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Endorsement and Statement by the Board of Directors and the CEO

The Condensed Consolidated Interim Financial Statements of Islandsbanki hf. for the period 1 January to 30 June 2015 comprise the
Condensed Interim Financial Statements of islandsbanki hf. and its subsidiaries, together referred to as “the Bank”.

Ownership

The Bank has two shareholders, ISB Holding ehf., which holds 95% of the Bank's share capital and the Icelandic State Treasury which
holds 5% through the Icelandic State Financial Investments (ISFI — Bankasysla rikisins). One board member is appointed by ISFI and the
remaining six are appointed by ISB Holding ehf.

At the Annual General Meeting on 25 March 2015, John E. Mack who had served as Vice-Chairman of the Board since January 2010,
resigned as a Board Member. The Bank has been fortunate to benefit from John E. Mack's vast banking experience worldwide during this
period. John E. Mack was replaced by Eva Cederbalk, a Swedish national and a former managing director at SBAB Bank AB.

The reporting period

On 17 February 2015, the Bank's subsidiary Fastengi ehf. signed a sale agreement with Reginn hf. for the sale of 100% shareholding in
Fjarvari ehf., Bréfabeer ehf., and Saevarhofdi ehf. The sale is in line with the Bank's commitment to divest assets received as a result of
financial restructuring. The sale was completed on 31 May 2015.

The Bank has completed four transactions during the year 2015 under its USD 750 million Global Medium Term Note (GMTN) Programme.
In February 2015, the Bank issued an SEK 300 million (ISK 4.7 billion) 4-year note, in April 2015 the Bank issued additional SEK 150
million (ISK 2.4 billion) under the same facility and in July the Bank issued further SEK 150 million (ISK 2.4 billion). All three issuances
were sold mainly to Scandinavian investors. In July 2015, the Bank issued a EUR 100 million (ISK 14.7 billion) 2.875% fixed rate note due
in 2018. The note was placed with investors in Scandinavia and continental Europe. Investors were offered switch terms out of the Bank's
existing EUR 100 million note due in May 2016, and the Bank bought back EUR 47.7 million of those notes.

In April 2015, the rating agency Fitch assigned the Bank with an investment grade rating of BBB-/F3 with a stable outlook. The Bank is the
first Icelandic bank to be assigned an investment grade rating since 2008. Standard & Poor's Ratings Services followed suit and raised the
long-term and short-term rating on the Bank to BBB-/A-3 with a stable outlook.

In May 2015, the Bank consolidated two of its branches in the west and central Reykjavik into a modernised banking centre at Grandi,
focusing on providing in-depth services to individuals and SMEs.

In July 2015, Euromoney named Islandsbanki Best Bank in Iceland and awarded it with the Awards for Excellence. This is the third year in
a row that the Bank has been selected for this award. The magazine considered several factors in its assessment of the Icelandic banks,
including earnings from regular operations, cost efficiency and the ability to adapt to changing market conditions and client needs.
Euromoney awards are placed in nearly 100 countries.

Outlook

On 8 June 2015, the Icelandic Ministry of Finance and Economic Affairs announced its plans to liberate the capital controls which have
been in place in Iceland since 2008. This will be done in stages, the first stage being a stability tax of 39% of total assets being imposed on
financial undertakings, previously operated as commercial banks and savings banks and currently in winding-up proceedings, that have not
entered into a composition agreement by year-end 2015.

In July 2015, following the announcement and based on the Government's proposal, the Bank entered into a Heads of Agreement with
Glitnir hf. and its subsidiaries ISB Holding ehf. and GLB Holding ehf., regarding re-capitalisation of the Bank and a payment of ISK 3 billion
dividend to the minority shareholder ISFI. The proposed re-capitalisation is expected to be finalised before year-end 2015, subject to
approval by all relevant parites including the Icelandic Financial Supervisory Authority and the Central Bank of Iceland. The re-capitalisation
is expected to result in a reduction in Bank equity corresponding to a total capital ratio of approximately 23%. The agreement also
stipulates restrictions on the sale of the Bank's shares to domestic investors. Details of the proposed re-capitalisation are disclosed in Note
39.

The economic environment in Iceland continues to improve and the job market has stabilised after unrest in recent months. The Board of
Directors considers the potential lifting of capital controls to be a positive step towards restoring normal market conditions in Iceland. The
Bank is currently well positioned with strong capital ratios, solid funding and a considerable liquidity buffer and will remain so after the re-
capitalisation. The Bank is therefore in a good position to meet any perturbations that may follow in the wake of the liberation of the capital
controls.

Accounting convention

The Condensed Consolidated Interim Financial Statements for the six months ended 30 June 2015 are presented in accordance with the
International Accounting Standard (IAS) 34 Interim Financial Reporting, as adopted by the European Union, the Act on Annual Accounts
no. 3/2006 and the Act on Financial Undertakings no. 161/2002.

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Endorsement and Statement by the Board of Directors and the CEO

Profit from the Bank's operations for the period 1 January to 30 June 2015 amounted to ISK 10,790 million, which corresponds to an 11.7%
annualised return on equity. Bank equity, according to the Condensed Consolidated Financial Position, amounted to ISK 187,009 million at
30 June 2015. The Bank's total capital ratio, calculated according to the Act on Financial Undertakings, was 28.3%.The Board of Directors
refers to Note 57 for further understanding of the capital requirements of the Bank. The Bank's total assets amounted to ISK 976,257
million at the end of the period.

On 21 April 2015, the Bank paid dividends amounting to ISK 9,000 million, equivalent to 40% of net profit, for the operating year 2014 to its
shareholders in accordance with a resolution passed at the Bank's Annual General Meeting on 25 March 2015.

The Board of Directors draws special attention to the risks relating to the political and legal environment in Iceland where capital controls
are still in place. The Bank has made appropriate provisions to reflect the risks associated with court rulings. The Board also notes that the
Bank maintains a strong capital base and is therefore well positioned to meet future risks and challenges. The Board refers to Notes 2 and
38 for the principal risks and uncertainties currently faced by the Bank.

To the best of our knowledge the Condensed Consolidated Interim Financial Statements provide a true and fair view of the Bank's
operating profits and cash flows of the Bank for the period 1 January to 30 June 2015 and its financial position as at 30 June 2015.

The Board of Directors and the CEO of islandsbanki hf. hereby confirm the Bank's Condensed Consolidated Interim Financial Statements
for the period 1 January to 30 June 2015 by means of their signatures.

Reykjavik, 24 August 2015

Board of Directors:

Fridrik Sophusson, Chairman
Marianne @kland, Vice-Chairman
Arni Témasson

Eva Cederbalk

Helga Valfells

Neil Graeme Brown

béranna Jénsdéttir

Chief Executive Officer:

Birna Einarsdottir

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Report on Review of Condensed Consolidated Interim Financial Statements

To the Board of Directors and Shareholders of islandsbanki hf.

We have reviewed the accompanying Condensed Consolidated Statement of Financial Position of islandsbanki hf. and its subsidiaries as
at 30 June 2015 and the related Condensed Consolidated Income Statement, the Condensed Consolidated Statement of Comprehensive
Income, the Condensed Consolidated Statement of Changes of Equity and Condensed Consolidated Statement of Cash Flows for the six
months ended June 2015 and explanatory notes. Management is responsible for the preparation and fair presentation of these Condensed
Consolidated Interim Financial Statements in accordance with the International Financial Reporting Standard, IAS 34 Interim Financial
Reporting as adopted by the EU. Our responsibility is to express a conclusion on these Condensed Consolidated Interim Financial
Statements based on our review.

Scope of Review

We conducted our review in accordance with the International Standard on Review Engagements 2410, Review of Interim Financial
Information Performed by the Independent Auditor of the Entity. A review of interim financial statements consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards on Auditing and consequently does not
enable us to obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do
not express an audit opinion.

Conclusion

Based on our review nothing has come to our attention that causes us to believe that the accompanying Condensed Consolidated Interim
Financial Statements are not prepared, in all material respects, in accordance with the International Financial Reporting Standard, IAS 34
Interim Financial Reporting, as adopted by the EU.

Reykjavik, 24 August 2015

Ernst & Young ehf.

Margrét Pétursdottir

State Authorised Public Accountant

islandsbanki hf. Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Income Statement for the six months ended
30 June 2015

Notes 2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6

INEEIEST INCOME ... 14,536 13,399 26,173 26,261
INEIESE EXPENSE ...ttt (7,177) (6,477) (12,623) (12,693)
Net interest income 10 7,359 6,922 13,550 13,568
Fee and commission income 5,374 4,369 10,051 8,702
Fee and COMMISSION EXPENSE ......couiiiiiiiiiieeiiiie ettt e (1,856) (1,551) (3,628) (3,030)
Net fee and commission income 11 3,518 2,818 6,423 5,672
Net financial INCOME ..o 12-13 275 19 2,039 882
Net foreign eXchange l0SS ........cooiiiiiiiiieiii e 14 (141) (12) (281) (303)
Share of profit of associates net of INCOME taX .........ccevvevriiinieeiieiecinn - 27 63 27
Other operating INCOME .........oicuiiiiiiiiieiee e 15 252 240 478 1,353
Other net operating income 386 274 2,299 1,959
Total operating income 11,263 10,014 22,272 21,199
Salaries and related eXPENSES .........oocuieiiiiriieiie e 16 (3,421) (3,441) (6,881) (6,881)
Other Operating EXPENSES ......cciviiiiieriieriee ettt 17 (2,688) (11,909) (5,051) (4,378)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (265) (260) (534) (518)
BANK TAX 1.ttt (710) (623) (1,328) (1,215)
Total operating expenses (7,084) (6,233) (13,794) (12,992)
Profit before net loan impairment 4,179 3,781 8,478 8,207
Net [0an IMPAINMENT .......ooiiiiiiii e 18 1,977 4,219 4,308 5,739
Profit before tax 6,156 8,000 12,786 13,946
INCOME tAX EXPENSE ...eiiiiiiieeiiiee e ettt e sttt e ettt e sttt e e s et e e s abe e e s eabe e e e anneeeaanes 19 (1,524) (2,156) (2,920) (3,550)
Profit for the period from continuing operations 4,632 5,844 9,866 10,396
Profit from discontinued operations, net of income tax ..........ccoccceeeviieeennnnen. 762 515 924 4,259
Profit for the period 5,394 6,359 10,790 14,655
Profit attributable to:
Equity holders of islandsbanki hf. ...........ccccccceevivieeiieieeecceee e 5,247 6,245 10,564 14,464
Non-controlling interests 147 114 226 191
Profit for the period 5,394 6,359 10,790 14,655
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of iSlandsbanki hf. ..........c.cccoeciviiiniiesiee e 20 0.45 0.57 0.96 1.02

The half-year results were reviewed by the Bank's auditor. The quarterly statements and the split between quarters were not reviewed or audited by the Bank's
auditor.

The notes on pages 10 to 52 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Profit or Loss and other
Comprehensive Income for the six months ended 30 June 2015

2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6

Profit for the period 5,394 6,359 10,790 14,655
Other comprehensive income for the period (net of tax) (43) (10) 24 (154)
Total comprehensive income for the period 5,351 6,349 10,814 14,501

The half-year results were reviewed by the Bank's auditor. The quarterly statements and the split between quarters were not reviewed or audited by the Bank's
auditor.

The notes on pages 10 to 52 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Financial Position

as at 30 June 2015

Notes 30.6.2015 31.12.2014
Assets
Cash and balances with Central Bank ... 6,21 126,900 103,389
DEIIVALIVES ...t 6,22 1,581 1,810
Bonds and debt INSLIUMENTS .......cooiuiiiiiiiii e e e 6 85,274 87,347
Shares and equity instruments 6 11,041 10,531
Loans to Credit INSHIULIONS ........c.uiiiiiiii et 6,23 52,139 35,072
LOANS 0 CUSTOMENS .....oiiiiiiiiiiiiii it 6,24 653,728 634,799
INVESIMENTS IN ASSOCIALES ......uveieiiiiiie ettt e e e s bne e e snre e e e e 26 612 570
Property and @QUIPMENT .........oiiiiiiieiie s 7,600 7,402
INEANGIDIE ASSELS ...oeiiieiiii et e st e e b e e eaeeeas 1,058 619
Deferred taX @SSELS .......cviiiiiiiie s 45 521
Non-current assets and disposal groups held for sale ...........ccccoiiiiiiiinc e, 29 15,763 21,649
OENET @SSELS ...t st 30 20,516 7,619
Total Assets 976,257 911,328
Liabilities
Derivative instruments and Short POSItIONS ...........ocveiiiiiiieiiiee e 6,22 5,992 3,963
Deposits from Central Bank and credit iNStitUtIONS ...........occeieiiiiieeniieie e 6,31 24,017 25,796
DepPOSItS frOM CUSIOMETS .......oiiiiiiiiiitie ittt 6,32-33 566,678 529,447
Debt issued and other borrowed fuNds .............cciiiiiiii e 6,34 107,421 96,889
SUBOIAINALEA I0ANS ... s 6 20,336 21,306
TaX HADIIIES .ttt e e b e e s e e e e aabeeeean 8,627 8,388
Non-current liabilities and disposal groups held for sale ..........cccooeiiiiiiiciiiicees 29 3,000 2,790
OLher IADIITIES ......vveeeieeeet et 35 53,177 37,262
Total Liabilities 789,248 725,841
Equity
SNAre CAPITAL ...t e e e e e abe e e e 36 10,000 10,000
Share premium 36 55,000 55,000
Other reserves 2,559 2,535
REtAINEA CAMINGS ..oovvveeieciiire st e et et e e e e s e e e et e e e e san e e s sntaeeessaeeeessnneeeannaeeenns 117,852 116,288
Total equity attributable to the equity holders of islandsbanki hf. 185,411 183,823
NON-CONLIOIING INTEIESES .....eiiiiiieiii ettt e s sane e e 1,598 1,664
Total Equity 187,009 185,487
Total Liabilities and Equity 976,257 911,328

The notes on pages 10 to 52 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Changes in Equity

for the six months ended 30 June 2015

Attributable to equity holders Non- Total
of islandsbanki hf. controlling equity

Share Share Other Retained interests

capital premium reserves earnings Total

Equity at 1.1.2014 10,000 55,000 2,471 98,548 166,019 1,299 167,318
Total comprehensive income for the period ................ (154) 14,464 14,310 191 14,501
Changes in non-controlling interests ...........cccceeeveee. - (97) (97)
DIiVIAENAS ...t (4,000) (4,000) (4,000)
Equity at 30.6.2014 10,000 55,000 2,317 109,012 176,329 1,393 177,722
Equity at 1.1.2015 10,000 55,000 2,535 116,288 183,823 1,664 185,487
Total comprehensive income for the period ................ 24 10,564 10,588 226 10,814
DIiVIENAS ..ot (19,000) (19,000) (292) (9,292)
Equity at 30.6.2015 10,000 55,000 2,559 117,852 185,411 1,598 187,009

The notes on pages 10 to 52 are an integral part of these Condensed Consolidated Interim Financial Statements
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Condensed Consolidated Statement of Cash Flows
for the six months ended 30 June 2015

2015 2014

Notes 1.1-30.6 1.1-30.6
Cash flows from operating activities:
Profit fOr the PEIIOA ...ttt b et sree e 10,790 14,655
Adjustments to reconcile profit for the period to cash flows provided by operating activities:
Non-cash items included in profit for the period and other adjustments ............ccccevcverieeiecnieene (332) (3,607)
Changes in operating assets and labilities ............ccocviiiiiiiiici e 26,903 (10,865)
Income tax paid (3,576) (1,915)
Net cash provided by (used in) operating activities 33,785 (1,732)
Net cash (used in) investing activities (1997) (290)
Net cash provided by financing activities 525 6,161
Net (decrease) increase in cash and cash equIValeNnts .............cccooiiiiiiiiiie e 33,313 4,139
Effects of exchange rate changes on cash and cash equivalents ............cccccoooiiiiiii e 10 (195)
Cash and cash equivalents at the beginning of the period ............ccccooiiiiiiiiiiiii e, 118,020 138,433
Cash and cash equivalents at the end of the period 151,343 142,377
Reconciliation of cash and cash equivalents:
CaSN ON NANG ... e 21 2,926 2,737
Cash balances with Central Bank and term depoSits .........ccooiiiiiiiiiie i 21 114,183 116,413
BANK BCCOUNES ...ttt e e e e e st ae e 23 34,234 23,227
Total cash and cash equivalents 151,343 142,377

Interest received from 1 January to 30 June 2015 amounted to ISK 25,627 million (H1 2014: ISK 25,436 million) and interest paid in
the same period 2015 amounted to ISK 11,817 million (H1 2014: ISK 14,746 million). Interest is defined as having been paid when it
has been deposited into the customer account and is available for the customer's disposal.

Dividends received from 1 January to 30 June 2015 amounted to ISK 557 million (H1 2014: ISK 259 million) and dividends paid
amounted to ISK 9,000 million (H1 2014: ISK 4,000 million).

The notes on pages 10 to 52 are an integral part of these Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Interim Financial Statements

Accounting policies

General information

1. Thereporting entity

[slandsbanki hf. is a limited company incorporated and domiciled in Iceland. The Condensed Consolidated Interim Financial
Statements for the six months ended 30 June 2015 comprise islandsbanki hf. (the parent) and its subsidiaries (together referred to
as "the Bank").

The Condensed Consolidated Interim Financial Statements were authorised for issue by the Board of Directors of islandsbanki hf.
on 24 August 2015.

2. Basis of preparation
2.1 Statement of compliance

The Condensed Consolidated Interim Financial Statements for the six months ended 30 June 2015 are presented in accordance
with the International Accounting Standard (IAS) 34 Interim Financial Reporting, as adopted by the European Union, the Act on
Annual Accounts no. 3/2006 and the Act on Financial Undertakings no. 161/2002.

The Condensed Consolidated Interim Financial Statements do not include all the information required for annual financial
statements and should be read in conjunction with the audited Consolidated Financial Statements of the Bank for the year ended
31 December 2014, as well as the unaudited Pillar 3 Report for the year ended 31 December 2014. Both are available at the
Bank's website www.islandsbanki.is.

2.2 Basis of measurement

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

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

2.3 Significant accounting judgements and estimates

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

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

2.4 Going concern

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

2.5 Changes in presentation

The following changes have been made in presentation between the years:

a) The Bank has changed its presentation in the Consolidated Statement of Financial Position as follows:

- The line items Deposits from Central Bank and Deposits from credit institutions have been combined into one line: Deposits from
Central Bank and credit institutions. These line items have also been combined in Notes 6, 8, 49 and 53.

- The line items Current tax liabilities and Deferred tax liabilities have been combined into one line: Tax liabilities.

b) Comparable information in Note 28 Related party has been changed as the balances were deemed to include information which
is outside the scope of the definition of a related party according to IAS24 Related party. In addition, a new line item Shareholders
with control over the group was added to the disclosure and two line items were united into one in Board of Directors and key
management personnel.

3 Significant accounting policies

The accounting policies in these Condensed Consolidated Interim Financial Statements are the same as those applied in the
Bank's consolidated financial statements for the year ended 31 December 2014.

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

Operating segments

4. An operating segment is a distinguishable component of the Bank that is engaged in providing products or services that are subject to risks and
rewards that may be different from those of other operating segments. Transactions between the operating segments are on normal commercial
terms and conditions. The Bank operates mainly in the Icelandic market. No single customer generates 10% or more of the combined revenue of
the Bank.

The accounting policies for the reportable segments are in line with the Bank's accounting policies. The segment profit presented is the profit
reported to the chief operating decision maker (CEQO) and the Board of Directors for the purpose of resource allocation and assessment of segment
performance.

The Bank is organised into six main operating segments based on products and services:

a

Rl

Retail banking provides comprehensive banking services to individuals and small and medium-sized enterprises through 17 branches, call centre,
self service and digital banking platforms. Retail Banking also operates two separately branded units: Ergo for asset-based financing and the credit
card branch Kreditkort.

b

=

Corporate Banking provides lending and tailor-made financial services to larger companies and professional investors. Building on experience and
industry expertise Corporate Banking offers universal banking services to customers through cross-selling and by connecting customers to other
business units of the Bank. Furthermore, Corporate Banking overseas the Bank's international business in the North Atlantic region where the
focus is on the seafood, the offshore supply vessel and the energy industries.

¢) Markets incorporates brokerage services in securities, foreign currencies and derivatives as well as providing money market lending and interbank
services. The division further offers an extensive range of corporate finance services.

d) Wealth Management offers a range of wealth and asset management products and services for individuals, corporations and institutional investors.
The Wealth Management unit consists of VIB which offers a broad range of asset management products and services and the fund management
companies Islandssjédir and Summa.

e) Treasury is responsible for the management of capital, liquidity risk, foreign exchange risk and interest rate risk within regulatory requirements and
internal limits established by the Board of Directors. Treasury is responsible for funding the Bank's operations and managing an internal pricing
framework. Treasury also manages relations with investors and rating agencies.

f) Subsidiaries and equity investments include equity investments in the banking book and subsidiaries, the most significant being:

« Borgun, a credit card settlement company.

« Allianz Island hf., an agent for the German insurance company Allianz, and its holding company Hringur eignarhaldsfélag ehf.

« D1 ehf., a commercial real estate company which holds and manages a portfolio of properties for leasing, thereof 17 properties leased by the
Bank.

« Midengi, an asset management company managing commercial real estate and businesses which the Bank has acquired through repossessions
following loan defaults, debt restructuring and bankruptcies.

Cost centres comprise Head Office, Human Resources, Legal, Risk Management, Finance, Operations & IT, Group Internal Audit, Compliance and
Business Development

On the following page is an overview showing the Bank's performance with a breakdown by operating segments as well as a reconciliation to the
Bank's total profit and loss.
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4. Contd
1 January to 30 June 2015

Operations Wealth Subsidiaries Cost
Retail Corporate Manage- & Equity  Centres &
Banking Banking Markets ment Treasury Investments Eliminations Total
Net interest iNCOMEe ........cccocvvvvviive e 8,676 2,472 630 331 1,632 14 (205) 13,550
Net fee and commission income 2,209 89 914 1,022 (52) 2,223 18 6,423
Other net operating income (exXps.) ......cc...... 37 4 16 136 (119) 2,861 (636) 2,299
Total operating income 10,922 2,565 1,560 1,489 1,461 5,098 (823) 22,272
Salaries and related expenses .........ccccuee... (2,104) (238) (446) (511) (41) (839) (2,702) (6,881)
Other operating eXpenses ..........cccoeeereeeieenne (1,522) (43) (62) (95) (72) (942) (2,315) (5,051)
Deposit guarantee fund and bank tax ........... (471) (11) (0) (31) (1,349 (0) - (1,862)
Net loan impairment ...........cccccoeoeeieenienieens 471 3,873 (0) (0) - 104 (140) 4,308
Profit (loss) before cost allocation & tax 7,296 6,146 1,052 852 (1) 3,421 (5,980) 12,786
Net segment revenue from
external CUStOMErS ........coceeueeiieiie e 11,985 6,491 1,836 389 (3,359) 5,532 (602) 22,272
Net segment revenue from
other SEgMEeNtS .......coccvveiieiiireec e (1,063) (3,926) (276) 1,100 4,820 (434) (221) 0
Depreciation and amortisation ...................... (81) (1) (1) (1) (0) (99) (192) (375)
Wealth Subsidiaries Cost
Retail Corporate Manage- & Equity  Centres &
Banking Banking Markets ment Treasury Investments Eliminations Total
At 30 June 2015
Total segment assets 425,365 231,399 26,414 7,368 229,591 74,350 (18,230) 976,257
Total segment liabilities 419,859 8,194 11,132 44,940 277,359 46,834 (19,070) 789,248
Allocated equity 48,066 33,737 2,555 3,171 94,148 11,966 (6,634) 187,009
1 January to 30 June 2014
Operations Wealth Subsidiaries Cost
Retail Corporate Manage- & Equity  Centres &
Banking Banking Markets ment Treasury Investments Eliminations Total
Net interest iNCOME .........ccccevviiiiiieniieneee 8,499 2,103 341 381 2,757 (271) (242) 13,568
Net fee and commission income ................... 2,145 56 1,026 962 (49) 1,509 23 5,672
Other net operating income (exps.) .............. 39 385 (110) (97) (307) 2,128 (79) 1,959
Total operating income 10,683 2,544 1,257 1,246 2,401 3,366 (298) 21,199
Salaries and related expenses ..........ccccce.. (2,134) (220) (455) (470) (53) (747) (2,802) (6,881)
Other operating expenses ................... (952) (33) (59) (93) (112) (845) (2,284) (4,378)
Deposit guarantee fund and bank tax ........... (453) (9) (0) (38) (1,233) (0) - (1,733)
Net loan impairment ...........ccccoovveveviieeenneennn 2,941 2,362 - 0 34 563 (161) 5,739
Profit (loss) before cost allocation & tax 10,085 4,644 743 645 1,037 2,337 (5,545) 13,946
Net segment revenue from
external CUStOMErS ........cccvevveeiierie e 11,056 5,944 1,569 (116) (1994) 3,789 (49) 21,199
Net segment revenue from
other SEgMEeNtS .......coocveevieriineec e (373) (3,401) (312) 1,362 3,395 (423) (248) 0
Depreciation and amortisation ...................... (78) - (1) (1) (2) (94) (218) (394)
Wealth Subsidiaries Cost
Retail Corporate Manage- & Equity  Centres &
Banking Banking Markets ment Treasury Investments Eliminations Total
At 30 June 2014
Total segment assets 407,679 200,320 18,281 2,820 219,432 94,926 (35,927) 907,531
Total segment liabilities 396,479 7,992 3,615 56,055 241,620 46,290 (22,242) 729,809
Allocated equity 41,381 25,532 2,121 2,338 100,045 27,835 (21,530) 177,722
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Quarterly statements

5. Operations by quarters:

Qz* Q1* Q4* Q3* Qz*
2015 2015 2014 2014 2014
NEt INEreSt INCOME .....uviiiiiiiiiiiei e 7,359 6,191 6,469 7,068 6,922
Net fee and cOmmMISSION INCOME .........cceiiiiiiiiiee e 3,518 2,905 2,962 2,849 2,818
Net financial INCOME .........oiiiiiiii e 275 1,764 603 83 19
Net foreign exchange (I0SS) GaiN ........cceeeieiiiiiiieeeiiiieiee e e (141) (140) 116 352 (12)
Share of profit of @SSOCIALES .........euviiiieiiiii e - 63 - - 27
Other operating iNCOME .........uiiiiiiiieiiee e 252 226 509 233 240
Salaries and related eXPENSES ........c.uuviiiiiiiiiiiiee e (3,421) (3,460) (3,497) (2,930) (3,441)
Other operating EXPENSES .......ccoiviiiiriiiieiiiie et (2,688) (2,363) (2,914) (2,301) (1,909)
Contribution to the Depositors' and Investors' Guarantee Fund .............. (265) (269) (265) (272) (260)
BANK 18X 1.t (710) (618) (565) (664) (623)
Net [0an IMPAINMENT ... 1,977 2,331 3,006 65 4,219
Profit before tax .. 6,156 6,630 6,424 4,483 8,000
INCOME TBX 1.ttt ettt st e e (1,524) (1,396) (1,434) (1,255) (2,156)
Profit for the period from continuing operations ...........cccccevvveeiniiceninne. 4,632 5,234 4,990 3,228 5,844
Profit (loss) for the period from discontinued operations .... 762 162 (430) 307 515
Profit for the period 5,394 5,396 4,560 3,535 6,359

*The half-year results were reviewed by the Bank's auditor. The quarterly statements and the split between quarters are not reviewed by the
Bank's auditor.
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Financial assets and liabilities

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

At 30 June 2015 Held Designated Liabilities at Total
for at fair value Loans & amortised carrying

Notes trading through P&L receivables cost amount

Cash and balances with Central Bank ..............cccceen. 21 - - 126,900 - 126,900

Loans and receivables

Loans to credit institutions .........cccceveeeeiiciiieee e 23 - - 52,139 - 52,139
LOANS t0 CUSIOMEIS .....cvuiiiiiiiiiiiiie et 24 - - 653,728 - 653,728
Loans and receivables - - 832,767 - 832,767

Bonds and debt instruments

LISEEA ..o 50,707 31,406 - - 82,113
Unlisted - 3,161 - - 3,161
Bonds and debt instruments 50,707 34,567 - - 85,274
Shares and equity instruments

Listed ........ 5,404 3,920 - - 9,324
Unlisted - 1,717 - - 1,717
Shares and equity instruments 5,404 5,637 - - 11,041
DENVALIVES ... 22 1,581 - - - 1,581
Other financial @SSetS ........cooiiiiiiiiiiiiiieee e - - 16,675 - 16,675
Total financial assets 57,692 40,204 849,442 - 947,338
Derivative instruments and short positions ...................... 22 5,992 - - - 5,992
Deposits from Central Bank and credit institutions .......... 31 - - - 24,017 24,017
Deposits from CUSTOMENS .........covvviiiiiiiieiiieciiee e 32-33 - - - 566,678 566,678
Debt issued and other borrowed funds .. 34 - - - 107,421 107,421
Subordinated 10ans ...........ccceiriiiiiiiiie e - - - 20,336 20,336
Other financial liabilities ... - - - 43,156 43,156
Total financial liabilities 5,992 - - 761,608 767,600
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6. Cont'd
At 31 December 2014 Held Designated Liabilities at Total
for at fair value Loans & amortised carrying
Notes trading through P&L receivables cost amount
Cash and balances with Central Bank ..............cccccvvvvnn. 21 - - 103,389 - 103,389
Loans and receivables
Loans to credit iNStitUtions ..............eevvveviveviiiiiiiiiiiiiinnn, 23 - - 35,072 - 35,072
Loans to customers 24 - - 634,799 - 634,799
Loans and receivables - - 773,260 - 773,260
Bonds and debt instruments
[ (=Y IO PO PPRPON 54,273 31,347 - - 85,620
[0 11153 =T SRR - 1,727 - - 1,727
Bonds and debt instruments 54,273 33,074 - - 87,347
Shares and equity instruments
[ (=T O PRRPN 4,810 2,917 - - 7,727
Unlisted - 2,804 - - 2,804
Shares and equity instruments 4,810 5,721 - - 10,531
DENVALIVES ....ccoeiiiiiiiieieee s 22 1,810 - - - 1,810
Other financial @SSetS .......ccvvicviiieeeiiiiiiiee e - - 3,931 - 3,931
Total financial assets 60,893 38,795 777,191 - 876,879
Derivative instruments and short positions ..................... 22 3,963 - - - 3,963
Deposits from Central Bank and credit institutions .......... 31 - - - 25,796 25,796
Deposits from CUSTOMErS .......oocuviiiiiiiiiiiieiee e 32-33 - - - 529,447 529,447
Debt issued and other borrowed funds ...............cccuveeee. 34 - - - 96,889 96,889
Subordinated 10ans ...........cccccceeeiiiiiie - - - 21,306 21,306
Other financial liabilities ...........cccccceeiiiicieiee e - - - 25,363 25,363
Total financial liabilities 3,963 - - 698,801 702,764

islandsbanki hf. Condensed Consolidated Interim Financial Statements
For the six months ended 30 June 2015 16 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

Fair value information for financial instruments

7.

Financial instruments carried at fair value

The fair value of a financial instrument is the transaction price that would be received to sell an asset or paid to transfer a liability in an orderly
transaction between market participants at the measurement date. Where a market price is not readily available, the Bank applies valuation
technigues based on estimates and assumptions that are consistent with that which market participants would use in setting a price for the
financial instrument. In some instances the Bank uses approximation methods. These approximation methods are explained in more detail
below.

The table below shows financial instruments carried at fair value categorised into levels of fair value hierarchy that reflect the significance of
inputs used in making the fair value measurements as at 30 June 2015. The different levels have been defined as follows:

Level 1: Inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Bank can access at the
measurement date.

Level 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

Level 3: Inputs that are unobservable, e.g. internal assumptions.

At 30 June 2015

Financial assets: Level 1 Level 2 Level 3 Total
Bonds and debt inStrumMents ... 50,951 33,118 1,205 85,274
Shares and equity INSLIUMENTS .......oiiiiiiiiii it e e e e 9,213 1,034 794 11,041
DErivatiVe INSLIUMENTS ......uuuiuiiiiiiiiiiiiiiiiiiiieii e aaeaeasasasaeasasaensasnsasnsnsnsnens - 1,581 - 1,581
Total financial assets 60,164 35,733 1,999 97,896
Financial liabilities: Level 1 Level 2 Level 3 Total
SNO POSITIONS ...ceieeiiiieiee ettt et e e e e ettt e e e e e e e aabbe e e e e e e aaanbnbeeeeeeeannnnes 2,097 - - 2,097
DerivatiVe INSIIUMENES .....viieiiiiiiiiiee e et e e e s e e e e e st r e e e e s snaeeeeeeesesnenreaeeeeeannnns - 3,804 91 3,895
Total financial liabilities 2,097 3,804 91 5,992

The following table shows financial instruments carried at fair value categorised into levels of fair value hierarchy as at 31 December 2014.

At 31 December 2014

Financial assets: Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENTS ........cc.vuiiiiii e ee s 54,618 31,539 1,190 87,347
Shares and equity instruments .. 7,617 98 2,816 10,531
DerivatiVe INSIIUMENES .....viiiiiiiiiiiiie e ettt e e e s s e e e e s st r e e e e s snateeeeeeesssnsnreeeeeesannnns - 1,810 - 1,810
Total financial assets 62,235 33,447 4,006 99,688
Financial liabilities: Level 1 Level 2 Level 3 Total
SNOIE POSITIONS ...eeieeeiiieeii ettt ettt e et e e e e et e e e e e e e sabbe e e e e e e aaanbnbeeeeeeeannnnes 686 0 - 686
DErivatiVe INSLIUMENTS .....uuuuiiiiiiiiiiiiiiiiiiiiieieae e aaeaeasasasasasasnensasnsasnsnsnsnens - 3,184 93 3,277
Total financial liabilities 686 3,184 93 3,963
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7. Cont'd
Reconciliation of financial assets and liabilities categorised into Level 3

Bonds and  Shares and
1 January to 30 June 2015 debt equity

instruments  instruments  Derivatives

Fair value at 31 DECEMDBDEN 2014 .......ooo ittt ettt e ettt e e e e et e e e e e e e bbb r e e e e e e s nnneaeans 1,190 2,816 (93)
PUFCRASES ...ttt e s s - 10 -
T2 1= ST P O TP PTPTRRPPPP - (762) -
Net gains on financial INSITUMENTS .........oiiiiiiiiii et e e e st e e e e e iabe e e e e e e aaanes 15 158 2
Transfers from [EVEI 1 OF 2 ........uiiii e - - -
TrANSTEIS 10 IEVEI L OF 2 ...ttt ettt ettt e e e e e sttt e e e e s bbb b e e e e e e e sabnbe e e e e e annbnneeaeeean - (1,428) -
Fair value at 30 June 2015 1,205 794 (91)

Bonds and Shares and

1 January to 31 December 2014 debt equity

instruments  instruments  Derivatives
Fair value at 31 DeCemMbEr 2013 ........c.uiiiiiiiie it 1,279 2,791 (85)
PUMCNASES ..eiiiee ettt ettt e e ettt e e e e s sttt e e e e e s s st et eeee e e e nseaeeeeaeesasssanaeeeeannsaranaeeeannnnee - 709 -

SAlES .o (32) (383) -
Net gains on financial instruments ... (57) 459 (8)
Transfers from 1EVEI 1 OF 2 .......ooiiiiieiii e - - -
TranSTEIS L0 IEVEI L OF 2 ....ciiiiiieeieee ettt e et et e e st e e e e e eb e et eeene - (760) -
Fair value at 31 December 2014 1,190 2,816 (93)

One equity instrument, a total of ISK 1,194 million, was transferred from Level 3 to Level 1 due to its listing on the domestic market. One equity
instrument, a total of ISK 234 million, was transferred to Level 2 as its value is now derived from its listed assets. Equity instruments worth ISK
505 million and bond options with a negative market value of ISK 91 million were then transferred to Level 2 following a revision of the
significancy of the unobservable inputs used in their valuation models. No other instruments were transferred between levels in the first half of
2015.

The responsibility for the measurement of fair value of financial instruments lies within the business units that are responsible for the positions.
The business units are required to assess the valuation of their assets quarterly and present them for the Investment Committee for approval.
Risk Management is responsible for reviewing the valuations, assessing the extent of market data used and categorising the valuation
methods.

The objective of this valuation process is to arrive at a fair value measurement which reflects the price of the asset or liability that would be paid
or received in an orderly transaction between market participants at the measurement date.

Where applicable, fair values are determined using quoted prices in active markets for identical assets and liabilities. The Bank defines an
active market as one where transactions take place with sufficient frequency and volume. In other cases, where there is no active market, the
fair value is estimated using valuation techniques such as net present value and discounted cash flow models; comparison with similar
instruments for which observable market data exists; net asset value (NAV) for investment fund units or expected recovery for distressed
bonds. These valuation techniques are based on various assumptions and inputs such as risk-free rate, expected revenue growth and credit
and liquidity spreads. In some cases, where significant inputs into these models are not observable, expert judgement and estimation for these
inputs are required.

Actively traded bonds and shares are classified as Level 1. The Bank classifies mutual fund units as shares and equity instruments in Level 3
and estimates the fair value for these units based on NAV where the unit prices are not readily available. Unlisted equities are initially booked at
their transaction price but are revalued each quarter based on the models as described above. They are classified as Level 3. For interest rate
derivatives contracts such as interest rate swaps (IRS) and cross-currency interest rate swaps (CIRS) the Bank calculates the net present value
of estimated future cash flows based on yield curves with key inputs such as interest swap rates and forward-rate agreements (FRAS) rates.
Foreign-currency forwards and foreign-currency swaps are valued using the FX spot rate adjusted for forward pricing points that can be
obtained from market sources. These products are classified as Level 2. Bond forwards and equity forwards are also classified as Level 2 as
they are valued using standard models with key inputs observed from stock prices, estimated dividend rates and funding rates. In general,
standard bond options are classified as Level 2. The Bank classifies non-standard bond options as Level 3 due to the level of internal
estimation used in their valuation.
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7. Contd
The Bank's Level 1 financial assets and financial liabilities contain bonds and equities that are listed either domestically or abroad. Level 2
assets and liabilities contain illiquid bonds in the domestic markets, unlisted equities as well as derivatives. Level 3 assets contain primarily
unlisted and illiquid equities and bonds and bond options.

At the end of 30 June 2015 the Bank's Level 3 shares amounted to ISK 289 million and were valued with a discounted cash flow model. This
model uses various unobservable inputs, most notably the weighted average cost of capital (WACC) and both forecasted yearly revenue growth
and future EBITDA-to-sales ratio. The model is sensitive to changes in all of these estimated variables. An increase in the WACC would result
in a lower fair value and a decrease would result in a higher fair value. On the other hand an increase in both the forecasted yearly revenue
growth and EBITDA-to-sales ratio would result in a higher fair value and a decrease would result in a lower fair value.

The Bank's Level 3 bonds amounted to ISK 1,205 million and were valued based on expected recovery of the bond issuers' assets. The
expected recovery of these bonds ranges from 0-75% and is subject to uncertainty regarding various assumptions, such as the outcome of
legal disputes. An increase or decrease in the expected recovery would result in a similar change in the fair value.

8. Financial instruments not carried at fair value

The table below shows the fair value measurement and classification of financial assets and liabilities not carried at fair value at 30 June 2015.
The different levels are defined as before (see note 7).

Assets
Loans to customers on the Bank's balance sheet that are carried at amortised cost consist of two types:

1) Loans whose carrying amount is less than their claim value, due to either impairments or deep discount.
2) Loans whose carrying amount equals the claim value.

Loans in category 1) are specifically measured at least every six months and every three months for significant amounts and therefore it is
considered that their carrying amount is a good approximation of their fair value. Since measurement is partially based on internal models they
are classified as Level 3. The fair value of the loans in category 2) may differ from their carrying amount because the interest rate they carry
may not reflect the interest rate that similar new loans would carry. This difference stems from two sources:

a) Credit migration: The debtors may not have the same credit-worthiness they had when the loans’ interest rates were last reset and the
collateralisation of the loan may have changed.
b) Fixed rate loans: The interest rate level used as a base for pricing fixed rate loans may have shifted.

The Bank calculates the fair value of loans in category 2) by discounting from the carrying amount the resulting interest rate difference from 30
June 2015 to the loan's next interest reset or maturity, whichever comes first. Since the credit-worthiness is estimated using the Bank's internal
models these assets are classified as Level 3.

For “Cash and balances with Central Bank”, “Loans to credit institutions” and “Other financial assets” the fair value is very well approximated by
the carrying amount since they are short term in nature. They are thus classified as Level 2.

Liabilities
The fair value of a financial liability with a demand feature, such as a demand deposit, is not less than the amount payable on demand,
discounted from the first date that the amount could be required to be paid.

On the liabilities side most deposits are on demand or carry floating interest rates and as such their carrying amount is considered a good
approximation of their fair value. For longer term, fixed rate deposits the Bank calculates the fair value with a duration approach, using the
difference in each liability’s current interest rate from the rate that a similar deposit would carry today. The fair value estimate of deposits does
not take into account the effect of the Payment Service Directive on interest reset dates. All deposits are classified as Level 2 based on the use
of observable market interest rates to estimate the fair value.

For the fair value of "Debt issued and other borrowed funds" the Bank uses an observed market value where it is available. Issued bonds and
bills with quoted market prices are classified as Level 1. If there is no quoted market price the fair value of the debt is valued in the same
manner as deposits if it carries a fixed rate. If the debt carries a floating rate its fair value is estimated by comparing the margin with the Bank’s
current funding premium on debt with similar terms. These liabilities are classified as Level 2. The Bank estimates its funding premium based
on the interest margin on its issued papers including covered bonds, commercial papers as well as foreign currency denominated bonds.

The fair value of liabilities in "Subordinated loans" is estimated using a duration approach by comparing the contractual interest margin with the
interest margin in the market on the Bank's issuance in foreign currency plus a margin to account for the fact that the subordinated liabilities are
junior to the market traded debt. These liabilities are classified as Level 2.

Other financial liabilities mainly include unsettled securities transactions and liabilities to retailers for credit card provision and are classified as
level 2 since their value is not observable from active market prices. Due to the short term nature of these liabilities their carrying amount is
considered a good approximation of their fair value.

The following table shows the fair value for the Bank's assets and liabilities recognised at amortised cost.
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8. Contd
At 30 June 2015 Total fair Carrying
Level 1 Level 2 Level 3 value amount
Financial assets:
Cash and balances with Central banks ..........ccccouiiiiiiiiiiiiiieeeeeieeee. - 126,900 - 126,900 126,900
Loans to credit INSHIULIONS .......ccoiiiiiiiiie e - 52,139 - 52,139 52,139
LOANS 10 CUSTOMENS .....eviiiiieiiiiiiiiie e e - - 656,574 656,574 653,728
Other finanCial aSSEtS ........ccveiiiiiiiiiic e - 16,675 - 16,675 16,675
Total financial assets - 195,714 656,574 852,288 849,442
At 30 June 2015 Total fair Carrying
Level 1 Level 2 Level 3 value amount
Financial liabilities:
Deposits from Central Bank and credit inStitutions .............cccocvevevncens - 24,017 - 24,017 24,017
Deposits from CUSIOMErS ......ooouiiiiiiiee e - 566,699 - 566,699 566,678
Debt issued and other borrowed funds 44,262 63,591 - 107,853 107,421
SUDbOrdiNated 08NS ......ccoiiiiiiiiiii e - 20,336 - 20,336 20,336
Other financial liabilities ...........cccuuiiiiiiii e - 43,156 - 43,156 43,156
Total financial liabilities 44,262 717,799 - 762,061 761,608
At 31 December 2014 Total fair Carrying
Level 1 Level 2 Level 3 value amount
Financial assets:
Cash and balances with Central banks ...........ccccocieiiiiiiniiececeen - 103,389 - 103,389 103,389
Loans to credit iINSHLULIONS ...........eeiiiiiiiiiieee e - 35,072 - 35,072 35,072
LO@NS 10 CUSTOMEIS ....veviiiiiiiiiiiiiiiieieiti e - - 636,141 636,141 634,799
Other fINANCIAl ASSELS ....eeviiiiiiiiiiie e - 3,931 - 3,931 3,931
Total financial assets - 142,392 636,141 778,533 777,191
At 31 December 2014 Total fair Carrying
Level 1 Level 2 Level 3 value amount
Financial liabilities:
Deposits from Central Bank and credit institutions ..............occcceeveeennnes - 25,796 - 25,796 25,796
Deposits from CUSTOMENS .......oooiiiiiiiiiieiiie e - 529,519 - 529,519 529,447
Debt issued and other borrowed funds ..........c.occeeviiiiiiiiie 37,293 59,601 - 96,894 96,889
SubOrdinated I08NS ........cciiiiiiiiiiee e - 21,306 - 21,306 21,306
Other financial Iabilities ............oocviiiiiiiii e - 25,363 - 25,363 25,363
Total financial liabilities 37,293 661,585 - 698,878 698,801
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Offsetting financial assets and financial liabilities
9. Offsetting financial assets and financial liabilities

The table below provides a summary of the financial assets and financial liabilities which are subject to enforceable master netting agreements
of similar arrangements, even if they have not been offset in the statement of financial position.

a) Financial assets subject to offsetting, enforceable netting arrangements and similar agreements

Financial assets subject to netting Amounts not set off but subject to master

arrangements netting arrangements and similar agreements
Balance
sheet
netting with  Financial
Gross gross assets Net amount after
recognised recog- recognis- Financial  consideration of Assets outside the
financial assets nised ed onthe Recognised instruments potential effect of scope of offsetting Total assets
before balance financial balance financial Cash collateral collateral netting disclosure recognised on the
At 30 June 2015 sheet netting liabilities sheet, net liabilities received received arrangements requirements balance sheet
Derivatives 1,581 - 1,581 (416) (56) (13) 1,096 - 1,581
Total assets 1,581 - 1,581 (416) (56) (13) 1,096 - 1,581
At 31 December 2014

Derivatives 1,810 - 1,810 (306) (48) (18) 1,438 - 1,810
Total assets 1,810 - 1,810 (306) (48) (18) 1,438 - 1,810

b) Financial liabilities subject to offsetting, enforceable netting arrangements and similar agreements

Financial liabilities subject to netting Amounts not set off but subject to master

arrangements netting arrangements and similar agreements
Balance
sheet
Gross netting with  Financial
recognised gross liabilities Net amount after  Liabilities outside
financial recog- recognis- Financial  consideration of the scope of
liabilities before nised ed onthe Recognised instruments potential effect of offsetting Total liabilities
balance sheet financial balance financial Cash collateral collateral netting disclosure recognised on the
At 30 June 2015 netting assets sheet, net assets pledged pledged arrangements requirements balance sheet
Derivative instruments and
short positions 3,895 - 3,895 (416) - (1,341) 2,138 2,097 5,992
Total liabilities 3,895 - 3,895 (416) - (1,341) 2,138 2,097 5,992
At 31 December 2014
Derivative instruments and
short positions 3,277 - 3,277 (306) - (1,899) 1,072 686 3,963
Total liabilities 3,277 - 3,277 (306) - (1,899) 1,072 686 3,963
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Net interest income

10. Netinterest income is specified as follows: 2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6

Interest income:
Cash and balances with Central Bank ... 1,319 1,695 2,479 3,378
LoaNSs and reCeIVADIES .........cooiiiiiiiii e 12,697 10,841 22,591 21,159
Financial assets held for trading ............cuviviiiiiiiiiee e 115 376 314 768
Financial assets designated at fair value through profit or loss ... 375 442 725 857
OFhEE BSSELS ....eeiiiiiieitee ettt 30 45 64 99
Total interest income 14,536 13,399 26,173 26,261
Interest expense:
Deposits from credit institutions and Central Bank .............ccccooiiiiiiiiiiiiiiiieee s (108) (124) (199) (263)
DepOosSits frOM CUSTOMETS .......uiiiiiiiiiiiii et (5,023) (4,544) (8,870) (8,820)
[0 0111 s o £ PSSP UPRSRR (1,810) (1,449) (2,946) (2,838)
ST o o] o [T F= Y C=To I [0 T o 1RSSR (257) (232) (516) (462)
Other financial lADIlItIES ........cocoviiiiiie e e e e e e (34) (87) (67) (180)
Other INTEreSt EXPENSE ...c..viiiiiiiie ettt sbee e e 55 (41) (25) (130)
Total interest expense (7,177) (6,477) (12,623) (12,693)
Net interest income 7,359 6,922 13,550 13,568

Net fee and commission income

11. Net fee and commission income is specified as follows: 2015 2014 2015 2014

1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6

Fee and commission income:
ASSEE MANAGEMENT ..eeiiiiiiiiiiiiiieii ittt ettt e e e ee e e e et eeeeeeeeeeeeeeeeeeeeeeeeeeeeenenees 457 435 861 828
Investment Banking and DrOKEIrage .........ooouuviiiieiiiiiiiei et 737 576 1,159 1,086
PayMENt PrOCESSING ...eeiiiuiiiiiiiiieeiie ettt e et e s i e e 3,468 2,740 6,617 5,444
LO@NS aNd QUATANTEES .......eiiiiiiieeiiiiiiie ettt e e e e e et e e e e e e e ssnbe e e e e e e e annnaeeeeens 327 307 662 636
Other fee and COMMISSION INCOME ......ccoiuiiiiiiiiie e 385 311 752 708
Total fee and commission income 5,374 4,369 10,051 8,702
Commission expenses:
121 (0] =] = To [T TP OPPPPPPPON (20) (36) (41) (70)
Clearing and SEtHEMENT .........cooo i (1,826) (1,452) (3,572) (2,784)
Other COMMISSION EXPENSES ....ooiiiiiiiiiiiiee ettt e e e e e et e e e e e e e aibbbe e e e e e s aabeeeeaeaaaansnreeeeas (10) (63) (15) (176)
Total commission expenses (1,856) (1,551) (3,628) (3,030)
Net fee and commission income 3,518 2,818 6,423 5,672
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Net financial income

12. Net financial income is specified as follows: 2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
Net gain on financial instruments held for trading ............cccccoviiiiiiiiein e 381 151 706 58
Net (loss) gain on financial instruments designated at fair value through P&L ............ (106) (132) 1,333 824
Net financial income 275 19 2,039 882
13. Net (loss) gain on financial instruments designated at fair value through profit or loss is specified as follows:
SRAES ..o e (131) (95) 1,301 883
2707010 3OO 25 (37) 32 (59)
Net (loss) gain on financial instruments designated at fair value through P&L (106) (132) 1,333 824
Net foreign exchange loss
14. Net foreign exchange loss is specified as follows: 2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
Assets:
Cash and balances with Central Bank ... 4 17 (14) (41)
Financial assets held for trading .............ooooi e 616 (619) (3,092) (898)
L0oans and reCeivabIes ............oooiiiiiiiii s (2,176) (174) 352 (2,639)
OLNEE @SSELS .. eeiiiiiiiiite ettt ettt e e et e et e e e st e b e e e e e e e ebbbb e e e e e e e anntbseeeaeeeannnnes (235) 88 148 74
Total assets (1,792) (688) (2,606) (3,504)
Liabilities:
DIEPOSIES ...t 1,640 78 548 1,785
10 ool o [T F=1 C=To [ (o= o HO O TSP T R UPPPPPPT (1) 159 969 612
Debt issued and other borrowed fUNAS ...........cooouiiiiiiiiiiii e (152) 496 1,021 843
OLher IADIlItIES .....eieviiiie e 163 (57) (213) (39)
Total liabilities 1,650 676 2,325 3,201
Net foreign exchange loss (141) (12) (281) (1303)
Other operating income
2015 2014 2015 2014
15. Other operating income is specified as follows: 1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
Service level agreemMeNnt FEES .........oii i 46 62 105 133
Legal cost and fees 54 30 95 66
Rental income .........cccceeviiiiicniiee 32 47 56 78
Rental income on foreclosed mortgages .. 66 82 125 174
Other net OPerating INCOME ........uiiiiiiie ittt 54 19 97 902
Other operating income 252 240 478 1,353
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Salaries and related expenses

2015 2014 2015 2014
16. Salaries and related expenses are specified as follows: 1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
SAIANES .. 2,680 2,609 5,375 5,270
Pension and SIMIlar EXPENSES .......cuiiiiiiiiiiie e 389 397 783 779
Social security charges and financial activities tax .........cccceevvciiiieee e 376 390 739 753
(@11 T TP PPP TR RPOUPPPPTT 41 45 101 79
Capitalisation of internal staff costs in software development ............cccccovieiiiieeennne. (65) - (117) -
Salaries and related expenses 3,421 3,441 6,881 6,881
Other operating expenses
2015 2014 2015 2014
17. Other operating expenses are specified as follows: 1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
Other admiNiStrative EXPENSES .......cuviiiiiiie ittt 2,501 1,712 4,676 3,984
Depreciation and amortiSAtION ...........cc.eeiiieiiiiiiiiiiee et e e e e e e e e 187 197 375 394
Other operating expenses 2,688 1,909 5,051 4,378
Net loan impairment
18. Net loan impairment: 2015 2014 2015 2014
1.4-30.6 1.4-30.6 1.1-30.6 1.1-30.6
Loan impairment charged to the income statement:
Specific impairment losses on loans and receivables .. (735) (767) (11,900) (772)
CoOlleCtive IMPAITMENT ........eiiiiiiitie et e e e et bbe e e e e e e s nbereeeaeae e (17) (103) 288 353
Total impairment charged to the income statement (see Note 25) (752) (870) (1,612) (419)
Net loan impairment
Impairment reversal due to revised estimated future cash flows ............ccccceeviieenns 2,729 5,089 5,920 6,158
Net specific impairment losses on loans and receivables ... (735) (767) (11,900) (772)
Net loan impairment before collective impairment 1,994 4,322 4,020 5,386
COlleCtive IMPAITMIENT ........eiiiiiiitie et e e e e et be e e e e e e e abbbeeeaeae e (17) (103) 288 353
Total net loan impairment 1,977 4,219 4,308 5,739
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Income taxes

19. Income tax for the six month period ended 30 June 2015 is calculated at 20%. Special financial activities tax (FAT) is calculated as 6% of
taxable profits above ISK 1 billion. The effective income tax rate in the Bank's income statement is 22,8% for the six months ended 30 June

2015.
Income tax expense recognised in the income statement is specified as follows: 2015 2014
1.1-30.6 1.1-30.6
CUIMTENT TAX EXPEINSE ...ieiteiiie e e ettt e e e e ettt e e e s e et e e e e e e e st e et e e e 4a s R e et et e e a1 s e R e e et e e e e e s s e neee e s e sere e et e e e nassnnnneeeesesnnnnnes 1,953 2,543
Special fINANCIAL ACTIVILIES TAX ......veiiiiieii ittt e e e e et e e e e e s et b b e e e e e abnbb e e e e e e s aannbbeeeeeaesannnnneeas 465 719
Difference in prior year's imposed and calculated iNCOME tAX ........ccoiuuiiiriiiiiiiiie i 26 -
Origination and reversal of temporary differences due to deferred tax aSSets ........ccceeeiiiiiiiiiiiiiee e 476 288
Total 2,920 3,550
The effective income tax rate is computed as follows: 2015 2014
1.1-30.6 1.1-30.6
Profit DEOIE taX.. . .vieieiieie e 12,786 13,946
20% income tax calculated on profit before tax..........ccccvviieiiiiiieiiic e 2,657 20.0% 2,789 20.0%
Special financial ACHVItIES tAX.......uuiiiiiiiiiiiiie e 465 3.6% 719 5.2%
NON-dedUCablE EXPENSES. ......cciiiiiiiiiiii ettt 284 2.2% 196 1.4%
Tax 0N iNCOME NOt SUDJECE 10 TAX .....vvvreieeiiiiiiiei e e ettt e et e e e e e (447) (3.4%) (735) (5.3%)
Correction in accordance with ruling on prior year's taxable income ........... 77 0.5% (14) (0.1%)
Other dIffErENCES. ... . .eeiieie e e e e e eaenees (16) (0.1%) 595 4.3%
Income tax expense 2,920 22.8% 3,550 25.5%
Earnings per share
20. Earnings per share are specified as follows:
Discontinued operations
Excluded Included
2015 2014 2015 2014
1.1-30.6 1.1-30.6 1.1-30.6 1.1-30.6
Net profit of the equity holders of the parent,
according to the Condensed Consolidated Income Statement ...........cccccvvvveeeeerinnns 9,640 10,205 10,564 14,464
Weighted average number of outstanding shares for the period, million ..................... 10,000 10,000 10,000 10,000
Basic earnings per share 0.96 1.02 1.06 1.45

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2014: none).
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Cash and balances with Central Bank

21. Specification of cash and balances with Central Bank:
30.6.2015 31.12.2014

[0 1] 4 o] o 1 1 T= 1 Vo OO P PP UOPUPPPPPIN 2,926 2,256
Balances with Central Bank other than mandatory reserve deposits . 20,902 10,738
LI I (=] oL 1] OO OOOPPPUTRRPRONE 93,281 80,843
Included in cash and cash equivalents 117,109 93,837
Mandatory reserve deposits With Central BAnK .............cooooiiiiiiiiii et e e e 9,791 9,552
Cash and balances with Central Bank 126,900 103,389

The average balance of the Central bank current account for each month must be equivalent to at least mandatory reserve deposits, amounted
to ISK 9,791 million (December 2014: ISK 9,629 million).

Derivative instruments and short positions

22. Derivative instruments and short positions:

At 30 June 2015 Notional Notional
values values

related to related to

Assets assets Liabilities liabilities

INTEIEST FALE SWAPS ...eeeieeiiiiiireieie e e ettt e e e e s et e e e e s e e e e e s e et e e e s e e e e e e e ennennes 171 10,605 1,417 33,455
CroSs CUIrenCY INtEreSt rAte SWAPS .....ccieeiiiuririieeeaaiiiieeeeeeeaaetbre e e e e e e siibeeeeaeesasneeneeeeas 1,049 21,783 1,650 28,743
EQUILY FOMWAIS ....eeiiiiiieieee ettt e e e et e e e e e 132 1,269 254 1,971

Foreign exchange forwards 16 2,646 426 7,462
FOreign @XChange SWAPS .........uuiiiiiiiiiiiie et e e 171 8,644 5 922
BONG FOMWAITS ... e 42 2,040 52 5,820
[2Te] g o [o] o] (0] TP U TSP TPPPPPPT - - 91 25,000
Derivatives held for trading 1,581 46,987 3,895 103,373
Short positions iN liSted DONAS ...........ueiiiiii e - - 2,097 -
Total 1,581 46,987 5,992 103,373
At 31 December 2014 Notional Notional
values values

related to related to

Assets assets Liabilities liabilities

INTEIEST FALE SWAPS ...eeeieeeiiiriiiieie e e it e e e e et e e e e et e e e e e s e e e e e e e sntnrn e e e e e e senrnnnee 360 10,800 1,027 18,950
Cross currency interest rate swaps 886 34,369 1,926 24,252
EQUILY FOMWAITS ....ceiiiiiiieiei ettt e e et e e e e 144 1,605 117 1,482
Foreign exchange forwards .... 16 1,468 97 3,695
FOreign @XChange SWAPS ........uuiiiiiiiieiiiie ettt e e 306 4,744 2 963
BONG FOMWAITS ... 98 4,371 15 1,100
[2Te] 0o [o] o] (0] =TT TT T UPPPPPPT - - 93 25,000
Derivatives held for trading 1,810 57,357 3,277 75,442
Short positions iN liSted DONAS ...........uveiiiiii e - - 686 -
Total 1,810 57,357 3,963 75,442
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Loans and receivables

23. Loans to credit institutions: 30.6.2015 31.12.2014
MONEY MATKEL IOBNS .....eieeiiiiiitiie ettt ettt e oo oottt e e e e 4t bttt e e e e e ek abe e et e e e e e s abbbe e e e e e e aanns e e e e e e aannbbnbeeaeeeannnnneeaaenan 17,905 10,889
[z L= oo o TU o] £ SRR 34,234 24,183
Loans to credit institutions 52,139 35,072

24. Loans to customers - impairment allowance per sector:

At 30 June 2015

Specific Loans less
Gross impairment impairment

amount allowance allowance

Loans to customers:
L1 g o 11V To [ =TSP PPPT PP 264,169 (4,377) 259,792
COMMEICE @NA SEIVICES ..eeeeeiiiitiiiieeeeeeiiitteeeeesaetteteeeee s e s eataaeaeeeaastaaetaeeaessstaseeeeesasnssaanaeeessanneeeeeeennns 93,715 (2,850) 90,865
[070] 01511 {1 (o3 1T ] o HUU PR TT RO PPPPPPPN 23,299 (3,535) 19,764
T LT 0 )PP OTPTRR PR 3,791 - 3,791
FINANCIAI SEIVICES ....eeiiiiiiiieii ettt e e ettt e e e e e bbb e e e e e e et bbbt e e e e e aananeeeaeeaannbnneeas 114 (8) 106
Industrial and trANSPOTTALION .......coiuriieiitie ettt e et e et e e e e et e e anneees 67,240 (646) 66,594
Investment companies ............ . 21,499 (3,153) 18,346
Public sector and non-profit organisations ..... O PSP PP PP OPPPPPPRN 11,524 - 11,524
Real estate .. e ———————— 103,865 (545) 103,320
SCATOOM ... et 83,171 (983) 82,188
Loans to customers before collective impairment allowance 656,290
Collective impairment AlIOWANCE ..........oiuuiiiiiiieiiiie ettt e (2,562)
Loans to customers 672,387 (16,097) 653,728

At 31 December 2014

Specific  Loans less
Gross impairment impairment

amount allowance allowance

Loans to customers:
INAIVIUAIS ...t en e e e e e e 268,053 (5,205) 262,848
Commerce and services . 83,590 (3,932) 79,658
(013151 1 (U od o] H R OO T PO P PP TU PP OUPPPPPPN 21,472 (2,721) 18,751
ENBIQY ottt ettt e ranaeaes 7,315 - 7,315
FINANCIAI SEIVICES ...t e e 121 - 121
Industrial and traNSPOITALION .........o.euiiiiiie ettt e e e et e e e e e e stsbe e e e e e e aaaabebeeaeeeannnnes 63,019 (1,1412) 61,878
INVESTMENT COMPANIES ....uttiieieiiie ettt ettt e et e bt e e et e e ea et e st e e et e e nab et ebneeeaneees 15,531 (1,620) 13,911
Public sector and non-profit OrganiSAtiONS .............eiiiiiiiii e 12,234 (18) 12,216
REAI ESTALE ... e 100,774 (1,234) 99,540
SAFOOM ...ttt h et et n e 82,449 (1,037) 81,412
Loans to customers before collective impairment allowance 637,650
Collective Impairment @lIOWANCE ............eeiiiiiiiiiiiiee ettt e e e e e s et r e e e e e s sanbeeeeasaaannes (2,851)
Loans to customers 654,558 (16,908) 634,799
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25. Impairment

The following table shows the movement in the provision for impairment losses for loans and receivables.

Specific Collective
impairment  impairment
allowance allowance Total
AL L JANUANY 2015 ..ot e e 16,908 2,851 19,759
AMOUNES WHEEEN-OFF ..ot e e e e s et r e e e e e e s b be e e e e ennnneeeas (2,785) - (2,785)
Recoveries of amounts previously WItteN-0ff ..o 340 - 340
Principal credit @djUSTMENT ..........oiiii it e e e et r e e e e e asbbe e e e e e e e e nnrnreaeeeaanes (266) - (266)
Charged to the INCOME STAIEMENT .....cciiuiiieiiiie et 1,900 (288) 1,612
At 30 June 2015 16,097 2,562 18,659
Specific Collective
impairment  impairment
allowance allowance Total
AL L JANUANY 2004 ..ot e et s e e 24,234 3,682 27,915
RECIASS L JANUAIY ..ottt ettt oottt e e e e ekt e e e e e e e a bbb e e e e e e e e e sbb b e e e e e e e ennbbeeeeeannnnneeeas (137) 137 -
Amounts written-off ... (9,745) - (9,745)
Recoveries of amounts previously written-off . 934 - 934
Principal credit adjustment (1,200) - (1,200)
Charged to the INCOME STAEMENT ......coiuiiiiiiiie ettt 2,822 (1967) 1,855
At 31 December 2014 16,908 2,851 19,759
Investment in associates
30.6.2015 31.12.2014
26. Changes in investments in associates:
Investment in associates at the beginning Of the YA ..........ooiiiii e 570 1,563
WX (o1 dTo] Ko (0] 4T gTo 1 g [T o T=T4 o Lo [ PO O PP TP PO PPPPPPTIN - 62
=LYz 11U U1 T o RS (21) (20)
SNAIE OF TESUILS ...t e e s e e e e b s b e e e s b e e e e s b e e e s be e e s sabeeesanes 63 27
[DIES g oW1 o] gl ] oF=T o] ¢= T TSP U PSP PPPPPPP - (1,062)
Investments in associates at the end of the period 612 570
Investment in subsidiaries
27. Significant subsidiaries:
Owner- Owner-
Location ship ship
30.6.2015 31.12.2014
Borgun hf., Armula 30, 108 REYKJAVIK .........ccveveeeeieeieeeeeeeeee et eee ettt et en e Iceland 63.5% 63.5%
islandssjodir hf., Kirkjusandi 2, 105 Reykjavik Iceland 100% 100%
Midengi ehf., Laekjargotu 12, 155 REYKJAVIK ......ccviiiiiuiiiiiiiieaiiie ettt Iceland 100% 100%
Hringur eignarhaldsfélag ehf., Digranesvegi 1, 200 KOPAVOGUI ........cccuvvieiimiieiiiieeiiieee e Iceland 100% 100%
Allianz island hf., Digranesvegi 1, 200 KOPAVOGUF ..........ccvoueveueeeeeeeeeeeeeeeeseeeeeeeeieeeeeeeseienenns Iceland 100% 100%
D-1 ehf., Kirkjusandi 2, 105 REYKJAVIK ........cccuriiiiiiiiiiiie ittt Iceland 100% 100%
Geysir Green Investment Fund slhf., Kirkjusandi 2, 105 Reykjavik ..........ccccoceiiiiiiiiiniiiiieniice e, Iceland 100% 100%
Fergin ehf., Hesthalsi 6-8, 110 REYKJAVIK ..........cooriiiiiiiiiiiiiii e Iceland 80% 80%
Frumbherji hf., Hesthalsi 6-8, 110 REYKJAVIK ........cccuiiiiiiiiiiiie it Iceland 80% 80%

20 other subsidiaries (SME)
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Related party disclosures

28. Ultimate controlling party

The Bank has determined that ISB Holding ehf. is the ultimate controlling party of the Bank with GLB Holding ehf. and Glitnir hf. having
significant influence. This is in accordance with the definition of a related party in IAS 24 Related party disclosures and is reflected in the related
party transactions.

The Icelandic State Treasury owns 5% of the Bank's shareholding through the Icelandic State Financial Investments (ISFI). Entities which are
controlled, jointly controlled or significantly influenced by the government (state-controlled entities) are not considered as being a related party if
neither entity actually influenced the other and if the state did not actually influence either entity with regards to transactions between them. The
Bank's transactions with state-controlled entities during the period were based on general business terms and are therefore not considered to
be related party transactions.

Cash and balances with the Central Bank are disclosed under Note 21 and Deposits from Central Bank are disclosed under Note 31. The Bank
also holds a Tier Il subordinated loan in EUR with the Central Bank of Iceland with a total balance of ISK 20,336 million (2014: ISK 21,306
million). The Tier Il is expected to be replaced by a subordinated loan issued by Glitnir by the end of the year 2015, as part of a proposed re-
capitalisation of the Bank (see Note 39).

Related party transactions

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

All loans to employees are provided on general business terms of the Bank. The balances do not reflect collaterals held by the Bank.

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

At 30 June 2015
Commitments
Assets Liabilities Net balance  Guarantees and overdraft

Shareholders with control over the Bank ...........cccccceeeiiiiiiiiene e - (111) (111) - -
Board of Directors and key Management personnel ............ccccceevceeennns 446 (775) (329) 27 125
Associated companies and other related parties 460 (1,164) (704) 415 27
Total 906 (2,050) (1,144) 442 152

At 31 December 2014
Commitments

Assets Liabilities Net balance  Guarantees and overdraft
Shareholders with control over the Group .........ccoccveeriiiiiiieeeneeenn - (147) (147) - -
Board of Directors and key Management personnel ............cccccceeeeennnnns 430 (611) (181) 27 77
Associated companies and other related parties ............cccoccveevnieeeninnen. 553 (1,316) (763) 435 26
Total 983 (2,074) (1,091) 462 103

Impairment allowances of ISK 302 million (2014: ISK 714 million) were recognised in the period against balances outstanding with associated
companies.

No share option programmes were operated during the reporting period 1 January - 30 June 2015.
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Non-current assets and disposal groups held for sale

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

30.6.2015 31.12.2014
REPOSSESSEU COIALETAL ...ttt e oo e ekttt e e e e e s aabe e e e e e e e s nbbbe e e e e e e snbbeeeeeeeaannbbseaaaeaaans 6,915 8,592
Assets of disposal groups classified as held fOr SAIE ............cooiiiiiiiii e 8,848 13,057
Total 15,763 21,649
Repossessed collateral:
(=Yoo I To o o] (o] o 1= 1 Y/ TSP PP PP PP PPPR 6,443 8,176
Industrial equipment and vehicles 107 51
Shares and equity instruments 365 365
Total 6,915 8,592
Assets of disposal groups classified as held for sale: 30.6.2015 31.12.2014
LT o PSSP ORISR 648 150
EQUILY INSIFUMIEBINES ...ttt ettt e oo sttt e e e+ 4o ke bt e et e e e ok kbt et e e e 24 e e mbtb et e e e e e abbeeaeeeeaannbbeeeeeeeaannbnbeaeaeeaann 775 775
RECEIVADIES ...ttt r et h et R e r et e 661 1,050
TAX @SSELS ...ttt R 16 78
(e o =T g i [=T = g To [ F= T o To PP P PRSP PPPPP PO 2,892 6,820
[=Lo [T o] T=T o | APPSR PPT P OPPPPPPTTPIN 462 411
(@] o] o TS £ OO PO PP 3,394 3,773
Total 8,848 13,057
Liabilities associated with assets classified as held for sale: 30.6.2015 31.12.2014
[ 1Yz Lo (=T U O TP P PP PUPPPPPUTTN 123 80
Deferred tax liabilities 79 76
INCOME TAX PAYBDIE ..ottt ettt e oottt e e e e e s bbbt e e e e e e s a bbb et e e e e e e bbe e e e e e e e snbbeeeaeeeaannbbseaaaeaaans 52 45
Borrowings ................ 2,369 2,284
Other liabilities 377 305
Total 3,000 2,790

On 31 May 2015 the Bank sold 100% of its shareholding in Bréfabaer ehf., Fjarvari ehf. and Saevarhofdi ehf. The entities were classified as
disposal group held for sale. The Bank has derecognised the assets and liabilities and other components related to the subsidiaries. Any
surplus or deficit arising on the loss of control is recognised in profit or loss in the line item "Profit from discontinued operations, net of income

tax".

Other assets

30.6.2015 31.12.2014
30. Other assets are specified as follows:

L= ToT =11V Z= o] =SSP 5,846 4,845
Unsettled SECUITIES tTANSACTIONS ........uuuuiiiiiii e b s b s bsssssssssssnsnnnsnnnsnnnnnn 13,229 1,660
oo 1T SRS 736 606
e (=] = 1o =) (o 1=T 0 EY =T SO TT PP UPPPPPPTN 407 213
Other assets 298 295
Other assets 20,516 7,619
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Deposits from Central Bank and credit institutions

32.

33.

34.

30.6.2015 31.12.2014
31. Deposits from Central Bank and credit institutions are specified as follows:
Repurchase agreements with Central Bank 26 69
Deposits fromM Credit INSTIEULIONS .......ci ittt e e e et e e e e e e e s bbbt e e e e e s e abbe e e e e aaanbbbeeeeaeeaannnbeeeaaeaan 23,991 25,727
Deposits from Central Bank and credit institutions 24,017 25,796
Deposits from customers
30.6.2015  31.12.2014
Deposits from customers are specified by type as follows:
DT =T aTo le (=T o To 1Y | PSPPSR PR PPPPPPPR 436,060 421,332
LI LENe (=] o Lo ]| ST PO TP PR POPPPI 130,618 108,115
Deposits from customers 566,678 529,447
Deposits from customers are specified by owners as follows:
30.6.2015 31.12.2014
Amount % of total Amount % of total
Central government and state-owned enterpriSes........ .. iiirieeiiiiiiiieee e esiieeeee e 10,693 2% 11,437 2%
MUNICIPAITIES ...ttt e et 11,272 2% 6,810 1%
(00]10] o= 11 1= 2 TR PSP PO UPPPPUTN 341,787 61% 310,317 59%
INAIVIAUAIS. ... 202,926 35% 200,883 38%
Deposits from customers 566,678 100% 529,447 100%
Debt issued and other borrowed funds
Specification of debt issued and other borrowed funds: 30.6.2015 31.12.2014
NON-NSTEA ISSUET DONAS .....eiiiii ettt e oo e sttt e e e e e e s sbe et e e e e snbb e e e e e e e e annbbbeeeaeesannnrnneas 25,605 27,810
LIStEd ISSUE DONGS ...ttt 79,092 66,460
LoaNS from Credit INSTILULIONS .......o..ieeiieie ettt ettt e ettt et e e e s e bbb et e e e e e s kbbbt et e e s snbee e e e e e aanbbbneaeeaaaannnees 3 2
OLer AEDE SECUILIES ..ot et e st e sr e e s b e e r e s e e an e e e e reeenee e 2,721 2,617
Debt issued and other borrowed funds 107,421 96,889
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Other liabilities

35. Specification of other liabilities:

AACCTUAIS .ottt e ettt e e Rt et R e Rt Rt Re e R e n e e e nn e s
Liabilities to retailers for credit card .......

Provision for effects of court rulings*
Provision for estimated losses from guarantees and others**
Capital gains tax
Unsettled securities transactions
Deferred income
Sundry liabilities

30.6.2015 31.12.2014

.................................................................................. 495 1,629
...................................................................................................................................................... 886 1,623

....................................................................................................................................................... 3,390 3,323

Other liabilities

. 3,590 3,250

28,257 22,639

2,476 2,808

13,897 1,798

186 192

53,177 37,262
Provision

for estimated

Provision losses from

for effects of  guarantees
court rulings* and others** Total
AL L JANUANY 2015 ..ottt e e nree e 2,808 1,629 4,437
Provision used during the PEHOQ .........c.euiiiiiii e e e e e e e e (332) - (332)
New provisions and reversed provisions during the Period .............cccueeiiiiiiiiie e - (1,134) (1,134)
At 30 June 2015 2,476 495 2,971

Equity

36. Authorised share capital of the Bank is 10,000m ordinary shares of ISK 1 each. At 30.6.2015 paid up share capital totalled ISK 65,000m which

is the total stated share capital of the Bank.

Total share capital:

30.6.2015  31.12.2014

(@] (o[ a =T ] T TE R ot o] = OO TP P PSSP PP PRSPPI 10,000 10,000
SNAIE PrEIMIUM @CCOUNT ......eiiiie ittt e e e ettt e e e e et ettt e e e e e e tabe e et e e e aastebe e e e e e e s s nbe e e e e e e aaaabebeeeeaeanbbbeeeeaeesannnbsneaaeaeannnnnes 55,000 55,000
Total share capital 65,000 65,000

Balance of custody assets

37. Balance of custody assets:

Custody assets

Contingencies

38. Contingencies
Provisions

Foreign currency loans

30.6.2015 31.12.2014

699,054 666,715

Several rulings of the Supreme Court of Iceland during the period from 2010 to the first months of 2015 in relation to foreign currency-linked
(“FX-linked”) loans have affected the Bank. Most important of these rulings was a ruling in June 2010 on the illegality of the principal of loans in

ISK being linked to foreign currencies. Consequently, such loans could not carry Libor/Euribor interest rates.

The effects of these rulings and the subsequent corrections to the recalculations of illegal FX-linked loans have been reflected in the value of

the loans in the Bank's Consolidated Financial Statements.
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38. Contd

The combined court rulings have reduced the uncertainty regarding which foreign currency loans are illegal and how they should be
recalculated. The corrective process is in its final stages and the last remaining recalculation involves corporate financial leasing contracts.

The majority of the 10 remaining court cases involve loan contracts with minor deviations in terms from those cases that have already been
ruled upon. The remaining cases involve FX-linked mortgage contracts which have repeatedly been found to be legal foreign currency
denominated loan contracts. The cases involving loan contracts do not involve large sums and are unlikely to set any significant precedent as
far as other loan contracts are concerned. As to the mortgage contracts, the Banks presumes that the courts have already ruled on the issues
presented by the plaintiffs. The likelihood of the Bank having to perform another round of mortgage mass-recalculation is very slim. The Bank
has recognised a provision of ISK 2,476 million in relation to foreign currency loans (see Note 35).

Contingent liabilities

Variable rate loans

The Consumer Agency (“Agency”) published in September 2014 its decision on a matter regarding the terms of, and information relating to the
granting of, a consumer mortgage with interest reset terms granted by the Bank in 2005. The Agency found that the terms offered by the Bank
and its predecessor, regarding the method and conditions of resetting interest to be in breach of Articles 6 and 9 of Act no. 121/1994 on
Consumer Credit (superseded in November 2013). The Agency believes that the terms offer insufficient explanation on how or what can affect
the decision on the revised interest rate. To support its decision, the Agency cites among other things a decision from 2009 by the Consumer
Appellate Committee. The Bank has stated officially that it disagrees with the Agency's decision on the point that the law requires such detailed
explanations on the outcome of a change in interest rate. The terms explicitly state the time period when the Bank can change the interest rate
(every five years) and, moreover, that the borrower can settle the loan without a pre-settlement charge if the borrower is not content with the
terms. The precedent quoted by the Agency did not involve such terms.

As previously mentioned, Article 12 of the former Consumer Credit Act no. 121/1994 allows the calculation of the Annual Percentage Rate of
Charge ("ARPC") on the assumption that the price level, interest rate and other charges will remain unchanged to the end of the credit
agreement. Thus, the Bank notified each borrower on the effects of variable interest rates, for example the payment schedule document did
state: “Please note that this schedule is based on the present CPI, interest rate and service charges list in effect at islandsbanki at the time of
issuance.”

The Bank decided to postpone some scheduled interest rate changes following the Agency’s decision. Customers have the option of receiving
better terms by restructuring their loans with the appropriate documentation, fully adapted to the new legislation on consumer loans. There is no
doubt that similar terms were applied by all major financial institutions serving the housing loan market, including the Housing Financing Fund
(“HFF).

The decision of the Agency was appealed to the Consumer Appellate Committee which published its decision on 19 June. The Committee
confirmed the decision of the Agency. The Bank has the option to put the matter before the courts which is currently under consideration. The
consequences of a similar court verdict are not easily quantifiable seeing that the loan contract forms in question have been reducing greatly in
numbers through refinancing and the general increases in the property market. The Bank made an offer to its customers in 2010 to postpone
the interest rate increase until September 2013. Therefore, potential claims would only apply to a period of 24 months. The Bank considers it
doubtful that the outcome will be unfavourable to the Bank and has not recognised a provision in relation to this matter.

Formal investigation by the Icelandic Competition Authority regarding an alleged violation of competition law by Islandsbanki

The Icelandic Competition Authority (“ICA”) has initiated an investigation concerning alleged violations of the Competition Law by the Bank.
Details of the investigation remain confidential.

The ICA has requested and received information from the Bank and has, following its review, sent the Bank an opposition document. The ICA
considers the violations to be extensive, to have been in existence for a considerable period of time and to concern important markets. The
opposition document is one stage in the processing of the case and does not comprise a final administrative decision.

The Bank strongly disagrees with the ICA's findings and has presented its objections. However, should the ICA's findings be final, sanctions
may come into consideration, in accordance with Article 37 of the Competition Act. The Bank has not recognised a provision in relation to this
matter.

Formal request for information by the EFTA Surveillance Authority into alleged unlawful state aid to Islandsbanki

On 22 October 2013 the EFTA Surveillance Authority (“ESA”), following a complaint, formally requested information on alleged unlawful state
aid granted to the Bank through long-term funding at favourable interest rates by the Central Bank of Iceland. The funding was in the form of an
approximately 55 billion ISK bond with a ten year tenure, issued by the Bank, to the Central Bank. It is alleged that the funding was provided on
terms more favourable than the then current market terms.

The Icelandic authorities and the Bank have sent all relevant information and their observations as per the ESA request, in order to determine
whether or not the measures involve state aid based on the interpretation of Article 61 of the EEA Agreement, or if they qualify for an exemption
under Article 61(2) or (3) of the EEA Agreement. Both parties state that the measures cannot be considered state aid within the meaning of
Article 61(1) of the EEA Agreement, as the funding in question was provided at what has to be considered market rates at the time and were
indeed favourable to the Central Bank. However, should ESA disagree, then the measures must be considered state aid compatible with the
functioning of the EEA Agreement under Article 61(3) (b) of the EEA Agreement. If the funding is found to be an unlawful state aid, then it is
expected that the Bank may have to reimburse the Central Bank with an amount equal to the difference between market terms, and the terms
of the Bond. The Bank has not recognised a provision in relation to this matter.
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38. Cont'd
The Depositors' and Investors' Guarantee Fund

In 2010, under a previous legislation, the Bank was required to grant the Depositors' and Investors' Guarantee Fund a declaration of guarantee
in case the fund's assets did not meet the required minimum amount. Accordingly, the Bank issued a declaration of guarantee for future
obligations amounting to ISK 3,724 million. The Bank did not recognise a liability in its financial statements in respect of this declaration which
is now considered void. The amended legislation does not stipulate a requirement for such a declaration of guarantee. However, there remains
some uncertainty as to its validity in relation to losses originated in the period from October 2008 to June 2012.

Contingent assets

Settlement of the 2011 Byr acquisition

The Bank acquired Byr hf. (“Byr”), a former savings bank, in 2011 from the Byr Winding-up Committee (“Committee”) and the Icelandic Ministry
of Finance and Economic Affairs (“Ministry”). According to standard practice, the Bank retained the right to re-evaluate the fair value of the net
assets acquired and subsequently to demand a refund if the fair value of the net assets was not in line with what was presented in the entity’s
financial statements. A claim amounting to ISK 6,943 million plus interest was filed with the Committee in June 2013. The claim is filed as a
priority claim, according to Article 110 of Act on Bankruptcy no. 21/1991, to be set off against a bond amounting to ISK 5,834 million with
settlement dates in November 2014 and 2015. Payments on the bond have been, and will be, made with reservation. The Committee rejected
the claim with a letter dated 30 September 2013. At a creditor’'s meeting in December 2013 it was decided that the Committee would refer the
dispute to the District Court of Reykjavik. A formal claim amounting to ISK 911 million plus interest was filed with the Ministry on 24 September
2014. Both claims have now been filed with the District Court of Reykjavik. Furthermore, the District Court has appointed two independent
professionals, at the request of islandsbanki, to perform a formal evaluation of the Bank's claim on the Ministry and the Committee. The
evaluation is expected to be completed before the end of 2015. Court proceedings will therefore presumably commence in the fourth quarter of
2015. The Bank has not recognised any revenues relating to this claim.

A new Act, Stability Tax no. 60/2015, passed by Parliament in July 2015 may affect the Bank’s claim on Byr, whereas the Byr estate may be
liable to pay a one-off stability tax of 39% of total assets, providing the estate has not reached a composition agreement with its creditors before
the end of 2015. This taxation, if payable, will rank before the Bank’s claim. At present, it is uncertain if the Byr estate will seek composition.

Other

Indexed loans

Three court cases have been filed, one against the Bank and the others against the Housing Financing Fund (“HFF”) and Landsbanki,
challenging the legality of fixing the principal of a mortgage to the consumer price index (“CPI”). Such indexation has been the industry standard
in Iceland for over 30 years, although the method of calculating the index has changed over the years with the most recent change being
introduced in 1995. The court proceedings have lasted for almost three years, partly because the courts did support a motion by the plaintiffs in
all the cases to seek an opinion of the EFTA court on some key issues.

The case against the Bank was based on the indexation being in violation of the EU Directive 93/13/EU (“Directive”) on unfair terms in
consumer loan contracts. As a secondary ground, the plaintiff sought to nullify the CPI increase by stating that the index was wrongfully applied
as far as a proper forecast of the effect of the CP| was concerned, namely by using a zero-inflation forecast in calculating the APRC and the
payment schedule. This, the plaintiff stated, was in violation of the procedure mandated by the Law on Consumer Credit then in force. The
Directive does not prohibit the use of price indexation, provided that the consumer is adequately informed about the method of calculating the
index and the factors that affect changes in the index. Thus, the case did not challenge the indexation as such, but only the context in which it
was deployed. The scope of the Directive is limited to consumer loans. As the Directive does not require full harmonisation, it was not adopted
by Iceland in its entirety. Instead, the existing contract law was amended by adding four new articles.

The EFTA Court published its opinion on 28 August 2014. In short, the Court stated that:

1. The EU Directive 93/13/EU does not generally prohibit contractual terms on the indexation of mortgage loans in contracts between a supplier
and a consumer. It is for the referring court to assess whether the term at issue is deemed to be unfair.

2. The Directive does not limit the discretion of a European Economic Area State to determine, whether through legislation or by means of
administrative regulation, the factors that may cause changes in a pre-determined index, such as the Icelandic consumer price index, as well as
the methods for measuring those changes, provided they are explicitly described in the contract.

3. It is for the competent court to establish whether a particular contract term has been negotiated individually within the meaning of the
Directive.

4. It is for the competent court to establish whether a contract term relating to the indexation of repayment instalments of a loan to finance real
estate purchases must be regarded as having been explicitly and comprehensibly described to the consumer.

5. Article 6(1) of the Directive must be interpreted as meaning that, where a national court considers that a given term is unfair within the
meaning of the Directive, that court must ensure that such a clause is not binding to the consumer provided that the contract is capable of
continuing in existence without the unfair term in so far as, in accordance with the rules of domestic law, such a continuity of the contract is
legally possible.

Thus, the general conclusion of the EFTA Court was that indexation is permissible in consumer contracts, but Icelandic courts must decide if it
is properly applied and described to the consumer and on the consequences if it was not.
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38. Contd

The District Court of Reykjavik ruled on the case against the Bank, as well as the HFF case, on 6 February 2015. It found that indexation was
neither in violation of EU Directive 93/13/EEC, nor the Icelandic Act on Contracts no. 7/1936. Although not presented as an argument by the
plaintiff in the beginning of the court proceedings, the Court also ruled on the compatibility of using zero-inflation forecast in calculating the
APRC and the payment schedule. Like the EFTA Court and the Consumer Agency (see below), it found that although such a forecast was not
satisfactory in light of the Act on Consumer Credit no. 121/1994, the increase of principal was nevertheless enforceable. The Court found that
the plaintiff did not demonstrate in any way that the increase was beyond what the plaintiff should have expected, given the widespread and
common use of indexation in the past decades. The ruling in the HFF case was founded on the same arguments.

The Supreme Court ruled on the Bank’s case on 13 May 2015. The Bank’s case was granted a simple and a speedy procedure because it only
involved an enforcement dispute. The Court upheld the decision of the District Court, based mostly on the same arguments. In addition, as to
the question on the use of zero-inflation, the Court acknowledged that some discrepancy was evident when the Directive on consumer loans
was adopted to local law in 1994. Despite the fact that Icelandic law should be interpreted as close to the EU/EEA law as possible, such a rule
could not change the meaning derived from the wording of the Icelandic law which states that it is permissible to assume when calculating the
APRC and the payment schedule that the inflation will remain unchanged.

The Consumer Agency (“Agency”) published in February 2014 its decision on a matter regarding the terms of, and information relating to the
granting of, a consumer price indexed (“CPI-linked”) mortgage by the Bank in 2005. The decision was based on the arguments later presented
by the EFTA Court. The Consumer Appellate Committee decided on the case on 23 February 2015 along the same lines now as presented by
EFTA Court. However, the committee did not agree with the Consumer Agency on the method of forecasting, stating that the two-month
change in the CPI prior to the granting of the loan did not constitute a satisfactory foundation for forecasting. In light of the court decision
described above, the decision of the Appellate Committee is of no consequence. The procedure in question has been upgraded following the
implementation of the new Act on Consumer Credit no. 33/2013.

The Bank considers this matter concluded based on the ruling of the Supreme Court and therefore provisions are not applicable.

Events after the end of the reporting period
39. Heads of Agreement

On 3 July 2015, the Icelandic Parliament passed an Act imposing a one-off stability levy of 39% of total assets on financial undertakings
previously operated as commercial banks or savings banks, that are currently in winding-up proceedings and have not concluded composition
agreements by the end of 2015 that satisfy stability conditions set by the authorities. The objective of the Act is to facilitate liberation of the
capital controls in Iceland and at the same time ensure stability in the interest of the general public. One of these financial undertakings is
Glitnir hf. (Glitnir).

Based on the above and a proposal put forth by the Icelandic Ministry of Finance and Economic Affairs, the Bank entered into a Heads of
Agreement with Glitnir and its subsidiaries ISB Holding ehf. and GLB Holding ehf., concerning the re-capitalisation of the Bank in order to
facilitate the composition of Glitnir. The proposed re-capitalisation is expected to result in a reduction in Bank's equity corresponding to a total
capital ratio of approximately 23%. The main components of the re-capitalisation will be as follows:

« In order to reduce the total capital ratio to 23%, the Bank will issue an unsecured ISK denominated bond amounting to ISK 36 billion with a 10
year maturity and subordinated notes amounting to ISK 16 billion with a minimum tenure of 10 years. The subordinated notes will be either in
the form of Tier 2 notes or Alternative Tier 1.

The Bank will issue a new Tier 2 note to Glitnir replacing the existing Tier 2 note denominated in EUR with a minimum tenure of 10 years.

» The Bank will issue an ISK denominated bond to Glitnir with a tenure of 10 years to replace Glitnir's deposits in ISK currently held by the
Bank.

» The Bank will issue Euro Medium Term Note ("EMTN") notes equivalent to an aggregate amount of approximately 40 billion, thereof 37 billion
will come from deposits in foreign currency held by the Bank and 3 billion from the sale of Glitnir's domestic assets for foreign currency. The
notes will be issued in tranches with a minimum tenure of 7 years.

» The Bank will pay a dividend of ISK 3 billion to the minority shareholder Icelandic State Financial Investments in the form of an ISK bond.

« Certain restrictions will be implemented on the transfer of the Bank's shares to domestic investors.

* All issues will be on market terms.

The Heads of Agreement is subject to approval by all relevant parties including the Icelandic Financial Supervisory Authority (FME) and the
Central Bank of Iceland. The re-capitalisation is expected to come into effect in the fourth quarter of 2015 or early 2016.
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Risk Management

40.

Risk governance

The Bank is exposed to various risks and managing these risks is an integral part of the Bank's operations. More information about the Bank's
risk management and risk assessment processes is available in the Pillar 3 Report 2014. The Pillar 3 Report is available at the Bank's website
under investor relations: www.islandsbanki.is/pillar3report

Credit risk

41.

42.

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

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

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

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

Maximum credit exposure

The Bank's credit risk exposure comprises both on-balance sheet and off-balance sheet items. Maximum exposure to credit risk for on-balance
sheet assets is the net carrying amount as reported in the statement of financial position before the collective impairment allowance is
subtracted, see note 24. The maximum exposure for off-balance sheet items is the amount that the Bank might have to pay out against
financial guarantees and loan commitments, less provisions the Bank has made because of these items. The maximum credit exposure for a
derivative contract is calculated by adding future credit exposure to the market value of the contract as described in Annex IIl of the European
Parliament directive 2006/48/EC (Basel Il).

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

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

42. Cont'd

Maximum credit exposure 30.6.2015

Public sector

Central Commerce Financial Industrialand Investment and non-profit
Individuals  governments and services Construction Energy services transportation companies organisations Real estate Seafood Total
Cash and balances with Central Bank - 126,900 - - - - - - - - - 126,900
Derivatives 22 - 32 22 1,125 1,594 30 26 279 41 16 3,187
Bonds and debt instruments - 77,738 1,499 - 1,016 3,575 279 877 6 284 - 85,274
Loans to credit institutions - - - - - 52,139 - - - - - 52,139
Loans to customers: 259,792 - 90,865 19,764 3,791 106 66,594 18,346 11,524 103,320 82,188 656,290
Overdrafts 12,886 - 10,415 3,898 75 51 6,457 581 597 2,773 1,724 39,457
Credit cards 14,981 - 1,359 164 5 23 409 32 129 45 41 17,188
Mortgages 184,994 - - - - - - - - - - 184,994
Leases 10,342 - 22,431 2,324 - 1 6,416 217 156 1,250 245 43,382
Other loans 36,589 - 56,660 13,378 3,711 31 53,312 17,516 10,642 99,252 80,178 371,269
Off-balance sheet items:
Financial guarantees 1,448 - 3,454 2,556 - 1,669 1,717 41 29 142 517 11,573
Undrawn loan commitments - - 3,112 6,615 9,457 - 10,480 3,162 6,223 2,547 2,150 43,746
Undrawn overdraft 8,574 - 9,480 1,626 31 4,180 2,453 231 2,868 1,328 1,481 32,252
Credit card commitments 24,292 3 3,639 513 30 162 913 167 795 204 149 30,867
Total maximum credit exposure 294,128 204,641 112,081 31,096 15,450 63,425 82,466 22,850 21,724 107,866 86,501 1,042,228
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Maximum exposure 31.12.2014

Public sector

Central Commerce Financial Industrialand Investment and non-profit
Individuals  governments and services Construction Energy services transportation companies organisations Real estate Seafood Total
Cash and balances with Central Bank - 103,389 - - - - - - - - - 103,389
Derivatives 28 - 423 17 805 2,644 28 16 121 49 - 4,131
Bonds and debt instruments - 79,834 - - 291 5,785 - 890 251 296 - 87,347
Loans to credit institutions - - - - - 35,072 - - - - - 35,072
Loans to customers: 262,848 - 79,658 18,751 7,315 121 61,878 13,911 12,216 99,540 81,412 637,650
Overdrafts 12,751 - 10,075 3,432 34 60 4,762 549 1,343 2,164 2,058 37,228
Credit cards 15,583 - 1,334 156 4 23 355 29 132 43 31 17,690
Mortgages 186,583 - - - - - - - - - - 186,583
Leases 10,241 - 15,559 2,581 - 1 5,960 213 196 1,249 231 36,231
Other loans 37,690 - 52,690 12,582 7,277 37 50,801 13,120 10,545 96,084 79,092 359,918
Off-balance sheet items:
Financial guarantees 1,444 - 2,318 2,281 - 1,170 1,134 39 39 166 533 9,124
Undrawn loan commitments - - 996 8,248 5,816 - 2,639 1,400 7,247 4,234 443 31,023
Undrawn overdraft 9,216 - 7,459 1,618 23 3,673 2,561 187 1,874 975 1,361 28,947
Credit card commitments 23,183 - 3,455 477 31 167 906 166 818 197 144 29,544
Total maximum credit exposure 296,719 183,223 94,309 31,392 14,281 48,632 69,146 16,609 22,566 105,457 83,893 966,227
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43. Credit exposure covered by collateral

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

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

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Bank's employees, depending on
availability. In the case of fishing vessels the associated fishing quota is included in the valuation. Collateral is allocated according to claim
value of loans, not carrying amount, and is measured without including the effect of overcollateralisation. This means that if some loans have
collateral values in excess of their claim value, then the excess is removed in order to reflect the Bank's actual maximum exposure to credit
risk. The total value of pledged assets can thus be higher than the cover indicates.

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

At 30 June 2015 Credit
exposure

Real  Fishing Cash & Vehicles & Other covered by

estate  vessels securities equipment collateral collateral

DEIVALIVES ..eeiiieeiiiiiiet ettt et - - 2,847 - - 2,847
Loans and commitments to customers: 403,777 72,104 6,802 38,743 24,332 545,758
INAIVIAUAIS ... 212,129 32 510 9,808 1 222,480
Commerce and services . . 43,760 439 329 21,153 9,449 75,130
CONSIIUCTION ...ttt 15,672 249 71 1,683 83 17,758
ENEIGY oo 2,930 - 414 - 99 3,443
FINANCIAl SEIVICES .....eiiiiiiiiiiiiiie e 40 - 23 1 - 64
Industrial and tranSPOrtation ............coocueeiiiieeeiiiie e 22,124 1 306 5,291 11,816 39,538
Investment companies ....... 5,811 - 3,799 264 153 10,027
Public sector and non-profit organisations ............cccccoeveeiriiieennnn 1,037 - 9 141 - 1,187
REAI ESTALE ...eiveieiiiiii e s 96,797 - 1,060 155 600 98,612
SEAO0M ... 3,477 71,383 281 247 2,131 77,519
Total 403,777 72,104 9,649 38,743 24,332 548,605
At 31 December 2014 Credit
exposure

Real  Fishing Cash & Vehicles & Other covered by

estate  vessels securities equipment collateral collateral

DEIVALIVES ...ttt - - 2,500 - - 2,500
Loans and commitments to customers: 391,139 74,032 5,991 33,473 24,174 528,809
INAIVIAUAIS ... e e e e e e 213,550 41 469 9,901 12 223,973
COMMErCE AN SEIVICES ....vvvvvvivvrrirerereirreiereserersrsrsrsrererersrarere—————. 40,484 290 472 14,525 8,838 64,609
(0] 1) 111 [w11 10 ] o [ SRR 13,217 269 59 2,473 1,592 17,610
Energy ............ 1,260 - 411 1 152 1,824
FINANCIal SEIVICES ....coiuiiiiiiiiii e 39 - 32 1 - 72
Industrial and tranSPOrtation ..............ccoovriiiieieeeieiieee e 16,487 - 148 5,760 7,914 30,309
INVESTMENt COMPANIES ...ttt 4,973 - 3,434 248 2,642 11,297
Public sector and non-profit organisations ............cccccceeveiiiieeeneenn. 1,510 - 11 179 - 1,700
Real estate . 94,859 - 650 143 564 96,216
ST=T2 1 {010 Lo OSSOSO 4,760 73,432 305 242 2,460 81,199
Total 391,139 74,032 8,491 33,473 24,174 531,309
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44. Credit quality of financial assets
Loans are classified as impaired loans if there is objective evidence that an impairment loss has been incurred on loans, their carrying amount
is reduced through the use of an allowance account to the present value of expected future cash flows, discounted at their effective interest
rate.

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

At 30 June 2015

Neither past Past due Classified Total
due nor but not as carrying
impaired impaired  impaired amount
Cash and balances wWith Central BanK................uuuuuuuuiuieiiieiiieiiieiereierersisrerersierereee———————. 126,900 - - 126,900
[ TC TN LA A= SO 3,187 - - 3,187
Bonds and debt iNStTUMENLS .........coooiiiiiii 85,274 - - 85,274
Loans t0 Credit INSHEULIONS ... .....uiiiiiieiiiieeiieieiei ettt e et bebabe e bebsbababsbebebsbsssssssssssssbebenees 52,139 - - 52,139
Loans to customers: 614,469 31,009 10,812 656,290
Individuals ...........ccccc...... 19,219 4,612 259,792
Commerce and services 3,284 1,372 90,865
(0] 11 11111 ] o SRS 1,274 906 19,764
=TT (o PP O PP PP PPPPPPPPPPPPPRY - - 3,791
FINANCIAI SEIVICES ...uvviiiieeeiiiiiiie et e e ettt e e e et e e e e e e st e e e e e e ssnbereneeeeesnssbeeeeeennnnnees - 32 106
Industrial and traNSPOIALION. .........oiueeiiiee ettt e e e e e e e e e e e e sibre e e e e e e neaeas 64,698 1,228 668 66,594
INVESTMENT COMPANIES ...ueiiieiiiiie ettt ettt et e s b e e anaees 17,718 498 130 18,346
Public sector and non-profit OrganiSAtioNS ............cuueiiiieeiiiiiiiii e e 11,492 32 - 11,524
[RIC T IS - L= SRS 99,228 3,657 435 103,320
Seafood 77,714 1,817 2,657 82,188
Total 881,969 31,009 10,812 923,790
At 31 December 2014
Neither past Past due Classified Total
due nor but not as carrying
impaired impaired impaired amount
Cash and balances with Central Bank..............coocuiiiiieiiiiiiiiiiee e e e e 103,389 - - 103,389
DEIMVALIVES ... 4,131 - - 4,131
Bonds and debt instruments . 87,347 - - 87,347
Loans to Credit iNSTILULIONS ... ......uiiiiie e e e e e e e e e e e e s et e e e e e e snnnraeaneeeannnes 35,072 - - 35,072
Loans to customers: 595,903 27,619 14,128 637,650
INAIVIAUALS ... e e e e e e et e e e e e e e s tab e e e e e e e eesabbbeeeeesassbaneeaas 237,253 18,752 6,843 262,848
COMMEICE QNG SEIVICES .eviieeiiiiiiiieeeeeeiitteeeaeesasstereeeeeesstatateeeeesasstareeeeeeesnssbaeeeeeesanrsneeeees 75,572 2,253 1,833 79,658
CONSIIUCTION .ttt nnnnnnnnen 17,319 914 518 18,751
[0 =T (0 |V SO UUPRPRPPPRN 7,315 - - 7,315
FINANCIAI SEIVICES ...ccoiiiiiiiiieeee ettt e e e raaaaaaaaes 84 37 - 121
Industrial and transportation ... 60,295 881 702 61,878
INVESTMENE COMPANIES ...ttt e ettt e e e e e e bbbt e e e e e e abbbe e e e e e e aananes 12,500 766 645 13,911
Public sector and non-profit OrganiSAtioNS .............ccueiiiiiiiiiiiiec e 12,165 51 - 12,216
REAI BSTALE ... .uieieiii ettt e et e e e e e e e e e e e e — e e e e e e e tar— e e e e e aaaraaaaans 96,905 1,969 666 99,540
EST=T {0 o Lo USSR 76,495 1,996 2,921 81,412
Total 825,842 27,619 14,128 867,589
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45. Neither past due nor impaired loans
The Bank uses internal rating models to assess the default probability of corporate and retail customers. The models assign each customer to
one of ten risk classes. One risk class is for customers in default (risk class 10), and nine risk classes are for performing customers (risk
classes 1-9). Risk classes are assigned on customer level and not facility level.

The rating of corporate customers is based on a company’s most recent financial statement, together with a qualitative assessment of its
management, market position and industry sector.

For retail customers the Bank uses two different statistical rating models. One model is for individuals and another is for small companies with a
total exposure to the Bank of less than ISK 150 million. These models are behavioural scoring models and use information about a customer's
payment history, amount of debt and deposits, and demographic variables to assess the probability that a customer will default on any of his
obligations within 12 months of the rating assessment.

The table below shows loans that are neither past due nor impaired aggregated in five customer groups based on the default probability. Group
1-4 represents low risk, group 5-6 moderate risk, group 7-8 increased risk, risk class 9 high risk, and risk class 10 represents customers in
default. Unrated are loans originating from subsidiaries of Islandsbanki that do not have rating models, in addition to loans that are yet to be
rated or with an expired rating.

Note that the same customer can have loans that are more than 90 days past due or impaired, and at the same time other loans that are
neither past due nor impaired. Those customers will be in risk class 10 and their loans that are neither past due nor impaired are included in the
table below.

At 30 June 2015

Risk Risk Risk Risk Risk
class class class class class Unrated Total
1-4 5-6 7-8 9 10
Loans to customers
INAIVIAUAIS........eviieeeee e 10,853 87,275 89,189 42,571 2,639 3,434 235,961
Commerce and SEIVICES...........uvvvverrveverererererererererenenan 13,591 50,134 17,022 3,264 199 1,999 86,209
CONSIIUCHION. .....eeiiiiiee et e e a e e e 344 8,354 7,822 955 108 1 17,584
ENEIGY. e 359 3,387 45 - - - 3,791
Financial services..................... . 42 12 5 15 - - 74
Industrial and transportation............cc..eeeeeiiiiiieeneeenees 23,835 33,241 6,455 1,110 57 - 64,698
INvVesStMent COMPANIES. ........ccoiuiriiriiieiiiee e 2,094 6,666 5,940 1,857 143 1,018 17,718
Public sector and non-profit organisations.................... 6,022 5,254 208 6 - 2 11,492
ReEal €State.......uvviiieeeeccieeie e 31,167 45,014 19,309 2,216 1,198 324 99,228
Seafood 36,858 28,208 9,321 471 2,454 402 77,714
Total 125,165 267,545 155,316 52,465 6,798 7,180 614,469
At 31 December 2014
Risk Risk Risk Risk Risk
class class class class class Unrated Total
1-4 5-6 7-8 9 10
Loans to customers
INAIVIAUAIS........eeeiieiee e 10,432 91,744 84,838 43,101 3,659 3,479 237,253
Commerce and SErVICES...........uuueveeerererererrrererererernnnnnns 15,240 35,903 18,182 3,891 1,873 483 75,572
CONSIIUCHION. .....eeiiiiiee et e e e e e e 381 6,698 7,032 846 2,321 41 17,319
ENEIGY. e 3,877 3,396 42 - - - 7,315
Financial services..................... . 50 13 19 1 - 1 84
Industrial and transportation............cc..eeeeereiiiieeeneeenees 21,850 30,334 6,822 1,128 161 - 60,295
INVeStMeNt COMPANIES. ........ccoriieiiriiieaiiie e 1,143 7,013 2,604 1,450 25 265 12,500
Public sector and non-profit organisations.................... 7,094 4,815 248 6 - 2 12,165
ReEal EState.......uvviiiee e e 31,145 46,626 14,369 2,686 2,012 67 96,905
Seafood 39,777 28,171 6,176 746 1,625 - 76,495
Total 130,989 254,713 140,332 53,855 11,676 4,338 595,903
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46.

47.

Forbearance
Forbearance measures which the Bank can make available include temporary payment holidays, extension of loan terms, capitalisation of
arrears and waiving of covenants. In many cases these measures are precursors to the more formal restructuring process.

Past due but not impaired loans

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

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

At 30 June 2015

Pastdue Pastdue Pastdue Pastdue Total
4-30 31-60 61-90 more than past due
days days days 90 days loans

Loans to customers:
INAIVIAUAIS ... 8,578 4,177 1,664 4,800 19,219
COMMEICE ANU SEIVICES ..eeiiiiiiiiiiiiiee e ettt e e e ettt e e e e et be e e e e e e snabereea e e e e abnnees 2,130 688 205 261 3,284
CONSEIUCLION ...t 384 238 39 613 1,274
BN I QY it - - - - -
FINANCIAI SEIVICES ......oiiiiiiiiiicee e - - - - -
Industrial and tranSPOMtAtioN ............coeieiiiiiiiiiie e 633 385 67 143 1,228
INVESTMENT COMPANIES ...ttt 265 31 25 177 498
Public sector and non-profit 0rganiSations ............ccueeeeieriiiiiiieiee e 9 5 18 - 32
REAI ESLALE ... s 2,732 479 92 354 3,657
SAO0M ...ttt 668 428 59 662 1,817
Total 15,399 6,431 2,169 7,010 31,009

At 31 December 2014

Pastdue Pastdue Pastdue Pastdue Total
4-30 31-60 61-90 more than past due
days days days 90 days loans

Loans to customers:
INAIVIAUAS ..ot 8,331 3,458 680 6,283 18,752
Commerce and setrvices .... . 1,144 516 256 337 2,253
(0] 15111 o3 110 o TP PP T UUTPUPPPRTN 429 116 76 293 914
ENIQY it e e - - - - -
FINANCIAI SEIVICES .....eiiiiiiiiiieeii et 37 - - - 37
Industrial and tranSPOITALION ...........cooiiuiiiiiiiieiiiie e 390 156 104 231 881
Investment companies ...........cccccceeueee . 145 363 47 211 766
Public sector and non-profit organiSations ..............ccceerrieeiriiiie e 38 6 7 - 51
REAI ESTALE ..ottt 914 602 179 274 1,969
SEAOOM ... s 1,203 162 37 594 1,996
Total 12,631 5,379 1,386 8,223 27,619
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48. Large exposure disclosure
When the Bank's total exposure to a group of connected clients is 10% or higher of the Bank's capital base it is considered a large exposure.
Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined by FME rules
625/2013. The Bank has internal criteria that define connections between clients. These criteria reflect the Bank's interpretation of Article (1)(a)
of law 161/2002 on Financial Undertakings, where groups of connected clients are defined. In line with the law, the capital base from 30 June
2015 is used.

The exposure is evaluated both before and after credit risk mitigating effects eligible according to the FME rules. After mitigating effects, the
Bank has currently one large exposure which is 14% of its capital base. No large exposure is above the maximum 25% single large exposure
limit set by the law.

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

30.6.2015

Client groups Before After
(] (o0 o 0 RO TP P PP PP PP PPPPPPPPPPPPON 81% 0%
LT o TUT o RSP O P TP OO OPRTPRN 14% 14%
31.12.2014

Client groups Before After
{1 (18 o PR PPPPPRRPP PRI 69% 0%
(] (010 o PP TP P PP PP PP PP PPPPPPPRPPPPON 12% 12%
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Liquidity Risk

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

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

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

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

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

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

In the table below the total amount for loans to customers is shown before collective impairment allowance and is therefore higher than the total
amount shown in the financial statement.

Maturity analysis 30 June 2015

Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount  demand months months years 5 years maturity Total
Short POSItIONS .......eveviiiiieiiccce e 2,097 1,819 - - 278 - - 2,097
Deposits from CB and credit institutions ........... 24,017 20,113 3,985 - - - - 24,098
Deposits from CUStOMErS .........ccooveviiiieniens 566,678 358,837 78,497 95,098 20,595 29,445 - 582,472
Debt issued and other borrowed funds ............. 107,421 3 3,977 32,768 66,082 18,698 - 121,528
Subordinated 10ans ..........c.cccoocvviienieenen. 20,336 - 258 798 25,376 - - 26,432
Other financial liabilities 61,560 47,344 7,147 4,493 2,575 - - 61,559
Total financial liabilities 782,109 428,116 93,864 133,157 114,906 48,143 - 818,186

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

On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months months years 5 years maturity Total
Financial guarantees ...........cccccoeiiiiiiieee i 11,573 - - - - - 11,573
Undrawn loan commitments ..........cocccvveeeeeeiiiinnereeeesiinnnns 43,746 - - - - - 43,746
Undrawn oVerdrafts ..............eeueveuereuninieiiniiiiiienienen.. 32,252 - - - - - 32,252
Credit card commitments 30,867 - - - - - 30,867
Total 118,438 - - - - - 118,438
Total non-derivative financial liabilities

and off-balance sheet liabilities ............ccccvvvevvieviiiiiiiiinnnnn, 546,554 93,864 133,157 114,906 48,143 - 936,624

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

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

INFIOW i - 6,174 23,312 58,580 3,357 - 91,423
OULFIOW L.t - (6,226) (25,380) (59,352) (3,938) - (194,896)
Total - (52) (2,068) (772) (581) - (3,473)
Net settled derivatives ...........ccccoviieiieieiiiiiiiiee e - (614) - - - - (614)
Total - (666)  (2,068) (772) (581) - (4,087)

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

Carrying On Upto3 3-12 1-5 Over No

Financial assets amount  demand months months years 5 years maturity Total
Cash and balances With CB ..........ccccccvvvvvevenen 126,900 33,620 93,280 - - - - 126,900
Bonds and debt instruments ..........cccccceeeeiinnns 85,274 1,048 19,812 17,204 42,739 4,471 - 85,274
Shares and equity instruments ..............ccccee.... 11,041 - - - - - 11,041 11,041
Loans to credit inStitutions ...........ccccveeeeviivnnenn. 52,139 33,411 18,728 - - - - 52,139
L0ans to CUSIOMEIS .....ccoevviiviiiiiieeeeeeiine e 653,728 5,612 71,198 58,463 192,717 325,738 - 653,728
Other financial assets ..........cccvvveveeviiiiiieneeennnns 20,516 13,895 806 1,587 55 9 4,164 20,516
Total financial assets 949,598 87,586 203,824 77,254 235,511 330,218 15,205 949,598
Derivative financial assets

Gross settled derivatives

INFIOW et - 11,130 16,642 16,049 20 - 43,841
OUIFIOW .o - (10,803) (15,948) (15,720) (11) - (42,482)
Total - 327 694 329 9 - 1,359
Net settled derivatives - 349 - - - - 349
Total - 676 694 329 9 - 1,708

The tables below show the comparative amounts for financial assets and liabilities at year-end 2014.

Maturity analysis 31 December 2014

Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount  demand months months years 5 years maturity Total
Short POSItIONS ...ccoveeiiiiieee e 686 686 - - - - - 686
Deposits from CB and credit institutions ........... 25,796 22,331 3,054 434 - - - 25,819
Deposits from CUStOMErs .........cccoevvevvieiiicnneenns 529,447 341,454 80,037 72,685 20,602 28,342 - 543,120
Debt issued and other borrowed funds ............. 96,889 2 4,255 18,940 71,141 14,365 - 108,703
Subordinated loans 21,306 - - 837 27,292 - - 28,129
Other financial liabilities ... 45,395 32,715 5,108 7,868 (296) - - 45,395
Total financial liabilities 719,519 397,188 92,454 100,764 118,739 42,707 - 751,852
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49. Cont'd
On Upto3 3-12 1-5 Over No
Off-balance sheet liabilities demand months months years 5 years maturity Total
Financial guarantees ...........ccccceiiiiiiiiie i 9,124 - - - - - 9,124
Undrawn loan commitments 31,023 - - - - - 31,023
Undrawn oVerdrafts ..............eeueveueeermieieieiiiiiinennenene.. 28,947 - - - - - 28,947
Credit card commitments 29,544 - - - - - 29,544
Total 98,638 - - - - - 98,638
Total non-derivative financial liabilities
and off-balance sheet liabilities ............ccccccevviiiniiennnnn. 495,826 92,454 100,764 118,739 42,707 - 850,490
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months months years 5 years maturity Total
Gross settled derivatives
INFIOW e - 2,371 7,758 56,798 - - 66,927
OULFIOW <.t - (2,292) (8,165) (60,437) - - (70,894)
Total - 79 (407) (3,639) - - (3,967)
Net settled derivatives - (133) - - - - (133)
Total - (54) (407) (3,639) - - (4,100)
Carrying On Upto3 3-12 1-5 Over No
Financial assets amount  demand months months years 5 years maturity Total
Cash and balances With CB ...........ccccccvvvvvevene. 103,389 22,546 80,843 - - - - 103,389
Bonds and debt instruments ............cccocceeennn. 87,347 1,076 20,645 25,298 35,209 5,119 - 87,347
Shares and equity instruments . 10,531 - - - - - 10,531 10,531
Loans to credit institutions ............ccccovvveeernnen. 35,072 23,185 11,837 50 - - - 35,072
Loans t0 CUSTOMENS .......cceereiieieaiiieeeniieee e 634,799 5,481 73,629 55,235 176,402 326,903 - 637,650
Other financial assets ..........cccocveeriieeeniineennnnnn. 7,619 1,703 825 1,865 54 27 3,144 7,619
Total financial assets 878,757 53,991 187,779 82,448 211,665 332,049 13,675 881,607
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months months years 5 years maturity Total
Gross settled derivatives
Inflow - 6,387 11,738 35,515 1,710 - 55,350
Outflow - (5,885) (11,063) (34,724) (1,975) - (53,647)
Total - 502 675 791 (265) - 1,703
Net settled derivatives - 242 - - - - 242
Total - 744 675 791 (265) - 1,945

As a part of managing liquidity risk, the Bank holds a portfolio of liquid assets to meet unexpected outflow of funds or a temporary shortage in
access to new funding. These assets are subject to strict criteria with respect to credit quality, liquidation time and price volatility. The table

below shows the composition and amount of the Bank's liquidity back-up at the end of June 2015 and end of 2014.

Composition and amount of liquidity back-up

30.6.2015 31.12.2014

Cash and balances with the Central Bank ............ccccooveiiiiiiiiiiincecn 126,900 103,455
Domestic bonds eligible as collateral against borrowing at Central Bank 31,455 29,478
(o] t=1To [ Te o)V =T g Ta LT o o o) o SRR 37,955 46,593
Short-term placements With Credit INSHEULIONS ........c.ooiiiiiiiiie e e e e et e e e e e e sbebee e e e e e aasbreeeaeeeaannnnnes 51,209 34,006
Composition and amount of liquidity back-up 247,519 213,532
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Market risk

50.

The Bank defines market risk as the current or prospective risk to earnings and capital arising from adverse movements in the level or volatility
of prices of market instruments, such as those that arise from changes in interest rates, equity prices, commodity prices and foreign exchange
rates.

Market risk management

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

The Bank separates exposures to market risk into trading book and banking book (non-trading portfolios). The Bank's primary sources of
market risk in the trading portfolio are shares, debt instruments and foreign currency positions. All financial assets and liabilities in the trading
portfolio are recognised at fair value and all resulting changes are immediately reflected in the income statement. Market risk in the banking
book is mainly due to mismatches in interest rate terms and denomination currency of assets and liabilities. These mismatches are reported to
management and are subject to regulatory and internal limits.

Interest rate risk

51.

52.

Interest rate risk is defined as the current or prospective risk to earnings or capital arising from adverse movements in interest rates.

The Bank uses sensitivity measures like Basis Point Value (BPV) to measure and manage risk arising from its fixed income exposures. The
BPV measures the effect of a 0.01 percentage point upward parallel shift in the yield curve on the fair value of these exposures.

Interest rate risk in trading portfolios

The fixed income trading unit invests mainly in government bonds and bonds issued by the Housing Financing Fund (HFF), which are
guaranteed by the Icelandic government. These positions can include short positions. Government bonds are either indexed to the Icelandic
Consumer Price Index (CPI) or non-indexed, with duration up to 10 years. HFF bonds are CPI linked and have duration up to 13 years. All bond
trading positions are subject to BPV limits, both intraday and end-of-day. In addition to BPV limits short and long positions in each instrument
are subject to separate limits. Risk Management monitors these limits and reports all breaches to ALCO.

Note that in the table below the total market value of long and short positions may not be exactly the same as reported in note 6. The reason for
this difference is that in note 6 the net positions in each security are summed up while the table below ignores both netting of long and short
positions in specific securities between different portfolios and hedge positions against derivative contracts.

Trading bonds and debt instruments, long positions 30.6.2015 31.12.2014

MV Duration BPV MV Duration BPV
Indexed 1,189 9.03 (2.07) 1,772 8.03 (1.42)
NON-INAEXEA ...t 42,992 0.55 (2.35) 48,260 0.41 (1.96)
Total 44,181 0.78 (3.42) 50,032 0.68 (3.38)
Trading bonds and debt instruments, short positions 30.6.2015 31.12.2014

MV Duration BPV MV Duration BPV
INAEXEA ... 1,672 7.53 1.26 - - -
NON-INAEXEA ...t e 1,487 4.06 0.60 73 7.39 0.05
Total 3,159 5.90 1.86 73 7.39 0.05
Net position of trading bonds and debt instruments 41,022 0.38 (1.56) 49,959 0.67 (3.33)
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53. Interest rate risk in the banking book

Interest rate risk in the banking book arises from the Bank’s core banking activities. The main source of this type of interest rate risk is the risk
of loss from fluctuations in future cash flows or fair value of financial instruments as interest rates change over time, reflecting the fact that the
Bank's assets and liabilities are of different maturities and are priced relative to different interest rates.

The Bank holds a government bond designated at fair value amounting to ISK 30.6 billion (31 December 2014: ISK 30.6 billion). The bond pays

floating rates and carries relatively low interest rate risk.

The Bank uses traditional measures for assessing the sensitivity of the Bank's financial assets, financial liabilities and earnings to changes in

the underlying interest rates.

In the table below the total amount for loans to customers is shown before collective impairment allowance is subtracted and is therefore not the
same as the total amount shown in the financial statement. Loans with specific impairment have been placed in the category 0-3 months since
such loans bear no interest rate risk until possibly after debt restructuring.

Banking book interest rate adjustment periods on 30 June 2015

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

Assets months months years years years years Total
Balances with Central Bank ............cccccccvvvvviviiiiiiiiiiiiiiene, 126,900 - - - - - 126,900
Bonds and debt instruments ............cccoeeeeeeeieeeee, 32,088 458 1,301 108 426 185 34,566
Loans to credit iNStItUtioNS .............evvveviviviiiiiiiiiiiinens 52,136 3 - - - - 52,139
Loans to customers 464,067 35,764 35,251 110,471 1,519 9,218 656,290
Total assets 675,191 36,225 36,552 110,579 1,945 9,403 869,895
Off-balance sheet itemMS.........cccvvvivee v 79,684 16,416 2,497 3,133 - - 101,730
Liabilities

Deposits from CB and credit institutions ............c...cceeenee. 24,017 - - - - - 24,017
Deposits from customers ..........ccccceevceeenne 554,175 1,214 1,062 9,379 848 - 566,678
Debt issued and other borrowed funds 5,189 40,756 29,499 16,540 11,266 4,171 107,421
Subordinated 10aNS ........ccovviviiiiee e - 20,336 - - - - 20,336
Total liabilities 583,381 62,306 30,561 25,919 12,114 4,171 718,452
Off-balance sheet items ........ccevvveeeeiiiiiiiiee e 74,833 1,473 9,823 24,334 3,024 - 113,487
Net interest gap on 30 June 2015 96,661 (11,138) (1,335) 63,459  (13,193) 5,232 139,686
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53. Cont'd

Banking book interest rate adjustment periods on 31 December 2014

0-3 3-12 1-2 25 5-10  Over10

Assets months months years years years years Total
Balances with Central Bank.............ccccccevvvvviiiiiiiiiiiiiiiienn, 103,389 - - - - - 103,389
Bonds and debt instruments .. 31,119 - 67 1,230 291 367 33,074
Loans to credit iNStItUtioNS .............evvveviviiiiiiiiiiiiieiiiaens 35,072 - - - - - 35,072
LOANS 10 CUSIOMEIS ...cvuuuieiiiiiiiiiiee e 451,191 47,768 29,963 97,052 1,868 9,809 637,650
Total assets 620,771 47,768 30,030 98,282 2,159 10,176 809,185
Off-balance sheet items ...........ccvvvvvviviiiiiiiiiiiiiieieeieieiens 68,186 7,508 21,649 112 - - 97,455
Liabilities

Deposits from CB and credit institutions ............cc.ccceeeuee. 25,375 421 - - - - 25,796
Deposits from CUSTOMENS ........covviieiriiieiiiee e 514,898 3,643 1,030 2,383 7,493 - 529,447
Debt issued and other borrowed funds ............ccoccvvveeeennn. 17,723 9,403 22,760 34,421 12,582 - 96,889
Subordinated 10aNS ........ccovviviiiiee e 21,306 - - - - - 21,306
Total liabilities 579,302 13,467 23,790 36,804 20,075 - 673,438
Off-balance sheet items ...........oovvvvvviviiiiiiiiiiiiiieieieeieiens 77,732 3,272 7,701 17,850 - - 106,555
Net interest gap on 31 December 2014 31,923 38,537 20,188 43,740 (17,916) 10,176 126,647
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Currency risk

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

The analysis of the Bank’s foreign currency exposure presented below is based on the contractual currency of the underlying balance sheet
items. Additionally, there are off-balance sheet items that carry currency risk and are included in the total currency imbalance. The off-balance
sheet amounts below represent the notional amounts of derivatives and unsettled spot agreements. The tables below summarise the Bank's
exposure to currency risk at 30 June 2015 and 31 December 2014, based on contractual currencies and off-balance sheet items, but excluding
assets categorised as held-for-sale.

There is uncertainty regarding the impact on the financial market following the liberation of capital controls in Iceland. This is taken into account
in the Bank's risk management. The Bank holds a strategic long position in foreign currencies and can easily convert foreign currencies into
ISK.

The Bank's net currency imbalance is likely to diminish following the completion of the proposed re-capitalisation (see Note 39). The anticipated
composition of the financial undertakings that are currently in winding-up proceedings will further reduce the uncertainty surrounding the
liberation of the capital controls.

Currency analysis 30 June 2015

Assets EUR usb GBP CHF JPY SEK NOK DKK Other Total
Cash and balances with CB.... 404 282 150 51 10 56 79 99 47 1,178
Bonds and debt instruments....... 24,308 12,763 - - - 1,599 - - 1,062 39,732
Shares and equity instrum... 209 279 - - - - 1 - - 489
Loans to credit institutions... 19,596 15,163 954 400 2,285 334 627 1,478 372 41,209
Loans to customers.............c...... 65,254 24,561 6,782 7,901 7,296 289 11,421 1,232 132 124,868
Other assets.........cccevveeieeneeinenns 873 2,161 230 2 4 61 26 21 68 3,446
Total assets 110,644 55,209 8,116 8,354 9,595 2,339 12,154 2,830 1,681 210,922
Liabilities

Deposits from credit institut. 562 306 29 476 582 - 1 - - 1,956
Deposits from customers . 49,524 30,510 6,190 3,241 2,269 1,045 4,447 1,079 1,440 99,745
Borrowings................. 14,690 - - - - 20,013 - - - 34,703
Subordinated loans 20,336 - - - - - - - - 20,336
Other liabilities 4,806 6,513 1,152 4 102 187 90 69 268 13,191
Total liabilities 89,918 37,329 7,371 3,721 2,953 21,245 4,538 1,148 1,708 169,931
On-balance sheet

imbalance 20,726 17,880 745 4,633 6,642 (18,906) 7,616 1,682 (27) 40,991
Off-balance sheet items

Off-balance sheet assets ........... 23,341 22,012 1,407 903 - 19,349 700 1,418 1,493 70,623
Off-balance sheet liabilities ........ 34,575 36,365 114 4,942 6,517 23 5,806 - 1,134 89,476
Net off-balance sheet items  (11,234) (14,353) 1,293 (4,039) (6,517) 19,326 (5,106) 1,418 359 (18,853)
Net currency imbalance

on 30 June 2015................. 9,492 3,527 2,038 594 125 420 2,510 3,100 332 22,138
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Currency analysis 31 December 2014

Assets EUR usb GBP CHF JPY SEK NOK DKK Other Total
Cash and balances with CB ....... 263 168 95 30 9 43 50 83 26 767
Bonds and debt instruments ...... 29,322 9,323 - - - 4,109 1,708 1,036 1,095 46,593
Shares and equity instrum.......... 203 257 - 1 - - - - - 461
Loans to credit institutions ......... 9,092 12,091 2,137 3,911 1,238 1,313 1,442 2,027 349 33,600
Loans to customers 62,131 25,654 6,124 7,869 7,206 308 8,943 1,387 352 119,974
Other assets 318 1,672 132 1 37 44 10 23 34 2,271
Total assets 101,329 49,165 8,488 11,812 8,490 5,817 12,153 4,556 1,856 203,666
Liabilities

Deposits from credit institut........ 140 16 13 - 13 - 1 - - 183
Deposits from customers ........... 39,200 26,309 5,385 2,364 1,586 1,164 6,777 1,129 1,892 85,806
BOIrowWiNgs. .....ccocoveveveeeiciene 15,572 - - - - 13,212 - - - 28,784
Subordinated l0ans .................... 21,306 - - - - - - - - 21,306
Other liabilities ............cccoeeveuenne 3,704 5,792 763 - 117 66 35 46 363 10,886
Total liabilities 79,922 32,117 6,161 2,364 1,716 14,442 6,813 1,175 2,255 146,965
On-balance sheet imbalance ..... 21,407 17,048 2,327 9,448 6,774 (8,625) 5,340 3,381 (399) 56,701
Off-balance sheet items

Off-balance sheet assets ........... 19,202 21,345 662 - - 9,990 888 185 1,614 53,886
Off-balance sheet liabilities ........ 29,552 34,234 79 8,979 6,468 - 3,634 140 920 84,006
Net off-balance sheet items  (10,350) (12,889) 583 (8,979) (6,468) 9,990 (2,746) 45 694 (30,120)
Net currency imbalance

on 31 December 2014......... 11,057 4,159 2,910 469 306 1,365 2,594 3,426 295 26,581

Derivatives

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

Inflation risk

56. The Bank is exposed to inflation risk since the value of CPI-indexed assets exceeds CPl-indexed liabilities. The value of these assets and
liabilities changes according to changes in the CPI at any given time and all changes in the CPI index affect profit and loss. On 30 June 2015
the CPI gap amounted to ISK 40.3 billion (31 December 2014: ISK 57.5 billion). Thus, a 1% increase in the index would lead to an ISK 403
million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk factors held constant.
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Capital management

57. Risk exposure and capital base

The table below shows the capital base, risk weighted assets and the resulting capital ratios of the Bank at 30 June 2015 and 31 December
2014. The Bank's total capital ratio, calculated according to the Act on Financial Undertakings, was 28.3% and the Tier 1 ratio was 25.8%.

The eligibility of the Tier 2 subordinated loan issued by the Bank as Tier 2 capital will decrease linearly by 20% until maturity in 2019 because
the remaining term is now less than 5 years. As a result the Tier 2 subordinated loan only attributes 90% into the total capital base.

The Board of Directors has approved a minimum capital target for the Bank at 18% of RWA.. The target is based on the Bank’s internal capital
adequacy assessment (ICAAP) and the views expressed by the regulator through the latest SREP results. The capital target is intended to
support the Bank’s business strategy and takes into account changes or uncertainties in the operating environment. Unlike the 8% regulatory
minimum, the Bank’s capital target can change over time reflecting changes in the Bank’s risk profile, business strategy and external
environment. Thus, falling below the capital target does not impose any direct regulatory actions but the Bank’s dividend payments and
remuneration can be impacted.

The Bank's regulatory capital calculations for credit risk and market risk are based on the standardised approach and the capital calculations for
operational risk are based on the basic indicator approach.

30.6.2015 31.12.2014
Tier 1 capital

(@170 [1a T T Lo T (=l o= o] - | TP TP PUPPPTTTON 10,000 10,000
Y TE=N o] 1=T0 1180 o OO PP TP PO PPPPPPTPTN 55,000 55,000
ONEE TESEIVES ...ttt et h et e s bt e e e e bbb e e s a b et e shb e e e e b b e e e s b e e e s s abe e e e s b e e e s ebr e e e eabaeeas 2,559 2,535
Retained earnings . 117,852 116,288
N o] B ote] a1 o] ITa o o) (=] =TS PP U PP PP PPTPPPIN 1,598 1,664
LI S LT T TP T T TP TP PP UP PP PPPIN (45) (521)
INTANGIDIE ASSELS ... et et e et b e e e e e e s e e e e (1,058) (619)
Total Tier 1 capital 185,906 184,347
Tier 2 capital
Adjustment to eligible capital INSIIUMENTS. ....... ... it e e e et b et e e e e s abe e e e e e e e abebbeeeeeeaasnbeseaaesaaannnnes (2,034) -
Qualifying subordinated ADIIILIES ............oiii it e e e e e e e e et b e e e e e e e bbb e e e e e e e asnnrnbeaaeeaaannnnes 20,336 21,306
Total regulatory capital 204,208 205,653
Risk-weighted assets
e (VTSR (oI ol (=T [ 1] GO T OO T TP U PO O U UU PP POPI 614,472 583,375
- due to market risk: 27,679 33,326
Market riSK, tratiNg DOOK .........ooi ittt e ettt e e e e e e e bbbt e et e e e e e s be e e e e e e e sbbb e e e e e e e annbbeeeaeeeaannnreen 5,392 6,594
Currency risk FOreign @XCANGE ..........uuiiiiiiiie ettt e e e e et et e e e e s st ee e e e e e e abbaeeeeeeeaannbeeeeaeeaannes 22,287 26,732
- due to operational risk 78,401 78,401
Total risk-weighted assets 720,552 695,102
Capital ratios
L] G R = 1o TP TP TP OO PP TR PP PP POPRN 25.8% 26.5%
Total capital ratio 28.3% 29.6%
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