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PART I

THIS ANNUAL REPORT ON FORM 10-K INCLUDES " FORWARD-LOOKING STATEMENTS"
WITHIN THE MEANING OF SECTION 27A OF THE SECURITIES ACT AND SECTION 21E OF THE
EXCHANGE ACT INCLUDING, IN PARTICULAR, THE STATEMENTS ABOUT PIA'S PLANS AND
STRATEGIES UNDER THE HEADINGS "BUSINESS" AND "MANAGEMENT'S DISCUSSION AND
ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS." ALTHOUGH PIA
BELIEVES THAT ITS PLANS, INTENTIONS AND EXPECTATIONS REFLECTED IN OR SUGGESTED
BY SUCH FORWARD-LOOKING STATEMENTS ARE REASONABLE, IT CANNOT ASSURE THAT SUCH
PLANS, INTENTIONS OR EXPECTATIONS WILL BE ACHIEVED. IMPORTANT FACTORS THAT COULD
CAUSE ACTUAL RESULTS TO DIFFER MATERIALLY FROM THE FORWARD-LOOKING STATEMENTS
MADE IN THIS ANNUAL REPORT ON FORM 10-K ARE SET FORTH UNDER THE HEADING "RISK
FACTORS" AND ELSEWHERE IN THIS ANNUAL REPORT ON FORM 10-K. ALL FORWARD-LOOKING
STATEMENTS ATTRIBUTABLE TO PIA OR PERSONS ACTING ON ITS BEHALF ARE EXPRESSLY
QUALIFIED BY THE CAUTIONARY STATEMENTS CONTAINED IN THIS ANNUAL REPORT ON
FORM 10-K.

SEE THE GLOSSARY AT PAGE 13 FOR A DESCRIPTION OF CERTAIN TERMS THAT ARE
USED THROUGHOUT THIS ANNUAL REPORT ON FORM 10-K.

ITEM 1. BUSINESS
GENERAL

PIA Merchandising Services, Inc. ("PIA" or the "Company") is a supplier
of in-store merchandising and sales services in the United States and Canada.
The Company provides these services primarily on behalf of consumer product
manufacturers, consumer service companies and retailers at approximately 17,000
retail grocery stores, 6,000 mass merchandiser and 8,800 drug stores.

The Company currently provides three principal types of services: shared
services, where an associate represents multiple clients; dedicated services,
where associates work for one specific client; and project services, where
associates perform specified in-store activities.

Shared services consist of regularly scheduled, routed merchandising
services provided at the stores for multiple manufacturers, primarily under
multi-year contracts. Shared services may include activities such as: ensuring
that client's products authorized for distribution are in stock and on the
shelf, adding in new products that are approved for distribution but not present
on the shelf, setting category shelves in accordance with approved store
schematics, ensuring that shelf tags are in place, checking for the overall
salability of clients' products and selling new product and promotional items.

In 1998, PIA developed a new strategy for routed merchandising services.
The stores are selected for routed merchandising services based on two sets of
criteria. The first is the store's weekly All Commodity Volume ("ACV"). The
higher the sales volume of a store, the greater the need for merchandising
services and more frequent visits to the store are required. The second
criterion is based on retailer discipline. This is a subjective determination
and therefore based on retail conditions, schematic discipline and competitive
activity. This new market strategy provides our clients with an added focused
approach to meeting their merchandising needs.

Dedicated services generally consist of merchandising services as
described above except that dedicated services are performed for a specific
retailer or manufacturer by a dedicated organization. The merchandisers and
management team work exclusively for that retailer or manufacturer. These
services are normally provided under multi-year contracts.

For both shared service clients and dedicated service clients, the Company
also performs project services. Project services consist primarily of specific
in-store services initiated by retailers and manufacturers, such as new product
launches, special seasonal or promotional merchandising, focused product support
and product recalls. These services typically are used for large-scale
implementations over 30 days. The Company also performs other project services,



such as new store sets and existing store resets, re-merchandising, remodels and
category implementations, under shared service contracts or stand-alone project
contracts.

As part of its shared and dedicated services, PIA also collects and
provides to certain clients a variety of merchandising data that is category,
product and store specific.

PIA, organized in 1943, initially provided merchandising services in
grocery retail chains on behalf of manufacturers. In mid-1988, it was determined
that a national merchandising company could capitalize on developments within
the retail grocery industry by providing merchandising services to a variety of
manufacturers in the industry. Until 1989, the Company operated exclusively in
grocery retail chains in California and Arizona. In 1990, PIA implemented a
national expansion strategy to cover the grocery trade. In 1993, the Company
expanded to address additional retail channels, including mass merchandiser,
chain drug and discount drug stores. In 1994, PIA began offering dedicated
services to retailers and manufacturers. In 1997, the Company established a
corporate and division infrastructure for its project services business. The
Company currently performs its services primarily on behalf of approximately 805
consumer product manufacturers.

INDUSTRY OVERVIEW

A number of trends have impacted the retail industry and have created a
demand for providers of third party merchandising services such as those offered
by the Company.

SHIFT OF MERCHANDISING SERVICES

Historically, employees of retailers, consumer product manufacturers and
food brokers principally performed merchandising functions. Retailers staffed
their stores as needed to ensure in-stock conditions, the placement of new items
on shelves, and the maintenance of shelf schematics to approved standards.
Manufacturers typically deployed their own sales people in an effort to ensure
that their products were in distribution and properly positioned on the shelves.
However, the primary function of these sales people was to sell the
manufacturers' products and promotions, and not to perform significant in-store
services at the shelf level. In addition, food brokers performed retail
merchandise services on behalf of the manufacturer in conjunction with their
sales efforts. Brokers also often performed work at the shelf level at the
request of the retailer and their principal client, the manufacturer.

The average grocery store carries approximately 22,000 items. In an
effort to maintain or improve their margins, grocery retailers have broadened
their product offerings and services from traditional grocery, household and
health and beauty care products to include new product categories such as
general merchandise and service departments such as bakery, deli and prepared
fast foods. The Company believes that, as a result, these retailers have shifted
employee hours away from the traditional maintenance of packaged goods in order
to support these new categories and service departments. The Company further
believes retailers have converted many hours of basic merchandising work from
full-time professionals to part-time labor, who are generally less skilled and
trained. These trends have caused poorer shelf conditions and an increasing
number of out-of-stock items, resulting in lost sales. As a result, retailers
are increasingly relying on manufacturers and food brokers, among others, to
support their in-store needs such as new store sets and existing store resets,
re-merchandising, remodels and category implementations. Initially,
manufacturers deployed their sales professionals to perform these
retailer-mandated services. However, manufacturers found the deployment of sales
professionals to perform retail-merchandising services were expensive and not an
effective use of their resources. As manufacturers' costs to perform these
services grew and shelf integrity declined, manufacturers began to outsource
these merchandising activities to third parties such as the Company.

The outsourcing trend to third party merchandisers has resulted in an
increasing number of organizations providing services to manufacturers and
retailers. Certain retailers and manufacturers have chosen to consolidate in
order to reduce the number of third parties they have to manage, to achieve



consistent execution of their retail merchandising strategies, and to customize
the scope of services performed on their behalf.

RETAILER CONSOLIDATION

As retailer-mandated activities have continued to increase in both
number and type, with a corresponding increase in the amount of labor required
to complete them, manufacturers have increased their use of third party
suppliers. For example, additional category implementation activities are
required to effect retailers' in-store schematics. Schematics are changing more
frequently as the result of a growing number of new product introductions each
year. Retailers continue to require numerous resets, re-merchandising, and
remodels in response to the increasing number of changes in the product mix. PIA
estimates that these activities have doubled over the last five years, so that
most stores are currently re-merchandised or remodeled every 24 months. In
certain areas of the country and with certain retailers, these activities are
conducted annually.

INCREASE IN MERCHANDISING SERVICES REQUIRED IN OTHER RETAIL CHANNELS

Unlike the merchandising services performed for grocery retailers, work
performed by manufacturers in mass merchandiser, chain drug and other retail
formats has historically been much less demanding. In these retail channels,
retailers performed most of their own merchandising work. However, the Company
believes that as these retailers become more competitive, they are attempting to
maintain their margins by requesting more support from the manufacturer
community to provide merchandising services similar to those provided to the
grocery retailers. These retailers have become increasingly important to
manufacturers, causing manufacturers to provide greater retail focus and support
to ensure out-of-stock conditions are reduced, authorized items are available,
and general product conditions are good. Manufacturers have become particularly
sensitive to the requirements of seasonal and promotional activities, which
require rapid and effective in-store support in order to maximize sales.

INCREASE IN USE OF INFORMATION TECHNOLOGIES

Information technology is playing an increasingly important role in the
retail industry, particularly in light of industry initiatives towards efficient
consumer response ("ECR") and category management. Retailers and manufacturers
have expanded their use of information technology to manage product distribution
in stores, item placements on the shelves, and off-shelf displays. In
particular, retailers and manufacturers are increasingly looking for causal data
(e.g., display, pricing and product adjacency information) that is category and
store specific. Both retailers and manufacturers use this information to make
decisions regarding ECR category management, shelf management, and new product
promotion plans. It also gives retailers the ability to tailor their stores to
regional demographics.

BUSINESS STRATEGY

PIA believes the increasing demand for national solutions to
manufacturers' diverse merchandising requirements, together with the
consolidation of the retail industry, has increased the growth of outsourcing.
The increase in required merchandising services, and the increased use of
information technology, will foster the growth of those companies that can
provide these solutions, have the flexibility to respond to the changing retail
environment and have the financial resources to provide rapid deployment of
merchandising resources. The Company has developed a strategy it believes will
address these industry trends. The major components of PIA's strategy are as
follows:

POSITION THE COMPANY AS A NATIONAL, FULL SERVICE RETAIL SOLUTIONS COMPANY

PIA's objective is to strengthen its position as a leading national
supplier of retail solutions by expanding the services it will offer including
category management, data gathering, interpretation and management, to both its
existing and prospective manufacturer clients and its newer and prospective
retailer clients, and to offer its existing and newer services in additional
retail channels.



SERVE EMERGING DEMAND FOR DEDICATED SERVICES

PIA believes certain retailers and manufacturers will increasingly
prefer merchandising service on a dedicated basis, and the significant size of
such contracts requires substantial financial, recruitment, deployment,
reporting and management capabilities. The Company believes it is positioned
well to serve this emerging need for dedicated services.

INCREASE THE COMPANY'S UTILIZATION OF INFORMATION TECHNOLOGY

The Company has been focusing Information Technology resources on
applications, which help improve productivity of field merchandisers. PIA
believes a commitment to technology will provide a long term competitive
advantage. The Company believes the technology it develops will present
increased opportunities for PIA on project specific requests from manufacturers.
PIA also expects to use technology to expand its informational services and
consulting capabilities. Additionally, the Company will continue to provide its
proprietary software program, Merchandisers Toolbox, to certain retailers. This
program is designed to manage the deployment of manufacturer supplied labor, to
measure their performance against the retailers' in-store plans and to develop
databases that include a "blueprint" of a store by category. The Company also
expects its key account managers will continue to use various shelf technology
programs, which the Company licenses from A.C. Nielsen, IRI and Intactix.

DESCRIPTION OF SERVICES

The Company provides a broad array of merchandising services on a
national, regional and local basis to manufacturers and retailers. PIA believes
its full-line capability of developing plans at one centralized headquarters
location, executing chain wide, fully integrated national solutions and
implementing rapid, coordinated responses to needs on a real time basis
differentiates the Company from its competitors. The Company also believes its
centralized decision-making ability, local follow-through, ability to recruit,
train and supervise merchandisers, ability to perform large-scale initiatives on
short notice and strong retailer relationships provide it with a competitive
advantage over local, regional or retailer specific competitors.

The Company provides its merchandising and sales services primarily on
behalf of consumer product manufacturers at approximately 17,000 retail grocery,
6,000 mass merchandiser and 8,800 drug stores. PIA currently provides three
principal types of merchandising and sales services: shared services, dedicated
services and project services.

SHARED SERVICES
Shared services consist of regularly scheduled, routed merchandising
services provided at the store level for manufacturers. PIA's shared services
are performed for multiple manufacturers including, in some cases, manufacturers
whose products are in the same product category. Shared services may include

activities such as:

- Ensuring that client's products authorized for distribution are in
stock and on the shelf

- Adding in new products that are approved for distribution but not
present on the shelf

- Setting category shelves in accordance with approved store
schematics

- Ensuring that shelf tags are in place

- Checking for the overall salability of clients' products and

Selling new product and promotional items.

The Company's shared services are performed principally by full-time retail
sales merchandisers, retail sales specialists and key account managers, along



with district and division manager supervision.

RETAIL SALES MERCHANDISERS

PIA's retail sales merchandisers ("RSM") perform shared service coverage
at the store level. These services include a review of the retailer's shelves
and the appropriate store (or chain) prepared shelf schematic to ensure all
clients' approved products are available for sale in the store, that such
products have the approved shelf placement and number of facings (the horizontal
and vertical space occupied by a package front) on the shelf, and the approved
shelf tag is in position. If a product is not in distribution, the RSM adds the
product to the shelf if it is available in the store's product storage area. If
a product 1is unavailable, the RSM prepares a place on the shelf for this product
and a shelf tag. The presence of a shelf tag is critical to a store's ability to
reorder an individual stock-keeping unit ("SKU") from the distribution center.
The RSM checks for the presence of and replaces, 1f necessary, the shelf tags
for all client SKUs. The RSM also reviews all SKUs for product freshness, if
appropriate, and for general salability.

KEY ACCOUNT MANAGERS

On behalf of its manufacturer clients, PIA selectively deploys key account
managers ("KAMs") inside of the major retail chains. These KAMs, assigned
exclusively to a single retailer, work with that retailer's headquarters staff
in the execution of category management initiatives and in the development and
implementation of shelf schematics. The KAMs provide both the manufacturer and
PIA with a headquarters' perspective of the retailer and its primary objectives
at the store level. The KAMs work with manufacturer clients to develop and
achieve their merchandising goals, including those related to product
distribution, shelf placement, the number of facings for particular products,
and product adjacencies. The KAMs also work with manufacturer clients to gain
retailer authorization for new products and approval of new category schematics
that are compatible with the retailer's own category management strategies. PIA
generally attempts to position its KAMs within the retailer's organization in a
leadership capacity, both in category management and vendor deployment
activities. The KAMs typically are placed within the retailer's shelf technology
department and are equipped with the specific shelf technology software utilized
by the retailer. The KAMs work with the retailer in the development of new shelf
schematics, category layouts and, in some cases, total store space plans. The
Company is also training its KAMs in category management in order to provide
further value to both the Companies' manufacturer clients and to the retailer.

DEDICATED SERVICES

Dedicated services consist of merchandising services, generally as
described above, that are performed for a specific retailer or manufacturer by a
dedicated organization, including a management team, working exclusively for
that retailer or manufacturer. These services provided are primarily based on
agreed hourly rates and fixed management fees under multi-year contracts.

The Company believes it pioneered the concept of dedicated service in 1994
with a program designed for Thrifty-PayLess Drug Stores. The program covered 995
stores, and PIA was responsible for implementing product selection changes and
resetting all categories to meet Thrifty-Payless' category management plans. In
implementing the program, PIA was able to ensure placement of new products on
the shelf within five days of availability and completed section changes within
ten days. In 1996, Rite Aid acquired Thrifty-PayLess and the contract was not
renewed beyond December 1996.

In 1997, PIA started a dedicated program with CVS/Revco to convert Revco
stores to the CVS format. The conversion project was a total re-merchandising of
all Revco stores to the new CVS format. PIA moved gondolas, built new gondolas,
and installed new fixtures and re-planogramed all categories to the CVS
conversion plan. In 1999, PIA will be responsible for new store set ups and
special projects for CVS/Revco in the state of Ohio.

The Company has not expanded the dedicated service concept during fiscal
year 1998. Net revenues have decreased from 34.6% in 1997 to 31.9% in 1998,
primarily due to project completions of the CVS/Revco conversions.



PROJECT SERVICES

Project services consist primarily of specific in-store services
initiated by retailers and manufacturers, such as new product launches, special
seasonal or promotional merchandising, focused product support and product
recalls. These services are used typically for large-scale implementations over
30 days. The Company also performs other project services, such as new store
sets and existing store resets, re-merchandising, remodels and category
implementations, under shared service contracts or stand-alone project
contracts.

RELATED SERVICES
INFORMATION TECHNOLOGY SERVICES

PIA has been focusing information systems resources on applications,
which help improve productivity of field merchandisers. The Labor Tracking
System ("LTS") was introduced to PIA's 12 service centers in 1998. This
proprietary application records actual time spent on each work initiative. The
benefits of the system include real-time reporting, improved client billing, and
more efficient management of the field labor.

In August 1998, the Work Generator System was implemented. This system
schedules shared services and project work from a central system. It reduces the
travel time by coordinating shared service work with project work. The system
provides associates with a daily schedule of work assignments and expected
completion times.

In September 1998, the Company began using Symbol scanners to capture
inventory and returned inventory data for Buena Vista Home Entertainment
("BVHE") . BVHE retrieves the scanner information daily via the Internet from
PIA's server. This information is used for daily updates to BVHE's vendor
managed inventory system.

PIA also expanded the use of its Interactive Voice Response ("IVR")
system. Hourly status updates can now be provided to clients on critical new
item launches, such as BVHE's video releases. The IVR system can process 2,500
calls per day. This gives the Company the ability to give clients
up-to-the-minute status on any work that uses the IVR system.

TELEMARKETING SERVICES

PIA owns 20% of Ameritel, Inc., a company that performs inbound and
outbound telemarketing services, including those on behalf of certain of PIA's
manufacturer clients. Ameritel provides telemarketing sales services for
manufacturers that sell directly into smaller, independent retail stores. The
Company believes that its affiliation with Ameritel provides an additional
merchandising solution for some packaged product manufacturers and retailer
clients.

The Company, in conjunction with Ameritel, developed an automated
interface between the Ameritel Vantive system and the LTS. PIA associates now
telephone work assignment completion information to Ameritel. PIA associates are
able to report hours, mileage, and other completion information for each work
assignment on a daily basis. The information is used to update the LTS the next
day. This provides the 12 service centers with daily, detailed tracking of work
completion.

RETAIL AND SECONDARY HEADQUARTERS SELLING SERVICES

The Company deploys retail sales specialists ("RSS") to provide product
selling support for certain manufacturers at the retail store and secondary
retailer's headquarters buying offices. These services are performed principally
for manufacturers that choose to outsource their sales function for calls on
wholesaler-supplied individual stores or small chains. Sales services performed
by the RSS's include product sales, selling point of sale promotions, discount
and allowance programs and shelf merchandising plans.



SALES AND MARKETING

The Company's sales efforts are structured to develop new business in
national and local markets. At the national level, PIA's corporate business
development team directs its efforts toward the senior management of prospective
clients. At the regional level, sales efforts are principally guided through
PIA's 12 service center offices located nationwide.

The Company's corporate account executives play an important role in
PIA's new business development efforts within its existing manufacturer client
base. The corporate account executives are generally located in the clients'
corporate headquarters. The corporate account executives plan merchandising and
product introductions with the manufacturer so that PIA can achieve the
objectives of such clients' major new product and promotional initiatives. In
addition, the corporate account executives present PIA's services to the sales
and marketing executives of these clients, and utilize marketing data provided
by IRI, A.C. Nielsen and others in an effort to ascertain additional market
opportunities for such clients at the local level. Client service managers are
part of the Company's geographic division teams and work with the local
management of the Company's clients. The client service manager's primary
responsibility is to work with the client to establish specific, measurable
objectives for PIA, and to market additional services. As part of this process,
the division account executive is responsible for developing retail
merchandising solutions for such objectives.

As part of retailer consolidation, retailers are centralizing most
administrative functions, including operations, procurement and category
management. In response to this centralization and the growing importance of
large retailers, many manufacturers have reorganized their selling organizations
around a retailer team concept that focuses on a particular retailer. PIA has
also responded to this emerging trend by establishing client service offices
that are fully staffed to provide the PIA client and the retailer with access to
all of PIA's services. PIA currently has retailer teams in place at Wal*Mart
(Rogers, Arkansas), Kmart (Detroit, Michigan) and Eckerd Drug (Tampa, Florida).

The Company's business development process encompasses a due diligence
period to determine the objectives of the prospective client, the work to be
performed to satisfy those objectives and the market value of the work to be
performed. PIA employs a formal cost development and proposal process that
determines the cost of each element of work required to achieve the prospective
client's objectives. These costs, together with an analysis of market rates, are
used in the development of a quotation approval form that is presented to the
Company's proposal committee for approval. The pricing must meet PIA's
objectives for profitability, which are established as part of the business
planning process. After approval of this quotation by the proposal committee, a
detailed proposal is presented to the prospective client. Following agreement
regarding the elements of service and corresponding rates, a contract is
prepared and executed. See "--Customers."

CUSTOMERS

PIA currently represents approximately 805 manufacturer clients, including
approximately 648 branded product manufacturers and approximately 157 private
label manufacturers. Before 1993, the Company represented its manufacturer
clients primarily in the retail grocery industry. Beginning in 1993, the Company
found that additional opportunities to provide its services existed throughout
the much broader marketplace. This marketplace included mass merchandiser, chain
drug and deep discount drug stores, as well as in other retail trade groups such
as home improvement centers, computer/electronic stores, toy stores, convenience
stores and office supply stores. As a result, the Company has contracted with a
number of manufacturers to provide services in several additional retail
markets, and has agreed to provide services to a number of retailers directly.
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The third-party merchandising industry is highly competitive and is
comprised of an increasing number of merchandising companies with either
specific retailer, retail channel or geographic coverage, as well as food
brokers. These companies tend to compete with the Company primarily in the
retail grocery channel, and some of them may have a greater presence in certain
of the retailers in whose stores the Company performs its services. The Company
also competes with several companies that are national in scope, such as
Powerforce, Alpha One, Pimms, and SPAR Marketing Force. These companies compete
with PIA principally in the mass merchandiser, chain drug and deep discount drug
retail channels. PIA believes the principal competitive factors within its
industry include development of technology breadth and quality of client
services, cost, and the ability to execute specific client priorities rapidly
and consistently over a wide geographic area.

PIA recently entered into an agreement with SPAR Marketing Force and
certain of its affiliates ("SPAR Group") in which PIA will essentially be
acquired by SPAR Group in a merger in which all the outstanding Common Stock of
SPAR will be exchanged for approximately 12.3 million shares of PIA Common
Stock. See "--Recent Transaction." After the merger, the SPAR Group shareholders
will own approximately 69% of PIA Common Stock.

TRADEMARKS

PIA(R) is a registered trademark of the Company. In addition, the
Company has recently commenced the process of registering the service mark for
the term Precision Merchandising. Although the Company believes its trademarks
may have value, the Company believes its services are sold primarily based on
breadth and quality of service, cost, and the ability to execute specific client

priorities rapidly and consistently over a wide geographic area. See "--Industry
Overview" and "--Competition."
EMPLOYEES

As of January 1, 1999, the Company employed approximately 1,109
full-time employees, of whom approximately 83 worked in executive,
administrative and clerical capacities at the Company's corporate headquarters,
and 1,026 of whom worked in division offices nationwide. In addition, the
Company employed 1,030 part-time employees. Approximately 180 of the Company's
employees are covered by contracts with labor unions. The Company considers its
relations with its employees and its employees' unions to be good. The Company
also uses the services of up to 3,000 flextime personnel whose payroll is
generated through a company not affiliated with PIA.

RECENT TRANSACTION

On February 28, 1999, PIA entered into an agreement with SPAR Group, a
privately held affiliated group of companies to merge in a stock transaction.
Under the agreement, PIA will issue approximately 12.3 million shares of PIA
Common Stock to the stockholders of SPAR Group. SPAR Group is a privately owned
provider of retail marketing and sales services offering merchandising support,
incentive and motivation marketing programs, information management, marketing
research, data base marketing and promotional analysis and forecasting. The
transaction will be accounted for as a reverse acquisition in which SPAR Group
is deemed to be the accounting acquirer. SPAR Group has annual revenues of
approximately $75 million. After the merger, SPAR Group stockholders will own
approximately 69% of PIA Common Stock. The transaction requires regulatory and
stockholder approval and is expected to close in May 1999.
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RISK FACTORS

The following risk factors should be carefully reviewed in addition to
the other information contained in this annual report on Form 10-K

HISTORY OF LOSSES
During the years ended December 31, 1997 and January 1, 1999, the

Company incurred significant losses and experienced substantial negative cash
flow. PIA had net losses of $15.1 million for the fiscal year ended 1997 and



$4.3 million for fiscal year 1998. Losses in 1997 were primarily caused by
margin reductions from the loss of shared service clients, inefficiencies in
field labor execution, poor pricing decisions for some client contracts and
higher business unit overhead costs. The recognition of $5.4 million in
restructuring and other charges was also responsible for the losses. Losses in
1998 primarily were caused by margin reductions and from a decline in revenues
due to loss of shared service clients and completion of dedicated projects. The
Company expects to have further losses for the first quarter of fiscal 1999. As
noted in Recent Transaction, the Company has entered into a merger agreement
with SPAR Group. Should this merger not be completed, the Company will be
required to significantly reduce its operating costs to minimize the effects of
further reductions in revenues and operating losses. PIA cannot guarantee that
it will not sustain further losses. See "Management's Discussion and Analysis of
Financial Condition and Results of Operations--Overview."

LOSS OF BUSINESS

PIA's business mix has changed significantly over the last year, and is
expected to continue to change during 1999, in response to client needs, and the
evolving third party merchandising industry. Due in part to the completion of a
major dedicated client program, and the loss of several shared service clients,
sales have declined over the last 18 months, and no sizable new dedicated
business has been sold to compensate for these losses. The Company has reduced
its dedicated management and personnel infrastructure accordingly.

INDUSTRY CONSOLIDATION; CONCENTRATED CLIENT BASE

The retail and manufacturing industries are undergoing consolidation
processes that result in larger but fewer retailers and suppliers. PIA's success
depends in part upon its ability to maintain its existing clients and to obtain
new clients. Because of industry consolidation, PIA has lost certain clients,
and this trend could continue to have a negative effect on PIA's client base and
results of operations. PIA's ten largest clients generated approximately 75% of
PIA's net revenues for the year ended January 1, 1999, and approximately 69% for
the year ended December 31, 1997. During the year ended January 1, 1999 none of
PIA's manufacturer or retailer clients accounted for greater than 10% of net
revenues other than Eckerd Drug Stores, CVS Pharmacy Incorporated and Buena
Vista Home Entertainment, which account for 15.6%, 12.6% and 10.6%,
respectively. During the year ended December 31, 1997, none of PIA's
manufacturer or retailer clients accounted for greater than 10% of net revenues
other than Buena Vista Home Entertainment and Eckerd Drug Stores which
accounted for 16.0% and 13.6% of net revenues, respectively. The majority of the
Company's contracts with its clients for shared services have multi-year terms.
PIA believes the uncollectibility of amounts due from any of its large clients,
a significant reduction in business from such clients, or the inability to
attract new clients, could have a material adverse effect on the Company's
results of operations.
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UNCERTAINTY OF COMMISSION INCOME

Approximately 15% of the Company's net revenues for the year ended
January 1, 1999 were earned under commission-based contracts. These contracts
provide for commissions based on a percentage of the client's net sales of
certain of its products to designated retailers. Under certain of these
contracts, the Company generally receives a draw on a monthly or quarterly
basis, which is then applied against commissions earned. Adjustments are made on
a monthly or quarterly basis upon receipt of reconciliations between commissions
earned from the client and the draws previously received. The reconciliations
typically result in commissions owed to the Company in excess of previous draws;
however, the Company cannot predict with accuracy the level of its clients'
commission-based sales. Accordingly, the amount of commissions in excess of or
less than the draws previously received will fluctuate and can significantly
affect the Company's operating results in any quarter.

CONTROL BY CERTAIN STOCKHOLDERS
Riordan, Lewis & Haden ("RLH"), a private investment firm, beneficially

owns approximately 29.7% of PIA's outstanding Common Stock. PIA's directors and
officers, in the aggregate, beneficially own approximately 16.2% of PIA's



outstanding Common Stock (excluding the shares owned by Riordan, Lewis & Haden
which are deemed to be beneficially owned by Mr. Haden and Mr. Lewis). While not
controlling a majority of the outstanding shares, RLH, and the directors and
officers acting together generally will have significant influence with respect
to the election of directors and other matters submitted to the PIA
stockholders, including amendments to PIA's charter and Bylaws and approval of
certain mergers or similar transactions and sales of all or substantially all of
PIA's assets. If the merger with the SPAR Group is consummated the current
stockholders of SPAR Group will beneficially own approximately 69% of PIA's
outstanding Common Stock. Accordingly, if they act as a group they will
generally be able to elect all directors and they will have the power to prevent
or cause a change in control of PIA. Such concentration of ownership could have
the effect of making it more difficult for a third party to acquire control of
PIA in the future, and may discourage third parties from attempting to do so.

RESTRICTIONS ON DIVIDENDS

The Company has never paid dividends on its capital stock, and currently
intends to retain any earnings or other cash resources to finance future growth.

EFFECT OF CERTAIN CHARTER PROVISIONS; ANTI-TAKEOVER EFFECTS OF CERTIFICATE OF
INCORPORATION, BY-LAWS AND DELAWARE LAW

The Company's Board of Directors has the authority to issue up to 3,000,000
shares of Preferred Stock and to determine the price, rights, preferences,
privileges and restrictions, including voting rights, of those shares without
any further vote or action by the stockholders. The rights of the holders of
Common Stock will be subject to, and may be adversely affected by, the rights of
the holders of any Preferred Stock that may be issued in the future. The
issuance of Preferred Stock could have the effect of making it more difficult
for a third party to acquire a majority of the outstanding voting stock of PIA.
In addition, PIA is subject to the anti-takeover provisions of Section 203 of
the Delaware General Corporation Law, which will prohibit the Company from
engaging in a "business combination” with an "interested stockholder" for a
period of three years after the date of the transaction in which the person
became an interested stockholder, unless the business combination is approved in
a prescribed manner. The application of Section 203 also could have the effect
of delaying or preventing a change of control of PIA. Certain provisions of
PIA's Certificate of Incorporation and Bylaws could delay or make more difficult
a merger, tender offer or proxy contest involving PIA. For example, PIA's
Bylaws, a special meeting of stockholders may be called only upon the request of
holders of at least 30% of the shares entitled to vote. Any delay in change of
control due to these provisions could adversely affect the market price of PIA's
Common Stock, which could adversely affect the market price of PIA 's Common
Stock.
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GLOSSARY

The following glossary includes definitions of certain general industry
terms as well as terms relating specifically to the company.

CATEGORY - A segment or sub-segment of a department within a retail
outlet. For example, the health and beauty care department consists of
several categories such as oral care and shampoo; and the shampoo section
is divided into sub-categories such as salon formulas and dandruff
control.

CATEGORY MANAGEMENT - A process for managing a retailer's or a
manufacturer's business that recognizes categories as strategic business
units for the purpose of planning sales and profit objectives.

CAUSAL DATA - Data that defines the factors within a retail outlet that
impact sales. These factors usually include display, pricing and product
adjacency information.

EFFICIENT CONSUMER RESPONSE (ECR) - A grocery industry strategy in which
retailers and manufacturers incorporate the principles of efficient

replenishment with effective assortment and promotion of products.

FACING - The horizontal and vertical space occupied by a package front



when displayed on a store shelf.

KEY ACCOUNT MANAGER (KAM) - A KAM is assigned exclusively to a single
retailer and works with that retailer's corporate headquarters staff in
the execution of category management initiatives and in the development
and implementation of shelf schematics.

MASS MERCHANDISER - The segment of retailers that offers multi-departments
in a single location, each of which is typically quite large (at least
75,000 square feet). Examples include Kmart and Wal*Mart.

NEW STORE SET - The initial merchandising of a new retail outlet that was
either built or acquired.

OUT-OF-STOCK - A situation that exists when a product normally carried by
a retailer is temporarily unavailable. This means that shelf allocation
exists, but inventory has been depleted.

RE-MERCHANDISING - A retail unit that is enhanced by the relocation of
sections, aisles and/or departments, and usually involves the total store.

REMODEL - A retail unit that is enhanced by enlargement and/or redesign.
Structural changes most often result in departments and/or services being
added or deleted, which requires the relocation of most products and
sections within the store.

RESET - Relocation of products within a given category or section of a
retail store. A reset typically involves removal of all products from the
retailer's shelves, restocking of products and reallocation of space.

RETAIL AND SECONDARY HEADQUARTERS SELLING - Refers to the selling of
products and/or taking of orders in chains which do not operate their own
warehouses and in stores having the authority to purchase and/or approve
orders.

RETAIL SALES MERCHANDISERS (RSM) - An RSM is a full-time associate who
performs shared service coverage at the store level.

RETAIL SALES SPECIALIST (RSS) - A retail sales specialist provides product
selling support for certain manufacturers at the retail store and
secondary retailers headquarters buying offices.
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RETAILER - An operator of retail stores or groups of retail stores that
are also referred to as chains.

SCHEMATIC - A diagram that lists the specific location and shelf space to
be allocated for all items within a section. The schematic also contains
data relating to merchandising such as width, depth of shelving, shelf
elevations and height of gondola.

SHARED SERVICES - A group of associates who perform specific functions for
multiple clients on each store visit.

STOCK KEEPING UNIT (SKU) - A unit of product having its own unique
size/weight and product description.

VOID - A situation that exists when a retailer does not carry a product
and there is no allocated space or reorder tag present.
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ITEM 2. PROPERTIES.

The Company maintains its corporate headgquarters in approximately 20,000
square feet of leased office space located in Irvine, California, under a lease



with a term expiring in February 2000.

The Company leases certain office and storage facilities for its
divisions and subsidiaries under operating leases, which expire at various dates
during the next five years. Most of these leases require the Company to pay
minimum rents, subject to periodic adjustments, plus other charges including
utilities, real estate taxes and common area maintenance.

The following is a list of the locations where the Company maintains
leased facilities for its division offices and subsidiaries:

Scottsdale, Arizona Southfield, Michigan

Rogers, Arkansas Chesterfield Missouri

Irvine, California Edison, New Jersey

Pleasanton, California Albuquerque, New Mexico
Englewood, Colorado Blue Ash, Ohio

Tampa, Florida Cranberry Township, Pennsylvania
Norcross, Georgia Carrollton, Texas

Oakwood Terrace, Illinois Houston, Texas

Overland Park, Kansas Bellevue, Washington

Woburn, Massachusetts

Although the Company believes that its existing facilities are adequate
for its current business, new facilities may be added should the need arise in
the future. Certain of the above facilities may be closed or subleased as the
Company streamlines its operations.

ITEM 3. LEGAL AND ADMINISTRATIVE PROCEEDINGS.

On February 25, 1998, the Company and its Canadian subsidiary were
served with two Statements of Claim in the Ontario court (General Division) of
the Province of Ontario, Canada, filed by Merchandising Consultants Associates
("MCA") asserting claims for alleged breach of Confidentiality Agreements dated
October 19, 1996 and July 17, 1997. Both of these lawsuits assert that the
Company and its subsidiary improperly used confidential information provided by
MCA as part of the Company's due diligence concerning its proposed acquisition
of MCA, including alleged clientele, contracts, financial statements and
business opportunities of MCA. In addition, MCA contends that the Company
breached and allegedly reneged upon the terms for acquisition of MCA contained
in a Letter of Intent between the parties dated July 17, 1997, which by its
express terms was non-binding. The Statements of Claim seek damages totaling
$10.2 million.

The Company denies all wrongdoing and intends to defend itself
aggressively in this action. It is not possible to predict the outcome of this
action at this time.

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

None.
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PART IT
ITEM 5. MARKET FOR REGISTRANT'S COMMON EQUITY AND RELATED SHAREHOLDER MATTERS.
PRICE RANGE OF COMMON STOCK
The following table sets forth the reported high and low sales prices of
the Common Stock for the quarters indicated as reported on the Nasdag National

Market. The Common Stock is traded on the Nasdag National Market under the
symbol "PIAM".



High Low High Low
First Quarter $11.000 $5.125 $6.500 $5.000
Second Quarter 7.125 5.375 8.156 3.688
Third Quarter 8.250 5.125 6.844 4.125
Fourth Quarter 9.000 4.875 4.875 2.000

As of March 19, 1999, there were approximately 872 holders of record of
the Company's Common Stock.

The Company has never declared or paid any cash dividends on its capital
stock and does not anticipate paying cash dividends on its Common Stock in the
foreseeable future. The Company currently intends to retain future earnings to
finance its operations and fund the growth of its business. Any payment of
future dividends will be at the discretion of the Board of Directors of the
Company and will depend upon, among other things, the Company's earnings,
financial condition, capital requirements, level of indebtedness, contractual
restrictions in respect to the payment of dividends and other factors that the
Company's Board of Directors deems relevant.
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ITEM 6. SELECTED CONSOLIDATED FINANCIAL DATA.

The following selected consolidated financial data sets forth, for the
periods and the dates indicated, summary consolidated financial data of the
Company and its subsidiaries. Below, with respect to the three years ending
December 31, 1996, December 31, 1997 and January 1, 1999 is the consolidated
statement of operations and the consolidated balance sheet data as of December
31, 1997 and January 1, 1999 have derived from, and are qualified by reference
to the audited consolidated financial statements included elsewhere in this Form
10-K. These statements should be read in conjunction with such financial
statements and related notes thereto in "Management's Discussion and Analysis of
Financial Condition and Results of Operations."

YEARS ENDED
DEC 31, DEC 31, DEC 31, DEC 31, JAN 1,
1994 1995 1996 1997 1999

(in thousands, except per share data)

STATEMENT OF OPERATIONS DATA:

Net revenues $ 80,449 $ 104,791 $ 119,940 $ 128,208 $ 121,788
Operating expenses:
Field services costs 61,876 81,320 94,841 119,830 105,448
Selling expenses 9,028 10,339 11,133 10,482 8,245
General and administrative expenses 5,800 6,810 8,081 10,234 11,788
Restructure and other charges - - - 5,420 -
Depreciation and amortization 339 497 595 997 1,129
Total operating expenses 77,043 98,966 114,650 146,963 126,610
Operating income (loss) 3,406 5,825 5,290 (18,755) (4,822)
Other income (725) (465) 895 895 611

Income (loss) before provision (benefit)

for income taxes 2,681 5,360 6,185 (17,860) (4,211)
Income tax provision (benefit) 101 1,829 2,426 (2,761) 55
Net income (loss) $ 2,580 S 3,531 $ 3,759 $ (15,099) $ (4,266)
Net income (loss) per share - basic(l) S 0.88 $ 1.13 $ 0.70 $ (2.72) $ (0.78)
Weighted average shares - basic(1l) 2,923 3,117 5,370 5,551 5,439
Net income (loss) per share - diluted(l) $ 0.68 $ 0.89 $ 0.63 S (2.72) s (0.78)

Weighted average shares - diluted(1) 3,895 3,981 5,990 5,551 5,439




Dec 31, Dec 31, Dec 31, Dec 31, Jan 1,
1994 1995 1996 1997 1999

(in thousands)

BALANCE SHEET DATA:

Working capital $ 3,642 $ 7,131 $32,737 $15,938 $13,844
Total assets 10,224 16,086 47,672 36,467 26,054
Current portion of long-term debt 2717 - - - -
Long-term debt, net of current portion 3,274 3,400 - - 2,000
Total stockholders' equity 2,481 5,988 36,718 18,67 14,724

(1) Net income (loss) per share has been restated for all applicable periods
presented in accordance with the adoption of SFAS No. 128 Earnings per share.
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ITEM 7. MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS.

PIA provides merchandising services to manufacturers and retailers
principally in grocery, mass merchandiser and chain and discount drug stores.
For the years ended December 31, 1997, and January 1, 1999, the Company
generated approximately 74% and 59% of its net revenues from manufacturer
clients and 26% and 41% from retailer clients, respectively.

During the five years that ended January 1, 1999, none of the Company's
manufacturer or retailer clients accounted for greater than 10% of the Company's
net revenues, other than Thrifty-Payless, which accounted for approximately 13%
of net revenues for the year ended December 31, 1995, and BVHE and S.C. Johnson
which accounted for 11.7% and 10.3% of net revenues, respectively, for the year
ended December 31, 1996, and BVHE and Eckerd Drug Stores which accounted for
approximately 16.0% and 13.6% respectively, of net revenues for the year ended
December 31, 1997, and Eckerd Drug Store, CVS Pharmacy, and BVHE which accounted
for approximately 15.6%, 12.6% , and 10.6% respectively, of net revenues for the
year ended January 1, 1999.

During the fiscal year 1998, the Company continued to experience a
decline in its shared service business. Shared services consist of regularly
scheduled, routed merchandising services provided at the store level for
manufacturers, primarily under multi-year contracts. Due in part to industry
consolidation, increased competition, and performance, the Company lost a number
of shared service clients in 1997 and 1998. The Company has historically
required a significant fixed management and personnel infrastructure to support
shared services. Accordingly, the loss of shared services business, without
offsetting gains, had a material adverse effect on the Company's results of
operations in 1997 and 1998. These losses have been partially offset with
additional project revenue from shared service clients. In 1997 and 1998, shared
service client's accounted for $83.8 and $83.0 million in net revenue and
dedicated clients accounted for $44.4 and $38.8 million in net revenue,
respectively. The Company believes revenues in fiscal year 1999 from shared
service clients will decline as a result of the wind-down of the lost business.

The Company's profitability has been adversely affected by the loss of
its dedicated client services business in 1998. However, this decline has been
offset by an increase in gross margin, both in absolute amount and as a
percentage of net revenues, as a result of the effects of improved labor
productivity and service cost reduction in the field. Dedicated services consist
of merchandising services that are performed for a specific retailer or
manufacturer by a dedicated organization, including a management team, working
exclusively for that retailer or manufacturer. The net revenues associated with
dedicated clients decreased as a percentage of overall net revenues, from 34.6%
in 1997 to 31.9% in 1998.

Due to the change in business mix, and resulting negative impact on
margins, the Company realigned its cost structure, and, in the third quarter of
1997, recorded a charge of $5.4 million for restructuring and other costs



associated with the realignment of management structure and the organization.
The Company continues to review its organizational structure and the fixed and
variable costs associated with delivery of its services. It is anticipated that
further organizational changes will take place in the fiscal year 1999, as the
Company puts structure, programs and processes in place to reduce its fixed
overhead in line with lower revenue levels.
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The following table sets forth certain financial data as a percentage of net
revenues for the periods indicated:

YEARS ENDED
DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
Net revenues 100.0% 100.0% 100.0%

Operating expenses:
Field services costs 9.1
Selling expenses 9.3
General and administrative expenses 6.7
0.0
0.5

-

Restructure and other charges
Depreciation and amortization

Total operating expenses 95.6 114.7 104.0
Operating income (loss) 4.4 (14.7) (4.0)
Other income 0.8 0.7 0.5
Income (loss) before provision (benefit) for income taxes 5.2 (14.0) (3.5)
Provision (benefit) for income taxes 2.0 (2.2) -
Net income (loss) 3.2% (11.8)% (3.5)%

YEAR ENDED JANUARY 1, 1999 COMPARED TO YEAR ENDED DECEMBER 31, 1997
NET REVENUES

For fiscal year 1998, net revenues were $121.8 million, compared to
$128.2 million in 1997, a 5.0% decrease. Shared service and project client net
revenues decreased from $83.8 million in 1997 to $83.0 million in 1998, a
decrease of $0.8 million or 1.0%. In 1998, the traditional shared services,
consisting of regularly scheduled routed merchandising service, decreased from
$44.9 million in 1997 to $40.1 million. This decrease of $4.8 million or 10.7%
was due in part to industry consolidation, increased competition and client
reorganization of marketing strategy. During the same period project revenues
for shared service clients increased by $4.0 million or 10.3% primarily due to a
major client switching from a dedicated program to a shared service program. The
Company's dedicated client net revenues declined from $44.4 million in 1997 to
$38.8 million in 1998, representing a 12.6% decrease. This decrease in dedicated
client net revenues resulted primarily from the completion of a major drug chain
dedicated program. Management expects that net revenues from dedicated clients
will decrease in 1999 due to the completion of a $15.0 million project in the
last quarter of 1998.

The following table sets forth net revenues by client type as a percentage of
net revenues for the periods indicated:

YEARS ENDED
DECEMBER 31, JANUARY 1,
1997 1999 CHANGE

(dollars in millions)
AMOUNT % AMOUNT % AMOUNT %

Shared service and project client net revenues $ 83.8 65.4% $ 83.0 68.1% $ (0.8) (1.0)%
Dedicated client net revenues 44 .4 34.6 38.8 31.9 (5.6) (12.6)



Net revenues $ 128.2 100.0% $ 121.8 100.0% $ (6.4) (5.0)%
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OPERATING EXPENSES

Field service costs were $105.4 million in the fiscal year 1998 compared
to $119.8 million in 1997, representing a decrease of $14.4 million, or 12.0%.
As a percentage of net revenues, field service costs were 93.5% of net revenues
in 1997 versus 86.6% of net revenues in 1998. Field service costs are comprised
principally of field labor and related costs and overhead expenses required to
provide services to both dedicated and shared service clients. The decrease in
field service costs is primarily due to significant labor efficiency savings
from new labor deployment systems and controls and a decline in services due to
the completion of a dedicated project in the third quarter 1998.

Selling expenses were $8.2 million in 1998, compared to $10.5 million in
the prior year. As a percentage of net revenues, selling expenses were 6.8% in
1998, compared to 8.2% in 1997. This decrease in costs, both in absolute amount
and as a percentage of net revenues, is a result of lower staffing and travel
expenses.

General and administrative expenses increased 15.2% in 1998 to $11.8
million, compared to $10.2 million in 1997. This increase was due primarily to
consulting and promotional expenses of $1.0 million, salary and salary related
expenses of $0.5 million to support technology advancements, office equipment
and leases of $0.7 million, offset by a reduction in bad debt provision of $0.8
million due to improved collection of outstanding accounts.

Restructuring and other charge payments of $5.0 million did not
significantly differ from the initial restructuring and other charges expense.
In addition, accrued liabilities for restructuring at January 1, 1999 of $0.4
million will be sufficient to pay remaining employee separation costs and
special computer equipment under long-term operating leases no longer in use.
(See Note F-12).

Depreciation and amortization expenses were $1.1 million in 1998
compared to $1.0 million in 1997, an increase of $0.1 million as a result of
depreciation, amortization on computer hardware, software development costs for
shelf technology and for general business purposes.

OTHER INCOME

Interest income decreased 42.2% or $0.3 million in 1998 compared to
1997, due to lower cash balances available for investment in 1998.

Equity in earnings of affiliate represents the Company's share of the
earnings of Ameritel, Inc., a full service telemarketing company. Equity of
earnings of affiliate increased 55.2% or 0.1 million in 1998 compared to 1997.
During 1996, the Company exercised its option to increase its ownership of
Ameritel to 20% and is now required for financial reporting purposes to
recognize its equity interest in Ameritel's earnings.

INCOME TAXES

Income tax expense was approximately $0.1 million in 1998, compared to
an income tax benefit of $2.8 million in 1997, representing an effective rate of
1.3% and (15.5)%, respectively. The 1998 tax rate differed from the expected
federal tax rate of 35% due to a valuation allowance of $1.6 million on the
Company's deferred tax asset, caused by a net operating loss carryforward
created in 1998 and the uncertainty over the future utilization of such
carryforwards. An income tax benefit in 1997 was derived from carrying back
net operating losses to previous years and obtaining an income tax refund of
$2.9 million.

NET LOSS

The Company incurred a net loss of approximately $4.3 million in 1998,
$0.78 per diluted share, compared to a net loss of approximately $15.1 million,



or $2.72 per diluted share, in 1997. The improved performance during 1998 was
primarily due to labor efficiency savings from utilizing new labor systems and
controls, reduction in field service costs from the implementation of the 1997
restructure programs. The loss incurred in 1998 is primarily a result of margin
reductions because of reductions in dedicated clients and higher business unit
overhead rates.
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NEW FINANCIAL MODEL

The Company has developed a new financial model with which its business
can be analyzed to assist in the understanding of the operating results and
impact of various cost functions within the organization. This model follows
more standard metrics and allows the Company to analyze and manage at the
business unit level. The following table illustrates this financial model for
the years ended December 31, 1997 and January 1, 1999.

Management expects to continue to review the business results based on

the comparable financial statement format contained in this Form 10-K until
comparisons can be made using the new financial model.

YEARS ENDED

DECEMBER 31 JANUARY 1
1997 1999

(dollars in millions)

AMOUNT % AMOUNT %
Net revenues $128.2 100.0% $121.8 100.0%
Direct business unit field expense 98.7 77.0 88.9 73.0
Gross margin 29.5 23.0 32.9 27.0
Overhead and allocated field expense 26.6 20.7 20.8 17.1
Business unit margin 2.9 2.3 12.1 9.9
Selling, general and administrative expenses 15.3 11.9 15.8 12.9
Restructure and non-recurring charges 5.4 4.2 0.0 0.0
Total selling, general and administrative expenses 20.7 16.1 15.8 12.9
Earnings (loss) before interest, taxes, depreciation
and amortization (EBITDA) (17.8) (13.8) (3.7) (3.0)
Depreciation and amortization (1.0) (0.8) (1.1) (0.9)
Other income 0.9 0.7 0.6 0.5
Income tax benefit (provision) 2.8 2.1 (0.1) (0.1)
Net loss $(15.1) (11.8)% $ (4.3) (3.9)%

YEAR ENDED DECEMBER 31, 1997 COMPARED TO YEAR ENDED DECEMBER 31, 1996
NET REVENUES

For 1997, net revenues were $128.2 million, compared to $119.9 million
in 1996, a 6.9% increase. The Company's dedicated client net revenues had grown
from $21.9 million in 1996 to $44.4 million in 1997, a 102.7% increase. This
increase in dedicated client net revenues resulted from the addition of two
major new clients. Shared service and project client net revenues decreased from
$98.0 million in 1996 to $83.8 million in 1997, a decrease of $14.2 million or
14.5%. In 1997, the traditional shared services, consisting of regularly
scheduled routed merchandising services, decreased from $68.4 million in 1996 to
$44.9 million in 1997. Resulting in a decrease of $23.5 million or 34.4%, while
project revenues for shared clients increased to $9.3 million or 31.4%
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The following table sets forth net revenues by client type as a percentage of
net revenues for the periods indicated:

YEARS ENDED
DECEMBER 31, DECEMBER 31,
1996 1997 CHANGE

(dollars in millions)

AMOUNT % AMOUNT % AMOUNT %
Shared service and project client net revenues $ 98.0 81.7% $ 83.8 65.4% $(14.2) (14.5)%
Dedicated client net revenues 21.9 18.3 44 .4 34.6 22.5 102.7
Net revenues $119.9 100.0% $128.2 100.0% $ 8.3 6.9 %

OPERATING EXPENSES

In 1997, field service costs increased $25.0 million, or 26.3%, to
$119.8 million, as compared to $94.8 million in 1996. As a percentage of net
revenues, field service costs were 79.1% of net revenues in 1996 versus 93.5% of
net revenues in 1997. Field service costs are comprised principally of field
labor and their related costs, and overhead expenses required to provide
services to both dedicated and shared service clients. The increase in field
service costs is due primarily to labor costs required to provide the necessary
level of business support for dedicated clients. In addition, the Company did
not adequately decrease shared client service labor and overhead costs as the
net revenue from this client base decreased.

Selling expenses were $10.5 million in 1997, compared to $11.1 million
in 1996. As a percentage of net revenues, selling expenses were 8.2% in 1997,
compared to 9.3% in 1996. This decrease in costs, both in absolute amount and as
a percentage of net revenues, is a result of lower staffing and travels.

General and administrative expenses increased 25.9% in 1997 to $10.2
million, compared to $8.1 million in 1996. The increase in general and
administrative expenses was due to increases in expenses that were required to
support overall business growth, including a larger dedicated client base. The
major increases included executive salaries and salary related expenses of $0.3
million, recruiting, employment and training of $0.3 million, and consulting,
legal and office lease expense of $0.6 million. In addition, increased costs
were experienced due to termination costs.

During 1997, the Company experienced declining gross margins, and
resultant operating losses, due to service performance issues and the loss of
several shared clients. This decline in margins has resulted in insufficient
margin dollars to cover the overhead structure, which had developed at the field
level and in the general corporate area. In the quarter ended September 30,
1997, the Company began to address these conditions by restructuring its
operations. The Company redirected its focus in the quarter ended September 30,
1997, on a more disciplined and functional structure. These strategies resulted
in a $5.4 million charge for the restructuring and other additional charges. The
restructure and other charges consisted of $1.5 million of identified severance,
lease costs in various management and administrative functions and $2.1 million
in write-downs and accruals associated with the redirection of the Company's
technology strategies. Additional charges consist primarily of $1.3 million of
reserves, write-offs related to unprofitable contracts and $0.5 million of costs
associated with changes in the Company's service delivery model.

Depreciation and amortization expenses were $1.0 million in 1997
compared to $0.6 million in 1996. The depreciation and amortization on computer
hardware and the software development costs for shelf technology increased this
expense $0.4 million.
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OTHER INCOME

Interest income decreased slightly in 1997 compared to 1996, due to
lower cash balances available for investment in 1997. Other income included
interest income on the net proceeds from the Company's initial public offering,
which took place in March 1996.

Equity in earnings of affiliate represents the Company's share of the
earnings of Ameritel, Inc., a full service telemarketing company. Equity in
earnings of affiliate increased by 33.3% in 1997 compared to 1996. During 1996,
the Company exercised its option to increase its ownership of Ameritel to 20%
and is now required for financial reporting purposes to recognize its equity
interest in Ameritel earnings.

INCOME TAXES

Income tax benefit was approximately $2.8 million in 1997, compared to
income tax expense of $2.4 million in 1996, representing an effective rate of
(15.5%) and 39.2%, respectively. The 1997 tax benefit rates differed from the
expected Federal and tax rate of 35% due to a valuation allowance of $3.6
million on the Company's deferred tax asset, caused by a net operating loss
carryforward created in 1997.

NET LOSS

The Company incurred a net loss of approximately $15.1 million in 1997,
$2.72 per diluted share, compared to net income of approximately $3.8 million,
or $0.63 per diluted share, in 1996. The net loss for 1997 included the net
impact, after related tax benefit, of restructure and other charges of $4.6
million, or $0.83 per diluted share. The loss incurred in 1997 is primarily a
result of margin reductions due to reductions in shared service clients and
start up expenses on dedicated client services, inefficiencies in field labor
execution, poor pricing decisions for some client contracts, higher business
unit overhead costs and the recognition of restructure charges and other
non-reoccurring charges.

LIQUIDITY AND CAPITAL RESOURCES

On March 1, 1996, the Company completed an initial public offering of
its Common Stock, raising $26.5 million. Prior to this offering, the Company's
primary sources of financing were senior borrowings from a bank under a
revolving line of credit and subordinated borrowings from two stockholders. As
of January 1, 1999, the Company used the proceeds from the offering to repay
bank debt of $3.4 million, to repurchase 507,000 shares of the Company's stock
for approximately $3.0 million and to fund the Company's operating losses in
1997 and 1998. During the year ended January 1, 1999, the Company had a net
decrease in cash of $1.9 million, resulting from its operating losses and
restructure charge payments and a reduction in accounts payable, that were
offset partially by a reduction in accounts receivable, income tax receivable
and proceeds of $2.0 million from its line of credit.

In March 1997, the Company's Board of Directors approved a stock
repurchase program under which the Company was authorized to repurchase up to
1,000,000 shares of Common Stock from time to time in the open market, depending
on market conditions. This program was funded by proceeds from the initial
public offering. As of July 14, 1997, the Company repurchased an aggregate of
507,000 shares of its Common Stock for an aggregate price of approximately $3.0
million. No further repurchases are currently planned.

In December 1998, PIA Merchandising Co., Inc. ("PIA Co.") and another
subsidiary of PIA entered into a loan and security agreement with Mellon Bank,
N.A. The agreement provides for a revolving line of credit that allows maximum
borrowing of $20.0 million and requires PIA Co. to borrow and maintain a minimum
balance of $2.0 million. The three-year credit facility will be used for working
capital purposes and potential acquisitions.

Cash and cash equivalents totaled $11.1 million at January 1, 1999
compared with $13.0 million at December 31, 1997. At January 1, 1999 and
December 31, 1997, the Company had working capital of $13.8 million and $15.9
million, respectively, and current ratios of 2.50 and 1.95, respectively.
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Net cash used in operating activities in 1998 was $3.4 million, compared
with $2.8 million in 1997. This use of cash for operating activities in 1998
resulted primarily from net operating losses of $4.3 million and a reduction in
accrued liabilities primarily attributed to the Company's 1997 restructuring and
other charges and a reduction in accounts payable of $2.2 million related to a
reduction in third party payroll liability. These uses were offset by an income
tax refund of $2.9 million outstanding in 1997 and a decrease in account
receivable of $5.1 million from improved collection of outstanding accounts. Net
cash used in investing activities for 1998 was $0.7 million compared to $0.8
million in 1997 from additions to property and equipment and internally
developed software. Net cash provided by financing activities for 1998 was $2.1
million, compared to net cash used in financing activities of $2.9 million in
1997. In 1998 the Company received net proceeds from the issuance of common
stock of $0.1 million and increased the line of credit by $2.0 million.

The above activity resulted in a decrease in cash and cash equivalents
of $1.9 million for the year ended January 1, 1999.

Cash and cash equivalents and the timely collection of its receivables
provide the Company's current liquidity. However, the potential uncollectibility
of receivables due from any of PIA's major clients, or a significant reduction
in business from such clients, or the inability to acquire new clients would
have an adverse material effect on the Company's cash resources and its ongoing
ability to fund operations.

The Company had a 4.3 million loss and experienced a decrease in cash
and cash equivalents of $1.9 million for the year ended January 1, 1999.
However, with the addition of the revolving line of credit, timely collection of
receivables, and the Company's positive working capital position, management
believes the funding of operations over the next twelve months will be
sufficient.

PIA may incur additional indebtedness in 1999 in connection with the
merger. SPAR Group acquired the assets of an incentive marketing company in
January 1999. A portion of the purchase price was paid through the issuance of a
promissory note in the principal amount of $12,422,189 (plus an earnout, if
any), which matures on September 15, 1999. In addition, the stockholders of SPAR
Group loaned SPAR Group $2,958,000 to facilitate the acquisition. If this
indebtedness is not repaid before the transaction with PIA is consummated, the
combined company will assume these obligations. PIA will also be obligated,
under certain circumstances, to pay severance compensation to its employees in
connection with the merger. Further, PIA will incur substantial costs in
connection with the transaction, including legal fees of approximately $0.4
million and investment banking fees of approximately $1.0 million. PIA has
entered into discussions with Mellon Bank to increase its credit line to enable
it to meet its cash needs in connection with the merger and future potential
acquisitions in 1999.

YEAR 2000 SOFTWARE COSTS

Many currently installed computer systems and software products are
coded to accept only two digit entries in the date code field. As a result, many
date-sensitive computer applications will fail beginning January 1, 2000 because
they are unable to process dates properly beyond December 31, 1999. PIA has
reviewed its computer systems to identify areas that could be affected by Year
2000 issues and has implemented a plan to resolve these issues.

PIA has substantially completed the evaluation of its information
technology infrastructure, software, hardware and communications systems. PIA
believes that its critical hardware and software applications are currently Year
2000 compliant. Completion of PIA's plan to upgrade all hardware and software
applications to be Year 2000 compliant is expected by the third quarter of 1999.
Third party vendors are also being reviewed for Year 2000 compliance and PIA
expects this risk assessment to be complete by the second quarter of 1999. PIA's
assessment and evaluation efforts include testing systems, inquiries of third
parties and other research. By implementing significant systems upgrades, PIA
believes that it has substantially reduced its potential internal exposure to
Year 2000 problems.



In the event that certain systems fail to function properly, manual
processes will be implemented. Due to the nature of the business, PIA does not
anticipate a system failure to cease the operations, as operations are not
deemed to be systems dependent. Additionally, PIA plans to be capable of
operating in the event of a systems failure of any vendor.
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PIA will utilize internal resources to reprogram, or replace and test
the software for Year 2000 modifications. The total cost of the Year 2000
project is estimated at $67,000 and is being funded through operating cash
flows. Of the total project cost, approximately $6,000 was expensed in the
fiscal year 1998 and the remaining $61,000 will be expensed in 1999. It is not
expected that these costs will have a material effect on the results of
operations.

The extent and magnitude of the Year 2000 problem as it will affect PIA
externally, both before and after January 1, 2000, is difficult to predict or
quantify for a number of reasons. These include the lack of control over systems
that are used by third parties that are critical to PIA's operation, the
complexity of testing inter-connected networks and applications that depend on
third party networks. If any of these third parties experience Year 2000
problems, it could have a material adverse effect on PIA.

PIA is not currently aware of any material operational issues associated
with preparing its internal systems for the Year 2000, or the adequacy of
critical third party systems. PIA has not developed a contingency plan in case
it does not achieve Year 2000 compliance on or before December 31, 1999. The
results of its evaluation and assessment efforts do not indicate a need for
contingency planning. PIA intends to continue assessing its Year 2000
compliance, implementing compliance plans and communicating with third parties
about their Year 2000 compliance. If PIA's continued efforts indicate that
contingency planning is prudent, PIA will undertake appropriate planning at that
time.

ITEM 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK.

The Company is exposed to market risk related to changes in interest
rates. A discussion of the Company's accounting policies for financial
instruments and further disclosures relating to financial instruments is
included in the Summary of Significant Accounting Policies in the Notes to
Consolidated Financial Statements. The Company's monitors the risks associated
with interest rates and financial instrument positions.

The Company's revenue derived from international operations is not
material and, therefore, the risk related to foreign currency exchange rates 1is
not material.

INVESTMENT PORTFOLIO

The Company has no derivative financial instruments or derivative
commodity instruments in its cash and cash equivalents and investments. The
Company invests its cash and cash equivalents and investments in high-quality
and highly liquid investments consisting of taxable money market instruments,
corporate bonds and some tax-exempt securities. The average yields on the
Company's investments in fiscal 1998 resulted primarily from investments and
averaged approximately 4.9%. As of January 1, 1999, PIA's cash and cash
equivalents and investments consisted primarily of taxable money market
instruments, corporate and tax-exempt securities with maturities of less than
one year with an average yield of approximately 3.7%.

DEBT

The Company's debt is comprised of a line of credit with Mellon Bank
N.A. and requires monthly interest payments based on a variable interest rate
applied to the outstanding loan balance. If there were a 1% change in the
interest rate based upon, the Company's minimum borrowing requirement of
$2,000,000, interest expense would increase or decrease by $20,000 per annum.

ITEM 8. FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA.



See Item 14 of this Annual Report on Form 10-K.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE.

None.
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PART III

ITEMS 10, 11, 12 AND 13.

The information required in these items 10, 11, 12 and 13 of this Form
10-K 1is incorporated by reference to those portions of the Company's 1999 Proxy
Statement which contains such information.

PART IV

ITEM 14. EXHIBITS, FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 8-K.

(a) 1. INDEX TO FINANCIAL STATEMENTS FILED AS PART OF THIS REPORT:
Independent Auditors' Report F-1
Consolidated Balance Sheets as of December 31, 1997 and January 1, 1999 F-2

Consolidated Statements of Operations for the three years
in the period ended January 1, 1999 F-4

Consolidated Statements of Stockholders' Equity for the three years
in the period ended January 1, 1999 F-5

Consolidated Statements of Cash Flows for the three years in the period
ended January 1, 1999 F-6

Notes to Consolidated Financial Statements for the three years
in the period ended January 1, 1999 F-8

2. FINANCIAL STATEMENT SCHEDULES.

Schedule II - Valuation and Qualifying Accounts for the three years in
the period ended January 1, 1999 F-25

3. EXHIBITS.

EXHIBIT
NUMBER DESCRIPTION
3.1 * Certificate of Incorporation of PIA
3.2 * By-laws of PIA
4.1 * Registration Rights Agreement entered into as of
January 21, 1992 by and between RVM Holding Corporation.
RVM/PIA, a California Limited Partnership, The Riordan
Foundation and Creditanstalt-Bankvering.
10.1 * 1990 Stock Option Plan
10.2 Amended and Restated 1995 Stock Option Plan (incorporated by

reference of Exhibit 10.2 to the Company's Form 10Q for the
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EXHIBIT

10.

10.

10.

10.

10.

10.

21.

23.

27.

(b)

6

10

11

10.

10.

10.

2nd Quarter ended July 3, 1998).
3 * 1995 Stock Option Plan for Non-employee Directors

4 Employment Agreement dated as of June 25, 1997 between
PIA and Terry R. Peets (incorporated by reference to
Exhibit 10.5 to the Company's Form 10-Q for the 2nd
Quarter ended June 30, 1997)

5 Severance Agreement dated as of February 20, 1998
between PIA and Cathy L. Wood (incorporated by reference
to Exhibit 10.5 to the Company's Form 10-Q for the 1st
Quarter ended April 30, 1998)
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DESCRIPTION

Severance Agreement dated as of August 10, 1998 between
PIA and Clinton E. Owens (incorporated by reference to
Exhibit 10.6 to the Company's Form 10-Q for the 3rd
Quarter ended October 2, 1998)

Amendment No. 1 to Employment Agreement dated as of
October 1, 1998 between PIA and Terry R. Peets
(filed herein)

Amended and Restated Severance Compensation Agreement
dated as of October 1, 1998 between PIA and Cathy L. Wood
(filed herein)

Loan and Security Agreement dated December 7, 1998 among Mellon
Bank, N.A., PIA Merchandising Co., Inc., Pacific Indoor Display
Co. and PIA. (filed herein)

Agreement and Plan of Merger dated as of February 28,
1999 among PIA, S.G. Acquisition, Inc., PIA
Merchandising Co., Inc., SPAR Acquisition, In., SPAR
Marketing, Inc., SPAR Marketing Force, Inc., SPAR, Inc.,
SPAR/Burgoyne Retail Services, Inc., SPAR Incentive
Marketing, Inc., SPAR MCI Performance Group, Inc. and
SPAR Trademarks, Inc. (filed herein)

Voting Agreement dated as of February 28, 1999 among
PIA, Clinton E. Owens, RVM/PIA, California limited
partnership, Robert G. Brown and William H. Bartels
(filed herein)

Subsidiaries of the Company

Consent of Deloitte & Touche LLP

Financial Data Schedule

*Filed as an Exhibit to the Company's Registration Statement on Form S-1
(Registration No. 33-80429) on December 14, 1995.

REPORTS ON FORM 8-K.

None
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities
Exchange Act of 1943, the Registrant has duly caused this report to be signed on
its behalf by the undersigned, thereunto duly authorized.

PIA MERCHANDISING SERVICES, INC.

By: /s/ Terry R. Peets

Terry R. Peets
President, Chief Executive Officer and Director

Date: March 30, 1999

Pursuant to the requirements of the Securities Exchange Act of 1934,
this report has been signed below by the following persons on behalf of the
Registrant and in the capacities indicated.

SIGNATURE TITLE DATE

/s/ Clinton E. Owens Chairman of the Board March 30, 1999

/s/ Terry R. Peets President, Chief Executive March 30, 1999
Bttt Officer and Director

/s/ Cathy L. Wood Executive Vice President, March 30, 1999
- e Chief Financial Officer and
Cathy L. Wood Secretary (Principal Financial

and Accounting Officer)

/s/ Patrick W. Collins Director March 30, 1999
Patrick W. Collins

/s/ John A. Colwell Director March 30, 1999
John A. Colwell

/s/ Joseph H. Coulombe Director March 30, 1999
Joseph H. Coulombe

/s/ Patrick C. Haden Director March 30, 1999
Patrick C. Haden

/s/ J. Christopher Lewis Director March 30, 1999

J. Christopher Lewis
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PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS
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INDEPENDENT AUDITORS' REPORT

To the Board of Directors and Stockholders of
PIA Merchandising Services, Inc.:

We have audited the accompanying consolidated balance sheets of PIA
Merchandising Services, Inc. and subsidiaries (the Company) as of December 31,
1997 and January 1, 1999, and the related consolidated statements of operations,
stockholders' equity and cash flows for each of the three years in the period
ended January 1, 1999. Our audits also included the financial statement schedule
listed in Item 14 (a) 2. These consolidated financial statements and financial
statement schedule is the responsibility of the Company's management. Our
responsibility is to express an opinion on these financial statements and
financial statement schedule based on our audits.

We conducted our audits in accordance with generally accepted auditing
standards. Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether the financial statements are free of material
misstatement. An audit includes examining, on a test basis, evidence supporting
the amounts and disclosures in the financial statements. An audit also includes
assessing the accounting principles used and significant estimates made by
management, as well as evaluating the overall financial statement presentation.
We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all
material respects, the consolidated financial position of PIA Merchandising
Services, Inc. and subsidiaries as of December 31, 1997 and January 1, 1999, and
the results of their operations and their cash flows for each of the three years
in the period ended January 1, 1999 in conformity with generally accepted
accounting principles. Also, in our opinion, such financial statement schedule,
when considered in relation to the financial statements taken as a whole,
presents fairly, in all material respects, the information set forth therein.



Deloitte & Touche LLP

Costa Mesa, California
February 18, 1999

(Except for Note 14, as to which the date is February 28, 1999)
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PIA MERCHANDISING SERVICES,

CONSOLIDATED BALANCE SHEETS

INC. AND SUBSIDIARIES

(IN THOUSANDS, EXCEPT SHARE DATA)

ASSETS

CURRENT ASSETS:

Cash and cash equivalents

Accounts receivable, net (Note 3)

Income tax refund receivable (Note 6)
Prepaid expenses and other current assets

Total current assets
PROPERTY AND EQUIPMENT, net (Note 3)
INVESTMENTS AND OTHER ASSETS:

Investment in affiliate (Note 4)
Other assets

Total investments and other assets

Total assets

See notes to consolidated financial statements
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PIA MERCHANDISING SERVICES,

CONSOLIDATED BALANCE SHEETS

INC. AND SUBSIDIARIES

(CONTINUED)

(IN THOUSANDS, EXCEPT SHARE DATA)

LIABILITIES AND STOCKHOLDERS'

CURRENT LIABILITIES:

EQUITY

DECEMBER 31, JANUARY 1,
1997 1999

$ 12,987 $ 11,064

16,053 11,222

2,905 81

816 712

32,761 23,079

2,416 1,991

418 553

872 431

1,290 984

$ 36,467 $ 26,054
DECEMBER 31, JANUARY 1,

1997 1999



Accounts payable S 3,442 s 1,194
Other current liabilities (Note 3) 13,334 7,951
Income taxes payable (Note 6) 47 90
Total current liabilities 16,823 9,235
LINE OF CREDIT AND LONG-TERM LIABILITIES (Note 5) 966 2,095
COMMITMENTS AND CONTINGENCIES (Note 8)
STOCKHOLDERS' EQUITY (Notes 10 and 11):
Preferred stock, $.01 par value;
3,000,000 shares authorized; none issued and
outstanding Common stock, $.01 par value;
15,000,000 shares authorized; 5,392,558 and
5,477,846 shares issued and
outstanding as of December 31, 1997
and January 1, 1999, respectively 59 60
Additional paid-in capital 33,429 33,740
Accumulated deficit (11,806) (16,072)
Less treasury stock at cost (507,000 shares at
December 31, 1997 and January 1, 1999) (3,004) (3,004)
Total stockholders' equity 18,678 14,724
Total liabilities and stockholders' equity S 36,467 S 26,054

See notes to consolidated financial statements
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PIA MERCHANDISING SERVICES,

INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF OPERATIONS

(IN THOUSANDS,

EXCEPT PER SHARE DATA)

YEARS ENDED

DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
NET REVENUES (Note 13) $ 119,940 $ 128,208 $ 121,788
OPERATING EXPENSES:
Field service costs 94,841 119,830 105,448
Selling expenses 11,133 10,482 8,245
General and administrative expenses (Notes 7, 8 and 9) 8,081 10,234 11,788
Restructuring and other charges (Note 2) 5,420
Depreciation and amortization 595 997 1,129
Total operating expenses 114,650 146,963 126,610
OPERATING INCOME (LOSS) 5,290 (18,755) (4,822)
OTHER INCOME:
Interest expense (46) (25)
Interest income 869 799 487
Equity in earnings of affiliate (Note 4) 72 96 149
Total other income 895 895 611



INCOME (LOSS) BEFORE PROVISION (BENEFIT)

FOR INCOME TAXES 6,185 (17,860)
INCOME TAX PROVISION (BENEFIT) (Note 6) 2,426 (2,761)

NET INCOME (LOSS) $ 3,759 $ (15,099)

BASIC EARNINGS (LOSS) PER SHARE (Note 12) f____?;zg f____(f;jf)
DILUTED EARNINGS (LOSS) PER SHARE (Note 12) iﬂffi Eifif(fijf)
WEIGHTED AVERAGE COMMON SHARES - BASIC 7777?,7319 7777§:EEE
WEIGHTED AVERAGE COMMON SHARES - DILUTED 5,990 5,551

See notes to consolidated financial statements
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PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF STOCKHOLDERS' EQUITY
(IN THOUSANDS)
Years ended December 31, 1996 and 1997 and January 1, 1999
RETAINED
COMMON STOCK TREASURY STOCK ADDITIONAL EARNINGS TOTAL
----------------------------------------- PAID-IN (ACCUMULATED STOCKHOLDERS'
SHARES AMOUNT SHARES AMOUNT CAPITAL DEFICIT) EQUITY

BALANCE, January 1, 1996 3,564 S 6,454 - $ - $ - $ (466) $ 5,988
Change in stated par value of

shares from no par to $.01 (6,418) 6,418
Stock issued to the public 2,138 21 26,499 26,520
Stock options exercised 58 1 334 335
Tax benefit related to exercise of stock

options 116 116
Cashless exercise of warrants (Note 11) 131
Net income 3,759 3,759
BALANCE, December 31, 1996 5,891 58 33,367 3,293 36,718
Stock options exercised 9 1 62 63
Repurchase of common stock (507) 507 (3,004) (3,004)
Net loss (15,099) (15,099)
BALANCE, December 31, 1997 5,393 59 507 (3,004) 33,429 (11,806) 18,678
Stock options exercised 30 88 88
Employee stock purchases 12 45 45
Shares issued as bonus (Note 10) 43 1 178 179
Net loss (4,266) (4,266)
BALANCE, January 1, 1999 5,478 S 60 507 $ (3,004) $ 33,740 $(16,072) S 14,724

See notes to consolidated financial statements
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PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS
(IN THOUSANDS)

(4,211)

s e
§_ e
o

5,439



CASH FLOWS FROM OPERATING ACTIVITIES:
Net income (loss)
Adjustments to reconcile net income (loss) to net cash
used in operating activities:
Depreciation and amortization
Equity in earnings of affiliate
Deferred income taxes, net
Provision for doubtful receivables and other, net
Restructuring and other charges (Note 2)
Changes in assets and liabilities:
Accounts receivable
Income tax refund receivable
Prepaid expenses and other current assets
Other assets
Accounts payable
Other current liabilities
Income taxes payable
Other liabilities

Net cash used in operating activities
CASH FLOWS FROM INVESTING ACTIVITIES:
Purchases of property and equipment

Capitalization of software development costs
Investment in affiliate

Net cash used in investing activities

See notes to consolidated financial statements
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YEARS ENDED

PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

CONSOLIDATED STATEMENTS OF CASH FLOWS

(IN THOUSANDS)

CASH FLOWS FROM FINANCING ACTIVITIES:

Principal payments on long-term debt

Proceeds from long-term debt

Proceeds from issuance of common stock to the public
Proceeds from issuance of common stock

Repurchase of common stock

Net cash provided by (used in) financing activities

NET INCREASE (DECREASE) IN CASH AND
CASH EQUIVALENTS

DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
S 3,759 $(15,099) S (4,266)
595 997 1,129
(72) (96) (149)
(167) 360
105 918 (270)
5,420
(10,522) 5,659 5,101
(2,905) 2,824
74 (252) 104
213 (744) 441
(1,066) 2,670 (2,248)
5,657 173 (5,204)
(228) (64) 43
131 (871)
(1,652) (2,832) (3,366)
(332) (759) (516)
(1,987)
(150)
(2,469) (759) (690)
(CONTINUED)
YEARS ENDED
DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
$ (3,400) $ - $ -
2,000
26,520
335 63 133
(3,004)
23,455 (2,941) 2,133
19,334 (6,532) (1,923)



CASH AND CASH EQUIVALENTS, beginning of period 185 19,519

CASH AND CASH EQUIVALENTS, end of period $ 19,519 $ 12,987

SUPPLEMENTAL DISCLOSURES OF CASH FLOW
INFORMATION - Cash paid (refunded) during the year for:
Interest S 69 $ -

Income taxes $ 2,853 $ 129

See Notes 10 and 11 to consolidated financial statements for description of
noncash transactions.

See notes to consolidated financial statements
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PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED JANUARY 1, 1999

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Company Description - PIA Merchandising Services, Inc. and subsidiaries
("Company") provides in-store merchandising services primarily on behalf
of branded product manufacturers at retail grocery stores, mass
merchandisers, drug stores and discount drug stores. The Company's
in-store services include checking for authorized distribution of client
products, cutting in products approved for distribution but not present on
the shelf, setting category shelves in accordance with approved store
schematics, ensuring shelf tags are in place, checking for the overall
salability of clients' products, and performing new product and promotion
selling. The Company also performs special in-store projects, such as new
store sets and existing store resets, remerchandisings, remodels and
category implementations, and executes and maintains point of purchase
displays and materials. In addition, the Company collects and provides to
certain clients a variety of merchandising data that is category and
store-specific. The Company is also a supplier of regularly scheduled,
shared merchandising services in the United States. The Company's
management has evaluated the allocation of resources in assessing
performance and determined the Company operates in three operating
segments, dedicated services, shared services, and project services (Note
13).

Principles of Consolidation - The consolidated financial statements
include the accounts of PIA Merchandising Services, Inc. and its wholly
owned subsidiaries. All significant intercompany accounts and transactions
have been eliminated in consolidation. The equity method of accounting is
used for the Company's investment in affiliate (Note 4).

Cash Equivalents - The Company considers all highly liquid short-term
investments with original maturities of three months or less to be cash
equivalents.

Accounts Receivable and Credit Risk - During the ordinary course of the
Company's business, the Company grants trade credit to its clients, which
consist primarily of packaged goods manufacturers and retailers. The
Company's ten largest clients generated approximately 57.0%, 69.0% and
75.0% of the Company's net revenues for the fiscal years ended December
31, 1996, December 31, 1997 and January 1, 1999, respectively.

During the fiscal year ended January 1, 1999, three of the Company's
clients accounted for 15.6%, 12.6% and 10.6% of the Company's net
revenues. During 1997, two clients accounted for 16.0% and 13.6% of the

$ 11,064
$ 25
$ (2,753)
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Company's net revenues. Given the significant amount of net revenues
derived from certain clients, collectibility issues arising from financial
difficulties of any of these clients or the loss of any such clients could
have a material adverse effect on the Company's business. Unbilled
accounts receivable represent merchandising services performed that are
pending billing until the requisite documents have been processed or
projects have been completed (Note 3).

Property and Equipment - Property and equipment are stated at cost and
depreciated on the straight-line method over estimated useful lives,
ranging from three to seven years. Leasehold improvements are amortized
over the estimated useful life of the asset or the term of the lease,
whichever is shorter.

PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR EACH OF THE THREE YEARS
IN THE PERIOD ENDED JANUARY 1, 1999

The Company has chosen to early adopt Statement of Position ("SOP") No. 98
-1, Accounting for the Costs of Computer Software Developed or Obtained
for Internal Use as of January 1, 1998. The SOP provides guidance in
accounting for the costs of computer software developed or obtained for
internal use. The effects of the adoption of the SOP have been reflected
in the 1998 consolidated financial statements and are not material.

Other Assets - Other assets consist primarily of refundable deposits.

Deferred Revenue - Client payments received in advance of merchandising
services performed are classified as deferred revenue (Note 3).

Amounts Held on Behalf of Third Parties - Amounts held on behalf of third
parties arise from agreements with retailers to provide services for their
private label manufacturers' products and represent amounts to be utilized
for certain future services including merchandising-related expenditures
on behalf of the retailers (Note 3). These agreements renew annually and
are cancelable on December 31 of each year or upon ninety-day written
notice by either party.

Revenue Recognition - The Company's services are provided under various
types of contracts, which consist primarily of fixed fee and
commission-based arrangements. Under fixed fee arrangements, revenues are
recognized monthly based on a fixed fee per month over a service period of
typically one year, as defined in the contract.

The Company's commission-based contracts provide for commissions to be
earned based on a specified percentage of the client's net sales of
certain products to designated retail chains. In conjunction with these
commission arrangements, the Company receives draws on a monthly basis,
which are to be applied against commissions earned. These draws
approximate estimated minimum revenue to be earned on the contract and are
recognized on a monthly basis, over a service period of typically
one-year. The Company recognizes adjustments on commission-based sales in
the period such amounts become determinable. Commissions are usually owed
to the Company in excess of draws received.

The Company also performs services on a specific project basis. Revenues
related to these projects are recognized as services are performed or
costs are incurred. Certain of the Company's contracts are to perform
project work over a specified period ranging from one to twelve months.
Revenue under these types of contracts is recognized essentially on the
percentage of completion method. Provisions for estimated losses on
uncompleted contracts are recorded in the period in which such losses are
determinable.

Field Service Costs - Field service costs are comprised principally of
field labor and related costs and expenses required to provide shared



services, project activities, key account management and related
technology costs, as well as field overhead required to support the
activities of these groups of employees.
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Accounting for Stock-Based Compensation - Statement of Financial
Accounting Standards (SFAS) No. 123, Accounting for Stock-Based
Compensation, requires disclosure of fair value method of accounting for
stock options and other equity instruments. Under the fair wvalue method,
compensation cost is measured at the grant date based on the fair value of
the award and is recognized over the service period, which is usually the
vesting period. The Company has chosen, under the provisions of SFAS No.
123, to continue to account for employee stock-based transactions under
Accounting Principles Board (APB) Opinion No. 25, Accounting for Stock
Issued to Employees. The Company has disclosed in Note 11 to the
consolidated financial statements pro forma diluted net income (loss) and
net income (loss) per share as if the Company had applied the fair value
method of accounting.

Income Taxes - Income taxes are provided for the tax effects of
transactions reported in the financial statements and consist of taxes
currently due plus deferred taxes related primarily to differences between
the basis of assets and liabilities for financial and tax reporting. The
deferred tax assets and liabilities represent the future tax return
consequences of those differences, which will either be taxable or
deductible when the assets and liabilities are recovered or settled.
Deferred taxes are also recognized for operating losses that are available
to offset future taxable income and tax credits that are available to
offset future income taxes. In the event the future consequences of
differences between financial reporting bases and tax bases of the
Company's assets and liabilities result in deferred tax assets, an
evaluation of the probability of being able to realize the future benefits
indicated by such asset is required. A valuation allowance is provided
when it is more likely than not that some portion or the entire deferred
tax asset will not be realized.

Comprehensive Income - The Company has adopted SFAS No. 130, Reporting
Comprehensive Income. For the years ended January 1, 1999, December 31,
1997 and December 31, 1996, the Company has no reported differences
between net income (loss) and comprehensive income (loss). Therefore,
statements of comprehensive income (loss) have not been presented.

Earnings Per Share - The Company has adopted SFAS No. 128, Earnings per
Share, which replaces the presentation of "Primary" earnings per share
with "Basic" earnings per share and the presentation of "Fully Diluted"
earnings per share with "Diluted" earnings per share. Prior periods have
been restated to reflect the change in presentation.

Basic earnings per share amounts are based upon the weighted-average
number of common shares outstanding. Diluted earnings per share amounts
are based upon the weighted-average number of common and potential common
shares for each period presented. Potential common shares include stock
options, using the treasury stock method.

Vendor Concentration - In addition to the Company's own employees, the
Company utilizes a force of trained merchandisers employed by a
third-party payrolling company engaged principally in the performance of
retailer-mandated and project activities. For the fiscal years ended
December 31, 1996, December 31, 1997 and January 1, 1999, the Company
paid this payrolling company approximately $31,145,000, $38,936,000 and
$32,213,000, respectively (Note 3).
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Use of Estimates - The preparation of financial statements in conformity
with generally accepted accounting principles requires management to make
estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the
date of the financial statements and the reported amounts of revenues and
expenses during the reporting period. Actual results could differ from
these estimates.

Fair Value of Financial Instruments - The Company's consolidated balance
sheets include the following financial instruments: cash and cash
equivalents, accounts receivable, accounts payable and long term debt. The
Company considers carrying amounts of current assets and liabilities in
the consolidated financial statements to approximate the fair value for
these financial instruments, because of the relatively short period of
time between origination of the instruments and their expected
realization. The carrying amounts of long-term debt approximate fair value
because the obligation bears interest at a floating rate.

Change in Fiscal Year - Effective January 1, 1998, the Company changed its
fiscal year end for financial statement purposes from a calendar year to a
52/53-week fiscal year. Beginning with fiscal year 1998, the Company's
fiscal year will end on the Friday closest to December 31. The years ended
December 31, 1997 and January 1, 1999 each consist of approximately 52
weeks. The Company does not believe that this change has a material impact
on the financial statements.

New Accounting Pronouncements - The Company has adopted SFAS No. 131.
Disclosure About Segments of an Enterprise and Related Information. In
accordance with SFAS No. 131, the Company has disclosed in Note 13 certain
information about the Company's products and major customers.

In June 1998, the Financial Accounting Standards Board (the "FASB") issued
SFAS No. 133, Accounting for Derivative Instruments and Hedging
Activities, which the Company is required to adopt effective in its fiscal
year 2000. SFAS No. 133 will require the Company to record all derivatives
on the balance sheet at fair value. The Company does not currently engage
in hedging activities and will continue to evaluate the effect of adopting
SFAS No. 133. The Company is expected to adopt SFAS No. 133 in its fiscal
year 2000.
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2. RESTRUCTURING AND OTHER CHARGES

During 1997, the Company experienced declining gross margins and resultant
operating losses, due to service performance issues and the loss of several
shared clients. This decline in margins has resulted in insufficient margin
dollars to cover the overhead structure, which had developed at the field level
and in the general corporate area. In the quarter ended September 30, 1997, the
Company addressed these conditions by restructuring its operations, focusing on
a more disciplined and functional operational structure, and redirecting its
technology strategies, resulting in a $5,420,000 charge for restructuring and
other charges. The restructuring charges consist of $1,522,000 identified



severance of corporate and field employees and lease costs in various management
and administrative functions. The restructuring charges also include $2,121,000
in the write downs and accruals associated with the abandonment of certain
internally developed software and specialized computer equipment under long-term
operating leases due to a redirection of the Company's technology strategies
(Note 3). Other charges consisted primarily of $1,297,000 of reserves and write
offs related to unprofitable contracts, and $480,000 of costs associated with
changes in the Company's service delivery model. At January 1, 1999, $428,000 is
remaining in accrued liabilities in the accompanying consolidated balance sheet
consisting of $410,000 to specialized computer equipment under long-term
operating leases no longer in use and $18,000 to employee separation costs.

The following table displays a rollforward of the liabilities for restructuring
and other charges from December 31, 1996 to January 1, 1999 (in thousands):

INITIAL DECEMBER 31, JANUARY 1,
RESTRUCTURING 1997 1997 1998 1999
TYPE OF COST AND OTHER CHARGES DEDUCTIONS BALANCE DEDUCTIONS BALANCE
Employee Separation $ 1,372 $  (885) S 487 S (469) S 18
Facility Closing 150 150 (150)
Technology writedown
and related operating leases 2,121 (1,086) 1,035 (625) 410
Unprofitable Contracts 1,297 (797) 500 (500)
Other 480 (338) 142 (142)
$ 5,420 $(3,106) $ 2,314 $(1,886) $ 428

Management believes that the remaining reserves for restructuring are adequate
to complete its plan.
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3. SUPPLEMENTAL BALANCE SHEET INFORMATION

Accounts receivable, net, consist of the following (in thousands) :

DECEMBER 31, JANUARY 1,

1997 1999
Trade S 15,411 S 9,511
Unbilled 2,034 2,358
Non-trade 59 174
17,504 12,043
Allowance for doubtful accounts and other (1,451) (821)
$ 16,053 S 11,222

Property and equipment, net, consist of the following (in thousands) :



DECEMBER 31, JANUARY 1,

1997 1999
Equipment $ 3,680 $ 3,873
Furniture and fixtures 662 719
Leasehold improvements 160 165
Capitalized software development costs 902 1,076
5,404 5,833
Less accumulated depreciation and amortization (2,988) (3,842)
S 2,416 $ 1,991

During 1997, the Company recorded certain restructuring charges (Note 2).
In connection with the restructuring, the Company recorded a charge of
approximately $1,000,000 for the impairment of capitalized software costs.
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Other current liabilities consist of the following (in thousands) :

DECEMBER 31, JANUARY 1,

1997 1999

Accrued salaries and other related costs $ 1,237 $ 1,123

Accrued payroll to third party 2,847 1,557

Accrued medical and compensation insurance 1,456 1,906

Deferred revenue 1,039 426

Amounts held on behalf of third parties 1,116 641
Accrued rebate 2,200

Restructuring costs 1,475 428

Other 1,964 1,870

$13,334 $ 7,951

INVESTMENT IN AFFILIATE

During 1996, the Company increased its voting ownership in Ameritel
Corporation, a full-service telemarketing company, to 20%. Accordingly,
the Company changed its method of carrying the investment from cost to
equity as required by generally accepted accounting principles. The change
in method was not material to the carrying value of the investment in the
accompanying financial statements.

Following is a summary of condensed unaudited financial information
pertaining to Ameritel Corporation (in thousands):

DECEMBER 31, JANUARY 1,
1997 1999



Current assets $1,545 $2,816

Noncurrent assets 1,252 3,786

Current liabilities 1,443 1,827

Long-term liabilities 128 2,803

Stockholders' equity 1,226 1,972

Net income for the year 523 746
F-14
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LINE OF CREDIT

On December 10, 1998, the Company entered a long-term revolving line of
credit agreement a bank to provide an asset-based credit facility with
maximum borrowing up to $20.0 million. Under this agreement, the line 1is
to expire on December 7, 2001. All revolving credit loans bear interest at
the agent bank's prime rate plus 0.25 % (7.75% at January 1, 1999, or
8.0%), or the London Interbank Offered Rate ("LIBOR") plus 2.75% (5.06% at
January 1, 1999, or 7.81%) at the Company's option. As of January 1, 1999,
the outstanding balance on the line of credit was $2,000,000. The
Company's available borrowing is the sum of 80% of all eligible accounts
receivable, plus 100% of eligible cash collateral less outstanding
revolving credit loan.

Under the terms of the long-term debt agreement, the Company is subject to
certain financial covenants. Key covenants require the Company to maintain
a minimum current ratio, total liabilities to tangible net worth ratio,
tangible net worth, working capital, and net income. At January 1, 1999,
the Company complied with all such covenants. As of January 1, 1999,
available borrowings were $4,796,000.

INCOME TAXES
The provision (benefit) for income taxes is summarized below for the years

ended December 31, 1996, December 31, 1997 and January 1, 1999 (in
thousands) :

YEARS ENDED

DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
Current income taxes:
Federal $ 2,163 $(3,082) $ --
State 430 (19) 55
2,593 (3,101) 55
Deferred income taxes:
Federal (135) (2,846) (1,554)
State (32) (380) (1)
(167) (3,226) (1,555)
Increase in valuation allowance 3,566 1,555

Provision (benefit) for income taxes $ 2,426 $(2,761) S 55
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Reconciliation between the provision (benefit) for income taxes as
required by applying the federal statutory rate of 35% to that included in
the financial statements is as follows (in thousands):

YEARS ENDED

DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999

Provision (benefit) for income taxes at

federal statutory rate $ 2,165 $(6,251) $(1,473)
State income taxes, net of federal benefit 259 (12) 14
Other permanent differences (31)
Change in valuation allowance 3,566 1,555
Other 33 (64) (41)

Provision (benefit) for income taxes $ 2,426 $(2,761) S 55

Deferred taxes consist of the following (in thousands) :

DECEMBER 31, JANUARY 1,
1997 1999
Net operating loss carryforwards $ 1,877 $ 3,880
State tax provision (270) (146)
Accrued compensation 131 229
Accrued insurance 427 793
Allowance for doubtful accounts and other receivable 1,158 312
Depreciation (180) (52)
Other 423 105
Deferred tax assets 3,566 5,121
Valuation allowance (3,566) (5,121)
Net deferred taxes $ -- $ -
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At January 1, 1999, the Company has net operating loss carry forwards of
510,688,000 available to reduce future federal taxable income and
$3,815,000 available to reduce future California State taxable income. The
Company has Federal and California net operating loss carry forwards which
begin expiring in the year 2012 and 2002, respectively. The Company has
established a full valuation allowance for the deferred tax assets due to
its continuing losses.
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EMPLOYEE BENEFITS

Pension Plans - Certain of the Company's employees are covered by
union-sponsored, collectively bargained, multi-employer pension plans.
Pension expense related to these plans was approximately $172,000,
$178,000 and $202,000 for the years ended December 31, 1996, December 31,
1997 and January 1, 1999, respectively. The administrators have advised
the Company that there were no withdrawal liabilities as of December 1990,
the most recent date for which an analysis was made. The Company has no
current intention of withdrawing from any of these plans.

Retirement Plan - The Company has a 401 (k)-retirement plan covering all
employees not participating in the pension plans. Eligible employees, as
defined by the 401 (k) plan, may elect to contribute up to 15% of their
total compensation; not to exceed the amount allowed by the Internal
Revenue Service code guidelines. The Company makes matching contributions
to the 401 (k) plan each year equal to 50% of the employee contributions,
not to exceed 4% of the total compensation, and can also make
discretionary matching contributions. Employee contributions are fully
vested at all times, and the Company's matching contributions vest over
five years. The Company's matching contributions were approximately
$468,000, $506,000 and $471,000 for the years ended December 31, 199¢,
December 31, 1997 and January 1, 1999, respectively.

COMMITMENTS AND CONTINGENCIES

The Company leases its facilities under operating leases and leases
certain computer and office equipment under two- to five-year operating
lease agreements. Total rent expense relating to these leases was
approximately $2,756,000, $6,369,000 and $5,646,000 for the years ended
December 31, 1996, December 31, 1997 and January 1, 1999, respectively,
with sublease income of $101,000 in fiscal year 1998.

The following table sets forth future minimum lease payments under
noncancelable operating leases as of January 1, 1999 (in thousands):

Fiscal Year:

Rent Sublease Total
1999 $4,038 $ (261) $3,777
2000 1,882 1,882
2001 1,238 1,238
2002 903 903
2003 147 147
Total future minimum lease payments $8,208 S (261) $7,947
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RELATED-PARTY TRANSACTIONS
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11.
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The Company receives legal services from a law firm previously affiliated
with its principal stockholder and paid approximately $516,000, $189,000
and $114,000 for such legal services during the years ended December 31,
1996, December 31, 1997 and January 1, 1999, respectively.

The Company has an investment in an affiliate, which provides
telemarketing and related services (Note 4). The Company paid
approximately $524,000 and $898,000 during the years ended December 31,
1997 and January 1, 1999, respectively. Approximately $50,000 was payable
to the affiliate at January 1, 1999.

STOCK TRANSACTIONS AND WARRANTS

In March 1996, the Company completed an initial stock offering and sold
1,788,000 shares of its common stock, at a net price of $13.02 per share.
An additional 349,800 shares of common stock were sold also at a net
$13.02 per share, pursuant to an underwriters over-allotment provision.
The net proceeds of the approximately $26.5 million raised by the Company
were used, in part, to repay existing bank debt.

During the three fiscal years 1996, 1997 and 1998, the Company issued the
following shares of common stock, 57,798 shares, 8,107 shares, and 30,328
shares, respectively as a result of options that were exercised (Note 11).
The income tax effect of any difference between the market price of the
Company's common stock at the grant date and the market price at the
exercise date is credited to additional paid-in capital, as required.

On February 17, 1997, the Company adopted an Employee Stock Purchase Plan
("ESP Plan"). The ESP Plan allows employees of the Company to purchase
common stock at a discount, without having to pay any commissions on the
purchases. The discount is the greater of 15% of the fair market value
("FMV") at the end of the reportable period or the difference between the
FMV at the beginning and end of the reportable period. The maximum amount
that any employee can contribute to the ESP Plan per quarter is $6,250,
and the total number of shares reserved by the Company for purchase under
the ESP Plan is 200,000. During 1998, the Company issued 12,290 shares of
common stock, at a weighted average price of $3.69 per share.

In May 1998, the Company issued 42,670 shares of common stock to two
employees as compensation for services and recorded $179,000 of
compensation expense.
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During February 1996, 100,000 warrants issued in conjunction with a 1992
line of credit for the purchase of 152,405 shares of common stock at $1.82
per share, were exercised through a cashless exercise, based on the
estimated fair market value of the Company's common stock, at the date of
exercise of $14.00, reduced the number of shares issued to 87,000. During
October 1996, the remaining warrants to purchase 52,405 shares of common
stock at $1.82 per share were exercised through a cashless exercise, based
on the estimated fair value of the Company's common stock at the date of
exercise of $12.75, reduced the number of shares issued to 44,924.

STOCK OPTIONS

The Company has three stock option plans: the 1990 Stock Option Plan (1990
Plan), the 1995 Stock Option Plan (1995 Plan), and the 1995 Director's
Plan (Director's Plan).

The 1990 Plan is a nonqualified option plan providing for the issuance of
up to 810,811 shares of common stock to officers, directors and key
employees. The options have a term of 10 years and one week and are either



fully vested or will vest ratably no later than five years from the grant
date. During 1995, the Company elected to no longer grant options under
this plan.

The 1995 Plan provides for the granting of either incentive or
nonqualified stock options to specified employees, consultants and
directors of the Company for the purchase of up to 1,300,000 shares of the
Company's common stock. The options have a term of ten years, except in
the case of incentive stock options granted to greater than ten-percent
stockholders of the Company, for which the term is five years. The
exercise price of nonqualified stock options must be equal to at least 85%
of the fair market value of the Company's common stock at the date of
grant; the exercise price of incentive stock options must be equal to at
least the fair market value of the Company's common stock at the date of
grant. At January 1, 1999, options to purchase 281,746 shares were
available for grant under this plan.

The Director's Plan is a stock option plan for nonemployee directors and
provides for the purchase of up to 100,000 shares of the Company's common
stock. An option to purchase 1,500 shares of the Company's common stock
shall be granted automatically each year to each director, following the
Company's annual stockholders' meeting. The exercise price of options
issued under this plan shall be not less than the fair market value of the
Company's common stock on the date of grant. Each option under this plan
shall vest and become exercisable in full on the first anniversary of its
grant date, provided the optionee is reelected as a director of the
Company. The maximum term of options granted under the plan is ten years
and one day, subject to earlier termination following an optionee's
cessation of service with the Company. At January 1, 1999, options to
purchase 89,500 shares were available for grant under this plan.
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The Company has adopted the disclosure-only provisions of SFAS No. 123,
Accounting for Stock-Based Compensation. No compensation cost has been
recognized for the stock option plans. The impact of stock options granted
prior to 1995 has been excluded from the pro forma calculation;
accordingly, the 1996, 1997 and 1998 pro forma adjustments may not be
indicative of future period pro forma adjustments, when the calculation
will apply to all applicable future stock options. Had compensation cost
for the Company's option plans been determined based on the fair value at
the grant date for awards in 1996, 1997 and 1998 consistent with the
provisions of SFAS No. 123, the Company's net income (loss) and net income
(loss) per share would have been reduced to the pro forma amounts
indicated below:

Years Ended

DECEMBER 31, DECEMBER 31,
1996 1997

Net income (loss), as reported (in thousands) S 3,759 S (15,099
Net income (loss), pro forma (in thousands) S 3,564 S (15,808)
Basic net income (loss) per share, as reported $ 0.70 $ (2.72)
Basic net income (loss) per share, pro forma $ 0.66 $ (2.85)
Diluted net income (loss) per share, as reported $ 0.63 $ (2.72)
Diluted net income (loss) per share, pro forma $ 0.60 $ (2.85)

The fair value of each option grant is estimated based on the date of

JANUARY 1,
1999
$ (4,266)
$ (5,420)
$ ( )
$ (
$ ( )
$ (



grant using the Black-Scholes option-pricing model, using the return on a
ten year treasury bill, with the following weighted-average assumptions
used for grants in 1998: dividend yield of 0%; expected volatility of
104.6%; risk-free interest rate of 4.7%; and expected lives of six years.
The following weighted-average assumptions were used for grants in 1997:
dividend yield of 0%; expected weighted-average volatility of 79.5%;
risk-free interest rate of 6.2%; and expected lives of six years. The
following assumptions were used for grants in 1996: dividend yield of 0%;
expected volatility of 101.7%; risk-free interest rate of 6.3%; and
expected lives of six years.
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The following table summarizes activity under the Company's 1990 Plan,
1995 Plan and Directors' Plan:
YEARS ENDED
DECEMBER 31, DECEMBER 31, JANUARY 1,
1996 1997 1999
WEIGHTED- WEIGHTED- WEIGHTED-
AVERAGE AVERAGE AVERAGE
EXERCISE EXERCISE EXERCISE
SHARES PRICE SHARES PRICE SHARES PRICE
Options
outstanding,
beginning of year 791,356 $ 6.76 883,202 $ 8.12 1,526,851 S 6.10
Options granted 234,540 $ 13.57 938,325 $ 5.55 350,500 $ 5.49
Options exercised (57,798) $ 5.85 (8,107) S 7.77 (30,328) S 2.91
Options canceled
or expired (84,896) $ 9.25 (286,569) $ 10.45 (408,738) $ 6.51
Options
outstanding,
end of year 883,202 $ 8.12 1,526,851 S 6.10 1,438,285 $ 5.91
Option price
range at
end of year $ 2.78 to $ 2.78 to S 2.78 to
$ 14.00 $ 14.00 $ 14.00
Option price
range for $ 2.78 to $ 7.40 to S 2.78 to
exercised shares S 9.81 S 8.51 S 5.32
Weighted-average
fair value of
options granted
during the year $ 11.18 $ 4.01 $ 5.49
F-21
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The following table summarizes information about fixed-price stock options
outstanding at January 1, 1999:



OPTIONS OUTSTANDING

OPTIONS EXERCISABLE

WEIGHTED-
NUMBER AVERAGE WEIGHTED- NUMBER WEIGHTED-
RANGE OF OUTSTANDING AT REMAINING AVERAGE EXERCISABLE AT AVERAGE
EXERCISE JANUARRY 1, CONTRACTUAL EXERCISE JANUARY 1, EXERCISE
PRICES 1999 LIFE PRICE 1999 PRICE
$2.78 129,729 3.17 s 2.78 129,729 s 2.78
$3.69-$6.25 1,005,119 8.91 s 5.51 208,537 $  5.55
$7.40-$9.81 263,302 5.09 s 7.75 261,275 s 7.74
$14.00 40,135 7.51 S 14.00 35,135 $  14.00
$2.78 to $14.00 7.65 s 5.91 $  6.35
Outstanding warrants are summarized below:
SHARES EXERCISE
SUBJECT TO PRICE PER
WARRANTS SHARE
Balance, January 1, 1996 248,800 $1.82 - $8.51
Exercised (152,405) $1.82
Balance, December 31, 1996 96,395 $2.78 - $8.51
Balance, December 31, 1997 96,395 $2.78 - $8.51
Balance, January 1, 1999 96,395 $2.78 - $8.51
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12. EARNINGS PER SHARE

YEARS ENDED

DECEMBER 31, DECEMBER 31,
1996 1997
(in thousands, except per share data)
Basic:

Weighted-average common shares outstanding 5,370 5,551
Net income (loss) $ 3,759 $(15,099
Basic earnings per share S 0.70 S (2.72)
Diluted:

Weighted-average common shares - basic 5,370 5,551

JANUARY 1,

1999

5,439
S (4,266)
S (0.78)
5,439



13.

14.

Potential common shares 620

Weighted-average common shares - diluted 5,990 5,551
Net income (loss) s 3,759 $(15,099
Diluted earnings per share $ 0.63 S (2.72)
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SEGMENTS

Utilizing the management approach, the Company has broken down its
business based upon the nature of services provided, i.e., dedicated,
shared service and project. The Company does not allocate operating
expenses to these segments, nor does it allocate specific assets to these
segments. Therefore, segment information reported in the following
includes only net revenues (in thousands):

BUSINESS SEGMENTS

DEDICATED SHARED SERVICE PROJECTS TOTAL
Fiscal year 1998
Net revenues $ 38,766 $ 40,216 $ 42,806 $121,788
Fiscal year 1997
Net revenues S 44,423 $ 44,932 $ 38,853 $128,208
Fiscal year 1996
Net revenues $ 21,894 S 68,446 $ 29,600 $119,940
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During the years ended January 1, 1999, December 31, 1997 and December 31,
1996, sales to two major customers (three major customers for year ended
January 1, 1999) totaled $47.3 million, 38.0 million and $26.4 million,
respectively.

SUBSEQUENT EVENT

On February 28, 1999, the Company signed a definitive agreement with the
SPAR Group to merge in a stock transaction involving the issuance of
approximately 12.3 million of PIA stock to the shareholders of the SPAR
Group. The transaction is subject to shareholder and regulatory approval.
After the merger, SPAR Group shareholders will own approximately 69% of
PIA Common Stock. The Companies expect to complete the transaction by May
1999.

5,439
$ (4,266)
S (0.78)



EXHIBIT 11.1

PIA MERCHANDISING SERVICES, INC. AND SUBSIDIARIES

SCHEDULE II - VALUATION AND QUALIFYING ACCOUNTS
(IN THOUSANDS)

ADDITIONS WRITE OFFS
BALANCE AT CHARGED TO AND
BEGINNING COSTS AND ALLOWANCE
OF YEAR EXPENSES (1) CHARGES
DESCRIPTION
Year ended December 31, 1996 -
Allowance for doubtful accounts and other $ 424 $ 105 S 54
Year ended December 31, 1997 -
Allowance for doubtful accounts and other S 583 $ 918 S (50)
Year ended January 1, 1999 -
Allowance for doubtful accounts and other $ 1,451 $ (270) $ (360)

(1)

EXHIBIT
NUMBER

10.

10.

10.

10.

10.

10.

Includes amounts charged to revenues for rebates, price adjustments and other.

F-25

EXHIBIT INDEX

DESCRIPTION

Certificate of Incorporation of PIA
By-laws of PIA

Registration Rights Agreement entered into as of
January 21, 1992 by and between RVM Holding Corporation.
RVM/PIA, a California Limited Partnership, The Riordan
Foundation and Creditanstalt-Bankvering.

1990 Stock Option Plan

Amended and Restated 1995 Stock Option Plan (incorporated by
reference of Exhibit 10.2 to the Company's Form 10Q for the
2nd Quarter ended July 3, 1998).

1995 Stock Option Plan for Non-employee Directors

Employment Agreement dated as of June 25, 1997 between
PIA and Terry R. Peets (incorporated by reference to
Exhibit 10.5 to the Company's Form 10-Q for the 2nd
Quarter ended June 30, 1997)

Severance Agreement dated as of February 20, 1998
between PIA and Cathy L. Wood (incorporated by reference
to Exhibit 10.5 to the Company's Form 10-Q for the 1st
Quarter ended April 30, 1998)

Severance Agreement dated as of August 10, 1998 between

BALANCE AT

END
OF YEAR
$ 583
$ 1,451
$ 821



PIA and Clinton E. Owens (incorporated by reference to
Exhibit 10.6 to the Company's Form 10-Q for the 3rd
Quarter ended October 2, 1998)

10.7 Amendment No. 1 to Employment Agreement dated as of
October 1, 1998 between PIA and Terry R. Peets
(filed herein)

10.8 Amended and Restated Severance Compensation Agreement
dated as of October 1, 1998 between PIA and Cathy L. Wood
(filed herein)

10.9 Loan and Security Agreement dated December 7, 1998 among
Mellon Bank, N.A., PIA Merchandising Co., Inc., Pacific
Indoor Display Co. and PIA. (filed herein)

10.10 Agreement and Plan of Merger dated as of February 28,
1999 among PIA, S.G. Acquisition, Inc., PIA
Merchandising Co., Inc., SPAR Acquisition, In., SPAR
Marketing, Inc., SPAR Marketing Force, Inc., SPAR, Inc.,
SPAR/Burgoyne Retail Services, Inc., SPAR Incentive
Marketing, Inc., SPAR MCI Performance Group, Inc. and
SPAR Trademarks, Inc. (filed herein)

10.11 Voting Agreement dated as of February 28, 1999 among
PIA, Clinton E. Owens, RVM/PIA, California limited
partnership, Robert G. Brown and William H. Bartels
(filed herein)

21.1 * Subsidiaries of the Company
23.1 Consent of Deloitte & Touche LLP
27.1 Financial Data Schedule

* Filed as an Exhibit to the Company's Registration Statement on Form S-1
(Registration No. 33-80429) on December 14, 1995.



EXHIBIT 10.2

PIA MERCHANDISING SERVICES, INC.
AMENDED AND RESTATED 1995 STOCK OPTION PLAN

Section 1. Description of this Plan. This is the 1995 Stock Option Plan,
dated December 5, 1995, as amended and restated effective as of February 28,
1999 (this "Plan"), of PIA Merchandising Services, Inc., a Delaware corporation
(the "Company"). Under this Plan, officers, directors, key employees and
consultants of the Company or its wholly-owned Subsidiaries (as defined below),
and other persons directly or indirectly providing valuable services to the
Company and the Subsidiaries, to be selected as set forth below, may be granted
options ("Options") to purchase shares of the common stock, par value $0.01 per
share, of the Company ("Common Stock"). This Plan permits the granting of both
Options that qualify for treatment as incentive stock options ("Incentive Stock
Options") under Section 422 of the Internal Revenue Code of 1986, as amended
(the "Code"™), and Options that do not qualify as Incentive Stock Options
("Nonqualified Stock Options"). For purposes of this Plan, the term "Subsidiary"
shall mean any corporation or other entity of which 50% or more of the voting
stock (or equivalent thereof) is owned by the Company or by another Subsidiary
(as so defined) of the Company.

Section 2. Purpose of this Plan. The purpose of this Plan and of
granting Options to specified persons is to further the growth, development and
financial success of the Company and the Subsidiaries by providing additional
incentives to certain officers, directors, key employees and consultants of, and
other persons directly or indirectly providing valuable services to, the Company
and the Subsidiaries. By assisting such persons in acquiring shares of Common
Stock, the Company can ensure that such persons will themselves benefit directly
from the Company's and the Subsidiaries' growth, development and financial
success.

Section 3. Eligibility. The persons who shall be eligible to receive
grants of Options under this Plan shall be, at the time of the grant, the
officers, directors, key employees and consultants of, and other persons
directly or indirectly providing valuable services to, the Company and the
Subsidiaries. Notwithstanding the preceding sentence, only persons who are
employees of the Company and the Subsidiaries shall be eligible to receive
grants of Incentive Stock Options under this Plan. A person who holds an Option
is herein referred to as a "Participant." More than one Option may be granted to
any Participant, grants of Options may be made on more than one occasion to any
Participant and any individual Participant may receive grants of Options on up
to 1,000,000 shares of Common Stock. Such grants of Options under this Plan may
include an Incentive Stock Option, Nonqualified Stock Option, or any combination
thereof.

Section 4. Administration. This Plan shall be administered by the Board
of Directors (the "Board") or by the Compensation Committee established by the
Board. (The entity actually administering this Plan at any time, whether the
Board or the Compensation Committee, is referred to herein as the "Committee.")
If the Compensation Committee is authorized to administer

this Plan at any time, it shall, if possible, be composed solely of two or more
Non-Employee Directors, as such term is defined in Rule 16b-3(b) (3) under the
Securities Exchange Act of 1934 (the "Exchange Act") and of persons who are
"outside directors" within the meaning of Code Section 162 (m). The Committee
shall meet at such times and places as it determines and may meet through a
telephone conference call. A majority of its members shall constitute a quorum,
and the decision of a majority of those present at any meeting at which a gquorum
is present shall constitute the decision of the Committee. A memorandum signed
by all the members of the Committee shall constitute the decision of the
Committee without necessity, in such event, for holding an actual meeting. The
Committee is authorized and empowered to administer this Plan and, subject to



this Plan (a) to select the Participants, to specify the number of shares of
Common Stock with respect to which Options are granted to each Participant, to
specify the terms of the Options and whether such Options shall be Incentive
Stock Options or Nonqualified Stock Options, and in general to grant Options;

(b) to determine the dates upon which Options shall be granted and the terms and
conditions thereof in a manner consistent with this Plan, which terms and
conditions need not be identical as to the various Options granted; (c) to
interpret this Plan; (d) to prescribe, amend and rescind rules relating to this
Plan; (e) to authorize any person to execute on behalf of the Company any
instrument required to effectuate the grant of an Option previously granted by
the Committee; (f) to determine the rights and obligations of Participants under
this Plan; (g) to specify the Option Price (as hereinafter defined); (h) to
accelerate the time during which an Option may be exercised, including, but not
limited to, upon a change of control of the Company, and to otherwise accelerate
the time or extend the post-termination exercise period during which an Option
may be exercised, in each case notwithstanding the provisions in the Option
Agreement (as defined in Section 13) stating the time during which it may be
exercised; and (i) to make all other determinations deemed necessary or
advisable for the administration of this Plan. The good faith interpretation and
construction by the Committee of any provision of this Plan or of any Option
granted under it shall be final, conclusive and binding. No member of the
Committee shall be liable for any action or determination made in good faith
with respect to this Plan or any Option granted under it.

Section 5. Shares Subject to this Plan. The number of shares of Common
Stock in respect of which Options may be granted under this Plan is 1,300,000,
subject to adjustment as provided in Section 12 hereof. Upon the expiration,
termination or cancellation, in whole or in part, for any reason of an
outstanding Option or any portion thereof which shall not have vested or shall
not have been exercised in full, any shares of Common Stock then remaining
unissued which shall have been reserved for issuance upon such exercise shall
again become available for the granting of additional Options under this Plan.
Notwithstanding the foregoing, shares subject to a terminated Option shall
continue to be considered to be outstanding for purposes of determining the
maximum number of shares that may be issued to a Participant. Similarly, the
repricing of an Option will be considered the grant of a new Option for this
purpose.

Section 6. Option Price. Except as provided in Section 12 hereof, the
purchase price per share (the "Option Price") of the shares of Common Stock
underlying each Incentive Stock Option shall be not less than the fair market
value of such shares on the date of granting of the Incentive Stock Option;
provided, however, that if the Participant is a ten percent (10%) stockholder of
the

Company as detailed in Code Section 422 (b) (6) at the time such Option is granted
(determined after taking into account the constructive ownership rules of
Section 424 (d) of the Code), the Option Price shall be not less than 110 percent
(110%) of said fair market value. The Option Price of the shares of Common Stock
underlying each Nonqualified Stock Option shall be not less than eighty-five
percent (85%) of the fair market value of such shares on the date of granting of
the Nonqualified Stock Option; provided, however, that with respect to any
Nonqualified Stock Option granted to a "covered employee" (as such term is
defined in Section 162 (m) of the Code), the Option Price of the shares of Common
Stock underlying such Nonqualified Stock Option shall be not less than the fair
market value of such shares on the date of granting of such Nongqualified Stock
Option. The fair market value of such shares shall, unless otherwise expressly
determined by the Committee for good reason, shall be (i) the last reported sale
price of the Common Stock on the Nasdag National Market, if the Common Stock is
quoted on the Nasdag National Market, (ii) the last reported sale price of the
Common Stock on a national securities exchange, if the Common Stock is listed on
a national securities exchange, or (iii) if the Common Stock is not so reported
or listed, the average of the last reported bid and asked price of the Common
Stock in such market as the Common Stock may be traded.

Section 7. Restrictions on Grants; Vesting of Options. Notwithstanding
any other provisions set forth herein or in any Option Agreement, no Options may
be granted under this Plan subsequent to December 5, 2005. All Options granted
pursuant to this Plan shall be granted pursuant to Option Agreements, as



described in Section 13 hereof. The vesting of all Options may be based on the
Company's attaining of performance criteria as specified at the time of the
granting thereof and/or may also be based on the passage of time. The Committee
shall determine the performance criteria, the performance measurement period and
the vesting schedule applicable to each Option or group of Options in a
schedule, a copy of which shall be filed with the records of the Committee and
attached to each Option Agreement to which the same applies. The performance
criteria, the performance measurement period and the vesting schedule and period
of exercisability need not be identical for all Options granted hereunder.
Following the conclusion of each applicable performance measurement period, the
Committee shall determine, in its sole good faith judgment, the extent, if at
all, that each Option subject thereto shall have vested based upon the
applicable performance criteria and vesting schedule. To the extent any Option
shall not have vested, because the applicable performance criteria has not been
met, and does not also vest based on the passage of time, it shall, to that
extent, automatically terminate and cease to be exercisable to such extent
notwithstanding the stated term during which it may be exercised. The Committee
shall promptly notify each affected Participant of such determination. The
Committee may periodically review the performance criteria applicable to any
Option or Options and, in its sole good faith judgment, may adjust the same to
reflect unanticipated major events, such as catastrophic occurrences, mergers,
acquisitions and the like.

Section 8. Special Limitations on Incentive Stock Options. To the extent
that the aggregate fair market value (determined at the time the respective
Incentive Stock Option is granted) of Common Stock with respect to which
Incentive Stock Options are exercisable for the first time by a Participant
during any calendar year under all incentive stock option plans of the Company
and

the Subsidiaries exceeds $100,000, or such other limit as may be required by the
Code, such excess Incentive Stock Options shall be treated as Nonqualified Stock
Options. The Committee shall determine, in accordance with applicable provisions
of the Code, Treasury Regulations and other administrative pronouncements, which
of a Participant's Incentive Stock Options will not constitute Incentive Stock
Options because of such limitation and shall notify the Participant of such
determination as soon as practicable after such determination.

Section 9. Exercise of Options. Subject to all other provisions of this
Plan, once vested, each Option shall be exercisable for the full number of
shares of Common Stock subject thereto, or any part thereof, in such
installments and at such intervals as the Committee may determine in granting
such Option, provided that no option may be exercisable subsequent to its
termination date. Once vested, and prior to its termination date, an Option may
be exercised by the Participant by giving written notice to the Company
specifying the number of full shares to be purchased and accompanied by payment
of the full purchase price therefor in cash, by check or in such other form of
lawful consideration as the Committee may approve from time to time, including,
without limitation and in the sole discretion of the Committee, the assignment
and transfer by the Participant to the Company of outstanding shares of Common
Stock theretofore held by the Participant. In connection with such assignment
and transfer, the Company shall have the right to deduct any fractional share to
be paid to the Participant. Once vested, and prior to its termination date, an
Option may only be exercised by the Participant or, in the event of death of the
Participant, by the person or persons (including the deceased Participant's
estate) to whom the deceased Participant's rights under such Option shall have
passed by will or the laws of descent and distribution. Notwithstanding the
foregoing in the immediately preceding sentence, in the event of disability
(within the meaning of Section 22 (e) (3) of the Code) of a Participant, a
designee, or if the Participant has no designee, the legal representative, of
such Participant may exercise the Option on behalf of such Participant (provided
such Option would have been exercisable by such Participant) until the right to
exercise such Option expires, as set forth in such Participant's particular
Option Agreement.

Section 10. Issuance of Common Stock. The Company's obligation to issue
shares of its Common Stock upon exercise of an Option is expressly conditioned
upon the compliance by the Company with any registration or other qualification
obligations with respect to such shares under any state or federal law or



rulings and regulations of any government regulatory body and the making of such
investment representations or other representations and undertakings by the
Participant (or the Participant's legal representative, heir or legatee, as the
case may be) in order to comply with the requirements of any exemption from any
such registration or other qualification obligations with respect to such shares
which the Company in its sole discretion shall deem necessary or advisable. Such
required representations and undertakings may include representations and
agreements that such Participant (or the Participant's legal representative,
heir or legatee): (a) is purchasing such shares for investment and not with any
present intention of selling or otherwise disposing of such shares; and (b)
agrees to have a legend placed upon the face and reverse of any certificates
evidencing such shares (or, if applicable, an appropriate data entry made in the
ownership records of the Company) setting forth (i) any representations and
undertakings which such Participant has given to the Company or a reference
thereto, and (ii) that, prior to effecting any sale or other disposition of any
such shares,

the Participant must furnish to the Company an opinion of counsel, satisfactory
to the Company and its counsel, to the effect that such sale or disposition will
not violate the applicable requirements of state and federal laws and regulatory
agencies; provided, however, that any such legend or data entry shall be removed
when no longer applicable. The Company, during the term of this Plan, will at
all times reserve and keep available, and will use its reasonable efforts to
obtain from any regulatory body having jurisdiction any requisite authority in
order to issue and sell such number of shares of Common Stock as shall be
sufficient to satisfy the requirements of this Plan. The inability of the
Company to obtain, from any regulatory body having jurisdiction, authority
reasonably deemed by the Company's counsel to be necessary for the lawful
issuance and sale of any shares hereunder shall relieve the Company of any
liability in respect of the non-issuance or sale of such shares as to which such
requisite authority shall not have been obtained.

Section 11. Non-transferability. Except as otherwise provided below, an
Option may not be sold, pledged, assigned, hypothecated, transferred or disposed
of in any manner other than by will or by the laws of descent or distribution.
The Committee may, in its discretion, authorize all or a portion of any
Nonqualified Stock Option granted to a Participant to be on terms which permit
transfer by such Participant to (a) the spouse, children or grandchildren of the
optionee ("Immediate Family Members"), (b) a trust or trusts for the exclusive
benefit of such Immediate Family Members, or (c) a partnership in which such
Immediate Family Members are the only partners, provided that (i) there may be
no consideration for any such transfer, and (ii) the Option Agreement (defined
below) pursuant to which such Options are granted must be approved by the
Committee, and must expressly provide for transferability in a manner consistent
with this Section 11. Following transfer, any such Options shall continue to be
subject to the same terms and conditions as were applicable immediately prior to
transfer, provided that for purposes of Sections 9 and 10 hereof the term
"Participants" shall be deemed to refer to the transferee. The events of
termination of employment of Section 25 hereof shall continue to be applied with
respect to the original Participant, following which the Options shall be
exercisable by the transferee only to the extent, and for the periods specified
in the Option Agreement. Any permitted transferee shall be required prior to any
transfer of an Option or shares of Common Stock acquired pursuant to the
exercise of an Option to execute a written undertaking to be bound by the
provisions of the applicable Option Agreement.

Section 12. Adjustments Upon Capitalization and Corporate Changes;
Substitute Options. Subject to Section 15(b) hereof, if the outstanding shares
of the Common Stock of the Company are changed into, or exchanged for, a
different number or kind of shares or securities of the Company through
reorganization, merger, recapitalization or reclassification, or if the number
of outstanding shares is changed through a stock split, stock dividend, stock
consolidation or like capital adjustment, or if the Company makes a distribution
in partial liquidation or any other comparable extraordinary distribution with
respect to its Common Stock, an appropriate adjustment shall be made by the
Committee in the number, kind or Option Price of shares as to which Options may
be granted. A corresponding adjustment shall likewise be made in the number,
kind or Option Price of shares with respect to which unexercised Options have
theretofore been granted. Any such adjustment in an outstanding Option, however,



shall be made without change in the total price applicable to the unexercised
portion of the Option but with a corresponding adjustment in the price for each
share

covered by the Option. In making such adjustments, or in determining that no
such adjustments are necessary, the Committee may rely upon the advice of
counsel and accountants to the Company, and the good faith determination of the
Committee shall be final, conclusive and binding. No fractional shares of stock
shall be issued under this Plan on account of any such adjustment.

If the Company at any time should succeed to the business of another
corporation through a merger or consolidation, or through the acquisition of
stock or assets of such corporation or its subsidiaries, Options may be granted
under this Plan to option holders of such corporation or its subsidiaries, in
substitution for options to purchase stock of such corporation held by them at
the time of succession. The Committee, in its sole and absolute discretion,
shall determine the extent to which such substitute Options shall be granted (if
at all), the person or persons to receive such substitute Options (who need not
be all option holders of such corporation), the number of Options to be received
by each such person, the Option Price of such Option (which may be determined
without regard to Section 6 hereof) and the terms and conditions of such
substitute Options; provided, however, that the Option Price of each such
substituted Option which is an Incentive Stock Option shall be an amount such
that, in the sole and absolute judgment of the Committee (and in compliance with
Section 424 (a) of the Code in the case of an Incentive Stock Option), the
economic benefit provided by such Option is not greater than the economic
benefit represented by the option in the acquired corporation as of the date of
the Company's acquisition of such corporation.

Section 13. Option Agreement. Each Option granted under this Plan shall
be evidenced by a written stock option agreement (an "Option Agreement")
executed by the Company and the Participant which (a) shall contain each of the
provisions and agreements herein specifically required to be contained therein,
(b) shall indicate whether such Option is to be an Incentive Stock Option or a
Nonqualified Stock Option, and if an Incentive Stock Option, shall contain terms
and conditions permitting such Option to qualify for treatment as an incentive
stock option under Section 422 of the Code, and (c) may contain such other terms
and conditions as the Committee deems desirable and which are not inconsistent
with this Plan.

Section 14. Rights as a Stockholder. A Participant or permitted
transferee of a Participant shall have no rights as a stockholder with respect
to any shares covered by an Option until the date of an entry evidencing such
ownership is made in the stock transfer books of the Company (the "Exercise
Date"). No adjustment shall be made for dividends (ordinary or extraordinary,
whether in cash, securities or other property) or distributions or other rights
for which the record date is prior to the Exercise Date.

Section 15. Termination of Options, Acceleration of Options.

(a) Each Option shall terminate and expire, and shall no longer be
subject to exercise, as the Committee may determine in granting such Option, and
each Option granted under this Plan shall set forth a termination date thereof,
which, subject to earlier termination as set forth in Section 7 hereof or this
Section 15, or as otherwise set forth in any particular Option Agreement, with
respect to Nonqualified Stock Options, shall be no later than ten years from the
date such Option

is granted, and with respect to Incentive Stock Options, shall also be no later

than ten years from the date such Option is granted unless the Participant is a

ten percent (10%) stockholder of the Company (as described in Section 422 (b) (6)

of the Code, and determined after taking into account the constructive ownership
rules of Section 424 (d) of the Code) at the time such Option is granted, in



which case the Option shall terminate and expire no later than five years from
the date of the grant thereof. An Incentive Stock Option shall contain any
additional termination events required by Section 422 of the Code.

(b) Subject to Section 15(c) hereof, unless the Committee shall, in
its sole discretion, determine otherwise, upon (i) the dissolution, liquidation
or sale of all or substantially all of the business, properties and assets of
the Company, (ii) upon any reorganization, merger or consolidation in which the
Company does not survive, (iii) upon any reorganization, merger, consolidation
or exchange of securities in which the Company does survive and any of the
Company's stockholders have the opportunity to receive cash, securities of
another corporation and/or other property in exchange for their capital stock of
the Company, or (iv) upon any acquisition by any person or group (as defined in
Section 13(d) of the Securities Act of 1934) of beneficial ownership of more
than fifty percent (50%) of the Company's then outstanding shares of Common
Stock (each of the events described in clauses (i), (ii), (iii) or (iv) is
referred to herein individually as an "Extraordinary Event"), this Plan and each
outstanding Option shall terminate. In such event each Participant shall have
the right until 10 days before the effective date of the Extraordinary Event to
exercise, in whole or in part, any unexpired Option or Options issued to the
Participant, to the extent that said Option is then vested and exercisable
pursuant to the provisions of said Option or Options and of Section 7 hereof.
The termination of employment of, or the termination of a consulting or other
relationship with, a Participant for any reason shall not accelerate or
otherwise affect the number of shares with respect to which an Option may be
exercised; provided, however, that the Option may only be exercised with respect
to that number of shares which could have been purchased under the Option had
the Option been exercised by the Participant on the date of such termination.

(c) Notwithstanding the provisions of Section 7 or paragraphs (a) or
(b) of this Section 15, or any provision to the contrary contained in a
particular Option Agreement, the Committee, in its sole discretion, at any time,
or from time to time, may elect to accelerate the vesting of all or any portion
of any Option then outstanding. The decision by the Committee to accelerate an
Option or to decline to accelerate an Option shall be final, conclusive and
binding. In the event of the acceleration of the exercisability of Options as
the result of a decision by the Committee pursuant to this Section 15(c), each
outstanding Option so accelerated shall be exercisable for a period from and
after the date of such acceleration and upon such other terms and conditions as
the Committee may determine in its sole discretion; provided, however, that such
terms and conditions (other than terms and conditions relating solely to the
acceleration of exercisability and the related termination of an Option) may not
adversely affect the rights of any Participant without the consent of the
Participant so adversely affected. Any outstanding Option which has not been
exercised by the holder at the end of such stated period shall terminate
automatically and become null and void.

Section 16. Withholding of Taxes. The Company, or a Subsidiary, as
the case may be, may deduct and withhold from the wages, salary, bonus and other
income paid by the Company or such Subsidiary to the Participant the requisite
tax upon the amount of taxable income, if any, recognized by the Participant in
connection with the exercise in whole or in part of any Option, or the sale of
Common Stock issued to the Participant upon the exercise of an Option, as may be
required from time to time under any federal or state tax laws and regulations.
This withholding of tax shall be made from the Company's (or such Subsidiaries')
concurrent or next payment of wages, salary, bonus or other income to the
Participant or by payment to the Company (or such Subsidiaries) by the
Participant of the required withholding tax, as the Committee may determine. The
Company may permit the Participant to elect to surrender, or authorize the
Company to withhold, shares of Common Stock (valued at their fair market value
on the date of surrender or withholding of such shares) in satisfaction of the
Company's withholding obligation, however, no fractional shares of Common Stock
shall be delivered, nor shall any cash in lieu of fractional shares be paid, by
the Company. The Company shall have the right to deduct fractional shares to be
paid to the Participant as a result of such surrender or withholding of shares.

Section 17. Effectiveness and Termination of this Plan. This Plan
became effective on the date on which it was adopted by the Board and was
approved by approved by the stockholders of the Company within 12 months of



December 5, 1995. This Plan shall terminate at the earliest of the time when all
shares of Common Stock which may be issued hereunder have been so issued, or at
such time as set forth in Section 15(b) hereof; provided, however, that the
Board may in its sole discretion terminate this Plan at any other time. Unless
earlier terminated by the Board, this Plan shall terminate on December 5, 2005.
Subject to Section 15(b) hereof, no such termination shall in any way affect any
Option then outstanding.

Section 18. Time of Granting Options. The date of grant of an Option
shall, for all purposes, be the date on which the Committee makes the
determination granting such Option. Notice of the determination shall be given
to each Participant to whom an Option is so granted within a reasonable time
after the date of such grant.

Section 19. Amendment of this Plan. The Board may (a) make such
changes in the terms and conditions of granted Options as it deems advisable,
provided each Participant adversely affected by such change consents thereto,
and (b) make such amendments to this Plan as it deems advisable. Such amendments
and changes shall include, but not be limited to, acceleration of the time at
which an Option may be exercised. The Board may obtain stockholder approval of
any amendment to this Plan for any reason (including in order to take advantage
of certain exemptions under Code Section 162 (m) or Code Section 422), but shall
not be required to do so unless required by law or by the rules of the Nasdag
National Market or any stock exchange on which the Common Stock may then be
listed.

Section 20. Transfers and Leaves of Absence. For purposes of this
Plan, (a) a transfer of a Participant's employment or consulting relationship,
without an intervening period, between the Company and a Subsidiary shall not be
deemed a termination of employment or a termination of a

consulting relationship, and (b) a Participant who is granted in writing a leave
of absence shall be deemed to have remained in the employ of, or in a consulting
relationship with, the Company (or a Subsidiary, whichever is applicable) during
such leave of absence. Notwithstanding the foregoing, for purposes of
determining the exercisability of an Incentive Stock Option, a Participant who
is on a leave of absence that exceeds 90 days will be considered to have
terminated his or her employment on the 91st day of the leave of absence, unless
the Participant's rights to reemployment are guaranteed by statute or contract.

Section 21. No Obligation to Exercise Option. The granting of an
Option shall impose no obligation on the Participant to exercise such Option.

Section 22. Governing Law. This Plan and any Option granted pursuant
to this Plan shall be construed under and governed by the laws of the State of
Delaware without regard to conflict of law provisions thereof.

Section 23. Not an Employment or Other Agreement. Nothing contained
in this Plan or in any Option Agreement shall confer, intend to confer or imply
any rights of employment or any rights to any other relationship or rights to
continued employment by, or rights to a continued consulting relationship with,
the Company or any Subsidiaries in favor of any Participant or limit the ability
of the Company or any Subsidiaries to terminate, with or without cause, in its
sole and absolute discretion, the employment of, or relationship with, any
Participant, subject to the terms of any written employment or other agreement
to which a Participant is a party.

Section 24. Termination of Employment. The terms and conditions under
which an Option may be exercised after a Participant's termination of employment
shall be determined by the Committee and shall be specified in the Option
Agreement. The conditions under which such post- termination exercises shall be
permitted with respect to Incentive Stock Options shall be determined in
accordance with the provisions of Section 422 of the Code.

Section 25. Indemnification. In addition to such other rights of
indemnification as they may have as directors, the members of the Committee
shall be indemnified by the Company to the fullest extent permitted by law
against the reasonable expenses, including reasonable attorneys' fees, actually
and necessarily incurred in connection with the defense of any action, suit or



proceeding, or in connection with any appeal therein, to which they or any of
them may be a party by reason of any action taken or failure to act under or in
connection with this Plan or any Option granted thereunder, and against all
amounts paid by them in satisfaction of a judgment in any such action, suit or
proceeding, except in relation to matters as to which it shall be adjudged in
such action, suit or proceeding that such Committee member is not entitled to
indemnification under applicable law; provided that within 60 days after
institution of any such action, suit or proceeding such Committee member shall
in writing offer the Company the opportunity, at the Company's expense, to
handle and defend the same.



EXHIBIT 10.7

AMENDMENT NO. 1 TO EMPLOYMENT AGREEMENT

This AMENDMENT NO. 1 TO EMPLOYMENT AGREEMENT (this "Amendment") is made
and entered into effective as of October 1, 1998, by and between PIA
Merchandising Services, Inc., a Delaware corporation ("Employer"), and Terry R.
Peets ("Executive").

RECITATLS

A. Employer and Executive have entered into that certain Employment
Agreement dated June 25, 1997 (the "Employment Agreement"). Capitalized terms
used herein but which are not otherwise defined shall have the meanings given to
such terms in the Employment Agreement.

B. Employer has granted to Executive a stock option dated June 25. 1997
to purchase 250,000 shares of Employer's Common Stock for an exercise price of
$5.75 per share and a stock option dated September 22 1998 to purchase 35,000
shares of Employer's Common Stock for an exercise price of $4.50 per share
(collectively, the "Stock Options").

C. Employer and Executive desire to amend the Employment Agreement and
the Stock Options as provided in this Amendment.

AGREEMENT

In consideration of the foregoing recitals and the respective covenants
and agreements contained herein, the parties, intending to be legally bound,
agree as follows:

1. AMENDMENT TO SECTION 4 (A) OF THE EMPLOYMENT AGREEMENT. Effective
retroactive to August 10, 1998, Section 4(a) of the Employment Agreement shall
be amended to increase the fixed annual salary provided for therein by three
percent (3%) to $21,459 per month. Such increase is intended to constitute the
adjustment "in accordance with the percentage change in the Los Angeles-Long
Beach-Anaheim Consumer Price Index" required by the third sentence of Section
4(a), and the parties agree that such adjustment shall fully satisfy Employer's
obligation to make such adjustment regardless of the actual increase in such
Index.

2. AMENDMENT TO SECTION 4 (B) OF THE EMPLOYMENT AGREEMENT. Section 4 (b)
of the Employment Agreement shall be amended to provide that Employer's
obligation to pay the Bonus provided for in such Section 4 (b) (the "Current
Bonus Plan") may be terminated upon the occurrence of an Acquisition Event (as
such term is defined below); provided, however, that unless the Current Bonus
Plan is replaced with a substantially similar incentive plan, Executive will
receive, upon the termination of the Current Bonus Plan, a pro rated Bonus based
on his year to date performance for the year in which the Current Bonus Plan is
terminated. For example, if an Acquisition Event occurs on September 30 of a
given year and the Current Bonus Plan is terminated and not replaced by a
substantially similar incentive plan, Executive would be entitled

o

to receive four percent (4%) of EBITA for the nine-month period ending September
30 up to a maximum of 75% of the annual fixed salary as then in effect.

3. AMENDMENT TO SECTION 8 OF THE EMPLOYMENT AGREEMENT. Section 8 of the
Employment Agreement is hereby amended to add, following the existing subsection
(e), a new subsection (f) which reads in its entirety as follows:

" (F) THE PROVISIONS OF SECTION 8(C) NOTWITHSTANDING, UPON TERMINATION OF
EXECUTIVE'S EMPLOYMENT WITHOUT CAUSE (AS SUCH TERM IS DEFINED IN SECTION
8 (A)) WITHIN TWO YEARS FOLLOWING A MATERIAL CORPORATE EVENT (AS SUCH
TERM IS DEFINED BELOW) OR IN THE EVENT EXECUTIVE RESIGNS FOR MATERIAL
REASON (AS SUCH TERM IS DEFINED BELOW) WITHIN ONE YEAR FOLLOWING A



MATERIAL CORPORATE EVENT, THEN (I) EXECUTIVE SHALL RECEIVE, IN LIEU OF
ANY PAYMENTS PURSUANT TO SECTION 8(C), THE FIXED SALARY PROVIDED FOR IN
THE EMPLOYMENT AGREEMENT FOR 18 MONTHS FOLLOWING SUCH TERMINATION (THE
"SEVERANCE PERIOD"), SUBJECT TO REDUCTION TO THE EXTENT EXECUTIVE
OBTAINS FULL TIME EMPLOYMENT IN A COMPARABLE FULL-TIME POSITION (BUT NOT
SUBJECT TO REDUCTION BASED ON CONSULTING OR SIMILAR PART-TIME INCOME)
DURING THE SEVERANCE PERIOD, (II) TO THE EXTENT EMPLOYER IS ABLE TO
OBTAIN STOP LOSS INSURANCE COVERAGE WITH RESPECT TO EXECUTIVE DURING THE
SEVERANCE PERIOD, EXECUTIVE SHALL BE ENTITLED TO PARTICIPATE IN
EMPLOYER'S EMPLOYEE HEALTH INSURANCE PLANS DURING THE SEVERANCE PERIOD
AND TO THE EXTENT EMPLOYER IS NOT ABLE TO OBTAIN SUCH STOP LOSS
INSURANCE COVERAGE, EXECUTIVE SHALL NOT BE ENTITLED TO PARTICIPATE IN
EMPLOYER'S EMPLOYEE HEALTH INSURANCE PLANS DURING THE SEVERANCE PERIOD,
EXCEPT TO THE EXTENT PERMITTED BY COBRA, AND EMPLOYER SHALL REIMBURSE
EXECUTIVE FOR HIS COBRA PREMIUMS DURING SUCH PERIOD, (III) EMPLOYER
SHALL MAKE THE REQUIRED PREMIUM PAYMENTS TO KEEP EXECUTIVE'S LIFE
INSURANCE POLICY UNDER EMPLOYER'S GENERAL LIFE INSURANCE PROGRAM (AS IN
EFFECT ON THE DATE HEREOF) AND EXECUTIVE'S "KEY MAN" LIFE INSURANCE
POLICY (POLICY NUMBER 6238149, ISSUED BY MASSACHUSETTS MUTUAL LIFE
INSURANCE COMPANY) IN EFFECT DURING THE SEVERANCE PERIOD, AT WHICH TIME
EXECUTIVE SHALL CEASE TO BE ENTITLED TO PARTICIPATE IN ANY LIFE
INSURANCE PLAN PROVIDED BY EMPLOYER, PROVIDED, HOWEVER, THAT EMPLOYER
SHALL COOPERATE WITH EXECUTIVE AT THAT TIME TO MAKE AVAILABLE TO
EXECUTIVE ANY LIFE INSURANCE POLICY CONVERSION OPTIONS WHICH MAY BE
AVAILABLE, AND (IV) EMPLOYER SHALL MAKE THE REQUIRED PREMIUM PAYMENTS TO
KEEP EXECUTIVE'S LONG TERM DISABILITY INSURANCE POLICY UNDER EMPLOYER'S
GENERAL LONG TERM DISABILITY INSURANCE PROGRAM (AS IN EFFECT ON THE DATE
HEREOF) AND EXECUTIVE'S "KEY MAN" LONG TERM DISABILITY INSURANCE POLICY
(POLICY SERIES 297NC-2, POLICY NUMBER 5533855, ISSUED BY PROVIDENT LIFE
AND ACCIDENT INSURANCE COMPANY) IN EFFECT DURING THE SEVERANCE PERIOD,
AT WHICH TIME EXECUTIVE SHALL CEASE TO BE ENTITLED TO PARTICIPATE IN ANY
LONG TERM DISABILITY INSURANCE PROGRAM PROVIDED BY EMPLOYER, PROVIDED,
HOWEVER, THAT EMPLOYER SHALL COOPERATE WITH EXECUTIVE AT THAT TIME TO
MAKE AVAILABLE TO EXECUTIVE ANY LONG TERM DISABILITY INSURANCE POLICY
CONVERSION OPTIONS WHICH MAY BE AVAILABLE. EXCEPT AS OTHERWISE REQUIRED
BY LAW, FROM AND AFTER THE TERMINATION OF HIS EMPLOYMENT FOR ANY REASON,
EXECUTIVE SHALL CEASE TO BE ENTITLED TO PARTICIPATE IN EMPLOYER'S 401 (K)
PLAN. AS USED IN THIS SECTION 8(F), THE FOLLOWING TERMS SHALL HAVE THE
MEANINGS INDICATED:

(I) "MATERIAL CORPORATE EVENT" SHALL MEAN (I) ANY MERGER OR
CONSOLIDATION IN WHICH THE SHARES OF EMPLOYER'S CAPITAL STOCK
OUTSTANDING IMMEDIATELY PRIOR TO SUCH TRANSACTION REPRESENT LESS
THAN 65% OF THE OUTSTANDING VOTING POWER OF EMPLOYER (OR OF THE
SURVIVING COMPANY IN A CONSOLIDATION OR IN A MERGER IN WHICH
EMPLOYER IS NOT THE SURVIVING COMPANY) AFTER SUCH TRANSACTION, (II)
ANY STOCK ISSUANCE (OR SERIES OF RELATED STOCK ISSUANCES) TO A
PERSON OR ENTITY (OR GROUP) AS A RESULT OF WHICH THE SHARES OF
EMPLOYER'S CAPITAL STOCK OUTSTANDING IMMEDIATELY PRIOR TO SUCH
ISSUANCE (OR THE FIRST ISSUANCE IN A SERIES OF RELATED ISSUANCES)
REPRESENT LESS THAN 65% OF THE OUTSTANDING VOTING POWER OF EMPLOYER
AFTER SUCH ISSUANCE (OR ANY ISSUANCE IN A SERIES OF RELATED
ISSUANCES), (III) ANY TENDER OFFER OR OTHER PURCHASE (OR SERIES OF
PURCHASES) OF OUTSTANDING SHARES OF CAPITAL STOCK AS A RESULT OF
WHICH A PERSON OR ENTITY (OR GROUP), OTHER THAN ONE OF THE MAJOR
STOCKHOLDERS OF EMPLOYER AS OF THE DATE OF THIS MEMORANDUM,
ACQUIRES MORE THAN 35% OF THE OUTSTANDING SHARES OF EMPLOYER'S
COMMON STOCK, AND (IV) ANY TRANSACTION (OR SERIES OF RELATED
TRANSACTIONS) AS A DIRECT RESULT OF WHICH THE COMPOSITION OF THE
BOARD OF DIRECTORS IS CHANGED SUCH THAT, FOLLOWING SUCH TRANSACTION
(OR ANY TRANSACTION IN A SERIES OF TRANSACTIONS), A MAJORITY OF THE
MEMBERS OF THE BOARD OF DIRECTORS ARE PERSONS WHO WERE NOT MEMBERS
OF THE BOARD OF DIRECTORS PRIOR TO SUCH TRANSACTION (OR THE FIRST
TRANSACTION IN A SERIES OF TRANSACTIONS); AND

(II) "MATERIAL REASON" SHALL MEAN (I) THE ASSIGNMENT TO EXECUTIVE
(WITHOUT EXECUTIVE'S WRITTEN CONSENT) OF ANY POSITION, DUTIES OR
RESPONSIBILITIES WHICH EXECUTIVE, IN HIS REASONABLE JUDGMENT, DEEMS
TO BE MATERIALLY AND SUBSTANTIALLY LESS FAVORABLE THAN HIS



POSITIONS, DUTIES AND RESPONSIBILITIES WITH EMPLOYER IMMEDIATELY
PRIOR TO SUCH MATERIAL CORPORATE EVENT, (II) A CHANGE IN
EXECUTIVE'S REPORTING RESPONSIBILITIES, STATUS, TITLES OR OFFICES
AS IN EFFECT IMMEDIATELY PRIOR TO SUCH MATERIAL CORPORATE EVENT
(WITHOUT EXECUTIVE'S WRITTEN CONSENT) WHICH EXECUTIVE, IN HIS
REASONABLE JUDGMENT, DEEMS TO BE MATERIALLY ADVERSE TO EXECUTIVE,
(ITI) A REDUCTION IN EXECUTIVE'S BASE SALARY AS IN EFFECT AT THE
TIME OF SUCH MATERIAL CORPORATE EVENT; (IV) A FAILURE TO CONTINUE
TO PROVIDE INCENTIVE COMPENSATION PLANS OR OTHER EMPLOYEE BENEFITS
OR COMPENSATION PLANS, IN THE AGGREGATE, REASONABLY COMPARABLE TO
THOSE PROVIDED IMMEDIATELY PRIOR TO SUCH MATERIAL CORPORATE EVENT;
(V) A MATERIAL BREACH OF THIS AGREEMENT BY EMPLOYER; OR (VI) A
REQUIREMENT THAT EXECUTIVE REPORT TO AN OFFICE MORE THAN 25 MILES
FURTHER FROM EXECUTIVE'S RESIDENCE AT THE TIME OF SUCH MATERIAL
CORPORATE EVENT THAN THE OFFICE TO WHICH EXECUTIVE WAS REQUIRED TO
REPORT IMMEDIATELY PRIOR TO SUCH MATERIAL CORPORATE EVENT.

4. AMENDMENT TO STOCK OPTIONS.

(a) The Stock Options are hereby amended as follows (the terms "Cause,"
"Material Corporate Event" and "Material Reason" used in this Section 4 shall
have the meanings given to such terms in the Employment Agreement, as amended by
this Amendment) :

(1) Upon the occurrence of an Acquisition Event (as such term is
defined in Section 4 (b) of this Amendment), the dates on which
the Stock Options will vest, as set forth in the vesting
schedule attached to the Stock Options as Schedule A, shall be
accelerated by two years, such that, with respect to any
Acquisition Event which occurs after the date of this
Amendment, the installments scheduled to vest in 1999 and 2000
shall be deemed fully vested, the installments scheduled to
vest in 2001 shall vest on the same month and day in 1999 (or
if such date in 1999 is prior to the date of such Acquisition
Event, shall be deemed vested upon the consummation of such
Acquisition Event), and the installments scheduled to vest in
2002 shall vest on the same month and day in 2000 (or if such
date in 2000 is prior to the date of such Acquisition Event,
shall be deemed vested upon the consummation of such
Acquisition Event) .

(11) If, in connection with an Acquisition Event, Employer does not
survive as a public company or the acquiror does not assume
the Stock Options (or issue substitute stock options in
exchange therefor), such that the assumed (or substitute)
options are exercisable for publicly traded stock and
maintains the economic value of the Stock Options, the Stock
Options shall automatically vest in full immediately prior to
the consummation of such Acquisition Event and Employee shall
be given an opportunity to exercise the Stock Options upon
such vesting.

(iii) Section 6(c) of each Stock Option is supplemented to provide
that, in exercising such Stock Option to purchase a specified
number of shares of Common Stock (the "Purchased Shares"),
Employee may pay the Option Price for such Purchased Shares
(i.e., $5.75 or $4.50 per Purchased Share) by either (i)
delivering to Employer shares of Common Stock which Executive
has owned for at least six months which have a fair market
value on the close of business on the date of delivery equal
to the Option Price of the Stock Option being exercised times
the number of Purchased Shares or (ii) by directing Employer
to cancel a portion of one or both of the Stock Options as to
such number of shares of Common Stock as shall equal (x) the
Option Price of the Stock Option being exercised times the
number of Purchased Shares divided by (y) the amount by which
the Quoted Price exceeds the Option Price for the number of
shares represented by the portion of the Stock Option or Stock
Options being canceled (the "Spread"). For example, 1if



Employee desires to purchase 1,000 shares upon the partial
exercise of the Stock Option with an Option Price of $5.75 and
the Quoted Price is $10.75 (i.e., the Spread is $5.00),
Employee can pay the Option

Price for such 1,000 shares by directing Employer to cancel
the Stock Option with an Option Price of $5.75 with respect to
1,150 shares (i.e., 1,150 = (1,000 x $5.75)/$5.00).

(iv) In the event Executive's employment is terminated without
Cause within two years following a Material Corporate Event or
in the event Executive resigns for Material Reason within one
year following a Material Corporate Event, the Stock Options
shall automatically vest and become exercisable in full.

(b) As used in this Section 4, "Acquisition Event" shall mean (i) any
merger or consolidation in which the shares of Employer's capital stock
outstanding immediately prior to such transaction represent less than 40% of the
outstanding voting power of Employer (or of the surviving company in a
consolidation or in a merger in which Employer is not the surviving company)
after such transaction, (ii) any merger or consolidation as a result of which a
person or entity (or "group" within the meaning of Rule 13d-5 under the
Securities Exchange Act of 1934) becomes the holder of more than 40% of the
outstanding voting power of Employer (or of the surviving company), (iii) any
tender offer or other purchase of outstanding shares of capital stock as a
result of which a person or entity (or group), other than one of Employer's
current major stockholders, acquires more than 40% of the outstanding shares of
Employer's common stock, (iv) the sale of all or substantially all of the assets
of Employer, and (v) a successful proxy contest (led by a party other than
Employer's current major stockholders) in which a majority of the Board is
replaced.

(c) Upon termination of Executive's employment by Employer without Cause
within two years following a Material Corporate Event or in the event Executive
resigns for Material Reason within one year following a Material Corporate Event
(but not in the event of the termination of employment due to death or
disabiltiy), then the termination provisions of the Stock Options
notwithstanding, the Stock Options may be exercised at any time during the six
months following such termination of his employment.

(d) The foregoing provisions notwithstanding, no amendment to the Stock
Options effected hereby shall be effective in connection with a potential
transaction which would constitute an Acquisition Event or a Material Corporate
Event which Employer (or the acquiror) intends to account for as a
pooling-of-interests if such amendment would make it impossible for such
transaction to be accounted for as a pooling-of-interests, in which event, such
amendment shall have no force and effect and the Stock Options shall be amended
only to the extent of the amendments effected hereby, if any, which would not
make it impossible for such transaction to be accounted for as a
pooling-of-interests.

5. FULL FORCE AND EFFECT. Except as expressly amended hereby, the
Employment Agreement and the Stock Options shall continue in full force and
effect in accordance with the provisions thereof on the date hereof.

6. GOVERNING LAW. This Amendment shall be construed in accordance with
and governed by the Laws of the State of California without giving effect to the
principles of conflict of laws.

7. COUNTERPARTS. This Amendment may be executed in one or more
counterparts, each of which shall be deemed an original, but all of which
together shall constitute a single agreement.



IN WITNESS WHEREOF, each of the parties has executed this Amendment as
of the dates set forth below.

"EMPLOYER" : "EXECUTIVE":

PIA MERCHANDISING SERVICES, INC.,
a Delaware corporation /s/ Terry R. Peets

TERRY R. PEETS

By: /s/ Patrick C. Haden

Title: Chairman, Compensation Committee



EXHIBIT 10.8

AMENDED AND RESTATED
SEVERANCE COMPENSATION AGREEMENT

This AMENDED AND RESTATED SEVERANCE COMPENSATION AGREEMENT (this

"Amended and Restated Agreement") is made and entered into effective as of
October 1, 1998, by and between PIA Merchandising Services, Inc., a Delaware
corporation ("PIA"), and Cathy L. Wood ("Executive").

RECITATLS

A. PIA's Board of Directors considers the establishment and maintenance
of a sound and vital management team to be essential to protecting and enhancing
the best interests of PIA and its stockholders. PIA recognizes that the
possibility of a Change of Control (as defined in Section 4), and the
uncertainty and questions which that possibility may raise among members of the
management team, may result in the departure or distraction of management
personnel to the detriment of PIA and its stockholders. The Board of Directors
has determined that appropriate steps should be taken to reinforce and encourage
the continued attention and dedication of members of PIA's management team,
including Executive, to their assigned duties.

B. PIA and Executive are parties to that certain Severance Compensation
Agreement dated February 20, 1998 (the "Original Severance Agreement") which
provides for the payment of severance compensation to Executive if Executive's
employment with PIA should terminate under certain circumstances described below
following a Change of Control of PIA.

C. PIA has granted to Executive a stock option dated August 4, 1997 to
purchase 100,000 shares of PIA's Common Stock for $5.38 per share, a stock
option dated August 3, 1998 to purchase 50,000 shares of Common Stock for a
purchase price of $5.87 per share and a stock option dated September 22, 1998 to
purchase 15,000 shares of Common Stock for a purchase price of $4.50 per share
(collectively, the "Stock Options").

D. PIA and Executive desire to amend and restate the Original Severance
Agreement as provided herein and to amend the Stock Options as provided herein.

AGREEMENT

In consideration of the foregoing recitals and the respective covenants
and agreements contained herein, the parties, intending to be legally bound,
agree as follows:

1. Basic Agreement. In order to protect Executive against certain
possible consequences of a Change in Control of PIA, and thereby to induce
Executive to continue to serve as a key employee of PIA, PIA agrees that if
there is a Change of Control of PIA, and if Executive's employment by PIA is
subsequently terminated, after, but within specified time periods following,
such Change of Control, Executive shall be entitled to the severance
compensation specified in

Section 3 hereof unless such termination is (a) a result of Executive's death or
Retirement (as defined in Section 4); (b) by PIA for Cause (as defined in
Section 4); or (c) by Executive other than for Good Reason (as defined in
Section 4). As partial consideration for this Agreement, Executive agrees that
she will not voluntarily leave the employ of PIA and will continue to perform
her existing duties, or such other comparable duties as may be assigned by PIA,
for a period of at least one (1) year following any Change of Control, subject
to her right to resign for Good Reason (as provided herein). Notwithstanding the
foregoing, PIA may terminate Executive's employment at any time, with or without
cause, subject to providing the benefits hereinafter specified in accordance
with the terms hereof if such termination occurs after a Change of Control.



2. Term of Agreement. This Agreement shall initially continue until the
earlier to occur of (i) the termination of Executive's employment with PIA for
any reason whatsoever, whether by action of Executive or of PIA or (ii) a Change
of Control. In the former event, all rights of Executive hereunder shall
terminate at the time of such termination of employment. In the latter case,
this Agreement shall remain effective until the termination of all of PIA's
obligations hereunder and shall not be terminated until the expiration of such
period.

3. Severance Compensation.

(a) If, during the two (2) year period following a Change of
Control, PIA shall terminate Executive's employment other than by reason of
Disability, Retirement or for Cause (as such terms are defined in Section 4), or
if, during the one year period following a Change of Control, Executive shall
terminate her employment for Good Reason (as such term is defined in Section 4),
then (i) PIA shall pay to Executive, as severance pay, her salary (at the rate
at which Executive was being compensated immediately prior to such termination,
unless Executive has resigned due to a reduction in compensation, in which case,
Executive shall be paid at the rate of compensation immediately prior to such
reduction) for 18 months following such termination (the "Severance Period"),
provided, however that PIA's obligation to make such payments shall be subject
to reduction to the extent Executive obtains full time employment in a
comparable full-time position (but shall not be subject to reduction based on
consulting or similar part-time income) during the Severance Period; (ii) to the
extent PIA is able to obtain stop loss insurance coverage with respect to
Executive during the Severance Period, Executive shall be entitled to
participate in PIA's employee health insurance plans during the Severance Period
and to the extent PIA is not able to obtain such stop loss insurance coverage,
Executive shall not be entitled to participate in PIA's employee health
insurance plans during the Severance Period, except to the extent permitted by
COBRA, and PIA shall reimburse Executive for her COBRA premiums during the
Severance Period; (iii) PIA shall make the required premium payments to keep
Executive's life insurance policy under PIA's general life insurance program (as
in effect on the date hereof) in effect during the Severance Period, at which
time Executive shall cease to be entitled to participate in any life insurance
plan provided by PIA, provided, however, that PIA shall cooperate with Executive
at that time to make available to Executive any life insurance policy conversion
options which may be available, and (iv) PIA shall make the required premium
payments to keep Executive's long term disability insurance policy under PIA's
general long term disability insurance program (as in effect on the date hereof)
and Executive's

"key man" long term disability insurance policy (Policy Series 297NC-2, Policy
Number 5533849, issued by Provident Life and Accident Insurance Company) in
effect during the Severance Period, at which time Executive shall cease to be
entitled to participate in any long term disability insurance program provided
by PIA, provided, however, that PIA shall cooperate with Executive at that time
to make available to Executive any long term disability insurance policy
conversion options which may be available. Executive shall not be entitled to
any other benefits following the termination of her employment except as
otherwise expressly provided herein or required by law.

(b) Notwithstanding the foregoing provisions of this Section 3, if
the severance compensation provided in this Section 3, either alone or together
with other payments which Executive would have the right to receive from PIA,
would constitute a "parachute payment," as defined in Section 280G of the
Internal Revenue Code of 1986 (the "Code"), as in effect at the time of payment,
such payment shall be reduced to the largest amount as will result in no portion
being subject to the excise tax imposed by Section 4999 of the Code or the
disallowance of a deduction by PIA pursuant to Section 280G (a) of the Code. The
determination of the amount of any reduction pursuant to this paragraph, and the
payments or other compensation to which such reductions shall apply, shall be
made in good faith by PIA, and such determination shall be binding on Executive.

(c) Any termination by PIA pursuant to this Section 3 shall be
communicated by a written notice of termination indicating the specific
termination provisions in this Agreement relied upon and setting forth in



reasonable detail the facts and circumstances claimed to provide a basis for
termination of Executive's employment under the provisions so indicated. No

termination by PIA shall be effective for purposes of this Section 3 without
such written notice of termination.

(d) Executive shall not be required to mitigate damages or the
amount of any payment provided for under this Agreement by seeking other
employment or otherwise, nor shall the amount of any payment provided for under
this Agreement be reduced by any compensation earned by Executive as the result
of employment by any other person after the termination of employment with PIA,
or otherwise, except as otherwise expressly provided in this Section 3. The
provisions of this Agreement, and any payment provided for hereunder, shall not
reduce any amounts otherwise payable, or in any way diminish Executive's
existing rights, or rights which would accrue solely as a result of the passage
of time, under any benefit plan, incentive plan or securities plan, employment
agreement or other contract, plan or arrangement.

4. Definitions. For purposes of this Agreement, the following terms
shall have the meanings indicated:

(a) "Change of Control" shall mean the happening of any of the

following:

(i) any merger or consolidation in which the shares of PIA's
capital stock outstanding immediately prior to such
transaction represent less than 65% of the outstanding
voting power of PIA (or of the surviving

3
4

company in a consolidation or in a merger in which PIA is
not the surviving company) after such transaction;

(ii) any stock issuance (or series of related stock issuances)
to a person or entity (or group) as a result of which the
shares of PIA's capital stock outstanding immediately prior
to such issuance (or the first issuance in a series of
related issuances) represent less than 65% of the
outstanding voting power of PIA after such issuance (or any
issuance in a series of related issuances);

(iii) any tender offer or other purchase (or series of purchases)
of outstanding shares of capital stock as a result of which
a person or entity (or group), other than one of the major
stockholders of PIA as of the date of this memorandum,
acquires more than 35% of the outstanding shares of PIA's
Common Stock; and

(iv) any transaction (or series of related transactions) as a
direct result of which the composition of the Board of
Directors is changed such that, following such transaction
(or any transaction in a series of transactions), a
majority of the members of the Board of Directors are
persons who were not members of the Board of Directors
prior to such transaction (or the first transaction in a
series of transactions).

(b) "Disability" shall mean absence from full time performance of
Executive's duties with PIA for one hundred thirty (130) consecutive business
days, as a result of Executive's incapacity due to physical or mental illness,
unless within thirty (30) days after notice of such termination is given
following such absence Executive shall have returned to the full time
performance of Executive's duties.

(c) "Retirement" shall mean a termination of employment in accordance
with the retirement policy generally applicable to all salaried employees at the
time of the Change of Control.

(d) "Cause" shall mean (i) the deliberate and intentional failure by
Executive to devote substantially all of her full business time and efforts to
the performance of her duties (other than any such failure resulting from



Executive's incapacity due to physical or mental illness or disability); (ii)
gross misconduct by Executive materially and demonstrably injurious to PIA,

(iii) the commission of any crime (other than minor traffic offenses and similar
infractions) by Executive; or (iv) Executive's wilful failure to comply with
instructions of the Board of Directors of PIA.

(e) "Good Reason" shall mean (i) the assignment to Executive (without
Executive's written consent) of any position, duties or responsibilities which
Executive, in her reasonable judgment, deems to be materially and substantially
less favorable than her positions, duties and responsibilities with Executive
immediately prior to such Change of Control; (ii) a change in

Executive's reporting responsibilities, status, titles or offices as in effect
immediately prior to such Change of Control (without Executive's written
consent) which Executive, in her reasonable judgment, deems to be materially
adverse to Executive; (iii) a reduction in Executive's base salary as in effect
at the time of such Change of Control; (iv) a failure to continue to provide
incentive compensation plans or other employee benefits or compensation plans,
in the aggregate, reasonably comparable to those provided immediately prior to
such Change of Control; or (v) a requirement that Executive report to an office
more than 25 miles further from Executive's residence at the time of such Change
of Control than the office to which Executive was required to report immediately
prior to such Change of Control.

5. Amendment of the Stock Options. The Stock Options are hereby amended
as follows:

(a) Upon the occurrence of an Acquisition Event (as such term is
defined below), the dates on which the Stock Options will vest, as set forth in
the vesting schedule attached to the Stock Options as Schedule A, shall be
accelerated by two years, such that, with respect to any Acquisition Event which
occurs after the date of this Amended and Restated Agreement, the installments
scheduled to vest in 1999 and 2000 shall be deemed fully vested, the
installments scheduled to vest in 2001 shall vest on the same month and day in
1999 (or if such date in 1999 is prior to the date of such Acquisition Event,
shall be deemed vested upon the consummation of such Acquisition Event), and the
installments scheduled to vest in 2002 shall vest on the same month and day in
2000 (or if such date in 2000 is prior to the date of such Acquisition Event,
shall be deemed vested upon the consummation of such Acquisition Event).

(b) If, in connection with an Acquisition Event, PIA does not survive
as a public company or the acquiror does not assume the Stock Options (or issue
substitute stock options in exchange therefor), such that the assumed (or
substitute) options are exercisable for publicly traded stock and maintains the
economic value of the Stock Options, the Stock Options shall automatically vest
in full immediately prior to the consummation of such Acquisition Event and
Executive shall be given an opportunity to exercise the Stock Options upon such
vesting.

(c) Section 6(c) of the Stock Options is supplemented to provide
that, in exercising the Stock Options to purchase a specified number of shares
of Common Stock (the "Purchased Shares"), Executive may pay the Option Price for
such Purchased Shares (i.e., $5.38, or $5.87 or $4.50 per Purchased Share, as
the case may be) by either (i) delivering to PIA shares of Common Stock which
Executive has owned for at least six months which have a fair market value on
the close of business on the date of delivery equal to the Option Price of the
Stock Option being exercised times the number of Purchased Shares or (ii)
directing PIA to cancel a portion of one or both of the Stock Options as to such
number of shares of Common Stock as shall equal (x) the Option Price of the
Stock Option being exercised times the number of Purchased Shares divided by (y)
the amount by which the Quoted Price exceeds the Option Price for the number of
shares represented by the portion of the Stock Option or Stock Options being
canceled (the "Spread"). For example, 1f Executive desires to purchase 1,000
shares upon the partial exercise of the Stock Option with an Option Price of
$5.87 and the Quoted Price is $10.87, Executive can pay the Option Price



for such 1,000 shares by directing PIA to cancel the Stock Option with an Option
Price of $5.87 (reflecting a Spread of $5.00 per share) with respect to 1,174
shares (i.e., 1,174 = (1,000 x $5.87)/%5.00).

(d) In the event Executive's employment is terminated without Cause
(as such term is defined in Section 4) within two years following a Change of
Control (as such term is defined in Section 4) or in the event Executive resigns
for Good Reason (as such term is defined in Section 4) within one year following
a Change of Control, the Stock Options shall automatically vest and become
exercisable in full.

(e) As used in this Section 5, "Acquisition Event" shall mean (i) any
merger or consolidation in which the shares of PIA's capital stock outstanding
immediately prior to such transaction represent less than 40% of the outstanding
voting power of PIA (or of the surviving company in a consolidation or in a
merger in which PIA is not the surviving company) after such transaction, (ii)
any merger or consolidation as a result of which a person or entity (or "group"
within the meaning of Rule 13d-5 under the Securities Exchange Act of 1934)
becomes the holder of more than 40% of the outstanding voting power of PIA (or
of the surviving company), (iii) any tender offer or other purchase of
outstanding shares of capital stock as a result of which a person or entity (or
group), other than one of PIA's current major stockholders, acquires more than
40% of the outstanding shares of PIA's Common Stock, (iv) the sale of all or
substantially all of the assets of PIA, and (v) a successful proxy contest (led
by a party other than PIA's current major stockholders) in which a majority of
the Board is replaced.

(f) If, during the two (2) year period following a Change of Control,
PIA shall terminate Executive's employment other than by reason of Disability,
Retirement or for Cause (as such terms are defined in Section 4), or if, during
the one year period following a Change of Control, Executive shall terminate her
employment for Good Reason (as such term is defined in Section 4), then, the
termination provisions of the Stock Options notwithstanding, the Stock Options
may be exercised at any time during the 12 months following such termination of
her employment.

(g) The foregoing provisions notwithstanding, no amendment to the
Stock Options effected hereby shall be effective in connection with a potential
transaction which would constitute an Acquisition Event or a Change of Control
which PIA (or the acquiror) intends to account for as a pooling-of-interests if
such amendment would make it impossible for such transaction to be accounted for
as a pooling-of-interests, in which event, such amendment shall have no force
and effect and the Stock Options shall be amended only to the extent of the
amendments effected hereby, if any, which would not make it impossible for such
transaction to be accounted for as a pooling-of-interests.

6. Effect of this Amended and Restated Agreement. This Amended and
Restated Agreement shall replace and supersede the Original Severance Agreement
in its entirety and the Original Severance Agreement shall have no further force
or effect. Except as expressly amended

hereby, the Stock Options shall continue in full force and effect in accordance
with the provisions thereof on the date hereof.

7. Binding on Successors. This Agreement shall be binding on and inure
to the benefit of any successor to PIA. PIA agrees to require any successor or
assign to all or substantially all of its business and/or assets, by written
agreement, expressly to assume and agree to perform this Agreement in the same
manner and to the same extent that PIA would be required to perform it if no
such transaction had taken place, except where such assignment occurs as a
matter of law (e.g., in the case of a merger or consolidation), in which case no
such formal assumption shall be required. Any failure of PIA to obtain such
agreement prior to the effectiveness of any such transaction shall be a material
breach of this Agreement and shall entitle Executive to terminate her employment
for Good Reason, but shall not otherwise affect the rights of PIA or such
successor or assign under any such agreement between them, nor invalidate any
such agreement. As used in this Agreement, "PIA" shall mean PIA as presently



constituted and any successor or assign to its business and/or assets which
executes and delivers the agreement provided for in this Section 7 or which
otherwise becomes bound by all the terms and provisions of this Agreement by
operation of law. This Agreement shall inure to the benefit of and be
enforceable by Executive's personal and legal representatives, executors,
administrators, successors, heirs, distributees, devotees and legatees. If
Executive should die while any amounts are still payable to her hereunder, all
such amounts, unless otherwise provided herein, shall be paid in accordance with
the terms of this Agreement to Executive's estate.

8. Notices. Any notice (which term includes payments and communications
of any sort whatsoever) required or permitted to be delivered under this
Agreement shall be in writing and shall be delivered to the party to whom
addressed in person, or by certified mail, return receipt requested, addressed
as follows:

If to PIA: PIA Merchandising Services, Inc.
19900 MacArthur Boulevard
Suite 900
Irvine, California 92718

If to Executive: At her address as shown on the records of PIA.

Any person whose address is specified herein may change such address by giving
notice to the other in the manner herein provided. All notices given in
accordance with this Agreement shall, if mailed, be deemed to have been given or
delivered two (2) days after the date they are placed in the United States mail,
postage prepaid, properly addressed as herein required. If delivered personally
or by courier, they shall be deemed given when actually received.

9. Choice of Law. This Agreement shall be governed by and interpreted in
accordance with the laws of the State of California.

10. Severability. The invalidity or unenforceability of any provision of
this Agreement shall not affect the validity or enforceability of any other
provision of this Agreement, which shall remain in full force and effect.

11. Legal Fees and Expenses. In the event of any dispute under this
Agreement, the prevailing party shall be entitled to recover all legal fees and
expenses which it may incur in resolving such dispute.

12. Counterparts. This Amended and Restated Agreement may be executed in
one or more counterparts, each of which shall be deemed an original, but all of
which together shall constitute a single agreement.

IN WITNESS WHEREOF, the parties hereto have executed this Amended and
Restated Agreement on the day and year first above written.

PIA MERCHANDISING SERVICES, INC. EXECUTIVE:
By: /s/ Terry R. Peets /s/ Cathy L. Wood
Terry R. Peets, Chief Executive CATHY L. WOOD

Officer and President
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This LOAN AND SECURITY AGREEMENT is entered into as of December 7,
1998 by and among MELLON BANK, N.A. ("Lender"), with a place of business located
at Mellon Bank Center, 1735 Market Street, 6th Floor, Philadelphia, Pennsylvania
19101-7899, PIA MERCHANDISING CO., INC., a California corporation, with its
chief executive office located at 19900 MacArthur Boulevard, Suite 900, Irvine,
California 92612 ("PIA"), and PACIFIC INDOOR DISPLAY CO. dba RETAIL RESOURCES, a
California corporation, with its chief executive office located at 10 Pasteur,
Irvine, California 92612 ("Retail Resources," and collectively with PIA,
"Borrowers"), and PIA MERCHANDISING SERVICES, INC., a Delaware corporation, with
its chief executive office located at 19900 MacArthur Boulevard, Suite 900,
Irvine, California 92612 ("Parent").

WITNESSET H:

WHEREAS, Borrowers and Parent have requested that Lender enter into



certain financing arrangements with Borrowers pursuant to which Lender may make
loans and provide other financial accommodations to Borrowers; and

WHEREAS, Lender is willing to make such loans and provide such
financial accommodations on the terms and conditions set forth herein.

NOW, THEREFORE, in consideration of the mutual conditions and
agreements set forth herein, and for other good and valuable consideration, the
receipt and sufficiency of which are hereby acknowledged, the parties hereto
agree as follows:

1. DEFINITIONS AND CONSTRUCTION

1.1 Definitions. All terms used herein which are defined in
Article 1 or Article 9 of the Pennsylvania Uniform Commercial Code shall have
the respective meanings given therein unless otherwise defined in this
Agreement. All references to the plural herein shall also mean the singular and
to the singular shall also mean the plural. All references to Borrowers and
Lender pursuant to the definitions set forth in the recitals hereto, or to any
other person herein, shall include their respective successors and assigns. The
words "hereof", "herein", "hereunder", "this Agreement" and words of similar
import when used in this Agreement shall refer to this Agreement as a whole and
not any particular provision of this Agreement and as this Agreement now exists
or may hereafter be amended, modified, supplemented, extended, renewed, restated
or replaced. The word "including" when used in this Agreement is not limiting
and, unless the context of this Agreement clearly requires otherwise, the word
"or" as used herein has the alternatively conjunctive or disjunctive meaning

represented by the phrase "and/or". Section, subsection, clause, schedule and
exhibit references are to this Agreement unless otherwise specified. An Event of
Default shall exist or continue or be continuing until such Event of Default is
waived in writing. Any accounting term used herein unless otherwise defined in
this Agreement shall have the meaning customarily given to such term in
accordance with GAAP. For purposes of this Agreement, the following terms shall
have the respective meanings given to them below:

"Account Debtor" means any person who is or who may become obligated
under, with respect to, or on account of an Account.

"Accounts" means all presently existing and hereafter arising
accounts, contract rights, and all other forms of obligations owing to any
Borrower arising out of the sale or lease of goods or the rendition of services
by any Borrower, whether or not earned by performance, and any and all credit
insurance, guaranties, and other security therefor.

"Agreement" means this Loan and Security Agreement and any
extensions, riders, supplements, notes, amendments, or modifications to or in
connection with this Loan and Security Agreement.

"Authorized Officer" means any officer of any Borrower.

"Availability Reserves" means, as of any date of determination, such
amounts as Lender may from time to time establish and revise reducing the amount
of the Revolving Credit Loans and L/Cs which would otherwise be available to
Borrowers under the lending formula(s) provided for herein: (a) to reflect
events, conditions, contingencies or risks which, as determined by Lender,
affect or may affect (i) the Collateral, any other property which is security
for the Obligations, or the value of the Collateral or such other property, (ii)
the assets, business or prospects of any Borrower or Parent or (iii) the
security interests and other rights of Lender in the Collateral (including the
enforceability, perfection and priority thereof) or (b) to reflect Lender's
belief that any collateral report or financial information furnished by or on
behalf of Borrowers or Parent to Lender is or may have been incomplete,
inaccurate or misleading in any material respect or (c) 1in respect of any state
of facts which Lender determines constitutes an Event of Default or may, with
notice or passage of time or both, constitute an Event of Default.

"Average Unused Portion of Maximum Amount" means (a) the Maximum
Amount less (b) the greater of (i) $2,000,000 or (ii) the sum of (A) the average
Daily



Balance of the Revolving Credit Loans that were outstanding during the
immediately preceding calendar month and (B) the average Daily Balance of the
undrawn L/Cs issued by Lender under Section 2.2 that were outstanding during the
immediately preceding calendar month.

"Borrowers" has the meaning set forth in the introduction to this
Agreement.

"Borrowers' Books" means all books and records of Borrowers or any
Borrower, including: ledgers; records indicating, summarizing, or evidencing any
Borrowers' assets or liabilities, or the Collateral; all information relating to
any Borrower's business operations or financial condition; and all computer
programs, disc or tape files, printouts, runs, or other computer prepared
information, and the equipment containing such information.

"Borrowing Base" has the meaning set forth in Section 2.1 (a).

"Borrowing Base Certificate" means a certificate signed by an
officer of a Borrower detailing, as of the Closing Date, the amount of such
Borrower's cash or cash equivalent balances, the Eligible Accounts, the L/C's,
the Obligations and other information required by Lender.

"Business Day" means any day which is not a Saturday, Sunday, or
other day on which national banks are authorized or required to close.

"Capital Expenditure" means any expenditure that would be classified
as a capital expenditure on a consolidated statement of cash flow of Parent and
its Subsidiaries prepared in accordance with GAAP, consistently applied.

"Capitalized Lease" means any lease of property which, in accordance
with GAAP, should be capitalized on the lessee's balance sheet, or for which the
amount of the assets and liabilities thereunder as if so capitalized should be
disclosed, in accordance with GAAP, in a note to such balance sheets.

"Cash Collateral Account" has the meaning set forth in Section 2.5.

"Change of Control" shall be deemed to have occurred at such times
as either (i) a "person" or "group" (within the meaning of Sections 13(d) and
14(d) (2) of the Securities and Exchange Act of 1934, as amended), other than a
"person" or "group" that is a stockholder as of the date hereof, becomes the
"beneficial owner" (as defined in Rule 13d-3 under the Securities and Exchange
Act of 1934, as amended), directly or
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indirectly, of more than twenty-five percent (25%) of the total voting power of
all classes of stock then outstanding of Parent normally entitled to vote in
elections of directors, or (ii) Parent's failure to be the beneficial owner,
directly or indirectly, of the total voting power of all classes of stock then
outstanding of each Subsidiary of Parent.

"Closing Date" means the date of the execution of all Loan Documents
and satisfaction or waiver by Lender of all conditions precedent set forth in
Section 3.

"Code" means the Pennsylvania Uniform Commercial Code.

"Collateral” means each of the following: the Accounts; Borrowers'
Books; the Equipment; the General Intangibles; the Inventory; the Negotiable
Collateral; any money or other assets of each Borrower (expressly excluding any
cash or assets held on behalf of or for the benefit of Borrowers' employees in
any 401 (k) plan, employee savings plan, employee stock option plan, deferred
compensation plan or similar account) which hereafter come into the possession,
custody, or control of Lender; and the proceeds and products, whether tangible



or intangible, of any of the foregoing, including proceeds of insurance covering
any or all of the Collateral, and any and all Accounts, Borrowers' Books,
Equipment, General Intangibles, Inventory, Negotiable Collateral, money, deposit
accounts, or other tangible or intangible property resulting from the sale,
exchange, collection, or other disposition of the foregoing, or any portion
thereof or interest therein, and the proceeds thereof.

"Current Assets" means, at any time, all assets of Parent and its
Subsidiaries that should be classified as current assets on a consolidated
balance sheet of Parent and its Subsidiaries prepared in accordance with GAAP.

"Current Liabilities" means, at any time, all liabilities of Parent
and its Subsidiaries that should be classified as current liabilities on a
consolidated balance sheet of Parent and its Subsidiaries prepared in accordance
with GAAP, including, without duplication, all Obligations consisting of
Revolving Credit Loans.

"Daily Balance" means the amount of an Obligation owed at the end of
a given day.

"Default Pricing Event" has the meaning set forth in Section 2.4 (c).

"Early Termination Premium" has the meaning set forth in Section
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"Eligible Accounts" means those Accounts created by any Borrower in
the ordinary course of business that arise out of such Borrower's sale of goods
or rendition of services, that strictly comply with all of such Borrower's
representations and warranties to Lender as set forth in the Loan Documents, and
that are and at all times shall continue to be acceptable to Lender in all
respects; provided, however, that standards of eligibility may be fixed and
revised from time to time by Lender. Eligible Accounts shall not include the
following:

(a) Accounts which the Account Debtor has failed to pay
within sixty (60) days after invoice date;

(b) All Accounts owed by any Account Debtor having
twenty-five percent (25%) or more of the aggregate amount of the
Accounts it owes to Borrower outstanding more than sixty (60) days
after invoice date unless specifically approved by Lender in its
sole discretion and with the establishment of such reserves as
Lender may require;

(c) Accounts with respect to which the Account Debtor is
an officer, employee, affiliate, or agent of Parent and its
Subsidiaries;

(d) Accounts with respect to which the Account Debtor is
not a resident of the United States, and which are not either (1)
covered by credit insurance in form and amount, and by an insurer
satisfactory to Lender, or (2) supported by one or more letters of
credit that are assignable and have been assigned and delivered to
Lender in an amount and of a tenor, and issued by a financial
institution, acceptable to Lender;

(e) Accounts with respect to which the Account Debtor is
a foreign government, the United States of America, any State,
political subdivision, department, agency or instrumentality
thereof, unless, if the Account Debtor is the United States of
America, any State, political subdivision, department, agency or
instrumentality thereof, the Federal Assignment of Claims Act of
1940, as amended, or any similar State or local law, if applicable,
has been complied with in a manner satisfactory to Lender;

(f) Accounts with respect to which the Account Debtor is
a Subsidiary of, related to, affiliated with or has common officers
with any Borrower;
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(g) Accounts with respect to which any Borrower is or
may become liable to the Account Debtor for goods sold or leased or
for services rendered by the Account Debtor to any Borrower, to the
extent of such liability; provided, however, that Lender shall have
a right, in its sole discretion, to establish reserves in such
amount or hold such portion of said Accounts ineligible;

(h) Accounts with respect to which the Account Debtor
disputes liability or makes any claim with respect thereto, to the
extent of such dispute; provided, however, that Lender shall have a
right, in its sole discretion, to establish reserves in such amount
or hold such portion of said Accounts ineligible, or with respect to
which the Account Debtor is subject to any Insolvency Proceeding, or
becomes insolvent, or goes out of business;

(i) Accounts the collection of which Lender believes to
be doubtful by reason of the Account Debtor's financial condition;

(j) Accounts with respect to which the Account Debtor's
total obligations to such Borrower exceed twenty-five percent (25%)
of all Eligible Accounts relating to such Borrower, to the extent of
such excess; and

In the event of a dispute over the terms of "Eligible Accounts," Lender's
determination shall govern and apply.

"Eligible Cash Collateral”™ means cash pledged to Lender by PIA and
maintained in one or more deposit accounts under the satisfactory control and
dominion of Lender or its designee, but shall expressly exclude (a) the deposit
in the amount of Two Hundred Fifty Thousand Dollars deposit ($250,000)
maintained by PIA in Account No. 4509035582 with Union Bank of California, N.A.,
and (b) the deposit in the amount of Two Million Dollars ($2,000,000) plus
interest thereon presently maintained by PIA in Account No. 870-02172 with ING
Barings Furman Selz LLC.

"Eligible Corporate Bonds" means bonds or other debentures issued by
a corporation regularly quoted on a national bond exchange, possessing a Moody's
rating of Baa or a Standard & Poor's rating of BBB or higher, held in a
brokerage account maintained by Lender or its designee for PIA in which Lender
has a first priority lien perfected by control or possession, which are not
subject to any other claims or other liens and which meet all other
specifications established by Lender in its sole discretion from time to time.
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"Eligible Government Treasury Bills" means bonds, bills and notes
issued by the United State of America or any agency thereof, quoted daily in the
Wall Street Journal (or similar publication acceptable to Lender in its
discretion), supported by the full faith and credit of the United States
government, held by Lender or its designee for the benefit of PIA, in which
Lender has a prior perfected, first priority lien, which are not subject to any
other claims or other liens and which meet all other specification established
by Lender in its sole discretion from time to time.

"Eligible Investment Property" means, collectively, Eligible Cash
Collateral, Eligible Corporate Bonds, Eligible Government Treasury Bills,
Eligible Listed Securities and Eligible Mutual Funds.

"Eligible Listed Securities" means equity securities registered and
listed for trading on a national exchange in the United States (e.g., NYSE,
AMEX, NASDAQ and OTC), having a $10 per share minimum value, trading at
sufficient volume as determined by Lender in its discretion to ensure ready
marketability under normal market conditions, held in a brokerage account
maintained by Lender or its designee for PIA, in which Lender has a first
priority lien perfected by control or possession, which are not subject to any



other claims or liens and which meet all other specifications established by
Lender in its sole discretion from time to time.

"Eligible Mutual Funds" means mutual funds listed daily in the Wall
Street Journal (or a similar publication acceptable to Lender in its
discretion), which are not deemed speculative in nature by Lender in its
discretion, which do not invest primarily in foreign securities, held by Lender
or its designee for the benefit of PIA, in which Lender has a prior perfected,
first priority lien, which are not subject to any other claims or liens and
which meet all other specifications established by Lender in its sole discretion
from time to time.

"Equipment" means all of Borrowers' present and hereafter acquired
machinery, machine tools, motors, equipment, furniture, furnishings, fixtures,
vehicles (including motor vehicles and trailers), tools, parts, dies, jigs,
goods (other than consumer goods, farm products, or Inventory), wherever
located, and any interest of Borrower in any of the foregoing, and all
attachments, accessories, accessions, replacements, substitutions, additions,
and improvements to any of the foregoing, wherever located.

"Environmental Laws" means all federal, state, district, local and
foreign laws, rules, regulations, ordinances, and consent decrees relating to
health, safety, hazardous substances, pollution and environmental matters, as
now or at any time hereafter in effect, applicable to any Borrower's business
and facilities (whether or not owned by
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it), including laws relating to emissions, discharges, releases or threatened
releases of pollutants, contamination, chemicals, or hazardous, toxic or
dangerous substances, materials or wastes into the environment (including,
without limitation, ambient air, surface water, ground water, land surface or
subsurface strata) or otherwise relating to the generation, manufacture,
processing, distribution, use, treatment, storage, disposal, transport or
handling of pollutants, contaminants, chemicals, or hazardous, toxic or
dangerous substances, materials or wastes.

"ERISA" means the United States Employee Retirement Income Security
Act of 1974, as the same now exists or may hereafter from time to time be
amended, modified, recodified or supplemented, together with all rules,
regulations and interpretations thereunder and related thereto.

"ERISA Affiliate" means any person required to be aggregated with
any Borrower or Parent and its Subsidiaries under Sections 414 (b), 414 (c),
414 (m) or 414 (o) of the I.R. Code.

"Event of Default" has the meaning set forth in Section 8.

"Excess Availability" means the amount, as determined by Lender,
calculated at any time, equal to: (a) the lesser of: (i) the amount of the
Revolving Credit available to Borrowers as of such time based on the applicable
lending formulas multiplied by the amount of Eligible Accounts and the amount of
Eligible Cash Collateral, as determined by Lender, and subject to the sublimits
and Availability Reserves from time to time established by Lender hereunder, and
(ii) the Maximum Amount, minus (b) the sum of: (i) the amount of all then
outstanding and unpaid Obligations, and (ii) the aggregate amount of all then
outstanding and unpaid trade payables and other current obligations of Borrowers
which are past due as of such time.

"GAAP" means generally accepted accounting principles as in effect
from time to time in the United States, applied by Parent and its Subsidiaries
in a manner consistent with the most recent audited financial statements of
Parent and its Subsidiaries furnished to Lender under Section 6.4.

"General Intangibles" means all of each Borrower's present and
future general intangibles and other personal property (including choses or
things in action, goodwill, patents, trade names, trademarks, servicemarks,
copyrights, blueprints, drawings, purchase orders, customer lists, monies due or
recoverable from pension funds, route lists, rights to payment and other rights
under any royalty or licensing agreement, infringements, claims, computer
programs, computer discs, computer tapes, literature,
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reports, catalogs, deposit accounts, insurance premium rebates, tax refunds, and
tax refund claims) other than goods, Accounts and Negotiable Collateral.

"Good Business Day" means any Business Day when banks in
Philadelphia, Pennsylvania, New York, New York and London, England are open for
business.

"Guarantor" means, collectively and individually, Parent, Borrowers
and each other current and future Subsidiary of Parent, and any other present or
future Person executing a guaranty with respect to the Obligations.

"Guaranty" means any present or future guaranty made and delivered
to Lender with respect to the Obligations.

"Hazardous Materials" means any hazardous, toxic or dangerous
substances, materials and wastes, including, without limitation, hydrocarbons
(including naturally occurring or, man-made petroleum and hydrocarbons),
flammable explosives, asbestos, urea formaldehyde insulation, radioactive
materials, biological substances, polychlorinated biphenyls, pesticides,
herbicides and any other kind and/or type of pollutants or contaminants
(including, without limitation, materials which include hazardous constituents),
sewage, sludge, industrial slag, solvents and/or any other similar substances,
materials, or wastes, and including any other substances, materials or wastes
that are or become regulated under any Environmental Law (including, without
limitation, any that are or become classified as hazardous or toxic under any
Environmental Law.

"Indebtedness" means: (a) all obligations of each Borrower for
borrowed money; (b) all obligations of each Borrower evidenced by bonds,
debentures, notes, or other similar instruments and all reimbursement or other
obligations of each Borrower in respect of letters of credit, letter of credit
guaranties, bankers acceptances, interest rate swaps, controlled disbursement
accounts, or other financial products; (c) all obligations under capitalized
leases; (d) all obligations or liabilities of others secured by a lien or
security interest on any asset of any Borrower, irrespective of whether such
obligation or liability is assumed; and (e) any obligation of any Borrower
guaranteeing or intended to guarantee (whether guaranteed, endorsed, co-made,
discounted, or sold with recourse to Borrower) any indebtedness, lease,
dividend, letter of credit, or other obligation of any other person.

"Insolvency Proceeding" means any proceeding commenced by or against
any Person under any provision of the United States Bankruptcy Code, as amended,
or under any other bankruptcy or insolvency law, including assignments for the
benefit of
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creditors, formal or informal moratoria, compositions, extensions generally with
its creditors, or proceedings seeking reorganization, arrangement, or other
similar relief.

"Inventory" means all present and future inventory in which any
Borrower has any interest, including goods held for sale or lease or to be
furnished under a contract of service and all of each Borrower's present and
future raw materials, work in process, finished goods, and packing and shipping
materials, wherever located, and any documents of title representing any of the
above.

"I.R. Code" means the Internal Revenue Code of 1986, as the same now
exists or may from time to time hereafter be amended, modified, recodified or
supplemented, together with all rules, regulations and interpretations
thereunder or related thereto.

"Judicial Officer or Assignee" means any trustee, receiver,



controller, custodian, assignee for the benefit of creditors, or any other
person or entity having powers or duties like or similar to the powers and
duties of a trustee, receiver, controller, custodian, or assignee for the
benefit of creditors.

"L/Cs" has the meaning set forth in Section 2.2(a).

"Lender" has the meaning set forth in the introduction to this
Agreement.

"Lender Expenses" means all: costs or expenses (including taxes,
photocopying, notarization, telecommunication and insurance premiums) required
to be paid by any Borrower under any of the Loan Documents that are paid or
advanced by Lender; documentation, filing, recording, publication, appraisal
(including periodic Collateral appraisals), real estate survey, environmental
audit, and search fees assessed, paid, or incurred by Lender in connection with
Lender's transactions with Borrowers; costs and expenses incurred by Lender in
the disbursement of funds to any Borrower (by wire transfer or otherwise);
charges paid or incurred by Lender resulting from the dishonor of checks; costs
and expenses paid or incurred by Lender to correct any default or enforce any
provision of the Loan Documents, or in gaining possession of, maintaining,
handling, preserving, storing, shipping, selling, preparing for sale, or
advertising to sell the Collateral, or any portion thereof, whether or not a
sale is consummated; costs and expenses paid or incurred by Lender in examining
any Borrower's Books; costs and expenses of third party claims or any other suit
paid or incurred by Lender in enforcing or defending the Loan Documents; and
Lender's reasonable attorneys' fees and expenses incurred in advising,
structuring, drafting, reviewing, administering, amending, terminating,
enforcing (including attorneys' fees and expenses incurred in connection with a
"workout", a "restructuring", or an

_lO_
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Insolvency Proceeding concerning any Borrower), defending, or concerning the
Loan Documents, whether or not suit is brought.

"LIBOR Based Loans" means all Revolving Credit Loans and all other
Obligations (other than contingent reimbursement obligations owing to Lender
under any outstanding L/Cs) bearing interest at the LIBOR Based Rate.

"LIBOR Based Rate" means the interest rate per annum equal to two
and three-quarters percent (2.75%) in excess of the LIBOR Rate.

"LIBOR Interest Period" shall have the meaning set forth in
Section 2.4 (a) (iv) (B) .

"LIBOR Rate" means the annual rate of interest determined by Lender
as being the rate available to Lender at approximately 11:00 a.m. London time in
the London Interbank Market, as referenced by Reuters Screen "LIBO," in
accordance with the usual practice in such market, for the LIBOR Interest Period
elected by any Borrower, in effect two (2) Good Business Days prior to the
funding date for a requested LIBOR Based Loan for deposits of dollars in amounts
equal (as nearly as may be estimated) to the amount of such LIBOR Based Loan
which shall then be made by Lender to any Borrower as of the time of such
determination, as such rate may be adjusted by the reserve percentage applicable
during the LIBOR Interest Period in effect (or if more than one such percentage
shall be applicable, the daily average of such percentages for those days in
such LIBOR Interest Period during which any such percentage shall be so
applicable) under regulations issued from time to time by the Board of Governors
of the Federal Reserve System (or any successor) for determining the maximum
reserve requirement (including, without limitation, any emergency, supplemental
or other marginal reserve requirement) for Lender with respect to liabilities or
assets consisting of or including "Eurocurrency Liabilities"™ as such term is
defined in Regulation D of the Board of Governors of the Federal Reserve System,
as in effect from time to time, having a term equal to such LIBOR Interest
Period (the "Eurocurrency Reserve Requirement"). Such adjustment shall be
effectuated by calculating, and the LIBOR Rate shall be equal to, the quotient
(rounded upward to the nearest 1/16 of 1%) of (i) the offered rate divided by
(ii) one minus the Eurocurrency Reserve Requirement.

"Loan Documents" means, collectively, this Agreement, the Revolving



Credit Notes, the Lockbox Agreements, any other note or notes executed by any
Borrower or Borrowers to the order of Lender, and Guaranty, and any other
agreement entered into in connection with this Agreement, together with all
alterations, amendments, changes,

_ll_
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extensions, modifications, refinancing, refundings, renewals, replacements,
restatements, or supplements, of or to any of the foregoing.

"Lockbox" has the meaning set forth in Section 2.5.
"Lockbox Agreements" has the meaning set forth in Section 2.5.

"Material Adverse Effect" means any material adverse effect on any
Borrower's or Parent's financial condition, assets, operating status or
projected financial condition or any fact or circumstance that singly or in the
aggregate with any other fact or circumstance, has a reasonable likelihood of
resulting in or leading to the inability of such Borrower or Parent to perform
in any material respect its obligations under this Agreement or under any other
Loan Document or the inability of Lender to enforce in any material respect the
rights purported to be granted to Lender under this Agreement or any other Loan
Document or which might have a material adverse effect on the ability of such
Borrower or Parent to effectuate (including hindering or unduly delaying) the
transactions contemplated by this Agreement and the other Loan Documents on the
terms contemplated hereby and thereby.

"Maximum Amount" has the meaning set forth in Section 2.1 (c).

"Multiemployer Plan" means a "multiemployer plan" as defined in
ERISA Sections 3(37) or 4001 (a) (3) or IRC Section 414 (f) which covers employees
of Borrower or any ERISA Affiliate.

"Negotiable Collateral" means all of each Borrower's present and
future letters of credit, notes, drafts, instruments, certificated and
uncertificated securities, investment property (including, without limitation,
any and all Eligible Investment Property), documents, personal property leases
(wherein such Borrower is the lessor), chattel paper, and such Borrower's Books
relating to any of the foregoing.

"Net Income" means, in respect of each fiscal year of Parent and its
Subsidiaries, the net annual income after taxes of Parent and its Subsidiaries
as such would appear on a consolidated statement of earnings of Parent and its
Subsidiaries prepared in accordance with GAAP, consistently applied, excluding
any extraordinary gains.

"Obligations" means the Revolving Credit Loans, all other loans,
advances, debts, principal, interest (including any interest that, but for the

provisions of the United States Bankruptcy Code, would have accrued), contingent
reimbursement
_12_
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obligations owing to Lender under any outstanding L/Cs, premiums (including
Early Termination Premiums), liabilities (including all amounts charged to any
Borrower's loan account pursuant to any agreement authorizing Lender to charge
such Borrower's loan account), obligations, fees, lease payments, guaranties,
covenants, and duties owing, by any Borrower to Lender of any kind and
description (whether pursuant to or evidenced by the Loan Documents, by any
other note or instrument, or by any other agreement between Lender and any
Borrower, and whether or not for the payment of money), whether direct or
indirect, absolute or contingent, due or to become due, now existing or
hereafter arising, and including any debt, liability, or obligation owing from
any Borrower to others that Lender may have obtained by assignment or otherwise,
and further including all interest not paid when due and all Lender Expenses
that any Borrower is required to pay or reimburse by the Loan Documents, by law,
or otherwise.



"Overadvance" has the meaning set forth in Section 2.3.

"Parent" means PIA Merchandising Services, Inc., a Delaware
corporation.

"Parent and its Subsidiaries" means Parent and each of its
Subsidiaries, (including Borrowers) and each Subsidiary of such Subsidiaries.

"PBGC" means the Pension Benefit Guaranty Corporation.

"Permitted Acquisitions" has the meaning set forth in Section 7.19
of this Agreement.

"Permitted Liens" means: (a) liens and security interests held by
Lender; (b) liens for unpaid taxes that are not yet due and payable; (c) liens
and security interests set forth on Schedule P-1 attached hereto; (d) purchase
money security interests and liens of lessors under capitalized leases to the
extent that the acquisition or lease of the underlying asset was permitted under
Section 7.11, and so long as the security interest or lien only secures the
purchase price of the asset; (e) liens on leasehold interests created by the
lessor in favor of any mortgagee of the leased premises; (f) liens for taxes,
assessments, governmental charges, levies or claims that are being diligently
contested in good faith by appropriate proceedings and for which adequate
reserves shall have been set aside, but only so long as no levy, foreclosure, or
similar proceedings have been commenced with respect thereto; (g) liens incurred
in the ordinary course of business in connection with worker's compensation,
unemployment insurance or similar legislation; (h) easements, right-of-way,
matters of public record, restrictions and other similar encumbrances on the use
of real property
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which do not materially interfere with the ordinary conduct of business of any
Borrower as currently conducted; and (i) liens in respect of judgments or awards
for which appeals or proceedings for review are being prosecuted and in respect
of which a stay of execution upon any such appeal or proceeding for review shall
have been secured, provided that adequate reserves for such judgments or awards
have been established, or such judgments or awards are fully insured or been
fully bonded but only so long as no levy or similar proceedings have been
commenced with respect thereto.

"Permitted Parent Expenditures" means: expenditures which Parent is
obligated to make in the ordinary course of its business of serving as the
holding company for Borrowers, including, without limitation, the following: (i)
payments of Taxes; (ii) payments required by the Securities and Exchange
Commission (e.g. filing fees), the National Association of Securities Dealers or
the Nasdag Stock Market; (iii) professional fees and expenses for accountants
and attorneys engaged in providing accounting and legal services, respectively,
to Parent for the collective benefit of Parent and its Subsidiaries; (iv)
payments under the Agreement dated as of August 10, 1998 between Parent and
Clinton E. Owens as such Agreement exists as of the Closing Date; (v) payments
under the Employment Agreement dated June 25, 1997 between Parent and Terry
Peets, as amended by Amendment No. 1 to the Employment Agreement dated December
1, 1998, as such Employment Agreement, as amended, exists as of the Closing
Date; (vi) payments under the Amended and Restated Severance Agreement between
Parent and Cathy L. Wood dated December 1, 1998, as such Amended and Restated
Severance Agreement exists as of the Closing Date; (vii) payment of the pension
obligations of Parent as identified more particularly in, and not to exceed the
monthly payment amounts set forth in, Schedule P-2 attached hereto; and (viii)
other fees and expenses in an amount not to exceed $200,000 per year on a
non-cumulative basis.

"Person" means any individual, sole proprietorship, partnership,
limited liability partnership, joint venture, trust, unincorporated
organization, association, corporation, limited liability company, institution,
entity, party, or government (whether national, federal, state, county, city,
municipal or otherwise, including, without limitation, any instrumentality,
division, agency, body or department thereof).

"PIA" has the meaning set forth in the introduction to this



Agreement.

"Plan" means any plan described in ERISA Section 3(2) maintained for
employees of any Borrower or any ERISA Affiliate, other than a Multiemployer
Plan.

_14_
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"Prime Based Loans" means all Revolving Credit Loans and all other
Obligations (other than contingent reimbursement obligations owing to Lender
under any outstanding L/Cs) bearing interest at the Prime Based Rate.

"Prime Based Rate" means the interest rate per annum equal to
one-quarter percent (.25%) in excess of the Prime Rate.

"Prime Rate" means the variable rate of interest, per annum, most
recently announced by Lender, or any successor, at its principal office as its
"prime rate", which may be greater or less than other interest rates charged by
Lender to other borrowers and is not necessarily solely based on, dependent upon
or equal to the interest rate that Lender may charge any particular borrower or
class of borrowers.

"Prohibited Transaction" means any transaction described in Section
406 of ERISA which is not exempt by reason of Section 408 of ERISA, and any
transaction described in Section 4975(c) of the I.R. Code which is not exempt by
reason of Section 4975 (c) (2) of the I.R. Code.

"Reportable Event" means a reportable event described in Section
4043 of ERISA or the regulations thereunder, a withdrawal from a Plan described
in Section 4063 of ERISA, or a cessation of operations described in Section
4068 (f) of ERISA.

"Retail Resources" has the meaning set forth in the introduction to
this Agreement.

"Retail Resources Line" means a maximum amount which may be advanced
against the Eligible Accounts of Retail Resources, which amount shall not at any
time exceed the lesser of (a) One Million Five Hundred Thousand Dollars
($1,500,000) or (b) the amount available under the Total Facility.

"Revolving Credit" has the meaning set forth in Section 2.1 (a).

"Revolving Credit Loans" means all outstanding cash advances under
the Revolving Credit.

"Revolving Credit Maturity Date" has the meaning set forth in
Section 2.1 (f).

"Revolving Credit Notes" has the meaning set forth in Section
2.1(e).
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"Standby L/C's" means standby letters of credit issued for the
account of any Borrower for business purposes of such Borrower and having a
tenor of not more than one (1) year.

"Subsidiaries" means, as of any date of determination and with
respect to any Person, any corporation, limited liability company, partnership
or joint venture, whether now existing or hereafter organized or acquired: (a)
in the case of a corporation, of which a majority of the securities having
ordinary voting power for the election of directors or other governing body
(other than securities having such power only by reason of the happening of a
contingency) are at the time beneficially owned by such Person and/or one or
more Subsidiaries of such Person, or (b) in the case of a partnership or joint
venture, of which such Person or a Subsidiary of such Person is a general
partner or joint venturer or of which a majority of the partnership or other



ownership interests are at the time beneficially owned by such Person and/or one
or more of its Subsidiaries.

"Tangible Net Worth" means, at any time, the amount by which all
assets of Parent and its Subsidiaries in the aggregate, excluding intangible
assets, as that term would be defined under GAAP, together with deferred costs,
exceed all of Parent's and its Subsidiaries' liabilities, as would be shown on a
consolidated balance sheet of Parent and its Subsidiaries prepared as of such
date in accordance with GAAP.

"Tax" and "Taxes" means any tax, including, without limitation, any
income, gross receipts, sales, use, an valorem, transfer, franchise,
withholding, payroll, employment, excise, occupation, premium or property tax,
together with any interest, any penalties, additions to any such tax or
additional amounts imposed by any governmental body (domestic or foreign).

"Total Facility" means the aggregate principal amount of all
outstanding Revolving Credit Loans, which shall not, at any time, exceed the
lesser of the Maximum Amount or the Borrowing Base.

"Voidable Transfer" has the meaning set forth in Section 15.8.

"Working Capital" means, at any time, the amount by which the
Current Assets of Parent and its Subsidiaries exceed the Current Liabilities of
Parent and its Subsidiaries, as would be shown on a consolidated balance sheet
of Parent and its Subsidiaries prepared as of such date in accordance with GAAP.
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1.2 Accounting Terms and Principles. All accounting terms not
specifically defined herein shall be construed in accordance with GAAP. When
used herein, the term "financial statements" shall include the notes and
schedules thereto. Where the character or amount or any asset or liability or
item of income or expense is required to be determined or any consolidation or
other accounting computation is required to be made for the purposes of this
Agreement, this shall be done in accordance with GAAP, to the extent applicable,
except where such principles are inconsistent with the requirements of this
Agreement.

1.3 Code. Any terms used in this Agreement which are defined in
the Code shall be construed and defined as set forth in the Code unless
otherwise defined herein.

1.4 Schedules and Exhibits. All of the schedules and exhibits
attached to this Agreement shall be deemed incorporated herein by reference.

2. LOAN AND TERMS OF PAYMENT
2.1 Revolving Credit.

(a) Subject to the terms and conditions of this
Agreement, Lender hereby establishes for the benefit of Borrowers a
revolving credit facility ("Revolving Credit") which shall include
advances extended by Lender to or for the benefit of Borrowers from
time to time hereunder. The aggregate principal amount of all
outstanding Revolving Credit Loans shall not, at any time, exceed
the lesser of the Maximum Amount or the Borrowing Base ("Total
Facility"). Subject to such limitation, the outstanding balance
under the Revolving Credit may fluctuate from time to time; the
Revolving Credit will be reduced by repayments made by any Borrower
and increased by future advances which may be made by Lender to or
for the benefit of any Borrower. For the purposes of this Agreement,
any determination as to whether there is availability within the
Borrowing Base for advances shall be determined by Lender in its
sole discretion and shall be final and binding upon Borrowers.
Subject to availability under the Borrowing Base, the fulfillment of
any other conditions to borrowing contained in this Agreement and
the absence of an Event of Default or any event which with the
giving of notice or passage of time or both would become an Event of
Default, Borrowers may borrow, repay and reborrow under the
Revolving Credit from time to time during the term of this
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Agreement. Lender shall have the right from time to time to
establish reserves against the Borrowing Base in such amounts and
with respect to such matters as Lender in
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its sole discretion deems appropriate. For the purposes of this
Agreement, "Borrowing Base" shall mean the sum of:

(1) an amount equal to eighty percent (80%)
of the amount of Eligible Accounts of PIA; plus

(ii) an amount equal to eighty percent (80%)
of the amount of Eligible Accounts of Retail Resources,
not to exceed the Retail Resources Line; plus

(iii) an amount equal to one hundred percent
(100%) of the amount of Eligible Cash Collateral; plus

(iv) an amount equal to ninety percent (90%)
of the value, as reasonably determined by Lender from
time to time, of PIA's Eligible Government Treasury
Bills; plus

(v) an amount equal to eighty percent (80%)
of the value, as reasonably determined by Lender from
time to time, of PIA's Eligible Corporate Bonds; plus

(vi) an amount equal to seventy percent
(70%) of the value, as reasonably determined by Lender
from time to time, of PIA's Eligible Listed Securities;
plus

(vii) an amount equal to fifty percent (50%)
of the value, as reasonably determined by Lender from
time to time, of PIA's Eligible Mutual Funds; less

(viii) any Availability Reserves; and less
(ix) outstanding L/C's.

(b) Lender may, in its sole discretion, from time to
time, among other permissible discretionary actions that Lender may
take with respect to the Revolving Credit, reduce the lending
formula with respect to Eligible Accounts, among other permissible
reasons, to the extent that Lender determines that: (A) the dilution
with respect to the Accounts for any period (based on the ratio of
(i) the aggregate amount of reductions in Accounts other than as a
result of payments in cash to (ii) the aggregate amount of total
sales)
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exceeds five percent (5%), in which case Lender may reduce the
advance rate applicable to Eligible Accounts by one percent (1%) for
each percent of such dilution in excess of five percent (5%), or (B)
the general creditworthiness of account debtors has declined. In
determining whether to reduce the lending formula with respect to
Eligible Accounts, Lender may consider, among other factors, events,
conditions, contingencies or risks which are also considered in
determining Eligible Accounts or in establishing Availability
Reserves.

(c) Lender shall have no obligation to make Revolving
Credit Loans hereunder to the extent they would cause the aggregate
outstanding Obligations of Borrowers under this Section 2.1 and
under Section 2.2 to exceed Twenty Million Dollars ($20,000,000)
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(the "Maximum Amount").

(d) Lender is authorized to make Revolving Credit Loans
under this Agreement based upon telephonic or other instructions
received from anyone purporting to be an Authorized Officer of any
Borrower or, without instructions, if pursuant to Section 2.4 (d).
Each Borrower agrees to establish and maintain all operating
accounts with Lender for the purpose of receiving the proceeds of
the Revolving Credit Loans requested by such Borrower and made by
Lender hereunder. Unless otherwise agreed by Lender and Borrowers in
writing, any Revolving Credit Loan requested by any Borrower and
made by Lender hereunder shall be made to one of such operating
accounts. The proceeds of the Revolving Credit Loans made under this
Section 2.1 shall be used by each Borrower, consistent with this
Agreement, for each Borrower's general working capital purposes and,
with respect to PIA, for Permitted Acquisitions.

(e) Upon the Closing Date, each Borrower shall execute
and deliver a promissory note to Lender in the form of Exhibit 2.1
(e) attached hereto (the "Revolving Credit Notes") to evidence such
Borrower's unconditional obligation to repay Lender for all advances
made under the Revolving Credit, with interest as herein and therein
provided. Each advance under the Revolving Credit shall be deemed
evidenced by the Revolving Credit Note, which is deemed incorporated
herein by reference and made a part hereof.

(f) Subject to the terms of Section 3.3, the term of the
Revolving Credit shall expire on the third (3rd) anniversary of the
date of this Agreement (the "Revolving Credit Maturity Date"), on
which date all of the outstanding Revolving Credit Loans and other
Obligations of every kind whatsoever, unless having been sooner
accelerated pursuant to the terms hereof,

_19_

shall be due and payable in full, and as of and after which date no
further advances or extensions of credit shall be available from
Lender.

2.2 Letters of Credit.

(a) Subject to the terms and conditions of this
Agreement, Lender agrees to issue Standby L/C's for the account of a
Borrower (each, an "L/C") in an aggregate face amount not to exceed
the lesser of: (i) the Borrowing Base less the amount of outstanding
Revolving Credit Loans; or (ii) Two Million Dollars ($2,000,000).
Each L/C shall have an expiration date no later than sixty (60) days
prior to the date on which this Agreement is scheduled to terminate
under Section 3.3 hereof and all L/Cs shall be in form and substance
acceptable to Lender in its sole discretion. Lender shall not have
any obligation to issue L/Cs to the extent that the face amount of
all outstanding L/Cs plus the aggregate amount of the Revolving
Credit Loans outstanding pursuant to Section 2.1 would exceed the
Maximum Amount. The L/Cs issued under this Section 2.2 shall be used
by the account party Borrower, consistent with this Agreement, for
its general working capital purposes. If Lender is obligated to
advance funds under an L/C, the amount so advanced immediately shall
be deemed to be a Revolving Credit Loan made by Lender to the
account party Borrower pursuant to Section 2.1 and, thereafter,
shall bear interest at the rate then applicable under Section 2.4.

(b) Each Borrower hereby agrees to indemnify, save,
defend and hold Lender harmless from any loss, cost, expense, or
liability, including payments made by Lender, expenses, and
attorneys' fees incurred by Lender arising out of or in connection
with any L/Cs. Each Borrower agrees to be bound by Lender's
interpretation of any L/C issued by Lender to or for Borrowers'
account, even though this interpretation may be different from such
Borrower's own, and each Borrower understands and agrees that Lender
shall not be liable for any error, negligence, or mistake, whether
of omission or commission, in following any Borrower's instructions
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or those contained in the L/Cs or any modifications, amendments, or
supplements thereto.

(c) Borrowers will pay Lender upon the issuance of each
Standby L/C a fee equal to two percent (2.0%) per annum times the
face amount of such L/C. Service and other standard Lender charges,
commissions, fees and costs relating to L/Cs may be charged to
Borrowers' loan account at the time the service is rendered or the
cost is incurred.
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(d) Immediately upon the termination of this Agreement,
Borrowers agree either: (i) to provide cash collateral to be held by
Lender in an amount equal to the maximum amount of Lender's
obligations under all L/Cs, or (ii) to cause to be delivered to
Lender releases of all of Lender's obligations under all outstanding
L/Cs, including the return to Lender of all original, canceled L/Cs.
At Lender's discretion, any proceeds of Collateral received by
Lender may be held as the cash collateral required by this Section
2.2(d) .

2.3 Overadvances. If, at any time or for any reason, the amount

of Obligations owed by Borrowers to Lender pursuant to Sections 2.1 and 2.2 is
greater than either the dollar or percentage limitations set forth in Sections

2.1 or 2.2

cash,
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(an "Overadvance"), Borrowers immediately shall pay to Lender, in
the amount of such excess.

2.4 Interest; Rates, Payments, and Calculations.

(a) Initial Interest Rates. All Revolving Credit Loans
shall bear interest, at the applicable Borrower's option, at either
the LIBOR Based Rate or the Prime Based Rate as set forth below.

(i) Prime Based Rate. Subject to the terms
and conditions set forth below and unless subject to the
LIBOR Based Rate, all Obligations (other than contingent
reimbursement obligations owing to Lender under any
outstanding LC/s) shall bear interest at the Prime Based
Rate.

(ii) LIBOR Based Rate. Subject to the terms
and conditions set forth below and unless subject to the
Prime Based Rate, all Obligations (other than contingent
reimbursement obligations owing to Lender under any
outstanding L/Cs) shall bear interest at the LIBOR Based
Rate.

(iii) Additional Interest Provisions for
Prime Based Loans.

(A) The interest rate charged on
Prime Based Loans shall change on the same
day as Lender's Prime Rate may change from
time to time.
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(B) Interest on Prime Based

Loans shall be due and payable monthly, in
arrears, on the first day of each calendar
month, and shall be calculated on the basis
of a 360-day year for the actual number of
days elapsed, based upon the greater of Two
Million Dollars ($2,000,000) or the actual
average monthly balance of the Obligations
(other than contingent reimbursement
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LIBOR Based

obligations owing to Lender under any
outstanding L/Cs) .

(iv) Additional Interest Provisions for
Loans.

(A) Each LIBOR Based Loan must
be for an integral multiple of One Million
Dollars ($1,000,000), but not less than Two
Million Dollars ($2,000,000). There may be
only three (3) LIBOR Based Loans outstanding
at any one time.

(B) (1) LIBOR Based Loans shall
be selected for a period of either a thirty
(30) day, sixty (60) day, ninety (90) day or
one hundred eighty (180) day duration, as
the applicable Borrower may elect, during
which the LIBOR Based Rate is applicable (a
"LIBOR Interest Period"); provided, however:
(x) if a LIBOR Interest Period would
otherwise end on a day which shall not be a
Good Business Day, such LIBOR Interest
Period shall be extended to the next
succeeding Good Business Day, unless such
Good Business Day falls in another calendar
month, in which case such LIBOR Interest
Period shall end on the immediately
preceding Good Business Day subject to
clause (z) below; (y) interest shall accrue
from and including the first day of each
LIBOR Interest Period, to, but excluding,
the day on which such LIBOR Interest Period
expires; and (z) with respect to any LIBOR
Interest Period which begins on the last
Good Business Day of a calendar month (or on
a day for which there is no numerically
corresponding day in the calendar month at
the end of such LIBOR Interest Period), the
LIBOR Interest Period shall end on the last
Good Business Day of the applicable calendar
month. Interest on a LIBOR Based Loan shall
be due and payable in arrears on the first
day of each calendar month, provided that
all remaining accrued and unpaid interest on
each LIBOR Based Loan must be repaid in full
on the day the applicable LIBOR
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Interest Period expires. No LIBOR Interest
Period may end after the Revolving Credit
Maturity Date.

(2) Subject to all of the terms
and conditions applicable to a request that
all or a portion of a new Revolving Credit
Loan be a LIBOR Based Loan, the applicable
Borrower may extend a LIBOR Based Loan as of
the last day of its LIBOR Interest Period to
a new LIBOR Based Loan or may convert all or
a portion of the Prime Based Loans to a
LIBOR Based Loan. If the applicable Borrower
fails to notify Lender of the LIBOR Interest
Period for a new, renewed or converted LIBOR
Based Loan at least three (3) Good Business
Days prior to the last day of the then
current LIBOR Interest Period of an
outstanding LIBOR Based Loan, then such
outstanding LIBOR Based Loan shall become a
Prime Based Loan at the end of the current
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LIBOR Interest Period for such outstanding
LIBOR Based Loan and shall accrue interest
accordingly.

(C) The LIBOR Rate may be
automatically adjusted by Lender on a
prospective basis to take into account the
additional or increased cost of maintaining
any necessary reserves for Eurodollar
deposits or increased costs due to changes
in applicable law or regulation or the
interpretation thereof occurring subsequent
to the commencement of the then applicable
LIBOR Interest Period, including, but not
limited to, changes in tax laws (except
changes of general applicability in
corporate income tax laws as they affect
financial institutions) and changes in the
reserve requirements imposed by the Board of
Governors of the Federal Reserve System (or
any successor) that increase the cost to
Lender of funding a LIBOR Based Loan. Lender
shall promptly give Borrowers notice of such
a determination and adjustment, which
determination shall be prima facie evidence
of the correctness of the fact and the
amount of such adjustment.

(D) In the event that a Borrower
shall have requested the LIBOR Rate option
and Lender shall have reasonably determined
that Eurodollar deposits equal to the amount
of the principal of the requested LIBOR
Based Loan and for the LIBOR Interest Period
specified are unavailable, impractical or
unlawful, or that the rate based on the
LIBOR Rate
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will not adequately and fairly reflect the
cost of the LIBOR Based Rate applicable to
the specified LIBOR Interest Period, of
making or maintaining the principal amount
of the requested LIBOR Based Loan specified
by the applicable Borrower during the LIBOR
Interest Period specified, or that by reason
of circumstances affecting Eurodollar
markets, adequate and reasonable means do
not exist for ascertaining the rate based on
the LIBOR Rate applicable to the specified
LIBOR Interest Period, Lender shall promptly
give notice of such determination to the
applicable Borrower that the rate based on
the LIBOR Rate is not available. A
determination by Lender hereunder shall be
prima facie evidence of the correctness of
the fact and amount of such additional costs
or unavailability. Upon such a
determination, (1) the right of any Borrower
to select, convert to, or maintain a LIBOR
Based Loan at the rate based on the LIBOR
Rate shall be suspended until Lender shall
have notified the applicable Borrower that
such conditions shall have ceased to exist,
(2) Lender shall use reasonable efforts to
offer to the applicable Borrower a
replacement index at a rate with a margin
that gives Lender a comparable yield to the
LIBOR Rate option, and (3) the LIBOR Based
Loans subject to the requested LIBOR Rate
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option shall accrue interest at the Prime
Based Rate.

(E) In the event that, as a
result of any changes in applicable law or
regulation or the interpretation thereof, it
becomes unlawful for Lender to maintain
Eurodollar liabilities sufficient to fund
any LIBOR Based Loan subject to the LIBOR
Based Rate, then Lender shall immediately
notify Borrowers thereof and Lender's
obligation to make, convert to, or maintain
a LIBOR Based Loan at the LIBOR Based Rate
shall be suspended until such time as Lender
may again cause the LIBOR Based Rate to be
applicable to any LIBOR Based Loans and the
LIBOR Based Loans subject to the LIBOR Based
Rate shall accrue interest at the Prime
Based Rate. Promptly after becoming aware
that it is no longer unlawful for Lender to
maintain such Eurodollar liabilities, Lender
shall notify Borrowers thereof and such
suspension shall cease to exist.

(F) Each Borrower shall
indemnify, defend and hold Lender harmless
against any and all loss, liability, cost or
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expense Lender may sustain or incur as a
consequence of (1) any failure of any
Borrower to obtain, convert or extend any
LIBOR Based Loan after notice thereof has
been given to Lender or (2) any payment,
prepayment (voluntary or otherwise),
termination or conversion of a LIBOR Based
Loan made for any reason on a date other
than the last day of the applicable LIBOR
Interest Period; provided, however, any
Borrower may elect to require that Lender
avoid the incurrence of any loss, liability,
cost or expense pursuant to this clause (2)
by notifying Lender to deposit any such
payment or prepayment by any Borrower in a
non-interest-bearing deposit account with
Lender until the last day of the applicable
LIBOR Interest Period. Borrowers shall pay
to Lender the full amount payable under this
subsection (F) on demand by Lender.

(G) In the event that any
present or future law, rule, regulation,
treaty or official directive or the
interpretation or application thereof by any
central bank, monetary authority or
governmental authority, or the compliance
with any guideline or request of any central
bank, monetary authority or governmental
authority (whether or not having the force
of law) imposes, modifies or deems
applicable any reserve, special deposit, or
other similar requirement with respect to
LIBOR Based Loans, or commitments to make
such loans or advances by Lender, and the
result of any of the foregoing is to
increase the costs of Lender, reduce the
income receivable by or return on equity of
Lender or impose any expense upon Lender
with respect to any LIBOR Based Loans or
commitments to make such loans, Lender shall
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so notify Borrowers in writing. Upon notice
from Lender, Borrowers shall pay Lender the
amount of such increase in cost, reduction
in income, reduced return on equity or
capital, or additional expense after
presentation by Lender of a statement
concerning such increase in cost, reduction
in income, reduced return on equity or
capital, or additional expense. Such
statement shall set forth Lender's
calculation of the amount (in determining
such amount, Lender may use any reasonable
averaging and attribution methods), which
statement shall be prima facie evidence of
the correctness of the fact.
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(v) Requests for Loans. All requests by any
Borrower for a Prime Based Loan must be made by 1:00
p.m., Philadelphia time, on the date such requested
Prime Based Loan is to be made. All requests by any
Borrower for a LIBOR Based Loan (including renewals of
existing LIBOR Based Loans or conversions from a Prime
Based Loan), must be made by 1:00 p.m. Philadelphia
time, three (3) Good Business Days prior to the date of
such requested LIBOR Based Loan or conversion. Lender
may require that any Borrower accompany any request for
a LIBOR Based Loan or a Prime Based Loan with a written
confirmation of such request (including the amount so
requested) within one (1) Business Day after the date of
such request.

(vi) Limitation on LIBOR Based Loans. Upon
the occurrence of an Event of Default, Lender may, in
its sole discretion, eliminate the availability of LIBOR
Based Loans and convert all outstanding LIBOR Based
Loans to Prime Based Loans.

(b) Conditional, Performance-Based Interest Rate. The
LIBOR Based Rate and the Prime Based Rate each shall be subject to a
one-time reduction of one-eighth of one (1/8) percentage point which
shall apply if (i) Parent's audited financial statements for any
fiscal year delivered to Lender pursuant to Section 6.4 hereof
reflect that Parent and its Subsidiaries had positive Net Income for
such fiscal year of at least Two Hundred Fifty Thousand Dollars
($250,000), (ii) no Event of Default exists and (iii) Borrowers had
an aggregate average borrowing availability (excluding Eligible
Investment Property) for the preceding ninety-day period of at least
Four Million Dollars ($4,000,000).

(c) Default Rate. All Obligations (other than contingent
reimbursement obligations owing to Lender under any outstanding
L/Cs) shall bear interest at a rate equal to two (2) percentage
points above the interest rate applicable to the respective
Obligations from and after the occurrence and during the continuance
of either of the following events (collectively, the "Default
Pricing Events"): (i) an Event of Default; or (ii) an Overadvance.
From and after the occurrence and during the continuance of a
Default Pricing Event, the respective L/C fees provided in Section
2.2(c) each shall be increased by two percent (2%) per annum. A
Default Pricing Event shall no longer be continuing from and after
such time as (x) the Event of Default has been cured by Borrowers or
waived by Lender or this Agreement has been amended to eliminate
such Event of Default, in the case of a Default Pricing Event
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described in clause (i) of the first sentence of this Section
2.4(c), or (y) the Overadvance has been eliminated, in the case of a
Default Pricing Event described in clause (ii) of this Section
2.4(c).

(d) Payments. Each Borrower hereby authorizes Lender, at
its option, to charge all interest payable hereunder, all Lender
Expenses and all fees payable under Section 2.7 hereof to Borrowers'
Revolving Credit loan account, which amounts shall thereafter accrue
interest at the rate then applicable hereunder. Any interest not
paid when due shall be compounded by becoming a part of the
Obligations, and such interest shall thereafter accrue interest at
the rate then applicable hereunder.

(e) Continuation of Interest Charges. All contractual
rates of interest chargeable on outstanding Revolving Credit Loans,
regardless of the rate option, shall continue to accrue and be paid
even after default, maturity, acceleration, judgment, bankruptcy,
insolvency proceedings of any kind or the happening of any event or
occurrences similar or dissimilar.

(f) Applicable Interest Limitations. In no contingency
or event whatsoever shall the aggregate of all amounts deemed
interest hereunder and charged or collected pursuant to the terms of
this Agreement exceed the highest rate permissible under any law
which a court of competent jurisdiction shall, in a final
determination, deem applicable hereto. In the event that such court
determines Lender has charged or received interest hereunder in
excess of the highest applicable rate, Lender shall in its sole
discretion, apply and set off such excess interest received by
Lender against other Obligations due or to become due and such rate
shall automatically be reduced to the maximum rate permitted by such
law.

2.5 Collections, Disbursements and Borrowing Availability. Each
Borrower shall maintain one or more lockbox accounts (each a "Lockbox") with
Lender or another depository institution acceptable to Lender ("Lender's Lockbox
bank") and one or more non-interest bearing depository accounts (each a "Cash
Collateral Account") with Lender or Lender's Lockbox bank subject to the
provisions of this Section 2.5, and shall enter into one or more lockbox
agreements with Lender or one or more tri-party lockbox agreements with Lender
and Lender's Lockbox bank (the "Lockbox Agreements"), and such other agreements
related thereto as Lender may require. All collections of Accounts shall be paid
directly from Account Debtors into Lender's Lockbox from which collected funds
shall be transferred to Lender's Cash Collateral Account, and from which funds
shall be applied by Lender, daily, to reduce
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the outstanding Obligations under the Revolving Credit with future advances to
be made by Lender under the conditions set forth in this Section 2.5. In the
event that collections of Accounts and proceeds of other Collateral are received
at any time by any Borrower, such collections shall be held in trust for the
benefit of Lender and shall be remitted, in the form received, to Lender for
deposit in the Cash Collateral Account immediately upon receipt by such
Borrower. All funds transferred from the Cash Collateral Account shall, upon
application to any Borrower's Obligations to Lender, reduce the Revolving Credit
loan balance, but for the purpose of calculating interest, shall be subject to a
one (1) Business Day clearance period from the time such funds are transferred
from the Cash Collateral Account. No Borrower shall have a right of access to or
withdrawal from the Lockbox or Lender's Cash Collateral Account. At any time
prior to the occurrence of an Event of Default, if no Revolving Credit Loans are
outstanding, funds received in the Cash Collateral Account shall be transferred
to Borrowers' operating account with Lender. Anything to the contrary contained
herein notwithstanding, any wire transfer, check, or other item of payment
received by Lender after 1:00 p.m. Philadelphia time shall be deemed to have
been received by Lender as of the opening of business on the immediately
following Business Day. All returned or dishonored checks shall be debited from
such Borrower's operating account as of the date of receipt and deemed a
Revolving Credit Loan as of such date.



2.6 Statements of Obligations. Lender shall render to Borrowers
monthly statements of the Obligations, including principal, interest, fees, and
Lender Expenses owing, and, absent manifest error, such statements shall be
conclusively presumed to be correct and accurate and constitute an account
stated between Borrowers and Lender unless, within sixty (60) days after receipt
thereof by Borrowers, Borrowers deliver to Lender by registered or certified
mail at its address specified in Section 12, written objection thereto
describing the error or errors contained in any such statements.

2.7 Fees. Borrowers shall pay to Lender the following fees:

(a) Closing Fee. A one-time closing fee of One Hundred
Thousand Dollars ($100,000). Lender acknowledges prior receipt of
one-half of such fee from Borrowers in connection with the
acceptance of Lender's commitment letter dated October 28, 1998
respecting the financing contemplated hereunder. Borrowers shall pay
the remaining half of such fee on the first anniversary of the date
of this Agreement or upon the earlier termination of this Agreement.
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(b) Unused Line Fee. On the first Business Day of each
calendar month during the term of this Agreement, a fee, in respect
of the Revolving Credit, in an amount equal to the sum of (i)
three-eighths percent (0.375%) per annum times the first Five
Million Dollars ($5,000,000) of the Average Unused Portion of the
Maximum Amount for the immediately preceding month and (ii) one-half
percent (0.50%) per annum times the remainder of the Average Unused
Portion of the Maximum Amount for such preceding month.

(c) Field Examination Fees. Lender's customary fee of
Six Hundred Seventy-Five Dollars ($675) per day per examiner, plus
out-of-pocket expenses for each field examination of Borrowers
performed by Lender or its agents.

3. CONDITIONS TO EFFECTIVENESS: TERM OF AGREEMENT

3.1 Conditions Precedent to Initial Advance or L/C. The
obligation of Lender to make the initial Revolving Credit Loan or provide the
initial L/C hereunder is subject to the fulfillment, to the satisfaction of
Lender and its counsel, of each of the following conditions on or before the
Closing Date.

(a) the Closing Date shall occur on or before December
11, 1998;

(b) Lender shall have received UCC search reports
reflecting the filing of its UCC-1 Financing Statements with the
California Secretary of State's Office, and with such other filing
offices as Lender may deem necessary or advisable, and indicating
that Lender has a first priority security interest in all of the
Collateral consisting of personal property;

(c) Lender shall have received copies of each Borrower's
and Parent's Articles of Incorporation and By-laws, as amended,
modified, or supplemented to the Closing Date, certified by the
Secretary of such Borrower or Parent;

(d) Lender shall have received a certificate of
corporate status with respect to each Borrower and Parent, dated
within ten (10) days of the Closing Date, issued by the Secretary of
State of the state of incorporation of such Borrower and Parent,
which certificate shall indicate that such Borrower and Parent is in
good standing in such state;
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(e) Lender shall have received a certificate from the
Secretary of each Borrower and Parent attesting to the resolutions
of each Borrower's and Parent's Board of Directors authorizing such
Borrower's or Parent's execution and delivery of this Agreement and
the other Loan Documents to which such Borrower or Parent is a party
and authorizing specific officers of such Borrower and Parent to
execute such documents;

(f) Lender shall have received certificates of corporate
status with respect to each Borrower and Parent, each dated within
ten (10) days of the Closing Date, such certificates to be issued by
the Secretary of State of the states in which such Borrower's or
Parent's failure to be duly qualified or licensed as a foreign
corporation would have a material adverse effect on the financial
condition or assets of such Borrower or Parent, which certificates
shall indicate that such Borrower or Parent is in good standing as a
foreign corporation in such states;

(g) Lender shall have received the insurance
certificates and certified copies of policies required by Section
6.10 hereof, along with a 438BFU lender's loss payable endorsement,
all in form and substance satisfactory to Lender and its counsel;

(h) Lender shall have received each of the following
documents, duly executed, and each such document shall be in full
force and effect:

(1) this Agreement;

(2) the Lockbox Agreement (and Borrowers'
main operating deposit account shall have been
established with Lender);

(3) the Revolving Credit Note executed by
PIA;

(4) the Revolving Credit Note executed by
Retail Resources;

(5) the Guaranty executed by Parent;

(6) the Guaranty executed by PIA;
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(7) the Guaranty executed by Retail
Resources;

(8) the Guaranty executed by Pivotal Sales
Company, Inc.;

(9) the Guaranty executed by PIA
Merchandising, Ltd. and

(10) such control agreements, pledge
agreements, security agreements or other agreements as
Lender may require to create or perfect its security
interest in the Eligible Investment Property.

(i) Lender shall have received a landlord waiver from
the lessor of PIA's and Parent's facility located at 19900 MacArthur
Boulevard, Suite 900, Irvine, California 92612;

(3j) Lender shall have received an opinion of counsel to
Borrowers and each Guarantor in form and substance satisfactory to
Lender and its counsel in their sole discretion;

(k) the Excess Availability as determined by Lender, as
of the Closing Date, shall be not less than Four Million Dollars
($4,000,000) after giving effect to the initial Revolving Credit



Loan made or to be made and L/Cs issued or to be issued and to all
Lender Expenses incurred in connection with the initial transactions
hereunder, and excluding cash and cash equivalents;

(1) Borrowers shall have aggregate cash and cash
equivalents of not less than Seven Million Five Hundred Thousand
Dollars ($7,500,000);

(m) Lender shall have received such financial
statements, reports, certifications and other operational
information required to be delivered hereunder, including, without
limitation, an initial Borrowing Base Certificate calculating the
Borrowing Base;

(n) Lender shall have received a certification by an
officer of each Borrower that (i) there has not occurred any
material adverse change in the operations, condition (financial or
otherwise) or business prospects of such Borrower from the
information presented to Lender on Parent and its Subsidiaries'
financial statements dated June 30, 1998 and projected through

December 31, 2001; (ii) all representations and warranties of such
Borrower
_31_
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contained herein are true and correct as of the Closing Date; (iii)

no Event of Default, or event which, with the giving of notice or
the passage of time or both, would constitute an Event of Default,
has occurred; and (iv) all of the other conditions specified in
Section 3 of this Agreement have been fulfilled;

(o) Lender shall have received payment by Borrowers of
all fees required to be paid to Lender prior to the Closing Date and
of all Lender Expenses associated with the Revolving Credit Loans
incurred prior to the Closing Date;

(p) Lender shall have conducted and been satisfied with
the results of its "take-over" field examination;

(q) Lender shall have received satisfactory reference
checks with respect to each Borrower, Parent and their management;

(r) Lender shall have received and been satisfied with
its review of (i) the audited financial statements for Parent and
its Subsidiaries' fiscal year ended on December 31, 1997, which
audited financial statements shall have been prepared by an
accounting firm acceptable to Lender, and (ii) Parent and its
Subsidiaries' most recent consolidated projections, which shall have
included balance sheets, profit and loss statements, cash receipts
and disbursements and borrowing availability prepared on a monthly
basis, and the foregoing items shall not have revealed the
occurrence of any material adverse change in the financial condition
of such Borrower;

(s) Lender shall have received satisfactory consolidated
projections for Parent's and its Subsidiaries' 1999 fiscal year of
the type described in Section 6.15; and

(t) all other documents and legal matters in connection
with the transactions contemplated by this Agreement shall have been
delivered or executed or recorded and shall be in form and substance
satisfactory to Lender and its counsel.

3.2 Conditions Precedent to All Loans and L/Cs. The following
shall be conditions precedent to all Revolving Credit Loans and L/Cs hereunder:

(a) the representations and warranties contained in this
Agreement and the other Loan Documents shall be true and correct in
all
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respects on and as of the date of such Revolving Credit Loan or L/C,
as though made on and as of such date (except to the extent that
such representations and warranties relate solely to an earlier
date);

(b) no Event of Default or event which with the giving
of notice or passage of time would constitute an Event of Default
shall have occurred and be continuing on the date of such Revolving
Credit Loan or L/C, nor shall either result from the making thereof;
and

(c) no injunction, writ, restraining order, or other
order of any nature prohibiting, directly or indirectly, the making
of such Revolving Credit Loan or the issuance of such L/C shall have
been issued and remain in force by any governmental authority
against any Borrower, Lender, or any of their affiliates.

3.3 Term; Automatic Renewal. The term ("Initial Term") of the
Revolving Credit shall expire on the Revolving Credit Maturity Date. On such
date, all of the outstanding Obligations under the Revolving Credit, unless
having been sooner demanded by Lender pursuant to the terms hereof or of the
Revolving Credit Notes, shall be due and payable in full and after which due
date no further advances or extensions of credit shall be available from Lender.
The Revolving Credit shall nonetheless automatically renew for one (1) year from
the expiration of the Initial Term and from year to year thereafter unless (i)
Borrowers or Lender (each in their respective sole discretion) notifies the
other in writing of the termination of the Revolving Credit at least ninety (90)
days prior to the end of the then current term; or (ii) an Event of Default or
event which, with the passage of time or giving of notice, or both, would become
an Event of Default hereunder has occurred and is continuing.

3.4 Effect of Termination. On the date of termination, all
Obligations (including contingent reimbursement obligations under any
outstanding L/Cs) shall become immediately due and payable without notice or
demand. No termination of this Agreement, however, shall relieve or discharge
any Borrower of such Borrower's duties, Obligations, or covenants hereunder, and
Lender's continuing security interest in the Collateral shall remain in effect
until all Obligations have been fully discharged and Lender's obligation to
provide advances hereunder is terminated. If Borrowers have sent a notice of
termination pursuant to the provisions of Section 3.3, but fail to pay all
Obligations as of the date set forth in such notice, then Lender may, but shall
not be required to, renew this Agreement for an additional term of one (1) year.
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3.5 Early Termination by Borrowers. Notwithstanding the
provisions of Section 3.3 that allow termination of this Agreement by Borrowers
only on the Revolving Credit Maturity Date and certain anniversaries thereof,
Borrowers (collectively and not separately) have the option, upon ninety (90)
days prior written notice to Lender, to terminate this Agreement by paying to
Lender, in cash, the Obligations, (including any contingent reimbursement
obligations of Lender under any L/Cs), together with a premium (the "Early
Termination Premium") equal to the following percentage of the total committed
credit facilities hereunder (i.e., $20,000,000) at the time of early
termination:

Percentage of Total
Date of Termination Committed Credit Facilities

1. Prior to the first 1.0%
anniversary of the date of
this Agreement



2. After the first anniversary 0.50%
of the date of this
Agreement

provided, however, Borrowers shall not be obligated to pay any Early Termination
Premium to Lender in connection with a refinancing of the Obligations by the
Middle Market Banking Department of either Mellon Bank, N.A. or Mellon 1st
Business Bank occurring after the eighteenth (18th) month of the term of this
Agreement; provided, further, however, if any Borrower subsequently terminates
its credit facilities with the Middle Market Banking Department of either Mellon
Bank, N.A. or Mellon 1lst Business Bank prior to the Revolving Credit Maturity
Date, Borrowers shall be obligated to pay an Early Termination Premium to the
Middle Market Banking Department of Mellon Bank, N.A. or Mellon lst Business
Bank, as applicable, in accordance with the premium schedule set forth above.

3.6 Termination Upon Event of Default. If Lender terminates this
Agreement upon the occurrence of an Event of Default, in view of the
impracticability and extreme difficulty of ascertaining actual damages and by
mutual agreement of the parties as to a reasonable calculation of Lender's lost
profits as a result thereof, Borrowers shall pay to Lender upon the effective
date of such termination, a premium in an amount equal to the Early Termination
Premium. The Early Termination Premium shall be presumed to be the amount of
damages sustained by Lender as the result of the early termination, and each
Borrower agrees that it is reasonable under the
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circumstances currently existing. The Early Termination Premium provided for in
this Section 3.6 shall be deemed included in the Obligations.

4. CREATION OF SECURITY INTEREST

4.1 Grant of Security Interest. Each Borrower hereby grants to
Lender a continuing security interest in all currently existing and hereafter
acquired or arising Collateral in order to secure prompt repayment of any and
all Obligations and in order to secure prompt performance by each Borrower of
each of its covenants and duties under the Loan Documents. Lender's security
interest in the Collateral shall attach to all Collateral without further act on
the part of Lender or any Borrower.

4.2 Negotiable Collateral. In the event that any Collateral,
including proceeds, is evidenced by or consists of Negotiable Collateral, such
Borrower shall, immediately upon the request of Lender, endorse and assign such
Negotiable Collateral to Lender, deliver physical possession of such Negotiable
Collateral to Lender and/or take such action as Lender shall require to permit
Lender to exercise control over intangible Negotiable Collateral.

4.3 Collection of Accounts, General Intangibles, Negotiable
Collateral. At any time, Lender or Lender's designee may: (a) upon an Event of
Default, notify customers or Account Debtors of any Borrower that the Accounts,
General Intangibles, or Negotiable Collateral have been assigned to Lender or
that Lender has a security interest therein; (b) collect the Accounts, General
Intangibles, and Negotiable Collateral directly and charge the collection costs
and expenses to Borrowers' loan account. Each Borrower agrees that it will hold
in trust for Lender, as Lender's trustee, any cash receipts, checks, and other
items of payment that it receives on account of the Accounts, General
Intangibles, or Negotiable Collateral and immediately will deliver such cash
receipts, checks, and other items of payment to Lender in their original form as
received by such Borrower.

4.4 Delivery of Additional Documentation Required. Each Borrower
shall execute and deliver to Lender, prior to or concurrently with Borrowers'
execution and delivery of this Agreement and at any time thereafter at the
request of Lender, all financing statements, continuation financing statements,
fixture filings, security agreements, chattel mortgages, pledges, assignments,
endorsements of certificates of title, applications for title, affidavits,
reports, notices, schedules of accounts, letters of authority, and all other
documents that Lender may reasonably request, in form satisfactory to Lender, to
perfect and continue perfected Lender's security interests in
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the Collateral and in order to fully consummate all of the transactions
contemplated hereby and under the other Loan Documents.

4.5 Power of Attorney. Each Borrower hereby irrevocably makes,
constitutes, and appoints Lender (and any of Lender's officers, employees, or
agents designated by Lender) as such Borrower's true and lawful attorney, with
power to: (a) sign the name of such Borrower on any of the documents described
in Section 4.4 or on any other similar documents to be executed, recorded, or
filed in order to perfect or continue perfected Lender's security interest in
the Collateral; (b) sign such Borrower's name on any invoice or bill of lading
relating to any Account, drafts against Account Debtors, schedules and
assignments of Accounts, verifications of Accounts, and notices to Account
Debtors; (c) send requests for verification of Accounts; (d) endorse such
Borrower's name on any checks, notices, acceptances, money orders, drafts, or
other items of payment or security that may come into Lender's possession; (e)
at any time that an Event of Default has occurred, notify the post office
authorities to change the address for delivery of such Borrower's mail to an
address designated by Lender, to receive and open all mail addressed to such
Borrower, and to retain all mail relating to the Collateral and forward copies
of all returned mail and originals of all other mail to such Borrower; (f) at
any time that an Event of Default has occurred or Lender deems itself insecure,
make, settle, and adjust all claims under such Borrower's policies of insurance
and make all determinations and decisions with respect to such policies of
insurance; and (g) at any time that an Event of Default has occurred or Lender
deems itself insecure, settle and adjust disputes and claims respecting the
Accounts directly with Account Debtors, for amounts and upon terms which Lender
determines to be reasonable, and Lender may cause to be executed and delivered
any documents and releases which Lender determines to be necessary. The
appointment of Lender as such Borrower's attorney, and each and every one of
Lender's rights and powers, being coupled with an interest, is irrevocable until
all of the Obligations have been fully repaid and performed and Lenders
obligation to provide advances hereunder is terminated.

5. REPRESENTATIONS AND WARRANTIES
Each Borrower represents and warrants to Lender as follows:

5.1 No Prior Encumbrances. Each Borrower has good and
indefeasible title to the Collateral, free and clear of liens, claims, security
interests, or encumbrances except for Permitted Liens.
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5.2 Eligible Accounts. The Eligible Accounts are, and at all
times, hereafter shall be, bona fide existing obligations created by the sale
and delivery of Inventory or the rendition of services to Account Debtors in the
ordinary course of such Borrower's business, unconditionally owed to such
Borrower without defenses, disputes, offsets, counterclaims, or rights of return
or cancellation. The property giving rise to such Eligible Accounts has been
delivered to the Account Debtor, or to the Account Debtor's agent for immediate
shipment to and unconditional acceptance by the Account Debtor. No Borrower has,
and at all times hereafter, shall not have, received notice of actual or
imminent bankruptcy, insolvency or of a material adverse change in the financial
condition of any Account Debtor at the time an Account due from such Account
Debtor is created.

5.3 Intentionally Deleted.

5.4 Location of Inventory and Equipment. The Inventory and
Equipment are not now and shall not at any time hereafter be stored with a
bailee, warehouseman, or similar party without prior notice to and the written
consent of Lender. Except as provided in the preceding sentence, and except for
laptop computers removed from such locations by employees of Borrowers for use
at home or on travel in the ordinary course of business, Borrowers shall keep



the Inventory and Equipment only at the locations listed on Schedule 5.4 hereto.

5.5 Inventory Records. Each Borrower now keeps, and hereafter at
all times shall keep, correct and accurate records itemizing and describing the
kind, type, quality, and quantity of the Inventory, and such Borrower's cost
therefor.

5.6 Location of Chief Executive Office. The chief executive
office of each Borrower is located at the address indicated in the introduction
to this Agreement and each Borrower covenants and agrees that it will not,
without thirty (30) days prior written notification to Lender, relocate such
chief executive office.

5.7 Due Authorization and Qualification; Subsidiaries. Each
Borrower is and shall at all times hereafter be duly organized and existing and
in good standing under the laws of the State of California and qualified and
licensed to do business in, and in good standing in, any state in which the
conduct of its business or its ownership of property requires that it be so
qualified, except to the extent that the failure to be so qualified would not be
reasonably likely to have a Material Adverse Effect. Schedule 5.7, as such
Schedule hereafter may be amended from time to time to reflect future acquired
or created Subsidiaries, sets forth a complete and correct list of the Parent
and
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its Subsidiaries, indicating in each case the outstanding capital stock of such
Subsidiary and the holder of such capital stock.

5.8 Due Authorization; No Conflict. The execution, delivery, and
performance of the Loan Documents are within each Borrower's and Parent's
corporate powers, have been duly authorized, and are not in conflict with nor
constitute a breach of any provision contained in such Borrower's or Parent's
Articles of Incorporation, or By-laws, nor will they constitute an event of
default under any material agreement to which any Borrower or Parent is a party
or by which its assets or properties may be bound.

5.9 Litigation. Except as disclosed on Schedule 5.9, there are no
actions or proceedings pending by or against any Borrower or Parent or any of
its Subsidiaries before any court or administrative agency and Borrowers do not
have knowledge or belief of any pending, threatened, or imminent litigation,
governmental investigations, or claims, complaints, actions, or prosecutions
involving any Borrower or Parent or any of its Subsidiaries or any Guarantor of
the Obligations, except for ongoing collection matters in which a Borrower is
the plaintiff.

5.10 No Material Adverse Change in Financial Condition. All
financial statements relating to Parent and its Subsidiaries, including any
Borrower that have been or may hereafter be delivered to Lender have been
prepared in accordance with GAAP and fairly present Parent and its Subsidiaries'
consolidated financial condition as of the date thereof and Parent and its
Subsidiaries' consolidated results of operations for the period then ended.
There has not been a material adverse change in the financial condition of
Parent and its Subsidiaries, including any Borrower since the date of the latest
financial statements submitted to Lender on or before the Closing Date.

5.11 Solvency. Each Borrower's assets at a fair valuation exceed
the amount of all of its debts at a fair valuation, and each Borrower is able to
pay all of its debts (including trade debts and contingent liabilities) as they
become due, and each Borrower has sufficient capital to conduct its business.

5.12 ERISA.

(a) No Borrower has engaged in any transaction in
connection with which such Borrower or any of its ERISA Affiliates
could be subject to either a civil penalty assessed pursuant to
Section 502 (i) of ERISA or a tax imposed by Section 4975 of the I.R.
Code, including any accumulated funding
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deficiency described in Section 5.12(c) hereof and any deficiency
with respect to vested accrued benefits described in Section 5.12(d)
hereof.

(b) No liability to the PBGC has been or is expected by
any Borrower to be incurred with respect to any employee pension
benefit plan of any Borrower or any of its ERISA Affiliates. There
has been no reportable event (within the meaning of Section 4043 (b)
of ERISA) or any other event or condition with respect to any
employee pension benefit plan of any Borrower or any of its ERISA
Affiliates which presents a risk of termination of any such plan by
the PBGC.

(c) Full payment has been made of all amounts which any
Borrower or any of its ERISA Affiliates is required under Section
302 of ERISA and Section 412 of the I.R. Code to have paid under the
terms of each employee pension benefit plan as contributions to such
plan as of the last day of the most recent fiscal year of such plan
ended prior to the date hereof, and no accumulated funding
deficiency (as defined in Section 302 of ERISA and Section 412 of
the I.R. Code), whether or not waived, exists with respect to any
employee pension benefit plan, including any penalty or tax
described in Section 5.12(a) hereof and any deficiency with respect
to vested accrued benefits described in Section 5.12(d) hereof.

(d) The current value of all vested accrued benefits
under all employee pension benefit plans maintained by any Borrower
that are subject to Title IV of ERISA does not exceed the current
value of the assets of such plans allocable to such vested accrued
benefits, including any penalty or tax described in Section 5.12(a)
hereof and any accumulated funding deficiency described in Section
5.12(c) hereof. The terms "current value" and "accrued benefit" have
the meanings specified in ERISA.

(e) Except as set forth in Schedule 5.12(e) attached
hereto, neither any of the Borrowers nor any of the ERISA Affiliates
is or has ever been obligated to contribute to any "multiemployer
plan” (as such term is defined in Section 4001 (a) (3) of ERISA) that
is subject to Title IV of ERISA.

5.13 Environmental Condition.

(a) Except as set forth on Schedule 5.13 hereto, no
Borrower has generated, used, stored, treated, transported,
manufactured, handled, produced or disposed of any Hazardous
Materials, on or off its premises
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(whether or not owned by it) in any manner which at any time
violates any applicable Environmental Law or any license, permit,
certificate, approval or similar authorization thereunder, and the
operations of each Borrower complies in all material respects with
all Environmental Laws and all licenses, permits, certificates,
approvals and similar authorizations thereunder.

(b) Except as set forth on Schedule 5.13 hereto, there
has been no investigation, proceeding, complaint, order, directive,
claim, citation or notice by any governmental authority or any other
person nor is any pending or to the best of Borrowers' knowledge
threatened, with respect to any non-compliance with or violation of
the requirements of any Environmental Law by any Borrower or the
release, spill or discharge, threatened or actual, of any Hazardous
Material or the generation, use, storage, treatment, transportation,
manufacture, handling, production or disposal of any Hazardous
Materials or any other environmental, health or safety matter, which
affects any Borrower or its business, operations or assets or any



properties at which any Borrower has transported, stored or disposed
of any Hazardous Materials.

(c) No Borrower has material liability (contingent or
otherwise) in connection with a release, spill or discharge,
threatened or actual, of any Hazardous Materials or the generation,
use, storage, treatment, transportation, manufacture, handling,
production or disposal of any Hazardous Materials.

(d) Each Borrower has all licenses, permits,
certificates, approvals or similar authorizations required to be
obtained or filed in connection with the operations of such Borrower
under any Environmental Law and all of such licenses, permits,
certificates, approvals or similar authorizations are valid and in
full force and effect.

5.14 Patents, Copyrights and Trademarks. All of each Borrower's
registered trademarks and copyrights and issued or applied for patents are
listed in Schedule 5.14 hereto, if attached.

5.15 Reliance by Lender; Cumulative. Each warranty and
representation contained in this Agreement shall be automatically deemed
repeated with each advance or issuance of an L/C and shall be conclusively
presumed to have been relied on by Lender regardless of any investigation made
or information possessed by Lender. The warranties and representations set forth
herein shall be cumulative and in addition to
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any and all other warranties and representations that any Borrower shall now or
hereinafter give, or cause to be given, to Lender.

5.16 Governmental Consent. Neither the nature of any Borrower or
such Borrower's business, assets or properties, nor any relationship between any
Borrower and any third party, nor any circumstance affecting any Borrower in
connection with this Agreement is such as to require a consent, approval or
authorization of, or filing, registration or qualification with, any
governmental authority on the part of such Borrower in conjunction with the
execution and delivery of this Agreement or the other Loan Documents.

5.17 Taxes. All tax returns required to be filed by Parent and
its Subsidiaries, including each Borrower in any jurisdiction have in fact been
filed, and all taxes, assessments, fees and other governmental charges upon
Parent and its Subsidiaries, including each Borrower, or upon any of any of
their assets, property, income or franchises, which are due and payable have
been paid, except for those taxes being contested in good faith with due
diligence by appropriate proceedings for which appropriate reserves have been
maintained under GAAP. Parent and Borrowers are not aware of any proposed
additional tax assessment or tax to be assessed against or applicable to Parent
and its Subsidiaries, including any Borrower.

5.18 Financial Statements. The audited financial statements for
Parent's fiscal year ended December 31, 1997 previously delivered to Lender,
were prepared in accordance with GAAP, and present fairly the financial position
of Parent and its Subsidiaries as of such date and the results of Parent's and
its Subsidiaries' operations for such period. The fiscal year and each fiscal
quarter of Parent and its Subsidiaries is as set forth in Schedule 5.18 attached
hereto. The federal tax identification number of PIA is 95-4001109; the federal
tax identification number of Retail Resources is 95- 4236931; and the federal
tax identification number of Parent is 33-0684451.

5.19 Full Disclosure. Neither the financial statements referred
to in Section 5.18, nor this Agreement or the other Loan Documents or any
written statement furnished by any Borrower or Parent to Lender in connection
with the negotiation hereof and contained in any financial statements or
documents relating to the Collateral contain any untrue statement of a material
fact or omit a material fact necessary to make the statements contained therein
or herein in light of the circumstances when made not misleading. There is no
fact known to any executive officer of any Borrower which such Borrower has not
disclosed to Lender in writing, which materially affects adversely or may
materially affect adversely the assets,
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properties,
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business or financial condition or the ability of such Borrower to

perform under this Agreement.
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date hereof,

5.20 Guarantees, Contracts, etc.

(a) No Borrower or Parent owns or holds any equity or
long term debt investments in, have any outstanding advances to, has
any outstanding guarantees for the obligations of, or has any
outstanding borrowings from, any third party except as described in
Schedule 5.20, attached hereto;

(b) No Borrower is a party to any contract or agreement,
or subject to any charter or other corporate restriction, which
presently materially and adversely affects its business;

(c) Except as otherwise specifically provided in this
Agreement, no Borrower has agreed or consented to cause or permit
any of its assets or properties whether now owned or hereafter
acquired to be subject in the future (upon the happening of a
contingency or otherwise), to a lien or security interest not
permitted by this Agreement;

5.21 Government Regulations, etc.

(a) The use of the proceeds of the Loans and Borrowers'
issuance of the Revolving Credit Notes will not directly or
indirectly violate or result in a violation of the Securities Act of
1933 or the Securities Exchange Act of 1934, as amended, or any
regulations issued pursuant thereto, including, without limitation,
Regulations U, T and X of the Board of Governors of the Federal
Reserve System, 12 C.F.R., Chapter II. Except as disclosed to lender
in connection with any Permitted Acquisition, no Borrower owns or
intends to carry or purchase any "margin security" within the
meaning of such Regulations;

(b) Each Borrower has obtained all licenses, permits,
franchises or other authorizations necessary to the ownership of its
assets and properties and to the conduct of its business, which
violation or failure to obtain is reasonably likely to materially
adversely affect the business, assets, properties or financial
condition of such Borrower or the ability of such Borrower to
perform under this Agreement;

(c) No Borrower is in violation of any applicable
statute,
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regulation or ordinance of the United States of America, or of any
state, city, town, municipality, county or of any other
jurisdiction, or of any agency thereof (including without
limitation, environmental laws and regulations), which is reasonably
likely to materially and adversely affect the business, assets,
properties, or financial condition of such Borrower or the ability
of such Borrower to perform under this Agreement;

(d) Each Borrower and Parent are current with all
reports and documents required to be filed with any state or federal
securities commission or similar agency and is in full compliance in
all material respects with all applicable rules and regulations of
such commission;

5.22 Business Interruptions. Within five (5) years prior to the
neither the business, assets, properties or operations of any

Borrower have been materially and adversely affected in any way by any casualty,

strike,

lockout, combination of workers, order of the United States of America

or any state, or local government, or any political subdivision or agency



thereof, directed against any Borrower. To any Borrower's knowledge, there are
no pending or threatened labor disputes, strikes, lockouts or similar
occurrences or grievances affecting the business being operated by any Borrower;

5.23 Names. Within five (5) years prior to the Closing Date,
neither any Borrower nor any predecessor into or with which any Borrower has
merged or consolidated, has conducted business under or used any other name
(whether corporate or assumed) except for the names shown on Schedule 5.23
attached hereto. Borrowers are the sole owners of all names listed on such
Schedule 5.23, and any and all business conducted and all invoices issued in
such trade names are such Borrower's sales, business and invoices;

5.24 Other Associations. Neither Parent nor any Borrower is
engaged in any joint venture or partnership with any third person except as
described on Schedule 5.24 hereto;

5.25 Regulation O. No director, executive officer or principal
shareholder of any Borrower or of Parent is a director, executive officer or
principal shareholder of Lender. For the purposes hereof, the terms "director"
(when used with reference to Lender), executive officer" and "principal
shareholder" have the respective meanings assigned thereto in Regulation O
issued by the Board of Governors of the Federal Reserve System.
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5.26 Capital Stock. As of the date hereof, the authorized and
outstanding capital stock of each Borrower is as set forth on Schedule 5.26
attached hereto. All such capital stock of each Borrower has been duly and
validly authorized and issued and is fully paid and nonassessable and has been
sold and delivered to the holders thereof in compliance with, or under valid
exemption from, all federal and state laws and the rules and regulations of all
regulatory bodies thereto governing the sale and delivery of securities. Except
for the rights, obligations and transactions set forth in Schedule 5.26, as of
the date hereof, there are no subscriptions, warrants, options, calls,
commitments, rights or agreements by which any Borrower is bound relating to the
issuance, transfer, voting or redemption of shares of its capital stock or any
pre-emptive rights held by any person with respect to the shares of capital
stock of such Borrower. Further, as of the date hereof, no Borrower has issued
any securities convertible into or exchangeable for shares of its capital stock
or any options, warrants or other rights to acquire such shares or securities
convertible into or exchangeable for such shares except as set forth on Schedule
5.26.

5.27 Year 2000 Compliance. Each Borrower and Parent have
performed all acts reasonably necessary to ensure that (a) such Borrower and
Parent and any business in which such Borrower or Parent holds a substantial
interest, and (b) all customers, suppliers and vendors that are material to such
Borrower's business, become Year 2000 Compliant in a timely manner. Such acts
have included, without limitation, performing comprehensive review and
assessment of all of each Borrower's and Parent's systems and adopting a
detailed plan, with itemized budget, for the remediation, monitoring and testing
of such systems. As used herein, the term "Year 2000 Compliant" means, in regard
to any entity, that all software, hardware, firmware, equipment, goods or
systems utilized by or material to the business operations or financial
condition of such entity, will properly perform date sensitive functions before,
during and after the year 2000.

5.28 Financing Statements. Except for those set forth in Schedule
P-1 attached hereto, no Borrower or Guarantor has executed any Uniform
Commercial Code financing statements.

6. AFFIRMATIVE COVENANTS

Each Borrower and Parent, as applicable, covenant and agree that, so
long as any credit hereunder shall be available and until payment in full of the
Obligations, and unless Lender shall otherwise consent in writing, each Borrower
and Parent, as applicable, shall do all of the following:

44

51



6.1 Accounting System. Parent and each Borrower at all times
hereafter shall maintain a standard and modern system of accounting in
accordance with GAAP with ledger and account cards or computer tapes, discs,
printouts, and records pertaining to the Collateral which contain information as
from time to time may be requested by Lender. Each Borrower also shall keep
proper books of account showing all sales, claims, and allowances on its
Inventory.

6.2 Collateral Reports. Each Borrower shall deliver to Lender, no
later than fifteen (15) Business Days after the end of each fiscal month until
January 31, 1999, and thereafter, no later than fifteen (15) calendar days after
the end of each month, a detailed aging, by total, of its Accounts and a summary
aging, by vendor, of all accounts payable. Each Borrower shall deliver to
Lender, at least weekly by the second Business Day of the succeeding week,
reports of collections with respect to its Accounts. Each Borrower also shall
deliver to Lender, no later than seven (7) Business Days after the end of each
month, monthly reports of sales, credit adjustments and all other information
pertaining to current balances with respect to its Accounts, all in a form
satisfactory to Lender. At its option after January 1, 1999, Lender may require
weekly reporting of all of the information respecting the Accounts described in
the immediately preceding sentence. Upon the occurrence of an Event of Default,
original sales invoices evidencing daily sales shall be mailed by each Borrower
to each Account Debtor with a copy to Lender, and, at Lender's direction, the
invoices shall indicate on their face that the Account has been assigned to
Lender and that all payments are to be made directly to Lender.

6.3 Schedules of Accounts. With such regularity as Lender shall
require, Borrowers shall provide Lender with schedules describing all Accounts.
Lender's failure to request such schedules or any Borrower's failure to execute
and deliver such schedules shall not affect or limit Lender's security interest
or other rights in and to the Accounts.

6.4 Financial Statements, Reports, Certificates. Parent and
Borrowers agree to deliver to Lender: (a) as soon as available, but in any event
before the last day of the immediately subsequent fiscal month after the end of
each fiscal month during each of Parent's and its Subsidiaries' fiscal years, a
company-prepared consolidated and consolidating balance sheet, income statement
and cash flow statement covering Parent's and its Subsidiaries' consolidated
operations during such period, prepared in accordance with GAAP and compared to
Borrowers' projections and to Parent's and its Subsidiaries' prior fiscal year
on a month-to-date and year-to-date basis; (b) as soon as available, but in any
event within ninety (90) days after the end of each of Parent's and its
Subsidiaries' fiscal years, consolidated and consolidating financial statements
of
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Parent and its Subsidiaries for each such fiscal year, audited by a "big five
firm" or such other independent certified public accountants acceptable to
Lender and certified, without any qualifications, by such accountants to have
been prepared in accordance with GAAP, together with a certificate of such
accountants addressed to Lender stating that such accountants do not have
knowledge of the existence of any event or condition constituting an Event of
Default, unless such certification is included within the audited financial
statements. Such audited financial statements shall include a consolidated and
consolidating balance sheet, profit and loss statement, and cash flow statement,
and such accountants' opinion letter and letter to management. Borrowers and
Parent shall issue written instructions to their independent certified public
accountants, authorizing them to communicate with Lender and to release to
Lender whatever financial information concerning any Borrower or Parent and its
Subsidiaries that Lender may request, provided, Lender shall attempt to first
obtain any such information directly from Borrowers and Parent.

Within thirty (30) days after the end of each fiscal month, each
Borrower and Parent shall deliver to Lender a certificate signed by its chief
financial officer, substantially in the form of Exhibit 6.4 hereto, to the
effect that: (a) all reports, statements, or computer prepared information of
any kind or nature delivered or caused to be delivered to Lender hereunder have
been prepared in accordance with GAAP and fully and fairly present the
consolidated financial condition of Parent and its Subsidiaries; (b) such
Borrower and Parent are in timely compliance with all representations,



warranties, and covenants hereunder (including all of the financial covenants
set forth in Section 6.12, as to which such certificate shall demonstrate such
compliance); and (c) on the date of delivery of such certificate to Lender there
does not exist any condition or event which constitutes an Event of Default.

Each Borrower and Parent hereby irrevocably authorizes and directs
all auditors, accountants, or other third parties to deliver to Lender, at
Borrowers' expense, copies of such Borrower's and Parent's financial statements,
papers related thereto, and other accounting records of any nature in their
possession, and to disclose to Lender any information they may have regarding
such Borrower's business affairs and financial conditions; provided, Lender
shall attempt to obtain any such information directly from such Borrower or
Parent.

6.5 Tax Returns. Borrowers and Parent agree to deliver to Lender
copies of each of Parent's consolidated future federal income tax returns, and
any amendments thereto, within thirty (30) days of the filing thereof with the
Internal Revenue Service.
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6.6 Disputes and Claims. Each Borrower shall report promptly to
Lender all disputes and claims by such Borrower's Account Debtors involving an
amount in excess of $100,000 individually or $250,000 in the aggregate.

6.7 Title to Egquipment. Upon Lender's request, Borrowers shall
immediately deliver to Lender, properly endorsed, any and all evidences of
ownership of, certificates of title, or applications for title to, any items of
Equipment.

6.8 Maintenance of Equipment. Each Borrower shall keep and
maintain its Equipment in good operating condition and repair, and make all
necessary replacements thereto so that the value and operating efficiency
thereof shall at all times be maintained and preserved. No Borrower shall permit
any item of Equipment to become a fixture to real estate or an accession to
other property, and the Equipment is now and shall at all times remain personal
property.

6.9 Taxes. All assessments and taxes, whether real, personal, or
otherwise, due or payable by, or imposed, levied, or assessed against Parent and
its Subsidiaries or any of their properties have been paid, and shall hereafter
be paid in full, before delinquency or before the expiration of any extension
period. Parent and its Subsidiaries shall make due and timely payment or deposit
of all federal, state, and local taxes, assessments, or contributions required
by law, and will execute and deliver to Lender, on demand, appropriate
certificates attesting to the payment or deposit thereof. Parent and its
Subsidiaries will make timely payment or deposit of all tax payments and
withholding taxes required of it by applicable laws, including those laws
concerning F.I.C.A., F.U.T.A., State disability, and local, state, and federal
income taxes, and will, upon request, furnish Lender with proof satisfactory to
Lender indicating that Parent and its Subsidiaries have made such payments or
deposits.

6.10 Insurance.

(a) Each Borrower, at its expense, shall keep the
Collateral insured against loss or damage by fire, flood (if
Borrower's facilities are located in a flood plain), theft,
explosion, sprinklers, and all other hazards and risks. Each
Borrower also shall maintain business interruption, public
liability, product liability and property damage insurance relating
to such Borrower's ownership and use of the Collateral, as well as
insurance against larceny, embezzlement, and criminal
misappropriation.

(b) All such policies of insurance shall be in such

form, with such companies, and in such amounts as may be
satisfactory to Lender. All
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such policies of insurance (except those of public liability and
property damage) shall contain a 438BFU lender's loss payable
endorsement and mortgagee endorsement, or equivalent endorsements in
a form satisfactory to Lender, showing Lender as sole loss payee
thereof, and shall contain a waiver of warranties, and shall specify
that the insurer must give at least ten (10) days prior written
notice to Lender before canceling its policy for any reason. Each
Borrower shall deliver to Lender certified copies of such policies
of insurance and evidence of the payment of all premiums therefor.
All proceeds payable under any such policy shall be payable to
Lender to be applied on account of the Obligations.

6.11 Lender Expenses. Borrowers shall immediately and without
demand reimburse Lender for all sums expended by Lender which constitute Lender
Expenses, and each Borrower hereby authorizes and approves all advances and
payments by Lender for items constituting Lender Expenses.

6.12 Financial Covenants. Parent and its Subsidiaries shall
comply with each of the following financial covenants:

(a) Current Ratio. At all times during the period
commencing on the Closing Date and ending on December 31, 1998,
Parent and its Subsidiaries shall maintain a ratio of Current Assets
to Current Liabilities of not less than 1.8 to 1.0, and at all times
from and after January 1, 1999, Parent and its Subsidiaries shall
maintain a ratio of Current Assets to Current Liabilities of not
less than 2.0 to 1.0;

(b) Total Liabilities to Tangible Net Worth Ratio. At
all times, Parent and its Subsidiaries shall maintain a ratio of
total liabilities to Tangible Net Worth of not more than 1.0 to 1.0;

(c) Net Income. Commencing with Parent's and its
Subsidiaries' fiscal year ending January 1, 1999, Parent and its
Subsidiaries shall achieve annual Net Income of not less than the
correlative amounts set forth below for the fiscal years indicated:
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Fiscal Year Ended Minimum Net Income
1/1/99 ($4,500,000)
12/31/99 ($500,000)
12/29/00 $2,000,000
12/28/01 $2,000,000;

(d) Tangible Net Worth. At all times, Parent and its
Subsidiaries shall maintain or achieve Tangible Net Worth of not
less than the correlative amounts set forth below as of the dates

indicated:

Date Minimum Tangible Net Worth
1/1/99 $13,935,000

4/2/99 $12,435,000

7/2/99 $12,935,000



10/1/99 $13,435,000

12/31/99 $13,435,000
3/31/00 $12,435,000
6/30/00 $11,995,000
9/29/00 $14,435,000
12/29/00 $15,435,000
3/30/01 $14,435,000
6/29/01 $14,435,000
9/28/01 $16,435,000
12/28/01 $17,435,000
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Additionally, at all times, each Borrower shall have a Net Worth not
less than zero.

(e) Working Capital. At all times during each of the
periods indicated below, Parent and its Subsidiaries shall maintain
or achieve Working Capital of not less than the correlative amounts
set forth below for such periods:

Period Minimum Working Capital

Closing Date through

January 1, 1999 $ 8,500,000
Fiscal Year 1999 $ 9,500,000
Fiscal Year 2000 $11,650,000
Fiscal Year 2001 $15,575,000.

(f) Book Net Worth of Retail Resources. At all times,
Retail Resources shall maintain a book net worth of not less than
negative $880,000.

Lender shall test compliance with each of the foregoing financial covenants on a
quarterly basis (i.e., as of the last day of each fiscal quarter), except for
the Net Income covenant set forth in clause (c) above, as to which covenant
Lender shall test compliance on an annual basis (i.e., for the fiscal years
indicated) .

6.13 No Setoffs or Counterclaims. All payments hereunder and
under the other Loan Documents made by or on behalf of any Borrower shall be
made without setoff or counterclaim and free and clear of, and without deduction
or withholding for or on account of, any federal, State or local taxes.

6.14 Compliance with Laws, Regulations, Etc.

(a) Each Borrower shall, at all times, comply in all
material respects with all laws, rules, regulations, licenses,
permits, approvals and orders applicable to it and duly observe all
requirements of any Federal, State or local governmental authority,
including, without limitation, the Employee Retirement Security Act
of 1974, as amended, the Occupational Safety and Hazard Act of
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1970, as amended, the Fair Labor Standards Act of 1938, as amended,
and all statutes, rules, regulations, orders, permits and
stipulations relating to environmental pollution and employee health
and safety, including, without limitation, all of the Environmental
Laws.

(b) Each Borrower shall establish and maintain, at its
expense, a system to assure and monitor its continued compliance
with all Environmental Laws in all of its operations, which system
shall include annual reviews of such compliance by employees or
agents of such Borrower who are familiar with the requirements of
the Environmental Laws. Copies of all environmental surveys, audits,
assessments, feasibility studies and results of remedial
investigations shall be promptly furnished, or caused to be
furnished, by each Borrower to Lender. Each Borrower shall take
prompt and appropriate action to respond to any non-compliance with
any of the Environmental Laws and shall regularly report to Lender
on such response.

(c) Each Borrower shall give both oral and written
notice to Lender immediately upon such Borrower's receipt of any
notice of, or any Borrower's otherwise obtaining knowledge of, (i)
the occurrence of any event involving the release, spill or
discharge, threatened or actual, of any Hazardous Material or (ii)
any investigation, proceeding, complaint, order, directive, claims,
citation or notice with respect to: (A) any non-compliance with or
violation of any Environmental Law by any Borrower or (B) the
release, spill or discharge, threatened or actual, of any Hazardous
Material or (C) the generation, use, storage, treatment,
transportation, manufacture, handling, production or disposal of any
Hazardous Materials or (D) any other environmental, health or safety
matter which affects any Borrower or its business, operations or
assets or any properties at which any Borrower transported, stored
or disposed of any Hazardous Materials.

(d) Without limiting the generality of the foregoing,
whenever Lender reasonably determines that there is non-compliance,
or any condition which requires any action by or on behalf of any
Borrower in order to avoid any material non-compliance, with any
Environmental Law, such Borrower shall, at Lender's request and such
Borrower's expense: (1) cause an independent environmental engineer
acceptable to Lender to conduct such tests of the site where such
Borrower's non-compliance or alleged non-compliance with such
Environmental Laws has occurred as to such non-compliance and
prepare and deliver to Lender a report as to such non-compliance
setting forth the results of such tests, a proposed plan for
responding to any environmental problems
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described therein, and an estimate of the costs thereof and (ii)
provide to Lender a supplemental report of such engineer whenever
the scope of such non-compliance, or such Borrower's response
thereto or the estimate costs thereof, shall change in any material
respect.

(e) Each Borrower shall indemnify and hold harmless
Lender, its directors, officers, employees, agents, invitees,
representatives, successors and assigns, from and against any and
all losses, claims, damages, liabilities, costs and expenses
(including attorneys' fees and legal expenses) directly or
indirectly arising out of or attributable to the use, generation,
manufacture, reproduction, storage, release, threatened release,
spill, discharge, disposal or presence of a Hazardous Material,
including, without limitation, the costs of any required or
necessary repair, cleanup or other remedial work with respect to any
property of any Borrower and the preparation and implementation of
any closure, remedial or other required plans. All representations,
warranties, covenants and indemnifications in this Section 6.14
shall survive the payment of the Obligations and the termination or



non-renewal of this Agreement.

6.15 Projections. No later than 30 days prior to the end of each
of Parent's and its Subsidiaries' fiscal years, beginning with fiscal year 1999,
each Borrower shall provide to Lender, in form and substance satisfactory to
Lender, projections of the upcoming year's profit and loss, balance sheet, cash
flow and availability, all on a monthly basis. On or before the Closing Date,
each Borrower shall provide to Lender, in form and substance satisfactory to
Lender, projections of fiscal year 1999's profit and loss, balance sheet, cash
flow and availability, all on a quarterly basis.

6.16 Bank Accounts. Each Borrower shall maintain its main
disbursement deposit account and all of each Borrower's other depository
accounts with Lender.

6.17 Use of Lender's Name. No Borrower may use Lender's name (or
the name of any of Lender's affiliates) in connection with any of its business
operations. Nothing herein contained is intended to permit or authorize any
Borrower to make any contract on behalf of Lender.
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6.18 Miscellaneous Covenants.

(a) No Borrower may become or be a party to any contract
or agreement which impairs any Borrower's ability to perform under
this Agreement or under any other instrument, agreement or document
to which any Borrower is a party or by which it is or may be bound;
and

(b) No Borrower or Parent may carry or purchase any
"margin security" within the meaning of Regulations T, U or X of the
Board of Governors of the Federal Reserve System, 12 C.F.R., Chapter
IT.

6.19 Notice of Event of Default. Within two (2) Business Days of
becoming aware of the existence of any condition or event which constitutes an
Event of Default under this Agreement, or which with the passage of time or the
giving of notice, or both, could become an Event of Default hereunder, Borrowers
shall provide Lender with a written notice specifying the nature and period of
existence thereof and what action Borrowers have taken or propose to take with
respect thereto.

6.20 Notice of Claimed Default. Within two (2) Business Days of
receipt thereof by any Borrower, such Borrower shall provide Lender with a copy
of any notice of default given to such Borrower by any creditor for borrowed
money of such Borrower for an amount in excess of $100,000 individually, or for
all such defaults if such defaults exceed $500,000 in the aggregate during any
fiscal year.

6.21 Material Adverse Developments. Promptly upon becoming aware
of any development or other information outside the ordinary course of business
and excluding matters of a general economic, financial or political nature which
is reasonably likely to materially and adversely affect the assets, properties,
businesses, prospects, or financial condition of any Borrower, or the
Collateral, or the ability of any Borrower, to perform under this Agreement,
Borrowers shall give to Lender telephonic or telegraphic notice specifying the
nature of such development or information and such anticipated effect. In
addition, such verbal communication shall be confirmed by written notice thereof
transmitted to Lender on the same day such verbal communication is made.

6.22 Corporate Meeting Minutes. Upon request, Parent and each
Borrower shall provide Lender with a copy of the minutes of each meeting of the
board of directors of such Parent or Borrower.
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6.23 Information to Participant. Lender may divulge to any
participant or prospective participant it may obtain in the Obligations, or any



portion thereof, all financial and other information concerning Parent and its
Subsidiaries, and furnish to such participant copies of reports, financial
statements, certificates, and documents obtained under any provision of this
Agreement; provided however that any potential participant agrees to hold in
confidence all confidential information or proprietary information provided to
it by any Borrower or Lender except (a) to the extent that the production of
such information is required pursuant to any statute, ordinance, regulation,
rule or order or any subpoena or any governmental inquiry or by reason of any
bank regulation in connection with any bank examination, and (b) such potential
participant shall not be prohibited from disclosing any such information to any
of its agents, officers, employees, attorneys, accountants, or consultants, who
shall be informed of this provision.

6.24 Year 2000 Compliance. Each Borrower agrees to perform all
acts reasonably necessary to ensure that (a) such Borrower and any business in
which such Borrower holds a substantial interest, and (b) all customers,
suppliers and vendors that are material to such Borrower's business, become Year
2000 Compliant (as such term is defined in Section 5.27 above) in a timely
manner. Such acts shall include, without limitation, performing a comprehensive
review and assessment of all of such Borrower's systems and adopting a detailed
plan, with itemized budget, for the remediation, monitoring and testing of such
systems. Each Borrower shall, immediately upon Lender's request, provide Lender
such certifications or other evidence of such Borrower's compliance with the
terms of this Section 6.24 as Lender may from time to time require.

6.25 Additional Landlord Waivers. In addition to obtaining the
landlord waiver for Borrower's Irvine facility required under Section 3.1(1i) as
a [CONDITION PRECEDENT] to the effectiveness of this Agreement, Borrowers shall
obtain landlord waivers, each in form and substance acceptable to Lender, from
the lessor of each of seventy-five percent (75%) of the other leased facilities
of Borrowers set forth in Schedule 5.4 by no later than March 31, 1999.

6.26 Ownership. At all times Parent shall own not less than one
hundred percent (100%) of all issued and outstanding stock of PIA and PIA shall
own not less than one hundred percent of all issued and outstanding stock of
Retail Resources.
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7. NEGATIVE COVENANTS

Each Borrower and Parent, as applicable, covenant and agree that, so
long as any credit hereunder shall be available and until payment in full of the
Obligations, no Borrower or Parent, as applicable, will do any of the following
without Lender's prior written consent:

7.1 Indebtedness. Borrowers will not create, incur, assume,
permit, guarantee, or otherwise become or remain, directly or indirectly, liable
with respect to any Indebtedness, except:

(a) Indebtedness evidenced by this Agreement;

(b) Indebtedness set forth in Schedule 7.1 (b)
attached hereto;

(c) Indebtedness secured by Permitted Liens; and

(d) refinancings, renewals, or extensions of
Indebtedness permitted under clauses (b) and
(c) of this Section 7.1 (and the continuance
or renewal of any Permitted Liens associated
therewith) so long as: (i) the terms and
conditions of such refinancings, renewals,
or extensions do not materially impair the
prospect of repayment of the Obligations by
any Borrower, (ii) the net cash proceeds of
such refinancings, renewals, or extensions
do not result in an increase in the
aggregate principal amount of the
Indebtedness so refinanced, renewed, or
extended, and (iii) such refinancings,
renewals, refundings, or extensions do not



result in a shortening of the average
weighted maturity of the Indebtedness so
refinanced, renewed, or extended.

7.2 Liens. Borrowers will not create, incur, assume, or permit to
exist, directly or indirectly, any lien on or with respect to any of its
property or assets, of any kind, whether now owned or hereafter acquired, or any
income or profits therefrom, except for Permitted Liens (including Permitted
Liens that are continued or renewed as permitted under Section 7.1(d)).

7.3 Restrictions on Fundamental Changes. Except in connection
with a Permitted Acquisition, Borrowers and Parent will not enter into any
merger,
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consolidation, reorganization, or recapitalization, or reclassify its capital
stock, or liquidate, wind up, or dissolve itself (or suffer any liquidation or
dissolution), or convey, sell, assign, lease, transfer, or otherwise dispose of,
in one transaction or a series of transactions, all or any substantial part of
its business, property, or assets, whether now owned or hereafter acquired, or
acquire by purchase or otherwise all or substantially all the assets, stock, or
other evidence of beneficial ownership of any person or entity.

7.4 Extraordinary Transactions and Disposal of Assets. Except for
Permitted Acquisitions, Borrowers and Parent will not enter into any transaction
not in the ordinary and usual course of such Person's business, including, but
not limited to, the sale, lease, or other disposition of, moving, relocation, or
transfer, whether by sale or otherwise, of any of such Person's assets (other
than sales of Inventory in the ordinary and usual course of such Person's
business as currently conducted), or the making of any advance or loan except in
the ordinary course of business as currently conducted.

7.5 Change Name. Borrowers and Parent will not change their
names, business structures, or identities, or add any new fictitious names.

7.6 Guarantee. Except in connection with a Permitted Acquisition,
guarantee or otherwise become in any way liable with respect to the obligations
of any third party except by endorsement of instruments or items of payment for
deposit to the account of any Borrower or which are transmitted or turned over
to Lender.

7.7 Restructure. Borrowers and Parent will not make any change in
any of their financial structures, the principal nature of their business
operations, or the date of their fiscal year.

7.8 Prepayments. Borrowers will not prepay any Indebtedness owing
to any third party.

7.9 Intentionally Deleted.

7.10 Intentionally Deleted.

7.11 Capital Expenditures. Parent and its Subsidiaries will not
make any plant or fixed Capital Expenditure, or any commitment therefor, or
purchase or lease any real or personal property or replacement Equipment subject

to a purchase money security interest, trust deed or lease which would cause the
aggregate amount of such
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transactions in any fiscal year to exceed the applicable amount for Parent and
its Subsidiaries, on a consolidated basis, for such fiscal year set forth below:

Period Maximum Capital Expenditures



Fiscal Year 1998 $ 1,100,000

Fiscal Year 1999 $ 2,500,000
Fiscal Year 2000 $ 3,000,000
Fiscal Year 2001 $ 2,500,000.

7.12 Consignments. Borrowers will not consign any Inventory, sell
any Inventory on bill and hold, sale or return, sale on approval, or other
conditional terms of sale.

7.13 Distributions. Except to the extent made to fund Permitted
Parent Expenditures, Borrowers will not make any distribution or declare or pay
any distributions (in cash or in stock) on, or purchase, acquire, redeem, or
retire any of any Borrower's capital stock, of any class, whether now or
hereafter outstanding.

7.14 Accounting Methods. Parent and Borrowers will not modify or
change their method of accounting or enter into, modify, or terminate any
agreement currently existing, or at any time hereafter entered into with any
third party accounting firm or service bureau for the preparation or storage of
Parent's or Borrowers' accounting records without such accounting firm or
service bureau agreeing to provide Lender information regarding the Collateral
or Parent's or Borrower's financial condition. Each Borrower and Parent and its
Subsidiaries waive the right to assert a confidential relationship, if any, it
may have with any accounting firm or service bureau in connection with any
information requested by Lender pursuant to or in accordance with this
Agreement, and agrees that Lender may contact directly any such accounting firm
or service bureau in order to obtain such information.

7.15 Investments. Parent and Borrowers will not, except in
connection with a Permitted Acquisition or except to the extent made to fund
Permitted Parent Expenditures, directly or indirectly make or own any beneficial
interest in (including stock, partnership interest, or other securities of), or
make any loan (other than loans to
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employees of $50,000 individually, not to exceed $250,000 in total at any one
time), advance, or capital contribution to, any corporation, association,
person, or entity.

7.16 Transactions with Affiliates. Except in connection with
transactions intended to fund Permitted Parent Expenditures, Borrowers will not,
directly or indirectly, enter into or permit to exist any material transaction
with any person or entity controlling, controlled by, or under common control
(whether by contract, ownership of voting securities, or otherwise) with any
Borrower except for transactions that are (i) with any Subsidiary, in the
ordinary course of such Borrower's business, and in accordance with such
Borrower's historical activity, or (ii) in the ordinary course of such
Borrower's business, upon fair and reasonable terms, and that are fully
disclosed to Lender and no less favorable to such Borrower than would be
obtained in arm's length transaction with a non-affiliated person or entity.

7.17 Suspension. Parent and Borrowers will not suspend or go out
of a substantial portion of their business.

7.18 Compliance with ERISA. Borrowers and Parent will not:

(a) (1) terminate any "employee pension benefit plans"
maintained by any Borrower or any of its ERISA Affiliates so as to
incur any liability to the PBGC established pursuant to ERISA, (ii)
allow or suffer to exist any prohibited transaction involving any of
such employee pension benefit plans or any trust created thereunder
which would subject such Borrower or Parent or such ERISA Affiliate
to a tax or penalty or other liability on prohibited transactions
imposed under Section 4975 of the I.R. Code or ERISA, (iii) fail to
pay to any such employee pension benefit plan any contribution which
it is obligated to pay under Section 302 of ERISA, Section 412 of
the I.R. Code or the terms of such plan, (iv) allow or suffer to



exist any accumulated funding deficiency, whether or not waived,
with respect to any such employee pension benefit plan, (v) allow or
suffer to exist any occurrence of a reportable event or any other
event or condition which presents a material risk of termination by
the PBGC of any such employee pension benefit plan that is a single
employer plan, which termination could result in any liability to
the PBGC or (vi) incur any withdrawal liability with respect to any
multiemployer pension plan.

(b) As used in this Section 7.18, the term "employee
pension benefit plans," "employee benefit plans", "accumulated
funding deficiency" and "reportable event" shall have the respective
meanings assigned to them in
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ERISA, and the term "prohibited transaction" shall have the meaning
assigned to it in Section 4975 of the I.R. Code and ERISA.

7.19 Permitted Acquisitions. Notwithstanding any contrary
provision of this Agreement, PIA may consummate acquisitions of the assets or
capital stock of other entities for aggregate purchase consideration (including
the stated purchase price, assumption of liabilities of the acgquired entity,
non-competition payments, employment agreement payments, and any and all other
related payments which Lender determines constitute part of the purchase
consideration paid or purchase obligations incurred by PIA in connection with an
acquisition) during the term of this Agreement of not more than Five Million
Dollars ($5,000,000), provided that each of the following conditions is met:

(i) PIA's and Retail Resource's combined pro forma
borrowing availability, after giving effect to each such proposed
acquisition (including all borrowings, collateral availability and
cash on hand in connection therewith) exceeds Ten Million Dollars
($10,000,000) ;

(ii) Lender has completed an acceptable due diligence
investigation with respect to the target;

(iii) all purchase-money indebtedness incurred by PIA to
the seller shall be subordinated to the repayment of the Obligations
on terms and conditions acceptable to Lender;

(iv) based upon the most recent monthly financial
statements provided by Parent and its Subsidiaries to Lender
pursuant to Section 6.4 (a) hereof, and the applicable financial
covenant requirements for the most recent fiscal quarter ended as
set forth in Section 6.12 hereof, Lender shall have determined that
Borrowers and Parent are then in compliance with each of the
financial covenants set forth in Section 6.12 hereof and that Parent
and its Subsidiaries would remain in compliance with each such
covenant after giving effect to the proposed acquisition; and

(v) both before and after giving effect to the proposed
acquisition no Event of Default shall exist.

59

66

Acquisitions satisfying all of the foregoing conditions
and complying with the foregoing dollar limitation on
purchase consideration shall be referred to herein
collectively as "Permitted Acquisitions."

Lender shall increase the aggregate purchase consideration dollar
limitation for Permitted Acquisitions to Ten Million Dollars ($10,000,000) upon
Lender's receipt of audited financial statements for Parent's and its
Subsidiaries' fiscal year ending on January 1, 1999, together with an
unqualified opinion and management letter in form and substance acceptable to
Lender and its counsel, which evidence that all items set forth in the
management letter for such Parent's and its Subsidiaries' 1997 fiscal year have



been resolved satisfactorily. Upon Lender's receipt of the items referred to in
the preceding sentence, the following shall occur: (x) the aggregate dollar
limitation on purchase consideration for Permitted Acquisitions shall increase
to Ten Million Dollars ($10,000,000); (y) conditions (i) through (v) set forth
in the preceding paragraph shall remain in effect; and (z) a limit of Five
Million Dollars ($5,000,000) shall apply to the aggregate purchase consideration
that PIA may expend for any single Permitted Acquisition.

8. EVENTS OF DEFAULT

Any one or more of the following events shall constitute an event of
default (each, an "Event of Default") under this Agreement:

8.1 If any Borrower fails to pay when due and payable or when
declared due and payable, any portion of the Obligations (whether of principal,
interest (including any interest which, but for the provisions of the United
States Bankruptcy Code, would have accrued on such amounts), fees and charges
due Lender, taxes, reimbursement of Lender Expenses, or other amounts
constituting obligations);

8.2 If any Borrower or Parent fails or neglects to perform, keep,
or observe any term, provision, condition, covenant, or agreement contained in
this Agreement, in any of the Loan Documents, or in any other present or future
agreement between any Borrower or Parent and Lender, and such failure or neglect
is not cured within ten consecutive days of the date on which such Borrower or
Parent first has or should have notice thereof; provided, however, that such
ten-day period shall not apply in the case of: (i) any failure or neglect to
perform, keep or observe any such term, provision, condition, covenant or
agreement that is not capable of being cured at all or within such ten-day
period; (ii) an intentional breach by such Borrower or Parent of any such term,
provision, condition, covenant or agreement; or (iii) any failure or neglect to
provide notice of an Event of Default pursuant to Section 6.19;
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8.3 If there is a material impairment of the prospect of
repayment of any portion of the Obligations owing to Lender or a material
impairment of the value or priority of Lender's security interests in the
Collateral;

8.4 If any material portion of any Borrower's assets is attached,
seized, subjected to a writ or distress warrant, or is levied upon, or comes
into the possession of any Judicial Officer or Assignee;

8.5 If an Insolvency Proceeding is commenced by any Borrower or
Guarantor;

8.6 If an Insolvency Proceeding is commenced against any Borrower
or Guarantor and such Insolvency Proceeding remains undismissed and unstayed for
a period of sixty (60) days;

8.7 If any Borrower is enjoined, restrained, or in any way
prevented by court order from continuing to conduct all or any material part of
its business affairs;

8.8 If a notice of lien, levy, or assessment is filed of record
with respect to any of any Borrower's assets by the United States Government, or
any department, agency, or instrumentality thereof, or by any state, county,
municipal, or governmental agency, or if any taxes or debts owing at any time
hereafter to any one or more of such entities becomes a lien, whether choate or
otherwise, upon any of any Borrower's assets and the same is not paid on the
payment date thereof;

8.9 If a judgment or other claim becomes a lien or encumbrance
upon a material portion of any Borrower's assets;

8.10 If there is a default in any material agreement to which any
Borrower is a party with one or more third parties resulting in a right by such
third parties, whether or not exercised, to accelerate the maturity of such
Borrower's obligations thereunder;

8.11 If any Borrower makes any payment on account of Indebtedness



that has been subordinated in right of payment to the payment of the Obligations
except to the extent such payment is allowed under the subordination provisions
applicable to such Indebtedness;
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8.12 If any misstatement or misrepresentation exists now or
hereafter in any warranty, representation, statement, or report made to Lender
by Parent or any Borrower or any officer, employee, agent, or director of Parent
or any Borrower, or if any such warranty or representation is withdrawn;

8.13 If a Prohibited Transaction or Reportable Event shall occur
with respect to a Plan which would have a material adverse effect on the
financial condition of any Borrower; if any lien upon the assets of any Borrower
in connection with any Plan shall arise; if any Borrower or any ERISA Affiliate
shall completely or partially withdraw from a Multiemployer Plan or Multiple
Employer Plan of which such Borrower or such ERISA Affiliate was a substantial
employer, and such withdrawal could, in the opinion of Lender, have a material
adverse effect on the financial condition of any Borrower; if any Borrower or
any of its ERISA Affiliates shall fail to make full payment when due of all
amounts which any Borrower or any of its ERISA Affiliates may be required to pay
to any Plan or any Multiemployer Plan as one or more contributions thereto; if
any Borrower or any of its ERISA Affiliates creates or permits the creation of
any accumulated funding deficiency, whether or not waived; or upon the voluntary
or involuntary termination of any Plan which termination could, in the opinion
of Lender, have a material adverse effect on the financial condition of any
Borrower; or any Borrower shall fail to notify Lender promptly and in any event
within ten (10) days of the occurrence of any event that constitutes an Event of
Default under this clause or would constitute such an Event of Default upon the
exercise of Lender's judgment;

8.14 If any writing, document, aging, certificate or other
evidence of the Accounts or Inventory shall be materially incomplete, incorrect,
or misleading at the time the same is furnished to Lender; and

8.15 If any Guarantor shall revoke or terminate, or attempt to
revoke or terminate, its Guaranty.

9. LENDER'S RIGHTS AND REMEDIES

9.1 Rights and Remedies. Upon the occurrence of an Event of
Default, Lender may, at its election, without notice of its election and without
demand, do any one or more of the following, all of which are authorized by each
Borrower:

(a) Declare all Obligations, whether evidenced by this
Agreement, by any of the other Loan Documents, or otherwise,
immediately due and payable;
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(b) Cease advancing money or extending credit to or for
the benefit of any Borrower or Borrowers under this Agreement, under
any of the other Loan Documents, or under any other agreement
between any Borrower or Borrowers and Lender;

(c) Terminate this Agreement and any of the other Loan
Documents as to any future liability or obligation of Lender, but
without affecting Lender's rights and security interests in the
Collateral and without affecting the Obligations;

(d) Settle or adjust disputes and claims directly with
Account Debtors for amounts and upon terms which Lender considers
advisable, and in such cases, Lender will credit such Borrower's
loan account with only the net amounts received by Lender in payment
of such disputed Accounts after deducting all Lender Expenses
incurred or expended in connection therewith;

(e) Without notice to or demand upon any Borrower or any



70

Guarantor, make such payments and do such acts as Lender considers
necessary or reasonable to protect its security interest in the
Collateral. Each Borrower agrees to assemble the Collateral if
Lender so requires, and to make the Collateral available to Lender
as Lender may designate. Each Borrower authorizes Lender to enter
the premises where the Collateral is located, to take and maintain
possession of the Collateral, or any part of it, and to pay,
purchase, contest, or compromise any encumbrance, charge, or lien
that in Lender's determination appears to be prior or superior to
its security interest and to pay all expenses incurred in connection
therewith; provided, however, that Lender will provide Parent and
Borrowers reasonable access to Borrowers' books. With respect to any
of any Borrower's owned premises, such Borrower hereby grants Lender
a license to enter into possession of such premises and to occupy
the same, without charge, for up to one hundred twenty (120) days in
order to exercise any of Lender's rights or remedies provided
herein, at law, in equity, or otherwise;

(f) Without notice to any Borrower (such notice being
expressly waived), and without constituting a retention of any
Collateral in satisfaction of an obligation (within the meaning of
Section 9505 of the Code), set off and apply to the Obligations any
and all (i) balances and deposits of any Borrower held by or for the
benefit of Lender (including any amounts received
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at the Lockbox), or (ii) indebtedness at any time owing to or for
the credit or the account of any Borrower held by Lender;

(g) Hold, as cash collateral, any and all balances and
deposits of any Borrower held by Lender, and any amounts received in
the Lockbox Accounts, to secure the full and final repayment of all
of the Obligations;

(h) Ship, reclaim, recover, store, finish, maintain,
repair, prepare for sale, advertise for sale, and sell (in the
manner provided for herein) the Collateral. Lender is hereby granted
a license or other right to use, without charge, any Borrower's
labels, patents, copyrights, rights of use of any name, trade
secrets, trade names, trademarks, service marks, and advertising
matter, or any property of a similar nature, as it pertains to the
Collateral, in completing production of, advertising for sale, and
selling any Collateral and any Borrower's rights under all licenses
and all franchise agreements shall inure to Lender's benefit;

(i) Sell the Collateral at either a public or private
sale, or both, by way of one or more contracts or transactions, for
cash or on terms, in such manner and at such places (including any
Borrower's premises) as Lender determines is commercially
reasonable. It is not necessary that the Collateral be present at
any such sale;

(j) Lender shall give notice of the disposition of the
Collateral as follows:

(1) Lender shall give each Borrower and each
holder of a security interest in the Collateral who has
filed with Lender a written request for notice, a notice
in writing of the time and place of public sale, or, if
the sale is a private sale or some other disposition
other than a public sale is to be made of the
Collateral, then the time on or after which the private
sale or other disposition is to be made;

(2) The notice shall be personally delivered
or mailed, postage prepaid, to such Borrower as provided
in Section 12, at least five (5) calendar days before
the date fixed for the sale, or at least five (5)
calendar days before the date on or after which the
private sale or other disposition is to be made; no
notice needs to be given prior to the disposition of any



portion of the Collateral that is perishable or
threatens to decline speedily in value or is of a type
customarily sold on a
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recognized market. Notice to persons other than such
Borrower claiming an interest in the Collateral shall be
sent to such addresses as they have furnished to Lender;

(3) If the sale is to be a public sale,
Lender also shall give notice of the time and place by
publishing a notice one time at least five (5) calendar
days before the date of the sale in a newspaper of
general circulation in the county in which the sale is
to be held;

(k) Lender may credit bid and purchase at any public
sale; and

(1) Any deficiency that exists after disposition of the
Collateral as provided above will be paid immediately by Borrowers.
Any excess will be returned, without interest and subject to the
rights of third parties, by Lender to Borrowers.

9.2 Remedies Cumulative. Lender's rights and remedies under this
Agreement, the other Loan Documents, and all other agreements shall be
cumulative. Lender shall have all other rights and remedies not inconsistent
herewith as provided under the Code, by law, or in equity. No exercise by Lender
of one right or remedy shall be deemed an election, and no waiver by Lender of
any Event of Default shall be deemed a continuing waiver. No delay by Lender
shall constitute a waiver, election, or acgquiescence by it.

10. TAXES AND EXPENSES REGARDING THE COLLATERAL

If any Borrower fails to pay any monies (whether taxes, rents,
assessments, insurance premiums, or otherwise) due to third persons or entities,
or fails to make any deposits or furnish any required proof of payment or
deposit, all as required under the terms of this Agreement, then, to the extent
that Lender determines that such failure by such Borrower could have a material
adverse effect on Lender's interests in the Collateral, in its discretion and
without prior notice to Borrowers, Lender may do any or all of the following:
(a) make payment of the same or any part thereof; (b) set up such reserves in
such Borrower's loan account as Lender deems necessary to protect Lender from
the exposure created by such failure; or (c) obtain and maintain insurance
policies of the type described in Section 6.10, and take any action with respect
to such policies as Lender deems prudent. Any amounts paid or deposited by
Lender shall constitute Lender Expenses, shall be immediately charged to such
Borrower's loan account and become additional Obligations, shall bear interest
at the then applicable rate hereinabove provided, and shall be secured by the
Collateral. Any payments made
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by Lender shall not constitute an agreement by Lender to make similar payments
in the future or a waiver by Lender of any Event of Default under this
Agreement. Lender need not inquire as to, or contest the validity of, any such
expense, tax, security interest, encumbrance, or lien and the receipt of the
usual official notice for the payment thereof shall be conclusive evidence that
the same was validly due and owing.

11. WAIVERS; INDEMNIFICATION

11.1 Demand, Protest, etc. Each Borrower and Parent waive demand,
protest, notice of protest, notice of default or dishonor, notice of payment and
nonpayment, notice of any default, nonpayment at maturity, release, compromise,
settlement, extension, or renewal of accounts, documents, instruments, chattel
paper, and guarantees at any time held by Lender on which such Borrower may in
any way be liable.



11.2 Lender's Liability for Collateral. So long as Lender
complies with its obligations, if any, under Section 9207 of the Code, Lender
shall not in any way or manner be liable or responsible for: (i) the safekeeping
of the Collateral; (ii) any loss or damage thereto occurring or arising i