INTERGOVERNMENTAL CONFERENCE ON THE
ACCESSION OF ICELAND TO THE EUROPEAN UNION

NEGOTIATING POSITION OF ICELAND
Chapter 9
Financial Services

Summary of the negotiating position

1. Chapter 9 on Financial Services is covered by tHeA EAgreement. Iceland
implements and applies EEA relevant acquis undsrctimpter on an on-going basis.

2. Iceland accepts thacquis communautairaith respect to Chapter 9 as of 1 March
2012. Iceland will have implemented any outstandacguis, as of that date, under
this chapter by the date of accession.

3. Iceland has the legislative and institutional framek necessary to continue
implementing the acquis in this chapter.

4. Iceland requests one adaptation under this chég®ernegotiation request).

EEA Agreement

Iceland has been a party to the Agreement on thepan Economic Area (EEA Agreement)
since its entry into force in 1994. As a resulgldmd has participated in the internal market
for more than 18 years and implemented all rele#ntlegislation with respect to the four
freedoms, as well as in other important areas sisclesearch and development, education,
social policy, the environment, consumer protegtibourism and culture. The EFTA
Surveillance Authority (ESA) monitors on an on-gpimasis Iceland’s performance under the
EEA Agreement and publishes information about legla implementation record twice a
year in an internal market scoreboard.

In those chapters covered by the EEA, Iceland hak lis legislative framework and
institutional framework to comply with and implenteelevant EU legislation. Chapter 9 on
Financial Services is covered by the EEA Agreement.

L egidative and I nstitutional Framework

The legislative framework is in place to continoglementing the acquis in this chapter. The
acquis on financial services is covered by Annexixhe EEA Agreement.

The institutional capacity and structures are @celto continue to implement the acquis in
this chapter. Important measures have been takenpmve the administrative capacity and
quality of financial services supervision followitige financial crisis and further reforms are
on-going. An action plan on reforms for the yeaddd$2— 2014 was approved by the Financial
Supervisory Authority in August 2011.



The Ministry of Economic Affairs, the Financial Sarpisory Authority (FME) and the
Central Bank of Iceland (CBI) have overall respbiiisy for financial markets.

The Ministry of Economic Affairsis responsible for the overall legal frameworkameling
the financial markets. The Ministry’'s DepartmentBafsiness Affairs and Financial Markets
leads the work within the government of preparingaricial market legislation. The
Department currently has eight experts, with twditohal experts to be recruited in 2012.
The Ministry’s Department of Economic Affairs isalinvolved in analyses in the financial
market field. Responsibility for legislation regarg pension funds is, however, with the
Ministry of Finance. The main agencies falling untlee remit of the Ministry of Economic
Affairs in fields related to financial services dtee Financial Supervisory Authority, the
Central Bank of Iceland and the Competition Auttyori

The Ministry leads a high-level Financial Stabil@pmmittee with representatives from the
Prime Minister's Office, the Ministry of Financeheg CBI and FME. The Committee is a
forum for consultation, exchange of informationgalrafting of proposals related to financial
stability and co-ordination of contingency measunesase of a potential financial crisis. The
Committee is also intended to promote transpareocgerning the division of tasks among
the parties and the collaboration among them. Torar@ittee is a consultative body and does
not take decisions on measures but shall propossunes when necessary. The Committee
can sponsor and participate in contingency exescistated to possible financial market
crises. The Committee shall also handle co-operatith the Nordic countries and other
European countries in case of a possible finamials, as the Domestic Standing Group of
the Icelandic authorities. In this light, Icelarained the other Nordic countries in signing a
co-operation agreement on cross-border financadilgly, crisis management and resolution
in 2009.

Financial Supervisory Authority (Fjarmalaeftirlitio or FME) conducts micro-prudential
supervision, apart from liquidity ratios and fomeigxchange mismatches, in Iceland for
financial services. It is an independent institatiender the Ministry of Economic Affairs.
The parties subject to FME supervision are: comrakroanks, savings banks, credit
undertakings (investment banks), deposit departgnehtco-operative societies, securities
companies, securities brokerages, management coespHlJCITS, stock exchanges, central
securities depositories, pension funds, insuranogpanies, and insurance brokers licensed to
operate in Iceland.

The FME has 115 employees (March 2012), of whiclaiZ0engaged in oversight, 36 in off-
site and 20 in on-site. The Board of Directors led FME consists of three members, all
appointed by the Minister of Economic Affairs, ohieh one is nominated by the Central
Bank. Each member has an alternate, who is appbintéhe same manner as the member.
Since the establishment of the FME in 1998, thehauties have strived to align its
operational framework with the Basel Core Prin@gpbé Effective Supervision, including by
financing the FME through a special tax levied ba supervised entities. This commitment
by the government has been reiterated repeatedhading in Iceland’s Letter of Intent to the
International Monetary Fund on 16 August 2011, ol the Government commits itself to
securing the required resources for the FME tolbe ta carry out its tasks as intended.

The Central Bank of Iceland (CBl)is an independent institution owned by the State bu
under separate administration. The Act on the CRBI. 186/2001 defines the Bank’'s
objectivities and main governing bodies. The ppatiobjective of the CBI is to promote
price stability. The CBI also undertakes tasks test with its role as central bank, such as
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maintaining currency reserves and promoting efficiand sound financial system (macro
surveillance), including domestic and external pagtrsystems. The Ministry of Economic
Affairs is responsible for CBI issues along witeeven-member supervisory board elected by
the Parliament, as provided for in the Act. Witteaent governmental decision, which is now
being discussed in the Parliament, the CBI will tmlder the responsibility of the Ministry of
Finance from 1 September 2012. The decisions regparthe application on the CBI
monetary policy instruments shall be taken by thendtary Policy Committee. The monetary
policy instruments include interest rates and tatisns with credit institutions other than
emergency lending, as well as reserve requiremants currency market transactions
intended to influence the ISK exchange rate. Adogrdo the Act the CBI has a role as a
lender of last resort under exceptional circumstarand when deemed necessary by the bank
in order to maintain confidence in the countrymsaficial system. According to the Act the
Central Bank can only grant guarantees or extendrgency loans to credit institution in
liquidity difficulties against collateral deemedfstient by the Bank. The legislation gives the
CBI powers to issue rules on liquidity, minimumeeg requirements and foreign currency
imbalances for credit institutions. The FME ha®assued best practice guidelines regarding
liquidity management based on the Basel committpedposals. The CBI publishes two
reports annually on financial stability.

The Icelandic Financial Crisis

The Icelandic economy and financial sector contitmeecover following the crisis that
engulfed the economy in late 2008 when nearly thiree banking sector collapsed. The
restructuring of the financial sector was centmalthe economic programme implemented
from November 2008 in cooperation with the Inteioradl Monetary Fund (IMF), with
additional financing to strengthen the currencyeress from the other Nordic countries, the
Faroe Islands and Poland. The programme was stgitesoncluded in August 2011 and
Iceland continues to engage with the Fund in Pasti@mme Monitoring.

The new financial system that has emerged followtimg crisis is focused on domestic
operations and the banks’ capital and liquidityipass are well above the minimum required
by the Financial Supervisory Authority (FME) an@ tGentral Bank of Iceland (CBI). All the
three large banks (with market share of around 978d)capital levels of 21% to 22% at end
of year 2011 - well above the 16% minimum capi@déguacy ratio stipulated by the FME.
Most of this is Tier 1 capital, or in the range 1% to 22% of risk-weighted assets. The
current required capital levels are due to contindemestic and international economic
uncertainty and continued high levels of non-peniog loans being worked through by the
banks following the crisis. The workout of non-merhing loans is expected to be largely
finalised in 2012. Capital requirement levels ie flature will be in line with the Basel Il
framework and related developments, including at Macroeconomic Assessment Group,
which shows that higher capital levels than weeertbrm prior to the international financial
crisis might be optimal from a macro-prudential wip@int — not least for small open
economies.

Substantial progress has been made over the pastybars in rebuilding and restructuring
the financial sector, its regulatory framework aupervision. Laws and regulations have
been reformed, cooperation between FME and CBbkas strengthened, and the number of
FME staff has been increased substantially. Fuitifiermation is given on page 6

Iceland continues to implement policies that boitdthe success of its economic programme,
with the exchange rate having stabilized in relaterms and the Government finances having
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returned to a sustainable path following austemiyasures of 10% of GDP from 2009 to
2011. Further measures, both on the revenue anehdipre side, are in place to secure a
primary balance in 2012 and an overall balancei42The success of the programme was
marked by Iceland’s return to international capiterkets in June 2011, less than three years
after the crisis began.

General Statement — Reforms

Extensive amendments have been made to the baskuigr's regulatory and supervisory
framework over the past three years. These inclpdwviding formal status to risk
management within financial undertakings; an alisohan on granting loans collateralised
by own shares or initial shares and tightened ratefoans to related parties. More stringent
demands are now made for increased transparendieirownership of companies and
gualification requirements of boards of directorsd ananaging directors of all types of
financial undertakings. Rules have also been setomneration (bonuses) and employment
termination agreements (severance pay) in line @ammission recommendations. The legal
framework for internal and external auditors hasrbstrengthened and the role of auditors
has been clarified further. These legal changep@tipegulatory amendments being finalised
by the FME regarding inter alia related parties kange exposures.

CBI and FME are required by law to cooperate anmtticmle a cooperation agreement in that
respect. A revised Cooperation Agreement betweenFYIE and CBI was signed in early
2011. Its main aim is to clarify the responsibildleach authority and the division of tasks
between them. The agreement stresses that thesdimgquand communication of information,
both from financial undertakings and between the $wpervisory institutions, be systematic.
The cooperation agreement also aims to ensurecti@tlinated contingency plans are in
place and that the regulatory environment’s effeaiss in promoting financial system is
assessed on regular basis. The agreement stiptifetesetting up of working groups and
mandates regular meetings between the GoverndreoCBI and the Director of the FME
with the aim of assessing systemic risk.

A new tax on financial companies has been leviedesil January 2012. The tax is 5.45
percent of their wage bill. The financial secton@ subject to VAT. The tax will therefore

allow for a more level playing field between thdsens and the remainder of the services
sector. Banks also pay a tax of 0.0875 percenttaf tiabilities to finance their share in the
special interest rebate for indebted households @8n for 2011 and 2012).

The financial crisis exposed serious shortcomings micro-prudential regulation and
supervision. Progress has been made in corredtengyéaknesses in prudential regulation and
supervision that had permitted the development xakessive risk taking in the Icelandic
banking system. Efforts to improve prudential regjoh and supervision have been taken
recently in order to prevent the practices thattooatributed to the failure of the banks from
recurring and further reforms are planned, notdblyensure compliance with the revised
Basel Core Principles and to implement Basel IHe Tgovernment is also in the process of
finalising a bill to the Parliament to make swegpamanges to the Depositors’ and Investors’
Guarantee Fund (DIGF) in line with reforms beingisaged in the EU.

Act No. 75/2010, amending the Act on Financial Utalengs No. 161/2002, was passed by
the Parliament in June 2010. The Act addresses ofidtisese shortcomings, including:
« The FME has been given increased powers of intéowennto the operations of
entities subject to official supervision and disicneary powers;
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* Improved risk management and governance in bamduing stronger rules on
executive pay and more stringent requirements &bifguo be a member of the board
of directors);

» Stricter rules on lending to related and conneptaties and key personnel;

* Rules on large exposures have been redefined srdygiened;

e A consolidated credit registry has been establisheddwhich all large exposures of
all financial institutions are entered. If entenedo the registry, the FME has the
power to order those entities, whether subjectfficial supervision or not, to render
information on their total liabilities in and oullsi Iceland, provided those liabilities
are considered to have a systemic financial impact;

« Atotal ban on lending against collateral in owargs;

« Strengthened provisions on internal as well asreateauditors;

« Strengthened fit and proper requirements for msijareholders;

« Rules on remuneration and severance pay.

The Minister of Economic Affairs has submitted gad on the future of the Icelandic

financial system and its public supervision to fharliament. The report is intended to
contribute to the debate on this important issug¢ does not contain concrete proposals.
Instead, it considers the main issues and viewpdimtopen terms with a link to broader
international developments. As a next step, theis®n has appointed a working group of
three internationally recognised experts to preppreposals on a unified legislative

framework for the Icelandic financial system. Theup is expected to submit its proposals
before the start of the fall Parliamentary sessaml advise the Ministry on subsequent
legislative drafting.

The Minister has also decided to work with the Uastitute of the University of Iceland in
preparing two legislative proposals as a followtaiphe report. The first on financial stability,
including the role and responsibility of public esland the tools at their disposal to achieve
this aim (i.e. macro-prudential authority). The et on the authority to intervene in the
affairs of financial institutions that face seriofisancial difficulties and on winding up
measures for financial institutions facing bankoypti.e. recovery and resolution regime).

The new capital adequacy Directive and RegulatitiR}4 and CRR) are both foreseen to be
incorporated into the EEA-agreement shortly follogviits adoption within the EU.
Preparations have already begun in Iceland forinigdementation of the new framework
within this context. The adoption of the new motengent requirements will not pose a
difficulty for Icelandic financial institutions dut® their strong capital and liquidity positions.
Iceland shares the concern expressed by some mestders that harmonised capital
requirement levels would prevent national authesitfrom imposing higher standards to
address risks particular to national circumstances.

In 2011 the FME conducted a self-assessment afospliance with the Basel Committee
Core Principle (BCP) for Effective Banking Supeiois The Ministry of Economic Affairs
commissioned an external expert to validate the B\EIf-assessment. The FME completed
in August 2011 an Action Plan on Reforms for tharge2011 — 2014. The FME has applied
for IPA assistance (Instrument for Pre-Accessiosigtance) for the implementation of the
Action Plan. One of the actions in the plan washange the organizational structure of the
FME from a sector based structure focused on tk®iseof the supervised entities to a
functional based structure focused on oversiglitsité and on-site. The new organizational
structure came into force in January 2012.



The number of FME staff has more than doubled si2@@8; there are currently 115
employees (March 2012). The budget for the yea2d8lalmost double the budget for the
year 2008. The Government is committed to contipwoiding the FME with the means to
secure the human and financial resources needeatich the ambitious agenda presented to
improve the supervision capacity. This commitmesd hlready been demonstrated with the
doubling of the FME’s budget in four years desptie sharp contraction of the financial
sector.

The FME announced a new mission statement in 21€.2The new future vision is founded
on the Authority’s experience and its role in eatdinary circumstances, and is laid down
with the aim of preventing such circumstances famuourring again. Implementing measures
on specific issues will be executed in further ddtased on the following three main pillars
of the strategy:

» Compliance and sound business practices

* Independent analysis and evaluation

* Professional discussion and transparency

It will be necessary to monitor the success ofitiyglementation of the new strategy closely.
In this regard the core principles of the Basel @uttee will be used as a basis; these
principles include coordinated quality requirements rules and supervision of banking
activities in any given country. The FME’s missgiatement lays out a vision that financial
markets should operate in accordance with appkcables in the interest of society as a
whole.

Banks and financial conglomerates

Iceland implements the acquis in the area of bamis financial conglomerates on an on-
going basis.

Strengthening of the supervisory capacity in timardicial sector has been a high priority for
the government since late 2008. This commitment @mtrete actions in this regard were
central to Iceland’s economic programme with theFIMceland also continues to seek to
strengthen macro prudential frameworks.

Rules and regulations regarding maturity mismatamésreign currency and overall currency
risk are being considered in respect of macro-prtigletools as Iceland lifts the capital
controls imposed as an integral part of the econgrogramme with the IMF. The lifting of
the controls will be discussed under chapter 4henftee movement of capital. The main
objective of these tools is to prevent the preiergconomic conditions that led to financial
instability from reappearing. This issue will hate be addressed before the close of the
negotiations.

The main Icelandic legislation on banks and finahconglomerates consists of the Act on
Financial Undertakings, No. 161/2002, as amended, Act on Official Supervision of
Financial Operations No. 87/1998, as amended, hadAct on Payment of Cost Due to
Official Supervision of Financial Activities, No981999, as amended.

The following highlights the key acquis in the fielnd the transposing legislation in Iceland:

» Directive 2006/48/EC (relating to the taking up gndsuit of the business of credit
institutions) is transposed by Act No. 161/200Zamancial Undertakings.
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Directive 2007/18/EC (amending Directive 2006/48J©@ the exclusion or inclusion
of certain institutions from its scope of applicatiand the treatment of exposures to
multilateral development banks is transposed bye&WMNo. 215/2007 (amended by
Rules No. 1167/2008) of the Financial Supervisorythérity on the Capital
Requirement and Risk Weighted Assets of Financraldstakings.

Directive 2007/44/EC on the prudential assessmeémtcquisitions is transposed by
Act No. 161/2002 and Act No. 56/2010.

Directive 2009/27/EC on technical provisions conggg risk management is
transposed by FME’s Rules No. 378/2011, amendinigsRNo. 215/2007, on the
Capital Requirements and Risk Weighted Assets mdirkgial Undertakings. The rules
came into force in April 2011.

Directive 2009/83/EC on technical provisions conggg risk management is
transposed by FME’s Rules No. 222/2012, amendinigsRNo. 215/2007, on the
Capital Requirements and Risk Weighted Assets mdirigial Undertakings. The rules
came into force in March 2012.

Directive 2009/111/EC concerning banks affiliatedcentral institutions, certain own
funds items, large exposures, supervisory arrangsmneand crisis management is
transposed by Act No. 161/2002 (as amended by ActlN9/2011). The FME will
issue implementing rules no later than the secaradter of 2012 and securitisation
provisions will be issued in the fourth quarte26fL2.

Directive 2006/49/EC (capital adequacy requiremémtsnvestment firms and credit
institutions) is transposed by Act No. 161/2002eRuNo. 215/2007 (amended by
Rules No. 1167/2008 and Rules No. 378/2011), anl@skRNo. 216/2007 on large
exposures incurred by financial undertakings. Rivec2008/23/EC on implementing
powers of the Commission is not EEA relevant. ledlavill implement the Directive
by the date of accession.

Directive 2002/87/EC on the comprehensive framewtok the supplementary
supervision of financial conglomerates is transgo®y Act No. 161/2002, as
amended, Act No. 56/2010 on insurance activities, BME Rules No. 920/2008 on
supplementary supervision of financial conglomezate

Directive 94/19/EC (deposit guarantee scheme)aissposed by Act No. 98/1999 on
Deposit Guarantees and Investor- Compensation Schand Regulations Nos.
120/2000 and 864/2002. Directive 2009/14/EC, amenddirective 94/19/EC, is not
yet part of the EEA Agreement. However, a draft bfl law transposing Directive
2009/14/EC is in the process of being finalised afiltlbe submitted to Parliament
immediately following its incorporation into the BEAgreement. It should be noted
that the EFTA Surveillance Authority (ESA) has iaied infringement proceedings
against Iceland before the EFTA Court regarding #pplication of Directive
94/19/EC (Case E-16/11). Iceland has submittestaement of defence which rejects
the claims of the Authority and contends that tlents of the Authority should be
dismissed by the EFTA Court. The case is expeaedrt its course in the coming



months and Iceland expects all parties to respecjudgement of the EFTA Court in
this matter.

EU rules on bank and branch accounts is transpbgsedhe Act on Financial
Undertakings No. 161/2002, Rules No. 834/2003 @ Ahnual Accounts of Credit
Institutions and the Act on Annual Accounting N¢é2(06.

EU rules on reorganisation and winding-up is trasgd by Act No. 161/2002 on
Financial Undertakings, Act No. 21/1991 on bankeyptetc. and Regulation No.
1049/2008 (amending regulation No. 872/2006) onnibigfication and publication of
decisions on the financial reorganisation and wigdip of credit institutions.

Regulations (EU) No. 1093/2010, 1094/2010 and 1®BJ} establishing the three

European Supervisory Authorities (ESAs) have nanbmcorporated into the EEA

Agreement. Iceland will make all required prepanagi to be able to take full part in

the work of the ESAs as soon as possible, eithdemutne EEA Agreement or by the
date of accession at the latest. Iceland currdmily observer status with the ESAs
following its participation in the predecessor coittees.

Regulation (EU) No. 1092/2010 on European Unionnowecudential oversight of the
financial system and establishing a European Syst&isk Board (ESRB) has not
been incorporated into the EEA Agreement. Icelandl wake all required
preparations to be able to take part in the worthefESRB as soon as possible, either
under the EEA Agreement or by the date of accestitime latest.

Insurance and occupational pensions

Iceland implements the acquis in the area of lifsurance and non-life insurance and
occupational pension funds on an on-going basis.

The main Icelandic legislation on life and non-lifsurances are: Act on Insurance Activities
No. 56/2010; the Act on Insurance Brokerage No2@25; the Act on Insurance Contracts
No. 30/2004; the Act on Official Supervision of &irtial Operations No. 87/1998; and the
Act on Payment of Cost Due to Official SupervisadfrFinancial Activities No. 99/1999. The
main Icelandic legislation on the operations ofgen funds is the Act on Mandatory Pension
Insurance and the Activities of Pension Funds, N29/1997, and the Act on Retirement
Funds No. 78/2007.

The following highlights the key acquis in the flelnd the transposing legislation in Iceland:

Directive 2002/83/EC (life insurance) is transpobgdAct No. 56/2010 on Insurance
Activities. Directive 2008/19/EC (amending Dire@i2002/83/EC) on implementing
powers conferred on the Commission is not EEA matéviceland will implement the
Directive by the date of accession.

The acquis in the area of non-life insurance hasheansposed in Iceland with the
exception of Directive 91/371/EC and Regulation Y2C55/91 (Agreement b/w EU
and Switzerland) and Directive 2008/36/EC on impating powers conferred on the
Commission. Iceland will implement these non-EEAevant rules by the date of
accession.
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The acquis on the supplementary supervision of ramae undertakings in an
insurance group is transposed by Act No. 87/1998fficial Supervision of Financial
Activities, Act No. 56/2010 on Insurance Activitiasd Regulation No. 954/2001 on
the Calculation of Adjusted Solvency Margin. Dimget 2008/25/EC amending
Directive 2002/87/EC on the supplementary supemisof credit institutions,
insurance undertakings and investment firms imarncial conglomerate, as regards
the implementing powers conferred on the Commissonot EEA relevant. Iceland
will be implement Directive 2008/25/EC by the dafeaccession.

Directive 2005/68/EC (re-insurance) is transposgdAlbt No. 56/2010. Directive
2008/37/EC on reinsurance, regarding the implemgnpowers conferred on the
Commission, is not EEA relevant. Iceland will immplent the Directive by the date of
accession.

A draft bill transposing Directive 2009/138/EU (8ehcy I1) will be introduced in fall

2012. It is foreseen that the implementing measuwviis enter into force either
simultaneously with the EU or on the complianceedatthe Solvency Il Directive as
amended by Omnibus Il. Iceland requests that onéligounational entity

(Vidlagatrygging islands, a natural catastropheuiasce provider) will be listed in
Art. 8 of the Directive. See negotiation requespgni2.

Directive 2004/14/EC (motor insurance) is transpolg Act No. 50/1987 on Road
Transport, as amended by Act No. 155/2007, Act 3632010 on Insurance Activity
and Regulation No. 424/2008 on Compulsory Insuranc®espect of the Use of
Motor Vehicles.

Directive 2009/103/EC relating to insurance aganat liability in respect of the use

of motor vehicles and the enforcement of the olilbgeto insure against such liability
is transposed by Act No. 50/1987 on Road TranspmitRegulation No. 424/2008 on
Compulsory Insurance in Respect of the Use of Myatdricles.

Directive 2002/92/EC (insurance mediation) is tposed by Act No. 32/2005 on
insurance mediation, Act No. 30/2004 on insuranmetracts, Act No. 87/1998 on
official supervision of financial operations, Regtiubn No. 592/2005 on professional
indemnity insurance, Regulation No. 590/2005 osttaccounts for insurance brokers
and insurance agents and Regulation No. 972/200@&xamination in insurance
mediation.

Directive 91/674/EEC on the annual accounts andgaafated accounts of insurance
undertakings is transposed by Act No. 56/2010 sariance activity, Act No. 3/2006

(previously Act No. 144/1994) on annual accounksn@ with several implementing

measures issued by the FME.

Directive 2001/17/EC on reorganisation and windipgef insurance undertakings is
transposed by Act No. 56/2010 on Insurance Activity

Directive 2003/41/EC on the activities and supeéovif institutions for occupational
retirement provision is transposed by Act No. 782@n Respecting Occupational



Retirement Funds and Act No. 129/1997 on Mandat@ension Insurance and
Activities of Pension Funds.

The Ministry of Economic Affairs has the responkiyito see to that the legal framework for
the insurance sector is implemented while the penfiind legislation is the Ministry of
Finance responsibility. The insurance and pensieatos in Iceland is regulated and
supervised by the FME. The reorganization of theEFM the beginning of 2012 and the
extensive increase in the financing of the FME taresecure the required capacity for the
supervision of the sector.

Financial market infrastructure

Iceland implements the acquis in the area of firdmoarket infrastructure on an on-going
basis.

The following highlights the key acquis in the flelnd the transposing legislation in Iceland:

» Directive 98/26/EC on settlement finality in payrhand securities settlement systems
and Directive 2002/47/EC on financial collateralaagements as regards linked
systems and credit claims are transposed by Act9RA.999 respecting the Security
of Transfer Orders in Payment System and Act Né2@Eb on Financial Collateral
Arrangements.

» Directive 2009/44/EC amending Directives 98/26/Ht £002/47/EC has not been
transposed in Iceland. A draft bill of law, whichillwamend Act No. 90/1999
respecting the Security of Transfer Orders in Payrgstem and Act No. 46/2005 on
Financial Collateral Arrangements, will be subndtt® the Parliament during the
spring session of 2012.

* Recommendation 2009/784/EC on withholding tax fgl®cedures is implemented
by Regulation No. 1082/2009.

The Ministry of Economic Affairs is responsible fgovernmental bills submitted to
Parliament regarding the financial market infraste.

Securities markets and investment services

Iceland implements the acquis in the area of skesinnarkets and investment services on an
on-going basis. The main Icelandic legislation eausities markets is the Act on Securities
Transactions No. 108/2007, the Act on Stock Exchargo. 110/2007, the Act on Financial
Undertakings No. 161/2002 and the Act on UCITS N28/2011.

The following highlights the key acquis in the fielnd the transposing legislation in Iceland:

» Directive 2004/39/EC on markets in financial ingtents (MiFID) and its amending
Directive 2006/31/EC are transposed by Act No. 2087 on Securities Transactions,
Act No. 110/2007 on Stock Exchanges, Act No. 16020n Financial Undertakings,
Act No. 87/1998 on Official Supervision of Finarickctivities, Act No. 98/1999 on
Deposit Guarantees and Investor Compensation SclagtheAct No. 128/2011 on
UCITS (previously Act No. 30/2003).

10



Directive 2006/73/EC implementing Directive 2004B8 as regards organisational
requirements and operating conditions for investmérms is transposed by
Regulation No. 995/2007 on Investor Protection dahd Business Conduct of
Financial Undertakings.

Regulation (EC) No. 1287/2006 implementing Direeti?004/39/EC on record-
keeping obligations for investment firms, transactreporting, market transparency,
admission of financial instruments to trading arefired terms is transposed by
Regulation No. 994/2007.

Directive 2008/10/EC, amending Directive 2004/39/B@ markets in financial
instruments on the implementing powers conferredhenCommission, is not EEA
relevant. Iceland will implement the Directive lhetdate of accession.

Directive 2000/64/EC on exchange of informationhatlhird countries is transposed
by Act No. 87/1998 on Official Supervision of Fircaal Activities.

Directive 97/9/EC on the establishment of an inmesbmpensation scheme is
transposed by Act No. 98/1999 on Deposit Guaranéeek Investor Compensation
Scheme, Regulation No. 120/2000 and Regulatior884/2002.

Directive 2001/34/EC on the admission of securitesfficial stock exchange listing
and on information to be published on those sdaesrdnd its amendments (Directive
2003/71/EC and Directive 2004/109/EC) are trangpdsg Act No. 110/2007 on
Stock Exchanges, Act No. 108/2007 on Securitiesxdaetions and Regulation No.
245/2006 on the Official Listing of Securities irséock Exchange.

Directive 2003/71/EC (Prospectus Directive) is $qawsed by Act No. 108/2007 on
Securities Transactions, Regulation No. 242/2006Paiblic Offers of Securities,
Regulation No. 243/2006, Regulation No. 169/200&guRation No. 324/2008 and
Regulation No. 215/2010.

Commission Regulation (EC) No. 809/2004 implemeanthre Prospectus Directive on
information contained in prospectuses is transpbgeRegulation No. 243/2006.

Commission Regulation (EC) No. 1569/2007 estabigha mechanism for the
determination of equivalence of accounting starslagplied by third country issuers
of securities is transposed by Act No. 3/2006 omuat Accounts and Act No.
108/2008 on Securities Transactions.

Directive 2004/109/EC (Transparency) is transpossd Act No. 108/2007 on
Securities Transactions.

Directive 2003/6/EC (Market Abuse) and its acconyoag rules are transposed by
Act No. 108/2007 on Securities Transactions, RiNes 1013/2007 on Investment
Recommendations, Regulation No. 630/2005 on Insitemation and Market Abuse
(amended with Regulation No. 887/2008), Rules N&7/2006 on Treatment of
Insider Information and Insider Trading, and an FMR&nual on the matter. Directive
2008/26/EC on insider dealing and market manipahaimarket abuse) as regards the
implementing powers conferred on the CommissiomoisEEA relevant. Iceland will
implement the Directive by the date of accession.
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« Directive 85/611/EEC on undertakings for collectivevestment in transferable
securities (UCITS) are regulated in Iceland by At. 161/2002 on Financial
Undertakings, Act No. 128/2011 on Undertakings follective Investment in
Transferable Securities (UCITS) and Investment Bypdeviously Act No. 30/2003),
Regulation No. 792/2003 on UCITS and InvestmentdsyrAct No. 87/1998 on
Official Supervision of Financial Activities, Reguion No. 924/2009 on changes of
Regulation on UCITS and Investment Funds No. 79232®egulation No. 925/2009
on foreign management companies operating in Idetanrd FME Rules No. 97/2004
on the financial statements of management compaii@$CITS, as amended with
Rules No. 1065/2009.

« Directive 2007/16/EC on the coordination of lawsgulations and administrative
provisions relating to UCITS as regards the cleatiion of certain definitions will be
transposed in the first half of 2012 with regulatoissued by the Ministry of
Economic Affairs.

« Directive 2009/65/EC on the coordination of lawsgulations and administrative
provisions relating to UCITS is partly transposeddeland with Act No. 128/2011 on
Undertakings for Collective Investment in TranskeaSecurities. A bill of law for
the full transposition of the Directive will be gented to Parliament in the first half of
2012.

The FME is responsible for the supervision of sgiegr markets and investment services in
Iceland. The Ministry of Economic Affairs is respaole for preparing governmental bills
that are submitted to parliament in this area.

Acceptance of the acquis

Iceland accepts thecquis communautairen Chapter 9 on Financial Services as of 1 March
2012.

Iceland requests that the following adaptation teetadded as point 5 to Article 8 of
Directive 2009/138/EC (Solvency Il):

“In Iceland, Vidlagatrygging Islands”

Explanation:

The atrticle lists institutions in four countries iain pursue non-life insurance activities and
are excluded from the Directive, unless their sestwor the applicable law are amended as
regards capacity.

In Iceland, Vidlagatrygging islands (Natural Cataghe Insurance) is a public entity which
acts as a direct natural catastrophe insurer fopeils not covered by private insurers.
Vidlagatrygging islands is subject to the Act osurance Activity and the Act on Official
Supervision of the Financial Market.

Vidlagatrygging islands has a similar role as othstitutions referred to in Article 8 of the
Directive as the scope of its operations are lichitenatural catastrophes only.

12



It is Iceland’s position that the scope of the Biee would create an unnecessary burden for
Vidlagatrygging Islands.
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