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Endorsement by the Board of Directors and the CEO

The profit from the Bank’s operations for the six months ended 30 June 2007 amounted to ISK 16,529 million, which
corresponds to a 24.2% return on equity. Equity, according to the condensed consolidated balance sheet, amounted to
ISK 151,269 million at the end of the period. The Bank’s capital adequacy ratio, calculated according to the Act on
Financial Undertakings, was 13.2%. Under Icelandic law the minimum requirement is 8.0%.

The Bank’s total assets amounted to ISK 2,335,008 million at the end of the period. Furthermore, the Bank held assets of
ISK 913,364 million under management for its clients.

During the period, Glitnir acquired 99% of the shares in the Finnish investment services group FIM. The Bank expects to
acquire the remaining 1% during the latter half of the year.

Number of outstanding shares was 14,476 million at the end of June 2007. During the period, share capital was
increased by 616 million shares in relation to the acquisition of FIM and payment of dividends in the form of shares.

At the end of the period the Bank's shareholders numbered 11,375 as compared to 10,323 at the beginning of the year.
At the end of the reporting period, one shareholder, FL Group hf., together with related parties, owned 31.97%. Other
shareholders owned less than 10.0% of the shares in the Bank.

The Board of Directors and the CEO of Glitnir banki hf. hereby confirm the Bank's condensed consolidated interim
financial statements for the six months ended at 30 June 2007 by means of their signatures.

Reykjavik, 31 July 2007.

Board of Directors:

borsteinn M. Jonsson
Jon Sigurdsson
Haukur Guéjonsson
Katrin Pétursdottir
Kristinn Bjarnason
Pétur Gudmundarson

Skarphédinn Berg Steinarsson

Chief Executive Officer:

Larus Welding
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Report on Review of Interim Financial Information

To the Board of Directors and Shareholders of Glitnir banki hf

Introduction

We have reviewed the accompanying condensed consolidated balance sheet of Glitnir banki hf and its subsidiaries as of
30 June 2007 and the related condensed consolidated statements of income, changes in equity and cash flows for the
six-month period then ended. Management is responsible for the preparation and presentation of this condensed
consolidated interim financial information in accordance with International Accounting Standard 34, "Interim Financial
Reporting". Our responsibility is to express a conclusion on this interim financial information based on our review.

Scope of Review

We conducted our review in accordance with International Standards on Review Engagements 2410, "Review of Interim
Financial Information Performed by the Independent Auditor of the Entity". A review of interim financial information
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 information is not prepared, in all material respects, in accordance with International
Accounting Standard 34 "Interim Financial Reporting".

Reykjavik, 31 July 2007
PricewaterhouseCoopers hf

Sigurdur B. Arnpérsson
Kristinn F. Kristinsson
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Amounts are in ISK million

Condensed Consolidated Interim Income Statement for The Six

Months Ended 30 June 2007

Notes
INtErest INCOME ........oiiiiii e e
INErESt EXPENSES ...eiiiiiiie et e e e e e
Net interest income 27
Net fee and cOmMMISSION INCOME ........ccooiiiiiiieiicee e 27
Net gains on financial assets and liabilities held for trading ............cccccceveenne. 27
Net gains on financial assets designated at fair value through P&L .................. 27
Fair value adjustments in hedge accounting ...........ccocceeiieriiinnicenie e, 9
Net foreign exchange gains .........cocooiiiiiiiiiiie e 4
Other net operating iNCOME ........c.cueiiiiiiiiii s 38
Net operating income
AdMINIStrative EXPENSES .......coiiiiiiiiiiie ettt 27
Impairment losses on loans and receivables ....
Share of profit of aSSOCIAtES ........ccceeiiiiiiiii e
Net gains on non-current assets classified as held for sale .............c.cccceeneee.

Profit before income tax

[ Too] 0T = SRS 29,36

Profit for the period

Attributable to:
Shareholders of the parent company ..o
MINOFItY INTEIEST ... e

Profit for the period

Earnings Per Share ...........oooiiiiiiiie e 37
Diluted €arnings Per Share ...........ccocuioiieiiiiiic e 37
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Amounts are in ISK million

Condensed consolidated Interim Balance Sheet as at 30 June 2007

Notes 30.6.2007 31.12.2006
Assets
Cash and cash balances with central banks .............ccccovvviiiieiiiiiiieiee, 26,39 31,257 20,417
Loans and reCeivabIes ..............ueeiiiiiiiiieeee e 10,40,41 1,696,823 1,760,368
Financial assets held for trading ............cooooiiiiiiii e, 11,42 258,572 227,251
Financial assets designated at fair value through profit or loss .................... 12,43 277,585 200,864
Financial assets available-for-sale .............ccccoovviiieiiiiiieeeeee e, 13,44 3,387 3,746
Derivatives used for hedging .........c.coeveiiiiiiiiii i 8,9,32 4,723 5,721
Investments iN @SSOCIAtES ...........ooovuuiiieeie e 3,45 3,678 4,379
INVESTMENT PrOPEILY ... e a e e anaes 2,663 0
Property and eqQUIPMENt ...........oviiiiiiiiiee e 15 3,340 3,296
INtaNGIDIE @SSELS ......eveiiieiieeee s 16,47-49 47,762 18,310
LR = 1= T 420 264
Non-current assets and disposal groups held for sale ............cccccceeevveeeenn. 17 523 409
(@ T=T = TToT=Y TN 4,275 1,314
Total Assets 2,335,008 2,246,339
Liabilities
Deposits from credit institutions and central banks ..............cccccooevieniins 40,289 78,576
(01T e (=Y o113 | T PR 511,319 438,272
BOITOWINGS ..ttt e e e e e e s e snra e e e e e e ennes 19 1,357,275 1,377,787
15101 oY) o [T F=11=To [N Lo =1 o 1= XU 20 95,142 108,998
Financial liabilities held for trading ...........ccccceeiiiiiiiie i 21 87,941 51,729
Derivatives used for hedging ..........c.eeeeiiiiiiiieei i 8,9,32 15,673 13,869
Post-employment obligations ...........c..cccccviiiiiiiiiiiie e 22 729 529
LI D 1= o1 T= N 13,221 10,647
Other HabilitIeSs ........ueeiieeiee e s 62,150 19,813
Total Liabilities 2,183,739 2,100,220
Equity
Share Capital .........eiiiiiiiiiee e 25,51 14,476 14,161
Share PremMiUM ...ooei e e e e e e e e e ee e e e e eanreeeeeeannaes 56,596 51,847
OheI TESEIVES ... e e e e e e 52 2,549 7,504
Retained arnings .........ooouiiiieiieceec e 76,392 71,066
Total Shareholders' Equity 150,013 144,578
MINOFitY INTEIEST ..o e 1,256 1,541
Total Equity 53 151,269 146,119
Total Equity and Liabilities 2,335,008 2,246,339
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Amounts are in ISK million

Condensed Consolidated Interim Statement of Changes in Equity

for the Period Ended 30 June 2007

Share-

Other Retained  holders' Total

reserves  earnings equity equity

Equity as at 1.1.2006 465) 39,002 84,537 84,537
Foreign exchange translation differences ............ccooevieiiiniiniinienicnes 13,368 13,368 13,368
Net loss on hedge of net investment in foreign operations ..............c......... 6,064) 6,064) 6,064)
Change in fair value of financial assets available-for-sale ...............c........ 72 72 72
Income tax on equity items 1,079 1,079 1,079
Net income recognised directly in equity 8,455 0 8,455 8,455
Profit for the period 19,800 19,800 20,112
Total recognised income and expenses for the period ...........c.ccceeeeieenneene 8,455 19,800 28,255 28,567
Dividend paid 5,296) ( 5,296) 5,296)
Increase of share capital 20,882 20,882
Purchased and sold own shares ...............cccccoooiiiiiinininiicc e ( 3,552) 3,552)
Change in minority interest 226
Accrued stock options 187 187 187
Equity as at 30.6.2006 8,177 53,506 125,013 125,551
Foreign exchange translation differences ............ccccooiiiiiiiiine, 2,410) 2,410) ( 2,416)
Net loss on hedge of net investment in foreign operations ........................ 1,602 1,602 1,602
Change in fair value of financial assets available-for-sale ........................ 2) 2) 2)
Income tax on equity items 288) 288) 288)
Net income recognised directly in equity 1,098) 0 1,098) ( 1,104)
Profit for the Period ...........cccoiiiiiiiiieiiece e 17,560 17,560 18,119
Total recognised income and expenses for the period 1,098) 17,560 16,462 17,015
Purchased and sold own shares .. 2,678 2,678
Accrued stock options 425 425 425
Change in MInority iNtErest ...........cooeriiiiiii e 450
Equity as at 31.12.2006 7,504 71,066 144,578 146,119
Foreign exchange translation differences ............ccccoooiiiiiiiiiiie, 7,274) 7,274) ( 7,413)
Net gain on hedge of net investment in foreign operations 2,175 2,175 2,175
Change in fair value of financial assets available-for-sale 95) 95) 95)
Income tax on equity ItEMS ...........ccooiiiiiiiiii e 375) 375) 375)
Net income recognised directly in equity 5,569) 0 5,569) ( 5,708)
Profit for the period 16,052 16,052 16,529
Total recognised income and expenses for the period ...........c.ccceeeeieeneenne 5,569) 16,052 10,483 10,821
Dividend Paid ..........coiiiiiiiiii 9,403) ( 9,403) 9,403)
Increase of share capital 15,277 15,277
Purchased and sold own shares 10,213) 10,213)
Accrued StOCK OPLIONS .......coovieiiiiiieeie ettt 614 614 614
Capital transactions with minority shareholders in subsidiaries ................. 1,323) ( 1,323) ( 1,946)
Equity as at 30.6.2007 2,549 76,392 150,013 151,269
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Amounts are in ISK million

Condensed Consolidated Interim Statement of Cash Flows for The

Six Months Ended at 30 June 2007

Notes

Net cash provided by operating activities ........ccccccceeeeeeiiiiiiiiiics
Net cash (used in) provided by investing activities ...........ccccccceveeiicnenne.n.

Net cash (used in) provided by financing activities .............cccccoccieiieinnis

Net increase in cash and cash equivalents
Cash and cash equivalents at the beginning of the year

Cash and cash equivalents at the end of the period

Reconciliation of cash and cash equivalents:

CashiNhaNd ....coooiiii e
Cash balances with central banks ............ccccceeiiiiiiiiie e,
Balances with credit institutions ............ccceveiiiiiii s
Loans to credit inStitutioNS .............uviiiiiiiii e
Financial assets designated at fair value through profit or loss .................

Total cash and cash equivalents 26

Glitnir banki hf. Financial Statements 30.6.2007

(
(

Q1-Q2 2007

42,214
12,232)
23,728)

6,254

304,648

310,902

1,108
28,068
40,613

100,895
140,218

310,902

Q1-Q2 2006

15,910
5,644
41,546

63,100

95,134

158,234

1,142
6,607
36,172
49,353
64,960

158,234



Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

Accounting policies

General information

Glitnir banki hf. is a company incorporated and domiciled in Iceland. The condensed consolidated interim financial statements for the six
months ended 30 June 2007 comprise Glitnir banki hf. (the parent) and its subsidiaries (together referred to as "the Bank"). A list with the

Glitnir banki hf.'s subsidiaries is provided in note 46.

The condensed consolidated interim financial statements are presented in Icelandic krona (ISK), rounded to the nearest million.

The condensed consolidated interim financial statements have been authorized for issue by the board of directors of Glitnir banki hf. on 31

July 2007.

Summary of significant accounting policies

1.  Statement of compliance

The condensed consolidated interim financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) for interim financial statements (IAS 34). The accounting policies set out below have been applied consistently to all

periods presented in the consolidated interim financial statements and to each of the Bank's entities.

2.  Basis of preparation

The condensed consolidated interim financial statements are prepared on the historical cost basis except that the following assets and
liabilities are measured at fair value: financial assets and liabilties held for trading, financial assets designated at fair value through profit or

loss, financial assets available-for-sale and derivatives used for hedging.

Non-current assets and disposal groups held for sale are measured at the lower of carrying amount and fair value less costs to sell, unless

IFRS 5 requires that another measurement basis shall be used.

The preparation of the condensed consolidated interim financial statements in conformity with IFRS requires management to make
judgements and to use accounting estimates and assumptions that affect the amounts recognised in the consolidated interim financial
statements. 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 if the revision affects only that period, or in the period of the revision and future periods if the

revision affects both current and future periods.

Where applicable, comparative amounts in the income statement have been transferred between items to reflect changes in the presentation

for this period. This does not affect the net operating income for these periods.

The critical judgements made by management in the application of IFRS and the key assumptions and sources of estimation uncertainty are

as follows:

a) Determination of fair value

As disclosed in note 5, the Bank determines the fair value of financial assets and financial liabilities that are not quoted in active markets by
using valuation techniques. These valuation techniques are validated and periodically reviewed by qualified personnel. All models are
calibrated to ensure that outputs reflect actual data and comparative market prices. To the extent practical, models use only observable data,

however areas such as credit risk (both own and counterparty), volatilities and correlations require management to make estimates.

Glitnir banki hf. Financial Statements 30.6.2007 9



Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

b)

a)

b)

Impairment losses on loans and receivables

As disclosed in note 28, the Bank recognises losses for impaired loans and receivables. For this purpose the Bank's management reviews
its loan portfolios to assess impairment at least semi-annually. In determining whether an impairment loss should be recognised in the
income statement, the Bank's management makes judgements as to whether there is any observable data indicating that there is a
measurable decrease in the estimated future cash flows from loans and receivables. This evidence may include observable data indicating
that there has been an adverse change in the payment status of borrowers in a group, or national or local economic conditions that correlate
with defaults on assets in the group.

The Bank's management uses estimates based on historical loss experience for loans and receivables with similar credit risk characteristics
and objective evidence of impairment similar to those in the portfolio when scheduling its future cash flows. The methodology and
assumptions used for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any differences between
loss estimates and actual loss experience.

Basis of consolidation

Subsidiaries

Subsidiaries are entities controlled by the Bank. Control exists when the Bank has the power to govern the financial and operating policies of
an entity so as to obtain benefits from its activities. Control usually exists when the Bank holds more then the 50% of the voting power of the
subsidiaries. In assessing control, potential voting rights that presently are exercisable or convertible, if any, are taken into account. The
interim financial statements of subsidiaries are included in the condensed consolidated interim financial statements from the date that control
commences until the date that control ceases.

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

Associates

Associates are those entities for which the Bank has significant influence, which is the power to participate in the financial and operating
policy decisions of the associates but is not control or joint control over those policies. Significant influence generally exists when the Bank
holds between 20% and 50% of the voting power, including potential voting rights, if any.

Initially, investments in associates are recognised at cost. Subsequently, their carrying amount is adjusted for post-acquisition changes in the
Bank's share in the net assets of the associates and for impairment losses, if any. Therefore, the condensed consolidated interim financial
statements include the Bank's share of the total recognised gains and losses of associates, from the date that significant influence
commences until the date that significant influence ceases. When the Bank's share of losses exceeds its interest in an associate, the Bank's
carrying amount is reduced to nil and recognition of further losses is discontinued except to the extent that the Bank has incurred legal or
constructive obligations or made payments on behalf of an associate. If the associate subsequently reports profits, the investor resumes
recognising its share of those profits only after its share of the profits equals the share of losses not recognised.

Glitnir banki hf. Financial Statements 30.6.2007 10



Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

c)

a)

b)

c)

If an investment in an associate is classified as held for sale the equity method is no longer applied and the investment is accounted for
under IFRS 5 Non-current Assets Held for Sale and Discontinued Operations, see note 17.

Investments in associates held by the venture capital organisation of the Bank are not accounted on an equity basis but instead they are
designated upon initial recognition as financial assets at fair value through profit or loss and accounted for in accordance with IAS 39
Financial Instruments: Recognition and Measurement, see note 12.

Transactions eliminated on consolidation

Intrabank balances, and any unrealised gains and losses or income and expenses arising from intrabank transactions, are eliminated in
preparing the condensed consolidated interim financial statements. Unrealised gains arising from transactions with associates are
eliminated to the extent of the Bank's interest in the associates. Unrealised losses are eliminated in the same way as unrealised gains, but
only to the extent that there is no evidence of impairment.

Foreign currencies

Functional currencies
Iltems included in the financial statements of each of the Bank's entities are measured using the functional currency of the respective entity.

Foreign currency translations

Transactions in foreign currencies are translated into functional currencies at the foreign exchange rate ruling at the date of the transaction.
Monetary assets and liabilities denominated in foreign currencies at the balance sheet date are translated into functional currencies at the
foreign exchange rate ruling at that date. Foreign exchange differences arising on translation are recognised in the income statement in a
separate line. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are translated using the
exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated at fair
value are translated at foreign exchange rates ruling at the dates the fair value was determined.

Financial statements of foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on consolidation, are translated to the
presentation currency, Icelandic krona, at foreign exchange rates ruling at the balance sheet date. The revenues and expenses of foreign
operations are translated to Icelandic kronas at rates approximating the foreign exchange rates ruling at the dates of the transactions.
Foreign exchange differences arising on translation are recognised directly in a separate component of equity.

Determination of fair value of financial assets and financial liabilities

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

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

Glitnir banki hf. Financial Statements 30.6.2007 11



Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

For more complex financial instruments, the Bank uses proprietary models, which usually are developed from recognised valuation models.
Some or all of the inputs into these models may not be market observable, and are derived from market prices or rates or estimated based
on assumptions. The value produced by a model or other valuation technique is adjusted to allow for a number of factors as appropriate,
because valuations techniques cannot appropriately reflect all factors market participants take into account when entering into a transaction.
Valuation adjustments are recorded to allow for model risks, bid-ask spreads, liquidity risks, as well as other factors. Management believes
that these valuation adjustments are necessary and appropriate to fairly state financial instruments carried at fair value on the balance sheet.

The best evidence of the fair value of a financial instrument at initial recognition is the transaction price (i.e. the fair value of the consideration
given or received) unless the fair value of that instrument is evidenced by comparison with other observable current market transactions in
the same instrument (i.e. without modification or repackaging) or based on a valuation technique whose variables include only data from
observable markets. When such evidence exists, the Bank recognises profits or losses on initial recognition.

6. Recognition and derecognition of financial assets and financial liabilities

Purchases and sales of financial assets are recognised using trade date accounting, i.e. they are recognised on the date on which the Bank
commits to purchase or sell the asset, except for loans, which are recognised when cash is advanced to the borrowers. For a financial asset
purchased, the Bank recognises on the trade date a financial asset to be received and a financial liability to pay. For a financial asset sold,
the Bank derecognises the asset on the trade date, it recognises any gains or losses on disposal and it recognises a receivable from the
buyer.

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

Financial liabilities are recognised when the Bank becomes a party to the contractual provisions of the liability instrument. Financial liabilities
are derecognised when the obligation of the Bank specified in the contract is discharged or cancelled or expires.

7. Offsetting financial assets and financial liabilities

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

8. Derivatives

A derivative is a financial instrument or other contract within the scope of IAS 39, the value of which changes in response to a change in an
underlying variables (such as share, commodity or bond prices, an index value or an exchange or interest rate), which requires no initial net
investment or an initial net investment that is smaller than would be required for other types of contracts that would be expected to have a
similar response to changes in market factors and which is settled at a future date.

The Bank uses derivatives for trading purposes and to hedge its exposure to market price risk, currency risk and interest rate risk arising
from operating, financing and investing activities. Derivatives which are not own equity instruments of the Bank and which are designated
and are effective hedging instruments in accordance with IAS 39, are presented as Derivatives used for hedging in the balance sheet. Other
derivatives, except for derivatives that are own equity instruments of the Bank, are classified as Financial assets held for trading or Financial
liabilities held for trading , depending on whether their fair value at the balance sheet date is positive (assets) or negative (liabilities), see note
33.

Glitnir banki hf. Financial Statements 30.6.2007 12



Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

Derivatives which are not own equity instruments of the Bank are measured at fair value both on initial recognition and subsequently. Their
fair value changes are recognised in the income statement, except in the case of derivatives that are designated and are effective hedging
instruments, whose fair value changes are recognised in accordance with the accounting policies in note 9.

Fair value changes of derivatives are split into interest income or expense, foreign exchange gains or losses and gains or losses on trading
and presented in the corresponding line items in the income statement. Interest income and expense is recognised on an accrual basis. Fair
value changes of derivatives that are economically linked to financial assets which are designated at fair value through profit or loss in order
to avoid an accounting measurement or recognition inconsistency (see Note 12), are presented in the income statement as an offset to the
changes in fair value of these financial assets and included in the line item Net gains on financial assets designated at fair value through
profit or loss .

Derivatives embedded in host contracts are treated as separate derivatives when their economic characteristics and risks are not closely
related to those of the host contracts and the host contracts are not carried at fair value through profit and loss. These embedded derivatives
are measured and presented in the consolidated financial statements as if they were free-standing derivatives.

The fair value of derivatives is determined in accordance with the accounting policy presented in note 5.

9. Hedge accounting

As presented in the risk management section of the notes to the condensed consolidated interim financial statements, there are various
financial risks that arise from the Bank's activities, such as interest rate risk, credit risk, currency risk and equity risk. In order to manage the
Bank's exposure to these risks, the Bank uses various hedging instruments, such as interest rate and currency swaps, options, futures and
forward contracts. In accordance with the Bank's risk management objectives and strategies, the Bank enters into hedging transactions to
ensure that it is economically hedged. When deemed necessary and subject to hedging relationships meeting the requirements in IAS 39,
the Bank uses hedge accounting in order to recognise the offsetting effects on profit or loss of changes in the fair value of the hedging
instruments and the hedged items.

Where hedge accounting is applied the Bank assesses, both at the inception of the hedge and each time the Bank prepares its annual or
interim financial statements, whether the hedging instruments are highly effective in offsetting the changes in value or cash flows associated
with the hedged items. A hedge is normally regarded as highly effective if the changes in fair value or cash flows of the hedged item are
expected to almost fully offset the changes in fair value or cash flows of the hedging instrument. Actual effectiveness results must be within a
range of 80 to 125 percent on a cumulative basis. The designation and effectiveness measurement follows the methodologies that
management has in place for risk identification and measurement. The ineffective portion of any gain or loss on a hedging instrument is
recognised in the income statement.

The Bank applies hedge accounting for hedges of the exposure to changes in the fair value of recognised financial assets and liabilities and
for hedges of currency risk arising from net investments in foreign subsidiaries and associates.
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Amounts are in ISK million

Notes to the Condensed Consolidated Interim Financial Statements

a)

b)

10.

1.

Fair value hedges
Fair value hedges seek to eliminate risks of changes in the fair value of recognised financial assets or financial liabilities that will give rise to
a gain or loss that will be recognised in the income statement.

When a derivative financial instrument hedges the changes in fair value of recognised financial assets or financial liabilities or an identified
portion of such assets or liabilities, any gain or loss on the hedging instrument is recognised in the income statement. The changes in fair
value of hedged items that are attributable to the hedged risks are also recognised in the income statement. The gains and losses on the
hedging instruments and hedged items are presented as Fair value adjustments in hedge accounting in the income statement.

Hedges of net investments in foreign operations

Hedges of net investments in foreign operations seek to eliminate the exposure to currency risks arising from net investments in foreign
subsidiaries and associates.

The exchange differences arising from the translation of net investments in foreign subsidiaries and associates into the presentation currency
are recognised directly in the Translations reserve in equity. The effective portion of the gain or loss on hedging instruments are also
recognised directly in the Translations reserve in equity, net of related income tax. These gains and losses are transferred from the
Translations reserve and recognised in the income statement upon disposal of the net investments in foreign subsidiaries and associates.
The ineffective portion of the gain or loss on hedging instruments is recognised immediately in the income statement.

Loans and receivables

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

Loans and receivables are recognised when cash is advanced to borrowers. They are measured at fair value on initial recognition, which is
the cash given to originate the loan, including any transaction costs, and subsequently are measured at amortised cost using the effective
interest method. Accrued interest is included in the carrying amount of the loans and receivables.

Financial assets held for trading

Financial assets held for trading are financial assets acquired principally for the purpose of generating profits from short-term price
fluctuations or from dealer’'s margin.

Financial assets held for trading consist of bonds, shares and derivatives with positive fair value that are not designated as hedging
instrument or are not effective hedging instruments.
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12.

13.

14.

a)

Financial assets designated at fair value through profit or loss

The Bank classifies certain financial assets upon their initial recognition as financial assets at fair value with fair value changes recognised in
profit or loss when doing so results in more relevant information because:

- it eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise from measuring assets or
liabilities or recognising the gains and losses on them on different bases; or

- financial assets and/or financial liabilities are managed and their performance is evaluated on a fair value basis, in accordance with the
Bank's risk management or investment strategy, and information about it is provided internally on that basis to the Bank's key management
personnel.

The assets classified according to the above-mentioned conditions consist of:

- fixed interest rate loans originated by the Bank whose fixed interest has been swapped into floating by entering into corresponding interest
rate swaps, and

- equity and debt instruments which are acquired by the Bank with a view to profiting from their total return and which are managed and
evaluated on a fair value basis.

Financial assets designated at fair value through profit or loss are measured at fair value and changes in their fair value are recognised in the
income statement as Net gains on financial assets designated at fair value through profit or loss as well as dividends received. Interest
income that arises from these assets is included in Interest income in the income statement. Interest income on debt instruments is
calculated using the effective interest method.

Financial assets available-for-sale

Financial assets available-for-sale consist primarily of debt instruments held for long-term investment purposes.

Financial assets available-for-sale are measured at fair value. Unrealised gains or losses on these assets are recognised in equity, net of
income taxes, until they are disposed of or until they are determined to be impaired. On disposal of a financial asset available-for-sale, the
accumulated unrealised gain or loss recognised in equity is transferred to the income statement and presented as Realised gains on
financial assets available-for-sale . Gains and losses on disposals are determined using the average cost method.

Interest and dividend income on financial assets available-for-sale are included in Interest income and Dividend income line items in the
income statement. Exchange differences arising on equity instruments are recognised in equity while exchange differences arising on debt
instruments are recognised in the income statement and included within Net foreign exchange (losses) gains .

Leases

The Bank classifies leases based on the extent of the transfer of risks and rewards incidental to ownership of leased assets. A lease is
classified as a finance lease if the lessor transfers substantially all the risks and rewards incidental to ownership. A lease is classified as
operating lease if the lessor does not transfer substantially all the risks and rewards incidental to ownership.

Finance leases

The Bank's receivables from leases classified as finance leases are included in the balance sheet in the line item Loans and receivables.
Finance leases are initially recognised at an amount equal to the net investment in the lease and subsequent lease payments are applied
against the gross investment in the lease to reduce both the principal and the unearned finance income.
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b)

15.

a)

b)

c)

16.

a)

The Bank recognises its finance income as interest income based on a pattern reflecting a constant periodic rate of return on the Bank's net
investment in the finance lease. The interest rate implicit in the lease is defined in such a way that the initial direct costs are included
automatically in the finance lease receivable and therefore the initial direct costs are recognised over the lease term.

Operating leases
Lease payments under operating leases where the Bank is the lessee are recognised as an expense on a straight-line basis over the lease
term.

Property and equipment

Owned assets

Iltems of property and equipment are measured at cost less accumulated depreciation and impairment losses, according to the cost model in
IAS 16.

Where parts of an item of property and equipment have different useful lives, those components are accounted for as separate items of
property and equipment.

Subsequent costs

The Bank recognises in the carrying amount of an item of property and equipment the cost of replacing part of such an item when that cost is
incurred if it is probable that the future economic benefits embodied with the item will flow to the Bank and the cost of the item can be
measured reliably. The decision if subsequent costs is added to the acquisition cost of the property or equipment, is based on whether an
identified component, or part of such component, has been replaced or not, or if the nature of the subsequent cost means a contribution of a
new component. All other costs are recognised in the income statement as an expense as incurred.

Depreciation

The depreciable amount of property and equipment is determined after deducting its residual value. Depreciation is charged to the income
statement on a straight-line basis over the estimated useful lives of each part of an item of property and equipment. The estimated useful
lives are as follows:

121071 Lo [T To TSRS PRUPRP 50 years
LD (0PRSS 6 - 12 years
MaChINEry @Nd EQUIPMENT. ...ttt ekt e bt e b e et e e e b et e h bt e eab e e ebe e et e e e bt e et e e enbeenabeesaeeetnes 4 years
BT L= 41T PO PP OV SRUPPPPNY 3 years

The residual value is reassessed annually.

Intangible assets

Goodwill
Goodwill has been recognised as an asset in relation to the acquisition of subsidiaries. Goodwill relating to acquisition of associates is not
recognised separately as an asset but is included in the carrying amount of the investments in associates.

All business combinations after 1 January 2004 are accounted for by applying the purchase method. In this respect, goodwill represents the
difference between the cost of the acquisition and the fair value of the net identifiable assets acquired.

Goodwill is measured at cost less any accumulated impairment losses. Goodwill is allocated to cash-generating units and is tested annually
for impairment.
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b)

c)

d)

17.

18.

19.

Other intangible assets

Intangible assets other than goodwill that are acquired by the Bank are measured at cost less accumulated amortisation and impairment
losses.

Expenditure on internally generated goodwill and brands is recognised in the income statement as an expense as incurred.

Subsequent expenditure

Subsequent expenditure on capitalised intangible assets is capitalised only when it increases the future economic benefits embodied in the
specific asset to which it relates. All other expenditure is expensed as incurred.

Amortisation

Amortisation is charged to the income statement on a straight-line basis over the estimated useful lives of intangible assets. Goodwill with an
indefinite useful life is systematically tested for impairment. Other intangible assets are amortised from the date they are available for use.
The Bank's amortisable intangible assets consist of software, whose estimated useful life is 4 years.

Non-current assets and disposal groups held for sale

Immediately before classification as held for sale, the measurement of all assets and liabilities in a disposal group is carried out in
accordance with applicable IFRS.

On initial classification as held for sale, non-current assets and disposal groups are recognised at the lower of carrying amount and fair value
less costs to sell. Impairment losses on initial classification as held for sale are included in the income statement, even when there is a
revaluation. The same applies to gains and losses on subsequent remeasurement.

Non-current assets and disposal groups held for sale are mainly mortgages foreclosed.

Repurchase agreements

A repurchase agreement involves the sale of securities owned by the Bank subject to simultaneous agreement to repurchase the same
securities at a certain later date and at an agreed price. The control of the securities remains with the Bank throughout the entire term of the
agreement and therefore the securities continue to be reported as assets in the Bank’s balance sheet. The cash received by the Bank from
the legal sale of these securities is recognised as financial liability and included in the Deposits from credit institution and Central Bank line
item in the balance sheet. Interest incurred on repurchase agreements is recognised as interest expense over the life of each agreement.

Borrowings

Borrowings are financial liabilities of the Bank which consist of issued bonds, loans from credit institutions and other loans. They are
measured at fair value less attributable transaction costs when they are recognised initially. Subsequently, they are measured at amortised
cost using the effective interest method. Accrued interest is included in the carrying amount of the borrowings.
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20.

21.

22.

23.

24,

Subordinated loans

Subordinated loans are financial liabilities of the Bank which consist of liabilities in the form of subordinated loan capital which, in case of the
Bank's voluntary or compulsory winding-up, will not be repaid until after the claims of ordinary creditors have been meet. In the calculation of
the capital ratio, the bonds are included within Tier | and Tier Il. On the one hand, there are subordinated loans with no maturity date that the
Bank may retire only with the permission of the Financial Supervisory Authority. These loans qualify as Tier | capital in the calculation of the
equity ratio. On the other hand, there are subordinated loans with various dates of maturity.

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

Financial liabilities held for trading

Trading liabilities consist of derivatives with negative fair values and short positions in securities.

Post-employment obligations

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

Stock option contracts

The Bank has entered into stock option contracts with its employees which enable them to acquire shares in the Bank at an exercise price
corresponding to the market value of the shares at grant date.

The fair value of the options granted is measured at the grant date and is recognised as a salary expense during the vesting period, with a
corresponding increase in equity, taking into account the estimated number of equity instruments expected to vest. The fair value of the
stock options is estimated by using the Black-Scholes valuation method.

Provisions

A provision is recognised in the balance sheet when the Bank has a present legal or constructive obligation as a result of a past event, and it
is probable that an outflow of economic benefits will be required to settle the obligation. If the effect is material, provisions are determined by
discounting the expected future cash flows at a pre-tax rate that reflects current market assessments of the time value of money and, where
appropriate, the risks specific to the liability.
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25.

a)

b)

26.

27.

a)

b)

Share Capital

Treasury shares

Acquired own shares and other own equity instruments (treasury shares) are deducted from equity. No gain or loss is recognised in income
statement on the purchase, sale, issue or cancellation of treasury shares. The consideration paid or received is recognised directly in equity
and incremental transaction costs are accounted for as a deduction from equity (net of any related income tax).

When classifying a financial instrument (or component of it) in the condensed consolidated interim financial statements, all terms and
conditions are considered. To the extent there is an obligation that would give rise to a financial liability, the Bank classifies the instrument as
a financial liability, rather than an equity instrument.

Dividend on shares
Dividends are recognised as a deduction to equity in the period in which they are approved by the Bank's shareholders. Dividends declared
after the balance sheet date are not recognised as a liability at the balance sheet date.

Cash and cash equivalents

Cash and cash equivalents in the consolidated statement of cash flows consist of cash in hand, treasury bills, demand deposits with the
central banks and with other credit institutions, short term loans to credit institutions and other liquid debt securities at floating interest rates.
Cash and cash equivalents comprise balances with less than three months' maturity from the date of acquisition.

Income and Expenses

Interest income and expense

Interest income and expense is recognised in the income statement as it accrues, taking into account the effective yield of the asset or an
applicable floating rate. Interest income and expense includes the amortisation of any discount or premium or other differences between the
initial carrying amount of an interest bearing instrument and its amount at maturity, calculated according to the effective interest method.

The effective interest rate method is a method of calculating the amortised cost of a financial asset or a financial liability (or group of financial
assets or financial liabilities) and of allocating the interest income or interest expense over the relevant period. The effective interest rate is
the rate that exactly discounts estimated future cash payments or receipts through the expected life of the financial instrument or, when
appropriate, a shorter period to the net carrying amount of the financial asset or financial liability. When calculating the effective interest rate,
the Bank estimates cash flows, considering all contractual terms of the financial instrument, but does not consider future credit losses. The
calculation generally includes all fees and amounts paid or received between parties to the contract that are an integral part of the effective
interest rate, as well as transaction costs and all other premiums or discounts.

Once a financial asset or a group of similar financial assets has been written down as a result of an impairment loss, interest income is
recognised at the rate of interest used to discount the impairment loss. Interest income on financial assets which have been written down as
a result of impairment is calculated based on the net amount of the financial asset taking the write-down into consideration.

Fee and commission income

The Bank provides various services to its clients and earns income there from, such as income from investment banking, corporate banking,
securities brokerage, asset management and retail banking. Fees earned from services that are provided over a certain period of time are
recognised as the services are provided. Fees earned from transaction-type services are recognized when the service has been completed.
Fees that are performance-linked are recognised when the performance criteria are fulfilled.
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c)

d)

e)

28.

a)

Dividend income
Dividend income is recognised in the income statement on the date that the dividend is declared.

Net gains on financial assets and financial liabilities held for trading
Net gains on financial assets and financial liabilities held for trading include gains and losses arising from disposals, extinguishments and
changes in the fair value of financial assets and financial liabilities held for trading as well as dividend on trading shares.

Net gains on financial assets designated at fair value through profit or loss

Net gain on assets at fair value through profit or loss consists of gains and losses arising from disposals of and changes in the fair value of
the financial assets designated as at fair value through profit or loss as well as dividend on fair value shares. Fair value changes of
derivatives that are economically linked to financial assets which are designated at fair value through profit or loss in order to avoid an
accounting measurement or recognition inconsistency, are also included in this line item in the income statement, see note 41.

Administrative expenses
Administrative expenses consist of salary and related expenses, depreciation of property and equipment, amortisation of intangible assets
and other administrative expenses, such as housing costs, advertising expenses and IT-related expenses.

Impairment

The carrying amount of the Bank's assets, other than tax assets and financial assets measured at fair value with changes recognised in the
income statement is reviewed at each balance sheet date to determine whether there is any indication of impairment. If any such indication
exists, the asset's recoverable amount is estimated. An impairment loss is recognised in the income statement whenever the carrying
amount of an asset or of a cash-generating unit exceeds its recoverable amount.

Impairment on loans and receivables

If there is objective evidence that an impairment loss has been incurred on loans and receivables, their carrying amount is reduced through
the use of an allowance account to the present value of expected future cash flows, discounted at their original effective interest rate.

The criteria that the Bank uses to determine that there is objective evidence of an impairment loss include:

+ Delinquency in contractual payments of principal or interest;

« Cash flow difficulties experienced by the borrower (for example, equity ratio, net income percentage of sales);
* Breach of loan covenants or conditions;

« Initiation of bankruptcy proceedings;

* Deterioration of the borrower’'s competitive position;

* Deterioration in the value of collateral; and

» Downgrading below investment grade level.

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be related objectively to an event occurring
after the impairment was recognised, the previously recognised impairment loss is reversed to the extent it is now excessive by reducing the
loan impairment allowance account. The amount of any reversal is recognised in the income statement.

The Bank's management first assesses whether objective evidence of impairment exists individually for financial assets that are individually
significant. Loans and receivables that are not impaired individually become a part of a portfolio which is assessed for impairment. Collective
assessment based on a portfolio assumes that loans and receivables have similar credit risk characteristics. Objective evidence of
impairment of a group of loans and receivables exists if objective data indicates a decrease in expected future cash flows from a portfolio of
loans and the decrease can be measured reliably but cannot be identified with the individual loans in the portfolio.

The recognition of interest income on impaired loans and receivables is recognised using the rate of interest used to discount the future cash
flows for the purpose of measuring impairment losses.
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b)

c)

d)

e)

Impairment on goodwill

The Bank assesses whether there is any indication of impairment of goodwill on annual basis, with expert analysis being commissioned if
necessary. Goodwill is written down for impairment. Gains or losses realised on the disposal of subsidiaries include any unamortised balance
of goodwill relating to the subsidiary disposed of.

Impairment on financial assets available-for-sale

The Bank determines that available-for-sale equity investments are impaired when there has been a significant or prolonged decline in the
fair value below its cost. This determination of what is significant or prolonged requires judgement. In making this judgement, the Bank
evaluates among other factors, the normal volatility in share price. In addition, impairment may be appropriate when there is evidence of
deterioration in the financial strength of the investee, industry and sector performance, changes in technology, and operational and financing
cash flows. The amount of impairment loss is recognised in the income statement.

Calculation of recoverable amount

The recoverable amount of the Bank’s loans and receivables is calculated as the present value of estimated future cash flows. The discount
rate used for fixed rate loans and receivables is the effective interest rate computed at initial recognition while for variable rate loans and
receivables the discount rate is the current effective interest rate.

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

Reversals of impairment
An impairment loss in respect of financial assets carried at amortised cost is reversed if the subsequent increase in recoverable amount can
be related objectively to an event occurring after the impairment loss was recognised.

An impairment loss in respect of an investment in a debt instrument classified as available-for-sale is reversed through the income statement
while an impairment loss in respect of an investment in an equity instrument classified as available-for-sale is not reversed through income
statement.

An impairment loss in respect of goodwill is not reversed.

In respect of other assets, an impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount.

An impairment loss is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that would have
been determined, net of depreciation or amortisation, if no impairment loss had been recognised.
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29.

Income tax

Income tax on the profit or loss for the period comprises current and deferred tax. Income tax is recognised in the income statement except
to the extent that it relates to items recognised directly in equity, in which case it is recognised in equity.

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

The deferred income tax asset / liability has been calculated and entered in the balance sheet. The calculation is based on the difference
between balance sheet items as presented in the tax return on the one hand, and in the condensed consolidated interim financial statements
on the other, taking into consideration a carry forward tax loss. This difference is due to the fact that tax assessments are based on premises
that differ from those governing the financial statements, mostly because revenues, especially of financial assets, are recognised earlier in
the financial statements than in the tax return. A calculated tax asset is offset against income tax liability only if they are due to tax
assessment from the same tax authorities.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which the asset can
be utilised. Deferred tax assets are reduced to the extent that it is no longer probable that the related tax benefit will be realised.
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Changes within the Group

30. During the period, Glitnir Bank acquired the Finnish Asset Management Company FIM Group Oyj. The effects of the combination
on the Bank's consolidated accounts are specified below:

Assets

Cash and cash balances with central banks 2,836
Loans and receivables ................cccccooeviinninnnn. 1,828
Financial assets held fOr tradiNng ...........coiio ettt bbbt e 2,741
Property @nd @QUIPMENT ... ... ettt et e e ettt e e e s st et e e esbeeeeanbee e e aanbeeeabeeeeanneeeeanreeeaanreeeaannes 354
Intangible assets ............. 28,387
Tax assets ............ 165
(O LT =TT T £ RSSO 1,383
Total assets 37,694

Liabilities and minority interest

Financial liabilities held fOr trading ...ttt ettt e et ee e e s bt e e e s ab e e e snbeeesaneeeeanee 436
INCOME tAX lIADIIIIES .....eeeeee ittt b e eae bttt e e bt et e s b e e nateesieeenane 2,866
OhEr HADIIEIES .....eeeieeieeeee e ettt ettt et e e bt e e bt e e aseeeabeeaeeeasseesae e e beeenseeanbeesnseeaneeas 3,954
Lo g YA a1 (=T =T S PP 104
Total liabilities and minority interest 7,360
Acquisition price 30,334
L@ T=T =] T o J SRRSO 98.8%
[07e]gE=To] 1o F= 1 ¢=To I o] o o USSP PPPPRRRRON 1.4.2007
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Risk management

31.

Risk assessment and prudent evaluation and pricing of risk are key elements in Glitnir's operations. Efficient risk assessment procedures and
processes are the foundations of the Bank's risk management. The board of directors determines the general risk management policy and defines
the acceptable levels of risk in the Bank's daily operations, sets targets regarding risk management and monitoring of major risk factors, i.e. credit
risk, liquidity risk, market risk and operational risk.

Risk management procedures

The Bank operates centralized departments within the parent company for monitoring and reporting on different types of risks. Subsidiaries operate
their own risk management functions and determine internal risk policies that reflect the nature of their operations. The individual risk management
functions report to their respective board of directors, local regulators and to the parent company.

Decision making is based on a committee structure where the board of directors has granted authority to specially appointed committees that issue
specific guidelines and targets regarding acceptable risk limits and decide on individual positions dependingon size and risk level. Risk positions
regarding credit risk and market risk are reported to the Risk Committee. Risk positions regarding refinancing risk, liquidity, interest rate risk and
capital management are reported to the Asset and Liability Committee. The Operational Risk Committe supervises operational risk.

Central Risk Management is responsible for consolidated reporting to management and regulators. The risk procedures and risk management for
each subsidiary is subject to the approval from the Risk Committee, Operational Risk Committee and the Asset and Liability Committee. Risk
procedures and risk management are monitored and supervised from the parent company. Central Risk Management reviews the risk management
procedures of subsidiaries. Frequency and detail of reporting depends on risk profile in each case. Two departments are responsible for the daily
monitoring and evaluation of the Bank’s credit risk, other financial risk and operational risk, i.e. Credit Control and Risk Management.

Credit risk

Credit Risk is a dominant eliment in the Bank’s operations. The Bank seeks to maintain the quality of its credit portfolio by actively diversifying credit
risk within the portfolio and by prudently managing concentration risk. The Bank emphasises the distribution of credit risk within its consolidated
portfolio by counterparties, sectors and country, as well as within sectors and country for individual portfolios.

Credit Control is responsible for the implementation, enforcement, and monitoring of the Bank’s consolidated credit risk policies and procedures.
Credit Risk is reported regularly to the Risk Committee. Credit Control administers the Bank’s credit committees and is responsible for the
implementation of the Bank’s risk assessment models.

Credit risk within the Bank’s subsidiaries is independently managed by each subsidiary and reported to the respective board of directors. Each
subsidiary has a separate operational function that is responsible for the implementation, enforcment and monitoring of its Credit Risk which is
reported to the respective board of directors and top management. However, Credit risk policies and procedures for each subsidiary must adhere to
the Bank’s overall credit risk policy and procedures. Credit risk at the subsidiary level is monitored by Credit Control and regularily reported to the
Bank’s Risk Committee.

The Bank uses specially designed risk assessment models for the different types of credit risk assessments in its portfolio to ensure that risk
evaluation measures used capture and reflect the underlying credit risk elements in the transactions involved. For the parent company and BNbank
a separate operational unit, Credit Risk Control Unit (CRCU), within the Risk Management function is responsible for the design, validation and
calibration of the Bank’s risk assessment models.

Credit Control monitors defaults and issues guidelines on default monitoring and provisioning on a consolidated basis. Provisioning guidelines are
determined for each subsidiary and reflect their diversified risk profiles and reflect the historical losses within each portfolio. Non performing loans,
i.e. loans exceeding 90 days in arrears or loans against which specific provisions have been made, are managed and monitored on a consolidated
basis. Credit Control is responsible for the overall management of non performing assets and must endevour to proactively and responsibly take
measures to minimize the Bank’s losses whenever possible.
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Liquidity risk

Liquidity risk management is an important element in the Bank’s operations since the Bank is in large part wholesale funded. Liquidity risk is
monitored within Risk Management and reported to the Asset and Liability Committee. The Bank has strict limits on liquidity and has back-up
funding and liquid assets in place to deal with unforeseen events.

At the end of June 2007, the Bank had ample liquidity, both according to internal measures and regulatory measures imposed by the Central Bank
of Iceland. The Bank's policy is to have immediate liquidity covering all maturing debt of the parent company other than deposits for the following 6
months. In addition, all debt maturing within the following 12 months must be covered with immediate liquidity and other liquid assets. Immediate
liquidity is defined as cash and cash equivalents, unused bonds eligible for repurchase agreements at central banks, regulatory liquidity reserves
and committed credit facilities.

The Bank's subsidiaries are to a large extent self-sufficient in their funding, through their deposit base, by bond issuance in local markets or through
their lines in the money market. All international funding is however co-ordinated by the parent company.

The following table analyses the Bank's assets and liabilities according to their maturity. The classification is based on the remaining maturity as of
the date of the financial statements.

At 30 June 2007
Up to 1-3 3-6 6-12 1-2 2-5 Over  Undefined

Assets 1 month months months months years years 5 years maturity Total
CaSN. s 31,257 0 0 0 0 0 0 0 31,257
Loans and receivables.............cccoeoiiiniiiiiicien, 219,577 120,893 61,876 82,952 160,927 262,996 695,753 91,849 1,696,823
Financial assets held for trading............cccocceveeeiennnen. 107,533 0 22 0 0 0 0 151,017 258,572
Financial assets at fair value..............ccccooviveiiniinne 104,009 3,994 1,509 2,281 11,662 34,013 87,431 32,686 277,585
Financial assets available fsale..........cccccccoeeeeennn. 101 0 0 0 0 0 0 3,286 3,387
Derivatives used for hedging...........ccccoovvviiencncnnnn. 0 0 0 0 0 0 0 4,723 4,723
Investments in associates 0 0 0 0 0 0 0 3,678 3,678
Property and equipment . 784 0 0 0 133 278 1,175 3,633 6,003
Intangible assets.........ccoooiiiiiiii e 3,753 0 0 0 196 0 1,629 42,184 47,762
TaX @SSeIS....uiiiiiiiiiiicice s 345 0 0 30 0 3 23 19 420
Assets held for sale... 0 0 0 0 0 158 0 365 523
Other assets 2,771 35 0 0 0 0 0 1,469 4,275
Total 470,130 124,922 63,407 85,263 172,918 297,448 786,011 334,909 2,335,008
Liabilities and equity
Deposits from credit inst............cccoevveeieniiiiiiiicies 37,873 0 0 0 0 0 0 2,416 40,289
Other deposits.... 357,471 32,633 36,499 53,465 15,156 10,961 5,134 0 511,319
Borrowing 72,248 52,950 142,426 149,180 198,995 682,495 56,216 2,765 1,357,275
Subordinated 10aNns............cccooiiiiiiiiii e 2,402 836 0 0 4,274 49,688 37,925 17 95,142
Trading financial liabilities..............ccooiiiiiiiiiie 23,592 0 0 0 0 0 0 64,349 87,941
Derivatives used for hedging 1,399 0 0 0 0 0 0 14,274 15,673
Post-employment obligations 0 0 0 67 159 0 503 0 729
Tax liabilities. ......ccoveeie e 3,616 226 0 871 305 0 0 8,203 13,221
Other liabilities.... 27,240 654 26 54 0 542 9 33,625 62,150

0 0 0 0 0 0 0 151,269 151,269
Total liabilities and equity 525,841 87,299 178,951 203,637 218,889 743,686 99,787 276,918 2,335,008
Maturity gap (  55711) 37,623 ( 115,544) ( 118,374) (  45,971) ( 446,238) 686,224 57,991 0
At 31 December 2006
Total @SSEtS. ..o it 366,098 20,246 49,676 153,660 162,590 392,320 838,286 263,463 2,246,339
Total liabilities and equity...........ccccovvrereereniiiieies 444,905 81,189 99,712 190,535 252,265 683,666 135,911 358,156 2,246,339
Maturity gap ( 78,807)( 60,943) ( 50,036) ( 36,875) ( 89,675) ( 291,346) 702,375 ( 94,693) 0
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30.6.2007  31.12.2006

Liquidity position

Cash and balanCes With CENEIAI DANKS ............ooo it e et e e e e e ettt e e e e e e ttaeeeeeeeeeeasseeeaeeeeeeenssseeeeeeeeennsseeeeeeeenesnnnnneeeeeaannes 29,176 16,011
Short-term placements With Credit INSHIULIONS ...........iiiiiii ettt et e bt e e st e et e e beeeseeesbeenbeesseenseeesseenbeenseenneesnnesnsaanne 40,613 33,981
[ IoF=T g T3 (oYt = To [0 0TSy (1 (U i o] o RN 100,895 144,983
Liquid debt securities at floating INTErESt FAtES ........c..oiuiiiii bbb bbbt bbbt bt bt e e nre s 140,218 109,673
Cash and cash equivalents 310,902 304,648
Unused bonds eligible for repurchase agreements at CeNtral DaNKS ............ooiiiiiiiii e 50,610 17,030
R e [U e (o gV Lo U 1o [ Y =TT Y= TSRS 24,275 22,274
(0o T 11 (=Y I ot L=t [ = Tt =SSOSR PP 94,523 113,532
Immediate liquidity 480,310 457,484

Interest rate risk

Interest rate risk in the Bank is twofold. On the one hand, the Bank generally has a trading portfolio of bonds, where market rates affect prices and
any fluctuations are immediately recognized in Profit and Loss. VaR figures for the bond trading portfolio are presented in the market risk chapter.
On the other hand, mismatch in assets and liabilities with fixed interest terms in the banking book can generate interest rate risk which is not
neccessarily recognized in Profit and Loss but nevertheless affects the Bank's economic value.

It is the Bank’s policy to minimize foreign currency interest rates risk in the banking book. This holds true for the group as a whole. Assets or
liabilities with fixed terms are hedged with interest rate swaps or other derivatives and hedge accounting is utilized where possible to reduce
fluctuations in Profit and Loss. Those hedging derivatives are marked to market as all other derivatives.

Interest rate exposures in Icelandic kronas (ISK), are not hedged to the same extent and the Bank has banking book exposure to interest rate
movements. To maintain a balance between assets and liabilites, the Bank needs to hold more assets than than liabilities in ISK since equity of the
Bank is denominated in ISK. This mismatch is partly invested in the Bank's Icelandic CPI linked mortgage portfolio. To reduce interest rate
sensitivity, all the Bank’s fixed rate mortgage lending in Iceland has an interest rate reset in 5 years from issuance.

Interest rate risk in the banking book is reported to the Asset and Liability Committee.

Inflation risk

The Bank is exposed to Icelandic inflation since Consumer Price Index (CPI) index-linked assets exceed CPI index-linked liabilities. All indexed
assets and liabilities are valued according to the CPl measure at any given time and changes in the CPI are therefore recognised in profit and loss.
Those exposures are limited to the parent company.

Inflationary position of the Bank is reported to the Asset and Liability Committee.

Assets and liabilities linked to Consumer Price Index: Total Total Net

assets liabilities position
B0.8.2007 ..ttt E e h £ h b bR R R R R £ E £ R £ e e e R e AR £ eE £ e R e e e e eE e R £ 4R e e AR e AR €S R £ oA £ e e 4R AR e AR £ e R £ e et Rt Rt ekt n e e n e n b et eneerenn 306,253 ( 161,251) 145,002
B 70 0 L USRS 302,090 ( 175,475) 126,615
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The majority of the Bank's assets and liabilities is denominated in foreign currency. The Bank aims to keep foreign assets and liabilities in balance in
terms of currencies. Any mismatch is monitored closely.

Since the Bank’s assets are largely denominated in foreign currency, but equity is issued in ISK, the exchange rate of the Icelandic krona has an
effect on the measured CAD ratio. This is taken into account in the Bank's capital strategy and the Bank uses various methods to reduce this effect.

Trading positions in currencies, above certain limits, are reported to the Risk Committee. The sensitivity of capital ratios to changes in exchange
rates is reported to the Asset and Liability Committee.

The table below summarises the Bank's exposure to currency risk at 30 June 2007. Included are both on-balance sheet and off-balance sheet
positions. Off-balance sheet positions represent notional amounts of foreign currency derivative financial instruments.

Assets and liabilities classified according to currencies:

At 30 June 2007

ISK NOK SEK EUR uUsb GBP CHF JPY Other Total
Assets
CaSsh .. 16,806 12,098 10 2,179 60 47 14 4 39 31,257
Loans and receivables . 463,551 503,263 44,945 263,010 131,147 98,701 88,683 55,124 48,399 1,696,823
Trading assets 222,777 16,559 3,292 3,410 2,780 1,680 8 4 8,062 258,572
FV financial assets ..........cccccooceverrienne 8,388 103,709 0 62,370 39,088 60,853 2,050 858 269 277,585
AFS financial assets 3,282 0 0 105 0 0 0 0 0 3,387
Hedging derivatives 4,723 0 0 0 0 0 0 0 0 4,723
ASSOCIALES ...cevoviiviieieieee e 480 1,321 0 1,877 0 0 0 0 0 3,678
Fixed assets ........ccocovoiiiiiiiciciciee 3,176 1,874 111 815 0 0 0 0 27 6,003
Intangible assets .........ccccoeiiiiiiiiienn 480 18,213 1,704 27,364 0 0 0 0 1 47,762
TaX @SSELS .ooveeiniieieeiieeie e 0 56 0 364 0 0 0 0 0 420
Assets held for sale ...........ccoovveeiennn 365 158 0 0 0 0 0 0 0 523
Other assets .......ccoceeeieiiieieeieeee 659 619 7 2,945 2 0 4 2 37 4,275
Total 724,687 657,870 50,069 364,439 173,077 161,281 90,759 55,992 56,834 2,335,008
Liabilities and equity
Deposits, credit inst. ..........ccocoeereeeenn. 20,419 1,283 1,729 6,066 4,222 1,259 168 569 4,574 40,289
Other deposits ........ccoeverriiieeiieicens 146,543 224,317 3,681 13,151 15,661 103,158 702 1,889 2,217 511,319
Borrowings 58,907 211,147 18,050 498,032 371,950 70,912 56,210 13,036 59,031 1,357,275
Subordinated loans ............cc.ccooeeeeene. 5,407 12,978 0 24,695 49,624 0 0 2,438 0 95,142
Trading liabilities ..........c.ccovoveivinnne 76,415 10,118 24 1,360 24 0 0 0 0 87,941
Hedging derivatives 15,549 0 0 124 0 0 0 0 0 15,673
Pension liability 0 729 0 0 0 0 0 0 0 729
Tax liabilities .......ccccooeviereeciiees 11,142 1,406 0 669 4 0 0 0 0 13,221
Other liabilities ..........c.ccoovvveiiiiiie 32,164 23,680 282 5,750 142 3 0 35 94 62,150
EQUItY «oeeieeeeeee e 150,211 756 0 302 0 0 0 0 0 151,269
Total 516,757 486,414 23,766 550,149 441,627 175,332 57,080 17,967 65,916 2,335,008
Net on-balance sheet...........cccccoceernne 207,930 171,456 26,303 ( 185,710) ( 268,550) (  14,051) 33,679 38,025 ( 9,082)
Net off-balance sheet............ccccccvinne ( 275,712) ( 141,784) ( 24,563) 220,547 270,599 14,295 (  33,986) (  38,160) 8,764
Net position ( 67,782) 29,672 1,740 34,837 2,049 244 ( 307) ( 135) ( 318) 0
At 31 December 2006
Net on-balance sheet.... 175,416 176,649 22,857 ( 175,160) ( 243,810) 27,662 10,895 30,304 ( 24,813) 0
Net off-balance sheet.... 211,721) ( 154,171) ( 20,601) 178,266 248,125 (  26,624) (  11,781) (  29,805) 28,312 0
Net position (  36,305) 22,478 2,256 3,106 4,315 1,038 ( 886) 499 3,499 0
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Market Risk

Market risk is the risk of loss due to changes in interest rates, foreign exchange and equity prices. The Bank has trading positions in bonds,
currency and equities and is therefore exposed to fluctuations in price. Since all positions are marked to market, all price changes are immediately
recognised in profit or loss.

For trading positions the Bank uses a daily Value-at-Risk (VaR) method to measure market risk in individual portfolios as well as overall. The overall
measure is conservative as diversification effects across the portfolios are not taken into account. Reporting is based on a probability level of 99%
and 1-day holding period. The table below summarises VaR measures for the six months ended 30 June 2007, with reference figures from full year
2006. Backtesting is used to assess the effectiveness of the VaR model.

End of Average Average

Min Max Q2 2007 Q1-Q2 2007 2006

EQUILY FISK ... e 3 166 13 55 136
Interest risk ..... . 2 34 9 12 35
Currency risk 0 341 38 81 42
Total 18 408 60 149 213

Stress tests are carried out to provide an indication for potential loss in extreme conditions. Non-trading and unlisted equity positions that are not
part of the VaR measure are covered under stress testing as well.

Operational Risk

Credit Control, Risk Management and Compliance are jointly responsible for monitoring and reporting on operational risk. Operational risk is
supervised by the Operational Risk Committee. Major sources of operational risk are adherence to internal procedures, processes and guidelines, IT
security, fraud, error, legal and regulatory compliance as well as business risk.

Derivatives used for hedging

32. The fair value and notional amounts of derivative instruments used for hedging are set out below.

Notional Fair value
amount Assets Liabilities
LT =TS ] A = (=P PR 373,841 4,525 12,204
(e (=Y Te | WUy =T0 Lo PRSPPI 10,525 198 3,469
Total 384,366 4,723 15,673
Derivatives held for trading
33. The fair value and notional amounts of derivative instruments held for trading are set out below.
Notional Fair value
amount Assets Liabilities
LT =TS] = =TSP PPR 834,001 5,481 14,461
=L U TSP UOUTOPROURRPRRRt 230,238 23,292 19,718
FOPBIGN CUITEINCY ...ttt b bttt b bt e e a bt e s bt et e e et e hs e et e h et eh et e hs e e st e bt e sht e s et e et e e e bt nbe e sbaeesaeesaeenae s 2,120,685 44,365 41,608
Total 3,184,924 73,138 75,787
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Business segments

34. Below is a business segment overview showing the Bank’s performance with a breakdown by business segments. A business segment is a
distinguishable component of the Bank that is engaged in providing products or services that are subject to risks and rewards that are

different from those of other business segments.

The Bank is organised into the following business segments according to functions:

a) Retail Banking: Incorporates banking services, including asset-based financing to indivuduals and small and medium sized corporate

customers.

b) Corporate Banking: Incorporates Glitnir's international operations, homemarket corporate customers and leveraged finance.

c) Investment Banking: Incorporates international corporate finance and equity investments.

d) Markets: Incorporates brokerage services in securites, foreign currencies and derivatives, sale of securities issues and money market

lending.

e) Investment Management: Comprises private banking in Iceland and Luxembourg as well as assets management in Iceland, Norway and

Finland.

f) Treasury: Incorporates funding and interbank function.

Among operations that fall outside the defined business segments are the operations of associated companies and other operations of the

Bank.

The Bank was reorganised at the beginning of the year 2007 into the business segments described above. Where practical, comparative
amounts in the schedules below have been reclassified to reflect the new structure.

Q2 2007 Investment Other

Retail Banking Corporate Investment manage- operations &
Operations Iceland Norway Banking Banking Markets ment Treasury eliminations Total
Net interest income ... 2,750 448 5,061 ( 137) 572 166 2,425 ( 1,627) 9,658
Other operating iINCOMe ...........ccoocvviieiencniene 1,304 73 777 2,373 5,322 2,506 ( 1,265) 2,435 13,525
Administrative eXpenses ..........ccccocoeveieeeenennn. ( 2,994) ( 222) ( 2,631) ( 685) ( 3,052) ( 1,973) ( 73) ( 497) ( 12,127)
Impairment ... ( 223) 44 ( 84) ( 3) ( 9) 19 0 9 ( 247)
Other iNCOME .....cooviieiiiiiicce e 0 4 761 0 0 0 ( 119) ( 168) 478
Profit before tax 837 347 3,884 1,548 2,833 718 968 152 11,287
Income tax eXPenSse .........cocvvreeeereniniseeens ( 1,766)
Profit for the period 837 347 3,884 1,548 2,833 718 968 152 9,521
Net segment revenue from
external CUStOMErS ...........coccvvrieieiincicee 10,463 3,362 ( 27,173) 591 8,471 2,672 23,741 1,084 23,211
Net segment revenue from
other Segments ..........cccveveriniieiiccc e ( 6,409) ( 2,841) 33,011 1,645 ( 2,577) 0 ( 22,581) ( 276) ( 28)
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6 months ended 30 June 2007

Investment Other

Retail Banking Corporate Investment manage- operations &
Operations Iceland Norway Banking Banking Markets ment  Treasury eliminations Total
Net interest income 5,265 805 9,730 ( 311) 818 270 3,573 ( 2,549) 17,601
Other operating income 2,407 75 2,618 5,040 9,683 3,414 ( 1,344) 1,901 23,794
Administrative expenses 5,554) ( 408) ( 4,600) ( 1,238) ( 5,264) ( 2,618) ( 220) ( 862) ( 20,764)
Impairment ... 344) 33 ( 1,146) ( 6) ( 2) ( 18) 0 4 ( 1,479)
Other income 0 22 287 0 0 0 ( 118) 360 551
Profit before tax 1,774 527 6,889 3,485 5,235 1,048 1,891 ( 1,146) 19,703
Income tax eXPense .........cccccvvceeeveeneniieniees ( 3,174)
Profit for the period 1,774 527 6,889 3,485 5,235 1,048 1,891 ( 1,146) 16,529

Net segment revenue from
external CUStOMErsS .........cccceveeiieiiicenieieeene 0 ( 3,375) ( 44,383) 562 10,249 3,684 75,334 ( 676) 41,395
Net segment revenue from

other segments 7,672 4,255 56,731 4,167 252 0 ( 73,105) 28 0
At 30 June 2007
Segment assets
Cash, balances with central

banks, loans and receivables 338,662 135,613 1,039,482 6,094 42,355 19,640 1,093,051 ( 946,817) 1,728,080
Other financial assets . 460 35,130 92,297 23,154 29,231 113 362,105 5,455 547,945
Other @sSets ........cccoevrenieiieieeeeeseeeeees 1,292 390 1,656 2,922 9,876 4,943 0 37,904 58,983
Total assets 340,414 171,133 1,133,435 32,170 81,462 24,696 1,455,156 ( 903,458) 2,335,008
Segment liabilities
Deposits, borrowings and

subordinated 10ans ............ccccccoeeiiiiiiiicnns 325,396 157,357 1,038,149 23,865 24,992 17,087 1,339,891 ( 922,712) 2,004,025
Other liabilities .........cccoeevrereiniiceceeee 1,221 4,886 13,372 1,578 39,961 664 102,018 16,014 179,714
Total liabilities 326,617 162,243 1,051,521 25,443 64,953 17,751 1,441,909 ( 906,698) 2,183,739
Q2 2006

Corp. &
Commercial banking investm. Capital Other Elimin-

Operations Iceland Norway banking markets  Treasury operations ations Total
Net interest income 4,001 2,052 2,330 867 2,437 ( 162) 0 11,525
Other net operating income ... 1,219 2,194 1,296 1,543 638 ( 237) 0 6,653
Administrative expenses 2,754) ( 2,001) ( 1,161) ( 50) ( 86) ( 241) 0 ( 6,293)
Impairment losses 1,158) ( 51) ( 163) 0 0 18 0 ( 1,354)
Other iNCOME ..ot 85 ( 11) 0 0 0 2,510 0 2,584
Profit before tax 1,393 2,183 2,302 2,360 2,989 1,888 0 13,115
INCOME taX EXPENSE .....ooruiiiiiiiieiie e ( 2,101)
Profit for the period 1,393 2,183 2,302 2,360 2,989 1,888 0 11,014
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Corp. &
Commercial banking investm. Capital Other Elimin-
Iceland Norway banking markets  Treasury operations ations Total
Net segment revenue from
external customers ... 40,076 17,828 38,946 3,037 ( 79,205) ( 2,504) 0 18,178
Net segment revenue from
other Segments ...........cccceviiiiiiicii e ( 34,856) ( 13,582)( 35,320) ( 627) 82,280 2,105 0 0
6 months ended 30 June 2006
Operations
Net interest iNCOME .........ccoiviiiniiiiiee e 7,592 3,526 4,223 1,212 2,913 ( 113) 0 19,353
Other net operating income .... 2,540 2,919 4,587 3,560 748 1,762 0 16,116
Administrative expenses 5,322) ( 3,161) ( 2,434) ( 330) ( 165) ( 753) 0 12,165)
Impairment losses 2,086) ( 61) ( 635) 0 0 4 0 2,778)
Other income 85 1 0 0 0 3,684 0 3,770
Profit before tax 2,809 3,224 5,741 4,442 3,496 4,584 0 24,296
INCOME taX EXPENSE ......cccviiiiiiiiiiieeii e 4,184)
Profit for the period 2,809 3,224 5,741 4,442 3,496 4,584 0 20,112
Net segment revenue from
external CUSIOMErS ..ot 66,737 32,589 76,569 7,569 ( 152,207) 4,212 0 35,469
Net segment revenue from
Other SEgMENS ........ccouciriiiiiricireeee s ( 56,605)( 26,144)( 67,759) ( 2,797) 155,868 ( 2,563) 0 0
At 31 December 2006 Other
Commercial banking Corporate Investment operations &
Segment assets Iceland Norway Banking Banking Markets  Treasury eliminations Total
Cash, balances with central
banks, loans and receivables ............cccccoeeiininiincinennns 556,646 598,314 287,529 3,987 28,030 1,356,301 ( 1,050,022) 1,780,785
Other financial assets 3,621 69,200 1,975 28,626 8,565 201,088 128,886 441,961
Other assets 109,471 4,895 15,872 2,031 6,383 0 ( 115,059) 23,593
Total assets 669,738 672,409 305,376 34,644 42,978 1,557,389 ( 1,036,195) 2,246,339
Segment liabilities
Deposits, borrowings and
subordinated loans 163,031 573,076 0 0 12,782 1,507,593 ( 252,849) 2,003,633
Other liabilities 470,556 63,732 291,473 27,350 14,472 44,633 ( 815,629) 96,587
Total liabilities 633,587 636,808 291,473 27,350 27,254 1,552,226 ( 1,068,478) 2,100,220
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Quarterly Statements

35. Operations by quarters:

Q2 Q1 Q4 Q3 Q2

2007 2007 2006 2006 2006

Net interest INCOME ..o, 9,658 7,943 8,421 9,310 11,525
Other operating iNCOME .........ociiiiiiiiie e 13,525 10,269 13,443 5,960 6,653
Administrative EXPENSES ..........ooiiiiiiiiiii e ( 12,127) ( 8,637) ( 8,705) ( 6,431) ( 6,293)
IMPAIrMENT IOSSES .....evveiiiiieecieee et a e e enees ( 247) ( 1,232) ( 1,653) ( 328) ( 1,354)
Other INCOME ... 478 73 90 1,854 2,584
Profit before iNCome tax ..........ccoviiiiiiiiiiii 11,287 8,416 11,596 10,365 13,115
INCOME 18X ..ttt ( 1,766) ( 1,408) ( 2,277) ( 1,563) ( 2,101)
Profit for the period 9,521 7,008 9,319 8,802 11,014

Effective income tax rate

36. The corporate income tax rate in Iceland is 18.0% whereas the effective income tax rate in the Bank’s income statement is 16.1% for the six
months ended 30 June 2007. The difference is specified as follows:

Profit DEFOIE taX ... .o ettt ettt 19,703

18.0% income tax calculated on the profit of the period ... 3,547 18.0%
Effect of tax rates in foreign jUrSAICHIONS ..........coiiiiiiii et 554 2.8%
Effects of tax eXemMPtiNCOME ... ettt ( 927) ( 4.7%)
Income tax according to income statement 3,174 16.1%

Earnings per Share

37. Earnings per share is calculated by dividing the net profit attributable to equity holders of the Bank by the weighted average outstanding
number of shares during the period, excluding the average number of shares purchased by the Bank and held as treasury shares. The
calculation of diluted earnings per share takes into consideration the outstanding stock options when calculating the share capital.

2007 2006 2007 2006

Q2 Q2 Q1-Q2 Q1-Q2

Net profit, attributable to the shareholders of the parent ...........c.cccoecieeiiiieicnee 9,437 10,702 16,052 19,800
Average outstanding shares:

Outstanding shares at the beginning of the year, millions ............c..ccococce 14,753 14,120 14,161 13,112

Issuance of new shares, MIllIoNS ..........cccoiiiiiiiiiii e ( 358) ( 91) 156 827

Average outstanding shares, millions 14,395 14,029 14,317 13,939

Earnings per share, ISK 0.66 0.76 1.12 1.42

Diluted Earnings per share, ISK 0.64 0.76 1.10 1.42
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Other net operating income

38. Other net operating income is specified as follows:

41.

2007 2006 2007 2006
Q2 Q2 Q1-Q2 Q1-Q2

Gain from sale of land and buildings ...........ccceiiiiiiii e 1,057 0 1,057 0
Revaluation of investment Property .........c.cccooeeiiiniiiiiiiee e 792 0 792 0
Other income 30 181 113 226
Total 1,879 181 1,962 226

Cash and cash balances with central banks

39. Specification of cash and cash balances with central banks:

30.6.2007 31.12.2006

(0= 11 1o T 4 - 2 o ST OPR PR 1,108 1,044
Balances with central banks other than requIred rESEIVES ............ooi it 27,969 14,967
Required reserves at CENral DANKS ...........coiuiiiiiiiie et e e e e e et e e e e st e e e sssaeeasnneeessnseeaeensneaeanes 2,081 2,452
L= 0T o1 SRR SR 99 1,954
Total 31,257 20,417

Loans and receivables

40. Loans and receivables are specified as follows:
Balances with Credit INSHULIONS ..........ooiiiii et 40,613 32,027
Loans t0 Credit INSHIULIONS ......cccooo ittt ettt s e e e e eeaeeaaaaeaaaeaeees 100,895 144,983
Loans and leasing CONtracts 10 CUSTOMEIS .........eiiiuiiiiieiiie ettt e 1,499,080 1,571,726
OthEr FECEIVADIES ... .. ettt ettt e ettt e e e bt e e e e eae e e e e aate e e e nbee e e e neeeeeanbeeaeannneeeeanneens 56,235 11,632
Total 1,696,823 1,760,368
Allowance for losses on loans and receivables:

Q1-Q2 2007 Q1-Q2 2006

(22 1= Lo Lot | e O TSP U SRRSO 12,465 9,191
Provision for loan impairment 1,479 2,778
Loans written off during the period @s UNCOIIECHDIE .............cooiiiiiiiii e ( 3,134) ( 846)
Amounts recovered during the PEIIOM ............iii it e et e e e aee e e s ebe e e e enne e e e enreeaeannes 34 19
Translation IiffErENCE ..ottt bt bt e st e et e s bt e e bt e et e e neeebeeennes ( 26) 299
Total at the end of the period 10,818 11,441
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Financial assets held for trading

42. Specification of financial assets held for trading:

30.6.2007 31.12.2006
According Against According Against

to balance derivative Net to balance derivative Net
sheet contracts position sheet contracts position
Bonds issued by public bodies ..............ccceenneee. 63,386 ( 63,386) 0 70,532 ( 66,706) 3,826
Bonds issued by others ..........ccccooiiiiiiiinnn. 31,425 ( 23,196) 8,229 10,667 ( 10,667) 0
Shares .....cooiiiiie 90,623 ( 79,646) 10,977 79,170 ( 67,074) 12,096
185,434 (  166,228) 19,206 160,369 (  144,447) 15,922

Carrying amount of derivatives............cc.cccceeenee 73,138 66,882
Total 258,572 (  166,228) 19,206 227,251 (  144,447) 15,922

Financial assets designated at fair value through profit or loss

43. Financial assets designated at fair value through profit or loss are specified as follows:
30.6.2007 31.12.2006

(072 1] =Y [ A= T o SOt 140,218 109,673

BONAS iISSUEA DY ONEIS ...ttt ettt e e s bt e e e et e e e e e be e e aanee e e e anbeeaeaneeeeeanseeaaanes 34,943 34,020

[ =T oL PPV OPPRPRUPPRPPN 72,399 24,457

7,111 7,049

4,652 6,275

18,262 19,390

Total 277,585 200,864

Financial assets available-for-sale

44. Financial assets available-for-sale are specified as follows:

Bonds issued DY PUDIIC DOAIES .........cooiiiiieie ettt ettt e e bt e e e nte e e e be e e e e nnne e e e aanreaeanes 202 239

BONdS ISSUEA DY OhEIS ...ttt sttt e b et nae e e nae e e nbeeenees 3,084 3,507

S E= T PSPPI 101 0

Total 3,387 3,746
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Investments in associates

45. The Bank's interest in its principal associates, which are unlisted, are as follows:
Share Share
Ownership  Book value of results  Book value of results
30.6.2007 30.6.2007 Q1-Q22007 31.12.2006 Q1-Q2 2006

Eignarhaldsfélagid Fasteign hf. ... 28% 2,023 32 731 40
Norsk Privatgkonomi ASA ........ccceiiiiiiee e 45% 1,001 18 1,070 0
Reiknistofa Bankanna ..............ccccovviiiieiiiiiiiee e 23% 350 0 345 1
[ T SRR 304 ( 67) 2,233 1,285

Total 3,678 ( 17) 4,379 1,326

Investment in subsidiaries

46. The parent's interest in its subsidiaries is specified as follows:

Location Ownership Results
Bolig- 0g Naeringsbanken ASA .........c et e Norway 100% 1,239
Glitnir Bank ASA ........... 100% 419
Glitnir Factoring ASA 100% 25
GIItNIr SECUIHIES ASA ...ttt ettt e st e s be e et e e neebeeeanes Norway 100% 385
Glitnir Property HOIAING AS ... e Norway 70% 522
GIINIE AB ...t ettt nr et ne e ne e Sweden 100% 68
Glitnir Luxembourg SA ... Luxembourg 100% 489
[ 1LY T (o TU 1O Y TP PP TRPUPRN Finland 99% 523
KreditKOrt Nif. ... et Iceland 55% 314
Glitnir eignarhaldsfélag €. ..........ooiiiiii e e Iceland 100% 1,125
Glitnir Real Estate FuNd I hf. ... e Iceland 59% 291
RIVUIUS ©NF. <.t sne e e nne e Iceland 100% 312
(00 T= O T ST U OO TP U ST O PP OURTOPPTOPPRO Iceland 39
Total 5,751

Intangible assets
47. Change in intangible assets during the period is specified as follows:

Balance at the beginning Of tRE YEAK ... .ottt ettt e et e e e s be e e e e bee e e e aateeaessaeaesanneeaeanneen 18,310
Additions due to acquisition Of FIM GrOUD O] ......eeiuiiiiiiiiieiie ettt ettt ettt b et e st e sab e e s st e et e e naeeebeeannees 28,387
Additions due to buyout of minority in Glitnir Property Group AS ... e 3,942
Translation @Nd OthEr CRANGES .........coiiiiiie ettt e h et e eb e e bt e bt e e be e e bt e et e e bt e nabeeabbeenabeenneeetee s ( 2,877)
Balance at the end of the period 47,762
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48.

49.

Intangible assets are specified as follows:
30.6.2007  31.12.2006

Lo o N | TP PP PR RPN 36,486 17,946
Brands ..o 4,730 0
Distribution agreements, CUSIOMET [IStS €1C. ........iiiiiiiiiiiiie e e 5,693 0
SOFIWAE ...ttt et st e e h e e e b e e b e e st e e e a b et e e et e e hb e et et e e b e b e e eee s 853 364
Total 47,762 18,310

Goodwill is allocated to the Bank's cash-generating units (CGU) in keeping with the main emphasis of monitoring and managing activites.
With regard to this, goodwill has been distributed between CGU according to its origin. As part of the apportioning of the Bank’s goodwill, the
recoverable amount is measured by value in use. Each CGU is assessed on its own, in which expectations for return on equity, payout ratio,
equity and yield are the main variables in the assessment of each CGU. An independent operating budget acts as the bases for results for
the five years of the scheme and after that it is based on long-term yield of comparable units. Return objectives are different within each
CGU. A sensitivity analysis of budgets and key premises has revealed that a significant deviation from the budget or a breakdown must take
place in order to affect an impairment of the goodwill in the Bank's balance sheet.

Related party disclosures

50.

The Bank has a related party relationship with its subsidiaries, associated companies, the board of directors of the parent company, the CEO
and executive vice presidents of the Bank, close family members of individuals referred to herein and the largest shareholder, FL Group hf.
(32% share). Change in related parties' lending during the period is specified as follows:

Board &
managing  Associated
directors  companies

Balance at the beginning Of the YEAI ... et e e e e e e 42,943 13,325
Reclassification of loans due to New related PArtIES ........c..eeiiiiiee i e e 2,126 8
Reclassification of loans due to exit of related parties ... s ( 32,821) ( 1,237)
New lendings, less repayments, of loans to related Parties ...........cccovieiiiiiiieiii e 5,298 594
Balance at the end of the period 17,546 12,690

In Q2 2007 the Bank charged ISK 671 million due to the departure of the former CEO and three executive vice presidents.

Equity

51.

52.

According to the Parent Company's Articles of Association, the total number of issued shares is 14,881 million. At the end of June 2007
treasury shares were 405 million. One vote is attached to each share. During the period, share capital was increased by 616 million shares
at the price of ISK 24.8 per share.

Other reserves are specified as follows:

Fair value
change in Accrued
AFS fin. cost of stock  Translation
assets options reserve Total
Other reserves as at 31.12.2006 181 664 6,659 7,504
Translation differenNCeS ..........ooiiiiiie e ( 7,274) ( 7,274)
Net loss on hedge of net investment in foreign operations .............ccocceviiiiiienneene 2,175 2,175
Fair value changes of financial assets available-for-sale .............ccccccciiiiiiinniinne ( 95) ( 95)
Income tax on equUIty ItEMS ........ooouiiiiiiii e 17 ( 392) ( 375)
Accrued cost Of STOCK OPLIONS ........eeiiiiiiiie e 614 614
Other reserves as at 30.6.2007 103 1,278 1,168 2,549
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Capital adequacy ratio

53. The capital adequacy ratio (CAD) is determined as follows:

30.6.2007  31.12.2006

Shar€hOIAEIS" @QUILY .....coeeieieii it b et h ettt st e e bt e s be e e nae e e bt e enbeeeb e e saneenans 150,013 144,578
LY gL AV 1 =Y (=) S ST PPSTRRN 1,256 1,541
Total shareholders' equity 151,269 146,119
INTANGIDIE @SSELS ...ttt h e h e h et h et nane e e ( 44,896) ( 18,310)
Core capital 106,373 127,809
[ 1Y e T4 Lo leto] (= Yo= o] - PSRRI 36,395 41,725
Tier 1 capital 142,768 169,534
Subordinated loans, excluding hybrid core Capital .............coouiiiiiiiiii e 58,326 66,794
(DTt [0Tw1 o] o USSR OPTSRPP ( 940) ( 1,070)
Capital base 200,154 235,258
Risk-weighted assets
Not included in trading POMfOlO ... i ettt et e e st e e e sae e e e asbe e e s anneeeesnreeeennes 1,456,839 1,519,288
With market risk in trading POMFONO ........coouiiiiiiiii e ettt e 61,029 45,012
Total risk weighted items 1,517,868 1,564,300
COre CAPILAI TALIO ...ttt ettt e et e e e e et e et e e e e e 7.0% 8.2%
B2 =T o] = 1 = T YT RR 9.4% 10.8%
Capital adeQUACY FALIO ........ooiuiiiii ettt sttt e e 13.2% 15.0%

Obligations

54. Specification of obligations:

30.6.2007 31.12.2006

Guarantees granted t0 CUSTOMETS .........uiiiiiiiiiiiii ettt ettt st e s h e et e e bt e b e et e eab e e sabeesineeas 45,870 42,826
Unused overdrafts 54,156 40,858

Assets under management and in custody

55. Balance of assets under management and custody assets:
ASSES UNAEI MANAGEIMENT ..ottt ettt a bt sa et ettt e be e e bt e et e e eabe et e e sabeesabeesaneebeeens 913,364 490,321
(OS] CoTe V= TS T (PP RRURTRRN 1,076,362 697,735
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Stock options and stock option equivalents

56. Change in outstanding stock options and stock option equivalents during the six months ended 30 June 2007, in millions of shares:

Stock options and equivalents outstanding at 1.1.2007 ..........ooi i e et e e e e e e ae e e et e e e e eneeeas 442
T (o1 Y=Y [T P PSR PPPRPP ( 63)
LI 00110 T2 1 (=T SRR UPRPRUUPRRN ( 18)
INBW ISSUEBS ...ttt ettt e et et e e a e et e et e et e e e e he e e R e e et ehe e s Rt e e e e ee e e R e R e e se e em e e et e an e e be e e Rt e e e e ne e et enn e R e e n e eeeeneenn e 727

1,088

Outstanding at 30.6.2007

Certain employees have been granted the right to receive stock options after certain time on the basis of share price when the agreements
were entered into. The accounting treatment of these agreements, referred to as stock option equivalents, is principally the same as for

ordinary stock options.
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