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Factsheet

Our profile

With a history that dates from 1875, islandsbanki is an
Icelandic universal bank with a strong customer focus. The
Bank believes in moving Iceland forward by empowering its
customers to succeed - reflecting a commitment to run a
solid business that is a force for good in society.

Driven by the ambition to be #1 for service, {slandsbanki’s
banking model is led by three business divisions that build
and manage relationships with its customers. Islandsbanki
maintains a strong market share with the most efficient
branch network in the country, supporting at the same time
its customers” move to more digital services.

The Bank operates in a highly attractive market and, with its
technically strong foundations and robust balance sheet, is
well positioned for the opportunities that lie ahead.

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

Return on equity

The Bank

12 =

branches

5,739

number of FTEs at
I I {slandsbanki at
period end

Market share*
32% ciomes
38% SMEs
35% Ij;?nepanies

Profit (loss) after tax

Sustainability

Green mortgages
product launched

{slandsbanki tops
Reitun's ESG
rankings with 90
points out of 100

{slandsbanki received
environmental award
from Ministry for the
Environmental and
Natural Resources

SORINCES

~N3
islandsbanki

Digital milestones

Carbon calculator
introduced in the app

Push notifications added to

&the app, replacing older

services

Smartld launched, next

’) generation digital identity
option not based on SIM
card

Ratings and certifications

S&P Global
Ratings

BBB/A-2

Stable outlook

\ 4

EQUAL PAY
CERTIFICATE
2018 - 2021

EXEMPLARY [N
CORPORATE GOYERMANCE

Cost / income ratio

62.9%

51.7%

(ISKm)
74% 7.6% 77%
3361 3525 3,615
28% 1245
-3.0% -1376
1Q20 2Q20 3Q20 4Q20 1Q20 2Q20 3Q20 4Q20 1Q21
Total assets Loans to customers
(ISKbn) (Sector split as of 31.03.21)
Other
o o
726% 70.8% 70.9% 69.4% 68.9% Industrial and 8%
transport Mortgages to
7% individuals
40%
Real estate
15%
Commerce
and services
310320 30.06.20 30.0920 311220 31.03.21 12% Individuals
Seafood other
REA /total assets 12% 6%

Total liquidity coverage ratio

120%  17% 13% 123%

310320 30.0620 30.0920 311220

Total net stable funding ratio

Leverage ratio

135% 134% 134% 136% . o

310320 30.0620 30.0920 311220  31.03.21

The information above has not been reviewed or audited by the Bank's auditor.

*Based on Gallup surveys regarding primary bank.
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1Q20 2Q20 3Q20 4Q20 Q21

Loans to customers
(ISKbn)

143% 13 130 148%  147%

310320 30.0620 30.0920 311220 31.03.21

Customer loans to customer deposits ratio

Total capital ratio

209% 222% 222% 230% 5199

310320 30.0620 30.0920 311220 310321

Tier 1ratio



Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 31 March 2021 (“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's profit from its operations for the reporting period amounted to ISK 3,615 million. At the end of the reporting period, the Group
employed 774 full-time members of staff, including 739 within the Bank itself.

Net interestincome decreased by 4.5% between years, as the lower interest rate environment resulted in the net interest margin decreasing
from 2.8% to 2.4%. Net fee and commission income increased by 14.9%, well distributed accross business segments. Salaries and related
expenses were up by 10.1% between years as a result of wage increases in line with the general wage agreements in Iceland, redundancy
costs and accrued leave, while other operating expenses decreased by 6.8%. The Bank's cost to income ratio decreased from 62.9% to
52% between years. Net impairments amounted to ISK 518 million and decreased from 3,490 million in the first quarter of 2020, when
expected credit losses increased substantially due to the COVID-19 pandemic.

The Group's loan book grew by 2.3% in the period as the demand for new mortgages and refinancing continues at a strong pace. The
Bank's ratio of non-performing loans fell from 2.9% to 2.4% as one material exposure was fully repaid. Stage 2 loans under IFRS 9 are
however still at 15.6% as the credit risk related to loans to the tourism industry was deemed in 2020 to have materially increased due to
the COVID-19 pandemic. While considerable uncertainty remains for that industry, it is well placed to recover strongly as international
travel resumes after the pandemic.

Customer deposits increased by 2.8% from year-end 2020 due to strong growth in retail deposits. The Bank continued its consistent
issuance of ISK denominated covered bonds to fund the growth in the mortgage book and also issued several private placements in
Norwegian and Swedish kronas to refinance maturing debt. The liquidity position of the Bank remains robust, with limited maturities of
long-term debt in 2021. The Bank is also very well capitalised, with a total capital ratio of 21.9% at the end of the period, compared to the
current 17% regulatory requirement, which was lowered as the counter-cyclical buffer was reduced from 2.0% to zero in 2020.

The COVID-19 pandemic continued to impact the operations of the Bank for the first quarter. Most of the employees in the headquarters
are still working from home and customer access to branches has been somewhat restricted. Despite these unusual circumstances, the
Bank has managed to be fully operational and the main focus continues to be to help and support our customers through these difficulties.

The Annual General Meeting ("AGM") for the operating year 2020 was held on 18 March 2021. At the AGM shareholders approved that
the Bank would pay ISK 3.4 billion in dividend, which amounts to about 50% of the 2020 net income and is in line with the Bank's dividend
policy. 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.

On 29 January 2021, the Minister of Finance and Economic Affairs made a formal decision to initiate the process of the sale of shares in
islandsbanki in accordance with the ISFI (Icelandic State Financial Investments) proposal dated 17 December 2020.The ISFI is tasked
with preparing islandsbanki for a listing on a local regulated stock market and the consequent sale of shares in a public offering (IPO) with
the aim of a distributed ownership and the minimum of 25% of shares and a maximum of 35% of shares to be sold. Islandsbanki has
engaged ABN AMRO to act as an independent financial advisor to the Bank and ISFI has engaged their own advisors, joint global co-
ordinators and bookrunners. Preparations for the IPO are well under way and the Minister of Finance and Economic Affairs has publicly
stated that a listing is expected to take place in the summer of 2021, subject to market conditions.

The Bank has continued on its path to promote sustainability and in April 2021 the Bank joined 42 other leading banks to launch the net-
zero banking alliance. The Bank has committed to becoming net-zero before 2040, in line with commitments by the Icelandic Government
and 10 years earlier than commitments under the Paris agreement. In April, the Bank was also given the highest rating (90 out of 100
points) for sustainability that has been awarded by local ratings agency Reitun. Furthermore, the Bank has been awarded the Kudungur
(the Conch), the Ministry for the Environment and Natural Resources' environmental prize, for its outstanding work on environmental affairs
in the past year.

Outlook

Given the size of the tourist sector as a source of almost 1/3 of export revenues and employer of around 14% of the labour force in 2019,
the broad economic impact of the COVID-19 pandemic has been somewhat milder in Iceland than many feared. GDP contraction measured
6.6% in 2020, with the lions' share of the GDP decline due to a sharp fall in exports while domestic demand held up better than expected
and a fall in imports offset the export decline to a degree. A combination of an effective economic policy and broadly successful health
measures has mitigated the pandemic impact. Monetary conditions have been substantially eased and the government has introduced a
raft of measures to support viable businesses and soften the impact from job loss or temporary closures on affected
households. Furthermore, the general good health of balance sheets in both the private and public sectors has increased the scope for
counter-cyclical economic policy and supported the resilience of households and corporates, even in the event of a temporary setback.

islandsbanki hf. Condensed Consolidated Interim
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Directors' Report

The pace of economic recovery in 2021 will hinge on how rapidly travel conditions normalise and economic activity resumes on a global
scale. The increasing pace of the rollout of vaccines so far has gradually increased the upside potential for economic rebound in Iceland.
Assuming fading impact from COVID-19 over the coming months, there is a good probability of a return to healthy GDP growth in the latter
half of 2021. The Bank's Chief economist expects GDP growth to average 3.2% in 2021, driven by increasing exports as well as a boost
to public investment and moderate consumption growth. For 2022, the expected 5.0% GDP growth will be largely driven by increasing
domestic demand and further normalisation of the export sector.

With expectations of a strong economic recovery in 2021 and re-opening of Iceland for international tourism, the Bank is well placed to
benefit along with its clients. The Bank's capital and liquidity position remains strong and the underlying earnings can be expected to
benefit from a movement towards normalised impairments. The Bank has updated its financial targets and the aim is now to achieve a
return on equity of 8-10% and a cost-to-income ratio below 45% by 2023.

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 31 March 2021 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 2021. Furthermore, in our opinion the financial statements and the
Director's report give fair view of the main operational developments and achievements and describe the principal risks and uncertainties
that the Group faces in its operations.

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 2021.

Képavogur, 5 May 2021

Board of Directors:

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

Ami Stefansson

Frosti Olafsson

Gudrun borgeirsdattir

Jokull H. Ulfsson

Chief Executive Officer:

Birna Einarsdoéttir

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2021 4



Building a better
working world

Report on Review of Condensed Consolidated Interim Financial Statements

To the Board of Directors and Shareholders of islandsbanki hf.

We have reviewed the accompanying Condensed Consolidated Interim Financial Statements of Islandsbanki hf. and its subsidiaries as
at March 31, 2021 which comprise of the Consolidated Interim Statement of Financial Position as at March 31, 2021 and the related
Consolidated Interim Income Statement, the Consolidated Interim Statement of Comprehensive Income, the Consolidated Interim
Statement of Changes in Equity and Consolidated Interim Statement of Cash Flows for the three months ended 31 March 2021 and
explanatory notes. The Board of Directors and CEO are responsible for the preparation and fair presentation of these Condensed
Consolidated Interim Financial Statements in accordance with the International Financial Reporting Standard, IAS 34 Interim Financial
Reporting as adopted by the EU. Our responsibility is to express a conclusion on these Condensed Consolidated Interim Financial
Statements based on our review.

Scope of Review

We conducted our review in accordance with the International Standard on Review Engagements 2410, Review of Interim Financial
Information Performed by the Independent Auditor of the Entity. A review of interim financial statements consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards on Auditing and consequently does not
enable us to obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we
do not express an audit opinion.

Conclusion

Based on our review nothing has come to our attention that causes us to believe that the accompanying Condensed Consolidated Interim
Financial Statements are not prepared, in all material respects, in accordance with the International Financial Reporting Standard, IAS
34 Interim Financial Reporting, as adopted by the EU.

Reykjavik, 5 May 2021

Margrét Pétursdéttir
State Authorised Public Accountant
Ernst & Young ehf.
Borgartni 30
105 Reykjavik

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2021



Consolidated Interim Income Statement

2021 2020
Notes 1.1-31.3 1.1-31.3
L) ST =TS B o] 0 1= PSP R PRSPPI 12,784 13,645
INEEIEST EXPENSE ..ttt ettt ettt ettt e e bt e ekt e e e abb e e e bttt e ekttt e e ab bt e e ea b et e embe e e e nbb e e e enbeeesnbeeeennnes (4,594) (5,065)
Net interest income 5 8,190 8,580
Fee and COMMISSION INCOME .......ccoiiiiiie ettt st s e s s e s e aeaeeseeeeeeeeeaeseeeeeeeaeaaees 3,307 2,763
Fee and COMMISSION EXPEINSE ......ccouiiiiiiiiiiiit ettt ettt et e e st e e sbb e e sebe e e eaenees (445) (272)
Net fee and commission income 6 2,862 2,491
Net financial INCOME (EXPENSE) ......uiiiiiiiieiiiie ettt ettt ettt b et sttt e e et e e e e bt e e e abbeeeabbeeesabeeeanbeeeeas 7 293 (1,738)
Net foreign EXChANGE GAIN .......ooiiiiiiiiiie ettt e et e e s bb e e bbe e e e bt e e s sabeeesnbeeeannns 8 130 55
Other operating income 9 123 19
Other net operating income 546 (1,664)
Total operating income 11,598 9,407
Salaries and related EXPENSES ......c..uiiiiiie ittt ettt et eb et e st et e e e b e e e e abb e e e anbe e e e nb e e e anbeeeanreee s 10 (3,574) (3,247)
Other OPErating EXPENSES ......cciuuiie ittt ettt ettt e e ettt ettt e ettt e e ab e e e sabeeeabeee e anbeeesabbeeaasbeeeansbeeaanbeeeanenes 11 (2,278) (2,445)
Contribution to the Depositors' and Investors' Guarantee Fund (183) (228)
Bank tax (410) (359)
Total operating expenses (6,445) (6,279)
Profit before net impairment on financial assets 5,153 3,128
Net impairment on fINANCIAI ASSELS .........ooiiiiiiiiiie ettt et e e snbe e e anreee e 12 (518) (3,490)
Profit (loss) before tax 4,635 (362)
INCOME TAX EXPEINSE ....ueiiiiiiie ettt ettt ettt ettt ettt e e hb et e e kbt e ek bt e e e s sb e e e ehb e e e eab et e e mb e e e aabe e e e bb e e e enbeeeenbbeeeanneeas 13 (1,036) (769)
Profit (loss) for the period from continuing operations 3,599 (1,131)
Discontinued operations, Net Of INCOME TAX ........coiiuiiiiiiii et 14 16 (245)
Profit (loss) for the period 3,615 (1,376)
Profit (loss) attributable to shareholders of islandsbanki hf. ..............c.cccoooviiioeiiceeceeeeeeeeeeeeeeee 3,617 (1,251)
Loss attributable to NON-CONtrolliNg INTEIESES ..........oiiiiiiiiiiiei e (2) (125)
Profit (loss) for the period 3,615 (1,376)
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of ISIAaNASDANKI N, ............c.iiiiieeece ettt ettt e 15 0.36 (0.10)

*Of which interest income amounting to ISK 12,346 million (2020: ISK 13,092 million) is calculated using the effective interest method.

The first quarter 2020 results were not reviewed or audited by the Bank's auditor.

The notes on pages 12 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2021 2020

1.1-31.3 1.1-31.3
PrOfit (I0SS) fOF tNE PEIHOM ...ttt ee ettt ee et e s et ee et et enn e 3,615 (1,376)
Net [0SS 0N fINANCIAI BSSELS ......eeiiviiiieitiecii et reennees (59) (309)
Net gain (loss) on financial ADIlItIES ............ooiiiiiiii s (196) 1,165
Items that will not be reclassified to the income statement (255) 856
Foreign CurrenCy tranSIAtION ...........coiiiiiiiiiiii e 34 -
Iltems that may subsequently be reclassified to the income statement 34 -
Other comprehensive income (expense) for the period, net of tax (221) 856
Comprehensive income (expense) for the period 3,394 (520)

The first quarter 2020 results were not reviewed or audited by the Bank's auditor.

The notes on pages 12 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.

islandsbanki hf. Condensed Consolidated Interim
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Consolidated Interim Statement of Financial Position

Notes 31.3.2021 31.12.2020
Assets
Cash and balances with Central Bank ...........ccccccccooiiiiiii, 20 88,748 78,948
Loans to credit institutions ...................... 21 103,333 89,920
Bonds and debt instruments 16 103,627 128,216
DEIVALIVES ...ecciiiiiiiee e et e et e e e e e e e e s st e e e e e s st e e e e e e e sntabeeeaeesannrneeeas 22 2,536 6,647
LOANS 10 CUSIOMIEIS . .oviiiiiie ettt ettt e e e e e et e e e e e ea e e e e aaeaaes 23 1,029,415 1,006,717
Shares and equity iINSTIUMENTS .........coiiiiiiiiiieiiiie e 16 25,763 14,851
INVESTMENES 1N ASSOCIALES ....evvvviiiiiiiiiiiiieie ettt 25 841 775
Property and EqUIPIMENT ..........ooiiiiiiiiie e 26 7,191 7,341
INtANGIDIE ASSELS ... 3,357 3,478
OLNEI ASSELS .eiiieiiiiiiii ettt e s e e e e s e e e e s e st re e e e e e e snneeeeeeeannnens 27 17,566 4,125
Non-current assets and disposal groups held for sale ..........c.cccccovviiinieennn. 28 2,858 3,173
Total Assets 1,385,235 1,344,191
Liabilities
Deposits from Central Bank and credit inStitutions ............ccccveeviiieiiicinnnenn. 29 31,565 39,758
DepOSitS frOM CUSIOMEIS ......coiiiiiiiiiie ittt 30 698,575 679,455
Derivative instruments and short positions .... 22 9,533 6,936
Debt issued and other borrowed funds ............cccovvieeeiiiiiiieee e 32 398,225 387,274
Subordinated [0aNS .........oooooiiiiiii e ————— 33 25,259 27,194
TaX IADIlItIES ...ccevveeeeeeecce e e 5,947 5,450
Other aDIlItIES ......ccuvieiiiiieee e 35 30,660 11,920
Total Liabilities 1,199,764 1,157,987
Equity
Share CaPItal ...c.eeveeieee e e aeas 10,000 10,000
Share premium .... 55,000 55,000
RESEIVES ... ettt e e e e e e e e e e e e e e aaaa 6,353 6,181
RetaiNed AININGS ......uviiiieiiiii it e e e eereeeaeeaae 113,335 113,529
Total Shareholders' Equity 184,688 184,710
NON-CONLrOING INTEIESTS ...eevieieiiiiiiiee e 783 1,494
Total Equity 185,471 186,204
Total Liabilities and Equity 1,385,235 1,344,191

The notes on pages 12 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Foreign
Liability currency Total Non-

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

capital premium reserve reserves reserve reserve reserve earnings equity interests equity
Equity as at 1.1.2021 10,000 55,000 2,500 3,556 572 (238) (209) 113,529 184,710 1,494 186,204
Profit (loss) for the period ...........ccccccoeeeneee 3,617 3,617 (2) 3,615
Dividends paid .............cc...... (3,400) (13,400) (13,400)
Net loss on financial assets (38) (38) (21) (59)
Net loss on financial liabilities ............ccccoovieiiniiiiiiieens (196) (196) (196)
Foreign currency translation ...........ccccceceevviiiniiieninnene 18 18 16 34
Restricted due to capitalised development costs (72) 72 - -
Restricted due to fair value changes ..............ccccovcveene 461 (461) - -
Restricted due to assoCiates ..........ccccocvveeriieeiiiieeeninnen. (1) 1 - -
Changes in non-controlling interests ............cc.ccceevcneenne (23) (23) (704) (727)
Equity as at 31.3.2021 10,000 55,000 2,500 3,944 534 (434) (191) 113,335 184,688 783 185,471
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 ..........ccoccviiriiieiiiic e (1,251) (1,251) (125) (1,376)
Net gain (loss) on financial assets ...........cccocceevceeennnen. (219) 36 (183) (126) (309)
Net gain on financial liabilities ............cccccoviiiniieninnene 1,165 - 1,165 1,165
Restricted due to capitalised development costs ........... (73) 73 - -
Restricted due to fair value changes ............cccocccveeeennn. 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

Authorised share capital of the Bank is 10,000 million ordinary shares of ISK 1 each. At 31 March 2021 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 2020 was held on 18 March 2021. At the AGM shareholders approved
the Board's proposal to pay dividends to shareholders amounting to ISK 3,400 million which is equivalent to ISK 0.34 per share (2019: none). The dividends were paid on 30 March 2021. 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 first quarter 2020 Statement of Changes in Equity was not reviewed or audited by the Bank's auditor.
The notes on pages 12 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2021 2020
1.1-31.3 1.1-31.3
Profit (10SS) fOr the PEIOQ .........eeiiiiie e et e e e st e e e e e e bbb eeeaeeenes 3,615 (1,376)
Non-cash items included in profit (I0SS) for the Period™ ...........cocuii i e 4,541 8,612
Changes in operating assets and labilities™ ...........cccoiiiiiiiiicii e (6,820) (2,553)
(D)o (=T o IS (=T o =TV PSR OTPR ORI 29 12
Income tax and Bank taX PAIA .........coouiiiiiiiiiii e (1,096) (1,096)
Net cash provided by operating activities 269 3,599
Proceeds from sales of property and €QUIPMENT ........ccoiuiiiiiiiiiiiie et ieee e 15 8
Purchase of property and @QUIPMENT ..........uiiiiiiiiiiii ittt (30) (351)
Purchase of INtangible ASSELS .........uiiiiiii et (19) (28)
Net cash used in investing activities (34) (371)
Proceeds from DOMTOWINGS .......oiiiiiiiiiiie et e s et e e e e s e bbbt e e e s e snbbbe e e e e e snnbneeeas 32,683 8,260
Repayment and repurchases of DOIMOWINGS .........c.uuiiiiiiiiiii e (14,840) (6,027)
Repayment of 1ease Nabilities ...........coouiiiiiiii e (102) (97)
D1}V To (<Y o 53 o= T PO P RS UPPRPPPRRNE (2,652) -
Subsidiary's capital decrease and share buyback paid to non-controlling interests .............cccccvcvvveiinnenne (704) -
Net cash provided by financing activities 14,385 2,136
Net increase in cash and Cash EQUIVAIENES .........oooiiiiiiii i e e e neeeeeas 14,620 5,364
Effects of foreign exchange rate Changes ............ooiiiiiiiiie i (54) 177
Cash and cash equivalents at the beginning of the year .. 115,668 152,481
Cash and cash equivalents at the end of the period 130,234 158,022
Reconciliation of cash and cash equivalents Notes
(=11 a o T a1 4 F= 2 Uo PP PRPPPRPRRY 20 3,695 4,367
Cash balances With Central BANK ..............ueiiiiiiiiiiiiieeeiiiiee e e e 20 85,053 118,695
BaANK ACCOUNLS ....coviiiiiiiiiiieeeeee et 21 51,225 37,649
Mandatory reserve, special restricted and pledged balances with Central Bank .................. 20 (9,739) (8,828)
Cash and cash equivalents attributable to discontinued operations ............cccccceeveiivieeeeenns - 6,139
Cash and cash equivalents at the end of the period 130,234 158,022

*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 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.

Interest received from 1 January to 31 March 2021 amounted to ISK 12,578 million (2020: ISK 13,636 million) and interest paid in the
same period 2021 amounted to ISK 4,198 million (2020: ISK 5,982 million). Interest is defined as having been paid when it has been
deposited into the customer account and is available for the customer's disposal.

The first quarter 2020 Statement of Cash Flows was not reviewed or audited by the Bank's auditor.

The notes on pages 12 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2021 2020

1.1-31.3 1.1-31.3

Depreciation, amortisation and WHEE-0ffS ..........cooiiiiiiiii e 345 448
Share of loss (profit) and reversal of impairment of aSSOCIALES ............coocvieiiiiiiiiiic e (66) 19
Accrued interest and fair value changes on debt issued and subordinated loans ............cccccceviiciinnenn. 2,889 2,359
Net impairment 0N fINANCIAI ASSELS .....uiiiiiiiiiiiie e e e e e et e e e e e snbeeeeas 556 3,272
FOreign @XChanQe JAIN ........oouiiiiiiie et e e et (130) (1)
Net gain from sales of property and eqUIPMENT ........cocuiiiiiiiiiiii e (7) (2)
Unrealised fair value loss (gain) recognised in profit Or 0SS ..........ccccoriiiiiiiiiiiiii e (493) 1,320
Discontinued operations, Net 0f INCOME tAX .........coiiiiiiiiiii e e (16) 29
BAINK TBX .1ttt et e e e 410 359
Income tax 1,036 760
OhEr CRANGES ...ttt e et e et e sb e sbee e 17 49
Non-cash items included in profit (loss) for the period 4,541 8,612
Mandatory reserve, special restricted and pledged balances with Central Bank .............ccccccoviiieiiiicns (190) 6,451
Loans to credit institutions (10,283) (6,169)
BoNds and debt INSIIUMENLS .........uuiiiiiiiiiiiiiiiiiiiiie ittt e e e e e e e e et e e e e e e e e e e e e e e eeeeeeeaeeeeaeaaaeaeaaaaaeaaaaeaas 24,063 (13,828)
LOANS 10 CUSIOMIEIS ....oiiiiiiiiiiiei ettt e et e e e e st e e e e e s b e et e e e s e b s e e e e e e e sbane e e e e e s saennes (30,802) (9,879)
Shares and equIty INSTFUMENTS .........iiiiiiiiiiii ettt sttt e e et e e e aeteeeanes (11,142) 2,594
ONEI BSSELS ...ttt ettt e et e bt e ket e e e et e e a e e e bt e e et e e (12,615) (4,656)
Non-current assets and liabilities held for Sale ..ot 278 (17)
Deposits from Central Bank and credit iNStEULIONS ............ooiiiiiiiiiiiiiic e (7,751) 1,763
DEPOSILS FTOM CUSIOMELS ... ..iiiiiiiiei ittt e e e e ettt e e e e e sn bt e e e e e s assbe e e e e e e snnntseeeeeeeantnbeeeeeaeannnnes 21,379 16,860
Derivative instruments and ShOrt POSItIONS .........ooiiiiiiiiiii e e e e 2,890 3,874
(@1 [T =T o] L [ 17,353 454
Changes in operating assets and liabilities (6,820) (2,553)

Non-cash transactions 1 January to 31 March 2021
The Bank paid dividends to shareholders amounting to ISK 3,400 million of which ISK 748 million were withheld for capital income tax
due in May 2021.

Non-cash transactions 1 January to 31 March 2020
During the period the Bank repurchased own debt securities amounting to ISK 3,152 million with cash settlement after the period-end.

The first quarter 2020 Statement of Cash Flows was not reviewed or audited by the Bank's auditor.
The notes on pages 12 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

1. Corporate information

{slandsbanki 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 2021 ("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 5
May 2021.

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 2020, as well as the
unaudited Pillar 3 Report for the year 2020. 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 3 and 67 in the consolidated financial
statements for the year 2020 except for the changes presented in Note 3.

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 2021 the exchange rate of
the ISK against the USD was 126.31 and for the EUR 148.10 (year-end 2020: USD 127.21 and EUR 156.10).

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 under constant review. Changes in accounting estimates are recognised when they occur.

As described in Note 3 in the consolidated financial statements for the year 2020 key sources of estimation uncertainty include the
allowance for credit losses, the determination of fair value of financial instruments, and intangible assets.

Impairment of financial assets, changes from year-end 2020

Note 67.4 in the consolidated financial statements for the year 2020 contains a description of the Group's accounting policies for the
impairment of financial assets.

At the end of the first quarter of 2021, the following changes have been made.

The Group's Chief Economist provided three new macroeconomic forecasts on 27 January 2021 which take into account the effects of
the COVID-19 pandemic. The base case is shown below while the more optimistic and pessimistic forecasts are available on the Bank’s
website.
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Notes to the Condensed Consolidated Interim Financial Statements

2. Contd

Estimate Forcast Forcast Forcast Forcast

Change in economic indicators % 2020 2021 2022 2023 2024
ECONOmIC growth .........ccoouiiiiiiiiiiiiee e (8.7) 3.2 5.0 3.6 2.8
Housing prices in Iceland ..........ccccoviiiiniinieienen. 6.4 6.5 4.7 4.4 3.5
Purchasing POWET .........cccooiiiiiiiiiie e 3.0 1.1 2.1 2.1 1.6
ISK exchange rate iNdeX ..........ccccvvvieeiiiiennieee e 111 (1.6) (3.3) (3.2 -
Policy rate, Central Bank of Iceland .. . 15 0.8 15 2.6 3.3
INFIALION L. 2.8 3.0 2.2 2.3 2.2
Capital formation ...........cocceeiiiiieniii e (10.5) 3.8 3.5 8.4 3.5
thereof capital formation in iNdUStry ........ccccooceeeninen. (11.8) 5.6 9.3 5.8 3.0

The Group continues to make temporary changes to the impairment model due to the COVID-19 pandemic.The Group's impairment
process allows for temporary changes to the impairment model to account for circumstances when it becomes evident that existing or
expected risk factors have not been appropriately considered in the credit risk rating or modelling process. The COVID-19 pandemic has
created such circumstances for the tourism industry and therefore an adjustment is warranted. To account for the material uncertainty in
the operating environment of companies in the tourism industry, not reflected in their current risk class, they have been further classified
into four impact groups as described in Note 45. Where the increase was found to be significant (groups 2 - 4), the exposure was
transferred to Stage 2. In addition, an overlay factor was applied to the expected credit loss, comparable to an increase in up to three
risk classes, and a higher haircut was applied to value of collateral for the higher impact groups in the more severe scenarios. The
common risk factor in tourism was found to apply to loans to customers with a net carrying amount of ISK 93,780 million and the
cumulative effect of the stage transfer and credit loss overlay amounted to ISK 7,729 million.

The All Risk Committee determined that it was appropriate to adjust the weights of the scenarios due to the COVID-19 pandemic,
generally the scenarios are weighted 25%-50%-25% (good, base, bad) but it was determined appropriate to set the weights at 10%-
55%-35%, as this would best represent the probability-weighted average over all possible scenarios. When deciding on the appropriate
weights for the three scenarios, management used sensitivity analysis that indicated that a shift of 5% weight from the baseline to the
pessimistic scenario would increase the impairment allowance by ISK 550 million while a 5% shift from the baseline to the optimistic
scenario would in decrease the allowance by ISK 250 million.

Substantial uncertainty remains with regards to the impact of the COVID-19 pandemic on the credit quality of the Group's credit exposures
in future periods and therefore the assessment of expected credit losses.

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 2020, except for amendments related to the Phase 2 of the Interest Rate Benchmark Reform as described in Note 4 in the
consolidated financial statements for the year 2020. The amendments did not have a significant impact on the interim financial
statements.
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Notes to the Condensed Consolidated Interim Financial Statements

4. Operating segments

Segment information is presented in accordance with the Group's management and internal reporting structure. The segments' operating
result are reported to the Board of Directors and the Chief Executive Officer, who are responsible for allocating resources to the reportable
segments and assessing their financial performance.

An operating segment is a distinguishable component of the Group, for which discrete financial information is available, that engages in
business activities from which it may earn revenues and incur expenses, including revenues and expenses that relate to transactions
with any of the Group's other components. Each operating segment is engaged in providing products or services which are subject to
risk and return that are different from those of other operating segments. The accounting policies for the reportable segments are in line
with the Group's accounting policies. The Group operates mainly in the Icelandic market.

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.
Capital allocation to the business units is based on the pillar 1 regulatory capital requirement, the pillar 2-R capital requirement calculated
according to the Bank's ICAAP and the combined buffer requirement as stipulated in the Act on Financial Undertakings. Income tax and
bank tax with breakdown for each segment is according to the current tax rates.

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 and contact the contact
centre.

Business Banking

Business Banking provides small and medium-sized enterprises (SMEs) with comprehensive financial services and Ergo, the Bank's
asset financing service, is also part of the division. Business Banking serves customers in business centres and branches close to their
business. Via online banking and app, customers have full overview of their business and day-to-day operations are easy to manage.

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 islandssjodir hf., Allianz island hf. and other less significant subsidiaries (see Note 25).

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".

All inter-company eliminations are included in the column “Eliminations & adjustments".

Following is an overview showing the Group's performance with a breakdown by operating segments.
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Notes to the Condensed Consolidated Interim Financial Statements

4. Cont'd
Corporate & Treasury & Subsidiaries,

1 January to 31 March 2021 Personal Business Investment Proprietary Cost The Bank  eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
NEt INTErEST INCOME ....oiiiiiiiiiiii e 2,859 2,531 2,111 730 (46) 8,185 5 8,190
Net fee and commission income ... 922 518 1,068 (39) (24) 2,445 417 2,862
Other net operating iNCOME ........c.ooiiiiiiiie et 16 14 131 257 46 464 82 546
Total operating income 3,797 3,063 3,310 948 (24) 11,094 504 11,598
Salaries and related EXPENSES .........ccoiiiiiiiiiieiie e (595) (479) (429) (65) (1,803) (3,371) (203) (3,574)
Other operating EXPENSES ......cccuuiiiiiiieiiiie ittt (601) (258) (215) (43) (1,074) (2,191) (87) (2,278)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (145) (34) (4) - - (183) - (183)
BANK T8X ... .ceovveceeeeeee e s et esee s es e st ene et n st en e et en s aen e (164) (86) (128) (28) (4) (410) - (410)
Net impairment on financial @SSEtS ...........oocieiiiiiiiiiee e 105 (167) (441) (16) - (519) 1 (518)
COSt AIIOCALION ..ottt (1,212) (812) (812) 62 2,774 - - -
Profit (loss) before tax 1,185 1,227 1,281 858 (131) 4,420 215 4,635
INCOME TAX EXPEINSE ....eviieiiiiieeiitie ettt ettt ettt ettt e e e e b e (351) (341) (366) 34 33 (991) (45) (1,036)
Profit (loss) for the period from continuing operations 834 886 915 892 (98) 3,429 170 3,599
Net segment revenue from external CUSIOMErS ..........ccceviiieiiiiiiiiiieeiiieeeee 5,818 3,518 4,565 (2,811) 4 11,094 504 11,598
Net segment revenue from other SEgmMents ...........ccocveeiiiieiniiii e (2,021) (455) (1,255) 3,759 (28) - - -
Fee and commission income ...................... . 1,267 527 1,078 18 - 2,890 417 3,307
Depreciation, amortisation and write-offs (40) (18) (4) - (280) (342) (3) (345)
At 31 March 2021
LOANS 10 CUSLOMEIS ....ueiiiiiiiiiiiiiiieieieeeee ettt ettt ettt et et e e e e e e e e e e e e e e e e aeaeaeaeaeas 450,552 234,003 344,662 198 - 1,029,415 - 1,029,415
Other assets 3,103 2,092 8,685 330,551 10,810 355,241 579 355,820
Total segment assets 453,655 236,095 353,347 330,749 10,810 1,384,656 579 1,385,235
Deposits from CUSIOMETS .........vuiiieiiiiieiie et e e 334,012 197,053 136,903 33,501 - 701,469 (2,894) 698,575
Other IAbIlItIES ........eoviiiiieiie et 1,101 1,340 11,878 480,131 5,813 500,263 926 501,189
Total segment liabilities 335,113 198,393 148,781 513,632 5,813 1,201,732 (1,968) 1,199,764
P (o Tor=1 (Yo =Y [ SRR 35,429 37,526 61,636 47,406 927 182,924 2,547 185,471
RISK €XPOSUIe amOUNL ...t e e e e e e 225,338 236,918 404,664 70,387 6,244 943,551 11,161 954,712

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.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2021 16 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

4. Cont'd
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
NEL INtErESE INCOME ..ottt 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 iNCOME ........c.ooiiiiiiiie et 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 ..........coiiiiiiiiiieiiie e (611) (453) (412) (80) (1,501) (3,057) (190) (3,247)
Other operating EXPENSES ......cccuuiiiiiiiiiiiie 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 ettt et (121) (87) (130) (17) (4 (359) - (1359)
Net impairment on financial @SSEtS ..........ccocieiiiiiiiiiee e (64) (2,321) (1,042) (63) - (3,490) - (3,490)
COSt AIIOCALION ...ttt (1,195) (741) (805) 68 2,673 - - -
Profit (loss) before tax 862 (832) 628 (1,049) 39 (352) (10) (362)
INCOME TAX EXPEINSE ....eviieiiiiieeiitie ettt ettt ettt e et e 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 .........ccccuveeeeeiiiiiiiieee e 4,128 3,574 4,725 (3,400) 52 9,079 328 9,407
Net segment revenue from other SEgMENtS ...........coovveeiiiiiieniiie e (550) (448) (1,452) 2,497 (47) - - -
Fee and commisSION INCOME ........ooooiiiiiiiiiii e 1,233 473 915 16 1 2,638 125 2,763
Depreciation, amortisation and Write-0ffs .............cccooeiiiiiiiniiii e, (51) (23) (5) - (281) (360) (2) (362)
At 31 March 2020
LOANS 10 CUSIOMENS .. ..ieiiiieieieiiitet ettt e e e e e 331,041 235,747 357,061 1 - 923,850 - 923,850
OFNEI @SSELS ..ttt ettt 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 IabilItIES .....cveereiieeieeie 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
ANlOCALEA EQUILY ...veeeeiieiee ettt 30,780 39,945 60,599 39,471 1,123 171,918 7,624 179,542
RISK @XPOSUIe amOUNL ... 191,352 239,392 392,678 54,510 6,358 884,290 27,085 911,375
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Notes to the Condensed Consolidated Interim Financial Statements

4. Cont'd

Subsidiaries, eliminations & adjustments

1 January to 31 March 2021 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net iNtereSt INCOME .......coiiiiiiiiiiiiiie e - 3 3 (1) 5
Net fee and coOmmISSION INCOME ........cccuveiiiiiiiiiiie e 323 118 (7) (17) 417
Other net operating INCOME ..........coccviiiiiiiiiiicee e 107 12 4 (41) 82
Total operating income 430 133 - (59) 504

Salaries and related expenses (155) (48) - - (203)
Other operating EXPENSES .......ccuvveiiiiiiiiiiciiee e (48) (75) - 36 (87)
Net impairment on financial assets ...........c.ccceviiieiniiee e, - - - 1 1
Profit (loss) before tax 227 10 - (22) 215
INCOME taX EXPENSE ....oviiiiiiiiiiiii it (46) (2) - 3 (45)
Profit (loss) for the period from cont. operations 181 8 - (19) 170
Net segment revenue from external customers ...........ccccceeeeenne 495 113 - (104) 504
Net segment revenue from other segments ...........ccccceeevieeennne (65) 20 - 45 -
Fee and commission iNCOME .........cccooiiiiiiiiieniiie e 442 118 - (143) 417
Depreciation, amortisation and write-offs ..............ccocceeriienne. - (1) - (2) (3)
At 31 March 2021
TOLAl @SSELS ..eeeiiiieiiiie ettt 2,486 1,340 7,080 (10,327) 579
Total HaDIlItIES .......ooveiiieee e 326 506 37 (2,837) (1,968)
Lo = U =T T Y PRSP 2,160 834 7,043 (7,490) 2,547
1 January to 31 March 2020 [slands- Allianz Other Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net iNterest iNCOME ......cceiivierieirieie e 11 5 9 - 25
Net fee and commission income 273 255 (8) (179) 341
Other net operating iNCOME ........c.ccccverieiirienie e (21) 19 (1) (35) (38)
Total operating income 263 279 - (214) 328
Salaries and related eXpenses .........ccocvveiirieieiiiie e (144) (46) - - (190)
Other operating expenses (56) (128) - 36 (1148)
Profit (loss) before tax 63 105 - (178) (10)
INCOME tAX EXPENSE ....oviiiiiiiiiiee et (15) (12) - - (27)
Profit (loss) for the period from cont. operations 48 93 - (178) (37)
Net segment revenue from external customers ............cccceeeeenee 331 224 - (227) 328
Net segment revenue from other segments ...........ccccceeevieeenns (68) 55 - 13 -
Fee and commission income ...................... . 390 255 - (520) 125
Depreciation, amortisation and write-offs - - - (2) (2)
At 31 March 2020
JLI0] = U 1YY= (O STR 2,731 1,297 25,792 (12,543) 17,277
Total liabilities 259 405 13,363 (4,374) 9,653
TOtAl EUILY ..ot 2,472 892 12,429 (8,169) 7,624
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Notes to the Condensed Consolidated Interim Financial Statements

Net interest income
2021 2020
1.1-31.3 1.1-31.3
Cash and balances With CeNtral BANK ..............uuiiiiiiiiiiiiie ettt et e e e e s e e e e e e e bbb e e e e e e e sabareeeens 105 1,002
[T R L= T g [o ] (1= oo ) A TSP PPPP 12,241 12,090
Financial assets mandatorily at fair value through profit or loss 436 551
(010 TCT g Tl T PSPPI 2 2
Total interest income 12,784 13,645
Deposits from Central Bank and credit iNSHEULIONS ............ooiiiiiiiiii e (93) (221)
DEPOSILS fTOM CUSIOMIEIS ......eiiiiiiiiiiiie ettt ettt ettt ettt e e bt e b bt e e e a b et e ek bt e e aa ke e e ambb e e e eab e e e ambe e e e bt e e e anbeeeebeeeeannneas (1,195) (2,463)
Debt issued and other borrowed funds at fair value through profit Or 0SS ............coceeiiiiiiiiiii e (185) (142)
Debt issued and other borrowed funds at @mMOItISEA COS .......coiuuiiiiiiieiiiii e (2,651) (2,047)
10 oTo] fo [T g F= (=To N (o F- Vg O T T OO PO TP O PP UUP P PPPPRPOP (163) (166)
Other interest expense* (307) (26)
Total interest expense (4,594) (5,065)
Net interest income 8,190 8,580
*Thereof is lease liabilities' interest expense amounting to ISK 20 million (2020: ISK 22 million).
Net fee and commission income
2021 2020
1.1-31.3 1.1-31.3
ASSEE MANAGEIMEINT ..ottt e e e st e e e e s s e e e e e e s e b b s et e e e s e s bbb e e e e e e s asb e e e e e e s ssbr e e e e e e s eanraneeeeeanans 655 565
Investment banking @nd BIrOKEIAGE ...........oiiiiiiiiiiie ettt ettt e e e hb e e e sab e e e e be e e e anbe e e snbeeeanaeas 660 571
PAYMENT PrOCESSING ...eeeiuitiieiitit ettt ettt ettt e et oo a et e e ettt e ek bt e e ea b et e £a ket e e sttt e sab et e e be e e e esbeeenbneeeabneeeanes 945 814
[T R T o e (U 1= g1 (=TT PP TR UPRRPPRR 538 383
Other fee and COMMISSION INCOME ... ..uiiiiieiiiiiiiie et e e e e e ettt e e e e e e s eabe e e e e e e e sbeeeeeeesannbsseeeeeaanseseeaeeaeansnreeeens 509 430
Total fee and commission income 3,307 2,763
21 o] =] =T [P TP PPPRP T PPPI (90) (53)
Clearing and SEEHIEMENL .......co ettt ettt e e bt e ekt e et e e b e e b e e et e s (349) (219)
Other fee and COMMISSION EXPENSE ........uuieiiiiiiiiiei ettt e ettt e e e e e st et et et e e e s s bbe et e e e aasnbeeeeeeaaanbseeeeeasanbsneeeeeeeannnes (6) -
Total fee and commission expense (445) (272)
Net fee and commission income 2,862 2,491
Fee and commission income by segment is disclosed in Note 4.
Net financial income (expense)
2021 2020
1.1-31.3 1.1-31.3
Net gain (loss) on financial assets and financial liabilities mandatorily at FVTPL ......c.ccooiiiiiiieiiicee e 181 (1,728)
Net gain (loss) on financial liabilities designated as at FVTPL .......coooiiiiiiie e 111 (6)
Net gain (10SS) 0N fair VAIUE NEAGES ........viiiiiiiiiiiie ettt e e nbe e e naneees 1 (4)
Net financial income (expense) 293 (1,738)
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8. Net foreign exchange gain
2021 2020

1.1-31.3 1.1-31.3

Cash and balances With CeNtral BANK .............ooiiiiiiiiiieiii et e e be e e nab e et e e annees (54) 177
Financial assets mandatorily at fair value through profit Or 0SS .........cooiiiiiiiiiii i (4,891) 1,378
[T R L= T g (o] (1=l oo ) A PP UPPR (9,437) 29,750
ONEE BSSELS ... ittt ettt e bt e oot e bt e e bbbt e e bt ek et e Rt e h et e et e b bt e e e st e s s (2) 19
Net foreign exchange gain (loss) for assets (14,384) 31,324
(DT o To S | SO PTPRPPPR 2,700 (13,705)
Debt issued and other borrowed funds designated as at FVTPL ...ttt 4,853 (7,084)
Debt issued and other borrowed funds at @mMOItISEA COS .......coiuviiiiiiieiiiie e 5,032 (8,700)
S1U] oo o [[aT= 1 =Te l (o= Tg SO OO S PO PPPPUPUPPPPPPPPPNE 1,929 (1,780)
Net foreign exchange gain (loss) for liabilities 14,514 (31,269)
Net foreign exchange gain 130 55

9. Other operating income

2021 2020

1.1-31.3 1.1-31.3

Share of profit (loss) of associates, Net Of INCOME TAX ........uiiiiiiiiiiiii e 6 (19)
Reversal of impairment fOr @n @SSOCIALE ...........uiiiiiii ittt ettt e et e e e st e e e aabe e e e be e e e sabeeeanbeeeaanes 60 -
(=T = U (=TT S T T T O TP P PSP P TP PP OPPPTPPPPPROOE 18 22
RENTAI INCOME ...ttt ettt e bt e h e et e e et e Rt e bt e st eeR et e bt e bt e nan e et e e nbeeenneenneeennes 11 10
Other Net OPEIAtING INCOME .....ocuiiiiiiiie ittt h e e bt e e bt e e e hb et e et e e e e e be e e e atb e e e nab et e st e e eenees 28 6
Other operating income 123 19

10. Salaries and related expenses
2021 2020

1.1-31.3 1.1-31.3

ST= 1= L1 PO PP P TP PPPTOTOPPPIN 2,761 2,504
Contributions t0 PENSION FUNTS .......eiiiiiiii ettt et e e et e e et et e e atnee e 421 362
Social security charges and financial aCtiVItIES TaX* .........cooiiiiiiiii e e s 350 357
Other salary-related expenses 42 24
Salaries and related expenses 3,574 3,247
*Financial activities tax calculated on salaries is 5.5% (2020: 5.5%).
11. Other operating expenses
2021 2020

1.1-31.3 1.1-31.3

PrOfESSIONGI SEIVICES ...ttt h e et et e e st e n e e e e e e et e sme e ssn e ne e s e e neeeneas 400 412
Software and IT expenses .......... 1,038 1,100
Real estate and offiCe EQUIPIMENT ... ..ottt et e sab et e et e e e nbb et e nsbeeeabeeeaane 162 136
Depreciation, amortisation and WITE-0FFS ..........eiii i e e e e s e e e e e ereeaaeas 345 362
Other administrative expenses 333 435
Other operating expenses 2,278 2,445
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12. Net impairment on financial assets

2021 2020

1.1-31.3 1.1-31.3

Expected credit losses, on-balance sheet items* (455) (3,339)
Expected credit losses, off-balance sheet items (63) (151)
Net impairment on financial assets (518) (13,490)

*The main changes in the expected credit loss allowance are: an increase related to the COVID-19 pandemic (ISK 960 million), a decrease
due to a more favourable economic environment (ISK 363 million) and a decreased expected credit loss for a few customers (ISK 215

million). For further information see Note 2.

13. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2021 is 20% (2020: 20%). Special financial
activities tax is calculated as 6% of the Bank's taxable profit 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 2021 is 22.4% (2020: negative 212.4%).

2021 2020
1.1-31.3 1.1-31.3
Current tax expense excluding discontinUed OPEIALIONS .........ccciiiiuiiiiee it e e et e e e e e e e e e s enbeeeeeeeannnes 1,450 1,467
Special fINANCIAI ACTIVITIES TAX ......eiiiiiiiiiiitii ettt ettt e e bt e ettt e e e sbe e e e bb e e e asbe e e ante e e e anbeeesnbeeeannneas 363 370
Difference in prior year's calculated income tax ................... 2 -
Changes in deferred tax assets and deferred tax iabilitie€s .............coooiiiiiiiiiiiiii e (779) (1,068)
Income tax recognised in the income statement 1,036 769

2021 2020

1.1-31.3 1.1-31.3

Profit (I0SS) DEFOIE TAX ....eeiiiiiiiiiiii e 4,635 (362)
20% income tax calculated on the profit (loss) for the period ............cccoceiiieiniiciniieens 927 20.0% (72) 20.0%
Special financial ACHVILIES tAX ......viiiiiiiiiiiie e 363 7.8% 370 (102.2%)
Expenses (income) NOt SUDJECE 10 tAX .......eveiiiiiiiiiiiiiiec e (326) (7.0%) 371 (102.5%)
NON-AEAUCEIDIE EXPENSES ....eoiiiiiiiiiiie ettt e e e e e e 82 1.8% 72 (20.0%)
Other differences (10) (0.2%) 28 (7.7%)
Effective income tax expense 1,036 22.4% 769  (212.4%)

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

2021 2020
1.1-31.3 1.1-31.3
Net profit (10SS) fromM fOrECIOSEU ASSELS .....eiiiiiiiiiiii et e e e e e e e e e e kbbb e e e e e e s nnbe e e e e e e annnrneeas 27 (47)
Net loss from disposal groups Neld fOr SAIE ..........oiiiiiiiiiii et (6) (217)
INCOME TAX EXPEISE ...eiiiiiiteiiie e e ettt e e e e ettt et e e e e e aabte e e e e e e e kbbbt e e e e e s anbe e e e e e e aasbee e e e e e e an R b e e et e e e e n st b beeeeeeanbbbeeeeeeeansbbeneaeeaannnes (5) 19
Discontinued operations, net of income tax 16 (245)
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15. Earnings per share
Discontinued operations
Excluded Included

2021 2020 2021 2020
1.1-31.3 1.1-31.3 1.1-31.3 1.1-31.3

Profit (loss) attributable to shareholders of the Bank ..............cccooviiiiiiiiniiinie e 3,601 (1,006) 3,617 (1,251)
Weighted average number of outstanding Shares ...........cccccvciiiiiiciiiie i 10,000 10,000 10,000 10,000
Basic earnings per share 0.36 (0.10) 0.36 (0.13)

The Group's basic and diluted earnings per share are equal as the Group has not issued any options, warrants, convertibles, or other
financial instruments that dilute earnings per share (2020: none).

16. Classification of financial assets and financial liabilities

At 31 March 2021 Mandatorily = Held for  Designated  Amortised Carrying

at FVTPL hedging asat FVTPL cost amount
Cash and balances with Central BanK ..............cccevvvvveiiiiiiiiiiiiiiiiiiiieieieeeeees - - - 88,748 88,748
Loans to credit iNSHIULIONS .........cceiiiiiieiiie e - - - 103,333 103,333
Listed bonds and debt inStruments ...........c.eevveiiiiiiiine e 68,567 - - - 68,567
Listed bonds and debt instruments used for economic hedging .................. 35,033 - - - 35,033
Unlisted bonds and debt inStruments ...........ccocceiiiiciiiicin e 27 - - - 27
DEIVALIVES ...ttt ettt e et e et e e e e aneas 1,780 756 - - 2,536
LOANS 10 CUSTOMEIS ..oiviiiieieiiiieiie ettt e e e et e e e e e e e et e e e eaaees - - - 1,029,415 1,029,415
Listed shares and equity iNSTIUMENES .........cocoiiiiiiiiiiiie e 4,624 - - - 4,624
Listed shares and equity instruments used for economic hedging ... . 17,906 - - - 17,906
Unlisted shares and equity iNSIrUMENES ...........cooiiiiiiiiieiiiieeeiee e 3,233 - - - 3,233
Other fINANCIAl @SSELS ...cceiiiiiiiiie e - - - 16,298 16,298
Total financial assets 131,170 756 - 1,237,794 1,369,720
Deposits from Central Bank and credit inStitutions ..., - - - 31,565 31,565
DepOoSits fromM CUSIOMENS ........eviiiiee it e e e - - - 698,575 698,575
Derivative instruments and short poSitions ... 9,533 - - - 9,533
Debt issued and other borrowed funds .........cccccceeiiiiiiiniiiiiiaas - 45,104 89,903 263,218 398,225
SUDOrdINAtEd 08NS .....coiiiiiiiiiiiie e - - - 25,259 25,259
Other financial liabilitieS .............evvvviiieiiiiiiiiiiiiieeeeeeeeeeeeeeeee e - - - 28,076 28,076
Total financial liabilities 9,533 45,104 89,903 1,046,693 1,191,233
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16. Cont'd

At 31 December 2020 Mandatorily  Held for  Designated = Amortised Carrying
at FVTPL hedging asat FVTPL cost amount

Cash and balances with Central Bank .... - - - 78,948 78,948
Loans to credit iNSHLULIONS ..........uviiie e - - - 89,920 89,920

Listed bonds and debt iNStrumMeNts ............ccceiiiiiiiiiiciiic e 90,603 - - - 90,603
Listed bonds and debt instruments used for economic hedging .................. 37,468 - - - 37,468
Unlisted bonds and debt inStruments ...........ccoceeiiiiieiiiicini e 145 - - - 145
DEIVALIVES ...ttt ettt ettt sttt et e et eeananeas 5,639 1,008 - - 6,647
LOANS 10 CUSTOMEIS ..oviiiiieiiiii ittt e e e e et e e e e e e eaaan e e eeaaees - - - 1,006,717 1,006,717
Listed shares and equity iNSTTUMENES .........cocoiiiiiiiiiiiieiee e 2,933 - - - 2,933
Listed shares and equity instruments used for economic hedging ............... 9,109 - - - 9,109
Unlisted shares and equity instruments . 2,809 - - - 2,809
Other financial @SSetS .........ooveviiiiiiiii - - - 3,692 3,692
Total financial assets 148,706 1,008 - 1,179,277 1,328,991
Deposits from Central Bank and credit institutions ............cccccceevveeeniieennne - - - 39,758 39,758
Deposits from CUSIOMENS .........uviiiiei et - - - 679,455 679,455
Derivative instruments and short POSItioNs ............ccocveeiiiiiieniiee e 6,936 - - - 6,936
Debt issued and other borrowed funds ..........ccccooeiiiiiiiiiiies - 48,032 94,438 244,804 387,274
SUbOrdinated l08NS .......ccoiiiiiiiiie it - - - 27,194 27,194
Other financial liabilities .... - - - 9,721 9,721
Total financial liabilities 6,936 48,032 94,438 1,000,932 1,150,338

17. 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 2021 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 technigues based on significant unobservable inputs, e.g. internal assumptions.

At 31 March 2021 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENTS ..ottt eeeeeeeeeeeeeeeeeeeeaaeaes 103,600 - 27 103,627
DEIVALIVES ...ttt bt bt aba b e babntntntnnnrenens - 2,536 - 2,536
Shares and equIty INSIIUMENTS .......ocuiiiiie e e e e e e e e e e e enrereeeeesannnees 22,475 2 3,286 25,763
Non-current assets and disposal groups held for sale ... - - 1,201 1,201
Total financial assets 126,075 2,538 4,514 133,127
SO POSILIONS .ottt e e et e s 323 - - 323
DErVALIVE INSIIUMENTS ....uuviiiiiiiiiiiiiiiiiieieieteee e aeeeeeeaeeesereeeeeeeseeeereeeeeretetetetettaeaaaeaeaaaaeaaaaaees - 9,210 - 9,210
Debt issued and other borrowed funds designated as at FVTPL .......ccccceeviiiiiiiieeniineene 89,903 - - 89,903
Total financial liabilities 90,226 9,210 - 99,436
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17. Cont'd
At 31 December 2020 Level 1 Level 2 Level 3 Total
Bonds and debt INStrUMENTS ...........ooiiiiiiii e 128,071 - 145 128,216
DEIVALIVES ...ttt ettt ettt e e e e ettt e e e e st e e e e e e e asnbneeeeeean - 6,647 - 6,647
Shares and equity INSITUMENTS ..........oiiiiiiiiiiie it seee e 11,931 30 2,890 14,851
Non-current assets and disposal groups held for sale ..........c.cccccviiiiiiiiiis - - 1,266 1,266
Total financial assets 140,002 6,677 4,301 150,980
g Lo g f o 1o Y1110 PP SR PPPR 737 - - 737
DENVALIVE INSIIUMENTS ....uuviiiiiiiiitiiiieiireierereseresrerereseeererererererreeeeeereerereeereereeteseaaaaeeeaaeaaaaees - 6,199 - 6,199
Debt issued and other borrowed funds designated as at FVTPL ........ccccceeviiiinviieeniineenne 94,438 - - 94,438
Total financial liabilities 95,175 6,199 - 101,374
Bonds and Shares and Non-
Changes in Level 3 assets measured at fair value debt equity current
instruments instruments assets
Fair value at 1 JANUAIY 2021 ........ooiiiiiiiiiiiee ettt e e e et e e e e et e e e e e stebe e e e e e e s nneeeeaeeeanrereaeeeaennrnreeeens 145 2,890 1,266
Purchases . - 116 -
ST 1L T O P TP PO PO PP PT R PUPPRPPPRIN (116) - -
Net gain (loss) on financial instruments recognised in Profit Or 0SS ..........ccccoiiiiiiiiieniie e (2) 280 -
Net loss on financial instruments recognised in other comprehensive iNCOMe ..........c.cccocoveeviieeiinneenne - - (65)
Fair value at 31 March 2021 27 3,286 1,201
Bonds and Shares and Non-
debt equity current
instruments instruments assets
Fair value at 1 JANUAIY 2020 ........cooiuiieiieieaiiiee ettt e ateee ettt e e aba e e s atteeaasteeeabbeeeasbeeeanbeeeeanbeeesnbeeeanbeeeanne 1,348 6,016 -
PUFCRASES ...ttt bt e et ettt ettt e e e et 18 7 -
ST 1 TP RPRPPPRN - - (2,028)
Net loss on financial instruments recognised in profit or loss ... (1,256) (2) -
Net gain on financial instruments recognised in other comprehensive iNCOMEe ...........cccccvvveeeeiiniieeenn. - - 114
Transfer to "Non-current assets and disposal groups held for sale” ............ccccccviiiiiniiiec e, - (3,180) 3,180
OLNEE CRANGES ...ttt e oottt e e e e ek bbb et e e e e s bbb et e e e e e nbbb e e e e e e sbnbeeeeeeans 35 49 -
Fair value at 31 December 2020 145 2,890 1,266

At the end of each reporting period the Group determines whether transfers have occurred 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 during the period.

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 technigues 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.
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17. Cont'd

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.

At 31 March 2021 the Group's Level 3 shares amounted to ISK 3,286 million:

-These include shares in seven professional investment funds and investment companies investing in unlisted equities and specialised
investments in Iceland totalling ISK 1,681 million. The Group receives information from fund managers which use valuation models for the
valuation of these equities.

-Other Level 3 shares amount to ISK 1,605 million.

At 31 March 2021 the Group's Level 3 bonds amounted to ISK 27 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.

At 31 March 2021 the Group's Level 3 shares classified as an asset held for sale amounted to ISK 1,201 million:

The Group holds Series C preferred shares in Visa Inc. and at 31 March 2021 the valuation of the shares amounted to ISK 1,201 million, the
shares were sold at the beginning of April 2021 for the valuation amount.

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 2021 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt inStruments .............coooiiiiiiiiieeiiiiiieee e 27 290 68 (13) (27)
Level 3 Shares and equity iNSITUMENTS ..........oeeeiiiiiiiieeeiiiiieree e e 3,286 3,020 1,384 (867) (1,184)
At 31 December 2020 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt inStruments .............cooeiiiiiieiieiiiiiieee e 145 1,015 773 (132) (145)
Level 3 Shares and equity iNSTUMENES ..........coccveiiiiiiiiiii e 2,890 1,897 539 (571) (878)
Effect on comprehensive income:
Level 3 Non-current assets and disposal groups held for sale ..................... 1,266 1,898 949 (633) (1,266)
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18. 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 and payments due to leasing contracts 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 17.

Total fair Carrying

At 31 March 2021 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank - 88,748 - 88,748 88,748
Loans to credit INSHEULIONS ...........uveveiiiiiiiiiiiiiieieieeeeeeeeeee e e e e eeeeeeeaes - 103,333 - 103,333 103,333
LOANS 10 CUSTOMEIS ....uuuiviieieiiieieinininessressseseseseseseseseseeeeseeeeereeeeerererererreeeeeeee - - 1,034,331 1,034,331 1,029,415
Other financial @SSetS .........ooooviiiiiiiii - 16,298 - 16,298 16,298
Total financial assets - 208,379 1,034,331 1,242,710 1,237,794
Deposits from Central Bank and credit institutions .... - 31,627 - 31,627 31,565
Deposits from CUSIOMENS .........uviiiiiiiiiiiiee e - 698,701 - 698,701 698,575
Debt issued and other borrowed funds ..........cccocoeiiiiiiiiiiiiiieas 204,533 118,142 - 322,675 308,322
Subordinated 08NS ........coooviiiiii - 25,154 - 25,154 25,259
Other financial liabilities ..............uvvvviiiiiiiiiiiiiiiieeeeeeeeeeeeeeee e - 28,076 - 28,076 28,076
Total financial liabilities 204,533 901,700 - 1,106,233 1,091,797

Total fair Carrying

At 31 December 2020 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ..............cccuvvviiiiiiiiiiiiiiiiiiiiiiiiiiieieeeean - 78,948 - 78,948 78,948
Loans to credit iINSHEULIONS ...........eveveriiiiiiiiiiieieieveeeeereeeee e eeeereeeeeeees - 89,920 - 89,920 89,920
LOANS 10 CUSTOMENS ....uuviviieieiiieieieinietesssssseseseseseseseseseeeeseeerereeereeererererreeaeaeees - - 1,010,315 1,010,315 1,006,717
Other financial @SSEetS ........coovvviiiiiiii - 3,692 - 3,692 3,692
Total financial assets - 172,560 1,010,315 1,182,875 1,179,277
Deposits from Central Bank and credit inStitutions ............ccccccevevveveriieens - 39,827 - 39,827 39,758
Deposits from CUSIOMENS .........uviiiiiiiiiiiie e - 679,607 - 679,607 679,455
Debt issued and other borrowed funds .........ccccoeviiiiiee i 194,849 112,165 - 307,014 292,836
Subordinated 10aNS .........coovviiiiiii - 26,003 - 26,003 27,194
Other financial liabilities - 9,721 - 9,721 9,721
Total financial liabilities 194,849 867,323 - 1,062,172 1,048,964
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19. Offsetting financial assets and financial liabilities

The following tables show reconciliation to the net amounts of financial assets and financial liabilities, which are subject to offsetting,

enforceable master netting agreements and similar agreements.

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 March 2021 netting liabilities assets liabilities received received arrangements requirements sheet
Reverse repurchase agreements .. 161 - 161 - - - 161 - 161
Derivatives .........ccccevieeeiiiienineenne 2,536 - 2,536 (890) (1,426) (56) 164 - 2,536
Total assets 2,697 - 2,697 (890) (1,426) (56) 325 - 2,697
At 31 December 2020
Reverse repurchase agreements .. 898 - 898 - - - 898 - 898
DENVAtVES .....ccveverereerreresrneeen, 6,647 - 6,647 (761) (4,330) (187) 1,369 - 6,647
Total assets 7,545 - 7,545 (761) (4,330) (187) 2,267 - 7,545
Amounts not set off but subject to master
Financial liabilities subject to 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 2021 netting assets liabilities assets pledged pledged  arrangements requirements sheet
Repurchase agreements ............... 106 - 106 - - - 106 - 106
Derivative instruments and
Short positions .........cccoevveeeviieieenne 9,533 - 9,533 (890) (1,886) - 6,757 - 9,533
Total liabilities 9,639 - 9,639 (890) (1,886) - 6,863 - 9,639
At 31 December 2020
Derivative instruments and
short positions .........ccccovcveveviieeennns 6,936 - 6,936 (761) (504) - 5,671 - 6,936

20. Cash and balances with Central Bank

(2= 1 o0 1 =1 [o EOO T TP PP PR PURTOUPRTPPPRIOt
Balances With CENTAl BANK .........co.uiiiiiiiiiiie ettt e et b e et r e e et e e aareeeanteeens
Balances with Central Bank subject to special restrictions*

31.3.2021 31.12.2020

3,695 3,814
75,314 65,585
1,281 1,288

Included in cash and cash equivalents

80,290 70,687

Cash and balances pledged as collateral to Central Bank
Mandatory reserve deposits with Central Bank

588 288
7,870 7,973

Cash and balances with Central Bank

88,748 78,948

*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.
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21. Loans to credit institutions
31.3.2021 31.12.2020

MONEY MATKEL IOBNS ....eii ettt ettt e e e e ettt e e e e e e bbbt e e e oo e kbbbt e e e e e o bbb et e e e e e aabbae e e e e e eannbbbeeeeeaanbbbeaaeaaanes 52,076 43,646
[ T Q= U o 10 [ £ PSR 51,225 46,269
(@1 01T (o TV o L PO PP PP PP PPUPPPPPPPPP 32 5
Loans to credit institutions 103,333 89,920

22. Derivative instruments and short positions

Notional Notional
values values
At 31 March 2021 related to related to
Assets assets  Liabilities liabilities
INTEIEST FALE SWAPS ...eeeeiiiteiiieee ettt e e e sttt e e e e st e e e s et et e e e e e s bbb et e e e e annbe e e e e e e annnnreeeenan 1,164 120,795 3,324 109,670
Cross-CUIrenCy iNtEreSt rate SWAPS .....uvviiiieeiiiiiiiieeeiiiieieee e e st ee e e s s s stbre e e e e s s ssebeeeeeesannnees 118 4,340 1,222 42,491
EQUILY FOTWAITS ..ttt ettt e e e e e sabe e e anbnee s 117 1,792 2,743 12,976
Foreign exchange fOrWAITS ........c.coiiiiiiiiii it et e e e e s eenaees 339 11,730 908 17,850
FOreign @XChange SWAPS ......ocuuiiiiiiiieiiiie ettt ettt e et e e nneeas 703 32,628 863 32,341
Foreign exchange OPLIONS ..........oiiiiiiiiiii e - - 2 25
2 To T aTo I (0] 4TV T o PO RRRN 95 20,923 148 19,580
Derivatives 2,536 192,208 9,210 234,933
Short positions in iISted BONAS .........oooiiiiiiii e - - 323 227
Total 2,536 192,208 9,533 235,160
At 31 December 2020
INEEIESTE FALE SWAPS ... oieee e it e ettt ettt ee e ee e 1,888 181,914 3,581 62,275
CroSS-CUITENCY INTETESE FALE SWAPS ....eeeiiviieiiiieeitiiterieeeaieee et e e sbeeeabteeesbeeesbeeesaneeeaanes 2,861 63,067 45 3,171
Equity forwards ..........ccccceeeeiiiinnnnn. 7 813 1,488 6,702
Foreign exchange forwards 70 4,010 362 8,582
FOreign EXChanQe SWEAPS ......cvieiiiiiiiieie e e it e e e e e ee e e e e et e e e e e s b e e e e e annntaeeaeeeaassneeeeens 1,738 32,227 435 24,101
Foreign exchange OPLIONS .........coiiiiiiiiiie e e e e - - 1 25
BONG FOMWAITS ... .ttt e e ss e se s seseseeaeaeeseseeeeeeeeeeees 83 10,907 287 29,596
Derivatives 6,647 292,938 6,199 134,452
Short positions iN ISted DONAS ..........coiiiiiiii e - - 737 550
Total 6,647 292,938 6,936 135,002

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 municipalities, banks and public companies. As a primary dealer the
Group has access to securities lending facilities provided by the Central Bank and other issuers. 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 32) 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 2021 the total fair value
of the interest rate swaps was positive and amounted to ISK 756 million (2020: ISK 1,008 million) and their total notional amount was ISK
44,430 million (2020: ISK 46,830).
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23. Loans to customers

Net
At 31 March 2021 Gross carrying amount Expected credit losses carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIUAIS ... 454,004 10,230 6,673 (1,526) (257) (868) 468,256
Commerce and SEIVICES ......c.coovcuvieiiiieeniiiee e 61,129 59,312 5,518 (588) (3,077) (2,378) 119,916
CONSIIUCHON ... 35,980 4,979 804 (282) (149) (146) 41,186
Energy 7,879 687 - (18) (5) - 8,543
Financial services 1,419 - - (1) - - 1,418
Industrial and transportation ...........c.cccccevveeenieeennn. 45,367 29,865 4,064 (236) (805) (1,993) 76,262
Investment COMPANIES ........ccovvveeiiiiieeiiiee e 16,905 5,637 918 (295) (433) (295) 22,337
Public sector and non-profit organisations ................ 10,321 98 109 (15) (1) (15) 10,497
REAI ESTALE ....vvvveeeeeeee et en et 113,196 41,917 6,484 (530) (2,028) (1,588) 157,451
SEAMO0M .....ceovveeeeeeeeeeeeee e 122,794 942 139 (204) (8) (114) 123,549
Loans to customers 868,994 153,567 24,709 (3,695) (6,763) (7,397) 1,029,415
At 31 December 2020
INAIVIAUAIS ..., 423,570 9,011 7,561 (1,608) (254) (903) 437,377
Commerce and services .. 60,062 64,350 5,958 (511) (3,151) (2,448) 124,260
CONSLIUCHON ...t 36,551 5,420 997 (283) (195) (138) 42,352
ENEIQY oo 7,997 701 - (17) (8) - 8,673
Financial Services .........ccccccciiiiiii e, 1,539 - - - - - 1,539
Industrial and transportation ............c.cccceevveeerieeennnne. 46,526 30,971 3,989 (243) (783) (1,899) 78,561
Investment COMPanIes .........ccceeeeviciieieeeeeeiieeee e 15,287 5,504 3,628 (268) (427) (284) 23,440
Public sector and non-profit organisations ................ 10,869 58 1 (17) - - 10,911
Real 8State ......eeviiiiiiiiieee e 112,189 42,169 6,794 (461) (1,655) (1,534) 157,502
SEA00M ... 120,845 1,365 319 (237) (9 (181) 122,102
Loans to customers 835,435 159,549 29,247 (3,645) (6,482) (7,387) 1,006,717
24. Expected credit losses

Total allowances for expected credit losses

Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank 2 - - 2

Loans to credit institutions ... 132 - - 132
o= T Eo (o o0 ] (0] 1= = SEPPPSR 3,695 6,763 7,397 17,855
Other fiNANCIAl @SSELS .....ccoeiiiiii i 15 4 - 19
Off-balance sheet loan commitments and financial guarantees ............ccccceveeeviiivieeeennnns 363 553 202 1,118
At 31 March 2021 4,207 7,320 7,599 19,126
Cash and balances with Central Bank .... 2 - - 2
Loans to Credit INSHEULIONS ........uuuiiiiiiiiiiiiiiiiiiiee e e e e e e e e e e e e e e e e aaaaaaaaaaaaaeas 109 - - 109
LO@NS 10 CUSLOMIEIS ...uuetiiitiiiieieieieieieteteeeeeeeee ettt et eeeeeeeeee e et eeeteeeeeeeaeaeaeaeaaaaaaaaeaeaanaaeees 3,645 6,482 7,387 17,514
Other fiNANCIAl @SSELS .....cooiiiiiii i 15 4 - 19
Off-balance sheet loan commitments and financial guarantees ............cccccooveernieeiniineenne 347 483 225 1,055
At 31 December 2020 4,118 6,969 7,612 18,699
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24. 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 L JANUANY 2021 ....eeeeieieiiiiiee ettt e e e st e e e e e et e e e e e e ab e e e e e e n e e e e e e e nrnrees 3,645 6,482 7,387 17,514
Transfer t0 STAGE 1 .....viiiiiiiiei e e 235 (172) (63) -
TranSTEr 10 STAGE 2 .....viiiiiiii et (106) 244 (138) -
Transfer t0 STAGE 3 ... v s (11) (332) 343 -
Net remeasurement Of 0SS @llOWANCE ...........coiiiiiiiiiiiiiie e (743) 221 (60) (582)
New financial assets originated or PUrChased .............cccocviiiiiiiiiiiec e 761 393 102 1,256
Derecognitions and MALUNTIES .........cooiuiiiiiiieiiiie et (86) (73) (106) (265)
WWIIEE-OFFS ittt - - (187) (187)
Recoveries of amounts previously written off ... - - 38 38
FOreign @XCRANGE ........oiiiiiiiiiii e - - (17) (17)
UNWINAING OF INTEIEST ......eiiiiiee ittt e sbe e e beeeeanes - - 98 98
At 31 March 2021 3,695 6,763 7,397 17,855
AL L JANUATY 2020 ....eeeieeeeiiieie ettt e e e st e e e e e bbb r e e e e e b e e e e e e e e e e e e nrnrees 3,645 953 5,700 10,298
Transfer to Stage 1 ... 3,577 (2,827) (750) -
TranSTEr 10 STAGE 2 .....eiiiiiiie ettt sttt naeas (1,743) 3,200 (1,457) -
Transfer t0 STAGE 3 .. ..viiiieii s (171) (1,314) 1,485 -
Transfer to "Non-current assets and disposal groups held for sale” ..............cccceevveeennnee. (50) (12) (83) (145)
Net remeasurement Of 10SS AllOWANCE ..........cooeeiiiiiiiiiicic e reeeeeaees (3,316) 6,024 1,201 3,909
New financial assets originated or PUrChased ..............ccocuiiiiiiiiiiiei e 2,104 597 2,516 5,217
Derecognitions and MALUILIES ..........coiuiiiiiiieiiiie e (401) (139) (404) (1944)
L1 (SR 3 PRSP POPPR - - (1,498) (1,498)
Recoveries of amounts previously Written Off ...........cocoiiiiiiii e - - 159 159
FOreign @XCRANGE ......iiiiiiiie et e - - 37 37
UNWINAING OF INEEIEST ......eiiiiiie e - - 481 481
At 31 December 2020 3,645 6,482 7,387 17,514
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUANY 2021 ...ttt e e e et b e e e e e e bbb et e e e e e e bbb e et e e e e e b e et e e e e e nrnrees 347 483 225 1,055
Transfer 10 STAGE 1 .. ..veiiiiiii e 26 (18) (8) -
Transfer to Stage 2 .... (4) 19 (15) -
Transfer 10 STAGE 3 ... e (1) (8) 9 -
Net remeasurement of 0SS AllOWANCE ............coooiiiiiiiiiiiiii e (212) 68 (62) (206)
New loan commitments and financial QUarantees ............ccceeriieiiiieiiiicee e 288 57 79 424
Derecognitions and MAaLUILIES ...........coeiiiiuiiiiieeiiiiiie e e e eee s (81) (48) (26) (155)
At 31 March 2021 363 553 202 1,118
At 1 January 2020 ...... 403 55 231 689
Transfer to Stage 1 230 (146) (84) -
Transfer to Stage 2 (74) 252 (178) -
Transfer to Stage 3 (11) (53) 64 -
Net remeasurement of 0SS AllOWANCE ...........oeviieiiiiiiiiie e (466) 269 103 (94)
New loan commitments and financial QUAraNtees ............ccoeviiiiiiieieiiiiiie e 376 166 128 670
Derecognitions and MAtUNLIES .........uueieeiiiiiiiiee e s e e e e s e e e e s e e e e e e naaaeeeeeas (111) (60) (39) (210)
At 31 December 2020 347 483 225 1,055
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25. Investments in subsidiaries and associates

Investments in subsidiaries

31.3.2021 31.12.2020

islandssjéair hf., a fund management company, Hagasmari 3, 201 KOPavoguUT ............cccccveveveveveveuenns Iceland 100% 100%
Allianz Island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiordur ..............cccceeeveeeeveceeeeeenenne. Iceland 100% 100%
In addition Islandsbanki has control over ten other non-significant subsidiaries.
Investments in associates 31.3.2021 31.12.2020
Audkenni hf., an information security company, Borgartin 31, 105 Reykjavik ..........c.cccoveiurnnierinennne Iceland 23.8% 23.8%
JCC ehf., a cash centre service company, Sundaborg 15, 108 Reykjavik ..........cccccccerviieiiiiieiiiiennnn. Iceland 33.3% 33.3%
Reiknistofa bankanna hf., an IT service centre company, Katrinart(n 2, 105 Reykjavik ...................... Iceland 30.1% 30.1%
26. Property and equipment
Right-of-use Fixtures,
At 31 March 2021 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the Year ... 3,058 4,729 3,119 10,906
Additions during the PEHOM .........ciiiiiiiiiiii et 4 - 26 30
Disposals and write-offs during the period .............cccvviiiiiiiiiii e - - (116) (116)
REMEASUIEMENT ... - 32 - 32
Historical cost 3,062 4,761 3,029 10,852
Balance at the beginning of the Year ... (1,340) (1906) (1,319) (3,565)
Depreciation during the PEIIOA ..........eeiiiiiiiiiiieiiie e (5) (106) (94) (205)
Disposals and write-offs during the period .............ccocoeeiiiiiiiiii e - - 109 109
Accumulated depreciation (1,345) (1,012) (1,304) (3,661)
Carrying amount 1,717 3,749 1,725 7,191
Right-of-use Fixtures,
At 31 December 2020 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the YEar ..........ccuuiiiii i 4,096 4,634 4,068 12,798
Additions dUFNG the YEAI ......ccoiiiiiiiiiii e 35 - 441 476
Disposals and write-0ffs during the YEar .............eeviiiiiiiiic e (120) (69) (583) (772)
REMEASUIEIMENT ...t e e e e e e e e e e - 184 - 184
Transfer to "Non-current assets and disposal groups held for sale" .... (953) (20) (807) (1,780)
Historical cost 3,058 4,729 3,119 10,906
Balance at the beginning Of the YEar ... (1,447) (420) (1,763) (3,630)
Depreciation during the year ............. . (19) (421) (398) (838)
Disposals and write-offs during the year ...........cccccoeviiiiiieiiiiiiiieneen 17 (67) 455 405
Transfer to "Non-current assets and disposal groups held for sale” ............ccccceviiveennee. 109 2 387 498
Accumulated depreciation (1,340) (1906) (1,319) (3,565)
Carrying amount 1,718 3,823 1,800 7,341
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27. Other assets

31.3.2021 31.12.2020

L= ToT =TV Z= o] L= SRS 1,876 1,767
Unsettled SECUITIES tTANSACHIONS .........uviiiiiiiiiiiiiie ettt e e e e e e s 13,851 1,550
Yoo 1 PSRN 192 200
PrEPAIA EXPENSES ..ottt ettt h oo eh et a et e e b e e bt e e e bt e e et e s 389 181
(D2 o =T [ = Q- FTT=1 £ RSP 1,087 259
Other assets 171 168
Other assets 17,566 4,125

28. Non-current assets and disposal groups held for sale

Repossessed collateral:

31.3.2021 31.12.2020

(=Yg o I 1o o N 1071 o |10 To = PRSPPI 1,303 1,548
Industrial equipMent aNd VENICIES ..........coiiiiiiii e et 15 7
Assets of disposal groups classified as held fOr SAIE ...........ccuiiiiiiiiiiii e e 1,540 1,618
Non-current assets and disposal groups held for sale 2,858 3,173

29. Deposits from Central Bank and credit institutions

Deposits from Credit INSHEULIONS ..........iiiiiii ettt b et e et e e eeaaaes

Repurchase agreements with Central Bank

31.3.2021 31.12.2020

31,520 39,650
45 108

Deposits from Central Bank and credit institutions

31,565 39,758

30. Deposits from customers

Demand deposits and deposits with maturity up to 3 months
Term deposits with maturity of more than 3 months

31.3.2021 31.12.2020

608,775 582,746
89,800 96,709

Deposits from customers

698,575 679,455

Deposits from customers specified by owners 31.3.2021 31.12.2020
Amount % of total Amount % of total
Central government and state-owned eNnterpriSes ..........couuiieieariiiiieieeeeaiiiee e 9,739 1% 8,145 1%
MUNICIPAITIES ..veeeeeeiiieeie ettt e et e e e e e et e e e e e st e e e e e e s nntnaeaeeeasnsnneaeeeennnnnnes 11,088 2% 7,561 1%
COIMPANIES ..ttt e ettt e e e e et bttt e e e e e kb bttt e e e e s s s be e e e e e e e anbbbreeeeaaanbnbeeeaeeanns 332,439 48% 326,799 48%
INAIVIAUAS ..ottt et et e et e e nabe et ee e 345,309 49% 336,950 50%
Deposits from customers 698,575 100% 679,455 100%
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31. Pledged assets

31.3.2021 31.12.2020

Financial assets pledged as collateral against AbilItIES ............cooiiiiiiiiiiiii e 279,780 236,901
Financial assets pledged as collateral with the Central Bank .............cccuuiiiiiiiii e 5,451 5,088
Financial assets pledged as collateral in foreign banks 1,924 167
Pledged assets against liabilities 287,155 242,156

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 Bank has issued additional covered bonds for its own use which accounts for a portion of the pledged assets. The
carrying amount of these bonds at 31 March 2021 was ISK 33,477 million.

The Group has also pledged assets with the Central Bank to ensure the clearing of the Icelandic payment system as well as other contracts
with the Central Bank, moreover, it has pledged cash in foreign banks and financial institutions, mainly as collateral for trades under ISDA
agreements to hedge market risk.

32. Debt issued and other borrowed funds

Issued Maturity Interest 31.3.2021 31.12.2020
Covered bonds iNISK ..o 2019-2020 2021 At maturity Fixed rates 4,992 5,076
Covered bonds iNISK ... 2015-2020 2023 Atmaturity  Fixed rates 30,095 29,496
Covered bonds in ISK . . 2020 2027 Amortising Fixed rates 13,035 5,386
Covered bonds in ISK - CPI-liNKed ..........ccoovviiiieeeeiiiiiiiec e 2015-2017 2022 Atmaturity  Fixed rates 19,250 19,228
Covered bonds in ISK - CPI-lINKed ........cccooviiiiiiieieiiiiiieee e 2012-2018 2024 At maturity  Fixed rates 36,596 36,797
Covered bonds in ISK - CPI-linked 2015-2018 2026 Atmaturity  Fixed rates 28,986 28,571
Covered bonds in ISK - CPI-linked 2019-2020 2028 Amortising Fixed rates 24,107 25,606
Covered bonds in ISK - CPI-linked 2017-2018 2030 At maturity  Fixed rates 26,588 26,285
Covered bonds 183,649 176,445
Senior unsecured bonds in SEK .........cccccooiiiiiiiiiien s 2018 2021 At maturity  Fixed rates - 1,553
Senior unsecured bonds in SEK ..........cccccooviiiiieie e, 2018-2019 2021 Atmaturity  Floating rates - 6,630
Senior unsecured bonds in SEK .... 2018 2021 Atmaturity  Floating rates 13,775 14,832
Senior unsecured bonds iNEUR .............ccooiiii, 2019 2021 At maturity  Floating rates 1,704 1,795
Senior unsecured bonds in SEK .........ccccceiiiiiiiiieee e 2018 2022 At maturity  Floating rates 14,474 15,574
Senior unsecured bonds in EUR* ...........ccccoiii, 2019 2022 At maturity  Fixed rates 45,014 47,494
Senior unsecured bonds iNn NOK ...........ccocviiveiiiiiiiiee e, 2019 2022 At maturity  Floating rates 14,875 14,982
Senior unsecured bonds in EUR** .... . 2018 2024 At maturity  Fixed rates 45,104 48,032
Senior unsecured bonds iNn NOK ...........ccccvivieiiiiiiiiee e, 2019 2024 At maturity  Fixed rates 5,966 6,187
Senior unsecured bonds iN ISK ............cooiiii 2019 2024 Monthly Floating rates 2,493 2,664
Senior unsecured bonds in EUR* ..........cccooiiiiiiee e 2020 2023 At maturity  Fixed rates 44,889 46,944
Senior unsecured bonds iN ISK .............oooiii i, 2020 2025 At maturity  Fixed rates 2,732 2,709
Senior unsecured bonds in NOK ... 2021 2024 Atmaturity  Floating rates 2,222 -
Senior unsecured bonds in SEK .............coeeiiiii, 2021 2024 At maturity  Floating rates 3,615 -
Senior unsecured bonds iN NOK .........cccccouvuvviviiiiiiiieieieieierenenens 2021 2025 At maturity  Floating rates 11,103 -
Senior unsecured bonds in SEK ............ccooeiiiii, 2021 2025 At maturity  Floating rates 6,504 -
Bonds issued 214,470 209,396
BIlIS ISSUBM ...ttt ettt ekt eh e 4ok R e R e e e bt en et e e et e e h et e et e e - 1,433
(@1 L= g0 (=] o) AT =T ol U [ TSP PUP T TUUPPPPPTRROR 106 -
Debt issued and other borrowed funds 398,225 387,274
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32.

Cont'd

*These bond issuances are classified as being designated as at fair value through profit or loss. At 31 March 2021 the total carrying amount
of the bonds amounted to ISK 89,903 million and included in the amount are fair value changes amounting to ISK 754 million. The carrying
amount of the bonds at 31 March 2021 was ISK 321 million higher than the contractual amount due at maturity.

**The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging instruments
(see Note 22). 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 2021 the total carrying amount of the bond issuance
amounted to ISK 45,104 million and included in the amount are fair value changes amounting to ISK 679 million.

The Bank did not repurchase own bonds during the period.

The Bank has issued additional covered bonds for its own use, for example for the purpose of securities lending with regards to market
making agreements. These covered bond amounts are not included in the total.

33. Subordinated loans
Issued Maturity Interest 31.3.2021 31.12.2020
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK ..........cccccooeviiiiieeececcns 2017 2027 Atmaturity  Floating, STIBOR + 2.0% 10,838 11,646
Subordinated loans in SEK ..........ccccocviiiiiiviiiiiiiinnnnn, 2018 2028 Atmaturity  Floating, STIBOR + 2.5% 7,223 7,775
Subordinated loans in SEK ..........cccccoeeviiiiiieeee e, 2019 2029 Atmaturity  Floating, STIBOR + 3.9% 7,198 7,773
Subordinated loans 25,259 27,194

34.

Changes in liabilities arising from financing activities

Non-cash changes

Interest Foreign Fair value
1.1.2021 Cash flows expense  exchange changes 31.3.2021

Covered bonds iN ISK .......cooiiiiiiiiee e 39,958 7,680 484 - - 48,122
Covered bonds in ISK - CPI-linked ..........cccoooieiiiiniic 136,487 (2,715) 1,755 - - 135,527
Senior unsecured bonds iN ISK ... 5,373 (182) 34 - - 5,225
Senior unsecured bonds FX ... 61,553 15,094 226 (2,635) - 74,238
Senior unsecured bonds FX at fair value ...........ccccccoeeevvciieeneenn. 94,438 - 185 (4,853) 133 89,903
Senior unsecured bonds used for hedging .........ccccoeiiieiienniins 48,032 (531) 145 (2,397) (145) 45,104
Other borrowed fuNdS ...........eeeiiiiiiie e 1,433 (1,334) 7 - - 106
Subordinated [08NS .........ccccueiiiiiieiiieee e 27,194 (169) 163 (1,929) - 25,259
Total 414,468 17,843 2,999 (11,814) (12) 423,484

Non-cash changes

Interest Foreign  Fair value
1.1.2020 Cash flows expense  exchange changes 31.12.2020

Covered bonds iN ISK ......cc.oooiiiiiiiiie e 24,088 14,400 1,470 - - 39,958
Covered bonds in ISK - CPI-lINKed .........ccoooiiiiiiiiiiiiiiieeeeees 125,975 2,532 7,980 - - 136,487
Senior unsecured bonds iN ISK ..........cccoiiiiii e, 3,553 1,728 92 - - 5,373
Senior unsecured bonds FX ........cccocviiiiiiiiieie e 58,892 (7,093) 1,013 8,741 - 61,553
Senior unsecured bonds FX at fair value ... 49,352 38,069 608 6,468 (59) 94,438
Senior unsecured bonds used for hedging . 41,816 (463) 566 6,061 52 48,032
Other borrowed funds .........ccccceeevviiiieenenn. 2,705 (1,330) 58 - - 1,433
Subordinated 08NS ........cooouiiiiiiei e 22,674 (738) 763 4,495 - 27,194
Total 329,055 47,105 12,550 25,765 (7) 414,468
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35.

36.

37.

Other liabilities
31.3.2021 31.12.2020

AACCTUAIS ..ot e e et e e bt e e bbb e e e b bt e e bt e e e h bt e e e et e b et et 2,638 2,311
Lease liabilities ... 3,892 3,962
Provision for effeCts Of COUt FUINGS .......uiiiiiiei ettt et e e e e e et et e e e e e sbbbe e e e e e e annnreeeas 288 288
Expected credit losses for off-balance sheet loan commitments and financial guarantees .............ccccoeverinieeeninenn. 1,118 1,055
VAVA1da] g o (o {1 T I 7= O USRS PTPPPPRN 1,359 915
Unsettled SECUNLIES trANSACTIONS ........iiviiiiiiiie ittt re e ne e e re et e e neenneeennees 19,137 1,379
Sundry liabilities .............cccceeuee 2,199 1,983
Non-current liabilities and disposal groups held fOr SAIE .............eiiiiiiiiiii e 29 27
Other liabilities 30,660 11,920

Custody assets
31.3.2021 31.12.2020

Custody assets - Not managed DY the GIOUP ..........eiiiiiiiiiiiie e e et e e e s st re e e e e e s sntbaeeeeeesnnnes 2,972,371 2,863,328

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.

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 20 and Deposits from the Central Bank are disclosed under Note 29.

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 2021 Assets Liabilities Net balance overdrafts
Shareholders with control Over the GrouUP ..........coocuiiiiiiiiiiic e - - - 3
Board of Directors, key management personnel and other related parties ....................... 540 398 142 49
ASSOCIAtEd COMPANIES .....eiiiiiiiiiiiee ettt ettt e e e e st a e e 26 144 (118) 228
Balances with related parties 566 542 24 280

Interest Interest Other Other
1 January - 31 March 2021 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 4 - - -
ASSOCIALEA COMPAINIES ....eveeiieiiiiitiieeee ettt e e e e ettt e e e e abte e e e e e s asbebeeeeaaanbbreeaeaeabnbeeeaeeaas - - - 386
Transactions with related parties 4 - - 386
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38.

39.

Cont'd
Commitments,
guarantees &
At 31 December 2020 Assets Liabilities Net balance overdrafts
Shareholders with control OVer the GroUP ...........ccueiiiiiieiiiie e - - - 3
Board of Directors, key management personnel and other related parties ....................... 440 393 47 45
ASSOCIAtEA COMPANIES .....veeiiiiiieeiiie ettt ettt ettt e e nab e e st e e e s bt e e aabe e e snbeeesineeas 31 342 (311) 228
Balances with related parties 471 735 (264) 276
Interest Interest Other Other
1 January - 31 March 2020 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 2 - - -
ASSOCIAtEd COMPANIES .....veiiiiiiiiiiie ittt - 1 - 414
Transactions with related parties 2 1 - 414

At 31 March 2021 total of ISK 9.2 million (at year-end 2020: none) were recognised as expected credit losses against balances outstanding,
thereof ISK 2.4 million were recognised as Stage 1 expected credit losses and ISK 6.8 million were recognised as Stage 2 expected credit
losses. No share option programmes were operated during the period.

Contingencies

Contingent liabilities

Borgun hf. — Landsbankinn hf. case

Borgun hf., a former 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 value 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 assessors presented their assessment in November 2019. A reassessment was demanded and senior assessors, appointed by
the court. The senior assessors have not rendered their assessment. It is uncertain when a ruling is to be expected. In 2020, the Group
closed an agreement on the sale of all its stake in Borgun hf. In that agreement islandsbanki undertook to reimburse 63.47% of losses
incurred by Borgun hf. or the buyer as a result of an unfavourable outcome in the Landsbanki case. The Group has not recognised a
provision as a result of this event.

Events after the reporting period

islandssjodir hf., a wholly owned subsidiary of islandsbanki, is a fund management company that manages assets on behalf of customers.
One of the assets under the management of islandssjodir hf. is the alternative investment fund 105 Midborg slhf., a limited partnership that is
constructing a real estate project that includes residential housing, hotel and office facilities. In December 2017 islenskir adalverktakar hf.
(IAV) and 105 Midborg slhf. signed a contract where AV undertook to be the steering contractor for the first phase of the project. On 19
February 2021, 105 Midborg slhf. terminated the agreement claiming default by IAV. On 3 May 2021, IAV filed a suit against both Midborg
slhf. and islandssjodir hf., demanding payment of approximately ISK 3.8 billion for services allegedly rendered. 105 Midborg slhf. has
previously rejected IAV's claims and is currently preparing a counter suit against IAV. Islandssjédir hf. believes, and has previously stated,
that the company is not directly involved in the dispute. Given that the suit was filed two days ago the Group has not had an opportunity to
scrutinise the claims made in the suit. The Group has not recognised a provision as a result of this event.

No other events have arisen after the reporting period that require amendments or additional disclosures in the interim financial statements
for the first quarter 2021.
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40. 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 2020 Report, which is available on the Bank's
website: www.islandsbanki.is.

41. 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 parties.

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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42. 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 Government guarantee schemes issued in response to the COVID-19 pandemic are presented in the line item “Loans to customers”. Of these, ISK 2,379 million are subject to 100% Government guarantee,
ISK 1,065 million to 85% Government guarantee and ISK 542 million to 70% Government guarantee.

As a part of the agreement on the sale of Borgun hf. in 2020 the Group took on certain guarantees with regards to chargeback risk that Borgun hf. is exposed to through its operations, which at 31 March 2021
amounted to about ISK 134 million. These guarantees are not included in the table below.

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

Public sector
At 31 March 2021

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 ....... - 88,748 - - - - - - - - - 88,748
Loans to credit institutions ............cc.ccceeene - - - - - 103,333 - - - - - 103,333
Bonds and debt instruments - 82,771 664 - 456 18,890 - 9 136 701 - 103,627
DerivatiVes ........cccveeiiieeiiiiieeiee e - 80 131 7 13 4,880 185 780 - 176 306 6,558
Loans to customers: 468,256 - 119,916 41,186 8,543 1,418 76,262 22,337 10,497 157,451 123,549 1,029,415
OVErdrafts .....ccoovvevreeiieriecec e 10,086 - 10,882 3,598 35 983 5,715 581 497 2,783 4,352 39,512
Credit Cards .....cooovvivieiiiie e 12,928 - 1,119 230 5 14 313 23 82 64 33 14,811
MOIgages .....ooovvveiieeeeie e 410,781 - - - - - - - - - - 410,781
Capital 1eases ........cccoceveverieenieieee 5,632 - 25,588 2,924 16 - 7,289 122 35 232 167 41,905
Government guarantee schemes ............. 18 - 3,259 128 - - 339 19 - 136 87 3,986
Other loans 28,911 - 79,068 34,306 8,487 421 62,606 21,592 9,883 154,236 118,910 518,420
Other financial assets ..........cccccceeeiiiiiienenn. 549 457 431 9 12 14,260 41 322 93 104 20 16,298
Off-balance sheet items: 34,912 - 49,227 13,637 307 7,525 26,428 1,260 5,079 15,728 16,847 170,950
Financial guarantees .............cccccoevivveenn. 474 - 5,713 6,847 5 447 2,304 17 5 1,889 577 18,278
Undrawn loan commitments .................... - - 23,059 3,482 - - 17,493 630 - 10,719 5,158 60,541
Undrawn overdrafts ........cccccceevviiiiiienennne 9,589 - 15,711 2,481 271 6,833 5,488 409 3,774 2,809 10,915 58,280
Credit card commitments .............ccccceeeee. 24,849 - 4,744 827 31 245 1,143 204 1,300 311 197 33,851
Maximum credit exposure 503,717 172,056 170,369 54,839 9,331 150,306 102,916 24,708 15,805 174,160 140,722 1,518,929
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At 31 December 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 ....... - 78,948 - - - - - - - - - 78,948
Loans to credit institutions ............cccc.ceueee - - - - - 89,920 - - - - - 89,920
Bonds and debt instruments ...................... - 107,502 22 - 1,257 18,192 116 7 191 929 - 128,216
DErVALIVES ...ocvveivieiieiieeec e - 165 66 - - 8,436 239 669 - 65 273 9,913
Loans to customers: 437,377 - 124,260 42,352 8,673 1,539 78,561 23,440 10,911 157,502 122,102 1,006,717
OVErdraftS .....cevveeiveiiiierieieesee e 10,506 - 12,117 3,104 10 1,097 5,915 954 949 2,422 5,138 42,212
Credit Cards ......oocvvvrveierniee e 14,942 - 1,170 247 6 14 318 23 77 62 29 16,888
MOIQAgES ... 377,155 - - - - - - - - - - 377,155
Capital 1eases ........ccccovvvrveriieiiineenee 5,612 - 26,236 2,742 16 - 7,328 153 38 1,058 176 43,359
Government guarantee schemes ... 15 - 2,968 57 - - 323 9 - 136 86 3,594
Other 10ans ........cccovvvevieenicncccec e 29,147 - 81,769 36,202 8,641 428 64,677 22,301 9,847 153,824 116,673 523,509
Other financial assets ...........cccocevevveiinen. 437 645 110 10 6 2,285 29 39 88 35 8 3,692
Off-balance sheet items: 33,695 - 29,294 13,373 316 7,376 26,056 1,531 5,348 21,209 14,190 152,388
Financial guarantees ...........c..ccccoevvveennnne. 489 - 5,349 6,786 - 90 2,077 30 6 8,090 272 23,189
Undrawn loan commitments .................... - - 5,445 3,111 - - 17,896 846 - 10,145 2,583 40,026
Undrawn overdrafts .........cccooeereenieeeneenns 9,722 - 13,826 2,679 286 7,051 4,901 446 4,026 2,664 11,145 56,746
Credit card commitments ...........cccccceueeene 23,484 - 4,674 797 30 235 1,182 209 1,316 310 190 32,427
Maximum credit exposure 471,509 187,260 153,752 55,735 10,252 127,748 105,001 25,686 16,538 179,740 136,573 1,469,794

43. 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. Exception from this are Government guarantees issued in response to the COVID-19 pandemic which are shown under other collateral. Covenants in loan agreements are also an important credit
enhancement but do not reduce maximum credit exposure.
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43.

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 37,135 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):

Financial Statements first quarter 2021

Total credit Total credit
At 31 March 2021 Maximum exposure exposure
exposure to Real Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral collateral ECL
DEIVALIVES .....eeeiieiee ittt ettt e et e et e s abe e e abb e e e enb e e e sbe e e nneeeens 6,558 - - 3,059 - - 3,059 3,499 -
Loans and commitments to customers: 1,182,642 742,792 100,687 6,292 48,613 99,026 997,410 185,232 11,374
INAIVIAUAIS .ttt e e et e e et e e st e e e eta e e e snbeeesbaeeeenneas 497,305 419,505 5 315 14,310 140 434,275 63,030 1,861
Commerce and services .. 165,809 60,538 158 914 24,640 27,536 113,786 52,023 4,093
(013 1S) (U od 1o o HE PSP RSUPPRPPPPN 54,135 37,756 3 1,432 2,236 2,317 43,744 10,391 542
Energy .....cccceeveenns . 8,850 6,519 - 8 13 12 6,552 2,298 23
FIiNANCIAl SEIVICES ... 8,943 1,286 - 1 - 3,548 4,835 4,108 6
Industrial and tranSPOITALION ...........ooiiiieiiiie it sbe e e e 100,586 38,279 7 499 7,047 29,932 75,764 24,822 1,169
INVESTMENT COMPANIES .....eeeiiieee ittt et e e e ettt e e e e e et e e e e e e ttb e e e e e e snnbeeeeeeeannaeeeeas 22,973 8,117 - 1,956 78 11,754 21,905 1,068 739
Public sector and non-profit OrganiSations .............cccoeiuiieiiiiie it 15,470 928 - 5 25 - 958 14,512 18
[T U=t 7 L (=SSP OUPTPOUPRRRIN 168,205 154,135 - 571 191 2,769 157,666 10,539 2,698
STCT= {00 o O PP RPOUPRPP 140,366 15,729 100,514 501 73 21,018 137,925 2,441 225
Total 1,189,200 742,792 100,687 9,351 48,613 99,026 1,000,469 188,731 11,374
Collateral held against credit-impaired exposures
Loans and commitments to customers: 17,723 12,983 1,396 57 635 878 15,949 1,774 7,599
INAIVIAUAIS .ttt e e e et e e et e e st e e e ens e e e ensseeesneeeenneas 5,863 5,184 17 4 135 4 5,344 519 902
COMMEICE QNG SEIVICES ...eiiiiiiiiiiie ettt e ettt e e et e e e e e e e e e e e e abab et e e e e e annbneeeaeeaas 3,334 1,448 634 2 197 687 2,968 366 2,501
(010 1S) { (U od 1o o HO ST PPSPRSUPPRSPPPRN 688 460 - - 72 a7 579 109 157
Industrial and tranSPOrtAtioN .............ooiiiiiieiiiiii e 2,104 435 733 5 216 129 1,518 586 2,005
INVESTMENT COMPANIES .....eeiiiiiiieiit ettt e e e anes 624 608 - - 6 - 614 10 295
Public sector and non-profit OrganiSatioNs .............eeeeeeiiiiiiiee e 106 98 - - - 98 8 16
REAI BSTALE ...o.vviieiiiie ettt ettt et e e e e e aa e e e taaeeaans 4,974 4,731 6 46 7 11 4,801 173 1,608
SEAMOOM ...t e e e e e e e e e e e 30 19 6 - 2 - 27 3 115
Total 17,723 12,983 1,396 57 635 878 15,949 1,774 7,599
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Total credit Total credit

At 31 December 2020 Maximum exposure exposure

exposure to Real Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral collateral ECL
DBIIVALIVES ...ttt 9,913 - - 5,318 - - 5,318 4,595 -
Loans and commitments to customers: 1,136,660 706,096 95,947 11,869 49,504 102,673 966,089 170,571 10,957
INAIVIAUAS ..ttt e b e s 464,333 382,505 7 376 14,327 151 397,366 66,967 1,939
Commerce and services .. 149,751 61,610 157 659 25,444 32,211 120,081 29,670 4,029
(0] 4511 11 o3 110 ] U PPU PP 54,812 41,329 11 1,297 2,108 2,249 46,994 7,818 570
ENEIGY oo 8,989 6,545 - 1 14 14 6,574 2,415 25
FINANCIAl SEIVICES ..o 8,915 1,083 - 26 - 3,543 4,652 4,263 2
Industrial and tranSPOITALION ...........ooiiiiiiiiie it e e 102,499 39,750 12 178 7,088 29,500 76,528 25,971 1,127
INVESTMENT COMPANIES .....eviiiieee ittt e e et ee e e e sttt e e e e e e bbb e e e e e snbbe e e e e e e annbeeeeas 21,626 6,903 - 1,891 79 11,125 19,998 1,628 709
Public sector and non-profit OrganiSations .............ccceeiiiieiiiiie e 16,258 1,007 - 5 28 - 1,040 15,218 20
REAI BSTALE ... .iieiiii ettt e e e et e e e e e e eaaa s 173,328 149,991 - 7,424 343 1,157 158,915 14,413 2,280
SAOOM ...t 136,149 15,373 95,760 12 73 22,723 133,941 2,208 256
Total 1,146,573 706,096 95,947 17,187 49,504 102,673 971,407 175,166 10,957
Collateral held against credit-impaired exposures
Loans and commitments to customers: 22,445 14,644 1,556 2,704 725 917 20,546 1,899 7,612
INCAIVIAUALS ...t e e e e et e e e e s et e e e e e enebeeeeeeeans 6,739 5,973 21 3 144 4 6,145 594 935
COMMEICE AN SEIVICES ...cuviiiiiririeiee et aire ettt ser et e e ennes 3,803 1,706 691 3 232 780 3,412 391 2,573
Construction ......cccceeeeviiiiieeeennns e 913 630 - - 87 50 767 146 151
Industrial and tranSPOTTALION ...........ociuiieiiiiie it e e 2,118 431 810 51 246 71 1,609 509 1,922
INVESTMENT COMPANIES .....eeeiiieee ittt e e e e st e e e e e et e e e e e et e e e e e e e snnbeeeaeeeannaeeeeas 3,345 714 - 2,611 6 - 3,331 14 284
Public sector and non-profit OrganiSatioNS .............eeeveeiiiiiiiee e 1 1 - - - - 1 - -
LR =T L= - L= SRR 5,383 5,082 5 36 7 12 5,142 241 1,565
SAO0M ...ttt 143 107 29 - 3 - 139 4 182
Total 22,445 14,644 1,556 2,704 725 917 20,546 1,899 7,612

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2021 41

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

44. 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 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 2020 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.

At 31 March 2021

Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...eiieiiiie ettt ettt et e et e e ettt e e et e e et e e e ssbeeesataeeeaseeeeansseesasseeeasseaaane 237,390 1,241 - 238,631
IS Lo F= TR < F SRR P 360,529 60,086 - 420,615
RISK CIASS 7-8 ....tiieitiie ettt ettt ettt ettt e e et e e st e e e s e e e esb e e e sabaeeeteeeeenseeeeasseeeanseaaanes 231,340 78,815 - 310,155
RISK CIASS O . .ueiiiiiie ettt e e et e e e e e et e e e e e s e e e e e e e e e atare e e e e e eaararaaaaeaas 39,338 13,294 - 52,632
RISK CIASS L0 .. ueiiiiiieeciiiee ettt ettt e et e et e e ettt e e st e e et e e e esbeeesabseeeteeeeessbeeenaeeennseaennnaeas - - 24,709 24,709
LT 7= =T [ PSPPSR 397 131 - 528

868,994 153,567 24,709 1,047,270
EXPECEA Credit IOSSES .....eiiiiiiiiiiiii ettt ettt ettt e et e e (3,695) (6,763) (7,397) (17,855)
Net carrying amount 865,299 146,804 17,312 1,029,415
Off-balance sheet loan commitments and financial guarantees: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 .. .eeieeeiiie ettt ettt et e e ettt e e et e e st e e e ts e e e ssbaeesatseeesseeesnsseeanseeaasseeeanes 89,373 1,247 - 90,620
RISK CIASS 56 ....ciiiiiiiiie ittt ettt st st sttt st et e e et e n e et annennneneen 44,195 7,094 - 51,289
Risk class 7-8 ... 12,226 15,874 - 28,100
RISK CIASS 9 ...ttt ettt et et et et et et et et e e e e e e e e e e e e e e e e e e e eaeaeaaaaaaaaaaaaaaaaaaaaaaas 915 337 - 1,252
LR Qe F= T O - - 613 613
L] = (=T PRSP 120 74 - 194

146,829 24,626 613 172,068
EXPECEA Credit IOSSES .....eiiiuiiiiiiiii ettt et e (363) (553) (202) (1,118)
Total 146,466 24,073 411 170,950
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44. Contd
Risk Risk Risk Risk Risk
At 31 March 2021 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ... 106,041 195,238 161,438 36,439 6,770 5 (2,763) 503,168
Commerce and services ... 39,589 64,512 59,481 5,898 5,808 449 (6,594) 169,143
CONSLIUCLION ...vvviiiieeiiiiiie e 5,680 19,774 26,676 2,490 802 100 (699) 54,823
ENEIQY .o 4,799 3,309 765 - - - (23) 8,850
Financial ServiCes ........ccccvvvviieiiiiiiiieiee s 5,432 2,976 526 - - 15 (6) 8,943
Industrial and transportation .............c.ccceevveeen. 15,361 56,433 27,180 2,716 4,174 - (3,174) 102,690
Investment companies .........ccccovvvveeeeeeenininnnn. 803 4,816 16,242 1,803 922 45 (1,034) 23,597
Public sector and non-profit organisations ....... 13,969 1,234 258 - 121 28 (34) 15,576
Real eState .......covvverieiiieiere e 43,010 79,525 44,182 4,127 6,581 60 (4,306) 173,179
Seafood .......ceocvieiiii 94,567 44,087 1,507 411 144 20 (340) 140,396
Total 329,251 471,904 338,255 53,884 25,322 722 (18,973) 1,200,365
At 31 December 2020
Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK ClASS 14 ...ttt ettt h e ettt e e et e bt et e e bt e e ne et enneean 232,806 1,209 - 234,015
RISK CIASS 56 .....veeeiitie ettt ettt ettt ettt e et e e st e e sttt e e e ab e e e sabe e e et bt e e e nbeeeabbeeeanbeeeann 346,781 62,788 - 409,569
RISK ClASS 7-8 ... ettt ettt ettt b ettt e st et e ettt e bt e nbeeenteenneean 217,368 80,867 - 298,235
RISK CIASS 9 .ttt ettt ettt e ekt e e et et e et e e st e e e e bt e e e bt e e e enneas 38,290 14,684 - 52,974
RISK ClASS L0 ...ttt ettt h ettt et b e bttt n et et e neeaneas - - 29,247 29,247
(00T 1= PRSP SUPRPRPPP 190 1 - 191

835,435 159,549 29,247 1,024,231
EXPECEA Credit IOSSES .....eiiiiiiiiiiiie ettt (3,645) (6,482) (7,387) (17,514)
Net carrying amount 831,790 153,067 21,860 1,006,717
Off-balance sheet loan commitments and financial guarantees: Stage 1  Stage 2 Stage 3 Total
RISK ClASS 14 ...ttt ettt ettt e e a e en e et e e mt e e te e et e e e e e neeenneenneeans 64,781 1,341 - 66,122
Risk class 5-6 ... 51,169 6,461 - 57,630
RISK ClASS 7-8 ..ottt ettt ettt et e sn e en e et e s mt e et e e st e et e eneeenteenneeans 10,852 16,227 - 27,079
RISK CIASS O ...ttt e et e e e e et e e e e e e nbb b e e e e e e e nabnreeaeeas 1,142 553 - 1,695
1] S F= 70 0 PSSP - - 809 809
L8]0 =1 (=T PP PP PP PPT R TUPPPPPPTON 99 8 - 107

128,043 24,590 809 153,442
EXPECEA Credit IOSSES .....eiiiuiiiiiiiii ettt et e (347) (483) (225) (1,055)
Total 127,696 24,107 584 152,387
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44. Contd
Risk Risk Risk Risk Risk
At 31 December 2020 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INAIVIAUAIS .....ovvviniiiiiiiiiii e 94,574 182,706 153,088 35,928 7,646 4 (2,874) 471,072
Commerce and services ... . 25,813 62,494 58,182 7,121 6,402 144 (6,602) 153,554
CONSEIUCHION ...vvvvvvviievivieveeeeereeeeeve e e eeeeeees 4,809 22,332 26,078 2,130 1,064 33 (721) 55,725
ENEIQY .o 5,006 3,338 670 - - - (25) 8,989
Financial ServiCes ........ccccvvvviieiiiiiiiieiee s 5,816 2,650 443 - - 8 (2) 8,915
Industrial and transportation .............c.ccceevveeen. 15,557 56,578 28,547 2,895 4,039 50 (3,049) 104,617
Investment companies .........ccccovvvveeeeeeenininnnn. 868 5171 14,695 1,599 3,628 2 (1993) 24,970
Public sector and non-profit organisations ....... 14,525 1,400 324 1 1 28 (20) 16,259
Real estate ........ccovvvvvvviiiiiiiiiiiiiiiee 46,297 82,945 42,299 4,057 6,950 8 (3,845) 178,711
Seafond ......ccoiiiiiiiii 86,872 47,585 988 938 326 21 (438) 136,292
Total 300,137 467,199 325,314 54,669 30,056 298  (18,569) 1,159,104

45. Loans to customers in the tourism industry likely to be vulnerable to COVID-19 pandemic

Companies susceptible to the impact of COVID-19 were classified into four groups based on an assessment of how much an increase in
credit risk these companies face in the short, medium and long term. In addition, to account for the material uncertainty in the operating
environment of companies in the tourism industry, not reflected in their current risk class, they are further classified into four groups based on
an assessment of how vulnerable they are to various assumptions on when tourists can be expected to start visiting Iceland again. The base
case assumes around 700.000 tourists in Iceland in 2021.

Impact group 1: viable even though significantly fewer tourists arrive in the year 2021

Impact group 2: viable with forbearance even though significantly fewer tourists arrive in the year 2021
Impact group 3: viable if the number of tourists in the year 2021 is similar to the base case

Impact group 4: viable if the year 2021 turns out to be better than the base case

Where the increase was found to be significant (groups 2-4), the exposure was transferred to Stage 2. In addition, an overlay factor was
applied to the expected credit loss, comparable to an increase in up to three risk classes, and a higher haircut was applied to value of
collateral for the higher impact groups in the more severe scenarios.

At 31 March 2021

Loans to customers in the tourism industry: Stage 1 Stage 2 Stage 3 Total
Group 1 ... . 2,334 16,007 - 18,341
(€1 (010 ] I T PP P PP PP PPPRPP - 16,258 402 16,660
(€100 o J TP OPPPPPPPRTOINY - 57,843 3,158 61,001
(€1 (010 T PP PP POV PP PPPPRPP - 2,165 3,342 5,507

2,334 92,273 6,902 101,509
EXPECEA Credit IOSSES .....eiiiiiiiiiiiit ettt ettt e et (15) (5,072) (2,642) (7,729)
Net carrying amount 2,319 87,201 4,260 93,780

Off-balance sheet loan commitments and financial guarantees to customers in the tourism industry:

Stage 1 Stage 2 Stage 3 Total

136 - - 136

- 13,445 38 13,483

- 5,061 170 5,231

- 323 21 344

136 18,829 229 19,194

EXPECEA Credit IOSSES .....eiiiiiiiiiiiii ettt ettt ettt e et e e e e e (3) (510) (102) (615)
Total 133 18,319 127 18,579
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45, Cont'd

At 31 December 2020

Loans to customers in the tourism industry: Stagel  Stage 2 Stage 3 Total
1,903 308 - 2,211

- 30,503 406 30,909

- 58,610 2,579 61,189

- 3,317 3,612 6,929

1,903 92,738 6,597 101,238

EXPECTEd Credit I0SSES .....oiiiiiiiiiiii ettt (24) (4,483) (2,529) (7,036)
Net carrying amount 1,879 88,255 4,068 94,202

Off-balance sheet loan commitments and financial guarantees to customers in the tourism industry:

Stage 1l  Stage 2 Stage 3 Total

(€10 o 0 R PP PPPPPPPRPINY 50 2 - 52
(CT (o TUT o1 PSPPSR - 13,416 51 13,467
(€100 o R ST PP P PPPPPPPRPINY - 5,118 163 5,281
GIOUP 4 ..o e e e bbb e e e e e e e e s e e e e naarees - 429 17 446
50 18,965 231 19,246

EXPECE Credit IOSSES .....eiiiiiiiiiiiii ettt ettt et (3) (363) (101) (467)
Total 47 18,602 130 18,779

46. Forbearance

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 67.4 in the consolidated financial statements for the year 2020.

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

Because of the COVID-19 pandemic, the Group entered into an agreement with other financial institutions and lenders in Iceland to provide a
moratorium for customers, uniformly executed across institutions. In the interim financial statements for the third quarter of 2020 the Group
showed the extent of the payment moratoria granted by the Group under these initiatives. The agreement expired on 30 September 2020 and
all moratoria under it has expired. Further extensions of moratoria has been granted on a case-by-case basis and is now classified as
forbearance.

The tourism industry is an important economic sector in Iceland but due to the nature of tourism, its effects are not limited to hotels, car
rentals and tour guides. The Group therefore monitors the tourism industry internally as a quasi-sector instead of a new separate sector. Real
estate companies that do not operate directly in the tourism sector but rely in part on rental income from such activities explain around half of
the forbearance amount for companies not in tourism.

The following table provides a summary of the Group's forborne assets. The loans that previously were in payment moratorium and are now
forborne are shown separately.
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46. Contd

At 31 March 2021 Stagel Stage2  Stage 3 Total
[LaTo 1Y To [ =TSO PPTPTR PRI 1,255 6,803 1,970 10,028
COompPanIes .......ccccoevvrrrvenernnn . 1,232 102,706 11,323 115,261
- In the tourism quasi-sector - 65,177 5,505 70,682
- Other than the tOUNSM QUASI-SECION.........ueiiiiiie ettt 1,232 37,529 5,818 44,579
Gross carrying amount 2,487 109,509 13,293 125,289
Stage 1  Stage 2 Stage 3 Total

INAIVIAUAS ...ttt b ettt sar et e bttt e b enees (12) (145) (179) (336)
Companies ........ccceveeeennns . (11) (4,658) (4,320) (8,989)
- In the tourism quasi-sector - (3,447) (1,992) (5,439)
- Other than the tOUNSM QUASI-SECION.........uuiiiiiie ittt (11) (1,211) (2,328) (3,550)
Expected credit losses (23) (4,803) (4,499) (9,325)
At 31 December 2020 Stagel Stage2  Stage 3 Total
Lo 1Y To [ =TSRRI 932 5,249 2,068 8,249
(070111 0 T 1= T O RPPPR 209 104,523 13,608 118,340
= IN the tOUNISIM QUASISSECION........ueiiiee et e e e ettt e e e e e ettt e e e e st e e e e e snnbeeeeeeeanneneeas - 62,295 5,747 68,042
- Other than the tourism quasi-sector 209 42,228 7,861 50,298
Gross carrying amount 1,141 109,772 15,676 126,589
Stage 1  Stage 2 Stage 3 Total

LT AV To (U= PO (10) (127) (176) (313)
Companies ........ccceeeeeeennns . (1) (4114) (4,147) (8,262)
- In the tourism quasi-sector - (2,787) (1,888) (4,675)
- Other than the tOUNSM QUASI-SECION.........uuiiiiiie ettt e e (1) (1,327) (2,259) (3,587)
Expected credit losses (11) (4,241) (4,323) (8,575)

47. Assets obtained by taking possession of collateral

Details of non-financial assets obtained by the Group during the period by taking possession of collateral held as security against loans.

31.3.2021 31.12.2020

(o] oT=T 0y VA= TaTo l F=T oo O OO T OO PSP OO PP TP P OPPPPPI 46 1,754
Industrial equIPMENt AN VENICIES .......cooiiiiiiiiie ettt e e e et b et e e e e e s s bbb e e e e e e e sabee e e e e e anneneeas 40 86
Total 86 1,840

The Group pursues realisation of the collateral in an orderly manner. The Group does not generally use the non-cash collateral for its own

operations.
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48. Write-offs

When the Group has no reasonable expectations of recovering a credit exposure or when it is uneconomical to pursue legal collection, the
financial asset is written off. A write-off does not change the debt obligation which is therefore still subject to enforcement activity. Any
recoveries of amounts previously written off are credited to the income statement.

Gross carrying amount written off and still subject to enforcement activity 2021 2020
1.1-31.3 1.1-31.3

INAIVIAUALS ..ottt ettt e e a bt e o ettt e et bt e o ekt e e o2k et e oo h ke e e ok bt e e hb e e e en kb e e e am b et e embe e e e anbeeennbeeeantneeean 49 128
(Of0] 1] o =T 1=2 S P PO T TP PSP PO PR PPRTOPPPPPPPRIN 153 72
Total 202 200

49. 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 the year are not audited, the official capital is based on reviewed own fund items at 31
December 2021. O

The exposure is evaluated both before and after credit risk mitigating effects. After mitigating effects, the Group currently has one large
exposure. 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 2021

Groups of connected clients: Before After
(1o U o 0 RO ST O PP PR PP 66% -
(] (0 o 2 PSP 10% 10%

At 31 December 2020

Groups of connected clients: Before After
(1o 0 o 0 PO P PP O PP TR PP 65% -
(] (0 o 2 PSPPSR 13% 10%
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50. 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.

51. 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 of the Central Bank's guidelines no. 2/2010 on best practices in liquidity management and liquidity coverage
ratio rules no. 266/2017.

The following tables show the NSFR and the LCR for the Group at the end of March 2021 and at year-end 2020.

Net stable funding ratio 31.3.2021 31.12.2020

o g U o0 () (ol [T PSSP 119% 123%
FOTBIGN CUITEINCIES ...ttt ettt ekttt e ettt a e a e e ettt oo a et e 1a et e ekttt e e ettt e ettt e e bt e e e e na e e e bneeeeanes 182% 179%
Liquidity coverage ratio 31.3.2021 31.12.2020
(o] -V oW 1 (=] g Tod = O RER PR 172% 196%
Do) ToTS] (ol ol U] (=T o (o3 YA PP RS OTRPPUPRN 93% 95%
FOTBIGN CUITEINCIES ...ttt ettt ettt a e h e oottt e e e et o1 et e et bt e e et et e ettt e e be e e e nna e e e bneeeeanns 235% 463%

At 31 March 2021

For all currencies

Domestic currency

Foreign currencies

Unweighted  Weighted Unweighted  Weighted Unweighted Weighted
Liquid assets Vel 1 ..o 167,331 167,331 139,187 139,187 28,144 28,144
Liquid assets level 2 32,156 8,128 31,869 8,128 287 -
Total liquid assets 199,487 175,459 171,056 147,315 28,431 28,144
DEPOSIES ettt 140,607 480,014 114,757 71,890 25,850
Debt issued ...... 16,082 971 971 15,110 15,110
Other outflows 59,092 86,789 52,227 29,931 6,865
Total outflows 684,706 215,781 567,774 167,955 116,931 47,825
Short-term deposits with other banks** ............cccooiiiiien 102,665 100,741 2,077 2,077 100,588 98,665
Other INFIOWS ......oeiiiiiiei e 29,472 13,093 19,396 6,831 10,076 6,262
Restrictions on iNfIOWS ...........ooiiiiii e - - - - (22,966) (69,058)
Total inflows 132,137 113,834 21,473 8,908 87,698 35,869
Liquidity coverage ratio 172% 93% 235%
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51. Contd
At 31 December 2020 For all currencies Domestic currency Foreign currencies
Unweighted  Weighted Unweighted  Weighted Unweighted Weighted
Liquid assets 1eVel 1 ... 182,104 182,104 138,078 138,078 44,027 44,027
Liquid @sSets 1eVel 2 .......coouiiiiiiiiiie 14,648 2,941 14,470 2,941 178 -
Total liquid assets 196,752 185,045 152,548 141,019 44,205 44,027
(D=7 oo 1] £ TP UPPR PP 542,123 147,611 472,073 120,974 70,049 26,636
DEDE ISSUBT ..ot 2,271 2,271 47 47 2,225 2,225
Other outflows 99,949 44,756 68,500 35,605 31,449 9,151
Total outflows 644,343 194,638 540,620 156,626 103,723 38,012
Short-term deposits with other banks** ............ccccooviiiiiie, 88,495 88,328 2,077 2,077 86,419 86,252
Other INFIOWS ......eeeiiiiiiiee e 29,842 11,981 21,342 6,221 8,500 5,760
Restrictions on iNfIOWS ..........oocuiiiiiiiiiiie e - - - - (17,126) (63,503)
Total inflows 118,337 100,309 23,419 8,298 77,793 28,509
Liquidity coverage ratio 196% 95% 463%

*Level 1 liquid assets include cash and balances with the Central Bank, domestic bonds 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.

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 2021 . .
are stable (%) Stable (%) deposits  deposits
L] | PSPPSR 129,481 14% 248,146 5% 76,883 454,510
Operational relationShips ... 2,762 25% - 5% - 2,762
(@] o o] - L1 o] 1 S 89,025 40% 2,213 20% 23,583 114,821
Sovereigns, Central Bank and public sector entities ............cccccoecuvveeenn. 8,993 40% 1,170 20% 21,142 31,305
PeNSION fFUNAS .....eieeeecee e 34,344 100% - - 23,671 58,015
Domestic financial entities .............ccocvviiiiiiiiiii e, 32,228 100% - - 23,573 55,801
Foreign financial Nntities .........cccevrviiiieeiiiee e 3,542 100% - - 9,384 12,926
Total 300,375 251,529 178,236 730,140

Deposits maturing within 30 days

Less Weight Weight Term Total

At 31 D ber 2020 . .
ecember stable (%)  Stable (%)  deposits  deposits
L] | PSPPSR 120,510 14% 247,625 5% 75,971 444,106
Operational relationShips ..o 3,155 25% - 5% - 3,155
COIPOTALIONS ...ttt 77,705 40% 1,959 20% 24,965 104,629
Sovereigns, Central Bank and public sector entities ............c.cccccuvveeee.. 6,340 40% 1,174 20% 934 8,448
Pension FUNAS .......ocoiiiii e 39,105 100% - - 23,754 62,859
Domestic financial entities .............ccovviiiiiiiiii 38,284 100% - - 41,647 79,931
Foreign financial entities 6,266 100% - - 9,819 16,085
Total 291,365 250,758 177,090 719,213
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52. Maturity analysis of assets and liabilities

The following tables show the maturity profile of the Group's financial assets and the undiscounted cash flows of its financial liabilities.

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 while for bonds and debt instruments held for trading the maturity classification is based on the
estimated liquidation time of the asset.

The tables show undiscounted 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.

The following tables also show 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.

At 31 March 2021 Carrying On Upto3 3-12 1-5 Over No
amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank ............. 88,748 55,043 32,424 - - 1,281 - 88,748
Loans to credit institutions ................... .. 103,333 49,300 54,021 12 - - - 103,333
Bonds and debt instruments .. 103,627 - 21,034 25,949 50,102 6,542 - 103,627
Loans t0 CUSTOMENS ........eveveviveieiiiiiiiireeieeeeeeeens 1,029,415 2,601 79,822 99,037 320,695 527,260 - 1,029,415
Shares and equity instruments ..............c.c....... 25,763 - - - - - 25,763 25,763
Other financial assets .........cccccceeiiiiieieeeeeinns 16,298 14,916 761 613 8 - - 16,298
Total financial assets 1,367,184 121,860 188,062 125,611 370,805 535,083 25,763 1,367,184
Deposits from CB and credit institutions 31,565 5,382 5,974 21,633 - - - 32,989
Deposits from customers ............ccoccveeevveeennnn. 698,575 559,837 72,481 49,237 24,748 27,090 - 733,393
Debt issued and other borrowed funds ............ 398,225 - 3,431 52,027 342,259 103,658 - 501,375
Subordinated 10ans ..........cccceeeeiiiiiiieee . 25,259 - 174 439 3,118 28,045 - 31,776
Other financial liabilities: 28,076 1,704 1,313 1,783 2,123 - - 6,923
Lease liabilities ........cooocveeeeiiiiiiiiee s 3,892 123 369 1,783 2,123 - - 4,398
Other liabilities ..........ccooveeiiiiinee 24,184 1,581 944 - - - - 2,525
Total financial liabilities 1,181,700 566,923 83,373 125,119 372,248 158,793 - 1,306,456
On Upto3 3-12 1-5 Over No

demand months  months years 5 years maturity Total

Gross settled derivatives
INFIOW .o, - 72,066 31,468 13,685 - - 117,219
Outflow - (77,412) (31,281) (12,058) - - (120,751)
Total - (5,346) 187 1,627 - - (3,532)
Net settled derivatives ...........ccooueieiiiiiiniiiiiee e - 401 - - - - 401
Total derivative financial assets - (4,945) 187 1,627 - - (3,131)

Gross settled derivatives
INFIOW e, - 94,860 49,817 40,588 - - 185,265
OULFIOW e - (93,203) (51,462) (43,923) - - (188,588)
Total - 1,657 (1,645) (3,335) - - (3,323)
Net settled derivatives ..........ccccoeevveeeeeeiiiiieee e - (4,273) - - - - (4,273)
Total derivative financial liabilities - (2,616) (1,645) (3,335) - - (7,596)
Total net financial assets and financial liabilities (445,063) 102,360 2,324 3,519 376,289 25,763 65,192
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52. Contd
At 31 December 2020 Carrying On Upto3 3-12 1-5 Over No
amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank 78,948 29,600 48,060 - - 1,288 - 78,948
Loans to credit institutions ................. 89,920 46,102 43,818 - - - - 89,920
Bonds and debt instruments 128,216 - 38,169 34,776 48,047 7,224 - 128,216
Loans to CUStOMErS ........ccevvvvveveieieennns 1,006,717 2,562 81,090 96,084 334,520 492,461 - 1,006,717
Shares and equity instruments ..............ccc...... 14,851 - - - - - 14,851 14,851
Other financial assets ...........c.cccccouee. 3,692 2,483 560 643 6 - - 3,692
Total financial assets 1,322,344 80,747 211,697 131,503 382,573 500,973 14,851 1,322,344
Deposits from CB and credit institutions 39,758 6,073 20,044 10,278 3,368 - - 39,763
Deposits from customers .................... 679,455 539,932 65,532 56,764 23,409 27,016 - 712,653
Debt issued and other borrowed funds 387,274 - 12,677 31,569 327,003 93,434 - 464,683
Subordinated loans ............................. 27,194 - 176 477 3,096 29,903 - 33,652
Other financial liabilities: 9,721 3,570 1,453 1,227 1,783 2,123 - 10,156
Lease liabilities 3,962 - 123 369 1,783 2,123 - 4,398
Other liabilities 5,759 3,571 1,330 858 - - - 5,759
Total financial liabilities 1,143,402 549,575 99,882 100,315 358,659 152,476 - 1,260,907
On Upto3 3-12 1-5 Over No

demand months  months years 5 years maturity Total

Gross settled derivatives
INFIOW <. - 41,288 46,627 39,643 - - 127,558
OULFIOW ... - (138,823) (45,090) (36,516) - - (120,429)
Total - 2,465 1,537 3,127 - - 7,129
Net settled derivatives ...........ccccooveiiiiiiiniiec e, - 90 - - - - 90
Total derivative financial assets - 2,555 1,537 3,127 - - 7,219

Gross settled derivatives
INFIOW e e - 29,311 18,714 29,943 - - 77,968
OULFIOW . - (30,236) (20,113) (33,957) - - (84,306)
Total - (925) (1,399) (4,019 - - (6,338)
Net settled derivatives ..........ccoooueieiiiiiiiiiiiiee e - (1,752) - - - - (1,752)
Total derivative financial liabilities - (2,677) (1,399) (4,014) - - (8,090)
Total net financial assets and financial liabilities (468,828) 117,047 34,124 31,055 348,497 14,851 76,746
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52. Contd

Off-balance sheet liabilities

The following tables show the amount of contractual obligations of off-balance sheet liabilities 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

At 31 March 2021 demand months  months years 5 years maturity Total
Financial guarantees ...........ccccovvuiieieieiiiiiiiiee e 18,278 - - - - - 18,278
Undrawn loan commitments ...........cccccveeeeeiiiiieeeecseciiieeeenn, 60,541 - - - - - 60,541
Undrawn oVerdrafts .............eevveeeiiiieiiiiiiiiiieieeeeeeeeeeeeeeeeeeee 58,280 - - - - - 58,280
Credit card COMMItMENTS ........ovvveeiiiiiiiee e 33,851 - - - - - 33,851
Total off-balance sheet liabilities 170,950 - - - - - 170,950
At 31 December 2020

Financial guarantees ......... 23,189 - - - - - 23,189
Undrawn loan commitments ...........cccccveeeeeviiiieeeeeeecciiieeeenn, 40,026 - - - - - 40,026
Undrawn oVerdrafts .............eeeeveeeieieiiiiiiiiiiiieieeeeeeeeeeeeeeee 56,746 - - - - - 56,746
Credit card COMMItMENTS ........cevveiiiiiiiieeee e 32,427 - - - - - 32,427
Total off-balance sheet liabilities 152,388 - - - - - 152,388

53. 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, CPl-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.

54. 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.
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54. Contd

Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing and Construction Authority 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 16 since netting between short and long positions is not applied here.

31.3.2021 31.12.2020
Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INOEXEM ...t 4,222 1.93 (0.81) 4,103 1.87 (0.77)
NONMANAEXEM ...t 64,528 0.82 (5.30) 86,829 0.66 (5.70)
Total 68,750 0.89 (6.11) 90,932 0.71 (6.47)
31.3.2021 31.12.2020
Trading bonds and debt instruments, short positions MV Duration BPV MV Duration BPV
[[9T0[=5 Yo [ U PUPPRPTR 5 2.00 - 224 6.00 0.12
NON-INAEXE ... 136 5.00 0.07 351 5.00 0.17
Total 141 4.89 0.07 575 5.39 0.29
Net position of trading bonds and debt instruments 68,609 0.88 (6.04) 90,357 0.68 (6.18)

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 2021

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ..ot (1) (98) 188  (2,844) 4,206 (1,042) 409
ISK, NON-INAEXEA .....oovvieeiieiiee e (32) (14) (59) (1,201) 278 (5) (1,033)
EUR oot 25 (101) (793) 911 - (1) 41
] L PP PPPPPPPPPNt 21 - - - - - 21
USD oottt 1 12 - - - (1) 12
(@] 1 ) SRS 11 (5) - (9) - (6) 9)
Total 25 (206) (664) (3,143) 4,484 (11,055) (559)
At 31 December 2020

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
LIS SO o 1= =T S - (108) 236 (2,554) 4,388 (1,232) 730
ISK, NON-INAEXED ......vvoveeeereeeeeeeee e eeen s s (13) (28) (43) (945) (218) (4 (1,251)

60 (58) (34) 123 - (1) 90

(5) - - - - - (5)

27 - - - - (1) 26

(2) (12) - (8) - (6) (28)
Total 67 (206) 159 (3,384) 4,170 (1,244) (438)
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55. 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.

Series C preferred shares in Visa Inc., which the Group holds, are included in the currency imbalance even though the shares are classified as held for sale.

At 31 March 2021 Other foreign  Total foreign

EUR uUsbD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ..................... 596 281 143 39 15 55 57 99 29 126 1,440
Loans to credit inStitutions ...........ccceeeeviciiieeee e 31,232 29,043 1,981 292 198 12,270 24,784 515 143 37 100,495
Bonds and debt instruments ...........ccoceeiciiniiiiinnnnn. 14,095 3,789 9 - - 2,896 5,924 - - - 26,713
LOANS 10 CUSTOMEIS .....vvvviiiviiiieieieieieeereeeeeeeeeeeaneneaes 126,090 33,960 1,136 989 3,039 72 3,215 2,760 3,752 26 175,039
Shares and equity iNStruments ............c.coceevcveennnen. 134 1,502 339 - - 191 5 - - - 2,171
Other ASSELS ..uvvviieieiiiiiiiie e 3,506 475 2 - - 67 - - - - 4,050
Total assets 175,653 69,050 3,610 1,320 3,252 15,551 33,985 3,374 3,924 189 309,908

Deposits from credit institutions 8,501 529 25 - - - 8 1 - - 9,064
Deposits from CUSTOMErS ........ccoceieiiiieeiiieeeiiieens 33,258 27,726 4,910 438 320 958 2,952 1,829 417 29 72,837
Derivative instruments and short positions .............. 1 - - - - 9 - - - - 10
Debt issued and other borrowed funds .................... 135,690 - - - - 38,368 34,165 - - - 208,223
Subordinated 10aNnSs ...........cccccoovviiii - - - - - 25,259 - - - - 25,259
Other liabilities .........ccccooiiiiiiiiee e 1,674 462 1 - - 42 - - - 70 2,249
Total liabilities 179,124 28,717 4,936 438 320 64,636 37,125 1,830 417 99 317,642
Net on-balance sheet position (3,471) 40,333 (1,326) 882 2,932 (149,085) (3,140) 1,544 3,507 90 (7,734)
Net off-balance sheet position 3,992 (37,293) 1,433 (887) (2,922) 49,037 3,056 (1,533) (3,519) (59) 11,305
Net position 521 3,040 107 (5) 10 (48) (84) 11 (12) 31 3,571
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At 31 December 2020 Other foreign  Total foreign

EUR USD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank 779 281 148 45 17 54 56 101 31 119 1,631
Loans to credit institutions ................. 28,586 44,519 1,301 422 248 880 9,487 415 375 100 86,333
Bonds and debt instruments ........ 25,052 3,932 7 - - 3,894 11,195 - - - 44,080
Loans to CUStOMErS ..........cevvveeees 127,317 31,584 1,160 521 3,330 84 3,215 2,788 7,468 29 177,496
Shares and equity instruments 32 1,551 338 - - 152 32 - - - 2,105
Other aSSets .......coccvviiiiiiiiii e 606 124 - - - 34 - - 3 - 767
Total assets 182,372 81,991 2,954 988 3,595 5,098 23,985 3,304 7,877 248 312,412
Deposits from credit inStitutions ...........ccccceeeviieeennes 10,958 788 23 - - - 1 - - - 11,770
Deposits from CUSIOMErS ........c.eeeeeiiiiiiiiieee e, 26,757 30,607 3,917 517 386 1,017 3,132 2,277 392 20 69,022
Derivative instruments and short positions .............. - - - - - 9 - - - - 9
Debt issued and other borrowed funds ................... 143,255 - - - - 38,589 21,169 - - - 203,013
Subordinated loans - - - - - 27,194 - - - - 27,194
Other abilities .......ccoeeiiiiiiiiie e 415 114 - - - 19 - 29 1 - 578
Total liabilities 181,385 31,509 3,940 517 386 66,828 24,302 2,306 393 20 311,586
Net on-balance sheet position 987 50,482 (986) 471 3,209 (61,730) (317) 998 7,484 228 826
Net off-balance sheet position 463 (46,840) 920 (484) (3,198) 61,672 268 (829) (7,468) (276) 4,228
Net position 1,450 3,642 (66) (13) 11 (58) (49) 169 16 (48) 5,054
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56. 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 251 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease,
other risk factors held constant.

31.3.2021 31.12.2020

BoNdSs and deDt INSIIUMEBNLS .......uuiiiiiiiiiiiiiiiiiiii ittt e e e e e e e e ee e e e e e e e eeeeaeeeeeaeaaetaaaaaaaaeaeaeaaaeaaaaaaaaaaaans 4,927 4,684
[0 T g E N (o I oAU ] (0] 1 =] £ PSPPI 264,165 268,062
Total CPI-linked assets 269,092 272,746
DEPOSILS fTOM CUSIOMEIS ......iiiiiiieiiiii ettt ettt ettt et e e bt e e bt e e e abb e e e bt e e e anbeeeanbb e e e anb e e e anbeeeannnes 92,404 90,353
Debt issued and other borrowed funds .. 135,527 136,487
Off-bDalanCe SHEEL EXPOSUIES ......couiiiiiiiie ettt et et e e sttt e bb e e e e nbe e e sbbeeeanbeeean 16,025 19,725
Total CPI-linked liabilities 243,956 246,565
CPl imbalance 25,136 26,181

57. 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.

58. Capital management

The following tables show the capital base, the risk exposure amount, the resulting capital ratios, and the leverage ratio for the Group at
31 March 2021 and 31 December 2020.

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.

EU regulation no. 2017/2395 regarding transitional arrangements for mitigating the impact of the introduction of IFRS 9 on own funds, was
ratified into Icelandic law in May 2020. The regulation allows for the phasing in of capital impacts due to IFRS 9, allowing institutions to
include a predefined level of provisions as part of CET1 capital. islandsbanki has elected to make use of the transitional arrangements,
which will add I1SK 3.8 billion to CET1, corresponding to an increase of 40 basis points 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 of the Central Bank, applicable as of 22 September 2020,
the overall capital requirement is 17.0%. 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%.
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31.3.2021 31.12.2020
CET1 capital

OrdinNAry SNAre CAPITAL .........eieiiiiieiiie ettt ettt e e et e e e st et e sabe e e e bb e e e nbeeesbeeeennnee 10,000 10,000
Share premium . 55,000 55,000
RESEIVES ...ttt e oottt e oot e e e e e e e e e e e e e et e e e n e e e e e e reeee s 6,353 6,181
RELAINEA BAININGS ... .itiiiiie ettt e ettt e e e s e bbbt e e e e e s ttb e e e e e e e s s bbe e e eee e s nbbbeeaeeeesnbsbeeeeeesannbeseeeeeaantnneen 113,335 113,529
Non-controlling interests ..........ccccceevvnenne 783 1,494
IFRS 9 reversal due to tranSIitioNal FUIES ..........evviiiiiiiiiiiiieeeeeeeeeee e 3,853 5,164
Fair value changes due to own credit StANING .........c.uiiiiiiiiiii e 434 238
Expected or proposed divIdeNd PAYMENT ..........iiiiiiiiiiiie e (1,725) -
LI D L= PP RTPUPRO (1,087) (259)
INEANGIDIE ASSELS ...ttt (3,357) (3,478)
Total CET1 capital 183,589 187,869
Tier 2 capital
Qualifying SUDOIAINALEA I0BNS .....ccoviiiiiiii ettt e e st ee e ab e e e b e e e aebeeeanens 25,259 27,194
Total capital base 208,848 215,063
Risk exposure amount
Rl (V10 (o I ol (Yo [1 A 111 851,309 830,141
e (V1R (oI F: 1y A 1] PRSPPI 17,447 16,626
Market risk, trading DOOK .........coueeiiiiiiiii et e e e et e e e e e et e e e e e et r e e e e e e nrereeaeean 14,062 11,306
(0T 1oV P PR PP PP 3,385 5,320
- due to credit valuation AdjUSTMENT ........oiiiiiiiiie ettt e et e e e e e sttt e e e e s s nbereeeeeeannnneeeens 930 1,728
- AU 10 OPEIALIONAI TISK ....eiiiiiieiieie ettt ettt ettt e et e e et e e an e e e e anb e e e snbeeesbneeenn 85,026 85,026
Total risk exposure amount 954,712 933,521
Capital ratios
B 1= g T =T NS 19.2% 20.1%
I c= U or= To] 1 =1 I = i [o TSP P PP ORUPPPPUTN 21.9% 23.0%
Leverage ratio
Exposure amount
ON-halanCe SNEEL EXPOSUIES ........ieiiiiieieiit ittt e sttt e e e e bbb et e e e e e s bbb e e e e e e e ssbee e e e e e aannbeeeeeeeaanneneeeeeaaanes 1,378,255 1,333,807
Off-DAlANCE SNEEL EXPOSUIES ....cceiiiieiiie ettt e et e e e e et e e e e e s sttt e e e e e s ssteeeaeeaanteaeaeeeaasnssteeaeeesnsnseneeaenans 68,366 41,067
Derivative exposures 6,611 9,922
Leverage ratio total exposure measure 1,453,232 1,384,797
LIS g A T o = LSRR 183,589 187,869
Leverage ratio 12.6% 13.6%
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