. Mmutes of the 347"d meetmg of the Bear& of Bzreetcrs of
Kaupthmg Bank hf., Thursday 25 :and Fmday 26 September Zﬂ@ﬁ

B Z‘ Hotel London ’Ihe meetmg stm“ted at 10 am. '

- T'he following people attended the meeting of the Board of Directors ef Kaupthmg Lo
Bank hf. held.in Reykjavik on Thursday 25 anci Fnday 26 September at the Vmcya:rd SR

' Slgurdur Emarsson, Exeﬁutwe Chalrman
Lydar Gudmundsson, member of the Board,
Hjorleifur Jakobsson, member of the Board,
Tommy Persson, member of the Board,

Niels de Coninck-Smith, member of the Board, .
_ ‘Asgexr Theroddsen, member of the Board
- Brynja Halldorsdéttir, member of the Baard '

- - - .Gumnar Pl Pélsson, member of the Board
Bjamfredur Oiafsson, member of the Board
Hrejdar Mar Sigurdsson, CEQ "+ 137
Gudny Arna Sveinsdéttir, Chief Financial Qﬁicer
Steingrimuyr Kdrason, Chief Risk Officer
Gudni Adalsteinsson, Group Treasurer
Helgx Sigurdsson, Maizagmg }}lrector

'Ehe foilswmg a@enda was presented at the meetmg:

Minutes 341 o T Approval -

1.
2. CEO'sreport T ' ‘ Information.
3. Financial report, July and August Approval
4. Risk report : Information
5. Liquidity report- Information

e Liquidity situation today S

: { ¢ Kaupthing Edge . - @ = .

e .Katla Securitization pro;; ect

6. Kaupthmg Edge, new branches i . .77 .+.% .. Resolution '

7. Functional currency of the Bank
8. Aundit Committee

s Report from the chair ' " . Information
9. Compensation Committee S S Tl o
.. e Report from the chair o Information " ol
10 Credﬁandhvestment{?ommxttee SR L S TR e
R Reportfromthe chair. = - T Ll Tnfammation L
_,'11 Rlsk and regulanonhandbook Sers{akm‘ SakSakﬁa
e RiskManaoemen‘t T R Haﬁdi&gt

, R tarfsm .
'3 Legal e Dagsem :

12. Normination Commxttee hald. H JM\? 2030 ,
13. Qrganisaﬁeﬁal structure - watsie, 070~ A VoG- 7{4

~ 14. Authorised Signature List |~ (3

Zfzf‘ Skial . . ?OZ/é“&’ <. X
w oo

Haldv. . (5?{:':’:) "“/“’"/




:_\2'15 SPR(}N mtegraﬁon pkm B o
© 16. Review of large credit expesures ST
17. Board meeting plan L

18 Other hnsiness :

changes to the Agenda because the Group Treasurer is coming aﬁer lunch 10 dzscuss L

o the qumdzty anﬁ fundmg of the Bank so mm 5 has been movsd to aﬁer hmch 3f we f‘l."‘.{ R
Lok ‘:;_areaheadofscheéule SRCR AR N SR SR T P N del

iy Mmutes e

T he CED presemed hlS repar’t and the ﬁnancxa% repc«rt 7

The migutes of the 3413 Board meetmg wers e:xammeé and approvsd hy szgmng
2.3, CEQ's report and Fmancxai repm*t :

. The Chairman suggested that ztems 2 and 3 be {kscussed iegether aﬁd ﬁ}ls was‘
'approved ; : - Rt o sl

‘ Busmess so far thzs quaffar has been acceptahie and the »:mﬂoek 13 satxsfactory There
is a lot of volatility in the market, and the depremauon of the ISK is hawng a
considerable effect. The Bank has sold assets to improve liquidity, such as selling
Swedbank. Profit cenfres having been performing reasonably well and the funding
side is satxsfactory because of Edge. The motey market in Denmark and other

. . countries is frozen, which makes it more dxfﬁcult to draw hqmdzty to FIH Most of . :
: 1»‘:0m*11qmduyzsbasedmtheUK CRR AR _ ST L

: We are currenﬂy woﬁﬂng on mergers W1th ’fwo sawng banks 'We have closed down
one of the branches of SM in Akranes, and laid off people in Rvk Capital. The CEO
of SM has left the business. Other saving banks have been making enquiries about
possibly being acqmred The asset quality ami hqmdlty of these banks is very poor.

We believe that the thzrd quarte:r results Wﬂl 1epresen’c an mprcvement from the

. . :seccmd, quarter. But it is difficult to esmnate such things accurateiy in such turbulent RN
1 times; the situation can changc rapzdiy If we ‘exclude’ the eﬁ?ect of the eurrency, we Lo S

" are undetperforming in almost every field, Tf the Bank manages fo ‘maintain hqmd}ty

RS vand successfully rmpiement the strictural changes. which will be discussed laterat this .- ©-: SR

‘ ‘meeting, then we will be able to take the Bank to the next 1evel because we wﬁl have L

the Iesources to attract the best customers

There have been Iots of changes in the busmess envzronment. ’Ihe 10an portfoho n -

,,Icelandlc }m}chn° compamcs has been under scmtmy and effozts have been made to - B AT
1. reduce’ cu:crency Tisk.: The market has been rather stable,’ “but major damage o the .

' N .1caiand10 economy can happen extremely qmckly “The feaction from all other centrai'_.
banks “has “been 1. }ower intetest -rates, and ‘to mgect hqu:{dlty -into -the ;market..

A . and at the same ﬁme is not brmgmg in any forezga currency

However the Cemral Bank of Iceland has not foliowed this’ course of action, buton LR
' the contrary has mcreased bond, issuances and thus mthdmwn ISK from thc market RN




Costs have been developmg well, especlaﬂy in Iceiand e.z. salary costs in marketmg
~and IT have been reduced. Costcutting measures in Luxembourg have also been very
successﬁll but p:mgress in ﬂae UK is far {00 slew and the oparaﬁon is teo expenswe

also becunto sell off asse‘is in order to keep the busmess focased and sixeamimed.

» We belisve we can recover some of the provzsmns and think that the loan portfolic in

Iceland, which is a source of concern to many, is performing better than others. Ttem
16 on the agenda concerns a review of large credit exposures.

4. Risk report : '
Steingrimur Kérason, Chief Risk Officer, explained the monthly risk report wbzch
was distributed to Board members before the mectmg, cf. appendix 4.

The Loan Portfolio has not grown in EUR term since last year. The loan portfolio has
contracied in Luxemburg but is on the same size levei in other subszdumes

Special section on the attribution of the capital adequacy ratio (CAD), since Q4/06 io
the end of last quarter. Several factors affect the ratio, FX is one of them. This is a
good measure of how effective the FX bedge has been (subtracting Swedbank and
Storebrand}. During 2007 the ISK strengthened by ~7% and since Kaupthing hedges
the CAD against devaluation of the ISK this actually led 10 a lowering of the CAD by
-1.04% as shown under the label Translation Differences. This was counteracted
directly by the component FX Credit RWA which captures the changes in CAD due
to credits in non-ISK currencies which lowered the RWA. and consequently increased
the CAD by 0.80%. Furthermore, new Tier 1 debt increased the CAD by 1.6% but the
most significant increase came from, profit during the period or 2.71% in Retained
Earnings. This was counteracied by abschite additions to RWA from an increase in
credits -4.71%. Dividend pay-out lowered the CAD by 0.33% and investments in
other Financial Institutions are subfracted from the RC and this led to a further
decrease of -1.71% during the period. During H1 2008 changes due to shifts in the
composition in RC or RWA were smaller. However, the sharp devaluation of the ISK
during the period led io an inverse effect from the hedge which increased the CAD by
1.84%. This was counteracted by FX effects on RWA, most notably FX Credit RWA
led 'tc- -2.87% decrease in the CAD.

The Tier M ratio is not sensitive to translation differences as they contribute only to
the Tier 1 RC factors similarly as retained earnings, dividends and reserves. The
lowering of Tier II during 2007 is therefore mostly due to the increase in Credits
through RWA and to Investments in other financial institutions. During H1 2008 Tier
2 debt increased while the other RC factors Goodwill and investments in other
financial institutions decreased the Tier II ratio. Similarly, as in Tier 1 the changes to
foreign curreﬁcies in RWAﬂ FX Credit RWA, decreaéed the Tier IT Raﬁo still further,

Wlth regards to Basel 2 (BZ), ‘the TME is very reluctant to .give final approval,
although we have been expecting it avery day.

Redford is doing well and not seeing any fimding problems. 29% of the capital in
equities, 13% in listed equities and 17% in unlisted equities whmh is over the limit of

" 15%. Kauptbmg is in the process of sellmg Refresco.

S | 0398



ILVA closed down in the UK. Séﬁing companies is very difficuit at present even if

the c,:)mpames are dnmg weﬂ and it is zmposszble to get a fair gmce :m the current

they are domg and wmtmg for a better opportumty to emt the investment.

Unlike hsted equities Kaupthing has a more conservative approach for unlisted
equities as rating agencies request this. Sometimes Kaupthing uses these assets in
Tepo.

6. Kaupthing Edge, new branches :
The Board zesolved to establish a branch of Kaupﬂung Bank hf. in the foﬁowmg
countries: Hungary, Czech Republic, Greece, Ireland and Portugal (under the name
“Kaupthing Bank hf - Sucursal em Portugal™). A branch of Kaupthing Bank hf. in
those countries will initiate its activities once its incorporation has been effected and
any and all authorizations to provide the relevant banking services have been
obtained. The purpose of the branches will be to provide financial services and other
services normally connected with such services, including from the beginning the
deposit-taking and other closely relevant services. The Group CEQ or the CEO of
Kaupthing Baok hf. in Iceland may resolve the addresses of these offices and, at a
later time, expand the services of the branches in the aforesaid countries sub;cct
1o necessary authorizations being obtained.

The Board resolved to grant Hreidar Mar Sigurdsson, Group CEO, and Ingélfur
Helgason CEO in Iceland, a power of attorney, jointly or solely, with a full power of
substitution, to appaint a Branch Manager in each country and make all necessary
arrangements concerning the establishment and operations of the branches in the
aforesaid countries.

7. Fanctional Currency

Helgi Sigurdsson, Managing Director of Legal Department discussed the présentation
of functional currency which was distributed to Board members before the meeting,
cf. appendix 7.

The Board of Kaupthing Bank hf. resolves, pursuant to IAS 21, that the functional
currency of Kaupthing Bank hf. will be the euro as of 1 January 2009.

8 Audit Committee Report

Hjorleifur Jakobsson discussed the Audit Committes report which was distributed to
Board members before the meeting, cf. appen&zx 8. He expressed the opinion that the
bank need to consider how compliance is managed in other banks and clarify the
distinction between comphance risk and internal audit,

- The Audit Commzttee has made several comments to the Board like the importance of
negotiating with key employees regarding loan to equity, which will be discussed
later at this meeting. The time frame for the finalisation of the annual accounts is too
DArTow. :

The Chairman suggested that the CFO of Kaupthing also attend the Audit Committee
meetings which was approved.

b
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9. Cempensatmn Commlttee i

Sigurdur Einarsson, ‘Gudny Arna Sﬂmséottm, Hrexdar Mar Slgurdsson and
QTPlnmimanaraqrm "@ﬁ%@—{&e 'th' — —

. hqmdﬁ:y, cf appendrx 5

u} St Sﬁﬁxwuwarr AT Lut: ummulg R

Ascexr Thoroddsen the chazrman sf the Compensaiwn Cammattee, dlSCHSSSd the, S

. ‘Compensation Committeé report "The main conceri of the Commmittes is in paragraph A
4 regarding loans fo employees to finande shares in the bank The cha:rman ofthe . -
Compensation’ Coramittes thought that it was not appropriate 1o enter into details =~ °

regarding individual employees but stressed that the sittation with the Chairman and
the CEO of the bank is in good order. The Compensation Comrmaittes has been aware
of this problem for some time and has discussed it. Steps have been taken to counter
this negative resuits fcr empleyees and empieyees have been assuxcd i:hat solu*m:vns

Wﬂl be found

© ' In ﬂns centext, it shouid be kapt in mmd that it has beea a part of e Bank s:f T
- remaneratxoﬁ policy to enable cmpioyees 10 purchase shares in the Bank, t6 align their .. -

incentives with long-term shareholder value. The fact that the Bank has placed
emphasis on long-term shareholdings of key employees has effectively Hmited the
empioyees possibility to sell shares to limit their personal sXposure.

Based on the recommendation n‘om the Compensation Committee, the Board has

| 7. agreed to grant Hreidar Mar- Sigurdsson, CEQ, authomzanon to cancel and terminate -
"+ .ithe personal guarantee of emplcyees with regards to a]l eqmty kxans to employees
- 'who have purchased shares in Kaupthing, with 2 view to ensuring that the employees |

can remain focused on their work within the Bank The employees’ liability is limited
1o the shares which have been pledged. The same shall apply to equity lodns to the
executive Chairman of the Board and the Board granted the chairman of the
Compensation Committee the authonty to cempiete and sign the documents

Hreidar Mar Sigurdsson, Sigurdur Einarsson, . Gadny Arma Svemsdothr and

.. Steingrimur Karason retumed fo the meetmo and Gudm Adalstemsbon 3omed the: o
"-ﬂmeemgc R T 0 RN ‘ e : PR

5. . qumdlty repert

The CBO discussed two cases, VECA and ONCA thch are reiaied to the iransacuon S

of NIBC to assist their capital base. VECA was pledged by deposits and NIBC
holdings against structured credit loans which were umwound at the end of March.
The VECA loan has been paid up, but the ONCA loan which was: warth

_ approximately USD 210 million out of USD 700 million, has entered into dxfﬁculues‘: SR
. when the structured ﬁnance busmess coliapsed Impaments in first quarter this'year 7
-4 totalled USD 140 million in Qland initially assefs of USD 700 million in triple Bor -.-i.= » .
“ .+ higher are booked as USD 70 mﬂhon A number of Structu:res have collapsed but. : P
"."someothersaresﬂﬂpaymc EERET A Hrn o ,-‘

Gudni Ada}stemsson preseﬁted and expiamad the hqmdlty report, whlch was
distributed to Board members before the meetmg, and the presentahon on ﬁmdmg and -
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. The siress on deposﬁs in 2007 asa ﬁiﬁdlng Soufcémstead of oﬂ:@: fundmg sources ‘,‘ SRR,

has been very fortunate for the Bank. Those banks which have rélied on whoIesaIe

ﬁ]ﬂdfﬂﬂ' are in dr?ﬁmﬁﬁpc i\n’f‘ it ‘c qfuz

‘%ﬁﬁtﬁ%&f‘iﬁ”ﬁhﬂ bests SOWee
‘ and m 2005 and 2006 wholesale ﬁmdmg was the best option. During this year the

Jower depos;t ratio ihan Kaupthmg The changes in the structure of the Bank will
make it easier to use the deposxt in KSF, and 11 has been dzscussed that P]H - open up
its own deposit programme in Ge:many

l The Dutch authonnes have not comphed with the rules and regulations within the .

[

EEA on the free movement of capital, and they tried to prevent the Bank from

R paruczpaixng in the 1ocai gharantee fund. It is posszble to open.up in the Netheﬁands‘
. -+ “fhrough KSF. Tt is understandable that regalators in other countries are cautious in
their appmach towards Kaupthmg Edge because this is a new product for them, but * ¢

the response in the Netherlands steps over the line. The Edge programme is now up
and running in 11 countries, and the intention is to enter into further new markets, like
Spam where the Bank is now finalising the clearing structure, since access to clearing
is a vital issue; in Italy where the Bank is negotiating with the guarantee fund; and in

-France in late November. The aim is to cross-sell other products to these new.
- ,cusmmers and generate: further incorne, but ﬁus Wﬂireqmre ak}i of eﬂ'@rﬁ T T

3 -'No chances have been made to the Secured qumdﬁy measure smce ﬁ was appmved'
*. by the Board of Directors in the summer of 2006. The liquidity position of the Bank -

has remained strong and the target is to have enough secured liquidity to cover all
maturing obligations for at least 360 days. Kaupthing Edge has strengthened the
liguidity of the Bank considerably in 2008, The performance of Kaupthing Edge
exceeds expectations and inflow has been posnwe at all times even though Kaupthing

had experienced negative press coverage in Q1 in some of the markets where Edge - .
. - -.operates. It is difficult for other banks with a large deposit base to’ compete with this - 77 N
" iproduct and it is dzfﬁcuit to get deposms unless you tan. offer interest rai:es above__,,f Y
- certain levels. The transformation of the ﬁmdmg profile to deposit ﬁzndmg away from 0. -
* wholesale funding changes the hqmdlty risk profile of the Bank. The aim is that at the Sy
end of 2009 the deposits will be able to pay all outstanding lonc—term debts for

Kaupthing Bank. Secured liquidity as of the end of August 2{)08 5738 EUR 8 4

bﬂhon up ﬁcm EUR 8 bﬂhon as of the end ef Hl 2008

o 'Kauptkmg is currenﬂy Werkmg on two securmzatmn pro;ects for conﬁngent fundmo_ L Lo
.+, 'purposes that will further strenvthen the hqmdlty of the Bank. The fransactions ‘are e
G I;s’mlctuzed 10 be ehgible f»sr repc ﬁnancmg at the Bank cf Eaglan&, the Cem:;al Bank .
S -of Iceland and the ECB ; -

- ‘It was very maportant Wheﬁ the Bank changed ﬂ:s goal o have enough secured ‘

qumdﬂ:y 1o repay all maturing obligations for at least 180 days to 360 days. The Bank

.is now within this limit, but as of the end of August 2008 Kanpthing Bank had EUR P
+ -84 Dillion (ISK 1,025 billion) of Secured Liquidity. which covered. all maturing R

. Fk =5 i ~eU0biiiion swros and Wlﬁf“—““'““‘”‘“
- canimue to do so smce ﬂ:us 13 a pmﬁtabig ua,de for the Bank The Bank’s redempﬁon C
+'need is low compared to other banks, . The geal of having a 40% raue of deposits to A
-+ loanto customers has been reached and the Bank has raised the ‘target for éepos,its 0. -
" loans to customers ratio to 50% at the énd of 2008, since no bank in theé top 50 hasa




‘obhga’uons 0f the m:sup for 308 days To explam this, it is. necessaryjto logk at shide . =2 =0
27, which shows that Iono—tem:t rcdemptlons in Q3 2009 are much greater than in Q3 S
2008. , S

The Board thaﬁkéd Gudni for the p;-eséﬁtaé@

. ,:‘securmzatmn project mvoivmg Emcpeaa leveraged loans and estabhshmerrt of a ;-..-:
L : secunﬁzahon vehlcle Kaﬂa Fundmv 2008-1 BV mrelamn thereto v o

" The Board of Dlrectors of Kaupihmg Bank Bf, dlscussed Pro;ect Kaﬂa whmh is a:-_‘_‘jf: e

The Txansacﬁon mvolves the sale of a portfolm 0f Eumpean ieveraoed 1oans by
Kaupthing Bank hf. ("Kaupthing Iceland™) and its UK subsidiary, Kaupthing Singer
& Friedlander Limited ("KSF"), to Katla Funding 2008-1 B.V. (the "SPV"), a Dutch
special purpose vehicle. The SPV will issue two or more classes of floating rate notes
. “backed by-the loan porifolio. The notes will initially be, acquired by. Kaupthing ‘ .
. Iceland and KSF. Under the’ accounting rules applicable to Kaupthing Iceland and - -~ ©

‘ :."“';‘;KSF all the, loans will be retained 'on Kanpthing Group's balance sheet. The ‘senior, " -

" class of notes (expected 10 be in'an amount equal fo 50-65%) is expec‘f;ed toberated Y o

L “AAAJAA by a rating agency and will be eligible collateral for Repo financing with

" 'the Eurepean and the Icelandic central banks. ~The initial ‘principal amount ef the: o
AAA/A.A notes is expected to be approximately EUR 450 mﬂhon 3

The Board of Directors of Kaupthmg Bank hf,, approved t‘ne terms of any agréement
letter or document of any type to be entered into by Kaupthing Bank hf in conneetion
t.h ‘the Kaﬁa Secunhsatxon Pro_;ect and the settmg up of Katla Fundmcf 2008-1B.V. ..

- Ihe Board appemted Hreidar Mar Slgurdssozz CE{} Gudm Nzeis Adaistemsson,”".fv,'f."‘i_?f‘-"i S

o Group Treasurer, Gudny Ama Sveinsdottir, CFO, and Steingrimur Karason, CRO,

any two of them acting jointly, with full power of substitution; to sign, execute,

complete and deliver any agresment, notice or document of any type (the
‘Documents"} in connection with the completion of the ’eransacﬁon on behalf of the
Board as ihey see ﬁt in their absolufe d1scretaon : R

T For the avozdance of doubt any Totices o other documents 1ssueci ﬁ‘om ume o ﬁme, REEH
i aﬁex compieﬁon in ancordance with ‘the Dacuments can be’ 31gned by any perscn or. .

‘ . ?rq;ect Toulmont

. .of BoE") or the Emopean Central Bank {ECB) (“iject Tolmoum:“}

. ": The h'ansactwn mvcives the saie of a portfoho af £300 -.500 m {:-f predommanﬂy UK
A res:ldentlai mortgages owned by Kaupthmg Smger & Fnedlander (KSF} toan Enghsh'_’
L :Spemal ‘purpose, “vehicle (the "SPV"). The rationale behmd the transacﬁon is o have

B hqmdlty scheme (SLS) of the Bank of England andfar the ECB. The SPV will i issiie

e persons havmt, the 3PP1'0PY13‘¢6 311?}10?1’6’ mlder Kaupthmﬁ Bank’s szgnamre mies S L

* The Board of szectors of Kaupthmg Bank hf chscussed the secmtlzauon of the UK -
res1dential morigage portfolio of Kaupthing Singer & Friedlander ("KSF") for theuse - o
.. of securing ﬁnancmg from the Special qumdlty Scheme . of Bank of England (’*SLS_ SRR

- the option to release liquidity from otherwise ﬂhqmd assets by accessing the specxai

o :;notes ((me semor class and two Jumar classes) backed by the 1oa:a portfoho ’m be soki L




VR mifo the ECB o be: abie to access contmgent hqmdify ifthe need arises. L

to KSF. Then KSF plans bto pat the semer otes into the SLS of Bank Englané

. ~Z"_The guarantees are un}mted in nme However, smce the ﬁnal repaymen‘c date Gn the _ - R
- . notes is schedled to be in late 2013 it'is. Hkely that- any cla:tms under the’ guarantee AR

- - will be made before that or soon: afterwards. The guarantee is gram:ed in the faveur of . L
the SPV and the: Tmstee (Whlcﬁ represents the Notehoiders) : o

Kaupthing will be guaranteeing that KSF provzdes the services it has undeftaken in
relation to the mortgage adrminisiration services and that Kaupthmv will can'y out and :
' perform ondemand any ofthc semca o’bhcra’uons af KSF L T i

B Kaupthmg wﬂl be guaranteemﬂ that KSF pays on demand a.ny amoums whlch W{}ﬂld Lo

: _i.-' i ._ - otherwise have been rectverable by the SPV from KSF, uhder the Setvicing agreetnent .= " C
RS msludmg its ﬁbhgaimn to transfer collected amounts from the borrowers to, the SPV.. 7. 2% -

— conciuded in relauen to ﬂne Progect. g{ s

T The Board of Dlrectors of Kaupthmg Banis: hf approved the tenns of any guarantee

However this does not constitute a guarante:e by Kaupthmg that payments will be
made by each borrower under the mortgages ‘Coliected amounts will be transferred
every day to the account of the SPV in Deutsche Bank. Total collected amounts
standing to the credit of the account of the SPV at KSF is estimated to be at most
be*ween £ 40 42 mﬂhon, H{)wever prepayments nght affect that number upwaxd

f‘.: Furthermore Kanpthmg Wﬂl need to grant a guarantee i favom of the SPV and the, o
' Trustee in conrection with some of the representation and warranties to be gwen by AR
' KSF The scope of this guaxantee is suﬂ under dzscusswn Wﬁh ahe raimg age:nczes '

Kaupthmg zmght provide a back up 1me (be a 11quzd1ty faczhty prowéer} te the SPV if
it has insufficient funds to meet its obligations. The size of the liguidity facility is
estimated to be up to 10% of underlying mortgages. Due to its role as guarantor and
lender Kaupthing will be a party to several of the agreemems that needs to be 'A SR ( :

: - agreement, letter or document of any type o be entered into by Kaupthing Bank hfin - i i1

o “connection with the establishment of the Tolmount Project and subsequeﬂtly KSF S .:~_.'17
o ente:mg mto the SLS of BGE or arepurchase famhty wﬂh the ECB Ll SRRV R

: The Bcard appcmted Hrezdar Mar ngurdsson, CEO Gudm Nlels Adaistemsson,

.Group Treasurer, Gudny Arna Sveinsdottiz, CFO, and Steingrimur Karason, CRO, :

- . any.; “two of them acnng jomftiy, with full power. of subsntutlon, 1o, sign, "execute, . :

RR ;-,,dzscr.@tm

- . complete and dehver any document {the “Documents") in connecnon thh the
ompietmn of the : '

'For the avmdanoe of doubt any nonces or azher documents zssued ﬁom tzme to ttme Lo

o after completion in accordance with the Documeénts can be 51gned by any person or o7 RS

persons having the appropriate authority under Kaugth:p_gBank’s signature rules. el




The Chmrman d:scussed the Wcrk of the Bear& Credlt Cemmittee and went threugh a

o mor(:gages and guarantees cf appendzx 1(}

s 11 R1sk and Reguia‘émn Handbook : X : : Tl
."Stemgnmur Kérason and Helgi Slvurﬁsson dzscussed i:he mam changes to the mies .

14. Authansed Signamre lzst i T i ‘
S Gudny Ama Svemsdomr dlscussed the mam chancres m the amihonsed sxgnature hst : < '
-7 and. referred to the presentatmn Whlch was dzstnbated 1 Board members cf append;x

L ',_14 The updateé hst' as approved ’ny the Board S o

- '“:15 SPRON Integraﬁen

: members before *the meeﬁng

and regulation handbook. Both the handbook and the ‘overview of the main changes

were sent to Board members ‘before the meefing, cf. appendzx 11.

12. Nomination Commitiee

_The Chairman discussed the Nomination Committee Charter Whlch Was dzstnbwted to
_.»Board members before the meetmg cf Appendlx }2 R L L

B .;_‘13 ' Graamsatmnaﬁ sﬁmcmre :; P e e A -
" The CEO, dlscassed the presentation which was, distnbuted to Board membsrs before
. the meeting, cf. Appendix 13, which contained new ideas about the orgamsatzonal

structure.

The Board-‘;grees to grant Sigurdur Finarsson, Execufive Chairman, Hreidar Méar

.- Sigurdsson, CEO, Steingrimur Kérason, Chief Risk Officer, Gudny Arma Sveinsd6ttir,

: " Chief Financial Officer, any two of them acting jeintly, the authonty o contmue U
. +".analyse the project, with Tegards fo legal structure and tax issues (eg. regardmg IR

fagreements with creditors).and the posszbﬂmes of restructaring the activities inthe

* - Nordic ‘countries” (apart from Iceland) under FIH: and re-organise the Gmup s

international operations, other than the Nordic businesses, under Kauptbmg Singer &
Friedlander. The fransfers will be done at fair value, which in present market
circumstances are deemed to be around book value of these individual legal cnﬁﬁes

To the extent that this is possible ﬁ‘om a legal strucmre and tax perspective, the

-+ authorization includes the .authority to, finalize - necessary arrangemeuts regarding ihe AR

:. ! increase.and subscription for share capztai in'KSF -and FIH, ‘and to transfer assets, REEE TS
" ‘branches and/or subsidiaries within the group, hﬂwever with the condition that the ~

* - 'CEO shall keep the Board up to date on this Process and shall obtain 2 final approval

from the Board before any changes 1o the legal structure of the group is finalised, at
which point the Board will make the relevant n{mﬁcanons to the stock exchange, if
deemed necessary at each gzven tmze : ;. . —

The Chairman discussed the SPRON mteg:saﬂon plan whtch was dasmbuted to Boa‘rd




D ,:’Ihe Bank conducted due chhgence on SPRON ofie maﬂth ago and csncluaéd ‘i:hat to
- iwas sufﬁclenﬂy capitalised. The Competmon Auﬂmm-y is dissatisfied that the merger <
will reduce compem:zou in the ba;u]ﬂng secior az;d wouid posmbiy 1mgose restncnons
on the separ npan ; ; 5 .
| ‘measures. Ifﬂns were to be the case, we Wouid 1101 accept the merger In order to go
e R TaE T W .he—ﬁﬁvuumuuﬁ'&i*met‘ger—me—ﬁaak“iﬁeﬁ‘a fagmg i defencewitt
.- regard to SPRON on the basis that it cannot ﬁmd 1tself ona stand aiione bas1s We S
ol _"_,f:xpec‘i the au’thonties tcr approvetb_xslaier today S : Sl

N :The meeﬁno was ad_}oumed atS 10

Fnday 26 September
The meeting continued at 9:15 a.m. The Chairman welcomed those present

16.  Review of large eredit exposures
The Chairman asked Board members whether they were aware of any conﬂmts of . . :
.. -interest which would prevent them from discussing this matter, and ovaluate whether Sl ( h
e they shouid pamcxpate in ihe entzra discussmn or jusé paft of it. O L

Hrszdar Mar Slgu;rcisson, CEO ézscus'éed ihe Bank’s large expssures A presentatmn
was distributed to Board members at the meeting in which every debt was analysed.

Brynja Haildorsdottir, Lydur Gudmundsson, Hjorleifur Jjakobsson and Niels de
Coninck-Smith left the meeting during ‘fhe part of the diSCUSSlOIl in whlch compames
A csﬂnected f:o them were, dlscussed | : .

= iTha Chazmaxz mformed the Board that the management ‘was Werkmg hard on L

‘improving the credit policy of the bank. One of the things which needs to be ‘
considered is the size of large credit exposures and whether we should reduce them,
even though we have not used the maximum limits. The list is critical but it still looks
better than we had expected. Special focus was placed in this discussion on the worst
loans. We bhave already put aside approximately ISK 25 billion in impairments and the

- market is expecting high meanments Impairments are split into generai and speclﬁcz I

C but accordmg to Basel rules :’d is dxfﬁcul‘c to aﬂaw general mpauments SRR G (

'-517 Beardmeeﬁn,,pian L EREEEE IR 5 e
s ‘-The CEO submitted 2 Board meeting plan fo»r 2009 and the Board members Were :*z: RO
- asked to inform Ida whether they were able to attend tbe meetmgs on the proposed '
dates. . )

18.  Other business ‘ . : : ‘ o
" The Chamnan mformed the Board abmxt the recent pﬂrchase o:f Shexk‘h Hamad & &e R

’:E;{"The Russmn pmject Tsar is’ ongamg, the drafaﬁ ef th.e Memcrandum of .
Tk Uﬂderstandmg has taken a }ong tzme bui is commg io an end T T T s
A notice regardmg the propcseci mercer of Kaupthmg Bank hf and Vld.ja:r ehf was

published in the Icelandic Legal Gazette on 19 August 2008, of. the merger plan of ,
- the companies dated 30 June 2008, which was approved by the boards of both P




.wmpam& Smce t%ie nemamy m}ﬁce pmcess fmcordm@ ig'-: : 7 . has
' :and singe no eh;echons bave been raised, the Board of j}ifectogs of ]
: : ,kf hexe’b}’ apgmves thamerger T I T 3

The meebng endea at 11:45 am
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Endorsement and Statement by the Board of &
: Directors and the CEO -

Net earnings, according to the Condensed Consolidated Imterim Income Statement, amounted to ISK 34,042 million for the period
from 1 January to 30 June 2008. Total equity, according 10 the Consolidated Interim Balance Sheet, amounted to ISK 437,696
million at the end of the period, including share capital amounting to 15K 7,187 million. The equity ratic of the Bank, calculated-
according to the Act on Financial Undertakings, was 11.2%. This ratio may not be lower than 8.0%. -

Registered shareholders at 30 June 2008 numbered 30,830 compared t0:32,264 at the beginning of the year. At the end of the
period, one shareholder held more than 10% of the shares in the Bank, Exista, which owned 24.7% of the shares.

The Condensed Consolidated Interim Financial Statements of Kaupthing Bank hf. for the six months ended 30 June 2008, have been
prepared in accordance with international Financial Reporting Siandards (IFRS) for Interim Financial Statements (IAS 34). The
Condensed Consolidated Interim Financial Statements include the Interim Financial Statements of Kaupthing Bank hf. and its
subsidiaries, together referred to as “the Bank*.

Statement by the Board of Directors and CEO

To the best of our knowledge the Condensed Cansolidated Interim Financial Statements give a true and fair view of the consolidated
financial performance of the Bank for the period 1 January to 30 June 2008, its assets, liabilities and consolidated financial position as
at 30 June 2008 and its Condensed Consolidated Interim Statement of Cash Flows for the period.

Further, in our opinion the Condensed Consolidated Interim Financial Statements and the Endorsement of the Board of Directors and
" the CEO give'a fair view of the development and performance of the Bank's operations and its finandial position and fairly describes
the principal risks and uncertainties faced by the Bank.

The Board of Directors and the CEQ have today discussed the Condensed Consolidated Interim Financial Statements of Kaupthing
Bank hf. for the six-month period ended 30 June 2008 and confirm them by means of their signatures.
Reykjavik, 30 July 2008

Board of Directors
Sigurdur Einarsson

Chairman
Lydur Gudmundsson Asgeir Thoroddsen
Biarnfredur H. Glafsson - ~ Brynja Halldérsdéttir
Gunnar P&l Pélsson Hidrleifur Thér Jakobsson
Niels de Coninck-Smith Tommy Persson
CEC
Hreidar Mér Sigurdsson
Kaupthing Bank b1, ;hferfm Financial Statements 30 June 2008 3
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Independent Auditors’ Review Report

To the Board of Directors of Kaupthing Bank hf.

introduction :

We have reviewed the accompanying Condensed Consolidated Interim Balance Sheet of Kaupthing Bank hi. as of 30 June 2008 and .
the related statemnents of income, changes in equity and cash flows for the six-month peried then ended and a surrimary of significant
accounting policies and other explanatory notes, Management is responsible for the preparation and fair presentation of this interim
financial . information in “accordance with International Financial ‘Reporting Standard. 1AS 34, /nferim Financial Reporting. Our
responsibility is to express a conclusion on this interim finandial information based on our review.

Scope of review

We conducted our review in accordance with International Standard on Review Engagements 2410, "Review of Interim Finandial
information Performed by the Independent Audifor of the Entity". A review of interim finandal information consists of making
inguiries, primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures.
A review is substantially less in scope than an audit conducted in accordance with International Standards on Auditing and
consequently doesnot enable us to obtain assurance that we would become aware of all significant matters that might be |dentufred
m an audit. Accordingly, we do not express an audit opinion.

Condlusion :
Based con our review, nothing has come to our attention that causes us to beligve that the accompanying interim financial information
does not give a true and fair view of the financial position of the entity as at 30 June 2008, and of its financial performarice and its -
cash flows for the six-month period then ended in accordance with 1AS 34, interim Financial Reporting .

Reykjavik, 30 July 2008
KPMG hf.
" Sigurdur Jonsson

Reynir Stefén Gylfason

Kaupthing Bank hf. interim Financial Statements 30 june 2008 4
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Consolidated Interim Income Statement
for the Period from 1 January to 30 June 2008

7

Notes

Interest income .......... freevaierins
Interest eXPense .o i ceeereeceian
Net interest income.

Fee and COMMISSION INCOME ..o ccanmisieonsernrsineneccas
Fee and COMMISSION BXPRITSE ..oriucrreirmerrercrrosmasssansssvannsssarsesmsneessressasss
Net fee and CoOMMISSION INCOMEB ..o sicrieasrisienenerrensses it sscssescossnnsoreans

Net financial INCOME w.veeeorvrcvcromerneveenn arrerereseeresesnin e, 813

Share of profit of associates .. 28

Other OPErating INCOMIE 1 vwcerrerim o s eicemssrercesssrossesssesessssssus onons 14
Operating NCOME. i ierereeamssserssrenseass

Sajaries and related @XPENSES . i
AdMINIStration EXDENISE ceeriecicmesesmvesasescmirsinsrsesnasssaens
- Depreciation and amortisation ...
Other operating eXpense ...
IMPAITTENT ON I0ANS woiiinsieetscemsess st setie st cnrare s eaneecesesbnes 23
Earnings before income tax -

Income tax expense 15

Met earnings.

Attributable to:

Shareholders of Kaupthing Bank hff. ..o
IMINOTILY INEETEST oottt et s s ans e

Net earnings.

Earnings per share:
Basic earnings per share (15K} ........ U s e 17
Diluted 2arnings per share (I5K) vt ranmmreressenasasnnens 17

The notes on pages 9 to 25 are an Integral part of these Condensed Consofidated Financial Statements.

Kaupthing Bank hi. Interitn Financial Statements 30 fune 2008

2008 2007 2008 2007
1.4.-30.6. 1.4.-30.6. 1.1.-30.6, 1.1-30.6.
115,402 72,136 207,522 134,183
(88,539) {52,286) (159,327) (98,068)
26,863 19,850 48,195 36,115
16,396 18,696 29,714 34,110
(2,138) (3,508) {4,508) (6,585)
14,258 15,188 25,206 27,525
927 10,772 10,614 - 24,228
(323) 513 1,678 757
2,251 .5,383 4,184 7,241
43,976 51,806 89,877 95,366
{1 3,672) {11,833) (25,765) {22,367y
(8,802) (5,469) (16,138) (11,012)
(2,285) (1,465) 4,227 (2,999)
(744) (250) (937) (346}
{5,551) (1,075) {9,650) (2,498)
12,882 31,714 33,162 56,644
2,372 (5.652) 880 (9,888)
15,254 26,062 34,042 46,756
15,365 25,484 34,114 45,765
(11 578 {72 ga1
15,254 26,062 34,042 48,756
21.5 34.6 47.7 62.2
21.2 33.6 46.9 0.4

Amounts are in ISK milfions
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‘Consolidated Interim Balance Sheet
as at 30 June 2008

“a

" Assets

Cash and balances e e

Loans 1o credit InStHutions Liv e eecinmecvecns

Loans to CUSIOMErS .vvervrens
Bands and debt instruments .....

Shares and instrumeants with varizble income
Derivatives
Derivatives used for hedging
Securities used for hedging

Investments in associates .........

INEBNGIDIE BSSEIS ettt e e e e

nvestment property
Property and equipment ...
Tax assets

OLNEE BSSEIS 1.vvvvivrievueesireecnene s sereasaramecsenrereseseesrabenrasrssranes

Liabilities

Total Assets

Due to credit institutions and Central BArkKS ..ot e aeas

Deposits
Financial liabilities measured at fair value ...

BOITOWITITS carereeecceiee e riees et mrtevrressve st n s peenaeeenseabesneae e seeconastentssmanses s s nrenennn omn s s vrpensvssrsas

Subordinated loans
TaX HabIHES 1. vevicvireciere e e sneesananens

Other BabIlIHES .1.vvecasierie e ntrnrermis s s ss s e bs bbb eera ey
Total Liabilities
Equity
SHAFE CAPIAL ..ot e s e bn s e stk e s e seats e ba et eran s senes ameaenesreeas

Share premium .
Other reSeIveS wvvcricvieerennns
Retained earnings «..... e eeesicesssciceon

Total Shareholders' Equity

IVHNIOTTEY TRIEEL 11 virevervireerance et aaeetnmin corsneeescncananerens s st oras s e e e e e sesms s b s sEsb s et bababasen e cmsmnes

Total Equity

Total Liabilities and Equity

Notes

18
19
20-23
24
24
24,39
24,39
24
28
29
30

15
31

41

24
24
24,32-34
35
36
13
37

41

The notes on pages 8 to 25 are an integral part of these Condensed Consolidated Financial Statements.

Kaupthing Bank hf. interim Financis! Statements 30 June 2008

30.6.2008 31.12.2007
154,318 97,059 -
528,620 588,441

4,169,181 3,304,408
676,316 367,350
172,286 160,797
328,217 134,856
27,742 22,503
81,207 159,945
107,574 83,831
85,757 66,774

37,013 28,155
39,240 32,714 ..
12,027 6,895
183,217 292,709

6,603,715 5,347,345
670,930 339,088

1,848,155 1,381,457
230,663 217,945

2,883,261 2,615,960
328,153 267,289

18,099 22,478
186,758 146,687
6,166,019 4,390,914
7,187 7,371
148,362 162,221
61,196 (14,627)
207,461 190,643
424,206 345,608
13,490 10,823
437,656 356,431
6,603,715 5,347,345

Amounts are in 1SK millions
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T
Consolidated Interim Statement of Changes in Equity
.- for the Period from 1 January to 30 June 2008 .
Total
Share capital Share- .
and share Other Retained - holders* Minority Totat
premium reserves earnings equity interest equity
Changes in equity from 1 }a'nuary 10 30 June 2008:
Equily at the beginning of the YEar ......uuweriveeseecorrresorrecnere, 169,592 (14,627 190,643 345,608 10,823 356,431
Translation difference from foreign operations ...ovecnsesenen: 75,770 75,770 3,667 79,437
Net earnings according 1o the income-Statement 24,114 34,114 {72) 34,042
Total recognised earnings fpr the period .o 75,770 34,114 108,884 3,585 113,479
Dividends paid to shareholders, 1SK 20 per share ... ‘ (14,025} (14,025} {615) (14,640}
‘Purchases and sales of treasury Stock ... ccereecnennens (i4,844} {14,844) (14,844)
Exercised stock options . (49} {49) @)
Tock OPLION EXPENSE wveiveieececricei et b b 850 850 850
Other Changes .. sceeseeen el e 53 (3,271} (3,218) {313) {3,531) °
Equity 30 June 2008 155,549 61,196 207,461 424,206 13,490 437,696
Changes in equity from 1 January to 30 June 2007:
Equity at the beginning of the year ..........ccevccneniiins 171,348 17,220 134,941 323,510 11,382 334,892
Translation differBNCe ..o e veree e sesenes {32,985) (32,985) (1,434) (34,419)
Fair value changes in financial assets available-for-sale .......... 21 21 21
Net loss recognised directly in @QUILY wooveomrrnireeionececeeeeens {32,964) {32,964) (1,434} (34,398)
Net earnings according to the Income Statement ... 45,765 45,765 991 46,756
Total recognised earnings for the period {32,964) 45,765 12,801 {443} 12,358
Dividends paid to shareholders, 18K 14 per share . (10,272) (10,272) (10,272)
Purchases and seles of treasury steck ...oovieoriereecinn 2,853 2,853 2,853
Exercised StOCK OPTONS wouvneereieiere et even e easin 551 551 551
Restating the initial investments in shares .cccoeeriecvrcnenn, G111 5,111 {5,111
Other changes 29 29 (565) (536)
Equity 30 June 2007 .... 174,753 (15,744} 165,352 324,361 10,374 334,735

The notes on pages 9 to 25 are an imtegral part of these Condensed Consolidated Financial Statemenis.

Kaupthing Bank hi. Interim Financiaf Statements 30 June 2008

Amounts are in ISK millions
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Condensed Consolidated Interim Statement of Cash Flows
for the Period from 1 January to 30 June 2008

Net cash provided by 0perating ACHVITIES. .....cc.cvvecivmernimiiseieessesmasiesessasasemes e eee s sarnssses e sessase

Net cash flow used in investing activities....ooeieeee e

Net cash flow used in financing activities..........

Net increase in cash and €85h QQUIVEIENIS. v ceiiiiiieirr e veeresesenseessesssscstesas st o sere

Cash and cash equivaients at beginning of the Year.....c. e ecre s venemreess s covsssvsssanes

Effect of exchange rate changes on cash held

Cash and cash equivalents at end of the Perlod. ... eeerurenmenns

Cash and cash eguivalents:

Cash in hand and demand deposits
Due from credit institutions

Total cash and cash equUIVEIENTS..cvcr i cvrieniciencncc e

The notes on pages 9 to 25 are an integral part of these Condensed Consolidated Finandal Statements.

Kaupthing Bank h. interim Financisl Statements 30 June 2008

Notes

18
19

2008 2007
1.1.-30.6. 1.1.-30.6.
73,008 145,130
{4,195} {22,833)
(39,491) (12,364
29,322 109,933

295,199 202,789
76,139 (21,508}
400,660 291,216
154,318 145,014
246,342 146,205
291,216

400,650

Amounts are in ISK millions
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Ni)tes to the Consolidated !merim Financial Statements

Accounting Policies
General information

1. Rgporting entity

" Kaupthing Bank hf. is a company incorporated and domiciled in iceland. The address of the Bank's registered office is Borgartan 19, Reykjavik,
Iceland. The Condensed Consolidated Interim Financial Statements for the six-month period ended 30 June 2008 comprise Kaupthing Bank hf.
(the parent) and its subsidiaries {together referred 1o as "the Bank"). The Condensed Consolidated Interim Financial Statemems were authorised
for issue by the Board of Directors of Kaupthing Bank hf. on 30 July 2008.

2. Statement of compliance

These Condensed Consolidated Interim Financial Statements have been prepared in accordance with International Finandal Reporting Standard
{FRS) 1AS 34 /nterim Financial Reporting as adopted by the EU. They do not indude all of the information required for full annual Financial
Statements, and shcu}d be read in conjunction with the Consofidated Financial Statements of the Bank 2s at and for the year ended 31 December
2007.

3. Significant accounting polides
The accounting policies applied by the Bank in these Condensed Consolidated Interim Financial Statements are the same as those applied by the
Bank in its Consolidated Financial Statements as at and for the year ended 31 December 2007.

The Condensed Consolidated Interim Financial Statements are presented in lcelandic kréna {ISK) which is the Bank's functional currency, rounded
1o the nearest million.

Segment Reporting

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

Inter-segment pricing is determined on an armv's length basis. Business segments pay and receive interest to and from Treasury on an arm's fength
basis to reflect the allocation of capital and funding cost.

Segiment capital expenditure is the total cost incurred during the year 1o acquire property and equipment and intangible assets other than goodwill.

Business segments

Kaupthing Bank divides its operations into five business segments plus cost centres. The Bank’s business segments are: Capxtal Markets, Treasury,
Investment Banking, Banking and Asset Management & Private Banking.

Capital Markets delivers high quality research and advice, distribution, and trading services 1o its clients, There are four primary roles across the
various business lines: Sales, Trading/Execution, Proprietary Trading and Research,

Investment Banking offers mid-market clients a full range of finandial services, including M&A advisory and capital markets advisory, fogether with
camprehensive debt and equity financing solutions across the entire capital structure.

Treasury Is responsible for managing the Bank's funding, fiquidity, interest rate exposure and trading in foreign currendies and derivatives, which
includes warehousing of risk arising from financial products sold to the Bank’s clients. Group Treasury is a central coordination unit responsible for
the overall Treasury strategy of the Bank with a presence in both Iceland and the UK, The internet deposit bank, Kaupthing Edge, is also part of
Treasury.

Sanking is divided into two distinct units: Corporate Banking and Retail Banking. Corporate Banking offers a range of financing services and
products for its corporate dlients, from smaller businesses to larger companies operating in complex international environments. The Retail Banking
unit is responsible for traditional retail banking operations, with & focus on individual and smaller businesses. The vast majority of retail banking
activity takes place inv lceland. In addition, the Banking unit also provides banking services to Private Banking customers, primarily through the
offices in Luxembourg, lceland and the UK.

Asset Management & Private Banking are divided into four main areas: fund management, private banking, institutional asset management and
services 1o institutional investors, Asset Management offers cusiomised asset allocation strategies and managed accounts, designed to meet the -
diversa needs of corporete, institutional and private clients, in addition to a variety of mutual funds, alternative investments vehidles and pension
plans schernes. Private Banking entails wealth management services, as well as discretionary and non-discrationary portfolio management.

Cost Centres are: Overhead, Back Office, Risk Management, Finance, Legal Department, Information Technology, Human Resources and
Marketing.

Geographical segments

The Bank operates in four main geographical regions, being: Iceland, Scandinavia, the United Kingdom and Luxembourg. . :

0415
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