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Endorsement and Signatures of the Board of Directors
and the CEO

The Financial Statements include the Consolidated Financial Statements of Byr sparisjédur and its subsidiaries. The Annual
Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards (IFRSs) as
adopted by the European Union.

On March 19 the Financial Supervisory Authority in Iceland approved the merger of Byr sparisjédur and Sparisjodur Nordlendinga.
In the Consolidated Financial Statements of Byr sparisjodur the merger is accounted for as of April 1 and accordingly the Income
Statement of Sparisjédur Nordlendinga for the period January 1 to March 31 is not included.

Net loss for the year 2008 amounted to ISK 28,881 million according to the Income Statement. Equity, according to the Balance
Sheet, amounted to ISK 16,213 million at year end. The equity ratio of the Group, calculated according to the Act on Financial
Undertakings, was 8.3%. This ratio may not be lower than 8.0%. Allocation of loss and other changes in equity are further
explained in the notes to the Financial Statements.

The Group's primary capital amounted to ISK 30,608 million at year end. At year end the Group's primary capital holders numbered
1,509 increasing in number by 187 during the year, increasing thereof by 138 due to the merger of Sparisjédur Nordlendinga.

Impact of of recent developments in financial markets

At beginning of October an emergency law was passed by the Icelandic Parliament and the Icelandic Financial Supervisory
Authority suspended the Boards of Directors of each of the three largest banks in Iceland and appointed instead Resolution
Committees. These events and development of financial market have led to a severe impact on Byr and vast impact on the economy
in general. The situation clearly affects the ability of Byrs customer to repay amounts due and impairment losses have therefore
increased rapidly. It will take time to evaluate total impact of the bank crisis. Byr sparisjédur did hold both assets due from the
banks and owed liabilities to the banks at the time they were taken over by the Icelandic Financial Supervisory Authority. Byr has
evaluated these positions and estimated provision due to that.

Byr sparisjédur holds loans in foreign currency which amounts today to ISK 35,349 million. The loan agreements holds terms
stating minimum equity ratio of the Group, calculated according to the Act on Financial Undertakings, Byr sparisjodur does not
meet with those terms. The management has entered into negotiations with the credit institutions regarding this matter.

Statement by the Board of Directors and the CEO

The Group's Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards
(IFRSs) as adopted by the Europian Union and with additional requirements of information given in Consolidated Financial
Statements of Groups that have registered securities on stock market.

According to our best knowledge it is our opinion that the Annual Consolidated Financial Statements give a true and fair view of
the consolidated financial performance of the Group for the financial year 2008, its assets, liabilities and consolidated financial
position as at 31 December 2008 and its consolidated cash flows for the financial year 2008.

Further, in our opinion the Consolidated Financial Statements and the Endorsement of the Board of Directors and the CEO gives a

fair view of the development and performance of the Group's operations and its position and describes the principal risks and
uncertainties faced by the Group.
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Endorsement and Statement by the Board of Directors and the CEO, contd.:

The Board of Directors and the CEO of Byr sparisjoour hereby confirm the Consolidated Financial Statements for the year 2008.

Reykjavik, 13 March 2009

Board of Directors

Jon Kristjansson
Chairman

Johanna Waagfjérd Agust Mar Armann

Birgir Omar Haraldsson Jon Kr. Solnes

CEO:

Ragnar Z. Gudjénsson
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Independent Auditor’s Report

To the Board of Directors and Primary Holders of Byr sparisjodur.

Introduction

We have audited the accompanying Consolidated Financial Statements of Byr sparisjodur (the "Group"), which comprise the
Balance Sheet as at 31 December 2008, and the Income Statement, Statement of changes in Equity and Cash Flow Statement for the
year then ended, and a summary of significant accounting policies and other explanatory notes.

Management's Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
International Financial Reporting Standards as adopted by the EU. This responsibility includes: designing, implementing and
maintaining internal control relevant to the preparation and fair presentation of financial statements that are free from material
misstatements, whether due to fraud or error; selecting and applying appropriate accounting policies; and making accounting
estimates that are reasonable in the circumstances.

Auditor's Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted our audit in
accordance with International Standards on Auditing. Those standards require that we comply with relevant ethical requirements
and plan and perform the audit to obtain reasonable assurance whether the financial statements are free of material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the financial statements.
The procedures selected depend on the auditor's judgement, including the assessment of the risks of material misstatement of the
financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal control relevant
to the entity's preparation and fair presentation of the financial statements in order to design audit procedures that are appropriate in
the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's internal control. An audit also
includes evaluating the appropriateness of accounting principles used and the reasonableness of accounting estimates made by manag

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Opinion
In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of Byr

sparisjodur as at December 31, 2008, and of its consolidated financial performance and its consolidated cash flows for the year then
ended in accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, 13 March 2009

KPMG hf.

Sigurdur Jonsson

Olafur Mar Olafsson
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Consolidated Income Statement

for the year 2008

Notes
INEEIESE INCOME ...ttt
INTETESE EXPENSE ..ot
NEt INTErEST INCOME.......iiviieiiieieiee e 45
Fee and commission income
Fee and commission expense
Net fee and cOMMISSION INCOME .......ccovveriiiinicene e 46
Net (loss) income from financial assets and liabilities ...........cc.ccccoceoneneee. 47-50
Share of (10ss) profit Of aSSOCIALES ........cceivrverirenereree e 72
Other OPErating FEVENUE .......cccoeeuerieiereieeienieiesieeste e see st see s seeneneas 51
Other net operating (10SS) INCOME.........cccovveiiiiiiiicinie e
Net operating (10SS) INCOME........c.ccevveiiiiriiiirie e
Salaries and related EXPENSES .......ccvvveviririeerieiser e 53
Administrative expenses
DEPIECIALION ...vivivicii ettt sttt ne s 73
OPEIratiNg EXPENSE.....e.veveriiiesieiisiesieesie ettt sbe bt seese et
Impairment on 10ans and adVanCes ...........ccoceeviereeirieieseriee e 64
Impairment on intangible assets 74
(Loss) profit before inCOMe tax .......ccocvveveeiviiencisise e
INCOIME TAX ..ottt sb et nenen 56
(Loss) profit for the Year.........ccccveeiiescicecee e

Notes on pages 10 - 38 are an integral part of these financial statements
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2008 2007
1.1.-31.12. 1.1.-31.12.
33,684,048 12,995,985

(26,334,898) (10,292,694)
7,349,150 2,703,291
1,470,766 842,127

(330,606) (288,381)
1,140,160 553,746
(7,738,598) 5,972,876
(2,427,362) 363,805
55,493 4,291,192
(10,110,467) 10,627,873
(1,621,157) 13,884,910
(2,197,939) (1,453,621)
(2,716,906) (1,940,083)
(94,653) (60,807)
(5,009,498) (3,454,511)
(25,378,342) (816,763)
(3,824,139) 0

(35,833,136) 9,613,636
6,951,721 (1,684,521)

( 28,881,415) 7,929,115

Amounts are in ISK thousands




Consolidated Balance Sheet
as at 31 December 2008

Notes 31.12.2008 31.12.2007
Assets
Cash and balances with the Central Bank ...........cc.ccoeieviivieiineiiiinisiesesseienens 58 37,176,749 3,611,888
Loans and advances to credit inStIEULIONS ...........ccooviviiieiiciice e 59-60 11,228,259 28,518,770
Loans and advances t0 CUSTOMENS ..........ccvevirieieiierieisieieseiee e 61-64 172,325,172 117,737,319
TrAAING ASSELS .vviveveitiietesie ettt ettt et sb e b e sn e 65 4,298,155 5,630,350
Financial assets designated at fair Value ..........ccocccvveviiiiieiiiiicn e 67-69 13,581,344 14,345,443
INVESIMENTS IN ASSOCIALES ....evvevivirierisieeieieiete et 72 1,358,161 3,072,921
Property and eQUIPMENT .........c.coiiiiiciiece e 73 2,894,617 1,859,428
INTANGIDIE ASSELS ...vveviiiiicieici et 74 1,317,999 4,756,197
INVESTMENT PIrOPEITIES ....veveveeieieieiicieiee et sae e 75 3,971,673 1,429,426
TAX @SSELS 1.vverveierieeieeieeree ettt sttt bbb e bt bbb enen 83 3,217,509 0
OFNEE ASSELS ...vviveiiitiieie sttt ettt s b et et b b et seebe b s e saennerens 76 1,839,357 3,890,739
TORAL ASSEES. ...uviiti ettt et et be b be et a e sab e srae b e 253,208,995 184,852,481
Liabilities
Deposits from credit institutions and the Central Bank ...........ccccccooeevvevvienane, 77 6,622,263 10,827,527
OLher GEPOSITS ...v.vevviiiieiicietce ettt bttt b s enen 78 144,600,042 70,102,064
BOITOWINGS ©..veviiviictesieestee ettt ettt bbb et sn e 79-80 78,169,095 41,540,666
SUBOIdINALE 10ANS ......cviicieciiicecec e 81 3,271,949 2,256,441
Post-employment obligations ..........ccccviveiieiiiiieiese e 82 1,366,498 1,170,380
Deferred tax Hability ..o 83-84 0 3,477,117
Other THADIHLIES ....vcvviveiciicesec e 85 2,965,929 2,281,341
Total Liabilities. . ..coveeeiiirieiecre e 236,995,776 131,655,536
Equity
Primary Capital ........ccociviirieiieece e 30,608,437 27,287,009
RESEIVES ..ottt ettt sttt sttt be e s et se b sa e a b et e (14,395,218) 25,909,936
TOtal EQUITY.....ooveeviieeicese ettt et 86 16,213,219 53,196,945
Total Liabilities and EQUILY..........cccovreinineinienese s 253,208,995 184,852,481

Notes on pages 10 - 38 are an integral part of these financial statements
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Consolidated Statement of Changes in Equity

for the year 2008
Share Minority

capital Reserves Total interest Total
Changes in equity in 2007:
Equity 1 January 2007 ......cccocvvvnirnnrirerenininne 231,377 13,685,616 13,916,993 30,864 13,947,857
Business combination .........ccccoceeeveeicieicvie e, 479,991 4,629,728 5,109,719 5,109,719
Changes in minority interest ..........cccoceeeienenne 0 (30,864) (30,864)
Dividends paid .........cocovvrrirerrrs s (38,871) (38,871) (38,871)
Paid in Primary Capital ..........cccccovvrirnirine 26,279,989 26,279,989 26,279,989
Profit for the year ... 7,929,115 7,929,115 7,929,115
Revaluation of Primary Capital ............ccccouenee. 295,652 (295,652) 0 0
Equity 31 December 2007 .......cccovvevrvririeeninnnnns 27,287,009 25,909,936 53,196,945 0 53,196,945
Changes in equity in 2008:
Equity 1 January 2008 ..........cccovvrrnrinirnienn. 27,287,009 25,909,936 53,196,945 0 53,196,945
Business combination 2,908,448 2,046,967 4,955,415 4,955,415
Dividends paid .........cocovvrrinrns s (13,470,706) (13,470,706) (13,470,706)
Paid in Primary Capital ............ccccooenieiiiinnne, 412,980 412,980 412,980
Loss for the year ... (28,881,415) (28,881,415) (28,881,415)
Equity 31 December 2008 ..........ccccoeurvrirreerininnns 30,608,437 (14,395,218) 16,213,219 0 16,213,219

Notes on pages 10 - 38 are an integral part of these financial statements
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Consolidated Statement of Cash Flows
for the year 2008

Notes 2008 2007
Operating activities: 1.1.-31.12. 1.1.-31.12.
(Loss) profit before iNCOME taX.........cocieieireieiereese e (35,833,136) 9,613,636
Adjustments for:
Indexation and exchange rate difference..........ocooeereiieneieicic e (38,646,551) (2,613,689)
Share of 10ss (profit) 0Of aSSOCIALES. ......cveviieeieieere e 72 2,427,362 (363,805)
Net gains from sale of property and equipment 0 (52,394)
Depreciation of property and eqUIPMENt............cccoiiiriinerie e 73 94,653 47,856
Impairment 10sses 0N iNtangible aSSELS.......c.oviriireireieee e 74 3,824,139 12,952
Impairment on 10ans and AAVANCES.........cccoeieerriere e 64 25,378,342 816,763
Changes in operating assets and liabilities:
Trading assets............. 1,332,195 1,178,250
Loans and advances 6,007,483 (46,062,333)
Financial assets designated at fair ValUE...........corerciiennieicceeee e (1,362,973) (1,171,054)
(01 LT R T £ 2,971,920 (3,235,684)
DIBPOSIES. ...ttt bbbkt 53,158,683 8,364,769
BOITOWINGS. ..ttt ettt b et b et et et b e st et e e ebe e enennan 26,176,481 7,022,800
Post-employment Obligations............ccooiiiiireiie e 196,118 247,246
TaX HADIHTIES. ... v 3,557,217 (82,301)
Other HAbIHTIES. ......vivvieeesss s 530,803 1,351,297
Net cash provided by (used in) operating activities 49,812,736 (24,925,691)
Investing activities:
Investments in assoCiates.........covevvevvereierieesesieeens (496,637) (520,904)
(Purchase) proceeds from sale of intangible assets 74 (110,374) (103,337)
Purchase of property and eqUIPMENL...........ccoiiiiieiiiiee e 73 (856,847) (1,092,725)
INVESTMENT PIrOPEITIES. ....ecvivieviiieiectesiee ettt 75 (2,542,247) (1,264,176)
Cash used in investing activities (4,006,105) (2,981,142)
Financing activities:
SUDOrAINALEA T0ANS......c.ocviiieiiieicie e 35,282 (52,441)
Proceeds from sale of primary capital..........ccocooiiiiiienii e 412,980 26,279,989
Minority interest e ———— 0 (30,864)
DiIVIAENAS PAIG......eeeeeiieeieeieere ettt ettt (13,470,706) (38,871)
Cash (used in) provided by financing activities (13,022,444) 26,157,813
Increase (decrease) in cash and cash equIValents.............cccoverriieienc s e 32,784,187 (1,749,020)
Cash and cash equivalents at beginning of the year............ccocoiiiiinniiciiee, 6,351,093 8,026,169
BUSINESS COMBDINALION. ... .eiiieiie ittt st ree e s ae e s sba e e sreaeeaes 29,473 73,944
Cash and cash equivalents at year end.............cccoeoeriiiennienienneeeeeese e 39,164,753 6,351,093

Notes on pages 10 - 38 are an integral part of these financial statements
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Notes to the Consolidated Financial Statements

General information

1. Reporting entity

Byr sparisjodur is a savings bank domiciled in Iceland. The address of the Bank is Borgartin 18 in Reykjavik. Byr sparisjodur
merged with Sparisjodur Nordlendinga in april 2008. The Consolidated Financial Statements for the year 2008 comprise of
Byr sparisjédur and its subsidiaries (together referred as "the Group").

Byr sparisjédur offers integrated financial services to companies and individuals that comprises of general banking services,
securities services and asset management.

2. Basis of preparation

a) Statement of compliance
The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards
(IFRS) as adopted by the European Union.

The Consolidated Financial Statements were approved by the Board of Directors and the CEO of Byr sparsjodur at 13 March
2009.

b) Basis of measurement
The Consolidated Financial Statements are prepared on the historical cost basis except for:
- Trading assets and liabilities are measured at fair value
- Financial instruments designated at fair value are measured at fair value
- Investment properties are measured at fair value.

The Group's accounting policy on fair value measurements is disclosed in note 42.

¢) Functional and presentation currency
These Consolidated Financial Statements are prepared and presented in Icelandic krona (ISK), which is the functional currency
of Byr sparisjodur and its subsidiaries. Except as indicated, financial information presented has been rounded to the nearest ISK
thousand.

d) Use of estimates and judgements
The preparation of the Consolidated Financial Statements in conformity with IFRS requires management to make judgements,
estimates and assumptions, which affect the application of accounting policies and the reported amounts of assets and liabilities
as well as income and expenses. The estimates and underlying assumptions are based on historical experience and various other
factors that are believed to be reasonable under the circumstances, the results of which form the basis of making the judgements
about carrying amounts of assets and liabilities that are not readily apparent from other sources. Actual results may differ from
these estimates.

The estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised
in the period in which the estimate is revised if the revision affects only that period or in the period of the revision and future
periods if the revision affects both current and future periods.

Information about areas of estimation uncertainty and judgements made by management in applying accounting policies that
have the most significant effect on the amounts recognised in the Consolidated Financial Statements are provided in note 34.

Summary of significant accounting policies

The accounting policies set out below have been applied consistently to all periods presented in these Consolidated Financial
Statements, and have been applied consistently by Group entities.

3. Basis of consolidation

a) Subsidiaries
Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the financial and
operating policies of an entity so as to obtain benefits from its activities. Control usually exists when the Group holds more than
50% of the voting power of the subsidiary. In assessing control, potential voting rights that are currently exercisable or
convertible, if any, are taken into account. The Financial Statements of subsidiaries are included in the Consolidated Financial
Statements from the date that control commences until the date that control ceases.
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Notes, contd.:

3. Contd.:

The purchase method of accounting is used to account for the acquisition of subsidiaries by the Group. The cost of an
acquisition is measured as the fair value, at the date of exchange, of the assets given, liabilities incurred or assumed and equity
instruments issued, plus cost directly attributable to the acquisition. Identifiable assets acquired and liabilities and contingent
liabilities assumed in a business are measured initially at their fair values at the acquisition date, irrespective of the extent of
any minority interest. The excess of the cost of acquisition over the fair value of the Group’s share of the identifiable net assets
acquired is recorded as goodwill. If the cost of acquisition is less than the fair value of the net assets of the subsidiary acquired,
the difference is recognised directly in the income statement.

b) Transactions eliminated on consolidation
Intragroup balances, unrealised gains and losses or income and expenses arising from intragroup transactions, are eliminated in
the Consolidated Financial Statements. Unrealised gains arising from transactions with associates and jointly controlled
entities are eliminated to the extent of the Group's interest in the entity. Unrealised losses are eliminated in the same way as
unrealised gains, but only to the extent that there is no evidence of impairment.

4. Foreign currency

Transactions in foreign currencies are translated at the spot exchange rate at the date of the transaction. Monetary assets and
liabilities denominated in foreign currencies at the reporting date are retranslated at the spot exchange rate at that date. Non-
monetary assets and liabilities denominated in foreign currencies that are measured at cost are translated at the date of the
transaction. Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair value are
retranslated at the spot exchange rate at the date that the fair value was determined. Foreign currency differences arising on
retranslation are recognised in profit or loss.

5. Associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and operating
policies. Significant influence is presumed to exist when the Group holds between 20 and 50 percent of the voting power of
another entity, including potential voting rights if any. Investments in associates are initially recognised at cost. The Group’s
investment includes goodwill identified on acquisition.

The Consolidated Financial Statements include the Group’s share of profit or loss of associates, using the equity method, from
the date that significant influence commences until the date that significant influence ceases. When the Group’s share of losses
exceeds its interest in an associate, the carrying amount of that interest is reduced to nil and the recognition of further losses is
discontinued except to the extent that the Group has an obligation or has made payments on behalf of the investee. Any
subsequent profits of the associate in later periods are not recognised until previously unrecognised losses have been recovered.

When investment in an associate is classified as held for sale, the equity method is no longer applied and the investment
recognised at the lower of book value or net fair value.

6. Interest income and expense

Interest income and expense are recognised in the income statement on an accrual basis using the effective interest method.
Interest income and expense includes the amortisation of any discount or premium or other differences between the initial
carrying amount of a financial instrument and its maturity amount, calculated using the effective interest method.

The effective interest rate is the rate that exactly discounts estimated future cash flows through the expected life of the financial
instrument or, when appropriate, a shorter period, to the net carrying amount of the financial asset or financial liability. When
calculating the effective interest rate, the Group estimates the cash flows considering all contractual terms of the financial
instrument, but it does not consider future credit losses.

Once a financial asset or a group of similar financial assets has been written down as a result of impairment loss, interest
income is recognised at the rate of interest used for the purpose of calculating the impairment loss. Interest income on financial
assets which have been written down as a result of impairment is calculated based on their net carrying amount.
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Notes, contd.:

6. Contd.:
Interest income and expense presented in the income statement include:

— Interest on financial assets and liabilities at amortised cost on an effective interest rate basis.
— Interest on trading assets and liabilities and on financial assets designated at fair value on an accrual basis.

The fair value changes of financial assets and financial liabilities measured at fair value are recognised in net financial income
in the income statement.

7. Fee and commission income and expense

The Group provides various services to its clients and earns income there from, such as income from transactions on behalf of
third parties, commission from customers for equity and bond transactions and other services. Fees and commission income are
recognised in the income statement as the services are provided. Fees that are performance-linked are recognised when the
performance criteria are fulfilled.

Fees and commission expense relate mainly to transaction and service fees, which are expensed as the services are received.

8. Net income from financial assets and liabilities

Net income from financial assets and liabilities comprise of income and expenses from trading assets and liabilities, net income
from financial assets designated at fair value, dividend income and exchange rate differences. Interest income and expenses on
these assets are recognised in interest income and expense.

9. Impairment
The carrying amount of the Group's assets, other than trading assets and financial assets designated at fair value, is reviewed at

each balance sheet date to determine whether there is any indication of impairment. If any such indication exists, the asset's
recoverable amount is estimated.

An impairment is recognised in the income statement whenever the carrying amount of an asset or its cash-generating unit
exceeds its recoverable amount.

QD
L

Impairment on loans and advances

Two methods are used to calculate impairment losses, one based on an assessment of individual loans and advances and the
other based on a collective assessment. Losses expected as a result of future events, no matter how likely, are not recognised.

Objective evidence of impairment includes information about the following events and conditions:

(i) significant financial difficulty of the borrower;

(ii) a breach of contract, such as a default on installments or on interest or principal payments;

(iii) the Group granting to the borrower, for economic or legal reasons relating to the borrower’s financial difficulty, a
refinancing concession, that the lender would not otherwise consider;

(iv) it becomes probable that the borrower will enter bankruptcy or undergo other financial reorganisation;

(v) the disappearance of an active market for that financial asset because of financial difficulties; or

(vi) observable data indicating that there is a measurable decrease in the estimated future cash flows from a group of loans,
even if the decrease cannot yet be identified with the individual financial assets in the group, including:

— adverse changes in the payment status of borrowers in the group; or

— general national or local economic conditions connected with the assets in the group.

Individually assessed loans and advances

Impairment losses on individually assessed loans and advances are determined by an evaluation of the exposures on a case-by-
case basis. The Group assesses at each balance sheet date whether there is any objective evidence that individual loans are
impaired. This procedure is applied to all loans and advances that are considered individually significant. In making the
assessment, the following factors are considered:

— the Group's aggregate exposure to the customer;

— the amount and timing of expected receipts and recoveries;

— the likely dividend available on liquidation or bankruptcy;

— the complexity of determining the aggregate amount and ranking of all creditor claims and the extent to which legal and
insurance uncertainties are evident;

— the realisable value of security (or other credit mitigants) and likelihood of successful repossession; and

— the likely deduction of any costs involved in recovery of amounts outstanding.
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Notes, contd.:

Contd.:

Impairment loss is calculated by comparing the carrying amount of individual loans and advances with the present value of
their expected future cash flows, discounted at their original effective interest rate. In the case of loans at variable interest rates,
the discount rate used is their current effective interest rate. The carrying amount of impaired loans and advances is reduced
through the use of an allowance account.

Collectively assessed loans and advances

Where loans and advances have been individually assessed and no evidence of loss has been identified, these loans are grouped
together on the basis of similar credit risk characteristics for the purpose of calculating a collective impairment loss. This loss
covers loans that are impaired at the balance sheet date but which will not be individually identified as such until some time in
the future.

The collective impairment loss is determined after taking into account:

— future cash flows in a group of loans evaluated for impairment are estimated on the basis of the contractual cash flows of
the assets;

— historical loss experience in portfolios of similar risk characteristics (for example, by industry sector, loan grade or

nradiia.

— the estimated period between a loss occurring and that loss being identified and evidenced by the establishment of an
allowance against the loss on an individual loan;

— management’s experienced judgement as to whether the current economic and credit conditions are such that the actual
level of inherent losses is likely to be greater or less than that suggested by historical experience.

Estimates of changes in future cash flows for groups of assets are consistent with changes in observable data from period to
period, for example changes in property prices, payment status, or other factors indicative of changes in the probability of losses
on the group and their magnitude. The methodology and assumptions used for estimating future cash flows are reviewed
regularly by the Group to minimise any differences between loss estimates and actual losses.

Loan write-offs
Loans are written off, partially or in full, when there is no realistic prospect of recovery.

Reversals of impairment

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be related objectively to an event
occurring after the impairment was recognised, the previously recognised impairment loss is recognised as revenue in the
income statement.

Possession of collateral

When the Group obtains non-current assets by taking possession of collateral those assets are classified as non-current assets
held for sale and recognised in the balance sheet. The assets are recognised at the lower of fair value less cost to sell or book
value of the related loan, after taking any impairment into account. Non-current assets held for sale are not depreciated. Any
subsequent decrease to fair value less cost to sell are recognised as impairment loss in profit or loss. Any subsequent increase of
fair value less cost to sell is recognised in profit or loss to the extent that the reversal does not exceed total impairment loss.

b) Calculation of recoverable amount

10.

The recoverable amount of the Group's investments in financial assets carried at amortised cost is calculated as the present
value of estimated future cash flows, discounted at the original effective interest rate.

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use. In assessing value in
use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current
market assessments of the time value of money and the risks specific to the asset. For an asset that does not generate largely
independent cash inflows, the recoverable amount is determined for the cash-generating unit to which the asset belongs.

Impairment of goodwill

The carrying amount of goodwill is reviewed at each reporting date to determine whether there is any indication of impairment.
If any such indication exists the asset’s recoverable amount is estimated. Goodwill is tested for impairment annually.
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10. Contd.:
An impairment loss is recognised if the carrying amount of a cash-generating unit exceeds its recoverable amount. A cash-
generating unit is the smallest identifiable asset group that generates cash flows that largely are independent from other assets
and groups. Impairment losses are recognised in profit or loss. Impairment losses recognised are allocated first to reduce the
carrying amount of any goodwill allocated to the units and then to reduce the carrying amount of the other assets in the unit on
a pro rata basis.

The recoverable amount of cash-generating unit is the greater of its value in use and its fair value less costs to sell. Value in use
is calculated as the present value of future cash flows assuming continuing use and taking into account residual value of the
assets or cash-generating unit.

Impairment of goodwill is not reversed.
11. Income tax expense

Income tax expense comprises current tax and deferred tax. Income tax expense is recognised in the income statement, except
to the extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the period, using tax rates enacted at the balance sheet date,
and any adjustment to tax payable in respect of previous years.

The deferred income tax liability has been calculated and recognised in the balance sheet. The calculation is based on the
difference between balance sheet items as presented in the tax return on one hand, and in the Consolidated Financial Statements
on the other, taking into consideration tax losses carried forward. This difference is due to the fact that the tax assessment is
based on premises that differ from those governing the financial statements, mostly due to temporary differences arising from
the recognition of revenues and expenses in the tax returns and in the Financial Statements.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which
the asset can be utilised. Deferred tax assets are reviewed at each reporting date and reduced to the extent that it is no longer
probable that the related tax benefit will be realised.

12. Cash and cash equivalents

Cash and cash equivalents in the Statement of Cash Flows consist of cash, demand deposits with the Central Bank and demand
deposits with other credit institutions.

Cash and cash equivalents in the balance sheet include accrued interest.

13. Loans and advances

Loans and advances are non-derivative financial instruments with fixed or determinable payments that are not quoted in an
active market, other than those that the Group designates upon initial recognition as at fair value. Loans and advances include
loans provided by the Group to its customers, participation in loans from other lenders and purchased loans that are not quoted
in an active market and which the Group has no intention of selling immediately or in the near future.

Loans and advances are initially recognised at fair value, which is the cash advanced, plus any transaction costs. Subsequently,
they are measured at amortised cost using the effective interest method. Accrued interest is included in the carrying amount of
the loans and advances.

14. Trading assets

Trading assets are financial assets acquired principally for the purpose of generating profits from short-term price fluctuations
or from dealer’s margin. Trading assets consist of bonds, shares and derivatives with positive fair value.

Trading assets are measured at fair value. Realised and unrealised gains and losses on these assets are recognised in the income
statement and included in the line item net financial (loss) income. Interest and dividend income on these assets are included in
interest income and net financial (loss) income line items in the income statement.
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15. Derivatives

A derivative is a financial instrument or other contract, the value of which changes in response to a change in an underlying
variable (such as share, commodity or bond prices, an index value or an exchange or interest rate), which requires no initial net
investment or initial net investment that is smaller than would be required for other types of contracts that would be expected to
have a similar response to changes in market factors and which is settled at a future date.

The Group uses derivatives for trading purposes and to hedge its financial risk exposure.

Derivatives are recognised at fair value. Fair value changes are recognised in the income statement as interest and foreign
exchange rate difference. Interest income is recognised on an accrual basis. Derivatives with positive fair values are recognised
as trading assets and derivatives with negative fair values are recognised as trading liabilities.

Derivatives embedded in other contracts are treated as separate derivatives when their economic characteristics and risks are
not closely related to those of the host contracts and when the contracts are not carried at fair value through profit and loss.

The fair value of derivatives is determined in accordance with the accounting policy presented in note 17.

16. Financial assets designated at fair value

The Group designates certain financial assets upon their initial recognition as financial assets at fair value when doing so results
in more relevant information, including information provided internally to key management personnel. Fair value changes are
recognised in the income statement.

17. Determination of fair value

The determination of fair value of financial assets and financial liabilities that are quoted in an active market is based on quoted
prices. For all other financial instruments fair value is determined by using valuation techniques. A market is considered active
if quoted prices are readily and regularly available and those prices represent actual and regularly occurring market transactions
on an arm's length basis.

Valuation techniques include recent arm's length transactions between knowledgeable, willing parties, if available, reference to
the current fair value of other instruments that are substantially the same, the discounted cash flow analysis and option pricing
models. Valuation techniques incorporate all factors that market participants would consider in setting a price and are
consistent with accepted methodologies for pricing financial instruments. Periodically, the Group calibrates the valuation
technique and tests it for validity using prices from any observable current market transactions in the same instrument, without
modification or repackaging, or based on any available observable market data.

Financial instruments are initially recognised at fair value. The best evidence of the fair value of a financial instrument at
initial recognition is the transaction price, even if that value is different from value obtained by a valuation technique,
subsequently used to measure the financial instrument. Any difference between the transaction price and the value initially
obtained from a valuation model is subsequently recognised in profit and loss depending on the individual facts and
circumstances of the transaction but not later than when the valuation is supported whollly by observable market data

18. Recognition and derecognition of financial assets and financial liabilities

Purchases and sales of financial assets are recognised using trade date accounting, i.e. they are recognised on the date on which
the Group commits to purchase or sell the asset, except for loans and advances, which are recognised when cash is advanced to
the borrowers.

Financial assets are derecognised when the rights to receive cash flows from the financial assets have expired or where the
Group has transferred substantially all risks and rewards of ownership.

Financial liabilities are recognised when the Group becomes a party to the contractual provisions of the liability instrument.
Financial liabilities are derecognised when the obligation of the Group is discharged or cancelled or expires.
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18. Contd.:
The Group enters into transactions whereby it transfers assets recognised on its balance sheet, but retains either all risks and
rewards of the transferred assets or a portion of them. If all or substantially all risks and rewards are retained, then the
transferred assets are not derecognised from the balance sheet. Transfers of assets with retention of all or substantially all risks
and rewards include, for example, securities lending and repurchase transactions.

The rights and obligations retained in the transfer are recognised separately as assets and liabilities as appropriate. In transfers
where control over the asset is retained, the Group continues to recognise the asset to the extent of its continuing involvement,
determined by the extent to which it is exposed to changes in the value of the transferred asset.

In certain transactions the Group retains rights to service a transferred financial asset for a fee. The transferred asset is
derecognised in its entirety if it meets the derecognition criteria. An asset or liability is recognised for the servicing rights,
depending on whether the servicing fee is more than adequate to cover servicing expenses (asset) or is less than adequate for
performing the servicing (liability).

19. Offsetting financial assets and financial liabilities

Financial assets and liabilities are offset and the net amount reported in the balance sheet when there is a legally enforceable
right to offset the recognised amounts and there is an intention to settle on a net basis.

Income and expenses are presented on a net basis only when permitted by the accounting standards, or for gains and losses
arising from a group of similar transactions such as in the Group's trading activity.

20. Repurchase agreements

Repurchase agreements involve the sale of securities subject to the simultaneous agreement to repurchase the same securities at
a certain later date and at an agreed price. Reverse repurchase agreements involves the purchase of securities subject to the
simultaneous agreement to resell the same securities at a certain later date and at an agreed price. The cash received initially
along with the accrued interest are recognised as deposits from credit institutions and the Central Bank. The cash paid initially
along with the accrued interest are recognised as loans to credit institutions. Accrued interest is recognized as interest revenue
and expense over the life of each agreement.

In the case of repurchase agreements, the control of the securities remains with the Group throughout the entire term of the
agreements and the securities continue to be presented in the balance sheet as financial assets designated at fair value.

21. Leased assets
The Group classifies leases based on the extent of the transfer of risks and rewards incidental to ownership of leased assets. A
lease is classified as a finance lease if the lessor transfers substantially all the risks and rewards incidental to ownership. Other
leases are operating leases and are not recognised in the Group’s balance sheet.

Operating lease payments are expensed on a straight line basis over the lease term.

22. Intangible assets

a) Goodwill
All business combinations after 1 January 2004 are accounted for by applying the purchase method. Goodwill has been
recognised on the acquisition of subsidiaries and associates. In respect of business acquisitions that have occurred since 1
January 2004, goodwill represents the difference between the cost of the acquisition and the fair value of the net identifiable
assets acquired.

Goodwill is measured at cost less accumulated impairment losses. Goodwill is no longer amortised but allocated to cash
generating units and tested annually for impairment.
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23. Property and equipment
Items of property and equipment are measured at cost less accumulated depreciation and impairment losses.
The Group recognises in the carrying amount of an item of property and equipment the cost of replacing part of such an item

when that cost is incurred if it is probable that the future economic benefits embodied with the item will flow to the Group and
the cost of the item can be measured reliably. All other costs are expensed in the income statement when incurred.

Depreciation is recognised in the income statement on a straight-line basis over the estimated useful lives of each component of
an item of property and equipment. The estimated useful lives are as follows:

0] 01 4 (TSSOSO SO P P PSOPRPRIN 20-50 years
FIXEUTES ettt bbb e st e b et b e Rt e beme b e bt et e b e Rt e b e Rt et ene e b eb e e bens 5 years
Machinery and EQUIPIMENT ..ottt sb e bbbt essesbesbenen 3-5 years
WERICIES ...ttt ettt e bt e b e R b et e b e e b et e b et et e e e bt e re e 5-7 years

As long as the residual value is not immaterial, it is reassessed annually.

24. Investment property

Investment property is property held either to earn rental income or for capital appreciation or for both, but not for sale in the
ordinary course of business, use in the production or supply of goods or services or for administrative purposes. Investment
property is measured at fair value with any change therein recognised in profit or loss.

When the use of a property changes such that it is reclassified as property, plant and equipment, its fair value at the date of
reclassification becomes its cost for subsequent accounting.

25. Mortgages foreclosed
When the Group has redeemed assets on foreclosed mortgages they are recognised at the lower of fair value less estimated cost
of sale or book value of the loan net of impairment.

26. Deposits

Deposits are measured initially at fair value and subsequently at amortised cost.

27. Borrowings

The Group’s borrowings consist mainly of issued bonds and loans from credit institutions. Borrowings are initially recognised
at fair value less attributable transaction costs. Subsequently, they are measured at amortised cost using the effective interest
method. Accrued interest is included in the carrying amount of borrowings.

28. Subordinated loans

Subordinated loans are bonds issued by the Group with subordinated terms. Subordinated loans have the characteristics of
equity in being subordinated to other liabilities of the Group and are included in calculation of the Group’s equity ratio. They
will be repaid during the next seven years. Prepayment of subordinated loans is always subject to permission by the Icelandic
Supervisory Authority. The loans are recognised as liabilities with accrued interests and indexation at year end.

Subordinated loans are initially recognised at fair value less attributable transaction costs. Subsequently, they are measured at
amortised cost using the effective interest method. Accrued interest is included in the carrying amount of subordinated loans.
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29. Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payment when due in accordance with the terms of a debt instrument.

Financial guarantee liabilities are initially recognised at their fair value, and inital fair value is amortised over the life of the
financial guarantee. The guarantee liability is subsequently carried at the higher of this amortised amount and the present value
of any expected payment, when a payment under the guarantee has become probable. Financial gurantees are included within
other liabilities.

30. Employee benefits

a) Defined contribution plans
Obligations for contributions to defined contribution pension plans are expensed in salaries and related expenses when they
are due.

b) Post-employment obligations
The liability recognised in the balance sheet in respect of defined benefit pension obligation is the present value of the
obligation at the balance sheet date. The defined benefit obligation is calculated annually by independent actuaries using the
projected unit credit method. The present value of the defined benefit obligation is determined by discounting the estimated
future cash outflows using interest rates of government bonds that are denominated in the currency in which the benefits will be
paid, and that have terms to maturity approximating to the terms of the related pension liability. The discount rate used for the
pension liability is 2.0%.

31. Other assets and other liabilities
Other assets and other liabilities are measured at cost.
32. Equity

a) Treasury shares
Acquired own shares and other equity instruments (treasury shares) are deducted from equity.

b) Reserves
Profit for the year is recognised in reserves. Dividends paid and revaluation of primary capital decreases reserves.

c¢) Dividends
Dividends on primary capital are recognised in equity in the period in which they are approved by the Group’s primary capital
holders.

33. New standards and interpretations
New standards and interpretations not yet adopted

A number of new stadnards, amendments to standards and interpretations are not yet effective for the year ended 31 December
2008, and have not been applied in preparing these financial statements. The amendments to the standards and interpretations
are not expected to have a significant impact on the Company’s financial statements when they become effective.

IFRS 8 Operating Segment, applicable to periods starting 1 January 2009 and later.

IAS 1 Presentation of Financial Statements, becomes mandatory for the Group”s 2009 financial statements
IAS 23 Borrowings Costs, becomes mandatory for the Group”s 2009 financial statements.

IFRS 3 Buisness Combinations, becomes mandatory for the Group’s 2010 financial statements.

IFRS 2 Share-Based-Payment - Vesting Conditions and Cancellation, becomes mandatory for the Group’s 2009 financial
statements with retrospective application if it will be approved by the European Union.
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33. Contd.:
IAS 32 Financial Instruments: Presentation and IAS 1 Presentation of Finanical Statements - Puttable Financial Instruments
and Obligations Arising on Liquidation, becomes mandatory for the Group’s 2009 financial statements with retrospective
application.

IAS 39 Financial Instruments: Recognition and Measurement - Eligible Hedged Items, becomes mandatory for the Group’s
2010 financial statements with retrospective application if it will be approved by the European Union.

IFRIC 13 Customer Loyalty Programmes, becomes mandatory for the Group’s 2009 financial statements if it will be approved
by the European Union.

IFRIC 15 Agreements for the Construction of Real Estate, becomes mandatory for the Group’s 2009 financial statements if it
will be approved by the European Union.

IFRIC 17 Distribution of Non-cash Assets to Owners, becomes mandatory for the Group’s 2010 financial statements if it will
be approved by the European Union.

IFRIC 12 Service Concession Arrangement, became effective for the year 2008 but has not been applied in the preparation of
these financial statements as ithas not yet been approved by the European Union.

34. Critical accounting estimates and judgements in applying accounting policies

Management makes a judgements, estimates and assumptions, which can affect various items in the balance sheet. The
estimates and underlying assumptions are based on historical experience and various other factors that are believed to be
reasonable under the circumstances, the results of which form the basis of making the judgements about carrying amounts of
assets and liabilities that are not readily apparent from other sources. Actual results may differ from these estimates.

Key sources of estimation uncertainty

Impairment losses on loans

The Group reviews its loan portfolios to assess impairment at least on a three months basis. In determining whether an
impairment loss should be recorded in the income statement, the Group makes judgements as to whether there is any observable
data indicating that there is a measurable decrease in the estimated future cash flows from a portfolio of loans before the
decrease can be identified with an individual loan in that portfolio. This evidence may include observable data indicating that
there have been changes in the payment status of borrowers in a bank or economic conditions. Management uses estimates
based on historical loss experience for assets with similar credit risk characteristics and objective evidence of impairment
similar to those in the portfolio when scheduling its future cash flows. The methodology and assumptions used for estimating
both the amount and timing of future cash flows are reviewed regularly to reduce any differences between loss estimates and
actual loss experience.

Determining fair values of financial instruments

The fair value of financial instruments that are not quoted in active markets are determined by using valuation techniques which
are reviewed regularly. All models that are used must be approved and calibrated to ensure that outputs reflect actual data.

Determination of fair value is further disclosed in note 44.
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Risk Management Disclosures

35. Byr faces various types of risks related to its business as a financial institution, which arise from its day to day operations. Management devotes a
significant portion of its time to the management of these risks. The mainstays of effective risk management are the identification of significant risk, the
quantification of Byr's risk exposure, actions to limit risk and the constant monitoring of risk. The most significant of these risks are discussed below. The
most important types of financial risk to which Byr is exposed are credit risk, liquidity risk, market risk and operation risk.

Risk policy of Byr

Byr's operation entails various types of risks. Risk taking, controlling and monitoring risk is an essential part of operation of financial institutions as it is
for Byr. The object is to know about all the important risk factors that affect Byr's operations. Byr uses various control methods, performs regularly stress
tests and follows laws and regulations to ensure that the risk level of Byr is within the limits that Byr's Board of Directors sets and is also according to
laws, regulations and contractual stipulations Byr works by.

Byr's risk management aims at identifying all significant risk factors related to its operation, implementing risk monitoring methods, making regular risk
assessments, maintaining control and regulations in order to keep the relevant risk factors within defined limits and thereby reach an acceptable
equilibrium between the minimisation of risk on the one hand and maximisation of the Byr's income on the other hand. For these purposes Byr operates a
centralised risk management department, Risk management. The department's function is to operate according to risk management rules and report
regularly to the Board of Directors. The department shall inform the Board of Directors without delay any deviation from the rules and benchmarks. The
department also communicates and reports regularly to reporting public entities as the Financial Supervisory Authority, Competition Authority and the
Central Bank of Iceland.

Risk is divided by Byr into four main categories, i.e. credit risk, market risk, liquidity risk and operational risk. Risk Management is responsible for
monitoring that the provisions of laws and rules and the requirements of supervisory bodies as regards the scope of risk in the operation of Byr are met.
Risk Management reviews and addresses exposures, in co-operation with Byr's Managers and the Board of Directors of Byr.

Credit risk

36. Credit risk is the most extensive risk category in Byr's operations. Credit risk is the risk that a customer or counterparty in a financial instrument cannot
fulfil his obligations pursuant to a contract or an agreement with Byr which can lead to decrease in Byr's revenue and capital. Credit risk is one form of
counterparty risk and originates for the most part in Byr’s services to customers and in Byr’s transactions with other financial undertakings. Possible credit
risk can be overstated when Byr's debtors are financially connected or if Byr's loan portfolio is more condensed geographically or by sector. Byr's Risk
management monitors credit risk specifically by those factors.

Byr's lending rules stipulate that maximum total exposures through an individual customer or financially connected parties may not exceed 25% of Byr's
CAD equity. Byr's internal rule stipulates that those exposures should generally not exceed 20% of Byr's CAD equity. Total exposures to individual
customers or financially connected parties that exceed 15% of Byr's CAD equity are specifically monitored and stress tested for fluctuations in currencies ,
share prices and other factors.

Loans to customers Loans to banks Investment Securities

2008 2007 2008 2007 2008 2007
Loans and advances 172,575,172 117,737,319 48,313,882 28,518,770 2,840,693 5,238,999
Concentration by sector
COIPOTALES ...ttt 95,145,321 62,622,379
GOVEIMMENL ..ot 143,820 332,193 2,065,583 348,236
Financial iNStitUtioNS ..........cccoveinirnciinineeeiene 11,228,259 28,518,770 7,440
Individuals and small enterprises ...........cccoeevrenenne. 77,286,031 54,782,747
EQUILY oo 767,670 4,890,763
LI ] - LSS 172,575,172 117,737,319 11,228,259 28,518,770 2,840,693 5,238,999
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36. cont.

37.

38.

Loans to customers Loans to banks Investment Securities
2008 2007 2008 2007 2008 2007
Concentration by location
1CEIAND ... 167,534,433 113,541,353 11,228,259 28,518,770 2,840,693 5,238,999
Great Britain ........cccceeeieciececeeeecee s 3,080,378 1,357,495
NOIth AMETICA ..o 439,727 41,399
NOIdIC COUNLIIES .....veeveicvieciecreccree e 687,728 1,073,566
Other EUropean COUNEIIES .........cccovvvrveererinreerenenienens 1,353 1,559,021
Other COUNEIIES ....vveiveeieiecre et 581,553 164,485
TOtAl o 172,325,172 117,737,319 11,228,259 28,518,770 2,840,693 5,238,999
Provision for impairment of loans is specified as follows: 2008 2007
Specific provisions ...... 23,483,658 651,575
Collective provisions 1,804,426 1,105,316
Provision fOr IMPAITIMENT ..ottt b et be e e b e s b e e e s e s be e e b e e b e b e b e ebe b asesbe s enenbanean 25,288,084 1,756,891
Changes in the provision for impairment of loans and advances are specified as follows:
Specific Collective 2008 2007
provisions provisions Total Total
Balance at the beginning of the Year ... 1,105,316 651,575 1,756,891 747,744
Business combination with savings Danks ............ccoceirrnierinneinneeseeese s 181,147 257,639 438,786 226,072
IMPaIrMENt fOr the YEAr ..o s 22,743,130 895,212 23,638,342 816,763
WIite-0ffS ... (573,291) (573,291) (35,216)
Recoveries of loans previously written off ..., 27,356 27,356 1,528
Balance at the end 0f the YEar ... 23,483,658 1,804,426 25,288,084 1,756,891
Loans with specific provisions for losses specified by type of loans:
Loans
31 December 2008 with Specific Book
Type of loans provision provision value
Loans in foreign currencies to COrporate ENLItIES .........ccuierieiirieiieiie e e 2,332,672 332,588 2,000,084
Overdraft t0 COTPOrate BNTITIES .....cviveuereiiieieiriei ettt ettt 528,034 202,910 325,124
Other 10anSs t0 COrPOrate ENTITIES .......c.eiuiieiiiteieete ettt ettt 34,019,772 21,639,809 12,379,963
INAIVIAUALS ... 2,843,164 1,308,351 1,534,813
TIOTA e b bbb bbb bbb bbb bbb bbbt 39,723,642 23,483,658 16,239,984
Loans
31 December 2007 with Specific Book
Type of loans provision provision value
Loans in foreign currencies t0 COrporate ENLItIES .........ccvierieireiieiie e 1,167,502 129,024 1,038,478
SUD-PArTICIPALION TONS ...ttt ettt ettt sttt e 46,930 10,412 36,518
Overdraft t0 COMPOrate BNEITIES .......ciiiiieiieeeieeet bbbt b et sb s 305,490 67,777 237,713
Other 10ans t0 COMPOTAte BNTITIES . ..c.evireeiiirietiiisee ettt s e 787,189 117,954 669,235
Individuals ..., 2,120,276 326,408 1,793,868
Total .......... 4,427,387 651,575 3,775,812
Past due loans less specific provision:
2008 2007
PASt AUE UP 10 29 TAYS ....vevveeieeiieiei ettt ettt bbb bt b Rt e bRttt et ettt nn s 177,001 334,618
PASE AUE B0-365 QAYS .....vveetieririeteietet ettt bttt bbb bbb bbb bbb bbb bR bbb bbb bbbttt 800,366 327,130
PASE AUE OVEF 385 AYS ...v.veveeieieiieieririsieie sttt sttt e ettt st s ettt b et stk n et b Rt n et n et n et e b st aeebene s 86,189 140,384
1,063,556 802,132

Byr sparisjodur Consolidated Financial Statements 2008

21

Amounts are in ISK thousands




Notes, contd.:

39.

40.

Loans that are past due but not impaired:

2008 2007
PAST AUE UP 10 29 GAYS ...ttt b et b et b et b e b et b2 e b et b e b et E e b e st e b e b e Rt b e b et b et e Rt eb e b e neebe b e ne et s 44,250 83,655
PASE AUE B0-365 JAYS .....vvevieeeeniieieiesisieiese sttt ettt et sttt s et b s et b et bR e b e bt bbbt b e b etk b et b bttt b e e 200,092 81,783
PAST AUE OVET 365 TAYS ...uvveiteeeiietesietiete sttt sttt stk st e e besee s ebesbe e e be et e s e ebe et e b ebe ek e b e bt e b e b ebe ek e b e bt ebe b e bt e be b ebeabe st eneebenbeneane 21,543 35,096
TTOTAL .o h b st b st h e b e st e R e b e st ehe b e Rt e he b e At e he b e Rt e he b e Rt eRe b e st ehe e b e st ebeebe st ebeebe e erenbenen 265,885 200,534

Loans past due but not impaired are those for which contractual interest or principal payments are past due but the Bank believes that impairment is no
appropriate on the basis of the level of security / collateral available / the payment status of borrowers or the stage of collection of amounts owed to the
Bank.

Collateral against loans impaired or past due

The Bank’s policy is to pursue timely realisation of the collateral in an orderly manner. The Bank generally does not use the non-cash collateral for its own
operations.

Liquidity risk

41.

Byr's ability to fully meet its obligations on fixed periods and specific dates and its ability to meet its obligations without difficulties is by far the most
important risk factor in its operation. Finance and Accounting at Byr reports regularly to the Central Bank of Iceland under supervision from Risk
management. Control of liquidity risk is a priority for Risk management as management of liquidity risk is important to Byr's operation. The Central Bank
of Iceland requires that Byr as other financial institutions reports monthly information regarding liquidity ratio and its outlook for next twelve months.

The following table shows the breakdown by contractual maturity of financial assets and liabilities for fixed periods, from one month to over 5 years. Byr's
refinance need is minimal for the next year. For the year 2009 Byr has a refinancing need appr. 60M EUR.

Breakdown of financial assets and liabilities by contractual maturity

31 December 2008

Up to 1-3 3-12 1-5 Over
Assets 1 month months months years 5 years Total
Cash and balances with
the Central Bank ..........ccccooeoiiiiiiniiie e 37,176,749 37,176,749
Loans to credit inStitutions ..........coceeevrveenerneeenns 6,872,262 4,074,098 219,313 23,253 39,333 11,228,259
L0aNns tO CUSLOMES .....c.ccverueuirieiieiesie e 6,046,254 16,316,847 55,496,465 36,012,625 58,452,981 172,325,172
Trading @SSEtS ....c.ccvvriereiriieiere e 4,298,155 4,298,155
Financial assets at designated value ............c.cccooeene 13,581,344 13,581,344
Total financial assets .........cccovvvrerireerenneeinnns 67,974,764 20,390,945 55,715,778 36,035,878 58,492,314 238,609,679
Liabilities
Deposits - credit institutions
and the Central Bank .........ccccoevrirviernnnicnisene, 1,749,254 194,771 4,678,238 6,622,263
DEPOSIES ..ttt 98,315,441 4,092,926 3,682,337 34,572,399 3,936,939 144,600,042
BOITOWINGS ..o 0 506,207 26,044,074 23,760,974 27,857,840 78,169,095
Subordinated 10ans ..........ccoveevieiiiie e 0 1,620,984 1,650,965 3,271,949
Total financial liabilities ...........cccocoovveiiniiciinne 100,064,695 4,793,904 34,404,649 59,954,357 33,445,744 232,663,349
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41. cont.

31 December 2007
Up to 1-3 3-12 1-5 Over

Assets 1 month months months years 5 years Total
Cash and balances with
the Central Bank .........ccooveivnneeninieineesens 3,611,888 3,611,888
Loans to credit inStitutions ...........cccceoeereinciciennn 3,057,569 9,377,590 6,226,352 9,815,007 42,252 28,518,770
L0ans to CUSLOMENS .........covvviveriiiriririsirssssss 18,071,145 14,984,311 7,679,769 29,341,702 47,660,392 117,737,319
Trading @SSELS ..cveveiverieiieie e 5,630,350 5,630,350
Financial assets at designated value ...............cccccen... 14,345,443 14,345,443
Total financial @ssets .........ccoevereiireneiinereesee 44,716,395 24,361,901 13,906,121 39,156,709 47,702,644 169,843,770
Liabilities
Deposits - credit institutions
and the Central Bank ...........ccccooeeiniieininnicncne 1,622,419 1,421,899 7,783,209 10,827,527
DEPOSITS ... s 49,732,781 3,941,305 2,650,343 12,079,540 1,698,095 70,102,064
BOITOWINGS ..o 114,353 16,696,279 24,730,034 41,540,666
Subordinated 10aNS .........ccccvvveierrieirreees 1,127,420 1,129,021 2,256,441
Total financial liabilities ............cccoeviiiiiicin 51,355,200 5,477,557 10,433,552 29,903,239 27,557,150 124,726,698

At the end of 2008, Byr's liquidity ratio, calculated by balancing assets and liabilities in accordance with the Central Bank's rules and regulations was 2.85
for 0-1 months and 6.45 for 1-3 months.

Byr is financed with deposits in ISK and in other foreign currencies. Deposits as a ratio of total liabilitiesand equity were 57% at year-end 2008. Cash and
balances with the Central Bank plus short term loans to credit institutions as a ratio of total deposits was 38% at year-end 2007.

31.12.2006 30.6.2007 31.12.2007 30.6.2008 31.12.2008
Cash and balances with the Central Bank

and loans to credit INSHIULIONS .......ceovvviiiiiiece s 10,263,769 9,949,374 32,130,658 19,992,255 48,405,008
Deposit from customers and credit inStitituions ...........cccocecerervceennn. 55,173,738 61,925,585 80,929,591 121,089,155 151,222,305
RALIO .. 18.6% 16.1% 39.7% 16.5% 32.0%

Indexed assets and liabilities

Byr's balance sheet has a positive balance between indexed and non-indexed assets. At year-end 2008, indexed assets exceeded indexed liabilities by ISK
3.3 billion. These amounts only apply to assets and liabilities in ISK.

Inflation-indexed table:

2008 2007
INAEXEA BSSELS ...ttt ettt b et b e b e e e bt e b e e e b e b e e e b2 eb e £ e b e e b e b e £ e e b e e e b £ e be £ e b e e be e e b2 eb e e e b e e b et beeb et e beebeeatea 79,479,987 59,648,136
INAEXEA HADTITIES ...ttt ettt s sttt et et bttt et se ettt ebene e ebene 82,830,623 42,214,693

-3,350,636 17,433,443
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Market risk

42. Market risk is the risk that changes in market prices, such as interest rate, equity prices, foreign exchange rates and credit spreads will affect Byr's income
or the value of its holdings of financial instruments. Market risk is one of the more important risk factors in operations of financial institutions. Byr's Board
of Directors has set certain rules and limits for Byr's trading book regarding investing in equity, securities, currencies and other financial instruments.

Currency risk is the risk that changes in exchange rate will affect Byr's income or the value of its holdings of financial instruments. Byr's foreign currency
balance is monitored daily by Treasury and supervised by Risk management. The Central Bank of Iceland sets Byr and other financial institutions rules and
limits regarding currency balance. As a general rule Byr aims for equilibrium between assets and liabilities in foreign currencies.

Byr holds stake in listed, unlisted, domestic and foreign companies. Changes in market prices in stock markets will therefore affect Byr's profit and
balance sheet. Byr's investment authority for the trading book sets limits to total equity exposure. Investments are divided between individual assets, both
by sectors and geographical locations, to carefully spread market risk. Risk derives from interest rate changes in Byr's functional currency, I1SK, and
interest rate changes in foreign currencies, and can affect the balance between Byr's assets and liabilities.

Interest rate risk

Changes to interest rate terms on international financing markets have an effect on Byr’s performance. The difference between the length of the interest
rate periods for loans and borrowings, causes interest rate fluctuations to have an effect on interest margins. In general, there is a certain imbalance
between the interest rate periods of assets and liabilities. Finance and Accounting is responsible for managing interest rate risks. Byr finances its lending
activities for the most part by means of deposits. These are for the most part in ISK and to some extent in principal foreign currencies. Deposit terms take
account of the interest level both in Iceland and in international financial markets and any changes to terms are in accordance with developments in the
markets. Efforts are made to maintain the best possible balance between fixed and variable interest terms for loans to customers and the financing of loans
for Byr. In general, an effort is made to achieve the best balance between the remaining effective term of interest bearing assets and liabilities.

Indexation risks

The balance between the amounts of indexed and non-indexed assets and liabilities shall be systematically managed. Indexed assets shall generally be
greater than indexed liabilities. The indexation balance is calculated on a monthly basis. The indexation balance shows the ratio between indexed assets
and liabilities at Byr on the one hand and equity on the other.

Currency Risk

The foreign exchange balance is in accordance with the provisions of the rules of the Central Bank of Iceland on foreign exchange balance. This means
that Byr’s net open position in individual currencies shall be neither long nor short by more than the equivalent of 20% of Byr’s CAD equity. Likewise, the
overall position according to the foreign exchange balance shall be neither long nor short in excess of 30% of CAD equity.

31 December 2008

ISK EUR usD GBP JPY Other Total
Cash and balances
with the Central Bank .............. 36,728,894 11,000 419,681 5,412 309 11,453 37,176,749
Loans to credit instit. ............... 10,623,255 279,855 63,954 131,400 18,693 111,102 11,228,259
Loans to customers .................. 134,416,518 5,674,307 2,212,543 3,281,759 12,861,726 13,878,318 172,325,172
Trading assets ......ccccovevrerenne. 4,298,155 4,298,155
Financial assets 0
designated at fair value ............ 13,273,329 308,015 13,581,344
Investment in associates ........... 1,358,161 1,358,161
Property and equipment ........... 2,894,617 2,894,617
Intangible assets ..........ccevueuene 1,317,999 1,317,999
Investment properties ... 966,450 3,005,223 3,971,673
Deferred tax asset .........cccouue. 3,217,509 3,217,509
Other assets .....cccccveeveeeveeiennns 1,839,357 1,839,357
210,934,244 8,970,385 2,696,178 3,726,586 12,880,729 14,000,873 253,208,995
Byr sparisjodur Consolidated Financial Statements 2008 Amounts are in ISK thousands
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42. cont. ISK EUR usD GBP JPY Other Total
Deposits - credit instit. ............. 6,538,671 83,592 6,622,263
Deposits - customers ................ 141,265,541 1,445,478 1,274,666 293,149 86,041 235,166 144,600,042
BOrrowings .......ccccovvevveernrvnnenns 36,405,259 23,971,272 1,387,354 614,820 8,355,764 7,434,626 78,169,095
Subordinated loans .................. 3,271,949 3,271,949
Post-employment oblig. ........... 1,366,498 1,366,498
Other liabilities ..........c.cccoovvenee 2,965,929 2,965,929
EQUILY wovvveeeeieeee e 16,213,219 16,213,219

208,027,066 25,416,750 2,745,612 907,969 8,441,805 7,669,792 253,208,995

31 December 2007

ISK EUR usD GBP JPY Other Total

Cash and balances
with the Central Bank .............. 3,578,470 11,000 5,244 5,412 309 11,453 3,611,888
Loans to credit instit. ............... 27,913,766 279,855 63,954 131,400 18,693 111,102 28,518,770
Loans to customers ... 79,828,666 5,674,307 2,212,543 3,281,759 12,861,726 13,878,318 117,737,320
Trading assets ..o 5,214,778 22,420 1,801 5,238,999
Financial assets .........c.ccceeeeene. 0
designated at fair value ............ 14,037,428 308,015 14,345,443
Investment in associates ........... 3,072,921 3,072,921
Property and equipment 1,859,428 1,859,428
Intangible assets ..........ccoccvuenee 4,756,197 4,756,197
Investment properties ............... 1,031,688 397,738 1,429,426
Other assets .....c.covveevveerveiiennns 4,282,090 4,282,090
145,575,431 6,362,900 2,304,161 3,726,586 12,880,729 14,002,674 184,852,481
Deposits - credit instit. ............. 10,827,527 10,827,527
Deposits - CUStOMETS ................ 66,767,563 1,445,478 1,274,666 293,149 86,041 235,166 70,102,064
BOIrrowings ........cccovevveririeiinnns 19,646,561 8,957,095 829,289 872,652 3,682,575 7,552,494 41,540,666
Subordinated loans .................. 2,256,441 2,256,441
Post-employment oblig. ........... 1,170,380 1,170,380
Tax liabilities .........ccccvvrurenee 3,477,117 3,477,117
Other liabilities .........c.ccouvvnn. 2,281,341 2,281,341
EQUILY oo 53,196,945 53,196,945
159,623,875 10,402,573 2,103,955 1,165,801 3,768,616 7,787,660 184,852,481

Asset price risk

Asset price risk involves the risk of a fall in the value of assets provided as collateral for granted loans and executed agreements. This applies e.g. if the
decrease in property prices is so great that the value of collaterals falls below the position of a loan or if share prices fall to such an extent that this
constitutes a collateral deficiency according to the provisions of the loan agreement. Under such circumstances, a call for increased collateral or other
security enhancements is sent to the borrower in question, and he is given the option of increasing his collaterals or repaying the loan to such an extent that
acceptable coverage is achieved. In the event of a substantial decrease in asset prices, a demand for increased collaterals from the borrower shall be made
as soon as possible, until such time as the position of Byr is deemed acceptable with respect to rules and criteria on risks in the operation of Byr. Byr’s
Risk Management is responsible for monitoring the collateral coverage of individual loan provisions and calls attention to deficiencies in collateralsin light
of the provisions of agreements and the rules and criteria of Byr thereto.

Counterparty risk

The brokering of market transactions with securities and foreign currencies involves market risk that can be traced to price changes that occur before the
customer fulfils his part of the agreement. Moreover, the derivatives transactions of customers with Byr involve counterparty risk in the event of a loss on
the customer’s contract and in the event that he cannot fulfil the agreement.
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Operational risk

43. Operational risk is defined as the risk of loss resulting from inadequate or failed internal processes, people and systems or from external events, as
environmental or competitive events. This can cause Byr to suffer financial and non-financial loss. Byr has simple and effective internal processes and
educates all new employees of all processes within the operation as well the laws and regulations Byr works by. Byr has an internal control that reports
directly to the Board of Directors.

Fair value of financial instruments

44. The fair value of a financial instrument is the amount at which the instrument could be exchanged in a current transaction between willing parties, i.e. not
during a forced sale or liquidation. The existence of published price quotations in an active market is the best evidence of fair value and when they exist
they are used by Byr to measure financial assets and financial liabilities. If quoted prices for a financial instrument fail to represent actual and regularly
occurring transactions in active market transactions or if quoted prices are not available at all, fair value is established by using an appropriate valuation
technique.

For listed and liquid stocks and bonds, certain financial derivatives and other market traded securities, such as commodities, the fair value is derived
directly from the market prices. These instruments are disclosed in following balance sheet items; trading financial assets and trading financial liabilities.

For financial instruments, for which the market is not active, the Group applies specific working procedures and valuation techniques to attain a fair value
using as much market information as available. Valuation techniques include using recent arm's length market transactions between knowledgeable,
willing parties, if available, reference to the current fair value of another instrument that is substantially the same, discounted cash flow analysis, option
pricing models or other commonly accepted valuations techniques used by market participants to price the instrument.

Book value Fair value Unrealised
2008 gain (loss)
Assets
Cash and balances with the Central Bank 37,176,749 37,176,749 0
L0aANS t0 CrEAIt INSTIEULIONS ....vviiviiieie ittt ettt et sae e s st e e sae e sbe e satseateenbeebeeebaeeraeanes 11,228,259 11,228,259 0
LLOBNS TO CUSTOMIETS ...tttk bbbt b bbb et b et eb et b e st b 172,325,172 163,916,370 8,408,802
THAAING BSSELS ...eveeetieteeee ettt ettt ettt ettt ket etk e b e st ek e e e s e ek e b e st e b e b e R e e b e et et ek e b e s e e ke et e e e be b eneabeean 4,298,155 4,298,155 0
Financial assets designated at fair VAIUE ...........ccoiiiieiiniiieeiee e 13,581,344 13,581,344 0
Liabilities
Deposits from financial institutions and the Central Bank .............ccoocveiirnniennieinneeseene e 6,622,263 6,622,263 0
[T 0T £ TSRS 144,600,042 144,600,042 0
BOTTOWINGS ...ttt etttk et b b ettt et st e b e e tere e 78,169,095 76,716,830 1,452,265
L@ TCT B T o 1 1TSS 2,965,929 2,965,929 0
SUDOTAINGLEA TOBNS ...ttt ettt ettt ee 3,271,949 3,764,071 (492,122)
Net unrealised gains not recognised in the Income Statement ............cccooeieiiriiiiieiec e 9,368,945
2007
Assets
Cash and balances wWith the Central BanK .............ccceourieiiiiieinineeinsiee e 3,611,888 3,611,888 0
L0ANS t0 CrEAIT INSTIEULIONS ....vviviiciie ittt ettt ettt s sat e s st e e sae e sbe e eatseateenbeeabeeebaeeraeenes 28,518,770 28,518,770 0
LLOBNS TO CUSTOMIETS ...tttk bbb bbbt b et b et nb ettt nenr s 117,737,319 114,205,199 -3,532,120
THAAING BSSELS ...evieeteiteieie ettt ettt ettt ettt ekt et sk e e e stk e st e st e b e b e Rt e b e b e s e ek et et ek e b e st e ke eb e et et et abeean 5,630,350 5,630,350 0
Financial assets designated at fair VAIUE ...........coeiiiiiiieciee e 14,345,443 14,345,443 0
Liabilities
Deposits from financial institutions and the Central Bank .............ccoocveiinnniennneinneeseeeseeeesee 10,827,527 10,827,527 0
DT 0T TSR PRTTR 70,102,064 70,102,064 0
BOTTOWINGS ...ttt et bbbttt st be et et e tere e 41,540,666 38,483,822 3,056,844
Other liabilities ..... 89,149 89,149 0
SUDOTAINGEA TOANS ....cviiiiciiic ettt ettt ettt b et e b e b be s b e b et e s b e s ebe st e s ebessesnebassens 2,256,441 1,917,975 338,466
Net unrealised gains not recognised in the Income Statement ..o (136,810)

Although Byr follows market standards and relies on well accepted methods there is still wide room for choice, both in the models themselves and the
assumptions that must be supplied and cannot be derived from market data. Consequently, different assumptions and choices could lead to different
estimates.
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Notes to the Income Statement
Net interest income

45, Interest income and expense are specified as follows:

Interest Interest Net interest
2008 income expense income
Cash and deposits from credit institutions and the Central Bank ............cccccooiieiieieineniene e 5,351,133 (2,932,480) 2,418,653
[0 T Y T o o (=T oo L | TSP 25,875,954  (15,482,618) 10,393,336
BOITOWINGS ...ttt ettt ekt b e ekt e e b e b e e b e e b e £ ek et e e ek et et et e et e e et e b e e abe et e e nbeneas (7,313,697) (7,313,697)
SUDOIAINGLEA TOBNS ...t ettt ettt et ee (605,619) (605,619)
Financial assets and liabilities at fair VAIUE ..........coviiiiiiiii ettt 2,456,961 (484) 2,456,477

33,684,048  (26,334,898) 7,349,150

Interest Interest Net interest
2007 income expense income
Cash and deposits from credit institutions and the Central Bank ... 2,109,292 (1,281,129) 828,163
[0 T Y T o o (=T o Lo L | PSPPSR 10,355,808 (5,848,316) 4,507,492
BOITOWINGS ...ttt ettt ek b e ekt e e b et e e bt et e e ekt et e e ek et et et et e e et e b et et et e e nbenean (2,990,790) (2,990,790)
SUDOTAINGLEA TOBNS ...ttt ettt et es (169,428) (169,428)
Financial assets and liabilities at fair VAIUE ...........cccooeiiieieiici e 530,885 (3,031) 527,854

12,995,985  (10,292,694) 2,703,291

Net fee and commission income

46. Fee and commission income and expense are specified as follows: 2008 2007
Securities commission ............... . 46,375 0
Payment service commission 600,506 486,388
LLOAN SEIVICE COMIMIESSION .....vviuitetisiestetesesses stttk h sttt b et e b st e Rt E et e e E b e R bt b bt r bbbt 192,422 152,143
Other COMIMISSION INCOIME ......iuiuiieuiietiietiiettiettier bbbt bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb b bbb er b 631,463 203,596
Total fee and COMMISSION INCOIME ......iiiviiiriiirie ittt ettt e st e e sae e st e e steesteeebeeebesesteesseeabeeebeeebeesbbeesbeesbessbaesraesreesnreens 1,470,766 842,127
THANSACTION TEE ...ttt h b st e b b et e b e b e R e e bt e b e R £ e bt b e R £ e b s b e b £ e b s b e bt eb e s b e bt e be b eb e et s b ebesbe st ene e (132,873) (117,249)
Other COMMISSION EXPENSE ......cveuieereririeetesesieteseseeeeteseseste st sestese e etetesesessese st satese e bese s e s et eben et eseseneseebese s esebenesenbene s asabenens (197,733) (171,132)
Total fee and COMMUISSION EXPENSE ......oviuiitirieiiitereetietesiee ettt ettt e e be st e e ebe s e st et e et e e e beab e e ebe et e e e beabe e ebeabeseebeabennebees (330,606) (288,381)
Net fee and COMMUSSION INCOMIE ......ocvviiiiitecctee ettt et e st e ebt e et e et e et e e ebeeebeeebbeesbeasbeesbaesatesatessaeesaeesasesateeteenres 1,140,160 553,746

Net financial (loss) income

47. Net financial (loss) income is specified as follows: 2008 2007
[ TRV (o [=TaTo T aToTo] 4o T- TSP 191,888 128,729
Net (loss) gain on trading assets and HADIITIES .........coovieeiiieiice et (1,871,667) 61,455
Net (loss) gain on assets designated at fAIr VAIUE ...t (6,282,457) 5,538,764
Net foreign eXChange GIffEIBNCE .........ciiiiei ettt s ettt sttt e e nen 223,638 243,928

Net financial (loss) income (7,738,598) 5,972,876

Dividend income

2008 2007
48. Dividend income is specified as follows:
Dividend income on financial assets designated at fair VAIUE ............ccoooiiiiiiniiie e 160,304 46,014
Dividend iNCOME ON trAGING GSSEES .....vevereieieriirieterisisieietsiete ettt ettt s et st et se b e s e st et e be s st st es e st seebene et eresenentenes 31,584 82,715
BLICe] 7= o 11/ 1o [<TaTo I [aToTo ] o ¢ [- TSR 191,888 128,729
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Net (loss) gain on trading assets and liabilities

49. Net (loss) gain on trading assets and liabilities is specified as follows:

2008 2007
(1,930,130) (53,452)
58,463 114,907
(1,871,667) 61,455
Net gain on financial assets designated at fair value
50. Net gain on financial assets designated at fair value is specified as follows: 2008 2007
S gL T SO ST PR TTSORTTRO (6,468,518) 5,472,270
BONUS ..o 186,061 66,494
Net gain on financial assets designated at fair VAIUE ..o (6,282,457) 5,538,764
Other operating revenue
51. Other operating revenue is specified as follows:
GaIN ON JISPOSAIS OF ASSELS ...vvvuvviririieetesiiieieie ettt et b st b sttt s et e bbb es et e b et enen e e sbenin 0 4,262,856
(@] 111 OSSOSO UUSOURUTROOt 55,493 28,336
OthEr OPEFALING FEVENUE .....eeviiieiiiiieteeiete ettt sttt ettt s etk e st et s et e b sttt b e st e e ke Rttt e n e et e ne et et en e e nbne 55,493 4,291,192
Personnel
52. The Bank's total number of employees is as follows:
Average number of full time equivalent positions during the YEar .............cociiiiiiiinii s 234 236
Full time equivalent positions at year-end 226 224
53. Salaries and related expenses are specified as follows:
SAIAMIES ..ttt 1,790,507 1,065,656
Pension expenses:
DEFINEA DENETILS ...ttt bbb bbb bbb bbb bbb bbb bbb b 5,836 4,520
[T a LT TR 331,749 153,634
SAIATY TEIALEA EXPENSES ...vverieetireietesiistetee ettt ettt sttt et e st s et s etk e st ne bRt e e bRt e b bRt s e bt ettt e et b et r e e 69,847 229,811

2,197,939 1,453,621

Salaries and related expenses

Employment terms of Directors

54. Salaries of executive officers of the Group, their primary capital owned at year end are specified as follows:

Primary
CEO: Salaries capital
RAGNAT Z. GUBJONSSON ...ttt ettt s sttt b st e et e s et b e st se et e st e b e R e ek s et e b e Rt e b e b st et e b e et e s e s e e ebenen 37,334 130,899
Magnus Zgir MagnUsson fOrMEN CEO .........cccioieiiiieeisieeese ettt ssssese st e sesessesesesessesesessssesessssssasesens 38,762 0
Orn Arnar OSKarsson FOMMET CEO ..........ocivcuereeciieeeeesessiesssssssessssesssssss s st essses st sssssess s s sesssessssssesssnsens 3,582 36,478
Board of Directors:
Jon borsteinn JONSSON, FOrMEr ChAITMAN .........coiiiiieiiriee ettt b bbb e e 4,818 2,819,229
EQill AQUSESSON, FOPMET DIFECTOT ..........oveveeseveeiesiescesssest et et eesee st s s bt s st s st st es et eess st ensessens 2,418 1,062,088
AGUSE MAT AIMANN, DIFECIOT ....vovvocvevecteeecs ettt st s s es st ss s seen s sensen 1,800 551
L1 AT WYY Vo oo N BT =T (o TSRS 1,800 2,652
JON KIISEJANSSON, DIFBCLOT ....vuvvvieiieteiirietet ettt sttt bbbt b etttk et b bttt e et b e b et neten 1,800 3,572,747
JON Kristinn SOINES , RESEIVE DIFBCION .....ccviiviiiiiie ittt sttt sttt st s et e e sae s b e s b e s bt et s st s s b e sb e e st e sbssbessee b e b e sbesree s 1,130 145,925
PAll MagnUsSON FOIMET DIFECIOT ........cviiieeeriisieteisietes sttt ettt e bbbttt eb e e etebe e e 600 3,572,747
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54. cont.

Gudmundur Ingi JONSSON, FOIMET DIFECLOT .......c.evieveiiisteeeisisteesesies ettt e et s et s e s s sese e sesese s ssesesesseseseessesenes

Magnus Armann, Former Directo
Birgir Omar Haraldsson, Director
Oddur Gunnarsson, Former Direc

Ty

O

Eidur GUNNIAugSSON, FOIMET DITECLOT .......cueiviveieiieteieistetee st e ettt sa e tese et se e sssbese et esese e s sesese s eseseneneas
Adalheidur EirfksAOttir, FOrMET DIFBCIOT .......cvciiiiieiiiei ettt sttt e be st beaeate b sesbe b eneanas
Gudmundur ViKingsson, FOrMEE DIFECLOT .......ccuieiririeieerisieteetseeteesesteseasestesesessesesassssesesassssesessssesesessssesesessesesessssesens

Primary

Salaries capital
600 48,578

600 2,831,542

540 1,173
340 34,895

340 162,788

340 34,895

340 34,895

Included among the holdings of the aforementioned persons are holdings of their spouses, dependent children, and companies owned by them, if any.

Auditor's fee

55. Auditor's fee is specified as follows

Audit of the Financial Statements ..

Review of the Interim Financial Statements

Other Service ......cocoevevveveveveeienns
Auditor's fee ...

Income tax

56. The income tax rate is specified as follows:

Reconciliation of effective tax rate: 2008
Profit DEfOre INCOME taX .....cvivvieriiiiei e (35,833,136)
15% income tax calculated on the profit for the year ... 15.0% (5,374,970)
Effect of Changes iN taX FAE .......vveeiiiee s 1.6% (584,333)
Revenues, exempt from tax 0.1% (28,783)

Deferral of tax liability against acquisitions

in a subsidiary and other changes
Other items

49%  (1,763,120)
(2.2%) 799,485

2008 2007
14,525 10,081
9,892 4,492
11,952 3,942
36,369 18,515

2007

9,613,636

18.0% 1,730,454
(0.8%) (74,699)

0.3% 28,766

19.4%  (6,951,721)

17.5% 1,684,521

In May 2008 the Icelandic Parliament approved a decrease in the income tax rate from 18% to 15% as of 1 January 2008. Due to this the deferred ta>
liability at year-end 2008 has decreased by 584 million. The decrease is recognised as a reduction of income tax in the income statement

In May last year, the Icelandic Parliament agreed to authorise companies, provided that certain conditions would be met, to deduct proceeds on the sale of
shares from the taxable income. The deduction may only be carried out if the carry forward taxable loss, including the loss of the year, has been set off.
The authorisation applies to proceeds on sale arising in the year 2008 and later. The effect thereof on the Group’s financial statements are that income tax
liability/asset due to shares in companies is no longer recognised in the Group’s balance sheet.
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Notes to the Balance Sheet

Financial assets and liabilities

57.

Classification of each class of financial assets and liabilities, and their fair values:

The following table shows to which group financial assets and financial liabilities pertain and their fair value:

Designated at Amortisied Total carrying

31 December 2008 Trading fair value cost amount Fair value
Cash and Central Bank balances ..........ccccoceeerireenennceninneenessenens 37,176,749 37,176,749 37,176,749
L0ANS and @AVANCES .......c.curueurmeieiiieieieieieieieieieseiessieseesieie e seseseseses 183,553,431 183,553,431 175,144,629
Trading @SSETS ........ocvvrveieiiieiie e 4,298,155 4,298,155 4,298,155
Fianancial assets designated at fair value ...........c.cccoovvcinncciinscnnnn, 13,581,344 13,581,344 13,581,344
4,298,155 13,581,344 220,730,180 238,609,679 230,200,877
Deposits from credit institutions
and the Central Bank ... 6,622,263 6,622,263 6,622,263
DEPOSILS ....vvveiiiti s 144,600,042 144,600,042 144,600,042
BOMTOWINGS ...oovviiiiiiiece e s 78,169,095 78,169,095 76,716,830
Subordinated 10aNS ..........ccooviveiiciiiei 3,271,949 3,271,949 3,764,071
Trading liabilities 401,782 401,782 401,782
0 0 233,065,131 233,065,131 232,104,988
31 December 2007
Cash and Central Bank balances ..........cc.cooeeverirnerinneeninneenssienens 3,611,888 3,611,888 3,611,888
L0aNS and @AVANCES .......c.cueuruemeiruririeieieieieieieieieieeieseesie e seseseseses 146,256,090 146,256,090 142,723,970
Trading assets ......ccovveererereenerineeesenene 5,238,999 5,238,999 5,238,999
Fianancial assets designated at fair value ...........c.cccoovvvcinnccinicnnnn, 14,345,443 14,345,443 14,345,443
5,238,999 14,345,443 149,867,978 169,452,420 165,920,300
Deposits from credit institutions
and the Central Bank 10,827,527 10,827,527 10,827,527
DEPOSILS .....voveiiiiict s 70,102,064 70,102,064 70,102,064
BOITOWINGS ...ooiviiiiciic s 41,540,666 41,540,666 38,483,822
Subordinated 10aNS ...........ccoiveiiciiinii 2,256,441 2,256,441 1,917,975
Trading labilities ..o 426,498 426,498 426,498
0 0 125,153,196 125,153,196 121,757,886
Cash and balances with the Central Bank
58. Cash and balances with the Central Bank are specified as follows: 2008 2007
Cash and balances With the CeNtral BANK ............cuoiiiiiiiiiiiiiicic et sttt st e et e e ve e ebe e baeebaesbbeenbeesbeearaeas 296,458 220,263
OLNEI CASN BQUIVAIENTS ...tttk bbbttt e et e b st s et ne et et ene e 36,880,291 3,391,625
Cash and balances With the CeNtral BANK ............ccooiiiiiiiiiiic ettt et sba s s te e sae e saa e saae st e sae e saeeeaees 37,176,749 3,611,888
59. Loans to credit institutions specified by types of loans: 2008 2007
BANK BCCOUNTS ...viviiiiiieitie ittt bbbttt 2,367,260 3,176,954
Money market loans ... 4,566,032 23,416,192
OENEE TOBNS ...t b bbb bbb bbb bbb bbb bbb bbb bbb bbbt 4,294,967 1,925,624
[IeT: L o (o T o] =T [ AT TS K1 (V) (0] 1S 11,228,259 28,518,770
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60. Loans to credit institutions specified by maturity:

O ABMANG ... b bbb bbb bbb bbb bbb bbb bbb bbb bbb bbbt b b r s
L0 o (o TR I 1410] 1 11O PRTTSORTTRO
OVEr 3 MONENS AN UP 10 8 YBAI ..vveviriieieiiiitetee ettt ettt e ettt et e st st et s et et e s e neebene et ebene e
OVEr 1 YEAr QN0 UP 10 5 YBAS ...oviiiiiiteieit ettt ettt ettt e et b e e s b e b e s e e b et e st e b e b e Rt e b e b e s e ebesbeseebe st eseebe st enenbannans
OVEE 5 WBAIS ..tttk bbb bbb h b b s b b s b b h £ e H b e H bR £ h b h e b bRt e bR R Rt bbbt bt r e
L0aNS t0 Credit INSITUTIONS ....c.iieiciiiec ettt r et en s

Loans to customers

61. Loans to customers, net of impairment, specified by types of loans:

(@ =T (o 1 T ST PE TP PP TP PTTPRTPITN
BONAS @Nd 10BN AOTEEIMENTS .....viuiieiitiiieieie ettt ettt ettt b e bbb et et e Rt e e ke b et s b eb et e et et ene st ebene s esebenenees
L0 14 T=T g 0T T TS PP SE TR PTPPRPPPPRPTIN
Provision for impairment of 10aNS aNd Q0VANCES ...........eviiiiririeiiceirie ettt
LLOBNS £0 CUSEOIMIEES ...ttt £ £ £ £ bttt ettt

62. Loans to customers specified by sectors:

IMIUNECIPAITTIES ...ttt bbbttt bbb bbb e b e b b e b e b £ e b e E e bt eb e b e b e ek e b e be et e b ebe et e b ekt ebe b ebenbe st abeaban
Business enterprises:
AGFICUITUIE AN FISNING ..ot b b bbbt e b s b e st e bt et e b s b e e e besbe e enesbenes
L4 U] 1 TSSO PRSRN
Commerce ..

63. Loans to customers specified by maturity:

O ABMANG . b bbb bbb bbb bbb bbb bbb bbb bbb bbb bbbt b bbb
L0 o (o TR I 1410] 1 11O USROS
Over 3 months and up to a year
OVEr 1 YA QN0 UP T0 5 YBAS ...oviiiiiiteieit ettt ettt sttt sttt b et b e e e s e b e b e s £ s b et e st e ke b e Rt e b e b e s e ek e s b e st ebe st eneabe b eneebennans
OVEE 5 WBAIS ..ttt b h b b a b b h bbb bbb b b h £ H b e h e E b e Rt b b h e E bR e E bR bRt b bbbt h bt
LLOBNS £0 CUSEOIMIEES ...ttt £ £ £ £t E ettt ettt ettt

Provision for impairment of loans and advances

64. Changes in the provision for impairment of loans and advances are specified as follows:

Provision for individually impaired loans and advances

Balance at the beginning OF the YEAI ..ottt be e b e
Business combination with a savings bank
IMPAITMENT FOI thE YEAI ...t b e bbbt bbb b b £ b b et e ebese e bt e b e b et e et b ebe bbb ee
VUETEE-0FFS bbb bbb bbb bbb bbb bbb bbb bbb bbb

Recoveries of 10ans previously WIIEEN OFF ..o bbb
Provision for individually impaired 10ans and a0VANCES ..........ccoeiirireiiireieeese e sesrene e

Impairment on loans and advances

Impairment fOr 10aNS AN AUVANCES .........couiiiiiieieerieiee ettt ettt bt st e b et st e b e bt st e b e st ebenb e st et e b ene b sbene e
IMPAITMENE FOF OTNEI TOANS ...ttt sttt s e et s e e ettt ene et bene e
Provision for impairment of loans and advances, total ...

2008 2007
6,872,262 3,057,569
4,074,098 9,377,590

219,313 6,226,352
23,253 9,815,007
39,333 42,252

11,228,259 28,518,770
2008 2007
21,901,146 15,155,948
175,018,056 104,191,054
694,054 147,208
(25,288,084)  (1,756,891)
172,325,172 117,737,319

2008 2007

0.2% 0.1%

0.6% 0.3%

10.1% 10.3%
4.7% 4.7%
25.4% 20.9%
59.1% 63.7%
100.1% 100.0%

2008 2007

6,046,254 18,071,145
16,316,847 14,984,311
55,496,465 7,679,769
36,012,625 29,341,702
58,452,981 47,660,392

172,325,172 117,737,319

2008 2007

1,756,891 747,744

438,786 226,072

23,638,342 816,763

(573,291) (35,216)

27,356 1,528
25,288,084 1,756,891
2008 2007
23,638,342 816,763

1,740,000 0
25,378,342 816,763

Non-performing loans are classified as aggregated exposures of customers for which the Group has made specific provisions in part or in full. Non-
performing loans amounted to ISK 7,277 million (2007: ISK 1,102 million) at year end 2008, 3.5% of total loans to customers (2007: 0.9%).
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Trading assets

65. Trading assets are specified as follows: 2008 2007
DIBIIVALIVES ...ttt e e bbbttt 1,457,461 391,351
BIONAS ...ttt 2,389,070 348,236
SRBIES ..ottt 451,624 4,890,763
THAAING @SSELS ...ttt ettt ettt ettt ettt et s ke b e st ek e b e Rt e b e e e R e b et e Rt e b e e e R e e b e £ e Rt e b et e Rt e b e b ebeebe b ebeebe b e be e b et eneebenr et 4,298,155 5,630,350

Derivatives

66. Derivatives, remaining maturity of principal and book value are specified as follows:

2008 Principal
Over 3
months
Upto3 and up to Over 1
months ayear year Total Assets Liabilities
OTC currency derivatives:
Forward currency agreements ..........cccceeeeeerennenn 16,435,788 0 0 16,435,788 1,457,461
TOtAl oo 16,435,788 0 0 16,435,788 1,457,461 0
2007
OTC currency derivatives:
Forward
CUrrency agreements ........cocecvereenenmeierennenennes 25,256,409 0 0 25,256,409 391,351 74,324
TOtAl oo 25,256,409 0 0 25,256,409 391,351 74,324
Financial assets designated at fair value
67. Financial assets designated at fair value are specified as follows: 2008 2007
7,903,543 6,986,464
5,677,801 7,358,979
13,581,344 14,345,443

68. Shares designated at fair value are specified as follows: 2008 2007
Shares in Icelandic fiNANCIAl INSHIEULIONS ......c.o.cuiiiiiiiiicic bbb 3,201,273 6,077,706
Shares iN OthEr COMPANIES ........oiuiiiiii bbbt b e bt b e e b et be s b e st b e s b e st b e b e st ebe b et besbeneatas 2,476,528 1,281,273

5,677,801 7,358,979

69. Securities designated at fair value are specified as follows: 2008 2007
Icelandic fINANICAI INSTILITUTIONS .....c.oviviriiiritcietcie bbb bbb 76,824 558,485
ONEE COMPANIES ...ttt sttt sttt bttt b bt b e b b ebe s b e b e e b e s b eb £ e bt se e R e e b e s EeE £ e b s b e R e ebe e E e b e eb e nbeb £ ebenb e bt ebenbebeebenbebeabeneetene 7,826,719 6,427,979

7,903,543 6,986,464
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Business combination

70. Business combination with Sparisjodur Nordlendinga

Byr sparisjodur and Sparisjodur Nordlendinga merged in the year 2008. The name of the merged savings bank is Byr sparisjodur. The Financial
Supervisory Authority authorised the merger of Byr sparisjédur and Sparisjodur Nordlendinga in March 2008. Sparisjodur Nordlendinga became part of
Byr sparisjodur 1 April 2008. If the acquistion had occurred on January 1, 2008 the consolidated profit would have been ISK 95 million higher.

Fair value
at merger
Cash and balances With the CENIAL BANK ...........c.ciiiiiiii ettt sttt bbb e b bt et e e bt ebe e e bt et e b ebeebe b ettt e e ebe et e sneteanas 29,473
Loans and advances t0 CrEAIT INSLIEULIONS ........ciiueeiiiieirisiee ettt e et ettt b Rttt et et et e st e et e n e et r st s etenes 4,972,943
LLOBNS AN GUVANCES .....veueereteteesteeteeste ettt e e s te st et s te st et sbe st eseebe b es e et e s eseeb e s es e e b e e eR e e b e e e Rt eEen b e s e eben s e R e eb e s e ehe e b e s b e Rt eb e s b eR e e benbabeebansabenbeneasenbennane 13,093,986
Financial assets designated at fair value ... . 1,566,260
OBNEE BSSELS ....e.veuteteiteieierte ettt ettt ettt et e st be b e bt s be b esesbe b eae e b e b eseeae b eReebe s eReeE e b e Rt oA e a b eReeE e b e ReeE e b e Rt AR e b e R £ AR e b e R e eE e b eReeE e b eRe ket eReebe b eReebebenenben 916,271
DepOSits FrOM CrETit INSTIEULIONS ......e.e.iiieiiiieieesee ettt b et b bt st b et bbbt et b et bbbt et et e et s e e neenn (2,962,328)
[T o Lo LY | (OO OSSPSR (10,781,426)
20T 1011714 OSSOSO (1,573,536)
IV oo (o [T 1 (=0 (o SRR USRS (528,028)
TAX HIADTITIES ....viviiviicecte ettt ettt a et e s e e be st eseebe s e s e et e s s eseete st ese e b e s s ebe e b e st eae e b e st ese e b e st eseebes s ebe et en s ebeebessebenbentebesbe st enenrenean (187,083)
ORI TIADIIITIES ...ttt ettt e st e s be e te e st e besaeeheestesteabeaheeseesbesbeebeeseeseesbeeteessenseasesheesbenbeabeabeessesbesteeaeereeseestnnes (88,269)
Fair ValUuE OF N ASSELS ACOUITE ......veveuirieieieirietei sttt sttt b bRt b et b bbb b et b bt e bttt e et b ettt e e 4,458,263
INEANGIDIE BSSELS ...ttt ettt ettt et bt b et e bt e b e e e b e e b e £ e h 2o b e e £ o8 e e b e £ eb 2o b e £ eE 2o b e £ e R 2 e b e £ e R e e b e £ e R £ e b e £ e R e b e e e b e e b et e bt b et b e ebe e ets 497,151
Purchase price 4,955,414
Group entities
71. Signified subsidiaries are specified as follows:
Country of
incorporation Ownership Assets Liabilities Revenue Profit
Bréfaber ehf. ............ . Iceland 100.00% 606,109 11,257 37,400 45,846
Costa Properties ehf .........ccocvevirvveinneiencecnee Iceland 100.00% 708,787 709,722 0 (4)
D-1ehf. Iceland 100.00% 831,837 868,438 1,706 (37,101)
Fjarvari ehf. ..o Iceland 100.00% 445,754 154,891 0 (9,835)
HENGUE Q. oo Iceland 100.00% 136,529 104,627 434,219 35,846
Landkostaland ehf ... Iceland 100.00% 9,838 58,371 0 (18,854)
Lava Capital ehf. ......coccooiiii Iceland 100.00% 2,298,810 2,318,246 0 (1,620)
Njardarnes ehf .......... . Iceland 100.00% 102,937 5,270 3,670,314 (4,539)
Rekstrarfélag Byrs hf .........ccccovevivieinnccisenn, Iceland 100.00% 30,354 4,105 77,524 (34,771)
Sameignarfélagid Borgartin 18 sf. .......c.ccococeeririnnnnn. Iceland 100.00% 134,092 0 2,134 (4,376)
Sparibréf ehf ... Iceland 100.00% 1,008 0 0 0
Sparvernd ehf ..o Iceland 100.00% 16,029 0 60 (965)
SPK fjarfesting ehf. ........cccoovvvvveiiice e, Iceland 90.95% 455,673 1,138 6,483 4,750
SPN fjarfestingar ehf. ..o Iceland 100.00% 34,680 0 23 17
SPV fjarfesting hf. ... . Iceland 100.00% 1,564,898 108,122 20,579 (1,265,874)
SHOrNArZ ehf. ..o Iceland 100.00% 443 0 20 16
Tarn APS. Iceland 100.00% 803,198 809,707 0 (8,507)
Investments in associated companies
72. Investments in associates are specified as follows:
2008 2007
Carrying amount at the beginning Of the YA ...........ciiiii et 3,072,921 7,418,574
BUSINESS COMDINALION ...ttt etttk s ekt b et s et b bbb s ettt nen e e benen 292,487 58,054
Purchase of shares in associates ...........c.ccoecevrenenennnne 420,114 520,904
Transferred to financial assets designated at fair VAIUE ............cccviiiiiniieiniicire e 0 (5,288,416)
PIOTIL (I0SS) SHAE ...ttt bt b et h e b e st b e e Rtk e e R ek e £ e Rt e b e e e st e b e e e Re ek e b ese e b et e reebe s enenbenean (2,427,362) 363,805
Carrying amount at the eNd OF The YEAT .........coiiiiiie bbb b seenes 1,358,160 3,072,921
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72. cont.
Main associates are specified as follows:
Owner- Nominal Profit(loss) Book
Assets Liabilities ship value share value
SP Fjarmognun hf. ... 69,759,917 86,863,454 35.4% 137,491 (2,144,927) 0
Eignarhaldsfélagio ehf. ... 5,558,067 4,410,538 25.0% 718,912 (311,065) 398,765
[slensk Verdhréf hf. ........cocoooioeeveeeeeeeeseeeeeee e 852,899 231,590 27.5% 60,145 67,687 310,810
Verdbréfapjonusta sparisjodanna hf. ...........cccccoveveerennne. 43.5% 91,253 (70,000) 18,132
FSP holding ehf. ......ccccviiiieiiccc e - - 22.6% 123,382 0 261,723
TETIS 1ottt 1,267,058 499,880 36.9% 216,328 30,943 261,367
Reiknistofa bankanna ............ccccooeieiiiiicieccceenn, 1,855,089 337,065 6.4% 94,848 0 107,363
TOtAl oo 79,293,030 92,342,527 1,442,359 (2,427,362) 1,358,160
Property and equipment
73. Property and equipment are specified as follows:
2008
Machinery and Total
Property equipment 2008
Gross carrying amount at the beginning of the period... . 2,060,269 613,838 2,674,107
BUSINESS COMBINALION........oitiiiiiitiicictee ettt b et e b e et et e e be st e e be s eseetann 286,032 39,288 325,320
Additions dUriNg the PEIIOU. ..o bbbttt ean 739,936 116,911 856,847
DiSPOSaIS AUIING TNE YEAT . ......cuiiiiieieiieieiisee ettt sttt nnten 0 (23,390) (23,390)
Gross carrying amount at the end of the PEriod............cooiiiiiiii e 3,086,237 746,647 3,832,884
PrevioUSIY GEPIrECIALEA .........oiiieiieirie ettt bt b et b et b et sb et e b be e e nbenean 406,502 401,441 807,943
BUSINESS COMBINALION........ocuiiiiiitiicictese ettt b et st e et e s e e be s e e be s eseetens 34,608 24,423 59,031
Depreciated during the PEFIOG. .........ooeiiiieieee ettt 38,628 55,189 93,817
DiSP0SalS AUIING TNE YEAT . ......ciiiieiiiieieiisee ettt sttt nnenen 0 (22,524) (22,524)
Total depreciation at the end of the period 479,738 458,529 938,267
Carrying amount at the end Of the PEriod...........ccoiiiiiii e 2,606,499 288,118 2,894,617
2007
Machinery and Total
Property equipment 2007
Gross carrying amount at the beginning of the period...........cccooveieiiiiiiniieeee 1,068,438 453,845 1,522,283
BUSINESS COMBINALION........civiiiiiiicicitee e be s 1,036,556 45,295 1,081,851
Additions during the PErIOQ..........coeiiiiiieee s 14,625 123,862 138,487
Disp0osals dUriNg the YEaT..........cceiririeiircee e (59,350) (8,328) (67,678)
Gross carrying amount at the end of the period 2,060,269 614,674 2,674,943
Previously depreCiated ..o bbb 401,918 348,756 750,674
BUSINESS COMBINALION. .......oiviiiiiiiicicecice e be s ene 4,655 38,720 43,375
Depreciated during the Period..........ccoeiiireiiiiiiieee e 21,584 26,271 47,855
Disp0osals dUriNg the YEaT..........cceiriieiisceie e (18,601) (7,788) (26,389)
Total depreciation at the end of the Period ..o 409,556 405,959 815,515
Carrying amount at the end of the period............ccocooeiiiiiniiii e 1,650,713 208,715 1,859,428
Depreciation and amortisation in the Income Statement 2008 2007
AMOrtisation Of INtANGIDIE ASSELS .......c.ciuiiiiiiiie ettt b e bbbt b et b e sb e e b e e ne e b seenes 836 12,952
Depreciation of property and EQUIPMENT ...........cceiiieiieee sttt ettt e st n e e snerenens 93,817 47,855
Total depreciation and @MOFTISATION ..........cccviiiieirireeiree ettt b ettt se et e e etene e 94,653 60,807
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Intangible assets

74. Byr performed impairment test on the carrying amount of goodwill as at 31 December 2007. Impairment tests are performed in the 4th quarter each year,
based on the budgets and business plans for next five years approved by the Board of Directors. Impairment test for the goodwill that formed in the merger
with Sparisjédur Képavogs and Sparisjodur Nordlendinga will be carried out in the year 2008.

Byr sparisjodur has defined one independent Cash Generating Unit of the Group's operation, Hringur ehf., which devises its own budget and is responsible
for its own results. As part of the apportioning of Byr's goodwill, the recoverable amount is measured by value in use.

A CGU is assessed on its own, in which expectations for return on capital, payout ratio, equity and yield are the main variables in the assessment of the
CGU. An independent operating budget is based on actual results and management expectations. Total revenues are expected to increase by 5-6% on
average over the period of 2007-2011. To calculate future cash flows, the Group used 12.5% discount rate, which is the weighted average cost of
borrowing for similar financial institutions.

In management's opinion, changes in main variables will lead to higher carrying amount of the goodwill than its recoverable amount.

Intangible assets are specified as follows: Goodwill Software Total
2008
Balance at 1 JANUAIY 2008.........c.ccciiiiriieiirieiieieiee ettt ettt sttt b et ettt e bt e b et et et e sbe e basbenentens 4,755,361 836 4,756,197
Business combination with Sparisjodur NOroleNdinga...........cccurreeriririeieninnieerseee e 497,151 497,151
Other changes AUFING the YEAK. .........cciiiii ettt e et b e bbb et abesnare s (110,374) (110,374)
AMOTrtiSation fOr the PEIIOM.........ciiiieiireie ettt etens (836) (836)
IMPAIIMENT LOSSES. ...ttt ettt ettt e ettt b e bt st e e bt st e st e bt ea et e bt st e b ebe et e e ebe st e e ebenaen (3,824,139) (3,824,139)
Balance at 31 DeCemMDEr 2008............ccvoiiiiiriiiiitetet bbb 1,317,999 0 1,317,999
2007
Balance at 1 JANUAIY 2007 .........couiiiiieieierieietesee ettt ettt ettt be et e et et e bt e b e et et e besbe e ebasbeneatens 1,393,969 114,577 1,508,546
Business combination with Sparisjédur Kdpavogs.... 3,140,055 3,140,055
Other additions dUFNG the YEAT ..o bbb 221,337 221,337
Disp0asals dUIMNG the YEAI. ...t ettt es (100,789) (100,789)
IMPAIIMENT LOSSES. ...ttt ettt be et b e bbb e e b et e s e e bt eae s e e bt st et et e st et ebe st e e nbenaen (12,952) (12,952)
Balance at 31 DECEMDEE 2007........c.ccviiiiiiiiiiet ettt 4,755,361 836 4,756,197

Investment property

75. Investment property mature as follows: 2008 2007
Balance at 1 JANUAIY 2008..........c.couiiiuiiaiiiteieie sttt sttt be et s be st b e b e st abe b e st ebe e b e Rt e b e e b e Rt ebe e b e Rt e be e be Rt e be b e Rt ebe e beneebe b neeeas 1,429,426 165,250

Additions during the period 2,542,246 1,264,176

TVESTMIENT PIOPEITY.....ee etttk ettt bbbttt h et e b e b e e b e e bt e e e e b £ ek £ eh e e e e eb e e b e e s £ e R b e bt e ReeReebeebeebeeneeneenbenbeanean 3,971,672 1,429,426

Other assets

76. Other assets are specified as follows: 2008 2007
SUNANY BSSEES ..v.vtteietertet ettt ettt et st e e e seste e e sesbe e ehesbe st e hesbe st ese e b e s e eb e ebe s e e be b e R e eb e e b e R £ e b e e b e R e ebe e b eR £ e be s be st ebeebe st e b e b e st abenbeneebesbenene 344,152 3,776,325
Prepaid expenses and GCCTUEH INCOME ......c.uiveuiriiiieieriiieieieisie ettt sttt ettt sa et ettt e e s e et e s b ene s 1,495,205 114,414

Other assets 1,839,357 3,890,739
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Notes, contd.:

Deposits from credit institutions and the Central Bank

77. Deposits from credit institutions and the Central Bank mature as follows:

O ABMANG ... b bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb bbb
L0 o (o TR I 4410 o1 11T OT PR TSORTRO
OVEr 3 MONENS AN UP 10 1 YBAI ...euvveiiiiietiiieiee ettt sttt ettt ettt b et sn b s

Deposits from credit institutions and the Central Bank

Other deposits

78. Other deposits mature as follows:

(O] 4o 0 T o Lo [E OO OSSOSO TS USROS
UP 10 3 MONENS .ttt e ekt e bbb R e R Rt R kR ettt b et r e nen

Over 3 months and up to a year ...

OVEr 1 YEAr ANG UP T0 5 YEAIS ..viviuiieeteriiieieieesietes ettt sttt ettt bttt stk se st b stk e sttt s et e st ene st et e st asabene e
OVEIE 5 WBAIS ...ttt ettt ettt s bttt e ettt bt e bt e s b e b e e bt e st e e e e Ee ek £ ehe e e e AE £ eE £ eh s 2R b e s e 4 E £ 4R £ 2R b e b e e R e e Re e eb e A ReeE £ e Rt e b e nbeeEeebs et e nbeeRe e e ennan
(@11 g =T 0 (=T L] OO PTSRTSRTRRRPN

Borrowings

79. Borrowings are specified as follows:

BONAS ISSUBTH ...ttt ettt b etk b ettt b etk e b e e ek e e b e e e b £ eb e £ e b £ e b e e e b e eb e e e b e eb e e e b e et e e e b e et et et e eb et et e ebe e b e s
BUIIS HSSUBT ....vvetetesieeie etttk bbb stk R bR btk E et R Rttt bttt
L0aNns from Credit INSLIULIONS .........oiiiiiiiiiteee ettt b et b et b e bt b et e s eb e s b et et e st e s e ebe st eneebennans
1200 01111 T OSSOSO

80. Borrowings mature as follows:

UP 10 3 MONENS .ttt et Rt e bbb R e e bRt Rk R ettt b R et nenan
OVEr 3 MONENS AN UP 10 @ YEAI ...ttt etttk et b etk e ket b e ek et e b e ek e s e e be e b e st e b e ek et et e et e e ebeabeneatans
OVEr 1 YEAr ANG UP T0 5 YEAIS ..veviuiieetesiiieteieesietes ettt ettt ettt s et s et e ke st st b s et e ke st ne et st s et eneneebes et asabene s

Over 5 years
Borrowings

Subordinated loans

81. Subordinated loans are specified as follows:

Loans that qualify as Tier Il capital:
Issued in 2004, indexed
Issued in 2005, indexed
Issued in 2007, indexed

Post-employment obligations

82. Changes in post-employment obligations are as follows:

Currency

ISK
ISK
ISK

Interest

4.5%
4.5%-7.5%
7.0%

Maturity
date

2014
2015
2019

Pension 1Hability @S b 1 JANUANY .......cc.ciiiiiiiiieieie ettt sttt e btk e b et et et e st et et e st s be st eneebesbeneabeas

Increasein liability due to business combination with a savings bank

PrOVISION TOF PENSIONS ...ttt ettt b bbbt b e st e bt s b e Rt e b e s b e R £ e b e s b e s e e b e s b e Rt ebe s b e st et e b e st ebe b eneebenbeneee
Paid AUIING thE YA ...ttt bttt b Rttt s et e b e st st b s e st en e et r et anebene s

Post-employment obligations at the end of the year
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2008 2007
1,749,254 1,622,419
194,771 1,421,899
4,678,238 7,783,209
6,622,263 10,827,527
2008 2007
98,315,441 49,732,781
4,092,926 3,941,305
3,682,337 2,650,343
34,572,399 12,079,540
3,936,939 1,698,095
144,600,042 70,102,064
2008 2007
14,715,596 10,478,869
0 114,353
63,453,499 30,947,444
78,169,095 41,540,666
2008 2007
506,207 114,353
16,216,584 0
33,588,464 16,696,279
27,857,840 24,730,034
78,169,095 41,540,666
2008 2007
Book Book
value value
1,620,984 1,127,420
1,336,702 1,129,021
314,263 0
3,271,949 2,256,441
2008 2007
1,170,380 923,134
0 46,272
201,954 205,494
(5,836) (4,520)
1,366,498 1,170,380

Amounts are in ISK thousands




Notes, contd.:

Deferred income tax asset / liability

83. Deferred income tax liability is specified as follows:

Deferred income tax liability at the beginning Of the YEAr ..o s
Calculated INCOME taX FOI the YA ......cuiviicciiiee bbbttt bbbt tenas
BUSINESS COMDINALION ...ttt b s b st b bbbt r bbbt e en s
Income tax for the year t0 D8 PAIT NEXE YEAI ........iiiiiiiiiririee ettt ettt
OBNEE CRANGES ... .eteeeieie ettt e etk b e bt e b e btk e £ e b e o4 e b e b £ e b e b e bt e b e e e bt eb e b e b e eb et ebe et e b ebe et e b ekt ebe b ebeabennabentan
Deferred income tax (asset) liability at YEAr €N ........cccoieiiiiie e s

84. Deferred income tax liability is attributable to the following items:

Shares iN OthEr COMPANIES ..o bbbt b et b e bt b e b et b e b et b e s b et e b e b e st et e b et be st e anas
Property @nd EQUIPMENT .........cuciiiiei ettt etttk b ettt n e et et ettt n et bt et bene e
Other asSets and HADTIITIES ..........coviueiiieiii bRt ne e b e
TAX 0SS CAMTYTOIWAIT ....eviieectiieete ettt bbbt b st e bt et e st e b e st s et ne et ebene e
Deferred income tax asset (liability) at YEAr €N ..o

Other liabilities
85. Other liabilities are specified as follows:
SUNANY HADTITIES ...ttt bbbt bbb e st b b et b e b e st b e b et e b e s b e st e b e s b e st et e b enesbeebeneatas

Accrued expenses and AefErmea INCOME .........ciiirieiiieeirse ettt ettt ettt e et et benenens
OTEE TTADIITIES ...t b bt e bbbt e bttt eer et nnen s

Equity

2008 2007
3,477,117 1,480,557
(6,951,721) 1,684,521
156,488 246,463

0 0

100,607 65,576
(3,217,509) 3,477,117
2008 2007
269,414 3,344,882
71,083 100,409
87,654 236,871
(3,645,660) (205,045)
(3,217,509) 3,477,117
2008 2007
2,665,607 1,855,843
300,322 425,498
2,965,929 2,281,341

86. Primary capital at year end 2008 amounted to ISK 30,615 million. Primary capital owned by Byr sparisjédur amounting to ISK 7 million are withdrawn
from primary capital in the balance sheet. Total equity at year end 2008 amounted to ISK 16,213 million. Equity ratio, calculated in accordance with

Article 84 of the Act on Financial Undertakings, was 8.3%. According to law the ratio may not be lower than 8.0%.

Byr first calculated the equity ratio in accordance with Basel I regulatory in the year 2008. The primary changes with the new regulations was that the risk
basis is total amount of weighted risk factors, such as credit risk, shares risk, interest risk, foreign exchange risk and operational risk which is involved in

the Bank's operations.

The ratio is calculated as follows:

Lo U=l [ U1 SO PP
INEANGIDIE BSSELS ...ttt bbbt bbb bbb Rt R bR b et b ettt n e
SUDOITINGLEU TOBNS .....eeecieeet bbb R bbbt R bbbt R bt n bt r b bt en e
Assets deducted from equity
TOTAL OWN FUNAS ..ot b bR b s bR bt e b et e bt n b e s r bt ner e

Total Capital Requirement for:

CIEAIT FISK (CR) .tttk b etk bbb e stk e b e Rt b e b e Rt b e b e Rt e b e b e Rt b e b e Rt e b e e e Rt e b e b eneebe e esesbe b enesbenes
Market risk under standardised APProaCh (SA) ..c.oviociiei e et
OPEratioNAl FISK (OPR) ...ttt bbbt b e b e st b e b e st b e b e st et e b e Rt et et e st et e b e st ebesbeneatas
(O VoL 1 e LN (=T (U1 1=T 04T ) (OSSOSO

SUIPIUS OF OWN FUNDS ..tttk b et ettt b n et et ebene s

(OF: VL1 e U o (Lo U= Toy Y - L o OSSOSO
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2008 2007
16,213,219 49,952,805
(1,317,999)  (1,615,306)
3,271,948 2,256,441
(2,823,563)  (7,208,995)
15,343,605 43,384,945
12,462,316 7,999,711
1,542,875 56,056
792,108 586,563
14,797,299 8,642,330
546,306 34,742,615
8.3% 40.2%

Amounts are in ISK thousands




Notes, contd.:

Off-balance sheet information

87. The Group has granted its customers guarantees. These items are specified as follows:

2008 2007
GUATANTEES ..eeiiiuviee ittt e ettt e ettt e s ettt eeetbe e e s beeeeabaeesebeeseabaeesaaee e e sbeeesabeeeasbeeeaabeeeaaseeeensseessaeesesbaeesaseeeasbaeessseeanbbeesaasesentbaesanteeens 4,644,744 2,711,797
UNUSE OVEFAIATES ...o.viuiiiiiiiciiitcecte sttt ettt b et bt et e bt et e e b e e e be e b e s et e b e s et e b e s et e e b e s et e et e s et e et e s eteebenans 5,875,994 6,816,024

The credit risk is valued at ISK 4,186 million for guarantees when calculating the capital ratio of the Group.
88. At 31 December 2008, the Group was obligated under a number of non-cancellable operating leases for premises and equipment. The significant premises

leases usually include renewal options and escalation clauses in line with general office rental market conditions as well as rent adjustments based on price
indices. However, the lease agreements do not contain contingent rent payment clauses and purchase options.

Pledged assets

89. Assets have been pledged as security in respect of the following liabilities: 2008 2007

Liabilities
THEASUIY DIONMS ...ttt h bbb e st e bt b e e e b e b e s e bt e b e R e e b e e b e R £ e b e b e R £ e b e s b e Rt eb e s b e st e b e b en e abenbeneebesbeneeee 1,666,418 0
TreasUry's SAVINGS CEMITICALES .........ccuiirieuiriiieieiriete sttt ettt e bttt s ettt b e et e b e e b b e et 399,165 287,732
2,065,583 287,732

Related parties

90. The Group has a related party relationship with its subsidiaries, associates, the Board of Directors of the parent company, the CEOs of the Group and close
family members of individuals referred to herein. Information regarding related parties are as follows:

2008 2007
LLOBNS T0 CEOS ...ttt ettt ettt s b etk et ea e bt e b e st e b e e b e 4R e e b e R £ eb £ 2R e e b e AE e SE 22 h £ e Re e eb e AR £ eR £ eR b e b e e Re e Re e ReeReeReene et e nbenreen 0
Loans til memebers 0g BOArd OF DIFECLOIS .........cviiueiriiieieirisiee sttt ettt sttt e st anene s 35,535 32,132
L 0aNS t0 ASSOCIAtE COMPANIES .......ccuiiveiiitiieetiatestete et ettt sttt sttt be e et ebese e bt b e sbebeebe s e et e ebe b eb e et e e b eb e et e e et e ebese et e abe st et e abe e nbees 299,651 186,315

Transactions with related parties have been carried out on arm's length basis.
At year-end 2008 are loans to business activities that above-mentioned related parties participate in amounts 2,072 million.

Salaries, remuneration and salary related expenses to the executive board and the Board of Directors are shown in note 54.
Other matters

91. Byr sparisjédur operates in accordance with instructions that have been set forth about good governing practices. It includes, among other things, that the
Board of Directors has made operating procedures for the Board of Directors to insure equality in coverage and fulfilment of matters that are handled by
the Board of Directors and to insure independent procedures and prevent conflict of interests.

Events after the Balance Sheet date

92. There have been no material post Balance Sheet events which would require disclosure or adjustment to the 31 December 2008 Consolidated Financial
Statements. These Consolidated Financial Statements will be submitted to the Annual General Meeting of shareholders for approval.

Byr sparisjodur Consolidated Financial Statements 2008 Amounts are in ISK thousands

38




