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PART II.    OTHER INFORMATION

Appliance Recycling Centers of America, Inc. and Subsidiaries
CONSOLIDATED BALANCE SHEETS
(Unaudited)

<TABLE>
<CAPTION>
                                                                          July 4,             January 3,
                                                                           1998                  1998



- ----------------------------------------------------------------------------------------------------------
<S>                                                                    <C>                  <C>         
ASSETS
Current Assets
    Cash and cash equivalents                                          $     82,000         $     13,000
    Accounts receivable, net of allowance of $82,000
        and $35,000, respectively                                           727,000              736,000
    Inventories                                                           1,301,000              694,000
    Other current assets                                                    161,000              140,000
    Refundable income taxes                                                  29,000               29,000
- ----------------------------------------------------------------------------------------------------------
        Total current assets                                           $  2,300,000         $  1,612,000
- ----------------------------------------------------------------------------------------------------------
Property and Equipment, at cost
    Land                                                               $  2,103,000         $  2,103,000
    Buildings and improvements                                            4,181,000            3,955,000
    Equipment                                                             3,706,000            5,461,000
- ----------------------------------------------------------------------------------------------------------
                                                                       $  9,990,000         $ 11,519,000
    Less accumulated depreciation                                         3,945,000            4,807,000
- ----------------------------------------------------------------------------------------------------------
        Net property and equipment                                     $  6,045,000         $  6,712,000
- ----------------------------------------------------------------------------------------------------------
Other Assets                                                           $     53,000         $     55,000
Goodwill, net                                                               171,000              190,000
- ----------------------------------------------------------------------------------------------------------
        Total assets                                                   $  8,569,000         $  8,569,000
==========================================================================================================
LIABILITIES AND SHAREHOLDERS' EQUITY
Current Liabilities
    Line of credit                                                     $  2,459,000         $  1,513,000
    Current maturities of long-term obligations                             108,000              101,000
    Accounts payable                                                      1,539,000            1,136,000
    Accrued expenses                                                        742,000              821,000
- ----------------------------------------------------------------------------------------------------------
        Total current liabilities                                      $  4,848,000         $  3,571,000
Long-Term Obligations, less current maturities                            1,790,000            1,633,000
- ----------------------------------------------------------------------------------------------------------
        Total liabilities                                              $  6,638,000         $  5,204,000
- ----------------------------------------------------------------------------------------------------------
Shareholders' Equity
    Common stock, no par value; authorized 10,000,000
        shares; issued and outstanding 1,237,000 shares as of
        July 4, 1998 and 1,137,000 shares as of January 3, 1998        $ 10,550,000         $ 10,350,000
    Accumulated deficit                                                  (8,619,000)          (6,985,000)
- ----------------------------------------------------------------------------------------------------------
        Total shareholders' equity                                     $  1,931,000         $  3,365,000
- ----------------------------------------------------------------------------------------------------------
        Total liabilities and shareholders' equity                     $  8,569,000         $  8,569,000
==========================================================================================================

</TABLE>

                 See Notes to Consolidated Financial Statements.

Appliance Recycling Centers of America, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF OPERATIONS
(Unaudited)

<TABLE>
<CAPTION>
                                                                Three Months Ended                   Six Months Ended
                                                              July 4,         June 28,           July 4,          June 
28,
                                                               1998             1997              1998              
1997
- -------------------------------------------------------------------------------------------------------------------
----------
<S>                                                       <C>               <C>               <C>               <C>         
Revenues
     Retail revenues                                      $ 1,956,000       $ 1,029,000       $ 3,468,000       $ 
1,967,000
     Recycling revenues                                     1,350,000         1,655,000         2,167,000         
3,470,000
     Byproduct revenues                                       284,000           312,000           590,000           
802,000
- -------------------------------------------------------------------------------------------------------------------
----------
     Total revenues                                       $ 3,590,000       $ 2,996,000       $ 6,225,000       $ 
6,239,000
Cost of Revenues                                            2,420,000         1,676,000         4,416,000         
3,361,000
- -------------------------------------------------------------------------------------------------------------------
----------



     Gross profit                                         $ 1,170,000       $ 1,320,000       $ 1,809,000       $ 
2,878,000
Selling, General and Administrative Expenses                1,507,000         1,219,000         2,965,000         
2,667,000
Loss on Impaired Assets                                       518,000                --           518,000                
--
- -------------------------------------------------------------------------------------------------------------------
----------
     Operating income (loss)                              $  (855,000)      $   101,000       $(1,674,000)      $   
211,000
Other Income (Expense)
     Other income                                              42,000            61,000           269,000           
119,000
     Interest income                                               --             3,000             1,000             
4,000
     Interest expense                                        (129,000)          (81,000)         (230,000)         
(174,000)
- -------------------------------------------------------------------------------------------------------------------
----------
     Income (loss) before provision for income taxes
         and minority interest                            $  (942,000)      $    84,000       $(1,634,000)      $   
160,000
Provision for (Benefit of) Income Taxes                            --           (29,000)               --           
(29,000)
- -------------------------------------------------------------------------------------------------------------------
----------
     Income (loss) before minority interest               $  (942,000)      $   113,000       $(1,634,000)      $   
189,000
Minority Interest in Net Income of Subsidiary                      --            40,000                --            
53,000
- -------------------------------------------------------------------------------------------------------------------
----------
     Net income (loss)                                    $  (942,000)      $    73,000       $(1,634,000)      $   
136,000
========================================================================================================================
=====
Basic and Diluted Earnings (Loss) per
     Common Share                                         $     (0.79)      $      0.06       $     (1.41)      $      
0.12
========================================================================================================================
=====
Weighted Average Number of
     Common Shares                                          1,188,000         1,137,000         1,163,000         
1,137,000
========================================================================================================================
=====

</TABLE>

                See Notes to Consolidated Financial Statements.

Appliance Recycling Centers of America, Inc. and Subsidiaries
CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

<TABLE>
<CAPTION>
                                                                                 Six Months Ended
                                                                            July 4,            June 28,
                                                                             1998                1997
- ----------------------------------------------------------------------------------------------------------
<S>                                                                      <C>                 <C>        
Cash Flows from Operating Activities
     Net income (loss)                                                   $(1,634,000)        $   136,000
     Adjustments to reconcile net income (loss) to net
         cash provided by (used in) operating activities:
     Depreciation and amortization                                           438,000             569,000
     Minority interest in subsidiary                                              --              53,000
     Loss on impaired assets                                                 518,000                  --
     (Gain) loss on sale of equipment                                       (232,000)            (60,000)
     Change in assets and liabilities:
     (Increase) decrease in:
         Receivables                                                           9,000             144,000
         Inventories                                                        (607,000)             57,000
         Other current assets                                                (21,000)             98,000
         Refundable income taxes                                                  --             370,000
     Increase (decrease) in:
         Accounts payable                                                    403,000            (599,000)
         Accrued expenses                                                    (79,000)           (262,000)
- ----------------------------------------------------------------------------------------------------------
              Net cash provided by (used in) operating activities        $(1,205,000)        $   506,000
- ----------------------------------------------------------------------------------------------------------
Cash Flows from Investing Activities
     Purchase of property and equipment                                  $  (273,000)        $  (143,000)



     Proceeds from disposal of property and equipment                        237,000              78,000
- ----------------------------------------------------------------------------------------------------------
              Net cash used in investing activities                      $   (36,000)        $   (65,000)
- ----------------------------------------------------------------------------------------------------------
Cash Flows from Financing Activities
     Increase (decrease) in line of credit                               $   946,000         $  (299,000)
     Payments on long-term obligations                                       (86,000)           (115,000)
     Proceeds from sale of common stock                                      200,000                  --
     Proceeds from long-term debt obligations                                250,000                  --
- ----------------------------------------------------------------------------------------------------------
              Net cash provided by (used in) financing activities        $ 1,310,000         $  (414,000)
- ----------------------------------------------------------------------------------------------------------
     Increase in cash and cash equivalents                               $    69,000         $    27,000
Cash and Cash Equivalents
     Beginning                                                                13,000             280,000
==========================================================================================================
     Ending                                                              $    82,000         $   307,000
==========================================================================================================
Supplemental Disclosures of Cash Flow Information
     Cash payments (receipts) for:
         Interest                                                        $   216,000         $   174,000
         Income taxes net of refunds                                     $        --         $  (398,000)
==========================================================================================================

</TABLE>

                See Notes to Consolidated Financial Statements.

Appliance Recycling Centers of America, Inc. and Subsidiaries

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
- --------------------------------------------------------------------------------

1.      Financial Statements
        In the opinion of management of the Company, the accompanying unaudited
        consolidated financial statements contain all adjustments (consisting of
        only normal, recurring accruals) necessary to present fairly the
        financial position of the Company and its subsidiaries as of July 4,
        1998, and the results of operations for the three-month and six-month
        periods ended July 4, 1998 and June 28, 1997 and its cash flows for the
        six-month periods ended July 4, 1998 and June 28, 1997. The results of
        operations for any interim period are not necessarily indicative of the
        results for the year. These interim consolidated financial statements
        should be read in conjunction with the Company's annual financial
        statements and related notes in the Company's Annual Report on Form 10-K
        for the year ended January 3, 1998.

2.      Accrued Expenses
        Accrued expenses were as follows:

                                           July 4,         January 3,
                                            1998              1998
                                         ---------         ---------
               Compensation              $ 178,000         $ 167,000
               Lease contingencies
                 and closing costs         130,000           289,000
               Other                       434,000           365,000
                                         ---------         ---------
                                         $ 742,000         $ 821,000
                                         =========         =========

3.      Preferred Stock
        In April 1998, the Company's shareholders approved an amendment to the
        Company's Articles of Incorporation authorizing two million shares of
        Preferred Stock of the Company ("Preferred Stock") which may be issued
        from time to time in one or more series having such rights, powers,
        preferences and designations as the Board of Directors may determine.

 4.     Loss On Impaired Assets
        During the three months ended July 4, 1998, the Company elected to
        curtail its appliance shredding operation and intensify its strategic
        focus on appliance retailing. As a result, the Company recorded $518,000
        as a loss on impaired assets.

PART I:  ITEM 2 MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
         RESULTS OF OPERATIONS
- --------------------------------------------------------------------------------

        The following discussion and analysis provides information that
        management believes is relevant to an assessment and understanding of
        the Company's level of operations and financial condition. This
        discussion should be read with the consolidated financial statements



        appearing in Item 1.

RESULTS OF OPERATIONS

        The Company generates revenues from three sources: retail revenues,
        recycling revenues and byproduct revenues. Retail revenues are sales of
        appliances, extended warranty sales and delivery fees. Recycling
        revenues are fees charged for the disposal of appliances. Byproduct
        revenues are sales of materials generated from processed appliances.

        Total revenues for the three and six months ended July 4, 1998 were
        $3,590,000 and $6,225,000, respectively, compared to $2,996,000 and
        $6,239,000 for the same periods in the prior year.

        Retail revenues for the three and six months ended July 4, 1998
        increased by $927,000 or 90% and $1,501,000 or 76%, respectively, from
        the same periods in the prior year. Second quarter same-store retail
        sales increased 102% (a sales comparison of twelve stores that were open
        the entire second quarters of 1998 and 1997). Retail sales accounted for
        approximately 54% of revenues in the second quarter of 1998. The
        increase in retail sales was primarily due to increased sales of
        Whirlpool product, offset by lower than anticipated sales of
        reconditioned appliances. In July 1998, the Company announced that it
        had entered into a contract with Whirlpool Corporation to acquire its
        distressed appliances (including "scratch and dent" units with only
        cosmetic imperfections) from distribution centers serving the Midwest
        and much of the western United States, including the entire West Coast.

        Currently, the Company has 12 retail locations. The Company plans to
        continue focusing on increasing sales in the geographic areas where it
        is currently located. It plans to consolidate its existing stores and
        open an additional three to five new stores over the next 12 months. The
        Company experiences seasonal fluctuations and expects retail sales to be
        higher in the second and third calendar quarters than in the first and
        fourth calendar quarters, reflecting consumer purchasing cycles.

        Recycling revenues for the three and six months ended July 4, 1998
        decreased by $305,000 or 18% and $1,303,000 or 38%, respectively, from
        the same periods in the prior year. The decrease in recycling revenues
        was primarily due to the decrease in refrigerator recycling volume
        related to the contract with Southern California Edison Company
        ("Edison"). Edison started advertising for its refrigerator recycling
        program in late March 1998 and again in mid-July 1998, whereas in 1997,
        advertising started in January. The contract is

RESULTS OF OPERATIONS - continued

        expected to generate a minimum of $3.0 million in revenues in 1998, $1.5
        million of which had been generated by July 4, 1998. The timing and
        amount of revenues will be dependent on advertising by Edison. The
        contract with Edison ends September 30, 1998. At this time, the Company
        does not know if the contract will be extended into the fourth quarter
        of 1998, and into 1999. Edison has indicated its intention of continuing
        the program for the fourth quarter. However, no definitive contract has
        been entered into, and currently, the Company doesn't know the size or
        timing of any potential program.

        Byproduct revenues for the three and six months ended July 4, 1998
        decreased by $28,000 or 9% and $212,000 or 26%, respectively, from the
        same periods in the prior year. The decrease was primarily due to lower
        sales of reclaimed chlorofluorocarbons due to fewer refrigerators being
        recycled.

        Gross profit as a percentage of total revenues for the three and six
        months ended July 4, 1998 decreased to 33% and 29%, respectively, from
        44% and 46%, respectively, for the three and six months ended June 28,
        1997. The decreases were primarily due to retail revenues being a higher
        percentage of total revenues and higher operating expenses. Retail
        revenues have a lower gross profit than recycling revenues. Gross profit
        as a percentage of total revenues for future periods can be affected
        favorably or unfavorably by numerous factors, including the volume of
        appliances recycled from the Edison contract, the volume of Whirlpool
        product sold during the period and the price and volume of byproduct
        revenues. The Company expects margins to continue to decline as retail
        revenues become a higher percentage of total revenues.

        Selling, general and administrative expenses for the three and six
        months ended July 4, 1998 increased by $288,000 or 24% and $298,000 or
        11%, respectively, from the same periods in 1997. Selling expenses for
        the three and six months ended July 4, 1998 increased by $162,000 or 46%
        and $209,000 or 29%, respectively, from the same periods in 1997. The
        increase in selling expenses was primarily due to an increase in costs
        associated with opening an additional retail store during the first
        quarter of 1998, an increase in sales commissions and an increase in



        advertising during the first and second quarters of 1998. General and
        administrative expenses for the three and six months ended July 4, 1998
        increased by $126,000 or 15% and $89,000 or 5%, respectively, from the
        same periods in 1997. The increase in general and administrative
        expenses was primarily due to increased expenses related to personnel
        costs.

        The Company took a one-time charge of $518,000 during the three months
        ended July 4, 1998 related to a loss on impaired assets associated with
        the Company's decision to curtail the appliance shredding operation of
        its recycling business related primarily to the Company's Minneapolis
        center.

RESULTS OF OPERATIONS - continued

        Interest expense was $129,000 for the three months and $230,000 for the
        six months ended July 4, 1998 compared to $81,000 and $174,000 for the
        same periods in 1997. The increase in interest expense was due to a
        higher average borrowed amount for the three and six months ended July
        4, 1998 than in the same periods in 1997.

        The Company recorded no provision for or benefit of income taxes for the
        six months ended July 4, 1998. The Company recorded a benefit of income
        taxes of $29,000 for the three and six months ended June 28, 1997 due to
        the liquidation of its Canadian subsidiary. The Company also has
        available net operating loss carryforwards that total approximately
        $4,515,000 and $1,115,000 which expire in 2011 and 2012, respectively.
        At July 4, 1998, the Company had a valuation allowance recorded against
        its net deferred tax assets of approximately $2,952,000, due to
        uncertainty of realization.

        Realization of deferred tax assets is dependent upon the generation of
        sufficient future taxable income during the period that deductible
        temporary differences and carryforwards are expected to become available
        to reduce taxable income.

        During the fourth quarter of 1997, the Company purchased all the
        minority shareholder's stock in ARCA California, Inc., a subsidiary of
        the Company. Prior to that time, the California subsidiary was owned 80%
        by the Company and 20% by a minority shareholder. Accordingly, a
        minority interest was recorded for the three and six months ended June
        28, 1997, of $40,000 and $53,000, respectively.

        The Company recorded a net loss of $942,000 (or ($.79) per share) for
        the three months and $1,634,000 (or ($1.41) per share) for the six
        months ended July 4, 1998 compared to net income of $73,000 (or $.06 per
        share) and $136,000 (or $.12 per share) in the same periods of 1997. The
        net operating loss for the quarter (excluding the one-time charge of
        $518,000 discussed above) was $424,000 (or ($.36) per share). The
        decrease in income excluding the write-off, was primarily due to lower
        recycling revenues and higher operating and selling, general and
        administrative expenses offset by higher retail sales, as discussed
        above.

LIQUIDITY AND CAPITAL RESOURCES

        At July 4, 1998, the Company had a working capital deficit of $2,548,000
        compared to a working capital deficit of $1,959,000 at January 3, 1998.
        Cash and cash equivalents increased to $82,000 at July 4, 1998 from
        $13,000 at January 3, 1998. Net cash used in operating activities was
        $1,205,000 for the six months ended July 4, 1998 compared to net cash
        provided by operating activities of $506,000 in the same period of 1997.
        The decrease in cash provided by operating activities was primarily due
        to the net loss for the period plus

LIQUIDITY AND CAPITAL RESOURCES - continued

        an increase in inventories offset by an increase in accounts payable and
        the loss on impaired assets.

        The Company's capital expenditures for the six months ended July 4, 1998
        and June 28, 1997 were approximately $273,000 and $143,000,
        respectively. The 1998 and 1997 capital expenditures were primarily
        related to building improvements. Capital expenditures are expected to
        increase in the second half of 1998 as new retail stores are opened and
        existing stores are consolidated.

        As of July 4, 1998, the Company had a $2.9 million line of credit with a
        lender. The interest rate as of July 4, 1998 was 13-1/2%. The amount of
        borrowings available under the line of credit is based on a formula
        using receivables, inventories and property and equipment. The line of
        credit has a stated maturity date of August 30, 1999 and provides that



        the lender may demand payment in full of the entire outstanding balance
        of the loan at any time. The line of credit is secured by receivables,
        inventories, equipment, real estate and other assets of the Company and
        is guaranteed by the President of the Company. The loan also requires
        that the Company meet certain financial covenants, provides payment
        penalties for noncompliance, limits the amount of other debt the Company
        can incur, limits the amount of spending on fixed assets and limits
        payments of dividends. At July 4, 1998, the Company's unused borrowing
        capacity was $50,000.

        On May 19, 1998, the Company sold in a private placement, 100,000 shares
        of Common Stock at a price of $2.00 per share. The sale, which
        represents approximately 8% of the Common Stock outstanding after such
        sale, was made to an institutional investor. The proceeds were used for
        additional working capital.

        In July 1998, the Company signed a Letter of Intent to raise additional
        working capital.

        In July 1998, the Company issued subordinate promissory notes in the
        principal amount of $275,000, plus warrants to purchase Common Stock.
        The notes pay 12% interest, are due in ninety (90) days and are
        renewable for an additional ninety (90) days. The lenders also received
        68,750 warrants to purchase the Company's Common Stock at $2.25 per
        share. (Additional warrants are issuable if the notes are renewed in
        October for an additional ninety (90) days.) The loan proceeds have been
        used to purchase inventory and provide additional working capital. It is
        anticipated that the loan will be repaid from the funds received from
        any additional working capital financing.

LIQUIDITY AND CAPITAL RESOURCES - continued

        The Company believes, based on the anticipated revenues from the Edison
        contract, the anticipated growth in sales per retail store, the
        anticipated improvement in gross profit, the anticipated raising of
        additional working capital and refinancing or extension of its current
        loan, that its current cash balance, funds generated from operations and
        current line of credit will be sufficient to finance its operations and
        capital expenditures through December 1999. However, if the Company is
        unable to raise sufficient additional working capital it may be unable
        to repay the July promissory notes when due and will be unable to expand
        the retail side of its business on the currently anticipated schedule.
        The Company's total capital requirements will depend, among other things
        as discussed below, on the number of recycling centers operating and the
        number and size of retail stores operating during the fiscal year.

        Currently, the Company has four centers and 12 stores in operation. If
        revenues are lower than anticipated or expenses are higher than
        anticipated or the line of credit cannot be increased, the Company may
        require higher levels of additional capital than is currently expected
        to finance operations. Sources of additional financing may include
        further debt financing or the sale of equity or other securities. There
        can be no assurance that such additional working capital or other
        sources of financing will be available or available on terms
        satisfactory to the Company or permitted by the Company's current
        lender.

        Statements regarding the Company's future operations, performance and
        results, and anticipated liquidity discussed herein are forward-looking
        and therefore are subject to certain risks and uncertainties, including
        those discussed herein among others. In addition, any forward-looking
        information regarding the operations of the Company will be affected by
        the ability of individual stores to meet planned revenue levels, the
        speed at which individual retail stores reach profitability, costs and
        expenses being realized at higher than expected levels, the continued
        ability to purchase product from Whirlpool at acceptable prices, the
        Company's ability to secure an adequate supply of used appliances for
        resale, the continued availability of the Company's current line of
        credit, the raising of additional working capital, the renewal of the
        contract with Edison for the fourth quarter of 1998 and in 1999 and the
        ability of Edison to deliver units under its contract with the Company
        and the timing of such delivery.

PART II.                    OTHER INFORMATION
- --------------------------------------------------------------------------------

ITEM 1 -  LEGAL PROCEEDINGS

          The Company was involved in certain legal proceedings arising from the
          cancellation of leases in connection with the closing of certain
          facilities. The Company has established a reserve for lease
          settlements and closing costs. (See Note 2 to the Consolidated



          Financial Statements.)

ITEM 2 -  CHANGES IN SECURITIES AND USE OF PROCEEDS

          On May 19, 1998, the Company sold in a private placement, 100,000
          shares of Common Stock at a price of $2.00 per share. The sale, which
          represents approximately 8% of the Common Stock outstanding after such
          sale, was made to a client of Perkins Capital Management, Inc.
          ("Perkins Capital"). After this sale, Perkins Capital had sole
          dispositive power of 218,789 (or 17.7%) shares of the Company's stock
          based on their Schedule 13G dated June 9, 1998.

ITEM 3 -  DEFAULTS UPON SENIOR SECURITIES - None

ITEM 4 -  SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

          On April 30, 1998 the Annual Meeting of Shareholders of Appliance
          Recycling Centers of America, Inc. was held to obtain the approval of
          shareholders of record as of March 20, 1998 in connection with the
          three matters indicated below. Proxies were mailed to the holders of
          1,136,744 shares. Following is a brief description of each matter
          voted on at the meeting and the number of votes cast for, against or
          withheld, as well as the number of abstentions and broker nonvotes, as
          to each matter:

                                                       Vote
                                          ---------------------------------
              Matter                        For          Withhold Authority
              ------                        ---          ------------------
          1.  Election of Directors:
              Edward R. Cameron           916,896              12,629
              George B. Bonniwell         915,673              13,852
              Duane S. Carlson            917,198              12,327
              Harry W. Spell              916,023              13,502

          2.  Approval of an amendment to the Articles of Incorporation of the
              Company to authorize two million shares of Preferred Stock.

                                                Vote
                            ---------------------------------------------
                              For       Against     Abstain     Not Voted
                              ---       -------     -------     ---------
                            466,529      47,606      3,581       411,809

          3.  Ratification of McGladrey & Pullen, LLP as independent public
              accountants for fiscal year 1998.

                                                Vote
                            ---------------------------------------------
                              For       Against     Abstain     Not Voted
                              ---       -------     -------     ---------
                            923,537      4,074       1,914          0

ITEM 5 -  OTHER INFORMATION 

         Whirlpool Agreement: On July 8, 1998, the Company entered into an
         agreement with Whirlpool Corporation for the acquisition of scratch and
         dent appliances ("Whirlpool Agreement"). Under the Whirlpool Agreement,
         the Company has the exclusive right and has the obligation to purchase
         from Whirlpool all Whirlpool scratch and dent appliances in the Midwest
         and certain Western States. Under the Whirlpool Agreement, the Company
         must purchase up to $3,000,000 of scratch and dent appliances in any
         three-month period, with certain exceptions. The Whirlpool agreement is
         an expansion of a pilot agreement with Whirlpool's Ohio Distribution
         Center. The Whirlpool Agreement may be terminated by either party upon
         180 days' written notice, however, it is not terminable by Whirlpool
         before July 8, 1999 except for cause. Cause is defined in the Whirlpool
         Agreement to include (i) the Company's breach of the Whirlpool
         Agreement, (ii) the Company's misappropriation of Whirlpool funds,
         (iii) the Company ceases to exist as a going concern, or (iv) the
         Company uses Whirlpool trademarks without the written consent of
         Whirlpool. In addition, the Company has agreed to indemnify Whirlpool
         for certain claims, allegations or losses with respect to Whirlpool
         appliances sold by the Company. The Agreement is expected to supply the
         Company's Encore(R)and Appliance$mart(SM) retail outlets with a
         significant supply of Whirlpool appliances.

          Shareholder Proposals: Pursuant to the rules of the Securities and
          Exchange Commission ("SEC"), any shareholder wishing to have a
          proposal considered for inclusion in the Company's proxy solicitation
          material for the 1999 Annual Meeting of Shareholders must set forth
          such proposal in writing and file it with the Secretary of the Company
          no later than November 24, 1998. Pursuant to SEC Rule 14a-4(c)(1), any



          shareholder wishing to have a proposal considered at the 1999 Annual
          Meeting of Shareholders, but not submitted for inclusion in the
          Company's proxy solicitation material, must set forth such proposal in
          writing and file it with the Secretary of the Company no later than
          February 8, 1999 and failure to notify the Company by such date would
          allow the Company's proxies to use their discretionary voting
          authority when the proposal is raised at the Annual Meeting (to vote
          for or against the proposal) without any discussion of the matter in
          the proxy materials.

ITEM 6 -  EXHIBITS AND REPORTS ON FORM 8-K

          (a)(i)    Exhibit 3 - Articles of Amendment of Articles of
                    Incorporation of Company dated April 30, 1998.

             (ii)   Exhibit 10 - Reverse Logistics Master Service Agreement
                    between Whirlpool Corporation and Appliance Recycling
                    Centers of America, Inc.

             (iii)  Exhibit No. 27 - Financial Data Schedule

          (b)       The Company did not file any reports on Form 8-K during the
                    three months ended July 4, 1998.

                                   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.

                                    Appliance Recycling Centers of America, Inc.
                                    --------------------------------------------
                                                     Registrant

Date: August 14, 1998               /s/ Edward R. Cameron
                                    --------------------------------------------
                                    Edward R. Cameron
                                    President

Date: August 14, 1998               /s/ Kent S. McCoy
                                    --------------------------------------------
                                    Kent S. McCoy
                                    Chief Financial Officer



                                                                       EXHIBIT 3

                            ARTICLES OF AMENDMENT OF
                          ARTICLES OF INCORPORATION OF
                  APPLIANCE RECYCLING CENTERS OF AMERICA, INC.

         The undersigned, as President and Chief Executive Officer of Appliance
Recycling Centers of America, Inc. (the "Corporation"), a corporation subject to
the provisions of Chapter 302A of the Minnesota Statutes, does hereby certify
that the following resolutions were adopted by the Corporation's Board of
Directors, by the required vote of said Directors, on March 23, 1998 and were
approved by the shareholders of the Corporation, by the required vote, on April
30, 1998:

         NOW, THEREFORE, BE IT RESOLVED, that Article 3, paragraph A of the
         Corporation's Articles of Incorporation hereby is amended to read as
         follows:

                          "ARTICLE 3. AUTHORIZED SHARES

                           The total number of shares of capital stock which the
                  corporation shall have authority to issue is twelve million
                  (12,000,000) shares, of which ten million (10,000,000) shares
                  shall be Common Stock, without par value, and two million
                  (2,000,000) shares shall be preferred stock.

                           The Preferred Stock may be issued from time to time
                  in one or more series. The Board of Directors is expressly
                  authorized, in the resolution or resolutions providing for the
                  issuance of any wholly unissued series of Preferred Stock to
                  fix, state and express the powers, rights, designations,
                  preferences, qualifications, limitations and restrictions
                  thereof, including without limitation: the par value; the rate
                  of dividends upon which and the times at which dividends of
                  shares of such series shall by payable and the preference, if
                  any, which such dividends shall have relative to dividends on
                  shares of any other class or classes or any other series of
                  stock of the corporation; whether such dividends shall be
                  cumulative or noncumulative, and if cumulative, the date or
                  dates from which dividends on shares of such series shall be
                  cumulative; the voting rights, if any, to be provided for
                  shares of such series; the rights, if any, which the holders
                  of shares of such series shall have in the event of any
                  voluntary or involuntary liquidation, dissolution or winding
                  up of the affairs of the corporation; the rights, if any,
                  which the holders of shares of such series shall have to
                  convert such shares into or exchange such shares for shares of
                  stock of the corporation, and the terms and conditions,

                  including price and rate of exchange of such conversion or
                  exchange; and the redemption rights (including sinking fund
                  provisions), if any, for shares of such series; and such other
                  powers, rights, designations, preferences, qualifications,
                  limitations and restrictions as the Board of Directors may
                  desire to so fix. The Board of Directors is also expressly
                  authorized to fix the number of shares constituting such
                  series and to increase or decrease the number of shares of any
                  series prior to the issuance of shares of that series and to
                  increase or decrease the number of shares of any series
                  subsequent to the issuance of shares of that series, but not
                  to decrease such number below the number of shares
                  outstanding. In case the number of shares of any series shall
                  be so decreased, the shares constituting such decrease shall
                  resume the status which they had prior to the adoption of the
                  resolution originally fixing the number of shares of such
                  series."

         FURTHER RESOLVED, that the Corporation's officers are hereby authorized
         and directed to execute such documents and certificates and to take
         such other actions and incur such other expenses as they may deem
         necessary to effectuate such Amendment, including, but not limited to,
         the execution and filing of Articles of Amendment with the Minnesota
         Secretary of State.

IN WITNESS WHEREOF, I have set my hand this.30th day of April, 1998.



                                           /s/ EDWARD R. CAMERON
                                           -------------------------------------
                                           Edward R. Cameron
                                           President and Chief Executive Officer

State of Minnesota
Department of State
Filed
May 5, 1998
Joan Anderson Growe
Secretary of State



                                                                      EXHIBIT 10

                                REVERSE LOGISTICS

                            MASTER SERVICE AGREEMENT

                                     BETWEEN

                              WHIRLPOOL CORPORATION

                                       AND

                           APPLIANCE RECYCLING CENTERS
                                OF AMERICA, INC.

               REVERSE LOGISTICS MASTER SERVICE AGREEMENT BETWEEN

                            WHIRLPOOL CORPORATION AND

               APPLIANCE RECYCLING CENTERS OF AMERICA, INC. (ARCA)

          This Agreement entered this 8TH day of July 1998, ("Effective Date")
by and between WHIRLPOOL CORPORATION ("WHIRLPOOL"), a Delaware corporation,
having a principal place of business at 2000 M-63, Benton Harbor, MI 49022, and
Appliance Recycling Centers of America, Inc. (ARCA) ("VENDOR"), having a
principal place of business at 7400 Excelsior Boulevard, Minneapolis, Minnesota
55426-4517.

                  WHEREAS VENDOR DESIRES TO PROVIDE CERTAIN REVERSE LOGISTICS
         SERVICES TO WHIRLPOOL IN SUPPORT OF WHIRLPOOL'S BUSINESS AT VARIOUS
         LOCATIONS AND WHIRLPOOL DESIRES TO HAVE VENDOR PROVIDE THESE SERVICES
         FROM TIME TO TIME AT WHIRLPOOL'S DISCRETION, AND

                  WHEREAS, THE PARTIES WISH TO FORMALIZE THEIR WORKING
         RELATIONSHIP WITH RESPECT TO SUCH SERVICES.

                  NOW THEREFORE, IN CONSIDERATION OF THE MUTUAL PROMISES
         CONTAINED HEREIN AND IN CONSIDERATION OF THE TIME, MONEY AND EFFORT
         WHICH WILL HE EXPENDED BY THE RESPECTIVE PARTIES UNDER THIS AGREEMENT,
         THE PARTIES AGREE THAT SERVICES BE PROVIDED UNDER THE FOLLOWING TERMS
         AND CONDITIONS:

1.       DEFINITIONS

         As used herein:

         a)       "SAF" is an acronym for "Service Authorization Form" which
                  forms the mutual agreement between Parties to undertake one or
                  more categories of reverse logistics services at one or more
                  locations. One or more Service Authorization Forms will be
                  appended to, and made a part of this Agreement.

         b)       "Contracts Administrator" means the key contact person for
                  each party relating to contractual issues and shall be as to
                  WHIRLPOOL:

                           Joe Napolitan
                           Whirlpool Corporation
                           150 Hilltop Rd, M/D 7590
                           St. Joseph, MI 49085

                  and as to VENDOR:

                           Jack Cameron, President
                           Appliance Recycling Centers of America, Inc.
                           7400 Excelsior Boulevard
                           Minneapolis, Minnesota 55426-4517

                  or such other persons as may be designated by WHIRLPOOL or
                  VENDOR from time to time.



2.       PROPRIETARY INFORMATION

         a)       In connection with proposed Services hereunder, it may be
                  necessary for WHIRLPOOL or its agents, subsidiaries and
                  consultants to disclose to VENDOR information which is not
                  generally known to WHIRLPOOL's customers or its competitors
                  ("Proprietary Information"). All Proprietary Information
                  disclosed by WHIRLPOOL to VENDOR or which is visible or
                  audible to VENDOR by virtue of VENDOR having an employee,
                  subcontractor or agent visiting or performing services at a
                  facility controlled by WHIRLPOOL or one of its- subsidiaries,
                  agents or subcontractors, shall be considered confidential and
                  retained in confidence by VENDOR and its employees and shall
                  not be published or disclosed to any other person, firm or
                  corporation or used by VENDOR except as otherwise expressly
                  authorized by WHIRLPOOL, except for any such information:

                  i)       which is already known to VENDOR at the time it
                           receives such information from the party disclosing
                           such information hereunder; or

                  ii)      which is or becomes publicly known through no
                           wrongful act of VENDOR; or

                  iii)     which VENDOR shall become required by law to
                           disclose, provided that VENDOR provides WHIRLPOOL
                           with prompt prior written notice of an opportunity to
                           contest such disclosure and discloses such
                           information only as and to the extent specifically
                           required by law.

         b)       VENDOR shall use the same degree of care to avoid publication
                  or dissemination of WHIRLPOOL Proprietary Information
                  disclosed hereunder as it employs with respect to its own
                  information which it does not desire to have published or
                  disseminated, but at all times shall use at least reasonable
                  care.

         c)       VENDOR agrees to disclose WHIRLPOOL Proprietary Information
                  only to those of its employees having a "need to know" and
                  further agrees to inform all such employees receiving such
                  information of its obligations under this Agreement.

         d)       The obligations of WHIRLPOOL and VENDOR shall apply to
                  disclosures during the term of this Agreement, and shall
                  survive the expiration, termination and cancellation of this
                  Agreement and continue as provided in Subparagraph A of this
                  Article 2.

3.       SERVICES

         a)       WHIRLPOOL engages VENDOR as an independent contractor to
                  provide reverse logistics services ("Services") as may be
                  mutually agreed. The specific Services to be provided by
                  VENDOR are described in SAFs appended to this Agreement from
                  time to time.

4.       SERVICE INITIATION

         a)       WHIRLPOOL may initiate one or more Services in a territory
                  designated in the applicable SAF by forwarding two copies of
                  applicable completed Service Authorization Form(s) signed by
                  an authorized representative of WHIRLPOOL One or more
                  Schedules may be attached to any SAF.

         b)       VENDOR agrees to consider in good faith such proposed Service
                  and, within the time period specified in the SAF, agrees to
                  notify WHIRLPOOL whether or not it agrees to undertake the
                  Service(s) proposed therein. VENDOR will indicate its
                  willingness to undertake such a proposed Service(s) by
                  returning to WHIRLPOOL a copy of the SAF signed by an
                  authorized representative, whereupon the Service proposed
                  therein shall become the basis of a specific Service
                  ("Approved Service") and the terms and conditions set forth in
                  this Agreement shall apply.

         c)       In the event that VENDOR declines to participate in the
                  Service, neither party shall have any obligation concerning



                  such Service, and WHIRLPOOL may pursue such Service(s) with
                  any other company provided such service is not in violation of
                  the confidentiality obligations of or the conflict of interest
                  restrictions of this Agreement.

         d)       All parties agree to provide copies of all executed Service
                  Initiation Authorizations to the above named Contract
                  Administrators within ten (10) days of their execution.

         e)       Neither party is obligated to initiate or accept any proposed
                  Service. This Agreement is not intended to create an exclusive
                  relationship between WHIRLPOOL and VENDOR, but instead is
                  merely intended to provide a framework for defining the terms
                  and conditions applicable to any Approved Services which might
                  be entered into according to the terms of this Agreement.

                  Nothing in this Agreement, shall prevent either party from
                  entering into reverse logistics service agreements with other
                  companies provided such reverse logistics services are not in
                  violation of the confidentiality obligations or the conflict
                  of interest restrictions of this Agreement. Neither party is
                  required by this Agreement to first offer any projects to the
                  other party before offering such project to a non-party.
                  However, certain Services may be exclusive if so indicated on
                  the SAF.

5.       APPROVED SERVICES

         a)       Following the initiation of each Approved Service, the parties
                  to the Approved Service shall use reasonable efforts to carry
                  out the objectives set forth in the SAF pertaining thereto
                  and/or as otherwise mutually established.

         b)       During the period set forth in each SAF resulting in an
                  Approved Service, the parties will use reasonable efforts to
                  perform any duties and to develop and submit to each other any
                  deliverables identified in the SAF. Any documentation shall be
                  the property of WHIRLPOOL but may be copied by VENDOR for
                  internal use provided such use in compliance with the
                  confidentiality and conflict provisions of this Agreement.

         c)       Except as otherwise specifically provided for in this
                  Agreement or in the SAF, each party shall bear its own
                  expenses for each Approved Service.

         d)       All work on Approved Services established hereunder shall be
                  under the direction and control of designated representatives
                  of the parties and identified in the SAF. Each party may
                  change its designated representative at any time by written
                  notice to the other party.

6.       PERFORMANCE OF SERVICES

         a)       VENDOR agrees to devote its best efforts to further
                  WHIRLPOOL's interests and to endeavor in every proper way to
                  make the assigned Services deliver successful business results
                  to WHIRLPOOL. To that end, VENDOR will, where applicable:

                  i)       Familiarize itself with WHIRLPOOL's applicable
                           business, policies and objectives at a level
                           appropriate in view of the nature of the services to
                           be provided;

                  ii)      If applicable, credit and pay all proper bills
                           incurred for WHIRLPOOL's account.

                  iii)     Hold planning meetings between WHIRLPOOL and VENDOR,
                           as scheduled to review progress towards existing
                           goals, establish new/revised 

                           goals, review process improvements, review business
                           outlook, and assure that long range goals and plans
                           are understood by both parties;

                  iv)      Competently and efficiently perform the Services as
                           are more specifically defined in the respective SAFs;



                  v)       Take all reasonable precautions to guard against any
                           loss to WHIRLPOOL through failure of VENDOR's
                           suppliers to properly execute their commitments;

                  vi)      Use its best efforts to do all of the above at the
                           most advantageous rates, terms and conditions
                           available; and

                  vii)     Make services available at reasonable times during
                           the term of this Agreement.

         b)       Any such Services that VENDOR and its employees or agents
                  perform for WHIRLPOOL, and VENDOR's relationship to WHIRLPOOL
                  in all matters relating to this Agreement, will be as an
                  independent contractor, and VENDOR shall have no fight to, and
                  will not, bind, assume or obligate WHIRLPOOL for anything in
                  any manner nor make any commitments whatsoever nor
                  representations in respect to WHIRLPOOL and its products other
                  than representations finished to VENDOR by WHIRLPOOL.

7.       COMPENSATION, REIMBURSEMENTS & EXPENSES

         a)       VENDOR agrees to submit a statement in accordance with
                  WHIRLPOOL's then current applicable accounting procedures and
                  the Supplemental Terms*, if any, for each month during which
                  it has rendered reimbursable services hereunder for fees or
                  expenses authorized under any Approved Service for the
                  previous month; including, where applicable, any invoices paid
                  to Vendors and other third parties on behalf of WHIRLPOOL,
                  travel-related costs, requested publications, postage,
                  delivery and other appropriate expenditures incurred by VENDOR
                  in providing the services. All fees and expenses shall be
                  invoiced to WHIRLPOOL in U. S. dollars at the then current ISA
                  exchange rate.

                  *Supplement terms to be defined.

         b)       Upon WHIRLPOOL's approval of the statement, WHIRLPOOL agrees
                  to pay VENDOR for the amount of such statement within thirty
                  (30) days after receipt of the such statement. Such statements
                  shall be sufficiently detailed to permit WHIRLPOOL to verify
                  amounts due, milestones and tollgates accomplished, and
                  outside expenses incurred as well other details specified in
                  the SAF.

8.       QUALITY STANDARDS

         a)       VENDOR will provide Services which meet or exceed quality
                  standards established and agreed upon by both WHIRLPOOL and
                  VENDOR from time to time. Specific quality standards may also
                  be recited in a SAF.

         b)       It is the parties' intent that the relationship between them
                  be a cooperative one and if the representatives attending
                  these regularly scheduled meetings cannot agree on a solution
                  to an issue raised both parties agree to elevate the issue
                  within their respective organizations until a mutually
                  agreeable solution is reached. To the extent one party
                  recommends a process improvement on the part of the other
                  party, the receiving party will, within a reasonable time,
                  inform the suggesting party whether it intends to adopt the
                  proposed process improvement. VENDOR and WHIRLPOOL will work
                  with departments and functions within the other party to
                  constantly improve processes that contribute to financial
                  performance and customer satisfaction.

9.       INDEMNIFICATION

         a)       VENDOR, and any successors and assigns shall defend, indemnify
                  and hold WHIRLPOOL, its successors and assigns, and its
                  directors, officers, employees, and agents harmless from and
                  against any claims, allegations, demands, actions, lawsuits,
                  judgments, decrees, losses, damages, liabilities, costs and
                  expenses, including any amounts paid in defense or settlement,
                  which may arise out of or be made in connection with any
                  actual or alleged death or injury to any person or damage to
                  property resulting, or claimed to have resulted, from (i) any
                  act or omission of VENDOR, VENDOR's customers, or their
                  representatives, employees, or agents relating to any
                  appliances purchased or otherwise acquired from WHIRLPOOL,



                  including without limitation, negligent or improper
                  installation, transportation, storage, inspection, marketing,
                  servicing, repair, modification, alteration, further
                  manufacture, or misuse of appliances resold or otherwise
                  transferred by VENDOR; (ii) the failure of printed materials
                  VENDOR, VENDOR's customers, or their representatives,
                  employees, or agents provide with appliances resold or
                  otherwise transferred by VENDOR, to give adequate instructions
                  or warnings to END USE consumers; (iii) any actual or alleged
                  violation by VENDOR, VENDOR's customers, or their
                  representatives, employees, or agents of any law, statute or
                  ordinance of any governmental administrative order, rule or
                  regulation; (iv) any representation by VENDOR, VENDOR's
                  customers, or their representatives, employees, or agents that
                  appliances resold or otherwise transferred by VENDOR are
                  warranted in any way by WHIRLPOOL, including but not limited
                  to, failing to attach an effective exclusion of express and
                  implied warranties by WHIRLPOOL; (v) any violation of the
                  terms of this Agreement or the terms of any SAF appended to
                  this Agreement.

         b)       These indemnity provisions will survive termination,
                  cancellation or expiration of this Agreement.

10.      INSURANCE

         a)       VENDOR shall at its expense purchase and maintain the
                  following insurance coverages:

                  i)       Workers' Compensation insurance with statutory limits
                           for all applicable state and federal regulations and
                           Employers Liability insurance with policy limits of
                           not less than $1,000,000 is required for all VENDOR
                           employees performing duties hereunder.

                  ii)      Commercial General Liability insurance as will
                           protect VENDOR and WHIRLPOOL from all claims for
                           damages due to bodily injury (including disease and
                           death), personal injury, or property damage arising
                           in connection with the Services provided by VENDOR,
                           its employees, agents, representatives,
                           subcontractors and/or business invitees. Such
                           insurance coverage shall: a) be occurrence-based; b)
                           provide limits of liability coverage in an amount not
                           less than $2,000,000 per occurrence; c) include at
                           least those coverage's generally designated
                           Premises/Operations, Products/Completed Operations,
                           and Contractual Liability; d) be written with an
                           insurer having a current A.M. Best rating of A-
                           (VIII) or better; and e) such coverage shall be
                           continuously maintained during the term of this
                           Agreement and for at least five years following the
                           termination of this Agreement.

                  iii)     Automotive Liability insurance as will protect VENDOR
                           from any and all claims for damages due to bodily
                           injury (including death) or property damages arising
                           from or in any way connected with the ownership,
                           possession, operation, use, maintenance or repair of
                           owned, non-owned or hired motor vehicles utilized to
                           perform duties hereunder. Such insurance shall: a)
                           provide limits of liability in an amount not less
                           than $2,000,000 per accident; b) include pollution
                           liability coverage for sudden and accidental losses,
                           including losses arising out of collision or
                           overturn; and c) be written with a carrier having an
                           A.M. Best rating of A- (VIII) or better.

                  iv.      Environmental Impairment Liability insurance as will
                           protect VENDOR and WHIRLPOOL from damage, loss, cost
                           or expense arising from sudden and accidental, and
                           gradual pollution events arising from VENDOR's or
                           subcontractors premises; transportation from
                           WHIRLPOOL; and transportation to any shredder,
                           recycler, or landfill. Such insurance shall; a)
                           provide coverage in amount not less than $5,000,000
                           per occurrence and S 10,000,000 in the aggregate; b)
                           designate 



                           WHIRLPOOL as a loss payee, and c) be written with an
                           insurer having an A.M. Best rating of A- (VIII) or
                           better.

         b)       The aforementioned insurance coverages maintained by VENDOR
                  shall be primary insurance as respects to WHIRLPOOL, its
                  officers, and employees. Any insurance or self-insurance
                  maintained by WHIRLPOOL shall be in excess and
                  non-contributory to VENDOR's insurance.

         c)       Certificates of insurance evidencing all coverages specified
                  in this paragraph shall be delivered to WHIRLPOOL with the
                  fully executed copy of this Agreement, and within 30 days of
                  the expiration or termination of such certificates during the
                  term of this Agreement. These certificates shall contain a
                  provision that coverage will not be materially modified, or
                  canceled without at least thirty (30) days prior notice has
                  been delivered by the insurer to WHIRLPOOL.

11.      DURATION, TERMINATION AND SCOPE OF AGREEMENT

         a)       Term - This Agreement shall be effective as between WHIRLPOOL
                  and VENDOR on the Effective Date. Until written notice of
                  termination is received as provided in subparagraph (b) below,
                  this Agreement shall continue in force.

         b)       Termination - Neither this Agreement nor any Approved Service
                  established hereunder pursuant to an SAF may be terminated by
                  WHIRLPOOL during that period beginning on the Effective Date
                  (July 8, 1998) and extending through the first anniversary
                  (July 8, 1999) thereof, except as provided in Section 11(c)
                  hereof Otherwise, either party may terminate this Agreement or
                  any Approved Service established hereunder at any time by
                  giving written notice to such effect to the other Party at
                  least one hundred eighty (180) days prior to the date of
                  termination. Termination of this Agreement automatically
                  terminates all Approved Services established hereunder, unless
                  such additional consequential terminations are explicitly
                  excluded from such termination by the language of such notice.
                  The parties further agree that any or all of the Approved
                  Services may be individually terminated by either party
                  without terminating this Agreement, provided that the written
                  notice requirements contained in this section are satisfied.

         c)       Immediate Termination - WHIRLPOOL may terminate this Agreement
                  or any SAF established hereunder immediately upon written
                  notice to VENDOR if any of the following events occur:

                  i)       VENDOR breaches any material obligation under the
                           terms of this Agreement including all appended SAFs,
                           including but not limited to failing to maintain
                           accurate records, misrepresenting that a
                           manufacturer's warranty is applicable to appliances,
                           or of failing to dispose of appliances under the
                           terms of this Agreement including all appended SAFs.

                  ii)      An audit of VENDOR's operations discloses
                           misappropriation of WHIRLPOOL funds.

                  iii)     VENDOR ceases to function as a going concern or
                           ceases to conduct its operations of providing
                           Services.

                  iv)      VENDOR uses WHIRLPOOL's trademarks, trade names or
                           service marks without the express written consent of
                           WHIRLPOOL.

         d)       Where applicable, additional termination provisions may be
                  included in a SAF.

12.      INTERPRETATION

         a)       Captions - Captions, if any, of the various sections herein
                  are for convenience only, and they are not intended to be any
                  part of the body or text of this Agreement nor are they
                  intended to be referred to in construing any of the provisions
                  hereof.

         b)       Partial Invalidity - In the event any covenant, condition or



                  other provision of this Agreement is held invalid, void or
                  illegal by any court of competent jurisdiction, the same shall
                  be deemed severable from the remainder of this Agreement and
                  shall in no way affect, impair or invalidate any other
                  covenant, condition or provision, and shall be deemed replaced
                  by a provision which comes closest to such unenforceable
                  provision in language and intent, without being invalid, void
                  or illegal.

         c)       Conflict with Service Authorization Form - Except as otherwise
                  provided herein, in the event of a conflict between the terms
                  of a this Agreement with the terms of a Service Authorization
                  Form, the terms and conditions of this Agreement, this shall
                  prevail.

         d)       Conflict with Other Documents - Except as otherwise provided
                  herein, in the event of any conflict between the terms of this
                  Agreement and any sales literature, order, acceptance,
                  invoice, shipping document, correspondence, agreement or other
                  document, the terms of this Agreement shall prevail.

         e)       Choice of Law - This Agreement shall be interpreted under the
                  laws of the State of Michigan.

         f)       Arbitration - All disputes or claims in connection with or
                  relating to this Agreement, or the breach or termination of
                  this Agreement, that cannot be resolved by good faith
                  negotiations between appropriate members of the senior
                  management teams of both parties, shall be finally resolved by
                  binding arbitration held in Chicago, Illinois. `No punitive
                  damages shall be awarded. The dispute will be arbitrated by a
                  mutually acceptable arbitrator selected by Resolute Systems,

                  Inc. Each party will share in the costs of the arbitration
                  equally. By mutual agreement, the parties may agree to replace
                  arbitration with some other form of Alternate Dispute
                  Resolution (ADR), such as neutral fact-finding or a
                  mini-trial. Nothing in this section shall prevent either party
                  from resorting to judicial proceedings if (a) good faith
                  efforts to resolve the dispute under these . Procedures have
                  been unsuccessful; or (b) interim relief from a court is
                  necessary to prevent serious and irreparable injury to one
                  party of the other.

13.      GENERAL

         a)       Use of Trade Names and Trademarks - VENDOR may not use any
                  trademark, trade name or service mark of WHIRLPOOL, including
                  but not limited to the WHIRLPOOL, KITCHENAID, ROPER and ESTATE
                  trademarks, in any manner for any purpose without prior
                  written consent from WHIRLPOOL. Nothing herein or in any
                  written permission shall grant VENDOR any right to or interest
                  in any WHIRLPOOL trademark, trade name or service mark. VENDOR
                  hereby acknowledges WHIRLPOOL's ownership of all rights, title
                  and interest in its trademarks, trade names and service marks.

         b)       Conduct - It is agreed that the employees and consultants of
                  each party will at all times comply with the other party's
                  rules and regulations for visitors and will display
                  respectful, acceptable behavior in all Parties' places of
                  business.

         c)       Notices - All notices provided for in this Agreement shall be
                  given in writing and shall be effective when either (1) served
                  by personal delivery or (2) deposited, postage prepaid in the
                  United States registered or certified mails addressed to the
                  respective Contract Administrators.

         d)       Assignment - WHIRLPOOL shall have the absolute right to assign
                  in whole or in part its rights and obligations under this
                  Agreement to any legal entity controlled by or controlling
                  WHIRLPOOL, or under the common control of WHIRLPOOL, without
                  the prior written consent of VENDOR. Otherwise, this Agreement
                  shall not be assigned by either Party, by operation of law or
                  otherwise, without the prior written consent of the other
                  Party, which consent may be arbitrarily withheld for any or no
                  reason. Any purported or attempted assignment contrary to the
                  terms hereof shall be null and void and of no force or
                  effect..

         e)       Conflicts of Interest - During the life of this Agreement



                  VENDOR will not enter into any agreement with another party
                  which will conflict with the obligations under the terms and
                  conditions of this Agreement. Prior disclosure is required
                  under this provision if the activity or interest is related,
                  directly or indirectly, to any activity that VENDOR may be
                  involved with on behalf of WHIRLPOOL in the course of VENDOR's
                  performance of its obligations under this Agreement.

         f)       Audits - VENDOR shall maintain thorough and complete records
                  of all business conducted with WHIRLPOOL. WHIRLPOOL shall have
                  the right during normal business hours to audit the books,
                  records, accounts, ledgers and all other documents relating to
                  the business that VENDOR conducts with WHIRLPOOL. The
                  individuals conducting, the audit will use reasonable efforts
                  to minimize the disturbance they will cause to the normal
                  activities and the ordinary course of business of VENDOR.

         g)       Force Majeure - No party shall be responsible for delays or
                  failures to perform resulting from events beyond its control
                  but shall have a responsibility to mitigate any damage which
                  might arise as a result of any such event. Such events shall
                  include, but not be limited to, acts of God, strikes,
                  blackouts, riots, acts of war, epidemics, government
                  regulations superimposed after the fact, fire, communication
                  line failures, power failures, earthquakes, or other
                  disasters.

14.      MERGER, WAIVER, AND MODIFICATION

         a)       Entire Agreement - This Agreement, including any Exhibits, if
                  any, hereto, together with all SAFs, including all Schedules
                  appended to any SAFs, mutually agreed to hereunder, constitute
                  the entire agreement between the parties with regard to the
                  subject hereof and supersedes and cancels all previous
                  agreements, negotiations, commitments and writings, and may
                  not be released, discharged, abandoned, changed or modified in
                  any manner, orally or otherwise, except by an instrument in
                  writing signed by a duly authorized officer of each of the
                  parties hereto.

         b)       Waiver - No omission or delay by any party at any time to
                  enforce any light or remedy reserved to it, or to require
                  performance of any of the terms, covenants, or provisions of
                  this Agreement by another party at any time designated, shall
                  be a waiver of any such right or remedy to which such party is
                  entitled, nor shall it in any way affect the right of such
                  party to enforce such provisions thereafter.

         c)       Modification - This Agreement may only be modified by written
                  instrument, properly executed by duly authorized officers of
                  VENDOR and WHIRLPOOL. No such modification shall affect any
                  Approved Service which is executed prior to the effective date
                  of such modification unless the parties have agreed in writing
                  to the applicability of such modification to such pre-existing
                  Approved Service.

                  IN WITNESS WHEREOF, THE PARTIES HAVE CAUSED THIS AGREEMENT TO
BE DULY EXECUTED IN THEIR RESPECTIVE CORPORATE NAMES BY THEIR DULY AUTHORIZED
OFFICER, AS OF THE DAY AND DATE FIRST MENTIONED ABOVE.

                                WHIRLPOOL CORPORATION

                                By:      /s/ Thomas R. Wright
                                   ---------------------------------------------
                                         Thomas R. Wright

                                Title:   General Manager, NAR Logistics
                                Date:
                                     -------------------------------------------

                                APPLIANCE RECYCLING CENTERS OF 
                                AMERICA. INC. (ARCA).

                                By:      /s/ Jack Cameron
                                   ---------------------------------------------
                                         Jack Cameron



                                Title:   President
                                         Date:
                                              ----------------------------------

                                                                        [VENDOR]

                                                                        SAF - XX

                              DISTRESSED APPLIANCES
                           SERVICE AUTHORIZATION FORM

AS PROVIDED IN ARTICLE 4 OF THE AGREEMENT DATED JULY 8, 1998 BETWEEN WHIRLPOOL
CORPORATION ("WHIRLPOOL') AND APPLIANCE RECYCLING CENTERS OF AMERICA, INC.
("VENDOR"), AND ENTITLED "REVERSE LOGISTICS MASTER SERVICE AGREEMENT." WHIRLPOOL
PROPOSES TO APPOINT VENDOR TO PURCHASE AND RESELL OR DISPOSE OF DISTRESSED
APPLIANCES IN THE TERRITORY. IF ACCEPTED BY VENDOR ALL OF THE DEFINITIONS AND
TERMS AND CONDITIONS OF THE AGREEMENT SHALL APPLY TO THIS SAF.

1.       If signed below by both parties, then during the term of this SAF
         provided below VENDOR agrees to purchase and resell or dispose of
         distressed appliances from WHIRLPOOL (the "Approved Services") for the
         term of, and in accordance with the provisions of this SAF and the
         Agreement.

2.       Definitions.

         a)       "Ding and Dent Appliances" shall mean appliances manufactured
                  by WHIRLPOOL, or OEM suppliers, that have been damaged
                  cosmetically, but are functional for the use intended and,
                  which would have been for sale by WHIRLPOOL in the Territory
                  if not previously damaged.

         b)       "Distressed Appliances" shall mean Ding and Dent Appliances,
                  obsolete appliances, factory blemished appliances, and any
                  other appliances specified by WHIRLPOOL as distressed.
                  Distressed Appliances that VENDOR determines are fit for the
                  use intended shall be referred to as "Salable Appliances."

         c)       "Scrap Appliances" shall mean Distressed Appliances that are
                  damaged to the extent that they are not fit for the use
                  intended.

3.       The Territory. VENDOR agrees to provide the Approved Services in the
         territory specified in Schedule B attached to this SAF (the
         "Territory").

4. Description of Services. VENDOR agrees:

         a)       To purchase such Distressed Appliances from WHIRLPOOL as
                  WHIRLPOOL shall offer to VENDOR. VENDOR shall purchase
                  Distressed Appliances from WHIRLPOOL subject to the following
                  limitations:

                  i)       VENDOR understands that WHIRLPOOL may offer its
                           retail dealers to whom Ding and Dent Appliances were
                           originally shipped the opportunity 

                           to purchase such appliances at a markdown price
                           (referred to as "Dealer Retained Ding and Dents").
                           Except for Dealer Retained Ding and Dents, WHIRLPOOL
                           agrees to offer all Ding and Dent Appliances in the
                           Territory to VENDOR.

                  ii)      VENDOR shall be obligated to purchase Ding and Dent
                           Appliances. up to $3,000,000 in any given three (3)
                           month period, except as otherwise provided herein.

                  iii)     VENDOR shall not be obligated to purchase nor take
                           delivery of Distressed Appliances unless WHIRLPOOL
                           proposes to sell at least a group of forty (40)
                           Distressed Appliances located at any Regional
                           Distribution Center, Local Distribution Center or
                           Factory Distribution Center (collectively,
                           "Distribution Center").

                  iv)      WHIRLPOOL agrees to offer to VENDOR the option to



                           purchase Distressed Appliances (other than Ding and
                           Dent Appliances) in amounts and on terms no less
                           favorable than any other purchaser of such other
                           Distressed Appliances.

         b)       To inspect all Distressed Appliances received from WHIRLPOOL
                  as set forth in Schedule C appended to this SAF. Inspection
                  shall take place at VENDOR's facility. Distressed Appliances
                  that pass VENDOR's inspection shall be referred to as "Salable
                  Appliances." VENDOR shall accept or object to the appliances
                  being classified as Ding and Dent Appliances by written notice
                  delivered within five (5) days of receipt. VENDOR may object
                  to the classification as Ding and Dent Appliances only if
                  VENDOR in good faith believes such appliances should be
                  classified as, and disposed of as Scrap Appliances. VENDOR
                  shall hold any appliances it believes should be classified as
                  Scrap Appliances for a period of thirty (30) days for
                  inspection by WHIRLPOOL. VENDOR and WHIRLPOOL shall cooperate
                  in good faith to determine and agree upon which appliances
                  will be reclassified as Scrap Appliances. If WHIRLPOOL fails
                  to respond to VENDOR's notice within the thirty (30) day
                  period, such appliances shall be reclassified and disposed of
                  as Scrap Appliances.

         c)       To dispose of Distressed Appliances reclassified as Scrap
                  Appliances as provided in VENDOR SAF. [the SAF relating to
                  Scrap and PEX appliances]

         d)       To affix a clear label of the exterior of all Salable
                  Appliances stating that the Salable Appliance is not warranted
                  by the manufacturer including the following disclaimer:

                           WHIRLPOOL EXPRESSLY DISCLAIMS ANY WARRANTIES,
                           STATUTORY, EXPRESS OR IMPLIED, INCLUDING WITHOUT
                           LIMITATION THE IMPLIED WARRANTIES OF MERCHANTABILITY
                           AND FITNESS FOR PURPOSE

                  and to affix a clear label of the exterior of all Salable
                  Appliances setting forth VENDOR's warranty.

         e)       To report model and serial number information for all Salable
                  Appliances and Recycled Appliances to WHIRLPOOL, and to
                  reimburse WHIRLPOOL for any warranty costs mistakenly billed
                  to and paid by WHIRLPOOL for appliances resold by VENDOR.

         Attached Schedule C sets forth minimum standards for inspecting
         Distressed Appliances and recycling Scrap Appliances.

5. Purchase Terms and Conditions. VENDOR agrees:

         a)       That WHIRLPOOL shall invoice VENDOR for Distressed Appliances
                  upon shipment from WHIRLPOOL's Distribution Center or other
                  specified facility.

         b)       To purchase Salable Appliances at the prices set forth in
                  Schedule C. VENDOR and WHIRLPOOL agree to review the product
                  mix of Ding and Dent Appliances monthly.

                  i)       If the product mix changes so that it is unreasonably
                           disproportionate compared to the anticipated seasonal
                           mix, VENDOR and WHIRLPOOL shall negotiate in good
                           faith to adjust prices for Salable Appliances that
                           makes the resale of Salable Appliances economically
                           feasible for VENDOR.

                  ii)      VENDOR acknowledges and agrees that WHIRLPOOL may
                           update, change or modify in any respect the prices
                           set forth in Schedule C. WHIRLPOOL agrees to provide
                           VENDOR at least thirty (30) days written notice of
                           any modifications to Schedule C. In the event
                           WHIRLPOOL's price increase is unacceptable to VENDOR,
                           VENDOR may terminate this SAF, or the Agreement as
                           provided in Paragraph C of the Agreement.

                  iii)     If any Ding and Dent Appliance is reclassified as
                           Scrap Appliance by agreement or by expiration of
                           WHIRLPOOL's thirty (30) day inspection period, the
                           price for such Scrap Appliances shall be adjusted to
                           twenty (20) percent of the Ding and Dent Appliance
                           price(s) set forth in Schedule C or Fifty Dollars
                           ($50.00). The difference between the Ding and Dent
                           Appliance price and the adjusted Scrap Appliance



                           price shall be paid to VENDOR as a credit against
                           future purchases of Ding and Dent Appliances.

         c)       That Recycled Appliances will be recycled by VENDOR at no
                  charge to WHIRLPOOL. In no event shall WHIRLPOOL be required
                  to take possession of any Ding and Dent Appliances
                  reclassified as Scrap Appliances.

         d)       To make payment in full for Distressed Appliances no later
                  than thirty (30) days from the date of invoice.

         e)       To transport, or be responsible for coordinating transport,
                  and pay all costs and expenses of shipment, for all Distressed
                  Appliances purchased from WHIRLPOOL in the Territory.

         f)       That title and risk of loss for all Distressed Appliances
                  purchased by VENDOR shall transfer to VENDOR when such
                  appliances leave WHIRLPOOL's Distribution Center.

         g)       Not to permit, nor cause to attach, any liens or encumbrances
                  against any WHIRLPOOL property in its possession.

6.       Limitation of Liability and Disclaimer or Warranties.

         VENDOR ACKNOWLEDGES THAT ALL APPLIANCES SOLD TO,- AND TRANSFERRED TO,
         VENDOR ARE RECEIVED BY VENDOR ON AN "AS IS", "WITH ALL FAULTS" BASIS,
         WITHOUT ANY WARRANTIES TO VENDOR. WHIRLPOOL EXPRESSLY DISCLAIMS ANY
         WARRANTIES, STATUTORY, EXPRESS OR IMPLIED, INCLUDING WITHOUT LIMITATION
         THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR PURPOSE.
         VENDOR IS NOT AUTHORIZED TO REPRESENT OR ASSUME FOR WHIRLPOOL ANY
         LIABILITY IN CONNECTION WITH THE SALE OF APPLIANCES. THERE ARE NO
         WARRANTIES TO VENDOR.

7.       Authorized Customers/Locations. VENDOR is ONLY authorized to sell
         Salable Appliances to END USE customers in the Continental United
         States, through written approval from WHIRLPOOL.

         In addition, VENDOR may resell Salable Appliances to:

         a)       Authorized WHIRLPOOL dealers.

         b)       Non-authorized used appliance dealers as may be proposed to
                  WHIRLPOOL as an authorized dealer by VENDOR, and for whom
                  WHIRLPOOL has given prior written consent which WHIRLPOOL may
                  withhold in its sole and absolute discretion.

         (Collectively referred to as "Dealers"). WHIRLPOOL shall have the right
         in its sole and absolute discretion to designate Authorized WHIRLPOOL
         Dealers.

8. Resale Terms and Conditions. VENDOR agrees:

         a)       That VENDOR will not, and will not permit any of VENDOR's
                  customers that resell Salable Appliances, to include any
                  WHIRLPOOL trademark in any advertisement for such Salable
                  Appliances. This prohibition does not prevent VENDOR, or any
                  of VENDOR's customers, from advertising that such seller has
                  major brand reconditioned appliances for sale so long as such
                  advertisements do not include any reference to any WHIRLPOOL
                  trademark(s).

         b)       That all Salable Appliances shall be clearly and conspicuously
                  labeled with consumer disclosure - (i) that WHIRLPOOL is NOT
                  PROVIDING any warranty for such Appliance; and (ii) of
                  VENDOR's warranty, if any.

         c)       To keep WHIRLPOOL's Use and Care Guides and Installation
                  Instructions packaged with Salable Appliances.

         d)       To install Salable Appliances, or have Salable Appliances
                  installed, as specified in WHIRLPOOL installation
                  instructions.

         e)       To instruct END USE customers in the proper use and operation
                  of Salable Appliances.

         f)       To remove warranty registration cards from all Salable
                  Appliances prior to resale to an END USE consumer.



         g)       That the prices at which VENDOR offers Salable Appliances for
                  sale are to be determined by VENDOR, or VENDOR's customer in
                  their sole discretion.

         h)       That WHIRLPOOL will not make any advertising or promotion
                  funds available to VENDOR, or to any of VENDOR's customers in
                  connection with the sale and resale of Salable Appliances.

9.       In addition to the termination provision of the Agreement, this SAF may
         be terminated by VENDOR upon ten (10) days written notice to WHIRLPOOL
         if WHIRLPOOL's changes in the prices set forth in Schedule C appended
         to this SAF are unacceptable to VENDOR.

10.      This SAF, if accepted, shall be effective between WHIRLPOOL and VENDOR
         on the Effective Date of this SAF. Until written notice of termination
         is received as provided in paragraph 11 of the Agreement, this SAF
         shall continue in force. During the term, of this SAF, VENDOR will not
         enter into any agreement with another party which will conflict with
         the obligations under the terms and conditions of this SAF.

IN WITNESS WHEREOF, the parties have caused this Service Authorization Form to
be executed as of this 8th day of July, 1998.

APPLIANCE RECYCLING
CENTERS OF AMERICA, INC.

By:        /s/ Jack Cameron                 By:        /s/ Thomas R. Wright
   -----------------------------               ---------------------------------
       Jack Cameron                                Thomas R. Wright

Its:   PRESIDENT                            Its:   GENERAL MANAGER, LOGISTICS

                                                                        [VENDOR]

                                                                        SAF - XX

                      SCRAP AND PRODUCT EXCHANGE APPLIANCES
                           SERVICE AUTHORIZATION FORM

AS PROVIDED IN ARTICLE 4 OF THE AGREEMENT DATED JULY 1, 1998 BETWEEN WHIRLPOOL
CORPORATION' ("WHIRLPOOL") AND APPLIANCE RECYCLING CENTERS OF AMERICA, INC.,
("VENDOR"), AND ENTITLED "REVERSE LOGISTICS MASTER SERVICE AGREEMENT," WHIRLPOOL
PROPOSES TO APPOINT VENDOR TO PURCHASE AND RESELL OR DISPOSE OF SCRAP AND
PRODUCT EXCHANGE APPLIANCES IN THE TERRITORY. IF ACCEPTED BY VENDOR ALL OF THE
DEFINITIONS AND TERMS AND CONDITIONS OF THE AGREEMENT SHALL APPLY TO THIS SAF.

I        If signed below by both parties, during the term of this SAF provided
         below VENDOR agrees to purchase and resell or dispose of all scrap and
         product exchange appliances offered to VENDOR by WHIRLPOOL in the
         Territory (the "Approved Services") for the term of, and in accordance
         with the provisions of this SAF and the Agreement.

2.       The Territory. VENDOR agrees to provide the Approved Services in the
         territory specified in Schedule B attached to this SAF (the
         "Territory").

3.       Definitions.

         a)       "Product Exchange Appliances" or "PEX Appliances" shall mean
                  WHIRLPOOL appliances that have been returned to WHIRLPOOL from
                  dealers or directly from END USERS for any reason, in exchange
                  for new appliances.

         b)       "Scrap Appliances" shall mean Distressed Appliances that are
                  damaged to the extent that they are not fit for the use
                  intended.

4.       Description of Services. VENDOR agrees:

         a)       To purchase all Scrap Appliances and PEX Appliances WHIRLPOOL
                  has not designated for destruction that pass VENDOR's
                  inspection, and/or are reconditioned and pass VENDOR's
                  inspection, (collectively referred to as "Salable Appliances")
                  from WHIRLPOOL at WHIRLPOOL Regional Distribution Centers,
                  Local Distribution Centers and Factory Distribution Centers
                  (collectively referred to as "Distribution Centers") in the



                  Territory. The Distribution Centers are listed in Schedule A
                  attached to this SAF.

         b)       To recondition and resell Scrap Appliances and PEX Appliances
                  as provided in this SAF.

         c)       To recycle Scrap Appliances and PEX appliances designated by
                  WHIRLPOOL as "total destruction only", or as "destruction
                  except for non-operational parts", or that do not pass
                  VENDOR's inspection and can not be reconditioned to pass
                  VENDOR's inspection (collectively referred to as "Recycled
                  Appliances") as provided in Schedule C attached to this SAF.
                  In no event shall VENDOR sell or otherwise dispose of Recycled
                  Appliances or their component parts designated as "total
                  destruction only" (referred to as "Recycled Components") in
                  any manner in which such Recycled Appliances or Recycled
                  Component Parts could be sold or otherwise transferred to
                  consumers.

         d)       To use "non-operational parts" (including trim, shelves,
                  doors, liners, and frame/enclosure parts, but excluding all
                  electrical and mechanical parts) from Recycled Appliances
                  designated by WHIRLPOOL as "destruction except for
                  non-operational parts" (referred to as "Reusable Components")
                  for VENDOR's reconditioning operations.

         e)       To affix a clear label on the exterior of all Scrap Appliances
                  and PEX Appliances stating that the such appliances are not
                  warranted by the manufacturer including the following
                  disclaimer:

                           WHIRLPOOL EXPRESSLY DISCLAIMS ANY WARRANTIES,
                           STATUTORY, EXPRESS OR IMPLIED, INCLUDING WITHOUT
                           LIMITATION THE IMPLIED WARRANTIES OF MERCHANTABILITY
                           AND FITNESS FOR PURPOSE

                  and to affix a clear label on the exterior of all Scrap
                  Appliances and PEX Appliances setting forth VENDOR's warranty
                  on all appliances to be resold.

         f)       To report model and serial number information for all Scrap
                  Appliances and PEX Appliances and Recycled Appliances to
                  WHIRLPOOL, and to reimburse WHIRLPOOL for any warranty costs
                  mistakenly billed to and paid by WHIRLPOOL for any appliances
                  resold by VENDOR.

         Attached Schedule C sets forth minimum standards for inspection,
         reconditioning and recycling appliances.

5.       Purchase Terms and Conditions. VENDOR agrees:

         a)       To purchase Scrap Appliances and PEX Appliances at the prices
                  set forth in Schedule C. Prices will be evaluated every ninety
                  (90) days and adjusted as agreed upon by WHIRLPOOL and VENDOR.
                  Recycled Appliances will be recycled by VENDOR at no charge to
                  WHIRLPOOL.

         b)       To pay for Scrap Appliances and PEX Appliances no later than
                  thirty (30) days from the date of invoice.

         c)       To transport, or be responsible for coordinating transport,
                  and pay all costs and expenses of shipment, for all Scrap
                  Appliances and PEX Appliances purchased from WHIRLPOOL.

         d)       That title and risk of loss for all Scrap Appliances and PEX
                  Appliances purchased by VENDOR shall transfer to VENDOR when
                  such appliances leave WHIRLPOOL's Distribution Center.

         e)       Not to permit, nor cause to attach, any liens or encumbrances
                  against any WHIRLPOOL property in its possession.

6.       Limitation of Liability and Disclaimer or Warranties.

         VENDOR ACKNOWLEDGES THAT ALL APPLIANCES SOLD TO, AND TRANSFERRED TO,
         VENDOR ARE RECEIVED BY VENDOR ON AN "AS IS", "WITH ALL FAULTS" BASIS,
         WITHOUT ANY WARRANTIES TO VENDOR. WHIRLPOOL EXPRESSLY DISCLAIMS ANY
         WARRANTIES, STATUTORY, EXPRESS OR IMPLIED, INCLUDING WITHOUT LIMITATION
         THE IMPLIED WARRANTIES OF MERCHANTABILITY AND FITNESS FOR PURPOSE.
         VENDOR IS NOT AUTHORIZED TO REPRESENT OR ASSUME FOR WHIRLPOOL ANY



         LIABILITY IN CONNECTION WITH THE SALE OF APPLIANCES.

7.       Authorized Customers/Locations. VENDOR is ONLY authorized to sell
         Salable Appliances to END USE customers in the Continental United
         States, THROUGH WRITTEN authorization from WHIRLPOOL.

         In addition, VENDOR may resell Salable Appliances to:

         a)       Authorized WHIRLPOOL dealers.

         b)       Previously non-authorized used appliance dealers as may be
                  proposed to WHIRLPOOL as an authorized dealer by VENDOR, and
                  for whom WHIRLPOOL has given prior written consent which
                  WHIRLPOOL may withhold in its sole and absolute discretion.

         (Collectively referred to as "Dealers"). WHIRLPOOL shall have the right
         in its sole and absolute discretion to designate Authorized WHIRLPOOL
         Dealers.

8.       Resale Terms and Conditions. VENDOR agrees:

         a)       That VENDOR will not, and will not permit any of VENDOR's
                  customers that resell Scrap Appliances and PEX Appliances, to
                  include any WHIRLPOOL trademark in any advertisement for such
                  Scrap Appliances. This prohibition does not prevent VENDOR, or
                  any of VENDOR's customers, from advertising that 

                  such seller has major brand reconditioned appliances for sale
                  so long as such advertisements do not include any reference to
                  any WHIRLPOOL trademark(s).

         b)       That all Scrap Appliances shall be clearly and conspicuously
                  labeled with consumer disclosure - (i) that WHIRLPOOL is NOT
                  PROVIDING any warranty for such Appliance; and (ii) of
                  VENDOR's warranty, if any.

         c)       To keep WHIRLPOOL's Use and Care Guides and Installation
                  Instructions packaged with Scrap Appliances.

         d)       To install Scrap Appliances, or have Scrap Appliances
                  WHIRLPOOL installation instructions.

         e)       To instruct END USE customers in the proper use and' operation
                  of Scrap Appliances.

         f)       To remove warranty registration cards from all Scrap
                  Appliances prior to resale to an END USE consumer.

         g)       That the prices at which VENDOR offers Scrap Appliances for
                  sale are to be determined by VENDOR, or VENDOR's customer in
                  their sole discretion.

         h)       That WHIRLPOOL will not make any advertising or promotion
                  funds available to VENDOR, or to any of VENDOR's customers in
                  connection with the sale and resale of Scrap Appliances.

         i)       In addition to the termination provision of the Agreement,
                  this SAF may be terminated by VENDOR upon ten (10) days
                  written notice to WHIRLPOOL if WHIRLPOOL's changes in the
                  prices set forth in Schedule C appended to this SAF are
                  unacceptable to VENDOR.

9.       This SAF, if accepted, shall be effective between WHIRLPOOL and VENDOR
         on the Effective Date of this SAF. Until written notice of termination
         is received as provided in paragraph II of the Agreement, this SAF
         shall continue in force. During the term of this SAF, VENDOR will not
         enter into any agreement with another party which will conflict with
         the obligations under the terms and conditions of this SAF.

IN WITNESS WHEREOF, the parties have caused this Service Authorization Form to
be executed as of this 8th day of July 1998 (the "Effective Date").

APPLIANCE RECYCLING
CENTERS OF AMERICA, INC.

By:        /s/ Jack Cameron                    By:        /s/ Thomas R. Wright
   ------------------------------                 ------------------------------
       Jack Cameron                                   Thomas R. Wright



Its:   PRESIDENT                               Its:   GENERAL MANAGER, LOGISTICS

                                                                        [VENDOR]

                                                                        SAF - XX

                                   SCHEDULE A

                              DISTRIBUTION CENTERS

Distribution Centers in the Territory include the following:

ARCA has the option to purchase distressed appliances from the following
Distribution Centers as Whirlpool will make available from time to time.

                  Clyde Distribution Center
                  Evansville Distribution Center
                  Findlay Distribution Center
                  Ft. Smith Distribution Center
                  LaVergne Distribution Center
                  Marion Distribution Center
                  Oxford/Tulsa Distribution Center

                                                                        [VENDOR]

                                                                        SAF - XX

                                   SCHEDULE B

                                    TERRITORY

Territory is defined as follows:

                  Quality Express - Columbus, Ohio Region
                  Quality Express - Ontario, California Region
                  Quality Express - Kent, Washington Region
                  Quality Express - St. Louis, Missouri Region

                                                                        [VENDOR]

                                                                        SAF - XX

                                   SCHEDULE C

                         DISTRESSED APPLIANCE PRICE LIST

Current RL Price Sheets

Dated:            3/18/98                   L/RF Dent
                  3/18/98                   OTH - Dent
                  10/3/97                   SCP-ARCA

                                                                        [VENDOR]

                                                                        SAF - XX

                                   SCHEDULE D

                              MINIMUM STANDARDS FOR



                    INSPECTION, RECONDITIONING AND RECYCLING

                            OF DISTRESSED APPLIANCES

INSPECTION AND RECONDITIONING MINIMUM STANDARDS AND PROCEDURES

All Distressed Appliances and Scrap Appliances or PEX Appliances not designated
for destruction by WHIRLPOOL shall be inspected by VENDOR to determine if such
appliances are or can made fit for the intended purpose. Such inspection shall
include at least confirmation that each such appliance meets all applicable
standards, including but not limited to UL, AGA and CSA standards.

All appliances which are fit for the intended purpose and meet, or are repaired
and then meet, all applicable standards, and pass any VENDOR's inspection shall
be designated as "Salable Appliances" and may be resold by VENDOR under the
terms of the Agreement and the SAF to which this Schedule is appended.

All appliances which are not fit for the intended purpose or DO NOT meet, or can
not be repaired to meet, all applicable standards, and pass VENDOR's inspection
shall be designated as Scrap Appliances and disposed of by VENDOR as provided
under the terms of the Agreement and the Scrap and Product Exchange Appliances
SAF.

RECYCLING MINIMUM STANDARDS AND PROCEDURES

All appliances designated by WHIRLPOOL as Scrap Appliances, and all appliances
determined by VENDOR to be Scrap Appliances (collectively referred to as
"Recycled Appliances") and any parts and components from Recycled Appliances
designated as "total destruction only" shall be recycled by VENDOR according to
the terms of the Agreement, the SAF to which this Schedule is appended and in
accordance with the following minimum standards and procedures:

All Recycled Appliances and Recycled Components must be scrapped in a way that
will render such appliance or component useless and make repair impossible.

All regulated fluids and materials that require removal from Recycled Appliances
and Recycled Components must be removed, handled, stored, recycled and disposed
of according to Federal, state and local regulations.

Recycled Appliance carcasses must be recycled whenever possible. Shredding by an
automobile shredder after all regulated materials have been removed is a proper
and cost-effective method of recycling.

VENDOR must maintain records for at least three (3) years that indicate the
model and serial number by product category of all Recycled Appliances recycled
for WHIRLPOOL including the date of recycling.

All Recycled "Destruction Only" Appliances must be recycled within thirty (30)
days of receipt by VENDOR.



<TABLE> <S> <C>

<ARTICLE> 5
       
<S>                                <C>
<PERIOD-TYPE>                      6-MOS
<FISCAL-YEAR-END>                             JAN-02-1999
<PERIOD-START>                                JAN-04-1998
<PERIOD-END>                                  JUL-04-1998
<CASH>                                             82,000
<SECURITIES>                                            0
<RECEIVABLES>                                     727,000
<ALLOWANCES>                                            0
<INVENTORY>                                     1,301,000
<CURRENT-ASSETS>                                2,300,000
<PP&E>                                          9,990,000
<DEPRECIATION>                                  3,945,000
<TOTAL-ASSETS>                                  8,569,000
<CURRENT-LIABILITIES>                           4,848,000
<BONDS>                                                 0
<PREFERRED-MANDATORY>                                   0
<PREFERRED>                                             0
<COMMON>                                       10,550,000
<OTHER-SE>                                              0
<TOTAL-LIABILITY-AND-EQUITY>                    8,569,000
<SALES>                                         6,225,000
<TOTAL-REVENUES>                                6,225,000
<CGS>                                           4,416,000
<TOTAL-COSTS>                                   4,416,000
<OTHER-EXPENSES>                                 (269,000)
<LOSS-PROVISION>                                        0
<INTEREST-EXPENSE>                                230,000
<INCOME-PRETAX>                                (1,634,000)
<INCOME-TAX>                                            0
<INCOME-CONTINUING>                                     0
<DISCONTINUED>                                          0
<EXTRAORDINARY>                                         0
<CHANGES>                                               0
<NET-INCOME>                                   (1,634,000)
<EPS-PRIMARY>                                       (1.41)
<EPS-DILUTED>                                       (1.41)
        

</TABLE>


