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SECURITIES AND EXCHANGE COMMISSION
Washington, DC 20549

FORM 10-Q

QUARTERLY REPORT UNDER SECTION 13 OR 15(d)
OF THE SECURITIES EXCHANGE ACT OF 1934

For Quarter Ended                  Commission File No. 0-13829
September 30, 2000

PEMCO AVIATION GROUP, INC.
(FORMERLY PRECISION STANDARD, INC.)

(Exact Name of Registrant as Specified in its Charter)

Delaware                              84-0985295
----------------------            ----------------------------------

(State of Incorporation)          (I.R.S. Employer Identification No.)

1943 North 50th Street
Birmingham, Alabama 35212

-------------------------------------
(Address of Principal Executive Offices)

(205) 591-3009
--------------------------------------------------

(Registrant's telephone number, including area code)

Indicate by check mark whether the Registrant (1) has filed all reports
required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934 during the preceding 12 months (or for such shorter period that
the Registrant was required to file such reports), and (2) has been
subject to such filing requirements for the past 90 days.

Yes [X]                                  No [ ]

The number of shares outstanding of each of the issuer's classes of common
stock, as of the last practicable date:

CLASS OF SECURITIES                    OUTSTANDING SECURITIES
-------------------                    ----------------------

$.0001 Par Value                        4,027,815 shares
Common Shares                   Outstanding November 10, 2000

PART I.   FINANCIAL INFORMATION
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ITEM 1.   FINANCIAL STATEMENTS

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS

ASSETS
-------

(In Thousands)

<TABLE>
<CAPTION>

September 30,   December 31,
2000           1999

----------     ---------
<S>                                     <C>             <C>
Current assets:

Cash                                 $      0        $    527
Accounts receivable, net               16,134          21,131
Inventories                            15,723          17,035
Prepaid expenses and other                898             763
Deferred taxes                          4,117           3,000

--------        --------
Total current assets              36,872          42,456

Property, plant and equipment,
at cost:

Leasehold improvements                 14,809          12,634
Machinery and equipment                24,299          19,780

--------        --------

Less accumulated depreciation          (23,236)        (20,858)
--------        --------

Net property, plant
and equipment                   15,872          11,556

--------        --------
Other non-current assets:

Prepaid pension costs                     867           1,780
Intangible assets, net                    100             225
Deposits and other                      1,171           1,386

--------        --------
2,138           3,391

--------        --------
Total assets                   $ 54,882        $ 57,403

========        ========
</TABLE>
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The accompanying notes are an integral part of
these consolidated financial statements.

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED BALANCE SHEETS (CONTINUED)

LIABILITIES AND STOCKHOLDERS' EQUITY
-------------------------------------

(In Thousands)

<TABLE>
<CAPTION>

September 30,   December 31,
2000           1999

----------     ---------

<S>                                     <C>             <C>

Current liabilities:
Current portion of debt               $ 7,437         $15,104
Accounts payable and accrued
Expenses                              31,636          34,970

-------         -------
Total current liabilities      39,073          50,074

Long-term debt                            4,514           4,168
Other long-term liabilities               3,021           3,023

-------         -------
Total liabilities              46,608          57,265

-------         -------
Stockholders' equity:

Common stock, $.0001 par value,
12,000,000 shares authorized,
4,027,815 and 3,978,137 shares
issued and outstanding at
September 30, 2000 and December 31,
1999, respectively                        1               1

Additional paid-in capital              5,054           4,769
Retained earnings (deficit)             3,219         (4,632)

-------         -------
Total stockholders' equity              8,274             138
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-------         -------
Total liabilities and
stockholders' equity          $54,882         $57,403

=======         =======
</TABLE>

The accompanying notes are an integral part of
these consolidated financial statements.

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands)

<TABLE>
<CAPTION>

Three          Three
Months Ended   Months Ended

September 30,  September 30,
2000           1999

------------   ------------

<S>                                     <C>             <C>

Net sales                               $40,363         $45,891
Cost of sales                            32,416          36,944

-------         -------
Gross profit                        7,947           8,947

Selling, general and
administrative expenses                 4,957           5,484

-------         -------
Income from operations                2,990           3,463

Other expense:
Interest                                  566             825
Other (income), net                     (127)             801

-------         -------
Income before income
Taxes                                 2,551           1,837

Provision for income taxes                  952              50
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-------         -------
Net income                          $ 1,599         $ 1,787

=======         =======

Net income per common share:
Basic                                   $0.40           $0.45
Diluted                                 $0.37           $0.43

</TABLE>

The accompanying notes are an integral part of
these consolidated financial statements.

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF OPERATIONS

(In Thousands)

<TABLE>
<CAPTION>

Nine           Nine
Months Ended   Months Ended

September 30,  September 30,
2000           1999

------------   ------------

<S>                                    <C>             <C>

Net sales                              $127,539        $125,494
Cost of sales                           103,213         100,048

--------        --------
Gross profit                         24,326          25,446

Selling, general and
administrative expenses                15,265          14,860

--------        --------
Income from operations                9,061          10,586

Other expense:
Interest                                2,018           2,447
Other, net                                 16           1,343

--------        --------
Income before income
taxes                                 7,027           6,796

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Provision (credit) for income taxes       (824)             230
--------        --------

Net income                          $ 7,851         $ 6,566
========        ========

Net income per common share:
Basic                                   $1.96           $1.65
Diluted                                 $1.85           $1.61

</TABLE>

The accompanying notes are an integral part of
these consolidated financial statements.

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
UNAUDITED CONSOLIDATED STATEMENTS OF CASH FLOWS

(In Thousands)
--------------------------------------

<TABLE>
<CAPTION>

Nine           Nine
Months Ended   Months Ended

September 30,  September 30,
2000           1999

------------   ------------

<S>                                     <C>            <C>

Cash flows from operating activities:
Net income                            $ 7,851         $ 6,566
Adjustments to reconcile net

income to net cash provided by
operating activities:

Depreciation and amortization           2,378           1,917
Deferred taxes                        (1,117)               0
Pension cost in excess of

Funding                                 913             913
Intangible assets, net                    125               0

Changes in assets and liabilities:
Accounts receivable, net                4,997         (2,120)
Inventories                             1,312         (4,896)
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Prepaid expenses and other              (135)           (202)
Deposits and other                        215           (118)
Other long-term liabilities               (2)               0
Accounts payable and accrued

expenses                            (3,334)           4,532
------          ------

Total adjustments                         5,352              26
------          ------

Net cash provided by
operating activities                   13,203           6,592

------          ------

Cash flows from investing
activities:

Capital expenditures                    (6,694)         (2,223)
------          ------

Net cash used in investing
activities                        (6,694)         (2,223)

------          ------

Cash flows from financing
activities:
Net (repayments) under

revolving credit facility            (5,392)        (1,715)
Repayments under Sr. subordinated

debt                                (1,230)               0
Net repayments under short-term

obligations                           (699)         (1,094)

Proceeds from exercise of
stock options                           285               0

Net cash used in
financing activities              (7,036)         (2,809)

------          ------

Net increase (decrease) in
Cash                                (527)           1,560

Cash beginning of period                    527             193
------          ------

Cash end of period                      $     0         $ 1,753
======          ======

Supplemental disclosure of
cash flow information:
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Cash paid during the year
for:

Interest                            $ 2,018         $ 2,447
Income taxes                       $   284          $   230

</TABLE>

The accompanying notes are an integral part
of these consolidated statements.

PEMCO AVIATION GROUP, INC. AND SUBSIDIARIES
NOTES TO UNAUDITED FINANCIAL STATEMENTS

1.   CONSOLIDATED FINANCIAL STATEMENTS

The consolidated interim financial statements have been prepared by
the Company without audit.  In the opinion of management, all
adjustments necessary for a fair presentation are reflected in the
interim financial statements.  Such adjustments are of a normal and
recurring nature.  The results of operations for the period ended
September 30, 2000 are not necessarily indicative of the operating
results expected for the full year.  The interim financial statements
should be read in conjunction with the audited financial statements
and notes thereto included in the Company's 1999 Annual Report on
Form 10-K.

2.   INVENTORIES

Inventories of the Company consist of the following:

<TABLE>
<CAPTION>

September 30,   December 31,
2000           1999

--------     -----------
(Unaudited)    (Unaudited)

<S>                                <C>            <C>

Work in-process                    $27,211         $31,335
Finished goods                       3,157           3,365
Raw materials and supplies           2,499           2,704

-------         -------
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Total                              $32,867         $37,404

Less progress payments
and customer deposits           (17,144)        (20,369)

-------         -------
$15,723         $17,035
=======         =======

</TABLE>

3.   NET INCOME PER SHARE

Basic Earnings Per Share ("EPS") was computed by dividing net income
by the weighted average number of shares of common stock outstanding
during the periods.  Diluted EPS was computed by dividing net income
by the weighted average number of shares of common stock and the
dilutive effects of the shares awarded under the Company's Stock
Option Plan, based on the treasury stock method using an average fair
market value of the stock during the respective periods.

The following table represents the net income per share calculations
for the three and nine months ended September 30, 2000 and 1999:

(All numbers in thousands except Income Per Share)

<TABLE>
<CAPTION>

Three Months   Nine Months
Ended          Ended

September 30   September 30

<S>                                 <C>           <C>
2000
Net Income                          $1,599         $ 7,851
Weighted Average Shares              4,023           4,006
Basic Net Income Per Share             .40            1.96
Dilutive securities:

Options                            273             229
Diluted Weighted Average Shares      4,296           4,235
Diluted Net Income Per Share           .37            1.85

1999
Net income                          $1,787         $ 6,566
Weighted Average Shares              3,978           3,978
Basic Net Income Per Share             .45            1.65
Dilutive Securities:

Options                            174             110
Diluted Weighted Average shares      4,152           4,088
Diluted Net Income Per Share           .43            1.61
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</TABLE>

Options to purchase approximately 46,000 and 125,000 shares of common
stock related to September 30, 2000 and 1999, respectively were
excluded from the computation of diluted income per share because the
option exercise price was greater than the average market price of
the shares.

4.   NOTES PAYABLE

<TABLE>
<CAPTION>

September 30,   December 31,
2000           1999

---------      ----------
(Unaudited)    (Unaudited)

<S>                                <C>            <C>
Revolving credit facility          $ 6,387         $11,779

Senior Subordinated Loan
interest at 13.5%                    4,920           6,150

Other obligations: interest
from 9.1% to 14.5%, collateralized
by security interests in
certain equipment                      644           1,343

------         -------

Total debt                          11,951          19,272

Less portion reflected
as current                         7,437          15,104

------         -------
Long term debt, net of
current portion                     $4,514         $ 4,168

======         =======
</TABLE>

During 2000 the Company has maintained a $20.0 million revolving
credit facility which matures on August 31, 2001.  Borrowing
availability under the facility is tied to percentages of accounts
receivable and inventory and, as a result of certain subordination
provisions, cannot exceed $17.0 million.  There was $6.5 million
available under the credit facility at September 30, 2000, based on
the calculation which defines the borrowing base.  Interest on the
revolving credit facility accrues at prime rate plus 3.5% with
provisions for both reductions in the interest rate based on specific
operating performance targets and increases related to certain events
of default.
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On November 2, 2000, the Company entered into new credit facilities
which will be used to pay off and terminate the existing facility.
The new facilities consist of a $20.0 million revolving credit
facility, two term loans totaling  $5.0 million in the aggregate, and
a capital equipment acquisition facility of $3.1 million.  At the
Company's option, subject to meeting certain pre-defined conditions
and obtaining the lender's approval, it may borrow an additional $1.9
million as a discretionary loan.  The new facilities have an initial
three-year term, which term may be extended for up to two additional
one-year periods upon mutual agreement of the parties.  The revolving
credit facility, the capital equipment acquisition facility and one
of the term loans ($2.9 million) bear interest at prime rate plus
0.5%.  The other term loan ($2.1 million) and the discretionary loan
bear interest at prime rate plus 0.75%.

The Company has the option, prior to December 31, 2001, to convert up
to $1.9 million of the revolving credit facility into additional
availability under the capital equipment facility, bringing its total
up to $5.0 million, or to fold the $3.1 million capital equipment
facility into the revolving credit facility, bringing its total up to
$23.1 million.  Borrowing availability under the revolving credit
facility is tied to percentages of eligible accounts receivable and
inventory.  Under the capital equipment facility, borrowing
availability is tied to a percentage of the value of certain capital
assets acquired since January 1, 2000 and capital assets that are
acquired in the future.  All of the new facilities have provisions
for increases in the interest rate during any period when an event of
default exists.

The $2.1 million term loan will be repaid over 24 installments
commencing on November 30, 2000.  The $2.9 million term loan will be
repaid based on a 5-year amortization schedule commencing on November
30, 2002 with a balloon payment of the remaining balance upon the
termination of the credit facility. Upon the Company borrowing the
entire amount of the available capital equipment acquisition facility
or on October 31, 2001, which ever occurs first, the Company will
commence repayment of the amounts borrowed based on a 5-year
amortization schedule with a balloon payment of the remaining balance
upon the termination of the credit facility. The discretionary loan,
if borrowed, will be repaid commencing the month after it is borrowed
based on 24 installments with a balloon payment of the remaining
balance upon the termination of the credit facility.

The Company's Senior Subordinated Debt is being repaid over five
equal quarterly installments which commenced on August 31, 2000, with
a final payment due on June 30, 2001.

The above loans are collateralized by substantially all of the assets
of the Company and have various covenants which limit or prohibit the
Company from incurring additional indebtedness, disposing of assets,
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merging with other entities, declaring dividends, or making capital
expenditures in excess of certain amounts in any fiscal year.
Additionally, the Company is required to maintain various financial
ratios and minimum net worth amounts.

5.   CONTINGENCIES

United States Government Contracts

The Company, as a U.S. Government contractor, is subject to audits,
reviews, and investigations by the government related to its
negotiation and performance of government contracts and its
accounting for such contracts.  Failure to comply with applicable
U.S. Government standards by a contractor may result in suspension
from eligibility for award of any new government contract and a
guilty plea or conviction may result in debarment from eligibility
for awards.  The government may, in certain cases, also terminate
existing contracts, recover damages, and impose other sanctions and
penalties.  The Company believes, based on all available information,
that the outcome of any U.S. Government audits, reviews, and
investigations will not have a materially adverse effect on the
Company's consolidated results of operations, financial position, or
cash flows.

LITIGATION

Pemco World Air Services A/S Bankruptcy and Sterling Lawsuit

The Company has been involved in certain bankruptcy litigation since
1997 relating to the Company's Danish subsidiary, Pemco World Air
Services A/S (Pemco World).  As previously reported, during the
quarter ended June 30, 2000 the Company made the $2.25 million of
escrow payments called for in its March 28, 2000 settlement agreement
with Sterling Airways A/S and the bankruptcy trustees of Pemco World.
The escrowed amounts could only be released to the trustees upon
their satisfaction of certain conditions.  These conditions included,
among other things, that the trustees must obtain releases from all
of the Danish subsidiary's unsecured creditors that are asserting
claims in excess of $100,000 on or before October 5, 2000.

On October 4, 2000 the Company received notice from the bankruptcy
trustees that they had received releases from all of the Pemco
World's unsecured creditors that were asserting claims in excess of
$100,000 and that the trustees had no knowledge of written claims, or
demands for payment, or threats of litigation against the Company
from the remaining unsecured creditors. Based upon this notification,
on October 19, 2000, the Company released the $2.25 million held in
the escrow account. The Company has adopted a wait and see approach
as to the possible actions, if any, of the remaining unsecured
creditors whose claims were under $100,000 and who were not required
to affirmatively release the Company prior to release of the escrowed
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funds.  The Company will vigorously defend any claim brought by
creditors of the Danish subsidiary not released in connection with
the settlement agreement.

Government Lawsuit

On October 13, 1998, the Company filed a complaint in the U.S.
District Court, Northern District of Alabama seeking to compel the
United States Air Force to reopen for competition a KC-135 PDM
contract awarded to the McDonnell Douglas subsidiary of Boeing and
to enforce the General Accounting Office (GAO) decision in favor of
the Company which stated that the manner in which the contract was
put up for bids violated the Competition in Contracting Act by
unduly restricting competition.  On October 5, 1999, the Court
issued a summary judgment in favor of McDonnell Douglas. While the
Company continues to believe that the GAO correctly decided the
issue, it determined that pursuing the complaint further was not
necessarily in its best interests.  Accordingly, in the interest of
promoting a better relationship with one of its primary customers,
the Company filed a motion for dismissal with the court to end this
litigation. The motion was granted on July 7, 2000.

GATX Lawsuit

The Company's Pemco Aeroplex subsidiary, successor to Hayes
International, is a defendant in several suits seeking damages and
indemnity for claims arising from an Airworthiness Directive issued
by the FAA.  That Directive restricts the cargo capacity of Boeing
747 aircraft converted pursuant to a Supplemental Type Certificate
(STC) for such conversions.  Hayes International had performed
engineering for the development of the STC.  Certain of the suits
also allege fraud, misrepresentation and violations of the
Racketeer Influenced and Corrupt Organizations Act. During the
third quarter of 2000 the parties involved in the dispute came to
an agreement on nine of the ten aircraft involved. A trial is
currently scheduled for January 2001 on the remaining aircraft.
Management believes that the result of this lawsuit will not have a
material adverse effect on the Company's consolidated financial
position or results of operations.

Employment Lawsuits

On December 9, 1999 the Company and its Pemco Aeroplex subsidiary
were served with a purported class action in the U.S. District Court,
Northern District of Alabama, seeking declaratory, injunctive relief
and other compensatory and punitive damages based upon alleged
unlawful employment practices of race discrimination and racial
harassment by the Company's managers, supervisors, and other
employees.  The complaint seeks damages in the amount of $75 million.
On July 27, 2000 the U.S. District Court, Northern District of
Alabama determined that the group would not be certified as a class.
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The Company has acted promptly with respect to any specific complaint
by any employee, and will continue to vigorously defend any
litigation resulting from this case.  The EEOC has filed a complaint
on its own behalf and is expected to be consolidated into the case.

Other

In addition to the above, the Company is involved in various legal
proceedings arising in the normal course of business.  Management
does not believe the ultimate outcome of all such litigation will
have a material adverse effect on the Company's consolidated
financial position or results of operations.

6.   INCOME TAXES

The Company establishes a valuation allowance for its deferred income
taxes unless realization is considered more likely than not.  As a
result of the Company's losses during 1997, the Company provided a
valuation allowance through its tax provision to fully reserve for
its deferred tax assets at December 31, 1997.  In 1998, 1999 and
during the first nine months of 2000, the Company returned to
profitability and generated taxable income for which net operating
loss carry-forwards were utilized.  During the second quarter of 2000
the Company decreased its valuation allowance through its tax
provision to restore approximately $2.1 million to deferred tax
assets. The net deferred tax assets at September 30, 2000 reflect
that portion of total deferred taxes which management considers will
more likely than not be realized through future taxable income.

7.   CLAIMS

The Company as a Government Contractor utilizes the U.S. Government's
Request For Equitable Adjustment (REA) process as provided by the
Federal Acquisition Regulation when it seeks to recover costs from
the Government due to Government caused delays, errors in
specifications and designs, contract terminations, change orders in
dispute or unapproved as to both scope and price, or other causes of
unanticipated additional costs. The Company recognizes revenue on
these claims if, (1) there is a legal basis for the claim, (2) the
additional costs are caused by circumstances that were unforeseen at
the contract date, (3) the costs associated with the claim are
identifiable or otherwise determinable in view of the work performed,
and, (4) the evidence supporting the claim is objective and
verifiable. The amount of revenue recognized is management's best
estimate of the amount it will be able to realize based upon the
claim. During the third quarter of 2000 the Company recognized $1.0
million of revenue associated with claims pertaining to one of its
contracts with the U.S. Government.

8.   SEGMENT AND RELATED INFORMATION
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The Company adopted SFAS No. 131, Disclosures about Segments of an
Enterprise and Related Information, at December 31, 1998 which
changed the way the Company reports information about its operating
segments.  The Company has provided this segment information for the
three months and nine months ended September 30, 2000 and September
30, 1999.

The Company has three reportable segments: Government Services Group,
Commercial Services Group, and Manufacturing and Overhaul Group.  The
Government Services Group, located primarily in Birmingham, Alabama,
provides aircraft maintenance and modification services for the
government and military customers.  The Commercial Services Group,
located in Dothan, Alabama, and Victorville, California provides
commercial aircraft maintenance and modification services on a
contract basis to the owners and operators of large commercial
aircraft. (During the third quarter of 2000 the Company made the
decision to close its Victorville, Ca. facility and concentrate its
commercial Maintenance Repair and Overhaul (MRO) operations in
Dothan, Al.) The Manufacturing and Overhaul Group, located in
California and Florida, designs and manufactures a wide array of
proprietary aerospace products including various space systems, such
as guidance control systems and launch vehicles; aircraft cargo-
handling systems; and precision parts and components for aircraft.

The accounting policies of the segments are the same as those
described in the summary of significant accounting policies in the
audited financial statements and notes thereto included in the
Company's 1999 Annual Report on Form 10-K. The Company evaluates
performance based on total (external and intersegment) revenues,
gross profits and operating income.  The Company accounts for
intersegment sales and transfers as if the sales or transfers were to
third parties, that is at current market prices. The Company does not
allocate income taxes, interest income and interest expense to
segments. The amount of intercompany profit is not material.

The Company's reportable segments are strategic business units that
offer different products and services.  They are managed separately
because each business requires different operating and marketing
strategies.  However, the Commercial and Manufacturing and Overhaul
segments may generate sales to Governmental entities and the
Government segment may generate sales to commercial entities.

During the quarter the Company restated $1.2 million of international
sales previously reported in the Commercial Services Group to the
Manufacturing and Overhaul Group. The restatement had no effect on
overall sales or earnings for the Company.
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The following table presents information about segment profit or loss for
the quarter ended September 30, 2000:

<TABLE>
<CAPTION>

(In $ Thousands)
Mfg. and    Consoli-

Government     Commercial    Overhaul     dated
----------     ----------    --------    -------

<S>                 <C>            <C>           <C>         <C>

Revenues from
external,
domestic
customers         $29,158         $7,908       $ 3,188    $ 40,254

Revenues from
external
foreign
customers               0        (1,196)         1,305         109

Intersegment
revenues              466              0             2         468

-------         ------        ------      ------
Total

Segment
Revenues          $29,624         $6,712       $ 4,495     $40,831

Elimination                                                    (468)
-------

Total Revenues                                               $40,363
=======

Gross Profit          7,636          (722)         1,033       7,947
Segment Operating

Income              5,115        (2,075)          (50)       2,990
Interest

Expense                                                        566
Other                                                          (127)
Income taxes                                                     952

Net                                                        $ 1,599
=======

Assets              $30,665        $12,691       $11,526    $ 54,882
Deprec/Amort            391            117           112         620
Cap. Additions        1,621            676           104       2,401

</TABLE>

The following table presents information about segment profit or loss for
the quarter ended September 30, 1999:

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


<TABLE>
<CAPTION>

(In $ Thousands)
Mfg. and    Consoli-

Government     Commercial    Overhaul     dated
----------     ----------    --------    -------

<S>                 <C>            <C>           <C>        <C>

Revenues from
external,
domestic
customers         $23,379        $12,566       $ 6,624    $ 42,569

Revenues from
external
foreign
customers               0          3,322             0       3,322

Intersegment
revenues               16              0           175         191

-------         ------        ------      ------
Total

Segment
Revenues          $23,395        $15,888       $ 6,799     $46,082

Elimination                                                    (191)
-------

Total Revenues                                               $45,891
=======

Gross Profit          5,287          2,331         1,329       8,947
Segment Operating

Income              2,771            447           245     $ 3,463
Interest

Expense                                                        825
Other                                                            801
Income taxes                                                      50

Net                                                        $ 1,787
=======

Assets              $27,964        $14,920       $14,874     $57,758
Deprec/Amort            161            331            95         587
Cap. Additions          781            109           153       1,043

</TABLE>

The following table presents information about segment profit or loss for
the nine months ended September 30, 2000:

<TABLE>
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<CAPTION>

(In $ Thousands)
Mfg. and    Consoli-

Government     Commercial    Overhaul     dated
----------     ----------    --------    -------

<S>                 <C>            <C>           <C>         <C>

Revenues from
external,
domestic
customers         $82,741        $30,417       $13,076    $126,234

Revenues from
external
foreign
customers               0              0         1,305       1,305

Intersegment
revenues              694              0            14         708

-------         ------        ------      ------
Total

Segment
Revenues          $83,435        $30,417       $14,395    $128,247
Elimination                                                  (708)

-------
Total Revenues                                              $127,539

=======

Gross Profit         20,699            432         3,195      24,326
Segment Operating

Income             13,429        (4,326)          (42)       9,061
Interest

Expense                                                      2,018
Other                                                             16
Benefit

for income
taxes                                                        (824)

Net Income                                                   $ 7,851
=======

Assets              $30,665        $12,691       $11,526    $ 54,882
Deprec/Amort          1,166            412           256       1,834
Cap. Additions        4,684          1,702           308       6,694

</TABLE>

The following table presents information about segment profit or loss for
the nine months ended September 30, 1999:
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<TABLE>
<CAPTION>

(In $ Thousands)
Mfg. and    Consoli-

Government     Commercial    Overhaul     dated
----------     ----------    --------    -------

<S>                 <C>            <C>           <C>        <C>

Revenues from
external,
domestic
customers         $64,662        $31,645       $19,882    $116,189

Revenues from
external
foreign
customers               0          9,305             0       9,305

Intersegment
revenues               51              0           299         350

-------         ------        ------      ------
Total

Segment
Revenues          $64,713        $40,950       $20,181    $125,844
Elimination                                                  (350)

-------
Total Revenues                                              $125,494

=======

Gross Profit         15,243          6,201         4,002      25,446
Segment Operating

Income              8,691          1,241           654      10,586
Interest

Expense                                                      2,447
Other                                                          1,343
Benefit

for income
taxes                                                          230

Net Income                                                   $ 6,566
=======

Assets              $27,964        $14,920       $14,874    $ 57,758
Deprec/Amort            517            542           277       1,336
Cap. Additions        1,259            369           595       2,223

</TABLE>

ITEM 2.

MANAGEMENT'S DISCUSSION AND ANALYSIS
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OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

INTRODUCTION

The following discussion should be read in conjunction with the Company's
consolidated financial statements and notes thereto included herein.

In the third quarter of 2000, the Company completed a new five-year
contract with the International Association of Machinists and Aerospace
Workers (IAM). The new contract represents an increase in term over the
previous three-year contract. The new agreement calls for wage increases
over the life of the contract and increases in pension benefits.

During the third quarter of 2000, the Company reported operating income of
approximately $3.0 million, a decrease of $0.5 million over the same
period of 1999.  Total income before taxes for the third quarter of 2000
was approximately $2.6 million vs. $1.8 million for the same period in
1999. During the first nine months of 2000, the Company reported operating
income of approximately $9.1 million, a decrease of $1.5 million over the
same period of 1999.  Total income before taxes for the first nine months
of 2000 was approximately $7.0 million vs. $6.8 million for the same
period in 1999.

RESULTS OF OPERATIONS

Three months ended September 30, 2000
versus three months ended September 30, 1999

Revenues from operations for the third quarter of 2000 were lower than the
third quarter of 1999, decreasing 12.0% from $45.9 million in 1999 to
$40.4 million in 2000.  Government segment sales increased approximately
26.5% from $23.4 million in 1999 to $29.6 million in 2000.  Commercial
segment sales decreased 57.9% from $15.9 million in 1999 to $6.7 million
in 2000.  Sales in the Manufacturing and Overhaul segment decreased 33.8%
from $6.8 million in 1999 to $4.5 million in 2000.  The Company's overall
mix of business between government and commercial customers moved from
49.2% commercial and 50.8% government in 1999 to 27.4% commercial and
72.6% government in 2000.

Government segment sales in the third quarter of 2000 increased
approximately $6.2 million. $5.2 million of this amount was due primarily
to increases in deliveries and sales under the Birmingham facility's KC-
135 and C-130 contracts. $1.0 million was due to a Request for Equitable
Adjustment (REA) pertaining to an element of the KC-135 contract.

Commercial segment sales decreased $9.2 million under commercial aircraft
maintenance/modification contracts at the Dothan and Victorville
facilities. During the third quarter of 2000 the Company made the decision
to close its Victorville, Ca. facility and concentrate its commercial
Maintenance Repair and Overhaul (MRO) operations in Dothan, Al.
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Sales of the Manufacturing and Overhaul segment decreased $2.3 million
principally due to lower sales in both the Space Vector operating unit and
at Pemco Nacelle (whose operations were curtailed at the end of the first
quarter of 2000).

Cost of sales decreased during the third quarter from $36.9 million in
1999 to $32.4 million in 2000.  The ratio of cost of sales to net sales
decreased, slightly, from 80.5% in the third quarter of 1999 to 80.3% in
2000.

Selling, general and administrative (SG&A) expenses decreased from $5.5
million in the third quarter of 1999 to $5.0 million in 2000.  Selling,
general and administrative expenses increased, slightly, as a percentage
of revenue from 12.0% in the third quarter of 1999 to 12.3% during the
same period of 2000. During the third quarter of 2000 the Company
continued its overall corporate restructuring focusing in particular on
developing an improved corporate legal structure, pursuing a new and
increased credit facility, and implementing new compensation packages for
the Company.

Interest expense was $0.8 million in third quarter of 1999 versus $0.6
million in 2000.  The average interest rate in the third quarter of 2000
on the revolving credit facility was 13.0% as compared to 11.6% during the
third quarter of 1999. The lower interest charge in the third quarter of
2000 is a result of the Company borrowing less money against its revolving
credit facility and making the first payment, of a total of five, on its
Senior Subordinated Debt.

Nine months ended September 30, 2000
versus nine months ended September 30,1999

Revenues from operations for the first nine months of 2000 grew slightly
over the first nine months of 1999, increasing 1.6% from $125.5 million in
1999 to $127.5 million in 2000.  Government segment sales increased
approximately 28.9% from $64.7 million in 1999 to $83.4 million in 2000.
Commercial segment sales decreased 25.7% from $41.0 million in 1999 to
$30.4 million in 2000.  Sales in the Manufacturing and Overhaul segment
decreased 28.7 % from $20.2 million in 1999 to $14.4 million in 2000.  The
Company's overall mix of business between government and commercial
customers moved from 48.6% commercial and 51.4% government in 1999 to
34.9% commercial and 65.1% government in 2000.

Government segment sales in the first nine months of 2000 increased
approximately $18.7 million.  Of this amount $17.7 was due primarily to
increases in deliveries and sales under the Birmingham facility's KC-135
and C-130 contracts. $1.0 million was due to a Request for Equitable
Adjustment (REA) pertaining to an element of the KC 135 contract.

Commercial segment sales decreased $10.5 million under commercial aircraft
maintenance/modification contracts at the Dothan and Victorville
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facilities. During the third quarter of 2000 the Company made the decision
to close its Victorville, Ca. facility and concentrate its commercial
Maintenance Repair and Overhaul (MRO) operations in Dothan, Al.

Sales of the Manufacturing and Overhaul segment decreased $5.8 million
principally due to lower sales in both the Space Vector operating unit and
at Pemco Nacelle (whose operations were curtailed at the end of the first
quarter of 2000), partially offset by slightly higher sales at Pemco
Engineers.

Cost of sales increased during the first nine months of the year growing
from $100.0 million in 1999 to $103.2 million in 2000. The ratio of cost
of sales to net sales increased from 79.7% in the first nine months of
1999 to 80.9% in 2000. Most of this increase is attributable to the
Commercial segment which experienced losses on several aircraft delivered
during the second quarter, a slow down of work during the second and third
quarters, and minimal margins on its final deliveries of H-3 helicopters
during the year.

Selling, general and administrative expenses increased from $14.9 million
in the first nine months of 1999 to $15.3 million in 2000. Selling,
general and administrative expenses as a percentage of revenue increased
from 11.8% for the first nine months of 1999 to 12.0% during the same
period of 2000.

Interest expense was $2.4 million in the nine months ending September 30 of
1999 versus $2.0 million for the same period in 2000. The average interest
rate in the first nine months of 2000 on the revolving credit facility was
12.6% as compared to 11.4% during the first nine months of 1999. The lower
interest charge during 2000 is a result of the Company borrowing less
money against its revolving credit facility and making the first payment,
of a total of five, on its Senior Subordinated Debt.

LIQUIDITY AND CAPITAL RESOURCES

The Company's cash resources showed significant improvement over the nine
months ended September 30, 1999.  In the first nine months of 2000 the
Company generated cash from operating activities of $13.2 million vs.$6.6
million during the same period of 1999.

The following is a discussion of the significant items in the Company's
Consolidated Statement of Cash Flows for the nine months ended September
30, 1999 and 2000.

The Company's pension expense as determined by its actuary is $1.1 million
for 1999 and 2000.  In the first nine months of 1999 and 2000, the Company
made no contributions to the pension plan and expensed approximately $0.9
million.

Accounts payable and accrued expenses decreased by $3.3 million from $35.0
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million at December 31, 1999 to $31.6 million at the end of the first nine
months of 2000.  During the same period of 1999 accounts payable and
accrued expenses increased $4.5 million.  There was no accrued interest
payment at September 30, 2000 a decrease of $0.2 million over the amount
due at September 30, 1999.

Accounts receivable decreased $5.0 million in the nine months ended
September 30, 2000, dropping from $21.1 million at December 31, 1999 to
$16.1 million at September 30, 2000. During the same period of 1999
accounts receivable increased $2.1 million. Net inventories decreased $1.1
million during the first nine months of 2000. In 1999 net inventories grew
by $4.9 million during the same period.

During the first three quarters of 2000, the Company significantly
increased the cash used in investing activities, spending approximately
$6.7 million, primarily on leasehold improvements and capital assets whose
acquisition had been deferred during prior years. In 1999 the Company
invested $2.2 million in the same period.

At September 30, 2000, the Company had open borrowing capacity under its
lines of credit of $6.5 million versus $4.5 million at September 30, 1999.
On November 2, 2000 the Company entered into new credit facilities which
will be used to pay off and terminate the existing facility as described
in Note 4 to the Consolidated Financial Statements included herein.

During 1999 and 2000, inflation and changing prices have had no
significant impact on the Company's net sales or revenues or on income
from continuing operations.

BACKLOG

The following table presents the Company's backlog (in thousands of
dollars) at September 30, 2000 and 1999:

<TABLE>
<CAPTION>

2000           1999
-------        -------

<S>                               <C>            <C>

U.S. Government                   $120,211       $168,604
Commercial                          14,294         17,668

--------        -------
$134,505       $186,272
========        =======

</TABLE>

As of September 30, 2000, 89.4% of the Company's backlog related to work
for the U.S. Government versus 90.5% for the period ended September 30,
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1999.  The Company's Government backlog decreased $48.4 million as
compared to the first nine months of 1999.  Of this amount $30.0 million
represents the Company ceasing to include its estimated share of the Space
Vector operating unit, of the Manufacturing & Overhaul Group, - CTTS
Program in its reported backlog.  The Government Services Group's backlog
is lower by $5.2 million primarily related to increased deliveries of
aircraft under the KC-135 contract offset partially by increased backlog
for the C-130 paint program. The completion of the AIT II contract at the
Company's Space Vector operating unit accounts for $5.8 million of the
year to year reduction and the remaining $7.4 million is due to the
winding down of the Commercial Services Group's H-3 Helicopter program.
Overall Commercial backlog decreased $3.4 million. Most of this reduction
is in the Commercial Services Group and represents weaker than anticipated
orders during the first nine months of 2000.  This decrease in the
Commercial Services Group was offset, partially, by an increase in backlog
of $1.9 million at the Pemco Engineers operating unit of the Manufacturing
and Overhaul Group. Based upon recent business development activities, it
is management's opinion that both Government and Commercial backlog will
increase in the coming months, although there can be no assurance as to
the magnitude of any such increase, or that such increase will occur at
all.

CONTINGENCIES

See Note 5 to the Consolidated Financial Statements included herein.

FORWARD LOOKING STATEMENTS

Some of the information under the caption "Management's Discussion and
Analysis of Financial Condition and Results of Operations" and elsewhere
in this Quarterly Report are forward-looking statements.  These
forward-looking statements include, but are not limited to, statements
about the Company's plans, objectives, expectations and intentions, award
of contracts, the outcome of pending or future litigation, estimates of
backlog and other statements contained in this Quarterly Report that are
not historical facts.  When used in this Quarterly Report, the words
"expects," "anticipates," "intends," "plans," "believes," "seeks,"
"estimates" and similar expressions are generally intended to identify
forward-looking statements.  Such forward-looking statements are
necessarily estimates reflecting the Company's best judgment based on
current information.  Because these forward-looking statements involve
risks and uncertainties, there are important factors that could cause
actual results to differ materially from those expressed or implied by
these forward-looking statements.  Such factors include those identified
from time to time in the Company's Securities and Exchange Commission
filings and other public announcements.

ITEM 3.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
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The Company is exposed to market risk from changes in interest rates as
part of its normal operations.  The Company maintains various debt
instruments to finance its business operations.  The debt consists of
fixed and variable rate debt.  The variable rate debt is related to the
Company's revolving line of credit as described in Note 4 to the
Consolidated Financial Statements herein and bears interest at prime plus
3.5% with provisions for both reductions in the interest rate based on
specific operating performance targets and increases related to certain
events of default (13.0% at September 30, 2000).  If the prime rate
increased 100 basis points, the effect on net income would approximate a
$76,000 reduction in net income on an annual basis, $19,000 for the third
quarter of 2000.

PEMCO AVIATION GROUP, INC.
OTHER INFORMATION

PART II.

Item 1    Legal Proceedings

See Note 5 to Part I, Financial Statements

Item 2    Changes in Securities

None

Item 3    Defaults Upon Senior Securities

None

Item 4    Submission of Matters to a Vote of Security Holders

None

Item 5    Other Information

None

Item 6    Exhibits and Reports on Form 8-K

(a)  Exhibits
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10.1 Credit and Security Agreement dated November 2, 2000
between Pemco Aviation Group, Inc. and Wells Fargo Business
Credit, Inc.

10.2 Subordination Agreement dated November 1, 2000 by and
among WELLS FARGO BUSINESS CREDIT, INC., BANK OF NEW YORK,
as Securities Agent, SPECIAL VALUE BOND FUND, LLC, and
PEMCO AVIATION GROUP, INC.

27.1 Financial Data Schedule

(b)  Reports on Form 8-K

None

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.

PEMCO AVIATION GROUP, INC.

Date:     11/14/00  By:   /s/ Ronald A. Aramini
---------------------------
Ronald A. Aramini, Chief
Executive Officer
(Principal Executive Officer)

Date:     11/14/00  By:  /s/ John R. Lee
----------------------------
John R. Lee
Sr. Vice President, Chief Financial
Officer (Principal Finance & Accounting
Officer)

EXHIBIT INDEX

Exhibit No.    Description
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-----------    -----------

10.1           Credit and Security Agreement dated November 2, 2000
between Pemco Aviation Group, Inc. and Wells Fargo Business
Credit, Inc.

10.2           Subordination Agreement dated November 1, 2000 by and among
WELLS FARGO BUSINESS CREDIT, INC., BANK OF NEW YORK, as
Securities Agent, SPECIAL VALUE BOND FUND, LLC, and PEMCO
AVIATION GROUP, INC.

27.1           Financial Data Schedule

All of the foregoing exhibits are filed electronically herewith.
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<TABLE> <S> <C>

<ARTICLE> 5
<MULTIPLIER> 1,000

<S>                             <C>
<PERIOD-TYPE>                   3-MOS
<FISCAL-YEAR-END>                          DEC-31-2000
<PERIOD-END>                               SEP-30-2000
<CASH>                                               0
<SECURITIES>                                         0
<RECEIVABLES>                                   17,002
<ALLOWANCES>                                     (868)
<INVENTORY>                                     15,723
<CURRENT-ASSETS>                                36,872
<PP&E>                                          39,108
<DEPRECIATION>                                (23,236)
<TOTAL-ASSETS>                                  54,822
<CURRENT-LIABILITIES>                           39,073
<BONDS>                                              0
<PREFERRED-MANDATORY>                                0
<PREFERRED>                                          0
<COMMON>                                         5,055
<OTHER-SE>                                       3,219
<TOTAL-LIABILITY-AND-EQUITY>                    54,827
<SALES>                                         40,363
<TOTAL-REVENUES>                                40,363
<CGS>                                           32,416
<TOTAL-COSTS>                                   37,373
<OTHER-EXPENSES>                                 (127)
<LOSS-PROVISION>                                     0
<INTEREST-EXPENSE>                                 566
<INCOME-PRETAX>                                  2,551
<INCOME-TAX>                                       952
<INCOME-CONTINUING>                              1,599
<DISCONTINUED>                                       0
<EXTRAORDINARY>                                      0
<CHANGES>                                            0
<NET-INCOME>                                     1,599
<EPS-BASIC>                                       0.40
<EPS-DILUTED>                                     0.37

</TABLE>
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CREDIT AND SECURITY AGREEMENT

Dated as of November 2, 2000

PEMCO AVIATION GROUP, INC., a Delaware corporation doing business as Pemco
Engineers, Inc., both for itself and as Agent for the other Borrowers;
PEMCO AEROPLEX, INC., an Alabama corporation doing business as Pemco World
Air Services; SPACE VECTOR CORPORATION, a Delaware corporation; and PEMCO
AIR SERVICES SYSTEM, INC., a Colorado corporation doing business as Pemco
Air Support Services, Inc. (as more particularly defined below, each, a
"Borrower" and collectively, the "Borrowers"), and WELLS FARGO BUSINESS
CREDIT, INC., a Minnesota corporation (the "Lender"), hereby agree as
follows:

ARTICLE I
Definitions

Section 1.1    DEFINITIONS.  For all purposes of this Agreement, except as
otherwise expressly provided or unless the context otherwise requires:

(1)  the terms defined in this Article have the meanings assigned to them
in this Article, and include the plural as well as the singular;

(2)  all accounting terms not otherwise defined herein have the meanings
assigned to them in accordance with GAAP; and

(3)  the word "consolidated" with reference to financial data shall mean
the combined financial data of all entities for which such financial data
would be consolidated in accordance with GAAP, whether or not such
entities are Borrowers under this Agreement.

"Accounts" for a Borrower means all of such Borrower's accounts, as such
term is defined in the UCC, including without limitation the aggregate
unpaid obligations of customers and other account debtors to such Borrower
arising out of the sale or lease of goods or rendition of services by such
Borrower on an open account or deferred payment basis. In addition to the
foregoing, the following shall be considered "Accounts" for purposes of
this Agreement: (a) all unbilled amounts that are fully earned by a
Borrower for the sale of goods or rendition of services to any unit of the
United States government and are immediately billable by such Borrower
(but for the fact that such Borrower has not yet received a Form 30 or a
Form DD-250 from such governmental unit), net of any credits, and (b) all
unbilled amounts that are fully earned by a Borrower for the sale of goods
or rendition of services under any commercial contract and are immediately
billable by such Borrower, net of any credits, provided that such amounts
are secured by a perfected possessory mechanics lien in the aircraft,
equipment, or parts for which such goods or services are being provided in
an amount equal to the amount immediately billable, net of any credits.
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"Advance" means a Revolving Advance, a Term A Advance, a CapEx Advance, a
Term B Advance, or a Discretionary Advance.

"Affiliate" or "Affiliates" for any Borrower means any Person controlled
by, controlling or under common control with such Borrower, including
(without limitation) any Subsidiary of such Borrower. For purposes of this
definition, "control," when used with respect to any specified Person,
means the power to direct the management and policies of such Person,
directly or indirectly, whether through the ownership of voting
securities, by contract or otherwise.

"After-Tax Net Income" for a Borrower means such Borrower's after-tax net
income less extraordinary gains, as determined in accordance with GAAP.

"Aggregate Availability" means the difference of (i) the Aggregate
Borrowing Base and (ii) the sum of (A) the outstanding principal balance
of the Revolving Note and (B) the Aggregate L/C Amount.

"Aggregate Borrowing Base" means the lesser of (a) the Maximum Line or (b)
the sum of the Borrowing Bases of each Borrower.

"Aggregate L/C Amount" means the sum of the L/C Amounts of each Borrower.

"Agreement" means this Credit and Security Agreement, as amended,
supplemented or restated from time to time.

"Availability" for a Borrower means the difference of (i) such Borrower's
Borrowing Base and (ii) the sum of (A) the outstanding and unpaid
Revolving Advances made to such Borrower and (B) such Borrower's L/C
Amount.

"Banking Day" means a day other than a Saturday, Sunday or other day on
which banks are generally not open for business in Minneapolis, Minnesota
and Denver, Colorado.

"Book Net Worth" for a Borrower means the aggregate of the common and
preferred stockholders' equity in such Borrower, determined in accordance
with GAAP.

"Borrowing Agent" means Pemco Aviation Group, Inc., a Delaware
corporation.

"Borrowers" means each of Pemco Aviation Group, Inc., a Delaware
corporation; Pemco Aeroplex, Inc., an Alabama corporation; Space Vector
Corporation, a Delaware corporation; and Pemco Air Services System, Inc.,
a Colorado corporation; provided, however, that for all purposes under
this Agreement other than the representations and warranties of Sections
5.1, 5.2, 5.3, 5.4, 5.6, 5.8, 5.9, 5.10, 5.14, 5.16, 5.17, and 6.8, the
Dothan and Birmingham divisions of Pemco Aeroplex, Inc. shall be treated
as separate Borrowers.
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"Borrowing Base" for a Borrower means, at any time the lesser of:

(1)  the Maximum Line; or

(2)  subject to change from time to time in the Lender's sole discretion,
the sum of:

(1) 85% of such Borrower's Eligible Accounts other than Reduced Rate
Unbilled Accounts, plus

(2) 50% of such Borrower's Eligible Accounts consisting of Reduced
Rate Unbilled Accounts, plus

(3) 50% of such Borrower's Eligible Inventory.

"CapEx Advance" has the meaning given in Section 2.6(b).

"CapEx Maximum Line" initially means $3,100,000, which amount may be
increased or decreased in accordance with Section 2.19, in which event it
means the amount to which said amount is changed.

"CapEx Note" means the promissory note of the Borrowers, payable to the
order of the Lender in substantially the form of Exhibit C hereto, and any
note or notes issued in substitution therefor, as the same may hereafter
be amended, supplemented or restated from time to time.

"CapEx Note Consolidation Date" means the earliest to occur of the
following: (a) the first date on which the outstanding principal balance
of the CapEx Note is equal to the CapEx Maximum Line, or (b) October 31,
2001.

"Capital" means Book Net Worth plus Subordinated Debt.

"Capital Expenditures" for any Borrower for a period means any expenditure
of money by such Borrower for the lease, purchase or other acquisition of
any capital asset, whether payable currently or in the future, to the
extent such expenditure is required by GAAP to be capitalized on such
Borrower's balance sheet.

"Change in Control" shall mean (a) any Person or "group" (within the
meaning of Section 13(d)(3) or Section 14(d)(2) of the Securities Exchange
Act of 1934, as amended), other than Existing Investors, shall at any time
have acquired direct or indirect beneficial ownership of 50% or more of
the outstanding Voting Stock of Parent; (b) occupation of a majority of
the seats (other than vacant seats) on the board of directors of Parent by
Persons who were neither (i) nominated by the current board of directors
of Parent nor (ii) appointed by directors so nominated; (c) a merger or
consolidation involving Parent; or (d) Parent shall cease to own, directly
or indirectly, 100% of the outstanding capital stock of any Borrower,
except as a result of a transaction permitted under Section 7.6 or 7.7.
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For purposes of this definition, "Voting Stock" shall mean, with respect
to any Person, shares of capital stock of any class or kind of that Person
ordinarily (without regard to the occurrence of any contingency) having
the power to vote for the election of directors (or Persons performing
similar functions) of that Person.

"Change of Ownership" shall mean (a) any Person or "group" (within the
meaning of Section 13(d)(3) or Section 14(d)(2) of the Securities Exchange
Act of 1934, as amended), other than Existing Investors, shall at any time
have acquired direct or indirect beneficial ownership of 50% or more of
the outstanding common stock of Parent on a fully-diluted basis.

"Collateral" for a Borrower means all of such Borrower's Equipment,
General Intangibles, Inventory, Receivables, Investment Property, all sums
on deposit in any Collateral Account, and any items in any Lockbox;
together with (i) all substitutions and replacements for and products of
any of the foregoing; (ii) proceeds of any and all of the foregoing; (iii)
in the case of all tangible goods, all accessions; (iv) all accessories,
attachments, parts, equipment and repairs now or hereafter attached or
affixed to or used in connection with any tangible goods; (v) all
warehouse receipts, bills of lading and other documents of title now or
hereafter covering such goods; and (vi) all sums on deposit in the Special
Account.

"Collateral Account" for any Borrower means the Lender Account, as such
term is defined in such Borrower's Lockbox Agreement.

"Commitment" means the Lender's commitment to make Advances and to cause
the Issuer to issue Letters of Credit to or for the Borrowers' account
pursuant to Article II.

"Credit Facility" means the credit facility being made available to the
Borrowers by the Lender pursuant to Article II.

"Current Maturities of Long Term Debt" for a Borrower for a given period
means the amount of such Borrower's long-term debt and capitalized leases
which became due during the such period.

"Data License" means a license agreement between any Borrower and an
aircraft manufacturer or other Person whereby such manufacturer or Person
licenses the use of data and technical specifications to such Borrower.

"Debt" of any Person means all items of indebtedness or liability which in
accordance with GAAP would be included in determining total liabilities as
shown on the liabilities side of a balance sheet of that Person as at the
date as of which Debt is to be determined. For purposes of determining a
Person's aggregate Debt at any time, "Debt" shall also include the
aggregate payments required to be made by such Person at any time under
any lease that is considered a capitalized lease under GAAP.

"Debt Service Coverage Ratio" for a Borrower means the ratio of (i) the
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sum of such Borrower's (A) Funds from Operations and (B) Interest Expense
minus (C) Unfinanced Capital Expenditures to (ii) the sum of such
Borrower's (A) Current Maturities of Long Term Debt and (B) Interest
Expense.

"Default" means an event that, with giving of notice or passage of time or
both, would constitute an Event of Default.

"Default Period" means any period of time beginning on the first day of
any month during which an Event of Default has occurred and ending on the
date the Lender notifies the Borrowers in writing that such Event of
Default has been cured or waived.

"Default Rate" means, with respect to any Advances, an annual rate equal
to two percent (2%) over the rate otherwise applicable to such Advances,
which rate shall change when and as the otherwise-applicable rate changes.

"Discretionary Advance" has the meaning given in Section 2.6(d).

"Discretionary Advance Limit" means $1,900,000.

"Discretionary Advance Note" means the promissory note of the Borrowers,
payable to the order of the Lender in substantially the form of Exhibit E
hereto, and any note or notes issued in substitution therefor, as the same
may hereafter be amended, supplemented or restated from time to time.

"Discretionary Advance Period" means the period beginning on the later of
(a) April 30, 2001 or (b) the date that all of the Subordinated Debt owed
by the Borrower to Special Value Bond Fund is paid in full; and ending on
the Termination Date.

"Discretionary Reduction" means any of the following that is unilaterally
adopted by the Lender through the exercise of its sole discretion at any
time except during a Default Period: (A) a reduction (in accordance with
subsection (b) of the definition of Borrowing Base) in any advance rate
under any Borrower's Borrowing Base; (B) a disqualification (in accordance
with subsection (xiii) of the definition of Eligible Accounts) of any
Account that would otherwise have been an Eligible Account; or (C)
disqualification (in accordance with subsection (ix) of the definition of
Eligible Inventory) of any Inventory that would otherwise have been
Eligible Inventory. Notwithstanding the foregoing, neither of the
following shall be considered a Discretionary Reduction: (1) a reduction
in any advance rate solely with respect to a New Borrower which reduction
is enacted by written notice to the Borrowers within six months of the
Permitted Acquisition that resulted in the creation of such New Borrower,
or (2) any disqualification of Accounts or Inventory of any New Borrower
in accordance with categories established by the Lender by written notice
to the Borrowers within six months of the Permitted Acquisition that
resulted in the creation of such New Borrower.

"Discretionary Reduction Date" means any date on which the Aggregate
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Borrowing Base is at least $2,000,000 less than it would have been had no
Discretionary Reductions been adopted.

"ERISA" means the Employee Retirement Income Security Act of 1974, as
amended.

"Eligible Accounts" for a Borrower means all unpaid Accounts of such
Borrower, net of any credits, except the following shall not in any event
be deemed Eligible Accounts:

(1)  That portion of billed Accounts unpaid more than 90 days after the
invoice date, and that portion of unbilled Accounts that remains unbilled
for 60 days or longer;

(2)  That portion of Accounts that is disputed or subject to a claim of
offset or a contra account;

(3)  That portion of Accounts not yet earned by the delivery of goods or
rendition of services, as applicable, by such Borrower to the customer;

(4)  Accounts owed by any unit of government, whether foreign or domestic
(provided, however, that there shall be included in Eligible Accounts that
portion of Accounts owed by such units of government for which such
Borrower has provided evidence satisfactory to the Lender that (A) the
Lender has a first priority perfected security interest and (B) such
Accounts may be enforced by the Lender directly against such unit of
government under all applicable laws);

(5)  Accounts owed by an account debtor located outside the United States
which are not (A) backed by a bank letter of credit naming the Lender as
beneficiary or assigned to the Lender, in the Lender's possession and
acceptable to the Lender in all respects, in its sole discretion, (B)
covered by a foreign receivables insurance policy acceptable to the Lender
in its sole discretion, or (C) secured by a perfected possessory mechanics
lien in the aircraft, equipment, or parts for which the goods or services
on which such Account is based are being provided by a Borrower;

(6)  Accounts owed by an account debtor that is insolvent, the subject of
bankruptcy proceedings or has gone out of business;

(7)  Accounts owed by a shareholder, Subsidiary, Affiliate, officer or
employee of such Borrower;

(8)  Accounts not subject to a duly perfected security interest in the
Lender's favor or which are subject to any lien, security interest or
claim in favor of any Person other than the Lender including without
limitation any payment or performance bond, except for any security
interest or lien that is expressly subordinated to the Security Interest
by means of a Subordination Agreement;

(9)  That portion of Accounts that has been restructured, extended,
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amended or modified;

(10) That portion of Accounts that constitutes advertising, finance
charges, service charges or sales or excise taxes;

(11) Accounts owed by an account debtor, regardless of whether otherwise
eligible, if 50% or more of the total amount due under Accounts from such
debtor is ineligible under clauses (i), (ii) or (ix) above;

(12) That portion of the aggregate Accounts of a single customer that
exceeds 15% of all Accounts of such Borrower; provided, however, that such
limitation (a) shall not apply to any customer that is a unit of the
United States government and (b) shall, for each of the customers listed
in the table below, mean the amount listed opposite such customer; and

<TABLE>
<CAPTION>

CUSTOMER                                          CONCENTRATION LIMIT

<S>                                                       <C>
Southwest Airlines, Inc.                                  20%

United Air Lines, Inc.                                    20%

American Airlines, Inc.                                   20%

Continental Airlines, Inc.                                20%

Northwest Airlines, Inc.                                  20%

America West Airlines, Inc.                               20%

TWA-Trans World Airlines, Inc.                            20%

Delta Air Lines, Inc.                                     20%

U S Airways, Inc.                                         20%

United Parcel Service of America, Inc.                    20%

DHL International Inc.                                    20%

Emery Worldwide, a subsidiary of CNF, Inc.                20%

Federal Express Corporation                               20%
</TABLE>

(13) Accounts, or portions thereof, otherwise deemed ineligible by the
Lender in its sole discretion.
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"Eligible Inventory" for a Borrower means all Inventory of such Borrower,
at the lower of cost or market value as determined in accordance with
GAAP; provided, however, that the following shall not in any event be
deemed Eligible Inventory:

(1)  Inventory that is:  in-transit; located at any warehouse, job site or
other premises not approved by the Lender in writing; located outside of
the states, or localities, as applicable, in which the Lender has filed
financing statements to perfect a first priority security interest in such
Inventory; covered by any negotiable or non-negotiable warehouse receipt,
bill of lading or other document of title; on consignment from any Person;
on consignment to any Person or subject to any bailment unless such
consignee or bailee has executed an agreement with the Lender;

(2)  Supplies, packaging, maintenance parts or sample Inventory;

(3)  That portion of work-in-process Inventory that is subject to offset
by progress payments or commercial deposits;

(4)  Inventory that is damaged, obsolete, slow moving or not currently
saleable in the normal course of such Borrower's operations;

(5)  Inventory that such Borrower has returned, has attempted to return,
is in the process of returning or  intends to return to the vendor
thereof;

(6)  Inventory that is perishable or live

(7)  Inventory manufactured by such Borrower pursuant to a license (other
than a Data License) unless the applicable licensor has agreed in writing
to permit the Lender to exercise its rights and remedies against such
Inventory;

(8)  Inventory that is subject to a security interest in favor of any
Person other than the Lender, except for any security interest or lien
that is expressly subordinated to the Security Interest by means of a
Subordination Agreement; and

(9)  Inventory otherwise deemed ineligible by the Lender in its sole
discretion.

"Environmental Laws" has the meaning specified in Section 5.12.

"Equipment" of a Borrower means all of such Borrower's equipment, as such
term is defined in the UCC, whether now owned or hereafter acquired,
including but not limited to all present and future machinery, vehicles,
furniture, fixtures, manufacturing equipment, shop equipment, office and
recordkeeping equipment, parts, tools, supplies, and including
specifically (without limitation) the goods described in any equipment
schedule or list herewith or hereafter furnished to the Lender by such
Borrower.
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"Event of Default" has the meaning specified in Section 8.1.

"Existing Investors" means (a) Michael E. Tennenbaum; (b) Matthew L. Gold;
(c) the parents, siblings and direct or indirect lineal descendants
(natural or adopted) of the Persons named in clauses (a) and (b) and the
spouses of such Persons; (d) the estates or legal representatives of the
Persons named in clauses (a) and (b); (e) trusts, partnerships, and
limited liability companies, in each case for the benefit of any of the
Persons named or described in clauses (a), (b), and (c); (f) Bank of
America, N.A.; (g) TMCT Ventures, L.P.; (h) MassMutual Life Insurance
Company; (i) MassMutual High Yield Partners II, LLC; (j) Ronald A.
Aramini; (k) John R. Lee; (l) Armando Sassoli; (m) Doris K. Sewell; and
(n) any Affiliate of any of the foregoing (including without limitation,
TCO/PSI, LLC, Tennenbaum & Co., LLC, and Special Value Bond Fund).

"Funding Date" has the meaning given in Section 2.1.

"Funds From Operations" for a Borrower for a given period means the sum of
such Borrower's (i) After-Tax Net Income, (ii) depreciation and
amortization, (iii) deferred income taxes, and (iv) other non-cash items,
each as determined for such period in accordance with GAAP.

"GAAP" means generally accepted accounting principles, applied on a basis
consistent with the accounting practices applied in the financial
statements described in Section 5.5. "General Intangibles" of a Borrower
means all of such Borrower's general intangibles, as such term is defined
in the UCC, whether now owned or hereafter acquired, including (without
limitation) all present and future patents, patent applications,
copyrights, trademarks, trade names, trade secrets, customer or supplier
lists and contracts, manuals, operating instructions, permits, franchises,
the right to use such Borrower's name, and the goodwill of such Borrower's
business.

"Guarantors" means Pemco Nacelle Services, Inc., a Colorado corporation;
Pemco World Air Services, Inc., a Colorado corporation; Pemco Capital
Corporation, a Colorado corporation; Precision Standard Corp., a Delaware
corporation; Hayes Holdings I Inc., a Delaware corporation; Hayes Holdings
II Inc., a Delaware corporation; and Air International Incorporated, a
Delaware corporation.

"Hazardous Substance" has the meaning given in Section 5.12.

"Interest Expense" for a Borrower means, for a given period, such
Borrower's total gross interest expense during such period (excluding
interest income), and shall in any event include, without limitation, (i)
interest expensed (whether or not paid) on all Debt, and (ii) the portion
of any capitalized lease obligation allocable to interest expense.

"Inventory" of a Borrower means all of such Borrower's inventory, as such
term is defined in the UCC, whether now owned or hereafter acquired,
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whether consisting of whole goods, spare parts or components, raw
materials, work in process, supplies or materials, whether acquired, held
or furnished for sale, for lease or under service contracts or for
manufacture or processing, and wherever located.

"Inventory Component Advances" means the difference between (a) the
Aggregate Borrowing Base and (b) all outstanding and unpaid Revolving
Advances existing in reliance on any Borrower's Eligible Accounts.

"Inventory Sublimit" means $12,000,000.
"Investment Property" of a Borrower means all of such Borrower's
investment property, as such term is defined in the UCC, whether now owned
or hereafter acquired, including but not limited to all securities,
security entitlements, securities accounts, commodity contracts, commodity
accounts, stocks, bonds, mutual fund shares, money market shares and U.S.
Government securities.

"Issuer" means the issuer of any Letter of Credit.

"L/C Amount" for a Borrower means the sum of (i) the aggregate face amount
of any issued and outstanding Letters of Credit issued to such Borrower
and (ii) the unpaid amount of the Obligation of Reimbursement of such
Borrower.

"L/C Application" for a Borrower means an application and agreement for
letters of credit in a form acceptable to the Issuer and the Lender.

"Letter of Credit" has the meaning specified in Section 2.2.

"Loan Documents" means this Agreement, the Notes and the Security
Documents.

"Lockbox" for a Borrower has the meaning given in such Borrower's Lockbox
Agreement.

"Lockbox Agreement" for a Borrower means the Lockbox and Collection
Agreement by and among such Borrower; Wells Fargo Bank; Regulus West, LLC;
and the Lender, of even date herewith.

"Loss Covenant Month" shall mean January, February, April, May, July,
August, October, and November of each year.

"Maturity Date" means October 31, 2003; provided, however, that such date
may be extended by up to two additional one-year periods by mutual written
agreement of the Lender and the Borrowers.

"Maximum Line" means $20,000,000, unless said amount is reduced pursuant
to Section 2.12 or changed pursuant to Section 2.19, in which event it
means the amount to which said amount is reduced or changed.

"Minimum Interest Charge" has the meaning given in Section 2.8.
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"New Borrower" means (a) a Borrower the equity interest of which was
acquired in a Permitted Acquisition and (b) an existing Borrower that
purchases assets in a Permitted Acquisition (but such a Borrower shall be
considered a New Borrower only with respect to such newly acquired
assets).

"New Unencumbered Equipment" of a Borrower means all Equipment of such
Borrower that (a) was purchased after January 1, 2000, (b) was not
included on the appraisal prepared by AccuVal Associates Incorporated of
Mequon, Wisconsin, which appraisal was transmitted to GMAC Commercial
Credit, LLC under cover of a letter dated April 24, 2000, and (c) is not
subject to any lien other than (i) the Security Interest and (ii) any
other security interest that is expressly subordinated to the Security
Interest by means of a Subordination Agreement.

"Note" means the Revolving Note, the Term A Note, the CapEx Note, the Term
B Note, and the Discretionary Advance Note, and "Notes" means all such
notes collectively.

"Obligations" means the Notes and each and every other debt, liability and
obligation of every type and description which any Borrower may now or at
any time hereafter owe to the Lender, whether such debt, liability or
obligation now exists or is hereafter created or incurred, whether it
arises in a transaction involving the Lender alone or in a transaction
involving other creditors of any such Borrower, and whether it is direct
or indirect, due or to become due, absolute or contingent, primary or
secondary, liquidated or unliquidated, or sole, joint, several or joint
and several, and including specifically, but not limited to, the
Obligation of Reimbursement and all indebtedness of any Borrower arising
under this Agreement, the Notes, any L/C Application completed by any
Borrower, or any other loan or credit agreement or guaranty between any
Borrower and the Lender, whether now in effect or hereafter entered into.

"Obligation of Reimbursement" has the meaning given in Section 2.3(a).

"Parent" means Pemco Aviation Group, Inc., a Delaware corporation.

"Past-Due Payables" for a Borrower means accounts payable of such Borrower
that are 90 days or more past due.

"Permitted Lien" has the meaning given in Section 7.1.

"Person" means any individual, corporation, partnership, joint venture,
limited liability company, association, joint-stock company, trust,
unincorporated organization or government or any agency or political
subdivision thereof.

"Plan" means an employee benefit plan or other plan maintained for any
Borrower's employees and covered by Title IV of ERISA.
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"Pre-Tax Net Income" of a Borrower means such Borrower's before-tax net
income less extraordinary gains, as determined in accordance with GAAP.

"Premises" means all premises where any Borrower conducts its business and
has any rights of possession, including (without limitation) the premises
described in Exhibit G attached hereto.

"Prime Rate" means the rate of interest publicly announced from time to
time by Wells Fargo Bank, N.A.-San Francisco as its "prime rate" or, if
such bank ceases to announce a rate so designated, any similar successor
rate designated by the Lender.

"Receivables" for a Borrower means each and every right of such Borrower
to the payment of money, whether such right to payment now exists or
hereafter arises, whether such right to payment arises out of a sale,
lease or other disposition of goods or other property, out of a rendering
of services, out of a loan, out of the overpayment of taxes or other
liabilities, or otherwise arises under any contract or agreement, whether
such right to payment is created, generated or earned by such Borrower or
by some other person who subsequently transfers such person's interest to
such Borrower, whether such right to payment is or is not already earned
by performance, and howsoever such right to payment may be evidenced,
together with all other rights and interests (including all liens and
security interests) which such Borrower may at any time have by law or
agreement against any account debtor or other obligor obligated to make
any such payment or against any property of such account debtor or other
obligor; all including but not limited to all present and future accounts,
contract rights, loans and obligations receivable, chattel papers, bonds,
notes and other debt instruments, tax refunds and rights to payment in the
nature of general intangibles.

"Reduced Rate Unbilled Accounts" means (a) all unbilled Accounts of Space
Vector Corporation and (b) all unbilled Accounts of the Dothan division of
Pemco Aeroplex, Inc. arising under its H3 helicopter contract with the
United States Navy.

"Reportable Event" shall mean a reportable event described in Section
4043(b) of ERISA or the regulations thereunder, other than an event as to
which the notice requirement has been waived by regulation.

"Responsible Officers" of any Borrower means such Borrower's Chairman,
Chief Executive Officer, President, Secretary, Senior Vice President,
Chief Financial Officer, or Vice President of Finance (or any positions
that are replacements of any of the foregoing).

"Revolving Advance" has the meaning given in Section 2.1.

"Revolving Floating Rate" means an annual rate equal to the sum of the
Prime Rate plus one-half of one percent (0.5%), which annual rate shall
change when and as the Prime Rate changes.
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"Revolving Note" means the revolving promissory note of the Borrowers,
payable to the order of the Lender in substantially the form of Exhibit A
hereto and any note or notes issued in substitution therefor, as the same
may hereafter be amended, supplemented or restated from time to time.

"Security Documents" means this Agreement, each Lockbox Agreement, each
Trademark Security Agreement, and any other document delivered to the
Lender from time to time to secure the Obligations, as the same may
hereafter be amended, supplemented or restated from time to time.

"Security Interest" has the meaning given in Section 3.1.

"Special Account" means a specified cash collateral account maintained by
a financial institution acceptable to the Lender in connection with
Letters of Credit, as contemplated by Section 2.4.

"Special Value Bond Fund" means Special Value Bond Fund, LLC, a Delaware
limited liability company.

"Special Value Loan Agreement" means the Second Amended and Restated
Senior Subordinated Loan Agreement dated as of December 31, 1996 between
Pemco Aviation Group, Inc. (successor to Precision Standard, Inc.) and
Bank of America, N.A., fka Bank of America, NT & SA, (as predecessor in
interest to Special Value Bond Fund (and/or its nominee, The Bank of New
York, as securities intermediary)), as such agreement may now exist or may
hereafter be amended, modified, supplemented, renewed or extended.

"Subordination Agreement" means the Subordination Agreement of even date
herewith, executed by Special Value Bond Fund and by Bank of New York, as
securities intermediary, in the Lender's favor and acknowledged by the
applicable Borrower, and any other subordination agreement accepted by the
Lender from time to time, as the same may hereafter be amended,
supplemented or restated from time to time.

"Subordinated Debt" of any Borrower means indebtedness of such Borrower
that is subject to the terms of a Subordination Agreement.

"Subsidiary" means any corporation of which more than 50% of the
outstanding shares of capital stock having general voting power under
ordinary circumstances to elect a majority of the board of directors of
such corporation, irrespective of whether or not at the time stock of any
other class or classes shall have or might have voting power by reason of
the happening of any contingency, is at the time directly or indirectly
owned by any Borrower, by any Borrower and one or more other Subsidiaries,
or by one or more other Subsidiaries.

"Term A Advance" has the meaning specified in Section 2.6(a).

"Term A Floating Rate" means an annual rate equal to the sum of the Prime
Rate plus one-half of one percent (0.5%), which annual rate shall change
when and as the Prime Rate changes.
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"Term A Note" means the promissory note of the Borrowers, payable to the
order of the Lender in substantially the form of Exhibit B hereto and any
note or notes issued in substitution therefor, as the same may hereafter
be amended, supplemented or restated from time to time.

"Term B Advance" has the meaning given in Section 2.6(c).

"Term B Floating Rate" means an annual rate equal to the sum of the Prime
Rate plus three-quarters of one percent (0.75%), which annual rate shall
change when and as the Prime Rate changes.

"Term B Note" means the promissory note of the Borrowers, payable to the
order of the Lender in substantially the form of Exhibit D hereto and any
note or notes issued in substitution therefor, as the same may hereafter
be amended, supplemented or restated from time to time.

"Termination Date" means the earliest of (i) the Maturity Date, (ii) the
date the Borrowers terminate the Credit Facility, or (iii) the date the
Lender demands payment of the Obligations after an Event of Default
pursuant to Section 8.2.

"Trademark Security Agreement" means the Trademark Security Agreement of
even date herewith by the Borrowers in favor of the Lender.

"UCC" means the Uniform Commercial Code as in effect from time to time in
the state designated in Section 9.13 as the state whose laws shall govern
this Agreement, or in any other state whose laws are held to govern this
Agreement or any portion hereof.

"Unfinanced Capital Expenditures" for a Borrower means that portion of
Capital Expenditures of such Borrower that are not leased and that are not
paid for using proceeds of indebtedness.

"Wells Fargo Bank" means Wells Fargo Bank West, National Association.

Section 1.2    CROSS REFERENCES.  All references in this Agreement to
Articles, Sections and subsections, shall be to Articles, Sections and
subsections of this Agreement unless otherwise explicitly specified.

ARTICLE II
AMOUNT AND TERMS OF THE CREDIT FACILITY

Section 1.3    REVOLVING ADVANCES.  The Lender agrees, on the terms and
subject to the conditions herein set forth, to make advances to each
Borrower from time to time from the date all of the conditions set forth
in Section 4.1 are satisfied or waived in writing by the Lender (the
"Funding Date") to the Termination Date (the "Revolving Advances"). The
Lender shall have no obligation to make a Revolving Advance to a Borrower
if, after giving effect to such requested Revolving Advance, (a) such
Borrower's Availability would be less than zero, (b) Aggregate
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Availability would be less than zero, or (c) Inventory Component Advances
would exceed the Inventory Sublimit.  Each Borrower's obligation to pay
the Revolving Advances shall be evidenced by such Borrower's Revolving
Note and shall be secured by the Collateral as provided in Article III.
Within the limits set forth in this Section 2.1, each Borrower may borrow,
prepay pursuant to Section 2.12 and reborrow.  Each Borrower agrees to
comply with the following procedures in requesting Revolving Advances
under this Section 2.1:

(1)  Each request for a Revolving Advance to the Lender before 11:00 a.m.
(Denver time) of the day of the requested Revolving Advance. Requests may
be made in writing or by telephone, specifying the date of the requested
Revolving Advance and the amount thereof. Each request by a Borrower shall
be by (i) any officer of such Borrower; or (ii) any person designated as
such Borrower's agent by any officer of such Borrower in a writing
delivered to the Lender; or (iii) any person whom the Lender reasonably
believes to be an officer of such Borrower or such a designated agent.

(2)  Upon fulfillment of the applicable conditions set forth in Article
IV, the Lender shall disburse the proceeds of the requested Revolving
Advance by crediting the same to such Borrower's demand deposit account
maintained with Wells Fargo Bank unless the Lender and such Borrower shall
agree in writing to another manner of disbursement. Upon the Lender's
request, such Borrower shall promptly confirm each telephonic request for
an Advance by executing and delivering an appropriate confirmation
certificate to the Lender. Such Borrower shall be obligated to repay all
Revolving Advances even if the Lender does not receive such confirmation
and even if the person requesting a Revolving Advance was not in fact
authorized to do so. Any request for a Revolving Advance, whether written
or telephonic, shall be deemed to be a representation by such Borrower
that the conditions set forth in Section 4.2 have been satisfied as of the
time of the request.

Section 1.4    LETTERS OF CREDIT.

(1)  The Lender agrees, on the terms and subject to the conditions herein
set forth, to cause an Issuer to issue, from the Funding Date to the
Termination Date, one or more irrevocable standby or documentary letters
of credit (each, a "Letter of Credit") for the account of any Borrower.
The Lender shall have no obligation to cause an Issuer to issue any Letter
of Credit if the face amount of the Letter of Credit to be issued would
exceed the lesser of:

(1)  $1,000,000 less the Aggregate L/C Amount, or

(2)  such Borrower's Availability.

Each Letter of Credit, if any, shall be issued pursuant to a separate L/C
Application entered into by such Borrower and the Lender for the benefit
of the Issuer, completed in a manner satisfactory to the Lender and the
Issuer. The terms and conditions set forth in each such L/C Application
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shall supplement the terms and conditions hereof, but if the terms of any
such L/C Application and the terms of this Agreement are inconsistent, the
terms hereof shall control.

(2)  No Letter of Credit shall be issued with an expiry date later than
the Termination Date in effect as of the date of issuance.

(3)  Any request to cause an Issuer to issue a Letter of Credit under this
Section 2.2 shall be deemed to be a representation by such Borrower that
the conditions set forth in Section 4.2 have been satisfied as of the date
of the request.

Section 1.5    PAYMENT OF AMOUNTS DRAWN UNDER LETTERS OF CREDIT;
OBLIGATION OF REIMBURSEMENT.

Each Borrower acknowledges that the Lender, as co-applicant, will be
liable to the Issuer for reimbursement of any and all draws under Letters
of Credit and for all other amounts required to be paid under the
applicable L/C Application. Accordingly, such Borrower agrees to pay to
the Lender any and all amounts required to be paid under the applicable
L/C Application, when and as required to be paid thereby, and the amounts
designated below, when and as designated:

(1)  Each Borrower hereby agrees to pay the Lender on the day a draft is
honored under any Letter of Credit a sum equal to all amounts drawn under
such Letter of Credit plus any and all reasonable charges and expenses
that the Issuer or the Lender may pay or incur relative to such draw and
the applicable L/C Application, plus interest on all such amounts, charges
and expenses as set forth below (each such Borrower's obligation to pay
all such amounts is herein referred to as the "Obligation of
Reimbursement").

(2)  Whenever a draft is submitted under a Letter of Credit on behalf of
any Borrower, the Lender shall make a Revolving Advance against the
account of such Borrower in the amount of the Obligation of Reimbursement
and shall apply the proceeds of such Revolving Advance thereto. Such
Revolving Advance shall be repayable in accordance with and be treated in
all other respects as a Revolving Advance hereunder.

(3)  If a draft is submitted under a Letter of Credit when such Borrower
is unable, because a Default Period then exists or for any other reason,
to obtain a Revolving Advance to pay the Obligation of Reimbursement, such
Borrower shall pay to the Lender on demand and in immediately available
funds, the amount of the Obligation of Reimbursement together with
interest, accrued from the date of the draft until payment in full at the
Default Rate. Notwithstanding such Borrower's inability to obtain a
Revolving Advance for any reason, the Lender is irrevocably authorized, in
its sole discretion, to make a Revolving Advance in an amount sufficient
to discharge the Obligation of Reimbursement and all accrued but unpaid
interest thereon.
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(4)  Each Borrower's obligation to pay any Revolving Advance made under
this Section 2.3, shall be evidenced by such Borrower's Revolving Note and
shall bear interest as provided in Section 2.8.

Section 1.6    SPECIAL ACCOUNT. If the Credit Facility is terminated for
any reason whatsoever while any Letter of Credit is outstanding, the
Borrowers shall thereupon pay the Lender in immediately available funds
for deposit in the Special Account an amount equal to the Aggregate L/C
Amount. The Special Account shall be an interest bearing account
maintained for the Lender by any financial institution acceptable to the
Lender. Any interest earned on amounts deposited in the Special Account
shall be credited to the Special Account. Amounts on deposit in the
Special Account may be applied by the Lender at any time or from time to
time to the Obligations of the Borrowers  in the Lender's sole discretion,
and shall not be subject to withdrawal by any Borrower so long as the
Lender maintains a security interest therein. The Lender agrees to
transfer any balance in the Special Account to the Borrowers in proportion
to the amounts each Borrower paid into such Special Account at such time
as the Lender is required to release its security interest in the Special
Account under applicable law.

Section 1.7    OBLIGATIONS ABSOLUTE. Each Borrower's obligations arising
under Section 2.3 shall be absolute, unconditional and irrevocable, and
shall be paid strictly in accordance with the terms of Section 2.3, under
all circumstances whatsoever, including (without limitation) the following
circumstances:

(1)  any lack of validity or enforceability of any Letter of Credit or any
other agreement or instrument relating to any Letter of Credit
(collectively the "Related Documents");

(2)  any amendment or waiver of or any consent to departure from all or
any of the Related Documents;

(3)  the existence of any claim, setoff, defense or other right which such
Borrower may have at any time, against any beneficiary or any transferee
of any Letter of Credit (or any persons or entities for whom any such
beneficiary or any such transferee may be acting), or other person or
entity, whether in connection with this Agreement, the transactions
contemplated herein or in the Related Documents or any unrelated
transactions;

(4)  any statement or any other document presented under any Letter of
Credit proving to be forged, fraudulent, invalid or insufficient in any
respect or any statement therein being untrue or inaccurate in any respect
whatsoever;

(5)  payment by or on behalf of the Issuer or the Lender under any Letter
of Credit against presentation of a draft or certificate which does not
strictly comply with the terms of such Letter of Credit; or
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(6)  any other circumstance or happening whatsoever, whether or not
similar to any of the foregoing.

Section 1.8    Non-Revolving Advances.

(1)  Term A Advance. The Lender agrees, on the terms and subject to the
conditions herein set forth, to make a single advance in the amount of
$2,900,000 to the Borrowers on the Funding Date (the "Term A Advance").
The Term A Advance shall be allocated among the Borrowers in the manner
set forth in Schedule 2.6. Each Borrower's obligation to pay the Term A
Advance shall be evidenced by the Term A Note and shall be secured by the
Collateral as provided in Article III. Upon fulfillment of the applicable
conditions set forth in Article IV, the Lender shall deposit the proceeds
of the requested Term A Advance by crediting the same to the applicable
Borrower's demand deposit account specified in Section 2.1(b) unless the
Lender and such Borrower shall agree in writing to another manner of
disbursement.

(2)  CapEx Advances. The Lender agrees, on the terms and subject to the
conditions herein set forth, to make advances to any Borrower from time to
time from the Funding Date to the CapEx Note Consolidation Date (the
"CapEx Advances"). The Lender shall have no obligation to make a CapEx
Advance to a Borrower if, after giving effect to such requested CapEx
Advance, (a) the sum of the CapEx Advances made to such Borrower would
exceed the lesser of (i) the CapEx Maximum Line or (ii) 80% of the cost
(excluding taxes, shipment costs, and similar charges) of such Borrower's
New Unencumbered Equipment, or (b) the sum of the CapEx Advances made to
all Borrowers would exceed the lesser of (i) the CapEx Maximum Line or
(ii) 80% of the cost (excluding taxes, shipment costs, and similar
charges) of all of the Borrowers' New Unencumbered Equipment.  Each
Borrower's obligation to pay the CapEx Advances shall be evidenced by the
CapEx Note and shall be secured by the Collateral as provided in Article
III.  Each Borrower agrees to comply with the following procedures in
requesting CapEx Advances:

(1)  Such Borrower shall make each request for a CapEx Advance to the
Lender before 11:00 a.m. (Denver time) two Banking Days before the day of
the requested CapEx Advance. Requests may be made in writing or by
telephone, specifying the date of the requested CapEx Advance and the
amount thereof.

(2)  Each CapEx Advance shall be in a minimum amount of $250,000.

(3)  Each request shall be by an individual authorized pursuant to Section
2.1(a).

Upon fulfillment of the applicable conditions set forth in Article IV, the
Lender shall deposit the proceeds of the requested CapEx Advance by
crediting the same to such Borrower's demand deposit account specified in
Section 2.1(b) unless the Lender and such Borrower shall agree in writing
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to another manner of disbursement. Upon the Lender's request, such
Borrower shall promptly confirm each telephonic request for a CapEx
Advance by executing and delivering an appropriate confirmation
certificate to the Lender.  The Borrowers shall be obligated to repay all
CapEx Advances notwithstanding the Lender's failure to receive such
confirmation and notwithstanding the fact that the person requesting the
same was not in fact authorized to do so. Any request for a CapEx Advance,
whether written or telephonic, shall be deemed to be a representation by
such Borrower that the conditions set forth in Section 4.2 have been
satisfied as of the time of the request.

(3)  Term B Advance. The Lender agrees, on the terms and subject to the
conditions herein set forth, to make a single advance (the "Term B
Advance") in the amount of $2,100,000 to the Borrowers on the Funding
Date. The Term B Advance shall be allocated among the Borrowers in the
manner set forth in Schedule 2.6. Each Borrower's obligation to pay the
Term B Advance shall be evidenced by the Term B Note and shall be secured
by the Collateral as provided in Article III. Upon fulfillment of the
applicable conditions set forth in Article IV, the Lender shall deposit
the proceeds of the requested Term B Advance by crediting the same to the
applicable Borrowers' demand deposit accounts specified in Section 2.1(b)
unless the Lender and the applicable Borrowers shall agree in writing to
another manner of disbursement.

(4)  Discretionary Advances. The Lender may, in its discretion, make one
or more advances (the "Discretionary Advances") to a Borrower at the
written request of such Borrower. Each such request shall be made (if at
all) during the Discretionary Advance Period. The Lender will not consider
any request for a Discretionary Advance if, after giving effect to such
Discretionary Advance, the sum of all Discretionary Advances made to the
Borrowers would exceed the Discretionary Advance Limit. The Lender's
agreement to make any Discretionary Advance is subject to approval by
Lender's management at the time of such request, which approval shall not
be unreasonably withheld so long as (i) the Borrowers are meeting or
exceeding financial projections acceptable to the Lender delivered by the
Borrowers pursuant to Section 6.1(e), and (ii) no Default Period exists or
would exist as a result of or immediately after such advance. Each
Borrower's obligation to pay the Discretionary Advances shall be evidenced
by the Discretionary Advance Note and shall be secured by the Collateral
as provided in Article III. Each Borrower agrees to comply with the
following procedures in requesting Discretionary Advances:

(1)  Such Borrower shall make each request for a Discretionary Advance to
the Lender before 11:00 a.m. (Denver time) two Banking Days before the day
of the requested Discretionary Advance. Requests may be made in writing or
by telephone, specifying the date of the requested Discretionary Advance
and the amount thereof.

(2)  Each Discretionary Advance shall be in a minimum amount of $500,000.

(3)  Each request shall be by an individual authorized pursuant to Section
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2.1(a).

Upon fulfillment of the applicable conditions set forth in Article IV, the
Lender shall deposit the proceeds of the requested Discretionary Advance
by crediting the same to such Borrower's demand deposit account specified
in Section 2.1(b) unless the Lender and such Borrower shall agree in
writing to another manner of disbursement. Upon the Lender's request, such
Borrower shall promptly confirm each telephonic request for a
Discretionary Advance by executing and delivering an appropriate
confirmation certificate to the Lender.  The Borrowers shall be obligated
to repay all Discretionary Advances notwithstanding the Lender's failure
to receive such confirmation and notwithstanding the fact that the person
requesting the same was not in fact authorized to do so. Any request for a
Discretionary Advance, whether written or telephonic, shall be deemed to
be a representation by such Borrower that the conditions set forth in
Section 4.2 have been satisfied as of the time of the request.

Section 1.9    PAYMENT OF NON-REVOLVING NOTES.

(1)  Term A Note. The outstanding principal balance of the Term A Note
shall be due and payable as follows:

(1)  Beginning on June 1, 2002, and on the first day of each month
thereafter, in monthly installments of $48,333.

(2)  On the Maturity Date, the entire unpaid principal balance of the Term
A Note, and all unpaid interest accrued thereon, shall in any event be due
and payable.

(2)  CapEx Note. The outstanding principal balance of the CapEx Note shall
be due and payable as follows:

(1)  Beginning on the first day of the month following the CapEx Note
Consolidation Date and on the first day of each month thereafter, in
substantially equal monthly installments in an amount equal to one-
sixtieth (1/60) of the principal balance of the CapEx Note on the CapEx
Note Consolidation Date; and

(2)  On the Maturity Date, the entire unpaid principal balance of the
CapEx Note, and all unpaid interest accrued thereon, shall in any event be
due and payable.

(3)  Term B Note. The outstanding principal balance of the Term B Note
shall be due and payable as follows:

(1)  Beginning on December 1, 2000 and on the first day of each month
thereafter, in monthly installments of $87,500.

(2)  On the Maturity Date, the entire unpaid principal balance of the Term
B Note, and all unpaid interest accrued thereon, shall in any event be due
and payable.
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(4)  Discretionary Advance Note. The outstanding principal balance (if
any) of the Discretionary Advance Note shall be due and payable as
follows:

(1)  Beginning on the first day of the month following the initial
Discretionary Advance, and on the first day of each month thereafter, in
substantially equal monthly installments in an amount sufficient to fully
amortize the principal balance of the Discretionary Advance Note over an
assumed term ending on the date that is 23 months after the date of such
first payment (the "Assumed Maturity Date").  If the Lender makes
Discretionary Advances after the initial Discretionary Advance, the amount
of each installment will be increased so that the remaining payments would
fully amortize the outstanding principal balance of the Discretionary
Advance Note in substantially equal amounts by the Assumed Maturity Date;
and

(2)  On the Maturity Date, the entire unpaid principal balance of the
Discretionary Advance Note, and all unpaid interest accrued thereon, shall
in any event be due and payable.

Section 1.10   INTEREST; MINIMUM INTEREST CHARGE; DEFAULT INTEREST; USURY.

(1)  Revolving Notes.  Except as set forth in Sections 2.8(e) and 2.8(g),
the outstanding principal balance of the Revolving Note shall bear
interest at the Revolving Floating Rate.  Interest accruing on the
Revolving Note shall be due and payable in arrears on the first day of
each month.

(2)  Term A Note and CapEx Note.  Except as set forth in Sections 2.8(e)
and 2.8(g), the outstanding principal balance of the Term A Note and the
CapEx Note shall bear interest at the Term A Floating Rate.  Interest
accruing on the Term A Note and the CapEx Note shall be due and payable in
arrears on the first day of each month.

(3)  Term B Note and Discretionary Advance Note.  Except as set forth in
Sections 2.8(e) and 2.8(g), the outstanding principal balance of the Term
B Note and the Discretionary Advance Note shall bear interest at the Term
B Floating Rate. Interest accruing on the Term B Note and the
Discretionary Advance Note shall be due and payable in arrears on the
first day of each month.

(4)  Minimum Interest Charge.  Notwithstanding the interest payable
pursuant to Sections 2.8(a), 2.8(b), and 2.8(c), the Borrowers, jointly
and severally, shall pay to the Lender interest of not less than $100,000
per calendar quarter (the "Minimum Interest Charge") during the term of
this Agreement (which amount shall be prorated for periods shorter than
one quarter), and the Borrowers shall pay any deficiency between the
Minimum Interest Charge and the amount of interest otherwise calculated
under Sections 2.8(a), 2.8(b), 2.8(c), and 2.8(e) quarterly in arrears in
the manner provided in Section 2.10.
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(5)  Default Interest Rate.  At any time during any Default Period, in the
Lender's sole discretion and without waiving any of its other rights and
remedies, the principal of the Advances outstanding from time to time
shall bear interest at the Default Rate, effective for any periods
designated by the Lender from time to time during that Default Period.

(6)  Participations.  If any Person shall acquire a participation in the
Advances under this Agreement, the Borrowers shall be obligated to the
Lender to pay the full amount of all interest calculated under this
Agreement, along with all other fees, charges and other amounts due under
this Agreement, regardless if such Person elects to accept interest with
respect to its participation at a lower rate than the Revolving Floating
Rate, the Term A Floating Rate, or the Term B Floating Rate, or otherwise
elects to accept less than its prorata share of such fees, charges and
other amounts due under this Agreement.

(7)  Usury.  In any event no rate change shall be put into effect which
would result in a rate greater than the highest rate permitted by law.
Notwithstanding anything to the contrary contained in any Loan Document,
all agreements which either now are or which shall become agreements
between any Borrower and the Lender are hereby limited so that in no
contingency or event whatsoever shall the total liability for payments in
the nature of interest, additional interest and other charges exceed the
applicable limits imposed by any applicable usury laws. If any payments in
the nature of interest, additional interest and other charges made under
any Loan Document are held to be in excess of the limits imposed by any
applicable usury laws, it is agreed that any such amount held to be in
excess shall be considered payment of principal hereunder, and the
indebtedness evidenced hereby shall be reduced by such amount so that the
total liability for payments in the nature of interest, additional
interest and other charges shall not exceed the applicable limits imposed
by any applicable usury laws, in compliance with the desires of such
Borrower and the Lender. This provision shall never be superseded or
waived and shall control every other provision of the Loan Documents and
all agreements between any Borrower and the Lender, or their successors
and assigns.

Section 1.11   FEES.

(1)  Origination Fee.  The Borrowers, jointly and severally, hereby agree
to pay the Lender a fully earned and non-refundable origination fee of
$70,250, due and payable upon the execution of this Agreement. The Lender
acknowledges receipt of $90,000 toward payment of this fee and the fees,
costs and expenses described in Sections 2.9(e) and 9.7.

(2)  Unused Line Fee.  For the purposes of this Section 2.9(b), "Unused
Amount" means the Maximum Line reduced by (1) outstanding Revolving
Advances made to all Borrowers and (2) the Aggregate L/C Amount. The
Borrowers, jointly and severally, agree to pay to the Lender an unused
line fee at the rate of one-quarter of one percent (0.25%) per annum on
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the average daily Unused Amount from the date of this Agreement to and
including the Termination Date, due and payable monthly in arrears on the
first day of the month and on the Termination Date.

(3)  Letter of Credit Fees.  The Borrowers, jointly and severally, agree
to pay the Lender a fee with respect to each Letter of Credit, if any,
accruing on a daily basis and computed at the annual rate of two and one-
half percent (2.5%) of the aggregate amount that may then be drawn on all
issued and outstanding Letters of Credit assuming compliance with all
conditions for drawing thereunder (the "Aggregate Face Amount"), from and
including the date of issuance of such Letter of Credit until such date as
such Letter of Credit shall terminate by its terms or be returned to the
Lender, due and payable monthly in arrears on the first day of each month
and on the Termination Date; provided, however that during Default
Periods, in the Lender's sole discretion and without waiving any of its
other rights and remedies, such fee shall increase to four and one-half
percent (4.5%) of the Aggregate Face Amount. The foregoing fee shall be in
addition to any and all fees, commissions and charges of any Issuer of a
Letter of Credit with respect to or in connection with such Letter of
Credit.

(4)  Letter of Credit Administrative Fees.  The Borrowers, jointly and
severally, agree to pay the Lender, on written demand, the administrative
fees charged by the Issuer in connection with the honoring of drafts under
any Letter of Credit, amendments thereto, transfers thereof and all other
activity with respect to the Letters of Credit at the then-current rates
published by the Issuer for such services rendered on behalf of customers
of the Issuer generally.

(5)  Audit Fees.  The Borrowers, jointly and severally, hereby agree to
pay the Lender, on demand, audit fees in connection with any audits or
inspections conducted by the Lender of any Collateral or any Borrower's
operations or business at the rates established from time to time by the
Lender as its audit fees (which fees are currently $80 per hour per
auditor), together with all actual out-of-pocket costs and expenses
incurred in conducting any such audit or inspection; provided, however,
that except during Default Periods, the Borrower shall not have to
reimburse the Lender for such fees, costs and expenses to the extent the
Lender performs more than four audits during any twelve-month period.

Section 1.12   COMPUTATION OF INTEREST AND FEES; WHEN INTEREST DUE AND
PAYABLE. Interest accruing on the outstanding principal balance of the
Advances and fees hereunder outstanding from time to time shall be
computed on the basis of actual number of days elapsed in a year of 360
days. Interest shall be payable in arrears on the first day of each month
and on the Termination Date.

Section 1.13   CAPITAL ADEQUACY, INCREASED COSTS AND REDUCED RETURN.  If
any Related Lender determines at any time that its Return has been reduced
as a result of any Rule Change, such Related Lender may require the
Borrowers to pay it the amount necessary to restore its Return to what it
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would have been had there been no Rule Change. For purposes of this
Section 2.11:

(1)  "Capital Adequacy Rule" means any law, rule, regulation, guideline,
directive, requirement or request regarding capital adequacy, or the
interpretation or administration thereof by any governmental or regulatory
authority, central bank or comparable agency, whether or not having the
force of law, that applies to any Related Lender. Such rules include rules
requiring financial institutions to maintain total capital in amounts
based upon percentages of outstanding loans, binding loan commitments and
letters of credit.

(2)  "L/C Rule" means any law, rule, regulation, guideline, directive,
requirement or request regarding letters of credit, or the interpretation
or administration thereof by any governmental or regulatory authority,
central bank or comparable agency, whether or not having the force of law,
that applies to any Related Lender. Such rules include rules imposing
taxes, duties or other similar charges, or mandating reserves, special
deposits or similar requirements against assets of, deposits with or for
the account of, or credit extended by any Related Lender, on letters of
credit.

(3)  "Return", for any period, means the return as determined by such
Related Lender on the Advances and Letters of Credit based upon its total
capital requirements and a reasonable attribution formula that takes
account of the Capital Adequacy Rules then in effect and costs of issuing
or maintaining any Letter of Credit. Return may be calculated for each
calendar quarter and for the shorter period between the end of a calendar
quarter and the date of termination in whole of this Agreement.

(4)  "Rule Change" means any change in any Capital Adequacy Rule or L/C
Rule occurring after the date of this Agreement, but the term does not
include any changes in applicable requirements that at the date of this
Agreement are scheduled to take place under the existing Capital Adequacy
Rules or L/C Rules or any increases in the capital that any Related Lender
is required to maintain to the extent that the increases are required due
to a regulatory authority's assessment of the financial condition of such
Related Lender.

(5)  "Related Lender" includes (but is not limited to) the Lender, the
Issuer, any parent corporation of the Lender or the Issuer and any
assignee of any interest of the Lender hereunder and any participant in
the loans made hereunder.

Certificates of any Related Lender sent to any Borrower from time to time
claiming compensation under this Section 2.11, stating the reason therefor
and setting forth in reasonable detail the calculation of the additional
amount or amounts to be paid to the Related Lender hereunder to restore
its Return shall be conclusive absent manifest error. In determining such
amounts, the Related Lender may use any reasonable averaging and
attribution methods.
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Section 1.14   VOLUNTARY PREPAYMENT; REDUCTION OF THE MAXIMUM LINE;
TERMINATION OF THE CREDIT FACILITY BY THE BORROWERS. Except as otherwise
provided herein, any Borrower may prepay that portion of Revolving
Advances made to such Borrower in whole at any time or from time to time
in part.  Any Borrower may prepay that portion of Term A Advances, CapEx
Advances, Term B Advances, or Discretionary Advances (other than in
accordance with Section 2.7) made to such Borrower, and the Borrowing
Agent may terminate the Credit Facility or reduce the Maximum Line at any
time if such Borrower or Borrowing Agent (i) gives the Lender at least 30
days' prior written notice and (ii) pays the Lender the prepayment,
termination or line reduction fees in accordance with Section 2.13. Any
prepayment of the Term A Advances, CapEx Advances, Term B Advances, or
Discretionary Advances (other than in accordance with Section 2.7) or
reduction in the Maximum Line must be in an amount not less than $500,000
or an integral multiple thereof. If the Borrowing Agent reduces the
Maximum Line to zero, all Obligations shall be immediately due and
payable. Any partial prepayments of the Term A Note, CapEx Note, Term B
Note, or Discretionary Advance Note (other than in accordance with Section
2.7) shall be applied to principal payments due and owing in inverse order
of their maturities. Upon termination of the Credit Facility and payment
and performance of all Obligations, the Lender shall release or terminate
the Security Interest and the Security Documents to which the Borrowers
are entitled by law, including Article 9 of the UCC. In addition to the
foregoing, the Lender agrees that it shall release or terminate any
collateral filings it now has or may in the future make with the U.S.
Patent and Trademark Office at the same time it releases the Security
Interest.

Section 1.15   TERMINATION, LINE REDUCTION AND PREPAYMENT FEES; WAIVER OF
TERMINATION, PREPAYMENT AND LINE REDUCTION FEES.

(1)  Termination and Line Reduction Fees.  If the Credit Facility is
terminated for any reason as of a date other than the Maturity Date, or
the Borrowing Agent reduces the Maximum Line other than in accordance with
Section 2.19, the Borrowers shall, jointly and severally, pay to the
Lender a fee in an amount equal to a percentage of the Maximum Line (or
the reduction, as the case may be) as follows: (i) two percent (2.0%) if
the termination or reduction occurs on or before the first anniversary of
the Funding Date; and (ii) one percent (1.0%) if the termination or
reduction occurs after the first anniversary of the Funding Date.

(2)  Prepayment Fees.  If any Note other than the Revolving Note is
prepaid for any reason except in accordance with Section 2.7, the
Borrowers shall, jointly and severally, pay to the Lender a fee in an
amount equal to a percentage of the amount prepaid as follows: (i) two
percent (2.0%) if prepayment occurs on or before the first anniversary of
the Funding Date; and (ii) one percent (1.0%) if prepayment occurs after
the first anniversary of the Funding Date.

(3)  Waiver of Termination, Line Reduction and Prepayment Fees.
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(1)  The Borrowers will not be required to pay the termination, line
reduction and prepayment fees otherwise due under this Section 2.13 if
such termination, line reduction or prepayment is made because of
refinancing of the Borrowers by an affiliate of the Lender.

(2)  The Borrowers will not be required to pay the termination, line
reduction and prepayment fees otherwise due under this Section 2.13 if
such termination, line reduction or prepayment is made within 140 days of
notice by the Borrowing Agent to the Lender that a Discretionary Reduction
Date has occurred (which notice must be given no more than 10 days
following such Discretionary Reduction Date), provided that (A) such
Discretionary Reduction Date has in fact occurred and (B) the Lender has
not within 10 days of such notice taken action to cure the occurrence
(which cure shall be implemented on an ongoing basis in good faith) of
such Discretionary Reduction Date.

(3)  The Borrowers will not be required to pay the prepayment fees
otherwise due under Section 2.13(b) if such prepayment is made using
proceeds from the operations of the Borrowers. A prepayment will be deemed
made using proceeds from the operations of the Borrowers only if (i) such
amount is not refinanced from any source during the 90 days following such
prepayment; (ii) average daily Aggregate Availability for the 90 days
prior to such prepayment is greater than or equal to the sum of (A) the
amount of such prepayment plus (B) $1,000,000; (iii) Aggregate
Availability on the date of such prepayment is greater than or equal to
the sum of (A) the amount of such prepayment plus (B) $1,000,000; and (iv)
no Default Period exists at the time of such prepayment or would exist
immediately after or as a result of such prepayment.

Section 1.16   MANDATORY PREPAYMENT. Without notice or demand, if the sum
of the outstanding principal balance of the Revolving Advances made to any
Borrower plus such Borrower's L/C Amount shall at any time exceed such
Borrower's Borrowing Base, such Borrower shall (i) first, immediately
prepay the Revolving Advances made to such Borrower to the extent
necessary to eliminate such excess, and (ii) if prepayment in full of the
Revolving Advances made to such Borrower is insufficient to eliminate such
excess, pay to the Lender in immediately available funds for deposit in
the Special Account an amount equal to the remaining excess.  Furthermore,
without notice or demand, if the sum of the outstanding principal balance
of the Revolving Advances made to all Borrowers plus the Aggregate L/C
Amount shall at any time exceed the Aggregate Borrowing Base, the
Borrowers shall (x) first, immediately prepay the Revolving Advances made
to the Borrowers to the extent necessary to eliminate such excess, and
(ii) if prepayment in full of the Revolving Advances is insufficient to
eliminate such excess, pay to the Lender in immediately available funds
for deposit in the Special Account an amount equal to the remaining
excess.  Any payment received by the Lender under this Section 2.14 or
under Section 2.12 may be applied to the Obligations, in such order and in
such amounts as the Lender, in its discretion, may from time to time
determine; provided that any prepayment under Section 2.12 which such
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Borrower designates as a partial prepayment of the Term A Note, the CapEx
Note, the Term B Note, or the Discretionary Advance Note shall be applied
to principal installments of such note in inverse order of maturity.

Section 1.17   PAYMENT. All payments to the Lender shall be made in
immediately available funds and shall be applied to the Obligations upon
receipt by the Lender. The Lender may hold all payments not constituting
immediately available funds for two (2) Banking Days before applying them
to the Obligations. Notwithstanding anything in Section 2.1, each Borrower
hereby authorizes the Lender, in its discretion at any time or from time
to time without any Borrower's request and even if the conditions set
forth in Section 4.2 would not be satisfied, to make a Revolving Advance
in an amount equal to the portion of the Obligations from time to time due
and payable.

Section 1.18   PAYMENT ON NON-BANKING DAYS. Whenever any payment to be
made hereunder shall be stated to be due on a day which is not a Banking
Day, such payment may be made on the next succeeding Banking Day, and such
extension of time shall in such case be included in the computation of
interest on the Advances or the fees hereunder, as the case may be.

Section 1.19   USE OF PROCEEDS. The Borrowers shall use the proceeds of
Advances; and each Letter of Credit, if any, for general corporate
purposes, including without limitation, for working capital, capital
improvements and Permitted Acquisitions.

Section 1.20   LIABILITY RECORDS. The Lender may maintain from time to
time, at its discretion, liability records as to the Obligations. All
entries made on any such record shall be presumed correct until the
Borrowers establish the contrary. Upon the Lender's demand, each Borrower
will admit and certify in writing the exact principal balance of the
Obligations that such Borrower then asserts to be outstanding. Any billing
statement or accounting rendered by the Lender shall be conclusive and
fully binding on the Borrowers unless the Borrowers give the Lender
specific written notice of exception within 60 days after receipt.

Section 1.21   MODIFICATION OF MAXIMUM LINE AND CAPEX MAXIMUM LINE. At any
time on or before December 31, 2001, the Borrowing Agent may, by giving
written notice to the Lender, adjust the Maximum Line and the CapEx
Maximum Line; provided, however, that the following shall apply to any
such adjustments:  (a) any increase in the Maximum Line shall require a
decrease in an identical amount in the CapEx Maximum Line; (b) any
decrease in the Maximum Line shall require an increase in an identical
amount in the CapEx Maximum Line; (c) the CapEx Maximum Line shall not be
increased to an amount greater than $5,000,000; (d) no adjustment shall be
allowed if the resulting Availability of any Borrower would be less than
zero or if the resulting CapEx Maximum Line would be less than the
aggregate amount of CapEx Advances made prior to such adjustment; and (e)
such adjustments shall be allowed no more than once per fiscal quarter.
Any adjustment permitted under this Section 2.19 shall be effective two
Banking Days following the Lender's receipt of written notice of such
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adjustment.

ARTICLE IIII
SECURITY INTEREST; OCCUPANCY; SETOFF

Section 1.22   GRANT OF SECURITY INTEREST.  Each Borrower hereby pledges,
assigns and grants to the Lender a security interest (collectively
referred to as the "Security Interest") in the Collateral, as security for
the payment and performance of the Obligations.

Section 1.23   NOTIFICATION OF ACCOUNT DEBTORS AND OTHER OBLIGORS. The
Lender may at any time during a Default Period notify any account debtor
or other person obligated to pay the amount due that such right to payment
has been assigned or transferred to the Lender for security and shall be
paid directly to the Lender. The Borrower whose account debtor is to be
notified will join in giving such notice if the Lender so requests. At any
time after such Borrower or the Lender gives such notice to an account
debtor or other obligor and so long as a Default Period exists, the Lender
may, but need not, in the Lender's name or in such Borrower's name, (a)
demand, sue for, collect or receive any money or property at any time
payable or receivable on account of, or securing, any such right to
payment, or grant any extension to, make any compromise or settlement with
or otherwise agree to waive, modify, amend or change the obligations
(including collateral obligations) of any such account debtor or other
obligor; and (b) as such Borrower's agent and attorney-in-fact, notify the
United States Postal Service to change the address for delivery of such
Borrower's mail to any address designated by the Lender, otherwise
intercept such Borrower's mail, and receive, open and dispose of such
Borrower's mail, applying all Collateral as permitted under this Agreement
and holding all other mail for such Borrower's account or forwarding such
mail to such Borrower's last known address.

Section 1.24   ASSIGNMENT OF INSURANCE. As additional security for the
payment and performance of the Obligations, each Borrower hereby assigns
to the Lender any and all monies (including, without limitation, proceeds
of insurance and refunds of unearned premiums) due or to become due under,
and all other rights of such Borrower with respect to, any and all
policies of insurance now or at any time hereafter covering the Collateral
or any evidence thereof or any business records or valuable papers
pertaining thereto, and such Borrower hereby directs the issuer of any
such policy to pay all such monies directly to the Lender. At any time,
whether or not a Default Period then exists, the Lender may (but need
not), in the Lender's name or in such Borrower's name, execute and deliver
proof of claim, receive all such monies, endorse checks and other
instruments representing payment of such monies. At any time during a
Default Period, the Lender may (but need not), in the Lender's name or in
such Borrower's name, adjust, litigate, compromise or release any claim
against the issuer of any such policy; and if no Default Period then
exists, the Lender's prior written consent shall be required for any
Borrower to adjust, litigate, compromise or release any claim against the
issuer of any such policy (except for adjustments, litigation,
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compromises, or releases of claims aggregating not more than $100,000
during any fiscal year of the Borrower).

Section 1.25   OCCUPANCY.

(1)  Each Borrower hereby irrevocably grants to the Lender the right to
take possession of the Premises at any time during a Default Period.

(2)  The Lender may use the Premises only to hold, process, manufacture,
sell, use, store, liquidate, realize upon or otherwise dispose of goods
that are Collateral and for other purposes that the Lender may in good
faith deem to be related or incidental purposes.

(3)  The Lender's right to hold the Premises shall cease and terminate
upon the earliest of (i) payment in full and discharge of all Obligations
and termination of the Commitment, (ii) final sale or disposition of all
goods constituting Collateral and delivery of all such goods to
purchasers, and (iii) the end of the Default Period.

(4)  The Lender shall not be obligated to pay or account for any rent or
other compensation for the possession, occupancy or use of any of the
Premises; provided, however, that if the Lender does pay or account for
any rent or other compensation for the possession, occupancy or use of any
of the Premises of Borrower, such Borrower shall reimburse the Lender
promptly for the full amount thereof. In addition, such Borrower will pay,
or reimburse the Lender for, all taxes (excluding taxes based on the
Lender's incremental net income and the Lender's incremental franchise
taxes, if any), fees, duties, imposts, charges and expenses at any time
incurred by or imposed upon the Lender by reason of the execution,
delivery, existence, recordation, performance or enforcement of this
Agreement or the provisions of this Section 3.4.

Section 1.26   LICENSE. Without limiting the generality of the Trademark
Security Agreement, each Borrower hereby grants to the Lender a non-
exclusive, worldwide and royalty-free license to use or otherwise exploit
all trademarks, franchises, trade names, copyrights and patents of such
Borrower for the purpose of selling, leasing or otherwise disposing of any
or all Collateral of such Borrower during any Default Period.

Section 1.27   FINANCING STATEMENT. A carbon, photographic or other
reproduction of this Agreement or of any financing statements signed by
any Borrower is sufficient as a financing statement and may be filed as a
financing statement in any state to perfect the security interests granted
hereby in the assets of such Borrower. For this purpose, the following
information is set forth:

Pemco Aviation Group, Inc.
1943 North 50th Street
Birmingham, Alabama 35212
Federal Tax Identification No. 84-0985295
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Pemco Aeroplex, Inc.
1943 North 50th Street
Birmingham, Alabama 35212
Federal Tax Identification No. 63-0916533

Space Vector Corporation
9223 Deering Avenue
Chatsworth, California 91311
Federal Tax Identification No. 22-2587844

Pemco Air Services System, Inc.
15100 Spadco Drive
Clearwater, Florida 33762
Federal Tax Identification No. 84-1191046

Name and address of Secured Party:

Wells Fargo Business Credit, Inc.
MAC C7300-300
1740 Broadway
Denver, Colorado 80274
Federal Tax Identification No. 41-1237652

Section 1.28   SETOFF.  Each Borrower agrees that the Lender may at any
time or from time to time, at its sole discretion and without demand and
without notice to anyone, setoff any liability owed to any Borrower by the
Lender, whether or not due, against any Obligation, whether or not due. In
addition, each other Person holding a participating interest in any
Obligations shall have the right to appropriate or setoff any deposit or
other liability then owed by such Person to any Borrower, whether or not
due, and apply the same to the payment of said participating interest, as
fully as if such Person had lent directly to such Borrower the amount of
such participating interest.

ARTICLE IIIIII
CONDITIONS OF LENDING

Section 1.29   CONDITIONS PRECEDENT TO THE INITIAL REVOLVING AND TERM
ADVANCES AND THE INITIAL LETTER OF CREDIT. The Lender's obligation to make
the initial Revolving Advance, Term A Advance, and Term B Advance, or to
cause to be issued the initial Letter of Credit hereunder, shall be
subject to the condition precedent that the Lender shall have received all
of the following, each in form and substance satisfactory to the Lender:

(1)  This Agreement, properly executed by each Borrower.

(2)  The Notes, properly executed by each Borrower.

(3)  A true and correct copy of any and all leases pursuant to which any
Borrower is leasing the Premises, together with a landlord's disclaimer
and consent with respect to each such lease.
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(4)  Separate Lockbox Agreements, properly executed by each Borrower,
Wells Fargo Bank, and Regulus West, LLC.

(5)  The Trademark Security Agreement, properly executed by each Borrower.

(6)  The Subordination Agreement, properly executed by Special Value Bond
Fund and by Bank of New York as securities intermediary, and acknowledged
by each Borrower.

(7)  Current searches of appropriate filing offices showing that (i) no
state or federal tax liens have been filed and remain in effect against
any Borrower, (ii) no financing statements or assignments of patents,
trademarks or copyrights have been filed and remain in effect against any
Borrower except those financing statements and assignments of patents,
trademarks or copyrights relating to Permitted Liens or to liens held by
Persons who have agreed in writing that upon receipt of proceeds of the
Advances, they will deliver UCC releases and/or terminations and releases
of such assignments of patents, trademarks or copyrights  satisfactory to
the Lender, and (iii) the Lender has duly filed all financing statements
necessary to perfect the Security Interest and the security interests
granted by the Guarantors, to the extent the Security Interest and such
other security interests are capable of being perfected by filing.

(8)  A certificate of each Borrower's Secretary or Assistant Secretary
certifying as to (i) the resolutions of such Borrower's directors and, if
required, shareholders, authorizing the execution, delivery and
performance of the Loan Documents, (ii) such Borrower's articles of
incorporation and bylaws, and (iii) the signatures of such Borrower's
officers or agents authorized to execute and deliver the Loan Documents
and other instruments, agreements and certificates, including Advance
requests, on such Borrower's behalf.

(9)  Current certificates issued by the Secretaries of State of the
Borrowers' states of incorporation, certifying that each Borrower is in
compliance with all applicable organizational requirements of such state.

(10) Evidence that each Borrower is duly licensed or qualified to transact
business in all jurisdictions where the character of the property owned or
leased or the nature of the business transacted by it makes such licensing
or qualification necessary.

(11) A certificate of an officer of each Borrower confirming in his or her
official capacity the representations and warranties set forth in Article
V.

(12) An opinion or opinions of one or more counsel to the Borrowers and
the Guarantors, addressed to the Lender.

(13) Certificates of the insurance required hereunder, with all hazard
insurance containing a lender's loss payable endorsement in the Lender's
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favor and with all liability insurance naming the Lender as an additional
insured.

(14) A separate guaranty, properly executed by each Guarantor, pursuant to
which each Guarantor unconditionally guarantees the full and prompt
payment of all Obligations.

(15) A separate security agreement, properly executed by each Guarantor,
pursuant to which each Guarantor grants a security interest in all of its
personal property to the Lender.

(16) Evidence that the Borrowers will have Aggregate Availability in an
amount not less than $2,000,000 after the initial Revolving Advance (but
prior to any other Advance), which Revolving Advance shall be sufficient
to retire the Borrowers' indebtedness to GMAC Commercial Credit LLC and to
pay all of the Borrowers' accounts payable that are 90 days or more past
due.

(17) Payment of the fees and commissions due through the date of the
initial Advance or Letter of Credit under Section 2.9 and expenses
incurred by the Lender through such date and required to be paid by the
Borrowers under Section 9.7, including all legal expenses incurred through
the date of this Agreement.

(18) Such other documents as the Lender may reasonably require.

Section 1.30   CONDITIONS PRECEDENT TO ALL ADVANCES AND LETTERS OF CREDIT.
The Lender's obligation to make each Advance or to cause the Issuer to
issue any Letter of Credit shall be subject to the further conditions
precedent that on such date:

(1)  the representations and warranties contained in Article V are correct
on and as of the date of such Advance or issuance of Letter of Credit as
though made on and as of such date, except to the extent that such
representations and warranties relate solely to an earlier date; and

(2)  no event has occurred and is continuing, or would result from such
Advance or the issuance of such Letter of Credit, as the case may be,
which constitutes a Default or an Event of Default.

ARTICLE IVIV
REPRESENTATIONS AND WARRANTIES

The Borrowers represent and warrant to the Lender as follows:

Section 1.31   CORPORATE EXISTENCE AND POWER; NAME; CHIEF EXECUTIVE
OFFICE; INVENTORY AND EQUIPMENT LOCATIONS; TAX IDENTIFICATION NUMBER.
Each Borrower is a corporation, duly organized, validly existing and in
good standing under the laws of the state of its incorporation, and is
duly licensed or qualified to transact business in all jurisdictions where
the character of the property owned or leased or the nature of the
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business transacted by it makes such licensing or qualification necessary.
Each Borrower has all requisite power and authority, corporate or
otherwise, to conduct its business, to own its properties and to execute
and deliver, and to perform all of its obligations under, the Loan
Documents. During its existence, each Borrower has done business solely
under the names set forth in Schedule 5.1 hereto. Except as changed in
accordance with Section 7.15, each Borrower's chief executive office and
principal place of business is located at the address set forth in
Schedule 5.1 hereto, and all the records of each Borrower relating to its
respective business or the Collateral are kept at that location. Except as
changed in accordance with Section 7.15, all Inventory and Equipment is
located at that location or at one of the other locations set forth in
Schedule 5.1 hereto.  Each Borrower's tax identification number is
correctly set forth in Section 3.6 hereto.

Section 1.32   AUTHORIZATION OF BORROWING; NO CONFLICT AS TO LAW OR
AGREEMENTS. The execution, delivery and performance by each Borrower of
the Loan Documents and the borrowings from time to time hereunder have
been duly authorized by all necessary corporate action and do not and will
not (i) require any consent or approval of such Borrower's stockholders;
(ii) require any authorization, consent or approval by, or registration,
declaration or filing with, or notice to, any governmental department,
commission, board, bureau, agency or instrumentality, domestic or foreign,
or any third party, except such authorization, consent, approval,
registration, declaration, filing or notice as has been obtained,
accomplished or given prior to the date hereof; (iii) violate any
provision of any law, rule or regulation (including, without limitation,
Regulation X of the Board of Governors of the Federal Reserve System) or
of any order, writ, injunction or decree presently in effect having
applicability to such Borrower or of such Borrower's articles of
incorporation or bylaws; (iv) result in a breach of or constitute a
default under any indenture or loan or credit agreement or any other
material agreement, lease or instrument to which such Borrower is a party
or by which it or its properties may be bound or affected; or (v) result
in, or require, the creation or imposition of any mortgage, deed of trust,
pledge, lien, security interest or other charge or encumbrance of any
nature (other than the Security Interest) upon or with respect to any of
the properties now owned or hereafter acquired by such Borrower.

Section 1.33   LEGAL AGREEMENTS. This Agreement constitutes and, upon due
execution by each Borrower, the other Loan Documents will constitute the
legal, valid and binding obligations of each Borrower, enforceable against
each Borrower in accordance with their respective terms, except as
enforcement may be limited by equitable principles or by bankruptcy,
insolvency, reorganization, moratorium, or similar laws relating to or
limiting creditors' rights generally.

Section 1.34   SUBSIDIARIES. Except as set forth in Schedule 5.4 hereto,
or as created or acquired in accordance with Section 7.4(b), no Borrower
has any Subsidiaries.
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Section 1.35   FINANCIAL CONDITION; NO ADVERSE CHANGE. The Borrowers have
heretofore furnished to the Lender their consolidated audited financial
statements for the fiscal year ended December 31, 1999 and their unaudited
financial statements for the fiscal year-to-date period ended August 31,
2000 and those statements fairly present each Borrower's financial
condition on the dates thereof and the results of its operations and cash
flows for the periods then ended and were prepared in accordance with
generally accepted accounting principles (subject in the case of the
unaudited financial statements to year-end audit adjustments). Since the
date of the most recent financial statements, there has been no material
adverse change in any Borrower's business, properties or condition
(financial or otherwise).

Section 1.36   LITIGATION. Except as set forth in Schedule 5.6, there are
no actions, suits or proceedings pending or, to any Borrower's knowledge,
threatened against or affecting any Borrower or any Subsidiary or the
properties of any Borrower or any of its Subsidiaries before any court or
governmental department, commission, board, bureau, agency or
instrumentality, domestic or foreign, which, if determined adversely to
such Borrower or any of its Subsidiaries, would have a material adverse
effect on the financial condition, properties or operations of any
Borrower or a material adverse effect on all Borrowers and their
Subsidiaries, taken as a whole.

Section 1.37   REGULATION U.  No Borrower is engaged in the business of
extending credit for the purpose of purchasing or carrying margin stock
(within the meaning of Regulation U of the Board of Governors of the
Federal Reserve System), and no part of the proceeds of any Advance will
be used to purchase or carry any margin stock or to extend credit to
others for the purpose of purchasing or carrying any margin stock.

Section 1.38   TAXES.  Each Borrower and its respective Subsidiaries have
paid or caused to be paid to the proper authorities when due all federal,
state and local taxes required to be withheld by each of them, except to
the extent such payment is the subject of a protest by such Borrower or
Subsidiary and a reserve with respect to the obligation is established in
such amount as required by GAAP and the protest is prosecuted diligently.
Each Borrower and its Subsidiaries have filed all federal, state and local
tax returns which to the knowledge of the officers of such Borrower or any
Subsidiary, as the case may be, are required to be filed, and such
Borrower and its Subsidiaries have paid or caused to be paid to the
respective taxing authorities all taxes as shown on said returns or on any
assessment received by any of them to the extent such taxes have become
due, except to the extent such payment is the subject of a protest by such
Borrower or Subsidiary and a reserve with respect to the obligation is
established in such amount as required by GAAP and the protest is
prosecuted diligently.

Section 1.39   TITLES AND LIENS.  Each Borrower has good and absolute
title to all Collateral described in the collateral reports provided to
the Lender and all other Collateral, properties and assets reflected in
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the latest financial statements referred to in Section 5.5 and all
proceeds thereof, free and clear of all mortgages, security interests,
liens and encumbrances, except for Permitted Liens. No financing statement
naming any Borrower as debtor is on file in any office except to perfect
only Permitted Liens.

Section 1.40   PLANS. Except as disclosed to the Lender in writing prior
to the date hereof, no Borrower and no Affiliate maintains or has
maintained any Plan. No Borrower and no Affiliate has received any notice
or has any knowledge to the effect that it is not in substantial
compliance with any of the requirements of ERISA. No Reportable Event or
other fact or circumstance which could reasonably be expected to have an
adverse effect on the Plan's tax qualified status exists in connection
with any Plan. No  Borrower and no Affiliate has:

(1)  Any accumulated funding deficiency (within the meaning of ERISA) with
respect to any Plan; or

(2)  Any liability or knows of any fact or circumstances which could
result in any liability in excess of $100,000 to the Pension Benefit
Guaranty Corporation, the Internal Revenue Service, the Department of
Labor or any participant in connection with any Plan (other than accrued
benefits which or which may become payable to participants or
beneficiaries of any such Plan).

Section 1.41   DEFAULT.  Each Borrower is in compliance with all
provisions of all agreements, instruments, decrees and orders to which it
is a party or by which it or its property is bound or affected, the breach
or default of which provisions could have a material adverse effect on
such Borrower's financial condition, properties or operations.

Section 1.42   ENVIRONMENTAL MATTERS.

(1)  Definitions.  As used in this Agreement, the following terms shall
have the following meanings:

(1)  "Environmental Law" means any federal, state, local or other
governmental statute, regulation, law or ordinance dealing with the
protection of human health and the environment.

(2)  "Hazardous Substances" means pollutants, contaminants, hazardous
substances, hazardous wastes, petroleum and fractions thereof, and all
other chemicals, wastes, substances and materials listed in, regulated by
or identified in any Environmental Law.

(2)  To the best of each Borrower's knowledge, except as reflected in the
Consent Agreement and Consent Order In the Matter of Pemco Aeroplex, Inc.,
U.S. EPA, Region IV, Docket No. 98-01-R (with which the Borrowers are in
full compliance), there are not present in, on or under the Premises any
Hazardous Substances in such form or quantity as to create any liability
or obligation for either any Borrower or the Lender under common law of
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any jurisdiction or under any Environmental Law that could reasonably be
expected to result in a material adverse effect on the financial
condition, properties, or operations of any Borrower, and no Hazardous
Substances have ever been stored, buried, spilled, leaked, discharged,
emitted or released in, on or under the Premises in such a way as to
create any such liability that could reasonably be expected to result in a
material adverse effect on the financial condition, properties, or
operations of any Borrower.

(3)  To the best of each Borrower's knowledge, no Borrower has disposed of
Hazardous Substances in such a manner as to create any liability under any
Environmental Law.

(4)  Except as set forth in Subsection (b) of this Section 5.12, there are
no unresolved requests, claims, notices, investigations, demands,
administrative proceedings, hearings or litigation, relating in any way to
the Premises or any Borrower, alleging liability under, violation of, or
noncompliance with any Environmental Law or any license, permit or other
authorization issued pursuant thereto that could reasonably be expected to
result in a material adverse effect on the financial condition,
properties, or operations of any Borrower. To the best of each Borrower's
knowledge, no such matter is threatened or impending.

(5)  To the best of each Borrower's knowledge, each Borrower's businesses
are and have in the past always been conducted in accordance with all
Environmental Laws and all licenses, permits and other authorizations
required pursuant to any Environmental Law and necessary for the lawful
and efficient operation of such businesses are in such Borrower's
possession and are in full force and effect, except where the failure to
so conduct its businesses or the failure to possess such licenses could
not reasonably be expected to result in a material adverse effect on the
financial condition, properties, or operations of any Borrower. No permit
required under any Environmental Law is scheduled to expire within 6
months and there is no threat that any such permit will be withdrawn,
terminated, limited or materially changed.

(6)  To the best of each Borrower's knowledge, except as identified in
Subsection (b) of this Section 5.12, the Premises are not and never have
been listed on the National Priorities List, the Comprehensive
Environmental Response, Compensation and Liability Information System or
any similar federal, state or local list, schedule, log, inventory or
database.

Section 1.43   SUBMISSIONS TO LENDER. All financial and other information
provided to the Lender by or on behalf of any Borrower in connection with
such Borrower's request for the credit facilities contemplated hereby is
true and correct in all material respects and, as to projections,
valuations or proforma financial statements, present a good faith estimate
as to such projections, valuations and proforma condition and results.

Section 1.44   FINANCING STATEMENTS.  Each Borrower has provided to the
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Lender signed financing statements sufficient when filed to perfect the
Security Interest and the other security interests created by the Security
Documents. When such financing statements are filed in the offices noted
therein, the Lender will have a valid and perfected security interest in
all Collateral and all other collateral described in the Security
Documents which is capable of being perfected by filing financing
statements. None of the Collateral or other collateral covered by the
Security Documents is or will become a fixture on real estate, unless a
sufficient fixture filing is in effect with respect thereto.

Section 1.45   RIGHTS TO PAYMENT. Each right to payment and each
instrument, document, chattel paper and other agreement constituting or
evidencing Collateral or other collateral covered by the Security
Documents is (or, in the case of all future Collateral or such other
collateral, will be when arising or issued) the valid, genuine and legally
enforceable obligation, subject to no defense, setoff or counterclaim, of
the account debtor or other obligor named therein or in the Borrower's
records pertaining thereto as being obligated to pay such obligation
except as disclosed in the financial statements, borrowing base
certificates, collateral reports, or other written communications from the
Borrowers to the Lender.

Section 1.46   FINANCIAL SOLVENCY. Both before and after giving effect to
the transactions contemplated in the Loan Documents:

(1)  no Borrower has unreasonably small capital or is engaged or about to
engage in a business or a transaction for which any remaining assets of
such Borrower are unreasonably small;

(2)  no Borrower by executing, delivering or performing its obligations
under the Loan Documents or other documents to which it is a party or by
taking any action with respect thereto, intends to, nor believes that it
will, incur debts beyond its ability to pay them as they mature;

(3)  no Borrower and no Subsidiary by executing, delivering or performing
its obligations under the Loan Documents or other documents to which it is
a party or by taking any action with respect thereto, intends to hinder,
delay or defraud either its present or future creditors; and

(4)  no Borrower and no Subsidiary at this time contemplates filing a
petition in bankruptcy or for an arrangement or reorganization or similar
proceeding under any law of any jurisdiction, or, to the best of each
Borrower's knowledge, is the subject of any actual, pending or threatened
bankruptcy, insolvency or similar proceedings under any law of any
jurisdiction.

Section 1.47   No Labor Disputes. Except as set forth on Schedule 5.17, no
Borrower is involved in any labor dispute, there are no strikes or
walkouts involving more than 50 of the Borrowers' employees or union
organization of any number of any Borrower's employees threatened or in
existence, there are no labor-related grievances that claim an amount in
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excess of $250,000 individually or $500,000 in the aggregate, and no labor
contract is scheduled to expire prior to the Maturity Date.

ARTICLE VV
BORROWER'S AFFIRMATIVE COVENANTS

So long as the Obligations shall remain unpaid, or the Credit Facility
shall remain outstanding, each Borrower will comply with the following
requirements, unless the Lender shall otherwise consent in writing:

Section 1.48   REPORTING REQUIREMENTS. The Borrowers will deliver, or
cause to be delivered, to the Lender each of the following, which shall be
in form and detail acceptable to the Lender:

(1)  as soon as available, and in any event within 120 days after the end
of each fiscal year of each Borrower, such Borrower's audited financial
statements with the unqualified opinion of independent certified public
accountants selected by such Borrower and acceptable to the Lender, which
annual financial statements shall include such Borrower's balance sheet as
at the end of such fiscal year and the related statements of such
Borrower's income, retained earnings and cash flows for the fiscal year
then ended, prepared, if the Lender so requests, on a consolidating and
consolidated basis to include any Affiliates, all in reasonable detail and
prepared in accordance with GAAP, together with (i) copies of all
management letters prepared by such accountants; (ii) a report signed by
such accountants stating that in making the investigations necessary for
said opinion they obtained no knowledge, except as specifically stated, of
any Default or Event of Default hereunder and all relevant facts in
reasonable detail to evidence, and the computations as to, whether or not
such Borrower is in compliance with the requirements set forth in Sections
6.12, 6.13, 6.14, 6.15, 6.16 and 7.10; and (iii) a certificate of such
Borrower's chief financial officer or vice president--finance stating that
such financial statements have been prepared in accordance with GAAP and
whether or not such officer has knowledge of the occurrence of any Default
or Event of Default hereunder and, if so, stating in reasonable detail the
facts with respect thereto;

(2)  as soon as available and in any event within 30 days after the end of
each month, an unaudited/internal balance sheet and statements of income
and retained earnings of each Borrower as at the end of and for such month
and for the year to date period then ended, prepared, if the Lender so
requests, on a consolidating and consolidated basis to include any
Affiliates, in reasonable detail and stating in comparative form the
figures for the corresponding date and periods in the previous year, all
prepared in accordance with GAAP, subject to year-end audit adjustments;
and accompanied by a certificate of such Borrower's chief financial
officer or vice president--finance, substantially in the form of Exhibit F
hereto stating (i) that such financial statements have been prepared in
accordance with GAAP, subject to year-end audit adjustments, (ii) whether
or not such officer has knowledge of the occurrence of any Default or
Event of Default hereunder not theretofore reported and remedied and, if
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so, stating in reasonable detail the facts with respect thereto, and (iii)
all relevant facts in reasonable detail to evidence, and the computations
as to, whether or not such Borrower is in compliance with the requirements
set forth in Sections 6.12, 6.13, 6.14, 6.15, 6.16 and 7.10;

(3)  within 15 days after the end of each month or more frequently if the
Lender so requires, agings of each Borrower's accounts receivable and its
accounts payable, and a calculation of such Borrower's Accounts, Eligible
Accounts, Inventory and Eligible Inventory as at the end of such month or
shorter time period;

(4)  daily, receivables schedules, collection reports, an inventory
certification report, and a calculation of such Borrower's Accounts and
Inventory;

(5)  before the beginning of each fiscal year of each Borrower, the
projected balance sheets and income statements for each month of such
year, each in reasonable detail, representing such Borrower's good faith
projections and certified by such Borrower's chief financial officer or
vice president--finance as being the most accurate projections available
and identical to the projections used by such Borrower for internal
planning purposes, together with such supporting schedules and information
as the Lender may in its discretion require;

(6)  promptly after the commencement thereof, notice in writing of all
litigation and of all proceedings before any governmental or regulatory
agency affecting any Borrower of the type described in Section 5.12 or
which could reasonably be expected to result in a material adverse effect
on any Borrower; and monthly, notice in writing of all litigation and of
all proceedings before any governmental or regulatory agency affecting any
Borrower (except those previously disclosed to the Lender in writing) that
seek a monetary recovery against any Borrower in excess of $500,000 or
could reasonably be expected to result in a claim against any Borrower in
excess of $500,000;

(7)  as promptly as practicable (but in any event not later than five
business days) after an officer of any Borrower obtains knowledge of the
occurrence of any breach, default or event of default under any Security
Document or after any Responsible Officer obtains knowledge of any event
which constitutes a Default or Event of Default hereunder, notice of such
occurrence, together with a detailed statement by a responsible officer of
such Borrower of the steps being taken by such Borrower to cure the effect
of such breach, default or event;

(8)  as soon as possible and in any event within 30 days after any
Borrower knows or has reason to know that any Reportable Event with
respect to any Plan has occurred, the statement of such Borrower's chief
financial officer or vice president--finance setting forth details as to
such Reportable Event and the action which such Borrower proposes to take
with respect thereto, together with a copy of the notice of such
Reportable Event to the Pension Benefit Guaranty Corporation;
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(9)  as soon as possible, and in any event within 10 days after any
Borrower fails to make any quarterly contribution required with respect to
any Plan under Section 412(m) of the Internal Revenue Code of 1986, as
amended, the statement of such Borrower's chief financial officer or vice
president--finance setting forth details as to such failure and the action
which such Borrower proposes to take with respect thereto, together with a
copy of any notice of such failure required to be provided to the Pension
Benefit Guaranty Corporation;

(10) promptly upon knowledge thereof, notice of (i) any disputes or claims
by any Borrower's customers exceeding $150,000 individually or $300,000 in
the aggregate during any fiscal year; (ii) credit memos; (iii) any goods
returned to or recovered by such Borrower; and (iv) any change in the
persons constituting such Borrower's Responsible Officers;

(11) promptly upon knowledge thereof, notice of any loss of or material
damage to any Collateral or other collateral covered by the Security
Documents or of any substantial adverse change in any Collateral or such
other collateral or the prospect of payment thereof;

(12) promptly upon their distribution, copies of all financial statements,
reports and proxy statements which any Borrower shall have sent to its
stockholders generally;

(13) promptly after the sending or filing thereof, copies of all regular
and periodic reports which any Borrower shall file with the Securities and
Exchange Commission or any national securities exchange;

(14) promptly upon filing, copies of the state and federal tax returns and
all schedules thereto for each Borrower and each Guarantor;

(15) promptly upon knowledge thereof, notice of any Borrower's violation
of any law, rule or regulation, the non-compliance with which could
reasonably be expected to materially and adversely affect any Borrower's
business or its financial condition; and

(16) from time to time, with reasonable promptness, any and all
receivables schedules, collection reports, deposit records, equipment
schedules, copies of invoices to account debtors, shipment documents and
delivery receipts for goods sold, and such other material, reports,
records or information as the Lender may request related to any Borrower's
Collateral, business, or financial condition.

Section 1.49   BOOKS AND RECORDS; INSPECTION AND EXAMINATION.  Each
Borrower will keep accurate books of record and account for itself
pertaining to the Collateral and pertaining to such Borrower's business
and financial condition and such other matters as the Lender may from time
to time request in which true and complete entries will be made in
accordance with GAAP and, upon the Lender's request, will permit any
officer, employee, attorney or accountant for the Lender to audit, review,
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make extracts from or copy any and all corporate and financial books and
records of such Borrower at all times during ordinary business hours, to
send and discuss with account debtors and other obligors requests for
verification of amounts owed to such Borrower, and to discuss such
Borrower's affairs with any of its, officers, employees or agents (and,
after discussing such affairs with such Borrower's officers, (a) with
consent of such officers, to discuss any such affairs with any of such
Borrower's directors, and (b) without consent, to discuss any such affairs
with any of such Borrower's directors to the extent the Lender believes in
good faith that such affairs are material to the ongoing credit
relationship between the Lender and the Borrowers). Each Borrower will
permit the Lender, or its employees, accountants, attorneys or agents, to
examine and inspect any Collateral, other collateral covered by the
Security Documents or any other property of such Borrower at any time
during ordinary business hours.

Section 1.50   ACCOUNT VERIFICATION. The Lender may at any time and from
time to time send or require any Borrower to send requests for
verification of accounts or notices of assignment to account debtors and
other obligors. The Lender may also at any time and from time to time
telephone account debtors and other obligors to verify accounts.

Section 1.51   COMPLIANCE WITH LAWS.

(1)  Each Borrower will (i) comply with the requirements of applicable
laws and regulations, the non-compliance with which would materially and
adversely affect its business or its financial condition and (ii) use and
keep the Collateral, and require that others use and keep the Collateral,
only for lawful purposes, without material violation of any federal, state
or local law, statute or ordinance.

(2)  Without limiting the foregoing undertakings, each Borrower
specifically agrees that it will comply in all material respects with all
applicable Environmental Laws and obtain and comply with all permits,
licenses and similar approvals required by any Environmental Laws, and
will not generate, use, transport, treat, store or dispose of any
Hazardous Substances in such a manner as to create any material liability
or obligation under the common law of any jurisdiction or any
Environmental Law.

Section 1.52   PAYMENT OF TAXES AND OTHER CLAIMS.  Each Borrower will pay,
withhold, collect, remit or discharge, when assessed or due, (a) all
taxes, tax deficiencies, assessments and governmental charges levied or
imposed upon it or upon its income or profits, upon any properties
belonging to it (including, without limitation, the Collateral) or upon or
against the creation, perfection or continuance of the Security Interest,
prior to the date on which penalties attach thereto, (b) all federal,
state and local taxes required to be withheld by it, and (c) all lawful
claims for labor, materials and supplies which, if unpaid, might by law
become a lien or charge upon any properties of such Borrower; provided
that such Borrower shall not be required to pay any such tax, tax
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deficiency, assessment, charge or claim whose amount, applicability or
validity is being contested in good faith by appropriate proceedings and
for which proper reserves have been made.

Section 1.53   MAINTENANCE OF PROPERTIES.

(1)  Each Borrower will keep and maintain the Collateral, the other
collateral covered by the Security Documents and all of its other
properties necessary or useful in its business in good condition, repair
and working order (normal wear and tear excepted) and will from time to
time replace or repair any worn, defective or broken parts; provided,
however, that nothing in this Section 6.6 shall prevent such Borrower from
discontinuing the operation and maintenance of any of its properties if
such discontinuance is, in the Lender's judgment, desirable in the conduct
of such Borrower's business and not disadvantageous in any material
respect to the Lender.

(2)  Each Borrower will defend the Collateral against all claims or
demands of all persons (other than the Lender) claiming the Collateral or
any interest therein.

(3)  Each Borrower will keep all Collateral and other collateral covered
by the Security Documents free and clear of all security interests, liens
and encumbrances except Permitted Liens.

Section 1.54   INSURANCE.  Each Borrower will obtain and at all times
maintain insurance with insurers believed by such Borrower to be
responsible and reputable, in such amounts and against such risks as may
from time to time be required by the Lender, but in all events in such
amounts and against such risks as is usually carried by companies engaged
in similar business and owning similar properties in the same general
areas in which such Borrower operates. Without limiting the generality of
the foregoing, each Borrower will at all times maintain business
interruption insurance including coverage for force majeure and keep all
tangible Collateral insured against risks of fire (including so-called
extended coverage), theft, collision (for Collateral consisting of motor
vehicles) and such other risks and in such amounts as the Lender may
reasonably request, with any loss payable to the Lender to the extent of
its interest, and all policies of such insurance shall contain a lender's
loss payable endorsement for the Lender's benefit acceptable to the
Lender. All policies of liability insurance required hereunder shall name
the Lender as an additional insured.

Section 1.55   PRESERVATION OF EXISTENCE.  Except as permitted under
Section 7.6 or 7.7, each Borrower will preserve and maintain its existence
and all of its rights, privileges and franchises necessary or desirable in
the normal conduct of its business and shall conduct its business in an
orderly, efficient and regular manner.

Section 1.56   DELIVERY OF INSTRUMENTS, ETC. Upon request by the Lender,
each Borrower will promptly deliver to the Lender in pledge all
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instruments, documents and chattel papers constituting Collateral, duly
endorsed or assigned by such Borrower.

Section 1.57   LOCKBOX; COLLATERAL ACCOUNT.

(1)  Each Borrower shall irrevocably direct all present and future Account
debtors and other Persons obligated to make payments constituting
Collateral to make such payments directly to such Borrower's Lockbox.  All
of each Borrower's invoices, account statements and other written or oral
communications directing, instructing, demanding or requesting payment of
any Account or any other amount constituting Collateral shall
conspicuously direct that all payments be made to such Borrower's Lockbox
and shall include such Borrower's Lockbox address.  All payments received
in the Lockbox shall be processed to such Borrower's Collateral Account.

(2)  Each Borrower agrees to deposit in its Collateral Account or, at the
Lender's option, to deliver to the Lender all collections on Accounts,
contract rights, chattel paper and other rights to payment constituting
Collateral, and all other cash proceeds of Collateral, which such Borrower
may receive directly notwithstanding its direction to Account debtors and
other obligors to make payments to the Lockbox, immediately upon receipt
thereof, in the form received, except for such Borrower's endorsement when
deemed necessary.  Until delivered to the Lender or deposited in a
Collateral Account, all proceeds or collections of a Borrower's Collateral
shall be held in trust by such Borrower for and as the property of the
Lender and shall not be commingled with any funds or property of any
Borrower.

(3)  Amounts deposited in any Collateral Account shall not bear interest
and shall not be subject to withdrawal by any Borrower, except after full
payment and discharge of all Obligations.

(4)  All deposits in any Collateral Account shall constitute proceeds of
Collateral and shall not constitute payment of the Obligations. The Lender
from time to time at its discretion may (or, upon request by such
Borrower, will), after allowing one Banking Day for collection and one
Banking Day for processing, apply deposited funds in the Collateral
Account to the payment of the Obligations, in any order or manner of
application satisfactory to the Lender, by transferring such funds to the
Lender's general account.

(5)  All items deposited in any Borrower's Collateral Account shall be
subject to final payment. If any such item is returned uncollected, such
Borrower will promptly pay the Lender, or, for items deposited in the
Collateral Account, the bank maintaining such account, the amount of that
item, or such bank at its discretion may charge any uncollected item to
such Borrower's commercial account or other account.  Each Borrower shall
be liable as an endorser on all items deposited in such Borrower's
Collateral Account, whether or not in fact endorsed by such Borrower.

Section 1.58   PERFORMANCE BY THE LENDER. If any Borrower at any time
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fails to perform or observe any of the foregoing covenants contained in
this Article VI or elsewhere herein, and if such failure shall continue
for a period of ten calendar days after the Lender gives such Borrower
written notice thereof (or in the case of the agreements contained in
Sections 6.5, 6.7 and 6.10, immediately upon the occurrence of such
failure, without notice or lapse of time), the Lender may, but need not,
perform or observe such covenant on behalf and in the name, place and
stead of such Borrower (or, at the Lender's option, in the Lender's name)
and may, but need not, take any and all other actions which the Lender may
reasonably deem necessary to cure or correct such failure (including,
without limitation, the payment of taxes, the satisfaction of security
interests, liens or encumbrances, the performance of obligations owed to
account debtors or other obligors, the procurement and maintenance of
insurance, the execution of assignments, security agreements and financing
statements, and the endorsement of instruments); and the Borrowers shall
thereupon pay to the Lender on demand the amount of all monies expended
and all costs and expenses (including reasonable attorneys' fees and legal
expenses) incurred by the Lender in connection with or as a result of the
performance or observance of such agreements or the taking of such action
by the Lender, together with interest thereon from the date expended or
incurred at the Revolving Floating Rate. To facilitate the Lender's
performance or observance of such covenants of each Borrower, each
Borrower hereby irrevocably appoints the Lender, or the Lender's delegate,
acting alone, as such Borrower's attorney in fact (which appointment is
coupled with an interest) with the right (but not the duty) from time to
time to create, prepare, complete, execute, deliver, endorse or file in
the name and on behalf of such Borrower any and all instruments,
documents, assignments, security agreements, financing statements,
applications for insurance and other agreements and writings required to
be obtained, executed, delivered or endorsed by such Borrower under this
Section 6.12.

Section 1.59   MINIMUM DEBT SERVICE COVERAGE RATIO.  The Borrowers will
achieve, for the fiscal year ending December 31, 2000, a Debt Service
Coverage Ratio, determined on a consolidated basis, of not less than 0.5
to 1.  On or before December 31, 2000, the Borrowers and the Lender shall
agree on the required minimum Debt Service Coverage Ratio levels for
periods after such date, which levels shall be set in the Lender's
discretion based on the business plan of the Borrowers for the fiscal year
ending December 31, 2001.

Section 1.60   MINIMUM CAPITAL. The Borrowers will maintain, as of each
date described below, their Capital, determined on a consolidated basis,
at an amount not less than the amount set forth opposite such date:

DATE                              MINIMUM CAPITAL
September 30, 2000                          $9,000,000
December 31, 2000                           $9,000,000

On or before December 31, 2000, the Borrowers and the Lender shall agree
on the required minimum Capital levels for periods after such date. If the
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Borrowers and the Lender do not agree, the required minimum quarterly
Capital levels for the Borrowers as of the last day of each fiscal quarter
shall be equal to the difference of (a) the sum of (i) $9,000,000, plus
(ii) 50% of positive Pre-Tax Net Income for the Determination Period, plus
(iii) 50% of all equity contributions received by any Borrower and 50% of
all Subordinated Debt incurred by any Borrower during the Determination
Period, less (b) scheduled principal payments on Subordinated Debt
actually paid by the Borrower during the Determination Period. The
"Determination Period" for a given date shall mean the period beginning on
January 1, 2001 and ending on such date.

Section 1.61   MINIMUM YEAR-TO-DATE PRE-TAX NET INCOME. The Borrowers will
achieve, during each period described below, Pre-Tax Net Income,
determined on a consolidated basis, of not less than the amount set forth
opposite such period:

PERIOD                        MINIMUM PRE-TAX NET INCOME
Nine months ending September 30, 2000                 $5,000,000
Fiscal year ending December 31, 2000                 $6,700,000

On or before December 31, 2000, the Borrowers and the Lender shall agree
on the required minimum Pre-Tax Net Income levels for periods after such
date, which levels shall be set in the Lender's discretion based on the
business plan of the Borrowers for the fiscal year ending December 31,
2001.

Section 1.62   MINIMUM MONTHLY PRE-TAX NET INCOME. For each Loss Covenant
Month, the Borrowers shall achieve Pre-Tax Net Income, determined on a
consolidated basis, of not less than <$750,000>.  For each period
encompassing two Loss Covenant Months during the same fiscal quarter, the
Borrowers will achieve Pre-Tax Net Income, determined on a consolidated
basis, of not less than <$1,000,000>. Amounts shown in brackets ("<>")
indicate negative numbers.

Section 1.63   MAXIMUM PAST-DUE PAYABLES. Each Borrower individually shall
maintain its Past-Due Payables, determined as of the last day of each
fiscal quarter, at an amount that is less than or equal to 25% of such
Borrower's total accounts payable on such date. The Borrowers shall
maintain their Past-Due Payables, determined on a consolidated basis as of
the last day of each fiscal quarter, at an amount that is less than or
equal to 25% of the amount of all Borrowers' accounts payable, determined
on a consolidated basis on such date.

ARTICLE VIVI
NEGATIVE COVENANTS

So long as the Obligations shall remain unpaid, or the Credit Facility
shall remain outstanding, each Borrower agrees that, without the Lender's
prior written consent:

Section 1.64   LIENS.  No Borrower will create, incur or suffer to exist
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any mortgage, deed of trust, pledge, lien, security interest, collateral
assignment or transfer upon or of any of its assets, now owned or
hereafter acquired, to secure any indebtedness; excluding, however, from
the operation of the foregoing, the following (collectively, "Permitted
Liens"):

(1)  in the case of any of the property of any Borrower which is not
Collateral or other collateral described in the Security Documents,
covenants, restrictions, rights, easements and minor irregularities in
title which do not materially interfere with such Borrower's business or
operations as presently conducted;

(2)  mortgages, deeds of trust, pledges, liens, security interests and
assignments in existence on the date hereof and listed in Schedule 7.1
hereto, securing indebtedness for borrowed money permitted under Section
7.2;

(3)  the Security Interest and liens and security interests created by the
Security Documents;

(4)  purchase money security interests (including capital leases) relating
to the acquisition of machinery and equipment of any Borrower not
exceeding the lesser of cost or fair market value thereof and so long as
no Default Period is then in existence and none would exist immediately
after such acquisition;

(5)  so long as no Default Period exists or would exist immediately after
or as a result of the incurrence of indebtedness related thereto, Pemco
Aeroplex, Inc. may grant leasehold mortgages to a financial institution or
other lender with respect to its facilities located at Dothan, Alabama and
Birmingham, Alabama, to secure loans in an aggregate principal amount not
to exceed $5,000,000.  Pemco Aeroplex, Inc. may incur indebtedness in
excess of $5,000,000 secured by such leasehold mortgages upon the Lender's
prior written consent, which shall not be unreasonably withheld so long as
(i) no Default Period exists or would exist immediately after or as a
result of the incurrence of such indebtedness and (ii) the Borrowers have
delivered to the Lender pro-forma financial statements acceptable to the
Lender showing the Borrowers' ability to service such debt for a period of
twelve months from the date of such incurrence of indebtedness;

(6)  judgment liens not exceeding $50,000 in the aggregate at any one time
outstanding, liens for taxes, assessments or other governmental charges
not delinquent or being contested in good faith and by appropriate
proceedings and with respect to which proper reserves have been taken by
Borrowers, provided that (i) the lien has no effect on the priority of the
Security Interest or the value of the Collateral and (ii) a stay of
enforcement of any such lien is in effect;

(7)  deposits or pledges of cash to secure obligations under worker's
compensation, social security or similar laws, or under unemployment
insurance;
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(8)  deposits or pledges of cash to secure bids, tenders, contracts (other
than contracts for the payment of money), leases, statutory obligations,
surety and appeal bonds and other obligations of like nature arising in
the ordinary course of any Borrower's business;

(9)  mechanics', workers', materialmen's, landlords', or other like liens
arising in the ordinary course of any Borrower's business with respect to
obligations which are not due or which are being contested in good faith
by the applicable Borrower;

(10) present or future zoning laws and ordinances or other laws and
ordinances restricting the occupancy, use or enjoyment of any real
property;

(11) UCC-1 financing statements filed for information purposes regarding
operating leases entered into by any Borrower; and

(12) security interests or liens in favor of GMAC Commercial Credit, LLC
to the extent such lender has executed a payoff letter promising to
release such security interests or liens upon receipt of a sum certain,
which letter shall be acceptable to the Lender in its sole discretion.

Section 1.65   INDEBTEDNESS.  No Borrower will incur, create, assume or
permit to exist any indebtedness or liability on account of deposits or
advances or any indebtedness for borrowed money or letters of credit
issued on such Borrower's behalf, or any other indebtedness or liability
evidenced by notes, bonds, debentures or similar obligations, except:

(1)  indebtedness arising hereunder;

(2)  indebtedness of such Borrower in existence on the date hereof and
listed in Schedule 7.2 hereto;

(3)  indebtedness relating to liens permitted in accordance with Section
7.1; and

(4)  indebtedness to of one Borrower to another Borrower permitted in
accordance with Section 7.4.

Section 1.66   GUARANTIES.  No Borrower will assume, guarantee, endorse or
otherwise become directly or contingently liable in connection with any
obligations of any other Person, except:

(1)  the endorsement of negotiable instruments by such Borrower for
deposit or collection or similar transactions in the ordinary course of
business;

(2)  guaranties, endorsements and other direct or contingent liabilities
in connection with the obligations of other Persons, in existence on the
date hereof and listed in Schedule 7.2 hereto; and
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(3)  guaranties by any Borrower of any other Borrower's obligations.

Section 1.67   INVESTMENTS AND SUBSIDIARIES.

(1)  Except by means of a Permitted Acquisition in accordance with Section
7.7, no Borrower will purchase or hold beneficially any stock or other
securities or evidences of indebtedness of, make or permit to exist any
loans or advances to, or make any investment or acquire any interest
whatsoever in, any other Person, including specifically but without
limitation any partnership or joint venture, except:

(1)  investments in direct obligations of the United States of America or
any agency or instrumentality thereof whose obligations constitute full
faith and credit obligations of the United States of America having a
maturity of one year or less, commercial paper issued by U.S. corporations
rated "A-1" or "A-2" by Standard & Poors Corporation or "P-1" or "P-2" by
Moody's Investors Service or certificates of deposit or bankers'
acceptances having a maturity of one year or less issued by members of the
Federal Reserve System having deposits in excess of $100,000,000 (which
certificates of deposit or bankers' acceptances are fully insured by the
Federal Deposit Insurance Corporation);

(2)  travel advances or loans to such Borrower's officers and employees
not exceeding at any one time an aggregate of $50,000;

(3)  loans, advances, or capital contributions from one Borrower to any
other Borrower;

(4)  loans to Guarantors not exceeding $250,000 in the aggregate to all
Guarantors at any one time; and

(5)  advances in the form of progress payments, prepaid rent not exceeding
two months or security deposits.

(2)  No Borrower will create or permit to exist any Subsidiary, other than
any Subsidiary in existence on the date hereof and listed in Schedule 5.4
or any Subsidiary acquired in a Permitted Acquisition or formed for the
sole purpose of effecting a Permitted Acquisition.

Section 1.68   DIVIDENDS. No Borrower will declare or pay any dividends
(other than dividends payable solely in stock of such Borrower) on any
class of its stock or make any payment on account of the purchase,
redemption or other retirement of any shares of such stock or make any
distribution in respect thereof, either directly or indirectly.

Section 1.69   SALE OR TRANSFER OF ASSETS; SUSPENSION OF BUSINESS
OPERATIONS.  No Borrower will sell, lease, assign, transfer or otherwise
dispose of (i) the stock of any Subsidiary (except that Pemco Aeroplex,
Inc. may sell all (but not less than all) of the stock of Space Vector
Corporation provided the proceeds of such sale (A) are sufficient to repay
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in full all Advances made by the Lender to Space Vector Corporation and
(B) in accordance with Section 6.10, are directed to a Collateral Account
for such purpose, and the Lender shall release Space Vector Corporation
from the Obligations at the time of receipt of such proceeds), (ii) all or
a substantial part of its assets (except that Space Vector Corporation may
sell substantially all (but not less than substantially all) of its assets
provided the proceeds of such sale meet the requirements of clauses (i)(A)
and (i)(B) of this Section 7.6), or (iii) any Collateral or any interest
therein (whether in one transaction or in a series of transactions) to any
other Person other than the sale of Inventory in the ordinary course of
business or liquidate, dissolve or suspend business operations.  In the
case of a sale of the assets or stock of Space Vector Corporation in
accordance with this Section 7.6, the Lender will release or terminate the
Security Interest with respect to the assets of Space Vector Corporation.
Notwithstanding the foregoing, except during any Default Period, any
Borrower may transfer its property to any other Borrower provided that
prior to such transfer (x) the Borrower Agent gives written notice to the
Lender of the proposed transfer, (y) Borrowers provide any financing
statements and/or fixture filings necessary to perfect and continue
perfected the Security Interest, and (z) simultaneous with such transfer,
the Borrowers make any mandatory prepayment that may be required in
accordance with Section 2.14 as a result of such transfer. In addition,
any Borrower may sell obsolete or worn-out Equipment without the Lender's
consent so long as the  proceeds from the sale of obsolete or worn-out
Equipment pursuant to this sentence do not exceed $250,000 in any fiscal
year for all of the Borrowers in the aggregate. No Borrower will in any
manner transfer any property without prior or present receipt of cash or
property that is equal to or greater than the fair market value of any
such transferred property.

Section 1.70   CONSOLIDATION AND MERGER; ASSET ACQUISITIONS; PERMITTED
ACQUISITIONS.  Except as set forth below, no Borrower will consolidate
with or merge into any Person, or permit any other Person to merge into
it, or acquire (in a transaction analogous in purpose or effect to a
consolidation or merger) all or substantially all the assets of any other
Person.  Notwithstanding the foregoing, a Borrower may do any of the
following:

(1)  so long as no Default Period exists or would result from the
consummation of any merger or consolidation described in this subsection
(a), (i) any Borrower may be merged or consolidated with or into any other
Borrower; and (ii) any Borrower may be merged or consolidated with any one
or more other Subsidiaries of any Borrower, provided in either case that
(A) a Borrower is the surviving corporation, (B) the Lender retains a
valid and perfected first priority security interest in all assets of such
Borrower, (C) no capital stock or other equity interest or assets acquired
in connection with such acquisition shall be subject to any lien or
encumbrance other than Permitted Liens, and (D) each holder of
Subordinated Debt shall execute such documents as may be requested by the
Lender to affirm that all indebtedness of such resulting Borrower to such
holder of Subordinated Debt shall be subordinated to all indebtedness of
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such resulting Borrower to the Lender, on substantially the same terms and
conditions as the pre-existing Subordinated Debt of such holder is
subordinated;

(2)  any Borrower may acquire the assets or capital stock or other equity
interest in a Person (including by means of a merger of such Person with
or into a Borrower or a newly formed subsidiary of a Borrower, the effect
of which is substantially the same as a purchase of the assets or stock of
such Person) provided that the Person is a domestic corporation, limited
liability company, or partnership (any such acquisition pursuant to this
subsection (b), a "Permitted Acquisition"), so long as (i) such
acquisition and all transactions related thereto shall be consummated in
accordance with applicable law; (ii) such acquisition shall result in the
acquired entity becoming a Borrower; (iii) no capital stock or other
equity interest or assets acquired in connection with such acquisition
shall be subject to any lien or encumbrance other than Permitted Liens;
(iv) neither the Borrower nor any of its Subsidiaries shall assume or
incur, directly or indirectly, any indebtedness or other liability in
connection with such acquisition (other than permitted in accordance with
Section 7.2); (v) no Default Period shall exist either before or after
giving effect to such acquisition or as a result thereof; (vi) the
aggregate value of the cash or other non-stock consideration for all
acquisitions permitted under this subsection (b) does not exceed
$5,000,000 in any fiscal year; (vii) after giving effect to such
acquisition, Aggregate Availability shall not be less than $2,000,000; and
(viii) each holder of Subordinated Debt shall execute such documents as
may be requested by the Lender to affirm that all indebtedness of such
resulting Borrower to such holder of Subordinated Debt shall be
subordinated to all indebtedness of such resulting Borrower to the Lender,
on substantially the same terms and conditions as the pre-existing
Subordinated Debt of such holder is subordinated; and

(3)  in addition to the foregoing, and notwithstanding the provisions of
Subsection 7.7(b), any Borrower may, after obtaining the prior written
consent of the Lender, acquire the assets or capital stock or other equity
interest in a non-domestic Person or a domestic Person. Such consent by
the Lender shall be exercised in its sole discretion, exercised in good
faith.

Section 1.71   SALE AND LEASEBACK.  No Borrower will enter into any
arrangement, directly or indirectly, with any other Person whereby such
Borrower shall sell or transfer any real or personal property, whether now
owned or hereafter acquired, and then or thereafter rent or lease as
lessee such property or any part thereof or any other property which such
Borrower intends to use for substantially the same purpose or purposes as
the property being sold or transferred.

Section 1.72   RESTRICTIONS ON NATURE OF BUSINESS.  No Borrower will
engage in any line of business materially different from that presently
engaged in by such Borrower and will not purchase, lease or otherwise
acquire assets not related or incidental to its business.
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Section 1.73   CAPITAL EXPENDITURES.  The Borrowers will not, during any
period described below, incur or contract to incur Unfinanced Capital
Expenditures, determined on a consolidated basis, of more than the amount
set forth opposite such period:

MAXIMUM UNFINANCED
PERIOD                                       CAPITAL EXPENDITURES

Nine months ending September 30, 2000                  $9,500,000
Ten months ending October 31, 2000                     $8,500,000
Eleven months ending November 30, 2000                 $8,500,000
Fiscal year ending December 31, 2000                   $8,500,000

On or before December 31, 2000, the Borrowers and the Lender shall agree
on the maximum Unfinanced Capital Expenditure levels for periods after
such date, which levels shall be set in the Lender's discretion based on
the business plan of the Borrowers for the fiscal year ending December 31,
2001.

Section 1.74   ACCOUNTING.  No Borrower will adopt any material change in
accounting principles other than as required by GAAP.  No Borrower will
adopt, permit or consent to any change in its fiscal year.

Section 1.75   DISCOUNTS, ETC.  No Borrower will, after notice from the
Lender (which notice shall be given and shall remain effective only during
a Default Period), grant any discount, credit or allowance to any customer
of such Borrower or accept any return of goods sold, or at any time
(whether before or after notice from the Lender) modify, amend,
subordinate, cancel or terminate the obligation of any account debtor or
other obligor of such Borrower.

Section 1.76   DEFINED BENEFIT PENSION PLANS.  No Borrower will adopt,
create, assume or become a party to any defined benefit pension plan,
unless disclosed to the Lender pursuant to Section 5.10.

Section 1.77   OTHER DEFAULTS. No Borrower will permit any breach,
default, or event of default (and the expiration of the applicable period
of grace, if any, specified in the applicable instrument, agreement,
contract, or lease) to occur (a) under any note, loan agreement, or
indenture binding upon such Borrower in the amount of $250,000 or greater
or (b) under any lease, mortgage, contract for deed, security agreement,
or other contractual obligation binding upon such Borrower if such breach,
default, or event of default would materially adversely affect the
business or financial condition of any Borrower.

Section 1.78   PLACE OF BUSINESS; NAME.  No Borrower will transfer its
chief executive office or principal place of business, or move, relocate,
close or sell any business location unless Lender receives 30 days prior
written notice and prior to expiration of such 30 days, Borrowers provide
any financing statements and/or fixture filings necessary to perfect and
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continue perfected the Security Interest. No Borrower will permit any
tangible Collateral (except for Collateral in transit in the ordinary
course of business) or any records pertaining to the Collateral to be
located in any state or area in which, in the event of such location, a
financing statement covering such Collateral would be required to be, but
has not in fact been, filed in order to perfect the Security Interest.  No
Borrower will change its name unless Lender receives 30 days prior written
notice and prior to expiration of such 30 days, Borrowers provide any
financing statements and/or fixture filings necessary to perfect and
continue perfected the Security Interest.

Section 1.79   ORGANIZATIONAL DOCUMENTS; S CORPORATION STATUS.  No
Borrower will amend its certificate of incorporation, articles of
incorporation or bylaws in any manner adverse to the Lender. No Borrower
will become an S Corporation within the meaning of the Internal Revenue
Code of 1986, as amended.

Section 1.80   SUBORDINATED DEBT PAYMENTS. No Borrower will make any
payment (whether of principal, interest, or otherwise) on any Subordinated
Debt; provided, however, that Borrowers may pay the regularly scheduled
installments of interest and principal due under the Special Value Loan
Agreement so long as (a) no Default Period then exists or would exist
immediately after or as a result of such payment, (b) Aggregate
Availability on the date of such payment is not less than the sum of the
amount of such payment plus $1,000,000, and (c) average daily Aggregate
Availability for the 90 days prior to the date of such payment (or, if the
Funding Date was fewer than 90 days prior to such payment, for the entire
period since the Funding Date) is not less than the sum of the amount of
such payment plus $1,000,000.

ARTICLE VIIVII
EVENTS OF DEFAULT, RIGHTS AND REMEDIES

Section 1.81   EVENTS OF DEFAULT. "Event of Default", wherever used
herein, means any one of the following events:

(1)  Default in the payment of the Obligations within two Banking Days of
the date they become due and payable (except that on the Maturity Date,
all of the Obligations shall be due and payable immediately without any
such grace period);

(2)  Failure to pay when due any amount specified in Section 2.3 relating
to the Borrowers' Obligation of Reimbursement, or failure to pay
immediately when due or upon termination of the Credit Facility any
amounts required to be paid for deposit in the Special Account under
Section 2.4 or;

(3)  Default in the performance, or breach, of the covenants contained in
Sections 6.1(f), 6.1(o), 6.4(a), or 6.6(a) of this Agreement if such
Default remains unremedied 10 calendar days after its occurrence; or
default in the performance, or breach, of any other covenant or agreement
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of any Borrower contained in this Agreement or any other Loan Document.

(4)  Any Borrower or any Guarantor shall be or become insolvent, or admit
in writing its or his inability to pay its or his debts as they mature, or
make an assignment for the benefit of creditors; or any Borrower or any
Guarantor shall apply for or consent to the appointment of any receiver,
trustee, or similar officer for it or him or for all or any substantial
part of its or his property; or such receiver, trustee or similar officer
shall be appointed without the application or consent of such Borrower or
such Guarantor, as the case may be; or any Borrower or any Guarantor shall
institute (by petition, application, answer, consent or otherwise) any
bankruptcy, insolvency, reorganization, arrangement, readjustment of debt,
dissolution, liquidation or similar proceeding relating to it or him under
the laws of any jurisdiction; or any such proceeding shall be instituted
(by petition, application or otherwise) against any such Borrower; or any
judgment, writ, warrant of attachment or execution or similar process
shall be issued or levied against a substantial part of the property of
any Borrower or any Guarantor; or a petition shall be filed by any
Borrower or any Guarantor under the United States Bankruptcy Code naming
such Borrower or such Guarantor as debtor;

(5)  Any bankruptcy, insolvency, reorganization, arrangement, readjustment
of debt, dissolution, liquidation or similar proceeding relating to a
Guarantor shall be instituted (by petition, application, or otherwise)
against any such Guarantor, or a petition shall be filed against any
Guarantor under the United States Bankruptcy Code naming such Guarantor as
debtor, and in either case such proceeding or petition is not dismissed
within 30 days of institution;

(6)  Any representation or warranty made by any Borrower in this
Agreement, by any Guarantor in any guaranty delivered to the Lender, or by
any Borrower (or any of its officers) or any Guarantor in any agreement,
certificate, instrument or financial statement or other statement
contemplated by or made or delivered pursuant to or in connection with
this Agreement or any such guaranty shall prove to have been incorrect in
any material respect when deemed to be effective;

(7)  The rendering against any Borrower of a final judgment, decree or
order for the payment of money in excess of $250,000 and the continuance
of such judgment, decree or order unsatisfied and in effect for any period
of 45 consecutive days without a stay of execution;

(8)  Any Reportable Event, which the Lender determines in good faith might
constitute grounds for the termination of any Plan or for the appointment
by the appropriate United States District Court of a trustee to administer
any Plan, shall have occurred and be continuing 30 days after written
notice to such effect shall have been given to any Borrower by the Lender;
or a trustee shall have been appointed by an appropriate United States
District Court to administer any Plan; or the Pension Benefit Guaranty
Corporation shall have instituted proceedings to terminate any Plan or to
appoint a trustee to administer any Plan; or any Borrower shall have filed
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for a distress termination of any Plan under Title IV of ERISA; or any
Borrower shall have failed to make any quarterly contribution required
with respect to any Plan under Section 412(m) of the Internal Revenue Code
of 1986, as amended, which the Lender determines in good faith may by
itself, or in combination with any such failures that the Lender may
determine in good faith are likely to occur in the future, result in the
imposition of a lien on any Borrower's assets in favor of the Plan;

(9)  An event of default shall occur under any Security Document or under
any other security agreement, mortgage, deed of trust, assignment or other
instrument or agreement securing any obligations of any Borrower hereunder
or under any note;

(10) Any Borrower shall liquidate, dissolve, terminate or suspend its
business operations or otherwise fail to operate its business in the
ordinary course, without the Lender's prior written consent;

(11) Any Guarantor shall repudiate, purport to revoke or fail to perform
any such Guarantor's obligations under such Guarantor's guaranty in favor
of the Lender, or any Guarantor shall cease to exist except by means of a
transaction permitted under Section 7.7(a);

(12) Any Borrower shall take or participate in any action which would be
prohibited under the provisions of any Subordination Agreement or make any
payment on the Subordinated Indebtedness (as defined in the Subordination
Agreement) that any Person was not entitled to receive under the
provisions of the Subordination Agreement;

(13) Any Change of Ownership or Change in Control shall occur; or

(14) There shall occur any breach, default or event of default by or
attributable to any Subsidiary under any agreement between such Subsidiary
and the Lender (other than under the Loan Documents).

Section 1.82   RIGHTS AND REMEDIES. During any Default Period, the Lender
may exercise any or all of the following rights and remedies:

(1)  the Lender may, by notice to the Borrowers, declare the Commitment to
be terminated, whereupon the same shall forthwith terminate;

(2)  the Lender may, by notice to the Borrowers, declare the Obligations
to be forthwith due and payable, whereupon all Obligations shall become
and be forthwith due and payable, without presentment, notice of dishonor,
protest or further notice of any kind, all of which each Borrower hereby
expressly waives;

(3)  the Lender may, without notice to the Borrowers and without further
action, apply any and all money owing by the Lender to any such Borrower
to the payment of the Obligations;

(4)  the Lender may make demand upon any Borrower and, forthwith upon such
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demand, the Borrowers will pay to the Lender in immediately available
funds for deposit in the Special Account pursuant to Section 2.14 an
amount equal to the aggregate maximum amount available to be drawn under
all Letters of Credit then outstanding, assuming compliance with all
conditions for drawing thereunder;

(5)  the Lender may exercise and enforce any and all rights and remedies
available upon default to a secured party under the UCC, including,
without limitation, the right to take possession of Collateral, or any
evidence thereof, proceeding without judicial process or by judicial
process (without a prior hearing or notice thereof, which each Borrower
hereby expressly waives) and the right to sell, lease or otherwise dispose
of any or all of the Collateral, and, in connection therewith, each
Borrower will on demand assemble the Collateral and make it available to
the Lender at a place to be designated by the Lender which is reasonably
convenient to both parties;

(6)  the Lender may exercise and enforce its rights and remedies under the
Loan Documents; and

(7)  the Lender may exercise any other rights and remedies available to it
by law or agreement.

Notwithstanding the foregoing, upon the occurrence of an Event of Default
described in subsection (d) of Section 8.1, the Obligations shall be
immediately due and payable automatically without presentment, demand,
protest or notice of any kind.

Section 1.83   CERTAIN NOTICES. If notice to any Borrower of any intended
disposition of Collateral or any other intended action is required by law
in a particular instance, such notice shall be deemed commercially
reasonable if given (in the manner specified in Section 9.3) at least ten
calendar days before the date of intended disposition or other action.

ARTICLE VIII
MISCELLANEOUS

Section 1.84   NO WAIVER; CUMULATIVE REMEDIES. No failure or delay by the
Lender in exercising any right, power or remedy under the Loan Documents
shall operate as a waiver thereof; nor shall any single or partial
exercise of any such right, power or remedy preclude any other or further
exercise thereof or the exercise of any other right, power or remedy under
the Loan Documents. The remedies provided in the Loan Documents are
cumulative and not exclusive of any remedies provided by law.

Section 1.85   AMENDMENTS, ETC. No amendment, modification, termination or
waiver of any provision of any Loan Document or consent to any departure
by any Borrower therefrom or any release of a Security Interest shall be
effective unless the same shall be in writing and signed by the Lender,
and then such waiver or consent shall be effective only in the specific
instance and for the specific purpose for which given. No notice to or
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demand on any Borrower in any case shall entitle any Borrower to any other
or further notice or demand in similar or other circumstances.

Section 1.86   ADDRESSES FOR NOTICES, ETC. Except as otherwise expressly
provided herein, all notices, requests, demands and other communications
provided for under the Loan Documents shall be in writing and shall be (a)
personally delivered, (b) sent by first class United States mail, (c) sent
by overnight courier of national reputation, or (d) transmitted by
telecopy, in each case addressed or telecopied to the party to whom notice
is being given at its address or telecopier number as set forth below:

If to the Borrowers:

Pemco Aviation Group, Inc., as Borrowers' Agent
1943 North 50th Street
Birmingham, Alabama 35212
Telecopier:  205-595-6631
Attention: John Lee

with a copy to:

Latham & Watkins
633 West Fifth Street, Suite 4000
Los Angeles, California 90071-2007
Attn: John Jameson, Esq.

If to the Lender:

Wells Fargo Business Credit, Inc.
MAC C7300-300
1740 Broadway
Denver, Colorado 80274-8625
Telecopier:  (303) 863-4904
Attention: Tim Ulrich

or, as to each party, at such other address or telecopier number as may
hereafter be designated by such party in a written notice to the other
party complying as to delivery with the terms of this Section. All such
notices, requests, demands and other communications shall be deemed to
have been given on (a) the date received if personally delivered, (b) when
deposited in the mail if delivered by mail, (c) the date sent if sent by
overnight courier, or (d) the date of transmission if delivered by
telecopy, except that notices or requests to the Lender pursuant to any of
the provisions of Article II shall not be effective until received by the
Lender.

Section 1.87   FURTHER DOCUMENTS.  Each Borrower will from time to time
execute and deliver or endorse any and all instruments, documents,
conveyances, assignments, security agreements, financing statements and
other agreements and writings that the Lender may reasonably request in
order to secure, protect, perfect or enforce the Security Interest or the
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Lender's rights under the Loan Documents (but any failure to request or
assure that such Borrower executes, delivers or endorses any such item
shall not affect or impair the validity, sufficiency or enforceability of
the Loan Documents and the Security Interest, regardless of whether any
such item was or was not executed, delivered or endorsed in a similar
context or on a prior occasion).

Section 1.88   COLLATERAL. This Agreement does not contemplate a sale of
accounts, contract rights or chattel paper, and, as provided by law, each
Borrower is entitled to any surplus and shall remain liable for any
deficiency. The Lender's duty of care with respect to Collateral in its
possession (as imposed by law) shall be deemed fulfilled if it exercises
reasonable care in physically keeping such Collateral, or in the case of
Collateral in the custody or possession of a bailee or other third person,
exercises reasonable care in the selection of the bailee or other third
person, and the Lender need not otherwise preserve, protect, insure or
care for any Collateral. The Lender shall not be obligated to preserve any
rights any Borrower may have against prior parties, to realize on the
Collateral at all or in any particular manner or order or to apply any
cash proceeds of the Collateral in any particular order of application.

Section 1.89   COSTS AND EXPENSES.  Each Borrower, jointly and severally,
agrees to pay on demand all costs and expenses, including (without
limitation) reasonable attorneys' fees, incurred by the Lender in
connection with the Obligations, this Agreement, the Loan Documents, any
Letters of Credit, and any other document or agreement related hereto or
thereto, and the transactions contemplated hereby, including without
limitation all such costs, expenses and fees incurred in connection with
the negotiation, preparation, execution, amendment, administration,
performance, collection and enforcement of the Obligations and all such
documents and agreements and the creation, perfection, protection,
satisfaction, foreclosure or enforcement of the Security Interest.

Section 1.90   INDEMNITY. In addition to the payment of expenses pursuant
to Section 9.6, each Borrower agrees, jointly and severally, to indemnify,
defend and hold harmless the Lender, and any of its participants, parent
corporations, subsidiary corporations, affiliated corporations, successor
corporations, and all present and future officers, directors, employees,
attorneys and agents of the foregoing (the "Indemnitees") from and against
any of the following (collectively, "Indemnified Liabilities"):

(1)  any and all transfer taxes, documentary taxes, assessments or charges
made by any governmental authority by reason of the execution and delivery
of the Loan Documents or the making of the Advances;

(2)  any claims, loss or damage to which any Indemnitee may be subjected
if any representation or warranty contained in Section 5.12 proves to be
incorrect in any respect or as a result of any violation of the covenant
contained in Section 6.4(b); and

(3)  any and all other liabilities, losses, damages, penalties, judgments,
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suits, claims, costs and expenses of any kind or nature whatsoever
(including, without limitation, the reasonable fees and disbursements of
counsel) in connection with the foregoing and any other investigative,
administrative or judicial proceedings, whether or not such Indemnitee
shall be designated a party thereto, which may be imposed on, incurred by
or asserted against any such Indemnitee, in any manner related to or
arising out of or in connection with the making of the Advances and the
Loan Documents or the use or intended use of the proceeds of the Advances;
provided that Borrowers shall not be responsible for any loss, cost or
expense of any kind resulting from an Indemnitee's gross negligence or
willful misconduct.

If any investigative, judicial or administrative proceeding arising from
any of the foregoing is brought against any Indemnitee, upon such
Indemnitee's request, each Borrower, or counsel designated by each such
Borrower and satisfactory to the Indemnitee, will resist and defend such
action, suit or proceeding to the extent and in the manner directed by the
Indemnitee, at the Borrowers' sole cost and expense. Each Indemnitee will
use its best efforts to cooperate in the defense of any such action, suit
or proceeding. If the foregoing undertaking to indemnify, defend and hold
harmless may be held to be unenforceable because it violates any law or
public policy, each Borrower shall nevertheless make the maximum
contribution to the payment and satisfaction of each of the Indemnified
Liabilities which is permissible under applicable law.  Each Borrower's
obligation under this Section 9.7 shall survive the termination of this
Agreement and the discharge of any Borrower's other obligations hereunder.

Section 1.91   PARTICIPANTS. The Lender and its participants, if any, are
not partners or joint venturers, and the Lender shall not have any
liability or responsibility for any obligation, act or omission of any of
its participants. All rights and powers specifically conferred upon the
Lender may be transferred or delegated to any of the Lender's
participants, successors or assigns.

Section 1.92   EXECUTION IN COUNTERPARTS. This Agreement and other Loan
Documents may be executed in any number of counterparts, each of which
when so executed and delivered shall be deemed to be an original and all
of which counterparts, taken together, shall constitute but one and the
same instrument.

Section 1.93   BINDING EFFECT; ASSIGNMENT; COMPLETE AGREEMENT; EXCHANGING
INFORMATION. The Loan Documents shall be binding upon and inure to the
benefit of the Borrowers and the Lender and their respective successors
and assigns, except that no Borrower shall have the right to assign its
rights thereunder or any interest therein without the Lender's prior
written consent. This Agreement, together with the Loan Documents,
comprises the complete and integrated agreement of the parties on the
subject matter hereof and supersedes all prior agreements, written or
oral, on the subject matter hereof. Without limiting the Lender's right to
share information regarding the Borrowers and their Subsidiaries with the
Lender's participants, accountants, lawyers and other advisors, but
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subject to Section 9.14, the Lender, Wells Fargo & Company, and all direct
and indirect subsidiaries of Wells Fargo & Company, may exchange any and
all information they may have in their possession regarding each Borrower
and its Subsidiaries, and each Borrower waives any right of
confidentiality it may have with respect to such exchange of such
information.

Section 1.94   SEVERABILITY OF PROVISIONS. Any provision of this Agreement
which is prohibited or unenforceable shall be ineffective to the extent of
such prohibition or unenforceability without invalidating the remaining
provisions hereof.

Section 1.95   HEADINGS. Article and Section headings in this Agreement
are included herein for convenience of reference only and shall not
constitute a part of this Agreement for any other purpose.

Section 1.96   GOVERNING LAW; JURISDICTION, VENUE; WAIVER OF JURY TRIAL.
The Loan Documents shall be governed by and construed in accordance with
the substantive laws (other than conflict laws) of the State of Colorado.
This Agreement shall be governed by and construed in accordance with the
substantive laws (other than conflict laws) of the State of Colorado.  The
parties hereto hereby (i) consent to the personal jurisdiction of the
state and federal courts located in the State of Colorado in connection
with any controversy related to this Agreement; (ii) waive any argument
that venue in any such forum is not convenient, (iii) agree that any
litigation initiated by the Lender or any Borrower in connection with this
Agreement or the other Loan Documents shall be venued in either the
District Court for the City and County of Denver, Colorado, or the United
States District Court, District of Colorado; and (iv) agree that a final
judgment in any such suit, action or proceeding shall be conclusive and
may be enforced in other jurisdictions by suit on the judgment or in any
other manner provided by law. THE PARTIES WAIVE ANY RIGHT TO TRIAL BY JURY
IN ANY ACTION OR PROCEEDING BASED ON OR PERTAINING TO THIS AGREEMENT.

Section 1.97   CONFIDENTIALITY. The Lender agrees that material, non-
public information regarding the Borrowers and their Subsidiaries, their
operations, assets, and existing and contemplated business plans shall be
treated by the Lender in a confidential manner, and shall not be disclosed
by it to Persons who are not parties to this Agreement, except that the
Lender may disclose such information (a) to counsel for, and other
advisors, accountants, and auditors to, the Lender, (b) as may be required
by statute, decision, or judicial or administrative order, rule, or
regulation, (c) as may be agreed to in advance by any Borrower, (d) as to
any such information that is or becomes generally available to the public
(other than as a result of prohibited disclosure by the Lender), (e) to
Wells Fargo & Company and all direct and indirect subsidiaries of Wells
Fargo & Company, in either case to the extent that the Lender believes in
good faith that such disclosure is necessary for the efficient
administration of its loans to any Borrower, (f) in connection with any
assignment, prospective assignment, sale, prospective sale, participation
or prospective participation, or pledge or prospective pledge of the
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Lender's interests under this Agreement; provided that any such counsel,
advisor, accountants, auditors and any such assignee, prospective
assignee, purchaser, prospective purchaser, participant, prospective
participant, pledgee, or prospective pledgee shall have agreed in writing
to take its interest hereunder subject to the terms hereof, or (g) to the
extent that the Lender in good faith believes that such disclosure is
necessary for the enforcement of the Loan Documents, collection of the
Obligations, or realization on the Collateral.

Section 1.98   BORROWING AGENCY.

(1)  Each Borrower hereby irrevocably designates Borrowing Agent to be its
attorney and agent and in such capacity to borrow, sign and endorse notes,
and execute and deliver all instruments, documents, writings and further
assurances now or hereafter required hereunder, on behalf of such Borrower
or Borrowers, and hereby authorizes the Lender to pay over or credit all
loan proceeds hereunder in accordance with the request of Borrowing Agent.

(2)  The handling of this credit facility as a co-borrowing facility with
a borrowing agent in the manner set forth in this Agreement is solely as
an accommodation to Borrowers and at their request.  Lender shall not
incur liability to any Borrower as a result thereof.  To induce Lender to
do so and in consideration thereof, each Borrower hereby indemnifies
Lender and holds Lender harmless from and against any and all liabilities,
expenses, losses, damages and claims of damage or injury asserted against
Lender by any Person arising from or incurred by reason of the handling of
the financing arrangements of Borrowers as provided herein, reliance by
Lender on any request or instruction from Borrowing Agent or any other
action taken by Lender with respect to this Section 9.15 except due to
willful misconduct or gross (not mere) negligence by the indemnified
party.

IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be
executed by their respective officers thereunto duly authorized as of the
date first above written.

WELLS FARGO BUSINESS CREDIT, INC.       PEMCO AVIATION GROUP, INC.,
for itself and as Agent

By /s/Tim Ulrich                        By /s/John Lee
Tim Ulrich, Vice President              Its Senior Vice President & CFO

PEMCO AEROPLEX, INC.                    SPACE VECTOR CORPORATION

By /s/John Lee                          By /s/John Lee
Its Senior Vice President & CFO         Its Senior Vice President & CFO
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PEMCO WORLD AIR SERVICES, INC.

By /s/John Lee
Its Senior Vice President & CFO
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Exhibit A to Credit and Security Agreement

REVOLVING NOTE

$23,100,000                                               Denver, Colorado
November ____, 2000

For value received, the undersigned, PEMCO AVIATION GROUP, INC., a
Delaware corporation; PEMCO AEROPLEX, INC., an Alabama corporation; SPACE
VECTOR CORPORATION, a Delaware corporation; and PEMCO AIR SERVICES SYSTEM,
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INC., a Colorado corporation (collectively the "Borrowers"), hereby
jointly and severally promise to pay on the Termination Date under the
Credit Agreement (defined below), to the order of WELLS FARGO BUSINESS
CREDIT, INC., a Minnesota corporation (the "Lender"), at its main office
in Denver, Colorado, or at any other place designated at any time by the
holder hereof, in lawful money of the United States of America and in
immediately available funds, the principal sum of Twenty-Three Million One
Hundred Thousand Dollars ($23,100,000) or, if less, the aggregate unpaid
principal amount of all Revolving Advances made by the Lender to the
Borrowers under the Credit Agreement (defined below) together with
interest on the principal amount hereunder remaining unpaid from time to
time, computed on the basis of the actual number of days elapsed and a 360-
day year, from the date hereof until this Note is fully paid at the rate
from time to time in effect under the Credit and Security Agreement of
even date herewith (as the same may hereafter be amended, supplemented or
restated from time to time, the "Credit Agreement") by and between the
Lender and the Borrowers. The principal hereof and interest accruing
thereon shall be due and payable as provided in the Credit Agreement. This
Note may be prepaid only in accordance with the Credit Agreement.

This Note is issued pursuant, and is subject, to the Credit Agreement,
which provides, among other things, for acceleration hereof. This Note is
the Revolving Note referred to in the Credit Agreement. This Note is
secured, among other things, pursuant to the Credit Agreement and the
Security Documents as therein defined, and may now or hereafter be secured
by one or more other security agreements, mortgages, deeds of trust,
assignments or other instruments or agreements.

The Borrowers hereby agree to pay all costs of collection, including
attorneys' fees and legal expenses in the event this Note is not paid when
due, whether or not legal proceedings are commenced.

Presentment or other demand for payment, notice of dishonor and protest
are expressly waived.

PEMCO AVIATION GROUP, INC.         PEMCO AEROPLEX, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

SPACE VECTOR CORPORATION           PEMCO AIR SERVICES SYSTEM, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------
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Exhibit B to Credit and Security Agreement

TERM A NOTE

$2,900,000                                                Denver, Colorado
November ____, 2000

For value received, the undersigned, PEMCO AVIATION GROUP, INC., a
Delaware corporation; PEMCO AEROPLEX, INC., an Alabama corporation; SPACE
VECTOR CORPORATION, a Delaware corporation; and PEMCO AIR SERVICES SYSTEM,
INC., a Colorado corporation (collectively, the "Borrowers"), hereby
jointly and severally promise to pay on the Termination Date under the
Credit Agreement (defined below), to the order of WELLS FARGO BUSINESS
CREDIT, INC., a Minnesota corporation (the "Lender"), at its main office
in Denver, Colorado, or at any other place designated at any time by the
holder hereof, in lawful money of the United States of America and in
immediately available funds, the principal sum of Two Million Nine Hundred
Thousand Dollars ($2,900,000) or, if less, the aggregate unpaid principal
amount of all Term A Advances made by the Lender to the Borrowers under
the Credit Agreement (defined below) together with interest on the
principal amount hereunder remaining unpaid from time to time, computed on
the basis of the actual number of days elapsed and a 360-day year, from
the date hereof until this Note is fully paid at the rate from time to
time in effect under the Credit and Security Agreement of even date
herewith (as the same may hereafter be amended, supplemented or restated
from time to time, the "Credit Agreement") by and between the Lender and
the Borrowers. The principal hereof and interest accruing thereon shall be
due and payable as provided in the Credit Agreement. This Note may be
prepaid only in accordance with the Credit Agreement.

This Note is issued pursuant, and is subject, to the Credit Agreement,
which provides, among other things, for acceleration hereof. This Note is
the Term A Note referred to in the Credit Agreement. This Note is secured,
among other things, pursuant to the Credit Agreement and the Security
Documents as therein defined, and may now or hereafter be secured by one
or more other security agreements, mortgages, deeds of trust, assignments
or other instruments or agreements.

The Borrowers hereby agree to pay all costs of collection, including
attorneys' fees and legal expenses in the event this Note is not paid when
due, whether or not legal proceedings are commenced.

Presentment or other demand for payment, notice of dishonor and protest
are expressly waived.

PEMCO AVIATION GROUP, INC.         PEMCO AEROPLEX, INC.
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By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

SPACE VECTOR CORPORATION           PEMCO AIR SERVICES SYSTEM, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

Exhibit C to Credit and Security Agreement

CAPEX NOTE

$5,000,000                                                Denver, Colorado
November ____, 2000

For value received, the undersigned, PEMCO AVIATION GROUP, INC., a
Delaware corporation; PEMCO AEROPLEX, INC., an Alabama corporation; SPACE
VECTOR CORPORATION, a Delaware corporation; and PEMCO AIR SERVICES SYSTEM,
INC., a Colorado corporation (collectively, the "Borrowers"), hereby
jointly and severally promise to pay on the Termination Date under the
Credit Agreement (defined below), to the order of WELLS FARGO BUSINESS
CREDIT, INC., a Minnesota corporation (the "Lender"), at its main office
in Denver, Colorado, or at any other place designated at any time by the
holder hereof, in lawful money of the United States of America and in
immediately available funds, the principal sum of Five Million Dollars
($5,000,000) or, if less, the aggregate unpaid principal amount of all
CapEx Advances made by the Lender to the Borrowers under the Credit
Agreement (defined below) together with interest on the principal amount
hereunder remaining unpaid from time to time, computed on the basis of the
actual number of days elapsed and a 360-day year, from the date hereof
until this Note is fully paid at the rate from time to time in effect
under the Credit and Security Agreement of even date herewith (as the same
may hereafter be amended, supplemented or restated from time to time, the
"Credit Agreement") by and between the Lender and the Borrowers. The
principal hereof and interest accruing thereon shall be due and payable as
provided in the Credit Agreement. This Note may be prepaid only in
accordance with the Credit Agreement.

This Note is issued pursuant, and is subject, to the Credit Agreement,
which provides, among other things, for acceleration hereof. This Note is
the CapEx Note referred to in the Credit Agreement. This Note is secured,
among other things, pursuant to the Credit Agreement and the Security
Documents as therein defined, and may now or hereafter be secured by one
or more other security agreements, mortgages, deeds of trust, assignments
or other instruments or agreements.
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The Borrowers hereby agree to pay all costs of collection, including
attorneys' fees and legal expenses in the event this Note is not paid when
due, whether or not legal proceedings are commenced.

Presentment or other demand for payment, notice of dishonor and protest
are expressly waived.

PEMCO AVIATION GROUP, INC.         PEMCO AEROPLEX, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

SPACE VECTOR CORPORATION           PEMCO AIR SERVICES SYSTEM, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

Exhibit D to Credit and Security Agreement

TERM B NOTE

$2,100,000     Denver, Colorado
November ____, 2000

For value received, the undersigned, PEMCO AVIATION GROUP, INC., a
Delaware corporation; PEMCO AEROPLEX, INC., an Alabama corporation; SPACE
VECTOR CORPORATION, a Delaware corporation; and PEMCO AIR SERVICES SYSTEM,
INC., a Colorado corporation (collectively, the "Borrowers"), hereby
jointly and severally promise to pay on the Termination Date under the
Credit Agreement (defined below), to the order of WELLS FARGO BUSINESS
CREDIT, INC., a Minnesota corporation (the "Lender"), at its main office
in Denver, Colorado, or at any other place designated at any time by the
holder hereof, in lawful money of the United States of America and in
immediately available funds, the principal sum of Two Million One Hundred
Thousand Dollars ($2,100,000) or, if less, the aggregate unpaid principal
amount of the Term B Advance made by the Lender to the Borrowers under the
Credit Agreement (defined below) together with interest on the principal
amount hereunder remaining unpaid from time to time, computed on the basis
of the actual number of days elapsed and a 360-day year, from the date
hereof until this Note is fully paid at the rate from time to time in
effect under the Credit and Security Agreement of even date herewith (as
the same may hereafter be amended, supplemented or restated from time to
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time, the "Credit Agreement") by and between the Lender and the Borrowers.
The principal hereof and interest accruing thereon shall be due and
payable as provided in the Credit Agreement. This Note may be prepaid only
in accordance with the Credit Agreement.

This Note is issued pursuant, and is subject, to the Credit Agreement,
which provides, among other things, for acceleration hereof. This Note is
the Term B Note referred to in the Credit Agreement. This Note is secured,
among other things, pursuant to the Credit Agreement and the Security
Documents as therein defined, and may now or hereafter be secured by one
or more other security agreements, mortgages, deeds of trust, assignments
or other instruments or agreements.

The Borrowers hereby agree to pay all costs of collection, including
attorneys' fees and legal expenses in the event this Note is not paid when
due, whether or not legal proceedings are commenced.

Presentment or other demand for payment, notice of dishonor and protest
are expressly waived.

PEMCO AVIATION GROUP, INC.         PEMCO AEROPLEX, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

SPACE VECTOR CORPORATION           PEMCO AIR SERVICES SYSTEM, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

Exhibit E to Credit and Security Agreement

DISCRETIONARY ADVANCE NOTE

$1,900,000                                                Denver, Colorado
November ____, 2000

For value received, the undersigned, PEMCO AVIATION GROUP, INC., a
Delaware corporation; PEMCO AEROPLEX, INC., an Alabama corporation; SPACE
VECTOR CORPORATION, a Delaware corporation; and PEMCO AIR SERVICES SYSTEM,
INC., a Colorado corporation (collectively, the "Borrowers"), hereby
jointly and severally promise to pay on the Termination Date under the
Credit Agreement (defined below), to the order of WELLS FARGO BUSINESS
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CREDIT, INC., a Minnesota corporation (the "Lender"), at its main office
in Denver, Colorado, or at any other place designated at any time by the
holder hereof, in lawful money of the United States of America and in
immediately available funds, the principal sum of One Million Nine Hundred
Thousand Dollars ($1,900,000) or, if less, the aggregate unpaid principal
amount of the Discretionary Advances made by the Lender to the Borrowers
under the Credit Agreement (defined below) together with interest on the
principal amount hereunder remaining unpaid from time to time, computed on
the basis of the actual number of days elapsed and a 360-day year, from
the date hereof until this Note is fully paid at the rate from time to
time in effect under the Credit and Security Agreement of even date
herewith (as the same may hereafter be amended, supplemented or restated
from time to time, the "Credit Agreement") by and between the Lender and
the Borrowers. The principal hereof and interest accruing thereon shall be
due and payable as provided in the Credit Agreement. This Note may be
prepaid only in accordance with the Credit Agreement.

This Note is issued pursuant, and is subject, to the Credit Agreement,
which provides, among other things, for acceleration hereof. This Note is
the Discretionary Advance Note referred to in the Credit Agreement. This
Note is secured, among other things, pursuant to the Credit Agreement and
the Security Documents as therein defined, and may now or hereafter be
secured by one or more other security agreements, mortgages, deeds of
trust, assignments or other instruments or agreements.

The Borrowers hereby agree to pay all costs of collection, including
attorneys' fees and legal expenses in the event this Note is not paid when
due, whether or not legal proceedings are commenced.

Presentment or other demand for payment, notice of dishonor and protest
are expressly waived.

PEMCO AVIATION GROUP, INC.         PEMCO AEROPLEX, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

SPACE VECTOR CORPORATION           PEMCO AIR SERVICES SYSTEM, INC.

By ------------------------------  By ------------------------------
Its ------------------------       Its ------------------------

Exhibit F to Credit and Security Agreement
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COMPLIANCE CERTIFICATE

To:       ---------------------------------
Wells Fargo Business Credit, Inc.

Date:     ------------------, -----

Subject:  Pemco Aviation Group, Inc. Financial Statements

In accordance with our Credit and Security Agreement dated as of November
____, 2000 (the "Credit Agreement"), attached are the financial statements
of the Borrowers as of and for ________________, _____ (the "Reporting
Date") and the year-to-date period then ended (the "Current Financials").
All terms used in this certificate have the meanings given in the Credit
Agreement.

I certify in my capacity as [Chief Financial Officer] [Vice President--
Finance] of the Borrowers that the Current Financials have been prepared
in accordance with GAAP, subject to year-end audit adjustments, and fairly
present the Borrowers' financial condition and the results of its
operations as of the date thereof.

Events of Default. (Check one):

o    The undersigned does not have knowledge of the occurrence of a
Default or Event of Default under the Credit Agreement.

o    The undersigned has knowledge of the occurrence of a Default or Event
of Default under the Credit Agreement and attached hereto is a statement
of the facts with respect to thereto.

Financial Covenants. I further hereby certify as follows (complete only
those sections applicable for the Reporting Date):

1.   MINIMUM DEBT SERVICE COVERAGE RATIO. Pursuant to Section 6.12 of the
Credit Agreement, as of the Reporting Date, the Borrowers' consolidated
Debt Service Coverage Ratio was _____ to 1.00 which (__) satisfies (__)
does not satisfy the requirement that such ratio be no less than ______ to
1.00 on the Reporting Date.

2.   MINIMUM CAPITAL. Pursuant to Section 6.13 of the Credit Agreement, as
of the Reporting Date, the Borrowers' consolidated Capital was
$____________ which (__) satisfies (__) does not satisfy the requirement
that such amount be not less than $_____________ on the Reporting Date.

3.   MINIMUM YEAR-TO-DATE PRE-TAX NET INCOME. Pursuant to Section 6.14 of
the Credit Agreement, the Borrowers' consolidated Pre-Tax Net Income for
the fiscal year-to-date period ending on the Reporting Date, was
$____________, which (__) satisfies (__) does not satisfy the requirement
that such amount be not less than $_____________ during such period.
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4.   MINIMUM MONTHLY PRE-TAX NET INCOME. Pursuant to Section 6.15 of the
Credit Agreement, the Borrowers' consolidated Pre-Tax Net Income for the
month ending on the Reporting Date, was $______________, which (__)
satisfies (__) does not satisfy the requirement that such amount be not
less than <$750,000> during such month.

5.   MINIMUM TWO-MONTHS' PRE-TAX NET INCOME. Pursuant to Section 6.15 of
the Credit Agreement, the Borrowers' consolidated Pre-Tax Net Income for
the two months ending on the Reporting Date was $______________, which
(__) satisfies (__) does not satisfy the requirement that such amount be
not less than <$1,000,000> during such two-month period.

6.   MAXIMUM PAST-DUE PAYABLES. As of the Reporting Date, each Borrower
(__) is (__) is not, and the Borrowers as a group (__) are (__) are not,
in compliance with Section 6.16 of the Credit Agreement concerning Past-
Due Payables.

7.   CAPITAL EXPENDITURES. Pursuant to Section 7.10 of the Credit
Agreement, for the fiscal year-to-date period ending on the Reporting
Date, the Borrowers have expended or contracted to expend, for Unfinanced
Capital Expenditures, $__________________, which (__) satisfies (__) does
not satisfy the requirement that such expenditures not exceed
$______________ during such period.

8.   LITIGATION. Pursuant to Section 6.1(f) of the Credit Agreement, all
litigation affecting any Borrower that meets the thresholds set forth in
Section 6.1(f) is described in the attachment hereto.
Attached hereto are all relevant facts in reasonable detail to evidence,
and the computations of the financial covenants referred to above. These
computations were made in accordance with GAAP.

PEMCO AVIATION GROUP, INC.

By:  ---------------------------------
Its [Chief Financial Officer] [Vice
President--Finance]

Exhibit G to Credit and Security Agreement

PREMISES

The Premises referred to in the Credit and Security Agreement are
described as follows:

1943 North 50th Street
Birmingham, Alabama 35212
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100 Pemco Drive
Dothan, Alabama 36303

9223 Deering Avenue
Chatsworth, California 91311

15100 Spadco Drive
Clearwater, Florida 33762

2398 Railroad Street
Corona, California 91720

Schedule 2.6 to Credit and Security Agreement

Allocation of Term A Advance and Initial Term B Advance

Principal Allocations:
----------------------

<TABLE>
<CAPTION>

PEMCO
PEMCO        WORLD

AEROPLEX,       AIR
INC.       SERVICES     PEMCO

(BIRMINGHAM)   (DOTHAN)   ENGINEERS    TOTALS

<S>                         <C>           <C>         <C>       <C>
Term Loan A                 $1,508,000    $783,000    $609,000  $2,900,000

Term Loan B                 $1,092,000    $567,000    $441,000  $2,100,000

</TABLE>

Monthly Principal Payment Allocations:
--------------------------------------

<TABLE>
<CAPTION>

Pemco
Pemco        World

Aeroplex,       Air
Inc.       Services     Pemco

(Birmingham)   (Dothan)   Engineers    Totals

<S>                         <C>           <C>         <C>       <C>
Term Loan A                  $25,133       $13,050     $10,150   $48,333

Term Loan B                  $45,500       $23,625     $18,375   $87,500
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</TABLE>
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SUBORDINATION AGREEMENT

This Subordination Agreement (this "Agreement") is made as of the  2nd day
of November, 2000 by and among WELLS FARGO BUSINESS CREDIT, INC., a
Minnesota corporation ("Senior Lender"), BANK OF NEW YORK, as Securities
Agent ("BONY"), and SPECIAL VALUE BOND FUND, LLC, a Delaware limited
liability company (together with BONY, "Junior Creditor"), and PEMCO
AVIATION GROUP, INC., for itself and as Agent for Pemco Aeroplex, Inc., an
Alabama corporation; Space Vector Corporation, a Delaware corporation;
Pemco Air Services System, Inc., a Colorado corporation; Pemco Nacelle
Services, Inc., a Colorado corporation; Pemco World Air Services, Inc., a
Colorado corporation; Precision Standard Corp., a Delaware corporation;
Hayes Holdings I Inc., a Delaware corporation; Hayes Holdings II Inc., a
Delaware corporation, Air International Incorporated, a Delaware
corporation, and Pemco Capital Corp., a Colorado corporation (as more
particularly defined below, the "Obligors").

RECITALS

Prior to the effectiveness of this Agreement, some or all of the Obligors
are directly or indirectly indebted in the principal amount of $3,690,000
to Junior Creditor pursuant to a Second Amended and Restated Senior
Subordinated Loan Agreement (as the same may now exist or may hereafter be
amended, modified, supplemented, renewed or extended, the "Subordinated
Loan Agreement");

Senior Lender and certain of the Obligors have entered into a Credit and
Security Agreement of even date herewith (as amended, restated or
otherwise modified from time to time, the "Credit Agreement;" together
with all other guaranties, documents, agreements, and instruments now or
hereafter executed in connection therewith, all as amended, supplemented,
restated or otherwise modified from time to time, are collectively called
the "Senior Loan Agreements") pursuant to which the Senior Lender has
agreed to make loans and extend other financial accommodations to the
Obligors party thereto;

The Obligors that are not a party to the Credit Agreement have agreed to
guarantee the obligations of the other Obligors under the Credit
Agreement; and

As a condition to entering into the Credit Agreement, Senior Lender has
required that the Junior Creditor agree to subordinate its loans to the
Obligors on the terms and conditions set forth herein.

AGREEMENT

NOW, THEREFORE, in consideration of the above recitals and the provisions
set forth herein, Senior Lender, Junior Creditor, and Obligors agree as
follows:
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1.   Definitions.  Capitalized terms used but not defined herein shall
have the meanings given in the Credit Agreement. In addition, the
following terms in this Agreement shall have the following meanings:

"Junior Securities" means any payment or distribution of capital stock or
other securities of any Obligor or other Person provided for by a plan of
reorganization or readjustment authorized by an order or decree of a court
of competent jurisdiction in a reorganization proceeding under any
applicable bankruptcy law, which stock or securities are subordinated in
right of payment to all then outstanding Senior Debt to substantially the
same extent as, or to a greater extent than, the Subordinated Debt is
subordinated to Senior Debt as provided in this Agreement.

"Obligors" shall mean, individually and collectively, the Persons
identified as such in the opening paragraph of this Agreement, and any
other person now or hereafter obligated to Senior Lender under the Senior
Loan Agreements and to Junior Creditor under the Subordinated Loan
Agreement, together with each of their respective successors and assigns,
including, without limitation, any trustee in bankruptcy or other court
appointed receiver.

"Senior Debt" means all indebtedness, liabilities and obligations of every
kind or nature, absolute or contingent, now or existing or hereafter
arising, of Obligors owed to Senior Lender under the Senior Loan
Agreements, including without limitation the principal of, and interest on
(including any interest accruing after the commencement of any bankruptcy,
insolvency or similar proceeding with respect to Obligors whether or not
allowed as a claim in such proceeding), and all premiums, fees, charges,
expenses and indemnities arising under or in connection with the Senior
Loan Agreements.

"Senior Lender" means individually and collectively, Senior Lender and its
successors and assigns and any person who refinances or refunds all or any
portion of the Senior Debt.

"Subordinated Debt" means all indebtedness of any Obligor to the Junior
Creditor arising under the Subordinated Loan Agreement, including without
limitation, principal, interest, fees, charges, indemnities and other
liabilities now or hereafter existing with respect to the Subordinated
Loan Agreement, whether direct or indirect, absolute or contingent,
secured or unsecured, due or to become due, now existing or hereafter
arising, together with all interest, fees charges, expenses and attorney's
fees with respect thereto for which any Obligor is now or hereafter
becomes liable to pay to Junior Creditor under any agreement or by law.

2.   Subordination to Senior Debt.  Notwithstanding any other provision of
the Subordinated Loan Agreement, any document or instrument executed by
Obligors in connection therewith, or any collateral now or hereafter
securing the Subordinated Loan Agreement, all Subordinated Debt is and
shall be subordinate and junior in right of payment, to the extent and in
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the manner hereinafter set forth, to the prior indefeasible payment in
full of all Senior Debt.

3.   Distributions in Liquidation and Bankruptcy.

(a)  In the Event of any insolvency or bankruptcy case under Title 11
of the United States Code (the "Bankruptcy Code") or any other
federal or state insolvency statute, or any receivership,
liquidation, reorganization or other similar proceedings in
connection therewith, relative to any Obligor or its property, or in
the event of any proceedings for voluntary liquidation, dissolution
or other winding up of any Obligor, whether or not involving
insolvency or bankruptcy or in the event of any assignment for the
benefit of creditors of any Obligor or any marshaling of assets of
any Obligor (any such event an "Insolvency Case"), then the Senior
Lender shall first be entitled to receive payment in full of all
Senior Debt before the Junior Creditor shall be entitled to receive
any payment on account of the Subordinated Debt, and the Senior
Lender shall be entitled to receive for application in payment of the
Senior Debt any payment or distribution of any kind or character,
whether in cash, property or securities, which may be payable or
deliverable in any such Insolvency Case in respect of the
Subordinated Debt, including, without limitation, securities or
interests of any Obligor as reorganized or readjusted or securities
or interests of any Obligor or any other entity provided for by a
plan of reorganization or readjustment (other than, in any such case,
Junior Securities).

(b)  In any Insolvency Case, Senior Lender is irrevocably authorized
to:

(i)  If the Junior Creditor fails to do so reasonably
promptly after written request therefor by the Senior
Lender, enforce claims comprising any of the Subordinated
Debt either in its own name or the name of the Junior
Creditor, by proof of debt, proof of claim, suit, adversary
proceeding, or otherwise; and/or

(ii) Collect any assets of any Obligor distributed, divided
or applied by way of dividend or payment, or any securities
issued, on account of any of the Subordinated Debt, and
apply the same, or the proceeds of any realization upon the
same, to the Senior Debt.

(c)  To enable Senior Lender to assert and enforce its rights
hereunder upon the occurrence of an Insolvency Case, Senior Lender
and any person whom Senior Lender may designate are hereby
irrevocably appointed attorney in fact for the Junior Creditor, with
full power to act in the place and stead of the Junior Lender in
accordance with the powers granted in this Agreement, including the
right to make, present, and file proofs of claim against any Obligor

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


on account of all or any part of the Subordinated Debt as Senior
Lender may deem advisable and to receive and collect any and all
dividends or other payments (other than payments of Junior
Securities) made thereon and to apply the same on account of the
Senior Debt.  Junior Creditor will execute and deliver to Senior
Lender such instruments as may be required by it to enforce any and
all of the Subordinated Debt to effectuate the aforesaid power of
attorney and to effect collection of any and all dividends or other
payments (other than payments of Junior Securities) which may be made
at any time on account of the Subordinated Debt.

(d)  If Senior Lender shall desire to permit the use of cash
collateral or to provide post-petition financing from Senior Lender
to any Borrower, Junior Lender hereby agrees that it shall raise no
objection to any such use of cash collateral or such post-petition
financing from Senior Lender regardless of any diminution in the
value of any collateral which may result from the use of cash
collateral or provision of post-petition financing.

4.   Permitted Payments.  Obligors shall not pay and Junior Creditor shall
not accept any payments (whether of principal, interest, or otherwise) on
the Subordinated Debt; provided, however, that Obligors may pay and Junior
Creditor may accept the regularly scheduled installments of interest and
principal due under the Subordinated Loan Agreement so long as (a) no
default has arisen and continues with respect to the Senior Debt and (b)
after giving effect to such payment, no default would be created thereby.

5.   Default on Senior Debt.  If Junior Creditor shall receive any payment
or distribution of any kind (whether from any collateral securing such
debt or otherwise) that the Junior Creditor is not entitled to receive
under the provisions of this Agreement (including any payment received in
reliance on the Senior Debt having been paid in full, if and to the extent
any payment applied by the Senior Lender to the Senior Debt is thereafter
set aside, recovered, rescinded or required to be returned for any reason,
including, without limitation, the bankruptcy, insolvency or
reorganization of any Obligor or any other person), such payment or
distribution shall be delivered to Senior Lender promptly in precisely the
form received (except for the endorsement or assignment by Junior Creditor
where necessary) for application to payment of the Senior Debt, whether
then due or not due.

6.   No Acceleration or Exercise of Remedies.  So long as any Senior Debt
remains unpaid, Junior Creditor will promptly give written notice to the
Senior Lender of any uncured default under the Subordinated Loan
Agreement; and Junior Lender will not at any time prior to such notice,
nor for a period of six months from the date of such notice (a)
accelerate, or cause to be accelerated, the Subordinated Debt or otherwise
cause the Subordinated Debt to become due prior to its original stated
maturity; or (b) exercise any remedies with respect to the Subordinated
Debt or any collateral at any time securing payment or performance thereof
unless and until, in each such case, all of the Senior Debt shall have
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been indefeasibly paid in full, or Senior Lender shall have otherwise
consented in writing, but in no event shall Junior Creditor exercise any
remedies against any of the collateral securing the Senior Debt while any
of the Senior Debt remains unpaid regardless of the nature of the default
by Obligors with Junior Creditor if Senior Lender has commenced the
exercise of its remedies as a secured lender with respect to such
collateral.  So long as any Senior Debt remains unpaid, Junior Creditor
will not (x) accept any payment, prepayment or defeasance of any portion
of the Subordinated Debt prior to the due date for such Subordinated Debt
as set forth in the Subordinated Loan Agreement or in any other document
creating any Subordinated Debt, except as provided herein; or (y) modify
or alter in any way the terms of the Subordinated Debt if the effect of
such is to accelerate the payments due thereon.

7.   Bankruptcy.  Until the Senior Debt shall have been indefeasibly paid
in full, Junior Creditor will not without the prior written consent of
Senior lender commence, or join with any other person in commencing, any
proceeding against any person with respect to the Subordinated Debt under
any bankruptcy reorganization, readjustment of debt, dissolution,
receivership, liquidation or insolvency law or statute now or hereafter in
effect in any jurisdiction.

8.   Continuing Subordination.  The subordination effected by these
provisions is a continuing subordination and may not be modified or
terminated by Junior Creditor or any other holder of any Subordinated Debt
until all of the Senior Debt shall have been indefeasibly paid in full.
Subordinated Lender has amended its Subordinated Loan Agreement pursuant
to Exhibit A hereto which amendment and Subordinated Loan Agreement shall
not be further amended without Senior Lender's prior written consent.  At
any time and from time to time, without consent of or notice to Junior
Creditor or any other holder of Subordinated Debt, and without impairing
or affecting the obligations of any of them hereunder;

(a)  The time for Obligors' performance of, or compliance with, any
of their agreements contained in the Senior Loan Agreements, or any
other agreement, instrument or document relating to the Senior Debt,
may be modified or extended or such performance or compliance may be
waived;

(b)  Senior Lender may exercise or refrain from exercising any rights
under the Senior Loan Agreements, or any other agreement, instrument
or document relating to the Senior Debt;

(c)  The Senior Loan Agreements, or any other agreement, instrument
or document relating to the Senior Debt, may be revised, amended or
otherwise modified for the purpose of adding or changing any
provisions thereof (including, without limitation, increases in the
principal amount or increases in the interest charges or fees), or
changing in any manner the rights of Senior Lender, Obligors, or any
guarantor of the Senior Debt;
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(d)  Payment of the Senior Debt or any portion thereof may be
extended, refunded or refinanced or any Senior Loan Agreements
evidencing such Senior Debt may be renewed in whole or in part;

(e)  The maturity of the Senior Debt may be accelerated, and any
collateral security therefor or any other rights of Senior Lender may
be exchanged, sold, surrendered, released or otherwise dealt with, in
accordance with the terms of any present or future agreement with
Obligors or any guarantor and any other agreement of subordination
(and the debt covered thereby) may be surrendered, released or
discharged, or the terms thereof modified or otherwise dealt with in
any manner;

(f)  Any person liable in any manner for payment of the Senior Debt
may be released by holders of Senior Debt; and

(g)  Notwithstanding the occurrence of any of the foregoing, these
subordination provisions shall remain in full force and effect with
respect to the Senior Debt, as the same shall have been extended,
renewed, modified, refunded or refinanced.

9.   Waivers.  Junior Creditor hereby waives, and agrees not to assert:
(a) any right, now or hereafter existing, to require Senior Lender to
proceed against or exhaust any collateral at any time securing the Senior
Debt, or to marshal any assets in favor of Junior Creditor or any other
holder of Subordinated Debt; and (b) any notice of the incurrence of
Senior Debt, it being understood that Senior Lender may, in reliance upon
these subordination provisions, make advances under the Loan Documents, or
any other agreement, document or instrument now or hereafter relating to
the Senior Debt, without notice to or authorization of Junior Creditor.
10.  Lien Subordination and Standby.  Any lien, security interest,
encumbrance, charge or claim of Junior Creditor for itself or as agent on
any assets or property of any Obligor or any proceeds or revenues
therefrom which Junior Creditor for itself or as agent may have at any
time as security for any Subordinated Debt or as security for any other
indebtedness owed to it of any nature whatsoever including, without
limitation, all loans, advances, debit balances, liabilities, covenants,
duties or obligations whether direct or acquired indirectly by assignment,
pledge, purchase or otherwise shall be, and hereby is, subordinated to all
liens, security interests, or encumbrances now or hereafter granted to
Senior Lender by Obligors or by law, notwithstanding the date or order of
attachment or perfection of any such lien, security interest, encumbrance
or claim or charge of the provision of any applicable law.  Senior Lender
may dispose of any of all of the collateral for the Senior Debt free of
any and all liens, including but not limited to liens created in favor of
Junior Creditor for itself or as agent through judicial or nonjudicial
proceedings, in accordance with applicable law including taking title,
after notice to Junior Creditor.  Junior Creditor agrees that any such
sale or other disposition by Senior Lender of so much of the collateral
for the Senior Debt as is necessary to satisfy in full, all of the
principal of, interest on and reasonable costs of collection of the Senior
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Debt, shall be made free and clear of any security interest granted to
holder provided the entire proceeds (after deducting reasonable expenses
of sale) are applied in reduction of the Senior Debt.  Upon Senior
Lender's request, Junior Creditor shall execute and deliver any releases
or other documents and agreements that Senior Lender in its reasonable
discretion deems necessary to dispose of the collateral for the Senior
Debt free of Junior Creditor's interest in same.  Junior Creditor retains
all of its rights as a junior secured creditor with respect to the
surplus, if any, arising from any such disposition of the collateral for
the Senior Debt.  Notwithstanding the foregoing, should Junior Creditor
provide any purchase money financing of specific equipment which is
secured by separate discrete UCC financing statements listing only such
specific items of equipment as subject to Junior Creditor's lien such
purchase money liens shall be excluded from the provisions of this
agreement.

11.  Subrogation.  Until the Senior Debt shall have been indefeasibly paid
in full, Junior Creditor hereby waives all rights of subrogation with
respect to the rights of Senior Creditor to receive payments or
distributions and with respect to any rights to any collateral for the
Senior Debt.  Upon payment in full of the Senior Debt, Junior Creditor
shall be subrogated, to the extent permitted by law, to all rights of the
holders of Senior Debt.

12.  Subordination Not Impaired by Obligors.  No right of any holder of
Senior Debt to enforce the subordination of the Subordinated Debts shall
be impaired by any act or failure to act by any Obligor or by its failure
to comply with these provisions.

13.  No Third Party Beneficiaries.  This Agreement is not intended to give
or confer any rights to any person other than the holders of the Senior
Debt.  No other party, including Obligors, is intended to be a third party
beneficiary of this Agreement.

14.  Legend on Subordinated Loan Agreement.  If any portion of the
Subordinated Debt is evidenced by a promissory note, debenture, stock
certificate or other instrument, Junior Creditor and Obligors agree to
promptly add a conspicuous legend or other reference to such instrument
stating that the rights of any holder and Obligors thereof are subject to
this Agreement.

15.  Representations and Warranties.  Junior Creditor hereby represents
and warrants that: (a) the execution and delivery of this Agreement and
the performance by Junior Creditor of its obligations hereunder have
received all necessary approvals, corporate or otherwise, and do not and
will not contravene or conflict with any provision of law or any provision
of any indenture, instrument or other agreements to which Junior Creditor
is a party or by which it or its property may be bound or affected; (b)
Junior Creditor has full power, authority and legal right to make and
perform this Agreement; (c) Junior Creditor has not assigned or
transferred any indebtedness owing by Obligors or any of the collateral or
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any interest therein for the Subordinated Debt and Junior Creditor will
not assign or transfer same without at least ten (10) days prior written
notice to Senior Lender and without obtaining the agreement in writing of
any such assignee to be bound by the provisions hereof, and (d) this
Agreement is the legal, valid and binding obligation of Junior Creditor,
enforceable against Junior Creditor in accordance with its terms.

16.  No Waiver.  No failure on the part of Senior Lender to exercise, no
delay in exercising and no course of dealing with respect to, any right or
remedy hereunder will operate as a waiver thereof, nor will any single or
partial exercise of any right or remedy hereunder preclude any other or
further exercise thereof or the exercise of any other right or remedy.
This Agreement may not be amended or modified except by written agreement
of Senior Lender and Junior Creditor and no consent or waiver hereunder
shall be valid unless in writing and signed by Senior Lender.

17.  Successor and Assigns.  This Agreement, and the terms, covenants and
conditions hereof, shall be binding upon and inure to the benefit of the
parties hereto, and their respective successors and assigns.

18.  Governing Law.  This Agreement will be construed in accordance with
and governed by the laws of the State of Colorado, THE PARTIES HERETO
WAIVE ANY RIGHTS TO A JURY TRIAL IN CONNECTION WITH ANY JUDICIAL
PROCEEDINGS HEREUNDER AND HEREBY IRREVOCABLY CONSENT TO THE NON-EXCLUSIVE
JURISDICTION OF THE STATE AND FEDERAL COURTS IN THE STATE OF COLORADO IN
ALL ACTIONS OR PROCEEDINGS ARISING OUT OF OR IN ANY WAY RELATING TO THIS
AGREEMENT.

19.  Counterparts.  This Agreement may be signed by separate counterparts
all of which when taken together shall constitute one agreement.  This
Agreement may be executed by telefaxed signatures which may be relied upon
as if original.

20.  Acknowledgments; Further Assurances.

(a) Junior Creditor acknowledges and agrees that the term "BNY Credit
Agreement" as used in the Subordinated Loan Agreement means and
refers to the Credit Agreement and, accordingly, the closing of the
Credit Agreement does not constitute or otherwise result in the "BNY
Termination Date" under the Subordinated Loan Agreement. Junior
Creditor also acknowledges that the Credit Agreement is a "Senior
Agreement" as defined in the Subordinated Loan Agreement.

(b)  Junior Creditor further acknowledges that the Obligors presently
contemplate a corporate restructuring substantially as outlined in
Schedule A and in connection therewith Junior Creditor agrees to
execute and deliver such documents and take such other actions as may
be reasonably requested by Senior Lender to continue and confirm the
subordination effected hereby and to carry out the terms and
provisions hereof.

IN  WITNESS WHEREOF, this Agreement has been duly executed as of  the  day

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


and year first above written.

WELLS FARGO BUSINESS CREDIT, INC.

By: /s/Tim Ulrich
Tim Ulrich, Vice President

Notice Address:

MAC C7300-300
1740 Broadway
Denver, Colorado 80274
Attn:  Tim Ulrich
Fax No. (303) 863-4904

BANK OF NEW YORK

By: /s/Cheryl Llasser
Title: Assistant Vice President
Address:

Fax No.

SPECIAL VALUE BOND FUND, LLC

By: /s/Howard Levkowitz
Title: Principal

Notice Address:

Fax No.
PEMCO AVIATION GROUP, INC.
for   itself  and  as  agent  for   the

Obligors

By: /s/John Lee
Title: Senior Vice President and CFO

Notice Address:
1943 North 50th Street
Birmingham, Alabama 35212

Copyright © 2012 www.secdatabase.com. All Rights Reserved.
Please Consider the Environment Before Printing This Document

http://www.secdatabase.com


Attn:  John Lee

SCHEDULE A
Pemco Aviation Group, Inc.

The presently contemplated proposed restructuring (see attached charts)
consists of performing the following actions:

transferring the assets of the Pemco Engineers Division of Pemco to
Precision Standard Corp. and re-naming that entity Pemco Engineers, Inc.;

merging Pemco Capital Corp. out of existence;

merging Hayes Holdings I Inc. into Hayes Holdings II Inc. and merging
Hayes Holdings II Inc. into Pemco Aeroplex, Inc.;

changing the name of Pemco World Air Services, Inc. to Pemco Air, Inc; and

creating a new subsidiary of Pemco Aeroplex, Inc. entitled Pemco World Air
Services, Inc.  The assets of the Dothan Division of Pemco Aeroplex, Inc.
will be transferred to this new entity.  The stock of this new entity will
then be contributed to Pemco Aviation Group, Inc.
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