PRIVATE AND CONFIDENTIAL

Mg Carina Cockburn 12 June 2000

Finsae Limited ‘

76 Knutsford Boulevard . . FSO/IC/PIS
Kingston 5 Direct Line
Jamaica +44 20 7951 2093

Direct Fax
44 200 7051 2095

Dear Carina

STATUS REPORT

In accordance with your request, I set out below the present status of the various streams of

work which we are presently vndertaking,

Following our previous practice this letler is not meant o be a complele appraisal ol
progress to date but is intended to be, and (herelore should be read in conjunclion witill
previous reports issued to both the Minister of Finance and Planning and to Finsac Limited
in order to have a complete understanding of the issues involved. When reading this report
it should be borne in mind that the previous report was dated 10 April and that no one from
the Ernst & Young team was on the Island during the pertod 15 April and ! June,

WORKERS SAVINGS AND 1.LOAN BANK
Bankers acceptances

SUIN trnxactions

Demand letters have been issued and one response has heen received that being from
Lindsay in connection with Linpat. It would appear that My Hatmon, at long lasl, is
beginning to take a real interest i this matter and | am pleased to note thal you had a
constructive meeting with him on the subject. -

At our meeting with Mrs Mary Powell on 6 June we oblained useful information from her
and as a resuit we were able to locale and you were able to provide to the ‘Non Performing
Loans Unit” (NPL) a list of those BAs which existed at the date of transfer and which NPL
should now be pursuing. We await [rom Mrs Powell the relevant records to demonstrate the
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accuracy ol the entries in the books of account of WSLI3. Itis important that we reccive this
i formation as it is necessary to complete this link in the chain,

Corporate Resorts Limited share issue

Civid actions

Discussions have taken place as Lo the timing which is likely to occur in the Discovery
process in the case of WSLB v. Lindsay and others [or the recovery of the subscription
monies (Suit 95/99). 1t is thought likely that the PlaintifT will nced to be ready by the end of
October. With this in mind il has been agreed that Dunn Cox will spend time during the
summer law vacation period reviewing the Plainti{I’s records in order to be rcady for the
expected requirement. In turn, it has been agreed that E&Y will ensure that, by the 31 July,
the records are in the order necessary to ensurc that Dunn Cox may carry out their work as

expeditiously as possible.

The Writ and Statement of Claim relating o the “Trevia Limited and Victronic Limited’
have been fnalised and iled. Service has been elfeeled on only one of the defendants. The
remaining defendants will be served as soon as their present whereabouts are known.

As agreed we completed a dralt ‘Statement of Claim’ for the *CABS’ section of the series of
transactions and forwarded a copy o Dunn Cox i order thal they could commence the
production ol a final document. We were very disappointed 1o nole that on returning to the
Isiand litUe substantive work had been carried by Dunn Cox with the result thal no work
was possible during our recent visit. As you are aware time is running short on this malter
in terms of a possible claim becoming statule barred and we can 1l afford to sufler delays of
(his magnitude. To lave one part of the team not fuliilling their requirement can adversely
refleet on others and 1 do not wish see Ernst & Young criticised unfairly as a result. This
matter needs constant pressure by Finsac if the claim is 1o be filed by the duc date.

We have interviewed a [urther number of withesses namely Mr Byron McDonald former
General Manager CABS, Mr Ronald Edwards former Financial Controller CABS and Mrs
Miry Powell former Chief Finaneial Officer Workers Bank and also a dircetor of AL,
We also have Turther miterviewed Mrs Angela Maxwell.  The information gieaned was
extremely uselul and whilst relatively few new facts emerged the conliomation ol key [aets
by further individuals was most beneficial. 1t is important that the statements prepared
subscquent to the interviews are signed by the interviewees and returned in order that they

may be used [or evidential purposes.

Clriminal etiony

We have heard nothing further from either the Bol or the DPP,



CIBONEY GROUP LIMITED
Civil Proceedings ‘ ‘

We are pleased Lo note that the proposed settlentent has been considered by the Board of
Finsac and Cabinet and that approval has been given to proceed on the principles outlined.
We urge that, whilst not giving that Defendants the impression that the PlaintilT is anxious |
the matier is pursued with speed lest the opportunity be overtaken by other cvents.

We understand that those giving authority to the scitlement have asked that the sppropriate
due diligence is carried into the affairs of CVC prior (o those shares being transferred to
Ciboney Group Limited. We have agreed with Finsae that a draft work programme will be
completed and sent to us lor review. However we il is necessary (o point out al this stage
that the scope for providing real comfort may well be limited due to the particular

circumstances surrounding this campany.
Criminal Proceedings
Revemie Protection Division and Frawd Squad

We have heard nothing further from these agencies.

RECEIVERSHIPS

IFriends Group Limited

Mr Ken Tomlinson has continued o complele the final maliers outstanding within the holel
operating companies. The settlement of the completion accounts with Sandals has not been
completed despite Dr Pyne informing us some weeks age that he was ready 1o meet to

discuss the matler,

Corporate Group Limited

There are no malters to report at this time.

Corporate Life Insurance Company Limited

We are pleased to veport that there now is only one policyholder who is yet (0 agree to a
surrender of their policy. This person is being pursued in order that payment can be made

thus leaving the company with the capacity to close the policyhoelder records and obiain
formal confirmation that the company no longer carries on msurance business,



Despite that fact that the properly matlers have been resolved in that Workers Bank has
aereed (hat the transactions should be cancelled ab initio it hus not been possible (o obtain a
relense of the hypothecated funds. This money is being pursued vigorously as there can no

he no logical reason for the continued non payment,

| trust that the above provides you with that which you require at the present time. 1 you
require Turther details, please let me know.

t Y

Peter ) Syandiz
cc Ms Marilyn Hill
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work which we are presently undertaking.

Following our previous practice this letter is not meant to be a cemplete appraisal of progress to
date but is intended to and therefore should be read in conjunction with previaus reports issued
to both the Minister of Finance and Planning and to Finsac Limited in order to have a complete
understanding of the issues involved.

WORKERS SAVINGS AND LOAN BANIK

Bankers acceptances

SUS transactions

Despite numerous discussions on the matter, frusiratingly the demand letters have yet 1o be
issued. I today telephoned Mr Eatmon and was told that the letters are to be issued this week .

Corporate Resorts Limited share issue

Civil actiony

We met with Dunn Cox again on 29 February in order to determine a way forward on the
potential claims and T am pleased to report that we were able to make meaningful progress at
that meeting,  frrom a tactical point of view Dunn Cox now have agreed that it is preferable o
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CIBONEY GROUP LIiMITED
Civil Proceedings

We understand that the proposed settlement has been considered by the Board of Finsac and that
more detail was requested in order that a decision could be made. We are very pleased to note
that there is a distinct possibility that there could be settlement of the civil issues notwithstanding
that the criminal actions arising from those papers currently with the DPP are outside the control

of the Board of Finsac.

However we would add of note of cautton int that there is a need to closely monitor the elapse
time during the settlement discussions. Whilst we well understand the natural inclination 1o

“wrefrain from further work on the case until the outcome of the discussions is known we urge you
ensure that the preparation of the case is not prejudiced by the temporary cessation of work. 11
not we could well find a situation where Ciboney is out manoeuvred due to the plaintiffs having
been working during this period with little progress on our side.

Criminal Proceedings
Revenue Protection Division and Fraud S¢uad

We have heard nothing further from these agencies. At your request we are preparing a list of
the turther potential criminal offences for your review.

' RECEIVERSHIPS
Friends Group Limited

We have completed our discussions with Mr Ken Tomlinson over the transfer of the hotel
operating companies to him and he has now assumed formal responsibility for their
administration through his appointment as ‘Interim Manager’. The only outstanding hote! matter
is the settlement of the completion accounts with Sandals. Despite Dr Pyne informing us some
weeks age that he was ready to meet to discuss the completion accounts he has yet to respond to
our request for a definitive time and date. '

One matter which will require thought as to how to proceed is the land at Llandovery. This land
which is adjacent to Drax Hall was purchased by Friends Group with the stated intention of
being used for the development of a hotel together with a number of villas. The concept of the
villas was marketed and indeed a small number of persons paid a deposit to secure the right to
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future purchase. The whereabouts of those deposit monies 18 uncertain, As far as we are aware
no plans were submitted for the site development. The site suffers from a major disadvanlage in
that it has no water supply. Currently the site should be vacant although we understand that 11
may illegally being used for grazing. The present market value is probably very low, We

suggest that we discuss the oplions available to us at our nieeting scheduled for the 12"

Corporate Group Limited

The hoped for sale of Corporate Insurance Brokers Limited did not materialise with the result
that the company will go into liquidation. It is intended that Mr Ken Tomlinson be appointed

liquidator.
Corporate Life Insurance Company Limited

We understand that the property matters have been resolved in that Workers Bank hay agreed
that the transactions should be cancelled @b initio. 1t will now be possible to release the
hypothecated funds and bring the company to a reasonably clean state.

1 trust that the above provides you with that which you require at the present time. 1f you
require further details, please let me know. Iiook forward to discussing these matters with you

on Friday.
Kind _regards

Yours sincerel

Peter J\Sﬁfw’dish ' .
cc Ms Marilyn Hill
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November 5, 1997
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Dear Mr. Hylton:

EAGLE FINANCIAL ENTITIES
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"Further to our interim status report dated October 2, 1697, I am writing 10 outline
certain significant points which we feel that FINSAC should be aware of in order
to assist in the thorough investigation of matters which have arisen to date, as

follows:

s We are still awaiting access to the inspection files of the Superintendent of

Insurance related to Crown Eagle Life ("CEL").

explanations for transactions entered into by CEL with the other Ea

entities and these files will assist in this regard;

We are continuing to seek
gle financial

s We understand that Paul Chen-Young ("PCY") has requested the return of
monies which he may have paid as a deposit related to the purchase of

penthouse apartment No. 802 at Forte Belle.
on this transaction.
refunded to PCY until our investigation is complete;

We are continuing to follow-up
We would strongly recommend that no monies be

e We are carrying out a review of the construction recently conducted at
04 . 26 Grenada Crescent in Xingston, specifically determining what monies. if
any, may be owing by Eagle Merchant Bank to various contractors and furniture

suppiiers.
{a company cwned by PCY) and that renovations totalling

We understand that this building is owned by Ajax Investments
approximately

OFRCEs INCANADA ¢ THE UNTED STATES O THE UNTTED KINGToM
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$61 million were completed during the period 1995 to March 1997, We would
recommend that no monies be paid to the contractors until our review is
complete. As a result of our review, there may be a claim arising against PCY or
Ajax in that significant renovations were catried out s6 close to the expiry of
the lease on November 30, 1997 and there is no apparent benefit to Eagle
Merchant Bank for these renovations upon expiry of the lease;

* Regarding Forte Belle, we recommend that no more monies be paid to CFC
given the insufficient retention monies which are currently held by CEL to
correct deficiencies and in light of CFC's outstanding claim of $40 to $50 million
against CEL;

¢ Regarding the construction management issues related to Forte Belle, we have
issued recommendations in this area for your consideration, as reflected in the
interim status report dated October 2, 1997. We encourage FINSAC tc consider
these reccmmendations, specifically related to the hiring of a construction
manager to guide completion of floors 8 to 10 and to ensure that the claim
submitted by CFC is reviewed and handled appropriately.  We believe that
Mr. Stoppi may have an inherent copnflict in negotiating directly with CEC on
this issue; .

° In order to fully review and analyze the monies which have been spent by CEL
on Forte Belle and to determine why the project went so far over budget, we
will require access to the books and records of CFC. Specifically, we would like
to complete a detailed review and analysis of CFC's usage of 3800 million paid
to them by CEL. We would ask FINSAC and their Counsel to consider how
access to CFC's books and records could be obtained. [t may be possible to access
the books and records as a means of reviewing the claim submitted by CFC, as
access to CrC's books and records is required to fully review and assess their
¢laim;

° We are awaiting access to the documentation related to the Eagle Merchant
Bank US dollar bank account #0106%04863 at Espirito Santc Bank of Florida.
We are unable to review the transactions in this account until such access is
granted. We understand that there are confidentizlity concerns related to our
access to this information;

» Regarding the artwork, we understand that no discussions have been held with
PCY and/or Ms. Hutson related to the artwork which was removed from the
Eagle Merchant Bank and Spanish Court premises in September 1997. Qur
preliminary review and analysis of the artwork apparently owred by Eagle
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Merchant Bank hag indicated that the majority of the artwork is not in the
current possession of Ezgle Merchant Bank. We would seek to obtain
information from PCY as 1o the location of this artwork, We understand that
FINSAC is appointing an art expert to assist in the identification and
cataloguing of the Eagle Merchant Bank art. In addition, a suitable storage
location needs to be located prior to the move from the Eagle Merchant Bank
premises scheduled for the end of November 1997,

* We understand that Mr, Ken Tomlinson will be attending shortly in the
Cayman Islands to Carry out various enquiries related to Eagle Holdings
(Cayman) Ltd. and Eagle Insurance (Cayman) Company . We would ask that
the bocks and records of these companies be secured as we require access to
them. If necessary, Mr. Tomlinson may have to arrange to copy these
documents while he is in the Cayman Islands and return a copy to Jamaica for
our review and analysis, We have identified many transactions that we would
like to review between the Eagle Financial Entities and Eagle Holdings
(Cayman) Ltd. .

Peter McFarlane and I were unsuccessitl in meeting with you during the week of
October 27, 1997 to discuss the above-ndted issiies. We are continuing to review
and assess those issues as identified in our status report dated October 2, 1997
however, we wanted to raise the above-noted issues in order to identify areas
where we require the assistance and direction of FINSAC,

Once you have had an opportunity to review and consider the above-noted issues,
we will be pleased to discuss them with you. Flease contact me at my direct line in
Toronto or Todd Shoalts at 968-0338 in Kingston.

Yours very truly,
LINDQUIST AVEY MACDONALD BASKERVILLE INC,

Per: E.A. Avey, CE
Principal

mcg
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Dr The Hon Omar Davies
Minister of Finance and Planning
Ministry of Finance and Planning
30 National Heroes Circle
Kingston 4

Jamaica

24 April 1998
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Dear Minister Daviegi,{/ CoR POR ATE GR 0 U {) :}\

WORKERS SAVINGS and LOAN BANK(WSLB)
CORPORATE MERCHANT BANK LIMITED (CMRB)
CAPITAL ASSURANCE BUILDING SOCIETY(CABS)

T T T T e

————

I refer to our earlier reports and am writing to provide you with an update of significant
developments and the results to date of our investigations into certain areas,

Corporate Group

At 31 December 1997 management accounts show a total of $2,379.5m due to WSLB,
CMB and CABS from Corporate Group, an increase of more than $1,000m over the
balance at 1 January 1997,

In our capacity as Receiver to the Corporate Group we have commenced a detailed
review of the receipts and payments within the Corporate Group bank accounts. Qur
initial findings are that there may be material irregularities including the following;

2

&

@

amounts paid to third parties flor no apparent reason

US$ drafts and currency purchased for undisclosed reasons

Details of payees in the cash book not agreeing to the payee on the cheque
Payments and receipts omitted from cash book

Arnounts being paid to GoJ in respect of the GCT liabilities of unknown third parties
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PAYE Investigation

As previously reported, we discovered that senior executives were not being taxed on
their salaries and benefits in accordance with the law. Substantial proportions of
remuneration packages were being paid as benefits. With effect from 1 March 1998 we
have ensured that salaries and benefits are being properly taxed. This will result in
many of the senior executives paying significantly more tax during the 1998 tax year.
We have not yet addressed the question of recovery of underpayments of tax in January
or February 1998.

The wider problem is that the mis-calculation of the tax payable has existed for a
number of years. In accordance with your instructions we have commenced an in depth
review of the tax deducted from the salaries and benefits of senior executives during the
course of the last 6 years. It is our understanding that the statute of limitations in
Jamaica only allows recovery of amounts due from employees and former employees
during the last 6 years.

In due course we shall need to consider whether the exercise should be repeated for all
staff.

Microloans / USAID

We have now received permission from the Bank of Jamaica to resume the Microloan
scheme, with a total limit of $20m at any one time.

Finware Project

This project relates to the development and implementation of new systems for the
branch baking operations. Finware will replace the existing banking, ATM and general
ledger systems. $26 million has already been spent and, at 23 February 1998, a further
$ 88,760,000 (US$ 2,536,000) is required to be spent to complete the system. One pilot
branch is due to commence in June 1998. This system has been conceived in order to
keep up with competitor banks and to become Year 2000 compliant.

The successful implementation is crucial to the future operation of the bank and should
provide an up to date banking and general accounting system throughout the group.

Work-Out and Becovery Committee

Prior to the appointment the culture within the bank appears to have been that, with one
or fwo exceptions, large non performing debts were not pursued,

We have established a work out and recovery committee which consists of
representatives of the senior management in WSLB, CMB and CABS, together with the
in house attorney for the group and our representative. We have also obtained the
services of Mr David Bisson from the Eagle group of companies.
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Our intention is to vigorously pursue ail debts due to the bank and where necessary to
provide further tully secured finance (within the terms of the undertaking) to viable
entities to enable them to repay their indebtedness to the group. Where the debtor
provides truthful details of their assets we will seek to compromise with them where
they are unable to repay in full and there is no possibility of a workout. Cnly where the
debtor will not co-operate will we resort to winding up or bankruptcy proceedings.

In the case of personal borrowers where we have security we will realise that security.
We have asked Myers, Fletcher and Gordon to produce a standard format declaration of
assets and liabilities under the provisions of the Voluntary Declarations Act. Any
personal borrower who claims to be unable to repay his indebtedness, or the balance
after the sale of any security held, will be asked to complete, swear and return the
declaration of his assets together with details of his income. On the basis of this
information we shall attempt to reach an agreement whereby the assets are sold, the
proceeds taken by us (subject to third party charges) and monthly repayments out of
income agreed upon. If the debtor will not co-operate then we will have no option other
than to pursue him into bankruptcy. The same procedure will be followed to obtain
repayment from guarantors.

For corporate borrowers only as a last resort will we consider the appointment of a
recetver or the winding up of the debtor. If the debtor is able to provide a swom
statement of assets and liabilities together with a viable proposal whereby the group is
to be repaid, with interest, over a reasonable period then we will co-operate in the
workout. If the debtor refuses to co-operate we will enforce such security we have

Accounting Deficiencies

We have reported to you previously on the accounting systems which are largely
manual and lack many rudimentary controls. The technology is outdated and should be
replaced. The quality of many of the staff appears to be low and in some cases the staff
are charged with duties clearly beyond their ability, Overtime some employees in key
positions should be replaced. The manual nature of the system increases the possibility
and likelihood of fraud. The following are some of the specific deficiencies found.

o The system 1s not able to produce timely management information

e Basic reconciliations are not done regularly.

® The systems are not year 2000 compliant,

# No one person in management has responsibility for the branch accounting system.
» Inter branch accounts have not been reconciled, in some cases, for many years

e It is arguable as to whether CABS keeps proper books of account within the
generally accepted definition



o

.fi‘wjrs sincerel

[ T S TN A G R BN AR

We are implementing such short term remedies as are possibie, however, the necessary
longer term solution will require new people and systems.

Future Strategy

In the case of CMB we are of the opinion that there is no present commercial reason for
the continuation of its activities and therefor that it should be wound down and
eventually placed into liquidation. However the petition for Winding Up should not be
pursued until the strategy for WSLB has been agreed and implemented.

There are very few loans within CABS which come within the type of business
normally associated with a building society and the business is not presently viable.
Unless it is thought that the value of WSLB is enhanced by the relationship with CABS
then CABS should be dealt with in a similar manner to CMB

WSLB is somewhat different. We are of the view that there 1s commercial value within
the bank although considerable rectification is needed before such value could be
realised. In order for it to trade as a going concern a substantial capital injection is
required both to meet BoJ requirements and to restore confidence. However it is
doubtful whether a capital provider could be found prior to that rectification taking
place.

The question then arises as to whether the rectification should take place under the
control of the present Board or whether you should seek a Vesting Order under the
legislation. Given the apparent failure of the Board to carry out corporate
responsibilities in the past it must be questionable as to whether it would do so in the
future in which case there would seem to be little alternative to proceeding with the

Vesting Order process

I would be pleased to discuss the above with you
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PRIVATE AND CONFIDENTIAL

Dr. The Hon. Omar Davies 8 April 1998
Minister of Finance and Planning

Ministry of Finance and Planning Ref/PJS
30 National Heroes Circles

Kingston 4

Jamaica

Dear Minister Davies

WORKERS SAVINGS AND LOAN BANK, CORPORATE MERCHANT BANK
LIMITED AND CAPITAL ASSURANCE BULLDING SOCIETY (THE COMPANIES)
(TEMPORARY MANAGER APPOCINTED 23 FEBRUARY 1998)

We enclose our report on certain matters arising from our work since our appointment to
the above named entities. Despite the corporate separation of the entities we believe that, in
view of the close trading relationships and common management it is more appropriate and
meaningful to submit one report to you which we so do.

BASIS OF OUR WORK

Our work, including our advice and any written reports has been based on information
provided to us and, to the extent that we have been able, enquiries of and discussions with
the management of the Coinpanies. It has not been possible to independently verify much
of the information provided to us. We do not express an audit opinion on any of the
information contained in our report.

PURPOSE OF OUR REPCRT

Our advice and report in writing is addressed to you and cur work has been carried out
solely for the purpose of assisting you, your advisers and the Bank of Jamaica in
connection with assessing the current and future financial position of the Companies. (ur
advice and reports have been provided in confidence, They may not be used for any other
purposes or by any cther person, nor may they be made available, unless so required by
court order or a regulatory authority, to any other party without our consent in writing. The
estimations of financial net worth, budgeted income and expenditure and cash flow
projections included within the report are subjsct to variation which could be material and
should not be relied upon for any purpose other than for discussions between ourselves,
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SCOPE OF OUR WORK

We have reviewed the financial statements, together with supporting documentation, of the
Companies as at 23 February 1998 and budgets for income, expenditure and cash flow for
1998 all provided to us by management. We have also reviewed certain internal controls
and operational procedures and the management structure and have made such alterations
as we considered necessary in the short term.

The scope of our work has been restricted by the absence of complete financial r
ecords and the failure of certain persons to supply relevant information.

(GENERAL

We will be pleased to discuss the findings of this report with you in order to determine the
next sieps forward.

Yours smcerely

VT

P I Standish
For P I Standish and N J Hamilton
Joint Agents for the Temporary Manager
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ABBREVIATIONS
ABBREVIATION
WSLB Workers Savings and Loan Bank
CMB Corporate Merchant Bank Limited
CABS Capital Assurance Building Society
BoJ The Bank of Jamaica
Mr Lindsay Mr Delroy Lindsay
The Compadnies WSLEB, CMB and CABS
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WSLB. CMB AND CABS REPORT TO TEMPORARY MANAGER SECTION

INTRODUCTION 1

Since our report dated 5 March we have continued to manage the affairs of the companies.
We have also been trying to establish a set of financial statements for each company as at
23 February 1998 and a projection of cash flow for the remainder of the year.

Within section 2 of this report we set out details of the assets and liabilities of the
companies as at 23 February 1998 We have made adjustments to the statements prepared
by management in order to reflect what we believe is a more realistic position. At section 3
are the key findings from our review of the loans portfolios more fully reported m our
report dated 6 April 1998, and at Section 5 are details of the projected cash flows for 1998,
We understand that all of the companies may be liable to pay considerable penalties to Bol.
We have not included any estimates of this liability in this report, save that some of the
cash flow forecasts do include estimates. '

There is no doubt that all three entities will continue to breach a number of liquidity and
other financial requirements until such time as they are recapitalised. We have not sought
to set out all such breaches at this stage.

We have reviewed the present management team capabilities and comment thereon in
section 4.

During our appointment we have become increasingly concerned at the large number of
what we believe are breaches of not omly legal requirements but normal commercial
prudence. We are continuing to investigate these matters but thought it necessary to set out
a number of examples at this stage in order that you are aware of such matters at this fime.
These exampies are also set out at section 4.
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NET ASSETS AT 23 FEBRUARY 1998 2

We attach at Appendix A copies of the draft unaudited balance sheets for WSLB, CMB and
CABS at 23 February 1998. '

The estimated excess of liabilities over assets, on a best and worst case basis, for WSLB,
CMB and CABS can be summarised as follows:

Best Case

Deficiency shown in management accounts

Estimated further provision

Estimated total deficiency

Weorst Case

Defictency shown in management accounis

Estimated further provision

Estimated total deficiency

Our estimates of total deficiencies on 2 best and worst case basis are based on the
deficiencies shown in the draft unaudited accounts at 23 February 1998, adjusted by the
increase in the loan provisions contained in our report dated 6 April 1998 and any further
provision which we consider necessary in respect of non - loan assets. We have not
provided for any penalties payable to Bol, although these may be substantial if the
estimates produced by CABS are accurate. As you are aware we have not conducted an
audit and have relied upon the information and records provided by management.
Accordingly, we have not carried out any tests to establish the completeness of the
ligbilities. Our estirnaies of the further provisions necessary are set out below.

B FansT & YOUNG 2
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NET ASSETS AT 23 FEBRUARY 1998 A 2

WSLB

The draft accounts disclose assets of $8,159,371,450 and liabilities of $11,667,253,737,
which represents a excess of liabilities over assets of $3,507,882,287. Based on our loan
review we consider that this underestimates the deficiency. In addition we consider that, on
the basis of our desk top review of the draft accounts and our previous reports to BoJ a
number of further provisions should be made in respect of other assets.

Loan loss provision in management accounis
Estimated provision (see report dated 6 April 1993)
Additional loan loss provision

Further provisions

Investment in subsidiaries

Other securities

Other assets

Freehold land and buildings, equipment etc.
Estimated total provision

Invesiments in subsidiaries consist of ordinary shares and preference shares in CMB valued
at $60m and ordinary shares in WBF. CMRB is insolvent and the shares have no value. On a
best case basis the shares in WBF may realise their book value but on a worst case basis
have no value.

Included in other securities are shares in Friends Group Limited valued at $4.4m. Friends
Group is in receivership, has a deficiency of net assets and therefore the shares have no
value.

Other assets include the following

LM
Due from Brandmaster 121.2
Cost of Finware project 106.0
Interest due from CARBS 29.6

2568
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NET ASSETS AT 23 FEBRUARY 1998

The value of the investment in the Finware project is dependant on whether the project is
completed and on a worst case basis has no value. We consider it prudent to provide in full
for the interest due from CABS on a worst case basis. On a worst case basis we have
provided in full for the amount due from Brandmaster.

On a worst case basis we have estimated that a provision of 25% should be made against
freehold land, buildings and equipment.

CMB

The draft accounts disclose assets of $838,769,695and liabilities of $1,269,741,848 which
represents an excess of liabilities over assets of $430,972,153. Based on our loan review we
consider that this underestimates the deficiency. In addition we consider that, on the basis
of our desk top review of the draft accounts and our previous reports to BoJ a number of
further provisions should be made in respect of other assets.

Loan loss provision in management accounts
Estimated provision (see report dated ¢ April 1998)
Additional lean loss provision

Further provisiens:

Other assets

Other securities

Estimated total provision

Included in other assets are the following

Non current loan interest

Non current demand interest
Non current instalment interest
Non current management interest
Long Pond receivable

Uncollected interest o 1352
Receivable from CABS : 7499
' 35.083

We consider that on a worst case basis full provision should be made in respect of these
amounts but that on a best case basis the amount due from CABS will be realised.
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Other securities include an investment of $17.560m in Long Pond. We consider that full
provision should be made against this amount.

U Fprst £ YOUNG 5
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CABS

The draft accounts disclose assets of $802,631,735 and liabilities of $1,698,020,386 which
represents an excess of liabilities over assets of $895,388,651. Based on our loan review we
consider that this underestimates the deficiency. In addition we consider that, on the basis
of our desk top review of the draft accounts and our previcus reports to BoJ a number of
further provisions should be made in respect of other assets.

Loan loss provision in management accounts
Estimated Provision (see report dated 6 April 1998)
Additional loan loss provision

Further provisions;

Freehold land and buildings

Estimated total provision

On a worst case basis we have estimated ithat a provision of 25% should be made against
frechold land, buildings and equipment. CABS may become liable to pay penalties to Bol.
We have not increased the esiimated total provision to reflect this liability. However, it
should be noted that in their monthly cash flow projections CABS estimate total penalties
will exceed $130m by the end of 1998,
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LOAN LOSS PROVISIONS 3

We have more fully set out our findings of our review of the loan loss provisions in our
report to you dated 6 April 1998, Below we set out the key findings from that review.

Results of loan review

The loan portfolios for WSLB, CMB and CABS have been reviewed as at 23 February
1998. We estimate that the portfolios may realise:

Total . Estmate to Estimate to
.| . book value realise (High) realise (Low)
1o Sm o} o Smt o F 0 $Sm
WIAB | 75511 | 34050 | 17521
CMB 466.2 82.4 317
CABS 680.6 312.4 194.2

Qur classification of the loan portfolios is as follows:

- Classifieation - -+ - ] Lo CABS e vl
55T a0
Watch 69.2 0.9 10.3 2.2 6.1 0.9
Substandard £50.7 2.0 5.5 1z 1004 14.3
Boubiful 1,591.9 21.0 7.7 L7 51.2 7.5
Loss 5,551.7 73.5 440 4 94.5 322.9 76.8
Totzl TR5E 1 10090 466.2 146.8 680.6 169.8
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LOAN LOSS PROVISIONS 3

LOAN PORTFOLIOS RECOMMENDED PROVISIONS

We estimate that the following provisions should be made against the loan portfolios:

WSLB CMB -CABS
$m Sm ' $m
Book value 7.557.1 466.2 680.6
High ERV 5,152.1 383.8 368.0
Low ERV 6,305.0 434.5 486.3
Companies’ provisions at 4,625.6 323.3 3%2.9
31.12.97

We have confirmed that the source of data for calculating our provisions is the same as that
used by the Companies.

COLLATERAL

The loan porifolios of WSLB, CMB and CABS are inter-linked.
Collateral security for loans in many cases is poorly recorded.
There is no central record of collateral.

The Legal Department lacks a manager with the skills to ensure that this function is
completed in a timely and effective manner.

Collatersl is frequently incompletely registered or documented. In a formal foreclosure it
may be found to be unreliable and invalid.

Many real estate collateral valuations are not current, The depressed real estate market
places doubt on the effective realisations of such collateral in the current economic ¢limate.
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LOAN LOSS PROVISIONS

CREDIT CONTROL

The most recent summary of delinquent debtors at the date of this report is dated 31
January 1998.

The delinquency of the loans appears to be due in part to Mr Lindsay disenfranchising the
credit control function through personal but unrecorded intervention.

Instances have been found of loans being sanctioned by the same staff who are then
responsible for controlling the credit on the same debtor.

A number of performing loans are charged at a preferential rate of interest. Application of a
commercial rate to these loans may cause the debtor to default.

Records of aggregate exposure to debtors across all Companies are not maintained thus
preventing monitoring of such debtors.

Accounting records are fragmented, incomplete and audit trails cannot easily be
established.

Detailed statements of account could not be extracted for many loans.

Control of the loan portfolic has been conducted with poor regard to authorised and
enforced credit limits.

In our view ihe Risk Management Depariment lacks a manager with the skills,
qualifications and energy to drive forward the Credit Control function.

The credit committee does not perform a systematic frequent review of debtor exposure. At
the time of our review monthly branch loan delinquency reports as at 28 February 1998
have not all been submitted. The Credit Committee does not therefore have adequate timely
information to make informed decisions.

Branches are supposed to submit monthly non-verforming debtor reports to head office.
These are assigned to staff in risk management to pursue. Despite this the credit control
decisions are not followed through in a timely manner.

The Companies have no system for assigning a credit rating to debtors.

8 Farist & YOUNG ’
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WSLB., CMB AND CABS REPORT TO TEMPORARY MANAGER SECTION

LOAN LOSS PROVISIONS

BANKERS ACCEPTANCES

Receivables totalling $2.08bn relating to bankers acceptances which originated in the books
of CMB appear to have been transferred to WSLB during 1997. The reason for this transfer
is unclear. We are currently examining the legal basis of these transactions since no formal
assignment of these receivables appears to have taken place,

We have not investigated any impact or infringement that this action may have on BoJ
regulations regarding deposit taking.

DOCUMENTATION

There does not appear to be a system for checking the Companies’ exposure to any one
borrower across all locations of each of the Companies.

There is no central database for loans or collateral, despite the existence of an in-house
Iegal Department.

The quality of credit files, ledger records and collateral files is frequently poor and
inconsistent. This will affect the ability to recover certain of the debts.

There may be some loans that are unrecorded in the general ledger returns submitted by the
branches. At this time we have not investigated this matter fully and cannot comment

further.

STATUTORY BREACHES

Booked interest on non performing debis has been written off in full for some loan
balances but for others has continued to be included in the general ledger rather than
written off in line with Section 17 of the Banking Act 1992, as amended.

There are examples of large loans being made with little or no documented evidence of the
purpose of these loans, the current financial standing of the applicant or the econcmic
purpose of the loan. This contravenes provisions made in Section 8 of The Act.

Loans made to related pariies should have been declared at board meetings of WSLE or
{MB under the terms of The Act (First Schedule, Part 2}, As yet we have not reviewed the
minute books of the Companies to determine whether they were correctly declared, and if
so, whether they were correctly sanctioned by the board of directors.

The loan portfolio review has highlighted many instances where the undertaking given by
WSLB to BoJ dated 6 August 1996 has been materiaily breached, for example, by the
taking of inadequate security for loams and the continuation and increase of loans to
connected parties.

i Frrst & YOUNG 10



hed
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LOAN LOSS PROVISIONS

ACCOUNTING ISSUES

Interest on loans did not reconcile fully to the general ledger for a2 number of branches and
head office codes.

Management has not been able to provide reconciliations of all inter-company bank
balances. We cannot therefore state with certainty the correct balances between each

company.

Management has not been able to provide reconciliations of all suspense accounts. At this
time we are therefore unable to state with certainty whether or not there are any additional
loans that should be properly recorded in the accounts as such.

The accounting functions at WSLB, CMB and CABS are extremely weak. The requisite
skills, internal controls and procedures normally expected within such financial institutions
are absent,

The methods used by the Companies to ensure that credit is only taken for interest in
accordance with BoJ requirements means that the records for total interest due are
unreliable. In addition a number of old loans have been written off and are now excluded
from the books of account. We are presently correcting this position.
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WSLB. CMB AND CABS REPORT TO TEMPORARY MANAGER SECTION

MANAGEMENT OF THE COMPANIES

We have been reviewing the present management structure and the capabilities of the
individual members of the team. We have made a number of redundancies within the
junior management area. We are of the opinion that, moving forward, WSLB will need to
recruit two senior persons, namely a Chief Executive Officer and a Debt Recovery Unit
Manager. These persons will be needed to ensure that the necessary drive and lack of
association with the past are present within WSLB. It may be necessary to recruit others in
addition, particularly in the finance area, but these are less urgent.

We have sighted a number of instances where we consider that the Companies businesses
have been administered in a manner inconsistent with generally accepted banking and
building society practice and in many cases in direct contravention of the Undertakings
given to BoJ by the Boards of WSLB, CMB and CABS and dated 6 August 1996. We are
continuing our investigations into a considerable number of matters but we set out below
examples of our findings

ARDERNE LIMITED

The records show that this company is owned 50% by CABS with the remaining shares
being held by Mr Arthur Barrett (also a director of the company).On 7 Septemnber 1994 the
shareholding was acquired from CMBI for the sum of $4,325,302. CABS has advanced the
sum of approximately $121,000,000 secured on a property known as 3 Hopefield Avenue
Lady Musgrove Road St Andrew. At the date of the loan advance the property value was
unknown. Contrary to nommal policy at the time no personal guarantees were obtained. The
suthority for the loan was given by Ms Grace Palmer outside of the normal company
lending procedures. Since the date of the advance the debt has not been serviced with the
result that the present debt is at least $220,000,000 compared with a best case property
valuation of $11,800,000

The available records are incomplete and do not demonstrate that the loan was
commercially viable at the outset nor do they demonstrate that the debt has been monitored
and pursued when it became delinguent. Notwithstanding any breach of the undertaking
referred to above the loan advance, and indeed, the investment itself are not the type of
asset normally associated with a building society.

ARTHUR BARRETT

In November 1996 $12,000,000 was advanced to Mr. Barrett, which was to be secured on
land at Llandovery. The advances were made up as follows:

USS 230,000 payable to Kelly's Tractors Ltd
UUS$3%20,000 payable to Arthur Barrett
3$ 2,200,000 payable to Horizon Merchant Bank Lid
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Although the approval was given on the basis that security over land at Llandovery would
be provided the advances were made before security was given and before the loan
application form had been completed. Subsequently security was offered over land at
Liilyfield and Elgin Hall. However, that land was registered in the name of Llandmid Ltd,
We understand that CABS does have a charge over this property.

CABS has requested, but not received, a copy of the valuation on the land. At 24 February
1998 only two payments have been received by CABS and the total due is now in excess of
$16,000,000.

On 16 March 1998 formal demand was made against Mr. Barrett for repayment.

NENAN LIMITED

Nenan is a company owned and controlled by Neville and Nancy James. Neville James is a
director of WSLB and CMB. In July 1994 Nenan borrowed $5,000,000, secured by a
charge over property at 41a Half Way Tree Road, Kingston, 10. At this date Mr. James
already owed $4,577,629 to CMB and the loan due from CABS was used to extinguish this
liability, with the balance going to Mr. James. By November 1994 arrears of $937,726 bad
built up on the account and by 31 December 1995 the principal and interest outstanding
amounted to $8,654,138. Formal demand for repayment was issued on 17 January 1996.

The property was scheduled io be auctioned on 2 May 1996 but was withdrawn when an
amount of $1,000,000 was promised in reduction of the indebtedness. However, only
$250,000 was received.

Formal demand was again issued on 19 August 1996, this time in the sum of $9,770,122. It
was agree that Mr James be given 4-6 weeks to arrange a private treaty sale of 41a and the
adjoining property, 41b. The sale did not take place. The property was again entered for
auction on 4 September 1997 and again withdrawn when $200,000 were received together
with a promise to regularise the account. The account has not been regularised and the
indebtedness has grown to 313,523,174 at 28 February 1998, with daily interest accruing at
$6,665.706.

CHARTER HOUSE INVESTMENTS LIMITED

We understand that this company is jointly owned by Mr Lindsay and Mr Wayne
Richardson and they are they the only directors. In April 1594 CARBS granted a morigage
loan of $2. 000,000 against the security of a residential property at 8, Upper Musgrave
Avenue St Andrew. At the date of the advance the property was valued at $1,466,000. The
foan became delinguent during 1997 and the society foreclosed and subsequently sold the
property. However the proceeds were insufficient to cover the loan and there is a shortfall
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of $2,700,000. The Society has now advised the company that unless the balance is paid by
the 30 April 1998 it will instruct lawyers to take appropriate action. We have subsequently
given instructions that in the event that the loan is not repaid by the required date the
Society will seek to obtain a Winding-Up order on the grounds that the company is unable
to pay its debts, and in addition, the personal guarantees are to be called immediately.

Legal reasons notwithstanding in our view it is totally inappropriate for the Chief
Executive and sole beneficial shareholder of the Society to be the personal guarantor for a
loan and allow that loan not only to become delinquent but also to cause the Society to
foreclose and suffer loss.

CORPORATE GROUP LIMITED

The Companies total exposure to Corporate Group increased during 1997 from $1373 3at 1
January to $2379.5 at 31 December as follows:

WSLB
CMB
CABS

In our view no prudent executive of a financial institution would have allowed the
exposure to Corporate Group to continue at the amounts cutstanding at the beginning of the
year let alone allowed any increase.

No audited accounts of the borrower are available subsequent to 1995 and the management
accounts at 31 December 1996 showed an insolvent position with sharcholders’ deficiency
of net worth of $387m.0Our desk top review of these accounts indicates a more realistic
figure to be at least $500m.

There is no evidence within the WSLE files to show any systematic review of the exposure
nor is there any evidence that the position was reviewed by the Credit Commitiee.
Commercial reasons aside any increase in these amounts is a direct breach of the
undertaking of 6 August 1997 referred to above.
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MANAGEMENT OF THE COMPANIES

CORPORATE GROUP LIMITED

By an agreement dated 19 July 1991 Corporate Group contracted with WSLB to provide:
o Chief Executive Officer (on secondment)
s Management services ‘provided by skilled individuals’

The contract includes the clause- ‘Corporate Group shall, to the best of its ability, render
Management Services to Workers in the best interest of Workers and its shareholders and
in a proper and business-like manner.’

The contract was terminated by us immediately after cur appointment.

In our view if the Boards of WSLB and Corporate Group had carried out their duties in an
appropriate manner clearly they would have seen that the contract was not being complied
with, not least in the conduct of WSLB business with Corporate Group. Both Boards surely
should have taken steps to correct the situation at a much earlier stage thus reducing the
substantial losses which have been incurred.

EMPLOYEE TAXATION

Subsequent to our appointment we instigated a review of the senior employee records in
order to ensure that the appropriate taxation rules were being complied with. A summary of
our findings was submitted to you by letter on 2 April. It is clear that, for a considerable
period of time employees have deliberately been remunerated without the appropriate
taxation having been deducted.

HOWARD MCINTOSH

Mr. MclIniosh is a director of CMPB and WSLB. Mir. Mclntosh has two loans in his own
name and three in the name of Genesis Consultants Limited, a company which we believe
he controls. At 31 January 1998 the following amounts were outstanding with CABS:

Barrower - [ Aceouat

L Nmber
Genesis 300253 8.4
Genesis 800712 11.3
Melntosh 403905 42
Genesis 204297 38
IMcIntosh 204487 1.0
Toial 287
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MANAGEMENT OF THE COMPANIES

Only loans number 204297 and 204487 are performing.

Contrary to laid down policy, the loans were advanced without the secunty documentation
being completed and in the case of the loans to Genesis without any personal guarantees by
the directors. We understand that despite repeated requests Genesis has not provided
security for the loans and nor have any guarantees subsequently been received from Mr
Meclntosh nor other direciors of Genesis,

Instructions will be given to make formal demand for repayment where the loans are
delinquent either because of non-payment or the failure to provide security or guarantees.

INVESTMENTS IN SUBSIDIARY COMPANIES OF CORPORATE GROUP
LIMITED

During 1997 $3m was advanced by Corporate Group to Consumer Brands Limited and,
during 1998 3$5m was advanced by Corporate Group to Corporate Insurance Brokers
Limited, both companies being subsidiary compantes of Corporate Group. The only
method of funding these two advances was to increase the indebtedness of Corporate
Group to WSLB. The Chief Executive of both Corporate Group and WSLEB was the same
person namely Mr Lindsay and therefore he ought to have known that by causing
Corporate Group to make such advances he was causing WSLB to breach the Undertaking
of & August 1996.

FRIENDS GROUP LIMITED
At 23 February 1998 $958.3m had been advanced to Friends Group Limited by WSLE.

At 31 Ociober 1996, after the undertaking had been requested by Bol, the amount due io
WSLE was $616m. The security for this indebtedness is inadequate and, in one case,
invalid due to incomplete documentation. Full detsils are included in our report on the
loan porifolios dated 6 April 1998.
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SECTION

CASH FLOW

The Companies’ management has prepared, and we have reviewed, profit & loss account
and cashflow forecasts for the ten month period covering March to December 1998, Our
best estimate, based on the stated assumptions, is that the Group will require additional
funding of around $1.8 bn over this period. The requirement, split by company, is as
follows;

Of the $1.5 bn WSLB requirement, most has already been spent and approximately $1.1 bn
during the period relates to BoJ and Finsac interest.

There may be a funding requirement for the Corporate Group or Friends Group
receiverships, but it is too early to conclude on this.

You will appreciate that there is a great deal of uncertainty surrounding the future of the
Group at the present time, and that forecasting is extremely difficult. We have assumed that
the existing position will remain broadly the same over the period, but that the customers
and depositors will gain in confidence to some degree, as the hiatus initially caused by the
temnporary managership is overcome,

A key assumpiion applied is that deposits will remain at a similar level throughout. To the
extent that depositors funds are withdrawn, an additional funding reguirement will arise.
The progress of actual resulis againsi budget should be monitored, and it is likely that some
assumptions will need to be amended as circumstances change. Not all penalties potentially
payable regarding breaches of liquidity requirements are included in the budgets, for
example.

The cashflow or net asset position of the Group could be improved in the longer term by a
mix of the following options, which need to be considered;

s Subletting, removal from or sale of part or all of the Group’s head office

s (Faining economies of scale by combining two or more financial institutions under BoJ
or Finsac control
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¢ Further redundancies, including redundancies at branches
» Finsac purchasing impaired debt at original book values

WESLB

WSLB has a book capital deficiency of $5.6 bn at 28 February 1998, compared to $3,508
at 23 February 1998. This is after making additional provisions against the loan book,
which brings the carrying value down to $2,699 m. This compares to the estimate of
realisable value in our loan bock review of $2,405 m (high) and $1,251 m {low), and is
therefore broadly in line with the “high” value.

Its operations have been supported by BoJ funding, a portlon of which has been converted
to a Finsac debenture.

WSLE has been unable to meet the Bol's requirement to maintain liquid assets at 47% of
deposits held, 25% of which should be in cash.

it should be noted that WSLB/ CMB officers consider it possible that a substantial amount
{(up to 3400 m) of BoJ penalties have yet to be debited to the account, and have written to
BolJ to clarify the sitnation. This is not allowed for in the cashflow and would increase the
estimated deficiency.

Prafit & loss accowunt forecast

WELB is forecast to incur a trading loss of $1.5 bn in the ten month period, afier
accounting for Bol and Finsac interest of $1.1 bn.

The value of deposits now 2xceeds the estimated realisable value of the loan book. Interest
income is also less than interest paid to depositors.

Cashilow forecast
The cashflow forecast is attached at Appendix B.

WSLE 1s forecast to require funding of around $1.5 bn after allowing for BoJ and Finsac
interest of $1.1 bn. At the end of December, the BoJ overdraft would be $205 m and the
total of balances converted to debentures would be $8.9 bn. This compares to the February
balances of $5 bn Bol funding and 32 br of Finsac debentures,

The cashiflow is highly sensitive to the timing of conversion of BoJ debt to debentures,
because of the interest rate differential.

Finware costs are allowed for, together with a cash outflow in the first three months arising
from deposits being withdrawn and new funds being extended (mainly to Horizon).
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CASHFLOW

The principal assumptions applied in constructing the forecasts were as follows;

®

®

Deposits remain at a static level, apart from a $200 m reduction in March.

Additional facilities of $435 m provided to Horizon after 23 February, under Finsac’s
guarantee, will be repaid in July.

Except as above, loan repayments will be matched by new lending from April onwards.
If this is not achieved the funding requirement would decrease in the short term, but
interest income would also decrease.

The majority of BoJ funding (attracting interest at 28%) will be converted to a Finsac
15% debenture in May.

The London operation will be closed in May, saving overheads of $1.5m per month,

The Finware computerisation project will continue, costing $88 m and completing in
October. A further $6 m is included in the CABS cashflow. To meet this deadline, a
decision on the project would need to be made by the end of May.

No interest income is recognised on the CABS overdraft or on the Horzon debt
extended before 23 February.

No recoveries will be made from suspendsd debt. In the past, WSLB has in fact
generated funds from this source.

The acceptances book will terminate by the end of April. It is assumed that customers
will not roll over their funds.

CHME

CMB has a capital deficiency of $465 m at the end of February, compared with $431m at
23 February 1998. (This is due to further provisions being made by management in the
month end accounts.) However, the carrying value of the loan book was $196 m, which
compares with the estimated realisable values from our loan book review of $87 m {(high)
and 331 m (low). The deficiency therefore seems understated.

It is now a small operation with little active business, and only two staff, WSLB provides
any necessary support,
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Profit & loss account forecast

Customer deposits of $1.1 bn significantly exceed the value of the loan book. Interest
receivable is the only significant source of revenue and a trading loss is therefore
inevitable. Interest income does not currently cover staff and administrative overhead,

A loss of $191 m is forecast for the ten month period.

Cashflow forecast

The cashflow forecast is attached at Appendix C. Although CMB remains cash negative
after June, existing cash resources are adequate to support the company until the end of the

year.

CMB will not be able to meet its liquid asset requirement of 35% of deposits, 17% of
which must be in cash. No penalties are included in the forecast.

CABS

CABS has accumulated trading losses of $1 bn and a capital deficiency of a similar
amount. Continued operations are currently dependant on WSLB funding through the
overdraft account, which stood at $801 m at the end of February. We have previously
informed you that WSLB intends to continue to fund CABS until a decision is made on the
future of the Group, unless you advise us to the contrary. This is, strictly speaking, contrary
o the termas of WSLB’s undertaking .

The mortgage loan book totals $367 m, net of provisions. This compares to the estimated
net realisable value in our loan book review of $312 m (high) and $194 m {low), and hence
we believe the book to be underprovided. The book includes a $76 m managed porifolio
for WSLB staff members, at a preferential interest rate of 6%.

The book is out of line with the value of savings and share deposit accounts, which has
been decreasing since 1996 and now amounts to $764 m. The trend has been as follows;
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A net outflow of $56 m occurred beiween 24 and 28 February, immediatelv after the
Temporary Manager appointment.

£ ErresT & YoUNG 20
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WSLB, CMB AND CABS REPORT TO TEMPORARY MANAGER SECTION

CASH FLOW

CABS has been unable to meet the qualifying level of 27% of deposits to be on-lent as
residential mortgages. As a result, the liquid asset requirement increases from 5% to 11%
of deposits, all to be held in cash. This has not been complied with, and penalty charges
from Bol have been incurred. This position is expected to continue throughout 1998

The minimum capital requirement of 325 m has not been met, since the balance sheet is in
deficit. For the same reason, the requirement that fixed assets should not exceed the value
of the capital base has not been met.

Prafit & loss account forecast

Trading losses are inevitable in view of the mismatch noted above between deposits and
the value of the performing loan book. The forecast assumes receiving interest on loans at
an average rate of around 25% and paying interest to depositors at around 24%. Interest
paid to depositors is forecast o exceed interest earned by $83 m.

After adding administration overheads of $24 m, interest on the WSLB overdraft of $412m
(which will not actually be paid) and other costs, a loss for the ten months to 31 December
1998 of around $515 m is forecast.

Cashflow forecast

CABS will require additional funding of approximately $92 m for the period to the year
end, which is roughly equivalent to the trading losses less the overdraft interest accrued
that will not be paid. The cashflow forecast is attached at Appendix C.

The principal assumptions that have been applied are as follows;

e Deposits will remain at an even level throughout the period. They have decreased in the
recent past, but it is hoped that the stability afforded by the temporary managership will
improve the position.

¢ Mortgage repayments of around $21 m will be received, which is equivalent to 6% of
the performing loan book.

© A certificate of deposit of $50 m with Horizon has been cashed. This will improve
cashflow, but harm the liquid asset position.
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We shall continue to review the operation of the network but save for the possible
closures mentioned above, and possibly one or two senior executives in due course, we
do not envisage any further redundancies, However this is subject to the future course
to be followed by the companies.

Head Office Property

In August 1995 WSLB entered into a contract with Higgs & Hill for the construction of
a head office building for the Corporate Group of companies at 12 Trafalgar Road,
Kingston. The contractual cost was $250,060,000.

We betieve that WSLB financed substantially all of the building cost but that certain
amounts were paid by WSLB were treated as advances to other group companies. If this
is correct then in the books and records of these group companies the advance would
appear as an addition to fixed assets with a corresponding increase in the amount shown
as due to WSLB. It is relevant to note that at this time there was probably no real
possibility of the group companies being able to repay their indebtedness to WSLB. Qur
immediate concern, for the reasons stated above, is that whilst WSLB appears to have
financed substantially the whole of the development, by various routes, this was not
reflected in the proposed division of the title.

Deloitte & Touche, the company’s auditors, share our concern and suggest that these
transactions are reversed, leaving WSLB as the sole owner, or that WSLB takes charges
over those parts of the building transferred and forecloses.

We understand that title to the land at 12 Trafalgar Road is registered in the name of
Formidable Ltd, a wholly owned subsidiary of WSLB. At the date of appointment
Fatterson, Phillipson and Graham, the lawyers acting for the group, were in the process
of registering stratified titles for the building in the names of various companies in the
group. It was proposed that WSLB would retain 57% of the building, CABS 34% and
Corporate Life Insurance Company Limited(CLICO) 5%. However, as WSLB oceupied
65% it would be required to pay rent to CABS and CLICO.

We have instructed Myers, Fletcher and Gordon to act and to obtain the files of
Patterson, Phillipson and Graham. Work on the proposed stratification has been stopped
until we can obtain further advice and the result of the further investigations are known.

Reconcifiation of Inter Branch Accounts

We are concerned that transactions between branches have, in some cases, not been
reconciled for a number of years. We believe that the unreconciled differences may
disguise further losses. We have set up a small team to work through and reconcile all
inier branch accounts and where possible we will seek to recover any losses. We will
report to you further on this matter in due course,
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In order to obtain the complete picture it is necessary to recreate the books and records
of the company. When this work is complete we shall report to you separately on this
matter.

Executive Changes, Present Management Structure and Future Requirements

We have determined the key responsibilities which we believe are appropriate for
WSLB, CMB and CABS. We have reviewed staffing levels within the group and as a
result the following executives together with a small number of junior staff have been
made redundant:

Mr Delroy Lindsay
Mr Howard McIntosh
Mrs Faye Sampson
Ms Anne-Marie Grant
Mirs Edris Thompson

.The number of employees at the date of appointment and today are as follows:

23 February 1998 | 24 Apnl 1998
WSELB 499 463
CABS 16 16
CMB 3 3
518 482

It is our view that there is an acute shortage of management skills in a number of areas.
We have not sought to recruit to address this shortage but this will become Necessary in
a very short time.

We have reviewed with management the branch network and opening hours. We have
agreed with management’s view that Saturday opening should be discontinued.
Accordingly, 25 April 1998 will be the last Saturday on which WSLE and CABS are
open for business. Prior to the appointment, management were considering the closure
of two branches (Negril and Ocho Rics) and two sub-branches (Golden Grove and
Treasure Beach) on the basis that they are loss making. The closures would result in
approximately 16 redundancics only as most staff would be absorbed into the remaining
network. There would be a loss of deposits as people transferred their accounts to other
banks. We have asked for a detailed viability study to be produced in order that we can
consider the matter further
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Private and confidential

Mr David Wean Q\ 2617 anuary ZDDb
Finsae Limited [ R
76 Knutsford Boulevard

Kingston 3 KE/PIE
Jamaica

Dhzeet Line: 020 7951 2093
Direct Fax; D20 7951 2095

E-mail: patandish @ce.emmsty couk

Dear David
Status Report

In aceordance our reporting requirements, 1 set out below the present status of the various streans of
work that we are prevently undertaking.

Following our previous praslive this lefter is not meant 1o ba a complete uppraisal of progress 1o date
but i3 intended to be, and therefore should be, read in conjunction with previous reports iysued to both
the Minister of Finance and Planning and to Finsae Limited in order to have 2 complete understanding.
of the issues involved. However, as agreed, this repart does contain more detail than would notmally be
the case in order that you may more reudily assimilate the corrent situation, When reading this report it
should be bome in mindd that the previons rzpert was dated 3 November 2000 and that persons from the
Ernst & Young team have been present on the Island for only very limited periods since that date.

The work carried oul durlng the past year or so 15 best considercd in four work streams and I set out
below the status under the relevant heads,

WORKERS SAVINGS AND LOAN BANK

Banker’s acceptances

There were a considerable number of bankers accepivnce transactions conducted by the bunk und by
Corporate Metchant Bank prior to the appointment of the Temporsry Manager in Febroary 1998, The
mujority of the bomowens were related or “friendly’ partics and in many cases there had never been any
repayment by the horrowers (o the imvestors, as repayments becume due the original principal and the
accumulated interest were fundsd by further borrowings. The result was that the original borrowings
were ‘ralled’ many fimes which coupled with the high tterest rates prevailing at the time and, in the
cage of $UI8 borrowings, the full in the valve of the $J meant thet the borrowings became subgtantial
debts,

in order to institute Tecuvery procesdings it was nocessary 10 provide & documented tradl of the various
debrs, As in many arcas of the Bank, the records were not properly maintained and it was agreed that

& Alistaf pariners' nemess is avallable for inspacilon at the
above addresa, and af Backet House,  Lambath Palaca
Road, London SE7 7EU, tha partnership’s principal plase of
businass.

Aulhgraed by The Inathute of Charered Acoountaris In
England and Wales to carmy on Investmant business,

The United Kingdorn Fom of 8mst & Young Is 8 membar of
Ernst & Young intameational.
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wi, together with assistance from Finsac personnel, would atlempt o create documentation of an
adequate standard in order to commence recovery. Also, it was agreed that we should concentrate
initially on the $US trunsactions the reason being that there were a small number of high valus
trangactions with the tesult that the eost of the exercise compured with the potential recovery was more

beneficial than the 7 transactions,

The initial work concentrated on the borrowings associated with Messrs Lindsay and Melntosh.
Considerable progress was made in the construction of adequate trails und the detalls of the Lindsay
related company (Linpat) borrowings were passed to Dunn Cox tnh order that they could issve the
dermnand letters. These were issued and a regponss has besn recaived from Linpat,

Wa ceased currying out detailed work on these rransactions towardy the end of July 2600 and handed
the papers to Mr Denis Lawrence in order that e could continue 1o create the recovery papers.

Corporate Resorts Limited share issoe
Civil uctions

Daring the course of cur work carried out in order to wscertain the status of debis due to the Bank it
became apparent that the substance of certain transactions relating to the Corporate Resorts Limited
{now Friends Group Limited) were not as recorded in the books of account. In summary the position
wus that the response to the publc issue war such that ihe required minimum was rot achigved abd in
arder to hide the reality an intricate web of loans was created to provide the cash so that the issue would
ke fully subscribed and appear to have been o success, However no funds were generated to repay the
Joung with the resali the orginal loan of $183m now exceeds $1m.

In order to recover the Teans it was agreed betwesn Dunn Cox, Finsac and ourselves that the series of
rransactions would be divided into a number of parts sines by doing so it would make the litigation
process inote menagsible ad would creats e higher likelihood of success,

The first Suit (95/99) was brought by the Bank against Corporate Reserts and others [or the recovery of
the initinl subscription monies. Similar setiong were brought by other Government apenciss, The
progress of these cases is such the Writs and Statements of Claim have been irsned and Defences
reeetved and rasponded to, The next stage is the Discovery process for which an inveniory of the files
thit we considersd needed to be revicwed by Dunn Cox as part of that process was prepared in July
2000, Mg Nerine Stmall and Ms Yolands Whitely have reviewed a number of the files but were unable
to complete the process due other client commitments. We understand that the work will be completed
by the end of thiz month, We are most anxious that this review be carried out without further deluy as
the roview may well identify further documents required and the passing of time only makes further
investigasions more difficult due to the changes of record location and the reduction of available
resouree within Finbag,

The second Sulr (13/2000) was brought by .Corporate Life Jnsuranss Company Limited (CLICO)
against Lindssy and others for the resevery of fusther monies tn the loans saga. The substance of the
cladm 1s that the purchase of two companies, namely Trevia Limited and Victronie Limited, by CLICO
from compunies i the Horizon Group was 2 sham and that the reality was that the paymesnts were a
further chapter in the disguising of the orginal loan of 3185m together with interest sccrued. The Writs
and Statements of Clabm relating 1o the setion have been finalised and filsd, We understand that seevice
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stil! has been eifseted on only three of the defendants and that the remaining defendants will be served
as so0m &5 their present whersabouts are known.

The third Suit was filed in Lhe name of Eaple Permanent Building Society being the entity now holding
the assets and lubilities of Capital Assurance Building Soviety (CABS), The sobstance of the claim is
that u some of money paid to Horizon Building Society ostensibly us a depasit was in fact yet another
chapter in the disguising of the original loan of $185m together with intorest accrued, We arg advised
that the Write and Statements of Claim have been finalised and the service hag been effected on a
simber of the Defendants, No further progress has been made, Considerable thought was given as to
whether Mis Mary Powell should be Included in the action. Whilst she was not » direclor o CABS at
ihe time the money left the company she was appointed scon ufier and would, or should, have become
wware of the true nature of the payment. 1t wis agreed that Mrs Powell should be given the opportunity
to cooperale with the investigation in which case she would not be inciuded in the action, It is now
clear that the cooperuton 1s not forthcoming uned consequently Dunn Cox bas been instructed by Finsac
to make her a Defendant.

by companies within the Horizon Group, Following the acquisition of these companies by Finsac the
records have been extremnely difficult 1o locate due to the loss of person familiar with the records and
severnl changss of location of the records, An invemtory of the Harizon records has recently been
completed Iollowing which it has been possible to make progress in ascertaining pature of the
transactions as recorded in those records. However there still remaing much work to do in this ares, in
our view this work should be proceeded with all due haste and resource ax the corpletion is key ro the
satisfuctory conclusion of the Suits.

a9

Criminal aetions

F‘x key parl of the investigations into the facts surrounding the second and third Suits is the part played

We have prepured reports for the DPP on the circumstances concering first two Suits. Despite the
reports having been i his possession for soms considerable period vf time we have heard nothing from
Iim on these matters, The repart on the circumstances concerning the third St requires completion.

CIEONEY GROUP LIMITED

Civil Proceedings

We wre very pleased fo nole that this malter now appears o be seiiled. Ar the ume of writing we
understand that completion of the settlement is Imnrinent.

Criminal Proceedings ‘

A number of reports have been prepared and submitted to the PP with, fo date, no action taken, We
huve expressed fo the Minister and the Finuncial Secretary our concem at this lack of progress. The
Finunpizl Secretary has agreed to facilitate o meeting atended by the DPP and ourselvey in order thay
we can aitempt (o move forwird.

FECEIWERSHIPS

Friends Greoup Linited
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Mr Ken Tomlinson has continued to complete the final matters outstanding within the hots! operating
companies. Agreement has been reached for the assets and Habilities of the vperating companies W be’
transferred o Friends Group.

Corporate Group Limited

There are fggin no Matters (o veport at this time other that the sale of shaces in Islund Broadcasting
Limited. This sale is bsing negoliated by Finsag, in view of the number of shareheldings in the
company in which they are involved, The proceeds will be reeeived into the Receivesship account in
the normal manner

Corporaie Life Insurance Company Limited

We are pleased to report that the refease of the hypothecated funds has now been agreed and that
settlement with all the policyholders has now heen reachad, The company will now be deregistered as
in indurer and be Joft with only the litigation cutstanding.

1 tenst thart the above provides you with that juformation which you require at the present time. i yon
require furiher details, please lel me know,

Kind regurds

Yours smcarely

Peter I Standish
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Pater Standish To: dpwan@iinsac.com & NTERMNET

fiieh
28/01/2001 18:32 Subjest: Future \Wark

David

Following our conversations whilst | was on the istand | have given thought as fo the work | balieve
should be carried out in the near futura and | set out below my conclusions. The work dividas into two
areas, namley the ongoing support ta, and ‘orodding' of, Cunn Cox and the investigative work
necessary 1o complets the evidence, |deal with each separately. | have assimed that the Giboney
case js setiled and that na further work iz required, to the exient that it is we can respond as
necessary.

1 Dunn Cax

It is some time sinca we had a reviaw meeting with Dunn Cox at whizh meaningful progress was
made, | have besn pressing for & detalled dlscusalon of each of the three cases for some time. This
discussion would go into some dstail &f the casas with the obiective of DC pointing out where they
congiderad that further evidense would stranthan tha cases. | may be being a little harsh but it seems
o ba usual with DG that settlng up these meetings ls the only way to fire them inte action.

| nged to discuss with Dannis Morrison, a8 & maitars of some urgency, the matter of service of two of
the writs on Lindsay. MHe was off Isiand during rmy last visit and so | was not ablg to have a disoussion

at that lime.
t
1 You will be aware from our convarsation that it was my intention {0 request the Minlstar to {aciltate an
Z A independant review of case progress. He did agres to give my reguest full consideration, such review
W may dictate tha timing of a progess meeting a8 # would be ugefuil for us to meet with the independam
reviewsns.

2 Investigative Work

The main areas of work requiring completion are tha invesigation of those transactions invalving the
Horizon Group and the complation of the report of the CABS case for the DPP.

As far a5 the latter point Is concerned | attach coskbum0<,11.00 doca isttar which sets out the
reasoning for the complation,

The need to sompleta the Horizon work with 24 due haste now is becomming more appareni than
gver. It has been clear for a long time that & number of the Horizen copmpanics were uged 10
facilitate the construction of the web of borrowings. However due to the absence of the records a
numbar of educated guesses had jo mads concsiming the evidence and the Statarments of Clalm in
otder that the cleims did not became statute barred, A large riurmber of the records have since besn
located and itis Tmpartant that the precise gvidencs as o the facts [s located as soon as possible and
that the imploations as far as the cases are concerned are considered and any necessary action
takan, It was evidaemt from my conversation with the Minister and the F3 that the Invelvemeant of
Horlzon, particularly as the Group ls under the control of Finsas . needs to ke resolvad without delay,

Dionie Lawrenta continues o work oh this matier but it Joes naed a joind affort both in terms of
resouirce and experlence to bring matters fo a conclusion reasenably quickly.

As far as tming is concerned | have reviewed my diary and have the following dates avallable:

Feb 12-16 inc



Fabag-Mar2 Ing
Mars/s
Mar12-18 inc,

In order to maximise cost/ benefit it is clearly preferable to have & 5 day perlod if passible. Howver |
neliave that March 12 s too distant, particlarly in visw of the nesd to discuss thea Lindsay writ service
with Dennls Morrson. One futhet polni 1o bear in mind is that the 78 has agreed ic facilitate a
meeting with the DPP. To make a dacision earlier rather than luter is thereicre decirable in order to

have the maximum chance of arranging the mesting.

| trust that the above gives you a clear plctura 25 | see it but plaase do give me a call If you need to.
Regards

Paiar
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S ERNST & YOUNG 7 Rolls Buildings Fax, 0207981 4001
Fatter Lane CDE & LDE Box 241
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Privata and confidentisl

Ms Carina Cockburn 4 November 2000
Finsac Limited

¢/o Difice of the Minister of Finance and Planning

30 National Heroes Circle JC/RIS
Kingston 4

Jamaica Dirset Line; 020 7051 2093

Dirvect Fax: 020 7951 2095

H-mail: pstandish@cc.amsty.conk

Dear Carina
CABS

Following ouwr various conversations T have given some thought #s Lo the resource
requirement necessary to prepare a repost for the DPP on those transactions within the
Priends Group share iasue matter that affect CABS.

The work falls into two areas namely the further collection of information-and interviewing
of witnesses and secondly the preparation of the report together with the necessary axhibits.
As far a5 witnesses are concerned there are a nutnber of persons who have information that
is pertinent to the case. However I have strong doubts as to whether the investment of time
in a number of individuals, eg, Mr Arthur Barrett would be commensurate with the output.
The one person whom I consider to be of potential veluc is Ms Dayon Worrell who was the
Acting General Manger of CABS for a period of time and who was always cooperative in
our dealings with her. She is now resident in New York but we do have a contact number
for her. Most of the other information is now to hand although it would need to be collated
for the report.

On the basis that we see Worrell and prepare the report I cstimate that it would take
approximately two weeks for each of Neville Creighton and Brian Boyee and a little of my
own time. In order o minimise travelling time and costs the preparation for the Worrell
interview would be carried out in London utilising copies of documents that we have In
London and by obtaining from Jamaica those which we do not have here. Neville and Brian
would subssquently travel 1o New York for the interview and then {ollow on to Jamaica in
order to complete and submit the report including exhibits. '

It wust, of course, be a decision for Finsac as to whether this work is carried out. However
it is my view that it would be beneficial not only for the DPP but also for the civil case in
thal it will bring together in one voiume the facts and merits of the case which would be of
assistance to the case lawyers,

A ANist of parnars' names is availuble for inspaction at ihe
slieve address, and st Beokst Houss, 1 Lambeth Palage
Foad, Londen SET 7EL, the partnership’s princlpal place
of busingss.

Autharisad by The Institute af Charterad Accountams in
England and Wales to cary on nvastmant business,

Tha Unilest Kinpdom finm of Ernst & Young 8 & mamber of
Bl & Young Inemationzd,
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Tn terms of timing T would like to have the report completed by the end of the year.
However given the need to obtain the Finsac decision and then to make arrangements with

Ms Worrell it may not be possible.

1 trust that the ubove will cnable you to make 4 recornmendation o Patrick but if you do
require further information please let me know,

Kind regards

Yours sincerely

Peter | Standish
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Peter Standish To: dpwan@hinsac.com@ INTERNET
1ol
01/03/2001 18:50 Sublect: RE: Futurs Wark

Sorry, | should have sald March 12.
- Fonwarded by Peter Standlsh/03817H/AuditLondenVEmalY oungfas on 91/03/2001 18:88 <
Poter Standish To: dpwan@finsac.oom@ INTERNET

\ ce
01/08/2001 17:6¢ Subject: RE: Future Work

[ravid

Have vou any further thoughts an a visit during wic March &, 1 am anxicus not to leave the
arangemsnts such that there is inadequate time ta propetly arrange the meetings, particularly the
F&/DPP.

Sinae writing the previous note | have reviewed furthsr papers on Horizon sent to me by Danis
Lawrance, | have today wiitten to him suggasting thai a full repert be prepared. Pleass call if you
wish o discuss,

Hegatds

Feter

----- Forwarded by Peter Standish/03917H/AuditLondon/EmetYoung/GE on 01/03/2001 17:5¢ -—--

Patar Standish To! David Wan =dpwan @ finsac.ooms @
05/02/2001 20:39 INTERNET @ EYGE_LMS@EYGB_EXT

oo
Subjeor: RE: Futurs Work[.

David

Thank you for dealing with the fees, | will check tomarrow on the status of the transfer.

] weil understand the point an casts and have no intention, unless requesied, to assist Christine and
Denis with thair cases. However, please do not forget that Fam still tying to tle up a number of loosze
ends on the cases with which we have been dealing, which includes ‘prodding’ the DPP.

incidentally , | ballave Ht is not toa arrogant to say that if it had nol been for cur constant pressure on
the lawyers during the early stages of the Clboney case the chances of achieving any settlement
would have bean nit and | &m sure thal | da not heed to repeat 1o you my numetous pleas to Finsas,
the Minister atg, to press the DPP on both the Cibonay and WELB cazes.

| look forward to haanng from you.
Ragards

Peter
Davig Wan <dpwan @finsac.coms

David Wan To: Peter Standish/0391 7H/AuditLendorn/ErngtY olng/GE @ EY QB
<dpwan@linaas.cor> s}
05/02/2001 18:36 Subject: RE: Fubure Work
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Pater,
By now you should have recisved the wire transfzr, 1 net ., please advise.

At this peiant, I think thers nesds to b an evaluation of the modus operandi
nf the FPorensie Unit. By this I mean that we need to pubt in place a psrson,
in heouse, who can provids Dennls and Chrietine with guidance on the casges
they ara pursuing, with f=edback from yourself socasionally.

There is & strong fesling chat we need to adivse you whan we nesad a
checkpoint, snd to make sure that we don't donsume rescurces that won't have
an lrpect on the success and throughput of the department.,

For example, somsons published in the papers kthat Cibongy had spsan 96
million dollars on the came againsc Rousgeau et al. We will have teo jusciify
avary penny spent on the Forensic sffort, given that the public is sayving
rnot ene of the owners of fmiled financial institutions has bsen gent to
prison’.

what I am saying Peter, ia that I
total pistura re:Forenszic, befoxa
he approved.

need Lo bake a step back and evaluasts the
I can recommend thab your March 12th trip

I'll be back te you shortly.

David Wan

————— Oraginal Message---w-—

From: Peter S$TANDISE Imailto:pstandishoc.srnsty.co.ukl
Sent: 05 Pabhruary, 2001 13:30 PM

To: dpwan@finsac.com

Subject: Fubure Work

DIACLATMER: This e-mall contains proprisrary information some or all of
which mey bo legally privileged., It is for the intended recipient only. If
an zddressing or transmissicn error hes misdirected this e-mail, plesss
nobify the author by veplying to this #-mail. If you ars not the intended
peclpient you must not use, dizeleose, distribute, coepy, print, or rely on
this e-mail.
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David

I have reflegted further on wmy email to you of 29 January and have rethought
my views on the optimum timing for furthar work.

Whilsr T srpill belisve that next week wag desirable I think I may have bheen

optimistic tc believe that all rthe arrangements which need to he made could

be
s0 made in the time available, particularly the meeting with tha FS/DEP.

T now suggest that the wesk commencing 12 March is the appropriate week tao
wisit., This would allew time for ail the necegsary mestings to be

schedulead . ‘
and, on the assumption that the CABS DPP rwport is finaliged , would mlse

allow .
me to be lhere at the khime of ity completion.

T would appreciate your views on the above.
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Ragards

ratar

TOTAL F.13



