2 001




Table of Contents

Financial Summary

Driving Expansion and International Growth
— Gudmundur Hauksson and Sgurdur Einarsson

Kaupthing’ s Operating Environment
Kaupthing's Operations in 2001
Asset Management

International Private Banking
Pension Planning

Corporate Finance

Capital Markets

Risk Management

Treasury

Kaupthing’s Cross-Border Expansion
New York, The Faeroe Islands, Luxembourg
Copenhagen, Lausanne, Helsinki, Stockholm

N

-
N N

The People and the Company
The Kaupthing Group

Annual Accounts 2001
Sgnatures

Profit and Loss Account
Balance Sheet

Cash flow

Notes



Kaupthing’s Cross-Border Expansion

Copenhagen

In 2001, Kaupthing began the process of applying for a
banking license in Denmark, and the license was granted
by the end of June. The main operations of Kaupthing
Bank A/S in Denmark are international private banking
services, brokerage, asset management and corporate
services. A securities fund consisting of Icelandic bonds
was established during the summer. This fund is listed in
Danish currency and marketed to Danes. In the third
quarter, Kaupthing Bank A/S became a member of the
Copenhagen Stock Exchange and the bank can now act
as a broker for shares and bonds without intermediaries.
At the end of the year Kaupthing Bank A/S established
the operating firm TEMA Kapital Management A/S to
operate funds. Kaupthing owns 80% of the shares in
Kaupthing Bank A/S. Foroya Sparikassi owns 20%. At
year-end, the Bank’s Copenhagen employees num-
bered 14.

Lausanne

Kaupthing Services S.A. has specialized in the operation
of international pension planning and cross-border
benefits. The plans are established for expatriate
employees, and the products are customized to fit the
needs of individuals or companies. At year-end,
Kaupthing Services S.A. had seven employees.

Helsinki

Sofi is a subsidiary of Kaupthing and is located in
Helsinki. Sofi specializes in asset management and secu-
rities brokerage for companies, institutional investors
and high net worth individuals. Assets under manage-
ment by the company amounted to ISK 15.5 billion in the
middle of 2001. Sofi is one of the owners of the Helsinki
Stock Exchange.

Kaupthing took over the operations of Sofi in late 2001.
Through the takeover of the company, Kaupthing has
established a foothold in Finland, which is a part of
Kaupthing’s buildup as a Nordic bank. At year-end, there
were 35 people employed by the company.

Global Arbitrage and Trade (G.A.T.) is Sofi’s subsidiary
located in Geneva. G.A.T. is active in proprietary trading
of Nordic securities.

Stockholm

Stockholm is one of the main Nordic financial centres
and the operations of Kaupthing Bank Stockholm are,
therefore, an important factor in further making the
Nordic countries Kaupthing’s domestic market. The main
activities in Stockholm involve general securities trading,
corporate finance and the operation of a closed-end
capital venture investment fund, the Alpha | - Venture
Capital Fund. In addition, Kaupthing Bank Stockholm
operates the Nordic Growth Fund and the Icelandic
Equity Fund in cooperation with Kaupthing in Reykjavik.
At year-end, there were nine employees at Kaupthing
Bank Stockholm.

In February 2002, Kaupthing purchased all shares in the
Swedish brokerage firm Aragon. The purchase creates
interesting opportunities to coordinate the use of knowl-
edge and experience of both companies’ employees,
be it in asset management, securities brokerage or
corporate finance. Aragon has 120 employees located in
six cities around Sweden. However, most operations
take place in Stockholm.

The opening of Kaupthing Denmark A/S and the
purchase of the Finnish brokerage firm Sofi,
forms part of the plan to strengthen operations
in the Nordic countries. The same applies to the
purchasing of all Aragon shares in February 2002.
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Thus will we build a bridge with firm foundation,
a bridge to hopes that Iceland never knew,

a bridge to freedom in a buoyant nation,

a bridge to years when all our dreams come true.

From The Olfus River Bridge by Hannes Hafstein
Translation: Dick Ringler
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The People and the Company

Kaupthing places great emphasis on information and
technology. The Bank’s use of cutting-edge technology
has strengthened coordination and continuity as well as
the Bank’s internal condition, and has led the Bank to the
worldwide forefront of companies with regard to infor-
mation technology.

Kaupthing’s wide area network has been increased con-
siderably, and the Bank uses the latest technology in this
field (MPLS). All the Bank’s systems are centralized,
enabling personnel around the world to share the same
computer and IT systems. The IT Division oversees the
operation of these systems from the Bank’s headquar-
ters in Reykjavik. Despite this considerable sharing, it is
nonetheless easy to specialize individual locations.

During the year, Kaupthing’s computer systems were
moved into specially supervised premises in an
Icelandic telecommunications hub, considerably increas-
ing Kaupthing’s access to information sources such as
Reuters and Bloomberg. The premises are specialized to
maintain computer systems, and maximum operational
security has thus been ensured. In addition, the opera-
tional environment and the development environment
have been separated, and there is also an assurance that
Bank is not location-dependent at any given time.

Strong emphasis is placed on automation and fast han-
dling. Here STP plays a large role - STP being a process
that transfers information automatically between com-
puter systems.

The operations of the Custody Department are exten-
sive. The Department handles the accounting for 21 secu-
rities funds and three share funds. This entails, inter alia,
calculation of the daily exchange rate, accounting, settle-
ment, deviation analyses, monitoring, and reporting to
public authorities. The Custody Department also man-
ages all securities owned by clients of Kaupthing and its
subsidiaries, and handles communication with domestic
and foreign registries as well as relations with foreign
custodian banks. Kaupthing offers a service to manage
all Icelandic securities for the clients of foreign custodian
banks (sub-custodian services). This service has been
increasing, and most of the largest custodian banks in
the world have concluded such an agreement with
Kaupthing.

The Frjdlsi Investment Bank, a Kaupthing subsidiary, is
operated as an independent bank. Kaupthing took over
the bank in 2001 and the asset management and securi-
ties brokerage of the Frjalsi Investment Bank were
merged with Kaupthing’s operations. The Frjalsi
Investment Bank’s core operations today consist of vari-
ous lending operations, such as car loans, real estate
loans and project loans. The Frjalsi Investment Bank had
23 employees at year-end.

AT |

The number of Kaupthing employees continued to
increase, and 134 new employees began working during
the year, including the 35 employees of Sofi in Helsinki,
which became a Bank subsidiary at year-end. 143 of the
Bank’s 369 employees are located overseas. Following
the acquisition of the Frjdlsi Investment Bank, 12 Frjalsi
employees were transferred to Kaupthing.
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The average age of employees — 34 years old - is simi-
lar at most Kaupthing offices. Women make up 51% of
the workforce and men 49%. Kaupthing employees
have a broad background and diverse education. The
education level of Kaupthing personnel may be consid-
ered high because around 60% are university graduates.
Thus varied and specialized employee viewpoints are a
distinct advantage when it comes to solving projects.

Kaupthing places considerable emphasis on continuing
education for its employees. The Bank encourages its
employees to participate in courses, arranged both by
the Bank and outside parties — and pays for total course
cost. The cost, as a percentage of total salary cost, was
1.35% during the year.

Following the Bank’s increased operations, the
Economic Division was strengthened considerably by
new and more employees. Now there are four employ-
ees who handle Kaupthing’s operational information
and report to public authorities as well as to Bank
Management.

In past years, Kaupthing has built up a strong website,
which plays an important role in the Bank’s service to
customers. During the year, a special website was
launched for the Stockholm office and another website
was launched for the Morning News. However, the
largest individual project during the year was the launch
of a comprehensive pension website in connection with
Kaupthing’s Pension Services. The websites are con-
trolled from Kaupthing’s headquarters in Reykjavik but
each location has its own site on the Net, providing infor-
mation on that branch’s particular operations. The home
page www.kaupthing.net opens the door to all the
Bank'’s locations on the Web.
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Kaupthing Bank
Armali 13

108 Reykjavik

Tel. +354 515 1500

Kaupthing Services S.A.*
Rue du Lion d’Or 2
CH-1003 Lausanne

Tel. +41 21 321 58 60

Kaupthing Danmark A/S
Ngrre Farimagsgade 15
DK-1364 Kgbenhavn
Tel. +45 3373 3150

Kaupthing Bank Luxembourg S.A.
12, rue Guillaume Schneider
L-2522 Luxembourg

Tel. +352 46 31 31

Kaupthing Bank Stockholm
Kungstradgardsgatan 16
SE-111 47 Stockholm

Tel. +46 (0)8 545 06 660

Kaupthing Faroyar
Virdisbreevameklarafelag P/F
TinghUsvegur 14

Postboks 3090, FO-110 Térshavn
Tel. +298 35 1500

Kaupthing New York Inc.
230 Park Avenue, Suit 1528
New York, NY 10169, USA
Tel. +1 212 457 8700

Kaupthing Sofi
Pohjoisesplanadi 21
FIN-00100 Helsinki
Tel. +358 9 478 4000

* Not a distributor of Kaupthing’s funds.
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