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Endorsement and Statement by the Board of Directors and the CEO

The unaudited Condensed Consolidated Interim Financial Statements of islandsbanki hf. for the period 1 January to 31 March 2011
comprise the Condensed Interim Financial Statements of islandsbanki hf. and its subsidiaries, together referred to as “the Bank”.

Accounting convention

The unaudited Condensed Consolidated Interim Financial Statements for the period 1 January to 31 March 2011 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 Changes in Equity, Condensed Consolidated Statement of
Cash Flows and related notes which are presented for the year ended 31 December 2010.

The profit from the Bank’s operations for the period 1 January to 31 March 2011 amounted to ISK 3,586 million, which corresponds to a
11.7% return on equity. Bank equity, according to the consolidated balance sheet, amounted to ISK 124,264 million at 31 March 2011. The
Bank’s total capital ratio, calculated according to the Act on Financial Undertakings, was 27.4% and the Tier 1 ratio was 23.2%. Under
Icelandic law the minimum capital requirement is 8.0%. However, as part of granting the Bank an operating licence as a financial
undertaking, the Icelandic Financial Supervisory Authority (FME) requires the Bank to maintain a minimum Core Tier 1 ratio of 12% of risk
weighted assets and a solvency ratio, allowing for subordinated Tier 2 debt, of 16%.The Bank’s total assets amounted to ISK 666,002
million at the end of the period.

The Board of Directors and the CEO would like to draw attention to uncertainties relating to recent rulings of the Supreme Court of Iceland
in relation to foreign currency loans to individuals and corporations. Uncertainties in relation to loan assets are discussed under notes 2 and
35.

To the best of our knowledge, the Condensed Consolidated Interim Financial Statements provide a true and fair view of the Bank’
operating profits and its financial position as at 31 March 2011.

The Board of Directors and the CEO of islandsbanki hf. hereby confirm the Bank’s Condensed Consolidated Interim Financial Statements
for the period 1 January to 31 March 2011 by means of their signatures.

Reykjavik, 24 May 2011

Board of Directors:
Fridrik Sophusson, Chairman
Kolbran Jénsdéttir

Neil Graeme Brown

John E. Mack

Daniel Levin

Arni Témasson

Marianne @kland

Chief Executive Officer:
Birna Einarsdottir
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Condensed Consolidated Statement of Comprehensive
Income for the three months ended 31 March 2011

Notes 2011 2010
1.1-31.3 1.1-31.3
INEEIESE INCOMIE ...ttt e et e e e bt e e e e sat e e e et e e e e nanneeesnnnas 12,397 17,915
Interest expense ( 4,336) 8,766)
Net interest income 4 8,061 9,149
Net valuation changes on loans and receivables .............ccociiiiiiiiiiiiiic e 5 ( 664) 1,176)
Provision for latent impairment IOSSES .........ceiiiiiiiiiiiieiie e 520 ( 171) 561)
Net interest income after valuation changes on loans and receivables 7,226 7,412
Fee and COMMISSION INCOMIE ......coiuiiiiiiiie ettt e e et e s saee e e sanaeaeeas 2,597 2,039
Fee and COMMISSION EXPENSE .....oouuiiiiiiiiieeiii ettt ee et et e st e e et e e e s siare e e sanneaeans ( 882) 415)
Net fee and commission income 1,715 1,624
Net fiNANCIAI EXPENSES ......ueiiiiiiiii ettt e e e et e e abe e e e e nneeeas 6-7 ( 138) 385)
Net foreign exchange gain (I0SS) .....ccciuiiiiiiiieeiii et e e 8 202 127)
Other net OPErating INCOME .......coiuuiieiiiiie et e e e e s b e e s e aeeeeaaes 9 359 87
Operating income 9,364 8,611
AdMINISIFALIVE EXPENSES ....eieiiiiiiieiiit ettt ettt et 10-11 ( 5,170) 4,354)
Net gain on non-current assets and disposal groups held for sale ...........c.cccocoevneeniieen. 312 133
Profit before tax 4,506 4,390
[[gTeTe] L= = O TP U U PRSPPI 12 ( 865) 807)
BANK 18X ...ttt ettt etttk e e e e s b b e e e e abe e e e e nne e e e eare e e e abaneannee ( 55) 0
Profit for the period 3,586 3,583
Other comprehensive income
Foreign currency translation differences for foreign operations ............cccocevvveeiieeiieennene 1 2)
Other comprehensive income for the period 1 2)
Total comprehensive income for the period 3,587 3,581
Attributable to:
Equity holders of iSIandshanki hf. .............cccoevoveieiicceceeee s 3,592 3,589
NON-CONEIOIING INTEIESES ...ttt ( 6) 6)
Profit for the period 3,586 3,583
BasSiC €arNiNgS PO SNAE ....co.uiiiiiiiiie ettt et e e e e seneeeeaes 13 0.36 0.36
Diluted €arnings PEIr SNAIE .........eii it e e e ibe e 13 0.36 0.36

The notes on pages 8 to 34 are an integral part of these Condensed Consolidated Financial Statements
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Condensed Consolidated Statement of Financial Position

as at 31 March 2011

Notes 31.3.2011 31.12.2010
Assets
Cash and balances with Central Bank ... . 3,14 32,181 30,799
DEIIVALIVES ...t 3,15 271 70
Bonds and debt INSLIUMENTS .......cooiuiiiiiiiii e e e 3 55,503 68,024
Shares and equity instruments 3 3,055 3,022
Loans to Credit INSHIULIONS ........c.uiiiiiiii et 3,16-17 33,111 30,870
LOANS 0 CUSTOMENS .....oiiiiiiiiiiiiii it 3,18-19 496,067 515,161
INVESIMENTS IN ASSOCIALES ......uveieiiiiiie ettt e e e s bne e e snre e e e e 21 744 354
Property and @QUIPMENT .........oiiiiiiieiie s 4,511 5,419
INEANGIDIE ASSELS ...eeiiiiiiie ettt e st e e b e enee s 241 187
Deferred taX @SSELS .......cviiiiiiiie i s 164 283
Non-current assets and disposal groups held for sale ...........ccccoiiiiiiiinc e, 25 27,952 23,489
OENET @SSELS ...ttt 26 12,202 5,544
Total Assets 666,002 683,222
Liabilities
Financial AabIlItIES ..........cooviiiii e 3 8,529 9,090
DEIIVALIVES ..ttt e et e e e e e e ab et e e aabe e e e e abbe e e e sanbeeeanbeeeeas 3,15 834 429
Deposits from Central Bank ...........cccooiiiiiiiiiiii e 3,27 7 26
Deposits from credit INSHIULIONS .........c.uiiiiiiie e 3,27 91,292 96,212
DepPOSItS frOM CUSIOMENS .......iiiiiiiiiietie ittt 3,28,29 318,317 327,158
Debt issued and other borrowed fuNds ... 3,30 53,889 55,425
SUDOIAINALEA I0ANS ......eviiiiiiieiece s 3 22,383 21,241
Current taX HADIlLIES ..........eeiiiiiii e e 8,999 9,024
Deferred tax iabilities .........c.cocviiiiiiiiic e 80 18
Non-current liabilities and disposal groups held for sale ...........ccccooiiiiiiiiiiiiieeeee. 25 16,147 16,442
Other IAbIlItIES .......ooviiieeeriee e 31 21,261 26,694
Total Liabilities 541,738 561,759
Equity
SNAIE CAPILAl ..ot 32 10,000 10,000
SNAIE PrEIMIUIM L.ttt ettt e et b e e e e bb e e e e sabe e e e ssbeeeaanbeeeeannneeeaane 32 55,000 55,000
OENET TESEIVES ...t nne 2,499 2,498
REtAINEA CAMINGS ....ieteieiiieie ettt ettt e et e e sie e e e e sabb e e e abbe e e e aanneeesanreeeans 56,765 53,174
Total equity attributable to the equity holders of Islandsbanki hf. 124,264 120,672
NON-CONIOIING INTEIESTS ....evieeiiiee ittt se e e s e e e e e sae e e s e e e s naaeeesnneeeennes 0 791
Total Equity 124,264 121,463
Total Liabilities and Equity 666,002 683,222

The notes on pages 8 to 34 are an integral part of these Condensed Consolidated Financial Statements
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Condensed Consolidated Statement of Changes in Equity

for the three months ended 31 March 2011

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

capital premium reserves earnings Total
Equity @t 1.1.2010 ....ccoocviiiiiieineeee e 10,000 55,000 2,059 24,204 91,263 840 92,103
Translation differences for foreign operations ....................... ( 8) ( 8) 8)
Contribution to statutory reserve .... 447 ( 447) 0 0
Profit for the period ..o 29,418 29,418 ( 49) 29,369
Total recognised income and expense for the period ........... 0 0 439 28,971 29,410 ( 49) 29,361
Equity at 31.12.2010 10,000 55,000 2,498 53,174 120,672 791 121,463
Equity at 1.1.2011 10,000 55,000 2,498 53,174 120,672 791 121,463
Translation differences for foreign operations ....................... 1 1 1
Net income recognised directly in equity ..........ccccoccveeeeeeneen. 0 0 1 0 1 0 1
Profit for the Period ..o 3,592 3,592 ( 6) 3,586
Total comprehensive income for the period ............ccocceeenee 0 0 1 3,592 3,593 ( 6) 3,587
Change in minority iNterest ..........ccocvevienee i 0 ( 785) ( 785)
Equity at 31.3.2011 10,000 55,000 2,499 56,765 124,264 0 124,264

The notes on pages 8 to 34 are an integral part of these Condensed Consolidated Financial Statements
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Condensed Consolidated Statement of Cash Flows
for the three months ended 31 March 2011

2011 2010
Notes 1.1-31.3 1.1-31.12
Net cash provided (used in) by operating activities 5,150 ( 15,326)
Net cash used in investing activities ( 177)  ( 724)
Net increase (decrease) in cash and cash equIValents .............ccooiiiiiiiiie e 4,973 ( 16,050)
Effects of exchange rate changes on cash and cash equivalents ............cccccceviiiieniicnie s, 26 ( 115)
Cash and cash equivalents at the beginning of the year ... 37,152 53,317
Cash and cash equivalents at the end of the period 42,151 37,152
Reconciliation of cash and cash equivalents:
Cashonhand ........cccccoeevrvcinnnnne. 14 1,757 1,833
Cash balances with Central Bank 14 24,626 23,217
BaNK BCCOUNLS ...ttt sttt e e e e nreene e 16 15,768 12,102
Total cash and cash equivalents 42,151 37,152

The notes on pages 8 to 34 are an integral part of these Condensed Consolidated Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Accounting policies

General information
1. The reporting entity

[slandsbanki hf. is a limited company incorporated and domiciled in Iceland. The Condensed Consolidated Interim Financial Statements for the
three months ended 31 March 2011 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 24 May
2011.

2. Basis of preparation
Statement of compliance

The unaudited Condensed Consolidated Interim Financial Statements for the three months ended 31 March 2011 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 Changes in Equity, Condensed Consolidated Statement of
Cash Flows and related notes which are presented for the year ended 31 December 2010.

The Condensed Consolidated Interim Financial Statements do not include all the information required for annual financial statements and should
be read in conjunction with the Consolidated Financial Statements of the Bank and the Risk Book for the year ended 31 December 2010. The
Financial Statements and the Risk Book 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 2010.

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 were uncertainties in input parameters and assumptions used in valuation of the assets acquired from Glitnir at a deep discount. The
Bank's management based their value estimates on expected five-year cumulative losses with conservative estimates for collateral values and a
prudent risk premium, 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 legislation that lengthens the collection process or
increases taxation and the extent of customer participation in flexible maturity and payment equalisation programmes.

At 31 March 2011 many of the uncertainties surrounding the valuation of the financial assets acquired at a deep discount and the economic
environment were still present. The Bank's management is, however, confident that the Bank's capital base is robust enough to absorb
reasonable variances in applied assumptions.

The valuation is discussed in detail in the Consolidated Financial Statements 2009. Contingencies relating to the acquired loan assets are
further discussed under note 35.

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

2. contd
Going concern

The full extent of repercussions likely to be experienced in wake of the recession which Iceland is currently undergoing, is difficult to ascertain. In
the meantime, the Bank continues to strengthen its debt management functions and monitor its loan portfolio in the context of developments
within the Icelandic economy, as well as markets abroad.

There are uncertainties present in relation to the valuation and recoverability of the Bank’s loan assets acquired from Glitnir and the Bank has
worked closely with customers experiencing payment difficulties in order to ensure maximum recovery of its assets.

In September 2010 the Supreme Court of Iceland ruled that a principal amount in ISK could not be linked to foreign currencies. The Supreme
Court subsequently ruled that the lowest offered Central Bank rate for non-indexed loans should be applied to these loans instead of the
contractual interest rate. The Bank’s leasing contracts fall under this ruling and the Bank has already offered its customers to settle their loan
contracts accordingly. The financial effect of this is fully reflected in the consolidated financial statements.

The Supreme Court ruling on which interest rate to use for loan contracts that are deemed to be illegally linked to foreign currency, gives
precedence and has therefore reduced the Bank’s uncertainty as to the financial impact of future rulings. The effect on other types of foreign
currency loans remains uncertain.

Since its incorporation the Bank has been subject to a currency risk due to a mismatch in the contractual currencies its assets and liabilities.
This imbalance has been offset to some extent by the Bank's treatment of loans with non-ISK contractual currency to borrowers with ISK-based
income as ISK assets, whereby the Bank impairs any increase in loan balances due to depreciation of the ISK. Borrowers with ISK income have
been offered the option to convert their non-ISK loans into ISK-based loans at a discount.

To address the remaining imbalance, the Bank entered into a foreign exchange swap on 30 December 2010. Currency risk is further discussed
under note 44.

Currently, 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, issue 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
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Notes to the Condensed Consolidated Financial Statements

Financial assets and liabilities

3.

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

At 31 March 2011 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 ..............cccccvveeennn. 14 32,181 32,181
Loans to credit iNStItUtioNS .............uevvviviiiiiiiiiiiiiiieininnns 16-17 33,111 33,111
Loans to customers 18-19 496,067 496,067
Loans and receivables 0 0 561,359 0 561,359
Bonds and debt instruments
LISTEA .o 22,570 30,654 53,224
(011155 =T S RRRRN 2,279 2,279
Bonds and debt instruments 22,570 32,933 0 0 55,503
Shares and equity instruments
(IS =T SRR 501 501
UNDSEEA ... 2,554 2,554
Shares and equity instruments 501 2,554 0 0 3,055
DerivatiVes ... 15 271 271
Total financial assets 23,342 35,487 561,359 0 620,188
Financial liabilities .........cccceeeviiiieiee e 8,529 8,529
DerivatiVes ........ccoooeiiiii 15 834 834
Deposits from Central Bank ..........cccccceeeiiiieiiieniniiiennns 27 7 7
Deposits from credit institutions ... 27 91,292 91,292
Deposits from CUSTOMENS ........cooviiiiiiiieiiiie e 28-29 318,317 318,317
Debt issued and other borrowed funds .................cccoe.. 30 53,889 53,889
Subordinated loans 0 22,383 22,383
Total financial liabilities 9,363 0 0 485,888 495,251

islandsbanki hf. Condensed Consolidated Interim Financial Statements

For the three months ended 31 March 2011
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Notes to the Condensed Consolidated Financial Statements

3.

Cont'd
At 31 December 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 ..............cccccvvveennn. 14 30,799 30,799
Loans to credit institutions 16-17 30,870 30,870
LO&ans to CUSTOMENS ........ccoovviiiiiiiiiiiiic s 18-19 515,161 515,161
Loans and receivables 0 0 576,830 0 576,830
Bonds and debt instruments
(IS =T SR UPPERRN 36,201 0 36,201
UNISEEA ... 31,823 31,823
Bonds and debt instruments 36,201 31,823 0 0 68,024
Shares and equity instruments
LISTEA e 411 51 462
[0 11155 =T S RRRN 2,560 2,560
Shares and equity instruments 411 2,611 0 0 3,022
DEMVALIVES ...eeeieiiiiiiiee et e et e e e e e e e s 15 70 70
Total financial assets 36,682 34,434 576,830 0 647,946
Financial liabilities .........c.ccccoeeeiiiiiiiee e 9,090 9,090
DerivatiVes ... 15 429 429
Deposits from Central Bank ..........cccccceeiiiieiiiiiiiniiieenns 27 26 26
Deposits from credit iNStitUtioNS ............cccvveeeeeeeiiiiiieeneenn. 27 96,212 96,212
Deposits from CUSTOMErS ........coovviiiiiiieiiie e 28-29 327,158 327,158
Debt issued and other borrowed funds .. 30 55,425 55,425
Subordinated 10aNns .........cccoiiiiiiree i 21,241 21,241
Total financial liabilities 9,519 0 0 500,062 509,581
islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Financial Statements

Net interest income

5.

Net interest income is specified as follows: 2011 2010
1.1-31.3 1.1-31.3
Interest income:
Cash and balances With Central BANK ............cooiuiiiiiiiiii et e st e e s e e e e e e e e annnes 282 354
LOANS AN FECEIVADIES ..ottt ettt s et e h e e e a et e s bt e st e e s et e e bre e e anbeee s 11,581 16,662
Financial assets held for trading .. 158 273
Financial assets designated at fair value through profit or loss 330 619
(@4 T LTS = (PSP U PPPPPPPPRPRPIOY 46 7
Total interest income 12,397 17,915
Interest expense:
Deposits from credit institutions and Central BANK ..............cooiiiiiiiiiiiiie e ( 449) ( 1,375)
Deposits from customers 2,536) ( 5,040)
[2T0] (o111 To LT OO PP PPTUPPPPRN 973) ( 1,834)
510 o o] (o [T aT=1 =T o I [0 T= 1o TSP T TP PP PUTP PP ( 280) ( 280)
Financial liabilities held fOr tratiNg .........ooouiiiiie e e e e e e et e e e e e s e nnareaaeeeaaas ( 68) ( 127)
OLhEE INTEIEST EXPENSE .. .iiiiiieiee ettt e e e ettt e e e e e ettt et e e e e e et abe e et e e e s e s be b et e e e e e e s s bbb e e e e e e e e bbbe e e e e e ansbbeseaeeeaannnnreaeaas ( 30) ( 110)
Total interest expense ( 4,336) ( 8,766)
Net interest income 8,061 9,149
Net valuation changes on loans and receivables
Net valuation changes on loans and receivables: 2011 2010
1.1-31.3 1.1-31.3
Impairment charged to comprehensive income:
Specific impairment losses on financial assets .................... ( 2,543) ( 2,507)
(Impairment) reversal of impairment of foreign exchange gain ( 1,672) 1,521
Net specific impairment losses on financial assets ( 4,215) ( 986)
Provision for latent iMPairMENt IOSSES ........uiiiiiiiiiiiii ittt e e aeeee s ( 171) ( 561)
Total impairment charged to comprehensive income (see note 20) ( 4,386) ( 1,547)
Net valuation changes:
Income due to revised estimated future cash flow from [0aNS ...........ooooiiiiiiiiiiiii e 1,879 1,331
Net specific impairment losses on financial assets ( 4,215) ( 986)
Foreign exchange gain (I0SS) (SEE NOLE 8) ........uiiiiiiiiiiiiiiee ettt e e e ettt e e e e e st e e e e e e s sbbb e e e e e e e sannnreeeas 1,672 ( 1,521)
Net valuation changes on loans and receivables ( 664) ( 1,176)

(Impairment) reversal of impairment of foreign exchange gain from customers with foreign exchange loans and cash flow in ISK is offset

against total foreign exchange gain (loss) as per note 8.

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

Net financial expenses

6.

8.

9.

Net financial expenses are specified as follows: 2011 2010

1.1-31.3 1.1-31.3
Net (loss) gain on financial instruments held for trading ..........c...eeiii e ( 141) 30
Net gain (loss) on financial instruments designated at fair value through profit or I0SS ...........cccccoviiiiiiiiiniinens 3 ( 415)
Net financial expenses ( 138) ( 385)
Net gain (loss) on financial instruments designated at fair value through profit or loss is specified as follows:
1 1 T ST PPER 3 415)
Net gain (loss) on financial instruments designated at fair value through profit or loss 3 ( 415)

Net foreign exchange gain (loss)

Net foreign exchange gain (loss) is specified as follows: 2011 2010

1.1-31.3 1.1-31.3
Assets:
Cash and balances with Central Bank 26 ( 17)
Financial assets held for trading ........ 560 273
Loans to credit institutions .............. 740 ( 696)
(o1 o (o oW (o] =] £ SO TSP PP PO U PR OUPPP PPN 3,639 ( 2,897)
(@4 LT LTS (OSSP UPPPPPRPPRPPPIRE 9 ( 23)
Total 4,974 ( 3,360)
Liabilities:
Deposits from Credit INSTEULIONS ........oiiiiiiiieie ettt e e e e e e st b e e e e e e e e abb b e e e e e e e sasnereeaeeaasnbbseaaaeaaannnnes ( 66) ( 4)
DEPOSILS fFTOM CUSTOMEIS ...ttt ettt e e a et s bt e e st et e e ea et e s bt e st e e e ab et e e bteeeanbeeeeas ( 1,865) 690
510 o o] (o [1aT=1C=To I 0 T- 1o R OO PP TUT T UPPPPPRTN ( 1,142) 1,018
Other liabilities 27) 8
Total ( 3,100) 1,712
Unadjusted net foreign exchange gain (loss) 1,874 ( 1,648)
Foreign exchange reversal on loans to customers with ISK cash flow ( 1,672) 1,521
Net foreign exchange gain (loss) 202 ( 127)

Other net operating income
2011 2010

Other net operating income is specified as follows: 1.1-31.3 1.1-31.3
Agency fees and service [evel agreemMENt FEES ......ooiuuiiiiiii e 81 107
RENEAIINCOME ...ttt e e r e et e s b e e n e s e e s b e e e e sr e e r e e s e e nneeeans 59 31
Other net operating iNCOME (EXPENSES) .....ceeiiiuuriteiaeaaatteretaeaaaatabeeeaeaaaaabeseeaaaaaasbbeeeaeeaaasnbsseeaeaaaasssseeeaeeaannnnnneas 219 ( 51)
Other net operating income 359 87

islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the three months ended 31 March 2011 14

Amounts are in ISK million



Notes to the Condensed Consolidated Financial Statements

Administrative expenses
2011 2010
10. Administrative expenses are specified as follows: 1.1-31.3 1.1-31.3
Salaries and related expenses .... 2,492 2,165
Other admINISIITAtIVE EXPENSES™ .......iiiiiiiii ettt s bbbt e e e b b et e st et e et be e e st et e nnneeeaaneeeanes 2,510 2,060
Depreciation and @mMOFTISALION ............i.uuiiiiee ittt ettt e e e e et te et e e e e s e e bebe e e e e e e aasbebeeeeeaeaassbeeeeaesannseneeaaeeaannnnnes 168 129
5,170 4,354

Administrative expenses

*Included in other administrative expenses is an insurance fund premium of ISK 467m for the Depositors and Investors Guarantee Fund (Q1

2010: ISK 312m).

Staff and related expenses
2011 2010
11. Salaries and related expenses are specified as follows: 1.1-31.3 1.1-31.3
SAIATIES . eiiieieet ettt ettt e e oottt et e e oo oot h ettt e e oo oa Rt et et e et e e e R A b et et e e e o REe et e e e e e bbb eeeeeeeaaanbreneaeeeannenreen 2,010 1,724
269 232
178 162
35 47
2,492 2,165

Salaries and related expenses

Effective income tax rate

12. Taxes for the three month period to 31 March 2011 are calculated at 20%. The effective income tax rate in the Bank’s income statement is
19,2% for the three months ended 31 March 2011. The difference is specified as follows:

2011 2010
1.1-31.3 1.1-31.3
Profit DEOIE taX......vveeii i s 4,506 4,390
Income tax calculated on the profit of the period...........ccccceviiiiiiii e, 901 20.0% 790 18.0%
INCOME NOt SUDJECT 10 TAX ..eiiiiiiiiiiiii et ( 102) ( 2.3%) 0 0.0%
Other diffErENCES. .......oiiieiiiiie e s 66 1.4% 17 0.3%
Income tax according to the statement of comprehensive income 865 19.2% 807 18.4%
Earnings per share
13. Earnings per share are specified as follows:
2011 2010
1.1-31.3 1.1-31.3
Net profit of the equity holders of the parent, according to the statement of comprehensive income ................... 3,592 3,589
Average outstanding shares:

Weighted average number of outstanding shares for the period, Million ............cccoooiiiiiiiiii e 10,000 10,000
Average outstanding shares, million 10,000 10,000
Basic earnings per share 0.36 0.36

0.36 0.36

Diluted earnings per share
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Cash and balances with Central Bank

14. Specification of cash and balances with Central Bank:

31.3.2011 31.12.2010

CaSN ON NANG ... et e e e s e s 1,757 1,833
Balances with Central Bank other than mandatory reserve deposits ...........cccoiiiieiiiieeiiieeeiee e 7,997 16,352
(=T g1} or= 1 (=T o) o (=T o Jo ]| AU PP PPPPTTRTRPPTPI 16,629 6,865
Included in cash and cash equivalents 26,383 25,050
Mandatory reserve deposits With Central BanK ... 5,798 5,749
32,181 30,799

Cash and balances with Central Bank

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

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

Derivatives financial instruments

Notional

values Notional

related to values related

Assets assets Liabilities to liabilities

15. Derivatives held for trading: 31.3.2011  31.3.2011 31.3.2011 31.3.2011
Cross CUIrenCy iNtEreSt rate SWAPS ......c.uveeriuriieriiieeiiiee et et e st e e e 88 6,447 674 52,746
Foreign exchange fOrWAIAS ...........oooiiiiiiiiiia e 55 1,556 41 1,394
Foreign exchange swaps .... e ———— 114 5,596 30 4,806
BON FOMWAIAS ...ttt e e e et e e e e e e enaneeeeas 7 330 5 330
BONA OPLIONS ..o 7 800 84 25,900
Derivatives held for trading 271 14,729 834 85,176

Notional

values Notional

related to values related

Assets assets Liabilities to liabilities

Derivatives held for trading: 31.12.2010 31.12.2010 31.12.2010 31.12.2010
Cross currency interest rate swaps 0 0 312 48,217
EQUILY OPTIONS ...eeieiieee ettt e et e e 58 500 0 0
Foreign exchange fOrWAIAS ...........coiiiiiiiiiiie e 12 3,453 44 8,859
FOreign eXChange SWAPS ........cuueiiiiiieiiii et 0 231 0 1,537
[2Te] 0o [e] o] 1[0] 0 KT SO PP O P PP PPUTTTT PP 0 0 73 25,000
70 4,184 429 83,613

Derivatives held for trading
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Loans
16. Loans to credit institutions: 31.3.2011 31.12.2010
Money market loans .. 17,068 17,788
2 T Q= Tol oo 11 oL £ PSP UT TP PPUPPPPUTRTPOOt 15,768 12,102
(R L=T oJo N (o= g O OO OO UPPPOPPP 111 980
Other loans .... 164 0
Loans to credit institutions 33,111 30,870
31.32011 31.12 2010
Gross  Impairment Carrying Gross Impairment Carrying
17. Loans to credit institutions : amount allowance amount amount allowance amount
LOBNS ..ot 33,701 ( 590) 33,111 31,456 ( 586) 30,870
Loans to credit institutions 33,701 ( 590) 33,111 31,456 ( 586) 30,870
18. Loans to customers:
31.3.2011 31.12.2010
Loans and advances to customers at amOrtiSEA COS ..........ccviiiiiiiiiiieiie e 496,067 515,161
Loans to customers 496,067 515,161
19. Loans to customers at amortised cost:
31.3.2011 31.12.2010
Gross  Impairment Carrying Gross Impairment Carrying
amount allowance amount amount allowance amount
Loans to individuals ............cccceerviiniciiicncceeee e 179,018 ( 9,334) 169,684 181,196 ( 8,483) 172,713
Loans to corporate entities ...........ccccevevveeriiieeiniiieeniieees 324,673 ( 51,324) 273,349 335,044 ( 52,526) 282,518
Central government and state-owned enterprises ............ 3,168 ( 427) 2,741 3,228 ( 389) 2,839
Loans to muniCipalities ..........ccoooveeriiiieiiiieeiiee e 4,922 ( 421) 4,501 5,226 ( 317) 4,909
Government secured customer l0an ..........ccccceeeeviiiinennn. 45,792 0 45,792 52,182 0 52,182
Loans to customers 557,573 ( 61,506) 496,067 576,876 ( 61,715) 515,161
20. Financial assets - impairments
The following table shows the movement in the provision for impairment losses for loans and receivables.
Individually Collectively 31.3.2011 31.12.2010
assessed  assessed Latent Total Total
AL L JANUATY vt 45,623 15,687 991 62,301 72,391
Amounts Written-off ...........ccccooiiiiiin ( 2,444) ( 311) 0 ( 2,755) ( 25,840)
Recoveries of amounts previously written-off .................. 90 0 0 90 402
Principal credit adjustment ...........cccovceeeiiiieeiiiec e ( 587) ( 1,339) 0 ( 1,926) ( 4,667)
Charged to the comprehensive income .... 4,053 162 171 4,386 20,015
At the end of the period* 46,735 14,199 1,162 62,096 62,301

*The provision for impairment losses at 31 March 2011 includes ISK 590 million relating to loans to credit institutions (2010: ISK 586 million).

2011 2010
1.1-31.3 1.1-31.3

Impairment losses charged to the comprehensive income:
Loans to customers ......... 4,385 1,547
Loans to credit institutions 1 0
Impairment losses charged to the comprehensive income 4,386 1,547
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Investments in associates

31.3.2011 31.12.2010
21. Changes in investments in associates:
Investments in associates at the beginning Of the YEAr ..........cooiiiiiiiiii e 354 827
Purchases Of SNAreS IN ASSOCIALES .......ccoiiiuuiiiiiieaieii ettt e e et e e e e e s e bbb e e e e e e s et e e e e e e e e e sbbseeaaeaeannbreneaeeaas 0 54
SalE Of SNAIES IN ASSOCIALES .....vviieeeiiiieiiiee e ettt e e e ettt e e e e e s st eeaeesasataeeeeeeaa s sntaeeaeeesasntsaeaeeaassssaeaeaeesansenenes 0 ( 8)
Transfers ......cccccovvvveennnns 390 0
Revaluation 0 ( 519)
Investments in associates at the end of the period 744 354
Investment in subsidiaries
22. The parent's interest in its subsidiaries are as follows:
Owner-
Location ship
LEC=To 11120 A ) TSP UR PP Iceland 100%
ISIANASSJOBIE Nf. ...ttt ettt ettt e et e e et ae et e e es et e st et et e et e et an e e et et et e e Iceland 100%
11T Y= T =Y o USSRt Iceland 100%
EIK PrOPerties ©hf. ...ttt e oottt e e e e e bbb et e e e e e e h s beeee e e e aaabb e et e e e e e aanbreeeaeeaanne Iceland 100%
JArBDOTANIT N, Lot Iceland 100%
Island Fund S.A. (formerly Glitnir Asset Management) .. Luxembourg 100%
Glacier Geothermal and Seafood COMPOIALION ...........eiiiuiieiiiiee ittt ettt e e e sbee e e aenees USA 100%
GIACIEr SECUIMLIES LLC ....eeeiiiieiiiitit et e ettt ettt e e oo aba et e e e e e st bttt e e e e 24 a s bbbt e e e e e e aa b bbe s e e e e 2 snbbseeaeeeeannbbneeeaeeaannnes USA 100%
F =gl v W (o] o= [T I o O T PO P PP OP PP OPPPPRPPPN UK 100%
17 Other SUDSIAIANES (SIME) .......ueiiiiiieiieiie ittt ettt e e e e ettt e e e e e s ab b bt e e e e e e anbbbe e e e e e e s anbeeeeeaeaaansbneneaeesannnes Iceland

Related party disclosures

23.

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 the related party transactions.

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

Related party transactions

The Bank has a related party relationship with its 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 Bank during the period as follows:

31.3.2011 31.12.2010
CEO and Managing Directors (including companies owned by them) ... ( 48) ( 59)
Members of the Board (including companies owned by them) ............ciiiiiiiiii e ( 123) ( 817)
Associated companies and other related PArtIES .........oouueiiiii e e s 10,071 21,147
Total 9,900 20,271
[0 E= 1= g1 (=TT PPN 100 55
Loan commitments and OVEFAIARt ............ooiiiiiiiiiii e 2,131 187

Impairment allowances of ISK 891,6m were recognised in the year against balances outstanding with related parties.

No share option programmes were operated during 2011.
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Investment property

24.

25.

31.3.2011 31.12.2010
Investment property is specified as follows:
Balance at the beginning of the year .. 0 2,056
Sales Of INVESTMENE PIOPEITY ...ec.viieiiiite ittt e et e s e bt e ettt e e e bt e e s be e e bt et e e anb et e nbeeeeanbeee s 0 377)
LS (=T =T E OO P PP PP PR POPPP 0 1,679)
Investment property at the end of the period 0 0

Non-current assets and disposal groups held for sale

Specification of non-current assets and disposal groups held for sale:

31.3.2011 31.12.2010
REPOSSESSEU COIALETAL ...ttt ettt e e e e ekttt e e e e e e ab bt et e e e e e e sbbe e e e e e e s anbbbbeeeaeeeannnnneeas 7,844 7,435
Assets of disposal groups classified as held for sale 20,108 16,054
Total 27,952 23,489
Repossessed collateral:
RS (o [T a Lt Ul o] (o] o 1= £ VA OO TP P PSP P UPPPPTP 5,170 4,880
Lo (Ui = U= To 01 o 1= o ST PP TP O PPPTP PRI 70 75
VBRICIES ...ttt r et 420 253
=T [UT] o]0 L=] o | SO TP T T POTPPPTPTRPRPIRY 117 160
SRAIES .o R et r e e e et 2,067 2,067
Total 7,844 7,435
Assets of disposal groups classified as held for sale: 31.3.2011 31.12.2010
LT o PSSP RO PROT 355 5
INVESEMENT PIOPEITIES ....eeeeieeiiiiite e e e ettt e e e e ettt e e e e e hbe et e e e e e aabb bt e e e e e e e s s bt s e e e e e e e aabbbee e e e e e shsbeeeeaeeaannnbnaeaeeeaannnnnen 14,686 15,086
LTS3 (<o o | P T PP T PP O PP PPPPPPPPN 269 0
=T [UT] o 10 T=] o | SO PPPPP TR UOTPPUTPRPRPIRY 2,221 609
RECEIVADIES ...ttt ettt n et e et 905 98
[LaAVZ=] 01 (o] YOO PP PP P PPPPPPPPPPPPPPPPPPPNE 1,097 157
Other assets ... 575 99
Total 20,108 16,054
Liabilities associated with assets classified as held for sale: 31.3.2011 31.12.2010
L 1Yz Lo (=TSO T OO U TP PP PP PPPPTPRPINY 2,134 59
Deferred tax NADIIITIES .........cocuiiii e e 456 0
Borrowings and other lADIIIES ... e e et e e e e e e e e e e e s nnneneeas 13,557 16,383
Total 16,147 16,442
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Other assets

26.

27.

28.

29.

31.3.2011 31.12.2010
Other assets are specified as follows:
Receivables ..........ccccoiiieiinnnnn. 581 1,532
Unsettled securities transactions 8,558 687
[ (=] o= 1o =) (o 1T 0 EY= T SO U PP PPPTRPPP 279 303
AACCIUAIS .ottt h et s et e Rt R e Rttt n e e e nn e 372 620
INVENEOTY (FEAI ESLALE) .....eieieiiiietiiii ettt oottt e ettt e e e e e e kbbbt et e e e e e aabe bt e e e e e e aanbbe e et e abbbee e e e e e e annnbsbeeaeeaaannnnes 1,889 1,889
(@1 o] =TT £ PP P RO TSP 523 513
Other assets 12,202 5,544
The inventory comprises real estate valued at the lower of cost and net realisable value.

Deposits from Central Bank and credit institutions

31.3.2011 31.12.2010
Deposits from Central Bank and credit institutions are specified as follows:
Repurchase agreements With Central BAnK .............cciiuiiiiiiiiiiiii et 7 26
Deposits from Credit INSTEULIONS ........oiiieiiiieie ettt e e e e e e sttt e e e e e e s sabbb e e et e e e sasneeeeaesaasnbbneeaaeaeannnnes 91,292 96,212
Deposits from Central Bank and credit institutions 91,299 96,238

Deposits from customers

31.3.2011 31.12.2010
Deposits from customers are specified by type as follows:
(D=1 0 aF= g o Mo (=T oL 1S | T OO T PP PUTPPR 199,985 214,597
Time deposits 118,332 112,561
Deposits from customers 318,317 327,158
Deposits from customers are specified by owners as follows:

31.3.2011 31.12.2010
Amount % of total Amount % of total

Central government and state-owned eNterpriSES. .........covvvieirireeriiiieeniieeerieee e 4,468 1% 4,065 1%
MUNICIPAITIES. ..ttt e et e e e e et e e e e e s beneeaeeeaenas 4,600 1% 4,927 2%
Other COMPANIES. ...ttt e e s 179,633 57% 185,886 57%
INAIVIAUAS.. ...ttt e e e st e e e e e e e naneeeeas 129,616 41% 132,280 40%
Deposits from customers 318,317 100% 327,158 100%
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Debt issued and other borrowed funds

30. Specification of debt issued and other borrowed funds: 31.3.2011 31.12.2010
[T T=To I o o o £ S PP SRR 51,520 52,717
Loans from credit INSHIULIONS ..o 0 353
(@1 L= 0 [T o Y=o U 11U RSR 2,369 2,355
Debt issued and other borrowed funds 53,889 55,425

Other liabilities

31. Specification of other liabilities: 31.3.2011 31.12.2010
ACCIUAIS ...ooeviviviiiiiiieeeeeeeeeeeeeeeee e 2,410 1,951
Liabilities to retailers for credit card provision 0 12,921
(U = 1 1 ( T PP OPPPPIN 1,341 1,664
(O gE= 1o =TT o] SR o T 1 g I = OO TP PT U OPPPPPPTRTPINY 626 1,357
UNSettled SECUNTIES tFANSACLIONS .......uuuuieiuiiiuiuieieteieieraratererea e e aesas—s—asasasassssssssssssssssssssssssssssssssssansnsssesnnnns 13,324 1,386
(D= =T (=T T Vo] o = USSR 208 345
SUNAIY IADIIIES ...ttt e e e e ettt e e a2 e e ab bt et e e e e e e s sbbe e e e e s assbbeeeeaeeeassbbnneaeesannne 3,352 7,070
Other liabilities 21,261 26,694

Equity

32. Authorised share capital of the Bank is 10,000m ordinary shares of ISK 1 each. At 31.3.2011 paid up share capital totalled ISK 65,000m which

is the total stated share capital of the Bank.

Total share capital

31.3.2011 31.12.2010
OrdiNArY SNAIE CAPITAL .....eeeeii ittt ettt oo oot e e e e e e st e e e e e e e e s b bbb et e e e e aasbebeeeaeeaabbbbeeeeeeaannneseeaeeaaannnnnes 10,000 10,000
SHArE PrEMIUM GCCOUNT ...ttt ettt re ettt e ettt e s e et e okt e e e b bt e e e b et e ekt et e e eab et e e bt e e enbe e e e nab e e e e ateeeanneee 55,000 55,000
Total share capital 65,000 65,000
Off balance sheet items
Obligations
33. The Bank provides off balance sheet commitments. These items are specified as follows:
31.3.2011 31.12.2010
Guarantees granted to customers 7,971 8,404
Committed undrawn lines of credit 18,754 13,453
Unused overdrafts .........cccocceeeernnen. 15,620 17,186
Credit card commitments 19,909 25,436
The Depositors and Investors Guarantee Fund — declaration of guarantee 3,689 3,689
The Depositors and Investors Guarantee Fund is discussed in detail in the Bank’s Consolidated Financial Statements 2010.
Balance of custody assets
34. Balance of custody assets:
31.3.2011 31.12.2010
[0 1) (o0 Y T £ USRI 610,500 642,502
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Contingencies

35. Litigation threats

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

Netting agreement

When certain assets and obligations were transferred from Glitnir to the Bank, the FME (Financial Supervisory Authority) ruled that customers
would, upon liquidation of Glitnir, maintain their right to claim netting of assets and liabilities held by Glitnir prior to the Bank’s acquisition. The
Bank made an agreement with Glitnir that the latter will compensate the Bank for any losses incurred as a result of netting of assets and
liabilities. The claims in question are priority claims on the liquidated assets of Glitnir and the netting exercise is therefore unlikely to affect
either the net asset value or the earnings of the Bank.

Allocation of liens, guarantees and comparable rights

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

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

Indexed loans and foreign currency loans

The Bank has received several letters from attorneys representing customers of the Bank, relating to possible or threatened lawsuits against
the Bank due to loans which are in foreign currency or CPI linked (CPI - Consumer Price Index). Firstly, claims may be made on the grounds
that the 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 Interest Law 38/2001 and therefore deemed unlawful. Secondly, in the case of the
CPI indexed loans, it is claimed that the rise in inflation has, due to recent events in the Icelandic economy, been far beyond 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 Law 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 Interest Law 38/2001 does not
address obligations in foreign currency and 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 contradicting judgements were passed in relation to the above in two districts. Both concerned 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 to be
ISK loans and the principal could 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 subsequently ruled that for loans whose principal is deemed to have an illegal link to foreign currencies, the
lowest offered rate for non-indexed loans published by the Central Bank shall be applied instead of the contractual interest rate.

While the Bank’s leasing contracts clearly fall under this ruling, the effect on other types of foreign currency loan contracts remains uncertain. It
is however clear that, although the amount owed may be changed by the Courts, loan obligations containing illegal foreign currency provisions
will not be declared null and void. Several court rulings are expected in relation to whether or not certain types of loans are truly foreign
currency denominated loans or deemed to be illegally linked to foreign currency.
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35. Contd

The contract forms used to document foreign currency linked and foreign currency denominated loans by the Bank are numerous and the
wording of the individual contract form could be the deciding factor. Depending on method of categorising, 20-30 contract forms have been
used besides the leasing contracts. The Bank has assessed the contract forms 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.

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, is a precedent 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.

The District Court of South Iceland ruled on 29 October 2010 that a loan in foreign currency granted by the Bank 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 Interest Law
38/2001 and was therefore deemed lawful. Furthermore, the loan obligations and their implementation is not unfair according to article 36 of the
Contract Law 07/1936 which gives the Courts the authority to change or declare void unreasonable or unfair provisions in private contracts. The
case has been appealed to the Supreme Court.

In order to address the uncertainty surrounding which foreign currency loans should be deemed to be illegally linked to foreign currency, the
Parliament introduced a new legislation proposing a change to the Interest Law 38/2001. The bill was passed as Amendment to Interest Law
151/2010, taking effect on the 28 December 2010. Based on the context of this new legislation, the Bank will treat all foreign currency
dominated car loans according to the ruling of the Supreme Court. All customers with foreign currency mortgages are to be presented with an
offer of having their mortgage recalculated according to a similar formula, regardless of the validity of the contract in question. The definition of
a mortgage in the new legislation refers to the Tax Law. The recalculation has to be offered if the debtor was eligible for a refund in part of paid
interest (interest subsidy) of the loan. The Bank has decided to expand this definition to cover all residential loans to individuals. The debtors
are not obliged to accept the offer.

At the end of April 2011 the District Court of Reykjavik ruled that all financial lease agreements within the Bank should be treated as loan
agreements. The ruling quotes the precedent set by the Supreme Court in June 2010 to the effect that leasing contracts can be regarded as
loan contracts as far as the Interest Law 38/2001 is concerned. The Bank has made an appeal against the ruling to the Supreme Court. If the
Supreme Court confirms the District Court ruling, approximately 4,100 agreements with a book value of ISK 10.2bn will need to be recalculated.

The book value of the Bank’s foreign currency denominated loans reflect the Bank’s estimate of the risk inherent in these loans and a
provision has been made for repayments to customers that have already paid up their loans. The Bank does therefore not expect to incur
losses in excess of what has already been recognised through the impairment process and is fully reflected in the financial statements.

islandssjodir

Ten parties brought a suit in the District Court of Reykjavik against islandssjédir hf., a fund management company which is a wholly owned
subsidiary of the Bank. The plaintiffs, all of which were holders of shares in the fund ‘Sjédur 9’ (a 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.

The District Court ruled on 2 May 2011 that the plaintiffs had not evidenced their loss and the case was therefore dismissed. The plaintiffs have
appealed this ruling to the Supreme Court.

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 Landsbanki

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 valuations of external consultants (audit firms).

In this case, it is alleged that management companies of the investment funds and depositories of the three major Icelandic banks received
unlawful government aid from the Icelandic authorities in October 2008. It is alleged that the Government 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.
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35. Contd

The Icelandic Government and the banks claim that the transactions were neither influenced by the Government nor funded by its 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.

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

The EFTA Surveillance Authority (Authority) decided to open formal investigations into the government aid granted in October 2008 and
September 2009 to rescue domestic operations of the three main Icelandic banks: Glitnir, Kaupthing and Landsbanki, and to establish and
capitalise new successor banks, now called islandsbanki, Arion and NBI (Landsbanki) respectively.

The measures to restore certain operations of the old Icelandic banks and to establish and capitalise new banks should have been notified prior
to their implementation. The Icelandic authorities should also have submitted detailed restructuring plans outlining viable futures for the banks
without a need for state support.

The Authority has to assess whether the state aid granted to the banks adequately addresses each bank’s situation without unduly distorting
competition. In order to do so, it is imperative that detailed restructuring plans are submitted. As part of the investigation, the Authority will
assess e.g. potential aid to the new banks in the form of a special liquidity facility and the transfer of assets and deposits liabilities from
Straumur to islandsbanki.

The Icelandic authorities and the Bank claim that the measures are compatible with the functioning of the EEA Agreement on the basis of
Article 61(3)(b) of the Agreement, on the basis that they were necessary in order to remedy a serious disturbance in the Icelandic economy.
The Icelandic authorities have stressed that the situation in Iceland in October 2008 was extreme and required immediate action in order to
restore financial stability and confidence in the Icelandic economy.

The Bank has submitted a detailed restructuring plan to the Authority outlining viable futures for the Bank without a need for state support.

Funding of a tax credit for interest payments on mortgages

The Icelandic Government, financial institutions and pension funds have agreed to find ways to address the debt problems of Icelandic home
owners. To this end a letter of intent was sighed between the parties on 3 December 2010 with the aim of funding a new tax credit for interest
payments on mortgages. The credit will amount to ISK 6bn per year over a two year period in 2011 and 2012. To date, the scale of the Bank’s
contribution has not been determined.
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Risk Management

The Bank is exposed to various risks through its use of financial instruments. Managing these risks is an integral part of the Bank's operations.
More information about Risk Management in [slandsbanki is available in the Risk Book 2010. www.islandsbanki.is/riskbook

Credit risk exposure

36. The Bank's credit risk exposure comprises both on-balance sheet items and off-balance sheet items. Maximum exposure to credit risk for on-
balance sheet assets is the net carrying amount as reported in the balance sheet. The maximum exposure for off-balance sheet items is the
amount that the Bank might have to pay out against financial guarantees and loan commitments.

The credit exposure before taking account of any collateral held or other credit enhancements is as follows:

Maximum exposure
31.3.2011  31.12.2010

Cash and balances With CENEIAl BANK ...........uuuuuuiiiiiiiiiiiiiiiiii e e aaaaeasasasasasssssssssssssssssssssnsnnnnns 32,181 30,799
[0 T= T E3 (o T = L1 1S3 11 01T} LSRR 33,111 30,870
Loans to customers: 496,067 515,161
[ T= T E30 (o I T Vo 11V T [ =SOSR 169,684 172,713

(O YT (o[- 1 PO PPN 8,768 7,943

L0 (=T 1o 1 (o [ OSSR 12,809 14,307
JLICZ 010 U N 30,568 33,148

1YL =T T 106,219 105,637
=TS L PP POPPPPPTRRN 11,320 11,678
LOANS 1O COMPOIALE ENLILIES ....eiiiiiiiiiiiiiie ettt e ettt e e e ettt et e e e e e skt b e e et e e e e e bbb bt e e e e e s asnbbeeeeeaannbbeeeaeeeeansbbeeaaeeeannnes 273,349 282,518
Overdrafts ......... 13,753 12,964
Credit cards ... 1,147 1,156
Term loans ..... 243,869 252,755
=TS L PP UOPPPPPTRRRN 14,580 15,643
Loans to state owned and publiC SECIOr ENLILIES ..........uiiiiiiiiiiie e e e e e e e e e e eaeeeas 2,741 2,839
LO@NS 1O MUNICIPANTIES ....eeeeeiieie ettt ettt e oo ettt e e e e e ekt b et e e e e e e abe e e e e e e nsbes e e e e e e e asbbneeeeeesannnbneeaaeeas 4,501 4,909
Government secured customer loan 45,792 52,182
Bonds and debt instruments: 55,503 68,024
Central government 52,791 65,382
Corporates ............... 2,350 2,130

(O =T 110 T T 1111 ) 5 OSSR 362 490

[ 1 7= 0 22
DEIIVALIVES ...t 271 70
(0T T £ SRS 8,577 1,085
Balance sheet total 625,710 646,009
FINANCIAI QUAIANTEES ... ieeieiiie ettt e e e e ettt e e e s s et e ee e e s sstea et e e e e e s sateeeaeeeaanssaeaeeaesssssaneeaeesannntnnneaeeennnsnnes 7,971 8,404
(o= Ta ot 0 4] 0411140 L=T 0] € 18,754 13,453
Undrawn overdraft ........... 15,620 17,186
Credit card commitments 19,909 25,436
Off-balance sheet total 62,254 64,479
Credit risk exposure 687,964 710,488
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37. Loans are classified as impaired loans if contractual cash payments are not expected to be fulfilled and if financial restructuring of the obligor is
expected to lead to a loss on that particular loan. In most cases, loss is avoided because of the difference between the claim value and the
carrying amount resulting from the deep discount of the acquired loan portfolio. Other loans to the same obligor might even be expected to be
restructured with a gain from the carrying amount and therefore an impairment does not necessarily indicate that there is a net loss for the

38.

Bank.

Loans are also classified as impaired if the Bank has made impairments to offset currency movements. For individuals and smaller companies

this is the main reason for loans being classified as impaired. This impairment does not signal a loss in excess of the deep discount.

The full carrying amount of all loans which give rise to a specific impairment or currency impairment is included in impaired loans even if they

are in parts covered by collaterals. Therefore the carrying amount of impaired loans does not indicate total amounts likely to be lost.

Neither past Past due
due nor but not
impaired impaired Impaired Total
At 31 March 2011
Loans to Credit INSHIULIONS. .........coiiiiiii e s 33,111 0 0 33,111
LOANS 10 INAIVIAUAIS. ........eeeiiieeeeeee et e e e e e e e eianees 119,344 24,852 25,488 169,684
LOANS t0 COMPOIAte ENLILIES. ... ..iiiiiiiieitiee ittt sinee e 150,388 28,870 94,091 273,349
Loans to state-owned and public SECLOr ENtILIES. .........cuiiiiiiiiieei e 1,269 1 1,471 2,741
Loans to municipalities...........cccooveeeriieeinnnenn. 3,255 12 1,234 4,501
Government secured customer loan 45,792 0 0 45,792
Total 353,159 53,735 122,284 529,178
Neither past Past due
due nor but not
impaired impaired Impaired Total
At 31 December 2010
L0oans to Credit INSHIEULIONS. .........ueiiiie ettt e e e e e e e e nennees 30,842 8 20 30,870
L0@NS tO INAIVIAUAS. ......coveiiiieiiieece e 123,086 21,194 28,433 172,713
LOANS 1O COIPOrate ENLILIES. .. ... eiiieiie ettt e e e e e e s e e e e e e aannes 142,018 18,343 122,157 282,518
Loans to state-owned and public sector entities.. 1,273 15 1,551 2,839
LOoans t0 MUNICIPANTIES. ....oceeiiiiiie e e e e 3,534 5 1,370 4,909
Government secured CUSTOMET [08N..........ccviriiiiieiii e 52,182 0 0 52,182
Total 352,935 39,565 153,531 546,031

Past due but not impaired loans are loans where contractual interest or principal payments have passed due date without the obligor making
full payment and where specific impairment is not appropriate. Amounts reported as past due refer to the total loan exposure and not only the

payment or sum of payments that are past due. Past due but not impaired loans are as follows:

Past due Past due
Past due up 30-60 60-90 Over
At 31 March 2011 to 30 days days days 90 days Total
Loans to credit institutions.... 0 0 0 0 0
Loans to iNAIVIAUAIS ...........ccoiiiiiiiiiic e 6,341 2,981 1,874 13,656 24,852
L0oans to COrporate ENtItIeS. ........cocuureiiiee ittt 15,697 1,900 1,732 9,541 28,870
Loans to state-owned and public sector entities...........cccccovvveiriieiinieeenine. 0 0 0 1 1
Loans to MUNICIPANTIES. ......coiiiiiiiiii e 1 7 4 0 12
Total 22,039 4,888 3,610 23,198 53,735
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38.

39.

40.

Cont'd
Past due Past due
Past due up 30-60 60-90 Over

At 31 December 2010 to 30 days days days 90 days Total
Loans to credit iNSHIULIONS...........ceeiiiiiiiiiee e 8 0 0 0 8
Loans to iNAIVIAUAIS ...........cooiiiiiiiiiiiccec e 5,189 2,577 685 12,743 21,194
LOoans to COrporate ENtItieS. .........ccuuveiiieeiiiiieee et 5,864 1,706 772 10,001 18,343
Loans to state-owned and public sector entities.. . 14 1 0 0 15
Loans to MUNICIPANTIES. .....cceiiiiiiieiie e 5 0 0 0 5
Total 11,080 4,284 1,457 22,744 39,565

The majority of past due loans are loans that were acquired from Glitnir at a deep discount and there is a significant difference between claim

value and book value of these loans. Loans that are being restructured are in some cases classified as past due.

Past due loans that have not been impaired are expected to be restructured without any loss to the Bank. Loss is avoided because of the
difference between the claim value and the carrying amount resulting from the deep discount of the acquired loan portfolio or because there is

sufficient collateral. In some cases, the assessment is that contractual payments will be fulfilled.

The industry breakdown below shows the Bank’s loans to credit institutions and loans to customers by industry and customer segment. The
breakdown follows an internal industry classification which is based on the Icelandic ISAT2008 that derives from the European NACE Rev. 2.

The breakdown of loans to credit institutions and loans to customers is as follows:

31.3.2011 31.12.2010

Lo 1AV T L1 =TSR ESRRR 169,684 172,713
LR U] - LTSS PPPPPPOS 77,228 74,525
Seafood..........cccvveeeee. 68,490 67,933
[OT0 gL LT CoT= =g T IR Y=T Vo= 56,574 50,748
Government SECUred CUSTOMET [OAN.........uuiiieieiiiiiei et e e e et ee e e e e e st ae e e e e s et aeeeeeesssstaeaeeeesasassaaeeeeessansseeeaeeeesnssnneeeens 45,883 52,182
[ TaT= LT Eo I 1] 11 (U o] TSP PPPPPPPS 34,329 35,188
1o (U3 = 1SR UPPRPRRN 31,066 21,059
Investment companies... 20,583 42,124
(O] 51 {1 o3 1 T o 1SRRI 12,149 17,088
LU o] [T Y= 1 (o S PPPPPPPON 9,974 10,363
=TT )2 PP P PPN 3,218 2,108
Total 529,178 546,031

The internal industry classification has changed since last reporting date and comparative amounts have been adjusted accordingly.

Large exposure disclosure

When the Bank’s total exposure to a group of connected clients exceeds 10% of the Bank’s capital base it is considered a large exposure. The

exposure is evaluated net of credit risk mitigating effects eligible according to FME rules 216/2007.

When assessing the exposure, both on-balance sheet and off-balance sheet items from all types of financial instruments are included, as
defined by the FME rules. The Bank has an internal criteria that defines connections between clients. This criteria reflect the Bank’

interpretation of Article 1.a in Act no. 161/2002 on Financial Undertakings where groups of connected clients are defined.

The Bank has one large exposure to a group of connected clients that sum up to less than 16% of the Bank's capital base. No large exposure

exceeds the maximum 25% set by the law.
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Liquidity Risk

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

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.

For dated financial liabilities the amounts are grouped into maturity buckets according to contractual maturities of the principal. For demand
deposits or other non-dated liabilities, the figures are grouped according to the first possible required payment date.

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

Derivative financial liabilities show the contractual cash flow i.e derivatives that have a negative carrying amount at the date of reporting.
Derivatives with a positive carrying amount are detailed separately. For derivatives settled on a gross basis, the cash flow for both legs of the
derivative is shown, since netting cannot be applied upon settlement. Currently, the Bank has no derivatives settled on a net basis.

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

The presentation of the inflow and outflow of derivative financial liabilities has been altered since the financial statements 2010, although the
amounts in question have not been affected.

The tables below show the contractual maturity profile for the Bank’s financial assets and liabilities.

Maturity analysis 31 December 2010

On Upto3 3-12 1-5 Over No
Financial Liabilities demand months months years 5 years maturity Total
Short POSItIONS ...cooiiiiiiiieeeiee e 9,090 0 0 0 0 0 9,090
Deposits from Central Bank .............cccccovvieennnn. 26 0 0 0 0 0 26
Deposits from credit institutions ..............cccc...... 58,439 18,419 11,051 8,705 0 0 96,614
Deposits from cuStOmers .........cccceevvveernveeennne. 243,797 39,600 3,965 36,165 8,716 0 332,243
Debt issued and other borrowed funds .............. 1,899 2,084 6,458 33,754 29,887 0 74,082
Subordinated 10ans ...........cccoveveiiiniien e, 0 266 822 6,019 29,671 0 36,778
Other financial liabilities .... 15,712 6,687 9,237 527 507 1,011 33,681
Total financial liabilities 328,963 67,056 31,533 85,170 68,781 1,011 582,514

On Upto3 3-12 1-5 Over No
Off balance sheet liabilities demand months months years 5 years maturity Total
Financial gurantees 8,404 0 0 0 0 0 8,404
Undraw loan commitments ..........cccceeeiiiiieenenn. 13,453 0 0 0 0 0 13,453
Undrawn overdraft ..........cccoocvviieniienienieenee 17,186 0 0 0 0 0 17,186
Credit card commitments ...........cccceeeeviiiineeenn. 25,436 0 0 0 0 0 25,436
Total 64,479 0 0 0 0 0 64,479
Total non-derivative financial liabilities
and off-balance sheet liabilities ..............c.cceouee.. 393,442 67,056 31,533 85,170 68,781 1,011 646,993
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41. Cont'd
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months months years 5 years maturity Total
Gross settled derivatives
INFIOW oo 0 10,811 1,267 57,837 25,000 0 94,915
OULFIOW .t 0 ( 10,797) ( 1,403) ( 60,757) ( 25,113) 0 ( 98,070)
Total 0 14 ( 136) ( 2,920) ( 113) 0 ( 3,155)
Net settled derivatives 0 0 0 0 0 0 0
Total 0 14 ( 136) ( 2,920) ( 113) 0 ( 3,155)
On Upto3 3-12 1-5 Over No
Financial assets demand months months years 5 years maturity Total
Cash and balances with Central bank ............... 23,934 6,865 0 0 0 0 30,799
Bonds and debt instruments ................ceeeeee. 4,492 30,378 1 4 31,111 2,038 68,024
Shares and equity instruments ............cccccceeee 0 0 0 0 0 3,022 3,022
Loans to credit inStitutions ............cccccevvvvvennnnnnns 7,027 23,501 0 0 342 0 30,870
L0oans to CUSIOMENS .......ccvvvveeeeeiiiiiieee e e 4,542 57,662 36,782 156,700 259,475 0 515,161
Other financial assets ..........evvvvveiviiieieiiiiieeennnns 0 1,235 766 30 513 548 3,092
Total financial assets 39,995 119,641 37,549 156,734 291,441 5,608 650,968
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months months years 5 years maturity Total
Gross settled derivatives
INFIOW oo 0 3,685 0 0 0 0 3,685
OULFIOW ... 0 ( 3,672) 0 0 0 0 ( 3,672)
Total 0 13 0 0 0 0 13
Net settled derivatives 0 0 0 0 0 0 0
Total 0 13 0 0 0 0 13
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Interest rate risk
42. Interest rate risk in the non-trading portfolio arises from the Bank's core banking activities. The main source of this type of interest rate risk is

the risk of loss from fluctuations in future cash flows or fair value of financial instruments as market interest rates changes through time,
reflecting the fact that the Bank's assets and liabilities are of different maturities and are priced relative to different interest rates.

Non-trading portfolio interest rate adjustment periods 31 March 2011

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

Assets months months years years years years Total
Cash and balances with Central Bank................ 32,181 0 0 0 0 0 32,181
Bonds and debt instruments............ccccceveeeeiinnen 30,807 985 0 168 598 374 32,933
Loans to credit institutions...........cccccvveeeeeiivnennnn. 32,801 301 0 0 0 0 33,102
Loans to customers 396,314 17,261 8,898 63,174 870 9,204 495,721
Total assets 492,103 18,547 8,898 63,342 1,468 9,578 593,937
Off balance sheetitems.............ccccoeeeeiieiiiinnn, 47,954 0 0 0 0 0 47,954
Liabilities

Deposits from Central Bank.............cccccoeeiinneenn. 7 0 0 0 0 0 7
Deposits from credit institutions ...............cccc..... 82,765 8,527 0 0 0 0 91,292
Deposits from CUStOMErS........c.oocvveeeeeeiiiiiieeennn. 312,732 3,183 80 1,363 958 0 318,316
Debt issued and other borrowed funds............... 0 0 0 823 51,520 1,546 53,889
Subordinated 10ans.............c.eevvviveiiiviiiiiiiririninan, 22,383 0 0 0 0 0 22,383
Total liabilities 417,887 11,710 80 2,186 52,478 1,546 485,887
Off balance sheetitems............ccccoeeeeiiiiiiiin. 48,552 0 0 0 0 0 48,552
Net interest gap on 31 March 2011 73,618 6,837 8,818 61,156 ( 51,010) 8,032 107,451

Non-trading portfolio interest rate adjustment periods 31 December 2010

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

Assets months months years years years years Total
Cash and balances with Central Bank................ 28,966 0 0 0 0 0 28,966
Bonds and debt instruments.................oceeeeee. 31,142 659 0 0 0 22 31,823
Loans to credit inStitutions..............ccccvvvvvvvinnnnnnn. 30,520 350 0 0 0 0 30,870
Loans to customers 389,088 37,855 9,481 60,557 2,572 15,607 515,161
Total assets 479,716 38,864 9,481 60,557 2,572 15,629 606,820
Off balance sheet items..........ccccceevviiveeeviccinnns 47,903 0 0 0 0 0 47,903
Liabilities

Deposits from Central Bank.............ccccceevineennnne 26 0 0 0 0 0 26
Deposits from credit institutions . . 86,856 1,037 8,319 0 0 0 96,212
Deposits from CUStOMErS..........coovvveiriiieiniieennns 322,274 2,521 0 1,420 943 0 327,158
Debt issued and other borrowed funds............... 432 0 0 808 52,639 1,546 55,425
Subordinated 10ans............ccccvveveee i 21,241 0 0 0 0 0 21,241
Total liabilities 430,829 3,558 8,319 2,228 53,582 1,546 500,062
Off balance sheet items..........cccccovciviveeciiccinnnns 48,216 0 0 0 0 120 48,336
Net interest gap on 31 December 2010 48,575 35,306 1,162 58,329 ( 51,010) 13,963 106,327
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43. Interest rate risk in trading portfolios

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

Trading bonds and debt instruments, long positions 31.03.2011 31.12.2010
MV  Duration BPV MV Duration BPV
1,343 8.60 ( 1.15) 2,124 9.01 ( 1.91)
20,169 0.98 ( 1.98) 34,078 0.86 ( 2.92)
Total 21,512 145 ( 3.13) 36,202 1.33 ( 4.83)

Trading bonds and debt instruments, short positions

MV  Duration BPV MV Duration BPV
INAEXEA.....ciieicie e 1,579 4.22 0.67 1,129 4.74 0.54
NON-INAEXEM. ..o 6,915 0.99 0.69 7,961 1.32 1.05
Total 8,494 1.59 1.36 9,090 1.75 1.59
Net position of trading bonds and debt instruments 13,018 1.36 ( 1.77) 27,112 1.20 ( 3.24)
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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.

Currency analysis 31 March 2011

Assets EUR UsSD GBP CHF JPY Other Total
Cash and balances with Central Bank................ 500 76 53 41 17 194 881
Bonds and debt instruments.................cceeeee. 11,685 4,334 0 0 0 2,055 18,074
Shares and equity instruments.............ccccceeeene 0 13 0 0 0 0 13
Loans to credit inStitutions..............ccccvvvvvnennnnnnns 12,462 5,289 817 103 209 3,276 22,156
Loans t0 CUSTOMES.........uuuuvuererireriiennniniinnannnannns 66,705 24,539 5,176 36,471 32,636 2,875 168,402
Investments in assocCiates............uuvvvevvveverevnnnnnn 20 346 0 0 0 0 366
Other @SSEtS......cvvviiieiiiiiiiiiiieieieeeeeeeeeeeeeeveeeeeaeaens 2,269 1,141 0 0 0 0 3,410
Total assets 93,641 35,738 6,046 36,615 32,862 8,400 213,302
Liabilities
Deposits from credit institutions ...............cc..c..... 5,092 2,716 2,762 0 11 517 11,098
Deposits from customers 17,521 12,169 2,756 428 827 5,563 39,264
Debt issued and other borrowed funds............... 0 0 0 0 0 0 0
Subordinated 10ans..............ceevvvvveiviiiveiiiiiiiininan, 22,383 0 0 0 0 0 22,383
Other liabilities........ccoooeveieieieie e, 329 176 0 26 531
Total liabilities 45,325 15,061 5,518 428 838 6,106 73,276
Non-adjusted foreignh exchange
on balance sheet imbalance.............................. 48,316 20,677 528 36,187 32,024 2,294 140,026
Adjustment of currency
imbalance for FX/ISK loans........c.ccccccvvvvvivienennn. 32,052 11,230 1,423 22,681 20,926 1,277 89,589
Adjusted imbalance 16,264 9,447 895) 13,506 11,098 1,017 50,437
Off balance sheet items
Off balance sheet assets............ccccoeeeieii. 5,471 15,360 1,391 1,352 2,624 81 26,279
Off balance sheet liabilities................cvvvvveverenennns 20,291 23,910 161 15,143 15,306 369 75,180
Net off balance sheet items 14,820) ( 8,550) 1,230 ( 13,791) ( 12,682) ( 288) ( 48,901)
Net currency imbalance
on 31 March 2011 ......ooovvviviiiiiiiiieieeeeeeveeveveaaeens 1,444 897 335 ( 285) ( 1,584) 729 1,536
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44. Cont'd
Currency analysis 31 December 2010
Assets EUR UsSD GBP CHF JPY Other Total
Cash and balances with Central Bank................ 405 191 114 38 15 349 1,112
Bonds and debt instruments.................eeeeeeeee. 15,018 10,695 3,473 0 0 1,953 31,139
Shares and equity instruments.............ccccceeeene 12 51 0 0 0 63
Loans to credit institutions 16,620 6,403 1,173 30 200 2,589 27,015
Loans to CUSIOMENS........cceeeeeeeeiiiiiieeee e e 67,094 26,092 5,333 41,579 36,613 3,501 180,212
Investments in assocCiates............uevvvvvevevvvevenennn 218 0 0 0 0 0 218
Other @SSEtS......cvvvviiiiiiiiiiiieieieieeeeeeeeaeaeeeaeaeaeaenens 195 373 42 0 0 3 613
Total assets 99,562 43,805 10,135 41,647 36,828 8,395 240,371
Liabilities
Deposits from credit insStitutions ...............ccc.c..... 7,701 6,920 5,412 0 11 590 20,634
Deposits from CUStOMErS..........oocvviieeeeiiiiiieeennn. 15,791 13,165 2,732 465 1,202 4,935 38,290
Debt issued and other borrowed funds............... 134 0 0 0 0 32 166
Subordinated 10ans...............eevvveveiviieieiiiiiiiininan, 21,241 0 0 0 0 0 21,241
Other liabilities.........cccccooveiiiiieiei e, 647 696 302 0 45 1,690
Total liabilities 45,514 20,781 8,446 465 1,213 5,602 82,021
Non-adjusted foreign exchange
on balance sheet imbalance.............................. 54,048 23,024 1,689 41,182 35,615 2,793 158,350
Adjustment of currency
imbalance for FX/ISK loans..........c.cccoeevuvveeeeeenn. 37,057 12,362 1,551 26,412 24,194 1,620 103,196
Adjusted imbalance 16,991 10,662 138 14,770 11,421 1,173 55,155
Off balance sheet items
Off balance sheet assets............ccccoeeeieiii. 3,877 5,995 1,151 1,258 2,578 156 15,015
Off balance sheet liabilities 24,945 22,015 1,280 6,967 13,514 688 69,409
Net off balance sheet items ( 21,069) ( 16,020) ( 129) ( 5,709) ( 10,936) ( 532) ( 54,394)
Net currency imbalance
on 31 December 2010 ......cccceeeeeeeiiviieeeeeeeeiiieens ( 4,078) ( 5,358) 9 9,061 485 641 759

Exposure towards inflation

45. The Bank is exposed to inflation risk since the book value of CPI-indexed assets exceed CPI-indexed liabilities. The book value of these assets
and liabilities changes according to changes in the CPI at any given time and all changes in the CPI-index affect profit and loss. On 31 March
2011 the CPI gap amounted to ISK 25.2bn (31 December 2010: ISK 25.1bn). Thus, a 1% increase in the index would have a positive impact on
the profit and loss account to the amount of ISK 25m in profit and a 1% decrease would result in a corresponding loss, other variants being

constant.
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Capital management

46. The table below shows the capital base, risk weighted assets and capital ratios of the Bank on 31 March 2011 and 31 December 2010.

31.3.2011  31.12.2010

Tier 1 capital
(@170 1o T T Y g Lo T (=l o= o] = | I PP PUP R TPPPUPPPN 10,000 10,000
ST e =N o] (] 018 PO T TP TP UPPPPPTPPPPIRY 55,000 55,000
ONEI FESEIVES......oei ettt b e e et e s b e e e s b bt e e e e e e s b e e e s bbb e e e sba e e e s b e e e e s eteeesanaeas 2,499 2,498
Retained earnings.... 56,765 53,174
[ Ta el 1AV g1 (=] (1] AT PP UT OO UPPPTPTN 0 791
LI R E1]= T T OO PP TP PTTT TR PPPPPP ( 164) ( 283)
([ e=TaTo] o] (SRe T = TP PRSP PRPPPPTTN ( 241) ( 187)
Total Tier 1 capital 123,859 120,993

Tier 2 capital
Qualifying subordinated AaDIlItIES. ............eii i e e e e e et be e e e e e e babb e e e e e e e ennebreaeaeaaaas 22,383 21,241
Total regulatory capital 146,242 142,234

Risk weighted assets

S AUE TO CTEAIL FISK..... ittt e e e e s b et e s b bt e e e b e e e s e e e e e bb e e e s bb e e e s b e e e e sbte e e s baeas 447,939 440,586
S AUE O MAKET FISK: ...t s e et e e e s b e e e s s e e e s sab e e e s bae e e abae e 7,628 14,766
Market riSk, tratding DOOK..........ooi ettt e ettt e e e e e okt e et e e e e s e be et e e e e e bbb bt e e e e e e annbrneeaeeaaannes 3,844 4,583
Currency risk fOreign @XCHANGE...........uu it e e e et e e e e e s et b e e e e e e e b bbe e e e e e e aaasbreeaaaeaan 3,784 10,183
- AUE 10 OPEIALIONAL FISK......eeiiiiiiie ettt ettt e e e e e e be ettt e e e s aab b b e e e e e annbbs e e e e e e e abbabeeeeeeeannnbnneen 79,079 79,079
Total risk weighted assets 534,646 534,431

Capital ratios
L] G R = {0 T TP OO PO U PP UU R OUPPPRPOPRON 23.2% 22.6%
Itz U or= To] 1 2= 1IN = 4o JO TP TP POPPPPPPPRIR 27.4% 26.6%
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