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The Honorable Thomas T. Glover

U6, Bonkrisiny Cou
6. 1
Wastom District of Washington
at Seattle

JAN 2 5 2002

T. @l
By Siower

UNITED STATES BANKRUPTCY COURT
FOR THE WESTERN DISTRICT OF WASHINGTON
AT SEATTLE

InRe: . Case No. 01-19658

= ) -
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STAIRMASTER SPORTS/MEDICAL Chapter 11

PRODUCTS, INC., a Delaware ORDER APPROVING DEBTOR’S
corporation, SALE OF SUBSTANTIALLY ALL OF
ITS ASSETS FREE AND CLEAR OF
Debtor. CLAIMS AND ENCUMBRANCES

- A
HOWN

o

THIS MATTER came before the Court on the 25th day of January 2002, on the

motion of StairMaster Sports/Medical Products, Inc., Debtor-in-Possession herein (“Debtor™),

16
17 || for an Order (1) authorizing the sale of substantially all of its assets (the “Purchased Assets™)
18 || free and clear of liens, claims, and encumbrances, pursuant to 11 U.S.C, § 363, to Direct
19 || Focus, Inc, (the “Buyer”). The motion for the sale of the Purchased Assets (the “Motion™) is
20 | presented to the Court pursuant to the Order Approving Timeline and Procedures for Sale,
21| entered on November 16, 2001 , and the Ex Parte Amended Order Approving Timeline and
22 || procedures for sale, entered on January 4, 2002. Upon considering: (i) the Declaration of
23 || Michael R. Quinn In Support of the Debtor’s Sale (the “Quinn Declaration™); (ii) the record
24 |l in this Chapter 11 case; (iii) all objections, if any; and (iv) the arguments of counsel and the
25| evidence presented at the hearing, this Court HEREBY FINDS AND DETERMINES THAT:
26 A.  The Court has jurisdiction to hear and determine the Motion and all related
27 || matters pursuant to 28 U.S.C. §§ 1334 and 157 and the “Standing Order of Referral of Cases
28| to Bankruptcy Judges” of the United States District Court for the Western District of
ORDER APPROVING DEBTOR’S SALE OF Heller Ehrman White & McAuliffe Le
SUBSTANTIALLY ALL OF ITS ASSETS, ETC. - 1 e e S e

Seattle, Washington 58104-7088
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Washington. Venue of this proceeding in this district is proper pursuant to 28 U.8.C. § 1409.
The Motion is a core proceeding pursuant to 28 U.8.C. § 157(b)(2)(A), (B), (N) and (0). The
statutory predicates for the relief granted herein are Sections 105, 363 and 365 of the
Bankruptcy Code, as complemented by Bankruptcy Rules 2002, 6004, 6006 and 9007.

B.  Notice of the Motion was: timely; properly given in compliance with the
Bankruptcy Code and Rules; in accordance with the Order Limiting Notice that was entered

in this case on October 19, 2001; and, reasonable and appropriate under the circumstances.

N S W N
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25
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27
28

C.  The Debtor has demonstrated that the sale of the Purchased Assets to Buyer
pursuant to the Asset Purchase Agreement (the “Asset Purchase Agreement”), a copy of -
which is attached to the Quinn Declaration as Exhibit 1, is based on sound business
justifications, and such sale is in the best interest of the Debtor’s estate.

D.  Failure to approve the Motion will cause irreparable damage to the Debtor and
its estate.

E. The sale of the Purchased Assets, and the assignment of contracts and leases
phlﬁlrsuant to the Asset Purchase Agreement (the “Assigned Contracts and Leases™), have been
proposed and, if consummated, will have been consummated in good faith in accordance with
Section 363(m) of the Bankruptcy Code. Buyer is entitled to the protections afforded under
Section 363(m) of the Bankruptcy. Code.

F. The negotiations between Buyer and the Debtor have been in good faith, and
the consideration being paid is fair value for the Purchased Assets.

G.  The Debtor has demonstrated sufficient justification to sell a substantial portion
of its assets without a plan of reorganization.

H.  The consideration to be received by the Debtor from Buyer is fair and
reasonable. |

L The Debtor has demonstrated that the assumption and assignment of the
Assigned Contracts and Leases to Buyer is based up on sound business justifications.

J. Buyer will cure, subject to the terms and conditions of the Asset Purchase
Agreement, the existing defaults on the Assigned Contracts and Leases, at the time of closing

ORDER APPROVING DEBTOR’S SALE OF Heller Ehrman White & McAuliffe wwe
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the sale to Buyer (“Closing”) (or on such terms as may be agreed 10 in writing between Buyer
and the third parties to the Assigned Contracts and Leases).

K.  Buyer has provided the requisite adequate assurance of its future performance
under the Assigned Contracts and Leases.

L. Buyer is only buying the Purchased Assets and is not a successor in interest to
Debtor, nor does Buyer's acquisition of the Purchased Assets reflect a substantial continuity
of the operations of the Debtors’ business. With respect to the possibility of the Buyer being
deemed a successor to the Debtor, the cause and circumstances leading to the sale of the
Purchased Assets arise out of the Debtor’s prefiling events, which,a"re. not caused by or related
to any act or conduct of the Buyer. . .

M. Consummation of the Asset Purchase Agreement is in the best interests of the
Debtor, its estate, all creditors, equity security holders and other parties in interest.

| Based on the foregoing, and good cause appearing, it is hereby

ORDERED, ADJUDGED AND DECREED:

\ 1. The Motion to sell substantially all of the Debtor’s assets to the Buyer, in
ai:cordancc with the Asset Purchase Agreement, is hereby granted.

2. Al opposition to the Motion is overruled, and the Debtor is authorized pursuant
to Sections 105(a) and 363(b) and (f) of the Bankruptcy Code to sell to the Buyer all of the
Debtor’s right, title and interest in and to the assets identified to be sold in the Asset Purchase
Agreement, all in accordance with the Asset Purchase Agreement and this Order.

3. The Asset Purchase Agreement is hereby approved.

4, The sale of the Purchased Assets, and assignment of the Assigned Contracts
and Leases, is free and clear of all claims, liens and encumbrances of any nature, kind or
description, other than the performance obligations under the Assigned Contracts and Leases.

%577 Any existing claims, liens, encumbrances and interests will attach to the
proceeds of the sale in the same priority, validity, and amount in which they attach to the
Purchased Assets prior to sale. All such claims, liens, encumbrances and interests shall be
released, terminated and discharged as to the Purchased Assets and the Buyer and shall be
ORDER APPROVING DEBTOR'S SALE OF - Heller Ehrman White & McAuliffe v
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satisfied solely from the proceeds of the sale or any assets of the Debtor other than the

—

Purchased Assets.

6. The Asset Purchase Agreement; (i) was proposed, negotiated, and entered into
in good faith after arms-length bargaining of the parties; and (ii) provides the Debtor with the
highest or otherwise best offer received for the Purchased Assets. |

7. Buyer is a good faith purchaser pursuant to Section 363(m) of the Bankruptcy
Code and entitled to the protections thereunder.

8. A stay of the Closing, as provided for by Bankruptcy Rule 6004(g), is

©w @O ~N ;s W N

unnecessary in this instance, shall not apply, and is lifted.

10 9. The Debtor is authorized to assume and assign the Assigned Contracts and
11 || Leases to Buyer at the time of Closing, and the Assigned Contracts and Leases shall be
12 || effective notwithstanding any prbvisions therein precluding or impairing the rights of the
13 I Debtor to assign them.

14 10.  Upon payment of the cure amounts as established in the Order Authorizing

15| Assumption or Rejection of Executory Contracts and/or Leases, entered on January 11, 2002,

16 || and pursuant to the Supplemental Order on Assumption of Contracts and/or Leases, entered

17 || on Januwary 25, 2002, the non-debtor parties to the Assigned Contracts and Leases are forever
18 || barred from asserting claims against the Debtor (except for post-petition service provided to
19 {| the Debtor prior to Closing) arising under or related to the subject contracts or leases, and

20{ each of the subject contracts or leases shall be deemed in full force and effccg on its

21|l assignment tb B;iyér. _ | | .

22 11.  The cure payments referenced in the preceding paragraph, when made, shall

23 | satisfy the requisites of 11 U.S.C. § 365(b)}(1)(A).

24 ‘12 "t All parties to the Assigned Contracts and Leases are forever barred and
- 25| enjoined from raising or asserting against the Debtor or Buyer any defanlt or breach under, or
26 || any claim or pecuniary loss, or condition to assignment, arising under or related to, the .

27 || Assigned Contracts or Leases existing as of the Closing or arising by reason of the Closing

o 28 || unless such defauit, breach, claim, pecuniary loss or coq'_fd;ition was timely raised or asserted
ORDER APPROVING DEBTOR'S SALE OF Heller Ehrman White & McAuliffe wp
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prior to the entry of this Order. All liens of record against the Purchased Assets shall, upon
Closing, be removed and stricken as against the Purchased Assets, and all parties and other
entities, including filing agents and ofﬁcers,' title agents and companies, recorders of '
mortgages and deeds of trust, administrative agencies, governmental units and other state,
federal and local officers are authorized and specifically directed to strike all recorded liens
against the Purchased Assets from their records without the presentation of any affidavits,
instruments, or returns otherwise required for recording, other than this Order.

13.  The Debtor is authorized to take such further actions as may be necessary to
implement, close and consummate the sale of the Purchased Assets, including (i) executing
any documents necessary to consummate such sale and to assume and assign the Assigned
Contracts and Leases to Buyer pursuant to the terms and conditions of the Asset Purchase
Agreement without further order of this Court; (ii) take any action to strike or remove any
liens of record against the Purchased Assets; and (jii) making minor modifications to the
Asset Purchase Agreement prior to Closing so long as these modifications do not reduce the
consideration to be paid to the Debtor.

14.  Except as expressly provided in the Asset Purchase Agreement, Buyer has not
assumed or otherwise become obligated for any of the Debtor’s liabilities. Consequently,
after closing of the sale to Buyer, all creditors of the Debtor, whether known or unknown, are
hereby enjoined from asserting or prosecuting any claim or cause of action agaimst Buyer or
the Purchased Assets to recover on account qf any liability owed by the Debtor.

15. R.ighfs of the Debtor to e‘xe‘cufbry 'coﬁtiacts, unexpired leases, and other
property excluded from the sale to the Buyer, remain the property of the Debtor and the
Debtor’s rights, if any, to assume and assign those éxccutory coniracts and unexpired leases,
shall not be limited by this Order.

16.  Among the property excluded from the Purchased Assets being sold to Buyer
are: (i) the Debtor’s inventory of RevMaster stationary bicycles; {ii) the Debtor’s contracts
and license agreements with LeMond Cycling, Inc. (including, without limitation, the

Sublicense and Endorsement Agreement dated August 9, 1999), Peloton Fitness, Inc., and

ORDER APPROVING DEBTOR’S SALE OF Heller Ehrman White & McAuliffe we
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Exersmart, LLC; (ii1) all prototypes of the Exersmart home.gym (in any and all states of
assembly); (iv) all drawings, tooling, dyes, equipment, materials, and other documents or
instruments related to the design and manufacture of the RevMaster stationary bicycle and the
Exersmart home gyin; and (v) all home gym units and accessories, if any, provided to D;abtor
by Exersmart.

17.  With respect to any RevMaster stationary bicycles sold by the Debtor or third
parties: (i) the Buyer shall have no liabilities or responsibilities, including but not limited to
warranty or personal injury claims; and (ii) the Debtor shall use commercially reasonable
efforts to remove or cover all StairMaster names and logos that appear on the RevMaster
stationary bicycles that were manufactured prior to closing, and the -chtor will not have any
products manufactured after closing that display any StairMaster names or logos.

18.  The sales proceeds received from the sale of the Purchased Assets, net of any
commissions, taxes, cure amounts, and other closing costs, required to be paid by the Debtor
in accordance with the Asset Purchase Agreement, plus other proceeds, if any, received after
Glosing pursuant to the terms of the Asset Purchase Agreement, shall be used and distributed

at Closing as follows:

) $900,000 shall be paid to Houlihan Lokey Howard . Zukin Capital, as a
Transaction Fee, in accordance with the Order Authorizing Debtor in Possession to Retain
Houlihan Lokey, that was entered on October 15, 2001;

b. Sufficient funds shall be disbursed to ABN AMRO Bank N.V. as the
“DIP Agént,’-’ to fully satisfy all obligations of the Debtor to the"‘DIP Lenders” under the
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“DIPF acilityﬂﬂvmmﬁuﬁy defined in the Final Order Granting Motion For Authority to Use ¥

Cash Collateral, and Qbtain Post-Petition Financing, entered by this Court on September 23,
The Unseomred Crediders” CammilTer ond Ekishing Lrders haot
2001; and A o duern shalk Coe A consensinat e’fom of r'-oryw'--ma'n'on Aaled 4s of
2 Ha b et}

s generafed trom the closing, plus any other funds
received after Closing pursuant to the terms of the Asset Purchase Agreement, shall be
deposited into an interest-bearing account at ABN AMRO Bank, N.V., and shall be disbursed

i

» Heller Ehrman White & McAuliffe wp
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19.  Pursuant to Section 1146(c) of the. Bankruptcy Code, the making, delivery,

filing or recording of any and all other instruments of conveyance or transfer of the Purchased
Assets (the “Conveyances™), are exempt from and shall not be taxed under any federal, state
or local law imposing a recording tax, stamp tax, transfer tax or similar tax (collectively,
“Transfer Taxes”). All filing and recording officers are hereby authorized and directed to
accept for recording or filing, and to record or file immediately upon presentation thereof, the
Conveyances, without the payment of any such Transfer Taxes and without the requirement
or presentation of any affidavit or form with respect to any Transfer Tax regarding the
Conveyances. All governmental authorities or taxing authorities shall be permanently
enjoined from commencing or maintaining any action to colleci from the Debtor, the Buyer
ot the Purchased Assets any Transfer Taxes arising from the transfers to be effectuated
pursuant to the Asset Purchase Agreement, and this Court retains jurisdiction to enforce the
foregoing.

20, -5 This Order shall be binding upon and inure to the benefit of any successors and
assigns of the Buyer and the Debtor, including without limitation, any trustee appointed in the
Debtor’s Chapter 11 case or subsequent Chapter 7 case.

21.  The sale of the Purchased Assets approved by this Order is not subject to
avoxdance under Section 363(n) of the Bankruptcy Code.
22.  Information available to the Debtor under the Asset Purchase Agrecment shall

be made available to the Geurt: Cradidors ' Coom Hez . WL

vl

23.  The Court shall retain sole and exclusive jurisdiction over all matters arising 5
from or related to the Purchased Assets, Assigned Contracts and Leases, the Motion, the

implementation thereof, the account established in the preceding paragraph of this Order, and /

enforcement of this Order.

DATED this %y of January, 2002s.

United States Bankruptey Judge

ORDER APPROVING DEBTOR’S SALE OF Heller Ehrman White & McAuliffe e
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Presented by: -

M

HELLER RHRMAN WHITE & McAULIFFE LLP

-9 Chd e

{,denck PrCorbit, WSBA #10999
g

ttorneys for Debtor, StairMaster
orts/Medical Products, Inc.

Approved as to Form; Notice of
Presentation Waived:

DAVIS WRIGHT TREMAINE

L Powers, WSBA #1 1935
Attomeys for ABN AMRO Bank, N.V.

BUSH STROUT & KORNFELD

Y.
By__ WW
" Gaylg/E. Bush, WSBA #0718

Attorneys for The Official Committee of
Unsecured Creditors

214212 v01.SE (4L@C011.00C)
1/25/02 11:49 AM (38590.0001)

ORDER APPROVING DEBTOR’S SALE OF
SUBSTANTIALLY ALL OF ITS ASSETS, ETC. -8

Heller Ehrman White & McAuliffe we
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w - ASSET PURCHASE AGREEMENT

This Asset Purchase Agreement (the “Agreement”) is made and entered into as of this [N %ay of
January 2002 (the “Execution Date™), by and between Direct Focus, Inc., 2 Washington corporation and
its permitted assignees hereunder (the “Buyer”), on the one hand, and StairMaster Sports/Medical
Products, Inc., dba StairMaster Health & Fitness Products, a Delaware corporation and Debtor and Debtor
in Possession (the “Seller”) under Case No. 01-19658 (the “Case™) in the United States Bankmptcy Court
for the Western District of Washington at Seattle (the “Bankruptcy Court”).

RECITALS.-

Seller is engaged in the fitness equipment business, {the "Business").

Seller wishes to sell to Buyer substantially all the assets it uses in connection with the Businiess at
the price and on the other terms and conditions specified in detail below and Buyer wishes to so
purchase and acquire such assets from Seller.

W

NOW, THEREFORE, for good and valuable consideration, the receipt and sufficiency of which
is hereby acknowledged, the parties agree as follows:

T Transfer of Assets

1.1 Purchase and Sale of Assets. On the Closing Date, as hereinafier defined, in consideration

of the covenants, representations and obligations of Buyer hereunder, and subject to the conditions

" hereinafter set forth, Seller shall sell, assign, transfer, convey and deliver to Buyer free and ¢lear of all

liens, interests and encumbrances of any kind or nature whatsoever, and Buyer shall purchase from Seller,

free and clear of all liens, interests and encumbrances of any kind or nature whatsoever, all of Seller's

right, title and interest as of the Closing Date in and to the following assets, wherever located
(collectively, the "Property") :

1.1.1 Leases and Contracts. Seller’s rights, title and interest to the following leases
and contracts which are assumed by Seller and assigned to Buyer pursuant to a final order of the
Bankruptcy Court assuming and assigning the lease or contract (the “Assignment Order”), or if post-
petition, to the extent transferable at no cost to Seller: wherein Seller is lessee or party (a) under a real
property’ lease (the “Real Property’ Leases”),. (b) under. an' equipment, personal property or intangible
property lease, rental agreement, license, contract, agreement or similar arrangement (the “Other Leases”)
and (c) a party to other contracts, leases, orders, purchase orders, licenses, contracts, agreements and

. similar arrangements (the “Other Contracts™) (all collectively the “Assumed Contracts”). Buyer mmally
designates the list of lcases and contracts that Seller shall assume and assign to Buyer as set forth in
Exhibit A-1 (Real Property Leases), Exhibit A-2 (Other Leases) and Exhibit A-3 (Other Contracts).
Buyer shall have the option to add to or exclude from the list of designated leases and contracts on
Exhibits A-1, A-2 and A-3, and to make such added designated leases and contracts Assumed Contracts,
so long as Buyer notifies Seller of the lease or coniract to be added or excluded from the list before the
Auction (as such term is defined below). -

1.1.2  Improvements. Any improvements located on the real property (collectively, the
“Real Property™) occupled by Seller under the Real Property Leases, but in all events only to the extent, if
any, of Seller's interest in the same (collectively, the “Improvements”).

1.1.3  Personal Property. All of those items of equipment and tangible personal
property owned by Seller (including those listed in Exhibit “B” attached to this Agreement) and any
other tangible personal property acquired by Seller after the date hereof but prior fo the Closing Date

SEA_DOCS:598632.4
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