Serial No. 2008/94

IN THE HIGH COURT OF JUSTICE OF THE ISLE OF MAN
CHANCERY DIVISION

IN THE MATTER of THE COMPANIES ACT
1931

and

IN THE MATTER of KAUPTHING SINGER &
FRIEDLANDER (ISLE OF MAN) LIMITED

and

IN 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

FOURTH AFFIDAVIT OF DAVID C, LOVETT

1 DAVID C. LOVETT of AlixParthers Limited, North Audiey Street; London being
sworn make QOath and say as follows:

2. 1am the same David C. Lovett who has previously sworn three affidavits in
this matter, As before, 1 am authorised by AlixPartners to make this Affidavit.




3. 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 I comment on the actions and intentions of the Isle of Man Treasury,
1 have the authority of the Treasury Minister so to do.

4, 1 refer to my First, Second and Third Affidavits sworn herein, by way of
backgreund. Where defined terms were used in my previous Affidavits, they
shall be adopted and used herein.

Privilege & Confidentiality

5. To the extent that reference is made herein to documents not exhibited
hereto {or information derived from such documents), those documents (or
information) are either the subject of legal professional privilege (which is
not intended to be waived hereby) or confidentiality obligations imposed

“upon AlixPartners by virtue of a Non-disclosure Agreement entered into with
the Liquidators Provisional. Nothing contained herein, and in particular (but
without limitation), the fact that such documents (or information) are
referred to herein is intended to waive privilege or breach such confidentiality
obligations.

6. To the extent that reference is made herein to advice provided to Treasury,
such advice remains confidential and privileged and nothing contained herein
is intended to waive such privilege or confidentiality.

7. There is now produced and shown 'to me marked "DCL2” a paginated bundle
of documents to which 1 shall refer herein. Save where otherwise indicated,

references to pages are to pages in that bundie.




8. I swore my Third Affidavit herein on 26 January 2009, for the purpose of
updating the Court and creditors with regard fo the matters identified in
paragraph 19 of my Second Affidavit and to provide further detail as regards
the proposed scheme of arrangement (“the Scheme of Arrangement”).

9, At the hearing of the adjourned winding up Petition herein on 29 January
2009, Deputy Deemster Corlett identified in his judgment various issues which
he wished to be addressed before the Court reconvenes on 19 Febfuary- 2009
to decide whether the Scheme of Arrangement should be allowed to proceed
(and the necessary further adjournment of the winding up Petition be
granted) or the Court should proceed to wind KSFIOM up. Those issues were
as follows:

(a) How, if at all, potential claims against third parties (for
example, regulators, directors or other governments) may
be preserved and, indeed, conducted in the event that
KSFIOM enters into a Scheme of Arrangement rather than
is wound up'?

(b) What issues of class composition would arise and whether
it would be necessary or appropriate (as:suggested by Mr
Simpson in his Second Affidavit) to canvass creditor views
on class composition before finalising the Scheme of
Arrangement?

* 1 should be noted that at the hearing on 29 January 2009; it was conceded by the Attornéy General -on behalf of The
Treasury that the proposed Scheme of Arrangement would no longer result in the immediate discharge of the Order
appointing the Liguidators Provisional and dismissal of the winding up Petition (as siiggested at points 13 and 14 on page 2 of
exhibit *DCL1; the petition would simply be adjournad sine dig'and the Liguidators Provisional would remain in office (whilst
sirmiltaneously acting as Scheme Administrators), able to bring clains on behalf of KSFIOM i that capacity; if they consider it
i the biest interests of the body of creditors of KSFIOPM so ta do.




10.

11,

()

(d)

(€)

)

Whether a parallel process needs to be undertaken before
the English Courts to create an effective moratorium?

Whether, given the geographic spread and difficulty in
contacting some creditors, it may be advisable to give
more than oné month's notice of any scheme meeting?

Whether there is any disadvantage, if the winding up
Order is not made by 31 March 2009, being the financial
year end of the DCS?

Whether there is any difference between the weight which
would be accorded to the wishes of the creditors in a
winding up petition as opposed to a scheme of

arrangement; and, in particular, whether the voting

mechanism prescribed by s.152 Companies Act 1931 can
result in small ¢creditors simply being out voted?

In addition, I note the concerns expressed in paragraphs 11 and 12 of the

First affidavit of John Wright sworn herein regarding the on-geing involvement

of Kaupthing hf in this matter.

I am advised by Gough & Ca., advocates for The Treasury, that immediately

following the last hearing, The Treasury, at the recommendation of Gough &

Co., instructed the well respected City solicitors firm of Herbert Smith and

through them, Mr Gabriel Moss QC of 3-4 South Square, Grays Inn, London,

one of the world’s leading experts on schemes of arrangement, to assist in

this matter. T understand Mr Moss has sworn an affidavit herein addressing

issues (a), (b), (c) and (f) in paragraph 9 above and that referred to in

paragraph 10 above.




12.

i3

14,

In response to issue (d) in paragraph 9 above, I am advised by the
Liquidators Provisional that KSFIOM's depositor base can be broadly split
between Isle of Man residents (21.9%), UK residents (22.1%), other EU
residents (14.3%), others (41.7%). In such circumstances, 1 understand from
the Treasury and the Liquidators Provisional that it would be proposed that, if
leave to convene the scheme meetings were granted, the meétings would be
widely advertised in the international press (International Herald Tribune,
International Edition of the Financial Times etc) and in the national press in
the Isle of Man and UK, as well as on the websites of the FSC and the
Liquidators Provisional. In addition, notices would be sent to the
correspondence postal and email address of each depositor as held in
KSFIOM's internal records. Based upon my own past experience, I believe
that in slich circumstances, four weeks' notice should be sufficient, but of
course, that is entirely a matter for the Court.

.1 understand that the Treasury Minister, Mr Allan Bell MHK, has sworn a
further affidavit addressing issue (e) in paragraph 9 above.

Conscious of the need to ensure that the timetable exhibited to my previous
affidavit is adhered to, whilst the aforementioned issues are addressed for the
Court, AlixPartners together with The Treasury’s solicitors and advocates have
continued their work in developing the detail of the proposed Scheme of
Arrangement. At exhibit "DCL2” can be found the current draft framework
document presently under discussion between The Treasury and the
Liquidators Provisional, upon which Mr Moss’ opinion is based. The broad
financial aspects of the proposed Scheme of Arrangement (as described inmy

Third Affidavit) remain unchanged. These discussions are on-going and it is

hoped that the Liquidators Provisional will support the Treasury proposal, so
that a jointly proposed scheme of arrangement may be put to the creditors in

the near future.




15. The Treasury is proposing to provide significant funds in this matter to
prioritise payments to depositors at no additional finance cost to the
depositors. Accordingly, given the commitment of the Treasury and the risk
associated with the Scheme, the Scheme of Arrangement will be expected to
.contéin provision to the assist the Treasury in the management of such risk
and to discharge its duties to the Isle of Man taxpayer.

sworNat 7 < Poohe Lao -

L ddon o]
This 13" day of February 2009

Bef

FLADGATE LLP
_ 25 NORTH ROW
i e tTeR LONDON W1K 5Dy
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IN THE HIGH COURT OF JUSTICE
OF THE ISLE OF MAN

CHANCERY DIVISION

IN THE MATTER of THE COMPANIES ACT
1931

and

IN THE MATTER of KAUPTHING SINGER &
FRIEDLANDER (ISLE OF MAN) LIMITED

and

IN 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

FOURTH AFFIDAVIT OF DAVID C LOVETT

This is the exhibit marked *DCL2" and referred toin the Fourth Affidavit of DAVID CLOVETT sworn
this | { day of February 2003 hefore me:

LADGATE LLP
gs NORTH ROW
LONDON W1K 8DJ
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KAUPTHING SINGER AND FRIEDLANDER (ISLE OF MAN) LIMITED
PROPOSED SCHEME OF ARRANGEMENT
SUMMARY OF THE PURPOSE OF THE SCHEME AND KEY PROVISIONS

This docuineit has been prepared by the Isle of Man Treasury alarig with its financial and legal advisers and
has been and continues to be discussed with the Liquidators Provisional. The following is a summary of
indicative teims and conditions. Tt is not meant to be all-inclusive of the ternis and conditions of the Scheme,
nor is it intended to be the explanatory statement to-the Scheme. Those documents will be prepared if the Court
supports a further adiowrnment of the application to wind-up the Company,

1. EXECUTIVE SUMMARY
1.1. What is a Scheme of arrangement

a) A scheme of arrangement of the kind which is being proposed by the ToM Treasury for
Kaupthing Singer & Friedlander {Isle of Man) Limited {the “Company™) is an arrangement
(provided for by Section 152 of the Companies Act 1931} betweeti a company and its
creditors, or any class of them {the "Scheme”).

b} A scheme of arrangement will become binding on the Company and all ofits creditors, or
any class of its creditors, ift '

i. A majority in number representing 75% in value of the creditors or class of creditors
present dnd voting, efther in berson or by proxy, at a meeting of creditors ordered to
be summoned by the Cotir't, agrees to the arrangernent; and

ii. The arrangement is sanctioned by order of the Court.

¢) Trwill be necessary for the Liguidatots Provisional to seek an order of the Court extending
their powers to enable them _tojbiiztiy propose a Schieme with the loM Treasury.

1.2. What is the purpose of the propesed Scheme.

) Although the Company is insolvent, it is expected to have sufficient assets to pay a
proportion of the claims against it. The Company is unlikely to pay in full all claims
againstit, .

b) The Company’s creditors broadly split into two types:

i. Depositars (“Protected Depositors™) who have the ability to bring a claim under the
Compensation of Depositors Regulations 2008 (the “DCS Regulations™); and

ii. General unsecured creditors who cannot bring a claim under the DCS Regulations.

¢} The Scheme is proposed to offer all creditors an alternative to the conventiohal liquidation
of the Company.

d) The principal purposes of the proposed Scheme are:

i, To&simp!i@ the process of proving for claims and avoid the need for Protected

Depositors (being the majority of ereditors in number) having to miake a separdte
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ii.

il.

yi.

application for compensation under the DCS Regulations as well as proving for their
debts in the liquidation of the Company;

to enable assured lump sim payments at fixed dates to be paid which will ensure that

all Protected Depositors receive an amount at least equal to their compensation

erititiement under the DCS Reguiations, within a quicker timescale ;

To ensure that once all Protected Depositors have received the minimum payment
referred to in sub-paragraph ii. above, all creditors entitled to receive payment
thereafter in dccordance with the ferms of the Scheme receive distributions sooner
than they would have otherwise received had payment been made under the DCS’
Regulations or a liquidation, rather than the Scheme. The right to receive accelerated
distributions (in priority to repayment of monies provided by the Treasury) will
continue until all of the creditors entitled to feceive such payment in accordance with
the Scheme have received from the Scheme payment totalling 60% of their claim.
Creditors shall not be limited to a payment of 60% of their claims but may receive

more depending on asset realisations.

. To énsure that the liabilities of the Company are ascertained in the same manner that

would apply if the Company was in liquidation and fo provide an alternative and
simple dispute mechanism to settle such ¢laims in a cost.effective manneyr as an
alternative to the formal court process of liquidation. The alternative dispute
mechanism should be Simpler and less expensive for creditors;

To ensure that the assets of the Company (including all claims against third parties)
are not affected by the Scheme and can continue to be realised by the Company;

To establish a stay of proceedings against the Company and its assets;

vii. To ensure that rights of set-off will apply in accordance with the terms of the Scheme;

viii. To ensurs that all assets realised are distributed rateably to Scheme Creditors in

accordance with their established claims,

e) The Scheme will ultimately result in a financial outcome for creditors no worse than would

be achieved if the Company was to be placed into liquidation, However, it is anticipated

that creditors will receive distributions more quickly than would be the casé in a liquidation.

f) Al payments out of the Company’s assels will be made on a pari passu basis to all creditors

(irrespective of whether they are depesitors or not) as would be the case if the company was

in liguidation.

g) All Protected Depositors will receive assured {ump sum payments from funds provided by

the Treasury on pre-determined dates.

1.3. Who will vote on the Scheme

a) Anyone who was a creditor of the Company on 8™ October 2008.
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b} To reflect the fact that Protected Depositors currently have different rights to those creditors
who are not Protected Depositors {in that Protested Depositors may make a claim pursuant
to the DCS Regulations if the Company goes into liquidation) there will be two Scheme
meetin gslwith Protected Creditors forming a class for voting purposes at oiig Scheme
meeting.and all other creditors fogining a class for voting purposes at thé second Scheme
meeting: In accordance with scetion 152 of the Companies Act 1931, the Scheme mustbe
approved by 2 majority in number representing three-fourths in value of éach class of
creditor present and voting either by person or by proxy before an application can be made
for Court sanction.

1.4 Provisional liquidation

a) The Company will remain in Liquidationh Provisional during the term of the Scheme.

b) If, for any reason, the Company was liquidated, the terms of the Scheme would continue to
apply to the Company's assets.

2. Mordtorinm

2.1. Whilst the Scheme is in force and following its termination if that fermination is as a result of all
of the Scheme assets being fully distributed, o steps or proceedings will be capable of being
brought or continued b’y’ a Scheme Creditor against the Company or its prépefty {whether by way
of demand, legal proceedings, alternative determination process or otherwise) either:

a) Fér the purpose of obtaining payment of a Scheme liability (being any liability.due toa
Scheme Creditor); or

b) Forthe purpose of placing the Comipany into liquidation {or any other insolvency process).

2.2, The toratorium referred to in paragraph 2.1 will only be lifted with the consent of the Scheme

| supervisor. |

3. Submission of Scheme Claims

3.1, Distributions under the Scheme will only be payabie on Schenie claims to the extent that such
Scheme claims are allowed claims.

3.2. Allowed claims will be defermined by the Scheme supervisor in the same manner as proofs of
debt are deterinined in a liguidation. Any claim which is disputed by a creditor or the Scheme
supervisor will be determined pursuant to an alternative dispute process provided for in the
Scheme.

4. Currency of payment

4.1, All Scheme claims will be paid in sterling. Any claim denominated in any other cugrency shall be
said in sterling. All non-sterling claims will be converted into sterling at the mid-market rate
specified in the Financial Times (or such othet source as the Liquidators Provisional deem

appropriate) on o' October 2008.
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5. Right to interest

5.1, Fach Scheme clainy will carry an entitlement to interest up to and including 8™ October 2008 at
the applicable contract rate or at the rate which is otherwise payable in accordance with the law.

5.2.No disiribution shall be made in respect of interest accruing from 9% October 2008 unless all
allowed claims in the Scheme have been paid in full, If all such claims have been paid in full
then:

a) Interest shall be freated as having accrued at the'iﬁgher of the judgment rate and the
applicable contract rate; and
b) Any such interest will be paid pari passu to the original Scheme claim:

6. Set-Off

6.1, Whete hefore 9™ October 2008 (being the daté of appointment of the Liquidators Provisional),
there have been mutual credits, mutual debts or other mutual dealings between the Company and
any Scheme Creditor, an account shall be taken-of what is due from each party to the other in |
respegt of stich mutual dealings and the amounts due from one parly shall be set off against the
amounis due from the other. Only the nét balance (if any) payable by the Bank will be treated as
a Scheme claim.

6.2, Where any such amounts are denominated in different currencies (other than sterling) they shall
source as the Liquidators Provisional deem appropriate) on 9™ October 2008.

7. General Methodology applicable to ali distributions

7.1. The assets 6f'the Company {and/or the proceeds of realisation of such assets) will be held by the
Scheme Supervisor (on trust for Scheme Creditors) to be apphed in accordance with thé terms of
the Scheme,

7.2, Whenever the Schieme Supervisor determines that he has sufficient funds in his hands for that
purpose he shall, subject to the retention of such sums as may be necessary to meet costs, prior
ranking claims, preferential claims and disputed claims, declare and distiibute dividends among
the creditors in respect of the allowed claims as described below. All unsecured scheme claims,
other than scheme ¢laims referable to preferéntial debis, shall rank equally between themselves
for payment in accordance with the terms of the scheme and, after the preferential debts, shall be
paid in full untess the assets of the Company held on trust by the Scheme Supervisor ate
insufficient for mesting them, in which case they abate in equal proportions between themsélves.
Any suchi distribution from the Company's assets {which shal not be treated as including amounts
paid fo the Company to enable it to pay the Top-Up Payment) shall be referred to as "pari passu
distributions”,

7.3. The Liquidators Provisional and the Scheme Supervisor in consultation with the creditors’

commitiee will agrée the timing and quantum for each distribution. However, (unless an earlier
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timetable is agreed with the Treasury) the Scheme will specifically provide in terms of timing (but
with nio guarantee being given as to guantum) for:

a) The first distribution to occur within three months of the date of commencement of the
Scheme;

b) The second distribution to occur on the first anniversary of the date of commencement ofthe
Scheme; and

¢) A third distribution to occur-on the second auniversary of the date of commencement of the
Scheine.

7.4.The Scheme shall provide for 2 Top-Up Payment to be made by the oM Treasury ("Treasury").
The only Scheme Creditors eligible to receive Top-Up Payments are Protected Depositors.

= §.Fach Scheme Creditor who is entitled to receive a Top-Up Payment in accordance with the terms
of the Scheme shall be treated by the scheme as having assigned its allowed claim to the Treasury.
The consideration for such assignment shall be treated by the scheme as:

a) That Creditors Top-Up Payment; plus

b) The other amounts irrevocably directed by the Treasury to be paid to that Scheme Creditor
in accordance with the terms of the scheme — details of those payment directions are set out
below.

7.6.Each Protected Depositor who dssigns a scheme claim to the Treasury shall be referred fo.as a
"Protected Scheme Creditor’ and éach claim so assigned shall be referred 1o as a "Protected
Scheme Claim”.

7.7. The Top-Up Payment from the ToM Treasury will be made available to the Company for the
benefit of evety Scheme Creditor who is a Protectéd Depositor on the following basis: -

a) The Top-Up Payment shall not exceed in aggregate (which shall include Tor these purposes
any payment made under the DCS Regu!aticns or the Early Payment Schemes referred to
below) £50,000 in the case of an individual or £20,000 in any other case {or, it each case,
the relevant Scheme Créditor’s ¢laim if lower);

b) The Top Up payment will be: paid in three tranches:

i, If, on thé first distribution date, the Scheme Creditor receives by way of pari passn
distribution of the Company’s assets on its allowed claim an amount which | is less
than {A) payment in full of its allowed claim, and (B) £20.000 in the case of an
individual for £8,000 in any other case), then the Treasury shall pay to the Scheme
Company for the benefit of that Scheme Creditor an amount such that the fotal
amount received by that Scheme Creditor on the fitst distribution date shall, when
aggregated with the pari passu distribution payable to the Scheme Creditor on the first
distribution date ; be equal to the lower of (C) that Scheme Creditor's allowed claim

and {D) £20,000 in the case of an individual (or £8,000 in any other cdse).
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ii. If,on the second distribution date, the Scheme Creditor receives by way of pari passu
distribution of the Company’s assets an amount which, when aggregated with its first
distribution and any Top-Up Payment previously received, is less than {A) payment
in full of its allowed claim, and (B) £35,000 in the case of an individual (or £14,000
in any other case), then the Treasury shall pay to the Company forthe benefit of that
Scheme Creditor ofi the second distribution date a Top-Up Payment which shall,
when aggregated with (C) the pari passu distribution received by the Scheme Creditor
on the first distribution date and the second distribution date and (D)) any Top-Up:
Amount previously received , be equal to the lower of (E) that Scheme Creditors
allowed claim and (F) £35,000 in the case of an individual (or £14,000 in any other
case).

iii. If, on the third distribution date; the Scheme C’red_itor receives by way of pari passu
distribution of the Company’s assets an amount which, when aggregated with its first
and second distribution and any Top-Up Payment previously received, is less than
{A) payment in full of its allowed claim, and (B) £50,000 inthe case of an individual
(or £20,0600 in any other case), then the Treasury shall pay to the Company for the
benefit of that Scheme Creditor on the third distribution date a Top-Up Paynient
which shall, when aggregated with (C) the pari passu distribution received by the
Scheme Creditor on the first, sécond and third disiribution dates and (D} any Top-Up
Ampunt previgusiy receivad , bé equial to the lower of (E} that Scheme Creditors
allowed claim and (F) £50,000 in the case of an individual (or £20,000 in any other
case), _

¢) For the avoidance of doubt, the Top-Up Payment is.a payment by the Treasury to the
Company for the benefit of the Schemie Creditor (nof a payment made by the Company fo
the Scheme Creditor out of its general assets available for distribution) and it shall not be
treated as reducing the allowed claim of the Scheme Creditor, The precise nature of the
Top-Up Payment {i.c, whether it is paid by way of quistclose loan to the Conipany orona
basis whereby the Company holds the payment as trustee or agent for the Treasury) will
need to be agreed with the Liquidators Provisional as part of the detailed drafting mechanics
of the Scheme. The payment mechanism utilised wili ensure tax neutrality. No matter what
mechanism is used, the economic effect will be identical.

7.8. In relation to each Protected Schemé Claim, the Treasury shall, in accordance with the terms of
the Scheme, irrevocably direct that the following payients shall be made by the Scheme
Supervisor in relation to each Protected Scheme Claim:

a) until such time as the Protected Scheme Creditor has received in aggrépate the lower of:

i, the amount of its Protected Scheme Claim; and
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ii. £50,000 in the case of a Protected Scheme Creditor who is an individual or £20,000 in
any other case '

to pay to that Protected Scheme Crediton

iti. any pari passu distribution on the date it is made which would otherwise be paid to
the Treasury in respect-of that Protected Scheme Claim {notwithstanding the
assignment); and

iv. the Top-Up Amount payable in relation to that Protected Scheme Claim. The Top-Up
Aviount shall only be payable as described in paragraph 7.7 above.

b} As and when the: Protected Scheme Creditor has received the lower of:

i, The amount ofits Protected Scheme Claini; or

ii. £50,000 in the case of an individua} or £20,000 in any other case

then the Scheme Supervisor shall notify that Protected Creditor of'its "Individual

Percentage Rate of Return” or "IPRR" being the amount-received by it in accordance

with the 'Scllemé.{being the amount received by réference to the pari passu distributions

received and Top-Up payment received) as at that date divided by the value of its

Protected Scheme Claim with the result expressed as a percentage:

¢} Ng further payment shall be made to that Protected Scheme Creditor from any pati passu
distribution which the Treasury is-entitled to receive in respect of the Protected Scheme
Claim until the pari passu distribution for all Scheme Creditors with allowed claims is at
least equal to the IPRR of that Protected Scheme Creditor (that period being referred to as
the "Foregone Period™). The Treasury shall directin the Scheme that the amount of any
distributions which it would otherwise be eniitled to receive (the "Foregone Distribution”)
during the Foregone Period shall be advanced by the Companty to the other Scheme
Creditors with allowed claims (or reserved for creditors with disputed scheme claims), such
payment being made pari passy to the amount of those claims.

d) Orce the pari passu distribution for all Scheme Creditors with allowed claims is eqial to the
IPRR for the Protected Scheme Creditor then the Treéasury shall direct that any pari passu
distribution which it is entitled to receive in respect of that Protected Scheme Claim shall he
paid to the Protécted Scheme Creditor. This payment direction shall continue until the pari
passu distribution of all Scheme Creditors is 60%6.

¢} Once the pari passu distribution for all Scheine Creditors with allowed claims is 60% the
Company shall pay to the Tredsury an amount equal to the Foregone Distribution by way of
a catch-up distribution which shall be made solely fo the Treasury.

) Thereafter, the Treasury shall direct as follows in relation to all pari passu distributions
payable iti respect 6f the Protected Scheme Claim:

i, Until such time as the Treasury has re¢eived in respect of that Protected Scheme

Claim payment which, when aggregated with the payment under sub-paragraph (g), is
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equal to the Top-Up Amount paid to that Scheme Creditor, the pari passu
distributions from the Company shall be paid fo the Treasury; thereafter;

ii. paripassu distributions paid by the Company shall be paid to the Protected Scheme
Creditor.

7.9. A Scheme Creditor who is not a Protected Scheme Creditor shall not assign its claim to the
Treasury and shall not be entitled to receive the Top-Up Payinent. Any such creditor shall
continue to receive pari passu distributions as and when distributions are made fo other Schemne
Creditors.

8. Specific Provisions relevant to distributions

8.1. All distributions will be paid in the following order of priority:

a) All post insolvency costs of the Liquidators Provisional and all Scheme costs of the Scheme
Supervisor;
¢} Unsecured allowed claims.

8.2.1n relation to disputed claims, a reserve account:shall be established. On each distribution date
there shall be deposited into the reserve account an amount equal to the distribution which would
have been paid on the disputed claim had that disputed claim been an allowed claim. Oncea
disputed claim becomes an allowed claim the Scheme supervisor shall, as soon as reéasonably
practicablé miake a catch-up distribution to that Scheme Creditor from dmounts standing to the
eredit of the reserve account. FExcess amounts standing to the credit of the reseive account may be
removed from that account and added to the general Schemie funds.

8.3.Specific provision will be made for unclaimed distributions in order fo enable the amount of any
anclaimed distribution to be returned to the Company after one year from the date of the final
distribution of a dividend. Such funds will then be available for distribution to the creditors
generally.

8.4.Specific provisions will deal with mechanics for drawing cheques etc inorder to pay distributions.

8.5.Specific provision will be made to ensure that, as is the case in liquidation, a late proving creditor
has the right to receive a catch-up distribution on an allowed claim but no right to disturb past
disiributions, |

9. Depositers

9.1.For the puirpose of receiving the Top-Up Paymeiit, a dépositor includes aniy person who was a
depositor on 8% October 2008 provided such person is not excluded from receiving payment
under the DCS Regulations.

9.2. The rights oft

a) jointaccount holders,
b} trust account holders,

¢} a partnership;
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d) account holders with more than one account; and

e} client accounts

to receive the Top-Up Payment shall be in accordance with the eligibility criteria under the
DCS Regulations.

10. The Kaupthing Singer and Friedlander (Isle of Man) Limited Early Payment Schemes
{“EPS”)

11. Pursuant to the terms of the EPS arrangements, any creditor who has received payment thereunder
has agreed to assign to the Treasury his rights to the payments he is entitled to receive under the
Scheme itp to-the amount of paymerit he has received under the FPS. The Kaupthing Singer and
Friedlander (Isle of Man) Limited Farly Payment (No.2) Schetne is currently under preparation.
In accordance with the terms of the EPS, Protected Depositors who receive a payment under the
EPS must repay the amount of that payment (the “Reimbursement Amount”) 10 Treasury out of
any payments received under the Scheme, The Scheme will provide for the Reimbursement
Amount to be withheld from any payment due to the Protected creditor under the Scheme. The
amount withheld shall be paid to the Treasury. Payment to the Treasury will constitute a good
discharge of (a) the amount due to the creditor under the Scheme and (b) the amount due from the
creditorto the Treasury under the EPS.

12. The DCS Regulations

12.1.  Fromthe effective date of the Scheme, each Scheme Creditor will waive its right to receive
payment of any amount which may be, or which may become, payable underthe DCS
Regulations as a result of the insolvency or financial difficulty of the Company.

13. Miscellaneous provisions to be inchided in the Séheme

13,1,  Assignments

a) Scheme claims (after taking in to account any set off) will be assignable.
b) Any assignment of a Scheme claim will take subject to the terms of the Scheime.
13.2.  Creditors® Committee
a) A créditors’ committee will be established.
b} The Treasury will be represented on the committee.
13.3. Ternmination of the Scheme
a) The Schetme will continue until all assets available for distribution have been distributed,
b) Prior to the final distribution the Scheme supervisor shall reserve 4 sufficient amount to
wind-up the affairs of the Scheme and the Company. _
¢} If the final distribution would result in less than £1 being paid to each creditor, the balance
of the cash available to the estate (after reserving for costs) shall be donated to charity:
13.4. Notices
a) The Scheme will contain usual provisions for notices

13.5. Governing law
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a} Isle of Man
b) The Scheme will contain provisions enabling the Scheme supervisor to seek the direction of
the Court at any time.

¢) All parties to subinit to the exclusive jurisdiction of the Isle of Man courts.

Herbert Smith LLP

12 February 2009
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