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Report of Independeat Public Accountants

As requested by yourselves, we Lave performed the agreed upon procedures review of the
internal controls and procedures of the assets of 1.C. Mutual Ltd. {"the Company’) and
more specifically with reference ‘o its relationship within the tmperial Consclidated
Group {*The Group'). This review also included certain aspects of the financial
erformance of Imperial’s activities, and other procedwal and opsiational reviews.

For the purposs of the revicw, as of the date February 26, 2000, the connected entities
within the Group related to

(1)  LC. Murual Ltd.

{2} 1.C. Financiers Limited (B.V.L}

(3} lmperiz! Consclidated Fipanciers Limited (UK)

{4) 1.C. Phoenix Capital Limited (B.V.1)

(5)  Imperial Phoenix Finance Limited (UK.

The Group’s management 15 responsible for establishing and mainratining a system of
internzl accounting controls. The objectives of a system of internal controls and the
nractices and procedures adepted ace to provide management with reasonable, but not
aisolute, assurance that assets fur which the Company has responsibility arc safeguarded
azains: loss from unauthorized use or disposition, and that ransactions are exscuted in
accordance with management’s authonzaticn: and recorded properiy (o permit the
preparation of financial statements in accordance with Interpational Accounting
Standards. ;
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Because of the inherent imitations In any svstem of intemial coutrols of the practiccs and
procedures referred 10 above, errors and irregulasities may nevertheless gocur and not be
detected. Alse, projection of any evalvation of them to future pericds is subject to the risk
that th¢_,f may become inadequate because of chanae:s in m-:d:tmns or that the degres of
compliance with them mey deteriorats.

Based on our review as of February 29, 2000 (ses Appendix on pages 3 & 4) we are of
the opinion that.

(1} The Group’s mtemal contrels and proceduses with reference to the wansfer of
cash In connection with the loar notes are adequate.

(2) The loan notes 1ssued by 1.C. Financiers Limited (B.V.1), 1.C. Phoenix Capiml
Limited (B V.1}), lmparial Consolidated Financiers Limitad (UK.} and imperial
Phoenix Finance Lunited (U K.) 10 1.C. Mutual Ltd, ksve a firss charee over, and
are adequately covered by, the cash and/or receivebleas as shawn in the finaneial
siatements of L.C, Finapciers Lunated {B.V.1), LT Phoenix Capital Limited
(B.V.L), Impenal LT onsolidated Financiers Limited (U1K ) and Imperial Phoenix
Finance Limiteé (UK ).

{3} The Group's crecit process, including cradit applicatim}, underwriting and
approval procedures, sre adeguats

(4} The Group's procedures fur meritering and reporting on the credil-worthiness of
the underlying credit portfolio are adequate. -

(3} The insurance policies that are 1 eifect are adequate,

This report 15 intended solely for the information of LC. Matual Ltd, and should not be
used for 5? other purposes without our prior pemission.
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Appencix - Work performed m relaton to a review of L. Mutua) Lid,
as of February 28, 2000

The Group’s internal control and procedures with refererce to the transfer of cash
in conasction with the loan notes:
-PKF obtained a schedule of loan notes issued between the B.V 1. lending
companies and the U K. borrowing ccmpa.n.'.es
-Each loan note amount was traced to 'cc:rrpt }:I'Itt, the UK. companiss’
bank zceoual
-Each !oan note amount was vouched (o the loan note document signed off
by the reicvant parties of both Jm BVL cﬂmpanf and the U K. company.

The lpan notes issued b:.rI C. Fmanciers meted{B VILL Phnemx Capital
Limited (B V1), Imperial Conselidated Financiers Limatec (LK.} and Imperia:
Phoenix Finance (UK ) to LC. Mutual Lid. have a first charge over and are
adequately coverca by the cash and/or receivebles as shewn in the unaudited
managemeént financ al statements of 1.C. Financiers Lim:ted (B.V.1.), LC. Phoenix
Capital Limited (B ¥V L), Imperial Consclidated Finarciers Limited {U.K.} and
Tmiperial Phoenix Firance Limited (UK}

-PKF cbtained a copy of the Cerlificate of The Registration of a Mortgaze
or Charge which stzted ‘that a dobenrure dated the 23™ July 1999 and
created by Imperial Corsclideted Financiers Limited for securing all
monies due or to become due from the company 10 1.C. Financiers Limited

o 2ny account whatsogver wes registezed pursuant to Chapter | Part X!
of the (Uinited Kingdom) Ccmpmes Act 1985 on the 247 Jr..t} L999",
-The above charse was agresd 1o the Regisier of Charges of lmpenel
Consolidated Fma.rmm Limited.

-Ootained a copy of the Cernificate of The R.cg.sl.mmv of a Mortgage or
Charge which stated ‘that a deberture dated the 215t July 1959 and created
by linparial Fhoeaix Finznce Limited for secuting all monies dueorto
become dus from the company 1o L.C. Phoenix Capital Limited on any
accont whatsoever was ragistered pursuantto Chepter | Part X1 of the
(United Kingdom) Companies 4ct 1985 on'the 22nd ‘uly 1648

-The above charge was agreed 1o the Register of Charges of impenial
Phoenix Finance Liriited

-Cotaired a listing of current (class loan and microloar} receivables
includsd in the uneudited management financial statements of Imperial
Conselidated Financicrs Limited a5 at February 29, 2000 and noted that
the towl on this listing exceeded the tote] ameun: of loan notes issusd
between the BV I lending companies and the UK bomowing cempanies.

4 further review of individual loan belances indicated that on
extrapclation the overall rscoverability of the wtal raceivable exceeded the
total amount on the loan notes.



3. The Group’s credit process, including credit application, underariting and
approval procecures: : .

PIF reviewed the credit process, including credit application,
underwriting, and approval procedures by discussion and observation wiih
the relevant client personnel of the systems in place,
-A random sarnple of loans existing at Febrmary 29, 2000 was selected and
the customer credit files were reviewsd und agreed that the credit process
was being properly edhered to. i

4. The Group's procedures for monitoring and reperting on the credit-werthiness of
the underiying credit portiolic:

-PKF revicwed the procedures for monitoring and reporting on the credit-
worthiness of the underlying credit portfolio by discussion and
observalion with the relovant person in the collections department
. A sample of loans classed as non-performing as at Febrary 29, 2000
were taken from the lisiisg of curcent (class losn and mictoloan)
raceivabies and verified that the collection department had inttiated
collection procedures as per the system. '

5. The insurance policies that are in effect:
_PKF nhtained a copy of the cover note in relation 10 Professional
Indemnity fusurance and noted e period of coverage was from December
i, 1999 to November 3¢, 2000; the assured was Imperial Consolidated
Securities S.A.+ the insurance type was second excess professional
indemnity; the limit was US§30million any one claim and in all including
costs and expenses in excess of the uncderlying pelicizs for US$1Umittion
any ons claim and in al] including costs and expenses; the premium was
1/8$350.000 and the security was 100% with certain undérwriters ot Lioyd,
Londorm.
Loan protection cover. This is in place 1o cover the Group ifen individual
delaults an his Joan duc to death, aceident, sickness or involuntary
unemployment. The Group offers a Payzent Protection Flan ("FFF”)
which is premoted 0 sach iadividzal who wishes to cbtaiz a loan. Perthe
managerment of the Grocp, 99% of all individuals currenty take the PFP.
-A random sample of microloans existing as at Frbruary 29, 2000 wes
taken from the listing of current recaivables and the FPP was noted in ol
cases as having been taken by the individual.

13



