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[MFN LETTERHEAD]

     To the Stockholders of MFN Financial Corporation:

    You are cordially invited to attend a special meeting of the stockholders of MFN Financial Corporation to be held on            , 2002 at      ,
local time, at             .

    At the special meeting, you will be asked to approve and adopt a merger agreement which provides for the merger of MFN and a subsidiary of
Consumer Portfolio Services, Inc. In connection with the merger, you will be entitled to receive $10.00 in cash for each share of MFN common
stock that you own, other than shares for which you properly exercise statutory appraisal rights.

Your Board of Directors has unanimously adopted the merger agreement and recommends that you vote "FOR" approval of the
merger agreement. The Board believes that the merger is advisable and in the best interests of our stockholders. Our financial advisor has
issued an opinion to the effect that, as of the date of the opinion and based upon and subject to matters stated in the opinion, the consideration to
be received by you in the merger is fair to you from a financial point of view.

    We urge you to read the attached Proxy Statement carefully. It describes the merger agreement in detail and includes a copy of the merger
agreement as Appendix A.

    It is very important that your shares are represented at the special meeting. Whether or not you plan to attend the special meeting, please
complete, date and sign the enclosed proxy card and return it promptly in the postage-paid envelope provided. If you attend the special meeting,
you may vote in person, even if you previously returned your proxy card. An abstention or failure to vote or failure to submit a proxy will
have the same effect as voting "AGAINST" the merger.

Please do not send your stock certificates with the enclosed proxy card. Promptly after the merger, a letter of transmittal will be mailed to
you for the surrender of your stock certificates.

    On behalf of the Board of Directors, I thank you for your prompt attention to this important matter.

Sincerely,

Jeffrey B. Weeden
President and Chief Executive Officer

            , 200 
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MFN Financial Corporation
100 Field Drive, Suite 340
Lake Forest, Illinois 60045

NOTICE OF SPECIAL MEETING OF STOCKHOLDERS
To Be Held On             , 2002

    Notice is hereby given that a special meeting of the stockholders of MFN Financial Corporation will be held at            , on   ,              , 2002
at            , local time.

    A proxy card, a Proxy Statement and a postage-paid envelope for the special meeting are enclosed. The special meeting is for the following
purposes:

1.
To approve and adopt the Agreement and Plan of Merger, dated November 18, 2001, among MFN Financial Corporation
("MFN"), CPS Mergersub, Inc. and Consumer Portfolio Services, Inc. ("CPS"). Under the terms of the merger agreement,
CPS Mergersub, Inc., a wholly owned subsidiary of Consumer Portfolio Services, Inc., will merge with and into MFN, and
MFN will become a wholly owned subsidiary of CPS. You will be entitled to receive $10.00 in cash for each share of our
common stock that you own. A copy of the merger agreement is included as Appendix A to the accompanying Proxy
Statement; and

2.
To transact such other matters as may properly come before the special meeting or any adjournments or postponements
thereof. We are not currently aware of any other business to come before the special meeting.

    Only those stockholders of record at the close of business on            , 200 are entitled to the notice hereof and to attend and vote at the special
meeting, and any adjournments or postponements of the special meeting. The accompanying Proxy Statement and proxy card are being sent to
our stockholders on or about            , 200 .

    You are cordially invited to attend the special meeting of stockholders. However, to ensure your representation at the special meeting, please
complete, sign, date and promptly mail your proxy card in the enclosed postage-paid envelope. The proxy card will not be used if you attend and
vote at the special meeting in person.

By Order of the Board of
Directors,

Jeffrey B. Weeden
President and Chief Executive
Officer

Lake Forest, Illinois
            , 200 

    YOUR BOARD OF DIRECTORS HAS UNANIMOUSLY APPROVED THE MERGER AGREEMENT AND RECOMMENDS THAT
YOU VOTE "FOR" APPROVAL OF THE MERGER AGREEMENT.

MFN Financial Corporation
100 Field Drive, Suite 340
Lake Forest, Illinois 60045

PROXY STATEMENT
FOR THE SPECIAL MEETING OF STOCKHOLDERS

TO BE HELD ON               , 2002
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    The Boards of Directors of MFN Financial Corporation and Consumer Portfolio Services, Inc. have agreed on a merger that will combine our
businesses. This Proxy Statement and the accompanying proxy card are being furnished in connection with the solicitation by the Board of
Directors of MFN of proxies for use at the special meeting of our stockholders to be held at              , 2002, at            , local time, or at any
postponements or adjournments thereof.

    At the special meeting, MFN stockholders will be asked to approve the Agreement and Plan of Merger, dated as of November 18, 2001,
among MFN Financial Corporation, Consumer Portfolio Services, Inc. and CPS Mergersub, Inc., a wholly owned direct subsidiary of CPS.
Consummation of the merger will result in:

�
CPS Mergersub, Inc. merging with and into MFN, with MFN surviving and becoming a direct wholly owned subsidiary of
CPS.

�
each share of MFN common stock outstanding immediately prior to the closing of the merger being converted into the right
to receive $10.00 in cash, other than shares held by stockholders of MFN who are entitled to and who have perfected their
appraisal rights.

    MFN cannot complete the merger without the approval of its stockholders. Approval of the merger agreement requires the affirmative vote of
at least a majority of the outstanding shares of MFN common stock entitled to vote.

    The Board of Directors of MFN has unanimously approved the merger agreement, has declared the merger advisable and in the best interests
of MFN and its stockholders, and recommends that you vote "FOR" approval of the merger agreement and the merger.

    This Proxy Statement and the accompanying proxy card are first being mailed or otherwise distributed to our stockholders on or about            ,
200 .
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SUMMARY

    This summary highlights selected information from this Proxy Statement. It does not contain all of the information that is important to you.
You should carefully read this entire Proxy Statement, including the merger agreement, and the other documents we refer to for a more complete
understanding of the merger. We have included page references in this summary to direct you to other places in this Proxy Statement where you
can find a more complete description of the topics we discuss below. Please also see "Where You Can Find More Information" on page      .

The Companies (see page  )

Consumer Portfolio Services, Inc.,
16355 Laguna Canyon Road
Irvine, CA 92618
(949) 753-6800
Nasdaq/NMS: "CPSS"

    CPS purchases, securitizes and services consumer automobile installment purchase contracts originated primarily by car dealers affiliated with
major foreign and domestic manufacturers. CPS purchases the contracts at its headquarters in Irvine, California. CPS services contracts from its
headquarters and from branch locations in Chesapeake, Virginia and Dallas, Texas.

MFN Financial Corporation
100 Field Drive, Suite 340
Lake Forest, IL 60045
(847) 295-8600
OTC/BB: "MFNF"

    MFN Financial Corporation purchases, securitizes and services contracts originated by both independent used automobile dealers and dealers
affiliated with major foreign and domestic automobile manufacturers. Approximately 65% of our business comes from independent used
automobile dealers. Credit approval, contract purchasing and contract processing are all centrally performed and controlled through 5 regional
buying centers. MFN acts as the servicer of all contracts it purchases and securitizes in return for a monthly servicing fee. Contracts are serviced
at one of our regional collection centers located in Florida, Georgia, Illinois, Louisiana, Nevada, Ohio and Virginia.

The Merger (see page  )
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    We have entered into a merger agreement that provides for our merger with a newly formed subsidiary of Consumer Portfolio Services, Inc.
As a result of the merger, we will become a wholly owned subsidiary of CPS. We expect to complete the merger in the first quarter of 2002. We
urge you to read the merger agreement, which is included as Appendix A to this Proxy Statement, carefully and in its entirety.

Our Reasons for the Merger (see page  )

    Our Board of Directors believes that the merger is advisable and in the best interests of MFN and our stockholders and unanimously
recommends that our stockholders vote "FOR" the approval of the merger agreement. The Board of Directors believes that the merger will
enable our stockholders to realize value on their investment in MFN. In reaching its decision to adopt the merger agreement, our Board
considered various factors which are discussed in detail in this Proxy Statement.

Each Share Will Be Exchanged for $10.00 in Cash (see page  )

    Upon completion of the merger, each outstanding share of our common stock, except shares that MFN stockholders have validly asserted
appraisal rights, will be converted into the right to receive $10.00 in cash. For example, if you own 100 shares of our common stock, you will be
entitled to receive $1,000.00 upon the surrender of your certificate for those shares. In addition, each outstanding option to acquire shares of our
common stock will be cancelled and converted into the right to receive the amount by which $10.00 exceeds the applicable option exercise price.

We Recommend That Our Stockholders Approve the Merger (see page  )

    Our Board of Directors has determined that the terms and conditions of the merger are fair, advisable and in your best interests and
unanimously recommends that you vote "FOR" approval of the merger and the merger agreement.

Summary Effects of the Merger (see page  )

    Following the merger, CPS will own all of our outstanding shares of common stock. CPS will have complete control over the management
and conduct of our business, all income we generate and any future increase in our value. Similarly, CPS will also bear the risk of any losses
incurred in our operation and any decrease in our value. As a result of the merger, MFN will be privately held and there will be no public market
for MFN common stock. When we complete the merger, our common stock will no longer be quoted or traded on any market, and will no longer
be registered under the Securities Exchange Act of 1934, as amended.

Our Financial Advisor Believes That the Transaction Is Fair to Our Stockholders (see page  )

    In deciding to approve the merger and the merger agreement, our Board of Directors considered, among various other factors described
below, the opinion of Keefe, Bruyette & Woods, Inc. ("KBW"), our financial advisor. On November 15 and 18, 2001, KBW delivered to our
Board its oral opinion, which opinion was confirmed in writing on November 18, 2001, to the effect that, as of those dates and based upon and
subject to the matters stated in the opinion, the consideration our stockholders will receive in the merger is fair from a financial point of view.
The full text of the written opinion, dated November 18, 2001, which describes assumptions made, matters considered and limitations on the
review undertaken in connection with the opinion, is attached as Appendix B to this Proxy Statement. We urge you to read this opinion in its
entirety.

    In consideration for services rendered in connection with the transactions contemplated by the merger agreement, we paid KBW an initial fee
of $25,000 and an additional $75,000 in retainer fees. In addition, we paid KBW $410,000 upon the execution of the merger agreement, and
have agreed to pay KBW a fee of $260,000 upon the mailing of this Proxy Statement and a fee of $780,000 upon the closing of the merger. We
have also agreed to reimburse KBW for its reasonable expenses incurred in connection with the merger and to indemnify it against certain
liabilities.

The Transaction Will Be a Taxable Event for Our Stockholders (see page  )

    The receipt of cash in exchange for your common stock pursuant to the merger will be a taxable transaction for federal income tax purposes
and may also be a taxable transaction under applicable state, local and foreign tax laws. You will be required to recognize gain or loss equal to
the difference between the amount of cash received in the merger and the adjusted basis in your common stock surrendered in the merger. The
gain or loss will be a long-term capital gain or loss if you have held your common stock for more than 1 year. If you are a non-corporate
stockholder, a long-term capital gain will be subject to a maximum federal income tax rate of 20%.

    You should consult your own tax advisors regarding all of the tax consequences of the merger.
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Appraisal Rights (see page  )

    You have the right to demand the "fair value" of your shares in cash and to receive a cash amount that the Delaware Chancery Court decides
is the "fair value" of your shares of common stock. This amount may be more or less than the value of the merger consideration you would
receive pursuant to the merger agreement. This right is known as your "appraisal right."

    If you wish to exercise your appraisal right, do not vote in favor of the merger and take the series of steps summarized on pages  and set out in
full in Appendix C to this Proxy Statement.

    CPS's obligation to effect the merger is subject to the condition that appraisal rights are exercised by the holders of no more than 7% of our
common stock.

2

The Special Meeting (see page  )

    The Special Meeting will be held on      , 2002 at  , local time, at            ,             ,      . At the special meeting, you will be asked to consider
and vote upon a proposal to approve the merger and the merger agreement.

Record Date; Vote Required (see page  )

    You can vote at the special meeting if you owned our common stock at the close of business on            , 200  . On that date, there
were            shares of our common stock outstanding and entitled to vote. You can cast one vote for each share of our common stock that you
owned on that date. In order to approve the merger and the merger agreement, the holders of a majority of the outstanding shares of our common
stock must vote in favor of doing so.

Officers and Directors Have Interests in the Merger That Are Different from, or in Addition to, their Interests as Stockholders (see
page  )

    When considering the recommendation of our Board, you should be aware that some directors and officers have interests in the merger that
are different from, or in addition to, yours. As a result, these directors and officers may be more likely to vote to approve the merger than our
stockholders generally. These interests include:

�
The consummation of the merger will result in substantial payments being made and/or benefits being provided to our
directors and executive officers under various compensation plans and employment and change of control agreements
between MFN and these directors and executive officers.

�
CPS also has agreed to pay for a run-off or "tail" policy on our insurance to indemnify our officers and directors for events
that occurred prior to the merger or that arise from the merger agreement or any transaction contemplated by it.

    Our Board of Directors was aware of these interests and considered them in its decision to approve the merger agreement.

Conditions to Completion of the Merger (see page  )

    The completion of the merger depends on a number of conditions being satisfied, including certain regulatory reviews and approval of the
merger and the merger agreement by our stockholders.

CPS and MFN May Amend the Terms of the Merger (see page  )

    CPS and MFN may jointly amend the terms of the merger. However, after you approve the merger, you must approve any amendment if
required by law.

CPS and MFN May Decide Not to Complete the Merger (see page  )
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    CPS and MFN may jointly decide at any time not to complete the merger, even if our stockholders have approved it. Also, either of MFN or
CPS may decide not to complete the merger if the merger is not completed by March 31, 2002.

    We also may terminate the merger agreement in order to accept a superior proposal to acquire MFN.

    Furthermore, CPS may terminate the merger agreement if:

�
our Board withdraws or materially changes its recommendation to approve the merger and the merger agreement;

�
our Board recommends or accepts another acquisition proposal;

�
if CPS is unable to obtain adequate financing to pay the merger consideration; or

�
if we do not have a minimum of $74,000,000 in "unrestricted cash availability" (as such term is described on page  ).

Termination Fees (see page  )

    In the event the merger agreement is terminated by either CPS or MFN in certain cases and as provided in the merger agreement, CPS or
MFN, as the case may be, must reimburse the other for expenses and pay to the other termination fees, ranging between $750,000

3

and $3,000,000, depending on the reason for such termination.

Procedures Relating to Your Vote at the Special Meeting (see page   )

�
In order to have a quorum at the special meeting, a majority of all outstanding shares of common stock as of the record date
must be present, in person or by proxy.

�
In order to approve and adopt the merger agreement, we must obtain the affirmative vote of the holders of a majority of the
shares of our outstanding common stock. Abstentions and broker non-votes will have the effect of a vote "AGAINST" the
approval and adoption of the merger agreement and the merger.

�
You should complete, date and sign your proxy card and mail it in the enclosed return envelope as soon as possible so that
your shares are represented at the meeting, even if you plan to attend the meeting in person. Unless you specify to the
contrary, all of your shares represented by valid proxies will be voted "FOR" the approval and adoption of the merger
agreement and the merger.

�
If your shares are held in "street name" by your broker, your broker will vote your shares, but only if you provide
instructions on how to vote. You should follow the procedures provided by your broker regarding the voting of your shares.

Revoking Your Proxy (see page  )

    Until voting occurs at the special meeting, you can revoke your proxy and change your vote in any of the following ways:

�
delivering a proxy of a later date by mail;

�
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sending a written notice to the person to whom you submitted your proxy stating that you would like to revoke your proxy;

�
if you have instructed your broker to vote your shares, by following the directions received from your broker to change those
instructions; or

�
unless you have voted through your broker, by attending the meeting and voting in person. Your attendance at the meeting
will not, by itself revoke your proxy; you must vote in person at the meeting.

The Merger Is Expected to Be Completed in the First Quarter of 2002 (see page  )

    The merger will occur only after all the conditions to its completion have been satisfied or waived. Currently, we anticipate that the merger
will be completed in the first quarter of 2002.

Employee Benefit Plans and Stock Options (see page  )

    In connection with the merger, certain of our directors and officers will be eligible to receive change-in-control payments as a result of the
merger.

    Stock options to purchase common stock made pursuant to our stock option plan will become vested immediately prior to the closing of the
merger and our stock option plan will terminate as of the closing of the merger. All MFN options will be cancelled and holders of MFN options
will receive a cash payment equal to the difference between the exercise price for the MFN option and $10.00.

    After the closing of merger, CPS will provide our employees with the opportunity to participate in the employee benefit plans CPS maintains
for its similarly situated employees.

Our Warrants will Remain Outstanding (see page  )

    Our Series A, B and C Warrants will remain outstanding after the merger, and holders of these warrants will have the right to receive the
merger consideration of $10.00 upon exercise of the warrants. However, given that the exercise price of all warrants is greater than $10.00, we
do not expect that any holder of warrants will exercise its right to receive the merger consideration.

4

QUESTIONS AND ANSWERS ABOUT
THE MERGER AND THE SPECIAL MEETING

Q: What am I being asked to vote on? What is the proposed transaction?

A:
We are asking you to vote on the approval and adoption of an agreement that provides for the merger of a wholly owned subsidiary of
Consumer Portfolio Services, Inc. with and into MFN Financial Corporation. As a result of the merger, we will cease to be an
independent, publicly traded company and will become a wholly owned subsidiary of CPS.

Q: What will I receive in the merger?

A:
If the merger is completed and you do not exercise your appraisal rights under Delaware law, you will receive $10.00 in cash for each
share of our common stock that you own (the "merger consideration").

Q: Why is my vote important?

A:
The merger agreement must be approved by a majority of the outstanding shares of our common stock entitled to vote. If you do not
return your proxy card or vote in person at the special meeting, it will have the same effect as a vote against the merger agreement.
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Q: When do you expect to complete the merger?

A:
We are working to complete the merger in the first quarter of 2002. Because the merger is subject to various conditions, however, we
cannot predict the exact timing.

Q: Does the Board of Directors recommend voting in favor of the merger?

A:
Yes. After careful consideration, your Board of Directors unanimously recommends that you vote to approve the merger and the
merger agreement.

Q: What are the federal income tax consequences of the merger to me?

A:
The receipt of the merger consideration in exchange for common stock surrendered in the merger will constitute a taxable transaction
for federal income tax purposes. In general, if you surrender common stock pursuant to the merger, you will recognize a gain or loss
equal to the difference, if any, between $10.00 per share and the stockholder's adjusted tax basis in that share. We urge you to consult
your own tax advisor regarding the specific tax consequences that may result from your individual circumstances as well as the
foreign, state and local tax consequences of the surrender of shares in the merger.

Q: How do I vote?

A:
Mail your signed proxy card in the enclosed return envelope as soon as possible so that your shares may be represented at the special
meeting. You may also attend the meeting in person instead of submitting a proxy.

Q: If my shares are held in street name by my broker, will my broker automatically vote my shares for me?

A:
No. Your broker will not be able to vote your shares without instructions from you. You should instruct your broker to vote your
shares, following the directions your broker provides.

Q: What if I fail to instruct my broker?

A:
If you fail to instruct your broker to vote your shares, it will have the same effect as a vote against the merger agreement. You should
follow the directions provided by your broker regarding how to instruct your broker to vote your shares.

Q: Can I change my vote after submitting my proxy?

A:
Yes. If you have not voted through your broker, there are three ways you can change

5

your vote after you have sent in your proxy card:

�
You may send a written notice to the person to whom you submitted your proxy stating that you would like to revoke your
proxy. For proxies returned to us, the notice should be submitted to our Secretary, Mark Dapier.

�
You may complete and submit a new proxy card. Any earlier proxies will be revoked automatically.

�
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You may attend the special meeting and vote in person. However, simply attending the special meeting without voting in
person will not revoke your proxy.

    If you have instructed your broker or other nominee to vote your shares, you must follow directions you receive from such broker or other
nominee to change your vote.

Q: Should I send in my stock certificates now?

A:
No. After we complete the merger, instructions explaining how to exchange your shares of MFN common stock for the merger
consideration will be sent to you.

Q: What if I oppose the merger? Am I entitled to appraisal rights?

A:
Yes. You are entitled to appraisal rights in connection with the merger by properly complying with the requirements of Delaware law.
For a more complete description of appraisal rights, see the information under the caption "Appraisal Rights" beginning on page  .

In addition, we have attached to this Proxy Statement the full text of the applicable provisions of Delaware law as Appendix C.

Q: Who can I call with questions?

A:
If you have questions about the merger or how to submit your proxy card, or if you need additional copies of this Proxy Statement or
the enclosed proxy card or additional voting instructions, please call Mark Whitham, our Chief Financial Officer, at (847) 295-8600,
extension 120.

6

WHERE YOU CAN FIND MORE INFORMATION

    As public companies, both CPS and MFN are required to file annual, quarterly and current reports, proxy statements and other information
with the Securities and Exchange Commission (the "SEC"). You may read and copy any reports, statements or other information that MFN and
CPS file at the SEC's public reference rooms in Washington, D.C., New York, New York, and Chicago, Illinois. Please call the SEC at
1-800-SEC-0330 for further information on the public reference rooms. In addition, both CPS's and MFN's public filings are available to the
public from commercial document retrieval services and on the SEC's Internet website located at "http://www.sec.gov".
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THE SPECIAL MEETING

General

    We are furnishing this Proxy Statement to our holders of common stock in connection with the solicitation of proxies by our Board of
Directors for use at the special meeting of stockholders of MFN. The special meeting will be held on            , 2002 at    , local time,
at                  ,                  ,                   ,   .

    This Proxy Statement is first being furnished to our stockholders on or about            , 200  .

Matters to Be Considered at the Special Meeting

    At the special meeting, you will be asked:
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�
to consider and vote upon the approval of the merger and the merger agreement; and

�
to transact any other business as may properly come before the special meeting.

    As of            , 200  , we do not know of any business that will be presented for consideration at the special meeting other than the approval of
the merger agreement.

Record Date; Vote Required

    Our Board has fixed the close of business on            , 200  as the record date for determination of our stockholders entitled to notice of and to
vote at the special meeting. As of            , 200  , there were            shares of our common stock outstanding and entitled to vote at the special
meeting. CPS does not own any shares of our common stock.

    Each outstanding share of our common stock will be entitled to cast one vote per share at the special meeting. You may vote in person or by
submitting a properly executed proxy. The presence, in person or by properly executed proxies, of the holders of a majority of the outstanding
shares entitled to vote at the special meeting will constitute a quorum. Abstentions and broker non-votes will be treated as shares present at the
special meeting for purposes of determining the presence of a quorum. A broker non-vote is an unvoted proxy submitted by a broker. Under
applicable rules, brokers or other nominees who hold shares in street name for customers who are the beneficial owners of such shares may not
vote those shares with respect to the merger agreement unless they have received specific instructions from their customers.

    To approve and adopt the merger agreement, the holders of a majority of the outstanding shares of our common stock entitled to vote must
vote in favor of the approval of the merger agreement. Consequently, a failure to vote, an abstention or a broker non-vote will have the same
effect as voting against the merger agreement. In addition, the failure to return a proxy or vote in person will have the effect of a vote against the
approval of the merger and the merger agreement. Brokers holding shares for beneficial owners cannot vote on the actions proposed in this
Proxy Statement without the owners' specific instructions. Accordingly, we urge you to return the enclosed proxy card marked to indicate your
vote or provide your broker with instructions on how your shares should be voted.

Voting of Proxies

    To assure that your shares are represented at the special meeting, we urge you to complete, date and sign the enclosed proxy and promptly
return it in the enclosed postage-paid envelope or otherwise mail it to our headquarters. If your shares are held in "street name" by your broker,
your broker will vote your shares only if you provide instructions on how to vote. Your broker will provide you directions on how to instruct the
broker to vote your shares. All properly executed proxies that we receive prior to the vote at the special meeting, and that are not revoked, will
be voted in accordance
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with the instructions indicated on the proxies or, if no direction is indicated, to approve the merger and the merger agreement.

Revocability of Proxies

    If you are the record holder of your shares, you can revoke your proxy at any time before the vote is taken at the special meeting by:

�
submitting written notice of revocation to the Secretary of MFN,

�
submitting a properly executed proxy of a later date, or

�
voting in person at the special meeting, but simply attending the special meeting without voting will not revoke an earlier
proxy.

    Written notice of revocation and other communications about revoking your proxy should be addressed to:
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MFN Financial Corporation
100 Field Drive, Suite 340
Lake Forest, Illinois 60045
Attention: Mark Dapier, Secretary

    If your shares are held in "street name" by your broker, please follow your broker's instructions on revoking your proxy or changing your
vote.

MFN Financial Corporation Common Stock

    Our common stock is quoted on the Over-the-Counter Bulletin Board under the symbol "MFNF". On November 16, 2001, the last trading day
prior to the announcement that we had entered into the merger agreement, the closing market price per share of our common stock was $5.25.
On            , 200  , the last practicable date prior to printing this Proxy Statement, the closing market price per share of our common stock was
$      .

Solicitation of Proxies and Expenses

    We will not retain the services of a proxy solicitor to assist in the solicitation of proxies from our stockholders. In addition to solicitation by
mail, our directors, officers, employees and representatives may solicit proxies from stockholders by telephone, facsimile or in person.

    We will bear our own expenses in connection with the solicitation of proxies for the special meeting, except that we will split all filing and
other fees paid to the Securities and Exchange Commission in connection with this Proxy Statement with CPS, including costs of
communicating with our stockholders. Brokerage houses, nominees, fiduciaries and other custodians will be requested to forward soliciting
materials to beneficial owners and will be reimbursed for their reasonable expenses incurred in sending proxy materials to beneficial owners.

Board Recommendation

    Our Board has determined that the merger is advisable and fair to, and in the best interests of, MFN and our stockholders. Accordingly, the
Board has unanimously approved the merger and the merger agreement and unanimously recommends that stockholders vote for approval of the
merger and the merger agreement. In considering this recommendation, you should be aware that some of our directors and officers have
interests in the merger that are different from, or in addition to, yours.

    The matters to be considered at the special meeting are of great importance to you as a stockholder of MFN. Accordingly, we urge you to read
and carefully consider the information

9

presented in this Proxy Statement, and to complete, date, sign and promptly return the enclosed proxy card in the enclosed postage-paid
envelope, following the instructions outlined on the enclosed proxy.

    You should not send any stock certificates with your proxy card. A transmittal form with instructions for the surrender of your common stock
certificates will be mailed to you promptly after completion of the merger.

10

THE PROPOSED MERGER

    The information in this Proxy Statement concerning the terms of the merger is qualified in its entirety by reference to the full text of the
merger agreement, which is attached as Appendix A and incorporated by reference herein. All stockholders are urged to read the merger
agreement in its entirety, as well as the opinion of our financial advisor attached as Appendix B.

General
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    As soon as possible after the conditions to consummation of the merger described below have been satisfied or waived, and unless the merger
agreement has been terminated as discussed below, a wholly owned subsidiary of CPS will be merged with and into MFN in accordance with
Delaware law. MFN will be the surviving corporation of the merger and will become a wholly owned subsidiary of CPS. Upon completion of
the merger, our stockholders will be entitled to receive $10.00 in cash, without interest, for each share of MFN common stock they own and will
cease to be stockholders of MFN.

The Companies

    MFN Financial Corporation.  MFN is a Delaware corporation and the parent entity of a consumer finance concern engaged, through its
primary operating subsidiary, Mercury Finance Company, LLC, in the business of purchasing, securitizing and servicing individual installment
sales finance contracts from automobile dealers. Our headquarters are located in Lake Forest, Illinois, with locations in Florida, Georgia, Illinois,
Louisiana, Nevada, Ohio and Virginia. Our common stock is quoted on the Over-the-Counter Bulletin Board under the symbol "MFNF."

    Our primary strategic focus is the purchase of individual installment sales finance contracts from automobile dealers. Substantially all of our
sales finance contracts are written with "non-prime" borrowers. These are borrowers which generally would not be expected to qualify for
traditional financing as provided by commercial banks or automobile manufacturers' captive finance companies.

    The business mix of our net finance receivables portfolio at September 30, 2001 is 95.5% automobile sales finance receivables, 3.0%
non-automobile sales finance receivables and 1.5% direct consumer loans. The sales finance receivables are serviced through our collection
office network. The non-automobile sales finance receivables and the consumer loan receivables are serviced through Midland Finance
Company, a wholly owned subsidiary of MFN located in Chicago, Illinois. MFN announced in October 2001 that it was closing its Midland
Finance Company operations and has discontinued originating direct loans and purchasing non-automobile sales finance receivables.

    On March 23, 1999, we emerged from bankruptcy proceedings in the United States Bankruptcy Court for the Northern District of Illinois
pursuant to a Second Amended Plan of Reorganization.

    Our principal executive offices are located at 100 Field Drive, Suite 340, Lake Forest, Illinois 60045, and our main telephone number is
(847) 295-8600.

    Consumer Portfolio Services, Inc.  CPS, a California corporation, is a consumer finance company specializing in the business of purchasing,
selling and servicing retail automobile installment contracts originated by licensed motor vehicle dealers in the sale of new and used
automobiles. Through its purchases, CPS provides indirect financing to customers with limited credit histories, low incomes or past credit
problems. CPS serves as an alternative source of financing, facilitating sales to customers who otherwise might not be able to obtain financing.
CPS does not lend money directly to consumers. Rather, it purchases installment contracts from dealers. From its inception in 1991 through
September 30, 2001, CPS has purchased approximately $3.8 billion of installment contracts. As of September 30, 2001, CPS had an outstanding
servicing portfolio of approximately $314 million. CPS's common stock is quoted on the Nasdaq National Market under the symbol "CPSS."
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    CPS's automobile financing programs are designed to serve customers who generally would not qualify for automobile financing from
traditional sources, such as commercial banks, credit unions and the captive finance companies affiliated with major automobile manufacturers.
Such customers generally have limited credit histories, low incomes or past credit problems, and are therefore often unable to obtain credit from
traditional sources of automobile financing. Because CPS serves customers who are unable to meet the credit standards imposed by most
traditional automobile financing sources, CPS generally receives interest at rates higher than those charged by traditional automobile financing
sources. CPS also sustains a higher level of credit losses than traditional automobile financing sources since CPS provides financing in a
relatively high risk market.

    CPS Mergersub, Inc. is a direct wholly owned subsidiary of CPS and was formed in November 2001 for the sole purpose of effecting the
transactions contemplated by the merger agreement. It has not engaged in, and will not engage in, any other business, and it has no significant
assets and no known liabilities.

    CPS's principal executive offices are located at 16355 Laguna Canyon Road, Irvine, California 92618 and its main telephone number is
(949) 753-6800.

Background of the Merger

    MFN emerged from bankruptcy in March of 1999, and at that time a new Board of Directors and management team were installed. The
mission of the new management team was to re-establish the credibility of MFN in its marketplace and with its stockholders and investors.
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MFN's management and Board installed new technology, improved internal controls and believes it has successfully returned MFN to
profitability. In early 2000, our Board determined it to be appropriate to evaluate strategic options to increase stockholder value, including a
potential acquisition of MFN by a third party.

    In February 2000, MFN engaged Keefe Bruyette & Woods, Inc., a nationally recognized investment banking firm, to assist the Board in
assessing MFN's strategic alternatives. In May 2000 at the request of the Board, KBW began contacting selected parties on an undisclosed basis
about their potential interest in acquiring MFN. Over a number of months, 5 of these parties expressed potential interest and were provided with
further information, including the identity of MFN. By early November 2000, a party ("Party A") expressed interest in exploring a possible
transaction with MFN and proceeded to commence a due diligence review of MFN soon thereafter.

    Also in November 2000, the chief executive officer of CPS initiated contact with MFN's chairman to inquire as to MFN's interest in
combining the two companies. In January 2001, representatives of MFN and CPS held discussions regarding a potential transaction. Following
these discussions, the Board was apprised of CPS's interest, the parties executed a confidentiality agreement, and CPS commenced its due
diligence review of MFN.

    In February 2001, CPS submitted a written proposal to acquire MFN for per share consideration of $8.50 in cash and $2.00 in notes. Over the
next four months, MFN engaged in further negotiations with CPS regarding the terms, conditions and structure of a potential transaction. On
July 6, 2001, CPS altered the proposed per share pricing terms to $8.50 in cash and CPS preferred stock with a stated or liquidation value of
$2.25.

    Meanwhile, in May 2001, Party A submitted a written proposal to acquire MFN for $8.50 in cash per share. On the basis of the proposal,
MFN invited Party A to engage in further due diligence of MFN. Following several negotiation sessions over the next few months, Party A
submitted a revised offer, raising its bid to $9.75 in cash per share. In discussing this bid with MFN's chairman, Party A orally increased its
proposal to $10.00 per share, subject to further due diligence, obtaining the necessary financing and the negotiation of a definitive agreement.
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    During this time, MFN continued to negotiate the terms of a possible transaction with CPS, and on August 27 and 28, 2001, MFN
management, together with its legal counsel and a representative of KBW, met with CPS to conduct due diligence regarding CPS. MFN and
CPS then proceeded with the negotiation of a definitive agreement.

    In late September 2001, representatives of Party A conducted additional legal and financial due diligence of MFN. On October 8, 2001,
Party A contacted MFN stating that given the occurrence of recent national events, current market conditions and certain financial constraints, it
was not prepared to proceed with a transaction at that time.

    At each of the regularly scheduled MFN Board meetings in January, April, July and October, management reported to the Board regarding the
on-going discussions and negotiations with CPS and Party A.

    Following the October 2001 Board meeting and over the next several weeks, MFN continued to negotiate with CPS to finalize the terms of the
proposed transaction and to confirm the status of CPS's financing commitments. During the course of these negotiations, CPS agreed to change
its proposal to an all cash transaction with a purchase price of $10.00 per share.

    On November 6, 2001, the Board was provided an update on the current status of the CPS proposal and was alerted to the possible need for a
special meeting over the coming weeks.

    On November 15, 2001, our Board held a special meeting, attended by all directors, to consider the proposed transaction with CPS. At the
Board meeting, our legal counsel and representatives of KBW made a presentation regarding the terms of the proposed transaction, and KBW
delivered its oral opinion that the proposed merger consideration to be paid in the transaction was fair to the MFN stockholders from a financial
point of view. The Board was also informed that the CPS board of directors had already approved the proposed transaction earlier that week.

    A second Board meeting was convened on November 16, 2001, attended by all directors, for further discussion of the proposed transaction. At
that meeting, the Board was updated on the resolution of the remaining outstanding issues, including the receipt by CPS of executed financing
commitment letters.

    A third Board meeting was convened on November 18, 2001, attended by all directors, for the final consideration of the proposed transaction.
After a comprehensive discussion of the merits and relative risks of the proposed transaction and reaffirmation by KBW of its oral opinion,
which opinion was confirmed in writing on November 18, 2001 and is attached as Appendix B, that the proposed merger consideration was fair
to the MFN stockholders from a financial point of view, the Board unanimously approved the merger and the merger agreement.
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Reasons for the Merger and the Recommendation of the Board of Directors

    As indicated under "Background of the Merger," our Board of Directors unanimously determined on November 18, 2001 that the terms of the
merger agreement were in the best interests of our company and our stockholders.

    In the course of reaching its decision to approve the merger agreement and the merger and not to remain as an independent company, our
Board of Directors consulted with its legal and financial advisors, as well as senior management, and considered numerous factors. The
following are some of the material factors considered by the Board:

�
The opinion of our financial advisor that the merger consideration consisting of cash in the amount of $10.00 per share of
common stock is fair to our stockholders from a financial point of view, as more fully discussed below under the caption
"Opinion of Financial Advisor";
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�
The calculation by our financial advisor, using an 18% discount rate and market multiples ranging from 9.5 to 11.5 times
earnings based upon publicly available information and base case projections for the company, that if we were to remain
independent, the net present value per share of our common stock was $5.89 and $7.13, respectively;

�
The relationship of the $10.00 consideration per share and the historical and then current market prices for shares of our
common stock, including the fact that the $10.00 consideration per share represented premiums of approximately 90%, 72%,
59% and 59% over the closing market prices of the common stock immediately prior to, and the average of the last 30, 60,
and 90 trading days, respectively, prior to the execution and delivery of the merger agreement;

�
The prices and premiums paid in comparable acquisition transactions involving other consumer finance institutions of which
our Board of Directors was aware, based, among other things, on information supplied by our financial advisor. With respect
to this factor, our Board noted that the price offered by CPS generally compared favorably with similar transactions
involving other comparable financial institutions;

�
A review of the terms of the proposal by CPS, including the form of consideration to be paid, cash, which our Board
believed would be desired by the holders of a majority of the shares of our common stock because it provides a fixed value
to stockholders and not a security that would be subject to possible decline in value. The tax effect of the proposals on our
stockholders was also considered;

�
Information concerning our financial condition, results of operations, capital levels, asset quality and prospects;

�
The size of our company relative to the market in which we compete;

�
Our ability to access capital markets and its effect on our prospects of increasing our market share;

�
Providing our stockholders with liquidity;

�
Industry and economic conditions;

�
Our assessment of CPS's ability to pay the aggregate merger consideration;

�
The general structure of the transaction;
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�
The results of our due diligence investigation of CPS;

�
Our assessment of CPS's financing commitments;

�
CPS's ability to terminate the merger if adequate financing was unavailable;

�
Our strategic alternatives to the merger, including our assessment of our prospects if we continue the operation of MFN as
an independent company or liquidate our assets;

�
The results of the extensive process that had been undertaken over a period of many months to identify and solicit proposals
from third parties to enter into a strategic transaction with us;

�
The Board's familiarity with and review of our business, results of operations, financial condition and prospects, as well as
consumer finance industry conditions generally and the changing environment for such services, as presented at its meetings
on April 25, 2000, July 24, 2001, October 23, 2001 and November 15, 16 and 18, 2001;

�
The Board's view, based on advice received from both outside counsel and our financial advisor, that the terms of the merger
agreement, including the termination fee provisions, contain
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provisions customary for this type of transaction and allow the Board to continue to fulfill its fiduciary duties; and

�
The effect of the proposed merger on the customers and employees of MFN.

    In reaching its determination to approve and recommend the merger, our Board of Directors did not assign any relative or specific weights to
the foregoing factors, and individual directors may have given differing weights to different factors. After deliberating with respect to the merger
and the other transactions contemplated by the agreement, considering, among other things, the matters discussed above and the opinion of our
financial advisor referred to above, the Board of Directors unanimously approved the merger agreement and unanimously recommends our
stockholders vote in favor of the approval and adoption of the merger agreement and the merger.

Opinion of Keefe, Bruyette & Woods, Inc.

    MFN engaged Keefe, Bruyette & Woods, Inc. to act as its financial advisor in connection with the merger. KBW agreed to assist MFN in
analyzing, structuring, negotiating and effecting a transaction with CPS. MFN selected KBW because KBW is a nationally recognized
investment-banking firm with substantial experience in transactions similar to the merger and is familiar with MFN and its business. As part of
its investment banking business, KBW is continually engaged in the valuation of financial businesses and their securities in connection with
mergers and acquisitions.

    On November 15, 2001, the MFN Board held a meeting to evaluate the proposed merger. At this meeting, KBW reviewed the financial
aspects of the merger and rendered an oral opinion that the consideration to be received by MFN stockholders in the merger was fair to those
stockholders from a financial point of view. On November 18, 2001, the Board of Directors of MFN held a meeting to approve the merger
agreement. At this meeting KBW confirmed its oral opinion that, as of that date and based upon and subject to the factors and assumptions set
forth in its written opinion, the consideration to be received was fair, from a financial point of view, to the MFN stockholders.

    The full text of KBW's written opinion is attached as Appendix B to this Proxy Statement and is incorporated herein by reference. MFN's
stockholders are urged to read the opinion in its entirety for a description of the procedures followed, assumptions made, matters considered, and
qualifications and limitations on the review undertaken by KBW.

KBW's opinion is directed to the MFN Board and addresses only the fairness, from a financial point of view, of the merger
consideration to the MFN stockholders. It does not address the underlying business decision to proceed with the merger and does not
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constitute a recommendation to any MFN stockholder as to how the stockholder should vote at the MFN special meeting on the merger
or any related matter.

    In rendering its opinion, KBW:

�
reviewed, among other things,

(a)
the merger agreement,

(b)
annual reports to stockholders and annual reports on Form 10-K of CPS,

(c)
annual reports to stockholders and annual reports on Form 10-K of MFN,

(d)
quarterly reports on Form 10-Q and other interim reports of CPS, and

(e)
quarterly reports on Form 10-Q and other interim reports of MFN;

�
held discussions with members of senior management of MFN and CPS regarding

(f)
past and current business operations,
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(g)
regulatory relationships,

(h)
financial condition, and

(i)
future prospects of the respective companies;

�
reviewed the market prices, valuation multiples, publicly reported financial conditions and results of operations for MFN and
CPS and compared them with those of certain publicly traded companies that KBW deemed to be relevant;

�
compared the proposed financial terms of the acquisition with the financial terms of certain other transactions that KBW
deemed to be relevant; and

�
performed other studies and analyses that it considered appropriate.

    In conducting its review and arriving at its opinion, KBW relied upon and assumed the accuracy and completeness of all of the financial and
other information provided to or otherwise made available to KBW or that was discussed with, or reviewed by or for KBW, or that was publicly
available. KBW did not attempt or assume any responsibility to verify such information independently. KBW relied upon the management of
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MFN and CPS as to the reasonableness and achievability of the financial and operating forecasts and projections (and assumptions and bases
therefor) provided to KBW. KBW assumed, without independent verification, that the aggregate allowances for loan and losses for CPS and
MFN are adequate to cover those losses. KBW did not make or obtain any evaluations or appraisals of any assets or liabilities of CPS or MFN,
and KBW did not examine any books and records or review individual credit files.

    The projections furnished to KBW and used by it in certain of its analyses were prepared by MFN's and CPS's senior management teams.
MFN and CPS do not publicly disclose internal management projections of the type provided to KBW in connection with its review of the
acquisition. As a result, such projections were not prepared with a view towards public disclosure. The projections were based on numerous
variables and assumptions which are inherently uncertain, including factors related to general economic and competitive conditions.
Accordingly, actual results could vary significantly from those set forth in the projections.

    For purposes of rendering its opinion, KBW assumed that, in all respects material to its analyses:

�
the merger will be completed substantially in accordance with the terms set forth in the merger agreement;

�
the representations and warranties of each party in the merger agreement and in all related documents and instruments
referred to in the merger agreement are true and correct;

�
each party to the merger agreement and all related documents will perform all of the covenants and agreements required to
be performed by such party under such documents;

�
all conditions to the completion of the merger will be satisfied without any waivers; and

�
in the course of obtaining the necessary regulatory, contractual, or other consents or approvals for the merger, no restrictions,
including any divestiture requirements, termination or other payments or amendments or modifications, will be imposed that
will have a material adverse effect on the future results of operations or financial condition of the combined entity or the
contemplated benefits of the merger.

    In performing its analyses, KBW made numerous assumptions with respect to industry performance, general business, economic, market and
financial conditions and other matters, many of which are beyond the control of KBW, MFN and CPS. Any estimates contained in the analyses
performed by KBW are not necessarily indicative of actual values or future results, which may be significantly more or less favorable than
suggested by these analyses. Additionally, estimates of the
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value of businesses or securities do not purport to be appraisals or to reflect the prices at which such businesses or securities might actually be
sold. Accordingly, these analyses and estimates are inherently subject to substantial uncertainty. In addition, the KBW opinion was among
several factors taken into consideration by the MFN Board in making its determination to approve the merger agreement and the merger.
Consequently, the analyses described below should not be viewed as determinative of the decision of the MFN Board or management of MFN
with respect to the fairness of the merger consideration.

    The following is a summary of the material analyses presented by KBW to the MFN Board on November 15, 2001 in connection with its oral
opinion. The summary is not a complete description of the analyses underlying the KBW opinion or the presentation made by KBW to the MFN
Board, but summarizes the material analyses performed and presented in connection with such opinion. The preparation of a fairness opinion is a
complex analytic process involving various determinations as to the most appropriate and relevant methods of financial analysis and the
application of those methods to the particular circumstances. Therefore, a fairness opinion is not readily susceptible to partial analysis or
summary description. In arriving at its opinion, KBW did not attribute any particular weight to any analysis or factor that it considered, but
rather made qualitative judgments as to the significance and relevance of each analysis and factor. Accordingly, KBW believes that its analyses
and the summary of its analyses must be considered as a whole. Not considering all analyses and factors or the full narrative description of the
financial analyses, including the methodologies and assumptions underlying the analyses, could create a misleading or incomplete view of the
process underlying its analyses and opinion.

    Offer Valuation.  KBW reviewed the terms of the proposed merger, including the historical price of MFN and the aggregate transaction
value. KBW calculated that based on the $10.00 per share price offered in the merger, MFN's stockholders would receive an 89% premium to
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the $5.30 closing bid price of MFN's common stock on November 12, 2001.

    Selected Transaction Analysis.  KBW reviewed certain financial data related to acquisitions of United States automobile finance companies.
The transactions included in the group were:

Susquehanna Bancshares / Hann Financial Corporation
Associates First Capital Corporation / Arcadia Financial, Ltd.
Fairlane Credit, LLC / Triad Financial Corp.
Capital One Financial Corp. / Summit Acceptance Corporation
Norwest Corp. / Fidelity Acceptance
Household International / ACC Consumer Finance Corp.
Southern National / Regional Acceptance Corp.
Bay View Capital Corp. / CTL Credit, Inc.

    No company or transaction used as a comparison in the above analysis is identical to MFN, CPS or the acquisition. Accordingly, an analysis
of these results is not mathematical. Rather, it involves complex considerations and judgments concerning differences in financial and operating
characteristics of the companies. The table below compares pricing multiples of the merger with those of the median values of the selected
transactions above, where the appropriate information was available.

Merger

Selected
Transaction

Median

Price-to-Annual Loan Originations 37% 34%
Price-to-Managed Receivables 25% 22%
Price-to-Trailing Earnings 20.5x 13.3x
Price-to-Book Value 75% 158%
Purchase Premium-to-Market Price 89% 30%
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    KBW noted that for the price-to-trailing earnings multiple for the merger, KBW used core earnings for MFN, which exclude negative
goodwill amortization, non-recurring items, and was presented on a fully taxed basis. KBW noted that the pricing multiples of the proposed
merger were generally better than those of the median values of the transactions reviewed. KBW also noted that the pricing multiples for the
transactions listed above have generally declined over time, and that there have been few transactions involving companies with business
operations similar to MFN in the past three years.

    Book Value Attainability.  KBW noted that book value was likely an unattainable value for stockholders in the event of any type of
liquidation scenario. Despite the fact that the MFN's loan portfolio is represented on its balance sheet, KBW noted that MFN did not have the
ability to sell the majority of its portfolio, since the collateral was being used to secure term securitization debt which MFN raised through the
securitization of its portfolio during the second quarter of 2001. KBW noted further that if MFN were to take steps toward liquidation, it could
jeopardize the servicing income stream related to the portfolio. Finally, it was noted that distributions to stockholders may trigger adverse
consequences related to MFN's deferred tax liability, adding additional cash outflows.

    Public Trading Multiples.  KBW compared the market performance of MFN to those of a group of publicly traded automobile finance
companies, that KBW determined to have business operations reasonably similar to that of MFN. The companies included were:

    AmeriCredit Corporation

    Credit Acceptance Corporation

    Consumer Portfolio Services, Inc.

    First Investors Financial Services, Inc.

    Onyx Acceptance Corporation

    Union Acceptance Corporation
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    WFS Financial, Inc.

    KBW noted that while the business operations of these companies were reasonably similar to MFN, there existed differences in the
companies' capitalization levels and methods of accounting that made direct comparison of financial statistics with companies in the group
somewhat difficult. The table below shows median statistics for three groups of auto finance companies: 1) smaller market capitalization;
2) larger market capitalization; and 3) both groups combined. The values in the table exclude MFN.

Smaller Market
Capitalization

Larger Market
Capitalization

Both Groups
Combined

Price-to-2001 Estimated Earnings Per Share 5.2x 10.8x 6.4x
Price-to-2002 Estimated Earnings Per Share 7.5x 9.4x 8.4x
Price-to-Book Value 52% 188% 81%
    Discounted Cash Flow.  KBW estimated the present value of MFN's common stock based on a continued independence scenario by adding
(i) the present value of the estimated future dividend stream that MFN could generate over the period beginning January 2002 and ending in
December 2006 (KBW noted that MFN has not historically paid dividends, and that there was currently no intention to do so), and (ii) the
present value of the "terminal value" of MFN common stock. A sensitivity table was presented with a range of terminal multiples from 9.5 to
11.5, a range of discount rates from 15% to 25%, and a range of 5-year compound core earnings per share growth rates from 23% to 32%. The
core earnings per share projections were derived by varying loan portfolio growth rates from a base case estimate. This resulted in a range of
values from $4.42 to $11.57 per share.
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    KBW noted that the $10.00 per share offer from CPS compared favorably with the vast majority of values in the sensitivity table, and that the
combination of assumptions needed to result in a value of higher than $10.00 were quite aggressive, if not unattainable. KBW stated that the
discounted cash flow present value analysis is a widely used valuation methodology but noted that it relies on numerous assumptions, including
asset and earnings growth rates, terminal values and discount rates, which over time, can vary significantly.

    The MFN Board has retained KBW as an independent contractor to act as financial adviser to MFN regarding the merger. As part of its
investment banking business, KBW is continually engaged in the valuation of financial services businesses and their securities in connection
with mergers and acquisitions, negotiated underwritings, competitive biddings, secondary distributions of listed and unlisted securities, private
placements and valuations for estate, corporate and other purposes. As specialists in the securities of financial services companies, KBW has
experience in, and knowledge of, the valuation of financial services enterprises. In the ordinary course of its business as a broker-dealer, KBW
may, from time to time, purchase securities from, and sell securities to, MFN and CPS. As a market maker in securities KBW may from time to
time have a long or short position in, and buy or sell, debt or equity securities of MFN and CPS for KBW's own account and for the accounts of
its customers.

    MFN and KBW have entered into two separate agreements relating to the services to be provided by KBW in connection with the acquisition.
In consideration for services rendered in connection with the transactions contemplated by the merger agreement, MFN paid KBW an initial fee
of $25,000 and an additional $75,000 in retainer fee. MFN agreed to pay KBW a cash fee of $410,000 concurrently with execution of the merger
agreement. Additionally, MFN will pay to KBW at the time of the mailing of this Proxy Statement a cash fee equal to $260,000. Additionally,
MFN will pay to KBW at the time of the closing of the merger a cash fee equal to $780,000. Pursuant to the KBW engagement agreements,
MFN also agreed to reimburse KBW for reasonable out-of-pocket expenses and disbursements incurred in connection with its retention and to
indemnify against certain liabilities, including liabilities under the federal securities laws.

CPS's Financial Ability to Consummate the Merger

    CPS will pay an aggregate merger consideration of $99.9 million for our outstanding common stock upon the consummation of the merger.
We will pay approximately $4.1 million to our option holders for the cancellation of our outstanding stock options. CPS has advised MFN that
the funds to satisfy such financial obligations are expected to come from the following sources:

�
up to $60 million in cash borrowed from Westdeutsche Landesbank Gironzentrale, New York Branch, for short term use
(i.e., less than 24 hours);

�
up to $35 million in financing borrowed from an affiliate of Levine Leichtman Capital Partners, Inc.;

�
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internally available cash of approximately $15 million; and

�
"unrestricted cash availability" (as described on page  ) of MFN of no less than $74 million.

    CPS has advised MFN that CPS currently has commitment letters with each of Westdeutsche Landesbank Gironzentrale, New York Branch,
and Levine Leichtman Capital Partners, Inc. for the respective financing amounts described above. However, the finalization of the financing
described in each commitment letter is subject to various terms and conditions, including the completion of the documentation relating to each
such financing.

    The specific amounts that will be obtained from available cash and from borrowings will depend, among other things, on the earnings and
cash positions of CPS and MFN at the closing of the merger.
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As a condition precedent to CPS's obligation to consummate the merger, MFN will need to have not less than $74,000,000 in "unrestricted cash
availability" (as described below on page   ) as of the closing date of the merger. MFN is under an obligation to use its commercially reasonable
efforts to have such amount of unrestricted cash availability as of the closing date of the merger. CPS is under an obligation to use its
commercially reasonable efforts to seek out alternative financing on comparable terms with the commitment letters if the financing pursuant to
the commitment letters described above becomes unavailable.

Interests of Certain Persons and Management in the Merger

    When considering the recommendation of our Board, you should be aware that some directors and officers have interests in the merger that
are different from, or in addition to, yours. As a result, these directors and officers may be more likely to vote to approve the merger than our
stockholders generally.

    Our chairman and each of our three senior executive officers, Edward Harshfield, Jeffrey Weeden, Mark Dapier and Mark Whitham, have
previously entered into change of control agreements with MFN. The change of control agreements have been amended due to "excess parachute
payment" thresholds pursuant to Section 280G of the Internal Revenue Code. Pursuant to the amended change in control agreements, upon the
closing of the merger, Mr. Harshfield will receive a $6,000,000 severance payment, Mr. Weeden will receive a $2,300,000 severance payment,
Mr. Dapier will receive a $862,500 severance payment and Mr. Whitham will receive a $549,400 severance payment.

    The stock options held by our chairman and each of our three senior executive officers, Edward Harshfield, Jeffrey Weeden, Mark Dapier and
Mark Whitham, will immediately vest upon the closing of the merger and, upon entering into stock option cancellation agreements, such options
will be cancelled and the executives will receive the difference between the exercise price and $10.00 for each such option cancelled. The rights
of our executives with respect to their stock options are identical to the rights of our other holders of stock options. Upon the closing of the
merger and cancellation of their respective options, Mr. Harshfield will receive $1,500,000, Mr. Weeden will receive $1,581,250, Mr. Dapier
will receive $240,625 and Mr. Whitham will receive $150,625.

    Each of Jeffrey Weeden, Mark Dapier and Mark Whitham have executed consulting agreements, which will become effective upon the
closing of the merger, to work as consultants for the surviving entity after the merger for a 3 month period. Pursuant to such consulting
agreements and upon the closing of the merger, Mr. Weeden will receive $63,334 per month during his 3 month consulting period and
Mr. Dapier and Mr. Whitham will each receive $20,000 per month during their 3 month consulting period provided such persons perform certain
consulting services during such time periods.

    Additionally, Jeffrey Weeden has executed a noncompetition agreement which will also become effective upon the closing of the merger.
Pursuant to such noncompetition agreement, which restricts Mr. Weeden's activities for a 12 month period, Mr. Weeden will receive $160,000
payable over an 8 month period.

    CPS has also agreed to pay up to $1,050,000 for continued "tail" insurance for the indemnification of the officers and directors of MFN for a
6 year period after the closing of the merger for events that occurred prior to the merger or that arise from the merger agreement or any
transaction contemplated by it. Additionally, CPS shall indemnify, or shall cause the surviving entity to indemnify, all present and former MFN
officers and directors to the fullest extent under applicable law.

Certain Material U.S. Federal Income Tax Consequences of the Merger
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    The following summary addresses the material federal income tax consequences of the exchange of MFN common stock pursuant to the terms
of the merger agreement. The summary is based upon
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current provisions of the Internal Revenue Code of 1986, as amended (the "Code"), existing and proposed U.S. Treasury regulations
promulgated thereunder, relevant administrative rulings and applicable judicial decisions, all of which are subject to change, possibly with
retroactive effect.

    The summary does not address all aspects of federal income taxation that may be relevant to particular MFN stockholders and thus, for
example, may not be applicable to stockholders who are financial institutions, tax-exempt organizations, insurance companies, broker-dealers, or
stockholders who are not citizens or residents of the United States, or stockholders who are employees and who acquired their stock pursuant to
the exercise of incentive stock options or as compensation; nor does this summary address the effect of any applicable foreign, state, local or
other tax laws. The discussion assumes that each holder of MFN common stock holds such stock as a capital asset within the meaning of the
Code.

    The exchange of our common stock for cash pursuant to the terms of the merger agreement will be a taxable transaction for federal income tax
purposes under the Code, and may also be a taxable transaction under state, local and other tax laws. A stockholder of MFN will recognize gain
or loss equal to the difference between the amount of cash received by the stockholder in the exchange and the tax basis in his or her common
stock.

    Gain or loss recognized by the stockholder exchanging his or her shares of common stock pursuant to the merger agreement will be a capital
gain or loss if such common stock is a capital asset in the hands of the stockholder. If the MFN common stock has been held for more than
1 year, the gain or loss will be long-term. Capital gains recognized by an individual stockholder generally will be subject to U.S. federal income
tax at capital gain rates applicable to the stockholder (up to a maximum of 38.6% in 2002 for short-term capital gains and 20% for long-term
capital gains), and capital gains recognized by an exchanging corporate stockholder generally will be subject to U.S. federal income tax at a
maximum rate of 35%.

    Payments of cash to certain stockholders surrendering shares of MFN common stock will be subject to information reporting and "backup"
withholding at a rate of 30% (for 2002), unless the stockholder furnishes his, her or its taxpayer identification number in the manner prescribed
in applicable Treasury Regulations, certifies that such number is correct, certifies as to no loss of exemption from backup withholding and meets
certain other conditions. Any amounts withheld from payments to a holder under the backup withholding rules will be allowed as a refund or
credit against the holder's U.S. federal income tax liability, provided the required information is furnished to the Internal Revenue Service.

    This discussion is not binding on the Internal Revenue Service, and neither MFN nor CPS has requested or will request a ruling from the
Internal Revenue Service as to any of the tax effects to our stockholders of the transactions discussed in this Proxy Statement.

    The federal income tax discussion set forth above is based upon current law and is intended for general information only. The discussion does
not address state, local, or foreign tax consequences, or all of the tax consequences that might be relevant to a particular MFN stockholder. Each
stockholder is urged to consult with his, her or its own tax advisor concerning the specific tax consequences of the merger to the stockholder,
including the applicability and effect of foreign, state, local, or other tax laws and of any future changes in the Code, or regulation issued
thereunder, or under any tax rulings or court decisions or other laws concerning taxes.

Accounting Treatment of the Merger

    The merger will be accounted for under the purchase method of accounting. Under this method of accounting, MFN and CPS will be treated
as one company as of the date of completion of the merger, and CPS will record the fair market value of MFN's assets less liabilities on its
consolidated financial
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statements. Acquisition costs in excess of the fair values of the net assets acquired, if any, will be recorded as an intangible asset. The reported
consolidated income of CPS will include the operation of MFN after the completion of the merger.

MFN Series A, B and C Warrants to Remain Outstanding
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    After the closing of the merger, all outstanding MFN warrants to purchase shares of our common stock will remain outstanding and
exercisable. Upon payment of the appropriate exercise price, the holder of a warrant would be entitled to receive $10.00 per share issuable under
the warrant. All of our outstanding warrants have per share exercise prices that are above $10.00 per share, and any exercise of a warrant would
result in a net loss for the holder.
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MFN STOCKHOLDER PROPOSAL:

APPROVAL OF THE MERGER AGREEMENT AND THE MERGER

The following information pertains to the transactions contemplated by the merger agreement. This description does not provide a complete
description of all the terms and conditions of the merger agreement. This description is qualified in its entirety by the Appendices attached to
this Proxy Statement, including the text of the merger agreement which is attached as Appendix A. The Appendices are a part of this Proxy
Statement, and you are urged to read the Appendices in their entirety.

Overview of the Transaction Structure

    As soon as possible after the conditions to completing the merger described below have been satisfied or waived, and unless the merger
agreement has been terminated, the merger will be effected as follows:

�
CPS Mergersub, Inc. will be merged with and into MFN, with MFN surviving the merger; and

�
immediately thereafter, MFN shall be a privately held, wholly owned subsidiary of CPS.

You Will Receive Cash for Your Shares of MFN Financial Corporation Common Stock

    Upon completion of the merger, each outstanding share of MFN Financial Corporation common stock (other than shares as to which
dissenters' rights have been asserted and perfected in accordance with Delaware law or any shares owned by us, our subsidiaries, CPS or its
subsidiaries) will be converted into and represent the right to receive $10.00 in cash without any interest thereon. After the closing of the merger,
each outstanding share of MFN common stock will represent only the right to receive $10.00 in cash, without interest. The aggregate amount of
the cash to be paid for our outstanding common stock is approximately $99.9 million. In addition, we will pay approximately $4.1 million to
cancel our outstanding stock options in connection with the merger.

Treatment of Options

    Subject to MFN receiving a stock option cancellation agreement from each option holder, at the effective time of the merger, each stock
option to purchase MFN common stock issued pursuant to the MFN Financial Corporation Amended and Restated 1989 Stock Option and
Incentive Compensation Plan or pursuant to a separate option agreement will be cancelled and converted into the right to receive a cash payment
equal to $10.00 less the exercise price per share of the stock option, multiplied by the number of shares of MFN common stock subject to the
stock option, less any required tax withholding. There are options to purchase an aggregate of            shares as of the date of this Proxy
Statement.

Effective Date

    The merger will be consummated if (1) the merger agreement is approved by our stockholders; and (2) CPS and MFN obtain all required
consents, and all other conditions to the merger agreement are either satisfied or waived. The merger will become effective on the date and at the
time that a certificate of merger is filed with the Secretary of State of the State of Delaware, or such later date or time as may be indicated in
such certificates, in accordance with the merger agreement.

    We anticipate that the merger will become effective during the first quarter of 2002. However, it is possible that factors outside of the control
of the parties could require us to complete the transactions at a later time.
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    We cannot assure you that the necessary approvals of the merger will be obtained or that other conditions to consummation of the merger can
or will be satisfied. If the merger is not completed by
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March 31, 2002, both CPS and MFN have the right to terminate the merger agreement, unless the terminating party's breach of the merger
agreement caused the merger to not be completed by such date.

The Paying Agent

    At or prior to the closing of the merger, CPS is required to deposit with a bank or trust company the cash to be paid for shares of MFN
common stock. Promptly after the closing of the merger, the paying agent will mail you a letter of transmittal and instructions for surrendering
your stock certificates in exchange for the merger consideration.

Payment of Merger Consideration and Surrender of Stock Certificates

    If we complete the merger, our common stockholders will be entitled to receive $10.00 in cash for each share of common stock that they own.
In addition, subject to the receipt of a stock option cancellation agreement from each option holder, each outstanding option to acquire shares of
our common stock will be cancelled and converted into the right to receive the difference between the exercise price and $10.00. The paying
agent will deliver to you your merger consideration according to the procedure summarized below.

    As soon as practicable after the closing of the merger, the paying agent will send you a letter of transmittal and instructions advising you how
to surrender your certificates in exchange for the merger consideration.

    The paying agent will promptly pay you your merger consideration after you have (1) surrendered your certificates to the paying agent and
(2) provided to the paying agent any other items specified by the letter of transmittal.

    Interest will not be paid or accrue in respect of the cash payments of merger consideration. The paying agent will reduce the amount of any
merger consideration paid to you by applicable withholding taxes, if any.

    If the paying agent is to pay some or all of your merger consideration to a person other than you, you must have your certificates properly
endorsed or otherwise in proper form for transfer, and you must pay any transfer or other taxes payable by reason of the transfer or establish to
the paying agent's satisfaction that the taxes have been paid or are not required to be paid.

Do Not Forward Your Stock Certificates to the Paying Agent Without a Letter of Transmittal

    The transmittal instructions will tell you what to do if you have lost your certificate, or if it has been stolen or destroyed. You will have to
provide an affidavit to that fact and, if required by paying agent or CPS, post a bond in an amount that the paying agent or CPS, as the case may
be, reasonably directs as indemnity against any claim that may be made against those parties in respect of the certificate.

    After the merger, subject to the exceptions in the next sentence, you will cease to have any rights as our stockholder. The exceptions include
the right to receive dividends or other distributions with respect to your shares with a record date before the closing of the merger, the right to
surrender your certificate in exchange for payment of the merger consideration or, if you exercise your appraisal rights, the right to perfect your
right to receive payment for your shares pursuant to Delaware law.

    180 days following the closing of the merger, the paying agent will return to CPS all funds in its possession that constitute any portion of the
merger consideration, and the paying agent's duties will terminate. After that time, stockholders who have not surrendered their certificates will
be entitled to look to CPS only as its general creditors with respect to the cash payable and due upon the surrender
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of their certificates. MFN, CPS and the paying agent will not be liable to any former holder of MFN common stock or option for any amount
properly delivered to a public official pursuant to applicable abandoned property, escheat or other similar laws.

    You should NOT return your stock certificates with the enclosed proxy card, and you should NOT send your stock certificates to the paying
agent until you receive the letter of transmittal.
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Fees and Expenses of the Merger

    Whether or not the merger is completed and except as otherwise provided in the merger agreement, all fees and expenses in connection with
the merger will be paid by the party incurring those fees and expenses, except that CPS and MFN will share equally in the expenses related to
the printing and mailing of this Proxy Statement and all filing and other fees paid to the Securities and Exchange Commission and under the
Hart-Scott Rodino Antitrust Improvements Act of 1976, as amended, in connection with the merger and all communications with our
stockholders. Excluding any termination fees under the merger agreement, our total fees and expenses in connection with the merger are
estimated to be approximately $2,100,000.

Appraisal Rights

    Under Section 262 of the General Corporation Law of the State of Delaware, common stockholders who do not wish to accept the merger
consideration of $10.00 in cash per share may elect to have the fair value of their shares of common stock judicially determined and paid in cash,
together with a fair rate of interest, if any. The valuation will exclude any element of value arising from the accomplishment or expectation of
the merger. A stockholder may only exercise appraisal rights upon compliance with the provisions of Section 262.

    The following discussion is not a complete statement of the law pertaining to appraisal rights under the General Corporation Law of the State
of Delaware, and is qualified in its entirety by the full text of Section 262. We have attached Section 262 in its entirety as Appendix C to this
Proxy Statement. All references in Section 262 and in this summary to a "stockholder" are to the record holder of the shares of common stock as
to which appraisal rights are asserted. A person having a beneficial interest in shares of common stock held of record in the name of
another person, such as a broker or nominee, must act promptly to cause the record holder to follow the steps summarized below
properly and in a timely manner to perfect appraisal rights.

    Under Section 262, where a proposed merger is to be submitted for approval at a meeting of stockholders, as in the case of our special
meeting, the corporation, not less than 20 days prior to the meeting, must notify each of its stockholders entitled to appraisal rights that these
appraisal rights are available and include in such notice a copy of Section 262. This Proxy Statement will constitute this notice to the holders of
our common stock and the applicable statutory provisions of the General Corporation Law of the State of Delaware are attached to this Proxy
Statement as Appendix C. Any stockholder who wishes to exercise such appraisal rights or who wishes to preserve the right to do so should
review carefully the following discussion and Appendix C. Failure to comply with the procedures specified in Section 262 timely and
properly will result in the loss of appraisal rights. Moreover, because of the complexity of the procedures for exercising the right to seek
appraisal of the common stock, we believe that stockholders who consider exercising such rights should seek the advice of counsel.

    Any stockholder wishing to exercise the right to demand appraisal under Section 262 of the General Corporation Law of the State of Delaware
must satisfy each of the following conditions:

�
the stockholder must deliver to us a written demand for appraisal of its shares before the vote on the merger agreement at the
special meeting. This demand will be sufficient if it reasonably
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informs us of the identity of the stockholder and that the stockholder intends by that writing to demand the appraisal of its
shares;

�
the stockholder must not vote its shares of common stock in favor of the merger agreement. A proxy that does not contain
voting instructions will, unless revoked, be voted in favor of the merger agreement. Therefore, a stockholder who votes by
proxy and who wishes to exercise appraisal rights must vote against the merger agreement or abstain from voting on the
merger agreement; and

�
the stockholder must continuously hold its shares from the date of making the demand through the effectiveness of the
merger. A stockholder who is the record holder of shares of common stock on the date the written demand for appraisal is
made but who thereafter transfers those shares prior to the effectiveness of the merger will lose any right to appraisal in
respect of those shares.

    Voting against, abstaining from voting on or failing to vote on the proposal to adopt the merger agreement will not constitute a written
demand for appraisal within the meaning of Section 262. The written demand for appraisal must be in addition to and separate from any proxy
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you deliver or vote you cast in person.

    Only a holder of record of shares of common stock is entitled to assert appraisal rights for those shares registered in that holder's name. A
demand for appraisal should:

    (1) be executed by or on behalf of the stockholder of record, fully and correctly, as its name appears on those stock certificates, and

    (2) specify the following:

�
the stockholder's name and mailing address,

�
the number of shares of common stock owned by the stockholder, and

�
that the stockholder intends thereby to demand appraisal of its common stock.

    If the shares are owned of record by a person in a fiduciary capacity, such as a trustee, guardian or custodian, the demand should be executed
in that capacity. If the shares are owned of record by more than one person as in a joint tenancy or tenancy in common, the demand should be
executed by or on behalf of all owners. An authorized agent, including an agent for two or more joint owners, may execute a demand for
appraisal on behalf of a stockholder; however, the agent must identify the record owner or owners and expressly disclose the fact that, in
executing the demand, the agent is acting as agent for such owner or owners. A record holder such as a broker who holds shares as nominee for
several beneficial owners may exercise appraisal rights with respect to the shares held for one or more beneficial owners while not exercising
these rights with respect to the shares held for one or more other beneficial owners. In this case, the written demand should set forth the number
of shares as to which appraisal is sought, and where no number of shares is expressly mentioned the demand will be presumed to cover all shares
held in the name of the record owner. Stockholders who hold their shares in brokerage accounts or other nominee forms and who wish to
exercise the appraisal rights must consult with their brokers to determine appropriate procedures for the making of a demand for
appraisal by such nominee.

    A stockholder who elects to exercise appraisal rights pursuant to Section 262 should mail or deliver a written demand to: MFN Financial
Corporation, 100 Field Drive, Suite 340, Lake Forest, Illinois, 60045, Attention: Mark Dapier, Secretary.

    Within 10 days after the closing of the merger, the surviving corporation must send a notice as to the effectiveness of the merger to each of
our former stockholders who has made a written demand for appraisal in accordance with Section 262 and who has not voted to adopt the
merger agreement.
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Within 120 days after the closing of the merger, but not after that date, either the surviving corporation or any stockholder who has complied
with the requirements of Section 262 may file a petition in the Delaware Court of Chancery demanding a determination of the value of the shares
of common stock held by all stockholders demanding appraisal of their shares. We are under no obligation to, and have no present intent to,
file a petition for appraisal, and stockholders seeking to exercise appraisal rights should not assume that the surviving corporation will file a
petition or that the surviving corporation will initiate any negotiations with respect to the fair market value of the shares. Accordingly,
stockholders who desire to have their shares appraised should initiate any petitions necessary for the perfection of their appraisal rights within
the time periods and in the manner prescribed in Section 262. Since we have no obligation to file a petition, your failure to do so within the
period specified could nullify your previous written demand for appraisal.

    Under the merger agreement, we have agreed to give CPS prompt notice of any demands for appraisal we receive. CPS has the right to
participate in and approve all negotiations and proceedings with respect to demands for appraisal under the General Corporation Law of the
State of Delaware. We will not, except with the prior written consent of CPS, make any payment with respect to any demands for appraisal, or
offer to settle, or settle, any demands.

    Within 120 days after the closing of the merger, any stockholder who has complied with the provisions of Section 262 will be entitled to
receive from the surviving corporation, upon written request, a statement setting forth the aggregate number of shares not voted in favor of the
merger agreement and with respect to which we have received demands for appraisal and the aggregate number of holders of those shares. The
surviving corporation must mail this statement to the stockholder by the later of 10 days after receipt of a request or 10 days after expiration of
the period for delivery of demands for appraisal under Section 262.
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    A stockholder who timely files a petition for appraisal with the Delaware Court of Chancery must serve a copy upon the surviving
corporation. The surviving corporation must then within 20 days file with the Delaware Register in Chancery a duly verified list containing the
names and addresses of all stockholders who have demanded appraisal of their shares and who have not reached agreements with us as to the
value of their shares. After notice to stockholders as may be ordered by the Delaware Court of Chancery, the Delaware Court of Chancery is
empowered to conduct a hearing on the petition to determine which stockholders are entitled to appraisal rights. The Delaware Court of
Chancery may require stockholders who have demanded an appraisal for their shares and who hold stock represented by certificates to submit
their certificates to the Register in Chancery for notation on the certificates of the pendency of the appraisal proceedings, and if any stockholder
fails to comply with the requirement, the Delaware Court of Chancery may dismiss the proceedings as to that stockholder.

    After determining what stockholders are entitled to an appraisal, the Delaware Court of Chancery will appraise the "fair value" of their shares.
This value will exclude any element of value arising from the accomplishment or expectation of the merger, but will include a fair rate of
interest, if any, to be paid upon the amount determined to be the fair value. The costs of the action may be determined by the Delaware Court of
Chancery and taxed upon the parties as the Delaware Court of Chancery deems equitable. However, costs do not include attorneys' or expert
witness fees. Upon application of a stockholder, the Delaware Court of Chancery may also order that all or a portion of the expenses incurred by
any stockholder in connection with the appraisal proceeding be charged pro rata against the value of all of the shares entitled to appraisal. These
expenses may include, without limitation, reasonable attorneys' fees and the fees and expenses of experts. Stockholders considering seeking
appraisal should be aware that the fair value of their shares as determined under Section 262 could be more than, the same as or less
than the merger consideration they would be entitled to receive pursuant to the merger agreement if they did not seek appraisal of their
shares. Stockholders should
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also be aware that investment banking opinions as to fairness from a financial point of view are not necessarily opinions as to fair value
under Section 262.

    Any stockholder who has duly demanded an appraisal in compliance with Section 262 will not, after the closing of the merger, be entitled to
vote the shares subject to that demand for any purpose or be entitled to the payment of dividends or other distributions on those shares. However,
stockholders will be entitled to dividends or other distributions payable to holders of record of shares as of a record date prior to the
effectiveness of the merger.

    Any stockholder may withdraw its demand for appraisal and accept the merger consideration by delivering to the surviving corporation a
written withdrawal of the stockholder's demands for appraisal. Any attempt to withdraw made more than 60 days after the effectiveness of the
merger will require written approval of the surviving corporation and no appraisal proceeding before the Delaware Court of Chancery as to any
stockholder shall be dismissed without the approval of the Delaware Court of Chancery, and this approval may be conditioned upon any terms of
the Delaware Court of Chancery deems just.

    If the surviving corporation does not approve a stockholder's request to withdraw a demand for appraisal when the approval is required or if
the Delaware Court of Chancery does not approve the dismissal of an appraisal proceeding, the stockholder would be entitled to receive only the
appraised value determined in any such appraisal proceeding. This value could be higher or lower than, or the same as, the value of the merger
consideration.

    Failure to comply strictly with all of the procedures set forth in Section 262 of the General Corporation Law of the State of Delaware will
result in the loss of a stockholder's statutory appraisal rights. Consequently, any stockholder wishing to exercise appraisal rights is urged to
consult legal counsel before attempting to exercise those rights.

Material Provisions of the Merger Agreement

    This section of the Proxy Statement describes certain material terms of the merger agreement. The following summary is qualified in its
entirety by reference to the complete text of the merger agreement, which is incorporated into this Proxy Statement by reference and attached as
Appendix A to this Proxy Statement. We urge you to read the full text of the merger agreement.

Representations and Warranties

    The merger agreement contains various representations and warranties with respect to MFN and its subsidiaries relating to, among other
things:

�
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our organization, qualification to do business and good standing;

�
the validity of our organizational documents;

�
our capitalization;

�
the authorization, execution and enforceability of the merger agreement;

�
the effect of the merger and the merger agreement on our obligations;

�
applicable governmental consents and approvals in connection with the merger;

�
our possession of and compliance with permits and licenses required to conduct our business;

�
our compliance with applicable laws, rules and regulations of governmental entities;

�
our filings and reports with the SEC;

�
the information contained in this Proxy Statement;
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�
the absence of material changes in our business operations since December 31, 2000;

�
legal proceedings;

�
taxes;

�
employees, employee benefits and labor matters;

�
financial statements;

�
real property;

�
title to property and assets;

�
retail installment contracts;

�
insurance;

�
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required vote of our stockholders at the special meeting;

�
business relations with customers and service providers;

�
brokers' fees and expenses; and

�
our accounts receivable.

    The merger agreement contains various representations and warranties with respect to CPS and CPS Mergersub, Inc. relating to, among other
things:

�
their organization, qualification to do business and good standing;

�
the validity of their organizational documents;

�
the authorization, execution and enforceability of the merger agreement;

�
their legal proceedings;

�
their accounts receivable;

�
the absence of material changes in their business operations since December 31, 2000;

�
the operation of CPS Mergersub, Inc.;

�
their retail installment contracts;

�
their SEC filings and reports;

�
business relations with customers and service providers;

�
the effect of the merger and the merger agreement on obligations;

�
governmental consents and approvals in connection with the merger;

�
brokers' fees and expenses; and

�
CPS's availability of financing in connection with the merger.

    Certain of the representations and warranties listed above incorporate knowledge standards and materiality qualifiers.
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Conduct of Business Pending the Merger

    MFN has agreed that, until the completion of the merger or unless CPS consents in writing, MFN and its subsidiaries will:

�
conduct their businesses in the usual, regular and ordinary course of business consistent with past practices;

�
use reasonable efforts to maintain and preserve intact its business organization, employees and business relationships and
retain the services of its key officers and key employees; and

�
take no action which would adversely affect or delay in any respect the ability of either MFN or CPS to obtain any necessary
approvals of any governmental entity required for the transactions contemplated under the merger agreement or to perform
its covenants and agreements under the merger agreement.

    Except as permitted or required under the merger agreement, MFN has also agreed that until the completion of the merger, without the prior
written consent of CPS, it will not, nor will it permit its subsidiaries to:

�
declare, set aside or pay any dividends on, or make any other distributions on, any of our capital stock, or otherwise make
any payments to our stockholders, other than dividends and distributions by any subsidiary to MFN;

�
split, combine or reclassify any of our capital stock or issue or authorize the issuance of any other securities;

�
purchase, redeem or otherwise acquire any shares of our stock or any other of our securities or any rights to acquire any such
shares or other securities;

�
issue, deliver, sell, pledge, dispose of or encumber shares of our capital stock or securities exchangeable for our capital
stock, other than the issuance of MFN common stock pursuant to the exercise of outstanding stock options;

�
amend our charter or bylaws;

�
acquire or agree to acquire a substantial portion of the assets or equity in another entity;

�
acquire or agree to acquire any assets that are material to us other than retail installment contracts purchased in the ordinary
course of business;

�
sell, lease, encumber or otherwise dispose of material assets, other than in connection with sales in the ordinary course of
business or in connection with our securitization program;

�
sell any securitization residuals at a price, prior to any selling expenses, which is less than the par value for such residuals;

�
incur any indebtedness, guarantee any indebtedness or make any loans, advances or investments in any other person, other
than in the ordinary course of business or between MFN and any of our subsidiaries or between our subsidiaries;

�
enter into, adopt or materially amend any employee plan or agreement, except as required by applicable law or in the
ordinary course of business;

�
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increase the compensation payable to our employees;

�
change our independent public accountants or change any accounting methods or policies, except as required by FASB;

�
make any tax election not in the ordinary course of business;
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�
materially change any of our credit policies or hedging strategies; or

�
agree or commit to do any of the foregoing.

    MFN additionally has agreed, amongst other things:

�
to expeditiously call and hold the special meeting;

�
through our Board, to recommend the approval of the merger and the merger agreement, except if the failure to withdraw
such recommendation would violate the Board's fiduciary duties to our stockholders;

�
to submit the merger agreement to our stockholders for approval whether or not our Board determines that the merger
agreement is no longer advisable and recommends that our stockholders reject it;

�
to promptly prepare and file the Proxy Statement with the SEC;

�
to use our reasonable best efforts to mail the Proxy Statement to our stockholders promptly as practicable;

�
subject to any existing restrictions, to provide to the representatives of CPS reasonable access during normal business hours
to all of our internally available information and materials;

�
to furnish CPS with copies of any our securities filings pursuant to the requirements of federal or state securities laws;

�
to use commercially reasonable efforts to obtain estoppel certificates from our landlords; and

�
to use our commercially reasonable efforts to ensure that we have no less than $74,000,000 in unrestricted cash availability
(described on page   ) immediately prior to the closing of the merger.

    CPS has agreed, amongst other things:

�
to use its commercially reasonable efforts to obtain the financing provided for in the commitment letters to CPS prior to the
closing of the merger;

�
if the financing provided for in the commitment letters is unavailable for any reason, CPS will use commercially reasonable
efforts to obtain alternative financing on terms no less favorable than the terms of the commitment letters; and
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�
to use commercially reasonable efforts to ensure that CPS has sufficient funds available to pay the aggregate merger
consideration and all other related and necessary expenditures.

    Each of MFN and CPS has also agreed, among other things:

�
to use our reasonable best efforts to take all actions, and to cooperate with the other in doing all things advisable to
expeditiously consummate the merger;

�
to use our reasonable best efforts to not take any action which would cause any of our respective representations or
warranties to be materially untrue, result in a material breach of any covenant made in the merger agreement, or which could
reasonably be expected to delay the merger; and

�
to use our reasonable best efforts to give prompt notice to the other party of any event of which could likely cause any
representation or warranty to become materially untrue, or cause any covenant to not be fulfilled.

    We urge stockholders to carefully read the sections in the merger agreement entitled "Covenants Relating to Conduct of Business" and
"Additional Agreements."
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Regulatory Matters

    The merger agreement provides that the obligation of MFN and CPS to complete the merger is conditioned upon the expiration or early
termination of the applicable waiting periods under the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended. In addition, the
obligation of both parties to complete the merger is conditioned upon the receipt of any other requisite material regulatory approvals. We cannot
assure you that all governmental agencies will approve or take the other required actions with respect to the merger.

No Solicitation of Alternative Transactions

    Until the merger is completed or the merger agreement is terminated, MFN has agreed not to directly or indirectly:

�
solicit or initiate the submission of a takeover proposal involving MFN;

�
enter into any agreement with respect to a takeover proposal involving MFN; or

�
participate in any discussions or negotiations or otherwise take any action to facilitate a takeover proposal, including any
action which could reasonably be expected to lead to a takeover proposal.

    Notwithstanding the forgoing, MFN and our Board may comply with SEC tender offer and takeover rules (pursuant to Rules 14d-9 and 14e-2)
and provide confidential information and negotiate with a party in connection with an unsolicited takeover proposal if, in our Board's good faith
judgment and upon the advice of counsel, the failure to take any action would breach the Board's fiduciary duty to our stockholders. MFN is
obligated to advise CPS with respect to any such takeover proposal, including the material terms of such takeover proposal.

    A "takeover proposal" as it relates to MFN, is a third party proposal involving:

�
a merger or business combination of MFN or any of its significant subsidiaries; or

�
the acquisition of 25% or more of the assets, equity or voting interests of MFN or a significant subsidiary.
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    MFN may, however, in response and with respect to a bona fide unsolicited takeover proposal from a third party submitted after the date of
the merger agreement which constitutes a "superior proposal," enter into or participate in discussions or negotiations with such third party,
provided that, based on the advice of our outside counsel, MFN's Board of Directors determines in good faith that failure to take such action in
response to such a proposal would constitute a breach by the Board of Directors of its fiduciary duties under applicable law.

    A "superior proposal" is a takeover proposal that our Board determines in its good faith judgment, after consultation with its financial
advisors, is more favorable to our stockholders from a financial point of view than the proposed merger with CPS.

    Nothing in the merger agreement prohibits our Board from disclosing to our stockholders a position with respect to a transaction proposal by a
third party to the extent required under the Securities and Exchange Act of 1934, as amended, including Rules 14e-2 and 14d-9, or from making
such disclosure to our stockholders which, based on advice of outside counsel, the Board determines in good faith is required under applicable
law.

Director and Officer Indemnification and Insurance

    CPS shall, or shall cause the surviving corporation to, indemnify present and former officers, directors, agents and employees of MFN and its
subsidiaries to the fullest extent that MFN and its
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subsidiaries would have been permitted under applicable law, its charter documents or any existing agreement to indemnify such persons. MFN
or CPS shall purchase, or shall cause the surviving corporation to purchase, a 6 year "tail" on our current director and officer insurance and
indemnification policy; provided however, that MFN, CPS and the surviving corporation shall not be required to pay more than $1,050,000 for
the 6 year tail insurance.

Employee Benefits

    For six months after the closing of the merger, the surviving entity shall provide those of our employees who continue employment with the
surviving entity with employee benefit plans that are no less favorable, in the aggregate, than the employee benefit plans provided to such
employees immediately prior to the merger.

    CPS and the surviving entity have agreed to honor all employment agreements, bonus agreements, severance agreements and any other
agreements with our directors, officers and employees.

    The surviving entity may amend or terminate any employee benefit plan or policy or terminate any employee, provided, however, that no such
termination or amendment may impair the rights of any person with respect to any benefits accrued as of the time of such termination or
amendment.

    Our stock option plan will terminate on the closing of the merger. Stock options to purchase MFN common stock made pursuant to our stock
option plan will become immediately vested and holders of these options and awards will receive a cash payment equal to the difference
between $10.00 and the exercise price.

Conditions to Completion of the Merger

    The completion of the merger depends on a number of conditions being met. The respective obligation of each party to effect the merger shall
be subject to the fulfillment at or prior to closing of the merger of the following conditions:

�
the merger and the merger agreement shall have been duly approved by the requisite vote of MFN stockholders;

�
the waiting period applicable to the consummation of the merger under the Hart-Scott-Rodino Antitrust Improvements Act
of 1976, as amended, shall have expired or been terminated;

�
all material consents or approvals of, or filings with, or terminations or expirations of waiting periods imposed by, any
governmental entity shall have been obtained;
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�
no court or governmental entity having jurisdiction shall have issued any order or injunction which has the effect of making
the merger or any merger-related transaction illegal;

�
no material suit, action or proceeding by any governmental entity relating to the merger agreement or any merger-related
transaction shall be pending;

�
our respective representations and warranties in the merger agreement must have been materially true and correct at the date
the merger agreement was executed and must remain materially true and correct as of the date of the closing of the merger;

�
we have respectively performed and complied in all material respects with our respective obligations required by the merger
agreement to be performed or complied with on or prior to the date of the closing of the merger; and

�
we have respectively obtained the consent or approval of each non-governmental entity or person whose consent or approval
is materially required in connection with the transactions contemplated in the merger agreement.
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    Additionally, CPS's obligation to close the merger is subject to the satisfaction or waiver of each of the following conditions before
completion of the merger:

�
the holders of not more than 7% of our common stock shall have exercised their appraisal rights under Delaware law; and

�
we shall have unrestricted cash availability of not less than $74,000,000 as of the closing of the merger.

    The term "unrestricted cash availability" means the sum of:

�
our unrestricted cash and cash equivalents,

�
available borrowings under our credit facilities,

�
any amount used to pay off our senior subordinated debt, and

�
our expenditures in connection with the merger agreement with respect to our legal, accounting and investment banking fees
and expenses, our stock option, severance and change of control payments (other than normal annual incentive bonus
payments) and the cost of the 6 year "tail" on our directors and officers insurance.

    Additionally, our obligation to close the merger is subject to the satisfaction or waiver of the following conditions before completion of the
merger:

�
CPS or CPS Mergersub having sufficient and available cash to pay the aggregate merger consideration, to make all other
necessary payments in connection with the merger and to fund the working capital needs of CPS and its subsidiaries,
including the surviving corporation, for a reasonable period of time following the closing of the merger; and

�
CPS having performed each of its obligations with respect to the change in control, severance and options payments as
described above on page       .

Termination of the Merger Agreement
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    Either of us may terminate the merger agreement at any time prior to the closing of the merger, even after our stockholders vote to approve it,
under the following circumstances:

�
by both of us upon our mutual written consent;

�
by either party if the other party has failed to materially comply with any of its covenants or agreements contained in the
merger agreement, and such failure remains uncured for thirty business days after written notice from the nonbreaching party
of such failure;

�
by either party if the other party breaches any of its representations or warranties that are qualified as to materiality, and such
breach remains uncured for 30 business days after written notice from the nonbreaching party of such breach;

�
by either party if the other party breaches any of its representations or warranties that are not qualified as to materiality, and
such breach makes such representation and warranty not true and correct in all material respects;

�
by either party if the merger has not closed by March 31, 2002, unless such failure to close is caused by the terminating
party's breach of its obligations under the merger agreement;

�
by either party if a governmental entity prohibits the consummation of the merger and such governmental order or ruling is
final and nonappealable; or

�
by either party if our stockholders do not approve the merger agreement at our special meeting, provided that we may not so
terminate if we have breached our obligations under the merger
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agreement, including, amongst others, the failure to complete and file this Proxy Statement or to recommend the merger to
our stockholders.

    CPS may terminate the merger agreement if any of the following occur:

�
if CPS fails to have the requisite financing needed to pay the aggregate merger consideration; provided that the right to so
terminate shall not be available if CPS has not made commercially reasonable efforts to obtain alternative financing on terms
no worse than as provided for in the commitment letters, unless the failure to have such requisite financing is due to our
failure to have $74,000,000 in unrestricted cash availability;

�
if a third party acquires 25% or more of our outstanding common stock;

�
if our Board withdraws or modifies their unanimous recommendation to our stockholders to approve the merger; or

�
if a tender or exchange offer for more than 25% of our common stock is commenced, and our Board does not recommend
that our stockholders do not accept such offer.

    Additionally, MFN may terminate the merger agreement if our Board determines that a takeover proposal constitutes a superior proposal. As
described above, a "superior proposal" means a takeover proposal that our Board determines in its good faith judgment, after consultation with
its financial advisors, is more favorable to our stockholders from a financial point of view than the proposed merger.

Payment of Fees and Expenses
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    Except as set forth below, whether or not the merger is consummated, all costs and expenses incurred in connection with the merger and the
merger agreement will be paid by the party incurring the expense, except that MFN and CPS will share equally in all printing and mailing
expenses and all governmental filing fees and all fees and expensed related to communicating with our stockholders.

    MFN has agreed to reimburse CPS up to $1,000,000 for its out-of-pocket fees and expenses and to pay CPS a cash termination fee of
$3,000,000, less the out-of-pocket fees and expenses of up to $1,000,000 in the following circumstances:

�
MFN terminates the merger agreement in order to accept a superior proposal;

�
CPS terminates the merger agreement because our Board does not recommend the approval of the merger by our
stockholders or recommends a third party takeover proposal;

�
CPS terminates the merger agreement because a third party acquires 25% or more of our outstanding common stock; or

�
CPS terminates the merger agreement because our Board does not recommend against a third party tender or exchange offer
for our common stock.

    Additionally, MFN has agreed to pay CPS a cash termination fee of $750,000 in addition to reimbursing CPS up to $1,000,000 for its
out-of-pocket expenses if our stockholders do not approve the merger agreement, through no fault or inaction on the part of our Board.

    CPS has agreed to pay MFN a cash termination fee of $750,000 in addition to reimbursing MFN up to $1,000,000 for its out-of-pocket
expenses if CPS terminates the merger agreement due to CPS's inability to have the financing to pay the aggregate merger consideration, despite
CPS's commercially reasonable efforts to find comparable alternative financing, provided that the failure to have such financing is not due to our
failure to have $74,000,000 in unrestricted cash availability as of the closing of the merger.
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Extension, Waiver and Amendment of the Merger Agreement

    MFN and CPS may amend the merger agreement before completion of the merger; provided, however, after our stockholders approve the
merger and the merger agreement, no change may be made which would by law require the further approval of our stockholders.

    Either MFN or CPS may, in writing, extend the other's time for or waive compliance with the performance of any of the obligations or other
acts under the merger agreement, waive any inaccuracies in the other's representations and warranties and waive compliance by the other with
any of the agreements or conditions contained in the merger agreement.

The Board of Directors unanimously recommends that you vote "FOR" adoption and approval of the merger agreement.
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BENEFICIAL OWNERSHIP OF MFN FINANCIAL CORPORATION COMMON STOCK

    Stockholders of record as of the close of business on            , 200  will be entitled to one vote for each share of our common stock then held.
As of that date, we had            shares of common stock issued and outstanding. The following table sets forth information as of December 11,
2001 regarding the share ownership of each holder of more than 5% of our outstanding common stock, including our employee stock ownership
plan; each member of our Board and each executive officer who is not a director; and all of our directors and executive officers as a group.

Name of Beneficial Owner or Number of Persons in Group

Amount and Nature of
Beneficial Ownership as of

December 11, 2001(a)
Percent of

Common Stock
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Name of Beneficial Owner or Number of Persons in Group

Amount and Nature of
Beneficial Ownership as of

December 11, 2001(a)
Percent of

Common Stock

Intermarket Corp.
667 Madison Avenue
New York, New York 10021

1,868,774(b) 18.7%

Goldman, Sachs & Co.
The Goldman Sachs Group, Inc.
85 Broad Street
New York, New York 10004

1,737,467 17.4%

Franklin Mutual Advisers, LLC
51 John F. Kennedy Parkway
Short Hills, New Jersey 07078

1,709,451 17.1%

Merrill Lynch, Pierce Fenner & Smith
  Incorporated
World Financial Center
North Tower
250 Vesey Street
New York, New York 10281

1,240,204 12.4%

Stephen Feinberg
450 Park Avenue
28th Floor
New York, New York 10022

1,120,757(c) 11.2%

Angelo Gordon & Co.
245 Park Avenue
New York, New York 10167

751,315(d) 7.5%

Directors:
Thomas L. Gooding 25,016 *
Andrew C. Halvorsen 24,479 *
Edward G. Harshfield 979,166 9.8%
Martin L. Solomon 24,479 *
Robert Stucker 24,479 *
George R. Zoffinger 24,479 *
Jeffrey B. Weeden 298,834 3.0%

Officers:
Mark E. Dapier 118,749 1.2%
Mark D. Whitham 58,125 *
All directors and executive officers as a group (11 persons) 1,584,474 15.9%

(a)
Includes shares that may be acquired within 60 days of December 11, 2001, pursuant to stock options as follows:

Mr. Gooding, 24,479 shares;
Mr. Halvorsen, 24,479 shares;
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Mr. Harshfield, 979,166 shares;
Mr. Solomon, 24,479 shares;
Mr. Stucker, 24,479 shares;
Mr. Zoffinger, 24,479 shares;
Mr. Weeden, 295,834 shares;
Mr. Dapier, 118,749 shares; and
Mr. Whitham, 58,125 shares.
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(b)
Includes 358,914 shares of common stock held by Fernwood Associates, L.P., 556,440 shares of common stock held by Fernwood
Restructurings, Limited and 19,018 shares of common stock held by Fernwood Foundation Fund, L.P.

(c)
Includes 219,247 shares of common stock held by Cerberus Partners, L.P., 657,562 shares of common stock held by Cerberus
International, Ltd. and 225, 948 shares of common stock held by certain private investment funds.

(d)
John M. Angelo and Michael L. Gordon are each general partners of AG Partners L.P., the sole general partner of Angelo
Gordon & Co. and together share power to vote and dispose of such shares. Includes 57,741 shares held for the account of Angelo,
Gordon & Co. and 693,574 shares held for the account of 13 private investment funds for which Angelo, Gordon & Co. act as general
partner and/or investment advisor.

*
Less than 1%.
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STOCKHOLDER PROPOSALS

    Proposals submitted by stockholders of MFN for presentation at the 2002 annual meeting of stockholders, to be held if the merger has not
been consummated prior thereto, must have been received by the Secretary of MFN no later than            , 2002 for inclusion in the proxy
statement and form of proxy relating to the 2002 annual meeting of stockholders.

OTHER MATTERS

    Each proxy solicited also confers discretionary authority on our Board of Directors to vote the proxy with respect to matters incident to the
conduct of the meeting and upon such other matters as may properly come before the special meeting. Our Board of Directors is not aware of
any business to come before the special meeting other than those matters described above in this Proxy Statement. However, if any other matter
should properly come before the special meeting, it is intended that proxy holders will act in accordance with their best judgment.

FORWARD-LOOKING STATEMENTS

    This Proxy Statement contains forward-looking statements that involve risks, uncertainties and assumptions. In particular, the statement that
the acquisition is expected to close in the first quarter of 2002 is a forward-looking statement. Factors that could cause the transaction not to
close at that time, or at all, would include the possibility that CPS might not obtain necessary external financing (although it has received
commitments for such financing), that CPS might not have sufficient internally generated cash, that MFN might not have the requisite level of
available cash, that any required consents might not be obtained, and that MFN stockholders may not approve the transaction. More generally,
all statements herein other than statements of historical fact are statements that could be deemed forward-looking statements. CPS and MFN
assume no obligation to update and do not intend to update these forward-looking statements.

INDEPENDENT ACCOUNTANTS

    The MFN Board appointed Grant Thornton LLP to act as our independent public accountants for 2001. Grant Thornton LLP continues to
perform audit professional services for and on behalf of MFN. Grant Thornton LLP's unqualified opinion of the consolidated financial
statements, along with our consolidated financial statements, are included in our Annual Report on form 10-K to stockholders which was
previously filed with the SEC.
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AGREEMENT AND PLAN OF MERGER

    AGREEMENT AND PLAN OF MERGER, dated as of November 18, 2001 (this "Agreement"), is among Consumer Portfolio Services, Inc.,
a California corporation ("Parent"), CPS Mergersub, Inc., a Delaware corporation and a direct wholly owned subsidiary of Parent ("Sub"), and
MFN Financial Corporation, a Delaware corporation (the "Company", together with Sub, the "Constituent Corporations").

W I T N E S S E T H:

    WHEREAS, the respective Boards of Directors of Parent, Sub and the Company have determined that the merger of Sub with and into the
Company (the "Merger"), upon the terms and subject to the conditions set forth herein is advisable and fair to and in the best interests of their
respective stockholders;

    WHEREAS, the respective Boards of Directors of the Company, Parent and Sub have each approved and adopted, at meetings of each such
Boards of Directors, this Agreement and have authorized the execution hereof; and

    WHEREAS, Parent, Sub and the Company desire to make certain representations, warranties, covenants and agreements in connection with
the Merger and also to prescribe various conditions to the Merger.
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    NOW, THEREFORE, in consideration of the premises, representations, warranties and agreements herein contained, the parties agree as
follows:

ARTICLE I

THE MERGER

    Section 1.1  The Merger.  Upon the terms and subject to the conditions hereof, and in accordance with the Delaware General Corporation Law
(the "DGCL"), Sub shall be merged with and into the Company at the Effective Time (as hereinafter defined). Following the Merger, the
separate corporate existence of Sub shall cease and the Company shall continue as the surviving corporation (the "Surviving Corporation") and
shall succeed to and assume all the rights and obligations of Sub in accordance with the DGCL.

    Section 1.2  Effective Time.  The Merger shall become effective when a Certificate of Merger (the "Certificate of Merger"), executed in
accordance with the relevant provisions of the DGCL, is filed with the Secretary of State of the State of Delaware; provided, however, that, upon
mutual consent of the Constituent Corporations, the Certificate of Merger may provide for a later date of effectiveness of the Merger not more
than 30 days after the date the Certificate of Merger is filed. When used in this Agreement, the term "Effective Time" shall mean the date and
time at which the Certificate of Merger is accepted for recording or such later time established by the Certificate of Merger. The filing of the
Certificate of Merger shall be made on the date of the Closing (as hereinafter defined).

    Section 1.3  Effects of the Merger.  The Merger shall have the effects set forth in this Agreement and in Section 259 of the DGCL.

    Section 1.4  Charter and Bylaws; Directors and Officers.

    (a) At the Effective Time, the Certificate of Incorporation of Sub (the "Sub Charter"), as in effect at the Effective Time, shall be the Certificate
of Incorporation of the Surviving Corporation until amended as provided by applicable law except that the name of the Surviving Corporation
shall initially be "MFN Financial Corporation". At the Effective Time, the Bylaws of Sub as in effect at the Effective Time shall be the Bylaws
of the Surviving Corporation until thereafter changed or amended in accordance with applicable law.
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    (b) The directors of Sub at the Effective Time of the Merger shall be the directors of the Surviving Corporation, until the earlier of their
resignation or removal or until their respective successors are duly elected and qualified, as the case may be. The officers of the Sub at the
Effective Time of the Merger shall be the officers of the Surviving Corporation, until the earlier of their resignation or removal or until their
respective successors are duly elected and qualified, as the case may be.

    Section 1.5  Conversion of Securities.  As of the Effective Time, by virtue of the Merger and without any action on the part of Sub, the
Company or the holders of any securities of the Constituent Corporations:

    (a) Each issued and outstanding share of common stock, par value $.01 per share, of Sub shall be converted into one (1) validly issued, fully
paid and nonassessable share of common stock of the Surviving Corporation.

    (b) Each issued and outstanding share of common stock, par value $0.01 per share, of the Company (the "Company Common Stock") that is
held in the treasury of the Company or by any wholly owned Subsidiary of the Company, and any shares of Company Common Stock owned by
Parent, shall be cancelled and no capital stock of Parent or other consideration shall be delivered in exchange therefor.

    (c) Each share of Company Common Stock issued and outstanding immediately prior to the Effective Time (other than shares to be cancelled
in accordance with Section 1.5(b) and any Dissenting Shares (as hereinafter defined)) shall be converted into the right to receive $10.00 in cash
payable to the holder thereof, without interest thereon (the "Merger Consideration"). All such shares of Company Common Stock, when so
converted, shall no longer be outstanding and shall automatically be cancelled and retired and each holder of a certificate representing any such
shares shall cease to have any rights with respect thereto, except the right to receive the Merger Consideration pursuant to this Section 1.5(c).
The Merger Consideration shall be appropriately adjusted for any stock dividend, stock split or like transaction affecting the Company Common
Stock prior to the Effective Time.

    (d) Subject to the Company obtaining any required consent from a holder of an outstanding option to acquire shares of Company Common
Stock (an "Option"), each Option outstanding immediately prior to the Effective Time, whether or not otherwise fully vested and exercisable at
that time, shall be cancelled and converted into the fully vested right to receive the excess of $10.00 over the exercise price per share for which
shares of Company Common Stock may be acquired pursuant to the Option. Prior to the Effective Time, the Company shall take all actions
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within its control which are necessary (and shall use its reasonable best efforts to obtain such consents, if any, from Option holders as may be
required) to cancel and convert all outstanding Options in accordance with this Section 1.5(d). All Options, when so converted, shall no longer
be outstanding, and each holder of such an Option shall cease to have any rights with respect thereto, except the right to receive the
consideration described in this Section 1.5(d). The consideration described in this Section 1.5(d) shall be appropriately adjusted for any stock
dividend, stock split or like transaction affecting the Company Common Stock prior to the Effective Time.

    All applicable withholding taxes attributable to the payments made hereunder or to distributions contemplated hereby shall be deducted from
the cash amount payable above. Except as provided herein or as otherwise agreed to by the parties and to the extent permitted by the Company
Stock Option Plan (as defined in Section 3.2(a) hereof), the Company shall cause the Company Stock Option Plan to terminate as of the
Effective Time.

    Section 1.6  Exchange of Certificates.

    (a) Parent shall appoint a trust company or a commercial bank reasonably acceptable to the Company to act as Paying Agent hereunder (the
"Paying Agent"). Prior to the Effective Time, Parent
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shall deposit with the Paying Agent the aggregate Merger Consideration under Section 1.5(c) hereof (the "Payment Fund"). The Paying Agent
shall deliver the Merger Consideration contemplated to be paid pursuant to Section 1.5(c) out of the Payment Fund.

    (b) Parent shall cause the Paying Agent, as soon as practicable after the Effective Time, to mail to each record holder of a certificate or
certificates which immediately prior to the Effective Time represented outstanding shares of Company Common Stock converted in the Merger
(the "Certificates") a letter of transmittal (which shall specify that delivery shall be effected, and risk of loss and title to the Certificates shall
pass, only upon actual delivery of the Certificates to the Paying Agent, and shall contain instructions for use in effecting the surrender of the
Certificates in exchange for the Merger Consideration). Upon surrender for cancellation to the Paying Agent of one or more Certificates held by
any record holder of a Certificate, together with such letter of transmittal, duly executed, the holder of such Certificate shall be entitled to receive
in exchange therefor the Merger Consideration pursuant to this Article 1, and any Certificate so surrendered shall forthwith be cancelled. No
interest will be paid or accrued on the Merger Consideration payable to the holder of the Certificates.

    (c) The Paying Agent shall invest the Payment Fund, as directed by Parent, in (i) direct obligations of the United States of America,
(ii) obligations for which the full faith and credit of the United States of America is pledged to provide for the payment of principal and interest,
or (iii) certificates of deposit, bank repurchase agreements or bankers acceptances, of commercial banks with assets exceeding $1,000,000,000,
and any net earnings with respect thereto shall be paid to Parent as and when requested by Parent; provided that any such investment or any such
payment of earnings shall not delay the receipt by holders of Certificates of their Merger Consideration or otherwise impair such holders'
respective rights hereunder. Parent must promptly replace any portion of the Payment Fund which the Paying Agent loses through investments.

    (d) If any Merger Consideration is to be paid to a name other than that in which the Certificate surrendered is registered, it shall be a condition
of such payment that the Certificate so surrendered shall be properly endorsed and otherwise in proper form for transfer and that the person
requesting such payment shall pay to the Paying Agent any taxes required by reason of payment or shall establish to the satisfaction of the
Paying Agent that such tax has been paid or is not applicable. Parent or the Paying Agent shall be entitled to deduct and withhold from the
consideration otherwise payable pursuant to this Agreement to any holder of shares of Company Common Stock such amounts as Parent or the
Paying Agent is required to deduct and withhold with respect to the making of such payment under the Internal Revenue Code of 1986, as
amended (the "Code"), or under any provision of state, local or foreign tax law. To the extent that amounts are so withheld by Parent or the
Paying Agent, such withheld amounts shall be treated for all purposes of this Agreement as having been paid to the holder of the shares of
Company Common Stock in respect of which such deduction and withholding was made by Parent or the Paying Agent.

    Section 1.7  Return of Payment Fund.  Any portion of the Payment Fund which remains undistributed to the former stockholders of the
Company for six months after the Effective Time shall be delivered to Parent, upon demand of Parent, and any such former stockholders who
have not theretofore complied with this Article 1 shall thereafter look only to Parent for payment of their claim for their Merger Consideration.
Neither Parent nor the Surviving Corporation shall be liable to any former holder of Company Common Stock for any such Merger
Consolidation that is delivered to a public official pursuant to any applicable abandoned property, escheat or similar law.

    Section 1.8  No Further Ownership Rights in Company Common Stock.  The Merger Consideration issued upon the surrender of Certificates
in accordance with the terms hereof shall be deemed to have been issued in full satisfaction of all rights pertaining to the shares of Company
Common Stock represented by such Certificates.
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    Section 1.9  Closing of Company Transfer Books.  At the Effective Time, the stock transfer books of the Company shall be closed and no
transfer of shares of Company Common Stock shall thereafter be made on the records of the Company. If, after the Effective Time, Certificates
are presented to the Surviving Corporation, the Paying Agent or the Parent, such Certificates shall be cancelled as provided in this Article 1.

    Section 1.10  Lost Certificates.  If any Certificate shall have been lost, stolen or destroyed, upon the making of an affidavit of that fact by the
person claiming such Certificate to be lost, stolen or destroyed and, if required by Parent or the Paying Agent, the posting by such person of a
bond, in such reasonable amount as Parent or the Paying Agent may direct as indemnity against any claim that may be made against them with
respect to such Certificate, the Paying Agent will pay the Merger Consideration for such lost, stolen or destroyed Certificate.

    Section 1.11  Further Assurances.  If at any time after the Effective Time, the Surviving Corporation shall consider or be advised that any
deeds, bills of sale, assignments or assurances or any other acts or things are necessary, desirable or proper (a) to vest, perfect or confirm, of
record or otherwise, in the Surviving Corporation its right, title or interest in, to or under any of the rights, privileges, powers, franchises,
properties or assets of either of the Constituent Corporations, or (b) otherwise to carry out the purposes of this Agreement, the Surviving
Corporation and its proper officers and directors or their designees shall be authorized to execute and deliver, in the name and on behalf of either
of the Constituent Corporations, all such deeds, bills of sale, assignments and assurances and to do, in the name and on behalf of either
Constituent Corporation, all such other acts and things as may be necessary, desirable or proper to vest, perfect or confirm the Surviving
Corporation's right, title or interest in, to or under any of the rights, privileges, powers, franchises, properties or assets of such Constituent
Corporation and otherwise to carry out the purposes of this Agreement.

    Section 1.12  Dissenting Shares.  Notwithstanding anything in this Agreement to the contrary, shares of Company Common Stock issued and
outstanding immediately prior to the Effective Time held by a holder (if any), who has the right to demand, and who properly demands, an
appraisal of such shares of Company Common Stock in accordance with Section 262 of the DGCL (or any successor provision) ("Dissenting
Shares") shall not be converted into a right to receive their Merger Consideration unless such holder fails to perfect or otherwise loses such
holder's right to such appraisal, if any. If, after the Effective Time, such holder fails to perfect or loses any such right to appraisal, each such
share of Company Common Stock of such holder shall be treated as a share of Company Common Stock that had been converted as of the
Effective Time into the right to receive the Merger Consideration in accordance with Article 1. At the Effective Time, any holder of Dissenting
Shares shall cease to have any rights with respect thereto, except the rights provided in Section 262 of the DGCL (or any successor provision)
and as provided in the immediately preceding sentence. Company shall give prompt notice to Parent of any demands received by Company for
appraisal of shares of Company Common Stock, and Parent shall have the right to participate in and direct all negotiations and proceedings with
respect to such demands. Company shall not, except with the prior written consent of Parent, make any payment with respect to, or settle or offer
to settle, any such demands. Parent shall be responsible for all payments with respect to the Dissenting Shares, including without limitation, all
expenses associated with any negotiations and proceedings with respect to demands for appraisal under the DGCL.

    Section 1.13  Closing.  The closing of the transactions contemplated by this Agreement (the "Closing") and all actions specified in this
Agreement to occur at the Closing shall take place at the offices of Bingham Dana, LLP, 399 Park Avenue, New York, New York at 10:00 a.m.,
local time, no later than the second business day following the day on which the last of the conditions set forth in Article 6 shall have been
fulfilled or waived (if permissible) or at such other time and place as Parent and the Company shall agree.
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ARTICLE II

REPRESENTATIONS AND WARRANTIES OF PARENT AND SUB

    Parent and Sub represent and warrant to the Company as follows:

    Section 2.1  Organization, Standing and Power.  Each of Parent and Sub is a corporation duly organized, validly existing and in good
standing under the laws of the jurisdiction in which it is organized and has the requisite corporate power and authority to carry on its business as
now being conducted. Each Subsidiary of Parent is duly qualified to do business, and is in good standing, in each jurisdiction where the
character of their properties owned or held under lease or the nature of their activities makes such qualification necessary, except where the
failure to be so qualified would not, individually or in the aggregate, have a Material Adverse Effect (as hereinafter defined) on Parent. For
purposes of this Agreement (a) "Material Adverse Effect" means, when used with respect to Parent, Sub or the Company, as the case may be,
any event, change or effect that individually or when taken together with all other such events, changes or effects is materially adverse to the
business, financial condition or results of operations of Parent and its Subsidiaries, taken as a whole, or the Company and its Subsidiaries, taken
as a whole, as the case may be, except to the extent resulting from or relating to (i) any changes or events affecting the economy of the United
States or the consumer finance industry generally or (ii) the execution or announcement of, or compliance with the terms of, this Agreement; and

Edgar Filing: MFN FINANCIAL CORP - Form PREM14A

47



(b) "Subsidiary" means any corporation, partnership, limited liability company, joint venture or other legal entity of which Parent or the
Company, as the case may be (either alone or through or together with any other Subsidiary), owns, directly or indirectly, 50% or more of the
stock or other equity interests, the holders of which are generally entitled to vote for the election of the Board of Directors or other governing
body of such corporation, partnership, limited liability company, joint venture or other legal entity.

    Section 2.2  Authority.  On or prior to the date of this Agreement, the Boards of Directors of Parent and Sub have (i) declared the Merger
advisable and fair to and in the best interest of Parent and Sub, respectively, and their respective stockholders, and (ii) approved and adopted this
Agreement in accordance with the General Corporation Law of California and the DGCL. Each of Parent and Sub has all requisite corporate
power to enter into this Agreement and to consummate the transactions contemplated hereby. The execution and delivery of this Agreement by
Parent and Sub and the consummation by Parent and Sub of the transactions contemplated hereby have been duly authorized by all necessary
corporate action on the part of Parent and Sub, subject to filing of appropriate Merger documents as required by the DGCL. This Agreement and
the consummation of the transactions contemplated hereby have been approved by Parent as the sole stockholder of Sub. This Agreement has
been duly executed and delivered by Parent and Sub, and (assuming the valid authorization, execution and delivery of this Agreement by the
Company and the validity and binding effect hereof on the Company) this Agreement constitutes the valid and binding obligation of Parent and
Sub enforceable against each of them in accordance with its terms except as the same may be limited by applicable bankruptcy, insolvency,
fraudulent conveyance, reorganization, moratorium, or other laws or equitable principles in effect relating to creditors' rights and remedies and
general principles of equity.

    Section 2.3  Consents and Approvals; No Violation.  Assuming that all consents, approvals, authorizations and other actions described in this
Section 2.3 have been obtained and all filings and obligations described in this Section 2.3 have been made, and except as set forth in Section 2.3
of the letter dated the date hereof and delivered on the date hereof by Parent to the Company, which letter relates to this Agreement and is
designated the Parent Letter (the "Parent Letter"), the execution and delivery of this Agreement does not, and the consummation of the
transactions contemplated hereby and compliance with the provisions hereof will not, result in any violation of, or default (with or without
notice or lapse of time, or both) under, or give to others a right of termination, cancellation or acceleration of any obligation or the loss of a
material benefit under, or result in the creation of any lien, security interest, charge or encumbrance upon any of the properties or assets of
Parent or any of
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its Subsidiaries under, any provision of (i) the Articles of Incorporation of Parent (the "Parent Charter") or the Bylaws of Parent (the "Parent
Bylaws") or the Sub Charter or Bylaws of Sub, (ii) any provision of the comparable charter or organization documents of any of Parent's
Subsidiaries, (iii) any loan or credit agreement, note, bond, mortgage, indenture, lease or other agreement, instrument, permit, concession,
franchise or license applicable to Parent or any of its Subsidiaries or (iv) any judgment, order, decree, statute, law, ordinance, rule or regulation
applicable to Parent or any of its Subsidiaries or any of their respective properties or assets, other than, in the case of clauses (ii), (iii) or (iv), any
such violations, defaults, rights, liens, security interests, charges or encumbrances that, individually or in the aggregate, would not have a
Material Adverse Effect on Parent, materially impair the ability of Parent or Sub to perform their respective obligations hereunder or prevent the
consummation of any of the transactions contemplated hereby. No filing or registration with, or authorization, consent or approval of, any
domestic (federal and state), foreign or supranational court, commission, governmental body, regulatory agency, authority or tribunal (a
"Governmental Entity") is required by or with respect to Parent or any of its Subsidiaries in connection with the execution and delivery of this
Agreement by Parent or Sub or is necessary for the consummation of the Merger and the other transactions contemplated by this Agreement,
except for (i) in connection, or in compliance, with the provisions of the Hart-Scott-Rodino Antitrust Improvements Act of 1976, as amended
(the "HSR Act"), the Securities Act and the Securities Exchange Act of 1934, as amended (together with the rules and regulations promulgated
thereunder, the "Exchange Act"), (ii) the filing of the Certificate of Merger with the Secretary of State of the State of Delaware and appropriate
documents with the relevant authorities of other states in which the Company or any of its Subsidiaries is qualified to do business, (iii) such
filings, authorizations, orders and approvals as may be required by state takeover laws (the "State Takeover Approvals"), (iv)  applicable
requirements, if any, of state securities or "blue sky" laws ("Blue Sky Laws") and NASDAQ, (v) as may be required under foreign laws and
(vi) such other consents, orders, authorizations, registrations, declarations and filings the failure of which to be obtained or made would not,
individually or in the aggregate, have a Material Adverse Effect on Parent, materially impair the ability of Parent or Sub to perform its
obligations hereunder or prevent the consummation of any of the transactions contemplated hereby.

    Section 2.4  SEC Documents and Other Reports.  Parent has timely filed all required documents with the U.S. Securities and Exchange
Commission (the "SEC") since December 31, 2000 ("Parent SEC Documents"). As of their respective dates, Parent SEC Documents complied in
all material respects with the requirements of the Securities Act of 1933, as amended (together with the rules and regulations promulgated
thereunder, the "Securities Act") or the Exchange Act, as the case may be, and, at the respective times they were filed, none of Parent SEC
Documents contained any untrue statement of a material fact or omitted to state a material fact required to be stated therein or necessary to make
the statements therein, in light of the circumstances under which they were made, not misleading. The consolidated financial statements
(including, in each case, any notes thereto) of Parent included in Parent SEC Documents complied as to form in all material respects with
applicable accounting requirements and the published rules and regulations of the SEC with respect thereto, were prepared in accordance with
generally accepted accounting principles (except, in the case of the unaudited statements, as permitted by Form 10-Q of the SEC) applied on a
consistent basis during the periods involved (except as may be indicated therein or in the notes thereto) and fairly presented in all material
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respects the consolidated financial position of Parent and its consolidated Subsidiaries as at the respective dates thereof and the consolidated
results of their operations and their consolidated cash flows for the periods then ended (subject, in the case of unaudited statements, to normal
year end audit adjustments and to any other adjustments described therein). Except as disclosed in Parent SEC Documents or as required by
generally accepted accounting principles, Parent has not, between December 31, 2000 and the date hereof, made any material change in the
accounting practices or policies applied in the preparation of such financial statements.
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    Section 2.5  Absence of Certain Changes or Events.  Except as disclosed in Parent SEC Documents filed with the SEC prior to the date of this
Agreement or as disclosed in Section 2.5 of Parent Letter, since December 31, 2000, (A) Parent and its Subsidiaries have not incurred any
liability or obligation (indirect, direct or contingent) that would result in a Material Adverse Effect on Parent, (B) Parent and its Subsidiaries
have not sustained any loss or interference with their business or properties from fire, flood, windstorm, accident or other calamity (whether or
not covered by insurance) that has had a Material Adverse Effect on Parent, (C) there has been no dividend or distribution of any kind declared,
paid or made by Parent on any class of its stock and (D) there has been no Material Adverse Effect with respect to Parent.

    Section 2.6  Permits and Compliance.

    (a) Each of Parent and its Subsidiaries is in possession of all franchises, grants, authorizations, licenses, permits, charters, easements,
variances, exceptions, consents, certificates, approvals and orders of any Governmental Entity necessary for Parent or any of its Subsidiaries to
own, lease and operate its properties or to carry on its business as it is now being conducted (the "Parent Permits"), except where the failure to
have any of Parent Permits would not, individually or in the aggregate, have a Material Adverse Effect on Parent. Neither Parent nor any of its
Subsidiaries is in violation of (A) its charter, bylaws or other organizational documents, (B) any applicable law, ordinance, administrative or
governmental rule or regulation or (C) any order, decree or judgment of any Governmental Entity having jurisdiction over Parent or any of its
Subsidiaries, except, in the case of clauses (A), (B) and (C), for any violations that, individually or in the aggregate, would not have a Material
Adverse Effect on Parent.

    (b) Except as disclosed in Parent SEC Documents filed prior to the date of this Agreement or as disclosed in Section 2.6 of Parent Letter, as of
the date hereof, there is no contract or agreement that is or was required to be filed by Parent as a material contract pursuant to Item 601 of
Regulation S-K under the Securities Act. Except as set forth in Section 2.6 of Parent Letter or disclosed in the Parent SEC Documents as of the
date hereof, neither Parent nor any of its Significant Subsidiaries is a party to or bound by any agreements evidencing, or guarantees relating to,
indebtedness for borrowed money to the extent the aggregate principal amount outstanding thereunder exceeds $5,000,000. Except as set forth in
Parent SEC Documents filed prior to the date of this Agreement or Section 2.6 of Parent Letter, no event of default or event that, but for the
giving of notice or the lapse of time or both, would constitute an event of default exists or, upon the consummation by Parent or Sub of the
transactions contemplated by this Agreement, will exist under any indenture, mortgage, loan agreement, note or other agreement or instrument
for borrowed money, any guarantee of any agreement or instrument for borrowed money or any lease, contractual license or other agreement or
instrument to which Parent or any of its Subsidiaries is a party or by which Parent or any such Subsidiary is bound or to which any of the
properties, assets or operations of Parent or any such Subsidiary is subject, other than any defaults that, individually or in the aggregate, would
not have a Material Adverse Effect on Parent.

    Section 2.7  Actions and Proceedings.  Except as set forth in Parent SEC Documents filed prior to the date of this Agreement and except as set
forth in Section 2.7 of Parent Letter, there are no outstanding orders, judgments, injunctions, awards or decrees of any Governmental Entity
against or involving Parent or any of its Subsidiaries, or against or involving any of the present or former directors, officers, employees of Parent
or any of its Subsidiaries, as such, or any of its or their properties, assets or business that, individually or in the aggregate, would have a Material
Adverse Effect on Parent or materially impair the ability of Parent to perform its obligations hereunder. Except as set forth in Section 2.7 of
Parent Letter, there are no actions, suits or claims or legal, administrative or arbitration proceedings or investigations pending or, to the
Knowledge of Parent (as hereinafter defined), threatened against or involving Parent or any of its Subsidiaries or any of its or their present or
former directors, officers, employees as such, or any of its or their properties, assets or business that,
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individually or in the aggregate, would have a Material Adverse Effect on Parent or materially impair the ability of Parent to perform its
obligations hereunder. As of the date hereof, there are no actions, suits, or other litigation, legal or administrative proceedings or governmental
investigations pending or, to the Knowledge of Parent, threatened against Parent or any of its Subsidiaries or any of its or their present or former
officers, directors, employees, as such, or any of its or their properties, assets or business, in each case relating to the transactions contemplated
by this Agreement. Section 2.7 of the Parent Letter sets forth a list of all outstanding litigation to which Parent or any of its Subsidiaries is a
party as of the date hereof. For purposes of this Agreement, "Knowledge of Parent" means the actual knowledge of the individuals identified in
Section 2.7 of Parent Letter.
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    Section 2.8  Accounts Receivable.  Except as set forth in Section 2.8 of the Parent Letter the accounts receivable shown on the Parent's balance
sheet as of December 31, 2000 included in its audited consolidated financial statements for the year then ended in Parent's Annual Report,
except for write-offs in amounts reserved against in such financial statements, or thereafter acquired, subject to reserves created in the ordinary
course of business on a basis consistent with the periods covered in such financial statements, (a) have, in all material respects, been collected or
(b) in all material respects and taken as a whole, (i) are valid and enforceable, (ii) arose from bona-fide sales to third parties in ordinary course of
business, and (iii) are not subject to any counterclaims or setoffs and have not been encumbered or sold.

    Section 2.9  Business Relations.  Except as set forth in Section 2.9 of the Parent Letter, neither the Parent nor any of its Subsidiaries has
received any written notice from any customer, consultant, contractor, supplier or vendor indicating that it intends to terminate or modify its
business relationship with Parent or any of its Subsidiaries, which termination or modification would have a Material Adverse Effect on Parent.

    Section 2.10  Retail Installment Contracts.  The retail installment contracts held by Parent or any of its Subsidiaries are valid and enforceable
in accordance with their terms except where the failure of such retail installment contracts to be valid and enforceable would not have a Material
Adverse Effect on Parent.

    Section 2.11  Brokers.  No broker, investment banker or other person, other than Levine Leichtman Capital Partners, L.P. ("LLCP"), the fees
and expenses of which will be paid by Parent (as reflected in the LLCP Commitment (as defined below)), is entitled to any broker's, finder's or
other similar fee or commission in connection with the transactions contemplated by this Agreement based upon arrangements made by or on
behalf of Parent.

    Section 2.12  Operations of Sub.  Sub is a direct, wholly owned subsidiary of Parent, was formed solely for the purpose of engaging in the
transactions contemplated hereby, and has engaged in no other business activities other than those necessary to consummate the transaction
described herein.

    Section 2.13  Financing.  Prior to the date hereof, Parent has delivered to the Company true and complete copies of executed commitment
letters of LLCP (the "LLCP Commitment") and Westdeutsche Landesbank Girozentrale ("West LB"), N.Y. Branch (the "West LB
Commitment") for financing pursuant to which LLCP and West LB on the terms and subject to the conditions contained therein, have committed
to provide or cause to be provided funding of not less than $35,000,000 and $60,000,000 respectively in connection with the consummation of
the Merger (collectively, the "Commitments"). Parent has no agreement or understanding with either LLCP or West LB which is inconsistent
with the terms of the Commitments or this Agreement. The Commitments are in full force and effect and have not been modified, and as of the
date of this Agreement neither Parent nor Sub has any reason to expect that the conditions set forth in the Commitments will not be satisfied in
full before the Effective Time. Parent is in compliance with its obligations under the Commitments and Parent has paid the commitment fees due
thereunder as of the date hereof.
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ARTICLE III
REPRESENTATIONS AND WARRANTIES OF THE COMPANY

    The Company represents and warrants to Parent and Sub as follows:

    Section 3.1  Organization, Standing and Power.  The Company is a corporation duly organized, validly existing and in good standing under
the laws of the State of Delaware and has the requisite corporate power and authority to carry on its business as now being conducted. Each
Subsidiary of the Company is duly organized, validly existing and in good standing under the laws of the jurisdiction in which it is organized
and has the requisite corporate power and authority to carry on its business as now being conducted, except where the failure to be so organized,
existing or in good standing or to have such power or authority would not, individually or in the aggregate, have a Material Adverse Effect on
the Company. The Company and each of its Subsidiaries are duly qualified to do business, and are in good standing, in each jurisdiction where
the character of their properties owned or held under lease or the nature of their activities makes such qualification necessary, except where the
failure to be so qualified would not, individually or in the aggregate, have a Material Adverse Effect on the Company.

    Section 3.2  Capital Structure.

    (a) As of the date hereof, the authorized capital stock of the Company consists of 60,000,000 shares of capital stock of which 50,000,000 are
shares of Company Common Stock, par value $.01 per share, and 10,000,000 are shares of preferred stock, par value $.01 per share, of the
Company. At the close of business on October 31, 2001, (i) 9,991,289 shares of Company Common Stock were issued and outstanding, all of
which were validly issued, fully paid and nonassessable and free of preemptive rights, (ii) no shares of Company Common Stock were held in
the treasury of the Company, and (iii) 1,923,833 shares of Company Common Stock were reserved for issuance pursuant to options to purchase
shares of Company Common Stock ("Company Stock Options") issued and outstanding pursuant to the Amended and Restated 1989 Stock
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Option and Incentive Compensation Plan (the "Company Stock Option Plan") and pursuant to the Stock Option Agreement dated March 23,
1999 between the Company and Edward G. Harshfield. The Company Stock Option Plan is the only benefit plan of the Company or its
Subsidiaries under which any securities of the Company are issuable. As of the date of this Agreement, except as set forth above and except for
the issuance of shares of Company Common Stock upon the exercise of Company Stock Options, no shares of capital stock or other voting
securities of the Company were issued, reserved for issuance or outstanding. As of the date of this Agreement, except (i) as set forth above,
(ii) the Series A, Series B and Series C warrants to purchase an aggregate of 1,709,523 shares of Company Common Stock and (iii) as set forth
in Section 3.2 of the letter dated the date hereof and delivered on the date hereof by the Company to Parent, which letter relates to this
Agreement and is designated the "Company Letter", there are no options, warrants, calls, rights, puts or agreements to which the Company or
any of its Significant Subsidiaries is a party or by which any of them is bound obligating the Company or any of its Significant Subsidiaries to
issue, deliver, sell or redeem, or cause to be issued, delivered, sold or redeemed, any additional shares of capital stock (or other voting securities
or equity equivalents) of the Company or any of its Significant Subsidiaries or obligating the Company or any of its Significant Subsidiaries to
grant, extend or enter into any such option, warrant, call, right, put or agreement. For purposes of this Agreement, "Significant Subsidiary"
means any Subsidiary that constitutes a significant subsidiary within the meaning of Rule 102 of Regulation S-X of the SEC. True, complete and
correct copies of the Restated Certificate of Incorporation of the Company (the "Company Charter") and the Bylaws of the Company, as
amended (the "Company Bylaws"), have been delivered to Parent.

    (b) Each outstanding share of capital stock (or other voting security or equity equivalent) of each Significant Subsidiary of the Company is
duly authorized, validly issued, fully paid and nonassessable, and each such share (or other voting security or equity equivalent) is owned by the
Company or
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another Subsidiary of the Company, free and clear of all security interests, liens, claims, pledges, options, rights of first refusal, agreements,
limitations on voting rights, charges and other encumbrances of any nature whatsoever (collectively, "Liens") other than such Liens which
(individually or in the aggregate) would not have a Material Adverse Effect on the Company. The Company does not have any outstanding
bonds, debentures, notes or other obligations the holders of which have the right to vote (or convertible into or exercisable for securities having
the right to vote) with the stockholders of the Company on any matter. Exhibit 21 to the Company's Annual Report on Form 10-K for the year
ended December 31, 2000, as filed with the SEC (the "Company Annual Report"), was, at the time so filed, a true, accurate and correct
statement in all material respects of all of the information required to be set forth therein by the regulations of the SEC.

    Section 3.3  Authority.  On or prior to the date of this Agreement, the Board of Directors of the Company has unanimously (i) declared the
Merger advisable and fair to and in the best interests of the Company and its stockholders, (ii) approved and adopted this Agreement in
accordance with the DGCL, (iii) resolved to recommend the approval and adoption of this Agreement by the Company's stockholders and
(iv) directed that this Agreement be submitted to the Company's stockholders for approval and adoption. The Company has all requisite
corporate power to enter into this Agreement and, subject to approval by the stockholders of the Company of this Agreement, to consummate the
transactions contemplated hereby. The execution and delivery of this Agreement by the Company and the consummation by the Company of the
transactions contemplated hereby have been duly authorized by all necessary corporate action on the part of the Company, subject to
(x) approval of this Agreement by the stockholders of the Company and (y) the filing of appropriate Merger documents as required by the
DGCL. This Agreement has been duly executed and delivered by the Company and (assuming the valid authorization, execution and delivery of
this Agreement by Parent and Sub and the validity and binding effect of the Agreement on Parent and Sub) constitutes the valid and binding
obligation of the Company enforceable against the Company in accordance with its terms, except as the same may be limited by applicable
bankruptcy, insolvency, fraudulent conveyance, reorganization, moratorium, or other laws or equitable principles in effect relating to creditors'
rights and remedies and general principles of equity. The filing of the Proxy Statement with the SEC has been duly authorized by the Company's
Board of Directors.

    Section 3.4  Consents and Approvals; No Violation.  Assuming that all consents, approvals, authorizations and other actions described in this
Section 3.4 have been obtained and all filings and obligations described in this Section 3.4 have been made, except as set forth in Section 3.4 of
the Company Letter, the execution and delivery of this Agreement does not, and the consummation of the transactions contemplated hereby and
compliance with the provisions hereof will not, result in any violation of, or default (with or without notice or lapse of time, or both) under, or
give to others a right of termination, cancellation or acceleration of any obligation or the loss of a material benefit under, or result in the creation
of any lien, security interest, charge or encumbrance upon any of the properties or assets of the Company or any of its Subsidiaries under, any
provision of (i) the Company Charter or the Company Bylaws, (ii) any provision of the comparable charter or organization documents of any of
the Company's Subsidiaries, (iii) any loan or credit agreement, note, bond, mortgage, indenture, lease or other agreement, instrument, permit,
concession, franchise or license applicable to the Company or any of its Subsidiaries or (iv) any judgment, order, decree, statute, law, ordinance,
rule or regulation applicable to the Company or any of its Subsidiaries or any of their respective properties or assets, other than, in the case of
clauses (ii), (iii) or (iv), any such violations, defaults, rights, liens, security interests, charges or encumbrances that, individually or in the
aggregate, would not have a Material Adverse Effect on the Company, materially impair the ability of the Company to perform its obligations
hereunder or prevent the consummation of any of the transactions contemplated hereby. No filing or registration with, or authorization, consent
or approval of, any Governmental Entity is required by or with respect to the Company or any of its Subsidiaries in connection with the
execution and delivery of this Agreement by the Company or is necessary for the
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consummation of the Merger and the other transactions contemplated by this Agreement except for (i) in connection, or in compliance, with the
provisions of the HSR Act and the Exchange Act, (ii) the filing of the Certificate of Merger with the Secretary of State of the State of Delaware
and appropriate documents with the relevant authorities of other states in which the Company or any of its Subsidiaries is qualified to do
business, (iii) such filings, authorizations, orders and approvals as may be required to obtain the State Takeover Approvals, (iv) applicable
requirements, if any, of Blue Sky Laws, (v) as may be required under foreign laws and (vi) such other consents, orders, authorizations,
registrations, declarations and filings the failure of which to be obtained or made would not, individually or in the aggregate, have a Material
Adverse Effect on the Company, materially impair the ability of the Company to perform its obligations hereunder or prevent the consummation
of any of the transactions contemplated hereby.

    Section 3.5  SEC Documents and Other Reports.  The Company has timely filed all required documents with the SEC since December 31,
2000 (the "Company SEC Documents"). As of their respective dates, the Company SEC Documents complied in all material respects with the
requirements of the Securities Act or the Exchange Act, as the case may be, and, at the respective times they were filed, none of the Company
SEC Documents contained any untrue statement of a material fact or omitted to state a material fact required to be stated therein or necessary to
make the statements therein, in light of the circumstances under which they were made, not misleading. The consolidated financial statements
(including, in each case, any notes thereto) of the Company included in the Company SEC Documents complied as to form in all material
respects with applicable accounting requirements and the published rules and regulations of the SEC with respect thereto, were prepared in
accordance with generally accepted accounting principles (except, in the case of the unaudited statements, as permitted by Form 10-Q of the
SEC) applied on a consistent basis during the periods involved (except as may be indicated therein or in the notes thereto) and fairly presented in
all material respects the consolidated financial position of the Company and its consolidated Subsidiaries as at the respective dates thereof and
the consolidated results of their operations and their consolidated cash flows for the periods then ended (subject, in the case of unaudited
statements, to normal year end audit adjustments and to any other adjustments described therein). Except as disclosed in the Company SEC
Documents or as required by generally accepted accounting principles, the Company has not, between December 31, 2000 and the date hereof,
made any material change in the accounting practices or policies applied in the preparation of financial statements.

    Section 3.6  Proxy Statement.  None of the information to be included in the Proxy Statement relating to the Company Stockholders Meeting
(as defined in Section 5.1) (the "Proxy Statement") will at the time of the mailing of the Proxy Statement and at the time of the Company
Stockholder Meeting, contain any untrue statement of a material fact or omit to state any material fact required to be stated therein or necessary
in order to make the statements therein, in light of the circumstances under which they are made, not misleading. The Proxy Statement will
comply as to form in all material respects with the provisions of the Exchange Act.

    Section 3.7  Absence of Certain Changes or Events.  Except as disclosed in the Company SEC Documents filed with the SEC prior to the date
of this Agreement or as disclosed in Section 3.7 of the Company Letter, since December 31, 2000: (A) the Company and its Subsidiaries have
not incurred any material liability or obligation (indirect, direct or contingent) that would result in a Material Adverse Effect on the Company;
(B) the Company and its Subsidiaries have not sustained any loss or interference with their business or properties from fire, flood, windstorm,
accident or other calamity (whether or not covered by insurance) that has had a Material Adverse Effect on the Company; (C) there has been no
dividend or distribution of any kind declared, paid or made by the Company on any class of its stock except for regular quarterly cash dividends
to shareholders of the Company; and (D) there has been no Material Adverse Effect with respect to the Company.
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    Section 3.8  Permits and Compliance.

    (a) Each of the Company and its Subsidiaries is in possession of all franchises, grants, authorizations, licenses, permits, easements, variances,
exceptions, consents, certificates, approvals and orders of any Governmental Entity necessary for the Company or any of its Subsidiaries to own,
lease and operate its properties or to carry on its business as it is now being conducted (the "Company Permits"), except where the failure to
have any of the Company Permits would not, individually or in the aggregate, have a Material Adverse Effect on the Company. Neither the
Company nor any of its Subsidiaries is in violation of (A) its charter, bylaws or other organizational documents, (B) any applicable law,
ordinance, administrative or governmental rule or regulation or (C) any order, decree or judgment of any Governmental Entity having
jurisdiction over the Company or any of its Subsidiaries, except, in the case of clauses (A), (B) and (C), for any violations that, individually or in
the aggregate, would not have a Material Adverse Effect on the Company.

    (b) Except as disclosed in the Company SEC Documents filed prior to the date of this Agreement or as disclosed in Section 3.8 of the
Company Letter, as of the date hereof, there is no contract or agreement that is or was required to be filed by the Company as a material contract
pursuant to Item 601 of Regulation S-K under the Securities Act. Except as set forth in Section 3.8 of the Company Letter or disclosed in the
Company SEC Documents, as of the date hereof, neither the Company nor any of its Subsidiaries is a party to or bound by any agreement
evidencing, or guarantee relating to, indebtedness for borrowed money to the extent the aggregate principal amount outstanding thereunder
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exceeds $5,000,000. Except as set forth in the Company SEC Documents filed prior to the date of this Agreement or as disclosed in Section 3.8
of the Company Letter, no event of default or event that, but for the giving of notice or the lapse of time or both, would constitute an event of
default exists or, upon the consummation by the Company of the transactions contemplated by this Agreement will exist under any indenture,
mortgage, loan agreement, note or other agreement or instrument for borrowed money, any guarantee of any agreement or instrument for
borrowed money or any lease, contractual license or other agreement or instrument to which the Company or any of its Subsidiaries is a party or
by which the Company or any such Subsidiary is bound or to which any of the properties, assets or operations of the Company or any such
Subsidiary is subject, other than any defaults that, individually or in the aggregate, would not have a Material Adverse Effect on the Company.

    Section 3.9  Tax Matters.

    (a) Except as set forth in Section 3.9 of the Company Letter or as would not have a Material Adverse Effect on the Company, the Company
and its Subsidiaries (i) have timely filed all Tax Returns that are required to have been filed by each of them with all appropriate governmental
agencies (and all such returns are true and correct and fairly reflect in all material respects its operations for tax purposes); and (ii) have timely
paid all Taxes due and payable (other than Taxes the validity of which are being contested in good faith by appropriate proceedings). The
assessment of any additional Taxes for periods for which returns have been filed is not expected to exceed an amount that would have a Material
Adverse Effect on the Company and, to the Knowledge of the Company, there are no material unresolved claims concerning the Company's or
any Subsidiary's Tax liability. The Company's and the Subsidiaries' Tax Returns have not been reviewed or audited by any Taxing Authority.
There is no action, suit, proceeding, investigation, audit, claim or assessment pending or threatened in writing with respect to the Company or
any Subsidiary with respect to a liability for Taxes or with respect to any Tax Return, except for those which would not have a Material Adverse
Effect on the Company. No liens exist for Taxes (other than liens for Taxes not yet due and payable) with respect to any of the assets or
properties of the Company, except for those which would not have a Material Adverse Effect on the Company. For purposes of this Agreement,
(i) "Taxes" shall mean all federal, state, local and foreign income, profits, franchise, gross receipts, payroll, sales, employment, use, property,
excise, withholding and other taxes, duties or assessments, together with all interest, penalties and additions imposed with respect to such
amounts; (ii) "Income Taxes" shall mean all franchise Taxes and all Taxes imposed on or measured by net income or gross profits or gross
receipts or capital (but excluding sales,
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use, value added and property Taxes), together with all interest, penalties and additions imposed with respect to such amounts; (iii) "Taxing
Authority" shall mean any domestic, foreign, federal, national, state, county or municipal or other local government, any subdivision, agency,
commission or authority thereof, or any quasi-governmental body exercising tax regulatory authority and (iv) "Tax Return" means any return,
report or similar statement (including the attached schedules) required to be filed with respect to any Tax, including, without limitation, any
information return, claim for refund, amended return or declaration of estimated Tax.

    (b) Neither the Company nor any Subsidiary has outstanding agreements or waivers extending, or having the effect of extending, the statute of
limitations with respect to the assessment or collection of any Tax. The Tax Returns of the Company and the Subsidiaries with respect to federal
income taxes have been examined by the IRS, or the statute of limitations with respect to the assessment or collection of the relevant Tax
liability has expired, for all taxable periods through and including the year ended December 31, 1994.

    (c) Neither the Company nor any Subsidiary is a party to or bound by any tax-sharing agreement, tax indemnity obligation or similar
agreement, arrangement or practice with respect to Taxes (including any advance pricing agreement, closing agreement or other agreement
relating to Taxes with any Taxing Authority).

    (d) Except as set forth in Section 3.9 of the Company Letter or as would not have a Material Adverse Effect on the Company, the Company
and its Subsidiaries shall not be required to include in a taxable period ending after the Closing Date any taxable income attributable to income
that accrued in a prior taxable period but was not recognized in any prior taxable period as a result of the installment method of accounting, the
cash method of accounting or Section 481 of the Code or any comparable provision of state, local or foreign Tax law, or for any other reason.

    (e) Except as set forth in Section 3.9 of the Company Letter or as would not have a Material Adverse Effect on the Company, neither the
Company, nor any of its affiliates, has made with respect to the Company any consent under Section 341 of the Code, no property of the
Company is "tax exempt use property" within the meaning of Section 168(h) of the Code, the Company is not a party to any lease made pursuant
to Section 168(f)(8) of the Internal Revenue Code of 1954, and none of the assets of the Company is subject to a lease under Section 7701(h) of
the Code or under any predecessor section thereof.

    (f)  Except as set forth in Section 3.9 of the Company Letter, no currently effective power of attorney with respect to any Taxes has been
executed or filed with any Taxing Authority by or on behalf of the Company or any Subsidiary.

    (g) The Company and its Subsidiaries have complied in all material respects with all applicable laws relating to the payment and withholding
of Taxes (including withholding of Taxes pursuant to Sections 1441, 1442, 3121 and 3402 of the Code or any comparable provision of any state,
local or foreign laws) and have, within the time and in the manner prescribed by applicable law, withheld from and paid over to the proper
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Taxing Authorities all amounts required to be so withheld and paid over under applicable laws.

    (h) Any deficiency resulting from any audit or examination relating to Taxes of the Company or any Subsidiary by any Taxing Authority has
been timely paid.

    (i)  Section 3.9 of the Company Letter lists all jurisdictions in which the Company and any Subsidiary files Tax Returns. No jurisdiction
where the Company or any Subsidiary does not file a Tax Return has made a claim that the Company or any Subsidiary is required to file a Tax
Return for such jurisdiction.
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    (j)  Neither the Company nor any Subsidiary has requested an extension of time within which to file any Tax Return with respect to any
taxable period or year for which such Tax Return has not since been filed.

    (k) Neither the Company nor any Subsidiary is or has been a "United States Real Property Holding Corporation" within the meaning of
Section 897(c)(2) of the Code during the applicable period specified in Section 897(c)(1)(A)(ii) of the Code and Parent or Merger Subsidiary is
not required to withhold Tax on the purchase of Company Common Shares pursuant to the Merger by reason of Section 1445 of the Code.

    (l)  Except as set forth in Section 3.9 of the Company Letter or as would not have a Material Adverse Effect on the Company, neither the
Company nor any Subsidiary has made any payment, is obligated to make any payment, or is a party to any agreement that under certain
circumstances could obligate it to make any payments that will not be deductible under Section 162(m) or Section 280G of the Code.

    Section 3.10  Actions and Proceedings.  Except as set forth in the Company SEC Documents filed prior to the date of this Agreement and
except as set forth in Section 3.10 of the Company Letter, there are no outstanding orders, judgments, injunctions, awards or decrees of any
Governmental Entity against or involving the Company or any of its Subsidiaries, or against or involving any of the present or former directors,
officers, employees of the Company or any of its Subsidiaries, as such, or any of its or their properties, assets or business or any Benefit Plan (as
hereinafter defined) that, individually or in the aggregate, would have a Material Adverse Effect on the Company or materially impair the ability
of the Company to perform its obligations hereunder. Except as set forth in the Company SEC Documents filed prior to the date of this
Agreement or in Section 3.10 of the Company Letter, there are no actions, suits or claims or legal, administrative or arbitration proceedings or
investigations pending or, to the Knowledge of the Company, threatened against or involving the Company or any of its Subsidiaries or any of
its or their present or former directors, officers, employees, as such, or any of its or their properties, assets or business that, individually or in the
aggregate, would have a Material Adverse Effect on the Company or materially impair the ability of the Company to perform its obligations
hereunder. As of the date hereof, there are no actions, suits, or other litigation, legal or administrative proceedings or governmental
investigations pending or, to the Knowledge of the Company, threatened against the Company or any of its Subsidiaries or any of its or their
present or former officers, directors, employees or any of its or their properties, assets or business, in each case relating to the transactions
contemplated by this Agreement. Section 3.10 of the Company Letter sets forth a list of all outstanding litigation to which the Company or any
of its Subsidiaries is a party as of the date hereof. For purposes of this Agreement, "Knowledge of the Company" means the actual knowledge of
the individuals identified on Section 3.10 of the Company Letter.

    Section 3.11  Employees; Employee Benefits.

    (a) Complete and correct copies of all material written agreements with or concerning all current employees of the Company and its
Subsidiaries (the "Employees"), including, without limitation, union and collective bargaining agreements, and all material employment policies,
and all amendments and supplements thereto, have been delivered to Parent, and a list of all such agreements and policies is set forth on
Section 3.11(a) of the Company Letter. The Company does not currently offer or provide retiree health and other insurance benefits to former
Employees of the Company and its Subsidiaries ("Former Employees"), or their dependents, survivors or beneficiaries, and the Company has no
liabilities (contingent or otherwise) with respect thereto. There are no outstanding loans from the Company to any Employees or Former
Employees. Except as set forth on Section 3.11(a) of the Company Letter, since January 1, 2001, the Company and its Subsidiaries have not, in
any material respect taken as a whole, (i) except in the ordinary course of business and consistent with past practice, increased the salary or other
compensation payable or to become payable to or for the benefit of any
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of the Employees, (ii) provided any of the Employees with any increased security or tenure of employment, (iii) increased the amounts payable
to any of the Employees upon the termination of any such person's employment or (iv) adopted, increased, augmented or improved benefits
granted to or for the benefit of any of the Employees or Former Employees under any Benefit Plan (as hereinafter defined). All individuals who,
in the last 24 months, have performed services for the Company or its Subsidiaries as a consultant or independent contractor ("Non-Employees")
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are independent contractors and are not employees of the Company or its Subsidiaries and the Company has no material liability to or with
respect to such Non-Employees for the withholding or payment of any income or social security taxes, the provision of benefits under any
Benefit Plans (as hereinafter defined) or for any other charges, taxes or benefits with respect thereto.

    (b) The Company has complied in all material respects with all laws, statutes, rules and regulations applicable with respect to employees,
terms and conditions of employment and wages and hours in each of the jurisdictions in which it operates and/or does business, and there have
been no claims made or, to the Knowledge of the Company, threatened thereunder against the Company arising out to of relating to or alleging
any violation of any of the foregoing. The Company has complied in all material respects with the employment eligibility verification form
requirements under the Immigration Reform Control Act, as amended ("IRCA"), with respect to Employees and with the paperwork provisions
and anti-discrimination provisions of IRCA and has obtained and maintained the employee records and I-9 forms with respect to the Employees
in proper order as required by law. To the Knowledge of Company, the Company is not currently employing any Employees who are not
citizens of the United States and who are not authorized to work in the United States.

    (c) Section 3.11(c) of the Company Letter sets forth a list of each defined benefit and defined contribution plan, stock ownership plan,
executive compensation program or arrangement, bonus plan, incentive compensation plan or arrangement, deferred compensation agreement or
arrangement, supplemental retirement plan or arrangement, vacation pay, sickness, disability or death benefit plan (whether provided through
insurance, on a funded or unfunded basis or otherwise), medical or life insurance plan, providing benefits to any Employee, retiree or Former
Employee or any of their dependents, survivors or beneficiaries, employee stock option or stock purchase plan, severance pay, termination or
salary continuation plan, and each other employee benefit plan, program or arrangement, including, without limitation, each "employee benefit
plan" within the meaning of Section 3(3) of the Employee Retirement Income Security Act of 1974, as amended ("ERISA"), which is
maintained by the Company for the benefit of or relating to any of the Employees or to any Former Employees or their dependents, survivors or
beneficiaries, whether or not legally binding, and for which the Company could reasonably have any material liabilities, all of which are
hereinafter referred to as the "Benefit Plans." Except as set forth in Section 3.11(c) of the Company Letter or in the Benefits Letter, neither
Parent nor the Company will incur any material liability under any severance agreement, deferred compensation agreement, employment
agreement, similar agreement or Benefit Plan solely as a result of the consummation of the transactions contemplated by this Agreement.

    (d) Except as set forth on Section 3.11(d) of the Company Letter or as would not otherwise have a Material Adverse Effect on the Company,
each Benefit Plan which is an "employee pension benefit plan" (as defined in Section 3(2) of ERISA) meets the requirements of Section 401(a)
of the Code; the trust, if any, forming part of such plan is exempt from U.S. Federal Income Tax under Section 501(a) of the Code; a favorable
determination letter has been issued by the Internal Revenue Service (the "IRS") with respect to each plan and trust and each amendment thereto,
including all amendments required under the Uruguay Round Agreement Act of 1994, the Uniformed Services Employment and Reemployment
Rights Act of 1994, the Small Business Job Protection Act of 1996 and the Taxpayer Relief Act of 1997; and since the date of such
determination letter there have been no circumstances which are likely to adversely affect the qualification of such plan. No Benefit Plan is a
"voluntary employees beneficiary association" (within the meaning of Section 501(c)(9) of the Code) or a
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"multiple employer welfare arrangement" (within the meaning of Section 3(40) of ERISA) and there have been no other "welfare benefit funds"
(within the meaning of Section 419 of the Code) relating to Employees or Former Employees. No event or condition exists with respect to any
Benefit Plan that could subject the Company to any material Tax under Section 4980B of the Code. With respect to each Benefit Plan, the
Company has heretofore delivered to Parent complete and correct copies of the following documents, where applicable: (i) the three most recent
annual report (Form 5500 series), together with schedules, as required, filed with the IRS, and any financial statements and opinions required by
Section 103(a)(3) of ERISA, (ii) the most recent determination letter issued by the IRS, (iii) the most recent summary plan description and all
modifications thereof, (iv) the text of the Benefit Plan and of any trust, insurance or annuity contracts maintained in connection therewith, (v) the
most recent actuarial report, if any, relating to the Benefit Plan and (vi) the most recent actuarial valuation, study or estimate of any retiree
medical and life insurance benefits plan or supplemental retirement benefit plan.

    (e) The Company does not, and any corporation or other trade or business under common control with the Company (as determined pursuant
to Section 414(b) or (c) of the Code) (and "ERISA Affiliate") does not, maintain or contribute to or, to the Knowledge of the Company, in any
way directly or indirectly have any liability (whether contingent or otherwise) with respect to, any "multiemployer plan," within the meaning of
Section 3(37) or 4001(a)(3) of ERISA. Except as otherwise set forth on Section 3.11(e) of the Company Letter, no Benefit Plan or plan of any
ERISA Affiliate is subject to Title IV of ERISA. All contributions required to be made to or with respect to each Benefit Plan with respect to the
service of Employees or Former Employees prior to the date hereof have been made or have been accrued for in the books and records of the
Company for all periods through the date hereof.

    (f)  Except as set forth on Section 3.11(f) of the Company Letter or as would not otherwise have a Material Adverse Effect on the Company,
none of the Benefit Plans has been subject to a "reportable event," within the meaning of Section 4043 of ERISA (whether or not the reporting
for which has been waived), within the 24-month period ended on the date hereof; there have been no "prohibited transactions" within the
meaning of Section 4975 of the Code or Part 4 of Subtitle B of Title I of ERISA in connection with any of the Benefit Plans that, assuming the
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taxable period of such transaction expired as of the date hereof, could subject the Company or any ERISA Affiliate to a Tax or penalty imposed
by either Section 4975 of the Code or Section 502(i) of ERISA; none of the Benefit Plans which is subject to Section 412 of the Code has
incurred any "accumulated funding deficiency" (whether or not waived) within the meaning of Section 412 of the Code and the Company is not
subject to a lien under Section 412(n) of the Code; each Benefit Plan has, in all material respects, been administered to date in accordance with
the applicable provisions of ERISA, the Code and other applicable law and with the terms and provisions of all documents, contracts or
agreements pursuant to which such Benefit Plan is maintained; there has been no correction of any defects with respect to a Benefit Plan subject
to Section 401(a) of the Code or its operation pursuant to any procedures established, or program permitted, by the IRS or otherwise within the
36-month period prior hereto; all reports and information required to be filed with the Department of Labor, the IRS or the PBGC with respect to
any Benefit Plan have been timely filed or delivered; there is no arbitration, claim or suit pending or, to the Knowledge of the Company,
threatened involving a Benefit Plan (other than routine claims for benefits), and, to the Knowledge of the Company, there is no basis for such a
claim; none of the Benefit Plans nor any fiduciary thereof has been, to the Knowledge of the Company, the direct or indirect subject of an order
or investigation or examination by a governmental or quasi-governmental agency and there are no matters pending before the IRS, the
Department of Labor or any other governmental agency with respect to a Benefit Plan; and there has not been and will be no "parachute
payment" (as defined in Section 280G(b)(2) of the Code) to any of the Employees prior to the Closing or as a result of the transactions
contemplated by this Agreement.
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    Section 3.12  Labor Matters.  As of the date hereof, neither the Company nor any of its Significant Subsidiaries is a party to any collective
bargaining agreement or labor contract. No labor union or other collective bargaining unit represents or has ever represented any of the
Employees in connection with their employment with the Company. There is no labor strike, dispute, slowdown, work stoppage, picketing, filed
grievance, unfair labor practice charge, investigation, complaint or other proceeding pending or, to the Knowledge of the Company, threatened
against or affecting the Company or any of its Significant Subsidiaries which may interfere with the respective business activities of the
Company, except where such dispute, strike, slowdown, work stoppage, picketing, filed grievance, unfair labor practice charge, investigation,
complaint or other proceeding would not have a Material Adverse Effect on the Company. No consent of any labor union or other collective
bargaining unit representing Employees is required to consummate the transactions contemplated by this Agreement.

    Section 3.13  Accounts Receivable.  Except as set forth in Section 3.13 of the Company Letter, the accounts receivable shown on the
Company's balance sheet as of December 31, 2000 included in its audited consolidated financial statements for the year then ended in
Company's Annual Report, except for write-offs in amounts reserved against in such financial statements, or thereafter acquired, subject to
reserves created in the ordinary course of business on a basis consistent with the periods covered in such financial statements, and except for
accounts receivable sold in the Company's securitization program (including warehouse financing arrangements) (a) have, in all material
respects, been collected or (b) in all material respects and taken as a whole, (i) are valid and enforceable, (ii) arose from bona-fide sales to third
parties in ordinary course of business, and (iii) are not subject to any counterclaims or setoffs and have not been encumbered or sold.

    Section 3.14  Title of Property and Assets.  Except as set forth in Section 3.14 of the Company Letter or as would not otherwise have a
Material Adverse Effect on the Company, the Company or its Subsidiaries have good title to, or a valid leasehold interest in or license to use, the
property and assets (real, personal, mixed, tangible and intangible) reflected in Company's Annual Report or acquired since the date thereof, free
and clear of all Liens, except such Liens which do not materially impair Company's or any of its Subsidiary's ownership or use of such property
or assets. With respect to the property and assets it leases, except as would otherwise not have a Material Adverse Effect on Company, Company
and its Subsidiaries are in compliance with such leases, all leases to which Company or any of its Subsidiaries are a party are in full force and
effect and constitute valid and binding obligations of Company or the Subsidiary, as the case may be. Except as would otherwise not have a
Material Adverse Effect on Company, Company's and its Subsidiaries' assets constitute all of the properties, interests, assets and rights (real,
personal, mixed, tangible and intangible) held for use or used in connection with the business and operations of Company.

    Section 3.15  Real Property.

    (a) Set forth in Section 3.15 of the Company Letter, hereto is a list of all material leases, subleases, licenses and other agreements
(collectively, the "Real Property Leases") under which the Company or any Subsidiary uses or occupies or has the right to use or occupy, now or
in the future, any real property (the "Leased Real Property").

    (b) Except as provided in Section 3.15 of the Company Letter hereto, neither the Company nor any Subsidiary owns or holds, or is obligated
under or a party to, any option, right of first refusal or other contractual right to purchase any Leased Real Property or any portion thereof or
interest therein.

    (c) Except as provided in Section 3.15 of the Company Letter neither the Company nor any Subsidiary owns any real property.

    (d) Except as set forth in Section 3.15 of the Company Letter, as to all of the Real Property Leases, except as would otherwise not have a
Material Adverse Effect on the Company, (i) they are

Edgar Filing: MFN FINANCIAL CORP - Form PREM14A

56



A�17

enforceable in accordance with their respective terms and constitute valid and binding obligations of the respective parties thereto, (ii) there have
not been and there currently are not any material defaults thereunder by the Company or any Subsidiary or, to the Knowledge of the Company,
any other party thereto, (iii) no event has occurred which (whether with or without notice, lapse of time or the happening or occurrence of any
other event) would constitute a default thereunder entitling the landlord thereunder to terminate any of the Real Property Leases, (iv) all rent and
additional rent payable thereunder has been paid in full through the date hereof, (v) no waiver, indulgence or postponement of the Company's or
any Subsidiary's obligations thereunder has been granted, (vi) there are no oral agreements with respect to any of the Real Property Leases,
(vii) the continuation, validity and effectiveness of all of the Real Property Leases under the current material terms thereof will in no way be
affected by the Merger, (viii) they may be assigned by the Company or any Subsidiary without the consent or approval of any other person or
entity, and (ix) there are no material disputes, oral agreements or forbearance programs in effect as to any of the Real Property Leases.

    Section 3.16  Insurance.  Section 3.16 of the Company Letter contains a list, which is true and complete in all material respects, of all policies
of casualty, liability, theft, fidelity, life and other forms of insurance held by Company or any of its Subsidiaries. All such insurance policies are
in the name of Company or its Subsidiaries, and all premiums with respect to such policies which are due prior to the date hereof have been paid.
All such policies are in full force and effect, and neither Company nor any of its Subsidiaries has received notice of cancellation or termination
of any policy. To the Knowledge of the Company, since December 31, 1998, neither Company nor any of its Subsidiaries has been denied or had
revoked or rescinded any policy of insurance, nor borrowed against any such policies. Except as set forth in Section 3.16 of the Company Letter,
no material claim under any such policy is pending as of the date hereof.

    Section 3.17  Business Relations.  Except as set forth in Section 3.17 of the Company Letter, neither the Company nor any of its Subsidiaries
has received any written notice from any customer, consultant, contractor, supplier or vendor indicating that it intends to terminate or modify its
business relationship with Company or any of its Subsidiaries, which termination or modification would have a Material Adverse Effect on the
Company.

    Section 3.18  Retail Installment Contracts.  The retail installment contracts held by Company or any of its Subsidiaries are valid and
enforceable in accordance with their terms except where the failure of such retail installment contracts to be valid and enforceable would not
have a Material Adverse Effect on the Company.

    Section 3.19  Opinion of Financial Advisor.  The Company has received the written opinion of Keefe, Bruyette & Woods, Inc., dated the date
hereof, to the effect that, as of the date hereof, the Merger Consideration is fair to the Company's stockholders from a financial point of view.

    Section 3.20  Required Vote of Company Stockholders.  The affirmative vote of the holders of a majority of the outstanding shares of
Company Common Stock is required to approve the Merger and adopt this Agreement. No other vote of the securityholders of the Company is
required by law, the Company Charter or the Company Bylaws or otherwise in order for the Company to consummate the Merger and the
transactions contemplated hereby.

    Section 3.21  Brokers.  No broker, investment banker or other person, other than Keefe, Bruyette & Woods, Inc., the fees and expenses of
which will be paid as provided herein, is entitled to any broker's, finder's or other similar fee or commission in connection with the transactions
contemplated by this Agreement based upon arrangements made by or on behalf of the Company.
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ARTICLE IV
COVENANTS RELATING TO CONDUCT OF BUSINESS

    Section 4.1  Conduct of Business Pending the Merger.

    (a) Except as expressly permitted by clauses (i) through (xiii) of this Section 4.1(a), during the period from the date of this Agreement through
the Effective Time, the Company shall, and shall cause each of its Significant Subsidiaries to, in all material respects carry on its business in the
ordinary course of its business as currently conducted and, to the extent consistent therewith, use reasonable best efforts to preserve intact its
current business organizations, keep available the services of its current officers and employees and preserve its relationships with customers,
suppliers and others having business dealings with it. Without limiting the generality of the foregoing, and except as otherwise contemplated by
this Agreement, by the Benefits Letter or as set forth in Section 4.1 of the Company Letter, the Company shall not, and shall not permit any of
its Significant Subsidiaries to, without the prior written consent of Parent, which consent shall not be unreasonably withheld or delayed:
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     (i) (A) declare, set aside or pay any dividends on, or make any other distributions in respect of, any of its capital stock, or otherwise
make any payments to its stockholders in their capacity as such other than dividends and distributions by any Subsidiary to its parent,
(B) split, combine or reclassify any of its capital stock or issue or authorize the issuance of any other securities in respect of, in lieu of
or in substitution for shares of its capital stock, or (C) purchase, redeem or otherwise acquire any shares of capital stock of the
Company or any Subsidiary or any other securities thereof or any rights, warrants or options to acquire any such shares or other
securities;

    (ii) issue, deliver, sell, pledge, dispose of or otherwise encumber any shares of its capital stock, any other voting securities or equity
equivalent or any securities convertible into, or any rights, warrants or options to acquire, any such shares, voting securities, equity
equivalents or convertible securities, other than (A) the issuance of shares of Company Common Stock upon the exercise of Company
Stock Options and (B) the issuance of options exercisable for Company Common Stock under the Company Stock Option Plan
(whether or not subject to subsequent approval of Parent's stockholders);

    (iii) amend its charter or bylaws or other comparable charter or organizational documents;

    (iv) acquire or agree to acquire (A) by merging or consolidating with, or by purchasing a substantial portion of the assets of or
equity in, or by any other manner, any business or any corporation, limited liability company, partnership, association or other
business organization or division thereof or (B) any assets that are material, individually or in the aggregate, to the Company and its
Subsidiaries taken as a whole other than retail installment contracts purchased in the ordinary course of business;

    (v) sell, lease, license, mortgage, encumber or otherwise dispose of material properties or assets, other than in connection with sales
in the ordinary course of business or in connection with the Company's securitization program;

    (vi) sell any securitization residuals (including any B piece) at a price, prior to any selling expenses, which is less than the par value
for such residuals;

   (vii) incur any indebtedness for borrowed money, guarantee any such indebtedness or make any loans, advances or capital
contributions to, or other investments in, any other person, other than (A) indebtedness or guarantees in the ordinary course of
business, (B) loans, advances, capital contributions and other investments between the Company and any Subsidiary or between
Subsidiaries and (C) advances to employees in the ordinary course of business;
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   (viii) enter into, adopt or amend in any material respect any severance plan, agreement or arrangement, Benefit Plan or employment
or consulting agreement, except as required by applicable law or except in the ordinary course of business;

    (ix) increase the compensation (including bonuses, profit sharing and pension benefits) payable or to become payable to its
Employees;

    (x) change the Company's independent public accountants or make any change in accounting methods or policies of the Company
except as required by FASB;

    (xi) make any tax election not in the ordinary course of business;

   (xii) change, in any material respect, any of the Company's credit policies or hedging strategies; or

   (xiii) agree or commit to do any of the foregoing.

    (b) During the period from the date of this Agreement through the Effective Time, Parent shall, and shall cause each of its Significant
Subsidiaries to, in all material respects carry on its business in the ordinary course of its business as currently conducted and, to the extent
consistent therewith, use reasonable best efforts to preserve intact its current business organizations, keep available the services of its current
officers and employees and preserve its relationships with customers, suppliers and others having business dealings with it.

    Section 4.2  No Solicitation by the Company.

    (a) From the date hereof until the earlier of the Effective Time or the date on which this Agreement is terminated in accordance with the terms
hereof, the Company shall not, nor shall it permit any of its officers, directors or employees or any investment banker, financial advisor,
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attorney, accountant, agent or other representative retained by it or by any of its Subsidiaries to, directly or indirectly through any representative
or otherwise (i) solicit or initiate the submission of, any Takeover Proposal involving the Company (as hereafter defined), (ii) enter into any
agreement with respect to any Takeover Proposal involving the Company (other than a confidentiality agreement to the extent information is
permitted to be furnished to any person pursuant to this Section 4.2(a)), or (iii) participate in any discussions or negotiations regarding, or
furnish to any person any information with respect to, or take any other action to facilitate knowingly any inquiries or the making of any
proposal that constitutes, or may reasonably be expected to lead to, any Takeover Proposal involving the Company; provided, however, that,
nothing contained in this Agreement shall prevent the Company or its Board of Directors from (i) complying with Rules 14-d(9) and 14-e(2)
under the Exchange Act or publicly disclosing the existence of a Takeover Proposal involving the Company to the extent required by applicable
law or (ii) furnishing nonpublic information to, or entering into discussions or negotiations with, any person or entity in connection with an
unsolicited bona fide Takeover Proposal involving the Company by such person or entity, if, (x) the failure to take such action would, in the
good faith judgment of the Board of Directors of the Company, taking into consideration the advice of corporate counsel of the Company,
violate the fiduciary duties of the Board of Directors of the Company to the Company's stockholders under applicable law, and (y) prior to
furnishing such nonpublic information to, or entering into discussions or negotiations with, such person or entity, such Board of Directors
receives from such person or entity an executed confidentiality agreement with provisions not less favorable to the Company than those
contained in the Confidentiality Agreement (as defined below). For purposes of this Agreement, "Takeover Proposal involving the Company"
means any proposal by any third party for a merger, consolidation or other business combination involving the Company or any of its Significant
Subsidiaries or any proposal or offer to acquire in any manner, directly or indirectly, a 25% or greater equity interest in, 25% or more of the
voting securities of, or 25% or more of the assets of, the Company or any of its Significant Subsidiaries, other than the transactions contemplated
by this Agreement and other than any securitization related transaction.
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    (b) The Company shall advise Parent as promptly as practicable of (i) any Takeover Proposal involving the Company, and (ii) the material
terms of such Takeover Proposal involving the Company. The Company will keep Parent informed of any material changes in such terms.

ARTICLE V

ADDITIONAL AGREEMENTS

    Section 5.1  Company Stockholder Meeting.  The Company will, as soon as practicable following the date of this Agreement, duly call, give
notice of, convene and hold a meeting of stockholders (the "Company Stockholder Meeting") for the purpose of considering the approval of this
Agreement. The Company will, through its Board of Directors, recommend to its stockholders approval of this Agreement, shall use all
reasonable efforts to solicit such approval by its stockholders and shall not withdraw or modify, or propose to withdraw or modify in a manner
adverse to Parent, such recommendation, except if in the good faith judgment of the Company's Board of Directors, taking into consideration the
advice of corporate counsel of the Company, the making of, or the failure to withdraw or modify, such recommendation would violate the
fiduciary duties of such Board of Directors to the Company's stockholders under applicable law. The Company agrees to submit the Merger
Agreement to its stockholders for approval whether or not the Board of Directors of the Company determines at any time subsequent to the date
hereof that the Merger Agreement is no longer advisable and recommends that the stockholders of the Company reject it.

    Section 5.2  Preparation of the Proxy Statement.  The Company shall promptly prepare and file the Proxy Statement with the SEC. The
Company shall use its reasonable best efforts to mail the Proxy Statement to its stockholders promptly as practicable thereafter.

    Section 5.3  Access to Information.  Subject to currently existing contractual and legal restrictions applicable to the Company or any of its
Subsidiaries, the Company shall, and shall cause each of its Significant Subsidiaries to, afford to the accountants, counsel, financial advisors and
other representatives of Parent reasonable access to, and permit them to make such inspections as they may reasonably require of, during normal
business hours during the period from the date of this Agreement through the Effective Time, all of its properties, books, contracts,
commitments and records (including, without limitation, the work papers of independent accountants, if available and subject to the consent of
such independent accountants) and, during such period, the Company shall, and shall cause each of its Significant Subsidiaries to, furnish
promptly to Parent (i) a copy of each report, schedule, registration statement and other document filed by it during such period pursuant to the
requirements of federal or state securities laws and (ii) all other information concerning its business, properties and personnel as the other may
reasonably request. All information obtained pursuant to this Section 5.3 shall be kept confidential in accordance with the Confidentiality
Agreement, dated January 8, 2001 between Parent and the Company (the "Confidentiality Agreement").

    Section 5.4  [Intentionally omitted].

    Section 5.5  [Intentionally omitted].

    Section 5.6  Certain Payments, Fees and Expenses.
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    (a) Except as provided in this Section 5.6 and Section 5.11, whether or not the Merger is consummated, all costs and expenses incurred in
connection with this Agreement and the transactions contemplated hereby including, without limitation, the fees and disbursements of counsel
and accountants and all financing commitment fees, shall be paid by the party incurring such costs and expenses, provided that all printing and
mailing expenses and all filing fees (including, without limitation, filing fees under the Exchange Act and the HSR Act) and all fees and
expensed incurred with respect to communication with the Company's stockholders and warrant holders shall be paid 50% by Parent and 50% by
the Company promptly when due.
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    (b) (i) Notwithstanding any provision in this Agreement to the contrary, if this Agreement is terminated (A) by the Company or
Parent pursuant to Section 7.1(e), (B) by the Company pursuant to Section 7.1(g), or (C) by Parent pursuant to Section 7.1(h) then, in
each case the Company shall reimburse Parent upon demand for all reasonable out-of-pocket fees and expenses incurred or paid by or
on behalf of Parent or any Affiliate (as hereinafter defined) of Parent in connection with this Agreement and the transactions
contemplated herein, including all fees and expenses of counsel, investment banking firms, lenders, accountants and consultants;
provided, however, that the Company shall not be obligated to make payments pursuant to this Section 5.6(b)(i) in excess of
$1,000,000 in the aggregate. As used herein, "Affiliate" shall have the meaning set forth in Rule 405 under the Securities Act.

    (ii) Notwithstanding any provision in this Agreement to the contrary, if this Agreement is terminated by Parent pursuant to
Section 7.1(f), Parent shall reimburse the Company upon demand for all reasonable out-of-pocket fees and expenses incurred or paid
by or on behalf of the Company or any Affiliate of the Company in connection with this Agreement and the transactions contemplated
herein, including all fees and expenses of counsel, investment banking firms, lenders, accountants and consultants; provided, however,
that Parent shall not be obligated to make any payment pursuant to this Section 5.6(b)(ii) if Parent's termination of this Agreement
pursuant to Section 7.1(f) is due to the failure of the condition precedent contained in Section 6.3(d); and, provided, further, that Parent
shall not be obligated to make payments pursuant to this Section 5.6(b)(ii) in excess of $1,000,000 in the aggregate.

    (c) Notwithstanding any provision in this Agreement to the contrary, if (i) this Agreement is terminated by the Company pursuant to
Section 7.1(g) or (ii) this Agreement is terminated by Parent pursuant to Section 7.1(h), then, in each case, the Company shall (in addition to any
obligation under Section 5.6(b)) pay to Parent a fee of $3,000,000 less the amount paid pursuant to Section 5.6(b)(i) in cash, such payment to be
made promptly, but in no event later than, the third day following such termination.

    (d) Notwithstanding any provisions in this Agreement to the contrary, if this Agreement is terminated by Parent pursuant to Section 7.1(f),
then Parent shall (in addition to any obligation under Section 5.6(b)) pay to the Company a fee of $750,000 in cash, such payment to be made
promptly, but in no event later than the third business day following such termination; provided, however, Parent shall not be obligated to make
any payment pursuant to this Section 5.6(d) if Parent's termination of this Agreement pursuant to Section 7.1(f) is due to the failure of the
condition precedent contained in Section 6.3(d).

    (e) Notwithstanding any provision in this Agreement to the contrary, if this Agreement is terminated by the Company or Parent pursuant to
Section 7.1(e), the Company shall (in addition to any obligation under Section 5.6(b)(i)) pay to Parent a fee of $750,000 in cash, such payment
to be made promptly, but in no event later than the third day following such termination.

    Section 5.7  Reasonable Best Efforts.

    (a) Upon the terms and subject to the conditions set forth in this Agreement, each of the parties agrees to use reasonable best efforts to take, or
cause to be taken, all actions, and to do, or cause to be done, and to assist and cooperate with the other parties in doing, all things necessary,
proper or advisable to consummate and make effective, in the most expeditious manner practicable, the Merger and the other transactions
contemplated by this Agreement, including, but not limited to: (i) obtaining all necessary actions or nonactions, waivers, consents and approvals
from all Governmental Entities and the making of all necessary registrations and filings (including filings with Governmental Entities) and
taking all reasonable steps (including, without limitation, divesting or holding separate any assets or agreeing to any governmental conditions),
as may be necessary to obtain an approval or waiver from, or to avoid an action or proceeding by, any Governmental Entity (including those in
connection with the
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HSR Act and State Takeover Approvals); (ii) obtaining all necessary consents, approvals or waivers from third parties; (iii) defending any
lawsuits or other legal proceedings, whether judicial or administrative, challenging this Agreement or the consummation of the transactions
contemplated hereby, including seeking to have any stay or temporary restraining order entered by any court or other Governmental Entity
vacated or reversed; and (iv) the execution and delivery of any additional instruments necessary to consummate the transactions contemplated by
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this Agreement. No party to this Agreement shall consent to any voluntary delay of the consummation of the Merger at the behest of any
Governmental Entity without the consent of the other parties to this Agreement, which consent shall not be unreasonably withheld.

    (b) Each party shall use all reasonable best efforts to not take any action, or enter into any transaction, which would cause any of its
representations or warranties contained in this Agreement to be untrue in any material respect or result in a material breach of any covenant
made by it in this Agreement or which could reasonably be expected to impede, interfere with, prevent or delay in any material respect the
Merger.

    (c) Notwithstanding any provision in this Agreement to the contrary, Parent shall use commercially reasonable efforts to obtain the financing
provided for in the Commitments prior to the Effective Time. In the event that Parent is unable for any reason to obtain the financing provided
for in the Commitments prior to the Effective Time, Parent shall use commercially reasonable efforts to obtain alternative financing prior to the
Effective Time on terms which are no less favorable to Parent than the terms of the Commitments. Notwithstanding any provision in this
Agreement to the contrary, Parent shall use commercially reasonable efforts to ensure that it has sufficient cash available as of immediately prior
to the Effective Time to enable it to pay the aggregate Merger Consideration in connection with the Merger and to make all other necessary
payments in connection with the Merger.

    (d) Notwithstanding any provision in this Agreement to the contrary, the Company shall use commercially reasonable efforts to ensure that it
has Unrestricted Cash Availability (as hereinafter defined) in the amount provided in Section 6.3(d) as of immediately prior to the Effective
Time.

    Section 5.8  Public Announcements.  Parent and the Company will not issue any press release with respect to the transactions contemplated by
this Agreement or otherwise issue any written public statements with respect to such transactions without prior consultation with the other party,
except as may be required by applicable law or by obligations pursuant to any listing agreement with any national securities exchange or the
rules of NASDAQ.

    Section 5.9  [Intentionally omitted].

    Section 5.10  State Takeover Laws.  If any "fair price," "business combination" or "control share acquisition" statute or other similar statute or
regulation shall become applicable to the transactions contemplated hereby, Parent and the Company and their respective Boards of Directors
shall use their reasonable best efforts to grant such approvals and take such actions as are necessary so that the transactions contemplated hereby
and thereby may be consummated as promptly as practicable on the terms contemplated hereby and thereby and otherwise act to minimize the
effects of any such statute or regulation on the transactions contemplated hereby and thereby.

    Section 5.11  Indemnification; Directors and Officers Insurance.

    (a) From and after the Effective Time, Parent shall, and shall cause the Surviving Corporation to, indemnify and hold harmless all past and
present officers, directors, employees and agents of the Company and of its Subsidiaries to the full extent such persons may be indemnified by
the Company, for acts or omissions occurring at or prior to the Effective Time, pursuant to the Company Charter, the Company Bylaws,
applicable laws and any existing agreements.
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    (b) Company or Parent shall purchase, or shall cause the Surviving Corporation to purchase, a 6-year "tail" on the Company's current directors
and officers an insurance and indemnification policy (the "D&O Insurance Tail"); provided, however, that the Company, Parent and the
Surviving Corporation shall not be required to pay more than $1,050,000 for the D&O Insurance Tail.

    (c) The provisions of this Section 5.11 are intended for the benefit of, and shall be enforceable by, each person entitled to indemnification
under this Section 5.11, his or her heirs and his or her personal representatives.

    Section 5.12  Notification of Certain Matters.  Parent shall use its reasonable best efforts to give prompt notice to the Company, and the
Company shall use its reasonable best efforts to give prompt notice to Parent, of: (i) the occurrence, or nonoccurrence, of any event of which it is
aware and which would be reasonably likely to cause any representation or warranty contained in this Agreement to be untrue or inaccurate in
any material respect, or (ii) any failure of Parent or the Company, as the case may be, to comply in a timely manner with or satisfy any covenant,
condition or agreement to be complied with or satisfied by it hereunder; provided, however, that the delivery of any notice pursuant to this
Section 5.12 shall not limit or otherwise affect the remedies available hereunder to the party receiving such notice.

    Section 5.13  Employee Benefit Plans and Agreements.
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    (a) For a period of six months following the Effective Time, Parent shall cause the Surviving Corporation to provide employees of the
Company or any of its Subsidiaries who continue employment after the Effective Time with the Surviving Corporation (including those on
vacation, authorized leave of absence or short-term disability who return to active employment within six months after the Effective Time) (the
"Retained Employees") with employee benefit plans that are no less favorable, in the aggregate, than the employee benefit plans provided to the
Retained Employees immediately prior to the Effective Time.

    (b) Except as otherwise provided in this Section, nothing in this Agreement shall be interpreted as limiting the power of the Surviving
Corporation to amend or terminate any particular Benefit Plan or any other particular employee benefit plan, program, agreement or policy or as
requiring the Surviving Corporation to offer to continue the employment of any employee (other than as required by the terms of any written
employment contract), provided, however, that no such termination or amendment may impair the rights of any person with respect to benefits
or any other payments already accrued as of the time of such termination or amendment without the consent of such person.

    (c) Parent shall honor or cause to be honored by the Company, the Surviving Corporation and their Subsidiaries:

     (i) all employment agreements, bonus agreements, severance agreements and any other agreements with the persons who are
directors, officers and employees of the Company and its Subsidiaries, and

    (ii) all of the provisions set forth in the Benefits Letter.

    (d) Parent shall, or shall cause the Company and the Surviving Corporation to, (i) waive all limitations as to preexisting conditions, exclusions
and waiting periods with respect to participation and coverage requirements applicable to the Retained Employees and former employees of the
Company and its Subsidiaries under any welfare or fringe benefit plan in which such employees and former employees may be eligible to
participate after the Effective Time, other than limitations or waiting periods that are in effect with respect to such employees and that have not
been satisfied under the corresponding welfare or fringe benefit plan maintained by the Company for the Retained Employees and former
employees prior to the Effective Time, and (ii) provide each Retained Employee and former employee with credit under any welfare plans in
which such employee or former employee
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becomes eligible to participate after the Effective Time for any co-payments and deductibles paid by such Retained Employee or former
employee for the then current plan year under the corresponding welfare plans maintained by the Company prior to the Effective Time.

    Section 5.14  Estoppel Certificates.  The Company shall use commercially reasonable efforts to obtain estoppel certificates reasonably
satisfactory to Parent from the landlords of the Company and its Subsidiaries as they exist as of the Effective Time.

ARTICLE VI

CONDITIONS PRECEDENT TO THE MERGER

    Section 6.1  Conditions to Each Party's Obligation to Effect the Merger.  The respective obligations of each party to effect the Merger shall be
subject to the fulfillment at or prior to the Effective Time of the following conditions:

    (a) Stockholder Approval. This Agreement shall have been duly approved by the requisite vote of stockholders of the Company in accordance
with applicable law and the Company Charter and Company Bylaws.

    (b) HSR. The waiting period (and any extension thereof) applicable to the consummation of the Merger under the HSR Act shall have expired
or been terminated.

    (c) Authorizations and Consents. All authorizations, consents, orders, declarations or approvals of, or filings with, or terminations or
expirations of waiting periods imposed by, any Governmental Entity, which the failure to obtain, make or occur would have the effect of making
the Merger or any of the transactions contemplated hereby illegal or would have, individually or in the aggregate, a Material Adverse Effect on
Parent (assuming the Merger had taken place), shall have been obtained, shall have been made or shall have occurred. All necessary state
securities or Blue Sky authorizations (including State Takeover Approvals) shall have been received.

    (d) No Order. No court or other Governmental Entity having jurisdiction over the Company or Parent, or any of their respective Subsidiaries,
shall have enacted, issued, promulgated, enforced or entered any law, rule, regulation, executive order, decree, injunction or other order (whether
temporary, preliminary or permanent) which is then in effect and has the effect of making the Merger or any of the transactions contemplated
hereby illegal.
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    (e) Litigation. There shall not be instituted or pending any suit, action or proceeding by any Governmental Entity relating to this Agreement or
any of the transactions contemplated herein which would have a Material Adverse Effect on the Company or Parent.

    Section 6.2  Conditions to Obligation of the Company to Effect the Merger.  The obligation of the Company to effect the Merger shall be
subject to the fulfillment at or prior to the Effective Time of the following additional conditions:

    (a)  Performance of Obligations; Representations and Warranties.  Each of Parent and Sub shall have performed in all material respects each
of its agreements contained in this Agreement required to be performed on or prior to the Effective Time, each of the representations and
warranties of Parent and Sub contained in this Agreement that is qualified by materiality shall be true and correct on and as of the Effective
Time as if made on and as of such date (other than representations and warranties which address matters only as of a certain date which shall be
true and correct as of such certain date) and each of the representations and warranties that is not so qualified shall be true and correct in all
material respects on and as of the Effective Time as if made on and as of such date (other than representations and warranties which address
matters only as of a certain date which shall be true and correct in all material respects as of such certain date), in each case except as
contemplated or
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permitted by this Agreement, and the Company shall have received a certificate signed on behalf of Parent by its Chief Executive Officer and its
Chief Financial Officer to such effect.

    (b)  Consents.  Parent shall have obtained the consent or approval of each person that is not a Governmental Entity whose consent or approval
shall be required in connection with the transactions contemplated hereby under any loan or credit agreement, note, mortgage, indenture, lease or
other agreement by which Parent or any of its Subsidiaries is bound, except as to which the failure to obtain such consents and approvals would
not, individually or in the aggregate, have a Material Adverse Effect on Parent or the Company.

    (c)  Financing.  At or prior to the Effective Time, Parent and/or Sub shall have sufficient available cash to enable Parent and/or Sub to pay the
aggregate Merger Consideration for all of the outstanding shares of Company Common Stock and to make all other necessary payments in
connection with the Merger and to fund the working capital needs of Parent and its Subsidiaries, including the Surviving Corporation, for a
reasonable period of time following the Effective Time.

    (d)  Benefits Letter.  Parent shall have performed each of its agreements contained in the letter between Parent, Sub and the Company dated
the date hereof (the "Benefits Letter") which are required to be performed on or prior to the Effective Time.

    Section 6.3  Conditions to Obligations of Parent and Sub to Effect the Merger.  The obligations of Parent and Sub to effect the Merger shall
be subject to the fulfillment at or prior to the Effective Time of the following additional conditions:

    (a)  Performance of Obligations; Representations and Warranties.  The Company shall have performed in all material respects each of its
agreements contained in this Agreement required to be performed on or prior to the Effective Time, each of the representations and warranties of
the Company contained in this Agreement that is qualified by materiality shall be true and correct on and as of the Effective Time as if made on
and as of such date (other than representations and warranties which address matters only as of a certain date which shall be true and correct as
of such certain date) and each of the representations and warranties that is not so qualified shall be true and correct in all material respects on and
as of the Effective Time as if made on and as of such date (other than representations and warranties which address matters only as of a certain
date which shall be true and correct in all material respects as of such certain date), in each case except as contemplated or permitted by this
Agreement, and Parent shall have received a certificate signed on behalf of the Company by its Chief Executive Officer and its Chief Financial
Officer to such effect.

    (b)  Consents.  The Company shall have obtained the consent or approval of each person that is not a Governmental Entity whose consent or
approval shall be required in connection with the transactions contemplated hereby under any loan or credit agreement, note, mortgage,
indenture, lease or other agreement or instrument by which the Company or any of its Subsidiaries is bound, except as to which the failure to
obtain such consents and approvals would not, individually or in the aggregate, have a Material Adverse Effect on the Company or Parent.

    (c)  Dissenting Shares.  The aggregate number of Dissenting Shares shall not exceed 7% of the total number of Company Common Shares
outstanding on the Closing Date.

    (d)  Unrestricted Cash Availability.  As of the Closing Date, the Company's Unrestricted Cash Availability shall not be less than $74,000,000.
The term "Unrestricted Cash Availability" means the sum of (i) the Company's unrestricted cash and cash equivalents, (ii) available borrowings
under the Company's credit facilities, (iii) in the event the Company becomes obligated to pay off its senior subordinated debt and does so, the
amount paid off and (iv) the amounts expended by the Company in connection herewith with respect to legal and accounting expenses, expenses
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referred to in Section 5.6(a) hereof, all payments by the Company contemplated by the Benefits Letter (other than
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with respect to the Year 2001 Incentive Bonus payments), the cost of the D&O Insurance Tail and all of the Company's investment banking fees
and expenses.

ARTICLE VII
TERMINATION, AMENDMENT AND WAIVER

    Section 7.1  Termination.  This Agreement may be terminated at any time prior to the Effective Time, whether before or after any approval of
the matters presented in connection with the Merger by the stockholders of the Company or Parent:

    (a) by mutual written consent of Parent and the Company;

    (b) by either Parent or the Company if the other party shall have failed to comply in any material respect with any of its covenants or
agreements contained in this Agreement required to be complied with prior to the date of such termination, which failure to comply has not been
cured within thirty business days following receipt by such other party of written notice from the nonbreaching party of such failure to comply;

    (c) by either Parent or the Company if there has been (i) a breach by the other party (in the case of Parent, including any breach by Sub) of any
representation or warranty that is not qualified as to materiality which has the effect of making such representation or warranty not true and
correct in all material respects or (ii) a breach by the other party (in the case of Parent, including any breach by Sub) of any representation or
warranty that is qualified as to materiality, in each case which breach has not been cured within thirty business days following receipt by the
breaching party from the nonbreaching party of written notice of the breach;

    (d) by Parent or the Company if: (i) the Merger has not been effected on or prior to the close of business on March 31, 2002; provided,
however, that the right to terminate this Agreement pursuant to this Section 7.1(d)(i) shall not be available to any party whose failure to fulfill
any of its obligations contained in this Agreement has been the cause of, or resulted in, the failure of the Merger to have occurred on or prior to
the aforesaid date; or (ii) any court or other Governmental Entity having jurisdiction over a party hereto shall have issued an order, decree or
ruling or taken any other action permanently enjoining, restraining or otherwise prohibiting the consummation of the Merger and such order,
decree, ruling or other action shall have become final and nonappealable;

    (e) by Parent or the Company if the stockholders of the Company do not approve this Agreement at the Company Stockholder Meeting or at
any adjournment or postponement thereof; provided, however, that the Company may not terminate this Agreement pursuant to this
Section 7.1(e) if the Company has not complied with its obligations under Sections 5.1 and 5.2 or has otherwise breached in any material respect
its obligations under this Agreement in any manner that could reasonably have caused the failure of the stockholder approval to be obtained at
the Company Stockholder Meeting;

    (f)  by Parent due to the failure of Parent to have the financing needed to pay the Merger Consideration; provided, however, the right of Parent
to terminate this Agreement pursuant to this Section 7.1(f) shall not be available if Parent has not complied with its obligations under
Section 5.7(c) hereof unless such failure to have the financing is due to the failure of the condition precedent contained in Section 6.3(d);

    (g) by the Company if the Board of Directors of the Company determines that a Takeover Proposal constitutes a Superior Proposal. For
purposes of this Agreement "Superior Proposal" means a Takeover Proposal that the Board of Directors of the Company determines in its good
faith judgment, after consultation with its financial advisors, is more favorable to the Company's stockholders from a financial point of view than
the Merger; or
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    (h) by Parent if (i) the Board of Directors of the Company shall not have recommended, or shall have resolved not to recommend, or shall
have adversely qualified, adversely modified or withdrawn its recommendation of the Merger or declaration that the Merger is advisable and fair
to and in the best interest of the Company and its stockholders, or shall have resolved to do so, (ii) any person (other than Parent or its Affiliates)
acquires or becomes the beneficial owner of 25% or more of the outstanding shares of Company Common Stock, (iii) the Board of Directors of
the Company shall have recommended to the stockholders of the Company any Takeover Proposal involving the Company or shall have
resolved to do so or (iv) a tender offer or exchange offer for 25% or more of the outstanding shares of capital stock of the Company is
commenced, and the Board of Directors of the Company fails, within 10 business days of such commencement, to recommend against
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acceptance of such tender offer or exchange offer by its stockholders (including by taking no position with respect to the acceptance of such
tender offer or exchange offer by its stockholders).

    The right of any party hereto to terminate this Agreement pursuant to this Section 7.1 shall remain operative and in full force and effect
regardless of any investigation made by or on behalf of any party hereto, any person controlling any such party or any of their respective officers
or directors, whether prior to or after the execution of this Agreement.

    Section 7.2  Effect of Termination.  In the event of termination of this Agreement by either Parent or the Company, as provided in Section 7.1,
this Agreement shall forthwith become void and there shall be no liability hereunder on the part of the Company, Parent, Sub or their respective
officers or directors (except for the Confidentiality Agreement and the entirety of Section 5.6, which shall survive the termination); provided,
however, that nothing contained in this Section 7.2 shall relieve any party hereto from any liability for any willful breach of a representation or
warranty contained in this Agreement or the breach of any covenant contained in this Agreement.

    Section 7.3  Amendment.  This Agreement may be amended by the parties hereto, by or pursuant to action taken by their respective Boards of
Directors, at any time before or after approval of the matters presented in connection with the Merger at the Company Stockholder Meeting, but,
after any such approval, no amendment shall be made which by law requires further approval by such stockholders without such further
approval. This Agreement may not be amended except by an instrument in writing signed on behalf of each of the parties hereto.

    Section 7.4  Waiver.  At any time prior to the Effective Time, the parties hereto may (i) extend the time for the performance of any of the
obligations or other acts of the other parties hereto, (ii) waive any inaccuracies in the representations and warranties contained herein or in any
document delivered pursuant hereto and (iii) waive compliance with any of the agreements or conditions contained herein which may legally be
waived. Any agreement on the part of a party hereto to any such extension or waiver shall be valid only if set forth in an instrument in writing
signed on behalf of such party.

ARTICLE VIII
GENERAL PROVISIONS

    Section 8.1  Nonsurvival of Representations and Warranties.  The representations and warranties in this Agreement or in any instrument
delivered pursuant to this Agreement shall terminate at the Effective Time.

    Section 8.2  Notices.  All notices and other communications hereunder shall be in writing and shall be deemed given when delivered
personally, one day after being delivered to an overnight courier
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or when telecopied (with a confirmatory copy sent by overnight courier) to the parties at the following addresses (or at such other address for a
party as shall be specified by like notice):

(a)
if to Parent or Sub, to

Consumer Portfolio Services, Inc.
16355 Laguna Canyon Road
Irvine, CA 92618-3801
Attention: General Counsel
Facsimile No.: (949) 753-6897

with a copy to:

Bingham Dana LLP
399 Park Avenue
New York, NY 10022-4689
Attention: Ann F. Chamberlain
Facsimile No.: (212) 752-5378
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(b)
if to the Company, to:

MFN Financial Corporation
100 Field Drive, Suite 340
Lake Forest, IL 60045
Attention: President
Facsimile No.: (847) 295-3526

with a copy to:

Vedder, Price, Kaufman & Kammholz
222 N. LaSalle Street
Chicago, IL 60601
Attention: William J. Bettman
Facsimile No.: (312) 609-5005

    Section 8.3  Interpretation.  When a reference is made in this Agreement to a Section, such reference shall be to a Section of this Agreement
unless otherwise indicated. The table of contents, list of defined terms and headings contained in this Agreement are for reference purposes only
and shall not affect in any way the meaning or interpretation of this Agreement. Whenever the words "include," "includes" or "including" are
used in this Agreement, they shall be deemed to be followed by the words "without limitation."

    Section 8.4  Counterparts.  This Agreement may be executed in counterparts, all of which shall be considered one and the same agreement,
and shall become effective when one or more counterparts have been signed by each of the parties and delivered to the other parties.

    Section 8.5  Entire Agreement; No Third Party Beneficiaries.  This Agreement and the Confidentiality Agreement constitute the entire
agreement and supersede all prior agreements and understandings, both written and oral, among the parties with respect to the subject matter
hereof. This Agreement, except as provided in the next sentence, is not intended to confer upon any person other than the parties hereto any
rights or remedies hereunder. The parties hereto expressly intended the provisions of Sections 5.11 and 5.13 to confer a benefit upon and be
enforceable by, as third party beneficiaries of this Agreement, the third persons referred to in, or intended to be benefited by such provision.
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    Section 8.6  Governing Law.

    (a) This Agreement shall be governed by, and construed in accordance with, the laws of the State of Delaware, regardless of the laws that
might otherwise govern under applicable principles of conflicts of laws thereof.

    (b) Each of the parties hereto hereby irrevocably and unconditionally submits, for itself and its property, to the exclusive jurisdiction of any
Delaware State court or federal court of the United States of America sitting in Delaware, and any appellate court from any thereof, in any action
or proceeding arising out of or relating to this Agreement, or for recognition or enforcement of any judgment, and each of the parties hereto
hereby irrevocably and unconditionally agrees that all claims in respect of any action or proceeding may be heard and determined in any such
Delaware State court or, to the extent permitted by law, in such federal court. Such party agrees that a final, nonappealable judgment in any such
action or proceeding shall be conclusive and may be enforced in other jurisdictions by suit on the judgment or in any other manner provided by
law.

    (c) Each of the parties hereto irrevocably and unconditionally waives, to the fullest extent it may legally and effectively do so, any objection
that it may now or hereafter have to the laying of venue of any suit, action or proceeding arising out of or relating to this Agreement in any
Delaware State or federal court. Such party hereby irrevocably waives, to the fullest extent permitted by law, the defense of an inconvenient
forum to the maintenance of such action or proceeding in any such court.

    (d) EACH OF THE PARTIES HEREBY WAIVES ALL RIGHT TO TRIAL BY JURY IN ANY ACTION, PROCEEDING OR
COUNTERCLAIM (WHETHER BASED ON CONTRACT, TORT OR OTHERWISE) ARISING OUT OF OR RELATING TO THIS
AGREEMENT OR THE ACTIONS OF THE PARTIES IN THE NEGOTIATION, ADMINISTRATION, PERFORMANCE OR
ENFORCEMENT THEREOF.

    Section 8.7  Assignment.  Neither this Agreement nor any of the rights, interests or obligations hereunder shall be assigned by any of the
parties hereto (whether by operation of law or otherwise) without the prior written consent of the other parties.
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    Section 8.8  Severability.  If any term or other provision of this Agreement is invalid, illegal or incapable of being enforced by any rule of law,
or public policy, all other terms, conditions and provisions of this Agreement shall nevertheless remain in full force and effect so long as the
economic and legal substance of the transactions contemplated hereby are not affected in any manner materially adverse to any party. Upon such
determination that any term or other provision is invalid, illegal or incapable of being enforced, the parties shall negotiate in good faith to
modify this Agreement so as to effect the original intent of the parties as closely as possible in a mutually acceptable manner in order that the
transactions contemplated by this Agreement may be consummated as originally contemplated to the fullest extent possible.

* * * * *
REMAINDER OF PAGE INTENTIONALLY BLANK
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    IN WITNESS WHEREOF, Parent, Sub and the Company have caused this Agreement to be signed by their respective officers thereunto duly
authorized all as of the date first written above.

Consumer Portfolio Services, Inc.

By: /s/ CHARLES E. BRADLEY, JR.   

Name: Charles E. Bradley, Jr.

Its: President

CPS Mergersub, Inc.

By: /s/ CHARLES E. BRADLEY, JR.   

Name: Charles E. Bradley, Jr.

Its: President

MFN Financial Corporation

By: /s/ JEFFREY B. WEEDEN   

Name: Jeffrey B. Weeden

Its: President
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APPENDIX B

FAIRNESS OPINION OF
KEEFE, BRUYETTE & WOODS, INC.

November 18, 2001

The Board of Directors
MFN Financial Corporation
100 Field Drive
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Suite 340
Lake Forest, IL 60045

Members of the Board:

    You have requested our opinion as investment bankers as to the fairness, from a financial point of view, to the stockholders of MFN Financial
Corporation (the "Company") of the consideration offered in the proposed merger (the "Merger") of the Company with CPS Mergersub, Inc.
("Sub"), a wholly owned subsidiary of Consumer Portfolio Services, Inc. (the "Buyer"). Pursuant to the Agreement and Plan of Merger, dated as
of November 18, 2001 (the "Agreement"), by and among the Company, the Buyer and Sub, Sub will merge with and into the Company, the
Company will be the surviving corporation in the Merger, and each share of common stock, par value $0.01 per share, of the Company issued
and immediately outstanding prior to the effective time of the Merger (other than Dissenting Shares and those shares to be canceled in
accordance with the Agreement) (the "Common Shares") will be converted into the right to receive $10.00 per share in cash.

    Keefe, Bruyette & Woods, Inc., as part of its investment banking business, is continually engaged in the valuation of financial service
company securities in connection with acquisitions, negotiated underwritings, secondary distributions of listed and unlisted securities, private
placements and valuations for various other purposes. As specialists in the securities of financial service companies, we have experience in, and
knowledge of, the valuation of financial service enterprises. In the ordinary course of our business as a broker-dealer, we may, from time to time
purchase securities from, and sell securities to, Company and Buyer, and as a market maker in securities, we may from time to time have a long
or short position in, and buy or sell, debt or equity securities of Company and Buyer for our own account and for the accounts of our customers.
To the extent we have any such position as of the date of this opinion it has been disclosed to the Company. We have acted exclusively for the
Board of Directors of the Company in rendering this fairness opinion and will receive a fee from the Company for our services.

    In connection with this opinion, we have reviewed, analyzed and relied upon material bearing upon the financial and operating condition of
Company and Buyer and the Merger, including among other things, the following: (i) the Agreement; (ii) the Annual Reports to Stockholders
and Annual Reports on Form 10-K for the two years ended December 31, 2000 of Company and Buyer; (iii) certain interim reports to
stockholders and Quarterly Reports on Form 10-Q of Company and Buyer and certain other communications from Company and Buyer to their
respective stockholders; and (iv) other financial information concerning the businesses and operations of Company and Buyer furnished to us by
Company and Buyer for purposes of our analysis. We have also held discussions with senior management of Company and Buyer regarding the
past and current business operations, regulatory relations, financial condition and future prospects of their respective companies and such other
matters as we have deemed relevant to our inquiry. In addition, we have compared certain financial and stock market information for Company
and Buyer with similar information for certain other companies the securities of which are publicly traded, reviewed the financial terms of
certain recent business combinations and performed such other studies and analyses as we considered appropriate.
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    In conducting our review and arriving at our opinion, we have relied upon the accuracy and completeness of all of the financial and other
information provided to us or publicly available and we have not assumed any responsibility for independently verifying the accuracy or
completeness of any such information. We have relied upon the management of Company and Buyer as to the reasonableness and achievability
of the financial and operating forecasts and projections (and the assumptions and bases therefor) provided to us, and we have assumed that such
forecasts and projections reflect the best currently available estimates and judgments of such managements and that such forecasts and
projections will be realized in the amounts and in the time periods currently estimated by such managements. We are not experts in the
independent verification of the adequacy of allowances for loan and lease losses and we have assumed, with your consent, that the aggregate
allowances for loan and losses for Company and Buyer are adequate to cover such losses. In rendering our opinion, we have not made or
obtained any evaluations or appraisals of the property of Company or Buyer, nor have we examined any individual credit files.

    We have considered such financial and other factors as we have deemed appropriate under the circumstances, including, among others, the
following: (i) the historical and current financial position and results of operations of Company and Buyer; (ii) the assets and liabilities of
Company and Buyer; and (iii) the nature and terms of certain other merger transactions. We have also taken into account our assessment of
general economic, market and financial conditions and our experience in other transactions, as well as our experience in securities valuation and
knowledge of the financial services industry generally. Our opinion is necessarily based upon conditions as they exist and can be evaluated on
the date hereof and the information made available to us through the date hereof.

    Based upon and subject to the foregoing, it is our opinion that, as of the date hereof, the consideration offered in the Merger is fair, from a
financial point of view, to holders of the Common Shares.

Very truly yours,

Keefe, Bruyette & Woods, Inc.
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APPENDIX C

GENERAL CORPORATION LAW OF THE STATE OF DELAWARE

Section 262. Appraisal Rights.

    (a) Any stockholder of a corporation of this State who holds shares of stock on the date of the making of a demand pursuant to subsection
(d) of this section with respect to such shares, who continuously holds such shares through the effective date of the merger or consolidation, who
has otherwise complied with subsection (d) of this section and who has neither voted in favor of the merger or consolidation nor consented
thereto in writing pursuant to section 228 of this title shall be entitled to an appraisal by the Court of Chancery of the fair value of the
stockholder's shares of stock under the circumstances described in subsections (b) and (c) of this section. As used in this section, the word
"stockholder" means a holder of record of stock in a stock corporation and also a member of record of a nonstock corporation; the words "stock"
and "share" mean and include what is ordinarily meant by those words and also membership or membership interest of a member of a nonstock
corporation; and the words "depository receipt" mean a receipt or other instrument issued by a depository representing an interest in one or more
shares, or fractions thereof, solely of stock of a corporation, which stock is deposited with the depository.

    (b) Appraisal rights shall be available for the shares of any class or series of stock of a constituent corporation in a merger or consolidation to
be effected pursuant to section 251 (other than a merger effected pursuant to section 251(g) of this title), section 252, section 254, section 257,
section 258, section 263 or section 264 of this title:

    (1) Provided, however, that no appraisal rights under this section shall be available for the shares of any class or series of stock,
which stock, or depository receipts in respect thereof, at the record date fixed to determine the stockholders entitled to receive notice
of and to vote at the meeting of stockholders to act upon the agreement of merger or consolidation, were either (i) listed on a national
securities exchange or designated as a national market system security on an interdealer quotation system by the National Association
of Securities Dealers, Inc. or (ii) held of record by more than 2,000 holders; and further provided that no appraisal rights shall be
available for any shares of stock of the constituent corporation surviving a merger if the merger did not require for its approval the
vote of the stockholders of the surviving corporation as provided in subsection (f) of section 251 of this title.

    (2) Notwithstanding paragraph (1) of this subsection, appraisal rights under this section shall be available for the shares of any class
or series of stock of a constituent corporation if the holders thereof are required by the terms of an agreement of merger or
consolidation pursuant to sections 251, 252, 254, 257, 258, 263 and 264 of this title to accept for such stock anything except:

    a.  Shares of stock of the corporation surviving or resulting from such merger or consolidation, or depository receipts in
respect thereof;

    b.  Shares of stock of any other corporation, or depository receipts in respect thereof, which shares of stock (or depository
receipts in respect thereof) or depository receipts at the effective date of the merger or consolidation will be either listed on a
national securities exchange or designated as a national market system security on an interdealer quotation system by the
National Association of Securities Dealers, Inc. or held of record by more than 2,000 holders;

    c.  Cash in lieu of fractional shares or fractional depository receipts described in the foregoing subparagraphs a. and b. of
this paragraph; or
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    d.  Any combination of the shares of stock, depository receipts and cash in lieu of fractional shares or fractional depository
receipts described in the foregoing subparagraphs a, b and c of this paragraph.

    (3) In the event all of the stock of a subsidiary Delaware corporation party to a merger effected under section 253 of this title is not
owned by the parent corporation immediately prior to the merger, appraisal rights shall be available for the shares of the subsidiary
Delaware corporation.

    (c) Any corporation may provide in its certificate of incorporation that appraisal rights under this section shall be available for the shares of
any class or series of its stock as a result of an amendment to its certificate of incorporation, any merger or consolidation in which the
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corporation is a constituent corporation or the sale of all or substantially all of the assets of the corporation. If the certificate of incorporation
contains such a provision, the procedures of this section, including those set forth in subsections (d) and (e) of this section, shall apply as nearly
as is practicable.

    (d) Appraisal rights shall be perfected as follows:

    (1) If a proposed merger or consolidation for which appraisal rights are provided under this section is to be submitted for approval at
a meeting of stockholders, the corporation, not less than 20 days prior to the meeting, shall notify each of its stockholders who was
such on the record date for such meeting with respect to shares for which appraisal rights are available pursuant to subsections (b) or
(c) hereof that appraisal rights are available for any or all of the shares of the constituent corporations, and shall include in such notice
a copy of this section. Each stockholder electing to demand the appraisal of such stockholder's shares shall deliver to the corporation,
before the taking of the vote on the merger or consolidation, a written demand for appraisal of such stockholder's shares. Such demand
will be sufficient if it reasonably informs the corporation of the identity of the stockholder and that the stockholder intends thereby to
demand the appraisal of such stockholder's shares. A proxy or vote against the merger or consolidation shall not constitute such a
demand. A stockholder electing to take such action must do so by a separate written demand as herein provided. Within 10 days after
the effective date of such merger or consolidation, the surviving or resulting corporation shall notify each stockholder of each
constituent corporation who has complied with this subsection and has not voted in favor of or consented to the merger or
consolidation of the date that the merger or consolidation has become effective; or

    (2) If the merger or consolidation was approved pursuant to section 228 or section 253 of this title, then, either a constituent
corporation before the effective date of the merger or consolidation, or the surviving or resulting corporation within ten days
thereafter, shall notify each of the holders of any class or series of stock of such constituent corporation who are entitled to appraisal
rights of the approval of the merger or consolidation and that appraisal rights are available for any or all shares of such class or series
of stock of such constituent corporation, and shall include in such notice a copy of this section. Such notice may, and, if given on or
after the effective date of the merger or consolidation, shall, also notify such stockholders of the effective date of the merger or
consolidation. Any stockholder entitled to appraisal rights may, within 20 days after the date of mailing of such notice, demand in
writing from the surviving or resulting corporation the appraisal of such holder's shares. Such demand will be sufficient if it reasonably
informs the corporation of the identity of the stockholder and that the stockholder intends thereby to demand the appraisal of such
holder's shares. If such notice did not notify stockholders of the effective date of the merger or consolidation, either (i) each such
constituent corporation shall send a second notice before the effective date of the merger or consolidation notifying each of the holders
of any class or series of stock of such constituent corporation that are entitled to appraisal rights of the effective date of the merger or
consolidation or (ii) the surviving or resulting
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corporation shall send such a second notice to all such holders on or within 10 days after such effective date; provided, however, that if
such second notice is sent more than 20 days following the sending of the first notice, such second notice need only be sent to each
stockholder who is entitled to appraisal rights and who has demanded appraisal of such holder's shares in accordance with this
subsection. An affidavit of the secretary or assistant secretary or of the transfer agent of the corporation that is required to give either
notice that such notice has been given shall, in the absence of fraud, be prima facie evidence of the facts stated therein. For purposes of
determining the stockholders entitled to receive either notice, each constituent corporation may fix, in advance, a record date that shall
be not more than 10 days prior to the date the notice is given, provided, that if the notice is given on or after the effective date of the
merger or consolidation, the record date shall be such effective date. If no record date is fixed and the notice is given prior to the
effective date, the record date shall be the close of business on the day next preceding the day on which the notice is given.

    (e) Within 120 days after the effective date of the merger or consolidation, the surviving or resulting corporation or any stockholder who has
complied with subsections (a) and (d) hereof and who is otherwise entitled to appraisal rights, may file a petition in the Court of Chancery
demanding a determination of the value of the stock of all such stockholders. Notwithstanding the foregoing, at any time within 60 days after the
effective date of the merger or consolidation, any stockholder shall have the right to withdraw such stockholder's demand for appraisal and to
accept the terms offered upon the merger or consolidation. Within 120 days after the effective date of the merger or consolidation, any
stockholder who has complied with the requirements of subsections (a) and (d) hereof, upon written request, shall be entitled to receive from the
corporation surviving the merger or resulting from the consolidation a statement setting forth the aggregate number of shares not voted in favor
of the merger or consolidation and with respect to which demands for appraisal have been received and the aggregate number of holders of such
shares. Such written statement shall be mailed to the stockholder within 10 days after such stockholder's written request for such a statement is
received by the surviving or resulting corporation or within 10 days after expiration of the period for delivery of demands for appraisal under
subsection (d) hereof, whichever is later.

    (f)  Upon the filing of any such petition by a stockholder, service of a copy thereof shall be made upon the surviving or resulting corporation,
which shall within 20 days after such service file in the office of the Register in Chancery in which the petition was filed a duly verified list
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containing the names and addresses of all stockholders who have demanded payment for their shares and with whom agreements as to the value
of their shares have not been reached by the surviving or resulting corporation. If the petition shall be filed by the surviving or resulting
corporation, the petition shall be accompanied by such a duly verified list. The Register in Chancery, if so ordered by the Court, shall give notice
of the time and place fixed for the hearing of such petition by registered or certified mail to the surviving or resulting corporation and to the
stockholders shown on the list at the addresses therein stated. Such notice shall also be given by 1 or more publications at least 1 week before the
day of the hearing, in a newspaper of general circulation published in the City of Wilmington, Delaware or such publication as the Court deems
advisable. The forms of the notices by mail and by publication shall be approved by the Court, and the costs thereof shall be borne by the
surviving or resulting corporation.

    (g) At the hearing on such petition, the Court shall determine the stockholders who have complied with this section and who have become
entitled to appraisal rights. The Court may require the stockholders who have demanded an appraisal for their shares and who hold stock
represented by certificates to submit their certificates of stock to the Register in Chancery for notation thereon of the pendency of the appraisal
proceedings; and if any stockholder fails to comply with such direction, the Court may dismiss the proceedings as to such stockholder.

    (h) After determining the stockholders entitled to an appraisal, the Court shall appraise the shares, determining their fair value exclusive of
any element of value arising from the accomplishment
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or expectation of the merger or consolidation, together with a fair rate of interest, if any, to be paid upon the amount determined to be the fair
value. In determining such fair value, the Court shall take into account all relevant factors. In determining the fair rate of interest, the Court may
consider all relevant factors, including the rate of interest which the surviving or resulting corporation would have had to pay to borrow money
during the pendency of the proceeding. Upon application by the surviving or resulting corporation or by any stockholder entitled to participate in
the appraisal proceeding, the Court may, in its discretion, permit discovery or other pretrial proceedings and may proceed to trial upon the
appraisal prior to the final determination of the stockholder entitled to an appraisal. Any stockholder whose name appears on the list filed by the
surviving or resulting corporation pursuant to subsection (f) of this section and who has submitted such stockholder's certificates of stock to the
Register in Chancery, if such is required, may participate fully in all proceedings until it is finally determined that such stockholder is not
entitled to appraisal rights under this section.

    (i)  The Court shall direct the payment of the fair value of the shares, together with interest, if any, by the surviving or resulting corporation to
the stockholders entitled thereto. Interest may be simple or compound, as the Court may direct. Payment shall be so made to each such
stockholder, in the case of holders of uncertificated stock forthwith, and the case of holders of shares represented by certificates upon the
surrender to the corporation of the certificates representing such stock. The Court's decree may be enforced as other decrees in the Court of
Chancery may be enforced, whether such surviving or resulting corporation be a corporation of this State or of any state.

    (j)  The costs of the proceeding may be determined by the Court and taxed upon the parties as the Court deems equitable in the circumstances.
Upon application of a stockholder, the Court may order all or a portion of the expenses incurred by any stockholder in connection with the
appraisal proceeding, including, without limitation, reasonable attorney's fees and the fees and expenses of experts, to be charged pro rata
against the value of all the shares entitled to an appraisal.

    (k) From and after the effective date of the merger or consolidation, no stockholder who has demanded appraisal rights as provided in
subsection (d) of this section shall be entitled to vote such stock for any purpose or to receive payment of dividends or other distributions on the
stock (except dividends or other distributions payable to stockholders of record at a date which is prior to the effective date of the merger or
consolidation); provided, however, that if no petition for an appraisal shall be filed within the time provided in subsection (e) of this section, or if
such stockholder shall deliver to the surviving or resulting corporation a written withdrawal of such stockholder's demand for an appraisal and an
acceptance of the merger or consolidation, either within 60 days after the effective date of the merger or consolidation as provided in subsection
(e) of this section or thereafter with the written approval of the corporation, then the right of such stockholder to an appraisal shall cease.
Notwithstanding the foregoing, no appraisal proceeding in the Court of Chancery shall be dismissed as to any stockholder without the approval
of the Court, and such approval may be conditioned upon such terms as the Court deems just.

    (l)  The shares of the surviving or resulting corporation to which the shares of such objecting stockholders would have been converted had
they assented to the merger or consolidation shall have the status of authorized and unissued shares of the surviving or resulting corporation.
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    THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS. The undersigned hereby appoints Jeffrey Weeden and
Mark Whitham and each of them with power of substitution in each, as proxies to appear and vote, as designated below, all common stock of
MFN Financial Corporation held of record by the undersigned on            , 200  , at the Special Meeting of Stockholders to be held on            ,
200  , and at all postponements and adjournments thereof. The Board of Directors recommends a vote FOR the proposed transaction.

FOR AGAINST ABSTAIN
Approval and Adoption of the Agreement and Plan of Merger,
dated as of November 18, 2001, among MFN Financial
Corporation, Consumer Portfolio Services, Inc. and CPS
MergerSub, Inc. and the consummation of the transactions
contemplated thereby.

[    ] [    ] [    ]

    In their discretion, the proxies are authorized to vote upon such other business matters as properly may come before the Special Meeting and
any postponements and adjournments thereof.

    INSTRUCTION: TO VOTE FOR THE TRANSACTION, CHECK THE BOX MARKED "FOR," TO VOTE AGAINST THE
TRANSACTION, CHECK THE BOX MARKED "AGAINST." TO ABSTAIN, CHECK THE BOX MARKED "ABSTAIN." (OVER)

    THIS PROXY WILL BE VOTED IN ACCORDANCE WITH THE INSTRUCTIONS INDICATED. IF NO INDICATION IS MADE, IT
WILL BE VOTED IN FAVOR OF THE PROPOSAL LISTED ON THIS CARD.

Dated this day of , 200

Signature

Printed Name

Social Security Number

Please print, date and SIGN as name appears on proxy. When shares are held by joint tenants, both
should print and sign. (When signing in a fiduciary or representative capacity, give full title as such.)

    PLEASE MARK, DATE AND SIGN THIS PROXY, INDICATING ANY CHANGE OF ADDRESS, AND RETURN IN THE ENCLOSED
ENVELOPE ON OR BEFORE            , 200  TO MARK DAPIER, SECRETARY, MFN FINANCIAL CORPORATION, 100 FIELD DRIVE,
SUITE 340, LAKE FOREST, IL 60045.
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