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TR CTHE HIGH COURT OF JUSTICE OF THE ISLE OF MAN
CHANCERY DIVISION

TN THE MATTER of THE COMPANMIES ACT
1931

and

1N THE MATTER of KAUPTHING SINGER &
FRIEDLANDER (ISLE OF MARN) LIMITED

and

TN THE MATTER of THE JOINT PETITION OF
KAUPTHING SINGER & FRIEDLANDER (ISLE
OF MAN) LIMITED and THE FINANCIAL
SUPERVISION COMMISSION dated the 9th
day of October 2008

APFIDAVIT OF DAVID C LOVETT

[ DAVID C LOVETT of Alix Partners Limited, North Audley Sireet, London being

sworn make Oath and say as follows:

1. T am part of the professional team at the London office of Alix Partners
Limited (“Alix Partners”) and am authorised by Alix Partners to make this
Affidavit.  Alix  Partners is a global business advisory firm offering

corprehensive services to improve corporate performance, execute corporate



B

turnarounds, and provide litigation consulting and forensic account services.
The Firm’s speciality is urgent, high-impact situations when resulis really
matter. Tt was the recipient of a record four awards from the Turnaround
Management Association in 2008, The firm has more than 800 professionals

in 13 offices across North America, Europe and Asia.

Where the statements contained within this Affidavit are within my own
knowledge they are true. Where the statements are derived from information
given to me I state the source of that information and the statements are true
to the best of my knowledge, information and belief. Where 1 comment on
the actions and intentions of the Tsle of Man Treasury I have the authority of

the Treasury Minister so to do.

There is now produced and shown to me a document marked DCLL which is
my CV taken from the Alix Partners website and from which 1 hope it will be
accepted that 1 have considerable  experience in the restructuring of
husinesses. I am the joint author of “Corporate Turnaround” published in

1999 and “Leading Corporate Turnaround” published in 2005,

Alix Partners has been retained by the Tsle of Man Treasury to assess the
situation pertaining to Kaupthing Singer & Friedlander (Iste of Man) Limited
("KSFIOM”) and the impact of the appointment of a provisional liquidator
("PL”) on ot October 2008. The Petition appointing a PL. was called in Court
on 241 October 2008 and adjourned for further consideration to a Court to be
held on 27" November 2008.

Treasury has appointed Alix Partners particularly to investigate alternative
options to a traditional liquidation. Any liquidation will be governed by the
provisions of the Companies ACt 1931 and the Rules made thereunder in

1934, Depositors can expect to receive:



1) Such dividend as the Liguidator may be able to pay after realisation of

assets and;

2) Where eligible, compensation funded by the Treasury under the

Depositors Compensation Scheme ("DCS").

Bank liquidations take time and are expensive, Once the Court makes a
Winding Up Order the DCS process will be triggered. Tt is unusual, if possible

at all, for a Winding Up Order once made to be reversed.,
Alixx Partners has been working with Treasury officials and advisers to identify
an alternative plan for KSFIOM with a view to achieving the following

objectives:

1) Preserving part of KSFIOM as a going concern and thereby enhancing

the value for depositors;

2) Orderly and timely realiation of KSEFIOM assets in the ordinary course;

3) Fast-tracking claims through a single channel;

4y Expediting payments to clepossitors;

5) Supplementing KSFIOM recoveries with Treasury and/or third parly
funds to provide compensation greater and sooner than would be
available under the DCS;

6) possibly guaranteeing a minimum dividend or payout to depositors

over and above the amount the majority would achieve on a straight

liquidation even with a DCS award.



8.

9.

Several potential routes have been identified as worthy of further

investigation and consideration,

1)

2)

3)

4)

A rescue or sale of KSFIOM as it stands. This may well provide a quick
solution to part of the problem but it should be remembered that any
huyer is going to drive a very hard bargain and there will undoubtedly
he a shortfall or gap on the amount paid and the amount needed to

pay creditors.

A salvage by way of a restructuring and recapitalisation to manage the
gap referred to above, of part of the bank as an operational business.
This would have to be led by Treasury and would be structured so as
to guarantee depositors a minimum return of an amount much in
excess (for most depositors) of the DCS. This will not be a practical

solution in a traditional winding up scenario.

A restructuring plan which combines KSFIOM recoveries with third

party funding to expedite payments.

A traditional liquidation which would trigger the DCS scheme aimed at
the smaller depositors but which would be unattractive to the larger

depositors.

My discussions with Treasury officials and the Minister have revealed an acute

recognition and will on the part of Treasury for the need to (1) do more for

the depositors than a traditional liquidation coupled with the DCS will be likely

to achieve (2) streamline the claims process (3) guarantee a minimum

payment in the pound to depositors and (4) mitigate, so far as possible, the

damage to the reputation of the Islands Finance Sector that the KSFIOM

situation has caused. These objectives can best be achieved by showing that

Treasury will do all that is possible to mitigate the adverse effects of the
KSFIOM situation.
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What all of this needs however is further detailed consideration such that the
best plan can be conceived and implemented in the shortest time. My team
has estimated that they need a further 60 days in order to develop and
implement a plan that will meet with the approval of the Court and the

majority of creditors.

If a restructuring plan can be put in place then T am confident that depositors
will be better off than if the Courl simply makes a traditional Winding Up
Order. And in particular there Is a real likelihood that depositors will receive
an earlier payment than would be the case if the DCS were to be activated. 1
arn advised that any of the options considered above other than winding up
could be implemented by use of a scheme authorised by Section 152 of the
Companies Act 1931, If such a scheme is approved by the Court then it would
have to be voted on by the creditors before being implemented. This would
mean that the creditors will have a direct and important voice in any plan that

is recommencded by Treasury.

Treasury is very conscious that the request to the Court for an adjournment
of 60 days may be perceived as an unnecessary delay to the liquidation and
DCS process and that meantime some depositors will suffer hardship.
Hopefully the long-term henefits of a structured plan will outweigh the
attraction of immediate action but in any event and in recognition of the
hardship that may be caused to some depositors Treasury is prepared o
recommend to Tynwald that a scheme be impleimented to enable a payment
on account to be made to depositors as soon as possible, Treasury cannot
prejudge what Tynwald will elect to do with such a recommendation but has
good grounds for believing that it will be approved and that an early payment
will e possible. Treasury is prepared to work with the liquidator provisional in

agreeing how any such scheme can he most effectively implemented.



13.

Finally I wish to say that 1 have given as much detall of the Treasury
discussions as 1 can at this stage. There are still many uncertainties and the
situation is in a state of flux, I do not wish to give the impression either that
any particular plan will be achieved in the end. Promises are just not possible
and 1 do not wish to make any categorical statement that a particular course
will be followed when it may turm out later to be impractical or ill-advised.
What 1 am sure about however is that a 60 day adjoumnm*xt for lhese
possibilities to be explored will not be time was ted and if an adjournment is
not granted and a Winding Up Order is made on 27" November 2008 we may
never know if a more satisfactory solution could, with patience, have been

achieved.

SWORN in London
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