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

The Board of Directors and the Managing Director of Icebank hf. hereby confirm the Bank’s Interim Accounts for
the period 1 January to 30 June 2005 by their signatures.

Reykjavik, 16 August 2005.

Board of Directors:

Geirmundur Kristinsson

Fridrik Fridriksson Gudmundur Hauksson

Ragnar Z. Gugj6nsson Magnus Agir Magnusson

Managing Director:

Finnur Sveinbjérnsson
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Auditors’ Review Report

To the Board of Directors and shareholders of Icebank hf.

We have reviewed the accompanying Consolidated Balance Sheet of Icebank hf. as of 30 June 2005, and the related
consolidated Profit and Loss Account and Statement of Cash Flows for the six months period then ended (the
interim financial information). This consolidated interim financial information is the responsibility of the Icebank
hf. management. Our responsibility is to issue a report on this interim financial information based on our review.

We conducted our review in accordance with the generally accepted accounting principles in Iceland. A review is
limited primarily to inquiries to the Savings Bank's personnel and analytical procedures applied to financial data and
thus provides less assurance than an audit. We have not performed an audit and, accordingly, we do not express an
audit opinion.

Based on our review, 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 Savings Bank as of 30

June 2005, and the financial performance and cash flows for the interim period then ended, in accordance with
generally accepted accounting principles in Iceland.

Reykjavik, 16 August 2005.

Sigurdur Jonsson

KPMG Endurskodun hf.
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Profit and Loss Account

for the period 1 January to 30 June

Financial income:

Interest from credit institutions ................
Interest on 10aNS ......ccocvveeiviiiiiiieee e,
Interest on bonds ........ccoceevveiiiiviiiee e,

Financial expenses:

Interest to credit institutions .....................
Interest on deposits ......ccccevveveveieniniennnns
Interest on bOrroOWINgS .......ccccevvevevveiiennens
Interest on subordinated loans ..................
Other interest eXPenses ........ccoovevverververuens

Other operating income:

Notes

4

4

Net interest income

Dividends from shares and other holdings ........cccocovvviiiivirii e 6
INcome from COMIMISSIONS ....ccueviiieieiise e 5
COMMISSION EXPENSES ...euvirviiiiieerietertesestesiese bttt ettt bbbt b e e (
Value adjustment of other financial Operations ............ccccoevvvinvincicincieens 16
Other Operating INCOME .........coiiiiiii it
Net operating income
Other operating expenses:
Salaries and salary-related EXPENSES ......ccccvcieevieiieieie e e
Other adminiStrative EXPENSES .....cveiveiveireitisiese e re et sre s
Depreciation 0Of fIXed ASSELS .......cccivevieiieiiiiie e 11
ProViSiON TOr JOSSES «reererrertmerimruiiiiiiiiiie i e a e anas 9,19 (
Profit before taxes
Calculated INCOME TAX .vivviveeeie et ene s 12 (
Net profit for the Period ..., 27
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2005 2004
1.1-30.6 1.1-30.6
875,844 507,819
494,840 289,476
223,698 225,414

1,594,382 1,022,709
780,120 425,827

55,646 60,914
310,225 192,364
52,852 62,001
1,493 1,398

1,200,336 742,504

394,046 280,205

11,243 11,541
100,387 103,934

38,205) ( 38,760)
869,257 888,965

10,158 5,443
952,840 971,123

1,346,886 1,251,328
167,737 150,619
131,760 129,411

25,367 29,632
324,864 309,662

60,000) (  148,040)
962,022 793,626
175,604) ( 147,018)
786,418 646,608

Amounts are in ISK thousands




Balance Sheet

Assets

Cash and demand deposits with the Central Bank ...............c...........
Treasury DIIS ...

Amounts due from credit institutions:
COMMETCIAN DANKS .ottt e e e e e e ettt e e e e e ae e eeeeann

SAVINGS DANKS ..o
Other credit INSLITULIONS .......coiiiiiieec e

Loans:

L8NS 1O CUSTOMEIS ....viiiiiiieiiie ittt sttt ettt ettt st st nee e enes
Bonds and shares in other companies:

Bonds and other fixed-inCOMe SECUMLIES .......ccccorviiireriiieneise e

Shares in other companies and other variable-yield securities .............cccccccoeuee
Shares in associated COMPANIES .......coviiriiiiiirieire et

Other assets:

[ D0 I ToET =] £ SRR
OFNEE ASSES ..viiieviiiiiteie e sttt e e ettt e s ettt e s sttt e e s ettt e e s ssaeee s st aeessasaesesaseeessbeeessssbenesanes
Prepaid expenses and accrued INCOME .........cooeierieirniinie e

TOLAI BSSEES ..ottt ettt ettt ettt en e
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Notes

8-9,
18-19

10,
20-21

11

30.6.2005 31.12.2004
5,844,931 4,414,009
1,148,637 795,289
6,807,326 5,688,877
9,300,345 9,261,642
450,603 438,819
16,558,274 15,389,338
16,272,049 14,817,604
5,238,615 5,589,812
4,485,795 4,689,660
24,959 24,749
9,749,369 10,304,221
362,020 387,387
38,789 9,307
9,433 3,050
410,242 399,744
49,983,502 46,120,205

Amounts are in ISK thousands




30 June 2005

Amounts due to credit institutions:
Central Bank ........oooovvvvvviiiiieiieeeiiieeeeeene
Commercial banks .......cococcvevvieeieiieeen,

Savings banks ...
Other credit institutions ..........ccceeevveeenenn.

Customer accounts, on demand ........
BOrrowings ...

Other liabilities:

Sundry liabilities .....cccceoeveverivrircrc,
Accrued expenses and deferred income ...

Provision for liabilities:

Provision for deferred income-tax liability
Subordinated loans ............cccccoccoevnaee.
Equity:

Share capital and shareholders’ guarantees

Shareholders’ QUArANTEES .........coeveieiiiieieee e

Share capital ......c..cccocovveviiiiiinic
Statutory reServe .......ooccevvvvvenieeninienienns
Retained €arnings ........c.ccocvvvvevvevieverennennn,

Total liabilitieS an EQUITY ..o

Off-Balance Sheet Items:

Obligations on behalf of CUSTOMEXS .......cccccviicieieee e
Other OBIIgALIONS .......oviiieiiciec e
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Liabilities and equity

Total equity

30.6.2005  31.12.2004
258,139 10,238
18,999,652 15,915,262
12,182,981 13,624,394
1,413,817 4,055,557
32,854,580 33,605,451
2,784,256 2,264,563
8,577,521 5,387,479
28,176 75,022
74,760 63,858
102,936 138,880
529,649 354,045
1,112,000 1,133,654
1,208,930 1,208,930

604,465) ( 604,465)
604,465 604,465
248,078 248,078
3,170,008 2,383,590
4,022,551 3,236,133
49,983502 46,120,205

Amounts are in ISK thousands




Statement of Cash Flows for the period

1 January to 30 June 2005

Notes 2005 2004
1.1-30.6 1.1-30.6
Cash flows from operations:
N o o) ] ARSI 786,418 646,608
Difference between net profit and cash from operations:
Indexation and exchange rate difference ........ccccocevevvvini v ( 26,170) ( 204,999)
Net profit of associated COMPANIES ......cccevveveieeieiescrr e ( 210) ( 3,824)
Provision fOr I0SSES .......ccieiiiiiiiiries e 60,000 148,040
OhEE ITEMS .t be e s be e e s aeenre s 186,506 145,152
Changes in assets and Habilities .........cccoeveiiniiieiisreee e 18,984 111,963
Net cash used in operating activities 1,025,528 842,940
Cash flows from investing activities:
Time deposits with the Central Bank, Changes ..........ccoceirrienenc e 0 125,143
Other credit INStitUtiONS, CNANGES ........ciiviiiiiieie e ( 1,137,895) 735,226
L0ans t0 CUSTOMENS, CHANGES .....ecveiieeieieiiesie ettt ( 1,387,676) ( 3,039,067)
Trading bonds, CANGES ......cc.cvviiiiieiice e e 351,197 2,486,730
Variable-yield securities, Changes ........ccccovveiecieiiecie e e 282,164 ( 1,163,181)
Shares in other companies, SOl ..........ccoceieiiiiiie i e 59,609 0
Investment in shares in other COMPANIES ........cccvveverieviri e ( 105,035) ( 219,763)
INVEStMENL iN FIXEA ASSELS ..vvevveieieriiie e 0 ( 4,290)
Other assets, ChANQES ......ocviiriiicece e ( 29,482) 18,391
Net cash used in investing activities ( 1,967,118)( 1,060,811)
Cash flows from financing activities:
Amounts owed to credit institutions, Changes ..........cccocvviviniie e ( 1,040,902) ( 398,518)
DEPOSILS, CHANGES . viveveiereiiie et e e nee e 524,414 1,359,182
BOIrOWINgS, ChANQES ....cveivvieiececiee et enes 3,289,194 ( 559,915)
Other HADIILIES ....veiveiereieeice e ( 46,846 ) ( 2,874)
Net cash provided by (used in) financing activities 2,725,860 397,875
INCrease IN CASN ........cc.cooviviceie e 1,784,270 180,004
Cash and cash equivalents at the beginning of the period .............. 5,209,298 2,327,409
Cash and cash equivalents at the end of the period ...........c..ccc..c...... 6,993,568 2,507,413
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Notes

Summary of accounting principles

Basis of preparation

The Interim Accounts have been prepared in accordance with the Annual Accounts Act and the Regulation on the
Preparation of Annual Accounts for Commercial Banks, Savings Banks and Other Credit Institutions. They are
based on cost accounting and are prepared according to the same accounting principles as for the previous year.
The Interim Accounts are prepared in Icelandic currency and amounts are presented in thousands of Icelandic
kronur.

Associated companies are companies where the Bank has significant influence over the financial and operational
policies but not a controlling interest. The Interim Accounts include the Bank’s share in the performance of
associated companies during the time that the influence exists. Where the Bank’s share in a loss is higher than the
book-value of an associated company the book-value is recorded as zero and further entries of loss are ceased
unless the Bank has granted guarantees or financing to the associated company.

Foreign currency

Assets and liabilities in foreign currency are converted to Icelandic currency at the 30 June 2005 exchange rate.
Operational revenue and expenses in foreign currency are converted at the exchange rate of the date of
transaction.

Interest income and interest expenses

Interest income and interest expenses are entered into the Profit and Loss Account as they accrue based on actual
interest rate. Interest income is calculated on amounts due from other financial institutions, loans and trading
securities. Interest expenses are calculated on amounts owed to financial institutions, deposits, borrowings and
subordinated loans. If loans have been in default for more than three months interest income is no longer
calculated.

Revenue and expenses equivalent to interest, such as up-front fees, are included among interest income and
expensed as they accrue.

Commission income

The Bank provides various services to its customers and derives income from such services. Commissions
include income from consulting to companies and other customers. Commissions are entered into the Bank’s
Profit and Loss Account when they are derived.

Income from shares and other holdings

The Bank’s share in the profit or loss of associated companies is included in income from shares and other
holdings, along with dividends on shares. Dividends from trading shares are included among value adjustment of
other financial operations in the Profit and Loss Account.

Icebank hf. Interim Accounts 30 June 2005 Amounts are in ISK thousands




Notes, contd.:

10.

11.

12.

Earnings per share

Earnings per share is the ratio between profit and weighted average of share capital during the year and shows the
profit per ISK 1 of share capital. The profit for the period amounted to ISK 786 million and the weighted
average of the nominal value of share capital was ISK 604 million.

Loans

Loans are capitalized with accrued interest, indexation and exchange rate difference at the end of the period.
Indexed loans are entered based on indices effective at the beginning of July 2005 and loans in foreign currency
based on the exchange rate of the relevant currencies at 30 June 2005.

The provision for losses on the loan portfolio is made to meet the risk attached to lending operations. The loss
provision is based on estimation and does not represent a final write-off. In addition to the required contribution,
certain risk factors are evaluated to determine the total contribution for this purpose. First, there are specific
provisions to adjust for obligations of creditors who have received a poor risk evaluation, and second, there is a
general provision to meet the general risk of lending operations. Interest on doubtful loans is not entered as
income. The provision has been deducted from the appropriate Balance Sheet items, less the provision for issued,
guarantees which are posted among sundry liabilities in the Balance Sheet.

Market securities and holdings

The Bank’s securities are partly presented as trading securities and partly as investment securities. Investment
securities are those which by a formal decision are expected to be held for more than one year, whereas other
securities are categorised as trading securities.

Property and equipment

Property and equipment are capitalized at cost price less depreciation. Depreciation is calculated as a fixed
annual percentage based on the estimated useful life of the property and equipment until a scrap value is reached.
Estimated useful life is specified as follows:

REAI BSTALE ...ttt bbbt b bRt R et bbb bbb e e e et e 50 years
FIXEUIES ettt bttt bbb bt bt a e st e b e bt sb e eb e e b e e Rt e h £ e e e b e eb e be e bt bt e b e e e et e e b e e e 5 years
(@ 3 Tor= =0 0T o] 11 o O 4 -5 years

Deferred income-tax liability

The deferred income-tax 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 Interim
Accounts, on the other hand, taking into account carry-forward tax loss. This difference is due to the fact that tax
assessments are based on rules which differ from those governing the Interim Accounts, mostly temporary
difference because expenses are entered earlier in the tax turn than in the Interim Accounts.

Icebank hf. Interim Accounts 30 June 2005 Amounts are in ISK thousands
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Notes, contd.:

13.

14.

15.

Subordinated loans

The Bank has borrowed funds by issuing indexed bonds in Icelandic currency on subordinate terms. The bonds
have the characteristics of equity in being subordinate to other liabilities of the Bank. In the calculation of the
capital ratio, the bonds are included with equity, as shown in note 25. The subordinate loans mature in the year
2011. The loans are entered as liabilities with accrued interest and indexation at the end of June. Indexed loans
are posted using indices effective as of 1 July 2005.

Cash and cash equivalents

Cash and cash equivalents in the Statement of Cash Flows consist of cash and demand deposits with the Central
Bank, treasury bills eligible for repurchase agreement with the Central Bank and demand deposits with credit
institutions.

Derivatives

Derivatives are financial instruments, the contracted or notional amounts of which are not included in the Bank’s
Balance Sheet, either because rights and obligations arise out of one and the same contract, the contracts perform
after the Balance Sheet date or because the notional amounts serve merely as variables for calculating purposes.
The notional amounts of derivatives do not necessarily give any indication of the size of the cash flows and the
market and credit risk attached to derivatives transactions. Examples of derivatives are forward exchange
contracts, options, swaps, futures and forward rate agreements. The underlying value may involve interest rate,
currency, commodity, bond or equity products.

The Bank’s derivatives transactions are conducted as trading activity, entered at their market value, and as a hedge
against the Bank’s own interest rate and currency exposure due to securities issue and other borrowings. Hedge
contracts are entered in the same manner as the hedged item. The Bank’s derivatives are mainly intended to reduce
the price, exchange and interest rate risk assumed by the Bank or its customers. Derivatives performance is entered
in the Profit and Loss Account and in the Balance Sheet. Net assets are capitalised among amounts due from credit
institutions and other assets, whereas net obligations are entered among sundry liabilities and amounts owed to
credit institutions.

The market risk attached to derivatives is created by changes in the price of the factors on which the contracts are
based, such as interest rate changes, changes in foreign exchange rates and changes in the price of listed securities.
Risk attached to borrowings reflects the loss incurred by the Bank if the counter party in a derivative contract
could not fulfil its part of the contract.

Forward rate agreements and futures relating to currency, securities and interest rate are entered in the Bank’s
Annual Accounts at their end of June market value.

Other operating income

16.  Value adjustment of other financial operations is specified as follows: 30.6.2005 30.6.2004
Trading DONAS ..o bbb e ( 68.644) 5,712
TrAAING SNATES ...eeeiiieiei e bbbt 850,939 826,324
Foreign exchange assets and labilities ...........cccceveieiiiiii i 86,962 56,929
0] | RO 869.257 888,965

Icebank hf. Interim Accounts 30 June 2005 Amounts are in ISK thousands

11



Notes, contd.:

Loans to customers and amounts due from credit institutions

17.  Loans to customers itemised by types of loans:

30.6.2005 31.12.2004
Credit Loans to Credit Loans to
institutions customers institutions customers
OVErdrafts ....coooevreeriersrers e 533,808 151,753 90,438 40,900
Production and operations credit ...................... 44,650 142,156 284,481 163,011
Bills of exchange ... 557,234 758,415 1,957,460 1,050,636
BONAS ..ot 2,321,656 3,539,657 3,139,627 4,234,453
Foreign 10ans ........ccccoeeoenieiinncensee s 11,127,713 11,680,068 7,690,448 9,328,604
Deposits, currency linked ..o 408,737 0 262,059 0
Inter-bank 10aNS ... 1,486,376 0 1,867,725 0
Subordinated 10aNS .........cccovveiiiieires 78,100 0 97,100 0
TOtAl oo 16,588,274 16,272,049 15,389,338 14,817,604
18.  Non-performing loans are itemised as follows: 30.6.2005 31.12.2004
Loans with a specific provision for 10SSES ..........cciiriiiiiiiiiies e 360,030 512,193
SPeCifiC ProviSion fOr I0SSES .......c.coiiiiiiiii e e 260,025) ( 343,468)
Other NoN-performing l0ANS .........ccoiiiiiiie e 37,011 48,978
TOTAL o 137,016 217,703

19. A provision for losses on the loan portfolio has been deducted from the appropriate Balance Sheet items. The

changes in the provision are itemised as follows:

Provision for losses 30.6.2005 31.12.2004

Specific General Total Total

Balance at the beginning of the period ............. 343,469 221,200 564,669 496,152

Provision for losses over the period ................. 27,300 32,700 60,000 220,468

Paid-in previously written off................ccccc.e... 15,238
Actual losses during the period ..........cccccceveaee. ( 110,744) 110,744) ( 167,189)

Balance at the end of June .........ccoecvveivieriennnn, 260,025 253,900 513,925 564,669

PrOViISION FOF TOSSES ....eviviiiiiierieiesieisie ettt sttt et ettt sbe et b 2.8% 3.5%

Icebank hf. Interim Accounts 30 June 2005

Amounts are in ISK thousands
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Notes, contd.:

Bonds and shares in other companies

20.

21.

Assets and liabilities, index-linked or in foreign currencies

Bonds and other fixed-income securities are itemised as follows:

Trading bonds:

Listed on the Iceland Stock EXChange .........cccoovvvevevviiviv s
Other [ISted DONAS ....c.voviiiiiciii e

Investment bonds:

Listed on the Iceland Stock EXChange ..........ccocooviveniinencinescnces
Other HSted DONAS .......oviiieiiceee e

70 0o ST 1 111 £=To ORI

Bonds and other fixed-income securities at the end of June ..........ccoeeeeneee.

Bonds issued by public Bodies ..........ccccvviiiiiiicii e
Bonds issued BY Others ...

Bonds that mature within a year amount to ISK 697 million.

Shares and other variable-yield securities are itemised as follows:

Trading shares:

Shares listed on the Iceland Stock Exchange ...
Other liSted Shares ........ooiiiiiiee e
UNHISEEA SNATES ...t

Market value

3,185,743

18,539
2,026,781

Market value

929,790
817,464

Book value

3,185,743
0

3,185,743

18,539
2,003,026
31,307

2,052,872

5,238,615

3,217,050
2,021,565

5,238,615

Book value

929,790
817,464
2,503,981

4,251,235

The total of indexed assets amounted to ISK 5,861 million at the end of June, while indexed liabilities amounted
to ISK 5,626 million at the same time. Included in assets and liabilities are forward contracts, see note no. 29.

The total amount of assets in foreign currencies amounted to ISK 40,113 million at the end of June, and the total
amount of liabilities amounted to ISK 40,040 million at the same time. Included in assets and liabilities are

22.
23.
forward contracts, see note no. 29.
Borrowings
24.  The Bank’s borrowings are itemised as follows:

BONAS ISSUBH ....vieeiecerc e
Borrowings from credit inStItUtioNS ..........cccoviiiiiiincic

1] 7= R
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30.6.2005 31.12.2004
7,783,282 4,239,083

794,239 1,148,396
8,577,521 5,387,479

Amounts are in ISK thousands




Notes, contd.:

Subordinated loans

25.  The Bank has borrowed funds by issuing bonds on subordinate terms. The bonds have the characteristics of
equity in being subordinated to other liabilities of the Bank. In the calculation of capital ratio, the bonds are
included with equity, as shown in note 28. The subordinated loans have an interest rate of 7.0% and will be
repaid fully with indexation in 2011. As of 26 September 2005 the Bank may redeem the bonds by submitting a
notice to such effect.

Equity

26.  According to the Bank’s Articles of Association, total capital stock amounts to ISK 609 million. At the end of
June, shares with a nominal value of ISK 5 million were unsold. One vote is attached to each share of ISK one.

27.  Changes in equity are as follows: Capital Statutory Retained
stock reserve earnings Total
Equity 1.1.2005 ..c.coeoiriiiiiiiireeeee e 604,465 248,078 2,383,590 3,236,133
NEet Profit ... 786,418 786,418
Equity 30.6.2005 ......ccoevriiriiireee s 604,465 248,078 3,170,008 4,022,551

28.  Equity at the end of June amounts to ISK 4,023 million, which corresponds to 8.0% of total assets. The Bank’s
capital ratio, calculated according to Article 84 of the Act on Financial Undertakings, is 11.3%. According to the
Act, the ratio is not allowed to go below 8.0%. The ratio is calculated as follows:
Book value Weighted value

30.6.2004 31.12.2003

Risk base:

Assets recorded in the Interim ACCOUNTS ........ocvvvveeiveeveeeinnnn, 49,983,502 28,563,940 25,324,245

Assets subtracted from equUItY .....cccoccevivvvvieceeiecce e (  1,946,438) (  1,362,172)

Guarantees and other items not included in the Balance Sheet 1,594,787 1,566,187

Risk Dase, total ........cccceeviiiiiiice e 28,212,289 25,528,260
Capital:

Tier | capital:

L Toto] 0 [=To =T [ UL SRRSO 4,022,551 3,236,133
Tier 1l capital:

SUDOIAINALEA [0ANS .....veeceriiiiee ettt re e sare s 1,112,00 1,133,653
Investment in credit INSHEULIONS ........ccccvviviiiiicec e ( 1,946,438) (  1,362,172)
I =T USRS 3,181,053 3,007,614
CAPILAl TALIO .. et b 11.3% 11.8%

Icebank hf. Interim Accounts 30 June 2005 Amounts are in ISK thousands
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Notes, contd.:

Off-Balance Sheet items

29.  The Bank has granted its customers guarantees and documentary credits. Furthermore, it has entered into forward
contracts and currency and interest rate contracts with its customers. These obligations and contracts are specified

as follows:
30.6.2005 31.12.2004
Guarantees and documeNntary Credits .........ccoervrereresinseeeere e e 2,597,665 2,396,851
UNUSEd OVEIAIAFS ...ocviiiiieicere e 21,735 133,968
Forward contracts:
ASSEES IN ISK .o et 4,093,353 3,169,958
ASSELS IN TOrEIGN CUMTENCIES .....oviviitiiieitieieeeie ettt s 11,291,354 5,091,178
Liabilities IN ISK ...iiiiieiie e 1,889,315 1,010,907
Liabilities in fOreign CUITENCIES ........cccvveiiceeieeeres e 12,736,640 7,244,613
Currency and interest rate swaps:
ASSELS iN TOrEIGN CUITENCIES ..o.vvveieeeeeeieeiesee et st 2,311,135 2,235,481
Liabilities iN ISK ..o s 107,753 106,992
Liabilities in fOreign CUrrENCIES ........cccvveiieeeece e 2,226,015 2,118,282

The contracts are made to reduce currency and interest risk for the Bank and its customers. The Bank’s risk
relating to the contracts is a result of possible currency fluctuations or changes in interest rates. At the end of June,
the risk is valued at ISK 164 million in the calculation of capital ratio according to applicable rules.

Icebank hf. Interim Accounts 30 June 2005 Amounts are in ISK thousands
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