy-two. Compensation defarnggr the Deferred Plan, whether in the stock aggbunt or the
interest account, will be paid out in cash aftemieation of service as a director. Directors meecethat
compensation so deferred be paid out in a lumpa@uimup to ten annual installments, commenciniegitn the
quarter following, or in the January following, thearter in which service as a director terminates.

Former Director Compensation Arrangements In Which Certain Directors Participate or Under Which Directors
Previously Received Awards

Under the Hasbro, Inc. Retirement Plan for Direx{tine “Retirement Plan”), which is unfunded, ebidmn-
employee Director who was serving on the Boardrgadviay 13, 2003 (and who was not otherwise elafbr
benefits under the Company’s Pension Plan), hamatt the age of sixtfive and completed five years of service
the Board is entitled to receive, beginning at s@eenty-two, an annual benefit equal to the anratainer payable
to directors during the year in which the direatetires (which does not include the fees paid teadors for
attendance at meetings). If a director retiresroafter the director’s seventy-second birthday,aheual benefit
continues for the life of the director. If a directetires between the ages of sixty-five and sgw&mo, the number
of annual payments will not exceed the retiredadoes years of service. Upon a Change of Con&sldefined in
the Retirement Plan, participating directors anite@ directors are entitled to lump-sum paymenisatto the
present value of their benefits under the RetirerR¢am.

Directors appointed to the Board on or after May20D3, the date that the Company’s shareholdgnoapd
the Company'’s former 2003 Stock Option Plan for Niomployee Directors (the “2003 Director Plan”) wihiis
described below, were not eligible to participat¢he Retirement Plan, and automatically partigidan the
2003 Director Plan prior to its termination on Dexxer 31, 2005. The benefits of the 2003 DirectanRéplaced
the benefits of both the Retirement Plan and tt8t Tirector Plan (described below). Non-employege€tbrs who
were serving on the Board prior to May 13, 2003 #rus were participating in the Retirement Plam who were
not scheduled to retire at the end of their curtemt in office as of the time of approval by stenleers of the
2003 Director Plan, were given the opportunityleceto participate in the 2003 Director Plan efffez on either
May 14, 2003, May 1, 2004, May 1, 2005 or May 10@0Directors who were serving on the Board prioktay 13
2003 and who did not elect to participate in 200@&€or Plan on one of these dates continued thicigzate in the
Retirement Plan in accordance with its terms. Dinexcserving as of May 13, 2003 who elected toigp#te in the
2003 Director Plan stopped accruing further yedseovice under the Retirement Plan and did noetibgir
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benefits under the Retirement Plan adjusted fongésiin the annual retainer following the effectivage of their
participation in the 2003 Director Plan.

Under the Company'’s former Stock Option Plan fonMmnployee Directors (the “1994 Director Plan”),
approved by shareholders on May 11, 1994, eachédgployee Director then in office received on May 1994
and each Non-employee Director who joined the Badter May 11, 1994 received upon becoming a direet
one-time grant of a nonqualified, nontransferabteyear option to purchase 11,250 shares of Con8tark at
110% of the fair market value per share of CommimelSon the date of grant. The options became esahie at a
rate of 20% per year commencing on the first amsagy of the date of grant, except that exercigghbilas to be
accelerated upon a participant ceasing to be a meailthe Board because of permanent disabilitgthle
retirement at or after age seventy-two or aftehar@e of Control, as defined in the 1994 DireclanPThe
1994 Director Plan was cancelled effective uponddie of shareholder approval of the 2003 DireBtan and no
further grants are being made under the 1994 Qirddan, provided, however, that options previogshnted unds
the 1994 Director Plan continue in effect in acemick with their terms.

The Company’s 2003 Director Plan, which was appddwethe Company’s shareholders at the 2003 Annual
Meeting of Shareholders (the “2003 Meeting”), repld the benefits of the Retirement Plan and thd TH8:ctor
Plan described in the immediately preceding papigraTlhe 2003 Director Plan was cancelled effective
December 31, 2005 and no further grants are beadgrnder the 2003 Director Plan, provided, howedhet
options previously granted under the 2003 DireBfan continue in effect in accordance with theim®& Under the
2003 Director Plan each Non-employee Director wias serving as a director immediately following 2083
Meeting and whose effective date for participaiiothe 2003 Director Plan was May 14, 2003, rect@®ne-time
grant of a nonqualified, nontransferable ten-yqsion to purchase 6,000 shares of the Company’sm@amStock
at the fair market value of the Common Stock ondhte of grant (the “First Annual Options”). ThedtiAnnual
Options become exercisable at a rate of/38% per year commencing on the May 1st next follovilmg date of
grant, except that exercisability will be accelecatipon a participant ceasing to be a member ddtiaed because
of permanent disability, death, retirement at ¢erafige seventy-two or after a Change of Contstlefined in the
2003 Director Plan. On each subsequent May 19yailemployee Directors then serving on the Board, wéhair
exceptions, whose effective date for participatiothe 2003 Director Plan was on or prior to suclyMst, receive
an additional option to purchase 6,000 shareseo€timpany’s Common Stock. These additional annptébmas
otherwise have the same terms of the First AnnyiloBs, except that the exercise price is basdth@fair market
value of the Common Stock on the date of granuohsadditional annual options. Non-employee Direcioitially
joining the Board after May 14, 2003 received, urtte 2003 Director Plan, an initial option to pheise
12,000 shares of Common Stock upon their electich¢ Board (the “Initial Options”). The Initial @pns had the
same terms as annual options under the 2003 DirBtia except that they become exercisable ataofed20% per
year commencing of the first anniversary of theedstgrant
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CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS

The Company’s wholly-owned subsidiary, Hasbro Can@drporation (“Hasbro Canada”), leases an offim a
warehouse facility from Central Toy Manufacturimgl (“CTM”), a real estate corporation which is 26%ned by
the estate of Merrill Hassenfeld, a former Chieé&ixtive Officer and director of the Company. Sylkia
Hassenfeld, a former director of the Company antheraf the Company’s Chairman, Alan G. Hassenfsld,
executrix and a beneficiary of the estate of Mertdssenfeld. During 2000, the CTM lease was rexdeea three-
year term ending on January 31, 2004 at rentadppfoximately $579,000, $589,000 and $599,000 Ganddr the
three years, respectively. During 2003 a new leasesigned for a six-year term ending on Januay2810, with
one three-year renewal option that Hasbro Canada&xarcise at the end of the term. The new leasembvides
Hasbro Canada with a right to terminate the leasgamuary 31, 2007, or at any time thereafter, i gpomonths’
written notice. The rent provided for in this sigar lease is $525,000 Canadian per year (approiyn®450,000
U.S. at exchange rates in effect at the end of R00=ccordance with this new lease, total renid pg Hasbro
Canada to CTM for the lease of the office and wawsk facility in 2005 was approximately $450,008 Lat
exchange rates in effect at the end of 2005. Inagament’s opinion, this lease is on terms at las$avorable as
would otherwise presently be obtainable from uneglgarties.

Lucas Licensing Ltd. (“Licensing”) and Lucasfilmd.t(“Film” and together with “Licensing”, “Lucas®wn in
the aggregate exercisable warrants to purchas&@,500 shares of Common Stock which were obtainedms-
length negotiations with the Company in connectiath the Companys obtaining certain rights related to the S1
WARS properties. The Common Stock subject to suatramts would, if all warrants were fully exercised
constitute approximately 8.2% of the Company'’s tautding shares. Accordingly, under SEC
Rule 13d-3, George W. Lucas, Jr., as owner, direatd an officer of Film and Licensing, may be dedrto own
approximately 8.2% of the Company’s outstandingeshiaSee “Voting Securities and Principal Holdengrgof.”In
fiscal 2005, the Company paid an aggregate of agpadely $40.8 million in royalties to Licensing isuant to
license agreements entered into at arms lengtieiotdinary course of business.

In January 2003, the Company amended its licendelwdensing for the manufacture and distributidrSdAR
WARS toys and games. Under the amended agreeneetdrth was extended by ten years and is expectenhto
through 2018. In addition, the minimum guarantemdlties due to Licensing were reduced by $85 arillin a
separate agreement, the warrants previously grantedcas were also amended. Under this warranhdment, th
terms of each of the warrants issued to Lucas exended by ten years. The warrant amendment agréem
provides the Company with an option through Octdi6 to purchase all of these warrants from Ldicaa price
to be paid at the Company’s election of either $20ilon in cash or $220 million in Common Stockich stock
being valued at the time of the exercise of théooptAlso, the warrant amendment agreement providess with
an option through January 2008 to sell all of theaerants to the Company for a price to be paiti@Company’s
election of either $100 million in cash or $110lfit in Common Stock, such stock being valued attiime of the
exercise of the option.

In December 2005 the Company entered into a theee-grrangement with Recruitmax Software, Inc.
(“Recruitmax”) pursuit to which Recruitmax supplise Company with applicant tracking and recruittremftware
and services. Under this agreement the Companycexfepay Recruitmax approximately $292,000 okerdourse
of the three-year term. In fiscal 2005 the Comppaaig Recruitmax $137,600 of the total estimatedofe®292,000.
The President of Recruitmax, Jim Philip, is thetleo of Edward M. Philip, one of the Company’s dias.

Alfred J. Verrecchia, the Company’s President ahakfCExecutive Officer, is Chairman of Lifesparhaspital
holding company. Two of Lifespan’s member hospitaksthe Hasbro Children’s Hospital and the Miridospital.
In fiscal 2005, the Company donated approximat&80$000 in aggregate to the Hasbro Childsendspital and th
Miriam Hospital.

Andrea Patterson-Girard, daughter of E. David WiJde employed by the Company as a Director of Huma
Resources. For fiscal 2005, Ms. Patterson-Girarslpead an aggregate salary and bonus of $133,8#6yas
granted stock options to purchase 1,250 shardseed@dbmmon Stock at an exercise price equal toainenarket
value of the Common Stock on the date of granthislét Verrecchia, son of Alfred J. Verrecchia, ipéyed by th
Company as a Director of Marketing. For fiscal 200#5. Verrecchia was paid an aggregate salary amdid of
$129,846, and was granted stock options to purch@8® shares of Common Stock at an exercise prjoal to the
fair market value of the Common Stock on the daigrant.
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COMPARISON OF FIVE-YEAR CUMULATIVE TOTAL SHAREHOLDE R RETURN
AMONG HASBRO, S&P 500 AND RUSSELL 1000

CONSUMER DISCRETIONARY ECONOMIC SECTOR(1)

The following graph tracks an assumed investme®tOD on the start dates indicated below in the @ow's
Common Stock, the S&P 500 Index and the Russeld Idhsumer Discretionary Economic Sector, assuffiuithg
reinvestment of dividends and no payment of brajei@a other commissions or fees. Past performahiteo
Company’s Common Stock is not necessarily indieati/future performance.
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(1) While the information for Hasbro’s Common Stock dnd S&P 500 Index is as of the last trading day in
Hasbro’s fiscal year, the data for the Russell 106@sumer Discretionary Economic Sector is as efdkt

trading day in the calendar ye
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REPORT OF THE
COMPENSATION AND STOCK OPTION COMMITTEE
OF THE BOARD OF DIRECTORS

Hasbro Compensation and Stock Option Committee

The Compensation and Stock Option Committee (thanf@ittee”) of the Company’s Board of Directors is
responsible for establishing and overseeing thepemsation and benefits for the Company’s senioragament,
including all of the Company’s executive officeasd is authorized to make grants and awards uhdeCompanys
employee stock equity plans. The Committee operatdsr a written charter which has been establiblyetie
Company'’s Board of Directors. The current Compédaorsaind Stock Option Committee charter is availani¢he
Company'’s website at www.hasbro.com, under “Corgola@formation — Investors — Corporate Governance.”

In establishing the cash compensation, equity asvandl benefits for the Company’s Chief Executiv&o®f,
the Committee reviews benchmarking information pied by outside compensation consultants. In aigingrand
approving cash compensation, equity awards andfibefer executive officers other than the ChiefeExtive
Officer, the Committee reviews the recommendatifrithe Chief Executive Officer in addition to bentérking
information provided by outside compensation cotagts.

The Committee is composed solely of persons whdaite “Non-Employee Directors,” as defined in
Rule 16b-3 of the rules and regulations of the 8ges and Exchange Commission, and “outside dirs¢t as
defined in Section 162(m) of the Internal Revenwed&of 1986, as amended (the “Code”). The Boaifdikctors
has determined that each member of the Committeelépendent under the Company’s Independence &@sd
and the requirements of the New York Stock Exchangerporate governance listing standards.

2005 Compensation Policies With Respect to ExecuéivOfficers
Executive Compensation Philosophy

In structuring the compensation of the Companycexive officers (including those five named exeaut
officers appearing in the Summary Compensationd #idt immediately follows this report) the Commits
fundamental objectives are to attract and retd@ntad executives, align the interests of the Comisaexecutives
with the long-term goals of the Company’s sharebiddand reward achievement of the Company’s goals
increases in long-term shareholder value by thewikes. To achieve these objectives the Commétiiesstures the
Company'’s executive compensation and benefits $o: as

* attract and retain talented executives who can rimagertant contributions to the success of the Camyg

* provide the Company’s executives with a strongiitive to increase the Company’s performance and the
long-term value of the Company to its shareholtdgrs/ing a significant portion of the compensation
executives to the achievement of the Com|'s financial objectives

* reward executives for superior performance,
« achieve these objectives in as ~effective a manner as possible from the Com’s perspective

The Committee employed the assistance of an outsieleutive compensation consultant to provide
benchmarking information and other assistancegdXmmittee in structuring the Company’s 2005 etieeu
compensation program. Although this outside coastilhas performed other services for the Companipea case
of providing this assistance to the Committee thresaltant was retained by, and reported directlyhi® members
the Committee. The outside consultant providedtamdil information as to whether the Company’s exiee
compensation programs are reasonable and efféntpu@moting and rewarding the performance of teenBany’s
executives, achievement of the Company’s finargialls and increases in the lotegm value of the Company to
shareholders.

The Committee considers the requirements of Codéddel62(m) in determining the various elementgof
executive compensation program and, to the extémtonsistent with meeting the objectives of @mmpany’s
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executive compensation program, structures suchpensation to maximize the ability of the Compangéduct
such compensation. However, the Committee reséneesght to award compensation that would not édudtible
under Section 162(m) where the Committee belielissd in the best interests of the Company anshiseholders.

Primary Elements of 2005 Executive Compensation

Executive compensation for fiscal year 2005 waspmsad of four primary elements:

* base salary

e management incentive bonus awa
* equity awards, an

» employee benefite

The Committee uses these four elements in the a@tibn it believes appropriately divides the congation
of its executives among guaranteed and variablgpooents, with some variable compensation tied hiegement
of yearly financial objectives and other compersgtsuch as option grants vesting over multipley,eéed to the
creation of even longer-term shareholder valuehEdichese elements is described in detail below.

Base Salary

Base salaries for new executive officers are ijtidetermined by evaluating the responsibilitiésh® position
being filled, the experience of the individual kgeimired and the competitive marketplace for comiplaraxecutive
talent. Subsequent yearly adjustments in baseisakare made only in the event of changes in datiels
responsibilities for the executive, or lack of catifiveness of the base salary with market compansaffered to
executives with similar responsibilities, expertsal experience in other consumer products, leisitestyle and
other companies the Committee considers to be cahblgawith the Company, and/or competitive with the
Company in recruiting executives.

The Committee generally sets executive base salané target bonus awards to be competitive with
comparable consumer products, leisure, lifestyte@her competitive companies as surveyed in Hdaxigtcutive
Total Compensation Measurement, prepared by Héw#bciates, LLP, and Towers Perrin’s Executive
Compensation Databank. The Committee believeghigpositions the Comparg/salaries and target bonus awi
at a level that allows the Company to hire, retaid motivate talented executives while also keefliegcost of the
Company’s executive compensation at a reasonaméads compared to other similar andzompetitive companie

The salaries for all five of the Company’s mosthitygcompensated executive officers in fiscal 20665 a
included in the Summary Compensation Table thédvid this report. There were no salary increaseairiy of the
five named executive officers for fiscal 2005. Gmudary 20, 2006, Mr. Goldner was promoted to Cigérating
Officer of the Company. In connection with this pration Mr. Goldners annualized base salary was increased
$700,000 to $800,000. As with the Companfze named executive officers, there were nodases in base salar
for any of the Company’s other executive officasfiscal 2005.

Management | ncentive Bonus Awards

Approximately 1,200, or 20%, of the Company’s emples, including all of the Company’s executive afs,
were awarded management incentive bonuses witkecepfiscal 2005. Management incentive bonus dsvéor
the Company'’s executive officers were determinedeutwo programs for fiscal 2005.

The management incentive bonus eligibility of Atfré& Verrecchia, Frank P. Bifulco, Jr., Brian Galdn
Alan G. Hassenfeld and E. David Wilson was deteettipursuant to the Company’s 2004 Senior Management
Annual Performance Plan (the “Annual Performan@nBl Under the Annual Performance Plan, the Conemit
designated fiscal 2005 corporate and businesgparibrmance goals for the Company at the beginaoirige fiscal
year. These performance goals were based on tfedii#ating plan and budgets approved by the Coy's
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Board of Directors and were the same performaniterier used for the Company’s other bonus eligégloyees
as well.

The setting of performance goals involved bothailg the performance metrics that would be usesd/&duat
bonus eligibility and establishing the performatergets for each of those metrics. The Committeel fisur
performance metrics to measure corporate perforeen2005. The four corporate performance criteiéae total
net revenues, net revenues attributable to idedtifbre brand drivers, operating margin and frsé daw.

The Committee selected these four performance esdwicapture the most important aspects of thanap
bottom line performance of the Company, in the fof,sales, profitability and cash generation.

Business unit performance objectives were basdtefirst three of these criteria, namely total rstenues,
net revenues attributable to identified core brdriders and operating margin. Free cash flow isused as a
business unit performance objective because itpatation can only occur for the Company at the cafe level.

In addition to establishing the performance critennd target performance objectives for each sritgria, at
the beginning of 2005 the Committee also estakdisheget bonus awards and maximum awards for eartitipant
in the Annual Performance Plan corresponding wattious levels of performance against the designeteabrate
and business unit objectives.

For Mr. Verrecchia and Mr. Hassenfeld, managenressritive bonuses for 2005 were weighted 100% for
corporate performance against the four corporat®meance targets listed above. For Mr. Bifulco,. [@oldner ant
Mr. Wilson, who had business unit responsibilitgnbses were weighted 40% for corporate performagea@st the
four corporate targets, and 60% for business w@rfopmance, which consisted not only of the perfamae of the
Company’s U.S. Toys and Games segments as ap@itatite individual executive, but also of the parfance of
other business units being overseen by Mr. GoldndrMr. Wilson, against the three business unidhbjes.

The ultimate management incentive bonus paid vetipect to 2005 was a function of the percentageeof
performance goals achieved, with the Committeervasg the right to lower the bonus paid in its sdiscretion in
each case. The Summary Compensation Table thai®khis report includes the management incentorelb
awarded to each of the Company’s named executfieers for fiscal 2005.

For fiscal 2005, Mr. Goldner, Mr. Hassenfeld and M#filson were awarded management incentive boninses
the amount of $800,000, $107,200 and $290,000eotisely. The Company’s performance in 2005 represk
approximately 107% achievement of the corporatéopmance goals under the Annual Performance Plaa. T
weighted achievement of all target corporate objest U.S. Toy segment objectives and objectiveb@bther
areas of the Company’s business overseen by Mdr@oin 2005 was approximately 128%. The weighted
achievement of all target corporate objectives, E&asegment objectives and objectives of the otfeasaof the
Company’s business overseen by Mr. Wilson was aqpiately 66%.

With respect to executive officers other than Meriécchia, Mr. Bifulco, Mr. Goldner, Mr. Hassenfeldd
Mr. Wilson, target bonuses in fiscal 2005 were deteed pursuant to the Company’s 2005 Managemeeniive
Plan (MIP). The same corporate performance crigmhtargets that were used under the Annual Resioce Plan
were used under the MIP for fiscal 2005. The bosuseler the MIP for the remaining executive officel of
whom are deemed to have corporate-wide resporgibilere based 100% on corporate performance, suith
corporate performance representing approximateli¥d chievement of the performance targets. Inaaiés, the
bonuses earned under the MIP could be subjecftstatent downward to as low as 0% and upward tactof of
up to an additional 50%, based on individual pen@amnce against specified individual management tilbgEscunder
the MIP. In all cases, the bonuses for performamoker the MIP were reviewed by the Committee andsaed to
reflect the individual performance of the execufivguestion.

Long-Term I ncentive Strategy and Equity Awards

In fiscal 2005, and in the years prior to 2005, @empany has employed stock options as its prirfaang of
long-term equity compensation for executive officand other eligible employees. The Company has onl
infrequently used restricted stock and deferrettiotsd stock units as a reward and retention maisha No
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restricted stock or deferred restricted stock grants were made to the Compangkecutive officers in fiscal 200

In fiscal 2005, non-qualified stock options werarged to all of the Company’s executive officersspiant to
the Company’s employee stock option plans. Thetgranthe Company’s named executive officers ins2ax@
reflected in the Option Grants in Last Fiscal Yedule that follows this report. The Committee geahindividual
options to executive officers in order to provideiacentive to motivate and retain those individuater a period of
years who are important to the Comg’s future success. Stock options are designedda #ie interests of
executives with those of shareholders by providirgcutives with a benefit from price appreciationie Common
Stock after the date of grant. In establishingrthmber of shares covered by the option grants rathe
Company’s individual executive officers, the Contadtreviewed market data with respect to equitypemsation
levels at comparable and competitive companieddatetmined grant levels which it believed compeststhese
individuals for stock price appreciation in a mano@nmensurate with their duties and potential wouations to the
performance of the Company and its stock. Stoclonptgranted under this program generally vest altyhaver th
three-year period following the date of grant. éfitions granted in fiscal 2005 were granted witlea@rcise price
equal to the fair market value of the Common Starckhe date of grant.

The Committee is currently in the process of deteimy its equity compensation program for fiscaD&@nd a
part of that process is considering whether the @om will begin to employ other vehicles as a maigaificant
component of overall long-term compensation, witbaesponding reduction in the use of stock ogtidrne
Committee is reevaluating the Company’s currengitarm compensation strategy in light of a number o
developments, including the mandatory expensirgiaifk options which is effective for the Compangibaing in
fiscal 2006, and the increasing use of restrictedksand performance awards in executive compeansati

Employee Benefits

In addition to receipt of salary, management ineernbonuses and equity compensation, the Compaoffiter:
also participate in certain employee benefit progg@rovided by the Company. Executive officersipguate in the
Company’s Pension Plan, which is described on pagdkrough 26 of this proxy statement, and catigipate in
the Company'’s 401(k) Retirement Savings Plan (tRetent Plan”) and the Supplemental Benefit Plan
(“Supplemental Plan”). To the extent that the Conmymmatching contribution exceeds certain limplicable to
the Retirement Plan, which are determined purstaetiie Code, the excess is allocated to the execafficer’s
account under the Supplemental Plan. The Supplain@elan is intended to provide a competitive berfefi
executive officers whose employer-provided retiratrntributions would otherwise be limited. Theaamt of the
Company’s matching contribution to the named exeeudfficers under both the Retirement Plan and the
Supplemental Plan is included in the “All Other Gmnsation” column of the Summary Compensation Ttize
follows this report.

The executive officers of the Company are eligiblelife insurance benefits on the terms applicabléhe
Company’s other employees. In addition, Mr. Verhgéa@and Mr. Hassenfeld are provided with execuifee
insurance. The cost of the Company’s premiumsxtecetive life insurance programs for the named etiee
officers is included in the “All Other Compensati@olumn of the Summary Compensation Table.

The executive officers participate in the same weddind dental benefit plans as are provided t€Camapanys
other employees.

Executive officers are also eligible to participate¢he Company’s Nonqualified Deferred CompensaBtan,
which is available to all of the Compasyemployees who are in band 40 (director leve§bmve. The Nonqualifie
Deferred Compensation Plan allows participantseferdcompensation into various hypothetical investm
vehicles, the performance of which determines ¢iern on compensation deferred under the plannBate
investment choices include the Company’s CommounkStas well as other equity indices. Earnings on
compensation deferred by the executive officeraatoexceed the market returns on the relevant imessts and ai
the same as the returns earned by other non-exeafficer employees deferring compensation intodpplicable
investment vehicles.
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The Company reimburses designated executive offiterthe cost of certain tax and financial plaignéervice
they obtain from third parties provided that suokts are within the limits established by the Conyp&he cost to
the Company for this reimbursement to the namedwgie officers is included in the “Other Annual
Compensation” column of the Summary Compensatidiela

2005 Compensation of the Chief Executive Officer

Mr. Verrecchia served as the Company’s Chief Exeeudfficer throughout fiscal 2005. Mr. Verrecchia’
annualized base salary was increased from $77&240,000,000 effective upon his promotion to Cligécutive
Officer of the Company in May 2003. Mr. Verrecclsidase salary has not been increased since theat tim
Mr. Verrecchia received a management incentive bdoufiscal 2005 amounting to $1,500,000. The Canys
performance in 2005 represented approximately 1@@itevement of the corporate performance goalgregr the
Annual Performance Plan, which is the plan undeckMr. Verrecchia’s management incentive bonus is
determined. The Committee set Mr. Verrecchia’s lzadary and management incentive bonus award s 20a
level it believed appropriately and competitivebngpensated Mr. Verrecchia in respect to his respibitiss,
experience, performance and contributions to th@@my and its shareholders.

In fiscal 2005, Mr. Verrecchia was granted an aptm purchase 280,000 shares of Common Stock.oftisn
was granted with an exercise price equal to th&etgrice of the Common Stock on the date of gasak vests in
three equal installments over the three-year pdathawing the date of grant. The Committee belieteat the
option granted in fiscal 2005 provides an apprdpriacentive to Mr. Verrecchia to improve the Comga future
performance, further aligns Mr. Verrecchia’s instsewith those of the Company’s shareholders ainly fa
compensates Mr. Verrecchia for his work for the @any and its shareholders and his contributiortkedong-
term value of the Company to its shareholders.

All compensation decisions regarding Mr. Verrecalie@e made by the Committee, without the partidgmadf
Mr. Verrecchia or any other executive officerstod Company, and were reviewed and approved by ¢thep@ny’s
Board of Directors.

Change of Control and Employment Agreements

Certain of the Company’s executive officers, indghgdall five of the Company’s named executive ddficfor
fiscal 2005, are party to Change in Control Agreetaevith the Company. However, now that they hatiad as
employees of the Company, the agreements entei@tyrMr. Hassenfeld and Mr. Wilson are no longeemative.
In addition, Mr. Verrecchia and Mr. Goldner aretgdo additional agreements with the Company goweytheir
employment and providing certain post-terminatiendfits and payments. Mr. Hassenfeld entered imto a
agreement with the Company in 2005 which governgdransition to non-employee Chairman of the Board
beginning in 2006. All of these agreements are ritest under the caption “Change of Control and Exyplent
Agreements” that follows this report. The Commitéeghorizes the Company to enter into Change otrGbor
other employment related agreements in situatidnesrevthe Committee feels doing so is hecessalcruit
and/or retain the most talented executives anddaigie optimal incentive to the executive in quastio work to
maximize the performance of the Company and thatiore of long-term value for the Company’s shardbas.

Report issued by Frank J. Biondi, Jr. (Chair), JslckConnors, Jr. and E. Gordon Gee as the memli¢hng o
Compensation and Stock Option Committee of the @o&Directors as of the 2005 fiscal year end.
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EXECUTIVE COMPENSATION

The following table summarizes compensation paitheyCompany for services rendered during fisc8520
2004 and 2003 by the Chief Executive Officer of @mmpany and the four most highly compensated éixe&cu
officers of the Company in fiscal 2005 other thha €hief Executive Officer.

Summary Compensation Table

Annual Compensation Long-term Compensation
Other Restricted Securities
Annual Stock  Underlying All Other
Name and Principal Positior Year Salary(a) Bonus(a) Compensation(b Awards(c) Options Compensation(d
Alan G. Hassenfel 200t $1,000,001 $ 107,20( $ 52,50¢ 0 70,00C $ 112,12
Chairmar 200<¢ 1,038,46. 815,00( 3,90z 0 225,00¢( 179,33:
200: 1,003,97. 1,896,63. 16,46¢ 0 200,00( 118,36!
Alfred J. Verrecchic 200t 1,000,00¢ 1,500,001 0 0 280,00¢( 111,43¢
President and Chit 200<¢ 1,038,46. 815,00t 0 0 450,00¢( 178,61
Executive Officer(e 200z 907,88t 1,996,17! 10,29¢ 0 425,00( 99,30¢
Brian Goldnel 200t 700,00( 800,00( 2,19t 0 90,00( 65,91
Chief Operating Officer(f 200¢  722,30¢  300,00( 0 0 225,00( 69,77¢
200¢ 550,00( 736,26( 1,35( 0 75,00( 60,00(
E. David Wilson 200t 585,00( 290,00 1,05¢ 0 75,00( 57,00(
Formerly President, Gam 2004 607,50( 365,00( 1,04¢ 0 225,00( 78,37¢
Segment and Executi 200z 585,00 698,79: 94t 0 75,00( 56,10(
Vice President Global Business
Integration(g)
David D.R. Hargreave 200t 475,00( 350,00t 5,00(¢ 0 45,00( 43,80(
Senior Vice Presidei 2004  493,26¢  255,00( 6,00(¢ 0 165,00( 61,09¢
and Chief Financial Office 200¢ 457,58t 575,00( 5,00(¢ 0 50,00( 45,66¢

(@) Includes amounts deferred pursuant to the Compd®gtsement Savings Plan (the “Retirement Plan) an
Nonqualified Deferred Compensation Plan (‘ Deferred Compensation P").

(b) Fiscal 2003 was the last year in which the Companyided an automobile allowance to its executifficers.
No officers received an automobile allowance iodl2004 or 2005. Includes the following amountgoliwere
included in 2003 taxable income, respectively gach named individual in connection with a progrinereby
a leased automobile, or an automobile allowancs,pwavided to the executive by the Company: $3865
Mr. Hassenfeld and $4,796 for Mr. Verrecct

Includes the amounts set forth in the followingli¢ghaid by the Company and included in 2005, 2042003
taxable income, respectively, for each named ekexofficer in connection with a program wherebytam
financial planning and tax preparation servicewig@d to the individual are paid for by the Compe

2005 2004 2003

Alan G. Hassenfel $46,09¢ $3,902 $12,50(
Alfred J. Verrecchiz 0 0 5,50(
Brian Goldnel 2,19 0 1,35(
E. David Wilson 1,05k 1,04¢ 94kt
David D.R. Hargreave 5,00( 6,00(C 5,00(

Mr. Hassenfeld receives certain limited assistdram the Company’s finance, treasury and payroll
departments related to personal matters. Thattassesis provided at no incremental cost to the @amyg.

(c) No restricted stock or deferred restricted stodksumere granted to any of the named executiveef§ during
fiscal 2003, 2004 or 200

The number and market value of deferred restristedk units held by Mr. Verrecchia at DecemberZtf)5
(based upon the closing stock price of $20.36 ocebder 23, 2005) were: 30,829 and $627,678. Uindeet
restricted stock units restricted shares are dedmbd held in a deferred compensation accountnthee
Compan’s 1997 Employee N«Qualified Stock Plan. The equivalent of cash dimiie on said units a
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deemed to be paid to Mr. Verrecchia’'s account utlieDeferred Compensation Plan. To the extent that
delivery of the actual shares to Mr. Verrecchigmaftesting would constitute income as to whichGoepany
would be denied a deduction under Section 162(ntheinternal Revenue Code, as amended (the “Cdalde”)
affected number of units will continue to be deerttede held in Mr. Verrecchia’s deferred compermsati
account. Mr. Verrecchia does not have any votiggts with respect to these restricted stock u

None of the other named executive officers heldrasyricted stock or deferred restricted stocksuag of the
end of fiscal 200&

(d) Includes the individual’s pro-rata share of the @amy’s matching contribution to the savings accairgach
individual under the Retirement Plan and the ComisaBupplemental Benefit Retirement Plan (the
“Supplemental PI¢"), such amounts being set forth in the following ta

2005 2004 2003
Alan G. Hassenfel $108,90( $176,10¢ $115,13¢
Alfred J. Verrecchiz $108,90( 176,07¢ 96,77:
Brian Goldnel $ 65,91 69,77t 60,00(
E. David Wilson $ 57,00( 78,37¢ 56,10(
David D.R. Hargreave $ 43,80( 61,09¢ 45,66¢

These amounts are in part contributed to the iddaf's account in the Retirement Plan and, to #terg in
excess of certain Code maximums, deemed allocatdeb tindividug's account in the Supplemental PI

Also includes the following premiums paid by then@many for individual life insurance policies for
Messrs. Hassenfeld and Verrecchia in fiscal 200842and 2003 respectively, for Mr. Hassenfeld $8,22
$3,227 and $3,227, and for Mr. Verrecchia $2,526536 and $2,53¢

Does not include the amounts set forth in the foilhg table which were earned by the executives on
compensation previously deferred by them undebtferred Compensation Plan. Earnings on compemsatio
deferred by the executive officers do not exceedniarket returns on the relevant investme

2005 2004 2003
Alan G. Hassenfel $ 17,55¢ $ 16,06¢ $ 1,38¢
Alfred J. Verrecchiz 94,73( 106,23 233,67
Brian Goldnel 28,92:¢ 44,79¢ 81,15¢
E. David Wilson 9,43¢ 12,30 1,99
David D.R. Hargreave 114,47¢ 155,23t 249,21¢

(e) Mr. Verrecchia, formerly President, Chief Operatfficer and Chief Financial Officer, was appointed
President and Chief Operating Officer in 2001 arekiélent and Chief Executive Officer in 20!

(H Mr. Goldner, formerly Senior Vice President and &ahManager, U.S. Toys, was appointed President,
U.S. Toys in 2001, President, U.S. Toy Segmend®B2and Chief Operating Officer in 20(

(g) Mr. Wilson, formerly Senior Vice President and $ed¢iead, Games, was elected President, Games ind2@D
President, Games Segment and Executive Vice Prasglebal Business Integration in 2004. Mr. Wilgetired
from the Company effective January 31, 2C

(h) Mr. Hargreaves, formerly Senior Vice President Braguty Chief Financial Officer, was elected SeNare
President and Chief Financial Officer in 20

* % %
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The following table sets forth certain informatiggarding stock option grants in fiscal 2005 toittdividuals
named above.

Option Grants in Last Fiscal Year

Grant Date
Individual Grants Value(a)
% of Total
Number of Options
Securities Granted to
Underlying Employee:  Exercise
Options In Fiscal Price Per Expiration Grant Date
Name Granted Year Share Date Present Value
Alan G. Hassenfel 50,00((b) 1.7 $ 2057 5/18/201: $ 296,00(
20,00((b) 0.7 $20.35¢ 6/14/201. $ 118,20(
Alfred J. Verrecchi: 280,00((b) 9. $ 20.57 5/18/201: $1,657,60!
Brian Goldnel 90,00((b) 3.1 $ 2057 5/18/201: $ 532,80(
E. David Wilson 75,00((b) 2.t $ 20.57 5/18/201: $ 444,00(
David D.R. Hargreave 45,00((b) 15 $ 2057 5/18/201: $ 266,40(

(a) The Grant Date Present Values were determined tisengtandard application of the Black-Scholesaopti
pricing methodology using the following weightedeaage assumptions: volatility 30.11%, dividend ¢fi&l75%
and a risk free interest rate of 3.84% based owoptiens being outstanding for approximately fiwags. The
Grant Date Present Values do not take into acaaskfactors such as non-transferability and linoits
exercisability. In assessing the Grant Date Prégahtes indicated in the above table, it shouldkéyet in mind
that no matter what theoretical value is place@moption on the date of grant, the ultimate vali#he option
is dependent on the market value of the CommonkStba future date, and the extent if any, by wisiabh
market value exceeds the exercise price on thead&eercise

(b) These options are non-qualified, were grantediabhfarket value on the date of grant, and vestjua¢ annual
installments over three years (with the vestingsl#eing December 25, 2005, May 19, 2007 and Mag0d@8)
All options become fully vested in the event of tiheaisability or retirement at the optionee’s natmetirement
date and are exercisable for a period of one year the date of such disability or retirement,rothie case of
death, from the appointment and qualification & ¢éxecutor, administrator or trustee for the op@s estate.
An optionee taking early retirement may, underaiartircumstances, exercise all or a portion ofdpons
unvested at his or her early retirement date andewrarcise such options for three months or suebdo period
as the Compensation and Stock Option Committeeappyove. Unless otherwise approved by the
Compensation Committee in its discretion, upon teation of employment for any other reason, onljiays
vested at the date of the termination may be esedciand are exercisable for a period of three Insdiotlowing
termination.

All of these awards were granted pursuant to tli8Ztock Incentive Performance Plan (the “2003'Blan
Upon a Change of Control, as defined in the 20@8 Rill options become immediately exercisablewitidbe
canceled in exchange for payment in the amouritefitfference between the highest price paid fehare of
Common Stock in the transaction or series of tretim@s pursuant to which the Change of Controlldieale
occurred or, if higher, the highest reported splee of a share of Common Stock during the sixdy-geriod
immediately preceding the date of the Change oft©grand the exercise price of such options. Paigment
will be made in cash or shares of Common Stoclk, @ymbination thereof, in the discretion of the
Compensation Committee. Participants may exergs$ierss and satisfy tax withholding liabilities bgyments
in cash or by delivery of Common Stock with a vadwgial to the exercise price and the tax withhgldin
liability. In addition, participants may instrudte Company to withhold shares issuable upon exerncis
satisfaction of tax withholding liability

*kk
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The following table sets forth as to each of theed individuals: (a) information with respect tciop
exercises during the fiscal year ended Decembe2@®, (b) the number of exercisable and unexdslgsaptions
held on December 25, 2005, the last day of the Gmyip 2005 fiscal year; and (c) the value of sugtioms at
December 25, 2005 (based on the closing priceeo€bmmon Stock of $20.36 on December 23, 2005).nlinebe
of options set forth below correspond to the nundfeshares to which the options relate.

Aggregated Option Exercises in Last Fiscal Year an#iscal Year End Option Values

Number of Securities

Number of Underlying Unexercised Value of Unexercisecln-the-
Shares Options at Money Options

Acquired on December 25, 2005 at December 25, 2005
Name Exercise  Value Realizec Exercisable Unexercisable Exercisable Unexercisable
Alan G. Hassenfel 225,000 $ 1,084,77¢ 1,586,66! 363,33. $4,844,060 $ 971,55
Alfred J. Verrecchii 157,50 $ 752,40¢ 1,586,16 708,33. $5,039,56¢ $1,339,73
Brian Goldnel 0% 0 574,00 295,00( $2,390,36/ $ 462,74(
E. David Wilson 193,330 $ 1,264,13  451,25( 285,000 $ 197,17 $ 462,74(
David D.R. Hargreave 03 0 423,20¢ 206,66¢ $1,609,91i $ 320,51(

* % %

Pension Plan Benefits Prior to January 1, 2000 Ameiment

The following table shows the estimated annual fiesngayable upon retirement in specified remuriena&nd
years of service classifications under the Com’s Pension Plan (the “Pension Plan”) and undeStngplemental
Plan, as such plans were in effect prior to a Janla2000 amendment to the Pension Plan.

Pension Plan Table

Average Estimated Annual Retirement Benefit by Years of Seiice Classification(2)
Compensation(1 5 10 15 20 25 30(3)
$ 800,00(¢ $ 66,66. $133,330 $200,000 $ 266,660 $ 333,331 $ 400,00(
1,200,00C 100,00( 200,00t 300,00( 400,00( 500,00( 600,00(
1,600,00( 133,330 266,66 400,00( 533,33 666,66° 800,00(
2,000,00c 166,66 333,33¢ 500,00( 666,66° 833,33 1,000,00!
2,400,00( 200,00( 400,00( 600,00( 800,00( 1,000,00i! 1,200,00!
2,800,00( 233,33: 466,66 700,00( 933,331 1,166,66 1,400,00!
3,200,00( 266,66 533,33: 800,00 1,066,66° 1,333,33. 1,600,00!
3,600,00( 300,00( 600,00( 900,00( 1,200,00! 1,500,00! 1,800,00!

(1) Covered compensation under the Pension Plan arSughiglemental Plan includes the average of salanids
bonuses paid for the five highest consecutive yéaring the ten years preceding retirement (“Averag
Compensation”). The salary and bonus informatidiected in the preceding Summary Compensation Table
shows salaries and bonuses for the years in whighdre earned, not paid. For example, under timep@oy’s
bonus plans bonuses earned for performance in@ereaye generally paid in the beginning of theofwihg
year. As such, a bonus earned for performancedalf2005 is reflected in the 2005 bonus columtiér
Summary Compensation Table. However, that bonuddagenerally be paid in the beginning of 2006 amgst
is reflected in 2006 compensation for purposesaffuting benefits under the Pension Plan and the
Supplemental Plan. In addition, to the extent camp&on earned for a given year is deferred, iysreant to the
individual will occur in future years. The aggregiaalary and bonus paid to each of the individunalsided in
the Summary Compensation Table in fiscal 2005 wasriollows: $1,815,000 for Mr. Hassenfeld; $1,808,6or
Mr. Verrecchia; $1,098,550 for Mr. Goldner; $95®d0r Mr. Wilson; and $730,000 for Mr. Hargreav
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(2) Estimated retirement benefit amounts shown are priceduction by an Internal Revenue Service degid
amount keyed to a participant’s Social Securitytement. Amounts shown are computed on the sisgbgght-
life annuity option. Commencement of benefits ptmage 65 and/or election of other payment optieitis
reduce the annual benefit amount shown. Paymenrstine Supplemental Plan, which is unfunded, ate no
subject to provisions of the Code that limit betsefinder the Pension Plan. As set forth in the albable and
subject to the foregoing, the retirement benefarathirty years of credited service is generaldgbof Average
Compensatior

(3) For purposes of determining annual benefits urfiiePension Plan and the Supplemental Plan in bihe d&dove
credited years of service cannot exceec

Pension Plan Benefits, As Amended January 1, 2000

Effective January 1, 2000, the Company amende@#msion Plan as part of an overall redesign of its
retirement programs. The January 1, 2000 amendrteetite Pension Plan implemented a number of clsange
Among the significant changes, the amendmentsa@#nsion Plan provided for a lump sum benefincaranual
benefit, both determined primarily on the basi®&\eérage Compensation and actual years of servictu@ing year
of service in excess of 30 years). Another aspettteoamendments made the benefits under the ReRtan, as
amended, portable after five years of service (eefifor vesting purposes) with the Company.

Until January 1, 2007, employees who were workorglie Company at the time of the January 1, 2000
amendment to the Pension Plan and who remain eantgly employed by the Company will receive, upon
retirement, the higher of the benefits providethiem by the Pension Plan as so amended, and tleétbatescribed
in the table above for the Pension Plan beforeaig amended. For such employees retiring on or ddiarary 1,
2007, to compute their benefits the Company detegmivhat the employee’s benefits would have bederuhe
unamended Pension Plan as of December 31, 200 Ifenefits under the unamended Pension Plangirertthar
the benefits provided for such employee under #res®n Plan as amended, the employee’s pensiofiitseare
computed by adding the benefits accrued underlthBension Plan as of December 31, 2006 to thefibeaecruec
under the Pension Plan, as amended, for periosisroice after January 1, 2007.

For employees joining the Company after JanuaB000, benefits will only be computed with respecthe
Pension Plan as amended.

The following table shows the estimated annual fiesngayable upon retirement in specified remunenaaind
years of service classifications under the Com’s Pension Plan and under the Supplemental PlRimgtanto
account the January 1, 2000 amendment to the PeR&0. While both the table above and the tablevwbeeflect
retirement benefits payable at age 65, benefitavshio the table above will be reduced for commenreenof
benefits prior to age 65. Benefits in the tablebehre unreduced for commencement of benefits @iter age 55.

Pension Plan Table

Average Estimated Annual Retirement Benefit by Years of Sesice Classification(5)
Compensation(4 5 10 15 20 25 30 35 40
$ 800,00(¢ $ 38,50 $ 77,000 $115,50( $154,00( $192,50( $ 231,000 $ 269,50( $ 308,00(
1,200,00(¢ 58,50C 117,00 175,50 234,00 292,50( 351,00( 409,50( 468,00(
1,600,00(C 78,50C 157,00 235,50( 314,00( 392,50( 471,00( 549,50( 628,00(
2,000,00( 98,50 197,00 295,50( 394,00 492,50( 591,00( 689,50( 788,00(
2,400,00( 118,50( 237,00 355,50( 474,000 592,50( 711,00( 829,50( 9438,00(
2,800,00( 138,50 277,00 415,50( 554,000 692,50( 831,00( 969,50( 1,108,001
3,200,00( 158,50( 317,00 475,50( 634,000 792,50( 951,00 1,109,501 1,268,00
3,600,00( 178,50 357,00 535,50( 714,00 892,50C 1,071,001 1,249,501 1,428,00

(4) Covered compensation under the Pension Plan arSughyglemental Plan includes the average of totatisa
and bonuses paid for the five highest consecutaes/during the ten years preceding retirementgtage
Compensation”). See footnote (1) to the precediidetfor an explanation of how salaries and bonpaéab
relate to the salaries and bonuses reflected iStimemary Compensation Tab

25




Table of Contents

(5) Amounts shown are computed on the single-life agraption. Commencement of benefits prior to age 55
and/or election of other payment options will regltite annual benefit amount shown. Payments frem th
Supplemental Plan, which is unfunded, are not stiltjethe provisions of the Code that limit bersetinder the
Pension Plar

The following table sets forth, as to the five nanraividuals, their years of credited service urttie Pension
Plan and the Supplemental Plan:

Credited Years

__of Service
Alan G. Hassenfel 37
Alfred J. Verrecchi: 40
Brian Goldner(1 6
E. David Wilson 25
David D.R. Hargreave 13

(1) Mr. Goldner was hired after January 1, 2000 artesefore only covered by the amended Pension

Mr. Hargreaves is also entitled to a defined betfiefim the Hasbro U.K. Employee Benefits Plan (tdeK.
Plan”) for his services while in the U.K., and tHasbro International Expatriate Pension Plan (Egatriate
Plan”). The single straight-life annuity benefitden the Expatriate Plan is 2% of Average Compeaoisdtir each
year of service, reduced by benefits payable fioenld.K. Plan, the Pension Plan, the Supplemengal, Rind the
annuity equivalent of benefits attributable to ghir qualified and nonqualified (a) Profit ShariRtans and (b), for
periods after 2000, the Retirement Plan. Expatkdae benefits are also reduced by the Social 8ga@antitlement
described above. Commencement of benefits prinotmal retirement at age 65 and other payment aptiall
reduce benefits under both the U.K. Plan and thmaibate Plan. After 2006, accruals under the HigtatPlan are
calculated based on the post-2000 Pension Plasapplemental Plan provisions. The annual singlagit-life
annuity benefit earned by Mr. Hargreaves undetdhé Plan as of July 24, 1992, the date his paétion in the
U.K. Plan ceased, is 9,617 pounds. This amourtjissted each year for inflation.

Change of Control and Employment Agreements

The following are summaries of the Company’s chawfgsontrol and employment agreements with the mhme
executive officers included in the preceding talsled are therefore not complete. We have filedh tine case of
Mr. Goldner’s Employment Agreement we will file,ies of the forms of the agreements with the S&earand
Exchange Commission.

Change of Control Agreements. Certain of the Company’s executive officers, urdthg each of Alfred J.
Verrecchia, Brian Goldner and David D.R. Hargrea@es parties to employment agreements, as amétited
“Change of Control Agreements”) with the CompaneThange of Control Agreements come into effelt on
upon a “Change of Control,” as defined therein, emtinue for three years after such date (the ‘leympent
Period”). If, during the Employment Period, an extae’'s employment with the Company is involuntaril
terminated other than for “Cause,” the executivenstled to the executive’s (a) average annuargdbr the five
years preceding the Change of Control (or sucketassmber of actual years employed) plus (b) tleatgr of
(x) the target bonus during the year of terminatiod (y) the average annual bonus for the fives/pegceding the
Change of Control (or such lesser number of agteafts employed), in each case multiplied by thoeenultiplied
by two if the special bonus described in the follgvsentence has already been paid). In additidhgiexecutive
remains employed through the first anniversarhef@€hange in Control the executive will receivpecsl bonus
equal to one year’s salary and bonus, computed tbanfive-year look back period described in thersentence.

If the executive’'s employment is involuntarily témated other than for “Causéuring the Employment Peric
the executive would also be entitled to an amoqguogkto the shortfall between the actuarial benfitable to the
executive under the Company’s retirement plansraswat of the early termination and the amountekecutive
would have received if the executive had continmettie employ of the Company for the remaindethef t
Employment Period. In addition, the executive draldéxecutive’s family would be entitled to the éouation of
medical, welfare, life insurance, disability antiert benefits for at least the remainder of the Eyplent Period. If
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the executive is subject to the payment of ex@saihder Section 4999 of the Code, the Companypaill such
executive an additional amount so as to place xbeuwtive in the same after-tax position such exeewvrould have
been in had such excise tax not applied.

In addition, the Change of Control Agreements peamiexecutive to terminate the executiveimployment fo
“Good Reason” at any time or for any reason duarf-day period immediately following the first ararsary of
the Change of Control and receive the above-de=tiskeverance benefits. “Good Reason” includes ditiin of
the executive’s responsibilities or compensatiefgaation or purported termination otherwise thamegpressly
permitted by the Change of Control Agreements. Widetain circumstances, certain payments by thegamy
pursuant to the Change of Control Agreements mapaaeductible for federal income tax purposesyoamt to
Section 280G of the Code.

A “Change of Control” is defined as the occurrenteertain events, including acquisition by a thpatty of
20% or more of the Company’s outstanding votingig&es, a change in the majority of the Board,stonmation
of a reorganization, merger, consolidation, sulithasset sale involving, or shareholder appro¥a liquidation o
dissolution of, the Company subject, in each ceseertain exceptions. “Cause” is defined, for usgs of the
Agreements, as demonstrably willful or deliberatdations of the executive’s responsibilities whate committed
in bad faith or without reasonable belief that suidtations are in the best interests of the Compuarhich are
unremedied after notice, or conviction of the exiseuof a felony involving moral turpitude.

Employment Agreements and Arrangements.

Post-Employment Agreement with Alfred J. Verrecchia. The Company and Mr. Verrecchia entered into d-Pos
Employment Agreement, effective as of March 10,£08e “Post-Employment Agreement”). Under the Post
Employment Agreement, if Mr. Verrecchia’'s employmisnterminated by the Company without “Cause” pr b
Mr. Verrecchia for “Good Reason”, then the Compahall pay Mr. Verrecchia severance pay of up teghrears’
annual base salary and bonus, contingent on Mreehia executing a severance and settlement agreéethMr.
Verrecchia’s employment is terminated by the Comgpaithout Cause or by Mr. Verrecchia with Good Reas
(i) on or before September 1, 2006, Mr. Verrecéhialigible to receive severance pay equal toythsix
(36) months’ base salary and monthly bonus, (tgradeptember 1, 2006, but before March 1, 2008 Mdrrecchia
is eligible to receive severance pay of monthlyebgsary and monthly bonus for the number of mowthish is
equal to thirtysix (36) less the number of whole months for whitth Verrecchia is employed by the Company ¢
September 1, 2006 and (iii) after March 1, 2008, Warrecchia is eligible to receive severance dfapanthly base
salary and monthly bonus for eighteen (18) morifHdr. Verrecchia’s employment is terminated by thempany
without Cause and at the time of such terminati@nG@ompany has in place a severance plan of gesygatability
for which Mr. Verrecchia is eligible, Mr. Verrecehwill be entitled to the greater of the benefifeied under this
general severance plan and those offered undétasieEmployment Agreement. Finally, if Mr. Verreixh
employment is terminated by mutual agreement obmpany and Mr. Verrecchia because of a familyiozéd
emergency or other reason beyond Mr. Verrecchiardgrol which results in him being unable to workbacause of
a disability (as defined), then in each case Mrr&techia is entitled to eighteen (18) months of thiynbase salary
and bonus.

For purposes of the Post-Employment Agreement, hiypbiase salary is equal to the annual base sphdyto
Mr. Verrecchia for the fifty-two (52) weeks immetity preceding the week of his termination, dividsdtwelve
(12). The monthly bonus shall equal the annuaktiabgnus for Mr. Verrecchia for the year in whigk @mploymer
is terminated, divided by twelve (12). Mr. Verreizls also entitled to continuation of medical, @d¢mand certain
other benefits during the period in which he isieing severance pay under the Post-Employmentekgeat.
However, in the event of a Change in Control, thedjits payable under the Post-Employment Agreemsent
reduced by the amount of any benefits received hyMdrrecchia under the Change of Control Agreesent
described above.

The Post-Employment Agreement also provides Mrrétamhia with certain enhanced retirement benefits.
Unless Mr. Verrecchia’s employment is terminatedhsy Company for Cause, he shall receive annuigyngats in
monthly installments following the termination détemployment for the remainder of his life in amaal amount
equal to 1.5% of his Final Average Pay (as defimadltiplied by Mr. Verrecchia’'s years of servicethvthe
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Company, but not to exceed 60% of Final Average Phg enhanced retirement benefit is also redugetido
benefits provided to Mr. Verrecchia by the Pend$am and Supplemental Benefit Plan. If Mr. Verreah
employment terminates due to his death, his spisusatitled to the actuarial equivalent of the evdeal retirement
benefits described above.

For purposes of the Post-Employment Agreement “GReason” means a material demotion of Mr. Verrechi
or a material reduction in Mr. Verrecchia’s baskseor target bonus, unless such reduction istdwiegenerally
applicable reduction in the compensation of the fgamy’s senior executives. “Cause” means materilairéaby
Mr. Verrecchia to perform his duties which is uneatied after notice, misconduct materially and destraivly
injurious to the Company, conviction of a felonyfiaud or embezzlement of Company assets. Notwitlainhg the
foregoing, during the three-year period followin@hange of Control, as defined in the Change oft@bn
Agreements, Cause shall have the meaning setifottie Change in Control Agreements.

The Post-Employment Agreement contains certain-@agtloyment restrictions on Mr. Verrecchia, inchagli
an eighteen (18) month non-competition agreemethipanivisions protecting the Company’s confidential
information.

Employment Agreement with Brian Goldner. On January 20, 2006, the Company entered intenaployment
Agreement (the “Employment Agreement”) with Brianl@er, the Company’s then newly-appointed Chief
Operating Officer. Under the Employment Agreeméfrt, Goldner agreed to serve as the Company’s Chief
Operating Officer, reporting to the Company’s Riesii and Chief Executive Officer. The Employmentéenent
has an initial three-year term expiring January20®9. Thereafter the Employment Agreement is aatmally
extended for additional one-year terms unless eftleeCompany or Mr. Goldner provide notice of ifent not to
renew at least 180 days prior to the expiratiothefthen current term.

Under the Employment Agreement, for that portio2@D6 occurring after the date of the Employment
Agreement, Mr. Goldner will receive an annualizegd salary of $800,000 and will be eligible to reea
management incentive plan bonus based on a targagtdyfive percent (85%) of his earned base salary. Begg
in 2007 and thereafter, the Employment Agreemen¥iges that Mr. Goldner’s base salary and targaubavill be
reviewed in accordance with the Company’s compésablicies for senior executives and will be adgd to the
extent, if any, deemed appropriate by the Comparsanhd Stock Option Committee of the Company’sraas
Directors.

Pursuant to the Employment Agreement, Mr. Goldnas granted 20,000 shares of restricted stock on
January 20, 2006. These shares will vest in ortaliment on January 20, 2009, provided that Mr.dBel remains
employed with the Company through that date. Tlageshare subject to earlier vesting in certairasitns, such as
a change in control of the Company or upon therdeaMr. Goldner.

The Employment Agreement provides that Mr. Goldmirparticipate in the Company’s long-term inceseti
program in the same manner as other senior exesyivovided that his target award shall be secahdto that of
the Chief Executive Officer. Mr. Goldner will alparticipate in the Company’s other benefit programder the
terms which are extended to senior executives.

In the event that Mr. Goldner’'s employment is teratéd: (A) by the Company for “Cause”, or at hiscébn
for other than “Good Reason”, the Company will pry Goldner the compensation and benefits otherpésable
to him through the last day of his actual employm@) due to Mr. Goldner’s death or Disability (@sfined in the
Employment Agreement) the Company will pay to Maldher or his estate the compensation which would
otherwise have been payable to him up to the erldeofonth in which the termination occurs andi{Z}he
Company without Cause, or by Mr. Goldner for GoahBon, and provided that Mr. Goldner complies with
terms of the Company’s severance policy, then Midd@er will be entitled to severance benefits foo tyears
pursuant to the Company’s severance plan, paynfentazget bonus for each of the two fiscal yealtowing the
year of termination, and all of his unvested stopkons, restricted stock and other equity awartiSully vest. The
Company’s severance plan includes the payments# balary and continuation of benefits during theegance
period. If Mr. Goldner begins permissible alternameployment during the severance period and nstifie
Company of such employment, he will receive inrapusum 50% of any remaining salary payments due as
severance under the Employment Agreement.
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For purposes of the Employment Agreement “Causell fie deemed to exist upon (a) Mr. Goldner’s mater
failure to perform: (i) Mr. Goldner’s assigned digtifor the Company; or (ii) Mr. Goldner’s obligat®under the
Employment Agreement; (b) conduct of Mr. Goldneralving fraud, gross negligence or willful miscordior
other action which damages the reputation of the@my; (c) Mr. Goldner’s indictment for or convimti of, or the
entry of a pleading of guilty or nolo contendereNdyy Goldner to, any crime involving moral turpigidr any
felony; (d) Mr. Goldner’s fraud, embezzlement dnastintentional misappropriation from the Compamy;

(e) Mr. Goldners material breach of any material policies, rulesegulations of employment which may be ado
or amended from time to time by the Company. “GBedson” means: (a) a material reduction in Mr. Getts
base salary or target bonus, without his conseéss such reduction is due to a generally apdicauluction in
the compensation of senior executives in 2007ter lar (b) an organizational change in which Moldher no
longer reports directly to Alfred J. VerrecchiaGisief Executive Officer.

The Employment Agreement contains certain post-eympént restrictions on Mr. Goldner, including a two
year no-competition agreement. The Agreement does notfinddti. Goldner’s existing Change in Control
Agreement with the Company, dated March 18, 200thé event of a Change in Control (as definethén@hange
in Control Agreement) the benefits payable purstatite Employment Agreement will be reduced by any
severance benefits payable under the Change i@ dwreement.

Chairmanship Agreement with Alan G. Hassenfeld. Effective on August 30, 2005 the Company enténtaa
Chairmanship Agreement (the “Chairmanship Agreefavith Alan G. Hassenfeld. The Chairmanship Agree
provided for Mr. Hassenfeld’s transition from anmayee Chairman of the Board to a non-employee i@Gtan of
the Board. Pursuant to the Chairmanship AgreenhntiHassenfeld continued to serve as an employesri@an of
the Company until December 31, 2005 (the “Trangifbate”). During this period, Mr. Hassenfeld conga to
receive his current salary ($1,000,000 annualizaed)other employee benefits. Mr. Hassenfeld alswneed
eligible to receive a management bonus for 200% sach bonus award being made in accordance wéth th
applicable bonus plan and subject to the negats@eation of the Company’s Compensation and Stogtia@
Committee.

On the Transition Date, Mr. Hassenfeld ceased tarbemployee of the Company and his employee salary
bonus and other employee benefits ceased as walided that Mr. Hassenfeld retained all of histedsetirement
benefits provided under the Company’s retiremeang| as well as all other retirement benefits galyemade
available to retired employees under other plaaspgagrams of the Company. Following the Transitiate,

Mr. Hassenfeld will serve as the non-employee @hair of the Board for an initial three-year termibaig
January 1, 2006 and ending on December 31, 2068 @hairmanship Period”). Thereafter, Mr. Hasseatitel
Chairmanship Agreement is subject to renewal falitamhal one-year periods unless he or the Boaodige notice
of the intent not to renew at least six monthsmidathe end of the then current term. Mr. Hasddifeontinued
service as the non-employee Chairman of the Bodtde&vcontingent upon his annual reelection toBoard of
Directors by the Company’s shareholders.

During the Chairmanship Period, Mr. Hassenfeldlgtralvide leadership to the Board by, among othergs,
working with the Chief Executive Officer, the Prdisig Director and the Corporate Secretary to setr@calendars,
determine agendas for Board meetings, ensure pfiopeof information to Board members, facilitatifestive
operation of the Board and its Committees, helpnaie Board succession planning and the recruitaueht
orientation of new directors, address issues @fotlir performance, assist in consideration and @adoption of th
Company’s strategic plan and annual operating pkamg help promote senior management successionipéa In
addition, the Chairman will assist the Company’se€Executive Officer by advising on Board-relaissues,
helping to develop programs and actions to reirgfaéhe Company’s core values, providing leadershiphé
development of the Company’s corporate social nesipdity strategy, acting as a Company spokespeosoissues
of corporate social responsibility, and representire Company at industry conferences, as apptepria

Mr. Hassenfeld will receive a retainer during theamanship Period of $300,000 per year (the “Ghairship
Retainer”) and will be eligible to receive Boardeting fees, equity grants and such other benefitslding the
general non-employee Board retainer, which Mr. Eagsdd will not receive) as may be provided fromeito time
to the other non-employee members of the Compayasd of Directors. During the
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Chairmanship Period, Mr. Hassenfeld will also bevited with an office, support services and expense
reimbursement pursuant to an agreed budget.

As of the Transition Date, Mr. Hassenfeld becangil#é to begin receiving a retirement pension Bigne
payable in regular monthly installments duringfeisiaining lifetime. This annual pension benefipmssed as a
single-life annuity, is $814,500 a year until Mras$enfeld reaches the age of 65. Thereafter, theahpension
benefit is $796,800. These pension benefit paymeoksde all pension benefits previously accruedvry
Hassenfeld as an employee of the Company. In teete@f Mr. Hassenfeld' death, the pension benefits describe
the preceding sentences would be payable in aaraity equivalent joint and survivor form to Mradsenfeld’s
spouse. In addition, by virtue of his ongoing seevas Chairman of the Board, Mr. Hassenfeld's antihg stock
options will continue to vest, in accordance wiibit terms, during the time that Mr. Hassenfeldsgras a non-
employee Chairman.

In the event that Mr. Hassenfeld's service as agmployee Chairman ends due to his resignatiorthdea
disability, or failure to be reelected to the Bohydthe Company’s shareholders, or in the everttteaCompany
terminates Mr. Hassenfeld’s service as ChairmarCtorse (as defined in the Chairmanship Agreement),

Mr. Hassenfeld's compensation as a non-employedri@aa, including the Chairmanship Retainer and any
additional compensation provided to non-employeeatiors, would cease immediately. If Mr. Hasseriéedervice
as Chairman is terminated by the Company withowis€aluring the Chairmanship Period, Mr. Hassenfeldld be
entitled to receive the Chairmanship Retainer pkeyfly the remaining time of the Chairmanship Perio the case
of termination resulting from disability, failure be reelected, or without Cause by the CompanyHdssenfeld
would continue to receive his retirement benefésalibed above as well.

The Chairmanship Agreement contains certain postir@tanship restrictions on Mr. Hassenfeld, inclgdin
two-year non-competition agreement and provisiansggting the Company’s confidential information.

Retirement of E. David Wilson. In connection with Mr. Wilson’s retirement effee on January 31, 2006, the
Company vested all of Mr. Wilson’s unvested stopkians and provided that Mr. Wilson’s stock optiarith an
exercise price of $20.57 per share or higher withain exercisable through the original expiratiated for such
options. Mr. Wilson executed a two-year non-contjgetiagreement with the Company in connection Wittse
actions.

Compensation Committee Interlocks and Insider Parttipation

The members of the Compensation and Stock Optionritiee of the Board as of the 2005 fiscal year end
were Frank J. Biondi, Jr. (Chair), Jack M. Conndrsand E. Gordon Gee. None of the members of the
Compensation and Stock Option Committee durin@fi2005 had at any time been an officer or empl@fd¢be
Company or of any of its subsidiaries. No executifficer of the Company served as a member of dmepensatiol
committee or board of directors of any other entityich had an executive officer serving as a mernobéne
Company’s Board or Compensation and Stock Optiomi@ittee during fiscal 2005.
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EQUITY COMPENSATION PLANS

The following table summarizes information, as @cBmber 25, 2005, relating to equity compensatianspof
the Company pursuant to which grants of optiorstriced stock, restricted stock units or othehtsgto acquire
shares may be granted from time to time.

Equity Compensation Plan Information

Number of Securities
Remaining Available For

Number of Securities Future Issuance Under
to be Issued Upor Weighted-Average Equity Compensation
Exercise of Outstanding Exercise Price of Plans (Excluding
Options, Warrants Outstanding Options Securities Reflected
and Rights Warrants and Rights in Column(a))
Plan Categon (a) 0)3) (©)
Equity compensation plans approved by
shareholders(1 12,779,82(4) $ 19.31 5,204,98((5)
Equity compensation plans not approved by
shareholders(z 7,703,65/(6) 18.61 0(7)
Total 20,483,48 19.0¢ 5,204,98(5)

(1) The shareholder approved plans which were in effectf December 25, 2005 were the Company’s 200&St
Incentive Performance Plan (the “2003 Equity Plath995 Stock Incentive Performance Plan (the “1P&H")
and 2003 Stock Option Plan for Non-Employee Direc{t2003 Director Plan”). However, the 1995 Plan
expired on December 31, 2005 and the 2003 Dirddtom was terminated effective as of December 30528s
such, as of January 1, 2006, the only equity corsgigon plan which remains in effect for the Companthe
2003 Equity Plan. The Company’s 1994 Stock Optitam For Non-Employee Directors (the “1994 Plan”),
which was also approved by the Company’s sharehgldes terminated effective May 14, 2003. Althongh
further awards may be made under the 1995 Plarg R@@ctor Plan or the 1994 Plan, awards outstandirdel
those plans as of the dates of their terminationticoe in effect in accordance with the terms ef éipplicable
plan.

(2) The Company’s last non-shareholder approved plamety the 1997 Employee Non-Qualified Stock Plae (t
“1997 Plan”), expired on December 31, 2002 andunthér awards may be made pursuant to the 1997 Plan
provided, however, that all awards outstanding utite 1997 Plan as of the date of its terminatiomtioued in
effect in accordance with the terms of the p

(3) The weighted average exercise price of outstanoligns, warrants and rights excludes restrictedkstinits
and performanc-based stock unit:

(4) Includes 10,000 shares issuable pursuant to ddfesstricted stock unit:

(5) Of these available shares, up to 196,499 share8,800,000 shares, respectively, could be issueestigcted
stock or deferred restricted stock under the 1986 Bnd the 2003 Pla

(6) Includes 30,829 shares issuable pursuant to ddfegzetricted stock unit:

(7) The 1997 Plan expired on December 31, 2002 andhaies remain available for future grant under plaots
approved by the shareholders. See Note (2) al

1997 Employee Non-Qualified Stock Plan

Number of Shares Subject to 1997 Plan. The 1997 Plan, prior to its termination on Decenttil, 2002,
provided for the issuance of up to 18,000,000 shaf€€ommon Stock pursuant to awards granted uheet997
Plan.

Eligibility for Participation. Any “Employee” of the Company, as the term Empleys defined in General
Instruction A to Form S-@romulgated by the Securities and Exchange Comonisgias eligible to participate in 1
1997 Plan.
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Awards. The 1997 Plan provided for the grant of: (1) mpdified stock options; (2) stock appreciatiorhti
(“SARs"); (3) stock awards, including restrictecdaimrestricted stock and deferred stock, and (gh eavards that
would constitute a “derivative security” for purgssof Rule 16b-6, as promulgated under the Seesifiikchange
Act of 1934, as amended (the “1934 Act”), if notaaded pursuant to a plan satisfying the provisafrilule 16b-3.

Terms of Options. The exercise price of stock options granted utited 997 Plan could not be less than the
fair market value of the Common Stock on the dagrant. Options granted under the 1997 Plan wereeglly

made exercisable in yearly installments over tlyeses. The terms of options granted under the F3&7 were ten
years.

Changein Control. The 1997 Plan provided that immediately uponaierevents constituting a Change in

Control all awards become 100% vested and payaldash or shares of the Company’s Common Stockas&s
practicable after the Change in Control.
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VOTING SECURITIES AND PRINCIPAL HOLDERS THEREOF

Security Ownership of Certain Beneficial Owners

The following table sets forth information, as oaih 1, 2006 (except as noted), with respect t@theership
of the Common Stock (the only class of outstan@iggity securities of the Company) by certain pesdarown by
the Company to be the beneficial owners of mora 8% of such stock. Unless otherwise indicatedh¢o
Company’s knowledge each person has sole votinglespasitive power with respect to such shares.

Amount and Nature
of Beneficial Percent
Name and Address of Beneficial Owne Ownership(1) of Class

Alan G. Hassenfel 17,331,61(2) 9.7
1027 Newport Avenu
Pawtucket, Rl 0286

Southeastern Asset Management, 16,831,20(3) 9.5
6410 Poplar Avenu
Suite 90C
Memphis, TN 3811!

George W. Lucas, Ji 15,750,00(4) 8.2
c/o Lucasfilm Ltd.
5858 Lucas Valley Roa
Nicasio, CA 9494¢

Ariel Capital Management, LL! 15,693,38(5) 8.¢
200 E. Randolph Driv
Suite 290(
Chicago, IL 6060:

CAM North America, LLC 14,929,46(6) 8.4
Salomon Brothers Asset Management
Smith Barney Fund Management Ll
TIMCO Asset Management In
399 Park Avenu
New York, NY 1002z

(1) Based upon information furnished by each sharehadeontained in filings made with the Securitéesl
Exchange Commission. There were 177,290,799 sb&a@smmon Stock outstanding on March 1, 2(

(2) Includes 7,890,921 shares held as sole trustaaddvenefit of his mother, 829,347 shares helakstrustee of
a trust for Mr. Hassenfeld's benefit and curremtkgrcisable options or options exercisable wittiirdéys of
March 1, 2006 to purchase 1,647,085 shares. Mrsétdsld has sole voting and investment authoriti wi
respect to all shares except those described ifolloaving sentence, as to which he shares votind) a
investment authority. Also includes 699,478 sharesed by The Hassenfeld Foundation, of which
Mr. Hassenfeld is an officer and director, 314,8Bares held as one of the trustees of a charieddietrust for
the benefit of The Hassenfeld Foundation and 1%shhres held as one of the trustees of a trusthédnenefit
of his mother and her grandchildren. Mr. Hassendéddlaims beneficial ownership of all shares extefphe
extent of his proportionate pecuniary interesteire

(3) Southeastern Asset Management, Inc., an investausgor, has sole dispositive authority over
10,104,200 shares and sole voting power over &800shares as a result of acting as an investnieiga to
various investment advisory clients. Share owneratformation is as of December 31, 2005 as repdrte
Schedule 13G filed February 10, 20

(4) Represents exercisable warrants to purchase 6(BD6ltres owned by LucasFilm Ltd. (“Filndipd exercisabl
warrants to purchase 9,450,000 shares owned mhi#ly-owned subsidiary, Lucas Licensing Ltd.
(“Licensing”). Mr. Lucas, as founder, controllinggson and a director of Film and Licensing, mayleemed to
beneficially own the shares of Common Stock whigyrbe purchased upon exercise of these warrardse Sh
ownership information is as of January 30, 2008asrted in a Schedule 13D/A filed February 10,2®&ee
“Certain Relationships and Related Transac”.
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(5) Ariel Capital Management, LLC an investment advi$@s sole dispositive authority over 15,685,92dreh an
sole voting power over 13,080,116 shares as atrefsatting as an investment advisor to variouggtment
advisory clients. Share ownership information i®BBecember 31, 2005 as reported in a Schedulefil&{s
February 14, 200¢

(6) Collectively these four entities have shared digjw@spower over 14,929,465 shares and shared ygiinver
over 12,862,090 shares. Share ownership informétias of December 31, 2005 as reported in a Sthéd®
filed February 14, 200t

Security Ownership of Management

The following table sets forth information, as oaiMh 1, 2006, with respect to the ownership of@bexmon
Stock (the only class of outstanding equity semgibf the Company) by each current director of@oenpany or
nominee for election to the Board, each named dixecafficer and by all directors and executiveicdfs as a
group. Unless otherwise indicated, each persorstlasvoting and dispositive power with respectuohsshares.

Amount and
Nature of
Beneficial Percent
Name of Director, Nominee or Executive Officer(1 Ownership of Class
Basil L. Anderson(2 35,88¢ *
Alan R. Batkin(3) 40,72¢ *
Frank J. Biondi, Jr.(4 24,601 *
Jack M. Connors(t 13,26: *
Michael W.O. Garrett(6 11,38¢ *
E. Gordon Gee(7 32,70% *
Brian Goldner(8 686,60° *
Jack M. Greenberg(¢ 15,311 *
David D.R. Hargreaves(1! 511,38! *
Alan G. Hassenfeld(1] 17,331,61 9.7
Claudine B. Malone(1z 26,45 *
Edward M. Philip(13 30,58t *
Paula Stern(14 30,68¢ *
Alfred J. Verrecchia(15 1,887,70: 11
E. David Wilson(16 743,21 *
All Directors and Executive Officers as a Group
(includes 19 persons)(1 22,157,59 12.1

* Less than one percel

(1) Information in this table is based upon informatiomished by each director and executive offidérere were
177,290,799 shares of Common Stock outstanding a1, 2006

(2) Includes currently exercisable options and optexercisable within sixty days of March 1, 2006 toghase a
aggregate of 18,750 shares as well as 16,138 stieeased to be held in Mr. Anderson’s stock unibaot
under the Deferred Pla

(3) Includes 39,037 shares deemed to be held in Mkift's stock unit account under the Deferred F

(4) Represents currently exercisable options and opgsercisable within sixty days of March 1, 200@twchase
an aggregate of 21,000 shares as well as 3,60&ésstlaemed to be held in Mr. Biondi’'s stock unitcactt
under the Deferred Pla

(5) Represents currently exercisable options and apgaercisable within sixty days of March 1, 200@tmchase
an aggregate of 6,800 shares as well as 6,462sstlaeened to be held in Mr. Connor’s account urfaker t
Deferred Plan

(6) Includes 1,485 shares deemed to be held in Mr.e@'s stock unit account under the Deferred F
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(7) Represents currently exercisable options and op&aercisable within sixty days of March 1, 200@tochas!
an aggregate of 23,250 shares as well as 9,45&sstlaemed to be held in Mr. Gee’s account under the
Deferred Plan

(8) Includes currently exercisable options and optiexercisable within sixty days of March 1, 2006 toghase
an aggregate of 629,000 shal

(9) Represents currently exercisable options and op&sercisable within sixty days of March 1, 200@tochas!
6,800 shares as well as 8,511 shares deemed &dmtMr. Greenberg’s stock unit account under the
Deferred Plan

(10) Includes currently exercisable options and optexercisable within sixty days of March 1, 2006 toghase
an aggregate of 448,001 shal

(11) See note (2) to the immediately preceding te

(12) Includes currently exercisable options and optexercisable within sixty days of March 1, 2006 twghase
an aggregate of 11,250 shares as well as 3,508sstlaemed to be held in Ms. Malone’s stock unibact
under the Deferred Pla

(13) Represents currently exercisable options and apgaercisable within sixty days of March 1, 200@twchas:
an aggregate of 18,750 shares as well as 11,8388sstteemed to be held in Mr. Philip’s stock unitcamt
under the Deferred Pla

(14) Represents currently exercisable options and apgaercisable within sixty days of March 1, 200@twchas:
an aggregate of 21,000 shares as well as 9,688sstlaemed to be held in Ms. Stern’s stock unit@aucender
the Deferred Plar

(15) Includes currently exercisable options and optexercisable within sixty days of March 1, 2006 toghase
an aggregate of 1,628,252 shares as well as 30g&f2@red restricted stock units granted under the@ny’'s
employee stock option plans. Does not include I8 ghares owned by Mr. Verrecchia’s wife, as toolwhi
Mr. Verrecchia disclaims beneficial ownerst

(16) Includes currently exercisable options and optexercisable within sixty days of March 1, 2006 twghase
711,250 shares as well as 234 shares (excludintidnal shares) deemed to be held in Mr. Wilsocsoant
under the Deferred Compensation P

(17) Mr. Wilson retired from the Company on January Z106 and as such his shares are not includedsrdtil.
Of these shares, all directors and executive ofies a group have sole voting and dispositive pavitd
respect to 20,989,006 shares and have shared \aidigr dispositive power with respect to 1,168,588res.
Includes 5,752,842 shares purchasable by direatatsexecutive officers upon exercise of currerntigreisable
options, or options exercisable within sixty dagdarch 1, 2006; 109,715 shares deemed to be hedtbtk
unit accounts under the Deferred Plan and the BeféZompensation Plan; and 30,829 shares deentoed to
held in deferred restricted stock unit accountseutide Compar’s 1997 Employee N«Qualified Stock Plar

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLI ANCE

Section 16(a) of the Securities Exchange Act 04128 amended, requires the Company’s directors and
executive officers, and persons who own more tearpercent of a registered class of the Compamylitye
securities, to file with the Securities and Excha@gpmmission and the New York Stock Exchange inigiports of
ownership and reports of changes in ownership ohi@on Stock and other equity securities of the Camipa
Executive officers, directors and greater thangercent shareholders are required by regulatiompigated by the
Securities and Exchange Commission to furnish thia@any with copies of all Section 16(a) forms tfikey

To the Company’s knowledge, based solely on rewethe copies of such reports furnished to the Camyp
and certain written representations made by dire@nd executive officers that no other reportsewequired
during the last fiscal year ended December 25, 28l05ection 16(a) filing requirements applicatdets officers,
directors and greater than ten-percent benefigialeos were complied with during fiscal 2005.
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PROPOSAL TO RATIFY THE SELECTION OF KPMG LLP AS THE COMPANY'S INDEPENDENT
REGISTERED PUBLIC ACCOUNTING FIRM FOR THE 2006 FISC AL YEAR

(Proposal No. 2)

The Audit Committee has selected KPMG LLP, indegendegistered public accounting firm (*KPMG”), to
perform the integrated audit of the consolidatedricial statements and effectiveness of internatrobover
financial reporting of the Company for the fiscaby ending December 31, 2006 (“Fiscal 2006”), ded t
Company’s Board of Directors has ratified this sttm. A representative of KPMG is expected to bespnt at the
Meeting, will have the opportunity to make a statelrif so desired, and will be available to resptmdppropriate
guestions.

The Board is submitting the selection of KPMG as @ompany’s independent registered public accogntin
firm for Fiscal 2006 to the shareholders for thatification. The Audit Committee of the Board be#re ultimate
responsibility for selecting the Compasyhdependent registered public accounting firmwaitidnake the selectio
it deems best for the Company and the Companyiehblders. As such, the failure by the shareholteratify the
selection of independent registered public accagrfirm made by the Audit Committee will not requihe Audit
Committee to alter its decision. Similarly, ratéton of the selection of KPMG as the independegistered public
accounting firm does not limit the Committee’s éhito change this selection in the future if iedes appropriate.

Approval

The affirmative vote of a majority of the sharesGmimmon Stock present (in person or by proxy) antidled tc
vote at the Meeting on the ratification of the sétmn of KPMG is required for approval. Abstenticare considered
shares entitled to vote on the proposal and asastientions are the equivalent of a vote agaesptoposal. In
contrast, broker nometes are not counted as present and entitledteoarothe proposal and therefore have no €
on the vote.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOT E FOR RATIFICATION
OF THE SELECTION OF KPMG AS INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM.
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REPORT OF THE AUDIT COMMITTEE OF THE BOARD OF DIREC TORS

The Audit Committee of the Board of Directors (tl@mmmittee”) is comprised solely of hon-employee
directors, each of whom has been determined batlaed of Directors to be independent under the Gomis
Standards for Director Independence and the regeints of the New York Stock Exchange’s listing demnds.

The Committee operates under a written charterchvisi available on the Company’s website
(www.hasbro.com) under Corporate Information — ktees — Corporate Governance. Under the charter, th
Committee’s primary purpose is to:

 Appoint the independent registered public accogpifiim (hereafter referred to as the independeditar)
and oversee the independent au’s work; anc

» Assist the Board of Directors in its oversight loé1

* Integrity of the Compar’s financial statement

» Compan’s compliance with legal and regulatory requiremge

* Independent audit’s qualifications and independence; i

* Performance of the Compé’s internal audit function and independent aud

In conducting its oversight function, the CommittBgcusses with the Company’s internal auditors and
independent auditors, with and without managemesggnt, the overall scope and plans for their i@gmeaudits.
The Committee also reviews the Company’s programiskay initiatives to implement and maintain effeet
internal controls over financial reporting and tbscire controls.

The Committee meets with the Company’s head ofnialeaudit, and with the independent auditors, \&itd
without management present, to discuss the resiiteir examinations, the evaluations of the Conyfminternal
controls and the overall quality of the Companysificial reporting. The Committee discusses witmageament
and the independent auditors all annual and qafteancial statements and Management’s Discusaith
Analysis of Financial Condition and Results of Ggiems prior to their filing with the SecuritieschBxchange
Commission.

The independent auditors are responsible for pmifay an independent integrated audit of the Comijsany
financial statements and effectiveness of inteconatrol over financial reporting and issuing anniqn as to
whether the financial statements conform with aotiog principles generally accepted in the Unitéat&s of
America.

The Committee has reviewed and discussed with neanegt the audited financial statements for thafigeal
ended December 25, 2005. The Committee has algawes with the independent auditors the matteraired to
be discussed by Statement on Auditing StandardéN¢Communications with Audit Committees). In aatdi, the
Committee discussed with the independent auditmis independence from management and the Comnhidige
received from the independent auditors the writisglosures required by Independence StandardsiERiandard
No. 1 (Independence Discussions with Audit Comragje

Based on its review and discussions with managearahthe independent auditors referred to in tkequing
paragraph, the Committee recommended to the Baatdhee Board has approved the inclusion of thetaddi
financial statements for the fiscal year ended bdmmr 25, 2005 in the Company’s Annual Report omd0-K for
filing with the Securities and Exchange Commissibime Committee has also selected and the Boardpgmsved
the selection of KPMG LLP as the independent auditoFiscal 2006.

Report issued by Basil L. Anderson (Chair), Mich&eD. Garrett, Claudine B. Malone and Edward M.iphi
as the members of the Audit Committee as of th&2i3@al year end.
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ADDITIONAL INFORMATION REGARDING
INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The following table presents fees for professia@nalit services rendered by KPMG LLP for the autiihe
Company’s annual financial statements for fiscdl28nd 2004, as well as fees for other servicederea by
KPMG to the Company during fiscal 2005 and 2004.

2005 2004
Audit Fees(L $4,372,000  $4,728,00
Audit-Related Fees( $ 101,00 $ 80,00(
Tax Fees(3 $1,464,000  $1,325,00!
All Other Fees — —
Total Fees $5,937,000  $6,133,00!

(1) Audit fees consist of work related to the integdatedit of the Company’s consolidated financiatesteents and
effectiveness of internal control over financigboeting. Audit fees also include consultations ooaunting and
reporting matters, as well as work generally ohly independent auditor can reasonably be expeztavtide,
such as statutory audits and work in connectioh filings with the Securities and Exchange Comnoiss

(2) Audit-Related Fees consist of fees for audits mdifficial statements of employee benefit plans anekdgupon
procedures report

(3) Tax Fees consist of fees for tax consultation amccompliance services rendered to the Companyaertdin
current and former employec

The Audit Committee has considered whether theigimv of the approved non-audit services by KPMG is
compatible with maintaining KPMG's independence had concluded that the provision of such seniges
compatible with maintaining KPMG's independence.

Policy on Audit Committee Pre-Approval of Audit Sewices and Permissible Non-Audit Services of the
Independent Registered Public Accounting Firm

Consistent with the rules and regulations of theuBiges and Exchange Commission regarding auditor
independence, the Audit Committee has responsiliditappointing, setting compensation for and eeeing the
work of the independent registered public accogntirm (hereafter referred to as the independeditar). In
fulfilling this responsibility the Audit Committeleas established a policy to pre-approve all auditgermissible
non-audit services to be provided by the independeditor.

Prior to engagement of the independent auditottferfiscal year, management of the Company sulimitse
Audit Committee for the Committee’s pre-approval:

« A description of, and estimated costs for, the psagl audit services to be provided by the indepsralaitor
for that fiscal year

* A description of, and estimated costs for, the pssgl non-audit services to be provided by the iadéent
auditor for that fiscal year. These non-audit ssrgiare comprised of permissible audit-relatedatakother
services, and descriptions and estimated costsrapmsed for these permissible -audit services

Audit and permissible non-audit services whichmmeeapproved by the Audit Committee pursuant ts thi
review may be performed by KPMG during the fisoadwy During the course of the year managementdiestly
reports to the Audit Committee on the audit and-aodit services which are being provided to the Gany
pursuant to these pre-approvals.

In addition to pre-approving all audit and perniisinon-audit services at the beginning of thealigear, the
Audit Committee has also instituted a procedurdtierconsideration of additional services thateagisring the
course of the year for which the Company desirest@in KPMG. For individual projects with estimadtiees of
$75,000 or less which have not previously beergproved by the Audit Committee, the Chair of thelih
Committee is authorized to pre-approve such sesvitke Chair of the Committee reports any servidaish are
pre-approved in this manner to the full Audit Corttee at its next meeting. Any proposed additiomajgzts with
an estimated cost of more than $75,000 must bappesved by the full Audit Committee prior to thegagement
of KPMG.
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SHAREHOLDER PROPOSAL
(Proposal No. 3)

Introduction

The following proposalwhich is opposed by the Board, would require the affirmative vote of a majorityaif
shares present (in person or by proxy) and entitdeate at the Meeting to be approved. Abstentamds broker
non-votes are each counted as present for purpbgssablishing a quorum at the Meeting. Absterstiare also
considered shares entitled to vote on the promowhhs such abstentions are the equivalent ofeaagatinst the
proposal. In contrast, broker non-votes are nohtaxlias present and entitled to vote on the préofpaspurposes of
determining if the proposal receives an affirmatie¢ée of a majority of the shares present andledtib vote.

One of the Company’s shareholders has submittetbttesving resolution and supporting statement for
inclusion in this Proxy Statement. Upon a writtéroral request made to the Secretary of the Comphary
Company will provide the address and shareholdjagshey have been represented to the Companlgg of t
proponent of this resolution to any shareholdeghefCompany.

HASBRO, INC.
GLOBAL HUMAN RIGHTS STANDARDS

Submitted by William C. Thompson, Jr., Comptroller, City of New York,
on behalf of the Boards of Trustees of the New Yority Pension Funds

Whereas, Hasbro, Inc.currently has overseas operations, and

Whereas,reports of human rights abuses in the overseasdsaitiss and suppliers of U.S.-based corporati@ass h
led to an increased public awareness of the prabtEohild labor, “sweatshop” conditions, and tlemidl of labor
rights in U.S. corporate overseas operations, and

Whereas,corporate violations of human rights in these oeassoperations can lead to negative publicity,ipubl
protests, and the loss of consumer confidence wdachhave a negative impact on shareholder vatak, a

Whereas,a number of corporations have implemented indep#mdenitoring programs with respected human
rights and religious organizations to strengthemgigance with international human rights normsubsdiary and
supplier factories, and

Whereas,many of these programs incorporate the conventdtise International Labor Organization (ILO) on
workplace human rights, and the United Nations'mi®on the Responsibilities of Transnational Corpona with
Regard to Human Rights (“UN Norms”), which inclutthe following principles:

1. All workers have the right to form and join trad@ians and to bargain collectively. (ILO Conventi@¥
and 98; UN Norms, section D¢

2. Workers representatives shall not be the subjedisafimination and shall have access to all wa&es
necessary to enable them to carry out their reptagen functions. (ILO Convention 135; UN Norms,
section D9)

3. There shall be no discrimination or intimidationemployment. Equality of opportunity and treatmsiméal|
be provided regardless of race, color, sex, ratigpmlitical opinion, age, nationality, social arigpr other
distinguishing characteristics. (ILO Convention® Hhd 111; UN Norms, section B:

4. Employment shall be freely chosen. There shalldase of force, including bonded or prison labtrO(
Conventions 29 and 105; UN Norms, section [

5. There shall be no use of child labor. (ILO Conventi38; UN Norms, section D6), ar

Whereas,independent monitoring of corporate adherencedsahnternationally recognized principles is esaéifi
consumer and investor confidence in our companysmitment to human rights is to be maintained,
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Therefore, be it resolved that the shareholders requesthieatompany commit itself to the implementatioraof
code of corporate conduct based on the aforemesttidrtO human rights standards and United Natior@nhé on
the Responsibilities of Transnational Corporatiatith Regard to Human Rights, by its internationgdliers and i
its own international production facilities, anchomit to a program of outside, independent monitpoh
compliance with these standards.

RESPONSE OF THE HASBRO, INC. BOARD OF DIRECTORS

YOUR BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VO TE AGAINST
PROPOSAL NO. 3 FOR THE FOLLOWING REASONS:

A substantially similar proposal was submitted &sbiro’s shareholders for their consideration al @di¢he
Company’s last four annual meetings. The proposal ijected by Hasbro’s shareholders at all fotinege
meetings. At the 2005 Annual Meeting the proposas vejected by Hasbro’s shareholders with 123, P&shares
voting against the proposal, and 14,058,714 shentixsg in favor.

The Board of Directors and Hasbro’s managemenfudareeviewed the proposals submitted for consadien
at the last four annual meetings and have similadyewed the current proposal in preparationtier2006 Annual
Meeting of Shareholders. The Board of Directors mmashagement continue to believe that any changdasbro’s
current Code of Conduct and compliance procedumegdineither help Hasbro fulfill its well-establesth and
continuing commitment to humane global working dtiads nor add value to the shareholders of the Eomg.
Hasbro’s existing policies and practices, whicha@mprehensive and progressive, already addresotiterns
expressed in the above proposal and ensure coropligith business ethics principles, as describeddre detail
below.

In 1993 Hasbro established its Global BusinesscEtRrinciples (“Code of Conduct”) to ensure thatdorcts
manufactured by or for Hasbro are not produced uimiieimane or exploitative conditions. Participatio the
Hasbro program is mandatory for all suppliers agaddors worldwide who do business with Hasbro. Ammaany
important areas, the Code of Conduct governs:

« child labor (no person younger than sixteen or younger thaaglesfor completing compulsory education in
the country of manufacture (where such age is hititen sixteen) may be employed to produce Hasbro
products);

« working hours and compensation (employers must comply with all applicable wage aodr laws or, if
prevailing industry wage standards are higher, #raployers must comply with or exceed these stalsjlz

« forced, prison, or indentured labor (any person employed to produce Hasbro products beugoluntarily
employed, except that rehabilitative programs wigichvide for employment may be assessed by Hasbeo o
case by case basi:

« health and safety (facilities must operate in a healthy and safe regrincluding, but not limited to, providing
fire prevention, first aid, and hazardous wasteaksl);

« abuse and discrimination (facilities must treat employees with dignity amgpect and shall not subject
employees to abuse, cruel or unusual disciplineagtice, or discrimination

« freedom of association (facility employees have the right to choose (o) t affiliate with legally sanctioned
organizations without unlawful interference); ¢

» monitoring by Hasbro (Hasbro conducts periodic on-site inspections afkimg and living conditions,
including unannounced visits, audits the productexords and practices of the facilities and rexpufacilities
to promptly address compliance issues or face tetioin by Hasbro)

Hasbro’s Code of Conduct sets forth workplace saeaglwith which all vendors manufacturing Hasbro
products must comply. Hasbro also reserves auditigmonitoring rights with respect to all manutiictg
facilities producing Hasbro products. To datefadtories located in the Far East which manufaghuoelucts for
Hasbro have been audited by Hasbro inspectorsandtbide firms hired by Hasbro. Hasbro engagesautside
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auditing firms to audit manufacturers’ complianciéwthe Code of Conduct and local law. Since 19%sbro and
its monitors have conducted over 1,955 manufagjuiacility inspections, including over 505 inspecis in 2005.
Over the years, Hasbro has successfully worked iwgittmanufacturers to correct any unacceptabletipesc
discovered during the course of these inspectiitisough serious violations are rarely found, Hashas, after
unsuccessful attempts to have the vendor remedy, tte@minated vendors for failure to remedy viaas. In
addition, on a number of occasions Hasbro managenasmmet with shareholders to discuss its Codgoofduct
and compliance procedures, including findings ofitparty audits engaged by Hasbro.

In addition to corporate efforts, Hasbro has bewh@ntinues to be a leader in the toy industryi¢gnally and
internationally) on the issue of workplace standamdd compliance. Hasbro is a member of the Toydmiks of
America (“TIA") and Juvenile Products Manufacturéssociation (“JPMA”) and sits on committees andifos
worldwide to strengthen workplace standards andptiamce. For example, Hasbro was at the forefrént o
developing industry-wide standards for fire prei@miand emergency preparedness through the Inienaat
Council of Toy Industries (“ICTI"). Additionally, ldsbro was a principal drafter of the factory agt#cklists for
the ICTI Code of Business Practices and took aglesdip role in the 2001 revisions to the ICTI fagtaudit
checklists and guidance manual. Hasbro, as a meofdéA and ICTI, is at the forefront of industryferts to
improve factory working conditions.

In the last few years, as part of an effort to prdonsistency to the oversight of working condisi@md the
industry’s workplace initiatives, Hasbro has takeleading role in promoting the industry’s adopt@iCTI's
comprehensive workplace standards, which includenaprehensive factory audit checklist, guidance@rdective
action documents. Hasbro is using the ICTI progaana basis for monitoring factories and is reqgiafi of its Far
East manufacturing vendors to become ICTI-certiflddsbro expects facilities manufacturing Hasbadpcts to
apply for and achieve ICTI certification by an apged, independent auditing company. As of DecerBtheP005,
approximately 95% of the vendors Hasbro uses tdyme products in the Far East have received ICiTification.
Hasbro currently expects that its remaining vendothe Far East will be ICTI certified in the fifsalf of 2006. In
addition, however, Hasbro will retain the rightcienduct its own audits. Hasbro is pleased withctir@inued
growth and maturing of the ICTI/CARE program, irdihg the appointment of the ICTI Governance Bowiich
provides greater transparency to industry effoytedmbining leaders with industry experience wéhders from
civil society The ICTI checklist, guidance and emtive action documents can be found at: http:// oy
icti.org/info/code.htm.

To conclude, Hasbro is an industry leader in tie@ af global working conditions and is proud ofdtforts
both on behalf of the Company and the toy induistiyeneral. Given Hasbro's strong commitment toGhebal
Business Ethics Principles, its extensive outsidaitoring program, and its industry activism, thealgd of
Directors believes that the Company’s current progis best suited to ensure compliance and leaigesatthis
important issue.

For the reasons outlined above, the Board has udedlthat the Company’s current Code of Conduct and
compliance programs and procedures are in thertes¢sts of the Company and its shareholderstamlis
opposed to the shareholder proposal.

THE BOARD OF DIRECTORS UNANIMOUSLY RECOMMENDS A VOT E AGAINST
PROPOSAL NO. 3.
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OTHER BUSINESS

Management knows of no other matters that may ésepted to the Meeting. However, if any other matte
properly comes before the Meeting, or any adjoumtrtieereof, it is intended that proxies in the ampanying form
will be voted in accordance with the judgment @& gersons named therein.

IMPORTANT NOTICE REGARDING DELIVERY OF SHAREHOLDER DOCUMENTS

In accordance with a notice sent to certain stmaate shareholders of our Common Stock who shargkes
address, only one copy of this proxy statementaamdAnnual Report on Form 10-K for the year ended
December 25, 2005 is being sent to that addregssimie received contrary instructions from anyedader at the
address. This practice, known as “householdingdeisigned to reduce our printing and postage cdstsever, if
any shareholder residing at such an address wishreseive a separate copy of this proxy statereatir Annual
Report on Form 10-K for the year ended DecembeR@85, he or she may contact Karen Warren, Investor
Relations, Hasbro, Inc., 1027 Newport Avenue, Pakdt) Rhode Island 02862, phone (401) 431-8697 vandill
deliver those documents to such shareholder prgrapthn receiving the request. Any such sharehatd®yr also
contact Investor Relations using the above comtéatmation if he or she would like to receive segia proxy
statements and annual reports in the future. Ifagreureceiving multiple copies of our annual reod proxy
statement, you may request householding in thedliy contacting Investor Relations at the addses$orth abowvt

COST OF SOLICITATION

The cost of soliciting proxies in the accompanylioign has been or will be borne by the Company dditéon
to solicitation by mail, arrangements will be madéh brokerage houses and other custodians, nosies
fiduciaries to send proxies and proxy materiah&irt principals and the Company will reimburse tHemany
reasonable expenses incurred in connection thdreWlie Company has also retained Morrow & Co., fo@id in
the solicitation of proxies at an estimated cost4DO00 plus reimbursement of reasonable out-okgm@xpenses. |
addition to use of mail, proxies may be solicitgbifficers and employees of the Company or of Maré Co.,
Inc. in person or by telephone.

It is important that your shares be representeédeaMeeting. If you are unable to be present is@eryou are
respectfully requested to vote by Internet, bypktme or by marking, signing and dating the enclggexy and
returning it in the pre-addressed envelope as ptigrap possible. No postage is required if mailethie
United States.

By Order of the Board of Directors
Barry Nagler
Secretary

Dated: April 18, 2006

Pawtucket, Rhode Island
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Appendix A

HASBRO, INC. STANDARDS FOR DIRECTOR INDEPENDENCE
MARCH 4, 2004

The following are the standards that will be emplbypy the Hasbro, Inc. (the “Company”) Board ofdators
in determining issues of director independenceyantsto the Sarbanes-Oxley Act of 2002 and applcabes of
the New York Stock Exchange. For purposes of teemadards (i) the Company is meant to include nbt BHasbro
Inc., but all of its subsidiaries and divisionsddii) a director’'s immediate family is deemed melude the directos
spouse, parents, children, siblings, mothers atiéfs-in-law, sons and daughters-in-law and brethed
sisters-in-law, and anyone else (other than empk)y@ho resides in the director’'s home.

* The Board of Directors (the “Board”) must affirmagly determine that the director has no material
relationship with the Company (either directly sraapartner, shareholder or officer of an orgaiumawhich
has a relationship with the Company). The Compaitiydigclose this determination in compliance watlh
applicable rules and regulatiol

* No director who is an employee (or whose immediteilly member is an employee) of the Company ca
independent until at least three years after sugbl@yment has ende

* No director who is affiliated with or employed hyr whose immediate family member is affiliatec
employed in a professional capacity by) a presefdaroner internal or external auditor of the Compaan be
independent until at least three years after tlileoémither the affiliation or the employment odé#ing
relationship.

* No director can be independent if he or she diyemtindirectly receives from the Company any fee
compensation other than that which is related gatehis or her service as a member of the Boamherof its
committees. A director who accepts any consultauyjsory or other compensatory fees from the Comppan
other than in this connection will not be consideiredependent. The same prohibition applies witipeet to
members of a direct’s immediate family

* No director who (or whose immediate family membg@mployed as an executive officer of anotherty
where any of the Company’s present executives santbat entity’s compensation committee can be
independent until at least three years after tlieodisuch service or employment relationsl

* No director who is an executive officer or an enypl® (or whose immediate family member is an exee!
officer) of an entity that makes payments to oerees payments from the Company for property orises ir
amount which, in any single fiscal year, exceedsgireater of $1 million or 2% of such entity’s colidated
gross revenues, can be independent until three yé@r falling below such thresho

* No director who is performing, or is a partner, nbem officer, director or employee of any entityfpeming,
paid consulting, legal, investment banking, comna¢tzanking, accounting, financial advisory or athe
professional services work (“professional servigdasi’ the Company can be independent until threesyatie
such services have ended. Similarly, there caroliadependence if a director’'s immediate family rbemis
performing, or is an executive officer or otherisemxecutive of an entity performing, professiosetvices
for the Company, until three years after such ses/have ende

Additional Relationships to Consider in DeterminingDirector Independence

The following are suggested parameters that thedBoas agreed to consider in determining whetlbregtor
has a material relationship or affiliation with tGempany that would impact a finding of independenta director
satisfies all of the criteria set forth below itwd suggest that the director, absent other contransiderations, do
not have a material relationship with the Compamy ia independent. If a director fails to satishewr more of the
criteria set forth below, further Board inquiry agidcussion is needed to determine if the dirdloéera material
relationship with the Company or may be found irefegent.
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Business and Professional Relationships of Directorsand Their Family Members

* The director is not currently providing personalyd has not provided personally within the paselyears,
property, goods or services (other than servicesraember of the Board or any committees thereaf)e
Company or any of its executive office

* No member of the direct's immediate family is currently providing persoigabr has provided personally
within the past three years, property, goods orises (other than services as an unpaid interheof t
Company) to the Company or any of its executivecefs.

* The director is not currently receiving personadlgd has not received personally within the pasttlyears,
property, goods or services from the Company. Bhhegoing requirements do not apply to compensation,
services or goods paid or provided to the direstdely in connection with the director’s servicetbe Board
or any committees thereof, including $1,000 or kegear in the Company’s products which may bergtee
the director or one or more of the dire’s family members as a director bene

* No member of the direct’'s immediate family is currently receiving persdypabr has received personally
within the past three years, property, goods arises from the Company, excluding the de minimus@any

product benefit mentioned above. The foregoing irequents do not apply to unpaid internships proditiea
member of the direct’s immediate family

* The director is not an executive officer or emplkoyé any entity to which the Company was indebteahg
time within the past three years or which was indélto the Company at any time within the pastdtyears
in an amount that exceeded at the end of any se@htlie greater of (i) 2% of such entityonsolidated asst
or (ii) $1,000,000

Compensation

* Notwithstanding the restriction described abovéhwispect to direct or indirect receipt of consigtiadvisor
or other compensatory fees other than in connegtitmBoard or committee service, arrangements betw
the Company and (i) entities affiliated with theeditor or (ii) immediate family members of the dia@,
which may be deemed to provide a form of indireshpensation to the director, will not result iroad of
status as an independent director provided suatiorkhips do not violate the requirements sehfakiove

Charitable Relationships

* The director is not an executive officer or an esgpk of an entity that has received charitablerdmurttons
from the Company in excess of $100,000 in any efptast three fiscal yeal

* No member of the direct's immediate family is an executive officer of amtity that has received charitable
contributions from the Company in excess of $100,@0any of the past three fiscal yee

Stock Ownership

* The director’s stock ownership, as determined goetance with the rules of the SEC as applied to
preparation of proxy statements, does not exceedf3#ie Compar’s outstanding stocl

Other Family Relationships

* The director is not related to any other membeghefCompany’s board of directors or any officettaf
Company
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A
Election of Directors PLEASE REFER TO THE REVERSE SIDE FOR TELEPHONE AND INTERNET VOTING INSTRUCTIONS.

The Board of Directors recommends a vote “FOR” the listed nominees.

1. Election of Directors For Terms Expiring in 2007

For Withhold For Withhold For Withhold

D 05 - Michael W.O. Garrett D D 09 - Claudine B. Malone D D

06 - E. Gordon Gee D

01 - Basil L. Anderson
02 - Alan R. Batkin 10 - Edward M. Philip D
03 - Frank J. Biondi, Jr. 07 - Jack M. Greenberg D

04 - John M. Connors, Jr.

O 00 4d
O 0O 4
O 0O O3

O
11 - Paula Stern D D
u

08 - Alan G. Hassenfeld D 12 - Alfred J. Verrecchia D

Proposals

The Board of Directors recommends a vote “FOR” Prop osal 2 and “AGAINST” Proposal 3.

For Against Abstain
2. Ratification of KPMG LLP as the Company’s independent D D D
auditor for the 2006 fiscal year.

3. Shareholder Proposal
Hasbro, Inc. - Global Human Rights Standards. D D D
4. To transact such other business as may properly come

before the Annual Meeting and any adjournment or
postponement thereof.




Il Authorized Signatures - Sign Here - This section must be completed for your instructio ns to be executed.

Sign exactly as your name(s) appear(s) hereon. When signing in a representative capacity, please give full title as such. If more than one name is shown, including
the case of joint tenants, each person should sign.

Signature 1 - Please keep signature within the box Signature 2 - Please keep signature within the box Date (mm/dd/yyyy)
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Proxy - Hasbro, Inc.

Dear Fellow Shareowner:

You are cordially invited to attend the 2006 Annual Meeting of Shareholders of Hasbro, Inc. to be held at 11:00 a.m. on Thursday, May 25, 2006, at 1027
Newport Avenue, Pawtucket, Rhode Island. The accomp  anying Notice of Annual Meeting and Proxy Statement contain detailed information as to the
formal business to be transacted at the meeting.

Your Vote Matters. Whether or not you plan to attend the 2006 Annual M eeting, it is important that your shares be voted. Please follow the instructions
on the other side of this proxy card. You may, of ¢ ourse, attend the 2006 Annual Meeting and vote in p  erson, even if you have previously voted. | am
looking forward to seeing you there.

Sincerely,

Alan G. Hassenfeld
Chairman of the Board

HASBRO, INC.
1027 Newport Avenue
Pawtucket, Rl 02862

Annual Meeting of Shareholders - May 25, 2006

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF D IRECTORS

The undersigned acknowledges receipt of the Notice of Annual Meeting of Shareholders and Proxy Statement of Hasbro, Inc. (the “Company”) and hereby
appoints ALAN G. HASSENFELD and ALFRED J. VERRECCHIA and each of them, with full power of substitution to each of them, as attorneys and proxies to
appear and vote all of the shares of Common Stock standing in the name of the undersigned at the Annual Meeting of Shareholders of the Company to be held on
May 25, 2006 at 11:00 a.m. at 1027 Newport Avenue, Pawtucket, Rhode Island, and at any adjournment thereof.

UNLESS OTHERWISE SPECIFIED, THIS PROXY WILL BE VOTE D “FOR” THE NOMINEES LISTED IN PROPOSAL 1, “FOR” PR  OPOSAL 2 AND
“AGAINST” PROPOSAL 3 AND IN SUPPORT OF MANAGEMENT O N SUCH OTHER BUSINESS AS MAY PROPERLY COME BEFORE T HE MEETING OR
ANY ADJOURNMENTS THEREOF.

If any of your shares represented by this Proxy are held under the Hasbro Retirement Savings Plan, you must indicate your vote on the proposals on
the other side of this proxy card. If no box in Pro posal 1, 2, or 3 above is marked, your shares held under the Retirement Savings Plan will not be voted
with respect to that Proposal.

PLEASE MARK, SIGN AND DATE ON REVERSE SIDE AND PROM PTLY MAIL IN THE ENCLOSED ENVELOPE.
CONTINUED AND TO BE SIGNED ON REVERSE SIDE
YOUR VOTE IS IMPORTANT

Telephone and Internet Voting Instructions
You can vote by telephone OR Internet! Available 24  hours a day 7 days a week!

Instead of mailing your proxy, you may choose one of the two voting methods outlined below to vote your proxy.

! ',\ Tao vote using the Intarnet

T

To vote wsing the Telephone [within U8, and Canada)

L
« Call toll free 1-800-652-VOTE (8683) in the United States ¢ Go to the following web site:
or Canada any time on a touch tone telephone. There is WWW.COMPUTERSHARE.COM/EXPRESSVOTE
NO CHARGE to you for the call.
» Follow the simple instructions provided by the » Enter the information requested on your computer
recorded message. screen and follow the simple instructions.

VALIDATION DETAILS ARE LOCATED ON THE FRONT OF THIS FORM IN THE COLORED BAR.

If you vote by telephone or the Internet, please DO NOT mail back this proxy card.
Proxies submitted by telephone or the Internet must be received by 1:00 a.m., Central Time, on May 25, 2006.

THANK YOU FOR VOTING



