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islandsbanki Factsheet 1Q20 ""\:./

Our profile

Islandsbanki is a universal bank and a leader in financial services in

Iceland with a history of 145 years of servicing key industries. The 14 P f S ) FTEsat C‘;ri’ed
o_n

Bank has a 25-40% market share across all domestic business

segments.

islandsbanki

Our bank
Number of

Islandsbanki banking

at period end app
746 i

branches

{slandsbanki's purpose is to move Iceland forward by empowering
our customers to succeed. Driven by the vision to be #1 for service,

islandsbanki's relationship banking business model is propelled by Market share*

three business divisions that manage and build relationships with the 31 o/ 350/ 340/
Bank's customers. (o (o (o
Islandsbanki has developed a wide range of online services such as individuals SMEs large companies

the Islandsbanki and Kass apps, enabling customers to do their
banking anywhere and anytime. At the same time, the Bank
continues to operate the most efficient branch network in Iceland Credit rating

through its strategically located 14 branches.

S&P Global BBB/A-2

islandsbanki has a BBB/A-2 rating from S&P Global Ratings. Rati ngs Stable outlook

Return on equity

5.9%
4.9% 47%
37%

-3.0%
1Q19 2Q19 3Q19 4Q19 1Q20

Total assets
(ISKbn)

73.6% 741% 740% 737% 72.6%

i

31.0319 30.06.19 30.09.19 311219 31.03.20

e REA /total assets

Loans to customers
(ISKbn)

142.9% 1452% 149.0% 1455% 142.6%

1111

31.03.19 30.06.19 30.09.19 311219 31.03.20
s Customer loans to customer deposits ratio

*Based on Gallup survey regarding primary bank.
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Profit (loss) after tax Cost / income ratio
(ISKm)
2,589 o 62.9% 62.9%
2120 2,086 596%  565% 563%
1,659
-1,376
1Q19 2Q19 3Q19 4Q19 1Q20 1Q19 2Q19 3Q19 4Q19 1Q20
Loans to customers Number of FTEs at islandsbanki
(Sector split as of 31.03.20) (Excluding seasonal employees)
Other
10% 834
Industrial and Individuals 806 784 749 746
transport 39%
9%
Real estate ISK924bn
16%
Seafood
12% Commerce and services 31.03.19 30.06.19 30.09.19 311219 31.03.20
14%
Leverage ratio Total capital ratio
o o o 224% %
135% 134% 13.6% [42% 1359 209% 214% 214% 21.9%

310319 30.06.19 30.09.19 311219 31.03.20 31.03.19 30.06.19 30.09.19 311219 31.03.20



Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 31 March 2020 (“the interim financial
statements”) of islandsbanki hf. (“the Bank” or “Islandsbanki”) and its subsidiaries (together referred to as "the Group").

Operations in the reporting period

islandsbanki is a universal bank offering comprehensive financial services to households, corporations, and institutional investors in
Iceland. The Group is one of Iceland's largest banking and financial services groups, with a strong domestic market share.

The Group had a loss from its operations for the reporting period amounting to ISK 1,376 million. At the end of the reporting period, the
Group employed 980 full-time members of staff, including 746 within the Bank itself.

A formal sale process of Borgun hf. began early in 2019, the sale was an open and transparent process led by Swiss based investment
banking firm Corestar Partners and islandsbanki's Corporate Finance department. The Bank signed on 11 March 2020 an agreement to
sell its 63.5% stake in Borgun hf. to Salt Pay Co Ltd., but this transaction is subject to Financial Supervisory Authority ("FME") approval of
the purchaser's acquisition of a qualifying holding. Until FME approval, islandsbanki remains control of their 63.5% stake in Borgun hf..
The sale will have a limited impact on the Bank's operations and capital position. As a result of the sale agreement, the Bank will account
for the equity stake as an asset held for sale and show the impact on the income statement in a single line as discontinued operations.
Accordingly the comparative figures in the Directors' Report have been restated.

The Bank's earnings in the first quarter of 2020 are heavily affected by the economic crisis relating to the COVID-19 pandemic. Impairments
increased substantially during the quarter as the expected credit losses are recognised early on through the IFRS 9 accounting standard.
The Bank has transferred almost all of its exposures to the tourism industry from Stage 1 to Stage 2 and updated its economic forecasts,
while at the same time trying to factor in the impact on Government programmes to mitigate the impact of the pandemic. As a result, the
Bank has a negative impairment charge of ISK 3.5 billion in the first quarter. In addition to that, the Bank experienced losses in its trading
activities and other equity and equity related investments of about ISK 1.7 billion.

Net interest income rose by 8.1% between years, on the back of a larger loan book and a higher net interest margin, which rose from 2.6%
to 2.8% quarter on quarter. Net fee and commission income was however down by 5.9%, mainly due to a reduction in Personal Banking.
Salaries and related expenses were down by 6.3% between years as a result of FTE reductions in 2019, while other operating expenses
decreased by 11.1%.

The Group's loan book grew by 2.7% in the period, which can only be contributed to the depreciation of the Icelandic kréna. The Bank's
ratio of non-performing loans fell from 3.0% to 2.8%. Stage 2 loans under IFRS 9 did however increase from 2.6% to 11.3% as the credit
risk related to loans to the tourism industry was deemed to have materially increased due to the COVID-19 pandemic.

Customer deposits increased by 4.8% from year-end 2019 with the largest increase in Corporate and Investment Banking. Bond issuance
was modest in the quarter and only relating to regular covered bond auctions. The liquidity position of the Bank remains robust, with limited
maturities in 2020 and therefore the need for issuance in foreign currency this year is minimal. The Bank is also very well capitalised, with
a total capital ratio of 21.9% at the end of the period, compared to a 17% regulatory requirement, which was lowered as the counter-
cyclical buffer was reduced from 2.0% to zero.

The COVID-19 pandemic significantly impacted the operations of the Bank for the first quarter. Most of the headquarters employees are
working from home and customer access to branches has been restricted. Despite these unusual circumstances, the Bank has managed
to be close to fully operational. Based on an employee survey at quarter end, our employees have adapted well to the working environment.
Progress has been made in terms of increasing and improving digital channels for our customers and to enhance the usage of electronic
signatures. The main focus onwards will be to continue to help and support our customers through the difficulties in the months ahead as
the full impact of the pandemic will materialise.

The Annual General Meeting ("AGM") for the operating year 2019 was held on 19 March 2020. At the AGM shareholders approved that a
dividend to shareholders for the operating year 2019 shall not be paid in light of uncertainties due to unprecedented circumstances in the
financial markets. It was also approved that the Board may convene a special shareholder meeting later in the year where a proposal
regarding payment of dividends of profit for previous fiscal years could be suggested.

Outlook

The Icelandic economy is facing significant headwinds after 8 years of robust economic growth as the impact of the COVID-19 pandemic
and measures to contain it materialise. The tourist sector, which until recently generated around 1/3 of Iceland’s export revenues and
employed nearly 14% of its labour force, has been severely affected by global restrictions on travel and it is uncertain when conditions in
the sector normalise. Containment measures have also led to a temporary closure of some services businesses and a drop in private
consumption.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2020



Directors' Report

The setback in exports, private consumption and private investment is unavoidably going to translate to a considerable fall in GDP in 2020.
Mitigating this, however, will be a significant contraction in imports as well as a boost to public investment. Icelandic authorities have
introduced a range of measures to soften the economic impact of the pandemic, ranging from targeted assistance for affected businesses
to broader fiscal stimulus and easing of financial and monetary conditions. The duration of the economic setback will hinge on when travel
conditions normalise and economic activity resumes on a global scale. Assuming normalisation in 2H2020, there is a good probability of
a return to healthy GDP growth in 2021.

The Bank’s financial position is strong, with regards to capital and liquidity and therefore well placed to support its customers in this

turbulent economic environment. Profitability will be adversely affected in 2020 as a result of increased impairments, fall in security prices
and lower interest rate environment. The Bank will however strive to get back on track to reach its profitability targets from 2021 onwards.

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 31 March 2020 have been prepared on a going concern basis in accordance
with the International Accounting Standard (IAS) 34 Interim Financial Reporting as adopted by the European Union; the Act on Annual
Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions, where applicable.

To the best of our knowledge, these interim financial statements provide a true and fair view of the Group's operating profits and cash
flows in the reporting period and its financial position as of 31 March 2020.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 31 March 2020.

Képavogur, 6 May 2020

Board of Directors:

Hallgrimur Snorrason, Chairman
Heidran Jénsdéttir, Vice-Chairman
Anna bérdardattir

Arni Stefansson

Floki Halldérsson

Frosti Olafsson

Gudrun borgeirsdottir

Chief Executive Officer:

Birna Einarsdéttir
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Consolidated Interim Income Statement

2020 2019

Notes 1.1-31.3 1.1-31.3
INEEIEST INCOME™ ... .ot 13,645 15,006
INEEIEST EXPENSE ..ottt ettt et e et e e sbe e e s bneeenn (5,065) (7,069)
Net interest income 11 8,580 7,937
Fee and cOmMMISSION INCOME .......cccuiiiiiiiiiiiiie e e 2,763 2,872
Fee and COMMISSION EXPENSE .....ccoiiiuuiiiiieeiiiiiiee ettt e e e eae e (272) (225)
Net fee and commission income 12 2,491 2,647
Net financial INCOME (EXPENSE) .......oiiiiiiiiiiieiiiee e riiee ettt et eeaeeee s 13 (1,738) 442
Net foreign exchange gain (I0SS) .......c.ueeiiiiiiiiiie et 14 55 (121)
Other operating income 15 19 1,141
Other net operating income (1,664) 1,462
Total operating income 9,407 12,046
Salaries and related EXPENSES .........iiiiiuii ittt 16 (3,247) (3,464)
Other OpEerating EXPENSES ......cccuuiieiiiieiieie ettt et e et e et b e e sbe e e s b e e e sabeeeanenes 17 (2,445) (2,749)
Contribution to the Depositors' and Investors' Guarantee Fund (228) (312)
Bank tax (359) (880)
Total operating expenses (6,279) (7,405)
Profit before net impairment on financial assets 3,128 4,641
Net impairment on fiNANCIal @SSELS .........ccoiiiiiiiiiie e 18 (3,490) (1907)
Profit (loss) before tax (362) 3,734
INCOME TAX EXPEINSE .. .veiiiiiiieeiitee ettt ettt e et e e s bt e e sttt e e bb e e e e bbeesnbeeeaneeeas 19 (769) (1,196)
Profit (loss) for the period from continuing operations (1,131) 2,538
Discontinued operations, net of INCOME taX ..........cocviiriiiiiiiii e 20 (245) 51
Profit (loss) for the period (1,376) 2,589
Profit (loss) attributable to:
Shareholders of Islandsbanki hf. ...............cccooooiiiioiceeeeeeee e (1,251) 2,651
NON-CONLFOIING INEEIESES ....eiiiiiiiiii e (125) (62)
Profit (loss) for the period (1,376) 2,589
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of Islandsbanki Nf. ..............c.ocoovoiiiioieee e 21 (0.10) 0.26

*Of which interest income amounting to ISK 13,092 million (2019: ISK 14,428 million) is calculated using the effective interest method.
Comparative figures have been restated as the subsidiary Borgun hf. has been classified as disposal group held for sale (see Note 4).
The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2020 2019

1.1-31.3 1.1-31.3

Profit (10SS) fOr the PEHOM ..........cvoveeieieieeeeeeeeeeeee e ee e se s (1,376) 2,589
Iltems that will not be reclassified to profit or loss

Changes in fair value of financial assets, Net of tax .........ccccveviiiiieiiie e (1309) 514

Changes in fair value of financial liabilities, Nnet Of tax ...........ccovceeiiiiiiniii e 1,165 (495)

Other comprehensive income for the period, net of tax 856 19

Total comprehensive income (expense) for the period (520) 2,608

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 31.3.2020 31.12.2019
Assets
Cash and balances with Central Bank ...........ccccccccviiiiiiii, 22 123,062 146,638
Loans to credit INSHIULIONS .........vviiii e 23 84,263 54,376
Bonds and debt iNSTIUMENLS ...........uuuiuiuiiiiiiiiiiiiiiiiiiiieie e eeeeeereees 6 69,368 52,870
DEIVALIVES ...eeiiiiiieiie e e ittt e e e e e e e et e e e e e s s ta e e e e e e sntabeeeaeesnnnnneeeas 24 4,772 5,621
LOANS 10 CUSTOMIEIS ...oiviviiie ittt ettt e e e e e et s e e e e e e e tbn e e e e e aeanes 25 923,850 899,632
Shares and equity iINSTIUMENES .........cooiiiiiiiiieiiie e 6 12,496 18,426
INVESTMENES 1N @SSOCIALES ....evvviiieiiiiiiiiiiiee ettt 712 746
Property and EqUIPIMENT ..........ooiiiiiiiiie e 27 8,015 9,168
INtANGIDIE ASSELS ... 3,736 4,330
OLNEI ASSELS .eiiiiiiiiiiiie ettt e e e e e s e e e e s e st e e e e e e snneeeeaeesnnnees 28 5,154 6,608
Non-current assets and disposal groups held for sale ..........cccccccovviiiniicennnn. 29 20,263 1,075
Total Assets 1,255,691 1,199,490
Liabilities
Deposits from Central Bank and credit inStitutions ............cccccceeviiiiniiicinnnenn 30 33,773 30,925
DepOoSits fromM CUSIOMETS ......cooiiiiiiiiie ittt 31 647,795 618,313
Derivative instruments and short POSItioNS ... 24 12,045 6,219
Debt issued and other borrowed funds ............ccccvvieeeeiiiiiieee e, 33 322,280 306,381
Subordinated [0aNS ..........oooeiiiiii i —————— 34 24,456 22,674
TaX IADIlItIES ... 8,155 7,853
Other aDIlItIES .....cocuvieeiiiie e 36 14,392 27,063
Non-current liabilities and disposal groups held for sale .............cccccoeevieennne. 29 13,253 -
Total Liabilities 1,076,149 1,019,428
Equity
S g F= o 1o - | PR OPPP 10,000 10,000
Share premium 55,000 55,000
RESEIVES ..ottt 8,016 7,065
REtaiNEd AININGS .....eviiiiieeiiiiiie ettt e e st e e e e e st e e e e e e sntnaeaeeeeanes 104,349 105,569
Total Shareholders' Equity 177,365 177,634
NON-CONLrOING INLEIESES ....eeiiiiiiiii e 2,177 2,428
Total Equity 179,542 180,062
Total Liabilities and Equity 1,255,691 1,199,490

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Liability Total Non-

Share Share Statutory Restricted Fair value credit Retained  shareholders' controlling Total

capital premium reserve reserves reserve reserve earnings equity interests equity
Equity as at 1.1.2020 10,000 55,000 2,500 3,525 1,432 (392) 105,569 177,634 2,428 180,062
LOSS fOr the Period .........ccovveieiiiiiiiie e (1,251) (1,251) (125) (1,376)
Net change in fair value of financial assets ................cc....... (219) 36 (183) (126) (309)
Net change in fair value of financial liabilities ...................... 1,165 - 1,165 1,165
Restricted due to capitalised development costs ................ (73) 73 - -
Restricted due to fair value changes ...........cccccovieiiineens 99 (99) - -
Restricted due to subsidiaries and associates .................... (21) 21 - -
Equity as at 31.3.2020 10,000 55,000 2,500 3,530 1,213 773 104,349 177,365 2,177 179,542
Equity as at 1.1.2019 10,000 55,000 2,500 3,750 625 (376) 102,496 173,995 2,318 176,313
Profit (loss) for the period .........c.ccoooviiiniiiiie 2,651 2,651 (62) 2,589
Dividends Paid .......ccoouveeeriuieeiiiie e (5,300) (5,300) (5,300)
Net change in fair value of financial assets ......................... 326 326 188 514
Net change in fair value of financial liabilities ...................... (495) (495) (495)
Restricted due to capitalised development costs ................ (66) 66 - -
Restricted due to fair value changes ...........c.ccccovieiiineenns 525 (525) - -
Restricted due to subsidiaries and associates .................... (13) 13 - -
Equity as at 31.3.2019 10,000 55,000 2,500 4,196 951 (871) 99,401 171,177 2,444 173,621

Authorised share capital of the Bank is 10,000 million ordinary shares of ISK 1 each. At 31.3.2020 paid up share capital totalled ISK 65,000 million which is the total stated share capital of the Bank. The Bank
has one class of ordinary shares which carry no right to fixed income. The Annual General Meeting ("AGM") for the operating year 2019 was held on 19 March 2020. At the AGM shareholders approved that a
dividend to shareholders for the operating year 2019 shall not be paid in light of uncertainties due to unprecedented circumstances in the financial markets. It was also approved that the Board may convene a

special shareholder meeting later in the year where a proposal regarding payment of dividends of profit for previous fiscal years could be suggested.

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019
Notes 1.1-31.3 1.1-31.3
Profit (I10SS) fOr the PEIOM .........eeiiiiie et e e e et e e e e s e bbb ee e e e e nes (1,376) 2,589
Non-cash items included in profit (I0SS) for the Period™ ...........cocuiiiiiiiiiii e 8,612 5,767
Changes in operating assets and liabilitieS™ .............ooiii i (2,553) (25,864)
(D)o (=T o IS (=T o =TV =T PP USTR O PROUPRTOP 12 23
Income tax and BanK taX PAIH ..........oooiiiiiiii et e e e e eea e (1,096) (809)
Net cash provided by (used in) operating activities 3,599 (18,294)
Proceeds from sales of property and equipment 8 7
Purchase of property and QUIPMENT ..........eiiiiiiiiiii ittt (351) (121)
Purchase of INtangible ASSELS .........uiiiiiiii e (28) (19)
Net cash used in investing activities (371) (133)
Proceeds from DOMTOWINGS .......oiiiiiiiiiiie ettt e e st e e e e s s bbbt e e e e e sntbbeeeeeesnnbeeeeas 8,260 37,993
Repayment of borrowings ....... (6,027) (21,712)
Repayment of lease liabilities . (97) (93)
(D)o (=T o 53 o= o EO PP O PRSP PPRPPPPPNE - (4,134)
Net cash provided by financing activities 2,136 12,054
Net increase (decrease) in cash and cash eqUIVAIENLES ...........ccooiiiiiiiiiieiiiie e 5,364 (6,373)
Effects of foreign exchange rate Changes .........cc.coiiiiiiiiiii e 177 9
Cash and cash equivalents at the beginning of the Year ...........cccci i 152,481 143,203
Cash and cash equivalents at the end of the period 158,022 136,839
Reconciliation of cash and cash equivalents
(0= T s o o 1 g - 13 (o EO TP OPPPRO 22 4,367 4,088
Cash balances With Central BANK ................uuuuuuiuiiuieiiiiiiiiiiiirirseessseesererererererererereeeeeeee... 22 118,695 124,951
BANK @CCOUNES ...ttt ettt ettt et et e e e s et e s be e e ekt e e e e nbr e e e anbeeaanbeeeens 23 37,649 24,434
Mandatory reserve and special restricted balances with Central Bank ...............cccccceeeniines 22 (8,828) (16,634)
Cash and cash equivalents attributable to discontinued operations ..............cccceevveeerineennne 6,139 -
Cash and cash equivalents at the end of the period 158,022 136,839

*For further breakdown see the following page.

The Group has prepared its consolidated interim statement of cash flows using the indirect method. The statement is based on the net
profit (loss) after tax for the period and shows the cash flows from operating, investing and financing activities and the increase or
decrease in cash and cash equivalents during the period.

The Group presents a statement of cash flows that includes an analysis of all cash flows in total, including both continuing and
discontinued operations.

Interest received from 1 January to 31 March 2020 amounted to ISK 13,636 million (2019: ISK 14,954 million) and interest paid in the
same period 2020 amounted to ISK 5,982 million (2019: ISK 5,471 million). Interest paid is defined as having been paid when it has
been deposited into the customer account and is available for the customer's disposal.

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019

1.1-31.3 1.1-31.3

Depreciation, amortisation and WHEE-0ffS ...........coiiiiiiiii e 448 394
Share Of [0SS Of ASSOCIALES ........coiiiiiiiiii it e e e 19 -
Accrued interest and fair value changes on debt issued and subordinated l0ans ............ccccoccuvveeieinninns 2,359 2,527
Net impairment 0N fINANCIAI ASSELS .....oiiiiiieiiiiie e e e e e aaeeeeas 3,272 907
Foreign exchange (QaIN) [OSS .......uuiiiiiiiiei it e et e e e et bt e e e e e e e bbb et e e e e s anbbeeeaeeaan (1) 30
Net gain from sales of property and EQUIPMENT .........oouieiiiiiiiiiie e ee e e (2) (2)
Unrealised fair value loss (gain) recognised in profit O 0SS ........cccouiiiiiiiiiiiiiiiiee e 1,320 (110)
Discontinued operations, Net Of INCOME TAX ........ccoiiiiiiiiiiie e 29 (12)
BAINK TBX ..ttt et e et e et e e 359 880
[gToo] 0 4TI 7 U USUPPPTN 760 1,153
Other changes 49 -
Non-cash items included in profit (loss) for the period 8,612 5,767
Mandatory reserve and special restricted balances with Central Bank ...........ccccccooiiiiiiiiiiiiiniiiieeen 6,451 478
LoaNSs to Credit INSHEULIONS ......ciiiiiiiicee ettt e esiaee e (6,169) (22,109)
Bonds and debt instruments ... (13,828) (9,521)
LOBNS 10 CUSLOMIEIS ....oiiiiiiiiiiiti ittt e e e s s a e e e e e s s b e e e e e e s s bbb e s e e e s s sababea e e e s s sabnnes (9,879) (21,801)
Shares and equity INSTIUMENTS .........oiiiiiiiiiiieii et et e e e e e st e eaaes 2,594 (1,530)
ONEI BSSELS ...ttt ettt e bt e bbb e e et e e bt e e bbb e e e et (4,656) (11,982)
Non-current assets and liabilities held for Sale ..o (17) 38
Deposits from Central Bank and credit iNSHIULIONS ..........ooiiiiiiiieiiiie e 1,763 618
DEPOSILS FTOM CUSIOMELS ... ..iiiiiiiiei ittt ettt e e e e ettt e e e e e e tb et eaeesansbeeeeeeeaasntneeeeeeaanssbeeeeeaeannnees 16,860 28,896
Derivative instruments and ShOrt POSItIONS ..........cuuiiiiiiiiiiiie e 3,874 (368)
(@1 LT =T o] L [ 454 11,417
Changes in operating assets and liabilities (2,553) (25,864)

Non-cash transactions 2020
During the period the Bank repurchased own debt securities amounting to ISK 3,152 million with cash settlement after the period-end.

Non-cash transactions 2019
The Bank paid dividends amounting to ISK 5,300 million. Thereof were non-cash transactions amounting to ISK 1,166 million in
withheld capital income tax due in May 2019.

During the period the Bank repurchased own debt securities amounting to ISK 288 million by issuing new debt.

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

islandsbanki hf., the parent company, was incorporated on 8 October 2008 and is a limited liability company domiciled in Iceland. The
address of its registered office is Hagasmari 3, 201 Képavogur, Iceland.

The condensed consolidated interim financial statements for the first quarter of 2020 ("the interim financial statements") comprise the
financial statements of islandsbanki hf. ("the Bank" or "islandsbanki") and its subsidiaries together referred to as "the Group”.

At the end of the period the Bank was wholly owned by the Icelandic Government. The shares are administered by the Icelandic State
Financial Investments in accordance with Act no. 88/2009 on Icelandic State Financial Investments.

The interim financial statements were approved and authorised for issue by the Board of Directors and the CEO of islandsbanki hf. on 6
May 2020.

2. Basis of preparation

The interim financial statements have been prepared in accordance with the International Accounting Standard (IAS) 34 Interim Financial
Reporting, as adopted by the European Union and additional requirements in the Act on Annual Accounts no. 3/2006, the Act on Financial
Undertakings no. 161/2002 and rules on accounting for credit institutions.

The interim financial statements do not include all the information required for annual financial statements and should be read in
conjunction with the audited consolidated financial statements of the Group for the year ended 31 December 2019, as well as the
unaudited Pillar 3 Report for the year 2019. Both are available on the Bank's website: www.islandsbanki.is.

The accounting policies and the basis of measurement are unchanged in comparison with Notes 64 and 66 in the consolidated financial
statements for the year 2019 except for the changes presented in Note 3.

The subsidiary Borgun hf. has been classified as non-current assets and disposal groups held for sale. Accordingly the comparative
figures in the Consolidated Interim Income Statement for the first quarter of 2019 have been restated (see Note 4).

The interim financial statements are presented in Icelandic kréna (ISK), which is the functional currency of islandsbanki hf. All amounts
presented in ISK have been rounded to the nearest million, except when otherwise indicated. At 31 March 2020 the exchange rate of
the ISK against the USD was 141.72 and 155.30 for the EUR (year-end 2019: USD 121.10 and EUR 135.83).

The Group's management has made an assessment of the Group's ability to continue as a going concern and is satisfied that the Group
has the resources to continue in business for the foreseeable future. Therefore, the interim financial statements have been prepared on
a going concern basis.

Significant accounting estimates and judgements

The preparation of the interim financial statements requires management to make judgements, estimates and assumptions that affect
the application of accounting policies and the reported amounts of assets, liabilities, income and expenses recognised. Actual results
may differ from those estimates.

Estimates and underlying assumptions are regularly reviewed and revised by management as deemed necessary. Changes in
accounting estimates are recognised when they occur.

As described in Note 2 in the consolidated financial statements for the year 2019 key areas where management has made difficult,
complex or subjective judgements, include those relating to impairment of financial assets, the fair value of financial instruments and
intangible assets.

Impairment of financial assets, changes from year-end 2019

Note 66.3 in the consolidated financial statements for the year 2019 contains a description of the Group's accounting policies for
impairment of financial assets in accordance with IFRS 9.

At the end of the first quarter of 2020, the following changes have been made.

The Group's Chief Economist has provided a new macroeconomic forecast on 25 March 2020 which takes into account the effects of
the COVID-19 pandemic.
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Notes to the Condensed Consolidated Interim Financial Statements

2. Contd

Change in economic indicators % 2019 2020 2021 2022 2023 2024
Economic growth ... 1,9 (5,0) 3,7 2,5 2,3 2,3
Housing prices in Iceland ............cccocoiiiiiiiiiniiiennen, 3,4 1,6 0,8 3,0 3,5 3,5
Purchasing power ........... . 1,8 1,8 1,8 1,7 2,1 2,1
ISK exchange rate index . 8,6 8,5 1,9 (2,5) - -
Policy rate, Central Bank of Iceland ... 3,9 2,2 2,8 3,3 3,5 3,5
INFIALION ..o 3,0 2,6 2,8 2,5 2,4 2,4
Capital formation ...........ccoceeiiiiiiii e, (6,3) (11,3) 9,5 23 2,4 2,8

thereof capital formation in industry ....................... (17,5) (22,0) 16,3 5,0 3,5 3,5

The Group has noted the guidelines provided by the Financial Supervision Committee of the Icelandic Central Bank, in particular the
following: "It is important that the selection of scenarios in the application of IFRS 9 reflect the general expectation that the current
situation is temporary, whereas the impact assessment must be conducted on a medium- and long-term basis." The Group uses three
economic scenarios: a base economic scenario based on the macroeconomic forecast, a better scenario, and a worse scenario to
capture the complete range of possible outcomes.

The Group's model to calculate PD scaling factors was applied to these economic scenarios and the resulting scaling factors were then
reviewed by the All Risk Committee with respect to all of the economic indicators and any other relevant information available. The All
Risk Committee determined that it was appropriate to adjust the weights of the scenarios, generally the scenarios are weighted 25%-
50%-25% (good, base, bad) but it was determined appropriate to set the weights at 20%-50%-30%, as this would best represent the
probability-weighted average over all possible scenarios.

Additionally, an assessment was made whether there were common risk factors for any subsets of the Group's financial assets where a
general adjustment was warranted. It was determined that loans to the tourism industry was such a subset. Companies in the tourism
industry, to which the Group has granted credit, were classified into four classes based on an assessment of how much an increase in
credit risk these companies face in the short, medium and long term. Where the increase was found to be significant, the exposure was
transferred to Stage 2 and an overlay factor was applied to the expected credit loss.

The effect of the change in the macroeconomic scenarios and the scenario weights is an increase in the credit loss allowance of ISK 365
million. The common risk factor in tourism was found to apply to loans to customers with a net carrying amount of ISK 76 billion and the
effect of the stage transfer and credit loss overlay was ISK 2.6 billion. Additionally, changes in impairment for a few specific customers
resulted in an additional credit loss allowance of ISK 260 million. Other changes in credit loss allowance were insignificant (see Note 18).

3. Changes to accounting policies

The accounting policies in the interim financial statements are consistent with those applied in the consolidated financial statements for
the year 2019, except for amendments described below. The amendments did not have a significant impact on the interim financial
statements.

Interest Rate Benchmark Reform

The Group adopted amendments to IFRS 9 — Financial Instruments, IAS 39 — Financial Instruments: Recognition and Measurement,
and IFRS 7 - Financial Instruments: Disclosures, as of 1 January 2020. The amendments modify certain hedge accounting requirements,
relating to the method that is used to assess the effectiveness of a hedging relationship, to provide relief from potential effect of
uncertainty caused by the Interest Rate Benchmark Reform, prior to the transition to alternative interest rates (see Note 24 and Note 33).

To manage the transition to alternative interest rates the Bank has set up a working group responsible for the overall transition. A
comprehensive review of legacy contracts has been carried out by the Legal department and new contract language been introduced to
accommodate the benchmark reform. The work on systems and processes, along with education and communication to major
stakeholders, is ongoing. It is expected that financial effects of the transition will be minimal to the Group. The Bank is continually
monitoring developments in the benchmark reform work in jurisdictions affected and will adjust its implementation accordingly, should
the need arise.
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Notes to the Condensed Consolidated Interim Financial Statements

Investments in subsidiaries
31.3.2020 31.12.2019

Borgun hf., a payment acquirer and issuing processor, Armali 30, 108 Reykjavik ................. Iceland 63.5% 63.5%
B-Payment Group Szolgaltato Zrt., a payment processing company, H-1132 Budapest Hungary 100% 100%
Borgun-VS ehf., a holding company, Armuli 30, 108 ReYKJAVIK .............c.cceveerereeeeeeereeeeeeeeeeenne Iceland 100% -

islandssjéair hf., an investment fund management company, Hagasmari 3, 201 Képavogur .................. Iceland 100% 100%

Hringur-eignarhaldsfélag ehf., a holding company, Dalshraun 3, 220 Hafnarfjorour ..............cccccevevinnnenn. Iceland 100% 100%
Allianz island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiorour .............ccccevveveveveveecnenenenenenns Iceland 100% 100%

In addition islandsbanki has control over nine other non-significant subsidiaries.

Borgun hf.
A formal sale process of Borgun hf. began early in 2019, as was announced by Islandsbanki on 11 January 2019. The sale was an open and
transparent process led by Swiss based investment banking firm Corestar Partners and islandsbanki's Corporate Finance department.

On 11 March 2020 islandsbanki signed an agreement to sell its 63.5% stake in Borgun hf. to Salt Pay Co Ltd. but this transaction is subject
to Financial Supervisory Authority ("FME") approval of the purchaser's acquisition of a qualifying holding. Until FME approval, islandsbanki
remains control of their 63.5% stake in Borgun hf.

In accordance with IFRS 5 - Non-current assets and disposal groups held for sale Borgun hf. has been classified as disposal group held for
sale in the interim financial statements, resulting in a change in the presentation. In the statement of financial position total assets of Borgun
hf. are recognised in the line item "Non-current assets and disposal groups held for sale" and total liabilities in the line item "Non-current
liabilities and disposal groups held for sale". Net loss of Borgun hf. is recognised in profit or loss in the line item "Discontinued operations, net
of income tax". The comparative figures in the Consolidated Interim Income Statement for the first quarter of 2019 have been restated and
Borgun hf. is no longer presented seperatly in the Operating segments note.

Restated Consolidated Interim Income Statement for the first quarter of 2019 Published Borgun hf. Restated
accounts reclassified  accounts

L G (I A ot o = PP OPPPRPPPPNS 15,227 (221) 15,006
L e I Ay o =T o ET PP PUPPPPP (7,075) 6 (7,069)
Net interest income 8,152 (215) 7,937
Fee and commission income 5,011 (2,139) 2,872
Fee and commission expense .... (1,794) 1,569 (225)
Net fee and commission income 3,217 (570) 2,647
NEt fINANCIAI INCOME ... ..ttt ettt et e e e bt e st et e s bb e e e enbr e e sbbeeeaneeeean 448 (6) 442
Net fOreign EXChANGE I0SS ........eiiiiiiiiiiiii ettt ettt e e e e e bb e e e et e e e nees (30) (91) (121)
Other OPEratiNg INCOMIE .....oiiiiii ittt ettt ettt ettt et bt e e e s b e e e s te e e e bb e e e eabbeeabbeeeanbeeeebbeesanbeeeanens 1,144 (3) 1,141
Other net operating income 1,562 (100) 1,462
Total operating income 12,931 (885) 12,046
Salaries and related EXPENSES .......c..uiiiiiiiiiiie ettt e e bbb e e e bt e e e tb e e e e nb e e anbe e e anreea s (4,051) 587 (3,464)
Other OPEratiNg EXPENSES ......uuiieiiiee ittt tee e ettt et et e e e st abe et ae e s e abbe et e e e aa s be b e e e e e e aaanbbe et e e e aannbeeeeeeeaansbnneeeeaeanes (3,039) 290 (2,749)
Contribution to the Depositors' and Investors' Guarantee Fund (312) - (312)
Bank tax (880) - (880)
Total operating expenses (8,282) 877 (7,405)
Profit before net impairment on financial assets 4,649 (8) 4,641
Net impairment oNn fINANCIAI ASSELS ..........iiiiiiiiii e (919) 12 (907)
Profit before tax 3,730 4 3,734
INCOME TAX EXPEISE ...eiiiiiiiiiiiee e ettt et e e e e ettt e e e e et e et e e e e e e bttt e e e e e e aa bbbttt e e e e s nbbe e e e e e s nnbb b e e e e e e anbnbeeeeeesnnbeeeeas (1,153) (43) (1,196)
Profit for the period from continuing operations 2,577 (39) 2,538
Discontinued operations, Net Of INCOME TAX .......coiiiuiiiiiieiiie e e 12 39 51
Profit for the period 2,589 - 2,589
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Notes to the Condensed Consolidated Interim Financial Statements

4. Contd
Interim Income Statement of Borgun hf. 2020 2019
1.1-31.3 1.1-31.3
N L= L) G (=TS A T (ot o = OSSP OTPRPOUPRN 171 218
Net fee and COMMISSION INCOMIE ... ...uiiiiii ittt e ettt e e e o bttt e e e e e s bbbt e e e e e e abbbeeeeeeaasbeeeaaeeasnbeeeaeeeannes 466 358
Other operating income (47) 100
Total operating income 590 676
Salaries and related EXPENSES .........uii ittt ettt s et e b e e e e bt e e b e et e e b et e e b bt e an e e e tr e e e abe e e abeeeaan (545) (587)
(@1 gl o] oT=T = il o I o 1=] L= OO UPTT U PPTPPPT (358) (290)
Net impairment 0N fINANCIAI ASSELS ..........iiiiiii it b et e e e bt e e bt e e e ettt e e e bb e e e nnbeeesnbeeeanes (41) (12)
Loss before tax (354) (213)
INCOME TAX EXPEISE ...eieiiiitiiieee e ittt ee e e e ettt et e e e s bbb e e e e e e e e s s b e e et e e e s s s b e e et e e e e s R e e et e e e e e aabs e e e e e e e aa s R Re et e e e e s s be e e e e e e annnbnneeeeeannnnrnes 10 43
Loss for the period (344) (170)
INtEr-CoOMPAaNY EIIMINALIONS .......uiiiiiiii ettt ettt e e tb e e e e bt e e e be e e e esbb e e e bbeeeabbeeeanbbeesanbeeeanbeeeanns 128 209
Profit (loss) of Borgun hf. included in discontinued operations for the period (216) 39
Amounts included in other comprehensive income for the period
Changes in fair value of financial assets, NEt Of tAX ........ccuiiiiiiiiii e (309) 514
Total comprehensive income (expense) for the period (525) 553
Interim Statement of Financial Position of Borgun hf. 31.3.2020
Cash and balances with Central Bank 4,542
Loans to credit institutions ... 2,235
[ =g KR (o o101 (o] 1 =T £ ST PO P PP PPPT TP PPPPPPPPN 4,802
Shares and EQUILY INSTIUMENTS ..........iiiuiiiiiiit ettt ettt e et e bttt e bt e e e e s bb e e e bt e e e eh bt e e e eb e e e ea b e e e aabe e e e bb et e nabeeesabneeaens 3,223
(o] o= gy VA= TaTo =T o U1 o] g T=T o | PO OPPPOP 1,279
INEANGIDIE ASSELS ...ttt ettt e e h et e e bt ookttt e o2ttt e ea et e ea et e e b et et e skt e e h b e s nn e e neneeeaae 422
(010 1= Tl TSP UPROPPPRN 3,347
Total assets 19,850
INtEr-COMPANY EIIMINALIONS ...ttt ettt ettt e bt oo ket e oo a b et e et et e ek bt e e eabe e e e eb bt e e abbe e e eabb e e e ne b e e e nateeeeaen (632)
Total assets of Borgun hf. included in non-current assets and disposal groups held for sale 19,218
Derivative instruments and short positions 539
Debt issued and Other DOITOWE FUNGS .........coiiiiiiiiie ettt et e e sttt e sttt e e hb e e e st et e sabe e e e nbeeesnbbeeabbeeeaneeeas 123
LI G L= o1 1= PSSP 11
(@1 =T TF=T o111 =T T PP P PP O PPPPPPPOTOPOY 13,221
Total liabilities 13,894
INtEr-COMPANY EIIMINALIONS ... .ttt ettt ettt e o bt o4kt e e s b et oot et e ek bt e e eabs e e e eb bt e e abbe e e entb et e nabeeeaatneeane (641)
Total liabilities of Borgun hf. included in non-current assets and disposal groups held for sale 13,253
Net assets of Borgun hf. 5,965
The following table summarises key cash flows information of Borgun hf. 2020 2019
The amounts shown are before inter-company eliminations. 1.1-31.3 1.1-31.3
Net cash provided by (used in) OPErating ACHIVILIES .........ccuuiiiiiiiiiie e e e e e e e (1,130) 16
Net cash provided by (used in) INVESTING ACHIVILIES .........iiiiiiiiiiiiieeii et (20) 233
Net cash provided by fINANCING ACHVILIES ..........iiiiiiiiiiiie et e e e e e e et e e e e e sasnbe e e e e e e annes 125 13
Net increase (decrease) in cash and cash equivalents (1,025) 262
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Notes to the Condensed Consolidated Interim Financial Statements

5. Operating segments

Segment information is presented in accordance with the Group's management and internal reporting structure. The Bank has three
main business segments: Personal Banking, Business Banking and Corporate & Investment Banking. Operating segments pay and
receive interest to and from Treasury to reflect the allocation of capital, funding costs and the relevant risk premium. The accounting
policies for the reportable segments are in line with the Group's accounting policies. The Group operates mainly in the Icelandic market.

Capital allocation to the business units is 16% of the risk exposure amount (REA) which corresponds to the Bank's CET1 target from the
risk appetite statement. Income tax with breakdown for each segment is according to the current tax rate. Bank tax and contribution to
the Icelandic Depositors' and Investors' Guarantee Fund are shown separately and allocated across segments. The allocation of the
bank tax is 0.145%, as stated in law.

The Group comprises the following operating segments:

Personal Banking

Personal Banking provides comprehensive financial services to individuals, such as lending, savings and payments. islandsbanki's
customers are increasingly taking care of their day-to-day banking via digital solutions such as apps, the online bank and the secure web
chat. Customers can also visit the Bank's efficient branch network for comprehensive consultancy services.

Business Banking

Business Banking provides wide-ranging financial services to small- and medium-sized enterprises. Business Banking is organised
around the branches where it can service its customers close to their own business. In addition, Business Banking operates Ergo, the
asset based financing unit of the Bank.

Corporate & Investment Banking

Corporate & Investment Banking provides universal banking services to large companies, municipalities, institutional investors and
affluent individuals. Services include customised products and services to customers including lending and advisory, risk management,
brokerage and private banking services. The division is sector-focused, building and maintaining relationships with key customer
segments within Iceland. Outside of Iceland, islandsbanki has a special focus on the North Atlantic seafood industry, leveraging its
expertise in the domestic market and global contacts.

Treasury and Proprietary Trading

Treasury is responsible for funding the Bank's operations and for managing the internal pricing framework. It is also responsible for the
Bank's balance sheet management and for relations with investors, financial institutions, stock exchanges and rating agencies. Equity
that is not allocated to business units sits within Treasury. Proprietary Trading includes equity and debt investments in the trading book
and banking book.

Cost centres

Cost centres comprise the CEO's office (Human Resources, Marketing & Communications, Strategy, and Legal), Finance excluding
Treasury and Proprietary Trading, IT, Risk Management and Compliance. Group Internal Audit is included in cost centres, however, it is
independent from the Bank and the Chief Audit Executive reports directly to the Bank's Board of Directors.

Subsidiaries, eliminations and adjustments

Subsidiaries include Borgun hf., islandssjédir hf., Allianz island hf. and other less significant subsidiaries (see Note 4).

The subsidiary Borgun hf. has been classified as non-current assets and disposal groups held for sale, accordingly the comparative
figures in this disclosure have been restated. Assets and liabilities of subsidiaries, that are classified as non-current assets and disposal
groups held for sale, are included in the column “Other subsidiaries” and all inter-company eliminations for those subsidiaries are included
in the column “Eliminations & adjustments".

Following is an overview showing the Group's performance with a breakdown by operating segments. Almost all operational results from
cost centres have been allocated to the Bank's operating segments, comparative amounts have not been restated.
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5. Contd
Corporate & Treasury & Subsidiaries,

1 January to 31 March 2020 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
Net INtEreSt INCOME .....c.coiiiiiiiiiie e 2,753 2,656 2,224 987 (65) 8,555 25 8,580
Net fee and commission income .... . 809 466 916 (42) 1 2,150 341 2,491
Other net operating iINCOME .........cooiiiiiiiieiiiiiiieee e 16 4 133 (1,848) 69 (1,626) (38) (1,664)
Total operating income 3,578 3,126 3,273 (903) 5 9,079 328 9,407
Salaries and related eXPENSES .........ccoiveiiiiiiiiiiieeree e (611) (453) (412) (80) (1,501) (3,057) (190) (3,247)
Other operating EXPENSES .......cccuviiiiiiieiiiiee it (596) (281) (233) (53) (1,134) (2,297) (148) (2,445)
Contribution to the Depositors' and Investors' Guarantee Fund ....... (129) (75) (23) (1) - (228) - (228)
BANK TAX 11ttt (121) (87) (130) (17) (4) (359) - (359)
Net impairment on financial aSSets .........ccccceveviiveeiiiii e (64) (2,321) (1,042) (63) - (3,490) - (13,490)
COSt AlIOCALION ..ot (1,195) (741) (805) 68 2,673 - - -
Profit (loss) before tax 862 (832) 628 (1,049) 39 (352) (10) (362)
INCOME TAX EXPENSE ....vviiiiiiieeiiie ettt e (256) 194 (197) (471) (12) (742) (27) (769)
Profit (loss) for the period from continuing operations 606 (638) 431 (1,520) 27 (1,094) (37) (1,131)
Net segment revenue from external CUSTOMErS ..........ccccvveeeeeeniiinns 4,128 3,574 4,725 (3,400) 52 9,079 328 9,407
Net segment revenue from other Segments ..........ccccceevieeeiiieeenn. (550) (448) (1,452) 2,497 (47) - - -
Fee and commisSioN INCOME ........c.uveiiieiiiiiiiiie e 1,233 473 915 16 1 2,638 125 2,763
Depreciation, amortisation and write-offs ............ccccceiniiiiiiennn. (51) (23) (5) - (281) (360) (2) (362)
At 31 March 2020
LOANS 10 CUSIOMENS ......oeiiiiiiiiiiii et e 331,041 235,747 357,061 1 - 923,850 - 923,850
OLhEI ASSELS ..vviiiiei it e e e e e e e e senteeeeeeeas 3,146 3,427 2,651 294,526 10,814 314,564 17,277 331,841
Total segment assets 334,187 239,174 359,712 294,527 10,814 1,238,414 17,277 1,255,691
Deposits from customers 295,270 179,387 128,270 48,499 - 651,426 (3,631) 647,795
Other aDIlItIES ....cceeeeeieiiieee e 579 2,108 3,699 402,620 6,064 415,070 13,284 428,354
Total segment liabilities 295,849 181,495 131,969 451,119 6,064 1,066,496 9,653 1,076,149
ANOCAtEA QUILY ....vveerieeei et 30,780 39,945 60,599 39,471 1,123 171,918 7,624 179,542
RISk @XpOSUre amouUNt ..........eiiiiiiiiiiiiie e 191,352 239,392 392,678 54,510 6,358 884,290 27,085 911,375

The individual segment balance sheet positions are with external customers, and exclude internal transactions thus explaining the differences in total assets and total liabilities and equity.
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5. Contd
Corporate & Treasury & Subsidiaries,

1 January to 31 March 2019 Personal Business Investment Proprietary Cost The Bank  eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
NEt INtEreSt iNCOME .....oiuiiiiiieiieiie et 2,573 2,700 2,092 604 (55) 7,914 23 7,937
Net fee and commission income .... . 1,052 415 877 (69) 1 2,276 371 2,647
Other net operating INCOME ..........occviiiiiiiiiiie e - 5 107 251 1,166 1,529 (67) 1,462
Total operating income 3,625 3,120 3,076 786 1,112 11,719 327 12,046
Salaries and related eXPENSES .........ccoiveiiiiiiiiiiieeree e (643) (496) (460) (67) (1,619) (3,285) (179) (3,464)
Other operating EXPENSES .......cccuviiiiiiieiiiiee it (540) (282) (168) (58) (1,525) (2,573) (176) (2,749)
Contribution to the Depositors' and Investors' Guarantee Fund ....... (173) (107) (32) - - (312) - (312)
BANK TAX 11ttt (112) (84) (124) (556) (4 (880) - (880)
Net impairment on financial aSSets .........ccccceveviiveeiiiii e (224) (550) (101) (34) - (1909) 2 (1907)
COSt AlIOCALION ..ot (1,347) (700) (717) 62 2,702 - - -
Profit (loss) before tax 586 901 1,474 133 666 3,760 (26) 3,734
INCOME TAX EXPENSE ....vviiiiiiieeiiie ettt e (152) (234) (383) (192) (173) (1,134) (62) (1,196)
Profit (loss) for the period from continuing operations 434 667 1,091 (59) 493 2,626 (88) 2,538
Net segment revenue from external CUSTOMErS ..........ccccvveeeeeeniiinns 3,987 3,461 4,558 (1,435) 1,148 11,719 327 12,046
Net segment revenue from other Segments ..........ccccceevieeeiiieeenn. (362) (341) (1,482) 2,221 (36) - - -
Fee and commisSion iNCOME ...........oooeiiieieieieicccccccc s 1,374 418 915 11 1 2,719 153 2,872
Depreciation, amortisation and write-offs ............ccccceiniiiiiiennn. (18) (72) (6) (1) (263) (360) (1) (361)
At 31 March 2019
LOANS 10 CUSIOMENS ......oeiiiiiiiiiiii et e 305,652 228,266 335,441 217 - 869,576 3,954 873,530
OLNEI @SSELS ..oueeeiieiiieetie ettt e e eees 2,529 3,540 4,633 283,841 11,916 306,459 25,239 331,698
Total segment assets 308,181 231,806 340,074 284,058 11,916 1,176,035 29,193 1,205,228
Deposits from customers 273,836 171,677 113,589 55,825 - 614,927 (3,624) 611,303
Other IabilitieS ......cveeiiieeee e 1,283 2,815 5,493 379,500 6,472 395,563 24,741 420,304
Total segment liabilities 275,119 174,492 119,082 435,325 6,472 1,010,490 21,117 1,031,607
ANOCAtEA QUILY ....vveerieeei et 26,649 39,178 58,495 40,672 551 165,545 8,076 173,621
RISk @XpOSUre amouUNt ..........eiiiiiiiiiiiiie e 179,216 238,013 376,389 68,475 3,624 865,717 21,184 886,901
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5. Contd

Subsidiaries, eliminations & adjustments

1 January to 31 March 2020 islands- Allianz Other  Eliminations

sjodir hf. fsland hf.  subsidiaries & adjustments Total
Net INterest INCOME .........ccccviiiiiiiiii e 11 5 9 - 25
Net fee and cCOmMMISSION INCOME ........cccuveiiiiiiiiiiieniee e 273 255 (8) (179) 341
Other net operating INCOME ..........ccccviiiiiiiiiiieee e (21) 19 (1) (35) (38)
Total operating income 263 279 - (214) 328
Salaries and related eXPeNSES .........ccovvieeirieieiiieeiiee e (144) (46) - - (190)
Other operating EXPENSES .........eviieiiiiiiiiiiieeeiiieiee e e eeiireee e e seeees (56) (128) - 36 (148)
Profit (loss) before tax 63 105 - (178) (10)
INCOME TAX EXPENSE ....eveieiiiiiieiiiee ettt (15) (12) - - (27)
Profit (loss) for the period from cont. operations 48 93 - (178) (37)
Net segment revenue from external customers ............ccccceeenee. 331 224 - (227) 328
Net segment revenue from other segments ...........ccoccceevveeeennnnen. (68) 55 - 13 -
Fee and commisSion iINCOME .........cccoviiiiiiiiiiiiie e 390 255 - (520) 125
Depreciation, amortisation and write-offs .............cccoceeriiieiiinenn - - - (2) (2)

At 31 March 2020

TOLAl @SSELS ..ooieiiieiieie it 2,731 1,297 25,792 (12,543) 17,277
Total HADIlItIES ...cvvviiieieiece e 259 405 13,363 (4,374) 9,653
TOAl EOUILY ..eovveeiieitieie e 2,472 892 12,429 (8,169) 7,624
1 January to 31 March 2019 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net INEreSt INCOME .......cieiiiiiiiiiie e 12 6 3 2 23
Net fee and commISSION INCOME .........ccceeiiiiiiiniiiieiiee e 252 338 (8) (211) 371
Other net operating INCOME ..........ccoviiiiiiiiiiiiece e 75 - 5 (147) (67)
Total operating income 339 344 - (356) 327
Salaries and related eXPenSES ..........coovvviiiiiiiiniiieni e (137) (42) - - (179)
Other operating EXPENSES .......cccuuiiiiiieeriiie e (47) (128) (31) 30 (176)
Net impairment on financial asSets ..........cccccevciiiniiiiiieciee - - - 2 2
Profit (loss) before tax 155 174 (31) (324) (26)
INCOME TAX EXPENSE ....vviieiiiiieeiiiie ettt et (32) (35) - 5 (62)
Profit (loss) for the period from cont. operations 123 139 (31) (319) (88)
Net segment revenue from external customers ............cccceeenee. 378 343 - (394) 327
Net segment revenue from other segments ...........cccccceevvveeennnen. (39) 1 - 38 -
Fee and commisSion iNCOME .........c.coviiiiniiieiiiiie e 356 338 - (541) 153
Depreciation, amortisation and write-offs ..........ccccoccieeiiiiiiinnen. - - - (1) (1)

At 31 March 2019

TOLAl @SSELS ... 2,621 1,254 38,715 (13,397) 29,193
Total IabIlIIES ...c.veeeeiiee e 223 388 24,600 (4,094) 21,117
TOtal @QUILY .. 2,398 866 14,115 (9,303) 8,076
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6. Classification of financial assets and financial liabilities

At 31 March 2020 Mandatorily Held for Designated Amortised Carrying
at FVTPL hedging as at FVTPL cost amount

Cash and balances with Central Bank ............cccccceeeiiiiiiire i - - - 123,062 123,062
Loans to credit INSHEULIONS ..........uvviiiiiiiiiiiiiiccceeeeeeeeer e - - - 84,263 84,263
Listed bonds and debt iNStrUMEeNtS ..........cccvveviiiiiiiiiiee e 41,830 - - - 41,830
Listed bonds and debt instruments used for economic hedging ....................... 27,030 - - - 27,030
Unlisted bonds and debt iNStrUMENtS ...........ceeeiiiiiiiiee e 508 - - - 508
DEIVALIVES ...ttt et e aeneaenaaaaees 3,807 965 - - 4,772
LO@ANS 10 CUSLOMIEIS ...evviiriiiiiiiiiieieieeeeeeeeeeeee et e eeeeeeee e e e e e e eeaeaeaeaeaeaeaeaaaeaaaeaaaeaeaaees - - - 923,850 923,850
Listed shares and equity iNSTTUMENTS ..........coocuiiiiiiiiiiiiii e 4,086 - - - 4,086
Listed shares and equity instruments used for economic hedging ... ... 5,760 - - - 5,760
Unlisted shares and equity iNSITUMENLS ........cccoiviiiiiiiiiiiiieieee e 2,650 - - - 2,650
Other fINANCIAI ASSELS .....ccoiiiiiiie et e e e e e e e e e e e ennnes - - - 4,936 4,936
Total financial assets 85,671 965 - 1,136,111 1,222,747
Deposits from Central Bank and credit inStitutions ..o - - - 33,773 33,773
Deposits fromM CUSTOMETS .......coiiiiieiiiieeiiee et - - - 647,795 647,795
Derivative instruments and short pOSItioNS ...........ccccoviiiiiiiiiiiiiiie e 12,045 - - - 12,045
Debt issued and other borrowed funds ..........cccooviiieee i, - 47,448 55,128 219,704 322,280
Subordinated 10aNS .........oooiiiiii e ————— - - - 24,456 24,456
Other financial liabilities ..........c..eviieiiiiie e - - - 12,817 12,817
Total financial liabilities 12,045 47,448 55,128 938,545 1,053,166
At 31 December 2019 Mandatorily Held for  Designated  Fair value Amortised Carrying
at FVTPL hedging as at FVTPL through OCI cost amount

Cash and balances with Central BanK ............cccccccovvviiiiiiiiinl. - - - - 146,638 146,638
Loans to credit inStitUtioNS ...........cociiiiiiiiee e - - - - 54,376 54,376
Listed bonds and debt instruments ...........ccccccoeiiiiiiiie e 33,302 - - - - 33,302
Listed bonds and debt instruments used for economic hedging .... 18,220 - - - - 18,220
Unlisted bonds and debt instruments ...........ccooeeeviiiiiiiiiiiiiiiinnnns 1,348 - - - - 1,348
DEIVALIVES ...eiieeiiiiiiiiee ettt e e e e e 4,700 921 - - - 5,621
LOANS 10 CUSIOMEIS ..ovvviiieieiiiiiiiie e e e - - - - 899,632 899,632
Listed shares and equity instruments .. 3,779 - - - - 3,779
Listed shares and equity instruments used for economic hedgin 8,681 - - - - 8,681
Unlisted shares and equity instruments 2,851 - - 3,115 - 5,966
Other financial @SSets .........ccoovvveviiiiiiii - - - - 5,757 5,757
Total financial assets 72,881 921 - 3,115 1,106,403 1,183,320
Deposits from Central Bank and credit institutions ........................ - - - - 30,925 30,925
Deposits from CUSIOMENS ........evviiieeeiiiiiiee e - - - - 618,313 618,313
Derivative instruments and short positions ...........cccccociiieieinninns 6,219 - - - - 6,219
Debt issued and other borrowed funds ...........cccccvvvvvvveviveievirenennns - 41,816 49,352 - 215,213 306,381
Subordinated 10aNns ..., - - - - 22,674 22,674
Other financial liabilities ..............vvvvviriiiiiiiiiiieieeiieeeeeeeeeeeeeeeeeeeeeeees - - - - 24,772 24,772
Total financial liabilities 6,219 41,816 49,352 - 911,897 1,009,284
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7. Fair value information for financial instruments

Financial instruments carried at fair value

The fair value of a financial instrument is the transaction price that would be received to sell an asset or paid to transfer a liability in an
orderly transaction between market participants at the measurement date. Where a market price is not readily available, the Group applies
valuation techniques based on estimates and assumptions that are consistent with that which market participants would use in setting a
price for the financial instrument.

The table below shows financial instruments carried at fair value at 31 March 2020 categorised into three levels of fair value hierarchy that
reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:

Level 1: Inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Group can access at the
measurement date.

Level 2: Valuation techniques based on observable inputs other than the quoted prices included in Level 1, either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

Level 3: Valuation techniques based on significant unobservable inputs, e.g. internal assumptions.

At 31 March 2020 Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENTS ..ot e e eereeeereeeeeeeeeeeaaaaees 68,860 - 508 69,368
DEIIVALIVES ...eiiiiiiiiiiie ettt e et e e e s e e e e e e et a et e e e e e sta b e e e e e e snsnbaeeaeessnnntnaeaaeans - 4,772 - 4,772
Shares and equity instruments ... 9,742 26 2,728 12,496
Total financial assets 78,602 4,798 3,236 86,636
S g ToTa o 1o ] 1110 PP ST PPPPPR 331 - - 331
DENVALIVE INSIIUMENTS ....uuviiiiiiiiitiiiiiiireteretireressesereresesererereeerreeererreerereteretreateaeaeaaeeeaeaaaaaees - 11,714 - 11,714
Debt issued and other borrowed funds designated as at FVTPL .... 55,128 - - 55,128
Total financial liabilities 55,459 11,714 - 67,173
At 31 December 2019 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENLES ........coiiiii e e eeereeeeeeeeeeeeeaaeaes 51,522 - 1,348 52,870
DEIVALIVES ...eeeiiiiiiiiie ettt e et e e et e e e e e e ettt e e e e e eta e e e e e e s naabaeeeeesannnrnaeaaeaan - 5,621 - 5,621
Shares and equity INSEIUMENTS ........ouuiiiiie e e e ee e e e et eee e e e e anneees 12,383 27 6,016 18,426
Total financial assets 63,905 5,648 7,364 76,917
SO POSITIONS .ttt et e bt e e s st e e e bn e e s sabe e e enbeeeennees 814 - - 814
DENVALIVE INSIIUMENES ....uuviiiiiiiiiriiiiiiitireretereeeseeserereeeseeeseeeeeeeeeeeeereeeeeeeereeeaeaeaeaeaeaaeaeaaaaaees - 5,405 - 5,405
Debt issued and other borrowed funds designated as at FVTPL ........cccccoeviiiiiviiceniineenne 49,352 - - 49,352
Total financial liabilities 50,166 5,405 - 55,571

Bonds and Shares and
Changes in Level 3 assets measured at fair value debt equity
instruments instruments

Fair value at 1 JANUATIY 2020 .........ooiiiiiiiitiieeeaaiiie et e e ettt e e e e e s aee et e e e s e e be e e e e e e aasbs e e e e e e e aabebeeeeeeeaabbbeeeeeeaannbeeeeeeeaannrnreas 1,348 6,016
PUFCRASES ...ttt ootk e bt e e bt e h et e ea et e ettt eea et e e et e e e et e et e n bt e 28 7
Net loss on financial instruments recognised iN Profit OF 0SS ........ccooiiiiiiiiii i (1,092) (140)
Transfer to "Non-current assets and disposal groups held for sale” ... - (3,180)
OLNEE CRANGES ....eiiiiee ettt e oottt e e oo b ettt e e 24 b bt bt e e e 2o e a b a b et e e e e e aa kb b e e e e e e e e nbb b et e e e e e nbbreeeeeeannbeeeeas 224 25
Fair value at 31 March 2020 508 2,728
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7. Contd
Bonds and Shares and
debt equity
instruments instruments

Fair value at 1 January 2019 1,514 4,688
PUFCRASES ...ttt b e e b b e e e bt e e a e e e e h bt e e e bb e e e sh b et e et e e e e bb et st e n e e e e 7 338
SAIES AN INSTAIMENES ...ttt et e e oa b et e e bt e e e hb e e e e s bb e e e bt e e e anbe e e e bt e e e nnbeeeantneeens (537) (52)
Net gain (loss) on financial instruments recognised in Profit OF 0SS .........ccooiiiiiiiiiiii e 306 (118)
Net gain on financial instruments recognised in other comprehensive income ... . - 1,272
(@1 1= ol T T o =T PO URRTR PP 58 (112)
Fair value at 31 December 2019 1,348 6,016

At the end of each reporting period the Group determines whether transfers have occured between levels in the hierarchy, by reassessing
categorisation based on the lowest level input that is significant to the fair value measurement as a whole. No transfers between levels took
place in the first quarter of 2020.

Valuation process

The responsibility for the valuation of the fair value of financial instruments lies with the relevant business units. Each quarter, the business
units present a valuation report to the Investment Committee for approval. The report and its assumptions are reviewed by Risk
Management.

Valuation techniques

Where applicable, fair values are determined using quoted prices in active markets for identical assets and liabilities. In other cases, where
there is no active market, the fair value is estimated using valuation techniques such as net present value and discounted cash flow models;
comparison with similar instruments for which observable market data exists; net asset value (NAV) for investment fund units or expected
recovery for distressed bonds. These valuation techniques are based on various assumptions and inputs such as risk-free rate, expected
revenue growth and credit and liquidity spreads. In some cases, where significant inputs into these models are not observable, expert
judgement and estimation for these inputs are required.

Level 1: Fair value established from quoted market prices.

Assets at this level are financial assets and financial liabilities containing actively traded bonds and equities that are listed either domestically
or abroad.

Level 2: Fair value established using valuation techniques with observable market information.

Assets at this level are assets and liabilities containing domestic bonds, equities as well as derivatives. For interest rate derivatives contracts
such as interest rate swaps (IRS) and cross-currency interest rate swaps (CIRS) the Group calculates the net present value of estimated
future cash flows based on yield curves with key inputs such as interest swap rates and forward-rate agreements (FRAs) rates. Foreign-
currency forwards and foreign-currency swaps are valued using the FX spot rate adjusted for forward pricing points that can be obtained
from market sources. These products are classified as Level 2. Bond forwards and equity forwards are also classified as Level 2 as they are
valued using standard models with key inputs observed from stock prices, estimated dividend rates and funding rates.

Level 3: Fair value established using valuation techniques using significant unobservable market information.

Assets at this level contain primarily unlisted and illiquid equities and bonds. Unlisted equities and bonds are initially recorded at their
transaction price but are revalued each quarter based on the models as described above.

The economic crisis relating to the COVID-19 pandemic is the main reason for the decrease in Level 3 assets during the period.

At 31 March 2020 the Group's Level 3 equities amounted to ISK 2,728 million:

-These include shares in seven professional investment funds and investment companies investing in unlisted equities and specialised
investments in Iceland totalling ISK 1,383 million. The Group receives information from fund managers which use valuation models for the
valuation of these equities.

-Other Level 3 equities amounting to ISK 1,345 million.

-Preferred Series C shares in Visa Inc., which Borgun hf. holds, were reclassified as held for sale during the period and transfered to "Non-
current assets and disposal groups held for sale".
At 31 March 2020 the Group's Level 3 bonds amounted to ISK 508 million:

-The majority of the amount in Level 3 bonds is estimated by discounting cash flow where the yield is the contractual currency's base rate
with a premium that is decided by expert judgement on projected risk and financing cost.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2020 22 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

Cont'd

Sensitivity analysis for Level 3 assets

The valuations of Level 3 assets are in general uncertain and subject to various factors. The favourable and unfavourable scenarios can be
considered as being likely movements in valuation within a year. The very favourable and very unfavourable scenarios are considered less
likely, but not impossible and are not worst-case scenarios for some of the assets.

The table below shows how profit (loss) and total comprehensive income would have been affected if one or more of the inputs for fair value
measurement in Level 3 were changed.

At 31 March 2020

Very

Carrying Very unfavour-

Effect on profit or (loss): amount favourable Favourable Unfavourable able

Level 3 Bonds and debt inStruments ...........ccooceeeiiieeiiiicenie e 508 928 269 (242) (483)

Level 3 Shares and equity instruments 2,728 1,392 464 (487) (753)

At 31 December 2019 Very

Carrying Very unfavour-

Effect on profit or (loss): amount favourable Favourable Unfavourable able

Level 3 Bonds and debt inStruments ...........ccoocveeiiiieiiiicenie e 1,348 330 257 (296) (1,348)

Level 3 Shares and equity iNSTTUMENES ..........ccccviiiiiiiiiiiceiiee e 2,901 2,399 645 (762) (1,614)
Effect on comprehensive income:

Level 3 Shares in Visa INC. .....cocuiiiiiiiiiiie e 3,115 1,246 623 (623) (1,246)

Financial instruments not carried at fair value

Assets

The fair value of “Loans to customers” may differ from their net carrying amount because the interest rates they carry may not reflect the
interest rates that similar new loans would carry. The fair value is estimated by subtracting from or adding to the net carrying amount of the
loans the discounted interest rate difference calculated from the reporting date until the next interest reset or maturity, whichever comes first.
Since the interest rate difference is estimated using internal models these assets are classified as Level 3.

For “Cash and balances with Central Bank”, “Loans to credit institutions” and “Other financial assets” the fair value is adequately
approximated by the carrying amount as they are short-term in nature. They are thus classified as Level 2.

Liabilities

The fair value of a financial liability with a demand feature, such as a demand deposit, is not less than the amount payable on demand,
discounted from the first date that the amount could be required to be paid. Most deposits are on demand or carry floating interest rates and
as such their carrying amount is considered a good approximation of their fair value. The fair value for longer term fixed rate deposits is
calculated with a duration approach, using the difference in each liability's current interest rate from the rate that a similar deposit would carry
today. All deposits are classified as Level 2 based on the use of observable market interest rates to estimate the fair value.

Observed market value is used for the fair value of "Debt issued and other borrowed funds" where it is available. Issued bonds and bills with
quoted market prices are classified as Level 1. If there is no quoted market price the fair value of the debt is valued in the same manner as
deposits if it carries a fixed rate. If the debt carries a floating rate its fair value is estimated by comparing the margin with the Group's current
funding premium on similar debt. These liabilities are classified as Level 2. The funding premium is based on the interest margin in the
Group's issued papers including covered bonds, commercial papers as well as foreign currency denominated bonds.

Other financial liabilities mainly include unsettled securities transactions, payments due to leasing contracts and liabilities to retailers for
credit card provisions and they are classified as Level 2 since their value is not observable from active market prices. Due to the short-term
nature of these liabilities their carrying amount is considered a good approximation of their fair value.

The following table shows the fair value measurement and classification of the Group's assets and liabilities not carried at fair value. The
different levels are defined in Note 7.

islandsbanki hf. Condensed Consolidated Interim

Financial Statements first quarter 2020 23

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

8. Contd

Total fair Carrying
At 31 March 2020 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............ccccceveeiiiiiiiieee i - 123,062 - 123,062 123,062
Loans to credit INSHEULIONS ..........uvveieiiiiiiiiiiiiiieieieeeseeeee e e e e e e e eeeeeeeaes - 84,263 - 84,263 84,263
LOANS 10 CUSLOMEIS ....uuviviriieieieieinenieaneneneseeeeeseseeeeeeeeeeeeeeeeeereeererereeeeereeeeeeeen - - 929,230 929,230 923,850
Other financial @SSEetS .......ccoovviiiiiiiii - 4,936 - 4,936 4,936
Total financial assets - 212,261 929,230 1,141,491 1,136,111
Deposits from Central Bank and credit institutions ..............cccoceeinniiiinenenn. - 33,989 - 33,989 33,773

Deposits from customers ...........cc........ - 648,150 -
Debt issued and other borrowed funds 174,276 101,296 -
SUbOrdIiNAtEd 08NS .....eiiiiiiiiiiiie e - 21,999 -

648,150 647,795
275,572 267,152
21,999 24,456

Other financial liabilities .... - 12,817 - 12,817 12,817
Total financial liabilities 174,276 818,251 - 992,527 985,993

Total fair Carrying
At 31 December 2019 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ..............cccvvvvviiiiiiiiiiiiiiiiiiiiiieieeeeeeees - 146,638 - 146,638 146,638
Loans to credit institutions ... - 54,376 - 54,376 54,376
LOANS 10 CUSTOMEIS ..oiiiiiieieiii ettt e e e e et s e e e e e e eaaae e e e eaaees - - 902,053 902,053 899,632
Other fINANCIAl ASSELS .....ccccviiiiie e rae e - 5,757 - 5,757 5,757
Total financial assets - 206,771 902,053 1,108,824 1,106,403
Deposits from Central Bank and credit institutions ............cccccceeeveeeiiieeene - 31,027 - 31,027 30,925
DeposSits fromM CUSIOMENS ........ouviiiieeiiiiiiee et - 618,592 - 618,592 618,313
Debt issued and other borrowed funds ...........cccooociiiiei i, 165,044 100,334 - 265,378 257,029
Subordinated 08NS .........cooooiiiiiii 22,626 - - 22,626 22,674
Other financial liabilities .............eeviiiiiiiie e - 24,772 - 24,772 24,772
Total financial liabilities 187,670 774,725 - 962,395 953,713

9. Offsetting financial assets and financial liabilities

The following tables show reconciliation to the net amounts of financial assets and financial liabilities, which
enforceable master netting agreements and similar agreements.

Amounts not set off but subject to master

are subject to offsetting,

Financial assets subject to netting arrangements and similar
netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

before  financial Net financial Financial collateral collateral of netting disclosure the balance

At 31 March 2020 netting liabilities assets liabilities received received  arrangements requirements sheet
Reverse repurchase agreements .. 555 - 555 - - - 555 - 555
DEIVALVES ......eeeeeeeeeeseereeeseeneeen. 4,772 - 4772 (1,151) (3,185) (625) (189) - 4,772
Total assets 5,327 - 5327 (1,151)  (3,185) (625) 366 - 5,327
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9. Contd

Amounts not set off but subject to master

Financial assets subject to netting arrangements and similar

netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

before  financial Net financial Financial collateral collateral of netting disclosure the balance

At 31 December 2019 netting liabilities assets liabilities received received  arrangements requirements sheet
Reverse repurchase agreements .. 1,114 - 1,114 - - - 1,114 - 1,114
DENVALVES ..., 5,621 - 5621  (1,374) (3,146) (88) 1,013 - 5,621
Total assets 6,735 - 6,735  (1,374) (3,146) (88) 2,127 - 6,735

Financial liabilities subject to

Amounts not set off but subject to master

netting arrangements and similar

netting arrangements agreements
Liabilities
Net amount after outside the  Total financial
Financial Netting Financial consideration of scope of liabilities
liabilities with Cash instruments  potential effect offsetting  recognised in
before  financial Net financial Financial collateral collateral of netting disclosure the balance
At 31 March 2020 netting assets liabilities assets pledged pledged arrangements requirements sheet
Derivative instruments and
Short positions .........cccoeveeeriiieenne 12,045 - 12,045 (1,151) (2,741) - 8,153 - 12,045
At 31 December 2019
Derivative instruments and
short positions .........cccoevceeeviiienne 6,219 - 6,219 (1,374) (1,139) - 3,706 - 6,219
10. Quarterly statements
2020 2019 2019 2019 2019
Q1 Q4 Q3 Q2 Q1
NEt INTEreSt iNCOME ....uviiiiiiiiiiiie e e e 8,580 8,291 8,190 8,404 7,937
Net fee and commiSSION INCOME ..., 2,491 2,945 2,549 2,758 2,647
Net financial iINCOME (EXPENSE) .......eeeiuiiiiiiieeiiie e (1,738) (840) (602) 180 442
Net foreign exchange gain (I0SS) ........cceveiieieiiiiiiiiiieciec e 55 116 159 (15) (121)
Other operating income ................. 19 920 37 27 1,141
Salaries and related expenses (3,247) (3,624) (3,242) (3,689) (3,464)
Other Operating EXPENSES ......c..uveiiieeiiiiieieee ettt e e e e e e e e s abeeee e e e s neenees (2,445) (2,823) (2,366) (2,531) (2,749)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (228) (216) (210) (198) (312)
BanK taX ..ocoeiiiiiieie e (359) (814) (900) (934) (880)
Net impairment on financial assets ... (13,490) (1,463) (208) (902) (907)
Profit (10SS) DEfOre taX ....c.covieiiiiiie e (362) 2,492 3,407 3,100 3,734
INCOME tAX EXPEINSE ...eiiiiiiiiiiieeeeeitie it e e e e ettt e ettt e e e e et e e e e e e sbnbeeeeeeaaas (769) (659) (1,328) (726) (1,196)
Profit (loss) for the period from continuing operations .............c.ccceevcvveernnee. (1,131) 1,833 2,079 2,374 2,538
Discontinued operations, net of income tax (245) (174) 7 (254) 51
Profit (loss) for the period (1,376) 1,659 2,086 2,120 2,589
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11. Net interest income

2020 2019
1.1-31.3 1.1-31.3

Cash and balances wWith Central BanK ..............oooiiiiiiiiiiiii 1,002 1,266
[ F= L 3 L= g T 1 T= T I ot 1 SRS 12,090 13,162

Financial assets mandatorily at fair value through profit Or 0SS .........ccooiiiiiiiiii i 551 568
(010 1= - T SO OPPPOUPPOUPRPPI 2 10
Total interest income 13,645 15,006
Deposits from Central Bank and credit INSHIULIONS .........oooiiiiiiii e (221) (107)
DEPOSILS fTOM CUSTOMEIS ...ttt ettt et e bttt ea bt e e b bt e e oab et e e a bt e e eab e e e sab et e e ba e e e enbeeeeanneeenneas (2,463) (4,043)
Debt issued and other borrowed funds at fair value through profit Or I0SS ..........coociiiiiiiiiiiii (142) (180)
Debt issued and other borrowed funds at @mMOItISEA COS .......coiuiiiiiiiieiiiii et (2,047) (2,219)
SUDOTAINALET IOBNS ...ttt a et e e ettt e ettt e ea b et e st et e e bttt e et et e e bbb e e e abn e e e abneeeaanree s (166) (80)
Oher INTEIESE EXPENSE™ .....eeiiitiie ittt ettt h ettt e ettt e et bt e e oa bt e e aabe e e e s bt e e ea ket e o bb e e e e abe e e e abbeeeabbeeeenbbeeeanbeeeanteeaean (26) (440)
Total interest expense (5,065) (7,069)
Net interest income 8,580 7,937
*Thereof is lease liabilities' interest expense amounting to ISK 22 million (2019: ISK 24 million).
12. Net fee and commission income
2020 2019
1.1-31.3 1.1-31.3
ASSEE MANAGEIMEINT ..ottt e e e s e et e e e s s h b e e e e e s e b b s e e e e e s e s bbb e e e e e e s ssbae e e e e s ssbr e e e e e e s e nnnneeeeeanaes 565 548
Investment banking @nd BIrOKEIAGE ...........oiiiiiiiiiiie ettt e ettt e e e bt e e e sab e e e e et e e snbe e e snbeeeanneas 571 531
PAYMENT PrOCESSING ...ttt ettt ettt et e e et e oo a et e eh bt e e ekttt e ea et e £ et et e e bttt e sabe e e e be e e e esbeeeaabneeeabneeeaans 814 830
LOBNS AN QUATANTEES ... ..eiiiiiiiieiiiie ettt ettt et ettt eea bt e e ettt e e aa bt e e ambe e e e b bt e e aa b e e e oA Eb e e e ek be e e eabee e e bbeeeanbbeeeabbeaeanbeaeanns 383 378
Other fee and COMMISSION INCOME ..ottt ettt e e et e e e e e e e e e e etn e e e st e st et e eenees 430 585
Total fee and commission income 2,763 2,872
Brokerage .................. (53) (69)
Clearing and settlement (219) (134)
Other fee and COMMISSION EXPEINSE ......cciuiiiiiiiieitie ettt ettt e et bt e e et b e e e e ba e e e aabeeeaate e e e sbeeeaabeeeanteeeeasbeeesnbeeeabneeaane - (22)
Total fee and commission expense (272) (225)
Net fee and commission income 2,491 2,647
Fee and commission income by segment is disclosed in Note 5.
13. Net financial income (expense)
2020 2019
1.1-31.3 1.1-31.3
Net gain (loss) on financial assets and liabilities mandatorily at FVTPL .......c..oooiiiiiiiiii e (1,728) 498
Net loss on financial liabilities designated 8S At FVTPL .......cooiiiiiiiiie et e e (6) (44)
Net 10SS 0N fAIF VAIUE NEAGES .......ooiiiiiiiiiee ettt ettt e et e e e nabe e (4) (12)
Net financial income (expense) (1,738) 442
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14. Net foreign exchange gain (loss)

2020 2019

1.1-31.3 1.1-31.3

Cash and balances With CeNtral BANK ...........c.cioiiiiiiiiieiie e s 177 9
Financial assets mandatorily at fair value through profit Or 0SS .........ccooiiiiiiiiiiii e 1,378 (199)
LOANS At AMOIISEA COSL ......uiiiiriiiii ittt et e e r e b e et ame e et e s eeesar e e e e sreeeneenneeennes 29,750 8,316
ONEE BSSELS ...ttt b e e e et bt e e bbbt e e b e e e b e e e R bt e e et e b e e e et s s 19 1
Net foreign exchange gain for assets 31,324 8,127
DEPOSIES ...eeiieee ittt (13,705) (3,614)
Debt issued and other borrowed funds designated as at FVTPL (7,084) (2,188)
Debt issued and other borrowed funds at @mMOItISEA COS .......coiuiiiiiiiieiiiii et (8,700) (2,200)
SUDOTAINALET IOBNS ...ttt a et e e ettt e ettt e ea b et e st et e e bttt e et et e e bbb e e e abn e e e abneeeaanree s (1,780) (246)
Net foreign exchange loss for liabilities (31,269) (8,248)
Net foreign exchange gain (loss) 55 (121)

15. Other operating income

2020 2019

1.1-31.3 1.1-31.3

Share of l0ss of associates, NEt Of INCOME TAX ....eiiuiiiiiiiii ittt e st e e et e e sbe e e bneeeaas (19) -
Legal dispute settlement ... - 1,103
[T = U (=TSSP RSP UPRPPPRRRIOE 22 20
RENLAI INCOME ...ttt a et et e ekt e e b4t e ettt e et e st et e et e e e nanr e e e nbeeeeennnes 10 10
Other NEt OPEIALING INCOME .....oiiiiiiiiie ettt et e kbt e e e hb e e e e bb e e ek bt e e asbb e e e aabe e e embeeeanbbeeesnbeeeanbeeeannneas 6 8
Other operating income 19 1,141

16. Salaries and related expenses

2020 2019

1.1-31.3 1.1-31.3

ST 1= T (=T TP TS U PP PR PR OPRPTRTRIN 2,504 2,673
Contributions t0 PENSION FUNTS ........viiiiiii ittt et e et e et e et ee e 362 400
Social security charges and financial aCHVItIES taX .........c.eiiiiiiiiiiii e 357 369
Other salary-related EXPENSES .......ccuii ittt ettt e e e ettt e e bt e e hb et e e bttt e aab e e e eabe e e e e e e e st e e eenees 24 22
Salaries and related expenses 3,247 3,464

*Financial activities tax calculated on salaries is 5.5% (2019: 5.5%).
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17. Other operating expenses

2020 2019

1.1-31.3 1.1-31.3

PrOfESSIONEAI SEIVICES ...ttt a et e e a et e e b et e s b et e s b et e e st e s b e s e e 412 502
SOFftWATE ANA T EXPENSES ... .veeiiieie ettt ettt ettt ettt et e ea bt e ettt e e oa b et e sabe e e ah b et e eabe e e o bb e e e an b et e e b bt e e abbeeeanbbeeeanbeeeanbeeeannns 1,100 1,180
Real estate and OffiCe @QUIPMENT ... ettt e e et e e e e s b e e e e e e e bbb eeaeeeaabsbeeeaeeeannnnes 136 150
Depreciation, amortisation @and WIEE-0fFS ...........c.uiiiiiiiiiii et s 362 361
Other administrative expenses 435 556
Other operating expenses 2,445 2,749

18. Net impairment on financial assets

2020 2019

1.1-31.3 1.1-31.3

Expected credit [0Ss, 0n-balance Sheet ItEMIS™ ..o (3,339) (1908)
Expected credit [0ss, Off-balance ShEet ITEMS ........ooiiiiiii e (151) 7
Changes in provision dUE t0 COUM TUINGS .....ciuuiiiiiiie ittt ettt et e e e bb e e e sabe e e sabe e e e anbeeeabeeesabeeeeaans - (6)
Net impairment on financial assets (13,490) (907)

*The main reasons for the additional expected credit loss allowance are: an increase related to COVID-19 pandemic (ISK 2,600 million), an
increase due to a less favourable economic environment (ISK 365 million) and an increased expected credit loss for a few customers (ISK

260 million). For further information see Note 2.

19. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2020 is 20% (2019: 20%). Special financial
activities tax is calculated as 6% of taxable profits exceeding ISK 1 billion in accordance with the Act on Financial Activities Tax no.
165/2011. The effective income tax rate in the Group's income statement for the first quarter 2020 is negative 212.4% (2019: 32.1%).

2020 2019
1.1-31.3 1.1-31.3
Current tax expense excluding disContiNUEd OPEFALIONS .........ccoouiiiiiiiiiiiiiie it 1,467 1,057
Special financial activities tax ...........ccccovceeerieeennns 370 237
Difference in prior year's calculated income tax - (7)
Changes in deferred tax assets and deferred tax iabilitie€s .............cooiiiiiiiiiiiiiii e (1,068) (92)
Income tax recognised in the income statement 769 1,196

2020 2019

1.1-31.3 1.1-31.3

Profit (I0SS) DEOIE taX ....cooiiiiiiiiie e (362) 3,726
20% income tax calculated on the profit (loss) of the period ............ccccoeviiiiiiiiiniiieeen. (72) 20.0% 745 20.0%
Special financial ACtIVITIES tAX ........coiuiiiiiiiiiiiii e 370 (102.2%) 237 6.4%
Expenses (income) not subject to tax 371 (102.5%) (31) (0.8%)
NON-AedUCEIDIE EXPENSES ... 72 (20.0%) 177 4.7%
Other dIiffErENCES ... e e e st e e e e e e aannnes 28 (7.7%) 68 1.8%
Effective income tax expense 769 (212.4%) 1,196 32.1%

The Bank is taxed jointly with its subsidiary islandssjéair hf.
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20. Discontinued operations, net of income tax

2020 2019

1.1-31.3 1.1-31.3

NEt 10SS from fOrECIOSEA @SSELS ......veiiiiiiiiiiiie ittt b et st e et bt e e bt e e be e e enbe e e e anaeeeaaneee s (47) (1)
Net profit (loss) from disposal groups held fOr SAlE™ .............eiiiii e (217) 52
INCOME TAX EXPEISE ...eiiiiiitiiite e e ittt e e e e ettt et e e et e e e e e ook e et e e e s s s Rt e e e e e aa s s e et e e e 4 s s R e e et e e e e s e s ee e e e e e ansnne e e e e e e snnnnneeeeenannnes 19 -
Discontinued operations, net of income tax (245) 51

*For further information about Borgun hf., see Note 4.

21. Earnings per share Discontinued operations
Excluded Included
2020 2019 2020 2019
1.1-31.3 1.1-31.3 1.1-31.3 1.1-31.3
Profit (loss) attributable to shareholders of the Bank ............ccccooviiiiiiiiniiiiecc e (1,006) 2,600 (1,251) 2,651
Weighted average number of outstanding Shares ...........cccccvciiiiiiciiic i 10,000 10,000 10,000 10,000
Basic earnings per share (0.10) 0.26 (0.13) 0.27

The Group's basic and diluted earnings (loss) per share are equal as the Group has not issued any options, warrants, convertibles, or other
financial instruments that dilute earnings (loss) per share (2019: none).

22. Cash and balances with Central Bank
31.3.2020 31.12.2019

(=Y Mol o 4 - (o EOS PRSP UUPRPPPRNt 4,367 4,403
Balances With CeNtral BAnK .............ooooiiiiiiiiii oottt b bbbt bebe b st nbebebe b e b e reneranaraes 109,867 126,956
Balances with Central Bank subject to Special reStHCIONS™ ...........ciiiiiiiiiiie e 2,102 1,679
Included in cash and cash equivalents 116,336 133,038
Mandatory reserve deposits With CeNtral BANK ...............ooiiiiiiiiiiiiiiie ettt e s e ba e e nbaeeeanes 6,726 13,600
Cash and balances with Central Bank 123,062 146,638

*Balances as defined in Act no. 37/2016 on the treatment of krona-denominated assets subject to special restrictions and rules no. 490/2016
on special reserve requirements for new foreign currency inflows.

23. Loans to credit institutions
31.3.2020 31.12.2019

Money market loans 46,571 33,254

(ST a1 = TeoTo 1N ] < RPN 37,649 21,122
[ 10 1= T (o = o £ PSPPSR P PPURURPPRPRP 43 -
Loans to credit institutions 84,263 54,376
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24. Derivative instruments and short positions

Notional Notional
values values
At 31 March 2020 related to related to
Assets assets  Liabilities liabilities
INEEIESTE FAIE SWAPS ...ttt enene e 1,532 133,003 3,331 71,426
CroSS-CUITENCY INTETESE FALE SWAPS ....eiiiitiieiiiieeiiiee it et ee et e ettt e e esbe e neneeeanes 528 13,463 3,269 61,110
Equity forwards .................... 904 5,214 104 1,564
Foreign exchange forwards 1,039 14,834 369 4,912
FOreign @XChanQgE SWEAPS ......ccioiiiiiiiiiea ettt e e e e atibe et e e e e st e e e e e e e sbbaeeaee s 736 13,223 4,306 51,529
BONG FOMWAITS ....eeiiieiiieee et 33 5,915 335 23,625
Derivatives 4,772 185,652 11,714 214,166
Short positions iN iISted DONAS .........oooiiiiiiii e - - 331 285
Total 4,772 185,652 12,045 214,451
At 31 December 2019
INTEIEST FALE SWAPS ...eeeeiiiitieieee ittt e e e sttt e e e e st e e e s st et e e e e e s bbb e e e e e e snnb e e e e e e e annrnreeeeaas 1,254 114,393 3,575 96,212
CroSS-CUIreNCY iNTEreSt rate SWAPS ....coovviiiiirieiiiit ittt e e 3,015 91,950 880 13,073
EQUILY FOTWAITS ..ttt ettt e e e e e abe e e anbaee s 141 4,664 298 4,001
Foreign exchange forwards 212 5,460 321 10,217
FOreign €XChange SWAPS ......ccuuiiiiiiii ittt ettt e e sbee e e nneeas 867 30,990 298 24,928
BONA FOMWAITS ... ..ttt e e e s s s e s e ssseseseseeeeeseeeeeeeeaaeeees 132 12,756 33 6,219
Derivatives 5,621 260,213 5,405 154,650
Short positions iN iISted DONAS ..........cooiiiiiiiii e - - 814 734
Total 5,621 260,213 6,219 155,384

The Group uses derivatives to hedge currency exposure, interest rate risk in the banking book as well as inflation risk. The Group carries
relatively low indirect exposure due to margin trading with clients and the Group holds collaterals for possible losses. Other derivatives in the
Group held for trading or for other purposes are insignificant.

Short positions are in Icelandic Government bonds and bonds issued by institutions with government guarantees. As a primary dealer the
Group has access to securities lending facilities provided by the Central Bank and the Housing Financing Fund. Majority of the securities
lending facilities have a maturity of less than a year.

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating
rate interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-
rate EUR denominated bonds (see Note 33) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value
hedge accounting to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly
effective, the Group assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 31 March 2020 the total fair value
of the interest rate swaps was positive and amounted to ISK 965 million (2019: ISK 772 million) and their total notional amount was ISK
46,590 million (2019: ISK 41,250).
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25. Loans to customers

Net
At 31 March 2020 Gross carrying amount Expected credit loss carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIAUAIS ... 336,701 5,843 7,482 (1,303) (229) (955) 347,539
Commerce and SEIVICES ......cooouviiieeeiiiiiiieeeeeeeeiiieean 67,792 58,406 6,359 (553) (1,730) (2,387) 127,887
CONSEIUCHION ..t 39,995 1,051 5,248 (335) (41) (297) 45,621
ENEIQY oo 8,055 - - (31) - - 8,024
Financial SErvices ..........cccoiiiiiieiiiiciiiiee e 1,435 1 - - - - 1,436
Industrial and transportation ...........ccccoccveveeeiiniiinnen. 71,800 11,617 3,449 (285) (361) (1,511) 84,709
Investment Companies .........cccceeevviiiiieeee e 19,103 6,395 389 (259) (316) (128) 25,184
Public sector and non-profit organisations ................ 11,319 40 4 (22) (2) - 11,339
Real eState .........covcvviiiiiiiiii 125,590 22,528 3,038 (514) (616) (888) 149,138
Seaf00d .....eviiiiiii e 122,390 642 538 (254) (5) (338) 122,973
Loans to customers 804,180 106,523 26,507 (3,556) (13,300) (6,504) 923,850

At 31 December 2019

INAIVIAUAIS ..o 338,335 4,119 9,362 (1,319) (168) (1,148) 349,181
Commerce and SEIVICES ........eeevueeeireeeeiiieeenieeeaneees 115,679 6,999 6,515 (739) (194) (1,772) 126,488
CONSIIUCHION ... 39,248 849 4,924 (310) (53) (238) 44,420
ENEIQY oo 7,913 - - (26) - - 7,887
Financial SErviCes .........cccoovuiiniieniciieesee e 2,315 - - - - - 2,315
Industrial and transportation ...........c.cccceeveeevieeennnne. 77,492 3,338 3,503 (278) (221) (1,546) 82,288
INnvestment COMPANIES .........covveeeiiiieeiiiee e 19,542 4,369 265 (260) (216) (110) 23,590
Public sector and non-profit organisations ................ 12,279 44 15 (23) (2) (1) 12,312
REal ESTALE .....eveeeiiiieciiee e 140,604 3,831 2,345 (542) (89) (590) 145,559
SEAFO0M ..t 105,411 249 385 (148) (10) (295) 105,592
Loans to customers 858,818 23,798 27,314 (3,645) (953) (5,700) 899,632

26. Expected credit loss

Total allowances for expected credit losses

Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank ............ccc.eeveeiiiiiiiiee e e e 4 - - 4
Loans t0 Credit INSHEULIONS ........uuveiiiiiiiiiiiiririeieeeeee et ee e e e e e e e e e e e e e e e e e e e e aaaeaeaeas 125 - - 125
LOANS 10 CUSLOMEIS ....uuvitiiiiiiiietitiiiietseeeeeseeeeeeeeeseeeeeeeeeaeseeeeaeeeeetatatetaaaaaaaaeataeaaaeaaaaaaaaaaaees 3,556 3,300 6,504 13,360
Other fiNANCIAI @SSELS ......ooeiiiiiiiie e 8 3 - 11
Off-balance sheet loan commitments and financial guarantees ............ccccccceeeviiiiieeeennnne 362 348 130 840
At 31 March 2020 4,055 3,651 6,634 14,340
Cash and balances with Central BanK ............cc.uuiieeeiiiiiiieeeiiiiiie e e e e snieee e e e 4 - - 4
Loans to Credit INSHEULIONS ........vuiiiiiiiiiiiiiiiiiiieei e e e e e e e e e e e e e e e e aeaaaaaaaaaeas 67 - - 67
o= T Eo N (o o0 ] (0] 1= =SSR 3,645 953 5,700 10,298
Other fiNANCIAl @SSELS .....ccoiiiiiii i 9 3 86 98
Off-balance sheet loan commitments and financial guarantees ............cccccocvveernieeinineenne 403 55 231 689
At 31 December 2019 4,128 1,011 6,017 11,156

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2020 31 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

26. Cont'd

The following tables reconcile the opening and closing balances for accumulated expected credit losses for loans to customers and off-
balance sheet loan commitments and financial guarantees.

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL 1 JANUANY 2020 ..ot e 3,645 953 5,700 10,298
Transfer 10 STAGE 1 .....viiiiieii et 482 (408) (74) -
TranSTEr 10 STAGE 2 .....veeiiiiie ettt (566) 879 (313) -
Transfer 10 STAGE 3 .. ..uiiiiieie et (50) (172) 222 -
Transfer to "Non-current assets and disposal groups held for sale" .... (50) (12) (83) (145)
Net remeasurement of [0Ss allowance ..........ccccceeeviieiniiiiiiee e (204) 2,002 1,122 2,920
New financial assets originated or purchased .. 482 71 42 595
Derecognitions and MALUNTIES .........cooiuiiiiiiieiiiie e e s (183) (13) (39) (235)
L1 (ST 3 PP TP PPRR - - (200) (200)
Recoveries of amounts previously Wrtten Off ...........coooiiiiiiiiiie e - - 43 43
FOreign @XCRANGE .......uviiiiiie et e - - (9) (9)
UNWINAING OF INTEIESES .....veiiiiiie ettt et nneee s - - 93 93
At 31 March 2020 3,556 3,300 6,504 13,360
At 1 January 2019 ...... 3,277 1,079 3,689 8,045
Transfer to Stage 1 1,725 (1,343) (382) -
Transfer to Stage 2 (1,336) 1,687 (351) -
Transfer to Stage 3 (178) (720) 898 -
Net remeasurement Of 10SS @llOWANCE .........ccooeeiiiiiiiiiiii bbb eeeeeees (1,216) 145 2,727 1,656
New financial assets originated or PUrChased ..............ccocvieiiiiiiiiiiienceee e 1,803 278 353 2,434
Derecognitions and MALUILIES ..........coiuiiiiiiieiiiie e (430) (169) (188) (787)
WVITEE-0FFS ettt e - (4 (1,616) (1,620)
Recoveries of amounts previously Written Off ...........cocoiiiiiiii - - 249 249
FOreign @XCRANGE ........viiiiiie e e - - 10 10
UNWINAiNG OF INEEIESES .....viiiiiiiii e - - 311 311
At 31 December 2019 3,645 953 5,700 10,298
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUATY 2020 ....eveieeeeiiiiiee ettt e e e st e e e e bbb e e e e e bbb e e e e e e e e e e e e nrnnees 403 55 231 689
Transfer t0 STAGE 1 .....viiiiiiie e e 14 (7) (7) -
TrANSTEI 10 SLAGE 2 ...eeiiiiiiiiiee et e et e e e e e e e e eeeas (35) 141 (106) -
Transfer 10 STAGE 3 .....eiiiiiiii e (2) (4) 6 -
Net remeasurement of loss allowance ................. (68) 153 23 108
New loan commitments and financial guarantees 79 13 9 101
Derecognitions and MAatUNLIES ...........coiiiiiiiiiiieeiiiiee e e s e (29) (3) (26) (58)
At 31 March 2020 362 348 130 840
F N N - T T A 0 L O STRR 410 142 84 636
TranSTEr 10 SLAGE L ....eeiiiiiiiiiie ettt e e e et e e e e e e e e e e e eeas 152 (81) (71) -
Transfer to Stage 2 .... (20) 39 (19) -
TranSTEr 10 SLAGE 3 ....eeiieiiiiiii et e et e e e et e e e e e e e e e e eeas (9) (18) 27 -
Net remeasurement Of 0SS @llOWANCE ...........cooouiiiiiiiiiiiiii e (455) (27) 131 (351)
New loan commitments and financial QUAraNtees .............cccoviiiiiiieieiiiiiiiiee e 447 20 119 586
Derecognitions and MALUILIES .........cooiriiiiiiieiiiie e (122) (20) (40) (182)
At 31 December 2019 403 55 231 689
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27. Property and equipment

Right-of-use Fixtures,
At 31 March 2020 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning Of the YEar .........occuiiiiiiii e 4,096 4,634 4,068 12,798
Additions during the PO .........cciiiiiiiii et 3 - 329 332
Disposals and write-offs during the period ... - - (14) (14)
REMEASUIEIMENT ...ttt e e s e e e st e e e e e s e e e e e snnnn s - 11 - 11
Transfer to "Non-current assets and disposal groups held for sale” ..................... (1953) (20) (807) (1,780)
Historical cost 3,146 4,625 3,576 11,347
Balance at the beginning of the Year ... (1,447) (420) (1,763) (3,630)
Depreciation during the PEIIOT ...........eiiiiiiiiiiie ittt e e (6) (106) (97) (209)
Disposals and write-offs during the period .............cccoeiiiiiiiiiiii e - 9 9
Transfer to "Non-current assets and disposal groups held for sale" 109 2 387 498
Accumulated depreciation (1,344) (524) (1,464) (3,332)
Carrying amount 1,802 4,101 2,112 8,015
ANNUAL AEPTECION FALES .....eviiiiiiie ittt ettt ettt et e et e st e e e e bb e e sabeeesbeeeennaeas 0-2% 8-31% 8-35%
Official real estate value of [and and BUIIJINGS ........ooiiriiiiiiii e e s e e e s sttt e e e e e s asab e e eeeeesanatereeeeesannnnees 1,547
INSUraNCe VAlUE OF DUIIINGS ..ottt ettt e ettt e be e e e e a b e e e e b bt e e b bt e e e b b e e e st e e e e nbe e e e anb e e e snbeaeannneas 2,562
Insurance value of fixtures, equIPMENt AN VENICIES ........coi it e e e e s st e e e e e at e e e e e e e ennbeeeeeeesnneeeeas 3,069
Right-of-use
assets:
Land, Fixtures,
At 31 December 2019 Land and buildings  equipment
buildings & vehicles & vehicles Total
Balance at the beginning of the Year ... 4,054 - 3,984 8,038
Impact of adopting IFRS 16 .... - 4,505 - 4,505
AddItions dUrNG the YEAI .......cooiiiiiiiiiii e 56 3 271 330
Disposals and write-0ffs during the year ............cccciiiiiiiiii e (14) - (187) (201)
REMEASUIEIMENT ...t - 126 - 126
Historical cost 4,096 4,634 4,068 12,798
Balance at the beginning of the Year ... (1,402) - (1,365) (2,767)
Depreciation during the YEaI ..........ooi i (47) (420) (574) (1,041)
Disposals and write-0ffs during the year ... 2 - 176 178
Accumulated depreciation (1,447) (420) (1,763) (3,630)
Carrying amount 2,649 4,214 2,305 9,168
ANNUAL AEPIECION FALES .....eeiiiiiiieeit ettt e ettt e s 0-2% 3-33% 8-35%
Official real estate value of [and and DUIIJINGS .........ooeeiiiiiii e e e e r e e e e s aab e e e e e e e nber e e e e e e annnnnes 2,240
INSUrANCE ValUE OFf DUIAINGS ......ieieiie ittt e ettt e e e ettt e e e e e e e ata et e e e e e s esbeeeeeeaanssaeeeae e s s staeeeeee s nstnaeaeeeesnssteeeeeennnnnnes 3,545
Insurance value of fixtures, equIPMENt AN VENICIES ........cooi it e e e e e e e e e et e e e e e e e annreeeas 3,429
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28. Other assets
31.3.2020 31.12.2019

RECEIVADIES ...t b ——————— 910 4,810
Unsettled SECUTTIES tFANSACHIONS .......oi.uuiiiieei ittt ettt e e ettt e e e e e e b et e e e e e s bbb s e e e e e e e bbbaeeee e e sabbbeeeaeeeannneneeas 3,462 279
Accruals ............... 224 253
Prepaid expenses 360 468
(D2 (=T g (e To v D= 1] £ O P PR PPPPPTP 30 476
Other assets 168 322
Other assets 5,154 6,608

29. Non-current assets and disposal groups held for sale
31.3.2020 31.12.2019

Assets of disposal groups classified as held for sale:

1210 (o 18] T o | PSP P PP RPTPRY 19,218 -

Y To =T g o= o TP TPRPRTPPRN 263 292
Repossessed collateral:

(=T oo = Ta o o101 o [T 0o - ST T OO P P T TP P TP TU PP PP PP PPPI 752 739

Industrial equIPMENt AN VENICIES .........ooiiiiiiiiiie et e et e e b e e s be e e e nnnees 30 44
Non-current assets and disposal groups held for sale 20,263 1,075
[2Ta] (o U] N o] SRR PTUPPPRPPTIN 13,253 -
Non-current liabilities and disposal groups held for sale 13,253 -

For further information about Borgun hf. see Note 4.

30. Deposits from Central Bank and credit institutions

31.3.2020 31.12.2019

Deposits from Credit INSHIULIONS ..........iiiiiie et et e et e et bt e e e bt e e e bb e e e bbeeeabbeeeanbeeeaneeas 33,719 30,808
Repurchase agreements With Central BANK ............coocuiiiiiiiiiiiiiiii et 54 117
Deposits from Central Bank and credit institutions 33,773 30,925

31. Deposits from customers

31.3.2020 31.12.2019

Demand deposits and deposits with maturity up t0 3 MONtAS ...........cciiiiiiiiii e 546,452 530,960
Term deposits with maturity of more than 3 MONENS ... 101,343 87,353
Deposits from customers 647,795 618,313
Deposits from customers specified by owners 31.3.2020 31.12.2019
Amount % of total Amount % of total
Central government and state-owned enterprises ... 13,116 2% 12,553 2%
L LU q el F= LTS PRSRR 7,806 1% 5,619 1%
COIMPANIES ...ttt e ettt e e a4 e bbbt e e e e e ek b bttt e e e e s s s be et e e e e aanbbbeeeeeeeanbnbeeeaeeaans 320,659 50% 299,204 48%
T Lo 1Yo = TS 306,214 47% 300,937 49%
Deposits from customers 647,795 100% 618,313 100%
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32. Pledged assets

31.3.2020 31.12.2019

Financial assets pledged as collateral against AbilItIES ............cooiiiiiiiiiiii e 214,782 205,773
Financial assets pledged as collateral in foreign DANKS ...........oouuiiiiiiiii e 2,738 402
Financial assets pledged as collateral in repurchase agreements .............cooiiiiiiieiiiieiie e 529 1,114
Pledged assets against liabilities 218,049 207,289

The Group has pledged assets against the issuance of covered bonds under Icelandic law, which are pledged on a pool of consumer
mortgage loans.

The Group has also pledged cash in foreign banks and financial institutions, mainly as collateral for trades under ISDA agreements to hedge
market risk.

33. Debt issued and other borrowed funds

Issued Maturity Interest 31.3.2020 31.12.2019
Covered bonds iNISK ..o e 2019 2021 Atmaturity  Fixed rates 4,792 3,918
Covered bonds iNISK ......oouuiiiiieiiiece e 2015-2019 2023 At maturity Fixed rates 23,446 20,170
Covered bonds in ISK - CPI-linKed ...........oveeeiiiiiiiiiiieee e, 2014-2015 2020 Atmaturity  Fixed rates 4,408 4,359
Covered bonds in ISK - CPI-lINKed .........ccooviiiiiiiieiiiiiiiiee e 2015-2017 2022 At maturity  Fixed rates 18,477 18,512
Covered bonds in ISK - CPI-linked ...........oveeeviiiiiiiieee e, 2012-2018 2024 Atmaturity  Fixed rates 35,504 35,752
Covered bonds in ISK - CPI-lINKed .........ccooviiiiiiieiiiiiiieee e 2015-2018 2026 At maturity  Fixed rates 27,953 27,661
Covered bonds in ISK - CPI-linked ...........cveeeviiiiiiiicieeeeeeeeev, 2019 2028 Amortising Fixed rates 16,125 14,228
Covered bonds in ISK - CPI-linked ...........ccoeeeeiiiiiiiiiiieeeeeeeeii, 2017-2018 2030 At maturity Fixed rates 25,703 25,463
Covered bonds 156,408 150,063
Senior unsecured bonds iNn EUR* .............occoiiiieiiiiiieee e, 2016 2020 Atmaturity  Fixed rates 8,886 7,782
Senior unsecured bonds in SEK* ..........ccccoiiiiiiiiiiiiiieee e 2019 2020 At maturity  Floating rates 1,764 4,557
Senior unsecured bonds in SEK ..........cccooooiiiiiieie e, 2018 2021 Atmaturity  Fixed rates 1,403 1,308
Senior unsecured bonds iNn SEK ............ccooeoeiiii e, 2018-2019 2021 At maturity  Floating rates 20,398 18,913
Senior unsecured bonds IN EUR ...........cccooiiiiiee e, 2019 2021 Atmaturity  Floating rates 1,783 1,559
Senior unsecured bonds iNn SEK ............ccoeeeiiiii e, 2018 2022 At maturity  Floating rates 14,016 12,990
Senior unsecured bonds in EUR* .............occoiiiieiiiiiiee e, 2019 2022 Atmaturity  Fixed rates 46,242 41,570
Senior unsecured bonds iN NOK .........ccccccvvvvvmiiiniiiiiiieieieieienenens 2019 2022 At maturity  Floating rates 13,639 13,856
Senior unsecured bonds in EUR™* .............c.coviiieiiiiiiieeee e, 2018 2024 Atmaturity  Fixed rates 47,448 41,816
Senior unsecured bonds iNn NOK ...........ccccviiieiiiiiiiiee e, 2019 2024 At maturity  Fixed rates 5,458 5,709
Senior unsecured bonds in ISK 2019 2024 Monthly Floating rates 3,362 3,553
Bonds issued 164,399 153,613
{23 ST V=T PP RPPPRPPPRPR 1,396 2,705
(O] g1 0 [T o) a0 TSP PPPPSPPPPRP 77 -
Other borrowed funds 1,473 2,705
Debt issued and other borrowed funds 322,280 306,381

*The Bank repurchased own bonds during the period amounting to ISK 3,152 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 31 March 2020 the total carrying amount
of the bonds amounted to ISK 55,128 million and included in the amount are fair value changes amounting to ISK 670 million. The carrying
amount of the bond at 31 March 2020 was ISK 879 million lower than the contractual amount due at maturity.
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33.

34.

Cont'd

***The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging
instruments (see Note 24). The interest rate swaps are hedging the exposure of the Group's changes in the fair value of this fixed-rate EUR
denominated bond arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the
hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group
assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 31 March 2020 the total carrying amount of the bond
issuance amounted to ISK 47,448 million and included in the amount are fair value changes amounting to ISK 905 million.

The Bank has issued additional covered bonds to hold for the purpose of securities lending with regards to market making agreements.

These covered bond amounts are not included in the total.

Subordinated loans

Issued Maturity Interest 31.3.2020 31.12.2019
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK .........ccccccoeiviiiiieeeceecins 2017 2027 Atmaturity  Floating, STIBOR + 2.0% 10,479 9,714
Subordinated loans in SEK ..........ccccocvviiiiiiiiiiiiinnnn, 2018 2028 Atmaturity  Floating, STIBOR + 2.5% 6,996 6,485
Subordinated loans in SEK .........ccccccoeiviiiiieeececiins 2019 2029 At maturity  Floating, STIBOR + 3.9% 6,981 6,475
Subordinated loans 24,456 22,674
35. Changes in liabilities arising from financing activities
Non-cash changes
Interest Foreign Fair value
1.1.2020 Cash flows expense  exchange changes 31.3.2020
Covered bonds in ISK .........ooiiiiiiiiiiiie e 24,088 3,805 345 - - 28,238
Covered bonds in ISK - CPI-linked ..........cccocoieiiiiiiniice 125,975 963 1,232 - - 128,170
Senior unsecured bonds in ISK 3,553 (216) 25 - - 3,362
Senior unsecured bonds FX ... 58,892 (3,594) 292 2,871 - 58,461
Senior unsecured bonds FX at fair value ...........cccccvevvvvvevveveennnnes 49,352 - 142 7,084 (1,450) 55,128
Senior unsecured bonds used for hedging ............ccoceeiiiieennne. 41,816 (463) 132 5,829 134 47,448
Other borrowed fUNAS ..........ooiiiiiiiiii e 2,705 (1,253) 21 - - 1,473
Subordinated 10aNns ..., 22,674 (164) 166 1,780 - 24,456
Total 329,055 (922) 2,355 17,564 (1,316) 346,736
Non-cash changes
Interest Foreign Fair value
1.1.2019 Cash flows expense  exchange changes 31.12.2019
Covered bonds in ISK ..........cccceevuens 20,756 2,060 1,272 - - 24,088
Covered bonds in ISK - CPI-linked 118,057 1,263 6,655 - - 125,975
Senior unsecured bonds iN ISK ..o - 3,528 25 - - 3,553
Senior unsecured bonds FX ..., 46,162 12,139 1,016 (425) - 58,892
Senior unsecured bonds FX at fair value ...........cccccevvvvvvveeveenennes 68,154 (22,509) 734 1,667 1,306 49,352
Senior unsecured bonds used for hedging .........ccccoeeiiiieiennins 40,714 (465) 497 786 284 41,816
Other borrowed fuNdS ...........eeeiiiiiiii e 7,133 (4,809) 358 23 - 2,705
Subordinated 10aNnSs ... 16,216 6,190 501 (233) - 22,674
Total 317,192 (2,603) 11,058 1,818 1,590 329,055
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36. Other liabilities

31.3.2020 31.12.2019

Yot 1 OO TSP UUPUPRTN 2,650 3,217
Liabilities to retailers for Credit CANAS ..........o.uii ittt e e bt e e s b e e nnbe e e anneeeeas - 14,765
LEASE HADIITIES ....eeeeeeeiieie ettt ettt e oo skttt e e e e e e s ab e e et e e e 4 ek bbb et e e e e e b bbb e e e e e e aabbbe e e e e e e annbbneeaeeeannraneen 4,152 4,256
Provision for effeCcts Of COU TUIINGS .....coouuiiiiiiie ettt b e e e nb e aab e e e anees 75 75
Expected credit loss for off-balance sheet loan commitments and financial guarantees .............ccccveeeiiiiiiiieeeennne 840 689
L1l aTe] (o 1 gTo I -V P PSP UPRPPPPRN 697 1,559
Unsettled SECUTTIES tFANSACHIONS .......oi.uuiiiiie ittt ettt e e e ettt e e e e e s b et e e e e e aa bbbt e e e e e e e bbbeeeeeeaaabbbeeeaeesannnnneeas 4,636 515
D] (=T g (cTo I g Todo] 0o 1= R PSP PPPPTPPRN - 229
SUNAIY TADITIES ..eeeeeiee et e oottt e e e e ek b et e e e e e s a b ettt e e e o abbe e e e e e e e e abbbe e e e e e e anbbbeeeaeeannbneeeas 1,342 1,758
Other liabilities 14,392 27,063

37. Custody assets
31.3.2020 31.12.2019

Custody assets - N0t managed DY the GIOUP ......c.cuuiiiiiiiiiiie ettt e b e e s be e e abe e e s abaeeesnbeeeanes 2,896,570 2,898,686

38. Related party

islandsbanki is wholly owned by the Icelandic Government. The shares are administered by the Icelandic State Financial Investments (ISFI).
As a result, the Icelandic Government and the Icelandic State Financial Investments are defined as related parties. The Group has applied
the partial exemption for government-related entities, as described in IAS 24, and does not disclose those transactions in the related party
note.

The Board of Directors and key management personnel of the Bank, ISFI and subsidiaries of the Bank, close family members of individuals
referred to herein and legal entities controlled by them, are defined as related parties.

The Group's associates are also defined as related parties.

The Group's products and services are offered to the Icelandic Government and government-related entities in competition with other
vendors and under generally accepted commercial terms. In a similar manner the Group entities purchase products and services from
government-related entities under generally accepted commercial terms. Transactions with related parties were made in the ordinary course
of business on substantially the same terms, including interest rates and collateral, as those prevailing at the time for comparable
transactions with third party counterparties.

Cash and balances with the Central Bank are disclosed under Note 22 and Deposits from the Central Bank are disclosed under Note 30.
All loans to employees are provided on general business terms of the Group and the balances do not reflect collaterals held by the Group.

Commitments,
guarantees &

At 31 March 2020 Assets Liabilities Net balance overdrafts
Board of Directors, key management personnel and other related parties ....................... 284 456 (172) 54
ASSOCIALEA COMPAINIES ....eevieeeiiiiiiiitee ettt e e et e e e e e st e e e e e s e bbb e e e e e s e nbbreeeeeesbnbeeeeeeaas 11 860 (849) 18
Balances with related parties 295 1,316 (1,021) 72

Interest Interest Other Other
1 January - 31 March 2020 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 2 - - -
ASSOCIAtEH COMPANIES .....eiiiiiiiiiiiee ettt ettt e et st e e - 1 - 414
Transactions with related parties 2 1 - 414
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38. Contd
Commitments,
guarantees &
At 31 December 2019 Assets Liabilities Net balance overdrafts
Board of Directors, key management personnel and other related parties ....................... 324 392 (68) 51
ASSOCIAtET COMPANIES .....eiiiiiiiiiiie ettt ettt et e e nab e e sbaeeaineeeas 16 830 (814) 213
Balances with related parties 340 1,222 (882) 264
Interest Interest Other Other
1 January - 31 March 2019 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 14 2 - -
ASSOCIAtEd COMPANIES .....oiiiiiiiiiiiee ittt et s e 3 5 2 425
Transactions with related parties 17 7 2 425

At 31 March 2020 ISK 1 million were recognised as Stage 1 expected credit loss against balances outstanding with related parties (2019:
ISK 2 million). No share option programmes were operated during the reporting period.

39. Contingencies

Contingent liabilities

Borgun hf. — Landsbanki case

Borgun hf., a subsidiary of islandsbanki, is a payment acquirer and issuing processor. Landsbankinn hf. sold its 31.2% stake in Borgun hf. in
late 2014. Landsbankinn claims that Borgun's management did not disclose all available information that might have affected the value of
Borgun hf. during the sales process, namely the worth of its stake in Visa Europe which was sold to Visa International shortly after the
Borgun hf. sale. In order to reclaim the alleged loss, Landsbankinn filed a lawsuit against Borgun hf. and others on 12 January 2017,
claiming the right to damages for having been deprived of the true value of the stake involved in the sale. Landsbankinn does not quantify
the claim, but its estimate of the lost profit from having sold its shares in Borgun hf. is approximately ISK 1,930 million. Court appointed
surveyors presented their assessment in November 2019. A reassessment has been demanded. It is uncertain when a ruling is to be
expected.

In March 2020 the Group entered into an agreement on the sale of all its stake in Borgun hf. subject to closing, that has not yet taken place.
islandsbanki has undertaken to reimburse up to 63.47% of losses incurred by Borgun hf. or the buyer as a result of the Landsbanki claim.

Seeing that the conclusion of the case is uncertain and the financial effect cannot be estimated the Group has not recognised a provision in
relation to this matter.

Borgun hf. — Chargeback risk

Chargeback risk, is a risk that Borgun hf. faces when merchants have been paid and claims occur from third parties (e.g. cardholders). This
can occur when the merchant can't provide the sold services or goods, e.g. due to the effects of the COVID-19 pandemic.

Merchants turnover, chargeback rates and other factors are closely monitored. Borgun hf. assesses the chargeback risk for each seller. The
assessment takes into account the type of transaction, business history and other factors. Borgun hf. has procedures, internal rules and
processes which aim is to limit chargeback risk. Merchants status and payments are monitored to reduce possible financial loss of Borgun
hf. if the sellers are unable to fulfil their obligations. Borgun hf. has estimated that the chargeback risk can vary from ISK 200 million to ISK
1,000 million. The Group has not recognised a provision in relation to the chargeback risk.

40. Events after the reporting period

No events have arisen after the reporting period that require amendments or additional disclosures in the interim financial statements for the
first quarter 2020.
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41. Risk management

Risk governance

The Group is exposed to various risk factors and managing these risks is an integral part of its operations. More information about the
Group's risk management and risk assessment processes is available in the unaudited Pillar 3 2019 Report, which is available on the Bank's
website: www.islandsbanki.is.

42. Credit risk

Credit risk is defined as current or prospective risk to earnings and capital arising from an obligor's potential failure to meet the terms of any
financial contract with the Group.

Credit concentration risk is the significantly increased risk that is driven by common underlying factors, e.g. industrial sector, economy,
geographical location, type of financial instrument or due to connections or relations among counterparties. This includes exposures to
parties under common control and significant exposures to groups of counterparties whose likelihood of default is driven by common
underlying factors.

Credit risk arises principally from loans and advances to customers and other banks but also from balances with the Central Bank and off-
balance sheet items such as financial guarantees, loan commitments and derivatives.

The Group has policies and procedures dedicated to accepting, measuring, and managing credit risk. The objective of the Group's credit risk
management is to achieve an appropriate balance between risk and return and to minimise potential adverse effects of credit risk on the
Group's financial performance.

A thorough analysis of the counterparty's financial standing, analysis of past and estimated future cash flows as well as the borrower's
general ability to repay its obligations forms the basis for all credit decisions. The Group structures the levels of credit risk it undertakes by
placing limits on the amount of risk accepted in relation to one borrower, groups of borrowers, countries and industry segments. The Group
measures and consolidates its credit risk for each counterparty or group of connected clients in accordance with internal and external criteria
of connection between patrties.

The Group employs a range of policies and practices to mitigate credit risk. The most traditional of these is the taking of security in
borrower's assets. The principal collateral types for loans are properties, vehicles, equipment, vessels and securities. When applicable, other
credit risk mitigants are employed.
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43. Maximum credit exposure

The Group's credit risk exposure comprises both on-balance sheet and off-balance sheet items. Maximum exposure to credit risk for on-balance sheet assets is the net carrying amount as reported in the
statement of financial position. The maximum exposure for off-balance sheet items is the amount that the Group might have to pay out against financial guarantees and loan commitments, less provisions that
have been made because of these items. The maximum credit exposure for a derivative contract is calculated by adding potential future credit exposure to the positive market value of the contract.

The industry breakdown shows the credit exposure by industry classification. The breakdown follows an internal industry classification which is based on the Icelandic ISAT2008 that derives from the European
NACE Rev. 2 classification standard.

The Group's credit exposure, before taking account of any collateral held or other credit enhancements, is as follows:

At 31 March 2020 Public sector

Central Commerce Financial Industrial and  Investment and non-profit
Individuals governments and services Construction  Energy services transportation companies organisations Real estate  Seafood Total
Cash and balances with Central Bank ....... - 123,062 - - - - - - - - - 123,062
Loans to credit institutions ..............ccccc...... - - - - - 84,263 - - - - - 84,263
Bonds and debt instruments . - 45,554 18 - 681 21,116 456 34 1,045 464 - 69,368
DENVALIVES .....cooiiiiiiiiiie e 1 - 100 - - 6,053 1,005 608 - 528 599 8,894
Loans to customers: 347,539 - 127,887 45,621 8,024 1,436 84,709 25,184 11,339 149,138 122,973 923,850
Overdrafts .....cveeeveeeiiiiiieeee e 13,017 - 13,180 3,435 28 1,425 6,183 784 332 3,377 3,168 44,929
Credit cards ......ccocveverveneiiienieee 13,578 - 1,237 222 5 11 377 22 90 53 26 15,621
1V (0] g (o F=To [ N 285,670 - - - - - - - - - - 285,670
Capital 1eases ........ccccceevvieeeiiieeenennn. 5,649 - 30,764 2,788 15 - 7,273 152 37 979 215 47,872
Other loans ........ccccceveeeiiiiiieeee e 29,625 - 82,706 39,176 7,976 - 70,876 24,226 10,880 144,729 119,564 529,758
Other financial assets ...........c.ccccevevveeninenn. 583 11 215 15 - 3,802 21 155 47 79 8 4,936
Off-balance sheet items: 35,482 - 25,342 13,674 460 6,418 14,425 634 4,239 16,891 12,612 130,177
Financial guarantees .............cccccoeuveeee. 1,499 - 5,906 4,537 - 1,234 3,089 101 6 2,023 275 18,670
Undrawn loan commitments ................. - - 1,622 5,977 148 - 5,004 - - 9,483 2,457 24,691
Undrawn overdrafts ........cccccoevviivineneenn. 8,753 - 13,316 2,352 282 5,060 5,173 376 3,487 5,108 9,713 53,620
Credit card commitments ..................... 25,230 - 4,498 808 30 124 1,159 157 746 277 167 33,196
Maximum credit exposure 383,605 168,627 153,562 59,310 9,165 123,088 100,616 26,615 16,670 167,100 136,192 1,344,550
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At 31 December 2019 Public sector

Central Commerce Financial Industrial and Investment and non-profit
Individuals governments and services Construction  Energy services transportation companies organisations Real estate  Seafood Total
Cash and balances with Central Bank ....... - 146,638 - - - - - - - - - 146,638
Loans to credit institutions ..............cc.ccc..... - - - - - 54,376 - - - - - 54,376
Bonds and debt instruments ...................... - 33,007 - - 125 16,131 1,296 52 1,027 1,232 - 52,870
DEMVALIVES ...c.vveiniieiieiiee e - - 706 - 1,836 5,788 189 530 - 208 228 9,485
Loans to customers: 349,181 - 126,488 44,420 7,887 2,315 82,288 23,590 12,312 145,559 105,592 899,632
OVerdrafts ......cccovevereiecieeeeseene 12,333 - 14,506 3,425 110 2,289 4,927 654 1,204 3,220 6,270 48,938
Credit cards 16,466 - 1,579 271 5 24 437 40 106 63 35 19,026
MOrtgages ......cvvveeeeeiiiiiiiieee e 281,450 - 5 - - - - - - 44 - 281,499
Capital 1eases ........ccccceevvvvneenceennns 5,774 - 28,422 2,700 15 - 7,322 139 39 1,005 207 45,623
Other 10ans ........cccocovevceerecniiesee 33,158 - 81,976 38,024 7,757 2 69,602 22,757 10,963 141,227 99,080 504,546
Other financial assets ...........c.cccevceeeiineen. 532 - 199 7 6 4,803 117 41 10 36 6 5,757
Off-balance sheet items: 33,964 - 24,605 16,035 2,974 6,579 18,865 548 3,461 19,036 9,738 135,805
Financial guarantees ...........c.ccccccocueene 1,477 - 6,035 4,914 - 1,172 2,907 95 5 2,004 252 18,861
Undrawn loan commitments ................. - - 1,871 8,297 2,442 - 9,726 - - 11,303 1,804 35,443
Undrawn overdrafts ...........cccoeeveeenieennn 9,842 - 12,476 2,063 503 5,291 5,135 314 2,733 5,456 7,525 51,338
Credit card commitments 22,645 - 4,223 761 29 116 1,097 139 723 273 157 30,163
Maximum credit exposure 383,677 179,645 151,998 60,462 12,828 89,992 102,755 24,761 16,810 166,071 115,564 1,304,563

44, Credit exposure covered by collateral

Collateral and other credit mitigants vary between types of obligors and credit facilities. Loans to credit institutions are usually unsecured. For loans to individuals the principal collateral taken is residential
property against mortgages. In the case of corporate entities the Group takes a charge over assets such as real estate, vessels, cash and securities as well as other collateral including accounts receivables,
inventory, vehicles and equipment. Loans to government entities and to municipalities are more often than not unsecured. Derivative exposures are generally made under ISDA master agreements with Credit
Support Annex or corresponding terms with pledged collateral in the form of cash and government bonds.

In some cases the Group uses guarantees as a credit enhancement but since guarantees effectively transfer credit risk from one counterparty to another they do not represent a reduction in maximum exposure
to credit risk. Covenants in loan agreements are also an important credit enhancement but do not reduce maximum credit exposure.
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44, Cont'd

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on availability. In the case of fishing vessels the associated fishing
quota is included in the valuation. Collateral is allocated according to the gross carrying amount of loans and nominal off-balance sheet items, and is measured without including the effect of
overcollateralisation. This means that if some loans have collateral values in excess of their gross carrying amount, then the excess is removed in order to reflect the Group's actual maximum exposure to
credit risk. The total value of pledged assets can thus be higher than the cover indicates. The maximum credit risk exposure is measured on net carrying value basis, and therefore collateral allocation can in
some instances be higher. For capital leases the Group remains the owner of the leased object. In total ISK 39,188 million of the collateral are leased objects.

The following tables show the maximum exposure to credit risk by class of financial asset and collateral held against those exposures. An overview of collateral held by the Group against credit exposure is
shown below for exposures in Stages 1 and 2 (non credit-impaired) and exposures in Stage 3 (credit-impaired):
Total credit

At 31 March 2020 Maximum exposure

exposure to Real Cash & Vehicles & Other covered by Net Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral  exposure ECL
DEIVALIVES ...ttt bbbttt a bt et e bababatabaaeanneraaaeraees 8,894 - - 1,459 - - 1,459 7,435 -
Loans and commitments to customers: 1,032,761 623,455 100,519 7,930 52,724 78,423 863,051 169,710 7,566
INAIVIAUAS ...ttt et r et e e nnneeneenree e 376,382 297,716 8 411 13,397 126 311,658 64,724 1,629
COMMEICE AN SEIVICES ...uvvvvvriviririieierireeereeereeeet et eeee ettt et et et e te e et e taaaaeaaaeaaaaaaaaaaeaaaaeaaeaaaaaaaaaaaaaas 149,168 63,517 783 805 29,784 25,344 120,233 28,935 2,543
CONSITUCTION ...ttt ettt nh ettt e et e n e e st e et e neeesaneenbeenaneenne 53,304 40,134 11 865 2,038 3,795 46,843 6,461 500
Energy ....cocoeevvineene 8,484 5,586 - 368 7 5 5,966 2,518 34
FINANCIAI SEIVICES ..ttt ettt et e e bt ettt e e st e e e bt e e snbeeeanteee s 7,854 - - 126 - 1,995 2,121 5,733 8
Industrial and tranSPOITALION ...........ooiiiiiiiiiii e 97,189 46,129 10 159 6,999 15,892 69,189 28,000 705
INVESTMENT COMPANIES .....veiiiiiiie ittt ettt ettt ettt et e e e tb e e e sbb e e e aabe e e anteeeeenbeeeanbeeeateeaean 25,558 7,700 - 3,958 79 12,992 24,729 829 579
Public sector and non-profit OrganiSatioNS .............eiieii i 15,575 997 - 4 26 - 1,027 14,548 28
REAI ESTALE ...t e 163,866 148,248 5 1,209 299 1,154 150,915 12,951 1,268
S TT 1 {0 T Lo PP PPRPROt 135,381 13,428 99,702 25 95 17,120 130,370 5,011 272
Total 1,041,655 623,455 100,519 9,389 52,724 78,423 864,510 177,145 7,566
Collateral held against credit-impaired exposures
Loans and commitments to customers: 21,266 16,791 1,303 309 833 548 19,784 1,482 6,634
INAIVIAUAS ...ttt st ettt b ekttt nnneereeniee e 6,639 5,848 17 3 151 6 6,025 614 991
COMMEICE AN SEIVICES ...vvvvvvveririieiiiereeeeeieeeee et ee et ee e e e et e et et et e e et et e eeaeaeeeaeeeeeeeeeeeeeeeeaeaeaeaeaeaeaaeas 4,061 2,942 98 1 476 290 3,807 254 2,443
(0] 41511 {1 (o310 o IO P TP PP PP RTPPPPPI 5,991 5,406 - 188 87 249 5,930 61 323
Industrial and tranSPOrTAtION ...........ccioiiiiiiiiie e e e e s e e e e s s e e e e e snnaeeeeas 1,945 260 1,158 117 76 - 1,611 334 1,519
INVESTMENT COMPANIES ... .eeeeiieee ittt e ettt e e e e st e e e e e e asbbe e e e e e e anbnbeeeaeaaannnnes 260 246 - - 7 - 253 7 128
Public sector and noNn-profit OrganiSAtioNS ..............coiiuiiiiiiieiiii e 3 2 - - - - 2 1 -
REAI BSTALE ...ttt e e e e et e e e e et e e e e e e e e e e e 2,163 1,957 - - 12 - 1,969 194 890
LYY {0 T o SRRt 204 130 30 - 24 3 187 17 340
Total 21,266 16,791 1,303 309 833 548 19,784 1,482 6,634
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44. Contd
Total credit

At 31 December 2019 Maximum exposure

exposure to Real Cash & Vehicles & Other covered by Net Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral  exposure ECL
DIBIIVALIVES ...ttt ettt ettt n et e e st 9,485 - - 1,757 - - 1,757 7,728 -
Loans and commitments to customers: 1,012,821 622,021 87,217 7,001 49,865 80,043 846,147 166,674 5,056
[ To Y To LU = PP EPTR R PPPPPR 374,718 292,701 7 417 13,317 116 306,558 68,160 1,579
Commerce and services ... 146,149 63,151 77 961 27,124 25,891 117,904 28,245 1,030
(0] 41511 11 o3 110 o [P PPRPT TP 55,236 40,432 4 653 2,130 3,968 47,187 8,049 495
BTG ettt 10,861 5,655 - 366 8 5 6,034 4,827 34
FINANCIAI SEIVICES ... b et b et s bebesssesesesenees 8,894 - - 123 - 3,621 3,744 5,150 7
Industrial and traNSPOITALION ...........oeiiuiieiiie ettt e e sib e e sbeeeaenee s 99,188 49,944 12 107 6,757 18,566 75,386 23,802 534
INVESTMENT COMPANIES .....iveiiieeeiiiiiiee e ettt e e e sttt e e e e et e e e e e e sbb b e e e e e e e snbeeeeaeesannbbbeeaeesennnnnes 23,982 7,748 - 3,281 71 11,930 23,030 952 478
Public sector and non-profit OrganiSatioNS ............c.ceoiiiieiiiiieiiiie e 15,758 958 - 7 29 - 994 14,764 29
R =) - L= PP SUSRSRR 162,795 148,919 5 1,072 301 1,125 151,422 11,373 702
SAOOM ...ttt ettt e 115,240 12,513 86,412 14 128 14,821 113,888 1,352 168
Total 1,022,306 622,021 87,217 8,758 49,865 80,043 847,904 174,402 5,056
Collateral held against credit-impaired exposures
Loans and commitments to customers: 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
[0 Y7 To L1 = SRR 8,427 7,191 17 12 166 2 7,388 1,039 1,245
COMMEICE AN SEIVICES ...c.uviiriieririiieeiiee ettt ettt e bt et e et e saeesen e e nbeeseneareesneeeneens 4,944 2,980 102 22 561 805 4,470 474 1,864
(0] 511 11 (o311 o [PPSR 5,219 4,919 - 197 19 7 5,142 77 261
Industrial and tranNSPOITALION ...........cooiiiiiiiiieii e e e e e e e as 1,965 253 1,331 102 72 16 1,774 191 1,559
Investment companies ...........ccccevceeeiineenne 156 149 - - - - 149 7 111
Public sector and non-profit OrganiSAtioNS .............eiiiiiiiiiiiiie e 15 14 - - - - 14 1 1
R TC T =TS - L= PSSR 1,800 1,567 - - 9 - 1,576 224 595
SAFOOM ...ttt ettt 90 27 31 - 19 - 77 13 295
Total 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
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45. Credit quality of financial assets

The following table provides the gross carrying amount of loans and credit risk exposure on loan commitments and financial guarantees.
Amounts are broken down by risk class and the method by which their respective credit loss allowances (ECL) are calculated, i.e. Stage 1, 2
and 3.

The Group uses internal rating models to assess the default probability of corporate and retail customers. The models assign each customer
to one of ten risk classes. One risk class is for customers in default (risk class 10), and nine risk classes are for performing customers (risk
classes 1-9). Risk classes are assigned on customer level and not facility level.

The rating of corporate customers is based on a company's most recent financial statement, together with a qualitative assessment of its
management, market position and industry sector.

For retail customers the Group uses two different statistical rating models. One model is for individuals and another is for small companies
with a total exposure to the Group of less than ISK 150 million. These models are behavioural scoring models and use information about a
customer's payment history, amount of debt and deposits, and demographic variables to assess the probability that a customer will default
on any of his obligations within 12 months of the rating assessment.

Risk classes 1-4 represent low risk, risk classes 5-6 moderate risk, risk classes 7-8 increased risk, risk class 9 high risk, and risk class 10
represents customers that are in default. Unrated are loans originating from subsidiaries of islandsbanki that do not have rating models, in
addition to loans that are yet to be rated.

Further information on the risk classes, including the mapping from risk classes to the probability of default, can be found in Section 4.2.2 of
the unaudited Pillar 3 2019 Report.

The same customer can have loans and off-balance sheet commitments in Stages 1 and 2 simultaneously. However, if a customer has an
exposure in Stage 3 then all other loans and commitments are classified as Stage 3 as well.

Due to COVID-19 pandemic the Group transferred a relatively large proportion of assets from Stage 1 to Stage 2 during the period. The
Group did not re-evaluate the risk classes of the borrowers affected but instead applied an overlay factor to the expected credit loss (see
Note 2).

At 31 March 2020

Loans to customers: Stagel  Stage 2 Stage 3 Total
Risk class 1-4 230,462 6,982 - 237,444
Risk class 5-6 342,089 60,265 - 402,354
Risk class 7-8 197,964 28,120 - 226,084
RISK CIASS 9 ...ttt 33,483 10,991 - 44,474
RISK ClASS 10 ...ttt ettt e e - - 26,507 26,507
L8]0 = LT OO R PSP PR PP PRON 182 165 - 347

804,180 106,523 26,507 937,210
(o< (= To o (=T [ A (o PR RPPPPRN (3,556) (3,300) (6,504) (13,360)
Net carrying amount 800,624 103,223 20,003 923,850
Off-balance sheet loan commitments and financial guarantees: Stagel  Stage 2 Stage 3 Total
Risk class 1-4 56,328 2,264 - 58,592
Risk class 5-6 44,732 8,416 - 53,148
Risk class 7-8 13,887 2,377 - 16,264
RISK ClASS 9 .ttt ettt e 1,052 516 - 1,568
RISK ClASS 10 ... - - 1,393 1,393
(6731110 I S PSP YP RO PPPPRPO 47 5 - 52

116,046 13,578 1,393 131,017
EXPECIEA Credit I0SS. ...ccouiiiiiiiieeei ettt (362) (348) (130) (840)
Total 115,684 13,230 1,263 130,177
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45. Cont'd
Risk Risk Risk Risk Risk
At 31 March 2020 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INAIVIAUAIS ....ovvvveiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeees 77,344 144,153 123,592 32,813 7,635 104 (2,620) 383,021
Commerce and SEIVICES .......cccovveeerveeeriineennns 31,424 85,645 29,664 4,887 6,505 90 (4,986) 153,229
[©F0] g 1S3 { (U [o3 110 o ISPt 4,139 32,004 16,532 1,117 6,314 12 (823) 59,295
2,744 3,824 1,950 - - - (34) 8,484
7,810 31 15 - - 6 (8) 7,854
Industrial and transportation ............c.cccceeeeeene 28,006 55,807 11,763 2,326 3,456 - (2,224) 99,134
Investment COMPAnIes ........ccccoevvvveeeeereiiineeenn. 2,749 9,644 12,057 1,502 389 184 (707) 25,818
Public sector and non-profit organisations ....... 12,645 2,704 244 7 4 2 (28) 15,578
Real €State .......vvvvvviiiiiiiiiiiiieeieeeeeeee s 54,539 66,158 41,690 2,747 3,053 - (2,158) 166,029
Seaf00d ... 74,636 55,532 4,841 643 544 1 (612) 135,585
Total 296,036 455,502 242,348 46,042 27,900 399 (14,200) 1,054,027
At 31 December 2019
Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt e e e e e e s e e e e e e bt e e e e e e e s sntaaeeeeeeesssaaeeeaeesnnnres 226,347 289 - 226,636
RISK CIASS 56 .. .coeiiiiiiiii it a et a et a b e ba b e teaaaenraaaraaaae 388,936 1,385 - 390,321
RISK CIASS 7-8 ... ittt e e e e s e e e e e et e e e e e e s s satateeeeeeesssaaeaeaeesannres 204,979 14,487 - 219,466
RISK CIASS 9 ...ttt e e s e e e ee e e et e e eeeeeeeeeeeeeeeeeeaeaeaeeeaeaeaeaeaeaaaaaaaaeaaaaans 33,880 7,544 - 41,424
[ e = T O PRSP - - 27,160 27,160
Unrated 4,676 93 154 4,923
858,818 23,798 27,314 909,930
EXPECIEA Credit I0SS. ....civiiiiiiiieiiie et (3,645) (1953) (5,700) (10,298)
Net carrying amount 855,173 22,845 21,614 899,632
Off-balance sheet loan commitments and financial guarantees: Stagel  Stage 2 Stage 3 Total
RISK CIASS L1-4 ...t a et a bt e et e e raanaeanaeaaaaes 58,327 25 - 58,352
RISK ClASS 56 .....iiiiiiiee e ittt e e e et e e e e st e e e e e st b s e e e e e e e sataaeeeaeeeansaaneeeeeaannres 58,271 253 - 58,524
RISK CIASS 7-8 ... oot a bbb et et et aeae e aeaaaaanaaes 15,334 1,757 - 17,091
RISK ClaSS O ...ttt e e e e e e e et e e e e e et e e e e e e e et e e e e e e aearaaeeas 1,095 186 - 1,281
[ L] g F= T O T - - 1,233 1,233
(0T = 1 (=Y PP PPPPERROt 8 5 - 13
133,035 2,226 1,233 136,494
EXPECLEA CrEIt IOSS. ... ..eeiiiieieiiiiie ettt e et e e e et e e e e e e e nenneeee s (403) (55) (231) (689)
Total 132,632 2,171 1,002 135,805
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45. Contd
Risk Risk Risk Risk Risk
At 31 December 2019 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INIVIAUAIS ... 76,119 151,224 115,042 29,537 9,517 4,530 (2,824) 383,145
Commerce and SEIVICES .......cccovveeerveeeriineennns 29,718 81,536 31,572 3,968 6,810 383 (2,894) 151,093
Construction 3,354 33,345 17,924 1,120 5,468 - (756) 60,455
Energy ....coccoovrnnens 5,045 3,846 2,004 - - - (34) 10,861
Financial services 8,848 30 17 - - 6 (7) 8,894
Industrial and transportation ............c.cccceeeeeene 26,474 59,108 11,775 2,363 3,526 - (2,093) 101,153
Investment COMPAnIes ........ccccoevvvveeeeereiiineeenn. 2,803 9,198 11,090 1,367 268 1 (589) 24,138
Public sector and non-profit organisations ....... 12,761 2,733 268 11 15 15 (30) 15,773
Real eState ........ceevvviiiiiiiiee e 52,934 64,623 42,304 3,631 2,400 - (1,297) 164,595
SeAf00d .....coviiirieiie e 66,932 43,202 4,561 708 389 1 (463) 115,330
Total 284,988 448,845 236,557 42,705 28,393 4,936 (10,987) 1,035,437

46. Forbearance and write-offs

When restructuring or modification measures are believed to be more appropriate than collection procedures, the Group offers several debt
relief measures and restructuring frameworks for customers in financial difficulties. These forbearance measures include temporary payment
holidays, extension of loan terms, capitalisation of arrears and waiving of covenants.

The relationship between forbearance and stages is discussed in Note 66.3. in the consolidated financial statements for the year 2019.

Once an asset has been classified as forborne, it will remain forborne for a minimum 24-month probation period. In order for a loan to be
reclassified out of the forborne category, the customer has to meet all of the following criteria:

- All of the customer's facilities have to be considered performing; and

- The customer does not have any contract that is more than 30 days past due; and

- The probation period of two years has passed from the date of the forbearance event; and

- Regular payments of more than an insignificant amount of principal or interest have been made during at least half of the probation period

The following table provides a summary of the Group's forborne assets.

At 31 March 2020 Stagel Stage2  Stage 3 Total
Individuals 1,457 1,317 1,337 4,111
Companies 1,377 8,522 11,741 21,640
Gross carrying amount 2,834 9,839 13,078 25,751
INAIVIAUAS ..ttt ettt h ettt e ent e et et eeneesneeeneeenreeans (11) (46) (199) (256)
COMPANIES ...ttt ettt ea e bkttt e e b et e et e e bt e s hb e ettt e bt e bt e ebe e e st e bt e nareenneenineaa (40) (469) (3,076) (3,585)
Expected credit loss (51) (515) (3,275) (3,841)
At 31 December 2019 Stagel Stage2  Stage 3 Total
INAIVIAUAS ..ottt ettt b ettt nnneareeniee e 1,615 1,102 1,372 4,089
COMPANIES ...t ieeeeiee ettt et e st e et et ean e et e et e e s et e aaeeem et e st e ameeemteesreeanseenneeanteenneeaneeanteenneeans 13,212 8,469 8,289 29,970
Gross carrying amount 14,827 9,571 9,661 34,059
INAIVIAUAS ...ttt ettt b ekttt e nnn e e naee e (12) (41) (182) (235)
(01401 o= T o 1= 2 TPV PPPPPRPPPRNY (77) (249) (2,167) (2,493)
Expected credit loss (89) (290) (2,349) (2,728)
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46.

47.

48.

49.

Contd

Gross carrying amount written off and still subject to enforcement activity 2020 2019
1.1-31.3 1.1-31.3

INAIVIAUAS ..ottt e bbbt e e bt e e bt e e e bbbt e e b bt e ekt b e e e b b e e e ebb e e e st e e e e ebb e e e s be e e sbaee s 128 140

(o] 40] o =T 1= 2 PSPPSR OPPRRPPI 72 67

Total 200 207

Large exposures disclosure

When the Group's total exposure to a group of connected clients is 10% or higher of the Group's capital base it is considered a large
exposure. Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined
by regulation no. 233/2017. The Group has internal criteria that define connections between clients. These criteria reflect the Group's
interpretation of Article (1)(a) of the Act on Financial Undertakings no. 161/2002, where groups of connected clients are defined. Since the
interim financial statements for the first quarter of 2020 are not audited, the official capital is based on reviewed own fund items at 31
December 2019.

The exposure is evaluated both before and after credit risk mitigating effects. After mitigating effects, the Group currently has two large
exposures, an increase of two since last reporting date. No large exposure is therefore above the maximum 25% single large exposure limit
set by the law.

The following tables show the Group's large exposures as a percentage of the Group's capital base, before and after eligible credit risk
mitigating effects.

At 31 March 2020

Groups of connected clients: Before After
[T (18 o e TSP PUPPUPTTN 66% -
(] o0 o PRSP P PP PPPPPPPPPRY 17% 16%
L] o0 o T S PP PPPPPPPPPPPRY 12% 10%

At 31 December 2019

Groups of connected clients: Before After
[T (18 o e OO PP PUPP TN 75% -
Liquidity risk

The Group defines liquidity risk as the risk of not being able to fund its financial obligations or planned growth, or only being able to do so
substantially above the prevailing market cost of funds.

The Group's main source of funding is customer deposits. Treasury is responsible for the Bank's funding and liquidity management in line
with internal and regulatory limits and policies. Treasury manages the Bank's intraday liquidity. Risk Management, as the second line of
defence, is responsible for independent reporting on the liquidity position to internal and external stakeholders and providing a holistic view
on liquidity risk on a consolidated basis.

Liquidity coverage and Net stable funding ratio

Key measures for the assessment of liquidity risk are the Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR). The Central
Bank of Iceland, which is the main supervisory authority regarding liquidity risk, has incorporated the LCR and the NSFR based on the CRD
IV standards into the rules on liquidity ratio and the rules on funding ratio in foreign currencies. In addition, the Group complies with the
Financial Supervisory Authority's guidelines no. 2/2010 on best practices in liquidity management and liquidity coverage ratio rules no.
266/2017.
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49. Cont'd

The following tables show the NSFR and the LCR for the Group at the end of March 2020 and at year-end 2019.

The calculations are based on consolidated figures including Borgun hf.

Net stable funding ratio 31.3.2020 31.12.2019
FOF @I CUITEINCIES ...ttt r ettt e e et E et et e s m e e R e e et e sae e s e e nr e e s e e nneesnneennee s 120% 119%
(o] =1 o [ W ol U =T g o1 (=T TP UTPPRPRN 151% 156%
Liguidity coverage ratio 31.3.2020 31.12.2019
FOF @Il CUITENCIES ..ttt ettt h e e e bt e a et e st e e e bbbt e s b et e s b et e e sab et e s ba e e s abbeeeeaaes 177% 155%
Foreign currencies .. 324% 325%
At 31 March 2020 For all currencies Foreign currencies

Unweighted  Weighted Unweighted Weighted

LiQUId @SSEES 1BVl 1% ..ottt ettt 169,434 169,434 39,138 39,138
LiQUIA @SSELS IOVl 2 ..ottt e e e e e e e et ea e e 10,137 4,948 3,940 610
Total liquid assets 179,571 174,382 43,078 39,748
(DT o To S | PO UTPPP 508,940 158,272 91,407 40,031
(D= o] TS U =T o PR PUT PR 1,527 1,527 734 734
OLNEr OULTIOWS ...t 75,879 31,910 18,736 8,324
Total outflows 586,346 191,709 110,877 49,089
Short-term deposits with other Danks** ... 82,752 78,992 80,305 76,918
OLEr INFIOWS ..ot nen e e e e 32,458 14,442 4,833 3,123
ReESEHCtONS ON INFIOWS ..ot - - (1,980) (43,224)
Total inflows 115,210 93,434 83,158 36,817
Liquidity coverage ratio 177% 324%
At 31 December 2019 For all currencies Foreign currencies

Unweighted  Weighted Unweighted Weighted

LiQUId @SSEES IBVEI 1% . ...ttt ettt et e e et 157,080 157,080 31,858 31,858
LiQUIA @SSELS IOVl 2 ..ottt e et e e e e e e e e e et aaeeeeaes 11,942 6,271 3,727 520
Total liquid assets 169,022 163,351 35,585 32,378
DIBPOSIES ..ttt ettt 482,322 139,354 78,089 33,961
[DT=T oL T =T PSPPSR 1,361 1,361 650 650
Other QULFIOWS .......eiiiiii e 81,493 30,997 18,012 5,248
Total outflows 565,176 171,712 96,751 39,859
Short-term deposits with other Banks** ..ot 54,203 52,335 51,343 50,261
OFNEI INFIOWS ...ttt ner et e e e 33,984 14,213 6,287 3,558
Restrictions on inflows - - - (23,925)
Total inflows 88,187 66,548 57,630 29,894
Liquidity coverage ratio 155% 325%

*Level 1 liquid assets include cash and balances with the Central Bank, domestic bonds eligible as collateral against borrowing at the Central
Bank and foreign government bonds in accordance with rules no. 266/2017 on liquidity ratio.

**Short-tem deposits with other banks with maturity less than 30 days.
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49. Cont'd

Deposits by liquidity coverage ratio category

The Group's deposits are categorised by counterparty according to the Liquidity Coverage Ratio (LCR) standard. The groups are listed in
order of estimated stability and the respective LCR outflow weight. Deposits are also classified as stable if the customer has an established
business relationship with the Bank and is covered by an effective insurance scheme.

Deposits maturing within 30 days

Less Weight Weight Term Total

At 31 March 2020 . .
are stable (%) Stable (%)  deposits  deposits
RELAI ... 230,705 12% 86,654 5% 85,761 403,120
Operational relationShips ..o 2,854 25% - 5% - 2,854
[©0]7'sJo] = 1401 TSP PURRRN 81,315 40% 366 20% 24,007 105,688
Sovereigns, Central Bank and public sector entities .............ccccceeennee. 8,614 40% 297 20% 1,133 10,044
Pension fuNds ... 41,610 100% - - 24,874 66,484
Domestic financial entities ... e 33,927 100% - - 40,567 74,494
Foreign financial entities ..........coooiiiiiiiiei i 8,351 100% - - 10,533 18,884
Total 407,376 87,317 186,875 681,568

Deposits maturing within 30 days

Less Weight Weight Term Total
At 31 D 201 . .

t 31 December 2019 stable (%) Stable (%) deposits  deposits
RELAI ... 228,447 12% 83,773 5% 78,870 391,090
Operational relationships 2,446 25% - 5% - 2,446
[©0]4'sJo] = 1401 TP UPPRRTN 73,739 40% 337 20% 24,589 98,665
Sovereigns, Central Bank and public sector entities .. 6,813 40% 253 20% 620 7,686
Pension fUNAS .......ouviiiieiie e 35,405 100% - - 24,869 60,274
Domestic financial entities ..........c.cocevviriieriiie e 28,494 100% - - 46,371 74,865
Foreign financial entities ..........ccooiiiiiiiiiiiiiee e 8,038 100% - - 6,174 14,212
Total 383,382 84,363 181,493 649,238

50. Maturity analysis of assets and liabilities

The following tables show the contractual payments of principal and interest for the Group's financial liabilities. Thus, the total figures for
each liability class are higher than the respective balance sheet amount. Cash flows for payments of unknown nature, such as for floating
rate, CPI-linked or foreign currency denominated instruments, are based on internal yield curves and forecasts.

For dated financial liabilities the amounts are grouped into maturity buckets according to contractual maturities of principal and estimated

contractual payments of interest. For demand deposits or other non-dated liabilities, the figures are grouped according to the first possible
required payment date.

Maturity analysis 31 March 2020

Carrying On Upto3 3-12 1-5 Over No

Financial liabilities amount demand months  months years 5 years maturity Total
Deposits from CB and credit institutions .......... 33,773 5,817 2,383 17,512 8,636 - - 34,348
Deposits from customers ..........ccccceeevvveeeeeenns 647,795 475,552 73,436 67,423 16,609 57,125 - 690,145
Debt issued and other borrowed funds ............ 322,280 - 7,905 31,921 275,358 89,338 - 404,522
Subordinated 10ans ...........ccccevviieinieienieeeee. 24,456 - 180 521 2,869 28,281 - 31,851
Other financial liabilities: 12,817 4,048 3,421 1,225 1,786 2,377 - 12,857

Lease liabilities ..........cccoooveiniiiniiiie 4,152 - 119 358 1,786 2,377 - 4,640

Other liabilities .........cccccevviiiiiiieicice, 8,665 4,048 3,302 867 - - - 8,217
Total 1,041,121 485,417 87,325 118,602 305,258 177,121 - 1,173,723
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50. Cont'd

Off-balance sheet liabilities show the amount of contractual obligations that the Group has taken towards customers, either by committing to
lend out money in the future or as third party guarantees. The amounts shown reflect the maximum amount, not taking into account the
Group's ability to reduce overdraft or credit card limits before the current undrawn amount is fully utilised by the customer. These obligations
all fall into the first time bucket since contractually, on a case-by-case basis, the Group could be required to fulfil these obligations
instantaneously.

On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months  months years 5 years maturity Total
Financial guarantees ..........cccocveeviieiiniieeiiiee e 18,670 - - - - - 18,670
Undrawn loan commitments ... . 24,691 - - - - - 24,691
Undrawn overdrafts .........cccocoveeenniiieiiiieeiiiee e 53,620 - - - - - 53,620
Credit card COMMItMENLS .......cooouviiiiiiiiiiieeee e 33,196 - - - - - 33,196
Total 130,177 - - - - - 130,177
Total non-derivative financial liabilities

and off-balance sheet liabilities ........................ 615,594 87,325 118,602 305,258 177,121 - 1,303,900

The following table shows the contractual cash flow of the Group's derivative liabilities, i.e. derivatives that have a negative and a positive
carrying amount at the reporting date. For derivatives settled on a gross basis, the cash flow for both legs of the derivative is shown, since
netting cannot be applied upon settlement.

On Upto3 3-12 1-5 Over No

Derivative financial liabilities demand months  months years 5 years maturity Total
Gross settled derivatives

INFIOW ..o - 50,898 39,906 73,511 - - 164,315
OULFIOW ..ottt - (55,759) (42,191) (77,036) - - (174,986)
Total - (4,861) (2,285) (3,525) - - (10,671)
Net settled derivatives ............ccccoeevveeeeeeiiiiiiee e - (1399) - - - - (399)
Total - (5,260) (2,285) (3,525) - - (11,070)

Maturity classification of assets is based on contractual maturity. For bonds and debt instruments in the banking book the maturity
classification is based on contractual maturity dates while for bonds and debt instruments held for trading the maturity classification is based
on the estimated liquidation time of the asset.

Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank ............. 123,062 26,526 94,432 - - 2,102 - 123,060
Loans to credit institutions .............ccoeceeeiineenne 84,263 34,912 49,335 16 - - - 84,263
Bonds and debt instruments ...........ccccccoeeiiinns 69,368 - 18,005 20,489 16,404 14,471 - 69,369
LOoans to CUSIOMENS .........eeeveiiiiiiiiiieeeeiiiieeeenn 923,850 4,333 87,595 87,074 323,236 421,612 - 923,850
Shares and equity instruments ............c.cccco.... 12,496 - - - - - 15,729 15,729
Other financial assets .........cccccceviviiieieeiniiinnns 4,936 4,342 529 57 7 - - 4,935
Total 1,217,975 70,113 249,896 107,636 339,647 438,185 15,729 1,221,206
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years 5 years maturity Total
Gross settled derivatives
- 25,113 19,781 26,359 - - 71,253
- (23,441) (18,169) (25,391) - - (67,001)
Total - 1,672 1,612 968 - - 4,252
Net settled derivatives ..........ccceeveieiiee e - 921 - - - - 921
Total - 2,593 1,612 968 - - 5,173
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The following tables show the comparative amounts for maturity analysis at year-end 2019.

Maturity analysis 31 December 2019

Notes to the Condensed Consolidated Interim Financial Statements

Financial Statements first quarter 2020

Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount demand months  months years 5 years maturity Total
Deposits from CB and credit institutions 30,925 1,992 16,363 8,468 4,580 - - 31,403
Deposits from customers ............cccceeeeee 618,313 453,959 78,232 54,994 16,612 62,222 - 666,019
Debt issued and other borrowed funds ... 306,381 - 6,991 24,861 267,776 90,610 - 390,238
Subordinated 10ans ...........ccceeviieiiiieeniieeee. 22,674 - 158 463 2,865 26,482 - 29,968
Other financial liabilities: 24,772 17,581 2,124 1,276 1,759 2,448 - 25,188
Lease liabilities .........ccccooeveiviiiiiiiiiie 4,256 - 116 349 1,759 2,448 - 4,672
Other liabilities .........ccccoovieiiiiiiiicieee 20,516 17,581 2,008 927 - - - 20,516
Total 1,003,065 473,532 103,868 90,062 293,592 181,762 - 1,142,816
On Upto3 3-12 1-5 Over No
Off-balance sheet liabilities demand months  months years 5 years maturity Total
Financial guarantees ..........cccoceeeiiieiiniiceniiee e 18,861 - - - - - 18,861
Undrawn loan commitments .........c.occcvvveeeeeiiiiiieeee e 35,443 - - - - - 35,443
Undrawn overdrafts ..........cocoveeeiiieeiiiieeriiee e 51,338 - - - - - 51,338
Credit card COMMItMENTS ........evveieieiiiiiiiiee e, 30,163 - - - - - 30,163
Total 135,805 - - - - - 135,805
Total non-derivative financial liabilities
and off-balance sheet liabilities ............ccccoovviiniieiiiiieene. 609,337 103,868 90,062 293,592 181,762 - 1,278,621
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW oo - 57,542 36,133 43,218 - - 136,893
Outflow - (59,615) (37,222) (44,915) - - (141,752
Total - (2,073) (1,089) (1,697) - - (4,859)
Net settled derivatives ...........ccceeiiiriiieeeniiee e - (323) - - - - (323)
Total - (2,396) (1,089) (1,697) - - (5,182)
Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank ............. 146,638 28,978 115,981 - - 1,679 - 146,638
Loans to credit institutions .............cccccevvveeeeeeen. 54,376 20,719 33,656 - - - - 54,375
Bonds and debt instruments ............c.ccccooiinns 52,870 7,768 23,998 10,120 10,983 - - 52,869
Loans to CUSIOMErS .......ccoveeeviiiiiiiee e 899,632 2,972 88,446 87,462 303,668 417,083 - 899,631
Shares and equity instruments ... 18,426 - - - - - 18,426 18,426
Other financial assets .........ccccccevvvciiieeeeeiiinens 5,757 1,889 525 118 17 - 3,259 5,808
Total 1,177,699 62,326 262,606 97,700 314,668 418,762 21,685 1,177,747
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW e - 92,680 28,583 74,731 - - 195,994
OULFIOW . - (82,832) (27,964) (73,544) - - (184,340)
Total - 9,848 619 1,187 - - 11,654
Net settled derivatives ..........cccceeveiveieee e - 273 - - - - 273
Total - 10,121 619 1,187 - - 11,927
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51. Market risk

The Group defines market risk as the current or prospective risk to earnings and capital arising from adverse movements in the level or
volatility of prices of market instruments, such as those that arise from changes in interest rates, foreign exchange rates, equity prices, CPI-
indexation and commodity prices. Sources of market risk are imbalances in the Group's balance sheet and open positions in bonds,
currencies and equities. Derivative contracts are also potential sources of market risk.

Market risk within the Group can broadly be split into two categories, trading book and banking book. The trading book includes market risk
exposures related, directly or indirectly, to the Group's short- and medium-term trading in securities, currencies and other capital market
instruments and derivatives. All financial assets and liabilities in the trading portfolio are recognised at fair value and all resulting changes are
immediately reflected in the income statement. The banking book includes market risk exposures related to securities held for long-term
investment purposes, unlisted securities or holdings in subsidiaries or affiliates. A large part of the banking book market risk is due to
mismatches in the composition of assets and liabilities, for example with respect to currencies, interest rates, CPI-indexation or other factors
that can affect the Group's earnings or earnings volatility. These mismatches are reported to management and are subject to internal and
regulatory limits.

52. Interest rate risk

Interest rate risk is defined as the current or prospective risk to earnings or capital arising from adverse movements in interest rates.
Sensitivity measures like Basis Point Value (BPV) are used to measure and manage risk arising from its fixed income exposures. The BPV
measures the effect of a 0.01 percentage point upward parallel shift in the yield curve on the fair value of these exposures.

Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing Financing Fund (HFF) which are guaranteed
by the Icelandic Government, domestic municipality bonds, and covered bonds issued by other Icelandic banks. Bonds and bills in the
Group's liquidity portfolio are also categorised in the trading book. In the following table the total market value (MV) of long and short
positions may not be the same as reported in Note 5 since netting between short and long positions is not applied here.

31.3.2020 31.12.2019
Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INAEXEM ... 2,310 7.73 (1.79) 1,143 6.84 (0.78)
NON-INAEXEA ... 39,303 0.41 (1.62) 31,855 0.41 (1.29)
Total 41,613 0.82 (3.41) 32,998 0.63 (2.07)
31.3.2020 31.12.2019
Trading bonds and debt instruments, short positions MV Duration BPV MV Duration BPV
INAEXEM ...ttt 71 6.00 0.04 150 6.00 0.10
[N o g B o F=Y (=T RSP RRR 64 2.00 0.01 615 4.00 0.28
Total 135 4.10 0.05 765 4.39 0.38
Net position of trading bonds and debt instruments 41,478 0.81 (3.36) 32,233 0.54 (1.69)
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52. Contd
Interest rate risk in the banking book

Interest rate risk in the banking book arises from the Group's core banking activities. The main source of this type of interest rate risk is the
risk of loss from fluctuations in future cash flows or fair value of financial instruments as interest rates change over time, reflecting the fact
that the Group's assets and liabilities are of different maturities and are priced relative to different interest rates.

The following table shows the interest sensitivity of the Group's banking book from a parallel 100 basis points change in all yield curves, with
all other variables held constant, categorised by the date of next interest rate reset.

Sensitivity analysis for interest rate risk in the banking book

At 31 March 2020

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, indexed ........ 9 (112) (230) (1,724) 2,016 415 374
ISK, non-indexed (7) 23 (7) 277 (6) (4 276
EUR e (39) 68  (1,087) 1,037 - (1) (22)
SEK ettt a e aeaee 8 - - - - - 8
USD oottt 19 - - - - (1) 18
OFNET s 11 (6) - (4) - (7 (6)
Total 1 (27)  (1,324) (414) 2,010 402 648
At 31 December 2019

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ...t 55 60 (442) (1,668) 1,995 193 193
ISK, non-indexed 7 (12) 11 89 (10) (9) 76
EUR Lo (17) (20) (29) 118 - (2) 50
SEK ettt a e aeaee 10 - - - - - 10
USD ittt (42) - - - - (1) (43)
ONET ..o 12 (11) - 41 - (6) 36
Total 25 17 (460)  (1,420) 1,985 175 322

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2020 53 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

53. Currency risk

Currency risk is the risk that earnings or capital may be negatively affected from the fluctuations of foreign exchange rates, due to transactions in foreign currencies or due to a mismatch in the currency
composition of assets or liabilities.

The analysis of the Group's foreign currency exposure presented below is based on the contractual currency of the underlying balance sheet items. Additionally, there are off-balance sheet items that carry
currency risk and are included in the total currency imbalance. The off-balance sheet amounts below represent the notional amounts of derivatives and unsettled spot agreements.

Preferred Series C shares in Visa Inc. which Borgun hf. holds are included in the currency imbalance even though assets and liabilities of Borgun hf. are classified as held for sale. Including the shares gives a
more accurate measurement of the Group's currency exposure. If all of Borgun's currency exposure classified as held for sale is included, the total currency imbalance is negative ISK 2.547 billion.

Currency analysis at 31 March 2020

Other foreign  Total foreign

Assets EUR usD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ............... 829 485 282 72 22 57 60 137 40 157 2,141
Loans to credit institutions ..............ccceevvveeeeeens 20,150 44,761 1,883 355 317 4,276 9,440 89 753 125 82,149
Bonds and debt instruments ...........ccccoeeviinnnnnn. 14,770 18,876 7 - - - 4,064 - - - 37,717
LOANS t0 CUSTOMEIS .....cvvvvveieiiiiieieiiieeeeeeeeeeeeeenes 130,486 33,978 1,253 622 3,657 3 3,388 721 6,417 36 180,561
Shares and equity instruments ............cccceeeenens 31 3,440 451 - - - 27 - - - 3,949
Other aSSEtS ...uvviieeiiiiiiiie e 105 363 - - - 19 - - - - 487
Total assets 166,371 101,903 3,876 1,049 3,996 4,355 16,979 947 7,210 318 307,004
Liabilities

Deposits from credit institutions ...............ccce...... 9,103 554 1 - - - - - - - 9,658
Deposits from customers ........c.cccevvveeinieeennnen. 36,352 42,889 3,979 603 364 951 2,967 2,219 605 52 90,981
Debt issued and other borrowed funds ..... 104,657 - - - - 37,581 19,096 - - - 161,334
Subordinated loans ...........c.cccccoeeeeieel . - - - - - 24,456 - - - - 24,456
Other liabilities 224 318 - - - 6 62 91 - - 701
Total liabilities 150,336 43,761 3,980 603 364 62,994 22,125 2,310 605 52 287,130
Net on-balance sheet position 16,035 58,142 (104) 446 3,632 (58,639) (5,146) (1,363) 6,605 266 19,874
Net off-balance sheet position (17,662) (59,519) 177 (424) (3,622) 58,574 5,025 1,310 (6,559) (250) (22,950)
Net position (1,627) (1,377) 73 22 10 (65) (121) (53) 46 16 (3,076)
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Currency analysis at 31 December 2019

Other foreign  Total foreign
Assets EUR USD GBP CHF JPY SEK NOK DKK CAD currencies currencies

Cash and balances with Central Bank 942 319 210 52 24 51 73 114 58 123 1,966
Loans to credit institutions .............ccccceeeriieenns 11,689 25,740 1,650 378 534 116 9,707 1,294 272 687 52,067
Bonds and debt instruments ............cccccceevvneenn. 12,930 10,937 3 - - - 8,232 - - - 32,102
L0ans to CUSIOMEIS ......oveeeiiiiiiiiiee e 112,185 29,486 2,037 581 3,185 3 3,408 635 6,005 33 157,558
Shares and equity instruments ..............ccceeueee. 31 3,371 419 - - - 27 - - - 3,848
Other assets .......cocceeviiiiiiiiceie e 390 1,866 338 6 - 73 2 20 - 458 3,153
Total assets 138,167 71,719 4,657 1,017 3,743 243 21,449 2,063 6,335 1,301 250,694
Liabilities

Deposits from credit institutions ............ccccceee.e. 9,145 558 1 - - - - - - - 9,704
Deposits from cuStomers ..........ccccevveeeenieeennnen. 32,247 27,939 3,810 385 395 874 3,317 3,617 453 42 73,079
Debt issued and other borrowed funds .............. 91,809 - - - - 37,768 19,565 - - - 149,142
Subordinated 10ans ..........ccccccveeeieiiiiiiiee e - - - - - 22,674 - - - - 22,674
Other liabilities .........ccccoovviiiiiieiee e 1,728 944 558 35 3 162 5 47 2 665 4,149
Total liabilities 134,929 29,441 4,369 420 398 61,478 22,887 3,664 455 707 258,748
Net on-balance sheet position 3,238 42,278 288 597 3,345 (61,235) (1,438) (1,601) 5,880 594 (8,054)
Net off-balance sheet position (4,344) (41,574) (231) (610) (3,345) 61,127 1,255 1,726 (5,840) (203) 7,961
Net position (1,106) 704 57 (13) - (108) (183) 125 40 391 (93)
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54. Inflation risk

The Group is exposed to inflation risk since the value of CPI-linked assets exceeds CPI-linked liabilities. The value of these assets and
liabilities changes according to changes in the CPI at any given time and all changes in the CPI affect profit and loss. A 1% increase in the
index would lead to an ISK 321 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk
factors held constant.

31.3.2020 31.12.2019

[S30]aTo ISR TaTo Mo (=T o) AT 0 1] (U T4 T=Y o] £ PPPPPPPPPPINY 2,990 2,103
o= T R (o o0 ] (0] 1 = = TSP URPPPPPRN 292,791 295,725
Total CPI-linked assets 295,781 297,828
DEPOSILS fTOM CUSTOMETS ...ttt ettt h et e a et e ekttt e ettt e e sa bt e e aa bt e e e kbt e e sabeeesabe e e e enbbeeebbeeeanbeeens 100,555 98,766
Debt issued and other DOrTOWEA FUNAS ............uuiiiiiiiiiiii e ee s e e eeeeseeeeeeeeeeeeeeaeeereaaaeeeaaaeeaeaaaees 128,170 125,975
Off-DAlANCE SNEET POSILION ....eeiiiieiiiee et e e e e sttt e e e e e st be e e e e e s nbbeeeaeesenbsbeeeeeaensbteeeens 34,912 63,827
Total CPI-linked liabilities 263,637 288,568
CPl imbalance 32,144 9,260

55. Derivatives

The Group uses derivatives to hedge currency exposure, interest rate risk in the banking book as well as inflation risk. However, the Group is
subject to indirect exposure through customers' margin trading. Margin trading is subject to continuous monitoring and collateral
requirements. Other derivatives held for trading or for other purposes are insignificant.

56. Capital management

The following table shows the capital base, risk exposure amount, the resulting capital ratios, and leverage for the Group at 31 March 2020
and 31 December 2019.

The Group's regulatory capital requirement is calculated according to CRD IV as implemented through Act no. 161/2002 on Financial
Undertakings and regulation no. 233/2017 on prudential requirements for financial undertakings. Capital requirement calculations for credit
risk and market risk are based on the standardised approach whereas the capital requirement calculations for operational risk are based on
the basic indicator approach.

Article 501 of the capital requirements regulation (EU) no. 575/2013 of the European parliament came into effect in Iceland on 1 January
2020. This article stipulates capital requirements deduction for credit risk on exposures to SMEs and lowers the risk exposure amount by ISK
13.6 billion, corresponding to a 30 basis point increase in the Group's capital ratio

The Group aims at managing its capital position and the corresponding capital ratios above the overall regulatory capital requirement.
According to the latest SREP report from the Financial Supervisory Authority, applicable as of 30th of September 2019, the overall capital
requirement is 18.8%. The Group's capital target includes a 0.5-2.0% management buffer on top of the overall capital requirement.

The minimum leverage ratio for Icelandic financial institutions is 3%.
31.3.2020 31.12.2019
CET1 capital

OrdiNAry SHAIE CAPILAL .......cooi ittt e oottt e e e s ek bbbt e e e e e s be b et e e e e e s nhbe et e e e e e anbbbeeeeeeeanbnbeeeaeenannnes 10,000 10,000
IS =T o101 0 01U o SRS PEERN 55,000 55,000
RESEIVES ... ettt e e e e e e e e e bbb e st e e e e e e e s e e e 8,016 7,065
[R3=] =TT To BT Uy oo SRR URPRR 104,349 105,569
NON-CONEFOING INTEIESES ...eeeeiiiiiiit ettt e e ettt e e e e ek bbbt e e e e e sk e b et e e e e e aanbbe e e e e e e annbebeeeeeaanbnbeeeaeaanes 2,177 2,428
Fair value changes due to OWn Credit STANAING .......ccoouiiiiiii e (773) 392
LI E1 = T OO TT PO PPTRPPTTOR (30) (476)
INTANGIDIE ASSELS ...ttt a ettt e bt eh et e s bt ettt e s (3,736) (4,330)
Total CET1 capital 175,003 175,648
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31.3.2020 31.12.2019
Tier 2 capital

Qualifying subordinated AaDIlTIES .........c..oiiiiiiiiie ettt e e b e s nin e e 24,456 22,674

Total capital base 199,458 198,322

Risk exposure amount

R (VL= (o R ol (=To [ B ] QPP PUPPPPTN 811,936 789,180
B 01 (ol g F= g A ]GOS UPTPRPPPPPR 12,350 7,919
Market riSk, trading DOOK ............ueiiiii ittt e ettt e e e e et e e e e e e bbb b e e e e e e abbbe e e e e e e annbeeeaeeaan 9,095 6,488
(OAT 7= 0T OO POP PSPPI OPPPP 3,255 1,431

- due to credit Valuation AdUSTMENT ..........oiiiieiiie it e e e e e e st e e e e e e s bbb et e eesssbbbeeeeeesanbteeeaeesanrenees 1,665 2,027
B e (8T (o Xo] o J=] r= Vi To) o T ] QPP PP OPRP 85,424 85,424
Total risk exposure amount 911,375 884,550

Capital ratios

L=V A = 1 TP 19.2% 19.9%
TOUAl CAPILAI FALIO .....veevveveieeeteeteeteete et e eteete et e ete et e eteete e beereeseebeeaseebeeseeseebeesbesbeess e besasessesseensebeensestesseensesseensesreans 21.9% 22.4%
(@] {13V = N = [ TSRSt 19.2% 19.9%
(011 TV oz=T o)1=V -1 1o RO 21.9% 22.4%

Leverage ratio
Exposure amount

ON-DAlANCE SHEEL EXPOSUIES .....coiiiiiiiiiiie ettt b e e bt e e e bb e e e bb e e e e b bt e e e bt e e e sabeeeaatb e e e anbeeesnbeeeannnes 1,247,153 1,189,062
Off-DAIANCE SNEETL EXPOSUIES ....eiiiiiiiiiii ettt e e ettt e e e e ettt e e e e e e saabteeeaaeeasnbeeeee e e e snbseeeeeeaantsbeeeaeeeansnreeeens 37,218 38,849
DEIVALIVE EXPOSUIES ....eeutiieeiiieeatiteeeatteeaattee e e et eeeaab e e e aateee e sbee e aabe e e aabe e e e bb e e e aabeeeaabb e e e amb e e e eabbeeebbeeeenbbeeeanbeeesnbeeeannees 8,352 9,461
Leverage ratio total exposure measure 1,292,723 1,237,372
L= =T o 1 = | ST 175,003 175,648
Leverage ratio 13.5% 14.2%
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