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Minntes of the342nd meeting o'f the;Boarf o f  Dlréctpjns of
Kaupthíng Bank hf., Thiirsday 25tb and Friday 26“  September 2008-th

c

T k e  fbilowing peopie attended the meeíirig of the Board of Durectprs of Kaupthing 
Ba^ik laf held.in Reykjayik.qn.Thiirsday 25 .and-Fxída.y 26 September at.the Vineyard ■ 
'Hotef London. Ílem eetingstaited.at 10a.m. �-'C ' � : C.:' Í�v .f CCC-C. ; -

SigurdurEinarsson,ExeeudveChairmanL ■ c.-,'v . ' 'C - . -
Lýdttr Gudmundsson, member of the Board, ■ •
HjorMfnr Jakobsson, member of the Board,
Tommy Ferssou, member of the Board,
Niels de Coninck-Smith, member of the Board, .
Ásgeir Thoroddsen, memberqf the Board 

.. . ■'B i y a j a H a l l á é r s d é t t i r , m e m b e r q f t h e B o a r d  . - - . ■ • ' ' .  .-
'. ; -. • G u o p a r  P á U  P á l s s o n j m e m b e r o f  t h e  B .o a rd ... ■ ."  . -.. . . . . . . .  . C  ;• . . , '
■ - • Bjarnfredur Ólafsson, memher of the Bo'aird. ... : -. C •

C HreMarMárSigurdssbn,CÉÖ 'C’•"''
Gudný Axaa Svetnsdóttir, CMef Fínameíal Officer
Stemgrönur Kárason, Chief Risk Offieer
Gudui Ádalsteinsson, Gröup Treasurer
Helgi Sigurdsson, Managiug Director ■ _ .

The following agenda was presented.at the meeting:
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‘1. Minutes 341
2. CEO's report
3. Fmancial report, M y  aud August
4. Risk report
5. Líquidity report'

•  Líqxiidity sitoaíion today
■. • : • Kaupthxng Edge . ■.. • : ■

.KatlaSecimtizationprqject 
■ ■ TpIm.oimt ■. ': : ■'-■'•,■'■ •

�.. Kaupthing Edge, new branches. -'
• 7. Functlonal currency of.the Bank
8. Audit Committee

• Report firom. the cbair
9. Compensation Committee

• Report frqm the chair
10. Credit and.hiyestmeiit Committee
■■ -. : •••..': •• tReport frqmthe.chair, ' . ’,•
11. Risk aind regulatioii haádbóok "

. /RiskManagement C;.-' ■'
■ ' ■ • .  Legal. '■•'•• '' • '
12. Nominátiqn Committee
13. Organisatíonal stractare -
14. Áuthorised Signature List

■ Approval 
MbmatioE.

Approval
Information
Information
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Resolution

ínformation

' Infonnation
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changes. to the Agenda because the Gxoup Treasrárer is cpming aftear limch tp.ÆscBss .. V.. ; ;
■theIquidity.aQd fimdíng of the-Barik, so ítem /�bas.beeaknóvedto afier lunch'i f -we ...
--are ahead' ofschedulé.  VV p’ f  v ;■ :-.;ý; ■' V'"v ''

1 Miirates ' : ‘‘ ' -" • ' " ■' v . -. •'' •” : •
The minutes of the 341st Board meeting were exammed and approved by signiag.

2. -3. ’ CEO’s report an i Fíaaacíai reporí -
The Chairman suggested. tíiat, items 2. and 3 be discussed together and tbis.was 

' approyed, .: .' ; ; 'V í . V'.'v'v-. .

- TheCEÖpresentedMsreportandthefinancíal.reportjV_;: ;  p V:T "V . ;V ;': ’;

Business so far íhis quarter has been acceptable aad the outiook is satisfactory. Jhere 
is a lot of volatility in the market, and the depreciation of the ISK is having á 
considerable effect. The Bank has sold assets to improve liquidity, such as selling 
Swedbank. Profit centres having been performmg reasonably well and the fimding 
side ís satisfactory because of Edge. The money market in Denmark and other 
nountries ís ffozen, wMch makes ít more difficult to draw liquidity.to FIH. Most.of . ; .' •’•• ■ 
Vourliquidity isjasedm theIJK . V ::.;’'VV f ; y : / 'v'V/.;' ■/ V:\;V; V V’.vV-Vnv'-V''-; : ' '  V :

We are cuixeníly worímig onmergers withtwo saying banks. We have closed down ''-  " - .  
one of the hranches of SM ia Akranes, and lald off people in Rvk Capital. Tb.e CEO 
of SM has’left the husmess. Other saving banks have been making enquiries about 
possibly being acquired. The asset quality and liquidity of these banks ís very poor. • '

We believe that the third quarter results.mil represenf an- improvement from the .. . ��
. secpnd quaitex. But it is .difficult to éstimate such things acqurately m such torbulent .-•..’ '• W

tfae'sltpation can chahge,rapidly. Íf .we'exclude.'_the.effect of the cúirencý, we Vv: •. '■
’■ are underperfompsg in.almost every field. If tíie Bank maúages to maintain.'liquidity • '• ’■ • ■ ; /,
aad. successMIy implement the 'stractural bhmges which will be discussed later;at ttós .’ - V';.: V ; '  

/meeting, then’ we will bé able to take the Bank to thenext level becau.se we wili; have 
the resources to attract the best customers. - ;. '• 'V ý  ; :.

There have been lots of changes in the business environmeiit.;The loan portfolio.in .• . V 
_.Icelandic höldpig companies has béeii under.seTOtmy.'and.'effpits haýé béen-inade ío . . . . . ’ •
• isc h ^ lís itó  nmiiéí has'.beett .ra&er ,'stó)ie5-biit ;ina|or ;daináge .|o .feé;.-.;. •; •• *  ’;
■•'.Ic'éíándi.ciecófiqmypm happeii extremely. qmcildýj - ' l ^ ' ' á j  bAer-cefitxal, v.V'. T-,-; •• 
;báfiks;'.'has.;;;beeii/to.lqwe|:.'mterest vratesfi/and ;'to.’. .mject’HcjmÆtyV'iMtp -theVniádsiet'. yv. V,-; ; 
;.HowévefVtlié .Ceátra| Bank' 'óf Icelánd has nói .follqwed 1tós. éoifise ofactiorV 'jbút ö n . • ;• ;••. ■ ’•:. ’■ .
'.the.cpntraqy ’has increaáed bond.issuances and íhus withdrawn ISK.from the market. •. ’• V V’ .•
andat& e:sametmeísnot'hringmgin'anyforeígnciiireiicy, ’’ '.•'.••- ' ý-••/ ‘ - . ■
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Costs haye been developing weíl, especially in Iceland, e.g. salary costs in marketmg 
and IT have been rednced. Costcutting measures in Luxembourg have also been very 
sruccessful, bnt progress in the UK is far too slow and the operaíion is too expensive

also begun to seli off assets in order to keep the business focused and streamHned.

■ We believe we can récover some of the provisions and think that the loan portfolio in 
Iceland, which is a source of concem to many, is performing better than others. Item 
16 on the agenda concems a review oflarge credit exposures.

4. Risk report
Steingrímur Kárason, CMef Risk Officer, explained the monthly risk report which 
was distrlbuted to Board members before fhe meeting, cf. appendix 4.

The Loan Portfolio has not grown.in EUR term since last year. The loan portfolio has 
contracted in Luxemburg butis on the. same size level in other subsidiaries.

Special section on the attribution of the capital adequacy ratio (CAD), since Q4/06 to 
the end of last quarter. Several factors afiect the ratio, EX is oiie' of fhem.' TMs is a 
good measure of how effectíve the FX hedge has been (subtracting Swedbank and 
Storebrand). During 2007 the ISK strengthened by ~7% and since Kaupthing hedges 
the CAD agaisst devaluation of the ISK this actuaily led to a lowering of the CAD by 
-1.04% as shown under the lafoel Translation Differences. This was counteraeted 
directly by the component FX Credit RWA which captures the changes in CAD due 
to credits in non-ISK currencies which lowered íhe RWA and consequently increased 
the CAD by 0.80%. Furthermore, new Tier 1 defot increased the CAD by 1.6% but the 
most significant increase cáme from profit during the period or 2.71% in Retained 
Eamings. This was counteracted by absoiote additions to RWA fiom an increase in 
credits -4.71%. Dividend pay-out lowered the CAD by 0.33% and investments in 
other Financial Institutions are subíracted firom the RC and thís led to a fiirther 
decrease of -1.71% during the period. During H1 2008 changes due to shifis in the 
composition in RC or RWA were smaller. However, the sharp devaluation of the ISK 
during fhe period led to an inverse effect from the hedge which increased the CAD by 
1.84%. Tbis was counteiacted by FX effects on RWA, most notably FX Credit RWA 
led to -2.87% decrease ín the CAD.

The Tier H ratío is not sensitive to translation differences as they contribute only to 
the Tier 1 RC factors similarly as retained eamings, dividends and reserves, The 
lowering of Tier II duririg 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- whiíe the other RC factors Goodwill and investments in other 
financíal institutions decreased the Tier II ratio. Similarly, as in TÍer 1 the changes to 
foreign currencies in RWA, FX Credit RWA, decreased the Tier II Ratio still ftirther.

With regards to Basel 2 (B2), the FME is very reluctant to give.final approval, 
although we have been expecting it every day. ' •

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

' 15%. Kaupthing is in íhe process of selling Refiresco.

0 3 9 8
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ILVA closed down in fhe UK. Selling compaoies ís very difScuit at present even if 
the companies are doing weli and it is impossible to get a fair price in. tfie cœrent 

—madfeet-conditions: We~areTfasrefbæ moMtoring the compaHÍes-aaár^eeingdKW^ye^ 
tbey are doing and waitmg for a better opportunity to exit tbe investment.

Unlike listed equities Kanptfaing has a more conservative approacb for unlisted 
equities as rating agencies request this. Sometimes Kaupthing uses these assets in 
repo.

£  Kanpthing Edge, new branches
The Board resolved to establish a branch of Knupthing Bank hf. in the following 
countries: Hungary, Czeeh Repubiic, Greece, Ireland and Portugal (under íhe name 
“Kaupthing Bank bf - Sucursal em PortagaP). Á branch of Kaupfeing Bank h£ in 
those countries will initiate íts activities once íts 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 fínancial services and other 
services normally connected wlth such services, including from the 'beginnmg thé 
deposit-taMng and other clösely relevant services. The Group CEO or the CEO of 
Kaupthing Bank 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 subject 
to necessary authorizations being obtained,

The Board resolved to grant Hreidar Már Sigurdsson, Group CEO, and Ihgóifur 
Helgason CEO in Iceland, a power of attomey, joinfly or solely, with a fuil power of 
substitotion, to appoint a Branch Manager in each country and make aU necessary 
arrangements conceming the establisfament and operations of the branches in the 
aforesaid countries.

7. Fuoctiottal Currency
Helgi Sígurdsson, Managing Director of Legal Department discussed the présentation 
of fimctional curxency which was distributed to Board members before the meeting, 
cf. appendix �

The Board of KauptMng Bank hf. resolves, pursuant to IAS 21, ihat the functional 
currency of KauptMng Bank M  will be the euro as o f 1 January 2009.

8 Áudit Committee Report
Hjðrieifkr Jakobsson discussed ihe Audit Committee report wMch was distributed to 
Board members before the meetíng, cf. appendix 8. He expressed tíae opinion that the 
bank need to consider how compliance is managed in other banks and clarify the 
distinctíon between compliance, risk and intemal audit.

• The Audit Committee has made several comments to the Board like the importance of 
negotiating with key employees regarding loan to equity, wMch will be discussed . 
later at tMs meeting. The time ffame for the fínalisatíon of the annual accounts ís too 
narrow.

The Chainnan suggested that tíie CFO ofKauptMng also attend the Audit Committee 
meetings wMchwas approved.

0 3 9 9
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9 - •" ' GompeHsaiíoii Conunlttee
Sípjrdur Einarsson, .Gudny Ama Sveinsdottir, Hxeidar Mar. Sigurdsson and
Stein^migXyaso% ^feAeÆ eftíng.   —— —  .............  :.—— —— ;— ;---

• Asgeir ^Tliorocidseiis the cíaaimiaii .-of ,the' Compepsatíon, Comimttees disctissed tlie. 
Compénsátioil Committeé repórt.;'.I1ie mam .concem of the Comimttee is in þaragraph.' • - ;
4 regárding lpans to emploýees .to finance shares in ihe bank. ’The ciaJman of.áie . 
Compensation ComrDÍttee flionghftiiat it was not aþpröpriate to énter into details ; •
regarding individuai employees but stressed that th.e sitiiation. with the Chairman and 
the CEO of flie bank is in good order. The Compensatíon Coramittee has been aware 
of Öiis problem, for some time and has discussed i t  Steps have beeh taken to counter 
this negative results for employees and emplpyees have .been assured that solutíons 
wili be found. „• .• . .■ ,■■'•'■• ■•• ' ’. ý  ' •

' In tfais context, it should be ,kep£ in .nimd that ít has been’ a--párt of the .Barik’s •' ' ■
■ remuiieratioiipoIicytqeiiábleemþloyeestópíirchasesharesiiitiieBankjtoaiigii'their.-:-'- :' 
incentives with. iong-tenn shareholder value. The fact that Áe Bank has placed 
emphasis on long-term shareholdings of key employees has effectively limited the 
employees’ possíbílity to sell shares to Iimit tiieir personal exposure.

Based on íhe recommendatiqn ftom the Compensaíion Committee, the Board has 
agreed to grant Hreidar Mar-Sígurdsson, CEO? autíiqiizatiqii to. cancel and teiminate 

•.-thé-persqnal .gnarantee' of emplóyees. witii regárds fo all equity íoans to emplqyees ■_’•'• ' ;'
v who-Mvq purchased shares in Kaupthingj with a view to ensuring that the employees 

can remain focnsed on íheir work within the Barik. The employees’. liábility is limited - . ''
to the shares which have been pledged. The same shall apply to eqttíty loáns to the 
executive Chairman of the Board and the Board granted the chairman of the 
Compensaíion Commitíee the authority to complete and sign the documents.

Hreidar Mar Sigurdsson, Sigurdur Einarsson, . Gudny Ama Sveinsdottír . and . •' - 
Steingrimur Karasqn. retumed to the meeting .and.Gudiri.ÁdMsteinsson-jomed th e .

. ineetmg. ’. f  ’'■•;• \=.f: C v  •- V b f 'V : / ; v ' ' ' : '• - ■

5. I/iqnidlty report 'f f - .  v -'•.. '• " '• ;•'• ,'■■ ýv: V;. ; ••• ; . ' • ; •■■. •
The CEO discussed two cases, YECA and ONCA, which are related to the transaction . ■
o f NDBC to assist their capital base. YECÁ was pledged by deposits and N3BC ' 
holdings against structured credit loans which were unwound át the end of March.
The .YECA loan has. been paid up, but. the ONCA lqan. .wtách was-.wqrth ;  •
approximately USD 210 miliion ou to f USD 700,millíon,.has entered.mto.difficiilties., - ••.. ’ -

"-•when the structared feance business-collaþsed. Impainneiits .in fest-quart.er-tMs'year.-,' .'.;•••; - 
totallqd ÚSD 140 miffion .in...QÍ.'aád Mtiályiassefe þf USD.7.0Q -011111011.111.141516 B qr ••.•’.. •;: .■'••■ ■.' 
;tígher are böoked as .I7SD .70 i n i l l i q n . 'mmiber qf :stnictpres j'Bayé ■'cqllapsed -but ’•• :■.•■..;•.
someoflifirsarestillpaying. . /y' ;  ; '

Gudni Ádalsteinsson presented ánd explained íhe liquidity reporf which was . 
distributed to Board members before the meeting, and the presentatíon on fMdmg and '
liquídity. cf. appeiidix5. ' . V ' . . ' : • . / •■  "•'  V ; „ '  .•



The stress on deposits.in 2007 as a funding source insteád ,of other fimding sources . '
has been very fortunate for the Bauk. Those banks wMch have íéiied on wholesale

and in 2005 and 2006 wholesale fimding was the hest option. During íMs year the

.(contimieto do so5<since this is aprofitaMetradeforlIieBánk^Tlie Baiik5sredemptipii : f .  . \
:• needis Iowcompáredto ótibiea:banks.^ThegoaíofMvingá40% ratío.ofdeposítsto ; ' '
''■'..•loanipcustomers.líasbeenreachecf Mdtiie".Bankhasraised'thetarget’fordepo.sitstp:' .•'■ ;

loans to customers ratio fo 50% at the énd of 2008, since no baníc in the top 50 has a . 
lower deposit ratio '&aii Kaupthing. .The changes in the structure of the Bank wiíl 
make it easier to use the deposit in KSF, and it has been discussed that FIH open up 
its own deposit programme in Gennany. ' '- ■ '

The Dutch authorities have not complied with the rules and regulations. witMn the .
BEA on the firee movement of 65A�'+�� and they tried to.prevent the Bank from ' .
■ participatíng in flie local gúarantee fund. It is possible to open.uþ in the Netherlands '... ; ; 2

■ A '. /.fhrough ,KSF. It is.imdersteiidáhlé that fegulators.. in öther .countriés'are cauiio'ps in '• ■ .
their approach towards KauptMng Edge bepause thi.s ís a new.product for them, but ' ;■ ■ ’ 
the responsé ín fhe Netheriands steps over the line. The Edge programme ís'now up 
and running in 11 countries, and the intention is to enter into further new markets, like 
Spain 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 fimd; and in 

. ■ • France in late November. The aim is to cross-sell other products '# ! these new
.' _ '.cestomersandgenerate^fiirtherincpme,birttMsw31req'airealotofeffi>it. .' : • ;■

; • No changes have béen made to the Secured Liquidity measure since it was approved • • ''
• '■■ •. by íhe Board of Direcfors in the summer o f2006. The liquidity posiíion 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. Kaijptlmig Edge has strengíhened the 
liquidity of the Bank considerábly in 2008. The performanee of Kauptbing Edge 
exceeds expectations and inflow has been positive at all times even though Kaupíhmg 
had experienced negative press coverage in Q1 in some of the markets where, ;Edge. ■ .'. /

. -. . -.pperatps. It is difficulffor pther banks witha'large deposíf base to'.compete withitós - y'-T v_
; . . ■■'prpduct and it is ciifficult tq.gét'áeposits unless you can.pffer.interest .fatés’:atxwe. ý-.., '■
.• /• . .'certain levels. The transfomation of .the fimding profile.to deposit fimding away fiom ' : ’ .; ■ .

’ wholesale fimding changes the liquidity risk pröfile o fthe'Báuk.'Í!ie ’aim is that’ átihe ' 
end of 2009 the deposits will be able to pay all outstanding long-term debts for 
Kaupthing Bank. Secured liquidity as of the end. of August 2008-was ÉUR 8.4 
bilMon, up fromEHR 8 billion as ofthe end ofH1 2008. '■■_; .

' KauptMng ís cmrently wprking on two secimtization projects fpr.contingent funding . . . . . y:. .
'.’• ■'. .-piiiposes’ that w il fiirther stterigthen.Mp Hquidity of flie’'Barik.' The .traasaPtÍQns 'are. fipvTf-ý’, 
• .yistóctúrpdto be.eligiHeforrepp.feancmgát.ffie.BankpfEn^and,1he'.CentM'Bank,;.y ;.;• 

:.'..'■oflceíaiidandtSieECB., \V ;y :;') ' ý. f  ■'■.£;?'■•'C;:\ : V: •-péfpýVriý;' V rify'": ;ý ; : ':•. V; . ý ;.-; ’;ý

It was very ímportant when the Bank changed its goal to have enóugh secured 
líquidity to repay all maturing oblígations for at least 180 days to 360 days. The Bank
■ is now witMn this limit, but as of 1he end of August 2008 Kaupthing Bank had EUR :

’ 8.4. billion (ISK ,1,025 billion) of Secured Liquidity wMch covered. all matuimg ,

(�ý 4� ;• ■■ g � y &̂� ■ g u � ; (�f  •: .• ■••. • y'.;0  4"yF 7 ' �( �̂(�__� ■• '•$' ’•”;. ■ ■: 5



■’oþiigatipns ofíiie gropp for 308 .days.'.Tó explaia íids, itis.necéssaryto looi: at slide. 
‘27, 'wMch. shows that long-term redeinptions iti Q3 2009 are much'greater tiian ín Q3 
2008. ’ ' '- ' ' - V  ' : ' • " ; "  ' •;

The Board thanked Gudní for the presentation

' -. . The Board of Directors of KauþtMng Bank hf. discussed Project Katia wMch. -is a .•
■ .securitízatiqii þroject mvqlving'.Earqpean leveraged Ipansjmd esíaMislmeiit'.bf a

. ';.'secmtWtiott¥eMcle3KatlaFœding200§-ÍBXs;mféIatíqn'thereto: • f ;v f •'; 7

The transaction iavolves the sale of a portfolio .of European leveraged loans 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 

, fbacked by-the loan portfolio. The notes w p initially be . acquired by. Knupthmg 
. - ■. > Iceland and KSF. 'Under the accounting rules applicable to Kaupdflng Iceland .and 

•-. ',’v;KSF3 all thejqans will be xetained on Kaupttíng Gxþup's baiance.,sheet fhe isenior.
' ;';•_' -classpf hotes '(expected.tó he iá.'an’ámqunt equaj fo 50-65%) is 'expécted tq'be rated.

'• ' ; •-.'■• !!!,,!...�.. by a rating agency ahd w!.ll .Tbe elígible coíjateral for Reþo fínancing with
the European and the Icelandic central banks. The initiaí principal amount of the 
AAA/AA notes is expected to be approximately EUR 450 million. • •

The Board ofDirectors of Kauptfaing Bank faf., approved the terms of any agreement, 
■letter or document of any type to be entered into by Kaupthing Bank hf in conneetion

(�■ •■ wth.the.Katla Secmtisation Project and the settingup.of.KatlaFunding 2008-1 B.V.. (

'■.’. .-• The .-Board. appointed Hreidar Már .Sigm-dsson, CEO, Gudni Niels Ádalsteinsson,
-. • ' Gxoup Treasurer, Gudny Ama Sveinsdottir, CFO, and Stemgrimur.Karason, CRO,

any two of them acting jointly, with fiill power of substitution, ,to sign, execute, 
complete ánd deliver any agreement, notice or document of any type (the 
"Documents") in connection with the completion of the transaction on behaíf of the 
Board as íhey see fít in theír absolute discretion. .. '■ :

C . • •'; .' For tbe avpidance of doubt, any. notices or other documents issued, J&qni time to.time.
■ • v: áfter .cqmþletion in accqrdance' with'the Dqcuments can'.be'.sigiiecihy trny pérson o r: 

. ;.': '•■ ;.v.-persoœhayin.gtheajprqpríateauthorityiinderKaupthing.Baiík’s.tígnatoreiiiles.’.-• f.v

-ProjectToulmont ■•-■ ''••■ :' : J.: . V •: •'•'-•• • ■
■ Hie Boaxd of Directors of Kaupthing Bank hf. discussed the securitization of the UK 

residential mortgage portfqlio ofKaupthing Singer & Fnedlander.O'KSF") for the use

: The transactiqn invplyes íhq sale o fa  ppirtfoiio.öf £300.4500, m 'of.predómiuántly, UK. 
residqáiial mortgages'owiied by Kaupfliing tP.'án’ÉngÍisIi''.
■ -speciál'.-púipqse! yehicle ,(the ."SPVÍ%.;The aratipiiaie "beMiid the .tmbþaciaón Is :tþ ■•Jiaýe '■ 
the opíion to release liquidity fiom ótherwise iliquid assets by áccessing íhe spécial 
tiquidity scheme (SLS) of tihe Bank 'of England and/or the ECB. The :SPV will issiie 
notes (one senior class and twojunior ciasses) backedby the loanportfotio tp be sold
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: ;  : -ýtö KSF/ ;Tfaen KSF plans to pfat tfae'sefflor nótes intó. tiie -SJLS of Bánkqf.Ea^aná ;oic ■} 
Á® ECB.íó be ablé to access contíngéntíiquidityifflieneed árisés.

meeting but Kauptíimg wiii aiso be granting certain ofeer guarantees Ín relation to ttós

• ■/•■ . r.Theguka^atees áreunlimiteHm.time: However, sincéfeé feM ré^yment(kte.ón.Áe.
■'•:.-.•' '.notes is schédúled.tö bp.in iate.2013. itis.likeiy tfaat'any claiirémdertiie'guairaritée'': ;V:.;. y-'
■. ■' ■ will be made before that or söoii-.áfterwards.' Thé guarántee is.granted. in the favóur of '.;■ '.. •, 

tiie SPV and the TriMee (which mþresents tbe Noteholders), ■': •';■/'• •/• •■ ■’

Kaupthing wiil be guaranteeing that ICSP provides the serviees it has undertaken ín 
relation to the mortgage admimstratíon services and that Kaupthing will carry out and 
perform on demand any ofthe service obtígations of KSF. .; l:, .••• . f

• •••.,, Kaupthiiig willbe.guaranteeiiigthat KSFpays.on demand any amounts which wóuld - • ••.• , � �
■■■.■; v’pthérwisé hayébéenrecöyerableby’Á é ’SPy ̂ m'KSF.uridertheséfitíciíigagreemént ■ 
:■;• ' .'-;iii0ludliig,its öblgáöon to transfer collected.amounts from..the’boixowéis to.thé. •SPV., •.’" ■ ;'• : ■

However fhis does not constítute a guarantee .by Kaupthing that payments will be " " ■ 
made bý each borrower under the mortgages. Collected amounts will be transferred 
every day to the account of the SPV in Deutsche Bank. Total collected amounts 
standing to the credít of the accoimt of the SPV at KSF is estimated to be at most 
between £ 40 - 42 œillion. However prepayments migfat affect that number upward.

' ."■.• "•■Puröieniiore. Kaúpthing'willneed to grant ajpiaraiitee Ínfavourpf the'SPV ahdtóe. •;•’ /•■;’; / 
Trustee -in connectlon with some of the iepresentation and warranties to, be given by ’■ ;•,;
'KSF.ThescopeofttósguaranteeisstiEunderdiscussíonwiththe.ratiiigagencies/•■•."■■■.’;••■.•• • ■

Kaupthmg might provide a back up line (be a Íiquidity tócility provider) to the SPV if  
it has insufEcient funds to meet its obligations. The size of the liquidity facility is 
estimated to be up to 10% of underlying mortgages. Due to its role as guarantor and 
lendra- Kaupthing will. be a party to several of the. agreeménts that needs t p . b e ' ■ ; ■ ^

, •- .'■;; conchidedinrelationtotheftqjœ t V ••’■.■' =■.••■.Ó . ý - '/•■■••’,'■/ •';. V - V - ; .•;.;•'N,

■’ . V.’ :’The Bqará o f Dnéctórépf .Kauptbing Barik hf., 'apprqved the terms. of any guarantee, .'■'.' •■'.'.=
•;. •.^éémentí'IettCTqr.docimentqfanytýþetobe.eiitérediiitqby KaúpthingBankhfin' ■/ ’; • /  

.-:■. ’-connectioii wiíh tke estabHsbment.pf.tiie Tolmount Project and subseguently. KSF ;■’•■ '■ , •.' •
enteimgintotheSLSofBoEorarepurchasefacÍIitywithÁeECB, . '• ,  =■ •’.•

• ;;The.Board ’appqmted Hreídar Már Sigurdsson, ’CEO,■.Oudní Niels Ádalstemsson, , : •,’; ■ 
:. " ..Group Tfeasurer, Gudny .Áina. Sveinsdotór,.CFO? -and Steingriiuiir Karasqn, ’CRÖ, .:. .

'••• ■■■'■.q.. .,ány;fwó .pf them áctíng jóintíy, ;with..&É. power..;pf .substitation, .tó.sjgn ,̂:.æéþntés : _bi.y>K':
•'. •; ;;•/ .’cómplete. .and,.:deiiyer,;áp.y .docimenf.;{&e.''?,pqcuméntsf ,;in.\coimeefiqnl:with’,.ihe-;
'••■; :••••';.. Vcqmþletíoii ’pf fiie.tíarisactioii'pii behalfqf.the.-Board'as.te fít m.thefcábsqlute' : / V;v/,  
;,■■■■ ■ ;;.--:’discretion; ■;•;••:• ;';;■/ v; : /;•’■ • ; ;  '■;.;■•■ .A'/:-;.':;;;• :r i > " / • / F . f /;/•’ ;

For the avoidance of doubt, any notices or qther documents issued from time to tíme ■... :’; :
: •■;•' . after cömpletíon in accordance wifrt the Documents can be signed by any person or : / •: •;’ .;’

persons having the appropriate. authorfty under Kaupthing Baok’s signature rules. ; .'•;'; ; ’■



— ■—  -------------- 4 U *— — ------- , , , - ; •: . V :v ; : ------- r - :------ t t t v ----- :-----------------
, - The Chaimaan discussed the work of the Board Crédit Committeé and went through a

w 6 6 6 6 6 6

’• ._• y, moirtgages ánd guarantees,. cf. aþpendix. 1Q > ’’ VV,., ;;V ’ '• ;.

4�__̂�� __(� (�  �_̂���(� _y� 5(5G �a < O bbR (G p U i =O bW@ WW! O ! mP r @ C � �� �̂� K 5 y 4� (̂ 5̂ _(5̂ _5� �̂ 5^5� ^�(�� Ky
; ' .' Steingiímur Kárason and Helgi Sigurdssón discusséd the main changés to the rules , . ■

and reguiation handbóok. Both the handbook and ihe overview óf the main changes . ' ■
were sent to Board memhers before the meeting, cf. appendix 11.

�,(� D @ > W\ O bW@ WW�9 @> > WbbS S
. The Chairman discussed the Nomination Committee Charter which ms distributed to
. Boardmembers beforethe meetingcf. Appendix 12. • ,' ; - - . •,

■ '̂'■ ; .713. ; '-'-OrgauisatipnaÍ strpéture 7 ' 7 1 7’”- -7' .'■"•77:- 7 '"  '. ■'•
: '.■•■'' ' The CEO.discussed the presenMion which was.distributed to Board members before ’ ’

. the meeting, cf. Appendix 13, which contained new ideas about the organisaöonal
stnxcture.

The Board agrees to grant Sigurdur Eimrsson, Execurive Chairman, Hreidar Már
• Sigurdsson, CEO, Steingríinur Kárason, ChiefRisk Officer, Gudný.Ama Sveinsdóttir5

•-. -. ',Ctíef Financíal Officer, any two of.them acting jomri}, the authority.tp continue . : - -
',.analysó the þroject, with regards to legal .'stmctare axxd tax íssues (e.g. regarding "•
• agréements with creditprs) and fhe possibiíities of restmcturing the activities in the ! . •
Nordic 'countries' (apart ftom íceland) under. FIH; and re-organise the Group’s '
intemational operations^ other than .the Nordic businesses, under Kaupttóng Singer  
Friedlander. The íransfers will be done at fair value, wtóch in present market 
circumstances are deemed to be around book value of these individual legal entities.

To the extent that this is possible from a legal structure and iax perspectiye, the. , . 
authorization includes the authority to. finalize necessary arrangements regarding the.'.•-. •':
increase..and subscription fpr share capital in'.KSF --ahd F|H,';and,'to transfer' ássets, .• • -, ; ; '.;
hranches and/or subsídiaiies within iie group5 yV @e SdS C�with the conditíon tiiat .the 1�̂� . (1� �̂ (
CEO shall keep the Board up to date þn thís process and shall obtain a final approval ' \ .’ " • ■!
from the Board before any changes to the legal structure of the group is finalised, at ■ ■■ ,
vriiich point the Board will make the relevant notifications to ’the stock exchange, i f  . ; •
deemednecessaryateachgiventhne. '• '■ •- • •'■’•' • ■•' ■ '

�.k(� A iitliprisedSignatiirelst ^ 5 7. ^5� ��   �'� ’
Gudny AmaSveihsdottir discusseá tiie maiii changes.m.the aufhórised signatore pst ;!,7: •/.;.; 
.andreferred to'.the presentation'wtóch.was distrib|jted tþ.Bpard membeis, ,cf. appendix • ; ' 7 . . .3;  7.:. 
„14. ,The’itpdateá'lístwas.apþro'ýedby-ÖieBpaM. T; v ' ; • 77'--. 7' " ' .7 " ::7 7; 7"7 ' , 7

�/ (� �̂ 5PRON=O bS U CO bqS \ (� �� �� �� �̂ '� 5� �� _̂y � ^ � _ y (̂� ^ 1 W� ��  (�� _� �̂� (
The Chaimian discussed the SPRON integration plart, which was distributed to Board •, '- '"
membersbeforethemeeting. "  •' . ' ■ ' ■ • ' ■■■



/Tfae Barik 'conducted due dilgence oii SPRON öne iáopih ago.and.cpncjuded tfiat ft-;--■ ■'■
. -was snfficiently bapitalised. The Cpmpetition Aúthórity Ís dissatisfied íhat the merger ■ ■' • .■'.■ ■ • 

will réduce competítion in íhe banking sector and would possibly impose restrictions

'measures. If  tfais were to be the case, we would not accept the mergen In order to go
^kfeffBSg^wifrÍHPftaieeBdÍlteaaEnaefipay-tbpBl^ 

regard to SPRON ,on the basis that it cannot fond itself on a stand alone basís.. We ■ ■
e^pecttheáuthoritiestoapproýetfaislateripday. .• .;•.•),; %. • - : ;'•■' ■"■. '•.'••

Themeetingwasadjoumedat/4� • •'-•'•• .. ' .••;■' '• •; ' ; ■=:’ ’•• . ■/ : ;

Friday 26 September
The meeting continued at 9:15 a.m. The Chairman weicomed those present'

16. Review of large credit exposures 
The Chainnan asked Board members whether íhey were aware of any confiicts o f . 
interest which would prevent them from discussing this matter, and evaluate whether .■ .; '

' ifaey shouldparticipate in theentire díscussion orjtiStpart of it. . • } : .  ; •. '• •';'.• ■"■''.'' '■ ■' ■ '

Hreidar Már Sigurdsson, CEO, discussed the Bank’s large exposures. A presentation 
was distnbuted to Board members at the meeting in which every débt was analysed.

Brynja Halldorsdottir, Lydur Gudmundsson, Hjorleifor Jakobsson and Niels de 
Coninck-Smith left the meeting during the part pf the discussion in which companies 

' connectedtothem were ctoeussed. •/•.;■;■ .- \ : ; '■ . ••’ . . .

,The . Chairman ' informea me .Board that the manágement was woiking hard on 
imprövmg the credit policy of the bank. One of the things which needs to be 
considered is the size of large credít 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. Specíal focus was placed in this discussion on the worst 
loans. We have already put aside approximately ISK 25 billíon in impaixments and the 

; market is expecting high impairmenís. ímpamnents are split into general and speeific. ■ ,  • >
butaccor.cfcgto.BaseÍMesítisdifficMttoallpwgeneralimpajrments.’. ýý'- •• '■/: .. ;■ .' V,

•17. Bo'ard meeting p lan .. '■•■' '•' .•' .•'••'-■; ’’•'/.• •
The.CEO submitted a Board méeting plan for 2009 and the Board members were ’ ' "’•.;.= './'
asked to infomi Ida whether they were able to attend the meetings on the proposed' ' •. ■ ' ■-'
dates. '• ' '■ • :

18. Otfeer business ■ ■'•■ ■ •••
.The Chairman informed the Board about the recent purchase of Sheikh Hamad in the , : ..; ■ ••
bank. . ; ’•’ / . ' / / ' :  /••./" y . - V ,  \ / ;  ;. /  \  V :. /  .- ■ / . .

The 'Russian iproject/.Tsar is'■■óngomg;; :ihe,-:,draffiiig,-pf Ae/Memórandim'..pf V;’•'••.-C 
'•Understodinghastakenalóngtime.but'is'.cpimiigtoaii'eiid.. ';;•■ ’':'•■•’/.• :\ - \ ''.•'• ■;•'■ '• ;•; / ' ' / / ' . ' l :

A notíce regarding the proposed'merger of Kauptfaing Bankhf. and Vidjar ehf. was ;  
published m the Icelandic Legal Gazette on 19 August 2008, cf. the merger plan of . •' •
the companies dated SO.June 2008, which was approved by the boards of both •. . .■ ;

/ / v ; ; / ? / ; / /  / ; - C ; n ' f M i
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Consolidated Interim Income Statement
for the Períod TC@>��� January b@�-�June ,2

Notes 2008 2007 2008 2007
1.4.-30.6. 1.4.-30.6, 1.1.-30.6. 1.1.-30.6.

Interest income................;........................................ 115,402 72,136 - 207,522 134,183
Interest expense......................................................... (88,539) (52,286) (159,327) (98,068)

Net interest income....................................... ................ 25,863 19,850 48,195 36,115

Fee and commissíon íncome.......... .......................... 16,396 18,696 29,714 34,110
Fee and commission expense.................................... (2,138) (3,508) (4,508) (6,585)

Net fee and commissíon income.................................... 14,258 15,188 25,206 27,525

Net financial income................................ ....... ;........ ..............................  8-13 927 10,772 10,614 - ■ 24,228
Share of profit of assocíates...................................... ............................. 28 (323) 613 1,678 757
Other oDerating income............................................ ............................. 14 2,251 . 5,383 4,184 7,241

Operating income.......................................................... . 43,976 51,806 89,877 95,866

Salaries and reiated expenses.................................... (13,672) (11,833) (25,765) (22,367)
Administration expense............................................ (8,802) (5,469) (16,136) (11,012)
Depredation and amortisation.................................. (2,285) (1,465) (4,227) (2,999)
Oíher ODerating expense................................. .......... (744) (250) (937) (346)
impairment on ioans...............................................................................  23 (5,591) (1,075) (9,650) (2,498)

Eamings before income tax...... ................ ..................... 12,882 31,714 33,162 56,644

Income tax expense................................................................................. 15  2,372 (5,652)  880 (9,888)

Netearnings...........................................................................................  15,254 26,062 34,042 46,756

Attributable to:

Shareholders of Kaupthing Bank hf.
Minority interest.............................

Net earnings........................................

Earnings pershare:
Basic earníngs per share (ISK)... 
Diluted earnings per share (ISK)

The notes on pages 9 to 25 are an integra!part ofthese Condensed Consolidated Financia! Statements.
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Consolidated Interim Balance Sheet
as at 30 June 2008

Notes 30.6.2008 31.12.2007 '

Assets
Cash and balances with central banks................................................... ..................................  18 154,318 97,959
Loans to credit ínstitutions..................................................................... ..................................  19 529,620 588,441
toans to customers................................................................................. .................................. 20-23 4,169,181 3,304,408
Eonds and debt instruments.................................................................. ..................................  24 676,316 367,350
Shares and instruments with variabie income........................................ .............. •...................  24 172,286 160,797
Ðerivatives.............................................................................................. i................................ 24,39 328,217 134,856
Derivatives used for hedgína.................................................................. ....................................  24,39 27,742 22,503
Securities used for hedging.................................................................... ..................................  24 81,207 159,949
Investments in associates....................................................................... .................................... 28 107,574 83,831
Intanaible assets..................................................................................... ..................................  29 85,757 66,774
investmervt property............................................................................... .................................. 30 37,013 28,155
Propertv and equipment........................... i............................................ 39,240 32,714
Tax assets............................................................................................... ...................................  15 12,027 6,899
Other assets........................................................................................... .................................. 31 183,217 292,709

Total Assets 41 6,603,715 5,347,345 -

BWOPW=WbWSa
Due to credit institutions and centrai banks......... ................................................  24 670,930 339,088
Deposits................................................................ ...............................................  24 1,848,155 1,381,457
Finandal liabiiities measured at fair value............. ...............................................  24,32-34 230,663 217,945
Borrowings............................................................ ...............................................  35 2,883,261 2,515,960
Subordinated ioans............................................... 328,153 267,289
Tax liabilities.......................................................... ...............................................  15 18,099 22,478
Other liabilitíes...................................................... ............... ...............................  37 186,758 146,697

Totaí Liabilities 41 6,166,019 4,990,914

;_cWbg
Share capítal......................................................... 7,187 7,371
Share premíum..................................................... 148,362 162,221
Other reserves...................................................... 61,196 (14,627)
Retained earnings................................................. 207,461 190,643

Total Shareholders’ Equity 424,206 345,608

Minority interest................................................... 13,490 10,823

Tota! Equity 437,695 356,431

Total Liabilities-and Equity 6,603,715 5,347,345

�;��"#'�C�#"�A5��C���'#�'(�5%��5"��"'��%5��A5%'�# 9�';�C��/#"7�"C�7�/#"C# �75'�7���"5"75 ��'5'�>�"'C�
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Consolidated Interim Statement of Changes in Equity
-   for the Period frora 1 January to 30 June 2008 .

Totat
Share capital Share-

and share Other Retained • hoiders' Minority Total
premíum reserves earnings equity interest equíty

Changes in equity from 1 January to 30 June 2008:

Equity at the beginning of the year............. ..................... . 169,592 (14,627) 190,643 345,608 10,823 356,431
Translation difference from foreign operations.................. 75,770 75,770 ■ 3,667 79,437
Net earnings according to the IncomeStatement.............. 34,114 34,114 (72) 34,042
Total recognisad earnings for the period........................... 75,770 34,114 109,884 3,595 113,479
Dividends paid to shareholders, ISK 20 per share.............. (14,025) (14,025) (615) (14,540)
Purchases and sales of treasury stock................................ (14,844) (14,844) (14,844)
Exercised stock options...................................................... (49) (49) (49)
Síock option expense.............................. .......................... 850 850 850
Other changes ........................ ...................... .................... ' 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:

Equify at the beginning of the year................................... 171,349 17,220 134,941 323,510 11,382 334,892
Translation dífference........................................................ (32,985) (32,985) (1,434) (34,419)
Fair value chanaes in finanda! assets available-for-sale..... 21 21 21
Net loss recognised directly in equity................................. (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, ISK 14 per share.............. (10,272) (10,272) (10,272)
Purchases and saies of treasury stock................................ .... - 2,853 2,853 2,853
Exercised stock optíons...................................................... 551 551 551
Restating the initial investments in shares......................... (5,111) (3,1115 (5,111)
Other changes................................................................... 29 29 (565) (536)
Equity 30 June 2007.......................................................... 174,753 (15,744) 165,352 324,361 10,374 334,735

�;��"#'�C�#"�A5��C���'#�'(5%��5"��"'��%5'A5%'�# 9�';�C��/#"7�"C�7�/#"C#'�75'�7�!>5"75��'5'�>�"'C�
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Condensed Consolidated Interim Statement @T�Cash Flows C
for the Period from 1 January to 30 June 2008
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Notes to the Consolidated Interim Financial Statements
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