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ADDRESS OF CHAIRMAN
AND CEO

The Bank started the year 2010 with good equity and
liquidity positions following the financial restructuring
that was completed at the end of 2009. Given the
Bank’s strong position, growth in commission income
between 2008 and 2009 and expectations of a
turnaround in the economy in 2010, the Board and
management decided to further expand the Bank’s
fee-related activities, focus on investment banking
activities and serve the business sector in particular, ie.
companies, institutional investors and funds. In line with
this, the Bank's Corporate Finance division was
strengthened with the acquisition of Motwll ehf, a
specialised consultancy in recrganisation, restructuring
and mergers of corporations, the Bank's Capital
Markets division was strengthened by increasing the
number of employees and the Bank established a new
division for the development of asset management for
the Bank’s customers.

OPERATIONS AND MILESTONES
IN 2010 |

The Bank’s operations were promising during the first
half of the year. The Bank kept its leading position in the
primary bond market by underwriting issues for three
municipaliies and a real estate company, and the
Bank’s customer base in the secondary market grew
considerably. The pipeline in Corporate Finance also
grew considerably, and the Bank worked on several
major projects that were expected to yield substantial
revenues in the second half of the year.

AVARP FORMANNS
OG FORSTJORA

Saga Fjarfestingarbanki hof arid 2010 med goda
eiginfiar- og lausafjarstodu i Kkjolfar fjarhagslegrar
endurskipulagningar bankans sem lokid var vio i lok
ars 2009. | ljosi sterkrar stodu bankans, mikils vaxtar i
poknanatekjum milli aranna 2008 og 2009 og veentinga
um vidsnuning | hagkerfinu, var i upphafi ars blasio til
Nidurstada

stefnumaotunar f upphafi arsins var ad leggja aherslu a

soknar 1 poknanatengdri  starfsemi.
flarfestingarbankastarfsemi og pjona einkum atvinnu-
lifinu, pe. fyrirteekjum, stofnanafiarfestum og sjédum. |
takt vid pessa nidurstodu var Fyrirteekjaradgjof bankans
Motli,

ankans voru efld med fiolgun

efld med kaupum &
Markadsvidskipti

starfsmanna og komid var & fot nyju tekjusvioi il

ragjafarfyrirtaekinu
uppbyggingar a eignastyringu og eignaumsyslu fyrir
vidskiptamenn bankans.

REKSTUR OG AFANGAR 2010 |
Ageetis gangur var i rekstri bankans a fyrri hluta arsins.

leidandi
skuldabreéfa med frumutgafum fyrir priju sveitarfélog og

Bankinn heélt stodu  sinni & frummarkadi
fasteignafélag og fjdlgadi vidskiptarodnnum bankans &
eftirmarkadi. Verkefnum i Fyrirtaekjaradgjof fidlgadi mikid
og vann bankinn ad nokkrum storum verkefnum sem
utlit var fyrir a® myndu skila bankanum talsverdum

tekjum a seinni hiuta arsins.

Aukin umsvif | starfsemi Saga Fjarfestingarbanka attu
sér ol stad 1 Utibui bankans | Reykjavik og um mitt ar var
hisneedl hans ad Skogarhlid 22 ordid of itid og
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The expansion took place in the Reykjavik branch,
and at the end of the first half, the branch had
become too small and unsuitable for the Bank’s
operations. In November, the Reykjavik branch was
relocated to new, larger and more suitable premises
on the 14th floor on HofGatorg. At the same time, the
Bank’s name was changed to Saga Investment Bank
hf. to underscore the Bank’s expertise and unigue
position as a corporate bank and the only investment
bank in Iceland.

Preparations for the custody and settlement company
T plus hf. were continued during the year, and at the
end of the year, the company received its charter from
the Financial Supervisory Authority. The Bank’s
Securities Services division was transferred to T plus
at the end of the year along with four employees. T
Plus began formal operation on 1 January in the new

year, and the company is off to a good start.

During the second half of the year, the Bank's
operations slowed down, and at the end of the third
quarter, there was increased evidence that the
Bank's budget for the year would not be met. The
Corporate Finance division's large projects were
either delayed or cancelled, and the primary bond
the Bank’s
commission income in the second half was far

market diminished. As a result,
below expectations. A crash in the bond market in
late September also caused the Bank, like other
bond investors, some financial loss that reduced

the capital gains that had been achieved in the first

ADDRESS OF CHAIRMAN AND CEO |

oOhentugt fyrir starfsemina. bvi var tekin akvordun um ad
flyfja starfsemina [ steerra og hentugra husneedi og |
november var Utiold bankans flutt 1 nytt og gleesilegt
husnaedi & 14, haed ad Hofdatorgl. Um leid var nafni
bankans breytt | Saga Fjarfestingarbanki hf. tl ad
undirstrika  sérheefingu bankans og sérstddu sem
banki atvinnulifsins og eini fiarfestingarbanki landsins.

Undirbuning  fyrir - starfsemi vorslu-  og  uppgjors-
fyrirteekisins T Plus hf. var haldid &fram a arinu og undir
lok ars fekk pad starfsleyfi fra Farmalaeftirliinu.
Uppgjorssvid bankans var flutt yfir tl T Plus 1 lok ars og
fluttust fiorir starfsmenn uppgjorssvids bankans jafnframt
yfir til fyrirteekisins. T Plus hof formlega starfsemi 1. jandar

anyju ari og hefur starfsemi pess fario vel af stad.

Nafni bankans var breytt i
Saga Fjarfestingarbanki hf. til ad

undirstrika sérheefingu bankans.

A seinni hluta érsins haegdist mjog um i starfsemi bankans
og vidskiptaumhverfi hans og | lok pridja arsfiordoungs
voru blikur & loftt um ad aeetlanir bankans myndu ekki
ganga eftir. Stor verkefni Fyrirtaskjaradgjafar annad hvort
wWidust eda logdust af og hverfandi umsvif voru &
frummarkadi skuldabréfa. Poknanatekjur & seinni hiuta ars
voru fyrir vikid langt undir dastlun. Pa vard einnig hrun &
skuldabrefamarkadi i lok septermioer sem olli bankanum
eins og 6orum skuldabréfafjarfestum nokkru fiarhagslegu

AVARP FORMANNS OG FORSTJORA



Principal results from Saga
Investment Bank’s policy formulation

+ Specialised investrment bank for Icelandic
companies and business environment

+ Spotlight on the dynamic services provided
by Corporate Finance and Capital Markets

half and also lowered the Bank's commission
income in the secondary market. In addition, the
high interest payments on the Bank’s subordinated

loan led to a negative interest margin for the year.
BUSINESS STRATEGY |

Towards the end of the year, it became clear that the
expected turnaround in the economy had not
materialised and that there was no evidence of any
change in that respect in the coming quarters. In light
of that and the Bank’s performance in 2010, the Board
and Management undertook an extensive review of
the Bank’s business model. The result was to place
an even greater focus on core operations and cut

down all non-performing activities.

The operational restructuring included reducing the
number of employees to the extent that was possible
without reducing the Bank’s income or increasing
The
Management division was abolished, the Credit

operational  risk. newly founded Asset
Department was merged with Proprietary Trading
and Treasury and the employees of the merged
division cut by half, and further layoffs were in
Corporate Finance, management and support
divisions. In all, the number of staff decreased from
37 to 23 in January 2011. In May, it was also decided
to combine the operations under one roof by
relocating the Bank's headquarters to Hofdatorg,
Reykjavik and shutting down the operations in

Akureyri, further reducing the number of staff to 17,

Helstu nidurstédur ur stefnumaétun
Saga Fjarfestingarbanka

+ Serhaefour fiarfestingarioanki fyrir islensk
fyrirteski og atvinnulif

« Ahersla & ¢fluga Fyrirtaekjaradgjof
og Markadsvioskipti

fjoni. Gekk & gengishagnad bankans sem nadst hafdi &
fyrri hluta ars og dré jafnframt Ur poknanatekjum &
eftimarkadi. Ad auki komu haar vaxtagreioslur af vikiandi
lani bankans nidur & vaxtamun sem leiddi til pess ad
vaxtamunur bankans var neikvaedur yfir ario,

STEFNUMOTUN |

Undir lok ars vard ljost ad sa vidsnuningur  hagkerfinu
sem buist hafdi verid vio a arinu 2010 hafdi latid a ser
standa og ekki var Utlit fyrir ad breyting yroi | peim
efnum nasstu misserin. [ ljosi pess og afkomu bankans
a arinu redust framkveemdastjorn og stjorn i vidamikla
endurskodun & vidskiptalikani bankans. Nidurstadan
var ad leggja enn meiri aherslu a kjarastarfsemi
pankans og skera nidur alla pa starfsemi sem ekki var
ad skila bankanum tekjum umfram kostnad.

Hagraedingin folst ma. | faekkun starfsmanna ad pvi
marki sem unnt var an pess ad pad bitnadi a
leiddi il
rekstraraheettu. Nystofnad svid Eignaumsyslu var lagt

tekjudflunarmoguleikum  eda aukinnar
nidur, Utlanasvid var sameinad Eigin vidskiptum og
Fiarstyringu  og starfsmonnum  sameinads  svios
feekkad um helming. Faekkad var i Fyrirteekjaradgjof
sem og yfirsorn  bankans og & stodsvioum.
Samantekid faskkadi starfsmonnum ur 37 1 23 og
komu adgerdirar til framkveemda 1 januar 201, | mai
var ennfremur akvedio ad sameina starfsemi bankans
undir eitt pbak med pvi ad flytja hofudstddvar hans ad
Hofdatorgi | Reykjavik og loka starfsstodinni a Akureyri.
Vio pad faekkadi starfsmndnnum bankans nidur i 17.
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The result was to place an even

greater focus on core operations.

Nidurstadan var ad leggja enn meiri

aherslu a kjarnastarfsemi bankans.

OUTLOOK |

The restructuring undertaken at the beginning of the
new year makes the Bank well suited both to endure
the low economic activity and to seize opportunities
when the economy recovers, However, the Bank's
equity declined considerably during the year, and it
needs to be increased if the Bank is to continue its
operations unchanged.

On this occasion, and in light of the challenging tasks
ahead, we take the opportunity to thank the Bank’s
employees, and those who have left the Bank, for their
work on behalf of the Bank’s shareholders and clients.

Gunnar Thor Gislason, Chairman of the Board
Hersir Sigurgeirsson, CEO

HORFUR | STARFSEMI |

Paer hagreedingaradgerdir sem radist var i undir lok
arsins 2010 og | upphafi nys ars gera bankann vel
settan, baedi til ad preyja porrann medan langpradur
vidsnuningur i hagkerfinu og vidskiptaurnhverfinu lastur
a ser standa, sem og til ad fanga byrinn pegar hann
gefst. PO er ljost ad talsvert gekk a eigid feé bankans a
arinu og ad naudsynlegt er ad auka pad & ny, eigi
pankinn ad geta starfad afram i dbreyttri mynd.

Eftir kreflandi ar, og i ljosi peirra dgrandi verkefna sem
framundan eru, er tilefni til ad pakka starfsfolki bankans
og peim sem latid hafa af storfum |, fyrir storf peirra i
pagu hluthafa og vidskiptavina bankans.

Gunnar Por Gislason, stjérnarformadur
Hersir Sigurgeirsson, forstjéri



ANNUAL REPORT | ARSSKYRSLA | 2010



...............................................

Innri endurskodun : Endurskodunarnefnd
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Risk Management and Legal Department and

Operations / Ahzettustyring -1 compliance / Logfraedisvid
og rekstur P : og regluvarsla

Corporate Capital Markets / Treasury /

Finance / : : Markadsvidskipti : : Fjarstyring

Fyrirteekja- : : : :

radgjof
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SHAREHOLDERS HLUTHAFAR

Saga Investment Bank hf. is owned by Saga Saga Fjarfestingarbanki hf. er ad 90,1% i eigu Saga
Eignarhaldsfelag hf. (901%) and Hilda hf (9.9%). Eignarhaldsfélags hf. og 99% i eigu Hildu hf.

The largest shareholders in Saga Eignarhaldsfelag Steerstu hluthafar | Saga Eignarhaldsfélagi og

and Hilda as of June 1. 2011 are: : Hildu foann 1. juni 2011 eru:

T HVArT ©IGNAINAIASTEIAG ©N st s 10,73%
2 s SUNCIBGAIORT N 1ttt 1047%
Gt EE A EIGINIT N s 0 9,56%
4 5 147%
5. AC.S safnreikningur |/ Pillar SECUNTSATON S.AT s 7.33%
B e ABTJATTESUNGAT T, s 5,23%
7 e ATIONT DBINKE N st 4,29%
8 N 419%
9 e POTVAIAUT LUOVIK SIGUIIONMSSON. s 3,66%
1O e SEGGUT I s 0 314%
Tl e SDAMISIOOUN SVATTOBEIA s 8558 314%
TOt al . I . Samt a I s ........................................................................................................................... 69’2 1% .

Shareholders / Hluthafar 01.06. 201
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OPERATIONAL MILESTONES IN 2010

TREASURY | Three of Saga Investment Bank’s
divisions were merged under Treasury in 2010, which
is now responsible for the Bank's balance sheet,
both debt and asset portfolios. Day-to-day operations
of the Treasury are divided into three departments,
each serving various aspects of the balance sheet:
Treasury, Proprietary Trading and Debt Finance. The
merger resulted in changes in personnel as well as
significant financial cost reduction.

Treasury is responsible for financing the Bank's
palance sheet on both domestic and international
money markets. Treasury is also responsible for
liquidity management, foreign currency balances
and settlement systems.

Proprietary Trading manages the Bank's asset
portfolios, with participation on both domestic and
international markets. The Bank’s investments are in
stocks, bonds and derivatives. In 2010, focus was
placed upon risk reduction, which the Bank has
achieved. The Bank is active as a market maker on
the Iceland Stock Exchange, with bonds issued by
the Icelandic State, the Icelandic Housing Fund and
several others entities, with good operating results
for the Bank. Furthermore, a market making
agreement was signed with Icelandair during the
year, and existing agreements with other issuers

were renewed.

AFANGAR | REKSTRI ARID 2010

FJARSTYRING | A &rinu 2010 voru prit svid Saga
Fiarfestingarbanka sameinud undir Fjarstyringu, sem
nU ber abyrgd a efnahag bankans, beedi skulda- og
eignahlid hans. Starfsemi Fjarstyringar skiptist i prjar
undirdeildir Olka  peetti
reikningsins:  Skuldastyringu,

sem annast efnahags-

©g
Utlénadeild. | kjolfar endurskipulagningarinnar  urdu

Eigin  vioskipti
nokkrar breytingar a starfsmannahaldi svidanna og |
henni folst jafnframt umtalsverd fiarhagsleg hagreeding

Starfsemi Fjarstyringar hefur purft
aod laga sig ad breyttum adsteedum

a innlendum fjarmalamarkadi.

Skuldastyring Saga Fjarfestingartbanka annast skuldahlio
efnahagsreikningsins med flarmognun  bankans  a
innlendum og erlendum maorkudum. AS auki annast
Skuldastyring hefdbundna  lausafjarstyringu  bankans,
styrir gjaldeyrisjofinudi og annast greidslumidlun.

Eigin vidskipti Saga Fjarfestingarbanka annast styringu
a eignahlid bankans med patttdku a innlendum og
erlendum verdbrefamdrkudum. Fjarfestingar bankans
eru ymist i hlutabréfum, skuldabréfum eda afleidum. A
arinu var haldid afram ad draga ur aheettu & eignahlio
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Debot Finance is responsible for providing loans to firms
and institutional investors. A broad range of products
are available, each tailored for the different needs of
each customer. During the year, a significant share of
the loan portfolio was sold and the Bank's risk reduced
accordingly. New debt finance was limited during the
year, reflecting poor market conditions.

The Bank’s main market was at a standstill during the
year, and Treasury’'s main focus has been to adjust its
operations accordingly. The Bank has reduced its risk
successfully and has maintained and improved both
debt and asset portfolios.

CORPORATE FINANCE | Saga Investment
Bank’s Corporate Finance division provides advice and
assistance in acquisitions, sales, mergers and the
restructuring of companies and operating units,
Corporate Finance’s highlight in 2010 was the purchase
of the advisory firm Mottull. With this acquisition, the
division has strengthened significantly, both in terms of
experience and in relationships with investors and
other clients. The addition of the staff from Mottull to the
Bank's team will be especially important when the
Icelandic economy starts to recover.

A large proportion of Corporate Finance'’s income is
reliant upon success and closing of projects, which
in turn is closely correlated to the economy. Early in
2010,
recover as hoped for. It was therefore necessary to

it was clear that the economy would not

change course and enhance focus on regular

MILESTONES OF OPERATIONS IN 2010 |

bankans og gekk su vinna agsstlega. Bankinn tekur
virkan  patt
vidskiptavaki fyrir fbudalanasjod og Lanasyslu rikisins

jafnframt a skuldabrefamarkadi sem
0g ymsa adra Utgefendur og gekk su starfsemi vel &
arinu. Jafnframt var skrifad undir vidskiptavakasamninga
vid Icelandair a arinu og eldri samningar vid adra

utgefendur endurnyjadir.

Utldnadeild Saga Fjarfestingarbanka annast utlan til
fyrirtaekja og stofnanafiarfesta. | bodi eru fidloreytt
lansform par sem leitast er vid ad uppfylla mismunandi
parfir vidskiptavina bankans. A arinu var nokkur hiuti
utlanasafnsins seldur og fpannig dregid ur aheettu
bankans. Utlanastarfsemi var mjog takmaorkud & arinu
0g skyrist pad fyrst og fremst af ytri markadsskilyroum.
Ytra umhverfi lbankans var almennt erfitt & arinu og
hefur starfsemi Fjarstyringar purft ad laga sig ad
breyttum adsteedum a innlendum fiarmalamarkadi. Pad
hefur tekist ageetlega, s.s. med pvi ad draga Ur ahaettu
bankans og styrkja stodir skulda- og eignarhlidar hans.

FYRIRTEKJARADG)OF | Fyrirteekjaradgjof
Saga Fjarfestingarbanka veltr radgjof og adstod |
tengslum vid  kaup, solu, samruna og endur-
skipulagningu fyrirteskja og rekstrareininga. Pad sem
bar heest i starfsemi Fyrirteekjaradgjafar & arinu 2010 var
steekkun svidsins med kaupum & radgjafarfyrirteckinu
Mot Med kaupunum & Mottli basttust 1 hopinn
reynslumiklir einstaklingar med sterk samboénd og
pekkingu sem munu reynast mikilveeg viobot il ad
saekja fram med enn oflugri haetti pegar heegagangur

og ovissa | efmahagslifinu minnkar.

AFANGAR [ REKSTRI ARID 2010



income, e.g. with advisory contracts with the state,
energy companies and heavy industries. This
change of course has resulted in material growth in
regular income and a general contract with the
state which gives further opportunities for new

projects going forward.

Provided that the economy will start to recover in 201,
the Corporate Finance division is in a very favourable
position to quickly capitalise on increased activity.

This change of course has resulted
in material growth in regular income
and a general contract with the state
which gives further opportunities for

new projects going forward,

CAPITAL MARKETS | Saga Investment
Bank’s Capital Markets division continued as before,
with an on-going emphasis on fixed income trading.
The Bank maintained a strong position in initial bond
issuance for companies and municipalities. In the
year 2010, some municipalities had to negotiate with
their creditors due to high debt levels. Uncertainty
about the outcome of those negotiations has,
however, resulted in fewer municipalities issuing
bonds in 2010 than in the previous year.

Tekjur af hefdbundnum verkefnum & svidi fyrirtaekja-
radgjafar eru i flestum tilfellum tengdar arangri vio ad
verkefni komist & framkveemdastig, sem aftur er had
umsvifum i efnahagslifinu. A fyrri hiuta arsins 2010 var
ljost ad umsvif efnahagslifsins yrou litil & arinu og pvi
reyndist naudsynlegt ad breyta aherslum og basta
reglulegt tekjufleedi Fyrirteekjaradgjafar. Mikil ahersla
hefur verid 16gd a ad styrkja reglulegan tekjugrunn
svidsins, m.a. med aukinni radgjof til opinberra adila,
orkufyrirteekja og orkufreks idnadar, med godum
arangri. Fyrirteekjaradgjof er nd jafnframt komin meod
rammasamning Vvid Rikissjod, sem mun beeta
adgengi ad verkefnum svidsins hja opinberum
adilum enn frekar.

Mikil ahersla hefur verid [6gd & ad
styrkja reglulegan tekjugrunn svidsins,
m.a. med aukinni radgjof til opinberra

adila, orkufyrirteekja og orkufreks

i0nadar, med godum arangri

A pvi gefnu ad efnahagsilifid taki frekar vid sér & arinu
2011 munu teekifeerin 1 fyrirtaskjaradgjof felast i radgjof
Vio
Fjarfestingarbanka er vel i stakk buin til ad gripa fpau

flarmognun  verkefna,  Fyrirteekjaradgjof  Saga

teekifaeri sem bjodast.
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In 2010, the Bank led the sale of a bond issue for real
estate funding. The Bank predicts that the financing
needs of the real estate market will be met in the
coming years with funding through the capital markets
rather bank financing, and the Bank is well prepared to
take advantages of such opportunities.

In 2010, the operational focus of Capital Markets was to
strengthen its market share in secondary trading in the
government bond market. The result from that work
was acceptable. In conjunction with that operational
focus, the number of active clients has grown
considerably. The revenues of the Capital Markets
division are now more stable and come from a more
diverse pool of clients.

The Bank’'s management is confident that a greater
presence
strengthen the Bank’s abilities to execute debt capital

in the secondary market will further

market transactions effectively.

MILESTONES OF OPERATIONS IN 2010 |

MARKABDSVIDSKIPTI | Markadsvidskipt
Saga Fjarfestingarbanka héldu uppteknum heetti fra
fyrraarimed aframhaldandiaherslu & skuldabréfavidskipt.
Bankinn helt sterkr stodu i frumuatgafum fyrirteekja og
sveitarfélaga. A arinu 2010 purftu nokkur sveitarfélog ad
leita samninga vid lanadrottna sina vegna mikilla skulda,
en oOvissa um hvada Urlausnir verda ofan & i samningum
peirra hefur leitt tl samdréttar i skuldabréfadtgafum
sveitarfélaga ario 2010 fra arinu adur.

leiddi
flarmoégnunar a fasteignum & arinu 2010. Vidbuid er ad

Bankinn sélu a frumutgafu  skuldabréfa il
fiarmognun fasteigna muni purfa ad leita 1 gegnum
verdbréfamarkadinn & neestu misserum og er bankinn
vel undirbuinn fyrir aukin umsvif & peim markadi.

A érinu var l6gd ahersla & ad auka midlunartekjur af
rikisskuldabréf.
Arangurinn af peirri vinnu var aseettanlegur. Samhlida

eftirmarkadsvidskiptum med
peirri vinnu vard jafnframt mikil aukning virkra
vidskiptavina og eru tekjur svidsins pvi stoédugri og
dreifdari i dag en verid hefur.

Pad er mat bankans ad pjonusta vegna vidskipta a
eftirmarkadi styrki enn fremur stoédu bankans til ad
verdleggja og selja frumutgafur opinberra adila og
einkageirans.

AFANGAR [ REKSTRI ARID 2010
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SAGA INVESTMENT BANK'S
CORPORATE GOVERNANCE
STATEMENT

Saga Investment Bank is now publishing its Corporate
Governance Statement for the second year, but since its
estapblishment, the Bank has placed great importance
on transparency and honesty in its operations. In this
spirit, the Bank strives to publish as detailed information
on its operations as possible, and the Bank's Corporate
CGovernance Statements can e found on its website
www.sagabank.is. Saga Investment Bank is a pioneer
in this respect and has established and adopted rules
than
requirements and has immediately published new rules

of procedure that reach further regulatory

on the Bank’s welbsite,

Saga Investment Bank follows the third edition of
Corporate Governance Guidelines, first issued in 2004,
in co-operation  with the of
Commerce, NASDAQ OMX the
Confederation of Icelandic Employers. The Corporate

lceland  Chamber
lceland hf. and
Governance Guidelines are intended, among other
things, to strengthen the infrastructure of companies
and increase public confidence in their operation and
are now available on the website of the Icelandic
Chamber of Commerce,
http://www.vi.is/files/Corporate%20
Governance%20June%202009_ 867414528.pdf.

The following text contains detailed information on
individual aspects of Saga Investment Bank’s corporate
governance. Chapter headings are in accordance to
the Guidelines. Helga Hlin Hakonardotti, (helga@
sagabank.is) Attorney at Law and Managing Director
of Saga Investment Bank’s Legal Department, provides
further information upon request.

STJIORNARHATTAYFIRLYSING
SAGA FJARFESTINGARBANKA

Saga Fjarfestingarbanki birtir nd annad arid i rood
teemandi stjornarhattayfirlysingu, enda hefur bankinn
fra upphafi lagt mikla aherslu & gegnsaesi og heidarleika
[ starfi sinu. | peim anda hefur bankinn aeti® kappkostad
ad birta sem ftarlegastar upplysingar um starfsemina
og eru sformarhattayfirlysingar bankans ad finna a
heimasiou hans, www.sagabanki.is. Saga hefur verid
 fararbroddi hvad petta vardar og jafnan sett sér itarlegri
verklagsreglur um starfsemi bankans en 16g krefjast og
pirt peer jainddum.

Stjornarhattayfirlysing Saga byggrr & 3.
Stornarhatta fyrirtaskja fra 18, juni 2009, sem gefnir voru

utgafu

Ut | samstarfi Vidskiptarads Islands, Kauphallar islands
og Samtaka atvinnulifsins. Stjornarhattum fyrirtaekja er
medal annars eetlad ad styrkja innvidi fyrirtaskja og
auka traust almennings a starfsemi peirra og eru peir
adgengilegir & heimasiou Verslunarrads Islands
http://www.vi.is/files/CG3lokaweb__886826181.pdf.

Heér ad nedan er ad finna itarlegar upplysingar um
einstaka peetti stjiornarhatta Saga og eru kaflaheitin i
samreemi vio leidbeiningar | Sjornarhattum fyrirteekja.
hdl.,
Logfreedisvids  (helga@sagabanki.is),

Helga Hlin  Hakonardottr framkvaemdastjori

veitir - nanari

upplysingar ef oskad er.
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LAWS AND REGULATIONS

1. References to the rules on corporate governance
that Saga Investment Bank follows or is obliged to
follow pursuant to law and where such rules can be
accessed by the public

In additon to the 3rd edition of the Corporate
Bank
operates on the basis of Act No. 161/2002 on Financial
Undertakings and Act No. 108/2007 on Securities
Transactions. The Bank has an operating licence from

Governance Guidelines, Saga Investment

the Financial Supervisory Authority to operate as a
credit undertaking (investment bank). Moreover, the
Financial Supervisory Authority monitors the Bank’s
activities as provided for by law. A summary of the laws
and regulations applicable to credit undertakings may
be accessed on the website of the Financial
Supervisory Authority, http://fme.is/?PagelD=395.

2. Whether Saga Investment Bank departs from the
rules or applies none of their provisions, the reason
for departure must be stated, as must the measures
used instead

As stated earlier, Saga Investment Bank complies with
and applies all the provisions of the 3rd edition of the
Corporate Governance Guidelines.

3. A description of the main aspects of Saga

Investment Bank’s internal controls and risk
management in connection with the preparation of
financial statements

Saga Investment Bank’s Board of Directors is responsible
for establishing a system for risk management and
internal auditing and is also responsible for monitoring
the effectiveness of such systems. Such systems were
adopted immediately upon the establishment of the
Bank in order to identify and limit risk in its operation,
together with making information  disclosure and
settlements more reliable. However, this does not
completely insure Saga Investment Bank against
incorrect disclosure of information or against possible
losses, as the nature of the Bank’s operation requires it

to take risks that may lead to losses.

GOOD CORPORATE GOVERNANCE |

LOG OG REGLUR

1. Tilvisanir i peer reglur um stjérnarhaetti sem Saga
fylgir eda ber ad fylgja samkveemt l6gum og hvar
slikar reglur eru adgengilegar almenningi.

Til vidbotar vid 3. utgafu Stjornarhatta fyrirteskja starfar
Saga Farfestingarbanki m.a. & grundvelli laga nr.
161/2002 um fjarmalafyrirtaski og laga nr. 108/2007 um
Bankinn  hefur fra

verdbrefavidskipt, starfsleyfi

tl ad starfa sem

(flarfestingarbanki). Fiarmalaeftirlitio hefur jafnframt eftirlit

Fjarmalaeftirlitinu lanafyrirteeki
med starfsemi bankans eins og 16g gera rad fyrir. Yfirlit
yfirvidkomandi l6g og reglur um starfsemi lanafyrirteekja
ma nalgast a heimasidu Fjarmalaeftirlitsins
http://fme.is/?PagelD=31.

2. Hvort Saga Fjarfestingarbanki viki fra hluta
reglnanna eda beiti engum akvaedum peirra. Greina
skal fra asteedum fravika og peim urraeedum sem
gripio var til i stad peirra

Eins og ad framan greinir fylgir Saga Farfestingarbanki eftir
og bettir dllum akveedum i 3. Utgafu Stjormarhatta fyrirteekja.
3. Lysing & helstu pattum innra eftirlits og
ahaettustyringar Saga Fjarfestingarbanka i tengslum
vid samningu reikningsskila

Stjorn Saga Fjarfestingartanka ber abyrgd a ad koma
a fot kerfi fyrir ahaettustyringu og innra eftirlit, en einnig
aod fylgjast med virkni pess. Sliku kerfi var komid & strax
vid stofnun bankans til ad bera kennsl & og takmarka
ahaettu f rekstri hans, asamt pvi ad gera upplysingagjof
0g uppgjor areidanlegri. Pad tryggir Saga o hvorki
algerlega gegn rangri upplysingagjof ne mogulegu
tapi, enda krefst starfsemi bankans pess idulega ad
tekin se ahastta sem mogulega getur leitt til taps.

Sgorn Saga setur einnig innri reglur vardandi starfsemi
bankans, par & medal aheettustefnu, Utldnareglur,
lausafjarstefnu og reglur um adrar fiarfestingar fyrir
eigin reikning. Ahasttustyring bankans ber abyrgd & ad
bera kennsl & hvers konar aheettu i rekstri hans, meta
hana og styra henni { samvinnu Vvid énnur svid. HUN
hefur einnig eftirlit med ad innri reglum bankans se
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Saga Investment Bank’s Board also establishes internal
rules for the operation of the Bank, including risk
policies, lending rules, liquidity policies and rules on
other investments on its own account. The Bank’s Risk
Management is responsible for identifying risk in its
operation, assessing it and managing it in co-operation
with other departments. It is also responsible for
monitoring compliance with the Bank’s internal rules
during decision-making. The Bank's Asset & Liability
Committee makes decisions on lending, and forms
and supervises the Bank’s liquidity policy, the Market
Risk Committee as regards control of any market risks
and the Security Council as regards operating risk and
security issues.

Each department within the Bank prepares an
operating plan for the upcoming year's operations. The
operation of the Bank as a whole, and each department
separately, is settled on a monthly basis. This makes it
possible for the Bank’s Board of Directors to compare
projections, follow changes in operations and take
action in the event of substantial diversions.

On 13 April 2007, the Board of Directors of Saga
Investment Bank entered into an agreement with
Deloitte nf. for internal auditing of the Bank. According
o this agreement, Deloitte will annually prepare an
internal audit plan specifying the tasks of the Bank’s
internal auditors. The schedule and supervision based
thereon is based on Article 16 of Act No. 161/2002 on
Financial Undertakings and on Chapter 1 of the
Financial Supervisory Authority’s Guideline No. 3/2008
on the work of internal auditing departments within
financial undertakings. Deloitte will submit the results of
the internal audits directly to the Board, and reviews the
results at least semi-annually on Board meetings.
Saga's Risk Management is responsible for following
internal auditor's observations through.

akvardanatoku. Lananefnd bankans tekur

fylgt i
akvardanir vardandi Utlan og motar og hefur eftirlit med
lausafjarstefnu, Markadsahasttunefnd vardandi styringu
a hvers konar markadsahaettu og Oryggisrad vardandi

rekstrarahesttu og 6ryggismal.

Arlega gerir hvert svi® bankans asetiun fyrir rekstur
neesta ars. Rekstur bankans i heild og hvers svids er
gerdur upp manadarlega, en pad gerir stjorn bankans
Kleift ad bera arangur saman vid aastlanir, fylgjast med
breytingum i rekstri og gripa til adgerda ef um verulega
neikveedar breytingar er ad reeda.

Hinn 13. april 2007 gerdi stjorn Saga samning vid Deloitte
hf. um innri- endurskodun bankans. Samkvaemt honum
skal Deloitte gera arlega innri endurskodunarazsetiun sem
tilgreinir verkefni innri endurskodenda bankans, Agstlunin
og eftirlit samkveemt henni midast vid 16. grein laga mr.
161/2002 um  fiarmalafyrirtaski og 1. kafla leidbeinandi
3/2008
fiarmalafyrirtaskja.

timeela  Fjarmalaeftirlitsins . um - storf

endurskodunardeilda Innri endur-
skodandi skilar nidurstbdum innra eftirlits hverju sinni beint
il sfornar og fer yfir nidurstodur starfa sinna a
sfjornarfundum tvisvar & ari. Eigi sjaldnar en arlega gerir
innri endurskodun Farmalaeftirliinu grein fyrir nidurstddum
kannana sinna. Ahasttustyring bankans ber dboyrgd & ad

fylgja eftir dbendingum innri endurskodunar.
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VALUES AND SOCIAL
RESPONSIBILITY

4, Saga Investment Bank’s values, code of ethics
and social responsibility policies

The most valuable assets financial undertakings have
are trust and credibility, which are again governed by the
ethical standards of their employees. Saga Investment
Bank focuses on ensuring the Bank’s and its employees’
trustworthiness and credibility with respect to its
shareholders, customers and society. In this respect, the
education and knowledge of employees, together with
the Bank’s rules on ethics and conduct, are important
aspects, while results will always depend on the mentality
of the employees in question. Moreover, the Bank’s
management focuses on creating an environment and
a culture that is most likely to support and increase the

quality of their employees’ morals.

The main rules and procedures to this end are as follows:

Values

Saga Investment Bank’s values are reflected in the
acronym SOLID, which stands for the values on which
the Bank’s operations rest. They are:

+ Strong team spirit and unity
+ Outstanding services

* Leader in the market

+ Integrity and dependability
+ Discipline and results

These values arose from a policy development session
carried out by employees and the Board of Saga
Investment Bank in 2008. The Bank's employees are
encouraged to adopt these values in their work and in
communications with others.

Social responsibility

Saga Investment Bank understands that companies
not only have an economic impact on their community
but also a considerable geographical and social
impact. Therefore, it is important that the Bank always

GOOD CORPORATE GOVERNANCE |

GILDI OG SAMFELAGSLEG
ABYRGD

4. Gildi Saga Fjarfestingarbanka, sidareglur og
stefna um samfélagslega abyrgd

Dyrmaetasta  eign flarmalafyrirteekja er traust og
traverdugleiki sem aftur reedst af sidferdi starfsmanna
peirra. Saga Farfestingarbanki leggur hofudahersiu &
ad ftryggja traust og trdverdugleika bankans og
starfsmanna hans gagnvart hluthdfum, vidskiptavinum
og samfélaginu. Par skipa freedsla og fekking
starfsmanna, asamt sidferdis- og hegdunarreglum
bankans, mikilvaegan sess en nidurstadan grundvallast
po  allaf
Stjornendur leggja pvi rika aherslu @ ad skapa pa

& hugarfari  vidkomandi  starfsmanna.
umgjord og menningu sem liklegust er til ad hiua ad og

studla ad aukinni sidferdisvitund starfsmanna bankans.

Helstu reglur og starfsheettir pessu Iutandi eru eftirfarandi:

Gildi
Pau gildi sem starfsemi Saga hvilir & endurspeglast |
skammstofuninni FESTA. Pau eru:

« Framurskarandi pjonusta

+ Eining og sterk lidsheild

+ Skrefinu & undan

* Traust og hellindi

* Agi og arangur

Gildi
starfsmanna og stjormar Saga ari® 2008, Starfsmenn

pessi  spruttu  upp Ur stefnumaotunarvinnu
ankans eru hvattir til ad tileinka sér pau i starfi sinu og

samskiptum.

Samfélagsleg abyrgd

Saga Fjarfestingarbanki gerir sér grein fyrir pvi ad
hafa  ekki
neerumhverfi sitt, heldur einnig mikil landfreedileg- og

fyrirteeki adeins hagfreedileg ahrif &
felagsleg ahrif. Pvi er mikivaegt ad bankinn hafi aetio
samfelagslega abyrgd ad leidarljosi baedi 1 innri og yiri
athofnum og gjordum  sinum, jafnt i samskiptum
ankans vid vidskiptavini, starfsmenn, pjonustuadila og
samfélagid 1 heild.
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takes into account its social responsibility in both its
internal and external activities, ie. equally in the Bank’s
communications with customers, employees, service
providers and society at large.

Since its establishment, Saga Investment Bank has
actively supported social issues and has provided over
100 grants to diverse projects, both large and small.
Among other things, the Bank has formulated the
policy of keeping Christmas expenses t© a minimum in
order to provide a deserving cause with a substantial
grant instead. The Bank's employees have for the past
three years elected to have the Bank’s Christmas grant
paid to Maedrastyrksnefnd (the Society for Assistance
to Mothers). Among other projects especially dear to us
are various educational grants and support for cultural
and musical events.

Saga Investment Bank believes that corporate social
responsibility should not be limited to the provisions of
grants, but rather that it can have a positive impact on
society by diverse means and can set a good example.
In light of past events in the Icelandic business sector,
Saga Investment Bank is of the opinion that it is
extremely important that the Bank guard its reputation
and impartiality and continue to operate, as hitherto,
sincerely and in an open and transparent manner.

Conflicts of interest and confidentiality

Saga Investment Bank's has established a Policy on
Conflicts of Interest to prevent conflicts of interest from
arising between the Bank and its clients on the one hand,
and between different clients of the Bank on the other
hand, particularly with regard t©o tading in financial
instruments. Moreover, the Board of Directors has
established Rules of Procedure for Proprietary Trading by
Saga Investment Bank and its employees. These rules
have the purpose of promoting impartiality and equal
treatment with regard to clients, preventing conflicts of
interest and ensuring the impartiality of employees and
confidentiality and integrity in Saga Investment Bank’s
and its employee’s proprietary trading.

Saga hefur fra upphafi stutt dyggilega vid samfélagsleg
malefni I umhverfi sinu og hefur veitt yfir 100 styrki il
margvislegra verkefna, stérra og smarra. Medal annars
hefur bankinn motad pa stefnu ad halda jolautgjoldum
i algjoru lagmarki en veita | stad pess verdugu malefni
veglegan styrk. Starfsmenn bankans hafa nd prju ar |
rod  valio ad tl
Meedrastyrksnefndar. Medal annarra verkefna sem

lata jolastyrki  bankans renna
okkur eru keer mé nefna ymis konar menntunartengda

styrki og studning vid menningar- og tonlistarlf.

Saga telur ad samfélagsleg abyrgd fyrirteekja eigi o
ekki adeins ad birtast | styrkveitingum peirra heldur geti
pau haft jakveed samfélagsleg ahrif & margvislegan hatt
og gengid a undan med godu fordasmi. | ljosi pess, sem
a undan er gengio | islensku vidskiptalifi telur Saga afar
mikilvaegt ad bankinn standi vord um trdverdugleika sinn
og ohlutdreegni og vinni her eftir sem hingad til af
heidarleika og & opinn 0g gegnsasjan hatt.

Hagsmunaarekstrar og trinadarskylda

Saga hefur sett ser Stefnu um hagsmunaarekstra sem
aetlad er ad koma i veg fyrir hagsmunaarekstra, annars
vegar a milli bankans og vidskiptavina hans og hins
vegar a milli vidskiptavina hans innbyrdis, einkum & svidi
verObrefavidskipta. Jamframt hefur storn bankans sett
Verklagsreglur um eigin vidskipti Saga og starfsmanna
bankans. Markmid peirra er ad studla ad ohlutdrasgni
gagnvart vidskiptavinum og jafnraedi & milli peirra, koma
i veg fyrir hagsmunaarekstra, tryggja oheedi starfs-
manna og trunad og truverdugleika vegna vidskipta
Saga og starfsmanna bankans fyrir eigin reikning.

Umbodsvandi

Starfsreglum stjornar er, til vidbodtar vid ofangreindar
reglur, eetlad ad tryggja jafnreedi vid medferd mala fyrir
stjorn, vandada og ohada malsmedferd og koma i veg
fyrir hagsmunaarekstra i starfsemi bankans. [ ovi skyni
er Starfsreglum stjornar bankans eetlad ad styrkja
umgjord um vioskipti stjorarmanna og félaga peim
tengdum Vvid Saga og adgang stjiornarmanna ad
upplysingum um vidskiptamenn.
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...........................................................................

Agency problem

The Board's Operating Procedures have the added
purpose of ensuring equal treatment of different issues
executed by the Board of Directors and honest and
independent procedures to prevent any kind of conflict
of interest in Saga Investment Bank’s operations. For
this purpose, the Board's Operating Procedures are
intended to strengthen Saga Investment Bank's
framework for business relations between Board
members and their affiiated undertakings and Saga
Investment Bank, and the access of Board members

to information on customers.

Compliance with the law

Saga Investment Bank's Compliance Officer makes
presentations for new employees of the Bank on the
laws, regulations and rules of procedure applicable to
the operation of the Bank. Moreover, courses and other
presentations are held when necessary, such as when
laws or regulations are amended. Furthermore, staff
days are held twice a year to review and revise the
Bank's values. There are also weekly meetings to
disseminate messages and suggestions on what has
been well done and what can be improved.

Disclosure of information on failures

Saga Investment Bank has placed great importance
on staff not hesitating to notify of any misconduct or
suspicion of misconduct they may witness. Employees
are specifically encouraged to notify misconduct and
are provided with instructions thereof, including the
Financial Supervisory Authority’s Whistle Blower site,
http://fme.is/?PagelD=905.

Eftirfylgni vid l6g

Regluvdrdur Saga Fjarfestingarbanka heldur kynningar
fyrir nyja starfsmenn bankans um gildandi 1&g, reglur
og verklag i starfsemi hans. Jafnframt heldur bankinn
namskeid og adrar kynningar pegar tilefni eru til, s.s. vid
breytingar a logum eda reglum. Pa eru haldnir
starfsdagar starfsmanna tvisvar & ari par sem gildi
bankans og stefna eru riflud upp og endurskodud.
Einnig eru vikulegir fundir haldnir tl a® koma ma.
skilabodum og abendingum & framfeeri um pad sem
vel er gert og hitt sem betur ma fara.

Upplysingagjoéf um misbresti

Saga hefur lagt rika aherslu a ad starfsmenn hiki ekki
vid ad tilkynna um hvers konar misferli eda grun um
misferli sem peir verda vitni ad. Starfsmenn eru
sérstaklega hvattir til ad koma slikum abendingum &
framfeeri og eru kynnt Urreedi til pess, par & medal
svokallad Gjallarhorn  Fjarmalaeftirlitsins, http://www.
fme.is/?PagelD=872.



BOARD AND COMMITTEES

5. Description of the composition and activities of the
Board, management and committees of the Board

Board of Directors

The Board of Directors of Saga Investment Bank
consists of five members and five alternates, all of
whom are elected during the Bank’s Annual General
Meeting for a term of one year. The CEO attends Board
meetings together with the Managing Director of the
Legal Department, who acts as the secretary of the
Board and as a Key Employee as defined in Article 1 a,
paragraph 1, subparagraph 8 in Act No. 161/2002 on
Financial Undertakings. The Board meets on average
once a month or more often if considered necessary.
Saga Investment Bank’s Board of Directors manages
all the Bank’s affairs between shareholders’ meetings
and protects its interests against all third parties. The
Board appoints the CEO, decides on his employment
terms and grants powers of procurement. The Board
operates in accordance with the Board’'s Operating
which
regarding the activites of the Board, including the

Procedures, contain  detailed  provisions
independence of the members of the Board, their
scope of authority and authorisation to sign for the
Bank, division of tasks and procedures of meetings,
business dealings of members of the Board and
related parties, disclosure of information and
confidentiality, performance assessments made by the
Board, sub-committees and memibership of boards of

other companies.

Executive Management

The Executive Management of Saga Investment
Bank consists of the Bank’'s CEO and the Managing
Directors of Capital Markets, Corporate Finance,
Legal Department, Risk Management and Operations
and Treasury. The Executive Management meets
once a week and reviews principal issues in the
operation to the extent permitted by the Bank’s rules
of procedure, including rules on Chinese Walls. The
Executive Management as such does not have

STJORN OG NEFNDIR

5. Lysing @ samsetningu og starfsemi stjornar,
framkveemdastjérnar og undirnefnda stjérna

Stjérn

| sjorn Saga Fjarfestingarbanka sitia fimm adalmenn
og fimm varamenn, en peir eru allir kosnir & adalfundi
bankans til eins ars i senn. Forstjori situr stormarfundi
asamt framkveemdastjora Logfraedisvids sem er ritari
stjornar og lykilstarfsmadur skv. 8. tolul. 1. mgr. 1. gr. a |
lbgum nr. 161/2002 um fiarmalafyrirteeki. Stjorn kemur
saman ad medaltali einu sinni 1 manudi, en oftar ef
purfa pykir. Stjorn bankans styrir dllum malefnum Saga
milli  hluthafafunda og geetir hagsmuna bankans
gagnvart pridja adila. Storin reedur forstjora, akvedur
starfskjor hans og veitir prokuruumbod. Stjornin starfar
samkveemt Starfsreglum stjornar par sem kvedid er
ftarlega @ um storf hennar, par @ medal um ohasdi
°g
verkaskiptingu og fundarskop, vidskiptaerindi stjornar-
og upplysingagjof  og
pagnarskyldu, arangursmat stjornar, undirefndir og

stjornarmanna, valdsvi®  peirra ritun  firma,

manna tengdra  adila,

stjornarsetu 1 felbgum.

Framkvaemdastjorn

[ framkvesmdastjorn Saga Fjarfestingarbanka  sitja
forstjori og framkveemdastjorar Aheettustyringar og
rekstrar, Fjarstyringar, Fyrirtaskjaradgjafar, Logfraedisvids
og Markadsvidskipta.  Framkveemdastjorn  fundar
vikulega par sem farid er yfir helstu malefmii starfseminni,
ad pvi marki sem pad er heimilt med tillit til starfsreglna

ar

Framkveemdastjornin hefur sem slik ekki umbod til ad

bankans, a medal regna um Kinamura.
skuldbinda bankann samkveemt Undirskriftarreglum
eda 6drum reglum sem stjorn hefur sett. Samkveemt
peim hafa po framkveemdastjorar, einir sér eda saman,
slik umbod eins og nanar greinir i Undirskriftarreglum

og 6drum reglum stjornar.

Lananefnd
Lananefnd starfar & grundvelli Utlanaregina sem stjorm
hefur sett, en samkvaemt ppeim sitja i nefndinni forstjori

ANNUAL REPORT | ARSSKYRSLA | 2010



authorisation to bind the Bank according to the
Signature Rules or other rules established by the
Board. According to these rules, however, Managing
Directors, individually or collectively, have such
authority as further detailed in the Signature Rules

and other rules established by the Board.

Asset & Liability Committee

The Asset & Liability Committee operates on the basis
of the Lending Rules established by the Board,
according to which the Committee consists of the CEO
and the Managing Directors of Legal Department, Risk
Management and Operations and Treasury, as well as
the Executive Director of Treasury. The Committee
meets on average once a week or more often when
deemed necessary. The goal of Saga Investment
Bank's Lending Rules is t© ensure that the Bank's
lending, guarantees and other credit services serve
the main purpose of resulting in normal profits from its
operations, while at the same time maintaining a solid
asset and liquidity position. Moreover, efforts must be
made to provide those seeking services of the Bank
with the best possible services at all times. The
Committee also forms and supervises the Bank's
liquidity policy.

Market Risk Committee

The Market Risk Committee operates on the bases of
the the Bank’s
Authorisations as established by the Board. According

rules  on Proprietary  Trading
to these rules, the Committee consists of the CEO and
the Managing Directors of Risk Management and
Operations and Treasury. The Committee meets on
average once a week or more often if considered
necessary. The Market Risk Committee makes
decisions on all the Bank’s own account investments,
with the exception of transactions that Proprietary
Trading is authorised to handle, provided they fall within
defined limits and have received the approval of Risk

Management.

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

og framkvaemdastjorar Ahgettustyringar og rekstrar,
Fiarstyringar og Logfreedisvids, asamt forstddumanni
Skuldastyringar. Lananefnd hittist ad medaltali einu
sinni i viku, en oftar ef purfa pykir. Markmi® Utlanaregina
Saga
abyrgdaveitingar og adrar fyrirgreidslur skuli pjona peim

Fjarfestingarbanka eru ad utan bankans,

meginmarkmioum ad edlilegur tekjuafgangur verdi |
rekstri hans og ad vidhaldid sé traustri eigin- og
lausafjarstodu. Jafnframt skal leitast vid ad veita peim er
Oska eftir fyrirgreidslu eins goda pjonustu og kostur er
P2
lausafjarstefnu bankans og hefur eftirlit med henni.

a hverjum tima. motar  Lananefnd  einnig

Markadsahaettunefnd

Markadsaheettunefnd starfar & grundvelli regina um
Heimildir til eigin vidskipta bankans sem stjorn setur.
°g
framkveemdastjorar Ahasttustyringar og rekstrar og

Samkveemt peim sitja | nefndinni  forstjori
Fiarstyringar. Nefndin hittist ad medaltali einu sinni  viku,
en oftar ef purfa pykir. Markadsahasttunefnd tekur
akvardanir um allar fiarfestingar bankans fyrir eigin
reikning, ad fratdldum vidskiptum sem Eigin vidskiptum
eru heimil, enda falli pau innan tiltekinna marka og hafi

hloti® samjpykki Ahasttustyringar.
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BOARD SUB-COMMITTEES

Audit Committee
Bank's Audit
supervisory committee. Its purpose is to ensure the

Saga Investrment Committee is a

reliability and transparency of annual financial
statements and other financial data issued by Saga
Investment Bank. The Committee must verify that the
information provided to the Board in relation to the
operation, standing and future prospects of Saga
Investment Bank is as reliable as possible and provides
as clear a view of the Bank’s current position at any
given time. In this manner, investors and other
stakeholders can depend on the quality of the Bank's

financial information and the work of its auditors.

The following are members of Saga Investment Bank's
Audit Committee:

Halldor Johannsson, Managing Director of KEA
Steingrimur H. Petursson, Business Administrator
Ulfar Hauksson, Financial Manager at

the University of Akureyri

6.
members

Arrangement of the appointment of committee

The Saga Investment Bank Audit Committee is elected
by the Bank's Board and must submit reports on its
activities to the Board at least once a year.

7. Information on the number of Board meetings
and committee meetings as well as their attendance
Eleven Board meetings were held during the year 2010.
Principal members attended all meetings, with the
exception that Gunnar Th. Gislason was absent on four
occasions, Jon Armann was absent once, Sindri
Sindrason, former member of the Board, was absent
twice and Svanhildur N. Vigfusdottir was absent on
three occasions. Eggert Ami Gislason, an alternate
member of the Board, attended two meetings during
the year, Gudmundur Thordarson, another alternate,
attended three meetings, Karl Fridriksson, also an

UNDIRNEFNDIR STJORNAR

Endurskodunarnefnd

Endurskodunarmefnd Saga Fjarfestingarbanka er
eftirlitsnefnd og gegnir fovi hlutverki ad tryggja oryggi
0g gegnseei arsreikninga og annarra fjarhags-
upplysinga bankans. Nefndin skal stadreyna ad paer
upplysingar sem stjornin faer um rekstur, stodu og
framtidarhorfur Saga séu areidanlegar og gefi sem
gleggsta mynd af stddu bankans a hverjum tima.
Pannig geti flarfestar og adrir hagsmunaadilar reitt
sig & geedi flarmalaupplysinga um bankann og storf
endurskodenda hans.

Eftirtaldir adilar sitja | Endurskodunarnefnd Saga:
Halldor Johannsson, framkveemdastjori KEA
Steingrimur H. Pétursson, vidskiptafraedingur
Ulfar Hauksson, fiarmalastjori Haskolans & Akureyri

6. Fyrirkomulag skipunar nefndarmanna undirnefnda
Endurskodunarnefnd Saga Fjarfestingarbanka er kosin
af stjorn bankans og skal skila henni skyrslum um storf
sin ad minnsta kosti einu sinni & ari,

7. Upplysingar um fjolda stjérnarfunda og funda
undirnefnda og maetingu

A arinu 2010 voru haldnir 11 stjornarfundir. Adalmenn
meettu & alla fundi, utan pess ad Gunnar p. Gislason
var fiarverandi fijorum sinnum, Jon Armann var
Sindri
stjornarmadur, var flarverandi tvisvar sinnum og

flarverandi einu  sinni, Sindrason,  fyrrum

Svanhildur N. Vigfusdottir var fjarverandi prisvar
sinnum. Eggert Ami Gislason varamadur sat tvo fundi
a arinu, Gudémundur Pordarson varamaour sat prja
fundi, Karl Fridriksson varamadur sat einn fund og
Stefan H. Gunnlaugsson varamadur sat fjora fundi.

Endurskodunarnefnd hélt sex fundi & arinu 2010 og
maettu nefndarmenn a alla fundi nefndarinnar.
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Saga Investment Bank’s Board has
established its Board's Operating
Procedures which are intended to
ensure equal treatment of issues

executed by the Board of Directors.

Stjorn Saga Fjarfestingarbanka
hefur sett sér Starfsreglur stjornar
sem eetlad er ad tryggja jafnraedi vio

medferd mala fyrir stjorn.

alernate, attended one meeting and Stefan H.

Gunnlaugsson, another  alternate, attended  four

meetings during the year.

The Audit Committee held six meetings in 2010, and all
members of the Committee attended all meetings.

8. Where rules of procedure for the Board and its
committees may be accessed

Saga Investment Bank's Board has established its
Board's Operating Procedures which are intended to
ensure equal treatment of issues executed by the Board
of Directors, and conscientious and independent
procedures to prevent any kind of conflict of interests in
the Bank's operations. For this purpose, the Board's
Operating Procedures are intended to strengthen the
Bank’s framework for Board members’ and their affiliated
undertakings' business relations with Saga Investment
Bank, and Board members' access to information on
customers. Helga Hlin Hakonardottir, (helga@sagabank.
is), Attorney at Law and Managing Director of Saga
Investment Bank's Legal Department, will provide further
information on the Board's Operating Procedures.

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

8. Hvar megi nalgast starfsreglur stjérnar og
undirnefnda

Sgjorn  Saga Fjarfestingarbanka hefur  sett  ser
Starfsreglur stjornar sem eetlad er ad tryggja jafnraedi
vio medferd mala fyrir stjorn, vandada og ohada
malsmedferd og koma i veg fyrir hagsmunaarekstra |
starfsemi bankans. [ pvi skyni er Starfsreglum stjornar
aetlad ad styrkja umgjord um vidskipti stjornarmanna
og félaga peim tengdum vid Saga og adgang
stjornarmanna ad upplysingum um  vidskiptamenn.
hdl,

Logfraedisvids, veitir nanari upplysingar um starfsreglur

Helga HIin Hakonarddttir framkveemdastjori

stjornar (helga@sagabanki.is).

STJORN SAGA FJARFESTINGARBANKA
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BOARD MEMBERS AND CEO

9. Information on Board members

The same parties are members of the Boards of Saga
Investment Bank hf, Saga Eignarhaldsfelag hf. and
Hilda hf
shareholding in Saga Investment Bank but has no
Hida has a 999%
shareholding in Saga Investment Bank. The company

Saga Eignarhaldsfelag has a 9001%

other operation or assets.
took over specific assets and debts from the Bank
during the financial restructuring of the Bank in 2009.
No operations are carried out in Hilda, but the company
has entered Into an operating agreement with Saga

Investment Bank for the management of its assets.

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

STJORNARMENN OG FORSTJORI

9. Upplysingar um stjérnarmenn

Soému adilar skipudu stjornir Saga Fjarfestingarbanka
hf, Saga Eignarhaldsfelags hf. og Hildu hf. & arinu 2010,
Saga Eignarhaldsfélag fer med 90,01% eignarhlut i
Saga Fjarfestingarbanka, en hefur hvorki adra starfsem
ne eignir. Hilda fer med 999% eignarhlut i Saga
Fiarfestingarbanka, en félagid yfirtok tilteknar eignir og
skuldir bankans vid fiarhagslega endurskipulagningu a
efnahag hans & arinu 2009. Engin starfsemi er 1 Hildu
en félagid hefur gert rekstrarsamning vid Saga um
umsyslu eigna pess.
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Jon Armann Gudjonsson (1968) is an independent
attorney and is a memlber of the Resolution Committee
of Sparisjodabankinn. Mr Gudjonsson has a degree in
law from the University of Iceland and is a certified
attorney and securities broker. Mr Gudjonsson has
been an independent attorney since 1994, specialising

in law of finance and corporations.

Mr Gudjonsson was elected on the Board of Saga
Investrment Bank on 28 May 2010 and is also a member
of the following boards: Aflgjafi Alskil, AN-Holding,
Armarhylur, - Behrens, Bilval, Cafe-Holding,  Dvalinn,
Eignafelagid, Eignarhaldsfelagid Bjorg, Eignarhalds-
SPB,

Fiarfestingar-

felagid  Hvarf, Euro-Asia,  Fasteignafelag

Fasteignafelag Sudurnesja, Faxatindur,
felagid Teigur, Fjarmognun 12, Fjarmognun 6, Fjarmognun
7, Fjarmognun 8, GKPk, Graenaborg, Grimansfell,
Hagalind, Haskolagardar, Haskolavellr, Helluland, Hida,
Hotel Hafnarfiordur, Homp, Hraunmol, HV2, Icelandair
Group, Investgroup, I-tech, Kambaland, Kletthals, Kollekta,
Leigufelagid, Lindberg, Logborg, RT-vettingar, Saga
Eignarhaldsfelag, SBNIIGE, Seven Miles, Skjol  Spor,
Sporbaugur, Staltak, Thorlaksverk and Vestur.

Mr Gudjonsson does not hold any shares in Saga
Investment Bank, Saga Eignarhaldsfelag or Hilda, but
he is a member of the Resolution Commitee of
Sparisjodabankinn, which holds  Eignarhaldsfelagid
Hvarf, which again holds 1073% share in Saga
Eignarhaldsfelag and Hilda.

Jén Armann Gudjénsson (1968) er sjélfstestt starfandi
lbgmadur og situr jafnframt | skilanefnd Sparisjoda-
bankans. Jon Armann er logfrasdingur fra Haskola
[slands og med héradsdomslogmannsrettindi og prof |
verdbrefavidskiptum. Hann hefur starfad sem sjalfstestt
starfandi logmadur sidan 1994 med adalaherslu a
fiarmuna- og hlutafélagarétt.

Jon Armann var kosinn i sfjorn Saga Fjarfestingarbanka
28. mai 2010 en hann situr einnig 1 stjiornum eftirfarandi
felaga: Aflgjafi, Alskil, AN-Holding, Arnarhylur, Behrens,
Bilval, Cafe-Holding, Dvalinn, Eignarhaldsfélagid Bjorg,
Euro-Asia,

Eignafelagid, Eignarhaldsfélagid  Hvarf,

Fasteignafelag SPB, Fasteignafélag Sudurnesja,
Faxatindur, Fjarfestingarfélagio Teigur, Fjarmognun 12,
Fiarmodgnun 6, Fjarmognun 7, Flarmognun 8, GKR,
Grimansfel,  Greenaborg, Hagalind, Haskolagardar,
Haskolavellir, HV2, Helluland, Hilda, Hotel Hafnarfjorour,
Hraunmoli, HOmp, Icelandair Group, Invest-group,
I-tech, Kambaland, Kletthals, Kollekta, Leigufélagio Skjol,
Lindberg, Logborg, RT-veitingar, SBNIIGE, Seven Miles,
Staltak,

Saga Eignarhaldsfélag, Spor, Sporbaugur,

Vestur og Porléksverk.

Jon Armann & engin hlutabref i Saga Farfestingarbanka,
Saga Eignarhaldsfélagi eda Hildu, en situr i skianefnd
Sparisjodabankans,

modurfélagi  Eignarhaldsfélagsins

Hvarfs, sem a10,73% hlut i Saga Eignarhaldsfélagi og Hildu.
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10. Information on which Board members are
independent of Saga Investment Bank and major
shareholders

The Board members and alternates of Saga Investment
Bank are in 2010 also memibers of the Board of Saga
Eignarhaldsfelag and Hilda, which control all shares in

Saga Investment Bank.

The majority of the Board and alternates of the Boards
of Saga Investment Bank were in 2010 independent of
Saga Investment Bank, Saga Eignarhaldsfelag and
Hilda, and the following Board members and alternates
are independent from major shareholders of the latter
two companies:

Board of Directors
Gunnar Thor Gudmannsson
Svanhildur Nanna Vigfusdottir

Alternates:
Gudmundur Orn Thordarson
Stefan Hedinn Gunnlaugsson
Karl Fridriksson

11. Principal aspects in the Board’s performance
assessment

In early 2010, Saga Investment Bank’s Board of Directors
assessed its work, operating practices and procedures,
the necessity of appointing sulb-committees and the
Bank's progress, in accordance with the Board's Rules
of Procedure.

Continued uncertainty and reactionstothe consequences

of the banking sector collapse characterised the Board's
and managements work in 2010, While the Bank’s

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

10. Upplysingar um hvada stjornarmenn eru 6hadir
Saga Fjarfestingarbanka og stérum hluthéfum
Stjornarmenn og varastjornarmenn Saga Fjarfestingar-
banka satu einnig a arinu 2010 | stormum Saga
Eignarhaldsfélags og Hildu, sem fara med allt hiutafé
Saga Fjarfestingarbanka.

Meirihluti stjornarmanna og varamanna | stjorn Saga
Fiarfestingarbanka & arinu 2010 er ohadur bankanum,
Saga Eignarhaldsfelagi og Hildu og eftirtaldir
stjornarmenn og varamenn i sfjorn eru ohadir storum

hluthéfum tveggja sidasttoldu felaganna:

Adalstjorn
Gunnar Por Gudmannsson
Svanhildur Nanna Vigfusdaottir

Varastjérn
Gudmundur Orn pordarson
Stefan Hedinn Gunnlaugsson
Karl Fridriksson

11. Helstu peetti i arangursmati stjornar

[ arsbyrjun 2011 lagdi stjorn Saga Farfestingarbanka
mat a storf sin, verklag og starfshaetti, naudsyn a skipun
undirefnda stjornar og framgang bankans, | samraemi
vid Starfsreglur stjornar.

Aframhaldandi ovissa og uppgjor vegna afleidinga
bankahrunsins einkenndu afram storf stjornar og
yfirstiornar  bankans. A medan  rekstrarumhverfi
bankans er had jafn mikilli dvissu og raun ber vitni og
endurreisn efnahagslifsins skammt & veg komin,
hefur reynst 6grandi ad mota nakveema framtidar-

stefnu fyrir bankann og vidskiptamenn hans. Pess i

STJORN SAGA FJARFESTINGARBANKA



operating environment is subject t© considerable
uncertainty and economic recovery slower than expected,
it has proved challenging to develop a detailed future
strategy for the Bank and its customers. Instead, it has
been necessary to adapt its activities continuously to the
constantly changing environment, and therefore the

prospects of the Bank as well.

Success has been achieved in further strengthening
internal controls and procedures in collaboration with
internal and external auditors and the Audit Committee.
Furthermore, regular reporting from the management
to the Board has been reviewed, along with preparations
and material submitted before Board meetings. The
Board's working procedures and practises are
continuously reviewed, and it is the Board's opinion that
those are in good order.

Towards the end of the year 2010, a loud debate
reverberated about financial institutions’ reputational risk,
and the Bank was involved in the debate accordingly. As
a consequence, the Board met on a weekly basis, while
the Bank and some of its employees were in the media
spotlight, and kept a close eye on whether the Bank’s
reputation suffered or could suffer therefrom.

Several changes have taken place in the Bank's
management in recent months, but it is the Board's
opinion that Saga Investment Bank is comprised of a
solid and experienced management team, skilled with
valuable experience and knowledge. The management
team also possesses the necessary skills and professional
networks to continue to lead Saga Investment Bank as an
independent investment bank in its important role in the
reconstruction of the lcelandic economy.

stad hefur reynst naudsynlegt ad laga starfsemina
fréa einum tima til annars ad sibreytilegum adsteedum
sem upp koma i efnahagsumhverfi bankans og par
med framtidarhorfum.

Vel hefur unnist i ad styrkja enn frekar innri eftirlits- og
verkferla | samstarfi vid innri og ytri endurskodendur
pankans og Endurskodunarnefnd. P& hefur reglubundin
upplysingagjof til stjornar verid endurskodud asamt
undirbuningi fyrir fundi stjornar og er pad mat hennar
ad storf, verklag og starfshaettir seu 1 godu horfi.

Undir
sporsaheettu flarmalafyrirteekja og for bankinn ekki

lok arsins var® haveer umreeda um oro-
varhluta af henni. Af pvi tilefni fundadi storm vikulega &
medan bankinn og starfsmenn hans voru | kastljosi
fiolmidla og fylgdist grannt med vi hvort ordspor
bankans beeri skada par af.

Nokkrar breytingar hafa ordid a yfirstjorn bankans &
sidastlionum manudum, en pad er mat stormnar ad
Saga Farfestingarioanki hafi & ad skipa pettskipudu og
reyndu lidi sjornenda sem byr yfir dyrmaetri reynslu og
pekkingu. Stjornendur bankans bula jafnframt  yfir
naudsynlegri feerni og tengslum til ad leida Saga
Fijarfestingarbanka &fram sem ohadan fiarfestingar-
banka 1 mikiveegu hlutverki hans vid endurreisn
islensks efnahagsilifs.
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12. Information on Saga Investment Bank’s CEO
and a description of his main duties

Dr Hersir Sigurgeirsson (1972) is the CEO of Saga
Investment Bank. Dr Sigurgeirsson holds a PhD degree
in applied mathematics and an MSc degree in financial
mathematics from Stanford University. Dr Sigurgeirsson
Risk
Management and Operations of the Bank from its

was previously the Managing Director of
establishment and worked in risk management and
proprietary trading at Kaupthing Bank from 2003-2006.
Dr Sigurgeirsson was also an assistant professor of

economics at the University of Iceland from 2006 to 2010.

Mr Sigurgeirsson has been the CEO of Saga Investment
Bank since 15 February 2011, He is also the chairman of
the board of T Plus, an associate held by Saga
Investment Bank, the managing director of Hilda and
Saga Eignarhaldsfelag and the managing director and
chairman of the Board of Hersir Sigurgeirsson ehf. Mr
Sigurgeirsson owns no shares in Saga Investment
Bank, Saga Eignarhaldsfelag or Hilda. He has no
stakeholder interests in customers, competitors or
shareholders owning more than a 10% shareholding in
the Bank, other than Saga Eignarhaldsfelag and Hilda.

According to the Articles of Association of Saga
Investment Bank, the CEO is responsible for the daily
operation of the Bank and represents the Bank in all
matters relating to normal operations. He is responsible
for the accounts, recruiting staff and for ensuring that
the activites of the Bank are in accordance with
applicable legislations. The CEO is under obligation to
provide the members of the Board of Directors, as well
as the Bank’s auditors/examiners, with any information
pertaining to the operation of the Bank which they may
request and as required by law. Moreover, the CEO is
under obligation to inform the Board on a regular basis
and in detall of the operation of Saga Investment Bank,
its largest customers, largest defaults, the quality of the
Bank’s loan portfolio and services to related parties.

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

12.UpplysingarumforstjoraSagaFjarfestingarbanka
og lysing a helstu skyldum hans
Dr. (1972)
Fjarfestingarbanka. Hersir er med Ph.D. gradu i hagnytri

Hersir  Sigurgeirsson er forstjori Saga

steerdfreedl og M.Sc. gradu 1 flarmalasteerdfreedi fra
Stanford  Haskola.

Aneettustyringar og rekstrar bankans fra stofnun og

Hersir var framkvaemdastjori
starfadi vid ahaettustyringu og eigin vidskipti Kauppings
a arunum 2003-2006. Pa var Hersir lektor vio

Hagfraedideild Haskola islands & arunum 2006 - 2010.

Hersir hefur verid forstjori Saga Fjarfestingarbanka fra
15, feloruar 201, en hann er einnig formadur stormar T
Plus hf, sem er hludeildarfélag i eigu bankans, og
framkvaeemdastjori Saga Eignarhaldsfélags og Hildu og
framkveemdastjori og  stjornarformadur  eignarhalds-
félagsins Hersir Sigurgeirsson ehf. Hersir & engin
hlutabref i
Eignarhaldsfélagi eda Hildu. Hann hefur engin énnur

Saga  Fjarfestingarbanka,  Saga
hagsmunatengs! vid vidskiptaadila, samkeppnisadila

eda hluthafa sem eiga meira en 10% hiut | bankanum.

Samkveemt sampykktum Saga Fjarfestingarbbanka fer
forstjori med stjorn & daglegum rekstri bankans og
kemur fram fyrir hond hans 1 éllum malum sem varda
venjulegan rekstur. Hann sér um reikningshald,
radningu starfslids og ber abyrgd a ad starfsemi
bankans se | samraemi vid videigandi 16g. Forstjora ber
ad veita stjornarmonnum og endurskodendum eda
skodunarmonnum  allar paer upplysingar sem  peir
kunna ad oska um rekstur bankans og veita ber
samkvaemt [6gum. Pa ber forsfjora ad upplysa storn
ftarlega med reglubundnum heetti um rekstur Saga,
staerstu vidskiptaadila, steerstu vanskil, gaedi Utlanasams

og fyrirgreidslu vid venslada adila.
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13. Information on violations of laws and regulations
that the appropriate supervisory or ruling body has
determined

No complaints or comments have been sent to Saga
Investment Bank from customers or others involving
charges of violations on the part of the Bank, or its
employees, of laws or regulations applicable to its
operation. However, there is uncertainty as to if
foreign currency loans held by the Bank will be
deemed to have been illegally linked to foreign
currencies similar to certain loan types held by other
Icelandic credit institutions.

Saga Investment Bank’s former CEO and an Executive
Director at the Bank are under investigation by the
special prosecutor In relation to assumed offences by
the directors of Glitnir Bank, in relation © transfers of
shares in Glitnir and FL-Group, Glitnir's loans to Stim and
other following arrangements. Assumed offences of the
directors of Glitnir sjodir and GLB FX's fund manager are
also being investigated, in relaton t© Glitnir sjodir's
purchase of a bond issued by Stm, from Saga
Investment Bank. However, no evidence or other data
has lbeen provided assuming any criminal behaviour of
the aforementioned employees of Saga, no claims have
been made towards the Bank and no charges have
Peen issued in relations to the investigation.

13. Upplysingar um brot & I6gum og reglum sem
videigandi eftirlits- og / eda urskurdaradili hefur
akvardad

Engar kvartanir eda athugasemdir hafa borist Saga
Fiarfestingarbanka fra vidskiptavinum eda 6drum vegna
avirdinga um brot bankans eda starfsmanna hans a
lbgum eda reglum sem um starfsemi hans gilda. Hins
vegar er uppl vafi um logmeeti tiltekinna erlendra
l&nssamninga bankans eins og tiltekna lanssamninga
allra annarra islenskra lanastofnana.

Fyrrverandi forstjori Saga  og  forstddumadur  hja
pankanum hafa fengid stodu grunadra i rannsokn
sérstaks saksoknara a eetludum brotum stjornenda
Glitnis Banka i tengslum vid vidskipti med hlutabref |
Glitni og FL-Group, lanveitingar Glitnis til Stims og
radstafanir sem fylgdu 1 kjolfarid. Einnig lytur rannsoknin
ad eetludum brotum stormmenda  Glitnis sjoda og
sjodsstjora GLB FX i tengslum vid kaup GLB FX a
vikiandi skuldabrefi utgefnu af Stim af Saga. Engin
gogn hafa verid 16gd fram sem synt geta fram a
sakneema hattsemi  framangreindra  starfsmanna
bankans, né heldur hafa krofur verid gerdar & hendur
bankanum eda akeerur verid gefnar Ut a hendur

umraeddum starfsmonnum.
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14. Arrangement of communications between
shareholders and the Board

Saga Investment Bank publishes news of its operation
on the Bank’s website. Moreover, the Bank issues press
releases in the event of significant changes in the
Bank’s operations or if the Bank has brokered major
transactions. In addition, the Bank's shareholders
regularly receive newsletters from the Bank's CEO and
are generally encouraged in such letters to contact the

CEO directly if they have any questions.

At Saga Investment Bank's Annual General Meetings,
the Bank’s activities are reviewed in detail, and moreover,
shareholders’ meetings are called if considered
necessary, as was done in December 2009 due to the

restructuring of the Bank’s finances.

Saga Investment Bank’s shareholders are encouraged
on the Bank's website to send any questions to the
Bank's Board of Directors through Helga Hiin
Hakonardottir, Attorney at Law and Managing Director

of the Legal Department (helga@sagabank.is).

SAGA INVESTMENT BANK'S BOARD OF DIRECTORS

14. Fyrirkomulag samskipta hluthafa og stjérnar
Saga Farfestingarbanki birtir frettir af starfsemi sinni a
heimasiou bankans og sendir jafnframt ut frétta-
tilkynningar ef markverdar breytingar hafa ordid &
starfsemi bankans eda ef hann hefur haft miligongu
um steerri vidskipti. A0 auki fa hluthafar bankans
reglulega send frettabreéf fra forstjora og eru par jafnan
hvattir til ad hafa beint samband vid hann ef einhverjar
spurningar vakna | huga peirra.

A adalfundum Saga er farid ftarlega yfir starfsem
bankans og ennfremur kallad il hluthafafunda ef
sérstok asteeda er til, en pad var sidast gert | desember
2009 vegna endurskipulagningar a efnahag bankans.

A heimasidu Saga eru hluthafar jafnframt hvattir til ad

senda fyrirspurnir  tl - sgornar  fyrir - miligdongu

flarfestatengils bankans, Helgu Hlinar Hakonardottur
hdl, (helga@
sagabanki.is).

framkveemdastjora  Logfreedisvios

STJORN SAGA FJARFESTINGARBANKA
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ENDORSEMENT AND STATEMENT BY THE BOARD OF DIRECTORS

AND THE CEO

To the shareholders of Saga Investment Bank hf.

Saga Investment Bank hf. (the Bank) provides corporate
advisory services, lending and capital markets services.
The Bank’s financial staternents are prepared according
to International Financial Reporting Standards (FRSs), as
adopted by the EU.

Results and equity. The Bank’s loss for the year 2010
amounted to ISK 1,777 million according to the income
statement, of which ISK 1,026 million were due to the
write-down of the Bank’s tax asset. Equity at year end
amounted to ISK 823 million according to the balance
(CAD)
amounted to ISK 938 million. Capital ratio, which is cal-

sheet. The Bank's statutory capital base
culated according to the Act on Financial Undertak-
ings, was 19.7% at year-end 2010. According to the Act,
the ratio may not e lower than 8%. The Bank’s Board
of Directors proposes that no dividend will be paid to
shareholders in the year 2011 due to the year 2010, as
there are no premises for dividend payment according
o law. Reference is made to the financial statements
for further information on the attribution of loss and

other changes in equit.

Overview of main events of the year In November
2010 the Bank changed its name from Saga Capital
Investment Bank hf. to Saga Investment Bank hf. and
relocated its Reykjavik branch from Skogarhlid 22 to the
14th floor on Hofdatorg,

During the year, the Bank acquired the company Mot
wll enhf, a specialized consultancy in reorganization,
restructuring and mergers of corporations, which
merged with the Bank's Corporate Finance division,
strengthening the Bank’s position as the leading cor-
porate advisory in lceland.

The Bank signed market making agreements with the
lcelandic Government Debt Management Agency, the
Municipality Credit Iceland (MCI) and the Icelandic
Housing Financing Fund (HFF), to issue and act as
market maker in bonds issued by the Treasury, MCI
and HFF. The Bank also held its position as the market
leader in bond underwriting for municipalities and
other public and semi-public bodies.

During the year, the Bank co-founded the FME licensed
custody and settlement company T Plus hf. with Ice-
landic Securities hf. and Stapi Pension Fund. Four
employees of the bank joined the company and the
Bank’s entire custody and settlement services were
outsourced to T Plus at year end.

The ability of the Bank’s customers to meet with their
obligations towards the Bank has still deteriorated but
provision for credit losses has decreased from the last
two years and amounted to ISK 181 million, compared to
1,072 million in 2009. Loans to customers amounted at
year-end to ISK 915 million.

Events after the reporting date. At the beginning of
the year 2011 the Board of Directors and the Manage-
ment restructured the Bank’s operations to limit its fur-
ther operating losses if economic conditions in lceland
in general do not improve. The restructuring consisted
of merging the divisions of Debt Finance and Proprie-
tary Trading, shutting down the Bank's Investment Advi-
sory, reducing the number of employees to 22, and
cutting down other operating expenses..

On February 15 the Board of Directors appointed Mr.
Hersir Sigurgeirsson, the former Managing Director of
Risk Management, as the Bank's CEO, after the former
CEO resigned his position.

In accordance with paragraph 4 of Art, 52 of the Act on
Financial Undertakings, which took effect on 1 April, Mr.
Halldor Johannsson, chairman, and Mr. Bjarni H. Hel-
gason alternate Board member, resigned from the
Board of Directors. The provision prevents employees of
a party, which is closely related to another regulated
entity, to take a seat on the Board. Mr. Johannsson and
Mr. Helgason are both employees of KEA, which has a
qualifying holding in Sparisjodur Hofohverfinga, a local
savings bank. Mr. Eggert Ami Gislason, alternate member
of the Board, took a seat on the Board of Directors in
place of Mr. Johannsson and Mr. Gunnar Por Gislason
vice chairman took over as chairman of the Board.

On 12 April 2011 the assets reported as "Assets held for
sale” on the lbalance sheet were sold for ISK 775 million.

ENDORSEMENT BY THE BOARD OF DIRECTORS AND THE CEO



Shareholders. The Bank has two shareholders, the
holding companies Saga Eignarhaldsfelag hf, which
holds 90.01% of the outstanding share capital, and
Hilda hf. which holds the remaining 9.99%. Two share-
holders held more than 10% in the two holding compa-
nies at year end, Hvarf ehf with a 1073% share and
Sundagardar hf. with 10.47%.

Opinion and endorsement by the Board of Direc-
tors and the CEO. According to the best knowledge of
the Board of Directors and the CEO, the financial state-
ments of the Bank are in accordance with International
Financial Reporting Standards (FRS) as adopted by
the EU and it is the opinion of the Board of Directors
and the CEO that the financial statements give a fair
view of the Bank's financial performance in the year
2010, assets, liabilities and its financial standing as at 31
December 2010 and changes in cash and cash equiv-
alents during the year 2010.

Furthermore, it is the opinion of the Board of Directors
and the CEO that the financial statements and the
endorsement by the Board of Directors and the CEO
include a fair overview of the development and results
in the Bank’s operation, its standing and describes the
Bank’s main risk exposure.

The Board of Directors and the CEO of Saga Capital Invest-
ment Bank hereby confirm the Bank’s financial statements
for the year 2010 by means of their signatures,

Reykjavik, 15 April 2011

The Board of Directors

Gunnar Pér Gislason, Chairman of the Board

Eggel;t*Arni Gislason
bl ffln

Gunnar Pér Gudmannsson
T

Jén Armann Guéjénsson
Pilbnclf

Svanhildur Nanna Vigfusdéttir

%MJH_U

Hersir Sigurgeirsson, CEO

fleesic Sty
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INDEPENDENT AUDITOR,S REPORT

To the Board of Directors and Shareholders of Saga
Investment Bank hf.

We have audited the accompanying financial state-
ments of Saga Investment Bank hf, which comprise
the statement of balance sheet as at December 3],
2010, statements of income, changes in equity and
cash flows for the year then ended, and notes, com-
prising a summary of significant accounting policies
and other explanatory information.

Management’s Responsibility for the Financial
Statements. Management is responsible for the prep-
aration and fair presentation of these financial state-
ments in accordance with International Financial
Reporting Standards as adopted by the EU, and for
such internal control as management determines is
necessary to enable the preparation of financial state-
ments that are free from material misstatement, whether

due to fraud or error.

Auditor’s Responsibility. Our responsibility is to
express an opinion on these financial statements
based on our audit. We conducted our audit in accor-
dance with International Standards on Auditing. Those
standards require that we comply with ethical require-
ments and plan and perform the audit to obtain rea-
sonable assurance whether the financial statements
are free from material misstaternent.

An audit involves performing procedures to obtain
audit evidence about the amounts and disclosures in
the financial statements. The procedures selected
depend on the auditor's judgment, including the
assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In
making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and
fair presentation of the financial statements in order t©
design audit procedures that are appropriate in the cir-
cumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity’s internal con-
trol. An audit also includes evaluating the appropriate-
ness of accounting principles used and the reason-

INDEPENDENT AUDITOR'S REPORT

ableness of accounting estimates made by
management, as well as evaluating the overall presen-
tation of the financial statements.

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

audit opinion.

Opinion. In our opinion, the financial statements give a
true and fair view of the financial position of Saga
Investment Bank as at December 31, 2010, and of its
financial performance and its cash flows for the year
then ended in accordance with International Financial
Reporting Standards as adopted by the EU.

Report on the Board of Directors report. Pursuant to
the legal requirement under Article 106, Paragraph 1,
ltem 5 of the Icelandic Financial Statement Act No.
3/2006, we confirm that, to the best of our knowledge,
the report of the Board of Directors accompanying the
financial statements includes the information required
by the Financial Statement Act if not disclosed else-
where in the Financial Statements.

Reykjavik, 15 April 2011
KPMG ehf.

Sigurdur Jonsson

Reynir Stefan Gylfason

g S G



INCOME STATEMENT FOR THE YEAR ENDED 31 DECEMBER 2010

Notes 2010 2009
Continuing operations
Interest income 626927 1.268.638
INTETEST EXPENISE e ressssesrsessse st ssne e [ 647.909) ( 594581)
Net interest (expenses) income . 18 20982) 674057
Fee income 381857 508.192
FEO OXDENISE e ( 79179) ( 130.129)
Net fee income 19 302683 378063
Net income (expenses) on financial assets and liabilities 20 99.81 ( 81.701)
T MO e 546 193
Total other operating income .. 100356 ( 81548 )
Net operating income 382057 970572
Salaries and salary related expenses 21- 22 486.146 437196
Other operating expenses 417.828 461813
Depreciation of property and equipment 48883 53754
Total operating expenses . 952857 952.762
(Loss) / Profit before impairment and income tax ( 570800) 17.810
Impairment loss on loans 8 ( 180.658 ) ( 1071582)
Loss before incometex ( 751458) ¢ 1053772)
Income tax ( 1025567 ) ( 962985)
Loss from continuing operation ( 1777025) ( 2016757)
Discontinued operation

Loss from discontinued operation (net of income tax) 0 ( 813975)
Loss for the year ( 1777.025) ( 2830732)

Notes on pages 59 - 90 are an integral part of these Financial statements
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BALANCE SHEET AS AT 31 DECEMBER 2010

Notes 2010 2009

Assets
Cash and cash equivalents 1222505 1559.735
Loans to financial institutions 2542 2453.336 2082068
Trading assets 26,3442 3.1568.390 3.741.769
Financial assets designated at fair value 27 149.761 570.481
Assets held for sale 2842 762648 0
Loans to customers 2942 914467 3.093.768
Intangible assets 30 34.171 35025
Property and equipment 31 12699 68.684
Deferred tax assets 32 225000 1250567
LOMENESSES e 33 154064 208741
e, TOREN SRS 9187.028 12610838

Liabilities

Trading liabilities 34 4575693 4252552
Borrowings 35 2.847.864 3940177
Subordinated loans 36 684.880 1624.463
LOtherliabiliies . 37 255803 71174
................................................................... Total liabilities 8364240 9988366

Equity
Share capital 38 2813564 7.360.955
Share premium ( 20403 ) 2.440.841
LAceumdated defict ( 1970872) [ 7179324)
....................................................................... Total equity 39 822789 c6eadre
Total liabilities and equity 9.187.028 12.610.838

Notes on pages 59 to 90 are an integral part of these Financial statements



STATEMENT OF CHANGES IN EQUITY FOR THE YEAR 2010

Share Share Other Accumulated

Notes capital premium restricted deficit Total

Changes in equity in the year 2009
Equity at 1 January 2009 9573331 1045163 59.774 ( 4500562) 6177706
Accrued cost - share options 0 0 92197 0 92197
Relinquished share options 0 0O ( 151971) 151971 ( 0)
Purchased treasury shares ( 2212376) 1395678 0 0 ( 816698)
_lossfortheyear 0 0 0 (2830732) (2830732)
Equity at 31 December 2009 7.360.955 2440841 0 ( 7179324) 2622472

Changes in equity in the year 2010

Equity at 1 January 2010 7.360.955 2440841 0 ( 7179324) 2622472
Reduction of share capital 38  (4529052) (2456925) 0 6985977 0
Purchased treasury shares (- 18339) ( 4319) 0 0 ( 22658)
Loss for the year 0 0 0O (1777025) ( 1777025)
Equity at 31 December 2010 0813564 ( 20403) 0 ( 1970372) 822789

Notes on pages 59 to 90 are an integral part of these Financial statements
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STATEMENT OF CASH FLOWS

FOR THE YEAR 2010

2010 2009
Cash flows from operating activities:
Loss from continuing operation ( 1777025) ( 2016757)
Adjustment for:
Net interest (expenses) income 20982 ( 674.057)
Dividends on financial assets designated at fair value ( 12.455) ( 2063)
Net (gain) loss on financial assets held for trading ( 234.835) 1735186
Net loss (gain) on financial assets designated at fair value 103.809 ( 1648107)
Net foreign exchange (gain) loss 43671 ( 3315)
Depreciation of property and equipment 48883 53754
Impairment loss on loans 180.658 1071582
Income tax 1025567 962985
Change in loans to financial institutions ( 371.267) ( 977123)
Change in trading assets 394663 5598826
Change in financial assets designated at fair value 655555 11.698.584
Change in loans to customers 265.051 ( 343819)
Change in other assets 82666 152924
Change in trading liabilities 323141 4188244
Change in borrowings ( 985849) (18540209)
Change in other liabilities 69.121 ( 582.755)
Interest received 540.050 1055245
Dividends received 12455 2.063
Interest paid ( 594899) ( 511560)
Net cash (used in) / from operating activites ( 210059) 1219626
Cash flow from investing activities:
Acquisition of subsidiary, net cash acquired ( 50.399) 0
Acquiisition of property and equipment ( 54.215) ( 30.084 )
Acquisition of intangible assets 0 ( 27.863)
Proceeds from sale of property and equipment 100 4500
e dmmvestmg i ( T ( 5328 )
Cash flow from financing activities:
Purchased own shares ( 22.658) 0
Net cash flows used in financing activites ( 22658) 0
Cash and cash equivalents, (decrease) increase ( 337.231) 1166179
Cash and cash equivalents at 1 January 1559.735 393557
Cash and cash equivalents atyearend 1222505 1569735

During the year 2010, loans amounting to ISK 1,044 million were used to pay up subordinated debt. Loans amounting to ISK 186 million and
financial assets designated at fair value amounting to ISK 576 million were reclassified as assets held for sale.

Notes on pages 59 to 90 are an integral part of these financial statements



NOTES TO THE FINANCIAL STATEMENTS

1. General information on Saga Investment Bank hf.
Saga Investment Bank hf. is an Icelandic limited liability
company with its headquarters at Hafnarstraeti 53,
Akureyri. The objectives of Saga Investment Bank hf.
are 1o provide its customers with services in relation t©
corporate advisory, loans and capital markets. In
November 2010 the Bank changed its name from Saga
Capital Investment Bank hf. to Saga Investment Bank hf.

2. Basis of preparation

a. Statement of compliance

The financial statements have been prepared in accor-
dance with International Financial Reporting standards
(FRSs), as adopted by the EU.

The financial statements of Saga Capital Investment
Bank hf. were approved by its Board of Directors on
15 April 2011,

b. Basis of measurement
The Bank’s financial statements have been prepared
on the historical cost basis except for:

- trading assets and liabilities, including derivatives,
which are recognised at fair value.

- financial assets designated at fair value are recog-
nised at fair value.

Note 3 (g) includes further information regarding mea-
surement of fair values.

c. Functional and presentation currency

These financial statements are prepared and pre-
sented in Icelandic kronas, which is the Bank’s func-
tional currency. All financial information presented in
Icelandic kronas has been rounded to the nearest
thousand unless otherwise stated.

d. Use of estimates and judgements

The preparation of the financial statements in conformity
with IFRSs requires management t© make judgements,
estimates and assumptions, that affect the application
of accounting policies and the reported amount of

assets and liabilities as well as income and expenses.
The estimates and underlying 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 judge-
ments about carrying amounts of assets and liabilities
that are not readily apparent from other sources. Actual
results may differ from these estimates.

Estimates and underlying assumptions are reviewed
on an ongoing basis. Revisions to accounting esti-
mates are recognised in the period in which the esti-
mates are revised and in any future periods affected.

In particular, information about significant areas of esti-
mation uncertainty and critical judgements in applying
accounting policies that have the most significant
effect on the amounts recognised in the financial state-
ments are included in note 5.

e. Changes in accounting policies

On 1 January 2010 the bank changed its accounting
methods regarding interest income and expenses
from trading assets and liabilities. Interest income from
bonds in the trading book and interest expenses of
trading liabilities are now calculated at the market yield
but were previously calculated based on the nominal
interest rates on the bonds.

Comparative figures in the income statement have
been changed to reflect the above changes. The items
affected and their amounts are as follows:

- The item "Interest income” increased by ISK 139,151
thousand.

- The item "Net income on financial assets and lia-
bilities” decreased by ISK 139,151 thousand.

This representation is deemed more appropriate than
the previous method and provides better information
about interest income and expenses of the trading
assets and liabilities.
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A few new standards, amendment t© standards and
interpretations have not taken effect by year-end 2010
and have not been applied in the preparation of the
financial statements. It is Not expected that those stan-
dards, amendments and interpretations will have sig-
nificant effect on the Bank s financial staterents when
they come into force, except for IFRS 9 Financial Instru-
ments. IFRS 9 will be applicable from the beginning of
2013 if endorsed by the EU. The potential impact of IFRS
9 on the Bank's operations has not been evaluated.

3. Significant accounting policies

The accounting policies set out below have been
applied consistently to all periods presented in these
financial statements. Certain comparative amounts
have lbeen reclassified to conform with the year's pre-
sentation. No revenues or expenses are recognised
directly in equity and the loss for the year is therefore
equal to comprehensive loss. Therefore, the Bank only
presents an income statement.

a. Foreign currencies

Transactions in foreign currencies are translated at
exchange rates at the dates of the transactions. Mone-
tary assets and liabiliies denominated in foreign curren-
Cles at the reporting date are retranslated to the functional
currency at the exchange rate at that date. Non-monetary
assets and liabilities stated at cost value in foreign curren-
cies are translated to Icelandic kronas at the transaction
date. Non-monetary assets and liabilities denominated in
foreign currencies that are measured at fair value, are
retranslated to the functional currency at the exchange
rate at the date that the fair value was determined. For-
eign currency differences arising on retranslation are
recognised in the income statement.

b. Interest income and expenses

The effective interest rate is the rate that exactly dis-
counts the estimated future cash payment and receipts
through the expected life of the financial asset or lia-
bility, or where appropriate, a shorter period, to the car-
rying amount of the financial asset or liabllity in the bal-
ance sheet. When the effective interest rate is calculated

NOTES TO THE FINANCIAL STATEMENTS

the Bank estimates cash flow considering all contrac-
tual provisions of the financial instrument but does not
allow for future credit losses. The effective interest rate
is established on initial recognition of the financial asset
and liability recognised at amortised cost value.

Interest income and expenses recognised in the
income statement consist of:

- Interest income on receivables from credit institu-
tions, based on the effective interest method and
amortised cost,

- interest income on loans to customers, based on
the effective interest method and amortised cost,

- interest expenses on borrowings and other finan-

interest

cial liabilities, lbased on the effective

method and amortised cost,

— fair value changes of trading assets and liabilities
attributable to interest income and expense,

— fair value changes in financial assets designated at
fair value attributable to interest income and expense.

When a loan bears lower interest rates than market
interest rates it is recognised at fair value upon initial
recognition. Fair value is calculated as the present
value of future payments, using market interest rate at
the date of origination. The difference between the
nominal amount of the loan and fair value is recog-
nised in the income statement. Sulbsequently interest
expense is calculated applying the interest rate used in
determining the fair value.

c. Fee income and expenses

The Bank provides its customers with various services
in exchange for fees. Among this income is income
due t© contracts made on behalf of customers, fee
income due to securities and bond transactions, in
addition to other income. Fee income is recognised in
the income statement when the service is provided.
Fees for performance based services are recognised
when premises for the performance are met with.



Fee expenses are mainly payments due to service
acquired by the Bank. They are expensed when the
service is received.

d. Net income (expenses) on financial assets

and liabilities

Net income (expenses) on financial assets and liabilities
include net income and expenses on trading assets
and liabllities as well as on financial assets designated at
fair value, and comprise of dividend income and foreign
exchange difference, and all realised and unrealised fair
value changes, except for fair value changes attributable
to interest income and expense. Interest income and
expenses on trading assets, trading liabilities and finan-
cial assets designated at fair value are recognised
among interest income and expenses.

e. Employee benefits

The Bank pays a contribution to pension funds due t©
the Bank's employees and the obligation is recognised
in the income statement as salary related expenses as
they are incurred.

f.
Income tax comprises current and deferred tax. Income

Income tax

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 year, using tax rates enacted or sulb-
stantively enacted at the reporting date, and any adjust-
ment to tax payable in respect of previous years.

A deferred tax asset is calculated and recognised in
the financial statements. The calculation is based on
the difference between balance sheet items according
to the tax return on the one hand, and the financial
statements on the other, taken into account carry for-
ward tax losses. Difference of balance sheet items, as
thus stated, is due to the fact that income tax assess-
ment is based on different premises than the Bank’s
financial statements and is in main respect a tempo-

rary difference lbetween the recognition of income and
expenses in the tax return on the one hand, and in the
financial staterment on the other.

A deferred tax asset is recognised only to the extent
that it is probable that future taxable profits will be avail-
able against which the asset can be utlised. Deferred
tax assets are reviewed at each reporting date and are
reduced to the extent that it is no longer probable that
the related tax benefit will be realised.

g. Financial assets and liabilities
() Recognition and derecognition of financial
assets and liabilities
Purchase and sale of financial assets are recog-
nised on the date of transaction. They are recog-
nised at the date that the Bank enters into an obliga-
tion to purchase or sell the asset, except for loans
and receivables, which are recognised when funds
are transferred to the borrower.

Financial assets are derecognised when the right to
receive cash flow from the asset no longer exists or
when the Bank has transferred considerably all risks
and rewards from the ownership.

A Financial liability is recognised when the Bank
becomes a part of the contractual terms of an instru-
ment. A financial liability is derecognised when the
Bank’s obligation is settled by payment, the creditor
has renounced the claim or the liability lapses.

The Bank makes transactions where recognised
assets in the balance sheet are transferred but the
risk and reward are retained in part or in full. If all or
nearly all risk and reward are retained the recogni-
tion of the asset in the balance sheet continues.
Transfer of assets where nearly all risk and reward
are retained consists for example in securities
lending and repurchases. The rights and obligations
retained in the transfer are recognised separately as
assets and liabilities as appropriate. In transfer where
control over the asset Is retianed, the Bank con-
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tinues to recognise the asset to the extent of its con-
tinuing involvernent, determined by the extent to
which it is exposed to changes in the value of the
transferred asset.

In certain transactions the Bank retains its right to
provide services to transferred assets in exchange
for fees. The recognition of an asset is discontinued
in full if it meets with all the relevant requirements
thereon. An asset or a liability is recognised as for
what relates to service rights depending on whether
the service fee is sufficiently high in order to cover
the cost due to the service (asset) or whether it is too
low so that it will not be able to cover the cost of the
service (liability).

(ii) Classification
See note 3 (), () (), (), (k) and ().

(iii) Off-setting

Financial assets and liabilities are set off and the net
amount is recognised in the balance sheet when a
legal right to set-off exists and the Bank intends to
settle on a net basis.

Income and expenses are presented on a net basis
only when permitted by the accounting standards,
or for gains and losses arising from a group of sim-
ilar transactions such as in trading activities.

(iv) Amortised cost measurement of financial
assets and 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, deducting principal
repayments, considering cumulative discount or pre-
mium using the effective interest method. Premium
and discounting is the difference between the initial
recognition of the relevant financial instrument on the
one hand and the nominal amount on the other. In
calculating the amortised cost of financial assets
impairment loss is also taken into account, if any.

NOTES TO THE FINANCIAL STATEMENTS

(v) Fair value measurement

Fair value of financial assets and liabilities listed in an
active market is the same as thelr listed value. Valu-
ation methods are applied to other financial instru-
ments in the calculation of their fair value. A financial
asset or a financial liability is considered to be listed
in an active market if official price is available from a
stock exchange or other independent party and if
the price reflects real and regular market transac-
tions between unrelated parties.

Fair value of financial instruments not listed in an
active market is determined by using valuation
methods reviewed on a regular basis. All valuation
models used shall be approved and tested to
ensure that the results reflect the data used.

Valuation methods can consist in the use of
prices in recent transactions between unrelated
parties, use of the value of other financial instru-
ments comparable to the instrument in gquestion
or the discounted cash flow or other valuation
models. When applying valuation methods all
factors are used that market parties would use in
a valuation and the methods are in accordance
with generally accepted methods for the valua-
tion of financial instruments. The Bank verifies on
a regular basis its valuation methods and makes
tests thereon by using prices obtained from
active markets with the same instrument, without
adjustments or changes, or that are based on
market information.

Financial instruments are recognised at fair value
upon initial recognition. Market prices are consid-
ered to be the best indication of fair value, even
though fair value according to valuation models is
different from market values. If there is a difference
between the fair value due to a valuation method it
is recognised in the income staterment based on
the premises at each time and no later than when
market information becomes observable.



(vi) Impairment of financial assets

The carrying amount of the Bank’s financial assets,
other than trading assets and financial assets desig-
nated at fair value, is reviewed at each reporting date
to determine whether there is any indication of
impairment. If any such indication exists, the asset's
recoverable amount is estimated.

An impairment Is recognised in the income state-
ment whenever the carrying amount of an asset or its
cash-generating unit exceeds its recoverable amount.

Two methods are used to calculate impairment
losses, one based on an assessment of individual
loans and the other based on a collective assess-
ment. Losses expected as a result of future events,
no matter how likely, are not recognised.

Objective evidence of impairment includes informa-
tion about the following events and conditions:

significant financial difficulty of the borrower;

a breach of contract, such as a default on instal-

ments or on interest or principal payments;

the lbank grants the borrower, due to legal rea-

sons or reasons related to business and related

to the borrower’s financial difficulty, a concession

in form of refinancing, which the Bank would oth-

erwise not consider;

it is likely that the borrower will be bankrupt or will

undergo a financial recrganisation;

active market is no longer available for the rele-

vant financial asset due to financial difficulty; or

Observable indicators indicating measurable

decrease in the estimated future cash flow from

a loan group from the initial recognition of the

assets, though a decrease can not yet be identi-

fied on single assets in the group, including:

- unfavourable changes in the borrower’s or the
group’s payment standing; or

—general macro-economical or local econom
ical reasons related to assets in the group.

Individually assessed loans

Impairment losses on individually assessed loans are
determined by an evaluation of the exposures on a
case-by-case basis. The Bank assesses at each
reporting date whether there is any objective evidence
that individual loans are impaired. This method is
applied to all individually significant loans. The assess-
ment takes into account:

- the Bank’s overall risk towards the customer;

- amounts and timing of estimated payments and
redemptions;

- likely payments to the Bank upon liquidation or
bankruptcy;

- how complex it is to determine the total amounts
and assessment of all receivables from borrowers
and the extent of legal and insurance related
uncertainty at hand;

- sales value of collaterals (factors mitigating credit
risk) and probability of redemption; and

- probable reduction of cost upon collection of out-
standing amounts.

Impairment losses are measured as the difference
between the carrying amount of loans and receivables
and the present value of estimated cash flows dis-
counted at the assets” original effective interest rate.
When a loan has variable interests the discount rate
used is the same and the current effective interests of
the loan. Losses are recognised in an allowance
account, which will be entered to the reduction of their
carrying amount.

Collectively assessed loans

Where loans have been individually assessed and
no evidence of loss has been identified, these loans
are grouped together on the basis of similar credit
risk characteristics for the purpose of calculating a
collective impairment loss. This loss covers loans
that have been impaired at the reporting date but
which will not be individually identified as such until
sometime in the future.
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The collective impairment loss is determined after
taking into account:

- future cash flows in a group of loans evaluated for
impairment are estimated on the basis of the con-
tractual cash flows of the assets;

- historical loss experience in portfolios of similar
risk characteristics (for example, by industry sector,
loan grade or product);

- the estimated period between a loss occurring
and that loss being identified and evidenced by
the establishment of an allowance against the
loss on an individual loan;

- management’s experienced judgement as to
whether the current economic and credit condi-
tions are such that the actual level of inherent
losses is likely to be greater or less than that sug-
gested by historical experience.

Estimates of changes in future cash flows for groups of
assets are consistent with changes in observable data
from period to period, for example changes in property
prices, payment status, or other factors indicative of
changes in the probability of losses on the group and
their magnitude. The methodology and assumptions
used for estimating future cash flows are reviewed reg-
ularly by the Bank to minimise any differences lbetween
loss estimates and actual losses.

Write-off
Loans are written-off, partially or in full, when there is no
realistic probability that they will be redeemed.

Reversal of impairment

If, in a subsequent period, the amount of an impair-
ment loss decreases and the decrease can be related
objectively to an event occurring after the impairment
was recognised, the previously recognised impairment
loss is recognised in the income staterment.

Calculation of the recoverable amount

The recoverable amount of the Bank’s investments in
financial assets recognised at amortised cost value
are calculated as the present value of the estimated
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discounted future cash flow, based on the original
effective interest method.

The recoverable amount of other assets is the higher
of the net fair value or their value in use. When the
recoverable amount is assessed, the estimated future
cash flow is discounted based on the pre-tax discount
rate, which reflects current market conditions and the
risk inherent with the asset. For an asset not generating
much independent cash flow the recoverable amount
is estimated for the cash generating unit ©© which the
asset appertains.

h. Cash and equivalents

Cash and cash equivalents include cash, demand
deposits in the Central Bank and repayable on demand
receivables from credit institutions

Cash and cash equivalents in the balance sheet are
recognised with accrued interests.

i. Loans and receivables from credit institutions
Loans and receivables from credit institutions consist
of restricted deposits with the Central Bank and other
credit institutions. Recelvables from the Central Bank
and credit institutions in operation are recognised in
the balance sheet with accrued interests.

i. Trading assets

Trading assets are mainly acquired in order to make
profit on short term value changes or on broker fees,
Trading assets consist of bonds, shares and deriva-
tives with positive fair value.

Trading assets are measured at fair value. Realised
and unrealised profit and loss on those assets are
recognised in the income statement. Fair value
changes are recognised on the one hand in net
interest income and expenses (interest factor of
fair value changes) and on the other, among net
income and expenses on financial assets and lia-
bilities (fair value changes due to other factors).
Interest and dividend income on those assets are



recognised in interest income and dividends in
the income statement. Trading assets are not
reclassified after initial classification.

Derivatives are financial instruments or other contracts,
whose values are based on changes in underlying fac-
tors (such as price of securities, goods or bonds,
indices, currencies or interest rates), and require no or
insubstantial inftial investments compared t© other
comparable contracts with comparable connection to
changes in market factors and that are settled at a
determined time in the future.

The Bank uses derivatives in order t© gain on short
term price changes and to hedge against financial risk.

j. Trading liabilities
Trading liabilites consist of derivatives with negative fair
value, shortsellings and securities loans related t©
shares and bonds.

k. Financial assets designated at fair value

The Bank designates certain financial assets upon ini-
tial recognition as financial assets at fair value, where
fair value changes are recognised in the income state-
ment, when such classification includes more appro-
priate information due to the following:

- the classffication eliminates or significantly
reduces accounting mismatch in measurement
or recognition, which could arise when assets or
liabilities are measured or profit or loss thereon is
recognised in a different way; or

- financial assets and/or financial liabilities are man-
aged and return thereon is measured on a fair
value basis according to the Bank’s risk manage-
ment and investment policy and information to key

management is provided in this way.

l. Loans

Loans mainly consist of non-derivative financial instru-
ments with fixed or determinable payments that are not
listed in an active market, except for those instruments

that the Bank designates and recognises at fair value.
Loans consist of loans granted solely by the Bank, or
together with other credit institutions, to customers,
and purchased unlisted loans that the Bank does not
intend to sell in the nearest future.

Loans are initially stated at fair value, which is the loan
amount in addition to all transaction cost. Loans are
then measured at amortised cost value, which is cal-
culated based on the effective interest method.
Accrued interests are recognised as part of the car-

rying amount of loans.

m. Sales and repurchase agreement

Sales and repurchase agreements are contracts on
sale and repurchase of securities on the condition
that the securities are repurchased at a pre-estab-
lished date and price. Purchase and resale agree-
ments are contracts on the purchase and resale of
securities on the condition that the securities are
resold at a pre-established date and price. Initially
received cash in addition to accrued interests is
recognised in the balance sheet as deposit with
financial institutions and the Central Bank. Initially
paid cash in addition to accrued interests Is recog-
nised as receivable from credit institutions. Accrued
interests are recognised as interest income over the
useful life of each contract.

According to sales and repurchase agreements, con-
trol over securities remains with the Bank during the
contractual term and the securities are continually
recognised in the balance sheet,

n. Lease agreements

The Bank classifies lease agreement based on whether
the risk and rewards inherent with the ownership of the
leased asset are transferred to the Bank or not. A finance
lease is a lease contract where risk and rewards inherent
with the assets are materially transferred over to the
lessee. An operating lease contract is any lease not con-
sidered to be a finance lease contract.
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Lease payments according to an operating lease where
the Bank is the lessee are expensed on a straight-line
basis over the contractual term of the lease agreement.

o. Intangible assets

Intangible assets, other than goodwill, are recognised
at cost less impairment and amortisation. Subse-
quently incurred cost due to intangible assets is capi-
talised if it increases the value of the asset. All other
cost is expensed in the income statement when
incurred. Amortisation is recognised on a straight-line
pasis in the income statement based on the estimated
useful life of intangible assets. Intangible assets are
amortised from the time that they are taken into use.
Software is amortised over a three year period.

6. Property and equipment

ltems of property and equipment are capitalised at
cost less accumulated depreciation and impairment
losses. Subsequently incurred cost due to renewal of
single items of property and equipment is capitalised
as property and equipment, if it is likely that future eco-
nomic benefits embodied within the item will go to the
Bank and the cost can be assessed reliably. All other
cost s expensed in the income statement when
incurred. Depreciation is recognised on a straight-line
basis in the income statement based on the useful life
of single items of property and equipment. Estimated
useful lives are specified as follows:

FUMMISNINGS s 5 years
TOOIS aNd EQUIDMENT . 3years
VERNICIES i 5 years

Residual value is remeasured on an annual basis.

p. Impairment loss on other assets than financial assets
In addition to impairment loss on financial assets (see
note 3(g)vi), an evaluation is made at each reporting
date on whether the Bank’s assets, other than deferred
tax asset, have incurred impairment loss. If any such
indication exists the recoverable amount of the relevant
asset is evaluated. The recoverable amount of the
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asset is the higher of its value in use or the fair value
taking into account sales cost. In evaluating the value in
use the estimated cash flow discounted on pre-tax dis-
count rate is used, which reflects the market value of
money and the risk factors inherent with the asset.

Impairment loss recognised in prior periods is mea-
sured at each reporting date o assess whether the
impairment loss has increased or whether the impair-
ment is no longer detected. Impairment loss is reversed
if there is change in estimates used in determining the
recoverable amount and they indicate that impairment
is no longer detected. Impairment loss is only reversed
o the extent that the carrying amount of the asset after
impairment reversal does not exceed the carrying
amount, taking into account depreciation, as if no
impairment had been detected.

g. Borrowings

The Bank’s borrowings are mainly from financial institu-
tions. Borrowings are initially recognised at fair value less
transaction cost. Borrowings are then measured at the
amortised cost value based on the effective interest
rates. Accrued interests are recognised as a part of the
carrying amount of borrowings. When a loan bears
lower interest rates than market interest rates it s recog-
nised at fair value upon initial recognition. Fair value is
calculated as the present value of future payments,
using market interest rate at the date of origination. The
difference between the nominal amount of the loan and
fair value is recognised in the income statement. Subse-
quent interest expense is calculated applying the
interest rate used in determining the fair value,

r. Other assets and liabilities
Other assets and liabilities are stated at cost value.

s. Financial guarantees

Financial guarantees are contracts that require the
Bank to repay a specific amount to the guarantee
holder due to a loss that it incurs when a debtor can
not meet with its obligation on due date in accordance
with the terms of a debt instrument.



Liabilities due to financial guarantees are initially recog-
nised at fair value and the fair value is recognised in the
income staterment over the estimated term of the con-
tract. The contract is then recognised at the higher of
the initial fair value, taking into account fee income
recognised, or the present value of estimated pay-
ments when the payment due to a guarantee is con-
sidered t© be likely. Financial guarantees are recog-
nised in the bbalance sheet among other liabilities.

t. Equity
(i) Treasury shares
Share capital acquired from a shareholder (treasury
shares), including transaction cost is recognised as a
reduction in equity. Profit and loss arising due to sale,
purchase, issue and write down of own shares is not
recognised in the income statement but in equity.

(i) Accumulated deficit
Loss of the year is recognised in accumulated deficit

(iii) Dividends

Dividends on share capital are recognised as a
reduction in equity in the period they are approved
in an Annual General Meeting.

4. Going concern

Management has evaluated the Bank’s ability to con-
tinue as a going concemn. It is the opinion of the man-
agement that the Bank’s going concern is established
for the foreseeable future. Management is not aware of
any significant uncertainty that might affect the afore-
mentioned evaluation. Therefore, the financial state-
ments are presented based on the premises that the
Bank will be able to continue as a going concern.

5. Use of estimates and judgements

The preparation of the financial statements in confor-
mity with IFRSs requires management to make judge-
ments, estimates and assumptions that affect the
application of accounting policies and the reported
amounts of assets, liabilities, income and expenses.
Actual results may differ from these estimates.

6. Risk management

The Bank faces various types of risks related to its daily
operation. Management devotes a significant portion
of its time to the management of these risks. The main-
stays of effective risk management are the identifica-
tion of significant risk, the quantification of the risk
exposure, actions to limit risk and the constant moni-
toring of risk. The most significant of these risks are
discussed below. The core risks are credit risk, liquidity
risk and market risk. Market risk consists of currency
risk, interest risk and price risk.

The role of the Bank's risk management is on the one
hand to measure and monitor risk exposure in the
Bank’s operation, and on the other, to manage that risk.
The former role consists mainly in implementing and
developing methods to assess any type of risk, and to
have broad access to all important information for risk
evaluation and review. The latter consists among other
things in lbenchmarking certain risk factors in accor-
dance with the policy of the Board of Directors, and in
Risk
management handles reports and submits information

assigning risk management to other divisions.

and reports to the Icelandic Financial Supervisory
Authority, the Icelandic Central Bank, the Board of
Directors and the administration as well as supervising
information safety in the Bank’s operation.

The Bank has various monitoring mechanisms and
warning systems, aimed at identifying any type of risk at
initial level. Risk management and financial management
reviews the Bank’s liquidity and currency balance on a
daily basis. The Bank's market risk is carefully monitored
each time. A system is used that immediately detects
when risk benchmarks have been exceeded. Further
more, profit or loss on any of the Bank’s listed financial
instrument is monitored on a dally basis. Risk manage-
ment and the credit division review default on loans and
collaterals for securities lending no less than once a
week, and risk management and the division of market
transactions review collaterals for swaps on a daily basis.
In addition, risk management reviews on a weekly basis
operating occurrences detected in the past week.
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The Bank'’s risk policy

Many risk factors can affect the Bank's operation. The
Bank's Board of Directors sets with the Bank's risk
policy a benchmark for acceptable risk limits in daily
operation regarding risk factors that could affect
income and equity, and the Bank’s will to take risk in
The CEO and the Man-
aging Director of risk management follow the Board of

respect of estimated profit.

Directors’ decision on the Bank’s benchmarks for risk
and risk policy. Furthermore, it is the role of the Bank’s
internal auditor t© monitor the operation in order to
ensure compliance with rules in accordance with the
Bank’s Board of Directors’ Articles of Association.

Market risk is the largest single risk factor in the Bank’s
operation. A market risk committee, consisting of the
CEO, the Managing Director of risk management and
Managing Director of treasury, follows benchmarks set
by the Board regarding market risk.

Credit risk is a considerable risk factor in the Bank's
operation and consists mainly in credit risk due t©
loans to customers.  The Bank’'s Board of Directors
establishes credit policies which set the aim and
acceptable limits for credit risk. A loan committee,
which consists of CEQ, Managing Directors of risk
management and legal division and Managing Director
of the loan department, makes decisions on all of the
Bank's loans and executes with the Board of Directors’
policy. For each of the Bank’s credit, whether in lending
transactions or derivative transactions, the Bank per-
forms a risk assessment and gives the credit a credit
rating, which is used in the risk assessment. Credit rat-
ings are reviewed two times a year for the Bank's
largest customers.

Risk management process and risk control

a. Contracts including credit risk

Credit risk is the risk of a counterparty not fulfiling its
obligation towards the Bank. The Bank’s main credit risk
arises in relation o loan granting. The maximum amount
of credit risk in this respect is stated in the book value of
assets in the balance sheet. Credit risk consists in the
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Bank’s various other financial assets, such as derivative
agreements and market bonds and current credit risk is
reflected in the book value of those assets in the bal-
ance sheet. In addition to the aforementioned credlit risk,
the Bank also faces credit risk due to off-balance sheet
ftems such as guarantees granted

Loans: In order to maintain and improve the quality of
the Bank's loan portfolio it is important to continually
monitor the current loan portfolio and review all loan
applications thoroughly where those that do not fulfill
requirements for loan granting are immediately
rejected. It is the Bank’s policy that interests on granted
loans reflect both the related risk and cost. This means
that an in-depth assessment of single customers, their
financial standing and guarantees makes the prem-
ises for loan granting. A special credit rating system,
which takes into account the customers' financial
standing and collaterals, is used by the Bank and each
prospective debtor is evaluated with that system before

loan granting is approved.

Derivatives: The Bank enters into derivative agree-
ments with its customers including forward agree-
ments, swaps, options and other comparable agree-
ments, where value is subject to interest rate, foreign
exchange rate, price of shares or price indices. The
Bank monitors derivatives with open balances and suf-
ficient collaterals at all imes. Collaterals vary depending
on the customer and the type of instrument. In general,
collaterals are required in order to meet possible loss
resulting from an agreement. Acceptable collaterals for
derivatives are assets redeemable on a short notice,
such as cash or market shares. If the balance of a
derivatives goes below a certain limit further collaterals
are required. Counterparties in derivatives agreements
are evaluated using the Bank’s credit rating system in
the same way as debtors.

b. Loan processing and authorisations

The Bank’s loan committee reviews and decides on
all loan issues except when the risk of a single loan
exceeds 10% of the Bank'’s equity, in which case the



approval of the Board of Directors is needed. Credit
policies approved by the Bank’s Board of Directors
include limits on employees’ credit authorisations
and limits on risk towards different counterparties.
The Bank’s legal department supervises all loan
documentation. According to Article 30 of law no.
161/2002, no single risk obligation or liability due to
related parties may exceed 25% of a financial com-
pany’s equity as defined in the law. A statement
including all obligations amounting to 10% or more of
equity is submitted to the Financial Supervisory
Authority every three months. According to provi-
sions of Hilda's loan agreement with Eignasafn
Sedlabanka [slands, no single risk obligation shall
exceed 20% of the Bank's CAD equity.

c. Credit risk monitoring

Risk management department monitors credit risk.
The department handles numerical analysis of the
loan portfolio, assesses estimated loss, probable
risk inherent with the loan portfolio and systemati-
cally monitors defaults. The results are presented to
the management with emphasis on possible risk
within the loan portfolio in terms of credit risk, risk in
single sectors and countries. The Bank’s loan pro-
cess Is continually being reviewed in terms of data
collecting, loan authorisations, loan applications,
document preparation, assessment and registration
of collaterals.

Loan impairment

Contribution due to loss on loans is recognised
when there is certain indication that the Bank will not
be able t© redeem the entire amount receivable, for
example loans, obligations, guarantees eftc,
according to initial contractual provisions or compa-
rable provisions. Allowance for impairment due to
loss on loans is reduced by the carrying amount of
loans in the balance sheet but allowance for impair-
ment due to off balance sheet items, such as due to
obligations and guarantees is recognised among
other liabilities. Contribution to the allowance account

is entered as impairment loss on loans. The allow-

ance account for loans is assessed, mainly in rela-
tion to single counterparties or a group of counter-
parties according to the following rules:

a. Individually assessed impairment

A receivable is considered to be impaired when there
is clear indication that the Bank will not be able to col-
lect the entire receivable according to initial contractual
provisions. Credit risk is assessed on the basis of the
standing of the borrower, his overall financial standing,
assets and payment history, possibility of financial sup-
port by financially responsible guarantors and sales
value of insurances, where applicable.

Estimated recoverable amount is the current value of
estimated cash flow from the loan, calculated by using
initial interests of the loan. Impairment is the difference
between the carrying amount and estimated recover-
able amount. Upon impairment loss interest income,
on the basis of initial terms of the receivable, is no
longer recognised but the increase in the current value
of impaired receivables from previous periods is recog-
nised among interest income.

Impaired loans are reviewed and assessed at least
every three months. All subsequent changes in
amounts and timing of estimated cash flow com-
pared to previous assessments, which lead to
changes in the allowance account are expensed as

impairment loss on loans.

Impairment is only reversed when loan quality has
improved sufficiently in order to give reason that the
principal and interests in accordance with initial con-
tractual provisions of the loans can be redeemed in
time. Final write-offs are made when a receivable, in
part or in full, is considered to be unredeemable. Final
write-offs are recognised as reduction in the total
value of the receivable against the allowance account
or as impairment loss on loans in the income state-
ment. Repayments of previously impaired receivables
are recognised as reduction in expensed impairment
loss on loans.
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b. Collective impairment loss

All loans not recognised in a specific allowance for
impairment losses are grouped in a uniform loan port-
folio and impairment losses are assessed on the entire
loan portfolio. Alowance due to overall assessment of
impairment losses is entered as impairment losses on
loans in the income statement and to the reduction of
loan balance. As impairment is not recognised for
each individual loan, interest is calculated on all loans
according to contractual provisions.

All loans where there are no impairment losses with the
counterparty are grouped in an economic uniform loan
portfolio, and impairment is tested on loans within the
group. Impairment due to overall assessment of impair-
ment losses is entered as expenses due to loss on
loan and leads to a counter recording on the loan bal-
ance. As allowance is not entered for each individual
loan, interest is calculated on all loans according t©
contractual provisions.
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7. Highest probable credit risk 2010 2009
The Bank’s highest probable credit risk is specified as follows:

Cash and cash equivalents 1222505 1.5659.735
Receivable from financial institutions 2453.336 2.082.068

Trading assets:

Government bonds 2.020.741 1.049.086
Housing bonds 977497 2433196
Bank notes 0 229.863

Financial assets designated at fair value:
Corporate bonds 50.000 100.000

Assets held for sale:

Loans to customers 186.435 0
Loans to customers 914467 3.093.768
OEICTESSEES | ieeeiasetsreese e easeessssmsa e AR bR e S
Total 7952680 10.735.125

Credit risk related to off-balance sheet items:
Guarantees 0 1150.000

Total 7952680 11.885.125

8. Allowance for impairment

Changes in the allowance for impairment on loan Specific Collective
accounts are specified as follows: allowance allowance Total
2010
Allowance for impairment on loans at the beginning of the year 2490558 9721 2500278
Impairment loss on loans during the year 171658 9.000 180.658
Written - off on loans ( 1353163) 0O ( 1353163)
Foreign exchange difference 178.709 0 178.709
2009
Allowance for impairment on loans at the beginning of the year 1.836.532 88.678 1925.210
Impairment loss on loans during the year 1150.539 ( 78958) 1071581
Written- off on loans ( 389156) 0 ( 389156)
Guarantees paid ( 282513) 0 ( 282513)
Foreign exchange difference 175166 0 175166
Allowance for impairment on loans at year end 2490558 9721 2500.278

Impaired loans and individually assessed allowance for impairment are specified as follows by customers:
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2010
Customers:

Real estate companies

Holding companies
Individuals

2009
Customers:
Industry

Real estate companies

Holding companies
Individuals

The Bank's credit risk is specified as follows in terms of impairment losses:

31 December 2010
Cash and cash equivalents
Loans to financial institutions

Loans to customers
Assets held for sale
Other assets

31 December 2009
Cash and cash equivalents
Loans to financial institutions

Loans to customers
Other assets

The carrying amount of loans in default but not impaired:

Past due up to 30 days

Past due 31-90 days
Past due 91-180 days

Past due 181 - 365 days

Specific
Gross  allowance for Carrying
amount Impairment amount
263.021 263.021 0
1079.299 1.064.550 14.749
276.802 160,192 116.610
1619122 1487763 131.359
275063 275063 0
263.214 263.214 0
2.383.930 1767764 616.166
280195 184.517 95678
3202403 2490.558 711.844
Neither pastdue Past due but Individually Gross Allowance for Carrying
nor impaired not impaired impaired amount impairment amount
1222505 0 0 1.222.505 0 1222505
2418571 34.765 0 2453.336 0 2453.336
648.969 152859 1619122 2420950 1506483 914.467
186.435 0 0 186435 0 186.435
147.355 60699 0 154.054 0 154.054
4.623.835 194.323 1619122 6.437.280 1506483 4.930.796
1.559.735 0 0 1.559.735 0 1559.735
2047304 34.765 0 2082068 0 2082068
2210149 171775 3202403 5.684.326 2490558 3.093.768
208.741 0 0 208.741 0 208.741
6.025.929 206540 3202403 9.434.871 2490558 6.944.312
2010 2009
0 16178
3436 0
12300 8.326
137123 147271
152859 171775

These are loans where contractual interest and principal payments are in default but the Bank’'s management

believe that impairment has not been incurred due to collaterals for the loans or the borrowers’ ability to pay and

based on at which level the loan is in the collection process.

The total amount in default for loans that are not impaired at year end 2010 amounted to ISK 32 million. (2009: ISK 23 million)
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9. Liquidity risk control and management

Liguidity risk is the risk of the Bank not being able t© meet its financial obligations as they fall due. The Bank’s
approach to managing liquidity is to ensure, as far as possible, that it will always have sufficient liquidity to meet its
liabilites when due. The Bank must have sufficient liquidity in order to be able to meet both its foreseeable and
unforeseeable payment obligations. The Bank has set rules regarding liquidity and financing in order to ensure and
maintain flexibility. The rules consist among other things in access to credit lines, loan faciliies and financial assets,
which easily and quickly can be liquidated, such as treasury bills and treasury bonds.

Furthermore, liquidity risk is monitored with reports on liquidity ratio, which are sent on a monthly basis to the Central
Bank of Iceland.

The liquidity ratio shows the proportion between assets and liabilities depending on their due date. In order to deter-
mine the liquidity base the Central Bank of Iceland assesses single asset groups so the ratio is prudently assessed.

The Bank’s undiscounted financial assets and liabilities are specified as follows by maturity at year end:

0-3 3-12 1-5 Over 5

2010 Due months months years years Total
Financial assets

Cash and cash equivalents 0 1222505 0 0 0 1222505

Loans to financial institutions 34.765 2418571 0 0 0 2.453.336

Trading assets 0 31568.390 0 0 0 3158.390

Financial assets at fair value 0 0 0 0 149.761 149.761

Assets held for sale 0 0 762648 0 0 762648

Loans to customers 69.954 265,786 42485 440,382 95.860 914467
...Other financial assets 6699 561l 0 0 0 122810
Total financial assets m.418 7180.863 805132 440.382 245621 8783415
Financial liabilities

Trading liabilities 0 4575693 0 0 0 4575693

Borrowings 0 1451425 1396439 0 0 2847864

Subordinated loans 0 0 0 684.880 0 684.880
_...Other financial liabilities 0 161120 0 0 0 161120
Total liabilities 0 _6i88238 1396439 _ 684880 0 8269566
Net financial assets and liabilities m.418 992625 ( 591.307) ( 244497) 245621 513.859
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0-3 3-12 1-5 Over 5

2009 Due months months years years Total
Financial assets

Cash and cash equivalents 0 1559735 0 0 0 1559735

Loans to financial institutions 34.765 2047303 0 0 0 2,082,068

Trading assets 0 3.741.769 0 0 0 3.741.769

Financial assets at fair value 0 0 0 0 570481 570481

Loans to customers 168.908 486.830 472659 1769678 195,693 3093768
...Other financial assets 0 __ 182408 0 0 0 __ 182403
Total financial assets 203673 8018040 472659 1769678 766174 11.230.224
Financial liabilities

Trading liabilities 0 4252552 0 0 0 4252552

Borrowings 0 3717829 222.348 0 0 3940.177

Subordinated loans 0 0 0 0 1624.463 1624.463
....Other financial liabilities 0 __ 80358 0 0 0 __ 80358
Total liabilities O 8050739 222348 O 1624463 9897560
Net financial assets and liabilities 203673 ( 32699) 250.311 1769678 ( 858289) 1332673

The remaining balance analysis shows undiscounted payments based on the first period the relevant financial assets
and liabilities could be redeemed (financial assets) or be paid (financial liabilites). The estimated cash flow of those
assets and liabilities is considerably different from what is stated therein, it is for example not taken into account that
on demand loans from financial institutions will be paid in full in the period stated in the previous analysis.

10. Market risk control and management

The Bank's risk management monitors closely the Bank's market risk and ensures that limits set by the Board are
not exceeded. Market risk is managed by setting limits on assessments and risk benchmarks, which are then moni-
tored by the risk management on a dally basis. Risk due to large investments and investments in ill-liquid assets,
such as unlisted securities and stocks with low turnover is specifically monitored. Furthermore stricter requirements
are made to data collecting and value assessments of such investments. The market risk committee reviews on a
regular basis the Bank's market risk and takes action when necessary.

11. Interest rate risk

The Bank’s operation faces risk due to interest rate fluctuations to the extent that interest bearing assets (including
investrments) and interest bearing liabilities have different maturity and are recalculated at different points of time or
at different amounts. As for variable interest rates of assets and liabilities, the Bank is also at risk due to fluctuations
of various variable interest benchmarks, such as interest on deposits and LIBOR-interests and other different types
of interests. Risk management also optimises net interest income, provided that market interests are in accordance
with the Bank’s business policies.

The chart shows interest rate risk, ie. interest sensitivity based on 100 basis points change in interests, where profit
or loss is recognised over the useful live of an open risk, by currency and maturity. The chart only shows net differ-
ence between loans and financing in each period. An insubstantial part of loans has fixed interests, or between |
and 2% of the Bank’s loan portfolio,
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Sensitivity analysis of effects of interest rate changes in net interest income 100 bp 100 bp
compared to equal interest rate shift of 1 percent (100 basis points): equal equal
increase decrease

2010
YA BN e 10587 ( 10.587)
Average balance during the YEar ..........vviiiiiiiiiiin e 17628 ( 17628 )
Highest balance during the YEar ..........ueeiiiiiii e 22826 ( 22.826)
Lowest balance during the YEar ........coouuiiiiiiiinii e 10587 ( 10.587)

2009
YA BN e 22465 ( 22465)
Average balance during the YEaI .........oviiiiiiei e 32889 ( 32.889)
Highest balance during the Year ........cueviiiiiiiiiiii e 43497 ( 43497 )
Lowest balance during the YEar .........i v 21212 ( 21212)

12. Indexation risk

The balance of the amount of indexed and unindexed assets and liabllities is systematically managed. It shall be
taken into account that indexed assets are in general higher than indexed liabilities. Indexation balance is calcu-
lated on a monthly basis, ie. the proportion between the difference of indexed assets and liabilities on the one hand,
and equity on the other.

2010 2009

Indexed assets 1087125 3171949
Lodndexed altes e S i
Total indexation exposure 388324 1547486

13. Price risk
Price risk is the risk of changes in market prices. The Bank’s balances in shares and bonds are most sensitive t©
such changes. Price risk management is separated from currency risk.

14. Currency risk
Currency risk is the risk of losses due to unfavourable movements in foreign currencies. The Bank’s open currency
balance for each currency is monitored. The Bank aims at limiting currency risk and monitors it in respect of the

Bank’s total equity.

Breakdown of financial assets and liabilities by currencies at year end 2010:
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Other
2010 CHF EUR UsD NOK currencies
Financial assets
Cash and cash equivalents 4 66 20.353 17721 14935
Financial assets at fair value 0 0 0 0 37287
Assets held for sale 56.383 0 0 706.265 0
.Loanstocustomers 216376 67:39 0 0 186923
Totalassets 272763 67462 20363 723986 238145
Financial liabilities
Borrowings 0 0 42533 0 0
L Other labiites 0 0 2202 0 0
Total liabilities ... 0 0 44785 0 0
Net balance in the balance sheet 272763 67462 ( 24.383) 723986 238145
Other
2009 CHF EUR uUsbD DKK currencies
Financial assets
Cash and cash equivalents 4 76 61 22986 126
Trading assets 0 0 0 23.831 0
Financial assets designated at fair value 0 0 0 2838 442572
Loans to customers 592,606 310595 29.744 0 847978
LONSTassets 0 0 0 40217 0
Totalassets 592610 310671 29805 89872 _ 1200676
Financial liabilities
Trading liabilities 0 0 0 4158 0
Borrowings 0 1571 21.740 91.536 0
. Other lisbilites 0 0 0 28439 0
Total liabilities . 0 1571 21740 124133 0
Net balance in the balance sheet 592610 309100 8065 ( 34.261) 1290676

The following table shows the effect of currency rate movements on return before tax based on equal strengthening
(weakening) of the Icelandic krona against all of the aforementioned currencies.

NOTES TO THE FINANCIAL STATEMENTS



Sensitivity analysis of the currency rate movements 30% Equal 30% Equal
effect on profit / loss before tax: strengthening weakening
of the ISK of the ISK

2010
YEAI €N ettt . ( 384001) 384.001
Average DalanCe .......ooiiiiiii ( 580557) 580557
Highest balance during the year ........cooviiiiiiiiiniii e, ( 757105) 757105
Lowest balance during the year ..........cooveiiiiniiiiiineeiiee e, ( 384001) 384,001

2009
YBAI BN ettt . ( 415790) 415790
AvErage DalanCe ...o..uiiiiiiii i ( 1574679) 1574679
Highest balance during the year .........ccoooviiiiiiiiiiineee e, ( 2450486) 2450486
Lowest balance during the Year ..........oeviiiiiniiiiin i ( 415790) 415790

15. Fair value evaluation methods:

The following table shows financial instruments recognised at fair value classified by evaluation method. The
methods are defined as follows:

Level 1: Quoted price in an active market for identical assets and liabilities.

Level 2: Presumptions are based on other variables than nominal prices in an active market (level 1), which may be
obtained for assets and liabilities, directly (for example, prices) or indirectly (derived from prices).

Level 3: The fair value of assets and liabilities are not based on data obtainable in the market.

Level 1 Level 2 Level 3 Total

2010
Trading assets 3135188 23.202 0 3.1568.390
Financial assets designated at fair value 0 0 149761 149,761
Assets held for sale 538.364 224.284 762.648
Trading liabilities ( 4575693) 0 O ( 4575693)
( 1440506) 561566 374044 (  504.896)

2009
Trading assets 3.739.315 2454 0 3.741.769
Financial assets designated at fair value 0 427143 143.337 570481
Trading liabilities ( 4252552) 0 0 ( 4252552)
( 513.238) 429.597 143337 59697
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16. Operating risk

Operating risk is the risk arising from direct or indirect
losses due to various reasons related to the Bank’s
development, operating procedures, personnel
issues, technology or bank infrastructure. External
reasons, other than credit, market or liquidity risk, can
be due to legal claims or generally accepted com-

pany operating procedures.

Operating risk arises due to the Bank’s entire operation
and relates to all of its units. The Bank aims at finding a
balance between limiting risk and loss and optimising
gains without restricting employees’ initiative.

The Bank's key management develops and imple-
ments the policies for each department. Management
relies upon the Bank’s general benchmarks developed
for risk management for each of the following items:

- requirements on appropriate work department;

- reporting on policies and operating procedures;

- development of a contingency plan;

- training of employees;

— distribution of risk and risk control;

- protocol and operating procedures;

The Bank’s monitoring system for market risk consists
of central registration of all operating events in a spe-
cial loss data base, where among others the loss
amount directly related to the event and the actions
taken in order to prevent that event from recurring, is
designated. The Bank's management receives on a
weekly basis a summary of operating events registered
in the loss data base. In addition, risk management
performs on a regular basis risk assessments on oper-
ating risk in each of the Bank’s department.

NOTES TO THE FINANCIAL STATEMENTS

17. Fair value of financial instruments

The fair value of a financial instrument is the receivable
amount for the instrument in a transaction on an arm’s
length basis of willing parties, ie. not through forced sale
or liquidation. The existence of a known value in an active
market is the best indicator of fair value and is used in
the assessment of monetary assets and liabilities, when
it is avallable. If a registered price for a financial instru-
ment does not reflect real and regular transactions in an
active market or if the price is not quoted, fair value is
then calculated with the relevant valuation method.

As for listed and marketable shares and bonds and
certain derivative agreements the fair value is obtained
by using gouted market price. Those instruments are
stated in the balance sheet under the item trading
assets and liabilities or as financial assets designated
at fair value,

Financial instruments that do not have a quoted
market price are measured with generally accepted
valuation methods where market information is used.
Among generally accepted valuation methods are
transactions between willing and unrelated parties in
arm'’s length transactions, information on the fair value
of a similar instrument, cash flow analysis and other
generally accepted valuation methods used by
market participants.



NOTES TO THE INCOME STATEMENT

18. Net interest income Interest Interest Net interest

Interest income and expenses are specified as follows: income expenses income

Year 2010
Cash and cash equivalents 26,686 0 26,686
Loans to customers 323.883 0 323.883
Trading assets and liabilities 275.740 210,940 64.800
Borrowings 0 436.254 ( 436.254)
= S Gl s o)
Interest income and expenses ... S 647909 _( 20982)
Interest income on financial assets and liabilities at fair value 275.740 210940 64.800

Interest income on financial assets and liabilities not measured

atfair valye through profitand 10Ss v R 436969 (85760
Interest income and expenses ... S 647909 _(20982)
Year 2009
Cash and cash equivalents 63.856 0 63.856
Loans to customers 566.600 0 566.600
Trading assets and liabilites 504.408 2186 502.222
Financial assets and liabilities at fair value 1833774 0 133,774
Borrowings 0 576.765 ( 576765)
e 0 15630 _( 15630)
Interestincome and expenses 1268638 59458] 674067
Interest income on financial assets and liabilities at fair value 638182 2186 635996

Interest income on financial assets and liabilities not measured
at fair value through profit and loss 630456 592.395 38.061

Interest income and expenses 1.268.638 594,581 674057

19. Net fee income

Fee income and expenses are specified as follows: 2010 2009
Fee on securities transactions 168.226 363938
Asset management fee 47506 0
Other 168 INCOME e 166125 144.254
PO INCOMe e 381857 508192
Fee on securities transactions 39.528 106.071
Other fee expenses 39647 24,057
Fee expenses 79175 130,129
Net fee income 302683 378063
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20. Net income on financial assets and liabilities
Net income (expenses) on financial assets and liabilities are
specified as follows:

a. Dividends
Net income (expenses) on trading assets and liabilities
Net (expenses) income on financial assets designated at fair value
Net foreign exchange difference

b. Net income (expenses) on trading assets and liabilities are
specified as follows:
Shares and related derivatives
Bonds and related derivatives

c. Net (expenses) income on financial assets designated at fair value
are specified as follows:
Shares and related derivatives
Bonds and related derivatives

21. Personnel
Total number of employees is specified as follows:

Average number of full-time employment positions during the year
Nurmber of full-time employment positions at year-end

Salaries and salary related expenses are specified as follows:

Salaries

Contribution to pension fund
Other salary related expenses
Expensed due to share options

NOTES TO THE FINANCIAL STATEMENTS

2010 2009
12.455 2063
234835 1735186)

( 103809) 1648107

( 43671) 3315
99.810 81.701)
1861 1962.371)
232974 207185
234835 1735.186)

( 53.809) 1838.387

( 50000) 190.280 )

( 103809) 1648107

34 31
37 32
372502 320169
49327 49992
64.317 53219
0 13.816
486146 437196




22. Management’s salaries
Year 2010

CEO:
Porvaldur Ludvik Sigurjonsson

Board of Directors:
Halldor Johannsson, Chairman
Eggert Ami Gislason
Guomundur Orn Pordarson
Gunnar Por Gudmannsson
Gunnar Por Gislason
Jon Armann Guajonsson
Karl Fridriksson
Svanhildur Nanna Vigfusdaottir
Sindri Sindrason
Stefan Hedinn Gunnlaugsson
Managing Directors (8)

Share  Share of fin.

Salaries Benefits capital * rel. parties
20907 1785 7100 0
2038 0 0 9130
550 0 0 10000
168 0 0 0
1.300 0 350 0
875 0 1000 10.000
875 0 0 10.250

63 0 35 0
1130 0 0 0
425 0 0 0
210 0 100 0
146,582 12771 350 0
175,122 14.656 8935 39.380

* The above shares are in Hilda hf. and Saga Eignarhaldsfélag hf, which are the sole shareholders of the bank.

Porvaldur Ludvik Sigurjonsson, former CEO, resigned from his position on 15 February 2011. The resignation took

effect immediately and in accordance with his employment agreement with the bank he gets paid salary during

his six months resignation period.
Year 2009

CEO:
Porvaldur Ludvik Sigurjonsson

Board of Directors:
Halldor Johannsson, Chairman
Eggert Ami Gislason
Gunnar Por Gudmannsson
Sindri Sindrason
Stefan Hedinn Gunnlaugsson

Kristlan Eldjarn Johannesson, reserve director
Gunnar Por Gislason, former board memlber
Johann Antonsson, former lbboard memlber

Managing Directors (7)

Share  Share of fin.

Salaries Benefits capital rel. parties
23,000 1891 710.000 213.500
1643 0 0 1126643
595 0 0 1.000.000
595 0 35,000 0
1095 0 0 0
85 0 10.000 0

0 0 20.000 0

500 0 100,000 1.000.000
1095 0 60.000 513500
12.893 12018 35.000 0
141,501 13.909 970000 3853543

Included in the shares of financially related parties are shares of spouses and children that are minors and shares

owned by companies controlled by management.
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23. Auditors’ fees
Audiitors’ fees are specified as follows:

Audit of financial statements

Internal audit

Review of interim financial statements
Other services

NOTES TO THE FINANCIAL STATEMENTS

2010 2009

7703 14941

16.006 3567

3223 3560

...................................... 3409 8162
30341 30219




NOTES TO THE BALANCE SHEET

24. Financial assets and liabilities

According to the International Accounting Standard IAS 39 Financial instruments: recognition and measurement,
financial assets and liabilities are divided into specific categories. The classification has an effect of how the relevant
financial instrument is measured. Those categories to which the Bank’s financial assets and liabilities appertain and
their basis of measurement are specified as follows:

- trading assets and liabilities - recognised at fair value through profit or loss;

- financial assets and liabilities designated at fair value - recognised at fair value through profit or loss;
- loans and receivables - recognised at amortised cost;

- other financial liabilities - recognised at amortised cost.

The following table specifies the categorisation of the Bank’s financial assets and liabilities and their fair value.

Trading  Fin.assets  Fin. assets Other on
assets and and liabiliies and liabilites ~ amortised Carrying
liabilities  at fair value  at fair value  cost value amount Fair value
2010
Cash and cash equivalents 0 0 0 0 1.222.505 1222505
Loans to financial institutions 0 0 0 0 2453.336 2453.336
Trading assets 31568390 0 0 0 3.158.390 31568390
Financial assets at fair value 0 149761 149,761 0 149,761 149,761
Assets held for sale 576.212 576.212 762647 762647
Loans to customers 0 0 0 0 914467 916176
Other financial assets 0 0 0 0 122.310 122.310
3158.390 7256972 725972 0 8783415 8785124
Trading liabilities 4575693 0 0 0 4575693 4575693
Borrowings 0 0 0 2847864 2847864 2847864
Subordinated loans 0 0 0 684.880 684.880 725,214
Other financial liabilities 0 0 0 161.120 161.120 161120
4575693 0 0 3.693.863 8269556 8.309.891
2009

Cash and cash equivalents 0 0 0 0 1.5659.735 1.5659.735
Loans to financial institutions 0 0 0 0 2.082.068 2.082.068
Trading assets 3.741.769 0 0 0 3.741.769 3.741.769
Financial assets at fair value 0 570481 570481 0 570481 570481
Loans to customers 0 0 0 0 3093.768 31859177
Other financial assets 0 0 0 0 205464 205464
374769 570481 570481 0 11.253.285 11.318.694
Trading liabilities 4252552 0 0 0 4252552 4252552
Borrowings 0 0 0 3940177 3940177 3940177
Subordinated loans 0 0 0 1624.463 1624.463 1624.463
Other financial liabilities 0 0 0 80.358 80.358 80.358
4252552 0 0 5644998 9.897550 9.897550
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25. Loans to financial institutions
Receivables from financial institutions are specified as follows:

Bank accounts
Other loans to financial institutions

Loans to financial institutions are specified as follows by maturities:

On demand loans
Up to 3 months

26. Trading assets
Trading assets are specified as follows:

Bonds
Shares

27. Financial assets designated at fair value
Financial assets designated at fair value as specified as follows:

Shares

28. Assets held for sale
Assets held for sale are specified as follows:

Loans to customers
Shares

29. Loans to customers
Loans to customers are specified as follows by loan type:

Loan agreements
Bonds
Allowance account for loans

Allowance account for loans as proportion of loans

NOTES TO THE FINANCIAL STATEMENTS

2010 2009
23494 2.852
2429.842 2079.216
2453336 2082068
34.765 34765
2418571 2047304
2453336 2082068
2.998.238 3.712145
160.152 29.624
3.158.390 3.741.7169
99761 470481
50.000 100.000
149.761 57048l
186.436 0
576.212 0
762648 0
23434 448771
2.397516 5145276
1506.483) 2500279 )
914.467 3.093.768
62,3% 44,7%



Loans to customers are specified as follows by borrowers:

Industry

Construction industry
Trade

Services

Real estate companies
Holding companies
Individuals

Loans to customers are specified as follows by maturities:

On demand loans
Up to 3 months

3 months to 1 year
1to byears

Over 5 years

30. Intangible assets
Intangible assets are specified as follows:

Intangible assets at the beginning of the year
Additions during the year

Amortisation during the year

Intangible assets at year end

31. Property and equipment
Property and equipment is specified as follows:

Total value at the beginning of the year
Additions during the year

Sold and disposed of during the year
Depreciated during the year

32. Tax asset
Tax asset is specified as follows:

Tax asset at the beginning of the year

Recognised income tax due to discontinued operation

Current tax

2010 2009

15,8% 29%

32,2% 19,0%

40% 20%

23,0% 55%

00% 25,7%

14% 34,4%

23,5% 10,4%

100,0% 100,0%

69.954 168.908

265.786 486.830

42485 472659

440.382 1.769.678

95860 195693

914.467 3093768

2010 2009 2010 2009
Goodwill Software

0 0 35025 33.908

21600 0 0 27863

0 0 ( 22454) ( 26.746)

21600 0 12571 35025
Fixtures, vehicles,
and equipment

68.684 70109

70.600 29.930

( 157) ( 4.347)

( 26.429)  ( 27008 )

112,699 68.684

2010 2009

1.250.567 2037506

0 176,046

( 1025567) (  962985)

225000 1.250.567
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Effective tax rate: 2010 2009
Loss before taxes (- 751458) ( 1053773)
Income tax based on current tax rate 18,0% ( 185.262) 150% ( 158,066 )
Effect of change in tax rate 3,0% (- 22500) 233% | 245094)
Discontinued operation 0,0% 0 -16,7% 176.045
Non-deductible cost -01% 584 -83,7% 882214
Tax exempt income 0,0% 0 00% ( 309)
Expensed due to share options 00% 0 0
Effect of discontinued operation 0,0% 0 167% ( 176,045 )
Adjustments from previous years 0,0% 0 -1,6% 122498
Write down of tax asset -154,7% 1162.202 -20,9% 220.000
Other changes 2,(% 20543 -13,5% 141743
Effective income tax -136,5% 1025567 -91,4% 962985

The Bank's tax asset is specified as follows: 2010 2009
Property and equipment 1527 1.375
Impairment of financial assets designated at fair value ( 12567 ) 0
Foreign exchange difference 3198 nrea
QMY JOTWAITIOSS | e ( 2eies) ( 1263666)
Tt e (_225000) ( 1250567)

Carry forward loss can be utilised over 10 years from when it is incurred.

Carry forward loss of the year 2008, utilisable until year 2018 8188925
Carry forward loss of the year 2010, utlisable untl year 2020 . __ 675542
Total carry forward loss at year end 8.764.467

Tax asset is calculated due to carry forward loss, which is believed to be mostly utilised against taxable future profit.

At year end 2010, tax asset due to carry forward loss amounts to ISK 1,753 million, but only 217 million are capitalised

as the management believes that it is unlikely that it will be utilised against taxable profit. The evaluation of the tax

asset is based on the management’s approved future income budgets and on their estimation of how much of it

will be utilised.

33. Other assets
Other assets are specified as follows:

Unsettled securities transactions
Various assets
Prepaid expenses

2010 2009
10952 56.863
116.748 130.546
26.354 21.332

154.054 208.741

Unsettled securities transactions were settled within three days from the reporting date.
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34. Trading liabilities 2010 2009
Trading liabilities are specified as follows:

Short positions in listed bonds 4575693 4.252.552

Trading liabilities 4575693 4.252.552

Short positions are in listed government bonds. As a primary dealer the bank has access to securities lending facili-
ties provided by the Central Bank and the Housing Financing fund. Majority of the short positions have a maturity
of less than a one month.

35. Borrowings
Borrowings are specified as follows:

Loans from financial institutions 2127357 3.108.696
T 0N e, 720506 83148
Borrowings 2.847.864 3940177

Borrowings are specified as follows by maturities:

Up to 1 month 1429.079 3217142
1to 3 months 22.346 500.687
SIMOMNS 0 LYEAN oo S e
Borrowings 2.847364 3940177

The bank has entered in to securities lending transactions and borrowed securities amounting to ISK 1,000 million
which have lbeen pledged for a loan from financial institutions. The bank has an oblised to return the securities on
a specific maturity day.

36. Subordinated loan

In the event of the winding-up the Bank, this liability will be subordinated to the claims of all other creditors. The
subordinated loan is denominated in ISK and bears 13% fixed interest p.a. The loan is CPl-indexed and is due in 2015,
with yearly interest payments. The Bank has not defaulted on any principal, interest or other conditions of the subor-
dinated loan since it was issued.

37. Other liabilities 2010 2009
Other liabilities are specified as follows:

Unsettled securities transactions 77628 34.685
Accounts payable 79.741 3477
Various aoliles | e 98435 10231
Other liabilities 255803 7174

Unsettled securities transactions were settled within three days from the reporting date.
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38. Reduction of share capital

On 4 March 2010 a shareholders meeting approved The Board of Directors recommendation to reduce the share
capital by ISK 4,529 million and share premium of ISK 2,457 million, by reduction of accumulated deficit of ISK 6,986
million. At the year-end 2010 the bank’s authorized share capital amounted to 2,960 million and the bbank’s Treasury
shares amounted to ISK 59 million at the year-end 2010.

39. Equity
Equity at year end amounted to ISK 823 million or around 8,96 % of the results in the balance sheet. Capital ratio, which
is calculated according to Article 84 of the Act on Financial Undertakings is 19.7 % and may not be lower than 80%.

The ratio is calculated as follows: 2010 2009
Tier 1 capital 563.618 2587447
Tier 2 capital 281.809 1.293.724
TIOr 8 CaDIl e 92.395 0
Total capital base 937.821 3.881.171

Total capital requirement is specified as follows:

Credit risk 176.585 535040
Market risk 153.991 296453
ORIaIONBl ISR e 49928 23489
Capital requirement 380504 854982
Capital base in excess of capital requirement 557317 3.026.189
Captial ratio 19,7% 36,3%

40. Related parties
The Bank's related parties are its Board, CEO, Managing Directors and parties that have considerable influence as
major shareholders in the Bank. Information on related parties are the following.

2010 2009
Loans to the CEO and Managing Directors, and companies related to them 167498 229786
Loans 1o large shareholders and companies related o them S g
Total loans to related parties 526.694 229786

Saga Eignarhaldsfelag hf. and Hilda hf. are related parties. At the year-end 2010 Hilda owns 9.99% of shares issued
by the Bank and Saga Eignarhaldsfélag owns 90.01%. Hilda hf. and Saga Eignarhaldsfélag are considered by the
Financial Supervisory Authority to be in cooperation regarding the ownership of the Bank. Furthermore Hilda owns
a subordinated bond issued by the Bank of original principal ISK 1,560 million issued on 31 October 2009,

Saga and Hilda have signed an operating agreement under which the Bank is responsible for the asset manage-

ment of Hilda's assets. The total asset management fee paid by Hilda to the Bank in 2010 amounted to ISK 47 million.
In addition, Hilda paid a total of ISK 121 million in brokerage fees to the Bank.
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In 2010 the Bank sold six loan agreements to three borrowers, of total value ISK 1,044 million, o Hilda for which Hilda
paid by reduction in the subordinated loan to the Bank. During the year 2010 Saga paid a total of ISK 1130 million in
principal, interests and indexation payments of the subordinated loan to Hilda, of which ISK 1,044 million were paid
with the aforementioned loan agreements and ISK 87 million in interest and indexation payments on the interest
payment date 31 October 2010. Principal payments amounted in total ISK 919 million, interest payments ISK 163 million
and indexation payments ISK 48 million.

During the year 2010 the Bank had money market loans from Hilda in ISK, DKK and USD. At year end, the Bank had
two money market loans from Hilda, amounting to ISK 409 million and USD 165 thousand, for a total value of ISK 428
million. The total interest payments of money market loans from the Bank to Hilda amounted to ISK 30,9 million, DKK
28,7 thousand, and less than USD 100.

At the end of the year 2009 Hilda borrowed ISK 380 million from the Bank to pay interest on its loan from the Treasury.
Hilda paid the loan in February 2010 and paid a total of ISK 7.9 million in interest. In addition, the Bank provided short
term loans to Hilda in DKK to settle security transactions, and the total interest payments of those loans amounted
to DKK 2,9 thousand in 2010,

No unusual transactions have taken place with related parties in the year 2010. Transactions with related parties have
been made on an arm’s length basis.

OFF BALANCE SHEET ITEMS

41.0n 31 December 2010, the Bank was bound by non-cancellable operation lease contracts on real estates and
vehicles. The real estates lease agreements are in accordance with general terms on a rental market. Lease pay-
ments change in accordance with price indices. Contract terms due to vehicles are for up maximum of three years.

The Bank has entered into a rental agreement on real estates used in the operation. The agreements are for up o
seven years and the Bank has the priority purchase right to the assets or the right to extend the term at the end of
the agreements. Lease payments are specified as follows over the lease term:

2010 2009
Oto1vyear 49753 41645
110 5 years 186.978 127689
Over 5 years 44375 0
Minimum lease payments during the contractual term 281105 169.234

42. Pledged assets

The Bank has entered into security lending transactions with The Central Bank and Housing Financing Fund where
the bank has borrowed listed bonds. The bank has at the year-end 2010 pledged financial assets as collaterals for
these short positions for a total amount of ISK 4,837 millions which are specified as follows: Loans to financial institu-
tions ISK 2,395 million, trading assets ISK 2419 million and loans to customers ISK 23 million.

In addition, the Bank has pledged as collateral its shareholding in a real estate company, to secure the borrowings of that
comppany. The shares are classified as assets held for sale in the Balance Sheet. The carrying amount is ISK 352 million.
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43. Events after the balance sheet date

No events have taken place after the reporting date
that require any adjustments and corrections to the
financial statements for the year 2010,

a. Legal issues

(i) Off-setting against a bankrupt commercial bank
The balance sheet is prepared assuming that the
Bank has netted its bond claim on one of the lbank-
rupt Icelandic commercial banks against its borrow-
ings from the same bank. The face value of the
bond is USD 2 million and the borrowing ISK 250 mil-
lion. After the bankruptcy of the commercial banks,
the Bank declared its claim against the relevant
commercial bank would be settled against the bor-
rowings (set-off). The winding up committee of the
commercial bank acknowledges the Bank as a ben-
eficial owner of the bond but disputes its right to
settle it against borrowings, due to technical issues
relating to the bond. However, according to lcelandic
laws, provided that certain conditions are met, the
Bank can net its claim against the bond and the
Bank believes that all conditions according to Ice-
landic Laws are fully met and will fully protect its
interest. It is likely that the matter will be solved
through an Icelandic court before the end of 2011,

(i) Settlement of derivatives contracts with a bank-
rupt commercial bank

In October 2008 the Bank had a few derivatives
agreements with an Icelandic commercial bank
that went bankrupt. The Bank declared settlement
of the contracts with the commercial bank a few
days after the bankruptcy, and subsequently
declared the same settlement against the estate
before the deadline for filing claims on 30 December
2009, The net effect of the declared settlement
was that the Bank had a claim of ISK 22 million
against the commercial bank. The claim was
booked at zero value in the annual accounts of
2008 and 2009. At the end of 2010 the resolution
committee of the commercial bank declared a dif-
ferent settlement of the derivatives contracts,
whereby the commercial bank had a substantial
claim against the Bank. After negotiations, the res-
olution committee has offered a settlement whereby

the commercial bank has a claim on the Bank in
the amount of ISK 40 million. The Bank is consid-
ering approving this settlement if it can set-off a
claim it has on the commercial bank so the net
effect on the Bank’s equity would be ISK 12 million.

(i) Loans in foreign currencies

In the year 2010 the Supreme Court ruled that cer-
tain types of FX loans should be considered as ISK
loans indexed to foreign currencies, which is illegal
according to the law on interests (38/2001). The
Supreme Court subsequently ruled that the lowest
interest rates offered by Icelandic credit institutions,
as published monthly by the Central Bank, should
be applied to these loans instead of the contractual
interest rates. Following that ruling, the law on inter-
ests (38/20017) was amended parallel thereto. There is
still substantial uncertainty as to which foreign cur-
rency loans will be deemed to be illegally linked to
foreign currencies and the wording of the individual
contract forms could be the deciding factor. It is the
Bank’s opinion that none of the Supreme Court rul-
ings applies to the Bank’s contract forms. However,
the Bank has made an assessment that the pos-
sible financial impact would be net ISK 34 million,
should all foreign currency denominated loans
where there is any doubt of legitimacy be deemed
illegal and the aforementioned interest rates applied.
The total effect on the outstanding loans is a reduc-
tion in book value of ISK 86 million, and the effect of
loans already paid up is 77 million, for a total of ISK
163 million. On the other hand the bank has a cor-
responding claim of ISK 129 milion which would
make the net effect 34 million.









SAGA INVESTMENT BANK | ICELAND | TEL +354 545 2600 | WWW.SAGABANKI.IS



