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                        PART I - FINANCIAL INFORMATION 
 
 
              Consumer Portfolio Services, Inc. and Subsidiaries 
                     Condensed Consolidated Balance Sheets 
                (In thousands, except share and per share data) 
 
  
  
                                                        March 31,   December 31, 
                                                        ---------   ------------ 
                                                          1998          1997 
                                                          ----          ---- 
                                                                
Assets                                                
Cash                                                    $    782      $  1,745 
Contracts held for sale (note 2)                         127,104        68,271 
Servicing fees receivable                                  5,431         5,425 
Residual interest in securitizations (note 3)            139,991       124,616 
Furniture and equipment, net                               3,708         3,128 
Taxes receivable                                            --           1,528 
Deferred financing costs                                   1,759         1,840 
Investment in unconsolidated affiliates                    4,173         3,892 
Related party receivables                                  5,338         7,295 
Other assets                                               9,899         8,155 
                                                        --------      -------- 
                                                        $298,185      $225,895 
                                                        ========      ======== 
                                                                     
Liabilities and Shareholders' Equity                                 
Liabilities                                                          
Accounts payable & accrued expenses                     $ 18,647      $ 10,427 
Warehouse lines of credit                                116,452        61,666 
Taxes payable                                              2,223          -- 
Deferred tax liability                                    13,143        13,143 
Capital lease obligation                                   1,689         1,492 
Notes payable                                              2,267         1,506 
Subordinated debt                                         40,000        40,000 
Related party debt                                        15,055        15,055 
                                                        --------      -------- 
                                                         209,476       143,289 
                                                                     
Shareholders' Equity                                                 
Preferred stock, $1 par value; authorized 5,000,000 
  shares; none issued                                       --            -- 
Series A preferred stock, $1 par value; authorized 
  5,000,000 shares; 3,415,000 shares issued; 
  none outstanding                                          --            -- 
Common stock, no par value; authorized 30,000,000 
  shares; 15,210,042 shares issued and outstanding 
  at March 31, 1998 and December 31, 1997                 42,261        42,261 
Notes receivable from exercise of options                   --            (500) 
Retained earnings                                         46,448        40,845 
                                                        --------      -------- 
                                                          88,709        82,606 
                                                        --------      -------- 
                                                        $298,185      $225,895 
                                                        ========      ======== 
  
 
See accompanying notes to condensed consolidated financial statements 
 
                                       3 



 
              Consumer Portfolio Services, Inc. and Subsidiaries 
                 Condensed Consolidated Statements of Earnings 
                     (In thousands, except per share data) 
 
  
  
                                                            Three Months Ended 
                                                                 March 31, 
                                                          ---------------------- 
 
                                                             1998        1997 
                                                          ----------  ---------- 
                                                                  
Revenues: 
Gain on sale of contracts, net (note 3 and 4)               $12,782     $ 7,333 
Interest income (note 5)                                      9,071       5,706 
Servicing fees                                                5,096       2,829 
Other                                                           370         389 
                                                            -------     ------- 
                                                             27,319      16,257 
                                                            -------     ------- 
 
Expenses: 
Employee costs                                                5,397       3,222 
General and administrative                                    4,532       2,482 
Interest                                                      3,915       1,438 
Provision for credit losses                                   2,537       1,027 
Marketing                                                       448         320 
Occupancy                                                       481         244 
Depreciation and amortization                                   332         362 
Related party consulting fees                                    19          19 
                                                            -------     ------- 
                                                             17,661       9,114 
                                                            -------     ------- 
Earnings before income taxes                                  9,658       7,143 
Income taxes                                                  4,055       2,998 
                                                            -------     ------- 
Net earnings                                                $ 5,603     $ 4,145 
                                                            =======     ======= 
 
Earnings per share (note 6): 
  Basic                                                     $  0.37     $  0.29 
  Diluted                                                   $  0.34     $  0.27 
 
Number of shares used in computing earnings per share 
 (note 6): 
  Basic                                                      15,210      14,170 
  Diluted                                                    16,628      15,439 
  
 
See accompanying notes to condensed consolidated financial statements 
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              Consumer Portfolio Services, Inc. and Subsidiaries 
                Condensed Consolidated Statements of Cash Flows 
                                (In thousands) 
 
 
  
                                                                     Three Months Ended 
                                                                          March 31, 
                                                                   ----------------------- 
                                                                      1998         1997    
                                                                   ----------   ---------- 
                                                                                  
Cash flows from operating activities:                                                      
   Net earnings                                                    $   5,603    $   4,145  
   Adjustments to reconcile net earnings to net cash used in                               
     operating activities:                                                                 
     Depreciation and amortization                                       332          362  
     Amortization of net interest receivables                          4,952        2,587  
     Amortization of deferred financing costs                             81           39  
     Provision for credit losses                                       2,537        1,027  
     NIR gains recognized                                            (10,750)      (6,101) 
     (Gain) loss on investment in unconsolidated affiliates             (216)          81  
     Changes in operating assets and liabilities:                                          
       Purchases of contracts held for sale                         (254,189)    (114,103) 
       Liquidation of contracts held for sale                        192,819       99,650  
       Servicing fees receivable                                          (6)      (2,403) 
       Initial deposits to spread accounts                            (6,543)      (3,581) 
       Deposits to spread accounts and overcollateralization                               
         accounts                                                    (12,999)      (6,331) 
       Release of cash from spread accounts                            9,965        4,463  
       Other assets                                                   (1,777)        (447) 
       Accounts payable and accrued expenses                           8,220        5,559  
       Warehouse lines of credit                                      54,786       12,579  
       Taxes payable/receivable                                        3,751        2,941  
                                                                   ---------    ---------  
          Net cash (used in) provided by operating activities         (3,434)         467  
                                                                                           
Cash flows from investing activities:                                                      
   Advances to related parties                                          (157)        --    
   Repayment of related party receivables                              2,114          173  
   Investment in unconsolidated affiliate                                (65)        --    
   Purchases of furniture and equipment                                 (528)        (351) 
   Purchase of subsidiary, net of cash acquired                         --             92  
                                                                   ---------    ---------  
          Net cash provided by (used in) investing activities          1,364          (86) 
                                                                                           
Cash flows from financing activities:                                                      
   Issuance of notes payable                                             990         --    
   Repayment of capital lease obligations                               (154)        --    
   Repayment of notes payable                                           (229)        (190) 
   Exercise of options and warrants                                      500           51  
                                                                   ---------    ---------  
          Net cash provided by (used in) financing activities          1,107         (139) 
                                                                   ---------    ---------  
Increase (decrease) in cash                                             (963)         242  
                                                                                           
Cash at beginning of period                                            1,745          154  
                                                                   ---------    ---------  
Cash at end of period                                              $     782    $     396  
                                                                   =========    =========  
                                                                                           
Supplemental disclosure of cash flow information:                                          
   Cash paid during the period for:                                                        
        Interest                                                   $   3,546    $   1,304  
        Income taxes                                               $     200    $      45  
                                                                                           
Supplemental disclosure of non-cash investing and financing                                
  activities:                                                                              
      Issuance of common stock upon conversion of debt             $    --      $   3,000  
      Furniture and equipment acquired through capital leases      $     351    $    --    
                                                                                           
      Purchase of CPS Leasing, Inc.                                                        
          Assets acquired                                          $    --      $   2,718  
          Liabilities assumed                                           --         (2,638) 
                                                                   ---------    ---------  
          Cash paid to acquire business                                 --             80  
          Less: cash acquired                                           --           (172) 
                                                                   ---------    ---------  
          Net cash received upon acquisition                       $    --      $     (92) 
                                                                   =========    =========  



  
 
See accompanying notes to condensed consolidated financial statements 
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                       Consumer Portfolio Services, Inc. 
             Notes to Condensed Consolidated Financial Statements 
 
(1)  Summary of Significant Accounting Policies 
 
     Unaudited Condensed Consolidated Financial Statements 
 
     The unaudited condensed consolidated financial statements have been 
prepared in conformity with generally accepted accounting principles and include 
all adjustments that are, in the opinion of management, necessary for a fair 
presentation of the results for the interim periods presented. All such 
adjustments are, in the opinion of management, of a normal recurring nature. In 
addition, certain items in prior period financial statements have been 
reclassified for comparability to current period presentation. Results for the 
three month period ended March 31, 1998, are not necessarily indicative of the 
operating results to be expected for the full year. 
 
     Certain information and footnote disclosures normally included in financial 
statements prepared in accordance with generally accepted accounting principles 
have been condensed or omitted.  These condensed consolidated financial 
statements should be read in conjunction with the consolidated financial 
statements and notes thereto included in the Company's annual report on Form 10- 
K  for the year ended December 31, 1997. 
 
     Principles of Consolidation 
 
     The condensed consolidated financial statements include the accounts of the 
Company and its wholly-owned subsidiaries, Alton Receivables Corp., CPS 
Receivables Corp., CPS Marketing, Inc., CPS Funding Corp., and CPS Warehouse 
Corp.  The consolidated financial statements also include the accounts of SAMCO 
Acceptance Corp., LINC Acceptance Company, LLC and CPS Leasing, Inc., all of 
which are 80% owned subsidiaries of the Company.  All significant intercompany 
transactions and balances have been eliminated.  Investments in affiliates that 
are not majority owned are reported using the equity method. 
 
     Contracts Held for Sale 
 
     Contracts held for sale include automobile installment sales contracts 
(generally, "Contracts") on which interest is precomputed and added to the 
principal amount financed.  The interest on precomputed Contracts is included in 
unearned financed charges.  Unearned financed charges are amortized over the 
remaining period to contractual maturity, using the interest method.  Contracts 
held for sale are stated at the lower of cost or market value.  Market value is 
determined by purchase commitments from investors and prevailing market prices. 
Gains and losses are recorded as appropriate when Contracts are sold.  The 
Company considers a transfer of Contracts, where the Company surrenders control 
over the Contracts, a sale to the extent that consideration, other than 
beneficial interests in the transferred Contracts, is received in exchange for 
the Contracts. 
 
     Allowance for Credit Losses 
 
     The Company provides an allowance for credit losses that management 
believes provides adequately for known and inherent losses that may develop in 
the Contracts held for sale. Management evaluates the adequacy of the allowance 
by examining current delinquencies, the characteristics of the portfolio, the 
value of underlying collateral, and general economic conditions and trends. 
 
   Contract Acquisition Fees and Discounts 
 
   Upon purchase of a Contract from an automobile dealer ("Dealer"), the Company 
generally charges the Dealer an acquisition fee or purchases the Contract at a 
discount from its face value.  The acquisition fees and discounts associated 
with Contract purchases are deferred until the Contracts are sold.  At that time 
the deferred acquisition fee or discount is recognized as a component of the 
gain on sale. 
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                       Consumer Portfolio Services, Inc. 
             Notes to Condensed Consolidated Financial Statements 
 
   Residual Interest in Securitizations and Gain on Sale of Contracts 
 
   The Company purchases Contracts with the primary intention of reselling them 
in securitization transactions as asset-backed securities.  The securitizations 
are generally structured as follows: First, the Company sells a portfolio of 
Contracts to a wholly owned subsidiary ("SPS"), which has been established for 
the limited purpose of buying and reselling the Company's Contracts.  The SPS 
then transfers the same Contracts to either a grantor trust or an owners trust 
(the "Trust").  The Trust in turn issues interest-bearing asset-backed 
securities (the "Certificates"), generally in an amount equal to the aggregate 
principal balance of the Contracts. The Company typically sells these Contracts 
at face value and without recourse, except that the normal representations and 
warranties provided by the Dealer to the Company are similarly provided by the 
Company to the Trust.  One or more investors purchase the Certificates issued by 
the Trust; the proceeds from the sale of the Certificates are then used to 
purchase the Contracts from the Company.  In addition, the Company provides a 
credit enhancement for the benefit of the investors in the form of an initial 
cash deposit to a specific account ("Spread Account") held by the Trust.  The 
agreements governing the securitization transactions (collectively referred to 
as the "Servicing Agreements") require that the Spread Accounts be maintained at 
specified levels. 
 
   At the closing of each securitization, the Company removes from its 
consolidated balance sheet the Contracts held for sale and adds to its 
consolidated balance sheet (i) the cash received and (ii) the estimated fair 
value of the portion of the Contracts retained from the securitizations 
("Residuals"), The Residuals consist of (a) the cash held in the Spread Account 
and (b) the net interest receivables ("NIRs").  NIRs represent the estimated 
discounted cash flows to be received by the Trust in the future.  The excess of 
the cash received and the assets retained by the Company over the carrying value 
of the Contracts sold, less transaction costs, equals the net gain on sale of 
Contracts recorded by the Company in the securitization transaction. 
 
   The Company allocates its basis in the Contracts between the portion of the 
Contracts sold (as Certificates) and the portion retained (the Residuals) based 
on the relative fair values of those portions on the date of the sale.  The 
Company may recognize gains or losses attributable to the change in the fair 
value of the Residuals, which are recorded at estimated fair value and accounted 
for as "held-for-trading" securities.  The Company is not aware of an active 
market for the purchase or sale of such residual interests.  Accordingly, the 
Company determines the estimated fair value of the Residuals by discounting the 
cash flows that it estimates will be released from the Spread Account (the cash 
out method), using a discount rate that the Company believes is commensurate 
with the risks involved.  In valuing the Residuals, the Company has utilized an 
effective discount rate of approximately 14% per year. 
 
   The Company receives periodic base servicing fees for its servicing and 
collection of the Contracts.  In addition, the Company is entitled to the cash 
flows from the Residuals that represent collections on the Contracts in excess 
of the amounts required to pay (i) the Certificate principal and interest, (ii) 
the base servicing fees and (iii) certain other fees (such as trustee and 
custodial fees).  At the end of each collection period, the aggregate cash 
collections from the Contracts are allocated first to the base servicing fees 
and certain other fees (such as trustee and custodial fees) for the period, then 
to the Certificateholders for interest at the pass-through rate on the 
Certificates plus principal as defined in the Servicing Agreements.  If the 
amount of cash required for the above allocations exceeds the amount collected 
during the collection period, the shortfall is drawn from the Spread Account. 
If the cash collected during the period exceeds the amount necessary for the 
above allocations, and there is no shortfall in the related Spread Account, the 
excess is released to the Company, or, in certain cases, transferred to other 
Spread Accounts that may be below their required levels.  If the Spread Account 
balance is not at the required credit enhancement level, then the excess cash 
collected is retained in the Spread Account until the specified level is 
achieved.  The cash in the Spread Accounts is restricted from use by the 
Company.  Cash held in the various Spread Accounts is invested in either high 
quality liquid investment securities, as specified in the Servicing Agreements, 
or, pursuant to certain Servicing Agreements, is used to make accelerated 
principal paydowns on certain Certificates to create excess collateral (over- 
collateralization or OC account). Spread Account balances are held by the Trusts 
on behalf of the Company as owner of the Residuals. Such balances are generally 
defined as percentages of the principal amount remaining unpaid on the Contracts 
sold to the respective Trusts. The Spread Account includes both qualified 
investments and OC accounts (see Note 3). 
 
   The annual percentage rate ("APR") on the Contracts is relatively high in 



comparison to the pass-through rate on the Certificates.  Accordingly, the 
Residuals described above are a significant asset of the Company.  In 
determining the value of the Residuals described above, the Company must 
estimate the future rates of prepayments, delinquencies, defaults and default 
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                       Consumer Portfolio Services, Inc. 
             Notes to Condensed Consolidated Financial Statements 
 
 
loss severity as they affect the amount and timing of estimated future cash 
flows.  The Company estimates prepayments by evaluating historical prepayment 
performance of comparable Contracts and the affect of trends in the industry. 
The Company's prepayment and default estimates have resulted in original 
estimated average lives of its Contracts of between 22 and 26 months.  The 
Company has used a constant prepayment estimate of 15%.  The Company estimates 
defaults and default loss severity using available historical loss data for 
comparable Contracts and the specific characteristics of the Contracts purchased 
by the Company.  The Company estimates that default losses as a percentage of 
the original principal balance will total approximately 14%. 
 
     In future periods, if the actual performance of the Contracts is better 
than originally estimated by the Company, the Company would either recognize 
additional revenue from the Residuals or increase their estimated fair value. 
Alternatively, if the actual performance of the Contracts is less than 
originally estimated by the Company, then a reduction of the carrying value of 
the Residuals may be required. 
 
(2)  Contracts Held for Sale 
 
     The following table presents the components of Contracts held for sale: 
 
 
 
                                                                                March 31,        December 31, 
                                                                                  1998              1997 
                                                                                ---------        ----------- 
                                                                                      (in thousands) 
                                                                                                
                                                                                       
Gross receivable balance....................................................   $ 149,743           $ 81,906 
Unearned finance charges....................................................     (15,087)           (10,077) 
Deferred acquisition fees and discounts.....................................      (3,003)            (1,092) 
Allowance for credit losses.................................................      (4,549)            (2,466) 
                                                                               ---------           -------- 
Net contracts held for sale.................................................   $ 127,104           $ 68,271 
                                                                               =========           ======== 
 
 
(3)  Residual Interest in Securitizations 
 
     The following table presents the components of the residual interest in 
     securitizations: 
 
 
 
                                                                                March 31,       December 31, 
                                                                                  1998              1997 
                                                                                ---------       ----------- 
                                                                                    (in thousands) 
                                                                                               
 
Funds held by investor.....................................................     $    459          $     579 
Investments in subordinated certificates...................................          695                791 
Cash, commercial paper, US government securities and other qualifying              
 investments (Spread Account)..............................................       70,918             68,513 
OC accounts................................................................       17,009              9,621 
NIRs.......................................................................       50,910             45,112 
                                                                               ---------          --------- 
Residual interest in securitizations:......................................    $ 139,991          $ 124,616 
                                                                               =========          ========= 
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                       Consumer Portfolio Services, Inc. 
             Notes to Condensed Consolidated Financial Statements 
 
  The following table presents the activity of the NIRs: 
 
 
 
                                                                               Three Months Ended March 31, 
                                                                               ---------------------------- 
                                                                                   1998              1997 
                                                                                --------           -------- 
                                                                                      (in thousands) 
                                                                                              
Balance, beginning of period...............................................     $ 45,112           $ 23,654 
NIR gains recognized.......................................................       10,750              6,101 
Amortization of NIRs.......................................................       (4,952)            (2,587) 
                                                                                --------           -------- 
Balance, end of period.....................................................     $ 50,910           $ 27,168 
                                                                                ========           ======== 
 
 
         The following table presents estimated credit losses as a percentage of 
         the Company's servicing portfolio subject to recourse provisions: 
 
 
 
                                                                                March 31,        December 31, 
                                                                                   1998              1997 
                                                                                ---------        ------------ 
                                                                                       (in thousands) 
                                                                                             
 
Estimated credit losses....................................................    $ 105,017         $  90,814 
Servicing subject to recourse provisions...................................    $ 935,733         $ 830,918 
                                                                               =========         ========= 
Estimated credit losses as percentage of servicing subject to recourse 
         provisions........................................................        11.22%            10.93% 
                                                                               =========         ========= 
 
 
(4)  Gain on Sale of Contracts 
 
         The following table presents components of net gain on sale of 
         Contracts: 
 
 
 
                                                                              Three Months Ended March 31, 
                                                                              ---------------------------- 
                                                                                   1998             1997 
                                                                                --------           ------- 
                                                                                      (in thousands) 
                                                                                               
NIRs gains recognized......................................................     $ 10,750           $ 6,101 
Deferred acquisition fees and discounts....................................        2,925             1,905 
Expenses related to sales..................................................         (893)             (673) 
                                                                                --------           ------- 
Net gain on sale of contracts..............................................     $ 12,782           $ 7,333 
                                                                                ========           ======= 
 
 
(5)  Interest Income 
 
  The following table presents the components of interest income: 
 
 
 
                                                                              Three Months Ended March 31, 
                                                                              ---------------------------- 
                                                                                   1998              1997  
                                                                                 -------           -------  
                                                                                      (in thousands) 
                                                                                                    
Interest on Contracts held for sale........................................      $ 7,838           $ 2,707 
Residual interest income...................................................        6,185             5,586 
Amortization of NIRs.......................................................       (4,952)           (2,587) 
                                                                                 -------           ------- 
Net interest income........................................................      $ 9,071           $ 5,706 
                                                                                 =======           ======= 
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                       Consumer Portfolio Services, Inc. 
             Notes to Condensed Consolidated Financial Statements 
 
(6)  Earnings per Share 
 
     Effective December 31, 1997, the Company adopted Statement of Financial 
Accounting Standards No. 128, entitled "Earnings per Share" ("SFAS No. 128"). 
This statement replaces the previously reported primary and fully diluted 
earnings per share with basic and diluted earnings per share.  Unlike primary 
earnings per share, basic earnings per share excludes any diluted effects of 
options.  Diluted earnings per share is very similar to the previously reported 
fully diluted earnings per share.  All earnings per share amounts have been 
restated to conform to SFAS No. 128. 
 
The following table illustrates the computation of basic and diluted earnings 
per share: 
 
 
 
                                                                              Three Months Ended March 31, 
                                                                             ----------------------------- 
                                                                                   1998            1997  
                                                                             -------------    ------------    
                                                                                     (In thousands,  
                                                                                  except per share data) 
                                                                                                 
Numerator: 
- --------- 
Numerator for basic earnings per share  -- net earnings...................       $ 5,603           $ 4,145 
Interest on borrowings, net of tax effect on conversion of convertible 
subordinated debt ........................................................           115                 3 
                                                                                 -------           ------- 
Numerator for diluted earnings per share..................................       $ 5,718           $ 4,148 
                                                                                 =======           ======= 
  
Denominator: 
- ----------- 
Denominator for basic earnings per share  --  weighted average number  
of common shares outstanding during the period............................        15,210            14,170 
Incremental common shares attributable to exercise of outstanding   
options and warrants......................................................           673             1,178 
Incremental common shares attributable to conversion of subordinated debt            745                91 
                                                                                 -------            ------ 
Denominator for diluted earnings per share................................        16,628            15,439 
                                                                                 =======            ====== 
  
Basic earnings per share..................................................       $  0.37           $  0.29 
                                                                                 =======           ======= 
  
Diluted earnings per share................................................       $  0.34           $  0.27 
                                                                                 =======           ======= 
 
 
(7)  Recent Accounting Pronouncements 
 
     Effective January 1, 1998, the Company adopted Statement of Financial 
Accounting Standards No. 130, entitled "Reporting Comprehensive Income" ("SFAS 
No. 130").  SFAS No. 130 established Standards for reporting and display of 
comprehensive income and its components in the financial statements. SFAS No. 
130 is effective for the fiscal years beginning after December 15, 1997. 
Comprehensive income for the quarters ending March 31, 1998 and 1997, 
respectively, was the same as net income as the Company had no components of 
other comprehensive income. 
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                       Consumer Portfolio Services, Inc. 
 
Item 2.  Management's Discussion and Analysis of Financial Condition and Results 
         of Operations 
 
Overview 
 
     Consumer Portfolio Services, Inc. (the "Company") and its subsidiaries 
primarily engage in the business of purchasing, selling and servicing retail 
automobile installment sale contracts ("Contracts") originated by automobile 
dealers ("Dealers") located throughout the Unites States. Through its purchase 
of Contracts, the Company provides indirect financing to Dealer customers with 
limited credit histories, low incomes or past credit problems, who generally 
would not be expected to qualify for financing provided by banks or by 
automobile manufacturers' captive finance companies. 
 
     The major components of the Company's revenue are gains recognized on the 
sale or securitization of its Contracts, servicing fees earned on Contracts 
sold, and interest earned on Contracts held for sale. Because the servicing fees 
are dependent in part on the collections received on sold Contracts, the 
Company's income is affected by losses incurred on Contracts, whether such 
Contracts are held for sale or have been sold in securitizations. 
 
Residual Interest in Securitizations and Gain on Sale of Contracts 
- ------------------------------------------------------------------ 
 
     The Company purchases Contracts with the primary intention of reselling 
them in securitization transactions as asset-backed securities. The 
securitizations are generally structured as follows: First, the Company sells a 
portfolio of Contracts to a wholly owned subsidiary ("SPS"), which has been 
established for the limited purpose of buying and reselling the Company's 
Contracts. The SPS then transfers the same Contracts to either a grantor trust 
or an owner trust (the "Trust"). The Trust in turn issues interest-bearing  
asset-backed securities (the "Certificates"), generally in an amount equal to 
the aggregate principal balance of the Contracts. The Company typically sells 
these Contracts at face value and without recourse, except that the normal 
representations and warranties provided by the Dealer to the Company are 
similarly provided by the Company to the Trust. One or more investors purchase 
the Certificates issued by the Trust; the proceeds from the sale of the 
Certificates are then used to purchase the Contracts from the Company. In 
addition, the Company provides a credit enhancement for the benefit of the 
investors in the form of an initial cash deposit to a specific account ("Spread 
Account") held by the Trust. The agreements governing the securitization 
transactions (collectively referred to as the "Servicing Agreements") require 
that the Spread Accounts be maintained at specified levels. 
 
     At the closing of each securitization, the Company removes from its 
consolidated balance sheet the Contracts held for sale and adds to its 
consolidated balance sheet (i) the cash received and (ii) the estimated fair 
value of the portion of the Contracts retained from the securitizations 
("Residuals"), The Residuals consist of (a) the cash held in the Spread Account 
and (b) the net interest receivables ("NIRs").  NIRs represent the estimated 
discounted cash flows to be received by the Trust in the future.  The excess of 
the cash received and the assets retained by the Company over the carrying value 
of the Contracts sold, less transaction costs, equals the net gain on sale of 
Contracts recorded by the Company in the securitization transaction. 
 
     The Company allocates its basis in the Contracts between the portion of the 
Contracts sold (as Certificates) and the portion retained (the Residuals) based 
on the relative fair values of those portions on the date of the sale.  The 
Company may recognize gains or losses attributable to the change in the fair 
value of the Residuals, which are recorded at estimated fair value and accounted 
for as "held-for-trading" securities.  The Company is not aware of an active 
market for the purchase or sale of such residual interests.  Accordingly, the 
Company determines the estimated fair value of the Residuals by discounting the 
cash flows that it estimates will be released from the Spread Account (the cash 
out method), using a discount rate that the Company believes is commensurate 
with the risks involved.  In valuing the Residuals, the Company has utilized an 
effective discount rate of approximately 14% per year. 
 
     The Company receives periodic base servicing fees for its servicing and 
collection of the Contracts.  In addition, the Company is entitled to the cash 
flows from the Residuals that represent collections on the Contracts in excess 
of the amounts required to pay (i) the Certificate principal and interest, (ii) 
the base servicing fees and (iii) certain other fees (such as trustee and 
custodial fees).  At the end of each collection period, the aggregate cash 
collections from the Contracts are allocated first to the base servicing fees 
and certain other fees (such as trustee and custodial fees) for the period, then 
to the Certificateholders for interest at the pass-through rate on the 



Certificates plus principal as defined in the Servicing Agreements.  If the 
amount of cash required for the above allocations exceeds the amount collected 
during the collection period, the shortfall is drawn from  
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the Spread Account. If the cash collected during the period exceeds the amount 
necessary for the above allocations, and there is no shortfall in the related 
Spread Account, the excess is released to the Company or in certain cases 
transferred to other Spread Accounts that may be below their required levels. If 
the Spread Account balance is not at the required credit enhancement level, then 
the excess cash collected is retained in the Spread Account until the specified 
level is achieved. The cash in the Spread Accounts is restricted from use by the 
Company. Cash held in the various Spread Accounts is invested in either high 
quality liquid investment securities, as specified in the Servicing Agreements, 
or, pursuant to certain Servicing Agreements, is used to make accelerated 
principal paydowns on certain Certificates to create excess collateral (over- 
collateralization or OC account). Spread Account balances are held by the Trusts 
on behalf of the Company as owner of the Residuals. Such balances are generally 
defined as percentages of the principal amount remaining unpaid on the Contracts 
sold to the respective Trusts. The Spread Account includes both qualified 
investments and OC accounts (see Note 3). 
 
     The annual percentage rate ("APR") on the Contracts is relatively high in 
comparison to the pass-through rate on the Certificates.  Accordingly, the 
Residuals described above are a significant asset of the Company.  In 
determining the value of the Residuals described above, the Company must 
estimate the future rates of prepayments, delinquencies, defaults and default 
loss severity as they affect the amount and timing of estimated future cash 
flows.  The Company estimates prepayments by evaluating historical prepayment 
performance of comparable Contracts and the affect of trends in the industry. 
The Company's prepayment and default estimates have resulted in original 
estimated average lives of its Contracts of between 22 and 26 months.  The 
Company has used a constant prepayment estimate of 15%.  The Company estimates 
defaults and default loss severity using available historical loss data for 
comparable Contracts and the specific characteristics of the Contracts purchased 
by the Company.  The Company estimates that default losses as a percentage of 
the original principal balance will total approximately 14%. 
 
     In future periods, if the actual performance of the Contracts is better 
than originally estimated by the Company, the Company would either recognize 
additional revenue from the Residuals or increase their estimated fair value. 
Alternatively, if the actual performance of the Contracts is less than 
originally estimated by the Company, then a reduction of the carrying value of 
the Residuals may be required. 
 
Results of Operations 
 
The three month period ended March 31, 1998 compared to the three month period 
- ------------------------------------------------------------------------------ 
ended March 31, 1997 
- -------------------- 
 
     Revenues.  During the three months ended March 31, 1998, revenues increased 
$11.1 million, or 68.0%, compared to the three month period ended March 31, 
1997.  Gain on sale of Contracts increased by $5.4 million, or 74.3%, and 
represented 46.8% of total revenues for the three month period ended March 31, 
1998.  The increase in gain on sale is largely due to the increased volume of 
Contracts sold in the period.  During the three month period ended March 31, 
1998, the Company sold $187.0 million in Contracts, compared to $102.3 million 
in the three month period ended March 31, 1997. 
 
     Interest income increased by $3.4 million, or 59.0%, and represented 33.2% 
of total revenues for the three month period ended March 31, 1998. The increase 
is due to the increase in the volume of Contracts purchased and held for sale, 
and the increase in the amount of sold Contracts. During the three month period 
ended March 31, 1998, the Company purchased $254.2 million in Contracts from 
Dealers, compared to $114.1 million in the three month period ended March 31, 
1997. 
 
     Servicing fees increased by $2.3 million, or 80.1%, and represented 18.7% 
of total revenues. The increase in servicing fees is due to the Company's 
continued expansion of its Contract purchase, sale and servicing activities. As 
of March 31, 1998, the Company was earning servicing fees on 87,833 Contracts 
with aggregate outstanding principal balances approximating $935.7 million, 
compared to 51,205 Contracts with aggregate outstanding principal balances 
approximating $541.5 million as of March 31, 1997. In addition to the $935.7 
million in sold Contracts, on which servicing fees were earned, the Company was 
holding for sale and servicing an additional $134.7 million in Contracts, for an 
aggregate total servicing portfolio of $1.1 billion. 
 
     The growth in the Company's revenue and expenses is a result of increases 
in the volume of Contract purchases and in the Company's servicing portfolio. 



The Company has achieved these increases primarily by increasing market 
penetration in existing geographic areas and increasing the number of marketing 
representatives and Dealers. At March 31, 1998, the  
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Company had 89 marketing representatives servicing 3,637 Dealers, compared to 56 
representatives servicing 2,464 Dealers at March 31, 1997. 
 
     Expenses.  During the three month period ended March 31, 1998, operating 
expenses increased $8.5 million, or 93.8%, compared to the three month period 
ended March 31, 1997.  Employee costs increased by $2.2 million, or 67.5%, and 
represented 30.6% of total operating expenses.  The increase is due to the 
addition of staff necessary to accommodate the Company's growth and certain 
increases in salaries of existing staff.  General and administrative expenses 
increased by $2.1 million, or 82.6% and represented 25.7% of total operating 
expenses.  Increases in general and administrative expenses included increases 
in telecommunications, stationery, credit reports and other related items as a 
result of increases in the volume of purchasing and servicing of Contracts. 
 
     Interest expense increased $2.5 million, or 172.3%, and represented 22.2% 
of total operating expenses. During the three month period ended March 31, 1998, 
interest expense consisted primarily of interest on (i) borrowings under two 
warehouse lines of credit ("Warehouse Lines") used to acquire Contracts and hold 
them pending securitization, (ii) $20 million of outstanding Rising Interest 
Subordinated Redeemable Securities due 2006 ("RISRS"), (iii) $20 million of 
outstanding Participating Equity Notes due 2004, and (iv) $15 million of 
unsecured related party debt due 2004. With respect to the Warehouse Lines, the 
Company's cost of borrowed funds varies with market rates, and the total 
interest payable is affected in proportion to the amount of Contract purchases 
funded under the Warehouse Lines and the average time such Contracts are held 
prior to securitization. With respect to the RISRS debt, the interest paid on 
the debt increases each calendar year from 10.25% at present to 12.00% in 2004, 
and then to 12.50% until maturity at December 31, 2005. With respect to the 
PENs, interest is payable at a fixed rate of 10.50% per annum. With respect to 
the $15 million unsecured related party loan due 2004, interest is payable at a 
fixed rate of 9.0% per annum. The increase in interest expense as compared to 
the prior year's period is due primarily to increased average borrowings under 
the Warehouse Lines to finance purchases of Contracts. Also not included in the 
prior year's period was interest payable with respect to the 10.50% PENs debt 
and the 9.0% related party loan. 
 
     During the three month period ended March 31, 1998, the provision for 
losses on Contracts held for sale increased by $1.5 million, or 147.0%, and 
represented 14.4% of total operating expenses. The provision for losses on 
Contracts held for sale and the related allowance for credit losses vary from 
quarter to quarter based on a number of factors, including (i) the dollar amount 
of Contracts held for sale at the end of the period, (ii) the relative age of 
those Contracts, (iii) the estimated credit risk of those Contracts, and (iv) 
the portion of Contracts that are seriously past due or are assigned for, or in, 
repossession. The principal factor that caused the provision for losses on 
Contracts held for sale to increase as compared to the prior year's period was 
an increase in the amount of Contracts held for sale. 
 
     In March 1997, the Company opened a satellite collections facility in 
Chesapeake, Virginia.  In April 1998, the Company obtained additional contiguous 
space at the Virginia facility.  In addition, the Company obtained additional 
leased space in the vicinity of its California headquarters in September 1997. 
Lease of such additional space resulted in increased occupancy and general and 
administrative expenses in the three month period ended March 31, 1998, which 
should be expected to increase further in future periods.  In October 1997, the 
Company entered into an agreement to have constructed a building of 
approximately 115,000 square feet, and to lease that building for a ten-year 
period commencing with its completion.  The Company intends to occupy the new 
building, located approximately two miles from the Company's current principal 
location, as its headquarters.  Increased occupancy expenses commensurate with 
the increase in space leased should be anticipated for future periods. 
 
     The Company continues to expand its staff to accommodate increases in its 
purchases of Contracts and in its servicing portfolio.  The Company therefore 
expects to incur commensurate additional employee costs in future periods. 
 
Liquidity and Capital Resources 
 
     The Company's primary sources of cash from operating activities include 
amounts borrowed under the Warehouse Lines, servicing fees on portfolios of 
Contracts it has previously sold, cash flows released from Spread Accounts, 
proceeds from sales of Contracts, customer payments on Contracts held for sale, 
and interest earned on Contracts held for sale.  The Company's primary uses of 
cash include the purchase of Contracts, repayment of amounts borrowed under the 
Warehouse Lines, operating expenses such as employee, interest, and occupancy 
expenses, the establishment of and further contributions to Spread Accounts, and 
income taxes. 
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     Net cash used in operating activities was $3.4 million during the three 
month period ended March 31, 1998, compared to net cash provided by operating 
activities of $639,000 during the three month period ended March 31, 1997. Cash 
used for purchasing Contracts was $254.2 million, an increase of $140.1 million, 
or 122.8%, over cash used for purchasing Contracts in the prior year's period. 
Cash provided from the liquidation of Contracts was $192.8 million, an increase 
of $93.0 million, or 93.2%, over cash provided from the liquidation of Contracts 
in the prior year's period. 
 
     The Company's cash requirements have been and will continue to be 
significant. The Servicing Agreements require the Company to make a significant 
initial cash deposit, for purposes of credit enhancement, to the Spread 
Accounts. Excess cash flows from the securitized Contracts are also deposited 
into the Spread Accounts until such time as the Spread Account balance reaches 
its requisite level, which is computed as a specified percent of the outstanding 
balance of the related asset-backed securities. 
 
     During the three month period ended March 31, 1998, cash used for initial 
deposits to Spread Accounts was $6.5 million, an increase of $3.0 million, or 
82.7%, from the amount of cash used for initial deposits to Spread Accounts in 
the prior year's period.  Cash deposited to Spread Accounts for the three month 
period ended March 31, 1998, was $13.0 million, an increase of $6.7 million, or 
105.3%, over cash deposited to Spread Accounts in the prior year's period.  The 
cash deposited in Spread Accounts for the three month period ended March 31, 
1998, includes $7.4 million of cash used to pay down certain Certificates to 
create excess collateral in an overcollateralization account.  Cash released 
from Spread Accounts for the three month period ended March 31, 1998, was $10.0 
million, an increase of $5.5 million, or 123.3%, over cash released from Spread 
Accounts in the prior year's period. Changes in deposits to and releases from 
Spread Accounts are affected by the relative size, seasoning and performance of 
the various pools of sold Contracts that make up the Company's servicing 
portfolio. The cash requirements for the Spread Account established in 
connection with the Company's most recent securitization transaction were higher 
than in the prior year, which increased requirements are expected to continue. 
 
     On a day-to-day basis, the Company funds its purchases of Contracts from 
Dealers by drawing on either of two Warehouse Lines of Credit (collectively 
referred to as the "Warehouse Lines"), and pledges the purchased Contracts to 
one or the other warehouse lender.  The amount borrowed under the Warehouse 
Lines increases until the Company sells the pledged Contracts in a 
securitization transaction, at which time the majority of the proceeds of the 
sale are used to pay down the balance of the Warehouse Lines.  Securitization 
transactions are typically completed on a quarterly basis.  The Company has 
experienced continued growth in the levels of Contracts purchased and 
securitized and expects that such growth may continue.  The amount of Contracts 
that the Company can hold for sale prior to a securitization is limited by its 
available cash and the two Warehouse Lines which aggregated to $250 million at 
March 31, 1998.  In May 1998, one of the existing lenders agreed to a temporary 
increase (through June 30, 1998), in the amount available under its Warehouse 
Line from $150 million to $180 million, giving the Company a total of $280 
million of Warehouse Line availability. 
 
     The Company funds the increase in its servicing portfolio through off 
balance sheet securitization transactions, and funds its other capital needs 
with cash from operations and with the proceeds from the issuance of various 
debt instruments. During the three month period ended March 31, 1998, the 
Company engaged in one securitization transaction, in March 1998. The interest 
rate payable on the senior Certificates issued in the Company's March 1998 
securitization was 6.00%, as compared with 6.55% payable on the similar 
securities issued in the Company's March 1997 securitization transaction. The 
change in the rates is primarily due to changes in rates payable on U.S. 
Treasuries of similar maturities. 
 
     In April 1998, the Company established a $33.3 million revolving line of 
credit (the "Revolving Line") with State Street Bank and Trust Company, 
Prudential Insurance and an affiliate of Prudential.  Borrowings under the 
Revolving Line bear interest at LIBOR + 4.0%, and are secured by the Company's 
assets, including its residual interest in Securitizations.  The Revolving Line 
is a revolving facility for one year, after which it converts into a loan with a 
maximum term of four years. 
 
     There can be no assurance that such financing will continue to be available 
to the Company, nor that the cost of any such financing will not increase 
materially in the future. 
 
     The Company anticipates that the proceeds from the Revolving Line, funds 
available under the Warehouse Lines, proceeds from the sale of Contracts and 



cash from operations will be sufficient to satisfy the Company's estimated cash 
requirements for the next twelve months, assuming that the Company continues to 
have a means by which to sell its warehoused Contracts.  If for any reason the 
Company is unable to sell its Contracts, or if the Company's available cash 
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otherwise proves to be insufficient to fund operations (because of future 
changes in the industry, general economic conditions, unanticipated increases in 
expenses, or other factors), the Company may be required to seek additional 
funding. 
 
     In January 1997, the Company acquired a company engaged in the equipment 
leasing business.  Any material growth in that subsidiary's business will 
require significant capital resources, to allow that subsidiary to purchase 
equipment for lease.  As of March 31, 1998, the leasing company had a line of 
credit for $20.0 million to purchase equipment for lease.  Borrowings under the 
line are collateralized by the underlying equipment and bear interest at a 
variable rate ranging from 1.85% to 3.0% over the five year U.S. Treasuries 
rate, depending on the investment rating of the lessee to whom the equipment is 
leased.  The line of credit expires December 31, 2005. 
 
New Accounting Pronouncements 
 
     In June 1997, the Financial Accounting Standards Board issued Statement of 
Financial Accounting Standard No. 131, "Disclosures about Segments of an 
Enterprise and Related Information" ("SFAS No. 131")  SFAS No. 131 establishes 
standards for reporting financial and descriptive information about an 
enterprise's operating segments in its annual financial statements and selected 
segment information in interim financial reports.  SFAS No. 131 becomes 
effective for the Company's 1998 annual financial statements.  Reclassification 
or restatement of comparative financial statements or financial information for 
earlier periods is required upon adoption of SFAS No. 131.  Application of SFAS 
No. 131 is not expected to have a material impact on the Company's consolidated 
financial position, results of operations or liquidity. 
 
Year 2000 
 
     The Company has performed an examination of its major software applications 
to ensure that each system is prepared to accommodate the year 2000. This 
examination included a review of program code that is maintained by the Company 
as well as obtaining confirmation from outside software vendors that their 
products are year 2000 compliant. In addition, the Company has communicated with 
firms with whom it does significant business to determine their readiness for 
the year 2000. The Company believes, based on its current examination, that the 
year 2000 will not have a material adverse impact on the Company's operations. 
However, there can be no assurance that software incompatibility with the year 
2000 on the part of the Company or any of its significant suppliers will not 
have a material adverse effect on the Company. 
 
Forward-Looking Statements 
 
     The descriptions of the Company's business and activities set forth in this 
Form 10-Q and in other past and future reports and announcements by the Company 
may contain forward-looking statements and assumptions regarding the future 
activities and results of operations of the Company.  In particular, the 
statement that the Company expects continued growth in levels of Contracts 
purchased is a forward looking statement.  Actual results may be adversely 
affected by various factors including the following:  increases in unemployment 
or other changes in domestic economic conditions which adversely affect the 
sales of new and used automobiles and may result in increased delinquencies, 
foreclosures and losses on Contracts; adverse economic conditions in geographic 
areas in which the Company's business is concentrated; changes in interest 
rates, adverse changes in the market for securitized receivables pools, or a 
substantial lengthening of the Company's warehousing period, each of which could 
restrict the Company's ability to obtain cash for new Contract originations and 
purchases; increases in the amounts required to be set aside in Spread Accounts 
or to be expended for other forms of credit enhancement to support future 
securitizations; the reduction or unavailability or warehouse lines of credit 
which the Company uses to accumulate Contracts for securitization transactions; 
increased competition from other automobile finance sources; reduction in the 
number and amount of acceptable Contracts submitted to the Company by its 
automobile dealer network; changes in government regulations affecting consumer 
credit; and other economic, financial and regulatory factors beyond the 
Company's control. 
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PART II - OTHER INFORMATION 
 
Item 6.  Exhibits and Reports on Form 8-K 
 
   (a)   The following exhibits are filed as a part of this report. 
 
         10.1   Residual Interest in Securitizations Revolving Credit and Term 
                Loan Agreement dated as of April 30, 1998, between the Company 
                and State Street Bank and Trust Company, for itself and as Agent 
                for other lenders. 
 
         10.2   Pledge and Security Agreement dated as of April 30, 1998, 
                between the Company and State Street Bank and Trust Company. 
 
         10.3   Revolving Credit and Term Note dated April 30, 1998 
 
         27     Financial Data Schedule. 
 
   (b)   During the quarter for which this report is filed, the Company filed 
         two reports on Form 8-K.  Such reports were dated October 17, 1997 and 
         December 5, 1997, and reported under Item 5 thereof the filing of final 
         forms of agreements regarding, respectively, the Company's October 1997 
         and December 1997 securitization transactions.  Both reports were filed 
         on January 9, 1998. 
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                                   SIGNATURES 
                                         
Pursuant to the requirements of the Securities Exchange Act of 1934, the 
registrant duly caused this report to be signed on its behalf by the undersigned 
thereunto duly authorized. 
 
 
                       Consumer Portfolio Services, Inc. 
                       (Registrant) 
  
  
  
Date:  May 14, 1998    /s/  Charles E. Bradley, Jr. 
                       ----------------------------------------------------- 
                       Charles E. Bradley, Jr. 
                       Director, President, Chief Executive Officer 
                       (Principal Executive Officer) 
  
  
  
Date:  May 14, 1998    /s/  Jeffrey P. Fritz 
                       ----------------------------------------------------- 
                       Jeffrey P. Fritz 
                       Chief Financial Officer 
                       (Principal Financial Officer and  
                       Principal Accounting Officer) 
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                                                                    EXHIBIT 10.1 
 
     RESIDUAL INTEREST IN SECURITIZATIONS REVOLVING CREDIT AND TERM LOAN 
AGREEMENT dated as of April 30, 1998, by and among Consumer Portfolio Services, 
Inc., a California corporation (the "Company"), and State Street Bank and Trust 
                                     -------                                    
Company as agent and lender ("State Street"), The Structured Finance High Yield 
                              ------------                                      
Fund, LLC as lender and The Prudential Insurance Company of America as  lender. 
Said lenders are sometimes herein collectively referred to as the "Lenders" and 
                                                                   -------      
each individually a "Lender".  State Street in its capacity as agent for the 
                     ------                                                  
Lenders hereunder is sometimes herein referred to as the "Agent".  Certain other 
                                                          -----                  
terms used herein are defined in Section 9. 
                                 ---------  
 
     The Company, the Lenders and the Agent hereby agree as follows: 
 
Section 1.  Amount and Terms of the Credit. 
- ------------------------------------------ 
 
1.1  Recitals; Commitments. The Company wishes to establish revolving credits 
     --------------------- 
with the Lenders in an aggregate principal amount at any one time outstanding 
not in excess of Thirty Three Million Three Hundred Thirty Three Thousand Three 
Hundred Thirty Three Dollars ($33,333,333), to expire April 30, 1999, 
convertible into a term loan on said date or on such earlier date as may be 
determined in accordance with Section 8.3 (as applicable, the "Conversion Date") 
                              -----------                      --------------- 
in an aggregate principal amount not in excess of the Available Line Commitment 
(as hereinafter defined) on the Conversion Date. 
 
     Each Lender is severally willing to establish such a revolving credit and 
to make such loans to the Company, subject to the terms and conditions hereafter 
set forth, in the following maximum amounts at any one time outstanding set 
forth opposite each Lender's name (each of such amounts being hereinafter called 
each Lender's "Commitment", and collectively for all of the Lenders the "Total 
               ----------                                                ----- 
Commitment") and in the respective percentages set forth opposite each Lender's 
- ----------                                                                      
name which shall be applicable to such credits and loans hereunder (hereinafter 
such Lender's "Percentage"): 
               ----------    
 
  
  
 
     Lender                        Commitment           Percentage 
     ------                      --------------         ---------- 
                                                    
     State Street Bank           $16,666,666.50              50.0% 
     and Trust Company 
 
     The Structured Finance      $ 5,000,000.00              15.0% 
     High Yield Fund, LLC 
 
     The Prudential Insurance    $11,666,666.50              35.0% 
                                 --------------             ------ 
     Company of America 
 
 
 
       TOTAL                     $33,333,333.00             100.0% 
                                 ==============             ====== 
  
 
 
1.2  Revolving Credit Loans; Borrowing Base; Mechanics of Blocked Account; 
- -------------------------------------------------------------------------- 
Borrowing Base Report. 
- --------------------- 
 
     (a)  Establishment of Line of Credit.  Subject to the terms and conditions 
          -------------------------------                                       
hereof, and in reliance upon the representations and warranties contained 
herein, each Lender hereby severally establishes a revolving credit facility 
(collectively the "Line of Credit") convertible subject to the provisions of 
                   --------------                                            



Section 1.4 into a term loan in favor of the Company in the principal amount of 
- -----------                                                                     
its Revolving Credit Loan outstanding as of the Conversion Date.  Under the Line 
of Credit, subject to the terms and conditions hereof, the Company may borrow 
prior to the Conversion Date from time to time, from each Lender severally and 
not jointly, an aggregate principal amount at any time not in excess of such 
Lender's Percentage of the Available Line Commitment in effect on such date.  As 
used herein, the term "Available Line Commitment" shall mean, as of any date of 
                       -------------------------                                
determination, the lesser of (i) the Total Commitment or (ii) the Borrowing 
                   ------                                                   
Base.  As used herein, the term "Borrowing Base" shall mean, as of any date of 
                                 --------------                                
determination, an amount equal to the least of: 
                                      -----     
 
          (A) 80% of the Company's (and/or CPSRC's) interest in Investments in 
          Credit  



 
  
          Enhancements relating to Eligible Securitization Transactions 
          (without duplication); or 
 
          (B) 65% of the Lenders' Value Model; or 
 
          (C) 8% of the aggregate outstanding Certificate Balance relating to 
          Eligible Securitization Transactions; 
 
in each instance as reported on the most recently submitted Borrowing Base 
Report.  Each such borrowing pursuant to the Line of Credit is herein called a 
                                                                               
"Revolving Credit Loan" and such borrowings are collectively called the 
 ---------------------                                                  
"Revolving Credit Loans". 
 ----------------------   
 
     (b)  Mechanics of Revolving Credit Loans.  Each Revolving Credit Loan shall 
          -----------------------------------                                    
be made by each Lender in such amount (not in excess of such Lender's 
Commitment) as the Company shall request, provided that each borrowing shall be 
in a minimum aggregate amount of $1,500,000 from all of the Lenders or such 
lesser amount as may be equal to the then unused portion of the Available Line 
Commitment.  Requests for borrowings hereunder shall in each case be made pro 
                                                                          --- 
rata from each of the Lenders in accordance with their respective Percentages of 
- ----                                                                             
the Total Commitment.  Revolving Credit Loans shall be effected by separate wire 
transfers from the respective Lenders to the Operating Account referred to 
below, and shall be made at such times before the Conversion Date as the Company 
may request by three (3) Banking Days' prior notice (by 3:00 p.m. eastern 
standard time) to each of the Lenders (the "Borrowing Request"), provided that 
                                            -----------------    --------      
the initial Revolving Credit Loans made in connection with the inclusion of any 
subsequent securitization transaction within the Borrowing Base pursuant to 
subsection 4.12 below shall be funded by the Lenders not less than three (3) 
- --------------- 
Banking Days after issuance by the Lenders to the Company of written 
confirmation that such subsequent securitization transaction will be an Eligible 
Securitization Transaction as contemplated by such subsection 4.12.  All  
                                                   --------------- 
Borrowing Requests shall be in writing, or by telephonic communication confirmed 
by telecopy or other facsimile transmission on the same day as the telephone 
request, and shall specify the proposed date, the amount of the Revolving Credit 
Loans and the appropriate wiring instructions. Upon receipt of all Borrowing 
Requests for Revolving Credit Loans hereunder, the Agent shall promptly notify 
the other Lenders, specifying the proposed date and respective amounts thereof. 
Each Lender shall make each Revolving Credit Loan hereunder on such proposed 
date by delivering to the Company's account at Bank of America, ABA #121000358; 
Account 14584-25131; Beneficiary: Consumer Portfolio Services; Attn: Jim Stock; 
Other Instructions: CPS Loan Disbursement Account (together with any successor 
account from time to time designated by the Company, the "Operating Account") 
                                                          ----------------- 
the amount thereof in immediately available funds by not later than 1:00 p.m. 
Boston time on the date on which such Revolving Credit Loans are to be made. 
 
     (c)  Mechanics of Blocked Account.  Pursuant to the Eligible Securitization 
          ----------------------------                                           
Transaction Documents (including, but not limited to, the Irrevocable Payment 
Directives), and the documents governing any additional Eligible Securitization 
Transaction(s), the Company shall cause (i) the trustee, depository or paying 
agent maintaining any Spread Account or other account from which Base Servicing 
Fees relating to any transaction in the Company's aggregate servicing portfolio 
are to be released to the Company to release such proceeds directly to the 
Blocked Account and (ii) CPSRC to make any and all distributions and to pay any 
dividends or other amounts of any kind or nature from time to time made or paid 
from CPSRC to the Company to be paid directly to the Blocked Account.  On or 
prior to the earlier to occur of the Conversion Date or a Default or Event of 
Default the Agent will, on the 15th day of each month, apply available funds on 
deposit in the Blocked Account first, to the payment of the accrued but unpaid 
interest on the Notes, and second, to the principal amount outstanding of the 
Notes in sufficient amounts to keep the aggregate principal amount outstanding 
under the Notes within the Borrowing Base.  As soon as reasonably practicable, 
but in any event no later than the Banking Day next succeeding the day on which 
available funds on deposit in the Blocked Account are so applied by the Agent, 
available funds remaining on deposit in the Blocked Account will be released to 
the Operating Account or to such other accounts as may from time to time be 
designated by the Company in writing.  After the Conversion Date, available 
funds on deposit in the Blocked Account will be applied by the Agent in 
accordance with subsection 1.5 below.  After the occurrence of an Event of 



                --------------                                             
Default,  



 
  
available funds on deposit in the Blocked Account will be applied by the Agent  
in accordance with subsection 1.7 below. 
                   --------------        
 
     (d) Reborrowings.  During the period prior to the Conversion Date, the 
         ------------                                                       
Company may, at its option, from time to time prepay all or any portion of the 
Revolving Credit Loans made from time to time hereunder, without penalty or 
premium (other than the LIBOR Premium, if applicable), subject to the provisions 
of subsection 1.8, and the Company may reborrow from time to time hereunder 
   --------------                                                           
amounts so paid up to the amount of the Available Line Commitment in effect at 
the time of reborrowing. 
 
     (e) Borrowing Base Reports.  On the date of each Borrowing Request for a 
         ----------------------                                               
Revolving Credit Loan, and on the later of (i) the 12th business day of each 
month and (ii) one business day prior to the 15th day of the month (whether 
before or after the Conversion Date), or the next succeeding Banking Day if the 
12th business day of any month is not a Banking Day (or after and during the 
continuance of a Default, on such more frequent basis as the Majority Lenders 
may from time to time specify by notice to the Company), the Company shall 
deliver to the Lenders a Borrowing Base Report, substantially in the form of 
                                                                             
Exhibit A hereto (the "Borrowing Base Report"), each such Borrowing Base Report 
- ---------              ---------------------                                    
to set forth in reasonable detail the information specified therein as of the 
close of business on the immediately preceding month-end, and shall be signed by 
the Chief Executive Officer, President, any Vice-President and/or Chief 
Financial Officer of the Company.  Such Borrowing Base Reports may be delivered 
by overnight mail, courier, telex, telecopy or other facsimile transmission. 
Each Borrowing Base Report will set forth, in such detail as the Lenders may 
from time to time reasonably require, the Borrowing Base calculated in 
accordance with subsection 1.2(a) above. 
                -----------------        
 
1.3  Revolving Credit and Term Notes; Interest. 
- ---------------------------------------------- 
 
     (a)  Form of Note.  The Revolving Credit Loans made by each Lender pursuant 
to this Section 1 shall not exceed such Lender's Commitment and shall be 
        --------- 
evidenced by a revolving credit and term promissory note of the Company in a 
principal amount equal to such Lender's Commitment and in the form attached 
hereto as Exhibit B. There shall be one (1) note payable to the order of each 
          --------- 
Lender (each such note being herein called a "Note" and all such notes being 
                                              ---- 
herein collectively called the "Notes"). 
                                ----- 
 
     (b)  Interest Rate.  Each Note shall bear interest (computed on the basis 
of the actual number of days elapsed over a 360-day year) on the unpaid 
principal amount thereof at a rate per annum determined as follows: 
 
          (i)  the per annum rate for any portion of the outstanding principal 
     balance of the Notes which is not the subject of a LIBOR Option shall be 
     equal to the Prime Rate plus one percent (1%) (the "Applicable Prime 
                                                         ---------------- 
     Rate"); and 
     ---- 
          (ii) the per annum rate for any LIBOR Portion shall be equal to the 
     LIBOR Rate plus 4% (the "Applicable LIBOR Rate"). 
                              ---------------------    
 
     (c)  Interest Payment Date. Interest on the Note shall be payable monthly 
in arrears on the fifteenth day of each month (whether prior to or after the 
Conversion Date), commencing on the first such date next succeeding the date of 
issuance, and at maturity (whether by acceleration or otherwise) and subject to 
the additional default rate provided for in subsection 1.10. Each change in the 
                                            --------------- 
rate of interest payable on any portion of the outstanding balance of the Notes 
that is subject to the Applicable Prime Rate, shall take effect simultaneously 
with the corresponding change in the Prime Rate. Notwithstanding anything 
contained herein or in any other Loan Document to the contrary, in no event 
shall the amount paid or agreed to be paid by the Company as interest on the 
Notes exceed the highest lawful rate permissible under any law applicable 
thereto. 
 



1.4 Conversion of Revolving Credit Loans to Term Loans. Each Lender, severally 
- ------------------------------------------------------ 
and not jointly, agrees that, upon the terms and subject to the Company's 
compliance with all terms of this Agreement, provided that there shall occur no 
                                             -------- 
Default or Event of Default which has not been remedied or cured in accordance 
with the terms  



 
  
of Section 12 prior to such Conversion Date, the full outstanding principal 
   ---------- 
balance of its Revolving Credit Loans (up to an amount equal to such Lender's 
                                       ----- 
Percentage of the Available Line Commitment), shall convert to a term loan on 
the Conversion Date (each such term loan being called a "Term Loan", all such 
                                                         --------- 
term loans being herein collectively called the "Term Loans", and the Term Loans 
                                                 ---------- 
and the Revolving Credit Loans being sometimes referred to collectively as the 
"Loans" and each individually as a "Loan"). The Term Loan of each Lender shall 
 -----                              ---- 
be in a principal amount not exceeding such Lender's Percentage of the Available 
Line Commitment on the Conversion Date, and the Term Loans shall be pro rata 
                                                                    -------- 
from each of the Lenders in accordance with their respective Percentages of the 
Total Commitment. 
 
1.5  Principal Amortization of the Notes After Conversion Date. In addition to 
- -------------------------------------------------------------- 
the Company's ongoing obligation to pay accrued interest on the Notes pursuant 
to subsection 1.3, which obligation shall be satisfied to the extent of 
   -------------- 
available funds in the Blocked Account prior to application of such funds in 
repayment of principal in the amounts set forth below in this subsection 1.5, 
                                                              -------------- 
the Company shall repay the outstanding principal balance of the Notes as of the 
Conversion Date in not more than forty-eight (48) consecutive monthly 
installments, due and payable on the 15th day of each month (or the next 
succeeding Banking Day, if the 15th day of any month is not a Banking Day) 
commencing with the first such date next succeeding the Conversion Date, each 
such monthly installment to be in an amount equal to the greater of (i) the 
aggregate amount transferred or released to each of the Company's Eligible 
Subsidiaries in connection with each Eligible Securitization Transaction 
(whether from all Spread Accounts or otherwise) since the 15th day of the 
previous month and (ii) one-forty-eighth of the outstanding principal balance of 
the Notes on the Conversion Date. 
 
1.6  Fees. 
- --------- 
 
     (a) Commitment Fee. The Company shall pay each Lender a commitment fee (the 
"Commitment Fee") for the period commencing on the Closing Date to and including 
 -------------- 
the Conversion Date, or the earlier date of termination of the Line of Credit 
hereunder, equal to twenty-five one-hundredths of one percent (.25%) per annum 
(computed on the basis of the actual number of days elapsed over a 360-day year) 
of such Lender's Percentage of the average daily unused portion of the Total 
Commitment. The Commitment Fee shall be paid quarterly in arrears on the last 
day of each March, June, September and December of each year, commencing on the 
first such date next succeeding the Closing Date, and on the Conversion Date or 
earlier date of termination of the Line of Credit. 
 
     (b) Changes Affecting Commitment Fee.  If any change in any requirement 
imposed upon any Lender by any law of the United States of America, any state 
thereof or by any regulation, order, interpretation, ruling or official 
directive (whether or not having the force of law) of the Board of Governors of 
the Federal Reserve System, the Federal Deposit Insurance Corporation or any 
other board or governmental or administrative agency of the United States of 
America shall impose, increase, modify or deem applicable any reserve, special 
deposit, assessment or other requirement against the Commitment of such Lender 
hereunder, and the result of the foregoing, in the reasonable determination of 
such Lender, is to impose an increased cost on such Lender that is attributable 
to the maintaining of the Commitment, then the Commitment Fee payable to such 
Lender shall be increased on the same basis as such fees are increased for all 
similar commitments maintained by such Lender, for so long as the increased cost 
is imposed on such Lender, to the extent reasonably determined by such Lender to 
be necessary to compensate such Lender for such increased cost. The 
determination by such Lender of the amount of such cost, if done in good faith, 
shall, in the absence of manifest error, be conclusive, and at the Company's 
request such Lender shall demonstrate the basis for such determination. 
 
1.7 Application of Funds Deposited Into Blocked Account After Event of Default. 
- ------------------------------------------------------------------------------ 
 
     From and after the occurrence of a Default or Event of Default, such 
Default or Event of Default not having previously been remedied or cured in 
accordance with Section 12 below, and without prejudice to any other rights or 
                ----------                                                     



remedies of the Agent or the Lenders, all amounts paid into the Blocked Account 
from whatever source shall be applied by the Agent as follows: 



 
  
          First, to the payment of the reasonable costs and expenses incurred by 
          -----                                                                  
          the Agent and the Lenders in connection with such Default or Event of 
          Default; 
 
          Second, to the payment in full of all accrued and unpaid interest due 
          ------                                                                
          and owing on the Notes; 
 
          Third, to the payment in full of all unpaid principal of the Notes; 
          -----                                                               
          and 
 
          Fourth, to the payment in full of all other amounts owed by the 
          ------                                                          
          Borrower to the Agent or any Lender pursuant to any Loan Document. 
 
 
The Agent's application of amounts paid into the Blocked Account in accordance 
with this subsection 1.7 shall not affect, limit or impair in any manner the 
          --------------                                                     
rights and remedies of the Agent or the Lenders set forth in subsection 8.2 
                                                             -------------- 
below. 
 
1.8  Prepayment; Repayment of Outstanding Loans in Excess of Available Line 
- --------------------------------------------------------------------------- 
Commitment. 
- ---------- 
 
     (a) Voluntary Prepayment.  On at least three (3) Banking Days' prior 
written notice to each Lender, the Company may, at its option, prepay the Notes 
after the Conversion Date in whole at any time or in part from time to time, 
without a premium or penalty of any kind attributable to such prepayment.  Any 
optional prepayment of the Notes in part shall be in an aggregate principal 
amount of not less than $300,000 to all of the Lenders.  Any prepayment in full 
of the Notes after the Conversion Date shall be made together with accrued 
interest on the amount prepaid to the date of such prepayment and all other fees 
and expenses due the Lenders, including, but not limited to, the LIBOR premium. 
 
     (b) Mandatory Prepayment.  If at any time (whether prior to or after the 
Conversion Date) the aggregate outstanding principal amount of the Loans exceeds 
the Available Line Commitment, the Company will immediately repay the Notes, 
without penalty or premium, in an amount necessary to cause the outstanding 
principal amount of the Loans not to exceed the Available Line Commitment. 
Except for payments made in accordance with subsection 1.5, prepayments of the 
                                            --------------                     
Notes after the Conversion Date will be applied in inverse order of maturity. 
 
 
1.9  Security. The Notes and all other obligations of the Company hereunder 
- ------------- 
and/or under the other Loan Documents shall be secured by and entitled to the 
benefits of the following (except to the extent that any thereof may be 
expressly waived by the Majority Lenders): 
 
     (a) A Pledge and Security Agreement (the "Pledge and Security Agreement") 
                                               -----------------------------   
for the ratable benefit of the Lenders pursuant to which the Company shall have 
granted to the Agent a first priority perfected security interest in, lien on 
and pledge of all tangible and intangible personal property and assets of the 
Company of every kind and description including, without limitation, "investment 
property", "accounts", "general intangibles", "chattel paper", "inventory" and 
"equipment", as such terms are defined in any applicable Uniform Commercial 
Code, one hundred percent (100%) of the issued and outstanding capital stock of 
CPS Receivables Corp. ("CPSRC"), a California corporation, CPS Funding 
                        -----                                          
Corporation, a California corporation ("FundCo") and CPS Warehouse Corp. 
                                        ------                           
("WareCo"), a Delaware corporation, together with any and all other right, title 
  ------                                                                         
and interest of the Company to receive dividends, distributions, advances, loans 
or other payments of money in respect of (i) the Residual Interest in 
Securitizations (including any and all rights to investment, interest or other 
income on Investments in Credit Enhancements and any collection accounts to the 
extent released therefrom), (ii) all Eligible Securitization Transaction 
Documents, (iii) all Base Servicing Fees receivable from the Company's aggregate 
servicing portfolio (the "Base Servicing Fees"), (iv) the CPSRC, FundCo or 
                          -------------------                              



WareCo Stock and (v) any and all other agreements, documents and/or instruments 
of the Company or to which the Company is a party, now existing or hereafter 
arising in connection with any securitization transaction; 



 
  
     (b) For the Company's Irvine, California headquarters, and any other 
location at which Collateral (as defined below) and/or records (to the extent 
                                                                              
not also available at such Irvine, California headquarters) relating to the 
- ---                                                                         
Company's interests in any Eligible Securitization Transaction are maintained or 
stored, a landlord's consent relating to the Agent's access to all such leased 
premises; 
 
     (c) Mortgages on any real estate owned or acquired by the Company or any of 
its Subsidiaries; 
 
     (d) An Intercreditor and Subordination Agreement (the "FSA Intercreditor 
                                                            ----------------- 
Agreement") among the Company, the Agent, Norwest Bank Minnesota, National 
- ---------                                                                  
Association and Financial Security Assurance ("FSA"); 
                                               ---    
 
     (e) All of the Company's right, title and interest in all of its 
securitization transactions, now existing or hereafter arising or entered into, 
including but not limited to, Alton Grantor Trust 1993-1, Alton Grantor Trust 
1993-2, Alton Grantor Trust 1993-4; Alton Grantor Trust 1993-4, CPS Auto Grantor 
Trust 1994-1, CPS Auto Grantor Trust 1994-2, CPS Auto Grantor Trust 1994-3, CPS 
Auto Grantor Trust 1994-4, CPS Auto Grantor Trust 1995-1, CPS Auto Grantor Trust 
1995-2, CPS Auto Grantor Trust 1995-3, CPS Auto Grantor Trust 1995-4, CPS Auto 
Grantor Trust 1996-1, FASCO Auto Grantor Trust 1996-1, CPS Auto Grantor Trust 
1996-2, CPS Auto Grantor Trust 1996-3, CPS Auto Grantor Trust 1997-1, CPS Auto 
Grantor Trust 1997-2, CPS Auto Receivables Trust 1997-3, CPS Auto Receivables 
Trust 1997-4, CPS Auto Receivables Trust 1997-5 and, CPS Grantor Trust 1998-1; 
 
     (f) A cash collateral account (the "Cash Collateral Account") on deposit 
                                         -----------------------              
with State Street Bank and Trust Company provided by the Company for the benefit 
of the Lenders, which will, at all times, have a cash balance equal to the 
greater of (i) $1,000,000 and (ii) the Estimated Interest Payment; and 
 
     (g) Irrevocable payment directives (the "Irrevocable Payment Directives") 
                                              ------------------------------   
from the Company to (i) CPSRC authorizing CPSRC to pay any and all dividends 
payable to CPS to the Blocked Account and (ii) to the spread account trustee or 
other paying agent under each transaction in the Company's aggregate servicing 
portfolio authorizing such spread account trustee or paying agent to pay all 
Base Servicing Fees directly to the Blocked Account. 
 
     All of the agreements and instruments described in this subsection, 
together with any and all other agreements and instruments heretofore or 
hereafter securing the Notes and the Company's other obligations hereunder, are 
sometimes hereinafter referred to collectively as the "Security Documents" and 
                                                       ------------------      
each individually as a "Security Document".  All of the real and personal 
                        -----------------                                 
property described in clauses (a), (b), (c), (d), (e), and (f) of this 
subsection, together with any additions thereto or replacements or proceeds 
thereof, and any other real or personal property hereafter securing the Notes, 
are sometimes hereinafter referred to collectively as the "Collateral".  The 
                                                           ----------        
Company agrees to take such actions as may be necessary from time to time to 
cause the Agent for the benefit of the Lenders to be secured by and entitled to 
the benefits of the Security Documents as described in this subsection, 
including, without limitation, the obtaining of consents of any third parties. 
The Security Documents shall be satisfactory in form and substance to the 
Lenders and their counsel. 
 
1.10 Default Rate Of Interest. In the event of any Event of Default, including 
- -----------------------------  
but not limited to the Company's failure to make any payment of principal of or 
interest on any Note when due, whether at maturity or at a date fixed for the 
payment of any installment or prepayment thereof or by declaration, acceleration 
or otherwise, interest on the full outstanding balance of principal and (to the 
extent permitted by law) interest on each Note shall, during the continuance of 
such Event of Default, be payable on demand at a rate per annum equal to two 
percent (2%) above the rate otherwise applicable to such Note hereunder. 
 
1.11 Notations. Prior to any sale or other disposition of any Note by any 
- -------------- 
Lender, such Lender shall make a notation on such Note (or on a paper annexed 
thereto) of the unpaid principal amount thereof at the time outstanding, the 



last date to which interest has been paid thereon and the amount of unpaid 
interest accrued  



 
  
thereon to the date of such sale or disposition. Upon payment in full of the 
principal of and interest on any Note, such Note shall be canceled and returned 
to the Company, provided that no Note shall be canceled or returned so long as 
                -------- 
the Lenders shall be obligated to make Revolving Credit Loans hereunder. 
 
1.12 Form and Terms of Payment. All payments by the Company of principal of or 
- ------------------------------ 
interest on the Notes and of any fee due hereunder shall be made to the Agent 
for the account of the Lenders (except for fees paid to the Agent solely for its 
own account) at the address of the Agent hereinafter set forth in this Agreement 
(or at such other address as the Agent shall have furnished to the Company in 
writing) and shall be made in immediately available funds free of any 
counterclaim, set-off or charge. The Company hereby authorizes the Agent to 
charge the Company's Blocked Account, Operating Account or any other deposit 
accounts from time to time maintained by the Company with the Agent for the 
purpose of effecting such payments. If any payment of principal of or interest 
on the Notes shall become due on a day which is not a Banking Day, such payment 
may be made on the next succeeding Banking Day and such extension shall be 
included in computing interest in connection with such payment. 
 
1.13 Pro Rata Treatment. Each payment and prepayment of the principal of the 
- ----------------------- 
Notes shall be made pro rata among the Lenders based upon the respective unpaid 
                    -------- 
principal amounts of the Notes at the time outstanding. Each permanent reduction 
of the Total Commitment shall be made pro rata among the Lenders based upon the 
                                      -------- 
respective amount of each Lender's Percentage of the Total Commitment. 
 
1.14 Capital Adequacy. If after the date of this Agreement, any Lender shall 
- --------------------- 
have reasonably determined that the adoption or implementation of any applicable 
law, rule or regulation regarding capital requirements for the Lenders or any 
Lender holding companies, or any change therein (including, without limitation, 
any change according to a prescribed schedule of increasing requirements, 
whether or not known on the date of this Agreement), or any change in the 
interpretation or administration thereof by any governmental authority, central 
Lender or comparable agency charged with the interpretation or administration 
thereof, or compliance by such Lender with any request or directive of any such 
Person regarding capital adequacy (whether or not having the force of law) has 
the effect of reducing the return on such Lender's capital to a level below that 
which such Lender could have achieved (taking into consideration such Lender's 
policies with respect to capital adequacy immediately before such adoption, 
implementation, change or compliance) but for such adoption, implementation, 
change or compliance as a consequence of its Commitment to make Loans hereunder 
by any amount reasonably deemed by such Lender to be material, the Company shall 
pay to such Lender as an additional fee from time to time on demand such amount 
as such Lender shall have reasonably determined to be necessary to compensate it 
for such reduction. The determination by such Lender of such amount, if done on 
the basis of any reasonable averaging and attribution methods, shall in the 
absence of manifest error be conclusive, and at the Company's request, such 
Lender shall demonstrate the basis of such determination. 
 
1.15 Special Provisions Concerning Lenders' Value Model; Confidentiality . The 
- ------------------------------------------------------------------------ 
Company and each of the Lenders (other than State Street) acknowledge and agree 
with State Street that the Lenders' Value Model is proprietary information of 
State Street. The Lenders shall hold all non-public information relating to the 
Lenders' Value Model obtained by them under this Agreement in accordance with 
their customary procedures for holding information of that nature. In order to 
facilitate the Company's and each other Lender's calculation of the applicable 
Borrowing Base under Section 1.2(a)(B) above, State Street has delivered to the 
                     ----------------- 
Company and each other Lender the full text of the formulas used in the Lenders' 
Value Model. The Company hereby covenants to and agrees with State Street that 
(i) it will hold the Lenders' Value Model in confidence and not disclose or 
deliver it in any form or variation to any third party, except those persons in 
the Company's organization or its advisors, (provided that the Company's 
                                             -------- 
advisors shall agree in writing to hold the Lenders' Value Model in confidence 
prior to its disclosure to such advisors) who need to know such information in 
order to periodically calculate the Borrowing Base (the "Permitted Purpose"), 
                                                         ----------------- 
unless such information becomes public knowledge or is otherwise required to be 
disclosed by law, (ii) the Company shall use the Lenders' Value Model solely for 
the Permitted Purpose and (iii) upon termination of this Agreement, the Company 
will return the full text of the formulas used in the Lenders' Value Model to 



State Street. Without limiting the  
 



 
  
foregoing, the Company covenants to and agrees with State Street that it shall 
not duplicate, copy or in any manner make extracts from the Lenders' Value 
Model. THE COMPANY HEREBY AGREES TO INDEMNIFY STATE STREET FOR ANY AND ALL 
DAMAGES, LOSSES, COSTS OR EXPENSES INCURRED BY STATE STREET BY REASON OF ITS 
BREACH OF THE PROVISIONS OF THIS SUBSECTION 1.15. 
                                 --------------- 
 
Section 2.  LIBOR Provisions. 
- ---------------------------- 
 
2.1  Certain Definitions. As used herein, the following terms have the following 
- ------------------------ 
respective meanings: 
 
     Banking Day:  (i) when used with respect to any LIBOR provision, a day on 
     -----------                                                               
which dealings may be effected in deposits of U.S. dollars in the London 
interbank foreign currency deposits market and on which banks may conduct 
business in London, England, New York, New York and Boston, Massachusetts, and 
(ii) when used with respect to the other provisions of this Agreement, any day 
excluding Saturday and Sunday and excluding any other day which shall be in New 
York, New York, Boston, Massachusetts, a legal holiday or a day on which banking 
institutions are authorized by law to close. 
 
     Board:  the Board of Governors of the Federal Reserve System of the United 
     -----                                                                      
States. 
 
     Legal Requirement:  any requirement imposed upon any Lender by any law of 
     -----------------                                                         
the United States of America, any state thereof, or the United Kingdom or by any 
regulation, order, interpretation, ruling or official directive (whether or not 
having the force of law) of the Board, the Bank of England or any other board, 
central bank or governmental or administrative agency, institution or authority 
of the United States of America, the United Kingdom or any political subdivision 
of either thereof. 
 
     LIBOR Option:  the option granted pursuant to this Section 2 to have the 
     ------------                                       ---------             
interest on all or any portion of the principal amount of the Loans based on the 
LIBOR Rate plus four percent (4%).  Each Loan hereunder shall be subject to the 
LIBOR Option provided that each condition set forth in Section 2.2 hereof is 
             --------                                  -----------           
either satisfied or waived by the Lenders.  In the event the conditions set 
forth in Section 2.2 hereof are not satisfied or waived then the Loans requested 
         -----------                                                             
with such Borrowing Request shall be subject to the Applicable Prime Rate. 
 
     LIBOR Period:  a period of 1 month, commencing on any Banking Day; provided 
     ------------                                                       -------- 
that no LIBOR Period with respect to any LIBOR Portion of the Term Loans shall 
extend beyond the Maturity Date.  If any LIBOR Period so selected would 
otherwise end on a date which is not a Banking Day, such LIBOR Period shall 
instead end on the next preceding or succeeding Banking Day as determined by the 
Agent in accordance with the then current banking practice in London.  Each 
determination by the Agent of any LIBOR Period shall, in the absence of manifest 
error, be conclusive, and at the Company's request the Agent shall demonstrate 
the basis for such determination. 
 
     LIBOR Portion:  all Loans requested hereunder shall be subject to the LIBOR 
     -------------                                                               
Option. 
 
     LIBOR Premium:  with respect to the prepayment of any LIBOR-based Loans, an 
     -------------                                                               
amount equal to the product of (i) the excess, if any, of the original LIBOR 
Rate on the amount so prepaid over the LIBOR Rate of interest on Eurodollar 
deposits having a maturity date approximating the last Banking Day of the 
applicable LIBOR Period, multiplied by (ii) the principal amount so prepaid, 
multiplied by (iii) a fraction, the numerator of which is the number of days 
remaining in the related LIBOR Period and the denominator of which is 360. 
 
     LIBOR Rate: with respect to any LIBOR Portion for the related LIBOR Period, 
     ----------                                                                  
an interest rate per annum equal to the product of (a) the Base LIBOR Rate (as 
hereinafter defined) and (b) Statutory Reserves.  For purposes of this 
definition, the term "Base LIBOR Rate" shall mean the rate at which deposits of 
U.S. dollars approximately equal in principal amount to the LIBOR Portion and 



for a maturity equal to the applicable LIBOR Period are offered to the Lenders 
in the London interbank foreign currency deposits market  



 
  
at approximately 11:00 a.m., London time (or, if such rate is not then offered 
to the Lender, at the rate at which deposits of U.S. dollars approximately equal 
in principal amount to the LIBOR Portion and for a maturity equal to the 
applicable LIBOR Period are offered on the Telerate (page 3750 or any successor 
page), three (3) Banking Days prior to the commencement of such LIBOR Period, 
for delivery on the first day of such LIBOR Period. Each determination by the 
Lenders of any LIBOR Rate shall, in the absence of manifest error, be 
conclusive, and, at the Borrower's request, the Lenders shall demonstrate the 
basis for such determination. 
 
     Statutory Reserves:  a fraction (expressed as a decimal), the numerator of 
     ------------------                                                         
which is the number one and the denominator of which is the number one minus the 
aggregate of the maximum reserve percentages (including, without limitation, any 
marginal, special, emergency or supplemental reserves), expressed as a decimal, 
established by the Board and any other banking authority to which the Agent is 
subject for Eurocurrency Liabilities (as defined in Regulation D of the Board). 
Such reserve percentages shall include, without limitation, those imposed under 
such Regulation D.  LIBOR Portions of the Loans shall be deemed to constitute 
Eurocurrency Liabilities and as such shall be deemed to be subject to such 
reserve requirements without benefit of or credit for proration, exceptions or 
offsets which may be available from time to time to the Agent under such 
Regulation D.  Statutory Reserves shall be adjusted automatically on and as of 
the effective date of any change in any reserve percentage. 
 
     Tax:  in relation to any LIBOR-based Loans and the applicable LIBOR Rate, 
     ---                                                                       
any tax, levy, impost, duty, deduction, withholding or other charges of whatever 
nature required by any Legal Requirement (i) to be paid by the Agent and/or (ii) 
to be withheld or deducted from any payment otherwise required hereby to be made 
by the Company to the Agent, provided that the term "Tax" shall not include any 
                             -------- ----           ---                        
taxes imposed upon the net income of any Lender by the United States of America 
or any political subdivision thereof. 
 
2.2  Conditions for Basing Interest on the LIBOR Rate. Upon the condition that: 
- ----------------------------------------------------- 
 
     (a) The Lenders and the Agent shall have received a Borrowing Request from 
the Company, at least three (3) Banking Days prior to the first day of the LIBOR 
Period requested indicating the requested LIBOR Portion; 
 
     (b) There shall have occurred no change in applicable law which would make 
it unlawful for the Agent to obtain deposits of U.S. dollars in the London 
interbank foreign currency deposits market; 
 
     (c) As of the date of the Borrowing Request and the first day of the LIBOR 
Period, there shall exist no Default or Event of Default; and 
 
     (d) The Agent shall not have determined in good faith that it is unable to 
determine the LIBOR Rate in respect of the requested LIBOR Period or that it is 
unable to obtain deposits of U.S. dollars in the London interbank foreign 
currency deposits market in the applicable amounts and for the requested LIBOR 
Period; then interest on the LIBOR Portion requested during the LIBOR Period 
requested will be based on the applicable LIBOR Rate. All Loans requested 
hereunder shall be subject to the LIBOR Rate unless the conditions set forth in 
this Section 2.2 are not satisfied or waived by the Lenders. In the event that 
     ----------- 
the conditions set forth herein or not satisfied or waived by the Lenders, the 
Loans requested with such Borrowing Request shall be subject to the Applicable 
Prime Rate. 
 
2.3 Indemnification for Funding and Other Losses. Each Borrowing Request shall 
- ------------------------------------------------ 
be irrevocable and binding on the Company. Without limiting the generality of 
subsection 2.4, the Company hereby agrees to indemnify the Agent and each Lender 
- -------------- 
against any loss or expense incurred by the Agent or such Lender as a result of 
any failure on the part of the Company to fulfill, on or before the date 
specified in any Borrowing Request, the applicable conditions set forth in this 
Agreement, including, without limitation, any loss (including loss of 
anticipated profits) or expense incurred by reason of the liquidation of 
redeployment of deposits or other funds  
 



 
  
acquired by the Lender to fund or maintain the requested LIBOR Portion when 
interest on such LIBOR Portion, as a result of such failure on the part of the 
Company, is not based on the applicable LIBOR Rate for the requested LIBOR 
Period. 
 
2.4 Change in Applicable Laws, Regulations, etc. If any Legal Requirement shall 
- ----------------------------------------------- 
make it unlawful for the Agent to fund through the purchase of U.S. dollar 
deposits any LIBOR Portion, or otherwise to give effect to its obligations as 
contemplated hereby, or shall impose on any Lender any costs based on or 
measured by the excess above a specified level of the amount of a category of 
deposits or other liabilities of such Lender which includes deposits by 
reference to which the LIBOR Rate is determined as provided herein or a category 
of extensions of credit or other assets of such Lender which includes any LIBOR 
Portion, or shall impose on any Lender any restrictions on the amount of such a 
category of liabilities or assets which such Lender may hold, (i) the Agent by 
notice thereof to the Company may terminate the LIBOR Option, (ii) any LIBOR 
Portion subject thereto shall immediately bear interest thereafter at the rate 
provided for (with respect to Loans not subject to a LIBOR Option) in subsection 
                                                                      ---------- 
1.3, and (iii) the Company shall indemnify the Agent and the Lenders against any 
- --- 
loss, penalty or expense incurred by the Agent or any Lender by reason of the 
liquidation or redeployment of deposits or other funds acquired by the Lender, 
to fund or maintain such LIBOR Portion if and to the extent such loss, penalty 
or expense is caused by the Company. A certificate of an officer of any Lender 
setting forth the amount of such loss, penalty or expense, and the basis 
therefor shall, in the absence of manifest error, be conclusive. 
 
2.5 Taxes. It is the understanding of the Company and the Lenders that the 
- --------- 
Lenders shall receive payments of amounts of principal of and interest on the 
Notes (including but not limited to interest with respect to the LIBOR Portions 
from time to time subject to a LIBOR Option) free and clear of, and without 
deduction for, any Taxes. If (i) any Lender shall be subject to any such Tax in 
respect of any such LIBOR Portion or part thereof or (ii) the Company shall be 
required to withhold or deduct any such Tax from any such amount, and (iii) such 
Tax shall not have existed as of the date of the applicable LIBOR Request, the 
LIBOR Rate applicable to such LIBOR Portion shall be adjusted by the Agent to 
reflect all additional costs incurred by such Lender in connection with the 
payment by such Lender or the withholding by the Company of such Tax and the 
Company shall provide the Agent with a statement detailing the amount of any 
such Tax actually paid by the Company. Determination by a Lender of the amount 
of such costs shall, in the absence of manifest error, be conclusive, and at the 
Company's request, such Lender shall demonstrate the basis of such 
determination. If after any such adjustment, any part of any Tax paid by any 
Lender is subsequently recovered by such Lender, such Lender shall reimburse the 
Company to the extent of the amount so recovered. A certificate of an officer of 
the Lender setting forth the amount of such recovery and the basis therefor 
shall, in the absence of manifest error, be conclusive, and at the Company's 
request, such Lender shall demonstrate the basis of such determination. 
 
Section 2A. Use of Proceeds. The Company will use the proceeds of the Loans for 
- --------------------------- 
general corporate purposes for the Company, including, without limitation, the 
initial funding of spread accounts for future securitizations. The Company will 
not, and will not permit any Subsidiary to, directly or indirectly, use any part 
of such proceeds (i) for the purpose of making any Restricted Payment other than 
those permitted by Section 6.5 hereof, (ii) for the purpose of purchasing or 
                   ----------- 
carrying any margin stock within the meaning of Regulation U (12 CFR Part 221) 
of the Board of Governors of the Federal Reserve System, or (iii) for any other 
purpose which would violate any provision of any other applicable statute, 
regulation, order or restriction. 
 
Section 3.  Representations and Warranties. 
- ------------------------------------------ 
 
     In order to induce the Lenders to enter into this Agreement and to make the 
Loans provided for hereunder, the Company makes the following representations 
and warranties, which shall survive the execution and delivery hereof and of the 
Notes, and which shall be deemed re-made by the Company each time the Company 
submits a Borrowing Request to the Lenders. 
 
3.1 Organization, Standing, etc. of the Company. The Company is a corporation 
- ----------------------------------------------- 
duly organized and validly  



 
  
existing under the laws of the State of California, and has all requisite 
corporate power and authority to own and operate its properties, to carry on its 
business as now conducted and proposed to be conducted, to enter into this 
Agreement, the Security Documents to which it is a party and all other documents 
to be executed by it in connection with the transactions contemplated hereby, to 
grant the Agent for the benefit of the Lenders a security interest in the 
Collateral, to issue the Notes and to carry out the terms hereof and thereof. 
 
3.2 Subsidiaries. Schedule 3.2 attached hereto correctly sets forth as to each 
- ----------------  ------------ 
Subsidiary, its name, the jurisdiction of its incorporation, the number of 
shares of its capital stock of each class outstanding and the number of such 
outstanding shares owned by the Company and its Subsidiaries. Each such 
Subsidiary is a corporation duly organized, validly existing and, if applicable, 
in good standing under the laws of the jurisdiction of its incorporation and has 
all requisite corporate power and authority to own and operate its properties, 
to carry on its business as now conducted and now proposed to be conducted and 
to enter into such of the Security Documents and Eligible Securitization 
Transaction Documents as relate to it and all other documents, if any, to be 
executed by it in connection with the transactions contemplated hereby. All of 
the outstanding capital stock of each Subsidiary is validly issued, fully-paid 
and nonassessable, and is owned by the Company or its Subsidiaries as specified 
in Schedule 3.2, in each case free of any mortgage, pledge, lien, security 
   ------------ 
interest, charge, option or other encumbrance. 
 
3.3 Qualification. The Company and its Subsidiaries are duly qualified or 
- ----------------- 
licensed and in good standing as foreign corporations duly authorized to do 
business in each jurisdiction in which the character of the properties owned or 
the nature of the activities conducted makes such qualification or licensing 
necessary. 
 
3.4 Financial Information; Disclosure, etc. (a) The Company has furnished the 
- ------------------------------------------ 
Lenders with the financial statements and other reports listed in Schedule 3.4 
                                                                  ------------ 
hereto. Such financial statements have been prepared in accordance with GAAP 
applied on a consistent basis and fairly present the financial position and 
results of operations of the Company and the other Persons, if any, to which 
they relate as of the dates and for the periods indicated. Since December 31, 
1997, there has not been any material adverse change in the business, 
operations, properties or financial position of the Company (or, of the other 
Persons to which such financial statements purport to relate). 
 
     (b) Neither this Agreement nor any financial statements, reports or other 
documents or certificates furnished to the Lenders by the Company in connection 
with the transactions contemplated hereby contain any untrue statement of a 
material fact or omit to state any material fact necessary to make the 
statements herein or therein contained not misleading, except to the extent that 
such financial statements, reports or other documents or certificates expressly 
relate to an earlier date or are affected by the consummation of the 
transactions contemplated by this Agreement. 
 
     (c) None of the Loans will render the Company unable to pay its debts as 
they become due; the Company is not contemplating either the filing of a 
petition by it under any state or federal Bankruptcy or insolvency laws or the 
liquidation of all or a major portion of its property; and the Company does not 
have any knowledge of any person contemplating the filing of any such petition 
against it.  The Company (both before and after the making of the Loans, the 
granting of security interests in favor of the Agent and the Lenders and the 
consummation of the Related Events) is solvent (within the meaning of all 
applicable fraudulent transfer or fraudulent conveyance statutes and acts, the 
federal Bankruptcy code and all other applicable laws) on a going concern basis 
and has assets having a fair value in excess of the amount required to pay its 
probable liabilities on its existing debts (including the Loans and contingent 
debts) as they become absolute and matured, and has, and will have, access to 
adequate capital for the conduct of its business and the ability to pay its 
debts from time to time incurred therewith as such debts mature. 
 
     (d) The Company has furnished to the Lenders the pro forma balance sheet 
                                                      --- -----               
(the "Closing Balance Sheet") of the Company projected as of the Closing Date 
      ---------------------                                                   
and adjusted to give effect to the Related Events and the use of the proceeds of 
the initial Loans.  Such Closing Balance Sheet presents fully and fairly the pro 
                                                                             --- 
forma financial position of the Company as of the Closing Date, and properly 
- -----                                                                        



gives effect to the application of the pro  
                                       --- 



 
  
forma adjustments described therein and contemplated herein. The Company does 
- ----- 
not have as of the Closing Date any material obligations, secured or unsecured 
(whether accrued, contingent, or otherwise), which are not reflected in the 
Closing Balance Sheet. The Company has also furnished to the Lenders the cash 
flow projections of (i) the Company and (ii) the Company and its Subsidiaries 
for the three (3) year period beginning on January 1, 1998 (taking into account 
the Related Events and the use of the proceeds of the initial Loans) which are 
attached to this Agreement as part of Schedule 3.4 (the "Projections"). The 
                                      ------------       ----------- 
Projections were prepared based upon the best information and knowledge of the 
Company (which information the Company believes was accurate and sufficient to 
prepare the Projections and to rely thereon). To the extent the Projections are 
based on assumptions, such assumptions are reasonable. Without limiting the 
foregoing, the Projections demonstrate the ability of the Company to continue 
its business as currently operated and proposed to be operated, and to meet all 
of its obligations and liabilities on a current basis, taking into account (i) 
all assumptions made, (ii) all known prospective business contingencies and off 
balance sheet items, and (iii) the effect of this Agreement and the consummation 
of the Related Events. 
 
3.5 Licenses; Franchises, etc. Schedule 3.5 attached hereto accurately and 
- -----------------------------  
completely lists all material authorizations, licenses, permits and franchises 
of any public or governmental regulatory body granted or assigned to the Company 
or any Subsidiary and the same constitute the only material authorizations, 
licenses, permits and franchises of any public or governmental regulatory body 
which are necessary for the conduct of the business of the Company and its 
Subsidiaries as now conducted and proposed to be conducted (such material 
authorizations, licenses, permits and franchises, together with any extensions 
or renewals thereof, being herein sometimes referred to collectively as the 
"Licenses"). All of such Licenses are validly issued and in full force and 
 -------- 
effect and the Company and its Subsidiaries have fulfilled and performed all of 
their obligations with respect thereto and have full power and authority to 
operate thereunder, except where the failure to obtain, maintain in effect or so 
comply could not have a Material Adverse Effect. 
 
3.6 Material Agreements. Schedule 3.6 attached hereto accurately and completely 
- -----------------------  ------------ 
lists all material agreements including servicing agreements, sub-servicing 
agreements, leases, pooling and servicing agreements, agreements with credit 
enhancers, other agreements executed in connection with securitizations, 
underwriting agreements, dealer affiliation agreements, employment agreements or 
other agreements with management of the Company or any Subsidiary and all other 
material agreements which, as of the Closing Date, will be in effect in 
connection with the conduct of the business of the Company and its Subsidiaries. 
Each of the Company and its Subsidiaries (as applicable) and, to the best of the 
Company's knowledge, all third parties to such material agreements, are in 
substantial compliance with the terms thereof, and no default or event of 
default by the Company or, to the Company's knowledge, any other party thereto, 
exists thereunder. 
 
3.7 Tax Returns and Payments. The Company and its Subsidiaries have filed all 
- ---------------------------- 
tax returns required by law to be filed and have paid all taxes, assessments and 
other governmental charges levied upon any of their respective properties, 
assets, income or franchises, other than those not yet delinquent and those, not 
substantial in aggregate amount, being or about to be contested as provided in 
subsection 5.4. The charges, accruals and reserves on the books of the Company 
- -------------- 
and its Subsidiaries in respect of their respective taxes are adequate in the 
opinion of the Company, and the Company knows of no unpaid assessment for 
additional taxes or of any basis therefor. 
 
3.8 Indebtedness, Liens and Investments, etc. Schedule 3.8 attached hereto 
- --------------------------------------------  ------------ 
correctly describes, as of the date or dates indicated therein, (i) all 
outstanding Indebtedness of the Company and its Subsidiaries in respect of 
borrowed money, Capital Leases and the deferred purchase price of property; (ii) 
all existing mortgages, liens and security interests in respect of any property 
or assets of the Company or its Subsidiaries; (iii) all outstanding investments 
(other than investments made under any pooling and servicing agreement or 
insurance agreement with respect to any securitization transaction), loans 
(other than Automobile Contracts) and advances of the Company and its 
Subsidiaries; and (iv) all existing guarantees by the Company and its 
Subsidiaries. 
 
3.9 Title to Properties; Liens. The Company and its Subsidiaries have good and 



- ------------------------------ 
marketable title to all of their  



 
  
respective properties and assets, and none of such properties or assets is 
subject to any mortgage, pledge, lien, security interest, charge or encumbrance 
except the existing mortgages and security interests referred to in Schedule 3.8 
                                                                    ------------ 
attached hereto and except minor liens and encumbrances which in the aggregate 
are not substantial in amount, do not in any case materially detract from the 
value of the property subject thereto or materially impair the operations of the 
Company and its Subsidiaries and have not arisen otherwise than in the ordinary 
course of business. The Company and its Subsidiaries enjoy quiet possession 
under all leases to which they are parties as lessees, and all of such leases 
are valid, subsisting and in full force and effect or will become effective on 
the Closing Date. None of such leases contains any provision restricting the 
incurrence of indebtedness by the lessee or any unusual or burdensome provision 
materially adversely affecting the current and proposed operations of the 
Company and its Subsidiaries. 
 
3.10 Litigation, etc. There is no action, proceeding or investigation pending 
- -------------------- 
or threatened (or any basis therefor known to the Company) which questions the 
validity of this Agreement, the Notes, the Security Documents or the other 
documents executed in connection herewith or any of the Related Events, or any 
action taken or to be taken pursuant hereto or thereto, or which might 
reasonably be expected to result, either in any case or in the aggregate, in any 
material adverse change in the business operations, affairs or condition of the 
Company or any Subsidiary or any of their respective properties or in any 
material liability on the part of the Company or any Subsidiary. 
 
3.11 Authorization; Compliance with Other Instruments. The execution, delivery 
- ----------------------------------------------------- 
and performance of this Agreement, the Notes and the Security Documents, and all 
documents and agreements executed by the Company in connection with the Related 
Events have been duly authorized by all necessary corporate action on the part 
of the Company and its Subsidiaries, will not result in any violation of or be 
in conflict with or constitute a default under any term of the charter or by- 
laws of the Company or any Subsidiary, or of any agreement (including but not 
limited to any agreement executed in connection with any Eligible Securitization 
Transaction), instrument, judgment, decree, order, statute, rule or governmental 
regulation applicable to the Company or any Subsidiary, or result in the 
creation of any mortgage, lien, charge or encumbrance upon any of the properties 
or assets of the Company or any Subsidiary pursuant to any such term (except 
pursuant to the Security Documents). This Agreement, the Notes, the Security 
Documents and each of the other Loan Documents are valid, binding and 
enforceable obligations of the Company. No consent of stockholders of the 
Company is necessary in order to authorize the execution, delivery or 
performance of this Agreement, the Security Documents, the issuance of the Notes 
or any other agreement executed in connection with any of the Related Events. 
Neither the Company nor any Subsidiary is in violation of any term of its 
charter or by-laws, or of any material term of any agreement (including but not 
limited to any agreement executed in connection with any Eligible Securitization 
Transaction) or instrument to which it is a party, or, to the best of the 
Company's knowledge, of any judgment, decree, order, statute, rule or 
governmental regulation applicable to it which might reasonably be expected to 
have a Material Adverse Effect. 
 
3.12 Credit Trigger Events and Insurance Events of Default. Without limiting 
- ---------------------------------------------------------- 
the scope of subsection 3.11, no Credit Trigger has occurred under any agreement 
             --------------- 
executed in connection with any Eligible Securitization Transaction nor has any 
Insurance Event of Default occurred. 
 
3.13 Governmental and Other Third Party Consents. Except for such filings and 
- ------------------------------------------------ 
notices as have already been made or are being made prior to the Closing Date 
pursuant to the Security Documents, none of the Company, any Subsidiary, any 
shareholder of the Company or any other Subsidiary or Affiliate which is a party 
to any of the Security Documents is required to obtain any order, consent, 
approval or authorization of (collectively, the "Consents"), or required to make 
                                                 -------- 
any declaration or filing (other than the filing of a Form 8-k) with, (i) any 
governmental unit or other regulatory authority (including but not limited to 
the SEC) or (ii) any trustee, credit enhancer, rating agency or other party to 
any Eligible Securitization Transaction, in connection with the execution and 
delivery of this Agreement and the issuance and delivery of the Notes pursuant 
hereto, or in connection with the execution and delivery of the Security 
Documents and the granting of the security interests in the Collateral pursuant 
thereto, or for the purpose of maintaining in full force and effect each of the 
Licenses. Schedule 3.13 attached hereto accurately describes all of the Consents 



          ------------- 
which have been or prior to  



 
  
the Closing Date will be obtained and in full force and effect. The time within 
which any administrative or judicial appeal, reconsideration, rehearing or other 
review of any Consent may be taken or instituted has lapsed, and no such appeal, 
reconsideration or rehearing or other review has been taken or instituted. 
 
3.14 Regulation U, etc.  Except as set forth on Schedule 3.14, neither the 
- ----------------------                          ------------- 
Company nor any Subsidiary owns or has any present intention of acquiring any 
"margin stock" within the meaning of Regulation U (12 CFR Part 221) of the Board 
 ------------ 
of Governors of the Federal Reserve System (herein called "margin stock").  None 
                                                           ------------ 
of the proceeds of the Loans will be used, directly or indirectly, by the 
Company or any Subsidiary for the purpose of purchasing or carrying, or for the 
purpose of reducing or retiring any indebtedness which was originally incurred 
to purchase or carry, any margin stock or for any other purpose which might 
constitute the transactions contemplated hereby a "purpose credit" within the 
                                                   -------------- 
meaning of said Regulation U, or cause this Agreement to violate Regulation U, 
Regulation T, Regulation X, or any other regulation of the Board of Governors of 
the Federal Reserve System or the Securities Exchange Act of 1934.  If requested 
by any Lenders, the Company will promptly furnish such Lenders with a statement 
in conformity with the requirements of Federal Reserve Form U-1 referred to in 
said Regulation U. 
 
3.15 Employee Retirement Income Security Act of 1974. Schedule 3.15 attached 
- ----------------------------------------------------  ------------- 
hereto sets forth a true and complete list of all employee benefit plans and 
arrangements of the Company and its Subsidiaries, including, without limitation, 
all pension, profit sharing or similar plans providing for a program of deferred 
compensation to any employee or any plan subject to the provisions of the 
Employee Retirement Income Security Act of 1974, as amended ("ERISA"). The terms 
                                                              ----- 
used in this subsection 3.15 and in subsection 5.1 and subsection 6.10 of this 
             ---------------        --------------     --------------- 
Agreement shall have the meanings assigned thereto in the applicable provisions 
of ERISA and the Internal Revenue Code of 1986, as amended (the "Code"), and the 
                                                                 ---- 
term "Affiliated Company" shall mean the Company and all corporations, 
      ------------------ 
partnerships, trades or businesses (whether or not incorporated) which 
constitute a controlled group of corporations with the Company, a group of 
affiliated service group or other affiliated group, within the meaning of 
Section 414(b), Section 414(c), Section 414(m) or Section 414(o), respectively, 
of the Code, or Section 4001 of ERISA. The Company and each employee benefit 
plan sponsored by an Affiliated Company and, to the best of the Company's 
knowledge, each multiemployer plan (as defined in Section 4001(a)(3) of ERISA) 
to which any Affiliated Company makes contributions, are in material compliance 
with applicable provisions of ERISA and the Code. No Affiliated Company has 
incurred any material liability to the Pension Benefit Guaranty Corporation 
("PBGC") or any employee benefit plan on account of any failure to meet the 
  ---- 
contribution requirements of any such plan, minimum funding requirements or 
prohibited transactions under ERISA or the Code, termination of a single 
employer plan, partial or complete withdrawal from a multiemployer plan, or the 
insolvency, reorganization or termination of any multiemployer plan, and no 
event has occurred or conditions exist which present a material risk that any 
Affiliated Company will incur any material liability on account of any of the 
foregoing circumstances. The consummation of the transactions contemplated by 
this Agreement will not result in any prohibited transaction under ERISA or the 
Code for which an exemption is not available. 
 
3.16 Ownership of Company; Outstanding Options or Warrants. Schedule 3.16 
- ----------------------------------------------------------  -------------  
attached hereto correctly sets forth, as of the Closing Date, the number of 
shares of the Company's capital stock of each class authorized and the number 
thereof outstanding. All of said outstanding shares are validly issued, fully 
paid and nonassessable. There are no outstanding rights, options, warrants or 
agreements for the purchase from, or sale or issuance by, the Company or any 
Subsidiary of any of its capital stock or any securities convertible into or 
exchangeable for such stock and neither the Company nor any Subsidiary is 
obligated in any manner to issue any additional shares of capital stock, except 
as may be set forth on Schedule 3.16 hereto. All of the Company's and each 
                       ------------- 
Subsidiary's capital stock was issued in compliance with all applicable 
securities laws. 
 
3.17 Environmental Matters. Neither the Company nor any Subsidiary has ever 
- -------------------------- 



caused or permitted any Hazardous Material to be disposed of on or under any 
real property owned, leased or operated by the Company and/or any Subsidiary and 
no such real property has ever been used (by the Company and/or any Subsidiary 
or, to the Company's knowledge, by any other Person) as (i) a disposal site or 
permanent storage site for any Hazardous Material or (ii) a temporary storage 
site for any Hazardous Material. The Company has been issued  
 



 
  
and is in compliance with all material permits, licenses, approvals and other 
authorizations relating to environmental matters and necessary or desirable for 
its business, and has filed all notifications and reports relating to chemical 
substances, air emissions, underground storage tanks, effluent discharges and 
Hazardous Material waste storage, treatment and disposal required in connection 
with the operation of its businesses, the failure to have or comply with which, 
individually or in the aggregate, has had or could reasonably be expected to 
have a Material Adverse Effect. All Hazardous Materials used or generated by the 
Company or any Subsidiary or any business merged into or otherwise acquired by 
the Company or any Subsidiary have been generated, accumulated, stored, 
transported, treated, recycled and disposed of in compliance with all applicable 
laws and regulations, the violation of which has any reasonable likelihood of 
having a Material Adverse Effect. Neither the Company nor any of its 
Subsidiaries has any liabilities with respect to Hazardous Materials, and to the 
knowledge of the Company, no facts or circumstances exist which could give rise 
to liabilities with respect to the violation (whether by the Company or any 
other Person) of any Environmental Law and/or Hazardous Materials, which could 
have any Material Adverse Effect. 
 
3.18 Patents, Trademarks, Intellectual Property. As of the Closing Date, 
- ----------------------------------------------- 
Schedule 3.18 attached hereto is a true, correct and complete list of all 
- ------------- 
material Proprietary Rights of the Company. The Company owns or otherwise has 
rights to all such Proprietary Rights as indicated in such Schedule 3.18 and 
                                                           ------------- 
such Proprietary Rights are adequate for the conduct of its business as now 
conducted and now proposed to be conducted, without any known conflict with the 
rights or claimed rights of others. 
 
3.19 Chief Executive Offices Principal Place of Business; Real Property Owned or 
- -------------------------------------------------------------------------------- 
Leased. The chief executive office and principal place of business of the 
- ------ 
Company is, and at all times prior to the date hereof has been, located at 2 
Ada, Irvine, CA 92718. The Company shall not make any change in the locations of 
its chief executive office or any of the Collateral without giving the Agent at 
least thirty (30) days prior written notice thereof. Schedule 3.19 attached 
                                                     ------------- 
hereto lists all real property owned or leased by the Company or any Subsidiary. 
 
3.20 Names. The exact legal name of the Company is Consumer Portfolio Services, 
- ---------- 
Inc. During the last five years ending on the date hereof, the Company has not 
conducted any business under any other name (including any trade or assumed 
name). 
 
3.21 Securities Laws. The Company is not a "holding company" or a "subsidiary 
- --------------------                        ---------------        ---------- 
company" of a "holding company", or an "affiliate" of a "holding company" or of 
- -------        ---------------          ---------        --------------- 
a "subsidiary company" of a "holding company", as such terms are defined in the 
   ------------------        ---------------     
Public Utility Holding Company Act of 1935. The Company is not an "investment 
                                                                   ---------- 
company" or a company "controlled" by an "investment company" within the meaning 
- -------                ----------         ------------------ 
of the Investment Company Act of 1940. 
 
3.22 Security Documents. The representations and warranties of the Company 
- ----------------------- 
contained in the Security Documents to which it is a party are true and correct 
in all material respects, and the Company is in compliance in all material 
respects with the terms of the Security Documents. 
 
3.23 Depository and Other Accounts. Schedule 3.23 attached hereto lists all 
- ----------------------------------  ------------- 
Lenders and other financial institutions and depositories at which the Company 
maintains (or has caused to be maintained) or will maintain deposit accounts, 
spread accounts, yield supplement reserve accounts, operating accounts, trust 
accounts, trust receivable accounts or other accounts of any kind or nature into 
which funds of the Company (including funds in which the Company maintains a 
contingent or residual interest) are from time to time deposited, and such 
Schedule 3.23 correctly identifies the name and address of each depository, the 
- ------------- 
name in which each account is held, the purpose of the account and the complete 
account number. The Company will from time to time notify the Lenders and 
supplement such Schedule 3.23 as new accounts are established. The Company 
                ------------- 



hereby authorizes the Agent to attach such supplements to Schedule 3.23 from 
time to time delivered by the Company to Schedule 3.23 attached hereto.  
                                         ------------- 
 
3.24 Tax Status of Eligible Securitization Transactions. None of the trusts 
- ------------------------------------------------------- 
created in connection with the Eligible Securitization Transactions are 
classified as an association taxable as a corporation for federal income   



 
  
taxes or is otherwise taxed as a separate entity for federal income tax 
purposes. 
 
3.25 Burdensome Obligations; Future Expenditures. Neither the Company nor any of 
- ------------------------------------------------ 
its Subsidiaries is party to or bound by any agreement (including but not 
limited to the Material Agreements listed on Schedule 3.6 attached hereto), 
                                             ------------ 
instrument, deed or lease or is subject to any charter, by-law or other 
restriction, commitment or requirement which, in the opinion of the management 
of such Person, is so unusual or burdensome as in the foreseeable future to have 
or cause or create a material risk of having or causing a Material Adverse 
Effect. Neither the Company nor any of its Subsidiaries anticipate that the 
future expenditures, if any, by the Company and its Subsidiaries needed to meet 
the provisions of any federal, state or foreign governmental statutes, orders, 
rules or regulations will be so burdensome as to have or cause, or create a 
material risk of having or causing, a Material Adverse Change. 
 
3.26 Insurance Policies.  As of the Closing Date, Schedule 3.26 lists all 
- -----------------------                           ------------- 
insurance policies of any kind or nature maintained by or on behalf of the 
Company, as well as a summary of the principal terms of such insurance. All such 
insurance policies, together with any insurance policies obtained by the Company 
after the Closing Date, are in full force and effect and provide coverage of 
such risks and in such amounts as is customarily maintained for businesses of 
the scope and size of the Company. 
 
3.27 Employment and Labor Agreements. As of the Closing Date, Schedule 3.27 
- ------------------------------------                          ------------- 
accurately and completely describes each employment agreement, agreement for the 
payment of deferred compensation, severance or so-called change in control 
agreement covering officers, managers or other Affiliates of the Company, as 
well as all collective bargaining agreements or other labor agreements covering 
any employees of the Company. A true and correct copy of each such agreement has 
been furnished to the Agent. 
 
3.28 FSA Indebtedness and Liabilities. As of the Closing Date, none of the 
- ------------------------------------- 
Company, CPSRC or any trust maintained in connection with any Eligible 
Securitization Transaction existing as of the Closing Date has any Indebtedness 
or obligation or liability for the payment of money of any kind or nature 
(whether matured or unmatured or contingent or non-contingent) to FSA or any 
Affiliate of FSA pursuant to any agreement to which FSA is a party other than 
Indebtedness, obligations and liabilities (whether matured or unmatured or 
contingent or non-contingent) in connection with securitization transactions 
(including, without limitation, Eligible Securitization Transactions) of the 
type which the Company believes are customary in securitization transactions 
insured by FSA, the assets of which consist of sub-prime automobile finance 
receivables. During the term of this Agreement, neither the Company nor CPSRC 
will have at any time any Indebtedness or obligation or liability for the 
payment of money of any kind or nature (whether matured or unmatured or 
contingent or non-contingent) to FSA or any Affiliate of FSA pursuant to any 
agreement to which FSA is a party other than Indebtedness, obligations and 
liabilities (whether matured or unmatured or contingent or non-contingent) in 
connection with securitization transactions (including, without limitation, 
Eligible Securitization Transactions) of the type which the Company believes are 
customary in securitization transactions insured by FSA, the assets of which 
consist of sub-prime automobile finance receivables. 
 
3.29 Charges to Net Interest Receivable . Neither the Company nor any of its 
- --------------------------------------- 
Subsidiaries has taken or is required by the terms of SFAS 125 to take any 
charge to any portion of Net Interest Receivable. 
 
3.30 Year 2000. The Company shall conduct a review of its business systems, 
- -------------- 
including its computer systems, and query its vendors and third party payors as 
to their progress in identifying and addressing problems that their computer 
systems may face in correctly interrelating and processing data as the year 2000 
approaches and is reached. 
 
A.   Section 4. Conditions Precedent to Closing Date and all Subsequent Loans; 
     -------------------------------------------------------------------------  
     Conditions to Lending. 
     --------------------- 
 
     The obligation of each Lender to make any Loan hereunder is subject to the 
following conditions: 
 



4.1  Fees and Expenses of Lenders. The Company shall have paid in full all costs 
- -------------------------------- 
and expenses (including 



 
  
reasonable attorneys' fees) incurred by or on behalf of the Agent in connection 
with this Agreement through the Closing Date. 
 
4.2  Forms of Legal Opinions; Execution of Loan Documents; No Material Adverse 
     ------------------------------------------------------------------------- 
     Effect. 
     ------ 
 
 
     (a)   The Company's counsel shall have delivered the form of legal opinion 
to be attached hereto as Exhibit C. 
                         ---------  
 
     (b)   This Agreement, the Security Agreement, the Notes, the Intercreditor 
Agreements, the Eligible Securitization Transaction Documents, and such other 
Security Documents, instruments, schedules or certificates as shall be 
designated by the Agent shall have been executed by the Company and the other 
parties thereto and delivered to the Agent. 
 
     (c)   Since December 31, 1997 there shall have occurred no Event or 
Condition which could have a Material Adverse Effect. 
 
     (d)   The Agent shall have received such other documents as it may 
reasonably have requested at any time at or prior to the Closing Date. 
 
4.3  Opinions and Certificates. On and as of the Closing Date the Lenders shall 
     ------------------------- 
have received: 
 
     (a)   (i)   Satisfactory evidence of the filing of such financing 
statements as the Agent shall deem necessary or advisable, (ii) physical 
possession of all Pledged Collateral (as such term is defined in the Pledge and 
Security Agreement), and (iii) the favorable opinion of counsel for the Company, 
dated as of the Closing Date and in such form(s) as the Lenders and their 
counsel may reasonably request. 
 
     (b)   Copies of each legal opinion delivered on behalf of the Company and 
its Subsidiaries in connection with the Eligible Securitization Transactions in 
form and substance satisfactory to the Lenders and their counsel. Without 
limiting the foregoing, the Agent and the Lenders shall have received legal 
opinions (or bring downs of previously delivered legal opinions, with 
appropriate reliance letters) concerning the tax status, non-consolidation and 
true sale aspects of each of the Eligible Securitization Transactions. 
 
     (c)   A certificate, dated as of such date, signed by a principal officer 
of the Company, certifying that the conditions precedent specified in this 
Section 4 have been fulfilled. 
- --------- 
 
     (d)   All other information and documents which the Lenders or their 
counsel may reasonably have requested in connection with the transactions 
contemplated by this Agreement and the Related Events, such information and 
documents where appropriate to be certified by the proper Company officers or 
governmental authorities. 
 
     (e)   A completed Borrowing Base Report, showing minimum availability 
(after giving effect to the Related Events) under the Borrowing Base of an 
amount equal to or greater than the Revolving Credit Loans requested on the 
Closing Date. 
 
     (f)   The Closing Balance Sheet, Solvency Certificates from the Company, 
ARC, CPSRC, WareCo and FundCo and the Projections. 
 
     (g)   An officer's certificate, dated as of such date, as to the absence of 
(i) any Default, (ii) any Event of Default, (iii) any Credit Trigger and (iv) 
any event or condition which could have a Material Adverse Effect. 
 
     (h)   On the Closing Date only, a Compliance Certificate, which shall 
thereafter be delivered in accordance with subsection 5.1(b). 



 
  
     (i)   A certificate from the President of the Company indicating that the 
Company has made the Irrevocable Payment Directives. 
 
     (j)   A fully executed FSA Intercreditor Agreement. 
 
4.4  No Default; Representations and Warranties, etc. On the Closing Date and 
     ----------------------------------------------- 
on the date of each Loan hereunder and on the Conversion Date: (i) the 
representations and warranties of the Company contained in Section 3 of this 
                                                           --------- 
Agreement shall be true on and as of such dates as if they had been made on such 
dates (except to the extent that such representations and warranties expressly 
relate to an earlier date or are affected by the consummation of transactions 
permitted under this Agreement); (ii) the Company shall be in compliance in all 
material respects with all of the terms and provisions set forth herein on its 
part to be observed or performed on or prior to such dates; (iii) after giving 
effect to the Loans to be made on such dates, no Default or Event of Default, 
shall have occurred and be continuing; (iv) since the date of this Agreement, 
there shall have been no material adverse change in the assets or liabilities or 
in the financial or other condition of the Company or any Subsidiary; and (v) 
the Company shall not have knowledge of a decrease in the Available Line 
Commitment since the date of the most recently submitted Borrowing Base Report. 
Each request for a Loan hereunder shall constitute a representation and warranty 
by the Company to the Lenders that all of the conditions specified in this 
subsection 4.3 have been satisfied in all material respects as of the date of 
- -------------- 
each such Loan. 
 
4.5  Security Documents. On or prior to the Closing Date, the Agent and each of 
- ----------------------- 
the Lenders shall have received (i) counterpart originals of the Loan Agreement, 
Security Documents and such other Loan Documents as may be designated by any 
Lender, together with any other documents required or contemplated by the terms 
thereof, (ii) evidence that the various security interests and liens provided 
for in the Security Documents have been duly perfected and recorded and that the 
Agent on behalf of the Lenders has a first priority security interest in the 
Collateral and (iii) executed copies of the Eligible Securitization Transaction 
Documents referred to in subsection 5.7. 
                         -------------- 
 
4.6  Insurance. The Company shall have provided to the Lenders evidence of 
- -------------- 
insurance coverage in compliance with '5.3. 
                                       --- 
4.7  Related Events. Prior to the first Revolving Credit Loan hereunder, the 
- ------------------- 
Related Events shall have been consummated in a manner satisfactory to the 
Lenders and their counsel. 
 
4.8  Proceedings and Documents. All corporate and other proceedings in 
- ------------------------------ 
connection with the transactions contemplated hereby (including but not limited 
to the Related Events) and all documents and instruments incident hereto 
(including but not limited to the Accountants' letter provided for in subsection 
                                                                      ---------- 
5.8 and any other agreement or instruments to be delivered pursuant to the terms 
- --- 
of this Agreement) and thereto shall be satisfactory in form and substance to 
the Lenders and their counsel. 
 
4.9  Final Forms of Eligible Securitization Transaction Documents . The Lenders 
- ----------------------------------------------------------------- 
shall have received, reviewed and confirmed that the forms of Eligible 
Securitization Transaction Documents to be executed by all parties thereto are 
acceptable in form and substance to the Lenders. 
 
4.10 Establishment of Cash Collateral Account. The Company shall have 
- --------------------------------------------- 
established and funded the Cash Collateral Account in accordance with the terms 
of Section 5.11. 
   ------------  
 
B.   Section 4. Special Provisions Concerning Subsequent Eligible Securitization 
     --------------------------------------------------------------------------- 
     Transactions. 
     ------------ 
 
4.12 Subsequent Securitization Transactions. The Company has requested that the 
- ------------------------------------------- 



Lenders consider including all future securitization transactions (collectively 
the "Subsequent Securitization Transactions") within the 
     -------------------------------------- 



 
  
definition of Eligible Securitization Transactions, thereby enabling the Company 
to include the Residual Interest in Securitizations attributable to such 
Subsequent Securitization Transaction within the Borrowing Base. The Lenders 
hereby agree with the Company to review the Required Information submitted by 
the Company in connection with all Subsequent Securitization Transactions 
proposed by the Company for inclusion within the Borrowing Base. The Company 
shall pay all reasonable attorney's fees incurred by the Lenders in connection 
with such review. Such Subsequent Securitization Transactions will become 
Eligible Securitization Transactions (and, accordingly, be included within the 
Borrowing Base) if all Lenders, in their sole discretion, are satisfied with the 
size, asset type and quality, business and legal terms and structure, 
documentation and legal opinions relating to and issued in connection with such 
Subsequent Securitization Transaction. Upon written notification from the 
Lenders (such notice to be issued within ten (10) Banking Days of confirmed 
receipt of all Required Information) to the Company that the Lenders are willing 
to include a Subsequent Securitization Transaction within the definition of 
Eligible Securitization Transactions for purposes of this Agreement (and the 
Borrowing Base), the Company will execute or cause to be executed all such 
documentation (including but not limited to amendments to this Agreement, the 
Security Agreement and such other Security Documents as may be required by the 
Lenders and any and all amendments to any agreements executed or to be executed 
in connection with such Subsequent Securitization Transactions) as may be 
designated by the Lenders. The Lenders shall have no obligation to include any 
Subsequent Securitization Transaction in the Borrowing Base until all such 
documentation shall have been fully executed and, if necessary, recorded or 
filed. The Company will pay all costs and expenses (including reasonable 
attorney's fees) incurred by the Lenders in connection with the inclusion of 
Subsequent Securitization Transactions within the Borrowing Base. The Company 
shall be deemed to have complied with this subsection 4.12 with respect to any 
                                           --------------- 
Subsequent Securitization Transaction which becomes a Rejected Transaction. 
 
Section 5. Affirmative Covenants. 
- -------------------------------- 
 
     So long as any of the Loans shall remain available to the Company, and 
until the principal of and interest on the Notes and all fees due hereunder and 
all of the Company's obligations to the Lenders shall have been paid in full, 
the Company agrees that: 
 
5.1 Financial Statements, etc. The Company will furnish or cause to be 
- ----------------------------- 
furnished to each Lender: 
 
     (a)   Within 90 days after the end of each fiscal year of the Company, (i) 
the audited consolidated and consolidating balance sheets of the Company and its 
Subsidiaries as at the end of such year, and (ii) the related audited 
consolidated and consolidating statements of income and surplus and cash flows 
for such year, setting forth in comparative form with respect to such 
consolidated financial statements figures for the previous fiscal year, all in 
reasonable detail, together with the opinion thereon of independent public 
accountants selected by the Company and satisfactory to the Lenders, which 
opinion shall be in a form generally recognized as unqualified and shall state 
that such financial statements have been prepared in accordance with GAAP 
applied on a basis consistent with that of the preceding fiscal year (except for 
changes, if any, which shall be specified and approved in such opinion) and that 
the audit by such accountants in connection with such financial statements has 
been made in accordance with generally accepted auditing standards related to 
reporting, provided that such accountants' certification may be limited to the 
           -------- 
consolidated financial statements in which case the consolidating financial 
statements shall be signed by the Chief Financial Officer of the Company; 
 
     (b)   (w) within 45 days after the end of each of the first three quarterly 
accounting periods in each fiscal year of the Company, (i) the unaudited 
consolidated balance sheets of the Company and its Subsidiaries as at the end of 
such period, and (ii) the related unaudited consolidated and consolidating 
statements of income and surplus and cash flows for such period and for the 
period from the beginning of the current fiscal year to the end of such period, 
all in reasonable detail and signed by a principal officer of the Company; (x) 
no later than the ninth business day of every month, a compliance certificate 
substantially in the form of Exhibit D attached hereto (the "Compliance 
                             ---------                       ---------- 
Certificate") signed by a principal officer of the Company and certifying that 
- ----------- 



 
  
no event or condition which constitutes a Default or Event of Default or Credit 
Trigger exists, and demonstrating the calculations used to determine compliance 
with the financial covenants listed in such Compliance Certificate; (y) no later 
than the seventh (7th) business day of every month, a Pool Summary report 
substantially in the form attached hereto as Exhibit F (the "Pool Summary 
                                             ---------       ------------ 
Report") and (z) within 30 days after the end of each month, a copy of the 
- ------ 
Company's monthly financial statement package for the immediately preceding 
month, such monthly financial statement package to contain statistical 
information on the financial performance of all securitization transactions 
including, but not limited to, the Eligible Securitization Transactions, and to 
be substantially in the form currently produced by the Company, with such 
changes as are reasonably satisfactory to the Lenders; 
 
     (c)   Together with the financial statements delivered pursuant to 
subparagraph (a) above, a statement signed by the accountants who have reported 
on the same to the effect that in connection with their examination of such 
financial statements they have reviewed the provisions of this Agreement and 
have no knowledge of any event or condition which constitutes a Default or Event 
of Default or, if they have such knowledge, specifying the nature and period of 
existence thereof, provided, however, that in issuing such statement, such 
                   -------- 
independent accountants shall not be required to go beyond normal auditing 
procedures conducted in connection with their opinion referred to above; 
 
     (d)   Promptly upon it becoming available, a copy of the Company's annual 
USAP Audit; 
 
     (e)   Promptly upon their becoming available, copies of all 10-Ks and 10-Qs 
and other periodic or special reports filed by the Company or any Subsidiary, or 
by any party in connection with any Eligible Securitization Transaction, with 
the SEC, or any such periodic or special reports filed with any other federal, 
state or local governmental agency or authority, if such other reports indicate 
any material change in the business, operations, affairs or conditions of the 
Company or any Subsidiary or if copies thereof are requested by any Lender, and 
copies of any material notices and other material communications from the SEC or 
from any other federal, state or local governmental agency or authority which 
specifically relate to the Company or any Subsidiary; 
 
     (f)   Forthwith upon any officer of the Company obtaining knowledge of any 
condition or event which constitutes a Default or Event of Default or Credit 
Trigger or which, after notice or lapse of time or both, would constitute a 
Credit Trigger, a certificate signed by such officer specifying in reasonable 
detail the nature and period of existence thereof and what action the Company 
has taken or proposes to take with respect thereto; 
 
     (g)   Promptly upon receipt thereof, copies of all audit reports and 
management letters, if any, submitted to the Company by independent public 
accountants in connection with each interim or special audit of the books of the 
Company made by such accountants and, upon request by any Lender, copies of all 
financial statements, reports, notices and proxy statements, if any, sent by the 
Company to its shareholders; 
 
     (h)   Immediately, notice of:  (i)  the institution or commencement of any 
action, suit, proceeding or investigation by or against or affecting the Company 
or any of its assets which, if determined adversely to the Company, could have a 
Material Adverse Effect; (ii)  any litigation or proceeding instituted by or 
against the Company, or any judgment, award, decree, order or determination 
relating to any litigation or proceeding involving the Company which could have 
a Material Adverse Effect; (iii) the imposition or creation of any lien against 
any asset of the Company except those in favor of the Agent for the benefit of 
the Lenders and those permitted by this Agreement; (iv) any reportable event 
under ERISA, together with a statement of the Company's chief executive officer, 
chief financial officer and/or controller as to the details thereof and a copy 
of its notice thereof to the PBGC; (v) any known release or threat of release of 
Hazardous Materials on or onto any site owned or operated by the Company or the 
incurrence of any expense or loss in connection therewith or upon the Company's 
obtaining knowledge of any investigation, action or the incurrence of any 
expense or loss by any governmental authority in connection with the containment 
or removal of any Hazardous Materials for which expense or loss the Company may 
be liable or potentially responsible; 



 
  
     (i)   Within 10 days after the end of each month (or the next succeeding 
Banking Day if the tenth day of any month is not a Banking Day), the servicer 
report for each Eligible Securitization Transaction, together with the Borrowing 
Base Report described in subsection 1.2(d) above; and 
                         -----------------            
 
     (j)   Immediately upon receipt or issuance by the Company, CPSRC, copies of 
all reports, covenant compliance certificates, budgets, projections, requests 
for waivers, notices of default, requests for amendments or other material 
correspondence issued in connection with or relating to the Subordinated 
Agreements, and, to the extent not inconsistent with any confidentiality 
provisions, any agreement to which FSA or any Affiliate of FSA is a party and 
any other agreement to which the Company or CPSRC is now or hereafter a party 
relating to Indebtedness for borrowed money. 
 
     In addition to the financial information described above, the Company will 
also furnish or cause to be furnished or made available to each Lender, (i) the 
Borrowing Base Report at the times required under subsection 1.2(e), (ii) upon 
                                                  ----------------- 
request of the Agent, the electronic records and computer tapes maintained by 
the Company summarizing the characteristics and distribution of the Automobile 
Contracts comprising the and (iii) such other information regarding the 
business, affairs and condition of the Company and its Subsidiaries, the 
Collateral, cash payments made by the Company or its Subsidiaries in respect of 
taxes and the scheduled amortization of the Residual Interest in 
Securitizations, as such Lender may from time to time reasonably request. The 
Company will permit each Lender to inspect and audit the books and records and 
any of the properties or assets of the Company and its Subsidiaries, not more 
than once per year prior to the occurrence of a Default or Event of Default or 
Credit Trigger, at the Lenders' expense, and after any such occurrence, at such 
times as any Lender may from time to time request, each such inspection to be at 
the Company's expense. 
 
5.2 Legal Existence; Franchises; Compliance with Laws. The Company will, and 
- ----------------------------------------------------- 
will cause each Subsidiary to: maintain its corporate existence and business; 
maintain all properties which are reasonably necessary for the conduct of such 
business, now or hereafter owned, in good repair, working order and condition; 
take all actions necessary to maintain and keep in full force and effect its 
rights and franchises, including the Licenses; and, except as otherwise provided 
herein, comply with all applicable statutes, rules, regulations and orders of, 
and all applicable restrictions imposed by, all governmental authorities in 
respect of the conduct of its business and the ownership of its properties in 
States in which the Company desires to continue business operations; provided 
                                                                     --------  
that (i) nothing in this subsection 5.2 shall be interpreted to restrict or in 
                         -------------- 
any manner affect the Company's or any Subsidiary's ability to elect to 
discontinue any line of business or to discontinue doing business in any State 
if the Company or such Subsidiary deems such discontinuance to be in its or 
their best interests, (ii) neither the Company nor any Subsidiary shall be 
required by reason of this subsection to comply therewith at any time while the 
Company or such Subsidiary shall be contesting its obligations to do so in good 
faith by appropriate proceedings promptly initiated and diligently conducted, 
and if it shall have set aside on its books such reserves, if any, with respect 
thereto as are required by GAAP and deemed adequate by the Company and its 
independent public accountants. The Company will not, and will not allow any 
Subsidiary to, amend the terms of its charter. 
 
5.3  Insurance. 
- -------------- 
 
     (a)   Business Interruption Insurance. Each of the Company and its 
Subsidiaries shall maintain with financially sound and reputable insurers 
insurance related to interruption of business, either for loss of revenues or 
for extra expense, in the manner customary for businesses of similar size 
engaged in similar activities. 
 
     (b)   Property Insurance. Each of the Company and its Subsidiaries shall 
keep its assets which are of an insurable character insured by financially sound 
and reputable insurers against theft and fraud and against loss or damage by 
fire, explosion and hazards insured against by extended coverage to the extent, 
in amounts and with deductibles at least as favorable as those generally 
maintained by businesses of similar size engaged in similar activities. 



 
  
     (c)   Liability Insurance. Each of the Company and its Subsidiaries shall 
maintain with financially sound and reputable insurers insurance against 
liability for hazards, risks and liability to persons and property, including 
errors and omission insurance, to the extent, in amounts and with deductibles at 
least as favorable as those generally maintained by businesses of similar size 
engaged in similar activities. 
 
     (d)   Requirements; Proceeds. Each insurance policy maintained pursuant to 
this subsection 5.3 pertaining to any of the Collateral or pursuant to 
     -------------- 
subsection 5.11 below shall: (i) name the Agent as an additional insured and 
- --------------- 
loss payee pursuant to a so-called "standard mortgagee clause" and provide that 
                                    ------------------------- 
all proceeds shall be payable to the Agent; (ii) provide that no action of the 
Company shall void such policy as to the Agent; and (iii) provide that the Agent 
shall be notified of any proposed cancellation of such policy at least thirty 
(30) days in advance of such proposed cancellation. Copies of all such policies 
shall be delivered to the Agent upon request. In the event of a casualty loss, 
the Company may apply the proceeds of any insurance to the restoration or 
replacement of the property or asset which was the subject of such loss, 
provided that (A) the Company shall have demonstrated to the reasonable 
- -------- 
satisfaction of the Lenders that such property or asset will be restored to 
substantially its previous condition or will be replaced by a substantially 
identical property or asset, and (B) the Agent shall have received, if requested 
by it, a favorable opinion from counsel for the Company, satisfactory in scope 
and form to the Agent (on behalf of the Lenders), as to the Lenders' having a 
prior security interest in and valid first lien on such restored or replaced 
property or asset. As further assurance for the payment and performance of the 
Loans and all other obligations hereunder, the Company hereby assigns to the 
Agents for the benefit of the Lenders all sums, including any returned or 
unearned premiums, which may become payable under any policy of insurance in 
respect of the Collateral and the Company hereby directs each insurer issuing 
any such policy to make such payment of such sums directly to the Agent. No loss 
or claim in excess of $250,000 shall be settled without the prior written 
consent of the Agent. 
 
 
5.4 Payment of Taxes. The Company will, and will cause each Subsidiary to, pay 
- -------------------- 
and discharge promptly as they become due and payable all taxes, assessments and 
other governmental charges or levies imposed upon it or its income or upon any 
of its properties or assets, or upon any part thereof, as well as all lawful 
claims of any kind (including claims for labor, materials and supplies) which, 
if unpaid, might by law become a lien or a charge upon its property; provided 
                                                                     -------- 
that neither the Company nor any Subsidiary shall be required to pay any such 
tax, assessment, charge, levy or claim if the amount, applicability or validity 
thereof shall currently be contested in good faith by appropriate proceedings 
promptly initiated and diligently conducted and if the Company or such 
Subsidiary, as the case may be, shall have set aside on its books such reserves, 
if any, with respect thereto as are required by GAAP and deemed appropriate by 
the Company and its independent public accountants. 
 
5.5 Payment of Other Indebtedness, etc. Except as to matters being contested in 
- -------------------------------------- 
good faith and by appropriate proceedings, and subject to the provisions of 
subsection 6.5 (Restricted Payments) and subsection 6.12 (Observance of 
- --------------                           --------------- 
Subordination Provisions) hereof, the Company will, and will cause each 
Subsidiary to, pay promptly when due, or in conformance with customary trade 
terms, all other Indebtedness and obligations incident to the conduct of its 
business, except where the failure to do so would not result in a Material 
Adverse Effect. 
 
5.6 Further Assurances. From time to time hereafter, the Company will execute 
- ---------------------- 
and deliver, or will cause to be executed and delivered, such additional 
instruments, certificates or documents, and will take all such actions, as the 
Agent may reasonably request, for the purposes of implementing or effectuating 
the provisions of this Agreement, the Security Documents or the Notes, or of 
more fully perfecting or renewing the rights of the Agent and the Lenders with 
respect to the Collateral pursuant hereto or thereto. Upon the exercise by the 
Lenders (or the Agent on their behalf) of any power, right, privilege or remedy 
pursuant to this Agreement or the Security Documents which requires any consent, 
approval, registration, qualification or authorization of any governmental 
authority or instrumentality, the Company will execute and deliver, or will 
cause the execution and delivery of, all applications, certifications, 



instruments and other documents and papers that the Agent or the Lenders may be 
required to obtain for such governmental consent, approval, registration, 



 
  
qualification or authorization. In the event the Company or any Subsidiary shall 
at any time or from time to time lease any additional real property, the Company 
will, if any Collateral is to be located at such premises and not available at 
the Company's Irvine, California headquarters, promptly execute and deliver, and 
cause to be executed and delivered by the Company's landlord, to the Lenders (or 
the Agent on their behalf) a landlord's consent relating to the Agent's access 
to the real property leased by the Company, regardless of any rental payment 
default by the Company or any of its Subsidiaries. 
 
5.7 Maintenance of Blocked Account; Eligible Securitization Transaction 
- ----------------------------------------------------------------------- 
Documents; Agreement to Hold in Trust. As of the Closing Date, the Company will 
- ------------------------------------- 
(i) establish a blocked account arrangement (the "Blocked Account") with the 
                                                  --------------- 
Agent and (ii) execute and cause to be executed by all necessary parties all 
such agreements or instruments as may be deemed necessary by the Lenders or the 
trustee or paying agent under each Eligible Securitization Transaction so as to 
ensure that such trustee or paying agent is directed to make payments due the 
Company, directly to the Blocked Account. All agreements, documents or 
instruments now or hereafter necessary to ensure that the Collateral and all 
proceeds thereof will be deposited directly into the Blocked Account, and to 
otherwise give effect to the transactions contemplated by this Agreement, 
including but not limited to, the Irrevocable Payment Directives, are referred 
to herein collectively as the "Eligible Securitization Transaction Documents". 
                               --------------------------------------------- 
To the extent that notwithstanding the Eligible Securitization Transaction 
Documents, the Company, CPSRC receives any amounts attributable to any Eligible 
Securitization Transaction which should, in accordance with Section 1.2(c), have 
been deposited in the Blocked Account, the Company will, and will cause CPSRC 
to, hold the same in trust for the Lenders immediately upon receipt thereof, and 
deliver the same to the Agent in the form received, together with the Company's 
or CPSRC's (as the case may be) endorsement thereon where necessary to permit 
collection thereof for deposit into the Blocked Account. 
 
5.8 Communication with Accountants. The Company authorizes the Lenders to 
- ---------------------------------- 
communicate directly with the Company's independent certified public accountants 
and authorizes those accountants to disclose to the Lenders any and all 
financial statements and other supporting financial documents and schedules. 
 
5.9 Performance of Servicing Duties; Clean-Up Calls. The Company shall, and 
- --------------------------------------------------- 
shall cause Alton Receivables Corp. ("ARC") and CPSRC to, comply in all material 
                                      --- 
respects with the provisions of its charter documents and by-laws and with the 
terms of the pooling and servicing agreements and other Eligible Securitization 
Documents relating to each Eligible Securitization Transaction, and perform the 
duties of servicer in compliance with the terms thereof. To the extent the 
Company, ARC or CPSRC has or shall have the right or ability to make a  
"clean-up" call under any Eligible Securitization Transaction, the Company, ARC 
 -------- 
or CPSRC will not take any such action if, after giving effect thereto, the 
aggregate outstanding principal balance of the Loans would exceed the Borrowing 
Base unless, simultaneously with the purchase pursuant to such "clean-up" call, 
                                                                -------- 
the Company pays down the outstanding Loans to an amount less than or equal to 
the Available Line Commitment after giving effect to such "clean-up" call. 
                                                           -------- 
 
5.10 Management. Schedule 5.10 attached hereto sets forth the names and titles 
- ---------------  ------------- 
of each officer and director of the Company. The Company will notify the Agent 
in writing of any change in or addition to such officers and directors of the 
Company. 
 
5.11 Funding of Cash Collateral Account. On the last business day of each 
- --------------------------------------- 
month, the Company shall cause the balance of the Cash Collateral Account to be 
equal to at least the greater of (i) $1,000,000 and (ii) the "Estimated Interest 
                                                              ------------------ 
Payment". For purposes of this Agreement, the Estimated Interest Payment shall 
- ------- 
equal the product of six times (6x) the balance of the Loans outstanding as of 
the immediately preceding month-end and the then-applicable interest rate for 
Prime-based Loans. 
 
5.12 Covenant to Secure Loans Equally. The Company covenants that if it shall 
- ------------------------------------- 



create or assume any Lien upon its property or assets, whether now owned or 
hereafter acquired, other than Liens permitted by the provisions of Section 6.2 
                                                                    ----------- 
(unless prior written consent to the creation or assumption thereof shall have 
been obtained), it will make or cause to be made effective provisions whereby 
the Loans will be secured by such 



 
  
Lien equally and ratably with any and all other Indebtedness thereby secured so 
long as any such other Indebtedness shall be so secured; provided that the 
                                                         -------- 
creation and maintenance of such equal and ratable Lien shall not in any way 
limit or modify the right of the Lenders to enforce the provisions of, and 
declare a Default or Event of Default under, Section 6.2. 
                                             ----------- 
 
Section 6.  Negative Covenants. 
- ------------------------------ 
 
     So long as any of the Loans shall remain available to the Company, and 
until the principal of and interest on the Notes and all fees due hereunder and 
all of the Company's obligations to the Lenders shall have been paid in full, 
the Company agrees that: 
6.1 Indebtedness. The Company will not, and will not permit any Subsidiary to, 
- ---------------- 
create, incur, assume or become or remain liable in respect of any Indebtedness, 
except: 
 
     (a)   Indebtedness to the Lenders hereunder; 
 
     (b)   (i)   Current liabilities of the Company (other than for borrowed 
money) incurred in the ordinary course of its business and in accordance with 
customary trade practices and (ii) deferred taxes which, in accordance with 
GAAP, are shown as a liability on the Company's balance sheet; 
 
     (c)   Existing Indebtedness of the Company or any Subsidiary referred to in 
Schedule 3.8 attached hereto, in not more than the respective unpaid principal 
- ------------ 
amounts thereof specified in such Schedule; 
 
 
     (d)   Indebtedness incurred by the Company and/or any Subsidiary relating 
to the Company's and/or the Subsidiary's warehousing financing lines of credit 
with (i) Variable Funding Capital Corporation, (ii) Redwood Receivables 
Corporation or (iii) future warehousing lenders, in connection with warehousing 
the Automobile Contracts in the ordinary course of business; 
 
     (e)   Unsecured Subordinated Debt; 
 
     (f)   Indebtedness arising from now existing or hereafter arising Capital 
Leases in an aggregate amount not to exceed $5,000,000; 
 
     (g)   Indebtedness incurred in connection with the acquisition of a 
building currently under construction (the "New Building"), located at Alton 
                                            ------------ 
Parkway and Laguna Canyon Road in Irvine, California and comprising 
approximately 115,000 square feet of rentable area, provided that such 
                                                    -------- 
Indebtedness shall not exceed the lesser of (i) 85% of the New Building's 
appraised value and (ii) $25,000,000; provided further that the Lenders shall 
                                      -------- 
hold a second priority mortgage on the New Building, which mortgage shall be 
subordinate only to the lien relating to the financing thereof; 
 
     (h)   Indebtedness of the Company or any Subsidiary secured as permitted 
by, and subject to the proviso to, subparagraph (c) of subsection 6.2; 
                                                       -------------- 
 
     (i)   Non-recourse Indebtedness of the Company using only the assets 
relating to a Rejected Transaction as collateral; and 
 
     (j)   Other unsecured Indebtedness which in the aggregate shall not exceed 
$4,000,000. 
 
6.2 Liens, etc. The Company will not, and will not permit any Subsidiary to, 
- -------------- 
directly or indirectly, create, incur, assume or suffer to exist, any mortgage, 
lien, charge or encumbrance on, or security interest in, or pledge of, or 
conditional sale or other title retention agreement (including any Capital 
Lease) with respect to, any real or personal property (tangible or intangible, 
now existing or hereafter acquired) including but not limited to the Collateral, 
except: 



 
  
     (a)   Any lien securing Indebtedness to the Lenders; 
 
     (b)   Liens for taxes not yet delinquent or being contested in good faith 
as provided in subsection 5.4; mechanics', workmen's, materialmen's or other 
               -------------- 
like liens arising in the ordinary course of business in respect of obligations 
which are not yet due or which are being contested in good faith (as to which 
adequate reserves have been established on the Company's books); and other liens 
or encumbrances incidental to the conduct of the business of the Company or any 
Subsidiary or to the ownership of their respective properties or assets, which 
were not incurred in connection with the purchase of property, borrowing of 
money or the obtaining of credit and which do not detract from the value of the 
properties or assets of the Company and its Subsidiaries or affect the use 
thereof in the operation of their business; 
 
     (c)   Financing statements filed by FSA against any Subsidiary in 
connection with any securitization transaction; 
 
     (d)   Purchase money mortgages, liens and other security interests, 
including Capital Leases, created in respect of property acquired by the Company 
after the date hereof or existing in respect of property so acquired prior to 
the date hereof, provided that (i) each such lien shall at all times be confined 
                 -------- 
solely to the item of property so acquired, and (ii) the aggregate principal 
amount of indebtedness secured by all such liens (whether incurred prior to or 
after the Closing Date) shall at no time exceed $5,000,000; 
 
     (e)   Liens granted by the Company or any of its Subsidiaries on the 
Automobile Contracts to secure the Indebtedness described in subsection 6.1(d); 
                                                             -----------------  
 
     (f)   Lien on the New Building relating to the financing thereof; 
 
     (g)   Liens in an amount not to exceed $1,000,000 securing the Indebtedness 
described in subsection 6.3(e) below, provided that such liens are at all times 
                                      -------- 
limited solely to cash collateral posted by the Company to secure such 
Indebtedness; and 
 
     (h)   Liens on assets relating to Rejected Transactions securing 
Indebtedness described in subsection 6.1(i) provided that such Indebtedness 
                          -------------------------- 
shall not exceed the lesser of (x) 80% of the Company's Investment in Credit 
Enhancements relating to such Rejected Transactions and (y) 8% of the aggregate 
outstanding Certificate Balance related to such Rejected Transactions, in each 
instance as reported on the most recently submitted Borrowing Base Certificate. 
 
6.3 Loans, Guarantees and Investments. The Company will not, and will not 
- ------------------------------------- 
permit any Subsidiary to, make or permit to remain outstanding any loan or 
advance to, or guarantee or endorse (except as a result of endorsing negotiable 
instruments for deposit or collection in the ordinary course of business) or 
otherwise assume or agree to purchase or otherwise remain liable with respect to 
any obligation of, or enter into any indemnification agreement or make or own 
any investment in, or acquire (except in the ordinary course of business) the 
properties or assets of, any Person, except: 
                                     ------ 
 
     (a)   Extensions of credit by the Company in connection with the Company's 
automobile finance business in accordance with existing and customary trade 
practices, including direct lending and bulk purchases of up to $30,000,000 of 
portfolios of Automobile Contracts; 
 
     (b)   The outstanding investments, loans and advances, if any, and the 
presently existing guarantees, if any, referred to in Schedule 3.8 attached 
                                                      ------------          
hereto; 
 
     (c)   Cash Equivalents; 
 
     (d)   Capital Expenditures, to the extent permitted by subsection 6.6; 
                                                            --------------  



 
  
     (e) Loans, advances and investments in an aggregate amount not exceed 
$1,000,000 necessary or appropriate for the hedging of interest rate risks on 
loans held for sale by the Company or its Subsidiaries in the ordinary course of 
business; and 
 
     (f) Indemnification Agreements in favor of Credit Enhancers or underwriters 
executed in connection with securitization transactions, or indemnifications 
contained in agreements entered into in the ordinary course of the Company's 
business and otherwise permitted under this Agreement. 
 
6.4  Collection Policies and Procedures.  The Company will not implement any  
- --------------------------------------- 
material change in its collection policies and procedures without first 
delivering written notice of such change and the reason therefor to the Lenders. 
 
6.5  Restricted Payments.  The Company will not, and will not permit any  
- ------------------------ 
Subsidiary to, directly or indirectly declare, order, pay or make any Restricted 
Payment or set aside any sum or property therefor if at the time of such 
proposed action or immediately after giving effect thereto, any Default or Event 
of Default exists, and unless expressly permitted by this subsection 6.5. 
                   ---                                    --------------  
 
     As used herein, the term "Restricted Payments" means (i) any dividend or 
                               -------------------                            
other distribution, direct or indirect, on or on account of any shares of any 
class of stock of the Company now or hereafter outstanding (other than dividends 
payable exclusively in shares of the Company's preferred stock); (ii) any 
redemption, purchase or other acquisition, direct or indirect, of any shares of 
any class of stock of the Company now or hereafter outstanding or of any 
warrants or rights to purchase any such stock (including, without limitation, 
the repurchase of any such stock or warrant or any refund of the purchase price 
thereof in connection with the exercise by the holder thereof of any right of 
rescission or similar remedies with respect thereto); and (iii) any payment in 
respect of Subordinated Debt. 
 
     Subject to the foregoing, the Company may:  (a) from time to time make 
Restricted Payments in the amount of scheduled (but not accelerated) payments 
                                                    ---                       
due the Subordinated Lenders under the Subordinated Agreements. 
 
6.6  Capital Expenditures.  The Company will not make, or permit any Subsidiary 
- ------------------------- 
to make, any Capital Expenditure during any fiscal year of the Company which 
exceeds $1,000,000 with respect to any particular project or $3,000,000 in the 
aggregate. 
 
6.7  Subsidiaries, Mergers, Acquisitions and Consolidations; Changes in  
- ----------------------------------------------------------------------- 
Business. The Company will not, and will not permit any Subsidiary to, without 
- -------- 
thirty (30) days prior written notice to the Lenders, create any additional 
Subsidiaries (provided, that the Company may from time to time create wholly- 
              -------- 
owned, so-called Bankruptcy remote special purpose Subsidiaries for the sole 
purpose of entering into subsequent securitization transactions), or enter into 
any merger, acquisition or consolidation (or any agreement relating to any 
merger, acquisition or consolidation) if the cost to the Company associated with 
such merger, acquisition or consolidation or the capital investment of the 
Company in such Subsidiaries created after the date of this Agreement exceeds 
thirty percent (30%) of its Net Worth. The Company and its Subsidiaries shall 
not, without the Lenders' consent, engage in any business other than automobile 
finance, mortgage finance, credit card finance, insurance and insurance finance. 
 
6.8  Sale of Assets.  The Company will not, and will not permit any Subsidiary 
- ------------------- 
to, sell, lease or otherwise dispose of any of its properties or assets if the 
aggregate fair market value of the assets that have been sold, leased or 
disposed of from the date of this Agreement through the date thereof is greater 
than or equal to fifteen percent (15%) of the Company's Net Worth, except for 
                                                                   ------ 
(a) bona fide sales of Automobile Contracts for fair value in the ordinary 
    ---- ---- 
course of business to a wholly-owned Subsidiary of the Company in connection 
with any warehouse credit facility, (b) bona fide cash sales of Automobile 
                                        ---- ---- 
Contracts originated as permitted by this Agreement, for fair value in the 
ordinary course of business in connection with securitization transactions and 
provided that proceeds of any such sales are used by the Company to repay any 



- -------- 
related loans under the 



 
  
applicable warehouse credit facility, if any, to the extent required thereby, 
(c) bona fide sales of repossessed automobiles, and (d) sales or other 
    ---- ---- 
dispositions in the ordinary course of business of obsolete or unusable property 
or assets (it being understood that Automobile Contracts and related receivables 
are excluded from this clause (d)) in each instance, without the prior written 
consent of the Majority Lenders, such consent not to be unreasonably withheld. 
 
6.9  Compliance with ERISA.  The Company will make, and will cause all 
- -------------------------- 
Affiliated Companies to make, all payments or contributions to employee benefit 
plans required under the terms thereof and in accordance with applicable minimum 
funding requirements of ERISA and the Code and applicable collective bargaining 
agreements. The Company will cause all employee benefit plans sponsored by any 
Affiliated Company to be maintained in material compliance with ERISA and the 
Code. The Company will not engage, and will not permit or suffer any Affiliated 
Company or any Person entitled to indemnification or reimbursement from the 
Company or any Affiliated Company to engage, in any prohibited transaction for 
which an exemption is not available. No Affiliated Company will terminate, or 
permit the PBGC to terminate, any employee benefit plan or withdraw from any 
multiemployer plan, in any manner which could result in material liability of 
any Affiliated Company. 
 
6.10 Transactions with Affiliates.  The Company will not, and will not permit 
- --------------------------------- 
any Subsidiary to, directly or indirectly, enter into any lease or other 
transaction with any shareholder or with any Affiliate of the Company or such 
shareholder, on terms that are less favorable to the Company or such Subsidiary 
than those which might be obtained at the time from Persons who are not such a 
shareholder or Affiliate. The Company shall not make any advance to any 
shareholder. 
 
6.11 Observance of Subordination Provisions, etc. The Company will not make, or 
- ------------------------------------------------ 
cause or permit to be made, any payments in respect of any Subordinated Debt, in 
contravention of the subordination provisions contained in the evidence of such 
Subordinated Debt or in contravention of any written agreement pertaining 
thereto, nor will the Company (a) amend, modify or change in any manner any of 
such subordination provisions without the prior written consent of the Majority 
Lenders or (b) amend, modify or change in any manner adverse to the interests of 
the Lenders any of the other provisions set forth in the agreements under which 
such Subordinated Debt is outstanding or contained in the instruments or 
agreements evidencing or relating to such Subordinated Debt. 
 
6.12 Environmental Liabilities.  The Company will not, and will not permit any  
- ------------------------------ 
Subsidiary to, violate any Environmental Laws or other requirement of law, rule 
or regulation regarding Hazardous Materials; and, without limiting the 
foregoing, the Company will not and will not permit any Subsidiary or any other 
Person to, dispose of any Hazardous Material into or onto, or (except in 
accordance with applicable law) from, any real property owned, leased or 
operated by the Company or any Subsidiary or in which the Company or any 
Subsidiary holds, directly or indirectly, any legal or beneficial interest or 
estate, nor allow any lien imposed pursuant to any law, regulation or order 
relating to Hazardous Materials or the disposal thereof to be imposed or to 
remain on such real property, except for liens being contested in good faith by 
appropriate proceedings and for which adequate reserves have been established 
and are being maintained on the books of the Company and its Subsidiaries. 
 
6.13 Fiscal Year.  The Company will not change its fiscal year end from December 
- ---------------- 
31 without prior written notice to the Agent. 
 
6.14 Amendments to Eligible Securitization Transaction Documents.  The Company 
- ---------------------------------------------------------------- 
will not, and will not permit ARC, CPSRC or any other Subsidiary to amend, 
modify or change (or consent to any such amendment, modification or change) in 
any manner adverse to the interests of the Lenders any of the provisions set 
forth in the Eligible Securitization Transaction Documents without the prior 
written consent of the Lenders. Without limiting the foregoing, the Company will 
not consent or agree, without the Lenders' consent, to any increase in the 
amount on deposit in any Spread Account so as to maintain the rating of the 
related securitization transaction. 



 
  
6.15 Back-Up Servicer.  The Company shall not change its back-up servicer from 
- --------------------- 
Norwest Bank Minnesota, National Association without the written consent of the 
Lenders. 
 
6.16 Balance of Outstanding Loans.  At no time shall the aggregate balance of  
- --------------------------------- 
all Loans outstanding hereunder exceed eighty-five percent (85%) of the 
aggregate cash balance in Investments in Credit Enhancements relating to 
Eligible Securitization Transactions. 
 
Section 7.  Financial Covenants.  So long as any of the Loans shall remain  
- ------------------------------- 
available to the Company, and until the principal of and interest on the Notes 
and all fees and other amounts due hereunder and all of the Company's 
obligations to the Lenders shall have been paid in full, the Company agrees as 
follows. (For purposes of this Section 7, all references to the Company shall 
                               --------- 
refer collectively to the Company and the Consolidated Subsidiaries.) 
 
7.1  Total Senior Liabilities to Capital Funds Ratio.  The Company will not on  
- ---------------------------------------------------- 
the last day of any month permit the ratio of (a) its Total Senior Liabilities 
to (b) its Capital Funds, to be greater than 3.5:1.0. 
 
7.2  Minimum Cash Balance.  Without giving credit to the cash balance in the  
- ------------------------- 
Cash Collateral Account, the Company will maintain a minimum balance of 
unrestricted cash, Cash Equivalents and/or availability under the Available Line 
Commitment on the last day of each month during the term of this Agreement of at 
least $500,000. 
 
7.3  Minimum Net Worth. The Company will not permit its Net Worth as of the last 
- ---------------------- 
day of the fiscal quarter of the Company ending December 31, 1997 to be less 
than $80,000,000. The Company will not permit its Net Worth as of the last day 
of any fiscal quarter of the Company ending after December 31, 1997 to be less 
than an amount equal to (x) $80,000,000 plus, (y) on a cumulative basis, an 
                                        ---- 
amount equal to fifty percent (50%) of the Company's positive Net Income during 
each such fiscal quarter ending after December 31, 1997. The minimum Net Worth 
covenant amount shall never decrease, regardless of whether the Company shall 
have negative Net Income during any fiscal quarter. 
 
7.4  Minimum Subordinated Debt Plus Net Worth.  The Company will not permit (i) 
- --------------------------------------------- 
as of the last day of the fiscal quarter ending December 31, 1997 the principal 
amount of Subordinated Debt plus the Company's Net Worth to be less than 
                            ---- 
$135,000,000. The Company will not permit the principal amount of Subordinated 
Debt plus the Company's Net Worth, as of the last day of any fiscal quarter 
     ---- 
ending after December 31, 1997, to be less than an amount equal to (x) 
$135,000,000 plus, (y) on a cumulative basis, an amount equal to fifty percent 
             ---- 
(50%) of the Company's positive Net Income during each fiscal quarter ending 
after December 31, 1997. The minimum Subordinated Debt plus Net Worth covenant 
amount shall never decrease, regardless of whether the Company shall have 
negative Net Income during any fiscal quarter. 
 
7.5  Limitation on Quarterly Losses.  The Company will not permit its Net Income 
- ----------------------------------- 
to be less than $0.00 for any two fiscal quarters during any rolling period of 
four consecutive fiscal quarters of the Company. 
 
7.6  Minimum Servicing Balance.  The Company shall at all times maintain a  
- ------------------------------ 
Minimum Servicing Balance of at least $700,000,000. 
 
Section 8.  Defaults; Credit Triggers; Remedies. 
- ----------------------------------------------- 
 
8.1  Events of Default; Acceleration.  If any of the following events (each an  
- ------------------------------------ 
"Event of Default") shall occur: 
 ---------------- 
 
     (a) The Company shall default in the payment of principal of or interest on 
any Note or any other fee due hereunder when the same becomes due and payable, 



whether at maturity or at a date fixed for the payment of any installment or 
prepayment thereof or otherwise; provided that in the case of a payment due 
                                 --------                                   
pursuant to subsection 1.8(b), the Company shall make such payment within two 
            -----------------                                                 
(2) Banking Days after becoming aware that the outstanding principal amount of 
the Loans exceeds the Available Line Commitment; 



 
  
or 
 
     (b) The Company shall default in the performance of or compliance with any 
term contained in Section 6 (and such default shall continue for five (5) 
                   --------                                               
business days) or Section 7; or 
                  ---------     
 
     (c) The Company shall default in the performance of or compliance with any 
material term contained herein other than those referred to above in this 
Section 8 and such default shall not have been remedied within 30 days after 
- ---------                                                                    
written notice thereof shall have been given to the Company by the Agent (on the 
Lenders' behalf); or 
 
     (d) The Company, any Subsidiary or any shareholder of the Company which is 
a party to any of the Security Documents shall default in the performance of or 
compliance with any term contained in the Security Documents or in the 
performance of or compliance with any term contained in any other written 
agreement with the Lenders or the Agent on the Lenders' behalf, and such default 
shall continue for more than the grace period, if any, specified therein and 
shall not have been waived pursuant thereto; or 
 
     (e) Any representation or warranty made by the Company herein or pursuant 
hereto shall prove to have been false or incorrect in any material respect when 
made; or 
 
     (f) The Company or any Subsidiary shall default in any payment due on any 
Indebtedness in respect of borrowed money, any Capital Lease or the deferred 
purchase price of property with a principal balance, lease balance or purchase 
price (as the case may be) in excess of $1,000,000 outstanding as of the date of 
such default, and such default shall continue for more than the grace period, if 
any, applicable thereto, or in the performance of or compliance with any term of 
any evidence of such Indebtedness or of any mortgage, indenture or other 
agreement relating thereto, and any such default shall continue for more than 
the grace period, if any, specified therein and shall not have been waived 
pursuant thereto; or 
 
     (g) The Company shall discontinue its business or the Company or any 
Subsidiary shall make an assignment for the benefit of creditors, or shall fail 
generally to pay its debts as such debts become due, or shall apply for or 
consent to the appointment of or taking possession by a trustee, receiver or 
liquidator (or other similar official) of the Company or such Subsidiary or any 
substantial part of the property of the Company or such Subsidiary, or shall 
commence a case or have an order for relief entered against it under the federal 
Bankruptcy laws, as now or hereafter constituted, or any other applicable 
federal or state bankruptcy, insolvency or other similar law, or if the Company 
or any Subsidiary shall take any action to dissolve or liquidate the Company or 
such Subsidiary; or 
 
     (h) If, within 60 days after the commencement against the Company or any 
Subsidiary of a case under the federal Bankruptcy laws, as now or hereafter 
constituted, or any other applicable federal or state Bankruptcy, insolvency or 
other similar law, such case shall have been consented to or shall not have been 
dismissed or all orders or proceedings thereunder affecting the operations or 
the business of the Company and such Subsidiary stayed, or if the stay of any 
such order or proceeding shall thereafter be set aside, or if within 60 days 
after the entry of a decree appointing a trustee, receiver or liquidator (or 
other similar official) of the Company or any Subsidiary or any substantial part 
of the property of the Company or such Subsidiary, such appointment shall not 
have been vacated; or 
 
     (i) A final judgment (which, with other outstanding final judgments against 
the Company and its Subsidiaries, exceeds insurance coverage, if any, 
acknowledged in writing by the insurer by an aggregate of $250,000) shall be 
rendered against the Company or any Subsidiary and if, within 60 days after 
entry thereof, such judgment shall not have been discharged or execution thereof 
stayed pending appeal, or if, within 60 days after the expiration of any such 
stay, such judgment shall not have been discharged, or if any such judgment 
shall not be discharged forthwith upon the commencement of proceedings to 
foreclose any lien, attachment or charge which may attach as security therefor 
and before any of the property or assets of the Company or any Subsidiary shall 
have been seized in satisfaction thereof; or 



 
  
     (j) If (i) the Company is replaced as servicer of any Eligible 
Securitization Transaction, or any other event or condition occurs or exists 
which in the Lenders' reasonable judgment impairs or creates a material risk of 
impairment of the Company's legal right to receive payments in respect of the 
Collateral, or (ii) the Company ceases to own 100% of the capital stock of 
CPSRC, FundCo or WareCo or (iii) if the Company or any Subsidiary loses, fails 
to keep in force, suffers the termination or revocation of or terminates, 
forfeits or suffers an amendment to any License which could have a Material 
Adverse Effect on the operations of the Company or such Subsidiary; or 
 
     (k) If Charles E. Bradley, Jr. ceases to be and perform the duties of Chief 
Executive Officer and President of the Company, and is not replaced by a Chief 
Executive Officer and/or President acceptable in the reasonable discretion of 
the Board of Directors of the Company within sixty (60) days; or 
 
     (l) Without limiting any provision set forth above in this subsection 8.1, 
                                                                --------------  
if the Company, ARC or CPSRC shall fail to perform or observe any of its 
obligations under any of the Loan Documents or the Eligible Securitization 
Transaction Documents, and such failure could reasonably be expected to have a 
Material Adverse Effect on the Company or CPSRC, or if the validity of this 
Agreement, the Notes, any Security Document or other Loan Document, or of any 
Eligible Securitization Transaction Document, or the Subordinated Agreements 
shall be challenged or disaffirmed by any party hereto or thereto, or shall in 
any manner cease to be in full force and effect (other than pursuant to its 
expiration or termination in accordance with its terms), or if any notice of 
default shall be issued hereunder or thereunder by any party hereto or thereto; 
then, and in any such event, and at any time thereafter, either or both of the 
following actions may be taken:  the Majority Lenders may by written notice to 
the Company, (i) declare the principal of and accrued interest in respect of the 
Notes to be forthwith due and payable, whereupon the principal of and accrued 
interest in respect of the Notes shall become forthwith due and payable without 
presentment, demand, protest or other notice of any kind, all of which are 
hereby expressly waived by the Company, and/or (ii) terminate the Total 
Commitment, whereupon the Total Commitment of the Lenders (and the Commitment of 
each individual Lender) to make Loans hereunder shall forthwith terminate 
without any other notice of any kind; provided that, in the case of an Event of 
                                      --------                                  
Default arising by reason of the occurrence of any event described in 
subsections 8.1(g) or 8.1(h), such actions shall be deemed to have been 
- ----------------------------                                            
automatically taken by the Lenders and all obligations of the Company to the 
Lenders shall forthwith automatically become due and payable without 
presentment, demand, protest or notice of any kind, all of which are hereby 
expressly waived by the Company.  Without limiting any provision of this 
Agreement or any Security Document, a Default or Event of Default hereunder 
shall also constitute a Default or Event of Default under each Security 
Document. 
 
8.2  Remedies on Default, etc.  In case any one or more Events of Default shall  
- ----------------------------- 
occur and be continuing, the Agent and the Lenders may proceed to protect and 
enforce their rights by an action at law, suit in equity or other appropriate 
proceeding, whether for the specific performance of any agreement contained 
herein or in any Note or Security Document, or for an injunction against a 
violation of any of the terms hereof or thereof, or in aid of the exercise of 
any power granted hereby or thereby or by law. In case of a default in the 
payment of any principal of or interest on any Note, or in the payment of any 
fee due hereunder, the Company will pay to the Lenders such further amount as 
shall be sufficient to cover the cost and expense of collection, including, 
without limitation, reasonable attorneys' fees, expenses and disbursements. No 
course of dealing and no delay on the part of the Agent or the Lenders in 
exercising any right shall operate as a waiver thereof or otherwise prejudice 
the rights of the Agent or the Lenders. No right conferred hereby or by any Note 
or Security Document upon the Lenders shall be exclusive of any other right 
referred to herein or therein or now or hereafter available at law, in equity, 
by statute or otherwise. 
 
8.3  Credit Triggers.  If any of the following events (each a "Credit Trigger") 
- --------------------                                           -------------- 
shall occur with respect to (i) any Eligible Securitization Transaction (for 
subsections (a), (b) and (d) hereof), or (ii) the Borrower's entire servicing 
portfolio (for subsections (c), (e) and (f) hereof: 



 
  
     (a) The Cumulative Net Loss Rate and the Cumulative Default Rate for each 
Eligible Securitization Transaction which is currently in the month listed at 
left may not exceed the Cumulative Net Loss Rate or Cumulative Default Rate as 
set forth below: 
 
 
 
     --------------------------------------------------------------------- 
      Number of Months Since Closing of     Cumulative Net     Cumulative 
     Eligible Securitization Transaction      Loss Rate       Default Rate 
     -----------------------------------    --------------    ------------ 
                                                         
                      1-6                        3.5%              7.0% 
     --------------------------------------------------------------------- 
                      7-9                        4.5%              9.0% 
     --------------------------------------------------------------------- 
                     10-12                       6.0%             12.0% 
     --------------------------------------------------------------------- 
                     13-15                       8.0%             16.0% 
     --------------------------------------------------------------------- 
                     16-18                       9.0%             18.0% 
     --------------------------------------------------------------------- 
                     19-21                      10.0%             20.0% 
     --------------------------------------------------------------------- 
                     22-24                      11.0%             21.5% 
     --------------------------------------------------------------------- 
                     25-27                      11.5%             22.5% 
     --------------------------------------------------------------------- 
                     28-30                      12.0%             24.0% 
     --------------------------------------------------------------------- 
                     31-33                      12.5%             25.0% 
     --------------------------------------------------------------------- 
                     34-36                      13.0%             26.0% 
     --------------------------------------------------------------------- 
                     37-42                      13.5%             28.0% 
     --------------------------------------------------------------------- 
                     43-45                      14.0%             29.0% 
     --------------------------------------------------------------------- 
                  46-maturity                   14.5%             30.0% 
     --------------------------------------------------------------------- 
 
 
or 
 
     (b) There shall occur any Insurance Agreement Event of Default (or other 
event or condition, however defined, which has a substantially similar meaning 
to the term "Insurance Agreement Event of Default" as defined in each of the 
             ------------------------------------                            
Insurance and Indemnity Agreements among the Company, CPSRC and FSA as in effect 
on the date hereof), under any agreement between the Company and any Credit 
Enhancer, or any Default or Event of Default, under and as defined in any 
Eligible Securitization Transaction Document; or 
 
     (c)  Amount in Repossession.  The amount attributable to repossessed 
automobiles (where such repossessions were by or at the Company's direction) 
exceeds five percent (5%) of the aggregate Gross Principal Balance; or 
 
     (d)  Average 30-Day Delinquencies.  For each Eligible Securitization 
Transaction, the average of the previous three month end dollar amounts of (x) 
Thirty (30) Day Delinquencies divided by (y) the principal amount of notes or 
                              ---------- 
certificates issued in connection with such Eligible Securitization Transaction 
and outstanding on the last day of each month exceeds nine and one-half percent 
(92%), provided that the amount attributable to repossessed automobiles shall 
       -------- 
not be included in the numerator or the denominator of such calculation; or 
 
     (e) The number of accounts with respect to which the Company grants a 
deferral or extension in any month exceeds two percent (2%) of the aggregate 
number of the contracts in the servicing portfolio as of that month's end; or 



 
  
     (f) The cumulative number of accounts with respect to which the Company 
grants a deferral or extension exceeds eighteen percent (18%) of the contracts 
in the Company's aggregate servicing portfolio; then, without notice to the 
Company or any other required action or notice by the Lenders, (i) the 
obligations of the Lenders to make Revolving Credit Loans shall immediately 
terminate and (ii) at the election of the Majority Lenders, the date of 
occurrence of the Credit Trigger shall be deemed the Conversion Date for all 
purposes of this Agreement and the Security Documents, and the outstanding 
principal balance of the Notes shall immediately begin amortizing in accordance 
with the applicable provisions of this Agreement. The Company shall immediately 
repay the Loans in an amount sufficient to cause the outstanding balance of the 
Loans not to exceed the Available Line Commitment. 
 
Section 9.  Definitions; Certain Rules of Construction.  Certain capitalized  
- ------------------------------------------------------ 
terms are used in this Agreement and in the other Loan Documents with the 
specific meanings defined below in this section 9. Except as otherwise 
                                        --------- 
explicitly specified to the contrary or unless the context clearly requires 
otherwise, (a) the capitalized term "Section" refers to section of this 
                                     -------                            
Agreement, (b) the capitalized term "Exhibit" refers to exhibits to this 
                                     -------                             
Agreement, (c) refers to a particular section included in subsections thereof, 
(d) the word "including" shall be construed as "including without limitation", 
              ---------                         ----------------------------   
(e) accounting terms not otherwise defined herein have the meaning provided 
under GAAP, (f) terms defined in the UCC and not otherwise defined herein have 
the meaning provided under the UCC, (g) references to particular statute or 
regulation include all rules and regulations thereunder and any successor 
statute, regulation or rules, in each case as from time to time in effect and 
(h) references to a particular Person include such Person's successors and 
assigns to the extent not prohibited by this Agreement and the other Loan 
Documents. 
 
          Affiliate:  as applied to any Person, a spouse or relative of such 
          ---------                                                          
Person, any member, director or officer of such Person, any corporation, 
association, firm or other entity of which such Person is a member, director or 
officer, and any other Person directly or indirectly controlling, controlled by 
or under direct or indirect common control with such Person. 
 
          Affiliated Company:  the meaning specified in subsection 3.15. 
          ------------------                            ---------------  
 
          Agent:  the meaning specified at the beginning of this Agreement. 
          -----                                                             
 
          Agreed Upon Accounting Procedures:  shall mean the accounting 
          ---------------------------------                             
methodology employed by the Company in connection with the Company's audited 
financial statements for the fiscal year of the Company ended December 31, 1997. 
 
          Applicable LIBOR Rate:  the meaning specified in subsection 1.3. 
          ---------------------                            --------------  
 
          Applicable Prime Rate:  the meaning specified in subsection 1.3. 
          ---------------------                            --------------  
 
          ARC:  the meaning specified in subsection 5.9. 
          ---                            --------------  
 
          Assignment and Acceptance:  the meaning specified in subsection 14.12. 
          -------------------------                            ---------------- 
 
          Automobile Contracts:  installment sale contracts and security 
          --------------------                                           
interests, secured by automobiles, light trucks and vans. 
 
          Available Line Commitment:  the meaning specified in subsection 1.2. 
          -------------------------                            --------------  
 
          Banking Day:  any day, excluding Saturday and Sunday and excluding any 
          -----------                                                            
other day which shall be in Boston, Massachusetts, a legal holiday or a day on 
which Banking institutions are authorized by law to close. 



 
  
          Base Servicing Fees:  the two percent (2%) servicing fee paid to the 
          -------------------                                                  
Company in connection with and under the terms of the applicable indenture, 
pooling and servicing agreement or other agreement executed in connection with 
any transaction. 
 
          Blocked Account:  the meaning specified in subsection 5.7. 
          ---------------                            --------------  
 
          Borrowing Base:  the meaning specified in subsection 1.2. 
          --------------                            --------------  
 
          Borrowing Base Report:  the meaning specified in subsection 1.2. 
          ---------------------                            --------------  
 
          Borrowing Request:  the meaning specified in subsection 1.2(b). 
          -----------------                            -----------------  
 
          Capital Expenditure:  any payment made directly or indirectly for the 
          -------------------                                                   
purpose of acquiring or constructing fixed assets, real property or equipment 
which in accordance with GAAP would be added as a debit to the fixed asset 
account of the Person making such expenditure, including without limitation, 
amounts paid or payable under any conditional sale or other title retention 
agreement or under any lease or other periodic payment arrangement which is of 
such a nature that payment obligations of the lessee or obligor thereunder would 
be required by GAAP to be capitalized and shown as liabilities on the balance 
sheet of such lessee or obligor. 
 
          Capital Funds:  shall mean the sum of the Company's Net Worth plus the 
          -------------                                                          
aggregate balance of all Subordinated Debt (including accrued but unpaid 
interest). 
 
          Capital Lease:  any lease of property (real, personal or mixed) which, 
          -------------                                                          
in accordance with GAAP, should be capitalized on the lessee's balance sheet or 
for which the amount of the asset and liability thereunder as if so capitalized 
should be disclosed in a note to such balance sheet. 
 
          Cash Collateral Account:  the meaning specified in subsection 1.9. 
          -----------------------                            --------------  
 
          Cash Equivalents:  (a) negotiable certificates of deposit, time 
          ----------------                                                
deposits (including sweep accounts), demand deposits and Lenders' acceptances 
having a maturity of nine months or less and issued by any United States 
financial institution having capital and surplus and undivided profits 
aggregating at least $100,000,000 and rated Prime-1 by Moody's Investors 
Service, Inc. or A-1 by Standard & Poor's Ratings Group or issued by the Agent; 
(b) corporate obligations having a maturity of nine months or less and rated 
Prime-1 by moody's Investors Service, Inc. or A-1 by Standard & Poor's Ratings 
Group or issued by the Agent; (c) any direct obligation of the United States of 
America or any agency or instrumentality thereof, or of any state or 
municipality thereof, (i) which has a remaining maturity at the time of purchase 
of not more than one year or which is subject to a repurchase agreement with any 
Lender (or any other financial institution referred to in clause (a) above) 
exercisable within one year from the time of purchase and (ii) which, in the 
case of obligations of any state or municipality, is rated AA or better by 
Moody's Investors Services, Inc. or AA or better by Standard & Poor's Ratings 
Group; and (d) any mutual fund or other pooled investment vehicle rated AA or 
better by Moody's Investors Service, Inc. or AA or better by Standard & Poor's 
Ratings Group which invests principally in obligations described above. 
 
          Certificate Balance:  when used in connection with an Eligible 
          -------------------                                            
Securitization Transaction, shall mean the aggregate outstanding balance of 
notes or certificates issued by a special purpose, wholly owned, bankruptcy- 
remote subsidiary of the Company, relating to such Eligible Securitization 
Transactions (except with respect to FASCO Auto Trust 1996-1 and CPS Grantor 
Trust 1998-1 in which case it shall mean notes or certificates issued through 
FASCO Auto Trust 1996-1 and CPS Grantor Trust 1998-1) and when used in 
connection with Rejected Transactions, shall mean the aggregate outstanding 
balance of notes or certificates issued by a special purpose, wholly owned, 
bankruptcy-remote subsidiary of the Company relating to such Rejected 
Transactions. 
 
          Closing Balance Sheet:  the meaning specified in subsection 3.4. 
          ---------------------                            --------------  



 
  
          Closing Date:  shall mean April 30, 1998. 
          ------------                              
 
          Code:  the meaning specified in subsection 3.15. 
          ----                            ---------------  
 
          Collateral:  the meaning specified in subsection 1.9. 
          ----------                            --------------  
 
          Collection Account:  shall mean each account maintained by the trustee 
          ------------------                                                     
or the servicer under the to accumulate principal and interest payment 
received from the underlying obligations on the Automobile Contracts relating to 
the. 
 
          Commitment:  the meaning specified in subsection 1.1. 
          ----------                            --------------  
 
          Commitment Fee:  the meaning specified in subsection 1.6. 
          --------------                            --------------  
 
          Company:  the meaning specified at the beginning of this Agreement. 
          -------                                                             
 
          Compliance Certificate:  the meaning specified in subsection 5.1. 
          ----------------------                                            
 
          Consents:  the meaning specified in subsection 3.13. 
          --------                            ---------------  
 
          Consolidated Subsidiaries:  shall mean collectively, FundCo, WareCo, 
          -------------------------                                            
CPSRC and ARC. 
 
          Conversion Date:  the meaning specified in subsection 1.1. 
          ---------------                            --------------  
 
          CPSRC:  the meaning specified in subsection 1.9. 
          -----                            --------------  
 
          Credit Enhancer:  as of the Closing Date, means FSA, and after the 
          ---------------                                                    
Closing Date shall mean FSA and/or any other entity which is not an Affiliate of 
the Company that issues any surety bond, letter of credit or other credit 
enhancement in connection with any securitization transaction in which the 
Company (or an Eligible Subsidiary of the Company) is the issuer. 
 
          Credit Trigger:  the meaning specified in subsection 8.3. 
          --------------                            --------------  
 
          Cumulative Default Rate:  shall have the meaning specified in the 
          -----------------------                                           
Master Spread Account Agreement between the Company and FSA in the form attached 
hereto as Exhibit G, without giving effect to any amendment or modification 
          ---------                                                         
thereof. 
 
          Cumulative Net Loss Rate:  shall have the meaning specified in the 
          ------------------------                                           
Master Spread Account Agreement between the Company and FSA in the form attached 
hereto as Exhibit G without giving effect to any amendment or modification 
          ---------                                                        
thereof. 
 
          Default:  any event or condition which, with the giving of notice or 
          -------                                                              
the expiration of any applicable grace period, or both, would constitute an 
Event of Default. 
 
          Eligible Assignee:  Any of (a) a commercial Lender organized under the 
          -----------------                                                      
laws of the United States, or any state thereof or the District of Columbia, and 
having total assets in excess of $1,000,000,000; (b) a savings and loan 
association or savings Lender organized under the laws of the United States, or 
any state thereof or the District of Columbia, and having a net worth of at 
least $100,000,000, calculated in accordance with GAAP; (c) a commercial Lender 
organized under the laws of any other country which is a member of the 
Organization for Economic Cooperation and Development (the "OECD"), or a 
                                                            ---- 



political subdivision of any such country, and having total assets in excess of 
$1,000,000,000, provided that such Lender is acting through a branch or agency 
located in 



 
  
the country in which it is organized or another country which is also a member 
of the OECD; (d) any Affiliate of The Prudential Insurance Company of America; 
(e) the central Lender of any country which is a member of the OECD; and (f) if, 
a Default, Event of Default or Credit Trigger has occurred and is continuing, 
any other Lender, insurance company, commercial finance company or other 
financial institution or other Person approved by the Agent, such approval not 
to be unreasonably withheld. 
 
          Eligible Securitization Transactions:  shall mean, collectively, CPS 
          ------------------------------------                                 
Auto Grantor Trust 1995-3, CPS Auto Grantor Trust 1995-4, CPS Auto Grantor Trust 
1996-1, FASCO Auto Grantor Trust 1996-1, CPS Auto Grantor Trust 1996-2, CPS Auto 
Grantor Trust 1996-3, CPS Auto Grantor Trust 1997-1, CPS Auto Grantor Trust 
1997-2, CPS Auto Receivables Trust 1997-3, CPS Auto Receivables Trust 1997-4, 
CPS Auto Receivables Trust 1997-5 and, CPS Grantor Trust 1998-1, together with 
any other securitization transaction at any time included for purposes of 
calculating the Borrowing Base, provided, that upon the occurrence and during 
                                --------                                      
the continuance of a "Trigger Event" (as such term is defined in any pooling and 
                      -------------                                              
servicing agreement, reimbursement agreement or other agreement executed in 
connection with any Eligible Securitization Transaction) or Event of 
Default/Credit Trigger under this Agreement or under any of the foregoing, such 
securitization transaction shall immediately be removed from the Borrowing Base 
for purposes of calculating the Available Line Commitment. 
 
          Eligible Securitization Transaction Documents:  the meaning specified 
          ---------------------------------------------                         
in subsection 5.7. 
   --------------  
 
          Eligible Subsidiaries:  any of the Company's wholly-owned, special 
          ---------------------                                              
purpose, bankruptcy remote Subsidiaries (i) whose stock is pledged in its 
entirety to the Agent and (ii) which is the issuer of, or depositor in respect 
of notes or certificates in any securitization transaction which is or becomes 
an Eligible Securitization Transaction in accordance with Section 4.12. 
                                                          ------------  
 
          Environmental Laws:  the Resource Conservation and Recovery Act, the 
          ------------------                                                   
Comprehensive Environmental Response, Compensation and Liability Act of 1980, as 
amended, the Superfund Amendments and Reauthorization Act of 1986, the Federal 
Water Pollution Control Act, the Federal Clean Water Act, the Federal Clean Air 
Act, the Toxic Substances Control Act and any other federal, state or local 
statute, regulation, ordinance, order or decree relating to health, safety 
and/or the environment, as now or hereafter in effect. 
 
          ERISA:  the meaning specified in subsection 3.15. 
          -----                            ---------------  
 
          Estimated Interest Payment:  the meaning specified in subsection 5.11. 
          --------------------------                            ---------------  
 
          Event of Default:  the meaning specified in section 8. 
          ----------------                            ---------  
 
          FSA:  the meaning specified in subsection 1.9. 
          ---                            --------------  
 
          FSA Intercreditor Agreements:  the meaning specified in subsection  
          ----------------------------                            ---------- 
1.9. 
- --- 
 
          FundCo:  the meaning specified in subsection 1.9. 
          ------                            --------------  
 
          Future Servicing Cash Flows:  means as of any date of determination 
          ---------------------------                                         
the present value on such date of the difference between the cash collected from 
obligors on Automobile Contracts in each Eligible Securitization Transaction and 
the sum of (i) principal and interest passed-through on the certificates issued 
to investors in the Eligible Securitization Transaction, (ii) a two percent (2%) 
annual servicing fee and (iii) other expenses, including trustee fees, 
collateral agent fees, standby servicing fees, surety bond premiums and the 
underwriter's discount. 
 
          GAAP:  shall mean generally accepted accounting principles, 



          ----                                                        
consistently applied. 



 
  
          Gross Principal Balance:  shall mean the outstanding principal balance 
          -----------------------                                                
of the Automobile Contracts  plus unearned finance charges. 
 
          Hazardous Material:  (a) any asbestos or insulation or other material 
          ------------------                                                    
composed of or containing asbestos and (b) any petroleum product and any 
hazardous, toxic or dangerous waste, substance or material defined as such in 
(or for purposes of) the Comprehensive Environmental Response, Compensation and 
Liability Act, any so-called "Superfund" or "Superlien" law, or any other 
                              ---------      ---------                    
applicable federal, state, local or other statute, law, ordinance, code, rule, 
regulation, order or decree regulating, relating to, or imposing liability or 
standards of conduct concerning, any hazardous, toxic or dangerous waste, 
substance or material, as now or at any time hereafter in effect. 
 
          Indebtedness:  as applied to any Person, (i) all items (except items 
          ------------                                                         
of capital or surplus or of retained earnings) which in accordance with GAAP 
would be included in determining total liabilities as shown on the liability 
side of the balance sheet of such Person as of the date of which Indebtedness is 
to be determined, including without limitation Subordinated Debt and any Capital 
Lease, (ii) all indebtedness secured by any mortgage, pledge, lien or 
conditional sale or other title retention agreement to which any property or 
asset owned or held by such Person is subject, whether or not the indebtedness 
secured thereby shall have been assumed, and (iii) all indebtedness of others 
which such Person has directly or indirectly guaranteed, endorsed (otherwise 
than for collection or deposit in the ordinary course of business), discounted 
or sold with recourse or agreed (contingently or otherwise) to purchase or 
repurchase or otherwise acquire, or in respect of which such Person has agreed 
to supply or advance funds (whether by way of loan, stock purchase, capital 
contributions or otherwise) or otherwise to become directly or indirectly 
liable. 
 
          Insurance Agreement Event of Default:  the meaning specified in 
          ------------------------------------                            
subsection 8.3. 
- --------------  
 
          Interest Expense:  for any period, the aggregate amount (determined in 
          ----------------                                                       
accordance with GAAP) of interest paid or payable during such period in respect 
of all Indebtedness for borrowed money, Capital Leases and the deferred purchase 
price of property. 
 
          Investment in Credit Enhancements:  shall mean the aggregate cash 
          ---------------------------------                                 
balance in all of the Spread Accounts. 
 
          Irrevocable Payment Directives: the meaning specified in subsection 
          ------------------------------                           ---------- 
1.9. 
- ---  
 
          Lender or Lenders:  the meanings specified at the beginning of this 
          -----------------                                                   
Agreement. 
 
          Lenders' Value Model:  shall mean the model utilized by the Lenders to 
          --------------------                                                   
calculate the present value of the Collateral.  The Lenders' Value Model (with 
such changes to correct any errors in the Lenders' Value Model as the Lenders 
may from time to time implement in their reasonable and good faith business 
judgment, after reasonable consultation with the Company) shall be re-run from 
time to time in the discretion of the Lenders at the office of the Agent.  The 
inclusion of any amount in the Borrowing Base based on the Lenders' Value Model 
shall not be deemed a determination by the Agent or any Lender as to the actual 
value of the Collateral; it being the Company's responsibility to determine the 
value/collectability of the Collateral, and the Company shall bear all risks 
concerning the same.  Without limiting the foregoing, the Company acknowledges 
that it has received and reviewed the Lenders' Value Model, and expressly 
approves the Lenders' Value Model for all purposes of this Agreement, including 
for purposes of calculating the Borrowing Base. 
 
          Licenses:  the meaning specified in subsection 3.5. 
          --------                            --------------  
 
          Line of Credit:  the meaning specified in subsection 1.2. 
          --------------                            --------------  



 
          Liquidation Proceeds:  with respect to any defaulted Automobile Loan, 
          --------------------                                                  
shall mean the sum of 



 
  
(x) net proceeds from the sale of the repossessed vehicle(s) relating to such 
Automobile Loan and without duplication, (y) insurance proceeds, if any, 
                    ------------------- 
received in respect of such defaulted Automobile Contract. 
 
          Loan or Loans:  the meanings specified in subsection 1.4. 
          -------------                             --------------  
 
          Loan Documents: collectively this Agreement, the Notes, the Security 
          --------------                                                       
Documents and any and all financing statements, agreements and instruments now 
or hereafter related thereto or executed in connection therewith, as amended 
from time to time. 
 
          Majority Lenders: at any time, (a) if none of the Loans shall be 
          ----------------                                                 
outstanding, Lenders whose Percentages of the Total Commitment aggregate at 
least sixty-six and two-thirds percent (66-2/3%) or (b) if any of the Loans 
shall be outstanding, Lenders which are owed at least sixty-six and two-thirds 
percent (66-2/3%) of the aggregate principal amount of all such Loans at the 
time outstanding. 
 
          Material Adverse Effect:  means any event, matter or condition which 
          -----------------------                                              
could have a material adverse effect on (a) the financial performance or 
condition, assets, operations or financial or other condition of the Company and 
its Subsidiaries taken as a whole, (b) the Company's ability to pay and perform 
all of the Loans and other material obligations owing by it to the Lenders in 
accordance with the terms thereof, and/or (c) the Collateral (or any portion 
thereof) or the security interests of the Agent and the Lenders in the 
Collateral (or any portion thereof), or the priority of such security interests. 
 
          Minimum Servicing Balance:  shall mean the aggregate face amount of 
          -------------------------                                           
all Automobile Contracts serviced by the Company under any pooling and servicing 
agreement or (without duplication) sale and servicing agreement. 
 
          Net Book Value:  shall mean the value of such assets on the books of 
          --------------                                                       
the Company, determined in accordance with GAAP. 
 
          Net Income:  net income (or loss), for the period in question, 
          ----------                                                     
determined in accordance with GAAP. 
 
          Net Interest Receivable:  shall mean at any date of determination, the 
          -----------------------                                                
net present value as of such date of Future Servicing Cash Flows available to be 
distributed to the Company by a Subsidiary in connection with an Eligible 
Securitization Transaction as determined in accordance with Statement of 
Financial Accounting Standards No. 125 ("SFAS 125").  Future Servicing Cash 
                                         --------                           
Flows represent the difference between the coupon rate on the Automobile 
Contracts and the pass-through rate on the certificates issued to the investors 
in the securitized pool in excess of a Base Servicing Fee of two percent (2%) 
and any other continuing costs such as trustee or surety bond premiums.  To 
determine the Net Interest Receivable, the Future Servicing Cash Flows are first 
estimated using an assumed rate of prepayment that is intended to be 
conservative relative to historical experience and then discounted at a market 
rate commensurate with the risk associated with this type of investment.  The 
Net Interest Receivable is then reduced by a credit loss provision based upon 
historical experience and deemed adequate to cover net losses over the life of 
the trust.  The Net Interest Receivable is subsequently amortized against 
servicing income on a level-yield basis.  Periodically the Company reviews the 
assumptions utilized in determining the Net Interest Receivable.  Should the 
present value of Future Servicing Cash Flows prove to be insufficient to recover 
the capitalized amount, a charge to servicing income would be made in accordance 
with SFAS 125. 
 
          Net Worth:  at any date of determination, shall mean the Total Assets 
          ---------                                                             
of the Company minus Total Liabilities of the Company, determined in accordance 
               -----                                                            
with GAAP. 
 
          New Building:  the meaning specified in subsection 6.1(g). 
          ------------                            -----------------  
 



          Note or Notes:  the meanings specified in subsection 1.3. 
          -------------                             --------------  



 
  
          Operating Account:  the meaning specified in subsection 1.2. 
          -----------------                            --------------  
 
          PBGC:  the meaning specified in subsection 3.15. 
          ----                            ---------------  
 
          Percentage:  the meaning specified in subsection 1.1. 
          ----------                            --------------  
 
          Person:  a corporation, an association, a partnership, an owner, 
          ------                                                           
grantor or master trust, a joint venture, an organization, a business, an 
individual, a government or political subdivision thereof or a governmental 
agency. 
 
          Pool Summary Report:  the meaning specified in subsection 5.1. 
          -------------------                            --------------  
 
          Prime-based Loans:  shall mean collectively the Loans with an interest 
          -----------------                                                      
rate based on the Prime Rate. 
 
          Prime Rate:  the per annum rate of interest announced from time to 
          ----------                                                         
time by the Agent in Boston, Massachusetts. 
 
          Projections:  the meaning specified in subsection 3.4. 
          -----------                            --------------  
 
          Proprietary Rights:  any patents, registered and common law 
          ------------------                                          
trademarks, service marks, trade names, copyrights, licenses and other similar 
rights, including, without limitation, know-how, trade secrets and other 
confidential information, and applications for each of the foregoing. 
 
          Receivables:  shall have the meaning set forth in the Uniform 
          -----------                                                   
Commercial Code as applied to the amounts attributable to retail installment 
contracts secured by financed vehicles. 
 
          Register:  the meaning specified in subsection 14.14. 
          --------                            ----------------  
 
          Rejected Transaction:  means any Subsequent Securitization Transaction 
          --------------------                                                   
with respect to which (i) the Company has delivered to each of the Lenders all 
of the Required Information, together with a written request that such 
Subsequent Securitization Transaction become an Eligible Securitization 
Transaction and be included within the Borrowing Base under this Agreement, and 
                                                                            --- 
(ii) the Lenders shall have delivered written notice to the Company that such 
Subsequent Securitization Transaction will not be included as an Eligible 
                                           ---                            
Securitization Transaction under this Agreement, or the Lenders shall not have 
issued any response to the Company's submission of the Required Information and 
written request within ten (10) Banking Days after confirmed receipt by the 
Lenders. 
 
          Related Events: the consummation of the transactions contemplated by 
          --------------                                                       
this Agreement (including the repayment of certain Indebtedness with proceeds of 
the Loans), the Security Documents, and the Eligible Securitization Transaction 
Documents, in accordance with the respective terms thereof. 
 
          Required Information:  with respect to any Subsequent Securitization 
          --------------------                                                 
Transaction, shall mean: (i) the prospectus or, if a prospectus is not yet 
available, a report outlining: initial pool balance; initial loan balance; 
prefunding amount (if any); spread account initial deposit; spread account 
maintenance level; spread account floor; spread account trigger levels; weighted 
average coupon; weighted average maturity; estimated certificate coupon rate; 
and (ii) service reports to date (if any); (iii) original book value; (iv) 
current book value; and (vi) pool selection, with tables showing breakdowns and 
averages of: original balances; current balances; coupon (APR) rate report; 
original terms; remaining terms; collateral code (new, used, new light truck, 
used light truck); vehicle model years; borrower monthly incomes; borrower 
length of employment; borrower length of residency; borrower debt ratios; loan 
to values; and geographic distribution. 
 



          Residual Interest in Securitizations:  means at any date of 
          ------------------------------------                        
determination, the present value as 



 
   
of such date of the aggregate (without duplication) of the Company's or any 
Eligible Subsidiaries' interest in (i) the Net Interest Receivable relating to 
Eligible Securitization Transactions, (ii) the Spread Accounts relating to 
Eligible Securitization Transactions and (iii) over-collateralized accounts. 
 
          Restricted Payment:  the meaning specified in subsection 6.5. 
          ------------------                            --------------  
 
          Revolving Credit Loan or Loans:  the meanings specified in subsection 
          ------------------------------                             ---------- 
1.2. 
- ---  
 
          SEC:  the Securities and Exchange Commission or any governmental 
          ---                                                              
authority succeeding to any of its functions. 
 
          Security Documents:  the meaning specified in subsection 1.9. 
          ------------------                            --------------  
 
          SFAS 125:  the meaning specified in the definition of "Net Interest 
          --------                                               ------------ 
Receivable". 
- ----------   
 
          Spread Accounts:  with respect to each Eligible Securitization 
          ---------------                                                
Transaction, the named "Spread Account", together with all other cash collateral 
                        --------------                                           
accounts or other escrow or reserve accounts established and maintained by the 
trustee for the benefit of the Company, any Eligible Subsidiary, certificate 
holders and/or the Credit Enhancer. 
 
          Subordinated Agreements:  shall mean the Indenture dated as of 
          -----------------------                                        
December 15, 1995 by and between the Company and Harris Trust and Savings Bank 
as trustee, as amended, the Indenture dated April 15, 1997 by and between the 
Company and Bankers Trust Company as trustee, as amended, the Company's 
partially convertible subordinated 9% note dated June 12, 1997, in the original 
principal amount of $15,000,000, payable to Stanwich Financial Services Corp., 
as amended from time to time, together with any and all other agreements now 
existing or hereafter entered into between the Company and any Subordinated 
Lenders. 
 
          Subordinated Debt:  shall mean collectively, (i) the $20 million 
          -----------------                                                
10.50% of participating equity notes (PENS) issued by the Company April 15, 1997 
and due April 15, 2004, (ii) the $20 million of rising interest subordinate 
redeemable securities (RISRS) issued by the Company December 20, 1995 and due 
January 1, 2006, (iii) $15 million of unsecured debt from Stanwich Financial 
Services Corp. and (iv) that portion of the Indebtedness of the Company 
heretofore or hereafter consented to in writing by the Lenders and which is made 
subordinate and junior in the right of payment to the Notes and to the Company's 
other obligations to the Lenders hereunder by provisions satisfactory in form 
and substance to the Lenders and their counsel.  Without limiting the generality 
of the foregoing, the subordination provisions of all "Subordinated Debt" shall 
                                                       -----------------        
be substantially similar to the subordination terms set forth in Article 
Fourteen of the Indenture dated April 15, 1997 by and between the Company and 
Bankers Trust Company as trustee.  All Indebtedness of the Company to its 
Subsidiaries or Affiliates will be Subordinated Debt. 
 
          Subordinated Lenders:  means the lenders of the Subordinated Debt. 
          --------------------                                               
 
          Subsequent Securitization Transaction(s):  the meaning specified in 
          ----------------------------------------                            
subsection 4.12. 
- ---------------  
 
          Subsidiary:  any corporation of which more than 50% of the outstanding 
          ----------                                                             
Voting Stock (other than director's qualifying shares) is at the time owned or 
controlled by the Company or by one or more Subsidiaries or by the Company and 
one or more Subsidiaries. 
 
          Thirty (30) Day Delinquencies:  shall mean, with respect to each 
          -----------------------------                                    
Eligible Securitization Transaction, the sum of all Thirty (30) Day Delinquency 



Automobile Contracts included in such Eligible Securitization Transaction.  An 
Automobile Contract shall, at any date of determination, be considered a Thirty 
(30) Day Delinquency if there are at least two scheduled payments (or any part 
thereof) due and unpaid, provided that if the obligors have paid more than 90% 
                         --------                                              
of the most overdue scheduled payment such scheduled 



 
  
payment shall be deemed paid for purposes hereof. 
 
          Total Commitment:  the meaning specified in subsection 1.1. 
          ----------------                            --------------  
 
          Total Assets:  all assets of the Company which may be properly 
          ------------                                                   
classified as assets in accordance with GAAP. 
 
          Total Liabilities:  all Indebtedness, and all other liabilities which 
          -----------------                                                     
may be properly classified as liabilities in accordance with GAAP. 
 
          Total Senior Liabilities:  means Total Liabilities less the aggregate 
          ------------------------                                              
balance of Subordinated Debt. 
 
          Trigger Event:  shall have the meaning ascribed thereto in any 
          -------------                                                  
agreement executed in connection with any Eligible Securitization Transaction, 
and in connection with subsequent securitization transactions which become 
Eligible Securitization Transactions, shall include any other term or definition 
having substantially the same meaning as "Trigger Event" as defined in the 
                                          -------------                    
Eligible Securitization Documents as of the Closing Date. 
 
          USAP Audit:  shall mean an audit conducted according to the 
          ----------                                                  
requirements and standards set forth in the Uniform Single Attestation Program 
promulgated by the Mortgage Bankers Association of America. 
 
          Voting Stock:  stock having ordinary voting power to elect a majority 
          ------------                                                          
of the board of directors of the corporation in question, irrespective of 
whether or not at the time stock of any class or classes of such corporation 
shall have or might have voting power by reason of the happening of any 
contingency. 
 
          WareCo:  the meaning specified in subsection 1.9. 
          ------                            --------------  
 
Section 10.  Setoffs, Pro Rata Treatment; etc.  If the Company becomes 
- --------------------------------------------- 
insolvent, howsoever evidenced, or any Default or Event of Default occurs and is 
continuing, any Indebtedness from any Lender to the Company or any Subsidiary 
may, without regard to the value or adequacy of the Collateral, be offset and 
applied toward the payment of any Indebtedness from the Company to the Lenders, 
whether or not such Indebtedness, or any part thereof shall then be due. The 
Lenders agree among themselves that, with respect to all sums received by the 
Lenders applicable to the payment of principal of or interest on the Notes, 
equitable adjustment will be made among the Lenders so that, in effect, all such 
sums shall be shared ratably by each of the Lenders whether received by 
voluntary payment, by the exercise of the right of setoff or Lender's lien, by 
counterclaim or crossclaim or by the enforcement of any or all of the Notes. If 
any Lender receives any payment on its Notes of a sum or sums in excess of its 
pro rata portion, then such Lender receiving such excess payment shall purchase 
- --- ---- 
for cash from the other Lenders an interest in their Notes in such amounts as 
shall result in a ratable participation by each of the Lenders in the aggregate 
unpaid amount of the Notes then outstanding, provided, however, that if all or 
any portion of such excess payment is thereafter recovered from such Lender, the 
purchase shall be rescinded and the purchase price restored to the extent of 
such recovery, but without interest. 
 
Section 11.  Expenses; Indemnification. 
- -------------------------------------- 
 
     (a) Whether or not the transactions contemplated hereby shall be 
consummated, the Company agrees (i) to pay all reasonable expenses, including 
reasonable fees and disbursements of counsel for the Agent (subject to the term 
sheet), which the Agent has incurred or may hereafter incur in connection with 
the preparation of this Agreement, the Security Documents, the Notes, the 
Eligible Securitization Transaction Documents and all other documents related 
hereto and thereto (including any amendment, consent or waiver hereafter 
requested by the Company hereunder or thereunder) and the transactions 
contemplated hereby or the protection, preservation and/or enforcement of the 
rights of the Agent or the Lenders hereunder or under the 



 
  
Notes or the Security Documents in the event of a Default hereunder or 
thereunder (including without limitation amounts incurred with respect to any  
so-called "workout" of the Loans) and (ii) to pay all taxes (other than the 
           -------                                           ----- ---- 
Lenders' income taxes) and fees (including interest and penalties), including, 
without limitation, all recording and filing fees, transfer and documentary 
stamp and similar taxes, which may be payable in respect of the execution and 
delivery of this Agreement, the Security Documents, the Notes, the Eligible 
Securitization Transaction Documents and all other documents related hereto and 
thereto (including any amendment, consent or waiver hereafter requested by the 
Company hereunder or thereunder) and to indemnify the Agent and the Lenders and 
hold the Agent and the Lenders harmless against any loss or liability resulting 
from non-payment or delay in payment of any such tax. The Company hereby 
authorizes the Agent to pay all such amounts described above to the Lenders and 
to charge the same to the Operating Account or the Blocked Account or any other 
depository account maintained by the Company with the Agent if the same are not 
paid within five (5) days after the Agent and/or the Lender notifies the Company 
of the amounts owed. 
 
     (b) The Company will indemnify the Agent, the Lenders, their respective 
directors, officers and employees and each other Person, if any, who controls 
the Agent or the applicable Lender, and will hold the Agent and the Lenders and 
such other Persons harmless from and against any and all claims, damages, 
losses, liabilities, judgments and expenses (including without limitation all 
reasonable fees and expenses of counsel and all expenses of litigation or 
preparation therefor) which the Agent, the Lenders or such other Persons may 
incur or which may be asserted against the Lenders or such other Persons in 
connection with or arising out of any investigation, litigation or proceeding 
involving the Company or any shareholder or any Affiliate of the Company or any 
such shareholder (including compliance with or contesting of any subpoenas or 
other process issued against any Lender, or any director, officer or employee of 
the Agent or any Lender, or any Person, if any, who controls the Agent or any 
Lender in any proceeding involving the Company or any shareholder or any 
Affiliate of the Company or any such shareholder), whether or not the Agent or 
any Lender is party thereto, other than claims, damages, losses, liabilities or 
judgments with respect to any matter as to which the Agent or such Lender or 
such other Person seeking indemnity shall have been finally adjudicated not to 
have acted in good faith or to have been grossly negligent in its actions or 
inactions.  Promptly upon receipt by any indemnified party hereunder of notice 
of the commencement of any action, such indemnified party shall, if a claim in 
respect thereof is to be made against the Company hereunder, notify the Company 
in writing of the commencement thereof. 
 
     (c) The Company acknowledges and agrees that its agreements and obligations 
under this Section 11 shall survive the termination of this Agreement and 
           ----------                                                     
repayment in full of the Loans.  The Agent shall be entitled to retain 
Collateral or require substitution therefor to the extent required to reasonably 
assure the Agent and the Lenders of satisfaction of the Company's obligations 
under this Section 11 and any Collateral not so required or, if sufficient cash 
           ----------                                                           
collateral is substituted, then all of the Collateral, shall be released to the 
Company. 
 
Section 12.  Amendments and Waivers, etc. 
- ---------------------------------------- 
 
     (a) Any term of this Agreement or of the Security Documents or the Notes or 
the other Loan Documents may be amended and the observance of any term of this 
Agreement or of the Security Documents or the Notes may be waived (either 
generally or in a particular instance and either retroactively or prospectively) 
only with the written consent of the Company and the Majority Lenders, provided 
                                                                       -------- 
that no such amendment or waiver shall, without the prior written consent of all 
of the Agent, the Lenders or the holders of all of the Notes at the time 
outstanding, (a) extend the fixed maturity or reduce the principal amount of, or 
reduce the rate or extend the time of payment of interest on, or reduce the 
amount or extend the time of payment of any principal of, any Note, (b) change 
any Commitment or Percentage, (c) change the percentage referred to in the 
definition of "Majority Lenders" contained in Section 9 hereof, (d) amend this 
               ----------------               ---------                        
Section 12, or (e) include a Subsequent Transaction within the definition of 
- ----------                                                                   
Eligible Securitization Transactions.  Once a Default or Event of Default has 
occurred, such Default or Event of Default shall be deemed to exist and be 
continuing for all purposes of this Agreement and the other Loan Documents until 
the Majority Lenders or all of the Lenders (in the circumstances described in 
the foregoing clauses (a) through (e)) shall have waived such 



 
  
Default or Event of Default in writing, stated in writing that the same has been 
remedied or cured to such Lenders' reasonable satisfaction or entered into an 
Amendment to this Agreement which by its express terms cures or waives such 
Default or Event of Default, at which time such Default or Event of Default 
shall no longer be deemed to exist or to have continued. Any amendment or waiver 
effected in accordance with this Section 12 shall be binding upon each holder of 
                                 ---------- 
any Note at the time outstanding, each future holder of any Note and the 
Company. 
 
     (b) The failure of the Agent or the Lenders to insist upon the strict 
performance of any term, condition or other provision of this Agreement or the 
Security Documents or the Notes or to exercise any right or remedy hereunder or 
thereunder shall not constitute a waiver by the Agent or the Lenders of any such 
term, condition or other provision or Default or Event of Default or Credit 
Trigger in connection therewith; and any waiver of any such term, condition or 
other provision or of any such Default or Event of Default or Credit Trigger 
shall not affect or alter this Agreement or the Security Documents or the Notes, 
and each and every term, condition and other provision of this Agreement, the 
Security Documents and the Notes shall, in such event, continue in full force 
and effect and shall be operative with respect to any other then existing or 
subsequent Default or Event of Default or Credit Trigger in connection 
therewith. 
 
Section 13.  Nature of the Lenders' Obligations.  The Lenders' obligations to  
- ----------------------------------------------- 
make their respective Loans are several and not joint or joint and several. Any 
Lender which is not in default in the performance of its said obligations may, 
in its discretion, assume the obligations of any other Lender which is in 
default. 
 
A.  Section 14.  The Agent. 
    ---------------------- 
 
14.1  Appointment, Powers and Immunities.  Each Lender hereby irrevocably  
- ---------------------------------------- 
appoints and authorizes the Agent to act as its agent hereunder and under each 
of the Security Documents with such powers as are specifically delegated to the 
Agent by the terms of this Agreement and the Security Documents, together with 
such other powers as are reasonably incidental thereto. The Agent (which term as 
used in this sentence and in subsection 14.5 and the first sentence of 
                             --------------- 
subsection 14.6 hereof shall include reference to its Affiliates and its own and 
- --------------- 
its Affiliates' officers, directors, employees and agents): (a) shall have no 
duties or responsibilities except those expressly set forth in this Agreement to 
be a trustee for any Lender; (b) shall not be responsible to the Lenders for any 
recitals, statements, representations or warranties contained in this Agreement 
or any Security Document, or in any certificate or other document referred to or 
provided for in, or received by any of them under, this Agreement or any 
Security Document, or for the value, validity, effectiveness, genuineness, 
enforceability, perfection or sufficiency of this Agreement, any Note, any 
Security Document or any other document referred to or provided for herein or 
therein or for any failure by the Company or any other Person to perform any of 
its obligations hereunder or thereunder; (c) shall not be required to initiate 
or conduct any litigation or collection proceedings hereunder except to the 
extent requested by the Majority Lenders; and (d) shall not be responsible for 
any action taken or omitted to be taken by it hereunder or under any Security 
Document or other document or instrument referred to or provided for herein or 
therein or in connection herewith, except for its own gross negligence or 
willful misconduct. The Agent may employ agents and attorneys-in-fact and shall 
not be responsible for the negligence or misconduct of any such agents or 
attorneys-in-fact selected by it with reasonable care. Subject to the foregoing, 
the Agent shall, on behalf of the Lenders: (i) execute any and all of the 
Security Documents on behalf of the Lenders; (ii) hold and apply any and all 
Collateral, and the proceeds thereof, at any time received by it, in accordance 
with the provisions of the Security Documents and this Agreement; (iii) exercise 
any and all rights, powers and remedies of the Lenders under this Agreement or 
any of the Security Documents, including the giving of any consent or waiver or 
the entering into of any amendment, subject to the provisions of Section 12(a); 
                                                                 ------------- 
(iv) execute, deliver and file UCC financing statements, mortgages, deeds of 
trust, lease assignments and other such agreements, and possess instruments on 
behalf of any or all of the Lenders; and (v) in the event of acceleration of the 
Company's Indebtedness hereunder, use such efforts to sell or otherwise 
liquidate or dispose of the Collateral referred to herein and in the Security 
Documents and otherwise exercise the rights of the Lenders thereunder as the 
Agent would customarily take with respect to loans made exclusively by it and of 
a nature comparable to the Loans made hereunder. 



 
  
14.2  Reliance by Agent.  The Agent shall be entitled to rely upon any  
- ----------------------- 
certifications, notices or other communications (including any communications by 
telephone, telex, telegram or cable) believed by it to be genuine and correct 
and to have been signed or sent by or on behalf of the proper Person or Persons, 
and upon advice and statements of legal counsel, independent accountants and 
other experts selected by the Agent. As to any matters not expressly provided 
for by this Agreement, the Agent shall in all cases be fully protected in 
acting, or in refraining from acting, hereunder in accordance with instructions 
signed by the Lenders (or the Majority Lenders, to the extent permitted by the 
terms hereof), and such instructions of the Lenders or the Majority Lenders, as 
applicable, and any action taken or failure to act pursuant thereto shall be 
binding on all of the Lenders. 
 
14.3  Defaults.  The Agent shall not be deemed to have knowledge of the  
- -------------- 
occurrence of a Default, Event of Default or Credit Trigger (other than the 
nonpayment of principal of or interest on the Notes) unless the Agent has 
received written notice from a Lender or the Company specifying such Default, 
Event of Default or Credit Trigger. In the event that the Agent receives such a 
notice of the occurrence of a Default, Event of Default or Credit Trigger, the 
Agent shall give prompt notice thereof to the Lenders (and shall give each 
Lender prompt notice of each such nonpayment). The Agent shall (subject to 
subsection 14.7) take such action with respect to such Default, Event of Default 
- --------------- 
or Credit Trigger as shall be directed by the Majority Lenders, provided that, 
unless and until the Agent shall have received such directions, the Agent may 
(but shall not be obligated to) take such action, or refrain from taking such 
action, with respect to such Default, Event of Default or Credit Trigger as it 
shall deem advisable in the best interest of the Lenders. 
 
14.4  Rights as a Lender.  With respect to its Commitment and the Loans made by 
- ------------------------ 
it, the Agent in its capacity as a Lender hereunder shall have the same rights 
and powers hereunder as any other Lender and may exercise the same as though it 
were not acting as the Agent, and the term "Lender" or "Lenders" shall, unless 
                                            ------      ------- 
the context otherwise indicates, include the Agent in its individual capacity. 
The Agent and its Affiliates may (without having to account therefor to any 
Lender) accept deposits from, lend money to and generally engage in any kind of 
Banking, trust or other business with the Company and any of its Affiliates as 
if it were not acting as the Agent, and the Agent may accept fees and other 
consideration from the Company for services as the Agent or otherwise without 
having to account for the same to the Lenders. 
 
14.5  Indemnification.  The Lenders agree to indemnify the Agent ratably in  
- --------------------- 
accordance with the aggregate principal amount of the Notes held by the Lenders 
(or, if no such principal or interest is at the time outstanding, ratably in 
accordance with their respective Percentages of the Total Commitment), 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 the Agent in 
any way relating to or arising out of this Agreement, the Notes or any Security 
Document or any other document contemplated by or referred to herein or the 
transactions contemplated by or referred to herein or therein (including, 
without limitation, the costs and expenses which the Company is obligated to pay 
but excluding, unless a Default, Event of Default or Credit Trigger has occurred 
and is continuing, normal administrative costs and expenses incident to the 
performance of its agency duties hereunder) or the enforcement of any of the 
terms of this Agreement, the Notes or any Security Document or of any such other 
documents, provided that no Lender shall be liable for any of the foregoing to 
the extent they arise from the gross negligence or willful misconduct of the 
party to be indemnified. 
 
14.6  Non-Reliance on Agent and Other Lenders.  Each Lender agrees that it has, 
- --------------------------------------------- 
independently and without reliance on the Agent or any other Lender, and based 
on such documents and information as it has deemed appropriate, made its own 
credit analysis of the Company, the Collateral, the Eligible Securitization 
Transactions and the Related Events, and its own decision to enter into this 
Agreement and that it will, independently and without reliance upon the Agent or 
any other Lender, and based on such documents and information as it shall deem 
appropriate at the time, continue to make its own analysis and decisions in 
taking or not taking action under this Agreement. Without limiting the 
foregoing, each Lender has analyzed and approved the Lenders' Value Model, and 
the Agent has no responsibility therefor. The Agent shall not be 



 
  
required to keep itself informed as to the performance or observance by the 
Company of this Agreement or any other document referred to or provided for 
herein or to inspect the properties or books of the Company. Except for notices, 
reports and other documents and information expressly required to be furnished 
to the Lenders by the Agent hereunder, the Agent shall not have any duty or 
responsibility to provide any Lender with any credit or other information 
concerning the affairs, financial condition or business of the Company (or any 
of its Affiliates) which may come into the possession of the Agent or any of its 
Affiliates. Notwithstanding the foregoing, the Agent will use its best efforts 
to provide to the Lenders any and all information reasonably requested by them 
and reasonably available to the Agent promptly upon such request. 
 
14.7  Failure to Act.  Except for action expressly required of the Agent  
- -------------------- 
hereunder, the Agent shall in all cases be fully justified in failing or 
refusing to act hereunder unless it shall be indemnified to its satisfaction by 
the Lenders against any and all liability and expense which may be incurred by 
it by reason of taking or continuing to take any such action. 
 
14.8  Resignation of Agent.  Subject to the appointment and acceptance of a  
- -------------------------- 
successor Agent as provided below, the Agent may resign at any time by giving 
notice thereof to the Lenders and the Company. Upon any such resignation, the 
Majority Lenders shall have the right to appoint a successor Agent. If no 
successor Agent shall have been so appointed by the Majority Lenders and shall 
have accepted such appointment within 30 days after the retiring Agent's giving 
of notice of resignation, then the retiring Agent may, on behalf of the Lenders, 
appoint a successor Agent which shall be a Lender which has a combined capital 
and surplus of at least $100,000,000. Upon the acceptance of any appointment as 
Agent hereunder by a successor Agent, such 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 hereunder. After the retiring Agent's resignation 
hereunder as Agent, the provisions of this Section 14 shall continue in effect 
                                           ---------- 
for its benefit in respect of any actions taken or omitted to be taken by it 
while it was acting as the Agent. 
 
14.9  Cooperation of Lenders.  Each Lender shall (a) promptly notify the other  
- ---------------------------- 
Lenders and the Agent of any Events of Default known to such Lender under this 
Agreement and not reasonably believed to have been previously disclosed to the 
other Lenders; (b) provide the other Lenders and the Agent with such information 
and documentation as such other Lenders or the Agent shall reasonably request in 
the performance of their respective duties hereunder, including all information 
relative to the outstanding balance of principal, interest and other sums owed 
to such Lender by the Company; and (c) cooperate with the Agent with respect to 
any and all collections and/or foreclosure procedures at any time commenced 
against the Company or otherwise in respect of the Collateral by the Agent on 
behalf of the Lenders. 
 
14.10 Security.  Notwithstanding the foregoing, the Agent and the other Lenders 
- -------------- 
agree, as among themselves, that (i) the Agent shall not without the consent of 
the Majority Lenders make any sale or disposition of the Collateral pursuant to 
any of the Security Documents, and (ii) the Agent shall not without the consent 
of all of the Lenders release the security interest of the Lenders in any of the 
Collateral or release or discharge any Person which is a party to any of the 
Security Documents from its obligations thereunder, except in each case as 
expressly provided in the Security Documents, or consent or agree to any 
amendment or waiver of any material provision of any of the Security Documents. 
 
     The Agent acknowledges to the other Lenders that it is acting in an agency 
capacity hereunder and that the security interest in the Collateral granted 
under the Security Documents secures the Indebtedness of the Company owing to 
all of the Lenders.  In the event of any default, the Agent will apply and/or 
pay over to the Lenders any net proceeds derived from the Collateral pro rata on 
                                                                     --- ----    
the basis of the then outstanding portion of the total Indebtedness of the 
Company owed to the Lenders. 
 
     The Agent will be reimbursed or properly indemnified by the Lenders in the 
event the Agent is requested by the Lenders to take or omit to take any action 
with respect to the Collateral (any such reimbursement or indemnification to be 
pro rata as provided in subsection 14.5).  The Agent shall have the  
- --- ----                ---------------                                      



 
  
right to retain counsel to advise it as to any action or decision with respect 
to the Collateral and shall be reimbursed by the other Lenders for the cost of 
the same (to the extent the Agent is not reimbursed by the Company) prior to 
distributing any of the Collateral or any proceeds thereof (any such 
reimbursement to be pro rata as aforesaid). 
                    --- ----                
 
14.11 Amendment of Section 14.  The Company hereby agrees that the foregoing  
- ----------------------------- 
provisions of this Section 14 constitute an agreement among, and solely for the 
benefit of, the Agent and the Lenders (and the Agent and the Lenders acknowledge 
that the Company is not a party to or bound by such foregoing provisions) and 
that any and all of the provisions of this Section 14 may be amended at any time 
                                           ---------- 
by the Lenders without the consent or approval of, or notice to, the Company 
(other than the requirement of notice to the Company of the resignation of the 
Agent). 
 
B.  Section 14.  Assignment and Participation. 
    ----------------------------------------- 
 
14.12 Conditions to Assignment by Lenders.  Except as provided herein, each  
- ----------------------------------------- 
Lender may assign to one or more Eligible Assignees all or a portion of its 
interests, rights and obligations under this Agreement (including all or a 
portion of its Percentage and Commitment and the same portion of the Loans at 
the time owing to it) and the Note held by it; provided that (i) each such 
                                               -------- 
assignment shall be of a constant, and not a varying, percentage of all the 
assigning Lender's rights and obligations under this Credit Agreement, (ii) each 
assignment shall be in an amount that is at least $2,000,000 and a whole 
multiple of $100,000 in excess of such $2,000,000 and (iii) the parties to such 
assignment shall execute and deliver to the Agent, for recording in the Register 
(as hereinafter defined), an Assignment and Acceptance, in the form required by 
the Agent (an "Assignment and Acceptance"), together with any Note subject to 
               ------------------------- 
such assignment. Upon such execution, delivery, acceptance and recording, from 
and after the effective date specified in each Assignment and Acceptance, which 
effective date shall be at least seven (7) Banking Days after the execution 
thereof, (i) the assignee thereunder shall be a party hereto and, to the extent 
provided in such Assignment and Acceptance, have the rights and obligations of a 
Lender hereunder, and (ii) the assigning Lender shall, to the extent provided in 
such assignment and upon payment to the Agent of the registration fee referred 
to in subsection 14.14, be released from its obligations under this Agreement. 
      ---------------- 
The Company shall respond to any written request for the approval of an 
assignment within seven (7) Banking Days of receipt thereof and the failure to 
respond shall be deemed approval. 
 
14.13 Certain Representations and Warranties; Limitations; Covenants. By  
- -------------------------------------------------------------------- 
executing and delivering an Assignment and Acceptance, the parties to the 
assignment thereunder confirm to and agree with each other and the other parties 
hereto as follows: 
 
     (a) other than the representation and warranty that it is the legal and 
beneficial owner of the interest being assigned thereby free and clear of any 
adverse claim, the assigning Lender makes no representation of warranty, express 
or implied, and assumes no responsibility with respect to any statements, 
warranties or representations made in or in connection with this Agreement or 
the execution, legality, validity, enforceability, genuineness, sufficiency or 
value of this Agreement, the other Loan Documents or any other instrument or 
document furnished pursuant hereto or the attachment, perfection or priority of 
any security interest; 
 
     (b) the assigning Lender makes no representation or warranty and assumes no 
responsibility with respect to the financial condition of the Company and its 
Subsidiaries, or the performance or observance by the Company and its 
Subsidiaries of any of their obligations under this Agreement or any of the 
other Loan Documents or any other instrument or document furnished pursuant 
thereto or thereto; 
 
     (c) such assignee confirms that it has received a copy of this Agreement, 
together with copies of the most recent financial statements referred to in 
Section 5 and such other documents and information as it has deemed appropriate 
- ---------                                                                       
to make its own credit analysis and decision to enter into such Assignment and 
Acceptance; 



 
  
     (d) such assignee will, independently and without reliance upon the 
assigning Lender, the Agent or any other Lender and based on such documents and 
information as it shall deem appropriate at the time, continue to make its own 
credit decisions in taking or not taking action under this Credit Agreement; 
 
     (e) such assignee represents and warrants that it is an Eligible Assignee; 
 
     (f) such assignee appoints and authorizes the Agent to take such action as 
agent on its behalf and to exercise such powers under this Agreement and the 
other Loan Documents as are delegated to the Agent by the terms hereof or 
thereof, together with such powers as are reasonably incidental thereto; 
 
     (g) such assignee agrees that it will perform in accordance with their 
terms all of the obligations that by the terms of this Agreement are required to 
be performed by it as a Lender; and 
 
     (h) such assignee represents and warrants that it is legally authorized to 
enter into such Assignment and Acceptance. 
 
14.14 Register.  The Agent shall maintain a copy of each Assignment and  
- -------------- 
Acceptance delivered to it and a register or similar list (the "Register") for 
                                                                -------- 
the recordation of the names and addresses of each of the Lenders and the 
Commitment and Percentage of, and principal amount of the Loans owing to the 
Lenders from time to time. The entries in the Register shall be conclusive, in 
the absence of manifest error, and the Company, the Agent and the Lenders may 
treat each Person whose name is recorded in the Register as a Lender hereunder 
for all purposes of this Agreement. The Register shall be available for 
inspection by the Company and the Lenders at any reasonable time and from time 
to time upon reasonable prior notice. Upon each recordation in the Register 
arising from execution of an assignment and acceptance, the assigning Lender 
agrees to pay to the Agent a registration fee in the sum of $2,500. 
 
14.15 New Notes.  Upon its receipt of an Assignment and Acceptance executed by  
- --------------- 
the parties to such assignment, together with each Note subject to such 
assignment, the Agent shall (i) record the information contained therein in the 
Register, and (ii) give prompt notice thereof to the Company and the Lenders 
(other than the assigning Lender). Within seven (7) Banking Days after receipt 
of such notice, the Company, at its own expense, shall execute and deliver to 
the Agent, in exchange for each surrendered Note, a new Note to the order of 
such Eligible Assignee in an amount equal to the amount assumed by such Eligible 
Assignee pursuant to such Assignment and Acceptance and, if the assigning Lender 
has retained some portion of its obligations hereunder, a new Note to the order 
of the assigning Lender in an amount equal to the amount retained by it 
hereunder. Such new Notes shall provide that they are replacements for the 
surrendered Notes, shall be in an aggregate principal amount equal to the 
aggregate principal amount of the surrendered Notes, shall be dated the 
effective date of such Assignment and Acceptance and shall otherwise be in 
substantially the form of the assigned Notes. Within seven (7) Banking Days of 
issuance of any new Notes pursuant to this subsection 14.15, if so requested by 
                                           ---------------- 
the Agent the Company shall deliver an opinion of counsel, addressed to the 
Lenders and the Agent, relating to the due authorization, execution and delivery 
of such new Notes and the legality, validity and binding effect thereof, 
substantially in the same form as the corresponding portion of the legal opinion 
delivered on the Closing Date. The surrendered Notes shall be canceled and 
returned to the Company. The Company shall be reimbursed for reasonable expenses 
incurred in connection with obtaining such opinion of counsel. 
 
14.16 Participants.  Each Lender may (subject to the provisions of this  
- ------------------ 
subsection 14.16 and without the consent of the Agent) sell participations to 
- ---------------- 
one or more Lenders or other entities in all or a portion of such Lender's 
rights and obligations under this Agreement and the other Loan Documents; 
provided that (i) each such participation shall be in amount of not less than 
- -------- 
$1,000,000, (ii) any such sale or participation shall not affect the rights and 
duties of the selling Lender hereunder to the Company, (iii) the only rights 
granted to the participant pursuant to such participation arrangements with 
respect to waivers, amendments or modifications of the Loan Documents shall be 
the rights to approve waivers, amendments or modifications that would reduce 



 
  
the principal of or the interest rate on any Loans, extend the term or increase 
the amount of the Commitment of such Lender as it relates to such participant, 
reduce the amount of any commitment fees to which such participant is entitled 
or extend any regularly scheduled payment date for principal or interest and 
(iv) each Lender desiring to sell a participation shall notify the Agent in 
writing prior to committing to such sale. 
 
14.17 Disclosure.  The Lenders shall hold all non-public information relating to 
- ---------------- 
the Company obtained by it under this Agreement in accordance with its customary 
procedures for handling confidential information of this nature. 
 
14.18 Assignee or Participant Affiliated with the Company.  If any assignee  
- --------------------------------------------------------- 
Lender is an Affiliate of the Company, then any such assignee Lender shall have 
no right to vote as a Lender hereunder or under any of the other Loan Documents 
for purposes of granting consents or waivers or for purposes of agreeing to 
amendments or other modifications to any of the Loan Documents or for purposes 
of making requests to the Agent, and the determination of the Majority Lenders 
shall for all purposes of this Agreement and the other Loan Documents be made 
without regard to such assignee Lender's interest in any of the Loans. If any 
Lender sells a participating interest in any of the Loans to a participant, and 
such participant is an Affiliate of the Company, then such transferor Lender 
shall promptly notify the Agent of the sale of such participation. A transferor 
Lender shall have no right to vote as a Lender hereunder or under any of the 
other Loan Documents for purposes of granting consents or waivers or for 
purposes of agreeing to amendments or modifications to any of the Loan Documents 
or for purposes of making requests to the Agent to the extent that such 
participation is beneficially owned by any Affiliate of the Company, and the 
determination of the Majority Lenders shall for all purposes of this Agreement 
and the other Loan Documents be made without regard to the interest of such 
transferor Lender in the Loans to the extent of such participation. 
 
14.19 Miscellaneous Assignment Provisions.  Any assigning Lender shall retain  
- ----------------------------------------- 
its rights to be indemnified pursuant to Section 11 with respect to any claims 
                                         ---------- 
or actions arising prior to the date of such assignment. If any assignee Lender 
is not incorporated under the laws of the United States of America or any state 
thereof, it shall, prior to the date on which any interest or fees are payable 
hereunder or under any of the other Loan Documents for its account, deliver to 
the Company and the Agent certification as to its exemption from deduction or 
withholding of any United States federal income taxes. Anything contained in 
this Agreement to the contrary notwithstanding, any Lender may at any time 
pledge all or any portion of its interest and rights under this Agreement 
(including all or any portion of its Notes) to any of the twelve Federal Reserve 
Lenders organized under '4 of the Federal Reserve Act, 12 U.S.C. '341 without 
the Company's prior approval. No such pledge or the enforcement thereof shall 
release the pledgor Lender from its obligations hereunder or under any of the 
other Loan Documents. 
 
Section 15.  Miscellaneous. 
- -------------------------- 
 
15.1  Notices, etc.  All notices and other communications hereunder shall be in 
- ------------------ 
writing and shall be personally delivered or mailed by first class mail, postage 
prepaid, as follows: 
 
     (a)  If to the Lenders or the Agent: 
 
          State Street Lender and Trust Company 
          225 Franklin Street 
          Boston, MA  02110 
          Attention:  Russell J. Salisbury 
 
     with a copy to: 
 
          Peter M. Palladino, P.C. 
          Choate, Hall & Stewart 
          Exchange Place 



 
  
          53 State Street 
          Boston, MA 02109 
 
and, in the case of all notices relating to payments, 
 
          The Prudential Insurance Company of America 
          The Structured Finance High Yield Fund, LLC 
          c/o Prudential Investments - Structured Finance Group 
          One Gateway Center, 11th Floor 
          Newark, NJ 07102-5311 
          Attention:     Managing Director 
          Telephone No.: (973) 802-4587 
          Telecopy No.:  (973) 802-2147 
 
     with a copy to: 
 
          The Prudential Insurance Company of America 
          c/o Trade Management 
          Four Gateway Center 
          100 Mulberry Street 
          Newark, NJ 01702-4077 
          Attention:     Manager 
          Telephone No.: (973) 367-3141 
          Telecopy No.:  (973) 802-9245 
 
and in the case of all notices relating to borrowings, to: 
 
          The Prudential Insurance Company of America 
          The Structured Finance High Yield Fund, LLC 
          c/o Trade Management 
          Four Gateway Center 
          100 Mulberry Street 
          Newark, NJ 01702-4077 
          Attention:     Manager 
          Telephone No.: 973-367-3141 
          Telecopy No.:  973-802-9245 
 
     with a copy to: 
 
          The Prudential Insurance Company of America 
          c/o Prudential Investments - Structured Finance Group 
          One Gateway Center, 11th Floor 
          Newark, NJ 07102-5311 
          Attention:     Managing Director 
          Telephone No.: 973-802-4587 
          Telecopy No.:  973-802-2147 
 
and, in the case of all other notices, to: 
 
          The Prudential Insurance Company of America 
          c/o Prudential Investments - Structured Finance Group 
          One Gateway Center 
          Newark, NJ 07102-5311 



 
  
          Attention:     Managing Director 
          Telephone No.: 973-802-4587 
          Telecopy No.:  973-802-2147 
 
     (b)  If to the Company: 
 
          Consumer Portfolio Services, Inc. 
          2 Ada 
          Irvine, California  92618 
          Attention:  Jeffrey Fritz and Mark Creatura, Esq. 
 
or to such other address or addresses as the party to whom such notice is 
directed may have designated in writing to the other parties hereto.  A notice 
shall be deemed to have been given upon receipt by the party to whom such notice 
is directed. 
 
15.2  Calculations, etc.  Calculations hereunder shall be made and financial  
- ----------------------- 
data required hereby shall be prepared, both as to classification of items and 
as to amounts, in accordance with GAAP and practices which principles and 
practices shall be consistently applied and in conformity with those used in the 
preparation of the financial statements referred to herein. 
 
15.3  Governmental Approval.  The Company agrees to take any action which the  
- --------------------------- 
Lenders may reasonably request in order to obtain and enjoy the full rights and 
benefits granted to the Lenders by this Agreement and the Security Documents, 
including specifically, at the Company's own cost and expense, the use of its 
best efforts to assist in obtaining approval of the any applicable governmental 
or regulatory authority or court for any action or transaction contemplated by 
this Agreement or the Security Documents which is then required by law. 
 
15.4  Survival of Agreements, etc.  This Agreement shall inure to the benefit of 
- --------------------------------- 
the Lenders and their successors and assigns including any subsequent holder or 
holders of the Notes, and the terms "Lenders" and "Lender" shall include any 
                                     -------       ------ 
such holder or holders whenever the context permits. In the event of a sale or 
assignment by any Lender in accordance with the terms of this Agreement of all 
or any part of the Loans or any of the Secured Obligations (as defined in the 
Security Documents) held by it, such Lender may assign or transfer its rights 
and interests under this Agreement and any one or more of the Security Documents 
in whole or in part to the purchaser or purchasers thereof, whereupon such 
purchaser or purchasers shall become vested with all of the powers and rights of 
such Lender hereunder and thereunder, and such Lender shall thereafter be 
forever released and fully discharged from any liability or responsibility 
hereunder or thereunder accruing or arising after the effective date of the 
assignment with respect to the rights and interests so assigned. All agreements, 
representations and warranties made herein shall survive the execution and 
delivery of this Agreement and the making of the Loans hereunder. 
 
15.5  Counterparts, etc.  This Agreement may be executed in any number of  
- ----------------------- 
counterparts and by the different parties hereto on separate counterparts, each 
of which when so executed and delivered shall be an original, but all the 
counterparts shall together constitute one and the same instrument. 
 
15.6  Entire Agreement, etc.  This Agreement constitutes the entire contract  
- --------------------------- 
between the parties hereto and shall supersede and take the place of any other 
instrument purporting to be an agreement of the parties hereto relating to the 
transactions contemplated hereby. This Agreement may not be changed orally but 
only by an agreement in writing signed by the party against whom any waiver, 
change, modification or discharge is sought. 
 
15.7  Governing Law, etc.; Construction.  (a) This Agreement and the Notes,  
- --------------------------------------- 
including the validity thereof and the rights and obligations of the parties 
hereunder and thereunder, shall be construed in accordance with and governed by 
the internal laws of The Commonwealth of Massachusetts (without reference to 
conflicts of laws 



 
  
principles) and is intended to take effect as a sealed instrument. Except as 
prohibited by law which cannot be waived, the Company hereby waives any right 
that it may have to claim or recover in any litigation involving the Lenders any 
special, exemplary, punitive or consequential damages or any damages other than, 
or in addition to, actual damages. The provisions of this Agreement are 
severable; the unenforceability of any provision of this Agreement shall not 
affect the validity, binding effect and enforceability of any other provision or 
provisions of this Agreement. 
 
     (b) Any reference to this Agreement, the Notes, the Security Documents and 
the other Loan Documents contained herein or in any other Loan Document shall 
(unless otherwise indicated) be deemed to refer to such writing as the same may 
be amended and/or restated from time to time in accordance with the terms 
thereof.  The words "herein", "hereof", "hereunder" and words of like import 
                     ------    ------    ---------                           
shall refer to this Agreement as a whole and not to any particular section or 
paragraph of this Agreement.  In the event of any conflict between the 
provisions of this Agreement (on the one hand) and the provisions of any of the 
other Loan Documents (on the other hand), the provisions of this Agreement shall 
prevail. 
 
15.8  Jurisdiction; Waiver of Jury Trial.  THE COMPANY, TO THE EXTENT THAT IT  
- ---------------------------------------- 
MAY LAWFULLY DO SO, HEREBY CONSENTS TO SERVICE OF PROCESS, AND TO BE SUED, IN 
THE COMMONWEALTH OF MASSACHUSETTS AND CONSENTS TO THE JURISDICTION OF THE COURTS 
OF THE COMMONWEALTH OF MASSACHUSETTS AND THE UNITED STATES DISTRICT COURT FOR 
THE DISTRICT OF MASSACHUSETTS, AS WELL AS TO THE JURISDICTION OF ALL COURTS TO 
WHICH AN APPEAL MAY BE TAKEN FROM SUCH COURTS, FOR THE PURPOSE OF ANY SUIT, 
ACTION OR OTHER PROCEEDING ARISING OUT OF ANY OF ITS OBLIGATIONS HEREUNDER OR 
UNDER THE NOTES OR ANY OF THE SECURITY DOCUMENTS OR WITH RESPECT TO THE 
TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY, AND EXPRESSLY WAIVES ANY AND ALL 
OBJECTIONS IT MAY HAVE AS TO VENUE IN ANY SUCH COURTS. THE COMPANY FURTHER 
AGREES THAT A SUMMONS AND COMPLAINT COMMENCING AN ACTION OR PROCEEDING IN ANY OF 
SUCH COURTS SHALL BE PROPERLY SERVED AND SHALL CONFER PERSONAL JURISDICTION IF 
SERVED PERSONALLY OR BY CERTIFIED MAIL TO IT AT ITS ADDRESS PROVIDED IN 
SUBSECTION 15.1 OR AS OTHERWISE PROVIDED UNDER THE LAWS OF THE COMMONWEALTH OF 
- --------------- 
MASSACHUSETTS. THE COMPANY IRREVOCABLY WAIVES ALL RIGHT TO A TRIAL BY JURY IN 
ANY PROCEEDING HEREAFTER INSTITUTED IN RESPECT OF THIS AGREEMENT, THE NOTE, THE 
SECURITY DOCUMENTS, OR ANY OTHER DOCUMENTS EXECUTED IN CONNECTION HEREWITH OR 
THEREWITH. The Company hereby certifies that neither the Agent nor the Lenders 
nor any of their representatives, agents or counsel have represented, expressly 
or otherwise, that the Lenders would not, in the event of any such suit, action 
or proceeding, seek to enforce this waiver of right to trial by jury. The 
Company acknowledges that the Lenders have been induced to enter into this 
Agreement by, among other things, this waiver. The Company acknowledges that it 
has read the provisions of this Agreement and in particular this paragraph; has 
consulted legal counsel; understands the rights it is granting in this Agreement 
and is waiving under this section in particular; and makes the above waiver 
knowingly, voluntarily and intentionally. 
 
                            * * * * * * * * * * * * 



 
  
     IN WITNESS WHEREOF, the parties hereto have executed this Agreement as a 
sealed instrument as of the date first above written. 
 
 
                                       CONSUMER PORTFOLIO SERVICES, INC. 
 
 
                                       By: 
                                          -------------------------------------- 
                                          (Title) 
 
 
                                       STATE STREET BANK AND TRUST COMPANY, 
                                       INDIVIDUALLY AND AS AGENT 
 
 
                                       By: 
                                          -------------------------------------- 
                                          (Title) 
 
 
                                       THE STRUCTURED FINANCE HIGH YIELD FUND, 
                                       LLC 
 
 
                                       By: 
                                          -------------------------------------- 
                                          (Title) 
 
 
                                       THE PRUDENTIAL INSURANCE 
                                       COMPANY OF AMERICA 
 
 
                                       By: 
                                          -------------------------------------- 
                                          (Title) 



 
  
                                                                    EXHIBIT 10.2 
 
                         PLEDGE AND SECURITY AGREEMENT 
                         ----------------------------- 
 
 
     PLEDGE AND SECURITY AGREEMENT (this "Agreement") dated as of April 30, 1998 
by and among Consumer Portfolio Services, Inc., a California corporation having 
its principal place of business at 2 Ada Drive, Irvine, California 92718 (the 
"Company"), and State Street Bank and Trust Company ("State Street"), The 
Structured Finance High Yield Fund, LLC ("Structured Finance") and The 
Prudential Insurance Company of America ("Prudential") (collectively, 
Prudential, Structured Finance and State Street shall be referred to herein as 
the "Secured Parties", and each individually a "Secured Party").  State Street, 
in its capacity as agent for the Secured Parties hereunder, is sometimes 
hereinafter referred to as the "Agent", which term shall also be deemed to 
include any successor(s) as Agent under the Loan Agreement (as hereinafter 
defined) and any other party acting as agent for the Secured Parties hereunder. 
 
                                 W I T N E S S E T H : 
 
     WHEREAS, the Company and the Secured Parties have entered into a Residual 
Interest in Securitizations Revolving Credit and Term Loan Agreement dated as of 
the date hereof (as amended, modified and/or supplemented from time to time, the 
"Loan Agreement") pursuant to which the Secured Parties have agreed, subject to 
the terms and conditions set forth therein, to make revolving credit loans and 
term loans to the Company (collectively, the "Loans"), such Loans to be 
evidenced by the Company's Revolving Credit and Term Notes payable to the order 
of the respective Secured Parties (collectively, as amended, modified and/or 
supplemented from time to time, the "Notes"); 
 
     WHEREAS, the obligations of the Secured Parties to make the Loans are 
subject to the condition, among others, that the Company shall execute and 
deliver this Agreement and grant the security interests hereinafter described; 
 
     NOW, THEREFORE, in consideration of the willingness of the Secured Parties 
to enter into the Loan Agreement and to agree, subject to the terms and 
conditions set forth therein, to make the Loans to the Company pursuant thereto, 
and for other good and valuable consideration, receipt and sufficiency of which 
is hereby acknowledged, it is hereby agreed as follows: 
 
     (S)1.  Certain Definitions.  Capitalized terms used but not defined in this 
     ----   -------------------                                                  
Agreement shall have the meanings given to them in the Loan Agreement.  In 
addition to the descriptions contained in '2 hereof, the items of Collateral 
                                          --                                 
referred to therein shall have all of the meanings ascribed to them in the 
Uniform Commercial Code (the "UCC") as in effect from time to time in The 
Commonwealth of Massachusetts. 
 
     (S)2.  Security Interest.  As security for the Secured Obligations 
     ----   -----------------                                           
described in Section 3 hereof, the Company hereby grants, mortgages, 
             ---------                                               
hypothecates, pledges, collaterally assigns, sets over and delivers to the Agent 
for the benefit of each of the Secured Parties and creates a continuing security 
interest in and lien on, all of the Company's right, title and interest in and 
to all assets and properties of the Company of every kind and nature, now owned 
or hereafter acquired by the Company, or in which the Company now or hereafter 
has any rights, together with any and all additions and accessions thereto and 
proceeds and products thereof (hereinafter referred to collectively as the 
"Collateral") including without limitation the following: 
 
     (A)  All Tangible and Intangible Personal Property.  (a)  all inventory, 
          ---------------------------------------------                       
goods, merchandise, raw materials, supplies, goods or work in process, finished 
goods and other tangible personal property held by the Company for processing, 
sale or lease or furnished or to be furnished by the Company under contracts of 
service or to be used or consumed in the Company's business; (b) all accounts, 
including, but not limited to, the Cash Collateral Account, accounts receivable 
and notes, drafts, acceptances, letters of credit, bills of exchange and other 
instruments representing or evidencing a right to payment for goods sold or 
leased or for services rendered whether or not earned by performance, as well as 
all right, title and interest of the Company in the goods which have given rise 
thereto, including the right of stoppage in transit; (c) all contract rights 
including on-line service agreement contract rights and all rights to payment 
under any contract not yet earned by  
 



 
  
performance and not evidenced by an instrument or chattel paper; (d) all general 
intangibles of the Company, including without limitation, going concern value, 
goodwill and all present and future intellectual property rights of the Company, 
including without limitation, all trademark, trade name and "dba" rights, all 
service marks and service names, all copyright rights, all patent rights, all 
trade secrets, all know-how, and all causes of action arising under all such 
intellectual property rights; (e) all of the Company's chattel paper of every 
kind and description provided that, the Secured Party's lien on specific chattel 
                     -------- 
paper shall be deemed to be automatically released in connection with the sale 
of such chattel paper as part of the Company's warehouse financings or 
securitizations; (f) all other rights of the Company to the payment of money of 
every kind and nature, howsoever evidenced, including without limitation, 
amounts due from affiliates, all tax refunds and/or abatements of every kind and 
nature, insurance proceeds, proceeds from factoring agreements, interest rate 
hedge, swap or other interest rate protection agreements, tort claims, causes of 
action of every kind and description and all rights to deposits or advance 
payments and repayments; (g) all books, customer lists, contract lists, 
advertiser lists, subscriber lists, files, records (including without limitation 
computer programs, disks, tapes and related electronic data processing media), 
general ledger sheets, books of account, invoices, bills, certificates or 
documents of ownership, bills of sale, business papers, correspondence, cards, 
data and data storage systems, and writings of the Company or in which the 
Company has an interest in any way relating to the Collateral and all rights of 
the Company to retrieval from third parties of all such books and records 
including electronically processed and recorded information pertaining to any 
Collateral; (h) all of the Company's documents, documents of title, policies and 
certificates of insurance, securities and instruments (whether negotiable or  
non-negotiable); (i) all cash, funds and investments in any collateral account 
or accounts maintained from time to time by the Company with the Secured Party 
(or any Lender) and all deposits and/or deposit accounts maintained by the 
Company, and all money, deposits, funds and instruments relating to the 
foregoing; (j) all liens, rights, remedies, privileges, guaranties, indemnities, 
warranties, claims, security interests, mortgages, securities and other 
encumbrances in favor of or assigned to the Company for any of the foregoing; 
(k) all of the Company's equipment, machinery, fixtures, furniture, office 
supplies and vehicles, (l) all of the Company's rights under all present and 
future authorizations, permits, licenses and franchises, to the fullest extent 
permitted by applicable law, (m) all Investment Property and (n) all other 
personal property, assets and things of value of every kind and nature, tangible 
or intangible, absolute or contingent, legal or equitable including, with 
respect to all Collateral described in clauses (a) through (n), any such 
Collateral hereafter acquired; and 
 
     (B) All Rights to Payments Under Securitization Transactions.  Without 
         --------------------------------------------------------           
limiting any provision of clause (A) above, (i) all of the Company's rights to 
payment of money,  (whether such rights are classified under the applicable UCC 
as general intangibles, accounts, certificated securities, uncertificated 
securities or otherwise) arising out of, related to or created in connection 
with any securitization transaction, now existing or hereafter arising or 
entered into, including but not limited to, Alton Grantor Trust 1993-1, Alton 
Grantor Trust 1993-2, Alton Grantor Trust 1993-3, Alton Grantor Trust 1993-4, 
CPS Auto Grantor Trust 1994-1, CPS Auto Grantor Trust 1994-2, CPS Auto Grantor 
Trust 1994-3, CPS Auto Grantor Trust 1994-4, CPS Auto Grantor Trust 1995-1, CPS 
Auto Grantor Trust 1995-2, CPS Auto Grantor Trust 1995-3, CPS Auto Grantor Trust 
1995-4, CPS Auto Grantor Trust 1996-1, FASCO Auto Grantor Trust 1996-1, CPS Auto 
Grantor Trust 1996-2, CPS Auto Grantor Trust 1996-3, CPS Auto Grantor Trust 
1997-1, CPS Auto Grantor Trust 1997-2, CPS Auto Receivables Trust 1997-3, CPS 
Auto Receivables Trust 1997-4, CPS Auto Receivables Trust 1997-5 and CPS Grantor 
Trust 1998-1 and any future securitization transaction to which the Company is a 
party in any capacity including, without limitation, all servicing fees 
(including Base Servicing Fees receivable from the Company's aggregate servicing 
portfolio), Net Interest Receivable and other amounts of every kind and 
description payable to the Company from any source whatsoever in connection with 
any securitization transaction, including but not limited to, amounts due the 
Company pursuant to any pooling and servicing agreement, reinsurance agreement, 
agreement with any credit enhancer, agreement with any provider of interest rate 
hedges, swaps or other interest rate protection agreements of every kind and 
description and (ii) all of the Company's rights (but none of its obligations or 
liabilities), to receive payments under any Eligible Securitization Transaction 
Document, and any and all other agreements, documents or instruments of the 
Company or to which the Company is a party or in which the Company has an 
interest, now existing or hereafter arising in connection with any 
securitization transaction; and 
 
                                       2 



 
  
     (C) Pledged Stock/Pledged Collateral.  The shares of capital stock of CPS 
         --------------------------------                                      
Receivables Corp. ("CPSRC"), CPS Funding Corporation ("FundCo") and CPS 
Warehouse Corp. ("WareCo") and all dividends and distributions of every kind or 
nature attributable thereto as well as all other proceeds, income and profits 
thereof and all other property received in substitution therefor (collectively, 
the "Pledged Stock"), together with any dividends or other amounts of any kind 
or nature from time to time made or paid from CPSRC to the Company relating to 
the Pledged Stock or otherwise and any and all promissory notes (including, 
without limitation any other promissory notes and other instruments evidencing 
an obligation for payment of money payable to the Company), or additional 
securities or collateral executed or acquired hereafter (such Pledged Stock, 
dividends and other amounts, promissory notes, additional securities or 
collateral hereinafter collectively referred to as the "Pledged Collateral") 
issued to the Company; and 
 
     (D) Proceeds and Products.  All proceeds, including without limitation, 
         ---------------------                                               
insurance proceeds, and products of the items of Collateral described or 
referenced in the foregoing clauses (A), (B) and (C). 
 
The Company acknowledges and agrees that, in applying the law of any 
jurisdiction that has heretofore enacted or hereafter enacts all or 
substantially all of the uniform revisions of Article 8 of the Uniform 
Commercial Code, with new provisions added to Article 9 as contemplated by such 
revision, all as approved in 1994 by the American Law Institute and the National 
Conference of Commissioners on Uniform State Laws, the foregoing definitions of 
Collateral and Pledged Collateral shall be deemed to include "investment 
property", as applicable, as defined in such new provisions of Article 9, it 
being the intent of the Company, the Agent and each of the Secured Parties that 
such property be included in the foregoing definition of Collateral, whether 
prior to or after the effectiveness of such revision in any such jurisdiction. 
 
     (S)3.  Secured Obligations.  The security interest hereby granted shall 
     ----   -------------------                                              
secure the due and punctual payment and performance of the following 
indebtedness, liabilities and obligations of the Company (herein called the 
"Secured Obligations"):  (a) principal of and premium, if any, and interest on 
the Notes (including, without limitation, the payment of interest and other 
amounts that would accrue and become due but for the filing of a petition in 
bankruptcy or the operation of the automatic stay under Section 362(a) of Title 
11 of the United States Code, as amended, or similar laws, as now or hereafter 
in effect); and (b) any and all other obligations of any kind or nature 
whatsoever of the Company to the Agent and/or the Secured Parties under the Loan 
Agreement, the Notes, the Security Documents, the other Loan Documents or under 
any agreement or instrument relating thereto, all as amended from time to time 
and whether executed on or after the date hereof. 
 
     (S)4.  Special Warranties and Covenants of Company.  The Company hereby 
     ----   -------------------------------------------                      
represents, warrants and covenants to the Agent and the Secured Parties that: 
 
          (a) The Company is and will remain the legal and equitable owner of 
the Collateral.  Except for the security interest created hereunder and security 
interests expressly permitted under the Loan Agreement, the Collateral is and 
will remain free from any lien, security interest or encumbrance, and the 
Company will defend the Collateral against all claims and demands of all Persons 
at any time claiming the same or any interest therein.  All items of Collateral 
have been validly pledged, collaterally assigned and granted to the Agent for 
the benefit of the Secured Parties, subject to no liens except as expressly 
permitted under the Loan Agreement and, except for such liens expressly 
permitted thereunder, the Agent has a first priority perfected lien on the 
Collateral within the meaning of the applicable Uniform Commercial Code. The 
Company has the full corporate and legal right, power and authority to pledge, 
collaterally assign and grant a security interest in the Collateral to the Agent 
for the benefit of the Lenders hereunder. 
 
          (b) The address shown at the beginning of this Agreement is the 
principal place of business and chief executive office of the Company, and the 
address at which its books and records are kept.  Except for such principal 
place of business, and the locations listed on Schedule I attached hereto, the 
                                               ----------                      
Company has no additional places of business or other locations at which 
Collateral is stored.  The Company will not change its principal or any other 
place of business, or the location of any Collateral, or make any  
 
                                       3 



 
  
change in the Company's name or conduct the Company's business operations under 
any fictitious business or trade name, without, in any such case, at least 
thirty (30) days' prior written notice to the Agent. 
 
          (c) The Company will not sell, offer to sell, lease or otherwise 
transfer or dispose of any of the Collateral or any interest therein except as 
may be permitted by the Loan Agreement. 
 
          (d) The Company will keep the Collateral insured as provided in the 
Loan Agreement.  The Company will comply with all of its material obligations 
under each of the Eligible Securitization Transaction Documents.  The Company 
will not use or otherwise deal with the Collateral in violation of the Loan 
Agreement, the Eligible Securitization Transaction Documents, any insurance 
policy covering the Collateral or applicable law.  The Company will pay promptly 
when due all taxes, assessments and governmental charges on the Collateral or 
for its use or operation, except for taxes and assessments permitted to be 
contested as provided in the Loan Agreement.  The Agent and/or the Secured 
Parties may at its/their option upon the failure of the Company so to do in 
compliance with the terms of this Agreement and the Loan Agreement, discharge 
any taxes, liens, security interests or other encumbrances to which any 
Collateral is at any time subject (including in respect of FICA and withholding 
taxes) and the Company agrees to reimburse the Agent and/or the Secured Parties 
(as the case may be) on demand for any payments made or expenses reasonably 
incurred by the Agent and/or the Secured Parties pursuant to the foregoing 
authorization, and any unreimbursed amounts shall constitute Secured Obligations 
for all purposes hereof. 
 
          (e) The Company will promptly execute and deliver to the Agent for the 
benefit of the Secured Parties such financing statements, certificates, and 
other documents or instruments as the Agent and/or the Secured Parties may deem 
reasonably necessary or advisable to enable the Agent and/or the Secured Parties 
to perfect or from time to time renew the security interest granted hereby, and 
to comply with all applicable laws and regulations, including, without 
limitation, such financing statements, certificates and other documents as the 
Agent and/or the Secured Parties may deem reasonably necessary or advisable to 
perfect a security interest in any additional Collateral hereafter acquired by 
the Company or in any replacements or proceeds thereof.  The Company hereby 
irrevocably authorizes and appoints the Agent, on behalf of the Agent and/or the 
Secured Parties, to the fullest extent permitted by applicable law, to execute 
such financing statements, certificates and other documents in its stead, with 
full power of substitution, as the Company's attorney-in-fact.  The Company 
further agrees that a carbon, photographic or other reproduction of a security 
agreement or financing statement is sufficient as a financing statement under 
this Agreement. 
 
          (f) The Company will give the Agent on behalf of the  Secured Parties 
prior notice of each office of the Company at which records of the Company 
pertaining to all items of Collateral are kept.  Except as such notice is given 
and unless otherwise permitted by the Loan Agreement, the Company's records 
concerning all Collateral are and will be kept at the address shown at the 
beginning of this Agreement as the principal place of business of the Company. 
 
          (g) The Company shall accord the Agent and the Secured Parties and 
their representatives with such access as any Secured Party may from time to 
time require, upon reasonable notice and at reasonable times, to all properties 
owned or leased by the Company.  The Agent and each Secured Party and its 
representatives shall have the right, and the Company will permit the Agent and 
any Secured Party and such representatives (at such times as they may reasonably 
request) to examine, inspect, copy and make extracts from any and all of the 
Collateral, subject to the confidentiality provisions of the Loan Agreement. 
 
          (h) If any Collateral is in the possession of any third party, 
including but not limited to, trustees or paying agents on any Eligible 
Securitization Transactions and/or the Company's agents or Affiliates, the 
Company shall notify such third parties of the security interest of the Agent 
and the Secured Parties therein and instruct them to hold the same for the 
account of the Agent and the Secured Parties and (subject to the Agent's 
instructions) deliver such Collateral to the Blocked Account, and will deliver 
such other notices and instructions to, and obtain waivers (including but not 
limited to waivers of setoff and recoupment), acknowledgments and financing 
statements from such third parties as the Agent and/or the Secured Parties deem 
necessary. 
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          (i) The Eligible Securitization Transaction Documents (x) are valid, 
legally binding contracts, enforceable in accordance with their terms , and no 
default on the part of the Company or any other party thereto has occurred and 
is continuing, and (y) have not been amended or otherwise modified except as 
disclosed in writing to the Secured Parties prior to the date hereof.  The 
Company has no knowledge of any condition, event, defect or circumstance which 
would impair the Company's rights under the Eligible Securitization Transaction 
Documents or the Company's right to receive payments in respect of the 
Collateral, or any other event or condition which could reasonably be expected 
to have a Material Adverse Effect.  Notwithstanding the grant of the security 
interest hereunder, the Company shall remain liable under each contract or 
agreement included in the Collateral (including but not limited to the Eligible 
Securitization Transaction Documents) to be observed or performed by the Company 
thereunder.  Neither the Agent nor the Secured Parties shall have any obligation 
or liability under any such contract or agreement by reason of or arising out of 
this Agreement or the receipt by the Agent or the Secured Parties of any payment 
relating to any of the Collateral, nor shall the Agent or the Secured Parties be 
obligated in any manner to perform any of the obligations of the Company under 
or pursuant to any such contract or agreement, to make inquiry as to the nature 
or sufficiency of any payment received by the Agent or the Secured Parties in 
respect of the Collateral or as to the sufficiency of any performance by any 
party under any such contract or agreement, to present or file any claim, to 
take any action to enforce any performance or to collect the payment of any 
amounts which may have been assigned to the Agent or the Secured Parties or to 
which the Agent or the Secured Parties may be entitled at any time or times. 
The Agent's (on behalf of the Secured Parties) sole duty with respect to the 
custody, safe keeping and physical preservation of the Collateral in its 
possession, under (S)9-207 of the UCC or otherwise, shall be to deal with such 
Collateral in the same manner as the Agent deals with similar property for its 
own account. 
 
          (j) The Pledged Stock has been duly and validly issued and is fully 
paid and non-assessable.  The Pledged Stock listed in Schedule II attached 
                                                      -----------          
hereto constitutes and shall at all times continue to constitute one hundred 
percent (100%) of the presently issued and outstanding capital stock of CPSRC, 
FundCo and WareCo.  These are outstanding or issued no options, warrants or 
other rights of any nature (or any options to acquired any such rights) to 
acquire shares of the capital stock of CPSRC, FundCo or WareCo. 
 
          (k) If any additional shares of capital stock of any class of stock of 
CPSRC, FundCo or WareCo or if any promissory notes of CPSRC, FundCo or WareCo or 
other securities of CPSRC, FundCo or WareCo are issued to or otherwise acquired 
by the Company after the date hereof, the same shall constitute Pledged 
Collateral and shall be deposited and pledged with the Agent, for the benefit of 
the Secured Parties, simultaneously with such acquisition.  The Company will not 
consent to or approve the issuance of any additional shares of capital stock of 
any class of CPSRC, FundCo, WareCo. 
 
     (S)5.  Delivery of Pledged Collateral.  Pursuant to the terms hereof, the 
     ----   ------------------------------                                     
Company has endorsed, assigned and delivered to the Agent (for the benefit of 
the Secured Parties) all negotiable and non-negotiable instruments (including, 
without limitation, the Pledge Collateral and any other certificated securities) 
and chattel paper, if any, included in the Collateral pledged by it hereunder, 
together with instruments of transfer or assignment duly executed in blank.  All 
negotiable or non-negotiable instruments (including, without limitation, the 
Pledged Collateral and any other certificated securities) or chattel paper 
constituting Collateral and hereafter acquired by the Company shall be promptly 
delivered to the Agent (for the benefit of the Secured Parties) pursuant hereto, 
shall be in suitable form for transfer by delivery, or shall be accompanied by 
duly executed instruments of transfer or assignments in blank, and accompanied 
in each case by any required transfer tax stamps, all in form and substance 
satisfactory to the Agent.  To the extent that any securities are 
uncertificated, appropriate book-entry transfers reflecting the pledge of such 
securities created hereby have been or, in the case of uncertificated securities 
hereafter acquired by the Company, will at the time of such acquisition be, duly 
made for the account of the Agent or one or more nominees of the Secured 
Parties, with the issuer of such securities or other appropriate book-entry 
facility or financial intermediary with the Agent having at all times the right 
to obtain definitive certificates (in the Agent's name or in the name of one or 
more of its nominees) where the issuer customarily or otherwise issues 
certificates, all to be held as Collateral  
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hereunder. The Company hereby acknowledges that the Agent and/or the Secured 
Parties may, in its/their discretion, appoint one or more financial institutions 
to act as the agent for the Agent or the Secured Parties in holding (in one or 
more custodial account(s)) instruments or other financial assets in which the 
Agent and the Secured Parties are granted a security interest hereunder. 
 
     (S)6.  Special Provisions Concerning Future Servicing Cash Flows; 
     ----   ---------------------------------------------------------- 
            Distributions in Respect of Pledged Collateral. 
            ----------------------------------------------  
 
          (a) The Company will execute and cause to be executed by all necessary 
parties all such agreements or instruments as may be deemed necessary by the 
Agent to ensure (i) that CPSRC is authorized by the Company to pay any and all 
dividends payable to the Company to the Blocked Account and (ii) that each 
spread account trustee or other paying agent under each transaction in the 
Company's aggregate servicing portfolio is authorized and directed to pay all 
Base Servicing Fees directly to the Blocked Account. The Company hereby 
irrevocably appoints the Agent as the true and lawful attorney-in-fact of the 
Company with full power of substitution, in the name of the Agent for the 
benefit of the Secured Parties or in the name of the Company or otherwise, for 
the sole benefit of the Secured Parties but at the sole expense of the Company, 
after the occurrence of an Event of Default and without notice to or demand upon 
the Company: (i) to demand, collect, receive payment of, receipt for, settle, 
compromise or adjust, and give discharges and releases in respect of amounts 
payable to the Company constituting Collateral (including without limitation the 
Pledged Collateral) (the "Receivables") or any of them; (ii) to commence and 
prosecute any suits, actions or proceedings at law or in equity in any court of 
competent jurisdiction to collect the Receivables or any of them and to enforce 
any other rights in respect thereof or in respect of the goods which have given 
rise thereto; (iii) to defend any suit, action or proceeding brought against the 
Company with respect to any Receivables; (iv) to settle, compromise or adjust 
any suit, action or proceeding described in clause (ii) or (iii) above, and, in 
connection therewith, to give such discharges or releases as the Agent may 
reasonably deem appropriate; (v) to endorse checks, notes, drafts, acceptances, 
money orders, bills of lading, warehouse receipts or other instruments or 
documents evidencing or securing the Receivables or any of them; and (vi) 
generally to sell, assign, transfer, pledge, make any agreement in respect of or 
otherwise deal with any Receivables or the goods which have given rise thereto 
as fully and completely as though the Agent and the Secured Parties were the 
Company for such purposes.  The powers conferred on the Agent and the Secured 
Parties by this Agreement are solely to protect any interest of the Agent and 
the Secured Parties and shall not impose any duty upon the Agent or the Secured 
Parties to exercise any such power, and if the Agent or the Secured Parties 
shall exercise any such power, they shall be accountable only for amounts they 
actually receive as a result thereof and shall not be responsible to the Company 
except for willful misconduct or gross negligence.  Neither the Agent nor the 
Secured Parties shall be under any obligation to take steps necessary to 
preserve the rights in any Collateral against third parties but may do so at 
its/their option.  The Agent may at its option at any time after an Event of 
Default shall have occurred transfer to itself or to its nominee the Pledged 
Stock, and receive the income thereon and hold the same as Collateral hereunder. 
 
          (b) The Company represents and warrants that all Collateral consisting 
of the Residual Interest in Securitizations and all other of the Company's 
rights to payment relating to the Eligible Securitization Transactions (whether 
direct or indirect through distributions from Eligible Subsidiaries) are and 
will at all times hereafter remain free of and not be subject to any security 
interests, liens or encumbrances of any nature (other than security interests, 
liens or encumbrances in favor of the Secured Parties). 
 
          (c) All powers of attorney set forth in this Agreement are coupled 
with an interest and shall be irrevocable until the Secured Obligations have 
been indefeasibly paid in full.  To the extent permitted by law, the Company 
hereby ratifies all that said attorneys shall lawfully do or cause to be done by 
virtue thereof. 
 
          (d)  In case, upon the dissolution, winding up, liquidation or 
reorganization of CPSRC, FundCo or WareCo whether in bankruptcy, insolvency or 
receivership proceedings or upon an assignment for the benefit of creditors or 
any other marshalling of the assets and liabilities of CPSRC, FundCo or WareCo 
or  
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any voluntary proceedings for the liquidation of the assets of CPSRC, FundCo 
or WareCo or otherwise, any sum shall be paid or any property shall be 
distributed upon or with respect to any of the Pledged Collateral, such sum 
shall be paid over to the Agent to be applied in payment of the Secured 
Obligations in accordance with the Loan Agreement.  In case any stock dividend 
shall be declared on any of the Pledged Collateral, or any share of stock or 
fraction thereof shall be issued pursuant to any stock split involving any of 
the Pledged Collateral, or any distribution of capital (including, without 
limitation, payments in respect of Excess Servicing Receivables or any other 
payment arising from or relating to any Eligible Securitization Transaction) 
shall be made on any of the Pledged Collateral, or any property shall be 
distributed upon or with respect to the Pledged Collateral pursuant to 
recapitalization or reclassification of the capital of CPSRC, FundCo or WareCo, 
or otherwise the shares or other property so distributed shall be delivered to 
the Agent to be applied in payment of (in the case of cash or Cash Equivalents) 
or held as additional collateral for (in the case of other property) the Secured 
Obligations in accordance with the Loan Agreement. 
 
          (e) Right to Transfer into Name of Agent, etc.  In case there shall 
              -----------------------------------------                       
exist an Event of Default, but subject to the provisions of the Uniform 
Commercial Code or other applicable law, the Agent may cause all or any of the 
Pledged Collateral to be transferred into its name or into the name of its 
nominee or nominees.  So long as no Event of Default shall exist, the Company 
shall be entitled to exercise as the Company shall deem fit, but in a manner not 
inconsistent with the terms hereof or of the Secured Obligations (including but 
not limited to the Loan Agreement and the other Loan Documents and the 
Intercreditor Agreement dated the date hereof between and among the Company, FSA 
and the Lenders), the voting power with respect to the Pledged Collateral. 
 
          (f) Right of Agent to Exercise Voting Power, etc.  In case there shall 
              --------------------------------------------                       
exist an Event of Default, which shall not have been remedied or cured in 
accordance with the Loan Agreement, the Agent shall be entitled to exercise the 
voting power with respect to the Pledged Collateral, and to exercise any and all 
rights of payment, conversion, exchange, subscription or any other rights, 
privileges or options pertaining to the Pledged Collateral as if it were the 
absolute owner thereof, including without limitation, the right to exchange, at 
its discretion, any and all of the Pledged Collateral upon the merger, 
consolidation, reorganization, recapitalization or other readjustment of CPSRC, 
FundCo or WareCo or, upon the exercise of any such right, privilege or option 
pertaining to the Pledged Collateral, and in connection therewith, to deposit 
and deliver any and all of the Pledged Collateral with any committee, 
depositary, transfer agent, registrar or other designated agency upon such terms 
and conditions as the Agent may determine, all without liability except to 
account for property actually received, but the Agent shall have no duty to 
exercise any of the aforesaid rights, privileges or options and shall not be 
responsible for any failure to do so or delay in so doing. 
 
     (S)7.  Fixtures, etc.  It is the intention of the parties hereto that none 
     ----   -------------                                                       
of the Collateral shall become fixtures and the Company will take all such 
reasonable actions as may be necessary to prevent any of the Collateral from 
becoming fixtures.  Without limiting the generality of the foregoing, the 
Company will, if requested by the Agent, use its best efforts to obtain waivers 
of lien, in form satisfactory to the Agent, from each lessor of real property on 
which any of the Collateral is or is to be located unless such Collateral is 
also located in the Company's Irvine, California headquarters. 
 
     (S)8.  Events of Default.  The Company shall be in default under this 
     ----   -----------------                                              
Agreement upon the happening of any of the following events or conditions 
(herein called "Events of Default"): 
 
          (a) Default shall be made in the due and punctual payment of principal 
of or premium, if any, or interest on any of the Secured Obligations as and when 
the same shall become due and payable (whether at maturity or at a date fixed 
for any prepayment or installment or by demand, declaration or acceleration or 
otherwise) and such default shall continue beyond the expiration of the 
applicable period of grace, if any ("Payment Default"); or 
 
          (b) Any other Event of Default (as defined or provided in the Loan 
Agreement or in any other Loan Document) shall occur; or 
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          (c) There shall be a material breach of any representation, warranty, 
covenant, term or provision contained herein, or any representation or warranty 
made in this Agreement or in any certificate, document or instrument executed or 
delivered from time to time in connection herewith or with any other Loan 
Document proves to be untrue or misleading in any material respect when made. 
 
     (S)9.  Rights and Remedies of Secured Parties; Consent to Appointment of 
     ----   ----------------------------------------------------------------- 
Receiver. 
- --------  
 
          (a) In the event that any Event of Default shall have occurred, such 
default not having previously been remedied or cured in accordance with the Loan 
Agreement, the Agent may, and at the direction of the Majority Banks the Agent 
shall, declare all of the Secured Obligations to be immediately due and payable 
and shall thereafter have the following rights and remedies:  (a) all rights and 
remedies provided by law, including, without limitation, those provided by the 
UCC; (b) all rights and remedies provided in this Agreement; and (c) all rights 
and remedies provided in the Loan Agreement, the Notes, the Security Documents 
or in any other Loan Document or agreement, document or instrument pertaining to 
the Secured Obligations. 
 
          (b) WITHOUT LIMITING THE GENERALITY OF THE FOREGOING (S)9(A) AND 
WITHOUT DEROGATING FROM ANY RIGHT, REMEDY OR OTHER PROVISION CONTAINED IN THE 
LOAN AGREEMENT OR ANY OTHER SECURITY DOCUMENT, AT ANY TIME FROM AND AFTER THE 
OCCURRENCE OF A PAYMENT DEFAULT (AS DEFINED IN (S)8(a)), THE SECURED PARTY SHALL 
                                               ------                            
HAVE THE RIGHT TO APPLY FOR AND HAVE A RECEIVER APPOINTED BY A COURT OF 
COMPETENT JURISDICTION IN ANY ACTION TAKEN BY THE SECURED PARTY TO ENFORCE ITS 
RIGHTS AND REMEDIES HEREUNDER IN ORDER TO MANAGE, PROTECT AND PRESERVE THE 
COLLATERAL AND CONTINUE THE OPERATION OF THE BUSINESS OF THE COMPANY, OR TO SELL 
OR DISPOSE OF THE COLLATERAL, AND TO COLLECT ALL REVENUES AND PROFITS THEREOF 
AND APPLY THE SAME TO THE PAYMENT OF ALL EXPENSES AND OTHER CHARGES OF SUCH 
RECEIVERSHIP, INCLUDING THE COMPENSATION OF THE RECEIVER, SAID EXPENSES TO 
CONSTITUTE PART OF THE SECURED OBLIGATIONS, AND TO THE PAYMENT OF THE SECURED 
OBLIGATIONS AS AFORESAID.  TO THE EXTENT NOT PROHIBITED BY APPLICABLE LAW, THE 
COMPANY HEREBY IRREVOCABLY CONSENTS TO AND WAIVES ANY RIGHT TO OBJECT TO OR 
OTHERWISE CONTEST THE APPOINTMENT OF RECEIVER AS PROVIDED ABOVE.  THE COMPANY 
(I) GRANTS SUCH WAIVER AND CONSENT KNOWINGLY AFTER HAVING DISCUSSED THE 
IMPLICATIONS THEREOF WITH COUNSEL, (II) ACKNOWLEDGES THAT (A) THE UNCONTESTED 
RIGHT TO HAVE A RECEIVER APPOINTED FOR THE FOREGOING PURPOSES IS CONSIDERED 
ESSENTIAL BY THE SECURED PARTY IN CONNECTION WITH THE ENFORCEMENT OF ITS RIGHTS 
AND REMEDIES HEREUNDER AND UNDER THE LOAN DOCUMENTS, AND (B) THE AVAILABILITY OF 
SUCH APPOINTMENT AS A REMEDY UNDER THE FOREGOING CIRCUMSTANCES WAS A MATERIAL 
FACTOR IN INDUCING SECURED PARTY TO MAKE THE LOANS TO THE COMPANY; AND (III) TO 
THE EXTENT NOT PROHIBITED BY APPLICABLE LAW, AGREES TO ENTER INTO ANY AND ALL 
STIPULATIONS IN ANY LEGAL ACTIONS, OR AGREEMENTS OR OTHER INSTRUMENTS IN 
CONNECTION WITH THE FOREGOING AND TO COOPERATE FULLY WITH THE SECURED PARTY IN 
CONNECTION WITH THE ASSUMPTION AND EXERCISE OF CONTROL BY THE RECEIVER OVER ALL 
OR ANY PORTION OF THE COLLATERAL. 
 
     (S)10.  Right of Secured Parties to Dispose of Collateral, etc.; 
             -------------------------------------------------------- 
Restrictions on Transfer; etc. 
- -----------------------------  
 
          (a) Without limiting the scope of (S)9 hereof, upon the occurrence of 
                                            ----                                
any Event of Default, such default not having previously been remedied or cured 
in accordance with the Loan Agreement, but subject to the provisions of the UCC 
or other applicable law, the Agent may, and at the direction of the Majority 
Banks, the Agent shall, take possession of the Collateral and, in addition 
thereto, enter upon any  
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premises on which the Collateral or any part thereof may be situated and remove 
the same therefrom. The Agent may require the Company to make the Collateral (to 
the extent the same is moveable) available to the Agent at a place to be 
designated by the Agent which is reasonably convenient to both parties. Unless 
the Collateral is perishable or threatens to decline speedily in value or is of 
a type customarily sold on a recognized market, the Agent will give the Company 
at least ten (10) days' prior written notice at the address of the Company set 
forth in the Loan Agreement (or at such other address or addresses as the 
Company shall specify in writing to the Agent) of the time and place of any 
public sale thereof or of the time after which any private sale or any other 
intended disposition thereof is to be made. Any such notice shall be deemed to 
meet any requirement hereunder or under any applicable law (including the UCC) 
that reasonable notification be given of the time and place of such sale or 
other disposition. After deducting all reasonable costs and expenses of 
collection, safekeeping, storage, custody, sale or other disposition and 
delivery (including reasonable legal costs and attorneys' fees) and all other 
charges against the Collateral, the residue of the proceeds of any such sale or 
disposition shall be applied to the payment of the Secured Obligations in such 
order of priority as the Secured Parties shall determine and any surplus shall 
be returned to the Company or to any person or party lawfully entitled thereto. 
In the event the proceeds of any sale, lease or other disposition of the 
Collateral hereunder are insufficient to pay all of the Secured Obligations in 
full, the Company will be liable for the deficiency, together with interest 
thereon, at the maximum rate provided in the Loan Agreement, and for the costs 
and expenses of collection of such deficiency, including, without limitation, 
reasonable attorneys' fees, expenses and disbursements. 
 
          (b) Upon the occurrence of an Event of Default, such Event of Default 
not having previously been remedied or cured in accordance with the Loan 
Agreement, and without limiting in any manner the rights and remedies granted to 
the Secured Party elsewhere in this Agreement, the Agent shall have the right at 
any time or times thereafter to sell, resell, assign and deliver all or any of 
the Pledged Collateral in one or more parcels at any exchange or broker's board 
or at public or private sale.  Unless the Pledged Collateral is perishable or 
threatens to decline speedily in value or is of a type customarily sold on a 
recognized market, the Secured Party will give the Company at least ten (10) 
days' prior written notice (delivered in the manner specified in the Loan 
Agreement) of the time and place of any public sale thereof or of the time after 
which any private sale or any other intended disposition thereof is to be made. 
Any such notice shall be deemed to meet any requirement hereunder or under any 
applicable law (including the Uniform Commercial Code) that reasonable 
notification be given of the time and place of such sale or other disposition. 
Such notice may be given without any demand of performance or other demand, all 
such demands being hereby expressly waived by the Company.  All such sales shall 
be at such commercially reasonable price or prices as the Secured Party shall 
deem best and either for cash or on credit or for future delivery (without 
assuming any responsibility for credit risk).  At any such sale or sales the 
Secured Party may purchase any or all of the Pledged Collateral to be sold 
thereat upon such terms as the Secured Party may deem best.  Upon any such sale 
or sales the Pledged Collateral so purchased shall be held by the purchaser 
absolutely free from any claims or rights of the Company of whatsoever kind or 
nature, including any equity of redemption and any similar rights, all such 
equity of redemption and any similar rights being hereby expressly waived and 
released by the Company.  In the event any consent, approval or authorization of 
any governmental agency or other third party will be necessary to effectuate any 
such sale or sales, the Company shall execute, and hereby agrees to cause CPSRC, 
FundCo or WareCo to execute, all such applications or other instruments as may 
be required.  The proceeds of any such sale or sales, together with any other 
additional collateral security at the time received and held hereunder, shall be 
received and applied:  first, to the payment of all costs and expenses of such 
sale, including reasonable attorneys' fees; second, to the payment of the 
Secured Obligations in such order of priority as the Secured Parties shall 
determine, and any surplus thereafter remaining shall be paid to the Company or 
to whomever may be legally entitled thereto. 
 
          The Company recognizes that the Secured Parties may be unable to 
effect a public sale of all or a part of the Pledged Collateral by reason of 
certain prohibitions contained in the Securities Act of 1933, but may be 
compelled to resort to one or more private sales to a restricted group of 
purchasers, each of whom will be obligated to agree, among other things, to 
acquire such Pledged Collateral for its own account, for investment and not with 
a view to the distribution or resale thereof.  The Company acknowledges that 
private  
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sales so made may be at prices and upon other terms less favorable to the seller 
than if such Pledged Collateral were sold at public sale, and that the Secured 
Parties have no obligation to delay sale of any such Pledged Collateral for the 
period of time necessary to permit such Pledged Collateral to be registered for 
public sale under the Securities Act of 1933. Without limiting the foregoing, 
the Company acknowledges and understands that compliance with the Securities Act 
of 1933 or similar or successor Federal Securities Laws or applicable State 
securities and blue sky laws might strictly limit the course of conduct of the 
Secured Parties in attempting to dispose of all or any of the Pledged 
Collateral. Accordingly, the Company acknowledges and understands that the 
Secured Parties may solicit offers to buy the Pledged Collateral, or any part 
thereof, for cash, from a limited number of investors deemed by the Secured 
Parties, in their sole judgment, to be responsible parties who might be 
interested in purchasing such Pledged Collateral. The Company understands and 
agrees that any such sale under such circumstances may not yield a price equal 
to the price which might otherwise be obtained, and agrees that a sale under 
such circumstances shall be deemed fair and reasonable under the circumstances, 
and waives, to the fullest extent permitted by applicable law, any right to 
contest or challenge such sale or the results thereof. The Company agrees that 
any such private sales shall not be deemed to have been made in a commercially 
unreasonable manner solely because they shall have been made under the foregoing 
circumstances. 
 
          (c) To the extent that any restrictions imposed by the charter or by- 
laws of CPSRC, FundCo or WareCo or any agreement to which any of CPSRC, FundCo 
or WareCo is a party or any other document or instrument would in any way affect 
or impair the pledge of the Pledged Collateral hereunder or the exercise by the 
Secured Parties of any right granted hereunder, including, without limitation, 
the right of the Secured Parties to dispose of the Pledged Collateral upon the 
occurrence of any Event of Default, the Company hereby waives such restrictions, 
and represents and warrants that it has caused CPSRC, FundCo or WareCo to take 
all necessary action to waive such restrictions, and the Company hereby agrees 
that it will take any further action which the Secured Parties may reasonably 
request in order that the Secured Parties may obtain and enjoy the full rights 
and benefits granted to the Secured Party by this Agreement free of any such 
restrictions.  The Agent is hereby appointed the attorney-in-fact, with full 
power of substitution, of the Company for the purpose of carrying out the 
provisions of this Pledge and Security Agreement and taking any action 
including, without limitation, executing, delivering and filing applications, 
certificates, instruments and other documents and papers with governmental 
authorities and other third parties, and executing any and all instruments 
including, without limitation, conveyances, assignments and transfers which are 
required to be taken or executed by the Company under this Pledge and Security 
Agreement, in the name of the Agent or on behalf of and in the name of the 
Company.  This appointment is coupled with an interest, is irrevocable and 
durable and shall survive any subsequent dissolution of the Company. 
 
          (d) All of the rights and remedies of the Agent and the Secured 
Parties hereunder are cumulative, not exclusive, and enforceable successively, 
alternatively or concurrently, at such time or times as the Agent and/or the 
Secured Parties deem expedient. 
 
     (S)11.  Right of Secured Parties to Use and Operate Collateral, etc.  Upon 
     -----   -----------------------------------------------------------        
the occurrence and during the continuance of any Event of Default, such default 
not having previously been remedied or cured in accordance with the Loan 
Agreement, but subject to the provisions of the UCC or other applicable law, the 
Agent shall have the right and power (but not the obligation) to take possession 
of all or any part of the Collateral, and to exclude the Company and all persons 
claiming under the Company wholly or partly therefrom, and thereafter to hold, 
store, and/or use, operate, manage and control the same.  In any such case the 
Agent shall have all of the Company's right to manage and control the Collateral 
and to carry on the business and to exercise all rights and powers of the 
Company in respect thereto as the Agent shall deem best, including the right to 
enter into any and all such agreements with respect to the operation of the 
Collateral or any part thereof as the Agent may see fit; and the Agent shall be 
entitled to collect and receive all rents, issues, profits, fees, revenues and 
other income of the same and every part thereof.  Such rents, issues, profits, 
fees, revenues and other income shall be applied to pay the expenses of holding 
and operating the Collateral and of conducting the business thereof, and of all 
maintenance, repairs, replacements, alterations, additions and improvements, and 
to make all payments which the Secured Parties may be required or may elect to 
make, if  
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any, for taxes, assessments, insurance and other charges upon the Collateral or 
any part thereof, and all other payments which the Agent may be required or 
authorized to make under any provision of this Agreement (including reasonable 
legal costs and attorneys' fees). The remainder of such rents, issues, profits, 
fees, revenues and other income shall be applied to the payment of the Secured 
Obligations in such order of priority as the Secured Parties shall determine 
and, unless otherwise provided by law or by a court of competent jurisdiction, 
any surplus shall be returned to the Company or to any person or party lawfully 
entitled thereto. Without limiting the generality of the foregoing (and without 
derogating from any provision contained in the Loan Agreement or any other 
Security Document), upon the occurrence of an Event of Default, the Agent shall 
have the right to apply for and have a receiver appointed by a court of 
competent jurisdiction in any action taken by the Agent and/or the Secured 
Parties to enforce its/their rights and remedies hereunder in order to manage, 
protect and preserve the Collateral and continue the operation of the business 
of the Company, or to sell or dispose of the Collateral, and to collect all 
revenues and profits thereof and apply the same to the payment of all expenses 
and other charges of such receivership, including the compensation of the 
receiver, said expenses to constitute part of the Secured Obligations, and to 
the payment of the Secured Obligations as aforesaid. 
 
     (S)12.  Waivers, etc.  The Company hereby waives presentment, demand, 
     -----   ------------                                                  
notice, protest and, except as is otherwise provided herein, all other demands 
and notices in connection with this Agreement or the enforcement of the Agent's 
and/or the Secured Parties' rights hereunder or in connection with any Secured 
Obligations or any Collateral; consents to and waives notice of the granting of 
renewals, extensions of time for payment or other indulgences to the Company or 
to any account debtor in respect of any Receivable, or substitution, release or 
surrender of any Collateral, the addition or release of persons primarily or 
secondarily liable on any Secured Obligation or on any Receivable or other 
Collateral, the acceptance of partial payments on any Secured Obligation or on 
any Receivable or other Collateral and/or the settlement or compromise thereof. 
The Company also hereby waives any rights and/or defenses the Company may have 
under any anti-deficiency laws or other laws limiting, qualifying or discharging 
the Secured Obligations and/or the remedies of the Agent and/or the Secured 
Parties against the Company.  No delay or omission on the part of the Agent 
and/or the Secured Parties in exercising any right hereunder shall operate as a 
waiver of such right or of any other right hereunder.  Any waiver of any such 
right on any one occasion shall not be construed as a bar to or waiver of any 
such right on any such future occasion.  The Company further waives any right it 
may have under the constitution of The Commonwealth of Massachusetts, the States 
of California and Delaware and under the constitution of any other state in 
which any of the Collateral may be located, or under the Constitution of the 
United States of America, to notice (other than any requirement of notice 
provided herein) or to a judicial hearing prior to the exercise of any right or 
remedy provided by this Agreement to the Agent and/or the Secured Parties and 
waives its rights, if any, to set aside or invalidate any sale duly consummated 
in accordance with the foregoing provisions hereof on the grounds (if such be 
the case) that the sale was consummated without a prior judicial hearing.  The 
Company's waivers under this section have been made voluntarily, intelligently 
and knowingly and after the Company has been apprised and counseled by its 
attorneys as to the nature thereof and its possible alternative rights.  Neither 
the Agent nor the Secured Parties shall be required to marshal any present or 
future collateral security (including but not limited to the Collateral) for, or 
other assurances of payment of, the Secured Obligations or any of them or to 
resort to such collateral security or other assurances of payment in any 
particular order, and all of the Agent's and the Secured Parties rights 
hereunder and in respect of such collateral security and other assurances of 
payment shall be cumulative and in addition to all other rights, however 
existing or arising.  To the extent that it lawfully may, the Company hereby 
agrees that it will not invoke any law relating to the marshaling of collateral 
which might cause delay in or impede the enforcement of the rights of the Agent 
and/or the Secured Parties under this Agreement or under any other instrument 
creating or evidencing any of the Secured Obligations or under which any of the 
Secured Obligations is outstanding or by which any of the Obligations is secured 
or payment thereof is otherwise assured, and, to the extent that it lawfully 
may, the Company hereby irrevocably waives the benefits of all such laws. 
 
     (S)13.  Termination; Assignment, etc.  Subject to (S)14, this Agreement and 
     -----   ----------------------------              -----                     
the security interest in the Collateral created hereby shall terminate when all 
of the Secured Obligations have been indefeasibly paid in  
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full (provided that the Secured Parties are no longer obligated to make Loans 
      -------- ---- 
under the Loan Agreement). No waiver by the Agent and/or the Secured Parties or 
by any other holder of Secured Obligations of any default shall be effective 
unless in writing nor operate as a waiver of any other default or of the same 
default on a future occasion. In the event of a sale or assignment by any 
Secured Party of all or any of the Secured Obligations held by it, the Secured 
Party may assign or transfer its rights and interests under this Agreement in 
whole or in part to the purchaser or purchasers of such Secured Obligations, 
whereupon such purchaser or purchasers shall become vested with all of the 
powers and rights of the Secured Party hereunder, and the Secured Party shall 
thereafter be forever released and fully discharged from any liability or 
responsibility hereunder arising from and after the effective time of such 
assignment or transfer with respect to the rights and interests so assigned. 
 
     (S)14.  Reinstatement.  Notwithstanding the provisions of (S)13, this 
     -----   -------------                                     -----       
Agreement shall continue to be effective or be reinstated, as the case may be, 
if at any time any amount received by any Secured Party in respect of the 
Collateral is rescinded or must otherwise be restored or returned by the Secured 
Party upon the insolvency, bankruptcy, dissolution, liquidation or 
reorganization of the Company or any Affiliate of the Company or otherwise or 
upon the appointment of any intervenor or conservator of, or trustee or similar 
official for, the Company or any Affiliate of the Company or any substantial 
part of its or their properties, or otherwise, all as though such payments had 
not been made. 
 
     (S)15.  Governmental and Other Third Party Approvals, etc.  Upon the 
     -----   -------------------------------------------------            
occurrence of an Event of Default and the exercise by the Agent and/or the 
Secured Parties of (or decision by the Agent and/or the Secured Parties to 
exercise) any power, right, privilege or remedy pursuant to this Agreement which 
requires any consent, approval, registration, qualification or authorization of 
any governmental or regulatory authority or instrumentality, or any other third 
party (including but not limited to rating agencies and third parties to the 
Eligible Securitization Transaction Documents) the Company will execute and 
deliver, or will cause the execution and delivery of, all applications, 
certificates, instruments and other documents and papers that may be required 
for such governmental, regulatory or other third party consent, approval, 
registration, qualification or authorization.  In the event the Company fails to 
take any such action, the Company hereby irrevocably authorizes and appoints the 
Agent to execute and deliver such documents in its stead, with full power of 
substitution, as the Company's attorney-in-fact. 
 
     (S)16.  Notices.  Except as otherwise provided herein, notice to the 
     -----   -------                                                      
Company or to the Agent or the Secured Parties shall be deemed to have been 
sufficiently given or served for all purposes hereof if given to the parties and 
in the manner specified in the Loan Agreement. 
 
     (S)17.  Agency.  The terms "Secured Party" or "Secured Parties" as used 
     -----   ------                                                          
herein shall be deemed to include any and all lenders now or hereafter party to 
the Loan Agreement as a "Lender", and any other holder of any Secured 
Obligation, and shall also be deemed to include the Agent acting on behalf of 
all or any one or more of the Secured Parties in accordance with the Agency 
provisions of the Loan Agreement.  The Company shall not be a third party 
beneficiary of such provisions.  The Secured Parties acknowledge that the 
security interest in the Collateral granted hereby secures the Secured 
Obligations owing to the Agent and to each Secured Party.  State Street Bank and 
Trust Company may resign or be removed as Agent hereunder, and may be replaced 
as Agent hereunder, in the same manner as is prescribed for resignation, removal 
and replacement of the Agent in the Loan Agreement, and any successor Agent 
shall succeed to all of the Agent's rights hereunder with respect to the 
Collateral.  The term "Agent" as used herein shall be deemed to include any such 
other party acting as agent for the Secured Parties hereunder. 
 
     The Agent shall not be liable to any Secured Party for any error of 
judgment or mistake of fact or for any acts of omission or commission, unless 
the same are caused by the Agent's willful misconduct or gross negligence.  The 
Agent may act in reliance upon all instruments, documents or signatures believed 
by it to be genuine and may assume that any person purporting to act or give 
notices, writings, advice or instructions in connection with this Agreement is 
duly authorized by the appropriate party so to do.  The Agent will be reimbursed 
or properly indemnified by each Secured Party in the event the Agent is 
requested by the Secured  
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Parties to take or omit to take any action with respect to the Collateral (any 
such reimbursement or indemnification to be on the same basis as set forth in 
the Loan Agreement). The Agent shall have the right to retain counsel to advise 
it as to any action or decision with respect to the Collateral and shall be 
reimbursed by the Secured Parties for the cost of the same (to the extent the 
Agent is not reimbursed by the Company) prior to distributing any of the 
Collateral or any proceeds thereof and the cost of such reimbursement of the 
Agent shall constitute part of the Secured Obligations. 
 
     The provisions of this (S)17 shall apply to all other Security Documents in 
                            -----                                                
which State Street Bank and Trust Company is serving as Agent for the Secured 
Parties, and in which no specific agency provision is included, in the same 
manner as this (S)17 applies to this Security Agreement. 
               -----                                     
 
     (S)18.  Miscellaneous.  This Agreement shall inure to the benefit of and be 
     -----   -------------                                                       
binding upon the Agent, the Secured Parties and the Company and their respective 
successors and assigns (provided that the Company may not assign its rights and 
                        -------- ----                                           
obligations hereunder without the prior consent of the Secured Parties), and the 
term "Lender" shall be deemed to include any other holder or holders of any of 
the Secured Obligations.  In case any provision of this Agreement shall be 
invalid, illegal or unenforceable, the validity, legality and enforceability of 
the remaining provisions shall not in any way be affected or impaired thereby. 
References in this Agreement to the "Secured Parties" are references to the 
Secured Parties severally, jointly and jointly and severally.  The section 
headings in this Agreement are for convenience of reference only and shall not 
be considered in construing this Agreement.  This Agreement may be executed in 
any number of counterparts and by the different parties hereto on separate 
counterparts, each of which shall be an original, but all of which together 
shall constitute one instrument. 
 
     (S)19.  Governing Law; Jurisdiction; Waiver of Jury Trial.  This Agreement 
     -----   -------------------------------------------------                  
shall be governed by the internal laws of The Commonwealth of Massachusetts 
(without reference to conflicts of law principles).  The Company, to the extent 
that it may lawfully do so, hereby consents to service of process, and to be 
sued, in The Commonwealth of Massachusetts and consents to the jurisdiction of 
the courts of The Commonwealth of Massachusetts and the United States District 
Court for the District of Massachusetts, as well as to the jurisdiction of all 
courts to which an appeal may be taken from such courts, for the purpose of any 
suit, action or other proceeding arising out of this Agreement or any of its 
obligations hereunder or with respect to the transactions contemplated hereby, 
and expressly waives any and all objections it may have as to venue in any such 
courts.  The Company further agrees that a summons and complaint commencing an 
action or proceeding in any of such courts shall be properly served and shall 
confer personal jurisdiction if served personally or by certified mail to it at 
its address set forth above or as otherwise provided under the laws of The 
Commonwealth of Massachusetts.  The Company irrevocably waives all right to a 
trial by jury in any suit, action or other proceeding instituted by or against 
the Company in respect of its obligations hereunder or the transactions 
contemplated hereby. 
 
     (S)20.  Indemnification.  The Company shall indemnify, defend and hold the 
     -----   ---------------                                                    
Secured Parties and the Agent harmless of and from any claim brought or 
threatened against the Secured Parties and/or the Agent by the Company, any 
guarantor or endorser of the Secured Obligations, or any other Person (as well 
as from reasonable attorneys' fees and expenses in connection therewith) in 
accordance with the Loan Agreement. 
 
     (S)21.  Specific Performance.  The Company stipulates that the remedies of 
     -----   --------------------                                               
the Agent and the Secured Parties at law, in the event of any demand (following 
notice to the extent expressly provided herein), or Event of Default by the 
Company in the performance of or compliance with any of the terms and provisions 
of this Agreement on its part to be observed or performed, are not and will not 
be adequate, and that such terms may be specifically enforced by a decree for 
the specific performance of any agreement or provision contained herein or by an 
injunction against a violation of any of the terms of provisions hereof or 
otherwise. 
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     IN WITNESS WHEREOF, the parties have executed this Agreement as a sealed 
instrument as of the date first above written. 
 
 
CONSUMER PORTFOLIO SERVICES, INC. 
 
 
By: 
   ----------------------------------------  
    (Title) 
 
 
STATE STREET BANK AND TRUST COMPANY, 
  for Itself and as Agent 
 
 
By:---------------------------------------- 
    (Title) 
 
 
THE STRUCTURED FINANCE HIGH YIELD FUND, LLC 
 
 
By:---------------------------------------- 
    (Title) 
 
 
THE PRUDENTIAL INSURANCE COMPANY OF AMERICA 
 
 
By:---------------------------------------- 
    (Title) 
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                                                                    EXHIBIT 10.3 
 
                       CONSUMER PORTFOLIO SERVICES, INC. 
 
                        Revolving Credit and Term Note 
                        ------------------------------ 
 
$16,666,666.50                                             Boston, Massachusetts 
 
                                April 30, 1998 
 
 
     Consumer Portfolio Services, Inc., a California corporation (the 
"Company"), for value received, hereby promises to pay to State Street Bank and 
Trust Company (the "Lender"), or order, on or before April 30, 2003, the 
principal amount of Sixteen Million Six Hundred and Sixty-Six Thousand Six 
Hundred and Sixty-Six Dollars and Fifty Cents ($16,666,666.50), or such lesser 
amount as may at the maturity hereof, whether by acceleration or otherwise, be 
the aggregate unpaid principal amount of all Revolving Credit Loans which, 
subject to the terms and conditions of the Loan Agreement referred to below, may 
convert to Term Loans on the Conversion Date, made by the Lender to the Company 
pursuant to such Loan Agreement.  Prior to the Conversion Date, and subject to 
applicable mandatory prepayment provisions set forth in the Loan Agreement, 
interest only (computed on the basis of the actual number of days elapsed over a 
360-day year) shall be due on the unpaid principal amount hereof at the rates 
per annum set forth in the Loan Agreement, payable monthly in arrears on the 
fifteenth (15th) day of each month, commencing on the first such date next 
succeeding the date hereof and continuing through maturity, whether by 
acceleration or otherwise.  From and after the Conversion Date, interest shall 
be due on the unpaid principal amount from time to time outstanding hereunder. 
The principal amount outstanding on the Conversion Date shall be payable in no 
more than forty-eight (48) consecutive monthly installments of principal, each 
in an amount equal to the greater of (i) the aggregate amount transferred or 
released to each of the Company's Eligible Subsidiaries from all Spread Accounts 
or otherwise in connection with each Eligible Securitization Transaction since 
the fifteenth day of the previous month and (ii) one forty-eighth of the 
principal amount outstanding on the Conversion Date, provided that, in the event 
                                                     --------                    
of any Default or Event of Default under the Loan Agreement, the Company shall 
pay to the holder of this Note on demand, interest on the full outstanding 
balance of unpaid principal and (to the extent permitted by law) on such unpaid 
interest from the date due until  



 
  
paid in full at a rate per annum equal to two percent (2%) above the rate 
otherwise applicable hereunder. In no event shall the amount contracted for and 
agreed to be paid by the Company as interest on this Note exceed the highest 
lawful rate permissible under any law applicable hereto. For all Prime Rate- 
based Loans each change in the rate of interest payable shall take effect 
simultaneously with the corresponding change in the Prime Rate. 
 
     This Note evidences a loan or loans under, and is subject to the provisions 
of, a certain Residual Interest in Securitizations Revolving Credit and Term 
Loan Agreement dated as of the date hereof, (as amended and/or extended from 
time to time, the "Loan Agreement") by and among the Company and the Lenders 
(including the original payee of this Note) named therein.  The holder of this 
Note is entitled to the benefits of the Loan Agreement and to the benefits of 
the Security Documents and other Loan Documents referred to therein.  Neither 
this reference to such Loan Agreement, Security Documents or other Loan 
Documents, nor any provisions thereof shall affect or impair the absolute and 
unconditional obligation of the Company to pay the principal of and interest on 
this Note as provided herein.  All payments of principal of and interest on this 
Note shall be payable in immediately available funds at the address of the Agent 
set forth in the Loan Agreement.  This Note is subject to prepayment in whole or 
in part, and to acceleration on default, in both instances at the times and in 
the manner specified in the Loan Agreement.  The maker and all endorsers of this 
Note hereby waive presentment, demand, notice, protest and all other demands and 
notices in connection with the delivery, acceptance, performance or enforcement 
of this Note. 
 
     This Note is governed by the laws of The Commonwealth of Massachusetts and 
is executed as a sealed instrument as of the date first above written. 
 
                            CONSUMER PORTFOLIO SERVICES, INC. 
 
 
                            By_________________________________ 
                                                        (Title) 



 
  
Schedule to Revolving Credit and Term Note filed as exhibit 10.3 to report on 
Form 10-Q of registrant Consumer Portfolio Services, Inc. for quarter ended 
March 31, 1998. 
 
Such note is one of three executed under a single line of credit. The other two 
such notes are omitted from this filing pursuant to instruction 2 to Item 601 of 
Regulation S-K.  The documents omitted are two notes substantially identical to 
the note filed, except as follows: 
 
Amount:    $5,000,000.00              $11,666,666.50 
 
Payee:     The Structured Finance     The Prudential Insurance  
           High Yield Fund, LLC       Company of America 
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