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Endorsement and Statement by the Board of Directors and the CEO

The unaudited Condensed Consolidated Interim Financial Statements of islandsbanki hf. for the period 1 January to 30 September 2012
comprise the Condensed Interim Financial Statements of islandsbanki hf. and its subsidiaries, together referred to as “the Bank”.

Accounting convention

The unaudited Condensed Consolidated Interim Financial Statements for the period 1 January to 30 September 2012 have been prepared
on a going concern basis in accordance with the International Financial Reporting Standards (IFRS) as adopted by the European Union
(EV). The Financial Statements are presented in accordance with the International Accounting Standard (IAS) 34 Interim Financial
Reporting.

Profit from the Bank's operations for the period 1 January to 30 September 2012 amounted to ISK 16,221 million, which corresponds to a
16.3% return on equity. Bank equity, according to the Consolidated Financial Position, amounted to ISK 140,045 million at 30 September
2012. The Bank's total official capital ratio, calculated according to the Act on Financial Undertakings, was 23.5% and the Tier 1 ratio was
20.2%. The official capital ratio is based on reviewed retained earnings at 30 June 2012. Capital requirements in excess of the legal
minimum of 8% of risk weighted assets are now based on the outcome of the results from the Bank's Internal Capital Adequacy
Assessment Process (ICAAP) and the Supervisory Review and Evaluation Process (SREP) conducted by the FME. Current capital ratios
are well in excess of both internal and regulatory requirements. The Bank's total assets amounted to ISK 812,711 million at the end of the
period.

The Board of Directors draws special attention to the risks relating to the political and legal environment in Iceland where capital controls
are still in place. Recent court rulings have affected the operations of the Bank and added to the uncertainty of how to value part of the loan
portfolio. The Bank has made appropriate provisions to reflect the risk associated with those court rulings. The Board also notes that the
Bank maintains a strong capital base and is therefore well positioned to meet future risks and challenges. The Board refers to Notes 2 and
37 for the principal risks and uncertainties currently faced by the Bank.

To the best of our knowledge, the Condensed Consolidated Interim Financial Statements provide a true and fair view of the Bank's
operating profits and its financial position as at 30 September 2012.

The Board of Directors and the CEO of islandsbanki hf. hereby confirm the Bank's Condensed Consolidated Interim Financial Statements
for the period 1 January to 30 September 2012 by means of their signatures.

Reykjavik, 28 November 2012

Board of Directors:

Fridrik Sophusson, Chairman
John E. Mack, Vice-Chairman
Arni Témasson

Daniel Levin

Maria E. Ingvadottir

Neil Graeme Brown
Marianne @kland

Chief Executive Officer:
Birna Einarsdottir
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Condensed Consolidated Statement of Comprehensive Income for the nine
months ended 30 September 2012

Notes 2012 2011 2012 2011

1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9

INEEIESE INCOMIE ...ttt an e e e eaee e s 11,916 12,568 42,476 40,123
Interest expense (4,315) (4,720) (19,191) (15,972)
Net interest income 7 7,601 7,848 23,285 24,151
Net valuation changes on loans and receivables ...........ccccccevvieeiiciee e, 8 713 (576) 2,782 (831)
Provision for latent impairment ...........cccoouieiieiiiiniee e 8,23 (309) 167 (579) 12
Net valuation changes 404 (409) 2,203 (819)
Net interest income after net valuation changes 8,005 7,439 25,488 23,332
Fee and cOmMmMISSION INCOME .......cuuiiiiiiiiiiiii e 3,744 1,786 10,613 6,188
Fee and COMMISSION EXPENSE ......couiiiiiiiiiieiiiiie e eteee et e e (1,466) (433) (13,909) (1,822)
Net fee and commission income 2,278 1,353 6,704 4,366
Net financial income (expenses) .. .. 9-10 223 131 2,099 (337)
Net foreign eXChange gain ..o e 11 665 72 1,544 408
Other net operating INCOME ...........uiiiiiiiieeee e 12 226 312 815 968
Other net operating income 1,114 515 4,458 1,039
Total operating income 11,397 9,307 36,650 28,737
AdMINISLrativVe EXPENSES .....ceviiiiieiiie ettt 13-14 (5,271) (4,378) (17,888) (13,752)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (272) (252) (798) (684)
Profit before tax 5,854 4,677 17,964 14,301
INCOME T8X 1.ttt bbbt en e e 15 (1,465) (1,030) (4,463) (3,097)
BANK TAX -1ttt e (224) (165) (631) (509)
Profit for the period from continuing operations 4,165 3,482 12,870 10,695
Profit from discontinued operations, net of income tax .........cc.cccceeeviieeennnnnn. 432 (1198) 3,351 651
Profit for the period 4,597 3,284 16,221 11,346

The notes on pages 9 to 40 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Comprehensive Income for the nine

months ended 30 September 2012 (continued)

Notes 2012 2011 2012 2011
1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Other comprehensive income
Foreign currency translation differences for foreign operations .................... (33) 12 70 52
Other comprehensive income for the period (33) 12 70 52
Total comprehensive income for the period 4,564 3,296 16,291 11,398
Attributable to:
Equity holders of islandsbanki hf. ..............ccccoccoreeereieecceeeeeeeeeeeeee e 4,496 3,336 16,102 11,413
NON-CONEIOIING INTEIESES ....oiiiiiiie it 101 (52) 119 (67)
Profit for the period 4,597 3,284 16,221 11,346
Basic earnings Per Share ...t 16 0.45 0.33 1.61 1.14
Diluted earnings per share .. 16 0.45 0.33 1.61 1.14

The notes on pages 9 to 40 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Financial Position

as at 30 September 2012

Notes 30.9.2012 31.12.2011
Assets
Cash and balances with Central Bank ... . 6,17 87,059 57,992
DEIIVALIVES ...t 6,18 257 339
Bonds and debt INSLIUMENTS .......cooiuiiiiiiiii e e e 6 52,127 58,662
Shares and equity instruments 6 9,878 11,107
Loans to Credit INSHIULIONS ........c.uiiiiiiii et 6,19-20 60,942 43,655
LOANS 0 CUSTOMENS .....oiiiiiiiiiiiiii it 6,21-22 546,905 564,394
INVESIMENTS IN ASSOCIALES ......uveieiiiiiie ettt e e e s bne e e snre e e e e 24 912 1,070
Property and @QUIPMENT .........oiiiiiiieiie s 5,545 5,276
INEANGIDIE ASSELS ...eeiiiiiiie ettt e st e e b e enee s 602 544
Deferred taX @SSELS .......cviiiiiiiie i s 1,533 2,629
Non-current assets and disposal groups held for sale ...........ccccoiiiiiiiinc e, 27 37,528 42,690
(@ (g T g T =1 £ STRRSSTSRN 28 9,423 7,557
Total Assets 812,711 795,915
Liabilities
Financial AabIlItIES ..........cooviiiii e 6 10,493 9,346
DEIIVALIVES ..ttt e et e e e e e e ab et e e aabe e e e e abbe e e e sanbeeeanbeeeeas 6,18 5,005 4,027
Deposits from Central BanK ............ccooiiiiiiiiiiiiii e 6,29 13 73
Deposits from credit INSHIULIONS .........c.uiiiiiiie e 6,29 41,908 62,772
DepPOSItS frOM CUSIOMENS .......iiiiiiiiiietie ittt 6,30-31 482,544 462,943
Debt issued and other borrowed fuNds ... 6,32 64,693 63,221
SUDOIAINALEA I0ANS ......eviiiiiiieiece s 6 22,093 21,937
Current taX HADIlLIES ..........eeiiiiiii e e 306 2,670
Deferred tax iabilities .........c.cocviiiiiiiiic e 235 17
Non-current liabilities and disposal groups held for sale ...........ccccooiiiiiiiiiiiiieeeee. 27 5,080 7,317
Other IAbIlItIES .......ooviiieeeriee e 33 40,296 37,889
Total Liabilities 672,666 672,212
Equity
SNAIE CAPILAl ..ot 34 10,000 10,000
SNAIE PrEIMIUIM L.ttt ettt e et b e e e e bb e e e e sabe e e e ssbeeeaanbeeeeannneeeaane 34 55,000 55,000
OENET TESEIVES ...t nne 2,731 2,661
REtAINEA CAMINGS ....ieteieiiieie ettt ettt e et e e sie e e e e sabb e e e abbe e e e aanneeesanreeeans 71,235 55,133
Total equity attributable to the equity holders of Islandsbanki hf. 138,966 122,794
NON-CONIOIING INTEIESTS ....evieeiiiee ittt se e e s e e e e e sae e e s e e e s naaeeesnneeeennes 1,079 909
Total Equity 140,045 123,703
Total Liabilities and Equity 812,711 795,915

The notes on pages 9 to 40 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Changes in Equity
for the nine months ended 30 September 2012

Non-
Attributable to equity holders controlling Total
of islandsbanki hf. interests equity
Share Share Other Retained

capital premium reserves earnings Total
Equity at 1.1.2011 10,000 55,000 2,498 53,174 120,672 791 121,463
Translation differences for foreign operations ............. 52 52 52
Net income recognised directly in equity - - 52 - 52 - 52
Profit for the period ... 11,413 11,413 (67) 11,346
Total comprehensive income for the period ................ - - 52 11,413 11,465 (67) 11,398
Change in non-controlling interests ...........cccccoeceeeenne - (785) (785)
Equity at 30.9.2011 10,000 55,000 2,550 64,587 132,137 (61) 132,076
Equity at 1.1.2012 10,000 55,000 2,661 55,133 122,794 909 123,703
Translation differences for foreign operations ............. 70 70 70
Net income recognised directly in equity ..................... - - 70 70 - 70
Profit for the period ...........cccoooveiiiiiiienc e 16,102 16,102 119 16,221
Total comprehensive income for the period ................ - - 70 16,102 16,172 119 16,291
Change in non-controlling interests ...........cccceeeveveeene - 51 51
Equity at 30.9.2012 10,000 55,000 2,731 71,235 138,966 1,079 140,045

The notes on pages 9 to 40 are an integral part of these Condensed Consolidated Interim Financial Statements

islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2012 6 Amounts are in ISK million



Condensed Consolidated Statement of Cash Flows
for the nine months ended 30 September 2012

2012 2011

Notes 1.1-30.9 1.1-30.9
Cash flows from operating activities:
Profit fOr the PEIIOA ........eiiiie ettt et siee e 16,221 11,346
Adjustments to reconcile profit for the period to cash flows by operating activities:
Non-cash items included in profit for the period and other adjustments ............ccccevvverieeiiicneeene 4,989 4,730
Changes in operating assets and labilities ..o 31,009 19,172
Income tax paid (6,311) (2,506)
Net cash provided by operating activities 45,908 32,742
Net cash (used in) investing activities (807) (526)
Net cash (used in) financing activities (162) (5,463)
Net increase in cash and cash eqUIVAIENTS ............oooiiiiiiiiiie e 44,939 26,753
Effects of exchange rate changes on cash and cash equivalents ............ccccooooiiiiii e 12 13
Cash and cash equivalents at the beginning of the period ............ccccoiiii i, 78,571 37,152
Cash and cash equivalents at the end of the period 123,522 63,918
Reconciliation of cash and cash equivalents:
CaSN 0N NANG ..o e e 17 2,176 2,011
Cash balances with Central Bank and certificates of deposit 17 76,052 49,019
BANK BCCOUNES ..ottt et b e s b e st ae e 19 45,294 12,888
Total cash and cash equivalents 123,522 63,918

Interest received in period from 1st of January to end of September 2012 was ISK 31.327 million and interest paid in same period
2012 was ISK 21,088 million (amount in 2011 not available). Interest is defined as having been paid when it has been deposited into
the customer account and is available for the customer's disposal.

The notes on pages 9 to 40 are an integral part of these Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Accounting policies

General information

1. The reporting entity

islandsbanki hf. is a limited company incorporated and domiciled in Iceland. The unaudited Condensed Consolidated Interim
Financial Statements for the nine months ended 30 September 2012 comprise islandsbanki hf. (the parent) and its subsidiaries
(together referred to as "the Bank™).

The Condensed Consolidated Interim Financial Statements were authorised for issue by the Board of Directors of Islandsbanki hf.
on 28 November 2012.

2. Basis of preparation
2.1 Statement of compliance

The unaudited Condensed Consolidated Interim Financial Statements for the nine months ended 30 September 2012 have been
prepared on a going concern basis in accordance with the International Financial Reporting Standards (IFRS), as adopted by the
European Union. The Interim Financial Statements are presented in accordance with the International Accounting Standard (IAS)
34 Interim Financial Reporting.

The Condensed Consolidated Interim Financial Statements do not include all the information required for annual financial
statements and should be read in conjunction with the Consolidated Financial Statements of the Bank and the Risk Book for the
year ended 31 December 2011, available at the Bank's website www.islandsbanki.is.

2.2 Basis of measurement

The unaudited Condensed Consolidated Interim Financial Statements have been prepared on an historical cost basis except for
the following items in the statement of financial position: bonds and debt instrument which are measured at fair value, shares and
equity instruments which are measured at fair value, derivative financial instruments which are measured at fair value and non-
current assets and disposal groups classified as held for sale which are measured at the lower of cost and fair value less cost to
sell.

The Condensed Consolidated Interim Financial Statements are presented in Icelandic krona (ISK), which is the functional currency
of the Bank, rounded to the nearest million.

2.3 Significant accounting judgements and estimates

The preparation of the unaudited Condensed Consolidated Financial Statements requires management to make judgements,
estimates and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income
and expenses recognised in the Condensed Consolidated Financial Statements. The accounting estimates and underlying
assumptions are based on historical experience and various other factors that are believed to be reasonable under the
circumstances. Actual results may differ from these estimates.

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

2.4 Going concern

The Bank's management has made an assessment of the Bank's ability to continue as a going concern and is satisfied that the
Bank has adequate resources to continue its operations for the foreseeable future. Therefore, the financial statements are prepared
on a going concern basis.

2.5 Changes in presentation

Comparable information in notes 21 and 23 has been changed following a change in the categorisation by the FME of certain
entities from a credit institution to a customer in 2011. This reduces impairment allowance for loans to credit institutions by ISK 555
with a corresponding increase in the impairment allowance of investment companies under loans to customers.

Changes have been made in presentation of credit risk notes. These are explained further under note 38. Comparable information
has been changes accordingly.

3 Significant accounting policies

The same accounting policies, presentation and methods of computation have been followed in these Condensed Consolidated
Interim Financial Statements as were applied in the preparation of the Bank's Consolidated Financial Statements for the year
ended 31 December 2011.

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Business combination

4. Changes within the group
4.1 Merger with Kreditkort hf.

a) ldentification of the business

At year end 2011, the Bank announced its intention to merge with its 100% owned subsidiary Kreditkort hf., a credit card company
offering MasterCard and American Express in the Icelandic market. The merger was approved by the Financial Supervisory
Authority (FME) on 30 March 2012 and the merger subsequently became effective from 1 April 2012. The two entities were
combined under the Islandsbanki hf. brand, but the Bank will continue to use the brand name Kreditkort for its credit card operations.

b) ldentification of the merged assets and liabilities
The fair value of the net identifiable assets and liabilities in Kreditkort hf. at the date of the merger equals its carrying amount as

follows:

1.4.2012
Cash and balances With CENtral BANK ............ccviiiiiieiiie e se et e et e e e e et e e e st e e ss e e esaeeesnseeeessseeaenseaesnnneeeas 37
Loans to CUStOMErS ........cccvevvveeveeenens 5,273
Investment in associates 9
Property and equipment 121
L= = = S PERPRI 121
(@1 [T 1T =] £ OSSO PP U PPPPPN 82
Assets 5,643
(22001111 To SRR TSRURSTRRN 4,878
(O 1 1= =T o111 = PSPPSR 147
Liabilities 5,025
Net identifiable assets and liabilities 618

The cost arising from the merger was immaterial and no goodwill arose from the transaction.

The total fair value of loans and receivables is ISK 5,273 million with a gross contractual amount of ISK 5,843 million, of which ISK
599 million is expected to be uncollectible.

4.2 Loss of control of a subsidiary

On 14 January 2012 the Bank sold 82% of its shareholding in Jardboranir hf. The entity was classified as a non-current asset held
for sale. The bank has derecognised the assets and liabilities, any non-controlling interests and other components related to the
subsidiary. Any surplus or deficit arising on the loss of control is recognised in profit or loss under profit from discontinued
operations, net of income tax. The retained 18% interest in the previous subsidiary was measured at fair value at the date that the
control was lost and was subsequently accounted for as an equity-accounted investee.

4.3 Aquisition of subsidiaries held exclusively with a view to disposal

On 3 May 2012, the Bank acquired 100% shareholding in the equity investments company Geysir Green Investment Fund slhf. and
Geysir General Partner ehf. The entities qualify as being held for sale in accordance with IFRS 5 and have therefore been classified
as disposal groups held for sale.

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Quarterly statements

5. Operations by quarters:

Q3* Qz* Q1* Q4* Q3*

2012 2012 2012 2011 2011

Net INEreSt INCOME ......oiiiiiiiiiiiii et 7,601 6,996 8,688 7,074 7,848
Net valuation Changes .........ccccveiiiieiiiiiiiie e 713 3,613 (1,544) (465) (576)
Provision for latent impairment ...........ccccccceeiiiiiieiii e (1309) (149) (121) 64 167
Net fee and COMMISSION INCOME ........ccoouiiiiiiiiiiiiiii e 2,278 2,324 2,102 1,600 1,353
Net financial INCOME .........oooiiiiiiiiiie e 223 553 1,323 2,986 131
Net foreign exchange gain (I0SS) ......cccovvviiiiiieeeeiiciiiiiee e csiieee e 665 (225) 1,104 529 72
Other net operating iNCOMe (EXPENSES) .....eeeeeiiiuiiiiieeeeiiiiiiieae e e aiiies 226 294 295 (74) 312
Administrative expenses (5,271) (6,395) (6,222) (6,118) (4,378)
Impairment of goodwill - - - (17,873) -
Contribution to the Depositors' and Investors' Guarantee Fund ......... (272) (201) (325) (281) (252)
Share of profit of aSSOCIAtES ..........eveiiiiiiiiiiiiie e - - - 39 -
Profit (loss) before tax 5,854 6,810 5,300 (12,519) 4,677
[[aTele] 1 1[I £ O PSP PP PP (1,465) (1,546) (1,452) 3,022 (11,030)
BANK TBX ..ttt (224) (200) (207) (173) (165)
Profit (loss) for the period from continuing operations ........ 4,165 5,064 3,641 (9,670) 3,482
Profit (loss) for the period from discontinued operation 432 954 1,965 190 (198)
Profit (loss) for the period 4,597 6,018 5,606 (9,480) 3,284

*The half year results were reviewed by the Bank's auditors, with an emphasis on the loan portfolio, but the splits between quarters were not
audited.

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Financial assets and liabilities

6.

The following tables show the carrying value of financial assets and financial liabilities according to their IAS39 classification.

At 30 September 2012 Held Designated Other Total
for at fair value Loans & amortised carrying
Notes trading through P&L receivables cost amount
Cash and balances with Central Bank ...............cc........ 18 - - 87,059 - 87,059
Loans and receivables
Loans to credit iNStitutions ..............evvvvvevvveveeviiririniinnnn, 20-21 - - 60,942 - 60,942
LO@ANS 1O CUSTOMEIS .....vvvvverviieeererieeeineeeeeneeeeeneeeneneennnees 22-23 - - 546,905 - 546,905
Loans and receivables - - 694,906 - 694,906
Bonds and debt instruments
16,418 31,690 - - 48,108
4,019 - - 4,019
Bonds and debt instruments 16,418 35,709 - - 52,127
Shares and equity instruments
Listed ..... 1,063 4,182 - - 5,245
Unlisted 4,633 - - 4,633
Shares and equity instruments 1,063 8,815 - - 9,878
DErVALtIVES .....ccoeiiiiiiiiiei e 19 257 - - - 257
Total financial assets 17,738 44,524 694,906 - 757,168
Financial llabilities ..........ceeoviiiiiieiee e 10,493 - - - 10,493
DErVALtIVES ......coeiiiiiiiiieii e 19 5,005 - - - 5,005
Deposits from Central Bank ...........ccccccvveiviieiiniiicennnne. 30 - - - 13 13
Deposits from credit inStitUtions .............occcveveieeniniinns 30 - - - 41,908 41,908
Deposits from customers .................. 31-32 - - - 482,544 482,544
Debt issued and other borrowed funds 33 - - - 64,693 64,693
Subordinated 10aNns ..........ccoeeiiiiree e - - - 22,093 22,093
Total financial liabilities 15,498 - - 611,251 626,749

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

6. Contd
At 31 December 2011 Held Designated Other Total
for at fair value Loans & amortised carrying
Notes trading through P&L receivables cost amount
Cash and balances with Central Bank ...............c......... 18 - - 57,992 - 57,992
Loans and receivables
Loans to credit institutions ..........ccccveeeeeeiiiieree e 20-21 - - 43,655 - 43,655
Loans to customers 22-23 - - 564,394 - 564,394
Loans and receivables - - 666,041 - 666,041
Bonds and debt instruments
[ (=T [ PSERS 23,095 31,610 - - 54,705
UNDStEA ... - 3,957 - - 3,957
Bonds and debt instruments 23,095 35,567 - - 58,662
Shares and equity instruments
LISTEA .o 1,079 5,207 - - 6,286
Unlisted - 4,821 - - 4,821
Shares and equity instruments 1,079 10,028 - - 11,107
DEIMVALIVES ..vvvveeeeiiiiiiiiie e et e et e e saee e e 19 339 - - - 339
Total financial assets 24,513 45,595 666,041 - 736,149
Financial liabilities ............ccvvvvviiiiiiiiiiiiiiiiiiiiieeeieiens 9,346 - - - 9,346
DEIVALIVES .vvvvieeeiiiiiiiiie e e e st e e aee e e e 19 4,027 - - - 4,027
Deposits from Central Bank ............ccccceeiiiiiiiniineninnn. 30 - - - 73 73
Deposits from credit institutions ............cccocveevvieeennnne. 30 - - - 62,772 62,772
Deposits from CUSTOMENS .......cooiiiiiiiiiieieiiieee e 31-32 - - - 462,943 462,943
Debt issued and other borrowed funds ..........c....ccuee 33 - - - 63,221 63,221
Subordinated 10ans ............cevvvevviiiviiiiiiiiiiiie - - - 21,937 21,937
Total financial liabilities 13,373 - - 610,946 624,319
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Net interest income

7. Netinterest income is specified as follows: 2012 2011 2012 2011

1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Interest income:

Cash and balances with Central Bank 996 388 2,402 882
Loans and reCeIVADIES ...........oiiiiiiiiiiiie e 10,214 11,654 38,781 37,699
Financial assets held for trading ..............eeeioiiiiiiii e 242 182 (36) 504
Financial assets designated at fair value through profit or loss 452 325 1,265 966
OLNEE @SSELS .eeiiieiiiiitie ittt ettt e e e e ettt e e e e e s b e e e e e e e s e bbb b e e e e e e s anntereaeaeeaas 12 19 64 72
Total interest income 11,916 12,568 42,476 40,123
Interest expense:
Deposits from credit institutions and Central Bank .............cccocovviiiiieiniieiiniece e, (166) (303) (978) (1,400)
DepOoSitS frOM CUSIOMENS .....coiuiiiiiiieeeiiiiie ettt et e e e e e eibbe e e e e e naes (3,198) (2,749) (12,693) (8,706)
BOMTOWINGS ...ttt ettt e e e e ekttt e e e e e skttt e e e e e e snbe b e e e e e e e annbneeeaeeean (535) (1,273) (4,071) (4,489)
SUDOIAINALEA IOBNS .....eiiiiiiiiiie et e e e e e be e e e e e e e aannes (260) (312) (839) (895)
Financial liabilities held for trading ..........ooooueiiiiiei e (46) (110) (318) (288)
Other INTEreSt EXPENSE ... ..eeiiiiie ittt e e e e e e st e e e e e e e aabreeeas (110) 27 (292) (194)
Total interest expense (4,315) (4,720) (19,191) (15,972)
Net interest income 7,601 7,848 23,285 24,151

Net valuation changes

8. Net valuation changes: 2012 2011 2012 2011

1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9

Impairment charged to the comprehensive income:
Specific impairment losses on financial @SSetS .........ccccccvviiiiiiiiieiiie e (545) (2,013) (11,486) (12,507)
Impairment of foreign exchange (I0SS) GaiNn ........coocveviiiiiiiiiiee e (226) 325 (709) (4,638)
Net specific impairment losses on financial assets (771) (1,688) (12,195) (17,145)
Provision for latent impairment [0SSES .........ccuviiiiiiiiiiiie e (309) 167 (579) 12
Total impairment charged to the comprehensive income (see note 23) (1,080) (1,521) (12,774) (17,133)
Net valuation changes:
Income due to revised estimated future cash flow from loans .... 1,258 1,437 14,268 11,676
Net specific impairment losses on financial aSSets ..........ccccccceviiiiiriiei e (771) (1,688) (12,195) (17,145)
Foreign exchange gain (I0SS) (SEE NOE 11) ......ceiiiiiiiiiiiiieeeiiiiiiee e 226 (325) 709 4,638
Net valuation changes on loans and receivables 713 (576) 2,782 (831)

Foreign exchange gain from customers with foreign exchange loans and cash flows in ISK is impaired and offset against total foreign exchange
gain as per note 11. Foreign exchange loss is recognised after previously impaired gain has been reversed.
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Net financial income (expenses)

9. Net financial income (expenses) are specified as follows: 2012 2011 2012 2011
1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Net gain (loss) on financial instruments held for trading ...........cccccooviiiiieieiinniiieee. 114 32 598 (381)
Net gain on financial instruments designated at fair value through P&L ................... 109 99 1,501 102
Net loss on loss of control over SUDSIAIArY .........c..eeeeiiiiiiiiiiiie e - - - (58)
Net financial income (expenses) 223 131 2,099 (337)
10. Net gain on financial instruments designated at fair value through profit or loss is specified as follows:
SRAES ..o e 181 99 1,456 102
Bonds .... (72) - 45 -
Net gain on financial instruments designated at fair value through P&L 109 929 1,501 102
Net foreign exchange gain
11. Net foreign exchange gain is specified as follows: 2012 2011 2012 2011
1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Assets:
Cash and balances with Central Bank ..............occuuiiiiiiiiiiiiiiie e 11 (22) 12 12
Financial assets held for trading ...........cocvieiiiiiiiiie e 189 (313) 772 (1,167)
Loans to credit institutions 741 (18) 1,893 1,531
LOBNS 10 CUSTOMETS ....eoiiiiiiiiiie ittt ettt ettt e e e e s e e 1,126 (1,016) 2,313 8,526
OLNEE @SSELS ..eiiieiiiitie ittt e et e e e e e e et bb b et e e e e s e abb b e e e e e e e annbeeeeaeeaanes 63 11 148 23
Total 2,130 (1,358) 5,138 8,925
Liabilities:
Deposits from credit iINSHIULIONS ........ooveeiiiiieiiiiei e 108 (23) (45) (159)
DepPOSItS frOM CUSIOMETS ......viiiiiiiieiieie et (1,063) 189 (2,607) (2,883)
SUDOIAINALEA 10BN ....ooeiiiiii e (240) 866 (156) (780)
Other IabilItIES ......ccveiiiieie e (44) 73 (77) (57)
Total (1,239) 1,105 (2,885) (3,879)
Unadjusted net foreign exchange gain (loss) 891 (253) 2,253 5,046
Foreign exchange reversal on loans to customers with ISK cash flow (226) 325 (709) (4,638)
Net foreign exchange gain 665 72 1,544 408
Other net operating income
2012 2011 2012 2011
12. Other net operating income is specified as follows: 1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Agency fees and service level agreement fEes .........cccooviiiiiiiiiiiiiii i 75 89 239 240
Legal COSt aNd fEES ... 27 20 69 65
RENEAI INCOME ... e e 24 97 76 232
Rental income on foreclosed MOrtgages ...........eeooeriiiiiiiiee e 64 40 278 185
Other net operating income 36 66 153 246
Other net operating income 226 312 815 968
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Administrative expenses

2012 2011 2012 2011

13. Administrative expenses are specified as follows: 1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
Salaries and related EXPENSES ......coiiiiiiiiiie ettt e e e 2,809 2,140 9,429 7,109
Other administrative expenses .... s 2,236 2,066 7,793 6,144
Depreciation and amortiSAtION ............ccuueiiiieiiiiiiiieie e ree e e e 226 172 666 499
Administrative expenses 5,271 4,378 17,888 13,752

Salaries and related expenses

2012 2011 2012 2011

14. Salaries and related expenses are specified as follows: 1.7-30.9 1.7-30.9 1.1-30.9 1.1-30.9
SAUAMES ..ttt 2,182 1,739 7,297 5,753
Pension and Similar EXPENSES .......ccoiuiiiiiiieiiiiee e 292 232 984 774
S0oCial SECUILY CRAIGES ...t e e e 318 166 1,023 537
OBNET e e 17 3 125 45
2,809 2,140 9,429 7,109

Salaries and related expenses

Effective income tax rate

Income tax for the nine month period to 30 September 2012 are calculated at 20%. New tax, special financial activities tax (FAT) is calculated
as 6% of taxable profits above ISK 1 billion. The effective income tax rate in the Bank's income statement is 24.8% for the nine months ended

30 September 2012. The difference is specified as follows:

15.

2012 2011
1.1-30.9 1.1-30.9
Profit DEFOIE taX.....coi i 17,964 14,301
Income tax calculated on the profit of the period............ccccoiiiiiiiiiii e, 3,593 20.0% 2,860 20.0%
Special financial activities taX.............c.cc...... 631 3.5% - 0.0%
Effect of different tax rate in other countries (11) (0.1%) (10) (0.1%)
NON-dedUCtable EXPENSES. .......ccuiiiiiiiieiie et 52 0.3% 102 0.7%
INCOME NOt SUDJECT 10 TAX ..eiiiiiiiiiiiii ettt e e e e e (333) (1.9%) (14) (0.1%)
Correction in accordance with ruling on prior years' taxable income .............cc.c....... 29 0.2% 27 0.2%
Other dIiffErENCES. ... . et a e e 502 2.8% 132 0.9%
Income tax according to the statement of comprehensive income 4,463 24.8% 3,097 21.7%
Earnings per share
16. Earnings per share are specified as follows:
2012 2011

1.1-30.9 1.1-30.9

Net profit of the equity holders of the parent, according to the statement of comprehensive income .................... 16,102 11,413
Average outstanding shares:

Weighted average number of outstanding shares for the period, Million ...........ccccooiiiiiiii e 10,000 10,000
Average outstanding shares, million 10,000 10,000
Basic earnings per share 1.61 1.14
Diluted earnings per share 1.61 1.14

islandsbanki hf. Condensed Consolidated Interim Financial Statements
16 Amounts are in ISK million

For the nine months ended 30 September 2012



Notes to the Condensed Consolidated Financial Statements

Cash and balances with Central Bank

17. Specification of cash and balances with Central Bank:
30.9.2012 31.12.2011

(= 1S] ¢ o] o 1 4 T= o Vo NPT PP PUUPPPPPTN 2,176 1,976
Balances with Central Bank other than mandatory reserve deposits ...........ccccviiiiieiiiieiiiiee e 8,901 14,587
(1= T4 1) or= 1 (=T o) o =T o Jo ] | T PP U PP PUT T POTPPPPN 67,151 35,059
Included in cash and cash equivalents 78,228 51,622
Mandatory reserve deposits With Central BanK ... a e 8,831 6,370
Cash and balances with Central Bank 87,059 57,992

Mandatory reserve deposits are not available for use in the Bank's day-to-day operations.

Certificates of deposit (CDs) are short term instruments issued by the Central Bank at predetermined interest rates. CDs are issued solely to
banks and other financial institutions and are not transferable except to other comparable institutions.

Derivative financial instruments

Notional Notional

values values

related to related to

Assets assets Liabilities liabilities

18. Derivatives held for trading: 30.9.2012 30.9.2012 30.9.2012 30.9.2012
INTEIESE FAE SWAP ...eeieiiiiiiie it e ettt e e e e e e e e s e e e e e e e s anrnnees 26 1,300 740 19,100
CroSS CUIreNCY INtEreSt FAte SWAPS ....cceeeriiuuriireeeeeaiiirieeeeeaesiibereeeeesasbereeeeeeeaaanneeeeas 4 6,755 4,075 54,195
EQUILY FOTWAIAS ..o e e e e e 1 79 69 2
Foreign exchange forwards - - - 930
FOreign eXChanQge SWAPS .........viiiiiiieiiiie ettt 158 3,353 34 1,918
BON FOTWAITS ..ot 68 2,750 9 1,200
BONA OPLIONS ...ttt e ettt e e e e e b b e e e e e e e a e e e aaeean - - 78 25,000
Derivatives held for trading 257 14,237 5,005 102,345
Notional Notional

values values

related to related to

Assets assets Liabilities liabilities

Derivatives held for trading: 31.12.2011 31.12.2011 31.12.2011 31.12.2011
INEEIESE FAE SWAP ...eeiiiiiiiiieiiee ettt e et e e e e e e e e e e e eees 25 3,100 107 10,750
CroSs CUIreNCY INtEreSt rate SWAPS ....ccceiiiuureieieeeiitieieeeeeaeritteeeae e s aanbsreeeaeaeainreeeeas 186 11,239 3,690 51,600
EQUILY FOTWAIAS ..ot e e e 6 82 6 30
Foreign exchange fOrWAIAS ..........oooiiiiiiiiie e e e 45 15,566 98 2,449
FOreign eXChanQge SWAPS .........uiiiiiiiieiiiie ettt 59 4,889 13 1,516
BON FOTWAITS ..o 18 955 39 400
BONA OPLIONS ...ttt e e e e ettt e e e e e e bbb e e e e e e e e e e e aaeean - - 74 25,000
Derivatives held for trading 339 35,831 4,027 91,745
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Loans
19. Loans to credit institutions: 30.9.2012 31.12.2011
oL TV 0 =T (= (o =T L OSSPSR 15,648 16,706
BANK GCCOUNLS .....uiiiiititiiiit e e e e e e e e e oo e e e e e e e e e e ea s 45,294 26,949
Loans to credit institutions 60,942 43,655
20. Loans to credit institutions at amortised cost: 30.9.2012 31.12.2011
Gross Impairment Carrying Gross Impairment Carrying
amount allowance amount amount allowance amount
LOGNS ..ttt et 60,942 - 60,942 43,655 - 43,655
Loans to credit institutions 60,942 - 60,942 43,655 - 43,655
21. Loans to customers: 30.9.2012 31.12.2011
Loans to CUSTOMErS at AMOFISEA COSE .......uuiiiiiiieiiiti ettt et ettt e e b e e e s e e e nbt e e e anbeee e 546,905 564,394
Loans to customers 546,905 564,394
22. Loans to customers at amortised cost:
At 30 September 2012 Individually Collectively
assessed assessed  Loans less
Gross  impairment impairment impairment
amount allowance allowance allowance
Loans to customers:
INAIVIAUAIS ... e et e e e e e e sttt r e e e e e e e e nanraeaeeas 248,232 (6,494) (2,205) 239,533
COMMEICE AN SEIVICES .viieeeiiiiiiieeeeieiiireeeeeeessteeeeeesssnteeeeeeesastarereeeesanssseeeeeessannes 69,439 (3,830) (708) 64,901
(0] 01511 {1 (o3 1T ] o EUU PP PPTPTRPPT 21,683 (2,768) (905) 18,010
N BIgY e 2,868 (14) (3) 2,851
FINANCIAI SEIVICES .....eeiiiiii ittt e e e e st e e e e e e e ainnnes 214 (39) - 175
Government secured customer loan - - - -
Industrial and transportation 46,000 (2,338) (583) 43,079
INVESTMENT COMPANIES ......iiiiiiiiie ettt ettt e e et s 21,939 (4,617) (21) 17,301
Public sector and non-profit OrganiSatioNs ..........cc.eeeiieeiiiiiiiee e 9,731 (56) (38) 9,637
[RICT= =S 7 L= SRS 95,731 (13,860) (1,212) 80,659
Seafood 74,528 (2,187) (41) 72,300
Loans to customers before latent impairment allowance 548,446
Latent impairment @llOWANCE ...........cooiiiiiiiiiiieae e (1,541)
Loans to customers 590,365 (136,203) (5,716) 546,905
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22.

23.

Cont'd
At 31 December 2011
Individually Collectively
assessed assessed  Loans less
Gross  impairment impairment impairment
amount allowance allowance allowance
Loans to customers:
INAIVIAUAIS ... 235,150 (3,349) (3,215) 228,586
COMMEICE AN SEIVICES ..oeieiiiiiiiiiee e ettt e e e e ettt et e e e e s ibe e e e e e e s e aabebeeeeeeaasbnereaeeaannnes 69,138 (3,818) (1,254) 64,066
Construction 18,344 (2,531) (1,088) 14,725
3,679 (167) (1) 3,511
1,405 (2) - 1,403
38,798 - - 38,798
Industrial and tranNSPOITALION ..........cuueiiiiiieiiii e 37,400 (2,739) (633) 34,028
INVESTMENT COMPANIES .....eieiiiiieie ettt e et e e e e e e bbb e e e e e e aanreeeas 29,252 (4,531) (287) 24,434
Public sector and non-profit organiSations .............ccccovuriiiiiieeiiieee e 9,727 (111) (61) 9,555
REAI ESTALE ...ttt 90,538 (13,171) (1,907) 75,460
SEAOOM ... 73,121 (2,316) (62) 70,743
Loans to customers before latent impairment allowance 565,309
Latent impairment @allOWANCE ............ccveiiiiiieiie e (915)
Loans to customers 606,552 (32,735) (8,508) 564,394
Financial assets - impairments
The following table shows the movement in the provision for impairment losses for loans and receivables.
Individually Collectively
assessed assessed Latent Total
At L JANUANY 2002 ... e 32,735 8,508 915 42,158
AMOUNES WITEEN-OFF ..o (19,207) (45) - (9,252)
Period adjUSIMENTS .....ccoiiiiiiiiii it 1,837 (2,140) 47 (256)
Recoveries of amounts previously Written-off ..o 1,768 - - 1,768
Principal credit adjuSTMEeNnt ............oiiiiiiie e (3,007) (725) - (3,732)
Charged to the comprehensive INCOME ..........cooiiiiiiiiiiiei e 12,077 118 579 12,774
At 30 September 2012 36,203 5,716 1,541 43,460
Individually ~ Collectively
assessed assessed Latent Total
At 1 January 2011 .......cccveenneen. 45,623 15,687 991 62,301
Reclass transaction 1 January 1,220 - - 1,220
AMOUNES WILEEN-OFF ..o (31,132) (1,071) - (32,203)
Period @dJUSIMENTS ......coiiiiiiiiii it (1,242) 93 - (1,149)
Recoveries of amounts previously Written-off ..o 1,291 - - 1,291
Principal credit adjuSTMEeNt ...........ooo i (3,248) (7,604) - (10,852)
Charged to the comprehensive INCOME ..........cooiiiiiiiiiiiee e 20,223 1,403 (76) 21,550
At 31 December 2011 32,735 8,508 915 42,158
2012 2011
1.1-30.9 1.1-30.9
Impairment losses charged to the comprehensive income:
(=T Lo (oI o111 0] g 1 T=T £ TP 12,774 17,155
[ F= T R (o o =0 [ AT 1S3 11 UL 1T L TP UT U TPUPPPRTTRTPON - (22)
Impairment losses charged to the comprehensive income 12,774 17,133
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Investment in associates

24.

30.9.2012 31.12.2011
Changes in investments in associates:

Investment in associates at the beginning of the PEriod .............ooo e 1,070 354
Acquisition of shares in associates - 677

Sales of shares in associates ... (153) -
237 1 (VT U1 T ) o PSS (5) -
SNAE OF FESUILS ...ttt e oo oo bbbt e e e e e oo a kbt et e e e e e e e bbb et et e e a bt bbb e e e e e e annbtneeaeeeaannnnneeeaas - 39
Investments in associates at the end of the period 912 1,070
Investment in subsidiaries
25. Significant subsidiaries:
Owner-
Location ship
Borgun hf., Armula 30, 108 REYKJAVIK .........ccvoveueieieieeeteeeeiee ettt e ettt a s te s e eaean e Iceland 61.3%
islandssjodir hf., Kirkjusandi 2, 105 Reykjavik ... Iceland 100%
Midengi ehf., Laekjargotu 12, 155 REYKJAVIK ......cc.uiiiiiiiiiiiiie ittt ettt ettt et e e bt e e e neeeas Iceland 100%
Hofdatorg ehf., SKUlagotu 63, 105 REYKJAVIK ........couiiiiiiiiiiiiiie it Iceland 72.5%
Hringur eignarhaldsfélag ehf., Digranesvegi 1, 200 KOPAVOGU ........cccuuiiiiurieaiiieaaiieeeaireeesieeesasneesansseessseasaseeeens Iceland 100%
Allianz island hf., Digranesvegi 1, 200 KOPAVOGUI .............c.ceurreeeeerereresessesssesesessssesssasesssssssesssesesesssssssssssasesesens Iceland 100%
Geysir Green Investment Fund slhf., Hafhargotu 90, ReyKjaneshae ... Iceland 100%
Island Fund S.A., 5 Allée Scheffer L-2520 LUXEMDBOUIG .......coouuiiiiiiiiiiiiieiiee et Luxembourg 100%
Glacier Geothermal and Seafood Corporation, 7 Times Square, Suite 1605 NeW YOrK .........cccocvveieiiiiiiiieneennnnnns USA 100%
Glacier Securities LLC, 7 Times Square, Suite 1605 NEW YOTK .........cciiiiiiiiiieiiiiieniiee i USA 100%

32 other subsidiaries (SME)

Related party disclosures

26.

Ultimate controlling party

The Bank has determined that ISB Holding is the ultimate controlling party of the Bank with GLB Holding having significant influence. This is
reflected in the related party transactions.

Entities which are controlled, jointly controlled or significantly influenced by the government (state-controlled entities) are not considered as
being a related party if neither entity actually influenced the other and if the state did not actually influence either entity with regards to
transactions between them. Transactions with state-controlled entities during the period were based on general business terms of the Bank.

Related party transactions

The Bank has a related party relationship with its associates, the Board of Directors of the parent company and the ulitmate controlling party,
the executive vice presidents of the Bank, close family members of individuals referred to herein and entities with significant influence as the
largest shareholders of the Bank.

All loans to employees are provided on general business terms of the Bank. Included in assets are loans to key management. The amounts
are negative where deposits exceed loans to the related party.

Related parties have transacted with the Bank during the period as follows:
30.9.2012  31.12.2011

CEO and Managing Directors (including companies owned by them) ..............oooiiiiiii e (117) (163)
Members of the Board (including companies owned by them) ..........cooiiiiiiiii e 125 (82)
Associated companies and other related PAIES .........ooiuuueiiii i (794) 6,884
Total (786) 6,639
(TN =Tz T (=TT TP P PP PP P PP PP PPPPPPPPPPPPPPPPRE 347 59
Loan commitments, overdraft and credit card COMMIMENTS ...........ccoviiiiiiiiiiie e 1,637 145

Impairment allowances of ISK 210 m. were recognised in the period against balances outstanding with associated companies (same period
2011: ISK 4.6bn).

No share option programmes were operated during the reporting period 2012.
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Non-current assets and disposal groups held for sale

27. Specification of non-current assets and disposal groups held for sale:
30.9.2012  31.12.2011

REPOSSESSEA COIALETAL ......ueeeieiiiee ettt b e ea et e e bt e e bt e ekt e e e e bb e e e nbne e e snbeeeenns 10,230 10,467
Assets of disposal groups classified as held fOr SAIE ... 27,298 32,223
Total 37,528 42,690

Repossessed collateral:

R (o (=T a1 (o1 o] (o] o 1=T4 YT TSP P PP UPUPPPPPTRRRONt 8,006 7,683
(Lo [0S g o] o] o 1=T4 YOO SUP PP PUPRNE 65 95
Equipment .........cccceiiiiiiiee. et e e e e e e e e e b e eaas 41 84
Shares and EQUILY INSITUMENTS ..ottt ettt et e bt e e et e e s bt e st e e e anbb e e e nbaeeeanneeeanne 1,930 2,182
(@1 =T g T =T £ TP TP UUPTRORPN 188 423
Total 10,230 10,467
Assets of disposal groups classified as held for sale: 30.9.2012  31.12.2011
(O T IO T ST PSP U PP PP PPPUPTO 1,280 1,212
INVESTMENT PIOPEITIES ......teieittee ettt ettt ettt e e a et ookt e e e st e e oa bt e ekt e e e abb et e b et e e bt e e e e bb e e e nbbeeeanbeeeeas 11,350 12,263
[ (0] 1T £ 1= TP PUT PPN 595 558
Lo [U 1] o] 1 =T o | ST U PSP P TUPPPPPPR - 2,299
RECEIVADIES ...ttt oottt e e o4 e e bbbt et e e e e e s bbb et e e e e e ek b beeeee e e nbbee e e e e e e e annbbneaeaeeeannrnneen 2,481 2,090
LI V= L= 1 OO TPR PPN 222 697
P IO Y e 1,294 2,056
Assets classified as held fOr SAIE .........c.ooiiiii e 6,747 6,129
OLNEE BSSELS ... eeiiiiieiitet ettt oottt e e oo ettt e et e e e e o aaaate et e e e e e e hba b et e e e e e o ARt b b et e e e oo aaRhbe e ee e e e A nbee e e e e e e e ananbeeeae e e e nnrnreen 3,329 4,919
Total 27,298 32,223
Liabilities associated with assets classified as held for sale: 30.9.2012  31.12.2011
PAYADIES ... b h e et n e e Rt e e e b b et e n b b e e et eene 467 1,237
Deferred tax liabilities ... 640 823
127014010 T o O P TSSO P PP PPPTTOUPPPTPPPRN 2,551 2,352
OLNEE HADITIES ...eeeeeee ettt e oottt e e oo sk bt e et e e e e e s abbe e e e e e e e e bt be e e e e e nbeseeaeeeeessbnnseaeeeannntnnnes 1,422 2,905
Total 5,080 7,317
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Other assets

30.9.2012  31.12.2011
28. Other assets are specified as follows:
Receivables .........ccoocciieieennnne 4,027 3,351
Unsettled securities transactions 2,811 2,199
AACCIUAS ...ttt oo oo ekttt e e e a4k bt b et e a2 4o oAk kbt et e e e o4 e R bbb et e e e e e oA R be et e e e e e R Ren et e e e e e annbrereaeeeannrnreen 485 494
PrEPAIA EXPENSES ...eiiiiiieiiiiie ettt e ettt a4 bttt e ekt e bRt e e bR b et e e e e e b e e s 546 311
INVENEOTY (FEAI ©SLALE) ....eiiiii ittt e ettt ettt e oottt e e e e e ek bbbttt e e e e e e abebe e e e e e e o sabe et e e e snbbe e e e e e e e annsbneeaaeeeannntnnnen 534 534
OBNEI BSSELS ...ttt h et e et R et e et R e R e e e e R et enn e e e 1,020 668
Other assets 9,423 7,557
Inventory comprises real estate valued at the lower of cost and net realisable value.
Deposits from Central Bank and credit institutions
30.9.2012  31.12.2011
29. Deposits from Central Bank and credit institutions are specified as follows:
Repurchase agreements With Central BanK ............coiuiiiiiiiiiiiii e 13 73
Deposits from Credit INSHEULIONS .........oiiiiiiiie ettt e e e sttt e e e e e s babe e e e e e e ssnbeeeeeeeeaansbneeeaeeaannes 41,908 62,772
Deposits from Central Bank and credit institutions 41,921 62,845
Deposits from customers
30.9.2012  31.12.2011
30. Deposits from customers are specified by type as follows:
(D=1 aa T (o lo (=T oo 1S £ TP PP PPP PP 291,206 259,994
Time deposits 191,338 202,949
Deposits from customers 482,544 462,943
31. Deposits from customers are specified by owners as follows:
30.9.2012 31.12.2011
Amount % of total Amount % of total
Central government and state-owned EeNterpriSeS. .........couvvrirriieeriiieeniiee e 6,266 1% 14,362 3%
MUNICIPAITIES. . ..ttt e e e e s e e e e e e nebreeeaeeean 7,631 2% 7,054 2%
COMPANIES. ...ttt sttt set e r et esee e e e e s e e reenane e e 281,898 58% 257,842 55%
INAIVIAUAS. ...ttt e et e e e e e e e e e e e e e e nnnnneeeeas 186,749 39% 183,685 40%
Deposits from customers 482,544 100% 462,943 100%
Debt issued and other borrowed funds
32. Specification of debt issued and other borrowed funds: 30.9.2012  31.12.2011
NON-IIStEA ISSUEA DONGS ... et esne e ne e 52,371 55,742
[ (=To I TS T=To [ o] o [0 K ST T TP PTTOTUPPPPPRTTTRN 8,937 3,855
Loans from credit institutions .... 143 333
OthEr DL SECUILIES ........eeeeiiee ettt e oo ettt et e e e o bbb et e e e e e e bbb et e e e e e s assbbbee e e aansbeseeeaeeeannnbneeaeesannne 3,242 3,291
Debt issued and other borrowed funds 64,693 63,221
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Other liabilities

33. Specification of other liabilities: 30.9.2012  31.12.2011
AACCIUAS ...ttt oo ookttt e e+ oo skttt e e e a2 4o oMk kb ettt e e 44 a AR R e b et e e e e e oA R Ee et e e e e eR R bbb e e e e e e e annbreeeaeeaannnrnreen 2,821 3,452
Liabilities to retailers for credit Card PrOVISION ..........cueiiiiiiiiiiiie ettt e b e s 16,905 13,585
Provision for effects of court rulings 12,415 10,982
GUATANTEES ...oveveeeiiiiiieeeee e . 297 578
Chargeable gain tax 685 1,888
Unsettled SECUNLIES TFANSACTIONS ......c.uiiiiiiiie ittt b et e e bt e e s b bt et e e e s et e s bneeeanbeeeeas 3,462 3,047
(D22 = g g=To I T g Telo] o o 1= SO TP U PP PUT R PPTPPPPN 167 215
SUNAY HADIIITIES ..ottt ekt e ettt e e hb et e e b et e s bt e e st et e e eab e e e abneeeantneeean 3,544 4,142
Other liabilities 40,296 37,889

Equity

34. Authorised share capital of the Bank is 10,000m ordinary shares of ISK 1 each. At 30.9.2012 paid up share capital totalled ISK 65,000m which

is the total stated share capital of the Bank.

Total share capital:

30.9.2012  31.12.2011
OrdiNArY SNAIE CAPILAL .......eiiii ittt ettt e e e ettt e e e s e s a bbb et et e e e ek abbe et e e e esnbbe e e e e e e e sbbbseeeaeesannnnneeas 10,000 10,000
SHAre PremMIiUM @CCOUNT ....ooiiiiiie ittt ettt e e b et eea bt e e hb et e e b bt e e s be e e st et e e aab et e ebneeeantneeeas 55,000 55,000
Total share capital 65,000 65,000
Off balance sheet items
Obligations
35. The Bank has granted its customers guarantees, overdraft facilities and loan commitments. These items are specified as follows:
30.9.2012  31.12.2011
FINANCIAI QUATANTEES ...ttt e bt e e b bt e bt e e h et e e eab e s bt e e e st e e e b e e e bbeeeanneeas 9,095 6,893
Undrawn loan commitments 13,346 12,592
Undrawn overdrafts .................. 20,187 21,449
Credit card commitments 28,863 22,202
The Depositors and Investors Guarantee Fund (TIF) — declaration of guarantee .............ccccveeiviiiiiiieeiniiee e, 3,724 3,724

An amendment to Law 98/1999 on the Depositors’ and Investors’ Guarantee Fund was passed in Parliament in June 2012. Following the
amendment the annual premium will be 0.225% of all eligible deposits. In addition, there will be a variable premium based on Equity, Funding
and a Loan Portfolio Analysis (LPA) ratio provided by the FME. The Bank has accordingly made an amendment to its charge to the profit and

loss.

Balance of custody assets

36. Balance of custody assets:
30.9.2012

CUSEOOY @SSELS ..eiiieiiiuiittttiee e ettt ettt e e e et e et e e e e e e e abe et e e e e e e e ab bttt e e e e e aaabbe s e e e e e oo am s bee e e e e e 24 e nb e be e e e e e e snbeeeeeeeeeannbbneaeaeeaannes 821,949
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Contingencies

37. Litigation threats

Several former customers of Glitnir private banking services have threatened litigation against the Bank in order to claim compensation for
alleged mistakes made by former employees of Glitnir. A few of those customers have already filed lawsuits against the Bank with the
Reykjavik District Court. The Bank has not accepted liability and will challenge these lawsuits on the grounds that these claims relate to events
that happened prior to the incorporation of the Bank and the assignment of related liabilities and assets and are therefore not the responsibility
of the Bank in any way. The District Court has now ruled in favour of the Bank in one of these cases stating that the Bank cannot be held
responsible for a mistake made by a former employee of Glitnir. This ruling was not appealed. The Bank estimates the total amount of
compensation liabilities currently claimed by customers of Glitnir to be ISK 5.5 billion.

Netting agreement

When certain assets and obligations were transferred from Glitnir to the Bank, the FME (Financial Supervisory Authority) ruled that customers
would, upon liquidation of Glitnir, maintain their right to claim netting of assets and liabilities held by Glitnir prior to the Bank's acquisition.

The Bank made an agreement with Glitnir that the latter will compensate the Bank for any losses incurred as a result of netting of assets and
liabilities. The claims in guestion are priority claims on the liquidated assets of Glitnir and the netting exercise is therefore unlikely to affect
either the net asset value or the earnings of the Bank.

Allocation of liens, guarantees and comparable rights

When certain assets and obligations were transferred from Glitnir to the Bank, the FME ruled that the Bank would take over all rights used to
secure the performance of obligations of the debtors of Glitnir, including all liens, guarantees and other comparable rights connected to the
claims of the Bank.

The Bank should, however, be accountable to Glitnir for specific collateral of its customers, as applicable, due to claims and derivatives which
were not transferred to the Bank. The Bank has, in accordance with this decision, transferred to Glitnir certain collateralised obligations of
customers. One customer filed a lawsuit against the Bank with the Reykjavik District Court challenging the Bank's decision to transfer the
customer's money market deposit to Glitnir which the Bank, in good faith, identified as collateral for a foreign exchange future contract. The
claim was for approximately ISK 450 million. The District Court ruled in favour of the Bank and the ruling was confirmed by the Iceland
Supreme Court after appeal. Any future allocation of collaterals will be made under an agreement with Glitnir, whereby Glitnir indemnifies the
Bank against any future claims arising from the transfer of such rights.

Indexed loans and foreign currency loans

In order to address the uncertainty surrounding which foreign currency loans should be deemed to be illegally linked to foreign currency, the
Parliament introduced in 2010 a new legislation proposing a change to the Interest Law 38/2001. The legislation was passed as Amendment to
the Interest Law 151/2010, taking effect on 28 December 2010. Based on the context of this new law, the Bank treated all foreign currency
dominated mortgages and car loans according to the method previously set forth in a September 2010 ruling of the Supreme Court concerning
car loans/leasing contracts. All customers with foreign currency mortgages were presented with an offer of having their mortgage recalculated
according to a similar formula, regardless of the validity of the contract in question. The definition of a mortgage in the new legislation refers to
tax law. The recalculation had to be offered if the debtor was eligible for a refund in part of paid interest (interest subsidy) of the loan. The Bank
decided to expand this definition to cover all residential loans to individuals, although the debtors were not obliged to accept the offer. The
interest rate on car loans going forward will, according to the law, be replaced by non-indexed CPI-rate. The same goes for mortgages for the
first five years, in addition to a choice of indexed CPI rate. At the end of the five year term, mortgages will revert back to market rates.

On 15 February 2012, the Supreme Court in Iceland passed a ruling (no. 600/2011) that affects the recalculation of loans that are illegally
linked to the value of foreign currencies. The ruling states that Act 151/2010, which the Icelandic Parliament passed in December 2010 and
instructed banks on how to recalculate foreign currency linked mortgages, violates the provisions of the Icelandic constitution that protects the
freedom to hold private property, as the legislator cannot pass a law that retroactively deprives a person of an asset without adequate
compensation. Significant uncertainty remains on how the ruling should be interpreted. The Bank made an assessment to the effect that the
impact from this court ruling would be a loss of ISK 12.1 billion, however dependent on later rulings. The Bank recognised a provision at year
end 2011 and the financial statements therefore reflect the impact of the court rulings at the time. The Bank still maintained a capital ratio
above the minimum requirement of 16% set by the Icelandic Financial Supervisory Authority.

In April 2011, the District Court of Reykjavik ruled on a dispute regarding the nature of a financial leasing contract between the Bank and a
customer. The court ruled that although the contract had the form of a lease, it was by nature a loan contract, thereby subject to the Interest
Law 38/2001. The contract was denominated in foreign currency, and the court further ruled that the contract had an illegal foreign currency
indexation, citing the precedent set by the Supreme Court in June 2010. In October 2011, the District Court ruling was confirmed by the
Supreme Court. The ruling will affect, by precedent, approximately 4,100 similar contracts with a book value of approximately ISK 10.2 billion.
Each affected contract will be recalculated as a result of the ruling.
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37. Cont'd
The ruling on financial leasing contracts does not appear to set new precedent affecting other loan contracts, as the dismissal of the disputed
contract's currency indexation is based on the Supreme Court's ruling from June 2010. It should also be noted that although the currency
indexation has been deemed illegal, the customer's debt obligation in ISK at the signing of the contract is still valid. The effect of recalculation
is minimal for contracts signed before 2004 — 2005.

The Supreme Court set new a precedent in June 2011 by deciding that a Landsbanki loan contract contained an illegal foreign currency
indexation. Following this ruling, the Bank has evaluated all corporate contract forms and assessed which forms are affected by the ruling and
which are, by the Bank's estimation, legal foreign currency loan contracts. A Supreme Court ruling on the validity of the Bank’s contract is
expected in January or February 2013.

On 3 November 2011, the Supreme Court ruled on an appeal of a District Court's decision to dismiss a case involving a disputed foreign
currency bond (the box form). The Supreme Court ruled that because the disputed bond was by its nature not affected by the Supreme Court's
previous rulings (including the June 2010 and 2011 rulings) the District Court should hear the case and pass a ruling of its own. The Supreme
Court specifically mentions in the ruling that the bond's principal is stated in foreign currencies, and reiterates that a correctly written foreign
currency debt agreement is not prohibited according to the Interest Law 38/2001. Consequently, the District Court ruled on the case as
presented and found in favour of the Bank. In June 2012, the Supreme Court in effect confirmed this decision by ruling 7-0 on an identical loan
contract.

Because of the widespread use of the box form and its predecessors, the impact of the decision is significant, mainly in three ways. Firstly, the
15 February 2012 ruling does not affect the bulk of the mortgage loans as far as further recalculation is concerned. Secondly, the Bank is not
obliged to recalculate any similar loans not categorised as mortgage loans. Thirdly, no change is necessary to the method of recalculation in
most of the offer loan category.

Furthermore, the Supreme Court decided in June that a loan contract similar to the one in the M6torMax case mentioned above was legal
because the lender did actually receive payment in foreign currency.

The Supreme Court passed on the 18 October 2012 a new ruling on the “receipt rule”. The ruling supplemented the findings of the previous
rule passed by the Supreme Court on 15 February 2012 and gave to a certain extent instructions on how the loans shall be recalculated. In
both the Receipt Ruling and the new ruling the amount of an outstanding loan was in dispute and the court found that borrowers that had made
payments in line with instructions from the lender should not suffer a higher interest charge for payments already made. Internal and external
legal counsel are unanimously in the opinion that the rulings affect loans to various types of borrowers, including individuals, corporate and
municipalities and both long and short term loans. The bank has made an announcement to the effect that it will recalculate illegally FX-linked
and outstanding as well as paid —up loans in line with the instructions given in the most recent ruling. However, finding that the ruling is based
on the Bank being the dominant and expert party in the contractual relationship, the ruling does not necessarily apply to other financial or large
companies as counterparts, especially if those conduct their business in part abroad or deal in FX contracts on a regular basis.

Based on the Supreme Court's latest rulings, the Bank will estimate the financial effect of remaining lawsuits. In its estimates, the Bank will
take into account that customers have already been offered principal adjustment of foreign currency debt, and that a ruling has been made by
the Supreme Court on replacement interest rates. The Bank has divided all foreign currency loans into four categories, depending on the risk of
the loans being deemed illegal. The Bank holds provisions for the expected financial effect for the highest risk category. Meanwhile, customers
whose contracts are eligible for recalculation will have the option of fixed payments until the recalculations have been completed in the first
quarter of 2013.

Formal investigation by the EFTA Surveillance Authority regarding alleged government aid granted by the Icelandic government to
investment funds and associated fund management companies connected to the three failed Icelandic banks Glitnir, Kaupthing and
Landsbanki

On 11 July 2012 the EFTA Surveillance Authority (the Authority) concluded that state aid was indeed provided in October 2008 when the three
new Icelandic banks were established and acquired assets held by eight investment funds. With reference to the serious disturbance in the
Icelandic economy at the time the Authority finds this state aid compatible with the EEA Agreement.

The Authority considers that the state aid is compatible with Article 61(3)(b) of the EEA Agreement that allows for aid to remedy a serious
disturbance in the economy. In October 2008, the financial sector in Iceland had collapsed and the Government had to implement extraordinary
measures in an attempt to stabilize the economy. The Authority considers that the measures at issue were necessary in order to try to restore
faith in the financial sector. It was in that regard necessary and proportionate to protect the investors from even bigger losses on their savings.

Formal investigation by the EFTA Surveillance Authority into government aid granted in the restoration of certain operations of
Glitnir and the establishment and capitalisation of islandsbanki

On 26 June 2012 the EFTA Surveillance Authority approved the state aid granted for the restructuring of islandsbanki.
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37.

Cont'd

With regard to the long-term viability of the Bank, the Authority emphasised in its decision that while challenges remain for the Bank and the
Icelandic economy in general, the Bank has addressed the weaknesses of its predecessor. The Bank today has a strong capital ratio and has
made good progress regarding the restructuring of loans to over-indebted customers. The Authority also took notice of numerous legislative
amendments that Iceland has made since the collapse of the financial sector in 2008 which have strengthened the regulatory framework for
financial institutions in Iceland.

The Bank and the Government have committed to a range of conditions that limit distortions of competition. During the restructuring period the
Bank is not permitted to acquire other financial institutions without the Authority’s approval. Furthermore, the Bank will continue to divest
businesses and shareholdings. The Bank will also provide information for customers on its website on the process and the documentation
needed for switching banking services to another financial institution.

Risk Management

The Bank is exposed to various risks through its use of financial instruments. Managing these risks is an integral part of the Bank's operations.
More information about the Bank's risk management and risk assessment processes is available in the Risk Report 2011.

English version: www.islandsbanki.is/riskreport

Icelandic version: www.islandsbanki.is/ahaettuskyrsla

Credit risk

38.

39.

Credit risk is defined as current or prospective risk to earnings and capital arising from an obligor's potential failure to meet the terms of any
contract with the Bank or to otherwise fail to perform as agreed.

This risk comprises default risk, recovery risk, country risk, settlement risk and credit concentration risk.

Credit concentration risk is the significantly increased risk that is driven by common underlying factors, e.g. sector, economy, geographical
location, type of financial instrument or due to connections or relations among counterparties. This includes large individual exposures to
parties under common control and significant exposures to groups of counterparties whose likelihood of default is driven by common underlying
factors.

Credit risk arises principally from the Bank's loans and advances to customers and other banks but also from balances with the Central Bank
and off-balance sheet items such as guarantees, loan commitments and derivatives.

The loan portfolio acquired from Glitnir is the largest part of the credit exposure of the Bank. Due to the extraordinary circumstances in the
Icelandic economy and the fact that the loan portfolio was acquired at a deep discount, care must be taken when interpreting conventional
measures of credit risk.

Changes have been made on the notes on maximum credit exposure and past due but not impaired loans. Maximum credit risk exposure for
on-balance sheet assets is now the net carrying amount as reported in the statement of financial position before the latent impairment
allowance is subtracted. Loans past due for three days or less are now omitted in the note on past due but not impaired loans.

Maximum credit exposure

The Bank's credit risk exposure comprises both on-balance sheet and off-balance sheet items. Maximum exposure to credit risk for on-balance
sheet assets is the net carrying amount as reported in the statement of financial position before the latent impairment allowance is subtracted,
see note 23. The maximum exposure for off-balance sheet items is the amount that the Bank might have to pay out against financial
guarantees and loan commitments, less provisions the Bank has made because of these items. The maximum credit exposure for a derivative
contract is calculated by adding future credit exposure to the market value of the contract as described in Annex Ill of the European Parliament
directive 2006/48/EC (Basel II).

The industry breakdown shows the Bank's credit exposure by industry classification. The breakdown follows an internal industry classification
which is based on the Icelandic ISAT2008 that derives from the European NACE Rev. 2 classification standard.

The Bank's credit exposure, before taking account of any collateral held or other credit enhancements, is as follows:
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Credit risk exposure

39. Maximum credit exposure

Maximum credit exposure 30.9.2012

Industrials
Commerce Government and Public sector
Central and Financial secured transporta- Investment and non-profit Real

Individuals  Governments services  Construction Energy services customer loan tion companies organisations estate  Seafood Total

Cash and balances with Central Bank - 87,059 - - - - - - - - - - 87,059

Derivatives 20 138 41 62 2 1,218 - 24 22 - 5 105 1,637

Bonds and debt instruments - 47,114 309 - - 2,711 - - 1,096 15 882 - 52,127

Loans to credit institutions - - - - - 60,942 - - - - - - 60,942

Loans to customers: 239,533 - 64,901 18,010 2,851 175 - 43,079 17,301 9,637 80,659 72,300 548,446

Overdrafts 14,625 - 6,529 3,142 - 37 - 4,055 238 1,113 1,566 1,821 33,126

Credit cards 14,402 - 1,225 141 9 21 - 401 28 205 54 37 16,523

Mortgages 154,998 - - - - - - - - - - - 154,998

Leases 10,804 - 13,729 2,504 15 18 - 4,313 182 631 1,194 424 33,814

Other loans 44,704 - 43,418 12,223 2,827 99 - 34,310 16,853 7,688 77,845 70,018 309,985
Off-balance sheet item:

Financial guarantees 1,245 - 1,912 2,020 4 1,501 - 1,207 320 54 329 503 9,095

Undrawn loan commitments - - 1,785 666 7,359 - - 2,503 1 - - 1,032 13,346

Undrawn overdraft 8,842 - 4,071 1,146 210 1,264 - 2,577 43 812 400 822 20,187

Credit card commitments 23,263 - 2,928 423 15 95 - 728 132 1,018 149 112 28,863

Total maximum credit exposure 272,903 134,311 75,947 22,327 10,441 67,906 - 50,118 18,915 11,536 82,424 74,874 821,702
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39. Contd
Maximum exposure 31.12.2011
Industrials
Commerce Government and Public sector
Central and Financial secured transporta- Investment and non-profit Real
Individuals  Governments services Construction Energy services customer loan tion companies organisations estate  Seafood Total
Cash and balances with Central Bank - 57,992 - - - - - - - - - - 57,992
Derivatives 10 58 71 54 2 1,161 - 13 41 - 1 70 1,481
Bonds and debt instruments - 52,217 282 - - 4,077 - - 1,137 89 849 11 58,662
Loans to credit institutions - - - - - 43,655 - - - - - - 43,655
Loans to customers: 228,586 - 64,066 14,725 3,511 1,403 38,798 34,028 24,434 9,555 75,460 70,743 565,309
Overdrafts 14,531 - 6,647 3,628 28 1,187 - 3,563 489 1,289 1,075 1,202 33,539
Credit cards 15,796 - 1,569 129 5 17 8 194 22 117 39 30 17,926
Mortgages 140,762 - - - - - - - - - - - 140,762
Leases 11,196 - 8,921 2,749 16 8 - 3,709 193 773 1,190 552 29,307
Other loans 46,301 - 46,929 8,319 3,462 191 38,790 26,562 23,730 7,376 73,156 68,959 343,775
Off-balance sheet items:
Financial guarantees 1,058 - 1,443 1,577 4 1,012 - 1,055 12 73 339 320 6,893
Undrawn loan commitments - - 2,017 - 5,345 5,000 - 225 - - - 5 12,592
Undrawn overdraft 9,797 - 4,343 1,083 203 1,363 - 1,993 72 1,096 513 986 21,449
Credit card commitments 19,392 - 1,521 272 5 48 10 352 81 380 68 73 22,202
Total maximum credit exposure 258,843 110,267 73,743 17,711 9,070 57,719 38,808 37,666 25,777 11,193 77,230 72,208 790,235
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40. Collateral

Collateral and other credit mitigants vary between types of obligors and credit facilities. Loans to credit institutions are usually unsecured. For
loans to individuals the principal collateral taken is residential property against mortgages. In the case of corporate entities the Bank takes a
charge over assets such as real estate, fishing vessels, cash and securities, vehicles and equipment, as well as other collateral including
accounts receivables and inventory. Loans to government entities and to municipalities are more often than not unsecured. Derivative
exposures are generally made under ISDA master agreements with Credit Support Annex or corresponding terms with pledged collateral in the
form of cash and government bonds.

In some cases the Bank uses guarantees as a credit enhancement but since guarantees effectively transfer credit risk from one counterparty to
another they do not represent a reduction in maximum exposure to credit risk. Covenants in loan agreements are also an important credit
enhancement but do not reduce maximum credit exposure.

Valuation of collateral is based on market price, official valuation from the Iceland Property Registry or expert opinion of the Bank's employees,
depending on availability. In the case of fishing vessels the associated fishing quota is included in the valuation. Collateral is allocated
according to claim value of loans, not carrying amount, and is measured without including the effect of overcollateralization. This means that if
some loans have collateral values in excess of their claim value, then the excess is removed in order to reflect the Bank's actual maximum
exposure to credit risk.

An estimate of the collateral held by the Bank against credit exposure is shown below:

Real Fishing Cash & Vehicles & Other Total

At 30 September 2012 estate vessels  securities equipment  collateral collateral
DEIVALIVES ....eiiiiiiiiieiee ettt - - 620 - - 620
Loans and commitments to customers: 312,374 58,439 10,864 19,172 14,828 415,677
INAIVIAUAIS ... 189,086 87 698 8,306 - 198,177
Commerce and SEIVICES .........cceeivvriieiiieiee e 21,876 - 193 9,655 4,045 35,769
CONSLIUCHION ...ttt e 7,823 - 166 304 3,504 11,797
ENEIGY oo 2,583 - 5 3 123 2,714
FINaNCial SEIVICES .......cciiiiiiiiiiiiee e 69 - - 15 - 84
Government secured customer [0an ...........cccocceeveeriienneenen. - - - - - -
Industrial and transSportation ..............cccoviiiiiieeeeee e 12,645 - 179 684 5,597 19,105
INVESTMENt COMPANIES ......vvieiiiiieiiiiee et 4,020 - 9,061 17 395 13,493
Public sector ad non-profit organisations ..............ccccceeeninns 3,980 - 9 66 221 4,276
Real @State .......cccooviiiiiiee e 65,101 143 307 73 - 65,624
SEAOOM ...t 5,191 58,209 246 49 943 64,638
Total 312,374 58,439 11,484 19,172 14,828 416,297
Real Fishing Cash & Vehicles & Other Total

At 31 December 2011 estate vessels  securities equipment  collateral collateral
DEIVALIVES ...eeiieiiiiiieiiee ettt - - 600 - - 600
Loans and commitments to customers: 268,925 62,382 51,530 4,696 14,325 401,858
INAIVIAUALS .. 170,491 71 1,148 3 - 171,713
Commerce and SEIVICES .........ccveriveriieiiieiie e 15,728 - 725 4,387 6,117 26,957
Construction 7,757 - 457 21 1,249 9,484
ENEIGY oo 2,517 - 83 - 149 2,749
FINANCial SEIVICES .......ciiiiiiiiiiiiiee e 44 - 47 - - 91
Government secured customer [0an ...........cccocceevverieenneennn. - - 38,799 - - 38,799
Industrial and transSportation ..............ccceviiiiiieeeee e 7,362 - 294 283 5,420 13,359
Investment COmMpanies .........ccoceeeevveeennnen. . 2,933 - 8,901 - 389 12,223
Public sector ad non-profit organisations .............cccccceeeerines 3,455 - 9 - 200 3,664
Real €State .......cooviiiiicec e 54,679 154 675 - - 55,508
SEAOOM ...ttt 3,959 62,157 392 2 801 67,311
Total 268,925 62,382 52,130 4,696 14,325 402,458

The Bank is still in the process of finalising the registration of necessary collateral information for this disclosure, in particular for loans recently
acquired from Byr. During the reporting period, the Bank obtained a third party collateral valuation for a part of the leasing portfolio explaining
the increase seen for vehicles and equipment in the table above.
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41. Credit quality of financial assets
Loans are classified as impaired loans if contractual cash payments are not expected to be fulfilled and if financial restructuring of the obligor is
expected to lead to a loss on that particular loan. In most cases, loss is avoided because of the difference between the claim value and the
carrying amount resulting from the deep discount of the acquired loan portfolio.

Loans are also classified as impaired if the Bank has made impairments to offset currency movements. This impairment does not signal a loss
from the deep discount.

The full carrying amount of all loans which give rise to individual impairment or collective impairment is included in impaired loans, even if parts
are covered by collateral. The latent impairment has not been subtracted from the carrying amount here.

Neither past Past due Classified Total
due nor but not as carrying
impaired impaired impaired amount

At 30 September 2012
Cash and balances with Central BanK................ouiiiiiiiiiiiiiiiiiiiiiiiiiieieiieeeeeeeeeeeeeeeeeeveeeeeeeaeneees 87,059 - - 87,059
DEIIVALIVES ...eiieeiiiieiiieee e e ettt e e e e et e e e e e sttt e e e s e s et eeee e e s s baeeeeeeaeanssbaeeeeeeeannntnanaeeeanrneens 1,637 - - 1,637
Bonds and debt INSIIUMENLS ... 52,127 - - 52,127
Loans to Credit iINSHEULIONS .........uuiiiiiiiii s 60,942 - - 60,942
Loans to customers: 437,960 56,608 53,878 548,446
g To 1Y T L1 =TRSOOSR 196,339 35,470 7,724 239,533
Commerce and services ... . 49,435 7,116 8,350 64,901
(O] 1 1 11 o3 1T o [ USRS 12,824 2,474 2,712 18,010
ENEIQY oot 2,851 - - 2,851
FINANCIAI SEIVICES ...eviiieiiiiieiii ettt e e e e e e e e e e st eaeaeeeesnannaeaeeeannes 111 29 35 175
Government SecUred CUSTOMET [OAN ........uuuuuueurieiiiiriiiiieiaiaiaererraeararaeaaea e - - - -
Industrial @and traNSPOITALION. ........coiuiiiiiiee et 36,883 2,313 3,883 43,079
INVESTMENT COMPANIES ....oieiiiiiee ettt e e et e e e e e sbb e e e e e e e e e nnnneeeeens 11,048 2,405 3,848 17,301
Public sector and non-profit OrganiSAtioNS .............ceviiiiiieiiiiee e 8,819 540 278 9,637
Real estate 51,982 4,919 23,758 80,659
Seafood 67,668 1,342 3,290 72,300
Total 639,725 56,608 53,878 750,211
Neither past Past due Classified Total
due nor but not as impaired carrying
impaired impaired loans amount

At 31 December 2011
Cash and balances with Central BanK................ooiiiiiiiiiiiiiiiiiiiiiiiieieieieeeeeeeeeeeeeeeeeeeeeeeeeeeeaeeees 57,992 - - 57,992
DEIIVALIVES ...eiiiiiiiiiiiiie e e e ettt e e e e e ettt e e e e st e e e e e e e s sts et e eee e s nsbaeaeeeeaesnssbaeeeeeesannntnanaeeeanreeenas 1,481 - - 1,481
Bonds and debt INSIIUMENLS ..o 58,662 - - 58,662
Loans to Credit iINSHEULIONS ........uuuiiiiiiiii s 43,655 - - 43,655
Loans to customers: 413,849 66,491 84,969 565,309
INAIVIAUALS ... e e e e e et e e e e e e e stab e e e e e e e sennbreeeaesannees 180,399 37,860 10,327 228,586
COMMEICE NGO SEIVICES ..eeeiiiiiiiiieeeeeeiietereee e s attaeeeeeeasstaaeteeeas s ssbaaeeeeesasnsareeeeeessnnnneees 44,234 6,397 13,435 64,066
[0 1S3 1 11 o3 1 o] o OO TOTURR 6,110 4,255 4,360 14,725
[0 =T (0| OO PP OTPPOPPPPPI 2,927 28 556 3,511
FINanCial SEIVICES .....ccoiiiiiiic 168 176 1,059 1,403
Government secured CUSIOMET [OAN ........uviiieiiiiiiiiiee e e e e e e e s e e e e e e snreeeeas 38,798 - - 38,798
Industrial and transportation 25,378 2,148 6,502 34,028
Investment Companies .........cccocveeeveeeennnnn. 8,545 3,381 12,508 24,434
Public sector and non-profit organisations 5,799 307 3,449 9,555
[T T =] - L= SRS 36,612 9,097 29,751 75,460
Y=Y (oo Lo ISP PRSPPI 64,879 2,842 3,022 70,743
Total 575,639 66,491 84,969 727,099
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42. Past due but not impaired loans

Past due but not impaired loans are loans where contractual interest or principal payments have passed due date without the obligor making full
payment, but where specific impairment is not appropriate. These loans are expected to be restructured without any loss to the Bank. In some
cases, loss is avoided because of the difference between the claim value and the carrying amount resulting from the deep discount of the
acquired loan portfolio. In other cases, there is sufficient collateral or the assessment is that contractual payments will be fulfilled.

Amounts reported as loans past due refer to the total loan exposure and not only the payment or sum of payments that are past due. Payments
three days in arrears or less are not considered to be past due and the corresponding loans are therefore omitted here. Past due but not

impaired loans are as follows:

Past due Past due Pastdue  Pastdue Total
4-30 31-60 61-90 more than past due
At 30 September 2012 days days days 90 days loans
Loans to credit INSHIULIONS ...........ocviiiieiiiicce e - - - - -
Loans to customers:
INAIVIAUAIS ... 5,098 1,910 1,178 27,284 35,470
COMMEICE ANU SEIVICES ...eiiiiiiiiiiiiiiee e ettt e e e et e e e e e e r e e e e e snbereeaeens 1,980 236 126 4,774 7,116
Construction 288 49 28 2,109 2,474
Energy ...ccoccvvvvvens - - - - -
Financial services 6 - - 23 29
Government secured customer loan - - - - -
Industrial and tranSPOtAtioN ............coovveiiiiiieiiie e 291 115 85 1,822 2,313
INVESTMENt COMPANIES ......eiiiiiiieeeeeiii ettt e e e e e e 207 104 319 1,775 2,405
Public sector and non-profit organisations ............c.cccceeviveiiiiee e 138 16 - 386 540
REAI BSTALE ... 279 127 167 4,346 4,919
SEAO0M ...t 124 38 115 1,065 1,342
Total 8,411 2,595 2,018 43,584 56,608
Past due Past due Pastdue  Pastdue Total
4-30 31-60 61-90 more than past due
At 31 December 2011 days days days 90 days loans
Loans to credit INSHIULIONS ..........cooviiiie i - - - - -
Loans to customers:
INAIVIAUAIS ... 10,578 4,198 2,011 21,073 37,860
COMMEICE ANU SEIVICES ...eiiiiiiiiiiiiieae e ettt e e e e st e e e e e e e e e e e e sanbeneeaaens 1,311 394 435 4,257 6,397
Construction 1,337 290 287 2,341 4,255
14 - - 14 28
54 - - 122 176
Industrial and tranSPOItAtiON ............cooiieeiiiiie it 44 377 110 1,617 2,148
INVESTMENt COMPANIES ......eeiiiiiieieeiei et e e e e e e e 330 41 5 3,005 3,381
Public sector and non-profit organisSations ............c.ccceeeviieiniiee e 174 24 11 98 307
REAI BSTALE ... 760 247 335 7,755 9,097
SEAO0M ...t e 92 29 66 2,655 2,842
Total 14,694 5,600 3,260 42,937 66,491
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43. Large exposure disclosure
When the Bank's total exposure to a group of connected clients exceeds 10% of the Bank's capital base it is considered a large exposure. The
exposure is evaluated net of credit risk mitigating effects eligible according to FME rules 216/2007.

When assessing the exposure, both on-balance sheet and off-balance sheet items from all types of financial instruments are included as
defined by the FME rules. The Bank has internal criteria that define connections between clients. These criteria reflect the Bank's interpretation
of Article (1)(a) in Law no. 161/2002 on Financial Undertakings, where groups of connected clients are defined. In line with the law, the capital
base from the last reviewed financial statements at 30 June 2012 is used to define large exposures.

The Bank has one large exposure to a group of connected clients that amounts to 16% of the Bank's capital base which is below the
aggregated 400% limit set by the law. No large exposure exceeds the maximum 25% set by the law.

The following tables show the Bank's large exposures as a percentage of the Bank's capital base, gross and net of eligible credit risk mitigating
effects. Note that group references might change between reporting periods, i.e. Group 1 might not be the same group in the two tables.

30.9.2012

Client groups Gross Net
(] (o0 o I R PP TS O P P PP PP PP PP PPPPPPPPPIN 70% 0%
LT (o TN o R PSSR PURPPRN 16% 16%
31.12.2011

Gross Net

56% 0%

27% 0%

15% 15%

islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2012 32 Amounts are in ISK million



Notes to the Condensed Consolidated Financial Statements

Liquidity Risk

44. The Bank defines liquidity risk as the risk of not being able to fund its financial obligations or planned growth, or only being able to do so
substantially above the prevailing market cost of funds.
Liquidity risk management

The Bank's main source of funding is customer deposits. The Bank's Treasury is responsible for the Bank's funding and liquidity management
within the limits approved by the Board and the Asset and Liability Committee. The Interbank desk manages the Bank's intraday liquidity.

Risk management is responsible for measuring, monitoring and reporting on the Bank's liquidity position.

The Bank's liquidity risk policy assumes that the Bank has at all times sufficient liquidity to meet liabilities and other obligations over the next
twelve months.

The tables below show the contractual payments of principal and interest for the Bank's financial liabilities. Thus, the total figures for each
liability class are higher than the respective balance sheet amount. Cash flows for payments of unknown nature, such as for floating rate, CPI
linked or foreign currency denominated instruments, are based on internal yield curves and forecasts.

For dated financial liabilities the amounts are grouped into maturity buckets according to contractual maturities of principal and estimated

contractual payments of interest. For demand deposits or other non-dated liabilities, the figures are grouped according to the first possible
required payment date.

Maturity analysis 30 September 2012

On Upto3 3-12 1-5 Over No
Financial liabilities demand months months years 5 years maturity Total
Short POSItIONS ....covviiiiiiie e - 10,493 - - - - 10,493
Deposits from Central Bank ...... 13 - - - - - 13
Deposits from credit institutions 33,342 3,005 5,630 - - - 41,977
Deposits from CUSIOMErS ........cccuvvveiieeiiniiiieeeeeee 354,595 47,678 37,379 44,769 22,387 - 506,808
Debt issued and other borrowed funds .................... 143 2,828 7,589 44,606 18,555 2,724 76,445
Subordinated 10ans ..........ccocceiiiiiiiii s - - 757 5,978 27,332 - 34,067
Other financial liabilities ..............ccoccovoieiiiniicnee, 37,030 1,935 599 - 294 214 40,072
Total financial liabilities 425,123 65,939 51,954 95,353 68,568 2,938 709,875

Off-balance sheet liabilities show the amount of contractual obligations that the Bank has taken towards customers, either by committing to lend
out money in the future or as third party guarantees. The amounts shown reflect the maximum amount, not taking into account the Bank's ability
to reduce overdraft or credit card limits before the current undrawn amount is fully utilised by the customer. These obligations all fall into the first
time bucket since contractually, on a case by case basis, the Bank could be required to fulfil these obligations instantaneously.

On Upto3 3-12 1-5 Over No

Off balance sheet liabilities demand months months years 5 years maturity Total
Financial guarantees ...........cccocceeiiiveeniiee e, 9,095 - - - - - 9,095
Undrawn loan commitments ..........ccccoecivieeeennnninnns 13,346 - - - - - 13,346
Undrawn overdrafts ..........ccooeriiiiieniieneeeene e 20,187 - - - - - 20,187
Credit card cOmmItmeNnts .........ccceeeeeeeiiiiiiiieeeeene 28,863 - - - - - 28,863
Total 71,491 - - - - - 71,491
Total non-derivative financial liabilities

and off balance sheet liabilities ...............ccccocvennn. 496,614 65,939 51,954 95,353 68,568 2,938 781,366

The table below shows the contractual cash flow of the Bank's derivative liabilities, i.e. derivatives that have a negative carrying amount at the
date of reporting. Derivatives with a positive carrying amount are detailed separately. For derivatives settled on a gross basis, the cash flow for
both legs of the derivative is shown, since netting cannot be applied upon settlement.
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44. Contd
On Upto3 3-12 1-5 Over No

Derivative financial liabilities demand months months years 5 years maturity Total
Gross settled derivatives

INFIOW e - 7,407 5,520 96,966 - - 109,893
OULFIOW ... - (6,897) (5,530) (113,584) - - (126,011)
Total - 510 (10) (16,618) - - (16,118)
Net settled derivatives ..........cccccceeeevciivieee e - (77) - - - - (77)
Total - 433 (10) (16,618) - - (16,195)

Maturity classification of assets is based on contractual maturity. For loans that were acquired at a deep discount and have not yet been
restructured, the contractual amount is scaled to reflect the carrying amount of the claim. For bonds and debt instruments in the banking book
the maturity classification is based on contractual maturity dates while for bonds and debt instruments held for trading the maturity classification

is based on the estimated liquidation time of the asset.

On Upto3 3-12 1-5 Over No

Financial assets demand months months years 5 years maturity Total
Cash and balances with Central Bank ..................... 19,827 67,232 - - - - 87,059
Bonds and debt instruments ..............ccoeeeeeeeeeeeeee. 1,876 15,515 - - 31,082 3,654 52,127
Shares and equity instruments ............cccccvveeeeiinnns - - 335 42 - 9,501 9,878
Loans to credit inStitutions ............cccccvvvvvenienninnnnnnnnn. 41,902 18,928 108 - 4 - 60,942
L0OAns t0 CUSTOMENS ......ccuvieiiieieiiiieeciee e 74 56,194 46,578 144,163 299,896 - 546,905
Other financial aSSets ...........uevvvvvvveviiiiiieieiiieiiieienenns 4,529 583 306 6,238 - 2,167 13,823
Total financial assets 68,208 158,452 47,327 150,443 330,982 15,322 770,734
Derivative financial assets

Gross settled derivatives

INFIOW e - 5,605 518 8,815 - - 14,938
OULFIOW . - (5,415) (430) (19,095) - - (14,940)
Total - 190 88 (280) - - (2)
Net settled derivatives - 65 - - - - 65
Total - 255 88 (280) - - 63
The tables below show the comparative amounts for financial assets and liabilities at the end of 2011.
Maturity analysis 31 December 2011

On Upto3 3-12 1-5 Over No

Financial liabilities demand months months years 5 years maturity Total
ShOrt POSITIONS ...ceveiiiiiiiiiieee e 9,346 - - - - - 9,346
Deposits from Central Bank ...........ccccocveeiiiieeninnen. 73 - - - - - 73
Deposits from credit institutions 49,527 12,209 1,077 - - - 62,813
Deposits from CUSTOMErS .........cccvvvvveeeeiiiiiiiee e, 351,478 53,730 28,670 25,411 12,907 - 472,196
Debt issued and other borrowed funds .................... 333 2,226 7,108 43,423 27,381 2,145 82,616
Subordinated loans ............cccevvveeennne. - 298 559 6,124 38,288 - 45,269
Other financial liabilities 22,379 13,188 3,156 570 392 148 39,833
Total financial liabilities 433,136 81,651 40,570 75,528 78,968 2,293 712,146
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44. Cont'd
On Upto3 3-12 1-5 Over No
Off balance sheet liabilities demand months months years 5 years maturity Total
Financial guarantees ...........cccocceeiviieeiiiee e, 6,893 - - - - - 6,893
Undrawn loan commitments 12,592 - - - - - 12,592
Undrawn overdrafts ........ccccveeeveiiiiiieeee s 21,449 - - - - - 21,449
Credit card COMMItMENtS ..........ccccoeviiiiiiiiieeiieee 22,202 - - - - - 22,202
Total 63,136 - - - - - 63,136
Total non-derivative financial liabilities
and off balance sheet liabilities ..............cccvveeeeennns 496,272 81,651 40,570 75,528 78,968 2,293 775,282
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months months years 5 years maturity Total
Gross settled derivatives
INFIOW oo - 6,258 2,498 78,562 25,000 - 112,318
OULFIOW ... - (6,131) (2,979) (194,688) (25,074) - (128,872)
Total - 127 (481) (16,126) (74) - (16,554)
Net settled derivatives - (38) - - - - (38)
Total - 89 (481) (16,126) (74) - (16,592)
On Upto3 3-12 1-5 Over No
Financial assets demand months months years 5 years maturity Total
Cash and balances with Central bank ..................... 22,937 35,055 - - - - 57,992
Bonds and debt instruments ............c.ccoeeeeeeeeeeeee. 6,617 16,494 82 152 31,361 3,956 58,662
Shares and equity instruments - - 525 48 - 10,534 11,107
Loans to credit iNnStitutions ............ccccvvvvvvnieniinininnnnn. 22,027 21,556 - - 72 - 43,655
LOANS t0 CUSTOMES ......uuuveriririiinininiiinininininenenenenenens - 50,523 46,877 169,833 297,161 - 564,394
Other financial asSets .........ccccvvvvvveeieiiiiiiiiiiieieeeiiiens - 2,567 237 2 - 380 3,186
Total financial assets 51,581 126,195 47,721 170,035 328,594 14,870 738,996
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months months years 5 years maturity Total
Gross settled derivatives
Inflow ...... - 8,069 773 33,058 - - 41,900
Outflow - (7,976) (692) (32,860) - - (41,528)
Total - 93 81 198 - - 372
Net settled derivatives - 21 - - - - 21
Total - 114 81 198 - - 393

As a part of managing liquidity risk, the Bank holds a portfolio of liquid assets to meet unexpected outflow of funds or a temporary shortage in
access to new funding. These assets are subject to strict criteria with respect to credit quality, liquidation time and price volatility. The table
below shows the composition and amount of the Bank's liquidity back-up at the end of 2011 and end of Q3 2012. The liquidity facility line with
the Government expired at end of September and is therefore no longer included in the Bank's liquid assets at end of Q3 2012.

Composition and amount of liquidity back-up

30.9.2012 31.12.2011

Cash and balances With CENtral BANK ............coooiiiiiiiiiie e 87,059 57,992
Domestic bonds eligible as collateral against borrowing at the Central Bank 15,177 55,024
FOreign gOVEIMMENT DONGS .......eiiiiiiiieiiie ettt h et e ekt e ettt e a et e e e a bt e st bt e e e sttt e e e e e e nnb e e e anbnee s 15,516 16,323
Short-term placements With Credit INSHIULIONS .........coii e e e e e e e e e e e e e e e e e nannees 55,485 36,695
GOoVernMENt IQUIAILY FACIIILY ....e.veieiiii ettt et e e et e e bt e e et e e et e e anbeeeannnees - 25,000
Composition and amount of liquidity back-up 173,237 191,034
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Market risk

45. The Bank defines market risk as the current or prospective risk to earnings and capital arising from adverse movements in the level or volatility

of prices of market instruments, such as those that arise from changes in interest rates, equity prices and foreign exchange rates.

Market risk management

The Bank's market risk appetite is determined by the Board of Directors. The Asset and Liability Committee (ALCO) decides on limits for
portfolios and products in accordance with the market risk policy approved by the Board. Risk management is responsible for monitoring and
reporting on the Bank's overall market risk positions and compliance to limits. The objective of market risk management is to manage and
control market risk exposures within acceptable parameters.

The Bank separates exposures to market risk into trading book and banking book (non-trading portfolios). The Bank's primary sources of
market risk in the trading portfolio are shares, debt instruments and foreign currency positions. All financial assets and liabilities in the trading
portfolio are recognised at fair value and all resulting changes are immediately reflected in the income statement. Market risk in the banking
book is mainly originated from mismatches in assets and liabilities with respect to currencies, interest reset dates and inflation indexation and
from shares and equity instruments acquired through restructuring. These mismatches are reported to management and are subject to
regulatory and internal limits.

Interest rate risk

46. Interest rate risk in trading portfolios

The fixed income trading unit invests mainly in government bonds and bonds issued by the Housing Financing Fund (HFF), which are
guaranteed by the Icelandic government. These positions can include short positions. The Bank holds a significant amount of highly liquid
foreign government bills in its liquidity portfolio. The bills are held for cash management purposes and can be liquidated with a short notice.

Trading bonds and debt instruments, long positions 30.9.2012 31.12.2011

MV Duration BPV MV Duration BPV
INAEXEA ...t 312 9.11 (0.28) 379 9.22 (0.35)
NON-INAEXEA ...t 16,450 0.46 (0.76) 17,231 0.32 (0.55)
Total 16,762 0.62 (1.04) 17,610 0.51 (0.90)
Trading bonds and debt instruments, short positions 30.9.2012 31.12.2011

MV Duration BPV MV Duration BPV
INAEXEA ...t 591 7.77 0.46 962 7.89 0.76
NON-INAEXEA ...t 46 9.35 0.04 364 8.17 0.30
Total 637 7.88 0.50 1,326 7.97 1.06
Net position of trading bonds and debt instruments 16,125 0.34 (0.54) 16,284 (0.09) 0.16
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47. Interest rate risk in the banking book
Interest rate risk in the banking book arises from the Bank's core banking activities. The main source of this type of interest rate risk is the risk
of loss from fluctuations in future cash flows or fair value of financial instruments as interest rates change over time, reflecting the fact that the
Bank's assets and liabilities are of different maturities and are priced relative to different interest rates.

Banking book interest rate adjustment periods on 30 September 2012

0-3 3-12 1-2 2-5 5-10 Over 10

Assets months months years years years years Total
Cash and balances with Central Bank ..................... 84,902 - - - - - 84,902
Bonds and debt instruments ...........ccccoiiiiniiiennnne. 32,347 1,959 430 456 571 60 35,823
Loans to credit inStitutions ...........cccceevieiiniieeniinen, 60,834 108 - - - - 60,942
L0OANS t0 CUSTOMENS .....cccuvviiiiiiieiiiieeiiee e 388,782 35,228 32,703 74,084 1,328 14,780 546,905
Total assets 566,865 37,295 33,133 74,540 1,899 14,840 728,572
Off balance sheet items..........ccccooiiiiiiiiiiiiiiiiiee 56,910 7,301 10,901 1,505 113 - 76,730
Liabilities

ShOrt POSITIONS ...eevieiiiiiiiiee e - 3,208 1,314 880 - - 5,402
Deposits from Central Bank ...........ccccoeiiiiieneinnnnns 13 - - - - - 13
Deposits from credit inStitutions .............cccceeeeeeennes 36,338 5,570 - - - - 41,908
Deposits from CUSIOMErS ........cccuveieieeiiiiiiiiee e 476,098 1,559 1,563 1,573 1,751 - 482,544
Debt issued and other borrowed funds .................... 8,802 - - 4,683 48,374 2,634 64,493
Subordinated 10ans ... 22,093 - - - - - 22,093
Total liabilities 543,344 10,337 2,877 7,136 50,125 2,634 616,453
Off balance sheet items .........ccccoooiiiiiiiiiiiiiiiee 60,614 7,463 11,108 1,538 - - 80,723
Net interest gap on 30 September 2012 19,817 26,796 30,049 67,371 (48,113) 12,206 108,126

Banking book interest rate adjustment periods 31 December 2011

0-3 3-12 1-2 2-5 5-10 Over 10

Assets months months years years years years Total
Cash and balances with Central Bank ..................... 56,016 - - - - - 56,016
Bonds and debt instruments 32,218 1,153 1,069 370 1,398 4,458 40,666
Loans to credit institutions ... 43,551 104 - - - - 43,655
LOANS tO CUSTOMENS ........uuuviririiiiiiiiiiiiiiiiiiiiiiiiiieiinee 420,171 27,158 35,739 63,895 1,914 15,517 564,394
Total assets 551,956 28,415 36,808 64,265 3,312 19,975 704,731
Off balance sheetitems ........c.cccceviiiiiniciiiec, 59,201 - 10,007 3,115 113 - 72,436
Liabilities

Short POSItIONS ....covviiiiiiii e - 3,567 1,815 477 - - 5,859
Deposits from Central Bank ...........cccoccvvernieeennnnen. 73 - - - - - 73
Deposits from credit institutions ............cccoccveeevnnen. 61,711 1,061 - - - - 62,772
Deposits from CUSTOMErS .........covvveeiiiiieiiiieiiieeenn 456,329 3,383 759 807 1,665 - 462,943
Debt issued and other borrowed funds .................... 7,221 - - 6,679 49,133 188 63,221
Subordinated 10ans ...........cccceeiiiiiiiiieiee e 21,937 - - - - - 21,937
Total liabilities 547,271 8,011 2,574 7,963 50,798 188 616,805
Off balance sheetitems ........c.cccceviiiiniiciiiec e, 62,484 - 9,862 3,070 - - 75,416
Net interest gap on 31 December 2011 1,402 20,404 34,379 56,347 (47,373) 19,787 84,946
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Currency risk

48. Currency risk is the risk that earnings or capital may be negatively affected by the fluctuations of foreign exchange rates, due to transactions in
foreign currencies or due to a mismatch in the currency composition of assets and liabilities.

Currency analysis 30 September 2012

Assets EUR USD GBP CHF JPY Other Total
Cash and balances with Central Bank...................... 395 161 67 31 21 255 930
Bonds and debt instruments...............ccoeeeeeeeeeeeeee. 6,791 8,421 73 1 - 1,079 16,365
Shares and equity inStruments.............ccocceeeeeneiinns 454 228 22 - - - 704
Loans to credit institutions 23,479 19,515 3,303 677 2,363 6,974 56,311
LOANS tO CUSTOMEIS.......uuuvurerireinririniiiiininenennnennnenenens 60,338 15,847 4,116 15,912 17,395 2,491 116,099
INnvestments in asSOCIates............vvvvuvvevevevevenennnnnnnnns 20 551 - - - 367 938
OthEr @SSELS.....cvvvviiiiiiiiieieieiiieieiaeeeeeeeeeeeae e reaeaeaeaanens 159 1,409 126 - 2 37 1,733
Total assets 91,636 46,132 7,707 16,621 19,781 11,203 193,080
Liabilities

Deposits from credit institutions .... . 163 152 - - - - 315
Deposits from CUSIOMETrS ........cccuveieieeiiiiiiiiee e 31,239 25,861 4,883 753 837 5,472 69,045
Debt issued and other borrowed funds ................... - - - - - 78 78
Subordinated 10ans ............ccevvvvvviiiiieviiiiireiias 22,093 - - - - - 22,093
Other liabilitieS........ccooeeieieieie e 1,166 3,293 608 1 15 221 5,304
Total liabilities 54,661 29,306 5,491 754 852 5,771 96,835
Non-adjusted foreigh exchange

on balance sheet imbalance .................................... 36,975 16,826 2,216 15,867 18,929 5,432 96,245
Adjustment of currency

imbalance for FX/ISK 10ans .........ccccccvvvvviviiviiiiinnnnn, 7,317 981 143 7,301 6,983 228 22,953
Adjusted imbalance 29,658 15,845 2,073 8,566 11,946 5,204 73,292
Off balance sheet items

Off balance sheet assets .........ccccceeveiiiil 2,312 12,426 - 40 1,802 1,379 17,959
Off balance sheet liabilities 19,133 24,344 641 8,993 14,113 1,403 68,627
Net off balance sheet items (16,821) (11,918) (641) (8,953) (12,311) (24) (50,668)
Net currency imbalance

on 30 September 2012..........cooeeiiiiiiiieieeee e 12,837 3,927 1,432 (387) (365) 5,180 22,624
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48. Cont'd
Currency analysis 31 December 2011
Assets EUR USD GBP CHF JPY Other Total
Cash and balances with Central Bank ..................... 491 124 63 36 10 226 950
Bonds and debt instruments ..............ccoeeeeeeeeeeeeen. 5,919 5,890 - - - 5,238 17,047
Shares and equity INStruments ............cccccceeeeneiinns 630 122 213 - - - 965
Loans to credit inStitutions ...........cccccvvvvvenieinininininnn. 18,866 10,355 1,492 1,236 382 5,220 37,551
L0oans to CUSIOMENS .......ccvvveeeeeeeiiiiieee et 60,941 18,176 4,813 22,681 25,082 2,473 134,166
INnvestments in asSSOCIAteSs ...........uvvvvvvvvevivevivinenennnnns 20 433 - - - - 453
OthEr @SSELS ...cevviviiiiiiiiieieieiiieieeee e reaeaeaeaeaens - - - - - - -
Total assets 86,867 35,100 6,581 23,953 25,474 13,157 191,132
Liabilities
Deposits from credit inStitUtions .............cccceeeeeennes 2,511 380 135 11 2 95 3,134
Deposits from CUSIOMErS ........occuvvieieeiiiiiiiiee e 21,307 19,451 4,557 725 536 8,547 55,123
Debt issued and other borrowed funds .................... - - - - - 14 14
Subordinated 10ans ............ccevvevveeiiiiiiiiiiiieiiiaas 21,937 - - - - - 21,937
Other liabilities .......ccoeeeieiiieieee e - - - - - - -
Total liabilities 45,755 19,831 4,692 736 538 8,656 80,208
Non-adjusted foreign exchange
on balance sheet imbalance .................................... 41,112 15,269 1,889 23,217 24,936 4,501 110,924
Adjustment of currency
imbalance for FX/ISK 10ans .........cccccooevvviveeeeeeeinnns 16,007 3,075 806 12,638 13,210 912 46,648
Adjusted imbalance 25,105 12,194 1,083 10,579 11,726 3,589 64,276
Off balance sheet items
Off balance sheet assets 4,265 17,238 38 239 2,459 76 24,315
Off balance sheet liabilities ...........c.cccoevvveeeieiiiinnnns 21,176 25,427 294 11,106 15,011 1,891 74,905
Net off balance sheet items (16,911) (8,189) (256) (10,867) (12,552) (1,815) (50,590)
Net currency imbalance
on 31 December 2011.......ccccceeeeeiiiiiiiieeeee e, 8,194 4,005 827 (288) (826) 1,774 13,686

Derivatives

49. The Bank uses derivatives to hedge currency exposure, interest rate risk in the banking book as well as inflation risk. The Bank carries relatively
low indirect exposure due to margin trading with clients and the Bank holds collateral for possible losses. Other derivatives in the Bank held for
trading or for other purposes are insignificant.

Inflation risk

50. The Bank is exposed to inflation risk since the value of CPI-indexed assets exceeds CPl-indexed liabilities. The value of these assets and
liabilities changes according to changes in the CPI at any given time and all changes in the CPI index affect profit and loss. On 30 September
2012 the CPI gap amounted to ISK 17.0 billion (31 December 2011: ISK 22.2 billion). Thus, a 1% increase in the index would have a positive
impact on the profit and loss account to the amount of ISK 170 million in profit and a 1% decrease would result in a corresponding loss, other
risk factors held constant.
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Capital management

51. Under Icelandic law the minimum capital requirement is 8.0% of risk weighted assets in accordance to the EU capital requirements directives
(CRD).

As part of the conditions for granting the Bank an operating license as a financial undertaking, the Icelandic Financial Supervisory Authority
(FME) required the Bank to maintain a minimum Core Tier 1 ratio of 12% of risk weighted assets and a total capital ratio, allowing for
subordinated Tier 2 debt, of 16% for the first three years of operations.

Capital requirements in excess of the legal minimum of 8% of risk weighted assets are now discretionary based on the outcome of the results
from the Bank's Internal Capital Adequacy Assessment Process (ICAAP) and the Supervisory Review and Evaluation Process (SREP)
conducted by the FME.

Current capital ratios are well in excess of both internal and regulatory requirements.

The Bank's regulatory capital calculations for credit risk and market risk are based on the standardised approach and the capital calculations for
operational risk are based on the basic indicator approach. Market risk exposure for currency risk is based on the adjusted currency imbalance
described in note 48.

The table below shows the capital base, risk weighted assets and capital ratios of the Bank at 30 September 2012 and 31 December 2011. In
addition, the table shows the official capital ratios based on reviewed retained earnings at 30 June 2012.

30.9.2012 31.12.2011
Tier 1 capital

(@170 [1a T T R g Lo T (=N o= o] = | AP PR UPOPPPPRUTRIORY 10,000 10,000
ST e =N o] (=T 0 11T E O OO SO PPPPTPT R PRPPPP 55,000 55,000
Other reserves 2,731 2,661
RELAINEH BAIMINGS ...t ie ettt e e oot et e e e e e ettt ettt e e e sa s be e et e e e e e o Rabe e e e e e e e nbe b bt e a2 e nnbbbe e e e e e e ansbbeeeeeeeaannbnneeeaeeanns 71,235 55,133
[N (o] R oteT gl o] | ITaTo g1 (=] (=T TSP O T OP TP PPPT T PRPPPP 1,079 909
I R E1] = ST T TP PPTT R RPOPPPPION (1,533) (2,629)
[ e=TaTo] o] (SR T = K S PP PPPT U POPUPPPPTTRION (602) (544)
Other reguIAtory AOJUSTMENES .........oi ittt e ettt e e e e ettt et e e e s e s be b et e e e e e s kb be e e e e e e e aabbeeeeeeeeassbbeeeae e e e nnbnnaeeaannnes (436) -
Total Tier 1 capital 137,474 120,530
Tier 2 capital
Other reguIAtory AOJUSTMENES ........oii ittt ettt e e e e ettt e e e e e s e abe b et e e e e e s abbe e e e e e e e anbbeeaeeaaanbbsseaeesaaassbneeeaeeaannne (436) -
Qualifying subordinated ADIIILIES ...........ooii ittt e e e e et e e e e e e bbb et e e e e e e ssbreeeaeeeannnnnreen 22,093 21,937
Total capital base 159,131 142,467
Risk weighted assets
= AUE TO CTEAIL FISK ..ttt b et e e e s b e e e s b e e e s bbb e e s sbb e e e s b et e e e abe e e e s b e e e s sbb e e e ebnee s 550,724 532,301
S AUE O MATKET FISK: L.t e e b e e e e s b e e e s bt e e e st e e e s ba e e e saba e e e aines 25,060 16,695
Market risk, trading book 1,685 1,895
Currency risk FOreign @XCHANGE ..........ueiiiii et e e e ettt e e e s e e e e e e e e s bbb e e e e e e e annnbrneeaaeeas 23,375 14,800
Ee (U=l (ol o] oJ=] = 11 (o] P LI £ IS OO PPT TS POPPPPPPRTRPOTIRE 80,423 80,423
Total risk weighted assets 656,207 629,419
Capital ratios
LI L] O R = o TP U PO UPR PP PRPP 20.9% 19.1%
RIe] = o= To] | c= LI = L1 [ OSSO PO PP PPPPTN 24.3% 22.6%
OFfICIAI THEE L FALIO. ...eee ittt h bt e e e b e e e s b e e e e bt e e e bb e e e s b e e e skt e e e s bb e e e s bae e e sibeeesannes 20.2% 19.1%
(@11 Te e o= o] = 1 = £ o TP T PSP UPPPPPPTPTPRPINY 23.5% 22.6%
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