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PART I

GRACO INC. AND SUBSIDIARIES

Thirty-Nine Weeks Ended

(In thousands except per share amounts)

Item I. CONSOLIDATED STATEMENTS OF EARNINGS
(Unaudited)
Thirteen Weeks Ended

Sept 25, 1998  Sept 26, 1997
Net Sales $ 106,202 $ 101,920
Cost of products sold 52,221 50,558
Gross Profit 53,981 51,362
Product development 4,369 4,167
Selling 19,725 21,051
General and administrative 9,920 8,425
Operating Profit 19,967 17,719
Interest expense 2,569 216
Other (income) expense, net 675 124
Earnings Before Income Taxes 16,723 17,379
Income taxes 5,650 4,500
Net Earnings $ 11,073 $ 12,879
Basic Net Earnings Per Common Share* $ .54  $ .50
Diluted Net Earnings Per Common Share* $ .53 % .49

*All 1997 per share data has been restated for the

paid February 4, 1998.

three-for-two

See notes to consolidated financial statements.
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$ 327,072

163, 059

164,013
13,867

63,922
32,339

stock split

$ 305,740

156, 446

149,294
13,820

66,448
25,264



GRACO INC. AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS
(In thousands)

ASSETS (Unaudited)

Current Assets:
Cash and cash equivalents
Accounts receivable, less allowances
of $4,800 and $4,100
Inventories
Deferred income taxes
Other current assets

Total current assets
Property,

Cost
Accumulated depreciation

Plant and Equipment:

Other Assets

LIABILITIES AND SHAREHOLDERS' EQUITY

Current Liabilities:
Notes payable to banks
Current portion of long-term debt
Trade accounts payable
Salaries, wages & commissions
Accrued insurance liabilities
Income taxes payable
Other current liabilities

Total current liabilities

Long-term Debt, less current portion

Retirement Benefits and Deferred Compensation

Shareholders' Equity:
Common stock
Additional paid-in capital
Retained earnings
Other, net

Total shareholders' equity

September 25, 1998

December 26, 1997

$ 3,642 $ 13,523
83,677 86,148

40,075 43,942

11,238 11,140

1,036 1,539

139, 668 156,292

200, 338 196,940

(102, 953) (96,760)

97,385 100,180

7,774 8,060

$ 244,827 $ 264,532
$ 9,387 $ 2,911
2,671 1,796

10,740 12,542

13,632 14,903

11,240 10, 227

6,988 5,546

22,952 21,055

77,610 68,980

140, 444 6,163

29,985 31,880

20,088 25,553

23,734 26,085

(48,146) 105, 030

1,112 841

(3,212) 157,509

$ 244,827 $ 264,532

See notes to consolidated financial statements.



GRACO INC. AND SUBSIDIARIES GRACO INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

(Unaudited)
Thirty-Nine Weeks
Sept. 25, 1998 Sept. 26, 1997
CASH FLOWS FROM OPERATING ACTIVITIES: (In thousands)
Net Earnings $ 32,785 $ 29,478
Adjustments to reconcile net earnings to
net cash provided by operating activities:
Depreciation and amortization 10,975 10,507
Deferred income taxes (1,052) (2,137)
Change in:
Accounts receivable 2,100 (2,665)
Inventories 3,949 (4,972)
Trade accounts payable (1,703) 655
Retirement benefits and deferred
compensation (1,705) 1,036
Other accrued liabilities 3,155 (5,743)
Other 2,117 (240)
50, 621 25,919
CASH FLOWS FROM INVESTING ACTIVITIES:
Property, plant and equipment additions (8,486) (16, 793)
Proceeds from sale of property, plant
and equipment 112 1,642
(8,374) (15,151)
CASH FLOWS FROM FINANCING ACTIVITIES:
Borrowing on notes payable and lines of credit 39,407 40,289
Payments on notes payable and lines of credit (32,591) (41,470)
Borrowings on long-term debt 176,200 -
Payments on long-term debt (41,045) (922)
Common stock issued 4,709 2,926
Retirement of common stock (190, 899) (6,971)
Cash dividends paid (8,491) (7,219)
(52,710) (13,367)
Effect of exchange rate changes on cash 582 3,446
Net increase (decrease) in cash and cash equivalents (9,881) 847
Cash and cash equivalents:
Beginning of year 13,523 6,535
End of period $ 3,642 $ 7,382

See notes to consolidated financial statements.



GRACO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

(Unaudited)

The consolidated balance sheet of Graco Inc. and Subsidiaries (the Company)
as of September 25, 1998 and the related statements of earnings for the
thirteen and thirty-nine weeks ended September 25, 1998 and September 26,
1997 and cash flows for the thirty-nine weeks ended September 25, 1998, and
September 26, 1997, have been prepared by the Company without being
audited.

In the opinion of management, these consolidated statements reflect all
adjustments necessary to present fairly the financial position of Graco
Inc. and Subsidiaries as of September 25, 1998, and the results of
operations and cash flows for all periods presented.

Certain information and footnote disclosures normally included in financial
statements prepared 1in accordance with generally accepted accounting
principles have been condensed or omitted. Therefore, these statements
should be read in conjunction with the financial statements and notes
thereto included in the Company's 1997 Form 10-K.

The results of operations for interim periods are not necessarily
indicative of results which will be realized for the full fiscal year.

Major components of inventories were as follows (in thousands):

Sept 25, 1998 Dec 26, 1997

Finished products and components $ 33,316 $ 38,290
Products and components in various

stages of completion 24,645 25,320

Raw materials 18,522 16,715

76,483 80, 325

Reduction to LIFO cost (36,408) (36,383)

$ 40,075 $ 43,942



GRACO INC. AND SUBSIDIARIES
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Unaudited)

In June 1997, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards (SFAS) No. 131, "Disclosures about Segments
of an Enterprise and Related Information", which will be effective for the
Company beginning with the 1998 fiscal year. SFAS No. 131 redefines how
operating segments are determined and requires disclosure of certain
financial and description information about a company's operating segments.
The Company has not yet determined the nature of its segments, nor has it
determined how adoption of SFAS No. 131 will impact its future disclosures.

In June 1998, the Financial Accounting Standards Board issued Statement of
Financial Accounting Standards (SFAS) No. 133, "Accounting for Derivative
Instruments and Hedging Activities", which will be effective for the
Company beginning with the fiscal year 2000. SFAS No. 133 requires that all
derivatives be recognized in the financial statements as either assets or
liabilities measured at fair value and also specifies new methods of
accounting for hedging transactions. The Company has not yet determined the
impact of FAS 133, if any.

To match North American and European fiscal years, Europe's December 1997
operating results were recorded as an adjustment to equity. Those results
included sales of $3,836,000 and net earnings of $300,000. The results of
operations for Graco Inc. for the quarter ended September 25, 1998 include
Europe's operations for July, August and September 1998. Had the Company
included the months of July, August and September in the third quarter of
1997, net sales would have been $100,720,000. Net earnings would have been
$12,379,000 and diluted earnings per share would have been $0.47.

On July 2, 1998, the Company repurchased 5,800,000 shares of common stock,
for $190,887,000, from its largest shareholder, the Trust under the Will of
Clarissa L. Gray, pursuant to an agreement executed in May 1998. The stock
repurchase was funded with cash of $32,887,000 and $158,000,000 from the
credit facility discussed below.

Oon July 2, 1998, the Company entered into a five-year $190, 000,000 reducing
revolving credit facility (the Revolver) with a syndicate of ten banks
including the lead bank, U.S. Bank National Association. The Company's
initial borrowing of $158,000,000 financed a portion of the stock
repurchase discussed above. The $137,000,000 outstanding balance bears
interest at the London Interbank Offered Rate ("LIBOR") plus 0.625%. The
Revolver specifies quarterly reductions of the maximum amount of the credit
line, and requires the Company to maintain certain financial covenants as
to net worth, cash flow leverage and fixed charge coverage.

In conjunction with the aforementioned Revolver, the Company entered into a
two-year $75,000,000 interest rate swap agreement on July 2, 1998 with
Wachovia Bank, National Association to manage its exposure to interest rate
changes.



Item 2. GRACO INC. AND SUBSIDIARIES
MANAGEMENT'S DISCUSSION AND ANALYSIS OF
FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Results of Operations

Net earnings of $11.1 million for the quarter ended September 25, 1998 decreased
14 percent from third quarter 1997 earnings of $12.9 million. Diluted earnings
per share of $0.53 for the quarter were up 8 percent over diluted earnings per
share of $0.49 in the third quarter of 1997. The quarterly performance was
driven by higher sales, improved gross margins and reduced expenses offset by
increased interest expense and higher income taxes. Diluted earnings per share
were higher due to the repurchase of 5.8 million common shares of stock during
the third quarter of 1998. See Note 5 of the Consolidated Financial Statements
for further discussion. For the nine months ended September 25, 1998, net
earnings of $32.8 million were 11 percent higher than the $29.5 million earned
during the same period a year ago.

The following table sets forth items from the Company's Consolidated Statements
of Earnings as percentages of net sales:

Third Quarter Nine Months
(13 weeks) Ended (39 weeks) Ended
September September September September
25, 1998 26, 1997 25, 1998 26, 1997
Net Sales 100.0% 100.0% 100.0% 100.0%
Cost of Products Sold
49.2 49.6 49.9 51.2
Product Development
4.1 4.1 4.2 4.5
Selling
18.6 20.7 19.5 21.7
General and Administrative
9.3 8.2 9.9 8.3
Operating Profit
18.8 17.4 16.5 14.3
Interest Expense
2.5 2 1.0 2
Other Income(Expense), Net .6 (.1) .2 (.1)
Earnings Before Income Taxes 15.7 17.1 15.3 14.0
Income Taxes 5.3 4.5 5.3 4.4
Net Earnings 10.4% 12.6% 10.0% 9.6%

Net Sales

Net sales in the third quarter of $106.2 million were 4 percent higher than the
same period last year. Year-to-date sales of $327.1 million were 7 percent
higher than the first nine months of 1997. The improved sales level was achieved
despite a negative currency impact, which reduced the sales increase by 3
percent for the quarter and 3 percent for the nine month period.



Industrial/Automotive Equipment Division sales improved 3 percent to $55.3
million, driven by strong demand for industrial products in the Americas and
Europe as well as automotive system sales in Europe. Sales for the nine month
period ended September 25, 1998 in Industrial/Automotive of $172.1 million were
7 percent higher than 1997. Third quarter Contractor Equipment Division sales of
$39.8 million were 7 percent higher than last year due primarily to strong
demand 1in North America and Europe. Year-to-date sales in the Contractor
Division were up 9 percent to $121.4 million. Lubrication Equipment Division
quarterly sales decreased 1 percent to $11.1 million. Sales of $33.6 million for
the first nine months in the Lubrication Division were down 2 percent over the
same period last year.

Geographically, sales in the Americas (North, South and Central) increased 9
percent to $75.6 million for the quarter primarily due to strong Contractor and
Industrial/Automotive sales. Year-to-date sales in the Americas of $228.7
million are up 10 percent over the same period last year. European quarterly
sales of $21.4 million were 16 percent higher than last year. Year to date
European sales of $69.2 million improved 21 percent from the same period last
year, and would have been 26 percent higher with consistent exchange rates. The
growth in Europe was attributable primarily to strong Industrial/Automotive and
Contractor Division sales. Asia Pacific sales of $9.2 million were 35 percent
lower than last year's third quarter, including an 11 percent decline due to
exchange rates, due to the instability of the economies in Japan, Korea, and
Southeast Asia.

Gross Profit

Gross profit as a percentage of net sales improved to 50.8 percent in the third
gquarter, compared to 50.4 percent for the same period 1last year. The gross
profit margin for nine months of 50.1 percent increased 1.3 percentage points
from the same period a year ago. The increases are primarily the result of
improvements in manufacturing, disciplined purchasing, increased sales volumes,
and price increases. The strengthening of the US dollar has reduced gross
margins as a greater proportion of the Company's sales are denominated in
currencies other than the US dollar than are costs.

Operating Expenses

Third quarter operating expenses of $34.0 million decreased 1 percent from the
third quarter of 1997. Operating expenses of $110.1 million for the first nine
months were 4 percent above the 1997 level. Third quarter general and
administrative expenses increased $1.5 million due primarily to information
systems' expenses related to the Year 2000 conversion and non-recurring charges
for restructuring Graco's operations in North America and Europe. Selling
expenses were 6 percent lower than the same quarter last year. Current year
restructuring initiatives have resulted in the lower expenses. Product
development costs increased 5 percent in comparison to the third quarter of
1997.

Other Income (Expense)

Other expense was $0.7 million in the third quarter, compared to $0.1 million of
expense for the same period last year. The third quarter of 1998 was unfavorably
affected by the settlement of a lawsuit. Other expense for the nine months ended
September 25, 1998 was $0.8 million, compared to $0.4 million in the same period
of 1997.



Income Taxes

The quarterly and nine month effective income tax rates increased to 33.8
percent and 34.6 percent respectively, compared to 25.9 percent and 31.0 percent
for the same periods last year. The lower rates in 1997 were principally due to
foreign earnings being taxed at lower effective rates than the U.S. rate as
foreign subsidiary earnings permitted recognition of previously reserved
deferred tax benefits and previous tax filings were validated.

Liquidity and Capital Resources

The Company generated $50.6 million of cash flow from operating activities in
the first nine months of 1998, compared to $25.9 million for the same period
last year. Significant wuses of operating cash flow in 1998 included a decrease
in trade accounts payable balances and a reduction 1in deferred compensation
liabilities. On July 2, 1998 the company repurchased 5.8 million shares of its
stock and entered into a $190 million reducing revolving credit facility to fund
a portion of the repurchase. See Note 5 of the Consolidated Financial Statements
for further discussion. Available cash and net borrowing on lines of credit of
$6.8 million were used to fund short-term operating needs, finance capital
expenditures of $8.5 million, pay dividends of $8.5 million and pay interest of
$2.0 million. The Company had unused lines of credit available at September 25,
1998 totaling $59.5 million. The available credit facilities and
internally-generated funds provide the Company with the financial flexibility to
meet liquidity needs.

Year 2000 Disclosures

The Company is continuing its program, begun in 1996, to ensure that all
information technology systems and non-information technology (non-IT) systems
will be Year 2000 compliant. The assessment phase of the Year 2000 project has
been completed. It was determined the Company needed to modify or upgrade most
of its mainframe applications, operating systems, network hardware and software,
and desktop hardware and software. In addition, many non-IT systems needed to be
upgraded or replaced in order insure proper functioning beyond the year 1999.

The mainframe modification phase involving the conversion of core business
applications was completed in July 1998 and it is anticipated the operating
system upgrades will be successfully completed in November 1998. The network and
desktop upgrades involving the replacement of certain hardware and software is
scheduled to be completed by April of 1999. Further testing of all mainframe
applications and databases is scheduled to continue through July 1999.

Approximately 200 non-IT applications were identified at the Company with
approximately 45 percent being Year 2000 compliant as of October 1998. Non-IT
applications are primarily microprocessors and other electronic controls
embedded in equipment, other than computers, used by the Company. Additional
teams have been assembled to ensure the successful conversion of the remaining
systems. These conversions will continue into 1999.

The Company has incurred costs totaling $3.5 million, including $2.5 million in
the first nine months of 1998, and estimates a total of an additional $3 million
to be spent in the remainder of 1998 and 1999 to resolve year 2000 issues. These
costs are charged to expense as incurred and include software license fees and
cost of all persons assigned to the project. Incremental costs associated with
Year 2000 compliance are not anticipated to result in significant increases in
future operating expenses and are not expected to have a material adverse effect
on the results of operations, liquidity and capital resources. Existing
resources are being redeployed and other projects are being delayed to
accommodate Year 2000 related projects. These delays are not expected to have a
material adverse impact on future results of operations.

10



Business continuation plans for critical business applications are being
developed. These plans include adequate staffing on site during the year 2000
date change to quickly repair any errant applications. In addition, in the event
of any problems the Company would follow its current computer outage business
continuation plans until such problems are corrected.

The Company is having discussions with, and has sent questionnaires to, its
suppliers to assess their Year 2000 readiness. Information will continue to be
gathered until January 1999. Alternative suppliers will be identified for those
suppliers it appears will not be able to supply materials due to Year 2000
issues. The Company has very few customers whose loss of business would be
material to the Company. It is not aware of any Year 2000 issues at these
customers that would have a material adverse impact on the Company's results.

Management believes that sufficient resources have been allocated and project
plans are in place to avoid any adverse material impact on operations or
operating results. However, there can be no guarantee that the Company's systems
will be timely converted and Year 2000 problems would not have an adverse effect
on the Company. The Year 2000 efforts of third parties are not within the
Company's control and their failure to respond to Year 2000 issues successfully
could result in business disruption and increased operating cost to the Company.
At the present time, it is not possible to determine whether any such events are
likely to occur, or to quantify any potential impact they may have on the
Company's future results of operations and financial condition.

Readers are cautioned that forward-looking statements contained in the Year 2000
Update should be read in conjunction with the company's disclosures under the
heading: "SAFE HARBOR CAUTIONARY STATEMENT" below.

Outlook

The Company expects its business 1in North America to remain strong for the
balance of the year. Management expects continued weak sales in the Asia Pacific
region. The Company has undertaken a number of restructuring efforts to improve
its effectiveness and profitability in the markets it serves. Management
believes these restructuring efforts will help Graco withstand the uncertainty
of the global economies while reducing costs by approximately $10 million
dollars on an annualized basis.

SAFE HARBOR CAUTIONARY STATEMENT

The information in this 10-Q contains "forward-looking statements" about the
Company's expectations of the future, which are subject to certain risk factors
that could cause actual results to differ materially from those expectations.
These factors include economic conditions in the United States and other major
world economies, currency exchange fluctuations, the results of the efforts of
the Company, its suppliers and customers, to avoid any adverse effect as a
result of the Year 2000 issue, and additional factors identified in Exhibit 99
to the Company's Report on Form 10-K for fiscal year 1997.
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PART II
Item 6. Exhibits and Reports on Form 8-K
(a) Exhibits

Credit Agreement dated July 2, 1998, between the
Company and U.S. Bank National Association Exhibit 4

Statement on Computation Exhibit 11
of Per Share Earnings

Financial Data Schedule (EDGAR filing only) Exhibit 27

(b) No reports on Form 8-K have been filed during the quarter for which
this report is filed.
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SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the
registrant has duly caused this report to be signed on its behalf by the
undersigned thereunto duly authorized.

GRACO INC.

Date: November 6, 1998 By:/s/George Aristides
George Aristides
Chief Executive Officer

Date: November 5, 1998 By:/s/James A. Graner
James A. Graner
Vice President & Controller
("duly authorized officer")
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CREDIT AGREEMENT

THIS CREDIT AGREEMENT, dated as of July 2, 1998, is by and between GRACO
INC., a Minnesota corporation (the "Borrower"), the banks party hereto
(individually, a "Bank" and, collectively, the "Banks") and U.S. BANK NATIONAL
ASSOCIATION, a national banking association, one of the Banks, as agent for the
Banks (in such capacity, the "Agent").

ARTICLE I

DEFINITIONS AND ACCOUNTING TERMS

Section 1.1 Defined Terms. As used in this Agreement the following terms
shall have the following respective meanings (and such meanings shall be equally
applicable to both the singular and plural form of the terms defined, as the
context may require):

"Adjusted Eurodollar Rate": With respect to each Interest Period applicable
to a Eurodollar Rate Advance, the rate (rounded upward, 1if necessary, to the
next one hundredth of one percent) determined by dividing the Eurodollar Rate
for such Interest Period by 1.00 minus the Eurodollar Reserve Percentage.

"Advance": Any portion of the outstanding Revolving Loans by a Bank as to
which one of the available interest rate options and, if pertinent, an Interest
Period, 1is applicable. An Advance may be a Eurodollar Rate Advance or a
Reference Rate Advance.

"Affiliate": When used with reference to any Person, (a) each Person that,
directly or indirectly, controls, is controlled by or is under common control
with, the Person referred to, (b) each Person which beneficially owns or holds,
directly or indirectly, five percent or more of any class of voting stock of the
Person referred to (or if the Person referred to is not a corporation, five
percent or more of the equity interest), (c) each Person, five percent or more
of the voting stock (or if such Person is not a corporation, five percent or
more of the equity interest) of which is beneficially owned or held, directly or
indirectly, by the Person referred to, and (d) each of such Person's officers,
directors, joint venturers and partners. The term control (including the terms
"controlled by" and "under common control with") means the possession, directly,
of the power to direct or cause the direction of the management and policies of
the Person in question.

"Agent": As defined in the opening paragraph hereof.

"Aggregate Revolving Commitment Amount": As of any date, the sum of the
Revolving Commitment Amounts of all the Banks, as the same may be reduced from
time to time as provided in Section 2.8.

"Applicable Fee Percentage": Subject to the last two sentences of this
definition, with respect to the period beginning on the later of the twentieth
day of the second month of each fiscal quarter and the fifth day after the date
on which financial statements required by Section 5.1(c) are delivered to the
Agent and ending on the nineteenth day of the second month of the following
fiscal quarter, the percentage specified as the Applicable Fee Percentage based
on the Cash Flow Leverage Ratio calculated as of the last day of the preceding
fiscal quarter:

Cash Flow Leverage Ratio
(in each case, to 1.00) Applicable Fee Percentage

2.26 or greater

1.51 to 2.25

1.01 to 1.50
.76 to 1.00
.75 or less

.250 % per annum
.225 % per annum
.200 % per annum
.175 % per annum
.150 % per annum

[cNoNoNoNO]

During the period beginning on the Closing Date and ending on November 19, 1998,
the Applicable Fee Percentage shall be 0.225%. Notwithstanding the foregoing, if
the Borrower has not furnished the quarterly financial statements and reports
required under Sections 5.1(c) for any fiscal quarter by the fifteenth day of
the second month of the following fiscal quarter, the Applicable Fee Percentage
shall be 0.250% for the period from the twentieth day of such second month until
the fourth day after the day on which such financial statements and reports are
delivered.

"Applicable Lending Office": For each Bank and for each type of Advance,
the office of such Bank identified as such Bank's Applicable Lending Office on
the signature pages hereof or such other domestic or foreign office of such Bank



(or of an Affiliate of such Bank) as such Bank may specify from time to time, by
notice given pursuant to Section 9.4, to the Agent and the Borrower as the
office by which its Advances of such type are to be made and maintained.

"Applicable Letter of Credit Fee Percentage": Subject to the last two
sentences of this definition, with respect to the period beginning on the later
of the twentieth day of the second month of each fiscal quarter and the fifth
day after the date on which financial statements required by Section 5.1(c) are
delivered to the Agent, and ending on the nineteenth day of the second month of
the following fiscal quarter, the percentage specified as the Applicable Letter
of Credit Fee Percentage based on the Cash Flow Leverage Ratio calculated as of
the last day of the preceding fiscal quarter:

Cash Flow Leverage Ratio Applicable Letter of Credit Fee
(in each case, to 1.00) Percentage

2.26 or greater 0.750 % per annum
1.51 to 2.25 0.625 % per annum
1.01 to 1.50 0.550 % per annum
.76 to 1.00 0.500 % per annum
.75 or less 0.450 % per annum

During the period beginning on the Closing Date and ending on November 19, 1998,
the Applicable Letter of Credit Fee Percentage shall be 0.625%. Notwithstanding
the foregoing, if the Borrower has not furnished the quarterly financial
statements and reports required under Sections 5.1(c) for any fiscal quarter by
the fifteenth day of the second month of the following fiscal quarter, the
Applicable Letter of Credit Fee Percentage shall be 0.750% for the period from
the twentieth day of such second month until the fourth day after the day on
which such financial statements and reports are delivered.

"Applicable Margin": Subject to the last two sentences of this definition,
with respect to the period beginning on the later of the twentieth day of the
second month of each fiscal quarter and the fifth day after the date on which
financial statements required by Section 5.1(c) are delivered to the Agent, and
ending on the nineteenth day of the second month of the following fiscal
gquarter, the percentage specified as applicable to Eurodollar Rate Advances or
Reference Rate Advances, as appropriate, based on the Cash Flow Leverage Ratio
calculated as of the last day of the preceding fiscal quarter:

Cash Flow Eurodollar Reference
Leverage Ratio Rate Advances Rate Advances
2.26 or greater 0.750 % per annum 0.00%
1.51 to 2.25 0.625 % per annum 0.00
1.01 to 1.50 0.550 % per annum 0.00

.76 to 1.00 0.500 % per annum 0.00
.75 or less 0.450 % per annum 0.00

During the period beginning on the Closing Date and ending on November 19, 1998,
the Applicable Margin for Eurodollar Rate Advances shall be 0.625%.
Notwithstanding the foregoing, if the Borrower has not furnished the quarterly
financial statements and reports required under Sections 5.1(c) for any fiscal
gquarter by the fifteenth day of the second month of the following fiscal
quarter, the Applicable Margin for Eurodollar Rate Advances shall be 0.75% for
the period from the twentieth day of such second month until the fourth day
after the day on which such financial statements and reports are delivered.

"Bank": As defined in the opening paragraph hereof.

"Board": The Board of Governors of the Federal Reserve System or any
successor thereto.

"Borrower": As defined in the opening paragraph hereof.

"Borrower Loan Documents": This Agreement, the Revolving Notes and the
Pledge Agreement.

"Business Day": Any day (other than a Saturday, Sunday or legal holiday in
the State of Minnesota) on which national banks are permitted to be open in
Minneapolis, Minnesota.

"Capital Expenditures": For any period, the sum of all amounts that would,
in accordance with GAAP, be included as additions to property, plant and
equipment on a consolidated statement of cash flows for the Borrower during such
period, in respect of (a) the acquisition, construction, improvement,
replacement or betterment of land, buildings, machinery, equipment or of any
other fixed assets or leaseholds, (b) to the extent related to and not included
in (a) above, materials, contract labor (excluding expenditures properly
chargeable to repairs or maintenance in accordance with GAAP), and (c) other



capital expenditures and other uses recorded as capital expenditures or similar
terms having substantially the same effect.

"Capitalized Lease": A lease of (or other agreement conveying the right to
use) real or personal property with respect to which at least a portion of the
rent or other amounts thereon constitute Capitalized Lease Obligations.

"Capitalized Lease Obligations": As to any Person, the obligations of such
Person to pay rent or other amounts under a lease of (or other agreement
conveying the right to use) real or personal property which obligations are
required to be classified and accounted for as a capital 1lease on a balance
sheet of such Person under GAAP (including Statement of Financial Accounting
Standards No. 13 of the Financial Accounting Standards Board), and, for purposes
of this Agreement, the amount of such obligations shall be the capitalized
amount thereof, determined in accordance with GAAP (including such Statement No.
13).

"Cash Flow Leverage Ratio": For any date of determination, the ratio of

(a) the sum (without duplication) of the aggregate principal amount of all
outstanding Indebtedness of the Borrower (including, without
limitation, all Capitalized Lease Obligations) and the Subsidiaries,
determined as of the last day of that period,

to
(b) EBITDA for the period of four fiscal quarters, ending on such date,
in each case determined on a consolidated basis in accordance with GAAP.

"Change of Control": The occurrence, after the Closing Date, of any of the
following circumstances: (a) any Person or two or more Persons acting in concert
acquiring beneficial ownership (within the meaning of Rule 13d-3 of the
Securities and Exchange Commission under the Securities Exchange Act of 1934),
directly or indirectly, of securities of the Borrower (or other securities
convertible into such securities) representing 25% or more of the combined
voting power of all securities of the Borrower entitled to vote in the election
of directors, or any Person or two or more Persons acting in concert acquiring
by contract or otherwise, or entering into a definitive contract or arrangement
which upon consummation will result in its or their acquisition of, control over
securities of the Borrower (or other securities convertible into such
securities) representing 25% or more of the combined voting power of all
securities of the Borrower entitled to vote in the election of directors;
provided that a Change of Control shall not occur as a result of a merger,
consolidation or other transaction, or a definitive agreement for a merger,
consolidation or other transaction, in which the persons who beneficially owned
the voting stock of the Borrower immediately prior to the transaction continue
to own, directly or indirectly, at least 60% of the voting stock of the
corporation surviving such transaction or its parent corporation (measured by
voting power rather than number of shares) in substantially the same percentage
relative to each other as they owned before the transaction (except as affected
by cashing out fractional shares or dissenting shareholders); or (b) any event
or occurrence as a result of which a majority of the members of the Board of
Directors of the Borrower are not Continuing Directors.

"Closing Date": Any Business Day between the date of this Agreement and
July 9, 1998 selected by the Borrower for the making of the first Revolving
Loans hereunder; provided, that all the conditions precedent to the obligation
of the Banks to make such Loans, as set forth in Article III have been
satisfied.

"Code": The Internal Revenue Code of 1986, as amended.

"Contingent Obligation": With respect to any Person at the time of any
determination, without duplication, any obligation, contingent or otherwise, of
such Person guaranteeing or having the economic effect of guaranteeing any
Indebtedness of any other Person (the "primary obligor") in any manner, whether
directly or otherwise: (a) to purchase or pay (or advance or supply funds for
the purchase or payment of) such Indebtedness or to purchase (or to advance or
supply funds for the purchase of) any direct or indirect security therefor, (b)
to purchase property, securities or services for the purpose of assuring the
owner of such Indebtedness of the payment of such Indebtedness, (c) to maintain
working capital, equity capital or other financial statement condition of the
primary obligor so as to enable the primary obligor to pay such Indebtedness or
otherwise to protect the owner thereof against loss in respect thereof, or (d)
entered into for the purpose of assuring in any manner the owner of such
Indebtedness of the payment of such Indebtedness or to protect the owner against
loss in respect thereof; provided, that the term "Contingent Obligation" shall
not include endorsements for collection or deposit, in each case in the ordinary
course of business.

"Continuing Director": means, as of any date of determination, any member



of the Board of Directors of the Borrower who (i) was a member of such Board of
Directors on the date of this Agreement or (ii) was nominated for election or
elected or appointed to such Board of Directors by the Board of Directors at a
time when a majority of the Board consisted of Continuing Directors.

"Default": Any event which, with the giving of notice (whether such notice
is required under Section 7.1, or under some other provision of this Agreement,
or otherwise) or lapse of time, or both, would constitute an Event of Default.

"Default Rate": The rate as set out in Section 2.5(c) hereof.

"Documentary Letter of Credit": A Letter of Credit which requires that the
drafts thereunder be accompanied by a document of title covering or securing
title to the goods acquired with the proceeds of such drafts.

"Domestic Subsidiary": Any Subsidiary which is not a Foreign Subsidiary.

"EBITDA": For any period of determination, the consolidated net income of
the Borrower before deductions for income taxes, Interest Expense, depreciation
and amortization, all as determined in accordance with GAAP, excluding therefrom
(to the extent included during any period) (a) nonoperating gains (including,
without limitation, extraordinary or unusual gains, gains from discontinuance of
operations, gains arising from the sale of assets and other nonrecurring gains)
of the Borrower and its Subsidiaries during the applicable period and (b)
similar nonoperating losses (including, without limitation, losses arising from
the sale of assets and other nonrecurring losses) of the Borrower and its
Subsidiaries during such period, provided, however, that no adjustment pursuant
to the foregoing clauses (a) and (b) shall be made except to the extent the net
total of such adjustments would exceed $1,000,000.

"ERISA": The Employee Retirement Income Security Act of 1974, as amended.

"ERISA Affiliate": Any trade or business (whether or not incorporated) that
is a member of a group of which the Borrower is a member and which is treated as
a single employer under Section 414 of the Code.

"Eurodollar Business Day": A Business Day which is also a day for trading
by and between banks in United States dollar deposits in the interbank
Eurodollar market and a day on which banks are open for business 1in New York
City.

"Eurodollar Rate": With respect to each Interest Period applicable to a
Eurodollar Rate Advance, the average per annum offered rate for deposits in
United States dollars (rounded upward, if necessary, to the nearest 1/16 of 1%)
for delivery of such deposits on the first day of such Interest Period, for the
number of days in such Interest Period, which appears on the Reuters Screen LIBO
page as of 11:00 a.m., London time (or such other time as of which such rate
appears) two Eurodollar Business Days prior to the first day of such Interest
Period, or the per annum rate for such deposits determined by the Agent at such
time based on such other published service of general application as shall be
selected by the Agent for such purpose; provided, that in lieu of determining
the rate in the foregoing manner, the Agent may determine the rate based on
rates at which United States dollar deposits are offered to the Agent in the
interbank Eurodollar market at such time for delivery in Immediately Available
Funds on the first day of such Interest Period in an amount approximately equal
to the Advance by the Agent to which such Interest Period is to apply (rounded
upward, if necessary, to the nearest 1/16 of 1%). "Reuters Screen LIBO page"
means the display designated as page "LIBO" on the Reuters Monitor Money Rate
Screen (or such other page as may replace the LIBO page on such service for the
purpose of displaying London interbank offered rates of major banks for United
States dollar deposits).

"Eurodollar Rate Advance": An Advance with respect to which the interest
rate is determined by reference to the Adjusted Eurodollar Rate.

"Eurodollar Reserve Percentage": As of any day, that percentage (expressed
as a decimal) which is in effect on such day, as prescribed by the Board for
determining the maximum reserve requirement (including any basic, supplemental
or emergency reserves) for a member bank of the Federal Reserve System, with
deposits comparable in amount to those held by the Agent, in respect of
"Eurocurrency Liabilities" as such term is defined in Regulation D of the Board.
The rate of interest applicable to any outstanding Eurodollar Rate Advances
shall be adjusted automatically on and as of the effective date of any change in
the Eurodollar Reserve Percentage.

"Event of Default": Any event described in Section 7.1.

"Fixed Charge Coverage Ratio": For any period of determination, the ratio
of

(a) EBITDA, minus the sum of (i) Capital Expenditures and (ii) taxes paid
in cash by the Borrower and the Subsidiaries,



to

(b) the sum of Interest Expense and all required principal payments with
respect to Indebtedness (including but not limited to the principal
portion of payments with respect to Capitalized Lease Obligations of
the Borrower and the Subsidiaries but excluding required principal
payments under Section 2.6 other than principal payments required
under Section 2.6 as a result of a reduction in the Revolving
Commitments under Section 2.8(a)(i),

in each case determined for said period on a consolidated basis in accordance
with GAAP.

"Foreign Subsidiary": Any corporation that is a foreign corporation, as
defined in Section 7701(a)(5) of the Internal Revenue Code of 1986, more than 50
percent of (i) the total combined voting power of all classes of stock of such
corporation entitled to vote, or (ii) the total value of the stock of such
corporation, is directly or indirectly owned by the Borrower.

"GAAP": Generally accepted accounting principles set forth in the opinions
and pronouncements of the Accounting Principles Board of the American Institute
of Certified Public Accountants and statements and pronouncements of the
Financial Accounting Standards Board or in such other statements by such other
entity as may be approved by a significant segment of the accounting profession,
which are applicable to the circumstances as of any date of determination.

"Guaranty": A guaranty, in the form of Exhibit A, of the Obligations,
executed and delivered to the Agent in connection with this Agreement.

"Holding Account": A deposit account belonging to the Agent for the benefit
of the Banks into which the Borrower may be required to make deposits pursuant
to the provisions of this Agreement, such account to be under the sole dominion
and control of the Agent and not subject to withdrawal by the Borrower, with any
amounts therein to be held for application toward payment of any outstanding
Letters of Credit when drawn upon.

"Immediately Available Funds": Funds with good value on the day and in the
city in which payment is received.

"Indebtedness": with respect to any Person at the time of any
determination, without duplication, (a) all obligations of such Person for
borrowed money, (b) all obligations of such Person evidenced by bonds,
debentures, notes or other similar instruments, (c) all obligations of such
Person upon which interest charges are customarily paid or accrued, (d) all
obligations of such Person under conditional sale or other title retention
agreements relating to property purchased by such Person, (e) all obligations of
such Person issued or assumed as the deferred purchase price of property or
services, (f) all obligations of others secured by any Lien on property owned or
acquired by such Person, whether or not the obligations secured thereby have
been assumed, (g) all Capitalized Lease Obligations of such Person, (h) all net
obligations of such Person in respect of interest rate protection agreements,
(i) all Indebtedness of such Person, actual or contingent, as an account party
in respect of letters of credit or bankers' acceptances, (j) all obligations of
any partnership or joint venture as to which such Person is or may become
personally liable, and (k) all Contingent Obligations of such Person.

"Interest Expense": For any period of determination, the aggregate
consolidated amount, without duplication, of interest paid, accrued or scheduled
to be paid in respect of any Indebtedness of the Borrower and its Subsidiaries,
on a consolidated basis, including (a) all but the principal component of
payments in respect of conditional sale contracts, Capitalized Leases and other
title retention agreements, (b) commissions, discounts and other fees and
charges with respect to letters of credit and bankers' acceptance financings and
(c) net costs under interest rate protection agreements, in each case determined
in accordance with GAAP.

"Interest Period": With respect to each Eurodollar Rate Advance, the period
commencing on the date of such Advance or on the last day of the immediately
preceding Interest Period, if any, applicable to an outstanding Advance and
ending one, two, three, or six months thereafter, as the Borrower may elect in
the applicable notice of borrowing, continuation or conversion; provided that:

(a) Any Interest Period that would otherwise end on a day which is not a
Eurodollar Business Day shall be extended to the next succeeding
Eurodollar Business Day unless such Eurodollar Business Day falls in
another calendar month, in which case such Interest Period shall end
on the next preceding Eurodollar Business Day;

(b) Any Interest Period that begins on the last Eurodollar Business Day of
a calendar month (or a day for which there is no numerically
corresponding day in the calendar month at the end of such Interest



Period) shall end on the last Eurodollar Business Day of a calendar
month; and

(c) Any 1Interest Period that would otherwise end after the Revolving
Commitment Ending Date shall end on the Revolving Commitment Ending
Date.

Interest Periods shall be selected so that any repayments of outstanding
Advances occurring upon any mandatory reduction of the Aggregate Revolving
Commitment Amount pursuant to Section 2.8(a) can be made without having to pay a
Eurodollar Rate Advance prior to the last day of the Interest Period applicable
thereto. No more than ten Interest Periods may exist at any one time.

"Investment": The acquisition, purchase, making or holding of any stock or
other security, any loan, advance, contribution to capital, extension of credit
(except for trade and customer accounts receivable for inventory sold or
services rendered in the ordinary course of business and payable in accordance
with customary trade terms), any acquisitions of real or personal property
(other than real and personal property acquired in the ordinary course of
business) and any purchase or commitment or option to purchase stock or other
debt or equity securities of or any interest in another Person or any integral
part of any business or the assets comprising such business or part thereof. The
amount of any Investment shall be the original cost of such Investment plus the
cost of all additions thereto, without any adjustments for increases or
decreases in value, or write-ups, write-downs or write-offs with respect to such
Investment.

"Letter of Credit": An irrevocable letter of credit issued by the Agent
pursuant to this Agreement for the account of the Borrower.

"Letter of Credit Fee": As defined in Section 2.27.

"Lien": With respect to any Person, any security interest, mortgage,
pledge, 1lien, charge, encumbrance, title retention agreement or analogous
instrument or device (including the interest of each lessor under any
Capitalized Lease), 1in, of or on any assets or properties of such Person, now
owned or hereafter acquired, whether arising by agreement or operation of law.

"Loan Documents": The Borrower Loan Documents and any Guaranties executed
and delivered in connection herewith.

"Majority Banks": At any time, Banks holding at least 51% of the aggregate
unpaid principal amount of the Revolving Notes or, if no Revolving Loans are at
the time outstanding hereunder, Banks holding at least 51% of the Aggregate
Revolving Commitment Amount.

"Multiemployer Plan": A multiemployer plan, as such term is defined in
Section 4001 (a) (3) of ERISA, which is maintained (on the Closing Date, within
the five years preceding the Closing Date, or at any time after the Closing
Date) for employees of the Borrower or any ERISA Affiliate.

"Obligations": The Borrower's obligations in respect of the due and
punctual payment of principal and interest on the Revolving Notes when and as
due, whether by acceleration or otherwise and all fees (including Revolving
Commitment Fees), expenses, indemnities, reimbursements and other obligations of
the Borrower under this Agreement or any other Borrower Loan Document, in all
cases whether now existing or hereafter arising or incurred.

"PBGC": The Pension Benefit Guaranty Corporation, established pursuant to
Subtitle A of Title IV of ERISA, and any successor thereto or to the functions
thereof.

"Person": Any natural person, corporation, partnership, limited
partnership, limited liability company, joint venture, firm, association, trust,
unincorporated organization, government or governmental agency or political
subdivision or any other entity, whether acting in an individual, fiduciary or
other capacity.

"Plan": Each employee benefit plan (whether in existence on the Closing
Date or thereafter instituted), as such term is defined in Section 3 of ERISA,
maintained for the benefit of employees, officers or directors of the Borrower
or of any ERISA Affiliate.

"Pledge Agreement": A pledge agreement in the form attached hereto as
Exhibit B, whereby the Borrower pledges 65% of its stock in each of the Foreign
Subsidiaries to the Agent for the benefit of the Banks.

"Prohibited Transaction": The respective meanings assigned to such term in
Section 4975 of the Code and Section 406 of ERISA.

"Reference Rate": The rate of interest from time to time publicly announced



by the Agent as its '"reference rate." The Agent may lend to its customers at
rates that are at, above or below the Reference Rate. For purposes of
determining any interest rate hereunder or under any other Loan Document which
is based on the Reference Rate, such interest rate shall change as and when the
Reference Rate shall change.

"Reference Rate Advance": An Advance with respect to which the interest
rate is determined by reference to the Reference Rate.

"Regulatory Change": Any change after the Closing Date in federal, state or
foreign laws or regulations or the adoption or making after such date of any
interpretations, directives or requests applying to a class of banks including
any Bank under any federal, state or foreign laws or regulations (whether or not
having the force of law) by any court or governmental or monetary authority
charged with the interpretation or administration thereof.

"Reportable Event": A reportable event as defined in Section 4043 of ERISA
and the regulations issued under such Section, with respect to a Plan,
excluding, however, such events as to which the PBGC by regulation has waived
the requirement of Section 4043(a) of ERISA that it be notified within 30 days
of the occurrence of such event, provided that a failure to meet the minimum
funding standard of Section 412 of the Code and of Section 302 of ERISA shall be
a Reportable Event regardless of the issuance of any waiver in accordance with
Section 412(d) of the Code.

"Repurchase": The purchase by the Borrower of 5,800,000 shares of its
outstanding common stock for a purchase price not to exceed $33 per share on the
Closing Date.

"Restricted Payments": With respect to the Borrower, collectively, all
dividends or other distributions of any nature (cash, securities other than
common stock of the Borrower, assets or otherwise), and all payments on any
class of equity securities (including warrants, options or rights therefor)
issued by the Borrower, whether such securities are authorized or outstanding on
the Closing Date or at any time thereafter, and any redemption or purchase of,
or distribution in respect of (other than distributions in common stock of the
Borrower), any of the foregoing, whether directly or indirectly.

"Revolving Commitment": With respect to a Bank, the agreement of such Bank
to make Revolving Loans to the Borrower 1in an aggregate principal amount
outstanding at any time not to exceed such Bank's Revolving Commitment Amount
upon the terms and subject to the conditions and limitations of this Agreement.

"Revolving Commitment Amount": With respect to a Bank, initially the amount
set opposite such Bank's name as its "Revolving Commitment Amount" in Schedule
1.1(a), as the same may be reduced from time to time pursuant to Section 2.8.

"Revolving Commitment Ending Date": June 30, 2003.
"Revolving Commitment Fees": As defined in Section 2.9 (b).
"Revolving Loan": As defined in Section 2.1.

"Revolving Loan Date": The date of the making of any Revolving Loans
hereunder.

"Revolving Note": A promissory note of the Borrower in the form of Exhibit
C hereto.

"Revolving Percentage": With respect to any Bank, the percentage equivalent
of a fraction, the numerator of which is the Revolving Commitment Amount of such
Bank and the denominator of which is the Aggregate Revolving Commitment Amounts.

"Solvency Certificate": A certificate 1in the form attached hereto as
Exhibit D from the Borrower, attesting to the solvency of the Borrower
immediately after the Closing Date, after giving effect to the transactions
contemplated by this Agreement and the Repurchase.

"Standby Letter of Credit": A Letter of Credit that is not a Documentary
Letter of Credit.

"Subordinated Debt": Any Indebtedness of the Borrower, now existing or
hereafter created, incurred or arising, which is subordinated in right of
payment to the payment of the Obligations in a manner and to an extent (a) that
Majority Banks have approved 1in writing prior to the «creation of such
Indebtedness, or (b) as to any Indebtedness of the Borrower existing on the date
of this Agreement, that Majority Banks have approved as Subordinated Debt in a
writing delivered by Majority Banks to the Borrower on or prior to the Closing
Date.

"Subsidiary": Any corporation or other entity of which securities or other
ownership interests having ordinary voting power for the election of a majority



of the board of directors or other Persons performing similar functions are
owned by the Borrower either directly or through one or more Subsidiaries.

"Tangible Net Worth": As of any date of determination, the sum of the
amounts set forth on the consolidated balance sheet of the Borrower, prepared in
accordance with GAAP, as the sum of the common stock, preferred stock,
additional paid-in capital and retained earnings of the Borrower, 1less the book
value of all intangible assets of the Borrower and its Subsidiaries, including
all such items as goodwill, trademarks, trade names, service marks, copyrights,
patents, licenses, unamortized debt discount and expenses and the excess of the
purchase price of the assets of any business acquired by the Borrower or any of
its Subsidiaries over the book value of such assets.

"Termination Date": The earliest of (a) the Revolving Commitment Ending
Date, (b) the date on which the Revolving Commitments are terminated pursuant to
Section 7.2 hereof, (c) the date on which the Revolving Commitment Amounts are
reduced to zero pursuant to Section 2.8 hereof or (d) unless otherwise agreed by
the Majority Banks, in their sole discretion, the date on which a Change of
Control becomes effective.

"Total Revolving Outstandings": As of any date of determination, the sum of
(a) the aggregate unpaid principal balance of Revolving Loans outstanding on
such date, (b) the aggregate maximum amount available to be drawn under Letters
of Credit outstanding on such date and (c) the aggregate amount of Unpaid
Drawings on such date.

"Unpaid Drawing": As defined in Section 2.23.

"Unused Revolving Commitment": With respect to any Bank as of any date of
determination, the amount by which such Bank's Revolving Commitment Amount
exceeds such Bank's Revolving Percentage of Total Revolving Outstandings.

"U.S. Bank": U.S. Bank National Association, in its capacity as one of the
Banks hereunder.

Section 1.2 Accounting Terms and Calculations. Except as may be expressly
provided to the contrary herein, all accounting terms used herein shall be
interpreted and all accounting determinations hereunder shall be made in
accordance with GAAP. To the extent any change in GAAP affects any computation
or determination required to be made pursuant to this Agreement, such
computation or determination shall be made as if such change in GAAP had not
occurred unless the Borrower and Majority Banks agree in writing on an
adjustment to such computation or determination to account for such change in
GAAP.

Section 1.3 Computation of Time Periods. In this Agreement, in the
computation of a period of time from a specified date to a later specified date,
unless otherwise stated the word "from" means "from and including" and the word
"to" or "until" each means "to but excluding".

Section 1.4 Other Definitional Terms. The words "hereof", "herein" and
"hereunder" and words of similar import when used in this Agreement shall refer
to this Agreement as a whole and not to any particular provision of this
Agreement. References to Sections, Exhibits, schedules and like references are
to this Agreement unless otherwise expressly provided. The words "include",
"includes" and "including" shall be deemed to be followed by the phrase "without
limitation". Unless the context in which used herein otherwise clearly requires,
"or" has the inclusive meaning represented by the phrase "and/or".

ARTICLE II
TERMS OF THE CREDIT FACILITIES

Section 2.1 The Revolving Commitments. On the terms and subject to the
conditions hereof, each Bank severally agrees to make loans (each, a "Revolving
Loan" and, collectively, the "Revolving Loans") to the Borrower on a revolving
basis at any time and from time to time from the Closing Date to the Termination
Date, during which period the Borrower may borrow, repay and reborrow in
accordance with the provisions hereof, provided, that the unpaid principal
amount of outstanding Revolving Loans of a Bank plus the Revolving Percentage of
the amount available to be drawn under any outstanding Letters of Credit shall
not at any time exceed the Revolving Commitment Amount of such Bank and the
Total Revolving Outstandings shall not at any time exceed the Aggregate
Revolving Commitment Amount. Revolving Loans hereunder shall be made by the
several Banks ratably in the proportion of their respective Revolving Commitment
Amounts. Revolving Loans may be obtained and maintained, at the election of the
Borrower but subject to the 1limitations hereof, as Reference Rate Advances or
Eurodollar Rate Advances or any combination thereof.



Section 2.2 Procedure for Revolving Loans. Any request by the Borrower for
Revolving Loans hereunder shall be in writing or by telephone and must be given
so as to be received by the Agent not later than 11:00 a.m. (Minneapolis time)
three Eurodollar Business Days prior to the requested Revolving Loan Date if the
Revolving Loans (or any portion thereof) are requested as Eurodollar Rate
Advances and not later than 11:00 a.m. (Minneapolis time) on the requested
Revolving Loan Date if the Revolving Loans are requested as Reference Rate
Advances. Each request for Revolving Loans hereunder shall be irrevocable and
shall be deemed a representation by the Borrower that on the requested Revolving
Loan Date and after giving effect to the requested Revolving Loans the
applicable conditions specified in Article III have been and will be satisfied.
Each request for Revolving Loans hereunder shall specify (i) the requested
Revolving Loan Date, (ii) the aggregate amount of Revolving Loans to be made on
such date which shall be in a minimum amount of $5,000,000 or, if more, an
integral multiple of $500,000 in excess thereof, (iii) whether such Revolving
Loans are to be funded as Reference Rate Advances or Eurodollar Rate Advances
(and, if such Revolving Loans are to be made with more than one applicable
interest rate choice, specifying the amount to which each interest rate choice
is applicable) and (iv) in the case of Eurodollar Rate Advances, the duration of
the 1initial 1Interest Period applicable thereto. The Agent may rely on any
telephone request for Revolving Loans hereunder which it believes in good faith
to be genuine; and the Borrower hereby waives the right to dispute the Agent's
record of the terms of such telephone request. The Agent shall promptly notify
each other Bank of the receipt of such request, the matters specified therein,
and of such Bank's ratable share of the requested Revolving Loans. On the date
of the requested Revolving Loans, each Bank shall provide its share of the
requested Revolving Loans to the Agent in Immediately Available Funds not later
than 1:00 p.m., Minneapolis time. Unless the Agent determines that any
applicable condition specified in Article III has not been satisfied, the Agent
will make available to the Borrower at the Agent's principal office 1in
Minneapolis, Minnesota in Immediately Available Funds not later than 3:00 p.m.
(Minneapolis time) on the requested Revolving Loan Date the amount of the
requested Revolving Loans. If the Agent has made a Revolving Loan to the
Borrower on behalf of a Bank but has not received the amount of such Revolving
Loan from such Bank by the time herein required, such Bank shall pay interest to
the Agent on the amount so advanced at the overnight Federal Funds rate from the
date of such Revolving Loan to the date funds are received by the Agent from
such Bank, such interest to be payable with such remittance from such Bank of
the principal amount of such Revolving Loan (provided, however, that the Agent
shall not make any Revolving Loan on behalf of a Bank if the Agent has received
prior notice from such Bank that it will not make such Revolving Loan). If the
Agent does not receive payment from such Bank by the next Business Day after the
date of any Revolving Loan, the Agent shall be entitled to recover such
Revolving Loan, with interest thereon at the rate (or rates) then applicable to
the such Revolving Loan, on demand, from the Borrower, without prejudice to the
Agent's and the Borrower's rights against such Bank. If such Bank pays the Agent
the amount herein required with interest at the overnight Federal Funds rate
before the Agent has recovered from the Borrower, such Bank shall be entitled to
the interest payable by the Borrower with respect to the Revolving Loan in
gquestion accruing from the date the Agent made such Revolving Loan.

Section 2.3 Revolving Notes. The Revolving Loans of each Bank shall be
evidenced by a single Revolving Note payable to the order of such Bank in a
principal amount equal to such Bank's Revolving Commitment Amount originally in
effect. Upon receipt of each Bank's Revolving Note from the Borrower, the Agent
shall mail such Revolving Note to such Bank. Each Bank shall enter in its
ledgers and records the amount of each Revolving Loan, the various Advances
made, converted or continued and the payments made thereon, and each Bank is
authorized by the Borrower to enter on a schedule attached to its Revolving Note
a record of such Revolving Loans, Advances and payments; provided, however that
the failure by any Bank to make any such entry or any error in making such entry
shall not limit or otherwise affect the obligation of the Borrower hereunder and
on the Revolving Notes, and, in all events, the principal amounts owing by the
Borrower in respect of the Revolving Notes shall be the aggregate amount of all
Revolving Loans made by the Banks less all payments of principal thereof made by
the Borrower.

Section 2.4 Conversions and Continuations. On the terms and subject to the
limitations hereof, the Borrower shall have the option at any time and from time
to time to convert all or any portion of the Revolving Loans into Reference Rate
Advances or Eurodollar Rate Advances, or to continue a Eurodollar Rate Advance
as such; provided, however that a Eurodollar Rate Advance may be converted or
continued only on the last day of the Interest Period applicable thereto and no
Advance may be converted to or continued as a Eurodollar Rate Advance if a
Default or Event of Default has occurred and is continuing on the proposed date
of continuation or conversion. Advances may be converted to, or continued as,
Eurodollar Rate Advances only in integral multiples, as to the aggregate amount
of the Advances of all Banks so converted or continued, of $500,000. The
Borrower shall give the Agent written notice of any continuation or conversion
of any Advances and such notice must be given so as to be received by the Agent
not later than 11:00 a.m. (Minneapolis time) three Eurodollar Business Days



prior to requested date of conversion or continuation 1in the case of the
continuation of, or conversion to, Eurodollar Rate Advances and on the date of
the requested conversion to Reference Rate Advances. Each such notice shall
specify (a) the amount to be continued or converted, (b) the date for the
continuation or conversion (which must be (i) the last day of the preceding
Interest Period for any continuation or conversion of Eurodollar Rate Advances,
and (ii) a Eurodollar Business Day in the case of continuations as or
conversions to Eurodollar Rate Advances and a Business Day in the case of
conversions to Reference Rate Advances), and (c) in the case of conversions to
or continuations as Eurodollar Rate Advances, the Interest Period applicable
thereto. Any notice given by the Borrower under this Section shall be
irrevocable. If the Borrower shall fail to notify the Agent of the continuation
of any Eurodollar Rate Advances within the time required by this Section, such
Advances shall, on the last day of the Interest Period applicable thereto,
automatically be converted into Reference Rate Advances of the same principal
amount. All conversions and continuation of Advances must be made uniformly and
ratably among the Banks.

Section 2.5 1Interest Rates, Interest Payments and Default Interest.
Interest shall accrue and be payable on the Revolving Loans as follows:

(a) Subject to paragraph (c) below, each Eurodollar Rate Advance shall
bear interest on the wunpaid principal amount thereof during the
Interest Period applicable thereto at a rate per annum equal to the
sum of (i) the Adjusted Eurodollar Rate for such Interest Period, plus
(ii) the Applicable Margin.

(b) Subject to paragraph (c) below, each Reference Rate Advance shall bear
interest on the unpaid principal amount thereof at a varying rate per
annum equal to the sum of (i) the Reference Rate, plus (ii) the
Applicable Margin.

(c) Upon the occurrence of any Event of Default, each Advance shall, at
the option of the Majority Banks, bear interest until paid in full (i)
during the balance of any Interest Period applicable to such Advance,
at a rate per annum equal to the sum of the rate applicable to such
Advance during such Interest Period plus 2.0%, and (ii) otherwise, at
a rate per annum equal to the sum of (1) the Reference Rate, plus (2)
the Applicable Margin for Reference Rate Advances, plus (3) 2.0%.

(d) Interest shall be payable (i) with respect to each Eurodollar Rate
Advance having an Interest Period of three months or less, on the last
day of the Interest Period applicable thereto; (ii) with respect to
any Eurodollar Rate Advance having an Interest Period greater than
three months, on the last day of the Interest Period applicable
thereto and on each day that would have been the last day of the
Interest Period for such Advance had successive Interest Periods of
three months duration been applicable to such Advance; (iii) with
respect to any Reference Rate Advance, on the last day of each month;
(iv) with respect to all Advances, upon any permitted prepayment (on
the amount prepaid); and (v) with respect to all Advances, on the
Termination Date; provided that interest under Section 2.5 (c¢) shall
be payable on demand.

Section 2.6 Repayment. The unpaid principal amount of all Revolving Loans,
together with all accrued and unpaid interest thereon, shall be due and payable
on the Termination Date. If at any time the aggregate unpaid principal balance
of the Revolving Notes exceeds the Aggregate Revolving Commitment Amount, the
Borrower shall immediately repay to the Agent for the account of the Banks the
amount of such excess. Any such payments shall be shared ratably among the Banks
and shall be applied first against Reference Rate Advances and then to
Eurodollar Rate Advances in order starting with the Eurodollar Rate Advances
having the shortest time to the end of the applicable Interest Period.

Section 2.7 Optional Prepayments. The Borrower may prepay Reference Rate
Advances, in whole or in part, at any time, without premium or penalty. Any such
prepayment must be accompanied by accrued and unpaid interest on the amount
prepaid. Each partial prepayment shall be in an aggregate amount for all the
Banks of $500,000 or an integral multiple thereof. Except upon an acceleration
following an Event of Default, following a mandatory reduction in the Aggregate
Revolving Commitment Amount or upon termination of the Revolving Commitments in
whole, the Borrower may pay Eurodollar Rate Advances only on the last day of the
Interest Period applicable thereto. Amounts paid (unless following an
acceleration, following a mandatory reduction in the Aggregate Revolving
Commitment Amount or upon termination of the Revolving Commitments in whole) or
prepaid on Advances under this Section 2.7 may be reborrowed upon the terms and
subject to the conditions and limitations of this Agreement. Amounts paid or
prepaid on the Advances under this Section 2.7 shall be for the account of each
Bank in proportion to its share of outstanding Revolving Loans.

Section 2.8 Reduction of Revolving Commitment Amounts or Termination of
Revolving Commitments.



(a)

Mandatory Reductions. The Aggregate Revolving Commitment Amounts shall
be reduced as follows:

(i) On the following dates, the Aggregate Revolving Commitment
Amounts shall be reduced by the following amounts:

Reduction Date Reduction Amount
September 30, 1998 $3,000, 000
December 31, 1998 3,000,000
March 31, 1999 3,000,000
June 30, 1999 3,000,000
September 30, 1999 4,500,000
December 31, 1999 4,500,000
March 31, 2000 4,500,000
June 30, 2000 4,500,000
September 30, 2000 5,500, 000
December 31, 2000 5,500, 000
March 31, 2001 5,500, 000
June 30, 2001 5,500, 000
September 30, 2001 6,000,000
December 31, 2001 6,000,000
March 31, 2002 6,000,000
June 30, 2002 6,000,000
September 30, 2002 6,000,000
December 31, 2002 6,000,000
March 31, 2002 6,000,000

(ii) Proceeds of Asset Sales. The Aggregate Revolving Commitment
Amount shall be reduced by an amount equal to 100% of the net
cash proceeds of each sale of assets of the Borrower or any
Subsidiary (other than proceeds from the sale of inventory in the
ordinary course and proceeds paid by the Borrower or any
Subsidiary) to the extent such proceeds are not reinvested in
assets of similar wutility within 180 days of the receipt thereof
and the Borrower provides to the Agent, on or prior to the 180th
day after such receipt, an officer's certificate in form and
substance acceptable to the Agent demonstrating such
reinvestment; provided, however, that such reduction shall not be
required with respect to the first $2,500,000 of proceeds of each
such sale received on or after the Closing Date. The reduction
shall occur on the 181st day after the receipt of sale proceeds
under this section, wunless such proceeds have been reinvested as
required in this section.

(iii)Proceeds of Equity Issuance. The Aggregate Revolving Commitment
Amount shall be reduced by an amount equal to 50% of the proceeds
of any issuance of equity securities by the Borrower (other than
proceeds received upon exercise of stock options by employees or
directors of the Borrower or any of its Subsidiaries and proceeds
received from any employee of the Borrower or any of its
Subsidiaries under the Borrower's employee stock purchase plan),
net of the actual cash expenses paid by the Borrower or any
Subsidiary in connection with such issuance. Such reduction shall
occur two Business days after such proceeds are received.

All such reductions of the Aggregate Revolving Commitment Amount shall be
applied ratably among the Banks.

(b)

Optional Reductions. The Borrower may, at any time, upon not less than
5 Business Days prior written notice to the Agent, reduce the
Revolving Commitment Amounts, ratably, with any such reduction in a
minimum aggregate amount for all the Banks of $5,000,000, or, if more,
in an integral multiple of $1,000,000; provided, however, that the
Borrower may not at any time reduce the Aggregate Revolving Commitment
Amounts below the Total Revolving Outstandings. The Borrower may, at
any time, when no Letters of Credit are outstanding, upon not less
than ten Business Days prior written notice to the Agent, terminate
the Revolving Commitments in their entirety. Upon t