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Independent Auditors report

To the Board of Directors and the Shareholders of LBI ehf.

Opinion

We have audited the Financial Statements of LBI ehf. for the year ended December 31, 2017 which
comprise the report of the Board of Directors and the CEO, the income statement, the balance sheet,

the statement of cash flows, and the notes to the Financial Statements, including a summary of
significant accounting policies.

In our opinion, the accompanying Financial Statements give a true and fair view of the financial
position of LBI ehf. as at December 31, 2017, and its financial performance and its cash flows for the
year then ended in accordance with the Icelandic Financial Statement Act.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our
responsibilities under those standards are further described in the Auditor's Responsibilities for the
Audit of the Financial Statements section of our report. We are independent of LBl ehf. in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional
Accountants (IESBA Code), and Icelandic Institute of State Authorized Public Accountants, Code of
Ethics (FLE Code) and we have fulfilled our ethical responsibilities in accordance with these
requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion.

Emphasis of Matter

We draw attention to Note 14 to the Financial Statements which describes the uncertainty related
to the value of LBI's claims against the Landsbanki Luxembourg estate. Our opinion is not qualified
in respect of this matter.

Other information

The Board of Directors and the CEO are responsible for the other information. The other
information comprises the supplemental information.

Our opinion on the Financial Statements does not cover the other information and we do not
express any form of assurance conclusion thereon.

In connection with our audit of the Financial Statements, our responsibility is to read the other
information and, in doing so, consider whether the other information is materially inconsistent with
the Financial Statements or our knowledge obtained in the audit or otherwise appears to be
materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information we are required to report that fact. We have nothing to
report in this regard.

Responsibilities of the Board of Directors and the CEO for the Financial Statements

The Board of Directors and the CEO are responsible for the preparation and fair presentation of the
Financial Statements in accordance with the Icelandic Financial Statement Act, and for such internal
control as the Board of Directors and the CEO determines is necessary to enable the preparation of
Financial Statements that are free from material misstatement, whether due to fraud or error.
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In preparing the Financial Statements, the Board of Directors and the CEO are responsible for
assessing LBI ehf.s ability to continue as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of accounting unless the Board of Directors and
the CEO either intends to liquidate the company or to cease operations, or has no realistic alternative
but to do so.

Auditor’'s Responsibilities for the Audit of the Financial Statements

Our objectives are to obtain reasonable assurance about whether the Financial Statements as a
whole are free from material misstatement, whether due to fraud or error, and to issue an auditor's
report that includes our opinion. Reasonable assurance is a high level of assurance, but is not a
guarantee that an audit conducted in accordance with ISAs will always detect a material
misstatement when it exists. Misstatements can arise from fraud or error and are considered
material if, individually or in the aggregate, they could reasonably be expected to influence the
economic decisions of users taken on the basis of these Financial Statements.

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

. Identify and assess the risks of material misstatement of the Financial Statements,
whether due to fraud or error, design and perform audit procedures responsive to those
risks, and obtain audit evidence that is sufficient and appropriate to provide a basis for
our opinion. The risk of not detecting a material misstatement resulting from fraud is
higher than for one resulting from error, as fraud may involve collusion, forgery,
intentional omissions, misrepresentations, or the override of internal control.

. Obtain an understanding of internal control relevant to the audit 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 LBI ehf.'s internal control.

. Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.
. Conclude on the appropriateness of management's use of the going concern basis of

accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company's
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor's report to the related disclosures in the
Financial Statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s
report. However, future events or conditions may cause the Company to cease to
continue as a going concern.

. Evaluate the overall presentation, structure and content of the Financial Statements,
including the disclosures, and whether the Financial Statements represent the
underlying transactions and events in a manner that achieves fair presentation.

We communicate with the Board of Directors regarding, among other matters, the planned scope
and timing of the audit and significant audit findings, including any significant deficiencies in internal
control that we identify during our audit.
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Képavogur, 19 March 2018

Deloitte ehf.

Signy Magnusdéttir

State Authorized Public Accountant

J6n Kristinn Larusson

State Authorized Public Accountant
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Endorsement by the Board of Directors and the CEO

LBI ehf. (hereafter "LBI" or the “Company”) is a private limited liability company incorporated and
domiciled in Iceland. The Company's registered office is at Armuli 21, 108 Reykjavik.

LBI's main activity is the management and controlled monetisation of its asset portfolio, which
includes, among other things, cash, loans, bond and equity instruments, claims on bankrupt estates,
real estate, unsettled derivative contracts and litigation claims against third parties.

LBI's winding-up proceedings under the Icelandic Bankruptcy Act were concluded on 25 December
2015 according to the terms of the composition agreement approved (the “Composition
Agreement”) following which LBl issued new shares and convertible notes (the "Convertible Notes")
to its composition creditors in settlement of their claims on 23 March 2016.

Operations in 2017

During the financial year 2017, LBI actively managed its asset portfolio and worked to resolve
disputed and contingent claims. Net cash inflow from assets during the year amounted to EUR 651.6
million, derived primarily from EUR 407.3 million in aggregate prepayments received towards the
bonds issued by Landsbankinn, the early release and withdrawal of EUR 138.9 million in term
deposits held with Landsbankinn, EUR 54.7 million received from the settlement of various disputes
reported under other assets and other sources, and EUR 23.2 million from repayments and
controlled monetisation of the Company’s loans to customer exposures. During the year, the
Company redeemed an aggregate EUR 629.8 million of Convertible Notes pro-rata to their
outstanding nominal amount.

Over the year, EUR 88.5 million in disputed Art. 113 claims were finally resolved, of which EUR 85.5
million were finally rejected and EUR 3.0 million were finally accepted. Contingent Art. 113 claims
were reduced by EUR 9.6 million of which all were finally rejected. Disputed priority claims in the
total amount of EUR 389.1 million were finally rejected during the year, whereas none were finally
accepted.

As of 31 December 2017, the Company's total assets amounted to EUR 183.8 million (2016: EUR
862.2 million) and total liabilities amounted to EUR 183.8 million (2016: EUR 862.2 million). The profit
for the year was nil after adjusting the value of the Convertible Notes by EUR 28.7 million so as to
equal the estimated net realisable value of the Company's assets. No dividends were paid during
the year.

Risk Factors and Risk Management

LBI's holding of financial assets gives rise to various risks. The Company proactively manages risk by
ensuring that an appropriate governance framework and internal controls are in place.

The Convertible Notes are directly linked to the value of the Company's assets. Any changes to the
valuation of the Company's assets due to market developments or perceived risk will therefore have
adirect effect on the value of the Convertible Notes. LBI's payment obligations under the Convertible
Notes cannot exceed the net realisable value of the underlying assets of the Company, except upon
acceleration following an event of default. To give a true and fair view of the financial position, the
book value of the Convertible Notes is adjusted in line with the realisable value of the Company’s
assets at the end of each financial reporting period, resulting in assets being equal to liabilities and
causing the equity of the Company to be nil except in the unlikely event that the asset recoveries
exceeded the nominal outstanding of the Convertible Notes.
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A significant proportion of LBI's assets is denominated in currencies other than the functional
currency of the Company and the currency denomination of the Convertible Notes, which gives rise
to foreign exchange risk. LBI does not utilise forward contracts, derivatives or other forms of
financial hedging.

Although the majority of claim disputes have been settled, it should be noted that the definitive
amount of the Company’s liabilities cannot be finally determined until all disputed claims have been
resolved. LBl is exposed to risk from the potential recognition of disputed claims lodged under Art.
109-113 of the Icelandic Act on Bankruptcy etc. (the “Icelandic Bankruptcy Act”) and subsequently
rejected during the Company's winding-up proceedings. All of the disputed claims have been
referred to the Icelandic courts for resolution. The Company periodically reviews the risks
associated with the potential recognition of these claims. Reference is made to Notes 20-22 for
further information on disputed claims and their potential impact on the Company's liabilities.

Going Concern

The Financial Statements have been prepared on the basis that the Company will be able to
effectively manage the timing of asset realisations. External events (whether political, economic,
regulatory and/or legal in nature) could affect the time scale, ability and process for such realisations.
Due to the nature of its operations, the Company has a finite life. The Convertible Notes will be fully
converted into equity when all recoverable assets of the Company have been realised and all
available non-ISK cash has been applied toward the redemption of outstanding Convertible Notes.
Following the full conversion of the Convertible Notes into equity, the Company will be dissolved.

Other Matters

The Financial Statements for the year ended 31 December 2017 have been prepared in accordance
with the Icelandic Act on Annual Accounts No. 3/2006 (the “Act on Annual Accounts”) and are
presented in EUR, which the Company adopted as its functional currency from 2016.

Share Capital and Shareholders

On 31 December 2017, 580 shareholders were registered in the Company's share registry. The ten
largest shareholders of the Company and their respective ownership stake as of 31 December 2017
were as follows:
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# Shareholder/ Control Number of shares % Ownership Aggregate control
1 Anchorage Capital Group LLC 45.8%
ACMO S.avr.l 486,663,432 42.9%
AIO IV S.a.r.l. 14,922,178 1.3%
ACMO Finance (Ireland) Limited 11,875,360 1.0%
PCl Fund LLC 5,686,841 0.5%
2 Taconic Capital Advisors LP. 8.2%
TCA Opportunity Investments Sarl 83,759,649 7.4%
TCA Event Investements Sarl 9,306,627 0.8%
3 Burlington Loan Management Limited 84,162,553 7.4% 7.4%
4 Goldman Sachs International 28,098,385 2.5% 7.4%
ELQ Investors Il Ltd. 56,075,428 4.9%
5  Deutsche Bank AG, London Branch 60,646,937 5.3% 5.3%
6  CarValInvestors 4.5%
CVF Lux Securities Trading Sarl 32,899,533 2.9%
CVIC Lux Securities Trading Sarl 7,206,410 0.6%
CVI AA LUX Securities S.AR.L. 5,415,475 0.5%
CarVal GCF Lux Securities Sarl. 2,954,122 0.3%
CVI AV Lux Securities Sarl 2,293,287 0.2%
CVI CHVF Lux Securities Sarl 265,857 0.0%
7  Southpaw Credit Opportunity Master Fund LP 38,527,937 3.4% 3.4%
8  Bayerische Landesbank 16,259,172 1.4% 1.4%
9  Citigroup Global Markets Ltd. 13,644,096 1.2% 1.2%
10  Merrill Lynch International 12,786,503 1.1% 1.1%
Total 973,449,782 85.8% 85.8%

Statement by the Board of Directors and the CEO

The Financial Statements for the year ended 31 December 2017 have been prepared in accordance
with the Act on Annual Accounts.

It is the opinion of the Board of Directors and the Chief Executive Officer that the Financial
Statements of LBI for the year 2017 give a true and fair view of the financial performance of the

Company and describe the principal risks and uncertainties faced by the Company.

The Board of Directors and the Chief Executive Officer hereby endorse the Financial Statements of
LBI for the year 2017 and recommend that they be approved at the Annual General Meeting of the
Company.

LBI ehf.
Financial Statements 31/12/2017
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Reykjavik, 19 March 2018

The Board of Directors

Richard Katz

Chairman

Kolbeinn Arnason Christian Digemose

Chief Executive Officer

Arszell Hafsteinsson
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Income Statement 2017

Notes 2017 2016
Interest, dividend and fE8 INCOME ... 4 8,267 41,479
Net ChaNEE IN VAIUE ...t isssssisssssssssssssssssssssssssssns 5 57,948 50,495
Other operating iNCOME (EXPENSE) ..vueeeureererreereesserensessessesssssssessessessenes 0 3,022
Net exchange differeNCe ... sessessssssssenes (25,429) (2,539)
Operatingincome 40,787 92,456
Salaries and related EXPENSES ... sssessssseeens 6 (10,722) (15,236)
General and administrative @XPENSES .......crneneieessesssssssessssessenns 7 (8,617) (23,249)
Operating expenses (19,339) (38,485)
Reversal of reserves held iN @SCrOW ... eesesessesnnes 21 8,341 12,090
Adjustment to value of the Convertible NOtes ........ccocovrerveeseereinennee 16 (28,737) (34,389)
Financing activities (20,396) (22,299)
Profit before Stability Contribution and taxes 1,052 31,673
Stability CONEHDULION ...ttt esssssssss s s sssssssssssssssseens 18 (1,052) (31,673)
TAXES vvreererreres ettt b s sttt a st a s b et er R b et en Rt et s anes 17 0 0
Profit for the year 0 0
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Balance Sheet as at 31 December 2017

Assets Notes 31/12/2017 31/12/2016
CASI ettt sttt st e et as bt st s s ae bt se s s bt asrenen 8 34,752 42,425
RESLIICEEA CASI .ttt s s b been 9 20,090 89,757
Landsbankinn term dePOSIt ........veereereeneereeneesneiseessssessesseesessessssssesssssnes 10 0 141,540
Landsbhankinn DONAS ... aessssss e sens 11 0 420,197
o T=] 1o o a0 1 0] g 4 11T 12 32,021 48,194
EQUItIES @Nd DONAS ...t sississssssesssssssssssssssssssssssens 13 186 5,763
Claims 0N BanKrupt @STAtES .......vcevereerenreneerseieesesseeessseseesssssesssessseseeens 14 85,274 80,789
OLNEE ASSELS ettt bbbt st b b sas bbb s s s sesssasassenas 15 10,956 32,412
OtNEr rECEIVADIES ...ttt bess bbb sse s senas 505 1,097
Total assets 183,785 862,175
Liabilities

CONVEILIDIE NOLES .t sesasaesesesaens 16 181,292 785,479
TAX IADIITIES ettt ssssssssesssassens 17 0 19,525
Stability CONEIDULION ....vueeeeeereeceereireieeerrieeseise et sssessseses st sesaesaseens 18 0 50,023
OthEr ADIITIES ottt ssssssssesssasaenes 2,493 7,147
Total liabilities 183,785 862,175
Equity

SNAIE CAPILAL ettt ssesssssssss s s snens 11,262 11,283
ACCUMUIALEA EFICHE ot sae s s s s bens (11,262) (11,283)
Total equity 19 0 0
Total liabilities and equity 183,785 862,175
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Statement of Cash Flows 2017

2017 2016
Cash flows (to) from assets
Interest received 0N CaSh ... sees 699 1,187
Restricted cash- net cash inflow (OULTIOW) ... (243)
Landsbankinn term deposit - principal payments inflow (outflow) 138,850 (54,576)
Landsbankinn term deposit - interest iNCOME ........oveveenerreeseererseeneene 2,065 2,152
Landsbankinn bonds - principal payments ........cccoerneneiseeserneseneens 407,268 477,908
Landsbankinn bonds - iNterest iNCOME .......eeceveceereeneeeeresesesesens 7,576 28,130
Loans to customers - principal payments inflow ..........cooevveeerverenens 23,174 235,974
Loans to customers - interest/fee iNCOME ......cevecerneerneeeereeeerenns 1,086 7,780
Equities and bonds - net cash iNfIOW .......cccerenrinernrinnessensiseessisssnees 6,917 4,949
Claims on bankrupt estates - net cash iNflow ........ccoveeeveneireereineennennes 7,988 15,136
Other assets and other sources - net cash inflow .......ceeeeceeceeceecnnee. 54,722 20,348
Other receivables - net cash iNflOW .......cc.oceeeeeneneeeeceeeee e 1,237
Net cash from assets 651,582 738,747
Cash flows (to) from other operating activities
Salaries and related EXPENSES ... eeisessesssasesssssssssseens (14,850) (9,095)
General and administrative @XPENSES .......ceneneiesssisssssesessesssens (9,922) (22,489)
Allocation of Convertible Notes from DBTCA ........cccoevevceneverveerneeneenns 0 3,290
Net cash (to) from other operating activities (24,772) (28,294)
Cash flow (to) from financing activities
PFIOTILY ClAIMS woeuieiieeeeereieeiseiseieseiseseesseiesssessessessssssesasssssssssssssssssssssesssssssssesses 0 (1,482,600)
DIMIP ..ttt sttt ettt as s bbb bbbttt bbbt nen 0 (20,789)
Reversal of reserves held iN @SCrOW .......eeeneerereeneeseseeesssessssesenes 5,225 5,875
Redemption of CONVErtible NOTES ... sessessessesssssssssenes (629,809) (717,308)
Net cash (to) from financing activities (624,584) (2,214,821)
(Decrease) iNCrease iN CaSh ... ssissssessssssssssssssssssssssssns 2,227 (1,504,368)
Effects of foreign exchange rate adjustments on cash .......cccceeuenee. (9,900) (9,334)
Cash at the beginning of the Period ... 42,425 1,556,126
Cash at the end of the period 34,752 42,425
LBI ehf. 12 All amounts are in EUR thousands,
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Notes

General information

1. Reporting entity

LBI ehf. is a private limited liability company incorporated and domiciled in Iceland. The Company's
registered office is at Armuli 21, 108 Reykjavik.

LBI's main activity is management and controlled monetisation of its asset portfolio which includes,
among other things, cash, loans, bond and equity instruments, real estate, unsettled derivative
contracts and litigation claims against third parties.

2. Basis of preparation

Statement of compliance
These Financial Statements have been prepared in accordance with the Act on Annual Accounts.

The Financial Statements were approved and authorised for issue by the Board of Directors and CEO
on 19 March 2018.

Going concern

The Financial Statements have been prepared on the basis that the Company will be able to
effectively manage the timing of asset realisations. External events (whether political, economic,
regulatory and/or legal in nature) could affect the time scale, ability and process for such realisations.
Due to the nature of its operations, the Company has a finite life. The Convertible Notes will be fully
converted into equity when all recoverable assets of the Company have been realised and all
available non-ISK cash has been applied toward the redemption of outstanding Convertible Notes.
Following the full conversion of the Convertible Notes into equity, the Company will be dissolved.

Valuation methodology

The valuation methodology underlying each asset category is based on the application of the
Company's present asset realisation strategy. The methodology does not represent an exhaustive
attempt to take into account all factors that the Company or other market participants would
consider when performing an in-depth valuation exercise. Further information regarding the
valuation methodology for each asset is as follows:

Balance sheet item Valuation methodology

Cash and restricted cash Recognised at nominal value.

Landsbankinn term deposit Recognised at nominal value plus accrued interest.

Landsbankinn bonds Recognised at amortised cost, applying the effective interest
rate method, with estimates made for impairment.

Loans to customers Recognised at amortised cost, applying the effective interest

rate method, with estimates made for impairment reflecting
the creditworthiness of the borrower, underlying collateral if
any and other relevant factors. Assessment of the impairment
on syndicated facilities is in part informed by market
quotations but does not rely exclusively on such quotations.

Equities and bonds All equities and bonds are valued at estimated recoveries. To
the extent such assets are subject to market quotations, the
Company reviews such quotations in assessing its recoveries
but does not rely exclusively on such quotations.

LBI ehf. 13 All amounts are in EUR thousands,
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Notes

Claims on bankrupt estates Realisable value is based on best estimate of recoverability, in
part reflecting information provided by the administrator of
the relevant estate.

Other assets Real estate is valued at realisable value. Unsettled derivative
contracts which are disputed claims, and claims against entities
which have concluded their winding-up proceedings in Iceland
by way of a composition agreement, are valued based on best
estimate of recoverability. Value derived from settlement of
disputes reported off balance sheet are reported under this

category.
Other receivables Valued at nominal amount.
Convertible Notes Recognised at the lesser of net asset value or nominal amount

outstanding at the end of the period.

Other liabilities Valued at nominal amount.

Functional currency

These Financial Statements are presented in EUR, which is the Company's functional currency. All
amounts have been rounded to the nearest thousand, except where otherwise stated. A significant
proportion of the Company's assets are denominated in currencies other than EUR. As a result, the
estimated values presented herein may be materially impacted by exchange rate movements.

Uncertainties / use of estimates and judgements

The preparation of the Financial Statements requires management to make judgements, estimates
and assumptions that affect the application of accounting policies and reported values. The
estimates and underlying assumptions are based on historical experience and various other factors
that are believed to be reasonable under the circumstances. Reasonable prudence is exercised in
the valuation of individual assets and foreseeable losses are taken into account. Actual results may
nonetheless differ materially from these estimates and assumptions made.

The Financial Statements have been prepared on the basis that LBl is able to manage the realisation
of its assets and transact its ongoing business with appropriate regard to the interests of all its
stakeholders. Accordingly, the estimate of value attributed to each asset is dependent on the
realisation strategy presently pursued for such asset. As such, asset value does not necessarily
represent the price at which an orderly transaction could take place between market participants on
the reporting date. Rather, such values are intended to represent the value of assets based on a
longer-term estimate of recoverable value.

Limited active markets exist for some of the assets held by the Company. To the extent that the
estimated asset values are based on inputs that are less observable or unobservable in the market,
estimation of value requires a more subjective judgement. Accordingly, management has been
required to apply such judgement considerably in estimating values for certain assets.

The Company holds assets for which limited or no observable market data is available and/or which
are subject to legal disputes. The value of those assets is based on judgements regarding various
factors deemed appropriate. Considerable judgement has been applied in determining and
recognising the value of those assets.

The realisable value of the Company’'s assets may differ at various points in time, as some of the
non-cash assets are complex, illiquid and non-standardised, and subject to a number of material
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Notes

uncertainties, including general economic and market conditions and legal outcomes which have
been and may continue to be volatile. Changes in the underlying assumptions used for
measurement could materially affect these stated values.

Although the majority of claim disputes have been settled, it should be noted that the definitive
amount of the Company’s liabilities cannot be finally determined until all disputed claims have been
resolved. Reference is made to Notes 20-22 for further information on disputed claims and their
potential impact on the Company'’s liabilities.

Interest, dividend and fee income

Interest and fee income is recognised on an accrual basis except interest income on cash held at
bank which is recognised from account statements.

Dividend income is recognised when the shareholder's right to receive payment has been
established (provided that the economic benefits are expected to flow to the Company and the
amount of income can be measured reliably).

Impairment

Assets measured at amortised cost are reviewed at each reporting date to determine whether there
is any indication of impairment. Impairment is determined by evaluating exposures on a case-by-
case basis. Reasonable prudence is exercised in the valuation of individual assets and potential
losses which may arise in the course of the financial year or in respect of previous financial years
are taken into account. Impairment losses are recognised in the income statement when losses are
either incurred or foreseeable.

Where the cost of assets has been impaired and the reasons for the impairment no longer applies,
the previously recognised impairment loss is reversed. Income from assets classified off balance
sheet is recognised as reversal of impairment. The amount of the reversal is recognised in the
income statement.

Stability Contribution

As part of the Composition Agreement confirmed by the District Court of Reykjavik on 18 December
2015 (which became final and binding under Icelandic law on 25 December 2015), LBl made a
voluntary a voluntary contribution to the Icelandic State (the “Stability Contribution”) and entered
into an agreement with the Central Bank of Iceland (“CBI") whereby the Company undertook to
transfer ISK cash balances and certain assets to the CBI (the “Assignment Agreement”). The
Assignment Agreement furthermore provided for specific assets to be retained by LBI (the “Retained
Assets”), subject to additional Stability Contributions (the "Additional Stability Contributions") in the
future under certain circumstances. The Assignment Agreement provides for the Company to
transfer certain specific assets to the CBI or such entity as the CBI may designate. The majority of
these assets were transferred during the first quarter of 2016. The Assignment Agreement
furthermore provided for specific assets to be retained by LBI, the Retained Assets, subject to
Additional Stability Contributions under certain circumstances. The Retained Assets held by LBI
during the reporting period are as follows:

(i) A cash amount initially of ISK 3.0 billion (the "ISK Opex Reserve Fund”) which was deposited into a
separate account to be used for payments of ISK-denominated operating expenses incurred by the
Company during the period of 1 January 2016 to 31 December 2018. Pursuant to the Assignment
Agreement, any ISK funds remaining in this separate account on 31 December 2018 must be
transferred to the CBI as an Additional Stability Contribution;
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Financial Statements 31/12/2017 unless otherwise stated



Notes

(ii) A cash amount initially of ISK 6.0 billion (the “ISK Priority Claims Reserve Fund”) which was
deposited to a separate account for the settlement of disputed ISK-denominated priority claims
lodged under Art. 109-111 of the Icelandic Bankruptcy Act, to the extent that such claims are finally
recognised, and to pay the Special Financial Administration Tax for 2015. Pursuant to the
Assignment Agreement, the ISK funds remaining in this separate account, after all such claims were
resolved and such tax payment was made, were transferred to the CBI as an Additional Stability
Contribution in the first quarter of 2017; and

(iii) Certain assets, rights and litigation where a realisation would result solely in ISK proceeds or
combined ISK and non-ISK proceeds; any ISK proceeds must be transferred to the CBI as an
Additional Stability Contribution if and when realised. No value is assigned to prospective ISK
proceeds from these assets in LBI's Balance Sheet. Previously, the Company recorded any cash
received on account of a Retained Asset as an asset in Restricted Cash and as a liability in the form
of an Additional Stability Contribution. As of 31 December 2017, any cash received on account of a
Retained Asset will be held off balance sheet until returned to CBI as Additional Stability
Contribution.

Currency exchange rates

Transactions in foreign currencies are initially recorded at the rates of exchange prevailing on the
date of each transaction. Monetary assets and liabilities denominated in foreign currency are
converted using the selling rates published by the CBI on the Balance Sheet date. Profit and loss
resulting from exchange rate movements are included in profit/loss for the reporting period.

Balance Sheet date
31/12/2017 31/12/2016

ISK et et 0.0080 0.0084
USD s R R R bR R 0.8347 0.9467
GBP e R R R R S R R R R bR s 1.1270 1.1657

At the end of the reporting period, the Company held assets in additional currencies totalling the
equivalent of EUR 5.0 million (see Supplemental Information A.).

Notes to the Income Statement

Interest, dividend and fee income

2017 2016
Cash and restricted cash balances .... 611 3,220
Landsbankinn term deposit ....... ettt sttt 2,040 2,173
LaNdSbanKinN DONAS ...t ssstssas sttt sssssssssssssssssessssassesssssanes 4,863 25,362
LOANS O CUSTOMIELS ....eiieeirireceriseensiresenssseessssssessssssessssssssssssssssssssssssessssssens 753 10,724
Total 8,267 41,479

Interest, dividend and fee income for the 2017 financial year totalled EUR 8.3 million (2016: EUR 41.5
million), primarily on account of interest income on the Landsbankinn bonds and Landsbankinn
term deposit. Owing to prepayments of the Landsbankinn bonds and the monetisation of other
interest-bearing exposures, interest, dividend and fee income fell compared to the prior year.
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5. Net change in value

Loans to customers
Equities and bonds...... .
Claims 0N bankrupt @SLatesS....uenieeeeseseserseesesens
Other assets....

Total

2017 2016
8,243 (11,093)
1,424 4,910

13,569 29,165
34,713 27,513
57,948 50,495

The estimated recoverable value reported under claims on bankrupt estates has increased by EUR
13.6 million over the year (2016: 29.2 million) mainly due to a reassessment of expected collections
on claims against the Landsbanki Luxembourg estate following a favourable ruling by the Criminal
Court in Paris on 28 August 2017. A net increase in reported value of EUR 34.7 million for other
assets (2016: 27.5 million) is primarily driven by settlement of legal disputes with Kaupthing, Glitnir,
PricewaterhouseCoopers, three derivative counterparties as well as two French individuals. Net
change of reported value for loans to customers of EUR 8.2 million (2016: EUR -11.1 million) is
explained by a reassessments of expected recoveries, the realisation of underlying collateral and

the collection on outstanding loans during the year.
Salaries and related expenses
SalAMIES..euvecrerririerirsieessessiresesinns

Pension fund.....
Other salary related expenses..

Of which: ISK......
Of which: non-ISK.........

Average number of full-time positions during the period
Number of full-time positions at the end of the period

2017 2016
9,004 12,735
1,040 1,304

678 1,197
10,722 15,236
5,236 7,732
5,485 7,504
10,722 15,236
10 12

7 12

Total salaries and fees paid to the Company's directors and management for the year 2017

amounted to EUR 6.3 million (2016: EUR 7.7 million).

General and administrative expenses

2017 2016

WiNding-up BOArd and CEOS.......cuinieinsnsiseissssessesssssssssssssssssssssssssssssssssssssssssssssssssssssssns 0 1,167
EXEEINAl QAVISOIS...cuiiirierriseireieieisesiseisssisesiseisssssssssssssssssssssssssssssssessens 7,759 19,280
PremiSES EXPENSES.....cieeeeereeeeeerisessessesssssesssssssesssssessssssesssssessessesssssessees 192 379
OLNEI EXPENSES.....ceirereeriererreiisesiebsesise s sisessss s s ssstsse s s ab e se b b s ss s bbb s st s et sssesnssssesssess 666 2,423
Total 8,617 23,249

OF WHICN: ISK ittt sissssssesssssssssssssssssssssssssssssssssssssssssssssssssssssns 3,919 10,261
OFf WHiICh: NON-ISKuuiiiiisintiseisnissisesissississsssssssssssessissssssssssssssssssssssssssssssssssssens 4,698 12,988
Total 8,617 23,249
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Notes to the Balance Sheet

8. Cash
31/12/2017  31/12/2016
NON-ISKu ottt sssssssssssssssasesssessss 34,223 31,420
ISK OPEX RESENVE FUNG.cuucuirrireisiinsisesissiessissssssisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnes 529 11,005

Total 34,752 42,425

As of 31 December 2017, the Company's non-ISK cash balance amounted to EUR 34.8 million and
the remaining balance in the ISK Opex Reserve Fund amounted to ISK 66.3 million (EUR 529
thousand). The ISK-denominated funds are retained by LBl in a separate account for the payment of
ISK-denominated operating expenses. Pursuant to the terms of the Assignment Agreement, any ISK
funds remaining on 31 December 2018 must be paid to the CBI and will therefore not be available
for distribution to the Company'’s stakeholders (see Note 2). The Company expects that the ISK Opex
Reserve Fund will be depleted during the first quarter of 2018.

Restricted cash

31/12/2017  31/12/2016

ISK Priority Claims ReServe FUNG........ereernneseiseessessiseesesssesns 0 52,283
ISK cash with respect to an Additional Stability Contribution........eeenrnseneeseenseenens 0 17,265
INAEMNILY FUNG.iiiirriirrieeireiseiesinesessiesissssssssssssssssssssssssssssssssssssssssssssssssssssses 19,861 19,949
Trustee INAEMNILY FUNG...iieiseiesisesssississsessisssssssssssssssssssssssssssssssssssssssssssssses 230 260

Total 20,090 89,757

During the reporting period, the last of the ISK-denominated disputed priority claims lodged against
LBl under Art. 109-111 of the Icelandic Bankruptcy Act was resolved. On this basis, and pursuant to
the Assignment Agreement, LBI transferred the residual balance in the ISK Priority Claims Reserve
Fund to the CBI after paying the Special Financial Administrative Tax for the 2015 financial year.

Further to a ruling by the Supreme Court of Iceland on 6 October 2016, LBI received a payment of
ISK 2.1 billion (2017: EUR 16.5 million, 2016: EUR 17.3 million) from Brim hf. (as a Retained Asset).
Brim made the payment with reservations, demanding recourse to LBI for reimbursement of the
paid amount. Previously, the payment from Brim hf. has been reported as Restricted Cash and a
corresponding amount reported as an Additional Stability Contribution. As the payment will either
be reimbursed by LBI to Brim hf. or transferred to CBI as an Additional Stability Contribution, the full
amount has been reclassified and taken off balance sheet, and is neither reported as Restricted Cash
nor as an Additional Stability Contribution as of 31 December 2017.

An indemnity fund (the “Indemnity Fund”) has been placed in a term deposit account with a foreign
bank under the terms of the indemnification provided by the Company in favour of various parties
in relation to the winding-up proceedings and composition. As of 31 December 2017, the balance
of the Indemnity Fund amounted to EUR 19.9 million (of an initial allocation of EUR 20 million). The
term deposit bears floating interest rates which are currently negative. The Indemnity Fund was
reduced to EUR 15 million after the end of the reporting period and EUR 4.9 million was returned to
LBI. In the event that the Indemnity Fund is drawn on between 26 December 2017 and 25 December
2019, LBl is required to top-up the balance to EUR 15 million. Any balance remaining in the Indemnity
Fund on 25 December 2025 will be returned to LBI.
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An indemnity fund has been placed with Wilmington Trust in its capacity as trustees under the trust
deed executed in relation to the issuance of the Convertible Notes (the “Trustee Indemnity Fund”).
The first of four equal instalments in the amount of USD 275 thousand has been deposited into the
Trustee Indemnity Fund which will total USD 1.1 million when fully funded. The Trustee Indemnity
Fund will be held for the benefit of Wilmington Trust and any remaining funds released under certain
conditions three months after the Convertible Notes are redeemed, cancelled or converted.

Neither cash nor restricted cash includes reserves placed in escrow pursuant to the Composition
Agreement to cover disputed and contingent claims lodged under Art. 113 of the Icelandic
Bankruptcy Act.

Landsbankinn term deposit

31/12/2017 31/12/2016

Term deposit with Landsbankinn (EUR).................. 0 72,610
Term deposit with Landsbankinn (GBP).........erimissnissssssssssssssssssssssssens 0 56,431
Term deposit with Landsbankinn (USD)........emnrsinseesssssesssssssnns 0 12,500

Total 0 141,540

During the reporting period, the full amount of the Landsbankinn term deposit was released and
withdrawn.

Landsbankinn bonds

31/12/2017 31/12/2016

SEIIES 2020 (USD)....oucueeererrererreieeiesessesesessesssessesssesesssessssessessssessessssesssssssesssssssessssssessssesssssssesssseses 0 161,390
SEIIES 2024 (USD)....cucvererirerernereenesssessesessesssessesssessesssessssessesssssssesssssssssssesssssssesssssssessssesssssssesssseses 0 258,807
Total 0 420,197

During 2017, Landsbankinn fully repaid the remainder of its outstanding bonds held by LBI.

Loans to customers

During 2017, three of the four largest loans by reported value as of end of 2016 were repaid in full.
As of 31 December 2017, the estimated recoverable value in the loan to customer portfolio was
primarily accounted for by mortgages to individuals secured by residential real estate and by
exposures to Danish limited liability structures known as Kommanditselskaber (“K/S").

Loans to customers by sector 31/12/2017 31/12/2016
REAI ESLALE....ueeectereretee et ss s bbb sesas s bessssessnns 28,998 29,518
SEIVICES. .ttt reressesssssenses 325 10,882
RELAIL ettt bbbt bbb bR bR bbbt s b b bR bbb a s b asbnae 1,054 6,017
Other 1,645 1,778
Total 32,021 48,194
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Loans to customers by country 31/12/2017 31/12/2016
UK ooeeeeeeieenereceeseeseesseeenes et ss e et eb e reenen 20,976 26,988
France.....enene. et eeetebeb ettt b e bbb e e Re b b e b e R et e b e b e b et et ebeRe b bebenens 6,270 6,250
(Cl<Tg 0 g T=] 0 Y2 ettt saeeas 25 4,643
Netherlands.....eneneeneeneeneens ettt saes 21 20
Other EUrOpe....eeeseeseesseseisesisenns ettt st sees 4,730 10,293

Total 32,021 48,194

As of 31 December 2017, the ten largest exposures in the portfolio by estimated recoverable value
accounted for EUR 30.9 million, or 97.0% of the estimated recoverable value of all loans to
customers, whereas the aggregate outstanding balance for these ten exposures amounted to EUR
84.0 million, or 85.1%, of the entire portfolio.

Counterparty Type of Exposure Collateral Balance
Individual Mortgage / equity loan  Residential real estate 37,169
Individual Mortgage Residential real estate (sold / in contract) 25,576
Corporate K/S Commercial property lease 13,395
Corporate Leveraged lending Senior unsecured 3,411
Corporate K/S Commercial property lease 1,468
Individual K/S Personal guarantees 1,439
Corporate K/S Commercial property lease 883
Corporate K/S Commercial property lease 236
Individual K/S Commercial property lease 199
Corporate K/S Commercial property lease 196
Total 83,972

The two largest exposures by outstanding balance are in the form of loans to individuals, which are
secured by mortgages on residential properties in the United Kingdom and continental Europe. In
one instance, the Company has sold the mortgaged properties. However, the release of proceeds is
subject to ongoing court proceedings in Iceland related to a claim filed by the individual against LBI.
In the other instance, the individual has filed for bankruptcy in the United Kingdom and the Company
is the largest creditor of the estate. In the latter case, the Company expects that the very substantial
majority of the outstanding balance will ultimately be uncollectible. During the year, the outstanding
balance against this individual was reduced by EUR 32.7 million in line with the amount of LBI's
general unsecured claim accepted by the liquidator of the bankrupt estate.

K/S entities are tax-transparent and efficient property-owning vehicles targeted towards high net
worth and high income-generating Danish individuals. At origination, the investors had to fulfil
certain criteria for income and net worth to qualify as an investor into the K/S structure. Senior
lending to these entities was provided by local banks (from the country of the origination of the
underlying asset) whereas the second lien (junior positions) is held by LBl with estimated recoverable
value based on real estate value, lease payments and guarantees of the individuals owning the
respective K/S structure. A combination of tenant defaults, declining property values in some
markets, distressed senior and junior banks, inability to secure refinancing of maturing debt
obligations and weakening strength of K/S investors financial capacity, have put pressure on
recovery values. As of 31 December 2017, the Company's loan to customer portfolio comprised
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twenty-seven K/S exposures with an aggregate balance of EUR 20.5 million, of which seven are
against solvent K/S entities and twenty are against individual investors who guaranteed the
obligations of failed K/S entities.

Equities and bonds

The remaining equity positions as of 31 December 2017 are all unlisted and have primarily arisen
from the past restructuring of credit exposures. During the year, LBl has sold equity positions for a
total amount of EUR 6.9 million, exceeding reported value as of 31 December 2016 by EUR 1.4
million. LBI did not hold any bond positions as of 31 December 2017.

Claims on bankrupt estates

31/12/2017  31/12/2016

LandShanki LUXEMDOUIE.......iiiinrississiseaesisesssessssssssessssssssssssssssssssssssssssssssssssssssssssssssssssens 84,311 74,355
158 4,803

805 1,632

Kaupthing Singer & Friedlander 1 0
Total 85,274 80,789

Landsbanki Luxembourg

LBl is the sole remaining creditor of the Landsbanki Luxembourg estate, which has been subject to
liquidation proceedings in Luxembourg since late 2008. Information set forth below regarding legal
matters pertaining to the Landsbanki Luxembourg estate is mainly based on communications from
that estate’s liquidator, and not all of such information has been independently verified by LBI
management.

The residual assets of the Landsbanki Luxembourg estate consist of equity release loans to
individuals domiciled mainly in France and Spain. All loans are secured by first-lien mortgages on
residential property owned by the respective borrowers. As a general matter, when an equity release
loan was originally advanced, a portion of the proceeds was made available to the applicable
borrower in cash or in the form of a repayment on an existing mortgage; other proceeds may have
been invested in securities. The aggregate amounts of the cash or mortgage-repayment, inclusive of
accrued interest thereon, are shown in the table below as “Cash release”.

The table below shows the breakdown of the loans as estimated by LBl in EUR millions. Loan
balances shown below have been updated as of 31 December 2017 and include interest accruals at
full default rates. Information shown below related to collateral values, except in limited
circumstances, has not been updated since 31 December 2016. There is considerable uncertainty
regarding the estimated collateral value shown below. Amounts shown do not take into account
continuing administrative and legal expenses, expected cost of enforcements and sales, discount
for distressed sales or potential claims from third parties.
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. . Outstanding Loan Estimated Lesser of Balance or Collateral
Location # Clients
Balance Collateral Value Value

Cash release Total Total Cash release Total
France 66 59.9 150.9 119.6 58.1 108.7
Spain 200 61.9 141.2 99.3 54.1 93.7
Other 2 i .9 .6 A4 .6
Total 268 122.5 293.0 219.5 112.5 202.9

French debtors have brought criminal actions against the Landsbanki Luxembourg estate and the
Criminal Court in Paris has ordered a stay on the collection and enforcement of outstanding loans
to borrowers domiciled in France until the legal proceedings are concluded. This action impedes
the expected cash flow in the form of dividend payments from the Landsbanki Luxembourg estate
to LBl and will delay collection of these loans and the liquidation process as a whole. A ruling from
the Criminal Court of First Instance in Paris was announced on 28 August 2017 where Landsbanki
Luxembourg and nine former directors, executives and wealth management advisors were
acquitted of all charges. On 1 September 2017, the Public Prosecutor and the borrowers in question
appealed the judgement.

Landsbanki Luxembourg is also subject to criminal complaints and civil proceedings in Spain. These
proceedings, too, may impact the timing and amounts of recoveries on the portfolio.

In November 2012, several customers in France and Spain brought a criminal complaint in
Luxembourg against the liquidator, alleging that the former activities of Landsbanki Luxembourg
are criminal and thus that the estate’s liquidator should be convicted for money laundering by trying
to execute the mortgages. Other criminal complaints have been filed in Luxembourg in 2016 and
2017 based on the same grounds against the liquidator personally.

Collections on Landsbanki Luxembourg's loans may take several years due to the time requirements
of criminal proceedings and enforcement procedures. Because of this, LBl's presented estimated
recovery numbers are subject to great uncertainty, both in timing and amount.

At 31 December 2017, LBI's claims against the Landsbanki Luxembourg estate amounted to EUR
348.1 million, whereas the aggregate balance of outstanding equity release loans amounted to EUR
293.0 million with an estimated recoverable value, net of certain costs expected to be incurred in
connection with their monetisation, of EUR 84.3 million.

Baugur

LBl holds accepted claims against the estate of Baugur hf., which is subject to liquidation
proceedings in Iceland. The Company received distributions from the Baugur estate of GBP 3.9
million (EUR 4.6 million) during the first quarter of 2017. Only a small residual expected recovery is
outstanding as of 31 December 2017.

Heritable Bank

Heritable Bank is a former financial institution and a former subsidiary of LBI, which has been subject
to bankruptcy proceedings in Scotland since October 2008. LBl was awarded a finally recognised
general unsecured claim in the amount of GBP 70 million (EUR 78.9 million) and a finally recognised
subordinated claim in the amount of GBP 7 million (EUR 7.9 million) against the Heritable Bank
estate. To date, the Heritable Bank estate has made aggregate distributions to holders of general
unsecured creditors equal to 98% of their finally admitted claims. Based on information received in
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2017, LBl revised the expected recovery of its general unsecured claim on the basis that the Heritable
Bank estate would pay 99% of their principal amount rather than the 100% assumed at 31 December
2016. LBI's estimated recoveries assume that the cumulative distributions will be 99% of admitted
general unsecured claims (and nil on the subordinated claims) based on reports from the
administrators of the Heritable Bank estate.

Under a subsidiary guarantee provided by LBI to Heritable Bank prior to its bankruptcy proceedings,
67 holders of unsecured claims against Heritable Bank lodged contingent Art. 113 claims against LBI
to the extent that these claims would not be fully satisfied by the Heritable Bank estate. LBI has fully
reserved against these contingent Art. 113 claims and has placed into escrow an aggregate EUR 3.9
million in sufficient de minimis cash payments (the “DMP"), Convertible Notes and Convertible Note
redemption payments to cover its maximum potential obligations (see Note 21). While these
escrows will be returned to LBI in their entirety if the Heritable Bank estate’s general unsecured
claims recover 100% of their principal amount, only half of the escrows will be returned if the general
unsecured claims recover 99% of their principal amount.

In addition, the UK Financial Services Compensation Scheme (the “FSCS") has lodged a claim against
LBl based on the same subsidiary guarantee, seeking compensation of its interest expense in the
period from 8 October 2008 until 22 April 2009. This claim is disputed by LBl and has been referred
to the Icelandic Courts for resolution. LBI has fully reserved against this disputed Art. 113 claims
and has placed into escrow EUR 13.8 million in sufficient DMP, Convertible Notes and Convertible
Note redemption payments to cover its maximum potential obligations (see Note 21). On 9 October
2017, the District Court of Reykjavik ruled in the favour of LBI dismissing the claim on a procedural
basis. On 5 December 2017, the Supreme Court of Iceland reversed the ruling and referred the main
case back to the District Court.

Other assets

During 2017, the Company collected payments of EUR 54.7 million from other assets and other
sources. The increase in reported value during the year were EUR 34.7 million, partially offset by EUR
1.4 million in adverse foreign exchange movements.

The largest payments received during the year came from settlements of various disputes between
LBI, Kaupthing and Glitnir.

On 18 April 2017, LBl and Kaupthing hf. settled a dispute related to an Article 113 claim filed by
Kaupthing hf. which, if allowed, would have been satisfied by means of set-off against allowed claims
in Kaupthing hf.'s estate held by LBI. The settlement resulted in the collection of cash equivalent to
EUR 7.4 million in the period including proceeds from the sale of bonds received.

On 12 May 2017, LBI and Glitnir hf. settled a dispute surrounding certain claims and counterclaims
related to guarantees provided by Glitnir hf. on a loan made by LBI to a third party. As a result of
this settlement, LBI collected cash equivalent to EUR 29.0 million in the reporting period. LBI still held
a residual balance of a Glitnir bond with an estimated recovery of EUR 0.1 million at the end of the
period. The settlement furthermore involved the withdrawal of a priority claim lodged by Glitnir hf.
against LBl under Art. 109 of the Icelandic Bankruptcy Act.

In November 2017, LBI settled its disputes with Commerzbank. LBI also settled its dispute with a
foreign financial institution with a reported balance of EUR 2.2 million. The settlements of these
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disputes resulted in a net value increase of EUR 2.3 million. These settlements will also result in net
cash receipts of EUR 4.4 million and reversals to LBI of Convertible Notes in the nominal amount of
EUR 4.8 million in the fourth quarter, constituting a release of all reserves held in escrow on account
of both disputed and previously-allowed claims lodged by the two counterparties against LBI.

In December 2017, LBI settled a case brought in France against two French individuals seeking to
recover certain funds. The settlement of this case resulted in a cash payment to LBl as well as a
reversal of reserves from escrow as explained in Note 21.

Other assets primarily consist of real estate, exposures to foreign financial institutions and corporate
entities. The remaining exposures to foreign financial institutions and corporate entities are in the
form of unsettled derivative contracts and nostro account balances which in both cases remain
subject to resolution and collection. As of 31 December 2017, a total balance of EUR 27.3 million was
unresolved with five counterparties as summarised in the table below:

Counterparty Contract Unresolved matter Jurisdiction Balance
Raffeisen Zentralbank GMRA / GMSLA Valuation / Close-out UK 14,751
HSBC Nostro Account Set-off Italy 6,158
KAS Bank GMSLA Valuation Iceland / UK 3,091
BNP Paribas Deposit Account Potential 3rd party claims Belgium 1,768
Greif International Holding ISDA Suspended payment UK 1,490

Total 27,258

Balances reported in the table above may not incorporate all amounts that LBl may be legally eligible
to obtain should it prevail in the applicable legal disputes.

In March 2017, a ruling was handed down in the UK Royal Courts of Justice against LBI in its suit
against Raiffeisen Zentralbank. LBI has since appealed the ruling and the Court of Appeal will hear
the case on 27 March 2018.

LBI filed litigation against HSBC Milan Branch in Italy in March 2017. The dispute arises from the
withdrawals of funds by HSBC from bank accounts in the name of LBI at the HSBC Milan Branch. The
next procedural hearing in this case is scheduled for 13 September 2018.

In 2015, LBl reached an agreement with BNP Paribas, as the successor to Fortis in Belgium, regarding
a bank account held in the name of LBI. As part of the agreement, certain funds are held on escrow
account until 19 March 2020 to cover potential claims which might arise from third parties on BNP
Paribas until that time. After the end of the reporting period, LBI expects to receive EUR 1.1 million
as partial release of the amount held on escrow.

KAS Bank lodged a claim against LBI based on the closeout calculations of a GMSLA agreement. The
dispute is currently with the Reykjavik District Court, where LBI has raised counterclaims on KAS
Bank related to the such closeout.

LBI is pursuing collection against Greif International Holding B.V. (previously known as Pack2Pack
B.V.), a counterparty which suspended payments under a derivative trade in reliance on provisions
of the ISDA Master Agreement which allow the non-defaulting party to suspend payment until the
applicable default is cured. Greif International Holding B.V. is a Dutch subsidiary of Greif, Inc. (NYSE:
GEF). LBI lodged a claim for declaratory relief with the High Court of Justice in February 2018 to
enforce the collection of its claim.
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16. Convertible Notes

Pursuant to the Composition Agreement the Company issued Convertible Notes on 23 March 2016
in an aggregate nominal amount of EUR 2,041,382 thousand. The nominal amount of the Convertible
Notes is specified as follows:

Noteholders LBI Total
Nominal amount outstanding 1 January 2017......ennenseneeens 1,322,273 (14,756) 1,307,517
Convertible NOtes redeemMEd.........ccrnineernereenerereeessesssesssessessnes (629,809) (629,809)
Convertible Notes canCelled.........ecernereecereeeeeeeeeesessesesesesenes (23,699) 14,756 (8,943)
Nominal amount outstanding 31 December 20717......cccocoveevverennnee 668,764 0 668,764

The Convertible Notes are unsecured, non-interest bearing, convertible into equity in certain
circumstances and contain certain restrictions related to the Company's assets.

The final maturity of the Convertible Notes is 30 November 2035. The timing and amount of any
early redemptions are determined by the realisation of the Company's assets. Under the terms of
the Convertible Notes, LBl is required to make redemptions on 15 June and 15 December of each
year equal to all available non-ISK cash held by the Company on such dates. Redemptions are made
to the extent that its aggregate non-ISK cash balances exceed the equivalent of EUR 10 million after
deduction of funds retained for budgeted operating expenses, asset support and settlement of
priority claims lodged under Art. 109-111 of the Icelandic Bankruptcy Act. LBI has the option of
making early redemptions at any time, subject to prior notification.

The Convertible Notes are convertible into equity on the final maturity date, in part or in full, or on
a conversion date as defined in their terms. The Convertible Notes will be fully converted into equity
when all recoverable assets of the Company have been realised and all available non-ISK cash has
been applied toward the redemption of outstanding Convertible Notes. Following the full conversion
of the Convertible Notes into equity, the Company will be dissolved.

Pursuant to LBI's Articles of Association, the Convertible Notes are contractually stapled to the
Company's share capital on a pro-rata basis, which requires any transfer of the two instruments to
occur simultaneously.

LBI's payment obligations under the Convertible Notes cannot exceed the net realisable value of the
underlying assets of the Company, except upon acceleration following an event of default. As such,
the book value of the Convertible Notes is adjusted in line with the asset value of the Company’s, at
the end of each financial reporting period. Increase in asset value can later lead to an increase in the
book value of the Convertible Notes. Such increase can never lead to a higher book value than the
nominal amount outstanding.

During 2017, the Company redeemed an aggregate EUR 629.8 million of Convertible Notes pro-rata
to their outstanding nominal amount: On 5 April 2017, the Company exercised its option of early
redemption and redeemed EUR 299.2 million of Convertible Notes. In addition, EUR 43.6 million of
Convertible Notes were redeemed on 15 June 2017. On 21 July 2017 and 15 December 2017, the
Company exercised its option of early redemption and redeemed EUR 146.6 and EUR 140.5 million
of Convertible Notes, respectively.

LBI ehf. 25 All amounts are in EUR thousands,
Financial Statements 31/12/2017 unless otherwise stated



Notes

17.

18.

During the year 2017, Convertible Notes in the nominal amount of EUR 7.2 million were returned to
LBI from escrow following the final rejection of disputed and contingent Art. 113 claims. In addition,
LBI received outstanding Convertible Notes as a part its settlement with Commerzbank in the
nominal amount of EUR 1.7 million. A total of EUR 23.7 million of Convertible Notes, including the
EUR 14.8 million held by LBI at the beginning of the year were cancelled during the reporting period.

As of 31 December 2017, Convertible Notes in the nominal amount of EUR 10.5 million and
Convertible Note redemption payments in the amount of EUR 20.8 million were held in escrow to
cover disputed and contingent Art. 113 claims pursuant to the Composition Agreement.

The book value of the Convertible Notes is specified as follows:

31/12/2017 31/12/2016

Book value outstanding 1 JanUary 2071 7.....eeneeneeneeseeesisessseisssesssesssesssssssssssssessssssens 785,479 1,478,345
Convertible NOtES FEAEEIME..... s s s ssassessssssesssassesessnns (629,809) (717,308)
Adjustment of value relating to Net asset ValUe........eeneeneeinseineeensessesisesssesissesnes 28,737 34,389
Convertible Notes cancelled by DOOK ValU@.......ciiinininsnssssississesssssssssssssns (3,115) (1,082)
Convertible Notes held by LBl at BOOK ValU@........iniieniniensiseinssisssessissssssssssssssssens (8,865)
Book value of the Convertible Notes 31 December 2017 ereeeensrereressesesessesne 181,292 785,479
Toxes

Income tax

The Company is subject to general corporate income tax in Iceland at the rate of 20%. The Company
has tax loss carry-forwards from previous years to offset future taxable income as set out below:

Income year Expires Tax loss
2008 2018 669,211
2009 2019 99,421
2010 2020 0
2011 2021 74,381
2012 2022 94,283
2013 2023 57,989
2014 2024 121,258
2015 2025 0
2016 2026 0
Total 1,116,544

Stability Contribution

Pursuant to its Composition Agreement and the Assignment Agreement entered into with the CBI,
the Company undertook to make certain voluntary contributions to the Icelandic State in the form
of a Stability Contribution (ISK cash balances and ISK assets as of 31 December 2015) and Additional
Stability Contributions (ISK cash proceeds from the monetisation or release of Retained Assets
realised from 1 January 2016 onwards).

Following the final resolution of all ISK-denominated disputed priority claims lodged against LBI
under Art. 109-111 of the Icelandic Bankruptcy Act, LBI transferred the residual balance of the ISK
Priority Claims Reserve (EUR 52.3 million) to the CBI on 8 March 2017 after paying the Special
Financial Administrative Tax for 2015 (EUR 2.3 million).
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During the year, LBI received ISK-denominated payments in the amount of ISK 119.6 million (EUR 1.1
million) which was subsequently transferred to the CBI as Additional Stability Contribution. In March
2017, LBl reached an agreement with the CBI to retain a payment received from Brim hf. of ISK 2.1
billion (EUR 16.5 million) further to a ruling by the Supreme Court of Iceland. This ISK-denominated
payment will eventually be transferred to the CBI to the extent not reimbursed by LBI to Brim hf.
and the asset and an offsetting liability are recorded off balance sheet as of 31 December 2017.

31/12/2017 31/12/2016
0 50,023
0 50,023

ISK cash with respect to an Additional Stability Contribution
Allocated cash for Stability Contribution......

Previously, the Company recorded any cash received on account of a Retained Asset as an asset in
Restricted Cash and as a liability in the form of an Additional Stability Contribution. As of 31
December 2017, any cash received on account of a Retained Asset will be held off balance sheet until
returned to CBI as Additional Stability Contribution.

Equity

19. Changes in Equity

The Company's share capital is divided into two classes of shares, being 1,134,170,953 Class A Shares
and nil Class B Shares as of 31 December 2017. The rights of shareholders in each class are the
same apart from the fact that shareholders holding Class B Shares do not enjoy voting rights except
as set out in the Company's Articles of Association.

Pursuant to its Articles of Association, the Company is both authorised and obligated to issue 36.7
million new Class A shares each of EUR 0.01 to cover any disputed or contingent claims lodged under
Art. 113 of the Icelandic Bankruptcy Act which may become finally recognised under LBI's
Composition Agreement.

The Share capital of the Company as of 31 December 2017 is specified as follows:

Shares Ratio Amount
Total share capital at year-end 1,134,170,953 100.0% 11,341,710
Own shares held at year-end ............ (7,958,319) -0.7% (79,583)
1,126,212,634 99.3% 11,262,126
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Change in equity is specified as follows:

Share capital Accumulated Total equity
deficit
Equity as at 1January 2016 ......cerrennenenenereesensessessessessessesessenns 11,339 (11,339) 0
Shares alloCated tO LBl .....ceeeeecerrceerererssesessiesenssassesessssesennaes (55) 55 0
New share Capital iISSUBQ ......c.veereeeeineinriseiseeseeeesseessesssessesssesssesnns 0 (0)] 0
Profit for the Period ... seessesesesens 0 0 0
Equity @s at 1January 2017 ..eenensenenenenssesessessessesssssssesessenes 11,283 (11,283) 0
Shares alloCated tO LBl .....eceeeccrrceerretssesenssesensaesesessssesesnaes (24) 24 0
New share Capital iISSUBT ......cveeuneeneienriseiseesseeseeesesssesssssesssesssesnes 3 3 0
Profit for the Period ...t sesesessssssssssessseens 0 0 0
Equity as of 31 December 2017 11,262 (11,262) 0

During the year 2017, LBl issued 301,003 new Class A Shares with a nominal value of EUR 3,010.03
to holders of previously disputed claims which were finally accepted over the period. As a part of a
settlement with Commerzbank explained in Note 15, the Company received an allocation of its own
shares for a total notional amount of EUR 24 thousand or 2,420,208 shares each of EUR 0.01.
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Information relating to claims not reflected in the Balance Sheet

20. Disputed and contingent Art. 113 claims pursuant to the Composition Agreement

Disputed Art. 113 claims 2017 2016
Claims at the beginning of the Period....... e 258,379 349,957
Finally rejeCted ClaimMS... o eeereeseieeieistieesstessseessessessesssessssssesssesssssssssssasssssssssees (85,541) (91,549)
Finally accepted claims reerereerernnaenes (2,998) (30)
Disputed Art. 113 claims at the end of the period 169,840 258,379

All disputed Art. 113 claims have been referred to the Icelandic courts for resolution.

During the year, the Company settled one disputed claim pursuant to which EUR 3.0 million of the
claim was finally accepted and the remaining EUR 3.5 million was finally rejected.

On 11 May 2017, LBI lost its rescission case against LGT Bank and subsequently withdrew twelve
additional rescission court cases which resulted in the final rejection EUR 31.9 million in disputed
Art. 113 claims.

On 16 November 2017, LBl and Commerzbank settled all outstanding disputes between the parties
resulting in the final rejection of EUR 42.8 million in disputed claims. The remaining EUR 7.2 million
in finally rejected disputed claims follows from settlements of four additional disputes and
favourable rulings for the Company on two money market cases during the year.

Contingent Art. 113 claims 2017 2016
Claims at the beginning of the PEriod....... e sssssssssens 31,587 31,587
Finally rejected ClaimMS... .. sississssesssesssessesssesssessssssesssssssssssssssssssssess (9,594) 0
Finally accepted Claims.....ccneenerserenneiseiesineeseeeens . 0 0
Contingent Art. 113 claims at the end of the period 21,992 31,587

In December 2017, the Company settled a case against two individuals which resulted in the final
rejection of EUR 9.6 million in contingent claims.

The resolution of all remaining contingent claims now depends on the extent to which further
payments are made by the Heritable Bank estate towards general accepted claims (see Note 14).
Any further payments from the Heritable Bank estate towards its general unsecured claims will
lower the contingent claims on LBI causing a reversal of reserves held against those claims. Based
on LBI's current assumption that general unsecured claims against the Heritable Bank estate will
receive a cumulative 99% of their allowed amount (as described in Note 14), EUR 11.0 million of such
EUR 22.0 million contingent claims would be finally rejected.
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21. Reserves for disputed and contingent Art. 113 claims pursuant to the Composition

Agreement

Pursuant to the Composition Agreement, the Company has fully reserved against all disputed and
contingent Art. 113 claims by placing into escrow sufficient DMP, Convertible Notes and Convertible
Note redemption payments to cover its maximum potential obligation on such claims.

The reserves for disputed and contingent Art. 113 claims are held off balance sheet. To the extent
disputed Art. 113 claims are finally rejected or contingent Art. 113 claims are ultimately reduced, the
corresponding amount of DMP, Convertible Notes and Convertible Note redemption payments will
be returned to LBI. Upon receipt, the Company recognises such reversal of reserves in the Income
Statement and on the Balance Sheet.

As stated in the Company's Articles of Association, LBI is authorised and obligated to issue and
allocate new shares up to a maximum amount of EUR 379 thousand of which EUR 204 thousand
remain in proportion to any disputed and contingent claims which may become finally accepted
under the Composition Agreement.

Reserves for Disputed Art. 113 claims Convertible Conv. notes BMP Total
notes redemption reserves
RESEIVES 1.1.20717 ..coirireririrriineieascisessensenenes 28,432 15,412 2,417 46,261
Partially accepted claims (340) (185) 0 (525)
Redemption PayMENLS .......rrreereeneeseereessessenins (12,017) 12,017 0 0
Reversed tO LBl .....cerecreeemeeessennsenseenes (6,637) (8,558) (83) (15,278)
RESENVES 31.12.20717 ooreeerrreerrerrirerieeeseesseessesseeseenes 9,438 18,687 2,333 30,457

During the year, total reserves of EUR 15.3 million in the form of Convertible Notes (nominal value
of EUR 6.6 million), Convertible Note Redemption Payments (EUR 8.6 million) and DMP (EUR 83
thousand) were released from escrow and returned to LBI due to the final rejection of disputed Art.
113 claims. The reported income from these reversals are partially recorded in the income
statement as a EUR 1.6 million increase in the value of other assets. The cash flow associated with
these reversals excludes a net inflow from Commerzbank as part of the settlement of oustanding
claims, which is recorded in cash flow from other assets and other sources.

Reserves for Contingent Art. 113 claims Convertible Conv. notes DMP Total
notes redemption reserves
Reserves 1.1.2017 .. 3,102 1,682 810 5,595
Redemption payments (1,498) 1,498 0 0
ReVersed tO LBl .. esssennne (553) (1,097) (24) (1,674)
ReServes 31.12.2017 ciiecneeseesecssensenennnes 1,050 2,083 786 3,920

Total reserves amounting to EUR 1.7 million, comprised of EUR 0.6 million in Convertible Notes, EUR
1.1 million in Convertible Note redemption payments and 24 thousand in DMP allocations, were
reversed from escrow and returned to LBI during the year.
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22. Disputed priority claims

23.

2017 2016
Disputed Priority claims at the beginning of the Year ... 459,070 804,982
New filed Priority claims during the PEriod........nineinesniseissiseseeeesssssesesssssssesens 0 0
Finally rejected Priority ClaimS.... et ssessessssssssssesssessssssesssesssassessssssesssesans (389,133) (292,914)
Finally accepted Priority Claims....... s 0 0
Ly o L1 =1 =] Lol YOO 1,668 (52,998)
Disputed Priority claims at the end of the year 68,269 459,070

All disputed priority claims lodged under Art. 109-111 of the Icelandic Bankruptcy Act during LBI's
winding-up proceedings have been referred to the Icelandic courts for resolution.

Six priority claims for a total amount of EUR 389.1 million were finally rejected during the year. As
of 31 December 2017, the only remaining disputed priority claims are comprised of two Art. 111/set-
off claims lodged by one individual in the amounts of EUR 11.9 million and GBP 50.0 million (EUR
56.6 million).

Litigation against third parties

LBl has initiated a number of legal cases against third parties to recover losses due to actions of LBI's
former management and Board of Directors. These cases include suits for damages against
individuals and/or LBI's insurers as well as actions against foreign financial undertakings, legal
entities and individuals demanding voiding of purchases by LBI of its own notes.

Pursuant to the Assignment Agreement, all recoveries in ISK from Retained Assets are to accrue to
the CBI (with the exception of court costs awarded) while recoveries in foreign currencies accrue to
LBI. It is LBI which holds final decision-making powers on pursuing cases with potential recovery in
ISK and/or foreign currency, whether a settlement is reached, and if so how, in consultation with CBI
representatives; however, it may not dispose of the asset (claim) without the CBI's consent. In the
case of assets where the potential recovery is only in ISK, the CBI holds final decision-making power.

Claim for Damages

LBI has brought the four below cases claiming damages against third parties. Three out of these four
cases involve claims made against individuals who held a management or Board position with LBI
before it became insolvent. In three out of these four cases (i-iii), damages are additionally sought
from the liability insurers of LBI. It should be noted that the total sum that can be sought from the
liability insurers from all of these three cases combined is EUR 50 million.

(i) Bank Guarantees Not Enforced - damages also sought from the liability insurers

A case has been brought before the Reykjavik district court against the two former CEOs of LBl and
the Managing Director of the Corporate Banking division, as well as the liability insurers of LBI. The
principal of the claim against parties other than the insurers is ISK 16.2 billion, while the principal of
the claim against the insurers is limited to the maximum benefit under the policy which amounts to
a total of EUR 50 million.
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LBl loaned an Icelandic financial undertaking ISK 19 billion on 2 October 2008 without any collateral
being provided. The loan was not paid at maturity, the entity was taken over by the Financial
Supervisory Authority and thereafter was placed in winding-up proceedings which concluded with
composition. Only a portion of the loan was paid under the composition.

It is not possible to say when this action can be expected to conclude with a final court judgement,
but the time frame can be estimated as at least 3-4 years.

(ii) Loans to an Icelandic Financial Undertaking- damages also sought from the liability insurers

A case has been brought before the Reykjavik district court against the two former CEOs of LBI as
well as its liability insurers. The principal of the claim against parties other than the insurers is ISK
11.6 billion, while the principal of the claim against the insurers is limited to the maximum benefit
under the policy which amounts to a total of EUR 50 million.

LBl loaned an Icelandic financial undertaking ISK 19 billion on 2 October 2008 without any collateral
being provided. The loan was not paid at maturity, the entity was taken over by the Financial
Supervisory Authority and thereafter was placed in winding-up proceedings which concluded with
composition. Only a portion of the loan was paid under the composition.

It is not possible to say when this action can be expected to conclude with a final court judgement,
but the time frame can be estimated as at least 3-4 years.

(iii) Disbursements on 6 October 2008- damages also sought from the liability insurers

A case has been brought before the Reykjavik district court against the two former CEOs of LBI, the
head of Treasury and four Directors, as well as the liability insurers of LBI. The principal of the claim
against parties other than the insurers is ISK 14.1 billion, USD 10.5 million and EUR 10.8 million, while
the principal of the claim against the insurers is limited to the maximum benefit under the policy
which amounts to a total of EUR 50 million.

This case concerns events which took place on 6 October 2008, on the last day LBI operated before
a Resolution Committee was appointed for the bank. On that day, and in part after its general
business had closed, LBI disbursed substantial amounts to two domestic financial undertakings and
one of its subsidiaries; a substantial portion of these funds were lost.

It is not possible to say when this action can be expected to conclude with a final court judgement,
but the time frame can be estimated to be 3-4 years.

On 27 February 2018, the result of a procedural hearing at the District Court of Reykjavik was that
the main hearing of the three cases against former employees of the Company and liability insurers
would start on 29 October 2018. The main hearings are expected to last for 3-6 weeks.

(iv) Other

A case brought in France against two French individuals seeking to recover certain funds was settled
before the end of the year as further explained in Notes 15, 20 and 21.

Claims for Voiding
Redemption of Bonds and Bills prior to Maturity

On 11 May 2017, LBl lost its rescission case against LGT Bank Ltd. The Court found that the payment
appeared ordinary under the circumstances as the terms of the bonds stated that LBI could buy
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24.

back securities without limitation, that LBI did so to a substantial degree between 2006 and 2008.
The Court furthermore supported its decision on the basis that financial institutions routinely
purchase their own bonds before maturity. Cost was not awarded to either side.

Following the judgement, LBl withdrew twelve similar rescission cases that were pending before the
Icelandic courts. In five cases, reserves had been placed in escrow on account of provisional claims
having been lodged against LBI by the counterparties.

LBI lost its six remaining court cases regarding claims for voiding at the Reykjavik District Court in
December. LBI did not appeal the judgement in any of these cases so they became final in January
2018. These six respective cases have seven reserve allocations in escrow as there are two reserve
allocations in one instance which have all been reversed after the end of the year.

Events ofter the Balance Sheet Date

As LBI decided not to appeal the unfavourable December 2017 ruling of the District Court in respect
of the last six rescission cases, EUR 20.1 million in disputed Art. 113 claims became finally rejected
and total reserves of EUR 2.3 million were released from escrow and returned to LBI, including EUR
1.2 million in Convertible Notes which have since been cancelled.

In January 2018, the Indemnity fund was reduced to EUR 15 million and EUR 4.9 million returned to
LBI as further explained in Note 9.

In February 2018, the Company received a EUR 2.9 million dividend payment from the Landsbanki
Luxembourg estate.

On 15 March 2018, Kevin Stanford’'s case against LBl at the District Court of Reykjavik was
discontinued and finally determined. The proceeds from the sales of residential properties in the
United Kingdom and continental Europe had previously been placed on escrow accounts by the
English Courts pending on the outcome of the case brought by Kevin Stanford against LBl in Iceland.
Resulting from the Icelandic case being discontinued and finally determined, LBI is expecting to
receive soon from escrow funds equivalent to EUR 21.4 million.
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A. Assets specified by currencies

Restricted cash .
LOANS O CUSLOMENS ...eueerierereieinsrieeaseeseensnens
Equities and boNds ......oceeeenneeneeneceneeieennne
Claims on bankrupt estates ........ccovecneenne.
Other ASSeLS ...veeereireereieeseisesssessessessessssssens
Other receivables ...,

9 OF tOTal ASSELS v

Landsbankinn term deposit ......c..coccverevererenes
L0oans to CUSTOMENS ...
Equities and boNds .......oveeneenseenneinennneninennnee
Claims on bankrupt estates ..........cocvvveunnee
Other aSSets .....eereeneenermrecrseerecens

Other receivables

9 OFf tOTAl ASSELS vttt

LBI ehf.
Financial Statements 31/12/2017

31/12/2017
EUR usD GBP ISK Other Total
26,212 5,062 2,309 529 640 34,752
19,861 230 0 0 0 20,090
11,147 0 17,220 0 3,655 32,021
0 0 186 0 0 186
84,311 0 964 0 0 85,274
4,512 5,676 0 0 769 10,956
0 0 0 505 0 505
146,042 10,967 20,678 1,034 5,064 183,785
79% 6% 11% 1% 3% 100%
30/09/2017
EUR usD GBP ISK Other Total

15,206 2,410 1,843 1,495 2,586 23,540
19,883 233 0 16,546 0 36,662
72,607 11,176 54,834 0 0 138,617
9,375 0 17,410 0 4,556 31,341
0 0 982 0 0 982
84,311 0 967 0 0 85,278
8,618 5,756 0 0 0 14,374
0 0 0 1,487 0 1,487
210,001 19,574 76,036 19,529 7,142 332,282
63% 6% 23% 6% 2% 100%
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B. Drivers of change for the period 01/01/2017-31/12/2017

Operating Reserve

Asset categories 31122016 Nereash o FX value- | come Xpenses  Stability - Note and  peclass  31/12/2017
received change  change and other Contrib. Redemption  other

liability reversals
CASH et snns 42,425 650,883 (9,900) 0 699 (24,772) 0 (629,809) 5,225 0 34,752
Restricted cash 89,757 0 1,007 0 (88) 0 (54,039 0 0 (16,546) 20,090
Landsbankinn term deposit .........coecevuunee 141,540 (140,915) (2,665) 0 2,040 0 0 0 0 0 0
Landsbankinn bonds ... 420,197 (414,844)  (10,216) 0 4,863 0 0 0 0 0 0
Loans to customers 48,194 (24,260) (909) 8,243 753 0 0 0 0 0 32,021
Equities and bonds 5,763 (6,917) (84) 1,424 0 0 0 0 0 0 186
Claims on bankrupt estates ... 80,789 (7,988) (95) 13,569 0 0 (1,000) 0 0 0 85,274
Other assets and other sources............... 32,412 (54,722) (1,447) 34,713 0 0 0 0 0 0 10,956
Other receivables 1,097 (1,237) 390.63 0 0 255 0 0 0 0 505
Total 862,175 0 (23919 57,948 8,268 (24,517)  (55,039) (629,809) 5,225 (16,546) 183,785
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C. Drivers of change for the period 01/09/2017-31/12/2017

. Reserve
. Stability
. Net cash FX Value- Operating . Note and
Asset categories 30/09/2017 ) Income Contrib. . Reclass 31/12/2017
received change  change expenses Redemption  other
and Tax
reversals
(=1 o T 23,540 152,735 (254) 0 409 (3,102) 0 (140,465) 1,889 0 34,752
Restricted Cash .......eeeeeneneererissesesennns 36,662 0 3) 0 (23) 0 0 0 0 (16,546) 20,090
Landsbankinn term deposit .........cceeuueee. 138,617 (139,271) 251 0 403 0 0 0 0 0 0
Landsbankinn bonds .........ercrvennnnne 0 0 0 0 0 0 0 0 0 0 0
LOanNs tO CUSLOMENS ..ueeerercrererereeerenns 31,341 (2,479) 91) 3,216 35 0 0 0 0 0 32,021
Equities and bonds ........ccverenerrereneinnens 982 (922) (2) 128 0 0 0 0 0 0 186
Claims on bankrupt estates ........ccoccoveunnee 85,278 (V)] (5 1 0 0 0 0 0 0 85,274
Other assets and other sources 14,374 (8,826) (82) 5,490 0 0 0 0 0 0 10,956
Other receivables 1,487 (1,237) 0 0 0 255 0 0 0 0 505
Total 332,282 0 (186) 8,835 824 (2,847) 0 (140,465) 1,889 (16,546) 183,785

The valuation increase of EUR 3.2 million reported under loans to customers is largely driven by higher than expected proceeds from the sale of collateral
serving as security for an exposure. The EUR 5.5 million increase in reported value under other assets and other sources is mostly related to the
settlement of a dispute with two individuals as further explain in Notes 15, 20 and 21.
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D. Assets, classification and measurement

31/12/2017 30/09/2017

Asset categories Balance Value Balance Value

34,752 34,752 23,540 23,540

20,090 20,090 36,662 36,662
Landsbankinn term deposit ........cereerreseessesneesesssesnnes 0 0 138,617 138,617
LOANS tO CUSTOMIELS aeeeiecrceiecreircreereeesreseessesessssssessssenens 98,617 32,021 100,571 31,341
Equities and BONAS ... siseeeneees 2,681 186 3,486 982
Claims on bankrupt @States ........reeesesernerseesesnens 354,757 85,274 354,807 85,278
OLNEI GSSELS ettt sessssssssassssees 34,475 10,956 40,479 14,374
Other reCeIVabIES ... ssssessssssses 505 505 1,487 1,487

Total 545,878 183,785 699,650 332,282

The balance of loans to customers as of 31 December 2017 include aggregate exposures of EUR
4.6 million for which the Company expects zero recovery and which are not reflected in the tables

below:
31/12/2017 30/09/2017
Loans to customers by sector Balance Value Balance Value
SEIVICES wvrrvreeueeeseieeesesieeieeisseissesssessse st sesbsse bbb sssssens 4,411 325 4,432 325
REAI ESLALE .eveeercerceereeeeeeereessessenssecteeseessessessesssesssesssees 71,673 28,998 73,754 28,450
RETQII couveereereiaeireisseeiseeese sttt sissessse s sssssssssssesssesssssssseen 13,395 1,054 13,400 1,161
OFNET ettt sb b sasesans 4,485 1,645 5,029 1,405
Total 93,964 32,021 96,615 31,341
31/12/2017 30/09/2017
Loans to customers by country Balance Value Balance Value
UK cetttiseeimeeiseeseessess s ass s ssse st sssesssessssesssesssssssssssssssesns 71,462 20,976 41,740 20,882
France....... 5,927 6,270 5,927 6,270
GEIMIANY ottt sssssessessessssssseens 1,000 25 1,000 25
NELNEIANGAS ..ot seesessse s sssessseees 205 21 205 21
Other Europe 15,369 4,730 47,743 4,144
Total 93,964 32,021 96,615 31,341
LBI ehf. 37 All amounts are in EUR thousands,

Financial Statements 31/12/2017 unless otherwise stated



Supplemental Information

E. Actual cash flow versus previously expected cash flow

Actual cash flow

Expected Cash flow

Asset categories 1/10-31/12 2017 1/10-31/12 2017
Landsbankinn term deposit .......cccneeneenneeneensenseens 139,271 139,007
Landsbankinn bonds 0 0
LOANS L0 CUSTOMELS ...ttt sssasesasssassenes 2,479 1,838
Equities and DONAS ......vnennenrsesssesssssssssssssssesenes 922 925
Claims on bankrupt estates ........eeeeeneeneeeseeseenens 0 0
Other assets and other SOUIrCES .....ceccvneercreeeennnens 8,826 4,431
Total 151,498 146,201
Actual cash flow Expected Cash flow
Amounts by currency stated in EUR equivalent 1/10-31/12 2017 1/10-31/12 2017
USD ettt sttt sssssssssssss s sttt sssssssssessesassassanes 11,871 11,233
GBP ot ten 56,167 56,108
EUR ottt es s sssassas s bbb bbb sesassassanens 82,251 77,852
OLNEL ettt b s s s es s s aesanans 1,208 1,008
Total 151,498 146,201

The primary reason for the higher than expected cash flow during the fourth quarter of 2017 is the
settlement of the court cases against two individuals referred to in Notes 15, 20 and 21 recorded
under other assets and other sources.

The only individual asset with value in excess of EUR 10 million monetised in the fourth quarter
2017 was the early release and withdrawal of the Landsbankinn term deposit.

F. Asset monetisation plan for the next 12 months

2018
Asset categories Q1 Q2 Q3 Q4
LOANS L0 CUSTOMENS ...covierreerrenirenirensieniesesessessssssesaesenns 2,387 22,938 3,232 1,580
Equities and BONAS ... seeaens 107 0 0 56
Claims 0N bankrupt €STAtes .......rerrrreseessessesseessssenes 2,900 0 805 501
Other assets and Other SOUICES ....veeeeeeeesereresiseens 0 1,126 5,676 0
Total 5,394 24,063 9,712 2,138
2018
Amounts by currency stated in EUR equivalent Q1 Q2 Q3 Q4
USD ittt s s sse s ssesesesssnnes 0 0 5,676 0
GBP oottt bbb sens 1,273 15,152 805 57
BEUR ottt seas s sesssss st ssassssassssssessssssssssssen 3,093 7,876 3,099 1,580
ONEE st sss st sssesssssssssssssssssssssssssens 1,027 1,036 132 501
Total 5,394 24,063 9,712 2,138
LBI ehf. 38 All amounts are in EUR thousands,

Financial Statements 31/12/2017 unless otherwise stated



Supplemental Information

G. Disputed and contingent Art. 113 claims pursuant to the Composition Agreement

2017 2017
Disputed Art. claims 1/10-31/12  1/7-30/9
Claims at the beginning of the Period.......u e sssesssesseesane 220,318 233,189
Finally rejected claims........cocoveeveneescerernenne (50,477) (12,871)
Finally accepted Claims......oeveeenerneeeneenennns 0 0
Disputed Art. 113 claims at the end of the period 169,840 220,318

On 16 November 2017, LBl and Commerzbank settled all outstanding disputes between the parties
resulting in the final rejection of EUR 42.8 million in disputed Art. 113 claims. The remaining EUR
7.7 million in disputed claims that were finally rejected during the fourth quarter of 2017 follows

from settlements of four additional disputes and favourable rulings for the Company on two
money market cases.

2017 2017
Contingent Art. claims 1/10-31/12 1/7-30/9
Claims at the beginning of the period.......ovevninneeneeneceneennn. 31,587 31,587
FINAIlY reJECted ClaiMS.. .ttt ssseessse s sssesssss s sssse s ssse e sssessseses (9,595) 0
FiNally aCCePLEA ClAIMIS....ccuucriureeeeerieeeeeiseiieesse i sssesssessseessessssssssssesssss s ssssesssesssesssesssesssees 0 0
Contingent Art. 113 claims at the end of the period 21,992 31,587

In December 2017, the Company settled a case against two individuals which resulted in the final
rejection of EUR 9.6 million in contingent Art. 113 claims. The resolution of all remaining contingent

claims now depends on the extent to which further payments are made by the Heritable Bank
estate towards general accepted claims (see Note 14).

H. Reserves for disputed and contingent Art. 113 claims pursuant to the Composition
Agreement

Reserves for Disputed Art. 113 claims Convertible Conv. notes BMP Total
notes redemption reserves
Reserves 30.9.2017 ......cnerirninnnns . 14,938 21,900 2,381 39,219
Partially accepted claims ......ccoveveeneeneeneeneeeserseennens 0 0 0 0
Redemption payments .... (1,981) 1,981 0 0
Reversed to LBl ......cececceecsmeceesesennns (3,520) (5.194) (48) (8,761)
Reserves 31.12.2017 ...ovevvecerecrenens 9,438 18,687 2,333 30,457

The settlement with Commerzbank referred to in Note 15 and Note 20 resulted in the release from
escrow and return to LBl of EUR 7.5 million in reserves, comprised of EUR 3.0 million in Convertible
Notes and EUR 4.5 million in Convertible Notes redemption payments during the fourth quarter of
2017. The reported income from these reversals are partially recorded in the income statement as
EUR 1.6 million increase in the value of other assets. The reporeted cash flow from these reversals
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excludes payment of an undisclosed amount to Commerzbank as part of the settlement of
oustanding claims.

The settlement of four additional disputes claims and favourable rulings on two court cases in
December resulted in EUR 477 thousand in Convertible Notes and EUR 731 thousand in
Convertible Notes redemption payments being reversed from escrow and returned to LBl during
the fourth quarter of 2017.

Reserves for Contingent Art. 113 claims Convertible Conv. notes DMP Total
notes redemption reserves
Reserves 1.1.2017 ...eereerneerineens 1,940 2,844 810 5,594
Redemption PAyMENtS ......coeereeserneesnessenseesenes (336) 336 0 0
REVEISEd 1O LB ...ceeeeeeeeeenriersesiseeesesssessssesssesaseees (553) (1,097) (24) (1,674)
Reserves 31.12.20717 ... nrcisssisssnssissnnnes 1,050 2,083 786 3,920

In December 2017, the Company settled a case against two individuals which resulted in the final
rejection of EUR 9.6 million in contingent claims.

The settlement of the case against the two individuals referred to in Note 20 resulted in reserves
of EUR 553 thousand in Convertible Notes and EUR 1.1 million in Convertible Note redemption
payments being released from escrow and returned to LBl during the fourth quarter of 2017.

Disputed priority claims

31/12/2017 30/09/2017
Disputed Priority claims at the beginning of the year.........nnens 68,578 68,775

New filed Priority claims during the period 0 0
Finally rejected Priority claims......... (19) 0
Finally accepted Priority claims........cccevvevunen. 0 0
[y o [T =] Lol TR 290 (197)

Disputed Priority claims at the end of the year 68,269 68,578

The settlement of the court cases against two individuals resulted in withdrawal of two small
priority claims of EUR 19 thousand in December.

As of 31 December 2017, the only remaining disputed priority claims are comprised of two Art.
111/set-off claims lodged by one individual in the amounts of EUR 11.9 million and GBP 50.0 million
(EUR 56.6 million).
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