






Notes 2010* 2010* 2009 

1.7-30.9 1.1-30.9 1.1-31.12

14,679 51,643 86,913 
4,622)(        21,306)(      (54,929)

5 10,057 30,337 31,984 

2,937 8,084 10,130 
1,035)(        2,850)(        3,069)(        

1,902 5,234 7,061 

6-7 (6,804) 13,126)(      11,137 
8 217 696 2,760 

1,227 25,124 18,419 
18,21 4,345 17,537)(      (26,326)

10,944 30,728 45,036 

9-10 4,653)(        13,948)(      16,113)(      
164 262 263)(           
50)(             0 0 

6,405 17,042 28,660 

11 1,544)(        3,891)(        4,678)(        

4,861 13,151 23,982 

4)(               11)(             2 

4)(               11)(             2 

4,857 13,140 23,984 

Attributable to:
4,807 13,093 23,901 

54 58 81 

4,861 13,151 23,982 

12 1.31 2.39 
12 1.31 2.39 

* unaudited information

The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements

Fee and commission expense ..........................................................................................

Net gain (loss) on non-current assets classified as held for sale ......................................
Administrative expenses ...................................................................................................

Net impairment losses  .....................................................................................................

Interest income .................................................................................................................

Income due to revised estimated future cash flows from loans  ........................................

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

Other comprehensive income
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Other comprehensive income for the period
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Net financial (loss) gain ....................................................................................................
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Other net operating income ..............................................................................................

Interest expense ...............................................................................................................
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Notes 30.9.2010 31.12.2009

4,13 26,267 38,743 
4,14 58 0 

4 78,683 66,701 
4 2,300 2,250 

4,15-17 97,327 87,416 
4,18-21 466,392 489,611 

22 637 827 
25 1,365 2,056 

2,248 1,771 
207 107 
395 84 

20,532 19,014 
26 18,437 8,761 

714,848 717,342 

4 8,128 7,332 
4,14 3 0 
4,27 10 28 
4,27 117,495 139,064 

4,28,29 341,652 339,659 
4,30 57,690 69,190 

4 21,389 24,843 
9,026 4,807 

70 354 
17,078 16,905 

31 37,064 23,057 

609,605 625,239 

32 10,000 10,000 
32 55,000 55,000 

2,470 2,059 
36,875 24,204 

104,345 91,263 

898 840 

105,243 92,103 

714,848 717,342 

The notes on pages 8 to 30 are an integral part of these Condensed Consolidated Financial Statements

Other reserves ............................................................................................................
Retained earnings .......................................................................................................

Total Liabilities and Equity

Total Equity

Non-controlling interests ..............................................................................................

Total equity attributable to the equity holders of Íslandsbanki hf.

Intangible assets .........................................................................................................

Share premium ...........................................................................................................

Subordinated loans .....................................................................................................
Current tax liabilities ....................................................................................................
Deferred tax liabilities ..................................................................................................

Total Liabilities

Equity

Non-current liabilities held for sale ...............................................................................
Other liabilities ............................................................................................................

Share capital ...............................................................................................................

Debt issued and other borrowed funds ........................................................................

Deferred tax assets .....................................................................................................

Total Assets

Other assets ................................................................................................................

Condensed Consolidated Statement of Financial Position                   
as at 30 September 2010

Property and equipment ..............................................................................................
Investment property ....................................................................................................

Loans to customers .....................................................................................................
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Derivatives ..................................................................................................................
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Bonds and debt instruments ........................................................................................
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Deposits from customers ............................................................................................
Deposits from credit institutions ..................................................................................

Non-current assets held for sale ..................................................................................

Liabilities
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Non- 

controlling Total 

interests equity 
Share Share Other Retained 
capital premium reserves earnings Total 

Equity at 1.1.2009 ............................................................... 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 ............................................................... 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 ............................................................... 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 reserve .......................................... 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

Attributable to equity holders 
of Íslandsbanki hf. 

Condensed Consolidated Statement of Changes in Equity                   
for the nine months ended 30 September 2010
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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)(               

14,276)(         
114)(              

53,317 

Cash and cash equivalents at the end of the period 38,927 

Reconciliation of cash and cash equivalents:
13 1,943 
13 18,527 
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

Condensed Consolidated Statement of Cash Flows                      
for the nine months ended 30 September 2010

Net decrease in cash and cash equivalents .........................................................................................................

Cash and cash equivalents at the beginning of the year ......................................................................................

Cash balances with central banks .......................................................................................................................
Cash in hand .......................................................................................................................................................

Bank accounts .....................................................................................................................................................

Effects of exchange rate changes on the balance of cash held in foreign currencies ...........................................
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Accounting policies

General information

1.

2.

The Condensed Consolidated Interim Financial Statements were authorised for issue by the Board of Directors of Íslandsbanki hf. on 30
November 2010.      

Statement of compliance

Accounting policies

The same accounting policies presentation and methods of computation have been followed in these Condensed Consolidated Interim Financial

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.

Notes to the Condensed Consolidated Financial Statements

Íslandsbanki 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 Íslandsbanki hf. (the parent) and its subsidiaries (together referred to as "the Bank"). 

The reporting entity

Basis of preparation

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.

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.        

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

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.

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 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.  

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.  

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

2.

Going concern

cont'd

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.

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.

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.

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.

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.
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Quarterly statements
3.

Q3* Q2* Q1* 
2010 2010 2010 

10,057 9,802 10,478 
1,902 1,708 1,624 
6,804)(          4,289)(              2,033)(             

217 392 87 
1,227 23,895 2 
4,345 20,335)(            1,547)(             
4,653)(          4,941)(              4,354)(             

114 15 133 
6,405 6,247 4,390 
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

4.

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

The following table describes the carrying value of financial assets and financial liabilities.

Net interest income .......................................................................................................................
Net fee and commission income ...................................................................................................
Net financial income .....................................................................................................................
Other net operating income ...........................................................................................................
Revised estimated cash flows .......................................................................................................
Net impairment losses ..................................................................................................................
Administrative expenses ...............................................................................................................

Profit before income tax ................................................................................................................
Income tax ....................................................................................................................................

Other income (expenses) ..............................................................................................................

Notes to the Condensed Consolidated Financial Statements

Operations by quarters:

13 26,267 26,267 
15-17 97,327 97,327 
18-21 466,392 466,392 

Loans and receivables 0 0 589,986 0 589,986 

Bonds and debt instruments
48,324 48,324 

30,359 30,359 

Bonds and debt instruments 48,324 30,359 0 0 78,683 

Shares and equity instruments
602 140 742 

1,558 1,558 

Shares and equity instruments 602 1,698 0 0 2,300 

14 58 58 

48,984 32,057 589,986 0 671,027 

8,128 8,128 
14 3 3 

27 10 10 
27 117,495 117,495 

28-29 341,652 341,652 
30 57,690 57,690 

0 21,389 21,389 

8,131 0 0 538,236 546,367 

Total financial assets

Unlisted ...........................................................................

Loans to customers .........................................................

Deposits from Central Bank .............................................

Financial liabilities ............................................................

Deposits from credit institutions .......................................
Deposits from customers .................................................

Total financial liabilities

Debt issued and other borrowed funds .............................
Subordinated loans ..........................................................

Derivatives .......................................................................

Listed ...............................................................................
Unlisted ...........................................................................

Loans to credit institutions ...............................................
Cash and balances with Central Bank .............................

Listed ...............................................................................

Derivatives .......................................................................
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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
13 38,743 38,743 38,743 

15-17 87,416 87,416 87,416 
18-21 489,611 489,611 489,611 

Loans and receivables 0 0 615,770 0 615,770 615,770 

Bonds and debt instruments
36,271 0 36,271 36,271 

30,430 30,430 30,430 

Bonds and debt instruments 36,271 30,430 0 0 66,701 66,701 

Shares and equity instruments
477 63 540 540 

1,710 1,710 1,710 

Shares and equity instruments 477 1,773 0 0 2,250 2,250 

36,748 32,203 615,770 0 684,721 684,721 

7,332 7,332 7,332 
27 28 28 28 
27 139,064 139,064 143,752 

28-29 339,659 339,659 339,659 
30 69,190 69,190 69,190 

24,843 24,843 24,843 

7 332 0 0 572 784 580 116 584 804

Debt issued and other borrowed funds ...............
Subordinated loans ............................................

Financial liabilities ..............................................

Total financial liabilities

Deposits from Central Bank ...............................
Deposits from credit institutions .........................
Deposits from customers ...................................

Loans to credit institutions .................................
Loans to customers ...........................................

Listed .................................................................
Unlisted .............................................................

Listed .................................................................
Unlisted .............................................................

Cash and balances with Central Bank ...............

Total financial assets

7,332 0 0 572,784 580,116 584,804 Total financial liabilities
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Notes to the Condensed Consolidated Financial Statements

Net interest income

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

Interest income:

297 1,004 3,002 
13,767 48,277 75,196 

128 660 1,830 
480 1,677 159 

0 0 5,709 
7 25 1,016 

Total interest income 14,679 51,643 86,913 

Interest expenses:
819)(             3,437)(              11,045)(          

3,223)(          13,109)(            34,061)(          
101)(             3,264)(              7,673)(            
261)(             795)(                 0 
83)(               335)(                 503)(               

135)(             366)(                 1,647)(            

Total interest expenses 4,622)(          21,306)(            54,929)(           

Net interest income 10,057 30,337 31,984 

Financial liabilities held for trading ................................................................................................
Other interest expense ..................................................................................................................

Loans and receivables ..................................................................................................................
Financial assets held for trading ...................................................................................................
Financial assets designated at fair value through profit or loss .....................................................

Financial assets Share subscription ..............................................................................................
Other assets .................................................................................................................................

Deposits from credit institutions and Central Bank ........................................................................
Deposits ........................................................................................................................................
Borrowings ....................................................................................................................................
Subordinated loans .......................................................................................................................

Cash and cash balances with Central Bank ..................................................................................

Financial income

6. Financial income is specified as follows: 2010 2010 2009
1.7-30.9 1.1-30.9 1.1-31.12

185)(             21)(                   142 
257 341)(                 143 

6,876)(          12,764)(            10,852 

Total 6,804)(          13,126)(            11,137 

7.

257 341)(                 131 
0 0 12 

Total 257 341)(                 143 

Net (loss) gain on financial assets held for trading ........................................................................
Net gain (loss) on fin. assets and liabilities designated at fair value through P&L .........................

Shares ..........................................................................................................................................
Bonds and loans to customers ......................................................................................................

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

Net foreign exchange (loss) gain ...................................................................................................
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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

80 272 568 
3 60 141 
0 0 1,698 

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

2,094 6,691 8,036 
2,403 6,842 7,569 

156 415 508 

Administrative expenses 4,653 13,948 16,113

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

Other net operating income  ..........................................................................................................

Salaries and related expenses ......................................................................................................
Other administrative expenses ......................................................................................................
Depreciation and amortisation ......................................................................................................

Gains on non-current assets .........................................................................................................

Included in other administrative expenses is 919 million for the Depositor's Insurance Fund. The amount for 2009 was 672 million.

Agency fees and SLA fees ............................................................................................................
Rental income ...............................................................................................................................

1,710 5,394 6,597 
228 720 890 
149 486 428 

7 91 121 

Salaries and related expenses 2,094 6,691 8,036

Effective income tax rate

11.

17,042 28,660 

3,068 18.0% 4,299 15.0% 
388 2.3% 406 1.4% 
345 2.0% 10)(                   0.0%)(              
90 0.4% 17)(                   0.2%)(              

Income tax according to the statement of comprehensive income 3,891 22.8% 4,678 16.3% 

Correction in accordance with ruling on prior years' taxable income ........................

2010
1.1-31.121.1-30.9

Other .............................................................................................................................................

Salaries .........................................................................................................................................
Pension expenses .........................................................................................................................
Social security charges .................................................................................................................

Taxable gain on arising outside profit and loss ........................................................

2009

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:

Other differences......................................................................................................

Profit before tax........................................................................................................

Income tax calculated on the profit of the period.......................................................
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Notes to the Condensed Consolidated Financial Statements

Earnings per share

12.

2010 2009 
1.1-30.9 1.1-31.12

13,093 23,901 

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.
30.9.2010 31.12.2009 

1,943 1,842 
11,804 10,707 
6,723 19,605 

Included in cash and cash equivalents 20,470 32,155 

5,797 6,588 

Total 26,267 38,743

Earnings per share are specified as follows:

Mandatory reverse deposits with Central Bank ...................................................................................................

Cash in hand .......................................................................................................................................................

Net profit of the equity holders of the parent, according to the statem. of comprehensive income .......................

Balances with Central Bank other than mandatory reserve deposits ...................................................................
Certificates of deposit .........................................................................................................................................

Average outstanding shares:

Specification of cash and cash balances with Central Bank:

  Weighted average number of outstanding shares for the period, million ...........................................................

Total 26,267 38,743 

Derivatives financial instruments

Assets Liabilities Assets Liabilities 
14. Derivatives held for trading: 30.9.2010 30.9.2010 31.12.2009 31.12.2009

55 0 0 0 
3 3 0 0 

Total 58 3 0 0 

FX swaps .................................................................................................................

Certificates of deposit (CDs) are short term instruments issued by the Central Bank at predetermined interest rates. 

FX forwards .............................................................................................................

Mandatory reserve deposits are not available for use in the Bank's day-to-day operations. 
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Notes to the Condensed Consolidated Financial Statements

Loans

15. Loans to credit institutions: 30.9.2010 31.12.2009

26,064 16,198 
18,457 21,162 
52,806 50,056 

Loans to credit institutions 97,327 87,416 

Gross Impairment Carrying Gross Impairment Carrying 
16. Loans to credit institutions : amount allowance amount amount allowance amount 

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
486 

1,618 
161 

0 
Balance at the end of the period 2,265 

Collective allowances for impairment
107 

30 September 2010 31 December 2009 

Money market loans ............................................................................................................................................
Bank accounts ....................................................................................................................................................
Other loans .........................................................................................................................................................

Balance at the beginning of the year .............................................................................................................................................
Charge to the statement of comprehensive income ......................................................................................................................

Write-offs ......................................................................................................................................................................................

Balance at the beginning of the year .............................................................................................................................................

     Loans ..........................................................................

Reclass adjustment ......................................................................................................................................................................

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

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

29% 30%
19% 15%
11% 12%
14% 13%
9% 9%
4% 4%
5% 5%
3% 4%
3% 4%
1% 1%
2% 3%

Loans to credit institutions and customers 100% 100%

Loans and advances to customers at amortised cost ..........................................................................................

Individuals ...........................................................................................................................................................

Real estate ..........................................................................................................................................................

Service ................................................................................................................................................................

Seafood ..............................................................................................................................................................

Other ...................................................................................................................................................................
Transportation .....................................................................................................................................................

Industry ...............................................................................................................................................................
Investment companies ........................................................................................................................................

Construction ........................................................................................................................................................

Commerce ..........................................................................................................................................................

Credit institutions ................................................................................................................................................
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20. Loans to customers at amortised cost:

Gross Impairment Carrying Gross Impairment Carrying 
amount allowance amount amount allowance amount 

178,627 9,628)(           168,999 188,197 13,237)(            174,959 
359,241 68,605)(         290,636 364,646 57,714)(            306,932 

3,122 146)(             2,976 4,472 490)(                 3,982 
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

48,774 
20,256 
6,285)(             

Balance at the end of the period 62,745 

Collective allowances for impairment
22,683 
4,337)(             
2,454)(             

Balance at the end of the period 15,892 

Total impairment for loans to customers 78,637 

Loans to corporate entities ...............................................

Write-offs ......................................................................................................................................................................................

Balance at the beginning of the year .............................................................................................................................................
Charge to the statement of comprehensive income ......................................................................................................................
Principal credit adjustment ............................................................................................................................................................

Central government and state-owned enterprises ............

Balance at the beginning of the year .............................................................................................................................................
Charge to the statement of comprehensive income ......................................................................................................................

31 December 2009 

Loans to individuals .........................................................

Loans to municipalities ....................................................

30 September 2010 

p

Total impairment charge to the statement of comprehensive income
1,618 

15,919 

Total allowances for impairment 17,537 

Investments in associates
30.9.2010 31.12.2009 

22.

827 651 
0 74 
8)(                     83)(                  
0 185 

182)(                 0 

Investments in associates at the end of the period 637 827 

Purchases of shares in associates ......................................................................................................................
Sales of shares in associates ..............................................................................................................................

Investments in associates at the beginning of the year .......................................................................................

Transfers  ............................................................................................................................................................
Revaluation .........................................................................................................................................................

Allowances for impairment - loans to credit institutions .................................................................................................................

Allowances for impairment - loans to customers ...........................................................................................................................

Changes in investments in associates:
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Investments in subsidiaries

23.
Owner- 

Location ship 

Iceland 55% 
Iceland 55% 
Iceland 100% 
Iceland 100% 
Iceland 100% 
Luxembourg 100% 
USA 100% 

Related party disclosures

24.

Miðengi ehf. ........................................................................................................................................................

Glacier Geothermal and Seafood Corporation .....................................................................................................

Eik Properties ehf. ...............................................................................................................................................
Glitnir Asset Management AS .............................................................................................................................

Related party transactions

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

Kreditkort hf. .......................................................................................................................................................

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.

Parent and 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 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.

Íslandssjóðir hf. ...................................................................................................................................................
Borgun hf. ...........................................................................................................................................................

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

30.9.2010 31.12.2009

114 292 
378 32 

28,155 35,089 

28,647 35,413 

101 135 
3 222 

All loans to employees are provided on general business terms of the Bank. Included in assets are loans to key management.

the Bank, close family members of individuals referred to herein and entities with significant influence as the largest shareholders of the Bank.  

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

No share option programmes were operated during 2010. 

Loans to the CEO and Managing Directors (including companies owned by them) .............................................
Loans to shareholders and Members of the Board (including companies owned by them) ..................................
Loans to associated companies and other related parties ...................................................................................

Guarantees .........................................................................................................................................................

No impairment is recorded against balances outstanding during the period with related parties.

Loan Commitments .............................................................................................................................................
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Investment property
30.9.2010 31.12.2009

25.

2,056 1,679 
0 377 

377)(                 0 
314)(                 0 

Investment property at the end of the period 1,365 2,056 

Other assets
30.9.2010 31.12.2009

26.

1,282 775 
13,295 3,266 

230 179 
573 424 

2,251 3,761 
807 355 

Other assets 18,437 8,761 

Deposits from Central Bank and credit institutions
30.9.2010 31.12.2009

27.

10 28

Unsettled securities transactions .........................................................................................................................

Deposits from Central Bank and credit institutions are specified as follows:

Investment property is specified as follows:

Other assets are specified as follows:

Balance at the beginning of the year ...................................................................................................................
Additions during the period ..................................................................................................................................

Receivables ........................................................................................................................................................

Prepaid expenses ...............................................................................................................................................

Transfers .............................................................................................................................................................
Sales of investment property ...............................................................................................................................

Other assets .......................................................................................................................................................
Inventory (real estate) .........................................................................................................................................
Accruals ..............................................................................................................................................................

Deposits Central Bank 10 28 
117,495 139,064 

Deposits from Central Bank and credit institutions 117,505 139,092 

Deposits from customers
30.9.2010 31.12.2009

28.

220,781 205,652 
120,871 134,006 

Deposits from customers total 341,652 339,659 

29.

Amount % of total Amount % of total 

4,087 1% 4,735 1%
8,015 2% 3,423 1%

194,038 57% 180,944 54%
135,512 40% 150,557 44%

Deposits from customers total 341,652 100% 339,659 100%

Demand deposits ................................................................................................................................................
Time deposits .....................................................................................................................................................

Central government and state-owned enterprises.....................................................
Municipalities............................................................................................................
Other companies......................................................................................................
Individuals................................................................................................................

Deposits from customers are specified by type as follows:

Deposits from customers are specified by owners as follows:
30.9.2010 31.12.2009

Deposits Central Bank ........................................................................................................................................
Deposits from credit institutions ..........................................................................................................................
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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

54,586 56,828 
1,179 1,446 
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

2,036 2,063 
12,522 12,189 
1,630 2,879 

704 1,641 
15,644 64 

161 135 
4,368 4,086 

Other liabilities 37,064 23,057 

Equity
32.

Total share capital 
30 9 2010 31 12 2009

Issued bonds ......................................................................................................................................................
Loans from banks ...............................................................................................................................................

Accruals ..............................................................................................................................................................
Liabilities to retailers for credit card provision ......................................................................................................
Guarantees .........................................................................................................................................................
Chargeable gain tax ............................................................................................................................................

Other debt securities ...........................................................................................................................................

Sundry liabilities ..................................................................................................................................................

Unsettled securities transactions .........................................................................................................................
Deferred income .................................................................................................................................................

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. 

30.9.2010 31.12.2009

10,000 10,000 
55,000 55,000 

Total 65,000 65,000 

Share premium account ......................................................................................................................................
Ordinary share capital .........................................................................................................................................
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Capital management
33.

30.9.2010 31.12.2009 

Tier 1 capital
10,000 10,000 
55,000 55,000 
2,470 2,059 

36,875 24,204 
898 840 
207)(                 107)(                
395)(                 0 

Total Tier 1 capital 104,641 91,996 

Tier 2 capital
21,389 24,843 

Total regulatory capital 126,030 116,839 

Risk-weighted assets
407,699 454,773 
56,513 42,117 
6,417 3,195 

50,096 38,922 
94,092 92,929 

Total risk weighted assets 558,304 589,819 

Capital ratios
18 7% 15 6%

Tax assets ..........................................................................................................................................................

     Currency risk FX ............................................................................................................................................

Minority interest ...................................................................................................................................................
Intangible assets .................................................................................................................................................

Retained earnings ...............................................................................................................................................

 - due to market risk ............................................................................................................................................
     Market risk, trading book ................................................................................................................................

Other reserves ....................................................................................................................................................

Qualifying subordinated liabilities ........................................................................................................................

The table below shows the capital base, risk weighted assets and capital ratios of the Bank on 30 September 2010 and 31 December 2009.

Ordinary share capital .........................................................................................................................................
Share premium ...................................................................................................................................................

 - due to operational risk ......................................................................................................................................

 - due to credit risk ..............................................................................................................................................

Tier 1 ratio 18.7% 15.6% 
22.6% 19.8% 

Off balance sheet information

Obligations

34.

30.9.2010 31.12.2009

10,364 9,593 
14,805 5,165 
16,761 21,585 
3,697 3,697 

Custody assets

35.
30.9.2010 31.12.2009

590,372 682,166 

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

Committed undrawn lines of credit ......................................................................................................................

Custody assets ...................................................................................................................................................

Guarantees granted to customers .......................................................................................................................

Balance of custody assets:

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

Unused overdrafts ...............................................................................................................................................
The Depositors and Investors Guarantee Fund – declaration of guarantee .........................................................

Total capital ratio .................................................................................................................................................
Tier 1 ratio ...........................................................................................................................................................
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Contingencies 

36.

When certain assets and obligations were transferred from Glitnir to Íslandsbanki, 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.  

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 Íslandsbanki with the Reykjavík 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 Íslandsbanki against any future claims against the Bank arising from the transfer of such rights.

Netting agreement 

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 Íslandsbanki with the Reykjavík 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 Íslandsbanki in any
way. The district court of Reykjavik has now ruled in the case of Hrafninn ehf. against Íslandsbanki 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.

Litigation threats 

Allocation of liens, guarantees and comparable rights

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 Íslandsbanki.

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

Dispute over the Bank's claim on Straumur
Following the takeover of Straumur-Burdarás 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 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 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 Reykjavík District Court. 

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%. 

The District Court of South Iceland ruled on 29 October 2010 that a loan contract issued by Íslandsbanki 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.

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

Íslandssjóðir
Ten parties have brought a suit in the Reykjavik District Court against Íslandssjóðir hf., a fund management company that is a wholly owned
subsidiary of Íslandsbanki. The plaintiffs, all of which were holders of shares in the fund Sjóður 9 (money market fund) when the Icelandic
financial system collapsed in October 2008, principally claim that Íslandssjóðir 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. Íslandssjóðir disputes the claim and has instructed an attorney to defend against the claims on its behalf.

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.

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.

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.

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.

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).
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37.

30.9.2010 31.12.2009

26,267 38,743
97,327 87,416

Loans to customers:
168,999 174,960
290,636 306,931

2,976 3,982
3,781 3,738

Bonds and debt instruments:
76,944 66,268

653 59
1,086 374

58 0
18,437 8,761

687,164 691,232

10,364 9,593
14,805 5,165

25,169 14,758

712,333 705,990

38.

Neither past Past due 
due nor but not 

impaired impaired Impaired Total 

96,805 13 509 97,327
113,091 24,061 31,847 168,999
111,700 20,290 158,646 290,636

1,180 451 1,345 2,976
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 

85,057 1,424 935 87,416
111,842 24,215 38,903 174,960
80,070 19,093 207,768 306,931
2,056 9 1,917 3,982
1,787 623 1,327 3,738

Total 280,812 45,364 250,849 577,025

Notes to the Condensed Consolidated Interim Financial Statements

At 31 December 2009

Loans to central government and state-owned enterprises.....................................................
Loans to municipalities............................................................................................................

    Loans to corporate entities .......................................................................................................................................

    Central government ..................................................................................................................................................

    Loans to central government and state-owned enterprises .......................................................................................

Other assets .................................................................................................................................................................

     Other .......................................................................................................................................................................
Derivatives ...................................................................................................................................................................

Total

Loan commitments  ......................................................................................................................................................
Financial guarantees ....................................................................................................................................................

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:

At 30 September 2010
Loans to credit institutions......................................................................................................
Loans to individuals................................................................................................................

Loans to central government and state-owned enterprises.....................................................
Loans to corporate entities......................................................................................................

Loans to municipalities............................................................................................................

Loans to credit institutions......................................................................................................
Loans to individuals................................................................................................................
Loans to corporate entities......................................................................................................

The following table presents the maximum exposure to credit risk of on balance sheet and off balance sheet financial instruments, before taking
account of any collateral held or other credit enhancements.

Maximum exposure

    Loans to individuals ..................................................................................................................................................

Cash and balances with Central Bank ..........................................................................................................................
Loans to credit institutions ............................................................................................................................................

    Loans to municipalities .............................................................................................................................................

    Local governments ...................................................................................................................................................
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39.

Past due Past due 
Past due up 30-60 60-90 Over 
 to 30 days days days  90 days Total 

0 0 0 13 13 
5,164 2,772 573 15,552 24,061 
4,855 1,012 1,455 12,968 20,290 

0 80 0 371 451 
4 0 0 0 4 

Total 10,023 3,864 2,028 28,904 44,819 

At 31 December 2009 

0 0 45 1,379 1,424 
5,914 2,173 628 15,500 24,215 
1,784 2,593 1,455 13,262 19,093 

6 0 0 3 9 
0 0 0 623 623 

Total 7,704 4,766 2,128 30,767 45,364 

40.

Loans to municipalities......................................................................................

Loans to credit institutions.................................................................................

Loans to central government and state-owned enterprises................................

Loans to credit institutions.................................................................................

Gross amount of loans by class to customers that were past due but not impaired are as follows:

Loans to corporate entities................................................................................
Loans to central government and state-owned enterprises................................

Loans to individuals ..........................................................................................

Loans to municipalities......................................................................................

Loans to individuals ..........................................................................................
Loans to corporate entities................................................................................

At 30 September 2010

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.

Maturity analysis 30 September 2010
Up to 1 1-3 3-6 6-12 1-2 2-5 Over 5 
month months months months years years years Total 
8,128 0 0 0 0 0 0 8,128 

3 0 0 0 0 0 0 3 
10 0 0 0 0 0 0 10 

98,501 726 101 10,000 8,167 0 0 117,495 
289,313 8,824 1,027 1,006 994 34,406 6,082 341,652 

2,392 802 1,520 3,037 6,061 18,081 25,797 57,690 
0 0 0 0 0 0 21,389 21,389 

398,347 10,352 2,648 14,043 15,222 52,487 53,268 546,367 

22,170 0 0 308 24,678 377 15,705 63,238 
0 0 0 0 0 0 105,243 105,243 

420,517 10,352 2,648 14,351 39,900 52,864 174,216 714,848 

243,440 16,249 22,493 33,739 71,694 125,022 202,211 714,848 

177,077)(    5,897 19,845 19,388 31,794 72,158 27,995 0 

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.

Debt issued and other borrowed funds .......
Subordinated loans ....................................

On balance sheet financial liabilities
 - contractual undiscounted cashflows
Financial liabilities ......................................

Deposits from Central Bank ........................
Deposits from credit institutions  .................
Deposits from customers ............................

Derivatives .................................................

Total financial liabilities

Total liabilities and equity

Other liabilities and equity

Total assets 

Total maturity gap on 30 September 
2010

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.

Liquidity risk management

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.

Other liabilities ............................................
Equity .........................................................
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41. Cont'd

Maturity analysis 31 December, 2009
Up to 1 1-3 3-6 6-12 1-2 2-5 Over 5 
month months months months years years years Total 
7,332 0 0 0 0 0 0 7,332 

28 0 0 0 0 0 0 28 
128,103 1,390 0 0 79 9,492 0 139,064 
283,501 15,231 504 507 813 33,209 5,894 339,659 

462 981 0 0 8,463 0 59,284 69,190 
0 0 0 0 0 0 24,843 24,843 

419,425 17,602 504 507 9,355 42,701 90,021 580,114 

8,675 0 0 0 0 0 36,450 45,125 
0 0 0 0 0 0 92,103 92,103 

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 

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. 

Equity .........................................................

Total maturity gap on 31 December, 
2009

Deposits from customers ............................

Deposits from Central Bank ........................

Other liabilities ............................................

Total liabilities and equity

Other liabilities and equity

Deposits from credit institutions  .................

Debt issued and other borrowed funds .......

 - contractual undiscounted cashflows
Financial liabilities ......................................

Total financial liabilities

On balance sheet financial liabilities

Subordinated loans ....................................
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Interest rate risk in the banking book

43.

Assets 0-3 month
3-12 

months 1-2 years 2-5 years 5-10 years
Over 10 

years
Not interest 

bearing Total 

Cash and balances with Central Bank.... 24,324 0 0 0 0 0 1,943 26,267 
Derivatives............................................. 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........................................... 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.................................. 5,059 0 0 2,513 509 47 0 8,128 
Derivatives............................................. 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................................ 21,389 0 0 0 0 0 0 21,389 
Other liabilities....................................... 566 0 0 0 0 0 62,672 63,238 
Equity..................................................... 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 

82,239 44,844 6,375 25,668 47,213)(      7,938 119,851)(    0 

50,282 74,324 19,747 3,129)(          53,334)(      24,889 112,779)(    0 

Net interest gap on 30 September 2010

Net interest gap on 31 December 2009

Interest gap analysis 30 September 2010

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.
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Currency risk
44.

Currency analysis 30 September 2010
Assets ISK EUR USD GBP CHF JPY Other Total 
Cash and balances with Central Bank.... 25,494 234 179 89 39 10 222 26,267 
Derivatives............................................. 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................................ 261,141 73,699 30,840 5,922 46,359 42,155 6,275 466,392 
Investments in associates...................... 637 0 0 0 0 0 0 637 
Other assets........................................... 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.................................. 8,128 0 0 0 0 0 0 8,128 
Derivatives............................................. 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 loans................................ 0 21,389 0 0 0 0 0 21,389 
Other liabilities....................................... 54,212 4,056 4,498 472 0 0 0 63,238 
Equity..................................................... 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................................ 174,752)(    59,292 21,907 1,659 46,141 41,222 4,531 0 

Off balance sheet................................... 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......................... 47,123)(      17,941 5,084 1)(                 13,175 10,707 217 0 

Net currency imbalance 
on 31 December 2009........................... 38,923)(      2,990 1,943 1,022 17,955 12,783 2,229 0 

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.
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Sensitivity analysis using conventional risk measures
45.

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

305 
1,090 

Interest Rate (Shift on IR 100 bp)

642 

Prices (Equity)

144 
1,770 

Trading .............................................................................................................................................................................................

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 numbers are employed using historical approach as a VaR
methodology with a one year time frame as a data set. 

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.

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).

1- day holding period ........................................................................................................................................................................
10- day holding period ......................................................................................................................................................................

Shift on yield curve 100bp ................................................................................................................................................................

Banking ............................................................................................................................................................................................
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