Trandation from the Icelandic

RULES

on the Auditing of Penson Funds
No. 685 of 10 September 2001

Chapter |
Scope
Article1
These Rules ae a definition of the man feaures of generdly accepted
auditing standards for pension funds, cf. paragraph 5, Article 42 of Law no. 129/1997.

Chapter 11
Objectivesfor audits of annual accounts
Article2
The audit of annua accounts of pension funds shdl be executed in accordance
with generadly accepted auditing standards and the provisons of these Rules The
objective of the audit is to ascertain whether the annua account presents farly the
change in net equity for pendon payments and that the annud accounts have been
compiled in accordance with legidation and rules goplying to the inditution, pension
fund agreements, and generaly accepted accounting principles and that the provisons
of lavs and regulations regarding the obligation of the inditution concerned to
publicise informetion. Thisincludes, inter alia:

1. Whether the information in the Statement of change in net equity for pension
payments and the explanatory notes present farly the change in net equity for
penson payments in accordance with law, rules, agreements, and generdly
accepted accounting principles.

2. Whether invesments, clams and other assets in the baance sheet are avallable,
owned by the inditution, and entered and evaduated in accordance with current
laws, rules and generdly accepted accounting principles.  Also, that mortgages
and other encumbrances on assets are presented in the annua accounts.

3. Whether obligations and liabilities, including guarantees and contingent lidbilities
are specified and evduated in the balance sheet or off-baance sheet in accordance
with law, rules and generally accepted accounting principles.

4. Whether the dsatement of change in net equity for penson payments, baance
sheet and cash flow statement are in accordance with the accounting records of the
ingtitution concerned.

5. Whether individud entries in the datement of change in net equity for penson
payments, baance sheet and cash flow datement are itemised and cdassfied in
accordance with law, rules and generdly accepted accounting principles and that
al necessary information isincluded in the annuad accounts.



Chapter 111
Role and position of the auditor
Article3

The auditor may not be dependent of the managers of a penson fund, be a
member of its board or be employed by it. Furthermore, the auditor may not work on
behdf of the fund on matters that may impar his independence of the fund. The
auditor may underteke internal control as an independent reviewer, cf. Article 34,
paragraph 1, of Law no. 129/1997 insofar that it does not impair his independence of
the fund.

The auditor of a credit inditution may not be in debt to the inditution for
which he carries out auditing, ether as a principa debtor or a guarantor, unless he is a
member of the fund and his debt is in accordance with rules pertaining to lending to
fund members. The same agpplies to the auditor's spouse.

Artice4
The auditor may not accept the recommendations or interference of a manager
of a pengon fund or a third party on the execution of the auditing. Thus, he may not
enter into any agreement gipulaing limitations to the auditing.

Artice5

The auditor of a penson fund may employ assdants or expets for the
completion of individua pats of the auditing, on the condition that they ae
professondly qudified for the work. Furthermore, the auditor shdl, in further
agreement with the board of directors of the penson fund, and to the extent he deems
fit, base his work on the observations and reviews carried out by the interna auditing
department of the penson fund, cf. aticle 34, paragraph 1, of Law no. 129/1997,
provided he has ascertained that the independence, impartidity and professond skills
of the employees of the department form a sufficient basis for such trust. The auditor
shdl dways review and conduct the necessry surveys of the quality and scope of
such aspects of the work of the internd auditing department that he intends to use as a
bassfor hisreaults.

Chapter IV
Execution and scope of the auditing
Article 6
The audit shdl be caried out in accordance with generdly accepted auditing
dandards. This means auditing by approved methods as used by competent and
conscientious auditors. The main features of auditing are asfollows:

1. Review of accounting sysems including connected computer systems and
accounting organisation as regards the reliability of the accounting systems in use
and asregardsinternal control.

2. Obsarvation and collection of data to confirm the correctness of individud items
in the annud accounts. This entalls a survey by the auditor of the recording of
premiums and the recording and calculaions of pendon rights the execution of
invetment policies and yidd from assets, and that dlocation of funds is in
accordance with applicable laws, regulations and agreements.

3. The auditor shal aso obtain a declaration from the board of directors to the effect
that al assets, liabilities, guarantees, obligations and commitments are dtated in



the annua accounts, and that the board of directors know of no risk or incident,
before or dfter the end of the financid year, rdated to the financid podtion of the
penson fund, and which might & a later date give rise to a consderable reduction
in thefinancid podtion shown in the annua accounts.

4. A review of the operations of a penson fund, its development and prospects,
primarily to assess whether there is any danger that the operations cease in the
coming year.

Article7

The auditor shdl ensure that the description of accounting systems, including
connected computer systems, and interna control, on which he bases his assessment
for decisons regarding the scope and methods for auditing the annua accounts, is
religble. This includes spot checks of entries in different fidds of the accounting
system and regular surveys of individua features of interna control.

If the results of surveys reved that accounting systems and internd control
provide sufficient assurance that accounting is in order, extensve surveys of
individua accounting items might be deemed unnecessary.

Chapter V
Importance and risk
Article8
In deciding on the execution and scope of surveys in reaion to the auditing
and endorsement of annua accounts, the auditor shal consder the importance of
individud dements and risk. While conducting his survey, the auditor shdl focus
primarily on the mog important items in the annua accounts and the dements of
internd control, where there is greatest danger of deviation.
The risk of deviaion varies between different items in the annua accounts.
The drength of internd control affects the risk and hence dl decisons regarding the
execution and scope of the audit. The auditor shal dways examine the red vadue of
the assats of an inditution, and survey in paticular the possble risk involved in
obligations or contracts entered into by the inditution. Risk digtribution of
investments shall aso be specidly examined.

Article9
If the audit reveds subgantid flaws in the operation of a pendon fund or in
metters concerning internd  control, collection of premiums, handling of financid
resources, guarantees for lending, or other matters which might weeken the financid
postion of the inditution concerned, or if the auditor finds reason to beieve tha the
laws, regulations or rules pertaining to the operations have been violated, the auditor
ghdl notify the directors of the pension fund and the Financid Supervisory Authority.

Chapter VI
Organisation and documentation of the audit
Article 10
The main aspects of the annud auditing work shal be organised in advance in
an audit plan, which is a written description of the intended scope and execution of
the audit and ds0 an orderly summary of those dements in the internd and externd
environment of the pengion fund that might affect the auditing work.



The audit shdl then be conducted in accordance with the audit programme,
which is a written description of the steps necessary for the execution of the audit
plan.

The scope and result of individud audit seps and the total results for
individud items in the annud accounts shal be documented in working papers. Audit
working papers shall be collected and systematically stored.

Article 11
Suggestions and comments which the auditor wishes to express to the board,
or to the directors, shal be communicated in writing and these parties shal be given a
reasonable period in which to reply. If the auditor sees fit, he may submit proposas to
the board of directors of a penson fund regarding improvements in the handling of
financid resources, modifications of internd control and internd auditing, and other
metters that he considers might be beneficid to the operations of the pension fund.

Chapter VII
Endor sement of the annual accounts and the auditor'sreport to the board of
directors
Article 12

The auditor shal endorse the annual accounts and state the concluson of his
audit. The endorsement shdl contain information to the effect tha the annud
accounts have been audited in accordance with generdly accepted auditing standards
and in accordance with current legidation and rules, and that in this respect al
necessary audit steps have been taken. If the auditor considers that the report from the
board of director does not contain the information which should be given, or that it is
not in conformity with the annua accounts, he shdl draw attention b this in his audit
report, and, if possble, present additional information. In other respects, the auditor
may mention in his endorsement other matters, which he consders appropriate to
include in the annua accounts.

The auditor shdl sgn and date his endorsement on the date of completion of
the auditing work, including specia audit steps on account of events taking place after
the accounting date and specia audit steps on account of events teking place after the
completion of norma auditing work and until the endorsement date.  The auditor shall
not endorse the annua accounts until the directors have confirmed it with ther
sgnatures.

Article 13
In addition to endorsng the annua accounts of a penson fund, the auditor
shdl, upon completion of traditiond auditing work, submit to the board of directors of
the pendgon fund concerned a specid auditor's report for the annua financid
gatements. In this report, the auditor shall, as gpplicable, explain the following:

1. The main aspects of the auditing work carried out in relation to the audit of the
annua accounts.

2. The man realts of auditing reviews on the internd control of the pension
fund and the auditor's opinion regarding the qudity of the internad control
sydem of the penson fund, and the operations of the internd auditing
department. In this respect it is gppropriate to refer to the written suggestions
and comments previoudy submitted to the directors by the auditor.



3. Other comments and suggestions which the auditor believes should be
communicated to the board of directors of the pension fund, such as comments
regarding the operations of the penson fund, the safeguarding of assets, and
the risk management of the pension fund.

Chapter VIII
Entry into effect
Article 14
These Rules are adopted with reference to Article 42, paragraph 5, of Law no.
129/1997 regarding mandatory pension insurance and operations of penson funds and
take effect forthwith. At the same time, Rules on the auditing of pensons funds No.
546/1998 from 7 September 1998, shall cease to apply.
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