








Condensed Consolidated Statement of Comprehensive
Income for the nine months ended 30 September 2010

Notes 2010* 2010* 2009
1.7-30.9 1.1-30.9 1.1-31.12
INEEIESE INCOMIE ...ttt e e et e e e bt e e e e eat b e e e eabbe e e e anane e e snnnas 14,679 51,643 86,913
Interest expense ( 4,622) 21,306) (54,929)
Net interest income 5 10,057 30,337 31,984
Fee and COMMISSION INCOME ........ooiiiiiiiiiieie e e 2,937 8,084 10,130
Fee and commission expense ( 1,035) 2,850) ( 3,069)
Net fee and commission income 1,902 5,234 7,061
Net financial (I0SS) GAIN ....ouviiiiiie e e e et ee e e s e e e snreeeennraeeeas 6-7 (6,804) 13,126) 11,137
Other net OPerating iNCOME ........oiiuiiiiieiii ettt 8 217 696 2,760
Income due to revised estimated future cash flows from loans ............cccccoovvviniiiieenn. 1,227 25,124 18,419
Net impairment losses 4,345 17,537) (26,326)
Operating income 10,944 30,728 45,036
Administrative expenses 9-10 ( 4,653) 13,948) (  16,113)
Net gain (loss) on non-current assets classified as held for sale ..........c.ccccceiiiiiiniennn. 164 262 ( 263)
Share of profit (I0SS) Of @SSOCIALES ......ccoouiiiiiiiiie e ( 50) 0 0
Profit before income tax 6,405 17,042 28,660
[gTole] 441 v= TP PPR PP 11 ( 1,544) 3,891) ( 4,678)
Profit for the period 4,861 13,151 23,982
Other comprehensive income
Foreign currency translation differences for foreign operations ............cccoceveveeiiieiieennene ( 4) 11) 2
Other comprehensive income for the period ( 4) 11) 2
Total comprehensive income for the period 4,857 13,140 23,984
Attributable to:
Equity holders of iSIandshanki hf. .............cccoevoveieiiccceeee e 4,807 13,093 23,901
NON-CONEIOIING INTEFESES ....oueieiiiiiiie it 54 58 81
Profit for the period 4,861 13,151 23,982
BasiC €arNiNgS PO SNAE .....o.uiiiiiiiii ettt et e e e e e e ee e 12 1.31 2.39
Diluted €arnings PEIF SNAIE .........oii it e e e b 12 1.31 2.39
* unaudited information
The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements
islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2010
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Condensed Consolidated Statement of Financial Position

as at 30 September 2010

Notes 30.9.2010 31.12.2009
Assets
Cash and balances with Central Bank ... . 4,13 26,267 38,743
DEIIVALIVES ..vvveeitiiiee ittt et e st e e st e st e e st e e e st e eeaesteeeesstneeeessnaeeesnsaeeeenreeeaas 4,14 58 0
Bonds and debt INSIIUMENLS .......ccoiiiiiiiiiiiiee e e e e e e e e seanees 4 78,683 66,701
Shares and equity instruments 4 2,300 2,250
Loans to credit INSHLULIONS .........uviiiiee e e e e e e e e e e e e 4,15-17 97,327 87,416
LO@ANS 10 CUSTOMIEIS ...ttt e e e e sttt e e e s s sttt e e e e e e e e s nbnbbeeeeeeeesennnnnnee 4,18-21 466,392 489,611
INVESTMENLS IN ASSOCIALES ....vvvviiiieeeieiiiiiii e e e e e e e e e e e e s e s eeeeaeeaseaes 22 637 827
INVESTMENT PIOPEITY ..eeiiieieeiitiee ettt st e e s e e e e e e e nes 25 1,365 2,056
Property and @QUIPMENT .........eiii ittt ettt et e e ibe e e e esnn e e e nnes 2,248 1,771
[ e TaTo L o] (SI= T Y= £ SRS 207 107
DEFEITEA tAX ASSELS ..uvviiiiieeiii ittt e s e e e e e e s et e e e e e e s e e sntaaaaeeaeaeas 395 84
Non-current assets held fOr SAIE .........ccvveiiiiie i 20,532 19,014
(01 [T 1T =Y £ USSP UPRPRNE 26 18,437 8,761
Total Assets 714,848 717,342
Liabilities
Financial labilitieS ..........eviiiiei e a e e 4 8,128 7,332
DEIIVALIVES ..veveeiiiiiee ittt et e st e e st e e e st e e st e e e st e e e e ssteeeeantseeeessnaeeesnsaneennnraeeaas 4,14 3 0
Deposits from Central Bank ............oocuiioiiiiiiiiiie et 4,27 10 28
Deposits from credit INSHIULIONS ..........ooiviiiiiiiee e 4,27 117,495 139,064
DepOoSitS frOM CUSIOMIEIS ....coouuiiiiiiiiie ettt e e sab e e e steeeeees 4,28,29 341,652 339,659
Debt issued and other borrowed fuNds ...........cocvviiiiiiie i 4,30 57,690 69,190
5101 ool o [TaT= 11=To [ [ = Uy I3 USSP 4 21,389 24,843
CUrrent taX HADIlTIES .....cicvveeieieie e e e e e e st e e st eeeenaeeeennes 9,026 4,807
Deferred taxX abilitieS ...........oiiiiiiiiie e e e e 70 354
Non-current liabilities held fOr SAlE .........cccveiiiie e 17,078 16,905
Other HADIILIES ...eeeeiueiie et e e e s tae e e s tre e e e enbe e e e e nnreeeaanes 31 37,064 23,057
Total Liabilities 609,605 625,239
Equity
SNAre CAPITAL ... e e e e e e e 32 10,000 10,000
SNAIE PrEIMIUM ..ottt e et e e eeee s 32 55,000 55,000
OtNEI TESEIVES ...ttt s et e e e e e e et e e e e e e e e st e et eaeeesaaaatbeaaaaaeaaas 2,470 2,059
REtAINEA CAMINGS ...oivvieiiiiiie e st e et e e e e e e e e et e e e e saeeeeesntaeeesnsaeeeessnneeesnnaeeeans 36,875 24,204
Total equity attributable to the equity holders of islandsbanki hf. 104,345 91,263
NON-CONIOIING INTEIESES .....eiiieiiie ittt e e e snne e e 898 840
Total Equity 105,243 92,103
Total Liabilities and Equity 714,848 717,342

The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements
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Condensed Consolidated Statement of Changes in Equity
for the nine months ended 30 September 2010

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

capital premium reserves earnings Total
Equity @t 1.1.2009 .......ccoiviiiiieieiee e 10,000 55,000 240 2,120 67,360 670 68,030
Translation differences for foreign operations ....................... 2 2 2
Contribution to statutory reserve .... . 1,817 ( 1,817) 0 0
Profit for the period ..o 23,901 23,901 81 23,982
Total recognised income and expense for the period ........... 0 0 1,819 22,084 23,903 81 23,984
ISSUEd NEW ShArES ........ooiiiiiiiiieiie e 0 89 89
Equity at 31.12.2009 10,000 55,000 2,059 24,204 91,263 840 92,103
Equity at 1.1.2010 10,000 55,000 2,059 24,204 91,263 840 92,103
Translation differences for foreign operations ....................... ( 11) ( 11) 0 ( 11)
Contribution to Statutory reSEerve ..........ccoocceeeeiveeeerieeeenenen. 422 ( 422) 0 0
Net income recognised directly in equity .. 0 0 411 ( 422) ( 11) 0 ( 11)
Profit for the period ... 13,093 13,093 58 13,151
Total recognised income and expense for the period ........... 0 0 411 12,671 13,082 58 13,140
Equity at 30.9.2010 10,000 55,000 2,470 36,875 104,345 898 105,243

The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements
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Condensed Consolidated Statement of Cash Flows
for the nine months ended 30 September 2010

2010
Notes 1.1-30.9
Net cash (used in) provided by operating activities 13,983)
Net cash (used in) provided by investing activities 293)
Net decrease in cash and Cash EQUIVAIENTS ..........co.uiiiiiiiiii e 14,276)
Effects of exchange rate changes on the balance of cash held in foreign currencies ............ccccoevoienieiniecneeene 114)
Cash and cash equivalents at the beginning Of the YEAr ...........ooo i e 53,317
Cash and cash equivalents at the end of the period 38,927
Reconciliation of cash and cash equivalents:
Cashinhand ........cc.ccocvvviiiiiiinienns 13 1,943
Cash balances with central banks 13 18,527
BANK BCCOUNES ...ttt s e e e et e e e s e e R e e e e s e e s m e s e e n e s e e nre e e e smeenneenne e e 15 18,457
Total cash and cash equivalents 38,927
The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements
islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2010 7 ISK million
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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 Condensed Consolidated Interim Financial Statements for the
nine months ended 30 September 2010 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 30
November 2010.

Comparative information under note 35 for custody assets has been changed from 1,473,873 as presented in the Consolidated Financial
Statements 2009 to 682,166 due to revaluation of assets.

Basis of preparation
Statement of compliance

The unaudited Condensed Consolidated Interim Financial Statements for the nine months ended 30 September 2010 have been prepared on a
going concern basis in accordance with the International Financial Reporting Standards (IFRS), as adopted by the European Union. The
Financial Statements are presented in accordance with the International Accounting Standard (IAS) 34 Interim Financial Reporting, with the
exception of comparative amounts in the Condensed Consolidated Statement of Comprehensive Income, Condensed Consolidated Statement
of Changes in Equity, Condensed Consolidated Statement of Cash Flows and related notes which are presented for the whole year ended 31
December 2009.

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 for the period ended 31 December 2009. The Financial
Statements are available at the Bank's website www.islandsbanki.is.

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 2009.

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

Assumptions and uncertainties in relation to the Bank's loan assets

There are great uncertainties in most of the input parameters and assumptions used in the valuation process of the assets acquired at a deep
discount on 15 October 2008 from Glitnir. The Bank's management has, however, striven to reach the best appropriate value estimates based
on known facts, their knowledge of the customers and the market and on official macroeconomic forecasts from the Central Bank of Iceland, the
IMF and the OECD.

Factors that can affect the recovery value of the loan portfolio include macroeconomic parameters such as the unemployment rate, inflation and
wage growth, actions taken by the government to facilitate and ease debt service and possible new legislation that lengthens the collection
process or increases taxation and the extent of customer participation in flexible maturity and payment equalisation programmes.

The valuation was based on expected five-year cumulative losses with conservative estimates for collateral values and a prudent risk premium.
The Bank's management is confident that the valuation of the acquired portfolio was robust enough to absorb the effects of realistic
perturbations in applied assumptions.

At 30 September 2010 the economic environment and uncertainties surrounding the valuation of the financial assets acquired at a deep discount
remain largely unchanged.

Islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2010 9 ISK million



Notes to the Condensed Consolidated Financial Statements

2. contd
Going concern

Since the start of its operations on 15 October 2008, the Bank has taken significant steps towards aligning the organisation and operations to
reflect its commercial strategy. The main emphasis has been on strengthening the risk and control environment and redefining processes and
policies with a view to adopting best practice methods and improving risk awareness.

The Bank monitors its loan portfolio closely in the context of developments within the Icelandic economy as well as in markets abroad and has
strengthened its debt management functions in order to ensure maximum recovery of its assets.

The Bank is subject to currency risk due to a mismatch in the contractual currencies in the assets and liabilities of the Bank. This imbalance has
been offset to some extent by loans with non-ISK contractual currency to borrowers with ISK-based income. These loans are effectively treated
as ISK assets whereby the Bank impairs against related increases in loan balances due to depreciation of the ISK. These borrowers have been
offered the option to convert their non-ISK loans into ISK-based loans at a discount.

Earlier this year the Supreme Court ruled that certain types of FX contracts should be considered as ISK loans and the principal could not be
linked to foreign currencies. The Supreme Court subsecquently ruled that the lowest published Central Bank interest rates should be applied to
these contracts instead of the contractual interest rates. The financial impact of these rulings are already reflected in the accounts.

There is still substantial uncertainty as to which foreign currency loans will be deemed to be illegally linked to foreign currency. The Bank has
made an assessment of the possible financial impact should all foreign currency denominated loans where there is any doubt of legitimacy be
deemed illegal and the lowest Central Bank rates applied as in the case of the car loans. The Bank's current provisions cover this unlikely
outcome and the impact on the Bank's equity would not be material. The Bank's total capital ratio would remain well above 16%. These court
rulings are further discussed under note 36.

At present, most of the Bank's funding is from on-demand deposits. The Bank is confident that this will change over the coming years as
investors’ risk aversion reduces and they start seeking higher yielding investment opportunities. In the future, the Bank will focus on extending
the maturities of its deposit base and at the same time start issuing short term unsecured notes and, to some extent, longer term secured
bonds. Access to funding in foreign currencies will be limited in the short to medium term, although international markets are improving rapidly.

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 the
resources to continue in business for the foreseeable future. Therefore, the financial statements continue to be prepared on a going concern
basis.

islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2010 10 ISK million



Notes to the Condensed Consolidated Financial Statements

Quarterly statements

3.

4.

Operations by quarters:

Q3* Q2z* Q1+
2010 2010 2010
[N =T g T (=TS AT g Voo o = SRR 10,057 9,802 10,478
Net fee and COMMISSION INCOME .......coiiiiiiiiiic ettt aaaees 1,902 1,708 1,624
[N = T = L o= U T g T o] o = USRS 6,804) ( 4,289) ( 2,033)
Other Net OPErating INCOME ........ueiiiiie ettt e e e e e et e e e e e s abe e e e e e e e ababe e e e e e e eanneeeas 217 392 87
Revised estimated Cash fIOWS ........cooiiiiiiiiiie e 1,227 23,895 2
Net impairment losses ....... 4,345 ( 20,335) ( 1,547)
Administrative expenses 4,653) ( 4,941) ( 4,354)
Other INCOME (EXPENSES) ..ueeeieeeiiitiitteee e e e ettt e e e e s e asttbeeeaeaeaasbeseeeaeaaabbbeeeeeeesaanbbbeeaaeesaannbnsneeeaannnes 114 15 133
Profit DEfOre INCOMIE TAX ...vviiiieii et e e e e e e st e e e e e e etabe e e e e e ennnrenees 6,405 6,247 4,390
[[a[To] 1 = - O T TP T U OP PR OPPP 1,544) ( 1,540) ( 807)
Profit for the period 4,861 4,707 3,583
*Q2 results are reviewed. The split between Q1 and Q2 is unaudited as well as the Q3 results.
Financial assets and liabilities
The following table describes the carrying value of financial assets and financial liabilities.
At 30 September 2010 Held Designated Other Total
for at fair value Loans & amortised carrying
Notes trading through P&L receivables cost amount
Loans and receivables
Cash and balances with Central Bank .............cccccvveeeen. 13 26,267 26,267
Loans to credit iNStitUtioNS .............vevvvevimiiiieiiiiiiiiiiininnns 15-17 97,327 97,327
Loans to customers 18-21 466,392 466,392
Loans and receivables 0 0 589,986 0 589,986
Bonds and debt instruments
(IS =T SRR 48,324 48,324
Unlisted 30,359 30,359
Bonds and debt instruments 48,324 30,359 0 0 78,683
Shares and equity instruments
Listed ..... 602 140 742
Unlisted 1,558 1,558
Shares and equity instruments 602 1,698 0 0 2,300
DErivatiVES .......ccoooeiiiieeee 14 58 58
Total financial assets 48,984 32,057 589,986 0 671,027
Financial llabilities ..........cceeeviiiiiiiie e 8,128 8,128
DErivatiVES .......ccooeeiiiieeee 14 3 3
Deposits from Central Bank ..........ccccccveiiiieiiiieeiniiieinns 27 10 10
Deposits from credit iNStitUtioNS ...........ccccvveeeeeeiiniiiiieeeenn. 27 117,495 117,495
Deposits from CUSTOMENS ........covviiiiriiieiiiee e 28-29 341,652 341,652
Debt issued and other borrowed funds ............cccoeeeeeiinnnn. 30 57,690 57,690
Subordinated 10aNnS .........ccoviviiiiiee i 0 21,389 21,389
Total financial liabilities 8,131 0 0 538,236 546,367

Islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the nine months ended 30 September 2010 11
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Notes to the Condensed Consolidated Financial Statements

4.

Cont'd
At 31 December 2009 Held Designated Other Total Fair value
for at fair value Loans & at amortised carrying

Notes  trading through P&L receivables cost amount
Loans and receivables
Cash and balances with Central Bank ............... 13 38,743 38,743 38,743
Loans to credit institutions 15-17 87,416 87,416 87,416
Loans t0 CUSTOMETS ........uvuveumrmnrnirirenininininennnenens 18-21 489,611 489,611 489,611
Loans and receivables 0 0 615,770 0 615,770 615,770
Bonds and debt instruments
Listed ..ooooeieiii 36,271 0 36,271 36,271
UNISted ..o 30,430 30,430 30,430
Bonds and debt instruments 36,271 30,430 0 0 66,701 66,701
Shares and equity instruments
Listed ..o 477 63 540 540
UNISted ..o 1,710 1,710 1,710
Shares and equity instruments 477 1,773 0 0 2,250 2,250
Total financial assets 36,748 32,203 615,770 0 684,721 684,721
Financial liabilities ..............uvvvvvvvviviviiiiiiiiiiiieinnnns 7,332 7,332 7,332
Deposits from Central Bank ..... 27 28 28 28
Deposits from credit institutions ... e 27 139,064 139,064 143,752
Deposits from cuStomers .........ccccceevvvveeinneeennnn. 28-29 339,659 339,659 339,659
Debt issued and other borrowed funds ............... 30 69,190 69,190 69,190
Subordinated 10ans ........cccccoeevviiiiee e 24,843 24,843 24,843
Total financial liabilities 7,332 0 0 572,784 580,116 584,804
islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Net interest income

5. Netinterest income is specified as follows: 2010 2010 2009
1.7-30.9 1.1-30.9 1.1-31.12

Interest Income:
Cash and cash balances with Central Bank .............ccoiiiiiiiii e 297 1,004 3,002
LOANS AN FECEIVADIES .......oiiiiiiiiiii e e e e et e e e e e e e iabe e e e e e e eanbeeeeas 13,767 48,277 75,196
Financial assets held fOr trading ...........coouiiiiiii e 128 660 1,830
Financial assets designated at fair value through profit or [0SS ............cooiiiiiiiiiiiieii s 480 1,677 159
Financial assets Share subscription 0 0 5,709
Other assets 7 25 1,016
Total interest income 14,679 51,643 86,913
Interest expenses:
Deposits from credit institutions and Central Bank ..............cccoouiiiiiiiiiiiieic e ( 819) ( 3,437) ( 11,045)
DT o1 | OO TP U PP PP ORI PPPOTR ( 3,223) ( 13,109) ( 34,061)
20T (01111 o o SO U TP U PPTT TP ( 101) ( 3,264) ( 7,673)
18] ool o [1gF=1 =To I (o =T o S PO T TN ( 261) ( 795) 0
Financial liabilities held fOr trading ..........c..eeiiii i e ( 83) ( 335) ( 503)
Other INTErEST EXPENSE ... ..eeeiiiee ittt e e ettt e e e e s be e et e e e e e s bbb ee e e e e e eaanbbbeeaeeesaannnnseeeeaannnes ( 135) ( 366) ( 1,647)
Total interest expenses ( 4,622) ( 21,306) ( 54,929)
Net interest income 10,057 30,337 31,984

Financial income

6. Financial income is specified as follows: 2010 2010 2009

1.7-30.9 1.1-30.9 1.1-31.12

Net (loss) gain on financial assets held for trading ............coooueiiiiiiiiii e ( 185) ( 21) 142
Net gain (loss) on fin. assets and liabilities designated at fair value through P&L ......................... 257 ( 341) 143
Net foreign exchange (I0SS) GaAIN ......oooiiiiiiiiiee e e e ( 6,876) ( 12,764) 10,852
Total ( 6,804) ( 13,126) 11,137

7. Net gain (loss) on financial assets and liabilities designated at fair value through profit or loss is specified as follows:

LS T LTSRS 257 ( 341) 131
Bonds and 10aNS 0 CUSTOMETS ........uuuuuiiii s 0 0 12
Total 257 ( 341) 143

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

Other net operating income

2010 2010 2009
8.  Other net operating income is specified as follows: 1.7-30.9 1.1-30.9 1.1-31.12
Agency fees and SLA fees 80 272 568
RENEAIINCOME ... e st sre e e e e e nreeens 3 60 141
GaiNS ON NON-CUITENE BSSELS .....oeiiiiiiiiiiiiie ittt e e s e s siee e 0 0 1,698
Other Net OPErating INCOME ....c..iiiiiiiie ettt ettt e e ebn e annees 134 364 353
Other net operating income 217 696 2,760
Administrative expenses
2010 2010 2009
9. Administrative expenses are specified as follows: 1.7-30.9 1.1-30.9 1.1-31.12
Salaries and related EXPENSES .....coiiuiiiiiiie ettt e e e et e e e e e e e e e e ararraeaaa e 2,094 6,691 8,036
Other admiNISIratiVe EXPENSES ....cc.uiiiiiiiieiiiie ettt ettt e st e e bb e e sanr e e e anbeeenaes 2,403 6,842 7,569
Depreciation and amortisation 156 415 508
Administrative expenses 4,653 13,948 16,113
Included in other administrative expenses is 919 million for the Depositor's Insurance Fund. The amount for 2009 was 672 million.
Staff and related expenses
2010 2010 2009
10. Salaries and related expenses are specified as follows: 1.7-30.9 1.1-30.9 1.1-31.12
SAIANIES ..ot e e e 1,710 5,394 6,597
PENSION EXPEINSES ....eeiiiiiiiiiiii ettt ettt e e e ettt e e e e e sk b b et e e e e e e e aababe e e e e e e easnbbseeeaeaeanbreaaeaaanes 228 720 890
Social security charges ... 149 486 428
(O 13T ST PO PP UPUTOPPPI 7 91 121
Salaries and related expenses 2,094 6,691 8,036

Effective income tax rate

11. Taxes for the nine month period to 30 September 2010 are calculated at 18%. The effective income tax rate in the Bank’s income statement is

22,8% for the nine month ended 30 September 2010. The difference is specified as follows:

2010 2009
1.1-30.9 1.1-31.12
Profit DEOre taX.......uvviiiiiii i 17,042 28,660
Income tax calculated on the profit of the period...........ccccooiiiiiiii 3,068 18.0% 4,299 15.0%
Taxable gain on arising outside profit and [0SS ..........ccccoviiiiiiiriiie e 388 2.3% 406 1.4%
Correction in accordance with ruling on prior years' taxable income ..............c......... 345 2.0% 10) ( 0.0%)
Other diffErENCES. ... ..iiiiiiei e 90 0.4% 17) ( 0.2%)
Income tax according to the statement of comprehensive income 3,891 22.8% 4,678 16.3%
islandsbanki hf. Condensed Consolidated Interim Financial Statements
ISK million
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Notes to the Condensed Consolidated Financial Statements

Earnings per share

12. Earnings per share are specified as follows:

2010 2009

1.1-30.9 1.1-31.12

Net profit of the equity holders of the parent, according to the statem. of comprehensive income ....................... 13,093 23,901
Average outstanding shares:

Weighted average number of outstanding shares for the period, Million ............cccooiiiiiiiiic e 10,000 10,000
Average outstanding shares, million 10,000 10,000
Basic earnings per share 1.31 2.39
Diluted earnings per share 1.31 2.39

Cash and balances with Central Bank

13. Specification of cash and cash balances with Central Bank:
30.9.2010 31.12.2009

(@5 TS o I = g Lo TP P T OU PR 1,943 1,842
Balances with Central Bank other than mandatory reServe depoSIitS ...........coooiiiuriiiieiiiiiiiiiree e 11,804 10,707
(@< g i) {Tor= Y (IR0 o (=T o To = | O PP P PP S OU PR OPPPPPPPRN 6,723 19,605
Included in cash and cash equivalents 20,470 32,155
Mandatory reverse deposits With Central BAnK ..............c.eoiiiiiiiiiiiiiic et 5,797 6,588
Total 26,267 38,743

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.

Derivatives financial instruments

Assets Liabilities Assets Liabilities

14. Derivatives held for trading: 30.9.2010 30.9.2010 31.12.2009 31.12.2009
[0 (o] 7= o £SO PRPPPON 55 0 0 0

FX SWAPS ..eeeiieee ettt e e e e e n e e e e e 3 3 0 0
Total 58 3 0 0
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Loans
15. Loans to credit institutions: 30.9.2010 31.12.2009
Money market loans .. 26,064 16,198
2 T Q= Tol oo 11 oL £ TP SO UT RO PPPPPPPUTRTROOt 18,457 21,162
(@] 1] g (o = RSP R O PR O 52,806 50,056
Loans to credit institutions 97,327 87,416
30 September 2010 31 December 2009
Gross  Impairment Carrying Gross Impairment Carrying
16. Loans to credit institutions : amount allowance amount amount allowance amount
LOBNS ..ot 99,699 ( 2,372) 97,327 88,009 ( 593) 87,416
17. Allowances for impairments of loans to credit institutions:
2010
1.1-30.9
Specific allowances for impairment
Balance at the Deginning Of tNE YEAI ...ttt e e e e ettt e e e e sk bttt e e e e e e e bbb e e e e e e e e aanbbbeeeeeeeennnnreeeaas 486
Charge to the statement of comprehensive income . 1,618
[RCTo = TSI To [ 1 1= o | TSP PP U U PP PPPPTON 161
R (= o TP PRSPPI OURORIN 0
Balance at the end of the period 2,265
Collective allowances for impairment
Balance at the Deginning Of tNE YEAI ... ettt e e e e ettt e e etk b bt e e e e e e e e bbb e e e e e e e e annbbeeeeeeeaannnnreeeaas 107
Balance at the end of the period 107
Total impairment for loans to credit institutions 2,372
18. Loans to customers: 30.9.2010 31.12.2009
Loans and advances to customers at amMOrtiSEA COSL ..........uiiiiiiiiiiiiiie e e e e e e e s bebe e e e e e enenees 466,392 489,611
Loans to customers 466,392 489,611
19. Loans to credit institutions and customers specified by sectors:: 30.9.2010 31.12.2009
Lo 11V To [ =1L TSP P PP PUPPPPPPTN 29% 30%
Credit institutions . 19% 15%
12T {0 oo I T PO TS UPTPPPTPN 11% 12%
R =TS - L= TP UT PO PPPPPTPINt 14% 13%
Investment companies .. 9% 9%
[ o (U3 YO OO PSP TP PP PP PPPPRPRPIRY 4% 4%
5% 5%
3% 4%
3% 4%
1% 1%
2% 3%
Loans to credit institutions and customers 100% 100%
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20. Loans to customers at amortised cost:

30 September 2010 31 December 2009
Gross  Impairment Carrying Gross Impairment Carrying
amount allowance amount amount allowance amount
Loans to INAIVIAUAIS .........ccccoveiiiiiiiiic e 178,627 ( 9,628) 168,999 188,197 ( 13,237) 174,959
Loans to corporate entities ............eeeeeriiiiiiiieeeiniiieeeeeeee 359,241 ( 68,605) 290,636 364,646 ( 57,714) 306,932
Central government and state-owned enterprises ............ 3,122 ( 146) 2,976 4,472 ( 490) 3,982
Loans to municipalities ..........cccevveeriiiiiiiiie e 4,039 ( 258) 3,781 4,094 ( 356) 3,738
Total 545,029 ( 78,637) 466,392 561,409 ( 71,797) 489,611
21. Allowances for impairments of loans to customers:
2010
1.1-30.9
Specific allowances for impairment
Balance at the Deginning Of tNE YEAI ...t e e e ettt e e e e th bt e e e e e e e e e b bbbt e e e e e e annbbeeeaeeeaannnnreeeaas 48,774
Charge to the statement of COMPIENENSIVE INCOME .......uiiiiiiiii ittt e e et e et eeeenees 20,256
A1 ( o) 1 £ T PP PT TR UOPUPPPPTON ( 6,285)
Balance at the end of the period 62,745
Collective allowances for impairment
Balance at the Deginning Of tNE YEAI ...ttt e e e e e ettt e e ek e b et e e e e e e e e bbb b e e e e e e e annbbbeeeaeeaennnnreeeaas 22,683
Charge to the statement of COMPIENENSIVE INCOME ........iiiiiiiii et e st e et e e e ( 4,337)
PrinCIpal Credit @OJUSTMENT ... e ettt oo e ettt et e e e e e e bttt et e e e e e aata bt e e e e e e e sabe e e e e e eaanbb bbb e e e e e e aanbbbeeeeeeeaansbbnneaeeeannnnnneen ( 2,454)
Balance at the end of the period 15,892
Total impairment for loans to customers 78,637
Total impairment charge to the statement of comprehensive income
Allowances for impairment - 10aNns t0 Credit INSHIULIONS ..........oii e e e e e e e et e e e e e e e ssnbrereaeeeaannes 1,618
Allowances for Impairment - [0ANS T0 CUSIOMEIS .......oiiiiiiiiiiiii ettt e e e e et e e e e e e st ebe e e e e e e aabbes e e e e e e aabbbeeeeaeeaanbbsseaeeeeaassbneseaeeaaannes 15,919
Total allowances for impairment 17,537

Investments in associates

30.9.2010 31.12.2009
22. Changes in investments in associates:

Investments in associates at the beginning Of the YA ..........ooiiii i 827 651
Purchases of shares in associates 0 74
SalES Of SNAES IN ASSOCIALES ......vviiiiiiiiiiiiiie e e e e ettt e e e e s e e e e e e s et te e e e e e s s ataeeaaeesaastateeeaeeeaasseeeeaeesassanaeeeeesnnnnnens ( 8) ( 83)
Transfers ... 0 185
Revaluation ( 182) 0

Investments in associates at the end of the period 637 827
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Investments in subsidiaries

23. The parent's interest in its subsidiaries are as follows:

Location

LEC=To 11120 T A ) PSSP UR PP Iceland
12701 (o 18] 1 0| O OO T TP PUPPPPPTPOE Iceland

I E R 1o TS L 2 TR Iceland
Midengi ehf. .......... Iceland

EIK PrOPEIIES €N, ...ttt ettt e ettt e e et e e bt e e h e e b et s Iceland
GIitnir ASSEt MANAGEMENT AS ...ttt e oottt et e e e e s bttt e e e e e e e h bbb e e e e e e aaaabbbeeeeeeaeasnbbeeeeeaansnbseeaeeeaannnnnes Luxembourg
Glacier Geothermal and Seafood COMPOIALION ...........eiiiurieiiiiiee ittt e st e e e b e e aenees USA

The subsidiaries own nine subsidiaries that are also included in the Condensed Consolidated Financial Statements

Related party disclosures

24. Parent and ultimate controlling party

Owner-
ship

55%

55%
100%
100%
100%
100%
100%

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 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 subsidiaries, the Board of Directors of the parent company, 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.

Related parties have transacted with the Group during the period as follows:

30.9.2010 31.12.2009
Loans to the CEO and Managing Directors (including companies owned by them) .........cccccoiiiiiiiiieniniiecinen. 114 292
Loans to shareholders and Members of the Board (including companies owned by them) 378 32
Loans to associated companies and other related PArtieS .........cocceiiiiiiiiiiiie e 28,155 35,089

28,647 35,413

GUBITANTEES ...tttk s s8Rt 101 135
LOAN COMMILMENES ...ttt e s et e s e s re e e e e s s e e are e e eeesar e e nneeenneenineens 3 222
No impairment is recorded against balances outstanding during the period with related parties.
No share option programmes were operated during 2010.
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Investment property

25.

26.

27.

28.

20.

30.9.2010 31.12.2009
Investment property is specified as follows:
Balance at the beginning of the year .. 2,056 1,679
Additions dUrNG the PEIIOA ......couriiiiiii ettt e et e e e bt e st et et e e e e b et e s bn e e e aaneeeanes 0 377
Sales Of INVESIMENT PrOPEILY ... ..eeiiiieeiiiiiiie ettt e ettt e e e e e bbb et et e e e s s s abe b e e e e e e e absbe e e e e e e aaabeeeeaeeeaansbseeeaeeaannnes 377) 0
B 1) =] £ O PO P PSP PP SUPPPPUPRON 314) 0
Investment property at the end of the period 1,365 2,056
Other assets
30.9.2010 31.12.2009
Other assets are specified as follows:
RECEIVADIES ... et st e e s b e e s e e e e e e 1,282 775
Unsettled SECUNLIES traNSACIONS .........ooiuiiiiiiiie it sne e e nne e 13,295 3,266
(o (=] = 1o =) (o 1T 0 EY =T S PSP U PP PPPPTPPP 230 179
Xt ot U= PSP PR 573 424
INVENEOTY (FEAI ESLALE) ....eeiiieiiietiiii ettt oottt e oo ettt e e e e e s ekttt et e e e e e sk e b et et e e e e e aabb b e e e e e e abbbe e e e e e e e annnbsseaaeeaannnnes 2,251 3,761
(@] (o] =TT £ OO T PSP PR PR O RPRTTIN 807 355
Other assets 18,437 8,761
Deposits from Central Bank and credit institutions
30.9.2010 31.12.2009
Deposits from Central Bank and credit institutions are specified as follows:
DEPOSILS CONMIAI BANK ...cceiiieiiiiiii ettt e ettt oottt e e e 4o ekttt et e e e s e s ba b et e e e e e s anbee e e e e e e e anbbbbeeeaeesansnbneeaeennnnneeas 10 28
Deposits from Credit INSHIULIONS ..........iiiiii ettt ettt et e e e e s e e aabeee s 117,495 139,064
Deposits from Central Bank and credit institutions 117,505 139,092
Deposits from customers
30.9.2010 31.12.2009
Deposits from customers are specified by type as follows:
(DT o Ta o e (=T o To Y | O TSP PP PP OUPPPRPPPP 220,781 205,652
gLl e (=] o Lo ]| TSP SUPTPPPTPRN 120,871 134,006
Deposits from customers total 341,652 339,659
Deposits from customers are specified by owners as follows:
30.9.2010 31.12.2009
Amount % of total Amount % of total
Central government and state-owned enterprises 4,087 1% 4,735 1%
MUNICIPANILIES. .....coiiiiieiiiee e 8,015 2% 3,423 1%
Other companies. 194,038 57% 180,944 54%
INAIVIAUAIS. ... e 135,512 40% 150,557 44%
Deposits from customers total 341,652 100% 339,659 100%
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Debt issued and other borrowed funds

30. Specification of debt issued and other borrowed funds: 30.9.2010 31.12.2009
[T T=To I o o o £ SRPPURRT 54,586 56,828
[IoT VoI o] (T o =T o PPPPPPPPPPPRt 1,179 1,446
(@1 L= 0 [T o) Y=o U 11 USSR 1,925 10,917
Debt issued and other borrowed funds 57,690 69,190

Other liabilities

31. Specification of other liabilities: 30.9.2010 31.12.2009
oo 1T PSRRIt 2,036 2,063
Liabilities to retailers for credit Card PrOVISION .............eiiiiiiiiiiii e e e e e e e e e s bbb eeaeaaaeaes 12,522 12,189
L= L= 11 (== 1,630 2,879
ChargEable GAIN 18X .....veeeiitiie ittt et a et e o bttt e e b et e e bt e Rt e ekt enn et h e e e e e e b r e e bne e 704 1,641
Unsettled SECUNMTIES tTANSACTIONS ... ...ciiiiiiieiiie e e ittt et e e s sttt er e e e s e stebaeeeeeesasaeaaeeeeeesassseaaeaeeeaassseeaeesssnsssseeeeeesannnes 15,644 64
DEferred INCOME ..., 161 135
ST L To o = o111 1 PP RERRN 4,368 4,086
Other liabilities 37,064 23,057

Equity

32. Authorised share capital of the Bank is 10,000m ordinary shares of ISK 1 krona each. At 30.9.2010 paid up share capital totalled ISK 65,000m

which is the total stated share capital of the Bank.

Total share capital

30.9.2010 31.12.2009
OFdiNAry SNAE CAPITAI ......coueiieiiiie ittt e bt e e bt e ek b et e st e e ea b e e e enb e e e s bre e e antneeens 10,000 10,000
SNAre PrEMIUM @CCOUNT ......eiiiiii ittt e ettt e e e e et e bttt e e e e s e be b et e e e e e o s b bee e e e e e e aaabebeeeeeeeaassbeeeeeesannbbseeaeeeeansnnnnaaeeaan 55,000 55,000
Total 65,000 65,000
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Capital management
33. The table below shows the capital base, risk weighted assets and capital ratios of the Bank on 30 September 2010 and 31 December 2009.

30.9.2010 31.12.2009

Tier 1 capital

OrdiNAry SNAE CAPITAI .....ccoueiieiiii ettt ettt e e bt e e s et e st e e e eb e e e eab e e e nbre e e antneeens 10,000 10,000
Y e =l o] (=T 01U TP PT PP PPPPPPTN 55,000 55,000
OBNEI TESEIVES ...ttt h ettt ee e e bt e h e et e b e e e e e s st e e s e e e e e s s e e e ne e s e e e nre e e n e e e 2,470 2,059
RELAINEH BAIMINGS ...t eee ettt oo e oottt ettt e e e s e ettt et e e e e e ek abe et e e e e e e abebe e e e e e e e snbeeee e e s snbbneeeaeeaanssbbeeeaeeaannnes 36,875 24,204
T To T3V T g1 (] () S U PSRRt 898 840
[ e=Ta Lol o] (SI= T = KT PP TP PP PP RPN ( 207) ( 107)
I D L= T TP TP PP UPPPPPPN ( 395) 0
Total Tier 1 capital 104,641 91,996

Tier 2 capital
Qualifying subordinated ahIlItIES ............ooiiiiiiiie e e e e et e e e e s e e e e e e e aanneeeeas 21,389 24,843

Total regulatory capital 126,030 116,839

Risk-weighted assets

e (V1= (oIl (=T 11 1 SO PPOPP P TR PP 407,699 454,773
=AU 1O MAIKET FISK ...ttt ettt e e oo oottt et e e e e e bbb et e e e e e e sbbe e e e e e s snbb b e e e e e e aasnbreeeaeeeannnes 56,513 42,117
Market risk, trading book 6,417 3,195
CUITENCY FISK FX ettt ettt oottt e e oo okttt e e e e 44 a ke b et e e e e e e s R bbb et e e e e e e ks ee e e e e e annbbeeeaeeeaannnnneeeaas 50,096 38,922
= AU 10 OPEIALIONAI TISK ...ttt bttt e ettt e e bt e bt e e ettt e e s b b e e e nb e e e nnnees 94,092 92,929
Total risk weighted assets 558,304 589,819
Capital ratios
LI = T OSSO PR PR P 18.7% 15.6%
o]tz U or= o] 2= 1 I = 4o T TSP PPT TP 22.6% 19.8%

Off balance sheet information
Obligations

34. The Bank has granted its customers guarantees, loan commitments and overdraft permissions. These items are specified as follows:

30.9.2010 31.12.2009

Guarantees granted to customers .. 10,364 9,593
Committed UNArawn liNES OF CrEOIL ........ueiiiiiie ettt e et e e e e e s tabe e e e e e aabn e e e e e e e e annnnes 14,805 5,165
(0] TU T =T o)) (o | =1 TSP U PP PO PP PP OVPPPPPPPN 16,761 21,585
The Depositors and Investors Guarantee Fund — declaration of guarantee .............cccccooviiiiiiiii i, 3,697 3,697

The Depositors and Investors Guarantee Fund is discussed in detail in the Bank’s Consolidated Financial Statements 2009.

Custody assets

35. Balance of custody assets:
30.9.2010 31.12.2009

[0 1) (o0 VT £ ST PRRR 590,372 682,166
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Contingencies

36.

Litigation threats

Several former customers of Glitnir private banking services have threatened litigation to claim compensation for alleged mistakes made by the
employees of Glitnir. One customer has already filed a lawsuit against islandsbanki with the Reykjavik District Court. The Bank has not
accepted any liability and will challenge the lawsuit on the grounds that these claims relate to events that happened prior to the incorporation of
the Bank and the assignment of certain liabilities and assets on 15 October 2008 and therefore are not the responsibility of islandsbanki in any
way. The district court of Reykjavik has now ruled in the case of Hrafninn ehf. against islandsbanki that the Bank can’t be responsible for Glitnir
employees’ mistakes. The Bank estimates the total amount of compensation liabilities claimed by customers of Glitnir to be ISK 5.5bn. It is
unlikely that the Supreme Court will have ruled on this prior to year end.

Netting agreement

When certain assets and obligations were transferred from Glitnir to [slandsbanki, the FME ruled that the customers would, upon liquidation of
Glitnir, maintain their right to claim netting of assets and liabilities held by Glitnir prior to acquisition on 15 October 2008. As a result, the Bank
anticipates that it may have to write off assets netted off against liabilities in Glitnir.

The Bank has made an agreement with Glitnir that the latter will compensate for losses that may result from the netting of assets and liabilities.
The claims in question are priority claims on the liquidated assets of Glitnir and the netting exercise is unlikely to have any effect on either the
net asset value or the earnings of islandsbanki.

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 collaterals 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 has already filed a lawsuit against islandsbanki 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 a collateral for a foreign exchange future
contract. The claim is for approximately ISK 450m. Any future allocation of collaterals will be done under an agreement with Glitnir where Glitnir
indemnifies islandsbanki against any future claims against the Bank arising from the transfer of such rights.

Indexed loans and foreign currency loans

The Bank has received several letters from attorneys representing the Bank’s customers, relating to possible or threatened lawsuits against the
Bank. Firstly, claims may be set forward on the grounds that liability of certain customers has become void in part or whole due to foreign
currency loans provided by the Bank to its customers being deemed to be in breach of articles 13 and 14 of the Laws on Interest 38/2001 and
therefore deemed unlawful. Secondly, in the case of the CPI indexed loans (CPI - Consumer Price Index), it is claimed that the increase in
inflation has, due to recent events in the Icelandic economy, been far beyond the legitimate expectations of the borrowers and should therefore
be declared null and void by the courts. Moreover, it is claimed that the loan obligations and their implementation is grossly unfair. In this
context the customers cite article 36 of the Contract Laws 07/1936 which gives the Courts the authority to change or declare void unreasonable
or unfair provisions in private contracts.

The Bank has challenged the claims made and maintains that the debt obligations are legal and valid. The Law on Interest 38/2001 does not
address obligations in foreign currency and as such it does not state any given benchmarks, such as exchange rates of foreign currencies.
There is no dispute over the validity of foreign currency loans as such, only the means of which the proceeds of the loans are disbursed and the
instalments collected. The overriding principle in Icelandic Law is that contracts shall be upheld according to their terms.

Two opposite judgements were passed in relation to the above in two districts. Both did concern leasing contracts used by companies
operating solely in that sector. Both parties appealed and the Supreme Court ruled that the contracts in question should be considered as ISK
loans and the principal could as such not be linked to foreign currencies. However, the Court did not rule on which interest rate should be
applied to the contracts. The Supreme Court has now ruled that interest rates published by the Central Bank on the lowest offered rates for non-
indexed loans is to be applied instead of the contractual interest rates. While the leasing contracts of the Bank clearly fall into the same
category, the effect on other types of foreign currency loan contracts remains uncertain. However, it is clear that loan obligations containing
illegal foreign currency provisions will not be declared null and void. The amount owed may however be changed by the Courts. In the end, the
wording of the individual contract forms could be the deciding factor. The contract forms used to document foreign currency linked and foreign
currency denominated loans by the Bank are numerous and, depending on method of categorising, 20-30 forms have been used besides
leasing contracts. The forms have been assessed as to their validity as true foreign currency loan contracts. Based in part on this assessment,
the Bank has made some assumptions as to the possible financial effect of the lawsuits, adjusting for the fact that the Bank has already offered
its customers principal adjustment of their foreign currency loans and taking into account that a ruling on a certain type of interest has been
passed. Several court rulings on whether or not certain types of loans are truly foreign currency denominated loans or are deemed to be
illegally linked to foreign currency are expected this winter.
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36.

Cont'd

The Supreme Court ruling on which interest rates to use for loan contracts that are deemed to be illegally linked to foreign currency has
reduced the uncertainty for the Bank with respect to the financial impact of future rulings. It is assumed that the ruling, referring to the lowest
Central Bank rate, gives precedence for the outcome of other court cases.

Based on the Supreme Court ruling for car loans, the Bank has offered all customers of Asset Based Financing to settle their loan contracts
based on the lowest Central Bank rates. The financial impact of this is already reflected in the accounts. It should be emphasised that leasing
contracts are not assumed to be illegal since they bear no reference to the law on interest (38/2001).

The District Court of South Iceland ruled on 29 October 2010 that a loan contract issued by islandsbanki in foreign currency should indeed be
treated as a foreign currency denominated contract. The contract in question was not considered to be in breach of articles 13 and 14 of the
Laws on Interest 38/2001 and therefore deemed lawful. Furthermore, the loan obligations and their implementation is not unfair according to
article 36 of the Contract Laws 07/1936 which gives the Courts the authority to change or declare void unreasonable or unfair provisions in
private contracts. It is not likely that a Supreme Court ruling will be forthcoming prior to year end.

Thus, there is still substantial uncertainty as to which foreign currency loans will be deemed to be illegally linked to foreign currency. The Bank
has made an assessment of the possible financial impact should all foreign currency denominated loans where there is any doubt of legitimacy
be deemed illegal and the lowest Central Bank rates applied as in the case of the car loans. Repayments to customers could be up to ISK 15.6
billion based on these assumptions, assuming that no netting is allowed of excess payments against remaining principal. The Bank's current
provisions cover this unlikely outcome and the impact on the Bank's equity would not be material. The Bank's total capital ratio would remain
well above 16%.

Dispute over the Bank's claim on Straumur

Following the takeover of Straumur-Burdards Investment Bank hf. (Straumur) by the FME on 4 April 2009, the Bank assumed deposit
obligations from Straumur for the value of ISK 45 billion. The Bank also provided Straumur with funds to meet obligations towards depositors in
its Danish branch. As a payment, Straumur issued a bond guaranteed with a lien over nearly all of Straumur’'s assets. Deposits created in
relation to settlement of prior debts were excluded.

The government committed to fund the Bank’s liquidity needs in relation to the said obligations by lending government bonds to the Bank. If the
Straumur bond is not fully paid by the end of the term of the bond, the Bank may hold the remaining government bonds without further
obligation.

The Straumur Resolution Committee accepted and acknowledged the claim and the lien. However, some creditors of Straumur disputed the
Bank’s claim on the Straumur estate and the Resolution Committee filed the dispute with the Reykjavik District Court.

The creditors claimed that the Emergency Act passed on 6 October 2008, where deposits were moved up to priority ranking on bankruptcy,
was unconstitutional and therefore illegal. The creditors claimed that the bond and lien should never have been issued and was therefore void
and should not enjoy priority ranking.

Disputes over the bank’s claim on Straumur have now been settled and creditors have withdrawn their claim on islandsbanki. The settlement
involved islandsbanki allowing a 20 million EUR payment to creditors before Straumur’s obligations to islandsbanki were paid off and allowed
for the creditors to be granted security rights over certain assets after Islandsbanki. In return creditors withdrew their claims and islandsbanki
was granted parallel security rights, with creditors, in a group of assets previously free of pledge.

islandssjoair

Ten parties have brought a suit in the Reykjavik District Court against islandssjédir hf., a fund management company that is a wholly owned
subsidiary of islandsbanki. The plaintiffs, all of which were holders of shares in the fund Sj6dur 9 (money market fund) when the Icelandic
financial system collapsed in October 2008, principally claim that islandssjodir is liable for their loss from 29 September 2008 until the winding
up of the fund on 30 October 2008 since it allegedly incurred as a result of the operations of the fund being contrary to Icelandic laws and
regulations on investment funds. islandssjodir disputes the claim and has instructed an attorney to defend against the claims on its behalf.

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

At the height of the financial crisis in Iceland in early October 2008, investment funds suspended redemption of unit certificates in order to
protect the equality of unit certificate holders. The funds were subsequently wound-up and the unit certificate holders paid out the value of their
unit shares. This was partly achieved by the banks buying the assets (mainly domestic bonds) held by the funds and adding the proceeds from
that sale to assets already held in the form of deposits. The price paid for the assets was decided by the boards of the newly restored banks
based on internal valuations and the valuations of external consultants (audit firms).

In this case, it is alleged that the management companies of investment funds and depositories of the three major Icelandic banks received
unlawful state aid from the Icelandic authorities in October 2008. It is alleged that the State influenced the decisions of the new banks to
purchase assets from the funds (managed by their subsidiaries) on favourable terms and, thus, enabling them to wind-up the funds and repay
investors when there was no effective market for the assets.

The Icelandic State and the banks claim that the transactions were neither influenced by the State nor funded by state resources. Even if the
banks were public undertakings, the acquisition was decided on independently by each bank and based on commercial motives. The assets
acquired were valued in a professional manner, albeit in a period of uncertainty. ESA ruling on this prior to year end is unlikely.
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Credit exposure

37. The following table presents the maximum exposure to credit risk of on balance sheet and off balance sheet financial instruments, before taking

38.

account of any collateral held or other credit enhancements.

Maximum exposure
30.9.2010 31.12.2009

Cash and balances With Central BANK ...........c.c.oiiiiiiiiii ettt ettt et e e eb e e e 26,267 38,743
LOANS 1O Credit INSHIULIONS .....ciiiiiii ittt ettt e e ab et e e s bt e e e sk bt e e e e abe e e e e be e e esbe e e e e sbee e e e nbeeeeanbneeeannneas 97,327 87,416
Loans to customers:
[ F= T K3 (o I aTo (1Y To [ E= YL PSP PP PP PUPPPRUPPPN 168,999 174,960
LOANS 0 COMPOTALE ENELIES .....c.uvieeiiiiiiet ittt ettt e h et e s ab e e bt e bt e e et et et e nbe e e b e e saneensbeenaneenbeeenns 290,636 306,931
Loans to central government and State-0WNEd ENLEIPIISES ........ueiiiiuiiieiiiiie et ettt rit et e e e e ie e e s aee e e saneeeas 2,976 3,982
LOANS 10 MUNICIPAITIES ....eeeeeeitieitee ettt sa e h e e e ab e e ke e et e nbe e et e e e bt e e b e e san e e esneenaneenbeeenne 3,781 3,738
Bonds and debt instruments:
[OF=T 1 (= Ulo o) V=T T4 31 o | SR 76,944 66,268
(o Tor= 1o [o)VZ=T g 11 01=T ) T OO PP TP PP OPTPRTOT 653 59
(0131 ST P PSSO U P VRROURTPP 1,086 374
DIEIIVALIVES ...ttt ettt oottt ettt e ookttt e ookttt e e oa kbt e e ek bt e e 242 ket e e 4k b e e a2 oa ke e e oo ee£e e RE e e e e aabe e e e e bbn e e e ennbe e e annbe e e e nnneeean 58 0
(01 g LT = T T PSPPSR O PP UPP PP PP 18,437 8,761

687,164 691,232

FINANCIAI QUAIBNTEES ...ttt h ettt b et bt e h et oo a bt e sh et ekt e b e bt e et e e e bt e et e e sbb e e enbeenbneebeeens 10,364 9,593
LOBN COMIMUEMEIES ..ottt eittie ettt ettt ettt ettt e e ettt e ekt e e e e aat b e e e e abe e e e o kb e e e 2 eak b e e e 2as b e e e e abe e e eabbe e e amsbe e e e sbeeeeannneeesnnbeeaaannnn 14,805 5,165

25,169 14,758
Total 712,333 705,990

Past due but not impaired loans are loans where contractual interest or principal payments are past due but specific impairment is not
appropriate. Amounts reported as past due refer to the total loan exposure to that particular customer and not only the payment or sum of
payments that are past due.

Loans are summarised as follows:

Neither past Past due
due nor but not

impaired impaired Impaired Total
At 30 September 2010
Loans to credit institutions 96,805 13 509 97,327
L0@ANS t0 INAIVIAUAIS...........ooiiiiiiiic e 113,091 24,061 31,847 168,999
LOANS 10 COrPOrate ENLILIES. ... .eiiiiiiiie ittt e et e e st e b e e e sebe e e snbeea e 111,700 20,290 158,646 290,636
Loans to central government and state-owned eNnterpriSeS. .........coceruverveerieeneeenireenee e 1,180 451 1,345 2,976
L0o@NSs t0 MUNICIPANLIES. ......ceiieiiieiiiee ettt e et e e e e bbe e e sabeaa e 2,391 4 1,386 3,781
Total 325,167 44,819 193,733 563,719

Neither past Past due
due nor but not

impaired impaired Impaired Total
At 31 December 2009
L0ans t0 Credit INSHIULIONS. ....coiii i e s e e e e e e e e e e e e e e e e e e e eeeeeeresbraebaaranaaaaas 85,057 1,424 935 87,416
L0@aNS t0 INAIVIAUAIS. ..o e 111,842 24,215 38,903 174,960
LOANS 10 COrPOrate ENLILIES. ... ..eiiiiiiieiiitiie ettt e st e sbre e e sebe e e snbeea e 80,070 19,093 207,768 306,931
Loans to central government and state-owned eNnterpriSes...........ccuvuverveeriieneeenieeniee e 2,056 9 1,917 3,982
Loans to municipalities 1,787 623 1,327 3,738
Total 280,812 45,364 250,849 577,025
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39. Gross amount of loans by class to customers that were past due but not impaired are as follows:

40.

Pastdue Past due
Past due up 30-60 60-90 Over

At 30 September 2010 to 30 days days days 90 days Total
Loans to credit INSHIULIONS. ........c.viiiiieii e 0 0 0 13 13
Loans to individuals ....... . 5,164 2,772 573 15,552 24,061
L0oans to COrporate ENtItIeS.........cooiuiiiiiiiiieeiie e 4,855 1,012 1,455 12,968 20,290
Loans to central government and state-owned enterprises...........ccocveerveeneeenns 0 80 0 371 451
Loans to MUNICIPANLIES........coiueiieiiiee et 4 0 0 0 4
Total 10,023 3,864 2,028 28,904 44,819
At 31 December 2009

Loans to credit INSHIULIONS. .........viiiiieii e 0 0 45 1,379 1,424
L0@ans to INAIVIAUAIS ........cccviiiiiiiiiic s 5,914 2,173 628 15,500 24,215
L0oans to COrporate ENtItIeS.........ccoiueiiiiiiiiie et 1,784 2,593 1,455 13,262 19,093
Loans to central government and state-owned enterprises...........cccecvereveerneens 6 0 0 3 9
L0oans to MUNICIPANLIES. .......coiueiieiiiee et 0 0 0 623 623
Total 7,704 4,766 2,128 30,767 45,364

Large Exposure Disclosure

A large exposure is defined as an exposure to a group of connected clients which exceeds 10% of the Bank’s capital base. The exposure is

evaluated net of credit risk mitigating effects eligible according to FME rules no 216/2007.

The Bank has two large exposures that total less than 30% of the Bank’s capital base. No large exposure exceeds the maximum 25% set by

the FME rules.
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Liquidity Risk

41. Liquidity risk is the risk that the Bank will encounter difficulty in meeting obligations associated with financial liabilities that are settled by
delivering cash or another financial asset. The risk mainly arises from mismatches in the timing of cash flows.

Liquidity risk management

The Bank’s main source of funding is customer deposits. The Bank’s Treasury function is responsible for the Bank’s funding and its day-to-day
liquidity management.

The ALM & Capital Management unit within Risk Management is responsible for measuring, monitoring and reporting on the Bank’s liquidity
position.

The Bank’s liquidity risk management policy assumes that the Bank has at all times sufficient liquidity to meet liabilities maturing over the next
12 months.

When determining the expected maturity of liabilities the Bank generally assumes that the counterparty will require repayment at the first
possible date. An exception is made in the case of deposits where expected maturities are based on historical stability of the deposit base. All
unrecognised loan commitments are expected to be met at the first possible execution date. For long-term liabilities, the maturity profile is
based on the contractual amortisation structure.

The Bank's liquidity position is reported to the Central Bank every month, based on expected maturities as defined by the Central Bank. At the
end of September 2010, the reported one- and three- month Central Bank liquidity ratios were 2.89 and 2.92 respectively, as compared to the
minimum of 1.0.

The following table shows the Bank’s contractual maturity profile on 30 September 2010, including both on and off balance sheet items. The
analysis is based on the period remaining until the contractual maturity according to the requirements under IFRS7. These figures are based on
undiscounted cash flows and do not include future interest payments. The cash flows are based on the assumption that the counterparty will
require repayment at the first possible date. Hence, most customer deposits fall into the first time bucket.

There is a material difference between the expected maturity profile of liabilities used for internal liquidity reporting and the contractual maturity
profile which is displayed in the table below.

Maturity analysis 30 September 2010

On balance sheet financial liabilities Upto1l 1-3 3-6 6-12 1-2 2-5 Over 5
- contractual undiscounted cashflows month  months months months years years years Total

Financial liabilities 8,128 0 0 0 0 0 0 8,128
Derivatives .........ccoooveeiiieenieieiee e 3 0 0 0 0 0 0 3
Deposits from Central Bank ...............c........ 10 0 0 0 0 0 0 10
Deposits from credit institutions .. 98,501 726 101 10,000 8,167 0 0 117,495
Deposits from customers ...........cccceecveeeennnes 289,313 8,824 1,027 1,006 994 34,406 6,082 341,652
Debt issued and other borrowed funds ....... 2,392 802 1,520 3,037 6,061 18,081 25,797 57,690
Subordinated 10ans ...........cccocceeeiiiieeeninen. 0 0 0 0 0 0 21,389 21,389
Total financial liabilities 398,347 10,352 2,648 14,043 15,222 52,487 53,268 546,367
Other liabilities and equity

Other liabilities .........ccccooevireiiiiieies 22,170 0 0 308 24,678 377 15,705 63,238
EQUILY oo 0 0 0 0 0 0 105,243 105,243
Total liabilities and equity 420,517 10,352 2,648 14,351 39,900 52,864 174,216 714,848
Total assets 243,440 16,249 22,493 33,739 71,694 125,022 202,211 714,848
Total maturity gap on 30 September

2010 ( 177,077) 5,897 19,845 19,388 31,794 72,158 27,995 0
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41. Cont'd

Maturity analysis 31 December, 2009

On balance sheet financial liabilities Uptol 1-3 3-6 6-12 1-2 2-5 Over 5

- contractual undiscounted cashflows month  months months months years years years Total
Financial liabilities ...........ccccoveiiiiiiiinns 7,332 0 0 0 0 0 0 7,332
Deposits from Central Bank ...............c........ 28 0 0 0 0 0 0 28
Deposits from credit institutions  ................. 128,103 1,390 0 0 79 9,492 0 139,064
Deposits from customers ...........ccccocveeeennnes 283,501 15,231 504 507 813 33,209 5,894 339,659
Debt issued and other borrowed funds ....... 462 981 0 0 8,463 0 59,284 69,190
Subordinated 10ans ...........c.cccoeeeiniiiiienen. 0 0 0 0 0 0 24,843 24,843
Total financial liabilities 419,425 17,602 504 507 9,355 42,701 90,021 580,114

Other liabilities and equity

Other liabilities ..........ccooevireiiiiieiee 8,675 0 0 0 0 0 36,450 45,125
EQUILY oo 0 0 0 0 0 0 92,103 92,103
Total liabilities and equity 428,099 17,602 504 507 9,355 42,701 218,574 717,342
Total assets 230,244 12,991 19,415 58,776 77,959 114,647 203,310 717,342

Total maturity gap on 31 December,
2009 ( 197,855) ( 4,611) 18,911 58,269 68,604 71,946 ( 15,264) 0

Exposure towards inflation

42. The Bank is exposed to Icelandic inflation since the Consumer Price Index (CPI) indexed assets exceed the CPI-indexed liabilities. All indexed
assets and liabilities are valued according to the CPI measure at any given time and changes in the CPI are recognised in profit and loss.
Mismatch in the CPI-indexed assets and liabilities are reported to ALCO. On 30 September 2010 the CPI gap amounted to ISK 21.4bn.
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Interest rate risk in the banking book

43. Interest rate risk is the risk that the Bank will experience deterioration in its financial position as interest rates change over time.

The management of interest rate risk in the banking book is supplemented by monitoring the sensitivity of the Bank’s financial assets, financial
liabilities and earnings towards changes in the underlying interest rates. Standard scenarios include an adverse 100 basis point parallel shift in
all yield curves.

Interest gap analysis 30 September 2010

3-12 Over 10 Not interest

Assets 0-3 month  months 1-2 years 2-5years 5-10 years years bearing Total
Cash and balances with Central Bank.... 24,324 0 0 0 0 0 1,943 26,267
DErVatiVES. .....cccvveiieiiiiesiieenie e 58 0 0 0 0 0 0 58
Bonds and debt instruments................... 60,312 9,620 1,092 0 7,187 472 0 78,683
Shares and equity instruments............... 0 0 0 0 0 0 2,300 2,300
Loans to credit institutions...................... 95,420 1,907 0 0 0 0 0 97,327
Loans to customers 376,114 35,307 13,578 31,092 863 9,438 0 466,392
Investments in associates 0 0 0 0 0 0 637 637
Other assets........ccooveereiineeiiieeieciee 0 0 0 0 0 0 43,184 43,184
Total assets 556,228 46,834 14,670 31,092 8,050 9,910 48,064 714,848
Liabilities
Financial liabilities............ccccccovvviiinennen. 5,059 0 0 2,513 509 a7 0 8,128
DErVatiVES. .....cccuveiieiriiesiieere e 3 0 0 0 0 0 0 3
Deposits from Central Bank................... 10 0 0 0 0 0 0 10
Deposits from credit institutions ............ 109,227 101 8,167 0 0 0 0 117,495
Deposits from customers 337,275 1,889 128 1,392 968 0 0 341,652
Debt issued and other borrowed funds... 460 0 0 1,519 53,786 1,925 0 57,690
Subordinated loans............ccccevveeiiieennns 21,389 0 0 0 0 0 0 21,389
Other liabilities...........ccoviiiiiiiiciiee. 566 0 0 0 0 0 62,672 63,238

0 0 0 0 0 0 105,243 105,243
Total liabilities 473,989 1,990 8,295 5,424 55,263 1,972 167,915 714,848
Net interest gap on 30 September 2010 82,239 44,844 6,375 25,668 (  47,213) 7,938 ( 119,851) 0
Net interest gap on 31 December 2009 50,282 74,324 19,747 ( 3,129) (  53,334) 24,889 ( 112,779) 0
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Currency risk

44. Currency risk arises when financial instruments are not denominated in the reporting currency and can both affect the Bank’s income and
balance sheet.

The Bank's regulators allow for an adjustment of the contractual currency imbalance to reflect the limits to the recovery of foreign currency
denominated loans to customers with ISK-based income. The table below summarises the Bank's exposure to currency risk at 30 September
2010 based on contractual currencies along with the adjusted balance.

Currency analysis 30 September 2010

Assets ISK EUR usb GBP CHF JPY Other Total
Cash and balances with Central Bank.... 25,494 234 179 89 39 10 222 26,267
DErVALiVES. .....cccvveiieirieesiieesie e 0 55 0 0 0 3 0 58
Bonds and debt instruments 45,005 16,973 9,044 6,018 0 0 1,643 78,683
Shares and equity instruments............... 1,893 0 339 0 0 0 68 2,300
Loans to credit institutions...................... 60,797 18,082 12,915 1,893 161 449 3,031 97,327
Loans to CUStOMErs..........ccccovvveneennennn. 261,141 73,699 30,840 5,922 46,359 42,155 6,275 466,392
Investments in associates.............c........ 637 0 0 0 0 0 0 637
Other asSets........ccoovvveiiiieneeieieeeees 40,243 310 53 43 0 0 2,535 43,184
Total assets 435,210 109,353 53,370 13,965 46,559 42,617 13,774 714,848
Liabilities
Financial liabilities............ccccccovviiinennnn. 8,128 0 0 0 0 0 0 8,128
DErVALiVES. .....cccvveiieiriiesiieese e 0 0 0 3 0 0 0 3
Deposits from Central Bank................... 10 0 0 0 0 0 0 10
Deposits from credit institutions ............ 83,958 9,793 10,035 8,949 0 11 4,748 117,495
Deposits from customers 301,172 14,651 16,650 2,882 418 1,384 4,495 341,652
Debt issued and other borrowed funds... 57,239 171 280 0 0 0 0 57,690
Subordinated l0ans............ccccovveeiiieennns 0 21,389 0 0 0 0 0 21,389
Other liabilities..........ccccoevvrvriiiiiiiee. 54,212 4,056 4,498 472 0 0 0 63,238
105,243 0 0 0 0 0 0 105,243
Total liabilities 609,962 50,060 31,463 12,306 418 1,395 9,243 714,848
Non-adjusted foreign
currency imbalance............ccccooeveennnnn. ( 174,752) 59,292 21,907 1,659 46,141 41,222 4,531 0
Off balance Sheet...........c.ccocevevvereuennn. 0 155 ( 1,151) ( 360) 826 0 586 56
Adjustment of currency
imbalance for FX/ISK loans.................... ( 127,629) 41,351 16,823 1,660 32,966 30,515 4,314 0
Net currency imbalance
on 30 September 2010..........ccccueeeennnns ( 47,123) 17,941 5,084 ( 1) 13,175 10,707 217 0
Net currency imbalance
on 31 December 2009...........ccccvvieenne ( 38,923) 2,990 1,943 1,022 17,955 12,783 2,229 0
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Sensitivity analysis using conventional risk measures

45. The Value-at-Risk (VaR) measure estimates the potential loss using 95% confidence level over a given holding period due to currency
exposures. The number reflects the 95% probability that the loss will not exceed the reported VaR number for a given time period.
The bank calculates VaR number both for 1-day and 10-day holding period. Risk humbers are employed using historical approach as a VaR
methodology with a one year time frame as a data set.

The interest rate risk for bonds and debt instruments is calculated as the risk of loss from parallel shift of the yield curve of 100 basis points (1
percentage point). Inflation risk in the trading book is minimal and not separately reported. It is included in tha Bank’s total exposure to CPI
(see note 42).

The Basis Point Value (BPV) for the indexed and non-indexed bonds is -2.76 million and -4.73 million, respectively. This means that a 0.01%
parallel upward (downward) shift in the yield curve will decrease (increase) the value of the indexed and non-indexed bonds by approximately
2.76 million and 4.73 million, respectively.

Currency exposure (VaR, 95% confidence level, 1- and 10- day holding periond)

o Fo\ o] o [T g To N o T=1 o o EO T TP TP PP VPPOPPRPPIN 305
O R F= YA L] (o [TgTo I o =] g To o [T SO P TP OUPPTUTTPRTN 1,090

Interest Rate (Shift on IR 100 bp)

Shift ON YIEIA CUNVE LD ...eiiiiieieeiitt ettt ettt ettt e e bttt e oot bt e e e s bt e e e abe e e e aahe e e a4 asbe e a2 aabee a4 nb e e a4 aabe e e e e ke e e e e ambbeeeambbeeeannneeeannbeeesnnnns 642

Prices (Equity)

Trading 144
Banking 1,770
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