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Kvika

Endorsement and Statement
by the Board of Directors and the CEO

The Consolidated Financial Statements of Kvika banki hf. ("Kvika" or the "Bank") for the year 2015 have been prepared in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Union, and additional Icelandic disclosure requirements where applicable. The
Consolidated Financial Statements comprise Kvika and its subsidiaries (together the "Group").

Kvika banki hf. is a specialised bank focusing on asset management and capital markets. Kvika Asset Management has an established reputation and offers
comprehensive solutions covering major asset classes, including fixed-income securities, equities, and real estate in both domestic and international
markets. At the end of 2015, the Group had ISK 111 billion of assets under management.

According to the Consolidated Income Statement, loss in 2015 amounted to ISK 483 million. According to the Consolidated Statement of Financial Position,
the Group's equity at the end of the year 2015 amounted to ISK 6,531 million. As at 31 December 2015, the Group's total assets amounted to ISK 61,614
million.

The Bank's Board of Directors proposes that the loss for the year 2015 will be moved to retained earnings and that the accumulated deficit at year end 2015
will be set off against the share premium account.

Share capital and shareholders

The Bank's issued share capital amounted to ISK 1,605 million as at 31 December 2015 (2014: ISK 1,171 million). At the end of the year the Bank held
treasury shares with a nominal value of ISK 14 million (2014: ISK 1 million). The Bank's share capital was increased by nominal value of ISK 434 million
during the year.

A program was launched during the year to sell bills issued by the Bank. Total amount of outstanding issued bills at year end amounted to ISK 4 billion.
Further, the bank issued ISK 550 million of subordinated bond with a term of 10 years. By the end of the year, the bills and the subordinated bond were
listed on the NASDAQ Iceland stock exchange.

The Bank had 72 shareholders at year-end (2014: 49), none of which held more than 10% of shares in the Bank (2014: 1). The ownership of the Bank is
transparent and it is the only bank that is almost fully owned by private enities, such as pension funds, companies and individuals. The ten largest
shareholders are as follows:

Shareholder 31.12.2015 31.12.2014
LifeyrissjOaUr VErSIUNGIMANNA ......ociiiiiiiiciiet ettt sttt b e b bbbt nnene 9.90% 9.74%
Varda Capital ehf. 7.99% -
Sigla ehf. 7.55% -
THEAN B NT. bbb bbbkttt nenen 7.23% 9.91%
Ingimundur hf. 6.86% -
Mizar ehf. 6.86% 9.40%
Eignarhaldsfélagid Mata hf. 6.69% -
Fagfjarfestasjoaurinn NOTGUIITIOS ......cccuiiieiieiiesieesieesie ettt ettt e et e s abe e abessaesaaesbsesbeesbeesbeebeenbaens 5.99% 8.20%
Tryggingamidstodin hf. 3.74% 5.12%
Eignasafn Sedlabanka islands ehf. 3.18% 4.36%

65.98% 46.73%

Further information about the shareholders of the Bank is provided in note 70.

A merger between Kvika and Straumur fjarfestingabanki hf.

In February 2015 Kvika (at the time MP banki hf.) and Straumur fjarfestingabanki hf. ("Straumur") disclosed a commencement of a formal merger process
based on heads of terms mutually agreed by the two banks. This merger was approved by shareholders on 22 June 2015 and became effective on 29 June
2015. As disclosed in note 3, the consideration transferred to the previous owners of Straumur was in the form of shares in Kvika banki hf. The two banks
were merged under the identification number and legal name of Kvika banki hf., which is the acquiring entity in the merger, and has assumed all rights and
obligations of Straumur. The name of the Bank was changed to Kvika banki hf. in October. The headquarters of the Bank are located in Borgartun 25,
Reykjavik. Kvika maintains its full bank license which supports various selective banking services for the clients of the Bank.

Since the merger substantial synergies have been achieved which will positively impact the Bank's profitability going forward. One off items relating to
these synergies, such as costs relating to termination of employment agreements, significantly impact the results for the 2015. The total amount of one off
merger costs which are expensed as administrative expenses is ISK 734 million, refer to note 8 for more information.

Strong operating results since the merger

The operations of the merged entities have been successfully integrated and the desired synergies have been achieved. This is reflected by the Group's
operating results for the second half of 2015. The Group's results in the second half of 2015 adjusted for one off items is ISK 464 million and the annualised
return on equity is 15.1%.

During 2015, the Group's capital adequacy ratio has increased substantially. The Capital Adequacy Ratio of the Group was 23.5% at the end of the period,
compared with 17.4% at the end of the year 2014. The Bank's minimum regulatory capital requirement at year end was 11.8%. Consequently, the Bank is
well placed to meet the additional capital requirements that will be imposed following the implementation of CRD IV during the next few years. The first
regulatory capital buffer of 1% is introduced from 1 January 2016.

An emphasis is placed on maintaining a robust liquidity position. The liquidity level of the Group's assets is high and during the year the diversity of funding

has been increased through term deposits, wholesale deposits and issuing of listed bills and subordinated debt. At year end, the Group's 30 day liquidity
coverage ratio (LCR) was 199%, well above the minimum level of 80% in 2015 and the new minimum level of 90% becoming effective by 1 January 2016.
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Kvika

Endorsement and Statement
by the Board of Directors and the CEO

Risk management

The Bank is exposed to various types of risk in its operations. The Bank enforces a risk management framework which is further structured and outlined in
the Bank's risk policy guide and rules on risk management. We refer to notes 43-56 on analysis of exposure to various types of risk.

Corporate Governance

The Board of Directors emphasizes good corporate governance and following accepted guidelines on corporate governance. The Board has laid down
comprehensive rules in which the authority of the Board is defined and its scope of work in conjunction with the CEO. They cover e.g. order at meetings,
competence of Board members to participate in individual decisions, confidentiality and information disclosure between the CEO and the Board. Majority
of Board members are independent of the Bank and there are no executive directors on the Board. The Bank aims to promote gender equality and three
out of seven board members and one out of two alternate board members are women.

The Board determines compensation for the CEO. The Board of Directors has delegated certain tasks to two subcommittees, the Remuneration Committee
and the Risk and Audit Committee. The Risk and Audit committee has 4 members and the Remuneration Committee has three members appointed by the
Board, the majority of which is independent of the Bank.

More information about the Bank's Corporate Governance, including a signed statement, can be found on the Bank's website, www.kvika.is.

Statement by the Board of Directors and the CEO

To the best of our knowledge the Consolidated Financial Statements of Kvika banki hf. for the year 2015 comply with International Financial Reporting
Standards as adopted by the EU, and give a true and fair view of the Group's assets, liabilities and financial position as at 31 December 2015 and the
financial performance of the Group and changes of cash flows for the year 2015.

Further, in our opinion the Consolidated Financial Statements and the Endorsement of the Board of Directors and the CEO gives a fair view of the
development and performance of the Group's operations and its position and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO of the Bank have today discussed the Consolidated Financial Statements for the year 2015, and confirm them by the
means of their signatures.

Reykjavik, 3 March 2016.

Board of Directors CEO

&%’ﬁ,{wﬁ ls\S‘\
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Kvika

Independent Auditor's Report

To the Board of Directors and Shareholders of Kvika banki hf.

We have audited the accompanying consolidated financial statements of Kvika banki hf., which comprise the consolidated income statement, the
consolidated statements of comprehensive income, the consolidated statement of financial position as at December 31, 2015 changes in equity and cash
flows for the year then ended, and notes, comprising a summary of significant accounting policies and other explanatory information.

The Board of Directors and CEO’s Responsibility for the Consolidated Financial Statements

The Board of Directors and CEO are responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
International Financial Reporting Standards as adopted by the EU, and for such internal control as they determine is necessary to enable the preparation of
consolidated financial statements that are free from material misstatement, whether due to fraud or error.

Auditor's Responsibility

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

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

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

Opinion

In our opinion, the consolidated financial statements give a true and fair view of the consolidated financial position of Kvika banki hf. as at December 31,
2015, and of its consolidated financial performance and its consolidated cash flows for the year then ended in accordance with International Financial
Reporting Standards as adopted by the EU.

Report on the Board of Directors report

Pursuant to the legal requirement under Article 104, Paragraph 2 of the Icelandic Financial Statement Act No. 3/2006, we confirm that, to the best of our
knowledge, the report of the Board of Directors accompanying the consolidated financial statements includes the information required by the Financial
Statement Act if not disclosed elsewhere in the consolidated financial statements.

Reykjavik, 3 March 2016.

KPMG ehf.

Consolidated Financial Statements 31 December 2015 3



Kvika Amounts are in ISK thousands

Consolidated Income Statement
For the year 2015

Notes 2015 2014
RN C= =T AT oo o 1= USRS 3,355,363 2,898,890
INEEIEST EXPEINSE .uvirtititite ittt ettt sttt ettt sttt st e s testesbe st e s te st e be st e sbe st e sbe st e besb e be et e besb e besbeebeebeebesbebesbeabesbesbesbenbeneenbentens (2,231,278) (1,596,869)
Net interest income 4 1,124,085 1,302,021
Fee and commission income 5 2,635,153 1,819,211
Fee and commission expense (26,840) (89,486)
Net fee and commission income 2,608,313 1,729,725
INET fINANCIAI INCOME ...veeeieeectee ettt et e et e e e ba e e s beeesabe e s beeesabaeeasseesnbaeesabeeeasseesnsaeesaseeennseesreeesareeensnes 6,7 350,383 180,312
Share in (loss) profit of associates, net of income tax .... 22 (1,998) 22,427
Negative goodwill 3 297,560 0
[0 a 1Y e Yo =T = 1T Y-8 T Tole T o o =T OO 53,769 93,773
Other operating income 699,714 296,512
Net operating income 4,432,112 3,328,258
AAMINISTFATIVE EXPENSES ....viutiirieiiieteiet ettt ettt b et et ettt et ettt sa bt s b et e b e et et et e s et e st s ese b ebenees e e ebe et enetenes 8-11 (3,945,176) (3,070,796)
Impairment of [0aNS aNd FECEIVADIES .........cciiiiiiiiiectestectee ettt sttt e st e st et e st e be st e besbasbesbessesseneas 19 (215,797) 10,692
Profit from @SSEtS NEIA fOr SAIE ...civiiiiiii ittt s e e eab e e e ebb e e s beeesabeeeebaeesabeeessbeesnreesabeeesareenans 29,101 3 14,531
Profit before taxes 271,142 282,685
g ToleT 1 = =D PSRRI 12 (730,616) 52,438
Special tax on financial institutions 13 (23,409) (109)
(Loss) profit for the year (482,882) 335,014

Notes 2015 2014
Attributable to the shareholders of Kvika banki hf. (510,844) 312,441
Attributable to NON-CONEIOIING INTEIEST ....ccviiiieieieestese ettt et et e te st e bestetessesesaesessensensens 21 27,962 22,573
(Loss) profit for the year (482,882) 335,014

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Kvika Amounts are in ISK thousands

Consolidated Statement of Comprehensive Income
For the year 2015

Notes 2015 2014
(Loss) profit for the year (482,882) 335,014
Available for sale financial assets
Fair value changes 0 4,677
Reclassified to profit and loss on sale of securities 0 (3)
Translation of foreign operations
Exchange difference on translation of foreign OPerations ...........ccoeverirerirenenesese e (3,028) (32,263)
Reclassified to profit and 10ss on sale Of SUDSIAIAMIES .....c.veivieciiiiiiiirieee e 0 16,824
Other comprehensive income that are or may be reclassified to profit and loss, net of tax (3,028) (10,765)
Total comprehensive (loss) income for the year (485,911) 324,249
Notes 2015 2014
Attributable to the shareholders of Kvika banki hf. (513,872) 301,676
Attributable to NON-CONEIOIING INTEIEST ....cviiiiieietee ettt sttt et te st e stestesbe st e sbestesessensestensensanen 27,962 22,573
Total comprehensive (loss) income for the year (485,911) 324,249

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Kvika Amounts are in ISK thousands

Consolidated Statement of Financial Position
As at 31 December 2015

Assets Notes 31.12.2015 31.12.2014

Cash and cash equivalents 14 19,916,973 12,970,418

Receivables from Central Bank .... 0 98,832
Fixed income securities 15 4,649,103 4,196,330
Shares and other variable income securities 16 3,006,042 790,723

17 11,057,833 6,856,641
18,19 21,592,738 22,287,138

Securities used for hedging
Loans to customers

Derivatives 20 327,993 233,685
Intangible assets 25 45,924 248,766
Property and equipment .... 26 76,749 74,873
Deferred tax assets ... 27 106,557 578,080
Other assets .... 19, 28 748,032 718,188
Assets classified as held for sale 29 85,813 290,651
Total assets 61,613,757 49,344,327
Liabilities

DEPOSILS FrOM CUSTOMETS ...ttt sttt ettt h e b et e e st e e st e sat e bt s e e e st e s bt e beebeeabesaeesaeesbeenbeenbenns 30 30,544,407 26,764,581
Deposits from credit institutions 714,134 2,711,342
Borrowings 31 15,220,126 9,854,731
Issued bills 32 3,908,480 0
Subordinated liabilities ... 33 562,339 0
Short positions held for trading ... 34 783,662 2,988,256
Short positions used for hedging 35 1,024,390 249,158
Derivatives 20 987,486 154,196
Current tax liabilities 27 22,864 13,589
Deferred tax liabilities 27 3,982 3,973
(@14 o T=T g =T o1 1A =TSSP 36 1,310,733 1,007,996
Total liabilities 55,082,604 43,747,821
Equity

Share capital 37 1,590,644 1,170,000
Share premium .. 850,445 9,069
Option reserve 3,228 4,541
Warrants reserve 38 11,070 11,070
Deficit reduction reserve .... 110 3,850,917 3,850,917
Other reserves (13,687) (10,659)
Retained earnings . 0 288,853
Total equity attributable to the shareholders of Kvika banki hf. 6,292,617 5,323,792
NON-CONTIOIING INTEIEST ..ttt sttt ettt e s et e s st et e et e e st e e st e s bt e bt ebeessesaeesbeesbeesbeebeensenns 238,537 272,714
Total equity 6,531,154 5,596,506
Total liabilities and equity 61,613,757 49,344,327

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Kvika

Amounts are in ISK thousands

Consolidated Statement of Changes in Equity

For the year 2015

(Accumulated

Deficit Equity Trans- Fair deficit)/ Total share- Non-
Share Share Option Warrants reduction instrument lation value Retained holders'  controlling Total

1 January 2015 to 31 December 2015 Notes capital premium reserve reserve reserve reserve reserve reserve earnings equity interest equity
Equity as at 1January 2015 ..ot e 1,170,000 9,069 4,541 11,070 3,850,917 0 (10,659) (0) 288,853 5,323,792 272,714 5,596,506
LOSS fOr the YN ..oveeiieiecieeteceete et (510,844) (510,844) 27,962 (482,882)
Available for sale financial assets

Fair value changes 0 0

Reclassified to profit and loss on sale of securities 0 0
Translation of foreign operations

Exchange difference on translation of foreign operations .............. (3,028) (3,028) (3,028)

Reclassified to profit and loss on sale of subsidiaries ... 0 0 0
Total comprehensive loss for the year 0 0 0 0 0 0 (3,028) 0 (510,844) (513,872) 27,962 (485,911)
Accumulated deficit set off against the share premium account ........ (221,991) 221,991
Transactions with owners of the Bank

CaPItal INCrEASE ...ovveevieeiieiieeieeteete ettt s eae e 37 433,799 1,083,468 1,517,268 1,517,268

Acquisition of non-controlling interest via merger ... 21 0 290,844 290,844

Treasury shares acquired via merger 37 (228,724) (568,067) (796,791) (796,791)

Treasury shares held by the Bank before the merger and

delivered to shareholders via merger 3,37 800 3,200 4,000 4,000

Treasury shares delivered to shareholders via merger ... 3,37 228,724 568,067 796,791 796,791

Purchased treasury shares (13,956) (23,301) (37,257) (37,257)

Share-based payment transactions ... 69 (1,314) (1,314) (1,314)
Other transactions

Dividend paid to non-controlling interest by subsidiary .................. 0 (6,600) (6,600)

Acquisition of non-controlling interest via purchase ... (67,462) (67,462)

Sale of non-controlling interest (278,921) (278,921)
Equity as at 31 December 2015 1,590,644 850,445 3,228 11,070 3,850,917 0 (13,687) (0) (0) 6,292,617 238,537 6,531,154

The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Kvika

Amounts are in ISK thousands

Consolidated Statement of Changes in Equity

For the year 2014

(Accumulated

Deficit Equity Trans- Fair deficit)/ Total share- Non-
Share Share Option Warrants reduction instrument lation value Retained holders'  controlling Total

1 January 2014 to 31 December 2014 Notes capital premium reserve reserve reserve reserve reserve reserve earnings equity interest equity
Equity as at 1January 2014 ........ccooeiiiieiiieieieieeeeeeeee e 5,850,000 8,088 2,388 0 0 23,482 4,780 (5,842)  (851,402) 5,031,493 5,274 5,036,767
Profit fOr the YEAr ....cccuiiiicie e 312,441 312,441 22,573 335,014
Available for sale financial assets

Fair value changes 5,846 (1,169) 4,677 4,677

Reclassified to profit and loss on sale of securities (4) 1 (3) (3)
Translation of foreign operations

Exchange difference on translation of foreign operations .............. (32,263) (32,263) (32,263)

Reclassified to profit and loss on sale of subsidiaries 16,824 16,824 16,824
Total comprehensive income for the year 0 0 0 0 0 0 (15,439) 5,842 311,273 301,676 22,573 324,249
Transactions with owners of the Bank

Reduction in share capital .......ccceevieeiiiieiieiieiecieceeese e (4,680,000) 3,850,917 828,983 (100) (100)

Treasury shares acquired (25,000) 2,500 (22,500) (22,500)

Equity instrument converted to equity .... 25,000 (1,518) (23,482) 0 0

Share-based payment transactions 69 2,154 2,154 2,154

Warrants issued 11,070 11,070 11,070
Other transactions

Acquisition of a subsidiary with a non-controlling interest ............. 0 249,817 249,817

Dividend paid by subsidiary to non-controlling interest .................. 0 (4,950) (4,950)
Equity as at 31 December 2014 1,170,000 9,069 4,541 11,070 3,850,917 0 (10,659) (0) 288,853 5,323,792 272,714 5,596,506
The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Kvika

Amounts are in ISK thousands

Consolidated Statement of Cash Flows
For the year 2015

Cash flows from operating activities Notes 2015 2014
(LOSS) PrOfit FOr TNE YA 1.uviiiiiieieeieee ettt et st e st et e e b e et e e sbe s st esaeesbeesaesbaesbeebeenbesssessaesseansean (482,882) 335,014
Adjustments for:
Indexation and eXchange rate diffErENCE .......cc.iiueiiiieieee ettt ene (240,183) (182,035)
Share in loss (profit) of associates, net of income tax 22 1,998 (22,427)
Depreciation and amortisation 25, 26 260,876 95,129
Net interest income 4 (1,124,085) (1,302,021)
Impairment of loans and receivables . 19 215,797 (10,692)
Income tax 12 730,616 (52,438)
Negatvie goodwill 3 (297,560) 0
Other adjustments (1,638) 6,766
(937,062) (1,132,704)
Changes in:
Receivables from Central Bank .... 98,832 4,411,671
Fixed income securities (405,167) 208,958
Shares and other variable income securities (2,215,319) 273,953
Securities used for hedging 1,883,065 (3,992,011)
[T I o ol U1y o] 1 =T SRR 1,774,974 4,939,678
Derivatives - assets 171,311 270,656
Other financial assets 0 3,505
Deferred tax assets (26,999) 217,283
Other assets 1,911,222 39,657
Deposits from customers (6,012,708)  (8,324,679)
Deposits from credit institutions . (1,997,208) 365,220
Short positions (2,318,185)  (4,429,314)
Derivatives - liabilities 478,953 (29,913)
Other financial liabilities 0 (15,439)
OTNEE TADIIITIES ...ttt ettt a et a et b bbbt ettt naenaenaens (553,723) (835,716)
(8,148,015)  (8,029,196)
RN = =] A =T e1=] V=] [N 3,307,367 2,785,506
LTI e L« P OO PP (2,152,462)  (1,584,180)
Net cash to operating activities (6,993,110)  (6,827,870)
Cash flows from investing activities
Cash and cash equivalent acquired in business combination . 4,324,080 425,472
Acquisition of intangible assets 25 (7,688) (1,635)
Acquisition of property and equipment .... 26 (46,934) (24,584)
Acquisition of non-controlling interest (62,139)
Proceeds from the sale of property and equipment 4,334 7,102
Proceeds from the sale (acquisition) of assets classified as held for sale .. 29, 101 204,838 14,886
Net cash from investing activities 4,416,492 421,241
Cash flows from financing activities
ProCeeds frOM DOITOWINGES ....cocuiiiiiieiieiteete ettt sttt ettt et s h e sbe e s bt e be et e s it e s aeesbe e beebeenbeestesasenseenseenseeneens 119,250,102 87,055,931
REPAYMENT Of DOITOWINES ..ivtiiiiiiiieete ettt ettt et et s aa e st e e sb e et e eabeesbesae e beesbeesaeessesbeenbeenbeansesasesanassean (113,996,895) (85,528,616)
Issued bills 3,835,772 0
Subordinated liabilities ... 556,622 0
Dividend paid by subsidiary to non-controlling interest 0 (4,950)
Treasury share transactions (37,257) 982
R =X o) IRV L =1 £ 0 11,070
Net cash from financing activities 9,608,344 1,534,417
Net increase (decrease) in cash and cash equivalents 7,031,726 (4,872,212)
Cash and cash equivalents at the beginning of the year .. 14 12,970,418 17,795,993
Effects of exchange rate fluctuations on cash and cash equivalents held (85,171) 46,637
Cash and cash equivalents at the end of the year 14 19,916,973 12,970,418
Investing and financing activites not affecting cash flows
Changes iN 10ANS 1O CUSTOMETS ....oiuiiiiieiiieiiriesitesiee st et e te st e st esteesaesieesteesbe e beestessbesaeesbeesbeebeenseensesssenseensasnsesssenseens 0 670,000
Acquisition of assets classified as held fOr SAlE ..........cccouiiiiiiiir e 0 (670,000)
Investing and financing activites not affecting cash flows due to a merger, refer to note 3.
The notes on pages 11 to 56 are an integral part of these Consolidated Financial Statements.
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Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

General information

Risk management (cont.)
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Notes to the Consolidated Financial Statements

General information

1. Reporting entity

Kvika banki hf. (the Bank or Kvika), previously MP banki hf., is a limited liability company incorporated and domiciled in Iceland, with registered
offices at Borgartin 25, Reykjavik. The Bank operates as an bank based on Act No. 161/2002, on Financial Undertakings, and is supervised by the
Financial Supervisory Authority of Iceland.

The Consolidated Financial Statements for the year ended 31 December 2015 comprise Kvika banki hf. and its subsidiaries (together referred to as the
Group). The Group is primarily involved in investment and corporate banking, capital markets, asset management and fund management.

The Consolidated Financial Statements were approved and authorised for issue by the Board of Directors and the CEO on 3 March 2016.

2. Basis of preparation

a. Statement of compliance
The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards (IFRS), as adopted by the
European Union. The Consolidated Financial Statements are also prepared in accordance with Icelandic laws on financial statements and regulations
on presentation and contents of financial statements.

b. Basis of measurement
The Consolidated Financial Statements have been prepared using the historical cost basis except for the following:
- Fixed income securities are measured at fair value
- Shares and other variable income securities are measured at fair value
- Securities used for hedging which are measured at fair value
- Derivatives which are measured at fair value
- Short positions which are measured at fair value
- Assets classified as held for sale are measured at the lower of cost or fair value less cost to sell

A breakdown of the accounting classification of financial assets and financial liabilities is provided in note 59.

c. Functional and presentation currency
The Consolidated Financial Statements are prepared in Icelandic Krona (ISK), which is the Bank's functional currency. All financial information has
been rounded to the nearest thousand, unless otherwise stated.
The Group's assets and liabilities which are denominated in other currency than ISK are translated to ISK using the exchange rate as at the end of day
31 December 2015.

d. Going concern
The Bank's management has assessed the Group's ability to continue as a going concern and it is satisfied that the Group has the resources to
continue its operations.

e. Estimates and judgements
The preparation of financial statements in accordance with IFRSs requires management to make judgements, estimates and assumptions that affect
the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ from these
estimates.

The estimates and underlying assumptions are based on historical result and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying amounts of assets and liabilities that are not readily
apparent from other sources.

The estimates and underlying assumptions are reviewed on an on going 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 and future periods if the revision affects both current and future
periods.

Information about areas of estimation uncertainty and critical judgements made by management in applying accounting policies that can have a
significant effect on the amounts recognised in the Consolidated Financial Statements is provided in note 112.

f. Relevance and importance of notes to the reader
In order to enhance the informational value of the Financial Statements, the notes are evaluated based on relevance and importance for the reader.
This can result in information, that has been evaluated as neither important or relevant for the reader, not being presented in the notes.
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Kvika Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

3. Merger between Kvika banki hf. and Straumur fjarfestingabanki hf.

On 29 June 2015, the Bank took over all assets, liabilities and operations of Straumur fjarfestingabanki hf. ("Straumur") in accordance with the
decision of the board of directors in both banks and the approval of shareholder meetings. The activities and operations of both banks have been
integrated into that of the Bank.

The consideration transferred, to the previous owners of Straumur, was in the form of shares in Kvika banki hf. with a nominal value of ISK
663,323,468. The Bank issued new shares with a nominal amount of ISK 433,799,468. The remaining shares transferred, with a nominal amount of ISK
229,524,000, were own shares held by the Bank. Based on the estimated fair value of the consideration transferred, the acquisition price of Straumur
was ISK 2,321 million.

The following table summarises the recognised amounts of assets and liabilities acquired by the Group at the date of the merger. Assets acquired

from Straumur and its subsidiaries were recognised at the fair value amount of ISK 16,053 million. The liabilities assumed from Straumur and its
subsidiaries were recognised at the fair value amount of ISK 13,434 million.

Identifiable assets acquired and liabilities assumed

Assets Fair value
[0 1 T e o 1 AT =Te TU TV 1 =T L PR 3,337,432
Receivables from Central Bank 1,070,000
Fixed income securities .... 636,586
Shares and other variable income securities 1,006,543
SECUTILIES USEA FOr MEAGING ...vvieetiiitiict ettt h bbbt b et bbb et s b st s h bt b bt e e bt b et b bbb e bt sb st saebenaes 4,755,195
Loans to customers 1,338,470
DIBIIVALIVES ...ttt ettt ettt ettt sttt e s bt e bt et e et e e a e e e a s e e a e e s h e e bt e b e e st e e a b e e ateeaEeea e e SRt e SRt e ARt e bt e b e e A A e e At e eateeA e e eRe e Rt e he e be e be e bt eaneenteeatesaeenaeenaean 265,619
GOOTWIID .ttt h et h bt h e bt e h e bt bt ebe e bt eh e eh e e bt eh e eh e eh e eb e eh £ eh e eh £ e b e eh e e b e eh £ e b e e b e e b e b e e R e e R e b e bt e he b e e bt e bt e bt eh e bt bt e bt e bt e aeereeaeeaeas 544,925
Property and equipment 112,815
Deferred tax asset .. 290,204
Other assets 2,694,999
Total 16,052,788
Borrowings 10,517,468
ShOrt POSIIONS USEA FOI TrAtING . .e.vviitiiereiete ettt b bbbt bbbt s e bbbt et bt e e b et e b et b et st enennent 888,824
DY V7 14 1Y PR 354,338
Other liabilities 1,365,751
Total 13,126,381
Non-controlling interest 307,589
Total identifiable net assets 2,618,818
Negative goodwill ... (297,560)
ACQUISTTION PIICE .ttt b e bt b e e b e a b ea b e eb e e sh e e b e e b e e b e e b e e s b e e s s e ea s e ae e be e b e e b e e s b e e a b e e st e ea b e eabeeaeenbeebe e b e et e e b esabenn 2,321,258

As the merger took place very close to the end of June 2015, the effects of the merger on the operations of the Bank for the first six months of the
year are limited. If the merger had occurred on 1 January 2015, it is estimated that consolidated income would have been ISK 5,447 million and
consolidated loss for the year would have been ISK 377 million.
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Notes to the Consolidated Financial Statements

Income statement

4. Net interest income

Interest income is specified as follows:

2015 2014
Cash and cash equivalents 883,356 645,699
Fixed income securities 0 37,576
Derivatives 646,483 285,221
(e T o I fo TN oL 1y o] 5 0 1= - SR SRROS 1,812,841 1,903,677
Other interest income 12,682 26,717
Total 3,355,363 2,898,890
Interest expense is specified as follows:

2015 2014
Deposits from customers 1,053,606 918,899
Deposits from credit institutions 109,789 114,771
BOITOWINES .eeiiutteeitte ettt ettt e sttt st e e ettt e st e ettt esbe e e sabeeesateeeabeeesateeeast e e sabeeesabeeeas b e e e ab e e e ab e e e AR b e e eab e e e e R Ee e e Rt e e en b e e e nab e e e beee e beeenareeennreenn 1,000,411 481,734
Other interest expense 67,472 81,464
Total 2,231,278 1,596,869

Total interest income recognised in respect of financial assets not carried at fair value through profit or loss amounts to ISK 2,709 thousand (2014: I1SK
2,614 thousand). Total interest expense recognised in respect of financial liabilities not carried at fair value through profit or loss amounts to 1SK 2,231
thousand (2014: ISK 1,597 thousand).

5. Fee and commission income

Fee and commission income is specified as follows:

2015 2014
Banking 301,415 346,322
CAPILAI IMIAIKETS ...eeuvieiiieiiiie ettt ettt et et et e e ae e teeebee e bt e s bt e bt ebeesseeaseesaeessaeseesse e beasseasseenseanbeasaeasbeesaeebeenbeenbeenbeenbeenseansanneas 763,971 582,564
ASSEE IMIANAGEIMENT ...ttt ettt e st e sa bt e e ba e e e b e e e as e e e ba e e sab e e e sa e e e e b et e aab e e e s b e e e b e e e s b e e e an b e e e baeeenneeenreenane 1,043,161 584,591
[0 =T PPN 526,605 305,734
Total 2,635,153 1,819,211
6. Net financial income
Net financial income is specified as follows:
2015 2014
Financial assets held for trading
FIXEd INCOME SECUITIES ...ttt ettt b e s bbb e s b b e bt e b e e bt b e aeeneebeeneere e 151,081 (88,419)
Shares and other variable income securities ... 410,862 58,398
Derivatives (77,857) 28,075
Financial assets designated at fair value through profit or loss
Fixed income securities .... 8,358 10,704
Shares and other variable income securities ... (151,485) (24,095)
Available for sale financial assets
Fixed income securities .... 0 3
Net gain on disposal of subsidiaries 0 175,791
Foreign currency exchange difference 9,425 19,855
Total 350,383 180,312
7. Foreign currency exchange difference
Foreign currency exchange difference is specified as follows:
2015 2014
Gain (loss) on financial instruments at fair value through profit and loss 4,340 (69,698)
Gain on other financial instruments 5,086 89,553
Total 9,425 19,855
Change in the ISK trade iNdeX dUTING the YA ...cc.ciui ittt st b e bbb st besbesbesbesbesbe e +7.9% -1.3%

Note 56 provides information about the development of foreign exchange rates against the Icelandic krona.
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Notes to the Consolidated Financial Statements

8. Administrative expenses

Administrative expenses are specified as follows:

Amounts are in ISK thousands

2015 2014
Salaries and related expenses .... 2,192,807 1,769,230
Other operating expenses 1,431,503 1,134,827
Depositors' and Investors' Guarantee Fund contributions 59,990 71,610
Depreciation and amortisation 260,876 95,129
Total 3,945,176 3,070,796

ISK 280 million of one off merger costs related to termination of employment contracts are included in salaries and related expenses in the table
above. Additionally, ISK 285 million in other one off merger costs are included in other operating expenses in the table. Furthermore, ISK 169 million
of the ISK 261 million in depreciation and amortization are one off costs which relate to intangible assets and equipment which have been

discontinued following the merger. Refer to notes 25-26 for more information on depreciation and amortization.

9. Salaries and related expenses

Salaries and related expenses are specified as follows:

10.

2015 2014
Salaries 1,664,407 1,377,250
Performance based payments excluding share-based payments . 12,069 0
Share-based payment expenses (1,314) 2,154
Pension fund contributions 259,019 203,730
Tax on financial activity .... 107,021 90,534
Other salary related expenses .... 151,605 95,562
Total 2,192,807 1,769,230
Average number of full time employees during the year 81 98
Total number of full time emMPIOYEES At YEAI-EN ......cciiiiieiiieiieieceeee ettt e s e st esb e e st e et e e sbeebeesbessbassnenans 86 75

The figures for 2014 do not include employees of Straumur fjarfestingabanki hf. ("Straumur"). At the beginning of 2015, Straumur had 34 full time
employees and Kvika and its subsidiaries had 75, or 109 in total. The total number of full time employees at year end 2015 is considerably lower than
this figure.

According to Act No. 165/2011, passed in 2011, banks and other financial institutions providing VAT exempt services, must pay a tax based on salary
payments, called tax on financial activity. The current tax rate is 5.50% (2014: 5.50%).
Employment terms of the board of directors and management

Salaries and benefits paid to the Board of Directors, the CEO and Managing Directors of the Bank for their work for companies within the Group, and
their shareholding in the Bank, are specified as follows:

31.12.2015 31.12.2014

Salaries and Number Warrants Salaries and Number Warrants

benefits of shares and options benefits of shares and options

Sigurdur Atli J6nsson, CEO 49,094 10,000 17,300 42,141 10,000 17,300
porsteinn Palsson, Chairman of the Board 11,387 0 0 6,600 0 0
Finnur Reyr Stefansson, Deputy Chairman of the Board .. 2,145 90,576 0 0 0 0
Inga Bjorg Hjaltadoéttir, Board member 6,049 0 0 3,300 0 0
Skuli Mogensen, Board member 5,593 116,060 0 3,240 116,060 0
pérunn Palsdéttir, Board member ... 2,145 0 0 0 0 0
Kristin Gudmundsdottir, Board member .........ccoveevveeecreeecvenen, 2,586 737 0 0 0 0
Jonas Hagan Gudmundsson, Board member 2,106 32,040 0 0 0 0
Hanna Katrin Fridriksson, alternate Board member 4,470 0 0 4,156 0 0
Armann Fr. Armannsson, alternate Board member ... 0 110 0 0 0 0
Magnus Bjarnason, former Board member * 1,930 0 0 0 0 0
Mario Espinosa, former Board member 0 0 0 2,700 0 0
Vilmundur Jésefsson, former alternate Board member ............. 3,680 4,000 0 3,300 4,000 0
Astridur pérdardottir, former alternate Board member ............ 3,032 0 0 2,332 0 0
Managing Directors (2015: 5, 2014: 4) ....ccoveverienienienieeseieeene 183,596 8,650 30,000 134,766 0 57,300
Total 277,813 262,172 47,300 202,535 130,060 74,600

* Magnus Bjarnason became a Managing Director in mid year 2015. Salaries and benefits which he has received in that position, as well as
shareholdings, warrants and options, if applicable, are included in the line Managing Directors in the table above.
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Notes to the Consolidated Financial Statements

10.

11.

12,

13.

Employment terms of the board of directors and management (cont.)
Salaries and benefits are substantially all short-term employee benefits.

Figures for shares, share options and warrants are in thousands and include shares held by companies owned by or under the control of the
respective parties as at 31 December 2015 and 31 December 2014. If the holdings are held indirectly through companies, then only the pro rata
ownership of the aforementioned persons has been included.

The Bank has defined two Managing Director as Key Employee, as defined in Act No. 161/2002 on Financial Undertakings. Furthermore the Bank has
approved and published internal rules covering the qualification requirements, evaluation process and conduct of Key Employees, in accordance with
requirements set forth by the Icelandic Financial Supervisory Authority.

The Bank has adopted a remuneration policy at the proposal of the Remuneration Committee. The policy covers three remuneration components,
base pay, performance based incentive scheme and other benefits, including pension fund contributions. Further information about the
remuneration policy is provided in notes 67-69.

Auditor's fees

Remuneration to the Group's auditors is specified as follows:

2015 2014
Audit of annual accounts 27,507 27,751
ROV Ao T 0 YT g T T oo YU Y S 10,287 7,006
Other QUAIT FEIATEA SEIVICES ...uveiieivieiieieciee ettt ettt e et e e et e e ebe e e e be e e sabeeeebeeeesbeeeesseesbeeeassaeeasseesabasesssesebaeesntaeeasseeeseeesnreenn 5,131 7,950
Total 42,925 42,708
Thereof to the auditors of the Bank 38,774 39,222

Income tax

The Group will not pay income tax on its profit for 2015 due to the fact that it has a tax loss carry forward that offsets the calculated income tax. At
year end 2014, the tax loss carry forward from Straumur fjarfestingabanki hf. amounted to ISK 154 billion and the tax loss carry forward from MP
banki hf. amounted to ISK 6 billion. A substantial part of the deferred tax asset is utilisable until end of year 2018 and 2019. Management is of the
opinion that the Group's operations in the years to come will result in taxable results which will be offset with the tax loss carry forward. The Group
has therefore recognised a part of the tax loss carry forward as a deferred tax asset in the consolidated statement of financial position. The 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. The
deferred tax asset is reviewed at each reporting date.

Income tax is recognised based on the tax rates and tax laws enacted during the current year, according to which the domestic corporate income tax
rate was 20.0% (2014: 20.0%)

Reconciliation of effective tax rate:

2015 2014
Profit DEfOre INCOME TAX ..cviiuieeiieiiieiieeeeeee ettt sre et eseenesaeeneenes 271,142 282,685
Income tax using the domestic COrporation tax rate .......c.coevererererereneseneseese e 20.0% (54,228) 20.0% (56,515)
Effect of tax rates in foreign jurisdictions ........c.cocerieeriiirinenece e 0.0% (0) (0.0%) 23
Non-deductible expenses 0.5% (1,375) 0.7% (1,897)
NON-LAXADIE INCOME ..ottt (232.0%) 628,987 (52.5%) 148,419
Derecognition of previously recognised tax l0SSES ........ccceererirerireririneeeeeeeeeee e 324.4% (879,479) 0.0% 0
Other changes 156.6% (424,520) 13.3% (37,592)
Effective income tax 269.5% (730,616) (18.5%) 52,438

Profit before tax amounts to ISK 271 million. Income tax amounts to ISK -731 million, resulting in an effective tax rate of 269.5%. This is substantially
different from the Icelandic corporate tax rate of 20%, mainly due to non-taxable income from shares and revalueation of the deferred tax asset.

Special tax on financial institutions

According to Act No. 155/2010 on Special Tax on Financial Institutions, certain types of financial institutions, including banks, must pay annually a tax
based on the carrying amount of their liabilities as determined for tax purposes in excess of ISK 50 billion at year-end. The tax rate is set at 0.376%
(2014: 0.376%) and the tax is not a deductible expense for income tax purposes. The tax is presented separately in the consolidated income
statement.
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Statement of Financial Position

14. Cash and cash equivalents

Cash and cash equivalents are specified as follows:

Amounts are in ISK thousands

31.12.2015 31.12.2014
Deposits with the Central Bank of ICEIANG ........couiiiiiiiiiee ettt se e sttt b e b n e 15,676,543 8,643,487
Cash on hand 80,881 89,691
Balances with banks 3,476,080 3,678,258
LI TV <11 L O OO PP PP 683,469 558,982
Total 19,916,973 12,970,418
15. Fixed income securities
Fixed income securities are specified as follows:
31.12.2015 31.12.2014
Held for trading
Listed government bonds and bonds with government guarantees 1,684,684 2,471,713
Listed treasury bills 73,865 84,637
Listed bonds 2,717,833 1,367,033
Unlisted bonds 148,833 0
Designated at fair value
UNBISEEO DONAS ..eevieetiee ettt ete et e e ette e e teeeetbe e e baeeetseesabeeesabeeaabeeeaabaeeasseeeasseessseersseeessseebssesnseeensneesnreesnns 23,886 272,946
Total 4,649,103 4,196,330
Further discussion about the accounting classification of financial assets is provided in notes 59-61.
16. Shares and other variable income securities
Shares and other variable income securities are specified as follows:
31.12.2015 31.12.2014
Held for trading
Listed shares 1,376,404 338,712
Listed unit shares 0 220
Unlisted shares 18,568 4,418
Unlisted unit shares . 1,095,558 97,467
Designated at fair value
Unlisted shares 509,033 287,082
Unlisted unit shares .... 6,480 62,825
Total 3,006,042 790,723
Further discussion about the accounting classification of financial assets is provided in notes 59-61.
17. Securities used for hedging
Securities used for hedging are specified as follows:
31.12.2015 31.12.2014
Listed government bonds and bonds with government guarantees 1,325,364 3,675,958
Listed bonds 286,838 53,418
Listed shares 8,582,712 3,123,620
Unlisted unit shares . 862,919 3,645
Total 11,057,833 6,856,641

Securities used for hedging are classified as held for trading. Further discussion about the accounting classification of financial assets is provided in

notes 59-61.

18. Loans to customers

Loans to customers are specified as follows:

31.12.2015 31.12.2014

Loans to customers, SrosSs @aMOUNT .........coiuiiiiiiiiiiie it s 22,007,487 22,577,554

Specific allowance for impairment losses .... (208,880) (108,761)

Collective allowance fOr IMPAIMMENT IOSSES .........cc.iiuiiiriiieeiteeee ettt ettt ettt st ettt ee e eenean (205,869) (181,654)

Total 21,592,738 22,287,138
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19. Allowance for impairment losses

Change in allowance for impairment losses is specified as follows:

a. Loans to customers
31.12.2015 Specific Collective Total
Balance as at 1 January 2015 .... 108,761 181,654 290,415
Charge to the income statement for the year .... 180,050 24,215 204,265
Write-offs (79,932) 0 (79,932)
Balance as at 31 December 2015 208,880 205,869 414,748
31.12.2014 Specific Collective Total
Balance @s @t 1JANUAY 2004 ......oouiiiieieeieeeeeit ettt ettt b bbb et b et et a e ae e bt st e st e sbeenreens 294,306 210,587 504,893
Charge to the income statement fOr the YEAr ........cvvviiiiiiiiiicie e 58,712 1,345 60,057
Recoveries (72,036) 0 (72,036)
Write-offs (172,220) 0 (172,220)
RECIASSITICATION 1.vviiiviiieeitieiti ettt ettt e e b e et e bt e s be e beebeesbesaeesbeesbe e beenbeesbesssessaessaessaessesseaseenes 0 (30,278) (30,278)
Balance as at 31 December 2014 108,761 181,654 290,415
b. Other assets - accounts receivable
31.12.2015 Specific Collective Total
Balance @s @t 1JANUAY 2015 ......ooiiiieiieieeieeite ettt ettt st ettt b et et ae e ae b et e st e sbeenreens 0 3,053 3,053
Charge to the income statement for the year .... 10,912 620 11,532
Recoveries ... (780) 0 (780)
Write-offs 0 1,327 1,327
Balance as at 31 December 2015 10,132 5,000 15,132
31.12.2014 Specific Collective Total
Balance as at 1 January 2014 .... 23,251 10,608 33,859
Charge to the income statement for the year .... (2,958) 4,246 1,288
Write-offs ... (20,294) (11,800) (32,094)
Balance as at 31 December 2014 0 3,053 3,053
20. Derivatives
Derivatives are specified as follows:
31.12.2015 31.12.2014
Notional Assets Liabilities Notional Assets Liabilities
Interest rate derivatiVes ......ccvcocveeeiveeiirieciiee e enes 1,020,000 45,894 500,000 34,527
Currency forwards 725,839 14,287 0
Bond and equity total return swaps ... 1,691,601 267,811 884,545 10,098,940 176,084 134,275
Equity options ... (400,590) 102,941 903,240 17,670 19,921
Bond options 405,200 5,405
3,036,851 327,993 987,486 11,907,380 233,685 154,196
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21.

22,

23,

Group entities

The main subsidiaries held directly or indirectly by the Group are listed in the table below. The number of subsidiaries increased due to the merger with
Straumur fjarfestingabanki hf.

Share Share

Entity Nature of operations Domicile 31.12.2015 31.12.2014
Armdli fasteignir ehf. ... Holding company Iceland 100% 100%
Burdaras eignarhaldsfélag ehf. . . Holding company Iceland 100% -
Burdaas PE GP ehf. ... ... Dormant Iceland 100% -
Burdaras PE slhf. ....... Dormant Iceland 100% -
Fasteignastyring ehf. ... Dormant Iceland 100% 100%
Foss eignarhaldsfélag ehf. ........... Dormant Iceland 100% -
Foss 2 eignarhaldsfélag ehf. ........ Dormant Iceland 100% -
IB eignarhaldsfélag ehf. .......cccooeieieieieeeeee Dormant Iceland 100% -
Jupiter rekstrarfélag hf. .. Fund management Iceland 100% 100%
M-Investments ehf. ........ Holding company Iceland 100% 100%
Manatun GP ehf. ... Dormant Iceland 100% 100%
Pivot ehf. ............ . Holding company Iceland 100% -
Straumur eignarhaldsfélag ehf. Dormant Iceland 100% -
Straumur Equites ehf. ........ Dormant Iceland 100% -
Straumur fjarfestingar hf. Dormant Iceland 100% -
Straumur sjédir hf. ............. Fund management Iceland 100% -
islensk eignastyring ehf. .. Holding company Iceland 79% -
Fi Fasteignafélag GP ehf. . Real estate fund management Iceland 70% 70%
Holding company Iceland 54% 54%

Dormant Lithuania 100% 100%

Horn Florida Ltd. . Holding company UK 100% 100%

When the merger with Straumur fjarfestingabanki hf. took place, islensk eignastyring ehf., a subsidiary of Pivot ehf., owned a majority stake in islensk
verdbréf hf. islensk verdbréf hf. were therefore a part of the consolidated accounts of Straumur fijarfestingabanki hf. and its assets and liabilities were a
part of the consolidated assets and liabilities that were merged with the Bank, as shown in note 3. The assets amounted to ISK 1,708 million and its
liabilities amounted to ISK 875 million. In relation to Straumur fjarfestingabanki hf. Investment in islensk verdbréf hf., via Pivot ehf., the Group
recognized goodwill amounting to ISK 545 million. islensk eignastyring ehf. sold all its shares in islensk verdbréf hf. before year-end 2015. This resulted
in the company no longer being part of the Group and no goodwill being on the consolidated statement of financial position at year-end 2015.

Investment in associates

Investment in associates is accounted for using the equity method and is specified as follows:

Share Share
Entity Nature of operations Domicile 31.12.2015 31.12.2014
Londonderry Associates LLC Holding company USA 38% 38%

The Bank does not consider its associates material, neither individually nor as a group.

Changes in investments in associates are specified as follows:
31.12.2015 31.12.2014
Balance at the beginning of the year . . 0 309,021

Additions through a merger 29,052 0
Disposal of shares in associates ... (27,054) 0
Reclassification .........cccceevieiiiiieiiennen, . 0 (331,448)
Share in (loss) profit of associates, net of income tax .... (1,998) 22,427
Total (0) 0

Consolidated structured entities
Structured entities are assessed for consolidation in accordance with the accounting policy set out in Note 73 Financial investments under control are
presented in fixed income securities (2015: ISK 19,878 thousand, 2014: ISK 0) in the consolidated statement of financial position.

The Group holds majority of the units in the investment funds managed by Straumur sjédir hf. These funds are consolidated like subsidiaries in the
Group’s Consolidated Financial Statements, with the exception that minority interests are recognised among Other liabilities instead of Equity. The
reason for this distinction is that the holders of the units may request redemption of their shareholding and therefore the units do not meet the
requirements of the definition of equity.
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24. Unconsolidated structured entities
Where the Group acts as an agent for the investor, it does not consolidate the investment funds. When the Group holds investments in unconsolidated
investment funds, they are classified as financial investments designated at fair value through profit or loss or other financial investments held for
trading. The fair value of these investments represents the Group’s maximum exposure to loss from its investments into such unconsolidated
investment funds.
The nature and purpose of Investment funds is to generate fees from managing assets on behalf of third party investors. These vehicles are financed
through the issuance of units to investors.
31.12.2015 31.12.2014
INVESTMENTS TUNGS ..evvieicieecciee ettt ettt e e e st e e et e ete e e e tae e e baeeeaseesbaeesabeesabaeesabeeeasseesaseeessseeessseersseeesseeensseensseesnseeensseenn 41,917,800 24,336,200
The following table shows an analysis of the carrying amounts of interests held by the Group in unconsolidated structured entities. The Group's
maximum exposure to loss is the carrying amount of the assets held.
Carrying amount
31.12.2015 31.12.2014
Investments funds .... 1,691,393 101,400
The Group received management fees during the year:
31.12.2015 31.12.2014
RN ZE d =T oL A3 10T Vo RS SRPR 489,538 294,000
25. Intangible assets
Intangible assets are specified as follows:
31.12.2015 Software Goodwill Other Total
Balance as at 1JAanuary 2015 ...c.eciiiieiieieeie ettt sttt et st e et et e et e earenns 133,673 0 115,094 248,766
Acquisitions 7,688 57,425 0 65,113
Additions through a merger 4,328 544,925 0 549,253
Discontinued .. (80,790) 0 (71,059) (151,849)
Disposals (4,328) (602,350) 0 (606,678)
AAMOTEISALION ..o ee e es e ee s ss e se s se s ss e seeeseseeeseeeeseessesnas (40,267) 0 (18,415) (58,682)
Balance as at 31 December 2015 20,304 0 25,620 45,924
Gross carrying amount 38,924 0 48,800 87,724
Accumulated amortization and impairment losses (18,620) 0 (23,180) (41,800)
Balance as at 31 December 2015 20,304 0 25,620 45,924
31.12.2014 Software Goodwill Other Total
Balance as at 1 January 2014 .... 171,519 0 133,509 305,028
Acquisitions 1,741 0 0 1,741
Amortisation (39,582) 0 (18,415) (57,997)
Translation difference (5) 0 0 (5)
Balance as at 31 December 2014 133,673 0 115,094 248,766
GrOSS CAITYING @MOUNT c.eeeeiiiieeeiie ittt e st ste e e esbe e e ss e e sa e e s aneesanneesaneeesnnesnnneesnnnens 262,767 0 184,150 446,917
Accumulated amortization and impPairMent I0SSES ...........cccevveueeereerrieeirieiretneineeeeseenes (91,248) 0 (50,641) (141,889)
Balance as at 1 January 2014 171,519 0 133,509 305,028
GrOSS CAITYING @MOUNT c.uvveiiiieiiieeeiteeeiteeste e st e estteesteeestbeesbeeesateesbaeesabeesasseesssaessaeensseesnseens 264,508 0 184,150 448,658
Accumulated amortization and iMPairmMent I0SSES ........ucvveevieeiieeienierieeie e (130,835) 0 (69,056) (199,892)
Balance as at 31 December 2014 133,673 0 115,094 248,766
The goodwill which the Group acquired through the merger with Straumur fjarfestingabanki hf. and through acquisitions during the year relates to
investments in islensk verdbréf hf. Since the Group disposed of all its shares in islensk verdbréf hf. before year-end 2015 goodwill at year-end amounts
to zero.
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26. Property and equipment

Property and equipment is specified as follows:

Amounts are in ISK thousands

31.12.2015 Real estate Other Total
Balance @s @t 1JANUAIY 2015 ...c.viiiiiiiiieieeieeie ettt ettt et s ta e s te e b e et e et e e st e te e teebeenaeeraesreenreens 0 74,873 74,873
ACGUISTEIONS ettt ettt b e e e s b e e e as e e e b e e e eba e e bb e e s bb e e e bb e e s ba e e sabeesabneesbeeesnneennaes 0 46,934 46,934
Additions through a merger 98,407 11,543 109,950
Discontinued 0 (17,122) (17,122)
Disposals (97,659) (7,161) (104,820)
Depreciation (748) (32,318) (33,066)
Balance as at 31 December 2015 0 76,749 76,749
Gross carrying amount 0 197,507 197,507
Accumulated depreciation . 0 (120,757) (120,757)
Balance as at 31 December 2015 0 76,749 76,749
31.12.2014 Real estate Other Total
Balance @s @t 1JANUAIY 2014 .....oociiiiieiieieeiecite ettt et ettt e st et e et e e abe s abesae e b e et e et e eab e e bt e aeebeenbeeraeereenraens 0 99,465 99,465
ACGUISTEIONS ettt ettt ettt ettt s e e e b e e e et e e e sa e e e aseeesn e e saee e st e e esbe e s baeesnbeesnneesabeeesnneennnnen 0 24,584 24,584
Disposals 0 (11,714) (11,714)
Reclassified to assets classified as held for sale 0 (147) (147)
Depreciation 0 (37,238) (37,238)
Translation difference ... 0 (76) (76)
Balance as at 31 December 2014 0 74,873 74,873
GrOSS CAITYING AMOUNT c.utteiiiieeiteeeitte ettt et e ette e sttt e sbeeestbeesbeeesabeeesseesasaessbeeassaeesbeessseesbseessbaesnseeesabeesnsseenn 0 196,484 196,484
ACCUMUIALE AEPIECIATION .eiviictiitieieett ettt ettt e s bt e beebeesbesbaesbeesbe e beenbeesbesanasaeansaensans 0 (97,019) (97,019)
Balance as at 1 January 2014 0 99,465 99,465
GrOSS CAITYING AMOUNT c..eeeiiiiieiteeeite ettt e ettt et e st e e ssb e e s bt e sabe e e aa e e s aseeesaeeesseeessseeesneesbnesenneesaneeesnbeesanneess 0 194,207 194,207
ACCUMUIAEEA AEPIECIATION ....eevieeiiietieie ettt ettt e et et e st e st e aesaeebeeaesaesaentensensensensenaenee 0 (119,334) (119,334)
Balance as at 31 December 2014 0 74,873 74,873
27. Deferred tax assets and liabilities

Change in deferred tax is specified as follows:

31.12.2015 31.12.2014
Balance at the beginning Of the YEAI ...ttt st sttt s st e s st e saeesae et e sanens 574,107 613,443
(O [o{¥] 1 =Yoo Tele Y 4o =35 D SRS 0 52,438
Expensed income tax (730,616) 0
Additions through a merger 236,466 0
Current income tax payable 22,864 13,589
Income tax recognized in other comprehensive income and equity 0 (1,168)
[0 g T=Y ool =T Y= SOOI (247) (104,194)
Net 102,575 574,107
DIETEITEA TAX GSSEES ..vviiiriiiitrieiitieeitee et st eeeiteeeeteeeiteeeeaaeeeaeeeeaseeebaeeabseesabeseabseesabeseasseseasseesseeeasseesseeessseebeseessseenseeesnbeesnns 106,557 578,080
DEfErTEd TaX lADIIITIES ..vevveivietieiieieet ettt ettt sttt e e abesabesas e beesbeesbeeseesbeeaseesseeasesbeesbe e beenbeensesasassseseenbans (3,982) (3,973)
Net 102,575 574,107
The Group's deferred tax assets (liabilities) are attributable to the following items:

31.12.2015 31.12.2014
Property @nd EQUIPIMENT ......oouiiiiiiiiiie ettt sttt et sat st et e et eettesteesbe e st e b e saeesheesbeesbeeabesabesaeesseesseenseenseessenseenseensesssesseenbeens 6,693 2,136
Intangible assets 6,853 (10,990)
Assets and liabilities denominated in foreign currencies (5,380) (2,558)
Other items (796) 2,971
Tax losses carried forward .... 95,204 582,548
Total 102,575 574,107
At year end 2015, tax losses carried forward amount to ISK 160.4 billion, and are set to expire as follows: Losses
Tax losses 2009, expiring in 2019 193,520
Tax losses 2011, expiring in 2021 ... 561,705
Tax losses 2012, expiring in 2022 640,623
Tax losses 2013, expiring in 2023 ... 1,061,629
Tax losses 2014, expiring in 2024 ... 415,621
Tax losses 2015, expiring in 2025 ... . 3,198,482
Tax losses acquired via merger with Straumur fjarfestingabanki hf., expiring 2018-2024 ..........cccuiiriieieieeeeeeeeee ettt 154,321,707
Total 160,393,287

Consolidated Financial Statements 31 December 2015

20



Kvika

Notes to the Consolidated Financial Statements

28. Other assets

Other assets are specified as follows:

Amounts are in ISK thousands

31.12.2015 31.12.2014
UNSEIEd SECUITIES TrAaNSACTIONS 1.iiivvieirieeiireeeteeeetteeeteeeeteeeetteeseteeestreesbeeesabeessseessbeeessseeasseeessseenssaessseeebasesaseseasseesabeesasseens 0 379,024
Accounts receivable .... 625,190 314,839
Sundry assets 122,842 24,325
Total 748,032 718,188
29. Assets classified as held for sale
The Group has classified certain assets as held for sale. The Group intends to dispose of the majority of these assets in 2016.
Assets classified as held for sale are specified as follows:
31.12.2015 31.12.2014
Buildings and land 25,918 251,025
Unlisted shares 59,895 39,626
Total 85,813 290,651
Assets classified as held for sale include foreclosed assets as specified in note 47.
30. Deposits from customers
Deposits from customers are specified as follows:
31.12.2015 31.12.2014
Demand deposits 22,697,505 19,848,388
Time deposits 7,846,902 6,916,193
Total 30,544,407 26,764,581
31. Borrowings
Borrowings are specified as follows:
31.12.2015 31.12.2014
Loans from credit institutions 2,053 2,922
Money market deposits 15,218,074 9,851,810
Total 15,220,126 9,854,731

Money market deposits typically have a principal of ISK 5-200 million and maturity between 1 week and 3 months and pay fixed interest rates.

32. Issued bills

Issued bills are specified as follows:

31.12.2015 31.12.2014
ISSUB DLIS o.eveieirie et ettt ettt ettt et e e et e e eaeeeebe e e ebeeeebaeesabeeeeabeesabeeesabeeeasseeeasseesaseeesaseeesseeeaseeenbeseeabeeebaeenabaeeanreennns 3,908,480 0
Total 3,908,480 0
33. Subordinated liabilities
Subordinated liabilities are specified as follows:
Maturity
Issued Maturity type Terms of interest 31.12.2015 31.12.2014
TIEr 2N ISK wvviiieeeeieeeceeeeetee et 2015 2025 At maturity . CPI-Indexed, fixed 5.50% 562,339 0
Total 562,339 0

At the interest payment date in the year 2020 the annual interest rate increases from 5.50% p.a. to 7.50% p.a. At the same date, the Bank has the right

to repay the subordinated bond and on any subsequent interest payment dates until maturity.

Subordinated liabilities are financial liabilities in the form of subordinated capital which, in case of the Group's voluntary or compulsory winding-up, will
not be repaid until after the claims of ordinary creditors have been met. In the calculation of the capital ratio, they are included within Tier 2. The

Group may only retire subordinated liabilities with the permission of the Icelandic Financial Supervisory Authority.

In the calculation of the capital ratio, subordinated liabilities are included within Tier 2 and are included in the equity base as the amount eligible for

Tier 2 capital treatment is amortized on a straight-line basis over the final 5 years to maturity or up to 20% a year.
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34. Short positions held for trading

Short positions held for trading are specified as follows:
31.12.2015 31.12.2014
Listed government bonds and bonds With EOVErNMENTt GUAraNTEES ........cccuevverieiieeiieeiiestere et eieeee e see e e s s sreenteens 595,014 2,875,806

Listed bonds 0 64,152
Listed shares 188,648 48,290
UNTISTEO SNATES ...ttt ettt ettt ettt ettt et ettt ettt et eae et eaenaeeaeabenae e 0 7
Total 783,662 2,988,256

Short positions held for trading are classified as held for trading. Further discussion about the accounting classification of financial assets is provided in
notes 59-61.
35. Short positions used for hedging

Short positions used for hedging are specified as follows:
31.12.2015 31.12.2014

Listed government bonds and bonds with government guarantees 1,024,390 217,637
Listed shares 0 31,521
Total 1,024,390 249,158

Short positions used for hedging are classified as held for trading. Further discussion about the accounting classification of financial assets is provided in

notes 59-61.

36. Other liabilities

Other liabilities are specified as follows:

31.12.2015 31.12.2014
Unsettled securities transactions 150,310 0
Accounts payable and accrued expenses .. 175,632 127,537
28,965 109
Withholding taxes .... 432,501 288,376
Salaries and salary related expenses 266,762 160,897
Other liabilities .. 256,562 431,077
Total 1,310,733 1,007,996
37. Equity
a. Share capital

The nominal value of shares issued by the Bank is ISK 1 per share or a multiple thereof. All currently issued shares have a nominal value of ISK 1 per
share, and are fully paid. The holders of shares are entitled to receive dividends as approved by the general meeting and are entitled to one vote per

nominal value of ISK 1 at shareholders' meetings.

31.12.2015 31.12.2014
Share capital according to the Bank's Articles Of ASSOCIAtION ......cc.eevuiiierieriienieieeit ettt sttt sae e 1,604,599 1,170,800
Nominal amount of treasury shares 13,956 800
Authorised but not issued shares ... 281,500 1,500,000

b. Share capital increase
The share capital of the Bank was increased by a nominal amount of 434 million shares in conjunction with the merger with Straumur fjarfestingabanki
hf. during 2015.

c. Share capital increase authorizations

A shareholder meeting in June 2015 authorized the Board of Directors to increase the share capital by up to ISK 200,000,000 through a subscription for
new shares. This authorization expires at the Bank's Annual General Meeting in 2016. The Board of Directors is moreover authorized during a five year
period to increase the share capital of the Bank in stages by up to ISK 20,000,000 in nominal value, for the purposes of fulfilling share option
agreements in accordance with the Bank’s share incentive scheme. The Board of Directors is finally authorized to increase the share capital of the Bank
by up to ISK 61,500,000 in nominal value, until 12 December 2016, for the purposes of fulfilling the Bank’s obligations under issued subscription rights
(warrants). A copy of the Bank's Articles of Association, including the temporary provisions, is available on the Bank's website, www.kvika.is.
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38. Warrants

Amounts are in ISK thousands

In December 2014 the Bank sold warrants for ISK 61.5 million in new share capital, with an exercise price of ISK 2.60 per share. The warrants were

outstanding as at 31 December 2015 and expire on 15 December 2016.

39. Capital adequacy ratio (CAD)

Equity at the end of the year was ISK 6,531 million (31.12.2014: 5,597 million), equivalent to 10.6% (31.12.2014: 11.3%) of total assets according to the
statement of financial position. The capital adequacy ratio of the Group, calculated in accordance with Article 84 of Act No. 161/2002 on Financial

Undertakings, was 23.5% (31.12.2014: 17.4%). The minimum according to the Act is 8.0%. The ratio is calculated as follows:

Capital base 31.12.2015 31.12.2014
TOUAL EQUILY oo veoveeeeeeeeeeeee e eeeesee e eeseseses e eeses s s seee e se e seseseseeeeseeeeseeesseesseseaeesaes s eeseeese et eeeeeee s es e seseses s seseeeseeeseeseeeas 6,531,154 5,596,506
Goodwill and intangibles .... (45,924) (248,766)
Deferred tax asset (106,557) (578,080)
Tier 1 capital 6,378,672 4,769,660
SUDOIINALE [TADIITLIES .. ..eveereietiet ettt ettt st s h e s bt b et e e st e s st e s st e st e b e e s b e estesb e e bt enesanesaees 562,339 0
Accrued interests (10,251) 0
Tier 2 capital 552,088 0
Shares in financial institutions ..... (121,806) (3,709)
Subordinated fixed income securities ... (120,415) (97,907)
Total capital base 6,688,539 4,668,044
Capital requirements 31.12.2015 31.12.2014
Credit risk . 1,290,773 1,431,518
Market risk 418,946 168,464
OPEIATIONAI FISK 1..vveuvieriiitiitie ittt ettt ettt e e et e e s teeteeaaesteesbeesbe e beeabeeaeesse e beanbaesbaesbeessenssesseessaesseeseenseenbeanbesanesseesres 568,427 546,350
Total Capital requirements 2,278,146 2,146,333
SUIPIUS CAPITAL 1.vvetietieitieteet ettt ettt s bt ettt e et e et e s ae e b e e beesbeeaseesseese e seesseesseeseeeseebeenbeenbeeabeesbesaaesbeebaenbaensenssenssanes 4,410,393 2,521,711
Capital adEQUACY Fatio (CAD) ..eevvieiietieiesieesieeiteestecteetesteesteeteebeeseesbeesseessessseeseesbe e beesbeesbesssesssassaasbeesbeessensseseenseesseeseansaans 23.5% 17.4%

The Icelandic Financial Supervisory Authority (FME) supervises the Bank on a consolidated basis and, as such, receives information on the capital
adequacy of, and sets capital requirements for, the Bank as a whole. The Bank's regulatory capital calculations for credit risk and market risk are based

on the standardised approach and the capital calculations for operational risk are based on the basic indicator approach.

Minimum capital requirement is based on the Bank's Internal Capital Adequacy Assessment Process (ICAAP) and is reviewed by the FME through the
Supervisory Review and Evaluation Process (SREP). The Bank's minimum regulatory capital requirement based on SREP is 11.8%.
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Risk

40.

41.

management

Risk management framework

Board of Directors

The Bank's Board of Directors has overall responsibility for the establishment and oversight of the Group's risk management framework and risk
appetite setting. Risk management policies are reviewed regularly to reflect changes in market conditions and the Group's activities. The Group,
through training and management standards and procedures, aims to develop a disciplined and constructive control environment in which all
employees understand their roles and obligations.

Board of Directors sub-committees

The Bank's Board of Directors has established two sub-committees, Remuneration Committee and Risk and Audit committee. The Risk and Audit
Committee oversees how management monitors compliance with the Group's risk management policies and procedures. The Risk and Audit
Committee is assisted in its oversight role by Internal Audit.

CEO
The CEO is responsible for the effective implementation through the corporate governance structure and committees. The CEO has established three
committees, which are responsible for developing and monitoring risk management policies in their specified areas.

Committees
The Bank operates three committees that are involved in risk management: an Asset and Liability Committee (ALCO), a Credit Committee and a
Quality and Security Committee.

The ALCO Committee meets regularly and each department reports on its operations and positions activity since the previous meeting. The
committee addresses matters regarding the Bank's risk management, financing, capital management and proprietary trading.

The Credit Committee addresses matters regarding the Bank's loan activities. The committee is responsible for the approval of individual loans as well
as deciding on credit limits for individual clients in derivative trades, and is the primary forum for the discussion of loan activity policy.

The Quality and Security Committee is responsible for supervision and implementation of the Bank’s security and quality policies. The security policy
mainly addresses data security and operational security in IT systems, physical security for the personnel and proper access controls and monitoring
in the Bank’s premises. The quality work is aimed at upholding proper quality in work processes, IT systems and services to support performance and
profitability, lower operational risk and increase the customer experience.

Risk management

The purpose of the Bank's risk management unit is to identify, quantify, control and report on the risks that the Group is exposed to in its daily
activities. The unit also participates in drafting the overall risk policy and has representatives on the ALCO committee, Credit committee and the
Quality and Security committee. The unit’s main activities include monitoring and managing credit risk, market risk, liquidity risk and operational risk.
The Board of Directors sets the rules and guidelines regarding the Group's risk policy and the obligations of risk management and credit control. The
division reports regularly on the Group’s positions and exposure to risk to the Board of Directors, the CEO and to the ALCO committee.

Compliance Officer
The Compliance unit ensures that the Group adheres to its rules on securities trading and insider trading and operation comply with the Act on
Securities Transactions, the Act on Actions to Combat Money Laundering and Terrorist Financing and other relevant legislation and regulations.

Internal audit

Internal audit has the role to give objective opinion on the Group's operations and advisory that aims to increase its value, and to strengthen risk
management and internal control. The tasks of internal audit and main emphasis are to estimate whether processes and systems are in place, and
whether they are relevant and efficient. Internal auditor is recruited by the board and is located accordingly in the hierarchy. It's operations cover all
units of operations, including subsidiaries.

Hedging

A part of the Group’s portfolio consists of securities held as a hedge against derivatives positions of customers. The Group hedges currency exposure
between the Group's loan portfolio and debts to the extent possible, but does not apply hedge accounting.
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42,

Credit risk - overview

Definition
One of the Group’s primary sources of risk is counterparty credit risk. Credit risk is defined as the risk that one party to a financial instrument will
cause a financial loss for the other party by failing to discharge an obligation.

Management
The risk management unit is responsible for managing and reporting on credit risk. The Group uses a variety of tools and processes to manage credit
risk, including collaterals, hedges and loan portfolio management.

Credit approval process

The originating department prepares a proposal for each loan or credit line which is presented to the credit committee for approval. The proposal
consists of a basic description of the client, the purpose of the loan, a simple credit assessment and arguments for or against granting the loan. The
committee decides whether there is need for further credit assessment and on what terms the loan may be granted.

A more thorough credit assessment may be conducted if considered appropriate and can include an assessment of a borrower’s fundamental credit
strength as well as the value of any collateral. To assess the borrower’s capacity to meet his or her obligations the committee can request stress test
analysis of the borrower’s cash flow or call for third party assessments.

Collateral

Securing loans with collateral is a traditional method to reduce credit risk. The Group uses different methods to reduce credit risk by obtaining
collateral from customers where appropriate. Such collateral gives the Group right to the collateralised assets for current and future obligations
incurred by the customer.

The Group places emphasis on ensuring that loans are secured with collateral that can be marked to market, and that asset coverage exceeds 100%.
The Group applies appropriate haircuts on all collateral in order to ensure proper risk mitigation. For all collateral in listed securities, the Group
maintains the right to liquidate collateral in case its market value falls below a predefined limit.

To a very large extent the Group’s loan portfolio consists of senior loans, most of which are highly collateralised.

Credit rating, control and provisioning
The risk management unit is responsible for credit rating and reviewing the loan portfolio. In case of any significant delay of payments or defaults the
unit carefully analyses the underlying assets and loan documents and organizes the process of collection.

The Group monitors the value of collateral by listed securities on a real time basis, and takes prompt action when necessary.

Provisioning for loan impairments is estimated on the basis of models assessing a portfolio as a whole based on the seniority of the loans, the degree
of collateralisation and the Group's history of defaulted loans. Risk management suggest a provisioning percentage for the portfolio, based on the
loss assessment. Risk management reassess impairments in the event of collateral decay, delayed payments or other early warning signs. Provisions
require approval by the CEO and the credit committee.

Loan portfolio management

To ensure an effective diversification of the loan portfolio the board has set a limit framework defining maximum exposure as a ratio of the Group’s
equity and/or the total size of the loan portfolio. These limits include limitation on joint exposure to associated clients, exposure to individual and
associated industries, single regions and countries etc. It is the responsibility of risk management to monitor that these limits are not being violated
and to report discrepancies to the credit committee.

Impairment
The Group's impairment policy is discussed in notes 81-82.

Renegotiation of terms and forbearance
The Group's forbearance policy is discussed in note 82.

Derivatives

The Group offers derivative contracts in the form of swap contracts on listed, highly liquid securities. On the day when the contract is entered into,
the Group purchases the underlying security and hedges its exposure to price changes. Collateral is in the form of cash or listed, highly liquid
securities. The risk management sets rules about the level of collateralisation and monitors the compliance to these rules. Contracts are closed if
required levels of collateralisation are not met.

Securities used for hedging
The Group hedges itself for market risk of derivative contracts by purchasing the underlying securities at the commencement of the contract. Since
the contracts require delivery of the underlying securities to the customer on the settlement day, the credit risk towards the issuer is immaterial.
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Risk

43.

a4,

management

Maximum exposure to credit risk

Amounts are in ISK thousands

The maximum exposure to credit risk of on-balance sheet and off-balance sheet financial instruments, before taking into account any collateral held
or other credit enhancements, is specified as follows:

Public Financial Corporate
entities institutions  customers Individuals 31.12.2015
Cash and cash equivalents 16,440,893 3,476,080 19,916,973
Receivables from Central Bank 0
Fixed income securities 1,758,550 2,741,719 148,833 4,649,103
Securities used for hedging .. 1,612,202 1,612,202
Loans to customers 3,997 374,228 16,019,757 5,194,757 21,592,738
Derivatives 210,462 112,745 4,785 327,993
Other assets 41,995 54,173 343,842 185,180 625,190
19,857,637 6,856,662 16,625,178 5,384,722 48,724,199
Loan commitments 100 155,949 2,377,348 581,524 3,114,921
Financial gUarantee CONLIaCts ......c.ccovveiieiiesieeriiesieee et 537,941 2,380 540,321
Total 19,857,737 7,012,611 19,540,467 5,968,626 52,379,441
Public Financial Corporate
entities institutions  customers Individuals 31.12.2014
Cash and cash eqUIVAIENTS .......cccuviiiiiiiieicsce e 9,292,160 3,678,258 12,970,418
Receivables from Central Bank ... 98,832 98,832
Fixed income securities .... 2,806,395 1,207,858 182,077 4,196,330
Securities used for hedging 3,675,958 53,418 3,729,376
LOANS £0 CUSTOMEIS «..utineiieieteiete ettt ettt sn e nnene e 3,835 497,665 15,899,159 5,886,479 22,287,138
Derivatives 108,151 116,114 9,420 233,685
Other assets 3,764 48,355 563,914 77,831 693,863
15,880,943 5,593,706 16,761,263 5,973,730 44,209,642
Loan commitments 234 83,641 1,991,361 794,775 2,870,010
Financial gUArantee CONLIACES .......cuvererererere et 334,054 10,568 344,622
Total 15,881,177 5,677,346 19,086,678 6,779,072 47,424,274
Credit quality of financial assets
Breakdown
Credit quality of financial assets is specified as follows:
Neither past Past due Less Less
due nor but not specific collective
individually individually Individually impairment impairment Carrying
31.12.2015 impaired impaired impaired Total allowance allowance amount
Cash and cash equivalents .........ccocceceveenvrenennne 19,916,973 19,916,973 19,916,973
Receivables from Central Bank .........c.ccoceverenuenne 0 0
Fixed income securities 4,649,103 4,649,103 4,649,103
Securities used for hedging 1,612,202 1,612,202 1,612,202
LOANS tO CUSLOMELS ...ovvereenieieiesieiesiesie e see e 20,364,740 983,153 659,594 22,007,487 (208,880) (205,869) 21,592,738
Derivatives 327,993 327,993 327,993
Other assets 625,190 15,132 640,322 (10,132) (5,000) 625,190
Total 47,496,201 983,153 674,726 49,154,080 (219,012) (210,869) 48,724,199
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44. Credit quality of financial assets (cont.)

Amounts are in ISK thousands

Neither past Past due Less Less

due nor but not specific collective
individually individually Individually impairment impairment Carrying
31.12.2014 impaired impaired impaired Total allowance allowance amount
Cash and cash equivalents 12,970,418 12,970,418 12,970,418
Receivables from Central Bank 98,832 98,832 98,832
Fixed income securities 4,196,330 4,196,330 4,196,330
Securities used for hedging 3,729,376 3,729,376 3,729,376
Loans to customers 21,471,192 954,285 152,077 22,577,554 (108,761) (181,654) 22,287,138
Derivatives 233,685 233,685 233,685
Other assets 687,063 9,853 696,916 (3,053) 693,863
Total 43,386,896 954,285 161,930 44,503,111 (108,761) (184,707) 44,209,642

b. Past due but not individually impaired

Past due but not individually impaired financial assets are those assets where contractual payments are 1 or more days past due but the Group
believes that impairment is not appropriate on the basis of the level of security or future cash flows of the borrower. Past due loans are reported as
the total claim value and not only those payments that are past due.

31.12.2015 31.12.2014
Past due 1-30 days 742,618 629,911
Past due 31-60 days .... 25,053 159,759
Past due 61-90 days 120,224 5,561
Past due 91-180 days .. 21,544 44,831
Past due 180-360 days 62,660 94,757
Past due more than 360 days 11,054 19,466
Total 983,153 954,285

c. Individually impaired

Individually impaired financial assets are those assets where there is objective evidence of impairment, the asset has been individually assessed and
comparison of the carrying amount and the present value of the expected cash flow from the asset reveals a need for impairment. All individually

impaired assets are considered non-performing.

Impaired
but not Past due Past due Past due Past due Claim
31.12.2015 Past due 1-30days 31-60days 60-90 days over 90 days value
Corporate
Services 132,295 65,431 197,726
Holding companies 206,643 414 253 45,467 252,777
Retail 200,297 200,297
Real estate, construction and industry .... 5,059 5,059
Individuals 18,866 18,866
Total 539,235 5,473 253 0 129,765 674,726
Impaired
but not Past due Past due Past due Past due Claim
31.12.2014 Past due 1-30days 31-60days 60-90 days over 90 days value
Corporate
Services 4,653 4,653
Holding companies . 19,843 19,843
Retail 9,662 9,662
Real estate, construction and industry ..........ccceeeeveeveeiieneens 57,139 57,139
INAIVIAUAIS 1ottt 12,951 449 821 56,411 70,633
Total 12,951 449 821 0 147,708 161,930
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45. Breakdown of loans to customers

a. By industry
The breakdown of the loan portfolio by industries is specified as follows:

Claim Impairment Carrying
31.12.2015 value  allowance amount %
PUDIIC @NTITIES ..ttt te st et et e et e et et et et e ste e e neeneanean 4,035 (39) 3,997 0.0%
Financial institutions 377,857 (3,630) 374,228 1.7%
Corporate
Services 7,679,186 (159,265) 7,519,922 34.8%
HOIAING COMPANIES ..ottt sttt b st sbe b bbb sne s 5,098,667 (108,051) 4,990,616 23.1%
RETQIT -ttt b et b et r e r e b n e nenrenre e 2,032,564 (22,005) 2,010,559 9.3%
Real estate, construction and industry 1,096,061 (14,228) 1,081,834 5.0%
Other 420,869 (4,043) 416,827 1.9%
INGIVIAUAL oo s s se s sesess e esseeeseeseesseeseeen 5,298,245 (103,488) 5,194,757 24.1%
Total 22,007,487 (414,748) 21,592,738 100.0%
Claim Impairment Carrying
31.12.2014 value allowance amount %
PUDIIC @NTITIES ..ttt ettt et ettt e et nn e nes 3,866 (31) 3,835 0.0%
Financial institutions 501,723 (4,058) 497,665 2.2%
Corporate
Services 8,722,923 (73,166) 8,649,758 38.8%
Holding companies 3,436,347 (33,810) 3,402,537 15.3%
Retail .... . 2,350,508 (28,436) 2,322,072 10.4%
Real estate, construction and industry 1,189,373 (42,360) 1,147,013 5.1%
Other 380,860 (3,080) 377,780 1.7%
INAIVIAUAL <.ttt ettt ettt et et entennenenne 5,991,953 (105,474) 5,886,479 26.4%
Total 22,577,554 (290,415) 22,287,138 97.7%

b. By seniority
The following definitions are used when ranking its loan portfolio by seniority:

- Seniorl
Loans in this category have first priority claims on the borrower's assets, are secured with collateral which can be marked to market and have
asset coverage exceeding 100%.

- Seniorll
Loans in this category have sufficient coverage and liquid collateral, but the collateral can in some cases not be marked to market, e.g. unlisted
shares.

- Junior
Junior loans have second lien claims on the borrower’s assets or lower levels of collateral coverage.

- Mezzanine
Mezzanine loans are loans which are unsecured and subordinated to all of the borrower’s other liabilities.

The breakdown of loans by categories is as follows:

Senior | Senior I Junior Mezzanine 31.12.2015
Neither past due nor individually impaired ..........cccooevereninenenececeee 9,181,543 7,177,080 1,907,624 1,901,908 20,168,155
Past due but not individually impaired ..........ccooerererenenereesee e 401,693 392,989 93,784 85,403 973,869
Individually impaired 158,171 31,929 178,149 82,464 450,714
Total 9,741,407 7,601,998 2,179,557 2,069,775 21,592,738

Senior | Senior I Junior Mezzanine 31.12.2014
Neither past due nor individually impaired ..........cccooevenerinenenenceeeee 7,158,273 9,499,752 2,944,486 1,628,183 21,230,694
Past due but not individually impaired ..........ccooerererenenenesesese e 506,982 316,168 110,868 79,111 1,013,129
Individually impaired 1,634 6,950 27,131 7,601 43,315
Total 7,666,889 9,822,870 3,082,485 1,714,895 22,287,138
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46.

47.

Collateral and other credit enhancements

Valuation

The Group applies the same valuation methods to collateral held as other comparable assets held by the Group. The methods used for financial
assets are outlined in note 60. For other types of assets the Group uses third party valuation where possible. Haircuts are then applied to account for
liquidity and other factors which may affect the collateral value of the asset or other credit enhancement.

Loans to customers

Fixed Variable Other
income income Real fixed
Deposits securities securities estate assets Other 31.12.2015
Financial institutions 76 80 377,702 377,857
Corporate customers 754,400 71,504 5,371,576 6,725,838 143,907 1,507,355 14,574,579
Individuals 32,031 21,408 32,759 4,353,646 82,687 4,522,529
Total 786,507 92,991 5,782,037 11,079,483 143,907 1,590,041 19,474,966
Fixed Variable Other
income income Real fixed
Deposits securities securities estate assets Other 31.12.2014
Financial institutions 1 309,110 309,111
Corporate CUSTOMErS ....cccuveerieeiireenireesree e 720,827 52,435 2,801,236 9,191,701 327,599 2,299,054 15,392,852
Individuals 23,197 8,219 3,016 4,635,572 47,900 90,461 4,808,366
509 54,187 2,004 56,700
Total 744,533 423,952 2,806,256 13,827,274 375,499 2,389,515 20,567,029

Amounts have been adjusted to exclude collateral in excess of claim value, i.e. overcollateralization. Other collateral includes financial claims,
inventories, receivables and letters of credit and guarantees.

Derivatives

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2015
Financial institutions 677,331 309,716 531,764 1,518,811
Corporate customers 462,125 62,294 278,487 802,905
Individuals 18,136 27,391 18,533 64,060
Total 1,157,592 399,401 828,784 0 0 0 2,385,776

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2014
Financial institutions 349,070 13,484 1,260,637 1,623,190
Corporate customers 307,432 39,852 58,395 405,679
Individuals 1,281 3,478 87,779 92,539
Total 657,783 56,814 1,406,811 0 0 0 2,121,409

Amounts have been adjusted to exclude collateral in excess of claim value, i.e. overcollateralization.

Foreclosed assets

Should a borrower default on their obligations the Group may initiate foreclosure of pledged assets. In certain circumstances the Group may bid for
the foreclosed assets to protect its interests. Should the Group be the highest bidder it is Group policy to classify such assets as held for sale and
dispose of them as soon as possible. The value of foreclosed assets is specified as follows:

2015 2014
2101 e Lo ¥=£3Ta e l -1 T IR T PO U TP RSP RSURURPRPION 0 38,630
Total 0 38,630
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48.

49.

50.

Loan-to-value

General

The loan-to-value ratio (LTV) is the ratio of the gross amount of the loan to the value of the collateral, if any. The general creditworthiness of a
customer is viewed as the most reliable indicator of credit quality of a loan. Valuation of collateral held against loans is therefore not updated unless
the creditworthiness of a borrower deteriorates.

Breakdown
The breakdown of loans to customers by LTV is specified as follows:

31.12.2015 % 31.12.2014 %
LESS TN 50% ..vevveoveeeveeeeeeeeeeseseessessessesss s s e sssesessssssssessesssssssssssesass s ssssnseseesssssasasssesassansanes 5,631,820 26.1% 5,101,171 22.9%
51-70% 8,478,930 39.3% 8,837,367 39.7%
71-90% 3,189,633 14.8% 4,109,840 18.4%
91-100% 613,606 2.8% 1,548,464 6.9%
MOFE ThaN 100% .....o.ceeveeeeeeeeeeesseesseseessesessssssssessessesssssessessassssssssssssessssssssssssssssssssasassasssnsansanes 2,404,247 11.1% 1,122,592 5.0%
No collateral 1,274,503 5.9% 1,567,704 7.0%
Total 21,592,738 100.0% 22,287,138 100.0%

Large exposures

In accordance with the Financial Supervisory Authority's regulation no. 625/2013 on financial institutions' large exposures, total exposure towards a
customer is classified as a large exposure if it exceeds 10% of the Bank's capital base (see note 39).

According to the regulation a single exposure, net of risk adjusted mitigation, cannot exceed 25% of the capital base. Single large exposures net of risk
adjusted mitigation take into account the effects of collateral held by the Bank, and other credit enhancements, in accordance with the Financial
Supervisory Authority's regulation no. 625/2013.

31.12.2015 31.12.2014
Large exposures before risk adjusted mitigation Number Amount Number Amount
10-20% of capital base 7 6,476,091 12 7,985,737
20-25% of capital base 0 0 0 0
Exceeding 25% of capital base 1 1,680,741 0 0
Total 8 8,156,833 12 7,985,737
Thereof nostro accounts with foreign banks with S&P rating of A- or higher ...........cccceeueneenee. 3 1,777,595 3 1,987,230
Large exposures net of risk adjusted mitigation 2 1,774,606 11 4,948,076

No single large exposure net of risk adjusted mitigation exceeds 25% of capital base in accordance with the Financial Supervisory Authority's
regulation no. 625/2013.

Liquidity risk

Definition

Liquidity risk is the risk that the Group will encounter difficulty in meeting contractual payment obligations associated with its financial liabilities that
are settled by delivering cash or another financial asset. This risk mainly arises from mismatches in the timing of cash flows. The Group has internal
rules that require certain matching of the maturities of assets and liabilities. Furthermore, to ensure the ability to meet liquidity needs, the Group
maintains a stock of highly liquid unencumbered assets, e.g. cash, treasury bills and treasury bonds.

Management

Liquidity is managed by treasury and monitored by risk management. Liquidity position is reported to the ALCO committee. The Central Bank of
Iceland sets minimum requirements for the coverage ratio between cash flows of assets and liabilities (LCR) and stable funding in foreign currencies
(NSFR). The minimum 30 day LCR was 80% in 2015 (100% for non-ISK assets) and will increase to 90% in 2016 and 100% in 2017. The minimum NSFR in
foreign currencies was 80% in 2015 and will increase to 90% in 2016 and 100% in 2017.

The Group was in compliance with internal and external liquidity requirements throughout the years 2015 and 2014. At year-end 2015 the liquidity
coverage ratio (LCR) was 199%.
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50. Liquidity risk (cont.)
[ Maturity analysis of financial assets and financial liabilities
Gross
31.12.2015 Upto1l 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial assets by type month months months years years (outflow) amount
Non-derivative assets
Cash and cash equivalents 19,929,033 19,929,033 19,916,973
Fixed income securities ... . 4,456,504 192,598 4,649,103 4,649,103
Shares and other variable income securities ..... 2,369,818 102,144 534,080 3,006,042 3,006,042
Securities used for hedging 11,057,833 11,057,833 11,057,833
Loans to customers 3,131,621 1,912,750 7,082,554 8,683,177 7,093,109 27,903,210 21,592,738
Other @ssets ......cecuveirieinieeeeeeseese e 53,638 187,331 384,221 625,190 625,190
40,998,447 2,394,823 8,000,856 8,683,177 7,093,109 67,170,411 60,847,879
Derivative assets
INFIOW oo 6,790,416 1,464,205 51,312 8,305,932
OULFIOW ..o (6,594,796) (1,377,726) (5,418) (7,977,940)
195,620 86,479 0 45,894 0 327,993 327,993
Gross
Upto1l 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial liabilities by type month months months years years (outflow) amount
Non-derivative liabilities
Deposits from CUStOMErs .......c.cevvvverenrecnieeniene (23,441,881) (3,687,399) (2,450,025) (1,031,159) (99,059) (30,709,523) 30,544,407
Deposits from credit institutions (714,134) (714,134) 714,134
Borrowings (3,037,419) (9,237,150) (3,116,222) (15,390,791) 15,220,126
Issued bills (2,000,000) (2,000,000) (4,000,000) 3,908,480
Subordinated liabilities (30,008) (701,495) (731,504) 562,339
Short positions held for trading .........ccccceveeenene (783,662) (783,662) 783,662
Short positions used for hedging .........c..ccceu..... (1,024,390) (1,024,390) 1,024,390
Other liabilities (1,310,733) (1,310,733) 1,310,733
(29,001,486) (16,235,282) (7,596,255) (1,031,159) (800,555) (54,664,736) 54,068,271
Derivative liabilities
INFIOW <ot 9,036,198 541,918 9,578,116
OULFIOW .ot (9,829,366) (736,236) (10,565,602)
(793,168) (194,319) 0 0 0 (987,486) 987,486
Unrecognized financial items
Loan commitments
INFIOW e 296,910 1,120,322 1,788,736 2,099 3,208,067
OULFIOW oo (3,114,921) (3,114,921)
Financial guarantee contracts
INFIOW oot 540,321 540,321
OULFIOW ..ottt (540,321) (540,321)
(2,818,011) 1,120,322 1,788,736 2,099 0 93,147
Summary
Non-derivative assets 40,998,447 2,394,823 8,000,856 8,683,177 7,093,109 67,170,411
Derivative assets 195,620 86,479 45,894 327,993
Non-derivative liabilities (29,001,486) (16,235,282) (7,596,255) (1,031,159) (800,555) (54,664,736)
Derivative liabilities (793,168) (194,319) (987,486)
Net assets (liabilities) excluding unrecognize
items 11,399,413 (13,948,299) 404,601 7,697,912 6,292,555 11,846,182
Net unrecognized items ........cccevvereerierienieniennennnn (2,818,011) 1,120,322 1,788,736 2,099 93,147
Net assets (liabilities) 8,581,403 (12,827,977) 2,193,338 7,700,011 6,292,555 11,939,328
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50. Liquidity risk (cont.)

Gross

31.12.2014 Uptol 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial assets by type month months months years years (outflow) amount
Non-derivative assets

Cash and cash equivalents .......c.ccocovceverenennennn. 12,976,773 12,976,773 12,970,418
Receivables from Central Bank 98,832 98,832 98,832
Fixed income securities ... 3,923,384 272,946 4,196,330 4,196,330
Shares and other variable income securities ..... 438,671 288,967 63,086 790,723 790,723
Securities used for hedging 6,856,641 6,856,641 6,856,641
Loans to customers 2,949,155 3,238,920 5,097,777 9,435,183 8,013,669 28,734,704 22,287,138
OLhEr @SSELS .ovivviriirieierieriese et neees 51,561 511,527 130,774 693,863 693,863

27,196,185 4,411,192 5,291,637 9,435,183 8,013,669 54,347,865 47,893,946
Derivative assets

Inflow 5,584,453 8,883 39,441 5,632,776
Outflow (5,394,177) (4,914) (5,399,091)
190,275 8,883 0 34,527 0 233,685 233,685
Gross
Uptol 1-3 3-12 1-5 Over5 inflow/ Carrying
Financial liabilities by type month months months years years (outflow) amount

Non-derivative liabilities

Deposits from customers (21,094,424)  (1,626,087) (1,145,948) (3,246,384) (97,113) (27,209,956) 26,764,581

Deposits from credit institutions .. (2,711,342) (2,711,342) 2,711,342
Borrowings (4,327,318) (4,714,988)  (883,210) (9,925,516) 9,854,731
Short positions held for trading (2,988,252) (2,988,252) 2,988,256
Short positions used for hedging (249,158) (249,158) 249,158
Other lIaDIlItIES cvveeveevereeeeeeeereeereeeeeeeeseeeresereernees (299,259)  (479,618)  (175,394) (53,725) (1,007,996) 1,007,996

(31,669,753) (6,820,693) (2,204,552) (3,300,109) (97,113) (44,092,220) 43,576,063

Derivative liabilities

INFIOW vvveeerreeeeeeeeeseeeseeeeesesesesseeesssseesseeeen 4,333,842 273,363 4,607,204
OULFIOW oo eeeeeeeeeesseeseeeeeesseseeeeeeessseee (4,468,024)  (293,376) (4,761,400)
(134,182) (20,013) 0 0 0  (154,196) 154,196

Unrecognized financial items by type
Loan commitments

INFIOW oot 538,284 1,124,132 1,034,879 201,033 30,167 2,928,496
OULFIOW ..ot (2,870,010) (2,870,010)
344,622 344,622
Outflow .. (344,622) (344,622)
(2,331,726) 1,124,132 1,034,879 201,033 30,167 58,486
Summary

Non-derivative assets 27,196,185 4,411,192 5,291,637 9,435,183 8,013,669 54,347,865
Derivative assets 190,275 8,883 34,527 233,685
Non-derivative liabilities (31,669,753) (6,820,693) (2,204,552) (3,300,109) (97,113) (44,092,220)
Derivative liabilities (134,182) (20,013) (154,196)

Net assets (liabilities) excluding unrecognized
items (4,417,475) (2,420,632) 3,087,084 6,169,600 7,916,556 10,335,134
Net unrecognized items .........cccecevevvevniicniincnns (2,331,726) 1,124,132 1,034,879 201,033 30,167 58,486
Net assets (liabilities) (6,749,200) (1,296,499) 4,121,964 6,370,634 7,946,723 10,393,621

Maturity analysis of financial assets and financial liabilities is based on contractual cash flows or, in the case of held for trading securities, expected
cash flows. If an amount receivable or payable is not fixed, e.g. for inflation indexed assets and liabilities, the maturity analysis uses estimates
based on current conditions.

Cash flows relating to unrecognized balance sheet items (unused loan commitments and financial guarantee contracts) are presented separately
from financial assets and financial liabilities. Both contractual outflows and inflows are shown, to fully reflect the nature of these items.

It should be noted that the Group's expected cashflows sometimes vary considerably from the contractual cashflows, most significantly in that
demand deposits from customers are expected to remain stable or increase in the long term. In this case the presentation used reflects the worst
case scenario from the Group's perspective. Furthermore, the analysis does not consider any measures that could be taken to convert long-term
assets to cash through sale.
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51.

52,

53.

Market risk

Definition
Market risk constitutes risk due to changes in the market prices of financial instruments and comprises interest rate risk, currency risk and other price
risk. Notes 52-57 relate to market risk exposure.

Management
The Group has a strict policy on controlling market risk and to keep the exposure within set limits. The risk management unit monitors market risk
limits on a daily basis and reports regularly to the ALCO committee and to the CEO.

Interest rate risk

Definition

The Group's exposure to interest rate risk is twofold. On the one hand, the Group has a proprietary portfolio of bonds, where market rates affect
prices and any fluctuations are recognised in the income statement. On the other hand, the Group has mismatch in assets and liabilities with fixed
interest terms. These include loans and swap contracts for securities on the asset side and borrowings and deposits on the liability side. This
mismatch does not create an immediate effect on the income statement but nevertheless affects the Group's economic value.

Proprietary positions which are subject to interest rate risk fall under the scope of the Group's market risk management.

Management
The Group takes measures to minimise interest rate risk by matching the interest rate profile and duration of assets with the Group’s liabilities as well
as using derivative and non-derivative financial instruments to manage effectively the risk of an adverse impact on the Group’s earnings.

Interest rate risk associated with trading portfolios

Breakdown
The breakdown of financial assets and liabilities in trading portfolios by the earlier of interest repricing time or maturity is specified as follows:

Upto1l 1-3 3-12 1-5 Over 5
month months months years years 31.12.2015
426,664 2,897,702 1,324,736 4,649,103
(783,662) (783,662)

Fixed income securities
Short positions - fixed income securities ....

Net imbalance 0 0 426,664 2,897,702 541,074 3,865,441
Uptol 1-3 3-12 1-5 Over 5
month months months years years  31.12.2014
Fixed income securities 118,896 435,123 977,050 2,665,261 4,196,330
Short positions - fixed income securities .... (1,046,034) (927,852) (966,072)  (2,939,958)
Net imbalance 0 118,896 (610,911) 49,198 1,699,188 1,256,371
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53. Interest rate risk associated with trading portfolios (cont.)

b. Sensitivity analysis

Amounts are in ISK thousands

The Group performs monthly sensitivity analysis on financial assets and liabilities in trading portfolios that are subject to interest rate risk. The
sensitivity analysis assumes a shift in the yield curves for all currencies. A parallel shift in yield curves would have the following impact on the Group's

pre-tax profit and equity, assuming all other risk factors remain constant:

Shift in 31.12.2015 31.12.2014

basis points Downward Upward Downward Upward

Indexed 50 (7,915) 7,915 38,541 (38,541)
Non-indexed 100 121,360 (121,360) (22,830) 22,830
Total 113,445 (113,445) 15,710 (15,710)

54. Interest rate risk associated with non-trading portfolios

a. Breakdown

The breakdown of financial assets and liabilities in non-trading portfolios by the earlier of interest repricing time or maturity is specified as follows:

31.12.2015
Financial assets Uptol 1-3 3-12 1-5 Over 5

month months months years years Total
Cash and cash equivValents ..........cocccveireineincineesceenne 19,233,507 683,466 19,916,973
Receivables from Central Bank ........cccccecevereneninenencncncnenens 0
LO@NS tO CUSTOMENS ...ttt 16,574,015 3,066,303 1,269,637 555,007 127,777 21,592,738
Financial assets excluding derivatives 35,807,522 3,749,769 1,269,637 555,007 127,777 41,509,711
Effect of derivatives ........ccocevevivirineninceceeeee e 11,906,641 1,302,604 1,020,000 14,229,245
Total 47,714,163 5,052,373 1,269,637 1,575,007 127,777 55,738,956
Financial liabilities Uptol 1-3 3-12 1-5 Over 5

month months months years years Total
Deposits from CUSTOMENS ......ccoveveriiverieriinreerceriees e 30,428,269 522 97,118 18,498 30,544,407
Deposits from credit institutions 714,134 714,134
BOITOWINGS oo seeeseseess e ssees s seess e sse s e 3,037,948 9,154,793 3,027,386 15,220,126
ISSUE DTS ...t 1,971,358 1,937,122 3,908,480
Subordinated liabilities 562,339 562,339
Financial liabilities excluding derivatives 34,180,351 11,126,672 5,061,626 0 580,837 50,949,486
Effect of derivatives ........ccocvveveeeneninecececeeesce e 3,583,064 1,144,293 4,727,357
Total 37,763,414 12,270,965 5,061,626 0 580,837 55,676,843
Total interest repricing gap 9,950,748  (7,218,592) (3,791,988) 1,575,007 (453,061) 62,113
31.12.2014
Financial assets Upto1l 1-3 3-12 1-5 Over 5

month months months years years Total
Cash and cash equivalents .......ccccoceveveneninennenseeeeeee 10,733,984 2,236,434 12,970,418
Receivables from Central Bank 98,832 98,832
Loans to customers 11,813,845 8,133,183 1,317,469 791,214 231,427 22,287,138
Financial assets excluding derivatives 22,646,661 10,369,617 1,317,469 791,214 231,427 35,356,388
Effect of derivatives .... 9,904,103 273,363 539,441 10,716,906
Total 32,550,764 10,642,979 1,317,469 1,330,655 231,427 46,073,295
Financial liabilities Uptol 1-3 3-12 1-5 Over 5

month months months years years Total
Deposits from CUSTOMENS ......ovveeriierieeiieieeieeeereeee e 26,640,567 2,545 5,875 115,594 26,764,581
Deposits from credit institutions 2,711,342 2,711,342
BOITOWINES ..ttt sttt b et 4,289,789 4,701,770 863,173 9,854,731
Issued bills 0
Subordinated liabilities 0
Financial liabilities excluding derivatives 33,641,697 4,704,315 869,048 0 115,594 39,330,653
Effect of derivatives .... 9,855,079 280,578 504,914 10,640,571
Total 43,496,776 4,984,893 869,048 504,914 115,594 49,971,224
Total interest repricing gap (10,946,012) 5,658,086 448,421 825,741 115,833  (3,897,930)
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54,

55.

56.

Interest rate risk associated with non-trading portfolios (cont.)

Sensitivity analysis

The Group performs monthly sensitivity analysis on financial assets and liabilities in non-trading portfolios subject to interest rate risk. The sensitivity
analysis assumes a shift in the yield curves for all currencies. A parallel shift in yield curves would have the following impact on the Group's pre-tax
profit and equity, assuming all other risk factors remain constant:

Shift in 31.12.2015 31.12.2014
Currency basis points Downward Upward Downward Upward
ISK, INAEXEM ...ttt 50 (194) 194 23,332 (23,332)
ISK, non-indexed 100 (11,541) 11,541 12,559 (12,559)
Other currencies 20 159 (159) 178 (178)
Total (11,575) 11,575 36,069 (36,069)

Exposure towards changes in the CPI

Definition
Exposure towards changes in CPI is the risk that fluctuations in the Icelandic Consumer Price Index (CPI) will affect the balance and cash flow of
indexed financial instruments.

The Group is exposed to Icelandic inflation since CPI indexed assets exceed CPI indexed liabilities. All indexed assets and liabilities are valued
according to the CPI measure at any given time and changes in CPI are recognised in the income statement as interest.

Management
The Group controls its indexation risk through derivatives contracts and sales and purchases of indexed bonds, mostly government bonds, and thus
keeps its inflationary position within the limits set by the ALCO committee.

Balance of CPI linked assets and liabilities
The net balance of CPI linked assets and liabilities is specified as follows:
31.12.2015 31.12.2014

AASSEES +.vvveoeeeeeeeeeeeeseeeeeeeeeeeseeseeeeees e s ae e ee e et e oo ee ettt et e ettt ettt ettt e et eee s 6,991,287 9,025,399
LEADIITEIES vvveeeeeeee oo eeeeeeeeeeeeeee e eeeeeeeeeeeeeeeeeeeeeseeseeeseseeeeseeeseseeeeseeeseeseeeeseeseeesesseeesesseaesesseeesesseeseeesemeessseesesesenssseees (5,497,903)  (6,216,950)
Total 1,493,384 2,808,449

Sensitivity to changes in CPI
Given the net balance of CPI linked assets and liabilities, a 1% change in the CPI would, with other things constant, result in the following changes to
the Group's pre-tax profit.

31.12.2015 31.12.2014

-1% 1% -1% 1%

GOVEINMENT DONAS ..ottt ettt et et e s taesbeesbeesbeesbeebeesbessseesaessnesseensnans (658) 658 (22,040) 22,040
Other fixed income securities (8,173) 8,173 (13,550) 13,550
Loans to customers (50,883) 50,883 (49,269) 49,269
DEFIVALIVES «veoveveoeeeeeeseeeseseseseeeeesesesesesessesesesesesesseseseesseses s seseseseseseseseesesesssasesesesesesesesesesraeenen (10,200) 10,200 (5,394) 5,394
SO POSITIONS ..ttt ettt ettt et et et et et et et et et e s enbennenee 7,295 (7,295) 6,719 (6,719)
Deposits 42,184 (42,184) 55,450 (55,450)
] Yo ] ge TR T T =T e [= o) APPSR 5,500 (5,500) 0 0
(14,934) 14,934 (28,084) 28,084

The effect on equity would be the same.
Currency risk

Definition

Currency risk arises when financial instruments are not denominated in the functional currency of the respective Group entity and can affect both the
Group's income statement and statement of financial position. A part of the Group's financial assets and liabilities is denominated in foreign
currencies.

Management
Currency positions are monitored by risk management and reported to the ALCO committee. Any mismatch between assets and liabilities in each
currency is monitored closely and managed within limits.

The Group is subject to limits set by the Central Bank of Iceland regarding the maximum open currency position. At 31 December 2015 and 31
December 2014 the Group's position in foreign currencies was within those limits.

Exchange rates
The following exchange rates have been used by the Group in the preparation of these financial statements:

Closing Average Closing Average

31.12.2015 2015 31.12.2014 2014

EUR/ISK 141.3 146.3 154.3 155.2
USD/ISK 129.6 131.9 126.9 116.8
ISK trade index 180.6 189.5 194.8 195.8
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56. Currency risk (cont.)

Amounts are in ISK thousands

d. Breakdown of financial assets and financial liabilities denominated in foreign currencies

31.12.2015
Financial assets Other

EUR usD GBP NOK  currencies Total
Cash and cash equivalents 2,114,311 1,807,189 432,716 34,624 331,630 4,720,470
Fixed income securities 73,865 73,865
Shares and other variable income securities .........c........... 6,464 24 35,271 41,759
Securities used for hedging 0
Loans to customers 926,020 202,315 20,125 1,148,460
Other assets 26,048 26,048
Financial assets excluding derivatives 3,040,331 2,042,016 432,740 108,489 387,027 6,010,603
Derivatives 4,939 4,939
Total 3,045,271 2,042,016 432,740 108,489 387,027 6,015,543
Financial liabilities Other

EUR usD GBP NOK  currencies Total
Deposits from customers 2,460,166 2,008,660 494,917 98,399 171,802 5,233,944
Borrowings 41,980 41,980
Short positions held for trading 0
Short positions used for hedging 0
Other liabilities .......cccevverviriiiniiireee e 0
Financial liabilities excluding derivatives 2,502,146 2,008,660 494,917 98,399 171,802 5,275,924
Derivatives 706,600 706,600
Total 3,208,746 2,008,660 494,917 98,399 171,802 5,982,524
Net currency position Other

EUR usD GBP NOK  currencies Total
FINANCial @SSELS ...ovuvvviriririeieeeeeeeeees e 3,045,271 2,042,016 432,740 108,489 387,027 6,015,543
Financial labilities .......c.ccoevererineneneeeeeceeee (3,208,746)  (2,008,660) (494,917) (98,399) (171,802) (5,982,524)
Financial guarantee contracts ........c.ccocevevererenesenesennens 115,882 12,476 128,359
Total (47,593) 45,833 (62,178) 10,091 215,224 161,377
31.12.2014
Financial assets Other

EUR usD GBP NOK  currencies Total
Cash and cash equivalents 1,614,337 1,286,923 330,286 226,143 334,126 3,791,814
Fixed income securities 84,637 84,637
Shares and other variable income securities 220 62,583 0 28,909 91,712
Securities used for hedging .. 391 0 391
Loans to customers 665,865 150,887 21,383 838,135
Other assets 1 1 59,964 59,965
Financial assets excluding derivatives 2,280,422 1,500,784 330,286 310,781 444,383 4,866,656
Derivatives 2,967 2,967
Total 2,280,422 1,503,751 330,286 310,781 444,383 4,869,622
Financial liabilities Other

EUR usD GBP NOK  currencies Total
Deposits from customers 2,327,604 1,096,531 341,028 246,917 139,397 4,151,477
Borrowings .... 0
Short positions held for trading 126 126
Short positions used for hedging 391 391
Other liabilities 17,649 17,649
Financial liabilities excluding derivatives 2,327,604 1,097,048 341,028 246,917 157,046 4,169,643
Derivatives 0
Total 2,327,604 1,097,048 341,028 246,917 157,046 4,169,643
Net currency position Other

EUR usbD GBP NOK  currencies Total
Financial @SSets ......cocevirererenenirenereserer e 2,280,422 1,503,751 330,286 310,781 444,383 4,869,622
Financial liabilities (2,327,604) (1,097,048) (341,028) (246,917) (157,046) (4,169,643)
Financial guarantee contracts .... (206,105) (83,949) (10,568) (300,622)
Total (253,287) 322,754 (10,742) 63,864 276,769 399,358
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56.

57.

58.

Currency risk (cont.)

Sensitivity to currency risk
Given the net currency position, a 10% change in the value of the ISK would, with other things constant, result in the following changes to the Group's
pre-tax profit.

31.12.2015 31.12.2014
Assets and liabilities denominated in foreign currencies -10% +10% -10% +10%
EUR ... (4,759) 4,759 (25,329) 25,329
usD ... 4,583 (4,583) 32,275 (32,275)
GBP (6,218) 6,218 (1,074) 1,074
NOK 1,009 (1,009) 6,386 (6,386)
(0143 LT ol =Y o ol [T TP 21,522 (21,522) 27,677 (27,677)
Total 16,138 (16,138) 39,936 (39,936)

The effect on equity would be the same.

Other price risk

Other price risk arises from changes in the market prices of shares and other variable income securities in the Group’s portfolio. The Group directly
holds listed and unlisted shares and other variable income securities, while also gaining exposure to listed shares through options trading. The table
below shows the Group's net exposure, including delta-adjusted options exposure.

31.12.2015 31.12.2014

Average Max Exposure Average Max Exposure

Listed shares 550,031 1,373,262 725,822 259,833 500,651 296,055
Listed UNIt SNArES ..ocvevveeeieieieee e 0 222 237 220
Unlisted shares 417,564 692,292 527,601 304,154 365,127 291,500
Unlisted UNit SNAres ..........cccoeeieieinriinieinececseeeeeevecees 751,839 1,206,151 1,102,037 195,926 374,099 160,292
Total 2,355,461 748,067

Operational risk

Definition
Operational risk is the risk of financial losses resulting from the failure or inadequacy of internal processes or systems, from employee error or from
external events. Operational risk includes legal risk, but excludes reputational risks. It is therefore inherent in all areas of business activities.

Management

Operational risk can be reduced through staff training, process re-design and enhancement of the control environment. The risk management unit
monitors operational risk by tracking loss events, quality deficiencies, potential risk indicators and other early-warning signals. The unit takes an
active role in internal control and quality management.
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Financial assets and liabilities

59.

Accounting classification of financial assets and liabilities

The accounting classification of financial assets and liabilities is specified as follows:

Amounts are in ISK thousands

31.12.2015 Other at Total
Financial assets Held for Designated Loansand  amortised carrying
trading at fair value receivables cost amount

Cash and cash eqUIVAIENTS .......cceviiiiiiiiieee s 19,916,973 19,916,973
Receivables from Central Bank 0
FiXed INCOME SECUNTIES ...vivuvieieeieecieecieete ettt ettt ebeebeebe b ens 4,625,217 23,886 4,649,103
Shares and other variable income securities 2,490,530 515,513 3,006,042
Securities used for NedgiNg .......cccvvereririnirree 11,057,833 11,057,833
Loans to customers 21,592,738 21,592,738
Derivatives .... 327,993 327,993
Other assets 625,190 625,190
Total 18,501,572 539,399 42,134,901 0 61,175,872
Other at Total

Financial liabilities Held for Designated Loansand  amortised carrying
trading at fair value receivables cost amount

Deposits from customers . 30,544,407 30,544,407
Deposits from credit institutions 714,134 714,134
Borrowings 15,220,126 15,220,126
ISSUED DIIIS .ot 3,908,480 3,908,480
Subordinated Habilities .........cooivirirereresee s 562,339 562,339
Short positions held for trading 783,662 783,662
Short positions used for hedging 1,024,390 1,024,390
DY AV 14 1YL 987,486 987,486
Other liabilities 1,310,733 1,310,733
Total 2,795,538 0 0 52,260,219 55,055,757
31.12.2014 Other at Total
Financial assets Held for Designated Loans and amortised carrying
trading at fair value receivables cost amount

Cash and cash eqUIVAIENTS .......coeviriiiiirese s 12,970,418 12,970,418
Receivables from Central Bank 98,832 98,832
FIXEd INCOME SECUITIES .oovveiereeceiee et e ettt eae et e et eear e e ebeeeeabeeesnaeeenes 3,923,384 272,946 4,196,330
Shares and other variable income securities 440,816 349,907 790,723
Securities used for hedging 6,856,641 6,856,641
Loans to customers 22,287,138 22,287,138
DEIIVALIVES .ttt e e e et e e e e e s e b ae e e e e e araaeeeeeennaaeeeeens 233,685 233,685
Other assets 693,863 693,863
Total 11,454,526 622,853 36,050,251 0 48,127,631
Other at Total

Financial liabilities Held for Designated Loans and amortised carrying
trading at fair value receivables cost amount

DepOSits fromM CUSTOMENS ....c..eiiiiieieieieetete et 26,764,581 26,764,581
Deposits from credit institutions 2,711,342 2,711,342
Borrowings 9,854,731 9,854,731
Short positions held for trading 2,988,256 2,988,256
Short positions used for hedging 249,158 249,158
DEIIVALIVES et e e e e e et e e e s et ae e e e e e raae e e e e e nnaaeaeeeann 154,196 154,196
Other liabilities 1,007,996 1,007,996
Total 3,391,609 0 0 40,338,650 43,730,259
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60.

Financial assets and liabilities measured at fair value

Fair value hierarchy

The fair value of financial assets and liabilities that are traded in active markets are based on quoted market prices. For other financial instruments
the Bank determines fair value using various valuation techniques. IFRS 13 specifies a fair value hierarchy based on whether the inputs to those
valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from independent sources whereas
unobservable inputs reflect the Bank's market assumptions. These two types of inputs result in the following fair value hierarchy:

- Levell
Inputs are quoted market prices (unadjusted) in active markets for identical instruments.

- Level 2
Inputs are not quoted market prices but are observable either directly, i.e. as prices, or indirectly, i.e. derived from prices. This category includes
financial instruments valued using quoted prices in active markets for similar instruments, quoted prices for similar or identical instruments in
markets that are considered less than active and other instruments which are valued using techniques which rely primarily on inputs that are
directly or indirectly observable from market data.

- Level 3
Inputs are not observable or unobservable inputs have a significant effect on the valuation. This category includes instruments that are valued
based on quoted prices for similar instruments for which significant unobservable adjustments are required to reflect the differences between the
instruments.

Valuation process

The Bank's ALCO committee is responsible for fair value measurements of financial assets and liabilities classified as level 2 or level 3 instruments.
The valuation is carried out by personnel from Risk and Treasury and is revised at least quarterly, or when there are indications of significant changes
in the underlying inputs.

Valuation techniques
The Group uses widely recognized valuation techniques, including net present value and discounted cash flow models, comparison with similar
instruments for which market observable prices exist, Black-Scholes and other valuation models.

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

For more complex instruments, the Group 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 are estimated based on assumptions.
When entering into a transaction, the financial instrument is recognised initially at the transaction price, which is the best indicator of fair value,
although the value obtained from the valuation model may differ from the transaction price. This initial difference, usually an increase in fair value,
indicated by valuation techniques is recognised in income depending upon the individual facts and circumstances of each transaction and no later
than when the market data becomes observable.

The value produced by a model or other valuation technique is adjusted to allow for a number of factors as appropriate, because valuation
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 in the statement of financial position.
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60.

Financial assets and liabilities measured at fair value (cont.)

Fair value hierarchy classification

Amounts are in ISK thousands

The fair value of financial assets and liabilities measured at fair value in the statement of financial position is classified into the fair value hierarchy as

follows:
31.12.2015
Financial assets Carrying
Level 1 Level 2 Level 3 amount
Held for trading
Fixed income securities 4,625,217 4,625,217
Shares and other variable income securities ... 2,369,818 102,144 18,568 2,490,530
Securities used for hedging 11,057,833 11,057,833
Derivatives .... 327,993 327,993
Designated at fair value
Fixed income securities 23,886 23,886
Shares and other variable income securities ... 243 515,270 515,513
Total 18,052,867 454,265 533,838 19,040,970
Financial liabilities Carrying
Level 1 Level 2 Level 3 amount
Held for trading
Short positions held for trading .........c.coeeveneirii e 783,662 783,662
Short positions Used fOr NEAZING .....c.cccviviiiiiiieccce e 1,024,390 1,024,390
DIBIIVALIVES ..ottt ettt b et ettt et ae e s a e b e be e b et e et et e satesatesheennean 987,486 987,486
Total 1,808,052 987,486 0 2,795,538
There were no transfers between levels during the year.
31.12.2014
Financial assets Carrying
Level 1 Level 2 Level 3 amount
Held for trading
FIXEO INCOME SECUITIES .oiiveeieriieiitieectie ettt et ete e ee e eeteeesabeeeetreesbeeeesseeeeraeeebaeeessaesbneesareen 3,923,384 3,923,384
Shares and other variable iNCOME SECUNTIES .......cceviriirierierire e 440,816 440,816
Securities used for hedging 6,856,641 6,856,641
DIEIIVATIVES ettt e st et e st e st e e s ar e e e b e e e e b e e e nr e e ne e e nne e e nnneeeane 233,685 233,685
Designated at fair value
Fixed income securities 3,981 29,655 239,310 272,946
Shares and other variable income securities ... 102,858 19,697 227,352 349,907
Total 11,327,680 283,037 466,662 12,077,379
Financial liabilities Carrying
Level 1 Level 2 Level 3 amount
Held for trading
Short positions held for trading ..o 2,988,249 7 2,988,256
Short positions used for hedging 249,158 249,158
Derivatives 154,196 154,196
Total 3,237,406 154,203 0 3,391,609
There were no transfers between levels during the year.
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60. Financial assets and liabilities measured at fair value (cont.)

e. Reconciliation of changes in Level 3 fair value measurements
Shares and
Fixed other var.
income income
31.12.2015 securities securities Total
Balance as at 1 January 2015 ......... 239,310 227,352 466,662
Total gains and losses in profit or loss 28,417 (61,372) (32,956)
Pao [ [ uTe T T A Yo T = o I T 1 1= = OSSOSO 59,693 59,693
PUICRASES ...ttt ettt et et et e e b e s aeesheesbeeebe e beeabeeabeeasesaeeeaseabe e beenbeeabeeabesasesaaesraesbeenbeenbeans 308,165 308,165
Y= 1= 0 T=T N USSP (2,470) (2,470)
Sales (265,257) (265,257)
Balance as at 31 December 2015 0 533,838 533,838
Shares and
Fixed other var.
income income
31.12.2014 securities securities Total
Balance @s @t 1JANUAIY 2004 .....ccviiiiiieiiesieesieesit ettt eae e s e e st e et e e sbeebesiae st e s beesbe e be e beanbeenbesraesraesbeesbeenteans 197,537 257,594 455,131
Total gains and losses in profit or loss 52,597 (9,718) 42,878
Purchases ... 1,521 1,521
Settlements ... (10,823) (22,045) (32,868)
Balance as at 31 December 2014 239,310 227,352 466,662
f. Change in unrealised gains or losses related to Level 3 financial assets held at year-end
Shares and
Fixed other var.
income income
Net financial income - 2015 securities securities Total
Financial assets designated at fair value through profit Or 10Ss ..........c.ccccvueiriiniiniiiccece e 28,417 (61,372) (32,956)
Total 28,417 (61,372) (32,956)
Shares and
Fixed other var.
income income
Net financial income - 2014 securities securities Total
Financial assets designated at fair value through profit Or 0SS .......c.ccoeiirirerininieeeeeeeee e 52,647 (9,718) 42,928
Total 52,647 (9,718) 42,928
g. Fair value measurements for Level 3 financial assets

Level 3 assets consist primarily of highly illiquid, unlisted bonds, shares and share certificates. Each asset is evaluated separately but assets within an
asset group share a valuation method. The following valuation methods are in use in 2015:

Book value
Asset class Method Significant unobservable input Range 31.12.2015
Unlisted shares P/B multiplier Equity 1.0-1.5 527,358
Unlisted unit shares Investment multiplier Original investment 0,05 6,480
Total 533,838

Book value
Asset class Method Significant unobservable input Range 31.12.2014
Unlisted bonds (performing) Expected recovery Value of assets 83-100% 239,310
Unlisted shares P/B multiplier Equity 1.07-1.17 164,769
Unlisted unit shares Investment multiplier Original investment 0.51 62,583
Total 466,662

Given the methods used, the possible range of the significant unobservable inputs is wide. When determining the values used the Group considers
the financial strength of the entity in question, recent trades if any and multipliers for comparable instruments.
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60.

61.

Financial assets and liabilities measured at fair value (cont.)

The effect of unobservable inputs in Level 3 fair value measurements
The Group believes its estimates represent appropriate approximations of fair value and that the use of different valuation methodologies and
reasonable changes in assumptions or unobservable inputs would not significantly change the estimates.

A 10% change in the estimates would have the following effect on profit before taxes:

+10% -10%
Shares and other variable income securities 53,384 (53,384)
Total 53,384 (53,384)

Financial assets and liabilities not measured at fair value

The Group holds financial instruments which are not measured at fair value. Except for loans to customers, the Group believes that the best estimate
of the fair value of these financial instruments is equal to the carrying amount at the reporting date and does therefore not report a fair value for
these financial instruments. Loans to customers are classified as level 3, in the fair value hierarchy, and have a book value of ISK 21,593 thousand at
year end 2015. The estimated fair value of loans to customers at year end 2015 is ISK 21,430 thousand.

Cash and cash equivalents includes several components as detailed in note 14. Cash equivalent assets are either balances available on-demand or on
very short notice, or other assets easily converted to cash. Other financial assets consist primarily of short-term receivables. The carrying amount of
these assets is therefore a reasonable approximation of their fair value.

Deposits, deposits from credit institutions and other borrowings are typically either short-term or have variable interest rates. Other liabilities consist
primarily of accounts payables, withholding taxes and other short-term payables. The carrying amount of these liabilities is therefore considered a
reasonable approximation of their fair value.
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62. Geographical information

Net operating income is based on the customer's country of domicile and assets are based on the geographical location of the assets.

Net operating income 2015 2014
Iceland 4,654,901 3,398,901
Other regions . (28,219) 48,680
Eliminations (194,570) (119,323)
Total 4,432,112 3,328,258
Total assets 31.12.2015 31.12.2014
[ or=1 =12 T RSP RSROPRR PSRRI . 65,153,797 50,099,773
Other regions 26,328 108,206
ELIMINATIONS 11tittieitiiitiieeiteet ettt et s e e st e st ebe et s et e sseesbeebe e s eesseessesaeesseesseesseessenbeenbeenseasbessaesbe e beenbeenbeenbeessenaaenaaessannaans (3,566,369) (863,653)
Total 61,613,757 49,344,327

63. Business segments

Following the merger with Straumur fjarfestingabanki hf. the Bank's organizational chart and operating segments were changed. Work associated with
this took place during the second half of 2015 and as a result management reporting has not been based on the performance of individual segments or
units. The Group does therefore present segment reporting for the year 2015. Segment reporting for the year 2014 is however presented, based on the
operating segments that were reported on during that year.

a. Business segment balance sheet
Asset Other Elimination
31.12.2014 Management Markets Banking Operations entries Total
Segment assets 31.12.2014 ....coooveevieeniieeiieeniee e siee e 150,625 76,965,970 15,131,712 1,743,965 (44,647,946) 49,344,327
Segment liabilities 31.12.2014 150,625 71,369,464 15,131,712 1,743,965 (44,647,946) 43,747,821
Segment equity 31.12.2014 0 5,596,506 0 0 0 5,596,506

Elimination entries arise primarily from internal funding, as all funding flows through Treasury which is a part of the Banking segment.

b. Business segments results

Asset Other Elimination
2014 Management Markets Banking Operations entries Total
INEEreSt INCOME coviiiiiiieeeeeteet e s 0 326,504 2,381,302 230,312 (39,227) 2,898,891
INTErEST EXPENSE ...vevvierieiietieie ettt e b et saeeae s (21) (29) (1,607,993) (28,053) 39,227 (1,596,870)
Net interest income (21) 326,476 773,308 202,259 0 1,302,021
Net fee and commission income 296,753 816,760 285,396 357,479 (26,663) 1,729,725
Net financial income (170) (53,437) 44,235 189,684 0 180,312
Share in profit of associates, net of income tax 47,153 0 0 67,934 (92,660) 22,427
Other operating income 0 2,588 2,268 88,918 (0) 93,773
Net operating income from external customers 343,715 1,092,386 1,105,207 906,274 (119,323) 3,328,258
Net operating income from internal customers ...........c..c........ 3,986 (197,509) 405,616 (212,093) 0
Net operating income 347,700 894,877 1,510,823 694,181 3,328,258
Administrative expenses (428,345)  (885,597) (1,199,256)  (584,261) 26,663 (3,070,796)
Impairment of loans and receivables 0 0 (28,542) 39,233 0 10,692
Profit from assets held for sale ........ccocveeevveeviieeciieceecceee e, 0 0 0 14,531 0 14,531
Profit before taxes (80,644) 9,279 283,026 163,684 (92,660) 282,685
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64. Operating lease commitments
The Group leases under operating leases office premises for its operations in Reykjavik. In some leases the rent is based on the Icelandic Consumer
Price Index and changes accordingly. Future non-cancellable minimum operating lease payments are specified as follows:
31.12.2015 31.12.2014
Up to 1year 83,525 81,422
Lo5 WBAIS vttt ettt sttt bbb bbb ekt E bt ek ek bR bRt E R bR E ekt A b e e R b e b e R bRt b e Rt b bt e bbbt b e b s 229,199 144,361
Later than 5 years 289,525 0
Total 602,248 225,783
65. Pledged assets
The Group has pledged assets, in the ordinary course of banking business, to the Central Bank of Iceland to the amount of ISK 3.0 billion as at 31
December 2015 (2014: 3.0 billion) to secure settlement in the Icelandic clearing systems. Further pledges have been placed in the ordinary course of
banking business for netting and set-off arrangements in the total amount of ISK 1.7 billion as at 31 December 2015 (2014: 4.0 billion).
66. Related parties
a. Definition of related parties
The Group has a related party relationship with the board members of the Bank, the CEO of the Bank and key employees (together referred to as
management), associates as disclosed in note 22, shareholders with significant influence over the Bank (defined as holding 10% or greater of the
shares in the Bank as disclosed in note 70), close family members of individuals identified as related parties and entities under the control or joint
control of related parties.
b. Arm'slength
Transactions with related parties are carried out at arm's length and subject to an annual review by the Bank's internal auditor.
c.  Effects on statement of financial position
Loans & Deposits &
31.12.2015 receivables payables
Shareholders 1,291 61,950
Management 7,136 727,446
Total 8,426 789,397
Loans & Deposits &
31.12.2014 receivables payables
Shareholders 3,455 120,800
Y LA EE =T 0 0 =T o TP TP U PSP PR PPRRPPPPPROY 5,366 2,620
Total 8,821 123,420
d. Off-balance sheet obligations
There were no off-balance sheet obligations with related parties during year.
e. Effects onincome statement
Interest Interest Fees Fees
2015 income expense received paid
SRAIEROIARES .ttt ettt eb e e e e et e e e b e e e ab e e ebaeesabeeeeabeeebbeeenbeeeaabeeenaeeanns 4 3,305 7,559 14,280
Management 134 22,448 2,569 12,183
Total 138 25,753 10,128 26,463
Interest Interest Fees Fees
2014 income expense received paid
] 4 ETE= 1T Lo L= £ PSPPSR PRSP 0 6,438 27 30,972
Management 54 54 0 695
Total 54 54 0 695

Further information about salaries and benefits paid to the Board of Directors, the CEO and Managing Directors is provided in note 10.
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67.

68.

69.

Remuneration policy

The Board of Directors has adopted a remuneration policy at the proposal of the Remuneration Committee. The policy was approved by the Bank's
Annual General Meeting in March 2015.

The remuneration policy conforms to Article 57 of Act No. 161/2002 on Financial Undertakings, Act No. 2/1995 on Public Limited Companies and the
Icelandic FSA's directive No. 700/2011 on Incentive Schemes. The policy covers three remuneration components, base pay, performance based
incentive scheme and other benefits, including pension fund contributions. A more detailed description of the policy can be found on the Bank's
website, www.kvika.is.

Incentive scheme

The Board of Directors has approved a performance based incentive scheme at the proposal of the Remuneration Committee. The scheme forms a
part of the remuneration policy adopted by the Bank.

Description

The incentive scheme conforms to the Icelandic FSA's directive No. 700/2011 on Incentive Schemes. Payments according to the scheme are based on
key performance indicators (KPIs) that reflect the goals of the Bank, the division and the employee. The basis for performance based pay reflects
sound risk management and does not induce excessive risk taking. Performance based pay to individual employees does not exceed 25% of their
annual base salary, and payment of 40-60% of the performance based pay is deferred for three years. Performance based pay can be in the form of
cash payments or share options. Share based payments are discussed in note 69.

Performance based payments

2015 2014

Cash Options Cash Options

Non-deferred .. 9,669 0 0 0
Deferred .... 2,400 0 0 2,126
Total 12,069 0 0 2,126

On-balance sheet deferred performance based payments
31.12.2015 31.12.2014

Deferred cash payments 38,957 40,585
Deferred cash payments, acquired via merger 31,570 0
Total 70,527 40,585

Share-based payments

The remuneration policy approved by the Board of Directors of the Bank includes a share-based incentive scheme. The Board of Directors is
authorised to increase the share capital of the Bank by up to ISK 20 million to fulfil any obligations arising from the scheme.

In 2012 the Bank established a share based incentive scheme that grants key personnel options to purchase shares in the Bank at a fixed price. The
options are equity-settled, have a term of five years and will vest in three tranches with vesting dates 36, 48 and 60 months from the grant date. The
grant is subject to the participant's continued employment by the company, and various other conditions satisfying the requirements of the Icelandic
FSA.

As at 31 December 2015, the Bank had enrolled 4 employees in the share-based incentive scheme, with a total number of options granted equalling
14 million shares in the bank. Options vested as at 31 December 2015 amounted to 4.9 million shares, no options were exercised in 2015.
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70.

71.

72.

Shareholders of the Bank

Ownership in the Bank is specified as follows:

ds

31.12.2015 31.12.2014
Shareholder Country % % Beneficial owners
Lifeyrissjédur verslunarmanna .......ccocceeeevveeinennns Iceland 9.90% 9.74%
Grimur Alfred Gardasson (50%), Edward Schmidt (25%),
Varda Capital ehf. Iceland 7.99% - Jénas Hagan Gudmundsson (25%)
Témas Kristjansson (50%), Finnur Reyr Stefansson (25%),
Sigla ehf. Iceland 7.55% - Steinunn Jonsdottir (25%)
Titan B ehf. e Iceland 7.23% 9.91% Skuli Mogensen (100%)
Ingimundur hf. Iceland 6.86% - Armann Armannsson (99,71%)
Mizar ehf. Iceland 6.86% 9.40% Gudmundur Steinar Jénsson (100%)
Eggert Arni Gislason (25%), Halldér Pall Gislason (25%),
Gudny Edda Gisladéttir (25%), Gunnar bér Gislason
Eignarhaldsfélagid Mata hf. ... Iceland 6.69% - (25%)
Fagfjarfestasjédurinn Nordurljds Iceland 5.99% 8.20% Investment fund managed by Jupiter rekstrarfélag hf.
Tryggingamidstodin hf. Iceland 3.74% 5.12%
Eignasafn Sedlabanka islands ehf. ...... Iceland 3.18% 4.36% Sedlabanki islands
Each of Burlington Loan Management Ltd., BLM
fjarfestingar ehf., Kaupthing ehf. and Glitnir HoldCo ehf.
Klakki ehf. Iceland 3.12% 4.27% own more than 10%
MP Canada Iceland Ventures InC. .....cccccvevevennnes Iceland 2.49% 3.42% Robert Reich (100%)
ALKOTr €NF. oot Canada 2.01% 2.76% Berglind Bjork Jonsdéttir (100%)
Eggert Arni Gislason (10%), Halldér P&ll Gislason (10%),
Gudny Edda Gisladéttir (10%), Gunnar bér Gislason
Brimgardar ehf. .......cccooviiivececeeee e Iceland 1.95% - (10%), Cold Rock Investments ltd. (60%)
H3 ehf. Iceland 1.88% - Haraldur Ingdlfur pérdarson (100%)
ET sjon ehf. Iceland 1.87% 2.56% Eirikur Ingvar Porgeirsson (100%)
Snabdl ehf. ..... Iceland 1.87% 2.56% Finnur Reyr Stefansson (50%), Steinunn Jonsdottir (50%)
Salvus ehf. ....... Iceland 1.61% - Sigpdr Jonsson (100%)
P 126 €hf. cceeeieiececeeecee e Iceland 1.25% 1.71% Einar Sveinsson (100%)
Stekkur fjarfestingarfélag ehf .........ccccovvvvnennenne. Iceland 1.25% 1.71% Kristinn Adalsteinsson (100%)
Others, each less than 1% ........ccccvveevivveevveecnnenn, 13.87% 34.22% 2015:52, 2014: 36
99.13% 99.93%
Treasury Shares ........ccoeveverenerenenenesesesenene 0.87% 0.07%
Issued share capital 100.00% 100.00%

Beneficial owners are defined as owners holding a share of 10% or greater, directly or indirectly. The information presented is, among other things,

based on publicly available information.

Other matters

Following the approval of the merger at the shareholders' meetings of the merged entities, four shareholders of Straumur fjarfestingabanki hf.
requested redemption of their shares based on Article 131 of Act. no. 2/1995 on Public Limited Companies. In aggregate these parties hold 3.12% of
the issued share capital of Kvika banki hf. There is an ongoing dispute between the parties concerned relating to the redemption price. According to
the Bank's legal advisers, the redemption price should be based on the value of Straumur fjarfestingabanki hf. stand-alone in June 2015. The Bank has
sought an independent assessment of the redemption price and offered to settle the redemption request based on that redemption price.

Events after the reporting date

There are no material events after the reporting date.

Consolidated Financial Statements 31 December 2015

46



Kvika

Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

Significant accounting policies

73.

Basis of consolidation

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

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group is exposed to, or has rights to, variable returns from its involvement
with the entity and has the ability to affect those returns through its power over the entity. The Group reassesses its relationship with an entity when
there is a change in one or more of the elements of control.

The Group uses the acquisition method to account for the acquisition of subsidiaries. The cost of an acquisition is measured as the fair value, at the
date of exchange, of the assets given, liabilities incurred or assumed and equity instruments issued. Identifiable assets acquired and liabilities and
contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of the extent of
any minority interest.

The excess of the cost of acquisition over the fair value of the Group's share of the identifiable net assets acquired is recognised 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 in the income
statement.

Non-controlling interest

Non-controlling interest represent the portion of profit or loss and equity not owned, directly or indirectly, by the Bank. Non-controlling interest is
presented separately in the income statement and is included in equity in the statement of financial position, separately from equity attributable to
owners of the Bank.

The Group chooses on an acquisition-by-acquisition basis whether to measure non-controlling interest in an acquiree at fair value or according to the
proportion of non-controlling interests in the acquiree's net assets. Changes in the Bank's ownership interest in a subsidiary that do not result in a
loss of control are accounted for as equity transactions. In such circumstances the carrying amounts of the controlling and non-controlling interests
are adjusted to reflect the changes in their relative interests in the subsidiary. Any difference between the amount by which the non-controlling
interest is adjusted and the fair value of the consideration paid or received is recognised directly in equity and attributed to the owners of the Bank.

Fiduciary services
The Group provides custody services, fund management and discretionary and advisory investment management services which require the Group to
make decisions on the handling, acquisition or disposal of financial instruments on behalf of its clients.

The financial statements of managed funds and investment portfolios managed by the Group on behalf of customers are not included in the financial
statements, as they do not constitute assets or liabilities of the Group.

Transactions eliminated on consolidation

Intra-bank balances, income and expenses, and unrealised gains and losses arising from intra-bank transactions, are eliminated in preparing the
consolidated financial statements. Unrealised gains arising from transactions with associates are eliminated against the investment to the extent of
the Group's interest in the associate. Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there is no
evidence of impairment.

Structured entities

Structured entities are entities that have been designed so that voting or similar rights are not the dominant factor in deciding who controls the
entity, such as when any voting rights relate to administrative tasks only and the relevant activities are directed by means of contractual
arrangements.

The Group acts as investment manager or investment advisor, for example, to a number of investment funds operated by Straumur sjédir hf. and
Jupiter rekstrarfélag hf. The purpose of these investment funds is to generate fees from managing assets on behalf of third-party investors by
providing investment strategies. These investment funds are financed through the issue of units to investors. The Group has no contractual obligation
to provide financial support to these structured entities.

From time to time, the Group makes seed capital investments in certain fund products in order to establish track records for new products, to test
new investment strategies or to launch new products at a viable minimum size.

The Group has set up a formal procedure to assess whether or not to consolidate investment funds managed and administered by the Group on
behalf of its customers and other investors in the consolidated financial statements. As part of this assessment, the Group reviews all facts and
circumstances including the purpose and design of the investment fund, to determine whether the Group, as fund manager, is acting as agent or
principal. The Group is deemed to be a principal when the Group acts as fund manager and cannot be removed without cause, has variable returns
through significant holdings and is able to influence the returns of the funds by exercising its power.
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75.

76.

77.

78.

Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated into the functional currency of the respective Group's entity using the exchange rate at the date of
the transaction. Monetary assets and liabilities denominated in foreign currencies are translated to the functional currency using the exchange rate at
the reporting date. 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 using the exchange rate at the date the fair value was determined.

Foreign currency differences are posted as a separate line item under net financial income as disclosed in notes 6 and 85.

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on acquisition, are translated into the functional
currency at spot exchange rate current at the reporting date. The income and expenses of foreign operations are translated into the functional
currency at the spot exchange rates at the dates of the transactions.

Translation differences on foreign operations are presented as a separate category in the statement of changes in equity.

Recognition and derecognition of financial assets and liabilities

Recognition
Loans to customers and deposits are recognised on the date that they are originated. All other financial assets and liabilities are initially recognised
on the trade date, which is the date when the Group becomes a party to the contractual provisions of the instrument.

Derecognition

A financial asset is derecognised when the contractual rights to the cash flows from the asset expire, or when the Group enters into a transaction in
which substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred financial assets that is
created or retained by the Group is recognised as a separate asset or liability.

Financial liabilities are derecognised when the obligation of the Group is discharged, cancelled or expires.

Offsetting

Financial assets and liabilities are offset, and the net amount reported in the statement of financial position, 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.

Income and expenses are presented on a net basis for gains and losses arising from a group of similar transactions, such as in the Group's trading
activity, or other circumstances permitted by International Financial Reporting Standards.

Amortised cost measurement of financial assets and liabilities

The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is measured at initial recognition, minus
principal repayments, plus or minus the cumulative amortisation using the effective interest method of any difference between the initial amount
recognised and the maturity amount, minus any reduction for impairment.

Financial guarantees

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

Financial guarantee liabilities are initially recognised at their fair value, and initial fair value is amortised over the life of the financial guarantee. The
guarantee liability is subsequently carried at the higher of this amortised amount and the present value of any expected payment, when a payment
under the guarantee has become probable. Financial guarantees are included within other liabilities.
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79.

Financial instruments - accounting classification

Upon initial recognition, financial assets and liabilities are classified into one of the categories below. This classification determines amongst other
things initial measurement, subsequent accounting and handling of interest revenue and expenses. International Financial Reporting Standards
restrict the reclassification of financial instruments after initial recognition.

Held for trading

A financial instrument is classified as held for trading if it is purchased or incurred with the intention to resell and repurchase within a short period of
time, or if it is a part of a group of defined financial instruments managed on a portfolio basis and historical data shows recent pattern of short-term
profit taking or it is a derivative (except for a derivative that is a financial guarantee contract or a designated and effective hedging instrument).

Financial assets held for trading include fixed income securities, shares and other variable income securities and derivatives and securities used for
hedging. Financial liabilities held for trading include derivatives and short positions, i.e. commitments to deliver financial assets that the Bank has
borrowed and sold to a third party.

Financial instruments held for trading are initially recognised at fair value, with transactions costs recognised in profit or loss. They are subsequently
measured at fair value in the statement of financial position. Interest income and expense from derivatives is recognised in net interest income but all
other interest income and expense, and all changes in fair value, are recognised as financial income.

Designated at fair value
A financial instrument is designated at fair value through profit and loss when it is a part of a portfolio of financial instruments that are managed on
the basis of fair value and information provided to management is based on fair value.

Financial assets designated at fair value include fixed income securities and shares and other variable income securities

Financial instruments designated at fair value are initially recognised at fair value, with transactions costs recognised in profit or loss. They are
subsequently measured at fair value in the statement of financial position. Interest income and expense, and all changes in fair value, are recognised
as financial income.

Available for sale
Non-derivative assets with fixed or determinable payments and fixed maturity that the Group has the positive intent and ability to hold indefinitely,
but not necessarily to maturity, are classified as available for sale.

Financial assets classified as available for sale consist of fixed income securities.

Financial instruments classified as available for sale are initially recognised at fair value. They are subsequently measured at fair value in the
statement of financial position, with interest income recognised in net interest income using the effective interest method. The difference between
fair value and amortised cost is recognised in comprehensive income until the financial instrument is sold or reaches maturity, whereupon the
cumulative gains or losses previously recognised in other comprehensive income are reclassified to financial income.

Loans and receivables
Non-derivative financial assets with fixed or determinable payments that are not quoted in an active market are classified as loans and receivables.

Financial assets classified as loans and receivables include cash and cash equivalents, loans to customers and receivables.

Financial assets classified as loans and receivables are initially recognised at fair value, which is typically equal to cost, i.e. cash advanced plus any
transaction costs. They are subsequently measured at amortised cost using the effective interest method. Accrued interest, in the case of interest
bearing assets, is included in the carrying amount. Interest income is recognised in net interest income.

Other at amortised cost
Non-derivative financial liabilities with fixed or determinable payments that are not quoted in an active market are classified as other at amortised
cost.

Financial liabilities classified as other at amortised cost include deposits, borrowings and payables.

Financial liabilities classified as other at amortised cost are initially recognised at fair value, which is typically equal to cost, i.e. cash advanced less any
transaction costs. They are subsequently measured at amortised cost using the effective interest method. Accrued interest, in the case of interest
bearing liabilities is included in the carrying amount. Interest expense is recognised in net interest income.
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82.

Determination of fair value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at the
measurement date in the principal or, in its absence, the most advantageous market to which the Group has access at that date. The fair value of a
liability reflects its non-performance risk. When available, the Group measures the fair value of an instrument using the quoted price in an active
market for that instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency and volume to
provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Group uses valuation techniques that maximise the use of relevant observable inputs and
minimise the use of unobservable inputs. The chosen valuation technique incorporates all of the factors that market participants would take into
account in pricing a transaction. For further information on valuation techniques, refer to notes 60 - 61.

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction price — i.e. the fair value of the
consideration given or received. If the Group determines that the fair value at initial recognition differs from the transaction price and the fair value is
evidenced neither by a quoted price in an active market for an identical asset or liability nor based on a valuation technique that uses only data from
observable markets, then the financial instrument is initially measured at fair value, adjusted to defer the difference between the fair value at initial
recognition and the transaction price. Subsequently, that difference is recognised in profit or loss on an appropriate basis over the life of the
instrument but no later than when the valuation is wholly supported by observable market data or the transaction is closed out.

Impairment

General principle

The carrying amount of the Group's non-financial assets and financial assets not at fair value through profit and loss is reviewed at each reporting
date to determine whether there is any indication of impairment. If any such indication exists, the asset's recoverable amount is estimated. An
impairment is recognised in the income statement whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount.

Reversal of impairment

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be related objectively to an event occurring after the
impairment was recognised, the previously recognised impairment loss is recognised as reduction of cost in the income statement. An impairment
loss recognised for goodwill is not reversed in a subsequent period.

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

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

Impairment of loans

Indications of impairment
Objective evidence of impairment includes information about one or more of the following:
- Indications of significant financial difficulties of the borrower, including financial restructuring and refinancing concessions that a lender would
not otherwise consider
A breach of contract, such as a default on instalments or on interest or principal payments
An observable decrease in the estimated future cash flows from a group of loans due to adverse changes in the economic conditions of a sector or
region in which the borrower operates, even if the decrease cannot yet be identified with the individual financial assets in the group
- The disappearance of an active market for an asset held as collateral

Impairment losses expected as a result of events taking place after the reporting date, no matter how likely, are not recognised.

Calculation of impairment losses

Impairment loss is calculated by comparing the carrying amount of individual loans with the present value of their expected future cash flows,
discounted at their original effective interest rate. In the case of loans at variable interest rates, the discount rate used is their current effective
interest rate.

Individually assessed loans
Impairment losses on individually assessed loans are determined by an evaluation of the exposures on a case-by-case basis. This procedure is applied
to all loans that are considered individually significant. In making the assessment, the following factors are considered:
- The Group's aggregate exposure towards the customer
- The amount and timing of expected receipts and recoveries
- The likely recovery upon liquidation or bankruptcy
Complexity and uncertainty related to ranking of creditor claims and legal standing
The realisable value of securities or other credit mitigants and the likelihood of successful repossession
The likely deduction of any costs involved in recovery of amounts outstanding
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Impairment of loans (cont.)

Collectively assessed loans

Impairment losses on collectively assessed loans are determined by an evaluation of the exposures on a group of loans with similar risk
characteristics. This procedure is applied to all loans that are not considered individually significant, or have been individually assessed but showed
no indications of impairment. This loss covers loans that are impaired at the reporting date but which will not be individually identified as such until
some time in the future.

The collective impairment loss is determined after taking into account the following:
- Historical loss experience in portfolios of similar risk characteristics, for example, by industry sector, loan grade or product
- The estimated period between a loss occurring and that loss being identified and evidenced by the establishment of an allowance against the loss
on an individual loan
- Management's experienced judgement as to whether the current economic and credit conditions are such that the actual level of inherent losses
is likely to be greater or less than that suggested by historical experience

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

Loan write-offs
The carrying amount of impaired loans is reduced through the use of an allowance account. Loans are written off, partially or in full, when there is no
realistic prospect of recovery.

Forbearance

The Group may modify the contractual terms of a loan for a variety of reasons. Changes in terms are subject to the same policies and limits as new
loans and are evaluated on a case by case basis. If the change is triggered by the borrower's inability to meet the terms and conditions of the loan (a
forbearance activity), the loan is first evaluated for indications of impairment. If there is evidence of impairment the loan is subject to specific
impairment and classified as such. If there is no identified need for specific impairment the loan is considered performing.

Interest income and expense

Interest income and expense are recognised in the income statement using the effective interest method. The effective interest rate is the rate that
exactly discounts estimated future cash flows to the carrying amount of the financial asset or liability, over the expected life of the financial
instrument. Estimated future cash flows take into account all contractual terms of the financial instruments but not future credit losses.

Interest income and expense presented in the income statement includes interest on:
- financial assets classified as loans and receivables
- financial assets classified as available for sale
- financial liabilities carried at amortised cost
- derivatives

Further information about the accounting classification of financial assets and liabilities is provided in notes 59 and 79.

Fee and commission income and expense

The Group earns income from providing various services to its customers. This includes fees for managing assets on behalf of customers, commissions
received for equity and bond transactions and fees and commissions for various other financial services.

Fee and commission income and expense comprises the following:
- Fee and commission income and expenses that are integral to the effective interest rate on a financial asset or liability are included in the
measurement of the effective interest rate
Other fee and commission income is recognised in the income statement as the services are provided
- Fee and commission expense relates mainly to transaction fees, which are expensed as the services are received

Net financial income

Net financial income comprises the following:
- Realised and unrealised gains or losses from price changes of fixed income securities carried at fair value
- Realised and unrealised gains or losses from price changes of variable income securities
- Interest income from fixed income securities carried at fair value through profit or loss
- Dividends, excluding dividends from associates
- Fair value changes in derivatives
- Foreign exchange difference

Dividend income

Dividend income is recognised when the right to receive income is established. Usually this is the ex-dividend date for equity securities. Dividends,
other than those from associates, are presented as a component of net financial income.
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Administrative expenses

Administrative expenses comprise expenses other than interest expenses, fee and commission expenses and expenses related to fair value changes.
A breakdown of administrative expenses is provided in note 8.

Employee benefits

Short-term employee benefits

Short-term employee benefits obligations are measured on an undiscounted basis and are expensed as the related service is provided. A liability is
recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans if the Group has a present legal or constructive
obligation to pay this amount as a result of past service provided by the employee and the obligation can be estimated reliably.

Defined contribution plans
Obligations for contributions to defined contribution plans are expensed in profit or loss as the related service is provided. The Group has no further
obligations once those contributions have been paid.

Shared-based payments

The grant date fair value of equity settled share-based payment awards granted to employees is recognised as an employee expense, with a
corresponding increase in equity, over the period that the employees become unconditionally entitled to the awards. The amount recognised as an
expense is adjusted to reflect the number of awards for which the related service and non-market performance conditions are expected to be met,
such that the amount ultimately recognised as an expense is based on the number of awards that meet the related service and non-market
performance conditions at the vesting date.

Income tax

Income tax 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 other comprehensive income or equity, in which case it is recognised there.

Current tax liabilities include the estimated tax payable next year on current year's profit according to the tax rates prevailing at reporting date, in
addition to corrections on tax from previous years.

The deferred income tax asset and/or liability has been calculated and recognised in the statement of financial position. The calculation is based on
the difference between assets and liabilities as presented in the tax return on the one hand, and in the consolidated financial statements on the
other, taking into consideration tax losses carried forward. This difference is due to the fact that the tax assessment is based on premises that differ
from those governing the financial statements, mostly due to temporary differences arising from the recognition of revenue and expense in the tax
returns and in the financial statements.

Deferred tax assets and tax liabilities are offset in the statement of financial position when there is a legal right to settle on a net basis and they are
levied by the same taxing authority on the same entity or on different entities subject to joint taxation.

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

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, balances held with central banks and other financial institutions, and highly liquid
financial assets with original maturities of three months or less from the acquisition date that are subject to and insignificant risk of changes in their
fair value, and are used by the Group in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

Receivables from Central Bank

Receivables from Central Bank of Iceland represent short-term claims on the Central Bank of Iceland resulting from reverse repurchase agreements.

Fixed income securities

Fixed income securities are initially measured at fair value and subsequently accounted for depending on their classification as discussed in note 79.

Shares and other variable income securities

Shares and other variable income securities consist of equity investments and unit shares in mutual funds. Shares and other variable income
securities are initially measured at fair value and subsequently accounted for depending on their classification as discussed in note 79.

Securities used for hedging

Securities used for hedging consist of non-derivative financial assets that are used to hedge the Group's risk exposure arising from derivative
contracts with customers. Securities used for hedging are measured at fair value as discussed in note 79.
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Loans to customers

Loans are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market and include loans provided by
the Group to its customers, participation in loans from other lenders and purchased loans that are not quoted in an active market and which the
Group has no intention of selling immediately or in the near future.

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

When the Group purchases a financial asset and simultaneously enters into an agreement to resell the asset, or a substantially similar asset, at a fixed
price at a future date (“reverse repo” or “stock borrowing”), the arrangement is accounted for as a loan and the underlying asset is not recognised in
the Group’s statement of financial position.

Derivatives

A derivative is a financial instrument or another contract that falls under the scope of IAS 39 and has the following three characteristics:

- Its value changes due to changes in an underlying variable, such as bond price, share price, security or price index (including CPI), foreign currency
exchange rate orinterest rate
The contract requires no initial investment or an initial 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
Settlement takes place at a future date

The Group uses derivatives for trading purposes and to hedge its exposure to market price risk, foreign exchange risk and inflation and interest risk
arising from operating, financing and investing activities. The Group does not apply hedge accounting.

Derivative assets and liabilities are initially recognised and subsequently measured at fair value in the statement of financial position. Derivatives
with positive fair values are classified as financial assets and derivatives with negative fair values as financial liabilities. Revenue from derivatives is
split into interest income and net income from financial instruments at fair value and presented in the corresponding line items in the income
statement.

Intangible assets

Asset categories
The Group groups intangible assets into three categories:

- Software
Software comprise acquired software licences and external costs associated with the development of bespoke applications.

- Goodwill
Goodwill arises in business combinations. It is recognised as of the acquisition date and measured as the aggregate of (a) the fair value of the
consideration transferred, (b) the recognised amount of any non-controlling interest in the acquiree, and (c) the fair value of any previously held
equity interest in the acquiree, less the net recognised amount (generally fair value) of the identifiable assets acquired and liabilities assumed, all
measured as at the acquisition date. The consideration transferred includes the fair value of assets transferred, liabilities incurred and equity
interests issued by the Group. In addition, consideration transferred includes the fair value of any contingent consideration. Following initial
recognition, goodwill is recognised at cost less any accumulated impairment losses.

- Other intangible assets
Other intangible assets comprise licences and acquired trademarks used in the operation of the Group.

The Group has not defined any internally generated intangible assets.

Initial recognition
Intangible assets are initially recognised at cost.

Subsequent measurement

The Group uses the cost model for measurement after recognition and intangible assets are carried at cost less any accumulated amortisation and
any accumulated impairment losses. Intangible assets are reviewed for indications of impairment or changes in estimated future economic benefits
at each reporting date. If such indications exist, the assets are analysed to assess whether their carrying amount is fully recoverable. An impairment
loss is recognised in accordance with the accounting policy for non-financial assets described in note 82.

Amortisation
Intangible assets with finite useful life are amortised using the straight-line method over their estimated useful economic life, with the amortisation
recognised in the income statement. The estimated useful life of intangible assets is as follows:

o381 L IO P PO PRPS PO 5-10 years
Other intangible assets with finite useful life 10 years

Depreciation of property and equipment and amortisation of intangible assets are presented together as a separate line item in administrative
expenses as disclosed in note 8. Further breakdown is provided in notes 25-26.
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Property and equipment

Asset categories
The Group groups tangible assets into two categories:

- Real estate, which includes office and residential buildings, land and building rights
- Other property and equipment, which includes automobiles, furniture and fixtures, computers and other office equipment

Initial recognition
Property and equipment is initially recognised at cost, which includes direct expenses related to the purchase.

Subsequent measurement

The Group uses the cost model for the measurement after recognition and property and equipment is carried at cost less any accumulated
depreciation and any accumulated impairment losses. Property and equipment is reviewed for indications of impairment or changes in estimated
future economic benefits at each reporting date. If such indications exist, the assets are analysed to assess whether their carrying amount is fully
recoverable. An impairment loss is recognized in accordance with the accounting policy for non-financial assets described in note 82.

Subsequent cost

The Group recognises in the carrying amount of an item of property and equipment the cost of replacing part of such an item when that cost is
incurred if it is probable that the future economic benefits embodied with the item will flow to the Group and the cost of the item can be measured
reliably. The decision, if subsequent costs are added to the acquisition cost of property and 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 expensed in the income statement when incurred.

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

Real estate 15-50 years
Other property and equipment 3-5years

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

Depreciation of property and equipment and amortisation of intangible assets are presented together as a separate line item in administrative
expenses as disclosed in note 8. Further breakdown is provided in notes 25-26.

Investments in associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and operating policies. Significant
influence generally exists when the Group holds between 20% and 50% of the voting power, including potential voting rights, if any. Investments in
associates are initially recognised at cost.

The Group's share of the total recognised gains and losses of associates is included in the financial statements of the Group on an equity accounted
basis, from the date the significant influence commences until the date it ceases.

If the Group's share of loss exceeds its interest in an associate, the Group's carrying amount is reduced to zero and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or constructive obligations or made payments on behalf of the associate. If the
associate subsequently reports profits, the Group resumes recognising its share of those profits only after its share of the profits equals the share of
losses not recognised.

Other assets

Other assets are measured at amortised cost.

Assets classified as held for sale

Non-current assets that are expected to be recovered primarily through sale rather than through continuing use, are classified as held for sale.
Immediately before classification as held for sale, the assets are remeasured in accordance with the Group's accounting policies. Thereafter the
assets are measured at the lower of their carrying amount and fair value less cost to sell. Impairment losses on initial classification as held for sale and
subsequent gains or losses on remeasurement are recognised in profit or loss. Gains are not recognised in excess of any cumulative impairment loss.

Deposits from customers

Deposits consist of time deposits and demand deposits. Money market deposits are included in borrowings. Deposits are recognised at amortised
cost, including accrued interest.
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103. Borrowings

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

When the Group sells a financial asset and simultaneously enters into an agreement to repurchase the asset, or a substantially similar asset, at a fixed
price at a future date (“repo” or “stock lending”), the arrangement is accounted for as a borrowing and the underlying asset continues to be
recognised in the Group’s statement of financial position.

104. Issued bills

Issued bills are initially recognised at fair value less attributable transaction costs. Subsequently, they are measured at amortised cost using the
effective interest method. Accrued interest is included in their carrying amount.

105. Subordinated liabilities

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

106. Short positions held for trading

Short positions are obligations of the Group to deliver financial assets borrowed by the Group and sold to third parties. Short positions are carried at
fair value with all fair value changes recognised in the income statement under net financial income.

107. Short positions used for hedging

Short positions are obligations of the Group to deliver financial assets borrowed by the Group and sold to third parties. Short positions used for
hedging consist of non-derivative financial liabilities that are used to hedge the Group's risk exposure arising from derivative contracts with
customers.

108. Other liabilities

Other liabilities are measured at amortised cost.

109. Share capital

a. Treasury shares
Acquired own shares and other 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. Consideration paid or received is recognised directly in equity. Incremental transaction
costs of treasury share transactions are accounted for as a deduction from equity, net of any related income tax benefit.

b. Share premium
Share premium represents excess of payment above nominal value (ISK 1 per share) that shareholders have paid for shares sold by the Group.

c. Dividends on share capital
Dividends on share capital are deducted from equity in the period in which they are approved by the Group's shareholders meetings.

110. Nature and purpose of equity reserves

a. Option reserve
The option reserve represents the cumulative charge to the income statement for options to purchase shares in the Bank granted under the Bank's
Remuneration policy, which is discussed in notes 67-69.

b. Warrants reserve
The warrants reserve represents the consideration received for outstanding warrants, as disclosed in note 38.

c. Deficit reduction reserve
The deficit reduction reserve was created as a part of a share capital reduction approved by the Bank's Annual General Meeting in April 2014, as
discussed in note 37. The reserve has no specified purpose and can only be used with the approval of a shareholders' meeting.

d. Equity instrument reserve
The equity instrument reserve represents the consideration received for financial instruments issued by the Bank, which meet the definition of an
equity instrument.

e. Translation reserve
The translation reserve comprises all foreign currency differences arising from the translation of the financial statements of foreign operations, until
the operations are sold, dissolved or abandoned.
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Nature and purpose of equity reserves (cont.)

Fair value reserve
The fair value reserve comprises the cumulative net change in the fair value of available for sale financial assets, until the assets are derecognised or
impaired.

Accumulated deficit - retained earnings
Accumulated deficit (Retained earnings if positive) consists of undistributed profits and losses accumulated, less transfers to other reserves.

New standards and interpretations

The Group has adopted amendments to existing standards which became effective for the first time in 2015. The amendments did not have a
material effect on these financial statements.

A number of new standards, amendments to standards and interpretations were not yet effective for the year ended 31 December 2015 and have
not been applied in the preparation of these financial statements. Early adoption of new standards and amendments is not planned.

IFRS 9 Financial Instruments, which will become effective for annual reporting periods beginning on or after 1 January 2018, includes revised
guidance on the classification and measurement of financial instruments, including a new expected credit loss model for calculating impairment on
financial assets. Given the nature of the Group's operations, adoption of IFRS 9 is expected to have a considerable impact on the Group's financial
statements. The Group is currently assessing the impact of the new standard on its financial statements.

IFRS 15 Revenue from Contracts with Customers, which will become effective for annual reporting periods beginning on or after 1 January 2018,
establishes a comprehensive framework for those factors which need to be taken into consideration in determining how revenue is recognised. The
new revenue standard will supersede all current revenue recognition requirements under IFRS.

Use of estimates and judgements

In the process of applying the Group's accounting policies, management makes use of judgements and estimates which are based on various
assumptions. These judgements and estimates can affect the reported amounts of assets and liabilities, income and expense.

Assumptions and estimates are based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances, and are reviewed on an on-going basis. The estimates form the basis for judgements about the carrying value of
assets and liabilities that are not readily available from other sources and actual results may differ. Judgement may also be required in circumstances
not involving estimates, e.g. when determining the substance of a particular transaction, contract or relationship.

The areas where the use of judgements and estimates has the most significant effect on the amounts recognised in the statement of financial
position or the income statement are disclosed in this note.

Fair value of financial instruments
The fair value of financial instruments that are not quoted in active markets is determined using valuation techniques which are reviewed regularly as
discussed in note 60.

Impairment of financial assets

As outlined in notes 81-82, the use of estimates and judgement is an important component of the calculation of impairment losses. 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. Unforeseen events could, however, result in further impairment losses which would have a material effect on
the income statement and statement of financial position.

Deferred tax assets
Judgement is required to determine the extent to which deferred tax assets are recognised in the statement of financial position, based on the likely
timing and level of future taxable profits.
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