UNITED STATES BANKRUPTCY COURT
DISTRICT OF MINNESOTA
FOURTH DIVISION

Inre
Bky. No. 04-42532 (RJK)

Chapter 11
Rds Manufacturing Corporation,

Debtor.

DEBTOR'SPLAN OF REORGANIZATION
SEPTEMBER 30, 2004

RdsManufacturing Corporation, debtor and debtor in possession in the above- referenced chapter
11 case ("Debtor” or "Rels") proposes the following plan of reorganization pursuant to chapter 11 of the
United States Bankruptcy Code.

ARTICLE 1

DEFINITIONSAND INTERPRETATION

1.1  Ddinitions. Thecapitaized termsused herein shal havethe respective meanings set forth
below and in the United States Bankruptcy Code.

@ "Adminidrative Clam™ meansaclam for acos or expense of adminigtration of the
Chapter 11 Case dlowed under Section 503(b) of the Bankruptcy Code.

(b) "Adminigrative Convenience Clam” means an dlowed generd unsecured dlaim
otherwise contained in Class 3A or 3B which is $300 or less; provided, however, that any holder
of an alowed genera unsecured claim of more than $300 may eect to haveitsclaim trested asan
Adminidgrative Convenience Claim by decting to reduce its claim to $300 and by S0 specifying on
itsbdlot.

(© "Bar Date' means the date fixed by order of the Bankruptcy Court by which a
proof of clam must be filed againgt Debtor; to wit, August 2, 2004.

(d) "Confirmation Date' means the date on which the Confirmation Order becomesa
Fina Order.
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(e "Didribution Date," when used with respect to each clam, means as soon as
practicable after the later of (i) the Effective Date or (i) the first business day of the next cdendar
month after the date upon which the clam becomes an dlowed clam.

)] "Effective Date' means, and shal occur on, thefirgt (1) busnessday immediatdy
following the date that is fifteen (15) cdendar days after the Confirmation Date.

(9) "Fina Order" meansan order of the Court which has not been timely appeded or,
if appealed, no stay of the order's effectiveness has been entered.

(h) "Petition Date" means March 24, 2004.

0] "Pro Rata Share€" means the proportion that the amount of an dlowed clamina
particular class bearsto the aggregate amount of al alowed clamsin such class under the Plan as
caculated by Debtor on the Didtribution Date.

()] “Reorganized Debtor” meansthe Debtor as of the Effective Date after confirmation
of the Plan.

1.2  Interpretation. Unlessotherwisespecified, al section, article and exhibit referencesinthe
Plan areto the respective sectionin, article of, or exhibit to, the Plan, asthe same may be amended, waived
or modified from timeto time. The headingsin the Plan arefor convenience of reference only and shdl not
limit or otherwise affect the provisons hereof. Words denoting the sngular number shdl includethe plurd
number and vice versa, and words denoting one gender shal include the other gender.

1.3  Application of Definitionsand Rulesof Congruction Contained in the Bankruptcy
Code. Words and terms defined in Section 101 of the Bankruptcy Code shdl have the same meaning
when used in the Plan.  The rules of congruction in Section 102 of the Bankruptcy Code apply to
condruction of the Plan.

ARTICLE 2

CLASSIFICATION OF CLAIMSAND EQUITY INTERESTS

21 Claimsand Equity Interests Classified. For purposesof organization, voting, and dl
Plan confirmation matters, except as otherwise provided herein, dl dams (except for Adminigrative Clams
and Priority Tax Clams) and dl equity interests shdl be dassfied as set forth in Section 2.3 of the Plan.

2.2  AdminigrativeClaimsand Priority Tax Claims. Asprovided by Section 1123(a)(1) of
the Bankruptcy Code, Adminigrative Clams and Priority Tax Claims againgt Debtor or its bankruptcy
edtate shdl not be classified for purposes of voting or receiving distributionsunder the Plan. Rather, dl such
clams shall be treated separately as unclassfied clams on the terms st forth in Article 5 of the Plan.

2.3 Claimsand Equity Interests. The Plan classfiesthe daims and the equity interests as
follows




@ Class 1-- Priority NonTax Clams,
(b) Class 2 -- Secured Claim of Associated Commercia Finance, Inc.

(© Class 3A -- Generd Unsecured Claims not entitled to priority and not otherwise
dassfied in thisPlan;

(d) Class 3B — Generd Unsecured Claims held by trade creditors,
(e) Class4 -- Adminidrative Convenience Claims, and
) Class5 -- Equity Interests in Debtor.

ARTICLE 3

IDENTIFICATION OF IMPAIRED CLASSES
OF CLAIMSAND EQUITY INTERESTS

3.1  Unimpaired Classesof Claimsand Equity I nterests. TheClass5 Equity Interestsare
not impaired under the Plan.

3.2 Impaired Classes of Claims and Equity Interests. With he exception of the
unimpaired classes specified in Section 3.1, dl classes of clamsand equity interests areimpaired under the
Man.

ARTICLE 4

PROVISIONS FOR TREATMENT OF CLASSES
OF CLAIMSAND EQUITY INTERESTS

4.1 Claimsand Equity Interests. Theclassesof clamsagang and equity interestsin Debtor
shdl be treated asfollows:

@ Class 1 -- Priority Non-Tax Claims. The Priority NonTax Clams totd
$9,647.80. Each holder of a Priority Non-Tax Clam againg Debtor shdl receive on the
Digtribution Date (i) theamount of such holder's Allowed Claim in one cash payment, not to exceed
$4,650 in the case of wages, sdaries and commissions; or (i) such other trestment as may be
agreed upon in writing by Debtor and such holder.

(b) Class 2 — Secured Claim of Associated Commercial Finance. TheClass?2
clamisin the present amount of $692,233.82, conggting of arevolving line of credit in the sum of
$576,537.24 (the“ Line of Credit”), and aterm notein the sum of $70,058.46 (the“ Term Note’).
In addition, the Class 2 claim includes attorney fees and expenses incurred before and after the
Petition Date in the sum of $45,638.12 (the “Fees and Expenses’). The Class2 claim is secured
by a security interest in dl of the Debtor’' s assets.




The holder of the Class 2 clam will receive the following in payment of thet claim:

0] The Class 2 clam will continue to be secured by a security interest in
Debtor’ s assets having the same priority asthat security interest had on the Petition Date;

(i) The Debtor reaffirms the loan documents pertaining to the Line of Credit
with the following modifications:

a. The term of the agreement between the parties shdl be extended to the
third anniversary of the Effective Date.

b. The rate of interest on the Line of Credit shall float at arate equa to the
primerate as publicly announced intheWall Street Jour nal plus 3% per
annum, with the initia rate determined as of the Effective Date.

C. All defaults under those documents are waived.

d. All covenants with which the Debtor does not comply on the Effective
Date are waived.

(i)  TheDebtor resffirmstheloan documents pertaining to the Term Loan with
the following modifications

a. The Fees and Expenses as of the Confirmation Date shall be added to the
principa baance of the Term Loan.

b. The rate of interest on the Term Loan shall be fixed a the prime rate as
announced inthe Wall Street Journal as of the Effective Date plus 3%
per annum.

C. On the 1¢t day of each month after the Confirmation Date, Debtor will
make payments of principa in the sum of $5,000 plus accrued interest on
the Term Loan until the Term Loanispaid in full.

d. All defaults under those documents are waived.

e. All covenants with which the Debtor does not comply on the Effective
Date are waived.

(© Class 3A -- General Unsecured Claims. Infull satisfaction of itsclam, each
holder of a genera unsecured clam againgt Debtor not entitled to priority and not otherwise
classfied shdl receive twenty (20) quarterly payments totaling 50% of the alowed amount of its
clam. Such paymentswill commence on thefirst day of thethird full month following the Effective
Date and continuing on thefirst day of each consecutive calendar quarter thereafter until atotal of
20 payments have been made.




(d) Class 3B _— General Unsecured Claims of Trade Creditors. This dass

consigs of clamsheld by creditors who sold goods or services to Debtor during the year prior to
the Petition Date on a regular or periodic basis in the ordinary course of Debtor’s business.
Members of Class 3B may elect to be paid according to the terms of one of the two following

dternatives.

(i)

Option 1 -- Quarterly Payments. In full satisfaction of its claim, eech

holder of a Generd Unsecured Claim againgt Debtor not entitled to priority and not
otherwise classfied shdl receive twenty (20) quarterly payments totaling 50% of the
alowed amount of itsclaim. Such paymentswill commence on thefirst day of thethird full
month following the Effective Date and continuing on the first day of each consecutive
cdendar quarter thereafter until atota of 20 payments have been made.

(i)

Option 2 -- Invoice Plus Percentage. Class 3B members choosing

Option 2 ("Option 2 Creditors’) shdl receive payment on their alowed claims under this
Option conditioned on the following:

a.

Any Option 2 Creditor must continue doing businesswith the Debtor after
the date of confirmation of the Plan on credit terms;

the credit terms shdl be as mutudly agreegble to the Debtor and the
creditor, but said credit terms shall be on not less than net thirty (30) days
payment, unless other terms are required under any agpplicable law or
regulations;

payment pursuant to this option shal continue until the date on which the
dlowed clam of the Option 2 Creditor is paid according to this Plan;

Debtor shdl be required to purchase goods and services from each

electing Option 2 Creditor on terms no less favorable than Debtor isable
to obtain from any other party dedling in goods or services of the type at
issue. In the event that Debtor contends that it is able to obtain terms
more favorabl e than those offered by any Option 2 Creditor, then Debtor
shall disclose the termsto such Option 2 Creditor and such creditor shall

have the right to match such terms. In the event such terms are matched,
Debtor shdl purchase from such creditor until a payment of its dam is
completed as provided herein. Those creditors electing treatment under
Option 2 shdl, in no event, be able to receive more than the following
percentages of their dlowed clams, and such damsshal not bear interest:

Thirty-day terms -- 65% of dlowed clam
Sixty-day terms -- 80% of dlowed dam
Ninety-day terms -- 95% of dlowed dam
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Payments pursuant to Option 2 shall commence upon the due date for payment of
the first invoice for goods or services provided after the Effective Date. In the
ordinary course of business between the Option 2 Creditor and the Debtor, the
Debtor shdl pay dl invoices pursuant to the gpplicable credit terms, and shall,
contemporaneoudy with each such payment, make an additiona payment of 10%
of such invoice amount to be gpplied to payment of the dlowed pre-petitiondam
of the Option 2 Creditor (each, an "Option 2 Payment").

(e Class 4 -- Adminigtrative Convenience Claims. Each holder of an
Adminigrative Convenience Claim shal receive on the Digtribution Date, in cash, infull satisfaction
of its dlowed claim, which clam shdl not exceed $300, an amount equa to 40% of its alowed
dam.

)] Class 5 — Equity Interests. The holder of the Equity Interests shdl continue to
hold those interests. The interests shall not be affected by this Plan.

ARTICLE 5

PROVISIONS FOR TREATMENT OF UNCLASSIFIED CLAIMS

51 Adminigrative Claims. Each holder of an dlowed Adminigtrative Clam (except any
such holder that agrees to different treetment) shall receive the full amount of such daim, in cash, onthe
Digribution Date; provided, however, that dlowed Adminigrative Claims representing (a) postpetition
ligbilitiesincurred in the ordinary course of business by the Debtor and (b) postpetition contractud ligbilities
arising under loans or advances to the Debtor, whether or not incurred in the ordinary course of business,
shall be paid by the Reorganized Debtor in accordance with the terms and conditions of the particular
transactions relating to such ligbilities and any agreements relaing thereto.

5.2  Treatment of Priority Tax Claims. The Minnesota Department of Revenue holds a
priority tax claim for income taxesin the sum of $14,422.49. Infull stisfaction of itsclaim, the Minnesota
Department of Revenue shdl receive payment of that claim in 24 equa quarterly instalments of $624.90
(representing payment of the clam plus interest at the gpplicable federd rate of 3.78% per annum)
commencing on thefirg day of the third full month following the Effective Date and continuing on the first
day of each consecutive caendar quarter thereafter until atota of 24 payments have been made.

5.3  United States Trustee Fees. Feespayable by Debtor under 28 U.S.C. § 1930 will be
pad in full on the Effective Date. In addition, following confirmation, the Debtor will timely pay dl fees
incurred pursuant to 28 U.S.C. 881930(a)(6) and will file with the Court and serveonthe U.S. Trustee a
monthly financia report in the prescribed format, for each month or part thereof that the Case remains open.




ARTICLE 6

ACCEPTANCE OR REJECTION OF
PLAN; EFFECT OF REJECTION
BY ONE OR MORE CLASSESOF CLAIMS

6.1 ClassesEntitled toVote. Eachimpaired dassof damsshdl beentitled to voteto accept
or rgect the Plan. All unimpaired classes shdl not be entitled to vote to accept or to reject the Plan.

6.2  Class Acceptance Reguirement. A dassof Clamsshdl have accepted the Planif itis
accepted by at least two-thirds (2/3) in amount and more than one-haf (1/2) in number of the Allowed
Claims of such classthat vote on the Plan.

6.3  Cramdown. The Debtor requests that the Bankruptcy Court confirm the Plan in
accordance with Section 1129(b) of the Bankruptcy Code.

ARTICLE 7

MEANS FOR EXECUTION OF THE PLAN

7.1  Articles. The Articles of the Reorganized Debtor shal be created or amended as
necessary to satisfy the provisions of this Plan and to the extent necessary to prohibit the issuance of
nonvoting equity securities as required by Section 1123(a)(6) of the Bankruptcy Code, subject to further
amendment of the Articles as permitted by applicable law.

7.2  Continuation of Debtor’s Business. Debtor will continue to operate its businessin the
ordinary course. Payments required by this Plan will be made from the cash flow generated by the
operation of that business.

7.3  Management. Management of the Reorganized Debtor asof the Effective Datewill beas
follows

David Carroll—President
ARTICLE 8

PROVISIONS GOVERNING DISTRIBUTIONS

8.1  Dateof Digtributions. Any distributionsand ddiveriesto be made under theFlan dhdl be
made on the Digtribution Date, except as otherwise provided for herein, or as may be ordered by the
Bankruptcy Court. Digtributionsand ddliveriesto be made on aDistribution Date shall be deemed made on
the Didribution Date if made on the Ditribution Date or within ten days after the Distribution Date, except
as otherwise provided for herein or as may be ordered by the Bankruptcy Court.

8.2 Meansof Cash Payment. Cash paymentsmade pursuant to the Plan by check drawnon
adomestic bank, or by wire transfer from a domestic bank.
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8.3  Ddiveryof Distributions. Subject to Bankruptcy Rule 9010, distributionsand deliveries
to holders of Allowed Claimsshal be made at the address of each such holder as set forth on the proofs of
dam filed by such holders (or at the last known addresses of such holdersif no proof of clamisfiled or if
Debtor has been notified of achange of address). If any holder'sdigtributionisreturned asunddiverable no
further digtribution to such holder shal be made unlessand until the Reorganized Debtor isnatified of such
holder's then current address, a which time al missed digtributions shal be made to such holder without
interest.

ARTICLE9

TREATMENT OF EXECUTORY
CONTRACTSAND UNEXPIRED LEASES

9.1 Reected If Not Assumed. ThePlan congtitutesand incorporatesamotion by Debtor to
regject al executory contracts and unexpired leases to which Debtor is a party, except for any contract or
lease that () has been assumed or rejected pursuant to Find Order of the Bankruptcy Court, (b) is
specificaly designated on the attached Exhibit 9.1 as a contract to be assumed under the Plan with the
amount to be paid to cure any defaults under those contracts and leases as set forth on Exhibit 9.1, or () is
the subject of amotion to assume or reject that is filed with the Bankruptcy Court not later than five (5)
businessdays before the date when the Balot isdue. The Confirmation Order shdl represent and reflect an
order of the Bankruptcy Court gpproving such assumptions and rejections as of the Effective Date and
further gpproving the cure amounts listed on Exhibit 9.1 asthe sums sufficient to cure dl defaults under
those contracts and leases.

9.2 Bar toReection Damages. If thergection of an executory contract or unexpired lease
by Debtor results in damages to the other party or parties to such contract or lease, the Clam for such
damages, if not heretofore evidenced by afiled proof of claim, shal be forever barred and shall not be
enforceable against Reorganized Debtor or its propertiesunlessaproof of damisfiled with the Bankruptcy
Court and served upon counsd for Debtor within thirty (30) days after entry of the Confirmation Order.

ARTICLE 10

PROCEDURES FOR RESOLVING
AND TREATING CONTESTED CLAIMS

10.1 Objection Deadline. As soon as practicable, but in no event later than the deadline
edtablished by the Bankruptcy Court in the Confirmation Order, objectionsto clams shall befiled with the
Bankruptcy Court and served upon the holders of each of the clamsto which objections are made.

10.2 Prosecution of Objections. After the date of entry of the Confirmation Order, only
Reorganized Debtor shal havethe authority tofile, litigate, settle, or withdraw objectionsto clamsto which
objections are filed (the “ Contested Clams’).




10.3 NoDisgributions Pending Allowance. Notwithstanding any other provision of the Plan,
no payment or digtribution shal be made with respect to any Contested Claim unless and until such
Contested Claim becomes an dlowed clam.

10.4 Adminidrative Claims Bar Date. Confirmation of the Plan establishes abar date for
Adminigrative Clams, which bar date shdl bethirty (30) cdendar days after the Effective Date. Holders
of Adminigrative Clams tha are not paid on the Effective Date may file a motion for payment of
adminigtrative expense on or before such bar date. The Reorganized Debtor and any other party ininterest
will have sixty (60) days after the Adminigrative Clams bar date to review and object to such
Adminigrative Clams before a hearing for determination of such clamsishdd by the Bankruptcy Court.

ARTICLE11

MISCELLANEOUS PROVISIONS

11.1 Prepayment. Unlessthe Plan shal otherwise provide, the Reorganized Debtor shall have
the right to prepay, without pendty, dl or any portion of an dlowed clam a any time.

11.2 Compliance with Tax Reguirements. In connection with the Plan, the Reorganized
Debtor shal comply with al withholding and reporting requirementsimposed by federd, sate, locd, and
foreign taxing authorities and dl digtributions hereunder shal be subject to such withholding and reporting
requirements.

11.3 Compliancewith All ApplicableL aws. If natified by any governmenta authority thet the
Reorganized Debtor isin violation of any gpplicable law, rule, regulation, or order of such governmenta
authority relating to its businesses, the Reorganized Debtor shall comply with such law, rule, regulation, or
order; provided, however, that nothing contained herein shall require such compliance by the Reorganized
Debtor where the legdity or applicability of any such requirement is being contested in good faith in
gppropriate proceedings by the Reorganized Debtor, and, if gppropriate, for which an adequate reserve has
been set aside on the books of the Reorganized Debtor.

11.4 Setoffs. The Reorganized Debtor, may, but shdl not be required to, set off againgt any
clam, and the payments or other distributions to be made pursuant to the Plan in respect of such claim,
clams of any nature whatsoever that Debtor or Reorganized Debtor may have againg the holder of such
clam, but neither the failure to do so nor the alowance of any clam hereunder shdl conditute awaiver or
release by Debtor of any such claim that Debtor or the Reorganized Debtor may have againgt such holder.

11.5 Recognition of Guarantee Rights. The dassfication of and manner of satisfying dl
Clamsunder the Plan takeinto consideration (&) the existence of guaranteesby Debtor of the obligations of
other Persons and (b) the fact that Debtor may be a joint obligor with another Person or Personswith
respect to one or more obligations. All Claims against Debtor based upon any such guarantees or joint
obligations shdl be discharged in the manner provided in the Plan.




ARTICLE 12

CONSUMMATION OF THE PLAN

12.1 Retention of Jurisdiction.

@ The Bankruptcy Court shal retain and have exclusivejurisdiction over the Chapter
11 Casefor purposes (i) through (xi) below:

0] To determine any and al objections to and proceedings involving the
alowance, estimation, classfication, and subordination of dlams

(i) Todetermineany and al gpplicationsfor alowances of compensation and
reimbursement of expenses and any other fees and expenses authorized to be paid or
reimbursed under the Bankruptcy Code or the Plan;

(i)  To determine any gpplications pending on the Effective Date for the
regjection or assumption of executory contracts or unexpired leases or for the assumption
and assgnment, as the case may be, of executory contracts or unexpired leases to which
Debtor is a party or with respect to which Debtor may be liable, and to hear and
determing, and if need beto liquidate, any and dl dams arising therefrom;

(iv)  To determine any and al applications, adversary proceedings, and
contested or litigated matters that may be pending on the Effective Date.

(v) To consder any modifications of the Plan, remedy any defect or omisson
or reconcile any inconsstency in any order of the Bankruptcy Court, including the
Confirmation Order, to the extent authorized by the Bankruptcy Code;

(vi)  To determine dl controverdes, auits, and disputes that may arise in
connection with the interpretation, enforcement, or consummation of the Plan or any
person's obligations hereunder;

(vil)  Tocondder and act on the compromise and settlement of any claim againgt
or cause of action by or against Debtor's estate;

(viii) Toissuesuchordersinad of execution of the Planto the extent authorized
by Section 1142 of the Bankruptcy Code; or

(ix)  To determine such other matters as may be set forth in the Confirmation
Order or which may arisein connection with the Plan, the Confirmation Order, the Effective
Date or the Digtribution Date.

(x) To determine dl adversary proceedings commenced by Debtor or
Reorganized Debtor to recover money or property under Chapter 5 of the Bankruptcy
Code.

-10-



‘ (b) If the Bankruptcy Court abstains from exercising, or declines to excrcise,
Jurisdiction or is otherwise without jurisdiction over any matter arising out of or relating to
this Chapter 11 Case, this section shall have no effect upon and shall not control, prohibit or

limit the exercise of jurisdiction by any other court having competent jurisdiction with respect
to such matter.

12.2 Modification of Plan. Modifications of the Plan may be proposed in writing by
Debtor at any time before confirmation, provided that (a) the Plan, as modified, meets the
requirements of Sections 1122 and 1123 of the Bankruptcy Code; and (b) Debtor shall have corplied
with Section 1125 of the Bankruptcy Code. The Plan may be modified at any time after confirmation
and before its substantial consummation only by Debtor provided that (a) the Plan, as modified, meets
the requirements of Sections 1122 and 1123 of the Bankruptcy Code; (b) the Bankruptcy Court, after
notice and a hearing confirms the Plan as modified under Section 1129 of the Bankruptcy Code; and
(c) the circumstances warrant such modification. A holder of a claim or equity interest that has
accepted or rejected the Plan shall be deemed to have accepted or rejected, as the case may be, such
Plan as modified unless, within the time fixed by the Bankruptcy Court, such holder changes its
previous acceptance or rejection.

Dated: September 30, 2004 Respectfully submitted,

SL : RING SSPORATION
PO

David Carroli, Its Presid&t

RAVICH MEYER KIRKMAN
MCGRATH & NAUMAN,
A PROFESSIONAL ASSOCIATION

By /el Michael 1.. Meyer
Michael L. Meyer (72527)
Will R. Tansey (323056)

4545 IDS Center

80 South Eighth Street
Minneapolis, MN 55402
(612) 332-8511

ATTORNEYS FOR DEBTOR
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EXHIBIT 9.1
TO
PLAN OF REORGANIZATION

EXECUTORY CONTRACTSAND UNEXPIRED LEASES

Licenang and Royaty Agreement dated November 1, 1996 between CharlesH. Rimlinger, J. and
REL S Manufacturing Inc.
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