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islandsbanki Factsheet 3Q20 ""\:./

islandsbanki
Our profile Our bank
{slandsbanki is a universal bank and a leader in financial services in Py Q O Number of
Iceland with a history of 145 years of servicing key industries. The 12 — { S ) FTEsat
Bank has a 25-40% market share across all domestic business o_n Islandsband

branches at period end
segments. 7 4 4

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

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

three business divisions that manage and build relationships with the 3 o o/ 350/ 3 40/
Bank's customers. (o) (o (o)
Islandsbanki has developed a wide range of online services such as individuals SMEs large companies

the Islandsbanki and Kass apps, enabling customers to do their
banking anywhere and anytime. At the same time, the Bank
continues to operate the most efficient branch network in Iceland Credit rating
through its strategically located 12 branches. o P
° giealy S&P Global BBB/A-2

{slandsbanki has a BBB/A-2 rating from S&P Global Ratings. Rati ngs Stable outiook
Return on equity Profit (loss) after tax Cost / income ratio
(ISKm)
7.4% i )
3,361 62.9% 62.9%

56.3% 57.5%

3.0% -1376
3Q19 4Q19 1Q20  2Q20  3Q20 3Q19 4Q19 1Q20 2Q20  3Q20 3Q19 Q19 1Q20 2020 3Q20
Total assets Loans to customers Number of FTEs at islandsbanki
(ISKbn) (Sector split as of 30.09.20) (Excluding seasonal employees)
Other
o o - 9%
74.0% 737% 72.6% 708% 70.9% In?ustnal and Mortgages to 784 749 746 735 744
ransport individuals
9% 33%
Real estate ISK970bn
17%
Individuals other
300919 311219 310320 30.0620 30.09.20 Seafood 6% 300009 311219 310320 30.0620 30.09.20
13% Commerce and
e REA /total assets services
13%
Loans to customers Leverage ratio Total capital ratio
(ISKbn)
149.0% o o o, o % 7 % %
1955% 142.6% 137.0% 138.9% 136% 142% 135%  134% 13.4% 2143 224% 9% 2220 2227

30.0919 311219 310320 30.06.20 30.09.20 30.0919 311219 310320 30.0620 30.09.20 30.0919 311219 310320 30.06.20 30.09.20

s Customer loans to customer deposits ratio

*Based on Gallup survey regarding primary bank.
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Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 30 September 2020 (“the interim financial
statements”) of islandsbanki hf. (“the Bank” or “Islandsbanki”) and its subsidiaries (together referred to as "the Group").

Operations in the reporting period

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

The Group reported a profit from its operations for the reporting period amounting to ISK 3,230 million. At the end of the reporting period
the Group employed 778 full-time members of staff and total assets amounted to ISK 1.3 trillion.

The Bank concluded the sale of its shares in Borgun hf. on 7 July 2020 and the sale resulted in a net profit of ISK 427 million. As the equity
stake in Borgun hf. was accounted for as an asset held for sale, the impact on the income statement is shown in a single line as discontinued
operations and comparative figures in the interim financial statements have been restated. Borgun will continue to provide the Bank with
issuing services for credit cards issued by the Bank.

As for financial institutions worldwide, the COVID-19 pandemic had a substantial impact on the Group’s operations in the reporting period.
Although the Group managed to return to profitability, return on equity is well below targets. Considerable uncertainty still remains and the
recovery is quite reliant on travel restrictions being eased before the summer of 2021. The Bank continues to categorise almost all of its
exposures to the tourism industry in Stage 2 under IFRS 9 and 14% of the loan book is subject to forbearance due to COVID-19. The ratio
of non-performing loans has however come down to 3.3% from 3.6% at the end of the second quarter as a large customer became
performing after an injection of capital. The Bank had a negative impairment charge of ISK 7.0 billion year-to-date. In addition to that, the
Bank experienced losses in its net financial income of ISK 2.2 billion.

Net interest income rose by 2.4% between years, where the lower interest environment is starting to have a material impact on earnings
through lower deposit margins and returns on the Bank's liquidity portfolio, resulting in a drop of 10 basis points in net interest margin. Net
fee and commission income was down by 3.9%, where a strong third quarter partially offset low activity in the first half. Salaries and related
expenses were down by 8.3% between years as a result of FTE reductions, while other operating expenses decreased by 6.7% as a result
of cost reduction measures and COVID-19, which impacts the operations in many ways, e.g. through reduced travel.

The Group's loan book grew by 8.4% from year-end 2019, which can be contributed to a strong demand for mortgages and the depreciation
of the Icelandic krona. Customer deposits increased by 12.8% from year-end 2019 with the largest increase in Corporate and Investment
Banking, and Business Banking. Bond issuance was modest in the first nine months of the year and mostly relating to regular covered
bond auctions. The Bank did, however, buy back some of its outstanding bonds as a part of its balance sheet management. The Bank is
very well capitalised, with a total capital ratio of 22.2% at the end of the period, compared to a 17% regulatory requirement, which was
lowered as the counter-cyclical buffer was reduced from 2.0% to zero as a result of the economic slowdown.

The COVID-19 pandemic continues to impact the operations of the Bank as most of the headquarters' employees are currently working
from home and customer access to branches is restricted. The Bank continues focus on supporting its customers in areas of the economy
that are worst affected.

Outlook

After a period of normalisation over the summer, the Icelandic economy has been hit by a second wave of COVID-19 in the autumn much
as the rest of Europe. Border measures were significantly tightened in late August, and domestic measures became more stringent over
the following weeks. As a result, tourist visits to Iceland have declined significantly and some domestic services have been on a hiatus for
much of October. However, domestic demand seems to be holding up better than expected as households divert their discretionary
consumption towards domestic goods and services while the residential housing market is relatively buoyant, thanks in part to a more
effective transmission of monetary easing through to mortgage rates than has historically been the case in Iceland.

The size of the COVID-19 shock to the relatively large tourist sector means that a rather deep economic contraction is inevitable in 2020
with GDP expected to fall by about 8.6% and around 2/3 of the GDP fall due to declining exports and 1/3 caused by a fall in domestic
demand. However, countercyclical economic policy measures have already eased the impact somewhat with the Central Bank's policy
rate at an all-time low and the Government's new five-year fiscal plan assuming an accumulated deficit of around 24% of GDP in 2020-
2022. The duration of the economic setback will hinge on how rapidly travel conditions normalise and economic activity resumes on a
global scale. Assuming fading impact from COVID-19 over the coming months, there is a good probability of a return to healthy GDP
growth in the latter half of 2021.

The Bank's financial position remains strong and is well placed to support its customers in these turbulent times. Profitability will be below
target in 2020 and the Bank will strive to get back on track to reach its profitability targets from 2021 onwards.

islandsbanki hf. Condensed Consolidated Interim
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Directors' Report

Statement by the Board of Directors and the CEO

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

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

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

Képavogur, 28 October 2020

Board of Directors:

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

Amni Stefansson

FIoki Halldérsson

Frosti Olafsson

Gudrin borgeirsdottir

Chief Executive Officer:

Birna Einarsdéttir
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Consolidated Interim Income Statement

2020 2019 2020 2019

Notes 1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
INEEIESE INCOME™ .o e e e 42,418 47,063 13,820 14,940
INEEIESE EXPEINSE ...eeiiiiiiiiiiie ettt e e e e e e e abeeeeas (17,305) (22,532) (5,515) (6,750)
Net interest income 7 25,113 24,531 8,305 8,190
Fee and commISSION INCOME .......ocuuviiiiiiiiiiiec et 9,178 8,664 3,793 2,797
Fee and COMMISSION EXPENSE .....ccoiiiiuiiiiieeiiiiiiie ettt (1,518) (710) (931) (248)
Net fee and commission income 8 7,660 7,954 2,862 2,549
Net financial INCOME (EXPENSE) .......eiiiiiiiiiiiiiiiiee e 9 (2,174) 20 (255) (602)
Net foreign exchange gain ...........cccceoiiiiiiiiiiiiii e 10 364 23 101 159
Other operating income 11 134 1,205 44 37
Other net operating income (1,676) 1,248 (110) (406)
Total operating income 31,097 33,733 11,057 10,333
Salaries and related eXPENSES ........c..coiiiiiiiiiieiiie 12 (9,536) (10,395) (2,842) (3,242)
Other operating EXPENSES ......ccocuiiiiiiiieiiiiie et 13 (7,137) (7,646) (2,268) (2,366)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (525) (720) (50) (210)
BANK TAX 111ttt (1,174) (2,714) (416) (1900)
Total operating expenses (18,372) (21,475) (5,576) (6,718)
Profit before net impairment on financial assets 12,725 12,258 5,481 3,615
Net impairment on financial @SSELS ...........oocieiiiiiiiiie e 14 (6,987) (2,017) (1,058) (208)
Profit before tax 5,738 10,241 4,423 3,407
INCOME TAX EXPEINSE ....oiiiiiiiiiiiiie ettt e e e 15 (2,238) (3,250) (1,350) (1,328)
Profit for the period from continuing operations 3,500 6,991 3,073 2,079
Discontinued operations, net of INCOME taX .........cooveririiiiiiieeiiee e 16 (270) (196) 288 7
Profit for the period 3,230 6,795 3,361 2,086
Profit attributable to:
Shareholders of iSIaNdsSbanki hf. ..........coocoeeoeoeee e, 3,533 7,072 3,362 2,153
NON-CONLrOIING INTEIESTS ..ottt (303) (277) (1) (67)
Profit for the period 3,230 6,795 3,361 2,086
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of [slandsbanki hf. ..............cccooveviveveecieeeeeeee e 17 0.38 0.73 0.31 0.21

*Of which interest income amounting to ISK 40,762 million (2019: ISK 45,007 million) is calculated using the effective interest method.

Before its sale on 7 July 2020, the subsidiary Borgun hf. was classified as disposal group held for sale and as discontinued operations,

accordingly the comparative figures have been restated (see Note 4).

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2020 2019 2020 2019

1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9

Profit fOr the PEIOM ........ceeveiviieeeeieetecteeeeee ettt et enas 3,230 6,795 3,361 2,086
Iltems that will not be reclassified to profit or loss

Changes in fair value of financial assets, net of tax .........ccccocveeiieiinieenineen, (798) 978 115 85

Changes in fair value of financial liabilities, net of tax ..........ccccceevriieiiicennn. 586 (802) (233) 29

Other comprehensive income (expense) for the period, net of tax (212) 176 (118) 114

Total comprehensive income for the period 3,018 6,971 3,243 2,200

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 30.9.2020 31.12.2019
Assets
Cash and balances with Central Bank 22 95,022 146,638
Loans to credit INSHIULIONS .........vvviii e 23 61,898 54,376
Bonds and debt iNSIIUMENLS ... reaeaees 18 149,426 52,870
DEIVALIVES ...eeiiiiiieiie e e ettt e e e e e e e st e e e e e s st a e e e e e sntnaeeeaeesnnnnneeeas 24 3,731 5,621
LOANS 10 CUSTOMIEIS . .iiiiiiiie ittt ettt e e e e e e e et s e e e s e eetbn e e e e e eeaees 25 970,309 899,632
Shares and equity INSTIUMENES .........cooiiiiiiiiieiiie e 18 14,657 18,426
INVESTMENES 1N @SSOCIALES ....evvvviiiiiiiiiiiiiiee ettt 750 746
Property and EqUIPIMENT ..........ooiiiiiiiiie e 27 7,409 9,168
INtANGIDIE ASSELS ... 3,554 4,330
OLNEI ASSELS .eiiiiiiiiiiiie et s e e e e s e e e e s e st ae e e e e e e snneeeeeeesnnnees 28 17,159 6,608
Non-current assets and disposal groups held for sale ..........c.cccccovviiinicennn. 29 4,809 1,075
Total Assets 1,328,724 1,199,490
Liabilities
Deposits from Central Bank and credit inStitutions ............ccccceeeviiiiiiiicinnnen. 30 36,438 30,925
DepOoSits fromM CUSIOMETS ......cooiiiiiiiiieiiie ettt 31 698,610 618,313
Derivative instruments and short positions .... 24 8,406 6,219
Debt issued and other borrowed funds ............ccccvvieeeeiiiiiieee e 33 324,752 306,381
Subordinated [0aNS .........ooooiiiiiiii e —————— 34 26,798 22,674
B I N 1 o) 1= SRR 7,137 7,853
Other aDIlItIES ......ccuvieiiiiieee e 36 44,074 27,063
Total Liabilities 1,146,215 1,019,428
Equity
Share CaPItal ......eeeeieee e 10,000 10,000
SHhare PremMiUM ...cooiiiiieie e e e nees 55,000 55,000
RESEIVES ...t e et e e e e e e e e aaae 7,258 7,065
REtAINET EAIMINGS ....eiiiiiieiiiie ettt e e e e aebeeeeeneas 108,383 105,569
Total Shareholders' Equity 180,641 177,634
NON-CONLrOIING INTEIESTS ....oiiviiiiiiie ettt 1,868 2,428
Total Equity 182,509 180,062
Total Liabilities and Equity 1,328,724 1,199,490

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Liability Total Non-

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

capital premium reserve reserves reserve reserve reserve earnings equity interests equity
Equity as at 1.1.2020 10,000 55,000 2,500 3,525 1,432 (392) - 105,569 177,634 2,428 180,062
Profit (loss) for the period ............ccccviieiniieiniie e 3,533 3,533 (303) 3,230
Net change in fair value of financial assets (372) (212) (584) (214) (798)
Net change in fair value of financial liabilities ................ 631 (45) 586 586
Restricted due to capitalised development costs ........... (218) 218 - -
Restricted due to fair value changes ...........c..ccccovcuveene 170 (170) - -
Restricted due to associates 14 (14) - -
Translation difference ..........ccococeviieiiie i (32) (79) (111) (1) (112)
Other changes due to IFRS 15 .........cccocciiiiiiiiiiiciinns (115) (115) (115)
Changes in non-controlling interests ...........cccccoecvveeeen. (302) (302) (42) (344)
Equity as at 30.9.2020 10,000 55,000 2,500 3,491 1,060 239 (32) 108,383 180,641 1,868 182,509
Equity as at 1.1.2019 10,000 55,000 2,500 3,750 625 (376) - 102,496 173,995 2,318 176,313
Profit (loss) for the period 7,072 7,072 (277) 6,795
Dividends Paid ..........cceeeiiiieiiiieeiieee e (5,300) (5,300) (5,300)
Net change in fair value of financial assets ................... 621 621 357 978
Net change in fair value of financial liabilities ................ (355) (447) (802) (802)
Restricted due to capitalised development costs ........... (218) 218 - -
Restricted due to fair value changes ................... 303 (303) - -
Restricted due to subsidiaries and associates (49) 49 - -
Equity as at 30.9.2019 10,000 55,000 2,500 3,786 1,246 (731) - 103,785 175,586 2,398 177,984

Authorised share capital of the Bank is 10,000 million ordinary shares of ISK 1 each. At 30.9.2020 paid up share capital totalled ISK 65,000 million which is the total stated share capital of the Bank. The Bank
has one class of ordinary shares which carry no right to fixed income. The Annual General Meeting ("AGM") for the operating year 2019 was held on 19 March 2020. At the AGM shareholders approved that a
dividend to shareholders for the operating year 2019 shall not be paid in light of uncertainties due to unprecedented circumstances in the financial markets. It was also approved that the Board may convene a
special shareholder meeting later in the year where a proposal regarding payment of dividends of profit for previous fiscal years could be suggested. However, it is highly unlikely that such a proposal will be

made, based on the current economic environment.

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019
Notes 1.1-30.9 1.1-30.9
Profit fOr the PEIIOA .....coiiiieet et et e e e e st e e e et e e nabe e e sba e e eneees 3,230 6,795
Non-cash items included in profit for the Period* ... 22,083 17,955
Changes in operating assets and abilitIES™ ...........cc.oiiiiiiiiiiie e (42,894) (42,657)
D1V To (=] o 53N (=Tot =T V=T O OO PUUTPPTN 30 32
Income tax and DanK taX PAIH ........eeiiuiiiiiii e (4,383) (2,884)
Net cash used in operating activities (21,934) (20,759)
Net INVESTMENt iN SUDSIIAIES .......cooiiiiiiiiiiii et (2,486) -
Proceeds from sales of property and €QUIPMENT ........ccoiuiiiiiiiiiiiii et ieee e 24 23
Purchase of property and @QUIPIMENT ..........iiii it e et e e e e e s bt e e e e e s snabeeeeeeeas (492) (352)
Purchase of INtangible ASSELS .........uiiiiiiii e (158) (187)
Net cash used in investing activities (3,112) (516)
Proceeds from DOMTOWINGS .......oiiiiiiiiiiie ettt e e e s e bbbt e e e e e sntbbe e e e e e snnbeeeeas 15,255 108,701
REPAYMENT O DOITOWINGS ...ttt et et e e e e b e e e bb e e ettt e e esbe e e s sbbeesanteaeannee (31,543) (81,388)
Repayment of lease Habilities ...........coouiiiiiiii e (293) (281)
(D)o (=T o o 53 o= o EE PO PP OUPPRPUPRPNE - (5,300)
Net cash (used in) provided by financing activities (16,581) 21,732
Net increase (decrease) in cash and cash eqUIVAIENES ...........cccooiiiiiiiiiiiii e (41,627) 457
Effects of foreign exchange rate Changes ............oooiiiiiiiiiiiiie e 224 (201)
Cash and cash equivalents at the beginning of the year ...........c.cccciiiiiiii 152,481 143,203
Cash and cash equivalents at the end of the period 111,078 143,459
Reconciliation of cash and cash equivalents
(0= T o o 1 g - 14 o EO PP PPPPPRROt 22 3,965 4,007
Cash balances With Central BANK ................uuuueueuuiiiiiiiiiiiiiiriririrssssreeeseeererereserereeeeeee.——.. 22 91,057 125,108
BANK @CCOUNES ...ttt ettt ettt sttt et e e e b e e e bb e e e e nbb e e e bt e e e snbeeeannneas 23 25,554 29,411
Mandatory reserve and special restricted balances with Central Bank .............cccccccvcuveennn. 22 (9,498) (15,067)
Cash and cash equivalents at the end of the period 111,078 143,459

*For further breakdown see the following page.

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

in cash and cash equivalents during the period.

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

discontinued operations.

Interest received from 1 January to 30 September 2020 amounted to ISK 26,263 million (2019: ISK 45,089 million) and interest paid in
the same period 2020 amounted to ISK 13,994 million (2019: ISK 18,628 million). Interest is defined as having been paid when it has

been deposited into the customer account and is available for the customer's disposal.

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2020 2019

1.1-30.9 1.1-30.9

Depreciation, amortisation and WIte-0ffS .............coiiuiiiiiiiiiii e 1,380 1,246
Share Of Profit Of ASSOCIAES ........uiiiiiiiieiiii ettt et e e e sbe e naneeas (20) (5)
Accrued interest and fair value changes on debt issued and subordinated loans ............cccccevieeiiinenn. 9,857 8,680
Net impairment on financial assets 6,857 2,220
FOreign @XChANGE GAIN ......ooiiiiiiiii ettt e e et e s bt e e bt e e e e nb e e e nab e e e abeeeenens (300) (46)
Net gain from sales of property and eQUIPMENT .......coiuiiiiiiiiiiii e (427) (1)
Unrealised fair value loss recognised in Profit OF I0SS ..........cooiuiiiiiiiiiiiie e 1,392 40
Discontinued operations, NEt Of INCOME TAX ........ciiuiiiiiiie et (131) 30
=T = b TP PP PR PRR 1,174 2,714
(L gelo] 4 4= = O PP PO 2,238 3,071
Other changes 63 6
Non-cash items included in profit for the period 22,083 17,955
Mandatory reserve and special restricted balances with Central Bank ...........ccccccociiiiiiiiiiii e, 5,781 2,045
L0oans to Credit INSHIULIONS .......oiiiiiiiiiiieeeeeee e 5,099 (18,677)
Bonds and debt INSIIUMENTS .......c.uiiiiiiii et (193,823) (3,548)
LOANS 10 CUSLOMIEIS ....oiiiiiiiiiitii ittt e e e s e e e e e s s b e e e e e e s s bbb e e e e e s e sbab e e e e e s s sabnaes (53,510) (60,476)
Shares and equity instruments ... (681) (5,089)
ONEI BSSELS ...ttt e a et e bt e ek e e et e bt e e bbb e e e e et e e (13,769) (6,069)
Non-current assets NEld fOr SAIE ...........ii it (857) (268)
Deposits from Central Bank and credit iNSHIULIONS ..........ooiiiiiiiiiiiiiee e 4,061 16,172
DEPOSILS FTOM CUSIOMELS ... ..iiiiiieiee ettt e ettt e e e e ettt e e e e e en bt e e e e e s ansbe e e e e e e s nntsneeeeeaantnbeeeeeeeannnnes 66,221 29,000
Derivative instruments and ShOrt POSItIONS ..........cuuiiiiiiiiiiii e 7,845 (3,652)
(@1 [T =T o] [ [ 30,739 7,905
Changes in operating assets and liabilities (42,894) (42,657)

Non-cash transactions 2020

During the period islandsbanki sold its 63.5% stake in Borgun hf. ISK 726 million of the sale price is due in 2021. Prior to the sale,
shares in Borgun-VS ehf. a company holding series C preferred shares in Visa Inc., which were not part of the sale of Borgun, were
transferred to the old owners of Borgun.

During the period the Bank sold an office building for the price of ISK 100 million with ISK 85 million outstanding at the end of the
period.

Non-cash transactions 2019
During the period the Bank repurchased own debt securities amounting to ISK 4,319 million by issuing new debt.

The recognition of right-of-use assets amounting to ISK 4,505 million and the same amount in lease liabilities following the adoption of
IFRS 16 - Leases had no cash flow effect.

The notes on pages 11 to 58 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements

Notes

General information

1 Corporate information ............ccoceeeeiieeeniieeeniee e
2 Basis of preparation ............cccoceeeiieieiniiei e
3 Changes to accounting policies ............cccoceeeriieeninenn.
4 Investments in subsidianies ..........c.cccooeveiiecnienieens
5 Operating SEGMENES .......ccverieriereeireriieiee e

Notes to the Consolidated Income Statement

6 Quarterly Statements .........cocceeiiiieiiiiee e
7 Net interest iNCOME .........ccccvvviieriiiiiee e
8 Net fee and commission INCOME .........cccovvervieieennenns
9 Net financial income (EXPENSE) ......c.eeevvieieiiieeiiiiienns
10 Net foreign exchange gain ........ccccceeivvieinieeeiieeeeee,
11 Other operating iNCOME ........ccueiiiiiianiiee e
12 Salaries and related eXpenses ...........ccccceeerieeeiiiieens
13 Other operating EXPENSES ........cccoveeiriieeriiieeeiieeesieenn
14 Net impairment on financial assets ............c.cccceeeeeennne
15 INCOME taxX EXPENSE ....cooiiiiiiiiiiiiiii e

16 Discontinued operations, net of income tax
17 Earnings per share ........cccccocevviiiniiennnn.

Notes to the Consolidated Statement of Financial Position

18 Classification of financial assets and liabilit

19-20 Fair value information for financial instruments

ies

21 Offsetting financial assets and financial liabilities ........
22 Cash and balances with Central Bank .........................
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Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

islandsbanki hf., the parent company, was incorporated on 8 October 2008 and is a limited liability company domiciled in Iceland. The
address of its registered office is Hagasmari 3, 201 K6pavogur, Iceland.

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

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

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

2. Basis of preparation

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

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

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

Before its sale on 7 July 2020, the subsidiary Borgun hf. was classified as non-current assets and disposal groups held for sale.
Accordingly the comparative figures in the consolidated interim income statement for the third quarter of 2019 have been restated (see
Note 4).

The interim financial statements are presented in Icelandic krona (ISK), which is the functional currency of islandsbanki hf. All amounts
presented in ISK have been rounded to the nearest million, except when otherwise indicated. At 30 September 2020 the exchange rate
of the ISK against the USD was 138.54 and 162.20 for the EUR (year-end 2019: USD 121.10 and EUR 135.83).

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

Significant accounting estimates and judgements

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

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

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

Impairment of financial assets, changes from year-end 2019

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

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

The Group's Chief Economist has provided a new macroeconomic forecast on 29 September 2020 which takes into account the effects
of the COVID-19 pandemic.
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2. Contd

Change in economic indicators % 2019 2020 2021 2022 2023 2024
ECONOMIC QrOWLH ..o 1.9 (8.6) 3.1 4.7 25 2.1
Housing prices in Iceland 3.4 2.6 15 3.0 4.0 4.0
PUrchasing POWET ......coueiiiiiiieiiiiee et 1.8 3.0 1.1 2.1 2.1 1.6
ISK exchange rate index ............... 8.5 11.2 3.1 (1.8) (2.8) (1.5)
Policy rate, Central Bank of Iceland ............ccoccceviiiiiiiieiiiiceeee, 3.9 15 1.2 2.0 3.0 3.5
INFIALION ..o 3.0 2.7 2.7 1.9 1.9 24
Capital fFormation ...........ccveiiiiiiiiic e (6.6) (10.2) 15 6.7 1.2 3.5

thereof capital formation in iINAUSETY ......ccccovieiiieieiiiee e (18.1) (16.0) (0.2) 8.7 3.5 3.0

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

The Group's model to calculate PD scaling factors was applied to these economic scenarios and the resulting scaling factors were then
reviewed by the All Risk Committee with respect to all of the economic indicators and any other relevant information available. The All
Risk Committee determined that it was appropriate to adjust the weights of the scenarios, generally the scenarios are weighted 25%-
50%-25% (good, base, bad) but it was determined appropriate to set the weights at 15%-55%-30%, as this would best represent the
probability-weighted average over all possible scenarios.

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

As unemployment has increased considerably it was decided in the third quarter to apply an additional overlay factor to loans to
individuals in order to capture the potential effect of the increase.

The common risk factor in tourism was found to apply to loans to customers with a net carrying amount of ISK 98 billion and the cumulative
effect of the stage transfer and credit loss overlay for the first nine months amounting to ISK 5.0 billion. Additionally, changes in
impairment for a few specific customers has resulted in an additional credit loss allowance of ISK 970 million. Other changes in credit
loss allowance were smaller (see Note 14).

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

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

Interest Rate Benchmark Reform

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

To manage the transition to alternative interest rates the Bank has set up a working group responsible for the overall transition. A
comprehensive review of legacy contracts has been carried out by the Legal department and new contract language been introduced to
accommodate the benchmark reform. The work on systems and processes, along with education and communication to major
stakeholders, is ongoing. It is expected that financial effects of the transition will be minimal to the Group. The Bank is continually
monitoring developments in the benchmark reform work in jurisdictions affected and will adjust its implementation accordingly, should
the need arise.
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4. |nvestments in subsidiaries
30.9.2020 31.12.2019

Islandssjodir hf., an investment fund management company, Hagasmari 3, 201 Képavogur .................. Iceland 100% 100%
Hringur-eignarhaldsfélag ehf., a holding company, Dalshraun 3, 220 Hafnarfiorour ..............ccccevcveennnen. Iceland 100% 100%

Allianz island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiordur ...............cccoceeveeeveveeeeeenenne. Iceland 100% 100%
Borgun hf., a payment acquirer and issuing processor, Armuli 30, 108 Reykjavik ...........cccoceveevrnnnne. Iceland - 63.5%

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

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

On 11 March 2020 islandsbanki signed an agreement to sell its 63.5% stake in Borgun hf. to Salt Pay Co Ltd. but this transaction was
subject to Financial Supervisory Authority ("FME") approval of the purchaser's acquisition of a qualifying holding. On 7 July 2020 the Bank
concluded the sale. The net loss of Borgun hf. during the period, 1 January until the selling date 7 July 2020, amounting to ISK 828 million
and net profit from the sale amounting to ISK 427 million is included in the line item "Discontinued operations, net of income tax" in the
Consolidated Interim Income Statement.

Before the sale, in the first quarter of 2020, Borgun hf. was classified as disposal group held for sale, in accordance with IFRS 5 - Non-
current assets and disposal groups held for sale, resulting in a change in the presentation. As a result the comparative figures in the
Consolidated Interim Income Statement for the third quarter of 2019 have been restated and Borgun hf. is no longer presented separately in
the Operating segments note.

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

LTI AT aToTo T 41 TN 47,733 (670) 47,063
INEEIESE EXPEINSE ...oiiiiiiiiii i e e r e e s s bbb e e e e a e e e (22,543) 11 (22,532)
Net interest income 25,190 (659) 24,531
Fee and COMMISSION INCOME ... ..oooiiiiiiii ittt et st e b st e s s sssssesesessnenneees 15,532 (6,868) 8,664
Fee and COMMISSION EXPEINSE ......cocuiiiiiiiieiiie ettt ettt e et e bt e et e e e bt e e sereeeaanneens (5,819) 5,109 (710)
Net fee and commission income 9,713 (1,759) 7,954

Net financial income 23 (3) 20
Net foreign exchange loss 46 (23) 23
Other OPErating INCOME .....co.uiiiiiiie ettt e st e e bt e e it e e bt e e s aaneeeeannees 1,217 (12) 1,205
Other net operating income 1,286 (38) 1,248
Total operating income 36,189 (2,456) 33,733
Salaries and related EXPENSES .........iiiiiiii ittt ettt et e st et e et bt e e s bb e e atbe e e e br e e e anbeeeanteeeane (12,083) 1,688 (10,395)
Other OPErating EXPENSES ......cciuuiieiiiie it e eteee et te et e e ettt e e st be e e e te e e e aab et e aabeeeeasbeeesabeeeabbeeeanbbeeebbeeeaneeaens (8,698) 1,052 (7,646)
Contribution to the Depositors' and Investors' Guarantee FUNd .............ccocoveeiiiiiiiiieeniiee e (720) - (720)
2 1] = TP PUPTUTPPPPPP (2,714) - (2,714)
Total operating expenses (24,215) 2,740 (21,475)
Profit before net impairment on financial assets 11,974 284 12,258
Net impairment 0N fINANCIAI ASSELS ......iiiiiiiiiiie e e e e e e (2,078) 61 (2,017)
Profit before tax 9,896 345 10,241
INCOME TAX EXPEINSE ....eiiiiiiiitiiet e ettt e ettt e e e ettt e e e e e s b ettt e e e o s a bbb e e e e e e asbt b b e e e e e e aabnbe e e e e e e annnbnneeeeaanbnneen (3,071) (179) (3,250)
Profit for the period from continuing operations 6,825 166 6,991
Discontinued operations, Net Of INCOME TAX ........oiuuiiiiiiiiiii e (30) (166) (1196)
Profit for the period 6,795 - 6,795
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5. Operating segments

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

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

The Group comprises the following operating segments:

Personal Banking

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

Business Banking

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

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments

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

Before its sale on 7 July 2020, the subsidiary Borgun hf. was classified as non-current assets and disposal groups held for sale,
accordingly the comparative figures in this disclosure have been restated.

Assets and liabilities of subsidiaries, that are classified as non-current assets and disposal groups held for sale, are included in the
column “Other subsidiaries" and all inter-company eliminations for those subsidiaries are included in the column “Eliminations &
adjustments”.

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

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

Banking Banking Banking Trading centres total adjustments total
Net INtereSt INCOME .......cviiiiiiere s 8,021 7,913 6,465 2,847 (166) 25,080 33 25,113
Net fee and cOMMISSION INCOME ........oiiiiiiiiiiiiie e 2,231 1,484 2,939 (272) 5 6,387 1,273 7,660
Other net 0perating iINCOME .........ciiiiiiiiiiieie e e e e e e s aereaaae s 305 48 813 (2,079) 215 (698) (978) (1,676)
Total operating income 10,557 9,445 10,217 496 54 30,769 328 31,097
Salaries and related EXPENSES ..........iciiviiiiiiiiiie e (1,793) (1,463) (1,161) (211) (4,348) (8,976) (560) (9,536)
Other operating EXPENSES .......ccuuiiiiiiieiiiie ettt e e e s neeee e e (1,937) (888) (640) (217) (3,110) (6,792) (1345) (7,137)
Contribution to the Depositors' and Investors' Guarantee Fund .. (361) (132) (31) (1) - (525) - (525)
Bank tax ......cccooveveeniiiiiieneeen e (403) (260) (409) (90) (12) (1,174) - (1,174)
Net impairment on financial assets . . (479) (4,571) (1,959) 22 - (6,987) - (6,987)
COSE @lIOCALION ..ottt (3,407) (2,089) (2,190) 262 7,424 - - -
Profit (loss) before tax 2,177 42 3,827 261 8 6,315 (577) 5,738
INCOME tAX EXPENSE ...ttt e e (671) (79) (1,101) (1306) (5) (2,162) (76) (2,238)
Profit (loss) for the period from continuing operations 1,506 (37) 2,726 (45) 3 4,153 (653) 3,500
Net segment revenue from external CUSIOMErS ..........coccvviieeeriiiiiieeee e, 15,421 11,218 15,260 (11,296) 166 30,769 328 31,097
Net segment revenue from other SegmMeNts ...........cccooeeeiiiiieniiiee e (4,864) (1,773) (5,043) 11,792 (112) - - -
Fee and commIiSSION INCOME .......coooiiiiiiiiiiiiee e, 3,500 1,507 3,002 (79) 6 7,936 1,242 9,178
Depreciation, amortisation and Write-0ffs ............cccoviiiiiiiiiiiiice e (261) (138) (14) - (861) (1,274) (6) (1,280)
At 30 September 2020
LOANS 0 CUSLOMENS ....cuuiiiiiiiiiiiiiie st 362,175 236,530 371,494 110 - 970,309 - 970,309
(@] (o] e T £ SRS 8,172 2,231 4,347 331,439 11,353 357,542 873 358,415
Total segment assets 370,347 238,761 375,841 331,549 11,353 1,327,851 873 1,328,724
Deposits fromM CUSIOMETS .......ooiiiiiiiiiiiiiie e 309,836 196,849 146,909 47,678 - 701,272 (2,662) 698,610
Other lIabilitieS .........ccoviiiiiiiiii e 4,415 2,502 8,121 425,805 5,687 446,530 1,075 447,605
Total segment liabilities 314,251 199,351 155,030 473,483 5,687 1,147,802 (1,587) 1,146,215
AlOCALE EQUILY ...ttt 30,692 38,835 63,690 45,914 918 180,049 2,460 182,509
RISK €XPOSUIe @mMOUNL .......eiiiiiiiiiiiii ettt e e e 213,292 241,386 408,780 61,621 6,227 931,306 11,033 942,339

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

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

Banking Banking Banking Trading centres total adjustments total
Net INtereSt INCOME .......cviiiiiiere s 7,876 8,140 6,271 2,337 (171) 24,453 78 24,531
Net fee and cOMMISSION INCOME ........oiiiiiiiiiiiiie e 3,361 1,213 2,641 (137) 6 7,084 870 7,954
Other net operating INCOME ......cuiiiiiiiii it - 12 349 229 1,308 1,898 (651) 1,248
Total operating income 11,237 9,365 9,261 2,429 1,143 33,435 297 33,733
Salaries and related EXPENSES ..........iciiviiiiiiiiiie e (2,041) (1,483) (1,300) (187) (4,845) (9,856) (539) (10,395)
Other operating EXPENSES .......ccuuiiiiiiieiiiie ettt e e e s neeee e e (1,650) (824) (465) (203) (4,146) (7,288) (358) (7,646)
Contribution to the Depositors' and Investors' Guarantee Fund .. (404) (245) (71) - - (720) - (720)
Bank tax ......cccooveveeniiiiiieneeen e (357) (258) (375) (1,711) (13) (2,714) - (2,714)
Net impairment on financial assets . . (425) (689) (748) (156) - (2,018) 1 (2,017)
COSE @lIOCALION ..ottt (13,906) (2,162) (2,172) 233 8,007 - - -
Profit (loss) before tax 2,454 3,704 4,130 405 146 10,839 (599) 10,241
INCOME tAX EXPENSE ...ttt e e (731) (1,030) (1,171) (151) (41) (3,124) (126) (3,250)
Profit (loss) for the period from continuing operations 1,723 2,674 2,959 254 105 7,715 (725) 6,991
Net segment revenue from external CUSIOMErS ..........coccvviieeeriiiiiieeee e, 13,332 10,810 14,229 (6,194) 1,258 33,435 297 33,733
Net segment revenue from other SegmMeNts ...........cccooeeeiiiiieniiiee e (2,095) (1,445) (4,968) 8,623 (115) - - -
Fee and commIiSSION INCOME .......coooiiiiiiiiiiiiee e, 4,520 1,226 2,673 98 6 8,523 140 8,664
Depreciation, amortisation and Write-0ffs ............cccoviiiiiiiiiiiiice e (164) (88) (16) - (812) (1,080) (5) (1,085)
At 30 September 2019
LOANS 0 CUSLOMENS ....cuuiiiiiiiiiiiiiie st 325,014 234,206 344,928 540 - 904,688 4,487 909,175
(@] (o] e T £ SRS 2,997 3,229 276 284,816 11,643 302,961 21,719 324,680
Total segment assets 328,011 237,435 345,204 285,356 11,643 1,207,649 26,206 1,233,855
Deposits from CUSIOMETS .........uviiieiiiiiiiie e e e e e e 279,252 175,357 104,696 54,294 - 613,599 (3,318) 610,281
Other lIabilitieS .........ccoviiiiiiiiii e 1,037 2,043 2,218 412,552 5,956 423,806 21,784 445,590
Total segment liabilities 280,289 177,400 106,914 466,846 5,956 1,037,405 18,466 1,055,871
AlOCALE EQUILY ...ttt 28,907 39,312 60,614 40,202 1,209 170,244 7,740 177,984
RISK €XPOSUIe @mMOUNL .......eiiiiiiiiiiiii ettt e e e 188,335 246,964 373,528 76,055 7,429 892,311 20,532 912,843

islandsbanki hf. Condensed Consolidated Interim
Financial Statements third quarter 2020 17 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

5. Contd

Subsidiaries, eliminations & adjustments

1 January to 30 September 2020 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net INtereSt INCOME ........eiiiiiiiiiii e 11 10 14 (2) 33
Net fee and commisSSION INCOME .........oeviiiiiiiiiiiiee e 881 514 (23) (99) 1,273
Other net operating iINCOME .........cccoiiiiiiiiiiiiiiiiiiie e 41 12 5 (1,036) (978)
Total operating income 933 536 (4) (1,137) 328
Salaries and related eXPENSES .......ccvvieeeeiiiiiiiiiee e (419) (141) - - (560)
Other operating EXPENSES .......ccocuuieiiiieeiiiee it (141) (310) (1) 107 (345)
Profit (loss) before tax 373 85 (5) (1,030) (577)
INCOME tAX EXPENSE ..eieiiiiiiiiiee ettt e et e e et e e e e ieaeee e s (76) (17) - 17 (76)
Profit (loss) for the period from cont. operations 297 68 (5) (1,013) (653)
Net segment revenue from external customers ...........ccccoccvveeens 1,144 425 - (1,241) 328
Net segment revenue from other segments (211) 111 (4) 104 -
Fee and commission income ...................... 1,237 514 - (509) 1,242
Depreciation, amortisation and write-offs ............ccccoeveeriiieiinnen. - - - (6) (6)
At 30 September 2020
TOLAl @SSELS ..eeeiiiiieitiie et 2,101 1,406 8,607 (11,241) 873
Total HADIlItIES .......coieiiiiiii 307 633 335 (2,862) (1,587)
TOLAl @QUILY ©.v.voveoeeeceeeeeeeeecesee e enes e eeneseeenenas 1,794 773 8,272 (8,379) 2,460
1 January to 30 September 2019 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net iNterest iNCOME .......c.cooviiiiiiicne e 24 20 26 8 78
Net fee and cOmmISSION INCOME ........covviiiiiiiiiiiee e 805 696 (23) (608) 870
Other net operating INCOME ......ccuviiiiiiiiiiiie e 109 - (3 (757) (651)
Total operating income 938 716 - (1,357) 297
Salaries and related eXPenses ..........ccoecvviiiiieeriiieen e (401) (138) - - (539)
Other operating EXPENSES .......ccocuuieiiiiieaiiiee e aiee e e s (131) (330) (1) 104 (358)
Net impairment on financial asSets ...........ccoccceevcviiiniiiiniiceien, - - - 1 1
Profit (loss) before tax 406 248 (1) (1,252) (599)
INCOME tAX EXPENSE ....veieiiiiieiiiiieeiieieeeitee ettt ettt e e e e sabee e sneeee e (82) (48) - 4 (126)
Profit (loss) for the period from cont. operations 324 200 (1) (1,248) (725)
Net segment revenue from external customers ...........ccccocceeeenne 1,087 706 (16) (1,480) 297
Net segment revenue from other segments ...........ccccoeerieieennen. (149) 10 16 123 -
Fee and commisSion INCOME .........cceeiiiiiiiniiieniiee e 1,125 696 - (1,681) 140
Depreciation, amortisation and write-offs ..............cccocviriicinnnn. - - - (5) (5)
At 30 September 2019
L] = =TT S ERRN 2,579 1,090 35,307 (12,770) 26,206
Total HabIlitIes ..........ccviiiiiiii i 258 399 22,420 (4,611) 18,466
TOLAl EQUILY ..veveeeeiiiiieee e 2,321 691 12,887 (8,159) 7,740
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6. Quarterly statements

2020 2020 2020 2019 2019
Q3 Q2 Q1 Q4 Q3
NEt INEreSt INCOME ......eiiiiiiiiiiie et 8,305 8,228 8,580 8,291 8,190
Net fee and cOMMISSION INCOME ........coiiiiiiiiiiiee e 2,862 2,307 2,491 2,945 2,549
Net finanCial EXPENSE .......coiiiiiiiiiii e (255) (181) (1,738) (840) (602)
Net foreign exchange gain ..........c..eeove i 101 208 55 116 159
Other operating iINCOME .......uuiiiiiiieiiiie e 44 71 19 920 37
Salaries and related EXPENSES ..........eeiiiiiiiiiiiiie e (2,842) (3,447) (3,247) (3,624) (3,242)
Other operating EXPENSES ......c.uuiiiiiiiiiiiie ittt (2,268) (2,424) (2,445) (2,823) (2,366)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (50) (247) (228) (216) (210)
BANK TAX +1tve e (416) (399) (359) (814) (1900)
Net impairment on financial @SSets ............cccccvvviiiiiiiiiiiiic (1,058) (2,439) (3,490) (1,463) (208)
Profit (I10SS) DEfOre taXx ......cccvvviiiiiiiiiee e 4,423 1,677 (362) 2,492 3,407
Income tax expense (1,350) (119) (769) (659) (1,328)
Profit (loss) for the period from continuing operations ..............ccccevcveeiinen. 3,073 1,558 (1,131) 1,833 2,079
Discontinued operations, net of income tax ................... 288 (313) (245) (174) 7
Profit (loss) for the period 3,361 1,245 (1,376) 1,659 2,086
7. Netinterest income
2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Cash and balances with Central Bank .............cooouiiiiiiieiiiieiiee e 1,645 3,443 235 993
Loans at amortised cost 39,117 41,564 13,001 13,194
Financial assets mandatorily at fair value through profit or 0SS .........ccccccceeiiiiiiniiceninnen. 1,653 2,024 583 743
OhEE @SSELS ....eeitiie ittt ettt 3 32 1 10
Total interest income 42,418 47,063 13,820 14,940
Deposits from Central Bank and credit inStItULIONS ...........coooiiiiiiiiiiice e (612) (388) (192) (159)
DEPOSILS fTOM CUSIOMEIS ......iiiiiiieiiiie ettt ettt e sttt e et e e sabe e e snbeeeanee (6,324) (12,178) (1,625) (3,475)
Debt issued and other borrowed funds at fair value through profit or I0Ss .............cceee.... (446) (558) (150) (184)
Debt issued and other borrowed funds at amortised COSt ...........ccvveieiiiieeniiieeiiee e (8,353) (7,404) (2,979) (2,271)
SUDOFAINALEA IOANS ......eiiiiiie ittt (570) (341) (211) (168)
Other INTErESt EXPENSEY ......ooiiiiiiiiie ettt et ettt e e b e e s bbeeeanneeas (11,000) (1,663) (358) (493)
Total interest expense (17,305) (22,532) (5,515) (6,750)
Net interest income 25,113 24,531 8,305 8,190

*Thereof is lease liabilities' interest expense amounting to ISK 65 million (2019: ISK 70 million).
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8. Net fee and commission income

2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
ASSEE MANAGEMENT .coiiiiiiiiiii e 1,746 1,635 576 512
Investment banking and BroKErage ............cooouviiiiiiiiiiic e 1,831 1,742 684 598
PayMeENnt PrOCESSING ......uieiiiieiiiiie ittt e e st e e e e e ibb b e e e e e e ababeeeeeeeas 3,297 2,823 1,697 947
LOANS QN QUATANTEES ......eoiiuiiieiiiieeiite ettt ettt et e et e st et e et e e sbn e e e beeee s 1,324 1,121 514 367
Other fee and COMMISSION INCOME .........ueiiiiiiiiiiiiii it 980 1,343 322 373
Total fee and commission income 9,178 8,664 3,793 2,797
12 0] =T = To [ U PSP US U PPPPTRTPOE (233) (209) (67) (65)
Clearing and SELHEMENT .......cc.uiiiiiiie et (1,285) (482) (864) (174)
Other fee and COMMISSION EXPENSE ........cuuiiiiiiiiiiiie ittt - (19) - (9)
Total fee and commission expense (1,518) (710) (931) (248)
Net fee and commission income 7,660 7,954 2,862 2,549
Fee and commission income by segment is disclosed in Note 5.
9. Net financial income (expense)
2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Net gain (loss) on financial assets and liabilities mandatorily at FVTPL .......cccoovceveiinenn. (1,688) 391 (140) (486)
Net loss on financial liabilities designated as at FVTPL ........ccccocviviiiciiiiciiie e (1487) (372) (115) (113)
Net gain (loss) on fair value hedges ... 1 1 - (3)
Net financial income (expense) (2,174) 20 (255) (602)
10. Net foreign exchange gain
2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Cash and balances with Central Bank .............cooouiiiiiiieiiiiiiiee e 224 (201) 48 (198)
Financial assets mandatorily at fair value through profit or 0SS ...........ccccoviiieeiiiiiieeeenn. 8,464 (4,715) 2,628 (5,615)
LOANS at AMOTTISEA COSE ......uuiiiiiiiiiiiiie ettt ettt e et e e e b e e sbe e e sbneeaanes 36,681 6,320 7,230 (7,794)
OhEI @SSELS ....eeieiie ittt ettt ettt 12 2 1 -
Net foreign exchange gain (loss) for assets 45,381 1,406 9,907 (13,607)
D TT oo SRRSO (15,528) (2,339) (2,299) 2,795
Debt issued and other borrowed funds designated as at FVTPL .........ccccceeiiiiiiieeeinnnnns (9,671) (1,334) (2,573) 3,372
Debt issued and other borrowed funds at amortised COSt .............evvviviviviviveeiiiiiiieeeeeeeeees (15,712) 1,382 (3,982) 6,159
SUDOIAINALEA 0BNS ....eiiiiiiiiii e e e e e et e e e e e nanbeeeeas (4,106) 908 (952) 1,440
Net foreign exchange gain (loss) for liabilities (45,017) (1,383) (19,806) 13,766
Net foreign exchange gain 364 23 101 159
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11. Other operating income

2020 2019 2020 2019

1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9

Share of profit of associates, net of INCOME taX ...........ueiiiiiiiiiiiiii s 19 5 - -
Legal diSPUte SETHEMENT .........oiiiiiieiii e - 1,103 - -
[I=To | (= PP PU TR UPTPPRTROt 63 69 23 26
RENEAI INCOME ... e 30 30 10 11
Other Net OPErating iNCOME ........oooiiiiiiiiie ettt e e e e e e e e aabe e e e e e e annbees 22 (2) 11 -
Other operating income 134 1,205 44 37

12. Salaries and related expenses

2020 2019 2020 2019

1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9

SAIAMIES ..t e e e e et e e e e et b ae et e e e aaab et e e e e e annreeeas 7,341 8,008 2,183 2,493
Contributions t0 PENSION TUNAS ........eiiiiiiiiiiie e 1,102 1,203 334 378
Social security charges and financial activities tax® ...........cccveveiiiiiiiiiiee e, 1,039 1,114 323 355
Other salary-related EXPENSES ...........ciiiiiiiiiiieiiiie ettt e e sbee e e 54 70 2 16
Salaries and related expenses 9,536 10,395 2,842 3,242

*Financial activities tax calculated on salaries is 5.5% (2019: 5.5%).

13. Other operating expenses

2020 2019 2020 2019

1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9

Professional services ........ 1,125 1,327 365 410
Software and IT expenses 3,301 3,489 1,071 1,090
Real estate and office EQUIPMENT ..........cocuiiiiiiiiiie e 413 418 138 124
Depreciation, amortisation and Wrte-0ffS ..o 1,280 1,085 394 362
Other admiNISIrative EXPENSES .......coiiiiiiiiiieiiie ettt e et eeaneeee s 1,018 1,327 300 380
Other operating expenses 7,137 7,646 2,268 2,366

14. Net impairment on financial assets

2020 2019 2020 2019

1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9

Expected credit loss, on-balance sheet items* ... (6,812) (2,027) (1,069) (265)
Expected credit loss, off-balance sheet items ...........cc.eeiiiiii s (175) 16 11 57
Changes in provision due t0 COUM FUIINGS ......c.uviiiiiiiiiiieiiieeeie e - (6) - -
Net impairment on financial assets (6,987) (2,017) (1,058) (208)

*The main reasons for the additional expected credit loss allowance are: an increase related to the COVID-19 pandemic (ISK 5,000 million),
an increase due to a less favourable economic environment (480 million) and an increased expected credit loss for a few customers (ISK
970 million). For further information see Note 2.
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15. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2020 is 20% (2019: 20%). Special financial
activities tax is calculated as 6% of taxable profits exceeding ISK 1 billion in accordance with the Act on Financial Activities Tax no.
165/2011. The effective income tax rate in the Group's income statement for the third quarter 2020 is 39.0% (2019: 31.7%).

2020 2019
1.1-30.9 1.1-30.9
Current tax expense excluding discontinued operations ... 2,909 2,195
Special financial activities tax ..........ccccvevveiniieeiiiee e 776 555
Difference in prior year's calculated income tax ................... 12 (1)
Changes in deferred tax assets and deferred tax abilities .............cooiiiiiiiii e (1,459) 501
Income tax recognised in the income statement 2,238 3,250
Income tax recognised in other comprehensive income (16) (157)

2020 2019

1.1-30.9 1.1-30.9

Profit DEFOrE taX ..ovvveviiiiieeeeeee 5,738 10,240
20% income tax calculated on the profit for the period .............ccccceiiiiiiiiiii e 1,148 20.0% 2,048 20.0%
Special financial ACVItIES tAX .......cccuviiiiiiiiiiiii e 776 13.5% 555 5.4%
Expenses (income) NOt SUDJECE 10 tAX .....veveiiiiiiiiiiii i 75 1.3% (46) (0.4%)
NON-AedUCHIDIE EXPENSES .....eiviiiiiie e 235 4.1% 547 5.3%
Other IiffErENCES .......eiieiiii it 4 0.1% 146 1.4%
Effective income tax expense 2,238 39.0% 3,250 31.7%

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

2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Net profit (10SS) from fOoreclosSed aSSets ........cc.viiiiiiiiiiiiiiiiee e (6) (89) 30 (47)
Net profit (loss) from disposal groups held for sale ............cccoiiiiiiiiiiiiie e (705) (115) (167) 54
Net profit from sale of SUDSITIANES ..........cooiiiiiiiiiii e 427 - 427 -
INCOME TAX EXPEINSE .. .eeiiiiiie ettt ettt ettt ettt et e e ettt e e hb e e e s st e e e st bt e e anb e e e sabeeesnbeeeennaeas 14 8 (2) -
Discontinued operations, net of income tax (270) (196) 288 7

17. Earnings per share
Discontinued operations

Excluded Included
2020 2019 2020 2019
1.1-30.9 1.1-30.9 1.1-30.9 1.1-30.9
Profit attributable to shareholders of the Bank .............ccccccooviiii, 3,803 7,268 3,533 7,072
Weighted average number of outstanding Shares .............ccccviiiiinii e 10,000 10,000 10,000 10,000
Basic earnings per share 0.38 0.73 0.35 0.71

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

At 30 September 2020 Mandatorily Held for Designated Amortised  Carrying
at FVTPL hedging as at FVTPL cost amount

Cash and balances with Central Bank ............ccoccueiiiiiiiiiiieiiiieee e - - - 95,022 95,022
Loans to credit INSHIULIONS ..........oiiiiiiiiie e - - - 61,898 61,898
Listed bonds and debt iNStrUMENLS ..........cceiiiiiiiiiiii e 120,307 - - - 120,307
Listed bonds and debt instruments used for economic hedging .............cccu...... 28,883 - - - 28,883
Unlisted bonds and debt iNStrumMeNts ............oocoieiiiiiiiiieeieceee e 236 - - - 236
DEIVALIVES ...ttt e et e e e et e e e e e babeeaeeas 2,648 1,083 - - 3,731
LOANS 10 CUSTOMIEIS .....iiiiiieiiiiieiee e ettt e e e s e e e e e e e - - - 970,309 970,309
Listed shares and equity INSIIUMENLES ..........cccuuiiiiiiiiiiiiie e 3,048 - - - 3,048
Listed shares and equity instruments used for economic hedging .................... 8,754 - - - 8,754
Unlisted shares and equity iNSIIUMENTS ..........ccooiviiiiiiieiiiieiiicee e 2,855 - - - 2,855
Other fINANCIAI ASSELS ....cc..viiiiiiieiiiie e - - - 16,812 16,812
Total financial assets 166,731 1,083 - 1,144,041 1,311,855
Deposits from Central Bank and credit inStitutions ............cccccveeviiiiiiiecinineene - - - 36,438 36,438
DepOSits frOM CUSIOMETS ......ccoiiiieiiiiiaiiie ettt - - - 698,610 698,610
Derivative instruments and short poOSItions ...........ccccociiiiiiieiiiie e, 8,406 - - - 8,406
Debt issued and other borrowed funds ............cccooiiiiiiiiiiiiic e - 49,840 49,273 225,639 324,752
Subordinated [0ANS ..........coooiiiiii i - - - 26,798 26,798
Other financial IabilitIeSs ..........cocuiiiiiiiii e - - - 42,674 42,674
Total financial liabilities 8,406 49,840 49,273 1,030,159 1,137,678
At 31 December 2019 Mandatorily Held for  Designated  Fair value Amortised Carrying
at FVTPL hedging as at FVTPL through OCI cost amount

Cash and balances with Central Bank .....................cccccc. - - - - 146,638 146,638
Loans to credit iNStitUtioNS ...........cooiiiiiiiiee e - - - - 54,376 54,376
Listed bonds and debt inStruments ............cccoocvieiiiiiniiiciiec 33,302 - - - - 33,302
Listed bonds and debt instruments used for economic hedging .... 18,220 - - - - 18,220
Unlisted bonds and debt inStruments ...........cccccvvvvvvvviveieveverirenenes 1,348 - - - - 1,348
DEMVALIVES ....eeiiiiiie ittt e be et e e 4,700 921 - - - 5,621
LOANS t0 CUSIOMEIS ...coovviiieieiiiiic e - - - - 899,632 899,632
Listed shares and equity inStruments ............ccceevvieeeniieeenieee e, 3,779 - - - - 3,779
Listed shares and equity instruments used for economic hedging 8,681 - - - - 8,681
Unlisted shares and equity iNStruments ...........c.cccceeveeeiieeeninnenne 2,851 - - 3,115 - 5,966
Other financial @SSetS .........coooeiiiiiiiiiii e - - - - 5,757 5,757
Total financial assets 72,881 921 - 3,115 1,106,403 1,183,320
Deposits from Central Bank and credit institutions ........................ - - - - 30,925 30,925
Deposits from CUSIOMENS ........covveiiiiiiiiiie e - - - - 618,313 618,313
Derivative instruments and short positions ..........c.ccccceeieiniinnn. 6,219 - - - - 6,219
Debt issued and other borrowed funds ............ccccvvvvvvvivvivvviverenene. - 41,816 49,352 - 215,213 306,381
Subordinated 108NS .......cooiuiiiiiee e - - - - 22,674 22,674
Other financial liabilities ...........ccovvviiieiiiiiiiiiiiii - - - - 24,772 24,772
Total financial liabilities 6,219 41,816 49,352 - 911,897 1,009,284
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19. Fair value information for financial instruments

Financial instruments carried at fair value

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

The table below shows financial instruments carried at fair value at 30 September 2020 categorised into three levels of fair value hierarchy
that reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:
Level 1: Inputs that are quoted prices (unadjusted) in active markets for identical assets or liabilities that the Group can access at the

measurement date.

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

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

At 30 September 2020 Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENTS .........uviiiiiiiiiiiiee e e e e snre e e e e e e e e e e e e 149,190 - 236 149,426
DEIIVALIVES ... .iiiiieiiie ettt et s et et e s s s s s e s e ae s s s e eeseeeeeeeeeaeeaaaeaaaaaes - 3,731 - 3,731
Shares and equity INSTIUMENTS .........ooiiiiiiiiiie e 11,690 29 2,938 14,657
Total financial assets 160,880 3,760 3,174 167,814
SO POSILIONS ...ttt s bt e e et e et e e e sabe e e ennneas 1,715 - - 1,715
Derivative instruments .... . - 6,691 - 6,691
Debt issued and other borrowed funds designated as at FVTPL .........cccccooiiiniiiiniiieenns 49,273 - - 49,273
Total financial liabilities 50,988 6,691 - 57,679
At 31 December 2019 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENLS .........uuuuiiiiiiiii bbbt eaeseseresesesesereeeseeeeeeees 51,522 - 1,348 52,870
DEIVALIVES ....cciiiiiiiee e e ettt e e e e e e e et e e e e e et a e e e e e e s e ats e e e e e e e aaaaeeeeeeatareeeaeeans - 5,621 - 5,621
Shares and equity INSTIUMENTS ........uuiiiiieiiiii e e e e et e e e e enneeeeeas 12,383 27 6,016 18,426
Total financial assets 63,905 5,648 7,364 76,917
SO POSILIONS ...ttt 814 - - 814
DerivatiVe INSIIUMENES .....c.cciiiiiiiie e et e e e e e e e e e e e st e e e e s et r s e e e e e s ensabaeeeeeesnnees - 5,405 - 5,405
Debt issued and other borrowed funds designated as at FVTPL .........cccccveeiiiiiiieneeinnns 49,352 - - 49,352
Total financial liabilities 50,166 5,405 - 55,571

Bonds and Shares and

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

Fair value at 1 JANUATY 2020 ........ooieiiiiiiiitee ettt e e ettt e e e e bttt e e e e e e be b et e e e e e s b bbe e e e e e e aanbe s et e e e e e abnb e e e e e e annbee e e e e s e nnrneeas 1,348 6,016
PUICNASES ...ttt oot h e ekt a4 o2 bt e e a et e et e ekt e e ea et e e et et e et e et 28 7
Net gain (loss) on financial instruments recognised in Profit Or 0SS .........cooiiiiiiiiiiiiii e (1,145) 46
Transfer to "Non-current assets and disposal groups held for sale” ... - (3,180)
(@ g T ool o= 1o o T TP TP PPTTPOPTPPIPN 5 49
Fair value at 30 September 2020 236 2,938
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19. Cont'd

Bonds and Shares and
debt equity
instruments instruments

Fair value at 1 January 2019 1,514 4,688
PUICRESES ...ttt et e Rt et e et e e Rt et e R e et R et ne e rees 7 338
SAlES AN INSLAIMENTS ...ttt e e e e et b b et e e e s e aa bbbt e e e e e e ab b e e e e e e e aaabbe e e e e e e annbaseeeeeaanbbbeaaeeeannnnnen (537) (52)
Net gain (loss) on financial instruments recognised in Profit O I0SS .........cciiiiiiiiiiiie e 306 (118)
Net gain on financial instruments recognised in other comprehensive INCOME ............oooiuiiiiieriiiiiiie e - 1,272
(@] 1aT=T g ol T 1a Lo [T O OSSP OUPRPP 58 (112)
Fair value at 31 December 2019 1,348 6,016

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

Valuation process

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

Valuation techniques

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

Level 1: Fair value established from quoted market prices.
Assets at this level are financial assets and financial liabilities containing actively traded bonds and equities that are listed either domestically
or abroad.

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

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

Level 3: Fair value established using valuation technigues using significant unobservable market information.
Assets at this level contain primarily unlisted and illiquid equities and bonds. Unlisted equities and bonds are initially recorded at their
transaction price but are revalued each quarter based on the models as described above.

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

At 30 September 2020 the Group's Level 3 equities amounted to ISK 2,938 million:

-These include shares in seven professional investment funds and investment companies investing in unlisted equities and specialised
investments in Iceland totalling ISK 1,104 million. The Group receives information from fund managers which use valuation models for the
valuation of these equities.

-Other Level 3 equities amounting to ISK 1,834 million.

-Series C preferred shares in Visa Inc., which the Group holds, were reclassified as held for sale during the period and transfered to "Non-
current assets and disposal groups held for sale".
At 30 September 2020 the Group's Level 3 bonds amounted to ISK 236 million:

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

Sensitivity analysis for Level 3 assets

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

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

20.

At 30 September 2020 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt inStruments ...........cccoccviiiiiiniiiciiic e, 236 1,183 800 (215) (229)
Level 3 Shares and equity iNSTTUMENES ........ccooiuiiiiiiiiiiiie e 2,938 1,845 649 (694) (1,060)
At 31 December 2019 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt iNStruments ...........ccocveeiiiieeniiie e 1,348 330 257 (296) (1,348)
Level 3 Shares and equity instruments 2,901 2,399 645 (762) (1,614)
Effect on comprehensive income:
Level 3 Shares in ViSa INC. ......ccviiiiiiiiiiiiiiiiceeie e 3,115 1,246 623 (623) (1,246)

Financial instruments not carried at fair value

Assets

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

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

Liabilities

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

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

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

The following table shows the fair value measurement and classification of the Group's assets and liabilities not carried at fair value. The
different levels are defined in Note 19.
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20. Cont'd

Total fair Carrying
At 30 September 2020 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............cccccccoiiiiiii - 95,022 - 95,022 95,022
Loans to credit INSHTULIONS .........vvveiiiiiiiee e - 61,898 - 61,898 61,898
LOANS 10 CUSIOMIEIS . .cviiviiie ettt e e et e e e e e ee it e e e aees - - 978,868 978,868 970,309
Other fiNANCIal ASSELS ........vvvviieiiiiiiie e e e e e e - 16,812 - 16,812 16,812
Total financial assets - 173,732 978,868 1,152,600 1,144,041
Deposits from Central Bank and credit inStitutions ............c.ccccevvieeinieeennne. - 36,569 - 36,569 36,438
Deposits from CUSIOMES .........oiiiiiiiiiiiiie e - 698,829 - 698,829 698,610
Debt issued and other borrowed funds ..........cccccvviieeeiiiiiieeec e 183,309 109,496 - 292,805 275,480
Subordinated [0aNS ..o ————— - 25,405 - 25,405 26,798
Other financial liabilities .............coeeiiiiiiiie e - 42,674 - 42,674 42,674
Total financial liabilities 183,309 912,973 - 1,096,282 1,080,000

Total fair Carrying
At 31 December 2019 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............ccccccoviviiiii - 146,638 - 146,638 146,638
Loans to credit institutions - 54,376 - 54,376 54,376
Loans to customers ............. - - 902,053 902,053 899,632
Other financial assets - 5,757 - 5,757 5,757
Total financial assets - 206,771 902,053 1,108,824 1,106,403
Deposits from Central Bank and credit inStitutions ............c.ccccovvveeinieeenene. - 31,027 - 31,027 30,925
Deposits from CUSIOMES .........oiiiieiiiiiiie e - 618,592 - 618,592 618,313
Debt issued and other borrowed funds ...........cccccviieeeiiiiiiieeec e 165,044 100,334 - 265,378 257,029
Y0 o o] o [T F= 1 C=To I [0 =T o L PR PURRT 22,626 - - 22,626 22,674
Other financial liabilities - 24,772 - 24,772 24,772
Total financial liabilities 187,670 774,725 - 962,395 953,713

21. Offsetting financial assets and financial liabilities

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

enforceable master netting agreements and similar agreements.

Amounts not set off but subject to master

Financial assets subject to

netting arrangements and similar

netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

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

At 30 Septem ber 2020 netting liabilities assets liabilities received received  arrangements requirements sheet
Reverse repurchase agreements .. 1,911 - 1,911 - - - 1,911 - 1,911
DerVatives ..........cocovoveeeeeereeeee: 3,731 - 3,731 (971) (2,186) (456) 118 - 3,731
Total assets 5,642 - 5,642 (971) (2,186) (456) 2,029 - 5,642
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21. Cont'd

Amounts not set off but subject to master

Financial assets subject to netting arrangements and similar

netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

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

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

Amounts not set off but subject to master

Financial liabilities subject to netting arrangements and similar

netting arrangements agreements
Net amount after Liabilities outside  Total financial
Financial Netting Financial consideration of the scope of liabilities
liabilities with Cash instruments  potential effect offsetting  recognised in
before financial Net financial Financial collateral collateral of netting disclosure the balance
At 30 Septem ber 2020 netting assets liabilities assets pledged pledged  arrangements requirements sheet
Derivative instruments and
short positions ..........cccccvceveicenenns 8,406 - 8,406 (971) (2,331) - 5,104 - 8,406
At 31 December 2019
Derivative instruments and
short positions ..........cccceveeerieeene 6,219 - 6,219 (1,374) (1,139) - 3,706 - 6,219

22. Cash and balances with Central Bank
30.9.2020 31.12.2019
(0= T o o 18 o - 1y (o EU PP PSP RUPROPPROE 3,965 4,403
Balances With CENLIAl BANK ............ccoiiiiiiiiiii ettt a b s st s bsbe b s b s s s e s s sessseaeaeeeseeeseeeaeeeeaeaeeeeeaeees 81,559 126,956
Balances with Central Bank subject to special restrictions* 1,385 1,679
Included in cash and cash equivalents 86,909 133,038
Mandatory reserve deposits With CENral BANK .............coiiiiiiiiiiiiiie it e e s be e ieee e 8,113 13,600
Cash and balances with Central Bank 95,022 146,638
*Balances as defined in Act no. 37/2016 on the treatment of kréna-denominated assets subject to special restrictions and rules no. 490/2016
on special reserve requirements for new foreign currency inflows.
23. Loans to credit institutions
30.9.2020 31.12.2019
MONEY MATKETL IOANS ....ceieiiiiiee ettt e e e ettt e e e e ettt e e e e e e s tab et eeeeeassneeeeaeeaasnteeeeaeeannstsseeeeeesnssseeeeeeeasnsneeaeenannnes 36,336 33,254
Bank accounts ... 25,554 21,122
(01 =T o T U SRR SSUPRPRSPR 8 -
Loans to credit institutions 61,898 54,376
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24. Derivative instruments and short positions

Notional Notional
values values
At 30 September 2020 related to related to
Assets assets  Liabilities liabilities
INTEIESTE FALE SWAPS ... 2,029 139,325 3,577 61,341
CroSS-CUITENCY INLETESE AR SWAPS ...eieiuteeeiiiieeeiiieeiieeeaiiee ettt e st e ettt e e sbr e s sbeeeesieeeeanane 246 21,746 1,237 45,044
EQUILY FOMWAITS ...ttt et e e e e et e e e e e e e snnanes 246 4,450 416 5,102
Foreign exchange fOrWardS ............c.cooiiiiiiiiiiiie e 456 7,242 4 694
FOreign @XCNANQE SWAPS ....ceieiiiiiiiiiee ettt e ettt e e et e e e e et e e e e e e sababe e e e e e e snnbreeeaeeaas 663 23,914 1,071 31,401
Bond forwards 91 13,459 386 16,488
Derivatives 3,731 210,136 6,691 160,070
Short positions i ISted DONAS .........ooiiiiiiii e - - 1,715 1,386
Total 3,731 210,136 8,406 161,456
At 31 December 2019
INTEIESE FALE SWAPS ... 1,254 114,393 3,575 96,212
CroSS-CUITENCY INLEIESE AR SWAPS ...eieiuveieiuiieeeiiiieeiieeeiieeeeeiteeesbeee st ee e ssbeeessbeeessieeeeannee 3,015 91,950 880 13,073
EQUILY FOTWAIAS ..ottt e e e s st e e e e s et abe e e e e e e annaees 141 4,664 298 4,001
Foreign exchange fOrWardS ............c.eooiiiiiiiiii e 212 5,460 321 10,217
FOreign eXChanQge SWAPS .........eiiiiiiiiiii ettt 867 30,990 298 24,928
12707010 I8 (0] 4V 1o £SO PR PUPPROPPRIN 132 12,756 33 6,219
Derivatives 5,621 260,213 5,405 154,650
Short positions i ISted DONAS .........ooiiiiiiii e - - 814 734
Total 5,621 260,213 6,219 155,384

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

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

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating
rate interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-
rate EUR denominated bonds (see Note 33) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value
hedge accounting to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly
effective, the Group assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 September 2020 the total fair
value of the interest rate swaps was positive and amounted to ISK 1,083 million (2019: ISK 921 million) and their total notional amount was
ISK 48,660 million (2019: ISK 40,749).
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25. Loans to customers

Net
At 30 September 2020 Gross carrying amount Expected credit loss carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount
INAIVIAUAIS ..o 367,816 6,199 8,673 (1,545) (222) (955) 379,966
Commerce and SEIVICES .......ccuuveeeeeriiiiiieeee e 61,590 58,871 6,715 (598) (1,956) (2,671) 121,951
CONSTIUCHION .. e 38,168 5,817 1,214 (280) (202) (167) 44,550
ENEIGY oo 8,374 - - (58) - - 8,316
Financial SErVIiCeS .........coovuviiiiiiiiiiiceee e 1,777 - - (1) - - 1,776
Industrial and transportation ............c.ccccovveeiiiieennnn. 51,147 29,937 4,168 (1300) (517) (1,977) 82,458
Investment COMPANIES ..........cceeerieieiiiieeriiee e 17,004 4,386 4,341 (251) (406) (327) 24,747
Public sector and non-profit organisations ................ 11,512 159 3 (23) (29) - 11,622
Real €State .......eveiiiiiiiiie e 137,970 23,630 6,861 (539) (1,103) (1,449) 165,370
SEAf00M .....viieiiiie e 128,416 1,285 306 (270) (7) (177) 129,553
Loans to customers 823,774 130,284 32,281 (3,865) (4,442) (7,723) 970,309
At 31 December 2019
INAIVIAUAIS ..o 338,335 4,119 9,362 (1,319) (168) (1,148) 349,181
Commerce and SEIVICES ......cccuvveereeeiiiiiieeeeeeeiieeeenn 115,679 6,999 6,515 (739) (194) (1,772) 126,488
CONSIIUCHION ..t 39,248 849 4,924 (310) (53) (238) 44,420
ENEIQY oo 7,913 - - (26) - - 7,887
Financial SerVICES ..........ccvvvveeieiiiiiiiie e 2,315 - - - - - 2,315
Industrial and transportation ...........cc.ccccevveeincineennn. 77,492 3,338 3,503 (278) (221) (1,546) 82,288
INvestment COMPANIES .........coceeeiieieiiiieeiiiee e 19,542 4,369 265 (260) (216) (110) 23,590
Public sector and non-profit organisations ................ 12,279 44 15 (23) (2) (1) 12,312
REal €STAL ......veeeiiiieciie e 140,604 3,831 2,345 (542) (89) (590) 145,559
SEaf00d .....eiieiiie e 105,411 249 385 (148) (10) (295) 105,592
Loans to customers 858,818 23,798 27,314 (3,645) (953) (5,700) 899,632
26. Expected credit loss
Total allowances for expected credit losses
Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank .............cocouiiiiiiiiiiiiiiiiee e 2 - - 2
Loans to credit institutions ...................... 79 - - 79
Loans to customers .......... 3,865 4,442 7,723 16,030
Other financial assets 5 3 - 8
Off-balance sheet loan commitments and financial guarantees ..............cccccoviiieeiennnnns 362 250 252 864
At 30 September 2020 4,313 4,695 7,975 16,983
Cash and balances with Central Bank .... 4 - - 4
Loans to Credit INSHIULIONS ..........oiii i e e e 67 - - 67
[0 T I (o oAU ] (0] 4 =] £ SRR 3,645 953 5,700 10,298
Other fINANCIAL BSSELS ........eiiiiiie e e e e e aeenee s 9 3 86 98
Off-balance sheet loan commitments and financial guarantees ..............ccoccceevvieeiniieeennns 403 55 231 689
At 31 December 2019 4,128 1,011 6,017 11,156
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26. Cont'd

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

Loans to customers

Stage 1 Stage 2 Stage 3 Total
At L JANUANY 2020 ..o 3,645 953 5,700 10,298
TrANSTEI 10 STAGE L ..ot et e e e e et e e e e e et bt e e e e e e anbeeeaas 2,997 (2,477) (520) -
TranSTEr 0 STAGE 2 ....veeiiiiiie ettt (1,424) 2,542 (1,118) -
TrANSTEI 10 STAGE 3 ..oeeiiiiiiiiii et e e e et e e e e e et b e e e e e e aeeaeas (134) (1,027) 1,161 -
Transfer to "Non-current assets and disposal groups held for sale” ............c.ccccevieeennnen. (50) (12) (83) (145)
Net remeasurement of 10SS @llOWANCE ...........cooiiiiiiiiiiiiii e (2,173) 4,147 1,598 3,572
New financial assets originated or purchased .............ccocceeiiieiiiiiie e 1,279 418 1,963 3,660
Derecognitions and MALUNLIES .........coocviiiiiiieiiie it (275) (102) (236) (613)
WVTIEE-0FFS ettt ettt ettt e et e e e bt e e ekt e e e et e e e bt e e e ent e e e anens - - (1,279) (1,279)
Recoveries of amounts previously Written Off ... - - 139 139
FOreigN XCANGE ......iiiiiiiiie ettt - - 103 103
UNWINAING OF INTEIESES .....iiiiiiiiiiiiie i - - 295 295
At 30 September 2020 3,865 4,442 7,723 16,030
AL L JANUAIY 2019 ...t e e e e e e s e e e s e e e e e e e e e e e e nnnnee 3,277 1,079 3,689 8,045
Transfer t0 STAGE 1 .....vviiiiiieii e e 1,725 (1,343) (382) -
TranSTEr 0 STAGE 2 ....vveiiiiiie ettt (1,336) 1,687 (351) -
Transfer t0 STAGE 3 .. ..o e (178) (720) 898 -
Net remeasurement of loss allowance ....... (1,216) 145 2,727 1,656
New financial assets originated or purchased .. 1,803 278 353 2,434
Derecognitions and maturities .............ccccccuee.n. (430) (169) (188) (787)
WIHtE-OffS .o - (4) (1,616) (1,620)
Recoveries of amounts previously written off ... - - 249 249
Foreign exchange .........ccccccovviiniiciinenn, - - 10 10
UNWINGING OF INTEIESES .....eeiiiiiiiiiiie ettt ettt eb et e e naeeeen - - 311 311
At 31 December 2019 3,645 953 5,700 10,298
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUANY 2020 ..ottt et bttt e aeennee s 403 55 231 689
TranSTEr 0 STAGE 1 .. ..viiiiiiii ettt e ettt e b et neeas 150 (101) (49) -
TransSfEr t0 STAGE 2 .....viiiiiie s (56) 200 (144) -
TranSTEr 0 STAGE 3 .. ..eiiiiiiii ettt et naeas (9) (39) 48 -
Net remeasurement Of 0SS @lIOWANCE ..........ccoiuiiiiiiiiiiiic e (333) 126 113 (94)
New loan commitments and financial QUArantees ............cccoocveieiieiiiiiiieeee e 288 57 79 424
Derecognitions @and MALUIILIES .........cooviiiiieieiiiie ettt (81) (48) (26) (155)
At 30 September 2020 362 250 252 864
F N - Uy U = Y 0 TS 410 142 84 636
TraNSTEI 10 STAGE L ...ooiiiiiiiiiiie ettt e e e et e e e e e et e e e e e nnnreeeeas 152 (81) (71) -
TranSTEr t0 STAGE 2 ....uviiiieieei e s (20) 39 (19) -
TraNSTEI 10 STAGE 3 ...eeiieiiiiiii et e e e e e e e e e e e e e ee s (9) (18) 27 -
Net remeasurement Of 0SS @lIOWANCE ..........ccoiuiiiiiiiiiiiie e (455) (27) 131 (351)
New loan commitments and financial QUAranNtees ............cccoooveieieiiiiiiiieeee e 447 20 119 586
Derecognitions @and MALUIILIES .........cooviiiiieieiiiie ettt (122) (20) (40) (182)
At 31 December 2019 403 55 231 689
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27. Property and equipment

Right-of-use Fixtures,
At 30 September 2020 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the YEAr ............ueiiiiiii e 4,096 4,634 4,068 12,798
Additions during the PEIIOT ..........eeiiiiiiiiiie e 32 - 383 415
Disposals and write-offs during the period ... (120) (69) (462) (651)
REMEASUIEMENT ..ot - 105 - 105
Transfer to "Non-current assets and disposal groups held for sale" ...........ccccccovviiieeennn. (1953) (20) (807) (1,780)
Historical cost 3,055 4,650 3,182 10,887
Balance at the beginning of the YEar ... (1,447) (420) (1,763) (3,630)
Depreciation during the PErOd ..........ccoiiiiiiiiiiiii e (15) (371) (299) (685)
Disposals and write-offs during the Period ............ccocueeiiiiiiiiiie e 17 (14) 336 339
Transfer to "Non-current assets and disposal groups held for sale” ...............c.ccoceveennee. 109 2 387 498
Accumulated depreciation (1,336) (803) (1,339) (3,478)
Carrying amount 1,719 3,847 1,843 7,409
ANNUAI AEPIECION FALES ....uteiiiiiiie ettt ettt ettt ettt e e e b e e enbe e e s bneeeeneeas 0-2% 8-31% 8-35%
Official real estate value of 1and and DUIIAINGS ...........uiiiiiiii ettt et e e s b e sttt e e e br e e e sbbeeesabeeeannne 1,547
INSUrANCe ValUE OF DUIIINGS ...ttt e e e e sttt e e e e s b te et e e e e e ab et eeee e e anbebeeaeeesassbbeeeeeesssbaeeeeesanne 2,562
Insurance value of fixtures, equIPMENE AN VENICIES ..........oiiiiiiiiiiie ettt e et e e e nbb e e sabe e e abeee e 3,069
Right-of-use
assets:
Land, Fixtures,
At 31 December 2019 Land and buildings  equipment
buildings & vehicles & vehicles Total
Balance at the beginning of the YEar ..o 4,054 - 3,984 8,038
Impact of adopting IFRS 16 ......ccoiiiiiiiiiiiii e - 4,505 - 4,505
Additions dUriNg thE YEAT ........eiiiiiiiiiiiie et 56 3 271 330
Disposals and write-offs during the Year ..........coccviiiiiiiiiicii e (14) - (187) (201)
REMEASUIEIMENT ...ttt - 126 - 126
Historical cost 4,096 4,634 4,068 12,798
Balance at the beginning of the Year ... (1,402) - (1,365) (2,767)
Depreciation during the YEA ........cooiiiiiiii e e e (47) (420) (574) (1,041)
Disposals and write-0ffs during the Year ...........cccviiiiiiiiiiciii e 2 - 176 178
Accumulated depreciation (1,447) (420) (1,763) (3,630)
Carrying amount 2,649 4,214 2,305 9,168
ANNUAL AEPFECION FALES ..eoiiiiiiiiiiie ettt e e ettt e e e e s e e e e e e eebneeeeeesnnnees 0-2% 3-33% 8-35%
Official real estate value of land and DUIIAINGS ...........uiiiiiii e e e e e e e e e e e e s nbe e e e e e e annneeeeens 2,240
INSUrANCE ValUE OF DUIIINGS ...ttt e e ettt e e e e e ettt e e e e s te e e e e e e e sateeeeeeeesntateeaeeesanssaeeeeeeaannsnseeeeeannnes 3,545
Insurance value of fixtures, equIpMENt AN VENICIES .........ooo ittt e e e e e e e e e e bbb e e e e e e e nnnnes 3,429
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28. Other assets
30.9.2020 31.12.2019

Lot V7= o] =TSSP 2,167 4,810
Unsettled SECUNTIES tFANSACTIONS ........ciiiiiiiiiiiieie e 13,998 279
2o 1 =PSRN 211 253
e (=] o L= o =) (o [T Yo U PPPTTN 441 468
(DS (=T (=T R F D= TTY =Y SRS 173 476
(©1 [T = 11T =Y £ PPPPPPPPPPPPPPRY 169 322
Other assets 17,159 6,608

29. Non-current assets and disposal groups held for sale
30.9.2020 31.12.2019

Repossessed collateral:

(=g o I Ta (o I o011 o [T To PSP UPRR PR 1,575 739
Industrial equIPMENt AN VERNICIES .........viiiiiiiii ettt et e e 9 44
Assets of disposal groups classified as held fOr SAIE ..........cocuiiiiiiiii e 3,225 292
Non-current assets and disposal groups held for sale 4,809 1,075

At the end of the third quarter 2020 the Group classified the assets and liabilities of Borgun-VS ehf. (63.5%) and Midengi ehf. (100%) as
assets and liabilities of disposal groups held for sale.

30. Deposits from Central Bank and credit institutions

30.9.2020 31.12.2019

Deposits from Credit INSTIULIONS ... uieiiie ittt e e e ettt e e e e ettt e e e e e e sstabeeeeaesannbaeeeeeesannteeeaeeeaansnneeeens 36,359 30,808
Repurchase agreements With Central BANK ............couiiiiiiiiiiiiieiiiee et st eeaneeeas 79 117
Deposits from Central Bank and credit institutions 36,438 30,925

31. Deposits from customers

30.9.2020 31.12.2019

Demand deposits and deposits with maturity up t0 3 MONhS ... 600,467 530,960
Term deposits with maturity of more than 3 MONTNS .........ooiiiii e e e 98,143 87,353
Deposits from customers 698,610 618,313
Deposits from customers specified by owners 30.9.2020 31.12.2019
Amount % of total Amount % of total
Central government and state-owned enterpriSes ...........ooiuvuiereeiiiiiiieee e 10,833 2% 12,553 2%
MUNICIPANTIES ..eveieeiieieie et e e e st e e e e e et e e e e e s antsteeeeeesnnnbaeeeeeeanneneeas 9,186 1% 5,619 1%
(0] 191 o= 1112 S TP PSP PP PPT T PPPPPPRPN 358,025 51% 299,204 48%
INAIVIAUAIS ...ttt et e e et e e et e e e sab e e e ssteaeesabeeesnbeaesntneeanns 320,566 46% 300,937 49%
Deposits from customers 698,610 100% 618,313 100%
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32. Pledged assets

30.9.2020 31.12.2019

Financial assets pledged as collateral against liabilities 217,893 205,773

Financial assets pledged as collateral in foreign banks 696 402
Financial assets pledged as collateral in repurchase agre@mMEeNtS ...........ccoviiiiiiiieiiiie e 1,911 1,114
Pledged assets against liabilities 220,500 207,289

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

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

33. Debt issued and other borrowed funds

Issued Maturity Interest 30.9.2020 31.12.2019
Covered bonds iN ISK .......ccooiiiiiiiii e 2019 2021 At maturity  Fixed rates 5,018 3,918
Covered bonds in ISK . . 2015-2019 2023 Atmaturity  Fixed rates 23,716 20,170
Covered bonds in ISK ........ 2020 2027 At maturity Fixed rates 1,149 -
Covered bonds in ISK - CPI-liNKed .........oocvvvvieiiiiiiiiiee e 2014-2015 2020 At maturity  Fixed rates - 4,359
Covered bonds in ISK - CPI-lINKed .........coovciviiieieiiiiiiieeee e, 2015-2017 2022 At maturity  Fixed rates 18,917 18,512
Covered bonds in ISK - CPI-liNKed .........oocvvvvieeiiiiiiiiiee e 2012-2018 2024 Atmaturity  Fixed rates 36,227 35,752
Covered bonds in ISK - CPI-lINKed .........coovcviiiiieiiiiiiiee e, 2015-2018 2026 At maturity  Fixed rates 28,574 27,661
Covered bonds in ISK - CPI-linked 2019 2028 Amortising Fixed rates 20,712 14,228
Covered bonds in ISK - CPI-linked 2017-2018 2030 At maturity ~ Fixed rates 26,266 25,463
Covered bonds 160,579 150,063
Senior unsecured bonds iNn EUR** ..........c.oooiiiiiiiiiieee s 2016 2020 At maturity  Fixed rates - 7,782
Senior unsecured bonds in SEK* ..........cccocvviieee i, 2019 2020 Atmaturity  Floating rates - 4,557
Senior unsecured bonds in SEK .........ccccoviiiiiiiieiiiiieee e 2018 2021 At maturity  Fixed rates 1,533 1,308
Senior unsecured bonds in SEK* ..........cccocvviiieeciiiiiieee e 2018-2019 2021 Atmaturity  Floating rates 21,165 18,913
Senior unsecured bonds iN EUR ..........ccoooeiiiiiiiiiiiiicis 2019 2021 At maturity  Floating rates 1,864 1,559
Senior unsecured bonds in SEK .........cccccooviiiiiee e, 2018 2022 Atmaturity  Floating rates 15,350 12,990
Senior unsecured bonds iNn EUR** ..........c.ocoiiiiiiiieee s 2019 2022 At maturity  Fixed rates 49,273 41,570
Senior unsecured bonds iNn NOK ..........cccccveiiiiiiiiieec e, 2019 2022 Atmaturity  Floating rates 14,661 13,856
Senior unsecured bonds in EUR*** .............ccciiiiiiiiiieeees 2018 2024 At maturity  Fixed rates 49,840 41,816
Senior unsecured bonds iN NOK ..........cccccveeiiiiiiieee e 2019 2024 Atmaturity  Fixed rates 5,996 5,709
Senior unsecured bonds iN ISK .........ccoooiiiiiiiiiiiii, 2019 2024 Monthly Floating rates 3,001 3,553
Bonds issued 162,683 153,613
Bills issued .................. 1,421 2,705
Other debt securities 69 -
Other borrowed funds 1,490 2,705
Debt issued and other borrowed funds 324,752 306,381

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

**These bond issuances are classified as being designated as at fair value through profit or loss. At 30 September 2020 the total carrying
amount of the bonds amounted to ISK 49,273 million and included in the amount are fair value changes amounting to ISK 608 million. The
carrying amount of the bonds at 30 September 2020 was ISK 65 million lower than the contractual amount due at maturity.
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34.

Contd

***The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging
instruments (see Note 24). The interest rate swaps are hedging the exposure of the Group's changes in the fair value of this fixed-rate EUR
denominated bond arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the
hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group
assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 September 2020 the total carrying amount of the
bond issuance amounted to ISK 49,840 million and included in the amount are fair value changes amounting to ISK 936 million.

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

These covered bond amounts are not included in the total.

Subordinated loans

Issued Maturity Interest 30.9.2020 31.12.2019
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK ..........cccccoviiiiiiieeniniiienn. 2017 2027 Atmaturity  Floating, STIBOR + 2.0% 11,479 9,714
Subordinated loans in SEK ..........ccccooevciiiveee e, 2018 2028 Atmaturity  Floating, STIBOR + 2.5% 7,662 6,485
Subordinated l0ans in SEK ..........ccccvvvvviviveveiiveeenenns 2019 2029 At maturity  Floating, STIBOR + 3.9% 7,657 6,475
Subordinated loans 26,798 22,674
35. Changes in liabilities arising from financing activities
Non-cash changes
Interest Foreign Fair value
1.1.2020 Cash flows expense  exchange changes 30.9.2020
Covered bonds iN ISK ........cooiiiiiiieeceee e 24,088 4,713 1,082 - - 29,883
Covered bonds in ISK - CPI-linked .........ccoocieiiiiiiiiieeieceen 125,975 (1,236) 5,957 - - 130,696
Senior unsecured bonds iN ISK ..o 3,553 (616) 64 - - 3,001
Senior unsecured bonds FX ..o 58,892 (6,917) 785 7,809 - 60,569
Senior unsecured bonds FX at fair value ...........c.ccccovveeiiiieennns 49,352 (19,956) 446 9,671 (240) 49,273
Senior unsecured bonds used for hedging ...........cccoceeeviieennnen. 41,816 (463) 419 7,903 165 49,840
Other borrowed funds ..........cooooieiiiiiiieecccecc s 2,705 (1,261) 46 - - 1,490
Subordinated 10aNS ..........cceiiiiiiiiii e 22,674 (552) 570 4,106 - 26,798
Total 329,055 (16,288) 9,369 29,489 (75) 351,550
Non-cash changes
Interest Foreign Fair value
1.1.2019 Cash flows expense  exchange changes 31.12.2019
Covered bonds in ISK ........coiiiiiiiiicic e 20,756 2,060 1,272 - - 24,088
Covered bonds in ISK - CPI-lINKed ..........ooociiiiiiiiiiiiiieceeee, 118,057 1,263 6,655 - - 125,975
Senior unsecured bonds iN ISK ..., - 3,528 25 - - 3,553
Senior unsecured bonds FX .......ccveviieiiiiiiiieee e 46,162 12,139 1,016 (425) - 58,892
Senior unsecured bonds FX at fair value ...........ccccccoviiiiieeennnne 68,154 (22,509) 734 1,667 1,306 49,352
Senior unsecured bonds used for hedging ...........cccoceveviveennnen. 40,714 (465) 497 786 284 41,816
Other borrowed funds ..........cocieiiiiiii e 7,133 (4,809) 358 23 - 2,705
Subordinated 108NS .......oooiviiiiie i 16,216 6,190 501 (233) - 22,674
Total 317,192 (2,603) 11,058 1,818 1,590 329,055
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Other liabilities

30.9.2020 31.12.2019

Xt o] U ST OTPR TP PPN 2,173 3,217
Liabilities to retailers for Credit CArAS ...........iiiiii it et e s ebee e - 14,765
Lease liabilities ...........ccccovvivericnnennn. 3,980 4,256
Provision for effects of court rulings 288 75
Expected credit loss for off-balance sheet loan commitments and financial guarantees ............ccccccevvieiniieeiniieenne 864 689
LAV A1 i g g o] (o[ o i = VST UT ORI 420 1,559
Unsettled SECUNLIES trANSACTIONS ........ccviiiieieiie ettt nr e et e s e r e e e e e nreeenneenneens 34,533 515
DEFEITEA INCOME ...ttt ettt et e e b et sa et st b e e ek et e s b e e e s ket e e e abe e e s aba e e s abneeeaans - 229
ST Lo [ VA =T o =T O PSPPSR UTPRT 1,815 1,758
Non-current liabilities and disposal groups held for sale 1 -
Other liabilities 44,074 27,063

Custody assets

30.9.2020 31.12.2019
Custody assets - Not managed DY the GIOUP ..........eiiiiiiiiiiiie et e e e e s st e e e e e s stabeeeeeesnnnees 2,735,658 2,496,313

Related party

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

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

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

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

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

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

Commitments,
guarantees &

At 30 September 2020 Assets Liabilities Net balance overdrafts
Shareholders with control over the GroUP ...........cc.eiiiiiiiiiiiec e - - - 2
Board of Directors, key management personnel and other related parties ....................... 244 372 (128) 48
ASSOCIAEA COMPANIES .....veiiiiiiieiiiie ettt ettt et eseneeas 1 1,018 (1,017) 227
Balances with related parties 245 1,390 (1,145) 277

Interest Interest Other Other
1 January to 30 September 2020 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 10 7 1 -
ASSOCIAtEA COMPANIES .....eeeeiiieieiite ittt e ettt e e e e sttt e e e e e s bbb et e e e e e annbbe e e e e e aannbeneeeeeas - 6 1 1,172
Transactions with related parties 10 13 2 1,172
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Commitments,
guarantees &
At 31 December 2019 Assets Liabilities Net balance overdrafts
Board of Directors, key management personnel and other related parties ....................... 324 392 (68) 51
ASSOCIAtEA COMPANIES .....eeieiiieie ittt e ettt ettt e e e e e et tb et e e e e e s tbbe e e e e e e annbbeeeaeeaanbaneeeeeas 16 830 (814) 213
Balances with related parties 340 1,222 (882) 264
Interest Interest Other Other
1 January to 30 September 2019 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 23 7 - -
ASSOCIAtEA COMPANIES ... .eeiiiiiieiiiiee ettt ettt e et e e b e st e e e e bb e e sabe e e sbeeeeanneens 7 13 3 1,231
Transactions with related parties 30 20 3 1,231

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

39. Contingencies

Contingent liabilities

Borgun hf. — Landsbanki case

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

On 7 July 2020 the Group closed an agreement on the sale of all its stake in Borgun hf. In the agreement islandsbanki has undertaken to
reimburse up to 63.47% of losses incurred by Borgun hf. or the buyer in the event of an unfavourable outcome in the Landsbanki case.

40. Events after the reporting period

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

41. Risk management

Risk governance

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

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

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

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

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

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

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

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

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

The Government guarantee schemes issued in response to the COVID-19 pandemic are how shown under “Loans to customers”. Of these, ISK 1,403 million are subject to 100% Government guarantee and ISK
255 million to 85% Government guarantee.

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

Public sector

At 30 September 2020 .
Investment and non-profit

Central Commerce Financial Industrial and

Individuals governments and services Construction  Energy services transportation companies organisations Real estate  Seafood Total
Cash and balances with Central Bank - 95,022 - - - - - - - - - 95,022
Loans to credit institutions .................ccueee. - - - - - 61,898 - - - - - 61,898
Bonds and debt instruments - 127,426 18 - 648 20,269 191 27 303 544 - 149,426
DerivatiVes ..........cccvvveeeeeeiicinieneeeeens 5 - 82 - 21 5,091 639 206 - 266 347 6,657
Loans to customers: 379,966 - 121,951 44,550 8,316 1,776 82,458 24,747 11,622 165,370 129,553 970,309
overdrafts .......cooveeviieeiiiiieeens 12,350 - 10,751 3,289 3 1,333 5,607 1,002 774 2,376 5,809 43,294
Credit cards .. 14,119 - 1,151 248 4 12 346 17 79 56 28 16,060
Mortgages ........cccceeeeeiiiiinieenn. 316,896 - - - - - - - - - - 316,896
Capital leases ........cccceeevueennne 6,273 - 27,595 2,799 14 - 7,359 153 41 1,090 190 45,514
Government guarantee schemes - - 1,332 36 - - 175 1 - 29 85 1,658
Other loans ........cccccevvveeeninen. 30,328 - 81,122 38,178 8,295 431 68,971 23,574 10,728 161,819 123,441 546,887
Other financial assets ..................... 613 101 220 25 1 15,671 98 42 3 26 12 16,812
Off-balance sheet items: 34,469 - 29,240 13,993 447 9,644 27,609 1,902 5,445 14,383 11,644 148,776
Financial guarantees 1,138 - 5,073 5,755 - 1,236 3,060 27 6 1,962 272 18,529
Undrawn loan commitments - - 4,020 4,856 116 - 18,380 1,160 - 7,642 3,142 39,316
Undrawn overdrafts 9,047 - 15,510 2,591 298 8,173 4,994 480 4,127 4,464 8,043 57,727
Credit card commitments 24,284 - 4,637 791 33 235 1,175 235 1,312 315 187 33,204
Maximum credit exposure 415,053 222,549 151,511 58,568 9,433 114,349 110,995 26,924 17,373 180,589 141,556 1,448,900
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At 31 December 2019 Public sector

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

44, Credit exposure covered by collateral

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

In some cases the Group uses guarantees as a credit enhancement but since guarantees effectively transfer credit risk from one counterparty to another they do not represent a reduction in maximum exposure
to credit risk. Exception from this are Government guarantees issued in response to the COVID-19 pandemic which are shown under other collateral. Covenants in loan agreements are also an important credit
enhancement but do not reduce maximum credit exposure.
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Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on availability. In the case of fishing vessels the associated fishing
quota is included in the valuation. Collateral is allocated according to the gross carrying amount of loans and nominal off-balance sheet items, and is measured without including the effect of
overcollateralisation. This means that if some loans have collateral values in excess of their gross carrying amount, then the excess is removed in order to reflect the Group's actual maximum exposure to
credit risk. The total value of pledged assets can thus be higher than the cover indicates. The maximum credit risk exposure is measured on net carrying value basis, and therefore collateral allocation can in
some instances be higher. For capital leases the Group remains the owner of the leased object. In total ISK 39,371 million of the collateral are leased objects.

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

Total credit Total credit

At 30 September 2020 Maximum exposure exposure

exposure to Real Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral collateral ECL
DEIIVALIVES ...eeiieiiiiiiiie e ettt e e e sttt e e e et e e e e e e sttt e e e e e e e asateaeeeeasntebeeeeeaannsanneeens 6,657 - - 1,825 - - 1,825 4,832 -
Loans and commitments to customers: 1,094,048 665,429 99,779 4,262 50,823 92,466 912,759 181,289 8,919
INAIVIAUAS ..ttt et e it e e st e e e bt e e nnb e e e enbeeeennnes 406,623 327,554 7 336 14,487 149 342,533 64,090 1,859
COMMEICE AN SEIVICES ...uvvvvvieriririiererireeeeereee et ee ettt ete e e e e e et eaeaaaaataaaaaaaaeaaaeaaaaaeaaaaeaaaaaaaaans 146,866 60,982 152 661 26,947 26,099 114,841 32,025 2,803
Construction ..........ccceeene 57,445 43,541 11 1,604 2,044 2,418 49,618 7,827 577
Energy ........... 8,763 4,038 - 5 8 53 4,104 4,659 60
Financial services ................ 11,420 1,133 - 102 - 3,944 5,179 6,241 12
Industrial and tranSPOrTAtION ...........oooiiiiiiiiie e e e e e e e e e e e e e e snnnees 107,830 45,172 13 175 6,813 27,210 79,383 28,447 887
INVESTMENT COMPANIES ... .veieiiiiie ittt ettt ettt et e ettt e srb e e et e e e sabe e e abb e e e anbeeesnbbeeeanneeas 22,634 6,206 - 903 71 11,142 18,322 4,312 665
Public sector and non-profit organisations .. 17,064 1,007 - 5 30 - 1,042 16,022 56
Real estate .... e 174,335 161,849 5 447 344 1,107 163,752 10,583 1,713
LY== 1 {00 o KO USSP PPPPTRPPPROt 141,068 13,947 99,591 24 79 20,344 133,985 7,083 287
Total 1,100,705 665,429 99,779 6,087 50,823 92,466 914,584 186,121 8,919
Collateral held against credit-impaired exposures
Loans and commitments to customers: 25,037 17,031 1,538 2,695 984 833 23,081 1,955 7,975
INAIVIAUAIS .t e ettt e e et e e et e e e sab e e e snseaeesseeesnbeeesntaaeannes 7,812 6,948 18 5 160 3 7,134 678 1,001
COMMEICE QNGO SEIVICES ...vvvvvviiiiririieierireieeereeeeeetetetetetetetetttettaaatatataaataaaaaaaaaaaaaaaaaaaaaaaaaaaees 4,325 2,092 709 11 411 683 3,906 419 2,837
(010 1S] { (U o1 1o 1o KO PSPPSR OPRPROUPPRNY 1,098 790 - - 101 64 955 143 183
Industrial and tranSPOITALION ..........cooiiiiiiiiiie e e e e e 2,237 546 786 56 278 65 1,731 506 1,994
INVESTMENT COMPANIES .....iviiiieeeiiiiiiie e e e sttt et e e e sttt e e e e e s nte e e e e e e ststeeeeeesannteeeeeeeanntaneeeeens 4,015 1,365 - 2,619 14 1 3,999 15 327
Public sector and non-profit organisations .. 3 2 - - - - 2 1 -
Real estate ........ccoccvveeeiieeeiie e e ——————— 5,418 5,199 - 4 11 14 5,228 190 1,456
1T {00 o RO ST PP R PUPPRPPPROt 129 89 25 - 9 3 126 3 177
Total 25,037 17,031 1,538 2,695 984 833 23,081 1,955 7,975
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Total credit Total credit

At 31 December 2019 Maximum exposure exposure

exposure to Real Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures credit risk estate Vessels securities equipment collateral collateral collateral ECL
DEIIVALIVES ...ttt ettt e b et e e e e ab e e e bt e e e e sbe e e e nb e e e snbe e e ennneas 9,485 - - 1,757 - - 1,757 7,728 -
Loans and commitments to customers: 1,012,821 622,021 87,217 7,001 49,865 80,043 846,147 166,674 5,056
INAIVIAUAS ... et e nr e nnn e nees 374,718 292,701 7 417 13,317 116 306,558 68,160 1,579
Commerce and services ... 146,149 63,151 77 961 27,124 25,891 117,904 28,245 1,030
Construction ..........cccoeveene 55,236 40,432 4 653 2,130 3,968 47,187 8,049 495
L= o USSPV P VST OPPRURIN 10,861 5,655 - 366 8 5 6,034 4,827 34
FINANCIAI SEIVICES ..ottt ettt e e e e sabe e e atnee s 8,894 - - 123 - 3,621 3,744 5,150 7
Industrial and transportation ... 99,188 49,944 12 107 6,757 18,566 75,386 23,802 534
Investment companies ...........ccceevcvveeriineenne 23,982 7,748 - 3,281 71 11,930 23,030 952 478
Public sector and non-profit organisations .. 15,758 958 - 7 29 - 994 14,764 29
REAI ESTALE ....e.ieiiiieti et 162,795 148,919 5 1,072 301 1,125 151,422 11,373 702
YT {01 o RSP STRRRP 115,240 12,513 86,412 14 128 14,821 113,888 1,352 168
Total 1,022,306 622,021 87,217 8,758 49,865 80,043 847,904 174,402 5,056
Collateral held against credit-impaired exposures
Loans and commitments to customers: 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
INAIVIAUAS ...ttt et sh ettt e e e e b et eenneesneeeneeas 8,427 7,191 17 12 166 2 7,388 1,039 1,245
COMMETCE ANG SEIVICES ..euitieeiiiieaiiieeettee ettt e e atbee e e bt eeaasbe e e s tbeeaasbeeesnbeeeaasbeeesnbeeeabeeeaanes 4,944 2,980 102 22 561 805 4,470 474 1,864
(@700 Ey (U o3 1o ST 5,219 4,919 - 197 19 7 5,142 77 261
Industrial and transportation .... 1,965 253 1,331 102 72 16 1,774 191 1,559
Investment companies ............ 156 149 - - - - 149 7 111
Public sector and non-profit organisations .. 15 14 - - - - 14 1 1
REAI ESLALE ....eteeieii ettt ettt ettt et et eante et e nneeans 1,800 1,567 - - 9 - 1,576 224 595
SAO0M ...ttt 90 27 31 - 19 - 77 13 295
Total 22,616 17,100 1,481 333 846 830 20,590 2,026 5,931
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45. Credit quality of financial assets

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

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

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

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

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

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

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

Due to the COVID-19 pandemic the Group transferred a relatively large proportion of assets from Stage 1 to Stage 2 in the first half of 2020.
The Group did not re-evaluate the risk classes of the borrowers affected but instead applied an overlay factor to the expected credit loss (see
Note 2).

At 30 September 2020

Loans to customers: Stage 1 Stage 2 Stage 3 Total
Risk class 1-4 ... 244,888 17,713 - 262,601
Risk class 5-6 ... 334,374 64,392 - 398,766
RISK CIASS 7-8 ... ettt e e ettt e e e e e ettt et e e e e e s bb e e e e e s nneneeaeeaeannnreen 207,585 37,233 - 244,818
RISK ClASS 9 .ttt ettt ekttt et e e e kbt e e s ab et e et et e e st e e e e bt e e e beeeeaneeas 36,800 10,841 - 47,641
1S S = T O PRSP - - 32,281 32,281
(6731 1= R PP RTUPPPTPI 127 105 - 232

823,774 130,284 32,281 986,339
EXPECIEA CrEit 0SS, ...cciueeiiiiiiie ittt ettt et e et e e e sabe e e anbeeeannee (3,865) (4,442) (7,723) (16,030)
Net carrying amount 819,909 125,842 24,558 970,309
Off-balance sheet loan commitments and financial guarantees: Stagel Stage2  Stage 3 Total
RISK CIASS 14 ...ttt ettt et nne e 65,901 2,068 - 67,969
1S o = T R SRS RPSP P 46,626 5,391 - 52,017
RISK CIASS 7-8 ... ettt e e e e e e e s e e e e e e nbbn e e e e e e e nnnnrees 12,094 14,970 - 27,064
1S S = T USRS 1,126 644 - 1,770
Risk class 10 . . - - 731 731
L0751 r= 1= TSRS 79 10 - 89

125,826 23,083 731 149,640
EXPECIEA Credit I0SS. ...ccouveiiiiiieeeie ettt e e (362) (250) (252) (864)
Total 125,464 22,833 479 148,776
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45. Contd
Risk Risk Risk Risk Risk
At 30 September 2020 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ... 83,272 154,449 137,096 33,654 8,820 4 (2,860) 414,435
Commerce and SEIVICES ........ccovveeerveeeriineennns 24,922 81,459 38,006 5,181 7,157 106 (5,640) 151,191
CONSIIUCHION ..o 4,681 30,025 21,028 2,288 1,280 1 (760) 58,543
Energy .....cccoeennen. 2,955 4,150 1,718 - - - (60) 8,763
Financial services ................ 10,912 2 508 - - 10 (12) 11,420
Industrial and transportation .... . 33,587 42,885 29,474 2,722 4,230 50 (2,881) 110,067
Investment COMPANIes ........ccccoevvvveeeeeieiiineeenn. 2,627 10,345 8,814 1,511 4,342 2 (992) 26,649
Public sector and non-profit organisations ....... 13,904 2,824 267 - 4 124 (56) 17,067
Real eState .......cccocvvvivieiiiiiiee e 67,905 71,607 33,252 3,280 6,873 5 (3,169) 179,753
SeAf00d ......ovviiiiiii i 85,805 53,037 1,719 775 306 19 (464) 141,197
Total 330,570 450,783 271,882 49,411 33,012 321 (16,894) 1,119,085
At 31 December 2019
Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt ettt n e 226,347 289 - 226,636
RISK CIASS 56 ...ttt ettt b ettt sb et e bbbt aee s 388,936 1,385 - 390,321
Risk class 7-8 ... 204,979 14,487 - 219,466
Risk class 9 ... 33,880 7,544 - 41,424
Risk class 10 . . - - 27,160 27,160
[T LT PP TPPP 4,676 93 154 4,923

858,818 23,798 27,314 909,930
EXPECIEA Credit I0SS. ....cuvviiiiiiiiiiite ettt e et (3,645) (1953) (5,700) (10,298)
Net carrying amount 855,173 22,845 21,614 899,632
Off-balance sheet loan commitments and financial guarantees: Stagel Stage2 Stage 3 Total
RISK CIASS 14 ...ttt ettt b e h et nh e et et e nt e e nneesreeenee s 58,327 25 - 58,352
RISK CIASS 56 ... ntteeiitie ettt ettt ettt et e e e e bt e e st bt e e bt e e e e bt e e e bbeeeanbeeaans 58,271 253 - 58,524
Risk class 7-8 ... e 15,334 1,757 - 17,091
RISK ClASS 9 .ttt ettt et e ettt e e kbt e e s b et e et b e e e nb e e e e bt e e e beeeeanneas 1,095 186 - 1,281
R q F= T O T - - 1,233 1,233
(6731 1= R PP UPPPTPI 8 5 - 13

133,035 2,226 1,233 136,494
EXPECIEA CrEdit 0SS, ...cciueeiiiiiiieiiee ettt e et e et e e e snb e e anbeeeannee (403) (55) (231) (689)
Total 132,632 2,171 1,002 135,805
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45. Contd
Risk Risk Risk Risk Risk
At 31 December 2019 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INIVIAUAIS ... 76,119 151,224 115,042 29,537 9,517 4,530 (2,824) 383,145
Commerce and SEIVICES ........ccovveeerveeeriineennns 29,718 81,536 31,572 3,968 6,810 383 (2,894) 151,093
CONSLIUCHION ... 3,354 33,345 17,924 1,120 5,468 - (756) 60,455
Energy .....cccoeennen. " 5,045 3,846 2,004 - - - (34) 10,861
Financial services ................ . 8,848 30 17 - - 6 (7) 8,894
Industrial and transportation .... . 26,474 59,108 11,775 2,363 3,526 - (2,093) 101,153
Investment COMPANIes ........ccccoevvvveeeeeieiiineeenn. 2,803 9,198 11,090 1,367 268 1 (589) 24,138
Public sector and non-profit organisations ....... 12,761 2,733 268 11 15 15 (30) 15,773
Real eState ........coeeeviiiiiiiiee e 52,934 64,623 42,304 3,631 2,400 - (1,297) 164,595
SeAf00d ......ovviiiiiii i 66,932 43,202 4,561 708 389 1 (463) 115,330
Total 284,988 448,845 236,557 42,705 28,393 4,936 (10,987) 1,035,437

46. Loans to customers in the tourism industry

Companies in the tourism industry were classified into four groups based on an assessment of how much an increase in credit risk these
companies face in the short, medium and long term. Where the increase was found to be significant (groups 2-4), the exposure was
transferred to Stage 2. In addition, an overlay factor was applied to the expected credit loss, comparable to an increase by one risk class for
group 2 and two risk classes for groups 3 and 4.

At 30 September 2020

Loans to customers in the tourism industry: Stagel Stage2 Stage 3 Total
1,126 381 - 1,507
- 32,079 515 32,594

- 52,757 1,286 54,043
1,065 8,914 5,341 15,320

2,191 94,131 7,142 103,464
EXPECIEA CrEIt 0SS ...coueeiiiiiiieiiie ettt ettt et e et e e e snb e e e anbeeeannee (28) (3,061) (2,552 (5,641)

Net carrying amount 2,163 91,070 4,590 97,823

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

Stage 1 Stage2  Stage 3 Total

{1 (18 o PP P PP PP PPUPPRRPTPTPINY 37 8 - 45
(€1 (18] o OO PP PP PPPPPPPPTTPPRY 1 14,460 88 14,549
L o TUT o T PSS 1 4,400 70 4,471
(€1 (10| o TSP P PR PUPPPPPPTRTOPNY 77 1,029 128 1,234
116 19,897 286 20,299

EXPECLEA CIEIL IOSS ......eeeeiieeiiiiei ettt e e e et e e e st e e e e e e e e nnnneeeens (1) (215) (135) (351)
Total 115 19,682 151 19,948
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47. Forbearance

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

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

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

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

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

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

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

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

At 30 September 2020 Stagel Stage2 Stage 3 Total
[0 17T L1 USSR 818 2,482 2,161 5,461
(10 ] 0] o= T AT PP PPPPPP 184 22,141 14,146 36,471
Gross carrying amount 1,002 24,623 16,307 41,932

Stage 1  Stage 2 Stage 3 Total
INAIVIAUALS ..ttt ettt e sttt ettt e e e ab et e e bb e e e bb e e e eabbe e e anbeeeannes (8) (77) (188) (273)
COMIPANIES ..ttt ekttt ss 4kttt ekttt e sttt e 4kttt e e kbt e st e ekttt e e bbb e e e abr e e e sbreeeannnes (1) (885) (4,142) (5,028)
Expected credit loss (9) (962) (4,330) (5,301)

At 31 December 2019

Stagel Stage2 Stage 3 Total
T Lo 1Y, o U = PP UPROP 1,615 1,102 1,372 4,089
COMIPANIES ...ttt et sa et e 4ttt e sk bt e sttt e s kbt e e ehb et e s be e e e kbt e e asbreennreeeabneeeannns 13,212 8,469 8,289 29,970
Gross carrying amount 14,827 9,571 9,661 34,059

Stage 1  Stage 2 Stage 3 Total
INAIVIAUAS ...ttt ettt ne e st e b e e eeneenneeennees (12) (41) (182) (235)
(0] 01 o = T 1= PP (77) (249) (2,167) (2,493)
Expected credit loss (89) (290) (2,349) (2,728)
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48.

49.

50.

COVID-19 moratoria

The Group recognises that the economic effects of the COVID-19 pandemic will temporarily have a seriously negative impact on customers'
cash flow and thus their ability to repay their debt in accordance with their obligations. The Group entered into an agreement with other
financial institutions and lenders in Iceland to provide a moratorium for corporate customers, uniformly executed across institutions. Similarly,
the Group entered into an agreement for a moratorium for households and individuals. In accordance with guidelines from EBA and the
Central Bank, moratoria of this kind did not trigger classification as forbearance. The agreement expired on 30 September 2020. All further
moratorium after this date, will be classified as forbearance.

The following table shows the extent of payment moratoria granted by the Group under these initiatives agreed and applied broadly by
domestic credit institutions. At the reporting date, expired moratoria is ISK 46,330 million.

At 30 September 2020

Stagel Stage2  Stage 3 Total
INAIVIAUAIS ...t e e nne e 17,082 458 - 17,540
(0] 10] o= 11 [= 2T PP TP 65,990 54,327 - 120,317
Gross carrying amount 83,072 54,785 - 137,857

Stagel Stage2  Stage 3 Total
INAIVIAUAS ...ttt s bt e e s bt e e nbbe e e e (91) (19) - (110)
(@011 o T 1= TSP PTPUPRT (380) (1,401) - (1,781)
Expected credit loss (471) (1,420) - (1,891)

Assets obtained by taking possession of collateral

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

30.09.2020 31.12.2019

(o] oT=T 3 VA= TaTo N F=T o Lo O O T P PO P ST P PP PRSP PTOUPRPPUIN 1,431 378
Industrial eqUIPMENt AN VENICIES ........ueiiiiiii ettt et e e e bt e e eab e e s abe e e e eib e e e snbeeeabeeeas 41 81
Total 1,472 459

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

Write-offs

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

Gross carrying amount written off and still subject to enforcement activity 2020 2019
1.1-30.9 1.1-30.9

L To 1Y/ To [ =TT PO P PP PTRPPPPPPIPN 338 348
(070111 o = 1= 2 O O O PP T PR OU PP PPPPRORE 925 995
Total 1,263 1,343
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51. Large exposures disclosure

When the Group's total exposure to a group of connected clients is 10% or higher of the Group's capital base it is considered a large
exposure. Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined
by regulation no. 233/2017. The Group has internal criteria that define connections between clients. These criteria reflect the Group's
interpretation of Article (1)(a) of the Act on Financial Undertakings no. 161/2002, where groups of connected clients are defined. Since the
interim financial statements for the third quarter of the year are not audited, the official capital is based on reviewed own fund items at 30
June 2020.

The exposure is evaluated both before and after credit risk mitigating effects. After mitigating effects, the Group currently has one large
exposure. No large exposure is therefore above the maximum 25% single large exposure limit set by the law.

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

At 30 September 2020

Groups of connected clients: Before After
[T (18 o e PP TP PP PPPUPPTRO 90% -
[T (18 o PP TP PP PPPUPPTPO 12% 11%

At 31 December 2019

Groups of connected clients: Before After

[T (18 o e PP TP PP PPPUPPTRO 75% -

52. Liquidity risk

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

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

53. Liquidity coverage and Net stable funding ratio

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

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

Net stable funding ratio 30.9.2020 31.12.2019
FOF @Il CUITENCIES ...t et h e e s et e e b e e e s e e e st et e s bb e e e s abe e e sba e e e eineeas 113% 119%
FOTBIGN CUITENCIES ...ttt ettt ekt e ettt ookt e ket e 42k et eea bt e 4a et e e ket enab et e ek et e e anbe e e s nneeeabneeeannne 149% 156%
Liquidity coverage ratio 30.9.2020 31.12.2019
[Ro L= U ol U] (=T (o1 =T O P ST PSS TPV PPOPPPRPP 136% 155%
Domestic currency .. 96% 110%
FOTBIGN CUIMTEINCIES ...tttk k oo sttt ookttt ekt e 42k et eoa bt e e 4a et e e ket e e ab et e ek et e e anne e e s nneeenbneeeannns 405% 325%
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53. Contd
At 30 September 2020 For all currencies Foreign currencies
Unweighted = Weighted Unweighted Weighted
LiQUIA @SSELS 1EVEI 1% ..ottt e e et e e e e e bbb e e e e e e e nbabe e e e e e aaes 198,747 198,747 37,439 37,439
LiQUId @SSEES IEVEI 2 ...t 10,616 307 18 -
Total liquid assets 209,363 199,054 37,457 37,439
(DT o To Y | T O SO P PP OTPRRTPI 550,920 177,982 76,235 30,098
Debt issued .... 914 914 143 143
Other outflows 97,745 36,290 23,060 6,759
Total outflows 649,579 215,186 99,438 37,000
Short-term deposits with other banks** ... 58,007 57,311 55,934 55,238
OthEI INFIOWS ... e e e e e e e e e e e e e e e e eeeeeeeeeeeeaeaeaeaeaeaeaaaeaaaaaaaeas 29,319 11,185 6,720 3,617
RESINCHONS ON INFIOWS ...ttt et e e e et e e e sneeee s - - - (31,105)
Total inflows 87,326 68,496 62,654 27,750
Liquidity coverage ratio 136% 405%
At 31 December 2019 For all currencies Foreign currencies

Unweighted  Weighted Unweighted Weighted

LiQUIA @SSELS IOVl 1% .....oiiiiiiiiiiii ettt et e e e st e e e e e s bbb e e e e e e e antabeeeeeeaaes 157,080 157,080 31,858 31,858
LiQUId @SSEIS IBVEI 2 ... ..eiiiiiiiiiiiii e 11,942 6,271 3,727 520
Total liquid assets 169,022 163,351 35,585 32,378
(DT o To | £ PP UUPRRPPI 482,322 139,354 78,089 33,961
DEDE ISSUEBA ... ettt e e e e e e e e e e e e e e e e e e ee e e e e e e e e e e e e aeaeaaaeaaaaaaaaaaaaaaas 1,361 1,361 650 650
(@1 =T o TN x0T PPNt 81,493 30,997 18,012 5,248
Total outflows 565,176 171,712 96,751 39,859
Short-term deposits With other Banks** ... 54,203 52,335 51,343 50,261
OthEE INFIOWS ... e e e e e e e e e e e e e e eeeeeeeeeeeeaeaeaeaeaeaeaeaeaaaaaaaeas 33,984 14,213 6,287 3,558
RESINCHONS ON INFIOWS ...ttt e e e e i e e snbeaesnnee s - - - (23,925)
Total inflows 88,187 66,548 57,630 29,894
Liquidity coverage ratio 155% 325%

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

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

Deposits by liquidity coverage ratio category

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

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

Deposits maturing within 30 days

Less Weight Weight Term Total

At 30 September 2020
eptember stable (%) Stable (%) deposits  deposits
REtAIl ... —aaaa 226,955 12% 123,675 5% 89,234 439,864
Operational relatioNShiPs ...........ooiiiiiiiiie e 3,640 25% - 5% - 3,640
(0017 e To] = 140 < T PSR SPTPPPRPN 76,098 40% 461 20% 22,946 99,505
Sovereigns, Central Bank and public sector entities ..............cccoceeeenee. 10,670 40% 426 20% 945 12,041
Pension fUNAS ... ———— 66,665 100% - 21,493 88,158
Domestic financial entities ..........ccceveeeiiiiiieiee e 37,564 100% - 39,267 76,831
Foreign financial eNtities ..o 4,766 100% - 10,243 15,009
Total 426,358 124,562 184,128 735,048

Deposits maturing within 30 days

Less Weight Weight Term Total

At 31 December 2019 . .
stable (%) Stable (%) deposits  deposits
RELAI ... 228,447 12% 83,773 5% 78,870 391,090
Operational relationShips ..o, 2,446 25% - 5% - 2,446
COIPOTALIONS ...ttt 73,739 40% 337 20% 24,589 98,665
Sovereigns, Central Bank and public sector entities ............c.cccocevernen. 6,813 40% 253 20% 620 7,686
Pension fUNAS .........oooiiiii e 35,405 100% - - 24,869 60,274
Domestic financial entities ...........cccoviiiiiiiiiiii e 28,494 100% - - 46,371 74,865
Foreign financial eNntities ............ccociiiiiiiiiii e 8,038 100% - - 6,174 14,212
Total 383,382 84,363 181,493 649,238

54. Maturity analysis of assets and liabilities

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

For dated financial liabilities the amounts are grouped into maturity buckets according to contractual maturities of principal and estimated
contractual payments of interest. For demand deposits or other non-dated liabilities, the figures are grouped according to the first possible
required payment date.

Maturity analysis 30 September 2020

Carrying On Upto3 3-12 1-5 Over No

Financial liabilities amount demand months  months years S5years  maturity Total
Deposits from CB and credit institutions .......... 36,438 5,517 14,929 10,171 5,839 - - 36,456
Deposits from customers ........c.cccceevveeenieeenns 698,610 548,121 77,843 62,945 17,148 27,164 - 733,221
Debt issued and other borrowed funds ............ 324,752 - 1,962 39,713 263,688 90,415 - 395,778
Subordinated l0ans .............cccccceeiii. 26,798 - 184 467 2,977 29,677 - 33,305
Other financial liabilities: 42,674 37,960 712 501 1,748 2,202 - 43,123

Lease liabilities ..........cccocoeeiniiinicciie 3,980 - 120 359 1,748 2,202 - 4,429

Other liabilities .........ccccovciiiiiiiiiiiiiie 38,694 37,960 592 142 - - - 38,694
Total 1,129,272 591,598 95,630 113,797 291,400 149,458 - 1,241,883

islandsbanki hf. Condensed Consolidated Interim
Financial Statements third quarter 2020 50 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

54. Cont'd

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

On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months  months years 5years  maturity Total
Financial guarantees ..........cccoceeeiiieiiiieeeniiee e 18,529 - - - - - 18,529
Undrawn loan commitments .........cccooeeeviviiiiieneeeeeiiiiiieieeeees 39,316 - - - - - 39,316
Undrawn overdrafts .......c..eeeeeeiieiiieee e 57,727 - - - - - 57,727
Credit card COMMItMENTS .........cvvvieeieeiiiiiiiiii e 33,204 - - - - - 33,204
Total 148,776 - - - - - 148,776
Total non-derivative financial liabilities

and off-balance sheet liabilities ........................ 740,374 95,630 113,797 291,400 149,458 - 1,390,659

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

On Upto3 3-12 1-5 Over No

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

INFIOW e - 21,453 52,791 44,369 - - 118,613
Outflow - (21,716) (55,448) (48,163) - - (125,327)
Total - (262) (2,657) (3,794) - - (6,713)
Net settled derivatives ..o - (786) - - - - (786)
Total - (1,048) (2,657) (3,794) - - (7,499)

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

Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years Syears  maturity Total
Cash and balances with Central Bank ............. 95,022 42,397 51,240 - - 1,385 - 95,022
Loans to credit inStitutions .............ccocceeeiinenne 61,898 24,858 37,032 8 - - - 61,898
Bonds and debt instruments ...........ccccccoeeeiinns 149,426 - 59,236 45,249 36,993 7,948 - 149,426
LO@ans t0 CUSTOMENS .......cevvviiiiiiiiiiiiiieieeeierenenes 970,309 7,057 83,512 91,080 341,823 446,837 - 970,309
Shares and equity instruments ..............ccccc.... 14,657 - - - - - 14,657 14,657
Other financial assets .........ccccceevvvviiieeeeeeeeinnn, 16,812 14,770 544 1,162 336 - - 16,812
Total 1,308,124 89,082 231,564 137,499 379,152 456,170 14,657 1,308,124
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years S5years  maturity Total
Gross settled derivatives
INFIOW e - 30,044 24,095 29,814 - - 83,953
OULFIOW .. - (28,845) (23,308) (27,831) - - (79,984)
Total - 1,199 787 1,983 - - 3,969
Net settled derivatives ............cccoccuueiiieiiiiiiiiee e - 314 - - - - 314
Total - 1,513 787 1,983 - - 4,283
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54. Cont'd

The following tables show the comparative amounts for maturity analysis at year-end 2019.

Maturity analysis 31 December 2019

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

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

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

56. Interest rate risk

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

Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing and Construction Authority which are
guaranteed by the Icelandic Government, domestic municipality bonds, and covered bonds issued by other Icelandic banks. Bonds and bills
in the Group's liquidity portfolio are also categorised in the trading book. In the following table the total market value (MV) of long and short
positions may not be the same as reported in Note 18 since netting between short and long positions is not applied here.

30.9.2020 31.12.2019
Trading bonds and debt instruments, long positions MV Duration BPV MV  Duration BPV
INAEXEM ...ttt e 4,118 3.36 (1.39) 1,143 6.84 (0.78)
NON-INAEXEM .....cveoeeeeeeeeeeeeeeeeeee e 116,575 0.46 (5.33) 31,855 0.41 (1.29)
Total 120,693 0.56 (6.72) 32,998 0.63 (2.07)
30.9.2020 31.12.2019
Trading bonds and debt instruments, short positions MV Duration BPV MV  Duration BPV
INAEXEM ...ttt e 308 7.00 0.22 150 6.00 0.10
Non-indexed .... 283 5.00 0.14 615 4.00 0.28
Total 591 6.04 0.36 765 4.39 0.38
Net position of trading bonds and debt instruments 120,102 0.53 (6.36) 32,233 0.54 (1.69)

Interest rate risk in the banking book

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

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

Sensitivity analysis for interest rate risk in the banking book

At 30 September 2020

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEM ....ovvevveeeeee ettt en et s s enes 1 (68) 11 (2,070 4281  (1,715) 440
ISK, NON-INAEXEA .....cvviiiiiiiiiiiice e 35 28 (55) (87) (243) (3) (325)
EUR e (60) 37 (74) 136 - (1) 38
SEK ettt 32 (22) - - - - 10
USD it 24 - - - - (1) 23
OFNET .t 10 (6) - (10) - (7) (13)
Total 42 (31) (118) (2,031) 4,038 (1,727) 173

At 31 December 2019

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ..ottt 55 60 (442) (1,668) 1,995 193 193
ISK, NON-INAEXEA ......ooiiiiiiiiiiiiiiiie e 7 (12) 11 89 (10) (9) 76
(17) (20) (29) 118 - (2) 50
10 - - - - - 10
(42) - - - - (1) (43)
12 (11) - 41 - (6) 36
25 17 (460) (1,420) 1,985 175 322
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57. Currency risk

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

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

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

Currency analysis at 30 September 2020

Other foreign ~ Total foreign

Assets EUR uUsD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ............... 521 379 203 94 21 75 87 171 44 141 1,736
Loans to credit institutions .................. 7,289 40,913 1,004 127 308 52 9,363 155 292 81 59,584
Bonds and debt instruments ........ 10,554 11,273 7 - - 3,839 10,229 - - - 35,902
Loans to CUStOMErS ..........cevvveeees 136,880 34,228 1,214 565 3,593 1 3,210 746 7,669 32 188,138
Shares and equity instruments 32 3,224 455 - - 38 31 - - - 3,780
Other aSSELS .....ceeeciiiiiiiieeeiiciiee e 1,443 33 - - - 4 - - - - 1,480
Total assets 156,719 90,050 2,883 786 3,922 4,009 22,920 1,072 8,005 254 290,620
Liabilities

Deposits from credit institutions ............ccccceee.ee. 9,723 778 10 - - - 1 - - - 10,512
Deposits from cuStomers ........c.ccccevvveeenieeennnen. 31,277 33,903 4,312 493 430 1,187 2,897 2,033 549 12 77,093
Debt issued and other borrowed funds .. 99,922 - - - - 38,048 20,657 - - - 158,627
Subordinated l0ans ...........ccccccoeeei - - - - - 26,798 - - - - 26,798
Other liabilities ...........ccccvviviiiiecciiiiiiieeciine 206 20 - - - 12 27 63 - - 328
Total liabilities 141,128 34,701 4,322 493 430 66,045 23,582 2,096 549 12 273,358
Net on-balance sheet position 15,591 55,349 (1,439) 293 3,492 (62,036) (662) (1,024) 7,456 242 17,262
Net off-balance sheet position (15,294) (52,326) 1,482 (302) (3,464) 61,977 636 922 (7,419) (252) (14,040)
Net position 297 3,023 43 (9) 28 (59) (26) (102) 37 (10) 3,222
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Currency analysis at 31 December 2019

Other foreign  Total foreign

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

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

islandsbanki hf. Condensed Consolidated Interim
Financial Statements third quarter 2020 56 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

58. Inflation risk

The Group is exposed to inflation risk since the value of CPI-linked assets exceeds CPI-linked liabilities. The value of these assets
and liabilities changes according to changes in the CPI at any given time and all changes in the CPI affect profit and loss. A 1%
increase in the index would lead to an ISK 398 million increase in the balance sheet and a 1% decrease would lead to a
corresponding decrease, other risk factors held constant.

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

30.9.2020 31.12.2019

Bonds and debt instruments 4,826 2,103
[0 T2 1 LS (o I o 013 (0] 1T 285,620 295,725
Total CPI-linked assets 290,446 297,828
DEPOSILS FTOM CUSIOMELS .. ...iiiiiiiie ittt e e e ettt e e e s bt e e e e s e bbbt e e e e e anbbbeeeeeesansbbeeeeeesanntneeas 98,533 98,766
Debt issued and other BOrroOWEd fUNAS .........cciiiiiiiiie e s e e e e s ar e e e e e st be e e e e e e snnnnes 130,696 125,975
Off-balance SHEEL POSITION ........eiiiiiii ittt e st e s bb e e b e e e s bbeeeasbeee s 21,442 52,427
Total CPI-linked liabilities 250,671 277,168
CPl imbalance 39,775 20,660

59. Derivatives

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

60. Capital management

The following table shows the capital base, risk exposure amount, the resulting capital ratios, and leverage for the Group at 30
September 2020 and 31 December 2019. In addition, the table shows the official capital ratios where the unaudited profit of the third
quarter is excluded according to the Act on Financial Undertakings.

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

Article 501 of the capital requirements regulation (EU) no. 575/2013 of the European Parliament came into effect in Iceland on 1
January 2020. This article stipulates capital requirements deduction for credit risk on exposures to SMEs and lowers the risk
exposure amount by ISK 11.1 billion as of 30 September 2020, corresponding to a 20 basis point increase in the Group's capital
ratio.

EU regulation no. 2017/2395 regarding transitional arrangements for mitigating the impact of the introduction of IFRS 9 on own
funds, was ratified into Icelandic law in May 2020. The regulation allows for the phasing in of capital impacts due to IFRS 9, allowing
institutions to include a predefined level of provisions as part of CET1 capital. Islandsbanki has elected to make use of the
transitional arrangements, which will add ISK 4 billion to CET1, corresponding to an increase of 40 basis points in the Group's
capital ratio.

The Group aims at managing its capital position and the corresponding capital ratios above the overall regulatory capital
requirement. According to the latest SREP report from the Financial Supervisory Authority, applicable as of 22 September 2020, the
overall capital requirement is 17.0%. The Group's capital target includes a 0.5-2.0% management buffer on top of the overall capital
requirement.

The minimum leverage ratio for Icelandic financial institutions is 3%.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements third quarter 2020 57 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

60. Cont'd

30.9.2020 31.12.2019
CET1 capital

Ordinary SNAre CAPITAl .......ccuiiiiiiiii ittt st e e s s e e 10,000 10,000
SRNAIE PrEIMIUIM L...iiiiiiieiti ettt e e et sa et e e et e e b e e e s et e s ket e e s e e e sba e e s baeeeaas 55,000 55,000
RESEIVES ... e 7,258 7,065
REAINE BAIMINGS ....eiiiiiii ittt e e s b bt e e s e e st e e e bb e e e sbeeesbeeeeaans 108,383 105,569
NON-CONEFOIING INTEIESES ...ttt et a e e st e e s b e e e ainee e 1,868 2,428
IFRS 9 reversal due to transSitioNal FUIES ...........ciiiiiiiiiiiii e 4,088 -
Fair value changes due to own credit Standing ...........cccccceiiiiiiiii (239) 392
TAX BSSELS ..ttt (173) (476)
INEANGIDIE ASSELS ....eii ittt et sttt s ekttt e et e ekt e e abb b e e e kbt e e skt e e e s bt e e saren e s n e e senees (3,554) (4,330)
Total CET1 capital 182,631 175,648

Tier 2 capital
Qualifying SUDOIAINALEA I0BNS ......coiiuiiiiiiiii ittt e st e ettt e e s bb e e e abb e e e annneeesnbeeeanbeaeannns 26,798 22,674

Total capital base 209,429 198,322

Risk exposure amount

o (VTSR (ol el (=T [1 A 4 1S ORURRRPRRRRNS 836,662 789,180
- due to market risk ........... 18,748 7,919
Market risk, trading book 15,281 6,488
(T 7=1 0T O PO TRROUPRPPPR 3,467 1,431
- due to credit valuation adjustment 1,505 2,027
= dUE 10 OPEIALIONAI TISK ....eiiuiiiiiiiii ittt et e e sk e e s bt e e s bt eeeanbeeesbneeaaneeaaanes 85,424 85,424
Total risk exposure amount 942,339 884,550
Capital ratios
THEE L FALIO vttt e et e ettt et et et e e et e et e e et e e et e e et et e e et ee e et e ee e et et et et e et et et et et et e et et e et e et et et n e enenas 19.4% 19.9%
TOLAl CAPILAI FALIO .. cvcvvevveeee ettt et ettt et e s s e et ettt es e esae s e s et e s es s s s see st s s et es s s e s esesesesan s e sneees 22.2% 22.4%
OFFICIAI TIEE L FAHO ...ttt ettt ettt ettt ettt et et e et e et et et et e e et e e ettt et et ee et et et e e et et e e et eae s eeeas 19.0% 19.9%
OFfICIal CAPILAI TALO ..........eececeeeetetett ettt e e sttt et s s s e s et et eses e s e et e e et e s et es s e nees et eaeses s s s sneees 21.9% 22.4%
Leverage ratio
Exposure amount
ON-DAlANCE SNEEL EXPOSUIES ..o iiiiiiiie e ettt e e ettt e e e ettt e e e e e et ee e e e s e s te e e e e e e e e staeeeeeeesntsbeeaeeeeannnneeaaeeans 1,321,268 1,189,062
Off-DAIANCE SNEET EXPOSUIES ....eeiiiiiiiiiiee ettt e et e e e e sttt e e e e et e e e e e e s sateeeaeeessntaeeeeeeaantnseaeeeaassnneeeens 38,324 38,849
DEIVALIVE EXPOSUIES ....eeeiieiiieiee et eeteetee e e teee e e e e e ettt e e e e e ettt eeaeeaassteeeeaeesaateeeaeeaaanssaeeaaeaeansnteaeaessnnnsaeanaeeans 6,673 9,461
Leverage ratio total exposure measure 1,366,265 1,237,372
QL= Aot o 1 = | PP PP PR PT PP 182,631 175,648
Leverage ratio 13.4% 14.2%
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