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Report of the Board of Directors and the Managing Director

Lending and borrowings

Operating results and financial position

MCI is owned by the 74 municipalities in Iceland. Reykjavik city holds 17.5% share and is the only

shareholder with a total share above 10%.

In April, MCI paid out ISK 408 million in dividend to its shareholders which was equivalent to 50% of MCI´s

profit in 2012.  Any further changes in equity can be found in the financial statement.

Municipality Credit Iceland Plc. (MCI) is a statutory limited liability company owned by the Icelandic

municipalities. MCI is a financial institution, and operates pursuant to Act No. 161/2002 on Financial

undertakings; cf. The Companies Act No. 2/1995 and is supervised by the Icelandic Financial Supervisor.

MCI´s main function is to secure favorable funding to the municipalities and related organisations and

enterprises.  MCI is by law only allowed to fund municipal projects that are of general economic interest.

Disbursed long term loans throughout the period amounted to ISK 7,311 million compared to ISK 3,765

million for the same period last year.  

Municipality Credit Iceland (MCI) has never suffered a loan loss since it commenced operations in 1967

and does not make provisions for estimated loan losses in its books. MCI takes pledge in the

municipalities revenues as a collateral for loans and guarantees. At year end 99% of MCI´s outstanding

loans, to municipalities and companies owned by them, had such pledge. At the date of signing these

interim financial statements, there were no outstanding arrears.

Bonds amounting to ISK total value of 5,436 million were issued during the period to fund lending. The

bonds are listed on the Iceland Stock Exchange. During the period MCI held an exchange auction in which

the owners of LSS 08 1 could exchange it for an equal value of LSS 34 at a predetermined exchange rate.

A nominal value of ISK 3,760 million of LSS 08 1 were exchanged for a nominal value of 4,838 million of

LSS 34.

In addition to that, certain municipalities prepaid loans in advance to the amount of ISK 162 million during

the period.

The CAD ratio, based on Basel II, was 64% and remained unchanged from year end 2012.

Total assets amounted to ISK 73,996 million at the end of the period, as compared to ISK 70,212 million at

year end 2012. Total outstanding loans amounted to ISK 65,530 at June 30 compared to ISK 60,542

million at year end 2012. Shareholder equity amounted to ISK 15,482 million compared to ISK 15,470

million at year end 2012 which is an increase of 0.1% during the period.   

The profit for the period amounted to ISK 420 million, as compared to ISK 430 million for the same period

last year.  
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Report of the Board of Directors & Managing Director cont.

MCI´s Governance

Statement

Svanfríður Inga Jónasdóttir

Elliði Vignisson

For the period there were 6 board meetings and 2 meetings in the auditing committee whereby the

majority of board members and members of the auditing committee were present in all meetings.

Managing director

Óttar Guðjónsson

Helga Benediktsdóttir

Kristinn Jónasson

Chairman

According to the board´s best knowledge it is our opinion that the condensed financial statements for the

period ended 30 June 2013 have been prepared in accordance with International Financial Reporting

Standards, IAS 34, as adopted by the EU and additional Icelandic disclosure requirements in Act No.

3/2006. According to our best knowledge it is our opinion that the financial statements give a true and fair

view of the financial performance of MCI as at June 30, 2013, its assets, liabilities and financial position for

the period January 1 to June 30, 2013.

Reykjavík, 22. August 2013

Magnús B. Jónsson

The Board of Directors of Municipality Credit Iceland and the Managing Director hereby confirm the

condensed interim financial statements for the period January 1 to June 30, 2013, by means of their

signatures.

MCI´s board of directors aim to maintain good corporate governance and to follow "Management

governance directions for public companies" published in 2008 by Iceland chamber of commerce, Nasdaq

OMX Iceland and SA-Confederation of Icelandic employers. In March 2013 The Center of Corporate

Governance provided MCI with a certification as Exemplary company in corporate governance. The board

has implemented governance guidance whereby it´s sphere of authority and specific projects are defined.

This guidance includes directions for meeting summons, decisions´ legality, structure of meetings,

incompetence reasons and conflict of interests, sphere of activity towards general manager amongst other

things. The boards corporate governance guidance can be found on www.lanasjodur.is. MCI´s board of

directors decides upon pay for the general manager and auditor and then meets the auditing committee

on a regular basis. The auditing committee was appointed by the board to monitor accounting, risk

management and internal control.

MCI has received two subpoenas due to conflicts of loans in foreign currency. MCI has delivered its legal

arguments and a verdict can be expected before year end, at least for one of the two cases. MCI has

previously claimed that the fund does not doubt the legality of its loans in foreign currencies and recent

court judgments have supported that opinion. MCI and its lawyers are of the opinion that there is no

reason to change the assumption that MCIs loans are in compliance with law.
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Independent Auditor's Report

To the Board of Directors and Shareholders of Municipality Credit Iceland Plc.

Reykjavík, 22. August 2013

KPMG ehf.

Hrafnhildur Helgadóttir

We have reviewed the accompanying condensed statement of financial position of MCI as at June 30, 2013 and

the related condenced statement of comprehensive income, changes in equity and cash flows for the six month

period then ended and a summary of significant accounting policies and other explanatory information.

Management is responsible for the preparation and fair presentation of this condenced interim financial

information in accordance with IAS 34 “Interim Financial Reporting”. Our responsibility is to express a conclusion

on this condenced interim financial information based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements 2410 Review of

Interim Financial Information Performed by the Independent Auditor of the Entity . A review of interim financial

information consists of making inquiries, primarily of persons responsible for financial and accounting matters, and

applying analytical and other review procedures. A review is substantially less in scope than an audit conducted in

accordance with International Standards on Auditing and consequently does not enable us to obtain assurance

that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do not

express an audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying 

condenced interim financial information is not prepared, in all material respects, in accordance with IAS 34 “Interim 

Financial Reporting”.
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Income Statement and statement of comprehensive income

                                                             

Notes 2013 2012

Interest income ........................................................................... 2.649.360.717 3.159.456.144 

Interest expenses ........................................................................  (2.114.885.824)  (2.651.093.588)

Net interest income 5 534.474.893 508.362.556 

Net gain on financial assets designated at FV through P&L ....... 6 2.903.991 1.997.065 

Net foreign exchange gain  ......................................................... 7  (53.841.197)  (6.276.443)

Other operating income  (50.937.206)  (4.279.378)

Net operating income 483.537.687 504.083.178 

Salaries and related expenses .................................................... 8 27.301.270 27.389.721 

Cost of bond issuance ................................................................ 9 22.823.672 13.183.999 

The Debtors' Ombudsman .......................................................... 10  (18.513.309) 0 

FSA's annual fee and monitoring fee .......................................... 4.746.000 5.022.000 

Other operating expenses ........................................................... 11 27.063.884 27.410.799 

Depreciation ................................................................................ 18 597.814 597.814 

Operating expenses 64.019.331 73.604.333 

Profit for the period and comprehensive income 419.518.356 430.478.845 

Earnings per share

Basic and diluted earnings per share .......................................... 12 0,08 0,09 

Six months ended 30 June
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Balance Sheet 

Notes 30.6.2013 31.12.2012

Assets

Cash and balances with the Central bank ................................... 13 3.285.252.174 5.473.122.439 

Amounts due from credit institutions ........................................... 14 5.023.241.388 4.041.633.305 

Loans .......................................................................................... 15 65.530.181.294 60.512.044.029 

Short term loans .......................................................................... 16 0 30.097.500 

Financial assets designated at fair value through profit or loss .. 17 108.786.769 105.882.778 

Property, plant and equipment .................................................... 18 48.422.910 49.020.724 

Other assets ................................................................................ 155.458 676.078 
Total assets 73.996.039.993 70.212.476.853 

Liabilities

Debt securities in issue ............................................................... 19 48.280.576.568 43.661.299.977 

Other borrowed funds ................................................................. 20 9.605.162.052 10.664.537.709 

Short term borrowings ................................................................. 21 490.192.172 359.199.348 

Pension obligations ..................................................................... 23 52.600.403 52.861.269 

Other liabilities ............................................................................. 22 85.986.669 4.574.777 

Total liabilities 58.514.517.864 54.742.473.080 

Equity

Share capital ............................................................................... 5.000.000.000 5.000.000.000 

Statutory reserve ......................................................................... 1.250.000.000 1.250.000.000 

Retained earnings ....................................................................... 9.231.522.129 9.220.003.773 

Total equity 24 15.481.522.129 15.470.003.773 

Total liabilities and equity 73.996.039.993 70.212.476.853 

Balance as at
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Statement of Changes in Equity 

Statutory Retained

Share capital reserves earnings Total

Changes in equity 2012

Equity at 1.1.2012 .......................... 5.000.000.000 1.250.000.000 8.879.110.874 15.129.110.874 

Dividend paid out to shareholders .  (475.500.000)  (475.500.000)

Profit, January - June 2012 ............ 430.478.845 430.478.845 

Equity as at 30.6.2012 ................... 5.000.000.000 1.250.000.000 8.834.089.719 15.084.089.719 

Profit, July - December 2012 ......... 385.914.054 385.914.054 

Equity as at 31.12.2012 ................. 5.000.000.000 1.250.000.000 9.220.003.773 15.470.003.773 

Changes in equity 2013

Equity at 1.1.2013 .......................... 5.000.000.000 1.250.000.000 9.220.003.773 15.470.003.773 

Dividend paid out to shareholders .  (408.000.000)  (408.000.000)

Profit, January - June 2013 ............ 419.518.356 419.518.356 

Equity as at 30.6.2013 ................... 5.000.000.000 1.250.000.000 9.231.522.129 15.481.522.129 
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Statement of Cash Flows

Notes 1.1.- 30.6.2013 1.1.- 30.6.2012

Cash flows from operating activities

Profit for the period ......................................................................... 419.518.356 430.478.845 

Items not affecting cash:

Net interest income deducted .........................................................  (534.474.893)  (508.362.556)

Indexation, exchange rate difference and accrued interests .......... 276.728.060 183.722.764 

Depreciation ................................................................................... 18 597.815 597.814 

 (257.149.018)  (324.041.978)

Changes in operating assets

Loans provided to customers .........................................................  (7.311.372.045)  (3.765.232.000)

Loans collected from customers ..................................................... 2.985.241.915 4.084.801.383 

Financial assets designated at FV through P&L, increase .............  (2.903.991)  (1.731.962)

Short term loans provided to customers, decrease  ....................... 30.000.000 190.000.000 

Short term loans , borrowings, increase (decrease) ....................... 130.854.800  (539.410.500)

Pension obligations, decrease ........................................................ 23  (260.866)  (188.061)

Other assets, decrease .................................................................. 520.620 489.556 

Other liabilities, increase  ............................................................... 81.411.892 98.681.168 

Interest received ............................................................................. 1.386.954.024 1.323.699.751 

Interest paid ....................................................................................  (1.238.443.661)  (1.171.678.859)

 (3.937.997.312) 219.430.476 

Net cash from operating activities  (3.775.627.974) 325.867.343 

Cash flows from financing activities

Borrowings ...................................................................................... 5.436.201.719 2.903.664.236 

Borrowings repaid ...........................................................................  (2.455.698.041)  (5.080.707.906)

Dividend to shareholders ................................................................  (408.000.000)  (475.500.000)

2.572.503.678  (2.652.543.670)

Net decrease in cash and cash equivalents  (1.203.124.296)  (2.326.676.327)

Currency effects on cash and cash equivalents .............................  (3.137.885)  (32.430.028)

Cash and cash equivalents at the beginning of year ...................... 9.514.755.744 11.123.908.908 

Cash and cash equivalents at the end of period ............................ 8.308.493.563 8.764.802.553 

Cash and cash equivalents, split

Cash and balances with the Central bank ...................................... 3.285.252.174 8.689.278.992 

Amounts due from credit institutions .............................................. 5.023.241.388 75.523.561 

8.308.493.562 8.764.802.553 

Six months ended 30 June
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Notes

1. General information

2.  Basis of preparation

3. Summary of significant accounting policies

4. Financial risk management

Municipality Credit Iceland Plc. (MCI) is a statutory limited liability company owned by the Icelandic municipalities. MCI is

a financial institution, and operates pursuant to Act No. 161/2002 on Financial undertakings; cf. The Companies Act No.

2/1995 and is supervised by the Icelandic Financial Supervisor. MCI´s main function is to secure favorable funding to the

municipalities and related organisations and enterprises. MCI is by law only allowed to fund municipal projects that are of

general economic interest.

MCI is incorporated and domiciled in Iceland. The address of its registered office is as follows: Borgartún 30, Reykjavík.  

The Condensed Interim Financial statements have been approved by the Board of Directors of Municipality Credit

Iceland on August 22nd 2013.  

Through MCI's activities it is exposed to a variety of financial risks and those activities involve the analysis, evaluation,

acceptance and management to some degree of risk or combination of risks. Effective risk management includes

analysis of main risk factors, risk measurement, processes to limit risk and continous supervision. MCI´s aim is therefore

to identify MCI´s main risk factors, implement processes to monitor them, assess them regularly, maintain supervision

and rules in order to keep the risk factors within predefined risk limits.

The same principal accounting policies have been applied for these Interim Financial Statements as for the Financial

Statements of the year 2012.

The Board of Directors determines MCI's risk management policy and is responsible towards the owners for it´s uphold.

The Managing Director is responsible to the Board of Directors and proposes new policies and if appropriate, risk limits

and is responsible for the monitoring of the major risk factors. MCI has been granted an exemption from operating an

internal auditing department in accordance with guidelines from the Financial Services Authority nr. 2/2011. The

guidelines spell out how an internal audit shall be conducted and that the main role of an internal audit is to oversee the

operations to ensure that rules are being followed in accordance with the boards decisions. MCI´s board contracts the

annual internal audit of MCI in accordance with the Financial Services Authority´s rules. The internal audit has been

conducted by Deloitte ehf. since 2005.

MCI is an intermediary for the Icelandic municipalities and their organisations and enterprises to the domestic and foreign

financial markets. The main objective is to secure funding on favourable terms. Credit risk is the greatest single risk

faced by the company, however liquidity risk, counterparty risk and operational risk are also important to MCI. Market

risk is kept at it´s minimum even though it is present in terms of interest and currency risk.

The Interim Financial Statements have been prepared in accordance with International Financial Reporting Standards

(IFRS), IAS 34 "Interim Financial Reporting", as adopted by the European Union (EU). The Interim financial statements

do not include all the detailed information as required in the annual financial statements and should therefore be read in

relation to the financial statements of 2012. The 2012 Financial Statements can be found at MCI´s offices or their

website at http://www.lanasjodur.is as well as on NASDAQ OMX Iceland hf.´s website www.omxnordicexchange.com.

The Interim Financial Statements are presented in Icelandic krona (ISK) which is MCI´s functional and presentational

currency.

MCI has issued bonds which are listed at the OMX Nordic Exchange and MCI has market maker agreements in place for

a part of them.

The condensed interim financial statements have been reviewed but not audited by MCI´s auditors.

10 MCI Interim Financial Statements 30.6.2013



4.1 Credit risk

4.1.1 Contractual risk

4.1.2 Counterparty risk

30.6.2013 30.6.2012

3.285 5.473 

5.023 4.042 

65.530 60.542 

109 106 

0 1 

73.948 70.163 

According to the Local Government Act No. 138/2011, municipalities may pledge their revenues as security for loans

granted by MCI and for guarantees it provides, but for no other loans or guarantees. When granting loans it is the policy

of MCI that such security should be provided for by the municipality in question. At year end, 99.9% of MCI´s loans to

municipalities and companies owned by them had such a pledge. Income derived from the State Treasury and Ministry of

Social Affairs serves as secure collateral for MCI. 

The following table shows MCI´s maximum Counterparty Risk at 30.6.2012 and 31.12.2012. Assets as they appear in

the Balance Sheet are net assets.

Exposure to credit risk arises from MCI´s loans to Icelandic municipalities and the State Treasury. MCI solely grants

loans to municipalities, their organisations and enterprises. The condition for the provision of credit to municipality-owned

enterprises and organisations is that such enterprises and organisations must be wholly owned by municipalities or jointly

owned by municipalities and the State Treasury, with both acting as guarantors to the Company for respective loans.

The managing director is responsible for MCI´s counterparty risk monitoring. Exposure to counterparty risk is regularly

reviewed and managed through analysis and evaluation of loans and defaults. MCI did not apply its pledge in the first six

months of 2013.

The municipalities are now a total of 74, their number has decreased over the last years which has led to a stronger

financial position towards MCI. At year-end MCI had loans outstanding to 56 municipalities. The Local Government Act is

a solid legal frame for the municipalities to operate under. The Icelandic municipalities can technically not become

bankrupt as it is stated in the Local Government Act that the State secures the financial solvency of a municipality. The

municipalities have been reliable borrowers and there has not been a loan loss since MCI commenced operations in

1967. MCI does therefore not make provisions for loan losses in its books. 

When loan applications are reviewed, the borrower has to fulfill all of the legal requirements for receiving a loan as well

as the project being of general economic interest. A thorough valuation on the financial position and development of the

borrowers and their guarantors is performed. All loan applications are introduced to the board of directors, either for

their approval or as an introduction in line with MCI´s credit rules which are summarized on MCI´s web site.

Maximum Credit exposure

At the end of the period MCI had 3 borrowers which were defined as large exposures. Large exposures are defined as

exposures that exceed 10% of MCI´s equity according to rule nr. 216/2007 by the FSA. Ten of the largest borrowers are

liable for 61% of the total loans.  According to law, no single exposure may exceed 25% of MCI´s equity.  

MCI is owned by the Icelandic municipalities and only lends to municipalities and companies owned by municipalities or

municipalities and the State. Municipalities may pledge their revenues as security for loans and guarantess granted by

MCI and MCI takes such a pledge for loans that it granted loans. Therefore MCI´s contractual commitments are

guaranteed by municipalities and the risk is therefore limited to bankruptcy of a municpality or if they will seek moratorium

or composition. Counterparty risk excluding the credit risk is limited to the State Treasury and entities with guarantees

from the State Treasury as well as domestic financial institutions which have a license from the Financial Services

Authority. Risk related to a foreign financial institution shall be approved by the board of directors.  

Counterparty risk position due to balance sheet assets in ISK million:

Other assets ...............................................................................................................................

Loans to municipalities and their companies ..............................................................................

Bonds ..........................................................................................................................................

Total counterparty risk

Cash and deposits with Central bank .........................................................................................

Amounts due from credit institutions ..........................................................................................
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4.2 Liquidity Risk

Balance 30.06.2013 in ISK million 0-1 1 to 3 3 to 12 1 to 5 Over 5

months months months years years Total

8.308 0 0 0 0 8.308 

109 0 0 0 0 109 

189 3.033 5.522 31.701 41.054 81.499 

Total financial assets 8.606 3.033 5.522 31.701 41.054 89.916 

Financial liabilities

118 2.260 4.354 25.991 38.780 71.503 

Total financial liabilities 118 2.260 4.354 25.991 38.780 71.503 

Net, assets - liabilities 8.488 773 1.168 5.710 2.274 18.413 

Balance 31.12.2012 in ISK million 0-1 1 to 3 3 to 12 1 to 5 Over 5

months months months years years Total

9.515 0 0 0 0 9.515 

106 0 0 0 0 106 

16 2.910 5.510 29.789 36.788 75.013 

Total financial assets 9.637 2.910 5.510 29.789 36.788 84.634 

Financial liabilities

380 2.807 3.490 24.455 33.837 64.969 

Total financial liabilities 380 2.807 3.490 24.455 33.837 64.969 

Net, assets - liabilities 9.257 103 2.020 5.334 2.951 19.665 

Financial assets, fair value, P&L ..................

Borrowed funds and bonds issued ..............

Financial assets

Financial assets, fair value, P&L ..................

Loans ...........................................................

Financial assets

Cash and deposits .......................................

Loans ...........................................................

Liquidity risk is the risk that MCI will encounter difficulty in meeting contractual payment obligations associated with its

financial liabilities. MCI formulates liquidity management policies regarding its liquidity position and funding, to maintain

the flexibility needed. The principal rule is to finish the funding process of a loan before granting a loan commitment. Part

of the equity resources is managed short term to ensure a constant access to liquid capital and to maintain flexibility.

MCI monitors maturities on the financial instruments in order to secure that it can pay all liabilities on due dates. MCI

always has to have enough liquidity to be able to meet predictable and unpredictable obligations. The following tables

present the future cash flow for financial instruments. The presentation has been changed and now includes contractual

interest payments and comparative figures have been adjusted accordingly.

Cash and deposits .......................................

Borrowed funds and bonds issued ..............
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4.2 Liquidity Risk, cont.

Financial instruments - Repayment profile split by currency in ISK million 30.06.2013.

CPI linked Other

ISK ISK EUR USD JPY currencies Total

3.937 8.461 559 62 12 3 13.034 

7.211 83 1.113 124 23 7 8.561 

6.925 80 1.108 123 23 7 8.266 

6.659 76 1.492 318 23 7 8.575 

6.305 72 746 18 22 7 7.170 

40.236 334 3.336 240 63 101 44.310 

Total financial assets 71.273 9.106 8.354 885 166 132 89.916 

Financial liabilities

2.599 0 566 55 0 0 3.220 

5.447 0 1.129 108 0 0 6.684 

5.397 0 1.123 108 0 0 6.628 

5.346 0 1.507 303 0 0 7.156 

5.294 0 757 1 0 0 6.052 

38.417 0 3.198 148 0 0 41.763 

Total financial liabilities 62.500 0 8.280 723 0 0 71.503 

Net assets-liabilities 8.773 9.106 74 162 166 132 18.413 

Financial instruments - Repayment profile split by currency in ISK million 31.12.2012.

CPI linked Other

ISK ISK EUR USD JPY currencies Total

6.961 9.642 1.293 129 25 7 18.057 

6.538 0 1.143 129 28 7 7.845 

6.264 0 1.137 128 27 8 7.564 

6.004 0 1.542 332 27 8 7.913 

5.658 0 755 19 27 7 6.466 

32.851 0 3.502 251 76 109 36.789 

Total financial assets 64.276 9.642 9.372 988 210 146 84.634 

Financial liabilities

5.040 360 1.165 113 0 0 6.678 

4.873 0 1.190 113 0 0 6.176 

4.816 0 1.184 112 0 0 6.112 

4.759 0 1.588 317 0 0 6.664 

4.703 0 798 1 0 0 5.502 

30.313 0 3.370 154 0 0 33.837 

Total financial liabilities 54.504 360 9.295 810 0 0 64.969 

Net assets-liabilities 9.772 9.282 77 178 210 146 19.665 

Year 2013 .................................

Year 2015 .................................

Year 2016 .................................

Year 2017 .................................

Over 5 years .............................

Year 2013 .................................

Year 2014 .................................

Year 2015 .................................

Year 2016 .................................

Year 2014 .................................

Year 2015 .................................

Year 2017 .................................

Over 5 years .............................

Year 2014 .................................

Year 2015 .................................

Financial assets

Year 2016 .................................

Year 2017 .................................

Over 5 years .............................

Financial assets

Year 2017 .................................

Over 5 years .............................

Year 2013 .................................

Year 2016 .................................

Year 2013 .................................

Year 2014 .................................
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4.3 Interest rate risk

Financial assets 0-1 years 1-5 years 5-10 years Over 10 y. Total

5.904 19.102 20.811 9.900 55.717 

8.923 0 0 0 8.923 

8.155 0 0 0 8.155 

864 0 0 0 864 

161 0 0 0 161 

111 0 0 0 111 

16 0 0 0 16 

24.134 19.102 20.811 9.900 73.947 

4.269 15.191 19.062 10.556 49.078 

490 0 0 0 490 

8.099 0 0 0 8.099 

709 0 0 0 709 

13.567 15.191 19.062 10.556 58.376 

Net assets - liabilities 10.567 3.911 1.749  (656) 15.571 

Financial assets 0-1 years 1-5 years 5-10 years Over 10 y. Total

9.415 14.644 17.676 8.303 50.038 

9.642 0 0 0 9.642 

9.170 0 0 0 9.170 

966 0 0 0 966 

206 0 0 0 206 

123 0 0 0 123 

18 0 0 0 18 

29.540 14.644 17.676 8.303 70.163 

4.019 13.942 17.628 8.829 44.418 

359 0 0 0 359 

9.112 0 0 0 9.112 

796 0 0 0 796 

14.286 13.942 17.628 8.829 54.685 

Net assets - liabilities 15.254 702 48  (526) 15.478 

MCI´s aim with regards to interest risk rate is to balance the repayment profile of both assets and liabilities as well as to

balance the fixed and variable interest rates. In general, loans are provided on the same terms as their financing with

regards to life time of the loan, repayment profile, interest rates, interest periods as well as refixing interest clause. Part

of the loans are funded with MCI´s equity with variable interest rates which the fund can amend unilaterally.

ISK ...................................................................................

ISK-CPI linked .................................................................

Financial liabilities

EUR .................................................................................

USD .................................................................................

CHF .................................................................................

ISK-CPI linked .................................................................

ISK ...................................................................................

Financial assets and liabilities, classified by interest repricing time, in ISK million as at 30.06.2013.

CHF .................................................................................

USD .................................................................................

JPY ..................................................................................

ISK ...................................................................................

GBP .................................................................................

Total financial assets

Financial liabilities

USD .................................................................................

ISK-CPI linked .................................................................

Financial assets and liabilities, classified by interest repricing time, in ISK million as at 31.12.2012.

Total financial assets

ISK ...................................................................................

ISK-CPI linked .................................................................

EUR .................................................................................

EUR .................................................................................

USD .................................................................................

JPY ..................................................................................

Total financial liabilities

GBP .................................................................................

EUR .................................................................................

Total financial liabilities
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4.3 Interest rate risk, cont.

30.6.2013 31.12.2012

100 110 74 

100  (23)  (3)

100  (1)  (1)

Total 86 70

30.6.2013 31.12.2012

55.717 50.037 
49.078 44.418 

Net CPI linked position 6.639 5.619 

4.4 Currency risk

Other 

EUR USD JPY currency Total

1 0 0 0 1 

8.154 864 161 127 9.306 

Total financial assets 8.155 864 161 127 9.307 

8.099 709 0 0 8.808 

Total financial liabilities 8.099 709 0 0 8.808 

Net, assets-liabilities 56 155 161 127 499 

Other 

EUR USD JPY currency Total

8 0 0 0 8 

9.162 966 206 141 10.475 

Total financial assets 9.170 966 206 141 10.483 

9.112 796 0 0 9.908 

Total financial liabilities 9.112 796 0 0 9.908 

Net, assets-liabilities 58 170 206 141 575 

Cash and deposits ...........................................................

Loans ...............................................................................

Financial liabilities

Borrowed funds ...............................................................

Interest sensitivity 

Financial assets

Financial assets and liabilities in ISK million as at 30.06.2013

Financial assets

Cash and deposits ...........................................................

Loans ...............................................................................

Financial liabilities

Borrowed funds ...............................................................

Financial assets and liabilities in ISK million as at 31.12.2012

It is MCI´s policy to keep the currency balance in line with the Central banks rules and within those to as large an extent

as possible, reflecting the proportion of foreign assets on its balance sheet.

CPI link effects

CPI linked assets ........................................................................................................................
CPI linked liabilities .....................................................................................................................

Parallel upwards shift on interest 

curve (bps) Profit (loss)

ISK - CPI linked ...................................................................................

ISK  ......................................................................................................

Foreign currencies ..............................................................................

Interest sensitivity analysis with the assumption of average lifetime shows that 1 percentage interest increase would

increase net interest revenue by ISK 86 million or 0,55% of MCI´s equity. The table below shows the effects of interest

rate increase split down to asset and liability groups according to repricing time in ISK million.
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4.5 Operational risk

4.6 Employee risk

4.7 Legal risk

4.8 Equity management

The aim with equity management is that MCI has always enough equity to counterbalance against MCI´s underlying risk

factors.  

MCI´s equity consists of share capital, statutory reserves and retained earnings (Tier 1). 

Minimal equity according to paragraph 84 in Act no. 161/2002 is 8% on risk weighted assets. MCI calculates and

publishes it´s equity ratio based on Basel II. Basel II is split into 2 pillars, Pillar 1 and Pillar 2. In Pillar 1 the risk factors

are split into three risk categories, credit risk, market risk and operational risk. MCI applies standardised approach when

it comes to calculating credit risk and market risk, but basic indicator approach when it comes to operational risk.

Pillar 2 focuses on further implementation on MCI´s self assessment and equity ratio measurement which then founds

the basis for it´s ICAAP assessment. In 2012 MCI assessed it´s equity requirement with the ICAAP process and

returned a report thereon to the FSA. The MCI´s equity assessment, with the ICAAP analysis, is a key element in MCI's

equity and risk management.

MCI has three employees, Managing director, Credit manager and Treasury manager. In addition to that the fund has

outsourced various administrative services to The Association of Local Authorities in Iceland which will be continued.

MCI operates pursuant to Act no. 150/2006 on the incorporation of Municipality Credit Iceland as a statutory limited

liability company, Act no.161/2002 on financial undertakings and the companies Act no. 2/1995. MCI can not take

responsibility on changes in law, court rulings or government decisions. MCI has gone through Supreme Courts rulings,

with regards to loans in foreign currencies, where they have been judged as illegal. MCI has also gone through Supreme

Courts rulings where loans in foreign currency have been judged as legal. It is MCI´s opinion, in consultation with its

lawyers, that generally there is no reason to believe that MCI´s loans in foreign currency contradict Act. no 38/2001 on

interest and indexation. 

Regarding operational risk, MCI aims to have written and clear policies for all major business processes and standardise

it´s loan agreements. It has also been a policy to outsource administrative services in order to minimise risk by

distributing operations. As the operation of MCI can be characterised as relatively simple with the clients both being

homogeneous and limited, the operational risk is limited.  
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Notes

5. Net interest income 1.1.-30.06.2013 1.1.-30.06.2012

Interest income and indexation

2.393.224.678 2.986.084.450 

256.136.039 173.371.694 

2.649.360.717 3.159.456.144 

Interest expense and indexation

2.114.885.824 2.651.093.588 

6. Net gain on financial instruments designated at fair value through profit or loss

1.1.-30.06.2013 1.1.-30.06.2012

2.903.991 1.096.026 

7. Net foreign exchange gains 1.1.-30.06.2013 1.1.-30.06.2012

 (559.034.633) 41.778.080 

502.055.551  (48.056.099)

3.137.885 1.576 

 (53.841.197)  (6.276.443)

8. Salaries and salary related expenses

1.1.-30.06.2013 1.1.-30.06.2012

22.631.326 22.545.015 

2.375.114 2.361.092 

2.294.830 2.483.614 

27.301.270 27.389.721 

9.247.644 9.077.335

Board of directors:

656.116 538.730

437.409 359.152

437.409 359.152

437.409 359.152

437.409 181.623

60.541 0

0 177.529

2.466.293 1.975.338

Elliði Vignisson ...........................................................................................

Hilmar Sigurðsson ......................................................................................

Loans .........................................................................................................

Cash and short term funds .........................................................................

Salaries ......................................................................................................

Óttar Guðjónsson, managing director ........................................................

Related expenses .......................................................................................

Loans .........................................................................................................

Borrowings .................................................................................................

Pension obligations ....................................................................................

Amounts due from credit institutions ..........................................................

At the end of the period there were three employees working for MCI. MCI has entered into a service agreement with

the Icelandic Association of Local Authorities regarding the purchase of administrative services and such expense is

recorded under the other operational expenses item.

Debt securities in issue and other borrowed funds ....................................

Money market securities ............................................................................

Kristinn Jónasson .......................................................................................

Helga Benediktsdóttir .................................................................................

Svanfríður Inga Jónasdóttir ........................................................................

Magnús B. Jónsson, chairman ...................................................................

Bryndís Gunnlaugsdóttir .............................................................................
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9. Bond issuing costs 1.1.-30.06.2013 1.1.-30.06.2012

17.750.000 6.878.452 

1.909.235 2.452.784 

3.164.437 3.852.763 

22.823.672 13.183.999 

10. The Debtors' Ombudsman

11. Other operating expenses 1.1.-30.06.2013 1.1.-30.06.2012

7.751.560 10.881.341 

7.584.834 7.313.928 

2.779.832 2.257.906 

2.810.707 1.868.288 

1.674.139 1.708.563 

1.924.116 1.538.275 

594.188 397.225 

114.736 183.833 

1.829.772 1.261.440 

27.063.884 27.410.799 

12. Earnings per share 1.1.-30.06.2013 1.1.-30.06.2012

419.518.356 430.478.845 

5.000.000.000 5.000.000.000 

0,08 0,09 

13. Cash and balances with the Central bank 30.06.2013 31.12.2012

1.281.418.841 757.009.300 

2.003.833.333 4.716.113.139 
3.285.252.174 5.473.122.439 

Other operating expenses ..........................................................................

Professional fees ........................................................................................

Computer and software ..............................................................................

Office equipment ........................................................................................

Contract with the Icelandic Association of Local Authorities ......................

Travelling expenses ...................................................................................

Auditor´s fees .............................................................................................

Deposit certificates with the Central bank ..................................................

Market makers ...........................................................................................

Non mandatory deposits with the Central bank ..........................................

Reception ...................................................................................................

Cash and balances within the Central bank as well as amounts due from credit institutions constitute cash and cash

equivalents at June 30 as stated in the Cash Flow, amounted to 8,308 million.

MCI received invoices from The Debtor´s Ombudsman where they were charging MCI for a part of its cost of

operations in 2010 and 2011. That charge was based on Act no. 100/2010. MCI protested against this charge and

appealed the case to court of law, where MCI asked for a repayment. On May 14th MCI and the government signed

an agreement whereby the government accepted that the charged cost was in fact a service fee in which MCI should

not participate. As a consequence MCI got repaid the full cost along with associated interest and legal costs. The

Icelandic parliament passed a specific law last year, Act. no.166/2011, regarding which entities should bear cost of

the Debtor´s Ombudsman operation whereby MCI was specifically exempted from any part of that cost.  

Housing expenses ......................................................................................

Weighted average number of ordinary shares in issue ..............................

Earnings per share .....................................................................................

Annual fees related to bond issuance ........................................................

Bond issuance fees ....................................................................................

Profit attributable to equity holders of the company ...................................
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14.  Amounts due from credit institutions 30.06.2013 31.12.2012

1.949.398 16.698.513 

5.021.291.990 4.024.934.792 

5.023.241.388 4.041.633.305 

15.  Loans and receivables 30.06.2013 31.12.2012

9.305.523.217 10.474.762.145 

55.717.459.466 50.037.281.884 

507.198.611 0 

65.530.181.294 60.512.044.029 

16. Short term loans 30.06.2013 31.12.2012

30.097.500

17.  Financial assets designated at fair value 30.06.2013 31.12.2012

108.786.769 105.882.778 

18. Property, plant and equipment

30.6.2013 31.12.2012

49.020.724 50.216.352 

 (597.814)  (1.195.628)

48.422.910 49.020.724 

Net book amount is specified as:

59.781.372 59.781.372 

 (11.358.462)  (10.760.648)

48.422.910 49.020.724 

Non - CPI linked loans ................................................................................

Money market loans ...................................................................................

International currency loans .......................................................................

0Short term loans - non CPI linked ..............................................................

MCI took provision against a bond, issued by SPRON, of the amount of 113 million in 2009. A claim of 144 million

was lodged against SPRON´s Winding-Up Board on January 21st 2010. According to SPRON´s claim list, dated on

the 10th of March 2010, a confirmed claim was 135 million.  SPRON´s receivership estimates around 5% recovery.

Bank accounts ............................................................................................

Money market deposits ..............................................................................

CPI linked loans .........................................................................................

Net book amount at the beginning of year .................................................

Depcreciation during the period .................................................................

Amounts due from credit institutions ..........................................................

MCI had outstanding derivatives constracts with Glitnir bank hf. which went into receivership in November 2008. As a

consequence no payments were exchanged after that date between MCI and Glitnir bank hf. in relation to the before

mentioned contracts. MCI´s net claim on Glitnir bank amounted to ISK 1,472 million at year end 2008. Due to

uncertainty of payments regarding the contracts, the claim was written down to 0 in MCI´s annual statement for 2008

and is still 0. In November 2009 a claim of ISK 5,631 million was lodged against Glitnir bank recievership within the

given time frame. The two parties have not yet come to a conclusion with regards to the claim´s amount and as of

today it seems likely that it will be to the Icelandic courts of law to decide.

Net book amount at the end of period ........................................................

Historical cost .............................................................................................

Accumulated depreciation ..........................................................................

Net book amount ........................................................................................

Real estate evaluation at year end 2012 amounted to ISK 46.9 million and assessed value for fire insurance

amounted to ISK 76.0 million. At year end 2011 the real estate evaluations amounted to 44.5 million and assessed

value for fire insurance amounted to 71.1 million.
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19. Debt securities in issue

2013 2012 30.06.2013 31.12.2012

5,00% 5,00% 18.692.659

5,17% 5,17% 653.267.804

4,08% 4,08% 1.387.963.970

4,30% 4,30% 5.866.819.200

4,79% 4,91% 27.136.814.467

4,02% 3,30% 1.471.247.083

5,29% 5,25% 7.126.494.794
43.661.299.977 

* Average interest rate is calculated in accordance with the effective interest rate method.

20. Other borrowings

2013 2012 30.06.2013 31.12.2012

0,22% 0,22% 9.111.796.975

0,17% 0,17% 795.637.786

6,09% 6,09% 757.102.948

10.664.537.709 

21.  Short term borrowings 2013 2012 30.06.2013 31.12.2012

5,03% 5,20% 359.199.348

22. Other liabilities 30.06.2013 31.12.2012

81.600.000 0 

2.008.634 2.493.235 

2.378.035 2.081.542 

85.986.669 4.574.777 

23. Post-employment obligations

Post-employment obligations are specified as: 30.06.2013 31.12.2012

52.861.269 53.383.944 

 (260.866)  (428.621)

0  (94.054)

52.600.403 52.861.269 

8.098.515.063

709.023.173

797.623.816

9.605.162.052

LSS '05-2, notes due 2022 ..........................................

LSS 150224, notes due 2024 ......................................

5.305.910.953

28.412.981.874

Interest rate

Other liabilities total

Decrease during the period ........................................................................

48.280.576.568 

Creditors .....................................................................................................

Interest premium

2.634.086.220

LSS 150434, notes due 2034 ......................................

EUR loans (EURIBOR + margin) .................................

USD loans (LIBOR + margin) ......................................

LSS '04, notes due 2019 ..............................................

490.192.172

Paid during the period ................................................................................

Average

1.449.559.667

Unpaid salary related expenses .................................................................

9.850.672.174

ISK loans, non-CPI linked ............................................

Average

Other borrowings total

Debt securities in issue in total

Unpaid capital income share tax due to dividend payment ........................

Pension liability as at 1.1. ...........................................................................

MCI and other jointly administrated institutions are subject to pension obligations related to their employees, that have

and do participate in the B-department of the State Employees' Pension Fund. The calculations of an actuary has

been calculated for the pension obligations and recorded as debt in the balance sheet based on a 2,0% interest rate

and life expectancy rate according to 2007-2011 values. The benchmark of 65 years is used when it comes to

calculating the post-employment obligations.

ISK loans (CPI linked) ..................................................

Average

LSS '08 1,  notes due 2034 ..........................................

607.754.377

Interest rate*

19.611.303Unlisted securities, due 2013 .......................................

LSS '03, notes due 2018 ..............................................
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24. Equity

At the end of the period the total share capital was ISK 5.000 million. One vote is entitled to each nominal ISK.

30.06.2013 31.12.2012

Equity

5.000.000.000 5.000.000.000 

1.250.000.000 1.250.000.000 

9.231.522.129 9.220.003.773 
Equity in total 15.481.522.129 15.470.003.773 

Risk base

21.712.693.916 21.454.045.239 

499.586.000 588.961.000 

2.159.048.079 2.159.048.079 

Risk base in total 24.371.327.995 24.202.054.318 

Capital adequacy ratio

64% 64%

25. Related party  disclosures

30.06.2013 31.12.2012

34.636.543.873 34.476.464.717 

6.511.039.872 2.627.232.000 

(1.813.622.493) (5.495.203.393)
1.928.372.058 3.028.050.549 

41.262.333.310 34.636.543.873 

No provisions have been recognised in respect of loans given to related parties.

Transactions with related parties in 2013 are all in the normal course of MCI´s activities.

In 2012, MCI conducted ICAAP analysis and sent to the Financial Supervisory Authority. The fund´s equity

assessment, with the ICAAP analysis, is a key element in MCI's equity and risk management. 

Share Capital ..............................................................................................

Statutory reserves ......................................................................................

Retained earnings ......................................................................................

Minimal equity according to paragraph 84 in Act no. 161/2002 is 8% on risk weighted assets. MCI calculates and

publishes it´s equity ratio based on Basel II. MCI applies standardised approach when it comes to calculating credit

risk and market risk, but basic indicator approach when it comes to operational risk. 

The capital adequacy ratio is determined as follows:

New loans to related parties........................................................................

Balance at the end of period.......................................................................

Other changes.............................................................................................

Balance at the beginning of year.................................................................

Loan payments to related parties................................................................

Related parties are defined as municipalities and companies, owned by them, which are related to members and

reserve members of MCI´s board of directors as well as municipalities and related companies who are among the 10

largest shareholders of MCI. This definition is based on IAS 24.  Information regarding related parties are as follows:

Credit risk ...................................................................................................

Market risk ..................................................................................................

Operational risk ..........................................................................................

Capital adequacy ratio ................................................................................
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26. Disbursed loans

Amount Habitants Amount Habitants

Municipality Mill. ISK 31.12.'12 Municipality Mill. ISK 31.12.'12

Kópavogsbær 8.642 31.726 Hrunamannahreppur 382 784

Hafnarfjarðarkaupstaður 7.189 26.808 Fjallabyggð 303 2.012

Sveitarfél. Árborg 4.077 7.826 Þingeyjarsveit 290 914

Fjarðabyggð 3.322 4.629 Djúpavogshreppur 290 452

Mosfellsbær 3.146 8.978 Húnaþing vestra 282 1.177

Akureyrarkaupstaður 2.914 17.966 Sveitarfél. Hornafjörður 242 2.166

Garðabær 2.799 13.872 Dalabyggð 236 665

Fljótsdalshérað 2.248 3.434 Mýrdalshreppur 218 462

Ísafjarðarbær 1.988 3.748 Skaftárhreppur 211 443

Sveitarfél. Skagafjörður 1.946 4.010 Langanesbyggð 194 523

Reykjanesbær 1.937 14.231 Sveitarfélagið Ölfus 178 1.900

Akraneskaupstaður 1.837 6.625 Breiðdalshreppur 164 180

Borgarbyggð 1.463 3.469 Eyjafjarðarsveit 145 1.012

Sandgerðisbær 1.350 1.581 Vopnafjarðarhreppur 145 687

Hveragerðisbær 992 2.291 Grímsnes- og Grafningshreppur 144 422

Stykkishólmsbær 981 1.112 Hörgársveit 106 566

Grundarfjarðarbær 822 905 Seltjarnarneskaupstaður 95 4.322

Reykjavíkurborg 807 119.764 Húnavatnshreppur 87 405

Norðurþing 761 2.864 Tálknafjarðarhreppur 65 293

Vesturbyggð 697 941 Reykhólahreppur 55 280

Blönduósbær 642 878 Hvalfjarðarsveit 34 610

Rangárþing ytra 634 1.518 Grýtubakkahreppur 25 360

Snæfellsbær 564 1722 Flóahreppur 24 639

Seyðisfjarðarkaupstaður 559 676 Súðavíkurhreppur 23 179

Bláskógabyggð 535 897 Strandabyggð 23 518

Dalvíkurbyggð 502 1864 Kaldrananeshreppur 17 100

Bolungarvíkurkaupstaður 486 918 Skeiða- og Gnúpverjahreppur 14 504

Rangárþing eystra 394 1.735 Borgarfjarðarhreppur 1 130

The table below shows the outstanding loans for each municipality borrower at the end of the period, amounting to a

total of ISK 58.227 million. In addition to that MCI has granted loans to companies held 100% by the municipalities

totalling  ISK 7.303 million.

MCI has received permission in writing from its borrowers whereby they approve of the publication of their total

borrowings from MCI. This is done in order to be able to publish the information in financial statements and investor

reports where total loans are split down by municipalities and companies owned by them. This permission was

sought in accordance with article 60 of Act no. 161/2002 on financial institutions.
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