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                                  PART I 
 
                           FINANCIAL INFORMATION 
 
 
Company or group of companies for which report is filed:  LSB Industries, Inc. 
and all of its wholly-owned subsidiaries. 
 
The accompanying condensed consolidated balance sheet of LSB Industries, Inc., 
at June 30, 1996, the condensed consolidated income statements for the six 
month and three month periods ended June 30, 1996 and 1995 and the 
consolidated statements of cash flows for the six month periods ended June 30, 
1996 and 1995 have been subjected to a review, in accordance with standards 
established by the American Institute of Certified Public Accountants, by 
Ernst & Young LLP, independent auditors, whose report with respect thereto 
appears elsewhere in this Form 10-Q.  The financial statements mentioned above 
are unaudited and reflect all adjustments, consisting primarily of adjustments 
of a normal recurring nature, which are, in the opinion of management, 
necessary for a fair presentation of the interim periods.  The results of 
operations for the six months and three months ended June 30, 1996 are not 



necessarily indicative of the results to be expected for the full year.  The 
condensed consolidated balance sheet at December 31, 1995, was derived from 
audited financial statements as of that date. 
 
 
 
                           LSB INDUSTRIES, INC. 
                   CONDENSED CONSOLIDATED BALANCE SHEETS 
                (Information at June 30, 1996 is unaudited) 
                          (Dollars in thousands) 
 
                                                     June 30,    December 31,  
ASSETS                                                 1996         1995 
_________________________________________          ___________   __________ 
 
                                                              
Current assets: 
 
  Cash and cash equivalents                          $   3,368   $    1,420 
 
  Trade accounts receivable, net of allowance           61,953       43,975 
 
  Inventories: 
    Finished goods                                      37,990       38,796 
    Work in process                                      8,964       12,247 
    Raw materials                                       18,142       15,222 
                                                    __________   __________ 
      Total inventory                                   65,096       66,265 
 
  Supplies and prepaid items                             7,563        5,684 
                                                    __________   __________ 
    Total current assets                               137,980      117,344 
 
Property, plant and equipment, net                      89,269       86,270 
 
Investments and other assets: 
 
  Loans receivable, secured by real estate              15,582       15,657 
   
  Other assets, net of allowance                        17,766       18,905 
                                                    __________   __________ 
                                                    $  260,597   $  238,176 
                                                    ==========   ========== 
 
 
 
                         (Continued on following page) 
 
 
 
 
 
 
                              LSB INDUSTRIES, INC. 
                     CONDENSED CONSOLIDATED BALANCE SHEETS 
                                  (Continued) 
                  (Information at June 30, 1996 is unaudited) 
                             (Dollars in thousands) 
 
                                                 June 30,   December 31, 
LIABILITIES    AND STOCKHOLDERS' EQUITY           1996         1995 
________________________________________      ___________   __________ 
                                                              
Current liabilities: 
  Drafts payable                               $        -   $      424 
  Accounts payable                                 51,880       28,508 
  Accrued liabilities                               9,938        9,239 
  Current portion of long-term debt                23,126       14,925 
                                               ___________  __________ 
     Total current liabilities                     84,944       53,096 
 
Long-term debt                                     94,111      103,355 
 
Contingencies (Note 4) 
 
Redeemable, noncumulative convertible 
  preferred stock, $100 par value; 1,552 shares 
  issued and outstanding (1,566 in 1995)              147          149 
 
Stockholders' equity (Note 3): 
  Series B 12% cumulative, convertible 
    preferred stock, $100 par value; 
    20,000 shares issued and outstanding            2,000        2,000 



  Series 2 $3.25 convertible, exchangeable 
    Class C preferred stock, $50 stated 
    value; 920,000 shares issued                   46,000       46,000 
  Common stock, $.10 par value; 75,000,000 
    shares authorized, 14,757,956 shares 
    issued (14,757,416 in 1995)                     1,476        1,476 
  Capital in excess of par value                   37,569       37,567 
  Retained Earnings                                 4,977        5,148 
                                               __________   __________ 
                                                   92,022       92,191 
Less treasury stock, at cost: 
  Series 2 Preferred, 5,000 shares                    200          200 
  Common stock, 1,849,469 shares  
  (1,845,969 in 1995)                              10,427       10,415 
                                               __________   __________ 
    Total stockholders' equity                     81,395       81,576 
                                               ___________  __________ 
                                               $  260,597   $  238,176 
                                               ==========   ========== 
 
                            (See accompanying notes) 
                                         
 
 
 
                             LSB INDUSTRIES, INC.  
                    CONDENSED CONSOLIDATED INCOME STATEMENTS 
                                  (Unaudited) 
                    Six Months Ended June 30, 1996 and 1995 
                (Dollars in thousands, except per share amounts) 
 
                                                       1996          1995 
                                                    __________   __________ 
                                                            
Revenues: 
  Net sales                                          $ 159,375   $  144,160 
  Other income                                           2,991        1,703     
                                                    __________   __________ 
                                                       162,366      145,863 
Costs and expenses: 
  Cost of sales                                        127,335      111,130  
  Selling, general and administrative                   27,087       26,551 
  Interest                                               5,964        5,020 
                                                    __________   __________ 
                                                       160,386      142,701 
                                                    __________   __________ 
Income before provision for 
  income taxes                                           1,980        3,162 
Provision for income taxes                                 139          211 
                                                    ----------   ---------- 
Net income                                          $    1,841   $    2,951 
                                                    ==========   ========== 
Net income applicable to  
  common stock (Note 2)                             $      218   $    1,328 
Average common shares outstanding (Note 2):         ==========   ========== 
  Primary                                           13,129,970   13,518,077 
 
  Fully diluted                                     13,465,303   13,537,230 
 
Earnings per common share (Note 2): 
  Primary                                           $      .02   $      .10  
                                                    ==========   ========== 
  Fully diluted                                     $      .02   $      .10 
                                                    ==========   ========== 
 
 
                            (See accompanying notes) 
 
 
 
 
                             LSB INDUSTRIES, INC.  
                    CONDENSED CONSOLIDATED INCOME STATEMENTS 
                                  (Unaudited) 
                   Three Months Ended June 30, 1996 and 1995 
                (Dollars in thousands, except per share amounts) 
  
                                                        1996         1995 
                                                    __________   __________ 
                                                             
Revenues: 
  Net sales                                          $  89,880   $   78,891 
  Other income                                           1,580        1,041     



                                                    __________   __________ 
                                                        91,460       79,932 
Costs and expenses: 
  Cost of sales                                         72,647       62,003  
  Selling, general and administrative                   13,369       13,682 
  Interest                                               2,995        2,632 
                                                    __________   __________ 
                                                        89,011       78,317 
                                                    __________   __________ 
Income before provision for 
  income taxes                                           2,449        1,615 
Provision for income taxes                                  77          112 
Net income                                          $    2,372   $    1,503 
                                                    ==========   ========== 
Net income applicable to  
  common stock (Note 2)                             $    1,568   $      699 
Average common shares outstanding (Note 2):         ==========   ========== 
  Primary                                           13,348,553   13,483,898 
 
  Fully diluted                                     14,019,219   13,501,261 
 
Earnings per common share (Note 2): 
  Primary                                           $      .12   $      .05  
                                                    ==========   ========== 
  Fully diluted                                     $      .12   $      .05 
                                                    ==========   ========== 
 
                            (See accompanying notes) 
 
 
 
 
                              LSB INDUSTRIES, INC. 
                CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS 
                                  (Unaudited) 
                    Six Months Ended June 30, 1996 and 1995 
                             (Dollars in thousands) 
 
                                                       1996         1995 
                                                   ___________   __________ 
                                                                 
Cash flows from operations:            
  Net income                                         $   1,841   $    2,951 
  Adjustments to reconcile net income  
    to cash flows used by operations:         
      Depreciation, depletion and amortization: 
       Property, plant and equipment                     4,522        3,497 
       Other                                               617          503  
     Provision for possible losses                               
       on receivables and other assets                     677          417 
     Gain on sale of assets                               (767)        (111) 
     Cash provided (used) by changes in assets 
       and liabilities: 
         Trade accounts receivable                     (17,959)     (13,496) 
         Inventories                                     1,169       (1,341)  
         Supplies and prepaid items                     (1,880)        (653) 
         Accounts payable                               23,372         (910) 
         Accrued liabilities                               598          885  
                                                   ___________   __________ 
 
     Net cash provided (used) by operations             12,190       (8,258) 
 
Cash flows from investing activities:   
    Capital expenditures                                (7,381)      (9,088) 
    Principal payments on notes receivable                  75          342 
    Proceeds from sales of equipment and 
     real estate properties                                236          536 
    Proceeds from sale of investment securities          1,444            - 
    Increase in other assets                              (985)      (1,633) 
                                                    ----------   ---------- 
 
    Net cash used in investing activities               (6,611)      (9,843) 
 
Cash flows from financing activities:   
    Payments on long-term and other debt                (3,365)      (7,867) 
    Long-term and other borrowings                       5,647       15,880 
    Net change in revolving debt                        (3,465)      12,930 
    Net change in drafts payable                          (424 )       (377) 
    Dividends paid (Note 3):                           
      Preferred stocks                                  (1,623)      (1,619) 
      Common Stock                                        (389)        (389) 
    Purchases of treasury stock (Note 3)                   (12)      (1,321) 
    Net proceeds from issuance of common stock               -          194  



                                                    __________   __________ 
 
    Net cash provided (used) by financing activities    (3,631)      17,431  
                                                    __________   __________ 
Net increase (decrease) in cash                          1,948         (670) 
 
Cash and cash equivalents at beginning of period         1,420        2,610      
                                                    ----------   ---------- 
Cash and cash equivalents at end of period          $    3,368   $    1,940 
                                                    ==========   ========== 
 
                            (See accompanying notes) 
 
 
 
Note 1:  At June 30, 1996, the Company had net operating loss ("NOL") 
carryforwards for tax purposes of approximately $43 million.  Such amounts 
expire beginning in 1999.  The Company also has investment tax credit 
carryforwards of approximately $568,000, which begin expiring in 1996. 
 
The Company's provision for income taxes for the six months ended June 30, 
1996 of $139,000 is for current state income taxes and federal alternative 
minimum tax. 
 
Note 2:  Primary earnings per common share are based upon the weighted average 
number of common shares and dilutive common equivalent shares outstanding 
during each period, after giving appropriate effect to preferred stock 
dividends.   
 
Fully diluted earnings per share are based on the weighted average number of 
common shares and dilutive common equivalent shares outstanding and the 
assumed conversion of dilutive convertible securities outstanding after 
appropriate adjustment for interest and related income tax effects on 
convertible notes payable. 
 
Net income applicable to common stock is computed by adjusting net income by 
the amount of preferred stock dividends, including undeclared or unpaid 
dividends, if cumulative. 
 
 
Note 3:  The table below provides detail of activity in the Stockholders'  
equity accounts for the six months ended June 30, 1996: 
 
 
 
                                  Common Stock       Non-      Capital                        Treasury 
                                 _______________   redeemable  in excess            Treasury   Stock 
                                           Par     Preferred   of par     Retained   Stock-    Prefer- 
                                 Shares    Value     Stock      Value     Earnings   Common     red     Total 
                                 ______   ______   _________   ________   ________  ________  _______  _______ 
                                                                 (In thousands) 
                                                                                
Balance at December 31, 1995    14,757   $ 1,476   $ 48,000   $ 37,567   $ 5,148   $(10,415)  $ (200)  $81,576  
Net income                                                                 1,841                         1,841  
Conversion of 13.5 shares of  
  redeemable preferred stock 
  to common stock                    1                               2                                       2  
Dividends declared: 
  Common Stock ($.03 per share)                                             (389)                         (389) 
  Series B 12% preferred  
    stock ($6.00 per share)                                                 (120)                         (120) 
  Redeemable preferred  
    stock ($10.00 per share)                                                 (16)                          (16) 
  Series 2 preferred 
    stock ($1.62 per share)                                               (1,487)                       (1,487) 
Purchase of treasury stock                                                              (12)               (12) 
                                ______   _______   ________   ________   _______   ________   ______   _______ 
                                (1)        
Balance at June 30, 1996        14,758   $ 1,476   $ 48,000   $ 37,569   $ 4,977   $(10,427)  $ (200)  $81,395  
                                ======   =======   ========   ========   =======   ========   ======   =======  
 
 
 
     (1)     
     Includes 1,849,469 shares of the Company's Common Stock held in  
treasury.  Excluding the 1,849,469 shares held in treasury, the outstanding  
shares of the Company's Common Stock at June 30, 1996 were 12,908,487. 
 
Note 4:  Following is a summary of certain legal actions and/or claims 
involving the Company: 
 
A.   In 1987, the U.S. Government notified one of the Company's subsidiaries, 
     along with numerous other companies, of potential responsibility for 



     clean-up of a waste disposal site in Oklahoma.  No legal action has yet 
     been filed.  The amount of the company's cost associated with the clean- 
     up of the site is unknown due to continuing changes in (i) the estimated 
     total cost of clean-up of the site and (ii) the percentage of the total 
     waste which was alleged to have been contributed to the site by the 
     Company, accordingly, no provision for any liability which may result 
     has been made in the accompanying financial statements.   
 
B.   During 1995 and the first half of 1996, the Company's Chemical Business 
     entered into two Consent Administrative Agreements ("Agreements") with 
     the State of Arkansas to resolve certain environmental compliance and 
     certain other issues associated with the Chemical Business' nitric acid 
     concentrators.  The Company's Chemical Business has substantially 
     completed its obligations under these Agreements and has installed and 
     is continuing to install additional pollution control equipment to 
     reduce opacity and constituent emissions which impact opacity, which 
     installation is expected to be completed during the third quarter of 
     1996. 
 
     On June 10, 1996, the Company's Chemical Business and the State further 
     entered into an agreement to amend ("Amendment") one of the Agreements 
     to resolve certain compliance issues associated with the older 
     concentrated nitric acid units and various related compliance issues.  
     The Company's Chemical Business and the State are in discussions on the 
     final language of the Amendment.  In summary, the Amendment will provide 
     for more detailed reporting to the State of environmental activities of 
     the Company's Chemical Business, specific engineering activities to be 
     undertaken at the plant, and continuation of operation of the older 
     concentrated nitric acid units.  Stipulated penalties will also be set 
     forth in the Amendment. 
 
     Based on information presently available, the Company does not believe 
     that compliance with these agreements should have a material adverse 
     effect on the Company or the Company's financial condition. 
 
C.   The Company's Chemical Business has received a 60-day notice letter from 
     counsel for a group of citizens that are residents of El Dorado, 
     Arkansas, advising the Chemical Business that these citizens intend to 
     bring a citizens' suit against the Chemical Business as a result of 
     certain alleged violations of the Chemical Business' air and water 
     permits and certain environmental laws, rules and regulations.  If such 
     a citizens' suit is filed, the Company believes that such citizens would 
     be requesting the court to order the Chemical Business to cure any such 
     alleged violation, if any, plus penalties as provided under the 
     applicable statutes.  If such a suit is filed, the Company's Chemical 
     Business would assert all defenses available to it and would vigorously 
     defend itself in any such litigation. 
 
     In July, 1996, several of the same individuals who sent the 60-day 
     notice letter referenced above, filed a toxic tort lawsuit against the 
     Company's Chemical Business alleging that they suffered certain injuries 
     and damages as a result of alleged releases of toxic substances from the 
     Chemical Business' El Dorado, Arkansas, manufacturing facility.  See 
     Part II, Item 1 "Legal Proceedings" for a discussion of this legal 
     action and possible insurance coverage in connection therewith. 
 
D.   The Company's Chemical Business has been sued, together with five (5) 
     other non-affiliated commercial explosive manufacturers, in a civil 
     lawsuit by various mining companies, for allegedly violating certain 
     federal and state antitrust laws in connection with alleged price fixing 
     of certain explosive products.  The plaintiffs are suing for an 
     unspecified amount of damages, which the plaintiffs are requesting be 
     trebled pursuant to the statutes that plaintiffs are alleging were 
     violated, together with costs.  See Part II, Item 1 "Legal Proceedings" 
     for further discussion of this lawsuit. 
 
The Company, including its subsidiaries, is a party to various other claims, 
legal actions and complaints arising in the ordinary course of business.  In 
the opinion of management after consultation with counsel, all claims, legal 
actions (including those described above) and complaints are adequately 
covered by insurance, or if not so covered, are without merit or are of such 
kind, or involve such amounts, that unfavorable disposition would not have a 
material adverse effect on the financial position of the Company, but could 
have a material impact to the net income of a particular quarter or year, if 
resolved unfavorably. 
 
DEBT GUARANTEE 
 
The Company has guaranteed approximately $2.6 million of indebtedness of a 
start-up aviation company in exchange for a minority ownership interest, to 
which no value has been assigned as of June 30, 1996.  The Company is, 
however, accruing losses of the aviation company based on its ownership 
percentage and, as a result, the Company has recorded losses of $225,000 in 



1996 ($590,000 in the year ended December 31, 1995 subsequent to June 30, 
1995) related to the debt guarantee.  See "Management's Discussion and 
Analysis of Financial Condition and Results of Operations" of this report for 
discussion concerning the guarantee. 
 
OTHER 
 
In 1995, in connection with the Company's purchase of fifty percent (50%) 
equity interest in an energy conservation joint venture (the "Project"), the 
Company guaranteed the bonding company's exposure under the payment and 
performance bonds on the Project, which is approximately $17.9 million.  The 
Company is not guaranteeing any of the lending obligations of the Project, but 
has pledged to the lender of the Project, on a non-recourse basis, its equity 
interest in the Project.  As of June 30, 1996, the Project was approximately 
81% complete and the Company expects it to be completed on or before August 
31, 1996.  Inasmuch as the Project is presently performing (and is expected to 
perform in future periods), no demand has been made on the Company's 
guarantee. 
 
MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND 
  RESULTS OF OPERATIONS 
 
     The following Management's Discussion and Analysis of Financial 
Condition and Results of Operations should be read in conjunction with a 
review of the Company's June 30, 1996 Condensed Consolidated Financial 
Statements.  
 
OVERVIEW 
 
     The Company is going through a transition from a highly diversified 
company to a more focused company with the intent to focus on its two primary 
business units, the Chemical Business and the Environmental Control Business. 
 
     In September 1995 the Company announced that it would reduce its 
investment in, or take other actions regarding, the Automotive and Industrial 
Products Businesses.  The intent is to decrease the investment in these 
Businesses and redeploy the cash into the Chemical and Environmental Control 
Businesses which are perceived by management to have strategic advantages and 
better historical returns on invested capital.  The Company continues to 
explore its alternatives to accomplish these goals, but as of now, no formal 
plans have been adopted regarding the Automotive Products Business, except the 
Company is reducing its investment in the inventories of the Automotive 
Products Business and is reducing the Industrial Products Business by 
liquidating its inventory in the ordinary course of business to a size where 
the Company's investment in this business is not significant, and thereafter, 
limiting this business to the purchase and sale of a limited number of lines 
of machine tools which the Company believes are profitable.   
 
     Information about the Company's continuing operations in different 
industry segments for the six months and three months ended June 30, 1996 and 
1995 is detailed below. 
 
 
 
                                        Six Months         Three Months  
                                       1996     1995      1996      1995   
                                       ----     ----      ----      ---- 
                                                (In thousands)    
                                                  (Unaudited)     
                                                       
Sales:    
  Chemical                          $ 90,118  $ 73,938  $ 53,598  $ 41,999  
  Environmental Control               41,512    45,197    22,517    23,575  
  Automotive Products                 20,738    16,441     9,782     8,562  
  Industrial Products                  7,007     8,584     3,983     4,755  
                                     _______   _______   _______   _______  
                                    $159,375  $144,160  $ 89,880  $ 78,891  
                                     =======   =======   =======   ======= 
Gross profit: 
  Chemical                          $ 16,116  $ 14,179  $  9,316  $  7,933  
  Environmental Control               10,255    13,114     5,556     6,429  
  Automotive Products                  4,005     3,666     1,555     1,579  
  Industrial Products                  1,664     2,071       806       947  
                                     _______   _______   _______   _______  
                                    $ 32,040  $ 33,030  $ 17,233  $ 16,888  
                                     =======   =======   =======   ======= 
Operating profit (loss): 
  Chemical                          $  9,825  $  7,618  $  6,280  $  4,691  
  Environmental Control                2,301     5,396     1,580     2,420  
  Automotive Products                   (690)     (818)     (829)     (866) 
  Industrial Products                 (1,045)   (1,062)     (548)     (712) 
                                     _______   _______   _______   _______  
                                      10,391    11,134     6,483     5,533  



General corporate expenses            (2,447)   (2,952)   (1,039)   (1,286) 
Interest expense                      (5,964)   (5,020)   (2,995)   (2,632) 
                                     _______   _______   _______   _______  
Income before provision  
for income taxes                    $  1,980  $  3,162  $  2,449  $  1,615  
                                     =======   =======   =======   ======= 
 
Gross profit by industry segment represents net sales less cost of sales.  
Operating profit by industry segment represents revenues less operating 
expenses before deducting general corporate expenses, interest expense and 
income taxes.  As indicated in the above table the operating profit for the 
first six months (as defined) declined from $11.1 million in 1995 to $10.4 
million in 1996, while sales increased approximately 11%.  The decline in 
operating profit, coupled with an increase in interest expense, resulted in 
decreased income before income taxes for 1996 of $1.2 million.  This decline 
in operating profit is primarily due to lower earnings in the Environmental 
Control Business as a result of lower production volumes and cost absorption 
in the Business' heat pump products operation in 1996 as compared to 1995 
production volumes and cost absorption. 
 
 
RESULTS OF OPERATIONS 
 
Six months ended June 30, 1996 vs. Six months ended June 30, 1995. 
- ----------------------------------------------------------------- 
     Revenues 
     -------- 
     Total revenues for the six months ended June 30, 1996 and 1995 were 
$162.4 million and $145.9 million, respectively (an increase of $16.5 
million). Sales increased $15.2 million.  Other income increased $1.3 million 
due primarily to increased income received on real estate held as an 
investment and a gain on the sale of certain investments. 
 
     Net Sales 
     --------- 
     Consolidated net sales included in total revenues for the six months 
ended June 30, 1996 were $159.4 million, compared to $144.2 million for the 
first six months of 1995, an increase of $15.2 million.  This increase in 
sales resulted principally from: (i) increased sales in the Chemical Business 
of $16.2 million, primarily due to higher sales of agricultural products and 
increased business volume of Total Energy Systems, ("TES"), the Company's 
subsidiary located in Australia, (ii) increased sales in the Automotive 
Products Business of $4.3 due primarily to new product sales associated with 
the acquisition of New Alloy Company on June 1, 1995, a manufacturer and 
distributor of automotive U-joint products, offset by (iii) decreased sales in 
the Environmental Control Business of $3.7  million primarily due to decreased 
heat pump sales, and (iv) decreased machine tool sales in the Industrial 
Products Business of $1.6 million. 
 
     Gross Profit 
     ------------ 
     Gross profit was 20.1 % for the first six months of 1996, compared to 
22.9% for the first six months of 1995.  The decrease in the gross profit 
percentage was due primarily to (i) decreased absorption of costs due to lower 
production volumes in the Environmental Control Business, (ii) higher 
production costs in the Chemical Business due to the effects of natural gas 
curtailments by suppliers during unseasonably cold weather and start up of a 
new acid plant, and (iii) less favorable product mix in the Automotive 
Products Business. 
 
     Selling, General and Administrative Expense 
     ------------------------------------------- 
     Selling, general and administrative ("SG&A") expenses as a percent of 
net sales were 17.0% and 18.4% in the six month periods ended June 30, 1996 
and 1995, respectively.  As sales increased, SG&A expenses also increased, but 
not proportionately.   
 
     Interest Expense 
     ---------------- 
     Interest expense was approximately $6.0 million during the six months 
ended June 30, 1996 compared to approximately $5.6 million during the six 
months ended June 30, 1995 before capitalization of approximately $.6 million 
in 1995 in connection with the construction of a concentrated nitric acid 
plant by the Chemical Business.  The increase primarily resulted from higher 
average balances of borrowed funds. 
 
     Income Before Taxes 
     ------------------- 
     The Company had income before income taxes of $2.0 million in the first 
six months of 1996 compared to $3.2 million in the six months ended June 30, 
1995.  The decreased profitability of $1.2 million was primarily due to the 
decline in gross profit and increase in interest expense as previously 
discussed. 



 
     Provision For Income Taxes 
     -------------------------- 
     As a result of the Company's net operating loss carryforward for income 
tax purposes as discussed elsewhere herein and in Note 1 of Notes to Condensed 
Consolidated Financial Statements, the Company's provisions for income taxes 
for the six months ended June 30, 1996 and the six months ended June 30, 1995 
are for current state income taxes and federal alternative minimum taxes. 
 
Three months ended June 30, 1996 vs. Three months ended June 30, 1995. 
- ---------------------------------------------------------------------- 
     Revenues 
     -------- 
     Total revenues for the three months ended June 30, 1996 and 1995 were 
$91.5 million and $79.9 million, respectively (an increase of $11.6 million). 
Sales increased $11.0 million.  Other income increased $.6 million due 
primarily to increased income received on rental real estate held as an 
investment. 
 
     Net Sales 
     --------- 
     Consolidated net sales included in total revenues for the three months 
ended June 30, 1996 were $89.9 million, compared to $78.9 million for the 
second quarter of 1995, an increase of $11.0 million.  This increase in sales 
resulted principally from: (i) increased sales in the Chemical Business of 
$11.6 million, primarily due to higher sales of agricultural products and 
increased business volume of the Company's subsidiary located in Australia, 
TES, (ii) increased sales in the Automotive Products Business of $1.2 million 
due primarily to new products sales associated with the acquisition of New 
Alloy Company on June 1, 1995, a manufacturer and distributor of automotive U- 
joint products, offset by (iii) decreased sales in the Environmental Control 
Business of $1.1 million primarily due to heat pump sales, and (iv) decreased 
machine tool sales in the Industrial Products Business of $.7 million. 
 
     Gross Profit 
     ------------ 
     Gross profit was 19.2% for the second quarter of 1996, compared to 21.4% 
for the second quarter of 1995.  The decrease in the gross profit percentage 
was due primarily to (i) decreased absorption of costs due to lower production 
volumes in the Environmental Control Business, (ii) higher production costs in 
the Chemical Business due to the effects of the start-up of a new acid plant, 
and (iii) less favorable product mix in the Automotive Products Business. 
 
     Selling, General and Administrative Expense 
     ------------------------------------------- 
     Selling, general and administrative ("SG&A") expenses as a percent of 
net sales were 14.9% and 17.3% in the three month periods ended June 30, 1996 
and 1995, respectively.  As sales increased, SG&A expenses did not increase 
proportionately.  Also, expense in the second quarter of 1995 was higher due 
to special projects being in operation at that time that have since been 
completed.    
 
     Interest Expense 
     ---------------- 
     Interest expense was approximately $3.0 million during the three months 
ended June 30, 1996 compared to approximately $2.9 million during the three 
months ended June 30, 1995 before capitalization of approximately $.3 million 
in 1995 in connection with the construction of a concentrated nitric acid 
plant by the Chemical Business.  The increase primarily resulted from higher 
average balances of borrowed funds. 
 
     Income Before Taxes 
     ------------------- 
     The Company had income before income taxes of $2.4  million in the 
second quarter of 1996 compared to income before income taxes of $1.6 million 
in the three months ended June 30, 1995.  The increased profitability of $.8 
million was primarily due to increased sales and lower SG&A expenses as 
previously discussed. 
 
     Provision For Income Taxes 
     -------------------------- 
     As a result of the Company's net operating loss carryforward for income 
tax purposes as discussed elsewhere herein and in Note 1 of Notes to Condensed 
Consolidated Financial Statements, the Company's provisions for income taxes 
for the three months ended June 30, 1996 and the three months ended June 30, 
1995 are for current state income taxes and federal alternative minimum taxes. 
 
 
Liquidity and Capital Resources 
- ------------------------------- 
CASH FLOW FROM OPERATIONS 
 
     Net cash provided by operating activities in the first six months of 



1996, after adjustment for net non-cash expenses of $5.0 million, was $12.2 
million.  Accounts receivable increased $18.0 million from December 31, 1995 
to June 30, 1996 primarily due to seasonal sales increases in the Chemical 
Business and increased sales of the Chemical Business's Australian subsidiary 
("TES"), in addition to sales increases in the Company's other businesses over 
the fourth quarter of 1995.  Accounts payable and accrued liabilities 
increased $24.0 million due primarily to timing of payments for inventory 
purchases in the Chemical Business and increased accounts payable of TES due 
to increased business activity from higher sales and increased inventories, in 
addition to increases in the Environmental Control Business due to increased 
inventories. 
 
CASH FLOW FROM INVESTING AND FINANCING ACTIVITIES 
 
     For the six months ended June 30, 1996, cash flow from investing and 
financing activities usedapproximately $10.3 million.  Those investment and 
financing activities providing cash included approximately $1.4 million in 
proceeds from the sale of certain investment securities, and proceeds from 
other borrowings of $5.6 million. 
 
     Those investment and financing activities requiring cash included: 
reductions in the Company's working capital revolver of $3.5 million; capital 
expenditures, $7.4 million; payments on long-term debt, $3.4 million; and, 
payment of preferred and common stock dividends, $2.0 million.  Capital 
expenditures included expenditures of the Chemical Business related to the 
construction of a concentrated nitric acid plant in El Dorado, Arkansas which 
began in 1994.  The balance of capital expenditures were for normal additions 
in the Chemical, Environmental Control, and Automotive Products Businesses. 
 
     During the first six months of 1996, the Company declared and paid the 
following aggregate dividends: (1) $6.00 per share on each of the outstanding 
shares of its Series B 12% Cumulative Convertible Preferred Stock; (2) $1.62 
per share on each outstanding share of its $3.25 Convertible Exchangeable 
Class C Preferred Stock, Series 2; (3) $10.00 per share on each outstanding 
share of its Convertible Noncumulative Preferred Stock; and (4) $.03 per share 
on its outstanding shares of Common Stock.  The Company expects to continue 
the payment of an annual cash dividend on its common stock equal to $.06 per 
share, payable $.03 per share on January 1 and July 1, in the future in 
accordance with the policy adopted by the Board of Directors.  The Company 
also expects to continue payment of cash dividends on the Company's 
outstanding series of preferred stock pursuant to the terms inherent to such 
preferred stocks. 
 
SOURCE OF FUNDS   
 
     The Company is a diversified holding Company and its liquidity is 
dependent, in large part, on the operations of its subsidiaries and credit 
agreements with lenders.   
 
     The Company and certain of its subsidiaries are parties to a working 
capital line of credit evidenced by six separate loan agreements 
("Agreements") with an unrelated lender ("Lender") collateralized by 
receivables, inventory and proprietary rights of the Company and the 
subsidiaries that are parties to the Agreements and the stock of certain of 
the subsidiaries that are borrowers under the Agreements.  The Agreements 
provide for revolving credit facilities ("Revolver") for total direct 
borrowings up to $65 million, including the issuance of letters of credit (As 
discussed below, in August 1996 the maximum permitted borrowing under the 
Revolver was reduced to $63 million).  The Revolver provides for advances at 
varying percentages of eligible inventory and trade receivables.   The 
Agreements provide for interest at the reference rate as defined (which 
approximates the national prime rate) plus 1%, or the Eurodollar rate plus 
3.375%.  At June 30, 1996 the effective interest rate was 8.8%.  The initial 
term of the Agreements is through December 31, 1997, and is renewable 
thereafter for successive thirteen month terms.  The Lender or the Company may 
terminate the Agreements at the end of the initial term or at the end of any 
renewal term without penalty, except that the Company may terminate the 
Agreements after the second anniversary of the Agreements without penalty.  
Borrowings under the Revolver outstanding at June 30, 1996, were $54.2 
million.  At June 30, 1996, additional borrowings available under the Revolver 
based on eligible collateral were $8.5 million.  The Agreements require the 
Company to maintain certain financial ratios and contain other financial 
covenants, including tangible net worth requirements and capital expenditure 
limitations.  In July 1996 the Company renegotiated reductions in the tangible 
net worth and debt ratio covenants for the period June 30, 1996 through 
December 31, 1997.  The tangible net worth covenants were reset to $76.4 
million at June 30, 1996 escalating to $80.4 million at December 31, 1997.  At 
June 30, 1996, the Company is in compliance with all financial covenants under 
the Agreements.  The annual interest on the outstanding debt under the 
Revolver at June 30, 1996 at the rate then in effect would be approximately 
$4.8 million.  In July 1996, the Company also negotiated an additional term 
borrowing of $10 million with the same lender ("Bridge Loan"), which will bear 
interest at the reference rate as defined plus 3%.  In August 1996 the Company 



repaid the Bridge Loan with the proceeds from the "initial advance" of $12 
million pursuant to a secured chemical plant asset financing (the "Financing 
Agreement").  On August 9, 1996, the Company's wholly-owned subsidiaries, El 
Dorado Chemical Company and Slurry Explosive Corporation (collectively 
"Chemical Business"), which substantially comprise the Company's Chemical 
Business, entered into the Financing Agreement with a leasing subsidiary of a 
national bank (the "Bank"), whereby the Bank loaned $12 million to the 
Chemical Business and agreed to use its best efforts to arrange other 
participants to loan an additional $33 million to the Chemical Business on a 
long-term basis.  The Financing Agreement requires the Chemical Business to 
maintain certain financial ratios and will contain other financial covenants 
including tangible net worth requirements.  Funds borrowed pursuant to the 
Financing Agreement will bear interest at the three month LIBOR Rate plus 425 
basis points adjusted quarterly  (approximately 9.8% at August 9, 1996).  The 
funding under the Financing Agreement included an initial advance of $12 
million, which the Chemical Business received on August 9, 1996, and a final 
advance of the remaining $33 million as soon as the Bank has obtained certain 
additional participants.  Should the Bank be unable to obtain additional 
participants, the Chemical Business will have until June 30, 1997 to repay the 
initial advance without penalty or convert such advance to a 36 month term 
loan with amortization based on a 57 month schedule.  The Company expects the 
remaining $33 million to be funded prior to the end of 1996, however, there 
are no assurances that the Bank will be successful in finding the required 
additional participants.  Proceeds from the Financing Agreement are to be used 
to repay the Bridge Loan as discussed above and reduce outstanding borrowings 
under the Revolver also discussed above.   
 
     In addition to the Agreements discussed above, the Company has the 
following term loans in place: 
 
(1)  The Chemical Business is a party to a loan agreement ("Credit Facility") 
     with two institutional lenders ("Lenders").  This Credit Facility, as 
     amended, provides for a seven year term loan of $28.5 million.  The 
     balance of the Credit Facility at June 30, 1996 was $14.4 million.  
     Annual principal payments on the Credit Facility are $7.0 million in 
     July 1996 and a final payment of $7.4 million on March 31, 1997.  The 
     $14.4 million from the Credit Facility has been included as long-term 
     debt due within one year in the accompanying Condensed Consolidated 
     Financial Statement at June 30, 1996.  Annual interest at the agreed to 
     interest rates, if calculated on the $14.4 million outstanding balance 
     at June 30, 1996, would be approximately $1.7 million.  The Credit 
     Facility is secured by substantially all of the assets of the Chemical 
     Business not otherwise pledged under the debt facility previously 
     discussed and capital stock of the Chemical Business.  The Credit 
     Facility requires the Chemical Business to maintain certain financial 
     ratios and contains other financial covenants, including tangible net 
     worth requirements and capital expenditures limitations.  As of the date 
     of this report, the Chemical Business is in compliance with all 
     financial covenants.  Under the terms of the loan agreements between the 
     Chemical Business and its lenders, the Chemical Business cannot transfer 
     funds to the Company in the form of cash dividends or other advances, 
     except for (i) the amount of taxes that the Chemical Business would be 
     required to pay if it was not consolidated with the Company; and (ii) an 
     amount equal to fifty percent (50%) of the Chemical Business' cumulative 
     adjusted net income as long as the Chemical Business meets certain 
     financial ratios.  
 
(2)  The Company s wholly-owned subsidiary, DSN Corporation ( DSN ) is a 
     party to several loan agreements with a financing company (the 
      Financing Company ) for three (3) projects which DSN substantially 
     completed during 1995.  These loan agreements are for a $16.5 million 
     term loan (the  DSN Permanent Loan"), which was converted on June 1, 
     1995 from the original construction loan, and was used to construct, 
     equip, re-erect, and refurbish a concentrated nitric acid plant (the 
      DSN Plant ) placed into service by the Chemical Business at its El 
     Dorado, Arkansas facility; a loan for approximately $1.2 million to 
     purchase additional railcars to support the DSN Plant (the  Railcar 
     Loan ); and a loan for approximately $1.1 million to finance the 
     construction of a mixed acid plant (the  Mixed Acid Plant ) in North 
     Carolina (the  Mixed Acid Loan ).  At June 30, 1996, DSN had outstanding 
     borrowings of $14.8 million under the DSN Permanent Loan, $1.0 million 
     under the Mixed Acid Loan, and $1.1 million under the Railcar Loan.  The 
     loans have repayment schedules of eighty-four (84) consecutive monthly 
     installments of principle and interest.  The interest rates are fixed 
     and range from 8.24% to 8.86%.  Annual interest, for the three notes as 
     a whole, at the agreed to interest rates would approximate $1.5 million.  
     The loans are secured by the various DSN and Mixed Acid Plants property 
     and equipment, and all railcars purchased under the railcar loan.  The 
     loan agreement requires the Company to maintain certain financial 
     ratios, including tangible net worth requirements.  As of the date of 
     this report, the Company is in compliance with all financial covenants 
     or if not in compliance, has obtained appropriate waivers from the 
     Financing Company.  



 
(3)  A subsidiary of the Company ("Prime") entered into a loan agreement 
     ("Agreement"), effective as of May 4, 1995, with Bank IV Oklahoma, N.A. 
     ("Bank").  Pursuant to the Agreement, the Bank loaned $9 million to 
     Prime, evidenced by a Promissory Note ("Note").  The Agreement and Note 
     were modified in June of 1996 in consideration for the Bank loaning an 
     additional $4.2 million to Prime.  The Note bears interest per annum at 
     a rate equal to three quarters of one percent .75% above the prime rate 
     in effect from day to day as published in the Wall Street Journal.  The 
     outstanding principal balance of the Note is payable in sixty (60) 
     monthly payments of principal and interest commencing on June 30, 1996.  
     Payment of the Note is secured by a first and priority lien and security 
     interest in and to Prime's right, title, and interest in the loan 
     receivable relating to the real property and office building known as 
     the Bank IV Tower located in Oklahoma City, Oklahoma (the "Tower"), the 
     Management Agreement relating to the Tower, and the Option to Purchase 
     Agreement covering the real property on which the Tower is located. 
 
     Future cash requirements include working capital requirements for 
anticipated sales increases in all Businesses, and funding for future capital 
expenditures, primarily in the Chemical Business and the Environmental Control 
Business.  Funding for the higher accounts receivable resulting from 
anticipated sales increases are expected to be provided by the revolving 
credit facilities discussed elsewhere in this report.  Inventory requirements 
for the higher anticipated sales activity should be met by scheduled 
reductions in the inventories of the Automotive Products Business, which 
increased its inventories in 1995 beyond required levels.  In 1996, the 
Company has planned capital expenditures of approximately $10.5 million, 
primarily in the Chemical and Environmental Control Businesses.  
 
     Management believes that cash flows from operations, the Company's 
revolving credit facilities, the Financing Agreement discussed above, and 
other sources will be adequate to meet its presently anticipated capital 
expenditure, working capital, debt service and dividend requirements.  This is 
a forward-looking statement that involves a number of risks and uncertainties 
that could cause actual results to differ materially, such as, a material 
reduction in revenues, the incurrance of losses, inability to collect a 
material amount of receivables, required capital expenditures in excess of 
those presently anticipated, or other future events, not presently 
predictable, which individually or in the aggregate could impair the Company's 
ability to obtain funds to meet its requirements.  The Company anticipates 
that it will spend approximately $3 million to $4 million in additional 
capital expenditures for the purchase of certain pollution control equipment 
for compliance with provisions of agreements with the State of Arkansas as 
discussed in Note 4 of Notes to Condensed Consolidated Financial Statements 
and expansion of certain manufacturing facilities.  The Company anticipates 
these additional capital expenditures will be financed through its working 
capital lines or other financings.  See discussion under "Recent Developments" 
of this "Management's Discussion and Analysis of Financial Condition and 
Results of Operations" regarding negotiations to build two new plants; one to 
produce nitric acid and another to produce high density ammonium nitrate. 
 
FOREIGN SUBSIDIARY FINANCING 
 
     On March 7, 1995 the Company guaranteed a revolving credit working 
capital facility (the "Facility") between TES and Bank of New Zealand.  The 
Facility allowed for borrowings up to an aggregate of $5.0 million Australian 
based on specific percentages of qualified eligible assets.  The Facility was 
amended on June 25, 1996 to allow for borrowings up to an aggregate of $7.0 
million Australian.  This amendment also requires a reduction of $1.0 million 
to the amount of $6.0 million on or before December 31, 1996; then a further 
reduction of $1.0 million to the amount of $5.0 million on or before June 30, 
1997.  Based on the effective exchange rate at June 30, 1996, the amount of 
allowed borrowings under the Facility is approximately U.S. $5.5 million. 
(U.S. $3.6 million actually borrowed at June 30, 1996).  Such debt is secured 
by substantially all the assets of TES, plus an unlimited guarantee and 
indemnity from the Company.  The interest rate on this debt is the Bank of New 
Zealand Corporate Base Lending Rate plus 0.5% (approximately 11.5% at June 30, 
1996).  The Facility is subject to renewal at the discretion of Bank of New 
Zealand based upon annual review.  The next annual review is due on June 30, 
1997.  The Facility requires TES to maintain certain financial covenants.  As 
of the date of this report, TES was in compliance with all required covenants.  
The outstanding borrowing under the facility at June 30, 1996 has been 
classified as due within one year in the accompanying condensed consolidated 
financial statements. 
 
JOINT VENTURES AND OPTIONS TO PURCHASE 
 
     During 1994 the Company, through a subsidiary, loaned $2.1 million to a 
French manufacturer of HVAC equipment whose product line is compatible with 
that of the Company's Environmental Control Business in the U.S.A.  Under the 
loan agreement, the Company has the option to exchange its rights under the 
loan for 100% of the borrower's outstanding common stock.  The Company 



obtained a security interest in the stock of the french manufacturer to secure 
its $2.1 million loan.  During fiscal year 1995 and January 1996, the Company 
advanced an additional $800,000 to the French manufacturer bringing the total 
of the loan to $2.9 million. At this time the decision has not been made to 
exercise such option and the $2.9 million loan, less a $1.9 million valuation 
reserve, is carried on the books as a note receivable in other assets. 
 
     During the second quarter of 1995, the Company executed a stock option 
agreement to acquire eighty percent (80%) of the stock of a specialty sales 
organization to enhance the marketing of the Company's air conditioning 
products.  The stock option has a four (4) year term, and a total option 
granting price of $1.0 million payable in installments including an option fee 
of $500,000 paid upon signing of the option agreement and annual $100,000  
payments for yearly extensions of the stock option thereafter for up to three 
(3) years.  Upon exercise of the stock option by the Company, or upon the 
occurrence of certain performance criteria which would give the grantors of 
the stock option the right to accelerate the date on which the Company must 
elect whether to exercise, the Company shall pay certain cash and issue 
promissory notes for the balance of the exercise price of the subject shares.  
The total exercise price of the subject shares is $4.0 million, less the 
amounts paid for the granting and any extensions of the stock option.  The 
Company presently expects that it will eventually exercise the stock option.   
 
     A subsidiary of the Company invested approximately $2.8 million to 
purchase a fifty percent (50%) limited partnership interest in an energy 
conservation joint venture (the "Project").  As discussed above, the Company 
has an option to acquire 80% of the general partner and the owner of the other 
50% of the Project.  The Project was awarded a contract to retrofit 
residential housing units at a U.S. Army base.  The contract required 
installation of energy-efficient equipment (including air conditioning and 
heating equipment), which will reduce utility consumption.  For the 
installation and management, the Project will receive an average of seventy- 
seven percent (77%) of all energy and maintenance savings during the twenty 
(20) year contract term.  The Project estimates that the cost to retrofit the 
residential housing units at the U.S. Army base will be approximately $18.8 
million.  The Project has received a loan from a lender to finance up to 
approximately $14 million of the cost of the Project.  The Company is not 
guaranteeing any of the lending obligations of the Project, but has pledged to 
the lender of the Project, on a non-recourse basis, its equity interest in the 
Project.  The Company has guaranteed the bonding company's exposure under the 
payment and performance bonds on the Project, which is approximately $17.9 
million.  As of June 30, 1996, the Project was approximately 81% complete and 
the Company expects it to be completed on or before August 31, 1996. 
 
DEBT GUARANTEE   
 
     As disclosed in Note 4 of the Notes to Condensed Consolidated Financial 
Statements a subsidiary of the Company has guaranteed approximately $2.6 
million of indebtedness of a start  
up aviation company in exchange for an ownership interest. The debt guarantee 
relates to two instruments, both of which require interest only payments 
through September 1996.  One note for$600,000 matures September 28, 1996.  The 
other note requires monthly principal payments of $11,111 plus interest 
beginning in October 1996 until August 8, 1999, at which time all outstanding 
principal and unpaid interest are due.  In the event of default of this note, 
the Company is required to assume payments on the note with the term extended 
until August 2004.  Both notes are current as to principal and interest.   
 
     The Company has advanced approximately $150,000 to the aviation company 
while they seek additional capital.  The Company has also purchased additional 
shares of stock in the aviation company during the first six months of 1996 
for approximately $165,000.  This purchase increased the Company's ownership 
interest in the aviation company to approximately 42%.   
 
The aviation company has advised the Company that it expects to complete the 
Federal Aviation Authority certification process by the end of 1997, at which 
time commercial production development may begin.  In May 1996, the aviation 
company signed a letter of intent with a third party to enter into an 
agreement which provides for the third party to make certain loans to and 
purchase stock in the aviation company.  This agreement, if finalized, is 
expected to provide the additional funding needed prior to completion of 
commercial production development, including debt servicing on the two note 
instruments previously discussed.  The agreement, if finalized, is also 
expected to reduce the Company's ownership interest in the aviation company to 
approximately 25%. There are no assurances that the agreement between the 
aviation company and the third party to provide loans and equity to the 
aviation company will be finalized.     
 
RECENT DEVELOPMENTS 
 
     As previously reported, the Chemical Business has entered into detailed 
negotiations with Bayer Corporation ("Bayer") for the Chemical Business to 
build, own and operate a nitric acid plant located on property owned by Bayer 



to supply nitric acid on a long-term basis to a complex that Bayer is to 
construct in Baytown, Texas.  The transaction with Bayer is subject to 
finalization of a definitive agreement.  If the definitive agreement is 
finalized, the Company expects that the plant can be constructed and become 
operational within 24-30 months from the completion of such definitive 
agreement.   
 
     The Chemical Business has also entered into a letter of intent with 
Farmland Industries, Inc. ("Farmland") to negotiate a long-term purchase and 
sales agreement to supply a major portion of Farmland's annual requirements 
for high density ammonium nitrate.  If the negotiations are successful, the 
Chemical Business will construct a new dedicated nitric acid plant at its El 
Dorado, Arkansas complex, of sufficient size, to provide the additional nitric 
acid needed to produce Farmland's requirements for ammonium nitrate, if 
necessary to meet the Business' commitment.  It is presently anticipated that 
the new nitric acid plant, if constructed, should be ready for production in 
1998.  The letter of intent with Farmland is subject to numerous conditions, 
including the negotiation and execution of definitive agreements. 
 
     If the contracts with Bayer and/or Farmland are consummated, the Company 
intends to obtain project financing to fund the construction of these projects 
or enter into long-term loan arrangements for the facilities required. 
 
AVAILABILITY OF THE COMPANY'S LOSS CARRYOVERS  
 
     The Company anticipates that its cash flow in future years will benefit 
to some extent from its ability to use net operating loss ("NOL") carryovers 
from prior periods to reduce the federal income tax payments which it would 
otherwise be required to make with respect to income generated in such future 
years.  As of June 30, 1996, the Company had available NOL carryovers of 
approximately $43 million, based on its federal income tax returns as filed 
with the Internal Revenue Service for taxable years through 1994, and on the 
Company's estimates for 1995 and 1996.  These NOL carryovers will expire 
beginning in the year 1999. 
      
     The first sentence in the preceding paragraph contains forward-looking 
statements.  The amount of these carryovers has not been audited or approved 
by the Internal Revenue Service and, accordingly, no assurance can be given 
that such carryovers will not be reduced as a result of audits in the future.  
In addition, the ability of the Company to utilize these carryovers in the 
future will be subject to a variety of limitations applicable to corporate 
taxpayers generally under both the Internal Revenue Code of 1986, as amended, 
and the Treasury Regulations.  These include, in particular, limitations 
imposed by Code Section 382 and the consolidated return regulations.  Further, 
the ability to utilize the NOL and affect the cash flow further depends on the 
amount of taxes applicable to the income generated by the Company. 
 
CONTINGENCIES  
 
     As discussed in Note 4 of Notes to Condensed Consolidated Financial 
Statements and Part II, Item 1 "Legal Proceedings", of this report, the 
Company has several contingencies that could impact its liquidity in the event 
that the Company is unsuccessful in defending against the claimants. 
Management does not anticipate that these claims will result in material 
adverse impacts on its liquidity.  This is a forward-looking statement that 
involves a number of risks and uncertainties that could cause actual results 
to differ materially, such as, costs of remediation and compliance exceeding 
those presently anticipated, additional sources of contamination being 
discovered, the federal or state governmental agencies having jurisdiction 
over certain of these matters requiring substantially more equipment to reduce 
air emissions than presently anticipated or ordering the Company's Chemical 
Business to curtail or eliminate certain production activities at its El 
Dorado, Arkansas site not anticipated, the Chemical Business' Environmental 
Impairment Insurance Policy ("EIL Policy") not providing coverage to the 
Company and the Chemical Business for any material toxic tort claims made by 
claimants referred to in Note 4 of Notes to Condensed Consolidated Financial 
Statements and/or Part II, Item 1 "Legal Proceedings" of this report, if a 
court finds the Company and/or the Chemical Business liable for damages to 
claimants in connection with certain toxic tort claims referenced in Note 4 of 
Notes to Condensed Consolidated Financial Statements and/or Part II, Item 1 
"Legal Proceedings" of this report, for damages for a material amount in 
excess of limits of coverage of the EIL Policy, or a court finds the Company 
and/or the Chemical Business liable for a material amount in connection with 
those claims and/or pending litigation involving matters other than the toxic 
tort lawsuit discussed in Note 4 of Notes to Condensed Consolidated Financial 
Statements and/or Part II, Item 1 "Legal Proceedings" of this report. 
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                  Independent Accountants' Review Report 
 
 
Board of Directors 
LSB Industries, Inc. 
 
We have reviewed the accompanying condensed consolidated balance sheet of LSB 
Industries, Inc. and subsidiaries as of June 30, 1996, and the related 
condensed consolidated income statements for the six-month and three-month 
periods ended June 30, 1996 and 1995 and the condensed consolidated statements 
of cash flows for the six-month periods ended June 30, 1996 and 1995.  These 
financial statements are the responsibility of the Company's management. 
 
We conducted our reviews in accordance with standards established by the 
American Institute of Certified Public Accountants.  A review of interim 
financial information consists principally of applying analytical procedures 
to financial data, and making inquiries of persons responsible for financial 
and accounting matters.  It is substantially less in scope than an audit 
conducted in accordance with generally accepted auditing standards, which will 
be performed for the full year with the objective of expressing an opinion 
regarding the financial statements taken as a whole.  Accordingly, we do not 
express such an opinion. 
 
Based on our reviews, we are not aware of any material modifications that 
should be made to the accompanying condensed consolidated financial statements 
referred to above for them to be in conformity with generally accepted 
accounting principles. 
 
We have previously audited, in accordance with generally accepted auditing 
standards, the consolidated balance sheet of LSB Industries, Inc. as of 
December 31, 1995, and the related consolidated statements of operations, and 
stockholders' equity and cash flows for the year then ended (not presented 
herein); and in our report dated February 26, 1996, we expressed an 
unqualified opinion on those consolidated financial statements. In our 
opinion, the information set forth in the accompanying condensed consolidated 
balance sheet as of December 31, 1995, is fairly stated, in all material 
respects, in relation to the consolidated balance sheet from which it has been 
derived. 
 
 
 
August 2, 1996                               /s/ ERNST & YOUNG LLP 
 
 
                                  PART II 
                             OTHER INFORMATION 
 
 
Item 1.   Legal Proceedings 
 
     There are no additional material legal proceedings pending against the 
Company and/or its subsidiaries not previously reported by the Company in Item 
3 of its Form 10-K for the fiscal period ended December 31, 1995, which Item 3 
is incorporated by reference herein except as discussed below. 
 
     During April, 1996, the Company was advised that the Chemical Business' 
El Dorado, Arkansas, facility was no longer listed in the Environmental 
Protection Agency's ("EPA") databased tracking system as a CERCLIS site. 
 
     Roy Carr, et al. v. El Dorado Chemical Company.  This lawsuit was filed 
by the plaintiffs against El Dorado Chemical Company ("El Dorado"), a wholly 
owned subsidiary of the Company, in the United States District Court, Western 
Division of Arkansas, El Dorado Division, on June 26, 1996.  The plaintiffs 
are comprised of eight (8) persons who reside in the area surrounding El 
Dorado's manufacturing facility in El Dorado, Arkansas.  The plaintiffs are 
alleging that they suffered an unspecified amount of damages under various 
toxic tort theories, including negligence, nuisance, trespass and strict 
liability, as a result of releases of toxic substances from El Dorado's 
manufacturing facility.  In addition, the plaintiffs are seeking punitive 
damages.  Discovery has only recently begun in this matter, and El Dorado 
intends to vigorously defend itself against these claims.  The Company and the 
Chemical Business maintain an Environmental Impairment insurance policy ("EIL 
Insurance") that provides coverage to the Company and the Chemical Business 
for certain discharges, dispersal, releases, or escapes of certain 
contaminants and pollutants into or upon land, the atmosphere or any water 
course or body of water from El Dorado's manufacturing facility which has 
caused bodily injury, property damage or contamination to others or to other 
property not on El Dorado's manufacturing facility.  The EIL Insurance 
provides limits of liability for each loss up to $10 million and a similar $10 



million limit for all losses due to bodily injury or property damage, except 
$5 million limits for each remediation expense and $5 million for all 
remediation expenses, with the maximum limit of liability for all claims under 
the EIL Insurance not to exceed $10 million for each loss or remediation 
expense and $10 million for all losses and remediation expenses.  The EIL 
Insurance also provides a retention of the first $500,000 per loss or 
remediation expense that is to be paid by the Company.  The Company has given 
notice to its insurance carrier of the above claims.  Although there are no 
assurances, the Company believes that the EIL Insurance will provide coverage 
for this matter up to the limits of the policy in excess of the 
Company's$500,000 deductible.  As of the date of this report, the Company 
believes that if any award is ultimately received by the Plaintiffs, that such 
award would not exceed the limits of the coverage of the EIL Insurance.  
Although there can be no assurances, the Company does not believe the outcome 
of this matter will have a material adverse effect on the Company's financial 
position or results of operation.  The statements contained in the two 
penultimate sentences of this paragraph are forward-looking statements that 
involve a number of risks and uncertainties that could cause actual results to 
differ materially, such as, among other factors, the following:  the EIL 
Insurance does not provide coverage to the Company and the Chemical Business 
for any material claims made by the plaintiffs, the plaintiffs alleged damages 
not covered by the EIL Policy which a court may find the Company and/or the 
Chemical Business liable for, such as punitive damages, or a court finds the 
Company and/or the Chemical Business liable for damages to such claimants for 
a material amount in excess of the limits of coverage of the EIL 
Insurance.Arch Mineral Corporation, et al. v. ICI Explosives USA, Inc., et al.  
On May 24, 1996, the plaintiffs filed this cause of action against El Dorado 
and five (5) other unrelated commercial explosives manufacturers alleging that 
the defendants allegedly violated certain federal and state antitrust laws in 
connection with alleged price fixing of certain explosive products.  This 
cause of action is pending in the United States District Court, Southern 
District of Indiana.  The principal plaintiffs in this cause of action are 
Arch Mineral Corporation, Ohio Power Company, Consol, Inc., Cyprus Amax 
Minerals Company, Kennecott Corporation, Mapco Coal, Inc., Solar Sources, 
Inc., Triton Coal Company and certain subsidiaries of the above.  The other 
defendants are ICI Explosives USA, Inc., Dyno Nobel, Inc., Mine Equipment & 
Mill Supply Company, Austin Powder Co., and ETI Explosives Techologies 
International, Inc., none of which are affiliates of the Company or El Dorado.  
The plaintiffs are suing for an unspecified amount of damages, which, pursuant 
to statute, plaintiffs are requesting be trebled, together with costs.  Based 
on the information presently available to the Company, the Company does not 
believe that El Dorado conspired with any party, including, but not limited 
to, the five (5) other defendants, to fix prices in connection with the sale 
of commercial explosives.  Discovery has just begun in this matter, and El 
Dorado will vigorously defend itself in this litigation. 
 
Item 2.   Changes in Securities 
 
     Not applicable. 
 
Item 3.   Defaults upon Senior Securities 
 
     Not applicable. 
 
 
Item 4.   Submission of Matters to a Vote of Security Holders 
 
     At the Company's 1996 Annual Meeting of Shareholders held on June 27, 
1996, the following three members of the Board of Directors were reelected for 
a term of three (3) years, as follows: 
                                        Number of        
                                         Shares         Number of 
                                      "Against" and   Abstentions 
                       Number of       to "Withhold    and Broker 
     Name            Shares "For"       Authority"      Non-Votes 
- -------------------  -------------    -------------   ------------ 
Raymond B. Ackerman    11,981,738        87,986             -     
Bernard G. Ille        11,979,304        90,420             -     
Tony M. Shelby         11,988,103        81,621             -     
 
     The following are the directors whose terms of office continued after 
such Annual Meeting:  Robert C. Brown, M.D., Barry H. Golsen, Jack E. Golsen, 
David R. Goss, Horace G. Rhodes, and Jerome D. Shaffer, M.D. 
 
     At the annual Meeting, Ernst & Young, LLP, certified public accounts, 
was appointed as independent auditors of the Company for 1996, as follows: 
 
                                         Number of  
                                         Shares                   
                                         "Against"    Number of   
                                         and to       Abstentions 
                       Number of         "Withhold    and Broker  
                     Shares "FOR"        Authority"   Non-Votes   



                     ------------        ----------   ----------- 
                      12,022,540           40,397        6,787     
 
 
 
Item 5.   Other Information 
 
     Not applicable. 
 
Item 6.   Exhibits and Reports on Form 8-K 
 
     (A)  Exhibits.  The Company has included the following exhibits in this 
          report: 
 
          4.1  Credit Agreement, dated as of August 8, 1996, between El 
          Dorado Chemical Company and Security Pacific Leasing Corporation.  
          The agreement contains a list of schedules and exhibits omitted 
          from the filed copy and the Company agrees to furnish 
          supplementally a copy of any of the omitted schedules or exhibits 
          to the Commission upon request. 
 
          11.1 Statement Re: Computation of Per Share Earnings. 
 
          15.1 Letter Re: Unaudited Interim Financial Information. 
 
          27.1 Financial Data Schedule 
 
     (B)  Reports of Form 8-K.  The Company did not file any reports on Form 
          8-K during the quarter ended June 30, 1996. 
 
 
                                SIGNATURES 
                                ---------- 
Pursuant to the requirements of the Securities Exchange Act of 1934, as 
amended, the Company has caused the undersigned, duly-authorized, to sign this 
report on its behalf on this 19th day of August, 1996 
 
 
             LSB INDUSTRIES, INC. 
 
 
 
                            By: /s/ Tony M. Shelby                
                               ---------------------------------- 
                                Tony M. Shelby,  
                                Senior Vice President of Finance 
                                (Principal Financial Officer)      
                                 
 
                            By: /s/ Jim D. Jones     
                               -----------------------------------  
                                Jim D. Jones 
                                Vice President, Controller and  
                                Treasurer(Principal Accounting 
                                Officer) 
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                                                                     Page 1 of 6 
       PRIMARY EARNINGS PER SHARE COMPUTATION 
                                                                            
                                                       1996 quarter ended  
                                                  --------------------------- 
                                                    March 31         June 30   
Shares for primary earnings per share:            ------------     ---------- 
  Weighted average shares: 
    Common shares outstanding from                                          
      beginning of period                          12,911,447      12,909,487  
    Common shares issued on conversion 
     of redeemable preferred stock; 
     calculated on weighted average 
     basis                                                270               -  
    Common shares issued upon exercise  
     of employee or director stock 
     options; calculated on weighted 
     average basis                                          -               -  
    Purchases of treasury stock;  
     calculated on weighted average  
     basis                                               (330)           (978) 
                                                   ----------      ---------- 
                                                   12,911,387      12,908,509  
 
Common Stock equivalents: 
    Shares issuable upon exercise of  
     options and warrants (including 
     the weighted average for shares  
     subject to options and warrants  
     granted during the period)                             -         737,640  
    Assumed repurchase of outstanding  
     shares up to the 20% limitation 
     (based on average market price for 
     the period)                                            -        (359,676) 
    Common shares issuable on conversion  
     of redeemable preferred stock,  
     excluding shares included above  
     on actual conversion                                   -          62,080  
                                                   ----------      ---------- 
                                                            -         440,044  
 
                                                   12,911,387      13,348,553  
                                                   ==========      ========== 
 
Earnings for primary earnings per share: 
  Net earnings (loss)                             $  (531,218)    $ 2,371,797  
   
  Dividends on cumulative preferred stocks            (75,520)        (60,000) 
  Dividends on convertible, exchangeable 
    Class C preferred Stock (6.5% annually)          (743,438)       (743,438) 
 
 Earnings applicable to common stock              $(1,350,176)    $ 1,568,359  
                                                   ==========      ========== 
 
 Earnings per share                                     $(.10)          $ .12  
                                                         ====            ==== 
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         PRIMARY EARNINGS PER SHARE COMPUTATION 
 
 
        
        
                                                           Six months   
                                                             ended      
                                                         June 30, 1996  
                                                         ------------- 
                                                   
     
Net earnings applicable to common Stock                   $   218,183   
                                                           ========== 
Weighted average number of common and common 
  equivalent shares (average of two quarters 
  above)                                                   13,129,970   
                                                           ========== 
Earnings per share                                              $ .02   
                                                                 ==== 
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     PRIMARY EARNINGS PER SHARE COMPUTATION 
                                                                            
                                                     1995 quarter ended       
                                               ----------------------------- 
                                               March 31              June 30   
                                               --------              ------- 
Shares for primary earnings per share: 
  Weighted average shares: 
    Common shares outstanding from                         
      beginning of period                    13,060,566            13,045,912  
    Common shares issued on conversion 
     of redeemable preferred stock; 
     calculated on weighted average 
     basis                                          180                     -  
    Common shares issued upon exercise  
     of employee or director stock 
     options; calculated on weighted 
     average basis                                    -                96,692  
    Purchases of treasury stock;  
     calculated on weighted average  
     basis                                      (13,950)             (146,176) 
                                             ----------            ---------- 
                                             13,046,796            12,996,428  
 
Common Stock equivalents: 
    Shares issuable upon exercise of  
     options and warrants (including 
     the weighted average for shares  
     subject to options and warrants  
     granted during the period)                 823,140               817,448  
    Assumed repurchase of outstanding  
     shares up to the 20% limitation 
     (based on average market price for 
     the period)                               (317,680)             (393,498) 
    Common shares issuable on conversion  
     of redeemable preferred stock,  
     excluding shares included above  
     on actual conversion                             -                63,520  
                                             ----------            ---------- 
                                                505,460               487,470  
                                             ----------            ---------- 
                                             13,552,256            13,483,898  
 
 
Earnings for primary earnings per share: 
  Net earnings                              $ 1,448,092           $ 1,502,431  
   
  Dividends on cumulative preferred stocks      (75,880)              (60,000) 
  Dividends on convertible, exchangeable 
    Class C preferred Stock (6.5% annually)    (743,437)             (743,437) 
                                             ----------            ---------- 
 Earnings applicable to common stock        $   628,775           $   698,994  
                                             ==========            ========== 
 
 Earnings per share                               $ .05                 $ .05  
                                                   ====                  ==== 
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         PRIMARY EARNINGS PER SHARE COMPUTATION 
 
 
        
        
                                                           Six months   
                                                             ended      
                                                         June 30, 1996  
                                                         ------------- 
                                                        
     
Net earnings applicable to common Stock                  $ 1,327,769   
                                                          ========== 
Weighted average number of common and common 
  equivalent shares (average of two quarters 
  above)                                                  13,518,077   



                                                          ========== 
Earnings per share                                             $ .10   
                                                                ==== 
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       FULLY DILUTED EARNINGS PER SHARE COMPUTATION 
        
                                                     1996 quarter ended         
                                               -----------------------------  
                                               March 31              June 30  
                                               --------              ------- 
                                                            
Shares for fully diluted earnings per  
  share: 
  Weighted average shares outstanding  
    for primary earnings per share           12,911,387             12,908,509  
  Shares issuable upon exercise of  
    options and warrants                              -                737,640  
  Assumed repurchase of outstanding  
   shares up to the 20% limitation  
   (based on ending market price  
    for the quarter if greater than  
    the average)                                      -               (359,676) 
  Common shares issuable on conversion 
    of redeemable preferred stock,  
    excluding shares included above on 
     actual conversion                                -                 62,080  
  Common shares issuable upon conversion  
     of convertible note payable                      -                  4,000  
  Common shares issuable upon conversion 
     of convertible preferred stock, if  
     dilutive, from date of issue: 
      Series B                                        -                666,666  
      Series 2                                        -                      -  
                                             ----------             ---------- 
                                             12,911,387             14,019,219  
                                             ==========             ========== 
Earnings for fully diluted earnings  
  per share: 
  Net earnings (loss)                       $  (531,218)            $2,371,797  
   
  Dividends on cumulative preferred  
    stocks: 
       Series B                                 (75,520)                     -  
       Series 2 Class C                        (743,438)              (743,438) 
                                             ----------             ---------- 
  Earnings applicable to common stock       $(1,350,176)            $1,628,359  
                                             ==========              ========= 
 
   Earning (loss) per share                       $(.10)                 $ .12  
                                                   ====                   ==== 
 
 
                                                           Six months   
                                                             ended      
                                                         June 30, 1996  
                                                         ------------- 
Net earnings applicable to common stock                   $   278,183   
                                                           ========== 
Weighted average number of common and common 
  equivalent shares (average of two quarters 
  above)                                                   13,465,303            
                                                           ========== 
Earnings per share                                             $  .02   
                                                                ===== 
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       FULLY DILUTED EARNINGS PER SHARE COMPUTATION 
 
                                                     1995 quarter ended 
                                           __________________________________ 
                                                            
                                              March 31              June 30      
                                           -------------          ----------- 
                                           
Shares for fully diluted earnings  
  per share: 
  Weighted average shares outstanding  



    for primary earnings per share          13,046,796             12,996,428  
  Shares issuable upon exercise of  
    options and warrants                       823,140                817,448  
  Assumed repurchase of outstanding  
    shares up to the 20% limitation  
    (based on ending market price for  
    the quarter if greater than the  
    average)                                  (300,737)              (380,135) 
  Common shares issuable on conversion  
    of redeemable preferred stock,  
    excluding shares included above  
    on actual conversion                             -                 63,520  
  Common shares issuable upon conversion  
    of convertible note payable                  4,000                  4,000  
  Common shares issuable upon conversion  
    of convertible preferred stock,  
    if dilutive, from date of issue: 
      Series B                                       -                      -  
      Series 2                                       -                      -  
 
                                            13,573,199             13,501,261  
                                            ==========             ========== 
Earnings for fully diluted  
  earnings per share: 
  Net earnings                             $ 1,448,092            $ 1,502,431  
  Interest on convertible note                     180                    180  
 
  Dividends on cumulative convertible 
    preferred stocks: 
     Series B                                  (75,880)               (60,000) 
     Series 2 Class C                         (743,437)              (743,437) 
                                            ----------             ---------- 
  Earnings applicable to common stock      $   628,955            $   699,174  
                                            ==========             ========== 
   Earnings per share                             $.05                   $.05  
                                                   ===                    === 
 
 
                                                           Six months  
                                                              ended     
                                                          June 30, 1995 
                                                          ------------- 
                                                                   
Net earnings applicable to common stock                   $ 1,328,129   
                                                          =========== 
Weighted average number of common and common 
  equivalent shares (average of two quarters 
  above)                                                   13,537,230   
                                                           ========== 
 
Earnings per share                                               $.10  
                                                                  === 
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                                                               Exhibit 15.1 
 
ERNST & YOUNG LLP             100 North Broadway        Phone: 405 278 6800 
                         Oklahoma City, OK 73102         Fax:  405 278 6823 
                                                         Fax:  405 278 6834 
 
 
 
 
 
 
 
 
August 19, 1996 
 
 
 
The Board of Directors 
LSB Industries, Inc. 
 
We are aware of the incorporation by reference in the Registration Statement 
(Form S-8 No. 33-8302) and the Registration Statement (Form S-3 No. 33-69800) 
of LSB Industries, Inc. and in the related Prospectus of our report dated 
August 2, 1996 relating to the unaudited condensed consolidated interim 
financial statements of LSB Industries, Inc. which are included in its Form 
10-Q for the quarter ended June 30, 1996. 
 
Pursuant to Rule 436(c) of the Securities Act of 1933 our report is not a part 
of the registration statement prepared or certified by accountants within the 
meaning of Section 7 or 11 of the Securities Act of 1933. 
 
                                   Very truly yours, 
 
                                   /s/ Ernst & Young LLP 
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     CREDIT AGREEMENT  
  
  
     This CREDIT AGREEMENT is entered into as of August 8, 1996, between El 
Dorado Chemical Company, an Oklahoma corporation (the "Company"), and Security 
Pacific Leasing Corporation, a Delaware corporation ("SPLC"), as a Lender and 
as the Collateral Agent.  
  
     WHEREAS, the Company desires to borrow up to $45,000,000.00 to refinance 
existing indebtedness of the Company and to loan an affiliate, Northwest 
Financial Corporation, up to $20,000,000.00 to enable affiliates of the 
Company to refinance existing indebtedness; and  
  
     WHEREAS, SPLC has agreed to make available to the Company a term loan 
upon the terms and conditions set forth in this Agreement in the amount of 
$12,000,000.00 and one or more additional lenders (the "Additional Lenders") 
may become parties to this Agreement to provide the remainder of such 
$45,000,000.00;  
  
     NOW, THEREFORE, in consideration of the mutual agreements, provisions 
and covenants contained herein, the parties agree as follows:  
  
  
     ARTICLE I  
  
     DEFINITIONS  
  
     1.01 Certain Defined Terms.  The following terms have the following 
meanings:  
  
          "Acquisition" means any transaction or series of related 
transactions for the purpose of or resulting, directly or indirectly, in (a) 
the acquisition of all or substantially all of the assets of a Person, or of 
any business or division of a Person, (b) the acquisition of in excess of 50% 
of the capital stock, partnership interests or equity of any Person, or 



otherwise causing any Person to become a Subsidiary, or (c) a merger or 
consolidation or any other combination with another Person (other than a 
Person that is a Subsidiary) provided that the Company or the Subsidiary is 
the surviving entity.  
  
          "Additional Lenders" shall have the meaning set forth in the 
preamble of this Agreement.  
  
     "Adjustment Date" means the first day of the month following the Initial 
Advance of the Term Loan and the first day of the month every three months 
thereafter.  
  
          "Affiliate" means, as to any Person, any other Person which, 
directly or indirectly, is in control of, is controlled by, or is under common 
control with, such Person.  A Person shall be deemed to control another Person 
if the controlling Person possesses, directly or indirectly, the power to 
direct or cause the direction of the management and policies of the other 
Person, whether through the ownership of voting securities, by contract, or 
otherwise.  
  
          "Affiliated Outflows" shall have the meaning set forth in Section 
7.06.  
  
     "Agent-Related Person" means SPLC and any successor Collateral Agent 
arising under this Credit Agreement, together with their respective Affiliates 
and the officers, directors, employees, agents and attorneys-in-fact of such 
Persons and Affiliates.  
  
          "Agreement" means this Credit Agreement.   
  
          "Assignee" has the meaning specified in subsection 10.08(a).  
  
          "Attorney Costs" means and includes all reasonable fees and 
disbursements of any law firm or other external counsel.  
  
          "BA Business Credit Loan" means that certain loan by BankAmerica 
Business Credit, Inc., as lender, to the Company and Slurry Explosive 
Corporation, as borrowers, pursuant to that certain Loan and Security 
Agreement dated December 12, 1994.  
  
          "Bankruptcy Code" means the Federal Bankruptcy Reform Act of 1978 
(11 U.S.C. 101, et seq.).  
  
          "Business Day" means any day other than a Saturday, Sunday or 
other day on which commercial banks in New York City or San Francisco are 
authorized or required by law to close.  
  
          "Capital Adequacy Regulation" means any guideline, request or 
directive of any central bank or other Governmental Authority, or any other 
law, rule or regulation, whether or not having the force of law, in each case, 
regarding capital adequacy of any bank or of any corporation controlling a 
bank.  
  
          "Capital Expenditure" means any expenditure by the Company for (i) 
rent or other amounts payable under a Capital Lease, (ii) an asset which is 
properly classifiable under GAAP in relevant financial statements of the 
Company as property, equipment, improvements or fixed assets, or (iii) any 
similar type of asset capitalized in accordance with GAAP.  
  
          "Capital Lease" means, as of any date, any lease of property, real 
or personal, which is or should be capitalized on a balance sheet of the 
lessee prepared as of such date, in accordance with GAAP, together with any 
other lease by such lessee which is in substance a financing lease.  
  
          "Change of Control" means any time that LSB Industries, Inc. 
("LSBI") shall own less than 100% of all capital stock of the Company and 100% 
of all capital stock of Northwest Financial Corporation ("NWFC"), either 
directly or indirectly through Wholly-Owned Subsidiaries.  
  
          "Closing Date" means the date on which all conditions precedent 
set forth in Section 4.01 are satisfied by the Company or waived by SPLC.  
  
          "Code" means the Internal Revenue Code of 1986, and regulations 
promulgated thereunder.  
  
          "Collateral" means all of (a) the property now owned or hereafter 
acquired by the Company other than accounts receivable, inventory and 
documents, instruments, contracts and records relating to such accounts and 
inventory, and proceeds thereof, but including the Company's equipment 
(excluding rolling stock), machines, general intangibles, patents, the 
leasehold interests of the Company established by the Facility Lease and the 
Distribution Leases, the fee simple title of the Company in certain of the 
Distribution Centers, and all of the Company's right, title and interest in 



the Facility improvements and fixtures, the Supply Agreement and the NWFC 
Note; and (b) the property now owned or hereafter acquired by NWFC, excluding 
real property owned by NWFC other than the Facility and accounts receivable 
and inventory but including equipment (excluding rolling stock), machines, 
general intangibles, fixtures and patents, and a first and prior lien on the 
Facility.  
  
          "Collateral Agent" means SPLC, and any permitted successors or 
assigns of SPLC, in its capacity as agent for the ratable benefit of all the 
Lenders with respect to the Collateral.  
  
          "Compliance Certificate" means a certificate substantially in the 
form of Exhibit B.  
  
          "Construction Consultant" shall have the meaning set forth in 
Section 6.06.  
  
          "Contingent Obligation" means, as to any Person, any direct or 
indirect liability of that Person, whether or not contingent, with or without 
recourse, (a) with respect to any Indebtedness, lease, dividend, letter of 
credit or other obligation (the "primary obligations") of another Person (the 
"primary obligor"), including any obligation of that Person (i) to purchase, 
repurchase or otherwise acquire such primary obligations or any security 
therefor, (ii) to advance or provide funds for the payment or discharge of any 
such primary obligation, or to maintain working capital or equity capital of 
the primary obligor or otherwise to maintain the net worth or solvency or any 
balance sheet item, level of income or financial condition of the primary 
obligor, (iii) to purchase property, securities or services primarily for the 
purpose of assuring the owner of any such primary obligation of the ability of 
the primary obligor to make payment of such primary obligation, or (iv) 
otherwise to assure or hold harmless the holder of any such primary obligation 
against loss in respect thereof (each, a "Guaranty Obligation"); (b) with 
respect to any Surety Instrument issued for the account of that Person or as 
to which that Person is otherwise liable for reimbursement of drawings or 
payments; or (c) to purchase any materials, supplies or other property from, 
or to obtain the services of, another Person if the relevant contract or other 
related document or obligation requires that payment for such materials, 
supplies or other property, or for such services, shall be made regardless of 
whether delivery of such materials, supplies or other property is ever made or 
tendered, or such services are ever performed or tendered, or (d) in respect 
of any swap, hedging or similar contract agreement not entered by such Person 
in the ordinary course of business.  Notwithstanding the foregoing, the Rate 
Cap Agreement is not a Contingent Obligation for purposes of this Agreement.  
  
          "Contractual Obligation" means, as to any Person, any provision of 
any security issued by such Person or of any agreement, undertaking, contract, 
indenture, mortgage, deed of trust or other instrument, document or agreement 
to which such Person is a party or by which it or any of its property is 
bound.   
  
          "Current Assets" means, as of any date, the current assets which 
would be reflected on a consolidated balance sheet of the Company prepared as 
of such date in accordance with GAAP, but excluding (i) Intangible Assets, 
(ii) amounts due from employees who are not Affiliates, and (iii) amounts due 
from Affiliates which are not generated in the normal sale of goods and 
services by the Company in its ordinary course of business.  
  
          "Current Liabilities" means, as of any date, the current 
liabilities which would be reflected on a consolidated balance sheet of the 
Company prepared as of such date in accordance with GAAP.  
  
          "Default" means any event or circumstance which, with the giving 
of notice, the lapse of time, or both, would (if not cured or otherwise 
remedied during such time) constitute an Event of Default.  
  
          "Default Rate" shall have the meaning set forth in Section 
2.05(c).  
  
          "Distribution Centers" means those certain distribution centers 
leased or owned by the Company located on the tracts of real property 
described on Exhibit I to this Agreement.  
  
          "Distribution Leases" means those certain leases or subleases 
entered into between NWFC, as lessor or sublessor therein, and the Company, as 
lessee or sublessee therein, relating to certain of the Distribution Centers 
not owned by the Company and more particularly described on Exhibit A to this 
Agreement.  
  
          "Dollars", "dollars" and "$" each mean lawful money of the United 
States.  
  
          "DSN Plant Loan" means that certain loan by The CIT 
Group/Equipment Financing, Inc., a New York corporation to DSN Corporation, an 



Oklahoma corporation, in the original principal amount of up to 
$16,500,000.00.  
  
          "Earnings Before Interest, Taxes, Depreciation and Amortization" 
means for any period, the sum of (i) the consolidated net earnings of the 
Company before provision for income taxes for such period, plus (ii) Interest 
Expense, depreciation and amortization adjustments which were deducted in 
arriving at consolidated net earnings.  
  
          "Environmental Claims" means all claims, however asserted, by any 
Governmental Authority or other Person alleging potential liability or 
responsibility for violation of any Environmental Law, or for release or 
injury to the environment.  
  
          "Environmental Indemnity Agreement" means that certain 
Environmental Indemnity Agreement, dated of even date herewith, by and among 
SPLC, the Company and the Guarantors, relating to environmental indemnities 
with respect to the Facility.  
  
          "Environmental Laws" means all federal, state or local laws, 
statutes, common law duties, rules, regulations, ordinances and codes, 
together with all administrative orders, licenses, authorizations and permits 
of, and agreements with, any Governmental Authorities, in each case relating 
to environmental matters.  
  
          "ERISA" means the Employee Retirement Income Security Act of 1974, 
and regulations promulgated thereunder.  
  
          "ERISA Affiliate" means any trade or business (whether or not 
incorporated) under common control with the Company within the meaning of 
Section 414(b) or (c) of the Code (and Sections 414(m) and (o) of the Code for 
purposes of provisions relating to Section 412 of the Code).  
  
          "ERISA Event" means (a) a Reportable Event with respect to a 
Pension Plan; (b) a withdrawal by the Company or any ERISA Affiliate from a 
Pension Plan subject to Section 4063 of ERISA during a plan year in which it 
was a substantial employer (as defined in Section 4001(a)(2) of ERISA) or a 
cessation of operations which is treated as such a withdrawal under Section 
4062(e) of ERISA; (c) a complete or partial withdrawal by the Company or any 
ERISA Affiliate from a Multiemployer Plan or notification that a Multiemployer 
Plan is in reorganization; (d) the filing of a notice of intent to terminate, 
the treatment of a Plan amendment as a termination under Section 4041 or 4041A 
of ERISA, or the commencement of proceedings by the PBGC to terminate a 
Pension Plan or Multiemployer Plan; (e) an event or condition which would 
reasonably be expected to constitute grounds under Section 4042 of ERISA for 
the termination of, or the appointment of a trustee to administer, any Pension 
Plan or Multiemployer Plan; or (f) the imposition of any liability under Title 
IV of ERISA, other than PBGC premiums due but not delinquent under Section 
4007 of ERISA, upon the Company or any ERISA Affiliate.  
  
          "Event of Default" means any of the events or circumstances 
specified in Section 8.01.  
  
          "Exchange Act" means the Securities Exchange Act of 1934, and 
regulations promulgated thereunder.  
  
          "Facility" means the tracts of real property described on Exhibit 
C to this Agreement, together with all improvements thereon, and all water 
rights and rights of access appurtenant thereto.  
  
          "Facility Lease" means that certain Lease Agreement dated March 7, 
1988, as heretofore amended, executed by NWFC, as landlord, and the Company, 
as tenant, pursuant to which the Company leases the Facility, said lease being 
evidenced of record by a certain Memorandum of Lease Agreement dated as of 
March 7, 1988 and recorded in the Office of the County Clerk of Union County, 
Arkansas.  
  
          "Federal Funds Rate" means, for any day, the rate set forth in the 
weekly statistical release designated as H.15(519), or any successor 
publication, published by the Federal Reserve Bank of New York (including any 
such successor, "H.15(519)") on the preceding Business Day opposite the 
caption "Federal Funds (Effective)"; or, if for any relevant day such rate is 
not so published on any such preceding Business Day, the rate for such day 
will be the arithmetic mean as determined by the Collateral Agent of the rates 
for the last transaction in overnight Federal Funds arranged prior to 9:00 
a.m. (New York City time) on that day by each of three leading brokers of 
Federal Funds transactions in New York City selected by the Collateral Agent.  
  
          "First Lien Collateral Date" means the earlier to occur of (a) 
March 31, 1997, or (b) the date, if any, on which the Subsequent Advance is 
made by any Lender.  
  
          "First Source" means First Source Financial L.L.P., formerly known 



as Household Commercial Financial Services, Inc., a Delaware corporation.  
  
          "First Source Loan" means that certain loan from First Source and 
Massachusetts Mutual to the Company in the original principal amount of 
$38,500,000.00 and a current principal amount not to exceed $7,500,000.00.  
  
          "Fixed Rate Option" shall have the meaning set forth in Section 
4.02(d).  
  
          "FRB" means the Board of Governors of the Federal Reserve System, 
and any Governmental Authority succeeding to any of its principal functions.  
  
          "Funded Debt" means, as of any date, to the extent that would be 
reflected upon financial statement prepared in accordance with GAAP, the sum 
of the following (without duplication):  (i) the aggregate of all Indebtedness 
for borrowed money of the Company as of such date, other than Current 
Liabilities, (ii) all Indebtedness which would be classified as "funded 
indebtedness" or "long-term indebtedness" (or other similar classification) on 
a consolidated balance sheet of the Company prepared as of such date in 
accordance with GAAP, (iii) all Indebtedness, whether secured or unsecured, of 
the Company, having a final maturity (or which is renewable or extendible at 
the option of the obligor for a period ending) more than one year after the 
date of creation thereof, notwithstanding the fact that payments in respect 
thereof (whether installment, serial maturity or sinking fund payments, or 
otherwise) are required to be made by the obligor less than one year after the 
date of the creation, and shall include such payments required to be made 
during such year, (iv) the aggregate of all Indebtedness of the Company 
outstanding under any revolving credit or similar agreement providing for 
borrowings (and renewals and extensions thereof) over a period of more than 
one year, notwithstanding the fact that any such Indebtedness is created 
within one year of the expiration of such agreement and (v) the present value 
(discounted at the implicit rate, if known, or 10% per annum otherwise) of all 
obligations in respect of Capital Leases of the Company.  
  
          "GAAP" means generally accepted accounting principles set forth 
from time to time in the opinions and pronouncements of the Accounting 
Principles Board and the American Institute of Certified Public Accountants 
and statements and pronouncements of the Financial Accounting Standards Board 
(or agencies with similar functions of comparable stature and authority within 
the U.S. accounting profession), which are applicable to the circumstances as 
of the date of determination.  
  
          "Governmental Authority" means any federal, state or other 
political subdivision thereof, any central bank (or similar monetary or 
regulatory (authority) thereof, any entity exercising executive, legislative, 
judicial, regulatory or administrative functions of or pertaining to 
government, and any corporation or other entity owned or controlled, through 
stock or capital ownership or otherwise, by any of the foregoing.  
  
          "Guarantor" or "Guarantors" means any one or more of LSBI, a 
Delaware corporation, LSB Chemical Corp., an Oklahoma corporation, Slurry 
Explosive Corporation, an Oklahoma corporation, NWFC, an Oklahoma corporation, 
and Prime Financial Corporation, an Oklahoma corporation, as the context 
requires.  
  
          "Guaranty Obligation" has the meaning specified in the definition 
of "Contingent Obligation."  
  
     "Implicit Interest Rate" means a nominal rate per annum equal to 425 
basis points in excess of the Index Rate (as defined below) in effect on each 
Adjustment Date.  
  
          "Indebtedness" of any Person means, without duplication, (a) all 
indebtedness for borrowed money; (b) all obligations issued, undertaken or 
assumed as the deferred purchase price of property or services (other than 
trade payables entered into in the ordinary course of business on ordinary 
terms); (c) all non-contingent reimbursement or payment obligations with 
respect to Surety Instruments; (d) all obligations evidenced by notes, bonds, 
debentures or similar instruments, including obligations so evidenced incurred 
in connection with the acquisition of property, assets or businesses; (e) all 
indebtedness created or arising under any conditional sale or other title 
retention agreement, or incurred as financing, in either case with respect to 
property acquired by the Person (excluding indebtedness where the rights and 
remedies of the seller or lender under such agreement in the event of default 
are limited to repossession or sale of such property); (f) all obligations 
with respect to Capital Leases; (g) swap, hedging or other similar contracts 
or agreements; (h) all indebtedness referred to in clauses (a) through (g) 
above secured by (or for which the holder of such Indebtedness has an existing 
right, contingent or otherwise, to be secured by) any Lien upon or in property 
(including accounts and contracts rights) owned by such Person, even though 
such Person has not assumed or become liable for the payment of such 
Indebtedness; and (i) all Guaranty Obligations in respect of indebtedness or 
obligations of others of the kinds referred to in clauses (a) through (g) 



above.  
  
          "Indemnified Liabilities" has the meaning specified in Section 
10.05.  
  
          "Indemnified Person" has the meaning specified in Section 10.05.  
  
          "Independent Auditor" has the meaning specified in subsection 
6.01(a).  
  
     "Index Rate" means the annual equivalent of the three-month "adjusted" 
LIBOR rate in effect at or about 11:00 a.m. London time as quoted by Bank of 
America London Branch on the second London business day preceding the 
Adjustment Date.  
  
          "Initial Advance" has the meaning specified in Section 2.01.  
  
          "Initial Advance Accelerated Maturity Date" means December 31, 
1999.  
  
          "Insolvency Proceeding" means (a) any case, action or proceeding 
before any court or other Governmental Authority relating to bankruptcy, 
reorganization, insolvency, liquidation, receivership, dissolution, winding-up 
or relief of debtors, or (b) any general assignment for the benefit of 
creditors, composition, marshaling of assets for creditors, or other, similar 
arrangement in respect of its creditors generally or any substantial portion 
of its creditors; undertaken under U.S. Federal, state or foreign law, 
including the Bankruptcy Code.  
  
          "Intangible Assets" of any Person means those assets of such 
Person which are (i) Intellectual Property, (ii) goodwill, experimental 
expenses, organizational costs, and other assets which would be classified as 
intangible assets on a balance sheet of such Person, prepared in accordance 
with GAAP, (iii) unamortized debt discount and expense, and (iv) costs in 
excess of fair value of the net assets acquired.  
  
          "Intellectual Property" means all patents, patent applications, 
franchise agreements, license agreements, corporate names, company names, 
business names, fictitious business names, trade styles, service marks, logos, 
formulae, recipes, trade secrets, other source and business identifiers, 
copyrights and the like.  
  
          "Interest Expense" means for any period, the consolidated interest 
charges paid or accrued by the Company during such period (including imputed 
interest on Capital Lease obligations, but excluding amortization of debt 
discount and expense) on Indebtedness of the Company.  
  
          "Interest Payment Date" means the last day of each calendar month, 
commencing on August 30, 1996, and ending on the Maturity Date.  
  
          "Interest Period" means the first day of the month until last day 
of the third month thereafter.  
  
          "Interest Rate" means the lesser of (a) the maximum rate that may 
be charged under applicable laws or (b) the Implicit Interest Rate.  
  
          "IRS" means the Internal Revenue Service, and any Governmental 
Authority succeeding to any of its principal functions under the Code.  
  
          "Joint Venture" means a single-purpose corporation, partnership, 
joint venture or other similar legal arrangement (whether created by contract 
or conducted through a separate legal entity) now or hereafter formed by the 
Company or any of its Subsidiaries with another Person in order to conduct a 
common venture or enterprise with such Person.  
  
          "Leasehold Mortgages" means those certain agreements whereby the 
Company assigns to the Collateral Agent all of its right, title and interest 
in and to the Distribution Leases and the Facility Lease.  
  
          "Lender" or "Lenders" means SPLC, and the Additional Lenders, if 
any, that may become a party to this Agreement and which makes all or a 
portion of the Subsequent Advance to the Company as set forth in this 
Agreement, as the context requires.  
  
          "Lender-Related Persons" means a Lender and its Affiliates, and 
the officers, directors, employees, agents and attorneys-in-fact of such 
Persons and Affiliates.  
  
          "Lien" means any security interest, mortgage, deed of trust, 
pledge, hypothecation, assignment, charge, encumbrance, or lien (statutory or 
other) of any kind or nature whatsoever in respect of any property (including 
those created by, arising under or evidenced by any conditional sale or other 
title retention agreement, the interest of a lessor under a Capital Lease, any 



financing lease having substantially the same economic effect as any of the 
foregoing, or the filing of any financing statement naming the owner of the 
asset to which such lien relates as debtor, under the Uniform Commercial Code 
or any comparable law) and any contingent or other agreement to provide any of 
the foregoing, but not including the interest of a lessor under an operating 
lease.  
  
          "Loan Documents" means this Agreement, the Notes, the Guaranties, 
the Mortgages, the Security Agreements, the Leasehold Mortgages, the 
Environmental Indemnity Agreement, the Other Creditor Agreements, and all 
other documents delivered to Lenders in connection herewith.  
  
          "Margin Stock" means "margin stock" as such term is defined in 
Regulation G, T, U or X of the FRB.  
  
          "Massachusetts Mutual" means Massachusetts Mutual Life Insurance 
Company, formerly known as C.M. Life Insurance Company and formerly known as 
Connecticut Mutual Life Insurance Company.  
  
          "Material Adverse Effect" means (a) a material adverse change in, 
or a material adverse effect upon, the operations, business, properties, 
condition (financial or otherwise) or prospects of the Company or the Company 
and its Subsidiaries taken as a whole or the Guarantors taken as a whole; (b) 
a material impairment of the ability of the Company or the Guarantors taken as 
a whole to perform under any Loan Document and to avoid any Event of Default; 
(c) a material adverse effect upon the legality, validity, binding effect or 
enforceability against the Company or the Guarantors taken as a whole of any 
Loan Document; or (d) a material adverse change in, or a material adverse 
effect upon the operation or physical condition of the Facility.  
  
          "Maturity Date" means July 31, 2003.  
  
          "Monsanto Indemnity" means those certain indemnification rights 
granted by MONSANTO COMPANY as indemnitor to E.D.C., Inc., as indemnitee, 
contained in that certain agreement between Monsanto Company, a Delaware 
corporation, and E.D.C., Inc., an Oklahoma corporation, dated June 2, 1983, 
relating to certain environmental matters affecting the Facility.  
  
          "Mortgages" means (i) that one certain Deed of Trust dated of even 
date herewith, executed by NWFC as grantor, for the benefit of the Collateral 
Agent, granting a Lien upon the Facility subject only to the liens securing 
the First Source Loan, Permitted Liens, and such other matters as may be 
acceptable to the Lenders; and (ii) those certain deeds of trust executed of 
even date herewith executed by the Company as Grantor, for the benefit of the 
Collateral Agent, granting a Lien upon the three Distribution Centers owned by 
the Company subject only to the liens securing the First Source Loan, 
Permitted Liens, and such other matters as may be acceptable to the Lenders.  
  
          "Multiemployer Plan" means a "multiemployer plan", within the 
meaning of Section 4001(a)(3) of ERISA, to which the Company or any ERISA 
Affiliate makes, is making, or is obligated to make contributions or, during 
the preceding three calendar years, has made, or been obligated to make, 
contributions.  
  
          "Net Worth" means, as of any date, the total shareholders' equity 
(including common stock and preferred stock, other than mandatorily redeemable 
stock, at stated value, additional paid-in capital and retained earnings after 
deducting treasury stock) which would appear on a consolidated balance sheet 
of the Company prepared as of such date in accordance with GAAP, plus 
Subordinated Debt.  
  
          "Note" means a promissory note executed by the Company in favor of 
a Lender pursuant to subsection 2.02 in substantially the form of Exhibit F.  
  
          "Notes" mean all or more than one of promissory notes so delivered 
to the Lenders.  
  
          "NWFC Loan" means a loan, in the amount of up to $20,000,000.00 to 
be made by the Company to NWFC on the date of the Subsequent Advance and 
evidenced by a promissory note in the amount of the loan (the "NWFC Note").  
The NWFC Note shall be endorsed to the order of and delivered to the 
Collateral Agent as further security for the Obligations.  
  
          "Obligations" means all advances, debts, liabilities and 
obligations arising under any Loan Document owing by the Company to Lenders, 
or any Indemnified Person, whether direct or indirect (including those 
acquired by assignment), absolute or contingent, due or to become due, now 
existing or hereafter arising.  
  
          "Organization Documents" means, for any corporation, the 
certificate or articles of incorporation, the bylaws, any certificate of 
determination or instrument relating to the rights of preferred shareholders 
of such corporation, any shareholder rights agreement, and all applicable 



resolutions of the board of directors (or any committee thereof) of such 
corporation.  
  
          "Other Creditor Agreements" means those certain agreements by and 
between the Lenders and CIT or First Source relating to use rights of shared 
property and notices of default.  
  
          "Other Taxes" means any present or future stamp or documentary 
taxes or any other excise or property taxes, charges or similar levies which 
arise from any payment made hereunder or from the execution, delivery or 
registration of, or otherwise with respect to, this Agreement or any other 
Loan Documents.  
  
          "Participant" has the meaning specified in subsection 10.08(c).  
  
          "Payment Date" means any Interest Payment Date or Principal 
Payment Date.  
  
          "PBGC" means the Pension Benefit Guaranty Corporation, or any 
Governmental Authority succeeding to any of its principal functions under 
ERISA.  
  
          "Pension Plan" means a pension plan (as defined in Section 3(2) of 
ERISA) subject to Title IV of ERISA which the Company sponsors, maintains, or 
to which it makes, is making, or is obligated to make contributions, or in the 
case of a multiple employer plan (as described in Section 4064(a) of ERISA) 
has made contributions at any time during the immediately preceding five (5) 
plan years.  
  
          "Permits" means any action, approval, consent, waiver, exemption, 
variance, franchise, order, permit, authorization, certificate, right or 
license of or from a Governmental Authority, that is necessary at any given 
time in light of the stage of development, construction, or operation of the 
Facility to construct, test, operate, maintain, repair, own, or use the 
Facility to manufacture ammonia nitrate products.  
  
          "Permitted Liens" has the meaning specified in Section 7.01.  
  
          "Person" means an individual, partnership, corporation, business 
trust, joint stock company, trust, unincorporated association, joint venture 
or Governmental Authority.  
  
          "Plan" means an employee benefit plan (as defined in Section 3(3) 
of ERISA) which the Company sponsors or maintains or to which the Company 
makes, is making, or is obligated to make contributions and includes any 
Pension Plan.  
  
          "Principal Payment Date" has the meaning specified in Section 
2.04.  
  
          "Rate Cap Agreement" shall have the meaning set forth in Section 
4.02(d).  
  
          "Reportable Event" means any of the events set forth in Section 
4043(b) of ERISA or the regulations thereunder, other than any such event for 
which the 30-day notice requirement under ERISA has been waived in regulations 
issued by the PBGC.  
  
          "Required Lenders" means the Lenders holding at least 67% of the 
Term Loan in terms of Dollars.  
  
          "Requirement of Law" means, as to any Person, any Permits, any law 
(statutory or common), treaty, final rule or final regulation or final 
determination of an arbitrator or of a Governmental Authority, not subject to 
appeal in each case applicable to or binding upon the Person or any of its 
property or to which the Person or any of its property is subject.  
  
          "Responsible Officer" means the chief executive officer or the 
president of the Company, or any other officer having substantially the same 
authority and responsibility; or, with respect to compliance with financial 
covenants, the chief financial officer or the treasurer of the Company, or any 
other officer having substantially the same authority and responsibility.  
  
          "SEC" means the Securities and Exchange Commission, or any 
Governmental Authority succeeding to any of its principal functions.   
  
          "Security Agreements" means those certain Security Agreements 
dated of even date herewith, executed by the Company and NWFC as debtors, 
pledging certain items of each of the Company's and NWFC's equipment, 
machinery, general intangibles, and patents (but excluding accounts receivable 
and inventory) to the Collateral Agent for the ratable benefit of the Lenders. 
 
  



          "Subordinated Debt" shall have the meaning set forth in Schedule 
1.01.  
  
          "Subsequent Advance" shall have the meaning specified in Section 
2.01 of this Agreement.  
  
          "Subsidiary" of a Person means any corporation, association, 
partnership, joint venture or other business entity of which more than 50% of 
the voting stock or other equity interests (in the case of Persons other than 
corporations), is owned or controlled directly or indirectly by the Person, or 
one or more of the Subsidiaries of the Person, or a combination thereof.  
Unless the context otherwise clearly requires, references herein to a 
"Subsidiary" refer to a Subsidiary of the Company.  
  
          "Supply Agreements" means that certain Supply Agreement dated 
January 1, 1994, between Farmland Industries, Inc., a Kansas corporation 
("Farmland") and the Company, together with any future supply agreement 
entered into by the Company, relating to the provision of ammonia.  
  
          "Surety Instruments" means all letters of credit (including 
standby and commercial), banker's acceptances, bank guaranties, shipside 
bonds, surety bonds and similar instruments.  
  
          "Tangible Net Worth" means Net Worth, minus Intangible Assets.  
  
          "Taxes" means any and all present or future taxes, levies, 
imposts, and all liabilities with respect thereto, excluding, in the case of 
the Lenders, such taxes (including income taxes or franchise taxes) as are 
imposed on or measured by such Lender's net income by the jurisdiction (or any 
political subdivision thereof) under the laws of which such Lender is 
organized or maintains a lending office.  
  
          "Term Loan" means the term loans provided to the Company by the 
Lenders, to be advanced in two advances as set forth herein, up to an 
aggregate amount not to exceed $45,000,000.00.  If no Additional Lenders 
become a party to this Agreement, the Term Loan shall be the $12,000,000.00 
Initial Advance from SPLC to the Company.  
  
          "Term Loan Conversion Date" means December 31, 1996.  
  
          "Total Liabilities" means Funded Debt, plus Current Liabilities, 
minus Subordinated Debt, of the Company on a consolidated basis.  
  
          "Unfunded Pension Liability" means the excess of a Plan's benefit 
liabilities under Section 4001(a)(16) of ERISA, over the current value of that 
Plan's assets, determined in accordance with the assumptions used for funding 
the Pension Plan pursuant to Section 412 of the Code for the applicable plan 
year.  
  
          "United States" and "U.S." each means the United States of 
America.  
  
          "Wholly-Owned Subsidiary" means any corporation in which (other 
than directors' qualifying shares required by law) 100% of the capital stock 
of each class having ordinary voting power, and 100% of the capital stock of 
every other class, in each case, at the time as of which any determination is 
being made, is owned, beneficially and of record, by the Company, or by one or 
more of the other Wholly-Owned Subsidiaries, or both.  
  
     1.02 Other Interpretive Provisions.  
  
          (a)  The meanings of defined terms are equally applicable to the 
singular and plural forms of the defined terms.  
  
          (b)  The words "hereof", "herein", "hereunder" and similar words 
refer to this Agreement as a whole and not to any particular provision of this 
Agreement; and subsection, Section, Schedule and Exhibit references are to 
this Agreement unless otherwise specified.  
  
          (c)  (i)  The term "documents" includes any and all instruments, 
documents, agreements, certificates, indentures, notices and other writings, 
however evidenced.  
  
               (ii) The term "including" is not limiting and means 
"including without limitation."  
  
               (iii)     In the computation of periods of time from a specified 
date to a later specified date, the word "from" means "from and including"; 
the words "to" and "until" each mean "to but excluding", and the word 
"through" means "to and including."  
  
          (d)  Unless otherwise expressly provided herein, (i) references 
to agreements (including this Agreement) and other contractual instruments 



shall be deemed to include all subsequent amendments and other modifications 
thereto, but only to the extent such amendments and other modifications are 
not prohibited by the terms of any Loan Document, and (ii) references to any 
statute or regulation are to be construed as including all statutory and 
regulatory provisions consolidating, amending, replacing, supplementing or 
interpreting the statute or regulation.  
  
          (e)  The captions and headings of this Agreement are for 
convenience of reference only and shall not affect the interpretation of this 
Agreement.  
  
          (f)  This Agreement and other Loan Documents may use several 
different limitations, tests or measurements to regulate the same or similar 
matters.  All such limitations, tests and measurements are cumulative and 
shall each be performed in accordance with their terms.  
  
          (g)  This Agreement and the other Loan Documents are the result 
of negotiations among and have been reviewed by counsel to Lenders, the 
Company, the Guarantors, and the other parties, and are the products of all 
parties.  Accordingly, they shall not be construed against Lenders merely 
because of the Lenders' involvement in their preparation.  
  
     1.03 Accounting Principles.  
  
          (a)  Unless the context otherwise clearly requires, all 
accounting terms not expressly defined herein shall be construed, and all 
financial computations required under this Agreement shall be made, in 
accordance with GAAP, consistently applied.  
  
          (b)  References herein to "fiscal year" and "fiscal quarter" 
refer to such fiscal periods of the Company.  
  
  
ARTICLE II  
  
THE TERM LOAN  
  
     2.01 Amount and Terms of Term Loan.  SPLC agrees, on the terms and 
conditions set forth herein, to make an initial advance of the Term Loan in 
the amount of $12,000,000.00 (the "Initial Advance") to the Company on the 
Closing Date.  Up to $33,000,000.00 in additional financing may be provided by 
the Additional Lenders.  If the Additional Lenders provide such additional 
financing, this Agreement will be amended to add such Additional Lenders as 
"Lenders" and the Additional Lenders will, on the terms and conditions set 
forth herein, make an additional advance of the Term Loan subsequent to the 
Initial Advance (the "Subsequent Advance") to the Company up to an aggregate 
amount not to exceed $33,000,000.00.  Principal repaid may not be reborrowed.  
  
     2.02 Notes.  The Term Loan made by the Lenders will be evidenced by 
Notes payable to the order of the Lenders, which Notes in the aggregate have a 
stated principal amount equal to all amounts advanced by the Lenders hereunder 
as the Initial Advance and the Subsequent Advance.  
  
     2.03 Optional Prepayments.  The Company may not prepay any portion of 
the Term Loan on or before the 36th Payment Date.  The Company may, on any 
Payment Date after the 36th Payment Date, upon not less than seven (7) 
Business Days' irrevocable notice to each Lender, prepay the Term Loan in 
whole.  If such notice is given by the Company, the Company shall make such 
prepayment and the payment amount specified in such notice shall be due and 
payable on the date specified therein, together with accrued but unpaid 
interest and a prepayment charge equal to 1% of the principal amount being 
prepaid; provided, however, that if the First Lien Collateral Date has not 
occurred prior to the Term Loan Conversion Date, then the Company may, on or 
before June 30, 1997, on any Interest Payment Date or Principal Payment Date 
upon not less than seven (7) Business Days' irrevocable notice to SPLC, prepay 
the Term Loan in whole without any prepayment penalty.  
  
     2.04 Repayment.  
  
          (a)  Initial Advance.  The Company shall repay the Initial 
Advance in eighty-three (83) monthly installments of principal in the amounts 
shown on Schedule 2.04(A) of this Credit Agreement, commencing October 31, 
1996 and continuing thereafter on the last day of each month, plus one final 
balloon payment installment in an amount equal to all then unpaid principal on 
the Maturity Date (each a "Principal Payment Date"); provided, however, that 
notwithstanding the foregoing if the First Lien Collateral Date has not 
occurred prior to the Term Loan Conversion Date, then the principal amount of 
the Initial Advance shall be repaid in thirty-five (35) monthly installments 
of principal in the amounts shown on Schedule 2.04(B) of this Credit 
Agreement, commencing January 31, 1997 and continuing thereafter on the last 
day of each month plus one final balloon payment installment in an amount 
equal to all then unpaid principal on the Initial Advance Accelerated Maturity 
Date.  



  
          (b)  Subsequent Advance.  If the Subsequent Advance is made it 
shall be repaid in accordance with the amendment to this Agreement to be 
entered into among the Company, SPLC and the Additional Lenders immediately 
prior to the Subsequent Advance.  
  
     2.05 Interest.  (a) The Term Loan shall bear interest on the 
outstanding principal amount thereof from the Closing Date at a rate per annum 
equal to the Interest Rate.  
  
          (b)  Interest on the Term Loan shall be paid in arrears on each 
Interest Payment Date.  Interest shall also be paid on the date of any 
optional prepayment for the portion of the Term Loan so prepaid and upon 
payment (including prepayment) in full thereof and, during the existence of 
any Event of Default, interest shall be paid on demand of the Lenders.  
  
          (c)  Notwithstanding subsection (a) of this Section, if any 
amount of principal of or interest, or any other amount payable hereunder or 
under any other Loan Document is not paid in full when due (whether at stated 
maturity, by acceleration, demand or otherwise), the Company agrees to pay 
interest on such unpaid principal or other amount, from the date such amount 
becomes due until the date such amount is paid in full, and after as well as 
before any entry of judgment thereon to the extent permitted by law, payable 
on demand, at a rate per annum equal to the Interest Rate plus 3% per annum 
(the "Default Rate").  
  
          (d)  Anything herein to the contrary notwithstanding, the 
obligations of the Company to the Lenders hereunder shall be subject to the 
limitation that payments of interest shall not be required for any period for 
which interest is computed hereunder, to the extent (but only to the extent) 
that contracting for or receiving such payment by the Lenders would be 
contrary to the provisions of any law governing the Term Loan and applicable 
to the Lenders limiting the highest rate of interest that may be lawfully 
contracted for, charged or received by the Lenders, and in such event the 
Company shall pay the Lenders interest at the highest rate permitted by 
applicable law.  
  
     2.06 Commitment Fee.  The Company has paid a $60,000.00 commitment fee 
to SPLC, and upon execution of this Agreement, the Company shall pay to SPLC 
an additional commitment fee of $60,000.00.  
  
     2.07 Computation of Fees and Interest.  All computations of interest 
for the Term Loan shall be made on the basis of a 360-day year and actual days 
elapsed (which results in more interest being paid than if computed on the 
basis of a 365-day year).  Interest shall accrue during each period during 
which interest is computed from the first day thereof to the last day thereof. 
 
  
     2.08 Payments by the Company.  
  
          (a)  All payments to be made by the Company shall be made without 
set-off, recoupment or counterclaim.  Except as otherwise expressly provided 
herein, all payments by the Company shall be made to Collateral Agent by 
federal wire transfer in accordance with the wire transfer instructions set 
forth on Schedule 10.02, which will then distribute to each Lender its pro 
rata share of such payment, and shall be made in Dollars and in immediately 
available funds, no later than 11:00 a.m. (San Francisco time) on the date 
specified herein.  Any payment received by Collateral Agent later than 11:00 
a.m. (San Francisco time) shall be deemed to have been received on the 
following Business Day and any applicable interest or fee shall continue to 
accrue.  OTHER THAN DISTRIBUTING TO THE LENDERS THEIR PRO RATA SHARE OF EACH 
PAYMENT MADE BY THE COMPANY AND ITS LIMITED ROLE AS COLLATERAL AGENT AS IS 
SPECIFICALLY SET FORTH BELOW AND IN THE SECURITY AGREEMENTS, SPLC HAS NO OTHER 
DUTY TO THE LENDERS.  NEITHER SPLC, NOR ANY OF ITS AFFILIATES, ARE ACTING AS 
"AGENT".  EACH LENDER IS RESPONSIBLE, IN ALL RESPECTS AND UNDER ALL 
CIRCUMSTANCES, FOR DECIDING TO EXTEND ITS CREDIT, MONITORING ITS CREDIT AND 
ADMINISTERING ITS CREDIT.  
  
          (b)  Whenever any payment is due on a day other than a Business 
Day, such payment shall be made on the following Business Day.  
  
          (c)  Unless SPLC receives notice from the Company prior to the 
date on which any payment is due to the Lenders that the Company will not make 
such payment in full as and when required, SPLC may assume that the Company 
has made such payment in full to SPLC on such date in immediately available 
funds and SPLC may (but shall not be so required), in reliance upon such 
assumption, distribute to each Lender on such due date an amount equal to the 
amount then due such Lender.  If and to the extent the Company has not made 
such payment in full to SPLC, each Lender shall repay to SPLC on demand such 
amount distributed to such Lender, together with interest thereon at the 
Federal Funds Rate for each day from the date such amount is distributed to 
such Lender until the date repaid.  
  



  
ARTICLE III  
  
TAXES, YIELD PROTECTION AND ILLEGALITY  
  
     3.01 Taxes.  
  
          (a)  Any and all payments by the Company to a Lender under this 
Agreement and any other Loan Document shall be made free and clear of, and 
without deduction or withholding for, any Taxes.  In addition, the Company 
shall pay all Other Taxes.  
  
          (b)  The Company agrees to indemnify and hold harmless the 
Lenders for the full amount of Taxes relating to amounts paid by the Company 
to Lenders under this Agreement or Other Taxes (including any Taxes or Other 
Taxes imposed by any jurisdiction on amounts payable under this Section) paid 
by a Lender and any liability (including penalties, interest, additions to tax 
and expenses) arising therefrom or with respect thereto, whether or not such 
Taxes or Other Taxes were correctly or legally asserted.  Payment under this 
indemnification shall be made within 30 days after the date a Lender makes 
written demand therefor.  
  
          (c)  If the Company shall be required by law to deduct or 
withhold any Taxes or Other Taxes from or in respect of any sum payable 
hereunder to a Lender, then:  
  
               (i)  the Company shall also pay to such Lender at the time 
interest is paid, all additional amounts which Lender specifies as necessary 
so that after making all required deductions and withholdings (including 
deductions and withholdings applicable to additional sums payable under this 
Section) such Lender receives an amount equal to the sum it would have 
received had no such deductions or withholdings been made;  
  
               (ii) the Company shall make such deductions and 
withholdings; and  
  
               (iii)     the Company shall pay the full amount deducted or 
withheld to the relevant taxing authority or other authority in accordance 
with applicable law.  
  
          (d)  Within 30 days after the date of any payment by the Company 
of Taxes or Other Taxes, the Company shall furnish the affected Lender the 
original or a certified copy of a receipt evidencing payment thereof, or other 
evidence of payment satisfactory to such Lender.  
  
          (e)  If the Company is required to pay additional amounts to any 
Lender pursuant to subsection (c) of this Section, then such Lender shall use 
reasonable efforts (consistent with legal and regulatory restrictions) to 
change the jurisdiction of its lending office so as to eliminate any such 
additional payment by the Company which may thereafter accrue, if such change 
in the judgment of such Lender is not otherwise disadvantageous to such 
Lender.  
  
     3.02 Increased Costs and Reduction of Return.  If any Lender shall have 
determined that (i) the introduction of any Capital Adequacy Regulation, (ii) 
any change in any Capital Adequacy Regulation, (iii) any change in the 
interpretation or administration of any Capital Adequacy Regulation by any 
central bank or other Governmental Authority charged with the interpretation 
or administration thereof, or (iv) compliance by such Lender (or its lending 
office) or any corporation controlling such Lender with any Capital Adequacy 
Regulation, affects or would affect the amount of capital required or expected 
to be maintained by such Lender or any corporation controlling such Lender and 
(taking into consideration such Lender's or such corporation's policies with 
respect to capital adequacy and such Lender's desired return on capital) 
determines that the amount of such capital is increased as a consequence of 
its portion of the Term Commitment, loans, credits or obligations under this 
Agreement, then, upon demand of such Lender to the Company, the Company shall 
pay to such Lender, from time to time as specified by such Lender, additional 
amounts sufficient to compensate such Lender for such increase.  For purposes 
of this Agreement, amounts payable by the Company pursuant to this Section 
3.02 shall not be Contingent Obligations.  
  
     3.03 Survival.  The agreements and obligations of the Company in this 
Article III shall survive the payment of all other Obligations.  
  
  
ARTICLE IV  
  
CONDITIONS PRECEDENT  
  
     4.01 Conditions of Initial Advance .  The obligation of SPLC to make 
the Initial Advance hereunder is subject to the condition that SPLC shall have 
received on or before the Closing Date all of the following, in form and 



substance satisfactory to SPLC:  
  
          (a)  Loan Documents. Each of the Loan Documents, executed by each 
party thereto;  
  
          (b)  Resolutions; Incumbency.  
  
               (i)  Copies of the resolutions of the board of directors of 
the Company and of each of the Guarantors and each Subsidiary that may become 
party to a Loan Document authorizing the transactions contemplated hereby, 
certified as of the Closing Date by the Secretary or an Assistant Secretary of 
such Person; and  
  
               (ii) A certificate of the Secretary or Assistant Secretary 
of the Company, of each of the Guarantors, and each Subsidiary that may become 
party to a Loan Document certifying the names and true signatures of the 
officers of the Company, or each Guarantor or such Subsidiary authorized to 
execute, deliver and perform, as applicable, this Agreement, and all other 
Loan Documents to be delivered by it hereunder;   
  
          (c)  Organization Documents; Good Standing. Each of the following 
documents:  
  
               (i)  the articles or certificate of incorporation and the 
bylaws of the Company and each Guarantor and each Subsidiary party to any Loan 
Document as in effect on the Closing Date, certified by the Secretary or 
Assistant Secretary of such Person as of the Closing Date; and  
  
               (ii) a good standing and existence certificate(s) for the 
Company, each Guarantor and each Subsidiary party to any Loan Document from 
the Secretary of State (or similar, applicable Governmental Authority) of its 
state of incorporation and each state where such Person is qualified to do 
business as a foreign corporation, as of a recent date acceptable to SPLC;  
  
          (d)  Appraisal.  An appraisal of the Facility acceptable to SPLC 
in its sole discretion;  
  
          (e)  Landlord Subordination.  A subordination agreement, executed 
by NWFC for the benefit of the Lenders, in which NWFC subordinates its rights 
to receive rental payments and any landlord's liens in its favor to the 
interests of the Lenders established by the Loan Documents.  The subordination 
agreement shall provide that rental payments by the Company to NWFC will be 
permitted so long as no Event of Default has occurred and is continuing;  
  
          (f)  Facility Lease and Distribution Lease Amendments.  Evidence 
that the Facility Lease and the Distribution Leases have been amended, in form 
and substance acceptable to SPLC, to provide that the term shall not expire 
prior to March 6, 2021 and other terms and conditions acceptable to SPLC;  
  
          (g)  Management Subordination.  A subordination agreement, 
executed by LSBI for the benefit of the Lenders, in which LSBI subordinates 
its rights to receive amounts payable under that certain Service Agreement 
dated October 13, 1990 between LSBI and the Company relating to the provision 
of certain accounting, financial, collections, legal, and personnel services 
by LSBI to the Company, to the interests of the Lenders established by the 
Loan Documents;  
  
          (h)  Monsanto Indemnity.  A certificate, executed by the 
appropriate officer of the Company, certifying to the Lenders that, to the 
best of its knowledge, the Monsanto Indemnity is (i) in full force and effect; 
and (ii) has not been amended.  In addition, the Company shall furnish to the 
Lenders a true and correct copy of the Monsanto Indemnity;  
  
          (i)  Supply Agreement Assignment and Consent.  The Supply 
Agreement shall have been assigned to the Lenders by the Company, and the 
Company shall have used its best efforts to obtain the consent of Farmland to 
such assignment;  
  
          (j)  Legal Opinions.  
  
               (i)  an opinion of David M. Shear counsel to the Company 
and each Guarantor and addressed to Lenders, substantially in the form of 
Exhibit D;  
  
               (ii) an opinion of Wright, Lindsey & Jennings, in form and 
substance satisfactory to SPLC; and  
  
               (iii)     an opinion of Hughes & Luce, L.L.P., in form and 
substance satisfactory to SPLC;  
  
          (k)  Payment of Fees.  Evidence of payment by the Company of all 
accrued and unpaid fees, costs and expenses to the extent then due and payable 
on the Closing Date, together with Attorney Costs of the Lenders to the extent 



invoiced prior to or on the Closing Date, plus such additional amounts of 
Attorney Costs as shall constitute the Lenders' reasonable estimate of 
Attorney Costs incurred or to be incurred by them through the closing 
proceedings (provided that such estimate shall not thereafter preclude final 
settling of accounts between the Company and Lenders); including any such 
costs, fees and expenses arising under or referenced in Sections 2.06 and 
10.04;  
  
          (l)  Certificate.  A certificate signed by a Responsible Officer, 
dated as of the Closing Date, stating that to his knowledge after due inquiry: 
 
  
               (i)  the representations and warranties contained in 
Article V are true and correct on and as of such date, as though made on and 
as of such date;  
  
               (ii) no Default or Event of Default exists or would result 
from the funding of the Initial Advance after giving effect thereto; and  
  
               (iii)     there has occurred since June 30, 1996, no event or 
circumstance that has resulted or is likely to result in a Material Adverse 
Effect;  
  
          (m)  Title Policy.  A mortgagee's policy of title insurance (the 
"Policy") covering the Facility from an insurer acceptable to SPLC, in an 
amount equal to the Initial Advance, subject to a "pending disbursements" 
provision up to the amount of the Term Loan. The Policy shall insure 
Collateral Agent's lien position as a valid second lien upon the Facility, 
subject only to the first lien of First Source (the "First Source Lien"), 
shall be free and clear of all other liens and encumbrances, other than 
Permitted Liens, and will exclude tax and survey exceptions;  
  
          (n)  Survey.  A survey of the Facility (the "Survey") acceptable 
to SPLC in its sole discretion.  The Survey shall include a certificate of the 
surveyor addressed to SPLC, acceptable to SPLC as to form and substance;  
  
          (o)  Toxicology Reports.  Toxicology and emissions reports with 
respect to the Facility acceptable to SPLC in its sole discretion; and  
  
          (p)  Other Documents.  Such other approvals, opinions, documents 
or materials as SPLC may reasonably request.  
  
     4.02 Conditions to Subsequent Advance.  The obligation of the Lenders 
to make the Subsequent Advance is subject to satisfaction of the following 
conditions:  
  
          (a)  Amendment to Loan Documents.  The Company and the Lenders 
shall have executed an appropriate amendment to this Agreement and all of the 
other Loan Documents including but not limited to the Security Agreements and 
any financing statements filed in connection therewith;  
  
          (b)  Notes, Guaranties and Indemnity Agreements.  The Company 
shall have executed and delivered to each Additional Lender an original 
promissory note payable to such Additional Lender in the amount of its portion 
of the Subsequent Advance, together with a Guaranty executed by each of the 
Guarantors and an Environmental Indemnity Agreement executed by the Company;  
  
          (c)  First Lien Position.  The First Lien Collateral Date must 
have occurred, or will occur simultaneously with the date of the Subsequent 
Advance;  
  
          (d)  Rate Cap Agreement.  Unless the Company, in accordance with 
the procedures set forth in Schedule 4.02(d), has elected to have the Term 
Loan governed by a fixed rate (the "Fixed Rate Option"), and has satisfied all 
conditions to implementation of the Fixed Rate Option, an interest rate cap 
agreement (the "Rate Cap Agreement") limiting the Company's interest rate risk 
to a maximum satisfactory to the Lenders for the term of the Term Loan, 
acceptable to the Lenders in their reasonable discretion;  
  
          (e)  Initial Advance Conditions.  All of the conditions to the 
Initial Advance set forth in Section 4.01 must have occurred in favor of SPLC 
and any such Additional Lender may require that the same conditions be 
complied with in favor of such Lender;  
  
          (f)  No Default.  No Default or Event of Default shall exist 
either before or after giving effect to such Subsequent Advance;  
  
          (g)  Other Documentation.  Such other approvals, opinions, 
exhibits, inspections, reports, documents or materials as any Additional 
Lender or SPLC shall reasonably request;  
  
          (h)  Payment of Fees.  Payment by the Company of all accrued and 
unpaid fees, costs and expenses to the extent due on the date of the 



Subsequent Advance together with Attorney Costs of the Lenders to the extent 
invoiced prior to or on the date of the Subsequent Advance, plus such 
additional amounts of Attorney Costs as shall constitute the Lenders' 
reasonable estimate of Attorney Costs incurred or to be incurred by them 
through the closing proceedings related to the Subsequent Advance (provided 
that such estimate shall not thereafter preclude final settling of accounts 
between the Company and Lenders); including any such costs, fees and expenses 
arising under or referenced in Section 10.04; and  
  
          (i)  Other Conditions.  Such other conditions as may be 
reasonably imposed by any Additional Lender or SPLC.  
  
  
ARTICLE V  
  
REPRESENTATIONS AND WARRANTIES  
  
     The Company represents and warrants to the Lenders that:  
  
     5.01 Corporate Existence and Power.  The Company, each Guarantor and 
each of its Subsidiaries:  
  
          (a)  is a corporation duly organized, validly existing and in 
good standing under the laws of the jurisdiction of its incorporation;   
  
          (b)  has the corporate power and authority and all governmental 
licenses, authorizations, consents and approvals to own its assets, carry on 
its business and to execute, deliver, and perform its obligations under the 
Loan Documents;  
  
          (c)  is duly qualified as a foreign corporation and is licensed 
and in good standing under the laws of each jurisdiction where its ownership, 
lease or operation of property or the conduct of its business requires such 
qualification or license except where failure to so qualify would not have a 
Material Adverse Effect; and  
  
          (d)  is in compliance with all Requirements of Law in which the 
failure to so comply would have a Material Adverse Effect.  
  
     5.02 Corporate Authorization; No Contravention.  The execution, 
delivery and performance by the Company and each Guarantor and its 
Subsidiaries of this Agreement and each other Loan Document to which such 
Person is party, have been duly authorized by all necessary corporate action, 
and do not and will not:  
  
          (a)  contravene the terms of any of that Person's Organization 
Documents;  
  
          (b)  conflict with or result in any breach or contravention of, 
or the creation of any Lien under, any document evidencing any Contractual 
Obligation to which such Person is a party or any order, injunction, writ or 
decree of any Governmental Authority to which such Person or its property is 
subject that would have a Material Adverse Effect; or  
  
          (c)  violate any Requirement of Law that would have a Material 
Adverse Effect.  
  
     5.03 Governmental Authorization.  No approval, consent, exemption, 
authorization, or other action by, or notice to, or filing with, any 
Governmental Authority is necessary or required in connection with the 
execution, delivery or performance by, or enforcement against, the Company, 
any Guarantor or any of its Subsidiaries of the Agreement or any other Loan 
Document except filings of financing statements, mortgages and deeds of trust 
as may be required by the appropriate Governmental Authority.  
  
     5.04 Binding Effect.  This Agreement and each other Loan Document to 
which the Company, each Guarantor or any of its Subsidiaries is a party 
constitute the legal, valid and binding obligations of the Company and each 
Guarantor or any of its Subsidiaries to the extent it is a party thereto, 
enforceable against such Person in accordance with their respective terms, 
except as enforceability may be limited by applicable bankruptcy, insolvency, 
or similar laws affecting the enforcement of creditors' rights generally or by 
equitable principles relating to enforceability.  
  
     5.05 Litigation.  Except as set forth on Schedule 5.05 to this 
Agreement, there are no actions, suits, proceedings, claims or disputes 
pending, or to the best knowledge of the Company, threatened or contemplated, 
at law, in equity, in arbitration or before any Governmental Authority, 
against the Company, any Guarantor, or its Subsidiaries or any of their 
respective properties which:  
  
          (a)  purport to affect or pertain to this Agreement or any other 
Loan Document, or any of the transactions contemplated hereby or thereby; or  



  
          (b)  if determined adversely to the Company or its Subsidiaries, 
would reasonably be expected to have a Material Adverse Effect.  No 
injunction, writ, temporary restraining order or any order of any nature has 
been issued by any court or other Governmental Authority purporting to enjoin 
or restrain the execution, delivery or performance of this Agreement or any 
other Loan Document, or directing that the transactions provided for herein or 
therein not be consummated as herein or therein provided.  
  
To the reasonable belief of the officer of the Company executing this 
Agreement, based on his knowledge as of the date of execution of this 
Agreement, there is no reason to believe the actions or proceedings which are 
set forth in Schedule 5.05 are likely to result in a Material Adverse Effect.  
  
     5.06 No Default.  No Default or Event of Default exists or would result 
from the incurring of any Obligations by the Company.  As of the Closing Date, 
neither the Company nor any Subsidiary is in default under or with respect to 
any Contractual Obligation in any respect which, individually or together with 
all such defaults is likely to have a Material Adverse Effect, or that would, 
if such default had occurred after the Closing Date, create an Event of 
Default under Section 8.01.  
  
  
     5.07 ERISA Compliance.  
  
          (a)  Except as disclosed in Schedule 5.07 attached hereto, each 
Plan is in compliance in all material respects with the applicable provisions 
of ERISA, the Code and other federal or state law.  Each Plan which is 
intended to qualify under Section 401(a) of the Code has received a favorable 
determination letter from the IRS and to the best knowledge of the Company, 
nothing has occurred which would cause the loss of such qualification.  The 
Company and each ERISA Affiliate has made all required contributions to any 
Plan subject to Section 412 of the Code, and no application for a funding 
waiver or an extension of any amortization period pursuant to Section 412 of 
the Code has been made with respect to any Plan.  
  
          (b)  There are no pending or, to the best knowledge of Company, 
threatened claims, actions or lawsuits, or action by any Governmental 
Authority, with respect to any Plan which has resulted or could reasonably be 
expected to result in a Material Adverse Effect.  There has been no prohibited 
transaction or violation of the fiduciary responsibility rules with respect to 
any Plan which has resulted or could reasonably be expected to result in a 
Material Adverse Effect.  
  
          (c)  (i) No ERISA Event has occurred or is reasonably expected to 
occur; (ii) no Pension Plan has any Unfunded Pension Liability; (iii) neither 
the Company nor any ERISA Affiliate has incurred, or reasonably expects to 
incur, any liability under Title IV of ERISA with respect to any Pension Plan 
(other than premiums due and not delinquent under Section 4007 of ERISA);  
(iv) neither the Company nor any ERISA Affiliate has incurred, or reasonably 
expects to incur, any liability (and no event has occurred which, with the 
giving of notice under Section 4219 of ERISA, would result in such liability) 
under Section 4201 or 4243 of ERISA with respect to a Multiemployer Plan; and 
(v) neither the Company nor any ERISA Affiliate has engaged in a transaction 
that could be subject to Section 4069 or 4212(c) or ERISA.  
  
     5.08 Use of Proceeds; Margin Regulations.  The proceeds of the Term 
Loan are to be used solely for the purposes set forth in and permitted by 
Section 6.12 and Section 7.07.  Neither the Company nor any Subsidiary is 
generally engaged in the business of purchasing or selling Margin Stock or 
extending credit for the purpose of purchasing or carrying Margin Stock.  
  
     5.09 Title to Properties.  The Company and each Subsidiary have good 
record and marketable title in fee simple to, or valid leasehold interests in, 
all real property necessary or used in the ordinary conduct of their 
respective businesses, including the leasehold interests of the Company 
pursuant to the Facility Lease and the Distribution Leases, except for such 
defects in title as could not, individually or in the aggregate, have a 
Material Adverse Effect.  As of the Closing Date, the property of the Company 
and its Subsidiaries is subject to no Liens, other than Permitted Liens.  
  
     5.10 Taxes.  The Company and its Subsidiaries have filed all Federal 
and other material tax returns and reports required to be filed, and have paid 
all Federal and other material taxes, assessments, fees and other governmental 
charges levied or imposed upon them or their properties, income or assets 
otherwise due and payable, except those which are being contested in good 
faith by appropriate proceedings and for which adequate reserves have been 
provided in accordance with GAAP. There is no proposed tax assessment against 
the Company or any Subsidiary that would, if made, have a Material Adverse 
Effect.  
  
     5.11 Financial Condition.  
  



          (a)  The audited consolidated balance sheets of the Company and 
its Subsidiaries dated December 31, 1995, and the related consolidated 
statements of operations, stockholders' equity and cash flows for the fiscal 
year ended on that date were prepared in accordance with GAAP consistently 
applied throughout the period covered thereby, except as otherwise expressly 
noted therein and:  
  
               (i)  present fairly in all material respects the 
consolidated financial position of the Company and its Subsidiaries as of the 
date thereof and the consolidated results of its operations for the period 
covered thereby; and  
  
               (ii) except as specifically disclosed in Schedule 5.11, 
show all material indebtedness and other direct liabilities of the Company and 
its consolidated Subsidiaries as of the date thereof.  
  
          (b)  Since June 30, 1996, there has been no Material Adverse 
Effect.  
  
     5.12 Environmental Matters.  Except as disclosed on Schedule 5.12 
hereto or in the filings of LSBI with the SEC under the Exchange Act, and as 
hereafter disclosed by the Company to the Lenders in writing, to the Company's 
knowledge:  
  
          (a)  All environmental permits, certificates, licenses, 
approvals, registrations and authorizations ("Environmental Permits") required 
under all Environmental Laws in connection with the business of the Company 
have been obtained, unless the failure to obtain such Environmental Permits 
would not have a Material Adverse Effect on the Company;  
  
          (b)  No notice, citation, summons or order has been issued, no 
complaint has been filed, no penalty has been assessed and no investigation or 
review is pending or threatened by any governmental entity with respect to any 
generation, treatment, storage, recycling, transportation or disposal of any 
hazardous or toxic waste (including petroleum products and radioactive 
materials) generated or used ("Hazardous Substances") by the Company, which 
would have a Material Adverse Effect on the Company;  
  
          (c)  The Company has not received any request for information 
that is likely to lead to a claim, any notice of claim, demand or other 
notification that the Company is or may be potentially responsible with 
respect to any clean up of any threatened or actual release of any Hazardous 
Substance which would have a Material Adverse Effect;  
  
          (d)  There are no underground storage tanks, active or abandoned, 
at any property now owned, operated or leased by the Company;  
  
          (e)  The Company has not knowingly transported any Hazardous 
Substances to any location which is listed on the National Priority List under 
the Comprehensive Environmental Response, Compensation and Liability Act of 
1980, as amended ("CERCLA"), which is the subject of any federal or state 
enforcement actions which may lead to claims against the Company for clean up 
costs, remedial work, damages to natural resources or for personal injury 
claims, including, but not limited to, claims under CERCLA which would have a 
Material Adverse Effect on the Company;  
  
          (f)  No written notification of a release of Hazardous Substance 
has been filed by or on behalf of the Company or in relation to any property 
now owned, operated or leased by the Company or previously owned, operated or 
leased by the Company at the time such property was so owned, operated or 
leased.  No such property now owned or leased by the Company is listed or 
proposed for listing on the National Priority List promulgated pursuant to 
CERCLA, or on any similar state list of sites requiring investigation or clean 
up which would have a Material Adverse Effect on the Company;  
  
          (g)  There are no environmental Liens on any material properties 
owned or leased by the Company and no governmental actions have been taken or 
are in process or pending which could subject any of such properties to such 
Liens; and  
  
          (h)  Upon the written request of any Lender, the Company shall 
promptly forward a copy to such Lender of any environmental written 
inspections, investigations or studies prepared by or to be prepared by the 
Company relating to material properties now owned, operated or leased by the 
Company; provided, however, that the Company makes no representation or 
warranty with respect to environmental inspections, investigations, studies, 
audits, tests, reviews or other analyses conducted by or on behalf of any 
Lender.  
  
     5.13 Regulated Entities.  None of the Company, any Person controlling 
the Company, or any Subsidiary, is an "Investment Company" within the meaning 
of the Investment Company Act of 1940.  The Company is not subject to 
regulation under the Public Utility Holding Company Act of 1935, the Federal 



Power Act, the Interstate Commerce Act, any state public utilities code, or 
any other Federal or state statute or regulation limiting its ability to incur 
Indebtedness.  
  
     5.14 No Burdensome Restrictions.  Neither the Company nor any 
Subsidiary is a party to or bound by any Contractual Obligation, or subject to 
any restriction in any Organization Document, or any Requirement of Law, which 
is likely to have a Material Adverse Effect.  
  
     5.15 Copyrights, Patents, Trademarks and Licenses, etc.. The Company or 
its Subsidiaries own or are licensed or otherwise have the right to use all of 
the patents, trademarks, service marks, trade names, copyrights, contractual 
franchises, authorizations and other rights that are reasonably necessary for 
the operation of their respective businesses, without conflict with the rights 
of any other Person.  The patents, trademarks, service marks, tradenames, 
copyright and franchise rights owned by the Company are described on Schedule 
5.15.  To the best knowledge of the Company, no slogan or other advertising 
device, product, process, method, substance, part or other material now 
employed, or now contemplated to be employed, by the Company or any Subsidiary 
infringes upon any rights held by any other Person.  Except as specifically 
disclosed in Schedule 5.15, no claim or litigation regarding any of the 
foregoing is pending or threatened, and no patent, invention, device, 
application, principle or any statute, law, rule, regulation, standard or code 
is pending or, to the knowledge of the Company, proposed, which, in either 
case, is likely to have a Material Adverse Effect.  
  
     5.16 Subsidiaries.  As of the Closing Date, the Company has no 
Subsidiaries other than those specifically disclosed in part (a) of Schedule 
5.16 hereto and has no equity investments in any other corporation or entity 
other than those specifically disclosed in part (b) of Schedule 5.16.   
  
     5.17 Insurance.  Except as specifically disclosed in Schedule 5.17, the 
properties of the Company and its Subsidiaries are insured with financially 
sound and reputable insurance companies not Affiliates of the Company, in such 
amounts, with such deductibles and covering such risks as are customarily 
carried by companies engaged in similar businesses and owning similar 
properties in localities where the Company or such Subsidiary operates.  
  
     5.18 Validity and Priority of Security Interest.  The provisions of 
this Agreement and the other Loan Documents create legal and valid Liens on 
all the Collateral in SPLC's favor and when all proper filings, records, and 
other actions necessary to perfect such Liens have been made or taken, to the 
knowledge of the Company, such Liens will constitute perfected and continuing 
Liens on all the Collateral, having priority over all other Liens on the 
Collateral, except for Permitted Liens, securing all the Obligations and 
enforceable against the Company and all third parties.  
  
     5.19 Capitalization.  The Company's authorized capital stock consists 
of 25,000 shares of common stock, par value $1.00 per share.  
  
     5.20 Solvency.  The Company is solvent prior to and after giving effect 
to the making of the Term Loan.  If at any time the Company should become 
insolvent, LSBI shall have a period of up to twenty (20) Business Days after 
LSBI learns of the Company's insolvency within which to recapitalize the 
Company in order to restore the Company to a solvent state.  
  
     5.21 Labor Disputes.  Except as set forth on Exhibit G or as described 
in reports filed by LSBI prior to the Closing Date with the SEC:  (a) there is 
no collective bargaining agreement or other labor contract covering employees 
of the Company; (b) no such collective bargaining agreement or other labor 
contract is scheduled to expire during the term of this Agreement; (c) no 
union or other labor organization is seeking to organize, or to be recognized 
as, a collective bargaining unit of employees of the Company; and (d) there is 
no pending or, to the Company's knowledge, threatened strike, work stoppage, 
material unfair labor practice claims, or other material labor dispute which 
would have a Material Adverse Effect on the Company.  
  
     5.22 No Violation of Law.  Except as disclosed in Exhibit H or in 
reports filed by LSBI prior to the Closing Date with the SEC, to the Company's 
knowledge, the Company is not in violation of any law, statute, regulation, 
ordinance, judgment, order, or decree applicable to it which violation would 
have a Material Adverse Effect on the Company.  
  
     5.23 No Default.  The Company is not in default with respect to any 
note, loan agreement, mortgage, lease or other agreement to which the Company 
is a party or bound, where the amount owed by the Company under such note, 
loan agreement, mortgage, lease, or other agreement exceeds $500,000.00.  
  
     5.24 Broker's Fees.  The Company represents and warrants to each Lender 
that, with respect to the financing transaction herein contemplated, no Person 
is entitled to any brokerage fee or other commission as a result of acts by 
the Company and the Company agrees to indemnify and hold each Lender harmless 
against any and all such claims if such claim is due to the acts of the 



Company.  
  
     5.25 Distribution Center Liens. To the knowledge of the officer of the 
Company executing this Agreement as of the date hereof, other than the Liens 
of Lenders pursuant to the Loan Documents, no Liens have been filed affecting 
NWFC's or the Company's fee simple title to the Distribution Centers except 
Permitted Liens.  
  
     5.26 Contingent Obligations.  Except as permitted by Section 7.08 of 
this Agreement, the Company has no Contingent Obligations.  
  
  
ARTICLE VI  
  
AFFIRMATIVE COVENANTS  
  
     So long as the Term Loan or other Obligations shall remain unpaid or 
unsatisfied:  
  
     6.01 Financial Statements.  The Company shall deliver to each of the 
Lenders, in form and detail satisfactory to the Lenders:  
  
          (a)  as soon as available, but not later than 120 days after the 
end of each fiscal year, a copy of the audited consolidated balance sheets for 
the Company and LSBI as at the end of such year and the related consolidated 
statements of income or operations, shareholders' equity and cash flows for 
such year, setting forth in each case in comparative form the figures for the 
previous fiscal year, and accompanied by the opinion of Ernst & Young or 
another nationally-recognized independent public accounting firm ("Independent 
Auditor") which report shall state that such consolidated financial statements 
present fairly the financial position for the periods indicated in conformity 
with GAAP applied on a basis consistent with prior years.  Such opinion shall 
not be qualified or limited because of a restricted or limited examination by 
the Independent Auditor of any material portion of the Company's records; and  
  
          (b)  as soon as available, but not later than sixty (60) days 
after the end of each fiscal quarter of each fiscal year, including fiscal 
year end, a copy of the unaudited consolidated balance sheets for the Company 
and LSBI as of the end of such quarter and the related consolidated statements 
of income, shareholders' equity and cash flows, for the period commencing on 
the first day and ending on the last day of such quarter, and certified by a 
Responsible Officer of such Person as fairly presenting, in accordance with 
GAAP (subject to ordinary, good faith year-end audit adjustments), the 
financial position and the results of operations of the Company and LSBI; and  
  
          (c)  as soon as available, but not later than one hundred twenty 
(120) days after the end of each fiscal year, a copy of the unaudited 
consolidated and consolidating balance sheets for the Company and LSBI as of 
the end of such year and the related consolidated and consolidating statements 
of income, shareholders' equity and cash flows, for the period commencing on 
the first day and ending on the last day of such year, and certified by a 
Responsible Officer of such Person as fairly presenting, in accordance with 
GAAP (subject to ordinary, good faith year-end audit adjustments), the 
financial position and the results of operations of the Company and LSBI.  
  
     6.02 Certificates; Other Information.  The Company shall furnish to 
each of the Lenders:  
  
          (a)  concurrently with the delivery of the financial statements 
referred to in subsection 6.01(a), a certificate of the Independent Auditor 
stating that in making the examination necessary therefor no knowledge was 
obtained of any Default or Event of Default, except as specified in such 
certificate;  
  
          (b)  concurrently with the delivery of the financial statements 
referred to in subsections 6.01(a), (b) and (c), a Compliance Certificate 
executed by a Responsible Officer, which shall include a calculation of the 
financial covenants required by this Agreement and a certification of 
compliance with any financial covenants in any other Loan Document by the 
Company of a Lender;  
  
          (c)  promptly, copies of all financial statements and reports 
that LSBI sends to its shareholders, and copies of all financial statements 
and regular, periodical or special reports (including Forms 10K, 10Q and 8K) 
that LSBI or any Subsidiary of LSBI may make to, or file with, the SEC; and  
  
          (d)  promptly, such additional information regarding the 
business, financial or corporate affairs of the Company, each of the 
Guarantors, or any Subsidiary as the Lenders may from time to time request.  
  
     6.03 Notices.  The Company shall promptly notify each of the Lenders:  
  
          (a)  of the occurrence of any Default or Event of Default;  



  
          (b)  of any matter that has resulted in a Material Adverse 
Effect, including (i) breach or non-performance of, or any default under, a 
Contractual Obligation of the Company or any Subsidiary; (ii) any dispute, 
litigation, investigation, proceeding or suspension between the Company or any 
Subsidiary and any Governmental Authority; or (iii) the commencement of, or 
any material development in, any litigation or proceeding affecting the 
Company or any Subsidiary; including pursuant to any applicable Environmental 
Laws;  
  
          (c)  of the occurrence of any of the following events affecting 
the Company or any ERISA Affiliate (but in no event more than 10 days after 
such event), and deliver to the Lenders a copy of any notice with respect to 
such event that is filed with a Governmental Authority and any notice 
delivered by a Governmental Authority to the Company or any ERISA Affiliate 
with respect to such event:  
  
               (i)  an ERISA Event;  
  
               (ii) a material increase in the Unfunded Pension Liability 
of any Pension Plan;  
  
               (iii)     the adoption of, or the commencement of contributions 
to, any Plan subject to Section 412 of the Code by the Company or any ERISA 
Affiliate; or  
  
               (iv) the adoption of any amendment to a Plan subject to 
Section 412 of the Code, if such amendment results in a material increase in 
contributions or Unfunded Pension Liability; and  
  
          (d)  of any material change in accounting policies or financial 
reporting practices by the Company or any of its consolidated Subsidiaries.  
  
          Each notice under this Section shall be accompanied by a written 
statement by a Responsible Officer setting forth details of the occurrence 
referred to therein, and stating what action the Company or any affected 
Subsidiary proposes to take with respect thereto and at what time.  Each 
notice under subsection 6.03(a) shall describe with particularity any and all 
clauses or provisions of this Agreement or other Loan Document that have been 
(or foreseeably will be) breached or violated.  
  
     6.04 Preservation of Corporate Existence, Etc.  The Company shall, and 
shall cause each Subsidiary to:  
  
          (a)  preserve and maintain in full force and effect its corporate 
existence and good standing under the laws of its state or jurisdiction of 
incorporation;  
  
          (b)  preserve and maintain in full force and effect all Permits, 
and all other governmental rights, privileges, qualifications, permits, 
licenses and franchises necessary or desirable in the normal conduct of its 
business the failure of which would have a Material Adverse Effect;  
  
          (c)  use reasonable efforts, in the ordinary course of business, 
to preserve its business organization and goodwill; and  
  
          (d)  preserve or renew all of its registered patents, trademarks, 
trade names and service marks, the non-preservation of which is likely to have 
a Material Adverse Effect.  
  
     6.05 Maintenance of Property.  The Company shall maintain, and shall 
cause each Subsidiary to maintain, and preserve all its property which is used 
or useful in its business in good working order and operating condition, 
ordinary wear and tear excepted in which the failure to so maintain would have 
a Material Adverse Effect; provided, however, that the Company shall, as soon 
as practicable after learning that repair is necessary, repair any property 
which has not been so maintained.  The Company shall at its own cost and 
expense, operate, maintain and repair the Facility in accordance with prudent 
industry operating and maintenance standards and practices, and shall obtain 
and maintain in full force and effect all material Permits required to operate 
and maintain the Facility.  
  
     6.06 Insurance.  The Company shall maintain, and shall cause NWFC and 
each Subsidiary to maintain, with financially sound and reputable independent 
insurers, insurance with respect to its properties and business against loss 
or damage of the kinds customarily insured against by Persons engaged in the 
same or similar business, in the types and in such amounts as set forth on 
Schedule 6.06 of this Agreement.  
  
          Any loss benefits ("Benefits") under any of the insurance policies 
maintained by the Company pursuant to this Agreement shall be applied as 
follows:  
  



          (a)  if either an (i) Event of Default has occurred and is 
continuing; or (ii) 50% or more of the replacement value of the Facility is 
damaged or destroyed, then such Benefits, together with any interest thereon, 
shall, at the option of the Required Lenders, be held by the Collateral Agent, 
for the ratable benefit of the Lenders as additional Collateral hereunder.  If 
no Event of Default has occurred and is continuing and less than 50% of the 
replacement value of the Facility is damaged or destroyed, then such Benefits 
may, at the Company's discretion, be either:  
  
          (i)  applied by the Lenders to the repayment of the Term Loan, 
subject to all of the terms and conditions of this Agreement; or  
  
          (ii) subject to the following paragraph (b), used by the Company 
to repair or replace the damaged or destroyed portion of the Facility giving 
rise to such Benefits.  If less than 50% but more than 10% of the value of the 
Facility (in terms of replacement costs) is damaged or destroyed and the 
Company elects repair or replacement under this subsection (a)(ii), then the 
Lenders shall have the right to employ a construction consultant (the 
"Construction Consultant") to advise the Lenders with respect to the 
disbursement of insurance proceeds as set forth in subsection (b), to monitor 
construction progress and to provide inspections and reports with respect 
thereto to the Lenders.  The Lenders shall be entitled to rely on the advice 
and direction of the Construction Consultant with respect to the matters set 
forth in this Section 6.06, and the Company agrees that the Lenders shall have 
no liability to the Company for any action or inaction of the Lenders made in 
accordance with such advice or direction.  The Company shall reimburse the 
Lenders for all reasonable fees and costs of the Construction Consultant.  
  
          (b)  Notwithstanding paragraph (a)(ii) above, the Lenders shall 
have no obligation to release any Benefits to the Company for the Company's 
use in repairing or replacing the damaged or destroyed portion of the Facility 
unless all of the following conditions are satisfied:  
  
          (i)  to the extent commercially available for the type of repair 
or replacement in question, the Company shall have submitted to the Lenders 
plans and specifications for the repair or replacement of the damaged or 
destroyed Facility reasonably satisfactory to the Required Lenders, which 
plans and specifications shall not be substantially modified, changed or 
revised without the Required Lenders' prior written consent;  
  
          (ii) to the extent commercially available for the type of repair 
or replacement in question, the Company, if so requested by the Required 
Lenders, shall have submitted to the Lenders fixed price contracts with good 
and responsible contractors and materialmen covering all work and materials 
necessary to complete any proposed repair or replacement of the damaged or 
destroyed portion of the Facility;  
  
          (iii)     the insurance proceeds used for restoration, repair or 
replacement of the (hereinafter referred to as the "Work") Facility shall be 
paid to the Collateral Agent for the benefit of the Lenders and the Collateral 
Agent shall disburse such insurance proceeds from time to time to the Company 
(or, at the option of the Required Lenders, jointly to the Company and the 
persons furnishing labor and/or material incident to the Work or directly to 
those persons) as the Work progresses, subject to the following conditions:  
(A) prior to beginning the Work (other than Work to be performed on an 
emergency basis to protect the Facility), (1) an architect or engineer, 
approved by the Required Lenders, is retained by the Company (at the Company's 
expense) and charged with the supervision of the Work and (2) the Company must 
have prepared, submitted to the Lenders and secured the Required Lenders' 
written approval of the plans and specifications for the Work; (B) each 
request for payment by the Company must be made by ten (10) days prior written 
notice to the Lenders and must be accompanied by a certificate made by the 
architect or engineer supervising the Work, stating, among other matters as 
may be reasonably required by the Required Lenders, that:  (1) all of the Work 
completed has been done in compliance with the approved plans and 
specifications; (2) the sum requested is justly required to reimburse the 
Company for payments by the Company to, or is justly due to, the contractor, 
subcontractors, material men, laborers, engineers, architects or other persons 
rendering services or materials for the Work (giving a brief description of 
the services and materials), (3) when added to all sums previously paid by the 
Company, the sum requested does not exceed 90% of the value of the Work done 
to the date of that certificate; and (4) the amount of insurance proceeds 
remaining in the hands of the Collateral Agent will be sufficient upon 
completion of the Work to pay for the Work in full (giving in reasonable 
detail as the Lenders may require an estimate of the cost of completion); (C) 
each request must be accompanied by waivers of lien satisfactory in form and 
substance to the Lenders, covering that part of the Work for which payment or 
reimbursement is being requested and by a search prepared by a title company 
or licensed abstractor or by other evidence satisfactory to the Lenders that 
there has not been filed with respect to the real estate any mechanic's lien 
or other lien, affidavit or instrument asserting any lien or any lien rights 
with respect to the real estate; (D) no Event of Default has occurred and is 
continuing; and (E) in the case of the request for the final disbursement, the 



request is accompanied by a certificate from the architect supervising the 
work that all work has been completed in a good and workmanlike manner in 
substantial accordance with the approved plans and specifications and by a 
copy of any certificate of occupancy or other certificate required by any 
legal requirement to render occupancy of the damaged portion of the Facility 
lawful.  If at any time the Required Lenders, in their reasonable judgment, 
determine that the insurance proceeds are insufficient to complete the 
restoration, repair or replacement, the Lenders may withhold further 
disbursement until the Company deposits with the Lenders additional funds 
which in the Required Lenders' reasonable judgment, are sufficient; and if the 
Company fails to make the additional deposit within thirty (30) days after 
required by the Required Lenders, then the Required Lenders may, at their 
option, direct the Collateral Agent to apply the balance of the insurance 
proceeds toward the payment of the Obligations.  Any failure by the Company to 
make such a deposit within thirty (30) days after required by the Required 
Lenders shall, at the discretion of the Required Lenders, be an Event of 
Default hereunder.  If, upon completion of the Work, any portion of the 
insurance proceeds has not been disbursed to the Company (or one or more of 
the other persons) incident thereto, the Lenders may, at the Required Lenders' 
option, apply such portion toward the payment of the Obligations or disburse 
the balance to the Company.  Nothing herein shall be interpreted to prohibit 
the Lenders from withholding from each disbursement ten percent (10%) (or such 
greater amount, if permitted or required by any legal requirement) of the 
amount to be disbursed, and from continuing to withhold that sum, until the 
time permitted for perfecting liens against the real estate has expired, at 
which time the amount withheld shall be disbursed to the Company (or to the 
Company and any person or person furnishing labor and/or material for the Work 
or directly to those persons), nothing contained herein shall be construed to 
prevent the Lenders from applying at any time the whole or any part of the 
insurance proceeds to the curing of any Event of Default;  
  
          (iv) the Lenders may impose such further conditions upon the 
release of insurance proceeds (including the receipt of title insurance) as 
are customarily imposed by prudent construction lenders to insure the 
completion of the restoration work free and clear of all liens or claims for 
lien;  
  
          (v)  all title insurance charges and other costs and expenses 
paid to or for the account of the Company in connection with the release of 
such insurance proceeds shall constitute so much additional Obligations and 
shall be payable upon demand with interest thereafter at the Default Rate, or 
such lower maximum rate as shall be legal under applicable law.  The Lenders 
may deduct any such costs and expenses from insurance proceeds at any time 
held by the Collateral Agent; and  
  
          (vi) if the Company fails to complete restoration within a 
reasonable time, as determined in the reasonable discretion of the Required 
Lenders, but in all cases in compliance with any time period provided under 
applicable requirements of Governmental Authorities and insurance 
underwriters, the Lenders shall have the right, but not the obligation, to 
restore or rebuild the Facility, or any part thereof, for or on behalf of the 
Company in lieu of applying said proceeds to the Obligations and for such 
purpose may do all necessary acts, including using funds deposited by the 
Company as aforesaid and advancing additional funds for the purpose of 
restoration, all such additional funds to constitute part of the indebtedness 
hereby secured payable upon demand with interest at the Default Rate.  In the 
event of an Event of Default which is continuing, the Company hereby empowers 
the Lenders, in their discretion, to settle, compromise and adjust any and all 
claims or rights under any insurance policy maintained by the Company relating 
to the Facility.  Nothing contained in this Agreement shall create any 
responsibility or obligation on the Lenders to collect any amounts owing on 
any insurance policy or resulting from any condemnation, to rebuild or replace 
any damaged or destroyed portion of the Facility or to perform any other act 
hereunder.  The Lenders shall not by the fact of approving, disapproving, 
accepting, preventing, obtaining or failing to obtain any insurance, incur any 
liability for or with respect to the amount of insurance carried, the form or 
legal sufficiency of insurance contracts, solvency of insurance companies, or 
payment or defense of lawsuits, and the Company hereby expressly assumes full 
responsibility therefor and all liability, if any, with respect thereto.  
  
     6.07 Payment of Obligations.  The Company, no later than ten (10) days 
after such payments become due, shall, and shall cause each Subsidiary to:  
(a) file when due (including extensions) all tax returns and other reports 
which they are required to file, pay when due all taxes, fees, assessments and 
other governmental charges against such parties or upon their property, 
income, and franchises, make all required withholding and other tax deposits, 
and establish adequate reserves for the payment of all such items, and shall 
provide to the Lenders, upon request, satisfactory evidence of their timely 
compliance with the foregoing; and (b) pay all Indebtedness owed by such 
parties within normal business terms and consistent with past practices; 
provided, however, that neither the Company nor any Subsidiary need pay any 
tax, fee, assessment, governmental charge, or Indebtedness, or perform or 
discharge any other obligation, that it is contesting in good faith by 



appropriate proceedings diligently pursued and for which adequate reserves in 
accordance with GAAP are being maintained by the Company or such Subsidiary.  
  
     6.08 Compliance with Laws.  The Company shall use reasonable efforts to 
comply, and shall use reasonable efforts to cause each Subsidiary to comply, 
in all material respects with all Requirements of Law of any Governmental 
Authority where the failure to so comply would have a Material Adverse Effect 
on the Company having jurisdiction over it or its business (including the 
Federal Fair Labor Standards Act).  Notwithstanding the foregoing, the Company 
shall not be obligated to comply with any Requirements of Law (i) whose 
application or validity is being contested diligently and in good faith by 
appropriate proceedings, (ii) compliance with which shall have been excused or 
exempted by a permit, waiver, variance, consent, extension or forbearance 
exempting it from the application of such Requirements of Law, or (iii) if 
failure or compliance would result in no material adverse consequences to the 
Facility so long as, in the case of each of clauses (i) through (iii) of this 
sentence such failure of compliance does not result in any material risk or 
danger of (A) the sale, forfeiture or loss of any part of the Facility, or the 
subjection thereof to any Lien (other than Permitted Liens), or interference 
with the operation, use or disposition of any of the Facility, title thereto 
or any interest therein, or (B) any Material Adverse Effect.  
  
     6.09 Compliance with ERISA.  The Company shall use reasonable efforts, 
and shall cause each of its ERISA Affiliates to use reasonable efforts to:  
(a) maintain each Plan in compliance in all material respects with the 
applicable provisions of ERISA, the Code and other federal or state law; (b) 
cause each Plan which is qualified under Section 401(a) of the Code to 
maintain such qualification; and (c) make all required contributions to any 
Plan subject to Section 412 of the Code.  
  
     6.10 Inspection of Property and Books and Records.  The Company shall 
maintain and shall cause each Subsidiary to maintain proper books of record 
and account, in which full, true and correct entries in conformity with GAAP 
consistently applied shall be made of all financial transactions and matters 
involving the assets and business of the Company and such Subsidiary.  The 
Company shall permit, and shall cause each Subsidiary to permit, 
representatives and independent contractors of the Lenders to visit and 
inspect any of their respective properties, to examine their respective 
corporate, financial and operating records, and make copies thereof or 
abstracts therefrom, and to discuss their respective affairs, finances and 
accounts with their respective directors, officers, and independent public 
accountants, all at the expense of the Company and at such reasonable times 
during normal business hours and as often as may be reasonably desired, upon 
reasonable advance notice to the Company; provided, however, when an Event of 
Default exists the Lenders may do any of the foregoing at the expense of the 
Company at any time during normal business hours and without advance notice.  
  
     6.11 Environmental Laws.  The Company shall, and shall cause each 
Subsidiary to, conduct its operations and keep and maintain its property in 
compliance with all Environmental Laws, the failure of which would result in a 
Material Adverse Effect.  The Company shall promptly notify each of the 
Lenders of any event, circumstance, dispute, claim or other action affecting 
the Environmental Permits, Hazardous Substances generated or used by the 
Company or otherwise affecting the Facility or any of the Distribution 
Centers, or any other environmental matter affecting the Company, regardless 
of whether such action would have a Material Adverse Effect.  The Company 
will, at all times, use all reasonable efforts necessary to preserve the 
Monsanto Indemnity.  Whenever there is potential noncompliance with any 
Environmental Laws which would result in a Material Adverse Effect, the 
Company shall, at any Lender's request and the Company's expense:  (a) cause 
an independent environmental engineer acceptable to such Lender to conduct 
such tests of the site where either the Company's noncompliance or alleged 
noncompliance with Environmental Laws has occurred and prepare and deliver to 
such Lender a report setting forth the results of such tests, a proposed plan 
for responding to any environmental problems described therein, and an 
estimate of the costs thereof; and (b) provide to the Lender a supplemental 
report of such engineer whenever the scope of the environmental problems, or 
the Company's response thereto or the estimated costs thereof, shall 
materially change.  
  
     6.12 Use of Proceeds. The Company shall use the proceeds of the Term 
Loan to refinance the existing indebtedness of the Company, and to enable the 
Company to make a loan to NWFC in the amount of the NWFC Note, to be used by 
NWFC or its Affiliates to refinance existing indebtedness of NWFC, under terms 
and conditions satisfactory to the Lenders.  
  
     6.13 Supply Agreements Assignments.  The Company shall cause all Supply 
Agreements to be assigned to the Lenders, and shall use its best efforts to 
cause such assignments to be consented to by any such ammonia suppliers, in 
form and substance acceptable to the Lenders.  
  
     6.14 Compliance with Leases.  The Company will use the Facility and 
Distribution Centers and related rights granted by the Facility Lease and the 



Distribution Leases solely as permitted by the terms of such leases.  
  
     6.15 Certain Financial Covenants and Ratios.  
  
          (a)  The Company shall not have net losses for two (2) 
consecutive fiscal quarters within the same calendar year;  
  
          (b)  The ratio of Current Assets to Current Liabilities 
(excluding the current portion of the First Source Loan) of the Company, 
tested as of the end of each calendar quarter, shall be at least 1.50:1;  
  
          (c)  At no time during the following quarterly periods will the 
Company permit its ratio of Total Liabilities excluding deferred taxes to 
Tangible Net Worth to exceed the following:  
  
               (i)  From the Closing Date through September 30, 1997 - 
3.50:1;  
  
               (ii) From October 1, 1997 through June 30, 1998 - 3.25:1;  
  
               (iii)     From July 1, 1998 through December 31, 1998 - 2.75:1;  
  
               (iv) From January 1, 1999 through June 30, 1999 - 2.50:1; 
and  
  
               (v)  From July 1, 1999 and thereafter - 2.25:1;  
  
          (d)  The ratio of (i) the Company's Earnings Before Interest, 
Taxes, Depreciation and Amortization less Taxes paid to (ii) the amount of the 
Company's Funded Debt maturing in the succeeding 12-month period plus Interest 
Expense shall not be less than 1.35:1 for the fiscal year 1996, and thereafter 
shall be not less than 1.5:1 for each fiscal year; and  
  
          (e)  The Company shall, at all times, maintain a Tangible Net 
Worth of not less than the greater of (i) $21,100,000.00, or (ii) the 
Company's Tangible Net Worth at the end of the preceding fiscal year less 
$1,500,000.00.  
  
     6.16 First Lien on Collateral.  SPLC acknowledges that on the Closing 
Date the liens in favor of SPLC covering the Collateral granted by the Company 
and NWFC are second priority liens subordinate and inferior only to the First 
Source Liens covering the Collateral and Permitted Liens.  Borrower shall, on 
or before the First Lien Collateral Date, cause the liens of Lenders secured 
by the Collateral to be first and prior Liens, subject only to Permitted Liens 
excluding the First Source Liens.  Compliance with this covenant shall be a 
condition precedent to the Subsequent Advance.  If the liens of Lenders 
covering the Collateral have not become first and prior liens on or before the 
Term Loan Conversion Date, subject only to Permitted Liens excluding the First 
Source Liens, the Initial Advance shall convert to a term loan with an 
accelerated principal amortization and maturity date as more particularly set 
forth in Section 2.04.  
  
     6.17 Rate Cap Agreement.  On the earlier to occur of (i) December 31, 
1996; or (ii) the date of the Subsequent Advance, the Company shall either 
elect and have satisfied all conditions to implementation of the Fixed Rate 
Option in accordance with Schedule 4.02(d) or shall enter into the Rate Cap 
Agreement.  
  
     6.18 Distribution Center Title Reports.  The Company shall, on the 
earlier to occur of (i) 45 days after the date of this Agreement; or (ii) the 
date of the Subsequent Advance, furnish to the Lenders title reports prepared 
by a title insurance company acceptable to the Lenders showing fee simple 
title to each of the Distribution Centers to be vested in either NWFC or the 
Company, as appropriate, subject to no liens or other encumbrances except 
Permitted Liens and other Liens as may be acceptable to the Lenders in their 
sole discretion.  
  
     6.19 New Distribution Centers.  The Company shall execute Mortgages for 
the benefit of the Lenders covering any new distribution centers acquired by 
the Company in fee simple, and shall execute Leasehold Mortgages for the 
benefit of the Lenders covering any new distribution centers leased by the 
Company, all in form and substance acceptable to the Lenders.  With respect to 
leased distribution centers, the Company shall also provide to the Lenders a 
consent of the landlord under the related lease acceptable to the Lenders.  
  
  
ARTICLE VII  
  
NEGATIVE COVENANTS  
  
     So long as the Term Loan or other Obligations shall remain unpaid or 
unsatisfied, unless the Required Lenders waive compliance in writing:  
  



     7.01 Limitation on Liens.  The Company shall not, and shall not suffer 
or permit any Subsidiary to, directly or indirectly, make, create, incur, 
assume or suffer to exist and shall promptly discharge, at its own cost and 
expense, any Lien upon or with respect to any part of its property, whether 
now owned or hereafter acquired, other than the following ("Permitted Liens"): 
 
  
          (a)  any Lien existing on property of the Company or any 
Subsidiary on the Closing Date and set forth in Schedule 7.01 securing 
Indebtedness outstanding on such date;  
  
          (b)  any Lien created under any Loan Document;  
  
          (c)  Liens for Taxes, fees, assessments or other governmental 
charges which are not delinquent or remain payable without penalty, or to the 
extent that non-payment thereof is permitted by Section 6.07, provided that 
(i) no notice of lien has been filed or recorded under the Code; or (ii) which 
are being contested in good faith and by appropriate proceedings so long as, 
in the case of each of clauses (i) and (ii), such non-payment does not result 
in any material risk or danger of (A) the sale, forfeiture or loss of any part 
of the Facility, or the subjection thereof to any lien (other than Permitted 
Liens), or interference with the operation, use or disposition of any of the 
Facility, title thereto or any interest therein, or (B) any Material Adverse 
Effect;  
  
          (d)  carriers', warehousemen's, mechanics', landlords', 
materialmen's, repairmen's or other similar Liens arising in the ordinary 
course of business which are not delinquent or remain payable without penalty 
or which are being contested in good faith and by appropriate proceedings;  
  
          (e)  Liens (other than any Lien imposed by ERISA) consisting of 
pledges or deposits required in the ordinary course of business in connection 
with workers' compensation, unemployment insurance and other social security 
legislation;  
  
          (f)  Liens on property owned or leased by the Company or any 
Subsidiary securing (i) the non-delinquent performance of bids, trade 
contracts (other than for borrowed money), leases, statutory obligations, (ii) 
contingent obligations on surety and appeal bonds, and (iii) other 
non-delinquent obligations of a like nature; in each case, incurred in the 
ordinary course of business, provided all such Liens in the aggregate would 
not (even if enforced) cause a Material Adverse Effect;  
  
          (g)  easements, rights-of-way, restrictions and other similar 
encumbrances which do not in any case materially detract from the value of the 
property subject thereto or interfere with the ordinary conduct of the 
businesses of the Company and its Subsidiaries;  
  
          (h)  purchase money security interests on any property acquired 
or held by the Company or its Subsidiaries in the ordinary course of business, 
securing Indebtedness incurred or assumed for the purpose of financing all or 
any part of the cost of acquiring such property; provided that (i) any such 
Lien attaches to such property concurrently with or within 20 days after the 
acquisition thereof, (ii) such Lien attaches solely to the property so 
acquired and proceeds thereof in such transaction, (iii) the principal amount 
of the debt secured thereby does not exceed 100% of the cost of such property, 
and (iv) the principal amount of the Indebtedness secured by any and all such 
purchase money security interests shall not at any time exceed, $1,500,000.00 
in any fiscal year;  
  
          (i)  Liens securing obligations in respect of Capital Leases on 
assets subject to such leases, provided that such Capital Leases are otherwise 
permitted hereunder;  
  
          (j)  Liens arising solely by virtue of any statutory or common 
law provision relating to banker's liens, rights of set-off or similar rights 
and remedies as to deposit accounts or other funds maintained with a creditor 
depository institution; provided that (i) such deposit account is not a 
dedicated cash collateral account and is not subject to restrictions against 
access by the Company in excess of those set forth by regulations promulgated 
by the FRB, and (ii) such deposit account is not intended by the Company or 
any Subsidiary to provide collateral to the depository institution;  
  
          (k)  Liens on the Facility in favor of NWFC, such Liens to be 
subordinate and inferior, in all respects, to the Liens of the Lenders, 
established by the Loan Documents;  
  
          (l)  Liens on goods consigned to the Company or the Subsidiary or 
not owned by either the Company or the Subsidiary so long as such Lien 
attaches only to such goods and SPLC has been given notice of such Lien;  
  
          (m)  Liens against life insurance policy or the cash surrender 
value thereof which relate to borrowings incurred to finance the premiums made 



under such policy;  
  
          (n)  Liens on accounts, inventory, documents, instruments, 
contracts or records relating to such accounts and inventory, and proceeds 
thereof to secure revolving working capital line of credit; and  
  
          (o)  Liens not to exceed $1,000,000.00 in the aggregate at any 
one time in amounts secured which are junior in priority to the Lenders' Lien 
and which arise or are placed inadvertently against either the Company's or 
the Subsidiary's assets and are removed within fifteen (15) Business Days from 
receipt by the Company of such Lien.  
  
     7.02 Disposition of Assets.  The Company shall not, and shall not 
suffer or permit any Subsidiary to, directly or indirectly, sell, assign, 
lease, convey, transfer or otherwise dispose of (whether in one or a series of 
transactions) any property (including accounts and notes receivable, with or 
without recourse) or enter into any agreement to do any of the foregoing other 
than sales or dispositions for fair consideration not to exceed, in the 
aggregate, ten percent (10%) of the value of such Person's assets, except:  
  
          (a)  dispositions of inventory, or used, worn-out or surplus 
equipment, all in the ordinary course of business; and  
  
          (b)  the sale of equipment to the extent that such equipment is 
exchanged for credit against the purchase price of similar replacement 
equipment, or the proceeds of such sale are reasonably promptly applied to the 
purchase price of such replacement equipment.  
  
     7.03 Consolidations and Mergers.  The Company shall not, and shall not 
suffer or permit any Subsidiary to, merge, consolidate with or into, or 
convey, transfer, lease or otherwise dispose of (whether in one transaction or 
in a series of transactions all or substantially all of its assets (whether 
now owned or hereafter acquired) to or in favor of any Person, except:  
  
          (a)  any Subsidiary may merge with the Company, provided that the 
Company shall be the continuing or surviving corporation, or with any one or 
more Subsidiaries, provided that if any transaction shall be between a 
Subsidiary and a Wholly-Owned Subsidiary, the Wholly-Owned Subsidiary shall be 
the continuing or surviving corporation; and  
  
          (b)  any Subsidiary may sell all or substantially all of its 
assets (upon voluntary liquidation or otherwise), to the Company or another 
Wholly-Owned Subsidiary, provided such Wholly-Owned Subsidiary guarantees all 
of the Company's Obligations under the Loan Documents.  
  
     7.04 Loans and Investments.  Except as permitted in Section 7.06 of 
this Agreement, the Company shall not purchase or acquire, or suffer or permit 
any Subsidiary to purchase or acquire, or make any commitment therefor, any 
capital stock, equity interest, or any obligations or other securities of, or 
any interest in, any Person, or make or commit to make any Acquisitions, or 
make or commit to make any advance, loan, extension of credit or capital 
contribution to or any other investment in, any Person including any Affiliate 
of the Company, except for:  
  
          (a)  investments in cash equivalents;  
  
          (b)  extensions of credit in the nature of accounts receivable or 
notes receivable arising from the sale or lease of goods or services in the 
ordinary course of business;  
  
          (c)  loans and investments outstanding as of the date hereof and 
identified on Schedule 7.04 to this Agreement;  
  
          (d)  loans or investments in and to a Subsidiary that is a 
Guarantor; and  
  
          (e)  investments constituting Acquisitions not otherwise 
permitted above in this Section as long as such investments when aggregated 
with all other investments for the same Acquisition do not exceed 
$3,000,000.00 in cash investments and issued and/or assumed interest-bearing 
debt per Acquisition and $12,000,000.00 in cash investments and issued and/or 
assumed interest-bearing debt in the aggregate for all such Acquisitions 
during the term of the Term Loan.  
  
     7.05 Limitation on Indebtedness.  The Company shall not, and shall not 
suffer or permit any Subsidiary to, create, incur, assume, suffer to exist, or 
otherwise become or remain directly or indirectly liable with respect to, any 
Indebtedness, except:  
  
          (a)  Indebtedness incurred pursuant to this Agreement;  
  
          (b)  Indebtedness consisting of Contingent Obligations permitted 
pursuant to Section 7.08;  



  
          (c)  Indebtedness existing on the Closing Date and set forth in 
Schedule 7.05; provided, however, that during the period from the Closing Date 
to the First Lien Collateral Date, the outstanding principal amount under the 
First Source Loan shall not, at any time, exceed $7,500,000.00 and the total 
outstanding Indebtedness secured by the Collateral (including the Initial 
Advance) shall not, at any time, exceed $19,500,000.00 unless and until the 
Subsequent Advance is made;  
  
          (d)  Indebtedness arising under leases permitted pursuant to 
Section 7.10;  
  
          (e)  Indebtedness which is revolving debt, other than the 
existing Indebtedness set forth on Schedule 7.05;  
  
          (f)  Indebtedness relating to Capitalized Leases, provided such 
Capitalized Leases are permitted hereunder;  
  
          (g)  Indebtedness for purchase money security interests as 
allowed by Section 7.01(h);  
  
          (h)  Indebtedness incurred in connection with other Permitted 
Liens;  
  
          (i)  Indebtedness issued solely to the sellers by the Company in 
connection with any acquisition permitted by Section 7.04(e) of this 
Agreement, not to exceed $5,000,000.00 in the aggregate at any time;  
  
          (j)  Indebtedness resulting from a judgment having been rendered 
against either the Company or Subsidiary that is being appealed by such 
Company or Subsidiary in good faith and in a timely manner, for which an 
adequate reserve has been recorded on the Company's or Subsidiary's books, and 
which is not fully covered by insurance;  
  
          (k)  Indebtedness resulting from the refinancing of Indebtedness 
permitted by this Section 7.05 as long as (i) such Indebtedness does not 
exceed the amount of the refinanced Indebtedness; and (ii) such Indebtedness 
does not result in payment acceleration of the refinanced Indebtedness;  
  
          (l)  Indebtedness resulting from trade payables and other 
obligations arising in the ordinary course of business;  
  
          (m)  Indebtedness incurred pursuant to Section 7.06 hereof;  
  
          (n)  Other Indebtedness not otherwise permitted by this Section 
7.05 which is unsecured, in an amount not to exceed $1,000,000.00 at any one 
time;  
  
          (o)  Indebtedness consisting of swap, hedging or other similar 
contracts or agreements entered into in the ordinary course of business; and  
  
          (p)  Subordinated Indebtedness.  
  
     7.06 Transactions with Affiliates.  Except for the NWFC Loan, the 
Company shall not, and shall not suffer or permit any Subsidiary to, enter 
into any transaction with any Affiliate of the Company, except upon fair and 
reasonable terms no less favorable to the Company or such Subsidiary than 
would obtain in a comparable arm's-length transaction with a Person not an 
Affiliate of the Company or such Subsidiary.  In addition to the foregoing, 
and without the restrictions and limitations set forth in the foregoing 
sentence, the Company, for any given fiscal year, may make payments in the 
form of dividends, distributions, treasury stock, advances or loans to 
Affiliates of the Company ("Affiliated Outflows") up to an amount equal to 50% 
of the Company's net income after taxes for the prior fiscal year, provided 
that immediately after giving effect to such action no Default or Event of 
Default would exist.  The term "Affiliated Outflows" shall exclude payments 
made to Affiliates which are classified as expenses of the Company which 
comply with the first sentence of this Section and which reduce the Company's 
income as shown on the annual consolidated balance sheet of the Company.  The 
parties acknowledge that current payments under the Services Agreement between 
LSB and the Company comply with this Section 7.06 so long as the Company and 
LSB complies with the terms of that certain Subordination and Service 
Agreement of even date herewith executed by LSB in favor of the Lenders.  
  
     7.07 Use of Proceeds.  
  
          (a)  The Company shall not, and shall not suffer or permit any 
Subsidiary to, use any portion of the Term Loan proceeds, directly or 
indirectly, (i) to purchase or carry Margin Stock, (ii) to repay or otherwise 
refinance indebtedness of the Company or others incurred to purchase or carry 
Margin Stock, (iii) to extend credit for the purpose of purchasing or carrying 
any Margin Stock, or (iv) to acquire any security in any transaction that is 
subject to Section 13 or 14 of the Exchange Act.  



  
     7.08 Contingent Obligations.  The Company shall not, and shall not 
suffer or permit any Subsidiary to, create, incur, assume or suffer to exist 
any Contingent Obligations except:  
  
          (a)  endorsements for collection or deposit in the ordinary 
course of business; and  
  
          (b)  Contingent Obligations of the Company and its Subsidiaries 
existing as of the Closing Date and listed in Schedule 7.08.  
  
          (c)  Contingent Obligations of the Company and its Subsidiaries 
consisting of unsecured guaranties, not to exceed $5,000,000.00 in the 
aggregate at any given time.  
  
     7.09 Joint Ventures.  The Company shall not, and shall not suffer or 
permit any Subsidiary to, enter into any Joint Venture, other than Joint 
Ventures with wholly-owned Subsidiaries of such Person.  
  
     7.10 Lease Obligations.  The Company shall not, and shall not suffer or 
permit any Subsidiary to, create or suffer to exist any obligations for the 
payment of rent for any property under lease or agreement to lease, except 
for:  
  
          (a)  the Facility Lease and the Distribution Leases;  
  
          (b)  leases of the Company and of Subsidiaries in existence on 
the Closing Date; and  
  
          (c)  operating leases including leases of distribution centers 
entered into by the Company or any Subsidiary after the Closing Date in the 
ordinary course of business, subject to the limitations set forth in Section 
7.16 of this Agreement.  
  
     7.11 Restricted Payments.  Except as permitted in Section 7.06 of this 
Agreement, the Company shall not, and shall not suffer or permit any 
Subsidiary to, declare or make any dividend payment or other distribution of 
assets, properties, cash, rights, obligations or securities on account of any 
shares of any class of its capital stock, or purchase, redeem or otherwise 
acquire for value any shares of its capital stock or any warrants, rights or 
options to acquire such shares, now or hereafter outstanding; except that the 
Company may:   
  
          (a)  declare and make dividend payments or other distributions 
payable solely in its common stock; and  
  
          (b)  purchase, redeem or otherwise acquire shares of its common 
stock or warrants or options to acquire any such shares with the proceeds 
received from the substantially concurrent issue of new shares of its common 
stock.  
  
     7.12 ERISA.  The Company shall not, and shall not suffer or permit any 
of its ERISA Affiliates to:  (a) engage in a prohibited transaction or 
violation of the fiduciary responsibility rules with respect to any Plan which 
has resulted or could reasonably be expected to result in a Material Adverse 
Effect; or (b) engage in a transaction that could be subject to Section 4069 
or 4212(c) of ERISA.  
  
     7.13 Change in Business.  The Company shall not, and shall not suffer 
or permit any Subsidiary to, engage in any material line of business 
substantially different from that type of business carried on by the Company 
and its Subsidiaries on the date hereof.  
  
     7.14 Accounting Changes.  The Company shall not, and shall not suffer 
or permit any Subsidiary to, make any significant change in accounting 
treatment or reporting practices, except as required by GAAP, or change the 
fiscal year of the Company or of any Subsidiary.  
  
     7.15 Certain Expenditures.  The Company shall not, for any given fiscal 
year, make Capital Expenditures in excess of $3,000,000.00 plus an amount up 
to $5,000,000.00 in the aggregate over the term of the Term Loan for Capital 
Expenditures required to be made by the Company as a result of federal or 
state-mandated environmental expenditures.  
  
     7.16 Operating Leases.  At no time will the Company, for any given 
fiscal year, allow amounts owed by it as operating lease or other rental 
payments, including real estate lease payments, to exceed $10,000,000.00.  
  
     7.17 Rolling Stock. The Company shall not, directly or indirectly, 
make, create, incur, assume or suffer to exist and shall promptly discharge, 
at its own cost and expense, any Lien upon or with respect to any equipment 
owned by the Company which is rolling stock, including but not limited to 
railcars, trucks and trailers, other than Liens which are purchase money 



security interests securing only the acquisition costs of such rolling stock.  
This sentence shall not apply to rolling stock which is leased by the Company. 
 
  
  
ARTICLE VIII  
  
EVENTS OF DEFAULT  
  
     8.01 Event of Default.  Any of the following shall constitute an "Event 
of Default":  
  
          (a)  Non-Payment.  The Company fails to pay, within three (3) 
days of being due, any amount of principal, or interest, fee or any other 
amount payable hereunder or under any other Loan Document; or  
  
          (b)  Representation or Warranty.  Any representation or warranty 
by the Company, any Subsidiary or any Guarantor, or any of them, made or 
deemed made herein, in any other Loan Document, or which is contained in any 
certificate, document or financial or other statement by the Company, any 
Subsidiary, or any Responsible Officer, furnished at any time under this 
Agreement, or in or under any other Loan Document, is incorrect in any 
material respect on or as of the date made or deemed made; or  
  
          (c)  Covenant Defaults.  The Company or any Subsidiary party 
thereto fails in any material respect to perform or observe any other term or 
covenant contained in this Agreement or any other Loan Document, and such 
failure is not cured within thirty (30) days from the date of receipt by the 
Company of notice of such default or if any such agreement or document shall 
terminate (other than in accordance with its terms or the terms hereof or with 
the written consent of the Lenders) or become void or unenforceable without 
the written consent of the Lenders other than as a direct result of any 
conduct solely on the part of Lenders; provided, however, that if the Company 
or any Subsidiary fails to maintain the insurance required by Section 6.06 of 
this Agreement, such notice and cure period shall not apply; or  
  
          (d)  Cross-Default.  The Company, or any Guarantor or any 
Subsidiary (i) fails to make any payment in respect of any Indebtedness or 
Contingent Obligation having an aggregate principal amount (including undrawn 
committed or available amounts and including amounts owing to all creditors 
under any combined or syndicated credit arrangement) of more than:  
  
          (A)  $500,000.00 in the case of the Company or NWFC; or  
  
          (B)  $5,000,000.00 in the case of any Guarantor other than NWFC,  
  
when due, beyond any period of grace provided with respect thereto (whether by 
scheduled maturity, required prepayment, acceleration, demand, or otherwise); 
or (ii) fails to perform or observe any other condition or covenant, or any 
other event shall occur or condition exist, under any agreement or instrument 
relating to any such Indebtedness or Contingent Obligation, if the effect of 
such failure, event or condition is to cause, or to permit the holder or 
holders of such Indebtedness or beneficiary or beneficiaries of such 
Indebtedness (or a trustee or agent on behalf of such holder or holders or 
beneficiary or beneficiaries) to (A) cause such Indebtedness to be declared to 
be due and payable prior to its stated maturity, or such Contingent Obligation 
to become payable or cash collateral in respect thereof to be demanded; or (B) 
the effect of such default would have a Material Adverse Effect on the 
Company; or  
  
          (e)  Insolvency; Voluntary Proceedings.  The Company, any 
Guarantor, or any Subsidiary (i) ceases or fails to be solvent, or admits in 
writing its inability to pay, its debts as they become due, subject to 
applicable grace periods, if any, whether at stated maturity or otherwise; 
(ii) voluntarily ceases to conduct its business in the ordinary course; (iii) 
commences any Insolvency Proceeding with respect to itself; (iv) seeks the 
appointment of a trustee, receiver, liquidator, custodian or other similar 
officer for itself or for any substantial part of its property; or (v) takes 
any action to effectuate or authorize any of the foregoing; or  
  
          (f)  Involuntary Proceedings.  (i) Any involuntary Insolvency 
Proceeding is commenced or filed against the Company, any Guarantor, or any 
Subsidiary, or is commenced seeking the appointment of a trustee, receiver, 
liquidator, custodian or other similar officer or agency of it or any 
substantial part of its property or any writ, judgment, warrant of attachment, 
execution or similar process, is issued or levied against a substantial part 
of the Company's or any Subsidiary's properties, and any such proceeding or 
petition shall not be dismissed, or such writ, judgment, warrant of 
attachment, execution or similar process shall not be released, vacated or 
fully bonded within 60 days after commencement, filing or levy; (ii) the 
Company or any Subsidiary admits the material allegations of a petition 
against it in any Insolvency Proceeding, or an order for relief (or similar 
order under non-U.S. law) is ordered in any Insolvency Proceeding; or (iii) a 



receiver, trustee, custodian, conservator, liquidator, mortgagee in possession 
(or agent therefor), or other similar Person for either the Company or any 
Subsidiary or for all or a substantial portion of its property or business 
shall be appointed involuntarily; or  
  
          (g)  ERISA.  (i) An ERISA Event shall occur with respect to a 
Pension Plan or Multiemployer Plan that would, in the Lender's reasonable 
judgment, subject Borrower or any Subsidiary to any tax penalty or other 
liabilities under the terms of such Plan which would result in a Material 
Adverse Effect to the Company or LSBI; or  
  
          (h)  Monetary Judgments.  One or more final judgments or orders, 
decrees or arbitration awards is entered against the Company or any Subsidiary 
involving in the aggregate a liability as to any single or related series of 
transactions, incidents or conditions, of $1,000,000.00 or more, and the same 
shall remain unsatisfied, or unvacated and unstayed pending appeal for a 
period of thirty (30) days after the entry thereof; or  
  
          (i)  Change of Control.  There occurs any Change of Control; or   
  
          (j)  Loss of Environmental Permits.  Any Governmental Authority 
revokes or fails to renew any Environmental Permit, which would result in a 
Material Adverse Effect and such Environmental Permit is not unrevoked or 
renewed within 180 days thereafter; or  
  
          (k)  Guarantor Defaults.  Any of the Guarantors fail in any 
material respect to perform or observe any term, covenant or agreement in the 
Guaranty of such Guarantor; or any Guaranty is for any reason partially 
(including with respect to future advances) or wholly terminated, revoked or 
invalidated, or otherwise ceases to be in full force and effect other than by 
an action undertaken by a Lender, or any Guarantor or any other Person 
contests in any manner the validity or enforceability thereof or denies that 
it has any further liability or obligation thereunder; or any event described 
at subsections (e) or (f) of this Section occurs with respect to any 
Guarantor; or  
  
          (l)  Invalidity of Subordination Provisions.  The Landlord 
Subordination Agreement or the subordination provisions of the Landlord 
Subordination Agreement or any agreement or instrument governing any other 
Subordinated Debt is for any reason revoked or invalidated, or otherwise cease 
to be in full force and effect NWFC or any other Person contests in any manner 
the validity or enforceability thereof or denies that it has any further 
liability or obligation thereunder, or the Indebtedness hereunder is for any 
reason subordinated or does not have the priority contemplated by this 
Agreement or the Landlord Subordination Agreement and a replacement 
subordination agreement from the relevant Person, acceptable to the Lenders in 
their sole discretion, is not executed by such Person for the benefit of the 
Lenders within 10 days thereafter; or  
  
          (m)  Lease Default.  An event of default occurs and is continuing 
under the terms of the Facility Lease or any of the Distribution Leases; or  
  
          (n)  First Source Default.  An event of default occurs and is 
continuing under the First Source Loan; or  
  
          (o)  DSN Plant Loan Default.  An event of default occurs and is 
continuing under the DSN Plant Loan; or  
  
          (p)  BA Business Credit Default.  An event of default occurs and 
is continuing under the BA Business Credit Loan or any working capital loan of 
the Company which replaces the BA Business Credit Loan.  
  
     8.02 Remedies.  If an Event of Default occurs under Section 8.01(a) of 
this Agreement, or under Section 8.01(c) which is due to the Company's failure 
to maintain the insurance required by Schedule 6.06, then the Collateral Agent 
may, unless instructed otherwise by the Required Lenders within the time 
period set forth in Section 9.05, accelerate the maturity of the Term Loan and 
pursue any other remedy available to the Lenders under the Loan Documents.  If 
any other Event of Default occurs and is continuing, then Collateral Agent 
may, and upon the vote of the Required Lenders shall, accelerate the maturity 
of the Term Loan and/or pursue any other remedy available to the Lenders 
including the exercise of any rights and remedies of the Lenders under the 
Loan Documents.  The Lenders may exercise all rights and remedies available to 
them under the Loan Documents or applicable law;  
  
provided, however, that upon the occurrence of any event specified in 
subsection (e) or (f) of Section 8.01, the unpaid principal amount of the Term 
Loan and all interest and other amounts as aforesaid shall automatically 
become due and payable without further act of the Lenders or Collateral Agent. 
 
  
     8.03 Rights Not Exclusive.  The rights provided for in this Agreement 
and the other Loan Documents are cumulative and are not exclusive of any other 



rights, powers, privileges or remedies provided by law or in equity, or under 
any other instrument, document or agreement now existing or hereafter arising. 
 
  
  
ARTICLE IX  
  
THE COLLATERAL AGENT  
  
     9.01 Appointment and Authorization; "Collateral Agent".  Each Lender 
hereby irrevocably (subject to Section 9.09) appoints, designates and 
authorizes the Collateral Agent to take such action on its behalf under the 
provisions of this Agreement and each other Loan Document and to exercise such 
powers and perform such duties as are expressly delegated to it by the terms 
of this Agreement or any other Loan Document, together with such powers as are 
reasonably incidental thereto.  Notwithstanding any provision to the contrary 
contained elsewhere in this Agreement or in any other Loan Document, the 
Collateral Agent shall not have any duties or responsibilities, except those 
expressly set forth herein, nor shall the Collateral Agent have or be deemed 
to have any fiduciary relationship with any Lender, and no implied covenants, 
functions, responsibilities, duties, obligations or liabilities or liabilities 
shall be read into this Agreement or any other Loan Document or otherwise 
exist against the Collateral Agent.  Without limiting the generality of the 
foregoing sentence, the use of the term "agent" in this Agreement with 
reference to the Collateral Agent is not intended to connote any fiduciary or 
other implied (or express) obligations arising under agency doctrine of any 
applicable law.  Instead, such term is used merely as a matter of market 
custom, and is intended to create or reflect only an administrative 
relationship between independent contracting parties.  
  
     9.02 Delegation of Duties.  The Collateral Agent may execute any of its 
duties under this Agreement or any other Loan Document by or through agents, 
employees or attorneys-in-fact and shall be entitled to advice of counsel 
concerning all matters pertaining to such duties.  The Collateral Agent shall 
not be responsible for the negligence or misconduct of any agent or 
attorney-in-fact that it selects with reasonable care.  
  
     9.03 Liability of Collateral Agent.  None of the Agent-Related Persons 
shall (i) be liable for any action taken or omitted to be taken by it under or 
in connection with this Agreement or any other Loan Document or the 
transactions contemplated hereby (except for its own gross negligence or 
willful misconduct), or (ii) be responsible in any manner to any of the 
Lenders for any recital, statement, representation or warranty made by the 
Company or any Subsidiary or Affiliate of the Company, or any officer thereof, 
contained in this Agreement or in any other Loan Document, or in any 
certificate, report, statement or other document referred to or provided for 
in, or received by the Collateral Agent under or in connection with, this 
Agreement or any other Loan Document, or the validity, effectiveness, 
genuineness, enforceability or sufficiency of this Agreement or any other Loan 
Document, or for any failure of the Company or any other party to any Loan 
Document to perform its obligations hereunder or thereunder.  No Agent-Related 
Person shall be under any obligation to any Lender to ascertain or to inquire 
as to the observance or performance of any of the agreements contained in, or 
conditions of, this Agreement or any other Loan Document, or to inspect the 
properties, books or records of the Company or any of the Company's 
Subsidiaries or Affiliates.  
  
     9.04 Reliance by Collateral Agent.  
  
          (a)  The Collateral Agent shall be entitled to rely, and shall be 
fully protected in relying, upon any writing, resolution, notice, consent, 
certificate, affidavit, letter, telegram, facsimile, telex or telephone 
message, statement or other document or conversation believed by it to be 
genuine and correct and to have been signed, sent or made by the proper Person 
or Persons, and upon advice and statements of legal counsel (including counsel 
to the Company), independent accountants and other experts selected by the 
Collateral Agent.  The Collateral Agent shall be fully justified in failing or 
refusing to take any action under this Agreement or any other Loan Document 
unless it shall first receive such advice or concurrence of the Lenders as it 
deems appropriate and, if it so requests, it shall first be indemnified to its 
satisfaction by the Lenders against any and all liability and expense which 
may be incurred by it by reason of taking or continuing to take any such 
action.  The Collateral Agent shall be in all cases be fully protected in 
acting, or in refraining from acting, under this Agreement or any other Loan 
Document in accordance with a request or consent of the Lenders and such 
request and any action taken or failure to act pursuant thereto shall be 
binding upon all of the Lenders.  
  
          (b)  For purposes of determining compliance with the conditions 
specified in Section 4.01 or Section 4.02, each Lender that has executed this 
Agreement shall be deemed to have consented to, approved or accepted or to be 
satisfied with, each document or other matter either sent by the Collateral 
Agent to such Lender for consent, approval, acceptance or satisfaction, or 



required thereunder to be consented to or approved by or acceptable or 
satisfactory to the Lender.  
  
     9.05 Notice of Default.  The Collateral Agent shall not be deemed to 
have knowledge or notice of the occurrence of any Default or Event of Default, 
except with respect to defaults in the payment of principal, interest and fees 
required to be paid to the Collateral Agent for the account of the Lenders, 
unless the Collateral Agent shall have received written notice from a Lender 
or the Company referring to this Agreement, describing such Default or Event 
of Default and stating that such notice is a "notice of default".  The 
Collateral Agent will notify the Lenders of its receipt of any such notice.  
Subject to the rights of the Collateral Agent to resign as is set forth below, 
the Collateral Agent shall take such action with respect to such Default or 
Event of Default as may be requested by the Lenders in accordance with Article 
VIII; provided, however, that unless and until the Collateral Agent has 
received any such request, the Collateral Agent may (but shall not be 
obligated to) take such action, or refrain from taking such action, with 
respect to an Event of Default as it shall deem advisable or in the best 
interest of the Lenders.  
  
          To assure that a timely response is provided by all Lenders in the 
event that an Event of Default occurs, if the Collateral Agent notifies the 
Lenders that it has received a notice of default and that an Event of Default 
has occurred or that it otherwise believes an Event of Default has occurred 
and, together with such notification, Collateral Agent recommends that the 
Lenders take some specified action in response to such default, then unless a 
Lender notifies the Collateral Agent in writing that such Lender disapproves 
the taking of such action within one (1) Business Day of Collateral Agent's 
notice, such Lender, for all purposes, shall be deemed to have approved 
Collateral Agent's recommended action and Collateral Agent may take the 
specified action together with any other action reasonably related thereto or 
reasonably necessary as a result thereof, including exercising the Lenders' 
remedies as set forth in Section 8.02.  
  
     9.06 Credit Decision.  Each Lender acknowledges that none of the 
Agent-Related Persons has made any representation or warranty to it, and that 
no act by the Collateral Agent hereinafter taken, including any review of the 
affairs of the Company and its Subsidiaries, shall be deemed to constitute any 
representation or warranty by any Agent-Related Person to any Lender.  Each 
Lender represents to the Collateral Agent that it has, independently and 
without reliance upon any Agent-Related Person and based on such documents and 
information as it has deemed appropriate, made its own appraisal of and 
investigation into the business prospects, operations, property, financial and 
other condition and credit worthiness of the Company and its Subsidiaries, and 
all applicable bank regulatory laws relating to the transactions contemplated 
hereby, and made its own decision to enter into this Agreement and to extend 
credit to the Company hereunder.  Each Lender also represents that it will, 
independently and without reliance upon any Agent-Related Person and based on 
such documents and information as it shall deem appropriate at the time, 
continue to make its own credit analysis, appraisals and decisions in taking 
or not taking action under this Agreement and the other Loan Documents, and to 
make such investigations as it deems necessary to inform itself as to the 
business, prospects, operations, property, financial and other condition and 
credit worthiness of the Company.  Except for notices, reports and other 
documents expressly herein required to be furnished to the Lenders by the 
Collateral Agent, the Collateral Agent shall not have any duty or 
responsibility to provide any Lender with any credit or other information 
concerning the business, prospects, operations, property, financial and other 
conditions or credit worthiness of the Company which may come into the 
possession of any of the Agent-Related Persons.  
  
     9.07 Indemnification of Collateral Agent.  Whether or not the 
transactions contemplated hereby are consummated, the Lenders shall indemnify 
upon demand the Agent-Related Persons (to the extent not reimbursed by or on 
behalf of the Company and without limiting the obligation of the Company to do 
so), pro rata, from and against any and all Indemnified Liabilities and from 
any and all loss, cost, expense and liability, such Person may incur as a 
result of such Person pursuing any action approved by the Required Lenders or 
deemed approved pursuant to Section 9.05; provided, however, that no Lender 
shall be liable for the payment to the Agent-Related Persons of any portion of 
such Indemnified Liabilities resulting solely from the Agent-Related Person's 
gross negligence or willful misconduct.  Without limitation of the foregoing, 
each Lender shall reimburse the Collateral Agent upon demand for its ratable 
share of any costs or out-of-pocket expenses (including Attorney Costs) 
incurred by the Collateral Agent in connection with the preparation, 
execution, delivery, administration, modification, amendment or enforcement 
(whether through negotiations, legal proceedings or otherwise) of, or legal 
advice in respect of rights or responsibilities under, this Agreement, any 
other Loan Document, or any document contemplated by or referred to herein, to 
the extent that the Collateral Agent is not reimbursed for such expenses by or 
on behalf of the Company.  The undertaking in this Section shall survive the 
payment of all Obligations hereunder and the resignation or replacement of the 
Collateral Agent.  



  
     9.08 Collateral Agent in Individual Capacity.  SPLC and its Affiliates 
may make loans to, issue letters of credit for the account of, accept deposits 
from, acquire equity interests in and generally engage in any kind of banking, 
trust, financial advisory, underwriting or other business with the Company and 
its Subsidiaries and Affiliates as though SPLC were not the Collateral Agent 
hereunder and without notice to or consent of the Lenders.  The Lenders 
acknowledge that, pursuant to such activities, SPLC or its Affiliates may 
receive information regarding the Company or its Affiliates (including 
information that may be subject to confidentiality obligations in favor of the 
Company or such subsidiary) and acknowledge that the Collateral Agent shall be 
under no obligation to provide such information to them.  With respect to the 
Term Loan, SPLC shall have the same rights and powers under this Agreement as 
any other Lender and may exercise the same as though it were not the 
Collateral Agent, and the terms "Lender" and "Lenders" include SPLC in its 
individual capacity.  
  
     9.09 Successor Collateral Agent.  The Collateral Agent shall have the 
right to assign its rights, powers and duties of collateral agent hereunder to 
any Affiliate of Collateral Agent upon 30 days' notice to the Lenders.  Upon 
such assignment, the assignee of Collateral Agent shall have the rights and 
obligations of Collateral Agent under the Loan Documents and the assignor 
Collateral Agent shall have no further obligations under the Loan Documents.  
In addition, the Collateral Agent at any time may resign as Collateral Agent 
upon notice to the Lenders.  If the Collateral Agent resigns under this 
Agreement, (i) such Collateral Agent shall be relieved of all obligations to 
pursue any actions in its capacity as Collateral Agent and (ii) the Lenders 
holding at least 51% of the Term Loan in terms of Dollars shall appoint from 
among the Lenders and their Affiliates a successor collateral agent for the 
Lenders.  If no successor collateral agent is appointed prior to the effective 
date of the resignation of the Collateral Agent, the Collateral Agent may 
appoint, after consulting with the Lenders and the Company, a successor 
collateral agent from among the Lenders.  Upon the acceptance of its 
appointment as successor collateral agent hereunder, such successor collateral 
agent shall succeed to all the rights, powers and duties of the retiring 
Collateral Agent and the term "Collateral Agent" shall mean such successor 
collateral agent and the retiring Collateral Agent's appointment, powers and 
duties as Collateral Agent shall be terminated.  If no successor collateral 
agent has accepted appointment as Collateral Agent by the date which is five 
(5) Business Days following a retiring Collateral Agent's notice of 
resignation, the retiring Collateral Agent's resignation shall nevertheless 
thereupon become effective and the Lenders shall perform all of the duties of 
the Collateral Agent hereunder until such time, if any, as the Lenders holding 
at least 51% of the Term Loan in terms of Dollars appoint a successor 
collateral agent as provided for above.  After any assigning or retiring 
Collateral Agent's assignment or resignation hereunder, the provisions of this 
Article IX and Sections 10.04 and 10.05 shall inure to its benefit as to any 
actions taken or omitted to be taken by it while it was Collateral Agent under 
this Agreement.  The Company, NWFC and the Lenders shall take all actions 
necessary to continue the effectiveness of all security interests and Liens 
created for the benefit of the Lenders pursuant to the Loan Documents, 
including the execution of amended security agreements, modifications of 
Liens, and UCC-3 financing statement amendments as the substituted Collateral 
Agent may reasonably deem advisable.  
  
     9.10 Withholding Tax.  
  
          (a)  If any Lender is a "foreign corporation, partnership or 
trust" within the meaning of the Code and such Lender claims exemption from, 
or a reduction of, U.S. withholding tax under Sections 1441 or 1442 of the 
Code, such Lender agrees with and in favor of the Collateral Agent, to deliver 
to the Collateral Agent:  
  
          (i)  if such Lender claims an exemption from, or a reduction of, 
withholding tax under a United States tax treaty, two properly completed and 
executed copies of IRS Form 1001 before the payment of any interest in the 
first calendar year and before the payment of any interest in each third 
succeeding calendar year during which interest may be paid under this 
Agreement;  
  
          (ii) if such Lender claims that interest paid under this 
Agreement is exempt from United States withholding tax because it is 
effectively connected with a United States trade or business of such Lender, 
two properly completed and executed copies of IRS Form 4224 before the payment 
of any interest is due in the first taxable year of such Lender and in each 
succeeding taxable year of such Lender during which interest may be paid under 
this Agreement; and  
  
          (iii)     such other form or forms as may be required under the Code 
or other laws of the United States as a condition to exemption from, or 
reduction of, United States withholding tax;  
  
Such Lender agrees to promptly notify the Collateral Agent of any change in 



circumstances which would modify or render invalid any claimed exemption or 
reduction.  
  
          (b)  If any Lender claims exemption from, or reduction of, 
withholding tax under a United States tax treaty by providing IRS Form 1001 
and such Lender sells, assigns, grants a participation in, or otherwise 
transfers all or part of the Obligations of the Company to such Lender, such 
Lender agrees to notify the Collateral Agent of the percentage amount in which 
it is no longer the beneficial owner of Obligations of the Company to such 
Lender.  To the extent of such percentage amount, the Collateral Agent will 
treat such Lender's IRS Form 1001 as no longer valid.  
  
          (c)  If any Lender claiming exemption from United States 
withholding tax by filing IRS Form 4224 with the Collateral Agent sells, 
assigns, grants a participation in, or otherwise transfers all or part of the 
Obligations of the Company to such Lender, such Lender agrees to undertake 
sole responsibility for complying with the withholding tax requirements 
imposed by Section 1441 and 1442 of the Code.  
  
          (d)  If any Lender is entitled to a reduction in the applicable 
withholding tax, the Collateral Agent may withhold from any interest payment 
to such Lender an amount equivalent to the applicable withholding tax after 
taking into account such reduction.  However, if the forms or other 
documentation required by subsection (a) of this Section are not delivered to 
the Collateral Agent, then the Collateral Agent may withhold from any interest 
payment to such Lender not providing such forms or other documentation an 
amount equivalent to the applicable withholding tax imposed by Sections 1441 
and 1442 of the Code, without reduction.  
  
          (e)  If the IRS or any other Governmental Authority of the United 
States or other jurisdiction asserts a claim that the Collateral Agent did not 
properly withhold tax from amounts paid to or for the account of any Lender 
(because the appropriate form was not delivered or was not properly executed, 
or because such Lender failed to notify the Collateral Agent of a change in 
circumstances which rendered the exemption from, or reduction of, withholding 
tax ineffective, or for any other reason) such Lender shall indemnify the 
Collateral Agent fully for all amounts paid, directly or indirectly, by the 
Collateral Agent as tax or otherwise, including penalties and interest, and 
including any taxes imposed by any jurisdiction on the amounts payable to the 
Collateral Agent under this Section, together with all costs and expenses 
(including Attorney Costs).  The obligation of the Lenders under this 
subsection shall survive the payment of all Obligations and the resignation or 
replacement of the Collateral Agent.  
  
ARTICLE X  
  
MISCELLANEOUS  
  
     10.01     Amendments and Waivers.  No amendment or waiver of any provision 
of this Agreement or any other Loan Document, and no consent with respect to 
any departure by the Company or any Guarantor therefrom, shall be effective 
unless the same shall be in writing and signed by the Required Lenders and the 
Company, and then any such waiver or consent shall be effective only in the 
specific instance and for the specific purpose for which given; provided, 
however, that no amendment, modification, waiver, or consent shall, unless in 
writing and signed by all the Lenders, do any of the following:  (a) waive any 
of the conditions specified in Article IV, (b) increase the commitment amount 
of any Lender, (c) reduce the amount of principal, interest, or fees payable 
under the Loan Documents, or postpone the payment thereof, or (d) change the 
percentage of Lenders required to take any action under this Agreement or the 
Notes.  No modification, waiver, or consent shall, unless in writing and 
signed by the Collateral Agent affect the rights or obligations of the 
Collateral Agent under the other Loan Documents.  
  
     10.02     Notices.  
  
          (a)  All notices, requests and other communications shall be in 
writing (including, unless the context expressly otherwise provides, by 
facsimile transmission, provided that any matter transmitted by the Company by 
facsimile (i) shall be immediately confirmed by a telephone call to the 
recipient at the number specified on Schedule 10.02, and (ii) shall be 
followed promptly by delivery of a hard copy original thereof) and mailed, 
faxed or delivered, to the address or facsimile number specified for notices 
on Schedule 10.02; or, as directed to the Company or the Lenders, to such 
other address as shall be designated by such party in a written notice to the 
other parties, and as directed to any other party, at such other address as 
shall be designated by such party in a written notice to the Company and the 
Lenders.  
  
          (b)  All such notices, requests and communications shall, when 
transmitted by overnight delivery, or faxed, be effective when delivered for 
overnight (next-day) delivery, or transmitted in legible form by facsimile 
machine, respectively, or if mailed, upon the third Business Day after the 



date deposited into the U.S. mail, or if delivered, upon delivery; except that 
notices pursuant to Article II shall not be effective until actually received 
by a Lender at the address specified on the applicable signature page hereof.  
 
  
          (c)  Any agreement of the Lenders to receive certain notices by 
telephone or facsimile is solely for the convenience and at the request of the 
Company.  The Lenders shall be entitled to rely on the authority of any Person 
purporting to be a Person authorized by the Company to give such notice and 
Lenders shall not have any liability to the Company or other Person on account 
of any action taken or not taken by the Lenders in reliance upon such 
telephonic or facsimile notice.  The obligation of the Company to repay the 
Term Loan shall not be affected in any way or to any extent by any failure by 
Lenders to receive written confirmation of any telephonic or facsimile notice 
or the receipt by Lenders of a confirmation which is at variance with the 
terms understood by Lenders to be contained in the telephonic or facsimile 
notice.  
  
     10.03     No Waiver; Cumulative Remedies.  No failure to exercise and no 
delay in exercising, on the part of Lenders, any right, remedy, power or 
privilege hereunder, shall operate as a waiver thereof; nor shall any single 
or partial exercise of any right, remedy, power or privilege hereunder 
preclude any other or further exercise thereof or the exercise of any other 
right, remedy, power or privilege.  
  
     10.04     Costs and Expenses.  The Company shall:  
  
          (a)  whether or not the transactions contemplated hereby are 
consummated, pay or reimburse the Lenders within five Business Days after 
demand (subject to subsection 4.01(n)) for all out-of-pocket costs and 
expenses incurred by the Lenders, including but not limited to the Collateral 
Agent, in connection with the development, preparation and delivery of, and 
any amendment, supplement, waiver or modification to (in each case, whether or 
not consummated), this Agreement, any Loan Document and any other documents 
prepared in connection herewith or therewith, and the consummation of the 
transactions contemplated hereby and thereby, including reasonable 
out-of-pocket Attorney Costs incurred by the Lenders with respect thereto; and 
 
  
          (b)  pay or reimburse the Lenders, including but not limited to 
the Collateral Agent, within five Business Days after demand (subject to 
subsection 4.01(n)) for all reasonable out-of-pocket costs and expenses 
(including Attorney Costs) incurred by the Lenders in connection with the 
enforcement, attempted enforcement, or preservation of any rights or remedies 
under this Agreement or any other Loan Document during the existence of an 
Event of Default or after acceleration of the Term Loan (including in 
connection with any "workout" or restructuring regarding the Term Loan, and 
including in any Insolvency Proceeding or appellate proceeding).  
  
     10.05     INDEMNITY.  WHETHER OR NOT THE TRANSACTIONS CONTEMPLATED HEREBY 
ARE CONSUMMATED, THE COMPANY SHALL INDEMNIFY AND HOLD THE LENDER-RELATED 
PERSONS AND THE LENDERS AND EACH OF THEIR RESPECTIVE OFFICERS, DIRECTORS, 
EMPLOYEES, COUNSEL, AGENTS AND ATTORNEYS-IN-FACT (EACH, AN "INDEMNIFIED 
PERSON") HARMLESS FROM AND AGAINST ANY AND ALL LIABILITIES, OBLIGATIONS, 
LOSSES, DAMAGES, PENALTIES, ACTIONS, JUDGMENTS, SUITS, COSTS, CHARGES, 
EXPENSES AND DISBURSEMENTS (INCLUDING ATTORNEY COSTS) OF ANY KIND OR NATURE 
WHATSOEVER WHICH MAY AT ANY TIME (INCLUDING AT ANY TIME FOLLOWING REPAYMENT OF 
THE TERM LOAN) BE IMPOSED ON, INCURRED BY OR ASSERTED AGAINST ANY SUCH PERSON 
IN ANY WAY AS A RESULT OF AN ACTION BROUGHT AGAINST THE INDEMNIFIED PERSON BY 
A PERSON NOT A PARTY TO THIS AGREEMENT RELATING TO OR ARISING OUT OF THIS 
AGREEMENT OR ANY DOCUMENT CONTEMPLATED BY OR REFERRED TO HEREIN, OR THE 
TRANSACTIONS CONTEMPLATED HEREBY, OR ANY ACTION TAKEN OR OMITTED BY ANY SUCH 
PERSON UNDER OR IN CONNECTION WITH ANY OF THE FOREGOING, INCLUDING WITH 
RESPECT TO ANY INVESTIGATION, LITIGATION OR PROCEEDING (INCLUDING ANY 
INSOLVENCY PROCEEDING OR APPELLATE PROCEEDING) RELATED TO OR ARISING OUT OF 
THIS AGREEMENT OR THE LOAN OR THE USE OF THE PROCEEDS THEREOF, WHETHER OR NOT 
ANY INDEMNIFIED PERSON IS A PARTY THERETO (ALL THE FOREGOING, COLLECTIVELY, 
THE "INDEMNIFIED LIABILITIES"); PROVIDED, THAT THE COMPANY SHALL HAVE NO 
OBLIGATION HEREUNDER TO ANY INDEMNIFIED PERSON WITH RESPECT TO INDEMNIFIED 
LIABILITIES RESULTING SOLELY FROM THE GROSS NEGLIGENCE OR WILLFUL MISCONDUCT 
OF SUCH INDEMNIFIED PERSON. THE AGREEMENTS IN THIS SECTION SHALL SURVIVE 
PAYMENT OF ALL OTHER OBLIGATIONS.  
  
     10.06     Payments Set Aside.  To the extent that the Company makes a 
payment to a Lender, or a Lender exercises its right of set-off, and such 
payment or the proceeds of such set-off or any part thereof are subsequently 
invalidated, declared to be fraudulent or preferential, set aside or required 
(including pursuant to any settlement entered into by a Lender in its 
discretion) to be repaid to a trustee, receiver or any other party, in 
connection with any Insolvency Proceeding or otherwise, then to the extent of 
such recovery the obligation or part thereof originally intended to be 
satisfied shall be revived and continued in full force and effect as if such 
payment had not been made or such set-off had not occurred.  



  
     10.07    Successors and Assigns.  The provisions of this Agreement shall be 
binding upon and inure to the benefit of the parties hereto and their 
respective successors and assigns, except that the Company may not assign or 
transfer any of its rights or obligations under this Agreement without the 
prior written consent of the Lenders.  
  
     10.08     Assignments, Participations, etc.  
  
          (a)  Any Lender may, at any time, assign and delegate to one or 
more Eligible Assignees (each an "Assignee") all, or any ratable part of all, 
of the Term Loan and the other rights and obligations of such Lender 
hereunder, in a minimum amount of $2,500,000; provided, however, that the 
Company may continue to deal solely and directly with such Lender in 
connection with the interest so assigned to an Assignee until (i) written 
notice of such assignment, together with payment instructions, addresses and 
related information with respect to the Assignee, shall have been given to the 
Company, with a copy to the Collateral Agent, by such Lender and the Assignee; 
(ii) such Lender and its Assignee shall have delivered to the Company, with a 
copy to the Collateral Agent, an Assignment and Acceptance in the form of 
Exhibit E ("Assignment and Acceptance") together with any Note or Notes 
subject to such assignment.  From and after such date that Assignee thereunder 
shall be a party hereto and, to the extent that rights and obligations 
hereunder have been assigned to it pursuant to such Assignment and Acceptance, 
shall have the rights and obligations of a Lender under the Loan Documents, 
and (iii) the assignor Lender shall, to the extent that rights and obligations 
hereunder and under the other Loan Documents have been assigned by it pursuant 
to such Assignment and Acceptance, relinquish its rights and be released from 
its obligations under the Loan Documents.  
  
          (b)  Within five Business Days thereafter, the Company shall 
execute and deliver to the assignee Lender, new Notes evidencing such 
Assignee's assigned Loan and its portion of the Term Commitment and, if the 
assignor Lender has retained a portion of the Term Loan and its portion of the 
Term Commitment, replacement Note(s) in the principal amount of the Term Loan 
retained by the assignor Lender (such Note(s) to be in exchange for, but not 
in payment of, the Note(s) held by such Lender).  Immediately upon each 
Assignee's making its processing fee payment under the Assignment and 
Acceptance, this Agreement shall be deemed to be amended to the extent, but 
only to the extent, necessary to reflect the addition of the Assignee.  
  
          (c)  Any Lender may at any time sell to one or more financial 
institutions or other Persons not Affiliates of the Company (a "Participant") 
participating interests in the Term Loan, such Lender's portion of the Term 
Commitment and the other interests of that Lender (the "originating Lender") 
hereunder and under the other Loan Documents; provided, however, that (i) the 
originating Lender's obligations under this Agreement shall remain unchanged, 
(ii) the originating Lender shall remain solely responsible for the 
performance of such obligations, (iii) the Company and Lenders shall continue 
to deal solely and directly with the originating Lender in connection with the 
originating Lender's rights and obligations under this Agreement and the other 
Loan Documents, and (iv) no Lender shall transfer or grant any participating 
interest under which the Participant has rights to approve any amendment to, 
or any consent or waiver with respect to, this Agreement or any other Loan 
Document, except to the extent such amendment, consent or waiver would require 
unanimous consent of the Lenders as described in the first proviso to Section 
10.01.  In the case of any such participation, the Participant shall not have 
any rights under this Agreement, or any of the other Loan Documents, and all 
amounts payable by the Company hereunder shall be determined as if such Lender 
had not sold such participation; except that, if amounts outstanding under 
this Agreement are due and unpaid, or shall have been declared or shall have 
become due and payable upon the occurrence of an Event of Default, each 
Participant shall be deemed to have the right of set-off in respect of its 
participating interest in amounts owing under this Agreement to the same 
extent as if the amount of its participating interest were owing directly to 
it as a Lender under this Agreement.  
  
          (d)  Notwithstanding any other provision in this Agreement, a 
Lender may at any time create a security interest in, or pledge, all or any 
portion of its rights under and interest in this Agreement and the Note in 
favor of any Federal Reserve Bank in accordance with Regulation A of the FRB 
or U.S. Treasury Regulation 31 CFR 203.14, and such Federal Reserve Bank may 
enforce such pledge or security interest in any manner permitted under 
applicable law.  
  
     10.09     Set-off.  In addition to any rights and remedies of the Lenders 
provided by law, if an Event of Default exists or the Term Loan has been 
accelerated, the Lenders are authorized at any time and from time to time, 
without prior notice to the Company, any such notice being waived by the 
Company to the fullest extent permitted by law, to set off and apply any and 
all deposits (general or special, time or demand, provisional or final) at any 
time held by, and other indebtedness at any time owing by, any Lender to or 
for the credit or the account of the Company against any and all Obligations 



owing to such Lender, now or hereafter existing, irrespective of whether or 
not such Lender shall have made demand under this Agreement or any Loan 
Document and although such Obligations may be contingent or unmatured.  The 
Lenders agree promptly to notify the Company after any such set-off and 
application made by a Lender; provided, however, that the failure to give such 
notice shall not affect the validity of such set-off and application.  
  
     10.10     Counterparts.  This Agreement may be executed in any number of 
separate counterparts, each of which, when so executed, shall be deemed an 
original, and all of said counterparts taken together shall be deemed to 
constitute but one and the same instrument.   
  
     10.11     Severability.  The illegality or unenforceability of any  
provision of this Agreement or any instrument or agreement required hereunder  
shall not in any way affect or impair the legality or enforceability of the  
remaining provisions of this Agreement or any instrument or agreement required 
hereunder.  
  
     10.12     No Third Parties Benefited.  This Agreement is made and entered 
into for the sole protection and legal benefit of the Company, the Lenders, 
and the Lender-Related Persons, and their permitted successors and assigns, 
and no other Person shall be a direct or indirect legal beneficiary of, or 
have any direct or indirect cause of action or claim in connection with, this 
Agreement or any of the other Loan Documents.  
  
     10.13     Governing Law and Jurisdiction.  
  
          (a)  THIS AGREEMENT AND THE NOTES SHALL BE GOVERNED BY AND 
CONSTRUED IN ACCORDANCE WITH THE LAWS (WITHOUT REFERENCE TO PRINCIPLES OF 
CONFLICTS OF LAWS) OF THE STATE OF OKLAHOMA, PROVIDED THAT THE LENDERS SHALL 
RETAIN ALL RIGHTS ARISING UNDER FEDERAL LAW.  
  
          (b)  ANY LEGAL ACTION OR PROCEEDING WITH RESPECT TO THIS 
AGREEMENT OR ANY OTHER LOAN DOCUMENT MAY BE BROUGHT IN THE COURTS OF THE STATE 
OF OKLAHOMA OR OF THE UNITED STATES FOR THE NORTHERN DISTRICT OF OKLAHOMA, AND 
BY EXECUTION AND DELIVERY OF THIS AGREEMENT, EACH OF THE COMPANY AND THE 
LENDERS CONSENTS, FOR ITSELF AND IN RESPECT OF ITS PROPERTY, TO THE 
NON-EXCLUSIVE JURISDICTION OF THOSE COURTS.  EACH OF THE COMPANY AND THE 
LENDERS IRREVOCABLY WAIVES ANY OBJECTION, INCLUDING ANY OBJECTION TO THE 
LAYING OF VENUE OR BASED ON THE GROUNDS OF FORUM NON CONVENIENS, WHICH IT MAY 
NOW OR HEREAFTER HAVE TO THE BRINGING OF ANY ACTION OR PROCEEDING IN SUCH 
JURISDICTION IN RESPECT OF THIS AGREEMENT OR ANY DOCUMENT RELATED HERETO.  THE 
COMPANY AND THE LENDERS EACH WAIVE PERSONAL SERVICE OF ANY SUMMONS, COMPLAINT 
OR OTHER PROCESS, WHICH MAY BE MADE BY ANY OTHER MEANS PERMITTED BY OKLAHOMA 
LAW.  
  
     10.14     Waiver of Jury Trial.   THE COMPANY AND THE LENDERS EACH WAIVE 
THEIR RESPECTIVE RIGHTS TO A TRIAL BY JURY OF ANY CLAIM OR CAUSE OF ACTION 
BASED UPON OR ARISING OUT OF OR RELATED TO THIS AGREEMENT, THE OTHER LOAN 
DOCUMENTS, OR THE TRANSACTIONS CONTEMPLATED HEREBY OR THEREBY, IN ANY ACTION, 
PROCEEDING OR OTHER LITIGATION OF ANY TYPE BROUGHT BY ANY OF THE PARTIES 
AGAINST ANY OTHER PARTY OR ANY LENDER-RELATED PERSON, PARTICIPANT OR ASSIGNEE, 
WHETHER WITH RESPECT TO CONTRACT CLAIMS, TORT CLAIMS, OR OTHERWISE.  THE 
COMPANY AND THE LENDERS EACH AGREE THAT ANY SUCH CLAIM OR CAUSE OF ACTION 
SHALL BE TRIED BY A COURT TRIAL WITHOUT A JURY.  WITHOUT LIMITING THE 
FOREGOING, THE PARTIES FURTHER AGREE THAT THEIR RESPECTIVE RIGHT TO A TRIAL BY 
JURY IS WAIVED BY OPERATION OF THIS SECTION AS TO ANY ACTION, COUNTERCLAIM OR 
OTHER PROCEEDING WHICH SEEKS, IN WHOLE OR IN PART, TO CHALLENGE THE VALIDITY 
OR ENFORCEABILITY OF THIS AGREEMENT OR THE OTHER LOAN DOCUMENTS OR ANY 
PROVISION HEREOF OR THEREOF.  THIS WAIVER SHALL APPLY TO ANY SUBSEQUENT 
AMENDMENTS, RENEWALS, SUPPLEMENTS OR MODIFICATIONS TO THIS AGREEMENT AND THE 
OTHER LOAN DOCUMENTS.  
  
     10.15     Entire Agreement.  This Agreement, together with the other Loan 
Documents, embodies the entire agreement and understanding among the Company 
and the Lenders, and supersedes all prior or contemporaneous agreements and 
understandings of such Persons, verbal or written, relating to the subject 
matter hereof and thereof.  This Agreement supersedes and replaces that 
certain letter agreement between the Company and SPLC dated June 26, 1996 and 
all other prior agreements.  
  
  
     IN WITNESS WHEREOF, the parties hereto have caused this Agreement to be 
duly executed and delivered by their proper and duly authorized officers as of 
the day and year first above written.  
  
  
THE COMPANY:                  EL DORADO CHEMICAL COMPANY  
  
  
                              By:                                 
 
                                   Tony M. Shelby, Vice President  



  
  
THE LENDERS:                  SECURITY PACIFIC LEASING CORPORATION  
  
  
                              By:                                 
 
                                   Art Hyman, Vice President  
  
     By its execution of this Agreement, Northwest Financial Corporation 
evidences its agreement to comply with the terms of Section 9.09 hereof.  
  
     Executed this ___ day of August, 1996.  
  
                              NORTHWEST FINANCIAL CORPORATION  
  
  
                              By:                                 
 
                                   Tony M. Shelby, Vice President  
  
 
 


