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UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

Form 10-Q

(Mark One)

x QUARTERLY REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the quarterly period ended September 30, 2011

or

¨ TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE SECURITIES EXCHANGE
ACT OF 1934

For the transition period from              to             .

Commission File Number 001-10932

WisdomTree Investments, Inc.
(Exact name of registrant as specified in its charter)
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Delaware 13-3487784
(State or other jurisdiction of

incorporation or organization)

(IRS Employer

Identification No.)

380 Madison Avenue, 21st Floor

New York, New York 10017
(Address of principal executive officers) (Zip Code)

212-801-2080

(Registrant�s Telephone Number, Including Area Code)

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities Exchange Act
of 1934, as amended (the �Exchange Act�) during the preceding 12 months (or for such shorter period that the registrant was required to file such
reports), and (2) has been subject to such filing requirements for the past 90 days.    Yes  x    No  ¨

Indicate by check mark whether the registrant has submitted electronically and posted on its corporate Web site, if any, every Interactive Data
File required to be submitted and posted pursuant to Rule 405 of Regulation S-T (§232.405 of this chapter) during the preceding 12 months (or
for such shorter period that the registrant was required to submit and post such files).    x  Yes    ¨  No

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, a non-accelerated filer or a smaller reporting
company. See definitions of �large accelerated filer,� �accelerated filer� and �smaller reporting company� in 12b-2 of the Exchange Act.

Large accelerated filer ¨ Accelerated filer ¨

Non-accelerated filer x Smaller reporting company ¨
Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).    Yes  ¨    No  x

As of November 4, 2011 there were 115,961,628 shares of the registrant�s Common Stock, $.01 par value per share, outstanding (voting shares).
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CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This Quarterly Report on Form 10-Q, or this Report, contains forward-looking statements that are based on our management�s belief and
assumptions and on information currently available to our management. Although we believe that the expectations reflected in these
forward-looking statements are reasonable, these statements relate to future events or our future financial performance, and involve known and
unknown risks, uncertainties and other factors that may cause our actual results, levels of activity, performance or achievements to be materially
different from any future results, levels of activity, performance or achievements expressed or implied by these forward-looking statements.

In some cases, you can identify forward-looking statements by terminology such as �may,� �will,� �should,� �expects,� �intends,� �plans,� �anticipates,�
�believes,� �estimates,� �predicts,� �potential,� �continue� or the negative of these terms or other comparable terminology. These statements are only
predictions. You should not place undue reliance on forward-looking statements because they involve known and unknown risks, uncertainties
and other factors, which are, in some cases, beyond our control and which could materially affect results. Factors that may cause actual results to
differ materially from current expectations include, among otherthings, those listed in the section entitled �Risk Factors� and elsewhere in this
Report. If one or more of these risks or uncertainties occur, or if our underlying assumptions prove to be incorrect, actual events or results may
vary significantly from those implied or projected by the forward-looking statements. No forward-looking statement is a guarantee of future
performance. You should read this Report and the documents that we reference in this Report and have filed with the Securities and Exchange
Commission as exhibits to the registration statement, of which this Report is a part, completely and with the understanding that our actual future
results may be materially different from any future results expressed or implied by these forward-looking statements, please see Item 1A. �Risk
Factors� in this Report.

In particular, forward-looking statements in this Report include statements about:

� anticipated trends, conditions and investor sentiment in the global markets;

� anticipated levels of inflows into and outflows out of our exchange traded funds;

� our ability to deliver favorable rates of return to investors;

� our ability to develop new products and services;

� our ability to maintain current vendors or find new vendors to provide services to us at favorable costs;

� competition in our business; and

� the effect of laws and regulations that apply to our business.
The forward-looking statements in this Report represent our views as of the date of this Report. We anticipate that subsequent events and
developments may cause our views to change. However, while we may elect to update these forward-looking statements at some point in the
future, we have no current intention of doing so except to the extent required by applicable law. Therefore, these forward-looking statements do
not represent our views as of any date other than the date of this Report.
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PART I: FINANCIAL INFORMATION

ITEM 1. CONSOLIDATED FINANCIAL STATEMENTS

WisdomTree Investments, Inc. and Subsidiaries

Consolidated Balance Sheets

(In Thousands, Except Per Share Amounts)

September 30,
2011

December 31,
2010

(Unaudited)
Assets
Current assets:
Cash and cash equivalents $ 21,052 $ 14,233
Investments �  1,295
Accounts receivable 5,737 4,825
Other current assets 1,184 642

Total current assets 27,973 20,995
Fixed assets, net 640 756
Investments 9,233 7,300
Other noncurrent assets 59 91

Total assets $ 37,905 $ 29,142

Liabilities and stockholders� equity
Liabilities
Current liabilities:
Fund management and administration payable $ 8,866 $ 5,714
Compensation and benefits payable 2,987 3,638
Accounts payable and other liabilities 2,810 2,263

Total current liabilities 14,663 11,615
Other noncurrent liabilities 186 292

Total liabilities 14,849 11,907

Stockholders� equity
Preferred stock, par value $0.01; 2,000 shares authorized: �  �  
Common stock, par value $0.01; 250,000 shares authorized: issued: 115,963 and 115,291 outstanding:
114,520 and 113,132 1,159 1,152
Additional paid-in capital 161,847 158,236
Accumulated deficit (139,950) (142,153) 

Total stockholders� equity 23,056 17,235

Total liabilities and stockholders� equity $ 37,905 $ 29,142

The accompanying notes are an integral part of these consolidated financial statements
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WisdomTree Investments, Inc. and Subsidiaries

Consolidated Statements of Operations

(In Thousands, Except Per Share Amounts)

(Unaudited)

Three Months Ended
September 30,

Nine Months Ended
September 30,

2011 2010 2011 2010
Revenues
ETF advisory fees $ 17,554 $ 9,860 $ 48,341 $ 27,456
Other income 182 270 644 743

Total revenues 17,736 10,130 48,985 28,199
Expenses
Compensation and benefits 5,085 4,405 14,912 14,260
Fund management and administration 5,093 3,569 14,991 10,272
Marketing and advertising 911 745 3,240 2,331
Sales and business development 954 766 2,612 1,972
Professional and consulting fees 1,473 795 3,922 2,526
Occupancy, communication and equipment 288 273 846 829
Depreciation and amortization 68 80 200 235
Third party sharing arrangements 1,794 609 4,434 1,485
Other 711 405 1,625 1,258

Total expenses 16,377 11,647 46,782 35,168

Income/(loss) before provision for income taxes 1,359 (1,517) 2,203 (6,969) 
Provision for income taxes 625 �  1,013 �  
Tax benefit (625) �  (1,013) �  

Net income/(loss) $ 1,359 $ (1,517) $ 2,203 $ (6,969) 

Net income/(loss) per share�basic $ 0.01 $ (0.01) $ 0.02 $ (0.06) 
Net income/(loss) per share�diluted $ 0.01 $ (0.01) $ 0.02 $ (0.06) 
Weighted average common shares�basic 114,238 112,424 113,886 111,675
Weighted average common shares�diluted 136,075 112,424 135,615 111,675

The accompanying notes are an integral part of these consolidated financial statements
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WisdomTree Investments, Inc. and Subsidiaries

Consolidated Statements of Cash Flows

(In Thousands)

(Unaudited)

Nine Months Ended
September 30,

2011 2010
Cash flows from operating activities
Net income/(loss) $ 2,203 $ (6,969) 
Adjustments to reconcile net income/(loss) to net cash provided by/(used in) operating activities:
Depreciation, amortization and other 200 235
Stock-based compensation 5,427 6,529
Deferred rent (115) (70) 
Accretion to interest income 79 (6) 
(Increase)/decrease in operating assets and liabilities:
Accounts receivable (912) (842) 
Other assets (510) 88
Fund management and administration payable 3,152 760
Compensation and benefits payable (651) (406) 
Accounts payable and other liabilities 556 12

Net cash provided by/(used in) operating activities 9,429 (669) 

Cash flows from investing activities
Purchase of fixed assets (84) (87) 
Purchase of investments (5,833) (6,114) 
Proceeds from the redemption of investments 5,116 7,183

Net cash (used in)/provided by investing activities (801) 982

Cash flows from financing activities
Shares repurchased (2,130) �  
Proceeds from exercise of stock options 321 1

Net cash (used in)/provided by financing activities (1,809) 1

Net increase in cash and cash equivalents 6,819 314
Cash and cash equivalents�beginning of period 14,233 11,476

Cash and cash equivalents�end of period $ 21,052 $ 11,790

Supplemental disclosure of cash flow information
Cash paid for income taxes $ 12 $ 11

Non-cash investing and financing activities:
Cashless exercise of stock options $ 391 $ 60

The accompanying notes are an integral part of these consolidated financial statements
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In 2002, Aviall Services� ten largest customers represented, in the aggregate, approximately 42% of its net sales, and Rolls-Royce, its single
largest customer, accounted for approximately 30% of its net sales. The sales to Rolls-Royce relate primarily to its role as prime contractor for
supplying RR T56 parts to the U.S. military. The loss of Rolls-Royce or the loss of the business that we conduct through Rolls-Royce with the
U.S. military would, and the loss of all or some of these other large customers could, have a material adverse effect on our business, financial

condition, results of operations, or the trading price of the notes.

Competition in our industry is intense. If we do not compete effectively, we could lose market share and our business could otherwise be
negatively affected.

With respect to Aviall Services, the market for aerospace parts, components and supplies is extremely competitive, and we face competition
from a number of sources. Aviall Services competes with independent distributors, redistribution suppliers and aerospace original equipment
manufacturers, or OEMs, who, in the aggregate, offer most of the same product
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lines to the same customers. Many of our existing and potential competitors have greater resources than us. Also, many of our agreements with
our suppliers, including some, like those with Honeywell, which are significant to our business, are non-exclusive, and others, like those with
Rolls-Royce, permit the supplier to sell its products directly to our customers. Additionally, from time to time, we face competition from
individual airlines liquidating or reducing their inventories, and in the future, we may face pricing pressures from airline consortiums pooling
their resources to purchase parts, components and supplies at discounted prices.

Numerous companies compete with ILS in the operation of global aerospace and marine-related electronic marketplaces. Our competitors in this
area include airlines, manufacturers, distributors, independent companies, and their alliances, and we expect the competition in this area to
increase in the future.

These competitive pressures could have a material adverse effect on our business, financial condition, results of operations or the trading price of
the Senior Notes.

If we fail to accurately forecast our inventory requirements, we may incur significant costs or lose customers and our business could
otherwise be adversely affected.

We use complex rolling forecasts based upon our anticipated product orders to determine what we purchase from our suppliers. Lead times for
our product orders vary significantly and depend on factors such as specific supplier requirements, contract terms and the then-current market
demand for particular products. If we underestimate our product requirements, we may have insufficient inventory to meet demand, which could
result in shipping delays, lost sales and dissatisfied customers. Alternatively, if we overestimate our product requirements, we may accumulate
excess inventory, which could result in increased carrying costs and write-offs of inventory and related unamortized distribution rights.

In December 2001, we wrote off $4.9 million of parts used on older commercial aircraft. Because many of these aircraft were temporarily
grounded or permanently retired in the aftermath of the September 11th terrorist attacks, we experienced reduced demand for replacement parts
and components used on these aircraft. We wrote off this excess inventory because of the likelihood that we would not be able to sell it in the
future. In addition, we may be required to write off inventory and related unamortized distribution rights when we stop selling a supplier�s parts
or components or when a supplier chooses to compete against us. For example, in December 1999, we wrote off $1.6 million of inventory from a
product line that was discontinued. Any future write-offs could have a material adverse effect on our business, financial condition, results of
operations or the trading price of the Senior Notes.

If our inventory does not meet specifications established by certain governmental agencies, we could incur significant costs and our
operating performance could otherwise be negatively affected.

Our inventory consists primarily of new aerospace parts, components and supplies that we purchase from our suppliers. Before any part,
component or supply item may be used on an aircraft, it must meet standards of condition established by the Federal Aviation Administration, or
the FAA, the U.S. Department of Defense or the equivalent regulatory agencies in other countries, such as the Canadian Transport Authority in
Canada, the Joint Aviation Authority in the European Union and the Civil Aviation Authority in Australia, New Zealand, Singapore and the
United Kingdom. Although regulatory requirements in other countries generally coincide with applicable U.S. requirements, specific regulations
may vary from country to country. In some instances, parts, supplies and components that we purchase must also be traceable to sources deemed
acceptable by the appropriate regulatory agency.
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Parts and components that we own or acquire may not meet applicable standards and are subject to changing standards, which could require us
to modify or eliminate parts and components contained in our inventory. Aircraft parts manufacturers may also develop new parts and
components to be used in lieu of parts and components already contained in our inventory. In all such cases, to the extent that we have such parts
and components in our inventory, their value may be reduced.
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If our FAA repair authority is revoked or limited, we could incur significant costs and our growth could be hindered.

In 2002, Aviall Services� product overhaul, repair and final assembly activities, which are regulated by the FAA, represented approximately 7.0%
of Aviall Services� net sales, including the parts used in these activities. The FAA prescribes standards and licensing requirements for aircraft
components and effectively regulates component repair stations worldwide. Comparable agencies also regulate these matters in each of the
foreign countries in which Aviall Services conducts operations. If Aviall Services does not have required FAA authority for its overhaul, repair
and final assembly facilities, or loses the authority once it has been granted, the operation of that facility may be prohibited until it is able to
reobtain FAA authority.

While we believe that Aviall Services possesses all required domestic and foreign governmental certifications, the revocation or limitation of its
FAA repair authority would have a material adverse effect on its overhaul, repair and final assembly operations. In addition, we may be forced to
incur unanticipated costs to adapt Aviall Services� overhaul, repair and final assembly operations to any changes in FAA regulations. Moreover,
for purposes of their own compliance with FAA requirements, some of our customers may require us to certify that our facilities, products and
services meet certain standards and specifications. If we fail to meet these certification requirements or fail to maintain our certified status with
one or more of our customers, our reputation could be harmed, which could have a material adverse effect on our business, financial condition,
results of operations or the trading price of the Senior Notes.

We are subject to risks associated with our international operations, and we may fail to implement strategies that adequately protect us
against these risks.

We sell our products to customers located in many countries around the world. Because we sell our products and services outside of the U.S., we
are exposed to risks associated with selling and operating in foreign countries. These risks include:

� fluctuations in currency exchange rates;

� political instability;

� limitations on the conversion of foreign currencies into U.S. dollars; and

� economic volatility.

During 2002, we derived approximately 24% of our total sales from selling our products and services to customers located outside of the U.S.
The percentage of our net sales derived from selling our products and services outside of the U.S. could increase in the future.

Although we may enter into certain transactions to hedge the risk of foreign currency exchange rate fluctuations or take other steps to protect
against these risks, we may be unable to fully protect ourselves against these risks. Any of these risks could have a material adverse effect on our
business, financial condition, results of operations or the trading price of the Senior Notes.

We could incur significant costs and expenses related to environmental problems.
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Various federal, state, local and foreign laws and regulations require property owners or operators to pay for the costs of removal or remediation
of hazardous or toxic substances located on or emanating from their property. Some of our current operations, such as our battery repair and
brake service centers, use small quantities of hazardous or toxic substances in their operations. Some of our previously owned businesses used
certain chemicals classified by various federal, state, local and foreign agencies as hazardous substances. We retain certain environmental
liabilities related to these businesses for the period prior to their sale. We are involved in various stages of investigation and cleanup to comply
with federal, state, local and foreign regulations related to these businesses.
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These same laws and regulations also impose liability on persons who arrange for the disposal or treatment of hazardous or toxic substances for
the costs of their removal or remediation at the disposal or treatment facility. These laws and regulations generally impose liability regardless of
whether the entity arranging for disposal ever owned or operated the disposal facility.

We have been named a potentially responsible party under the Comprehensive Environmental Response, Compensation and Liability Act and
the Superfund Amendments and Reauthorization Act at five third-party disposal sites to which wastes were allegedly sent by the previous owner
of assets used in our discontinued engine services operations. We did not use these identified disposal sites. Accordingly, the previous owner has
retained, and has been discharging, all liability associated with the cleanup of these sites pursuant to the sales agreement. Although we could be
potentially liable in the event of nonperformance by the previous owner, we do not anticipate nonperformance.

We have been named a potentially responsible party for certain hazardous waste cleanup at Miami International Airport. We have preliminarily
investigated our responsibilities utilizing a local engineering firm in the Miami, Florida area. Based on the investigation to date, we believe that
our exposure for remediation costs, if any, will not be material. Local authorities are currently researching and negotiating with potentially
responsible parties.

As a past operator of businesses that used hazardous or toxic substances, we may be liable for additional removal or remediation costs,
governmental penalties, property damage and related expenses. These costs and expenses could be significant and have a material adverse effect
on our business, financial condition, results of operations or the trading price of the Senior Notes.

If we improperly ship hazardous materials, we could incur substantial fines or damages.

The FAA exercises regulatory jurisdiction over and actively monitors the shipment of hazardous materials by air. Some of the products that we
sell contain hazardous materials that are subject to these regulations, such as chemicals, oxygen generators, oxygen bottles and life rafts. We
share responsibility with the air carrier for compliance with FAA regulations in shipping hazardous materials by air, and we are primarily
responsible for the proper packaging and labeling of these items. If we mislabel or otherwise improperly ship hazardous materials, we may be
liable for damage to the aircraft and other property as well as substantial monetary penalties. If any of these events were to occur, they could
have a material adverse effect on our business, financial condition, results of operation or the trading price of the Senior Notes.

A significant failure of our computer systems or networks could increase our operating costs significantly, cause us to lose customers and
otherwise adversely affect our business.

We depend upon our computer systems and networks to deliver our products and services, respond to the needs of our customers, sell and
manage our inventory, perform accounting and administrative functions, provide product and other informational services and create ILS�s
electronic marketplaces. The success of our businesses depend upon our ability to provide superior reliability, capacity and security for both our
Internet-based and dial-up systems. We are continually upgrading our computer networks and software. Our computer systems and networks,
and the networks upon which we depend, are subject to factors that may cause interruptions in service or reduce capacity for our customers,
including, but not limited to, physical damage, problems upgrading or integrating new hardware or software, power loss, capacity limitations,
software defects and breaches of security due to computer viruses, break-ins or otherwise. Significant interruptions in service, capacity
limitations or security breaches could disrupt our relationships with our suppliers and customers, which could have a material adverse effect on
our business, financial condition, results of operations or the trading price of the Senior Notes.

If we fail to introduce new services in response to technological advances and evolving industry standards, our costs could increase.
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The electronic marketplace business in which ILS operates is characterized by evolving industry standards and changing customer requirements.
The introduction of new hardware or software or the emergence of new
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industry trends or standards could render our existing services obsolete and cause us to incur significant hardware, software, development or
labor costs. Our failure to introduce new services and enhancements to our existing services in response to changing market conditions or
customer or technology requirements could cause us to lose business to our competitors and have a material adverse effect on our business,
financial condition, results of operations or the trading price of the Senior Notes.

Our ability to use our net operating loss carryforwards and other deferred tax assets in the future could be limited, negatively affecting our
results of operations and cash flows.

As of December 31, 2002, we had federal net operating loss carryforwards of approximately $115.4 million, substantially all of which expire
between 2009 and 2011. While we believe we will generate sufficient future U.S. federal taxable income to utilize our U.S. net operating loss
carryforwards before expiration, we may not generate sufficient future taxable income in primarily state and foreign tax jurisdictions to utilize
all of our state and foreign net operating loss carryforwards before their expiration. In addition, if certain substantial changes in our stock
ownership should occur, there could be an annual limitation on the amount of our federal net operating loss carryforwards that we could utilize.

The dividend resulting from reducing the conversion price of our Series D Redeemable Preferred Stock and the subsequent conversion into
common stock did not result in an annual limitation on the amount of our federal net operating loss carryforward that we could utilize. In
addition, the future exercise of our outstanding warrants will not be deemed to be additional changes to our stock ownership, separate and apart
from the original issuance of our outstanding warrants in March 2002. However, if there are additional changes to our equity ownership,
particularly during the next twelve months, there could be a limitation on our ability to use our federal net operating loss carryforward in the
future.

A limitation on our ability to use a significant portion of our federal net operating loss carryforward could have a material adverse effect on our
results of operations and cash flows.

The interests of our principal stockholders may be inconsistent with the interests of the holders of the Senior Notes.

Affiliates of The Carlyle Group currently own approximately 36% of our outstanding voting stock and two managing directors of The Carlyle
Group currently sit on our board of directors. In addition, pursuant to an investor rights agreement between affiliates of The Carlyle Group and
us, we may not take certain actions without their consent, including incurring certain types of additional debt, making specified payments and
capital expenditures or issuing any class of capital stock that ranks senior to our common stock. As such, The Carlyle Group asserts considerable
influence over our operations. The interests of The Carlyle Group and its affiliates may not be consistent with the interests of the holders of the
Senior Notes.

Risks Relating to Our Indebtedness and Investor Rights Agreement

Our significant indebtedness and other contractual obligations could adversely affect our financial health and prevent us from fulfilling our
obligations under the Senior Notes.

As of March 31, 2003, on a pro forma basis after giving effect to the Refinancing, we would have had approximately $239.8 million of debt
outstanding, including capital lease obligations. On the same basis, our interest expense for the twelve months ended March 31, 2003 would
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have been approximately $22.3 million. We also have significant commitments under our parts contracts with Rolls-Royce. In 2003, we have
committed to purchase $367.4 million of RR T56 parts and $112.5 million of RR 250 parts from Rolls-Royce. As of March 31, 2003, we had
purchased $75.7 million of RR T56 parts and $20.1 million of RR 250 parts. We also have significant obligations under operating leases.

A portion of our indebtedness, primarily borrowings under the Credit Facility, bears interest at a floating rate. As of March 31, 2003, we had
approximately $138.6 million outstanding on the Credit Facility and letters of credit outstanding in the amount of $1.0 million, and the average
interest rate on the Credit Facility was 4.26%. In
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the event that market interest rates increase, our interest expense on these floating rate borrowings would increase as well. For example, a 1.0%
increase in our average interest rate on these floating rate borrowings would have increased our interest expense by approximately $1.4 million.

Our leverage could have important consequences to you. For example, it could:

� make it difficult for us to satisfy our financial obligations, including making scheduled principal and interest payments on the Senior
Notes and our other indebtedness;

� place us at a competitive disadvantage to our competitors;

� require us to dedicate a substantial portion of our cash flow from operations to service payments on our indebtedness, thereby reducing
funds available for other purposes;

� increase our vulnerability to a downturn in general economic conditions or the industry in which we compete;

� limit our ability to obtain additional financing for working capital, capital expenditures, acquisitions and general corporate and other
purposes; and

� limit our ability to plan for and react to changes in our business and the industry in which we compete.

We and our subsidiaries will be able to incur substantial additional indebtedness in the future. Although our Credit Facility and the indenture
governing the Senior Notes will restrict us and our restricted subsidiaries from incurring additional debt, these restrictions are subject to
important exceptions and qualifications. If we or our subsidiaries incur additional debt, the risks that we and they now face as a result of our
leverage could intensify.

The terms of our indebtedness and our investor rights agreement could restrict our operations.

The terms of our indebtedness, including the Credit Facility and the indenture governing the Senior Notes, and our investor rights agreement
with affiliates of The Carlyle Group, or the Carlyle Investors, contain or will contain covenants restricting our ability to, among other things,
modify our corporate governance documents, incur certain additional debt, make specified payments and capital expenditures, authorize or issue
capital stock, enter into transactions with our affiliates, consolidate, merge with or acquire another business, sell certain of our assets or
liquidate, dissolve or wind-up our company. In addition, the terms of our Credit Facility require us to achieve and maintain certain specified
financial ratios. These restrictions may limit our ability to engage in activities which could expand our business, including obtaining future
financing, making needed capital expenditures, or taking advantage of business opportunities such as strategic acquisitions and dispositions.

Our failure to comply with the covenants contained in our Credit Facility or the indenture could result in an event of default that could
cause acceleration of our indebtedness.
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Our failure to comply with the covenants and other requirements contained in the indenture, our Credit Facility or our other debt instruments
could cause an event of default under the relevant debt instrument. The occurrence of an event of default could trigger a default under our other
debt instruments, and prohibit us from accessing additional borrowings, and permit the holders of the defaulted debt to declare amounts
outstanding with respect to that debt to be immediately due and payable. Our assets or cash flow may not be sufficient to repay fully borrowings
under our outstanding debt instruments, and we may be unable to refinance or restructure the payments on indebtedness on favorable terms, or at
all.

We are a holding company and depend on our subsidiaries to generate sufficient cash flow to meet our debt service obligations, including
payments on the Senior Notes.

We are a holding company and our only significant assets are the capital stock or other equity interests of our subsidiaries. As a holding
company, we conduct substantially all of our business through these entities. Consequently, our cash flow and ability to service our debt
obligations, including the Senior Notes, are dependent upon the earnings of our subsidiaries and the distribution of those earnings to us, or upon
loans, advances or other
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payments made by these entities to us. The ability of these entities to pay dividends or make other payments or advances to us will depend upon
their operating results and will be subject to applicable laws and contractual restrictions contained in the instruments governing our debt,
including our Credit Facility and the indenture governing the Senior Notes. Although our Credit Facility and the indenture will each limit the
ability of our restricted subsidiaries to enter into consensual restrictions on their ability to pay dividends and make other payments to us, these
limitations do not apply to any joint ventures or minority investments into which we may enter. The limitations are also subject to important
exceptions and qualifications.

The ability of our subsidiaries to generate sufficient cash flow from operations to allow us to make scheduled payments on our debt, including
the Senior Notes, will depend on their future financial performance, which will be affected by a range of economic, competitive and business
factors, many of which are outside of our control. If our subsidiaries do not generate sufficient cash flow from operations to satisfy our debt
obligations, including payments on the Senior Notes, we may have to undertake alternative financing plans, such as refinancing or restructuring
our debt, selling assets, reducing or delaying capital investments or seeking to raise additional capital. We cannot assure you that any refinancing
would be possible, that any assets could be sold, or, if sold, of the timing of the sales and the amount of proceeds realized from those sales, that
additional financing could be obtained on acceptable terms, if at all, or that additional financing would be permitted under the terms of our
various debt instruments then in effect. Our inability to generate sufficient cash flow to satisfy our debt obligations, or to refinance our
obligations on commercially reasonable terms, would have an adverse effect on our business, financial condition and results of operations, as
well as on our ability to satisfy our obligations on the Senior Notes. The earnings of our operating subsidiaries and the amount that they are able
to distribute to us as dividends or otherwise may not be adequate for us to service our debt obligations, including the Senior Notes.
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Risks Relating to the Senior Notes

The notes will be effectively subordinated to our secured debt.

Our obligations under the Senior Notes, and the obligations of the guarantors under their respective guarantees, are unsecured. As a result, the
Senior Notes will be effectively subordinated to all of our and the guarantors� secured debt to the extent of the collateral securing that debt. As of
March 31, 2003, on a pro forma basis after giving effect to the Refinancing, we would have had approximately $31.0 million of secured debt
outstanding, substantially all of which represents the obligations of Aviall Services, as borrower, and Aviall and its other subsidiaries, as
guarantors, under the Credit Facility, based on expected borrowings at the time of the closing of the Senior Notes offering. Our obligations under
our Credit Facility are secured by substantially all of our and our subsidiaries� inventory and receivables. In the event that we are not able to
repay amounts due under this facility, the lenders could proceed against the collateral securing that indebtedness. In that event, any proceeds
received upon a realization of the collateral would be applied first to amounts due under our Credit Facility before any proceeds would be
available to make payments on the Senior Notes. If there is a default, the value of this collateral may not be sufficient to repay both the lenders
under our Credit Facility and the holders of the Senior Notes.

The Senior Notes will not be guaranteed by all of our subsidiaries and will be effectively subordinated to the debt of our non-guarantor
subsidiaries.

Although the Senior Notes will be fully and unconditionally guaranteed on a senior unsecured basis by our existing and future restricted
subsidiaries, they will not be guaranteed by our other subsidiaries outside the United States unless those subsidiaries guarantee our other debt.
The Senior Notes will be effectively subordinated to all debt and other liabilities, including trade debt and preferred share claims, of our
non-guarantor subsidiaries.

As of March 31, 2003, our non-guarantor subsidiaries would have had outstanding approximately $3.7 million of debt, accounts payable and
other accrued liabilities. Our non-guarantor subsidiaries, before intercompany eliminations, contributed 11.3% of our net sales and 4.4% of our
operating income for the twelve months ended March 31, 2003, and represented 6.0% of our total assets as of March 31, 2003. To the extent we
expand our foreign operations, a larger percentage of our consolidated assets, revenue and operating income may be derived from non-guarantor
subsidiaries. Our ability to repatriate cash from our foreign subsidiaries may be limited and amounts which we are able to repatriate may be
subject to additional taxes.

We may be unable to repurchase the Senior Notes upon a change of control.

Upon the occurrence of a change of control, we will be required under the indenture governing the Senior Notes to make an offer to repurchase
all outstanding Senior Notes at a purchase price equal to 101% of the principal amount of the Senior Notes plus accrued interest. We may not
have sufficient funds to pay the purchase price for all Senior Notes tendered by holders under the offer to repurchase. In addition, the terms of
our Credit Facility require, and our other debt
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agreements may require, that we repay all outstanding amounts upon the occurrence of a change of control. In any event, our ability to
repurchase all outstanding Senior Notes upon a change of control is subject to restrictions contained in, and payments due under, the Credit
Facility. Our failure to repurchase all validly tendered Senior Notes would result in an event of default under the indenture governing the Senior
Notes.

In addition, the definition of change of control for purposes of the indenture does not necessarily afford protection for the holders of the Senior
Notes in the event of some types of highly leveraged transactions, including certain acquisitions, mergers, refinancings, restructurings or other
recapitalizations, although these types of transactions could increase our indebtedness or otherwise affect our capital structure or credit ratings
and the holders of the Senior Notes. The definition of change of control for purposes of the indenture also includes a phrase relating to the direct
or indirect sale, lease, transfer, conveyance or other disposition of �all or substantially all� of our properties or assets taken as a whole. Although
there is a limited body of case law interpreting the phrase �substantially all,� there is no precise established definition under applicable law.
Accordingly, our obligation to make an offer to purchase the Senior Notes, and the ability of a holder of Senior Notes to require us to repurchase
its notes pursuant to the offer as a result of a highly leveraged transaction or a sale, lease, transfer, conveyance or other disposition of less than
all of our assets taken as a whole may be uncertain.

A court may void the guarantees of the Senior Notes or subordinate the guarantees to other obligations of the subsidiary guarantors.

The Senior Notes are guaranteed by each of our domestic subsidiaries. There is a risk that a guarantor�s guarantee of the Senior Notes could be
voided by a court or that claims by holders of the Senior Notes under the guarantee could be subordinated to other debts of the guarantor. In
addition, any payment by the guarantor pursuant to its guarantee could be required to be returned to that guarantor or to a fund for the benefit of
the creditors of that guarantor.

Although standards may vary depending on the applicable law, generally under U.S. bankruptcy law and comparable provisions of state
fraudulent transfer laws, a court may void or subordinate a guarantee if the court were to find that, among other things, at the time any guarantor
of the Senior Notes incurred the debt evidenced by its guarantee, the guarantor:

� was insolvent or rendered insolvent by reason of the incurrence of the guarantee;

� was engaged or about to engage in a business or transaction for which that guarantor�s remaining assets constituted unreasonably small
capital;

� was a defendant in an action for money damages, or had a judgment for money damages docketed against it, if in either case, after a
final judgment, the judgment was unsatisfied; or

� intended to incur, or believed that it would incur, debts beyond its ability to pay such debts as they mature;

and that guarantor:

� received less than reasonable equivalent value or fair consideration for the incurrence of its guarantee; or
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� incurred the guarantee or made related distributions or payments with the intent of hindering, delaying or defrauding creditors.

The measures of insolvency for purposes of the foregoing considerations will vary depending upon the law applied in any proceedings.
Generally, however, a guarantor of the Senior Notes would be considered insolvent if:

� the sum of its debts, including contingent liabilities, was greater than the fair value of all of its assets at a fair valuation;

� the present fair value of its assets was less than the amount that would be required to pay its probable liability on its existing debts,
including contingent liabilities, as they become absolute and mature; or

� it could not pay its debts as they become due.
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CAPITALIZATION

The following table sets forth our consolidated capitalization at March 31, 2003 on an actual basis and on a pro forma basis to give effect to the
Refinancing and the June 12, 2003 conversion of all of our outstanding Series D Redeemable Preferred Stock into 11,100,878 shares of common
stock. You should read this table in conjunction with the section entitled �Management�s Discussion and Analysis of Financial Condition and
Results of Operations� and our consolidated financial statements and the accompanying notes included in our periodic filings with the Securities
Exchange Commission.

At March 31, 2003

Actual Pro Forma

(dollars in thousands)
Cash and cash equivalents $ 4,302 $ 4,302

Debt (including current portion):
Credit facility (1) $ 138,608 $ 30,380
Canadian revolving credit facility (1)(2) 599 599
14% senior notes due 2007, net of discount of $9,181 71,849 �  
    % senior notes due 2011 offered hereby �  200,000
Other 8,798 8,798

Total debt 219,854 239,777

Preferred Stock:
Series D convertible redeemable preferred stock, $.01 par value, 160,000 shares
authorized; 50,409 shares issued actual, no shares issued pro forma $ 45,478 $ �  

Shareholders� equity:
Common stock, $.01 par value, 80,000,000 shares authorized; 21,755,724 shares
issued actual, 32,856,602 shares issued pro forma (3) $ 217 $ 329
Paid in capital (3) 361,376 431,077
Retained deficit (4) (93,665) (129,746)
Treasury stock, at cost; 2,007,887 shares (27,789) (27,789)
Other equity (5) (5,318) (5,318)

Total shareholders� equity 234,821 268,553

Total capitalization $ 500,153 $ 508,330

(1) The balances under the Credit Facility fluctuate based on the amount we draw down and repay at any given time. As of May 31, 2003, we
had $117.0 million outstanding under the Credit Facility and had issued letters of credit for $1.0 million. As of May 31, 2003, the average
interest rate on borrowings under the Credit Facility was 4.3%.

(2) In U.S. dollars.
(3) Common stock and paid in capital increased, on a pro forma basis, as a result of the conversion of all of the outstanding shares of our

Series D Redeemable Preferred Stock on June 12, 2003. Upon conversion, 11,100,878 shares of common stock were issued.
(4) In connection with the Refinancing, our retained deficit will increase by $18.1 million pre-tax ($11.7 million after tax), consisting of a

redemption premium of $3.2 million on our 14% Notes and the write-off of $14.8 million of unamortized deferred costs related to the 14%
Notes, which includes debt discount and original debt issuance costs. In addition, as a result of reducing the conversion price of our
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Series D Redeemable Preferred Stock, we recorded a $24.3 million non-cash reduction to net earnings available to common shareholders,
similar to a non-cash dividend, which increased our retained deficit.

(5) Other equity consists of �Unearned Deferred Compensation� and �Accumulated Other Comprehensive Loss.�
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LIQUIDITY AND CAPITAL RESOURCES

Cash Flow.    Net cash flow provided by (or used for) operations was $30.4 million in the first three months of 2003 compared to $(4.1) million
in the first three months of 2002. The increase in cash flow in 2003 resulted from reduced inventory levels as compared to December 31, 2002.
Inventory levels as of December 31, 2002 were unusually high due to inventory purchasing at year-end to take advantage of pricing prior to
Rolls-Royce�s 2003 price increases. Aviall Services inventory turns decreased slightly from 2.8 turns as of December 31, 2002 to 2.6 turns as of
March 31, 2003 due to slightly lower-than-expected sales volumes for some product lines. Additionally, the days� sales outstanding for Aviall�s
receivables improved from 41 days as of December 31, 2002 to 35 days as of March 31, 2003 resulting largely from the higher mix of RR T56
contract sales which have comparatively short receivable terms. Capital expenditures were $1.4 million in the first three months of 2003
compared to $1.0 million in the first three months of 2002. We expect capital expenditures, including noncash capital expenditures, to be
approximately $12.0 million in the aggregate for 2003. Net cash flow provided by (or used for) financing activities was $(29.7) million in the
first three months of 2003 compared to $8.9 million in the first three months of 2002.

In summary, our cash provided by operating activities improved by $34.5 million to $30.4 million during the three month period ended March
31, 2003 compared to the same period in 2002. Working capital, defined as receivables, inventories and accounts payable, provided $21.4
million of cash during the three months ended March 31, 2003 compared to an investment of $(14.8) million in 2002. In 2003, we used this cash,
as well as $0.7 million of available cash, to invest in $1.4 million of net capital expenditures, pay down $2.2 million of debt and decrease our
cash overdraft position by $27.5 million. In 2002, we invested $0.9 million in net capital expenditures. The combined deficit in the first three
months of 2002 of $6.7 million for both operating and investing activities was funded by drawing $8.8 million on our credit facility and
increasing our cash overdraft position by $0.1 million, which also increased our cash on hand by $2.2 million.

Net cash flow used for operations was $37.1 million in 2002, $81.1 million in 2001 and $7.6 million in 2000. The improvement in 2002
compared to 2001 resulted primarily from the increase in net earnings derived from the RR T56 contract and an increase in accounts payable
subsequent to the December 2001 initial payment for RR T56 inventory, offset by increased receivables requirements related to the
implementation of the RR T56 contract and higher year-end inventory levels because we took advantage of lower inventory prices prior to the
2003 price increases implemented by Rolls-Royce. The increase in cash used in 2001 compared to 2000 resulted primarily from the December
2001 initial payment for the RR T56 inventory. Aviall Services inventory turns improved from 2.1 turns as of December 31, 2001 to 2.8 turns as
of December 31, 2002 due to the addition of the higher-turn inventory related to the RR T56 contract and improved turns in our other inventory
product lines since September 2001. The days� sales outstanding for Aviall�s receivables improved from 62 days as of December 31, 2001 to 41
days as of December 31, 2002 primarily due to the favorable receivable terms in the RR T56 contract and improved collections. Both the
improved inventory turns and receivable collections during 2002 contributed to the lower cash use by operations.

Capital expenditures were $6.9 million in 2002, $21.2 million in 2001, including $9.0 million for capitalized leases, and $11.0 million in 2000.
Capital spending in 2002 was primarily for system enhancements at both Aviall Services and ILS and requirements related to the
implementation of the RR T56 contract. The increased capital spending in 2001 compared to 2000 was related to planned technology projects
ongoing from 2000 at both Aviall Services and ILS that were substantially completed in 2001, along with costs related to the relocation of our
corporate headquarters and Aviall Services� headquarters and central warehouse operations. We expect capital expenditures, including noncash
capital expenditures, will be $12.0 million for 2003.

During 2002, we paid approximately $10.4 million for the right to sell additional products under our Honeywell engine systems and accessories,
or ESA, and environmental control systems, or ECS, distribution agreement and will amortize the $10.4 million for these additional distribution
rights over the remaining eight years of this agreement.
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In December 2001, we paid approximately $11.6 million to purchase the right to sell parts for RR T56 series engines, which will be amortized
over the ten-year term of the agreement. In March 2001, we entered into an agreement to sell Honeywell ESA and ECS parts. In June 2001, we
entered into an agreement with Honeywell to sell Honeywell fuel control parts used in RR T56 series engines. We will amortize approximately
$13.3 million of the cost for the distribution rights under these Honeywell agreements over the ten-year term of these agreements. In December
2000, we entered into an agreement to sell Honeywell fuel control products for the RR 250 and Honeywell LT101 series engines and will
amortize $5.6 million of the cost for the distribution rights under this agreement over the ten-year term of the agreement.

Net cash flow provided by financing activities was $56.7 million in 2002, $115.8 million in 2001 and $27.7 million in 2000. The large increase
in 2001 related to additional borrowings to finance the initial payment for the RR T56 agreement and the two new Honeywell parts distribution
agreements.

In summary, our cash used for operating activities improved by $44.0 million to $(37.1) million during 2002 compared to 2001. This was after
investing $90.0 million in working capital, defined as receivables, inventories and accounts payable, in 2002 compared to $109.0 million in
2001. In 2002, we invested $17.3 million in distribution rights and net capital expenditures compared to $37.0 million in 2001. The combined
deficit in 2002 of $54.2 million for both operating and investing activities was funded by drawing $29.3 million on the Credit Facility, net of
debt issue costs paid, increasing our cash overdraft position by $26.7 million and issuing $0.7 million of common stock, which also increased
our cash on hand by $2.5 million. The combined deficit in 2001 of $118.1 million for both operating and investing activities was funded by
drawing $87.9 million on our credit facility, net of debt issue costs paid, issuing $40.1 million of redeemable preferred stock and using
$2.4 million of our available cash, partially offset by a $12.3 million decrease in our cash overdraft position.

Our cash flow during 2002 was stronger than 2001, resulting, we believe, from the 2001 investments in the new distribution contracts and
infrastructure. As expected, our interest expense more than doubled in 2002 due to higher borrowings, amortization of higher debt issuance costs
and debt discount and the issuance of the 14% Notes. We believe that, after giving effect to the Refinancing, our cash flow from operations and
available credit under the Credit Facility will be sufficient to meet our anticipated normal working capital and operating needs, including
increased interest expense, for at least the next 12 months.

14% Notes.    The 14% Notes bear interest at 14.0% per annum and mature on December 21, 2007, unless previously redeemed at our option. Of
the 14.0% interest rate on the 14% Notes, 13.0% is payable in cash and 1.0% is payable in additional 14% Notes. On March 31, 2003, we made
a cash interest payment of $2.6 million, and the outstanding principal amount on the 14% Notes increased by $0.2 million to $81.0 million from
the $80.8 million at December 31, 2002. On March 15, 2002, we issued to our senior unsecured noteholders warrants exercisable for an
aggregate of 1,750,000 shares of our common stock, subject to adjustment for antidilution events, at an exercise price of $0.01 per share. We
valued the warrants using an option pricing model and recorded an $11.1 million discount on the 14% Notes, which is being amortized over the
term of the 14% Notes. As of March 31, 2003, the unamortized discount was $9.2 million. After the issuance of the warrants, the effective
interest rate on the 14% Notes is 15.3%. As of March 31, 2003, we have issued 927,500 shares of common stock to certain noteholders pursuant
to the exercise of their warrants.

We will redeem the entire outstanding principal amount of our 14% Notes with the proceeds of the Senior Note offering, if consummated. The
cost of this refinancing includes a $3.2 million prepayment premium on the outstanding principal amount of the 14% Notes. In addition, as of
March 31, 2003, $14.8 million of unamortized deferred costs related to the 14% Notes, which includes the debt discount and original debt
issuance costs, will be required to be written off. In April 2002, the FASB issued Statement of Financial Accounting Standards No. 145, or
SFAS 145, �Rescission of FASB Statements No. 4, 44, and 64, Amendment of FASB Statement No. 13, and Technical Corrections.� We adopted
SFAS 145 on January 1, 2003. As a result of the adoption, these unamortized costs, along with the prepayment premium, will be included in
earnings from continuing operations instead of being treated as an extraordinary item net of tax.
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Amended Senior Credit Facility.    Upon completion of the Refinancing, the Credit Facility will consist of a $200.0 million revolving credit and
letter of credit facility due as a balloon payment in 2006, with availability determined by reference to a borrowing base calculated using our
eligible accounts receivable and inventory and after deducting reserves required by the lenders. As of March 31, 2003, we had $138.6 million
outstanding on the Credit Facility and issued letters of credit for $1.0 million. We had $60.4 million available for additional borrowings under
the Credit Facility and our borrowing base was $201.0 million as of March 31, 2003. Borrowings under the Credit Facility bear interest, at our
option, based upon either: a eurodollar rate plus an applicable margin ranging from 2.5% to 3.0% depending upon our financial ratios, or a base
rate plus an applicable margin ranging from 1.5% to 2.0% depending upon the same financial ratios. We utilize both of these interest rate
options. As of March 31, 2003, the average interest rate on the Credit Facility was 4.26%. A commitment fee of 0.5% is payable quarterly on the
unused portion of the Credit Facility. Obligations under the Credit Facility are collateralized by substantially all of our domestic assets and
65.0% of the stock of each of our foreign subsidiaries. The Credit Facility also contains default clauses that permit the acceleration of all
amounts due following the maturity of an event of default at the discretion of the lenders, and lock-box provisions that apply our cash collections
to outstanding borrowings. Based on the terms of our Credit Facility and pursuant to EITF Issue No. 95-22, �Balance Sheet Classification of
Revolving Credit Agreement Obligations Involving Lock-Box Arrangements,� we have classified amounts outstanding under the Credit Facility
as current. The terms of the Credit Facility do not currently permit us to incur debt represented by the Senior Notes and guarantees, to redeem
the 14% Notes nor to pay dividends to Aviall to service the interest and principal on the Senior Notes. Concurrently with, and as a condition to,
the sale of the Senior Notes, we expect to enter into an amendment to the Credit Facility to permit us to issue the Senior Notes, to redeem the
14% Notes, to pay dividends to Aviall to service the interest and principal on the Senior Notes and to modify certain covenants to reflect, among
other items, the issuance of the Senior Notes. Any availability under our Credit Facility will be used to advance our business strategy, including
possible acquisitions of businesses or new product lines.

The Credit Facility contains various restrictive operating and financial covenants, including several that are based on earnings before interest,
taxes, depreciation, amortization, extraordinary gains or losses, and one-time items, or Adjusted EBITDA. For the three months ended March 31,
2003, our Adjusted EBITDA, as defined in the Credit Facility, was $20.2 million.

The following table presents a reconciliation of our Adjusted EBITDA, as defined in the Credit Facility, to earnings from continuing operations
during the periods shown.

Year
Ended

December 31, 2002

Three Months Ended

March 31, 2003

(dollars in thousands)
Earnings from continuing operations $ 26,651 $ 7,170
Plus:
Income tax expense 13,199 4,064
Interest expense 22,578 5,863
Depreciation and amortization expense 12,897 3,449

EBITDA 75,325 20,546
One-time items 320 �  
Noncash (gains) losses (555) (328)

Adjusted EBITDA $ 75,090 $ 20,218

The Adjusted EBITDA calculation above is prepared in accordance with the terms of the Credit Facility. The one-time items and noncash gains
and losses, which are included in the Adjusted EBITDA calculation in accordance with the terms of the Credit Facility, may occur again in the
future. Depreciation and amortization expense above excludes debt issue cost and debt discount amortization. Adjusted EBITDA is presented
solely to
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provide information on our debt covenants and should not be considered an alternative to operating results or cash flows calculated in
accordance with generally accepted accounting principles.

Pursuant to our Credit Facility, we must comply with a maximum leverage ratio covenant that measures the ratio of our outstanding debt to our
Adjusted EBITDA for the trailing four quarters. This maximum leverage ratio covenant was initially set at 4.25 to 1 on December 31, 2002, and
it will periodically decline until it reaches 2.50 to 1 for December 31, 2004 and all periods thereafter. As of March 31, 2003, the required ratio
was 4.00 to 1. In addition, we must comply with a minimum interest coverage ratio covenant that measures the ratio of our Adjusted EBITDA
for the trailing four quarters to our interest expense during the trailing four quarters. The minimum interest coverage ratio covenant was initially
set at 2.50 to 1 on December 31, 2002 and will periodically increase until it reaches 3.50 to 1 for December 31, 2004 and all periods thereafter.
As of March 31, 2003, the required ratio was 2.50 to 1. Furthermore, we must maintain a tangible net worth at or above certain levels. At
December 31, 2002, we were required to have a minimum tangible net worth of $160.9 million. Our tangible net worth covenant will
periodically increase until it reaches $315.3 million on December 31, 2006, at which time it will expire. As of March 31, 2003, the required
tangible net worth was $169.1 million. Finally, we must limit our capital expenditures to no more than $14.0 million for 2003, which includes
allowed carryover spending from 2002, and $11.0 million for each of 2004, 2005 and 2006.

We are currently, and expect to remain, in compliance for at least the next twelve months in all material respects with the covenants in the Credit
Facility.

We also maintain a revolving credit facility in Canada in the amount of CAD $6.0 million. This credit facility expires in April 2004 and had an
outstanding balance at March 31, 2003 equivalent to U.S. $0.6 million.

Convertible Redeemable Preferred Stock.    On June 12, 2003, the Carlyle Investors converted all of the outstanding shares of Series D
Redeemable Preferred Stock into 11,100,878 shares of our common stock, following a reduction by our board of directors of the conversion
price of the shares of Series D Redeemable Preferred Stock from $5.80 per share to approximately $4.62 per share. We will account for this
reduction as a one-time, $24.3 million non-cash reduction to our net earnings available to common shareholders, similar to a non-cash dividend,
for the three months ending June 30, 2003. The shares of common stock issued to the Carlyle Investors as a result of the conversion represent
approximately 36% of our outstanding common stock. At the time of the conversion, the outstanding shares of Series D Redeemable Preferred
Stock had an aggregate liquidation preference, plus accrued and unpaid dividends, of approximately $51.3 million and a 9.0% annual
payment-in-kind dividend rate.

Contractual Obligations.    The following table sets forth our contractual obligations at the end of 2002 for the periods shown (dollars in
thousands):

Contractual Obligation Total

Within

1 Year 2-3 Years 4-5 Years Thereafter

Debt $ 223,998 $ 140,794 $ 20 $ 80,837 $ 2,347
Capital lease obligations 7,061 2,714 3,700 647 �  
Operating leases 34,477 8,327 11,395 6,168 8,587
Purchase commitments 479,900 479,900 �  �  �  

Total contractual cash obligations $ 745,436 $ 631,735 $ 15,115 $ 87,652 $ 10,934
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The $479.9 million purchase commitment arises from contractual obligations to purchase inventory from Rolls-Royce in 2003 pursuant to the
terms of two distribution contracts, the RR T56 agreement and the RR 250 agreement. As of March 31, 2003, we have satisfied $95.8 million of
this purchase commitment. Based on our sales projections, we believe these inventory purchases will be consumed in the normal course of
business maintaining acceptable inventory turns.
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OUTLOOK

We participate in the global aerospace aftermarket through Aviall Services and ILS. Our operations and results of operations are affected by the
general economic climate, particularly as it influences flight activity in the government/military, general aviation/corporate and commercial
airline segments. We benefit from our participation in all aerospace segments and most particularly in the global aerospace aftermarket where
we generate revenue from the aerospace sectors of many countries other than those in North America.

In recent periods, the demand for commercial air transport has been reduced by the prevailing global economic slowdown, the Iraqi conflict and
the uncertainty caused by SARS. This lower flight activity, which has promoted accelerated retirement of older aircraft and caused the deferral
of nonessential aircraft maintenance and overhaul services, has reduced demand for new replacement parts we sell. In addition, some air
operations have been reduced because commercial airlines, air freight carriers and other commercial airline-related firms around the world are
experiencing large financial losses. These losses have resulted in several bankruptcies, which detrimentally affect the immediate future business
prospects of the affected companies, as well as the prospects for many that perform related business services for these companies.

While we believe our current reserves for doubtful accounts are adequate, we could be negatively affected if our receivables from several of our
major customers become uncollectible. We regularly review our exposure to these customers to determine appropriate loss reserve amounts and
credit limits, if any, that should be recorded to cover our potential loss, as well as determining the strategies that could minimize exposure in the
case of bankruptcy. During the third quarter of 2002, US Airways Group and Vanguard Airlines each filed for bankruptcy protection. During the
fourth quarter of 2002, United Airlines filed for bankruptcy and US Airways Group filed a plan of reorganization. Aviall Services� net sales to
these customers combined during 2002 were less than $4.1 million. In the first quarter of 2003, Air Canada filed for bankruptcy and several
other commercial airline accounts remain uncertain. Included in the first quarter of 2003 is a $1.2 million provision for doubtful accounts which
we believe at March 31, 2003 provides for our exposure to Air Canada and its affiliates, as well as for the estimated uncollectibility of other
airline accounts receivable.
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The length of time required for a recovery of the global commercial aviation sector is not known, and the recovery could be further threatened
by a number of factors, including slower economic growth, foreign political instability, or acts of war or terrorism. However, general
aviation/corporate flight activity generally remained relatively stable during 2002 and into early 2003, although both sectors have recently
exhibited a weakness in flight-related activity. At the same time, the U.S. military and other foreign militaries, which utilize airframes powered
by the RR T56 engine, have significantly increased their flight activities in connection with increased military and other government-sponsored
operations around the world. Our RR T56 military business has benefited us materially by broadening our product offering and offsetting the
continuing slowdown in commercial aviation as the use of these aircraft increased to deal with strategic threats in the Middle East.

In 2003, we have a purchase commitment to Rolls-Royce that requires us to purchase $367.4 million of RR T56 parts. We also have a similar
requirement to purchase not less than $112.5 million of RR 250 series gas turbine parts. As of March 31, 2003, we have purchased $75.7 million
of RR T56 parts and $20.1 million of RR 250 parts. Based on our current plans and our sales and marketing activities, we expect to fulfill the
remainder of these obligations in the ordinary course of business. We have no future contractual inventory purchase commitments beyond 2003
except those required under normal purchasing lead times. Both of the Rolls-Royce contracts continue to meet our revenue expectations. In
addition, we expect the current sales levels under these contracts to continue into the foreseeable future.

In the first quarter of 2003, Aviall Services� net sales were derived approximately 54% from government/military sales, 25% from general
aviation/corporate sales and 21% from commercial airline sales. We are pursuing a number of opportunities; however, we do not have any
immediate prospects that could represent an opportunity of the magnitude of the RR T56 contract in 2003 or beyond. Accordingly, our sales are
unlikely to grow by a similar amount during the remainder of 2003.

While our revenue in the first quarter of 2003 increased by 50.0%, our selling and administrative expenses for the same period experienced only
a 5.0% increase, including the allowance for doubtful accounts of $1.2 million. This continues to demonstrate our belief that Aviall Services and
ILS are scalable businesses with significant portions of their expenses being relatively fixed in the short-term. This scalability produces positive
results in a growing marketplace as evidenced by the impact of the RR T56 agreement.

In the commercial airline sector, Aviall Services has experienced reduced demand for parts, components and supplies, particularly in the U.S.
and Europe. However, due to the addition of several OEM product lines to our commercial and general aviation product offerings and the
increased flight activity of the U.S. military and foreign militaries, as well as Aviall Services� RR T56 engine parts contract, we were able to
more than offset the decreased demand for commercial aircraft parts with some new product line sales to commercial airlines and to a larger
degree increased sales of general aviation and military aircraft parts, although at lower margins.

In 2002, ILS experienced a slight decrease in commercial airline-related subscribers. This decrease was partially offset by an increase in the
number of government-related and general aviation/corporate subscribers. As a result, ILS has not experienced a material adverse impact on its
business as a result of the economic downturn. This stability has been maintained during the first quarter of 2003. Additionally, the underlying
demand trends for the ILS business offerings may be changing as a result of current economic conditions. We believe companies that would
normally make investments in state-of-the-art technology will now look to ILS to provide many of the benefits without the typically large initial
and recurring capital investment. ILS is continuing to develop, evolve and improve its electronic marketplace offerings to mitigate the prolonged
effects of the economic downturn and to improve its competitiveness. However, to do this, it has to, among other things, adapt various software
packages to meet the needs of its customers. The software packages are extremely complex and do not always provide the promised flexibility
required by ILS�s customer base. Therefore, the deployment of the software requires significant alterations, which may cause ILS to incur
unplanned, potentially significant costs.
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FORWARD-LOOKING STATEMENTS

This current report on Form 8-K contains �forward-looking statements� concerning our business, operations and financial performance and
condition. When we use the words �estimates,� �expects,� �forecasts,� �anticipates,� �projects,� �plans,� �intends,� �believes� and variations of such words or
similar expressions in this current report on Form 8-K, we intend to identify forward-looking statements.

We have based our forward-looking statements on our current assumptions, expectations and projections about future events. We have expressed
our assumptions, expectations and projections in good faith, and we believe there is a reasonable basis for them. However, we cannot assure you
that our assumptions, expectations or projections will prove to be accurate.

A number of risks and uncertainties could cause our actual results to differ materially from the forward-looking statements contained in this
current report on Form 8-K. Important factors that could cause our actual results to differ materially from the forward-looking statements are set
forth in this offering memorandum, including the factors described under the heading �Risk Factors.� These risks, uncertainties and other
important factors include, among others:

� loss of key suppliers or significant customers;

� termination or curtailment of material contracts;

� changes in demand or prevailing market prices for the products and services we sell;
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� changes in economic conditions;

� increased competition;

� failure to realize anticipated benefits from our agreements;

� changes in our business strategy;

� changes in government regulations and policies;

� limited operational flexibility due to our substantial leverage;

� foreign currency fluctuations and devaluations in our foreign markets; and

� foreign political instability and acts of war or terrorism.

Other factors may cause our actual results to differ materially from the forward-looking statements. These forward-looking statements speak
only as of the date of this current report on Form 8-K and, except as required by law, we do not undertake any obligation to publicly update or
revise our forward-looking statements. We caution you not to place undue reliance on these forward-looking statements.
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SIGNATURES

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

AVIALL, INC.

By: /s/  Colin M. Cohen        

Name: Colin M. Cohen

Title: Vice President and Chief Financial Officer

Date: June 13, 2003
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