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Three months ended

PART 1.
ITEM 1. FINANCIAL STATEMENTS.
CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)
REVENUES:
Rental operations-
Rental

Rental related services

Sales and related services
Total revenues
COSTS & EXPENSES:
Direct costs of rental operations-
Depreciation

Rental related services
Other direct rental costs

Cost of sales and related services

Gross margin
Selling and administrative expenses

Income from operations
Interest expense

Income before provision
for income taxes
Provision for income taxes

Net income

Net income per share

June 30,

1997 1996
$14,743,810  $11,694, 056
2,370,264 2,093,788
17,114,074 13,787,844
16,344,934 5,853,535
33, 459, 008 19, 641,379
3,464,332 3,075,168
1,577,558 1,152,907
1,938,696 1,597,978
6,980,586 5,826,053
11,393, 852 4,092,606
18,374,438 9,918, 659
15,084,570 9,722,720
3,997,950 2,969,553
11,086, 620 6,753,167
989, 446 682,152
10,097,174 6,071,015
4,015,527 2,418,925
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Six months ended

June 30,

1997 1996
$29,070,811 $23,251,854
5,283,276 3,752,174
34,354,087 27,004,028
25,946,431 10,342,702
60,300,518 37,346,730
6,887,773 6,080, 821
3,615,051 2,179, 497
4,467,102 3,559,334
14,969,926 11,819,652
17,655, 048 7,193,431
32,624,974 19,013,083
27,675,544 18,333,647
7,541,094 5,846,800
20,134,450 12,486,847
1,862,331 1,317,426
18,272,119 11,169,421
7,270,984 4,443,754
$11,001,135 $ 6,725,667
$ 0.73 $ 0.43

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



CONSOLIDATED BALANCE SHEETS

(Unaudited)

ASSETS

Cash

Accounts receivable, less allowance for
doubtful accounts of $617,000 in 1997
and $605,000 in 1996

Rental equipment, at cost:
Relocatable modular offices
Electronic test instruments

Less - Accumulated depreciation

Land

Improvements, furniture and equipment, at cost,
less accumulated depreciation of $2,758,707
in 1997 and $3,376,803 in 1996

Prepaid expenses and other assets

LIABILITIES AND SHAREHOLDERS' EQUITY
Liabilities:

Notes payable

Accounts payable and accrued liabilities
Deferred income

Deferred income taxes

Total liabilities

Shareholders' equity:
Common stock, no par value -
Authorized - 40,000,000 shares
Outstanding - 15,011,918 shares in 1997
and 15,386,630 in 1996
Retained earnings

Total shareholders' equity

McGrath RentCorp
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$ 3,092,435

23,841,995

169,251, 231
45,531,470

214,782,701
(68,439, 248)

146,343, 453

20,167,647

23,538, 807
5,955, 606

$ 65,000,000
16,015,321
6,947,401
37,055,547

7,675,062
90,246,612
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December 31,
1996

$ 686, 333

19,919, 954

158,376, 950
43,335,413

201,712,363
(64,419, 888)

137,292, 475

20,167,647

19,572,015
2,396,935

$ 53,850,000
15,280, 543
5,226,803
36,869, 734

7,161,168
81,647,111

The accompanying notes are an integral part of these financial statements.
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CONSOLIDATED STATEMENTS OF CASH FLOWS
Increase (decrease) in cash

(Unaudited)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash
provided by operating activities:
Depreciation
Gain on sale of rental equipment
Change in:
Accounts
Prepaids
Accounts
Deferred
Deferred

receivable

and other assets

payable and accrued liabilities
income

income taxes

Net cash provided by operating activities
Cash flows from investing activities:
Purchase of rental equipment
Purchase of improvements, furniture and equipment
Proceeds from sale of rental equipment
Net cash used in investing activities
Cash flows from financing activities:
Net borrowings
Payment of dividends
Repurchase of Common Stock
Proceeds from the exercise of stock options
Net cash used in financing activities

Net increase (decrease) in cash
Cash balance, beginning of period

Cash balance, end of period

Interest paid during period

Income taxes paid during period

Dividends declared but not yet paid

The accompanying notes are an integral part of these
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Six months ended
June 30,

$ 11,001,135

7,332,307
(2,885,946)

(3,922,041)
(3,558,671)
571,639
1,720,598
185, 813

(20, 630,573)
(4,411, 326)
7,577,768

11,150, 000
(2,238, 495)

2,406,102
686, 333

$ 6,725,667

6,459, 352
(2,242,807)

(1,590, 440)
(322,095)
73,524
(1,294, 225)
1,395, 404

(10, 345, 648)
(2,108,148)
6,314,234

5,295, 000
(1,997, 348)
(6,276,090)

268, 656

355,036
221,075

financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 1997

1. The consolidated financial information for the six months ended June 30,
1997 has not been audited, but in the opinion of management, all adjustments
(consisting only of normal recurring accruals, consolidation and eliminating
entries) necessary for the fair presentation of the consolidated results of
operations, financial position, and cash flows of McGrath RentCorp (the
"Company") have been made. The consolidated results of the six months ended
June 30, 1997 should not be considered as necessarily indicative of the
results for the entire year. It is suggested that these consolidated
financial statements be read in conjunction with the financial statements and
notes thereto included in the Company's latest Form 10-K.

2. On March 27, 1997, the Company's Board of Directors declared a 2-for-1
stock split to be effective April 15, 1997. All share and per share
calculations retroactively reflect the stock split. The number of outstanding
shares and equivalent shares used in the earnings per common share
calculations were as follows:

Primary Fully Diluted
Three months ended: June 30, 1997 15,201,573 15,231,979
June 30, 1996 15, 326, 982 15,343,364
Six months ended: June 30, 1997 15,163,548 15,214,979
June 30, 1996 15,541, 480 15,568,044

3. The Financial Accounting Standards Board issued Statement of Financial
Accounting Standards (SFAS) No. 128, "Earnings per Share", which modifies the
way in which earnings per share (EPS) is calculated and disclosed effective
for periods ending after December 15, 1997. Primary EPS will be replaced by
basic EPS which is computed by dividing reported net income by the weighted
average number of shares of common stock outstanding during the period. Fully
diluted EPS will be replaced with diluted EPS which is computed by dividing
reported net income by the weighted average number of shares of common stock
and dilutive common equivalent shares outstanding during the period. Common
stock equivalents result from dilutive stock options computed using the
treasury stock method with the average share price for the reported period.
When implemented, the effect of this accounting change on previously reported
EPS data is not significant.

4. In July 1997, the Company entered into a new credit agreement amending
and restating it's unsecured line of credit agreement (the "Agreement") with
its banks which expires June 30, 1999 and permits it to borrow up to
$70,000,000. The Agreement requires the Company to pay interest at prime or,
at the Company's election, other rate options available under the Agreement.
In addition, the Company pays a commitment fee on the daily average unused
portion of the available line. Among other terms, the
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
June 30, 1997

Agreement requires (i) the Company to maintain shareholders' equity of not
less than $77,800,000 plus 50% of all net income generated subsequent to June
30, 1997, (ii) a debt-to-equity ratio (excluding deferred income taxes) of
not more than 3 to 1, (iii) interest coverage (income from operations
compared to interest expense) of not less than 2 to 1, and (iv) debt service
coverage of not less than 1.15 to 1. If the Company does not amend or
renegotiate this Agreement for an additional time period prior to its
expiration date, the principal amount outstanding at that time will be
converted to a two-year term loan with the principal due and payable in eight
(8) quarterly installments. In addition to the $70,000,000 unsecured line of
credit, the expiration date of a $5,000,000 Optional Advance Facility with
one of the Company's banks was extended to August 31, 1997.
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ITEM 2. MANAGEMENT DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND
RESULTS OF OPERATIONS.

Three and Six Months Ended June 30, 1997 and 1996

McGrath RentCorp (the "Company") is engaged in the business of renting
and selling relocatable modular offices and classrooms under its trade name
"Mobile Modular," and electronic test and measurement instruments under the
names "McGrath RentCorp" and "Rentelco". Although the Company's primary
emphasis is on rentals, both modulars and electronics are sold to direct-use
customers. The Company also manufactures portable classrooms through its
majority owned (73.2%) subsidiary, Enviroplex, Inc., for direct sale to
school districts.

Rental revenues for the three and six months ended June 30, 1997
increased $3,049,754 (26%) and $5,818,957 (25%), respectively, over the same
periods in 1996. Modulars contributed 80.4% and 78.7% of the rental revenue
increase in 1997 for the three and six months ended June 30, 1997. Average
utilization during the first six months increased for modulars, from 69.4% to
79.0%, and slightly declined for electronics, from 55.6% to 53.9% as compared
to the same period in 1996. The increase in utilization for modulars is a
result of class size reduction in California schools and has significantly
contributed to the increase in rental revenues for the reported periods.

Rental related service revenues for the three months ended June 30, 1997
increased $276,476 (13%) and for the six months ended June 30, 1997 increased
$1,531,102 (41%), respectively, compared to the same periods in 1996. The six
month increase was primarily due to one commercial project which occurred in
the first quarter of 1997 with significant site work requirements performed
at a lower gross margin. Partially for reason noted above, gross margins for
rental related services declined for the six month comparative period from
42% in 1996 to 32% in 1997.

Sales and related services for the three and six months ended June 30,
1997 increased $10,491,399 (179%) and $15,603,729 (151%), respectively, over
the same periods in 1996. Of the six month increase in sales and related
services revenues, $7,749,926 relates to modulars, $6,981,314 relates to
Enviroplex, and $872,489 relates to electronics. The significant increase in
sales for modulars and Enviroplex is directly related to the higher demand by
school districts because of the class size reduction program in California.
Of the total sales and related services of the Company in 1997, approximately
68% were related to school districts. Gross Margins on sales and related
services improved for the six month period from 30.5% in 1996 to 32.0% in
1997.

Depreciation on rental equipment for the three and six months ended June
30, 1997 increased $389,164 (13%) and $806,952 (13%), respectively over the
same periods in 1996 as a result of additions to the rental equipment for
both modulars and electronics. Other direct rental costs increased $340,718
(21%) and $907,768 (26%), respectively, for the three



McGrath RentCorp
Second Quarter 1997 Form 10-Q
Page 7

and six months ended June 30, 1997 due to material, repair, and labor costs
related to the modular equipment movement occurring in 1997.

Selling and administrative expenses for the three and six months ended
June 30, 1997 increased $1,028,397 (35%) and $1,694,294 (29%),
respectively, over the same periods in 1996. The increased business
activity in the modular business for class size reduction has also
translated into higher personnel costs for the six months ended June 30,
1997 over the same six month period in 1996. Personnel costs increased
$886,127 over the same period in 1996 and include additional staff for
sales and support, increased temporary contract labor, and increased
sales and performance bonuses. Additionally, selling and administrative
expenses for Enviroplex increased $619,750 during the six month comparative
period due to increased sales activity and includes the reduction of net
income by the portion of earnings of Enviroplex related to the minority
shareholder's interest.

Income before provision for income taxes for the three and six
months ended June 30, 1997 increased $4,026,159 (66%) and $7,102,698 (64%),
respectively, over the same periods in 1996. Net income increased
$2,429,557 (67%) for the three month period and $4,275,468 (64%) for the
six month period over the same periods in 1996. Earnings per share for the
three and six months ended June 30, 1997 increased 67%, from $0.24 to
$0.40, and 70%, from $0.43 to $0.73. Outstanding shares declined slightly.

LIQUIDITY AND CAPITAL RESOURCES.

The debt (notes payable) to equity ratio was 0.66 to 1 at June 30,
1997 compared to 0.61 to 1 at December 31, 1996. The debt (total
liabilities) to equity ratio at the end of the current period was 1.28 to 1
as compared to 1.25 to 1 as of December 31, 1996.

The Company has made purchases of shares of its common stock from time
to time in the over-the-counter market (NASDQ) and/or through privately
negotiated, large block transactions under an authorization of the Board of
Directors. The Board of Directors believes that the repurchase of its
shares continues to be a good investment for the Company. Shares
repurchased by the Company will be cancelled and returned to the status of
authorized but unissued stock. The Company has not repurchased any of its
common stock during 1997 and currently has 1,000,000 shares authorized for
repurchase.

The Company's primary use of funds is to purchase rental equipment
and sales inventory, and funds will continue to be used for this purpose in
the future. Additionally, the Company plans to make further improvements
to the land at their inventory facility located in Northern California.
The Company also pays quarterly dividends, which will constitute an
additional use of cash in 1997.
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PART II. OTHER INFORMATION

ITEM 5. OTHER INFORMATION

In June 1997, the Company declared a quarterly dividend on its Common
Stock; the dividend was $0.08 per share. Subject to its continued
profitability and favorable cash flow, the Company intends to continue the
payment of quarterly dividends.
ITEM 6. EXHIBITS AND REPORTS ON FORM 8-K
(a) EXHIBITS.

Index to exhibits filed herewith as part of this report:

Exhibit
Number Title

4.1 Credit Agreement (Amended and Restated) dated July 10, 1997
between the Company and Union Bank of California, N.A.,
Fleet Bank, N.A., and Bank of America National Trust
and Savings Association

4.2 $5,000,000 Optional Advance Facility Extension dated July
29, 1997 between the Company and Union Bank of California,
N.A.

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

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

Date: August 1, 1997 MCGRATH RENTCORP

By: /s/ Delight Saxton

Delight Saxton, Chief Financial
Officer and Vice President

of Administration
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CREDIT AGREEMENT

THIS CREDIT AGREEMENT dated as of July 10, 1997 is entered into by and among
MCGRATH RENTCORP, a California corporation, as "Borrower," the banks listed on
the signature pages hereof (individually a "Bank" and collectively "Banks"),
and UNION BANK OF CALIFORNIA, NATIONAL ASSOCIATION, as agent for Banks (in such
capacity, "Agent").

The parties hereto desire to amend and restate the Amended and Restated
Credit Agreement dated June 14, 1994, between and among the Borrower, Banks and
Agent, as agent for Banks, as amended by the First Amendment to Amended and
Restated Credit Agreement dated as of June 16, 1995, Second Amendment to
Amended and Restated Credit Agreement dated as of May 10, 1996, Third
Amendment to Amended and Restated Credit Agreement dated as of June 27, 1996,
and Fourth Amendment to Amended and Restated Credit Agreement dated as of
October 25, 1996 (collectively, the " Prior Agreement").

In consideration of the mutual covenants and agreements contained herein,
the parties hereto covenant and agree and amend and restate the Prior Agreement
as follows:

ARTICLE 1
DEFINITIONS

1.1 DEFINED TERMS. As used in this Agreement, the following terms shall
have the meanings set forth below:

"ACTIVATED RESERVE COMMITMENT AMOUNT" means, at the time of
determination, the aggregate "activated" portion of the Reserve Commitment
Amount, as determined from time to time. For purposes hereof, the term
"activated" is described in Section 2.7.2.

"ADJUSTED BORROWING BASE" means the excess, if any, of (a) the Borrowing
Base over (b) Outside Debt.

"ADJUSTED NET INCOME" means for any period of four (4) consecutive
quarters, determined as of the last day of such period, the sum of (a) Net
Income, (b) provision for income taxes, (c) interest expense and (d)
depreciation.

"AFFILIATE" means, as to any Person, any other Person which directly or
indirectly controls, or is under common control with, or is controlled by, such
Person. As used in this definition, "control" (and the correlative terms,
"controlled by" and "under common control with") shall mean possession,
directly or indirectly, of power to direct or cause the direction of management
or policies (whether through ownership of securities or partnership or other
ownership interests, by contract or otherwise).
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"AGREEMENT" means this Credit Agreement as originally executed and as
the same may from time to time be amended, supplemented or restated.

"APPLICABLE LAW" means, with respect to any Bank at any time, the Law of
any jurisdiction applicable to Loans made by such Bank to Borrower hereunder,
including, without limitation, Laws prescribing the maximum rates of interest
on loans and extensions of credit.

"APPLICABLE MARGIN" means the percentage to be added to a Rate Option in
determining the rate of interest applicable to a Loan, as set forth in the
Interest Schedule.

"BANK" means, individually, Union Bank of California, N.A., Fleet Bank,
N.A., Bank of America, National Trust and Savings Association., and their
respective successors, and such other banks as may become party to this
Agreement, collectively referred to herein as "Banks."

"BASE AMOUNT" has the meaning ascribed to it in Section 7.12(a).

"BASIC COMMITMENT AMOUNT" means the amount of Forty Million Dollars
($40, 000, 000) .

"BORROWING BASE" means, at any time and from time to time, an amount
equal to seventy-five percent (75%) of Borrower's Eligible Equipment.

"BUSINESS DAY" means any day other than a Saturday or Sunday on
which national banks are generally open for business in San Francisco,
California and, with respect to Eurodollar Loans, such a day on which dealings
in foreign currencies and exchange may be carried on in the interbank
Eurodollar market.

"CAPITALIZED LEASE OBLIGATIONS" means any and all lease obligations
that, in accordance with GAAP, are required to be capitalized on the books of a
lessee.

"CLOSING DATE" means the date on which the Initial Revolving Loan is
funded.

"COMMERCIAL ACCOUNT" means Borrower's commercial account number 001-
2016481 at the office of Agent.

"COMMITMENT" means, subject to the terms and conditions of this
Agreement, and adjusted from time to time in accordance therewith, the
obligation of Banks to make Loans to Borrower in the aggregate principal amount
outstanding at any time not to exceed the lesser of (a) the sum of (i) the
Basic Commitment Amount and (ii) the Activated Reserve Commitment Amount, and
(b) the Adjusted Borrowing Base.

"COMMITMENT FEE" means the commitment fee payable by Borrower pursuant
to and as provided in Section 3.6.



"COMPLIANCE CERTIFICATE" means a certificate in the form of Exhibit A to
be delivered to Agent in accordance with Section 7.3(d).

"CONVERSION DATE" means June 30, 1999.

"DEBT" means, with respect to Borrower, the aggregate amount of, without
duplication, (a) all obligations for borrowed money, including, without
limitation, the Loans, and the Real Property Debt, (b) all obligations
evidenced by bonds, other than assessment and other special bonds associated
with real property holdings, debentures, notes or other similar instruments,
(c) all Capitalized Lease Obligations, (d) all obligations or liabilities of
others secured by a Lien on any asset of Borrower, whether or not such
obligation or liability is assumed, and (e) all obligations or liabilities of
Borrower, whether direct or indirect, contingent or otherwise, with respect to
the obligations or liability of another, including, without limitation, all
guaranties.

"DEBT SERVICE" means for any period of four (4) consecutive quarters,
determined as of the last day of such period, the sum of (a) all payments of
principal and interest on Debt (excluding any Loans) scheduled to become due or
to be made during the succeeding period of four (4) consecutive quarters, plus
(b) the amount outstanding under all Loans divided by an amount equal to the
number of years or quarterly fractions thereof (rounded to the nearest quarter)
remaining until June 30, 2001. Where any item of interest varies or depends
upon a floating rate, for purposes of calculating Debt Service such rate shall
be computed on the basis of the average interest rate on the applicable item
for the quarter preceding the date of determination.

"DEFAULT" means any event that with the giving of notice or passage of
time, or both, would be an Event of Default.

"DOLLARS AND $" means United States dollars or such coin or currency of
the United States of America as at the time of payment shall be legal tender
for the payment of public and private debts in the United States.

"EBIT" means Adjusted Net Income, excluding item (d) thereof,
depreciation.

"ELIGIBLE EQUIPMENT" means equipment which is an asset of Borrower
designated as "Rental equipment, net" on Borrower's most recent financial
statements, in accordance with GAAP, or any substitute for such designation,
and which:

(a) is owned by Borrower free and clear of all Liens and rights of
others except Permitted Liens;

(b) is permanently located in the United States of America; and
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(c) is not, in the reasonable opinion of Agent, obsolete, unsalable,
unfit for use or otherwise unacceptable to Agent.

"ERISA" means the Employee Retirement Income Security Act of 1974, as
the same may from time to time be amended or supplemented, including any rules
or regulations issued in connection therewith and any successor statute.

"EUROCURRENCY RESERVE PERCENTAGE" means, with respect to each Eurodollar
Period, the percentage, as prescribed by the Federal Reserve Board, for
determining reserve requirements (including any marginal, supplemental or
emergency reserves) applicable to Eurocurrency liabilities pursuant to
Regulation D, or any other then applicable regulation of the Board of Governors
which prescribes reserve requirements applicable to 'Eurocurrency liabilities,'
as presently defined in Regulation D, in each case, as applicable to Agent.

The Interbank Rate (Reserve Adjusted) shall be adjusted automatically on the
effective date of any change in the Eurocurrency Reserve Percentage. For
purposes of this definition, any Eurodollar Loans hereunder shall be deemed to
be Eurocurrency liabilities. The Eurocurrency Reserve Percentage shall be
conclusive and binding, absent manifest error, even if estimated or projected.

"EURODOLLAR LOAN" means any Loan which bears interest at a rate
determined with reference to the Interbank Rate (Reserve Adjusted).

"EURODOLLAR PERIOD" means, with respect to any Eurodollar Loan, the
period commencing on the date specified by Borrower in a Loan Request and
ending 1, 2, 3, 6 or 12 months thereafter, as specified by Borrower in such
Loan Request; provided that

(a) the first day of any Eurodollar Period shall be a Business Day;

(b) no Eurodollar Period for any Eurodollar Loan made prior to the
Conversion Date shall extend beyond the Conversion Date;

(c) no Eurodollar Period shall extend beyond a date when a principal
payment is due if the principal balance of the Loans after such payment will be
less than the aggregate Eurodollar Loans outstanding;

(d) no Eurodollar Period shall extend beyond the Term Loan Maturity
Date; and

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

"EVENT OF DEFAULT" means an event set forth in Article 9.
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"FEDERAL FUNDS EFFECTIVE RATE" means, for any period, a fluctuating
interest rate per annum equal for each day during such period to (a) the
weighted average of the rates on overnight federal funds transactions with
members of the Federal Reserve System arranged by federal funds brokers, as
published for such day (or, if such day is not a Business Day, for the
preceding Business Day) by the Federal Reserve Bank of New York; or (b) if such
rate is not published for any day which is a Business Day, the average of the
quotations at approximately 10:00 a.m. San Francisco time for such day on such
transactions received by Agent from three (3) federal funds brokers of
recognized standing selected by it.

"FEDERAL RESERVE BOARD" means the Board of Governors of the Federal
Reserve System or any governmental authority succeeding to its functions.

"FUNDING DATE" means the date of the funding of a Loan, including the
date a Loan is converted from a Revolving Loan to a Term Loan, and from a Loan
with one Rate Option to a Loan with another Rate Option.

"GAAP" means, as of any date of determination, accounting principles (a)
set forth as generally accepted in then currently effective Opinions of the
Accounting Principles Board of the American Institute of Certified Public
Accountants, (b) set forth as generally accepted in then currently effective
Statements of the Financial Accounting Standard Board or (c) that are then
approved by such other entity as may be approved by a significant segment of
the accounting profession in the United States of America, applied on a
consistent basis in all material respects to those applied at prior dates or
for prior periods.

"GOVERNMENTAL AGENCY" means (a) any international, foreign, federal,
state, county or municipal government or political subdivision thereof, or (b)
any governmental or quasi-governmental agency, authority, board, bureau,
commission, department, instrumentality or public body, or (c) any court or
administrative tribunal.

"INITIAL REVOLVING LOAN" has the meaning ascribed to it in Section 2.9.

"INTERBANK RATE" means, with respect to each Eurodollar Period, the rate
per annum at which Dollar deposits in immediately available funds are offered
to Agent two (2) Business Days prior to the beginning of such Eurodollar Period
by major banks in the interbank eurodollar market at or about 10:00 a.m., San
Francisco time, for delivery on the first day of such Eurodollar Period, for
the number of days comprised therein and in an amount equal to the amount of
the Eurodollar Loan to be outstanding during such Eurodollar Period.

"INTERBANK RATE (RESERVE ADJUSTED)" means, with respect to any
Eurodollar Loan for any Eurodollar Period, a rate per annum (rounded upwards,
if necessary, to the nearest one-hundredth of one percent (1/100 of 1%))
determined pursuant to the following formula:

Interbank Rate = Interbank Rate

(Reserve Adjusted) 1-Eurocurrency Reserve Percentage
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"INTEREST PERIOD" means, with respect to any: (a) Eurodollar Loan, the
Eurodollar Period and (b) Reference Rate Loan, the Reference Rate Period.

"INTEREST SCHEDULE" means the schedule of interest in Section 2.3 which
sets forth the fluctuating rate per annum at which the unpaid principal balance
of the Loans shall bear interest.

"INVESTOR-OWNER SALES PROGRAM" means any particular program whereby
Borrower has sold, from time to time, and may from time to time in the future
sell Eligible Equipment to various persons for cash at their then current
market value and continue thereafter to manage and operate such Eligible
Equipment on behalf of the purchasers under a management contract. Such
purchasers will frequently be limited partnerships sponsored by Borrower and
for which Borrower and/or Robert P. McGrath will act as general partner.

"LAW" means collectively all international, foreign, federal, state and
local statutes, treaties, rules, regulations, directives, ordinances, policies,
orders and codes.

"LIABILITIES" means the aggregate amount of all liabilities of Borrower
that would, in accordance with GAAP, be required to be set forth on a balance
sheet as liabilities, excluding deferred taxes.

"LIEN" means any mortgage, deed of trust, pledge, hypothecation,
security interest, encumbrance, lien or charge of any kind, whether voluntarily
incurred or arising by operation of law or otherwise, affecting any asset of
Borrower, including any agreement to give any of the foregoing, any conditional
sale or other title retention agreement, any lease in the nature of a security
interest, and/or the filing of or agreement to give any financing statement
(other than a financing statement which disclaims the existence of a security
interest and states that it is filed only as a precaution) under the Uniform
Commercial Code or comparable Law with respect to any asset of Borrower.

"LOAN" means a Revolving Loan and/or Term Loan or, if the context
requires, the Revolving Loans and/or Term Loans.

"LOAN DOCUMENTS" means, collectively, this Agreement, the Notes, and any
and all other agreements, documents, instruments and certificates of any type
or nature heretofore or hereafter executed or delivered by Borrower to Agent or
Banks in any way relating to or in furtherance of this Agreement, in each case
either as originally executed or as the same may from time to time be
supplemented, modified, amended, restated or extended.

"LOAN REQUEST" means a written request by Borrower for a Loan,
substantially in the form of EXHIBIT B, duly executed on Borrower's behalf and
properly completed to provide all information required to be included therein.



"MAXIMUM AMOUNT" means, with respect to each Loan by each Bank at any
time, the maximum amount of interest which, under Applicable Law, such Bank
is permitted to charge with respect to such Loan.

"NET INCOME" has the meaning ascribed to it in accordance with GAAP.
"NET LOSS" has the meaning ascribed to it in accordance with GAAP.

"NOTES" means, collectively, the Revolving Credit Notes and the Term
Notes.

"OBLIGATIONS" means all present and future obligations of every kind
or nature of Borrower or at any time and from time to time owed to Agent or
Banks or any one or more of them, under any one or more of the Loan
Documents, whether due or to become due, matured or unmatured, liquidated or
unliquidated, or contingent or noncontingent, INCLUDING obligations of
performance as well as obligations of payment, and INCLUDING interest that
accrues after the commencement of any proceeding under any debtor relief law
by or against Borrower.

"OFFICER'S CERTIFICATE" means a certificate substantially in the form
of EXHIBIT C, completed and duly executed by Borrower.

"QUTSIDE DEBT" means all Debt other than Loans and Real Property Debt.

"PBGC" means the Pension Benefit Guaranty Corporation.

"PERMITTED LIEN" has the meaning ascribed to it in Section 8.3.

"PERSON" means any individual or entity.

"PLAN" means an employee pension or other benefit plan of Borrower
subject to Title IV of ERISA or to which Section 412 of the Internal Revenue
Code of 1954, as amended, applies, other than Borrower's Employee Stock
Ownership Plan as amended in existence as of the date of this Agreement.

"PRIOR AGREEMENT" has the meaning ascribed to it in Section 2.9.

"PRO RATA SHARE" means, with respect to each Bank, the percentage set
forth next to that Bank's name as follows:

Bank Pro Rata Share Commitment

Union Bank of

Ccalifornia, N.A. 34% $23,800, 000
Bank of
America, NT&SA 33% $23,100, 000



Fleet Bank, N.A. 33% $23,100, 000

"RATE OPTION" means the interest rate options available to Borrower
for the Loans as provided in Section 2.3.2, which are the Interbank Rate
(Reserve Adjusted), or Reference Rate.

"REAL PROPERTY DEBT" means Debt which is secured by any or all of
Borrower's real property holdings.

"REFERENCE RATE" means, at any time, Agent's floating commercial loan
rate then most recently announced by Agent at San Francisco, California as
its prime or reference rate. Each change in the Reference Rate shall take
effect hereunder on the effective date of the change in such Reference Rate.
The Reference Rate is used as a reference point for pricing certain loans.
Agent may price its loans at, above or below the Reference Rate.

"REFERENCE RATE LOAN" means any Loan which bears interest at a rate
determined by reference to the Reference Rate.

"REFERENCE RATE PERIOD" means, as to each Reference Rate Loan, the
period commencing on the date specified by Borrower pursuant to a Loan
Request and ending on the day prior to (a) the conversion thereof to a
Eurodollar Loan as specified by Borrower in a Loan Request or (b) the date of
repayment thereof.

"REGULATION D" means Regulation D, as at any time amended, of the
Federal Reserve System, or any other regulation in substance substituted
therefor.

"REQUIRED BANKS" means Banks having Pro Rata Shares at least sixty-six
and two-thirds percent (66-2/3%) of the Commitment or, if the Commitment has
been terminated, Banks holding at least sixty-six and two-thirds percent
(66-2/3%) of the aggregate principal amount of outstanding Loans.

"RESERVE COMMITMENT AMOUNT" means the amount of Thirty Million Dollars
($30,000,000).

"REVOLVING CREDIT FACILITY" means the credit accommodation provided to
Borrower as more fully described in Section 2.1.

"REVOLVING LOAN" means an extension of credit under the Revolving
Credit Facility in accordance with Section 2.1.

"REVOLVING LOAN COMMITMENT PERIOD" means the period from and including
the date of this Agreement to, but not including, the Revolving Loan
Termination Date.



"REVOLVING LOAN TERMINATION DATE" means the earlier of (a) June 30,
1999, or (b) the date Banks may terminate making Loans or accelerate the due
date of the Revolving Loans pursuant to the rights of Banks under Article 9.

"REVOLVING NOTE" means each promissory note payable to a Bank
evidencing the Revolving Loans, substantially in the form set forth in
EXHIBIT D, with appropriate insertions.

"SUBSIDIARY" means any corporation at least the majority of whose
securities having ordinary voting power for the election of directors (other
than securities having such power only by reason of the happening of a
contingency) are at the time owned by Borrower and/or one or more
Subsidiaries.

"SUSPENDED RESERVE COMMITMENT AMOUNT" means, at the time of
determination, the portion of the Reserve Commitment Amount which is not
"activated," as determined from time to time. For purposes hereof, the
meaning of the term "activated" is described in Section 2.7.2.

"TANGIBLE NET WORTH" means, with respect to Borrower, its assets as
determined in accordance with GAAP, minus (a) liabilities and (b) all
intangible assets of Borrower, including, without limitation (i) all assets
which should be classified as intangible assets (such as goodwill, patents,
trademarks, copyrights, franchises, and deferred charges (including
unamortized debt discount and research and development costs)), (ii) treasury
stock, (iii) cash held in a sinking or other similar fund established for the
purpose of redemption or other retirement of capital stock, (iv) to the
extent not already deducted from total assets, reserves for depreciation,
depletion, obsolescence or amortization of properties and other reserves or
appropriations of retained earnings which have been or should be established
in connection with the business conducted by Borrower, and (v) any
revaluation or other write-up in book value of assets subsequent to the
fiscal year of Borrower last ended at the date of this Agreement.

"TERM LOAN FACILITY" means the credit accommodation provided to
Borrower as more fully described in Section 2.2.

"TERM LOAN" means an extension of credit under the Term Loan Facility
in accordance with Section 2.2 of this Agreement.

"TERM LOAN MATURITY DATE" means the earlier of (a) June 30, 2001, or
(b) the date to which the due date of the Term Loan is accelerated pursuant
to the rights of Banks under Article 9.

"TERM NOTE" means each promissory note payable to a Bank evidencing
the Term Loans, substantially in the form set forth in EXHIBIT E, with
appropriate insertions.



1.2 ACCOUNTING TERMS. All accounting terms not specifically defined in
this Agreement shall be construed, and all financial data required to be
submitted by this Agreement shall be prepared, in conformity with GAAP EXCEPT
as otherwise specifically prescribed herein. In the event that GAAP changes
during the term of this Agreement such that the financial covenants contained
herein would then be calculated in a different manner or with different
components, Borrower and Banks agree to amend this Agreement in such respects
as are necessary to conform those covenants as criteria for evaluating
Borrower's financial condition to substantially the same criteria as were
effective prior to such change in GAAP.

1.3 EXHIBITS AND SCHEDULES. All Exhibits and Schedules to this
Agreement, either as originally existing or as the same may from time to time
be supplemented, modified or amended, are incorporated herein by this
reference.

1.4 MISCELLANEOUS TERMS. All terms defined in this Agreement shall be
applicable to both the singular and plural forms thereof, as the context
requires. The term "or" is disjunctive; the term "and" is conjunctive. The
term "shall" is mandatory; the term "may" is permissive. The term
"including" is by way of example and not limitation. Terms not otherwise
expressly defined herein shall have the meaning ascribed to them in the
California Uniform Commercial Code, if applicable.

ARTICLE 2
THE CREDITS
2.1. REVOLVING LOAN FACILITY.

2.1.1 GENERAL. Subject to the terms and conditions of this
Agreement, at any time and from time to time, during the Revolving Loan
Commitment Period, each Bank severally, and not jointly, according to its Pro
Rata Share, agrees to make Revolving Loans to Borrower in such amounts as
Borrower may request that do not exceed in the aggregate at any one time
outstanding the amount of such Bank's Pro Rata Share of the Commitment.
Subject to the terms and conditions of this Agreement, Borrower may borrow,
repay and reborrow, in whole or in part, under the Revolving Credit Facility
at any time prior to the Revolving Loan Termination Date. The Revolving
Loans and all amounts owing with respect thereto shall be due and payable on
the Revolving Loan Termination Date. No Bank shall be responsible for any
default by any other Bank in such other Bank's obligation to make a Revolving
Loan hereunder, nor shall the Pro Rata Share of any Bank be increased or
decreased as a result of the default by any other Bank in such other Bank's
obligation to make a Revolving Loan hereunder.

2.1.2 REVOLVING NOTES. The Revolving Loans shall be evidenced by a
Revolving Note for each Bank in the principal amount of such Bank's Pro Rata
Share of the Commitment. Each Bank is hereby authorized to record the amount
and type of each Revolving Loan made by such Bank and the date and the amount
of each payment or prepayment of principal thereof on the schedule annexed to
its Revolving Note, or on its books and records, and any such recordation
shall, in the absence of manifest error, constitute prima facie evidence of
the
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accuracy of the information so recorded; provided, however, that failure by a
Bank to make any such recordation on its Revolving Note or on its books and
records shall not affect any of the Obligations of Borrower under such
Revolving Note or this Agreement.

2.2. TERM LOAN FACILITY.

2.2.1. GENERAL. Subject to the terms and conditions of this
Agreement, each Bank severally, and not jointly, agrees to make a Term Loan
to Borrower on the Conversion Date in a principal amount equal to such Bank's
Pro Rata Share of the aggregate principal amount of Revolving Loans
outstanding on the Conversion Date (the "Term Loans"); provided, however,
that the aggregate Term Loans shall not exceed the Commitment. Each Bank
shall apply the proceeds of the Term Loans to the concurrent payment in full
of the principal amount of its Revolving Loans outstanding on the Conversion
Date. No Bank shall be responsible for any default by any other Bank in such
other Bank's obligation to make a Term Loan hereunder, nor shall the Pro Rata
Share of any Bank be increased or decreased as a result of the default by any
other Bank in such other Bank's obligation to make a Term Loan hereunder.

2.2.2. TERM NOTES. The Term Loans shall be evidenced by a Term Note
for each Bank in the principal amount of such Bank's Term Loan. Upon receipt
of its Term Note, each Bank shall deliver to Borrower its Revolving Note,
marked "CANCELLED." Each Bank is hereby authorized to record the amount of
each payment or prepayment of principal thereof on the schedule annexed to
its Term Note, or on its books and records, and any such recordation shall,
in the absence of manifest error, constitute prima facie evidence of the
accuracy of the information so recorded, provided that failure by a Bank to
make any such recordation on its Term Note or on its books and records shall
not affect any of the Obligations of Borrower under such Term Note or this
Agreement.

2.3 INTEREST ON LOANS. The Loans shall bear interest at a rate per annum
equal to the lesser of (a) the sum of (i) the Applicable Margin plus (ii) the
Rate Option(s) specified by Borrower pursuant to a Loan Request, and (b) the
Maximum Amount; provided, however, that interest on overdue payments shall
bear interest in accordance with Section 2.3.3.

2.3.1. GENERAL. Interest on the outstanding principal balance of the
Loans shall accrue daily from the date of each Loan until payment in full.

2.3.2. RATE OPTIONS. The Rate Options and Applicable Margins for
Loans shall be determined by the matrix set forth below.

(a) REVOLVING LOANS. The Rate Options and Applicable Margin
for the Revolving Loans are:
Loan Rate Option Applicable Margin
Reference Rate Loans Reference Rate 0.00%
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Eurodollar Loans Interbank Rate 0.70%
(Reserve Adjusted)

(b) TERM LOANS. The Rate Options and Applicable Margins for
the Term Loans are:
Loan Rate Option Applicable Margin
Reference Rate Loans Reference Rate 0.25%
Eurodollar Loans Interbank Rate 0.95%

(Reserve Adjusted)

2.3.3. INTEREST ON OVERDUE PAYMENTS. Overdue payments of principal
(and of interest to the extent permitted by law) on the Loans shall bear
interest at a fluctuating rate per annum equal to the lesser of (i) the
Reference Rate plus two percent (2%) or (ii) the Maximum Amount until such
unpaid amount has been paid in full (whether before or after judgment). All
interest provided for in this Section 2.3.3 shall be compounded monthly and
payable on demand.

2.3.4. COMPUTATION. Interest shall be computed for the actual number
of days elapsed on the basis of a year consisting of 360 days, calculated as
to each Eurodollar Period from, and including, the first day thereof to, but
excluding, the last day thereof.

2.4 PROCEDURE FOR LOANS.

2.4.1 GENERAL. Borrower shall deliver to Agent an irrevocable Loan
Request no later than 10:00 a.m. San Francisco time (i) on the proposed
Funding Date of any Reference Rate Loan, and (ii) at least three (3) Business
Days prior to the Revolving Loan Termination Date or the proposed Funding
Date of any Eurodollar Loan. Each Loan Request shall specify:

(a) the Funding Date of such Loan, which shall be a Business Day;

(b) the amount of such Loan;

(c) the Rate Option(s) selected for such Loan; and

(d) if applicable, the Interest Period(s) therefor.
If Borrower shall fail to specify a Rate Option, such Loan shall be made as a
Reference Rate Loan. If Borrower shall fail to specify an Interest Period
with respect to a proposed Eurodollar Loan , Borrower shall be deemed to have
elected an Interest Period of one (1) month's duration.

2.4.2. ALTERNATE PROCEDURE. Alternatively, on any Business Day the
President, Vice President of Administration or Treasurer of Borrower (or any
person designated for a specific
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period of time by any one of such officers) may give Agent telephonic notice
of the proposed Loan within the notice periods, and specifying the
information, required in Section 2.4.1, PROVIDED that (a) such designated
person delivers to Agent by telecopy prior to any such telephone notice, a
copy of such person's authorization to make such request, which authorization
must be signed by the President, Vice President of Administration or
Treasurer of Borrower, and (b) such notice shall be confirmed in writing by
delivery to Agent of a Loan Request signed by any one of such three officers
no later than the third day after such telephone request. All such
telephonic notices shall be irrevocable. Neither Agent nor Bank shall incur
any liability to Borrower in acting upon any such telephonic notice that
Agent believes in good faith to have been given by a person duly authorized
to give such notice on behalf of Borrower or for otherwise acting in good
faith under this Section 2.4.2.

2.4.3. EXTENSIONS AND CONVERSIONS. Subject to the terms and
conditions of this Agreement, Borrower may extend any Revolving Loan, or
convert any Loan into a different Rate Option Loan by complying with the
provisions of Section 2.4.1 or 2.4.2 in the same manner as if Borrower were
requesting a new Loan; provided, however, that Eurodollar Loans may be
converted without penalty only on the last day of the applicable Interest
Period.

2.4.4. MINIMUM AMOUNT OF REVOLVING LOANS. Each Loan Request for
Revolving Loans shall be in a minimum amount of One Hundred Twenty-Five
Thousand Dollars ($125,000) and integral multiples of Twenty-Five Thousand
Dollars ($25,000) in excess of that amount.

2.4.5. MINIMUM PAYMENT OF REVOLVING LOANS. The Company shall have
the right to prepay the Revolving Loans in whole or in part in minimum
principal amounts equal to at least Twenty-Five Thousand Dollars ($25,000.00)
and integral multiples thereof.

2.5. FUNDING OF LOANS.

(a) Promptly after receipt of a Loan Request (or telephonic notice
thereof), Agent shall notify each Bank of the amount of the proposed Loan,
the Pro Rata Share of such Bank, and the Rate Option and Interest Period
selected by Borrower therefor.

(b) In the case of Revolving Loans, each Bank shall make the amount of
its Loan available to Agent, in same day funds, at the office of Agent
specified on the signature pages of this Agreement no later than noon San
Francisco time on the Funding Date. Agent shall make the proceeds of such
Loans available to Borrower on such Funding Date by causing an amount of same
day funds equal to the proceeds of all such Loans received by Agent to be
credited to Borrower's Commercial Account no later than 2:00 p.m. San
Francisco time on the Funding Date.

(c) In the case of Term Loans, each Bank shall fund its Term Loan by
applying the proceeds thereof to the payment of the aggregate principal
amount of all Revolving Loans of such Bank outstanding on the Conversion Date.

13



2.6. NON-RECEIPT OF FUNDS BY AGENT. Unless the Borrower or a Bank, as
the case may be, notifies Agent prior to the date on which it is scheduled to
make payment to Agent of (a) in the case of a Bank, the proceeds of a Loan or
(b) in the case of the Borrower, a payment of principal, interest or fees to
Agent for the account of Banks, that it does not intend to make such payment,
Agent may assume that such payment has been made. Agent may, but shall not
be obligated to, make the amount of such payment available to the intended
recipient in reliance upon such assumption. If such Bank or the Borrower, as
the case may be, has not in fact made such payment to Agent, the recipient of
such payment shall, on demand by Agent, repay to Agent the amount so made
available together with interest thereon in respect of each day during the
period commencing on the date such amount was so made available by Agent
until the date Agent recovers such amount at a rate per annum equal to (a) in
the case of repayment by a Bank, the Federal Funds Effective Rate for such
day or (b) in the case of repayment by the Borrower, the interest rate
applicable to the relevant Loan.

2.7. RESERVE COMMITMENT AMOUNT.

2.7.1. GENERAL. The Reserve Commitment Amount may from time to time
be activated, suspended, and reactivated in increments of Two Million Dollars
($2,000,000), or multiples thereof, in accordance with the provisions of
Sections 2.7.2 and 2.7.3.

2.7.2. ACTIVATION OF RESERVE COMMITMENT AMOUNT. From time to time
the Reserve Commitment Amount shall automatically be activated in increments
of Two Million Dollars ($2,000,000), or multiples thereof, each time the sum
of (a) the principal balance of all Loans outstanding plus (b) the principal
amount of all proposed Loans requested in a Loan Request exceeds the sum of
(a) the Basic Commitment Amount plus (b) the Activated Reserve Commitment
Amount. If the date of activation is not a Business Day, then such activated
status shall commence on the first Business Day thereafter.

2.7.3 SUSPENSION OF RESERVE COMMITMENT AMOUNT. The Activated Reserve
Commitment Amount may be subsequently suspended in whole or in part in
increments of Two Million Dollars ($2,000,000) or multiples thereof, upon
satisfaction by Borrower of both of the following conditions:

(a) The principal balance of all Debt (excluding Real Property
Debt) outstanding does not exceed the sum of (i) the Basic Commitment Amount
and (ii) the Activated Reserve Commitment Amount which would be in effect
after the proposed suspension, and no Loan Requests which would cause such
principal balance to exceed such amount have been delivered to Agent
subsequent thereto;

(b) Borrower shall have given Agent not less than three (3)
Business Days prior notice of the date such suspension is to become effective.

2.8. ADJUSTMENT OR TERMINATION OF THE COMMITMENT. Upon not less than
three Business Days' notice to the Agent at any time, and from time to time,
Borrower may, at any time permanently reduce the amount of any component of the
Commitment in increments of
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One Million Dollars ($1,000,000) or integral multiples thereof; provided,
however, (i) that no adjustment in the Basic Commitment shall occur until the
Reserve Commitment Amount shall have been reduced to zero, and (ii) the
Commitment may not be reduced to an amount less than the amount of the then
outstanding Loans. Except as expressly provided in this Section 2.8, the
Commitment may not be adjusted by Borrower.

2.9. INITIAL REVOLVING LOAN. Assuming satisfaction of all of the
conditions precedent to funding set forth in Article 5, Banks shall be deemed
to have made Revolving Loans to Borrower on the Closing Date (the "Initial
Revolving Loan") in an amount equal to the outstanding principal sum owing by
Borrower pursuant to the Prior Agreement , and Borrower shall, thereupon, be
deemed to have repaid such sum. Upon payment by Borrower of all other
amounts owing under the Prior Agreement, Agent shall collect from the Banks
and thereupon return to Borrower marked "CANCELLED" the promissory notes made
in connection with the Prior Agreement.

ARTICLE 3
PAYMENTS AND FEES
3.1. REVOLVING LOANS.

3.1.1. INTEREST. Interest accrued on each Revolving Loan shall be
payable in arrears (a) monthly on the last day of each consecutive month if a
Reference Rate Loan, or (b) if not a Reference Rate Loan, on the earlier of
(i) the last day of the Interest Period for such Loan, or (ii) quarterly on
the last day of each March, June, September and December; such payments shall
commence on the first such day after the Initial Revolving Loan and continue
through the Revolving Loan Termination Date, on which date all accrued and
unpaid interest shall be due and payable in full.

3.1.2. PRINCIPAL. If not sooner paid, the principal indebtedness
evidenced by the Revolving Notes shall be due and payable as follows:

(a) the principal amount of each Eurodollar Loan shall be
converted, extended or due and payable on the last day of the Interest Period
for such Loan;

(b) the amount, if any, by which the principal indebtedness
evidenced by the Revolving Notes at any time exceeds the Commitment shall be
due and payable immediately; and

(c) in any event, the principal indebtedness evidenced by the
Revolving Notes shall be due and payable on the Revolving Loan Termination
Date.
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3.2. TERM LOANS.

3.2.1. INTEREST. Interest accrued on each Term Loan shall be payable
in arrears (a) monthly on the last day of each consecutive month if a
Reference Rate Loan, (b) if not a Reference Rate Loan on the earlier of (1)
the last day of the Interest Period for such Loan, or (ii) quarterly on the
last day of each March, June, September and December; such payments shall
commence on the first such day after the Conversion Date and continue to and
including June 30, 2001, on which date all accrued and unpaid interest shall
be due and payable in full.

3.2.2. PRINCIPAL. The principal indebtedness evidenced by the Term
Notes shall be due and payable in eight (8) equal consecutive quarterly
installments on the last day of each March, June, September and December,
commencing on September 30, 1999, and continuing through June 30, 2001;
provided, however, that the last such installment shall be an amount
sufficient to repay in full the Term Loans and all other amounts owed under
this Agreement, including, without limitation, accrued but unpaid interest.

3.3. OPTIONAL REPAYMENT. The Term Loans may, at any time and from time
to time, be paid or prepaid in whole or in part without premium or penalty,
EXCEPT that (a) any partial prepayment shall be an integral multiple of Two
Hundred Fifty Thousand Dollars ($250,000), (b) Agent shall have received
written notice of any prepayment at least three (3) Business Days before the
date of prepayment, which notice shall identify the date and amount of the
prepayment and the Loan(s) being prepaid and shall be irrevocable, (c) each
prepayment of principal shall be accompanied by payment of interest accrued
through the date of payment on the amount of principal paid, and (d) with
respect to both Revolving Loans and Term Loans, any prepayment of all or any
part of any Eurodollar Loan on a day other than the last day of the
applicable Interest Period shall be subject to Section 4.1.4, as applicable,
and Borrower shall pay Banks all amounts due as therein provided. All
prepayments shall be applied to principal installments in the inverse order
of their maturities.

3.4. MANDATORY PREPAYMENTS. If at any time the aggregate principal
amount of the Loans outstanding exceeds the Commitment or the Adjusted
Borrowing Base, as then in effect, Borrower shall immediately upon demand by
Agent prepay an amount equal to such excess. All prepayments shall be
applied to principal installments in the inverse order of their maturities.
The provisions of Section 3.3(d) shall also apply to mandatory prepayments
pursuant to this Section 3.4.

3.5. PAYMENTS. All payments hereunder shall be in Dollars and in
immediately available funds and shall be made prior to 10:00 a.m. San
Francisco time on the date of the scheduled payment to Agent at its office
set forth on the signature pages of this Agreement. All payments received
after 10:00 a.m. San Francisco time shall be considered to have been received
the next Business Day. Any payment which falls on a non-Business Day shall
be rescheduled to the next succeeding Business Day and interest shall
continue to accrue to such rescheduled Business Day.
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3.6. COMMITMENT FEE. Borrower shall pay to Agent, for distribution to each
Bank in proportion to that Bank's Pro Rata Share, commitment fees (the
"Commitment Fee") computed for the actual number of days elapsed on the basis
of a year consisting of 365 days for the period from and including the date of
this Agreement to and including the Conversion Date, payable in arrears in
quarterly installments on the last day of each December, March, June and
September, commencing on the first such date to occur after the date hereof,
and on the Conversion Date, as follows:

(a) one-half of one percent (.50%) per annum of the average daily
unused portion of the Basic Commitment Amount;

(b) one-eighth of one percent (.125%) per annum of the average daily
Suspended Reserve Commitment Amount;

(c) upon each activation of the Reserve Commitment Amount (as
described in Section 2.7.2), for the ninety (90) days preceding such activation
an additional three-eighths of one percent (0.375%) per annum on the amount so
activated; and

(d) one-half of one percent (.50%) per annum on the average daily
unused portion of the Activated Reserve Commitment Amount.

3.7 AGENT'S FEE. Borrower shall pay Agent, for Agent's own account, an
agent fee in an amount and on the terms as mutually agreed between Agent and
Borrower.

ARTICLE 4

ADDITIONAL PROVISIONS RELATING TO
EURODOLLAR LOANS AND CAPITAL ADEQUACY

4.1. EURODOLLAR LOANS.

4.1.1. EURODOLLAR INCREASED COST. If, as a result of the adoption or
application of any Law, or any change therein, or in the interpretation,
administration or application thereof, including Regulation D, or compliance by
any Bank with any request or directive (whether or not having the force of law)
from any court or Governmental Agency, central bank or comparable authority or
instrumentality:

(a) the basis of taxation of payments to any Bank of the principal
of or interest on any Eurodollar Loan (other than income, franchise or similar
taxes imposed on the gross or net income of a Bank) is changed;

(b) any reserve, special deposit, minimum capital, capital ratio or
similar requirements against assets of, deposits with or for the account of,
credit extended by, or Commitment of, any Bank is imposed, modified or deemed
applicable; or
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(c) any other condition affecting this Agreement, the Eurodollar
Loans or Commitment is imposed on any Bank or the interbank eurodollar market;

and any Bank determines that, by reason thereof, the cost to such Bank of
making or maintaining any of the Eurodollar Loans is increased, or the amount
of any sum receivable by such Bank hereunder in respect of any of the
Eurodollar Loans is reduced; then, Borrower shall pay to such Bank within two
(2) Business Days after demand (which demand shall be accompanied by a
statement setting forth the basis for the calculation thereof but only to the
extent not theretofore provided to Borrower, a copy of which shall be delivered
to Agent) such additional amount or amounts as will compensate such Bank for
such additional cost or reduction (provided such amount has not been
compensated for in the calculation of the Eurocurrency Reserve Percentage).
Determinations by a Bank for purposes of this Section 4.1.1 of the additional
amounts required to compensate such Bank in respect of the foregoing
circumstances shall be conclusive, absent manifest error.

4.1.2. EURODOLLAR DEPOSITS UNAVAILABLE OR INTEREST RATE
UNASCERTAINABLE. If any Bank determines (which determination shall be
conclusive and binding on Borrower) that deposits of the necessary amount for
an Interest Period are not available to such Bank in the interbank Eurodollar
market or that, by reason of circumstances affecting such market, adequate and
reasonable means do not exist for ascertaining the Interbank Rate applicable to
such Interest Period, such Bank shall promptly give notice of such
determination to Borrower and, thereupon, any Loan Request with respect to new
Eurodollar Loan(s) previously given by Borrower and not yet borrowed or
converted shall be deemed a Loan Request to make a Reference Rate Loan in the
amount of the requested Eurodollar Loan(s) and Borrower shall be obligated to
convert any outstanding Eurodollar Loan(s) to Reference Rate Loans on the last
day of the then current Interest Period(s) with respect thereto.

4.1.3. CHANGES IN LAW AFFECTING EURODOLLAR LOANS. If at any time after
the date of this Agreement due to any new Law, or any interpretation thereof by
any Governmental Agency or other regulatory authority charged with the
administration thereof, or for any other reason arising subsequent to the date
hereof, it shall become unlawful for any Bank to fund any Eurodollar Loan which
it is committed to make hereunder, the obligation of such Bank to provide
Eurodollar Loans shall, upon the happening of such event, forthwith be
suspended for the duration of such illegality. If any such change shall make
it unlawful for any Bank to continue Eurodollar Loans previously made by it
hereunder, such Bank shall, upon the happening of such event, notify Borrower
stating the reasons therefor, and Borrower shall, on the earlier of (a) the
last day of the then current Interest Period or (b) if required by such Law or
interpretation, on such date as shall be specified in such notice, convert such
unlawful Eurodollar Loans to Reference Rate Loans.

4.1.4. EURODOLLAR LOAN INDEMNITY. Borrower agrees to indemnify each

Bank and shall hold each Bank harmless from any loss, cost, damage or expense
which such Bank may sustain or incur as a consequence of:
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(a) any failure by Borrower to borrow, continue or convert a
Eurodollar Loan on a date specified in a Loan Request;

(b) failure by Borrower to make any prepayment of a Eurodollar Loan,
after Borrower has given a notice in accordance with Section 3.3(b);

(c) a payment, prepayment or conversion of a Eurodollar Loan on a
day which is not the last day of the Eurodollar Period with respect thereto;

(d) the Revolving Loans not being converted to the Term Loans on the
Conversion Date, to the extent Borrower shall have theretofore delivered a Loan
Request selecting a Eurodollar Loan; and

(e) the acceleration of the obligations pursuant to Section 9.2, in
each case including any such loss, cost, damage or expense arising from
interest, fees or other charges payable by such Bank to lenders of funds
obtained by it in order to make or maintain such Eurodollar Loan hereunder.

Borrower shall pay within two (2) Business Days after demand (which demand
shall be accompanied by a statement setting forth such Bank's calculation
thereof, a copy of which shall be delivered to Agent) the amount due hereunder.
Such statement and calculation shall, in the absence of manifest error, be
conclusive. This covenant shall survive termination of this Agreement and
payment in full of the Notes.

4.2. DISCRETION AS TO MANNER OF FUNDING. Notwithstanding any provision of
this Agreement to the contrary, each Bank shall be entitled to fund and
maintain its funding of all or any part of the Eurodollar Loans in any manner
it may elect, it being understood, however, that for the purposes of this
Agreement all determinations hereunder shall be made as if each Bank had
actually funded and maintained each Eurodollar Loan during the Eurodollar
Interest Period for such Eurodollar Loan through the purchase of deposits
having a maturity corresponding to the last day of such Interest Period and
bearing an interest rate equal to the Interbank Rate for such Interest Period.
Any Bank may, if it so elects, fulfill any commitment to make Eurodollar Loans
by causing a foreign branch or affiliate to make or continue such Eurodollar
Loans at no additional cost to Borrower, provided, however, that in such event
such Loans shall be deemed for the purposes of this Agreement to have been made
by such Bank, and the obligation of Borrower to repay such Loans shall
nevertheless be to such Bank and shall be deemed held by such Bank, to the
extent of such Loans, for the account of such branch or affiliate.

4.3. CAPITAL ADEQUACY. If after the date hereof, the adoption or
application of any Law regarding capital adequacy of general applicability, or
any change therein, or any change in the interpretation or administration
thereof by any Governmental Agency, central bank or comparable agency charged
with the interpretation or administration thereof, or compliance by any Bank
with any request or directive regarding capital adequacy of general
applicability (whether or not having the force of law) of any such Governmental
Agency, central bank or comparable agency, has or would have the effect, of
reducing the rate of return on such Bank's
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capital to a level below that which such Bank could have achieved but for
such adoption, change or compliance (taking into consideration such Bank's
policies with respect to capital adequacy) by an amount deemed by such Bank
to be material, then such Bank may increase the applicable interest rate(s)
set forth in Section 2.3.2 above for Loans from such Bank to compensate such
Bank for such reduction in its rate of return on capital. Such increase
shall be effective thirty (30) days after written notice thereof to Borrower;
and such notice shall be accompanied by such Bank's statement setting forth
its calculations thereof, which shall, in the absence of manifest error, be
conclusive.

ARTICLE 5
CONDITIONS PRECEDENT

5.1. INITIAL REVOLVING LOAN. This Agreement shall not become effective and
Banks shall not be required to make the Initial Revolving Loan hereunder unless
Borrower has furnished to Agent on or before the Closing Date, with sufficient
copies for Banks each of the following acceptable to Agent, each dated as of
the Closing Date (or such earlier date as shall be acceptable to Agent):

(a) Copies of the Articles of Incorporation and By-laws of Borrower,
together with all amendments thereto, to the extent such Articles or By-laws
have changed, or amendments thereto have been added, since such documents were
delivered to Agent in connection with the Prior Agreement.

(b) Copies, certified by the Secretary or an Assistant Secretary of
Borrower, of its Board of Directors' resolutions (and resolutions of other
bodies, if any are deemed necessary by counsel for Agent) authorizing the
Borrower to execute, deliver and perform this Agreement and the other Loan
Documents executed or to be executed by Borrower and to consummate the
transactions contemplated hereby and thereby.

(c) An incumbency certificate, executed by the Secretary or an Assistant
Secretary of Borrower which shall identify by name and title and bear the
signature of the officers of Borrower authorized on behalf of Borrower to
execute, deliver and perform this Agreement and the other Loan Documents
executed or to be executed by Borrower and to consummate the transactions
contemplated hereby and thereby, to the extent the incumbency any of such
officers or their authority has changed from that reflected on the incumbency
certificate delivered to Agent in connection with the Prior Agreement.

(d) This Agreement duly executed by Borrower, Agent and each of the
Banks.

(e) Revolving Notes, duly executed by Borrower, payable to the order of
each of Banks.
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(f) Evidence satisfactory to Agent that Borrower shall have paid, or
concurrently with such Initial Revolving Loan will pay in full all amounts
owing with respect to the Prior Agreement.

(g) A duly completed Compliance Certificate, except that section 4
thereof need not be completed.

(h) A duly completed Officer's Certificate.

(i) Such other documents as any Bank or its counsel may have reasonably
requested.

5.2. EACH LOAN. Banks shall not be required to make any Loan, or convert
or extend any Loan unless on the applicable Funding Date:

(a) There exists no Default or Event of Default.

(b) The representations and warranties contained in Article 6 are true
and correct as of such Funding Date, except to the extent that changes in the
facts and conditions on which such representations and warranties are based are
required or permitted under this Agreement.

(c) In the case of the Term Loans, Borrower shall have furnished to each
Bank the Term Notes, duly executed by Borrower, payable to the order of each of
the Banks.

(d) Borrower shall have furnished such other documents as Agent may have
reasonably requested.

ARTICLE 6
REPRESENTATIONS AND WARRANTIES OF BORROWER

In order to induce Banks to enter into this Agreement, Borrower makes the
following representations and warranties which shall survive the execution and
delivery of this Agreement and the Notes, and the making of the Loans:

6.1. DUE ORGANIZATION. Borrower is a duly organized and validly existing
corporation in good standing under the laws of the jurisdiction on which it is
incorporated, and is duly qualified to conduct business as a foreign
corporation in all jurisdictions where the failure to do so would have a
material or adverse effect on its business.

6.2. SUBSIDIARIES. Borrower has no Subsidiaries as of the date of this
Agreement, except Enviroplex, Inc.

6.3. REQUISITE POWER. Borrower has all requisite corporate powers and all

governmental licenses, authorizations, consents and approvals necessary to own
and operate its properties and

21



to carry on its business as now conducted and as proposed to be conducted,
other than such governmental licenses, authorizations, consents and approvals
the absence of which will not materially or adversely effect the business,
operations or conditions, financial or otherwise, of Borrower. Borrower has
all requisite corporate powers to borrow the sums provided for in this
Agreement, and to execute and deliver this Agreement and the Notes to which
Borrower is required hereunder to be a party. The execution, delivery and
performance of this Agreement and the Notes to which Borrower is required
hereunder to be a party have been duly authorized by Borrower's Board of
Directors and do not require any consent or approval of the stockholders of
Borrower.

6.4. BINDING AGREEMENT. This Agreement has been duly executed and
delivered by Borrower and constitutes, and each of the Notes when executed and
delivered by Borrower will constitute, a legal, valid and binding obligation of
Borrower, enforceable against it in accordance with its terms, except as the
enforceability thereof may be affected by (a) bankruptcy, insolvency or similar
laws affecting the enforcement of creditors' rights generally, (b) the
availability of certain equitable remedies or limitations imposed by certain
equitable principles of general applicability and (c) limitations based on
statutes or on public policy limiting a person's right to waive the benefits of
statutory provisions or common law rights.

6.5. OTHER AGREEMENTS. The execution, delivery and performance of this
Agreement and the Notes will not (a) violate any provision of law or regulation
(including, without limitation, Regulations X and U of the Federal Reserve
Board), or any order of any governmental authority, court, arbitration board or
tribunal or Articles of Incorporation or Bylaws of Borrower, other than such
violations which will not materially and adversely affect the business,
operations or conditions, financial or otherwise, of Borrower or (b) result in
the breach of, constitute a default under, contravene any provisions of, or
result in the creation of any security interest, lien, charge or encumbrance
upon any of the property or assets of Borrower pursuant to any indenture or
agreement to which Borrower or any of its properties is bound.

6.6. LITIGATION. There is no litigation, investigation or proceeding in
any court or before any arbitrator or governmental regulatory commission,
board, administrative agency or other governmental authority pending, or, to
the knowledge of Borrower, threatened against or affecting Borrower or any of
its properties, which (a) may affect the performance by Borrower of this
Agreement or the Notes or any of the transactions contemplated hereby or
thereby and (b) if adversely determined would have a material adverse effect on
the business, operations or condition, financial or otherwise, of Borrower.

6.7. CONSENTS. No consent, license, permit, approval or authorization of,
exemption by, notice or report to, or registration, filing or declaration with,
any governmental authority or agency is required in connection with the
execution, delivery and performance by Borrower of this Agreement or the Notes
or the transactions contemplated hereby or thereby (except for standard
disclosure requirements of federal securities laws and regulations).
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6.8. FINANCIALS. The audited balance sheet of Borrower as of December 31,
1996, and the related statements of income, retained earnings and changes in
financial position for the fiscal year ended on such date, certified by Arthur
Andersen, LLC, and the unaudited balance sheet of Borrower as of March 31,
1997, and the related statements of income, retained earnings and change of
financial position for the three (3) months then ended, certified by the chief
financial officer of Borrower, copies of which have been heretofore delivered
to the Banks, are true, complete and correct and fairly present the financial
condition of Borrower as of such dates and the results of its operations for
the periods then ended. All of the aforementioned financial statements have
been prepared in accordance with GAAP applied on a consistent basis. There has
been no material adverse change in the business, operations or condition,
financial or otherwise, of Borrower, since the date of such financial
statements. As of the date thereof, Borrower does not have any material
liabilities, direct or contingent, except as disclosed in the aforementioned
financial statements.

6.9. USE OF PROCEEDS. The proceeds of the Loans shall be used by Borrower
solely (a) to pay all amounts owing with respect to the Prior Agreement; and
(b) for general corporate purposes.

6.10. REGULATION U. Borrower is not engaged principally, or as one of its
principal activities in the business of extending credit for the purpose of
purchasing or carrying margin stock (within the meaning of Regulations G, T, U
or X of the Federal Reserve Board). No part of the proceeds of the Loans will
be used by Borrower to purchase or carry any such margin stock or to extend
credit to others for the purpose of purchasing or carrying any such margin
stock.

6.11. ERISA. Borrower is in compliance in all material aspects with all
applicable provisions of ERISA and the regulations and published
interpretations thereunder. If Borrower has a Plan, no Reportable Event (as
defined in ERISA) has occurred with respect to any such Plan nor are there any
unfunded vested liabilities thereunder; Borrower has met its minimum funding
requirements under ERISA with respect to each such Plan and has not incurred
any material liability to the PBGC in connection with any such Plan.

6.12. TAX RETURNS. All tax returns required to be filed by Borrower which
are now due in any jurisdiction have been filed; all taxes, assessments, fees
and other governmental charges upon Borrower, or upon any of its properties,
incomes or franchises, which are due and payable have been paid, or adequate
reserve has been provided, in Borrower's financial statements, for payment
thereof.

6.13. LICENSES, TRADEMARKS, ETC. Borrower has all patents, licenses,
trademarks, trademark rights, trade names, trade name rights, copyrights,
permits and franchises which are required in order for it to conduct its
business and to operate its properties as now or proposed to be conducted
without known conflict with the rights of others.

6.14. BURDENSOME AGREEMENT, ETC. Borrower is not a party to any unusual or

unduly burdensome agreement or undertaking, nor is it subject to any unusual or
unduly burdensome
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court order, court writ, injunction or decree of any court or

governmental instrumentality, domestic or foreign, which materially and
adversely affects its business or property, assets, operations or condition,
financial or otherwise.

6.15. TITLE AND LIEN. Except for Permitted Liens, the real property and
all other property and assets of Borrower reflected in the audited consolidated
balance sheet (and related notes) of Borrower dated December 31, 1996,
delivered to the Banks pursuant to Section 6.8, are free from all liens,
charges, security interests and encumbrances of any nature whatsoever; and,
except as aforesaid, Borrower has a good and marketable title in fee simple to
all such real property and good and marketable title to all other such property
and assets, except those disposed of in the ordinary course of business.

6.16. EXISTING DEFAULTS. Borrower is not in default under any material
term of any mortgage, indenture, deed of trust or any other material agreement
to which it is a party or by which it or any of its properties may be bound.
Borrower is not in violation of any Law to which it or any of its properties is
subject, other than such Laws the violation of which will not materially and
adversely effect the business, operations or conditions, financial or
otherwise, of Borrower.

6.17. OTHER CONTRACTS. Borrower is not in default in any material respect
under the provision of any contract or commitment with a party which does not
contemplate completion of performance by either party within one year, and to
the best of Borrower's knowledge, there are no facts or conditions which, with
the giving of notice or passage of time (or both), would result in such a
default under any provision of any such contract or commitment which would,
individually or in the aggregate, materially and adversely affect Borrower's
business or financial position.

6.18. LEASES. Borrower enjoys peaceful and undisturbed possession under
all the leases to which it is a party or under which it is a lessee. All such
leases and all leases under which Borrower is lessor are legal, valid and
binding obligations of lessor and lessee and are enforceable in accordance with
their terms, except as the enforceability thereof may be affected by (a)
bankruptcy, insolvency or similar laws affecting the enforcement of creditor's
rights generally, (b) the availability of certain equitable principles of
general applicability, and (c) limitations based on statutes or on public
policy limiting a person's right to waive the benefits of statutory provisions
or common law rights. No default exists under any such leases under which
Borrower is lessee and Borrower is not in default under any such leases under
which it is lessor.

6.19. FIRE AND EXPLOSION. Neither the business nor the properties or
operations of Borrower are affected by any fire, explosion, accident, strike,
lockout or other labor dispute, drought, storm, hail, earthquake, embargo, act
of God or of the public enemy or other casualty (whether or not covered by
insurance), materially and adversely affecting such business or properties or
operations.

6.20. NO DEFAULT. No Default or Event of Default has occurred and is
continuing.
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ARTICLE 7
AFFIRMATIVE COVENANTS

Borrower covenants that, so long as any Obligations remain unpaid or not
fully performed or any Commitment remains unused in whole or in part, unless
the Required Banks shall otherwise consent in writing:

7.1. INSPECTION. Borrower shall maintain adequate books and accounts
established and admitted in accordance with GAAP and permit Banks by their
representatives and agents at least on an annual basis to inspect any of the
properties, operating procedures, corporate books and financial records of
Borrower, to examine and make copies of the books of account and other
financial records of Borrower, and to discuss the affairs, finances and
accounts of Borrower with, and to be advised of the same by, Borrower's
officers at such reasonable times and intervals as Banks may designate by
reasonable prior notice to Borrower.

7.2. PROCEEDS. Borrower shall use the proceeds of the Loans only (i) to
pay all amounts owing under the Prior Agreement, and (ii) for general corporate
purposes, and will furnish Banks with such evidence as each of them may
reasonably require with respect to such use.

7.3. FINANCIAL STATEMENTS. Borrower will furnish to Agent:

(a) within forty-five (45) days after the close of each December, March,
June and September: (i) income statement of Borrower for such quarter; and
(ii) balance sheet of Borrower as of the end of such quarter, all in reasonable
detail, subject to year-end audit adjustments and certified by Borrower's
President, Vice President of Administration or Treasurer/Vice President to be
complete and correct in all material respects, and to fairly present the
financial condition and income of Borrower as of the dates and for the period
indicated;

(b) Intentionally Left Blank.

(c) within ninety (90) days after the close of each fiscal year a copy
of the annual audit report for such year for Borrower including therein: (1) a
statement of stockholders' equity and a statement of changes in financial
position of Borrower for such fiscal year; (ii) income statement of Borrower
for such fiscal year; and (iii) balance sheet of Borrower as of the end of such
fiscal year; the income statement and balance sheet to be audited by Arthur
Andersen, LLC or another independent certified public accountant acceptable to
the Bank, and certified by such accountants to have been prepared in accordance
with GAAP consistently applied together with a certificate of such accounting
firm to the Bank, stating that in the course of the regular audit of the
business of Borrower, which audit was conducted by such accounting firm in
accordance with generally accepted auditing standards, such accounting firm has
obtained no knowledge of an Event of Default (insofar as it pertains to
accounting matters), or an event which with notice or the passage of time or
both would constitute an Event of Default (insofar
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as it pertains to accounting matters), has occurred and is continuing, or if,
in the opinion of such accounting firm, an Event of Default (insofar as it
pertains to accounting matters) has occurred and is continuing, a statement
as to the nature thereof, and a certificate stating that the Borrowing Base
calculated as of December 31, of that fiscal year is accurate and complete;

(d) contemporaneously with each quarterly and year end financial report
required by Sections 7.3(a) and (c) above, a Compliance Certificate of the
President, Vice President of Administration, Chief Financial Officer, or
Treasurer/Vice President of Borrower stating that such officer has individually
reviewed the provisions of this Agreement and has individually reviewed or
supervised the review of the activities of Borrower during such year or
quarterly period, as the case may be, with a view to determining whether
Borrower has fulfilled all its obligations under this Agreement, and that
Borrower has observed and performed each undertaking contained in the Agreement
and is not in Default in the observance or performance of any of the provisions
hereof or, if Borrower shall be so in Default, specifying all such Defaults and
events of which such officer may have knowledge, and otherwise containing the
information and certifications required in the form of Compliance Certificate
shown on Exhibit A;

(e) promptly after sending or making available or filing of the same,
copies of all reports, proxy statements and financial statements that Borrower
sends or makes available to its stockholders and all registration statements
and reports that Borrower files with the Securities and Exchange Commission, or
any other governmental official, agency or authority;

(f) as soon as possible and in any event within five (5) days after
Borrower has knowledge of (i) the occurrence of a Default or an Event of
Default, or (ii) any default or event of default as defined in any evidence of
Debt or under any agreement, indenture or other instrument under which such
Debt has been issued, whether or not such Debt is accelerated or such default
waived and which default or event of default has resulted or may result in a
material adverse change in Borrower's condition (financial or otherwise) or
operations, a statement of the Chief Financial Officer or Treasurer of Borrower
setting forth details thereof, and the action which Borrower proposes to take
with respect thereto;

(g) within forty-five (45) days after the close of each quarter, a
report in form satisfactory to the Agent calculating the required quantitative
covenants set forth in Section 7.12 hereof in form satisfactory to the Agent
and certified as correct by the Chief Financial Officer, Vice President of
Administration or Treasurer/Vice President of Borrower;

(h) as soon as available any written report pertaining to material items
in respect to Borrower's internal control matters submitted to Borrower by
independent accountants in connection with each annual or interim special audit
of the financial conditions of Borrower made by Borrower's independent public
accountants;

(i) prompt written notice of any condition or event which has resulted
or might result in (i) a material adverse change in Borrower's condition
(financial or otherwise) or operations, or (ii) a breach of or noncompliance
with any term, condition or covenant contained
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herein, or (iii) a material breach of or noncompliance with any term,
condition or covenant of any material contract to which Borrower is a party
or by which it or its property may be bound;

(j) prompt written notice of any claims, proceedings or disputes
(whether or not purportedly on behalf of Borrower) against, or to the
knowledge of Borrower threatened, or affecting, Borrower which, if adversely
determined, would have a material adverse effect on the business, properties
or condition (financial or otherwise) of Borrower (without in any way
limiting the foregoing, claims, proceedings or disputes involving monetary
amounts in excess of Five Hundred Thousand Dollars ($500,000) not fully
covered by insurance shall be deemed to be material), or any material labor
controversy resulting in or threatening to result in a strike against
Borrower, or any proposal by any public authority to acquire any of the
material assets or business of Borrower;

(k) promptly after receipt thereof a copy of any notice Borrower
receives from the Pension Benefit Guaranty Corporation or the Internal
Revenue Service with respect to any Plan; provided, however, that this
Section 7.3(k) shall not apply to notices of general application promulgated
by the Department of Labor, and prompt written notice if Borrower adopts or
becomes liable to contribute to any Plan; and

(1) at least fifteen (15) days prior to incurring any Real Property
Debt, a statement by Borrower to Agent, in form and substance satisfactory to
Agent, which (i) verifies that Borrower is in compliance with Section 8.4(a)
of this Agreement; (ii) details Borrower's calculation of such compliance;
and (iii) includes, without limitation, attachments detailing the appraisal
of Borrower's property which is the subject of such Real Property Debt.

(m) such other financial or other information as Agent may from time to
time reasonably request.

7.4. Intentionally Left Blank.

7.5. CORPORATE EXISTENCE. Borrower shall preserve and maintain its
corporate existence and all of its rights, privileges, and franchises
necessary or desirable in the normal course of its business.

7.6. COMPLIANCE WITH LAW. Borrower shall comply with the requirements of
all applicable Laws (including without limitation, ERISA with respect to each
of Borrower's Plans) and all material agreements to which it is a party,
other than such requirements or agreements with respect to which the
non-compliance of Borrower will not materially and adversely effect the
business, operations or conditions, financial or otherwise, of Borrower.

7.7. INSURANCE. Borrower shall maintain and keep in force insurance of
the types and in amounts customarily carried in its lines of business,
including but not limited to fire, public liability, property damage,
workmen's compensation insurance carried by companies and in amounts
satisfactory to the Bank, and deliver to the Bank from time to time, as the
Bank may
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request, schedules setting forth all insurance then in effect. Borrower
shall maintain and keep in full force and effect property damage insurance
covering Eligible Equipment.

7.8. FACILITIES. Borrower shall keep those properties useful or necessary
to its business in good repair and condition, and from time to time make
necessary repairs, renewals, and replacements thereto so that its property
shall be fully and efficiently preserved and maintained.

7.9. TAXES AND OTHER LIABILITIES. Borrower shall pay and discharge when
due any and all indebtedness, obligations, assessments, taxes real and
personal, including federal and state income taxes, except such as it may in
good faith contest or as to which a bona fide dispute may arise; provided
provision is made to the satisfaction of the Required Banks for prompt
payment thereof in the event that it is found that the same is its obligation.

7.10. LITIGATION. Borrower shall give immediate notice to Banks of: (a)
any litigation or proceeding in which it is a party if any adverse decision
therein would require Borrower to pay more than Five Hundred Thousand Dollars
($500,000) or require Borrower to deliver assets the value of which exceeds
such sum (whether or not the claim is considered to be covered by insurance);
and (b) the institution of any other suit or proceeding involving it that
might materially and adversely affect Borrower's operations, financial
condition, property or business.

7.11. CHANGE OF LOCATION. Borrower shall notify Banks (30) thirty days in
advance of any change in the location of any of its places of business or of
the establishment of any new, or the discontinuance of any existing, place of
business; provided that, Borrower need not notify Banks of a change, within
six (6) months after the date of this Agreement, of its headquarters to
Livermore, California .

7.12. FINANCIAL TESTS. Borrower will maintain, measured quarterly as of
the last day of each March, June, September and December in accordance with
GAAP:

(a) Tangible Net Worth at all times of at least the sum of (i) Seventy-
Seven Million Eight Hundred Thousand Dollars ($77,800,000) ("Base Amount"),
plus (ii) fifty percent (50%) of Net Income (without reduction for any Net
Loss) generated after June 30, 1997 , plus (iii) ninety percent (90%) of the
proceeds from the issuance of Borrower's capital stock (excluding the first
Three Million Five Hundred Thousand Dollars ($3,500,000) of such proceeds from
the exercise of stock options after the date of this Agreement).

(b) at all times a ratio of Liabilities to Tangible Net Worth for
Borrower (without consolidation with any Affiliate) at all times of not more
than three to one (3 to 1);

(c) a ratio of EBIT to interest expense of at least two to one (2.0 to
1) calculated on a four (4) quarter rolling basis ; and

(d) a ratio of Adjusted Net Income to Debt Service of at least 1.15 to 1
calculated on a four (4) quarter rolling basis
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ARTICLE 8
NEGATIVE COVENANTS

So long as any Obligations remain unpaid or not fully performed or any
Commitment remains unused in whole or in part, unless the Required Banks shall
otherwise consent to in writing, Borrower agrees that:

8.1. MERGERS/CHANGES. Borrower shall not change its name, change the
nature of its business, sell (whether in any one transaction or a series of
transactions) all or substantially all of its assets, enter into any merger,
consolidation, reorganization or recapitalization, reclassify its capital
stock, cease to be a publicly held company, or become a subsidiary of any other
company.

8.2. SALE OF ASSETS. Borrower shall not sell, transfer, lease or
otherwise dispose of any of its assets outside the ordinary course of its
business except for cash or a cash equivalent and then only if such sale
occurs after the Conversion Date and all the net proceeds (i.e., gross
proceeds less funds used to discharge liens securing the assets sold)
therefrom are used to reduce the principal outstanding on the Term Loans.
Sale of assets through the Investor-Owner Sales Program are recognized as
sales of assets in the ordinary course of Borrower's business.

8.3. LIENS. Borrower shall not mortgage, pledge, grant or permit to exist
a Lien upon any of its assets of any kind, now owned or hereafter acquired,
except for (collectively the "Permitted Liens"):

(a) existing Liens reflected on the consolidated balance sheet (and
notes thereto) of Borrower dated December 31, 1996 furnished to Banks pursuant
to Section 6.8 hereof, or any Lien which replaces an existing Lien, provided
the principal amount of the debt secured by the replacing Lien does not exceed
the principal amount at the time of replacement of the existing Lien, or cover
property other than the property covered by the existing Lien;

(b) Liens of carriers, warehousemen, mechanics, landlords,
materialmen's, suppliers, tax, assessments, other governmental charges and
other like Liens arising in the ordinary course of business securing
obligations that are not incurred in connection with the obtaining of any
advance or credit and which are not overdue or are being contested in good
faith by appropriate proceedings, provided provision is made to the
satisfaction of Agent for the eventual payment thereof in the event it is found
that such obligation is payable by Borrower;

(c) Liens arising in connection with workmen's compensation,
unemployment insurance, appeal and release bonds and progress payments under
government contracts;

(d) the giving, simultaneously with or within ninety (90) days after the
acquisition or construction of real property or tangible personal property, of
any purchase money Lien (including vendor's rights under purchase contracts
under an agreement whereby title is retained for the purpose of securing the
purchase price thereof) on real property or tangible personal
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property hereafter acquired or constructed and not heretofore owned by
Borrower, or the acquiring hereafter of real property or personal tangible
property not heretofore owned by Borrower subject to any then existing Lien
(whether or not assumed); provided, however, that in each such case such Lien
is limited to such acquired or constructed real or tangible personal property;

(e) judgment Liens in existence less than thirty (30) days after the
entry thereof or with respect to which execution has been stayed or the
payment of which is covered in full by insurance; and

(f) Liens arising from the Real Property Debt, provided, however, that
Borrower is in compliance with Sections 7.3(1) and 8.4(a) of this Agreement.

8.4. INDEBTEDNESS. Borrower shall not incur, create, assume, or permit to
exist:

(a) Real Property Debt which in the aggregate exceeds Twenty-five
Million Dollars ($25,000,000); and

(b) Outside Debt, which in the aggregate exceeds Twenty-five Million
Dollars ($25,000,000).

8.5. PREPAYMENT. Borrower shall not prepay any Debt (other than Loans),
or enter into or modify any agreement as a result of which the terms of
payment of the Debt are waived or modified unless such prepayment or
modification will have no material adverse affect on the condition (financial
or otherwise) or operations of Borrower.

8.6 TRANSACTION WITH AFFILIATES. Borrower shall not, directly or
indirectly, enter into any transaction with or for the benefit of an
Affiliate on terms more favorable to the Affiliate than would have been
obtainable in arms' length dealings.

8.7. MISREPRESENTATIONS. Borrower shall not furnish any Bank any
certificate or other document that will contain any untrue statement of
material fact or that will omit to state a material fact necessary to make it
not misleading in light of the circumstances under which it was furnished.

8.8. REGULATIONS. Borrower shall not directly or indirectly apply any
part of the proceeds of the Loans to the purchasing or carrying of any
"margin stock" within the meaning of Regulation U of the Federal Reserve
Board, or any regulations, interpretations or rulings thereunder.

8.9. PARTNERSHIPS. Except as to limited partnerships formed by Borrower
in connection with the Investor-Owner Sales Program, Borrower shall not be a
general or limited partner in any partnership or a joint venturer in any
joint venture without the written consent of the Required Banks.
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ARTICLE 9
EVENTS OF DEFAULT

9.1. EVENTS OF DEFAULT. The occurrence of any of the following events
shall constitute an Event of Default:

(a) Borrower fails to pay any installment of principal (including
without limitation any mandatory prepayment pursuant to Section 3.4) when due,
or any installment of interest or a Commitment Fee within five (5) calendar
days after the date payable hereunder;

(b) Borrower fails to observe or perform any material, term, covenant,
obligation or agreement to be observed or performed by it under this Agreement
or any Loan Documents when required to be observed or performed and (i) such
failure shall continue for ten (10) calendar days after notice to Borrower from
Agent of such failure or (ii) such failure shall continue for fifteen (15)
calendar days after Agent is notified of such failure by Borrower.

(c) a default shall occur as defined in any evidence of Debt by Borrower
or under any indenture, agreement or other instrument under which the same may
be issued, or any event upon any occurrence of which any holder or holders of
the Debt outstanding thereunder may declare the same due and payable before its
stated maturity, and which default (i) shall continue for a period of ten (10)
calendar days after notice thereof and (ii) in the reasonable opinion of the
Required Banks, has resulted or may result in a material adverse change in
Borrower's condition (financial or otherwise) or operations, provided, however,
that such default shall not be considered an Event of Default hereunder when
the amount thereof is being contested in good faith by appropriate proceedings
with adequate reserves therefor being set aside by Borrower;

(d) any certified or audited financial statement, representation,
warranty or certificate made or furnished by Borrower to Agent or any Bank in
connection with this Agreement, or as inducement to Banks to enter into this
Agreement, or in any separate statement or document to be delivered hereunder
to Banks, shall be materially false, incorrect, or incomplete when made;

(e) Borrower shall suffer one or more final judgments for payment of
money aggregating in excess of Five Hundred Thousand Dollars ($500,000) in
any one (1) year period and shall not discharge the same within a period of
thirty (30) days unless, pending further proceedings, execution has not been
commenced or, if commenced, has been effectively stayed;

(f) Borrower shall: (i) have an order for relief entered with respect
to it under the Federal Bankruptcy Code; (ii) not pay, or admit in writing
its inability to pay, its debts generally as they become due; (iii) make an
assignment for the benefit of creditors; (iv) apply for, seek, consent to, or
acquiesce in, the appointment of a receiver, custodian, trustee, examiner,
liquidator or similar official for it or any substantial part of its
property; (v) institute any proceeding seeking an order for relief under the
Federal Bankruptcy Code or seeking to
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adjudicate it a bankrupt or insolvent, or seeking dissolution, winding up,
liquidation, reorganization, arrangement, adjustment or composition of it or
its debts under any law relating to bankruptcy, insolvency or reorganization
or relief of debtors or fail to file an answer or other pleading denying the
material allegations of any such proceeding filed against it; (vi) take any
corporate action to authorize or affect any of the foregoing actions set
forth in this Section 9.1(f); or (vii) fail to contest in good faith any
appointment or proceeding described in Section 9.1(9);

(g) without the application, approval or consent of Borrower, a
receiver, trustee, examiner, liquidator or similar official shall be appointed
for Borrower or any substantial part of the property of any thereof, or a
proceeding described in Section 9.1(f) shall be instituted against Borrower and
such appointment continues undischarged or such proceeding continues
undismissed or unstayed for a period of thirty (30) consecutive days;

(h) at any time Borrower has a Plan and any Reportable Event occurs, as
defined in ERISA, which creates or results in a liability in excess of Five
Hundred Thousand Dollars ($500,000) for which Borrower is or may become
obligated to pay, and such liability continues to exist for thirty (30)
consecutive days;

(1) the Required Banks shall have reasonably determined in good faith
(which determination, if made reasonably and in good faith, shall be final and
conclusive and shall be binding upon the parties to this Agreement) that one or
more conditions exist or events have occurred which might indicate, or result
in, a material adverse change in the operations, business, property or assets
of, or in the condition (financial or otherwise) of, Borrower or in the ability
of Borrower to meet in the normal course of business its obligations under this
Agreement or the Notes and such conditions of events continue for a period of
ten (10) calendar days following notice.

9.2. ACCELERATION. If any Event of Default described in Section 9.1(f) or
9.1(g) shall occur and be continuing, the obligations of Banks to make Loans
hereunder shall automatically terminate and the Obligations shall immediately
become due and payable without any election or action on the part of Agent or
any Bank. If any other Event of Default shall occur and be continuing, the
Required Banks may (and at the direction of the Required Banks, Agent shall)
terminate or suspend the obligations of Banks to make Loans hereunder, or
declare the obligations to be due and payable, or both, whereupon the
Obligations shall become immediately due and payable, without presentment,
demand, protest or notice of dishonor of any kind, as such terms are defined in
Division 3 of the California Commercial Code, all of which Borrower hereby
expressly waives. Agent shall give Borrower prompt notice of any termination
or suspension of its obligations or acceleration of Borrower's Obligations
hereunder. After any acceleration, Banks shall have, in addition to the rights
and remedies given to them by this Agreement and the Notes, all those allowed
by all Applicable Laws.
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ARTICLE 10
AGENT

10.1. APPOINTMENT; POWERS. Each Bank hereby irrevocably appoints and
authorizes Agent to act as its agent under the Loan Documents and authorizes
Agent to take such actions on Bank's behalf and to exercise such powers under
the Loan Documents as are specifically delegated to Agent by the terms thereof,
together with such powers as are reasonably incidental thereto. Agent agrees
to act as such upon the express conditions contained in this Article 10. Agent
shall have no duties or responsibilities except those expressly set forth in
the Loan Documents, may perform such duties by or through its agent or
employees and shall not by reason of the Loan Documents have a fiduciary
relationship with any Bank. The provisions of this Article 10 are solely for
the benefit of Agent and Banks; and Borrower shall not have any rights as a
third party beneficiary of any of the provisions hereof. In performing its
functions and duties under this Agreement, Agent shall act solely as agent of
Banks, and does not assume and shall not be deemed to have assumed any
obligations towards or relationship of agency or trust with or for Borrower.

10.2. AGENT AS BANK. The agency hereby created shall in no way impair or
affect any of the rights and powers of, or impose any duties or obligations
upon Agent in its individual capacity. With respect to its Commitments and the
Loans made by it, Agent shall have the same rights and powers under the Loan
Documents as any Bank and may exercise the same as though it were not Agent,
and the term "Bank" or "Banks" shall, unless the context otherwise indicates,
include Agent in its capacity as a Bank hereunder. Agent and any Bank and
their respective Affiliates may accept deposits from, lend money to (including
loans which may be repaid by Loans under this Agreement), and generally engage
in any kind of business with Borrower or any of its Affiliates as if it were
not Agent or a Bank and without any duty to account therefor to the other
parties to this Agreement.

10.3. INDEPENDENT CREDIT ANALYSIS. Each Bank represents and warrants that
(a) it has, independently and without reliance upon Agent, any other Bank, or
the directors, officers, agents, or employees of Agent or of any other Bank,
and instead in reliance upon information supplied to it by or on behalf of
Borrower, and upon such other information as it has deemed appropriate, made
its own independent investigation of the financial condition and affairs of
Borrower and its own independent credit analysis and decision to enter into
this Agreement, and (b) it shall independently and without reliance upon
Agent, any other Bank, or the directors, officers, agents or employees of
Agent, or of any other Bank, continue to make its own independent credit
analyses and decisions in acting or not acting under the Loan Documents.
Agent shall not have any duty or responsibility to make any such
investigation or appraisal on behalf of Banks or provide any Bank with any
credit or other information concerning the affairs, financial condition or
business of Borrower which may at any time come into the possession of Agent
or any of its Affiliates, unless such information shall have been delivered
to Agent in writing (i) with directions to deliver the same to Banks or (ii)
in satisfaction of a specific requirement of this Agreement.
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10.4. GENERAL IMMUNITY. Neither Agent nor any of its directors, officers,
agents or employees shall be liable for any action taken or omitted to be
taken by it or them under any of the Loan Documents or in connection
therewith, unless caused by its or their gross negligence or willful
misconduct. Without limiting the generality of the foregoing, Agent:

(a) shall not be responsible to any Bank for any recitals, statements,
warranties or representations in the Loan Documents or in any written or oral
statement or in any financial or other statements, agreements, instruments,
reports, certificates or other documents relative thereto or for the
financial condition of Borrower;

(b) shall not be responsible for the authenticity, accuracy,
completeness, value, validity, effectiveness, due execution, legality,
genuineness, enforceability or sufficiency of the Loan Documents or any other
agreements or any assignments, certificates, requests, financial statements,
notice schedules or any opinions of counsel executed and delivered pursuant
thereto;

(c) shall not be bound to ascertain or inquire as to the performance or
observance of any of the terms, provisions, agreements, covenants or conditions
contained in the Loan Documents on the part of Borrower, or any of the terms of
any such agreement by any party thereto or as to the use of the proceeds of the
Loans and shall have no duty to inspect the property (including the books and
records) of Borrower;

(d) shall incur no liability under or in respect of the Loan Documents
or any other document by acting upon any notice, consent, certificate or other
instrument or writing believed by Agent in good faith to be genuine and signed
or sent by the proper party;

(e) may consult with legal counsel (including counsel for Borrower),
independent public accountants and other experts selected by Agent and shall
not be liable for any action taken or omitted to be taken in good faith in
accordance with the advice of such counsel, accountants or experts; and

(f) subject to the provisions of Section 10.6.3, (i) Agent may act or
refrain from acting under the Loan Documents in accordance with the
instructions of the Required Banks or Banks, where appropriate in accordance
with the terms of the Loan Documents, (ii) Agent shall be entitled to refrain
from exercising any power, discretion or authority vested in it under any
Loan Document unless and until it has obtained the instructions of Required
Banks, where appropriate in accordance with the terms of the Loan Documents,
or Banks, and (iii) no Bank shall have any right of action against Agent for
acting or refraining from acting in accordance with this Section 10.4(f).

10.5. RIGHT TO INDEMNITY. Agent shall be fully justified in failing or
refusing to take any action under the Loan Documents unless it shall first be
indemnified (upon requesting such indemnification) to its satisfaction by Banks
(in accordance with each Bank's Pro Rata Share) against any and all liability
and expense which it may incur by reason of taking or continuing to take any
such action. Each Bank severally agrees to indemnify Agent (to the extent not
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reimbursed under Section 11.5), in the amount of its Pro Rata Share for any
and all liabilities, obligations, losses, damages, penalties, actions
judgments, suits, costs, expenses or disbursements of any kind and nature
whatsoever which may be imposed on, incurred by or asserted against Agent in
any way relating to or arising out of the Loan Documents or the transactions
contemplated thereby, or the enforcement of any of the terms thereof or of
any other documents, provided no such liability, obligation, loss, damage,
penalty, action, judgment, suit, claim, cost, expense or disbursement results
from Agent's gross negligence or willful misconduct. Each Bank agrees to
reimburse Agent in the amount of its Pro Rata Share of any out-of-pocket
expenses and costs, including, without limitation, attorneys' fees, incurred
for the benefit of Banks and not reimbursed by Borrower pursuant to Section
11.5 of this Agreement. Nothing contained herein shall release Borrower from
any obligations to make payments to Agent pursuant to Section 3.7.

10.6. ACTION BY AGENT

10.6.1. ACTUAL KNOWLEDGE. Agent may assume that no Default or Event
of Default has occurred and is continuing, unless Agent has actual knowledge
of the Default or Event of Default, has received notice from Borrower, its
counsel or its independent certified public accountants stating the nature of
the Default or Event of Default, or has received notice from a Bank stating
the nature of the Default or Event of Default and that Bank considers the
Default or Event of Default to have occurred and be continuing.

10.6.2. AGENT; OBLIGATIONS. Agent has only those obligations under the
Loan Documents that are expressly set forth therein. Without limitation on the
foregoing, Agent shall have no duty to inspect any property of Borrower,
although Agent may in its discretion periodically inspect the property from
time to time.

10.6.3. DISCRETION TO ACT. Except for any obligation expressly set
forth in the Loan Documents and as long as Agent may assume that Default or
Event of Default has occurred and is continuing, Agent may, but shall not be
required to, exercise its discretion to act or not act, except that Agent shall
be required to act or not act upon the instructions of the Required Banks (or
of all Banks in any circumstances governed by the provisions of Section 11.1 of
this Agreement) and those instructions shall be binding upon Agent, all Banks,
and all holders of the Notes; provided, that Agent shall not be required to act
or not act if to do so would be contrary to any Loan Document or to Applicable
Law.

10.6.4. ACTION UPON INSTRUCTIONS. If Agent may not assume that no
Default or Event of Default has occurred and is continuing, Agent shall give
notice thereof to Banks and shall act or not act upon the instructions of the
Required Banks, where appropriate in accordance with the terms of this
Agreement, or Banks; or provided that Agent shall not be required to act or not
act if to do so would be contrary to any Loan Document or to Applicable Law.
If the Required Banks or Banks, as the case may be, entitled to instruct Agent
fail, for fifteen (15) Business Days after the giving of notice by Agent, to
instruct Agent, then Agent in its discretion may act or not act as it deems
advisable for the protection of the interests of Banks.
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10.7. PAYEE OF NOTE TREATED AS OWNER. Agent may deem and treat the payee
of any Note as the owner thereof for all purposes hereof unless and until a
written notice of the assignment or transfer thereof shall have been filed with
Agent. Any request, authority or consent of any person or entity who, at the
time of making such request or giving such authority or consent, is the payee
of any Note or the holder of any Note (if Agent has received written notice of
the assignment or transfer thereof) shall be conclusive and binding on any
subsequent holder, transferee or assignee of that Note or of any Note or Notes
issued in exchange therefor.

10.8. AGENT'S RESIGNATION. Agent may resign at any time by giving at least
ninety (90) days' prior written notice of its intention to do so to each Bank
and to Borrower. Such resignation shall become effective upon the appointment
by Borrower, with the consent of the Required Banks, which consent shall not be
unreasonably withheld, of a successor Agent which is a Bank; provided that upon
the occurrence and continuance of an Event of Default, the Required Banks shall
appoint such successor without the consent of Borrower. Upon the acceptance of
any appointment as an Agent hereunder by a successor Agent, that successor
Agent shall thereupon succeed to and become vested with all the rights, powers,
privileges and duties of the retiring Agent, and the retiring Agent shall be
discharged from its duties and obligations under this Agreement. After any
resigning Agent's resignation hereunder as Agent, the provisions of this
Article 10 shall continue to inure to its benefit as to any actions taken or
omitted to be taken by it while it was Agent hereunder. Upon such appointment,
the term "Agent" shall for all purposes of this Agreement thereafter mean such
successor.

ARTICLE 11
MISCELLANEOUS

11.1. AMENDMENTS. Subject to the provisions of this Article 11 and except
as otherwise provided in any Loan Document, the Required Banks (or the Agent
with the consent in writing of the Required Banks) and the Borrower, may enter
into agreements supplemental hereto or thereto for the purpose of adding to or
modifying any provisions of the Loan Documents or changing in any manner the
rights of the Banks or of the Borrower, as the case may be, hereunder or
thereunder or waiving any Default or Event of Default hereunder or thereunder;
provided, however, that no such supplemental agreement shall, without the
consent of all the Banks:

(a) Extend the maturity of any Loan or Note, reduce the principal amount
thereof, reduce the rate, or extend the time of payment of interest or fees
thereon.

(b) Change the percentage specified in the definition of Required Banks.

(c) Extend the Revolving Loan Termination Date or the Term Loan Maturity
Date, or reduce the amount or extend the payment date for, the mandatory
payments, or increase the Pro Rata Share of any Bank or amount of the
Commitment of any Bank hereunder, or permit the Borrower to assign its rights
under this Agreement.
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(d) Amend this Section 11.1.

No amendment of any provision of this Agreement relating to the Agent shall
be effective without the written consent of the Agent. The Agent may waive
payment of the fee required under Section 3.7 without obtaining the consent
of any of the Banks.

11.2. PRESERVATION OF RIGHTS. No delay or omission of the Agent or any
Bank to exercise any right under the Loan Documents shall impair such right
or be construed to be a waiver of any Default or Event of Default or an
acquiescence therein, and the making of a Loan notwithstanding the existence
of a Default or Event of default or the inability of the Borrower to satisfy
the conditions precedent to such Loan shall not constitute any waiver or
acquiescence. Any single or partial exercise of any such right shall not
preclude other or further exercise thereof or the exercise of any other
right, and no waiver, amendment or other variation of the terms, conditions
or provisions of the Loan Documents whatsoever shall be valid unless in
writing signed by the Banks required pursuant to Section 11.1, and then only
to the extent in such writing specifically set forth. All remedies contained
in the Loan Documents or by law afforded shall be cumulative and all shall be
available to the Banks until the Obligations have been paid in full.

11.3. SETOFF. 1In addition to, and without limitation of, any rights of
the Banks under applicable Law, if the Borrower becomes insolvent, however
evidenced, or any Default or Event of Default occurs, any indebtedness from
any Bank to the Borrower (including all account balances, whether provisional
or final and whether or not collected or available) may be offset and applied
toward the payment of the Obligations owing to such Bank, whether or not the
Obligations, or any part hereof, shall then be due.

11.4. RATABLE PAYMENTS. If any Bank, whether by setoff or otherwise, has
payment made to it upon its Loans in a greater proportion than that received
by any other Bank, such Bank agrees, promptly upon demand, to purchase a
portion of the Loans held by the other Banks so that after such purchase each
Bank will hold its ratable proportion of Loans.

11.5. EXPENSES. Whether or not the transactions contemplated hereby
shall be consummated, Borrower agrees to promptly pay (a) all the actual and
reasonable costs and expenses of preparation of this Agreement, the Notes and
the other Loan Documents, and of all the costs of furnishing all opinions by
counsel for Borrower (including without limitation any opinions requested by
Agent as to any legal matters arising hereunder or thereunder), and of
Borrower's performance of and compliance with all agreements and conditions
contained herein on its part to be performed or complied with; (b) the
reasonable fees, expenses and disbursements of Agent (including fees,
expenses and disbursements of counsel to Agent) in connection with the
negotiation, preparation, execution (not to exceed Five Thousand Dollars
($5,000), and administration of this Agreement, the Notes, the other Loan
Documents, and the Loans hereunder, and any amendments and waivers hereto;
and (c) after the occurrence of an Event of Default, all costs and expenses
(including reasonable attorneys' fees and costs of settlement) incurred by
Banks in enforcing any Obligations of or in collecting any payments
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due from Borrower hereunder or under the Notes by reason of such Event of
Default or in connection with any refinancing or restructuring of the credit
arrangements provided under this Agreement in the nature of a "work-out" or
of any insolvency or bankruptcy proceeding.

11.6. INDEMNITY. In addition to the payment of expenses pursuant to
Section 11.5, whether or not the transactions contemplated hereby shall be
consummated, Borrower agrees to indemnify, pay and hold Banks and any holder of
any Note, and the officers, directors, employees and agents of Banks and such
holders (individually called an "Indemnitee" and collectively called the
"Indemnitees") harmless from and against, any and all other liabilities,
obligations, losses, damages, penalties, actions, judgments, suits, claims,
costs, expenses and disbursements of any kind or nature whatsoever (including,
without limitation, the reasonable fees and disbursements of counsel for such
Indemnitees in connection with any investigative, administrative or judicial
proceeding, whether or not such Indemnitee shall be designated a party
thereto), which may be imposed on, incurred by, or asserted against such
Indemnitee, in any manner relating to or arising out of the use or intended use
of the proceeds of the Loans hereunder (the "indemnified liabilities");
provided that Borrower shall have no obligation to an Indemnitee hereunder with
respect to indemnified liabilities arising from the gross negligence or willful
misconduct of that Indemnitee. To the extent that the undertaking to
indemnify, pay and hold harmless set forth in the preceding sentence may be
unenforceable because it is violative of any law or public policy, Borrower
shall contribute the maximum portion which it is permitted to pay and satisfy
under applicable law, to the payment and satisfaction of all indemnified
liabilities incurred by the Indemnitees or any of them.

11.7. SURVIVAL OF REPRESENTATIONS. All representations and warranties
of the Borrower contained in this Agreement shall survive delivery of the
Notes and the making of the Loans herein contemplated.

11.8. GOVERNMENTAL REGULATION. Anything contained in this Agreement to
the contrary notwithstanding, no Bank shall be obligated to extend credit to
the Borrower in violation of any limitation or prohibition provided by any
applicable Law.

11.9. TAXES. Any taxes (excluding income taxes) payable or ruled
payable by Federal or State authority in respect of the Loan Documents shall
be paid by the Borrower, together with interest and penalties, if any.

11.10. HEADINGS. Section headings in the Loan Documents are for
convenience of reference only, and shall not govern the interpretation of any
of the provisions of the Loan Documents.

11.11. SEVERAL OBLIGATIONS. The respective obligations of the Banks
hereunder are several and not joint and no Bank shall be the partner or agent
of any other (except to the extent to which the Agent is authorized to act as
such). The failure of any Bank to perform any of its obligations hereunder
shall not relieve any other Bank from any of its obligations hereunder. This
Agreement shall not be construed so as to confer any right or benefit upon
any Person other than the parties to this Agreement and their respective
successors and assigns.
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11.12. NUMBERS OF DOCUMENTS. All statements, notices, closing
documents, and requests hereunder shall be furnished to the Agent with
sufficient counterparts so that the Agent may furnish one to each of the
Banks.

11.13 SEVERABILITY OF PROVISIONS. Any provision in any Loan Document
that is held to be inoperative, unenforceable or invalid in any jurisdiction
shall, as to that jurisdiction, be inoperative, unenforceable or invalid
without affecting the remaining provisions in that jurisdiction or the
operation, enforceability or validity of that provisions in any other
jurisdiction, and to this end the provisions of all Loan Documents are
declared to be severable.

11.14. NONLIABILITY OF BANKS. The relationship between the Borrower
and the Banks and the Agent shall be solely that of borrower and lender.
Neither the Agent nor any Bank shall have any fiduciary responsibilities to
the Borrower. Neither the Agent nor any Bank undertakes any responsibility
to the Borrower to review or inform the Borrower of any matter in connection
with any phase of the Borrower's business or operations.

11.15. CHOICE OF LAW. The Loan Documents (other than those containing
a contrary express choice of law provisions) shall be construed in accordance
with the internal laws (and not the law of conflicts) of the State of
California, but giving effect to federal laws applicable to national banks.

11.16. CONSENT TO JURISDICTION. THE BORROWER HEREBY IRREVOCABLY
SUBMITS TO THE NON-EXCLUSIVE JURISDICTION OF ANY UNITED STATES FEDERAL OR
CALIFORNIA STATE COURT SITTING IN SAN FRANCISCO IN ANY ACTION OR PROCEEDING
ARISING OUT OF OR RELATING TO ANY LOAN DOCUMENTS AND THE BORROWER HEREBY
IRREVOCABLY AGREES THAT ALL CLAIMS IN RESPECT OF SUCH ACTION OR PROCEEDING
MAY BE HEARD AND DETERMINED IN ANY SUCH COURT AND IRREVOCABLY WAIVES ANY
OBJECTION IT MAY NOW OR HEREAFTER HAVE AS TO THE VENUE OF ANY SUCH SUIT,
ACTION OR PROCEEDING BROUGHT IN SUCH COURT OR THAT SUCH COURT IS AN
INCONVENIENT FORUM. NOTHING HEREIN SHALL LIMIT THE RIGHT OF THE AGENT OR ANY
BANK TO BRING PROCEEDINGS AGAINST THE BORROWER IN THE COURTS OF ANY OTHER
JURISDICTION.

11.17. COMPLIANCE WITH APPLICABLE LAWS. It is not the intent of the
Borrower, the Agent or the Banks to make an agreement in violation of
Applicable Law. Regardless of any provision contained herein, no Bank shall
be entitled to receive, collect or apply, as interest on the Loans, any
amount in excess of the Maximum Amount. If any Bank ever receives, collects
or applies, as interest, any such excess, such amount which would be
excessive interest shall be deemed a partial repayment of principal and
treated hereunder as such; and if principal is paid in full, any remaining
excess shall be paid to the Borrower. In determining whether or not the
interest paid or payable, under any specific contingency, exceeds the Maximum
Amount, the Borrower and each Bank shall, to the maximum extent permitted
under Applicable Law, (a) characterize any nonprincipal payment as an
expense, fee or premium rather than as interest, (b)
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exclude voluntary prepayments and the effect thereof, and (c) amortize,
prorate, allocate and spread in equal parts, the total amount of interest
throughout the entire contemplated term of the Obligations so that the
interest rate is uniform throughout the entire term of the Obligations;
provided, however, that if the Loans are paid and performed in full prior to
the end of the full contemplated term of the Obligations, and if the interest
received for the actual period of existence thereof exceeds the Maximum
Amount, each Bank shall refund to the Borrower the amount of such excess or
credit the amount of such excess against the total principal amount of the
Loans owing, and, in such event, each Bank shall not be subject to any
penalties provided by Applicable Law for contracting for, charging or
receiving interest in excess of the Maximum Amount. This Section 11.17 shall
control every other provision of all agreements pertaining to the
transactions contemplated by or contained in the Transaction Documents.

11.18. CONFIDENTIALITY. Agent and each Bank agrees to hold any
information which it may receive from Borrower pursuant to this Agreement in
confidence, and further agrees not to disclose any such information to any
person or to use any such information for any purpose other than in
connection with this Agreement. The restrictions of this Section 11.18 shall
not apply to any information which has been disseminated to the public.

(a) Agent and each Bank agrees that, at any time that it has in its
possession any of Borrower's confidential information and for not less than
seventy-two (72) hours after such information is made available to the
public, it will not buy or sell, or place orders to buy or sell, directly or
indirectly, any securities of Borrower.

(b) Notwithstanding the foregoing, Agent and Banks may disclose
such Borrower's confidential information to other Banks or to other Bank's
employees, attorneys, accountants, or other professional advisors as is
necessary for Agent or such Banks to perform its obligations or protect its
interests under this Agreement. Agent and each Bank shall take such steps to
protect Borrower's confidential information as it does to protect its own
confidential information, including but not limited to, obtaining written
agreements from all persons given access to Borrower's confidential
information to: (i) protect the confidentiality of such information; (ii)
not disclose it to any other person; (iii) not to use it for any purpose
other than to assist Agent or Banks to perform its obligations or protect its
interests under this Agreement; and (iv) not to buy or sell, or place orders
to buy or sell, directly or indirectly, any securities of Borrower at any
time that such person has in his/her possession any of Borrower's
confidential information and not for seventy-two (72) hours after such
information is made available to the public.

(d) Notwithstanding the foregoing, Agent and Banks may disclose
such of Borrower's confidential information as each of them may be required
to do so (i) to regulatory officials, (ii) pursuant to law, regulation or
legal process, or (iii) in connection with any legal proceeding to which
Agent or a Bank may be a party; provided that Agent or such Bank shall have
first given Borrower such written notice of its intention to so disclose
Borrower's confidential information promptly after it receives notice that it
is required to disclose such information.
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11.19. SUCCESSORS AND ASSIGNS. This Agreement shall be binding upon
and shall inure to the benefit of Agent, Banks and Borrower and their
respective successors and assigns; provided, however, that neither Borrower
nor any Bank may assign or transfer its rights or obligations under this
Agreement (including, without limitation, through participations) without the
prior written consent of each party to this Agreement.

11.20. NOTICES.
(a) Except as otherwise expressly provided in this Agreement:

(i) All notices, requests, demands, directions and other
communications provided for hereunder or under any other Loan
Document must be in writing and must be mailed, telecopied, or
delivered to the appropriate party at the address set forth on the
signature pages of this Agreement or, as to any party to any Loan
Document, at any other address as may be designated by it in a
written notice sent to all other parties to such Loan Document in
accordance with this Section 11.20; and

(ii) Any notice, request, demand, direction or other
communication given by telecopier must be confirmed within 48 hours
by letter mailed or delivered to the appropriate party at its
respective address.

(b) Except as otherwise expressly provided in any Loan Document,
if any notice, request, demand, direction or other communication
required or permitted by any Loan Document is given by mail it will
be effective on the earlier of receipt or the third calendar day
after deposit in the United States mail with first class or airmail
postage prepaid; if given by telecopier, when sent; or if given by
personal delivery, when delivered.

11.21. ENTIRE AGREEMENT. THE LOAN DOCUMENTS REPRESENT THE FINAL AND
ENTIRE AGREEMENT BETWEEN THE PARTIES HERETO AND SUPERSEDE ALL PRIOR AND
CONTEMPORANEOUS AGREEMENTS AND UNDERSTANDINGS RELATING TO THE SUBJECT MATTER
OF THIS AGREEMENT.

11.22. JURY TRIAL. EACH PARTY TO THIS AGREEMENT HEREBY WAIVES ANY
RIGHT TO TRIAL BY JURY OF ANY CLAIM, DEMAND, ACTION OR CAUSE OF ACTION
ARISING UNDER ANY LOAN DOCUMENT OR IN ANY WAY CONNECTED WITH OR RELATED OR
INCIDENTAL TO THE DEALINGS OF THE PARTIES HERETO OR ANY OF THEM WITH RESPECT
TO ANY LOAN DOCUMENT, OR THE TRANSACTIONS RELATED THERETO, IN EACH CASE
WHETHER NOW EXISTING OR HEREAFTER ARISING, AND WHETHER SOUNDING IN CONTRACT
OR TORT OR OTHERWISE; AND EACH PARTY HEREBY AGREES AND CONSENTS THAT ANY
SUCH CLAIM, DEMAND ACTION OR CAUSE OF ACTION SHALL BE DECIDED BY COURT TRIAL
WITHOUT A JURY, AND THAT ANY PARTY TO THIS AGREEMENT MAY FILE AN ORIGINAL
COUNTERPART OR A COPY OF THIS SECTION WITH ANY COURT AS WRITTEN EVIDENCE OF
THE CONSENT OF THE SIGNATORIES HERETO TO THE WAIVER OF THEIR RIGHT TO TRIAL
BY JURY.
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IN WITNESS WHEREOF, the Bank and Borrower have caused this Agreement to
be duly executed on the day and year first written at the head of this

Agreement.

BORROWER:

McGRATH RENTCORP

Notice Address (until Borrower's planned move to

Livermore, California scheduled to occur prior to December 31, 1997):

2500 Grant Avenue
San Lorenzo, CA 94580
Attention: Ms. Delight Saxton

Notice Address (after Borrower's planned move to
Livermore, California):

5720 Las Positas

Livermore, California 94550

Attention: Ms. Delight Saxton

BANKS:
UNION BANK OF CALIFORNIA,

NATIONAL ASSOCIATION,
individually and as Agent

Notice Address:

400 California Street

San Francisco, CA 94104
Attention: Mr. Robert Vernagallo
Fax No.: (415) 765-3146

Commitment: $23, 800, 000
Pro Rata Share: 34%
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FLEET BANK, N.A.

Notice Address:

592 Fifth Avenue

New York, NY 10036

Attention: Mr. Anthony C. Nocera
Vice President

Fax No.: (212) 819-6515

Commitment: $23,100, 000
Pro Rata Share: 33%

BANK OF AMERICA NATIONAL
TRUST AND SAVINGS ASSOCIATION

Notice Address:

300 Lakeside Drive, Suite 250

Oakland, CA 94612

Attention: Mr. Kenneth J. Beck
Vice President

Fax No.: (510) 273-5355

Commitment: $23,100, 000
Pro Rata Share: 33%



EXHIBIT A
[COMPLIANCE CERTIFICATE]

COMPLIANCE CERTIFICATE

This Compliance Certificate is furnished pursuant to Section 7.3(d) of that
certain Credit Agreement dated as of , 1997, among the Borrower,
certain Banks parties thereto and Union Bank of California, N.A., as Agent for
the Banks, as from time to time modified, supplemented or amended (the
"Agreement"). Unless otherwise defined, all capitalized terms used in this
Compliance Certificate have the respective meanings ascribed to them in the
Agreement.

Borrower hereby represents and warrants as follows:

1. I am familiar with the Agreement and the business and operations of
Borrower.

2. Except as otherwise specifically indicated, the information contained
in this Certificate is true and accurate on and as of ,

19 (the "Certification Date").

3. As of the Certification Date and at all times during the quarter
ending on the Certification Date, Borrower has performed all obligations to be
performed by it under (a) the Agreement, (b) any instrument or agreement to
which Borrower is a party or under which Borrower is obligated, and (c) any
judgment, decree, or order of any court or governmental authority binding on
Borrower. No Default or Event of Default has occurred, whether or not the same
was cured, during such quarter.

4. As of the Certification Date, the information set forth below is true,
accurate and complete:

(a) SECTION 7.12(a): TANGIBLE NET WORTH

Tangible Net Worth $

Minimum Tangible Net Worth Calculation

Base Amount $77,800,000



Plus: Fifty percent of Net
Income (without reduction for
Net Loss) after June 30, 1997 $

Plus: 90% of the gross
proceeds from stock
issuance (excluding
the first $3,500,000 of
proceeds from the exercise
of stock options after the
date of this Agreement) $

Minimum Tangible
Net Worth Total $

(b) SECTION 7.12(b): LIABILITIES TO NET WORTH

Liabilities $

Less Deferred Taxes ($ )
Total (A) $

Tangible Net Worth (B) $

Ratio of A to B

Maximum permitted: 3:1

(c) SECTION 7.12(c): INTEREST EXPENSE RATIO

EBIT (A) $

Interest (B) $

Ratio of A to B

Minimum required: 2 to 1

A-2



(d) SECTION 7.12(d): DEBT SERVICE COVERAGE

Adjusted Net Income (A) $

Debt Service (B) $

Ratio of A to B

Minimum required: 1.15 to 1

5. The Borrowing Base and the Adjusted Borrowing Base as of the
Certification Date are as set forth below. Borrower hereby further certifies
the information set forth below is true, accurate and complete and the aggregate
amount of the Loans outstanding under the Agreement, after giving effect to any
new Loan made as of the Certification Date, is not in excess of the Commitment
or the Adjusted Borrowing Base.

(a) BORROWING BASE

Eligible Equipment

Less: 25%

Borrowing Base

(b) ADJUSTED BORROWING BASE

Borrowing Base

Less: Outside Debt

Adjusted Borrowing Base

(c) EXCESS OF LOANS OUTSTANDING OVER ADJUSTED BORROWING BASE

Adjusted Borrowing Base

Less: Loans outstanding

Excess of Loans Outstanding
over Adjusted Borrowing Base
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Executed this day of , 199_




EXHIBIT B
[LOAN REQUEST]

Union Bank of California, N.A., as Agent
400 California Street
San Francisco, California 94104

Attention: Robert J. Vernagallo
Vice President

Re: Credit Agreement dated as of , 1997 among
McGrath RentCorp, a California corporation ("Borrower"), certain Banks
parties thereto, and Union Bank of California, N.A., as Agent for the
Banks, as from time to time modified, supplemented or amended (the
"Agreement"). (Terms defined in the Agreement shall have the same
meanings herein)

Dear Mr. Vernagallo:

Please be advised that pursuant to the Agreement, Borrower hereby gives
notice that it requests a Loan (the "Proposed Loan") under the Agreement as
follows:

1. The Funding Date of the Proposed Loan is , 199
2. The aggregate amount of the Proposed Loan is

Dollars ($ ).
3. The Proposed Loan is a:

(i) New Loan; or
(ii) Extension or conversion of an existing Loan.
4, The requested type(s) of Loans comprising the Proposed Loan are:

(a) EuroDollar Loan:



Union Bank of California, N.A.

(1) Amount: $

(ii) Interest Period:

(b) Reference Rate Loan:

(i) Amount: $

Borrower hereby represents and warrants that each of the conditions
precedent set forth in Section 5.2 of the Agreement will be satisfied on and as
of the Funding Date of such Loan and, specifically:

(a) There exists no Default or Event of Default;
(b) The representations and warranties contained in Article 6 of the
Agreement will be true and correct as of the Funding Date of the Proposed Loan
except to the extent that changes in the facts and conditions on which such
representations and warranties are based are required or permitted under the
Agreement.
Very truly yours,

MCGRATH RENTCORP,
a California corporation



EXHIBIT C
[OFFICERS' CERTIFICATE]

[Borrower's Letterhead]

[Date]

Union Bank of California, N.A.

400 California Street

San Francisco, California 94104

Attention: Robert J. Vernagallo
Vice President

Dear Mr. Vernagallo:
Terms not otherwise defined herein shall have the meanings ascribed to them in

the Credit Agreement dated as of , 1997 (the "Agreement"). 1In
connection with the Agreement, the undersigned hereby certify that:

1. The representations and warranties of the Borrower contained in
Article 6 of the Agreement are true and correct on and as of the date of this
certificate with the same effect as though such representations and warranties
had been made on and as of such date.

2. The Borrower has performed and complied with all agreements and
covenants contained in the Agreement required to be performed and complied with
by it prior to or on the date of this certificate.

3. No proceedings looking toward the dissolution or liquidation of the
Borrower have been commenced and no such proceedings are contemplated.

4, Attached is a true and correct copy of certain resolutions, which
comply with the requirements of Section 5.1(b) of the Agreement, duly
adopted by the Board of Directors of the Borrower at a duly authorized
meeting, duly held at the office of the Borrower on at
which meeting a quorum of directors was present in person throughout
and voted in favor thereof, and such resolutions have not been in any
way modified, amended, rescinded or revoked and remain on the date
hereof in full force and effect.




Union Bank of California, N.A.
[Date]
Page 2

5. The Borrower is duly incorporated, validly existing and in good
standing under the laws of the State of California and that no provision in the
Articles of Incorporation or Bylaws of the Borrower, or any shareholder
agreement, limits the power of the Board of Directors to pass the foregoing
resolutions, that such resolutions are in conformity with the provisions of said
Articles of Incorporation and Bylaws and that no approval of the shareholders or
of the outstanding shares of the Borrower is required with respect to the
matters which are the subject of the foregoing resolutions.

6. Attached hereto is an incumbency certificate which complies with the
requirements of Section 5.1(c) of the Agreement. [or] [The incumbency
certificate delivered to Agent pursuant to the Prior Agreement remains in full
force and effect and is sufficient, together with the resolution referred to in
Section 4, above, to authorize the officers designated on behalf of Borrower to
execute, deliver and perform this Agreement and the other Loan Documents
executed or to be executed by Borrower and to consummate the transactions
contemplated by such Loan Documents.]

7. The copies of the Articles of Incorporation and Bylaws of the
Borrower delivered to Agent in connection with the Prior Agreement, and pursuant
to Section 5.1(a) of this Agreement, are true, accurate and complete copies of
such Articles and By-laws of Borrower and such documents remain in effect and
have not been modified.

8. Agent is hereby authorized to rely on this Certificate until a new
Certificate certified by the Secretary (or Assistant Secretary) of the Borrower
is received by the Agent, even in the event that one or more of the foregoing
individuals ceases to act in such capacity.

IN WITNESS WHEREOF, we have hereto set our hand this day of
, 1997. -

McGrath RentCorp



EXHIBIT D

REVOLVING NOTE

NOT TO EXCEED
$ San Francisco, California
----------------------- , 1997

FOR VALUE RECEIVED, the undersigned, McGrath Rentcorp, a California
corporation ("Borrower"), promises to pay to [Name of Bank] (the "Bank"), or
order, on or before June 30, 1999, or as otherwise provided in the Credit
Agreement dated as of among the Borrower, certain banks
parties thereto, and Union Bank of California, N.A., formerly known as The Bank
of California, N.A., as Agent for the Banks, as from time to time modified,
supplemented or amended, (the "Agreement), the lesser of (i) the principal sum
of Dollars [maximum
Commitment] ($ ) or (ii) the aggregate unpaid principal amount
of all Revolving Loans made by the Bank to Borrower pursuant to the Agreement.
Terms defined in the Agreement have the same meanings herein.

Borrower further promises to pay to the Bank, or order, interest on
the unpaid principal amount hereunder from time to time outstanding from the
date hereof until such amount shall have become due and payable (whether at the
stated maturity, by acceleration, or otherwise) at the rate(s) of interest and
at the times provided in the Agreement. Borrower further promises to pay
interest on any overdue payment of principal and (to the extent permitted by
law) interest as set forth in the Agreement.

Bank is authorized, but not required, to record the date, amount,
type, interest rate and Interest Period (if applicable) of each Loan made by the
Bank to Borrower, and each payment made on account thereof, on its books and
records or on the schedule annexed hereto, and, in the absence of manifest
error, such recordation shall constitute prima facie evidence of the accuracy of
the information so recorded; provided, however, that failure by the Bank to make
any such recordation shall not affect any of the Obligations of Borrower.

All payments of principal, interest, fees, or other amounts due from
Borrower hereunder, shall be in Dollars and in immediately available funds,
without setoff, counterclaim or other deduction of any nature, and shall be made
to Agent, at its address set forth on the signature pages of the Agreement,
prior to 10:00 a.m., San Francisco time, on the last date permitted therefor.

Except as otherwise provided in the Agreement, if any payment of
principal or interest hereunder shall become due on a day which is not a
Business Day, such payment shall be
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made on the next following Business Day and such extension of time shall be
included in computing interest in connection with such payment.

This Revolving Note is one of the "Revolving Notes" referred to in,
evidences obligations of Borrower under, and is entitled to the benefits of, the
Agreement, which, among other things, provides for the acceleration of the
maturity hereof upon the occurrence of certain circumstances and upon certain
terms and conditions. This Revolving Note supersedes and replaces that certain
Revolving Note dated October 25, 1996, as amended from time to time, in the
principal amount not to exceed Dollars
($ ), executed by Borrower in favor of Bank (the "Previous Note"). As
of the effective date of the Agreement, all unpaid principal, interest and other
amounts accrued and outstanding under the Previous Note shall for all purposes
be and constitute unpaid amounts outstanding under and evidenced by this
Revolving Note.

Borrower hereby expressly waives presentment, demand, notice of
dishonor, protest, as such terms are defined in Division 3 of the California
Commercial Code, and all other demands and notices in connection with the
delivery, acceptance, performance, default or enforcement of this Revolving Note
and the Agreement.

This Revolving Note shall be governed by, construed and enforced in
accordance with the laws of the State of California.

MCGRATH RENTCORP



SCHEDULE OF LOANS

This Revolving Note evidences Loans made, continued or converted
under the Agreement to Borrower, on the dates, in the principal amounts, of
the types, bearing interest at the rates and having Interest Periods (if
applicable) set forth below, subject to the payments, prepayments,
continuations and conversions of principal set forth below:

Amount
Date Paid
Made, Principal Duration Prepaid
Continued Amount Type of Continued Unpaid
or of of Interest 1Interest or Principal Notation
Converted Loan Loan Rate Period Converted Amount Made By
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EXHIBIT E

TERM NOTE

$ San Francisco, California
----------------------- , 199

FOR VALUE RECEIVED, the undersigned, McGrath Rentcorp, a California
corporation ("Borrower"), promises to pay to [Name of Bank] (the "Bank"), or
order, the principal sum of
Dollars ($ ), payable in installments on the dates and in
the amounts provided for in the Credit Agreement dated as of
among the Borrower, certain banks parties thereto, and Union Bank of
California, National Association, as Agent for the Banks, as from time to
time modified, supplemented or amended, (the "Agreement"), with the remaining
unpaid balance of principal hereof payable on June 30, 2001. Terms defined
in the Agreement have the same meanings herein.

Borrower further promises to pay to the Bank, or order, interest on
the unpaid principal amount hereunder from time to time outstanding from the
date hereof until such amount shall have become due and payable (whether at
the stated maturity, by acceleration or otherwise) at the rate(s) of interest
and at the times provided in the Agreement. Borrower further promises to pay
interest on any overdue payment of principal and (to the extent permitted by
law) interest as set forth in the Agreement.

Bank is authorized, but not required, to record the date, amount,
type, interest rate and Interest Period (if applicable) of each Loan made by
the Bank to Borrower, and each payment made on account thereof, on its books
and records or on the schedule annexed hereto, and, in the absence of
manifest error, such recordation shall constitute prima facie evidence of the
information so recorded; provided, however, that failure by the Bank to make
any such recordation shall not affect any of the Obligations of Borrower.

All payments of principal, interest, fees, or other amounts due
from Borrower hereunder, shall be in Dollars and in immediately available
funds, without setoff, counterclaim or other deduction of any nature, and
shall be made to Agent, at its address set forth on the signature pages of
the Agreement, prior to 10:00 a.m., San Francisco time, on the last date
permitted therefor.

Except as otherwise provided in the Agreement, if any payment of
principal or interest hereunder shall become due on a day which is not a
Business Day, such payment shall be made on the next following Business Day
and such extension of time shall be included in computing interest in
connection with such payment.
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This Term Note is one of the "Term Notes" referred to in, evidences
obligations of Borrower under, and is entitled to the benefits of the
Agreement, which among other things provides for the acceleration of the
maturity hereof upon the occurrence of certain circumstances and upon certain
terms and conditions. This Term Note may be prepaid only in accordance with
the terms and conditions of the Agreement.

Borrower hereby expressly waives presentment, demand, notice of
dishonor, protest, as such terms are defined in the California Commercial
Code, and all other demands and notices in connection with the delivery,
acceptance, performance, default or enforcement of this Term Note and the
Agreement.

This Term Note shall be governed by, construed and enforced in
accordance with the laws of the State of California.

MCGRATH RENTCORP



SCHEDULE OF LOANS

This Note evidences Loans made, continued or converted under the
Agreement on the dates, in the principal amounts, of the types, bearing interest
at the rates and having Interest Periods (if applicable) set forth below,
subject to the payments, prepayments, continuations and conversions of principal
set forth below:

Amount
Date Paid
Made, Principal Duration Prepaid
Continued  Amount Type of Continued Unpaid
or of of Interest Interest or Principal Notation
Converted Loan Loan Rate Period Converted Amount Made By
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REVOLVING NOTE

NOT TO EXCEED
$23, 800, 000.00 San Francisco, California
, 1997

FOR VALUE RECEIVED, the undersigned, MCGRATH RENTCORP, a California
corporation ("Borrower"), promises to pay to UNION BANK OF CALIFORNIA, N.A.,
formerly known as The Bank of California, N.A. (the "Bank"), or order, on or
before June 30, 1999, or as otherwise provided in the Credit Agreement dated
as of July 10, 1997, among the Borrower, certain banks parties thereto, and
Union Bank of California, N.A., formerly known as The Bank of California,
N.A., as Agent for the Banks, as from time to time modified, supplemented or
amended, (the "Agreement), the lesser of (i) the principal sum of
Twenty-Three Million Eight Hundred Thousand Dollars ($23,800,000.00) or (ii)
the aggregate unpaid principal amount of all Revolving Loans made by the Bank
to Borrower pursuant to the Agreement. Terms defined in the Agreement have
the same meanings herein.

Borrower further promises to pay to the Bank, or order, interest on
the unpaid principal amount hereunder from time to time outstanding from the
date hereof until such amount shall have become due and payable (whether at
the stated maturity, by acceleration, or otherwise) at the rate(s) of
interest and at the times provided in the Agreement. Borrower further
promises to pay interest on any overdue payment of principal and (to the
extent permitted by law) interest as set forth in the Agreement.

Bank is authorized, but not required, to record the date, amount,
type, interest rate and Interest Period (if applicable) of each Loan made by
the Bank to Borrower, and each payment made on account thereof, on its books
and records or on the schedule annexed hereto, and, in the absence of
manifest error, such recordation shall constitute prima facie evidence of the
accuracy of the information so recorded; provided, however, that failure by
the Bank to make any such recordation shall not affect any of the Obligations
of Borrower.

All payments of principal, interest, fees, or other amounts due
from Borrower hereunder, shall be in Dollars and in immediately available
funds, without setoff, counterclaim or other deduction of any nature, and
shall be made to Agent, at its address set forth on the signature pages of
the Agreement, prior to 10:00 a.m., San Francisco time, on the last date
permitted therefor.

Except as otherwise provided in the Agreement, if any payment of
principal or interest hereunder shall become due on a day which is not a
Business Day, such payment shall be made on the next following Business Day
and such extension of time shall be included in computing interest in
connection with such payment.



This Revolving Note is one of the "Revolving Notes" referred to in,
evidences obligations of Borrower under, and is entitled to the benefits of, the
Agreement, which, among other things, provides for the acceleration of the
maturity hereof upon the occurrence of certain circumstances and upon certain
terms and conditions. This Revolving Note supersedes and replaces that certain
Revolving Note dated October 25, 1996, as amended from time to time, in the
principal amount not to exceed Twenty-Seven Million Dollars ($27,000,000.00),
executed by Borrower in favor of Bank (the "Previous Note") as of the effective
date of the Agreement, all unpaid principal, interest and other amounts accrued
and outstanding under the Previous Note shall for all purposes be and constitute
unpaid amounts outstanding under and evidenced by this Revolving Note.

Borrower hereby expressly waives presentment, demand, notice of
dishonor, protest, as such terms are defined in Division 3 of the California
Commercial Code, and all other demands and notices in connection with the
delivery, acceptance, performance, default or enforcement of this Revolving Note
and the Agreement.

This Revolving Note shall be governed by, construed and enforced in
accordance with the laws of the State of California.

MCGRATH RENTCORP



REVOLVING NOTE

NOT TO EXCEED
$23,100,000.00 San Francisco, California
, 1997

FOR VALUE RECEIVED, the undersigned, MCGRATH RENTCORP, a California
corporation ("Borrower"), promises to pay to FLEET BANK, N.A., formerly known as
National Westminister Bank, USA (the "Bank"), or order, on or before June 30,
1999, or as otherwise provided in the Credit Agreement dated as of July 10,
1997, among the Borrower, certain banks parties thereto, and Union Bank of
California, N.A., formerly known as The Bank of California, N.A., as Agent for
the Banks, as from time to time modified, supplemented or amended, (the
"Agreement), the lesser of (i) the principal sum of Twenty-Three Million One
Hundred Thousand Dollars ($23,100,000.00) or (ii) the aggregate unpaid principal
amount of all Revolving Loans made by the Bank to Borrower pursuant to the
Agreement. Terms defined in the Agreement have the same meanings herein.

Borrower further promises to pay to the Bank, or order, interest on
the unpaid principal amount hereunder from time to time outstanding from the
date hereof until such amount shall have become due and payable (whether at the
stated maturity, by acceleration, or otherwise) at the rate(s) of interest and
at the times provided in the Agreement. Borrower further promises to pay
interest on any overdue payment of principal and (to the extent permitted by
law) interest as set forth in the Agreement.

Bank is authorized, but not required, to record the date, amount,
type, interest rate and Interest Period (if applicable) of each Loan made by the
Bank to Borrower, and each payment made on account thereof, on its books and
records or on the schedule annexed hereto, and, in the absence of manifest
error, such recordation shall constitute prima facie evidence of the accuracy of
the information so recorded; provided, however, that failure by the Bank to make
any such recordation shall not affect any of the Obligations of Borrower.

All payments of principal, interest, fees, or other amounts due from
Borrower hereunder, shall be in Dollars and in immediately available funds,
without setoff, counterclaim or other deduction of any nature, and shall be made
to Agent, at its address set forth on the signature pages of the Agreement,
prior to 10:00 a.m., San Francisco time, on the last date permitted therefor.

Except as otherwise provided in the Agreement, if any payment of
principal or interest hereunder shall become due on a day which is not a
Business Day, such payment shall be made on the next following Business Day and
such extension of time shall be included in computing interest in connection
with such payment.



This Revolving Note is one of the "Revolving Notes" referred to in,
evidences obligations of Borrower under, and is entitled to the benefits of, the
Agreement, which, among other things, provides for the acceleration of the
maturity hereof upon the occurrence of certain circumstances and upon certain
terms and conditions. This Revolving Note supersedes and replaces that certain
Revolving Note dated October 25, 1996, as amended from time to time, in the
principal amount not to exceed Sixteen Million Five Hundred Thousand Dollars
($16,500,000.00), executed by Borrower in favor of Bank (the "Previous Note") as
of the effective date of the Agreement, all unpaid principal, interest and other
amounts accrued and outstanding under the Previous Note shall for all purposes
be and constitute unpaid amounts outstanding under and evidenced by this
Revolving Note.

Borrower hereby expressly waives presentment, demand, notice of
dishonor, protest, as such terms are defined in Division 3 of the California
Commercial Code, and all other demands and notices in connection with the
delivery, acceptance, performance, default or enforcement of this Revolving Note
and the Agreement.

This Revolving Note shall be governed by, construed and enforced in
accordance with the laws of the State of California.

MCGRATH RENTCORP



REVOLVING NOTE

NOT TO EXCEED
$23,100, 000.00 San Francisco, California
, 1997

FOR VALUE RECEIVED, the undersigned, MCGRATH RENTCORP, a California
corporation ("Borrower"), promises to pay to BANK OF AMERICA NATIONAL TRUST AND
SAVINGS ASSOCIATION (the "Bank"), or order, on or before June 30, 1999, or as
otherwise provided in the Credit Agreement dated as of July 10, 1997, among the
Borrower, certain banks parties thereto, and Union Bank of California, N.A.,
formerly known as The Bank of California, N.A., as Agent for the Banks, as from
time to time modified, supplemented or amended, (the "Agreement), the lesser of
(1) the principal sum of Twenty-Three Million One Hundred Thousand Dollars
($23,100,000.00) or (ii) the aggregate unpaid principal amount of all Revolving
Loans made by the Bank to Borrower pursuant to the Agreement. Terms defined in
the Agreement have the same meanings herein.

Borrower further promises to pay to the Bank, or order, interest on
the unpaid principal amount hereunder from time to time outstanding from the
date hereof until such amount shall have become due and payable (whether at the
stated maturity, by acceleration, or otherwise) at the rate(s) of interest and
at the times provided in the Agreement. Borrower further promises to pay
interest on any overdue payment of principal and (to the extent permitted by
law) interest as set forth in the Agreement.

Bank is authorized, but not required, to record the date, amount,
type, interest rate and Interest Period (if applicable) of each Loan made by the
Bank to Borrower, and each payment made on account thereof, on its books and
records or on the schedule annexed hereto, and, in the absence of manifest
error, such recordation shall constitute prima facie evidence of the accuracy of
the information so recorded; provided, however, that failure by the Bank to make
any such recordation shall not affect any of the Obligations of Borrower.

All payments of principal, interest, fees, or other amounts due from
Borrower hereunder, shall be in Dollars and in immediately available funds,
without setoff, counterclaim or other deduction of any nature, and shall be made
to Agent, at its address set forth on the signature pages of the Agreement,
prior to 10:00 a.m., San Francisco time, on the last date permitted therefor.

Except as otherwise provided in the Agreement, if any payment of
principal or interest hereunder shall become due on a day which is not a
Business Day, such payment shall be made on the next following Business Day and
such extension of time shall be included in computing interest in connection
with such payment.



This Revolving Note is one of the "Revolving Notes" referred to in,
evidences obligations of Borrower under, and is entitled to the benefits of, the
Agreement, which, among other things, provides for the acceleration of the
maturity hereof upon the occurrence of certain circumstances and upon certain
terms and conditions. This Revolving Note supersedes and replaces that certain
Revolving Note dated October 25, 1996, as amended from time to time, in the
principal amount not to exceed Sixteen Million Five Hundred Thousand Dollars
($16,500,000.00), executed by Borrower in favor of Bank (the "Previous Note") as
of the effective date of the Agreement, all unpaid principal, interest and other
amounts accrued and outstanding under the Previous Note shall for all purposes
be and constitute unpaid amounts outstanding under and evidenced by this
Revolving Note.

Borrower hereby expressly waives presentment, demand, notice of
dishonor, protest, as such terms are defined in Division 3 of the California
Commercial Code, and all other demands and notices in connection with the
delivery, acceptance, performance, default or enforcement of this Revolving Note
and the Agreement.

This Revolving Note shall be governed by, construed and enforced in
accordance with the laws of the State of California.

MCGRATH RENTCORP



SCHEDULE OF LOANS

This Revolving Note evidences Loans made, continued or converted under
the Agreement to Borrower, on the dates, in the principal amounts, of the types,
bearing interest at the rates and having Interest Periods (if applicable) set
forth below, subject to the payments, prepayments, continuations and conversions
of principal set forth below:

Amount
Date Paid
Made, Principal Duration Prepaid
Continued Amount Type of Continued Unpaid
or of of Interest Interest or Principal Notation
Converted Loan Loan Rate Period Converted Amount Made By



[LOGO]
CORPORATE BANKING

Date: July 29, 1997

Ms. Delight Saxton

Chief Financial Officer and

Vice President of Administration
McGrath RentCorp

2500 Grant Avenue

San Lorenzo, CA 94580

Re: Extension of Maturity Date of Facility Letter and Optional Advance Note
Dear Delight:

This letter is to confirm that Union Bank of California, N.A. ("Bank") has
agreed to extend the maturity date of that certain optional advance extension
of credit ("Facility") granted by Bank to McGrath RentCorp, a California
corporation ("Borrower") in the maximum principal amount of FIVE MILLION AND
NO/100 DOLLARS ($5,000,000.00) originally made pursuant to the terms and
conditions of that certain Facility letter dated October 16, 1996, as amended
from time to time, and optional advance promissory note dated October 16,
1996, as amended from time to time (the "Note") (collectively, the
"Agreements").

The maturity date of the Facility is hereby extended to August 31, 1997 ("New
Maturity Date"). The Agreements shall be deemed modified as of the date of
this letter to reflect the New Maturity Date. All other terms and conditions
of the Agreements remain in full force and effect, without waiver or
modification.

BORROWER ACKNOWLEDGES THAT, AS PROVIDED IN THE AGREEMENTS, THE FACILITY IS
NOT A COMMITTED FACILITY. 1IN ITS SOLE DISCRETION, FOR ANY REASON OR FOR NO
REASON AND WITH OR WITHOUT NOTICE, BANK MAY DECLINE TO MAKE ANY OR ALL
REQUESTED ADVANCES UNDER THE FACILITY, MAY DECLINE TO CONTINUE OR FURTHER
RENEW THE FACILITY, AND MY TERMINATE THE FACILITY AT ANY TIME.

Very truly yours,

UNION BANK OF CALIFORNIA, N.A.

By: /s/ Robert John Vernagallo

Robert John Vernagallo
Vice President

400 California Street, San Francisco, California 94104
415 765 0400
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THIS SCHEDULE CONTAINS SUMMARY FINANCAIL INFORMATION EXTRACTED FROM MCGRATH RENT
CORP'S QUARTERLY REPORT (10Q) FOR QUARTER ENDING JUNE 30, 1997 AND IS QUALIFIED
IN ITS ENTIRETY BY REFERENCE TO SUCH FINANCIAL STATEMENTS.

1,000

6-MOS
DEC-31-1997
JAN-01-1997
JUN-30-1997
3,092
0
24,459
(617)
0
0
261,247
(71,198)
222,940
0

0
0
7,675
90,247
222,940
60, 301
60, 301
32,625
32,625
7,541
0
1,862
18,272
7,271
11,001

INCLUDES RENTAL EQUIPMENT, LAND, LAND IMPROVEMENTS FURNITURE AND EQUIPMENT
ACCUMULATED DEPRECIATION RELATED TO FOOTNOTE ABOVE



