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This is Islandsbanki

@g Moving Iceland forward by empowering our customers to succeed
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ROE (Regular operations)>  6.6% S&P Global BBB+/A-2 {? 977;9f.a”|CUStomerVi5its @ Digital O|né)oa|:'ding in
Ratings Negative outlook aredigita personal banking
Cost /Income 62.4% D New unified banking app Q ?ok:ﬁzg}\a,fjjaiedlt scorng
Total capital ratio 22.4% @f\o 25m customers visits via app @ Simplified customers experience
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Total assets ISK1,199bn Sore. 2001 CORPORATE GOVERNANCE LT_l ‘I!::‘:w;{ssé;sntlz \tjvzciated I/_\/ Open banking foundation in place

Based on Gallup survey regarding primary bank.
2Return from regular operations and corresponding ratios on normalised CET1 of 16%, adjusted for risk free interest on excess capital
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Try clicking on the pictograms

Q1
v
January

Islandsbanki
launches new, user- L__rl

friendly website

islandsbanki leads
Icelandic Customer ~,
Satisfaction Index for

sixth consecutive

year

islandsbanki rolls

out Onboarding, D
a new digital
solution

March

fslandsbanki AGM @
approves ISK 5.3bn -
dividend payment to
shareholders
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February

islandsbanki
offers
contactless
payments with
Garmin and Fitbit
smart watches

Highlights of 2019

June

Thirteen students <
receive scholarships
from Islandsbanki

islandsbankiissues
SEK500m
subordinated bond

sek

-

April

islandsbanki @

recognised for
excellence in
corporate governance

islandsbankiissues ~
EUR300m bond \S

islandsbanki stops )
giving plastic gifts

to children and

youth and rolls out
Krakkabankinn

May

islandsbanki Research
issues report on
Icelandic

tourism sector

July

Payments via
ApplePay now
available to
islandsbanki
customers

S&P Global Ratings
affirms islandsbanki's
credit ratings at
BBB+/A-2

September

islandsbanki
Research issues
macroeconomic
forecast

Nearly 600 guests
attend Islandsbanki's
seminar on finance
at retirement, held

in Harpa

August

New digital mortgage

E:% loan solution rolled out

{slandsbanki corporate

I ”‘ finance advises
Brim on Asian sales

companies

CEOs from 14 large
Nordic firms meet
with Nordic prime

ministers in Iceland to
discuss climate action
and equality

—~ The Islandsbanki
W Reykjavik Marathon takes

place. Single largest
charity eventin Iceland

2020

December

islandsbanki @7
approves new "
sustainability policy

islandsbanki closes Q
out the year with the
largest share of total

trading on Nasdaq
Iceland

islandsbanki
Researchissues -
report on Icelandic
fishing sector

November

350 guests attend

@. islandsbanki meeting

October

islandsbankiand G
Reykjavik Economics |—
issue report on .
innovation

ISK 30.5m in Q
islandsbanki
Entrepreneurship

Fund grants allocated

to nine projects

islandsbanki G
Research issues —
housing market

report

on equal rights at

Hilton Nordica hotel

islandsbankiand
Iceland Funds
hold meeting
onresponsible
investment

islandsbanki issues
ISK bond

New islandsbanki
app launched


https://www.islandsbanki.is/en/news/islandsbanki-launches-new-website
https://www.islandsbanki.is/en/product/savings/welcome
https://www.islandsbanki.is/is/frett/snjallur
https://www.islandsbanki.is/en/news/islandsbanki-annual-general-meeting-2019-results
https://www.islandsbanki.is/en/news/islandsbanki-will-no-longer-give-plastic-gifts-to-children
https://www.islandsbanki.is/en/news/islandsbanki-has-today-issued-a-eur-300m-1.125-fixed
https://www.islandsbanki.is/is/frett/islandsbanki-faer-vidurkenningu-sem-fyrirmyndarfyrirtaeki
https://www.islandsbanki.is/is/frett/islensk-ferdathjonusta-2019
https://www.islandsbanki.is/en/news/islandsbanki-issues-sek-500-million-10nc5-tier-2-bond
https://www.islandsbanki.is/is/frett/threttan-namsmenn-hljota-styrk-fra-islandsbanka
https://www.islandsbanki.is/en/news/islandsbanki-apple-pay
https://www.islandsbanki.is/en/news/sp-global-ratings-affirms
https://www.islandsbanki.is/is/frett/ny-husnaedislanalausn-islandsbanka
https://www.islandsbanki.is/en/news/nordic-ceo-group-meets-with-regions-prime-ministers
https://www.islandsbanki.is/is/vidburdur/fjarmal-vid-starfslok-harpa-24-9-2019
https://www.islandsbanki.is/is/frett/thjodhagsspa-islandsbanka-hvert-for-kreppan
https://www.islandsbanki.is/is/frett/islenskur-ibudamarkadur-2019
https://www.islandsbanki.is/is/frett/skyrsla-um-frumkvodla-og-nyskopun
https://www.islandsbanki.is/en/news/islandsbanki-issues-senior-unsecured-isk-bond
https://www.islandsbanki.is/is/frett/nytt-islandsbankaapp
https://www.islandsbanki.is/is/frett/islenskur-sjavarutvegur-2019
https://www.islandsbanki.is/en/news/entrepreneurs-awarded-isk-305m-in-grants
https://www.islandsbanki.is/is/frett/islandsbanki-atti-mestu-vidskiptin-i-kauphollinni-arid
https://www.islandsbanki.is/en/product/about/sustainability
https://www.islandsbanki.is/is/frett/aheit-aukast-um-24-a-milli-ara
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To our stakeholders

Chairman's statement

The lcelandic economy shows its resilience

After several years of growth, the Icelandic economy was on the defensive

in 2019. But it can be said to have won a defensive victory, as it now

appears, contrary to most forecasts, that GDP growth was positive for the

year. In addition, inflation remained low, and the kréna was stable. Clearly,

the economy is more resilient than many had feared. This is due not least

to overall success in corporate operations and fiscal policy, as household

balance sheets have remained stable.

More investment needed to drive GDP
growth

Iceland is home to a host of opportunities
for the future, and we can be proud of the
value creation that has taken place here in
the energy, tourism, fishing, and innovation
sectors. But we need to do more. Weaker
economic growth and a cloudy global
outlook make it even more important

that we maintain a thriving and diverse
economy fuelled by innovation and Icelandic
brainpower. In order for this to happen,

we must ensure that sufficient capital is
available for profitable investments.

In recent years, the pension funds have been
virtually the only investors in the domestic
market. The White Paper on a Future Vision
for the Financial System points out the
necessity of bringing more players to the
table in order to boost the effectiveness

of our financial market. The White Paper
advances a number of intriguing proposals
on how to do this, including expanding
individuals' freedom to invest their supple-
mental pension savings, as is done widely

in other countries. It isimportant that the
authorities and the business community
follow up on the proposals in the White
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Paperin order to strengthen the Icelandic
financial market.

Investment is also needed to ensure further
development of our social infrastructure.

In particular, we need to meet the needs

of the vast influx of tourists who visit the
country. Although Iceland's fiscal position
is sound, the Government should not stand
alonein financing the many infrastructure
projects that need to be undertaken. Chief
among these are repairs to our road system
and airports, and ensuring that everyone

in Iceland has ready and reliable access

to electrical power, even in the face of
catastrophic weather. In this vein, it would be
interesting to explore further opportunities
for public-private partnerships, as we did
for the construction and operation of the
Hvalfjardargéng tunnel. Such partnerships
have been very successful in neighbouring
countries.

Reconstruction of the banking system
and stiffening competition in the financial
market

In the decade since | took over as Chairman
of the Board at fslandsbanki, Iceland's
financial system has undergone radical
change. First of all, the system is much
smaller than it was before the financial crisis,
as nearly all of Iceland's commercial
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To our stakeholders

Investment is also needed to

ensure further development of

our social infrastructure.

banking operations focus on the domestic
market. All of the risk within the banks is
much better managed than before, and

the cooperation between the Financial
Supervisory Authority and the Central Bank
has been very fruitful. This cooperation has
strengthened Islandsbanki's risk framework
and shored up its defences against money
laundering, forinstance. In addition, the
Bank has made major investmentsin
modern digital technology over this period.
These investments have led to increased
automation and simpler processes, thereby
helping to improve operations and enhance
security.

On the other hand, the competitive
environment has changed dramatically

with the arrival of fintech companies and
other market participants. It is vital that the
banks respond swiftly to these changed
external conditions so as not to end up at the
bottom of the heap competitively. And we
must not forget that one of the foundations
of successful operations is ensuring that

customers and the general public have
faith and confidence in the Bank. Indeed,
fostering such confidence has been one of
our primary objectives in recent years.

Regulatory environment and taxation
onerous for Icelandic financial institutions
In a welcome move in 2019, Parliament
approved a gradual reduction of the bank
taxto 0.145% over a period of several years.
But this is nowhere near enough: even with
the reduction, taxes on Icelandic banks
remain about five times higher than those
in neighbouring countries — as opposed

to seven times higher before the tax cut
was approved. The aforementioned White
Paper also notes that proposed statutory
amendments and the establishment

of a special resolution fund provide an
opportunity for the authorities to conduct
a comprehensive review of the special
taxes and public levies in the financial
market. Itisimportant to look to the

future and emphasise fair and appropriate
taxation designed to build up funds so

as to strengthen the foundations of the
financial system and cushion against future
shocks —through channels such as the
Depositors' and Investors' Guarantee Fund
and the resolution fund. It would be ill-
advised to increase the already high levies
on the Icelandic banks, which also have
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considerably higher capital requirements
than their foreign peers. All of this inevitably
affects the banks' competitive position and
profits. Furthermore, it severely curtails
lending growth, undercutting the Central
Bank's efforts to stimulate the economy.
These factors could also have a detrimental
impact on efforts to sell islandsbanki.
Discussions on starting the sale process
have been underway in the past year. This

is a welcome development, and such a

sale would be extremely advantageous to
Icelanders. Among other possibilities, it
could enable the Government to embark on
further infrastructure development or pay
down Treasury debt.

Increased sustainability is an investment
for the future

At the end of 2019, the Board of islandsbanki

approved a new sustainability policy for the
Bank. It was an important step forwards.
The policy emphasises integrating the
Bank's commitment to sustainability into
its operations and overall policy, alongside
its profit objectives and other financial
targets. The sustainability policy has been
introduced in response to stakeholders'
demands for action in the areas of
sustainability and is consistent with the
Government's ownership policy. With this

To our stakeholders

step, the Bankintends to be aleaderin the
field of sustainable developmentand a
positive force in society.

To thisend, the Bank intends to initiate broad
collaboration on responsible governance
practices that both contribute to sustainable
development in the Icelandic economy

and support the Government's Climate
Action Plan, while also supporting the UN
Sustainable Development Goals.

In spite of economic challenges and
increased competition, islandsbanki can
be optimistic about its future. | am certain
that the Bank's strong executive leadership
and highly competent staff will protect its
interestsin the years tocome, and | am
equally certain that the Bank will benefit
from its investments in new technology,
responsible strategies, and outstanding
service to customers.

Corporate Governance Statement


https://cdn.islandsbanki.is/image/upload/v1/documents/Corporate_Governance_Statement_2019.pdf
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To our stakeholders

CEO's address

The customerisalwaysinfirst place

The banking environment is constantly moving in new directions, bringing

with it exciting opportunities, but also bringing threats that we must bear

in mind. We therefore considered it necessary in 2019 to review the Bank's

strategy, to see where and how we can improve, and to lay the groundwork

for our future.

During the first half of the year, we invested
considerable work in reviewing our strategy
with an eye to the Bank's operations. We
engaged the services of international
consulting firm Boston Consulting Group,
established working groups within the
Bank, held a large number of workshops,
and sought opinions from outside experts.
The result is a new strategy for islandsbanki,
which we introduced in spring 2019 at a
strategy meeting for the Bank's entire staff.

We defined a new role for the Bank as a force
for good, under the slogan “Moving Iceland
forward by empowering our customers to
succeed”. Through this, we aim to foster

responsible, profitable, and sustainable
operations, as well as encouraging our
customers to act as a force for good. We
selected three new values — passion,
professionalism, and collaboration —and
decided to retain our current vision of being
#1for service. In my opinion, thisis the

most important thing we do: provide our
customers with the best service possible at
all times. On the other hand, we are aware
that consumers' expectations have changed
rapidly in recent years, as has their definition
of good service. This makes honest and open
dialogue with our customers more important
than ever before.
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We defined a new role for the
Bank as a force for good, under
the slogan “Moving Iceland
forward by empowering our
customers to succeed”

We will continue to work towards simplifying
our operations and making them more
efficient, while also thinking big, thereby
ensuring that we have a lasting competitive
advantage. We have defined a set of projects
over a five-hear horizon, which will support
the objectives the Bank intends to achieve
with its new strategy. A great deal of progress
has already been made inimplementing

the strategy. What lies ahead is further
development on the digital side, and we

are excited about working closely with our
customers and partner companies.

Digital champion in service to individuals
In 2019, we continued to investin IT, so as

to make our Bank as secure and compet-
itive as possible. We reorganised our IT
department and shifted from a project-
centred orientation to a product-driven
model. We have formed product teams led
by managers from the Bank's business units,
thereby linking our business units more
closely with our digital product development

n

To our stakeholders

work, which is becoming increasingly more
important for our operations. Our objective
is to offer personalised service through
digital solutions, with a focus on increased
automation. This will help us to improve our
service and control costs.

Our customers are satisfied with the direc-
tion we are taking, and in 2019 they used

the Bank's digital solutions in greater
numbers than ever before. Our new app has
gotten rave reviews, and we look forward to
launching new solutions for digital mortgage
refinancing and digital securities trading, to
name just two innovations in the pipeline.

Sustainable development is an investment
for the future

Itis safe to say that corporate sustainability
was in the global spotlight in 2019. We can
feel that our customers and investors are
interested in sustainability, and as one of
Iceland's largest companies, we play an
important role in the community. A large
body of research and numerous scholarly
articles suggest that companies that
incorporate sustainability into their core
operations benefitin a variety of ways:
improved risk management, reduced costs,
diversified access to capital, increased
innovation, and stronger business
relationships. Furthermore, companies that

emphasise sustainability are likelier to attract
and retain qualified staff.

For all of these reasons, our Board approved
a forward-looking sustainability policy in
late 2019. Our aimis to integrate the Bank's
commitment to sustainability into its profit
objectives. In our operations, we will rely on
internationally accepted environmental,
social, and governance criteria, and this year,
for the first time, we are publishing a joint
annual and sustainability report focusing on
these criteria. We intend to support the UN
Sustainable Development Goals (SDGs) and
have decided to emphasise four of them:
quality education; gender equality; industry,
innovation, and infrastructure; and climate
action.

Implementing sustainability is a long-term
venture for us at islandsbanki, asitisfor
othersin the business community and
society at large. We reserve the right to have
opinions about how things should be, but we
also realise that we are not perfect any more
than others are. That said, we have to begin
somewhere, and we are eager to collaborate
with our customers and partners and to
engage in productive dialogue on these
topics, putting into action our commitment
to being a force for good and empowering
our customers to succeed.
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Operating performance in line with
expectations, loan portfolio sound, and
successful funding

Economic headwinds early in 2019 created
challenging conditions and a demanding
operating environment for many of the
Bank's customers. But we are glad to

see signs of resilience in the economy; in
particular, 2019 turned out more positive
than was widely expected. The Bank's
income rose by 7.8% during the year, and
other operating expenses declined, but asin
2018, subsidiaries' operations had a negative
impact on the consolidated results. The
Bank's operating performance in 2019 was
good, with a consolidated profit of ISK 8.5
billion. This is equivalent to a return on equity
of 4.8%, which is well below our long-term
target. The return on equity from regular
operations based on a CET1ratio of 16% was
6.6%.

Growth in deposits and lending was

strong during the year, at 6.8% and 6.3%,
respectively, and the year-end ratio of
impaired loans and advances was 2.4%, in
line with the Bank's forecast. Conditions

in the capital markets, both in Iceland and
abroad, were favourable for the Bank,

and our funding remained diverse and
successful. During the year, islandsbanki
issued its third subordinated bond classified

12
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as Tier 2 capital, in addition to a public
issue in Icelandic krona, the first of its kind
issued by the country's three commercial
banks. The Bank's liquidity and capital
ratios therefore remained strong, and well
above both internal targets and regulatory
requirements.

Sound operations and a strong balance
sheet with effective risk management

are fundamental elements in the Bank's
performance, and as before, islandsbanki
remains well prepared to contribute to

the growth and success of the domestic
economy. The Bank's profitability and capital
position will affect long-term lending growth,
however.

Brisk investment banking activity,
booming returns, and strong support for
entrepreneurs

2019 turned out better than expected for the
Icelandic economy, and we at islandsbanki
are satisfied with our performance during
the year. We led the market in securities
brokerage, our corporate finance team

had a very strong year and completed a
number of worthwhile projects, and our
currency brokerage desk recorded its
highest turnover since 2008. Assets under
management grew markedly during the year,
as did assets held in custody. Furthermore,

Iceland Funds had an excellent year, with
fundsin three out of four categories ranking
first nationwide in terms of returns.

We gave steadfast support to smalland
medium-sized entrepreneurial and
innovative firms during the year and
collaborated with Reykjavik Economics

on aninteresting report on innovation. We
gave grants totalling ISK 30.5 million to

nine exciting entrepreneurial projects, all of
which support the UN SDGs in one way or
another, and we look forward to seeing these
companies grow and make a positive impact
inthe future.

Thanks to staff and customers

| am grateful to the Bank's employees,
whose professionalism drives them onwards
with a passion for providing islandsbanki
customers with outstanding service. Exciting
but demanding times lie ahead, and we look
forward to continuing to implement our new
strategy in cooperation with our customers
and partner companies.
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Economicreview

After a buoyant period of strong GDP growth, the Icelandic
economy has entered an adjustment phase

Fortunately, many of the pillars of the economy are quite robust at present,

and it appears that the adjustment will be relatively painless and that living

conditions for most will remain among the best in the world.

GDP and contribution of its subcomponents
Volume change from prior year (%)
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Source: Iceland Statistics and ISB Research

2019: An economic boom ends

Itis safe to say that the past decade has been
bountiful for the Icelandic economy. After
the severe shocks of the late 2000s, living
standards are back to pre-crash levels or
above them. The main driver of the upsurge
is Ilceland's third resource — its uniqueness
and clean wilderness —which, coupled with
its fishing waters and renewable energy
resources, provide the bulk of the country's
export revenues. In addition, efforts to
resolve legacy issues from the financial crisis
have been successful, and economic policy
has supported a favourable outcome.

Setbacks in the tourism industry early in
2019 marked a turning pointin the economy,
however, ushering in an adjustment after

a period of booming growth. Output

growth in 2019 as a whole is estimated at
0.3%, with a sharp contraction in business
investment and services exports acting as a
counterweight to consumption growth and a
strong contraction inimports.

External trade remains favourable
The balance on combined goods and
services trade showed a sizeable surplusin
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Economic review

Real exchange rate and current account balance
Indexand share of GDP
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2019, despite reduced tourist numbers and
the failure of the capelin catch. Actually,
the goods account deficit was the smallest
since 2015, owing to a marked contraction
inimports and more positive developments
in exports than had been anticipated. By
the same token, developmentsin services
trade were more favourable than expected.
In spite of severe blows to export sectorsin
2019, the current account surplus for the
yearis likely to turn out relatively large, at just
over 4% of GDP.

Investment lost pace in 2019, after a five-
year period of uninterrupted growth.

RER, relative wage costs

-20

== RER, relative prices
Source: Iceland Statistics and ISB Research

Residential investment retained its
momentum, albeit outweighed by the
contraction in business investment and
publicinvestment. Strong growth in
residential investment has steadily increased
the supply of new homes, helping to
rebalance the real estate market. In greater
Reykjavik, property prices rose by 2.3% in
2019, the slowest pace since 2011.

Last year saw an abrupt turnaroundin the
labour market. Unemployment rose by
about a percentage point of the labour
force, and wage increases were the smallest
since 2010. WOW Air's collapse and the

contraction in tourism were important
factorsin this about-face, together with
streamlining in the banking system and
elsewhere. This trend towards more sluggish
real wage growth and rising unemployment
is one of the main reasons for relatively weak

private consumption growth in 2019.

ISK stable, inflation on the wane

After depreciating by roughly 9% in H2/2018,
the ISKwas more stable by various measures
in 2019 than in any single year since it was
floated at the turn of the century. Economic
headwinds had relatively little impact on

the exchange rate last year. Furthermore,
inflation fell significantly. By the end of

2019, it measured 2.0%, its lowest in two
years. Over the course of 2019, the Central
Bank lowered the policy rate by a total of 1.5
percentage points as the inflation outlook
improved and the economy cooled. This
brought the policy rate to its lowest since the
inflation target was adopted in spring 2001.

Further adjustment ahead in 2020
For2020, GDP growth is projected at a
relatively slow 1.4%. Growth will be driven
by a modest increase in domestic demand,
whereas the outlook is for very sluggish
export growth. Despite this, there is a strong
probability that the current account will
again show a sizeable surplus.
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Economic review

Inflation, by source (%)
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The outlook is for a rebound in investment
this year, owing mainly to growth in business
investment after a two-year contraction.
Alsoin the offing is an upturn in public
investment, albeit offset by a significant
slowdown in residential investment. The
outlook is for house prices to rise broadly in
line with the general price level.

Even though the signing of the standard of
living agreement was positive overall, there
is still some uncertainty in the labour market.
This, together with rising unemployment,
will prompt households to exercise greater
caution this year, dampening private
consumption growth.

It appears that the ISK exchange rate is
currently within the range that is consistent

16

Jul2017

Jan2018

Jul2018 Jan 2019 Jul2019

Housing Public services . Otherservice — mmmmmm CP1

Source: Statistics Iceland

with an internally and externally balanced
economy. It is quite likely to remain around
the level seen in the past year, provided
that there are no dramatic and unexpected
changes in major underlying factors.

The outlook is for inflation to remain
below the Central Bank target this year,
averaging about 2.2%. Moderate inflation
and the overall cooling of the economy
will presumably lead to a low base interest
rate level in 2020, and it appears that, on
average, long-term rates will be at their
lowest since interest rates were liberalised

over 30 years ago.

Although 2020 will be a challenging year
economically, many of the pillars of the
domestic economy are quite robust at
present, not least because of improvements
in household, corporate, and public sector
debt. Therefore, for most segments of the
economy, the outlookis for a relatively soft
landing after the strong upswing of the last
decade.

Household, corporate, and public debt
% of GDP
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Personalised digital
banking services

“In 2019, we saw a surge in the

use of the Bank's digital solutions.
We have collaborated with our
customers to design solutions that
can be used effectively for day-to-
day banking activity. Our new app
and our mortgage solutions have
been enthusiastically received,
and we are committed to providing
thorough education and training
about them. We will continue this
journey in the new year, when we
anticipate enabling customers

to refinance their loans digitally
and sign up for securities trading
through a simple process. In

2019, we placed strong emphasis
on children's experience at our
branches and stopped giving gifts
made of plastic, in line with the
Bank's support of the UN SDGs.
We are excited about the new year,
when we will continue to provide
personalised and digital services

aligned with our customers'needs.”

Sigridur Hrefna Hrafnkelsdéttir
Managing director of personal banking

Positive force in society

Personal banking

Personal banking provides customers with a comprehensive
range of financial services, with strong emphasis on digital
distribution channels

islandsbanki customers can access banking services through a number of
channels: the islandsbanki app, online banking, the branch network, our advisory
centre, ATMs, e-mail, and secure online chat. We offer savings accounts, loans,
deposits, payment solutions, advisory services, foreign exchange transactions,
and more. In 2019, islandsbanki took major steps towards even more sophisticated
digital services, with new distribution channels, simplified product offerings, and
automation of processes that simplify customers' lives. At the end of the year, we
launched our new islandsbanki app, which enables users to view their account
balances and activity, loans, payment cards, and electronic documents, as well as
enabling them to take advantage of the wide range of services available.

One out of every two custo_mers LTF‘ About 5,000 people attended 78

LI has opened the Islandsbankiapp educational meetings and presentations
in the past 90 days

=1 41% market share in <;> App-based transfers of funds

payment cards increased by 84%

Visits to branches declined by 20%

|___|+ 56% of changes to credit limits
during the year

carried outin the app

LD
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Lending

Offers a wide range of loans for customers,
from overdraft accounts to mortgages,
with a fully digitised and automated credit
assessment process. It is also possible to
apply foraloan of up to ISK2 millionin a
matter of minutes through the islandsbanki

app.

Savings

Offers savings options that suit customers'
differing needs, including third-pillar
pension savings and mutual funds. Now
customers can use the app to open savings
accounts tailored to their needs, including a
new digital account offering excellent

terms. The Bank's new digital account, called
Avéxtu n, offers some of the best interest
rates available in the market today.

Payment solutions

Offers simple, effective payment solutionsin
the front ranks of payment market products.
Now islandsbanki customers can access all
services relating to payment cards through
digital distribution channels, making the
service a simple and natural part of their
everyday lives. In 2019, islandsbanki became
the first bank to offer payments via Apple
and Android smartphones and via smart
watches such as Garmin and Fitbit.

islandsbanki #1 for service — digital, too!

islandsbanki customers choose increasingly to use digital solutions for their banking services. Some 99% of all

contact with customers takes place through digital channels, including 80% through the app. The Bank offers

service and sales in all key product categories through digital distribution channels. Product sales through digital
channels increased by 30% during the year, with the introduction of new solutions such as Onboarding.

Credit assessment applications with a response time of less than three minutes are now fully digitised, and the
number of applications has risen by 30%. Up to three unrelated parties can request a joint credit assessment

and then apply for a mortgage afterwards. The application is now fully automated: from the customer's selection

of a property, through the selection of a loan package, and to the submittal of the loan application. With these
changes, the Bank has greatly expanded its service to those customers who turn increasingly to self-service
options — both by shortening waiting periods considerably and by improving the flow of information.
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Innovationis the key to
further advancement of
the Icelandic economy

“We are delighted that for yet another
year, [slandsbanki's business banking has
topped the Gallup company survey. We
stand out in terms of service and advice, we
have the highest net promoter score (NPS),
and when survey participants are asked
who is at the forefront of the corporate
banking market, their answers show that
we are clearly in the lead. Lending growth
was healthy during the year despite
economic headwinds, including shocks to
the tourism sector, a contraction in motor
vehicle sales, and uncertainty about wage
negotiations. The corporate confidence
index was consistent with this in the first
half of 2019, but as the year progressed,

we could discern increased resilience and
greater optimism. With entrepreneurship
and innovation, SMEs are the drivers of
creation and a wellspring of new jobs and
opportunities. As a result, entrepreneurship
and innovation are the keys to further
advancement in our economy, and we
intend to support these creative efforts by
providing excellent personal and digital
service in a rapidly growing and highly
competitive financial market.”

Una Steinsdottir
Managing director of business banking

Positive force in society

Business banking

Business banking provides smalland medium-sized
enterprises (SMEs) with comprehensive financial services
through the Islandsbanki branch network. Ergo, the Bank’s
asset financing service, is also part of business banking.

islandsbanki serves a growing group of Icelandic SMEs in or near their

home community and has built up strong business relationships. Each
branch is staffed with employees who have broad-based expertise
and experience. This puts islandsbanki in a strong position to offer

outstanding service to our customers, in line with our vision of being

#1for service.

the Entrepreneurship Fund to
nine projects

@ ISK 30.5 million allocated from

Each year, we visit 3,000 SMEs
i? and make about 7,000 phone
calls to customers

=| Aboutd40% of total lending isto
borrowers in regional Iceland

Business banking serves 50% of

outstanding companiesin Iceland
(according to Creditinfo)

98% of transactions
are carried out via online banking

41% market share in financing of
heavy machinery sold
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Organisation

Branches

islandsbanki operates 14 branches, five in

the greater Reykjavik area and nine situated
around the country. The branches have a
flexible design and offer new technology

and effective advisory services, which results
in better service to customers. In 2019 the
Hofdabakki branch was converted to a service
branch with emphasis on self-service options
and advice in digital distribution channels.

Conversations with customers

islandsbanki hosts educational meetings on
topics of importance to SMEs and has invited
a number of customers to attend. The focus
has been on conversations about challenges
in the Icelandic economy and on presenting
the Bank's macroeconomic forecast. The
meetings have been well attended and well
received. Through Reynslubankinn we

Entrepreneurs and innovators

SMEs are the backbone of the Icelandic economy. They ensure economic and social stability and are important

sources of investment, innovation, and invention.

This year, in cooperation with Reykjavik Economics, Islandsbankiissued a report entitled Fjérda stod hagkerfisins,
dedicated to matters of importance for entrepreneurs and innovators. Progress depends on the creation of strong
foundations for the innovation environment, and it requires that we support pioneering efforts and expand the ranks
of entrepreneurs who devote their time and brainpower to creating a better society and contributing to further

advances.

have published social media interviews with
entrepreneurs who have operated SMEs
successfully. Each year, the business banking's
employees make a concerted effort to
strengthen business relationships with visits
and phone calls.

Ergo

Ergo, a part of business banking, specialises in
financing business equipment and commercial-
industrial real estate for corporate customers,
as well as financing of motor vehicles and

travel equipment for individuals. With 35

years' experience in the asset leasing market,
Ergois determined to distinguish itself from

its competitors by providing fast, high quality
service focused on customers' needs.

Ergo


https://www.ergo.is
https://cdn.islandsbanki.is/image/upload/v1/documents/Fjorda_stod_hagkerfisins_2019.pdf

Strong
market share

34%

Iceland’s 300
largest companies

Financials

37% e
18% &t

Annual and Sustainability Report 2019

Corporate
partner #1

“Corporate and investment
banking aims to provide
outstanding service and meet

all of its customers'needs in one
place. At a time when lending
growth is more restricted than
before, it is more important

than ever that we stand by our
customers. We notice greater
interest in sustainability and ESG
matters among our customers and
look forward to taking the next

steps with them in this area.

Solid long-term relationships
with good customers create
the foundation for profitable
operations in the long run.”

Asmundur Tryggvason
Managing director of corporate and
investment banking

Positive force in society

Corporate and
investment banking

Corporate and investment banking offers a full range of financial
and investment banking services to large companies, pension funds,
municipalities, mutual funds, investors, and affluent individuals

The department employs experts with decades of financial experience,
including securities and foreign currency trading, investment advice, corporate
finance, and lending. We place strong emphasis on knowing our customers,
and in support of this aim, we have a dedicated staff with expertise in all key
sectors of the economy. islandsbanki has developed a clear strategy for lending
outside Iceland, which falls within the purview of corporate and investment
banking, with primary emphasis on the North Atlantic fishing industry.

Building on its extensive experience of recent years. We focus on efficient and
complex, wide-ranging projects, our team direct communications, and we emphasise
has led many of the largest transformational cooperation across the units in the depart-
endeavoursin the Icelandic economyin ment, so as to meet our customers' needs as

well as possible.

& _ CIB kr islandsbanki had the highest
=7 loan O combined market share on the
portfolio Nasdag OMX Iceland exchange,
growth totaling 18.3% market share across

all asset classes

2017 2018 2019
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Organisation

Corporate banking

Manages business relationships with large
companies and institutions. The department

is responsible for all of the Bank's service to
these customers. With expertise in fishing,
construction, and tourism, it provides service to
all sectors of the Icelandic economy.

Asset management

Splitinto two units — private banking and
institutional investors. islandsbanki's private
banking offers asset management and
advisory services for affluent individuals,
investment companies, funds, and charities.
The institutional investors unit manages
business relationships with large investors and
is responsible for all of the Bank's services to
these customers.

The business

Brokerage and derivatives desk

Brokerage includes trading in equities, bonds,
currencies, and derivatives, which in turn
include currency swaps, interest rate swaps,
and forward contracts in domestic and foreign
stock and bond markets.

Corporate finance

Corporate finance assists firms and individuals
with company purchases and sales, mergers
and acquisitions, and other ownership-related
changes, as well as providing advisory services
in connection with public offerings and
securities exchange listings. Islandsbanki is a
Certified Advisor in the First North Market and
assists companies with the listing process.

2019 was an eventful and successful year for corporate and investment banking. The currency brokerage team
had its best year ever, and the Bank strengthened its position in equity securities brokerage. Asset management
also had a good year, with a marked increase in assets under management, as well as assets held in custody.

Growth in the loan portfolio was well distributed across sectors, with new lending totalling ISK 59 billion. The Bank
has a strong position in syndicated lending. During the year, it managed the expansion of the largest syndicated
loan in the history of the Icelandic fishing industry. islandsbanki corporate finance remains a leader in the market,
completing 33 projects in 2019. These include assisting with Brim's acquisition of sales companiesin Asia; leading
a closed offering of shares in Icelandair Group to PAR Capital; and leading the expansion of real estate firm Eik's
bond issues.
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Success through
responsible investments

“In 2019, Iceland Funds
implemented a new strategy on
responsible investment. While our
main objective is to secure strong
long-term returns for our customers,
we know that environmental, social,
and governance factors affect firms'
success —and therefore the risks
and returns on investments.

Ouremployees now use responsible
investment methodologies in all
asset management. In this areaq,

we collaborate with partners such
as Norwegian asset management
company Storebrand, which

has adhered to a responsible
investment strategy for more than a
quarter-century.”

Kjartan Smari Hoskuldsson
Managing director of Iceland funds

Positive force in society

Iceland funds

lceland funds, the oldest asset management company in
Iceland, was founded in 1994 and is a subsidiary of islandsbanki

The company manages 23 mutual and investment funds and three institutional
investment funds, as well as providing service to investment companies that
invest in unlisted equities and real estate. Iceland Funds has approximately

ISK 300 billion in assets under management, and over ten thousand investors
and depositors choose to invest their money with the company's funds. Iceland
Funds is the country's bond fund management leader in terms of both number of
funds and assets under management. In addition, the company has specialised
in real estate projects and venture capital funds, currently operating two funds
in each category. Every year since 2013, Iceland Funds has been recognised for
excellence in corporate governance by the Centre for Corporate Governance.

All of Iceland Funds' mutual and investment funds generated positive returns in 2019
The three funds listed below ranked first in their categories

Highest yield in bond funds Highest yield in equity funds Highest yield in mixed funds

IS Non-Index Fund IS EQUUS Equity Fund IS Private Global Fund (ISK)
Nominal return at year-end 2019 Nominal return at year-end 2019 Nominal return at year-end 2019

1year 13.2% 1year 24.3% 1year 26.4%

2 years 72% 2 years 7.4% 2 years 12.0%
3years 6.2% Since est. 5.4% 3years 1.5%
4dyears 6.7% Since est. 11.5%
5years 6.6%

Since est. 7.8%
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Organisation

Within Iceland Funds are three

business units: fund management, asset
management, and specialised investments.
Alsoin place are strong risk management,
business development, and legal teams, as
well as the managing director.

Fund management

Iceland Funds'fund managers manage
funds thatinvestin bonds, stocks, and other
financial instruments. Funds are a sound
and economical way for depositors to invest
their money in a securities portfolio, thereby
diversifying risk.

IS Green Bond Fund

Asset management

Iceland Funds'strong asset management
team manages assets for individuals, public
entities, and institutional investors that have
made asset management agreements with
islandsbanki.

Specialised investments

Since 2012, Iceland Funds has accumulated
substantial experience in real estate
investments and property development,

as well as venture capital investments. The
team comprises seven experienced experts
who manage institutional investment funds
and other investments via specialised
investment companies. Iceland Funds also
operates an institutional investment fund
that specialises in commodities, as well as
operating the Alpha institutional investment
fund, which takes positions in the domestic
stock market.

The IS Green Bond Fund is thus far the only fund in Iceland that focuses on environmental issues in its
investment strategy. The fund invests in bonds designed to have a positive impact on our environment

and society, but without compromising on profit objectives.
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Personalised and

secure digital solutions Digit&' Champions

“The new frontier of banking is The strategy-setting work carried out by the Bank in early 2019
ly digitisati f traditi / . |
notonly digitisation of traditiona revealed a need to review the Bank's IT model and governance

processes and products but the
ability to personalise services

Digital and offers based on customer

customers preferences, needs, and behaviours.

Data and privacy will play a critical The purpose was to boost productivity and innovation, thereby maintaining

o, . - - . L .
98% role in achieving this goal. It is with the Bank's competitive position. For this review, Islandsbanki engaged a

of transfers are digital

this in mind, that we have created consultant formerly employed by Google to examine the Bank's current
an IT organisation that focuses on . . . . .
Q9% o ‘ ‘ , practices and submit recommendations for new ones. Following that analysis,
o building flexible solutions with the
of bills paid digitally el e e et et e it was decided to shift from a project-oriented IT setup to a product-driven
cloud as well as partners within a model. This entailed forming product teams led by managers from the Bank's
57% secure environment. [slandsbanki business units. With this approach, business units are involved more deeply in
(~] has invested in a state-of-the-art . . L. . .
of new bank accounts setting goals and strategies, as well as participating in the development of each

setup through security platform to ensure that

Onboarding we can collaborate within the prod uct.
new banking ecosystem, without

compromising our customers'trust.” .
P 9 The advantages of this structure are Number of visits (in millions)

numerous: the focus of IT work is even more B Visits to branches

Riaan D . .
LLT) PG on the customer, business units and IT staff 25 P

Director of IT
work together more closely, and product 20

teams focus more clearly on their products.
Asingle team is responsible for the strategy,
design, development, and operation of each

product, which simplifies communications, 5

improves product quality, and enhances o o

operational sustainability. 2o 2ot o 201 20

—\isitstoapp ~ e—\isits to branches
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Digital infrastructure for the future

In 2019, islandsbanki launched and
completed several infrastructure projects
aimed at supporting the Bank's digital
product delivery initiatives. We remain
focused on creating foundations and
channels for developmentin an open
banking environment, taking advantage
of the opportunities inherent in regulatory

requirements and standardisation.

Our digital business technology solutions
are built with cutting-edge customer
identity management tools,with Al-driven
application performance monitoring

on a modern cloud-based and on-site
infrastructure. With cloud-ready solutions
in an automated software development
lifecycle, the Bankis well equipped to
compete in the digital marketplace as the
banking environment opens up and digital
ecosystems evolve within and beyond the

boundaries of conventional banking.

27

Positive force in society
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Major digital advances

In 2019, the Bank completed well over thirty IT projects
iInvolving operational improvements, system changesin
response to new regulatory provisions, and creation of
innovative digital solutions. The Bankalso began using

robotics to automate processes

Contactless payments with Garmin and
Fitbit watches

Contactless payments with Garmin and
Fitbit watches became available in early
2019. This solution enables customers to
pay with their watches instead of using
conventional payment cards. The user sets
up the payment card in the app for the
watch.

The solution functions independent of
operating system and can be used on
Android and iOS devices.With this step
forwards, islandsbanki offers its customers
better service and improved security, as
no PIN number is entered into the POS
machine, and a virtual card number is used
for the transaction.

28

App-based loans

The Bank rolled out its app-based lending
feature in February, where individuals aged
18 and over can apply for a loan of up to ISK
2 million through the islandsbanki app. A
decision on the loan application is made
immediately, and the funds are deposited to
the customer's account when the process

is complete. Customers can pay down or
pay off theirloan at any time. Interest rates
are variable and depend on the customer's
credit score. The loan decision is based,
among other things, on the Bank's own data,
the customer's credit score from Creditinfo,
and income data from the Directorate of
Internal Revenue. All loan documentsin
the process are signed digitally and stored
automatically. The loanis also established
automatically in the Bank's system:s.

Millifsersla tékst
5.500 kr.
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Til radstéfunar

489.604 kr.

Notkun 4 timabil H
20550 kr mo::M
.000 kr.

Kortid er skrad | Apple Wallet
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e
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Credit assessment and mortgage loan
application

In July, the Bank introduced a new automatic
credit assessment solution that enables three
unrelated individuals to undergo a joint credit
assessment and then apply for a mortgage
loan. The results of the credit assessment

are delivered immediately, and customers
can obtain information on how expensive a
property they can afford to buy — based on
real data.

Emphasis was placed on providing custom-
ers with accessible information on all available
loan options before they take a decision on
the composition of their loan. Furthermore,
those customers who wish to can apply for a
new mortgage or refinance an existing one in
just a few minutes through this same process.

All of the documentation necessary for the
underlying credit assessment is accessed
automatically. Applicants use their e-ID to
identify themselves and sign a statement
authorising the Bank to request financial
information. This authorises the Bank to
obtain the third-party information it needs
to evaluate applicants' debt service capacity.
The solution was created in cooperation with
Creditinfo and is based in part on Creditinfo's
credit score calculations.

Automatic credit assessment

Onboarding

In January, the Bank adopted Onboarding,
which gives individuals with an Icelandic

ID number and e-ID a simple and straight-
forward way to join islandsbanki's customer
group. In just a few minutes, new customers
can open a bankaccount, order a debitand/
or credit card, and set up a savings plan.

This very user-friendly design was based

on the online shopping experience, where
customers put products into a shopping
cart before finalising their purchase. It is
fully digitised and automated. All contracts
made during the process are signed digitally,
and stored automatically in a digital archive
together with other documents. Accounts
are opened and payment cards ordered
automatically in the Bank's systems.

Onboarding

New islandsbanki app

A new islandsbanki app was launched

in November foriOS users, and at the
beginning of 2020 for Android users. The
new app enables customers to conduct most
of their banking and gives them an overview
of their payment cards. With the launch,
two previous apps — the old islandsbanki
app andthe islandsbanki Kort app —were
merged into one, laying the groundwork
fora future app that will play a majorrolein
islandsbanki's banking services.


https://www.islandsbanki.is/en/product/loans/credit-score
https://nyvidskipti.islandsbanki.is

Annual and Sustainability Report 2019

~o

Islandsbanki
as arole model

with passion and professionalism to guide you




Annual and Sustainability Report 2019

islandsbanki as a role model

Strategy

The Bank shapedanewrole and new values with employee
participationinaseries of workshops held in the spring of 2019,
The Bankrefined its vision and sharpened the focus that provides

the foundation forits work today

New strategy

At the beginning of 2019, islandsbanki
reviewed its strategy in collaboration

with international consulting firm Boston
Consulting Group. The new strategy has two
major points of focus: simplifying operations
and enhancing efficiency, on the one

hand, and thinking big so as to secure our
competitive advantage for the future, on the
other.

In order to strengthen the Bank's position,
we have designed our new strategy so as
to differentiate ourselves more clearly in
the financial market, in terms of how we
create value for both customers and other
stakeholders.

The new strategy focuses on maintaining a
balance between value creation and greater
operational efficiency, via digital technology
and differentiation with increased co-
operation with firms in Iceland and abroad.
The Bank will also make systematic efforts to
seek ecosystem-based opportunities and to
offer our customers innovative solutions that
strengthen our product offerings. In this way,
the Bank will adopt new solutions and act

as aleaderin financial market innovation, as
well as cooperating more closely with fintech
firms and strengthening its value chain with
cutting-edge solutions that harmonise

with financial services or create value for

customers.

Strategy and policies


https://www.islandsbanki.is/en/landing/about/strategy-and-policies
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Islandsbanki as a role model

From strategy pyramid to strategy house

The Bank's new strategy replaces the
pyramid with a strategy house. The Bank's
new collective purpose has now been
defined as “moving Iceland forward by

empowering our customers to succeed.”

B

PURPOSE

Moving Iceland forward by

New corporate values have been selected,
which form the core of the Bank's culture
and shape employees' conduct and
attitudes: passion, professionalism, and
collaboration.

On the Bank's strategic summit in March
2019, employees voted to retain the same
vision for Islandsbanki — to be #1for service
—thisis the vision that guides employeesin
their daily work.

empowering our customers to succeed

VISION
#1for service

INCREASED
EFFICIENCY

Simpler, smarter
and dynamic

32

COMPETITIVE
ADVANTAGE

Leadinginan open
banking environment

Strategic themes

islandsbanki defined seven themes over five years,
which will support the Bank's objectives related to

its new strategy.

All of the strategic themes are aimed at increased

efficiency and improved competitive advantage.

Four of them were prioritised:

Q)

Service:
what and how?

=

Optimised
pricing

O

@)
Simple

and smarter

5

Digital
champions

Increased differentiation
and to ensure targeted
and streamlined service
offering

Offering theright
products and services at
the right price.

Enhance efficiency,
expedite decision-making,
simplify processes and
organisational structure

Improve processes
related to product
management and digital
development




Annual and Sustainability Report 2019 islandsbanki as a role model

@@ Positive force in society

The Board of Islandsbanki approved the Bank's new sustaina-
bility policy at the end of 2019, supporting the Bank's role
asaforce forgood insociety. The sustainability policy aims

at making the Banka model of exemplary operationsin the
lcelandic business community, based on internationally
recognised environmental, social, and governance (ESG)
Criteria.

e 4 n [
. prima Ministers’ Meetl
Nordic Prim 9 - Reykjavik - Iceland

20 August - 201

Sustainability policy

islandsbanki aims to be at the forefront of
sustainable development and to move Iceland
forward by empowering its customers to
succeed. To this end, the Bank intends to
initiate broad collaboration on responsible
governance practices that both contribute

to sustainable development in the Icelandic
economy and support the Government's
Climate Action Plan, while also supporting the
UN Sustainable Development Goals (SDGs).

The sustainability policy creates a compre-
hensive framework for the Bank's activities
in the area of sustainability, in addition to
defining the Bank's policy for environmental
affairs and responsible lending, purchasing,
and grants. It also harmonises with and
supports other Bank policies, as well as
incorporating sustainability into our risk

management activities.

Cooperation on sustainability

Through the years, islandsbanki has consid-
ered it important to participate in international
commitments and support domestic co-

operative efforts in the area of sustainability.
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Islandsbanki as a role model

islandsbanki is a participant in the following cooperative sustainability initiatives’

Nordic CEOs for a Sustainable Future

In 2018, islandsbanki became a member of
Nordic CEOs for a Sustainable Future, an
association of large Nordic firms that intend
to work jointly towards the UN SDGs. Other
members of the group include the CEOs of
Equinor, Finnair, Hydro, GSMA, Marel, Posten
Norge, SAS, Storebrand, Swedbank, Telenor
Group, Telia Company, Vestas, and Yara. In
August 2019, the group held a meetingin
Iceland with the prime ministers of the Nordic

countries.

Discussions at the meeting centred on the
challenges shared by governments and
firms inrelation to sustainability, climate
action, and the importance of diversity in

the economy, with equal rights as a guiding
principle. At the meeting, CEOs outlined the
organisation's commitment to achieving the
SDGs through improved governance and
closer cooperation between the public and
private sectors. CEOs of member companies
have pledged to incorporate the SDGs

into their operations and decision-making.
Emphasis on sustainability will be adapted to
the companies' strategies, across their entire

value chains.

34 Islandsbanki's subsidiary, which is fully owned by the Bank is part of the UN PRI

=~ FINANCE

UNEPINITIATIVE

United Nations Principles for
Responsible Banking

islandsbanki has agreed to comply with
the new United Nations principles for
responsible banking. The principles, six in all,
were developed by 30 international banks
in cooperation with the United Nations
Environmental Programme - Financial
Initiative (UNEP - Fl): alignment; impact
and target setting; clients and customers;
stakeholders; governance and culture;
and transparency and accountability. The
Bank intends to make a concerted effort to
incorporate the principlesinto its activities
and reporting and will explore possibilities

forinternational cooperation in this area.

.\""p“;;"’*.
~€E"‘ United Nations Global Compact

United Nations Global Compact
islandsbanki has adhered to the principles
inthe UN Global Compact on social
responsibility since 2009. The Global
Compact comprises ten principles in the
areas of human rights, labour, environment,
and anti-corruption, which create a
framework for the Bank's activities. The Bank
submits annual progress reports to the UN.

Principles for
Responsible
Investment

n
PRI
United Nations Principles for Responsible
Investment (UN PRI)

UN PRI is an association of investors,

investment funds, and analysts whose objective
is to incorporate sound environmental, social,
and governance (ESG) criteria into their
investment decisions. Iceland Funds has been a
party to UN PRI since December 2017.

Vg honored member

5?? Festa

Festa - Icelandic Centre for Corporate Social
Responsibility

Festa was established in 2011 by islandsbanki,
Landsbankinn, Landsvirkjun, Rio Tinto Alcan
Iceland, Siminn, and Ossur. Its role is to enhance
knowledge about firms' and institutions' social
responsibility so as to encourage the adoption
of socially responsible practices and promote
increased sustainability.

SIF

IcelandSIF — the Iceland Sustainable

Investment Forum

islandsbanki was one of the founding members
of IcelandSIFin 2017. The purpose of the forum
is to increase investors' knowledge of the
methodologies of sustainable and responsible
investment and to promote discussion of such

investment.
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UN Sustainable
Development Goals

The seventeen SDGs are based on three pillars of sustainable
development: economic, social and environmental. Financial
institutions' operations touch on many different aspects of the
economy and inevitably affect most of the SDGs

The SDGs function as a unified whole, and
islandsbanki supports them all. However, “ ’
to sharpenits focus, the Bank has chosen ~ ’

to give particular support to four of them:

islandsbanki supports good causesin ‘
its home community and abroad, either

quality education; gender equality; industry,
innovation, and infrastructure; and climate
action.

through direct financial support orin
collaboration with others. The Bank
attempts to focus in particular on projects
that are clearly linked to the goals it has

UN SDGs
chosen to support.



https://www.un.org/sustainabledevelopment/sustainable-development-goals/

QUALITY
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Education

Islandsbanki as a role model

Foryears, Islandsbanki has been a leader in financial education.
In the past five years alone, it has held well over 500 educational
meetings and presentations forabout 30,000 guests

A variety of events

Among the events held by the Bankin 2019
were presentations on finance at retirement,
home purchases, saving and investment,
business financing and operations, and
investing in art. In addition, parents received
guidance on financial education for children
and the financial side of starting a family;
refugees received information on the
Icelandic economy and financial system;
and a number of presentations were held for
students of all ages. The meetings covered a
vast range of topics, from the finances of Star
Wars and Disney to responsible investment,
innovation, equal rights, the fishing industry,
and tourism. One of the most successful
presentations was an educational meeting
on finance at retirement, held in Harpa for
some 600 guests.
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Krakkabankinn

During the year, we decided to stop giving
plastic gifts to children at our branches.
Instead, we opted to hold a larger number
of special events for children and families.
Krakkabankinn was an especially welcome
innovation, featuring events such plays and
concerts, as well as educational information
tailor-made for children.

Educational videos

We produced a wide variety of videos during
the year, including brief explanations of
finance-related topics such as retirement
and saving for a first-time home purchase.

In our Reynslubankinn, business operators
share their experiences and challenges and
give advice. Bransasogur encourage young
people to achieve by presenting entertaining
stories of people who have made their mark
on the community in various ways. All of

islandsbanki employees interviewed
regularly in the media

28 articles on finance and financial
education published in the media

122 educational events and
over 7,000 guests

29 educational videos published
during the year

these educational meetings have been

video-recorded and were viewed thousands

of times over the course of the year.
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Equalrights

islandsbanki as a role model

slandsbanki has worked actively on equal rights, and
employees and managers participated in equal rights

discourse throughout the year

“Svona komst ég til ahrifa”

The Bank has held meetings on equal rights
for five years in a row and welcomed over
2,000 guests. This year's meeting, with the
theme “Svona komst ég til ahrifa”, featured
presentations by Minister of Justice Aslaug
Arna Sigurbjornsdéttir and islandsbanki
CEO Birna Einarsdaéttir. Panel discussions
followed, with the participation of islands-
banki managing director Asmundur
Tryggvason, theatre director Silja Hauksdéttir,
and Steinunn Gestsdottir, Pro-Rector for
Academic Affairs and Development at the
University of Iceland. The discussion was
lively, and there were a large number of

questions from the audience.

Equal pay analysis

In 2018, [slandsbanki was awarded equal

pay certification for a period of three years.
Annual maintenance assessments are carried
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out by the certification body. The Bank's
annual assessment, conducted in November,
showed a gender-based pay gap of 1.14%

in comparable jobs, which is well within

the reference limits for the certification.

The gender-based pay gap was previously
1.9% (in favour of male employees) and has
therefore narrowed between measurements.
The Bank's goal is to bring the gap down to

@ islandsbanki awarded equal pay

certification for 2018-2021

o Over 400 guests attended
[ meetings on equal rights

0%. One of islandsbanki's strengths is its

dedication to equal rights and to harnessing
allemployees' talents, irrespective of gender.
[ts commitment to this goal can be seenin
the assessment results, which show that

the Bank's equal pay system reflects its
determination to ensure that decisions on
compensation are made on objective, non-
discriminatory grounds.
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Gender parity

islandsbanki aspires to have equal gender
ratios in all of its divisions, departments,
committees, councils, boards, and executive
positions. Managers have adopted the goal
of working towards strengthening women's
position even further by preparing action
plans with dated targets.

Employees' genderratio

Total
40% 60%
Management
52% 48%
Directors
24% 76%

Branch managers
75% 25%

Executive directors
60% 40%

Managing directors
57% 43%

. Male

8

. Female

w

Islandsbanki as a role model

POWER, TOGETHER.
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Equality scale

In 2019, islandsbanki was awarded the
Equality s cale by the Icelandic Association
of Business Women (FKA). The Equality
Scaleis a dynamic project undertaken by
FKA in cooperation with the Prime Minister's
Office, Sjova, Deloitte, Morgunbladid, and
Pipar/TBWA, with the aim of achieving a
40/60 genderratio at the executive level of
Icelandic companies by 2027.

Equality scale 2019

Global Forum of Women Leaders
islandsbanki was a sponsor of the Global
Forum of Women Leaders, held in Reykjavik
in November 2019.

Participantsin the forum came from over
eighty countries —women active in politics,
business, culture, science, technology, and
other segments of society.

Global Forum of Women Leaders


https://www.fka.is/jafnvaegisvog-fka/
https://reykjavikforum.global/

INDUSTRY, INNOVATION
AND INFRASTRUCTURE
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Innovation

Islandsbanki as a role model

slandsbanki is a proud supporter of entrepreneurship
andinnovation through its Entrepreneurship Fund

Grants

When allocating grants, the Bank is
guided by the four UN SDGs it has chosen
to supportinits policy. In 2019, the
Entrepreneurship Fund allocated ISK30.5
million to nine projects.

Grant recipients
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Digital collaboration

The Bank continued its collaboration with
Reykjavik University (RU) on the operation
of the University's Centre of Fintech
Centre for students wishing to specialise

in business and computer science. The aim
of the collaborative effort is to harness the
opportunities that lie in a changed banking
environment by developing technology,
knowledge, and practical service solutions
for the banking system of the future. In
order to realise these objectives, teams
from Islandsbanki and RU work together
to develop software, API, services, and
localised ideas for future fintech solutions. In
2019, nine students, two exchange students,
fourinstructors, and five B.Sc. project
groups worked with or were involved with
the Fintech Centre. This collaboration with
islandsbanki enables RU to hire students to
carry out research and to work on fintech-

related projects without the pressures and
profitability constraints that accompany
such work in the private sector.

Joining forces in clusters

The ideology behind cluster activities
involves joining diverse forces within a
structured cooperative forum and using the
resulting power as a driver of innovation and
development. islandsbankiis a supporter

of the Icelandic Ocean Cluster, a network
of over 60 firms in the marine industries.
The Bank has also participated in the
development of the Icelandic Geothermal
Cluster, a cooperative initiative of dozens of
companies active in the geothermal sector.
Moreover, the Bank is a founding member
of the Icelandic Tourism Cluster, a project-
driven network of companies involved in
various aspects of the tourism industry.

As an active lender to the tourism sector,
islandsbanki wants Iceland to be a desirable
destination now and in the future, with
sustainability as a guiding principle. In the
spirit of UN SDG #9 —industry, innovation,
and infrastructure —the Bankis a reliable
partner toits corporate customers.


https://www.islandsbanki.is/en/news/entrepreneurs-awarded-isk-305m-in-grants
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CLIMATE
ACTION
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Climateissues

Islandsbanki as a role model

slandsbanki has measured its carbon footprint and has
set targets forreducingitand offsetting greenhouse gas

emissionsin 2020

Sustainability targets

In cooperation with consultancy firm
CIRCULAR Solutions, the Bank has
measured its carbon footprint for 2017-
2019. The measurement is an ambitious
one, including both direct and indirect
impact relating to the Bank's operations
(for further discussion, see the sustainability
report). The next step will be to set year-
2020 sustainability targets for the Bank.
Thereafter, we will take action to reduce our
carbon footprint. We will also select ways

to offset emissions from the parts of our
operations where we cannot reduce our
footprint, in cooperation with domestic and
foreign partners.

Green investment fund

Iceland Funds hf., a subsidiary of islands-
banki, operates the only green investment
fundinlceland —the IS Green Bond Fund,
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established in 2018. The Green Bond Fund
invests in bonds that aim to have a positive
environmental and social impact; for
example, by financing projects that mitigate
the effects of climate change.

Helping Hand
islandsbanki encourages its employees to

contribute to charitable causes. Employees

About 330 employees lent a
Helping Hand in 2019, thereby
working towards many of the
SDGs

2

are invited to take one workday per year and
donate their time to a good cause of their
own choosing. Last year, some 330 Bank
employees lent a Helping Hand, including a
group of employees from the Bank's financial
reporting unit who went to Hekluskogar
forest and planted about 6,000 birch trees
in support of the SDG #4 climate action.




Icelandic Red Cross
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Islandsbanki as a role model

Charitable work in Africa

slandsbanki supports the international charitable work of the

Red Cross by participating in several important projects in Africa

With this work, the Bank acts on its commit-
ment to support the SDGs.

Bridging the digital divide

Through the project entitled Bridging the
digital divide, the International Red Cross
works with national chapters of the Red
Cross and Red Crescent movement to
improve IT knowledge and equipment,
enabling the chapters to use IT in their
charitable work. In 2019, two islandsbanki
employees, Halldér Gislason and Bjarni
Sigurdsson, travelled several times to Africa.
Halldér went to Ghana, Kenya, Sierra Leone,
and Uganda, and he and Bjarni travelled
together to Malawi. The projects varied from
one country to another. In Malawi, Halldor
and Bjarni conducted a tech appraisal of
area offices where flooding had occurred in
the wake of a hurricane. In Uganda, Halldér
assisted with a simulated natural disaster

exercise where participants were tasked with

a1

travelling to the affected areas and setting

up internet communications infrastructure.
Establishing communications channels as
soon as possible is a vital element in enabling
governments and non-governmental
organisations to help people affected by
natural disasters.

Assistance in empowering women

In another joint project with the Red Cross,
risk management employee Kristjan Runar
Kristjansson prepared a financial assessment
of the Canadian, Icelandic, and Ugandan

Red Cross chapters' work in Ugandan
refugee camps on the South Sudan

border. The main focus of the chapters'
work has been on mental health first aid,
empowerment of women, and public

health education. In order to encourage
pregnant women to seek out prenatal care
and childbirth centre services, new mothers
are given “mama kits” containing soaps,
towels, sanitary napkins, underwear, and
otheritems that women find useful just after
giving birth. In order to prevent corruption,
goods purchases for the project are subject
to stringent requirements. Kristjan's work
included overseeing data entry so that
accounts can be reconciled upon delivery of
goods and reports can be submitted to the

financial sponsors of the project.
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C\ﬁ Pledge record toppled

@ Pledges set a new record, at

slandsbanki Reykjavik Marathon, the biggest charitable -~
ISK 167 million

event of theyear

% A major charitable funding event
a”’  and a contribution to many of the SDGs

During the year, participants collected ISK
167 million for the benefit of 181 charities,
breaking the previous year's record of
ISK157 million. The total collected since
2006, the first year charitable pledges were
solicited in connection with the marathon, is
nearly ISK1billion. Some 14,000 people took
partin the event, with record participation in
the 10 kmand 3 km runs.

The marathon has become a key funding
event for many charitable organisations and
supports many of the SDGs. [slandsbanki is
proud to support the Reykjavik Marathon
and Icelandic charities.

Charitable organisations

Pledge record

a2


https://www.hlaupastyrkur.is/godgerdafelog
https://www.rmi.is/articles/aheitameti-fagnad-2019
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Islandsbanki as a role model

Sustainability report

Forthe first time, Islandsbanki has published detailed
information about the environmental, social,and governance

impact of its operations

The measurement process, carried out

in cooperation with consultancy firm
CIRCULAR Solutions, examines the Bank's
operations vis-a-vis these criteria. The
assessmentis conducted in accordance
with the Nasdaq ESG guidelines, the
applicable Global Reporting Initiative (GRI)
metrics, the UN Global Compact, and

the SDGs. [slandsbanki has chosen to go
further, however, and publishes additional
metrics that apply to financial institutions

in particular. Climate change has an impact
on the Bank's activities, both in its value
chainandinitsinvestments. As a result, the
Bankalso has a direct and indirect impact
on climate change through its activities and
product offerings. The Bank's social footprint
is most discernible in its human resources

and the social impact of its products.

Furthermore, it isimportant that the Bank be
amodel of exemplary corporate governance
and that its digital security and processes be
the best available at all times. Islandsbanki's
aimis to have an in-depth understanding of
these factors throughout its value chain, and
to manage them so as to minimise risk in its
operations.

Before the measurements were taken,

the Bank surveyed employees' mode of
transportation to and from work, as well as
mapping their domestic and overseas air
travel. The Bank also analysed purchasing
patterns (forinstance, computers and
office equipment). islandsbanki has been
recognised for excellence in corporate
governance and has adopted a new code of
conduct for its staff and Board members.

ESG criteria


https://www.nasdaq.com/docs/2019/11/26/2019-ESG-Reporting-Guide.pdf
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Through these efforts, the Bank has
developed a well-grounded overview of the
ESG criteria that pertain to its activities. It has
alsoinitiated an analysis of its loan portfolio
and investments from an ESG standpoint.

The measurements revealed that

total greenhouse gas emissions from
islandsbanki's activities have remained
relatively stable in recent years, with the
vast majority of emissions classified as
indirect, under Scope 3 (see table). The main
contributors to emissions are employees' air
travel and transportation to and from work,
and purchases of equipment relating to the
Bank's operations.

At the management level, the gender
ratio within the Bank is equal, and for staff
as awhole, itis close to equal. In 2019,
islandsbanki was awarded equal pay
certification, which remains in effect for
three years. An analysis conducted during
the year revealed a gender-based pay gap
of 1.14% for comparable jobs. In 2019, the
Board of Directors included four men and
three women, which is in compliance with
legislative provisions on gender parity

Sustainability highlights 2019

44

islandsbanki as a role model


https://www.islandsbanki.is/en/news/islandsbanki-sustainability-results-2019

o

1,272tCO.e

Total GHG emissions

6,743 MWst

Total energy consumption

Energy composition

96% <

Renewable energy
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Environment

Islandsbanki as a role model

Further information

Nasdaq' GRI2 UNSDGs Unit 2019 2018 2017
E1 305-1,305-2, 13 GHG EMISSIONS
305-3
E11 GHG emissions, scope 1 tCO2e 80.3 74.4 96.1
E12 GHG emissions, scope 2 tCO2e 36.9 30.6 297
E13 GHG emissions, scope 3 tCO2e 1,155 1,151 1,162
E2 305-4 13 EMISSION INTENSITY
E21 Total GHG emissions per million in profit tCOe /ISKm 0.15 0.12 0.1
E3 302-1,302-2 ENERGY USAGE
E3.1 Total amount of energy directly consumed (MWh) MWh 340 255 277
E3.2 Total amount of energy indirectly consumed (MWh) MWh 6,513 6,098 6,466
E4 302-3 ENERGY INTENSITY
Total energy consumption per employee MWh / Employee 75 6.8 6.9
E5 302-1 ENERGY MIX
Ratio of energy types (both direct and indirect)
- Fossel fuels % 4% 4% 5%
- Renewables % 96% 96% 95%
Eé 303-5 WATER USAGE
E6.1 Total amount of water consumed m?3 142,447 120,589 129,572
E7 103-2 ENVIRONMENTAL OPERATIONS
E71 Is there a formal environmental policy? Yes/No Yes Yes Yes
E72 Is there a specific waste policy? Yes/No Yes Yes Yes
E73 Does your company use a recognised energy management system? Yes/No No, in progress No No
E8 102-19, 102-20, 13 CLIMATE OVERSIGHT / BOARD
102-29,102-30,
102-31
Does your board of directors oversee and/or manage climate-related risk? Yes/No No No No
E9 102-10, 102-20, 13 CLIMATE OVERSIGHT / MANAGEMENT
102-29,102-30,
102-31
Does your senior management team oversee and/or manage climate-related risk? Yes/No Yes Yes Yes
E10 9 CLIMATE OVERSIGHT / MANAGEMENT
Total amount invested, annually, in climate-related infrastructure, resilience, and product - o] [0} [0}
development.
OTHER
Does the company offer sustainable financial initiatives? Yes/No Yes Yes No
Are ESG factors included in investment decisions? Yes/No Yes Yes Yes
Does the company provide ESG linked loans or products? Yes/No No No No
Description of ESG integration into credit analysis Yes/No Some sustainabil- Some sustainabil- Some sustainabil-
ity factors are ity factors are ity factors are
reviewed during  reviewed during  reviewed during
the processing of  the processingof  the processing of
corporate loans corporate loans corporate loans
Has the company committed to reduce emissions? Yes/No Yes Yes Yes
And if so, are the goals publicly available? Yes/No Willb?(gtzjglished No No
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nquf Social

Islandsbanki as a role model

Further information

Nasdaq' GRI2 UNSDGs Unit 2019 2018 2017
S1 102-38 CEO PAY RATIO
1 . 1 4% I@ A Ratio: CEO total compensation to median FTE total compensation 45 6.5 6
Gender pay ratio for similar job S1.2 Does your company report this metric in regulatory filings? Yes/No No No No
S2 405-2 5 GENDER PAY RATIO
Ratio: Median male compensation to median female compensation 13 13 13
o o O S3 401-1b EMPLOYEE TURNOVER
5 0 /o M S31 Percentage: year-over-year change for full-time employees % -10.2% -4.2% -6.3%
Gender ratio in senior- and S3.2 Percentage: year-over-year change for part-time employees % -3.0% -29.0% -
executive-level positions
S33 Percentage: year-over-year change for contractors and/or consultants % -12.5% -27.3% -
sS4 102-8, 405-1 5 GENDER DIVERSITY
S4.1 Total enterprise headcount held by men and women %
-1 o .2% @ -Men 40% 39% 36%
Y-o-Y change for - Women 60% 61% 64%
full-time employees S4.2 Entry- and mid-level positions held by men and women %
-Men 39% 38% 34.5%
-Women 61% 62% 65.5%
S4.3 Senior- and executive-level positions held by men and women %
-Men 50% 45% 47%
-Women 50% 55% 53%
S5 102-8 TEMPORARY WORKER RATIO
S5.1 Total enterprise headcount held by part-time employees % 8.9% 8.8% 1.7%
S5.2 Total enterprise headcount held by contractors and/or consultants % 5% 5.5% 71%
Sé6 103-2, 406-1 5 NON-DISCRIMINATION
Does your company follow a sexual harassment and/or non-discrimination policy? Yes/No Yes Yes Yes
S7 403-9 INJURY RATE
Percentage: frequency of injury events relative to total workforce time % 0% 0% 0%
S8 103-2 GLOBAL HEALTH AND SAFETY
Does your company follow an occupational health and/or global health and safety policy? Yes/No Yes Yes Yes
s9 103-2, 409-1, CHILD AND FORCED LABOR
408-1
S9.1 Does your company follow a child and/or forced labor policy? Yes/No Yes Yes Yes
S9.2 If yes, does your policy cover suppliers and vendors? Yes/No Yes Yes Yes
S10 103-2 4 HUMAN RIGHTS
S10.1 Does your company follow a human rights policy? Yes/No Yes Yes Yes
$10.2 If yes, does your human rights policy include suppliers and vendors? Yes/No Yes Yes Yes
OTHER
Does your company have a whistleblower programme? Yes/No Yes Yes Yes
D_<t>_es’t)he company provide access for disadvantaged groups, small business or commu- Yes/No Yes Yes Yes
nities?
Is there a managerial responsibility for responsible marketing and reputational risk? Yes/No Yes Yes Yes
Is there a human capital development programme, containing recruitment, development Yes/No Yes Yes Yes
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and retention objectives.

2https: Jfwww

m/ESG-Guide
default.aspx
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Women on the board

3of7

67% 2

committee chairs
occupied by women

92%

workforce has formally
certified its compliance
with the Bank's ethical

policy

Annual and Sustainability Report 2019

Governance

Islandsbanki as a role model

Further information
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Nasdaq' GRI2 UNSDGs Unit 2019 2018 2017
Gl 405-1,102-23, BOARD DIVERSITY
102-22
Gl1 Men on the board no. 4 3 3
Women on the board no. 3 4 4
G1.2 Committee chairs occupied by women (as compared to men) % 67% 100% 67%
G2 BOARD INDEPENDENCE
G21 Does company prohibit CEO from serving as board chair? Yes/No Yes, accordingto  Yes,accordingto  Yes, according to
Article 18in Rules  Article 18in Rules  Article 18 in Rules
of Procedure of Procedure of Procedure
for the Board for the Board for the Board
_of Directors of _of Directors of _of Directors of
Islandsbankithe  Islandsbankithe Islandsbankithe
CEO s prohibit CEOiis prohibit CEOQ s prohibit
exeptwithaspe- exeptwithaspe- exeptwithaspe-
cial permission cial permission cial permission
G2.2 Independent board members no. 7 7 7
G3 102-35 INCENTIVISED PAY
Are executives formally incentivised to perform on sustainability? Yes/No No No No
G4 102-41 COLLECTIVE BARGAINING
Ratio of employees in unions % 100% 100% 100%
G5 102-16,103-2, SUPPLIER CODE OF CONDUCT
308-2
G5.1 Are your vendors or suppliers required to follow a Code of Conduct? Yes/No No No No
Gbh.2 If yes, what percentage of your suppliers have formally certified their compliance with the % - - -
code?
Gé 102-16,103-2 ETHICS AND ANTI-CORRUPTION
G6.1 Operating guidelines addressing record keeping, approval procedures and appropriate Yes/No Yes Yes Yes
behaviour relating to bribery and corruption
G6.2 If yes, what percentage of your workforce has formally certified its compliance with the % By the end of the 100% 100%
policy? year, a new policy
took place and
92% had formally
certified.
G7 418 DATA PRIVACY
G71 Does your company follow a data privacy policy? Yes/No Yes Yes Yes
G72 Has your company taken steps to comply with GDPR rules? Yes/No Yes Yes Yes
G8 ESG REPORTING
G8.1 Does your company publish a sustainability report, and to which standards does the Yes/No Yes, Nasdaqg and Yes, Global Yes, Global
sustainability report of the company adhere? GRI Compact Compact
G8.2 Is sustainability data included in your regulatory filings? Yes/No No No No

2https: Jfwww

m/ESG-Guide
default.aspx
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Islandsbanki as a role model

Governance cont'd Further information
Nasdaq' GRI? UNSDGs Unit 2019 2018 2017
G9 DISCLOSURE PRACTICES
G91 Does your company provide sustainability data to sustainability reporting frameworks? Yes/No Yes, UN Global Yes, UN Global Yes, UN Global
Compact Compact Compact
G9.2 Does your company focus on specific UN SDGs? Yes/No Yes, 4,5,9,13 No No
G9.3 Does your company set targets and report progress on the UN SDGs? Yes/No No No No
G10 102-56 VALIDATION BY THIRD PARTY
Are your sustainability disclosures assured or validated by a third party? Yes/No Yes, CIRCULAR No No
Solutions
OTHER
Is there a political involvement policy approved by senior management? Yes/No No No No
Does the company recognise the transition risk related to ESG black swan events Yes/No No No No
Does the company recognise the systemic risk related to long term ESG changes Yes/No Yes No No
What are the voting rights of shareholders? - [slandsbanki's islandsbanki's [slandsbanki's
Articles of Asso-  Articles of Asso-  Articles of Asso-
ciation contain ciation contain ciation contain
provisions of provisions of provisions of
shareholders shareholders shareholders
voting right voting right voting right
Read Read Read
Remuneration disclosure and relation to ESG Yes/No No No No
Describe the audit committee structure -
Click Click Click
Is the auditor fee disclosed? Yes/No Yes Yes Yes
4,5913 List of signatures relating to ESG - UNGC, UNPRB, UNGC, Nordic UNGC, Nordic
Nordic CEOs, CEOs, Festa CEO:s, Festa
Festa and City and City of Rvik and City of Rvik
of Rvik climate climate goals, climate goals,
goals, UNPRI UNPRI (Iceland UNPRI (Iceland
(Iceland Funds) Funds) Funds)
48 ht com/ESG-Guide

*https: Jfwww.gl
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Islandsbanki as a role model

Corporate governance

slandsbanki's Board of Directors has resolved to pursue
exemplary corporate governance practices that are consistent
with applicable regulatory provisions, internationally
recognised criteria, and best practice in corporate governance

Guidelines on Corporate Governance
The Bank's governance practices arein line
with the recognised guidelines on corporate
governance. Each year, islandsbanki
conducts an assessment of whether the
guidelines have been followed and whether
the Bank's practices at any given time are
consistent with the guidelines.

The Bank's corporate governance practices

are described more fully in its Corporate
Governance Statement.

Corporate Governance Statement

Excellence in corporate governance
The University of Iceland Institute of
Business Administration's Centre for
Corporate Governance first recognised
islandsbanki for excellence in corporate
governance in March 2014. The Bank has
been awarded the same recognition every
yearsince then.

Decision-making model

islandsbanki has adopted a decision-making
model that maps out the requirements

for all major decisions within the Bank.

The modelis an elementinimproving the
decision-making process and thereby
increasing stakeholders' confidence in the
Bank. The decision-making model lays down
requirements and recommends certain
procedures for major decisions.


https://cdn.islandsbanki.is/image/upload/v1/documents/Stjornhattayfirlysing_2019.pdf

Annual and Sustainability Report 2019

Sound governance practices

Islandsbanki as a role model

are continually evolving

As part of the Bank's sustainability policy, the Board has
approved a strategy for sound governance practices, which
obliges the Bank to comply with the applicable governance
rulesin place atany giventime. Asaresult, the Bank's
governance practices are constantly evolving

Competition law plan

During the year, the Board of Directors
updated the competition law plan for the
Bank and its subsidiaries. It is the Bank's
policy to engage in active competition in the
markets where it operates, and to ensure
that it fulfils the obligations that follow from
competition legislation at all times.

islandsbanki's ownership policy

The aim of the policy is to clarify the

Bank's governance priorities and criteria
as the owner of other companies, thereby
fostering transparent investments, good
governance practices, and developmentin
the companies concerned.
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The policy applies to the Bank's subsidiaries,
both companies engaged in ancillary
activities and unrelated companies in which
the Bank owns a holding.

Policy on conflicts of interests

During the year, the Board approved a new
strategy for conflicts of interests. The Bank
stresses strongly that all of its employees be
aware of the risk of conflicts of interestsin
their work, and take appropriate action to
prevent such conflicts of interests in Bank
operations from having a detrimental impact

on customers'interests.

islandsbanki Protocols

The Board has approved new protocols that
are intended to promote good work habits
within the Bank. The protocols apply to all
activities, all employees and managers, and
the Board of Directors at the group level,
where applicable. Employees confirm that
they have acquainted themselves with the
substance of the protocols and pledge to
comply with them.
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Organisation

The management and ultimate control over Islandsbankiis Islandsbanki articles of association
. . The articles of association contain provisions
divided among shareholders, the Board of Directors, and the .
on, among other things, the purpose of
CEOQO, inaccordance with the Bank's articles of association, the Bank, its share capital, shareholders'

other Board directives, and the applicable regulatory provisions — meetings, election of the Board, the Board's
duties, and provisions foramending the

articles of association.

Articles of association

Board

Ownership structure

Group Internal Audit The Bank has been wholly owned by the

Icelandic Government since January
2016.The State's holding in the Bank is
administered by Icelandic State Financial

Investments pursuant to the Act on

Finance and treasury

Compliance

Icelandic State Financial Investments, no.

88/2009.
-

Risk management

Corporate and investment

banking Islandssjédir

Personal banking

Business banking

m

Human resources - Marketing and communications - Strategy - Legal


https://www.islandsbanki.is/en/article/articles-of-association
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Board of Directors and
Board subcommittees .

The Board oversees the Bank's activitiesand ensures that they
are in compliance with the applicable regulatory provisions,
sound business and governance practices, and rules adopted
by the Board for the Bank's activities

islandsbanki Board of Directors Board subcommittees

The Board of Directors comprises seven non-  |In order to support the development,
executive members and two alternates who execution, and supervision of Board tasks

are elected at each Annual General Meeting requiring additional expertise or attention,

for a term of one year. Further provisions on
the functions of the Board can be found in
the Board Rules of Procedure, which were
updated in November 2019.

Rules of procedure
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the Board appoints subcommittees that
operate according to a specific Board
mandate.

There are three subcommittees, all

comprising Board members.

- Board Audit Committee

- Board Corporate Governance,
Compensation, and Human Resource
Committee

- Board Risk Management Committee

Board subcommittees



https://cdn.islandsbanki.is/image/upload/v1/documents/Rules_of_Procedure_for_the_Board_of_Directors_of_islandsbanki_hf.pdf
https://www.islandsbanki.is/en/product/about/board-of-directors
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Board of Directors

Lo o0 o0 0 0O 0O O
Board members [0 AR WAL WAL WAL VAL WA\

Fridrik Sophusson Anna Pérdardéttir Audur Finnbogadaéttir Arni Stefansson
Chairman of the board since Joined the Board in April 2016 Joined the Board in April 2016 Joined the Board in April 2016
January 2010

Hallgrimur Snorrason Heidrun Jénsdéttir Témas Mar Sigurdsson
Joined the Board in April 2016 Joined the Board in April 2016 Vice-Chairman of the board since
March 2019
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CEO and CEO's advisory
committees

The CEOisresponsible forensuring that the Bank's operations
and activitiesare atalltimes in compliance with the Bank's
articles of association, its approved policies and strategies,
Board directives, and the applicable regulatory instruments.
The CEO hires managing directors for the Bank's divisions and
appoints members to serve onthe CEQO's advisory committees

The Executive Committee and the All-Risk The All-Risk Committee takes major decisions
Committee are considered policy-setting on implementation of the Bank's risk manage-
committees, and they take major decisions ment and internal audit frameworks and

on the implementation of the policies set by conducts oversight to ensure that the Bank's
the Board. Committee membersinclude all of  risk profile is within the limits defined in the
the Bank's Managing Directors, in additionto  Board's risk appetite statement.
other managers appointed by the CEO.

The Bank's Business Committees take

The Executive Committee oversees and decisions on individual business and
coordinates key aspects of the Bank's operational matters in accordance with
activities and has decision-making authority policy documents, rules, and other guidelines
in matters assigned to it by the CEQO, in approved by the Board, Executive Committee,
accordance with policies, goals, and risk or All-Risk Committee. The Bank's Business
appetite as defined by the Board. The Committees are the Senior Credit Committee,
Executive Committee comprises seven the Asset and Liability Committee, the
individuals, one of whom is the CEQ. Investment Committee, and the Operational

o4 and Security Committee.
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Executive committee

Lo 0 0 0 0 0O O
Executive committee 0 N4 N N4 WA WA WY A

Birna Einarsdéttir Asmundur Tryggvason Gudmundur Kristinn Birgisson Jon Gudni Omarsson
Chief executive officer Managing director of corporate and Chief risk officer since October 2018 Chief financial officer since
since October 2008 investment banking since January 2019 October 2011

Sigridur Hrefna Hrafnkelsdéttir  Riaan Dreyer Una Steinsdéttir

Managing director of personal Managing director of IT Managing director of business
banking since May 2017 since september 2019 banking since May 2017

55


https://www.islandsbanki.is/en/product/about/ceo-and-the-executive-committee

Annual and Sustainability Report 2019

Financials
and funding




Annual and Sustainability Report 2019

Successful market
based funding

“The Bank's annualised return on
equity from regular operations was
6.6%, which is below the long-term
target of 8-10% but acceptable
given the cooling of the economy
in 2019. [slandsbanki issued its first
senior unsecured ISK bond during
the year. The ISK 3.6bn issue was
sold to a wide range of domestic
investors. The Bank also issued

a 1ONC5 SEK 500m Tier 2 bond.
Due to a strong liquidity position

in both domestic and foreign
currencies, the Bank bought back
SEK and EUR notes in 4Q2019. At
the end of December, the Bank's
total capital ratio was 22.4%, well
above the the regulatory minimum.
The year's performance reflects
the confidence Islandsbanki has
built up with investors and provides
a springboard for strong core
operations in the future.”

J6én Gudni Omarsson
Chief financial officer

Financials and funding

Financials and funding

The Bank's operating performance in 2019 was acceptable,
andloansand deposits grew at a steady pace

Net fee and commission income rose, as did interest income, but subsidiaries'

operations had a negative impact on the consolidated results. islandsbanki's

balance sheet is sound and will enable us to support our customers’ growth

and success. The Financial Supervisory Authority lowered the Bank's capital

requirement in 2019, citing the Bank's lower risk profile. However, return on

equity and the capital ratio will affect lending growth in the future.

Higher total income

Total income increased by 7.8% between
years and amounted to ISK48.5bn in 2019
mainly due to arise in interest revenue and
net fee and commissions.

Net interest income totalled ISK 33.7bn,

an increase of 5.4% from the previous year
mainly due to a growth in the loan book. The
net interest margin was 2.8% (2018:2.9%).
The net interest margin is expected to be
slightly below 3.0% in the near to medium
term.

Net fee and commission income amounted
to ISK13.4bn, compared to ISK12.2bn in
2018. Overall net fee income grew by 9.3%
between years. This is due to higher fees
and commissions from one of the Bank's fee
generating subsidiaries and an increase in
foreign exchange and securities brokerage
as well as corporate advisory.

Core income (netinterestincome and net
fee and commission income) contributed
97% to the Bank's total operating income in
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2019. The Bank remains focused on strong
core earnings and stable long-term income.

The Bank recorded a net financial loss of
ISK817m in 2019, compared to a loss of ISK
962m in 2018. The main contributors were
losses in the trading book and in investment
properties.

Other operating income totalled ISK 2.1bn
in 2019, as opposed to ISK1.8bn in 2018.
Thisincome is primarily attributed to the
settlement of the Bank's claim deriving
from the acquisition of Byr savings bankin
2011. The Bank is of the opinion that it is not
obliged to pay the expensed contribution
from 2010 to the Depositor's and Investor's
Guarantee Fund and therefore the Bank
has reversed the previously expensed
contribution

Cost to income ratio trends downward
Administrative expenses grew by ISK 457m
in 2019 or 1.7% year-on-year. The rise is

due to salary cost related to employment
termination during 2019 amounting to ISK
805m and higher depreciations due to
heavy investment in the core banking system

The number of FTEs at the close of the

period excluding seasonal employees was
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Number of FTEs for parent company

860 834
749

311217 311218

749 (834 in 2018) in the parent company
and 984 (1,075 in 2018) for the Group. Due
to employee redundanciesin 2019 it is
expected that salary costs will fall in 2020.
In the last five years FTEs within the parent
company have decreased by 169.

The cost-to-income (C/I) ratio for the Group
in 2019 was 62.4%, compared to 66.3%in
2018. The C/l ratio excludes the bank tax
and other one-off costitems. The C/I for

the parent company was 57.1% for the same
period compared to 60.4% in 2018.

The after-tax loss from discontinued
operations was ISK125m in 2019, compared
with ISK 912m gain in 2018. The loss was
generated by lowered value of foreclosed
assets.

Negative net impairment on financial
assets reflects changes in economic
outlook

Loan impairment charges and net valuation
changes generated a loss of ISK 3,663m
in 2019, compared to ISK1,584m gainin
2018. The 2019 change is due to specific
impairments for specific customers, a less
favourable economic environment and an
unfavourable ruling in a court case. The
loan impairment charges are in line with
estimated cost of risk.

Taxes and levies continue to affect
profitability

The tax on the profit for the period
amounted to ISK 3.7bn, compared to ISK
4.7onin 2018. The effective tax rate was
30.1%, compared to 32.7% in 2018. The
bank tax accounted for ISK 3.5bn in 2019,
compared with ISK 3.3bn in 2018. The Bank
is subject to the special financial tax of 6%
on taxable profits in excess of ISK1bn and
makes contributions to the Depositors' and
Investors' Guarantee Fund, the Financial
Supervisory Authority, and the Office of the
Debtors' Ombudsman. The contribution to
the Depositors' and Investors' Guarantee
Fund, was ISK936m, an ISK 237m decrease
from the previous year. Total taxes and levies
amounted to ISK10.3bn in 2019 compared
to ISK11.4bnin 2018.
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Profit after tax (ISKm)

13,226
10,645
8,454

2017 2018 2019

With changes to law n0.155/2010 in
December 2019, the bank tax will decrease
linearly from current 0.376% to 0.145% in
2023. Despite this decrease the Icelandic
banking sector is affected by much higher
tax burden, both in comparison to other
sectorsin Iceland as well as other European
banks.

ROE reg. operations CET116%*

9.9%
8.0%
6.6%

2017 2018 2019

Profitability marked by negative net
impairments

Profit after tax was ISK 8.5bn in 2019 (2018:
ISK10.6bn) and annualised return on equity
(after tax) was 4.8% in 2019 (2018: 6.1%).
Earnings from regular operations were ISK
10.5bn, (2018: ISK12.0bn) and annualised
return on equity from regular operations
normalised for16% CET1was 6.6%in 2019,
compared to 8.0% in 2018. Regular earnings
fell by ISK1.5bn between years, mainly
explained by anincrease in loan impairment
charges and net valuation changes.

Return on equity is below the Bank's long-
term target. The target is based on risk
free rate plus 4-6%. Based on the average
risk-free rate in 2019, the target would be
7.7-9.7%. In order to improve returns, the
Bank took several actions to optimise its
operations under the framework of a new

policy.

*Return from regular operations and corresponding ratios on normalised CET1 of 16%, adjusted for risk free interest on excess capital
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Balance sheet

Assets - growing balance sheet through
continued growth of loans to customers
The balance sheet grew by 6.1% from
year-end 2018, to ISK1,199bn with loans

to customers growing by 6.3%, or ISK
53.0bn. Demand for new credit came from
all the Bank's business segments but was
concentrated mostly in corporate and
investment banking. Mortgage loans rose
by ISK 32.2bn from year-end 2018. New
lending amounted to ISK226bn in 2019, as
opposed to ISK239bn in the previous year,
a decrease of 5.7%. Outstanding loans to
the tourism industry in Iceland decreased
proportionately and are now 10% of the loan
portfolio which is well diversified.

Loan growth was strong in 1H2019 or 5.7%
butin 2H2019 growth was 0.6%. Total

Financials and funding

growth during 2019 was 6.3% and exceeded
economic growth of 0.3%. Lending in ISK
was the main growth contributor. In 2019 a
greater proportion of lending was financed
via deposits than previously.

The ratio of customer loans to customer
deposits fell to 145.5% at year-end 2019,
compared to 146.2% at end 2018.

Loans are generally well covered by stable
collateral, the majority of which was in
residential and commercial real estate while
the second most important collateral type
is fishing vessels. The weighted average
loan-to-value (LTV) ratio for the residential
mortgage portfolio was 62% at end of
December 2019 and was 61% at year-end
2018. Theincrease in LTV of mortgages is

Loansto customers
(Sectorsplit as at 31.12.19)

Other

Industrial 10%
and transport

9%

ISK900 bn Individuals

Real
estate

Seafood I»

Commerce
and services
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Loans to customers (ISKbn)

145.5%
146.2%

133.2%

755 847

2017 2018 2019

— Customer loans to customer deposits ratio

partly due to that additional loans available
to first-time buyers are now included in the
definition of mortgages.

The Bank's asset encumbrance ratio was
18.1% at end of December 2019 compared to
18% at year-end 2018.

Three items - cash and balances with the
Central Bank, bonds and debt instruments,
and loans to credit institutions -amounted
to about ISK 254bn, were ISK 223bn of
which are liquid assets.

Quality of loan portfolio still measures
highly by international comparison

At the end of the reporting period, the
ratio of impaired loans and advances was
2.4% for the Bank compared toa 2.9%
weighted average for European banks at
the end of September 2019 (2018: 3.4%).
When only considering the quality of loans
to customers, the NPL ratio in terms of
the gross book value was at 3.0% at end of
December (2018:2.0%).

Liabilities - successful funding through
deposits and capital markets issuance
Total liabilities amounted to ISK 1,019bn,
anincrease of 6.8% from year-end 2018.
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Total capital ratio (%)

241%

311218 311219

The Bank maintained strong liquidity levels
throughout 2019, and all regulatory and
internal metrics were well above set limits at
the end of the period.

At the end of December 2019, the Bank's
liquidity coverage ratio (LCR) for all
currencies was 155% for the Group (144% for
parent), 325% in foreign currencies and 110%
in Icelandic kréona. The net stable funding
ratio (NSFR) for the Group in all currencies
was 119% and the NSFR in foreign currencies
forthe Group was 156%.

Deposits from customers increased by 6.8%
from year-end 2018, to ISK 618bn. Deposits
are still the Bank's main source of funding
and concentration levels are monitored
closely.

61

Leverage ratio (%)

16.2%

Total assets (ISKbn)

74.8% 737%

74.9%

311217 311218 311219

The Bank’s market based funding activities
continued to be successful during the year
with issuance of covered bonds, CPs and
senior unsecured transaction in Icelandic
krona and senior unsecured transactions
and subordinated debt in foreign currencies.
These transactions will further diversify the
Bank’s funding base. Covered bond issuance
amounted to total of ISK29bn in 2019 or with
net issuance of ISK10bn.

In April, the Bank issued a EUR 300m 3-year
benchmark fixed rate bond at a spread of
130 basis points over 3-year mid swaps. The
transaction was issued concurrently with a
tender to buy back EUR 300m of the Bank's
outstanding EUR 500m 2020 benchmark
bond.

311217 311218 311219

=== REA /totalassets

InJune, islandsbankiissued a IONC5 SEK
500m Tier 2 bond. This was the Bank's third
Tier 2 bond issue and with this transaction
the Bank reached its Tier 2 target whichis an
important milestone in optimising its long-
term capital composition.

islandsbankiissued a senior unsecured ISK
bond amounting to ISK 3.6bn in November.
The bond was priced at Im REIBOR+90bp.
Thisis the Bank's first ISK senior transaction
and is an important milestone in the build-
up of the domestic bond market. The bonds
were sold to a wide range of domestic
investors.

In December islandsbanki bought back in
fulla SEK 250 million Note due 27 February
2020 and EUR 142.7m out of EUR 200m
Note due in September 2020. The buyback
decreased the Bank's refinancing risk
significantly.
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Equity

Total equity amounted to ISK180bn as of
year-end 2019, compared to ISK176.3bn
atthe end of 2018. Thereof, ISK 2.4bnis
attributable to non-controlling interests.
At the Bank's AGM in March shareholders
approved the Board's proposal to pay
dividends amounting to ISK 5.3bn.

At the end of December, the Bank's total
capital ratio was 22.4%, (2018:22.2%). That is
slightly higher than the Bank's total capital
ratio target which is currently the Bank's
regulatory capital requirement in addition to
the Bank's management buffer. The Bank's
Tier 1ratio was 19.8% as of end of December
2019, compared to 20.3% at year-end 2018.
In October 2019, the Central Bank lowered
the minimum requirement for total capital
for islandsbanki from 19.3% t0 18.8%. The
decrease is credited to the Bank's lower risk
profile.

Considering recent changes to regulatory
requirements and an updated assessment of
the business environment, the Bank revised
its management buffer from 0.5-1.5% to
0.5-2.0%. It is worth noting that the Central
Bankincreased the countercyclical capital
buffer from 1.25% to 1.75%, in May 2019 and a
further increase by 0.25% came into effect in
February 2020. islandsbanki's target capital

62
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ratiois currently at 19.5-21.0%, taking into
accountrise in counter cyclical capital buffer
from February.

islandsbanki uses the standardised method
to calculate its risk exposure amount (REA),
which amounted to ISK 884.5bn at year-end
2019, or 73.7% of total assets. The leverage
ratiowas 14.2% at year-end 2019 compared
t014.6% at year-end 2018, indicating low
leverage.

The Board of Directors of islandsbanki
proposes that ISK 4.2 billion will be paid

in dividends to shareholders for the 2018
financial year. The dividend corresponds

to about 50% of after-tax profits for 2018
and is consistent with the Bank's dividend
pay-out ratio target of 40-50%. The Board
may convene a special shareholder meeting
laterin the year where a proposal regarding
payment of dividends of profit for the
previous financial years could be suggested.

Ratings

islandsbankiis rated by S&P Global Ratings
(S&P). In July S&P affirmed islandsbanki's
BBB+/A-2 rating but changed the outlook to
negative.

Inits report, S&P refers to islandsbanki's
stable domestic market position and
acknowledges the Bank's success in
introducing new digital products and
improving its IT infrastructure, placing
islandsbanki well ahead of many other
European banks. S&P also notes the Bank's
exceptional capitalisation, strong liquidity
levels and robust asset quality.

S&P's rational for the change to negative
outlook is mostly derived from its view that
Iceland's operating environment will remain
challenging, affected by the 2019 economic
recession, declining interest rates, still-

high taxation, and stiff competition from
pension funds in mortgage lending, and thus
contributing to the declining profitability of
the Bank.

In January 2019, the Bank announced it
would terminate its credit rating agreement
with Fitch Ratings, a decision which was
driven primarily from a cost perspective.

In November 2018, Fitch had affirmed

the Bank's rating of BBB/F 3, with a stable
outlook.



000v OvY Mueqgspue|si® sI'fuegspue;si


https://www.islandsbanki.is/english/products-and-services/



