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Report and Statement of the Board of Directors
and the CEO

The Consolidated Financial Statements of Straumur-Burdaras Investment Bank hf. for the year 2007 are prepared in
accordance with International Financial Reporting Standards (IFRS) as adopted by the European Union and
additional Icelandic disclosure requirements applicable to listed companies. The Consolidated Financial Statements
comprise Straumur-Burdaras Investment Bank hf. and its subsidiaries (together referred to as the “Bank™).

According to the income statement, after tax profits for the year amounted to EUR 163 million. The Bank's equity at
the end of 2007 amounted to EUR 1,569 million. The Bank's capital adequacy ratio, calculated in accordance with
the Act on Financial Undertakings, was 23.7% at year-end. As of 31 December 2007 the Bank's total assets amounted
to EUR 7,137 million.

At the end of 2007 the Bank's shareholders numbered 21,692 as compared to 20,666 at the beginning of the year.
Samson Global Holdings SARL, which holds 32.9% of the Bank's share capital, is the only shareholder with a
holding exceeding 10%.

The Board of Directors recommends that EUR 48.9 million, which is 30% of profits and approximately 0.0047 EUR
per share, be paid to shareholders as dividend.

The Bank's total share capital at year-end amounted to ISK 10,359 million (EUR 103 million). The share capital is
divided into an equal number of shares of ISK 1 each with equal rights within a single class of shares. The Board of
Directors is authorised, within its discretion, to increase the Bank’s share capital by ISK 2,000,000,000 by issuing
new shares. Furthermore, the Board is authorized to purchase treasury shares to an extent not exceeding 10% of the
Bank’s share capital. Apart from constraints derived from the general law, shares in the capital of the Bank are not
subject to any restrictions on transfers.

The Articles of Association constitute the basis for the Bank’s existence and activities. They specify the Bank’s
purpose and include provisions on inter alia its share capital, Shareholders’ Meetings, the Board of Directors, and
their respective powers. Except for cases otherwise specified in the Articles or the general law, the Articles may only
be amended by a qualified majority (two-thirds of votes) in a Shareholders’ Meeting.

The Bank’s Board of Directors comprises five members elected at the Annual General Meeting, held before the end
of May each year (normally in March). Those persons willing to stand for election shall give formal notice thereof in
writing to the Bank’s Board no later than five working days prior to the meeting. All current Directors are
independent of the Bank and three Directors are also independent of large shareholders.

In August 2006 the Board of Directors approved a plan authorizing the granting of options to management and key
employees to buy up to a total of 375 million shares. At year-end 2007, the number of issued and outstanding options
under this plan was 252. The options are exercisable over period 2008 to 2011 and their weighted average strike
price is 18.4. According to the terms of the stock option plan, the options vest in parts during their lifetime and as a
general rule the exercise of non-vested options is subject to the relevant employee still being employed by the Bank.

In the course of the Bank’s normal business it has entered into agreements with employees which may be affected by
the event of a take-over or termination without cause. The Board of Directors considers none of these to be of
material importance to the Bank’s operations.

In October the Bank completed the acquisition of a 50% shareholding in Wood & Company, a Czech investment
bank. Wood & Company is how included in the Bank’s consolidated accounts for the first time.

Consolidated Financial Statements of
Straumur-Burdaras Investment Bank hf. 2007




Report and Signatures of the Board of Directors and the CEO, contd.:

To the best of our knowledge, the consolidated financial statements of Straumur-Burdaras Investment Bank hf. for
the year 2007 give a true and fair view of the assets, liabilities, financial position and financial performance of the
Bank. Further, in our opinion the consolidated financial statements and the endorsement of the Board of Directors
and the Chief Executive Officer gives a fair view of the development and performance of the Bank's operations and
its position and describes the principal risks and uncertainties faced by the Bank.

Reykjavik, 28 January 2008.

Board of Directors:
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CEO:
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Independent Auditors’ Report

To the Board of Directors and Shareholders of Straumur-Burdaras Investment Bank hf.

We have audited the accompanying consolidated financial statements of Straumur-Burdaras Investment Bank hf. and
its subsidiaries (the "Bank'), which comprise the consolidated balance sheet as at December 31, 2007, and the
consolidated 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 Bank as

at December 31, 2007, 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, 28 January 2008.

KPMG hf.

NG - ) A

Helgi F. Arnarson

s 705 Lo

Olafur Mar Olafsson
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Consolidated Income Statement for the year 2007

Notes 2007 2006
INEErESE INCOME ....vivieiee s 493,103 256,828
INTEIESE EXPENSE .vvvrceeeereieereeree e te st e et e e sre e e eene e ( 424,270) ( 214,284)
NEt INtErESt INCOME ...cviviieiirieiciete s 39 68,833 42,544
Fee and commISSION INCOME .........covvuiireirieinnense e 139,478 85,534
Fee and COMMISSION EXPENSE ..vcvvveveeereerreiesiestesiesieese e sreseesaeseeseeneas ( 8,203) ( 1,129)
Net fee and COmMMISSION INCOME .......ccovvverrienicirre e 40 131,275 84,405
Dividend INCOME ......ocviiiiece et 41 33,707 28,135
Net gains on financial assets and financial liabilities
held fOr trading ......ccoooieie s 42 48,044 155,016
Net gains on financial assets designated at fair value
through profit Or 10SS ......ooveiiiiii e 43 26,592 140,834
Net foreign exchange gains ........coceeverireniene e 3,062 68,308
Other net operating INCOME ........ccoevirereirere e 44 18,501 9,360
330,014 528,602
AdMINIStrative BXPENSES ...cveveveirierierieieeseseseseseese e see e seeneeseenes 45 ( 118,937) ( 44,072)
Impairment 10SSeS 0N 108NS .......ccvcviviiiirceece e ( 20,161) ( 11,833)
Share of profit 0f aSSOCIALES .....ccecveveecr i 44 0
Profit DEfOre taX ... 190,960 472,697
INCOME TAX 1.tvitiiteieie et rennesre s 49 ( 28,017) 42,704
Profit for the YEar ... 162,943 515,401
Attributable to:
Equity holders of the Parent ... 158,262 511,605
MINOKILY INTEIESE ...veviveiiiecire s 4,681 3,796
Profit fOr the YEar ........ccocvvvcci s 162,943 515,401
Basic earnings Per SNAE .........cccccovviviiriie e 51 0,017 0,051
Diluted arnings Per SNATE ........ccoceiieireiireeres e 51 0,017 0,051

Notes on pages 10 to 57 are an integral part of these consolidated financial statements.
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Consolidated Balance Sheet as at 31 December 2007

Notes 2007 2006
Assets:
Cash and cash eqUIVAIENLS ..o 52 1,427,171 694,968
Financial assets held for trading .........c.ccoceoeiniiiiiniie e 53 1,056,406 945,235
Pledged ASSELS .....ccoieiirierierieieieier et 54 211,923 398,562
Financial assets designated at fair value through
PrOfIt OF 10SS .o 55 923,939 644,661
LLOBNS ...ttt bbbttt 56-57 2,411,342 1,351,274
Financial assets available-for-sale ..., 58 338,960 0
INVESIMENLS IN SSOCIALES ....vevveveiiieieieiie e 59 11,097 539
Property and eqUIPMENT .........c.coviiiiriiieerese e 60 21,679 14,089
INVESEMENT PrOPEITIES ..c.viveieeiiceieie e 32 0 67,784
INtANQIbIE @SSELS ..c.veveiiiciieie e 61 500,723 186,777
Deferred taX @SSEL .......ccceiireriereeieierie et 68 491 0
OFNEE @SSELS ..ttt et 62 233,192 53,874
Total Assets 7,136,923 4,357,763
Liabilities:
Financial liabilities held for trading .......cc.ccccviviereiciii e 63 101,786 87,686
Deposits From Banks ..........cccevericrcniierireese e 64 34,538 0
Deposits From CUSLOMENS ...c.evveveeeeserese et 65 1,233,725 0
BOITOWINGS vvveiviieieeeestesie et ste st s se e sttt see e snesre e seensenens 66 3,778,515 2,572,772
Subordinated 10aNS .........ccveiirrreec e 67 113,641 88,690
Current taxX lability ......coooveviiiiiecc e 26,829 50,861
Deferred tax liability ........cccooviovviiiiiicc e 68 2,377 6,247
Other lIaDIlItIES .....ovovveerccir e 69 277,011 57,489
Total Liabilities 5,568,422 2,863,745
Equity:
Share Capital ......cccoiiiiiiiiee 102,777 100,275
Share Premium ..o e 647,970 615,802
OFNEE FESEIVES ...ttt sttt et ( 36,006) ( 13,417)
Retained  arnings ......cocoeereriieie e 843,116 771,127
Total equity attributable to equity holders of the Parent 1,557,857 1,473,787
MINOFILY INTEIESE ..ovvevieeeceice et 10,644 20,231
Total Equity 70-71 1,568,501 1,494,018
Total Liabilities and Equity 7,136,923 4,357,763

Notes on pages 10 to 57 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity

for the year 2007
Total
share-
Share Share Other  Retained holders'  Minority Total

2007 capital premium  reserves  earnings equity interest equity
Equity as at 1 Jan 2007 ........... 100,275 615,802 ( 13,417) 771,127 1,473,787 20,231 1,494,018
Translation difference ............. (1 26,457) ( 26,457) 2,635 ( 23,822
Fair value changes in

Available-for-sale

financial assets .................... ( 24,695) ( 24,695) ( 24,695)
Net earnings recognised ( 51,152) 0 ( 51,152) 2,635 ( 48,517)

directly in equity .......cccccuenve
Profit for the year ................. 158,262 158,262 4,681 162,943
Total recognised income

statement for the year .......... (51,152) 158,262 107,110 7,316 114,426
Dividends paid ISK 0,75

Per share .......ccovvveierienan ( 87,792) ( 87,792) ( 7,561) ( 95,353)
Purchased and sold

treasury shares (note 71) ..... 2,502 32,168 34,670 34,670
Treasury share stated as

other liability on account

of put options, reversed ...... 25,469 25,469 25,469
Increase due to call

(070110 ]0 13 3,094 1,519 4,613 4,613
Purchase and sales of

subsidaries .........cccceeveeeennane. ( 9342) ( 9,342
Equity as at 31.12.2007 .......... 102,777 647,970 ( 36,006) 843,116 1,557,857 10,644 1,568,501
2006
Equity as at 1 Jan 2006 ........... 119,448 831,834 ( 28,420) 407,189 1,330,051 8,460 1,338,511
Translation difference ............. 1,402 1,402 1,402
Profit for the year ................ 511,605 511,605 3,796 515,401
Total recognised income

statement for the year .......... 918,794 1,843,058 12,256 1,855,314
Dividends paid ISK 0,65

per share ......cccccovvveereean ( 78,455) ( 78,455) ( 78,455)
Purchased and sold

treasury shares (note 71) ..... ( 8,710) ( 149,647) ( 158,357) ( 158,357)
Treasury share stated as

other liability on account

of put options ..........cc.eene. (119,471) ( 19,471) ( 19,471)
Treasury shares stated as

other liability on account

of put options, reversed ...... 21,546 21,546 21,546
Expense due to call option ...... 752 752 752
Increase of share capital

in subsidiary .........cccoevvevnene 9,371 9,371
Translation of own funds ........ (10,463) ( 66,385 10,774 ( 69,212) ( 135,286) ( 1,396) ( 136,682)
Equity as at 31.12.2006 .......... 100,275 615,802 (13,417) 771,127 1,473,787 20,231 1,494,018

Notes on pages 10 to 57 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows
for the year 2007

Notes 2007 2006
Operating activities:
Profit fOr the YEar ....ccevvcieice e 162,943 515,401
Adjustments for operating activities:
Impairment on 10ans and adVANCES .........ccocevevieerieniesesere s 20,161 11,833
Depreciation of property and eqUIPMENt ........cccovvivvievenereiese e 2,300 354
NEL INTEIESt INCOME ..e.viiviieeece e nrens ( 68,833) ( 42544)
INCOME TAX EXPENSE ..vververeereereetesieseesteseeresrestestesteseeeesesresreseeseensesesseseesrenseneenes 28,017 ( 42,704)

144,588 442,340
Changes in operating assets and liabilities:

Financial assets held for trading .........cccccoevveiviinie i ( 111,271) ( 394,995)
o T=T0 [0 o =) 186,639 0
Financial assets designated at fair value through P/L ..........cccccoveivviviivnicnennnne. ( 279,278) 296,557
0 3L (1,080,229) ( 819,309)
(@] 1 1] =TT SR ( 111,534) ( 22,5572)
DEFErred taX ASSELS ...cvvvvereerriierieesesesese e e sre e a e erenes ( 491) 0
Financial assets available for sale ..........c..ccocveveiniiininecce e ( 338,960) 0
Financial liabilities held for trading ........c.ccocvoeviiccivii e 14,100 75,923
Deposits From DaNKS ........c.ccvvviivicces e 34,538 0
Deposits FrOM CUSLOMEIS ..o.veverieececiese et se e 1,233,725 0
Other liabilities and ProviSioNS .........ccccevvierererieiesiesie e 191,620 26,284
( 116,453) ( 395,772)
Interest and dividends reCEIVEM ..o 508,055 244,367
INTEFESE PAIL ...veveiiiee e ( 482,706) ( 239,067)
INCOME tAX PRI ...ttt e ( 52,763) ( 45,815)
Net cash used in operating activities ( 143,867) ( 436,287)

Investing activities:

Purchase of inVestMent ProPerty ........coeeeveeieriesierese s 0 ( 73,108)
Purchase of property and eqUIPMENT ........ccovveriereiieninse e ( 13310) ( 2,234)
Proceeds from sale of subsidiaries (net of cash disposed) .........ccccoovevvrvvreriennnn. 36,850 0
Payment for acquisition of subsidiaries (less cash acquired) ........ccccoevvevrernnne. ( 314,484) ( 27,314)
Other CRANGES ...ovveveeiecerie et re st e e e eneas ( 10,558) ( 581)
Net cash used in investing activities ( 301,502) ( 103,238)

Financing activities:

SUbOIdINAtEd 108N ..o 24,951 34,017

Borrowings and other labilities ... 1,205,743 1,357,335
Purchase and sold treasury Shares ... 34,670  ( 158,356)
DiIVIAeNd PAIA  .....eeieeieeiee e ( 87,792) ( 78,455)

Net cash from financing activities 1,177,572 1,154,541

Increase in cash and cash equivalents ... 732,203 615,017

Cash and cash equivalents at beginning of year .........c.c.cccoccevreivnnrcnnns 694,968 128,099
Translation adjuStMEeNtS ...........cccccvveeiieieice e 0 ( 48,148)

Cash and cash equivalents at the end of the year ..........cccocooevvvviinnnns 1,427,171 694,968

Notes on pages 10 to 57 are an integral part of these consolidated financial statements.
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Notes to the Consolidated Financial Statements

1. Reporting entity

Straumur-Burdaras Investment Bank hf. (the Parent) is a company incorporated and domiciled in Iceland. The address of
the Parents registered office is Borgartun 25, Reykjavik. The Consolidated Financial Statements for the year 2007
comprise Straumur-Burdaras Investment Bank hf. and its subsidiaries (together referred to as "the Bank™). The Bank
offers integrated financial services to companies, institutional investors and individuals. These services include
corporate banking, investment banking, retail banking, capital markets services and asset management.

2. Basis of preparation

a. Statement of compliance

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

The Financial Statements were authorised for issue by the Board of Directors of Straumur-Burdaras Investment Bank hf.
on 28 January 2008.

b. Functional and presentation currency

The Consolidated Financial Statements are presented in Euro, which is the Parent's functional currency. Except as
indicated, financial information presented in Euro has been rounded to the nearest thousand.

The Parents functional currency for the year 2006 was ISK. The change in functional currency from ISK to EUR was
made as of 1 January 2007 because of changes in the focus of the Banks' operations and primary economic environment
in which it operates. The comparative figures for the year 2006 have been translated to EUR.

c. Basis of measurement

The Consolidated Financial Statements are prepared on the historical cost basis except the following assets and liabilities
that are measured at fair value: financial assets and liabilities held for trading, financial assets designated at fair value
through profit or loss, financial assets available-for-sale, investment properties and financial liabilities held for trading.

d. Use of estimates and judgements

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. The estimates and underlying assumptions are based on historical
experience and various other factors that are believed to be reasonable under the circumstances, the results of which
form the basis of making the judgements about carrying values of assets and liabilities that are not readily apparent from
other sources. Actual outcome can later to some extend differ from the estimates and assumptions made.

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 periods if the revision affects both current and future periods.

Judgements made by management in applying accounting policies that have the most significant effect on the amounts
recognised in the Consolidated Financial Statements and estimates with a significant risk of material adjustment to the
carrying amounts of assets and liabilities in the next year are discussed in note 31.

Consolidated Financial Statements of
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Notes, contd.:

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 Bank entities.

3. Basis of consolidation

a. Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. Control usually exists when the Bank holds
more than the 50% of the voting rights of the subsidiary. In assessing control, potential voting rights that are currently
exercisable or convertible, if any, 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 purchase method of accounting is used to account for the acquisition of subsidiaries by the Bank. The cost of an
acquisition is measured as the fair value, at the date of completion, of the assets received, liabilities incurred or assumed
and equity instruments issued, plus costs directly attributable to the acquisition. Identifiable assets acquired and
liabilities and contingent liabilities assumed in a business are measured initially at their fair values at the acquisition
date, irrespective of the extent of any minority interest. The excess of the cost of acquisition over the fair value of the
Bank's share of the identifiable net assets acquired is recorded as goodwill. If the cost of acquisition is less than the fair
value of the net assets of the subsidiary acquired, the difference is recognised directly in the income statement.

b. Special purpose entities

Special purpose entities are entities that are created to accomplish a narrow and well-defined objective such as the
securitisation of particular assets, or the execution of a specific borrowing or lending transaction. The financial
statements of special purpose entities are included in the Bank's Consolidated Financial Statements where the substance
of the relationship is that the Bank controls the special purpose entity.

c. Funds management

The Bank manages and administers assets held in unit trusts and other investment vehicles on behalf of investors. The
financial statements of these entities are not included in these Consolidated Financial Statements except when the Bank
controls the entity.

d. Transactions eliminated on consolidation

Intra-Bank balances, unrealised gains and losses or income and expenses arising from intrabank transactions, are
eliminated in the Consolidated Financial Statements. Unrealised gains arising from transactions with equity accounted
investors are eliminated against the investment to the extent of the Bank's interest in the investee. Unrealised losses are
eliminated in the same way as unrealised gains, but only to the extent that there is no evidence of impairment.

4. Associates

Associates are those entities in which the Bank has significant influence but not control or joint control over the
financial operating policies. Significant influence generally exists when the Bank holds between 20% and 50% of the
voting rights, including potential voting rights, if any. Investments in associates are initially recognised at cost. The
Bank's investment in associates includes goodwill and any accumulated impairment loss (see note 59).

Investments in associates held as venture capital assets are not accounted for on an equity basis but are designated upon
initial recognition as financial assets at fair value through profit or loss and accounted for in accordance with 1AS 39
Financial Instruments: Recognition and Measurement.

Consolidated Financial Statements of
Straumur-Burdaras Investment Bank hf. 2007 Amounts are in thousand of EUR

11




Notes, contd.:

4, contd.:

The Consolidated Financial Statements include the Bank's share of the total recognised gains and losses of associates not
held as venture capital, which are accounted for on an equity basis, from the date that significant influence commences
until the date that significant influence ceases. When the Bank's share of loss exceeds its interest in an associate, the
Bank's carrying amount is reduced to zero and recognition of further losses is discontinued except to the extent that the
Bank has incurred legal or constructive obligations or made payments on behalf of the associate. If the associate
subsequently reports profits, the Bank resumes recognising its share of those profits only after its share of the profits
equals the share of losses not recognised.

5. Foreign currency

a. Functional currencies

Items included in the financial statements of each of the Bank's entities are measured using the functional currency of the
respective entity.

b. Foreign currency transactions

Transactions in foreign currencies are translated into functional currencies at the foreign exchange rate ruling at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are
translated into functional currencies at the foreign exchange rate ruling at that date. Foreign exchange differences arising
on translation are recognised in the income statement in a separate line. Non-monetary assets and liabilities that are
measured in terms of historical cost in a foreign currency are translated using the exchange rate at the date of the
transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair value are
translated at foreign exchange rates ruling at the dates the fair value was determined. Foreign currency differences
arising on retranslation are recognised in profit or loss, except for differences arising on the retranslation of available-for-
sale equity instruments.

c. Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on consolidation,
are translated to the presentation currency, the Euro, at foreign exchange rates at the balance sheet date. The revenues
and expenses of foreign operations are translated to Euro at rates approximating the foreign exchange rates current at the
dates of the transactions.

Foreign exchange differences arising on translation are recognised directly in translation reserve in equity. When a
foreign operation is disposed of, in part or in full, the relevant amount in the translation reserve is transferred to the
income statement as a apart of the gain or loss of sale and included in other operating income.

6. Income and Expense

a. Interest income and expense
Interest income and expense are recognised in the income statement as they accrue, using the effective interest method.

The effective interest method is a method of calculating the amortised cost of a financial asset or a financial liability (or
group of financial assets or financial liabilities) and of allocating the interest income or interest expense over the relevant
period. The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the
expected life of the financial instrument or, when appropriate, a shorter period to the net carrying amount of the financial
asset or financial liability. When calculating the effective interest rate, the Bank estimates cash flows, considering all
contractual terms of the financial instrument, but does not consider future credit losses. The calculation generally
includes all fees and amounts paid or received between parties to the contract that are an integral part of the effective
interest rate, as well as transaction costs and all other premiums or discounts.

Consolidated Financial Statements of
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Notes, contd.:

6. a. contd.:

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss,
interest income is recognised at the rate of interest used to discount the impairment loss. Interest income on financial
assets which have been written down as a result of impairment is calculated based on the net amount of the financial
asset taking the write-down into consideration.

b. Fee and commission income and expense

The Bank provides various services to its clients and earns income there from, such as income from Corporate Finance,
Debt Finance and Capital Markets. Fees earned from services that are provided over a certain period of time are
recognised as the services are performed. Fees earned from transaction-type services are recognised when the service has
been completed. Fees that are performance-linked are recognised when the performance criteria are fulfilled. Fees and
commission income and expenses that are integral to the effective interest rate on a financial asset or liability are
included in the measurement of the effective interest rate.

c. Dividend income
Dividend income is recognised in the income statement on the date that the dividend is declared.

d. Net gains on financial assets and financial liabilities held for trading

Net financial income comprises gains less losses related to trading assets and liabilities, and includes all realised and
unrealised fair value changes.

e. Net gains on financial assets and financial liabilities at fair value through profit or loss

Net income from other financial instruments at fair value relates to non-qualifying derivatives held for risk management
purposes and financial assets and liabilities designated at fair value through profit or loss, and includes all realised and
unrealised fair value changes except interest, dividends and foreign exchange difference which are presented as separate
line items in income statement.

7. Impairment

The carrying amount of the Bank's assets, other than tax assets and financial assets measured at fair value with changes
recognised in the income statement, is reviewed at each Balance Sheet date to determine whether there is any indication
of impairment. If any such indication exists, the asset's recoverable amount is estimated, see note 7c.

An impairment loss is recognised whenever the carrying amount of an asset or its cash-generating unit exceeds its
recoverable amount. Impairment losses are recognised in the income statement.

a. Identification and measurement of impairment

At each balance sheet date, the Bank assesses whether there is objective evidence that financial assets not carried at fair
value through profit or loss are impaired. Financial assets are impaired when objective evidence demonstrates that a loss
event has occurred after the initial recognition of the asset, and that the loss event has an impact on the future cash flows
on the asset that can be estimated reliably.

The Bank considers evidence of impairment at both a specific asset and a collective level. All individually significant
financial assets are assessed for specific impairment. All significant assets found not to be specifically impaired are then
collectively assessed for any impairment that has been incurred but not yet identified. Assets that are not individually
significant are then collectively assessed for impairment by Banking together financial assets (carried at amortised cost)
with similar risk characteristics.
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Notes, contd.:

7. a.contd.:

Obijective 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 Bank on terms that the Bank 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 Bank of assets such as adverse changes in the payment status of borrowers or issuers in the
Bank, or economic conditions that correlate with defaults in the Bank.

In assessing collective impairment, the Bank uses statistical modelling of historical trends of the probability of default,
timing of recoveries and the amount of loss incurred, adjusted for management's judgement as to whether current
economic and credit conditions are such that the actual losses are likely to be greater or less than suggested by historical
modelling. Default rates, loss rates, and the expected timing of future recoveries are regularly benchmarked against
actual outcome to ensure that they remain appropriate.

Impairment losses on assets carried at amortised cost are measured at cost as the difference between the carrying amount
of the financial assets and the present value of estimated cash flows discounted at the assets' original effective interest
rate. Losses are recognised in profit or loss and refle