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Endorsement and Statement of the Board of
Directors and the Managing Director

The Condensed Consolidated Interim Financial Statements of Sparisjodur Reykjavikur og nagrennis hf. (SPRON) for the nine
months ended 30 September 2008, have been prepared in accordance with International Financial Reporting Standards (IFRS) for
Interim Financial Statements (IAS 34) as adopted by EU. The Consolidated Interim Financial Statements includes the Interim
Financial Statements of SPRON hf. and its subsidiaries, together referred to as SPRON.

Net loss, according to the Income Statement, amounted to ISK 16,524 million for the period from 1 January to 30 September 2008.
Total Equity, according to the Balance Sheet, amounted to ISK 10,441 million at the end of the period. The capital adequacy ratio
of SPRON, calculated according to the Act on Financial Undertakings, was 10,1%. This ratio may not be lower than 8.0%.

SPRON's share capital amounted to ISK 4,871 million at 30 September 2008 SPRON - fund ses kept 14,9% of the total number of
shares in the Bank and is the only shareholder which has a stake above 10%.

According to the parent companies Articles of association, issued share capital at year end amounts to ISK 5,004 million and is
divided into equal number of shares which are all in the same class with equal rights. Owned shares amounted to ISK 133 million at
30 September 2008. The shares of the Bank are listed on the Iceland Stock Exchange (OMX Iceland). The Board of Directors has
the right to increase the share capital of the Bank by the nominal value of ISK 500 million by issuing and selling new shares and
current shareholders have accepted to waive their preemptive rights. The Board of Directors has the right to purchase up to 10% of
the nominal value of the shares of the Bank, provided that the purchase price is within 10% variation from the last quoted price in
the Iceland Stock Exchange.

Impact of recent developments in financial markets

With reference to the emergency law passed by the Icelandic Parliament on 6 October 2008, the Icelandic Financial Supervisory
Authority assumed the powers of the shareholders’ meeting of the Icelandic banks Landsbanki Islands hf., Glitnir Bank hf. and
Kaupthing Bank hf. during the period 7 - 9 October 2008. At the same time, the Icelandic FSA suspended the Boards of Directors
of each of these banks and appointed instead Resolution Committees, which took over all authority of the Board of Directors and
are in charge of handling the business of these banks.

These events have led to a severe decline after the balance sheet date in the fair value of securities issued by those banks, to a sharp
depreciation of the exchange rate of the Icelandic Krona, lack of liquidity in the exchange market and limitations imposed by the
Central Bank of Iceland on foreign currency transactions and outflow from the country, to increase in unemployment and
disappearance of the demand side in the real estate market.

The combined effect of these adverse events in the Icelandic economy clearly affects the ability of SPRON’s customers to repay
amounts due according to contractual terms and the fair value of collaterals and guarantees held by SPRON. Accordingly, there is
sufficient objective evidence that many of SPRON’s loans and receivables have become impaired after the balance sheet date and
that SPRON will need to record a further impairment loss in the forth quarter of 2008. In addition, SPRON will need to recognise
fair value losses on equity and debt securities carried by SPRON at fair value. These conditions have affected the equity of the
company and in conformity with law no. 161/2002 about Financial Undertakings SPRON has informed FSA in Iceland about this
situation and is working on restructuring the financial position of the Company.

Due to mentioned events the merger between SPRON and Kaupping has been cancelled.
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Statement by the Board of Directors and Managing Director

According to our best knowledge, taken in to consideration the matters described above, it is our opinion that the Consolidated
Interim Financial Statements give a true and fair view of the consolidated financial performance of the Group for the financial
period 1.1. - 30.9.2008, its assets, liabilities and consolidated financial position as at 30 September 2008 and its consolidated cash
flows for the financial period 1.1. - 30.9.2008 Further, in our opinion the Consolidated Interim Financial Statements and the
Endorsement of the Board of Directors and the CEO gives a fair view of the development and performance of the Group's
operations and its position and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the Managing Director of SPRON hf. hereby confirm the Interim Financial Statements for the period
from 1 January to 30 September 2008.

Reykjavik, 28 November 2008.

Board of Directors

Chairman

Managing Director

Gudmundur Hauksson
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Independent Auditors' Review Report

To the Board of Directors of Sparisjodur Reykjavikur og nagrennis hf.

Introduction

We have reviewed the accompanying condensed consolidated interim financial statements of Sparisjédur Reykjavikur og nagrennis
hf., which comprise the consolidated interim balance sheet as at 30 September 2008 and the consolidated interim income statement
and statement of changes in equity for the nine-month period then ended, and a summary of significant accounting policies and
other explanatory notes. Management is responsible for the preparation and fair presentation of this interim financial information in
accordance with International Financial Reporting Standards as adopted by the EU. 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 Standard 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.

Basis for Qualified Conclusion

We draw the attention to Note 34 to the consolidated interim financial statement which states that due to post balance sheet event
there has been adverse events in the Icelandic economy that clearly affects the ability of SPRON’s customers to repay amounts due
according to contractual terms and the fair value of collaterals and guarantees held by SPRON. In addition, SPRON will need to
recognise fair value losses on equity and debt securities carried by SPRON at fair value. In the note it is also stated that these
events have affected the equity of the company in that way that it is below the minimum required by law. These conditions, along
with other matters described in Note 34 and in the endorsement and statement of the Board of Directors and Managing Director,
indicate the existence of a material uncertainty which may cast doubt on the Company’s ability to continue as a going concern.

Quialified Conclusion

Based on our review, with the exception of the matter described in the Basis for Qualified Conclusion paragraph, nothing has come
to our attention that causes us to believe that the accompanying consolidated interim financial information does not give a true and
fair view of the financial position of the entity as at 30 September 2008, and of its financial performance for the nine-month period
then ended in accordance with International Financial Reporting Standards as adopted by the EU.

Reykjavik, 28 November 2008.

KPMG hf.

Sigurdur Jénsson
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Consolidated Interim Income Statement
for the Period from 1 January to 30 September 2008

Notes 2008 2007 2008 2007
1.7.-30.9 1.7.-30.9 1.1.-30.9. 1.1.-30.9.
INterest iNCOME .....ovevevrvreeeirceeeec e 9.764.426 5.008.887 25.787.457 15.217.134
INtErest EXPENSE ....ovveververiirireisiei e (8.667.877) (4.262.696) (22.973.109) (13.371.484)
Net interest iNCOME........ccocveeeriieieicerceeae 3 1.096.549 746.191 2.814.348 1.845.650
Fee and commission iNCOME .........c.covevenen. 385.468 476.984 1.225.538 1.338.881
Fee and commission eXPENSe ........ccecvvvevenne (102.831) (116.731) (361.768) (436.652)
Net fee and commission income................... 282.637 360.253 863.770 902.229
Net (loss) gains on
fin. assets and fin. liabilities ...........c.ccoceene. 4-7 (946.089) 205.002 (8.045.079) 10.142.506
Share of (loss) profit of associates ................. (2.519.055) (1.099.664) (10.322.338) 2.152.272
Other operating iNCOME .........cccceeerrecrenennne 8 100.841 111.911 237.816 255.011
Operating iNCOME ........ccccvuvviirinieerneieieieas (3.364.303) (782.751) (18.129.601) 12.549.789
Net operating (10ss) iNCOME..........ccceevvrvennene. (1.985.117) 323.693 (14.451.483) 15.297.668
Salaries and related expenses ..........cccccceeene. (729.192) (592.468) (1.935.641) (1.810.369)
Administrative eXpenses .......ccocccvererereieniens (795.978) (658.331) (2.092.348) (1.892.341)
DEPreCiation .......cccceeeeeereereeriiinieieisieeeeisieieeas (53.619) (47.608) (150.569) (118.067)
Operating CoSt .......covevviiiienirisinerese e (1.578.789) (1.298.407) (4.178.558) (3.820.777)
Impairment losses on
loans and advancCes ...........ccoevvverieerieiienienens 14-15 (2.079.091) (74.661) (3.146.474) (359.168)
(Loss) profit before income tax...........co....... (5.642.997) (1.049.375) (21.776.515) 11.117.723
INCOME T8X . 2.578.372 199.752 5.251.874 (1.838.516)
Net (10SS) Profit......ccccoiiinniiinniiece (3.064.625) (849.623) (16.524.641) 9.279.207
Attributable to:
Shareholders of SPRON hf. .........cccccovvveinen. (3.006.507) (849.915) (16.476.941) 9.278.752
Minority INterest ......covvvveeveiisieiese e (58.118) 292 (47.700) 455
(3.064.625) (849.623) (16.524.641) 9.279.207
Loss per share
Basic / diluted loss per share ............ccccoceeenene (0,63) (0,17) (3,38) 1,86

The notes on pages 10 to 16 are an integral part of these Consolidated Interim Financial Statements.
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Consolidated Interim Balance Sheet

as at 30 September 2008

Notes 30.9.2008 31.12.2007

Assets
Cash and cash balances with the Central Bank ...........cc.ccocevvveiiieneieieciiiienns 8.060.919 10.332.327
Loans to credit iNStITULIONS ........cvvviiiiiiciccece e 9-10 5.362.461 3.727.837
L0BNS 10 CUSLOIMENS ....viuveieiteiiiiiieiieie sttt st n b b sne s 11-15 206.450.881 161.629.502
Trading fiNANCIAL @SSELS ......cvcvevieiiieiceiee e 16 21.415.176 27.507.593
Financial assets designated at fair value through profitand 10ss ..............cc....... 18 16.936.963 12.666.423
INVESIMENT IN ASSOCIALES ......veveiveieiiiieicieie e 281.667 2.575.186
Property and EQUIPMENT .......covciiiiiiiicesieese e 2.289.504 2.060.442
INTANGIDIE ASSELS ...vvcviiieicieiei s 284.705 1.713.253
TAX @SSELS 1vverveieriesieeieeree ettt sttt e bbb b enen 2.198.440 0
OFNEE ASSELS ...vviveiiiteieie sttt ettt b ettt et b b et ssebe b sesaeneerens 19 3.365.411 1.982.956
Total Assets 266.646.127 224.195.519

Liabilities

Deposits from credit institutions and the Central Bank .............ccccooeevviviennnn, 20 34.016.241 8.513.472
OLher TEPOSITS ....uviuiciiieiicieectt ettt bbb enen 21 93.617.850 85.410.286
Trading financial liabilities .........cccooviiiiiiiecc e 22 8.566.855 724.862
BOITOWINGS ©..veviiveictecieeste ettt ettt ne e et nn e 23-24 103.269.373 89.096.537
SUbOrdINALE T0ANS ......cviiciiciiiciece e 25 13.159.914 5.432.501
Post-employment obligations ...........ccccuveiieiiiinicieie e 733.637 714.183
TaX HADTHTIES ©.vviveiciiiccec e 0 2.904.543
Other THADIHLIES ....veveiveiciicececee e 26 2.841.434 3.638.582
Total Liabilities 256.205.304 196.434.966

Equity
Share CapItal ........ceeviiiiiiiic e 4.871.364 4.877.279
RESEIVES ...ttt bbbttt bbb 1.250.000 1.250.000
(@1 1= =T U TSRS 748.738 0
RetaiNed BArNINGS ....ocveviiviieeiieicee e b e 3.447.825 21.604.328
Total Shareholders' Equity  27-28 10.317.927 27.731.607
MINOFILY INTEFEST .....cveeeieieeee et 122.896 28.946
Total Equity 10.440.823 27.760.553
Total Liabilities and Equity 266.646.127 224.195.519

The notes on pages 10 to 16 are an integral part of these Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

for the Period from 1 January to 30 September 2008

Changes in equity in 1.1.-30.9.2008:

Share Legal Other Retained Minority
capital reserve reserves earnings Total interest Total
Equity at 1 January 2008 ...........cccoeeeirinnnnneeeeeieeenns 4.877.279 1.250.000 21.604.328 27.731.607 28.946 27.760.553
Purchases and salesof treasury stock . (5.915) (25.404) (31.319) (31.319)
Accrued due to option agreement ...........ccccoevevrieeneeiniecienerineenas 111.238 111.238 111.238
DIVIdeNs Paid .......cccovviiriiiiiierrrrs s (1.606.458) (1.606.458) (1.606.458)
REVAIUBLION ... 637.500 637.500 637.500
Changes in minority INterest ... 0 46.250 46.250
Net loss of the period .......... (16.524.641)  (16.524.641) 47.700 (16.476.941)
Equity at 30 September 2008 ... 4.871.364 1.250.000 748.738 3.447.825 10.317.927 122.896 10.440.823
Shareholders retained earnings Contributed capital and reserve
Share Legal Retained Primary Legal Minority
capital reserve earnings Capital reserve Total interest Total
Changes in capital in 1.1.-30.9.2007:
Capital at 1 January 2007 ........cccoovvvvvvnnnnnnn. 19.453.815 15.292.045 34.745.860 29.045 34.774.905
Net earnings 1.1. - 31.3. ..o 4.689.883 4.689.883 17 4.689.900
Dividend paid ........ (8.948.716) (8.948.716) (8.948.716)
Revaluation of Primary Capital ...........c.cccce.... 1.041.770 (1.041.770) 0
Capital at 31 March 2007 ............cccccoevrennnn. 20.495.585 9.991.442 30.487.027 29.062 30.516.089
Change to hf. ............. 5.000.000 1.250.000 24.237.026 (20.495.585) (9.991.442)
Equity at 1 April 2007 .......ccccovvveeiiiins 5.000.000 1.250.000 24.237.026 0 0 30.487.027 29.062 30.516.089
Changes in
MINOFity INTErest ......ccoovvvveiiiiec e 438 438
Net profit of the period ..........ccccoovviiiiniicnnns 4.588.869 4.588.869 4.588.869
Capital at 30 September 2007 ............ccccevune 5.000.000 1.250.000 28.825.895 0 0 35.075.896 29.500 35.105.396

The notes on pages 10 to 16 are an integral part of these Consolidated Interim Financial Statements.
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Condensed Consolidated Interim Statement of Cash Flow
For the period from 1 January to 30 September 2008

2008 2007

1.1.-30.9. 1.1.-30.9.

Net cash provided by Operating aCtIVILIES..........coueirriieiei et 6.729.294 11.701.114

Net cash flow used in INVESING ACTIVITIES.......c.eiiiiireieeee e (5.626.118) (288.612)

Net cash flow used in fiNANCING ACIVITIES. .......ciuiiiiie e (2.227.224) (8.948.716)

Net change in cash and cash eQUIVAIENTS. ..o (1.124.048) 2.463.786

Cash and cash equivalents, beginning Of the YEar...........ccoiiiiiiiii e 12.436.262 4.372.984
Cash and cash equivalents, end Of the PEriod...........cccoiiiiiiiiin e 11312214 ~ 6.836.770

The notes on pages 10 to 16 are an integral part of these Consolidated Interim Financial Statements.
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Notes to the Consolidated Interim Financial Statements

Accounting Policies

Sparisjodur Reykjavikur og nagrennis hf. (SPRON) is a company incorporated and domiciled in Iceland. The address of the company
registered office is Armuli 13a, Reykjavik, Iceland. The Consolidated Interim Financial Statement for the period ended September 30, 2008
includes the Interim Financial Statement for Sparisjodur Reykjavikur og nagrennis hf. and its subsidiaries together referred to as SPRON.

1. Statement of compliance

The Consolidated Interim Financial Statements have been prepared in accordance with International Financial Reporting Standard (IFRS)
IAS 34, Interim Financial Reporting, as adopted by the EU. They do not include all of the information required for full annual Financial
Statements and should be read in conjunction with the Consolidated Financial Statements of SPRON as at and for the year ended 31
December 2007.

2. Significant accounting policies

The accounting policies applied by SPRON in these Consolidated Interim Financial Statements are the same as those applied by SPRON in
its Consolidated Financial Statements as at and for the year ended 31 December 2007.

The Consolidated Financial Statements of SPRON as at and for the year ended 31 December 2007 are available upon request through the
company’s registered office at Armuli 13a, Reykjavik or atwww.spron.is and www.omxnordicexchange.com

The Consolidated Interim Financial Statements are presented in Icelandic kréna (ISK) which is the company's functional currency, rounded to
the nearest thousand.

3. Interest income and expense are specified as follows:

Interest Interest Net interest
1.1-30.9.2008 income expense income
Cash and deposits to/from credit institutions and the Central Bank .............cccococeeerienccienenae 2.798.455 (5.197.350) (2.398.895)
LOANS NG TEPOSIES ...ttt bbbttt 19.905.738 (10.341.016) 9.564.722
BOITOWINGS ...ttt ettt bbbttt bbbt bbbttt ettt e bt (4.487.476) (4.487.476)
SUDOFINALEA T0ANS ...ttt (1.097.856) (1.097.856)
Trading assets and lHabilITIES ...........cccoiiiiiiiiiee s 3.083.264 (1.336.316) 1.746.948
OFNBIE s (513.095) (513.095)
TOMAL ettt bbbt 25.787.457 (22.973.109) 2.814.348
Interest income and expense of financial assets and liabilities at fair value ...........c..ccccccceene. 3.083.264 (1.849.411) 1.233.853
Interest income and expense of financial assets and liabilities not at

fair value through profit and 10SS .........cccccueeriieiiicie e 22.704.193  (21.123.698)  1.580.495

25.787.457 (22.973.109) 2.814.348

Net financial (loss) income

4. Net financial (loss) income is specified as follows: 2008 2007
1.1.-30.9. 1.1.-30.9.

DIVIAENG INCOIME ...ttt bbbt b b 120.651 860.080

Net (loss) gain on trading assets and labIlItIES .............cceiiiriiiii e (692.900) 1.179.627

Net (loss) gain on assets designated at fair VAIUE ...........cceiiiiiriiirceeeee e (7.443.593) 8.097.796

Net foreign exchange diffErENCE .........cccioiiiiiii ettt (29.237) 5.003

Net finaNCial (I0SS) INCOME .......viviiiiiiee bbbttt (8.045.079) 10.142.506

Dividend income

5. Dividend income is specified as follows:

Dividend iNCOME 0N frAdING @SSELS .......ceiviuereririririeieieieieteie sttt ettt e et e bttt ebe b e e et ebe et et ebebe e e ssebenenea 120.651 99.823

Dividend income on assets at fair value through profit and 10SS ...........cccoeviiiiiiiiiinnc e 0 760.257

DIVIABNG INCOME ...ttt 120.651 860.080
Interim Financial Statements, SPRON hf. 30 September 2008 Amounts are in ISK thousands
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Notes to the Consolidated Interim Financial Statements

Net (loss) gains on financial assets and financial liabilities held for trading

2008 2007
6. Net (loss) gains on financial assets and financial liabilities held for trading are specified as follows: 1.1.-30.9. 1.1.-30.9.
Shares and related AEIIVALIVES ..........ccioiiiiuiiiiiiiieiee ettt ettt bbbttt ettt et st ebeten (1.995.818) 1.015.522
Bonds and related GEMVALIVES ........c.cvviriviiiiiiiie sttt 2.207.924 171.501
OFNEE EIIVATIVES .....eieiitetei sttt b bttt b bbbt e e b e bbb e b et etk e b e bt e et ee s (905.006) (7.396)
Net (loss) gains on financial assets and financial liabilities held for trading ..........c.cococeovvniicinnicenn, (692.900) 1.179.627
Net (loss) gains on financial assets designated at fair value through profit or loss
7. Net (loss) gains on assets designated at fair value through profit and loss are specified as follows:
SRAIES ..ottt h Rt E b bR £ £ E bR £ b bR e £ ke R e R e R b ke Rt ee bbb R et ebebe et e (7.443.593) 8.097.796
Other operating income
8. Other operating income is specified as follows:
GaiN ON ISPOSAIS OF ASSELS .....cueuiietrieriiiiieteeieie ettt bttt bbbttt b bt e e bt e bt ettt e e s e 29.252 75.455
Other OPEFATING INCOME ......uviiiiietetet ittt ettt e bbb et b e b s e et et e bt et b et e b e e bt e b et et et et e e ennee 208.564 179.556
Other OPEIratiNg INCOIMIE ......c.oiiiiiiiiieieieteieete ettt ettt bbb bbb et b e b e s et bk e s et e et et e b e bt et ese et ebebans 237.816 255.011
Loans to credit institutions
9. Loans to credit institutions specified by types of loans: 30.9.2008 31.12.2007
BANK BCCOUNLS ...ttt bbb bbbttt 2.937.717 2.357.769
Money market loans 2.262.735 1.153.506
OFNEE TOBNS ...ttt 162.009 216.562
L0ans t0 Credit INSTIEULIONS ........c.iuiiiiisi bbbt 5.362.461 3.727.837
10. Loans to credit institutions specified by maturity:
O AEMANM ... b bbb bbbttt 3.254.517 2.103.935
UP T0 3 MONENS ..o s 1.676.141 982.987
OVEr 3 MONNS AN UP £0 @ YT .....viriiieieiiieieieit ettt ettt b et bbb s bbb e st bbb eb et st ebene s 220.119 499.999
OVEr 1 YEAr QNG UP 10 5 YEBAIS ....ceiiueiiiiteieie ittt sttt et b et b et b ettt bbbttt e b s bebetas 210.450 140.838
OVEE 5 YBAIS ...ttt sttt ettt bbbtk e ekt b et b et e b b e R e e b £ AeeH e e b2 £ e b e b e b £ eb e R b eb e 1 E e R e e b e e e b e b e b e eb e R b e b e ne e bt e b e e e be b enea 1.234 78
L0ans to Credit INSTIEULIONS ........ccoviiiir s 5.362.461 3.727.837
Interim Financial Statements, SPRON hf. 30 September 2008 Amounts are in ISK thousands
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Notes to the Consolidated Interim Financial Statements

Loans to customers

11.  Loans to customers specified by types of loans: 30.9.2008 31.12.2007
OVEIOTATES ...ttt b et £ bk s £t b e R £ £ b e b a8 £ bbb e b e e e £ e b e ke b e b ee b e b et et e b et et e e bt ebene e 11.196.967 10.780.027
BillS OF EXCRANGE ...ttt bbbttt bbbttt e 30.147 104.298
Bonds and 108N GTEEMENLS ........ceiiiiiirieiiirieie ettt ettt b bbbt e bt et b et e s e et et e bt b bt e e s e 197.445516  145.370.779
OFNEE TOBNS ...ttt 2.096.115 6.804.675
Provision for iMpairment ... (4.317.864)  (1.430.277)
LLOGINS TO CUSTOIMIEES ...ttt ettt ekttt e ke bt bbb et e b e b e bt e b e R b e bt b ek £ b et e b e b e bt et e et ne et et 206.450.881  161.629.502
12.  Loans to customers specified by sectors:
GOVEITIMENT ..o bbb bbb 0,3% 0,3%
Business enterprises:
Fishing industry and agriCUITUIE .........c.ooiriiiiiiiiic e 0,3% 0,2%
INAUSEFIALS ...ttt 10,7% 9,0%
COMIMEITE .o bbb bbb bbb bbb bbb s 3,5% 2,9%
SBIVICE .ttt 27,1% 26,9%
INOIVIAUAIS ...ttt 58,1% 60,7%
L0ANS 10 CUSEOMELS ...ttt bbb bbb s 100,0% 100,0%
13.  Loans to customers specified by maturity:
(@0 o (=111 - Ty Lo RO ST U PP STRTOOON 4.639.330 7.869.656
UP £0 3 MONTNS .ttt bbb bbbt e bbbk b ettt b bt 19.522.637 18.185.074
OVEr 3 MONNS AN UP £0 @ YT ....viieiiiieiiieieieie ittt ettt b bbb b et s bbb e bbb e st s b et eb e s et ebene s 24.207.043 19.597.421
OVEr 1 YEAr NG UP 10 5 YEBAIS ....euiiiieiiiiteteti ittt ettt b et bbb bbb e bbb et b b et et e ettt e bt nebebenas 23.490.468 24.433.646
OVEE 5 YBAIS ...ttt ettt etttk b etk b e bt b et e b e e b b e R e e b e Ao 2R £ e b e e e b e b e b £ e b e R b e b e e A e R e e b e e e b e b e b e eb e R e e b e ne e bt e b e e ebebene s 134.591.403 91.543.705
L0ANS 10 CUSEOMELS ...ttt bbb bbb s 206.450.881  161.629.502
Allowance for losses on loans and advances
14.  Allowance for losses on loans are specified as follows:
SPECITIC PIOVISION ...ttt etttk bbb s bbb b e b bbb et b e b et b e bbb e bt s bebens 2.351.020 439.984
COIIECTIVE @SSESSIMENT .......cuiuiieteieitite ettt ettt ettt et s et bt e b et b e b et e b e bbb e b et b e b et e b e s bt eb e st b e b et et e e b bebenenea 1.966.844 990.293
Allowance fOr 10SSES 0N TOANS ...........cviiiiii s 4.317.864 1.430.277
15.  Changes in the provision for impairment of loans and advances are specified as follows: 2008 2007
Specific Collective 1.1.-30.9. 1.1.-30.9.
provision assessment
Balance at 1 JANUAY ......ccoovieiiiieicicct s 439.984 990.293 1.430.277 1.111.302
Impairment losses recognised during the period ............cccovveiinrnccicnnnens 2.169.923 976.551 3.146.474 359.168
Write-0ffs during the Period ...........oceeiviciinieece e (263.406) 0 (263.406) (67.755)
Amounts recovered from loans previously written off ..., 4519 0 4519 11.746
Unwind of discount of alloWanCe .............ccecerirrviiinniccinceece e 0 0 0 (20.489)
Balance at 30 SEPLEMDBET .......cccoviviiiiiiiieiee e 2.351.020 1.966.844 4.317.864 1.393.972
Trading financial assets
16.  Trading financial assets are specified as follows: 30.9.2008 31.12.2007
BONOS ...ttt 12.686.385 12.083.607
Shares ... 1.461.021 13.567.383
OTC UEIIVALIVES ...ttt 7.267.770 1.856.603
Trading fINANCIAT ASSES ......c.cueiiirieiii ettt bbbttt enens 21.415.176 27.507.593

Interim Financial Statements, SPRON hf. 30 September 2008 12

Amounts are in ISK thousands




Notes to the Consolidated Interim Financial Statements

Derivatives

17.  Derivatives with parties outside SPRON, remaining maturity date of principal and book value are specified as follows:

30.9.2008 Principal Book value
Over 3
Upto3  monthsand Over 1
months  up to a year year Total Assets Liabilities
OTC currency and interest rate derivatives:
Forward currency agreements ................. 79.600.656 0 0 79.600.656 244.994 8.132.702
Interest rate agreements ..........c.cccceevnnene 0  13.094.100 6.547.050 19.641.150 6.577.377 0

79.600.656 13094100 6.547.050 99.241.806 6.822.371 8.132.702

OTC equity derivatives:

Forward equity agreements .................... 6.126 11.864 0 17.990 421.093
Stock agreements ...........cocovvvvvriinnnns 84.302 100.000 0 184.302 24.306 434.153
90.428 111.864 202.292 445.399 434.153
Derivatives total ...........c.cocoovvviiiiiinenns 79.691.084 13.205.964 6.547.050 99.444.098 7.267.770 8.566.855
31.12.2007 Principal Book value
Over 3
Upto3  monthsand Over 1
months  up to a year year Total Assets Liabilities
OTC currency and interest rate derivatives:
Forward currency agreements ................. 63.624.849 966.017 0 64.590.866 561.436 423.868
Interest rate agreements ..........c.cccceevrnnne 0 0 12.432.016 12.432.016 792.239 0
63.624.849 966.017 12.432.016 77.022.882 1.353.675 423.868
OTC equity derivatives:
Forward equity agreements .............c....... 1.049.938 775.890 12.186 1.838.014 456.951 4.613
Stock agreements ...........cocovvvvrriinnnns 0 2.179.194 287.490 2.466.684 45.977 296.381
1.049.938 2.955.084 299.676 4.304.698 502.928 300.994
Derivatives total ...........cocooviivecciiinenns 64.674.787 3.921.101 12.731.692 81.327.580 1.856.603 724.862

Financial assets designated at fair value through profit and loss

18.  Financial assets designated at fair value through profit and loss are specified as follows: 30.9.2008 31.12.2007
BONOS ...ttt bbbt 2.015.582 2.740
IMIUBUBT FUNGS ...t 8.295.972 569.723
SRBIES ...t R et 6.625.409 12.093.960
Financial assets designated at fair value through profit and 10SS ............ccccrriiiiinniciircce 16.936.963 12.666.423

Other assets

19.  Other assets are specified as follows:

UnSettled SECUMEIES TrATING ......cviviiiiiiieieici bbbttt 355.953 663.145
Properties in progress intended fOr fULUIE SAIE ... e 822.264 474.430
SUNGIY BSSELS ...ttt ettt b bbbt bbb b b st £ e b b s bt e bbbttt b bbbt 306.704 251.863
INVESTMENT PROPEILIES ...ttt bbbttt b bbb bbbt eb e 750.000 0
ACCIUEH INMCOMIE ...ttt 56.264 129.744
Non-current assets and disposal groups classified as held for Sale ..o 1.074.226 463.774
OLNEE @SSELS ...ttt 3.365.411 1.982.956
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Deposits from credit institutions and the Central Bank

20. Deposits from credit institutions and the Central Bank mature as follows: 30.9.2008 31.12.2007
O AEMANM ... b bbb bbbttt 172.259 1.979.797
UP T0 3 MONENS ..o s 31.885.036 3.502.753
OVEr 3 MONNS AN UP £0 @ YT .....viuiiiiieiiieteieie ettt ettt bbbt b et bbbttt e bbbt e b e et bene s 1.958.946 3.030.922
Deposits from credit institutions and the Central Bank ... 34.016.241 8.513.472

Other deposits

21.  Other deposits mature as follows:
O AEMANM ... b bbb bbbttt 70.103.498 61.477.559
UP T0 3 MONENS ..o s 3.919.993 7.741.955
Over 3 months and up to a year .... 3.906.600 6.712.520
OVEr 1 YEAr QNG UP 10 5 YEBAIS ....eeiiiiiiieteieie ettt ettt sttt bbb e bt e b et b b ettt ee st b e s bebenas 11.966.724 7.358.072
OVEE 5 YBAIS ..ottt bbb bbb bbb bbb bbb 3.721.035 2.120.180
OLNEE AEPOSITS ...ttt ettt bbbttt b bbb bt b b b e R e bbb R et bbb e st bk e b et et b bt e st bt 93.617.850 85.410.286

Trading liabilities

22.  Trading liabilities are specified as follows:

Derivatives With Credit INSTIEUTIONS .........c.coiciiiiiiiiciee et ettt st e bbb e e ene et s 8.566.855 720.249

DErIVALIVES WIN OTNEIS ....ocviicicieceecte ettt st b b et et e b e e be st ebesbe e be b ebessenseteseenas 0 4.613

TrAAING HHADIIITIES ......cuiiiiieci ettt b et b bbbt b bt e e ee b et st b ebetene 8.566.855 724.862
Borrowings

23.  Borrowings are specified as follows:

BONAS ISSUB ...ttt 11.480.929 23.706.871
BIHIS ISSUBH ...t 8.858.776 4.296.560
Money market loans 82.929.668 61.093.106
BOITOWINTS ...ttt bbbt h b bbb bbbt b bbb bbb 103.269.373 89.096.537
24.  Borrowings mature as follows:
UP T0 3 MONENS ..o s 9.691.020 1.972.347
OVEr 3 MONNS AN UP £0 @ YT ....viiiiieieiiieieteie ittt ettt b ettt b bbb et b e b e st bbb e b e e et ebene s 10.028.835 18.673.568
OVEr 1 YEAr NG UP 10 5 YEBAIS ....eeiiieiiieteieteieeieiete ettt b et b et e bbbt b b ettt st e b s bebetas 83.258.536 52.576.127

Over 5 years 290.982 15.874.495

103.269.373 89.096.537

Borrowings

Subordinated loans

25.  Subordinated loans are specified as follows:

THEE T CAPILAL ...ttt bbbt bbbttt 743.891 685.692
THEE T CAPITAL ...ttt e et s s st et tenes 12.416.023 4.746.809
SUDOFAINALEA JOANS .....viviciiieiecicce ettt e et e st e e ebe b ese st ess et e seebe st e s ebeberesbensabestereaes 13.159.914 5.432.501

Other liabilities

26.  Other liabilities are specified as follows:

UnSettled SECUMEIES TrAING ....c.cviviiiriiieieiciie bbbttt bbbt 57.996 400.021
ACCOUNTES PAYADIE ... bbb bbb 250.844 334.536
OBNEE HADTITLIES ...ttt bbbttt b bbbttt b e 2.532.594 2.904.025
OB THADTIITIES ...t bbbttt bbbttt eb et e 2.841.434 3.638.582
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Equity

27. SPRON's share capital, in accordance with the Articles of Association, amounts to ISK 5.004 million. Own share capital amounts to ISK 133
million and is subtracted from the share capital as presented in the balance sheet. One vote is attached to each share of one ISK. Equity at the
end of the period amounted to ISK 10,440 million. The capital ratio, calculated in accordance to Article 84 of the Act on Financial
Undertakings, was 10,1%. According to the law the ratio may not go below 8.0%.

The ratio is calculated as follows:
30.9.2008 31.12.2007

Total equity ....... 10.440.823 27.760.553
Intangible assets ... . (284.705) (1.547.421)
Subordinated 10anS ............ccceeirvrnnn e 6.193.896 4.152.448
Assets deducted from equity/ Investment in credit INSTULULION ..o (3.148.667)  (12.209.238)
TOTAL OWN FUNGS ...ttt bbbt b etttk £ bbbttt e b e e bbb e s 13.201.347 18.156.342
CaPItal FEQUITEMENTS ...ttt ettt b bttt e et b bbb e e bk e b st b b et e bttt e bt n bt ene 10.735.916 10.831.017
SUIPIUS OF OWN FUNDS ...kttt 2.465.431 7.325.325
CaPital EGUACY FALIO ....cuiiieieiiiiiie ettt bbbt bbbttt b ke e e bbbt bbbt e e et et e s 10,1% 13,4%
28.  Summary of other restricted equity: Obligations
due to
option
Revaluation agreement Total
BalanCe 1.1.2008 .......coouiuiiiiiieieieieieeie ettt bbbt bbbkttt 0 0 0
Changes OVEr the PEIIOM .........c.cueiiiiieieiee bbb 637.500 111.238 748.738
Other reStriCted BQULTY .......cooi ittt 637.500 111.238 748.738

Obligations

29. SPRON has granted its customers guarantees and overdraft permissions. These items are specified as follows:
30.9.2008 31.12.2007

LCTU =] (== 1.812.417 7.621.904
LT To oAV =T (o - £ SSRRS 4.574.141 5.456.378

Assets under management and custody
30.  Assets under management and assets under custody are specified as follows:

ASSELS UNAET MANAGJEIMENT ...tttk ettt s et e et et e se e bt ebe e e e b et e s e bbb e s et b e b et e st bbb ebe st bebebese e abns 7.736.237 34.989.955
AASSEES UNGET CUSIOAY .....vvivieiiteiesiete ettt ettt ettt bbbt bbb e st bbb e s et b b e b e b e bbb e bt b ket e b e et bebe e e 35.120.116 47.916.691

Pledged assets
31.  Assets have been pledged as security in respect of the following liabilities:

Repo agreements with the National Debt Management AQENCY ..........cccccoiireeririnieieeniesiee et 27.427.933 4.463.164

Related parties

32.  SPRON has a related party relationship with its subsidiaries, associates, the Board of Directors of the parent company, the managing directors
of the parent company, the managing directors of subsidiaries, close family members of individuals referred to herein, and entities with
significant influence as the largest shareholders of SPRON. This definition is based on IAS 24. Information regarding related parties are as

follows:

Loans to the managing director and management board MembBErS ...........ccccoiiiiiiiiiiineieeee e 143.194 198.212
Loans to members of the board and companies related to members of the board .............ccccoevviiniiiinncennne 38.519 37.003
Guarantees t0 aSSOCIATEA COMPANIES ........cueiiviueieriririeieiesiet ettt ebese et e b et st se et e b e se b e be b e e st b et ebese bbb e se st b eberans 2.100.000 6.365.000

No unusual transactions took place with related parties in the accounting period.

Transactions with related parties have been conducted on arm's length basis.
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Monitoring and controlling liquidity risk

33.  The breakdown by contractual maturity of financial assets and liabilities, at 30 September 2008.

30.9.2008 Within 1 1-3 3-12 1-5 Over

month months months years 5 years Total
Cash and Central Bank balances ................ 8.060.919 0 0 0 8.060.919
Loans and advances ..........ccocevveeerieiesrerninens 7.893.847 21.198.778 24.427.162 23.700.918 134.592.637 211.813.342
Trading financial assets ................... . 21.415.176 0 0 0 21.415.176
Financial assets measured at fair value ...... 16.931.891 0 5.072 0 16.936.963
Total financial assets .......cc.ccovevveevrierveennns 54.301.833 21.198.778 24.427.162 23.705.990 134.592.637 258.226.400
Deposits f. credit inst. and Central Bank ... 172.259 31.885.036 1.958.946 0 0 34.016.241
Other deposits ........ceeermrieeninseeeens 70.103.498 3.919.993 3.906.600 11.966.724 3.721.035 93.617.850
Trading liabilities ..........cccoovviiinnnciine 8.566.855 0 0 0 8.566.855
BOITOWINGS ..o 9.691.020 10.028.835 83.258.536 290.982 103.269.373
Subordinated loans . 0 4.446.005 8.713.909 13.159.914
Total financial liabilities ...........ccccccvveiiinne 78.842.612 45.496.049 15.894.381 99.671.265 12.725.926 252.630.233
Financial assets - financial liabilities ..... (24.540.779) (24.297.271) 8.532.781 (75.965.275) 121.866.711 5.596.167
31.12.2007 Within 1 1-3 3-12 1-5 Over

month months months years 5 years Total
Cash and Central Bank balances 10.332.327 0 0 0 0 10.332.327
Loans and advances ..........ccocevveeerieivsrernnnens 9.973.621 19.168.061 20.097.420 24.574.484 91.543.753 165.357.339
Trading financial assets ..........c.coccevervrnnee. 27.507.593 0 0 0 0 27.507.593
Financial assets measured at fair value ...... 12.666.423 0 0 0 0 12.666.423
Total financial assets .......cc.ccovevveevrierveenns 60.479.964 19.168.061 20.097.420 24.574.484 91.543.753 215.863.682
Deposits f. credit inst. and Central Bank ... 1.979.797 3.502.753 3.030.922 0 0 8.513.472
Other deposits ........ceevervriveeerinneeeres 61.477.559 7.741.955 6.712.520 7.358.072 2.120.180 85.410.286
Trading liabilities 724.862 0 0 0 0 724.862
BOITOWINGS ..o 0 1.972.347 18.673.568 52.576.127 15.874.495 89.096.537
Subordinated 10aNS .......c.c.coveveirniicnne 0 0 0 3.826.370 1.606.131 5.432.501
Total financial liabilities ...........ccccccvvervinne 64.182.218 13.217.055 28.417.010 63.760.569 19.600.806 189.177.658
Financial assets - financial liabilities ..... (3.702.254) 5.951.006 (8.319.590) (39.186.085) 71.942.947 26.686.024

Subsequent events

34.  With reference to the emergency law passed by the Icelandic Parliament on 6 October 2008, the Icelandic Financial Supervisory Authority
assumed the powers of the shareholders’ meeting of the Icelandic banks Landsbanki Islands hf., Glitnir Bank hf. and Kaupthing Bank hf.
during the period 7 - 9 October 2008. At the same time, the Icelandic FSA suspended the Boards of Directors of each of these banks and
appointed instead Resolution Committees, which took over all authority of the Board of Directors and are in charge of handling the business
of these banks.

These events have led to a severe decline after the balance sheet date in the fair value of securities issued by those banks, to a sharp
depreciation of the exchange rate of the Icelandic Krona, lack of liquidity in the exchange market and limitations imposed by the Central
Bank of Iceland on foreign currency transactions and outflow from the country, to increase in unemployment and disappearance of the
demand side in the real estate market.

The combined effect of these adverse events in the Icelandic economy clearly affects the ability of SPRON’s customers to repay amounts due
according to contractual terms and the fair value of collaterals and guarantees held by SPRON. Accordingly, there is sufficient objective
evidence that many of SPRON’s loans and receivables have become impaired after the balance sheet date and that SPRON will need to record
a further impairment loss in the forth quarter of 2008. In addition, SPRON will need to recognise fair value losses on equity and debt
securities carried by SPRON at fair value. Due to uncertainty about financial effects of the above mentioned events it is not possible to
provide information about total effects on SPRON's equity. These conditions have affected the equity of the company and in conformity with
law no. 161/2002 about Financial Undertakings SPRON has informed FSA in Iceland about this situation and is working on restructuring the
financial position of the Company.
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