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Re:

Kaupthing Singer & Friedlander (Isle of Man) Limited
Urgent - action required by 13 May 2009
We are writing to you in relation to the holding, within your bond, of a Kaupthing Singer & Friedlander (Isle of Man) Limited (‘KSFIOM’) account.
As you are aware, Royal Skandia (‘RSK’) has lobbied the Isle of Man Government with regards to the Scheme of Arrangement (‘SoA’) to ensure its policyholders are both fairly treated in comparison to other individual depositors and also to try to ensure that all receive a 100% return.
Following the Court Hearing of 9 April 2009, the Manx Court has ordered that the Isle of Man Government’s proposed SoA be put to the creditors for approval.  The SoA must then be approved by the Court.
You will find what we believe to be the key points to the SoA in the attachment to this letter.  Full details of the SoA will shortly be available at www.kaupthingsingers.co.im.  We have written to your adviser, and therefore suggest that you contact your adviser for any further guidance.
As a creditor, RSK has voting rights and will exercise these rights on behalf of our policyholders.  We would therefore like our policyholders to let us know whether they support the SoA or not.
In order to register your opinion, please contact us via email at (KSFFeedback@royalskandia.com) or by fax on +44 1624 655931 as soon as possible.
All we require, is your full name(s), policy number, a brief sentence clearly stating whether you support or reject the proposed SoA and, if available, an email address for our records to assist us in contacting you with future developments or updates.  These replies will be held securely and confidentially by our Regulatory Compliance Team and will not be disclosed to any party outside RSK.
As the meeting will be held on 19th May it is important we have your views by close of business on 13th May so please let us know by then, as we cannot consider your view after that.

Please note that due to the tight timetable, we will not be able to enter into any correspondence in respect of canvassing your opinion, or the SoA as part of this process; however, if you do have any general queries regarding KSFIOM, we would recommend that in the first instance you first refer to the Isle of Man Government’s website www.gov.im/cso/faq_gfs.xml  or contact our dedicated customer helpdesk at  RSKFMCustomerHelpdesk@RoyalSkandia.com or by telephone +44 1624 655465.
When we have reviewed all of the responses, we will vote accordingly, and will post the details onto our website.

Finally, and for reference, this approach to canvassing opinion amongst policyholders is being mirrored amongst the other life companies who are similarly affected by KSFIOM as there is a strong desire amongst all companies to work together on their policyholders behalf to resolve this issue.
Yours sincerely,
Mark Halewood

General Manager

Background on the position in respect of Kaupthing Singer & Friedlander (Isle of Man) Limited (“KSFIOM”) – April 2009

Following the Court Hearing of 9 April the Manx court has ordered that the Isle of Man Government’s proposed SoA be put to creditors for approval.  The creditors are split into three classes; ‘Fully Protected Depositors’ (depositors that are eligible to make a claim under the Depositors Compensation Scheme (‘DCS’) and that would be compensated in full under the DCS), ‘Partially Protected Depositors’ (depositors that are eligible to make a claim under the DCS but who would not be fully compensated under it, and ‘Other Creditors’.  Life companies such as RSK will fall into the second category.  In order for the SoA to proceed, it must be approved by a majority in number, representing three-fourths in value, of each class of creditor.  The SoA must then be approved by the court.
There are two possible outcomes from the creditors’ meetings on 19th May, namely:

Outcome one: Liquidation of KSFIOM
KSFIOM is placed in liquidation.  If this happens the DCS will be triggered.  Other amounts, from KSFIOM assets, would be received in line with normal liquidation procedures.
The DCS will not make any payments to life company policyholders as the life company itself is the creditor of KSFIOM, in this regard, RSK is only entitled to a maximum payment of £20,000.  As this amount is less than RSK is likely to recover in the first distribution which would be made under the SoA, no ‘top-up’ payment is likely to be made.

Outcome two: The SoA
The SoA is agreed.  If the scheme is then approved by the court, payments will be made as outlined in the SoA, the main points of which are:
· Payments equivalent to the entitlements under the DCS are guaranteed by the Isle of Man Government.  This means they will make a ‘top-up’ payment (on set payment dates) if there is a shortfall between the amount paid from KSFIOM compared to the amounts covered by the DCS (this applies only to individual depositors, and NOT RSK policyholders).
· For you, as a policyholder, a first payment of 12.5% has been indicated for August 2009.  This does not mean that 12.5% would be added to your policy on the relevant date as an adjustment will be made for the £10,000 per account early payment that has already been received and credited to your policy (please see the examples given in our recent statement on the Early Payment Scheme, which has been recently posted onto our website www.royalskandia.com).  
· The Isle of Man Government will only recover the amounts paid out by it as ‘top-up’ payments from KSFIOM once 60p in the £ has been received by all creditors including life companies.  In addition to speeding up distributions to other creditors giving up this right will make a monetary difference to other creditors if the overall recovery is less than 60p in the £.  If more than 60p in the £ is received, creditors will not receive more money in absolute terms, but should receive their first 60p in the £ more quickly than they would in a liquidation.      

After reviewing the proposed SoA in detail we still favour this way forward for a number of reasons:

1. In respect of actual receipts from the company’s assets the SoA should be no worse, in any way, for any bondholder when compared to liquidation. 
2. The rights of creditors will not be prejudiced under the proposed SoA when compared to their rights under liquidation (for example, creditors will retain the right to sue).
3. There are a number of additional advantages to the SoA over liquidation, for example we believe the SoA offers a potentially faster payout, and at least up to 60 per cent return of the amount deposited with KSFIOM.
4. The SoA will pay distributions from the assets of KSFIOM in proportion to each creditors KSFIOM deposits (you may hear this referred to in legal terms as a ‘pari passu’ basis) meaning life companies will be paid out of the assets of KSFIOM on an equitable basis in relation to all other depositors.
5. Under the SoA, depositors who would have benefited from the protection of the DCS will instead be given ‘top-up payments’ by the Treasury.  As with a DCS claim, they will be required to assign claims against KSFIOM to the Treasury in order to benefit from the top-up payments.  However, the Treasury has agreed that, under a SoA, it will not benefit from distributions made from the assets of KSFIOM in respect of those assigned claims until other creditors have received 60 per cent of the amounts owed to them.  If, therefore, the overall recovery by creditors is less than 60 per cent, larger creditors (i.e. RSK) should receive more under the SoA than under a liquidation.  If recoveries exceed 60 per cent then larger creditors should be no worse off, but should receive the first 60 per cent of their debt more quickly than under a liquidation.
6. When all other creditors have received 60p in the £, the Isle of Man Government will then receive payments from the SoA in respect of any previous ‘top-up’ payments made and before dividends are paid to other creditors.
7. The Provisional Liquidation:
· Will continue through the term of the SoA;
· The Joint Provisional Liquidators will act as the SoA supervisor; 

· The Joint Provisional Liquidators will distribute the KSF assets to creditors; and
· The Joint Provisional Liquidators will continue to collect and realise KSF assets.  

