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islandsbanki Factsheet 2Q20 ~—

islandsbanki
Our profile Our bank
islandsbanki is a universal bank and a leader in financial services in Q O Number of New
Iceland with a history of 145 years of servicing key industries. The 12 jE— f S ) FTEsat unified
Bank has a 25-40% market share across all domestic business Islandsbani banking

branches n—n atperiod end app
segments. 7 5 =

islandsbanki's purpose is to move lceland forward by empowering
our customers to succeed. Driven by the vision to be #1 for service, .
Islandsbanki's relationship banking business model is propelled by Market share

three business divisions that manage and build relationships with the o o) o
33% 35% 34%

islanglsbanki has developed a wide range of online services such as individuals SMEs large companies
the Islandsbanki and Kass apps, enabling customers to do their
banking anywhere and anytime. At the same time, the Bank
continues to operate the most efficient branch network in Iceland Credit rating
throughiits strategically located 12 branches. T
9 giealy S&P Global BBB/A-2

islandsbanki has a BBB/A-2 rating from S&P Global Ratings. Rati ngs Stable outlook
Return on equity Profit (loss) after tax Cost / income ratio
(ISKm)
2120 2,086 62.9% 62.9% N
49%  47% 1659 565% 56.3% 57.5%
l l 37% 28% 1,245
-3.0% -1,376
2Q19  3Q19  4Q19  1Q20  2Q20 2Q19  3Q19  4Q19  1Q20  2Q20 2Q19  3Q19  4Q19  1Q20  2Q20
Total assets Loans to customers Number of FTEs at islandsbanki
(ISKbn) (Sector split as of 30.06.20) (Excluding seasonal employees)
Other
N o o 10%
741% 740% 737% 72.6% 70.8% Industrial and Individuals 806 784 749 746 735
transport 38%
9%
Real estate ISK933bn
16%
Seafood
30.06.19 30.09.19 311219 31.03.20 30.06.20 14% Commerce and services 30.06.19 30.09.19 311219 31.03.20 30.06.20
REA / total assets 13%
Loans to customers Leverage ratio Total capital ratio
(ISKbn)

145.2% 149.0% 1455% 142.6% 13709,

30.06.19 30.09.19 311219 31.03.20 30.06.20 30.06.19 30.09.19 311219 31.03.20 30.06.20 30.06.19 30.09.19 311219 31.03.20 30.06.20
e Customer loans to customer deposits ratio

9 o 224% % 222%
13.4% 214%  21.4% 21.9% o

134% 136% 142% 1359

The information above has not been reviewed or audited by the Bank's auditor.
*Based on Gallup survey regarding primary bank.
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Directors' Report

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

Operations in the reporting period

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

The Group reported a loss from its operations for the reporting period amounting to ISK 131 million. At the end of the reporting period the
Group employed 980 full-time members of staff, including 735 within the Bank itself and 210 employees of disposal groups held for sale.

The Bank concluded the sale of its shares in Borgun hf. on 7 July 2020. The equity stake in Borgun hf. is accounted for as an asset held
for sale in the first half year accounts. The impact on the income statement is shown in a single line as discontinued operations and
comparative figures in the Directors' Report have been restated. The sale will be accounted for in the third quarter and will have a limited
impact on the Bank's operations and capital position.

The Group's earnings in the first half of 2020 were heavily affected by the economic crisis relating to the COVID-19 pandemic. After a loss
of ISK 1,376 million in the first quarter, the Group did however return to profitability in the second quarter, with 1,245 million in positive
earnings. As a result of COVID-19, expected credit losses increased substantially from 2019. In line with IFRS 9 the Bank has transferred
almost all of its exposures to the tourism industry from Stage 1 to Stage 2 and updated its economic forecasts. As well as factoring in the
impact on Government programmes to mitigate the impact of the pandemic. Although, Iceland has started to lift its travel restrictions,
substantial uncertainty remains with regards to developments in the economy and thereby the Bank's impairments going forward. The
Bank had a negative impairment charge of ISK 5.9 billion in the first half. In addition to that, the Bank experienced losses in its net financial
income of ISK 1.9 billion.

Net interest income rose by 2.9% between years, where the lower interest environment is starting to have a material impact on earnings
through lower deposit margins and returns on the Bank's liquidity portfolio. Net fee and commission income was down by 11.2%, mainly
due to less economic activity. Salaries and related expenses were down by 6.4% between years as a result of FTE reductions in 2019,
while other operating expenses decreased by 7.8%.

The Group's loan book grew by 3.7% in the period, which can be contributed to strong demand for mortgages and the depreciation of the
Icelandic kréna. The Bank's ratio of non-performing loans rose from 3.0% to 3.6%. However, Stage 2 loans under IFRS 9 did increase
from 2.6% to 13.4% since year-end 2019 as the credit risk related to loans to the tourism industry was deemed to have materially increased
due to the COVID-19 pandemic.

Customer deposits increased by 10.2% from year-end 2019 with the largest increase in Corporate and Investment Banking as a result of
a large increase in deposits from pension funds. Bond issuance was modest in the quarter and only relating to regular covered bond
auctions. The Bank did however buy back some of its outstanding bonds as a part of its balance sheet management. The liquidity position
of the Bank remains robust, with limited maturities in 2020 and therefore the need for issuance in foreign currency this year is minimal.
The Bank is also very well capitalised, with a total capital ratio of 22.2% at the end of the period, compared to a 17% regulatory requirement,
which was lowered as the counter-cyclical buffer was reduced from 2.0% to zero as a result of the economic slowdown.

The COVID-19 pandemic significantly impacted the operations of the Bank for the first half. Most of the headquarters employees worked
from home for a large part of the second quarter and customer access to branches was restricted for a period of time. Despite these
unusual circumstances, the Bank has managed to be close to fully operational. The main focus onwards will be to continue to help and
support our customers through the difficulties in the months ahead as the full impact of the pandemic will materialise.

The Bank continues to make good progress in terms of enhancing services in the digital channels and is seeing a strong shift toward those
channels from the traditional ones. In the past year visits to branches has declined by as much as 70%. Concurrent with these changes,
the branches at H6fdi and Grandi have been merged with the Laugardalur branch. After the merger, the Bank will operate three branches
in the capital area.

Outlook

The Icelandic economy has started on a gradual path to normalisation after the initial impact of the COVID-19 pandemic. Containment
measures have been eased considerably and everyday domestic activity is mostly back to normal as new infections have fallen to a very
low level. Following a period of virtually no tourist visits from mid-March through mid-June, foreign tourists are once more travelling to
Iceland, albeit on a much smaller scale than in recent years. The goods export sector has also been impacted by the pandemic, as have
some domestic demand-related sectors. Unemployment has increased considerably and averaged 7.5% of the workforce in the first half
of the year.

islandsbanki hf. Condensed Consolidated Interim
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Directors' Report

The setback in exports, private consumption and private investment is unavoidably going to translate to a considerable fall in GDP in
2020.The negative economic impact will, however, be mitigated by a significant contraction in imports as well as a boost to public
investment. Icelandic authorities have introduced a range of measures to soften the economic impact of the pandemic, ranging from
targeted assistance for affected businesses to broader fiscal stimulus and considerable easing of financial and monetary conditions. The
duration of the economic setback will hinge on how rapidly travel conditions normalise and economic activity resumes on a global scale.
Assuming fading impact from COVID-19 throughout the second half of 2020, there is a good probability of a return to healthy GDP growth
in 2021.

The Bank's financial position remains strong, with regards to capital and liquidity and therefore well placed to support its customers in this
ongoing turbulent economic environment. Profitability will be adversely affected in 2020 as a result of increased impairments, fall in security
prices and lower interest rate environment. The Bank will however strive to get back on track to reach its profitability targets from 2021
onwards.

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 30 June 2020 have been prepared on a going concern basis in accordance
with the International Accounting Standard (IAS) 34 Interim Financial Reporting as adopted by the European Union; the Act on Annual
Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions, where applicable.

To the best of our knowledge, these interim financial statements provide a true and fair view of the Group's operating profits and cash
flows in the reporting period and its financial position as of 30 June 2020.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 30 June 2020.

Képavogur, 29 July 2020

Board of Directors:

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

Ami Stefansson

FIoki Halldérsson

Frosti Olafsson

Gudrun borgeirsdattir

Chief Executive Officer:

Birna Einarsdoéttir

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first half 2020



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 June 30, 2020 which comprise of the Consolidated Interim Statement of Financial Position as at June 30, 2020 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 six months ended 30 June 2020 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.

Emphasis of Matter

We draw attention to Note 2 to the Condensed Consolidated Interim Financial Statements which describes the uncertainty related to the
financial impacts of the COVID-19 pandemic on the measurement of the Group’s exposures. Our conclusion is not modified in respect of
the matter.

Reykjavik, 29 July 2020

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

islandsbanki hf. Condensed Consolidated Interim
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Consolidated Interim Income Statement

2020 2019 2020 2019

Notes 1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6
INEEIEST INCOME™ ... 28,598 32,123 14,953 17,117
INEIEST EXPENSE ..ottt ettt e e e et e e e e aaes (11,790) (15,782) (6,725) (8,713)
Net interest income 11 16,808 16,341 8,228 8,404
Fee and commisSiON INCOME .........ocoeiiiiieieie e 5,385 5,867 2,622 2,995
Fee and COMMISSION EXPENSE .......coouiiiiiiiiiiiiieeiiie ettt (587) (462) (315) (237)
Net fee and commission income 12 4,798 5,405 2,307 2,758
Net financial INCOME (EXPENSE) ......ueiiiiiiiiiiieeiiie ettt 13 (1,919) 622 (181) 180
Net foreign exchange gain (I0SS) ........eueiueieiiiiiiiiie e 14 263 (136) 208 (15)
Other operating income 15 90 1,168 71 27
Other net operating income (1,566) 1,654 98 192
Total operating income 20,040 23,400 10,633 11,354
Salaries and related EXPENSES .........ocoiiiiiiiiiieiieie e 16 (6,694) (7,153) (3,447) (3,689)
Other Operating EXPENSES .......cccuuiiiiiiieiiiiee et et sbee et 17 (4,869) (5,280) (2,424) (2,531)
Contribution to the Depositors' and Investors' Guarantee Fund (475) (510) (247) (198)
2= 0] G v= G PRSP RTOPPRTUUPPRNE (758) (1,814) (399) (934)
Total operating expenses (12,796) (14,757) (6,517) (7,352)
Profit before net impairment on financial assets 7,244 8,643 4,116 4,002
Net impairment on financial @SSEtS ...........oocoveiiiiiiiiie e 18 (5,929) (1,809) (2,439) (902)
Profit before tax 1,315 6,834 1,677 3,100
INCOME TAX EXPEINSE ....eviieiiiii ettt ettt et e et e et e e snbeeeaneeas 19 (888) (1,922) (119) (726)
Profit for the period from continuing operations 427 4,912 1,558 2,374
Discontinued operations, net of INCOME taX .........cccceviriiiiniieeiiee e 20 (558) (203) (313) (254)
Profit (loss) for the period (131) 4,709 1,245 2,120
Profit (loss) attributable to:
Shareholders of Islandsbanki hf. ..............cccoceiiriririeiieieeecee e, 171 4,919 1,422 2,268
Non-controlling interests (302) (210) (177) (1148)
Profit (loss) for the period (131) 4,709 1,245 2,120
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of [SIaNASDANKI hif. ..........c.cccciiiriiiiiereieieeec e 21 0.07 0.51 0.17 0.25

*Of which interest income amounting to ISK 27,526 million (2019: ISK 30,820 million) is calculated using the effective interest method.

Comparative figures have been restated as the subsidiary Borgun hf. has been classified as disposal group held for sale and as

discontinued operations (see Note 4).

The half-year results were reviewed by the Bank's auditor. The quarterly statements and the split between quarters were not reviewed or

audited by the Bank's auditor.

The notes on pages 12 to 60 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Profit (I0SS) fOr the PO ..........eveeeceeeeeeeeeee e e et (131) 4,709 1,245 2,120
Iltems that will not be reclassified to profit or loss

Changes in fair value of financial assets, net of tax .........cccceeveeineiinieenineen. (913) 893 (604) 379

Changes in fair value of financial liabilities, net of tax ..........cccccevviiiiiiiennn. 819 (831) (346) (336)

Other comprehensive income (expense) for the period, net of tax (94) 62 (950) 43

Total comprehensive income (expense) for the period (225) 4,771 295 2,163

The half-year results were reviewed by the Bank's auditor. The quarterly statements and the split between quarters were not reviewed or
audited by the Bank's auditor.

The notes on pages 12 to 60 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 30.6.2020 31.12.2019
Assets
Cash and balances with Central Bank ...........ccccccoeeiiiiiiiiieeiiiiiieeee e 22 103,569 146,638
Loans to credit institutions ...................... 23 70,307 54,376
Bonds and debt instruments 6 140,422 52,870
DEIIVALIVES ...ttt ettt e e s et e e e ba e e s bt e e e nnbeeeaaes 24 6,366 5,621
LOANS 10 CUSIOMIEIS . .oviiiiiie ettt ettt e e e e e et e e e e e ea e e e e aaeaaes 25 933,320 899,632
Shares and equity iINSTIUMENTS .........coiiiiiiiiiieiiiie e 6 10,943 18,426
INVESTMENLS IN @SSOCIALES ......eiiiiiiiiiiiiciie e 750 746
Property and EqUIPIMENT ..........ooiiiiiiiiie e 27 7,549 9,168
INtANGIDIE ASSELS ... 3,667 4,330
OFhEr @SSELS ....eeiiiiiiiiiie et bb e e s 28 6,370 6,608
Non-current assets and disposal groups held for sale ..........c.cccccovviiinieennn. 29 19,993 1,075
Total Assets 1,303,256 1,199,490
Liabilities
Deposits from Central Bank and credit inStitutions ............ccccveeviiieiiicinnnenn. 30 35,461 30,925
DepOSitS frOM CUSIOMEIS ......coiiiiiiiiiie ittt 31 681,223 618,313
Derivative instruments and short positions .... 24 7,519 6,219
Debt issued and other borrowed funds ...........ccccooiiiiiiiieiiie e 33 321,803 306,381
Subordinated [0aNS .........oooooiiiiiii e ————— 34 25,834 22,674
TaX ADIIIIES ..ot 6,438 7,853
Other IADIlItIES .....c.veeriieeiie e 36 29,935 27,063
Non-current liabilities and disposal groups held for sale ...........c.cccccoeeviieennnn. 29 15,321 -
Total Liabilities 1,123,534 1,019,428
Equity
Share capital .... 10,000 10,000
Share premium 55,000 55,000
RESEIVES ...t e e e e e e 7,262 7,065
Retained earnings 105,681 105,569
Total Shareholders' Equity 177,943 177,634
NON-CONLrOIING INLEIESES ....eeiiiiiiiiiiiie e 1,779 2,428
Total Equity 179,722 180,062
Total Liabilities and Equity 1,303,256 1,199,490

The notes on pages 12 to 60 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Liability Total Non-

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

capital premium reserve reserves reserve reserve earnings equity interests equity
Equity as at 1.1.2020 10,000 55,000 2,500 3,625 1,432 (392) 105,569 177,634 2,428 180,062
Profit (loss) for the period ............ccceeveeeiiiieini e 171 171 (302) (131)
Net change in fair value of financial assets ................ccu..... (602) 36 (566) (347) (913)
Net change in fair value of financial liabilities ...................... 819 819 819
Restricted due to capitalised development costs ................ (146) 146 - -
Restricted due to fair value changes ...........ccccccoveeinineenns 107 (107) - -
Restricted due to subsidiaries and associates .................... 19 (19) - R
Other changes due to IFRS 15 ..o (115) (115) (115)
Equity as at 30.6.2020 10,000 55,000 2,500 3,505 830 427 105,681 177,943 1,779 179,722
Equity as at 1.1.2019 10,000 55,000 2,500 3,750 625 (376) 102,496 173,995 2,318 176,313
Profit (loss) for the period .........c.cccceviieiiiiiii e 4,919 4,919 (210) 4,709
Dividends Paid .......ccooueeeiiiieeiiie e (5,300) (5,300) (5,300)
Net change in fair value of financial assets ...............c......... 567 567 326 893
Net change in fair value of financial liabilities ...................... (384) (447) (831) (831)
Restricted due to capitalised development costs .... (138) 138 - -
Restricted due to fair value changes ...........cccccovieeniieenne 275 (275) - -
Restricted due to subsidiaries and associates .................... (3) 3 - -
Equity as at 30.6.2019 10,000 55,000 2,500 3,884 1,192 (760) 101,534 173,350 2,434 175,784

Authorised share capital of the Bank is 10,000 million ordinary shares of ISK 1 each. At 30.6.2020 paid up share capital totalled ISK 65,000 million which is the total stated share capital of the Bank. The Bank
has one class of ordinary shares which carry no right to fixed income. The Annual General Meeting ("AGM") for the operating year 2019 was held on 19 March 2020. At the AGM shareholders approved that a
dividend to shareholders for the operating year 2019 shall not be paid in light of uncertainties due to unprecedented circumstances in the financial markets. It was also approved that the Board may convene a

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

The notes on pages 12 to 60 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019
Notes 1.1-30.6 1.1-30.6
Profit (I10SS) fOr the PEIOM .........eeeiiiie et e et e e et e e e e e e nbbbeeeeeeenes (131) 4,709
Non-cash items included in profit (I0SS) for the Period™ ..o e 15,671 12,127
Changes in operating assets and labilities™ ...........cccoiiiiiiiiicii e (21,771) (37,932)
Dividends received ..........ccccooieeiiiiiieninenn. 27 32
Income tax and bank tax paid (3,270) (2,020)
Net cash used in operating activities (9,474) (23,084)
Proceeds from sales of property and equipment . 8 7
Purchase of property and @QUIPMENT ..........oiiiiiiiiiii it (433) (192)
Purchase of INtangible ASSELS .........uiiiiiiiii e (116) (193)
Net cash used in investing activities (541) (378)
Proceeds from DOMTOWINGS .......oiiiiiiiiiiie ettt e ettt e e e s ettt e e e e e sntbbe e e e e e snnbeeeeas 10,300 101,423
Repayment of borrowings ....... (19,243) (75,371)
Repayment of lease liabilities . (197) (186)
D1}V To (<Y o 53 o= T PO P RS UPPRPPPRRNE - (5,300)
Net cash (used in) provided by financing activities (9,140) 20,566
Net decrease in cash and cash EQUIVAIENTS ............cooiiiiiiiiiiiiiie e (19,155) (2,896)
Effects of foreign exchange rate ChangeSs .........c..ooiiiiiiiiii i 176 (3)
Cash and cash equivalents at the beginning of the Year ...........ccccci i 152,481 143,203
Cash and cash equivalents at the end of the period 133,502 140,304
Reconciliation of cash and cash equivalents
(0= 151 1 1o o 1 1 =T o [o [OOSR PTPPPPPPTRRUORY 22 4,121 4,369
Cash balances With CeNtral BANK ...............uuuuueuuueiuiiiiiiiiiiririresireseseeeeeerererererererereeeee—————.. 22 99,448 118,425
BaANK BCCOUNLS ..ottt ettt e e e e ettt e e e et b e e e e e e s nbe b e e e e e e annnneeeeas 23 34,382 32,836
Mandatory reserve and special restricted balances with Central Bank .............ccccccovvveenee. 22 (9,009) (15,326)
Cash and cash equivalents attributable to discontinued operations ............ccccccevveiivieeeennnne 4,560 -
Cash and cash equivalents at the end of the period 133,502 140,304

*For further breakdown see the following page.

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

The Group presents a statement of cash flows that includes an analysis of all cash flows in total, including both continuing and
discontinued operations. For cash flow information regarding Borgun hf. see Note 4.

Interest received from 1 January to 30 June 2020 amounted to ISK 24,659 million (2019: ISK 29,697 million) and interest paid in the
same period 2020 amounted to ISK 10,650 million (2019: ISK 13,080 million). Interest paid is defined as having been paid when it has
been deposited into the customer account and is available for the customer's disposal.

The notes on pages 12 to 60 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019

1.1-30.6 1.1-30.6

Depreciation, amortisation and WHLE-0ffS ...........coiiiiiiiii e 1,003 811
Share of Profit Of ASSOCIAIES .........iiiiiiiiiii et (20) (5)
Accrued interest and fair value changes on debt issued and subordinated loans ............cccccceveiciinnenn. 6,401 5,944
Net impairment 0N fINANCIAI ASSELS .....uiiiiiiiiiiiie e e e e e e bbb e e e e e snbeeeeas 5,743 1,804
Foreign exchange (GaIN) JOSS .......uiiiiiiiiiiii et (263) 101
Net gain from sales of property and eqUIPMENT ........cocuiiiiiiiiiiii e - (2)
Unrealised fair value loss (gain) recognised in profit or loss ... 1,208 (190)
Discontinued operations, Net Of INCOME TAX .........coiiiiiiiiiiii e (78) 71
BANK TAX ...t — et —e e e e et et et et e eat e et e e et e et e et et et e e e aaaaaaaeaaaaaaaaaaaaaaaaaaaaaaaaaaas 758 1,814
[gTod0] 0 4TSI 7 3 USSP 888 1,779
OhEr CRANGES ...ttt ee e st e et e e nb et e sbee e 31 -
Non-cash items included in profit (loss) for the period 15,671 12,127
Mandatory reserve and special restricted balances with Central Bank .............cccoociiiiiiiiiiie e 6,270 1,786
Loans to Credit INSHULIONS ........oiiiiiiiiiiieeeeeeee e 4,552 (24,508)
Bonds and debt INSITUMENTS .........uiiiiiiii ettt (85,374) (4,661)
LOANS 10 CUSLOMIEIS ....oiiiiiiiiiiiei ittt e e et e e e e s s bt e e e e e s b e st e e e s e sbb s e e e e e s s sabane e e e e s s saennes (21,682) (139,202)
Shares and equIty INSTFUMENTS .........iiiiiiiiiiii ettt ettt et e e st e et eeaeneeeeaes 4,258 (4,939)
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 (4,015) (8,688)
Non-current assets and liabilities held for SAle ..............ooiiiiiiiii e (718) 3
Deposits from Central Bank and credit iNSHIULIONS ..........ooiiiiiiiiiiiie e 3,451 3,812
DEPOSILS FTOM CUSIOMELS ... ..iiiiiiiiei ittt e et e e e e ettt e e e e e en et e e e e s assbeeeee e e s nntsseaeeeaantnbeeeeeaeannnnes 50,766 32,176
Derivative instruments and ShOrt POSItIONS ..........cuuiiiiiiiiiiii e 2,337 (1,488)
(@1 [T =T o] L [ 18,384 7,777
Changes in operating assets and liabilities (21,771) (37,932)

Non-cash transactions 2020
During the period the Bank sold an office building for ISK 100 million with cash settlement after the period end.

Non-cash transactions 2019
The recognition of right-of-use assets amounting to ISK 4,489 million and the same amount in lease liabilities following the adoption of
IFRS 16 - Leases had no cash flow effect.

During the period the Bank repurchased own debt securities amounting to ISK 4,319 million by issuing new debt.

The notes on pages 12 to 60 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 half of 2020 ("the interim financial statements") comprise the
financial statements of islandsbanki hf. ("the Bank" or "islandsbanki") and its subsidiaries together referred to as "the Group".

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

The interim financial statements were approved and authorised for issue by the Board of Directors and the CEO of Islandsbanki hf. on
29 July 2020.

2. Basis of preparation

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

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

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

The subsidiary Borgun hf. has been classified as non-current assets and disposal groups held for sale. Accordingly the comparative
figures in the consolidated interim income statement for the first half of 2019 have been restated (see Note 4).

The interim financial statements are presented in Icelandic kréna (ISK), which is the functional currency of islandsbanki hf. All amounts
presented in ISK have been rounded to the nearest million, except when otherwise indicated. At 30 June 2020 the exchange rate of the
ISK against the USD was 138.58 and 155.40 for the EUR (year-end 2019: USD 121.10 and EUR 135.83).

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

Significant accounting estimates and judgements

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

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

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

Impairment of financial assets, changes from year-end 2019

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

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

The Group's Chief Economist has provided a new macroeconomic forecast on 18 June 2020 which takes into account the effects of the
COVID-19 pandemic.
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Notes to the Condensed Consolidated Interim Financial Statements

2. Cont'd

Change in economic indicators % 2019 2020 2021 2022 2023 2024
ECONOMIC Growth ......oveeiiie e 1.9 (9.1) 4.3 4.2 2.4 2.2
Housing prices in Iceland ............ccccoiiiiiiiiiie e 3.4 2.0 1.7 3.0 4.5 4.0
PUrchasing POWET .........coiiiiiiiiiiiie e 1.8 3.3 1.8 1.6 2.6 2.3
ISK exchange rate iNAeX .........ccovurieiiieiiiiee e 8.5 9.1 1.3 - (1.2) (1.2)
Policy rate, Central Bank of Iceland .............ccccceveieeeicie e, 3.9 1.5 1.1 2.0 3.5 3.5
INFIAION Lo 3.0 2.3 2.0 2.4 1.8 2.2
Capital TOrmMation ..........cociuieeiiiie e e (6.3) (8.4) 4.0 5.1 1.6 2.7

thereof capital formation in INAUSTIY ......ccccveiiiiieeiiiee e (17.5) (15.7) 7.4 7.0 3.5 3.5

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

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

Additionally, an assessment was made whether there were common risk factors for any subsets of the Group's financial assets where a
general adjustment was warranted. It was determined that loans to the tourism industry was such a subset. Companies in the tourism
industry, to which the Group has granted credit, were classified into four classes based on an assessment of how much an increase in
credit risk these companies face in the short, medium and long term. The exposures were transferred to Stage 2 and an overlay factor
depending on the severity was applied to the expected credit loss (see Note 46).

The common risk factor in tourism was found to apply to loans to customers with a net carrying amount of ISK 93 billion and the effect
of the stage transfer and credit loss overlay was ISK 4.5 billion. Additionally, changes in impairment for a few specific customers resulted
in an additional credit loss allowance of ISK 700 million. Other changes in credit loss allowance were smaller (see Note 18).

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 2019, except for amendments described below. The amendments did not have a significant impact on the interim financial
statements.

Interest Rate Benchmark Reform

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

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

30.6.2020 31.12.2019

Borgun hf., a payment acquirer and issuing processor, Armli 30, 108 Reykjavik ................cccveveeveveuenn.n. Iceland 63.5% 63.5%
B-Payment Group Szolgaltat6 Zrt., a payment processing company, H-1132 Budapest .................... Hungary 100% 100%
Borgun-VS ehf., a holding company, Armuli 30, 108 ReYKJaVIK ...........ccccveeiveeeieeeeeeeeeeeeeeeeeeeen Iceland 100% -

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

Hringur-eignarhaldsfélag ehf., a holding company, Dalshraun 3, 220 Hafnarfjorour ............c.cccovvevnennnen. Iceland 100% 100%
Allianz island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiordur ............cccccceeveveeeveereveeeenennne. Iceland 100% 100%

In addition Islandsbanki has control over eight other non-significant subsidiaries.

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

On 11 March 2020 [slandsbanki signed an agreement to sell its 63.5% stake in Borgun hf. to Salt Pay Co Ltd. but this transaction was
subject to Financial Supervisory Authority ("“FME") approval of the purchaser's acquisition of a qualifying holding. The sale was finalised on 7
July 2020. Further information can be found in Note 40.

In accordance with IFRS 5 - Non-current assets and disposal groups held for sale, Borgun hf. has been classified as disposal group held for
sale in the interim financial statements, resulting in a change in the presentation. In the statement of financial position total assets of Borgun
hf. are recognised in the line item "Non-current assets and disposal groups held for sale" and total liabilities in the line item "Non-current
liabilities and disposal groups held for sale". Net loss of Borgun hf. is recognised in profit or loss in the line item "Discontinued operations, net
of income tax". The comparative figures in the Consolidated Interim Income Statement for the first half of 2019 have been restated and

Borgun hf. is no longer presented separately in the Operating segments note.

Restated Consolidated Interim Income Statement for the first half of 2019 Published Borgun hf. Restated

accounts reclassified  accounts
L G S A ot o PP OPPPOPPPNS 32,570 (447) 32,123
L e I Ay o =T o ET PR OUPRPOP (15,792) 10 (15,782)
Net interest income 16,778 (1437) 16,341
Fee and COMMISSION INCOIME ......coiiuiiiiiiiie ettt ettt e et e bt e e e bt e e s bb e e e bt e e e enbbeeeanbeeeanbeeeaas 10,357 (4,490) 5,867
Fee and commission expense (3,734) 3,272 (462)
Net fee and commission income 6,623 (1,218) 5,405
NEt fINANCIAI INCOME ......iiiiiiiiee ettt sae et esneenneeneeees 621 1 622
Net fOreign EXCHANGE 0SS ......oiiiiiiiiii et e e e e e e e e e e et b e e e e e e eanbeeeeas (101) (35) (136)
Other OPEratiNg INCOIME .......oiiiiiiiiiit ettt e e e et e e e e e s e e et e e e s e bbb e e e e e e aaabbb e e e e e e e anbnbeeeaeeeannnneeeaeeaas 1,173 (5) 1,168
Other net operating income 1,693 (39) 1,654
Total operating income 25,094 (1,694) 23,400
Salaries and related EXPENSES .....coi..uuiiiii et e e e e e e s bbb e e e e e e e bbbt e e e e e e e e e e e e e s e nbnr e e e e e e e ananes (8,363) 1,210 (7,153)
Other OPEratiNg EXPENSES ......uuiieiiiee ittt te e e e ettt et e e e s e te et ae e s e abee et eeeaa s be b e e e e e e aaasbbeeeeeeaasnbeeeeeeeannnbnneeeeaaanes (6,000) 720 (5,280)
Contribution to the Depositors' and Investors' Guarantee FUNG ...........c..eeveiiiiiiiiiiieiniiiieee e (510) - (510)
[2F T = TP U TP PPPTOPPPPI (1,814) - (1,814)
Total operating expenses (16,687) 1,930 (14,757)
Profit before net impairment on financial assets 8,407 236 8,643
Net impairment 0N fINANCIAI ASSELS .........viiiiiiiiiiii et aeee e (1,848) 39 (1,809)
Profit before tax 6,559 275 6,834
INCOME TAX EXPEISE ...eiiiiiitiiieeeeeaitttee e e e e ettt ettt e e e s s abe e e e e e e e asabs et e e e e e aababe e e e e e e aabbbe e e e e e e nbsbeeeeeeanbabeeeeeesnnbeeeeas (1,779) (143) (1,922)
Profit for the period from continuing operations 4,780 132 4,912
Discontinued operations, Net Of INCOME tAX ........iiiiiiiiiiie e e e aee s (71) (132) (203)
Profit for the period 4,709 - 4,709
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4. Contd
Interim Income Statement of Borgun hf. 2020 2019
1.1-30.6 1.1-30.6
N = L) o (=TS AT (ot o = OSSP OTPRPOUPRN 312 444
Net fee and COMMISSION INCOMIE .......uiiiiii ittt e e oottt et e e e o b be e e e e e s bbbt e e e e e e aabbbeeeeeeeatbbeeaaeessnbeeeaeeeannes 800 768
Other operating income (46) 39
Total operating income 1,066 1,251
Salaries and related EXPENSES ..........iiiiuiiieiiiie ettt ettt e ettt e st et e e bb e e e be e e e b et e e e abe e e e ahb et e anbe e e e bb e e e anbeeeabeeeaan (1,1412) (1,210)
Other OPEratiNg EXPEINSES ......eiiiriiiitiie ittt ettt e et et e et e oa b et e aa b et e ekt et e s b et e st bt e e esbe e e e be e e e bbb e e e sbr e e e naneeeaateeeas (679) (720)
Net impairment 0N fINANCIAI ASSELS .........uiiiiiii ettt b bt e et bt e e e bb e e e abb e e e ebbeeeansbeessnbeeeanbeeeanes (84) (39)
Loss before tax (838) (718)
INCOME TAX EXPEISE ...eieiiiiiiiiee e e ittt e e e e ettt et e e e s bbb et e e e e s aa et e et e e e e s s a b e et e e a2 e s R e e et e e e e e aabsEe e e e e e e aa s R ee et e e e e s s be s e e e e e e nnbnneaeeeannnnrnes 10 143
Loss for the period (828) (575)
INtEr-CoOMPAaNY EIIMINALIONS .......uiiiiiiie ettt ettt et e et bt e e e bt e e e be e e e e sbe e e e bbe e e bbeeeanbbeeeanbeeeanbeeeanns 193 443
Loss of Borgun hf. included in discontinued operations for the period (635) (132)
Amounts included in other comprehensive income for the period
Changes in fair value of financial aSSets, NEt Of TAX ........ccuiiiiiiiiiii e (913) 893
Total comprehensive income (expense) for the period (1,548) 761
Interim Statement of Financial Position of Borgun hf. 30.6.2020
LOANS 10 CrEIt INSHEUTIONS ......eiiiiie ittt ettt ettt ettt e s e bt e e e te e e e eh bt e e aa ket e o2 kbt e e oab e e e oab s e e e kbt e e eabe e e et b e e e anbeeeannbeeeanbeeeanneeeas 7,123
BoNds and debt INSITUMENTS ......couiiiii ettt e h e e e bt e ekt e e e h bt e e bt e e e et e e e e nbe e e e neb e e e st e e enenee 499
DIBIVALIVES .....eee ittt ettt et oottt o4ttt e oo ab et e 42t et e 42 b et e e oa b et a4 a ket e 4R bt e e o ek b e e e AR e 44 4R Ee e e 4R b e e e oA R e e e e Rh e e e eA b et e ekt e e e anbteeenbeeeaneeeeannne 69
o= T Eo N (o o0 ] (0] 1 1= = USSP 4,309
Shares and EQUILY INSTIUMENTS .........uiiiiiii ittt e ettt e st et e e ba e e e eab e e e e beee e bbe e e e ssb e e e hb e e e ambe e e e bb e e e ambe e e ambeeeenbeeesnbeeesnbneeanns 3,559
Lo o =T gy V= TaTo =T U o g =T o | O OO T T O T T PP PP TP RO PP PPPPRPP 1,293
[Tl 1o SR T ST P O PRSTPPOUPPR 445
(@1 [T T1Y=] KPP PPTPPPPPPPPPPPIRY 4,531
Total assets 21,828
Inter-company eliminations and Other AQJUSTMENES .........ooi i e e e e s e e e e e e e bbb e e e e e e e abnbe e e e e e e annnreeeas (3,682)
Total assets of Borgun hf. included in non-current assets and disposal groups held for sale 18,146
Debt issued and other DOMTOWET FUNGS .........oii ettt e e e e ettt e e e e e aa bbbt e e e e e tbbb e e e e e e s anbe e e e e e s annbnneeeaeaanes 266
LI G801 1= PO PPPERRS 21
(@1 =T TF=T o111 =T T PSP PP POPPPPPRPOTOPOY 15,301
Total liabilities 15,588
INtEr-COMPANY EIIMINALIONS ... .ttt ettt e bt e o bt a4 ket e oo st et oo s b et ekt e e eabs e e e eb bt e e ebbe e e entb e e e nab e e e aatneeane (268)
Total liabilities of Borgun hf. included in non-current assets and disposal groups held for sale 15,320
Net assets of Borgun hf. 2,826
The following table summarises key cash flows information of Borgun hf. 2020 2019

The amounts shown are before inter-company eliminations.

Net cash used iN OPErating ACHVILIES ........cceiiiuiiiiie ittt e e et e e e e e s bbb e e e e e e e abbb e e e e e e snsbeeeeeesannbneeaeeaas
Net cash (used in) provided by iINVESTING ACHIVILIES .........eiiiiiiiiiiiieiiiee et
Net cash provided (used in) by fINANCING ACHVILIES .........oiiiiiiiiiiie e e e e e e e e e e e e e eae

1.1-30.6 1.1-30.6

(512)  (2,952)
(923) 137
577 (403)

Net decrease in cash and cash equivalents

(858)  (3,218)
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Notes to the Condensed Consolidated Interim Financial Statements

5. Operating segments

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

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

The Group comprises the following operating segments:

Personal Banking

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

Business Banking

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

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments

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

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

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

1 January to 30 June 2020 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
NEL INtErESE INCOME ..ottt 5,426 5,291 4,345 1,831 (118) 16,775 33 16,808
Net fee and commission income ... 1,489 948 1,784 (46) (9) 4,166 632 4,798
Other net operating iNCOME ........c.ooiiiiiiiie et 305 46 715 (1,794) 137 (591) (975) (1,566)
Total operating income 7,220 6,285 6,844 (9) 10 20,350 (310) 20,040
Salaries and related EXPENSES .........ccoiiiiiiiiiieiie e (1,254) (982) (829) (152) (3,086) (6,303) (391) (6,694)
Other operating EXPENSES ......cccuuiiiiiiieiiiie ittt (1,322) (621) (440) (152) (2,122) (4,657) (212) (4,869)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (272) (156) (46) (1) - (475) - (475)
BANK TAX 11ttt et (248) (171) (263) (68) (8) (758) - (758)
Net impairment on financial @SSEtS ...........oocieiiiiiiiiiee e (112) (4,202) (1,617) 2 - (5,929) - (5,929)
COSt AIIOCALION ..ottt (2,399) (1,457) (1,556) 181 5,231 - - -
Profit (loss) before tax 1,613 (1,304) 2,093 (199) 25 2,228 (913) 1,315
INCOME TAX EXPEINSE ....eviieiiiiieeiitie ettt ettt ettt ettt e e e e b e (484) 294 (613) (32) (8) (843) (45) (888)
Profit (loss) for the period from continuing operations 1,129 (1,010) 1,480 (231) 17 1,385 (1958) 427
Net segment revenue from external CUSIOMErS ..........ccceviiieiiiiiiiiiieeiiieeeee 9,988 7,469 10,098 (7,297) 92 20,350 (310) 20,040
Net segment revenue from other SEgmMents ...........ccocveeiiiieiniiii e (2,768) (1,184) (3,254) 7,288 (82) - - -
Fee and commission income ...........cc.c...... . 2,311 962 1,816 88 4 5,181 204 5,385
Depreciation, amortisation and write-offs (198) (105) (9) - (570) (882) (4) (886)
At 30 June 2020
LOANS 10 CUSIOMENS ......uiiiiiiiiiiiiei et 338,523 234,020 360,739 38 - 933,320 - 933,320
Other assets 3,271 2,434 2,294 334,834 11,402 354,235 15,701 369,936
Total segment assets 341,794 236,454 363,033 334,872 11,402 1,287,555 15,701 1,303,256
Deposits from CUSIOMETS .........vuiiieiiiiieiie et e e 308,158 185,657 146,386 44,640 - 684,841 (3,618) 681,223
Other IAbIlItIES ........eoviiiiieiie et 1,184 1,523 5,672 414,365 5,911 428,655 13,656 442,311
Total segment liabilities 309,342 187,180 152,058 459,005 5,911 1,113,496 10,038 1,123,534
P[0Tz L C=To T USSR 29,034 37,494 61,215 45,379 937 174,059 5,663 179,722
RiSK EXPOSUIE @MOUNL ....cviiiiiiiiiteiie ettt s 196,375 239,758 399,574 59,642 6,227 901,576 21,557 923,133

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

1 January to 30 June 2019 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
NEt INTErEST INCOME ....oiiiiiiiiiiii e 5,221 5,457 4,205 1,512 (104) 16,291 50 16,341
Net fee and commission income ... 2,292 815 1,831 (136) 5 4,807 598 5,405
Other net operating iNCOME ........c.ooiiiiiiiie et - 9 210 805 1,241 2,265 (611) 1,654
Total operating income 7,513 6,281 6,246 2,181 1,142 23,363 37 23,400
Salaries and related EXPENSES .........ccoiiiiiiiiiieiie e (1,422) (1,024) (924) (136) (3,283) (6,789) (364) (7,153)
Other operating EXPENSES ......cccuuiiiiiiieiiiie ittt (1,059) (585) (317) (140) (2,928) (5,029) (251) (5,280)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (286) (174) (50) - - (510) - (510)
BANK T8X ... .ceovveceeeeeee e s et esee s es e st ene et n st en e et en s aen e (230) (173) (254) (1,149) (8) (1,814) - (1,814)
Net impairment on financial @SSEtS ...........oocieiiiiiiiiiee e (348) (896) (386) (180) - (1,810) 1 (1,809)
COSt AIIOCALION ..ottt (2,697) (1,470) (1,477) 155 5,489 - - -
Profit (loss) before tax 1,471 1,959 2,838 731 412 7,411 (577) 6,834
INCOME TAX EXPEINSE ....eviieiiiiieeiitie ettt ettt ettt ettt e e e e b e (443) (554) (804) 98 (109) (1,812) (110) (1,922)
Profit (loss) for the period from continuing operations 1,028 1,405 2,034 829 303 5,599 (687) 4,912
Net segment revenue from external CUSIOMErS ..........ccceviiieiiiiiiiiiieeiiieeeee 9,020 7,246 9,530 (3,642) 1,209 23,363 37 23,400
Net segment revenue from other SEgmMents ...........ccocveeiiiieiniiii e (1,507) (965) (3,284) 5,823 (67) - - -
Fee and commission income ...........cc.c...... . 3,003 821 1,861 36 5 5,726 141 5,867
Depreciation, amortisation and write-offs (93) (83) (12) - (531) (719) (4 (723)
At 30 June 2019
LOANS 10 CUSTOMEIS ..ovviiiieeiiieeiiie e ettt e e e e e e e e e e e e e aa e e e e aeaeanes 315,051 235,166 339,629 541 - 890,387 4,059 894,446
Other assets 2,642 3,425 10,451 287,248 11,647 315,413 20,117 335,530
Total segment assets 317,693 238,591 350,080 287,789 11,647 1,205,800 24,176 1,229,976
Deposits from CUSIOMETS .........vuiiieiiiiieiie et e e 278,061 173,808 111,941 55,350 - 619,160 (3,291) 615,869
Other IAbIlItIES ........eoviiiiieiie et 1,094 2,259 9,874 399,045 6,220 418,492 19,831 438,323
Total segment liabilities 279,155 176,067 121,815 454,395 6,220 1,037,652 16,540 1,054,192
P[0Tz L C=To T USSR 28,769 39,095 58,901 40,833 550 168,148 7,636 175,784
RISK €XPOSUIe amOUNL ...t e e e e e e 182,433 247,961 378,770 71,100 6,283 886,547 25,237 911,784
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5. Contd

Subsidiaries, eliminations & adjustments

1 January to 30 June 2020 islands- Allianz Other  Eliminations

sjédir hf. island hf.  subsidiaries & adjustments Total
Net INterest INCOME .........coccviiiiiiiiiiie e 11 8 14 - 33
Net fee and cCOmMMISSION INCOME ........cccuveiiiiiiiiiiieiiee e 583 316 (15) (252) 632
Other net operating INCOME ..........cccoviiiiiiiiiiiiee e 20 11 (1) (1,005) (975)
Total operating income 614 335 (2) (1,257) (310)
Salaries and related expenses (297) (94) - - (391)
Other operating EXPENSES .......c.cviiiiiieiiiiie et (93) (190) (1) 72 (212)
Profit (loss) before tax 224 51 (3) (1,185) (913)
INCOME TAX EXPENSE ....eviieiiiiiee ittt (46) (10) - 11 (45)
Profit (loss) for the period from cont. operations 178 41 (3) (1,174) (1958)
Net segment revenue from external customers ............cccceeenee. 753 267 - (1,330) (310)
Net segment revenue from other segments ...........cccceeevivieennnen. (139) 68 (2) 73 -
Fee and commisSion iNCOME ........ccuviiiiiiiiiiiieiee e 822 316 - (934) 204
Depreciation, amortisation and write-offs .................ccco - - - (4) (4)
At 30 June 2020
Total assets ....... 1,967 1,365 28,414 (16,045) 15,701
Total liabilities 301 627 15,605 (6,495) 10,038
TOtAl EQUILY et 1,666 738 12,809 (19,550) 5,663
1 January to 30 June 2019 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net INterest INCOME ........cooiiiiiiiiie e 16 14 15 5 50
Net fee and commISSION INCOME ........cccviiiiiiiiiiiieeiee e 534 536 (15) (457) 598
Other net operating INCOME ..........cccoviiiiiiiiiiic e 149 1 2 (763) (611)
Total operating income 699 551 2 (1,215) 37
Salaries and related eXPENSES .........ccoviieiiiiiieniiiie e (279) (85) - - (364)
Other operating EXPENSES .......cocuviiiiiieiiiiieeiee e (92) (226) (3) 70 (251)
Net impairment on financial asSets ..........ccceveiiiiiiiiieieieieee, - - - 1 1
Profit (loss) before tax 328 240 (1) (1,144) (577)
INCOME tAX EXPENSE ...oeviiiiiiiriiiie et (66) (48) - 4 (110)
Profit (loss) for the period from cont. operations 262 192 (1) (1,140) (687)
Net segment revenue from external customers ............cccceeenee. 784 549 (16) (1,280) 37
Net segment revenue from other Segments ..........ccoccuveeeeeiiniinnnes (85) 2 18 65 -
Fee and commisSion iNCOME ........cc.oeeiiiiiiniiiiiiiee e 750 536 - (1,145) 141
Depreciation, amortisation and write-offs ..........ccccocciieiiiiiiiinnen. - - - (4) (4)
At 30 June 2019
TOLAl ASSELS ...t 2,543 1,065 34,538 (13,970) 24,176
Total HADIltIES ...ccveeiieceie e 285 382 20,537 (4,664) 16,540
QLo €= L =T U Y OSSR 2,258 683 14,001 (9,306) 7,636
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6. Classification of financial assets and financial liabilities

At 30 June 2020 Mandatorily Held for Designated Amortised Carrying

at FVTPL hedging as at FVTPL cost amount
Cash and balances with Central Bank ............cccccceeeiiiiiiiiere e - - - 103,569 103,569
Loans to credit INSHEULIONS ..........vvviiiiiiiiiiiieeeeeeeeeeeeeee e - - - 70,307 70,307
Listed bonds and debt iNStrUMEeNtS ..........cccvveieiiiiiiiiice e 118,155 - - - 118,155
Listed bonds and debt instruments used for economic hedging ................c...... 21,777 - - - 21,777
Unlisted bonds and debt iNStrumMeNts ..........cccceoviiiiiieee i 490 - - - 490
DEIVALIVES ...t bbbt ebesesereaeaaaeeees 5,344 1,022 - - 6,366
Loans to CUStOMErS ..........vvvvveverererenenennns - - - 933,320 933,320
Listed shares and equity iINSTIUMENES .........cooiiiiiiiieiiiiiiiieee e 2,867 - - - 2,867
Listed shares and equity instruments used for economic hedging .................... 5,373 - - - 5,373
Unlisted shares and equity iNSTIUMENLS .........cccuviiiieiiiiiiiiie e 2,703 - - - 2,703
Other fINANCIAI ASSELS .....cccciiiiiie e e e e e e e e e e e e e nanes - - - 6,076 6,076
Total financial assets 156,709 1,022 - 1,113,272 1,271,003
Deposits from Central Bank and credit inStitutions ............cccoccveevieeniieciinnen. - - - 35,461 35,461
Deposits fromM CUSTOMETS .......coiiiiiiiiiie ettt - - - 681,223 681,223
Derivative instruments and short poSItions ...........ccccoiiiiiiiiinicee e 7,519 - - - 7,519
Debt issued and other borrowed funds ...........ccoooiiieeeiiiiiiieeee e, - 47,650 55,570 218,583 321,803
Subordinated I0aNS .........oooiiiiiie e ———— - - - 25,834 25,834
Other financial liabilities ..........c...ooveiiiiie e - - - 28,372 28,372

Total financial liabilities

7,519 47,650 55,570 989,473 1,100,212

At 31 December 2019 Mandatorily Held for  Designated  Fair value Amortised  Carrying

at FVTPL hedging as at FVTPL through OCI cost amount
Cash and balances with Central BanK ............ccccccevvviiiiiiiiin.. - - - - 146,638 146,638
Loans to credit iNSttUtioNS ..........ccooiiiiiiiiie e - - - - 54,376 54,376
Listed bonds and debt instruments ...........ccccceeiiiiiiiee i 33,302 - - - - 33,302
Listed bonds and debt instruments used for economic hedging .... 18,220 - - - - 18,220
Unlisted bonds and debt instruments ..........cccooeeeiiiieiiiivnnninnnnnnns 1,348 - - - - 1,348
DEIVALIVES ...ceiiiiiiiiiiiee et 4,700 921 - - - 5,621
LOANS 10 CUSIOMEIS ..ovvviiieieicieiiie e e - - - - 899,632 899,632
Listed shares and equity instruments 3,779 - - - - 3,779
Listed shares and equity instruments used for economic hedging 8,681 - - - - 8,681
Unlisted shares and equity inStruments ............cccccceeriiiiiieeeennnnes 2,851 - - 3,115 - 5,966
Other financial @SSets ..........coovvveiiiiiiiii - - - - 5,757 5,757
Total financial assets 72,881 921 - 3,115 1,106,403 1,183,320
Deposits from Central Bank and credit institutions ........................ - - - - 30,925 30,925
Deposits from CUSIOMENS .........uviiiieeiiiiiiee e - - - - 618,313 618,313
Derivative instruments and short positions ...........cccccociiiiiiinninnes 6,219 - - - - 6,219
Debt issued and other borrowed funds ...........ccccooviiiiniiiciinenn, - 41,816 49,352 - 215,213 306,381
Subordinated 08NS .........oooeiiiiiiie e - - - - 22,674 22,674
Other financial liabilities .... - - - - 24,772 24,772
Total financial liabilities 6,219 41,816 49,352 - 911,897 1,009,284
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7. Fair value information for financial instruments

Financial instruments carried at fair value

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

The table below shows financial instruments carried at fair value at 30 June 2020 categorised into three levels of fair value hierarchy that
reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:

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

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

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

At 30 June 2020 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENTS ..ot e e eereeeeeereeeeeeeeeaeaaees 139,932 - 490 140,422
DEIVALIVES ...eiiiiiiiiiiie ettt e et e e s e e e e e e e ettt e e e e e et e e e e e e e nanbaeeeeeeannnrnaeaaeaan - 6,366 - 6,366
Shares and equity instruments 8,133 28 2,782 10,943
Total financial assets 148,065 6,394 3,272 157,731
SO POSITIONS .ttt et e bt e e st e e et e e s sabe e e anteeeennees 1,532 - - 1,532
DENVALIVE INSIIUMENES ....uuviiiiiiiiiritiiiiiiiretetereeeeeeeerereeeseeeseeeeeeeeeeeeereereeeeeeeeeeeaeaaaeaeaaeaaaaaaaees - 5,987 - 5,987
Debt issued and other borrowed funds designated as at FVTPL 55,570 - - 55,570
Total financial liabilities 57,102 5,987 - 63,089
At 31 December 2019 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENTES ...ttt e e e e e e e e eeeeeeeeeeeaaaeaes 51,522 - 1,348 52,870
DEIVALIVES ...eeeiiiiiiiiie et e et e e e e e e e e e ettt e e e e e eaa e e e e e e enaabaseeeeeannnraaeaaeaas - 5,621 - 5,621
Shares and equIty INSIIUMENTS .......ocuiiiiie e e e e e e e e e e e enrereeeeesannnees 12,383 27 6,016 18,426
Total financial assets 63,905 5,648 7,364 76,917
SNOI POSITIONS ..ttt et e e e e et e e e e e e e asbb e e e e e e ssnbe e e e e e e annneneeas 814 - - 814
DENVALIVE INSLIUMENES ....uuviiiiiiiriritiriiirireresesereseseeeeresererereeeeereeeererreerereaereeraeaeeeaeaeaaeaeaaaaaees - 5,405 - 5,405
Debt issued and other borrowed funds designated as at FVTPL .........cccoeieiiiiiiiiieeennne 49,352 - - 49,352
Total financial liabilities 50,166 5,405 - 55,571

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

Fair value at 1 JANUAIY 2020 .........ooiiiiiiiiiieeea ittt e e e ettt e e e e s aaee et e e e e e e s be e e e e e e e e s bs et e e e e e aabebeeeeeeeaababeeeeeeaannbeeeeeeeaannrnneas 1,348 6,016
PUICNESES ...ttt h ekt e e a e et e e e ne et nn e 18 7
Net loss on financial instruments recognised iN Profit OF 0SS ........ccoiiiiiiiiiiii e (11,090) (62)
Transfer to "Non-current assets and disposal groups held for Sale" ... - (3,180)
(@1 L= ol T T o =T T TP TSP PPRPT R OPPI 214 1
Fair value at 30 June 2020 490 2,782
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7. Contd
Bonds and Shares and
debt equity
instruments instruments

Fair value at 1 January 2019 . . 1,514 4,688
PUFCRASES ...t b e e bbb e e e bbb e oo b et e e hb e e e e bb e e e sa b et e et et e e bb et e e e st e e 7 338
SalES AN INSTAIMENES ..ottt e bt be e e e bb e e e eabe e e o bt e e e hb e e e e abb e e e bbeeeasbeeeenbeeesabeaeanteeaans (537) (52)
Net gain (loss) on financial instruments recognised in Profit OF l0SS .........cccciiiiiiiiiiiciii e 306 (118)
Net gain on financial instruments recognised in other comprehensive iNCOME ............cooiiiiiiiiiiiiie e - 1,272
OhEI CRANGES ...ttt oo bt e oo bbbt e e kbt e oo e b et e e ettt e e ab e e e st et e et a et e et e e nbe e e e asne s 58 (112)
Fair value at 31 December 2019 1,348 6,016

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

Valuation process

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

Valuation techniques

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

Level 1: Fair value established from quoted market prices.

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

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

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

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

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

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

At 30 June 2020 the Group's Level 3 equities amounted to ISK 2,782 million:

-These include shares in seven professional investment funds and investment companies investing in unlisted equities and specialised
investments in Iceland totalling ISK 1,018 million. The Group receives information from fund managers which use valuation models for the
valuation of these equities.

-Other Level 3 equities amounting to ISK 1,764 million.

-Series C preferred shares in Visa Inc., which Borgun hf. holds, were reclassified as held for sale during the period and transfered to "Non-
current assets and disposal groups held for sale".
At 30 June 2020 the Group's Level 3 bonds amounted to ISK 490 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.
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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 30 June 2020 Very
Carrying Very unfavour-

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

Level 3 Bonds and debt inStruments ............cooveiiiiiiieiee e 490 953 502 (470) (484)

Level 3 Shares and equity iNSTIUMENLES ..........cociuiiiiiiieiiiie e 2,782 2,224 651 (669) (1,026)

At 31 December 2019 Very
Carrying Very unfavour-

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

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

Level 3 Shares and equity iNSIUMENLES ..........cocueiiiiiieiiiie e 2,901 2,399 645 (762) (1,614)

Effect on comprehensive income:

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

8. Financial instruments not carried at fair value

Assets

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

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

Liabilities

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

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

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

The following table shows the fair value measurement and classification of the Group's assets and liabilities not carried at fair value. The
different levels are defined in Note 7.
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Total fair Carrying
At 30 June 2020 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank . - 103,569 - 103,569 103,569
Loans to credit INSHEULIONS ...........uueiviiiiiiiiiiiiiieiieeeese e e e ereeeeenes - 70,307 - 70,307 70,307
LOANS 10 CUSTOMEIS ....vvveviieieierereinenenenessseseseseseseseseseeeeeeseeerererererrrerererereeeeren - - 941,462 941,462 933,320
Other financial @SSetS .........ccovviiiiiiiii - 6,076 - 6,076 6,076
Total financial assets - 179,952 941,462 1,121,414 1,113,272
Deposits from Central Bank and credit institutions ............ccccccevvvevenineennns - 35,690 - 35,690 35,461
Deposits from CUSTOMETS .......coiiiiiiiiiiee et - 681,614 - 681,614 681,223
Debt issued and other borrowed funds ..........cccccoiiiiiiiiiiiiiias 177,497 102,579 - 280,076 266,233
SUbOrdIiNAtEd 08NS .....eeiieiiiiiieie e - 23,537 - 23,537 25,834
Other financial liabilitieS .............evvviiiiiiiiiiiiiiiiiieee e - 28,372 - 28,372 28,372
Total financial liabilities 177,497 871,792 - 1,049,289 1,037,123

Total fair Carrying
At 31 December 2019 Level 1 Level 2 Level 3 value amount
Cash and balances with Central BanK ..............cccevvvvveiiiiiiiiiiiiiiiiiiiieieieeeeees - 146,638 - 146,638 146,638
Loans to credit iNSHLULIONS .........c..eviiiiiiiiiiee e - 54,376 - 54,376 54,376
LOANS 10 CUSIOMEIS ..oviiiiiieiei ettt e e e e et e e e e e e e aaae e e e eaeees - - 902,053 902,053 899,632
Other fINANCIAl ASSELS .......ocvviiiie e - 5,757 - 5,757 5,757
Total financial assets - 206,771 902,053 1,108,824 1,106,403
Deposits from Central Bank and credit institutions ............cccccceevveeeriiieenns - 31,027 - 31,027 30,925
DeposSits fromM CUSIOMENS ........euviiiieiiiiiiiee et - 618,592 - 618,592 618,313
Debt issued and other borrowed funds 165,044 100,334 - 265,378 257,029
Subordinated 08NS ..........ooooviiiiiii 22,626 - - 22,626 22,674
Other financial liabilities .............eeeiiiiiiiie e - 24,772 - 24,772 24,772
Total financial liabilities 187,670 774,725 - 962,395 953,713

9. Offsetting financial assets and financial liabilities

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

Amounts not set off but subject to master

are subject to offsetting,

Financial assets subject to netting arrangements and similar
netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

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

At 30 June 2020 netting liabilities assets liabilities received received arrangements requirements sheet
Reverse repurchase agreements .. 1,729 - 1,729 - - - 1,729 - 1,729
DENVALVES .....ovveeeererereseeseeeeneen 6,366 - 6,366 (580) (5,358) (372) 56 - 6,366
Total assets 8,095 - 8,095 (580)  (5,358) (372) 1,785 - 8,095
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Amounts not set off but subject to master
Financial assets subject to netting arrangements and similar
netting arrangements agreements
Net amount after ~ Assets outside  Total financial
Financial Netting Financial consideration of the scope of assets
assets with Cash instruments  potential effect offsetting  recognised in
before  financial Net financial Financial collateral collateral of netting disclosure the balance
At 31 December 2019 netting liabilities assets liabilities received received arrangements requirements sheet
Reverse repurchase agreements .. 1,114 - 1,114 - - - 1,114 - 1,114
Derivatives .........ccccevieeeiiiienineenne 5,621 - 5,621 (1,374) (3,146) (88) 1,013 - 5,621
Total assets 6,735 - 6,735  (1,374) (3,146) (88) 2,127 - 6,735
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 30 June 2020 netting assets liabilities assets pledged pledged  arrangements requirements sheet
Derivative instruments and
Short positions ........cccceeveeeviieienne 7,519 - 7,519 (580) (1,673) - 5,266 - 7,519
At 31 December 2019
Derivative instruments and
Short positions .........cccoevceeeviiienne 6,219 - 6,219 (1,374) (1,139) - 3,706 - 6,219
10. Quarterly statements
2020 2020 2019 2019 2019
Q2 Q1 Q4 Q3 Q2
NEt INTErEeSt INCOME .....eiiiiiiiiii e 8,228 8,580 8,291 8,190 8,404
Net fee and cCoOmmMISSION INCOME .........cceiiiiiiiiiiiii et 2,307 2,491 2,945 2,549 2,758
Net financial iNCOMeE (EXPENSE) .......uviiiieeiiiiiiiee et (181) (1,738) (840) (602) 180
Net foreign exchange gain (I0SS) ........ceieiieieiriiiiiiee e 208 55 116 159 (15)
Other operating income ........... 71 19 920 37 27
Salaries and related expenses (3,447) (3,247) (3,624) (3,242) (3,689)
Other Operating EXPENSES ........uuuiiieeiiiiieieee e ettt e e e e et e e e e e s s e e e e e s neenees (2,424) (2,445) (2,823) (2,366) (2,531)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (247) (228) (216) (210) (198)
BANMK X .o eeeeee e eeee e ee e een s s (399) (359) (814) (900) (934)
Net impairment on financial assets (2,439) (3,490) (1,463) (208) (902)
Profit (10SS) DEfOre taX ......ccvieviiiiee e 1,677 (362) 2,492 3,407 3,100
INCOME tAX EXPEINSE ...eiiiiiiiiiiiiee e ettt e e e e ettt e e e ettt e e e e e e ebee e e e e e e e anbnbeeeaeeaaas (119) (769) (659) (1,328) (726)
Profit (loss) for the period from continuing operations .............c.ccceevcvvverinee. 1,558 (1,131) 1,833 2,079 2,374
Discontinued operations, net of income tax (313) (245) (174) 7 (254)
Profit (loss) for the period 1,245 (1,376) 1,659 2,086 2,120
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11. Net interest income

2020 2019 2020 2019
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6
Cash and balances with Central BankK ............c...eiiiiiiiiiiiie e 1,410 2,450 408 1,184
LOANS At AMOTLISEA COSE ....cuueiiiiiiie ittt ettt sbne e 26,116 28,370 14,026 15,208
Financial assets mandatorily at fair value through profit or loss 1,070 1,281 519 713
OhET ASSELS ....eeieiiiie ittt ettt e et e ettt e e s bb e e ettt e e ante e e s snbeeesnbeeeannne 2 22 - 12
Total interest income 28,598 32,123 14,953 17,117
Deposits from Central Bank and credit inStitutions ............ccoovviiiiiiiniieeni e (420) (229) (199) (122)
DepOSitS frOM CUSIOMETS .......iiiiiiiieiiiie ettt et e e abnee s (4,699) (8,703) (2,236) (4,660)
Debt issued and other borrowed funds at fair value through profit or l0SsS .............cccuueee. (296) (374) (154) (194)
Debt issued and other borrowed funds at amortised COSt ..........cccevvvieiiiieeniiec e, (5,374) (5,133) (3,327) (2,914)
SUDOFAINALET [OBNS ......eeiiiiiiiiii it (359) (173) (193) (93)
Other interest expense* (642) (1,170) (616) (730)
Total interest expense (11,790) (15,782) (6,725) (8,713)
Net interest income 16,808 16,341 8,228 8,404
*Thereof is lease liabilities' interest expense amounting to ISK 44 million (2019: ISK 47 million).
12. Net fee and commission income
2020 2019 2020 2019
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6
ASSEE MANAGEIMENT ..o 1,170 1,123 605 575
Investment banking and broKErage .............oocuvieiiiiiiiiiee e 1,147 1,144 576 613
PaymeENnt PrOCESSING ...coiieiiiiie et e ettt ettt e e e et e e e e ettt e e e e s s nbeeeeeeeaannreeeeaeean 1,600 1,876 786 1,046
LOANS AN QUATANTEES ......eeieiiiiieiiiiee ettt et ettt e et e e st e bt e e e b e e s beeeeanneeas 810 754 427 376
Other fee and COMMISSION INCOME .......uuiiiiiiiiiiiiiee e e e e e e e e e e ennnees 658 970 228 385
Total fee and commission income 5,385 5,867 2,622 2,995
BIOKEIAGE ... .ttt ettt e et e e e s e e e e e e et n e e e e e e annnnes (166) (144) (113) (75)
Clearing and SEttEMENT .......cccuuiiiiiii e (421) (1308) (202) (174)
Other fee and COMMISSION EXPENSE ...c.ouuuriiiieeiiiieiiee ettt e e e e eea e - (10) - 12
Total fee and commission expense (587) (462) (315) (237)
Net fee and commission income 4,798 5,405 2,307 2,758
Fee and commission income by segment is disclosed in Note 5.
13. Net financial income (expense)
2020 2019 2020 2019
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6
Net gain (loss) on financial assets and liabilities mandatorily at FVTPL ...........ccccvveeeenn. (1,548) 877 180 379
Net loss on financial liabilities designated as at FVTPL ... (372) (259) (366) (215)
Net gain on fair Valug NEAGES .....cccoiiiiiiiie et e e are e e e e e 1 4 5 16
Net financial income (expense) (1,919) 622 (181) 180
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14. Net foreign exchange gain (loss)

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Cash and balances with Central Bank .............ccoocuiiiiiiiiiiiiciie e 176 (3) (1) (12)
Financial assets mandatorily at fair value through profit or 0SS ..........cccooiiiiiiiiiniiiiinnenn. 5,836 900 4,458 1,099
LOANS At AaMOTISEA COSE .....ouuviiiiiiieiiiee ettt ettt e et e e b e e seneeeaes 29,451 14,114 (299) 5,798
OhEr BSSELS ...ttt e et e e 11 2 (8) 1
Net foreign exchange gain for assets 35,474 15,013 4,150 6,886
(DT o To S | PP PR PPPPTROT (13,229) (5,134) 476 (1,520)
Debt issued and other borrowed funds designated as at FVTPL ........cccccevviiiiiciceniinnene (7,098) (4,706) (14) (2,518)
Debt issued and other borrowed funds at amortised COSt ..........cccevvvieiiiieeniiec e, (11,730) (4,777) (13,030) (2,577)
SUDOFAINALET [OBNS ......eeiiiiiiiiii it (3,154) (532) (1,374) (286)
Net foreign exchange loss for liabilities (35,211) (15,149) (3,942) (6,901)
Net foreign exchange gain (loss) 263 (136) 208 (15)

15. Other operating income

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Share of profit of associates, net 0f INCOME taX ........occueiiiiiiiiiiii e 19 5 38 5
Net loss from sale Of SUDSIAIANES .........cooiiiiiiiiiiiii e - (16) - (16)
Legal diSpute SETHEMENT ..........eiiiiiiiie e - 1,103 - -
LEOAI FEES ...t 40 43 18 23
RENEAI INCOME ... 20 19 10 9
Other net Operating INCOME .........uiiiiiiiiiii et 11 14 5 6
Other operating income 90 1,168 71 27

16. Salaries and related expenses

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

ST 1= g1 PRSI 5,158 5,515 2,654 2,842
Contributions to PENSION FUNGS .........eiiiiiiiii e 768 825 406 425
Social security charges and financial activities tax* ............cccocciiiiiiiiicin e 716 759 359 390
Other salary-related EXPENSES .......coiiuiiiiiiii it e et e e e e e sbbre e e e e e aaannes 52 54 28 32
Salaries and related expenses 6,694 7,153 3,447 3,689

*Financial activities tax calculated on salaries is 5.5% (2019: 5.5%).
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17. Other operating expenses
2020 2019 2020 2019
1.1-30.6  1.1-30.6 1.4-30.6  1.4-30.6

ProfeSSional SEIVICES ......c.uuiiiiiiiiiiiie e 760 917 348 415
Software and IT EXPENSES ......ueiiiiiiiiiiiee ettt ettt e et sbn e e s asaeeeas 2,230 2,399 1,130 1,219
Real estate and office equipment ........... 275 294 139 144
Depreciation, amortisation and WIHte-0ffS ............cccoiiiiiiiiiiiiii e 886 723 524 362
Other adminiStrative EXPENSES ........iiiiiiiiiiiieiie et 718 947 283 391
Other operating expenses 4,869 5,280 2,424 2,531

18. Net impairment on financial assets
2020 2019 2020 2019
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6

Expected credit loss, on-balance sheet items* ..........ccccooiiiiiiiii i (5,743) (1,762) (2,404) (854)
Expected credit loss, off-balance sheet items ...t (186) (41) (35) (48)
Changes in provision due t0 COUM TUINGS .......c.veiiiiiiiiiiie i - (6) - -
Net impairment on financial assets (5,929) (1,809) (2,439) (902)

*The main reasons for the additional expected credit loss allowance are: an increase related to COVID-19 pandemic (ISK 4,450 million), and
an increased expected credit loss for a few customers (ISK 700 million). For further information see Note 2.

19. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2020 is 20% (2019: 20%). Special financial
activities tax is calculated as 6% of taxable profits exceeding ISK 1 billion in accordance with the Act on Financial Activities Tax no.
165/2011. The effective income tax rate in the Group's income statement for the first half 2020 is 67.5% (2019: 28%).

2020 2019
1.1-30.6 1.1-30.6

Current tax expense excluding diSCONtiNUEd OPEIALIONS .........ccoiiiiuiiiiiiiiiii e e e e e e e s eae e e annes 1,120 1,267
Special fINANCIAI ACTIVITIES 18X ......viiiiiiiiiei ittt et e bt e e e e et e et e e aate e e annnees 248 283
Difference in prior year's calCulated INCOME TAX .........eiiiiiiiiiiiiie ittt e e e e e e st e e e e e e annbeeeeeeaaaaes 14 (7)
Changes in deferred tax assets and deferred tax labilities ............cccooiiiiiiiiiiii e (494) 379
Income tax recognised in the income statement 888 1,922
Income tax recognised in other comprehensive income - (157)

2020 2019

1.1-30.6 1.1-30.6

Profit DEFOre taX .......eeiiiiiii e 1,315 6,834
20% income tax calculated on the profit for the period ... 263 20.0% 1,367 20.0%
Special financial activities tax ................. 248 18.8% 283 4.1%
Expenses (income) not subject to tax 185 14.1% (212) (3.1%)
NON-AedUCEIDIE EXPENSES ... 152 11.6% 365 5.3%
Other diffErenNCES ......ooeiiii e 40 3.0% 119 1.7%
Effective income tax expense 888 67.5% 1,922 28.0%

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

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Net profit (I0SS) from foreclosed aSSEtS .......cccveiiiiiiiiiiie i (36) (42) 11 (41)

Net loss from disposal groups held for sale* ... (538) (169) (321) (221)

INCOME TAX EXPEISE ....eeiiiiieeiiiee ettt et e ettt e bt e et e e s abe e e ettt e e eabe e e aabe e e e abbeeeenbeeesbneeeanneeas 16 8 (3) 8

Discontinued operations, net of income tax (558) (203) (313) (254)
*Thereof is loss from Borgun hf. amounting to ISK 635 million. For further information see Note 4.

21. Earnings per share Discontinued operations
Excluded Included

2020 2019 2020 2019

1.1-30.6 1.1-30.6 1.1-30.6 1.1-30.6

Profit attributable to shareholders of the Bank ..........ccccocveiiiiiiiinic e 729 5,122 171 4,919

Weighted average number of outstanding Shares ..........ccccccvciiiiiiciiiic e 10,000 10,000 10,000 10,000

Basic earnings per share 0.07 0.51 0.02 0.49

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 (2019: none).

22. Cash and balances with Central Bank

(8T ¢ Io ] T g - 1y Lo IO PP U ST P ST PPR PR
Balances With CENIAl BANK ...........c.uiiiiiiiiiie ettt ettt s bt e ettt e e et e e nbreeesaeree s
Balances with Central Bank subject to special reStHCIONS™ ...........ciiiiiiiiiiiie et

30.6.2020 31.12.2019

4,121 4,403
90,439 126,956
1,349 1,679

Included in cash and cash equivalents

95,909 133,038

Mandatory reserve deposits With Central BanK ... e

7,660 13,600

Cash and balances with Central Bank

103,569 146,638

*Balances as defined in Act no. 37/2016 on the treatment of kréna-denominated assets subject to special restrictions and rules no. 490/2016

on special reserve requirements for new foreign currency inflows.

23. Loans to credit institutions

Money market loans ...
(ST a1 = Teolo 1N ] < RN
[0 1= T g (o = o L PP P PRSP PURUPPPRPUP

30.6.2020 31.12.2019

35,869 33,254
34,382 21,122
56 -

Loans to credit institutions

70,307 54,376
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24. Derivative instruments and short positions

Notional Notional
values values
At 30 June 2020 related to related to
Assets assets  Liabilities liabilities
Interest rate swaps ..........ccceeeeeeeeeeeeenn. 1,777 134,699 3,621 66,576
Cross-currency interest rate swaps 2,514 57,942 227 10,611
EQUILY FOMWAIS ..eeeiiiiiiiie et e e e e e e e st e e e e e nnnnees 247 2,919 377 2,382
Foreign exXChange fOMWATTS ..........ccoouiiiiiiieiiiie et sbee e 658 10,069 5 383
FOreign eXChanQgE SWEAPS ......ciieiiiiiiiiiie ettt e ettt e et e e e et e e e e e e snsteee e e e e e nnbeaeeaeens 1,136 34,553 1,197 21,539
(210 ]aT0 I (0] 411 T L PSP UPPP RPN 34 3,603 560 21,098
Derivatives 6,366 243,785 5,987 122,589
Short positions iN iISted DONAS .........ooiiiiiiiii e - - 1,532 1,217
Total 6,366 243,785 7,519 123,806
At 31 December 2019
INEEIESTE FALE SWAPS ...eeeeiiitiiiteee ittt e e ettt e e e ettt e e e e et e e e e e e e s bbb et e e e e annb e e e e e e e annbeeeeeeaan 1,254 114,393 3,575 96,212
CroSS-CUIreNCY INTErESt FAte SWAPS ....ccovuviieiiiieeiiii ettt ettt e e 3,015 91,950 880 13,073
EQUILY FOTWAITS ... eeeiieiiiie ettt ettt ettt e e e b e e abe e e abnee s 141 4,664 298 4,001
Foreign exchange forwards 212 5,460 321 10,217
FOreign €XChange SWAPS ......ccuuiiiiiiieiiiie ettt et e s e e neeeas 867 30,990 298 24,928
BONG FOMWAITS ... .ttt s e e e se s seseeeeeseeeeaeeeaeeeees 132 12,756 33 6,219
Derivatives 5,621 260,213 5,405 154,650
Short positions iN iISted DONAS ..........coiiiiiiiii e - - 814 734
Total 5,621 260,213 6,219 155,384

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

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

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating
rate interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-
rate EUR denominated bonds (see Note 33) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value
hedge accounting to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly
effective, the Group assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 June 2020 the total fair value
of the interest rate swaps was positive and amounted to ISK 1,022 million (2019: ISK 921 million) and their total notional amount was ISK
46,620 million (2019: ISK 40,749).
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25. Loans to customers

Net
At 30 June 2020 Gross carrying amount Expected credit loss carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIAUAIS ... 342,835 6,563 8,483 (1,200) (194) (963) 355,524
Commerce and SEIVICES ........cocvvuvieiiiirieniiiee e 59,752 61,792 6,528 (553) (2,260) (2,678) 122,581
CONSIIUCHION ...t 40,530 1,009 5,618 (315) (46) (333) 46,463
ENErgy ..cooiiiiiii 8,380 - - (36) - - 8,344
Financial ServiCes .........cccccceiiiiiee e, 2,240 - - (1) - - 2,239
Industrial and transportation ............cccoccveveeeiiiiiiennn. 52,271 29,793 4,107 (259) (522) (1,659) 83,731
Investment COMPANIES .........coocvvveiiiiieiniiee e 16,808 4,605 4,055 (186) (1398) (1306) 24,578
Public sector and non-profit organisations ................ 11,637 15 14 (21) - (4 11,641
REaAI €StALE ...eevvieiiieiii i 125,582 22,409 5,111 (491) (970) (1,551) 150,090
Seafood 126,973 1,208 381 (234) (5) (194) 128,129
Loans to customers 787,008 127,394 34,297 (3,296) (4,395) (7,688) 933,320
At 31 December 2019
INAIVIAUAIS ... 338,335 4,119 9,362 (1,319) (168) (1,148) 349,181
Commerce and SEIVICES ........eeevuvieiiiieeeiiieeenieeeeaneees 115,679 6,999 6,515 (739) (194) (1,772) 126,488
CONSIIUCHION ...t 39,248 849 4,924 (310) (53) (238) 44,420
ENEIQY oo 7,913 - - (26) - - 7,887
Financial SErviCes .........ccoouviiiiiieiiiie e 2,315 - - - - - 2,315
Industrial and transportation .............cccceevveeerieeennnne. 77,492 3,338 3,503 (278) (221) (1,546) 82,288
INnvestment COMPANIES ........ccovveeeiiiiieaiiiee e 19,542 4,369 265 (260) (216) (110) 23,590
Public sector and non-profit organisations ................ 12,279 44 15 (23) (2) (1) 12,312
Real estate 140,604 3,831 2,345 (542) (89) (590) 145,559
Seafood ..... 105,411 249 385 (148) (10) (295) 105,592
Loans to customers 858,818 23,798 27,314 (3,645) (1953) (5,700) 899,632
26. Expected credit loss

Total allowances for expected credit losses

Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank ............c...ooiiiiiiiiiiieiiiiiee e 3 - - 3
Loans to Credit iINSHEULIONS .........ceiiiiiii e 98 - - 98
LOBNS 10 CUSTOIMENS .....iiiiiiieeiiieiee ettt ettt et e e e et e e e e e e e ntb et e e e e e snnbeeeeeeeannnes 3,296 4,395 7,688 15,379
Other fINANCIAI ASSELS .....cc.uviiiiiiieie e 5 3 - 8
Off-balance sheet loan commitments and financial guarantees ............ccccccceevviiiiiieeennnne 368 301 206 875
At 30 June 2020 3,770 4,699 7,894 16,363
Cash and balances with Central Bank ............cccccoooiiiiiiiiiiicicee e 4 - - 4
Loans to Credit INSHLULIONS ..........uiiiieiiiii e e e e e e e 67 - - 67
Loans to customers ... 3,645 953 5,700 10,298
Other fINANCIAL @SSELS ...ooiiiiiiiiite et e e e e e e e e s anreeeas 9 3 86 98
Off-balance sheet loan commitments and financial guarantees ............cccccocveernieeenineene 403 55 231 689
At 31 December 2019 4,128 1,011 6,017 11,156
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26. Cont'd

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

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL L JANUATY 2020 ....eveieeieiiiiiee et e e e e e e s e e e e e b e e e e e e s b e e e e r e e e e e nrnrees 3,645 953 5,700 10,298
Transfer 10 STAGE 1 .....veiiiiiii ettt 2,037 (1,901) (136) -
Transfer to Stage 2 .... (1,233) 1,651 (418) -
Transfer t0 STAQE 3 .....vviiiiiiieiiee et (93) (560) 653 -
Transfer to "Non-current assets and disposal groups held for sale" .... (50) (12) (83) (145)
Net remeasurement Of 0SS @llOWANCE ...........coiiiiiiiiiiiiiiie e (1,517) 4,122 2,276 4,881
New financial assets originated or PUrChased ..............ccocuiiiiiiiiiiiee e 837 193 130 1,160
Derecognitions and MALUNTIES .........cooiuiiiiiiieiiiie e e s (330) (51) (78) (459)
L1 (ST 3 PP PP PPPRR - - (721) (721)
Recoveries of amounts previously Wrtten Off ...........cocciiiiiiiiiiiiei e - - 104 104
FOreign @XCRANGE .......uviiiiiiie e - - 60 60
UNWINAING OF INTEIESES ....veiiiiiie et et e e - - 201 201
At 30 June 2020 3,296 4,395 7,688 15,379
AL L JANUANY 2019 ..ttt 3,277 1,079 3,689 8,045
Transfer t0 STAGE 1 ..o 1,725 (1,343) (382) -
TranSfEr 10 STAGE 2 .. ..veiiiiie e (1,336) 1,687 (351) -
Transfer t0 STAGE 3 .. .. (178) (720) 898 -
Net remeasurement Of 10SS @llOWANCE .........ccooeiiiiiiiiiiicii e eeeeaees (1,216) 145 2,727 1,656
New financial assets originated or PUrChased .............cccocvieiiiiiiiiiec et 1,803 278 353 2,434
Derecognitions and MALUILIES ..........coiuiiiiiiieiiiie e (430) (169) (188) (787)
WVIIEE-0FS ettt - (4 (1,616) (1,620)
Recoveries of amounts previously Written Off ...........cocoiiiiiii - - 249 249
FOreign @XCRANGE ........oiiiiiie et - - 10 10
UNWINAING OF INEEIESES .....eiiiiiieii e - - 311 311
At 31 December 2019 3,645 953 5,700 10,298
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUATY 2020 ....eeeieeeeeeieiee ettt e e e et e e e e e b et e e e e e b b ber e e e e e e b rrre e e e e nrnrees 403 55 231 689
Transfer 10 STAGE 1 .. ..veiiiiiii e 25 (9) (16) -
Transfer to Stage 2 .... (40) 153 (113) -
Transferto Stage 3 .....ccccevvvveevieeeninnn. (5) (29) 34 -
Net remeasurement of loss allowance ................. (184) 106 32 (46)
New loan commitments and financial QUArantees ............ccceeviiieiiiieiiiicee e 231 33 75 339
Derecognitions and MAatUNLIES ...........coooiiiuiiiiieiiiiiie e e e eee s (62) (8) (37) (107)
At 30 June 2020 368 301 206 875
At 1 JANUANY 2019 ...oiiiiiiiii e 410 142 84 636
Transfer to Stage 1 ... 152 (81) (71) -
Transfer to Stage 2 .... (20) 39 (19) -
TraNSTEIr 10 SLAGE 3 ...eeeiiiiiiiiii ettt e e e e e e e e e bbb e e e e e e e bt e e e e e e e annbeeeaas (9) (18) 27 -
Net remeasurement of 0SS allOWANCE ...........oeviieiiiiiiiie e (455) (27) 131 (351)
New loan commitments and financial QUAraNtees .............ccooviiiiiiieiiiiiiiiiee e 447 20 119 586
Derecognitions and MAtUNLIES .........uueieeiiiiiiiiee e s e e e e s e e e e s e e e e e e naaaeeeeeas (122) (20) (40) (182)
At 31 December 2019 403 55 231 689
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27. Property and equipment

Right-of-use Fixtures,
At 30 June 2020 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the Year ... 4,096 4,634 4,068 12,798
Additions during the PO .........ciiiiiiiiiiii e e 11 - 346 357
Disposals and write-offs during the period .............cccoiiiiiiiiii e (120) (69) (459) (648)
REMEASUIEMENT ....ooiiiiiiiii s - 63 - 63
Transfer to "Non-current assets and disposal groups held for sale" (953) (20) (807) (1,780)
Historical cost 3,034 4,608 3,148 10,790
Balance at the beginning of the Year ... (1,447) (420) (1,763) (3,630)
Depreciation during the period ................... (12) (234) (200) (446)
Disposals and write-offs during the period .............cccveiiiiiiiiii e 17 (13) 333 337
Transfer to "Non-current assets and disposal groups held for sale” .............c.cccoeviveeennee. 109 2 387 498
Accumulated depreciation (1,333) (665) (1,243) (3,241)
Carrying amount 1,701 3,943 1,905 7,549
ANNUAL AEPIECION FALES .....eviieiiiieiiiie ettt ettt ettt et e et e e sttt e e anb e e e sbbeesbeeeeaneeas 0-2% 8-31% 8-35%
Official real estate value of [and and BUIIJINGS ........ooouriiiiiie e e e e e et e e e e e e sttt e e e e e s annbeeeeeeesantseeaeeeeannnees 1,547
INSUraNCe VAlUE OF DUIIINGS ..ottt ettt e e ettt e ot b e e e e s b e e e e ket e e bbb e e e bt e e e asbe e e ambbeeeanbeeesnbeaeannneas 2,562
Insurance value of fixtures, equIPMENt AN VENICIES ........coi i e e e e s et e e e e e e aea e e e e e e annbeeeeeeeanneeeeas 3,069
Right-of-use
assets:
Land, Fixtures,
At 31 December 2019 Land and buildings  equipment
buildings & vehicles & vehicles Total
Balance at the beginning of the Year ... 4,054 - 3,984 8,038
Impact of adOPtiNg IFRS 16 .....ouiiiiiiiiiiieeee e e e e e - 4,505 - 4,505
Additions dUFNG the YEAI .......ccocuiiiiiiiii e 56 3 271 330
Disposals and write-0ffs during the YEar .............eoeiiiiiiiiii e (14) - (187) (201)
REMEASUIEIMENT ...t e et e e e e e e e e s - 126 - 126
Historical cost 4,096 4,634 4,068 12,798
Balance at the beginning of the Year ... (1,402) - (1,365) (2,767)
Depreciation during the YEaI ... (47) (420) (574) (1,041)
Disposals and write-0ffs during the year ... 2 - 176 178
Accumulated depreciation (1,447) (420) (1,763) (3,630)
Carrying amount 2,649 4,214 2,305 9,168
ANNUAL AEPIECION FALES .....eeiiiiiiieiii ettt ettt e s st e e 0-2% 3-33% 8-35%
Official real estate value of [and aNnd DUIIJINGS ........ooieiiiiie et e e e e et et e e e e e sbbeeee e e e saabeseeeeeaannnnnes 2,240
INSUrANCE ValUE OFf DUIAINGS .....eiviiiie ettt e et e e e e sttt e e e s e st eeeeeessssteeeeeesansaaeeeae e e sstaaeeee e s sstnaeaeeeesnssbeeaneennnnnnns 3,545
Insurance value of fixtures, equIPMENt AN VENICIES ........ooo it e e e e e e e e bbb b e e e e e e abnb e e e e e e e annreeeas 3,429
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28. Other assets
30.6.2020 31.12.2019

L= ToT =TV Z= o] L= SRS 1,066 4,810
Unsettled SECUNTIES tTANSACHIONS .........uviiiiiiiiiiiiiie ettt e e e e e e e e e e e e 4,500 279
Yoo 1 SRS 201 253
PrEPAIA EXPENSES ..ottt ettt e e e ekttt bt e s b et e e e r e e e e et e s 346 468
(D= (= =T I = D= TTT=1 £ SRR 88 476
(@1 [T S1Y=] KOO OO PSR PPPPPPOS 169 322
Other assets 6,370 6,608

29. Non-current assets and disposal groups held for sale
30.6.2020 31.12.2019

Assets of disposal groups classified as held for sale:

1210 (o 18] T o P OO PR PPRPTRONY 18,146 -

Y To =Yg oI 3| S PO UUPRPPPIN 327 292
Repossessed collateral:

(=g T Ir= o To N o TU 11 o [ o = PR PPUUPPRRTTRRE 1,506 739

Industrial equIPMENt AN VENICIES .........iiiiiiiiiiiie ettt e et e e sabe e e s be e e e aneees 14 44
Non-current assets and disposal groups held for sale 19,993 1,075
1210 ]4o 014 I o PRSP UPRPPPRIOE 15,320 -
[T L= alo [T o) O TP T OO SO P TP PP TP OUPPPPPI 1 -
Non-current liabilities and disposal groups held for sale 15,321 -

For further information about Borgun hf. see Note 4.

30. Deposits from Central Bank and credit institutions

30.6.2020 31.12.2019

DeposSits from Credit INSTEULIONS ........iouiiiiiee ittt e et e e e e ek ettt e e e s bt et e e e e e e anbb b et e e e e e anbnreeeeeeaannnneeeas 35,387 30,808
Repurchase agreements With Central BANK ............coouiiiiiiiiiiii et 74 117
Deposits from Central Bank and credit institutions 35,461 30,925

31. Deposits from customers

30.6.2020 31.12.2019

Demand deposits and deposits with maturity up t0 3 MONtAS ..........ccciiiiiiiii e 578,432 530,960
Term deposits with maturity of more than 3 MONLNS ... e 102,791 87,353
Deposits from customers 681,223 618,313
Deposits from customers specified by owners 30.6.2020 31.12.2019
Amount % of total Amount % of total
Central government and state-owned eNnterpriSes ..........couiririeeiiiiiieieees i e e 10,361 2% 12,553 2%
Municipalities 8,915 1% 5,619 1%
Companies .... 343,657 50% 299,204 48%
INAIVIAUAS ... e 318,290 47% 300,937 49%
Deposits from customers 681,223 100% 618,313 100%
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32. Pledged assets

30.6.2020 31.12.2019

Financial assets pledged as collateral against AbilItIES ............cooiiiiiiiiiiiii e 212,415 205,773
Financial assets pledged as collateral in foreign DANKS ...........ooiiiiiiiiii e 220 402
Financial assets pledged as collateral in repurchase agreements .............cooiiiiiiieiiiieiie e 1,729 1,114
Pledged assets against liabilities 214,364 207,289

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

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

33. Debt issued and other borrowed funds

Issued Maturity Interest 30.6.2020 31.12.2019
Covered bonds in ISK 2019 2021 Atmaturity  Fixed rates 5,103 3,918
Covered bonds in ISK 2015-2019 2023 At maturity  Fixed rates 23,406 20,170
Covered bonds in ISK - CPI-linked ...........cvveeiiiiiiiiieeeeeeeeeev, 2014-2015 2020 At maturity  Fixed rates - 4,359
Covered bonds in ISK - CPI-linked ...........ccoeeeeeiiiiiiiiiieeeeeeeeia, 2015-2017 2022 At maturity Fixed rates 18,855 18,512
Covered bonds in ISK - CPI-linked 2012-2018 2024 Atmaturity  Fixed rates 36,205 35,752
Covered bonds in ISK - CPI-linked ... 2015-2018 2026 At maturity  Fixed rates 28,061 27,661
Covered bonds in ISK - CPI-linked 2019 2028 Amortising Fixed rates 17,935 14,228
Covered bonds in ISK - CPI-linked ............ccoeeeeiiiiiiiiiieeeeeeeeeia, 2017-2018 2030 At maturity Fixed rates 25,824 25,463
Covered bonds 155,389 150,063
Senior unsecured bonds in EUR** 2016 2020 At maturity  Fixed rates 8,912 7,782
Senior unsecured bonds in SEK* ..........ccccoiiiiiiiiiiiiieee s 2019 2020 At maturity  Floating rates - 4,557
Senior unsecured bonds in SEK ..........cccoooviiiiiiee e, 2018 2021 Atmaturity  Fixed rates 1,485 1,308
Senior unsecured bonds in SEK* ..........ccccooviiiii 2018-2019 2021 At maturity  Floating rates 20,430 18,913
Senior unsecured bonds iN EUR .............ccoooiiiic, 2019 2021 At maturity  Floating rates 1,785 1,559
Senior unsecured bonds in SEK ....... . 2018 2022 At maturity  Floating rates 14,809 12,990
Senior unsecured bonds in EUR** 2019 2022 At maturity ~ Fixed rates 46,658 41,570
Senior unsecured bonds iN NOK .........cccccovuvuvviuiiiiniiieinieieierenenens 2019 2022 At maturity  Floating rates 14,304 13,856
Senior unsecured bonds in EUR*** .........cccccooiiiiiiiiiiiiiiiiiiieeee, 2018 2024 At maturity  Fixed rates 47,650 41,816
Senior unsecured bonds iNn NOK ...........ccocviireiiiiiiiiee e, 2019 2024 At maturity  Fixed rates 5,792 5,709
Senior unsecured bonds in ISK 2019 2024 Monthly Floating rates 3,181 3,553
Bonds issued 165,006 153,613
{23 ST V=T o PR SPRPRPR 1,408 2,705
Other borrowed funds 1,408 2,705
Debt issued and other borrowed funds 321,803 306,381

*The Bank repurchased own bonds during the period amounting to ISK 6,084 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 30 June 2020 the total carrying amount
of the bonds amounted to ISK 55,570 million and included in the amount are fair value changes amounting to ISK 333 million. The carrying
amount of the bond at 30 June 2020 was ISK 474 million lower than the contractual amount due at maturity.
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33. Cont'd

***The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging
instruments (see Note 24). The interest rate swaps are hedging the exposure of the Group's changes in the fair value of this fixed-rate EUR
denominated bond arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the
hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group
assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 June 2020 the total carrying amount of the bond
issuance amounted to ISK 47,650 million and included in the amount are fair value changes amounting to ISK 937 million.

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

34. Subordinated loans

Issued Maturity Interest 30.6.2020 31.12.2019
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK ..........cccccoee e 2017 2027 Atmaturity  Floating, STIBOR + 2.0% 11,071 9,714
Subordinated loans in SEK ..........ccccocvvviiiiiiiiiiiiinnnn, 2018 2028 Atmaturity  Floating, STIBOR + 2.5% 7,391 6,485
Subordinated loans in SEK .........ccccccoeiviiiiieieeeicins 2019 2029 At maturity  Floating, STIBOR + 3.9% 7,372 6,475
Subordinated loans 25,834 22,674

35. Changes in liabilities arising from financing activities

Non-cash changes

Interest Foreign Fair value
1.1.2020 Cash flows expense  exchange changes 30.6.2020

Covered bonds iN ISK .......cooiiiiiiiiccee e 24,088 3,710 711 - - 28,509
Covered bonds in ISK - CPI-linked ..o, 125,975 (2,856) 3,761 - - 126,880
Senior unsecured bonds iN ISK ........ccocciiiiiiiiiiicccen 3,553 (419) 47 - - 3,181
Senior unsecured bonds FX ... 58,892 (6,708) 550 5,871 - 58,605
Senior unsecured bonds FX at fair value ...........cccccccvnieiiineenne 49,352 (524) 296 7,098 (652) 55,570
Senior unsecured bonds used for hedging .........ccccooviiiiiieininns 41,816 (463) 272 5,859 166 47,650
Other borrowed fuNdS ...........eeeiiiiiiie e 2,705 (1,330) 33 - - 1,408
Subordinated 10aNnSs ...........ooooeeiiiiiii 22,674 (353) 359 3,154 - 25,834
Total 329,055 (8,943) 6,029 21,982 (486) 347,637

Non-cash changes

Interest Foreign Fair value
1.1.2019 Cash flows expense  exchange changes 31.12.2019

Covered bonds iN ISK .........ooiiiiiiie e 20,756 2,060 1,272 - - 24,088
Covered bonds in ISK - CPI-linked ..........cccoooviiienieiiere e 118,057 1,263 6,655 - - 125,975
Senior unsecured bonds iN ISK ..........ccocviiiiiicii e, - 3,628 25 - - 3,553
Senior unsecured bonds FX ... 46,162 12,139 1,016 (425) - 58,892
Senior unsecured bonds FX at fair value ...........cccccceeeeviciieeneenn. 68,154 (22,509) 734 1,667 1,306 49,352
Senior unsecured bonds used for hedging .... ... 40,714 (465) 497 786 284 41,816
Other borrowed funds ..........ccccceeviiiieneennne 7,133 (4,809) 358 23 - 2,705
Subordinated loans .... 16,216 6,190 501 (233) - 22,674
Total 317,192 (2,603) 11,058 1,818 1,590 329,055
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36.

37.

38.

Other liabilities
30.6.2020 31.12.2019

Yool (VT | PP PPPPPPPPPPPNY 2,883 3,217
Liabilities to retailers for credit cards . - 14,765
LEASE HADIIILIES ... ..ttt e e e e et e e eeeeeeeeeeeaaaeeeeaeeeaeaeaeaeaeaeaeaeaaaaeaeaaaeaaaeaaaaeraaeaeaaaeaeananan 4,036 4,256
Provision for effects Of COUN TUIINGS .....coo.uiiiiiiie ettt e s bb e e e sb e e e bbe e e anbeeeaneees 75 75
Expected credit loss for off-balance sheet loan commitments and financial guarantees .............ccccccvvviiiiiiiininees 875 689
VA1l aTo][o 1 gTo I -V P PR U PRTTPPRN 501 1,559
Unsettled securities transactions ... 19,360 515
[ C (= =T gVt o o= PN - 229
510 To |V 1= o 1TSS PRT PR 2,115 1,758
Other liabilities 29,935 27,063

Custody assets
30.6.2020 31.12.2019

Custody assets - Not managed DY the GIOUP ..........eiiiiiiiiiiiie e e et e e e e st e e e e e e s snebaeeeeeesnnnes 3,012,518 2,898,686

Related party

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

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

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

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

Cash and balances with the Central Bank are disclosed under Note 22 and Deposits from the Central Bank are disclosed under Note 30.

All loans to employees are provided on general business terms of the Group and the balances do not reflect collaterals held by the Group.

Commitments,
guarantees &

At 30 June 2020 Assets Liabilities Net balance overdrafts
Shareholders with control over the Group .........c..eeeiiiiiiii e - - - 1
Board of Directors, key management personnel and other related parties ....................... 221 613 (392) 51
ASSOCIALEA COMPAINIES ....eeeieeeiiiiiiiit e ettt e e e e ettt e e e e st e e e e e s e sbe b e e e e e e anbbbeeeeeesbnbeeeeeeaas 13 750 (737) 211
Balances with related parties 234 1,363 (1,129) 263

Interest Interest Other Other
1 January to 30 June 2020 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 2 5 1 -
ASSOCIAtEd COMPANIES .....eeeiiiieiiiiee ittt ettt e st e e e st eaieee e - 5 - 776
Transactions with related parties 2 10 1 776
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38. Contd
Commitments,
guarantees &
At 31 December 2019 Assets Liabilities Net balance overdrafts
Board of Directors, key management personnel and other related parties 324 392 (68) 51
ASSOCIAtEA COMPANIES .....eiiiiiiieiiiie ettt ettt e et e et e st e e be e e e nnbe e e sbaeeanieeeeas 16 830 (814) 213
Balances with related parties 340 1,222 (882) 264
Interest Interest Other Other
1 January to 30 June 2019 income expense income expense
Board of Directors, key management personnel and other related parties 16 6 - -
ASSOCIAtEd COMPANIES .....oiiiiiiiiiiiee ittt st inee e 6 8 2 815
Transactions with related parties 22 14 2 815

At 30 June 2020 ISK 1 million was recognised as Stage 1 expected credit loss against balances outstanding with related parties (2019: ISK
2 million). No share option programmes were operated during the reporting period.

39. Contingencies

Contingent liabilities

Borgun hf. — Landsbanki case

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

In March 2020 the Group entered into an agreement on the sale of all its stake in Borgun hf. subject to closing. islandsbanki has undertaken
to reimburse up to 63.47% of losses incurred by Borgun hf. or the buyer as a result of the claim by Landsbankinn.

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

Borgun hf. — Chargeback risk

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

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

The sale of Borgun hf. was closed on 7 July 2020 and the Group's shares in Borgun hf. delivered to the buyer. The transaction is further
described in Note 40.
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40. Events after the reporting period

On 7 July 2020 the Bank concluded the sale of its 63.5% holding in Borgun hf. to Salt Pay Co Ltd. In the interim financial statements for the
first half of 2020, Borgun hf. is accounted for as an asset held for sale and comparative figures have been restated accordingly. The sale of
Borgun hf. will be accounted for in the interim financial statements for the third quarter of 2020 with limited impact on the Bank's operations
and capital position. By the share capital decrease in Borgun hf. in July 2020 the Bank's ownership in Borgun-VS ehf., a recently founded
limited liability company, remains 63.5%. The main asset of Borgun-VS ehf. are the Series C preferred shares in Visa Inc., (related to the
acquisition by Visa Inc. of Visa Europe in 2016), and rights and economic value related thereto.

41. Risk management

Risk governance

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

42. Credit risk

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

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

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

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

A thorough analysis of the counterparty's financial standing, analysis of past and estimated future cash flows as well as the borrower's
general ability to repay its obligations forms the basis for all credit decisions. The Group structures the levels of credit risk it undertakes by
placing limits on the amount of risk accepted in relation to one borrower, groups of borrowers, countries and industry segments. The Group
measures and consolidates its credit risk for each counterparty or group of connected clients in accordance with internal and external criteria
of connection between 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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43. Maximum credit exposure

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

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

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

At 30 June 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 ....... - 103,569 - - - - - - - - - 103,569
Loans to credit institutions ..............cccccc..... - - - - - 70,307 - - - - - 70,307
Bonds and debt instruments . - 119,418 18 - 516 18,374 446 25 1,501 124 - 140,422
DErvatiVES .......cccveviiiiieiiiieeiee e - - 74 - 7 7,690 711 546 - 242 396 9,666
Loans to customers: 355,524 - 122,581 46,463 8,344 2,239 83,731 24,578 11,641 150,090 128,129 933,320
Ooverdrafts .....ccveeveeiviiiieeee e 11,382 - 13,014 4,120 21 1,790 7,378 693 738 2,745 5,632 47,513
Credit cards ......ccocevvrveniieiieneee 14,797 - 1,151 232 4 11 333 22 70 56 28 16,704
Mortgages ........cccceeeiiiiiiiieeee e, 293,838 - - - - - - - - - - 293,838
Capital 1eases ........ccccccevvvenvenceennnn 5,762 - 27,890 2,801 14 - 7,273 153 35 928 183 45,039
Other 10ans ........ccoveeveeienicesee 29,745 - 80,526 39,310 8,305 438 68,747 23,710 10,798 146,361 122,286 530,226
Other financial assets ..........cccoccevcvieinnnen. 364 7 222 3 23 5,125 162 71 73 19 7 6,076
Off-balance sheet items: 38,256 - 25,302 14,160 488 6,311 16,358 543 4,773 15,484 11,426 133,101
Financial guarantees .............cccccoevuiies 1,507 - 5,551 5,280 - 1,234 2,761 39 6 1,959 272 18,609
Undrawn loan commitments ................. - - 1,688 5,751 176 - 7,410 - - 7,937 3,407 26,369
Undrawn overdrafts ........ccccceevviiiienenn. 13,088 - 13,711 2,367 282 4,947 5,061 352 4,023 5,308 7,579 56,718
Credit card commitments ..................... 23,661 - 4,352 762 30 130 1,126 152 744 280 168 31,405
Maximum credit exposure 394,144 222,994 148,197 60,626 9,378 110,046 101,408 25,763 17,988 165,959 139,958 1,396,461
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At 31 December 2019 Public sector

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

44, Credit exposure covered by collateral

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

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

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on availability. In the case of fishing vessels the associated fishing
quota is included in the valuation. Collateral is allocated according to the gross carrying amount of loans and nominal off-balance sheet items, and is measured without including the effect of
overcollateralisation. This means that if some loans have collateral values in excess of their gross carrying amount, then the excess is removed in order to reflect the Group's actual maximum exposure to
credit risk. The total value of pledged assets can thus be higher than the cover indicates. The maximum credit risk exposure is measured on net carrying value basis, and therefore collateral allocation can in
some instances be higher. For capital leases the Group remains the owner of the leased object. In total ISK 38,789 million of the collateral are leased objects.

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

Total credit Total credit

At 30 June 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
DEIVALIVES ... oot ettt ba b et e s e s e s e seaeeeaeeaeaeaaraaaaes 9,666 - - 4,570 - - 4,570 9,096 -
Loans and commitments to customers: 1,038,755 630,438 99,470 7,164 49,991 77,347 864,410 174,345 8,360
INAIVIAUALS ..ottt ettt e et e e st e e et e e e nnb e e e enbeeeenees 386,156 304,336 8 370 13,692 121 318,527 67,629 1,491
COMMEICE ANA SEIVICES ..eoevviieiiiieeeiiieeeiieeeetteeeatteeestbeeessteeeaatbeeessbeeeabeteaassseesssseeansseaeanes 143,932 61,868 132 721 27,000 24,991 114,712 29,220 3,056
(010151 1 (U od (o] o H PO P TP OPPPOUPRN 54,672 41,705 10 549 2,043 2,285 46,592 8,080 475
Energy .....ccccoeevveene 8,832 5,514 - 370 8 53 5,945 2,887 39
FINANCIAI SEIVICES ...ttt ettt e e b e e st e e anaeeas 8,550 689 - 126 - 1,994 2,809 5,741 9
Industrial and tranSPOIALION ...........coiouiiiiiiiieiii e 97,468 45,651 15 182 6,770 16,468 69,086 28,382 853
INVESTMENT COMPANIES ... .vvieeiiiieiiiie ettt et ettt et e e st e e e s be e e e bb e e e e nbbeeanbeeeanneeas 21,372 6,191 - 3,930 78 9,697 19,896 1,476 587
Public sector and non-profit OrganiSatioNs .............ceeeiiiiiiiie e 16,396 991 - 4 24 - 1,019 15,377 23
(R T U= - L= PP PUPP 162,014 149,940 5 846 293 1,054 152,138 9,876 1,577
SY=T= {00 o EE USSP OUPPPPUPRROt 139,363 13,553 99,300 66 83 20,684 133,686 5,677 250
Total 1,048,421 630,438 99,470 11,734 49,991 77,347 868,980 183,441 8,360
Collateral held against credit-impaired exposures
Loans and commitments to customers: 27,666 19,197 1,905 291 1,100 3,317 25,810 1,856 7,894
INAIVIAUALS ..ttt e et e e ettt e e st e e snb e e e e bb e e e anbeeeenbeeeanees 7,624 6,749 18 4 158 5 6,934 690 1,006
COMMEICE AN SEIVICES ...vvvvvviviirerrierereeeeererereeeeereee e e et eateeaeaeatataaaaatataaeaaaaaeaaaaaaaaeaeaaaaaeas 3,951 1,887 640 12 518 417 3,474 477 2,795
[©70] 41511 {1 o3 1To] o I T PP T PP TR PPPPPPPPIOt 5,951 5,155 - 118 102 365 5,740 211 350
Industrial and tranSPOrTAtiON ...........ccoiiiiiiiiie e e e e e e e e e e e e e snnaeeeaeeennnes 2,621 602 1,219 117 298 44 2,280 341 1,671
INVESTMENT COMPANIES .....eeeiiiiee ittt e st e e e e st r e e e e e st e e e e e e e e annaneeeeens 3,749 1,260 - - 7 2,458 3,725 24 306
Public sector and non-profit OrganiSatioNS ............c..coviiiiiiiiieniie e 18 2 - - - - 2 16 18
REAI BSTALE .....eeeeiiiei ettt e e et e e e e e e e e e are s 3,560 3,400 - 40 7 25 3,472 88 1,553
LY== o]0 o KOS P PP OUPPPPUPROt 192 142 28 - 10 3 183 9 195
Total 27,666 19,197 1,905 291 1,100 3,317 25,810 1,856 7,894
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44. Contd
Total credit Total credit

At 31 December 2019 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 ettt 9,485 - - 1,757 - - 1,757 7,728 -
Loans and commitments to customers: 1,012,821 622,021 87,217 7,001 49,865 80,043 846,147 166,674 5,056
[ To 1Y To [N = OSSP PPP R OPPPPPRPN 374,718 292,701 7 417 13,317 116 306,558 68,160 1,579
Commerce and services ... 146,149 63,151 777 961 27,124 25,891 117,904 28,245 1,030
(07014511 11 o3 110 ] o [ PP U PP PPRPOt 55,236 40,432 4 653 2,130 3,968 47,187 8,049 495
BTG ittt ne 10,861 5,655 - 366 8 5 6,034 4,827 34
FINANCIAI SEIVICES ... 8,894 - - 123 - 3,621 3,744 5,150 7
Industrial and tranSPOITALION ..........coiiiiiiiieie i e e e e e seeeeanes 99,188 49,944 12 107 6,757 18,566 75,386 23,802 534
INVESTMENT COMPANIES .....ieieiiiee ittt s e e e e e s e e e e e sbb b b e e e e e s snbbeeeeeeeanntareeaeeas 23,982 7,748 - 3,281 71 11,930 23,030 952 478
Public sector and non-profit OrganiSations ..............coiiieiiiiieeiiiee e 15,758 958 - 7 29 - 994 14,764 29
R L =TS - L1 OSSP PPRPTT 162,795 148,919 5 1,072 301 1,125 151,422 11,373 702
ST {0 Lo PP TST PRSPPI 115,240 12,513 86,412 14 128 14,821 113,888 1,352 168
Total 1,022,306 622,021 87,217 8,758 49,865 80,043 847,904 174,402 5,056
Collateral held against credit-impaired exposures
Loans and commitments to customers: 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
[ To YT L1 = O PPP PP PPRR 8,427 7,191 17 12 166 2 7,388 1,039 1,245
COMMEICE AN SEIVICES ......vieiieiirieieeeieee ittt s e e e sr e e et nee e e st e sneenneeennes 4,944 2,980 102 22 561 805 4,470 474 1,864
(0] 511 11 o311 o [ PRSP SRRt 5,219 4,919 - 197 19 7 5,142 77 261
Industrial and traNSPOITALION ..........eiiiiiieiiiie et e e e e e e saeeeeanes 1,965 253 1,331 102 72 16 1,774 191 1,559
Investment companies ...........cccccveeeeiineeen. 156 149 - - - - 149 7 111
Public sector and non-profit OrganiSatioNS .............coeoiiiiiiiii e 15 14 - - - - 14 1 1
R == =) 7 L= SRR 1,800 1,567 - - 9 - 1,576 224 595
SAOOM ...ttt 90 27 31 - 19 - 77 13 295
Total 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
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45. Credit quality of financial assets

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

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

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

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

Risk classes 1-4 represent low risk, risk classes 5-6 moderate risk, risk classes 7-8 increased risk, risk class 9 high risk, and risk class 10
represents customers that are in default. Unrated are loans that are yet to be rated.

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

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

Due to the COVID-19 pandemic the Group transferred a relatively large proportion of assets from Stage 1 to Stage 2 in the first half of

2020. The Group did not re-evaluate the risk classes of the borrowers affected but instead applied an overlay factor to the expected credit
loss (see Note 2).

At 30 June 2020

Loans to customers: Stagel Stage?2 Stage3 Total
RISK CIASS 14 ...ttt ettt et e bt at e et esnt e ettt e et e naeeenee s 229,965 23,103 - 253,068
RISK ClASS 56 ...ttt ettt et ettt ettt e e e bt e st bt e ettt e e e nbb e e e nbeeeanbeeean 335,455 60,917 - 396,372
RISK CIASS 7-8 ...ttt ettt e bttt e sab e et e e e naeeenee s 187,183 32,345 - 219,528
RISK ClASS 9 .ttt ettt ettt et e e e h et e st e e e s bb e e e enbe e e nbb e e e aneeeeanes 34,175 11,029 - 45,204
Risk class 10 .... - - 34,297 34,297
(07T = 1 =T IO U PP PP UPPPPPRPNt 230 - - 230

787,008 127,394 34,297 948,699
EXPECLEA CrEIL IOSS. ... ..eeiiiieee ittt e e et e e e et e e e e e e e nenneeee s (3,296) (4,395) (7,688) (15,379)
Net carrying amount 783,712 122,999 26,609 933,320
Off-balance sheet loan commitments and financial guarantees: Stagel Stage2 Stage 3 Total
RISK CIASS 1-4 ...ttt ettt e e e e e bbb et e e e e e abab et e e e e e sabbneeeeeenannnes 56,755 3,192 - 59,947
RISK CIASS 56 ..ottt ettt ettt ettt e eae e e nt e et e ane e e e e reeeneenneeenee s 42,988 5,035 - 48,023
RISK CIASS 7-8 ...ttt ettt et ettt e et e e e bt e e st e e e bb e e e enbbeeeanbeaeaneeaeas 16,244 6,866 - 23,110
RISK CIASS 9 ...ttt ettt et eae e et e st e et et e e n e et e nneeenteenneean 1,012 583 - 1,595
RISK CIASS 10 ...ttt ettt e e e ekttt e e e s e e et e e e s nbe e e e e e e e nnbnneeaeens - - 1,263 1,263
Unrated 32 6 - 38

117,031 15,682 1,263 133,976
EXPECIEA Credit I0SS. .. cciueeiiiiiieeii ettt (368) (301) (206) (875)
Total 116,663 15,381 1,057 133,101
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45. Contd
Risk Risk Risk Risk Risk
At 30 June 2020 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ... 81,457 151,577 123,015 31,477 8,634 117 (2,497) 393,780
Commerce and services 31,714 78,487 31,447 5,271 6,741 74 (5,851) 147,883
CONSLIUCHION ... 4,848 31,508 16,851 1,914 6,300 27 (825) 60,623
ENEIgY oot 2,959 3,845 2,067 - - - (39) 8,832
Financial ServiCes ........ccccuvviieieeriniiiiiiieee s 7,947 2 604 - - 6 (9) 8,550
Industrial and transportation ..............cccceeeveeenn. 28,467 47,078 20,153 2,623 4,292 - (2,524) 100,089
Investment COMPANIes ........cccoeevvvveeeeeeeiiveennn. 2,564 8,484 9,368 1,542 4,055 1 (893) 25,121
Public sector and non-profit organisations ....... 13,380 2,813 207 - 36 19 (41) 16,414
Real eState ........coeeeviiiiiiiiee e 52,774 72,464 35,016 3,331 5,114 5 (3,130) 165,574
Seaf00d .....veiiiiiiee e 86,905 48,137 3,910 641 388 19 (445) 139,555
Total 313,015 444,395 242,638 46,799 35,560 268 (16,254) 1,066,421
At 31 December 2019
Loans to customers: Stagel Stage?2 Stage3 Total
RISK CIASS 14 ...ttt e et e bt e e aen et aanaaaaaes 226,347 289 - 226,636
RISK ClASS 56 ...ttt et ettt ettt e e e bt e et bt e e kbt e e e nbb e e e bbeeeanbeee s 388,936 1,385 - 390,321
RISK CIASS 7-8 ... oottt et e e aeren ittt rannanaaas 204,979 14,487 - 219,466
RISK ClASS 9 .ttt ettt ettt et e e e h et e st e e e s bb e e e enbe e e nbb e e e aneeeeanes 33,880 7,544 - 41,424
[ ] g F= T O T - - 27,160 27,160
(6731 1= PSPPSR ROPPPR 4,676 93 154 4,923

858,818 23,798 27,314 909,930
EXPECIEA CrEit 0SS, ...ceiueiiiiiiiie ittt ettt e e e e e snbe e e anteee s (3,645) (953) (5,700) (10,298)
Net carrying amount 855,173 22,845 21,614 899,632
Off-balance sheet loan commitments and financial guarantees: Stagel Stage2 Stage 3 Total
RISK CIASS 1-4 ...ttt ettt e e e e e bbb et e e e e e abab et e e e e e sabbneeeeeenannnes 58,327 25 - 58,352
1S S = T R TSRS 58,271 253 - 58,524
RISK CIASS 7-8 ...ttt e e e st e e e s et e e e e e e e satbne e e e e e nannes 15,334 1,757 - 17,091
RISK CIASS 9 ...ttt e e se e e e e e eeeeeeeeeaeeeeeeeeeeeeeeaeeeeeaeaeaeaeaeaaeaaaeaeaaaaans 1,095 186 - 1,281
RISK CIASS 10 ...ttt e ettt e e e e ekt e e e e e b et et e e e e nbe e e e e e e e nnnnneeeeens - - 1,233 1,233
LT 7= 1 (=T O OUPPERR 8 5 - 13

133,035 2,226 1,233 136,494
EXPECIEA Credit I0SS. ...ccitiiiiiiieeei et (403) (55) (231) (689)
Total 132,632 2,171 1,002 135,805
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45. Contd
Risk Risk Risk Risk Risk
At 31 December 2019 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INAIVIAUAIS ....oevvvviiiiiiiiiiieieeeeeeeeeeeeeee e 76,119 151,224 115,042 29,537 9,517 4,530 (2,824) 383,145
Commerce and services 29,718 81,536 31,572 3,968 6,810 383 (2,894) 151,093
CONSLIUCHION ... 3,354 33,345 17,924 1,120 5,468 - (756) 60,455
ENEIgY oot 5,045 3,846 2,004 - - - (34) 10,861
Financial Services ..........ccccceeeeiiieieceiecccccee 8,848 30 17 - - 6 (7) 8,894
Industrial and transportation ..............cccceeeveeenn. 26,474 59,108 11,775 2,363 3,526 - (2,093) 101,153
Investment COMPANIes ........cccoeevvvveeeeeeeiiveennn. 2,803 9,198 11,090 1,367 268 1 (589) 24,138
Public sector and non-profit organisations ....... 12,761 2,733 268 11 15 15 (30) 15,773
Real €State .......vvvvvviiiiiiiieiiieieeeeeeeeee s 52,934 64,623 42,304 3,631 2,400 - (1,297) 164,595
Seaf00d .....veiiiiiiee e 66,932 43,202 4,561 708 389 1 (463) 115,330
Total 284,988 448,845 236,557 42,705 28,393 4,936 (10,987) 1,035,437

46. Loans to customers in the tourism industry

Companies in the tourism industry 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. 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 by one risk class for
group 2 and two risk classes for groups 3 and 4.

At 30 June 2020

Loans to customers in the tourism industry: Stage 1l Stage2 Stage 3 Total
(1 (18 e RO PP PP P PP PPPPPPN - - - -
(] (o0 o N - 27,861 564 28,425
(1 (18] R T OO PP PP PP PPPPPPPPRN - 56,713 1,221 57,934
(] (o0 o T N - 7,521 5,172 12,693

- 92,095 6,957 99,052
EXPECIEA Credit I0SS ..ot - (3,236) (2,360) (5,596)
Net carrying amount - 88,859 4,597 93,456

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

Stagel Stage2 Stage 3 Total

(1 (o 18 o I R TP P TR POPPPPTPN - - - -
(1010« I O TSP P PR PP PP PPPPRPPI - 3,793 91 3,884
(1 (18] < TP P T PTPPPPTPNN - 2,142 40 2,182
(1010« I O TP P PR UP PP PPPPRPPI - 4,750 42 4,792
- 10,685 173 10,858

EXPECIEA Credit I0SS ..ot - (207) (97) (304)
Total - 10,478 76 10,554
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47. 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 66.3. in the consolidated financial statements for the year 2019.

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

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

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

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

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

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

At 30 June 2020 Stagel Stage2 Stage 3 Total
INAIVIAUAS ...ttt s et e e n e nnneeneenree e 1,246 2,584 2,147 5,977
(0] 0] o= T 1= PRSP PPTR PP 187 8,570 17,811 26,568
Gross carrying amount 1,433 11,154 19,958 32,545

Stagel Stage2 Stage 3 Total
e Yo U= SRS RR (9) (61) (201) (271)
[©0]40] o= T 1= T PP UPPPPPPRN (1) (529) (3,576) (4,106)
Expected credit loss (10) (590) (3,777) (4,377)
At 31 December 2019 Stagel Stage2 Stage 3 Total
Individuals 1,615 1,102 1,372 4,089
Companies 13,212 8,469 8,289 29,970
Gross carrying amount 14,827 9,571 9,661 34,059

Stagel Stage2 Stage3 Total
Individuals (12) (41) (182) (235)

Companies (77) (249) (2,167) (2,493)

Expected credit loss (89) (290) (2,349) (2,728)
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48.

49.

50.

COVID-19 moratoria

The Group recognises that the economic effects of the COVID-19 pandemic will temporarily have a seriously negative impact on
customers' cash flow and thus their ability to repay their debt in accordance with their obligations. The Group has entered into an
agreement with other financial institutions and lenders in Iceland to provide a moratorium for corporate customers, uniformly executed
across institutions. Similarly, the Group has entered into an agreement for a moratorium for households and individuals. In accordance with
guidelines from EBA and the Central Bank, moratoria of this kind do not trigger classification as forbearance.

The following table shows the extent of moratoria granted by the Group under these initiatives agreed and applied broadly by domestic
credit institutions.

At 30 June 2020

Stagel Stage2 Stage3 Total
[ To 1Y To LU = PP EPTPOTPPPR 26,869 639 26 27,534
(01401 o= T a 1= T PP PPPPPPPRN 86,421 72,508 56 158,985
Gross carrying amount 113,290 73,147 82 186,519

Stagel Stage2 Stage3 Total
INAIVIAUALS ..ttt e et e et e st e e bb e e eab e e e sbb e e e enbbeeennbeeeanbeeeanen (112) (17) - (129)
COMPANIES ...ttt ettt ettt e et e ettt e e be e e e e et et e e be e e e et e e e et e e aab e e e aateeeeaes (375) (1,918) (4) (2,297)
Expected credit loss (487) (1,935) (4) (2,426)

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.

30.06.2020 31.12.2019

(o] o= 4 a VA= TaTo [ F= T To [P P O RPPRTRPPPRN 1,185 378
Industrial equIpMENt aNd VENICIES .........ccoiiiiiii ettt ettt 28 81
Total 1,213 459

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.

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 2020 2019

1.1-30.6 1.1-30.6
Lo 1Yo [N = TP PO PPV PUPPOPPP 273 285
(0] 0] o= T 1= PO PP UPUPPPPTOTOINY 420 754
Total 693 1,039
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51.

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.

The exposure is evaluated both before and after credit risk mitigating effects. After mitigating effects, the Group currently has one large
exposure, a decrease of one since the last reporting date. No large exposure is therefore above the maximum 25% single large exposure

limit set by the law.

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

At 30 June 2020

Groups of connected clients: Before After
(1 (o8 o e RO PSP U PUPPRPTRN 90% -
(1 (8 o O PP PSP U PUPPRPTPN 12% 10%

At 31 December 2019

Groups of connected clients: Before After
(1 (18] o e RO PO PP T PP PPPPPPTPN 75% -
52. Liquidity risk

53.

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

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

Liquidity coverage and Net stable funding ratio

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

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

The calculations are based on consolidated figures including Borgun hf. even though it's assets and liabilities are classified as held for sale.

Net stable funding ratio 30.6.2020 31.12.2019
(ol =1 e 4 (= g Lo PSP TP UPUPPPPTROROIN 117% 119%
(R oL (=1 | Aol U] (=T (o1 =T OSSP UPPPPUPRN 147% 156%
Liquidity coverage ratio 30.6.2020 31.12.2019
FOF @I CUITEINCIES ...ttt ettt b e et e en e s e e e et e see e e e e et e s nn e e nneesnneennee s 179% 155%
[BJe]0q LX) (ol ol ¥ [ (=T o [0}V OO PP P PO PP PP P PPPPPPPN 119% 110%

Foreign currencies ..

325% 325%
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At 30 June 2020 For all currencies Foreign currencies
Unweighted = Weighted Unweighted Weighted
LiQUIA @SSELS 1OVl 1 ...ttt e e e e e e et e e e e e annbeeeaeeeas 205,801 205,801 36,967 36,967
LiQUID @SSEES 1BVl 2 ... 18,201 4,667 6,467 1,282
Total liquid assets 224,002 210,468 43,434 38,249
(D= oL 171 PP P STPTPRRTN 532,173 169,875 84,176 38,508
Debt issued 226 226 169 169
OLher OULFIOWS .ottt e e e et e e e e e st e e e e s s bbbt e e e e s e sntabeaeeeennes 81,376 32,889 22,665 8,397
Total outflows 613,775 202,990 107,010 47,074
Short-term deposits with other Banks** ... 70,616 70,188 68,543 68,115
Other INFIOWS ...t e ettt e e e e s s bbbt e e e e s e nba e e e e e e e nnsbeeeeens 32,146 15,122 9,080 6,232
RESINCHONS ON INFIOWS ..ot e e s - - - (139,042)
Total inflows 102,762 85,310 77,623 35,305
Liquidity coverage ratio 179% 325%
At 31 December 2019 For all currencies Foreign currencies

Unweighted ~ Weighted Unweighted Weighted

LiQUIA @SSELS IOVl 1% .....oiiiiiiiiiiiie ettt e e et e e e e et e e e e e e e nnb et e e e e e asnreeeaeeean 157,080 157,080 31,858 31,858
Liquid assets level 2 11,942 6,271 3,727 520
Total liquid assets 169,022 163,351 35,585 32,378
[ = o1 1S 1 PP TRRRRRN 482,322 139,354 78,089 33,961
Debt issued ... 1,361 1,361 650 650
Other outflows 81,493 30,997 18,012 5,248
Total outflows 565,176 171,712 96,751 39,859
Short-term deposits With other Banks** ... 54,203 52,335 51,343 50,261
(@11 =T T i [0 PR 33,984 14,213 6,287 3,558
ReSLrCtioNS 0N INFIOWS ..o e e e e - - - (23,925)
Total inflows 88,187 66,548 57,630 29,894
Liquidity coverage ratio 155% 325%

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

**Short-tem deposits with other banks with maturity less than 30 days.
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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.

The Bank updated its internal definition of established business relationships which partly caused the amount of stable deposits to increase
compared to year-end 2019.

Deposits maturing within 30 days

Less Weight Weight Term Total

At 30J 2020 ) .
une stable (%) Stable (%) deposits  deposits
RELAI ... 220,147 12% 120,368 5% 80,085 420,600
Operational relationShips ..........ccooiiiiiiiieie e 3,621 25% - 5% - 3,621
[©0]7'0Jo] = 140 TP PPRRRN 74,623 40% 433 20% 21,675 96,731
Sovereigns, Central Bank and public sector entities ..... 9,454 40% 396 20% 1,155 11,005
Pension funds ... 67,443 100% - - 29,113 96,556
Domestic financial entities ... 26,236 100% - - 42,691 68,927
Foreign financial entities ..........cooiiiiiiiiieiiiiie s 9,452 100% - - 9,792 19,244
Total 410,976 121,197 184,511 716,684

Deposits maturing within 30 days

Less Weight Weight Term Total
At 31 D 201 . .

t 31 December 2019 stable (%) Stable (%) deposits  deposits
Retail .....cooovevieiieicie ... 228,447 12% 83,773 5% 78,870 391,090
Operational relationships 2,446 25% - 5% - 2,446
COMPOTALIONS ....iviieiiieie ettt ettt et e et e e enb e e snbeeesrnee s 73,739 40% 337 20% 24,589 98,665
Sovereigns, Central Bank and public sector entities ..............ccceeeeee. 6,813 40% 253 20% 620 7,686
PENSION FUNAS ......eiiiiiiii e 35,405 100% - - 24,869 60,274
Domestic financial entities ...........ccccooiiiiriiiiiiic e 28,494 100% - - 46,371 74,865
Foreign financial entities ............ccooviiiiiiiiiiie e 8,038 100% - - 6,174 14,212
Total 383,382 84,363 181,493 649,238

54. Maturity analysis of assets and liabilities

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

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

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

Maturity analysis 30 June 2020

Carrying On Upto3 3-12 1-5 Over No

Financial liabilities amount demand months  months years S5years maturity Total
Deposits from CB and credit institutions .......... 35,461 4,194 11,709 14,483 5,596 - - 35,982
Deposits from customers ...........ccccoeevvvveeeennne 681,223 544,344 60,500 69,903 15,181 27,732 - 717,660
Debt issued and other borrowed funds ... .. 321,803 - 11,794 17,440 277,580 88,919 - 395,733
Subordinated loans .............cccceeeei, 25,834 - 114 538 2,885 29,015 - 32,552
Other financial liabilities: 28,372 23,257 978 634 1,751 2,278 - 28,898

Lease liabilities ........ccccceeviininiiiiiiiiiiiiinnns 4,036 - 118 355 1,751 2,278 - 4,502

Other liabilities ..........cccovovieiiiiiiiciee 24,336 23,257 860 279 - - - 24,396
Total 1,092,693 571,795 85,095 102,998 302,993 147,944 - 1,210,825
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Off-balance sheet liabilities show the amount of contractual obligations that the Group has taken towards customers, either by committing
to lend out money in the future or as third party guarantees. The amounts shown reflect the maximum amount, not taking into account the
Group's ability to reduce overdraft or credit card limits before the current undrawn amount is fully utilised by the customer. These
obligations all fall into the first time bucket since contractually, on a case-by-case basis, the Group could be required to fulfil these

obligations instantaneously.

On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months  months years 5years maturity Total
Financial guarantees ..........cccocveeiiieeiiieeiiiee e 18,609 - - - - - 18,609
Undrawn loan Commitments ............coeveveveeeninieeniiee e 26,369 - - - - - 26,369
UNndrawn overdrafts ..........cocoveeeiiieeiiiie e 56,718 - - - - - 56,718
Credit card cCOMmMItMENtS ........oovvviviiiiiiiiiiiiieieieeeeeeeeeeeeee 31,405 - - - - - 31,405
Total 133,101 - - - - - 133,101
Total non-derivative financial liabilities

and off-balance sheet liabilities ........................ 704,896 85,095 102,998 302,993 147,944 - 1,343,926

The following table shows the contractual cash flow of the Group's derivative liabilities, i.e. derivatives that have a negative and a positive
carrying amount at the reporting date. For derivatives settled on a gross basis, the cash flow for both legs of the derivative is shown, since

netting cannot be applied upon settlement.

On Upto3 3-12 1-5 Over No

Derivative financial liabilities demand months  months years S5years maturity Total
Gross settled derivatives

INFIOW ..o - 13,938 26,195 39,338 - - 79,471
OULFIOW . - (14,780) (28,372) (42,637) - - (85,789)
Total - (842) (2,177) (3,299) - - (6,318)
Net settled derivatives ...........cccceeviirinieeeniiee e - (929) - - - - (929)
Total - (1,771)  (2177)  (3,299) - - (7,247)

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.

Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years S5years maturity Total
Cash and balances with Central Bank ............. 103,569 20,130 82,089 - - 1,349 - 103,568
Loans to credit institutions ..............cceevvvveeeeenn. 70,307 34,162 36,142 2 - - - 70,306
Bonds and debt instruments ............ccccceinnnnnns 140,422 - 49,561 58,739 22,847 9,275 - 140,422
L0oans to CUSIOMENS .......cvvvvveeeiiiiiiee e e 933,320 8,693 82,623 91,354 323,863 426,786 - 933,319
Shares and equity instruments ..............ccce..... 10,943 - - - - - 10,943 10,943
Other financial assets 6,076 5,215 458 69 334 - - 6,076
Total 1,264,637 68,200 250,873 150,164 347,044 437,410 10,943 1,264,634
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years S5years maturity Total
Gross settled derivatives
INFIOW e - 44,495 40,998 42,634 - - 128,127
OULFIOW ... - (33,579) (39,715) (40,451) - - (113,745)
Total - 10,916 1,283 2,183 - - 14,382
Net settled derivatives ............ooooveiiiiiiiiieiccces - 281 - - - - 281
Total - 11,197 1,283 2,183 - - 14,663
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The following tables show the comparative amounts for maturity analysis at year-end 2019.

Maturity analysis 31 December 2019

Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount demand months  months years 5years maturity Total
Deposits from CB and credit institutions .......... 30,925 1,992 16,363 8,468 4,580 - - 31,403
Deposits from customers ..........cccccevvvvvveeeennne 618,313 453,959 78,232 54,994 16,612 62,222 - 666,019
Debt issued and other borrowed funds ............ 306,381 - 6,991 24,861 267,776 90,610 - 390,238
Subordinated loans ..............ccccoeeee, 22,674 - 158 463 2,865 26,482 - 29,968
Other financial liabilities: 24,772 17,581 2,124 1,276 1,759 2,448 - 25,188
Lease liabilities 4,256 - 116 349 1,759 2,448 - 4,672
Other liabilities 20,516 17,581 2,008 927 - - - 20,516
Total 1,003,065 473,532 103,868 90,062 293,592 181,762 - 1,142,816
On Upto3 3-12 1-5 Over No
Off-balance sheet liabilities demand months  months years 5years maturity Total
Financial guarantees ..........cccocveeiieiiniieeniiie e 18,861 - - - - - 18,861
Undrawn loan commitments ...........occcvvveeeeeiiiiieeeee e 35,443 - - - - - 35,443
Undrawn overdrafts ........cceeeeeiiiiiiiee e 51,338 - - - - - 51,338
Credit card COMMItMENTS ........eevevieeiiiiiiiieeee e 30,163 - - - - - 30,163
Total 135,805 - - - - - 135,805
Total non-derivative financial liabilities
and off-balance sheet liabilities ...............ccccvvveeeeiiiiieeeeenns 609,337 103,868 90,062 293,592 181,762 - 1,278,621
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months  months years S5years maturity Total
Gross settled derivatives
INFIOW e - 57,542 36,133 43,218 - - 136,893
OULFIOW . - (59,615) (37,222) (44,915) - - (141,752)
Total - (2,073) (1,089) (1,697) - - (4,859)
Net settled derivatives ...........cceeevieiinieeeniee e - (323) - - - - (323)
Total - (2,396) (1,089) (1,697) - - (5,182)
Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years S5years maturity Total
Cash and balances with Central Bank .... 146,638 28,978 115,981 - - 1,679 - 146,638
Loans to credit institutions ...........cccccvvvvvveeennn. 54,376 20,719 33,656 - - - - 54,375
Bonds and debt instruments ...........cccccceeeiinnnn 52,870 7,768 23,998 10,120 10,983 - - 52,869
Loans t0 CUSTOMENS .......cvvvviviiiiiiieiiieiieeeeeeeeaees 899,632 2,972 88,446 87,462 303,668 417,083 - 899,631
Shares and equity instruments ............c.ccccc.... 18,426 - - - - - 18,426 18,426
Other financial assets ...........cccccceeeiviiiieeeeeen. 5,757 1,889 525 118 17 - 3,259 5,808
Total 1,177,699 62,326 262,606 97,700 314,668 418,762 21,685 1,177,747
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years S5years maturity Total
Gross settled derivatives
INFIOW e - 92,680 28,583 74,731 - - 195,994
OULFIOW ... - (82,832) (27,964) (73,544) - - (184,340)
Total - 9,848 619 1,187 - - 11,654
Net settled derivatives ............ooooveiiiiiiiiieiccces - 273 - - - - 273
Total - 10,121 619 1,187 - - 11,927
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55. Market risk

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

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

56. Interest rate risk

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

Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing Financing Fund (HFF) which are
guaranteed by the Icelandic Government, domestic municipality bonds, and covered bonds issued by other Icelandic banks. Bonds and
bills in the Group's liquidity portfolio are also categorised in the trading book. In the following table the total market value (MV) of long and
short positions may not be the same as reported in Note 6 since netting between short and long positions is not applied here.

30.6.2020 31.12.2019
Trading bonds and debt instruments, long positions MV Duration BPV MV  Duration BPV
INAEXEM ... 1,421 6.92 (0.98) 1,143 6.84 (0.78)
Non-indexed 115,937 0.42 (4.87) 31,855 0.41 (1.29)
Total 117,358 0.50 (5.85) 32,998 0.63 (2.07)
30.6.2020 31.12.2019
Trading bonds and debt instruments, short positions MV Duration BPV MV Duration BPV
INAEXEM ...ttt bttt 488 10.00 0.48 150 6.00 0.10
[N o g B o F=Y (=T USSP SRR 247 5.00 0.12 615 4.00 0.28
Total 735 8.32 0.60 765 4.39 0.38
Net position of trading bonds and debt instruments 116,623 0.45 (5.25) 32,233 0.54 (1.69)

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.
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Sensitivity analysis for interest rate risk in the banking book

At 30 June 2020

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months ~ months years years years years Total
ISK, INAEXET ..o (4) (104) (351) (1,604) 4,220  (1,789) 368
ISK, non-indexed ...........cccovuveeniiieeniieeninnn. 4 (20) (3) 228 (30) (4) 175
EUR oot (11) (96) (93) 129 - (1) (72)
SEK ... PR (16) 18 - - - - 2
USD oottt 22 - - - - (1) 21
Other ..... PP P R OPR TSP 11 (15) - (3) - (7 (14)
Total 6 (217) (447)  (1,250) 4,190 ( 1,802) 480
At 31 December 2019

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ... 55 60 (442) (1,668) 1,995 193 193
ISK, non-indexed ... 7 (12) 11 89 (10) (9) 76
EUR oo (17) (20) (29) 118 - (2) 50
SEK ... SRR 10 - - - - - 10
usD ... e (42) - - - - (1) (43)
OUNEE <. 12 (11) - 41 - (6) 36
Total 25 17 (460) (1,420) 1,985 175 322
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57. 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 Borgun hf., holds are included in the currency imbalance even though assets and liabilities of Borgun hf. are classified as held for sale.

Currency analysis at 30 June 2020

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

Cash and balances with Central Bank 207 105 63 14 4 18 15 38 15 1,474 1,953
Loans to credit iNStitutions ...............ceevvvvveveeennn. 15,031 41,187 554 244 501 208 10,381 89 100 42 68,337
Bonds and debt instruments .............ccccoeevvnennn. 14,791 14,995 6 - - - 7,122 - - - 36,914
LOans t0 CUSLOMENS .....cccuveeviiiieeiiiieeeiieeesiiiee s 129,978 35,376 1,192 584 3,565 2 3,515 720 7,408 34 182,374
Shares and equity instruments ............c.cccoeeuee. 32 2,742 438 - - - 29 - - - 3,241
Other @SSEtS ......ccvvveveveiiiiiiiiiiieieeeeeeeeeee 23 1,414 - - - 2 - - 1 - 1,440
Total assets 160,062 95,819 2,253 842 4,070 230 21,062 847 7,524 1,550 294,259
Liabilities

Deposits from credit institutions ............ccccceee.ne. 11,915 871 1 - - - - - - - 12,787
Deposits from cuStomers .........cccceevveeeniveennnen. 30,552 39,816 4,446 484 506 895 3,093 2,285 506 8 82,591
Debt issued and other borrowed funds .............. 104,412 - - - - 36,724 20,096 - - - 161,232
Subordinated 10aNns ..........ccccccvveeeeiiiiiiiieee e - - - - - 25,834 - - - - 25,834
Other liabilities .........cccvvvvvveviriiiiiiiiiriieieieeeeeeeeeeens 1 1,400 - - - 2 - - - - 1,403
Total liabilities 146,880 42,087 4,447 484 506 63,455 23,189 2,285 506 8 283,847
Net on-balance sheet position 13,182 53,732 (2,194) 358 3,564 (63,225) (2,127) (1,438) 7,018 1,542 10,412
Net off-balance sheet position (13,574) (55,838) 2,097 (415) (3,586) 63,057 1,981 1,378 (7,089) (247) (12,236)
Net position (392) (2,106) (97) (57) (22) (168) (146) (60) (71) 1,295 (1,824)
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Currency analysis at 31 December 2019

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

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

Deposits from credit insStitutions ............ccccceeenee 9,145 558 1 - - - - - - - 9,704
Deposits from cUStOMEers ........ccccceeevveeeiieeennnen. 32,247 27,939 3,810 385 395 874 3,317 3,617 453 42 73,079
Debt issued and other borrowed funds .............. 91,809 - - - - 37,768 19,565 - - - 149,142
Subordinated 10aNns ............ccccveeeeeeiiiiiiieee e, - - - - - 22,674 - - - - 22,674
Other liabilities .........cooveeiviieieieiceeee e, 1,728 944 558 35 3 162 5 a7 2 665 4,149
Total liabilities 134,929 29,441 4,369 420 398 61,478 22,887 3,664 455 707 258,748
Net on-balance sheet position 3,238 42,278 288 597 3,345 (61,235) (1,438) (1,601) 5,880 594 (8,054)
Net off-balance sheet position (4,344) (41,574) (231) (610) (3,345) 61,127 1,255 1,726 (5,840) (203) 7,961
Net position (1,106) 704 57 (13) - (108) (183) 125 40 391 (93)
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58. 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 467 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk
factors held constant.

The off-balance sheet position of certain derivatives were incorrect in the year-end 2019 figures. Off-balance sheet liabilities positions have
consequently been adjusted downwards by ISK 11,400 million. The year-end 2019 CPI imbalance therefore increased from ISK 9,260 million
to ISK 20,660 million.

30.6.2020 31.12.2019

Bonds and debt instruments .. 1,367 2,103
LOGNS 10 CUSTOMIEIS ....uuteteteieieietsieteteseeeaeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeteteteteeetaaeaeaaataaaeatatateeeeaeeeeeeeeeeeeeeeeeeeeeeeteeeeeenenesennnnnns 290,557 295,725
Total CPI-linked assets 291,924 297,828
DEPOSILS FTOM CUSIOMENS ......iiiiiiiiie ettt ettt e et e e e e ettt e e e e e st bttt e e e e e s bt bt e e e e e e aasbbeeeaeesannbebeeaeeaanstnseaaeaasnnnrees 97,357 98,766
Debt issued and other borrowed funds .. 126,880 125,975
Off-DalaNCe SNEET POSITION ....coiuiiiiiiii et e bt ettt e e e abb e e e bt e e e s bt e e e e bt e e e snbeeeanbneeeas 20,982 52,427
Total CPI-linked liabilities 245,219 277,168
CPl imbalance 46,705 20,660

59. 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.

60. Capital management

The following table shows the capital base, risk exposure amount, the resulting capital ratios, and leverage for the Group at 30 June 2020
and 31 December 2019.

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

Article 501 of the capital requirements regulation (EU) no. 575/2013 of the European Parliament came into effect in Iceland on 1 January
2020. This article stipulates capital requirements deduction for credit risk on exposures to SMEs and lowers the risk exposure amount by
ISK 13.4 billion as of 30 June 2020, corresponding to a 30 basis point increase in the Group's capital ratio.

Regulation EU 2017/2395, as regards 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 ISK 3.8 billion to CET1, corresponding to an increase of 30 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, applicable as of 30 September 2019, 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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Notes to the Condensed Consolidated Interim Financial Statements

60. Cont'd

30.6.2020 31.12.2019
CET1 capital

Ordinary share capital 10,000 10,000
ST E= 1= o] (10010 o o PRSP PTPRTPPPR 55,000 55,000
RIS A= SPPTPRIN 7,262 7,065
Retained earnings .............. 105,681 105,569
[\ TeTaEreleTalie] I Ta o gL (=] (<TS]S TP PPTPT TP 1,779 2,428
IFRS 9 reversal due 0 tranSItioNal TUIES ..........ociiiiiiiiiie ettt st sb e et e e e anneeas 3,810 -
Fair value changes due to own credit STANAING ........coocviiiiiiiiii e (427) 392
LI X S PRSPPI (88) (476)
INTANGIDIE ASSELS ...ttt ettt e bt e e a et s bt e et bt e e et e e e e e e (3,667) (4,330)
Total CET1 capital 179,350 175,648
Tier 2 capital
Qualifying SUDOIAINAIEA I0BNS ......cooiiiiiiiie ettt et e e e st e s e e 25,834 22,674
Total capital base 205,184 198,322
Risk exposure amount
e (8T (o N ol (=T 1) ] PSP ROUPR P 821,457 789,180
S dUE tO MATKEE FISK oo 14,435 7,919
Market risk, trading book 12,024 6,488
(ON 4 (=T 0 To Y ] SO UUPPPRRN 2,411 1,431
- due to credit valuation adjustment 1,817 2,027
- due to operational risk 85,424 85,424
Total risk exposure amount 923,133 884,550
Capital ratios
THEE L FAEIO ©.veeveveee ettt ettt et e et ee e et ese et et e e et e se et et e e et eseesesees et eseesess et et e s et eseeeeseesetese et ese s et een et enseeetenseaereeseaneseannn et 19.4% 19.9%
TOLAI CAPILAI TALIO ..e.vevvevieveete ettt ettt ettt e e beete et e e e st eseebe et et e s s eseeseebeebe s esseseeaess e b e s eneeseesesbe s enseseenense e 22.2% 22.4%
Leverage ratio
Exposure amount
ON-DAlANCE SNEEL EXPOSUIES ...ttt ettt ettt e e ettt e e e e e ekttt e e e e e et bttt e e e e e an bbb e e e e e e s e abebe e e e e e ennbeeeeeeeannbneeas 1,293,135 1,189,062
Off-DAIANCE SNEET EXPOSUIES ....oeiieiiiiieiiee ettt e ettt e e e e e st a e e sa e eeeeeassstaaeeeeaesassbeeeeeeeanssesanaeesasnsnseeaaeeennnee 37,479 38,849
DEIVALIVE EXPOSUIES ...ceeiiiuiiiiitee ettt e e e e ettt e e e s bttt e e e e e be e et e e e e e aababe e e e e e e s nbee e e e e e e s Rbe st e e e e e annbbbeeeeeeansnbeeeeeeeannnneeeas 9,670 9,461
Leverage ratio total exposure measure 1,340,284 1,237,372
= = o 1 = | PSR 179,350 175,648
Leverage ratio 13.4% 14.2%
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