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Report and Statement of the Board of Directors
and the CEO

The Consolidated Financial Statements of Askar Capital hf. for the year 2007 are prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union (EU). The Consolidated
Financial Statements comprise Askar Capital hf. and its subsidiaries (together referred to as the “Bank”).

According to the income statement, after tax loss for the year amounted to I1SK 832 million. The Bank's equity at
the end of 2007 amounted to ISK 10.563 million. The Bank's capital adequacy ratio, calculated in accordance with
the Act on Financial Undertakings was 18.5% at year-end. As of 31 December 2007 the Bank's total assets
amounted to ISK 34.251 million.

At the end of 2007 the Bank's shareholders numbered 19. Milestone ehf., which holds 82% of the Bank's share
capital, isthe only shareholder with a holding exceeding 10%.

The Board of Directors recommends that no dividend will be paid to shareholders.

The Bank'stotal share capital at year end amounted to I1SK 579 million. The share capital is divided into an equia
number of shares of ISK 1 each with equal rights within asingle class of shares.

To the best of our knowledge, the consolidated financial statements of Askar Capital hf. for the year 2007 give a
true and fair view of the assets, liabilities, financial position and financial performance of the Bank. Further, in our
opinion the consolidated financial statements and the endorsement of the Board of Directors and the Chief
Executive Officer gives a fair view of the development and performance of the Bank's operations and its position
and describes the principal risks and uncertainties faced by the Bank.

Reykjavik, 15 February 2008.

Board of Directors:

Haukur Hardarson

Gudmundur Olason Johannes Sigurdsson
Guomundur Arason Linda Bentsdéttir

Steingrimur Wernersson

CEC:

Tryggvi bér Herbertsson
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| ndependent Auditors Report

To the Board of Directors and Shareholders of Askar Capital hf.

We have audited the accompanying consolidated financial statements of Askar Capital hf. and its subsidiaries (the
“Bank”), which comprise the consolidated balance sheet as at December 31, 2007, and the consolidated income
statement, consolidated statement of changes in equity and consolidated cash flow statement for the year then
ended, and a summary of significant accounting policies and other explanatory notes.

M anagement's Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in
accordance with International Financial Reporting Standards as adopted by the EU. This responsibility includes:
designing, implementing and maintaining internal control relevant to the preparation and fair presentation of
financial statements that are free from material misstatements, whether due to fraud or error; selecting and applying
appropriate accounting policies; and making accounting estimates that are reasonable in the circumstances.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We
conducted our audit in accordance with International Standards on Auditing. Those standards require that we
comply with relevant ethical requirements and plan and perform the audit to obtain reasonable assurance whether
thefinancial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosuresin the financial
statements. The procedures selected depend on the auditor's judgement, including the assessment of the risks of
material misstatement of the financia statements, whether due to fraud or error. In making those risk assessments,
the auditor considers interna control relevant to the entity's preparation and fair presentation of the financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the entity's internal control. An audit aso includes evaluating the
appropriateness of accounting principles used and the reasonableness of accounting estimates made by
management, as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the financial position of the Bank
as at December 31, 2007, and of its financial performance and its consolidated cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, 15 February 2008.

KPMG htf.

Helgi F. Arnarson

Margrét Gudjénsdottir
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Consolidated Income Statement
for the year 2007

Notes
[NEEIESE INMCOIMIE ...ttt bttt ettt e s 2.021.446
F L= =S o= 1S ( 1.457.535)
NEL TNEEIESE INCOIME ...ttt ettt a b e b e s neenan 33 563.911
Fee and COMMISSION INCOME .......cuiiruiiriierie ettt st 1.630.700
Fee and COMMISSION EXPENSE ..o.vvvieeeeeeresee s e e reee e steste e saesesse s e sresseseae e ssessessesaeeenessesseses (  136.020)
Net fee and COMMISSION INCOME .....c.oviuiririiririeie ettt 34 1.494.680
Net gains on financial assets and financial liabilities
(01= To I o g (=" [1 oo [OOSR 3B ( 9.353)
Net gains on financial assets designated at fair value
through Profit N TOSS .....cc.eieieiee et e 36 ( 1.545.888)
Net foreign eXChange Profit ..o e 82.954
Other Operating INCOMIE .......iiuiiiiieiecre ettt se ettt s b b b et besb e b e e e e neenees 2.690
NEL OPEIATING INCOMIE ...ttt ettt sttt b e e e e e st a e b sa e b e b e e et eneebesbeen 588.994
AdMINISLIALIVE EXPENSES ...cviitiieieieertiste e seeseee sttt aestesee e st e sesbesbesee e e e ebesbesbessebeneeneeaesbeneas 37 ( 1.515.063)
Impairment [0sses on 0ans and recaiVable ... 44 ( 118.165)
Share of Profit Of GSSOCIALES ........eivereeirire e 47 39.737
0 1SSY o= L0 = - VS (1.004.497)
1 gT0r0] 00 C = G PSPPSRI 40 172.728
L 0SS Of tNE YA ...ttt bbb e e e e e enas 32 (831.769)
Notes on pages 9 to 42 are an ingegral part of these consolidated financial statements
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Consolidated Balance Sheet
as at 31 December 2007

Notes 31.12.2007 1.1.2007
Assets:
Cash and cash eQUIVAIENES ......c.ceveeriire e 41 2.350.794 110.845
L0ans and reCalVADIES .......cocoeiriiirieiee e 42-44  22.603.811 4.223.239
Financial assets held for trading ......cccceoevevevinveserere e 45 315.515 0
Financial assets designated at fair value through
Profit aNA 10SS ....cceiiiiiisereree e 46 1.578.941 71.877
Investment in associated COMPAENIES .......ccceveererierereeeeese e see e 47 1.677.754 0
o U] o] 4= | RSP 48 148.717 12.599
INVESEMENT PIrOPEITY ..ovveeiieeeeee ettt eneenes 754.523 0
INtANQIDIE BSSELS ....ceeiveceiieee e e e 49 3.5636.722 3.380.296
DEferred taX @SSELS ...cvvveerererer ettt e 52 187.282 14.554
(0101 =S = (SRRSO 50 1.096.973 7.233.660
Total Assets 34.251.032  15.047.070
Liabilities:
2 L0 0117 To R 51 22.296.702 3.422.060
Financial liabilitiesheld for trading .......cccccoceveveviisiesie s 408.038 0
Current taxX HaDIlItIES ......ooveereeeee e 52 0 26.879
Other HaDIITIES ..oveviiecieeeee et 53 982.990 561.246
Total Liabilities 23.687.730 4.,010.185
Equity:
Share Capital .....ooeeeeere e s 54 579.602 552.700
S T o= 0 01TV (o 10.833.151  10.501.300
TraNS@tion FESEIVE ....cuecuiieeveiceeeeeee e sttt se e e eneas ( 567) 0
RetaiNed EArMINGS ...oovevveeeeeece et ( 848.884) ( 17.115)
Total Equity 10.563.302  11.036.885
Total Liabilitiesand Equity 34.251.032  15.047.070

Notes on pages 9 to 42 are an ingegral part of these consolidated financial statements
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Consolidated Statement of Changesin Equity
for the year 2007

Trans-

Share Share lation Retained Totdl

capital premium reserve earnings equity

Equity asat 1.1.2007 ......ccccoevvvrererrennns 552.700 10.501.300 (17.115) 11.036.885
Trandation difference. ... ( 567) ( 567)
Lossof theyear .......ccoveevrnreercrcnens (831.769) (831.769)
Total recognised loss for the year ......... ( 567) ( 831.769) ( 832.336)
ISsued NEW Shares .........ccovvvrerrereenenennns 35.750 676.923 712.673
Purchase of shares............ccccevviiiinen (8.848) (345.072) (353.920)
Equity asat 31.12.2007 ......ccceeueeervrnnne 579.602 10.833.151 ( 567) ( 848.884) 10.563.302

Notes on pages 9 to 42 are an ingegral part of these consolidated financial statements
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Consolidated Statement of Cash Flows
for the year 2007

Notes 2007
Operating activities:
LOSS Of TN YEAK ...t et ( 831.769)
Adjustments for operating activities:
Impairment on 10aNSs and 80VANCES .........ccceeieierierinerere e e 44 118.165
Depreciation of property and eqUIPMENT ........ccoiereirienerie e 48 28.878
N T 1= =S AT 0ol 0L TP 33 563.911)
Profit from @SSOCIALES ........coereriirtiie ettt s sen 47 ( 39.737)
[NCOME X EXPENSE ...cveviteierie ettt ettt s ae st e e et e besbesee e e e e e e e e neeaesbenbees 40 ( 172.728)
( 1.461.102)
Changes in operating assets and liabilities:
Financial assets held fOr trading ..o e ( 321.075)
Financial assets designated at fair value through P/IL ... ( 2.084.316)
LLOBINS ...ttt ettt bbb bbb bbbt e b bbbt b renas (  18.245.313)
(@1 01c g S (SRR PSRRN ( 863.313)
DEfEITEA taX @SSELS .....eiuiieirieieeee ettt ettt b e st b e b e e e ( 145.849)
Financial liabilitiesheld for trading .........cccooeeiineneie e 408.038
Other liabilitieS and ProVISIONS .......ccooirieirierieese e eaea 439.787
(  20.812.041)
Interest and dividendS FECEIVED .........couiriiiiieeeeeee e 2.350.834
INEEIESE PRI ...ttt et ( 815.038)
Net cash used in operating activities ( 20.737.347)
Investing activities:
Purchase of iNVESIMENt PIrOPENTY ...vooveeeeeece et snen ( 754.523)
Purchase of property and eqUIPMENE .......ccooveieerierereeee e s enens 48 ( 172.333)
Purchase of intangible aSSELS .......ccccvieierecce e 49 ( 156.426 )
Payment for acquisition Of aSSOCIBLIONS ..........ccvuerveeeirieresere e ( 1.638.017)
(@10 010 =SS 7.314
Net cash used in investing activities ( 2.713.985)
Financing activities:
Borrowings and other [iabilitieS ..o 18.333.072
[SSUEH NEW SNEIES ...ttt bbb e 7.712.673
Purchase and sold treasury Shares ... e ( 353.920)
Net cash from financing activities 25.691.825
Increasein cash and cash equivalents..........cccooceveeiireecn e 2.240.493
Cash and cash equivalentsat beginning of year .........c.cccoceeeveneenrveecenenne 110.845
Trandation adjUSEMENTS.........cccoiiiieiirieere e ( 544)
Cash and cash equivalentsat theend of theyear.........ccccooeviiieiiieneene 2.350.794
Notes on pages 9 to 42 are an ingegral part of these consolidated financial statements
Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK




Notes

1. Reporting entity

Askar Capital hf. (the parent) is a company incorporated and domiciled in Iceland. The address of the Banks
registered office is Sudurlandsbraut 12, Reykjavik. The Consolidated Financial Statements for the year 2007
comprise Askar Capital hf. (the parent) and its subsidiaries (together referred to as "The Bank"). The Bank
offersintegrated financial servicesto companies and institutional investors.

Askar Capital hf. is a subsidiary of Milestone ehf. and the financial statement is part of consolidated financial
statement of Milestone ehf.

2. Basisof preparation

a.  Statement of compliance

The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the EU.

The Financial Statements were authorised for issue by the Board of Directors of Askar Capital hf. on February
15th 2008.

b.  Functional and presentation currency

The Consolidated Financial Statements are presented in Icelandic krona (1SK) which is the Bank's functional
currency. Except asindicated, financial information presented in 1SK has been rounded to the nearest thousand.

C. Basis of measurement

The Consolidated Financial Statements are prepared on the historical cost basis except the following assets and
liabilities that are stated at their fair value: financial instruments held for trading, financia instruments
designated at fair value through profit and loss and financial liabilities held for trading.

d.  Use of estimates and judgements

The preparation of the Financial Statementsin conformity with IFRS requires management to make judgements,
estimates and assumptions. These judgements, estimates and assumptions affect the reported amounts of assets
and liabilities as well as, income and expenses in the Financial Statement presented. The estimates and
associated assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements about carrying
values of assets and liabilities that are not readily apparent from other sources. Actual outcome can later to some
extend differ from the estimates and the assumption made.

Estimates

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates
are recognised in the period in which the estimate is revised if the revision affects only that period or in the
period of the revision and future periods if the revision affects both current and future periods.

Judgements

Judgements made by management in the application of IFRS that have significant effect on the Financia
Statements and estimates with a significant risk of material adjustment in the next year are discussed in note 28.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK




Notes, contd.:

Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
Consolidated Financial Statements, and have been applied consistently by the Banks' entities.

3. Basisof consolidation

a Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. Control usually exists
when the Bank holds more than the 50% of the voting power of the subsidiary. In assessing control, potential
voting rights that are currently exercisable or convertible, if any, are taken into account. The Financia
Statements of subsidiaries are included in the Consolidated Financial Statements from the date that control
commences until the date that control ceases.

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Bank. The cost
of an acquisition is measured as the fair value, at the date of exchange, of the assets given, liabilities incurred or
assumed and equity instruments issued, plus cost directly attributable to the acquisition. Identifiable assets
acquired and liabilities and contingent liabilities assumed in a business are measured initially at their fair values
at the acquisition date, irrespective of the extent of any minority interest. The excess of the cost of acquisition
over the fair value of the Bank's share of the identifiable net assets acquired is recorded as goodwill. If the cost
of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised
directly in the Income Statement.

b.  Transactions eliminated on consolidation

Intra-Company balances, unrealised gains and losses or income and expenses arising from intracompany
transactions, are eliminated in the Consolidated Financial Statements. Unrealised gains arising from transactions
with equity accounted investors are eliminated against the investment to the extent of the Companies interest in
theinvestee.

4.  Associates

Associates are those entities in which the Bank has significant influence but not control or joint control over the
financial operating policies. Significant influence generally exists when the Bank holds between 20% and 49%
of the voting rights, including potential voting rights, if any. Investmentsin associates are initially recognised at
cost. The Bank's investment in associates includes goodwill and any accumulated impairment |oss.

5. Foreign currency

a Functional currencies

Items included in the Financial Statements of each of the Bank's entities are measured using the functional
currency of the respective entity.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

b.  Foreign currency transactions

Transactions in foreign currencies are trandated into functional currencies at the foreign exchange rate ruling at
the date of the transaction. Monetary assets and liabilities denominated in foreign currencies at the Balance
Sheet date are translated into functional currencies at the foreign exchange rate ruling at that date. Foreign
exchange differences arising on trandation are recognised in the Income Statement in a separate line. Non-
monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are trandated
using the exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign
currencies that are stated at fair value are trandated at foreign exchange rates ruling at the dates the fair value
was determined.

c.  Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
consolidation, are translated to the presentation currency, Icelandic krona, at foreign exchange rates current at
the Balance Sheet date. The revenues and expenses of foreign operations are translated to Icelandic krona at
rates approximating the foreign exchange rates current at the dates of the transactions.

Foreign exchange differences arising on translation are recognised directly in a separate component of equity.

6. Incomeand Expense

a Interest income and expense

Interest income and expense are recognised in the Income Statement as it accrues using the effective interest
method.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial
liability (or group of financial assets or financial liabilities) and of allocating the interest income or interest
expense over the relevant period. The effective interest rate is the rate that exactly discounts estimated future
cash payments or receipts through the expected life of the financial instrument or, when appropriate, a shorter
period to the net carrying amount of the financial asset or financia liability. When calculating the effective
interest rate, the Bank estimates cash flows, considering al contractua terms of the financial instrument, but
does not consider future credit losses. The calculation generally includes all fees and amounts paid or received
between parties to the contract that are an integral part of the effective interest rate, as well as transaction costs
and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment
loss, interest income is recognised at the rate of interest used to discount the impairment loss. Interest income on
financial assets which have been written down as aresult of impairment is calculated based on the net amount of
the financial asset taking the write-down into consideration.

b.  Fee and commission income and expense

The Bank provides various services to its clients and earns income there from. Fees earned from services that
are provided over a certain period of time are recognised as the services are performed. Fees earned from
transaction-type services are recognised when the service has been completed. Fees that are performance-linked
are recognised when the performance criteria are fulfilled. Fees and commission income and expenses that are
integral to the effective interest rate on a financial asset or liability are included in the measurement of the
effective interest rate.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

b. contd.:

The Bank provides various services to its clients and earns income there from. Fees earned from services that
are provided over a certain period of time are recognised as the services are performed. Fees earned from
transaction-type services are recognised when the service has been completed. Fees that are performance-linked
are recognised when the performance criteria are fulfilled. Fees and commission income and expenses that are
integral to the effective interest rate on a financial asset or liability are included in the measurement of the
effective interest rate.

c.  Dividend income
Dividend income is recognised in the Income Statement on the date that the dividend is declared.

d.  Nettrading income

Net financial income comprises gains less losses related to trading assets and liabilities, and includes all realised
and unrealised fair value changes.

e.  Netgains on financial assets and financial liabilities at fair value through profit or loss

Net income from other financial instruments at fair value relates to non-qualifying derivatives held for risk
management purposes and financial assets and liabilities designated at fair value through profit or loss, and
includes all realised and unrealised fair value changes except interest and foreign exchange difference which are
presented as separate line items in income statement.

7.  Impairment

The carrying amount of the Bank's assets, other than tax assets and financial assets measured at fair value with
changes recognised in the Income Statement is reviewed at each Balance Sheet date to determine whether there
is any indication of impairment. If any such indication exists, the asset's recoverable amount is estimated, see
note 7c.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds
its recoverable amount. Impairment losses are recognised in the Income Statement.

a. ldentification and measurement of impairment

At each balance sheet date the Bank assesses whether there is objective evidence that financial assets not carried
at fair value through profit or loss are impaired. Financial assets are impaired when objective evidence
demonstrates that aloss event has occurred after the initial recognition of the asset, and that the loss event has an
impact on the future cash flows on the asset that can be estimated reliably.

The Bank considers evidence of impairment at both a specific asset and collective level. All individually
significant financial assets are assessed for specific impairment. All significant assets found not to be specifically
impaired are then collectively assessed for any impairment that has been incurred but not yet identified. Assets
that are not individually significant are then collectively assessed for impairment by grouping together financial
assets (carried at amortised cost) with similar risk characteristics.

Objective evidence that financial assets (including equity securities) are impaired can include default or
delinquency by a borrower, restructuring of a loan or advance by the Bank on terms that the Bank would not
otherwise consider, indications that a borrower or issuer will enter bankruptcy, the disappearance of an active
market for a security, or other observable data relating to a group of assets such as adverse changes in the
payment status of borrowers or issuers in the group, or economic conditions that correlate with defaults in the
Bank.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

7.a contd.:

In assessing collective impairment the Bank uses statistical modelling of historical trends of the probability of
default, timing of recoveries and the amount of loss incurred, adjusted for management's judgement as to
whether current economic and credit conditions are such that the actual losses are likely to be greater or less than
suggested by historical modelling. Default rates, loss rates and the expected timing if future recoveries are
regularly benchmarked against actual outcome to ensure that they remain approprate.

Impairment losses on assets carries at amortised cost are measured cost are measured as the difference between
the carrying amount of the financial assets and the present value of estimated cash flows discounted at the assets
origina effective interest rate. Losses are recognised in profit or loss and reflected in an allowance account
against loans and advances. Interest on the impaired asset continues to be recognised through the unwinding of
the discount.

When a subsequent event causes the amount of impairment loss to decrease, the impairment loss is reversed
through profit or loss.

b.  Impairment of goodwill

The Bank assesses whether there is any indication of impairment of goodwill on annual basis. Goodwill is
written down for impairment.

C. Calculation of recoverable amount

The recoverable amount of the Bank's investments in financial assets carried at amortised cost is calculated as
the present value of estimated future cash flows, discounted at the original effective interest rate (i.e. the
effective interest rate computed at initial recognition of these financial assets).

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use. In
assessing value in use, the estimated future cash flows are discounted to their present value using a pre-tax
discount rate that reflects current market assessments of the time value of money and the risks specific to the
asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is determined
for the cash-generating unit to which the asset belongs.

d. Reversals of impairment

An impairment loss in respect of financial assets carried at amortised cost is reversed if the subsequent increase
in recoverable amount can be related objectively to an event occurring after the impairment 1oss was recognised.

An impairment lossin respect of goodwill is not reversed.

In respect of other assets, an impairment loss is reversed if there has been a change in the estimates used to
determine the recoverable amount.

An impairment loss is reversed only to the extent that the asset's carrying amount does not exceed the carrying
amount that would have been determined, net of depreciation or amortisation, if no impairment loss had been
recoghised.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

8. Incometax

Income tax on the profit or loss for the period comprises current and deferred tax. Income tax is recognised in
the Income Statement except to the extent that it relates to items recognised directly in equity, in which case it is
recognised in equity.

Current tax is the expected tax payable on the taxable income for the period, using tax rates enacted or
substantially enacted at the Balance Sheet date, and any adjustment to tax payable in respect of previous years.

The deferred income tax asset / liability is calculated and entered in the balance sheet. The calculation is based
on the difference between balance sheet items as presented in the tax return, on the one hand, and in the
Financial Statements, on the other, taking into consideration any carry-forward tax loss. This difference is due to
the fact that tax assessments are based on premises that differ from those governing the financia statements,
mostly because revenues, especially of financial assets, are recognised earlier in the Financial Statementsthanin
the tax return. A calculated tax asset is only offset against an income tax liability if they are due to tax
assessment from the same tax authorities.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available
against which the asset can be utilised. Deferred tax assets are reduced to the extent that it is no longer probable
that the related tax benefit will be realised.

9. Derivatives

A derivative isafinancial instrument or other contract within the scope of IAS 39, the value of which changesin
response to a change in an underlying variable (such as share, commodity or bond prices, an index value or an
exchange or interest rate), which requires no initial net investment or initial net investment that is smaller than
would be required for other types of contracts that would be expected to have a similar response to changes in
market factors and which is settled at a future date.

The Bank uses derivatives for trading purposes and to hedge its exposure to market price risk, foreign exchange
and interest rate risk arising from operating, financing and investing activities.

Derivatives are recognised at fair value. Fair value changes are recognised in the Income Statement. Fair values
of derivatives are split into interest income, foreign exchange differences and other gains and losses. Interest
income is recognised on accrual basis. Derivatives with positive fair values are recognised as trading assets and
derivatives with negative fair values are recognised as trading liabilities.

Thefair value of derivativesis determined in accordance with the accounting policy presented in note 12.

10. Cash and cash equivalents

Cash and cash equivalents consist of cash, balances with banks and money market placements.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

11. Loansand receivables

Loans and receivables are financial assets, other than derivative agreements, which carry fixed, calculated
payments and are not listed in an effective market. Loans and receivables consist of leasing agreements that the
Bank grants to customers for real estates, machines and equipments and loans, such as debentures.

L oans are recognised when cash is advanced to borrowers. They are initially recorded at fair value, which isthe
cash given to orginate the loan, including andy transaction costs, and are subsequently measured at amortised
cost using the effective interest rate method. The Bank's loans are capitalized with accrued interests, indexation
and exchange rate differences at period end. Indexed loans are recognized based on the indices that came into
effect at the beginning of January 2008 and currency indexed loans are recognixed based on the exchange rate of
the relevant currency at end of December.

When the Bank is the lessor in a lease agreement that transfers substantially all of the risks and rewards
incidental to owership of an asset to the lessee, the arrangement is presented within loans.

Loans and receivables are depreciated when cash flow can no longer be obtained or when the group has
transferred for the most part risk and gains from the ownership.

12. Financial assets measured at fair value through profit and loss

a.  Trading assets

Trading assets are financial instruments acquired principally for the purpose of generating profits from short-
term price fluctuations or from a dealer’ s margin.

Financial assets held for trading mainly consist of bonds and shares. Derivatives with positive fair values are
also included in this category.

Financial assets held for trading are measured at fair value. Gains and losses realised on disposal or redemption
and unrealised gains and losses from changes in the fair value of financial assets held for trading are reported in
the Income Statement as Net gains on financial assets and financia liabilities held for trading. Interest and
dividend income on financial assets held for trading are reported as Interest income and Dividend income.
Interest income on non-derivates debt instrumentsis cal culated using the effective interest rate method.

b.  Financial assets designated as at fair value

The Bank classifies certain financial assets upon their initial recognition as financial assets held at fair value with
fair value changes recognised in profit or lossif doing so resultsin more relevant information because:

- it eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise
from measuring assets or liabilities or

- financial assets and/or financial liabilities are managed and their performance is evaluated on afair value basis,
in accordance with the Bank's risk management or investment strategy, and information about it is provided
internally on that basis to the Bank's management personnel.

Consolidated Financial Statements of Askar Capital hf. 2007 The amounts are in thousand of ISK
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Notes, contd.:

12.b. contd.:

The assets classified according to the above-mentioned conditions consist of:

- equity and debt instruments which are acquired by the Bank with a view to profiting from their total return and
fair value bases, including equity instruments held by the venture capital organisation of the Bank which give the
issuer but not control.

Fair value changes of financial assets classified under this category are reported in the Income Statement as Net
gains on financial assets designated as at fair value, while interest are reported as Interest revenue. Interest
income on non-derivatives debt instrumentsis recognised on an accrua basis.

13. Fair value measurement of financial assets and financial liabilities

The determination of fair value of financial assets and financial liabilities that are quoted in an active market is
based on quoted prices. For al other financial instruments fair value is determined by using valuation
techniques. A market is considered active if quoted prices are readily and regularly available and those prices
represent actual and regularly occurring market transactions on an arm's length basis.

Valuation techniques include recent arm’s length transactions between knowledgeable, willing parties, if
available, reference to the current fair value of other instrumentsthat are substantially the same, discounted cash
flow analysis and option pricing models. Valuation techniques incorporate al factors that market participants
would consider in setting a price and are consistent with accepted methodologies for pricing financial
instruments. Periodically, the Bank calibrates the valuation technique and tests it for validity using prices from
any observable current market transactions in the same instrument, without modification or repackaging, or
based on any available observable market data.

The best evidence of the fair value of a derivative at initial recognition is the transaction price (i.e., the fair value
of the consideration given or received) unless the fair value of that instrument is evidenced by comparison with
other observable current market transactions in the same instrument (i.e., without modification or repackaging)
or based on a valuation technique whose variables include only data from observable markets. When such
evidence exists, the Bank recognises profits on day one.

For more complex instruments, the Bank uses proprietary models, which usually are developed from recognised
valuation models. Some or al of the inputs into these models may not be market observable, and are derived
from market prices or rates or estimated based on assumptions. When entering into a transaction, the financial
instrument is initially recognised at the transaction price, which is the best indicator of fair value, although the
value obtained from the valuation model may differ from the transaction price. Thisinitial difference, usually an
increase, in fair value indicated by valuation techniques is recognised in income depending upon the individual
facts and circumstances of each transaction and not later than when the market data becomes observable.

The value produced by a model or other valuation technique is adjusted to allow for a number of factors as
appropriate, because valuations techniques cannot appropriately reflect all factors market participants take into
account when entering into a transaction. Valuation adjustments are recorded to allow for model risks, bid-ask
spreads, liquidity risks, as well as other factors. Management believes that these valuation adjustments are
necessary and appropriate to fairly state financial instruments carried at fair value on the Balance Sheet.
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14. Recognition and derecognition of financial assets and financial liabilities

Purchases and sales of financial assets are recognised using trade date accounting, i.e. they are recognised on the
date on which the Bank commits to purchase or sell the asset, except for loans which are recognised when cash
is advanced to the borrowers.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or
where the Bank has transferred substantially all risks and rewards of ownership.

Financial liabilities are recognised when the Bank becomes a party to the contractual provisions of the liability
instrument. Financial liabilities are derecognised when the obligation of the Bank specified in the contract is
discharged or cancelled or expires.

15. Offsetting financial assets and financial liabilities

Financial assets and liabilities are offset and the net amount reported in the Balance Sheet when thereis alegaly
enforceable right to offset the recognised amounts and there is an intention to settle on a net basis, or realise the
asset and settle the liability simultaneously.

Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gains
or losses arising from a group of similar transactions such asin the Banks trading activity.

16. Amortised cost measur ement of financial assets and financial liabilities

The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is
measured at initial recognition, minus principal repayments, plus or minus the cumulative amortisation using the
effective interest method of any difference between the initial amount recognised and the maturity amount,
minus any reduction for impairment.

17. Repurchase agreements

A repurchase agreement involves the sale of securities subject to the simultaneous agreement to repurchase the
same securities at a certain later date and at an agreed price. In repurchase agreements, the cash received,
including accrued interest is recognised in the Balance Sheet. The proceeds from the legal sale of these
securities are reported as borrowings.

The control of the securities remains with the Bank throughout the entire term of the transaction and the
securities continue to be reported in the Bank's Balance Sheet as Financial assets measured at fair value, as
appropriate. Interest incurred is recognized as interest expense over the life of each agreement.

18. Equipment

a.  Recognition and measurement

Items of equipment are stated at cost less accumulated depreciation and impairment losses.
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18. contd.:

b.  Subsequent costs

The Bank recognises in the carrying amount of a equipment the cost of replacing part of such an item when that
cost isincurred if it is probable that the future economic benefits embodied with the item will flow to the Bank
and the cost of the item can be measured reliably. The decision if subsequent costs is added to the acquisition
cost of the equipment, is based on whether an identified component, or part of such component, has been
replaced or not, or if the nature of the subsequent cost means a contribution of a new component. All other costs
are recognised in the Income Statement as an expense as incurred.

c.  Depreciation

The depreciable amount of equipment is determined after deducting its residual value. Depreciation is charged
to the Income Statement on a straight-line basis over the estimated useful lives of the equipment.

S0 U] 00 1= 0| SR 5years
Y= ot S 5years

19. Investment property

Investment property is property held either to earn rental income or for capital appreciation or for both, but not
for sale in the ordinary course of business, use in the production or supply of goods or services or for
administrative purposes. Investment property is measured at fair value with any change therein recognised in
profit or loss.

When the use of a property changes such that it is reclassified as operating asset, its fair value at the date of
reclassification becomesits cost for subsequent accounting.

An external, independent valuation company, having appropriate recognised professional qualifications and
recent experience in the location and category of property being valued, values the Group’s investment property
portfolio every year. The fair value are based on market values, being the estimated amount for which a
property could be exchanged on the date of the valuation between awilling buyer and awilling seller inanarm’s
length transaction after proper marketing wherein the parties had each acted knowledgeably, prudently and
without compulsion.

Thefair value of investment property under development is measured at the cost of the devel opment.

20. Intangible assets

a  Goodwill
Business combinations are accounted for by applying the purchase method. Goodwill represents amounts arising
on acquisition of company.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to cash-generating units
and is no longer amortised but is tested annually for impairment. In respect of associates, the carrying amount of
goodwill isincluded in the carrying amount of the investment in the associates.

Negative goodwill arising on an acquisition is recognised directly asincome.
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20. contd.:

b.  Other intangible assets

Intangible assets other than goodwill that are acquired by the Bank are stated at cost less accumulated
amortisation and impairment losses.

C. Amortisation

Amortisation is charged to the Income Statement on a straight-line basis over the estimated useful lives of
intangible assets. Goodwill with an indefinite useful life is systematically tested for impairment at each balance
sheet date. Other intangible assets are amortised from the date they are available for use.

21. Financial liabilitiesheld for trading

Trading liabilities primarily consist of derivatives with negative fair values and delivery obligations for short
sales of securities.

Trading liabilities are measured at fair value. Gains and losses realised on disposa or redemption and
unrealised gains and losses from changes in the fair value of trading liabilities are reported as Net gain on
financial assetg/liabilities measured at fair value. Interest expenses on trading liabilities are included in Interest
expenses.

22. Borrowings

Some of the borrowings of the Bank are classified as other financial liabilities and are initially recognised at fair
value less attributable transaction costs. Subsequent to initial recognition, borrowings are measured at amortised
cost with any difference between cost and redemption amount being recognised in the Income Statement over
the period of the borrowings on an effective interest basis. Accrued interest isincluded in the carrying amount of
the borrowings.

23. Financial guarantees

Financial guarantees are contracts that require the Company to make specified payments to reimburse the holder
for alossit incurs because a specified debtor fails to make payments when due in accordance with the terms of a
debt instruments.

Financial guarantee liabilities are initially recognised at their fair value, and initial fair value is amortised over
the life of the financial guarantee. The guarantee liability is subsequently carried at the higher of this amortised
amount and the present value of any expected payment (when a payment under the guarantee has become
probable). Financial guarantees are included within other liabilities.
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24. Other assetsand other liabilities

Other assets and other liabilities are stated at cost.

25. ShareCapital

Treasury shares

Acquired own shares and other equity instruments (treasury shares) are deducted from equity. No gain or lossis
recognhised in Income Statement on the purchase, sale, issue or cancellation of treasury shares. Consideration
paid or received isrecognised directly in equity.

Incremental transaction costs of treasury share transaction are accounted for as a deduction from equity (net of
any related income tax benefit).

When classifying a financial instrument (or component of it) in the Consolidated Financial Statements, all terms
and conditions agreed between members of the Bank and the holders of the instrument are considered. To the
extent there is an obligation that would give rise to a financial liability, the instrument is classified as financial
liability, rather than an equity instrument.

26. New standardsand interpretation

a.  New standards and interpretations effective in 2007

IFRS 7 Financial Instruments: Disclosures and the Amendment to IAS 1 Presentation of Financial Statements:
Capital Disclosures became mandatory for The Bank’s 2007 financial statements. The adoption of IFRS 7 and
the amendment to IAS 1 impacted the type and amount of disclosures made in these financial statements, but had
no impact on the reported profits or financial position of the Bank. In accordance with the transitional
reguirements of the standards, the Bank has provided full comparative information.

IFRIC 7 — 10 became mandatory for The Bank’s 2007 financial statements but their adoption had no impact on
the Bank’s 2007 financial statements.

b.  New standards and interpretations not yet adopted

A number of new standards, amendments to standards, and interpretations are not yet effective for the year
ended 31 December 2007, and have not been applied in preparing these consolidated financial statements:

IFRS 8 Operating Segments introduces the “management approach” to segment reporting. IFRS 8, which
becomes mandatory for The Bank’s 2009 financial statements, will require the disclosure of segment
information based on the internal reports regularly reviewed by The Bank’s Chief Operating Decision Maker in
order to assess each segment’s performance and to alocate resources to them. Currently the Bank presents
segment information in respect of its business and geographical segments (see notes 36-38). Under the
management approach, The Bank will present segment information in respect of Rea estate advisory, Asset
Management, Risk and funding advisory, Proprietary Trading and Leasing.
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26. contd.:

IAS 1 Presentation of Financial Statements (revised in 2007) replaces IAS 1 Presentation of Financia
Statements (revised in 2003) as amended in 2005. I1AS 1 (Revised 2007) sets the overall requirements for the
presentation of financial statements, guidelines for their structure and minimum requirements for their content.
The main change in revised IAS 1 is a requirement to present all non-owner changesin equity (changesin equity
not resulting from transactions with owners in their capacity as owners) in one or two statements: either in a
single statement of comprehensive income, or in an income statement plus in a statement of comprehensive
income. Unlike under current IAS 1, it is not permitted to present components of comprehensive income in the
statement of changes in equity. IAS 1 (revised in 2007), which becomes mandatory for The Bank’s2009
financial statements if endorsed by the EU, is expected to impact the presentation of the Group’'s income
statement and statement of changesin equity.

Revised IAS 23 Borrowing Costs removes the option to expense borrowing costs and requires that an entity
capitalise borrowing costs directly attributable to the acquisition, construction or production of a qualifying asset
as part of the cost of that asset. If endorsed by the EU, the revised IAS 23 will become mandatory for The
Bank’s 2009 financial statements and will constitute a change in accounting policy for The Bank. In accordance
with the transitional provisions The Bank will apply the revised IAS 23 to qualifying assets for which
capitalisation of borrowing costs commences on or after the effective date.

The amendments to IFRS 2 Share Based Payment — Vesting Conditions and Cancellations (January 2008)
clarify the definition of vesting conditions and the accounting treatment of cancellations. If endorsed by the EU,
the amendments become mandatory for The Bank’s 2009 financial statements, with retrospective application
required. The amendments are not expected to have any effect on the consolidated financia statements of the
Bank.

IFRS 3 Business Combinations (revised in 2008) and amended IAS 27 Consolidated and Separate Financia
Statements introduce changes to the accounting for business combinations and for non-controlling (minority)
interests. The most significant changes from IFRS 3 (2004) and IAS 27 (2003) are the following:

IFRS 3 (2008) also applies to business combinations involving only mutual entities and to business combinations
achieved by contract alone;

The definition of a business combination has been revised to focus on control;
The definition of a business has been amended;

Transaction costs incurred by the acquirer in connection with the business combination do not form part of the
business combination transaction;

Acquisitions of additional non-controlling equity interests after the business combination are accounted for as
equity transactions;

Disposals of equity interests while retaining control are accounted for as equity transactions;

New disclosures are required.

IFRS 3 (revised in 2008) and amended IAS 27 will become mandatory for The Bank’s 2010 financial
statements, if endorsed by the EU. The carrying amounts of any assets and liabilities that arose under business
combinations prior to the application of IFRS 3 (revised in 2008) are not adjusted while most of the amendments
to IAS 27 must be applied retrospectively. The Bank has not yet determined the potential effect of IFRS 3
(revised in 2008) and amended 1A S 27 on the consolidated financial statements.
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26. contd.:

IFRIC 11 IFRS 2 — Company and Treasury Share Transactions requires a share-based payment arrangement in
which an entity receives goods or services as consideration for its own equity instrumentsto be accounted for as
an equity-settled share-based payment transaction, regardless of how the equity instruments are obtained. IFRIC
11 will become mandatory for the Company’s 2008 financial statements, with retrospective application
required. It is not expected to have any impact on the consolidated financial statements.

IFRIC 12 Service Concession Arrangements provides guidance on certain recognition and measurement issues
that arise in accounting for public-to-private service concession arrangements. IFRIC 12, which becomes
mandatory for the Company’s 2008 financia statements if endorsed by the EU, is not expected to have any
effect on the consolidated financial statements.

IFRIC 13 Customer Loyaty Programmes addresses the accounting by entities that operate, or otherwise
participate in, customer loyalty programmes for their customers. It relates to customer loyalty programmes under
which the customer can redeem credits for awards such as free or discounted goods or services. IFRIC 13, which
becomes mandatory for the Company’s 2009 financial statementsif endorsed by the EU, is not expected to have
any impact on the consolidated financial statements.

IFRIC 14 1AS 19 — The Limit on a Defined Benefit Asset, Minimum Funding Requirements and their Interaction
clarifies when refunds or reductions in future contributions in relation to defined benefit assets should be
regarded as available and provides guidance on the impact of minimum funding requirements (MFR) on such
assets. It also addresses when a MFR might give rise to a liability. IFRIC 14 will become mandatory for the
Company’s 2008 financial statements if endorsed by the EU, with retrospective application required. The Bank
has not yet determined the potential effect of the interpretation on the consolidated financial statements.

27. Segment reporting

Business segment is a distinguishable component of The Bank that is engaged either in providing products or
services (business segment) which is subject to risks and rewards that are different from those of other segments.
The Bank’s primary format for segment reporting is based on business segments.

28. Critical accounting estimates and judgementsin applying accounting policies

The Bank makes estimates and assumptions that affect the reported amounts of assets and liabilities within the
next financial year. Estimates and judgements are continually evaluated and are based on historical experience
and other factors, including expectations of future events that are believed to be reasonable under the
circumstances.
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a  Impairment losses on loans

The management reviews its loan portfolios to assess impairment at least on a quarterly basis. In determining
whether an impairment loss should be recorded in the Income Statement, the Bank makes judgements as to
whether there is any observable data indicating that there is a measurable decrease in the estimated future cash
flows from a portfolio of loans before the decrease can be identified with an individual loan in that portfolio.
This evidence may include observable data indicating that there has been an adverse change in the payment
status of borrowers in a group, or national or local economic conditions that correlate with defaults on assets in
the group. Management uses estimates based on historical loss experience for assets with credit risk
characteristics and objective evidence of impairment similar to those in the portfolio when scheduling its future
cash flows. The methodology and assumptions used for estimating both the amount and timing of future cash
flows are reviewed regularly to reduce any differences between loss estimates and actual 10ss experience.

b. Fair value of financial instruments

The fair value of financial instruments that are not quoted in active markets are determined by using valuation
techniques. Where valuation techniques (for example, models) are used to determine fair values, they are
validated and periodically reviewed by qualified personnel independent of the area that created them. All models
are certified before they are used, and models are calibrated to ensure that outputs reflect actual data and
comparative market prices. To the extent practical, models use only observable data, however areas such as
credit risk (both own and counterparty), volatilities and correlations require management to make estimates.
Changes in assumptions about these factors could affect reported fair value of financial instruments.

¢.  Financial asset and liability classification

The Bank’s accounting policies provide scope for assets and liabilities to be designated on inception into
different accounting categories in certain circumstances:

In classifying financial assets or liabilities as “trading”, the Bank has determined that it meets the description of
trading assets and liabilities set out in accounting policy.

In designating financial assets or liabilities at fair value through profit or loss, the Bank has determined that it
has met one of the criteriafor this designation set out in accounting policy.

29. Capital management and allocation.

a.  Capital management

It is the Bank’s policy to maintain a strong capital base to support the development of its business and to meet
regulatory capital requirements at al times. The Bank recognises the impact on shareholder returns of the level
of equity capital employed withinthe Bank and seeks to maintain a prudent balance between the advantages and
flexibility afforded by a strong capital position and the higher returns on equity possible with greater leverage.
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29. a. contd.:

A capital plan is prepared on an annual basis and approved by the Board with the objective of maintaining both
the optimal amount of capital and the mix between the different components of capital. The Bank’s poalicy isto
hold capital in arange of different forms and from diverse sources.

The principal forms of capital are included in the following balances on the consolidated balance sheet: share
capital, share premium account, other reserves, retained earnings, and subordinated liabilities. Capital also
includes the collective impairment allowances held in respect of loans and advances.

b.  Capital management and allocation

The Icelandic Financial Supervisory Authority (FME) supervises the Bank on a consolidated basis and, as such,
receives information on the capital adequacy of, and sets capital requirements for, the Bank as a whole.
Individual banking subsidiaries are directly regulated by their local banking supervisors, who set and monitor
their capital adequacy requirements. In most jurisdictions, nonbanking financial subsidiaries are also subject to
the supervision and capital requirements of local regulatory authorities.

The Company and its individually regulated operations have complied with al externally imposed capital
reguirements throughout the year 2007.

Capital allocation

The allocation of capital between specific operations and activities is, to large extent, driven by optimisation of
the return achieved on the capital alocated. The amount of capital allocated to each operation or activity is
based primarily upon the regulatory capital, but in some cases the regulatory requirements do not reflect fully the
varying degree of risk associated with different activities. In such cases the capital requirements may be flexed to
reflect different risk profiles, subject to the overall level of capital to support a particular operation or activity
not falling bel ow the minimum required for regulatory purposes.

Although maximisation of the return on risk-adjusted capital is the principal basis used in determining how
capital is allocated within the Bank to particular operations or activities, it is not the sole basis used for decision
making. Account also is taken of synergies with other operations and activities, the availability of management
and other resources, and the fit of the activity with Bank’s longer term strategic objectives. The Bank’s policies
in respect of capital management and allocation are reviewed regularly by the Board of Directors.
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29. contd.:

c.  Regulatory captital

Equity at the end of the period amounted to ISK 10,563 million, equivalent to 30,8% of total assets according to
the balance sheet. The capital adequacy ratio of the Bank, calculated in accordance to Article 84 of the Act on

Financial Undertakings, is 18,5%. This ratio may not be lower than 8,0% according to that Act. The ratio is
calculated asfollows:

Book Weithted

value value
Risk base
Assetsrecorded in the balance Sheet ... 34.251.032  37.563.278
(G014 1= ooV 11 USSR 377.567
LS Q0= S (o - SRS 37.940.845
Capital:
Tier | Capita
EQUILY oot e bbb bbbt 10.563.303
Assets deducted FromM EQUILY .......eceiereereeire e ( 3.536.722)
I = I =0T 7.026.581
Capital a0egUACY FaHO .......ciereeeeeirerere e e e 18,5%
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30. Risk management disclosure

The Bank is exposed to a number of risks, in its daily activities, as a financia services firm. The Bank considers
risk management, with a clearly defined framework, a core competency to enhance profitability. In order to
provide comprehensive risk management and control the main activities includes measuring and monitoring credit
risk, market risk, liquidity risk, and operational risk.

Risk policy of Askar Capital

The task of evaluating and managing risk lies within a Risk Management Division which is responsible for
assessing the company's financial and operational risk. The Board of Directors oversees the overall risk
management of the company as well the granting of credit, by deciding on a risk policy. The Bank is in the
process of adopting a new system for treasury and risk management (TRM). These systems will contribute
directly to lower operational risk associated with desktop tools in addition to allow for detailed monitoring and
control of risks on a continuous basis. Further, these systems will enable the Bank to develop its own analytics.
This will facilitate the Bank's risk management to monitor and maintain risk at an acceptable level in accordance
with the board's risk appetite. Risk management involves actively overlaying financia instruments to decrease
and increase individual risks.

The following sections discuss the main risk factors at the Bank which may affect the earnings of the bank and its
capacity to fulfill its commitmentstowards investors. This coverage emphasizesimportant risk factors; however it
need not cover al the potential risk factors in the operation of the bank and its external environment. All risk
factors apply to al the markets in which the bank operates, unless otherwise has been specified. The Bank
focuses on alternative investments and provides service to qualified investors related to such investments. The
alternative investments are in the area of rea estate projects and real estate funds, lending in the form of
mezzanine loans, private equity funds, structured credit and hedge funds. Furthermore, the Bank provides
advisory in the field of real estate projects. In addition to the above-mentioned operations, the Bank operates a
proprietary trading desk and is particularly exposed to risk related to the development of global real estate prices.

Credit risk

Credit risk estimation involves estimating potential future losses due to counterparty payment defaults or the
inability to pay.The Bank’s Board of Directors has appointed a Credit Committee which determines the Bank’s
credit policy involving lending and guarantees. The Credit Committee makes all decisions on non-retail lending.
The Credit Committee members currently are the CEO, the deputy CEO, the CFO. In addition the Managing
Director of Risk Management and the General Council are observing members.

Apart from lending by Avant hf the loans provided by the Bank are mostly mezzanine loans that have been
extended to rea estate projects promoted by the Askar Capita Real Estate Advisory. Mezzanine loans are
unsecured and come next only to equity in the event of bankruptcy. This implies that Mezzanine loans are fairly
risky and hence carry a high rate of interest. However, the Bank has only provided Mezzanine loans to projects
where it has expert knowledge or extremely good information, such as real estate projects run by the bank’s Real
Estate Advisory. One mezzanine loan has been provided to a private equity investment company specializing in
the British retail sector. The Risk Management department monitors lending activities, including limit
surveillance and loan documentation. The Lending and Risk Management departments monitor the composition
of the bank’s loan portfolio. The lending committee regularly reviews information on the bank’s largest debtors
and information on |ate payments.
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Credit risk, contd.:

Impairment provisions on credit exposures are assessed in order to provide for potential losses. The provision
does not mean that a loss has been incurred. The provision is based on two methods. One is based on an
assessment of individual loans, e.g. breach of contract, and the other based on a collective assessment based on
historical statistics.

Maximum exposure to credit risk

The banks maximum exposure to credit risk is the book value of its assets and the amount of financial guarantees
and loan commitments at 31 December 2007.

Allowance account for credit losses on loans

The change in the allowance account for credit losses on loans specifies as follows:

2007 Total
Provision for 10an iMPai MmN .........c.ooiiieiee e bbb e e e e sbe e 90.196
Provision for 10SSeS dUring the YEAK ..........coe i e 118.234
Loans written off during the year as UnCOIECtIDIE ... ( 17.858)
TOBI vt R ARt et 190.572
Liquidity risk

» Term liquidity risk addresses unexpected changes in the length of time the bank’s capital is committed to a
project, investment or aloan.

 Withdrawal or call risk isthe risk that more credit lines or guarantees will be drawn than expected.

» Structural or funding liquidity risk results when funding becomes unavailable or only available at a higher cost
than anticipated.

» Market liquidity risk arises when the banks positions can only be liquidated at a considerable discount.
The bank is dependent on wholesale funding for its operations, in addition to own funds, and monitors its asset
and liability positions actively, including duration matching. Progress has been made to implement the bank’s

policy of having assets and liabilities matched for at least 365 days by, i.a. issuing listed bonds.

The breakdown by contractual maturity of financial assets and ligbilities:

2007 Oto1l 1to3 3-12 1-5 Over 5
Assets: months months months years years Total
Cash and cash

equivalents .......ccoceeeereeenn. 1.550.481 800.313 3.901.275
Loans and receivables .......... 237.817 5.608.975 1.972.953 11.626.423 3.157.643 22.841.628
Financial assets held

for trading ......ccccoceeveeennne 35.870 279.645 351.385
Financial assets designated

at fair value through

profitand 10SS ......cceueee 174.053 348.471 1.056.417 1.578.941
Other assats ......cccoceverereeenes 1.074.033 22.940 1.096.973
Total .o 1.824.168 7.937.019 2.344.364 12.682.840 3.157.643 29.770.202
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30. contd.:
Otol 1to3 3-12 1-5 Over 5

Liabilities: months months months years years Total
BOrrowings ........ccocceeveereeuenes 14.552.276 5.682.948 2.061.478 22.296.702
Financial liabilities held 0

for trading ......cccceeeeeeecnnne 408.038 408.038
Other liabilities ..........cccc...... 982.990 982.990
Total .o 0 15.943.304 5.682.948 2.061.478 0 23.687.730
Assets- lighilities ..o, 1.824.168 ( 8.006.285) ( 3.338.584) 10.621.362 3.157.643 6.082.472
Undrawn loan- .................
commitment ...........ccceee.. 6.000.000 ( 6.000.000)
Net. Assets - liabilities............ 1.824.168 (2.006.285) ( 9.338.584) 10.621.362 3.157.643 6.082.472
Market risk

Market risk constitutes risk due to changes in market prices, such as interest rates, currency rates, and prices for
equites and bonds. The Banks strategy is to keep a firm grasp of the market risk and control it within limits set by
Risk Management. Risk limits employed at the Bank to control and capture the risksinclude: Value-at-Risk, Stop
loss limits, and absolute principal amount limits.

Derivatives

The Company employs derivatives for hedging currency and interest rate risks as well as for positioning itself in
the market within set limits. The types of derivatives currently used are mainly forward currency contracts but
also currency and interest rate swaps as needed.

Interest rate risk

Interest risk arises due to changes in interest rates, resulting in duration mismatch of assets and liabilities. If not
properly matched, changesin interest rates can affect net interest income. Risk Management aims at ensuring that
duration mismatch is within set limits. Interest rate risk due to position taking by Proprietary Trading in market
securities is controlled separately and monitored through risk limits and other risk models.

Currency risk

Foreign exchange risk is controlled by continuously monitoring the Company’s net exposure in al foreign
currencies and ensuring that it is within the set net position limits. Risk Management monitors compliance with
these procedures on a daily basis.

The total amount of assetsin foreign currencies in the Company's Financial Statement is ISK 31,033 million, and
the total amount of liabilities amounted to ISK 31,295 million, respectively, at end of the period. Included in
these assets and liabilities are forward cont.

FX risk is controlled by monitoring the net exposure in all foreign currencies and ensuring that it is within the set
net position limits. Risk Management has defined risk limits on individua currencies as well as the gross
exposure and Risk Management monitors compliance with these procedures. The Bank’s policy is that Treasury
isto stay neutral to currency risk and any currency risk taken be taken by Proprietary Trading.
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30. contd.:

Currency risk, contd.:
Breakdown of assets and liabilities by currency:

2007 ISK usD EUR CHF JPY Other Totd
Assets:

Cash and casheqUIVAENES ........cccovveerieeiee e 1.792.897 375.032 114.016 54 0 68.795 2.350.794
L0ans and recaiVables .........covvvveereenees e 5.962.794 1.550.794 1.875.070 6.396.348 5.822.721 996.084 22.603.811
Financial assets held for trading .......ccccceevvivivvererccnieneneens 280.068 0 0 35.447 315.515
Financial assets at fair value through profit and loss............... 2.002 1.123.548 446.426 0 0 6.965 1.578.941
Investment in aSS.COMPANIES .......c.cceververeereeeeerieseseereeeeseseens 1.500 785.806 812.486 77.962 1.677.754
EQUIPMENT ..ot 144.992 3.272 453 0 0 0 148.717
INVEStMENT PIrOPEITY ..oveeeeee e 324.697 429.826 754.523
INtaNgibIe 8SSELS .....vovvvee s 3.536.722 0 0 0 0 0 3.536.722
Deferred taX @SSES ....cvvireereereeerrie s 187.282 187.282
Other 8SSELS ....eoveeeeeieiiie e 885.963 30.577 73.633 0 0 106.800 1.096.973
TOLAI ot 12.794.220 4.193.726 3.322.084 6.396.402 5.822.721 1.721.879 34.251.032

Liabilitiesand equity:

BOITOWINGS ...ttt st 13.597.665 1.371.918 1.720.852 2.665.010 2.365.459 575.798 22.296.702
Financial liabilitiesheld for trading ........ccccoevvevvereveccncseennn 408.038 0 0 0 0 0 408.038
Other HHaDIlITIES ...cvevereeeireeeecr e 847.521 56.443 76.159 0 0 2.867 982.990
TOAl EUILY .eoveeeeeeeeeeee e eeeee s seeeeee e seesees e seseees s 10.563.302 10.563.302
TOLAI ot 25.416.526 1.428.361 1.797.011 2.665.010 2.365.459 578.665 34.251.032
NEL POSITION <.ttt e ( 12.622.306) 2.765.365 1.525.073 3.731.392 3.457.262 1.143.214 0
Net off Balance Sheet POSItioN .........cc.veeeeeereereesreereeseienennes 12.878.311 ( 3.299.581) (  699.330) ( 3.952572) ( 3.548.815) ( 1.378.013) 0
= 0o AT OO 256.005 (  534.216) 825743 (  221.180) ( 91.553) (  234.799) 0
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30. contd.:

Market price risk

Market price risk corresponds to the risk associated with volatile market prices for securities, currencies, and
commaodities. Market price risk is measured with internal models, developed by Risk Management, including
VaR calculations.

Derivative financial instruments
Currency and interests rate derivatives, agreements unlisted:

Nominal account Carrying amount

Assets  Liabilities Assets  Liabilities
Forward exchange rate agreements ........cccoceveeverenne 26.407.926  26.525.683 279.645 397.402
TOMA oo 26.407.926  26.525.683 279.645 397.402
Equity derivatives:
Equity swaps, agreementsunlisted ..........c.ccoceveenene 115.311 125.947 0 10.636
TOMA e 115.311 125.947 0 10.636
Total Derivative financial instruments ..........cc.cc.... 26.523.237  26.651.630 279.645 408.038

Business and operational risk

Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and
systems or from external events. This definition includes legal risk but excludes strategic as well as reputational
risk . In arecently for formed company the internal processes are less devel oped than with an established business
and therefore carry more risk.

Of special importance are the risks associated with the banks information systems. The quality and availability of
information is dependent on both the systems and processes. The operation of the banks operational systemsis
outsourced. Tight control of acessto systemsand information is maintained in accordance with the banks security
policy. The FSA has reviewed these policies and procedures.

Dependence on key employees is arisk for the bank. Good operational procedures and human resource policies
serve to mitigate risk associated with the disappearance of key employees.

Undefined or ill defined processes and responsibilities are at the heart of all operational risks. The bank has been
working on improving its procedures since inception. The banks representative offices pose a specific operational
risk which is addressed by the bank's management.

The products the bank offers can pose operational risks manifesting in damages awarded by courts or settlements
or losses from processes related to the products.

Business risk, or strategic risk, is the risk associated with earnings or capital volatility caused by strategic
decisions or the implementation of strategic decisions. Business risks also entail losses resulting from impaired
reputation and other losses not quantified in other categories. To control the impact of businessrisk, the bank has
structures that can adapt quickly to a changing environment wich are reflected in versatile staff.
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Business and operational risk, contd.:

The products the bank offers can pose business risks resulting in loss from, e.g. products which can’t be sold or
reflect poorly on other products that the bank offers. Also, the bank operates in geographic areas which have been
prone to reputational issues so special concern is taken to adhere to anti money laundering laws and regulations.
Reputation also influences the bank's ahility to recruit qualified employees.

Fair Value of financial instruments

The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current
transaction between willing parties, i.e. not during a forced sale or liquidation. The existence of published price
guotations in an active market alows for the most accurate determination of Fair Value. In the absence of in
active market fair value can be estimated through various sophisticated methods. These menthods are usually
based on the principle of reconstructing the financial instrument (as nearly as possible) by a portfolio of financial
instruments each of which has an active market. The Fair Value is then the sum of the constituents.

All material assets, liabilities and financial instruments are reflected at fair value in the financial statements.

Hedging

Due to the Bank’ s risk positions and funding structure, its risk management policies require that the Bank should
minimise its exposure to changes in foreign currency rates and manage interest rate, credit risk and market price
risk exposure within certain guidelines (see also separate section on risk management). The Bank uses both
derivative and non-derivative financial isstruments to manage the potential earningsimpact of these risks.

Several types of derivatives can be used for this purpose, including interest rate swaps and currency swaps,
options, financial futures, forward contracts and other derivatives. The purpose of the Bank’s hedging activities
is to protect the Bank from the risk that the net cash inflows will be adversely affected by changesin interest or
exchangerates, credit ratings or market prices. The Bank enters into transactions to ensure that it is economically
hedged in accordance with risk management policies. The Bank does not apply hedge accounting.

Each hedge relationship is evidenced and driven by management’s approach to risk management and the
decision to hedge the particular risk.

Risk related to structured credit

A structured credit instrument is a financial product which has many of the same properties as a security.
Structured credit instruments are mostly securitized portfolios of assets like corporate bonds, corporate bank
loans, real estate mortgages and credit default swaps, with a cash flow designed to fulfill the different needs of
investors. The cash flow from the assets is subordinated to different tranches bearing different amount of risk and
the tranches are sold to investors. Each tranche is then in most cases, rated by rating agencies.
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Risk related to structured credit, contd.:

The risk involved in a structured credit instrument depends on which tranche is being invested in, since the
structure of the instrument provides investors some protection against the risk in the underlying assets. The risk
in structured credit is based on the risk involved in the underlying assets. Furthermore, the value of the cash flow
in the different tranches depends on the value of the underlying assets. When the value of each tranche is being
estimated, the risk assessment and the price assessment becomes more complicated than of the underlying assets
because of the structure of the instrument; each structured credit instrument may have special covenants. Risk
factors which must be specified are for example correlation in the price change of the underlying assets, changes
in correlation, changesin interest rates, changesin defaults and changes in ratings and rating methodol ogies from
the rating agencies. Models used for pricing and risk estimation of structured credit instruments have proven to
be unsatisfactory and one can therefore speak of a certain amount of model risk being involved.

Moreover, liquidity risk is in place when it comes to structured credit since the secondary market is not deep.
The reason is, among other things, the heterogeneity of structured credit instruments and how hard it can be to
price them accurately. The tranche which bears the highest amount of risk is the equity tranche, also called the
first-loss-position. These tranches do not receive rating from the rating agencies and have the most subordinate
access to the cash flow from the underlying assets.

The investments of the Bank in structured credit are all in equity tranches. The underlying assets of the
structured credit investments currently on the books of the Bank are senior secured loans to American and
European companies.

The concept of a “sub-prime” loan refers to the nature of the borrower. It refers to a borrower who has an
impared credit history. The history of a borrower may be characterized by e.g. multiple delinquencies over a
longer period of time, foreclosures, a sentence in court or a default over the last 7 years. In 2007 a part of the
Bank’s investments were in structured credit with sub-prime mortgages as underlying assets. The Bank has
written off all of its mortgage linked structured credit investments and thus significantly reduced it's risk
exposure.
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31. Financial assets and liabilities

Accounting classifications and fair values

The table below sets out the Group’ s classification of each class of financial assets and liabilities.

Designated Other Total

at fair amortised carrying

2007 Trading value Loans cost amount
Cash and cash equivalents...........ccoccveveiecennnn 2.350.794 2.350.794
Financial assets held for trading ..........ccceue.e. 315.515 315.515

Financial assets designated at

fair valuethrough P/L ..o 1.578.941 1.578.941
LOBNS ..ottt e 22.603.811 22.603.811
Investement Property .......ccoceeeeverceenereeieenieenes 754.523 754.523
Investmentsin assoCiates .......coevverereereecnnenne, 1.677.754 1.677.754
315,515 4.011.218 24.954.605 0 29.281.338
Financial liabilities held for trading .................. 408.038 408.038
BOITOWINGS oo 22.968.702 22.968.702
0 408.038 22.968.702 0 23.376.740
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32. Segment reporting

Segment information is presented in respect of the Bank's business segments. The primary format, business segments, is based on the Bank's management and
internal reporting structure.

Business segments

The Bank comprises the following main business segments:

Real Estate Advisory provides advisory servicesto ingtitutional and private clientsin respect of investmentsin Real Estates.
Asset Management provides banking and investment service for institutional and private clients.

Risk and fundig advisory provides risk and funding advise to clients and debt management.

Proprietary Trading tradesin securities for the Bank's own account.

Leasing offers auto loans to individuals and companies.

Support areas are managed under the following functional headings: Operations, Risk Management, Finance, Legal & Compliance, Information Technology and
Human Resources.

Asset
Real Estate Manage- Proprietary Other and
Advisory ment Advisory trading Leasing eleminations Tota
Net interest iNCoMe .......cccoevvevreiernerrereseeeee 965 248 177.824 384.874 563.911
Net fee and commission iNCOME ........cccceveveeene 1.256.716 46.473 164.891 47.767 59.826 ( 80.993) 1.494.680
Net financial iNCOMEe ......cccvvevecvre e (1.555.241) ( 1.555.241)
Net foreign exchange gain ........ccccvevvvvvriecencnnnnns 11.812 52 41.210 27.710 2.170 82.954
Other operating iNnCoOMEe .......ccceeevvvvverereeeneeeens 2.690 2.690
1.269.493 46.525 165.139 (1.285.750) 472410 ( 78.823) 588.994
Administrative eXpensesS ......c.coceevveeereeieneseneneens ( 532.848) ( 108.161) ( 142.215) ( 12518) ( 409.172) (  310.149) ( 1.515.063)
Impairment 10SsesSon 10aNS ..........covvrerrienenieenn 70 ( 118.235) ( 118.165)
Share of profit of associates ........cocceeverererienennene 39.737 39.737
Profit (Ioss) beforetax .......ccvvvvinvinnennenennn, 736.645 ( 61.636) 22924 (1.258.461) ( 54.997) ( 388.972) ( 1.004.497)
INCOMETAX ..oviieeeeeeeeeer e 172.728
Profit (1oss) of theyear .......cccccoevvevivvievcreccennnns 736.645 ( 61.636) 22,924  (1.258.461) (54.997) ( 388.972) ( 831.769)
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32. Segment reporting, contd.:

Asset
Real Estate Manage- Proprietary Other and
Advisory ment Advisory trading Leasing eleminations Tota

Segment assets

Loans and recaivables ..........ccooeevniennerceneccnnene 3.052.598 17.224.507 2.326.706 22.603.811
Financial assets held for trading .........ccccccceeeveeene 56.604 47.614 211.297 315.515
Financial assets designated at fair

value through profit and 10SS .......c.ccoceveviienennene 1.578.941 1.578.941
Investment in associated COmp. ........ccceeeeeerennennn. 1.677.754 1.677.754
Investment Properties ........covveeeeereeneneseneeiennens 769.091 ( 14.568) 754.523
Intangible assets ... 108.566 3.428.156 3.536.722
Other 8SSELS ....cvvveevierrierieeeee s 1.107.456 401.413 2.274.897 3.783.766
Total @SSELS ...ocveveeieereeeee e 1.107.456 0 0 7.134.988 17.782.100 8.226.488 34.251.032
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33. Net interest income

2007
Interest income:
Cash and Cash EQUIVAIENES ......cueieeeieiee ettt et s b e b bese et nesbe e seens 58.852
L 08NS @NA FECEIVANIES ...ttt b et e 1.112.489
Financial assetS held fOr tratding ........oooeieieieeeeer e e e 846.534
OtNer INEEIESE INCOIMIE ......cveeeteeeteet ettt b e e b et b et r et et e b ne b e b e nn e anas 3571
2.021.446
Interest expense:
BIOITOWINGS ...ttt ettt st b et b e b e b se et e st e h e e bt s b e e b e b e e e neeaeebesbeseese e e enesaesaeseenean ( 1.367.610)
Financial liabilitiesheld fOr trading .........cocooeoeiei e e ( 56.536)
Other INTEIESt EXPENSE ....cueeeeruerieiteete et ee sttt sttt st s be st e be e et eae et e s beseess e s eseeseesesbesbenseneenearens ( 33.389)

( 1.457.535)
NEL INEENESE INCOME ...ttt ettt e ettt e st e e s st e e s et e s s saaeessbbeesabbessseessabessssbesssnsnsssasnesasbessnns 563.911

34. Net feeand commission income

Fee and commission income:

Loans, guarantees and FSK SNANINQ ......cc.eoererirerie ettt e b e se e e e 112.733
Investment advisory, structuring and management fEe ..o 1.287.710
F 01V o] USSR 152.816
ASSEL MBNBGEIMENT ...ttt ettt e bt e e e e st e b e sb e e bt ebe e e e seesaeebesbeensenbesneeseesanan 38.919
(2T 0110 =T = OSSO 36.209
(@131 ST ST STSE TR ST PP 2.313
Total feeS aNd COMIMISSION .....cveuiiieiirieier ettt b e b nn s 1.630.700
COMMISSION EXPENSES .....euevertirteeeseeeeuestesteseassaseesesaessessesseseaeaseabesbeseeseeseneasessesaessessensssessessesseses ( 136.020)
Net fee and COMMISSION INCOME .......cccovrirrrrerereirere et 1.494.680

35. Net gainson financial assets and financial liabilities held for trading

LTS = o [ 7= - ( 30)
0T Lo I TS (= o R 7= =SSR ( 9.323)
Total net gains on financial assets and financial liabilitiesheld for trading ........cccccocvvvvcceeeenenee, ( 9.353)

36. Net gainson financial assets designated at fair value

UNIISEEA SNAIES ...ttt 73.227
CDO UNTISIEU v e s eee e ees s eeee s eeesee e s e eee s eesesesees s eees e sesseeeeeseseessees ( 975.031)
CLO UNIISIEA ..ottt er et r et nen e 89.328
Other unlisted Structured ProdUCES ........ccceueriieierieeere e et e e srenes ( 733412
Total net gains on financial assets designated at fair Value .........cceceveeeeeevesiesesececece e ( 1.545.888)
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37. Administrative expenses

2007
Salaries and related EXPENSES .......cccvieriereeieisie s sese e e e e e e e saessesaese s e ssesrestenteneenenrens 847.784
Other adminNiStrative EXPENSES .......viviveeieeresesese s ereste st s ee e sre st e e e e e esesteseeseeneeneesessesnens 638.401
(1= 1= = o) o S 28.878
Total adMiNiSITatiVE EXPENSES ....cvviviiviieieeeesesese st eseese s e sesresaeaesessessestesseseeseesessesteseensesensessessnns 1.515.063
38. Salariesand related expenses
Salaries and related expenses are specified as follows:
S = =TSSP 716.835
Define contribution pension plan EXPENSE ........cccveeieiereree s s 61.695
SAlary-related EXPENSES .....ccveeeeereriiseireeie et s s et s e s e e s re s bete e e erenrenresre e e erennenrens 69.254
Total salary and salary related EXPENSES ........cccveveeeeerereseseeee e ere e sreneeeenesnesrens 847.784
Salaries and remuneration paid to the CEO ......ccccoeeieicive e 37.410
Salaries and remuneration paid t0 SEVEN DIFECLOrS .......cccvvverieriereeeee e see s seeres e ee e enens 104.800
Salaries and remuneration paid to the Board ..........cccevvevrvereerese s 30.419
172.629
39. Auditors Fees
Remuneration to the Company’s Auditors is specified as follows:
AUdit OF ANNUEL ACCOUNLES ...ttt bbbttt bt 3.669
ReVIEW Of INEEMIM ACCOUNES ......eveiiieeiereeieeeieesie ettt sttt st sttt neseene e 6.106
L@ 151 BT gV o= RSSO 11.035
TOtAl AUAITOIS FEE ...ttt ettt e 20.810
40. Tax assetsand tax liabilities
Tax assets and tax liabilities recognised in the Income Statement:
CUITENE TAX EXPENSE ..veuveeeeeeeeeeseeseeetesteeseessesseessesseestesseeseessssseensesseessessesseessesssenssssessenssessemnsessesnees 0
(= 1= = o - PSSP ( 172.728)
I T 1o 1= - G ( 172.728)

Notes to the Balance Sheet

41. Cash and cash equivalents
31.12.2007 1.1.2007

Cash and cash equivalents are specified as follows:

(@ 1SR 3.300 5.065
Balances With DANKS...........cccovieiinniccss e 1.547.181 105.780
Money market PlaCEMENES..........ccvrrrereere e 800.313 0
Total cash and Cash QUIVAIENLS...........cociverieeeeeece e 2.350.794 110.845
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42. Loansand receivables
31.12.2007 1.1.2007

Loans and leasing CONtractSto CUSLOMENS.......ccevereeeeeserieseeseeeeseseseeseeeeeeeenesrenes 19.243.772  3.867.729
L0ans to Credit INSHEULIONS..........vieiereeeeire e 682.000 0
Other reCEIVADIES.......cceieecee e e s ere e 2.678.039 355.510
Total 10ans and reCaIVADIES.........cccvciiiiieee e 22.603.811  4.223.239

43. Loans and receivables are specified as follows by sectors:

INAIVIAUEIS. ..ottt et st st e sbe e e e sbesneesbesaeenbesbenns 71,8% 77,3%
REAL BSEALE.......viceeetecteete ettt s s e st e et e e be et e s beeaesheeaa e besbe et e ebeeaeesresaean 13,4% 4,3%
SEIVICES....oeiteetecteetteete et e ete st e e st e et e teebeetesbeeatesbesbea st e ebeensesaeessesbesbeenbesbeensesaesaeesbesreans 3,6% 8,2%
Credit INSHEULIONS......ccvicvieiicecee ettt st b e e b e sre s e e besbeeaeebesaeennas 3,4% 0,0%
(01101101 £or 3,2% 4,7%
g0 1 SRS 0,8% 3,8%
(©]1 31 SRRSO 3,8% 1,7%
Total 10ans and reCaIVANIES............ccceeiirieitictecece ettt 100,0% 100,0%

44. The Allowance account for credit losses has been deducted from Loans and Recievables. Changes in the
provision are specified as follows:

The Allowance account at the beginning of the Year ... 90.196
Provision for [0Sses during the PEriod ... 118.165
Loans written off during the period as uncollectible ..., ( 17.789)
The Allowance acCount at PEriOO-ENT .......cccoveirieirieireeereee e 190.572

45. Financial Assets

Financial assets held for trading are specified as follows:
31.12.2007 1.1.2007

Share and other variable-yield securities:

Listed shares on Icelandic StOCK EXChanQge .........ccooveueerieinieene e 423
Listed shares on foreign Stock eXChange ........ccccoeiirieieienienene e 35.447
TOtal SO SNAMES ...ttt bbbt e 35.870 0
Positive balance Of defiVatiVES .........cooiiiiiee s 279.645
Tota financial assetsheld for trading .........ccoeevrennenser e 315.515 0

46. Financia assets designated as at fair value specifies as follows:

CLO UNSIEA ..ottt 1.052.178 0
Unlisted affiliated SHAreS .......cocereireriere et 328.194 0
UNEISEEA SNAIES ...ttt ettt b et sb e se e e e e neene e 198.569 71.877
TOLAl ettt bbbttt 1.578.941 71.877
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47.

48.

49,

I nvestment in associates

Investment in associates are specified as follows: 31.12.2007
PUrchased dUFiNG thE YEAK ..ottt sttt nbe e 1.638.017
S = o) o 0
Carrying amount at the end Of thE YEaI .......ccuccveiiiieccc e enen 1.638.017

Main associates are specified as follows:

Total Total Owner- Profit Nominal Book

assets  liabilities ship share value value
Askar Appleehf. ............... 12.301.435 11.244.980 49% ( 158.508) 676.171 517.663
OLC IndiaBuyCo ehf. ...... 2.381.394  1.780.923 33% 200.120 516.140 716.260
Askar Chinaehf. ............... 219.958 9.300 33% ( 1.516) 72.061 70.545
Walkine Trading .............. 2.368.600 1.364.015 30% ( 147) 295.470 295.323
Randolph International ..... 1.064.377 878.807 2% ( 212) 78.175 77.963

39.737  1.638.017 1.677.754

Equipment
Fixed assets specifies as follows:

Equipment &

vehicles

(2 TaTo QY= 1N L I 20 SR 12.599
Additions dUNG thE YEAK ......cvoveieiiieceer e 172.310
DepreCiation dUrNG thE YA ..o ( 28.878)
SAlE AUINTNG TNE YEAN ...ttt ettt bbb e e et b e b sbesb et e e e aeeaesbeneas ( 7.314)
BOOK VAIUE 31.12. 2007 .....cceeveeireueriererieteseeteseeresessee st ssese s s seebeseebese bt ssesessesesaebeseebeseeneseenenesneneas 148.717
DEPIECIALION FBLIOS .....euvevieeeiesieiisieeriet sttt b st e bt e e bt bbb n e e 20%

Intangible assets are specified as follows:
Goodwill Software Tota

Balance at 1 January 2007 ........ccccoerereierieneneniesee e 3.380.296 0 3.380.296
Additions during the YEar .........cccceieiereiirere e 0 156.426 156.426
Balance at 31. December 2007 .......cccoeoirerrieieienenrinieieese e 3.380.296 156.426  3.536.722

I mpairment test

At the end of the year impairment tests were performed on the Group's goodwill and trademarks. The present
value of estimated future cash flows is used to decide if impairment losses have occurred. In the present value
calculations, an interest rate is used that reflects the weighted average of cost of capital, or the cost of debt and
equity allowed for income tax effects. If the fair value of goodwill, which is the present value of future cash
flows, is lower than the carrying amount the difference is charged to the income statement. According to the
outcome of the impairment tests, performed at year-end 2007, the Group's goodwill has not suffered
impairment losses.
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I mpairment test, contd.:

Cash flows were projected based on the next years business plan and expected growth in the next 4 years. Cash
flows for a future period are extrapolated using a constant growth rate. Management believes that a constant
growth rate of 5% ayear is close to the expected inflation for the period.

The anticipated annual revenue growth rate in cash flows projection was 3.5% - 10.0% for the years 2008-
2012.

The discount rate of 15%-18% was applied in determining the recoverable amount of the unit. The discount
rate was estimated based on the companies weighted average cost of capital.

The alocation of the goodwill and discount rate for each CGU is asfollows:

Allocation
Proprietary TragiNg .......ccoeoieereereee ettt bbb 272.262
Risk and fUNAING @O0VISONY .....cueiviteiiieiiieit ettt ettt 116.764
ASSEL MBNAGEIMENT ...t e et sr e 334.244
LLBASIIG ..ttt ettt b ettt h b bR R R AR R e R e R e Rt Rt R Rt r b n e 1.358.636
RE8I ESLALE OVISONY ....e.eeviieiiistiirieirie ettt ettt 1.020.983
UNGHOCEIEA ... 277.407

3.380.296

A sensitivity analysis of the budgets and key premises revealed that a significant deviation from the budget or a
breakdown must take place in order to effect an impairment of the goodwill that has been distributed to any of
the Company’s CGU.

50. Other assets

Other assets are specified as follows: 31.12.2007 1.1.2007
ACCOUNES FECAIVADIE ... et b e e 515.314 203.495
ACCIUEH INCOMIE ...ttt sttt et e e ee s besae et e ebeeneesaeeneesresanens 494.846 0
Restricted balancesin Central bank ... 64.934 0
Prepaid EXPENSES .....c.oiieeeeeieeiesie ettt sttt e e st e re e 1.793 0
OhEr GSSELS .....viveieeeceee ettt bbb se e e teebesbesae st e e eseesesneerennan 20.086  7.030.165
TOtal OINEN BSSELS .....ocvieviie ettt ettt se e aeebesresreranea 1.096.973  7.233.660

51. Borrowings

The Companies borrowings are specified as follows:

Balances with the credit institutions regarding due to repurchase

20| €= 001 0| POV U PRSPPSO 481.214 0

Loans from credit INSHIULIONS .........ccceivieieiececce et 11.278.481 0

Bill Of @XChANGE ...ttt e e 3.198.223 0

ISSUEA DONUS ... e ettt saeesaesreennens 2.061.478 0

Other DOMTOWINGS ....ccueiiieiieie et s e 5.277.306  3.422.060

TOtEl DOITOWINGS ...ttt ettt e e b nne s 22.296.702  3.422.060
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Notes, contd.:

52. Deferred Income Tax Liability

Changesin tax asset during the year are as follows:

Tax asset at the beginning Of thE YEAI .....cvceeeee e (  14.554)
Calculated income tax fOr 2007 .......cccceueeererisesierieeee st sesestesa e et ae e e reste s e saeneeseesenseseens ( 172.728)
LOT 1= 0 10 = 1= o 1 1 RS 0
Tax asset at the end Of tNEYEAr .......ooi e e ( 187.282)

Deferred tax asset is mainly due to tax losses carried forward

53.  Other liabilities

Other liabilities are specified as follows: 31.12.2007 1.1.2007

ACCOUNE PAYBIIE ...ttt et eae e 312.151 85.871

ACCIUEH EXPENSE ...ttt ettt st e e e e e e e et sae st e be st e e eneebesbeseesee e enseneeneees 182.982 0

DEfEITEI INCOIME ...ttt 54.600 0

Other THADIITES ...t 433.257 475.375

Total Other [1EDIITIES ... e 982.990 561.246
54. Equity

According to the Parent Company's Articles of Association, total share capital amounts to ISK 569 million.
One vote is attached to each share of one ISK and the holders of ordinary shares are entitled to one vote per
share at meetings of the Company.

Off Balance Sheet infor mation

55. Obligations

31.12.2007

GGUBIMAINTEES ...ttt ettt ettt et bt et e bt e ae e et saeeeesheeae e b e eheeas e eaeeaeesEeeaeembeeb e eas e bt eaeeaeesheeneesbennnanes 434.000

L O8N COMIMITMENTS ...ttt ettt sttt ettt sb b e e e e et eb et e s eese e e e e ebesaese e b eneeneeneenens 620.000

Off Balance Sheet information tOtal ..o e e 1.054.000
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Notes, contd.:

56. Eventsafter the Balance Sheet date

There have been no other material post Balance Sheet events which would require disclosure or adjustments to the
Financial Statements of the year 2007. On the 15th of February 2008 the Board of Directors approved the

Consolidated Financial Statements and authorised for issue.

57. Subsidiaries
Sharesin subsidiaries are specified as follows:

Company:

AVANE DL
Gjadeyrisvogunarg6aurinn hf. ........ccccoceeeveienne
Crawley enf. ..o
Ecchinswell hf. ..o
AVPSATL o

Askar Advisory private Limited ..........c.cooeenene.

AREIA oottt
Askar RUMENIA ...
Staten Group Limited ........ccocvvevenninineinenn,

Related parties

Country

lceland
lceland
lceland
lceland

Luxembourg

India
Iceland

Rumenia

BVI

Currency

ISK
ISK
GBP
GBP
EUR
usD
ISK
EUR
usD

Share Equity
Capital interest
inmillions  accum. %
765 100%
100 100%
38 100%

50 100%

3 100%

31 100%

100 100%

5 100%

14 100%

58. The Bank has arelated party relationship with its shareholders, subsidiaries, associates, board of directors of the
parent company and managing director. Company's owned by board shareholders are also considered related

parties.

During the year 2007 the Bank made transactions with related parties. These transactions were priced on an
arm's length basis. Net outstanding loans and receivables at year end amounted to 1SK 4,098 million (2006:
none). Interest income to related parties in the income statements amounts to 1SK 95 million and interest

expenses | SK 412 million (2006: 101).

Assets under management and under custody

59. Assets under management and assets under custody are specified as follows:

Assets under management, [SK Million ..o

2007 2006

32.860 9.920

The Bank provides asset custody, asset management, investment management and advisory services to its clients.
These services require the Bank to make decisions on the treatment, acquisition or disposal of financia
instruments. Assetsin the Bank’s custody are not reported in its accounts.
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Unaudited | nfor mation

Quarterly Statements

Summary of the Company’s operating results by quarters:

Q3 Q2 Q1
2007 2007 2007 Total
Net interest income .........cccceeueee. 75.115 296.969 225168 ( 33.341) 563.911
Net fee and commission
INCOME ...voveeeereree e 607.535 335.958 301.715 249.472 1.494.680
Net financial income ................... (1.325473) ( 362.182) 22.990 109.424  ( 1.555.241)
Net foreign exchange gain ........... 67.762 38581 (1 14.722) ( 8.667) 82.954
Other operating income .............. 4 0 2.690
( 572.375) 309.326 535.155 316.888 588.994
Administrative expenses ............. ( 619.661) ( 309.300) ( 317.564) ( 268538) ( 1.515.063)
Impairment losses on loans .......... ( 52001) ( 52509) ( 27510) 13945 ( 118.165)
Share of profit of associates ......... 39.737 0 0 0 39.737
Lossbeforetax .....ccceeveeerieennn (1.204.390) ( 52.483) 190.081 62.295 ( 1.004.497)
INCOMELEX voveveeereeeiree e 208.736 9363 ( 34158) ( 11.213) 172.728
Lossfor theyear .......ccccovnninene ( 995.654) (43.120) 155.923 51.082 ( 831.769)
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