WEIL, GOTSHAL & MANGES

DMC/MA/27526.0003 27 January 2010

By fax + 1 441 296 3140 & Airmail

AXIS Speciality Limited
92 Pitts Bay Road
Pembroke HM 08

PO Box HM 1254
Hamilton HM FX
Bermuda

For the attention of Richard Bullen / General Counsel

Dear Sirs

Blue City Investments 1 Limited — Policy Number 1131780106PR (the “Policy”)
PRECAUTIONARY Notification of Potential Loss

We enclose a form of notification of potential loss dated 27 January 2010 in connection with
the Policy (the “Notification”). Terms defined in this letter have the meaning given to them
in the Policy unless the context requires otherwise.

The Notification is provided to you by the Insured on a precautionary basis only.

Our client received two letters from PricewaterhouseCoopers which are attached to the
Notification (the “Letters”). The Letters state that there is a shortfall between the actual
cumulative proceeds from the sales of residential units and the cumulative sales collections
assumed in the base case financial model. The shortfalls in the Letters are $253.6m and
$393.9m in the 28 December 2009 letter and the 14 January 2010 letter, respectively.

Clause 7.1 (a) of the Policy obliges the Insured, our client, to notify the Underwriter of the
receipt by the Insured of “... any written notice from the Borrower regarding a Potential
Loss™.

A Potential Loss is defined as “any circumstance or circumstances that which (sic) if remain
unchanged or unremedied will, with the passage of time, the making of any determination or
the giving of notice or any combination of the foregoing, give rise to a Loss”.
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WEIL, GoTSHAL & MANGES

Our client does not accept that it is obliged to provide a notification of Potential Loss as a
result of its receipt of the Letters for the following reasons:

1. It is not certain that the shortfalls will lead to a Potential Loss. A Potential Loss is
only a possibility.

2. The Letters were provided by PricewaterhouseCoopers and consequently do not
constitute ‘written notice from the Borrower’.

In spite of the above, in the interests of cooperation between yourselves and our client, we are
instructed to provide the enclosed Notification to you on a precautionary basis only.

Yours faithfully

Weil, Goshal & Mangas

Weil, Gotshal & Manges
cc The Bank of New York Mellon Blue City Company 1 S.A.O.C.
101 Barclay Street § West P.O. Box 3619
New York, NY 10286 112 Ruwi
USA Sultanate of Oman
For the attention of David M. Kerr For the attention of Richard Russell
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Blue City Investments 1 Limited

Walker House
87 Mary Street
George Town
Cayman Islands
KY1-9002
27 January 2010
By Fax +1 441 296 3140 & Airmail
AXIS Speciality Limited
92 Pitts Bay Road
Pembrook HM 08
Bermuda

Attention: Richard Bullen/General Counsel

To Whom it May Concern
Reference: Policy Number 1131780106PR

In accordance with section 7.1(a) of the captioned policy (the “Policy”), the undersigned, in
its capacity as the Insured under the Policy, for the avoidance of any doubt hereby provides
notice to AXIS Speciality Limited as the underwriter of the Policy (the “Underwriter”) of a
Potential Loss.

Unless otherwise defined therein, all capitalised terms used in this notice shall have the
meanings set forth under the Policy.

The undersigned, as an Officer of the Insured, certifies that to the best of its knowledge that
the information contained herein is true and correct in all material respects.

Event giving rise to a Potential Loss: See the attached correspondence
from PricewaterhouseCoopers
dated 28 December 2009 and 14
January 2010

Date of event giving rise to a Potential Loss: As per the attached
correspondence dated 28
December 2009 and 14 January
2010

Date of next insured principal payments as per 7 November 2011

Exhibit B:

Principal payment due on this date: US$73,500,000.00

Limit of Liability as per Exhibit A with respect US$57,000,000.00

to this principal payment:

EUW_ACTIVE:\38076960\01127526.0003




Adjusted Limit of Liability as per the Adjusted N/A
Liability Schedule (if applicable):

A copy of the communications received from the Borrower in respect of a Potential Loss is,
as referred to above, attached hereto.

Should the event giving rise to a Potential loss, as set out above, (or any other event) give rise
to a Loss then the undersigned hereby agrees to submit a Claim as set forth in section 7.1 of
the Policy.

Furthermore, the undersigned agrees to provide to the Underwriter any further
communications received from the Borrower in respect of the event giving rise to a Potential
Loss as set out above consistent with our obligations under the Policy.

Yours faithfully

L=
Ferona Bartley-Davis
Director of Blue City Investments 1 Limited

27 January 2010
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PricewaterhouseCoopers

Emirates Towers Offices

Level 40 .
St 1 P.0. Box 11987, Dubai
Directors. : . . - - . . .| United ArabEmirateg -y ;. -
by = R
Blue City Investments | Limited - S e T S e
Walker House i : Y . . S I
PO Box 908GT B C e v
Mary Street o Eaptes
George Town
Grand Cayman
Cayman Islands

" 14 January 2010
Dear Sirs, . ‘
Independent Mode! Consultant services for Biue City Development Sk Aty

_ Réport on compliance with Financlal Covenants included ln Loan Agreement - : wrtonlueen L

In accordance with the, engagement lefter of 28 September 2008, PncewatemouseCoopers
(“PwWC* ot “we”).undertook to carry out the followmg agreed procedures on a. quarterly basis .
ints roleas lndependerit Mbd Consultant (“IMC")’ ':f', TR '_-:r;'-.' gy

o -' " Bngiire, that appropriate- change’ procedures are followed for the master copy-of thet £V
: Financlal Model (‘the Moder')l.eld bythe iMC’ R _ Te Fhadea )

o 'Amemd the' Model to re?lect the actual cash ﬂows (“actuals") and update the pro;ecﬂonw» i
" of consolidated cash fiows, as actuat results become availdble through the life of the c.
project and as the developers rewse thelr eXpectatsons of thé fi nancial outcome of the -.-~,; o

project; e

e Perform an ongoing review .of the financial projections to provide evidence of
compliance with the financial covenants mcluded in the loan agreement; and 3

_« Highlight potential chianges that may be required fo the financial covenants based on-.
actual performance ancl revlsed expectattons of the projected performance of the

project.

(%

In the project financlal quarter to 6 May 2009, we have thus:

1. Performed a review of the financial projections to provide eviderice of compfance
with the financial covenants included in the loan agreement.

2. Amended the Model to reflect the actuals and compared the same with the financiat ©. ... ... - .~
projections to provide evidence of compliance with the financial covenants included . . - . -
in the loan agreement. The information provided includes revenue from sale of units”
for the quarter ended 6 May 2009, historical interest income, historical interest
expense, and historical cash outflows for Quarter 10 in the excel file “PwC ~ Qtr 10

details.xis",

MJ Stevenson, AH Nasser, P Suddaby and JE Fakhoury are reglstered as practising auditers with the Ministry of Economy




14 January 2010

A soft copy of the updated ModeE ‘Blug’ f}ity Financial Mode!_report_oe__May_z009.x|s'L-.
" ..is attached. N Coe T )

For the avoidance of doubt, we wish to clarify that as per our engagement letter:

=+ We have not audited the Model, nor are we responsible for doing so. Further, it -
" . should be noted that it is not practicable to test a computer model to an“extent - .
" ‘whereby it can be guaranteed that all errors have been detected. Accordingly, we - - iv
will only be able to give assurance on the Mode! within the bounds of matenahty. and - :

.» We have not validated the accuracy of the assumpﬂons and any actuals lnoorporated
. into the Model, nor are we responsible for doing s0. Consequently, we will not
warrant that the projections will correspond to actual financial results, and our
comments on compliance with covenants and/or the need to amend covenants are
... . predicated on the assumption that the actuals reported to us are correct.

Amendments to the Model

Blue City Company | ("BCC1") have informed us that the difference arising from “Historic:. -
marketing, advertising ‘& public relations cost®, . “Historic- operating costs* and “Prodcier'=:
Development and Management (BLL and ACE)" between the Quarter @ results (provided in
- «therexcel. file "PwC ~:Qir 10 details.xls" and: "Op Report‘Q8 Feb 2009 - PWC.xI8Yy be «t ==
adjusted in Quarter 10; We would hke ta point out that this change has had no slgmf can!’
.-.1mpacton historlcaHest results Co . o ’!L’ © o

Based oI Our review-of: the ﬁnanotarquarteraended 6 May 2009; we have noted a-LiS[39304 «
rnillion shortfall betwéen e actual;comiiidfive proceeds from the sales of residentialinits R R
* and the cumulative sales, couectione assumed in the base ¢age financial model. This-h&s- - i =
i TeSHlted N thesfifth: cosenutive brédch: of ‘Saley Test: fuaf the ResidetitialiSales: ‘Testi‘thé' 0 S
. - 4hird corisecutive breach'of Sales Tést 2,.dnd the first breach of Sales Tests 3 and 4:As - & * 0 .
“result; we confirm that the projections and the- actual cash flows are’NOT in compl:ance with e
the financial covenants included in the loan agreement.

As per the loan-agreement, BCC1 is required to cure. the breach either though the sale-of = -
certain pre-agreed non-residential assets, such as thée hotels or retail businesses, or throughi
equity injections or shareholder loans from its titimate shareholders. However, as per-the -
‘Joan agreement, the' breach of Tests 3.and 4 will be deemed as cancelled if the shortfall in
sales is.remedied at the.subsequent.Test Date. .

It should be noted that this report is solely for the benefit of BCC1. Therefore, any feport
letter-or any other document prepared in respect of this review should not be provided;
whether in whole or in part, to any other third party without our prior written consent, which

. we may at our discretion grant, withhold or grant subject to conditions. In no everit,
regardiess of whether consent has:been provided, shall-we assume any responsibility to'any-
third party to which any report, Ietter or any other document is disclosed or otherwsse made :

ava:lable

M Stevenson, AH Nasser, P Suddaby and JE Fakhouty are registered as pracfising auditors with the Ministry of Econonty




14 January 2010

We agree though tp allow disclosure, ‘for information: purposes only, to Fitch Rating Agency. AV
and'to-the Bank of New York, the Offshore Security Frustes. However, we owe nelthér of ... T
these parties any duty of care whatsoever and they may not rely on this information for. any

pumoss.
. .Yours-'faithfully .

‘PricewaterhouseCoopers

e 3t syt
SO HRU

M4 Stevenson, AH Nasser, P Suddaby and JE Fakhoury are registered as praciising auditors with the Ministry of Economy




" PricewaTERHOUSE(CoPERS [@

Pricewatemouset:oopers
Ernirates Towers Ofﬁm
Level 40
’ : - P.O. Box 11987, Dubal
: T o : : United Arab Eivirates. ..
glsrﬁ:?l’s Telephone 4£7{1 (4)) ;5043100
: Facsimite +67{ {4) 3304100
" Blug City Investments | le!ted_ . : mi ( B
Walker House S
£0 Box 908GT . c
Mary Street LT
George Town

Grand Cayman

Cayman islands

28 December 2009

Dear Sirs,

'lndependent Model Consultant services for Blue CIty Development
-Report on Compliance with Financial Covenants Included in Loan Agreement .
In accordance with the engagement letter of 28 September 2006, PricewaterhouseCooperss. -

. (“PwC" or “we") undertook to carry out the following-agreed procedures on a quarterly’ baSus W :
- in Its role as lndependent Model Consultant (¢IMC™): . S ARl s

. o 'Ensure that appropnate change procedurés are followed far the master copy of theh i3
:I.:‘“':-'.'Financial Mode[ (‘“the Model") held by the IMC : o ‘ oo i ?"‘{Q. i

Te, Amend the Model fo reflett the actual cash flows' (“actuals ) and update the pro;ecﬂonsl wt h SRESEIE
of consolidated cash flows, as actual results become available through the life of the <.« futs =
project and as the developers revise their expectations of the financial outcome of the’

project; bty

e Perform an ongoing review of the financial projections to provide evidence of i+ -
compliance with the financial covenants included. in the loan agreement; and et ’

« Highlight potential changes that may be required to the financial covenants based on: -- -
actual performance and revised expectations of the projected performance of thef“ s

project.
In the project financial quarter to 6 February 2009, we have thus:

1. Performed a review of the financial projections to provide evidence of compiliance "~
with the financial covenants included in the.loan agreement.

2. Amended the Model! to reflect the actuals and compared the same with the financial
projections to provide evidence of compliance with the financial covenants included
in the loan agreement. The information provided include the following documents:

~ Revenue from sale of units for the quarter ended 6 February 2009 -
"COLLECTIONS AS ON 0209.xls".

- Historical interest income — “Bony Reserve Ac Interest 0209.xls".

M. Stevenson, AH Nasser, P Suddaby and JE Fakhoury are reglstered as praclising auditors with the Ministry of Economy




20 December 2009 L , .
- Historical interest expense — "Aotual lnterest Cost 0209.xs".
"= Historical cash outflows for Quaiter'9 ~"Op Report Q9 Feb 2009 - PWC.xis". -- -
A soft -copy’ of the updated Model — “Blue City Financial Model_report_06_Feb_2009.xls" —is"
attached.. - E o

Forthe avondanbé of doubt, we wish to clarify that as per our engagement letter:

¢« We have not audited the Model, nor are we responsible for doing so. Further, it . "~
should bé noted that it is not practicable to test a computer mode! to an extent

whereby it can be guaranteed that all errors have been detected. Accordingly, we - . .-

will only be able to give assurance on the Model within the bounds of materiality; and

¢ We have not validated the accuracy of the assumptions and any actuals incorporated
into the Model, nor are we responsible for doing so. Consequently, we will not
warrant that the projections will correspond to actual financlal resulis, and our- -
comments on compliance with covenants and/or the need to amend covenants are
predicated on the assumption that the actuals reported to us are correct.

Amendments to the Model: . . .. . . CL e e i I P R B

_ We have made the following amendments to the Model to incorporate oertam changes to the 7
.-+ -historical. results™provided - earlier by Blue.City-Company. | (BSC1'). A summary -of thi:ir. s
Y .agmﬁcant amendments made to 'the Modelis prowded be‘iww‘\ s T

.o TuprEan
AT Tt Mndet Canandn RO
BCCt have mformed us that Hamptons International & Partners LLC is no longer the
Rt xexxcluswe sales agents for BECTAY @ result;dthe" stmaurelof tHe model has' beeh'
altered  to-reflect ‘sales’ comphiskions paid- to-ofher extéral salés agents. These
U outflows’ were previdusly nof recorded in the Model. As'a result of these sales
Py .,commlssions, ‘cumulative ‘actudl Sales collections wj to: Quatter 8°have reduced by -

USD:1:26m frem USD 33.36m tor USD-32. $1n.: We would-like to pornt out that this

. changehas had no significant impact on historical test resulfs.

e BCC1 have informed us that interest expense incurred in Quarter 1 and Quartér 3L

- was actually paid ‘out in the first week of Quarter'2- and Quarter 4, respectively. - - .

Management has attributed this short delay to the payment date falling on either the: - i Ry

weekend or a public holiday, This fiming difference has now been reflected in our. -

Model. We would Hke to point out that this adjustment to the cash outflows for R

Quarter 2 and Quarter 4 has had rio significant impact on historical test results.

¢ BCC1 have informed us that rating agency expense of USD 105,000, Incurred-in .

Quarter'3, was reversed in Quarter 7.- This reversal'has' now been reflected inour - =~

Model

o Intersst income reported in previous quarters has been adjusted to reflect actual
interest income earned by BCC1 from cash balances available in both the onshore - :

and offshore escrow accounts. Previously, the- model was automatically calculating -

this interest income using predetermined- interest rates that were specified when the
model was initially developed. As a result of this adjustmient, total interest income
earned between Quarter 1 and Quarter 8 has reduced by approximately USD 4.2m.
We would like to point out that this adjustment to the cash inflows has had no
significant impact on historical test results.

M) Stavenson, AH Nasser, P Suddaby and JE Fakhoury are registered as practising auditors with the Ministry of Economyy




20 December 2009

- The purchase-of the existing Al Sawadi Hotel by BCC1-has been postponed from-the ":o.: = - o
.. quarter ending 6 February 2009 to the quarter ending 6 November 2011. As aresult, ;.. .7, ='< .-
" the cash flows from the Al Sawadi hotel have been adjusted as well. TR

Outcome of Revie'w of Financial Projections and Actual Cash Flows

RN © Based on our review of the financial quarter ended 6 February-2009, we have notéd d USD .+ ©.i -« i o
253.6 million shortfall between the actual cumulative proceeds from the sales of resideiflal ~ .-~ < -~
- units -and the cumulative sales collections assumed in the base-case financial model:  This~ - s
Has resulted in the fourih. consecutive breach of Sales Test 1-of the Residential Sales Test:
.* and-the "second consecutive breach of Sales Test 2.As a result, we confirm that-the:
" projections and.the actual cash flows are NOT in compliance witt the financial covenant§: <o i

included in the loan agreement. et

? .

'As.per the loan agreerﬁent, Blue City 'lnves.tm'enis I Limited (“BCC"l.") is required to cure the - o 1. vt
- breach either though. the sale of cerfain pre-agreed non-residential asséts, such as the w..w° 7o
hotels or retail businesses, or through equity injections or shareholder loans from its uitimate ~ ««i -
- shareholders. T S S L

It should be noted that this report is solely for the benefit of BCC1. Therefore, any report; * * -
ietter or any other document prepared in respect of this, review should not be provided;:. . .-
* ‘whethér in’ whole or-in part, to any other third party without our prior Wiitten consent, whick: i +.7 >
<. werhaytat our ‘discretion. grant;. withfiold or -grant subject’ to’ conditions” In -no-eventy” SV v
U o . regardless ofithether Gonsent hasibéen-provided, Shall we-dssume any responsibility-tojanris ofaotal .
© o tHire Paityto which any-report, lette'r‘dr"aﬁy‘dth‘:éia'uééuménﬁ‘iéidi’s’_b'l'ds‘e@‘-‘o’?fféthe’huiéé-mad‘a"ﬁ?‘:{&fﬁm et B
ST e T s eligle,

avdgilable.”

S o . 3L deas B R T Ty

IR RV PP T

Fiteh-Rating Ageniace: iou

e digpes tiugh'to ailow diselosurs;Jon infofrration purposes-only; t0¢F srigge .

w3 A and todthe - Banlcof New: York; the Offshore-Setutity TrusteeuiHowsver)-We owe.neithef iafiixe #iomal kv

i otheseparties anyrduty. of careiwhatsoever and-they may notirély an this micwltriaﬂon‘-ﬂ‘gban'yk :
Lo e e i prn R e R e e o R )

.pUrposeis . g,
M -

Joowat ot i

W o

- Yoirs faithfully -+
. PresadnieinGoprs

g Pricewa-t’_emouseCobpers. K '
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