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Report and Statement of the Board of Directors
and the CEO

Operations in 2009

The consolidated financial statements of Tryggingamidstodin hf. for the year 2009 are prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the European Union. The consolidated financial
statements comprise Tryggingamidstddin hf. (Parent) and its subsidiaries (together referred to as the “Group”).

According to the income statement, after tax profit for the year amounted to ISK 2,928 million. The Company’s equity
at the end of 2009 amounted to ISK 8,039 million. The Company’s equity ratio was 28% at year-end and the solvency
ratio was 3.86. As of December 31, 2009, the Company’s total assets amounted to ISK 28,477 million.

According to the consolidated balance sheet, the share capital at year end amounted to ISK 1,082 million, of which
99.9% is held by Stodir hf.
The Board of Directors recommends that no dividend shall be paid to shareholders for the year 2009.

Statement by the Board of Directors and the CEO

According to the best of our knowledge, the consolidated financial statements of Tryggingamidstddin hf. for the year
2009 give a true and fair view of the assets, liabilities, financial position and financial performance of the Company.
Further, in our opinion the consolidated financial statements and the statement of the Board of Directors and the Chief
Executive Officer gives a fair view of the development and performance of the Company’s operations and its position
and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the annual consolidated financial statements of
Tryggingamidstddin hf. for the year 2009 and confirm them by means of their signatures.

Reykjavik, 4 March 2010.

Board of Directors:

Jon Sigurdsson
Eva B. Helgadottir

CEO:

Sigurdur Vidarsson
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Independent Auditors’ Report

To the Board of Directors and Shareholders of Tryggingamidst6din hf.

We have audited the accompanying consolidated financial statements of Tryggingamidstddin hf. and its subsidiaries
(the “Group”), which comprise the report by the Board of Directors, the balance sheet as at December 31, 2009, and
the consolidated income statement, comprehensive income statement, consolidated statement of changes in equity and
consolidated cash flow statement for the year then ended, and a summary of significant accounting policies and other
explanatory notes.

Management's Responsibility for the Consolidated Financial Statements

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

Auditor's Responsibility

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

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 judgement, 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 to design audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an
opinion on the effectiveness of the entity's internal control. An audit also includes evaluating the appropriateness of
accounting principles used and the reasonableness of accounting estimates made by management, as well as evaluating
the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.
Opinion
In our opinion, the consolidated financial statements give a true and fair view of the financial position of the

Company as at December 31, 2009, and of its financial performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, 4 March 2010.

KPMG hf.

Helgi F. Arnarson

Jon S. Helgason
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Consolidated Income Statement for the year 2009

Notes 2009 2008
Premiums €arned ..........cccoiriiieeiiiicersee e 10.418.515  10.077.048
Outward reinsurance premiums ( 987.083) ( 1.096.799)
Earned premiums, net of reinsurance 6 9.431.432 8.980.249
Interest income and foreign exchange difference .........ccocoovceveivierennnn, 7 2.167.024 2.878.161
Net income on investments at fair value ...........cccccoceovvieniiicnciicenee, 1.128.064 ( 4.586.589)
Profit from associated COMPANIES ........ceovevierieriereece e 0 13.959
Other INVESEMENLS INCOIME .......oiveiiieiirieeeee e 8 63.960 64.378
Investment income 3.359.048 ( 1.630.091)
OLNEI INCOME ...t 9 6.436 759.655
Other income 6.436 759.655
TOAl INCOME ..ot 12.796.916 8.109.813
ClaimS INCUITEA ..o ( 9.186.476) ( 9.632.973)
Claims incurred, reinSUIErS' SNAIE .......c..oocveeeceee e 327.656 260.139
Claims incurred, net of reinsurance 10 ( 8.858.820) ( 9.372.834)
OPErating EXPENSES .....evereeeeriereerereerieresieeereseeseeseseesesseseeseeseseesesseseesensenes 11 ( 2.191.640) ( 2.320.492)
INTEIESE EXPENSES ....veviverieeiieniete et sie ettt se et nesae e neseenens 14 ( 618.626) (  992.617)
IMPAITMENT ...t 15 ( 820.386) (  662.443)
NET EXPENSES ...t ( 12.489.472) ( 13.348.386)
Profit (1oss) before iNCOMEe tax ........ccoeovveieiiveieiiee e 307.444 (1 5.238.573)
INCOME TAX 1ottt 16 ( 70.223) (  290.624)
Profit (loss) from continuing operations ..............cccoccvvnenes 237.221 ( 5.529.197)
Profit (loss) from discontinued Operations ...........ccccecverriererenercinnienns 4 2.690.711 ( 12.078.755)
Profit (loss) for the year ... 2.927.932 (17.607.952)
Attributable to:
Equity holders of the Parent ... 2.917.401 ( 17.640.812)
MINOFILY INTEIEST ..veeeiieiecee et 10.531 32.860
Profit (loss) for the year ... 2.927.932 (17.607.952)

The notes on pages 10 to 37 are an integral part of these consolidated financial statements.
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Statement of Comprehensive Income

Profit (loss) for the yea

L

Other comprehensive income:

Currency translation differences ..........cocvceveiveeieinceieiene e

Total other comprehen

SIVE INCOME <.ttt

Total comprehensive INCOME ........ccooeieiieieecee e

Comprehensive income attributable to:

Equity holders of the parent ...........ccocvvreineieineiese e
MINOFILY INTEFEST ...

Total loss for the year

2009

2.927.932

2008

( 17.607.952)

5.502.636)

5.064.798

5.502.636)

5.064.798

2.574.704)

( 12.543.154)

2.585.235)
10.531

(12.576.014)
32.860

2.574.704)

( 12.543.154)

The notes on pages 10 to 37 are an integral part of these consolidated financial statements.
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Consolidated Balance Sheet as at 31 December 2009

Notes

Assets
OPEIAtING ASSELS ...vevvevrvenieeirieietesteeete e eee st et se et ne e e eneseeens 17
L0700 1V 1 SRS 18
Assets classified as held for sale ... 19
LLOBNS .ottt b bttt n e b 20
SBCUILIES ..ttt sttt e e st re st e s e sne e enas 21
DEferred taX @SSELS ...veviirieieiirieeeie e 28
REINSUIANCE @SSELS ......cviieiiieiiiireire e 22
Trade reCeIVADIES ..o 23
Cash and cash equIVaIENES ..o

Total assets
Equity
Share Capital ........ccovieiie e
OFNEE TESEIVES ..ttt ettt s
Translation differenCe ........ccoeoeieii e
Retained earnings (accumulated defiCit) ..........cccovviiiiniiiinininene,
Shareholders QUILY ......ccoeieereieecece s
MINOFILY INTEIEST ...

Total equity 24,25
Liabilities
SUbOrdinated 08NS ......covereeireeece s 26
TechniCal PrOVISION .......ccoieieiiiesee e 27
Liabilities classified as held for sale ...........ccccoeieiiieivcriccece e 19
BOITOWINGS vttt ettt nestenaeneas
Deferred tax Hability .......ccocooveiieiriec e 28
Trade and other payables ... 29

Total liabilities

Total Equity and liabilities

2009 2008
736.316 401.861
99.916 99.916
1.070.262  44.634.013
5.966.306 7.017.831
12.870.321 9.687.181
230.492 627.850
308.755 303.775
3.201.233 3.670.006
3.993.088 3.422.892
28.476.689  69.865.325
1.081.639 1.081.639
6.827.135 6.827.135
0 5.502.636

128.641 ( 2.788.760)
8.037.415  10.622.650
1.320 181.873
8.038.735  10.804.523
3.884.741 3.844.621
14.895.895  13.460.106
851.923  40.746.920

0 155.080

0 2.634

805.395 851.441
20.437.954  59.060.802
28.476.689  69.865.325

The notes on pages 10 to 37 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity for the year 2009

(Accumulated

deficit)

Share Share Translation retained Minority

capital premium difference earnings interest Total
Equity 1.1.2008 .................. 1.081.639  6.827.135 437.838  16.950.432 318.634  25.615.678
Total loss of the year ........... 5.064.798 ( 17.640.812) 32.860 (12.543.154)
Minority, change ( 169.621) (  169.621)
Dividend paid ..........cccceuue. ( 2.098.380) ( 2.098.380)
Equity 31.12.2008 .............. 1.081.639  6.827.135 5.502.636 ( 2.788.760) 181.873  10.804.523
Equity 1.1.2009 .................. 1.081.639  6.827.135 5.502.636 ( 2.788.760) 181.873  10.804.523
Total loss of the year ........... 5.502.636) 2.917.401 10.531 ( 2.574.704)
Minority, change ( 191.084) ( 191.084)
Equity 31.12.2009 ... 1.081.639  6.827.135 0 128.641 1.320 8.038.735

The notes on pages 10 to 37 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows for the year 2009

Notes 2009 2008
Operating activities:
NEt €ArNINGS (I0SS) «..vevvevereereeiirieiee et seeren 2927932 ( 17.607.952)
Adjustments to reconcile net (loss) earnings:
Share in loss of associated COMPANIES .........cccererveerrieiieneereseeees 0 ( 13.959)
Interest income and expenses in income statement ...........ccococvvereenene ( 1.067.250) ( 1.400.259)
Depreciation and impairment 0f @SSets .........ccoceovevreiininieiniereeeene 100.425 50.459
Gain on sale of OPerating aSSets .........cccvverererereereree e ( 2.981) ( 729.836)
Loss on discontinued OPErations ...........ccccceeeveerereseseneeeseneee e ( 3.022.924) 12.078.755
Changes in operating assets and liabilities:
SECUNILIES, CNANGE .....eveieeiieee s ( 3.363.168) 3.115.369
Short term receivables, Change ... 886.224  ( 915.294)
L0ANS, CRANGE .....oviiiiieiieiiiese e 1.217.309 792.004
Deferred tax asset, ChaANGE .......covrvvirericiineer s 394.722 273.395
Reinsurance assets, Change ..o ( 4.980) ( 48.857)
Technical provision, Change ... 1.435.789 1.035.793
Short term payables, Change ... ( 131.712) 184.176
Other assets, ChanQe ..o ( 19.148) (. 103.680)
( 649.762) ( 3.289.886)
INtErest INCOME rECEIVEM ........ccoviiiiieeree s 1.305.174 1.558.392
INterest eXPENSES PRI .......ccooerreirerieireee e ( 235.029) ( 209.793)
Net cash from (used in) operating activities 420.383  ( 1.941.287)
Investing activities:
Investment in subsidiaries, net of cash acquired .........c..ccoceeveevreriennnnns, 785.103  ( 441.740)
Net change due to discontinued Operations ..........c.cccceverereeerenesenenenns 0 ( 847.823)
Operating assetS, ChANGE ......covevrereire e ( 431.899) 722.157
Net cash flow from (used in) investing activities 353.204  ( 567.406)
Financing activities:
DivIidend Paid ........ccooveiiiniiie e ( 395) ( 2.098.380)
BOrrowings, ChaNQE ........cccovvirieiniieine et ( 202.996) ( 4.654.099)
Net cash flow used in financing activities ( 203.391) ( 6.752.479)
Increase (decrease) in cash and cash equivalents .............c.cccoeeenee 570.196 ( 9.261.172)
Cash and cash equivalents at the beginning of the year ............... 3.422.892 12.684.064
Cash and cash equivalents at year-end ..........c.cococoeovvnncinssnncenns 3.993.088 3.422.892
Investing and financing activities not affecting cash flows:
ACQUISILION IN PrOPEITIES ...veveeeieeieeee et 914.525 0
MOTTJAGE 10BNS ..ot ( 731.543) 0
SBCUITLIES ..ottt sttt ettt nee e tenee e re e s 182.982 0

The notes on pages 10 to 37 are an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements

1. Reporting Entity

Tryggingamidstddin hf.'s (“The Company") registered office is at Sidumali 24 in Reykjavik, Iceland.
Tryggingamidstddin hf. is a subsidiary of Stodir hf. The consolidated financial statements of
Tryggingamidstddin hf. as at and for the year ended 31 December 2009 comprise the company and its
subsidiaries, together referred to as the “Group”. Tryggingamidstddin's main operation is insurance and
financial operations.

2. Basis of preparation

a.  Statement of compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRSs) as adopted by the EU.

The financial statements were approved by the Board of Directors of Tryggingamidstédin hf. on 4 March 2010.

b.  Basis of measurement

The consolidated financial statements are prepared on the historical cost basis except for securities, which are
measured at fair value.

c.  Functional and presentation currency

The consolidated financial statements are prepared in Icelandic Krona (ISK), which is the Company's
functional currency. All financial information has been rounded to the nearest thousand.

d.  Use of estimates and judgments
The preparation of the consolidated financial statements in accordance with IFRS requires management to
make judgements, estimates and assumptions. These judgements, estimates and assumptions affect the reported
amounts of assets and liabilities, as well as income and expenses. Actual outcome can later, to some extent,
differ from the estimates and assumptions made.

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

In particular, information about significant areas of estimation, uncertainty and critical judgements in applying
accounting policies that have the most significant effect on the amounts recognised in the financial statements
is described in note 3q.

e.  Changes in accounting method
The Group has applied 1AS 1 (Revised) Presentation of Financial Statements (2007). Comprehensive income
consist of both revenue and expenses recognised in profit or loss as well as revenue and expenses recognised
directly in equity. Comparative figures have been changed accordingly.

3. Significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these
consolidated financial statements, and have been applied consistently by Groups entities.

Tryggingamidstddin hf.
Consolidated Financial Statements of 2009
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Notes, contd.:

a.  Basis of consolidation
(i) Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control,
potential voting rights that presently are exercisable or convertible are taken into account. The financial
statements of subsidiaries are included in the consolidated financial statements from the date that control
commences until the date that control ceases. The accounting policies of subsidiaries have been changed when
necessary to align them with the policies adopted by the Group.

(if) Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial
and operating policies. Significant influence is presumed to exist when the Group holds between 20 and 50
percent of the voting power of another entity. The consolidated financial statements include the Group’s share
in the profit or loss of associates on an equity accounted basis. The equity method is used from the date that
significant influence commences until the date that significant influence ceases.

(iii) Transactions eliminated on consolidation

Intra-Group balances and any unrealised income and expenses arising from intra-Group transactions, are
eliminated in preparing the consolidated financial statements. Unrealised losses are eliminated in the same way
as unrealised gains, but only to the extent that there is no evidence of impairment.

b.  Foreign currency
(i) Foreign currency transactions

Transactions in foreign currencies are translated to the respective functional currency of Group entities at
exchange rates ruling at the dates of the transactions. Monetary assets and liabilities denominated in foreign
currencies at the reporting date are retranslated to the functional currency at the exchange rate at that date.
Foreign exchange differences arising on translation are recognised in the income statement. Operating
expenses and sales in foreign currencies are translated at the foreign exchange rate at the date of the
transaction.

(if) Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on
acquisition, are translated to the functional currency at exchange rates at the reporting date. The income and
expenses of foreign operations are translated to the functional currency at the average exchange rate.

Foreign currency translation differences are recognised directly in equity in the translation reserve. When a
foreign operation is disposed of, in part or in full, the relevant amount in the foreign currency translation
differences is transferred to profit or loss.

c.  Financial Instruments
(i) Financial assets and liabilities

Financial assets and liabilities in the Group’s balance sheet comprise securities, loans, receivables, cash,
borrowings and other payables.

Financial assets and liabilities are recognised initially at fair value plus any directly attributable transaction
costs. Subsequent to initial recognition financial assets and liabilities are measured as described below.

Tryggingamidstddin hf.
Consolidated Financial Statements of 2009
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Notes, contd.:

c. Financial Instruments, contd.:
(i) Financial assets and liabilities, contd:

A financial asset and liability is recognised when the Group becomes a party to the contractual provisions of
the instrument. Financial assets are derecognised if the Group’s contractual rights to the cash flows from the
financial assets expire or if the Group transfers the financial asset to another party without retaining control or
substantially all risks and rewards of the asset. Regular way purchases and sales of financial assets are
accounted for at trade date, i.e. the date that the Group commits itself to purchase or sell the asset. Financial
liabilities are derecognised if the Group’s obligations specified in the contract expire or are discharged or
cancelled.

(if) Cash and cash equivalents

Cash and cash equivalents comprise cash in hand and unrestricted balances held with financial institutions.

(iii) Securities
Securities in the balance sheet are financial assets classified as at fair value through profit or loss and
designated as such upon initial recognition. Financial assets are designated at fair value through profit or loss if
the Group manages such investments and makes purchase and sale decisions based on their fair value. Upon
initial recognition, attributable transaction costs are recognised in profit or loss when incurred. Financial
instruments at fair value through profit or loss are measured at fair value, and changes therein are recognised in
profit or loss.

(iv) Loans and accounts receivables

Loans and accounts receivables are financial assets, which carry fixed, calculated payments and are not listed
in an active market.

Loans are recognised when cash is advanced to borrowers. They are initially recorded at fair value, which is
the cash given to originate the loan, including any transaction costs, and are subsequently measured at
amortised cost. Receivables arising from insurance contracts are also classified in this category. The
company’s loans are capitalised with accrued interests, indexation and exchange rate differences at the end of
the period. Indexed loans are recognised based on the indexes that came into effect at the beginning of January
2010 and currency indices loans are recognised based on the exchange rate of the relevant currency at the end
of December 2009.

Loans and receivables are derecognised when cash flow can no longer be obtained or when the Group has
transferred for the most part risk and rewards from the ownership.

(v) Amortised cost measurement

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

(vi) Offsetting

Financial assets and liabilities are set off and the net amount presented in the balance sheet when, and only
when, the Group has a legal right to set off the amounts and intends either to settle on a net basis or to realise
the asset and settle the liability simultaneously.

Tryggingamidstddin hf.
Consolidated Financial Statements of 2009
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Notes, contd.:

d.  Operating assets
(i) Measurement

Buildings and other operating assets are stated at cost less accumulated depreciation and impairment losses.

(if) Subsequent costs

The cost of replacing a part of an item of operating asset is recognised in the carrying amount of the item if it is
probable that the future economic benefits embodied with the item will flow to the Group and the cost of the
item can be measured reliably. All other costs are recognised in the income statement as an expense as
incurred.

(iii) Depreciation
Depreciation is charged to the income statement on a straight-line basis over the estimated useful lives of each
item of operating assets. The estimated useful lives are as follows:

BUIIAINGS oo 25-50 years
Other operating assets 3-10 years

The depreciation method, useful lives and residual values are reassessed at the reporting date.

e. Intangible assets
Goodwill

All business combinations are accounted for by applying the purchase method. Goodwill represents amounts
arising on acquisition of subsidiaries. In respect of business acquisitions goodwill represents the difference
between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill is stated at cost less any accumulated impairment losses. Goodwill is allocated to cash-generating
units and is tested annually for impairment.

Negative goodwill arising on an acquisition is recognised directly in profit or loss.

f.  Fair value measurement principles for financial instruments
(i)  Securities

Securities in the balance sheet consist of investments in equity and debt securities. The fair value of listed
securities is based on their quoted market bid prices at the reporting date without any deduction for estimated
future selling costs.

If a quoted market price is not available on a stock exchange or from a broker / dealer for non-exchange-traded
financial instruments, the fair value of the investment is estimated using valuation techniques, including use of
recent arm’s length market transactions, reference to the current fair value of another instrument that is
substantially the same, discounted cash flow techniques, option pricing models or any other valuation
technique that provides a reliable estimate of prices obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’s best
estimates and the discount rate used is a market rate at the reporting date applicable for an instrument with
similar terms and conditions. Where other pricing models are used, inputs are based on market data at the
reporting date. Fair values for unquoted equity investments are estimated, if possible, using applicable price /
earnings ratios for similar listed companies adjusted to reflect the specific circumstances of the issuer.

Tryggingamidstddin hf.
Consolidated Financial Statements of 2009
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Notes, contd.:

f.  Fair value measurement principles for financial instruments, contd.:

(i) Loans and receivables

The fair value of loans and receivables, which is determined for disclosure purposes, is estimated as the present
value of future cash flows, discounted at the market rate of interest at the reporting date.

(iif) Non-derivative financial liabilities
The fair value of non-derivative financial liabilities, which is determined for disclosure purpose is based on the

present value of future principal and interest cash flows, discounted at the market rate of interest at the
reporting date.

g. Insurance contracts

As part of its insurance operations the Group's entities issue contracts that transfer both financial and insurance
risk from the customers to the Group.

(i) Insurance contracts - definition
Insurance contracts are contracts under wich the insurer accepts insurance risk from policyholders by agreeing
to compensate the policyholders if a specified uncertain future event would occur.

Insurance risk is all risk, other than financial risk, that is moved from the policyholder to the insurer such as
financial loss due to accident, death or damage.

(ii) Insurance contracts - classification
The Group's insurance contracts are categorised in two Groups according to how long the insurance risk lasts
and whether the contracts are fixed or changeable.

Non-Life insurance
Insurance contracts that are categorised as in this section are liability insurances, casualty insurance and
property insurance.

Liability and casualty insurance contracts protect the customers against the risk of causing harm to third parties
as a result of their legitimate activities and compensates the policyholders own damage in accordance with the
terms of the insurance contracts.

Property insurance contracts mainly compensate the company's customers for damage suffered to their
properties or for the value of property lost. Customers could also receive compensation for the loss of earnings
caused by the inability to use the insured properties in their business.

Life insurance

These contracts insure events associated with human life, for example death or survival over a long duration.
Premiums are recognised as income in the period they are issued and claims paid are recognised as expense in
the period that the insured event is claimed.
(iif) Technical provisions

The Group assesses, at the end of the fiscal year, whether the recorded insurance liability can carry out the
Group's estimated obligations by assessing future cash flows of the insurance liability. All changes in the
insurance liability are recognised in the income statement. In performing these tests, current best estimates of
future contractual cash flows and claims handling and administration expenses, as well as investment income
from the assets backing such liabilities, are used.

Tryggingamidstddin hf.
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Notes, contd.:

g. Insurance contracts, contd.:
(iv) Reinsurance contracts

Reinsurance contracts are made in order to reduce the Group's risks. Reinsurance contracts can be either
proportional or carry the entire risk in the case of a damage exceeding a fixed damage cost.

Claims on reinsure's due to premiums and claims are recognised as reinsurance assets. The claims concern the
reinsures share in damages according to reinsuranee contracts and share in premium liability. Obligations due
to reinsurance are the reinsure's share in premiums for reinsurance contracts which are recognised in the
income statement at the time of the renewal of the reinsurance contracts.

h.  Share capital
Ordinary shares
When share capital is repurchased, the amount paid, including directly attributable costs is deducted from
equity.
Dividends

Dividends on shares are recognized in equity in the period in which they are approved by the Company's
shareholders.

i.  Impairment of non-financial assets

The carrying amounts of the Group’s non-financial assets are reviewed at each reporting date to determine
whether there is any indication of impairment. If any such indication exists then the asset’s recoverable amount
is estimated. For goodwill and intangible assets that have indefinite lives or that are not yet available for use,
the recoverable amount is estimated at each reporting date.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value
less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present value
using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks
specific to the asset. For the purpose of impairment testing, assets are grouped together into the smallest Group
of assets that generates cash inflows from continuing use that are largely independent of the cash inflows of
other assets or groups of assets (the "cash-generating unit").

An impairment loss in respect of goodwill is not reversed. In respect of other assets, impairment losses
recognised in prior periods are assessed at each reporting date for any indications that the loss has decreased or
no longer exists. An impairment loss is reversed if there has been a change in the estimates used to determine
the recoverable amount. An impairment loss is reversed only to the extent that the asset’s carrying amount does
not exceed the carrying amount that would have been determined, net of depreciation or amortisation, if no
impairment loss had been recognised.

j. Impairment of financial assets

Financial assets not at fair value through profit and loss are assessed at each reporting date to determine
whether there is any objective evidence that it is impaired. A financial asset is considered to be impaired if
objective evidence indicate that one or more loss events have occurred after the initial recognition of the asset
and that the loss event has an impact on the estimated future cash flows of that asset.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the original
effective interest rate.
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Notes, contd.:

j. Impairment of financial assets, contd.:

Individually significant financial assets are tested for impairment on an individual basis. The remaining
financial assets are assessed collectively in groups that share similar credit risk characteristics. All impairment
losses are recognised in profit or loss.

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

group.
An impairment loss is reversed if the reversal can be related objectively to an event occurring after the

impairment loss was recognised. For financial assets measured at amortised cost the reversal is recognised in
profit or loss.

k. Income and expense from insurance operations

(i

Premiums

=

Premiums recognised as income comprise the premiums contracted during the fiscal year including premiums
transferred from last years but excluding next periods premiums, which are recognised as unearned premium.
Premium reserve in the Balance Sheet forms the part of premiums due to insurance risk during the period
which belongs to the next fiscal year.

(ii) Claims
Claims reconised in the income statement are the periods claims including increases or decreases due to claims

from previous fiscal years. Claims reserved in the balance sheet are the total amount of reported but unpaid
claims as well as actuarial provision for claims occurred but unreported.

I. Income and expense from financial operations

(i)  Netincome from securities and derivatives

Net income from investments in securities and derivatives comprise gain on sale of shares, changes in fair
value of investments, changes in fair value of derivatives other than foreign exchange gain or loss and interest
income or expense and dividend income. Dividend income is recognised in the income statement on the date
the entity's right to receive payments is established.

(if) Interest income and expense

Interest income and expense are recognised in the income statement using the effective interest method. The
effective interest rate is the rate that exactly discounts the estimated future cash payments and receipts through
the expected life of the financial asset or liability (or, where appropriate, a shorter period) to the carrying
amount of the financial asset or liability. The effective interest rate is established on initial recognition of the
financial asset and liability and is not revised subsequently.

The calculation of the effective interest rate includes all fees and points paid or received, transaction costs, and
discounts or premiums that are an integral part of the effective interest rate. Transaction costs are incremental
costs that are directly attributable to the acquisition, issue or disposal of a financial asset or liability.

Interest income and expense presented in the income statement include:

- interest on financial assets and liabilities at amortised cost on an effective interest rate basis.
- interest on investment securities on an effective interest basis.
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Notes, contd.:

I.  Income and expense from financial operations, contd.:
(iif) Net foreign exchange (loss) gain

Net foreign exchange (loss) gain comprises foreign exchange changes arising from assets and liabilities
denominated in foreign currencies.

m. Operating expenses

Operating expenses consist of salary expenses, market cost, computer expenses, office- and administration
expenses, the cost of running properties and other expenses.

n. Income tax

Income tax on the profit or loss for the year comprises current tax and deferred tax. Income tax expense is
recognised in profit or loss 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
substantially enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is provided using the balance sheet method, providing for temporary differences between the
carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for taxation
purposes. Deferred tax is not recognized for the following temporary differences: the initial recognition of
assets or liabilities that affect neither accounting nor taxable profit, and differences relating to investments in
subsidiaries to the extent that they will probably not reverse in the foreseeable future. In addition, deferred tax
is not recognised for taxable temporary differences arising on the initial recognition of goodwill.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the reporting date. Deferred tax
assets and liabilities are offset if there is a legally enforceable right to offset current tax liabilities and assets,
and they relate to income taxes levied by the same tax authority on the same taxable entity, or on different tax
entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and liabilities
will be realised simultaneously.

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available
against which the temporary difference can be utilised. 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.

0. Segment reporting

A segment is a distinguishable component of the Group that is engaged either in providing related products or
services (business segment), or in providing products or services within economic environment (geographical
segment), which is subject to risks and rewards that are different from those of other segments. The Group's
primary format for segment reporting is business segment.

p. New standards and interpretations not yet adopted

The Company has adopted all IFRSs, interpretations and amendments to existing standards that are applicable
for the year ended 31 December 2009 and relevant to the Company. The Company has not adopted early any
IFRSs, interpretations or amendments effective after 31 December 2009. Changes in the standards and their
interpretations are not considered to have material effects on the Group's financial statements.
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Notes, contd.:

g. Key sources of estimation uncertainty
(i) The ultimate liability arising from claims made under insurance contracts

The estimation of the ultimate liability arising from claims made under insurance contracts is one of the
Group's most critical accounting estimates. There are several sources of uncertainty that need to be considered
in the estimation of the liability that the Group will ultimately pay for such claims.

(ii) Determination of fair values of financial instruments

As indicated in note 3c the Group’s securities are measured at fair value on the balance sheet. For the majority
of these financial instruments, quoted market prices are readily available. However, certain financial
instruments, for example unquoted securities are fair valued using valuation techniques.

Fair value estimates are made at a specific point in time, based on market conditions and information about the
financial instrument. These estimates are subjective in nature and involve uncertainties and matters of
significant judgement (e.g. interest rates, volatility, estimated cash flows etc.) and therefore, cannot be
determined with precision.

(iii) Determination of impairment of financial assets

Financial assets accounted for at amortised cost are evaluated for impairment on the basis described in
accounting policy 3j. The assessment for impairment is based upon management’s best estimate of the present
value of the cash flows that are expected to be received. In estimating these cash flows, management makes
judgements about a counterparty’s financial situation and the net realisable value of any underlying collateral.

4. Accounting policies related to discontinued operations

A discontinued operation is a component of the Group's business that represents a separate major line of
business that is classified as held for sale. Classification as a discontinued operation occurs when the operation
upon disposal or when the operation meets the criteria to be classified as held for sale, if earlier. When an
operation is classified as a discontinued operation, the comparative income statement is restated as if the
operation has been discontinued from the start of the comparative period.
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Notes to the Consoldiated Financial Statement, contd.:

5. Segment Reporting

Segment information is presented in respect of the Group's business. It is based on the Companies management and internal reporting structure.

Inter-segment pricing is determined on an arm's length basis.

Operating profit of a segment, assets and liabilities, include items that belong to certain segments and also items that can be divided between segments in a logical way for the duration of more
than one year.

Operating segment

The following segments are the Group's center operation.

* Non-Life insurance
* Life insurance
* Financial operation

Operating segment

Non-Life insurance Life insurance Financial operation Group

2009 2008 2009 2008 2009 2008 2009 2008
Premiums 10.108.780 9.807.231 309.735 269.817 0 0 10.418.515 10.077.048
Outward reinsurance premiums .. ( 904.768) (  1.021.173) ( 82.315) ( 75.626) 0 0 (1987.083) (1.096.799)
Investment income . 1.668.688 2.587.409 28.301 16.520 1.662.058 (  4.234.022) 3.359.048 (1.630.090)
Other income 0 0 0 0 6.436 759.655 6.436 759.655
Total INCOME ... 10.872.700 11.373.467 255.721 210.711 1.668.494 (3.474.367) 12.796.916 8.109.814
Claims incurred 9.093.281) (  9.545.241) ( 93.195) ( 87.732) 0 0 (9.186.476) (9.632.972)
Claims incurred, reinsurers' share .. . 292.186 226.949 35.470 33.190 0 0 327.656 260.140
Operating expenses . ( 1.841.069) (  1.932.098) ( 86.744) ( 113.594) ( 263.827) ( 274.802) (2.191.640) (2.320.494)
Interest expenses . 0 0 0 0 ( 618.626) ( 992.617) (618.626) (992.617)
Impairment ...... 0 0 0 0 ( 820.386) ( 662.443) (820.386) (662.443)
Operating profit of Segment .... 230.536 123.077 111.252 42.575 (34.345) (5.404.229) 307.444 (5.238.573)
Income tax ... (70.223) (290.624)
Profit (loss) profit from continuing operations 237.221 ( 5.529.197)
Profit (loss) from discontinued operations .......... 2.690.711 (12.078.755)
Profit (loss) for the year.............cccooovncinnene 2.927.932 ( 17.607.952)
Investment assets ... 14.490.473 13.093.475 156.270 134.347 13.521.191 56.333.728 28.167.934 69.561.550
Reinsurance assets . 241.384 253.229 67.371 50.546 0 0 308.755 303.775
Total @SSETS ... 14.731.857 13.346.704 223.641 184.893 13.521.191 56.333.728 28.476.689 69.865.325
Technical provision ... 14.672.354 13.275.213 223.641 184.893 0 0 14.895.995 13.460.106
Other liabilities 0 0 0 0 5.541.959 45.600.696 5.541.959 45.600.696
Total liabilities ... 14.672.354 13.275.213 223.641 184.893 5.541.959 45.600.696 20.437.954 59.060.802
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Notes, contd.:

6. Earned premiums, net of reinsurance

2009 2008
Premitms WITHEEN .....ovevieiiiisrse e 10.603.428  10.325.611
REINSUIE'S SNAIE ...ttt s ( 992.444) ( 1.048.879)
Change in the gross provision for unearned premiums ............ccccoeeiernienncierse e ( 184.913) ( 248.563)
Change in the provision for unearned premiums, reinsure's share ...........c.cccceveeereene 5361 (  47.920)
Earned premiums, net Of FEINSUIANCE ........ooviiiiiiriiirieieceeee e 9.431.432 8.980.249
7. Interest income and foreign exchange rate difference
Interest iNCOME froM AEPOSIES .......cveveeeririiririre e 299.283 463.444
Interest iNCOME froM DONAS ..o 1.057.229 1.892.912
Other INtEreSt INCOME .........veieriiiiiciete s 301.035 231.216
Exchange rate differenCe ... 509.477 290.589
Interest income and exchange rate difference, total .........ccoovvvveeiiinnncscccenen 2.167.024 2.878.161
8.  Other investments income
Profit from sale 0f SNAreS ... 0 2.088
Dividend on shares in COMPANIES ..........ccvririiiiriiiiniierre e 63.960 62.290
Other iNVeStMENt INCOME, TOLAl .........covuerereirieisre sttt enees 63.960 64.378
9. Other income and expense
Profit from Sale Of @SSEL ... 0 729.836
OthEr INCOMIE ..ot 6.436 29.819
Other iNCOME, OTAI .......c.ccuiiiiiiice e 6.436 759.655
10. Claims incurred, net of reinsurance
CIAIMS PRI ...ttt bbbttt ( 7.983.922) ( 8.953.443)
Claims paid, reiNSUIE'S SNATE .......c.ceveriiiiriririeieieeeee st 316.223 181.253
Change in the provision for ClaiMS ... s ( 1.202.554) ( 679.531)
Change in the provision for claims, reinsures' share .............cccoverveiiisiciseieseeen 11.433 78.887
Claims incurred, net of reinsurance, total .............cccccoviiiiiiiiicc ( 8.858.820) ( 9.372.834)
11. Operating expenses
Salaries and related EXPENSES ........ceviriirirririeieereeet s ees 1.106.578 1.071.584
Administration expenses .. . 764.817 1.088.151
OPErating BXPENSES ....cvvuiviviciiictiieis et 320.245 160.757

Operating eXPENSES, TOTAl ......cvivvviveieeeieeiiririre e 2.191.640 2.320.492
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Notes, contd.:

12.

13.

14.

15.

16.

2008

906.863
104.631
56.657
3.433

1.071.584

Salaries and related expenses 2009
SAIAMIES ... 937.448
Defined cONtribUtION EXPENSES .....c.vviiviieieieieeriieses ettt 93.308
PAYTOI 18X 1.ttt bbbttt 62.282
Other salary related EXPENSES .........cvereririririririeieieieeee st 13.540
Salaries and related eXPenses, tOtal ...........cc.cc.cvrvieeieereereiceeeeeeee e 1.106.578
Average number of full time equivalent employees ........cccovvvvvvveieienenincsseeiene 134

Salaries and benefits to the CEO, Board of Directors and Executives

133

26.892
400

3.827
1.500
1.500
400
99.205

9.622
17.836

27.458

226.390
763.110
3.117

992.617

564.283
98.160

662.443

Sigurour VIdarsson, CEO ... 28.080
Jon Sigurdsson, Chairmen of the board ... 1.800
Eva Bryndis Helgadottir, board Member ...........covirieeeieninnseeeee e 1.200
Gunnar Karl Gunnarsson, former Chairman of the board ...........ccccoceoiivniiiiciis 1.500
Arni Hauksson, former Doard MEMDET ............ccovvevuecueieeveecisissesesee e sees 600
Pétur Guomundarson, former board member ......... 600
porsteinn Mar Baldvinsson, former board member ..........ccoovvvvveniinnincsenes 0
EXECULIVES (5) 1.veuetiririeiiiteiiiete ettt sttt bbbt bbbttt 87.928
Auditor’s fee
Audit of the financial StAteMENTS ..o 16.564
Review of the interim financial statements and other Service ..........ccoceevvvrevirrnninne 10.051
26.615
Interest expenses
Interest eXPense 0N DOITOWINGS .........cviiririririeieeeeecre e 62.771
Interest expense on Other DOITOWINGS ........cccoiiiiiiieiee s 552.335
OLher INTErESt EXPENSES ......iveriieeieieieieiee ettt sttt bbbttt se st neebenas 3.520
INtErest EXPENSES, TOLAl .......ccveveircreicteicte ettt et bbb bbb 618.626
Impairment
Impairment on Securities and 08NS ... s 734.253
Impairment on accounts reCeiVabIE ..o 86.133
IMPAIMENE, TOLA .......vvcveveceee et 820.386
Income tax expense

At the end of the year, the Parliament increased the income tax rate from 15% to 18%. The new tax rate will be
used in tax calculations for the year 2011 on earning for the year 2010. Deferred tax assets and tax liability at year
end 2009 are calculated with 18% tax rate. Changes in income tax law regarding received dividend was also
made, now received dividend is not deductable from profit except that carry loss forwards have been used. From
the year 2011 profit from sale of shares and received dividend where the receiver owns less than 10% of total

shares in the related company will be taxable.
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Notes, contd.:

16. Income tax expense, contd.:

2009 2008
Income tax recognised in the income statement is specified as follows:
CUrrent taX PAYADIE ........ouoiiiiiriiee b 10.524 27.416
Original and reversal of temporary differences ... 59.699 263.208
Total income tax in iNCOME StAtEMENL ..........coevviriiiiiice e 70.223 290.624
Effective tax rate: 2009 2008
Profit (loss) before inCome tax .........c.coceeeveiciinnnennns 307.444 ( 5.238.573)
Income tax using the Company's domestic
TAX TALE oo 15,0% 46.117 15,0% ( 785.786)
Effect of changes in tax laws .. (13,8%) ( 42.571) (20,5%) 1.075.366
Non tax deductible eXPenses ............coveererererirnerennns 62,8% 193.217 (3,1%) 164.220
TaxX eXEMPL FEVENUE ...c.covevierieirieieeieieeeeie e 0,3%) ( 854) 25% ( 132.669)
OthEr ITBMS ...evvireiiicire e (40,9%) ( 125.686) 0,6% ( 30.507)
Effective taX rate .......cccoceeereririiirreeeeessseiens 22,8% 70.223 (5,5%) 290.624
17. Operating assets
Operating assets are specified as follows: Office
equipment,
Software,
Property Vehicles Total
Total value 1.1.2008.........ccccorriiiirinieeireerrec e 707.499 439.586 1.147.085
Addition during the year 2008...........c.ccocooeiiierinennn 0 271.791 271.791
Assets transferred to assets classified as held for sale . 0 ( 147.588) ( 147.588)
Sold during the year 2008...........cccevririerrnnirneesesseeee e ( 513.110) ( 16.988) ( 530.098)
Total value 31.12.2008.........c.euurernrrnrerrerirenneeisssseseesessesseesessesssssenes 194.389 546.801 741.190
Previously depreciated..........coovviiceinniiceine e 326.376 276.539 602.915
Depreciated during the Year............cccceeeenieineiiieeeeecese e 12.014 38.445 50.459
Assets transferred to assets classified as held for sale......................... 0 ( 73.161) (  73.161)
Sold during the year 2008...........cccovririerrrnninieesessseee e ( 238572) ( 2.310) ( 240.882)
Total depreciation 31.12.2008............ccoevrvreeererersreriseeese e 99.818 239.513 339.331
B0ook value 31.12.2008..........c.cccouurmmiiiieiniinineeicesere e 94.572 307.289 401.861
Total value 1.1.20009........ccciiiiiiirieeseese e 194.389 546.801 741.190
Addition during the year 2009...........cccccervrnrrnrreeeree s 0 452.989 452.989
Sold during the year 2009..........cccvvririeernnineeeseeseeree e ( 22.873) ( 8.901) (  31.774)
Total value 31.12.2009.........c.rurernrrrererrsnsesessssessssessessessessesssssenes 171.516 990.889 1.162.405
Previously depreciated............ooviiceinicceine e 99.818 239.513 339.331
Depreciated during the Year............cccecevrvrvrirrrnseeeren s 4.400 96.025 100.425
Sold during the year 2009..........cccvvririerernireeeeeeseeee e ( 6.807) ( 6.859) (  13.666)
Total depreciation 31.12.2009 97.411 328.679 426.090
Book value 31.12.20009........ccoiiireiieieieieee e 74.105 662.210 736.316
Depreciation Fati0........covvevrvrerieeeeeeeire s es 2-4% 6 - 33%
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Notes, contd.:

18. Intangible assets

Goodwill

BOOK VAlUE 1.1.2008 ......cooiiviiieiiicieieieie ettt b bbbttt b e e bbb e b b e e b enns 4.769.193
Translation AIfFEIENCE ........cciiuiieceee ettt et et s be sttt se e e reebeebeebesbeeas 2.440.032
AAItIoNS AUIING The YEAT ...eeveiiiiiireeieieieee ettt r e en 99.916
TMIPAITMENT ..ottt bbb bbb e st e e b e b et b e b e bk et e ke st et ebe st b e e ebebeebebanea ( 7.209.225)
BOOK VAlUE 31.12.2008 ..ottt sttt srs sttt sttt ss et ettt ss bbb s st en e eant et tns 99.916
BOOK VAlUE 31.12.2009 .....ovviieeieieisiiee ettt es ettt sss sttt sttt st sn sttt sttt s ean et tns 99.916

The redeemable amount of shares in subsidiaries is based on the calculation of the utilization value. The
calculations are based on future cash flow prospects, which are based on actual operating outcome and a five year
business plan. Future cash flow estimates are extrapolated by using the average rate of growth within the sectors in
which the companies operate. A weighted average of a yield claim in each company has been used in order to find
the current value of future cash flow estimates.

19. Assets and liabilities held for sale

2009 2008

Assets
REAI ESTALE ....vvviviieiiiciece ettt bbb bbbt b b 1.034.738 94.000
35.524 9.680
0 44.530.333

1.070.262  44.634.013

Liabilities
IMIOTEJAGES ..ttt bbbt bbbkttt 851.923 75.134
Liabilities in the subsidiary (Nemi FOrsikring ASA) ......cccoccorrinneiineiense e 0 40.671.786

851.923  40.746.920

20. Financial assets and financial liabilities
a. Classification and fair value of financial assets and financial liabilities

The following table shows which group financial assets and liabilities pertain and their fair value. Minor
difference is between book value and fair value according to the interest rate, which is variable.

Financial assets and Loans  Other assets
liabilities at fair value and at amotised Total

receivables cost book value Fair value
31 December 2009
CaSh .o 3.993.088 3.993.088 3.993.088
Receivable from loan institutions ......... 704.687 704.687 704.687
LOANS .vveieice e 5.966.306 5.966.306 5.966.306
Financial assets at fair value ... ... 12.165.632 12.165.632  12.165.632
Other assets .......cccoveveveenennn. 1.078.719 1.078.719 1.078.719

Total financial assets . 12.165.632 10.664.081 1.078.719  23.908.432  23.908.432

BOMOWINGS ....cvveveieicrineeeeceene e 4.736.664 4.736.664 4.747.377
Other liabilities 10.524 10.524 10.524
Financial assets and liabilities ............... 12.165.632 5.927.417 1.068.195 19.161.244 19.150.531
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Notes, contd.:

20. Financial assets and financial liabilities, contd.:

a. Classification and fair value of financial assets and financial liabilities, contd.:
31 December 2008
Cash ..o 3.422.892 3.422.892 3.422.892
Receivable from loan institutions .. 1.352.369 1.352.369 1.352.369
LOANS ..ot 7.017.831 7.017.831 7.017.831
Financial assets at fair value 8.334.813 8.334.813 8.334.813
Other assets ............ 103.680 103.680 103.680
Total financial assets ........c.cocovvvvvevennns 8.334.813 11.793.092 103.680  20.231.585  20.231.585
BOMOWINGS ....voveveriiiriieeieeeee e 3.999.700 3.999.700 3.669.472
Other liabilities 27.417 27.417 27.417
Financial assets and liabilities ............... 8.334.813  7.793.392 76.263  16.204.468  16.534.696
Interest rate used in calculation of fair value
Interest rate used to calculate expected cash flow of fair value calculations:
2009 2008
BOMTOWINGS ...ttt ettt bbbttt ebenn 4.6-6.7% 6.0-7.9%
b. Level of fair value
The following table shows financial assets at fair value according to valuation techniques. The techniques are
defined in the following manner:
Level 1: Quoted price in an active marked for an identical asset.
Level 2: Valuation techniques based on observable inputs (level 1), either directly (i.e. as prices) or indirectly (i.e.
derived from prices).
Level 3: The valuation techniques for assets and liabilities are not based on market information. Information as
earnings for the relevant company, investments and sale of securities etc.
Level 1 Level 2 Level 3 Total
31 December 2009
Financial assets at fair value ............cccccoeovniniccnnnne. 7.355.665 4.399.774 410.193  12.165.632
31 December 2008
Financial assets at fair value ............cccccoevvnnnccnnnnnn. 3.295.661 4.866.518 172.634 8.334.813
Financial assets with fair value of ISK 892 million were moved from level 1 according to the assumption that there
was no longer on active marked for these assets. 1SK 887 million was moved to level 2 and ISK 5 million to level
3. Assets denominated at the fair value of ISK 18 million were moved from level 2 to level 3 according to greater
uncertainty in valuation.
2009 2008
¢. Loans are specified as follows:
BOoNdS With MOIQAgE ......cveieiiiiiiiiee e e 6.466.905 6.597.382
OLNEI TOBNS ...ttt 434.643 1.020.916
L0ANS, TOLAD ...ttt e 6.901.548 7.618.298
Provision for losses on loans
Provision for 10SSeS 0N T0ANS.............viiieririiicees e ( 935.242) ( 600.467)
Loans according to balance Sheet...........coveceviice s 5.966.306 7.017.831
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Notes, contd.:

20. Loans, contd.:
d. Changes in provison for loans are specified as follows:

General Specific

provision provision Total
Impairment on 10ans 1.1.2008 .........cccccorniiicciininrneeeceee s 31.877 179.837 211.714
Depreciation for the year ( 177.971) ( 177.971)
Paid in of previously depreciated ............cocovvriceinnnncccns 2.441 2.441
L0an iMpPairment ........ccccceiiiiiee s 141.537 422.746 564.283
Impairment on 10ans 31.12.2008 .........ccccorrrireneeenenreresseeeeeeenenes 173.414 427.053 600.467
Depreciation for the YEar ... ( 404.066) ( 404.066)
Paid in of previously depreciated ............c.covvriccieininnncccenes 4.588 4.588
Loan impairment ...........ocooeveieiciicni s ( 45.993) 780.246 734.253
Impairment on 10ans 31.12.2009 .........ccccorrnrrciceiesseeieees 127.421 807.821 935.242

21. Securities

Securities are specified as follows: 2009 2008

Government backed securities ... 4.848.807 3.347.391

Other bonds .......ccoceeeiernnnenenns . 818.170 388.498
LISEEO SNATES .....vevieiiiieieeeieieiee ettt nenenan 904.081 1.000.244
UNHISTEA SNAIES ...ttt sttt ebeneas 3.740.458 2.642.202
Equity funds ............. 162.465 102.096
Fixed income funds .. 2.055.307 634.919
Other .....cooevvnninines 341.033 1.571.831
SECUNTIES, TOTAN...ueiieiieiite ettt 12.870.321 9.687.181
22. Reinsurance assets
Reinsurers' share in the technical provisions:
PremMIUM FESEIVE ....oviieciiecie ettt bbb 80.899 75.466
Claims OULSEANAING ...vcvvveriieieieieiee ettt et sbenea 168.252 156.819
Claims arising out of reinSurance OPErations............cccoeerreieriseninieeeee e 59.604 71.490
TOtal FEINSUFANCE BSSELS .....vcvviiieiicreiiiie bbb s 308.755 303.775
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23. Accounts receivables

2009 2008
Accounts receivable out of insurance Operations ............c.cocevreereiennenseieseeeees 3.201.233 3.670.006
Provision for losses on accounts receivables
PROVISION L1 oottt 176.553 150.899
Impairment during the YEar.........cco i 86.134 191.876
Actual 1055eS AUrNG the YEAT.........cciiiiriiiieiee e ( 83.115) (  59.955)
Transferred to assets held for Sale..........cooiiiiiincc e 0 ( 106.267)
TOMAL o 179.572 176.553

24. Capital stock and reserve funds

The Company's total share capital according to its Articles of Association amounted to ISK 1,090 million at year-
end 2009. Each share of 1 krona carries one vote. The company's treasury shares amount to ISK 8 million.

Reserve funds are specified as follows:

Statutory reserve (a part of share premium aCCOUNL).......cccrrrirririiceiiir e 270.710
SNAre PIEMIUML.....iiiiiiiiii e bbb bbb 6.556.425
RESEIVE, TOTAL.......ouiviiiiiiic s 6.827.135

25. Solvency

According to the Act on Insurance Activities No. 60/1994 implementing European Solvency Rules, the minimum
solvency for the parent company at the year-end was I1SK 2,054 million (2008: 1,808 million) and calculated
solvency ISK 7,939 million (2008: 8,045 million).

The difference between calculated solvency and equity is specified as follows:

2009 2008
Equity of parent company according to balance Sheet...........coovvvreeieinnnrnre, 8.038.735  10.804.523
GoodWill and IMPAITMENT.......cciviiirieeeee s (99.916) (2.759.223)
Calculated solvency of the parent COMPAaNY............cccoeueveivevererereesesisse e, 7.938.819 8.045.300
Calculated SOIVENCY OF the GrOUP........cceivriiiiieiiieesee e s 7.938.819 8.045.300

Adjusted solvency of the Group is ISK 7,939 million (2008: 8,045 million) and the minimum adjusted solvency is
ISK 2,626 million (2008: 3,483 million).

Solvency ratio of the parent COMPANY.........ccceovriririrrrieeeiee e 3,86 4,45
Ratio of adjusted solvency for the GroUP.........corireeeienssseie e 3,02 1,79

26. Subordinated loan
Effective rate
of interest

Subordinated loan, indexed, maturity 2016...........ccccocerrennnennennnnns 5,8% 3.884.741 3.844.621
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27. Technical provisions

2009 2008

Technical provisions (total):

Claims OUESTANTING .....vvveeieieiee ettt 12.125.468  10.873.188

Provision for unearned Premiums ... 2.770.427 2.586.918

Technical provision, total............ccccoiiiiiii s 14.895.895  13.460.106
Reinsure's share:

Claims OUESTANAING ...ttt 168.252 156.819

Provision for unearned Premiums ..o 80.899 75.466

Reinsure's share, total............coceeiiiinie s 249.151 232.285
Own technical provision (net)

Claims OULSTANAING ...vcvvveiiieieieiecee ettt bbbttt ebe e 11.957.216  10.716.369

Provision for unearned premiums 2.689.528 2.511.452
Own technical provision (net), total..........cccoeiirriireiiee e 14.646.744  13.227.821

Estimated reported claims, loss adjustment expenses and claims incurred but not reported are reported as claims
outstanding less estimated salvage value of the assets that were damaged. The total salvage value amount at year-
end 2009 and 2008 is immaterial.

Claims outstanding show the Group's financial commitment towards the policyholders for unpaid claims total, i.e.
claims reported and incurred claims at year end but that are not reported.

Movements in technical provisions during the year:

2009 2008
Reinsure's Reinsure's
Total share  Own share Total share Own share

Claims outstanding:
Notified claims .................. 8.852.461 (  139.383) 8.713.078 8.099.384 ( 61.932) 8.037.452
Incurred but not

reported .........cocvvvviriennnns 2.020.727 ( 17.436) 2.003.291 1.962.555 ( 39.000) 1.923.555
Total at beginning

Of Year ...cocovvvivcincin 10.873.188 (  156.819) 10.716.369 10.061.939 ( 100.932) 9.961.007
Claims paid during

the year ... ( 7.983.922) 316.223 ( 7.667.699) ( 8.953.443) 181.253 ( 8.772.190)
Increase in liability
-arising from current

PEriod ....cccoeeeeeniiiriins 8.728.495 (  170.286) 8.558.209 9.073.395 ( 190.770) 8.882.625
- arising from prior year ..... 507.707 (  157.370) 350.337 691.298 ( 46.370) 644.928
Total at the end of year ...... 12.125.468 (  168.252) 11.957.215 10.873.189 ( 156.819) 10.716.370
Notified claims .................. 9.952.468 (  146.828) 9.805.640 8.852.461 ( 139.383) 8.713.078
Incurred but not

reported .......coevveeeveiennnns 2.173.000 ( 21.425) 2.151.575 2.020.727 ( 17.436) 2.003.291
Total at the end of year ...... 12.125.468 (  168.253) 11.957.215 10.873.188 ( 156.819) 10.716.370
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27. Technical provisions, contd.:

2009 2008
Reinsure's Reinsure's

Total share  Own share Total share Own share
Provision for unearned premiums:
At beginning of year .......... 2.586.918 ( 75.466) 2.511.452 2.338.355 ( 144.149) 2.194.206
Changes during the year .... 184.913 ( 5.361) 179.552 248.563 68.683 317.246
Translation difference ........ ( 1.404) ( 72) ( 1.476) 0 0 0
Total at the end of year ...... 2.770.427 ( 80.899) 2.689.528 2.586.918 ( 75.466) 2.511.452

Non-Life insurance

Risk related to non-life insurance, especially accident insurance, depends on many variables that complicate
sensitivity analysis. The Group uses statistic methods based on assumptions during risk assessment in order to
estimate the ultimate cost of claims.

Basic claims outstanding is an estimate on reported claims to the Company. The claims department prepares an
estimate for each claim based on the information on the damage occurrence at hand. If this information is not
available an average claim value in the respective sectors is used but then later revalued with regards to the
information received. If no appropriate information is available, the average claim in each insurance sector is used.

The amount for incurred but not reported claims is intended to cover both late reporting of events (IBNR) as well
as additional costs for events whose consequences have not been fully reported (IBNER). Its valuation is primarily
based on development pattern for payments and total claims in recent years (Chain ladder and related actuarial
methods).

Provision for unearned premiums corresponds to the proportion of the duration of each policy issued that extends
into the period after the end of 2009, adjusted for expected cancellations of policies.

Life insurance

The life insurance activity of the Group is limited to term life insurance and critical illness (Cl) insurance. No long
term savings products are offered.

Reinsurance

The Group buys reinsurance primarily as Excess of Loss treaties to protect itself against extreme events, but
certain lines are protected by Quota Share treaties.

The enclosed appendix shows the development of the Group's claims for each of the last four years and claims
outstanding for each year at the end of 2009. The small life insurance part does not give rise to separate detail
information on the insurance provisions.
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28. Deferred tax (asset) liability

The deferred tax asset is specified as follows: 2009 2008
Deferred inCOME taX SSEL L. 1......cccoviiiiiiririeteieeeee e ( 627.850) ( 649.321)
Transferred to assets held for Sale..........cooeiiiiiiiiic e 0 ( 255.340)
Deferred income tax asset 1.1..... .. ( 627.850) ( 904.661)
Effect of change in taX ratio........c.coccovveineiiecnscisee, o ( 42.631) 150.777
Consolidated due to the acquisition of associated company.. 0 ( 11.835)
INCOME taX FOr the VAN .......i i s 445.086 140.663
INCOME taX PAYADIE. .....veviririiiceeeieeee et 10.524) ( 2.795)
Transferred to deferred tax asset. 2.634 0
Other itemS........ccovvrvcrinnnes 2.793 0
Deferred iNCOME taX @SSEL 31.12........c.evervrerieeeeesereeeeesis s e sss s sen 230.492) ( 627.850)

The deferred tax liability is specified as follows:

Deferred income tax liability 1.1, ..o 2.634 519.596
Transferred to assets held for sale... 0 ( 149.371)

Deferred income tax asset 1.1.. 2.634 370.225
Effect of change in tax ratio........ 0 ( 774)
Income tax paid for the year 2008............c.coeiiriiiriieeieeee s 0 ( 1.405)
Income tax recognised in iNCOME StAtEMENT..........ccoiririirieirieer e 0 13.362
Income tax payable..........cocoevirreririnnrininnn, 0 ( 14597)
Income tax due to discontinued operations... 0 ( 364.177)
Transferred from deferred tax liability.......... o ( 2.634) 0
Deferred income tax Hability 31.12.........ccccvvveieeveivererereereies e 0 2.634

The deferred income tax asset is attributable to the following items:

Property and EQUIPIMENT..........ceeiiiiirseieeee st 42.446 19.965
Shares in other companies.... 305.884 134.885
. ( 198.573)

Trade and other receivables.. . ( 90.070)
Other balance SNt ITBMS.........ciiiiiiieiree e 61.113 ( 392)
Tax 10555 CArried FOMWAIT. ... ( 441.362) ( 689.604)
Deferred income tax lability 31.12.........ccc.ccuiviieecreresseiies et ( 230.492) ( 625.216)
29. Trade and other payables
TrAdE PAYADIES. ...ttt bbbt et 471.463 486.294
REINSUIANCE HADIITIES. .......cveveieiiiii e 183.301 53.652
UNPAIA TAXES. ..ttt ettt b e b ettt e e bt b et bbbt b e be st e b e sbene 10.524 27.417
Short term debt and aCCrued EXPENSES.......c.civeuiiriiiriiisiee et 140.107 284.078
Total trade and other PayabIes...........c..coiuiiiiiiniissi s 805.395 851.441
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Financial risk management

30. Overview

The Group has exposure to the following risks from its use of financial instruments:

- insurance risk

- credit risk

- liquidity risk

- market risk

Notes 31-35 present information and quantitative amounts about the Group’s exposure to each of the above risks, the Group’s objectives,
policies and processes for measuring and managing risk, and the Groups capital management.

The Group’s risk management policies are established to identify and analyse the risks faced by the Group, to set approprate risk limits and
controls, and to monitor risks and adherence to limits. Risk management policies and systems are reviewed regularly to reflect changes in
market conditions and the Group’s activities. The Goup, through its training and management standards and procedures, aims at
developing a disciplined and constructive control environment in which all employees understand their roles and obligations.

The frame for asset allocation is determined by the Group’s management who sets the outline for the distribution of the assets to achieve
the investment objectives. Divergence from target asset allocations and the composition of the portfolio is monitored on intra-day bases by
the Group’s employees.

31. Insurance risk

The Group is exposed to a range of financial risks through its financial assets, reinsurance assets and insurance liabilities. In particular, the
key financial risk is that in the long term the Group's investment proceeds are not sufficient to fund the obligations arising from its
insurance contracts.

Insurance contracts

For insurance contracts the Group funds the insurance liabilities with portfolio of securities and investment assets exposed to market risk.

During the current year the Group has increased the portion of financial assets invested in investment properties and cash and cash
equivalents in the effort to balance the exposure to market and currency risk.

2009 2008
Debt securities at fair value through profit or loss:

Listed securities on the Icelandic STOCK EXChANGE .........ceioiririeiiiiiniciiiniciesee e 5.423.667 2.223.666

Listed securities on foreign stock exchange .... 347.027 167.276
Unlisted securities 7.099.626 7.296.239
L0ANS QNG FTECEIVADIES ...ttt bbbttt e bbbttt st b e ne et 9.159.083 10.687.837
SN ottt h et bbb bbb A A A A A bbbt et bbbt et teb s b bbbt naee 3.993.088 3.422.892
TOMAL ottt bbbttt s R A A b b At bbb bbb bRt heh b bbb b s bbbt e nnens 26.022.491 23.797.910
INSUraNCe CONLrACES SNOIT TEIM, NMEL .. ..cvviieiieicie ettt ettt ettt et e st e s b e et et e sbesbaesbesbssreesaesbeans 9.780.157 9.477.092

Short-term insurance liabilities are not directly sensitive to the level of market interest rates, as they are undiscounted and not interest
bearing contractually. The Group matches the cash flows of assets and liabilities in this portfolio by estimating their average duration.
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31. Insurance risk, contd.:

Insurance liabilty - life risk (months) ..
Insurance liabilty - non-life (months) ..

2008

6
13

The following tables indicate the contractual timing of cash flows arising from assets and liabilities included in the Group’s management of
short term insurance contracts as of 31 December 2009:

31 December 2009

Financial assets, linked to insurance contracts
Debt securities at fair value through profit or loss:

Listed securities on ISE ...
Listed securities on FSE ..
Unlisted securities

Loans and receivables ...........ccccovvinne
Cash
Total

Insurance contracts, net ..........c.coceevnne

Difference in cash flows ...........c.ccco.c...

31 December 2008

Contracutal cash flows ( undiscounted )

Financial assets, linked to insurance contracts
Debt securities at fair value through profit or loss:

Listed securities on ISE
Listed securities on FSE ..
Unlisted SECUNILIES .......coevvrvrveecericrinnne

Loans and receivables ...........ccccovvinne
Cash
Total

Insurance contracts, net

Difference in cash flows ..
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Carrying Non stated
amount maturity 0-1yr 1-2yrs 2-3yrs 3-4 yrs >4.yrs
5.423.667 802.209 544.545 324.949 308.178 292.369 3.151.416
347.027 279.753 67.273
7.099.626 6.300.872 184.559 57.748 53.259 503.187
9.159.083 5.144.397 1.006.866 2.149.981 460.487 397.352
3.993.088 3.993.088
26.022.491 7.382.834 9.933.862 1.389.563 2.511.418 1.256.043 3.548.768
Expected cash flows ( undiscounted )
0-1yr 1-2yrs 2-3yrs 3-4yrs >4yrs
14.646.744 9.780.157 2.666.459 1.363.123 442.417 394.588
11.375.747 7.382.835 153.705 ( 1.276.896) 1.148.295 813.626 3.154.180
Contracutal cash flows ( undiscounted )
Carrying Non stated
amount maturity 0-1yr 1-2yrs 2-3yrs 3-4yrs >4 yrs
2.223.666 925.638 38.013 63.287 189 7.485 1.189.054
167.276 167.276 0
7.296.239 2.431.303 2.159.619 105.775 5.557 5.346 2.588.639
10.687.837 4.623.302 1.557.848 1.423.363 982.059 2.101.265
3.422.892 3.422.892 0
23.797.910 3.524.217 10.243.826 1.726.910 1.429.109 994.890 5.878.958
Expected cash flows ( undiscounted )
0-1yr 1-2yrs 2-3yrs 3-4yrs >4yrs
13.227.821 9.477.092 2.143.274 1.178.801 321.491 107.164
10.570.089 3.524.217 766.734 ( 416.364) 250.308 673.399 5.771.794
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31. Insurance risk, contd.:

Sensitivity analysis - interest rate risk

Interest-bearing financial assets reprice in the short-term, no longer than twelve months. As a result, the Group is subject to limited
exposure to fair value interest rates when it comes to assets. The carrying amounts of insurance contracts are not directly affected by
changes in market risks. Any excess cash of the Group is invested in short-term commercial papers or reverse repurchase agreements with
the term to maturity no longer than one month. At year end 2009, the Group owns securities for ISK 7,377 million which bear fixed
interests. If shifting all yield curves up 1% for these securities it is estimated to have an impact of ISK 336 million on profit before tax. In
securities, the Group owns securities to the amount of ISK 775 million, which have variable interests. The impact of 1% decrease in
interests on annual cash flow is estimated to be ISK 8 million.

Sensitivity analysis - price risk

Sensitivity analysis for price risk illustrates how changes in the fair value of securities will fluctuate as a result of changes in market prices,
whether caused by factors specific to an individual investment, its issuer or all factors affecting all instruments traded in the market.

As the majority of the Group’s financial assets are carried at fair value, all changes in market conditions will directly affect investment
income.

Market fluctuations are monitored by the Group's management on intra-day basis which enables the Group to react quickly to any changes
in the market.

At year end 2009, the price risk measured as a value change in underlying positions when the value of bonds decreases by 7%, the value of
listed domestic equities decreases by 35% and the value of listed foreign equities decreases by 25% was estimated to be negative in the
amount of ISK 978 million. If the same method was used on both listed and unlisted securities the value change in underlying position was
estimated to be negative in the amount of ISK 2,363 million.

Sensitivity analysis - currency risk

The Group entities may invest in financial instruments and enter into transactions denominated in currencies other than its functional
currency. Consequently, the Group is exposed to risks that the exchange rate of its currency relative to foreign currencies may change in a
manner that has an adverse affect on the value of that portion of the Group’s assets or liabilities denominated in currencies other than the
Icelandic kronas (ISK). At year end 2009 foreign nominated investments amounted to I1SK 4,659 million. (2008: ISK 1,179 million).

32. Credit risks

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment that it has entered into
with the Group. The credit risk is related to loans and accounts receivables. The book value of these assets is equal to the maximum loss
related to credit risk.

The Group is applying rules for every new loan agreement. The permission to provide a new loan agreement varies beetween parties, and if
certan limits exceeded the Loan Committe shall be involved. With every new loan agreement the counterparty is evaluated. Rules
regarding loan agreements involve limit of new loans in proportion to premiums and expected time of insurance contracts. All exceptions
from these rules have to obtain special approval.

Credit risk is among other things distrubuted among a wide spread portfolio of securities, but at year end more than 50% of the loans are to
individuals.

Default of payments are monitored watched extensively and risk of loss is reviewed with provided guarantees and the financial position of
the relevant borrower. Clients in default of payments falls in the risk category and can not have further business with the Group unless they
pay their debts. Loans are written off based on certain rules. The Group uses certain collecting process, which employers are supposed to
follow and in the process it is decided when loans are supposed to be collected with assistant from external lawyer.
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32. Credit risks, contd.:

Loans specify as follows between individuals and companies:

Loans to individuals Loans to companies Total
2009 2008 2009 2008 2009 2008
IMpPaired 10an........ccovvvvriiieeeeeeeeeeess 471.232 461.646 673.519 337.352 1.144.751 798.998
Impairment on specific 10ans............cccccovvveenenne ( 299.036) ( 238.071) ( 507.462) ( 148577) (  806.498) ( 386.648)
172.196 223.575 166.057 188.775 338.253 412.350
Loans in default
without special impairment...........c.ccccccovevennee. 736.794 1.256.390 708.131 854.984 1.444.925 2.111.374
Loans not in default..........cccccvevveennnnniine 2.184.110 3.042.932 2.127.762 1.664.994 4.311.872 4.707.926
Impairment regarding general
CrEAIT FISK.. v vevieceeiecrrec e ( 86.217) ( 138.495) (  42527) (  75.323) ( 128.744) ( 213.818)
2.834.687 4.160.827 2.793.366 2.444.655 5.628.053 6.605.482
Loans according to balance sheet..............c.c........ 3.006.883 4.384.402 2.959.423 2.633.430 5.966.306 7.017.832

Age of loans in default without special impairment:

Up to 3-6 6-9 9-12

2009 3 months months months months Total
Loans to individuals 602.339 85.988 28.366 20.101 736.794
Loans to companies.. 324.307 118.543 197.663 67.618 708.131
TOtAL o 926.646 204.531 226.029 87.719 1.444.925
2008

Loans to individuals.............cccociiicniicniss e 771.841 408.087 40.065 36.396 1.256.389
L0aNS t0 COMPANIES......c.cvviiiierririririeiecee et 443.411 273.074 120.816 17.683 854.984
TOtAL o 1.215.252 681.161 160.881 54.079 2.111.373

33. Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The risk management of the Group
mitigates the liquidity by assuring adequate liquidity through unforeseen changes in funding sources or market disruption. The Group’s
financial instruments include investments in unlisted equity investments and derivative contracts traded over-the-counter, which are not
traded in an organised public market and which generally may be illiquid. As a result, the Group may not be able to liquidate quickly some
of its investments in these instruments at an amount close to its fair value in order to meet its liquidity requirements, or to respond to
specific events such as a deterioration in the credit-worthiness of any particular issuer.

To mitigate this risk the Group has a policy of minimum available cash at any given time and in addition to that, the Group’s listed
financial investments, which represent large part of the total assets, are considered to be readily realisable.

The breakdown by contractual maturity of assets and liabilities:

31 December 2009 Up to 3-12 1-5 Over
On demand 3 months months years 5 years Total
Assets:
Cash .... " 3.993.088 3.993.088
Securities .......... . 2.271.124 317.180 838.462 2.735.523 1.494.220 7.656.509
Trade receivables ..........ccoccovvvieienivinciisecs 1.797.457 766.715 637.061 3.201.233
LOANS .ot 579.306 1.156.926 4.037.562 192.512 5.966.306
REINSUranCce assets .........c..ocvveeivnieeinnieeinenieeas 240.276 68.479 308.755
Total financial @SSets ..........cceeveverrvreeerrieeeiirnens 6.264.212 2.934.219 2.762.103 7.478.625 1.686.732 21.125.891
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33. Liquidity risk, contd.:

Liabilities:
Trade and other payables ............ccooeeiiiiiinnnnne 794.871 10.524 805.395
Technical Provision ............cocccoeeecennnnnenns 4.980.415 4.980.415 4.935.065 14.895.895
Subordinated 10anS ..o 126.275 795.231 2.963.235 3.884.741
BOITOWINGS ..o 10.920 74.029 116.007 650.967 851.923
Total financial liabilities .............c.ccccoviiinin 0  5.786.206 5.191.243 5.846.303 3.614.202 20.437.954
Assets - [iabilities ..........cococvvviiiiiinicene 0 478.006 ( 2.257.024) ( 3.084.200) 3.864.423 687.937
31 December 2008 Up to 3-12 1-5 Over

On demand 3 months months years 5 years Total
Assets:
Cash ..o 3.422.892 3.422.892
SECUNTIES ..o 2.006.250 181.605 207.852 1.196.453 3.592.159
Trade receivables ... 1.872.504 802.502 995.000 3.670.006
LOANS ... 605.918 1.342.379 4.569.590 499.944 7.017.832
Reinsurance assets 303.775 303.775
Assets for sale ... ; 44.530.333 44.530.333
Total financial aSSets .........ccevvvvverrvreeerrieeerirnens 5.429.142 2.478.422  47.160.594 5.772.441 1.696.398 62.536.997
Liabilities:
Trade and other payables ............cccovvviicriininnns 926.575 926.575
Technical provision .............ccccoovvninnicnicnns 4.486.702  4.486.702 4.486.702 13.460.106
Liabilities classified as held for sale .................... 40.671.786 40.671.786
Subordinated 10ans ... 3.844.621 3.844.621
BOMOWINGS ..ot 155.080 155.080
Total financial liabilities ..o 0 5413277 45.313.568 4.486.702 3.844.621 59.058.168
Assets - liabilities ... 5.429.142 ( 2.934.855)  1.847.026 1.285.739 ( 2.148.223) 3.478.829

34. Market risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity prices will affect the Group’s
income or the value of its holdings of financial instruments. The objective of market risk management is to manage and control market risk
exposures within acceptable parameters, while optimising the return.

The Group’s strategy on the management of market risk is driven by the Group’s investment objective. The Group’s market risk is
managed on a daily basis by the employees in accordance with policies and procedures in place. The Group’s overall market positions are
monitored on a monthly basis, or in some cases more frequently, by the board of directors.

35. Currency risk

The Group entities may invest in financial instruments and enter into transactions denominated in currencies other than its functional
currency. Consequently, the Group is exposed to risks that the exchange rate of its currency relative to foreign currencies may change in a
manner that has an adverse affect on the value of that portion of the Group’s assets or liabilities denominated in currencies other than the
Icelandic kronas (1SK).
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35. Currency risk, contd.:

The breakdown of assets and liabilities by currency:

31 December 2009 uUsD EUR CHF Other Total
Assets:
CASN ot 394.856 303.087 187.237 885.180
SECUMLIES vovviiieteiieieieie ettt bbb 229.738 230.700 1.653.895 2.114.333
Trade receivables and Other aSSets ...........cccvuvvreereriieereriieenens 146.911 184.124 717.623 1.048.658
LLOBNS .ttt et 113.710 235.869 284.993 165.752 800.324
REINSUFANCE @SSELS .....cveviriirieieririsieieisesieie et 20.586 24.067 44.653
TOAD it s 905.801 953.780 284.993 2.748.574 4.893.148
Liabilities:
Trade and other payables 8.515 16.914 45.867 71.296
Technical ProVISION ........cccceviiririinirrr e 162.521 162.521
TOAL vt 8.515 16.914 0 208.388 233.817
Net Balance Sheet poSItion ..........cccccevevvviininneciiseceins 897.286 936.866 284.993 2.540.186 4.659.331
31 December 2008
Assets:
128.775 80.048 91.168 299.991
169.200 271.831 321.034 762.065
196.823 91.682 53.591 342.096
24.215 43.499 54.623 37.959 160.296
TOAL vt 519.013 487.060 54.623 503.752 1.564.448
Liabilities:
Trade and other payables ...........ccoeevviieiiiecccns 1.153 42.421 43.574
Technical ProViSiON .........ccccorveiininceee e 342.292 342.292
TOLAL vttt et ettt ettt ettt et et et et ettt et e e s 1.153 0 0 384.713 385.866
Net balance sheet POSItioN ............ccvoeieieiiieeeesse 517.860 487.060 54.623 119.039 1.178.582

Tryggingamidstddin hf.
Consolidated Financial Statements of 2009 Amounts are in ISK thousand

35




Notes, contd.:

36. Capital management

The Board's policy is to maintain a strong capital base so as to sustain future development of the business.

The Act on Insurance Companies, no. 60/1994, addresses equity of insurance companies as solvency.
Informations on the Group's solvency is presented in note 25.

37. Related parties

Definition of related parties

The Group has a related party relationship with its shareholders, subsidiaries, associates, board of directors of the
parent company and Managing Director. Companies owned by board members are also considered as related
parties.

Significant shareholders specify as follows:

2009 2008

SEOBIE N, o 99,9% 99,9%

Transactions with related parties and key employees

No unusual transactions took place with related parties in the year 2009. The Group's premium due to
transactions with related parties in the year 2009 amounted to ISK 252 thousand (2008: ISK 12 million).

The salaries of the Board of Directors and managers are accounted for in note 12.

38. Group entities

Share Share
Location 2009 2008
FJArKVIAr N, oo Iceland 100,0% 66,0%
Islensk endurtrygging hf. .......co.ccveveeeenveeeieneeescesessesee s Iceland 99,7% 99,7%
Liftryggingamidstooin hf. ... Iceland 100,0% 100,0%
Nemi FOrSiKriNG ASA ....coieireer e Norway - 100,0%
TMféehf. ..o Iceland 100,0% 100,0%
Trygging Nf. oo Iceland 100,0% 100,0%
Financial Ratios
39. The Group's principal financial ratios:
2009 2008
ClAIMS TALIO ..o bbbt bbbt 93,9% 104,4%
COSETALIO vttt ettt sttt se et et ebene e 20,4% 22,8%
COMBINEA FALIO ...ttt 114,4% 127,2%
EQUILY FAEIO .ttt 28,2% 15,5%
Equity ratio after disposal of Nemi Forsikring ASA . - 31,2%
INternal Value OF SNAIES .......ooviiiiciicciece et 7,43 9,99
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Suppliment to note 27

Movements in technical provisions during the year:

As a supplement to future estimates the development of technical provision makes standards on the groups ability
to decide the final claim amount. The upper part of the chart shows how the Group values its total claim amount
for the last years. The lower part of the chart (own claims) the reinsurers' share has been deducted from the
amounts stated in the upper chart.

Total amour

2005 2006 2007 2008 2009 Total

Estimate of ultimate claims costs:
-atyearend ..o, 6.409 6.528 7.828 9.073 8.728
-after one year .......c.cc....... 6.516 7.060 8.623 10.400
-after two years ................ 6.428 7.133 8.918
-after three years .............. 6.301 6.831
-after four years ............... 5.763 0
Current estimate of

cumulative claims ........ 5.763 6.831 8.918 10.400 8.728 40.640
Cumulative payments

todate ....ooovriiiine ( 5.399) ( 6.100) ( 7.309) ( 7.027) ( 3.367) (  29.202)
Claims outstanding ......... 364 731 1.609 3.373 5.361 11.438
Claims outstanding in respect of prior years (2004 and €arlier) ..........ccocecvvereiircereie v 687
Total claims outstanding at the end Of year 2008 ............ccoiiiireieniiiie s 12.125
Claims outstanding for life insurance (included abOVE) .........ccooiiiriirinnesere s 105
Claims, own share
Current estimate of

cumulative claims ........ 4.937 6.600 8.705 10.115 8.553 38.910
Cumulative payments

todate ..ocoveiiriiein ( 4.584) ( 5.880) ( 7.113) ( 6.760) ( 3.271) ( 27.608)
Claims outstanding ......... 353 720 1.592 3.355 5.282 11.302
Claims outstanding in respect of prior years (2004 and €arlier) ........c.ccoceovervineinineisee e 655
Total claims outstanding at the end of year 2009, OWN Share ..........cccccveieiieneinereee e 11.957
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