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Independent Auditor’s Report

To the Board of Directors and shareholders of Liftryggingafélag islands hf.

We have audited the accompanying financial statements of Liftryggingafélag Islands hf., which comprise the
balance sheet as at December 31, 2010, and the income statement, cash flow statement and statement of changes in
equity for the year then ended, and a summary of significant accounting policies and other explanatory notes.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these 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 misstatement, 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 financial statements based on our audit. We conducted our
audit in accordance with International Standards on Auditing. Those standards require that we comply with ethical
requirements and plan and perform the audit to obtain reasonable assurance whether the financial statements are
free from 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 judgment, including the assessment of the
risks of material misstatement of the financial statements, whether due to fraud or error. In making those risk
assessments, the auditor considers internal control relevant to the entity’s preparation and fair presentation of the
financial statements in order 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 policies 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 audit
opinion.
Opinion
In our opinion, the financial statements give a true and fair view of the financial position of Liftryggingafclag

Islands hf. as of December 31, 2010, and of its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards as adopted by the EU.

Képavogur, March 1st, 2011
Deloitte hf.
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Hilmar A. Alfredsson
State Authorized Public Accountant



Endorsement by the Board of Directors and CEO

The financial statements for the year ended 31 December 2010, have been prepared in accordance with
International Financial Reporting Standards (IFRS) as adopted by the EU.

Profit for the year, according to the Income Statement, amounted to kr. 362 million. According to the Balance
Sheet total assets amounted to kr. 4.040 million and total equity amounted to kr. 2.010 million at the end of the
year.

At year end the number of shareholders were 2. At the beginning of the year there were 2 shareholders. At year end
one shareholder holds more than 10% of the shares, Exista ehf. with 99,99% of the shares.

The objective of risk management is to ensure the safety of the company‘s assets. The company has approved an
investment strategy with an objective to ensure rate of return and safety of assets. The Board of Directors approves
the investment strategy on a regular basis.

The Board of Directors recommends that 150 million dividend will be paid to shareholders in the year 2011, but
otherwise refers to the financial statements regarding changes in the Company’s equity and disposal of profits.

The Board of Directors and the CEO of Liftryggingafélag Islands hf. are of the opinion that the financial
statements for the year 2010 contain all the information necessary to form a clear picture of the Company’s
standing at year end, the years’s operating results and the years’s financial development.

The Board of Directors and the CEO of Liftryggingafélag Islands hf. hereby confirm the financial statements for
the year 2010 with their signature.

Reykjavik, March 1st, 2011

Board of Directors
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Axel Gislason Gudrian Porgeirsdottir
Chairman
Gudmundur Palsson Helga Jonsdottir

Hilmar Pétur Valgardsson

CEO

Gudmundur Orn Gunnarsson



Income Statement for the year 2010

Notes 2010 2009
Income from life-insurance operations
Premiums €arned ...oceeeeeceeeenerecerecinerecineninenecisesisesecsenens 786.206 743.884
Premiums eatned, reinsurers' share (171.387) (193.680)
Premiums earned, net of reiNSULANCE ..iceeereeererreeeeeerreeeeessreeeeesnnns 6 614.819 550.204
Investment income from life-insurance operations ........cceeereeereeerenenns 36.947 43.370
Income from life-insurance operations total .........cceeevererruiruennenne 651.766 593.574
Expenses from life-insurance operations
Claims INCUITEA ....cuueeeriicieceireciceie ittt (266.292) (291.731)
Claims incurred, reinsurers' share 104.973 114.416
Claims incurred, net of feINSULANCE ....coevveeeererrerieicieieeieneanns 7 (161.318) (177.315)
OPELALNG EXPEIISES wervrererreererererireereserssirserssesssesssssesssssesssessssssessesssssessessncsans (178.927) (148.690)
Written off claims from life-insurance operations (1.756) 0
Commission and net gains from feINSULELS ...c.vvureererermeeerererenserirenesereeiens 14.884 18.176
Operating eXpenses total .....ccccivieeveeeiniineeciiniinieneisisniessessesssensenns (327.117) (307.828)
Profit from life-insurance operations ........ccccceeecenneereeeeiennns 324.649 285.745
Income and expenses from investment operations
INVESTMENE INCOIMIE corvverreerirrercieerireeieeienieeeeesesee e sessaessse s ssesase e ssenes 9 225.053 319.628
Net gain on investments at fait Value .......ccocvereererneineererneeeirecneneeesenene 2.935 1.228
OPELALNGZ EXPEIISES wervrererveererererereereserssimserssesssssssssesstssesssessssssessessssssessessssnes (44.807) (39.962)
Allowances for doubtful financial ASSELs ......ceveevereuerererenirrerirerenerreeererenennne (24.145) (59.983)
TAVESHMENEL EXPEIISES wevrererererersererereenseresensessessesssessesssessessesssesssessessesssessesssens (6.368) (1.794)
Investment inCOmMeE total .......cvvveeiuiiiieiiiiiiinieinieinnrenrecne e 152.668 219.117
Transferred investment income to life-insurance operations .............c...... (36.947) (43.370)
Profit from investment OPerations .......coeeveereeeericissnneeeerennns 115.721 175.748
Profit before taxes ........cccovveeiiemriiiiiiiiininieecciineeaes 440.370 461.493
Income tax EXPENSe ... 10 (78.373) (62.560)
Total profit 361.998 398.927
Earnings per share
Earnings per share ... 11 2,41 2,90

4 Amounts in thousands of ISK



Balance sheet at 31 December 2010

Notes

Assets
TOVESTMENLS 1evevveieieiieiieieeeeee ettt ettt ettt enenes 13
Deferred taX ASSELS .uviiriieirieieiriereiriereirteeetese et ssesassesesens 10
Investment for the benefit of life-insurance policyholders

who beat the INVeStMENt £iSK ....cvcvvveeeerieeririeeririeeiseeereeeeseeeenas
AcCCOUNtS TECEIVADIES ..vvveviiirieieiieieisieeee et senas
REINSULANCE ASSCLS vvvrvenieeieriieiriirieieesieeeeeteseeee et see e ssenes 14
Cash and cash eqUIVAIENtS .......ccouieuviciriiciricicccceas
Total assets

Equity

Shate capital ... 15
Capital FESEIVES w.uviiiiiiciiirccc e
Retained €arnings ......occeeeeieenicireiernieteeeesseeseeseeesesesesseseseescsenne
Total equity

Liabilities

Technical ProviSiOn ... 17

Technical provision for life-insurance policies where the .............
investment risk is born by the policyholders .......c.ccocceurecueeniunnee.

Pension OBLGAtION ......c.vecueiicireiieirieieeereceeetseeteeee e seeae

Accounts payable and other Habilities ........cccovvceveeernicrnineenneernenee 18

Total liabilities

Total equity and liabilities

31.12.2010 31.12.2009

2.288.940 1.861.646
35.117 38.320
1.077.484 1.267.438
10.517 45.350
137.921 125.335
490.271 634.357
4.040.249 3.972.445
150.000 150.000
139.700 139.700
1.720.296 1.508.298
2.009.995 1.797.997
723.061 667.346
1.077.484 1.267.438
18.433 18.018
211.277 221.646
2.030.254 2.174.448
4.040.249 3.972.445

Amounts in thousands of ISK



Statement of Changes in Equity for the year 2010

Share Capital Retained Total

capital reserves earnings
Equity 1.1.2009 ..o 100.000 139.700 1.609.370 1.849.070
New share capital ..., 50.000 50.000
Dividends, paid .....ccccoeveiiiiiiiiiinicns (500.000) (500.000)
TOtAl PLOFIL oottt 398.927 398.927
Equity 1.1.2010 .o 150.000 139.700 1.508.297 1.797.997
Dividends, paid ......ccceeeunimniiniiriiicicnecseecececeeeenas (150.000) (150.000)
Total PIOfit .o 361.998 361.998
Equity 31.12.2010 ..o 150.000 139.700 1.720.295 2.009.995

6 Amounts in thousands of ISK



Statement of cash flows for the year 2010

Cash flows from operating activities

Profit for the year ....c.ccoovvvueunece.

Investment income and eXPEnses ...

Obligation, changes .........cceuu.....

Technical provision net of reinsurance, Changes ........cocccveecuveneee.

Operating cash flow before movements in working capital

Other operating assets decrease

(INCLEASE) wvvvvirircrriiiiciiias

Operating liabilities(decrease) INCIEASE .....cvvevveieevreecrreieenriireeeaens

Cash generated from operation

Interest and dividend income, received .......ooiveveieevvericreeereerenne

Paid interest eXpenses .......co....

Net cash provided by operating activities

Cash flows from investing activities

Investment in financial assets ....

Investment in other securities ....

Cash flows from financing activities

Dividends paid to owners of the Company .........cccevevivincirininns

Proceeds form issues of equity Shares ........ccocoeevccvneecereccinneenneaes

Pension obligation, Paid .......ccceeeereeeeenieireneienieeeeeneeieeeenseeens

Net increase in cash and cash equivalents ...,

Cash and cash equivalents at beginning of the year ........ccoccvuneece.

Effect of foreign exchange rates

Cash and cash equivalents at the end of the year ........cccccoeuncuacs

Other informations
Working capital from operation

Notes 2010 2009
361.998 398.927
(221.620) (259.079)

6.355 (9.267)
47912 58.124
194.645 188.705
30.174 (20.010)
(10.369) 57.568
214.449 226.257
222.150 306.272
(6.368) (1.794)
430.232 530.735
(30.8806) (34.779)
(390.241) (216.569)
(421.127) (251.347)
(150.000) (500.000)
0 50.000

(2.730) (2.290)
(152.7306) (452.290)
(143.632) (172.903)
634.357 807.120
(454) 139
490.271 634.357
410.427 493,184

Amounts in thousands of ISK



Notes

1. General information

Liftryggingafélag Islands hf. (the Company) is a limited Company and operates subject to law no. 56/2010 concerning insurance
operations and complies with the Icelandic limited companies law nt. 2/1995.

Liftryggingafélag Tslands hf. operates in the field of life-insurance and finance.

2. Adoption of new and revised Standards

2.1 New Standards and Interpretations

The following new and revised Standards (IFRS/IAS) and Interpretations (IFRIC) adopted in the current period:

IFRS 5 (as revised in 2009) - Non-current Assets Held for sale and Discontinued Operations.
TAS 1 (revised 2009) - Presentation of Financial Statements.

TAS 1 (revised 2010) - Presentation of Financial Statements.

IAS 7 (as revised in 2009) - Statment of Cash Flows.

TAS 27 (as revised in 2008) - Consolidated and Separate Financial Statements.

IAS 28 (as revised in 2008) - Investments in Associates.

IFRS 3 (as revised in 2008) - Business Combinations.

The above Standards and Interpretations have not lead to changes of the financial statements.

2.2 Standards and Interpretations in issue not yet adopted

By confirmation of the Financial Statements following new and revised standards and interpretations have been issued but not
yet adopted:

IFRS 1 - Adoption of International Financial Reporting Standards (effective for accounting periods beginning on or after July 1, 2010);
IAS 24 - Related Party Disclosures (effective for accounting periods beginning on or after January 1, 2011);

TAS 32 - Financial Instruments: Disclosures (effective for accounting periods beginning on or after February 1, 2010);

IFRIC 14 - The Limit on a Defined Benefit Asset, Mininum Funding Requirements and their Interaction (effective for accounting periods
beginning on or after February 1, 2010);

IFRIC 19 - Extinguishing Financial Liabilities with Equity Instruments (effective for accounting periods beginning on or after July 1,
2010);

It is the management’s assessment that in general, the adoption of those new and revised standards and interpretations will have
no material impact on the financial statements.

3. Significant accounting policies

3.1 Statement of compliance

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

3.2 Basis of preparation

The financial statements have been prepared on the historical cost basis except for the revaluation of certain non-current assets
and financial instruments. Historical cost is generally based on the fair value of the consideration given in exchange for assets.

The principal accounting policies are set out below.

8 Amounts in thousands of ISK



Notes

3.3 Revenue recognition

Preminms

Premiums entered as income comprise the premiums contracted during the fiscal year including premiums transferred from last
year but excluding next years premiums, which are entered as unearned premiums. Unearned premiums in the Balance Sheet
forms the part of premiums due to insurance risk during the period which belongs to unexpired insurance policies at year end.

Dividend — and  interest

Dividend revenue from investments is recognised when the sharecholder’s right to receive payment has been established.

Interest revenue is recognised when it is probable that the economic benefits will flow to the Company and the amount of
revenue can be measured reliably. Interest revenue is accrued on a time basis, by reference to the principal outstanding and at the
effective interest rate applicable, which is the rate that exactly discounts estimated future cash receipts through the expected life
of the financial asset to that asset’s net carrying amount on initial recognition.

3.4 Claims

Claims stated in the Income Statement are the claims incurred in the year including increases or decreases due to development of
claims from previous fiscal years. Claims reserved in the Balance Sheet are the total amount of reported outstanding claims as
well as provision for claims incurred but not reported.

3.5 Insurance contracts

The Company issues contracts that transfer both financial and insurance risk from the customer to the Company.

Insurance contracts - definition

Insurance contracts are contracts under wich the insurer accepts significant 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. Financial risk is however
the risk of changes in the market environment.

Life insurance contracts insure events associated with human life, for example death or survival over a long duration. Premiums
are entered as income in the period of the contract and claims are entered as expense in the period that the insured event occurs.

Tnvestments with investment risk of the life insurance policybolders

Investments with the investment risk of life assurance policyholders are financial assets owned by the Company that the
policyholders have selected and carry the investment risk in accordance with the life insurance policy. Technical provision for
life insurance policies where the investment risk is borne by the policyholders is the Company's liabilty towards these
policyholders in the same amount.

Technical provisions
The Company assesses, at the end of the fiscal year, whether the recorded insurance liability can carry out the Company's

estimated obligations by assessing future cash flows of the insurance liability. All changes in the insurance liability are recognized
in the Income Statement. In performing these tests, current best estimates of future contractual cash flows related to the claims.

9 Amounts in thousands of ISK



Notes

Reinsurance contracts

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

Claims on reinsurers due to premiums and claims are recognized as reinsurance assets. The claims concern the reinsurers share in
claims according to reinsured insurance contracts and share in premium liability. Obligations due to reinsurance are the reinsurers
share in premiums for reinsurance contracts which are recognized in the Income Statement at the time of the renewal of the
reinsurance contracts.

3.6 Foreign currencies

The individual financial statements of the Company are presented in ISK, the currency of the primary economic environment in
which the entity operates (its functional currency).

Exchange differences are recognised in profit or loss in the period in which they arise except for:

- exchange differences on foreign cutrrency borrowings relating to assets under construction for future productive use, which are
included in the cost of those assets when they are regarded as an adjustment to interest costs on those foreign currency
borrowings;

- exchange differences on transactions entered into in order to hedge certain foreign currency risks and
- exchange differences on monetary items receivable from or payable to a foreign operation for which settlement is neither
planned nor likely to occur.

3.7 Borrowing costs

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which are assets that
necessarily take a substantial period of time to get ready for their intended use or sale, are added to the cost of those assets, until
such time as the assets are substantially ready for their intended use or sale.

Investment income earned on the temporary investment of specific borrowings pending their expenditure on qualifying assets is
deducted from the borrowing costs eligible for capitalisation.

All other borrowing costs are recognised in profit or loss in the period in which they are incurred.

3.8 Taxation

Income tax expense represents the sum of the tax currently payable and deferred tax.
Current tax

The tax currently payable is based on taxable profit for the year. Taxable profit differs from profit as reported in the income
statement because of items of income or expense that are taxable or deductible in other years and items that are never taxable or
deductible. The Company’s liability for cutrent tax is calculated using tax rates that have been enacted or substantively enacted
by the end of the reporting period.

Deferred tax

Deferred tax is recognised on temporary differences between the carrying amounts of assets and liabilities in the financial
statements and the corresponding tax bases used in the computation of taxable profit. Deferred tax liabilities are generally
recognised for all taxable temporary differences. Deferred tax assets are generally recognised for all deductible temporary
differences to the extent that it is probable that taxable profits will be available against which those deductible temporary
differences can be utilised. Such deferred tax assets and liabilities are not recognised if the temporary difference arises from
goodwill or from the initial recognition (other than in a business combination) of other assets and liabilities in a transaction that
affects neither the taxable profit nor the accounting profit.

10 Amounts in thousands of ISK



Notes

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced to the extent that it is no
longer probable that sufficient taxable profits will be available to allow all or part of the asset to be recovered.

Deferred tax assets and liabilities are offset when there is a legally enforceable right to set off current tax assets against current
tax liabilities and when they relate to income taxes levied by the same taxation authority.

Current and deferred tax are recognised as an expense or income in profit or loss, except when they relate to items that are
recognised outside profit or loss whether in other comprehensive income or directly in equity.

3.9 Impairment of tangible and intangible assets excluding goodwill

At the end of each reporting period, the Company reviews the carrying amounts of its tangible and intangible assets to determine
whether there is any indication that those assets have suffered an impairment loss. If any such indication exists, the recoverable
amount of the asset is estimated in order to determine the extent of the impairment loss (if any). Where it is not possible to
estimate the recoverable amount of an individual asset, the Company estimates the recoverable amount of the cash-generating
unit to which the asset belongs.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated future
cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time
value of money and the risks specific to the asset for which the estimates of future cash flows have not been adjusted.

Intangible assets with indefinite useful lives and intangible assets not yet available for use are tested for impairment at least
annually, and whenever there is an indication that the asset may be impaired.

If the recoverable amount of an asset (or cash-generating unit) is estimated to be less than its carrying amount, the carrying
amount of the asset (or cash-generating unit) is reduced to its recoverable amount. An impairment loss is recognised immediately
in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the impairment loss is treated as a
revaluation decrease.

Where an impairment loss subsequently reverses, the carrying amount of the asset (or cash-generating unit) is increased to the
revised estimate of its recoverable amount. A reversal of an impairment loss is recognised immediately in profit or loss, unless
the relevant asset is carried at a revalued amount, in which case the reversal of the impairment loss is treated as a revaluation
increase.

3.10 Provisions

Provisions are recognised when the Company has a present obligation as a result of a past event, it is probable that the Company
will be required to settle the obligation, and a reliable estimate can be made of the amount of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the present obligation at the end
of the reporting period. Where a provision is measured using the cash flows estimated to settle the present obligation, its carrying
amount is the present value of those cash flows.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party, a
receivable is recognised as an asset if it is virtually certain that reimbursement will be received and the amount of the receivable
can be measured reliably.

Onerous contracts

An onerous contract is considered to exist where the Company has a contract under which the unavoidable costs of meeting the
obligations under the contract exceed the economic benefits expected to be received under it.

Restructurings

A restructuring provision is recognised when the Company has developed a detailed formal plan for the restructuring and has
raised a valid expectation in those affected that it will carry out the restructuring. The measurement of a restructuring provision
includes only the direct expenditures arising from the restructuring.

1 Amounts in thousands of ISK



Notes

Commitments

Provisions for the expected cost of warranty obligations under local sale of goods legislation are recognised at the date of sale of
the relevant products, at the directors’ best estimate of the expenditure required to settle the Company’s obligation.

* The amount of the underlying debt to be valued in accordance with IAS 37 - Provisions, Contingent Liabilities and Contingent Assets.
* The amount of initial contract, less accumulated depreciation in accordance with the standards of accounting for revenue.

3.11 Financial assets

Financial assets are classified into the following specified categories: financial assets ‘at fair value through profit or loss” (FVIPL),
‘held-to-maturity’ investments, ‘available-for-sale’ (AFS) financial assets and ‘loans and receivables’. The classification depends
on the nature and purpose of the financial assets and is determined at the time of initial recognition.

Financial assets that are intended to hold to maturity and available-for-sale are measured at fair value plus transation costs at the
date when the Company has entered into an agreement for the delivery or receipt of financial assets within a specified time.
Financial assets at fair value through profit or loss are initially recognized at fair value.

Effective interest method

The effective interest method is a method of calculating the amortised cost of a debt instrument and of allocating interest
income over the relevant period. The effective interest rate is the rate that exactly discounts estimated future cash receipts
(including all fees on points paid or received that form an integral part of the effective interest rate, transaction costs and other
premiums or discounts) through the expected life of the debt instrument, or ( where appropriate) a shorter period, to the net
carrying amount on initial recognition.

Income is recognised on an effective interest basis for debt instruments other than those financial assets classified as at FVIPL.

Financial assets at F1"'TPL

Financial assets are classified as at FVTPL when the purpose is to profit from short-term changes. The same applies with all
other financial assets which the company defines FVTPL. Derivatives always fall under this category unless they are designated

A financial asset is classified as held for trading if:

- it has been acquired principally for the purpose of selling it in the near term; or

+ on initial recognition it is part of a portfolio of identified financial instruments that the Company manages together and has a
recent actual pattern of short-term profit-taking; or

- it is a derivative that is not designated and effective as a hedging instrument.

A financial asset other than a financial asset held for trading may be designated as at FVTPL upon initial recognition if:
- such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise; or

- the financial asset forms part of a group of financial assets or financial liabilities or both, which is managed and its performance
is evaluated on a fair value basis, in accordance with the Company's documented risk management or investment strategy, and
information about the grouping is provided internally on that basis; or

- it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments: Recognition and
Measurement permits the entire combined contract (asset or liability) to be designated as at FVTPL.

12 Amounts in thousands of ISK



Notes

Held-to-matnrity investments

Bills of exchange and debentures with fixed or determinable payments and fixed maturity dates that the Company has the
positive intent and ability to hold to maturity are classified as held-to-maturity investments. Held-to-maturity investments are
measured at amortised cost using the effective interest method less any impairment, with revenue recognised on an effective
yield basis.

AFS financial assets

Listed shares and listed redeemable notes held by the Company that are traded in an active market are classified as AFS and are
stated at fair value. Gains and losses arising from changes in fair value are recognised in an equity account, the investments
revaluation reserve, with the exception of impairment losses, interest calculated using the effective interest method, and foreign
exchange gains and losses on monetary assets, which are recognised in profit or loss. Where the investment is disposed of or is
determined to be impaired, the cumulative gain or loss previously accumulated in the investments revaluation reserve is
reclassified to profit or loss.

Dividends on AFS equity instruments are recognised in profit or loss when the Company’s right to receive the dividends is
established.

Loans and receivables

Trade receivables, loans, and other receivables that have fixed or determinable payments that are not quoted in an active market
are classified as ‘loans and receivables’. Loans and receivables are measured at amortised cost using the effective interest method,
less any impairment. Interest income is recognised by applying the effective interest rate, except for short-term receivables when
the recognition of interest would be immaterial.

Impairment of financial assets

Financial assets, other than those at FVTPL, are assessed for indicators of impairment at the end of each reporting period.
Financial assets are considered to be impaired when there is objective evidence that, as a result of one or more events that
occurred after the initial recognition of the financial asset, the estimated future cash flows of the investment have been affected.

Portfolio assets are assessed for impairment if certain assets are not such that they are not assessed individually.

When an AFS financial asset is considered to be impaired, cumulative gains or losses previously recognised in other
comprehensive income are reclassified to profit or loss in the period.

In respect of AFS equity securities, impairment losses previously recognised in profit or loss are not reversed through profit or
loss. Any increase in fair value subsequent to an impairment loss is recognised in other comprehensive income.

Reclassification of financial assets

The Company has reclassified certain assets of the category FVIPL over the series AFS. Reclassification is only permitted in rare
circumstances and where the asset is no longer held for the purpose of selling in the short-term. In all cases, reclassifications of
financial assets are limited to debt instruments. Reclassifications are accounted for at the fair value of the financial asset at the
date of reclassification.

Derecognition of financial assets

The Company derecognises a financial asset only when the contractual rights to the cash flows from the asset expire, or when it
transfers the financial asset and substantially all the risks and rewards of ownership of the asset to another entity.

3.12 Financial liabilities and equity instruments issued by the Company
Classification as debt or equity

Debt and equity instruments are classified as either financial liabilities or as equity in accordance with the substance of the
contractual arrangement.

13 Amounts in thousands of ISK



Notes

Equity instruments

An equity instrument is any contract that evidences a residual interest in the assets of an entity after deducting all of its liabilities.
Equity instruments issued by the Company are recognised at the proceeds received, net of direct issue costs.

Compound instruments

The component parts of compound instruments (convertible bonds) issued by the Company are classified separately as financial
liabilities and equity in accordance with the substance of the contractual arrangement. At the date of issue, the fair value of the
liability component is estimated using the prevailing market interest rate for a similar non-convertible instrument. This amount is
recorded as a liability on an amortised cost basis using the effective interest method until extinguished upon conversion or at the
instrument’s maturity date. The equity component is determined by deducting the amount of the liability component from the
fair value of the compound instrument as a whole. This is recognised and included in equity, net of income tax effects, and is not
subsequently remeasured.

Financial guarantee contract liabilities

Financial guarantee contract liabilities are initially measured at their fair values and, if not designated as at FVTPL, are
subsequently measured at the higher of:

- the amount of the obligation under the contract, as determined in accordance with IAS 37 Provisions, Contingent Liabilities
and Contingent Assets; and

- the amount initially recognised less, where appropriate, cumulative amortisation recognised in accordance with the revenue
recognition policies.

Financial liabilities

Financial liabilities are classified as either financial liabilities ‘at FVTPL’ or ‘other financial liabilities’.

Financial liabilities at F1"TPL

Financial liabilities are classified as at FVTPL when the financial liability is either held for trading or it is designated as at FVTPL.

A financial liability is classified as held for trading if:
- it has been acquired principally for the purpose of repurchasing it in the near term; or
- on initial recognition it is part of a portfolio of identified financial instruments that the Company manages together and has a
recent actual pattern of short-term profit-taking; or
it is a derivative that is not designated and effective as a hedging instrument.

A financial liability other than a financial liability held for trading may be designated as at FVTPL upon initial recognition if:

- such designation eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise; or

- the financial liability forms part of a group of financial assets or financial liabilities or both, which is managed and its
petformance is evaluated on a fair value basis, in accordance with the Company's documented risk management or investment
strategy, and information about the grouping is provided internally on that basis; or

- it forms part of a contract containing one or more embedded derivatives, and IAS 39 Financial Instruments: Recognition and
Measurement permits the entire combined contract (asset or liability) to be designated as at FVTPL.

Other financial liabilities

Other financial liabilities, including borrowings, ate initially measured at fair value, net of transaction costs. Other financial
liabilities are subsequently measured at amortised cost using the effective interest method, with interest expense recognised on an
effective yield basis.

Derecognition of financial liabilities

The Company derecognises financial liabilities when, and only when, the Company’s obligations are discharged, cancelled or they
expire.
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4. Critical accounting judgements and key sources of estimation uncertainty

In the application of the Company’s accounting policies, the directors are required to make judgements, estimates and
assumptions about the carrying amounts of assets and liabilities that are not readily apparent from other sources. The estimates
and associated assumptions are based on historical experience and other factors that are considered to be relevant. Actual results
may differ from these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in

the period in which the estimate is revised if the revision affects only that period, or in the period of the revision and future
petiods if the revision affects both current and fututre periods.

The Board of Directors have made assumptions and evalutations on the following items that have significant effect on the
financial statement.

- Financial assets and allowances for doubtful financial assets
- Technical provision
5. Segment reporting

The following are the Company’s segments of operation: Life-insurance operation and Financial operation.

Results of operations of segments for 2010 is as following:

Life-insurance Investment
operation operation Total
Premiums earned, net of reinsurance .. R . 614.819 614.819
INVEStMENt INCOME .oueiviieiiiiiciii s 36.947 191.041 227.988
TOtal HICOMIE ettt ettt ettt 651.766 191.041 842.807
Claims INCULLEA wevuviecineiiiciiieieiee ettt saens (161.318) (161.318)
OPErating EXPEIISES ...uvvurvirririrerirreanisetiesese st ssas s s sesaees (164.043) (51.174) (215.217)
Written off claims / fINancial ASSELS w.uvvurvueveeurcereeireieeieriseesseienesesssesseeesessseeseees (1.756) (1.756)
Allowances for doubtful financial ASSELS .......cceuveeuerriverrerrieierrieirieieseenenenees (24.145) (24.145)
Profit from SEZMENT ...t 324.649 115.721 440.370

Income tax expense (78.373)
PrOfit £OI the FEAL v 361.998
Assets and liabilities of Segments December 31, 2010 is as following:
Life-insurance Investment
operations operation Total

Assets
Loans and other INVESHINENTS .vevevreeeeuririeieirieieirieieieseeietseseieeeesesesesseesesseseaesens 2.231.277 42.086 2.273.363
Investment for the benefit of life-insurance policyholders .........ccccoovviviinnaeee.

who beat the INVEStMENt £1SK w.c.evvirueuriceieirieierceierees e seeaesees 1.077.484 1.077.484
REINSULANCE ASSELS w.evueuuruiuiriueiiiiieieieieieuererereresesereteueretesesetesesesesesesesesesesesesesesssessasses 133.137 133.137
ONEE ASSELS vuvuervevrireueueiireietritieietsese ettt ettt et s st taeseseseaesessenssesssssassesen 513.915 42.350 556.265
SEEMENLS "ASSCLS .cvuveviieiiriirerciiie sttt 3.955.813 84.436 4.040.249
Liabilities
Technical PrOVISION ... 723.061 723.061
Technical provision for life-insurance policies where the .......cccccovvviviiiiinnnnee.

investment risk is born by the policyholders ..., 1.077.484 1.077.484
Othet HADIITES ouvvvevieeieiieieirieeieereeiesteie ettt ettt essesesessens 229.709 229.709
Segments” HabIlitIes ..o 2.030.254 0 2.030.254
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Results of operations of segments for 2009 is as following:

Premiums earned, net of reinsurance
Investment income

Total income ..

Claims incurred

OPErating EXPEIISES ...uvvuruirrriireriereaisetiese st s e s s sae s esses

Allowances for doubtful financial ASSELS .....ceeeeeverereeeerereeeeererererereeereeresenenes

Profit from segment

Income tax expense
Profit for the year

Assets and liabilities of Segments December 31, 2009 is as following:

Assets

Loans and other investments
Investment for the benefit of life-insurance policyholders

who bear the investment risk
Reinsurance assets ......cooceenennee
Other assets .....
Segments “assets

Liabilities

Technical PrOVISION ... e

Technical provision for life-insurance policies where the

investment risk is born by the policyholders ...,

Other liabilities

Segments” HabIlities .......ccoiiiiiiiiiiiiic s

Life-insurance operation for the year 2010:

Premiums earned, net of reinsurance
Investment income
Income from life-insurance operations total

Claims incurred

Operating eXpenses ........coeeeverereene.
Profit from life-insurance segment

16

Life-insurance Investment
operations operation Total
550.204 550.204
43.370 277.487 320.856
593.574 277.487 871.060
(177.315) (177.315)
(130.514) (41.755) (172.269)
(59.983) (59.983)
285.745 175.748 461.493
(62.5606)
398.927
Life-insurance Investment
operations operation Total
1.557.986 673.017 2.231.003
1.267.438 1.267.438
125.335 125.335
283.203 65.466 348.669
3.233.962 738.483 3.972.445
667.346 667.346
1.267.438 1.267.438
239.664 239.664
2.174.448 0 2.174.448
Health and
Life-insurance  critical illness
individuals insurance Total
369.705 245114 614.819
15.984 20.963 36.947
385.689 266.077 651.766
(70.264) (91.054) (161.318)
(105.624) (60.175) (165.799)
209.801 114.848 324.649
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Life-insurance operation for the year 2009:

Health and
Life-insurance  critical illness
individuals insurance Total
Premiums earned, net Of fEINSULANCE ..oveveverierereveriereeisreeeiereeeesseeessssesesnesens 347.945 202.259 550.204
INVEStMENT HCOME ...vuiviieiiiiii e 18.780 24.590 43.370
Income from life-insurance operations total ..........cvvcivivicinieincinicnisienns 366.725 226.849 593.574
Claims ICULTEA ..ereriricereeeeicececeee e eee et se e e (97.055) (80.260) (177.315)
OPErating EXPEIISES ..cuuvuiviviiiisiiiiseiirsisies st sse s ssses (86.600) (43.914) (130.514)
Profit from life-insurance SEZMENt ... 183.070 102.675 285.745
6. Premiums earned
2010 2009
Premitums WIITEEN ..t bbb 808.719 776.789
Premius written, feiNSULErs' SHATE ......c.cucicieieiiriercireirece et se e ss e (161.159) (198.679)
Change in unearned PremMIUMS .....c.ccocucuceceuereeeeeereereeree e sseesessessesssessese e ssessessessessessessesssces (22.513) (32.905)
Change in unearned premiums, reinSULers’ Share ........ccccccueverrenencnencreeeeneeseesensensee s (10.228) 4.999
614.819 550.204
7. Claims incurred
2010 2009
Claims PAI ..o (233.090) (254.980)
Claims paid, feINSULELS SNALE ..vuviciiieieiiieicieeeteietie ettt saessenaen 86.942 107.889
Change in Claims PLOVISION ...cuiueiiiiieiiiieiiinieieieeieieie sttt saesssaesae s (33.201) (36.745)
Change in claims provision, reiNSUres Share ... e 18.031 6.527
(161.318) (177.315)
8. Salaries and related expenses
2010 2009
SALALIES .ot 15.461 7.648
Salaries related EXPENSES ..o 2.300 1.213
17.761 8.861
Average number of full time equivalent emPlOYEES .......cccvviiiiiiiiiiieiiiiiieas 1 1
Salaries and benefits to the CEO and Board of Directors
2010 2009
GUOMUNAUE OFN GUNNATSSON wvvrrervvermareresseeessssesssssnseessssessesssesessssessssssnessssssasesssssessssssnasssssssssssess 4.800 4.800
Board Mmember fEES ... s 5.820 1.540
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9. Investment income

2010 2009
Profit Of ShatCholdINGS ......ccccuieiiiiieiiiicitecie ettt ssaen 0 593
TNEEIEST ICOMIE ..t 225.621 318.862
Exchange rate difference ..o (568) 174
225.053 319.628

10. Income tax

10.1 Current tax

Income tax has been calculated and recorded in the Financial Statements, the amount chatrged in the Income Statement is 78.3
million. In the year 2011 no income tax will be paid because of joint taxation whith Exista ehf.

Legislation changing tax rates from 18%-20% was confirmed at December 18", 2010 and is effective from January 1% 2011. The
effect of higher tax rate on deferred tax assets at year end is 3.5 million. The change is charged to the Income Statement.

2010 2009
Joint taxation With Parent COMPANY.......cceuviriiiiiirieiiiei s ssssesaes (75.169) (74.500)
Change in deferfed taX. ..o e (3.203) 11.941
Income tax according to INCOME StAtEMENL....cuiviciiiriciiiic e (78.373) (62.5606)
The total charge for the year can be reconciled to the accounting profit as follows:
2010 2009
Amount Yo Amount Yo
Profit before taxes ... 440.370 461.493
TAX FALE cervvrrivriecinciissississss st ss s 79.267 15,0% 69.224 15,0%
Change i taAX TALE ...cvvvviciieeieiriscieersi s sssssessnes (3.512) -0,8% (6.3806) -1,4%
Change in tax liability due to stocks . 3.146 0,7% 0 0,0%
Change in fair value of financial assets (528) -0,1% (183) 0,0%
Dividends from equity investments ............. 0 0,0% (89) 0,0%
Income tax according to Income Statement ..........ccceeveunenee 78.373 17,8% 62.566 13,6%
10.2 Deferred tax
Deferred
tax

Deferred tax liability at January 1, 2000........ccciiiiiiiiiiii s 26.379
Income tax for the Period 2009.........cciiiiiiiii e (62.5606)
Joint taxation wWith PArENt COMPANY ..ot 74.507
Deferred tax assets at January 1, 2010......cccuiiiiiiiiiiiiiiii s 38.320
Income tax for the Period 2010 ... e (78.373)
Joint taxation with parent company.. 75.169
Deferred tax assets at December 31, 20T 0. . ittt s sesesesesesesesesessesesssesesssesasasesesesesesesens 35.117
Deferred tax assets is as following: 31.12.2010 31.12.2009
Allowance for doubtful fInancial ASSELS......c.ccucwuirierierieriereireiee e eeeene 38.536 38.320
SEOCKS ottt (3.495) 0
OREL iR 76 0

35.117 38.320
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11. Earnings per share

Earnings per share is calculated as following:

2010 2009
NEL CATMUNGS 1oveverrieirircssset st a s a e e s en 361.998 398.927
Average number of shares duting the Year ... s 150.000 137.397
Earnings Per ShAre ... s 2,41 2,90

No convertible bonds were issued and no share-based payments to employees were in the year 2010. Therefore diluted earnings
per share is the same as earnings per share.

12. Dividend

The dividends paid in 2010 were 150 million ISK. In 2009 dividends paid were 500 million ISK.

13. Financial assets

31.12.2010 31.12.2009
Financial assets measured at fair value
Shates in Other COMPANIES ...uvueivvvieciiticicte s e san 114.051 80.234
Other fINANCIAL ASSELS ...uvuiuiiiiiiii s 2.174.890 1.781.412
Total financial assets 2.288.940 1.861.646
Financial assets measured at fair value
31.12.2010 31.12.2009
Shates in other companies:
Listed in foreign StOCk eXChANEES ....cuuivuiviciniiiiiiii s sssssssaes 42.336 22.928
Other COMPANIES .vvvvoieervicicicieie s s 71.715 57.306
114.051 80.234
Other financial assets:
Listed GOVErNMENt SECULILIES ....vvurvurvrevierieiieiteisete sttt 1.953.539 1.584.940
Other HSted SECULILES ....cuuvurrerierieeeeieereiieiieeeeeeeeeeeeese s sae s e e seas e sse s ssse e cecesesessenas 119.996 102.353
Other unlisted securities 101.354 94.119
2.174.890 1.781.412
Reservers for financial assets: 31.12.2010 31.12.2009
Balance at beginning of the Year. ... s 212.888 175.863
Allowances for doubtful financial assets and other long term assets........vwrirrirerieiersissninen. 24.145 59.438
Bankrupt and uncollectable. ... (44.352) (22.412)
Balance at end Of YEar. ..o e 192.681 212.888
14. Reinsurance assets
31.12.2010 31.12.2009
Reinsurers‘share in unearned premiums . 58.153 68.381
Reinsurers share in claims PrOVISION ...t sssssees 74.985 56.954
Debtors arising out of reinSurance OPEIations ... 4.784 0
137.921 125.335
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15.

16.

17.

18.

Share Capital

Chare Capital is devided into two categories, A and B

Shares Ratio
Share Capital, CAtEZOIY A ...coiiiiiiirieiieccs s 100.000 66,67%
Share Capital, Category B ..o 50.000 33,33%
Authotised Share Capital ... s 150.000 100,00%
Changes in Share Capital is as following: Share Capital Shares
At JANUALY 1, 2000ttt 100.000 100.000
Paid-in Capital - CateGOTY Bu...ooiiiiiiicicccc e 50.000 50.000
At JANUALY 1, 2010 ettt 150.000 150.000
At December 31, 20T0...cuiiiiieieieieieieieieieieie ettt ettt 150.000 150.000

Shareholders in category B will always have 75% votes in stockholders meetings in proportion to their shares in the category.
Both categories have the same entitlement in divident and other rights.

Solvency

According to the Act of insurance activities the minimum solvency of the Company at the year-end was ISK 372 million.
According to same act the minimum solevency can never be lower than EUR 3 million or ISK 496 million. This is significantly
higher than last year. Minimum solvency of the Company is therefore ISK 496 million. Calculated solvency of the Company at
the year-end was ISK 1.860 million. Solvency ratio is the radio between calculated solvency and minimum solvency

Difference on calculated solvency and book value of equity specifies as follows:

31.12.2010 31.12.2009
Equity according to Balance ShEet ........coiiiiiiiiciii s 2.009.995 1.797.997
Dividend Payable ... s (150.000) (150.000)
Calculated SOLVEIICY w..vuiiiiiiiiciiiicistete ettt 1.859.995 1.647.997
SOIVEIICY LATO v ettt bttt bbb bbbt sas 38 4.1
Technical provision

31.12.2010 31.12.2009
Technical provisions specifies as follows:
Unearned PLEmMIUMS ... ss s ss st s st ss s s e 317.154 294.641
ClaimS PLOVISION woevieriiiiiiiiiiiiiiciei s 405.907 372.705
Technical Provisions, tOtal......ccriiiiiiiiiii s 723.061 667.346
Accounts payable and other debt

31.12.2010 31.12.2009
Related Parties, DL ..o s s s sas e se s 206.051 166.066
REINSULANCE, AEDE 1.vvvivititititcictctctcctce ettt bbbttt bbb bbbt et b bbb bbb benene 0 20.866
ACCOUNTS, UNPAI ..o st ses 625 27.286
ACCIUEd COMMUSSION «.evveveeeierenceeecicicie e ee et ss s e se et esenan 4.600 7.428

211.277 221.646
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19. Financial Instruments

19.1 The categories of financial instruments

The categories of financial assets and financial liabilities are as follwoing:

Financial assets 31.12.2010 31.12.2009
Cash and cash eqUIVAIENT ... s 490.271 634.357
Financial assets at fait value thtough P/L .....c.cccinieiinernrineeseecieseeesieesssesssessssessssssssesssnns 2.288.940 1.861.646
10aNS$ ANA LECEIVADIES ...ouveieieieieiiiieicis ettt et b et b bbb b bbb ssssa s e st sesasns 10.517 45.350
Financial liabilities 31.12.2010 31.12.2009
Othet fiNaNCIal HADIIEIES ..viveeveveviieieieriisieeiisieeeste et ettt e e e sesese st esess s e e et sesesssessssesesannsesens 211.277 221.646

19.2 Fair value measurements

The following table provides an analysis of financial instruments that are measured subsequent to initial recognition at fair value,
grouped into Levels 1 to 3 based on the degree to which the fair value is observable.

Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical assets or
liabilities.

Level 2 fair value are those derived from inputs other than quoted prices included within Level 1 that are observable for the
asset og liability, either directly (i.e. As prises) or indirectly (i.e. Derived from prices).

Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability that are
not based on observable market data (unobservable inputs).

At December 31, 2010 Level 1 Level 2 Level 3 Total
Financial assets at fair value through P 2R TR 2.103.176 12.695 173.069 2.288.940
At December 31, 2009 Level 1 Level 2 Level 3 Total
Financial assets at fair value through P Y2 TR 1.661.460 46.648 153.538 1.861.646

19.3 Financial risk management

The Company operates a risk management, focusing on the financial risk attached to the Company's operations. These risk
factors are interest rate risk, foreign exchange risk, equity price risk, credit risk, liquidity risk and underwriting risk.

19.4 Interest rate risk

Interest rate risk is the risk that fair value or future cash flows of a financial instrument will fluctuate because of changes in
market interest rates.

Interest rate changes effect expected cash flow relating to floating rate assets. The company has only interest bearing assets on
fixed rate and no interest bearing borrowings so there is no interest rate risk in the company. Interest bearing assets with fixed
rate are accounted for at amortised cost.

19.5 Foreign exchange risk

Foreign exchange risk is the risk that the fair value or future cash flows of a financial instrument will fluctuate because of changes
in foreign exchange rates. Foreign exchange risk arises when there is a difference in the balance between assets and liabilities in
foreign currency.

A dominant part of the Company's assets and liabilities are in ISK the domestic currency, but the Company holds some foreign
currency financial assets. The Company has not entered into foreign cutrency derivatives to reduce the foreign exchange risk.
Below, the foreign currencies that mainly affect the Company's operations are stated. Rates reflect buying rate, but annual
volatility is calculated based on mid rate.
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Annual
Closing rate Average rate volatility
Currency 2010 2009 2010 2009 2010
BEUR e 153,80 179,88 161,89 172,67 4,3%
SEK ottt 17,155 17,515 16,963 16,305 8,4%
USD ettt 115,05 124,90 122,04 123,59 11,0%
Foreign currency exposure 31.12.2010
Assets Liabilities Net balance
FEUR ettt ettt bbbttt ettt ettt nees 90.406 0 90.406
SEK ettt sttt ettt ettt ettt bt sebesenesesene 74 0 74
USD ettt ettt enen 26.627 0 26.627
Foreign currency exposure 31.12.2009
Assets Liabilities Net balance
FEUR ettt bbbttt bbbttt nees 78.815 0 78.815
SEK ettt stttk ettt ettt et b bbb bebesene 65 0 65
USD ettt ettt bbbttt neen 26.350 0 26.350

Sensitivity Analysis

The table below shows the effects that 5% and 10% increase of the relevant foreign currency rate against the ISK would have on
income statement and equity at balance sheet date. In the table above the effects of sensitivity analysis in foreign assets and
liabilities are shown but it are mainly foreign securities. The sensitivity analysis assumes that all other variables, than the relevant
foreign currency rate, are held constant. The sensitivity analysis takes into account foreign currency which involve high foreign
exchange risk. The sensitivity analysis takes into account the tax effects and impact which reflects the income statement and
equity. Because changes in fair value of foreign financial instruments are not throught equity the effects on P/L and equity ate
the same. A decrease of the relevant foreign currency rate against the ISK would have an opposite impact on income statement

and equity.

Effects on income statement and equity 31.12.2010 31.12.2009
5% 10% 5% 10%
3.707 7.413 3.350 6.699
3 6 3 5
1.092 2.183 1.120 2.240

19.6 Equity price risk

The Company holds material balances in equity investments. The Company is therefore exposed to changes in the market price
of the equity investments. The Company's equity investments are mainly in registered entities, but the Company also holds
investment in unregistered entities. Equity investments are measured at fair value through P/L (FVTPL).

31.12.2010 31.12.2009

Shares in other companies at fair value thtough P/L ...cvcneveecnecneecceneeenneneseieceneeeens 200.933 89.413
Listed securities at fait value thfough P/ L ...c..cuveeiernernereeeeireriererienisessesiessenesasessessersssenens 2.088.007 1.772.233
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The effects of 5% and 10% increase in the fair value of equity investments are stated below. The changes do not take into
account income tax effects. 5% and 10% decline in fair value would have the same effects but in opposite direction. In the case
of available-for-sale financial assets the change in fair value is through equity account, therefore changes in result of the
operation and equity is not the same.

31.12.2010 31.12.2009
5% 10% 5% 10%
Shares in other companies - effects on P/L and equity ......... 10.047 20.093 4.471 8.941
Other financial assets - effects 0N P/L ...ooeveeiecciieeenen 104.400 208.801 88.612 177.223

19.7 Credit risk

Credit risk is the risk that one party to a financial instrument will cause a financial loss for the Company by failing to discharge an
obligation. The Company is constantly monitoring the development of assets that are linked to credit risk.

Reconciliation of maximum credit risk: Carrying amount
31.12.2010 31.12.2009

IMATKEE SECULITIES vuvuvuveeereiririisistes sttt ettt ettt ettt e s se b e e be s e e b e e b b e baeneseaeseaeaeseasacaen 2.088.007 1.772.233
Trade receivables ... . 10.517 45.350
REINSULANICE ASSELS wueuuiuiuiuiuiueueieieieieieieietetetetetetetetetebetebebetebebetebebetesebesebetetet st et e b et ebs sttt sbasbebebebebetesebesans 137.921 125.335
Cash and cash eqUIVAIENLS .....c.ccuicicieiiccrccc e 490.271 634.357

2.726.716 2.577.275

The maximum credit risk consists of the carrying amounts above.
19.8 Liquidity risk
Liquidity risk is the risk that the Company will encounter difficulties in meeting obligations associated with financial liabilities.

On a regular basis the management is monitoring liquidity, the development, effects of market environment and expectations.
Special attention is given to maintain an adequate level of liquid assets to cover repayments of borrowings and expected
payments relating to the insurance liability. The Company's liquid assets are well adequate to cover expected short term cash
outflow. The Company operates under rules and regulations of supetvisory authorities in Iceland. According to these rules the
Company is required to provide certain breakdowns to the relevant authority, amongst others is a breakdown of liquid assets and
liabilities.

Expected cash flows from Claims provision is:

Within
one year 2012 2013+ Total
31.12.2010
Claims provision ... 289.663 84.745 31.499 405.907
Within
one year 2011 2012+ Total
31.12.2009
Claims provision ... 251.505 71.908 49.292 372.705

19.9 Underwriting risk

Underwriting risk is the risk that premiums collected from the insured are not sufficient to meet the liabilities arising from
underwriting insurance policies.

The main elements of underwriting risk are loss-frequency risk, loss-size risk, reinsurers' risk and technical provision risk.
Following is a short explanation and some key figures describing the risk.
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19.10 Loss frequency risk

Loss frequency risk is the risk that losses or a certain type of losses becomes more frequent than expected and the insurance
tariffs are based on.

The company conducts close and constant examination of the loss frequencies. It is important for the insurer to discover any
trend in loss frequencies as soon as possible in order to take necessary measures timely. It reduces the loss frequency risk to
diversify the insurance portfolio. The Company offers service in all types of life- and health insurance operated in Iceland and it
has a wide spread and efficient distribution network all over the country. Following table shows the diversification between
insurance segments by premiums written.

Insurance segments - Premiums written.

TLIEE-TMISUIANICE 1aeutuiniuiniainee ettt bbb bbbk b ek e bbbk b ke b e b ek e b e bt e b e b e bseae b e b ebebebebebebeb et et e bt e b e bt ebebebebebebebetetas 57,5%
Health and critical illNESS INSULANICE ..ovevevevereveieieieieieieieieisisietietetst sttt es s ss s sesesesssesssessssssssssessssssssssnnnns 42,5%
100,0%

19.11 Loss-size risk
Loss-size tisk is the risk of misjudging the average amount of losses or the likelihood of a severe loss event.

Most of the losses are of similar size, only few policies have high sum insured. To limit the impact of severe loss events and to
protect the balance sheet against severe fluctuations, the company devises a reinsurance program. The amount of risk that the
Company catries for its own account is determined with respect to the financial strength of the company and the nature of the
risk. By implementing the reinsurance program the company reduces the loss size risk significantly but by doing so, another risk
arises, so-called reinsurers’ risk.

19.12 Reinsurers' risk

Reinsurers' risk is the risk that a reinsurer will not be able to pay his share of a loss event. The reinsurance policy stipulates
minimum rating from an international rating agency for the reinsurers patticipating in the reinsurance programs and maximum
risk in one event reinsuted with one reinsurer. The reinsurers of Lifis have rating AA-.

19.13 Technical provision risk

Technical provision risk is the risk that the incurred losses or the undetlying risk related to insurance portfolio are
underestimated.

Technical provisions consist of unearned premiums and loss reserves. Unearned premiums are the estimated amount of
insurance liabilities of unexpired policies. Loss reserves are the amount of unsettled losses, both reported losses and losses that
are incurred but not reported to the insurer. The strength of technical reserves is examined by a set of statistical.

19.14 Combined ratio

Combined ratio is the sum of the incurred losses, operating expenses and net reinsurance cost as a proportion of earned
premiums. Operating ratio is the same as combined ratio but as a proportion of earned premiums and investment return from
insurance operation. Following table shows the combined ratio and other key ratios for the insurance activity over the last five

yeats:

2010 2009 2008 2007 2006
TLOSS £ALIO ettt 33,9% 39,2% 32,1% 13,7% 38,2%
Operating eXpenses ratio ......c..coeeveveereen. 23,0% 20,0% 21,9% 18,4% 28,1%
Reinsurance cost ratio .....c.oceeeeeeeeeeeennns 6,6% 8,2% 11,2% 6,7% 9,6%
Combined 1atio ....ccceeeeeeeeeeriiiiecennnnnne 63,4% 67,4% 65,2% 38,8% 76,2%
Investment iNCOME 1atio ...ceceueveeereveuenennnas 4,7% 5,8% 7,4% 6,5% 14,2%
Operating ratio .......ceceeveeeeeeneenennee. 60,6% 63,7% 60,7% 36,5% 66,7%

24 Amounts in thousands of ISK



Notes

20.

21.

22.

Related parties

Related parties are those patties which have considerable influence over the Company, directly or indirectly, including parent
company, owners or their families, large investors, key employees and their families and parties that are controlled or dependent
on the Company, i.e. affiliates and joint ventures. Business with related parties has been done on a similar basis as business with

unrelated parties. In Note 8 salaties and commissions to executvies ate shown.

Related parties transactions in the year 2010:

Exista ehf. and related patties

Related parties transactions in the year 2010:

Exista ehf. and related patties

Related parties transactions in the year 2009:

Exista ehf. and related patties

Related parties transactions in the year 2009:

Exista ehf. and related patties

Events after the Balance Sheet date

Purchases of Sales of Premiums Claims
goods/services  goods/services earned
138.000 0 3.190 0
138.000 3.190
Receivables Liabilites
................................................................................... 0 206.051
0 206.051
Purchases of Sales of Premiums Claims
goods/services  goods/services earned
122.043 3.048 0
122.043 3.048
Receivables Liabilites
................................................................................... 35.868 166.066
35.868 166.066

No events have occurred since the balance sheet date, which would change the financial position of the Company and which

would require adjustment of or disclosure in the annual accounts now presented.

Approval of the Financial Statements

The Financial Statements were approved by the Board of Directors and authorised for issue on March 1, 2011.

Amounts in thousands of ISK



