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islandsbanki

Insight The Bank Sustainability 2Q23 Digital milestones 2Q23
islandsbanki's 2Q23 net profit amounted to ISK 6.1on and 12 = < The Bank participated in Electronic notarisation

. . . . — UE) the creation of a climate % streamlines the car loan
return on equity was 11.5% which is above the Bank's braHCheI:sl—l:I roadmap for financial |: process and improves

financial targets. The net interest income rose by 23%
compared to 2Q22 and the growth in the Bank's operating
income was 12%, compared to 2Q22. Net interest margin
was 3.2% for the period, compared to 2.9% in 2Q22.

The cost-to-income ratio was within the Bank's targets and
was 42.6% for the period. This ratio excludes a charge in the
amount of ISK 860 million due to an administrative fine
recorded in the accounts during the quarter, following the
Bank's execution of the Government's offering of a 22.5%

691
F number of FTEs
I I at islandsbanki
at period end
The Bank's shares
are listed on the
Nasdaq Iceland

a4

entities

{slandsbanki completed, at
investors' request, the
Climate Disclosure
Project's questionnaire for
the second yearin arow

® w

&

{slandsbanki published
the 2022 Allocation and
Impact Report forits
Sustainable Financing

2

service to customers

Customer behaviour
analysis and first data
driven customer

journeys are now live

New "Digital and Data"
unit created to support
Islandsbanki's strategic
data and digital focus

stake in the Bank in March 2022. Loans to customers grew Main Market Framework
by 1.5% during the quarter and increase in deposits from ; . .
customers amounted to ISK 16.6bn. Deposit margin was ~ Market share Ratings and certifications
2.3% for the period, having been 1.8% in 2Q22. 300/ retail S&P Global BBB/A-Z
The Bank's new strategy, with Service, Data, Sustainability O customers :
DO Rati ngs Stable outlook
and Employees as the strategic priorities for the next two O/ SMEs
years reflects the Bank's commitment to run a solid 39 /o
business that is a force for good in society.
g y 3 5 o/ Iarge . AWARDS FOR EXCELLENCE
o companies ﬂllliiléﬂ"a 2

A 2022
VIDUTKENNING.

EGUAL PAY
CERTIFICATE

Profit after tax Cost-to-income ratio?

Return on equity

(ISKm)
7,486
14.4%
1.4% 5880 42.7% 421% 42.6%
A% . 36.3% 40.6% 1% :
2Q22 3Q22 4Q22 1Q23 2Q23 2Q22 3Q22 4Q22 Q23 2Q23 2Q22 3Q22 4Q22 1Q23 2Q23
Total assets Loans to customers Loans to customers
(ISKbn) (Sector splitas of 30.6.23) (ISKbn)
Other
Construction 6%
1437 1549 ek Mortgages to 1154 1153 1187 1219 1238
t';‘:}';‘:‘(:ﬁ;:)‘:\ individuals
B 42%
ISK
Real estate 1,238bn
1%
Commerce

and services

30622 30922 311222 31323 30.6.23 e Seafooq  Otherloansto 30622 30922 311222 31323 30423
REA / total assets 7% 'nd'\é'guals Customer loans / customer deposits ratio
A
Total liquidity coverage ratio Leverage ratio® Total capital ratio®
o 129% 12.8%
1% 125%  119%  121% ° ° oy 232% 232%
215%  21.4% <7

30622 30922 3L1222 31323 30623 30622 30922 311222 31323 30623 30622 30922 311222 31323 30623

Net stable funding ratio (NSFR)

= CETlratio

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

1. Based on Gallup surveys regarding primary bank. 6 months rolling average for retail customers, average of last two Gallup surveys conducted in Q1 and Q2 for SMEs and 2022 average for large companies.
2. Cll ratio for 2Q23 excludes a charge of ISK 860m due to an administrative fine. C/I ratio for 4Q22 included a provision of ISK 300m made in connection with the administrative fine, the C/I ratio has been
restated so it excludes the provision.

3. Including 3Q22 profit for 30.9.22 and 1Q23 profit for 31.3.23.
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Directors' Report

The Board of Directors and the CEO of islandsbanki hf. ("the Bank" or "Islandsbanki") present this report together with the reviewed
Condensed Consolidated Interim Financial Statements of Islandsbanki hf. and its subsidiaries (together referred to as "the Group") for
the period 1 January to 30 June 2023. 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.

Operations in the reporting period

The Group recorded a net profit of ISK 12,350 million in the first half of 2023 resulting in a return on equity of 11.4%, surpassing the Bank's
ROE target of above 10%. At the end of the reporting period, the Group employed 732 full-time members of staff, including 691 within the
Bank itself, and operated 12 branches.

Net interest income in the first half of the year rose by 28.6% from the previous year, the driving factors being the higher interest rate
environment and its impact on the yield of the Bank's liquidity portfolio, as well as profitable growth in lending and deposits. As a result,
the net interest margin increased from 2.7% to 3.2% between years. The Group saw strong performance in net fee and commission income
in the first half of the year where the increase of 8.7% from the same period last year was mostly driven by growth in fees from cards and
payment processing and a strong growth in Allianz island hf. Salaries and related expenses were up 14.2% between years mainly because
of general wage increases, accrued salaries and redundancy costs. Other operating expenses increased 18.7% between years, primarily
explained by higher inflation, renovation of the Bank's headquarters, strategic advisory costs, and more activity in Allianz island. Total
operating expenses increased due to an administrative fine from the Financial Supervisory Authority of the Central Bank of Iceland (FSA).
The Group's cost-to-income ratio, adjusted for the fine, was 42.3% for the first half of 2023 compared to 45.0% for the corresponding
period last year. Net impairment reversals on financial assets in the reporting period amounted to ISK 570 million mostly due to specific
cases and the annualised cost-of-risk ratio was -0.09%. The Group's loan book grew by 4.3% from year-end 2022 with an increase across
business units, especially on the SME side. The Group's ratio of non-performing loans was 1.7% at the end of the reporting period,
unchanged from the first quarter.

Settlement Agreement with the Financial Supervisory Authority of the Central Bank of Iceland

At the end of 2022, Islandsbanki received the preliminary findings from the Financial Supervisory Authority of the Central Bank of Iceland's
(FSA) inspection into the Bank's execution of the offering by the Icelandic State of a 22.5% stake in the share capital of islandsbanki that
took place in March 2022 (the Offering). On 22 June 2023 the Bank announced that the Board of Directors accepted the FSA's offer to
conclude the matter with a settlement agreement (the Settlement Agreement). The Settlement Agreement provides that the Bank admits,
that in the preparation and execution of the Offering, it did not comply with applicable legal requirements and internal rules of the Bank. In
agreeing to the Settlement Agreement, the Bank agreed to pay a fine in the amount of ISK 1,160 million and undertook to carry out certain
remedial measures within a specified period. The Bank recognised a provision of ISK 300 million in connection with the preliminary findings
from the FSA's inspection in the 2022 Consolidated Financial Statements and in the second quarter of 2023 a charge of ISK 860 million
has been recorded in relation to this matter.

Birna Einarsdéttir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of Islandsbanki
as of 28 June 2023. J6n Gudni Omarsson, who has served as CFO from 2011, was appointed CEO. Jén Gudni will continue as CFO until
a new CFO is appointed. On 1 July 2023 Kristin Hrénn Gudmundsdéttir was appointed Managing Director of Corporate & Investment
Banking. The Board of Directors called for a shareholder meeting to be held on 28 July 2023 to address the Settlement Agreement and
the Bank's reaction thereto, and to carry out an election of members to the Board of Directors of the Bank. Three members of the Board
of Directors, Finnur Arnason, Chairman of the Board, Gudrin borgeirsdéttir, Vice-Chairman of the Board, and Ari Danielsson, member of
the Board, have declared that they will not stand for re-election.

For further information on this matter see Note 12.
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Directors' Report

Capital and funding

Deposits from customers were up ISK 27 billion or 3.4% from year-end 2022 for the largest part due to an increase in both Personal
Banking and Corporate & Investment Banking. The Bank continued its consistent issuance of ISK denominated covered bonds to fund the
growth in the mortgage portfolio and issued ISK 14.4 billion in the domestic market in the second quarter and bought back ISK 9.2 billion.
International debt markets have started to stabilise, after a volatile year in 2022 and early 2023. This turbulence has had an impact on the
Bank's cost of foreign currency funding. In early April, the Bank issued an SEK 500 million senior preferred bond and in May the Bank
launched a EUR 300 million senior preferred bond of its Euro Medium Term Note Programme, which was successfully placed with
investors, and bought back EUR 251 million. Islandsbanki's liquidity position is strong, well above regulatory requirements and internal
limits.

The Bank's capital position remains solid, the total capital ratio was 23.2% at the end of the first half of 2023. According to the conclusion
of the annual assessment of risk in the operations of systematically important financial institutions by means of the Supervisory Review
and Evaluation Process (SREP) carried out by the FSA, the Bank shall from 30 June 2023 maintain an additional capital requirement of
2.4% of risk-weighted assets, a decrease of 0.2 percentage points from the previous assessment. The Bank's total capital requirement,
considering the capital buffers, therefore decreases from 19.9% to 19.7%. The Bank has updated its CET1 target to a buffer of 100-300
basis points on top of regulatory requirements hence the Bank's CET1 target range is 16.2-18.2% based on the size of the management
buffer and will increase by 0.5 percentage points in the first quarter of 2024 as a result of an increase in the countercyclical buffer.

Due to volatility in the global economy and capital markets the Bank has been careful regarding buybacks of its own shares and did not
buy back own shares in the second quarter. The Bank plans to continue with the ISK 5 billion buyback program announced in February
over the coming months, subject to market conditions.

Outlook

Iceland's economy has recently been growing robustly, with a 7.0% year-on-year increase in GDP in the first quarter of 2023 following a
6.4% growth in 2022. This growth was primarily driven by a surge in services exports and strong private consumption, while investment
growth temporarily slowed down. However, leading indicators suggest a deceleration in domestic demand growth for the second quarter,
and the Bank's Chief Economist expects an overall GDP growth of 3.1% in 2023.

The tourism sector, a key contributor to export growth, has continued its recovery throughout the spring months of 2023. In the year to
May, Iceland welcomed over 720,000 tourists, surpassing the numbers from any previous year since 2018. The outlook for the peak
season and beyond remains promising, with a projected 2.1 million tourists in 2023 and almost 2.5 million in 2025. Real exports are
expected to grow by 8.1% in 2023, and the current account deficit is set to decrease to 0.7% of GDP from 1.5% in 2022.

The labour market remains tight, with 44% of larger businesses reporting worker shortages in the second quarter of 2023. The average
unemployment rate for the year up to May stands at 3.4%. Wage agreements have been finalised in both the private and public sectors,
though renegotiations are due in early 2024. Wage growth remains high, reaching 9.6% year-on-year in May according to Statistics
Iceland's wage index. ISB Research predicts a tight labour market in the near term, with an average wage growth of 9.0% and an
unemployment rate of 3.4% in 2023.

Inflation has moderated from 10.2% in February to 8.9% as of June. Recently, domestic cost pressures have contributed more to inflation,
while imported inflation and housing prices' impact have subsided. Residential house price increases have slowed down to 7.9% year-on-
year in June from nearly 25% a year ago. The appreciation of the Icelandic krona has also helped reduce imported inflation. A further
decline in inflation is expected in the near-term, with a forecasted decrease to 7.5% by end-2023, as per ISB Research.

The Central Bank has continued to raise interest rates, with the main policy rate reaching 8.75% in May. Further tightening is anticipated
in the second half of 2023, concluding with a rate of 9.5% by the end of the third quarter. This level is expected to be maintained for the
remainder of the year.

The Bank has updated its guidance for return on equity in 2023 to 10.7-11.7% assuming normalised through-the-cycle annual impairment
level of 25-30 basis points on the Bank's loan portfolio for the second half of 2023. Furthermore, the Bank plans to complete its capital
optimisation before year-end 2024, subject to market conditions.

Ownership

The shares of islandsbanki are listed on the Nasdaq Iceland stock exchange and the Bank has one of the largest shareholder base of any
listed company in Iceland. The Icelandic Government is the largest shareholder with 42.7% of outstanding shares, taking into consideration
treasury shares. Shares held by the Government are administered by the Icelandic State Financial Investments (ISFI) in accordance with
Act no. 88/2009. At the end of the period the Bank had just under 12,300 shareholders, where 90.7% of the Bank's shares were owned by
domestic parties and 9.3% by international investors. Apart from the Government, pension funds and insurance companies were the
largest investor group, owning 36.2% of the outstanding shares. For further information on the Bank's shareholders see Note 34.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first half 2023 4



Directors' Report

Other matters

On 29 June Islandsbanki received a letter from the Board of Directors of Kvika whereby it was announced that Kvika had decided to end
merger discussions which had been ongoing since February 2023. The Board of Directors of islandsbanki agreed with the conclusion to
discontinue merger discussions. The benefits of a successful merger could be significant, and Kvika's Board of Directors has expressed
its willingness to restart negotiations if conditions change.

Statement by the Board of Directors and the CEO

The reviewed Condensed Consolidated Interim Financial Statements for the period 1 January to 30 June 2023 have been prepared on a
going concern basis in accordance with the International Accounting Standard (IAS) 34 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, where applicable.

To the best of our knowledge, these Condensed Consolidated Interim Financial Statements provide a true and fair view of the Group's
operating profits and cash flows in the reporting period and its financial position as of 30 June 2023.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 30 June 2023.

Koépavogur, 27 July 2023

Board of Directors:

Finnur Arnason, Chairman

Gudrun borgeirsdottir, Vice-Chairman
Agnar Tomas Moller

Anna pérdardottir

Ari Danielsson

Frosti Olafsson

Valgerdur Hrund Skuladéttir

Chief Executive Officer:

Joén Gudni Omarsson
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Building a better
working world

Report on Review of Condensed Consolidated Interim Financial Statements

To the Board of Directors and Shareholders of islandsbanki hf.

We have reviewed the accompanying Condensed Consolidated Interim Financial Statements of Islandsbanki hf. and its subsidiaries as
of 30 June 2023 which comprise the Consolidated Interim Statement of Financial Position as of 30 June 2023 and the related Consolidated
Interim Income Statement, the Consolidated Interim Statement of Comprehensive Income, the Consolidated Interim Statement of
Changes in Equity and Consolidated Interim Statement of Cash Flows for the six months ended 30 June 2023 and other explanatory
notes. The Board of Directors and CEO are responsible for the preparation and fair presentation of these Condensed Consolidated
Interim Financial Statements in accordance with the International Financial Reporting Standard, IAS 34 Interim Financial Reporting as
adopted by the 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. Our responsibility is to express a conclusion on these Condensed Consolidated Interim
Financial Statements based on our review.

Scope of Review

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

Conclusion

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

Reykjavik, 27 July 2023

Geir Steindérsson

State Authorised Public Accountant
Ernst & Young ehf.

Borgartuni 30

105 Reykjavik
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Consolidated Interim Income Statement

Notes 2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Interest income calculated using the effective interest rate method ............... 62,531 39,369 32,461 21,777
Other iNterest INCOME ........occiiiiiiie e 4,595 2,657 2,502 1,452
INErESt EXPENSE ...oiiiiiiiiiii it (42,091) (22,563) (22,351) (12,975)
Net interest income 5 25,035 19,463 12,612 10,254
Fee and commisSiON iINCOME ..........ciiiiiiiiiiieee e 9,069 8,102 4,676 4,279
Fee and COMMISSION EXPENSE .......ceiiiiiiiiiiiiiiee e ee e (2,008) (1,604) (1,084) ( 845)
Net fee and commission income 6 7,061 6,498 3,592 3,434
Net financial iNCOMe (EXPENSE) .....couviiiiiiiiiiiie e 7 (21) 113 (559) 208
Net foreign exchange gain ..o 8 292 241 48 75
Other operating iNCOMIE .....c.oouuiiiiiiie e 9 64 324 21 59
Other net operating income 335 678 (490) 342
Total operating income 32,431 26,639 15,714 14,030
Salaries and related EXPENSES .........c.ueiiiiiiiiiiiie e 10 (7,789) (6,818) (3,829) (3,396)
Other operating EXPENSES .......cccuuiiiiiiiie ittt 11 (5,944) (5,009) (2,862) (2,597)
AdMINISTrative fiNe .......ceeiiii e 12 (860) - (860) -
Contribution to the Depositors' and Investors' Guarantee Fund ..................... - (165) - -
BaNK taX ..o (947) (842) (485) (412)
Total operating expenses (15,540) (12,834) (8,036) (6,405)
Profit before net impairment on financial assets 16,891 13,805 7,678 7,625
Net impairment on financial assets ...........ccccceevvciiiiii e 13 570 1,058 1,245 575
Profit before tax 17,461 14,863 8,923 8,200
INCOME TAX EXPENSE ...ttt 14 (5,127) (3,794) (2,792) (2,331)
Profit for the period from continuing operations 12,334 11,069 6,131 5,869
Discontinued operations held for sale, net of income tax ............ccccoeeeenn. 16 (2) 8 11
Profit for the period 12,350 11,067 6,139 5,880
Earnings per share from continuing operations

Basic and diluted earnings per share attributable to

shareholders of islandsbanki hf. ..............ccccceeveruiueriieeieecee e 15 6.18 5.53 3.08 2.93

The half-year results were reviewed by the Bank's auditor. The splits between quarters were not reviewed or audited by the Bank's auditor.

The notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6

Profit for the P0G ........ceiv ettt 12,350 11,067 6,139 5,880
Net gain (loss) on financial liabilities ..o (2,513) 787 (1,000) 584
Items that will not be reclassified to the income statement (2,513) 787 (1,000) 584
Foreign currency translation ............ccocueeiiiiiiiiiii e - (2) - (3)
Items that may subsequently be reclassified to the income statement - (2) - (3)
Other comprehensive income (expense) for the period, net of tax (2,513) 785 (1,000) 581
Comprehensive income for the period 9,837 11,852 5,139 6,461

The half-year results were reviewed by the Bank's auditor. The splits between quarters were not reviewed or audited by the Bank's auditor.

The notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 30.6.2023 31.12.2022
Assets
Cash and balances with Central Bank ...............cccooeiiiiiiiiiiiciiiiiceeeeeeeeeeeeees 20 78,275 94,424
Loans to credit iNStItULIONS .........ccccviiiiiie e 21 97,749 110,364
Bonds and debt inStruments ...........cooooiiiiiiiiiiiie e 16 131,471 130,804
Derivatives .........ccccccvveeeeeienns 22 5,374 7,461
Loans to customers 23 1,237,758 1,186,639
Shares and equity INSIIUMENES ..........coeiiiiiiii e 16 12,120 15,868
Investments iN @SSOCIAES ... 25 3,828 3,844
Property and eqUIPMENT ...........ooiiiiiiii e 6,748 6,752
Intangible assets 3,241 3,279
OthEr @SSELS ..uviiiieiiiciiiei et e e e e e e e e s e aeeeeeaenes 26 15,945 6,072
Non-current assets and disposal groups held for sale ..............ccocccooiiiieneen. 730 728
Total Assets 1,593,239 1,566,235
Liabilities
Deposits from Central Bank and credit institutions ............cccccoiiiics 27 14,306 15,269
Deposits from CUSTOMErS ........c.uviiiiiee e 28 816,641 789,897
Derivative instruments and short positions .............ccccceiiiii e 22 12,064 10,804
Debt issued and other borrowed funds ..........ccceeeieiiiiiiiie e, 30 460,913 468,270
Subordinated [0ANS ...........ooiiiiiiiieeeeeeeeeeeeeeee e ——————— 31 33,104 34,392
TaX IADIlItIES ..eeeeeeiieieie e e e 14,832 12,128
Other HabilIties .......c.cooiiiiiiiiiie e 32 25,855 16,601
Total Liabilities 1,377,715 1,347,361
Equity
Share Capital ... 9,963 10,000
5] 0P T =T o =T .11 o USRS 55,000 55,000
Reserves .................. 6,642 9,158
Retained earnings 143,919 144,716
Total Equity 215,524 218,874
Total Liabilities and Equity 1,593,239 1,566,235

The notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Foreign
Liability  currency

Share  Share Statutory Restricted credit translation Retained Total

capital premium reserve reserves reserve reserve earnings equity
Equity as at 1 January 2022 10,000 55,000 2,500 4,640 (1,054) - 132,624 203,710
Profit for the period ...........cccccveeieiiciee e, 11,067 11,067
Net gain (loss) on financial liabilities ....................... 1,100 (313) 787
Foreign currency translation (2) (2)
Comprehensive income (expense) for the period - - - - 1,100 (2) 10,754 11,852
Dividends paid ..........cccocveiiiiiieie e (11,900) (11,900)
Restricted due to capitalised development costs ...... (145) 145 -
Restricted due to fair value changes .............c.......... 407 (407) -
Restricted due to associates ...............ccccccceeiiinnns 32 (32) -
Equity as at 30 June 2022 10,000 55,000 2,500 4,934 46 (2) 131,184 203,662
Equity as at 1 January 2023 10,000 55,000 2,500 4,870 1,786 2 144,716 218,874
Profit for the period ...........cccooeeeiiiiceee e, 12,350 12,350
Net loss on financial liabilities ...............cccccooiee. (2,086) (427) (2,513)
Comprehensive income (expense) for the period - - - - (2,086) - 11,923 9,837
Dividends paid ..........ccoooeeiiiiiieieee e (12,254) (12,254)
Purchase of treasury shares ..........c.cccceviieeiiiieenne (37) (896) (933)
Restricted due to capitalised development costs ...... (145) 145 -
Restricted due to fair value changes ........................ (267) 267 -
Restricted due to associates ...........c.cccoeveiiiciieenne. (18) 18 -
Equity as at 30 June 2023 9,963 55,000 2,500 4,440 (300) 2 143,919 215,524

The Bank's authorised and issued share capital consists of 2,000 million ordinary shares with a par value of ISK 5 each. islandsbanki
bought back approximately 7.5 million own shares for ISK 933 million during the first quarter of 2023. As of 30 June 2023, the Bank's paid-
up share capital totalled ISK 65,000 million, and the total stated share capital amounted to ISK 64,963 million. The Bank has a single class
of ordinary shares that do not carry any rights to fixed income. The Annual General Meeting (AGM) for the 2022 operating year took place
on 16 March 2023. During the AGM, shareholders approved the Board's proposal to distribute dividends of ISK 6.15 per share, totalling
approximately ISK 12,300 million (2022: ISK 5.95 per share). The dividends were paid on 27 March 2023.

The notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2023 2022

1.1-30.6 1.1-30.6
Profit fOr the PEHOQ ..ot e e e e e e et e e e e e s s ssntaaeeeeeaessaaneeeeeeeasnnnneen 12,350 11,067
Non-cash items included in profit for the Period™ ............coouiiiiiiii e (18,673) (18,663)
Changes in operating assets and labilitieS™ ..........cooi i (51,206) (44,451)
INEEIEST TECEIVEM ...ttt a ettt e e a et e ettt e e et e e et e e e anteee s 49,761 35,692
1) AT B o= o OSSR PPRP (25,701) (13,773)
DiIVIAENAS FECEIVEA ...ttt ettt h et e et e s b bt e e e ab et e e e sbe e e e nnbeeeabneeeanes 286 907
PaIA DANK 8X ...ttt bttt ettt b et ne e (858) (675)
Paid income tax and special financial activities taX ............ccccuiiiiiiiiiii (1,874) (1,631)
Net cash used in operating activities (35,915) (31,527)
Net investment in subsidiaries and assOCIates ... - (1,103)
Proceeds from sales of property and equipment ..... . 7 11
Purchase of property and eqUIPMENt ... e (145) (69)
Purchase of intangible @SSEtS .........oouiiiiiiii s (264) (218)
Net cash used in investing activities (402) (1,379)
Proceeds from DOMTOWINGS ........oiiiiiii ettt e e e ettt e e e e e et e e e e e e e s nteneeaaeeeannnes 93,415 63,747
Repayment and repurchases of DOIOWINGS .........oouiiiiiiiiiii e (100,849) (62,569)
Repayment of lease liabilities .... et AAhEeeeeeeeeeoaEeteeeeeeeaaanbeeeeeaeeeaanaeeeeeeeeaaaannreeeaaeeaannnnanen (253) (229)
D)o (=T g o 3 o = o PSP U PO PRIt (12,254) (11,900)
Purchase Of treasUry SNAIES ..........ooiuiiiiiii ettt e e e e e e e e e e e e ntae e e e e e e e annnes (1933) -
Net cash used in financing activities (20,874) (10,951)
Net increase in cash and cash eqUIVAIENTES ............c.oiiiiiiiiiiii e (57,191) (43,857)
Effects of foreign exchange rate Changes ............oooi e (61) (98)
Cash and cash equivalents at the beginning of the year .............cccociiiiii 139,035 130,597
Cash and cash equivalents at period-end 81,783 86,642
Reconciliation of cash and cash equivalents Notes
CaSh ON NANG ... ettt ettt et e e 20 4,191 3,763
Unrestricted balances with Central Bank .................cooiiiiiiiiiiiii i 20 54,415 64,553
BaNK @CCOUNLS ..ottt ettt 21 23,177 18,326
Cash and cash equivalents at period-end 81,783 86,642

*For further breakdown see the following page.

**Interest is defined as having been paid when it has been deposited into the customer's account and is available for the customer's
disposal.

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 notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

Non-cash items included in profit for the period

2023 2022

1.1-30.6 1.1-30.6
NEE INEEIrEST INCOME ...ttt et e b sbt e e nees (25,035) (19,463)
Depreciation, amortisation, and Wrte-0ffS ............ooiiiiii e 741 688
Share of loss (profit) and gain from sale of asSOCIAtES ...........cceiiiiiiiiiiiii e 16 (190)
Net impairment on fiNANCIAl @SSELS ...........eeiiiiiii e e e e (523) (981)
FOoreign €XChange GaIN ........coi ittt et (292) (241)
Net gain from sales of property and eqUIPMENt ...........oiiiiiii e (3) (3)
Unrealised fair value gain recognised in profit Or I0SS ..........ccoiiiiiiiiiiiiiiie e 382 (3,124)
Discontinued operations held for sale, net of INCOME taX ........ccooiiiiiiiiiiiiii e (16) 2
BaNK 18X .. e e e 947 842
INCOME TAX EXPEINSE ....eiiiiiiietiiie ettt ettt e e e e ettt e e e e e e e ta bt e e e e e e e e aeeeeeaaaeaannsbeseaaeeaaanssbeeeaaeaaannnes 5,127 3,794
OFhEr CRANGES ...ttt e e ab e e bttt e et e e e st e e eab e e e ebteeeanenee s (17) 13
Total (18,673) (18,663)
Changes in operating assets and liabilities

2023 2022

1.1-30.6 1.1-30.6
Mandatory reserve and pledged balances with Central Bank .............cceeeiiiiiiiiiiiiiiiiieiiiieee e (9,674) (311)
Loans to Credit INSHULIONS .........oiii et e e (21,949) (2,286)
Bonds and debt INSIIUMENTS ..........eiiiii ettt e e e e et e e e e e e e e e eeeenes 227 22,171
LOBNS 10 CUSTOMIEIS ...ttt ettt a e e et e e e bt e ettt e e e bt e s sab e e e e aaneeeaas (41,402) (67,870)
Shares and equity INSIIUMENTS ...ttt e e e e e et e e e e e e e s aneereeeaaeeennnes 3,300 3,322
OFhEI @SSELS .....eeiiitii ettt ekt et h ettt e et e et a e e e aae e nneas (9,891) (6,350)
Non-current assets and liabilities held for Sale .............oooiiiii e 18 (553)
Deposits from Central Bank and credit inSttUtioNS ..............ooiiiiiiiiiii e (1904) (1,571)
DepOoSits frOM CUSTOMENS ........eieiiiiiii ettt e e e e ettt e e e e e e e anee e e e e e e aaannnbeeeaaeeans 22,512 13,805
Derivative instruments and Short POSItIONS ............ooiiiiii e (2,632) (19,995)
OFNET IADIIIEIES ...ttt b e bbb e et nan e e s eaes 9,189 5,187
Total (51,206) (44,451)

Significant non-cash transactions

Significant non-cash transactions 1 January to 30 June 2023
During the period the Group did not have any significant non-cash transactions.

Significant non-cash transactions 1 January to 30 June 2022
During the period the Group repurchased own debt securites amounting to ISK 1,794 million by issuing new debt.

The notes on pages 13 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

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

The Condensed Consolidated Interim Financial Statements for the period 1 January to 30 June 2023 comprise the financial statements
of Islandsbanki hf. ("the Bank" or "Islandsbanki") and its subsidiaries together referred to as "the Group". The Bank’s main subsidiaries
are Islandssjodir hf. (Iceland Funds) and Allianz island hf., additionally islandsbanki has control over eight other non-significant
subsidiaries.

The Condensed Consolidated Interim Financial Statements were approved and authorised for issue by the Board of Directors and the
CEO of Islandsbanki hf. on 27 July 2023.

2. Basis of preparation

The Condensed Consolidated 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 Condensed Consolidated 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 for the year 2022, as well as the unaudited Pillar
3 Report for the year 2022. Both are available on the Bank's website: www.islandsbanki.is.

The accounting policies and the basis of measurement are unchanged from those set out in Notes 2 and 61 in the Consolidated Financial
Statements for the year 2022 except for the changes to accounting policies outlined below.

The Condensed Consolidated Interim Financial Statements are presented in Icelandic kréna (ISK), which is the functional currency of
islandsbanki hf. All amounts presented in ISK have been rounded to the nearest million, except where otherwise indicated. At 30 June
2023 the exchange rate of the ISK against the USD was 136.85 and for the EUR 148.70 (at year-end 2022: USD 142.04 and EUR
151.50).

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 Condensed Consolidated Interim Financial
Statements have been prepared on a going concern basis.

3. Significant accounting estimates and judgements

In preparing these Condensed Consolidated Interim Financial Statements management has made judgements, estimates, and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income, and expenses.
Management bases its judgements on previous experience and other factors that are considered reasonable under the circumstances,
but actual results may differ from those estimates.

Management continuously evaluates these judgements, estimates, and assumptions. Changes in accounting estimates are recognised
when they occur.

As described in Note 3 in the Consolidated Financial Statements for the year 2022, key sources of estimation uncertainty include the
allowance for credit losses and the determination of fair value of financial instruments.

Impairment of financial assets, changes from year-end 2022

Note 61.4 in the Consolidated Financial Statements for the year 2022 contains a description of the Group's accounting policies for the
impairment of financial assets. At the end of the second quarter of 2023, the following changes have been made.

The Group's Chief Economist provided a new macroeconomic forecast on 31 May 2023. The table below shows macroeconomic
indicators from the new forecast.
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Notes to the Condensed Consolidated Interim Financial Statements

3. Significant accounting estimates and judgements (continued)

. R o Forecast Forecast Forecast Forecast
Change in economic indicators %

2022 2023 2024 2025 2026

Economic growth (YoY real GDP change) 6.4 3.1 2.4 2.8 2.3
Housing prices in Iceland (average YoY change) 21.0 7.6 2.8 3.9 3.5
Purchasing power (average YoY change) 0.0 0.3 2.6 2.2 1.3
ISK exchange rate index (average YoY change) (3.0) 2.7 (3.8) (1.6) 15
Policy rate, Central Bank of Iceland (average per year) 4.2 8.2 8.5 6.5 4.8
Inflation (average per year) 8.3 8.7 5.3 3.7 3.1
Capital formation (YoY real change) 6.9 3.6 (1.3) 4.9 2.7
thereof capital formation in industry 15.2 41 (2.9) 5.9 25

The All Risk Committee determined that it was appropriate to keep the weights unchanged at 20%-50%-30% (good, base, bad), as this
would best represent the probability-weighted average over all possible scenarios. When deciding on the appropriate weights for the
three scenarios, management used sensitivity analysis that indicated that a shift of 5% weight from the baseline to the pessimistic
scenario would increase the impairment allowance by ISK 340 million while a 5% shift from the baseline to the optimistic scenario would
decrease the allowance by ISK 180 million.
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Notes to the Condensed Consolidated Interim Financial Statements

4. Operating segments

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

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

The Bank has three main business segments: Personal Banking, Business Banking, and Corporate & Investment Banking. Operating
segments pay and receive interest to and from Treasury to reflect the allocation of capital, funding costs, and the relevant risk premium.
Capital allocation to the business units is based on the Pillar 1 regulatory capital requirement, the Pillar 2-R capital requirement calculated
according to the Bank's Internal Capital Adequacy Assessment Process (ICAAP) and the combined buffer requirement as stipulated in
the Act on Financial Undertakings no. 161/2002. Income tax and bank tax with breakdown for each segment is according to the current
tax rates.

The Group comprises the following operating segments.

Personal Banking

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

Business Banking

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

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments

Subsidiaries include islandssjodir hf. (Iceland Funds), Allianz island hf. and other less significant subsidiaries. Assets and liabilities of
subsidiaries, that are classified as non-current assets and disposal groups held for sale, are included in the column "Other subsidiaries".
All inter-company eliminations are included in the column "Eliminations & adjustments".

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

4. Operating segments (continued)

Corporate & Treasury & Subsidiaries,

1 January to 30 June 2023 Personal Business Investment Proprietary Cost The Bank  eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
Net interest iINCOMeE (EXPENSE) ....covimuiiiiiiieieeeieee e 8,785 8,558 6,768 1,013 (170) 24,954 81 25,035
Net fee and commission iINCOME (EXPENSE) ......ccuvvevrriiieiiiiieiiie e 2,076 1,118 2,286 4 (26) 5,458 1,603 7,061
Other net operating iNCOME .........cooiiiiiiiiiie e 124 62 857 215 95 1,353 (1,018) 335
Total operating income 10,985 9,738 9,911 1,232 (101) 31,765 666 32,431
Salaries and related EXPENSES ..........ciiiiiiiiiiiiiiiie e (1,269) (1,136) (1,056) (140) (3,651) (7,252) (537) (7,789)
Other Operating EXPENSES .........iiriiiiiierii ittt (1,306) (591) ( 545) (353) (2,754) (5,549) (395) (5,944)
AdMINISTrative fiNe .......c.eeiiii - - - - (860) (860) - (860)
BaNK t8X ..ot (415) (223) (271) (31) (7 (947) - (947)
Net impairment on financial assets ............cccociiiiiiiiii (95) (356) 982 40 - 571 (1) 570
COSt AlIOCALION ... (2,757) (2,144) (1,903) 386 6,418 - - -
Profit (loss) before tax 5,143 5,288 7,118 1,134 (955) 17,728 (267) 17,461
Income tax iNCOME (EXPENSE) .......eeiiuuieeiiiieeiiiee ettt (1,445) (1,433) (1,916) (448) 241 (5,001) (126) (5,127)
Profit (loss) for the period from continuing operations 3,698 3,855 5,202 686 (714) 12,727 (1393) 12,334
Net segment revenue from external CUSTOMETS ..........cccccvveiviiiiiiiiiee e 17,191 11,252 15,248 (11,982) 56 31,765 666 32,431
Net segment revenue from other segments ............ccccooiii e (6,206) (1,514) (5,337) 13,214 (157) - - -
Fee and commisSioN INCOME ........cocuiiiiiiiiiiiiie et 3,788 1,146 2,320 215 (5) 7,464 1,605 9,069
Depreciation, amortisation, and write-offs ...........ccccoiiiiiiiiii s (86) (28) - - (620) (734) (7) (741)
At 30 June 2023
LO@NS t0 CUSTOMENS ...t 566,704 305,718 365,140 191 5 1,237,758 - 1,237,758
OFhEr @SSELS ... e 3,431 2,223 11,054 329,276 9,451 355,435 46 355,481
Total segment assets 570,135 307,941 376,194 329,467 9,456 1,593,193 46 1,593,239
Deposits from CUSTOMETS .......cocuiiiiiiiiiiiieee e 386,537 242,326 172,319 18,184 - 819,366 (2,725) 816,641
Other lIabilities .........coooviiiii i 1,834 1,596 14,443 534,984 6,938 559,795 1,279 561,074
Total segment liabilities 388,371 243,922 186,762 553,168 6,938 1,379,161 (1,446) 1,377,715
AllOCAtEd QUILY .....eeeeieiiiecee e 41,208 45,853 67,156 58,839 976 214,032 1,492 215,524
RiSk €XPOSUIre @MOUNT ....ccueiiiiiiiieiie e 259,388 289,664 401,608 56,437 6,845 1,013,942 1,255 1,015,197

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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Notes to the Condensed Consolidated Interim Financial Statements

4. Operating segments (continued)

Corporate & Treasury & Subsidiaries,
1 January to 30 June 2022 Personal Business Investment Proprietary Cost The Bank  eliminations & The Group
Banking Banking Banking Trading centres total adjustments total

Net interest iINCOMeE (EXPENSE) ....covimuiiiiiiieieeeieee e 6,863 6,582 5,131 961 (104) 19,433 30 19,463
Net fee and commission iINCOME (EXPENSE) ......ccuvvevrriiieiiiiieiiie e 1,915 1,080 2,166 (70) (1) 5,090 1,408 6,498
Other net operating iNCOME .........cooiiiiiiiiiie e 333 70 910 658 98 2,069 (1,391) 678
Total operating income 9,111 7,732 8,207 1,549 (7) 26,592 47 26,639
Salaries and related EXPEeNSES ..........cccevviiiiiiiiiicre e (1,201) (965) (881) (143) (3,202) (6,392) (426) (6,818)
Other Operating EXPENSES .........iiriiiiiiirii ettt (1,224) (527) (496) (261) (2,249) (4,757) (252) (5,009)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (129) (33) (3) - - (165) - (165)
BaNK t8X ..ot (391) (189) (262) 7 (7) (842) - (842)
Net impairment on financial assets ............cccociiiiiiiiii (160) 359 125 791 - 1,115 (57) 1,058
CoSt AllOCAtION ... (2,388) (1,697) (1,643) 298 5,430 - - -
Profit before tax 3,618 4,680 5,047 2,241 (35) 15,551 (688) 14,863
Income tax iNCOME (EXPENSE) .......eeiiuiiiiiiiieeiiiie ettt (1,043) (1,266) (1,380) 10 7 (3,672) (122) (3,794)
Profit (loss) for the period from continuing operations 2,575 3,414 3,667 2,251 (28) 11,879 (810) 11,069
Net segment revenue from external CUSTOMETS ..........ccccceeeiiiiiiiniiec e 16,924 8,679 11,351 (10,425) 63 26,592 47 26,639
Net segment revenue from other segments .............cccooiiii e (7,813) (1947) (3,144) 11,974 (70) - - -
Fee and commisSIiON INCOME .........cccviiiiiiiieiii e 3,156 1,105 2,268 166 - 6,695 1,407 8,102
Depreciation, amortisation, and write-offs ...........ccccoiiiiiiiiii s (85) (28) (1) - (565) (679) (9) (688)
At 31 December 2022

LO@NS t0 CUSTOMENS ...t e e 552,181 278,823 354,787 848 - 1,186,639 - 1,186,639
OFNEr @SSELS ... s 3,158 2,100 3,859 360,594 9,387 379,098 498 379,596
Total segment assets 555,339 280,923 358,646 361,442 9,387 1,565,737 498 1,566,235
Deposits from CUSTOMETS .......cocuiiiiiiiiiiii e 361,994 244,645 164,390 21,529 - 792,558 (2,661) 789,897
Other lIabilities .........coooviiiiiiie e 2,597 2,054 5,565 540,189 5,785 556,190 1,274 557,464
Total segment liabilities 364,591 246,699 169,955 561,718 5,785 1,348,748 (1,387) 1,347,361
AlOCAEA EQUILY ...ttt 39,228 40,433 62,400 73,966 962 216,989 1,885 218,874
RiSk €XPOSUIre @MOUNT .....couviiiiiiiieiie et 255,938 263,011 404,917 67,970 6,107 997,943 1,548 999,491
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Notes to the Condensed Consolidated Interim Financial Statements

4. Operating segments (continued)

Subsidiaries, eliminations & adjustments

1 January to 30 June 2023 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net interest INCOMe ........ccooiiiiiiii 5 38 37 1 81
Net fee and commission income (EXPENSE) ........cccevvveeeiiiieeennns 765 739 (15) 114 1,603
Other net operating iNCOMEe ...........cooiiiiiiiiiiiie e (9) 1 167 (1,177) (1,018)
Total operating income 761 778 189 (1,062) 666
Salaries and related exXpenses ...........cccovceeeiiiieiiniie e (367) (135) (35) - (537)
Other operating EXPENSES ...........ceiieiiiiiiiiiieee e (113) (405) (135) 258 (395)
Net impairment on financial assets ...........cccccoviiiiiiiiiicc e, (1) - - - (1)
Profit (loss) before tax 280 238 19 (804) (267)
INCOME taX EXPENSE .....oviiiiiiiiiiiiee e (56) (70) - - (126)
Profit (loss) for the period from continuing operations 224 168 19 (804) (1393)
Net segment revenue from external customers ..............cccccc..e. 915 853 3 (1,105) 666
Net segment revenue from other segments .............cccccoeiiieen. (154) (75) 186 43 -
Fee and commission iNCOME ...........cceeiiiiiiiiiieeiiee e 1,044 739 - (178) 1,605
Depreciation, amortisation, and write-offs ...........cccccoiiinnnn. - (2) (1) (4) (7)
At 30 June 2023
Total @SSELS ....cooveiiiiiei e 2,024 1,991 5,437 (9,406) 46
Total ADIlIHIES ........cooveiiiiiie e 321 980 74 (2,821) (1,446)
Total €QUILY ..o 1,703 1,011 5,363 (6,585) 1,492
1 January to 30 June 2022 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net interest iNCOMe ........ccooiiiiiiii e 3 10 16 1 30
Net fee and commission income (eXpense) ...........cceceeeecieeennes 855 554 (15) 14 1,408
Other net operating iNCOME ...........cooiiiiiiiiiiiie e (97) 7 124 (1,425) (1,391)
Total operating income 761 571 125 (1,410) 47
Salaries and related eXpenses .........cc.eeveeeiiiiiiiiie e (299) (100) (27) - (426)
Other operating EXPENSES .........ccueeiiiiiiiiiiiiie e (112) (238) (101) 199 (252)
Net impairment on financial assets ...........ccccccoiiiiiiiiiiiiiiieee. - - - (57) (57)
Profit (loss) before tax 350 233 (3) (1,268) (688)
INCOME taX EXPENSE ....eeeeiiiiiie ettt (71) (51) - - (122)
Profit (loss) for the from continuing operations 279 182 (3) (1,268) (810)
Net segment revenue from external customers .......................... 903 576 3 (1,435) 47
Net segment revenue from other segments ............cccoceeeeninen. (142) (5) 123 24 -
Fee and commission iINCOME ..........cccuuiiiiiiiiiiiiiiiee e 1,123 554 - (270) 1,407
Depreciation, amortisation, and write-offs .............cccccoieiinineen. - - (4) (5) (9)
At 31 December 2022
Total @SSELS ....oeiiiiiiiecie e 2,472 1,926 5,469 (9,369) 498
Total abIlIties ..........coorviiee e 354 714 134 (2,589) (1,387)
Total @QUILY ..oooeeeeeiee e 2,118 1,212 5,335 (6,780) 1,885
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Notes to the Condensed Consolidated Interim Financial Statements

5.

Net interest income

2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
Cash and balances with Central Bank ..............ccoooiiiiiiiiiiiieeeeeeeee e 2,602 789 1,376 391
Loans to credit iNSHULIONS ........ooiiiii e 1,197 70 693 52
LOANS 10 CUSTOMEIS ....eeeceieeee ettt e e e et e e e et es 58,732 38,510 30,392 21,334
Financial assets mandatorily at fair value through profit or 1oss ..........cccccoviiiiiiiiiniinen. 4,593 2,654 2,501 1,451
(O (gL g T oY £ PRSP PPRPRRN 2 3 1 1
Interest income 67,126 42,026 34,963 23,229
Deposits from Central Bank and credit institutions .............ccccoiiiiiiii e, (104) (92) (71) (52)
Deposits fromM CUSTOMETS .....cooiiiiiiiiiie ettt e e e e ea e e e nne (22,399) (8,596) (12,197) (5,124)
Debt issued and other borrowed funds designated as at FVTPL .........cccocceiiiiieiiiiicenns (655) (304) (515) (134)
Debt issued and other borrowed funds at amortised Cost ...........ccccooiiiiiiiiiiiiiiiiee (14,338) (11,473) (7,080) (6,536)
SUDOrAINAIEA IOBNS ... (1,585) (571) (786) (292)
Lease lI@bilitieSs .........eeiiieiiiiiieie e (40) (41) (20) (20)
Other Iabilities ..........ooiieiiieie e e (2,970) (1,486) (1,682) (817)
Interest expense (42,091) (22,563) (22,351) (12,975)
Net interest income 25,035 19,463 12,612 10,254
Net fee and commission income
2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
ASSEE MANAGEMENT ...ttt e e e e ettt e e e e e e e e e e e e e e e e e nnraeees 1,451 1,550 712 763
Investment banking and broKerage .............cooouiiiiiiiiiiiii e 1,664 1,793 838 901
PaymeEnt PrOCESSING ....ccoiiiieiiiiiei ettt e e et e e e e e e e et e e e e e e e nnnaeeeens 3,811 2,856 2,062 1,623
L0ANS @Nd QUATANTEES .......viiiiiiiiieiie et 1,131 1,203 577 647
Other fee and cOMMISSION INCOME .........ciiiiiiiiiee e 1,012 700 487 345
Fee and commission income 9,069 8,102 4,676 4,279
BIOKEIAGE ...t (258) (251) (151) (144)
Clearing and settlement ........ ..o (1,743) (1,262) (928) (701)
Other fee and COMMISSION EXPENSE .......ciiiiiiiiiiiieiiiiee ettt (7) (91) (5) -
Fee and commission expense (2,008) (1,604) (1,084) (845)
Net fee and commission income 7,061 6,498 3,592 3,434

Fee and commission income by segment is disclosed in Note 4.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first half 2023

20

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

7.

Net financial income (expense)

2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
Net gain (loss) on financial assets and financial liabilities mandatorily at FVTPL ............. 84 (2,784) (1965) (1,101)
Net gain (loss) on financial liabilities designated as at FVTPL ..........cccccoiiiiiniiiiiniicens (338) 2,903 342 1,315
Net gain (loss) on fair value hedges ... 22 (6) (39) (6)
Net gain on derecognition of financial liabilities measured at amortised cost ................... 21 - 103 -
Net financial income (expense) (21) 113 (559) 208
The following table shows the categorisation of the net financial income (expense) by type.
2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
Net loss on bonds and related derivatives ............ccoocueeiiiiiiiiiiiic e (1,060) (2,058) (367) (976)
Net loss on shares and related derivatives ... (353) (887) (303) (370)
DiVIdeNd INCOME ...t 286 907 142 234
Net gain on debt issued and related derivatives ... 344 397 169 275
Net gain (loss) on economic hedging and other derivatives ............ccccceiviiiiniiiiniieene 762 1,754 (200) 1,045
Net financial income (expense) (21) 113 (559) 208
Net foreign exchange gain
2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
Cash and balances with Central Bank .............cccooiiiiiiiiiiii e (61) (98) (2) (26)
Loans at @amortiSEd COSE .......ooii i a e (9,069) (8,922) (579) (1,730)
Financial assets mandatorily at fair value through profit or loss ..........ccccccoviiiiiiiiiniinen. (7,669) (9,484) (2,171) (5,596)
OLNEI @SSEIES ...eeeiiieiiii ettt e e e e et e e e e e e e et bt e e e e e e e e nnteeeaaeeeannnnees 5 (7) 1 (3)
Net foreign exchange loss for assets (16,794) (18,511) (2,751) (7,355)
DIBPOSIES ... et 4,242 3,129 (89) 97
Debt issued and other borrowed funds designated as at fair value through profit or loss . 1,819 5,730 (105) 2,084
Debt issued and other borrowed funds at amortised COSt ............ccoorviiiiiiiiinicniee 9,228 6,293 2,024 3,277
ST o o] o [TgP=1 (=To Il [o =T o I ORI 1,797 3,600 969 1,972
Net foreign exchange gain for liabilities 17,086 18,752 2,799 7,430
Net foreign exchange gain 292 241 48 75
Other operating income
2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6  1.4-30.6
Net gain from sale of @SSOCIAtES ..........eeiiiiiiiiiiii e - 158 - -
Share of profit (loss) of associates, net of INCOME tax .........cccovviieiiiiiieiiie (16) 32 (25) 30
LEGAI FEES ..o e e e et e e e e e e anaeeeaaeeaan 26 25 14 12
RENTAI INCOME ... e 34 19 17 10
Other net 0perating INCOME .........uiiiiiii et e e e e e e e e e 20 90 15 7
Other operating income 64 324 21 59
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. Salaries and related expenses
2023 2022 2023 2022

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

SAIAMES ... s 5,988 5,237 2,944 2,616

Contributions to PENSION fUNAS ........cccuiiiiiie e e e e e eneaaees 904 802 449 393

Social security charges and financial activities tax” ............cccc i 809 719 400 363
Other salary-related EXPENSES .........ccuuiiiiiiiiiiiiie it 88 60 36 24
Salaries and related expenses 7,789 6,818 3,829 3,396

*Financial activities tax calculated on salaries is 5.5% in 2023 (2022: 5.5%).

Birna Einarsdattir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of islandsbanki
as of 28 June 2023. The agreement concluded with the former CEO is in full compliance with the underlying employment agreement, in
accordance with the Bank's remuneration policy, as approved at the latest Annual General Meeting, and the current Act on Financial
Undertakings. The employment agreement stipulated a notice period of twelve months and wages and benefits for the period amount to
ISK 56.6 million. Payments are to be made monthly over a twelve-month period in the form of salary. The former CEO also maintains all
rights regarding leave and pension during that period. Other provisions are standardised and in accordance with the employment

agreement and relevant collective wage agreements.

Other operating expenses
2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.4-30.6 1.4-30.6
ProfeSSIONal SEIVICES ........uuiiiiiiieee et e e e e e eaeaas 1,411 941 686 532
Software and IT expenses ............ et ete et e e ———eee e e —————aaeeaa————. 2,443 2,269 1,179 1,109
Real estate and office eqUIPMENt ... 356 256 140 133
Depreciation, amortisation, and Write-0ffs ............ccceeveeiiiiiiiiiie s 741 688 367 349
Other administrative @XPENSES ..........coooiiiiiiiiiii e 993 855 490 474
Other operating expenses 5,944 5,009 2,862 2,597
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12. Administrative fine

At year-end 2022, islandsbanki received the preliminary findings from the Financial Supervisory Authority of the Central Bank of Iceland's
(FSA) inspection into the Bank's execution of the offering by the Icelandic State of a 22.5% stake in the share capital of islandsbanki that
took place in March 2022 (the Offering). On 22 June 2023 the Bank announced that the Board of Directors accepted the FSA's offer to
conclude the matter with a settlement agreement (the Settlement Agreement).

The Settlement Agreement provides that the Bank admits, that in the preparation and execution of the Offering, it did not comply with
applicable legal requirements and internal rules of the Bank on the provision of investment services, particularly in relation with recording of
telephone communications, provision of information to clients in the Offering, investor classification requirements, and measures to prevent
conflicts of interest e.g., segregation of duties and employees' transactions. The Settlement Agreement states that the Bank's
implementation of corporate governance and internal controls as well as a risk-based approach to supervision of recordings of telephone
communications were insufficient. Furthermore, the Settlement Agreement states that the Bank should have carried out a separate risk
assessment regarding its role in the Offering. The Settlement Agreement also states that in provision of investment services in connection
with the Offering the Bank did not, in all respects, satisfy its obligation to act honestly, fairly, and professionally and to promote market
integrity.

Under the terms of the Settlement Agreement, the Bank agreed to pay a fine in the amount of ISK 1,160 million and admitted to having
violated certain provisions of the Act on Markets in Financial Instruments no. 115/2021 and the Act on Financial Undertakings no. 161/2002
in connection with the Offering. Furthermore, the Bank undertakes to carry out certain remedial measures within a specified period. The
Bank's Chief Audit Executive shall prepare a report on the Bank's compliance with the remedial measures for confirmation to the Board of
Directors of the Bank and submission to the FSA before 1 November 2023.

The Bank recognised a provision of ISK 300 million in connection with the preliminary findings from the FSA's inspection into the execution
of the Offering in the 2022 Consolidated Financial Statements and in the second quarter of 2023 a charge of ISK 860 million has been
recorded in relation to this matter.

Birna Einarsdattir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of islandsbanki
as of 28 June 2023. The employment agreement stipulated a notice period of twelve months and wages and benefits for the period amount
to ISK 56.6 million. The former CEO also maintains all rights regarding leave and pension during the notice period. The Bank has expensed
in salaries and related expenses all cost relating to the agreement in the second quarter. The Board of Directors of the Bank appointed Jén
Gudni Omarsson as CEO. Jén Gudni has been with the Bank and its predecessors from the year 2000 and has served as CFO since 2011.
Jén Gudni will continue as CFO of Islandsbanki until a new CFO is appointed. On 1 July 2023 Kristin Hrénn Gudmundsdéttir was appointed
Managing Director of Corporate & Investment Banking, taking over from Asmundur Tryggvason who stepped down. His employment
contract stipulated a notice period of twelve months. The Bank will expense in salaries and related expenses all cost relating to the
agreement in the third quarter of 2023.

The Board of Directors called for a shareholder meeting to be held on 28 July 2023 to address the Settlement Agreement and the Bank's
reaction thereto, and to carry out an election of members to the Board of Directors of the Bank, alternate directors, and the Chairman of the
Board. Three members of the Board of Directors, Finnur Arnason, Chairman of the Board, Gudrin Porgeirsdéttir, Vice-Chairman of the
Board, and Ari Danielsson, member of the Board, have declared that they will not stand for re-election.
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13.

14.

15.

Net impairment on financial assets

2023 2022 2023 2022

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

Net change in expected credit losses, on-balance sheet items 610 1,211 1,069 604
Net change in expected credit losses, off-balance sheet items (40) (228) 176 (104)
Changes in provision due to Court FUINGS .........cooiiiiiiiiiiiii e - 75 - 75
Net impairment on financial assets 570 1,058 1,245 575

Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2023 is 20% (2022: 20%). Special financial
activities tax is calculated as 6% of the Bank's taxable profit exceeding ISK 1 billion in accordance with the Act on Financial Activities Tax
no. 165/2011. The effective income tax rate in the Group's income statement for the first half 2023 is 29.4% (first half 2022: 25.5%).

2023 2022
1.1-30.6  1.1-30.6
Current tax expense excluding discontinued OPEratioNS ............oocuiiiiiiiiiiiiie e 4,273 2,434
Special fINANCIal ACHVILIES 18X ......ceiiiiiie ettt e e et e e e e e e et e e e e e e e e e s nnbaeeeaeeeaannnees 1,222 545
Adjustments in prior year's calculated INCOME taX ........coiiiiiiiiiiii it (18) (591)
Changes in deferred tax assets and deferred tax liabilities .............cceiiiiiiiiiiiii e (350) 1,406
Income tax recognised in the income statement 5,127 3,794
Income tax recognised in other comprehensive income (150) (110)

2023 2022

1.1-30.6 1.1-30.6

Profit DEfOrE taX ......oovvieie e as 17,461 14,863
20% income tax calculated on the profit for the period ............cccooiiiiiiie 3,492 20.0% 2,973 20.0%
Special financial aCtiVIties taX ........uuiviieiiiiiie e 1,222 7.0% 545 3.7%
Share in taxes of non-independent taxpayers .............cccociiiiiiiiiiiiii - 0.0% 150 1.0%
Adjustments in prior year's calculated iNCOMEe taX ...........ccceeeriiiiiiiiieeiiee e (18) (0.1%) (455) (3.1%)
Income NOt SUDJECE 10 1AX ...ccoeiiiiiiii (57) (0.3%) (202) (1.4%)
NON-AEAUCHDIE EXPENSES ....eeviiiiiiiiiiiiee ettt e e e e e e e e et e e e e e ennnreaeaeeeas 517 3.0% 769 5.2%
Other differenCes ... e (29) (0.2%) 14 0.1%
Effective income tax expense 5,127 29.4% 3,794 25.5%

The Bank is taxed jointly with its subsidiary Islandssjodir hf. (Iceland Funds).

Earnings per share
Continued operations  Discontinued operations  Profit for the period
2023 2022 2023 2022 2023 2022
1.1-30.6 1.1-30.6 1.1-30.6 1.1-30.6 1.1-30.6  1.1-30.6
Profit (loss) attributable to shareholders of the Bank .................. 12,334 11,069 16 (2) 12,350 11,067
Weighted average number of outstanding shares ..................... 1,995 2,000 1,995 2,000 1,995 2,000
Basic earnings per share 6.18 5.53 0.01 (0.00) 6.19 5.53

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 (2022: none).
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16. Classification of financial assets and financial liabilities

At 30 June 2023 Mandatorily Hedge Designated Amortised Carrying

at FVTPL accounting as at FVTPL cost amount
Cash and balances with Central Bank ..............cccccvviieiiiiiiiiieec e - - - 78,275 78,275
Loans to credit inStitutions ...........ooooviiiiiiiie e - - - 97,749 97,749
Listed bonds and debt instruments .............cccooiivieiiiiii e 130,320 - - - 130,320
Listed bonds and debt instruments used for economic hedging .................. 1,146 - - - 1,146
Unlisted bonds and debt inStruments ...........ccccvveeiiiiiiiiiiee e 5 - - - 5
DEIVALIVES ... .ot 5,374 - - - 5,374
LO@NS t0 CUSIOMES ... e - - - 1,237,758 1,237,758
Listed shares and equity instruments ............ccccooiiiiiiiiin e 2,657 - - - 2,657
Listed shares and equity instruments used for economic hedging ............... 7,474 - - - 7,474
Unlisted shares and equity instruments ... 1,989 - - - 1,989
Other financial @SSELS .......ccovicuiiiiie e - - - 15,015 15,015
Total financial assets 148,965 - - 1,428,797 1,577,762
Deposits from Central Bank and credit institutions .............ccccccoiiie - - - 14,306 14,306
Deposits from CUSTOMETS .......ccociiiiiiiee e - - - 816,641 816,641
Derivative instruments and short positions ... 11,008 1,056 - - 12,064
Debt issued and other borrowed funds ...........ccceeeeiiiiiiiiieee e, - 43,730 92,621 324,562 460,913
Subordinated (08NS ..........coeiiiiiiii e - - - 33,104 33,104
Other financial liabilities ............ccccviiiiieiiiie e - - - 22,017 22,017
Total financial liabilities 11,008 44,786 92,621 1,210,630 1,359,045
At 31 December 2022 Mandatorily Hedge Designated Amortised Carrying

at FVTPL accounting as at FVTPL cost amount
Cash and balances with Central Bank ..............cccccvvviiiiiiiiiiine e - - - 94,424 94,424
Loans to credit inStitutions ...........o.oovuiiiiiiie e, - - - 110,364 110,364
Listed bonds and debt instruments .............cccooiiveeiiiii e 125,318 - - - 125,318
Listed bonds and debt instruments used for economic hedging .................. 3,454 - - - 3,454
Unlisted bonds and debt inStruments ...........ccccceeeiiiiiiiieiee e 2,032 - - - 2,032
DEIVALIVES ...t 7,461 - - - 7,461
LO@NS t0 CUSIOMETS ... e - - - 1,186,639 1,186,639
Listed shares and equity instruments ............ccccooiiiiiiii i, 3,221 - - - 3,221
Listed shares and equity instruments used for economic hedging ............... 10,401 - - - 10,401
Unlisted shares and equity instruments ..o 2,246 - - - 2,246
Other financial @SSELS .......ccoviciviiiie e - - - 5,411 5,411
Total financial assets 154,133 - - 1,396,838 1,550,971
Deposits from Central Bank and credit institutions .............ccccccoie - - - 15,269 15,269
Deposits from customers ...........ccccccveeevicciiieeeeeens - - - 789,897 789,897
Derivative instruments and short positions .... 9,208 1,596 - - 10,804
Debt issued and other borrowed funds .......... - 49,579 83,437 335,254 468,270
Subordinated loans .......... - - - 34,392 34,392
Other financial liabilities .............cccuiiiiiiiiice e - - - 11,329 11,329
Total financial liabilities 9,208 51,175 83,437 1,186,141 1,329,961
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17. Fair value information for financial instruments

Financial instruments carried at fair value

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

The following table shows financial instruments carried at fair value at 30 June 2023 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.

There were no changes in the Group's valuation processes, valuation techniques, and types of inputs used in the fair value measurements
during the period.

At 30 June 2023 Level 1 Level 2 Level 3 Total
Bonds and debt iNStIUMENTS .........cocuiiiiiie e e e arae e 131,466 - 5 131,471

Derivatives ........ccccoeeeeviiineee. - 5,374 - 5,374
Shares and equity instruments 10,131 - 1,989 12,120
Total financial assets 141,597 5,374 1,994 148,965
ST 1] oo ] 11T o I SO UPUPPPPPTTN 208 - - 208
Derivative iNSITUMENES .......euiiiiiiieiee e e e e e e e nnrareaeaeeens - 11,856 - 11,856
Debt issued and other borrowed funds designated as at FVTPL ........cccccoiiiiiiiiiiniiins 92,621 - - 92,621

Total financial liabilities 92,829 11,856 - 104,685
At 31 December 2022 Level 1 Level 2 Level 3 Total
Bonds and debt iNStrUMENtS ...........oiiiiiiii e 128,772 - 2,032 130,804
DEIIVALIVES ...eeiiieeiiieiie ettt et e e e e e et e e e e e e e e ata e e e e e e s e nntaaeaeeeeeannreneeas - 7,461 - 7,461

Shares and equity INSTIUMENTES ... 13,623 - 2,245 15,868
Total financial assets 142,395 7,461 4,277 154,133
ST T oo 17T o 1SRRI 285 - - 285
Derivative INSTIUMEBNES .........oouiiiiie et e e et es - 10,519 - 10,519
Debt issued and other borrowed funds designated as at FVTPL .........cccocceiiiiieiinicenns 83,437 - - 83,437
Total financial liabilities 83,722 10,519 - 94,241

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

Fair value at 1 JAanUAry 2023 ... ..ottt e e e e ettt et e e e e e bttt e e e e e e e e abeeeeea e e e e ababeeeaaeeaanbeaeeeaeaeaannbeneaaaeaaannes 2,032 2,245
Sales and share capital FEAUCHION ...........oiiiiii ettt e et e e et e et e e e s aareeeanes (2,127) (249)
Net gain (loss) on financial instruments recognised in Profit Or I0SS .........c.uuiiiiiiiiii s 100 (7)
Fair value at 30 June 2023 5 1,989
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17.

18.

Fair value information for financial instruments (continued)
Bonds and Shares and
debt equity
instruments instruments

Fair value @t 1 JANUANY 2022 ...........oooiiiiiiiiieeee ettt ettt e ettt e e b et e e e a et e e e s ba e e e aa b et e e be e e e e nb e e e e be e e e ate e e 50 4,052
U] (o] g F= 1T =T SO EEUPURPORRNt 2,000 38
Sales and share capital FEAUCTION ...........oiiiiiii ettt e et e nb e s raneeeanes (22) (454)
Net gain on financial instruments recognised in Profit Or 0SS ..........cooiiiiiiiiiii e 4 347
TranSTErS 10 LEVEI 1 OF 2 ...ttt oottt h et e e bb et e e ab e e e e be e e e e sttt e e eabe e e nnbeeeenneeas - (27)
TranSTErS 10 @SSOCIAIES ....cei ittt ettt e oo oottt e e e e e e he bttt e e e e e e aaate et e aaaeeannbeeeeaeeeaansbneeeaaeaannnrnneen - (1,711)
Fair value at 31 December 2022 2,032 2,245

At the end of each reporting period the Group determines whether transfers have occurred between levels in the hierarchy, by reassessing
categorisation based on the lowest level input that is significant to the fair value measurement as a whole.

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 following table shows how profit would have been affected if one or more of the inputs for fair value measurement in Level 3 were
changed.

At 30 June 2023 Very

Carrying Very Unfavour-  unfavour-
Effect on profit: amount favourable Favourable able able
Level 3 bonds and debt instruments .............ccoooiiiiiiiiiii 5 16 5 (2) (5)
Level 3 shares and equity instruments 1,989 1,937 1,123 (103) (217)
At 31 December 2022 Very

Carrying Very Unfavour-  unfavour-
Effect on profit: amount favourable Favourable able able
Level 3 bonds and debt instruments ....... 2,032 14 4 (4) (7)
Level 3 shares and equity instruments 2,245 1,936 1,119 (109) (224)

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 carrvina amount as they are short-term in nature. They are thus classified as Level 2.

Liabilities

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

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

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

The following table shows the fair value measurement and classification of the Group's assets and liabilities not carried at fair value. The
different levels are defined in Note 17.
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18.

19.

Financial instruments not carried at fair value (continued)

Total fair Carrying
At 30 June 2023 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ..............cccccveiiiiiiiiiiiiee e - 78,275 - 78,275 78,275
Loans to credit inStitutions ...........ooooviiiiiiiie e - 97,749 - 97,749 97,749
LOaNS t0 CUSIOMENS .......eiiiiiiee e - - 1,219,693 1,219,693 1,237,758
Other financial @SSEtS .......coooeiiiiiiiiieeee e - 15,015 - 15,015 15,015
Total financial assets - 191,039 1,219,693 1,410,732 1,428,797
Deposits from Central Bank and credit institutions .............ccccccoiiie - 14,223 - 14,223 14,306
Deposits from CUSTOMETS ........coiiiiiiiiee e - 816,646 - 816,646 816,641
Debt issued and other borrowed funds ...........cccoooviiieiiiiiiiieee e, 223,855 90,673 - 314,528 324,562
Subordinated I0aNS ........cceiiiiiiiiiii e - 33,533 - 33,533 33,104
Other financial liabilities .............cccouveiiiiiiiii e, - 22,017 - 22,017 22,017
Total financial liabilities 223,855 977,092 - 1,200,947 1,210,630

Total fair Carrying
At 31 December 2022 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ..............cccccovviiiiiiiiiieee e - 94,424 - 94,424 94,424
Loans to credit inStitutions ...........oooovuiiiiiiie e - 110,364 - 110,364 110,364
LO@NS t0 CUSIOMETS ... e - - 1,171,380 1,171,380 1,186,639
Other financial @SSEtS .......ccooeiiiiiiiiieeee e - 5,411 - 5,411 5,411
Total financial assets - 210,199 1,171,380 1,381,579 1,396,838
Deposits from Central Bank and credit institutions ..............cccccoiie - 15,108 - 15,108 15,269
Deposits from CUSTOMETS .......ccocieiiiiiee e - 789,938 - 789,938 789,897
Debt issued and other borrowed funds™ .............oooviieiiiiiiiiiiee e, 215,189 113,950 - 329,139 335,254
Subordinated 08NS ........ceeiiiiiiiiiii e - 36,070 - 36,070 34,392
Other financial liabilities .............cccoveiiiiiiiii e - 11,329 - 11,329 11,329
Total financial liabilities 215,189 966,395 - 1,181,584 1,186,141

*Comparative figures have been changed with immaterial effects.

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.

At 30 June 2023, and at year-end 2022, no netting occurred between financial assets and liabilities subject to enforceable master netting

agreements and comparable arrangements, resulting in no offsetting.

Derivatives 30.6.2023 31.12.2022
NEt INANCIAI @SSEES ..ottt e ettt ne e e e e e 5,374 7,461

Amounts not set off but subject to master netting arrangements and similar agreements ..............cccccceiiiiii. (3,703) (6,382)
Bl o F= Lo Tor e T =T o] = PRSP RPTRPPPRNt (747) (856)
- Cash COlIAtEral FECEIVEA ... ittt e e oottt et e e e e e bt et e e e e e e e s abeeeeaeeaaannsbeeeeaeeaannsaneaaaaaanns (2,297) (4,962)
- Financial instruments collateral reCEIVEA .............oii it (659) (564)
Net amount after consideration of potential effect of netting arrangements 1,671 1,079

Derivative instruments and short positions 30.6.2023 31.12.2022
Net fINANCIAI ADIIILIES ........cooiiieie ettt ettt e e e e et e e e e e e e et e e e e e eeabeeeeeeeeraanaeaeeees 12,064 10,804
Amounts not set off but subject to master netting arrangements and similar agreements ...........cccccoviiiiiiiiieiiinen. (6,733) (7,486)
Bl 1 =T Lo =B T Y £ PRSP (747) ( 856)
- Cash collateral PIEAGEA ............eiiiiiiiit ettt et e et a bt e b e e e e b e nb e e e aate e e (5,986) (6,630)
Net amount after consideration of potential effect of netting arrangements 5,331 3,318
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20.

21.

22.

Cash and balances with Central Bank

30.6.2023 31.12.2022
[0F= 1] g 1] o T o =T o E SO RURPPPRR 4,191 3,563
Unrestricted balances with Central Bank .............cooioiiiiiiiiii et e e e e e e e e e s e e e e e e e s snnneeeeaeeens 54,415 80,866
Cash and unrestricted balances with Central Bank 58,606 84,429
Balances pledged as collateral to Central BanK ..............cooiiiiiiiiiiiiiiie e 483 483
Mandatory reserve deposits with Central Bank .............coooo i 19,186 9,512
Cash and balances with Central Bank 78,275 94,424
Loans to credit institutions
30.6.2023 31.12.2022
MONEY MATKEE IOBNS ...ttt e oot e e e et e ettt e e bb et e s b et e e e st e e e nabe e e e nbeeeeenees 74,572 55,742
BaNK @CCOUNES ... oottt e et e e e e ettt e e e e e et et ee e e e e ettt e e e e e e e tata e eeeeeetaa e e e e e s taanaeeeeeraraaaeaeeeres 23,177 54,606
L0 =T g o =T o 1SR - 16
Loans to credit institutions 97,749 110,364
Derivative instruments and short positions
Notional Notional
values values
At 30 June 2023 related to related to
Assets assets  Liabilities liabilities
Interest rate swaps ...........ccccvveeeennn. 3,675 42,095 8,114 213,192
Cross-currency interest rate swaps .. - - 936 32,183
Equity forwards ..........cccocceeennnns 907 5,939 205 3,453
Foreign exchange forwards .... 246 15,877 648 24,318
Foreign exchange swaps .... 471 33,594 1,945 73,615
[S70] 0o I (o] 4NV o [P ORRON 75 1,338 8 1,581
Derivatives 5,374 98,843 11,856 348,342
Short positions i listed DONAS ..ot - - 208 143
Total 5,374 98,843 12,064 348,485
Notional Notional
values values
At 31 December 2022 related to related to
Assets assets Liabilities liabilities
INEErESt FAtE SWAPS ....eeiieiiiiiiiii ettt e e e et e e e e e e e anare e e e e e e e e annnaeeeeas 3,953 50,399 9,403 225,817
Cross-currency iNterest rate SWaPS .........ocuuiiiiiiie i 637 17,028 353 11,818
EQUItY FOMWAIAS ...ttt et e et e e et aeenneeaeens 765 8,389 130 3,486
Foreign exchange fOrWards ...........cooiiiiiiiiiiii e 750 20,437 95 9,944
FOreign eXChange SWaPS ........cciii ittt e ettt e e e e e e e e e e e e e nnneeeaens 1,221 38,733 537 46,487
12T g e B 0] a1 LVz=T o -SSR 135 3,834 1 286
Derivatives 7,461 138,820 10,519 297,838
Short positions i liSted DONAS ........ccouiiiiiiie e e - - 285 332
Total 7,461 138,820 10,804 298,170
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22.

23.

Derivative instruments and short positions (continued)

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

Short positions are in Icelandic Government bonds and bonds issued by municipalities, banks, and public companies. As a primary dealer the
Group has access to securities lending facilities provided by the Central Bank and other issuers. Majority of the securities lending facilities
have a maturity of less than a year.

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating rate
interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-rate
EUR denominated bonds (see Note 30) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge
accounting to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective,
the Group assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 June 2023 the total fair value of the
interest rate swaps in the hedging relationship was negative and amounted to ISK 1,056 million (2022: negative ISK 1,596 million) and their
total notional amount was ISK 44,610 million (2022: ISK 90,900 million).

Loans to customers

Net
At 30 June 2023 Gross carrying amount Expected credit losses carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIAUALS ... 575,733 6,335 5,888 (1,521) (160) (613) 585,662
Commerce and SEIVICES ........ccccovvviereiiiienieenieenneene 172,425 15,404 3,888 (1,039) (910) (528) 189,240
CoNSrUCHION .....c.veiiiieie e 70,617 3,808 457 (798) (88) (51) 73,945
ENEIQY .ot 10,522 - - (71) - - 10,451
Financial SErvices .........cccooueiiiiiiiiiiiiiee e 1,927 1 - (19) - - 1,909
Industrial and transportation .............ccocceeviiiieninenn. 86,172 1,141 8,504 (286) (41) (2,368) 93,122
Investment companies .........ccoocveeeiieieeiiiiee e 44,383 1,644 339 (631) (32) (34) 45,669
Public sector and non-profit organisations ................. 15,299 487 - (21) (6) - 15,759
Real estate .........cccceeiiiiiiice e 129,282 3,263 2,676 (458) (308) (323) 134,132
Seaf00d ....ooiiiiiiiice 87,072 883 30 (103) (11) (2) 87,869
Loans to customers 1,193,432 32,966 21,782 (4,947) (1,556) (3,919) 1,237,758

Net
At 31 December 2022 Gross carrying amount Expected credit losses carrying

Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIAUALS ... 562,460 5,134 5,256 (1,607) (175) ( 546) 570,522
Commerce and SEIVICES ........ccccevvviereiiiienieenieenneene 154,413 17,491 3,836 (974) (1,703) (841) 172,222
CoNSrUCHION .....ceveiiiieie e 57,885 2,285 402 (654) (66) (37) 59,815
ENEIQY .ot 10,456 - - (45) - - 10,411
Financial SErvices .........cccooveiiiiiiiiiiiieee e 2,641 1 - (20) - - 2,622
Industrial and transportation .............ccocceeviiiieninenn. 84,369 670 8,885 (303) (19) (2,524) 91,078
Investment companies .........ccoocveeeiieieeiiiiee e 38,712 1,577 732 (409) (210) (66) 40,336
Public sector and non-profit organisations ................. 10,857 219 1 (29) (2) - 11,046
Real estate .........cccceeiiiiiiice e 123,589 1,544 1,948 (493) (57) (234) 126,297
Seaf00d ....ooiiiiiiiice 101,491 854 63 (102) (3) (13) 102,290
Loans to customers 1,146,873 29,775 21,123 (4,636) (2,235) (4,261) 1,186,639
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24. Expected credit losses

Total allowances for expected credit losses

Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank ..................euuiiuuieieiiieiiiiiaes 4 - - 4
Loans to credit iINSHtULIONS .......ccociiiiiiie e 114 - - 114
LOANS 10 CUSTOMELS ..ottt e e e e e et e e e e et e s 4,947 1,556 3,919 10,422
Other fINANCIAl @SSELS ....eviiiiiiiiiiiiee e e e e e e e e e e e ennees 5 4 - 9
Off-balance sheet loan commitments and financial guarantees ..............cccocociiiinniinne. 890 223 265 1,378
At 30 June 2023 5,960 1,783 4,184 11,927
Cash and balances with Central Bank .............coooiiiiiiiiii e 3 - - 3
Loans to credit iINSHULIONS ........coceiiiiiie e 152 - - 152
LOANS 10 CUSTOMEIS ....eeeiieeie ettt e e e e e e et e e e e et ees 4,636 2,235 4,261 11,132
Other fINANCIAl @SSELS ....eviiiiiiiiiiiiee e e e e e e e e e e e ennees 9 4 - 13
Off-balance sheet loan commitments and financial guarantees ..............cccoccciiiiiniinne. 869 242 227 1,338
At 31 December 2022 5,669 2,481 4,488 12,638

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

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL 1JanUAry 2023 .......ooiiiiiee e e et 4,636 2,235 4,261 11,132
Transfer 10 StAgE 1 .....eiiiiiiii e e e e e e e e nraeees 680 (568) (112) -
Transfer 10 STAGE 2 ... (453) 541 (88) -
Transfer 10 StAge 3 .....eeiiiii e e e e e e e e (75) (250) 325 -
Net remeasurement of 0SS @llOWANCE ..........c.oeiiiiiiiiiiiii e (1,235) (451) (435) (2,121)
New financial assets originated or purchased ... 1,705 84 492 2,281
Derecognitions @and MatUrties ...........cooiiiiiiiiiiii e (311) (34) (405) (750)
VH-0FFS™ et - (1) (182) (183)
Recoveries of amounts previously written oOff ..o - - 47 47
FOreign @XChanGE ..........ooiiiii ettt e et e e e enneeas - - (135) (135)
UNWiINdiNg OF INEEIrEST .......eiiiiiie e - - 151 151
At 30 June 2023 4,947 1,556 3,919 10,422

*During the period financial assets amounting to ISK 161 million were written off but are still subject to enforcement activity.

Stage 1 Stage 2 Stage 3 Total
AL 1JAnUANY 2022 ... e e 3,830 3,804 5,931 13,565
Transfer 10 STAGE 1 ..ot 2,028 (1,743) (285) -
Transfer 10 STAGE 2 ... e (491) 936 (445) -
Transfer 10 STAGE 3 .. i (117) (460) 577 -
Net remeasurement of 0SS @llOWANCE ..........c.ceiiiiiiiiiiiii e (3,196) (308) (1,436) (4,940)
New financial assets originated or purchased ..o 3,425 1,742 3,849 9,016
Derecognitions and MatUrties ...........cooiiiiiiiiiieii e (842) (1,736) (3,292) (5,870)
VH-0FFS™ et (1) - (1,079) (1,080)
Recoveries of amounts previously written oOff ..o - - 146 146
FOreign @XChanQE ........ooiii ittt e e et e e e e e e e e e e e e e e nnennees - - (115) (115)
UNWiINdiNg OF INEEIrEST .......eeiiiiie e - - 410 410
At 31 December 2022 4,636 2,235 4,261 11,132

*During the year financial assets amounting to ISK 570 million were written off but are still subject to enforcement activity.
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24. Expected credit losses (continued)

Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total

At 1JaNUANY 2023 ...t 869 242 227 1,338
Transfer 10 STAGE 1 ..ooiuiiie s 167 (144) (23) -
Transfer 10 Stage 2 ... (81) 109 (28) -
Transfer 10 STAgE 3 ..o (3) (2) 5 -
Net remeasurement of 0SS AllOWANCE ..........oouiiiiiiiiiiie e (358) 7 100 (251)
New loan commitments and financial guarantees ............c.cccceviiiiiiiiie i 406 38 1 445
Derecognitions and Maturities .............oeiiiiiiiiiiie e (110) (27) (17) (154)
At 30 June 2023 890 223 265 1,378
AL 1JANUANY 2022 ... e e 545 298 158 1,001

Transfer 10 StAgE 1 .....eiiiiii e e e e e e e e nranees 207 (158) (49) -
Transfer 10 STAGE 2 ... (21) 68 (47) -
Transfer 10 StAgE 3 ... ..o e e e e e e nranees (7) (32) 39 -
Net remeasurement of 10SS @llOWANCE ..........c.coeiiiiiiiiiiii e (424) (185) (91) (700)
New loan commitments and financial guarantees ..............cccccceeiiiiiiiiie e 702 288 282 1,272

Derecognitions and MatUrities ...........cooiuiiiiiiieii e (133) (37) (65) (235)
At 31 December 2022 869 242 227 1,338

25. Investments in associates

30.6.2023 31.12.2022

Reiknistofa bankanna hf., an IT service centre company, Katrinartun 2, 105 Reykjavik ...................... Iceland 30.1% 30.1%
Nordurturninn hf., a rental company of commercial real estate, Borgartun 26, 105 Reykjavik Iceland 43.3% 43.3%

Nordurturninn hf. shares are divided into two categories, Class A shares and Class B shares. Class B shares hold all the voting rights and
receive all dividends up to ISK 3,509 million (CPI-linked, based on the CPI in June 2023). After Class B shareholders have received that
amount the class is then suspended, and Class A shares receive all the voting rights and the rights to dividend payments. islandsbanki owns
43.3% of Class B shares and 65.0% of Class A shares. Nordurturninn owns the real estate Hagasmari 3, where the Bank is the principal
lessee and rents over half the building for its headquarters.

26. Other assets
30.6.2023 31.12.2022

LT o= 172 o] L= PSRRI 1,561 1,848
Unsettled SECUNtIES tranNSACHIONS ..........cciiiiiiiiie ettt et e e e e et e e e e e ettt e e e e e e eaate e e e e s eaabaeeeeeens 13,491 3,591
LR (=] 2= 1T =Y 01T ET= SRR UPRRRP: 666 400
DEFEITEA TAX @SSELS ...ttt et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eaeeeaeeeeeaaeeeeaaeaeaaaaaaa e aaraaae 114 116
(0T =TT T Y £ P SPRPRPE 113 117
Other assets 15,945 6,072
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27.

28.

29.

Deposits from Central Bank and credit institutions

30.6.2023 31.12.2022

Deposits from Credit INSHIULIONS ........oooi ettt e e e e e st e e e e e e nenreeeaa e e s nnneseeaaeeeannnnes 14,207 15,105
Repurchase agreements With Central BanK .............cooiiiiiiiiiiiiiii et 99 164
Deposits from Central Bank and credit institutions 14,306 15,269

Deposits from customers

Demand deposits and deposits with maturity up to 3 MONtNS .........oiiiiiiiii e
Term deposits with maturity of more than 3 MONths ...

30.6.2023 31.12.2022

723,881 697,025
92,760 92,872

Deposits from customers

816,641 789,897

30.6.2023 31.12.2022
Deposits from customers specified by owners Amount % of total Amount % of total
Central government and state-owned enterpriSes ...........cccevvriiieiiiiieiiiie e 15,944 2% 8,791 1%
MUNICIPAIEIES ...ttt ettt e e et e et e e et e e e enbeeeaneeaeannes 9,873 1% 9,412 1%
(7] 0 0] 7= T 1= ST 391,558 48% 400,329 51%
INAIVIAUALS ..ttt et e e et e e ettt e e e neb e e e enneeeeaneeeaanneaeaan 399,266 49% 371,365 47%
Deposits from customers 816,641 100% 789,897 100%

Pledged assets

[oT= Tg T (o RN oINS (o 1= £ OSSPSR
Financial assets pledged as collateral with Central Bank .............cccooiiiiiiiiiiiiii e
Loans to credit INSHIULIONS ..........ooii et
Cash and balances pledged against CoOvered BONAS .............uiiiiiiiiiiiiiiiie ettt ee et e e e e e s enee e e e e e e e e annees

30.6.2023 31.12.2022
457,145 402,958

5,982 5,723
7,407 7,813
19,399 19,477

Pledged assets against liabilities

489,933 435,971

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 assets with the Central Bank to ensure the clearing of the Icelandic payment system as well as other contracts
with the Central Bank. Moreover, it has pledged cash in foreign banks and financial institutions, mainly as collateral for trades under ISDA

agreements to hedge market risk.
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30. Debt issued and other borrowed funds

First Maturity

Currency and outstanding nominal issued Maturity type Interest  30.6.2023 31.12.2022
ISB CB 23 - ISK 23,860 MillioN .......cooeiiiiiiieee e 2015 2023 Bullet Fixed rates 24,291 38,970
ISB CB 27 - ISK 31,937 mMillioN .......coooiuviiiiiiecieiieeeeeeeeeeee 2020 2027 Amortising Fixed rates 30,747 26,992
ISB CBF 27 - ISK 5,820 million 2022 2027 Bullet Floating rates 5,849 3,311

ISB CB - EUR 300 million* ......... 2022 2027 Bullet Fixed rates 43,730 43,875
ISB CBI 24 - ISK 28,050 million 2012 2024 Bullet Fixed rates 43,280 41,346
ISB CBI 26 - ISK 24,500 MillioNn ........ccccuvveieeeeieiiiiiieeeeee e 2015 2026 Bullet Fixed rates 34,242 32,555
ISB CBI 28 - ISK 25,809 MillioN .....oeiiiiiiieieeeeeee e 2019 2028 Amortising Fixed rates 33,872 33,456
ISB CBI 29 - ISK 12,340 MillioN .......cccovvriiieecceiiiieeeeeee e 2023 2029 Bullet Fixed rates 12,665 -
ISB CBI 30 - ISK 23,040 MillioN ...c..ceoeiiviiiieee e 2017 2030 Bullet Fixed rates 31,331 29,812
Covered bonds 260,007 250,317
EUR 49 MillioN™ ... 2020 2023 Bullet Fixed rates 7,184 43,876
EUR 0 million (callable 2023) ...........cccciiiiiiiiiiieiiee e 2018 2024 Bullet Fixed rates - 5,704
NOK 400 MillION «..ccovviieeeeeeeee et 2019 2024 Bullet Fixed rates 5,164 5,972
ISK 210 million .... 2019 2024 Amortising  Floating rates 193 282
NOK 150 MillION «..cooviiieeeeeee et 2021 2024 Bullet Floating rates 1,902 2,157
SEK 250 MIllION eeeniiiiiieee e 2021 2024 Bullet Floating rates 3,150 3,406
NOK 475 MIllION ..cooviiieeeeeee et 2021 2024 Bullet Floating rates 6,094 6,903
SEK 200 MIllION ©eeeniiiiiieee e 2021 2024 Bullet Floating rates 2,542 2,739
SEK 800 MIllION ..eeeiiiiiiee e 2022 2024 Bullet Floating rates 10,151 10,957
ISK 1,240 MIllION ©.oeeeeiiee e 2020 2025 Bullet Fixed rates 1,251 1,228
SEK 450 MIllION ..eeniiiiiiiee e 2021 2025 Bullet Floating rates 5,669 6,130
NOK 750 MIllION ©.coeeeeieeeeeeeee e 2021 2025 Bullet Floating rates 9,504 10,778
EUR 296 million** ... 2022 2025 Bullet Fixed rates 40,018 39,561

NOK 1,400 million 2022 2025 Bullet Floating rates 17,927 20,318
SEK 500 MillION ..ooiiiiiiiiiiiiiieiieeeeieeeeeeeeeee e anaeaeaeaee 2023 2026 Bullet Floating rates 6,385 -
EUR 300 MillION™ ™ ..ot 2023 2026 Bullet Fixed rates 45,418 -
ISK 3,374 MIllION ..o 2022 2027 Amortising  Floating rates 3,382 3,763
ISK 6,940 MIllION «.oeevevieeeeeeeeee e 2022 2027 Bullet Fixed rates 7,195 5,301

Unsecured bonds 173,129 169,075
(0] (1T oY =Yel U] (=T [ (oY= T o I S OO RRN 16,014 36,650
Other UNSECUIEA IO@NS .......eeiiiiiiiie ettt a e e et e e a et e et et e e ab e e e et et e e sbe e e e sab e e e e sbeeeaneneas 11,763 12,228
Other borrowed funds 27,777 48,878
Debt issued and other borrowed funds 460,913 468,270

The Group repurchased own bonds during the period amounting to ISK 52,312 million (2022: ISK 79,026 million).

*The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging instruments
(see Note 22). The interest rate swaps are hedging the exposure of the Group's changes in the fair value of this fixed-rate EUR denominated
bond arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the hedging
relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group assumes that
the benchmark interest rate is not altered as a result of IBOR reform. At 30 June 2023 the total carrying amount of the bond issuance
amounted to ISK 43,730 million and included in the amount are fair value changes amounting to ISK 1,773 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 30 June 2023 the total carrying amount of
the bonds amounted to ISK 92,620 million; included in the amount are negative fair value changes amounting to ISK 4,177 million. The
carrying amount of the bonds at 30 June 2023 was ISK 6,990 million lower than the contractual amount due at maturity.

The Group has issued additional bonds for its own use, e.g. for the purpose of securities lending and repurchase agreements. These bond
amounts are not included in the total.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first half 2023 34 Amounts are in I1SK million



Notes to the Condensed Consolidated Interim Financial Statements

31. Subordinated loans

Issued Maturity Callable Interest 30.6.2023 31.12.2022
Subordinated loans in SEK ...........cccoceveiiiiiiiiiieeeee 2018 2028 2023 Floating, STIBOR + 2.5% 6,314 6,820
Subordinated loans in SEK ..........cccccooeeiiiiiiiiiieeeiinen. 2019 2029 2024 Floating, STIBOR + 3.9% 6,276 6,785
Subordinated loans in ISK ...........ccccveeeieiciiiiieee e, 2022 2033 2028 Fixed, 8.62% 1,526 1,526
Subordinated loans in ISK .........ccccooeiiiiiiiiiiiiciec, 2022 2033 2028 Fixed CPI, 4.86% 9,685 9,199
Tier 2 subordinated loans 23,801 24,330
Subordinated loans in SEK ..o, 2021 Perpetual 2026 Floating, STIBOR + 4.75% 9,303 10,062
Additional Tier 1 subordinated loans 9,303 10,062
Subordinated loans 33,104 34,392

32. Other liabilities
30.6.2023 31.12.2022

Accruals ............. 2,786 2,448
[T ET N 1= o111 =T USRS PPRRR 3,749 3,708
Expected credit losses for off-balance sheet loan commitments and financial guarantees ... 1,378 1,338
WIhNOIAING 18X ...ttt ettt e s 1,609 2,921
Unsettled securities transactions ..... 12,534 3,805
T8 T [V [F=T o] 1) = PP PP PPN 3,799 2,381
Other liabilities 25,855 16,601

33. Custody assets
30.6.2023 31.12.2022

Custody assets - not managed by the GrOUD .......ooo it e e e e e e s e e e e e e e e anes 3,390,123 3,278,816
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34.

35.

islandsbanki's shareholders

The following table shows the largest shareholders of islandsbanki, taking into consideration treasury shares in the ownership calculation.

30.6.2023 31.12.2022

The Icelandic GOVEIMMENT ..........uu e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eaeaeaeaeaaaaaaaaaaeas Iceland 42.7% 42.5%
(1L T =T £ 1o o =¥ g Vo SRS Iceland 8.0% 6.8%
LSR PENSION FUNA ... Iceland 7.6% 7.5%
LY Y ] o) o I ¥ Vo SR Iceland 6.4% 6.3%
CAPIAI GIOUP ..ttt e a e e e bt e s st e e e st e e e e e e s e e e e eaeeae e USA 4.3% 4.9%
Bru Pension Fund ...... Iceland 3.2% 3.1%
Stapi Pension Fund ... Iceland 2.5% 2.4%
Vanguard .........cccooeneeen. .. USA 2.2% 1.3%
Birta PENSION FUNG ...ttt e e e e aeaeaassaasssasasssssssssnsnbsbnsssnsnsnsnnnnnns Iceland 1.6% 1.6%
Frjalsi PenSION FUNG .......ooiiiiiii ettt et et e e s be e e Iceland 1.3% 1.2%
RWC Asset Management LLP ... e UK 1.3% 1.2%
LifsVerk PenSion FUNG ..........uiiiiiiie ettt e et e e e e e e st e e e e e s e ntnaeaeaeeesnnnnnneeaeeaeanes Iceland 1.2% 1.2%
islandssjodir hf. (ICE1ANA FUNGS) ........c.cuiviueieieeeieeeeeeceeceeee ettt ettt ee e aesesas Iceland 1.1% 1.3%
AlIMENNT PENSION FUNG ...coiiiiiiiiiiee ettt s e e e e e st e e e e e e st aeeeeeeeansntaaeeeeeeesnsnneeeeaeeans Iceland 1.0% 1.0%
Other SNAIENOIAEIS ... ..eeeiii e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeaeaeaaaaaaaaaaaaeas 15.6% 17.7%
Total 100.0% 100.0%

At 30 June 2023 the number of shareholders of the Bank were 12,276 (year-end 2022: 13,079). At 30 June 2023, 90.7% of the Bank's shares
were owned by domestic parties and 9.3% by international investors (year-end 2022: 91.0% domestic parties and 9.0% international
investors).

At 30 June 2023 the Bank's employees and related parties of the employees, not including board members, held 0.15% of shares in the Bank
(year-end 2022: 0.18%).

Related party

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.

Birna Einarsdéttir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of islandsbanki
as of 28 June 2023. For further information on this matter see Notes 10 and 12.

islandsbanki has a related party relationship with the Icelandic Government as the largest shareholder with significant influence over the
Group. The shares are administered by the Icelandic State Financial Investments (ISFI). As a result, the Icelandic Government and the ISFI
are defined as related parties. The Group has applied the partial exemption for government-related entities, as described in IAS 24.

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.

All loans to employees are provided on general business terms of the Group.
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35.

36.

Related party (continued)

The following tables show the Group's balances and transactions with related parties.

Guarantees
Right of use Other Net & loan com-
At 30 June 2023 asset assets Liabilities balance mitments
Shareholders with significant influence over the Group .............cccoeviieeenne. - - - - 2
Board of Directors, key management personnel and other related parties .. - 373 498 (125) 83
Associated COMPANIES .......ccoiiiiiiiiiiiiiiiiee e 3,203 5,024 3,550 4,677 9
Balances with related parties 3,203 5,397 4,048 4,552 94
Interest Interest Other Other
1 January - 30 June 2023 income expense income expense
Board of Directors, key management personnel and other related parties 39 19 2 6
P T Yo Tt =1 C=To [ oo T 0 qT o - 10 1 [= SRR 250 43 1 982
Transactions with related parties 289 62 3 988
Guarantees
Right of use Other Net & loan com-
At 31 December 2022 asset Assets Liabilities balance mitments
Shareholders with significant influence over the Group .........cccccoeeciiiieeeenn. - - - - 2
Board of Directors, key management personnel and other related parties .. - 450 415 35 72
Associated COMPANIES ........ueiiiiiiiiiiiiiiie et e e e e e e e e eennes 3,157 5,074 4,028 4,203 9
Balances with related parties 3,157 5,524 4,443 4,238 83
Interest Interest Other Other
1 January - 30 June 2022 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 16 11 4 -
P T Yo Tt =1 C=To [ oo Taq] o - 10 1 [= SRR 131 36 14 814
Transactions with related parties 147 47 18 814

At 30 June 2023 a total of ISK 2 million (at year-end 2022: ISK 3 million) were recognised as Stage 1 expected credit losses of balances with
related parties. No share option programmes were operated during the period.

Contingencies

Contingent liabilities

Borgun hf. — Landsbankinn hf.

Borgun hf. (currently Teya lceland 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 during the sales process, namely the value of its stake in Visa Europe which was sold to Visa
International shortly after the Borgun sale. In order to reclaim the alleged loss, Landsbankinn filed a lawsuit against Borgun 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 is approximately ISK 1,930 million.

On 11 March 2020, the Bank signed an agreement to sell its 63.47% stake in Borgun hf. to SaltPay Co Ltd. and concluded the sale on 7 July
2020. In the agreement the Bank undertook to reimburse 63.47% of losses incurred by Borgun or the buyer as a result of an unfavourable
outcome in the Landsbankinn case, however such reimbursement was never to exceed the Bank's share in the purchase price.

On 27 April 2023 a panel of three judges of the District Court of Reykjavik rendered a judgement and dismissed the claims made by
Landsbankinn against all defendants. Landsbankinn has appealed the judgement to the Court of Appeal. The Group has not recognised a
provision in relation to this matter.
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36. Contingencies (continued)

105 Midborg slhf. — [AV hf.

In February 2021 the alternative investor fund 105 Midborg slhf., operated by Islandssjésir hf. (Iceland Funds hf.), a wholly owned subsidiary
of the Bank, terminated its contractor agreement with IAV hf., a contractor that had been retained for a real estate project at Kirkjusandur in
the centre of Reykjavik. The main reason for the termination was the alleged non-performance and delays in the construction of one building
on the premises. The contractor, AV, has claimed approximately ISK 3,829 million in damages plus late payment interest and legal costs
from 105 Midborg and Iceland Funds for the alleged unlawful termination. The suit was filed on 11 May 2021 at the District Court of
Reykjavik. Additionally, 105 Midborg has filed a case against IAV claiming approximately ISK 3,878 million in damages plus late payment
interest and legal costs due to alleged delays and significant breaches of contract. The Group owns an 8.25% stake in 105 Midborg. The
Group has not recognised a provision in relation to this matter.

The Consumers' Association of Iceland

In December 2021 three customers, sponsored by the Consumers' Association of Iceland, commenced litigation against the Bank,
demanding that certain provisions of their residential mortgages, governing variable interest rates, be deemed illegal and unenforceable and
demand the repayment of any overpaid interest.

Firstly, two of the cases were brought by customers owing CPI linked mortgages that contain a certain interest resetting provision that the
Supreme Court found in its ruling on case no. 623/2016 could not be used by the Bank to reset interest rates. Following that judgement, the
Bank repaid its customers any interest that the Bank had charged in excess of the originally agreed interest rate and returned the affected
loans to their original interest rates. In the suits now filed the customers maintain that instead of the originally agreed interest rates, their
loans should incur interest rates pursuant to article 4 of Act no. 38/2001 on Interest and Price Indexation. An unfavourable finding by the
courts may have an influence on the Bank's portfolio of loans and fully paid loans that contained the resetting provision, disputed in case no.
623/2016. The Bank estimates that the financial impact of an unfavourable ruling in an adverse scenario could lie in the range of ISK 4 to 6
billion. On 25 May 2023, the District Court of Reykjanes rendered a judgement in one of these cases and dismissed all claims that were
made against the Bank. The plaintiff has appealed the judgement to the Court of Appeal.

Secondly, a case has been brought against the Bank by a customer owing a non-index linked mortgage bearing variable interest rates. The
plaintiff maintains that the terms governing the variable interest rates are invalid and may not be used by the Bank as basis for setting interest
rates, and that therefore the originally agreed interest rate should remain fixed during the term of the loan. An unfavourable ruling in this case
may affect all indexed and non-index linked mortgages bearing variable interest rates, as well as any loans bearing fixed interest rates to be
reset on a predefined date.

In April 2022, the plaintiffs in two of the cases submitted claims that an advisory opinion by the EFTA Court should be requested on the
interpretation of certain provisions in directives incorporated into the EEA Agreement. On 13 December 2022, the District Court issued its
rulings. In the case involving a CPI linked mortgage, the Court rejected the plaintiff's request. In the case involving a non-indexed linked
mortgage, the District Court decided to request an advisory opinion from the EFTA Court on part of the issues raised by the plaintiff. The
case was heard before the EFTA Court on 13 June 2023. The timing of the EFTA Court's advisory opinion is uncertain, as well as its impact
on the case.

It is disputed in the three cases whether the terms of the Bank's mortgages, and the method used by the Bank to set variable interest rates, is
in compliance with the Act on Mortgage Lending to Consumers no. 118/2016. That act is in this respect similar to the terms of Act no.
33/2013 on Consumer Credit. An unfavourable finding could therefore affect other loans to consumers bearing variable interest rates.
Furthermore, the Bank has received information requests from a legal firm representing over 1,200 customers of Icelandic commercial banks
and loan institutions, they deem to have a comparable right.

It is the Bank's preliminary assessment of the potential impact of an adverse ruling on the Bank's loan portfolio with the same interest rate
provision that the Bank's financial loss, taking different scenarios into account, could amount to around ISK 5 billion. The preliminary
assessment does not include an assessment of the impact on the Bank's interest rate risk should an adverse final court ruling be that the
initial contractual interest rates should be applied throughout the duration of the respective loans. Such a ruling, which the Bank regards as
unlikely, would significantly increase the Bank's interest rate risk and could have a considerable negative financial impact on the Bank in
times of increased market interest rates.

The Bank has reviewed the terms of its mortgages, other loan contracts and the methods used for the setting and resetting of variable
interest rates in light of the above claims. The Bank believes that the claims of the plaintiffs are unfounded and has not recognised a
provision in relation to this matter.
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36.

37.

38.

39.

Contingencies (continued)

EC Clear ehf.

In August 2021 EC Clear ehf., a former owner of a payment processing company, filed a suit jointly against the Bank and four other financial
institutions claiming damages in the amount of ISK 923 million plus interest from June 2013, resulting from a breach of competition law that
allegedly took place during the period from 2003 to 2013. This was the sixth time the case had been brought before the courts for this
purpose, after previous cases had been dismissed. On 30 September 2022 the District Court of Reykjavik dismissed the case. On 10
January 2023 the Court of Appeal partly reversed the dismissal and ordered the District Court to hear the case in substance. The hearing of
the case has not been decided. The Group has not recognised a provision in relation to this matter.

Events after the reporting period

On 2 July 2023, the Board of Directors announced that a shareholder meeting of the Bank will be held on 28 July 2023 where an election of
board members shall take place. Three members of the Board of Directors, Finnur Arnason, Chairman of the Board, Gudrin Porgeirsdattir,
Vice-Chairman of the Board, and Ari Danielsson, member of the Board, will not stand for re-election.

On 1 July 2023 Kristin Hronn Gudmundsdoéttir was appointed Managing Director of Corporate & Investment Banking, taking over from
Asmundur Tryggvason who stepped down.

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 2022 Report, which is available on the Bank's
website: www.islandsbanki.is.

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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40. Maximum credit exposure and collateral

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 credit commitments, less provisions that
have been made because of these items. The maximum credit exposure for a derivative contract is calculated according to the original
exposure method as described in Capital Requirements Regulation Il (CRR 1I).

Collateral and other credit mitigants vary between types of obligors and credit facilities. 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. Exempt from this are Government guarantees
issued in response to the COVID-19 pandemic which are shown under other collateral. Of these, ISK 1,386 million are subject to 100%
Government guarantee, ISK 792 million to 85% Government guarantee and ISK 354 million to 70% Government guarantee. Covenants in
loan agreements are also an important credit enhancement but do not reduce maximum credit exposure.

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. The total value of pledged assets can thus
be higher than the cover indicates. For capital leases the Group remains the owner of the leased object.

The industry breakdown under loans to customers 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 following table shows the maximum exposure to credit risk by collateral held against those exposures.
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40. Maximum credit exposure and collateral (continued)

Total credit

Total credit

At 30 June 2023 Maximum exposure exposure
exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against credit exposure credit risk real estate real estate Vessels securities equipment collateral  collateral collateral ECL
Cash and balances with Central Bank ............cccccocoviieniiiiencnennn. 78,275 - - - - - - - 78,275 4
Loans to credit institutions .............eeeiiiiiii e 97,749 - - - - - - - 97,749 114
Bonds and debt instruments .............ccccoiiiiiiiic e 131,471 - - - - - - - 131,471 -
DEerVAtIVES ... 23,982 - - - 8,068 - - 8,068 15,914 -
Loans to customers: 1,237,758 586,016 315,570 68,562 22,586 77,820 75,191 1,145,745 92,013 10,422
INAIVIAUAIS ..o 585,662 524,649 8,707 8 388 16,605 175 550,532 35,130 2,294
- Thereof Mortgages ........cocceveiiiiiiiiie e 522,544 519,912 1,672 - 379 - - 521,963 581 807
COMMErCE aNnd SEIVICES ....ccuviieiiiieiiiiee et e eeeee et bee e 189,240 15,108 71,667 717 3,509 49,720 34,228 174,949 14,291 2,477
CONSTIIUCHION .. 73,945 19,578 45,707 1 410 3,050 2,428 71,174 2,771 937
ENEIgY e 10,451 30 8,703 - - 4 23 8,760 1,691 71
Financial SErVICES .........ccoiiiiiiiiiiiiie e 1,909 - 704 - - - 1,076 1,780 129 19
Industrial and transportation .............ccccccceiiiiiiii e 93,122 2,171 48,620 1,871 89 7,788 14,320 74,859 18,263 2,695
Investment COMPANIES ........c..evveveeeieiiiiiiee e 45,669 3,493 10,917 - 16,865 189 13,094 44,558 1,111 697
Public sector and non-profit organisations ..............ccccceeiiiiiiinnes 15,759 41 725 - - 28 17 811 14,948 27
Real €State ......eeiiiiiiiii 134,132 20,454 108,212 - 1,298 356 858 131,178 2,954 1,089
SAf00M ... . 87,869 492 11,608 65,965 27 80 8,972 87,144 725 116
Other financial @SSets ............cooriiiiiiiiiiie e 15,015 - - - - - - - 15,015 9
Off-balance sheet items: 199,274 6,712 32,092 5,512 2,070 788 23,244 70,418 128,856 1,378
Financial guarantees ..........ccccuveiiiiiiiiiiie e 20,385 - 6,998 107 1,518 - 3,327 11,950 8,435 369
Loan commitments 178,889 6,712 25,094 5,405 552 788 19,917 58,468 120,421 1,009
Total 1,783,524 592,728 347,662 74,074 32,724 78,608 98,435 1,224,231 559,293 11,927
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40. Maximum credit exposure and collateral (continued)

Total credit

Total credit

At 31 December 2022 Maximum exposure exposure
exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against credit exposure credit risk real estate real estate Vessels securities equipment collateral  collateral collateral ECL
Cash and balances with Central Bank ............cccccooiiiiiniiiiiiicennn. 94,424 - - - - - - - 94,424 3
Loans to credit institutions ...........c.eeeiiiiiiii 110,364 - - - - - - - 110,364 152
Bonds and debt instruments .............ccceiiiinii e 130,804 - - - - - - - 130,804 -
DEerVAIVES .....eiiiiii e 25,264 - - - 11,733 - - 11,733 13,531 -
Loans to customers: 1,186,639 557,263 306,469 82,645 20,744 63,889 69,383 1,100,393 86,246 11,132
INAIVIAUAIS ..o 570,522 509,638 9,988 3 177 15,767 170 535,743 34,779 2,328
- Thereof Mortgages ........cooceveiiiieeiiieee e 507,969 504,654 2,514 - 168 - - 507,336 633 894
COMMErCE aNd SEIVICES ....ccuuiieiiiieeiiieeeeiieeeeiee et 172,222 8,356 76,739 788 2,932 37,908 32,473 159,196 13,026 3,518
CONSTIIUCHION .. 59,815 14,395 35,787 1 186 2,91 2,298 55,578 4,237 757
ENEIgY e 10,411 57 8,862 - 9 5 25 8,958 1,453 45
Financial SErVICES .........cooiuiiiiiiiiiiiie e 2,622 - 595 - - - 1,149 1,744 878 20
Industrial and transportation .............ccccociiiiiiiii e 91,078 1,954 48,834 2,203 109 6,660 13,147 72,907 18,171 2,846
Investment COMPANIES ........c..evviveeeiiiciiiiee e 40,336 3,006 10,432 - 16,975 102 9,226 39,741 595 685
Public sector and non-profit organisations ..............cccccceiiiiiiiinnes 11,046 49 740 - - 31 19 839 10,207 31
Real €State ......eeiiiiiii i 126,297 19,349 103,126 - 265 427 671 123,838 2,459 784
SAf00M ... . 102,290 459 11,366 79,650 9 78 10,205 101,849 441 118
Other financial @SSets ............cooiiiiiiiiiiii e 5,411 - - - - - - - 5,411 13
Off-balance sheet items: 203,145 8,303 32,714 13,136 2,318 - 24,344 80,815 122,330 1,338
Financial guarantees ..........ccccuveiiiiiiiiiiee e 18,385 - 6,556 104 1,403 - 1,837 9,900 8,485 413
Loan commitments 184,760 8,303 26,158 13,032 915 - 22,507 70,915 113,845 925
Total 1,756,051 565,566 339,183 95,781 34,795 63,889 93,727 1,192,941 563,110 12,638
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41. Credit quality of financial assets

The following tables provide 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 statements, 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 2022 Report.

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

At 30 June 2023
Loans to customers: Stage 1  Stage 2 Stage 3 Total
RISK CIASS 1-4 ...ttt s e e 555,072 671 - 555,743
RISK CIASS 56 ...ttt ettt 453,681 17,743 - 471,424
RISK CIASS 7-8 ...ttt et 169,782 10,702 - 180,484
RISK CIASS 9 ...ttt eb ettt 14,865 3,849 - 18,714
RISK CIASS 10 ...ttt st - - 21,782 21,782
UNFAEEA ...ttt e e et st e e et e et e e e a e e 32 1 - 33
1,193,432 32,966 21,782 1,248,180
EXPected Credit IOSSES .........uiiiiiiiiiiiiee ettt e e e e e e e e e e e e e e e anneee (4,947) (1,556) (3,919) (10,422)
Net carrying amount 1,188,485 31,410 17,863 1,237,758
Off-balance sheet loan commitments and financial guarantees: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt et e a et s e e rae e e b e 98,686 - - 98,686
RISK CIASS 58 ...ttt 59,621 3,931 - 63,552
RISK CIASS 7-8 ...ttt sa e ettt eae e 29,015 4,684 - 33,699
Risk class 9 656 465 - 1,121
Risk class 10 - - 1,699 1,699
(80T r= T SR P PR PR PR 1,876 19 - 1,895
189,854 9,099 1,699 200,652
EXPECted Credit IOSSES ...o..viiiiiiiii i (890) (223) (265) (1,378)
Total 188,964 8,876 1,434 199,274
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41. Credit quality of financial assets (continued)

At 31 December 2022

Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt e sa ettt e rae et ee e 478,439 524 - 478,963
RISK CIASS 5-8 ...ttt e 473,451 14,804 - 488,255
RISK CIASS 7-8 ...ttt ettt sa ettt e nae e bt 177,477 10,372 - 187,849
RISK CIASS 9 ... e et 17,425 4,035 - 21,460
RISK CIASS 10 ...ttt b et et na ettt et e bt e b e aee e naee e - - 21,123 21,123
(80T r= T TP P R PR PR 81 40 - 121
1,146,873 29,775 21,123 1,197,771
EXPECted Credit IOSSES ...o..uviiiiiiii e (4,636) (2,235) (4,261) (11,132)
Net carrying amount 1,142,237 27,540 16,862 1,186,639
Off-balance sheet loan commitments and financial guarantees: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 1-4 ...t 99,648 2 - 99,650
RISK CIASS 56 ...ttt ettt ettt 66,519 328 - 66,847
RISK CIASS 7-8 ...ttt et 28,039 5,464 - 33,503
RISK CIASS 9 ...ttt eb ettt 706 428 - 1,134
RISK CIASS 10 ...ttt et - - 1,640 1,640
(80T T PO OPR 1,484 180 45 1,709
196,396 6,402 1,685 204,483
EXpected Credit IOSSES ........oooiiiiii e (869) (242) (227) (1,338)
Total 195,527 6,160 1,458 203,145

42. 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 61.4 in the Consolidated Financial Statements for the year 2022.

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 during the probation period; 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.
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42. Forbearance (continued)

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

At 30 June 2023

Gross carrying amount Stage1 Stage2  Stage3 Total
Individuals 1,601 3,671 1,470 6,742
Companies 3,144 15,846 7,015 26,005
Total 4,745 19,517 8,485 32,747
Expected credit losses Stage 1 Stage 2 Stage 3 Total
INGIVIAUAIS ..o e s e ee e es e ee e e e e e e e e s e e e ee s ees e e s ees e eereeeeees (15) (54) (105) (174)
COMPANIES ... v eeveeeeseeeeeeeeeeeeeeeeeeeseeeeeseee s e e s e eee s eee s eee s e e e s e e e ees e eesseeeeseeeeeeereees (67)  (840) (1,318)  (2,225)
Total (82)  (894)  (1,423)  (2,399)
At 31 December 2022

Gross carrying amount Stage1 Stage2  Stage3 Total
[ o 1Y To (U= - PP TP PPRT 3,232 2,422 1,264 6,918
(7] 0 0T 07T 11 USSR 23,662 17,596 9,189 50,447
Total 26,894 20,018 10,453 57,365
Expected credit losses Stage1 Stage2  Stage 3 Total
INGIVIAUAIS ..o e e e e e e e e e e s e e ee s eeeees (20) (46) (98) (164)
COMPANIES e v eee e s e e e e e e e e s e s e s e s e e e e e e e e e s e s ees e ee s ees e es e ee e (86) (1,783) (2,766)  (4,635)
Total (106) (1,829)  (2,864)  (4,799)
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43.

44.

Large exposures disclosure

When the Group's total exposure to a group of connected clients is 10% or higher of the Group's Tier 1 capital 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 EU regulation no. 575/2013 on prudential requirements for financial undertakings (CRR). The Group has internal criteria that define
connections between clients. These criteria reflect the Group's interpretation of CRR, where groups of connected clients are defined.

The exposure is evaluated both before and after credit risk mitigating effects according to the aforementioned regulation. After mitigating
effects, the Group currently has three large exposures (at year-end 2022: five). No large exposure is above the maximum 25% large exposure
limit set by the law.

The Group's largest exposure before eligible credit risk mitigating effects is the Icelandic Government. Largest part of the exposure is due to
Icelandic Government Bonds in the Group's liquidity portfolio.

At 30 June 2023

Groups of connected clients: Before After
[ o T3« T T T T ST T OO U OO PO PR U PP OPPPTROPP 89% 8%
(7o TU o PSSR 13% 13%
(101U o R J PP 12% 12%
(7o TU o PR 10% 10%

At 31 December 2022

Groups of connected clients: Before After
Group 1 87% 9%
Group 2 13% 13%
Group 3 12% 12%
Group 4 1% 1%
Group 5 11% 11%
Group 6 1% 1%
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.
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45. 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 ratios and the rules on funding ratios. In addition, the Group complies with the Financial Supervisory
Authority of the Central Bank's guidelines no. 2/2010 on best practices in liquidity management and liquidity coverage ratio rules no.
1520/2022.

As of January 2023 rules no. 1520/2022 took effect. The minimum LCR ratio that the Group is required to maintain remains 100% for the total
LCR. A new requirement for LCR in EUR is 80% and in ISK the requirement is 50%. There is no longer any minimum requirement for the

aggregated position in foreign currencies. The Group is required to mai

ntain a 100% minimum NSFR ratio.

The following tables show the NSFR and the LCR for the Group at 30 June 2023 and at year-end 2022.

Net stable funding ratio

30.6.2023 31.12.2022

Lol =1 | o0y (= o Yo (= OSSR UUPPPPRTRN 119% 118%
Lo (YT | W ol U] 4 (=Y (o[ PO PSSR UP PR 248% 198%
Liquidity coverage ratio
For all currencies ISK EUR
At 30 June 2023 Unweighted ~ Weighted Unweighted  Weighted Unweighted Weighted
Liquid assets level 1% ... e 191,419 191,419 165,287 165,287 14,763 14,763
Liquid @SSetS 1Vl 2 ......cceveeiiiiiiie et 35,536 28,679 35,513 28,679 3 -
Total liquid assets 226,955 220,098 200,800 193,966 14,766 14,763
DEPOSIES ...eeeeiiiiee ittt e e e e 654,696 162,619 569,331 128,816 34,827 11,772
DEDE ISSUET ..ot s 675 675 467 467 - -
Other OULIOWS ........eiiiiiie e 69,359 38,241 58,544 31,988 8,222 5,953
Total outflows 724,730 201,535 628,342 161,271 43,049 17,725
Short-term deposits with other banks™* .............cccccooiiiiiiii e, 94,798 87,392 667 3 26,907 25,414
Other INfIOWS .......ooiiiie e 51,006 29,213 48,264 27,450 1,813 1,241
Restrictions on iNfIOWS ..........cooouiiiiiiiiii e - - - - - (13,362)
Total inflows 145,804 116,605 48,931 27,453 28,720 13,293
Liquidity coverage ratio 259% 145% 333%
For all currencies ISK Foreign currencies

At 31 December 2022 Unweighted ~ Weighted Unweighted  Weighted Unweighted Weighted
Liquid assets level 1% ... e 198,074 198,074 143,077 143,077 54,997 54,997
Liquid @ssets 1eVel 2 ........coouiiiiiiiiie e 24,398 19,474 24,370 19,474 28 -
Total liquid assets 222,472 217,548 167,447 162,551 55,025 54,997
DEPOSIES ...eeeiiie ettt e e e 656,669 180,302 561,212 142,739 95,457 37,563
DEDE ISSUET ..ot s 6,157 6,157 294 294 5,863 5,863
Other OULIOWS ........eiiiiiie e 64,880 35,224 59,652 33,932 5,228 1,292
Total outflows 727,706 221,683 621,158 176,965 106,548 44,718
Short-term deposits with other banks** ..... 89,820 82,008 1,028 5 88,792 82,003
Other inflows .........coooiiiiiiiiiiie 56,075 33,702 46,668 27,287 9,407 6,415
Restrictions on iNfIOWS ..........ccooiiiiiiiiii e - - - - - (54,878)
Total inflows 145,895 115,710 47,696 27,292 98,199 33,540
Liquidity coverage ratio 205% 109% 492%

*Level 1 liquid assets include cash and balances with the Central Bank
with rules no. 1520/2022 on liquidity ratio.

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

islandsbanki hf. Condensed Consolidated Interim

Financial Statements first half 2023 47

, domestic bonds and foreign government bonds in accordance

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

45. Liquidity coverage and net stable funding ratio (continued)

Deposits by liquidity coverage ratio category

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

business relationship with the Bank and is covered by an effective insurance scheme.

Deposits maturing within 30 days

Less Weight Weight Term Total
At 30 June 2023 stable (%) Stable (%)  deposits  deposits
INAIVIAUAIS ..o 100,182 13% 220,567 5% 78,517 399,266
Small and medium enterpriSes .........ccooiiiuieiiiieiiiiiiieee e 61,592 12% 58,285 5% 9,713 129,590
Operational relationShips ..........coeviiiiiiiiiie e 3,460 25% - 5% - 3,460
COMPOTALIONS .....eeiiieiiii ettt e ettt e e e e e eneeaeanneeaean 122,300 40% 2,621 20% 54,898 179,819
Sovereigns, Central Bank, and public sector entities ...............ccoccueeen. 11,931 40% 1,122 20% 870 13,923
Pension fUNAS .........ooiiiiiiii e 33,857 100% - - 17,983 51,840
Domestic financial entities ............ccceiiiiiiiiiiii e 32,184 100% - - 8,538 40,722
Foreign financial entities ...........ccccooi i, 6,595 100% - - 5,732 12,327
Total 372,101 282,595 176,251 830,947

Deposits maturing within 30 days

Less Weight Weight Term Total
At 31 December 2022 stable (%) Stable (%)  deposits  deposits
INAIVIAUAIS ... 86,621 13% 205,538 5% 79,206 371,365
Small and medium enterpriSes .........ouiiieiiiiiiiiiiiieee e 59,495 13% 59,942 5% 8,614 128,051
Operational relationShips ..........coeviiiiiiiiiiie e 4,133 25% - 5% - 4,133
COMPOTALIONS ...ttt ettt e e et e e e eaeeaeaneeeaean 140,039 40% 3,242 20% 30,526 173,807
Sovereigns, Central Bank, and public sector entities ..............ccccccueeenn. 10,805 40% 1,116 20% 777 12,698
Pension fUNAS .........oiiiiiiii e 35,662 100% - - 16,398 52,060
Domestic financial entities ............ccceiiiiiiiiiieii e 41,830 100% - - 5177 47,007
Foreign financial entities ...........ccccooiiiiii 8,246 100% - - 7,799 16,045
Total 386,831 269,838 148,497 805,166
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46. Maturity analysis of financial assets and financial liabilities

The following tables show the maturity profile of the Group's financial assets and the undiscounted cash flows of its financial liabilities.
Maturity classification of assets is based on contractual maturity.

Bonds and debt instruments are based on contractual maturity and therefore do not represent the estimated liquidation time of the trading
book.

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

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

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

At 30 June 2023 On Upto3 3-12 1-5 Over No Carrying
demand months  months years 5years  maturity Total amount

Cash and balances with Central Bank ............. 35,209 43,066 - - - - 78,275 78,275
Loans to credit institutions .............cccccceeeeee 15,324 82,425 - - - - 97,749 97,749
Bonds and debt instruments .............ccocceee - 61,022 58,855 9,706 1,888 - 131,471 131,471
Derivatives .........ccocciiiiiiiiiie e - 2,230 1,493 808 - - 4,531 5,374
- Net settled derivatives ............cccoceeviiiieennnn. - 979 - - - - 979 979
SINFIOW oo - 42,843 13,938 12,479 - - 69,260 53,757
= OUHFIOW .o - (41,592) (12,445) (11,671) - - (65,708) (49,362)
Loans to customers ..........cccocceieeiiiiiiiieeee, - 114,472 119,285 338,227 665,774 - 1,237,758 1,237,758
Shares and equity instruments .............ccccoe... - - - - - 12,171 12,171 12,120
Other financial assets ............cveeeeeeiiiiiieeen. 14,568 409 39 - - - 15,016 15,015
Total financial assets 65,101 303,624 179,672 348,741 667,662 12,171 1,576,971 1,577,762
Deposits from CB and credit institutions .......... 7,026 1,924 5,502 - - - 14,452 14,306
Deposits from customers ...........ccccoeeiierennen. 624,202 130,226 48,708 25,983 38,611 - 867,730 816,641
Derivative instruments and short positions ...... - 3,713 5,040 1,384 422 - 10,559 12,064
- Net settled derivatives ...........ccoooiiiiiiinnnnnns - 225 - - - - 225 225
SINFIOW e - (85,009) (26,936) (47,559) - - (159,504) (136,983)
= OUHIOW .o - 88,493 31,971 48,887 - - 169,351 148,614
- Short positions ........cceeeeviciiiiiee e - 4 5 56 422 - 487 208
Debt issued and other borrowed funds ............ - 18,830 162,836 497,717 67,398 - 746,781 460,913
Subordinated 10ans ..........ccccceeiiiiiiiiiie - 375 1,695 19,191 34,182 - 55,443 33,104
Other financial liabilities .............c.cccceioieeniee. 14,666 2,447 1,721 1,958 1,458 - 22,250 22,017
- Lease liabilities .........ccoocvveiniiiiiiiiiciiecee - 148 445 1,931 1,458 - 3,982 3,749
- Other liabilities ..........cccooiiiiiii e, 14,666 2,299 1,276 27 - - 18,268 18,268
Total financial liabilities 645,894 157,515 225,502 546,233 142,071 - 1,717,215 1,359,045

Total net financial assets and financial liab. (580,793) 146,109 (45,830) (197,492) 525,591 12,171 (140,244) 218,717
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At 31 December 2022 On Upto3 3-12 1-5 Over No Carrying
demand months  months years 5years  maturity Total amount
Cash and balances with Central Bank ............. 41,518 52,906 - - - - 94,424 94,424
Loans to credit institutions ............ccccccvveeeeinnns 46,761 63,587 16 - - - 110,364 110,364
Bonds and debt instruments .......................... - 50,429 46,570 28,940 4,865 - 130,804 130,804
DerivatiVes ........ccooeccuiiiiee e - 3,062 1,619 2,260 - - 6,941 7,461
- Net settled derivatives ..................... - 897 - - - - 897 897
S INFIOW e - 41,940 24,587 29,827 - - 96,354 81,324
= OULFIOW oo - (39,775) (22,968) (27,567) - - (90,310) (74,760)
Loans to customers ..........ccccceeeeiiiiiiieee e, - 80,768 129,442 326,017 650,412 - 1,186,639 1,186,639
Shares and equity instruments ........................ - - - - - 15,868 15,868 15,868
Other financial assets ..........ccccccveeeeevcciieeenenn. 4,968 288 155 - - - 5,411 5,411
Total financial assets 93,247 251,040 177,802 357,217 655,277 15,868 1,550,451 1,550,971
Deposits from CB and credit institutions .......... 5,015 2,998 4,269 3,387 - - 15,669 15,269
Deposits from customers™ ...........ccccccevveeeennnns 610,507 123,946 52,453 23,018 33,858 - 843,782 789,897
Derivative instruments and short positions ...... - 1,366 4,220 4,504 509 - 10,599 10,804
- Net settled derivatives ........c..ccovcvvivereeeinnnns - 134 - - - - 134 134
SINFIOW e, - (51,316) (20,748) (19,479) - - (91,543) (77,250)
= OULFIOW oo - 52,533 24,968 23,923 - - 101,424 87,635
- Short positions ... - 15 - 60 509 - 584 285
Debt issued and other borrowed funds ............ - 12,384 111,618 465,372 50,404 - 639,778 468,270
Subordinated loans ............ccccceviiieiiiiiiiien.. - 529 1,427 20,516 35,530 - 58,002 34,392
Other financial liabilities .............ccccccveeiiiiinnns 5,356 1,271 1,486 1,911 1,634 - 11,658 11,329
- Lease liabilities ...........ccccevveeiiiiiiiiiiiienee, - 141 396 1,866 1,634 - 4,037 3,708
- Other liabilities ..........cccoveveeiiiiiiiiee s 5,356 1,130 1,090 45 - - 7,621 7,621
Total financial liabilities 620,878 142,494 175,473 518,708 121,935 - 1,579,488 1,329,961
Total net financial assets and financial liab. (527,631) 108,546 2,329 ( 161,491) 533,342 15,868 (29,037) 221,010

*Comparative figures have been changed with immaterial effects.

Off-balance sheet liabilities

Note 40 Maximum Credit Exposure and Collateral shows the amount of contractual obligations of off-balance sheet liabilities that the Group
has taken towards customers, either by committing to lend out money in the future or as third party guarantees. The amounts shown reflect
the maximum amount, not taking into account the Group's ability to reduce overdraft or credit card limits before the current undrawn amount
is fully utilised by the customer. These obligations are all categorised as on demand since contractually, on a case-by-case basis, the Group

could be required to fulfil these obligations instantaneously.
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47.

48.

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 (see Note 22).

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.

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 16 since netting between short and long positions is not applied here.

30.6.2023 31.12.2022

Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INAEXEA ...t 1,708 5.53 (0.95) 3,446 6.39 (2.20)
NON-INAEXEM ...ttt 128,693 0.47 (6.01) 124,065 0.58 (7.17)
Total 130,401 0.54 (6.96) 127,511 0.74 (9.37)
Trading bonds and debt instruments, short positions

INAEXEA ... e 187 7.33 0.14 - - -
NON-INAEXEM ...ttt 19 3.81 0.01 282 5.04 0.14
Total 206 7.01 0.15 282 5.04 0.14
Net position of trading bonds and debt instruments 130,195 0.53 (6.81) 127,229 0.73 (9.23)
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48. Interest rate risk (continued)

Interest rate risk in the banking book

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

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

Sensitivity analysis for interest rate risk in the banking book

At 30 June 2023
0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ..o 17 211 (372)  (4,194) 3,864 (460) (934)
ISK, NON-iNdEXEd .....c.eoiuiiiiiiiiiiiiee e 16 (73) (616) (140) 59 (12) (766)
EUR e 326 (39) (3) 13 - - 297
SEK e 53 - - - - - 53
USD e 43 - - - - - 43
OBNET et 70 - 5 - - - 75
Total 525 99 (986) (4,321) 3,923 (472) (1,232)
At 31 December 2022
0-3 3-12 1-2 2-5 5-10 Over 10

Currency months  months years years years years Total
ISK, INAEXEA ..o 12 (12) 220  (4,195) 2,860 (80) (1,195)
ISK, NON-INAEXEd .....c.eoiuiiiiiiieiiiiee e 23 232 (517) (740) 1 46 (955)
EUR e 103 218 (15) (132) - - 174
SEK e 51 - - - - - 51
USD e 39 - - - - - 39
OBNET <.t 79 - 3 (5) - - 77
Total 307 438 (309) (5,072) 2,861 (34) (1,809)
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49. 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.

Debt issued is presented in the analysis of the Group's foreign currency exposure as the nominal amount plus accrued interest. Some debt issues are measured at fair value in the Condensed Consolidated
Interim Financial Statements. Therefore, the net position presented below does not match the book value net position thus affecting the foreign exchange difference recognised in the consolidated interim
income statement.

At 30 June 2023 Other foreign  Total foreign
EUR uUsD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ..................... 763 387 187 53 10 41 45 79 25 124 1,714
Loans to credit institutions ...........ccccccceeeeieiiiiinenen. 26,935 36,016 773 107 502 14,652 16,679 713 233 29 96,639
Bonds and debt instruments ..................eeeeeinn. 14,000 5,454 5 - - 1,238 3,726 - - - 24,423
Loans to customers .........ccccceeeeieiciiieee e 113,417 24,489 323 600 1,849 29 2,516 130 6,928 - 150,281
Shares and equity instruments ..............ccccceee 45 332 58 - - 20 - - - - 455
Other @SSets ...uvvviviieieiiiiiiiee e 704 308 - - - 1 4 1 - - 1,018
Total assets 155,864 66,986 1,346 760 2,361 15,981 22,970 923 7,186 153 274,530
Deposits from credit institutions ............c.cccccceeeene. 5,564 2,121 17 - - 4 26 1 - - 7,733
Deposits from customers ...........cccccveeveeeicicineeeneennn, 35,682 59,145 5,166 628 594 677 2,898 1,887 240 11 106,928
Debt issued and other borrowed funds .................... 158,107 11,763 - - - 27,897 40,592 - - - 238,359
Subordinated 10aNns .........ccccoeeciiiiiiee e - - - - - 21,893 - - - - 21,893
Other liabilities .........c.cooeeiiiiiiiiiiiicee e, 560 222 - - - 1 2 1 - 20 806
Total liabilities 199,913 73,251 5,183 628 594 50,472 43,518 1,889 240 31 375,719
Net on-balance sheet position (44,049) (6,265) (3,837) 132 1,767 (34,491) (20,548) (1966) 6,946 122 (101,189)
Net off-balance sheet position 43,120 7,203 3,968 (137) (1,766) 34,344 20,563 1,013 (6,798) (249) 101,261
Net position (1929) 938 131 (5) 1 (147) 15 47 148 (127) 72
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49. Currency risk (continued)

At 31 December 2022 Other foreign  Total foreign
EUR uUsD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ..................... 462 284 126 36 7 43 47 78 31 139 1,253
Loans to credit institutions ..............cccccoeeiiiiiiiinnnn. 35,515 37,533 2,565 534 816 5,220 20,790 4,855 1,321 146 109,295
Bonds and debt instruments ............cccccveeeieiininnnn. 34,693 5,666 7 - - 3,393 9,996 - - - 53,755
Loans to customers ...........ccccoeeeeieiiiiiee e, 127,658 25,155 348 657 2,193 40 2,946 140 7,073 - 166,210
Shares and equity instruments ............cccoccceiiiiiees 127 350 78 - - 1,025 - - - - 1,580
Other @SSEets ........uuvvvviviiiiiiiiiiiei e 344 243 7 - - 46 - 1 - - 641
Total assets 198,799 69,231 3,131 1,227 3,016 9,767 33,779 5,074 8,425 285 332,734
Deposits from credit institutions .............cccccoveveeen. 8,657 1,869 17 - - - 7 - - - 10,550
Deposits from customers ..........c.cccoceeeviiiiiiinennnn. 35,002 42,694 4,988 641 683 910 3,891 10,011 322 12 99,154
Debt issued and other borrowed funds .................... 179,456 12,228 - - - 23,231 46,128 - - - 261,043
Subordinated [0ans ..............ooooiiieiiiiiiiee, - - - - - 23,667 - - - - 23,667
Other liabilities ........ceveeeeiiiiiiie e 254 200 7 - - 1 - 1 - - 463
Total liabilities 223,369 56,991 5,012 641 683 47,809 50,026 10,012 322 12 394,877
Net on-balance sheet position (24,570) 12,240 (1,881) 586 2,333 (138,042) (16,247) (4,938) 8,103 273 (62,143)
Net off-balance sheet position 22,616 (11,542) 1,766 (576) (2,394) 38,117 16,233 4,953 (8,244) (377) 60,552
Net position (1,954) 698 (115) 10 (61) 75 (14) 15 (141) (104) (1,591)
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50. 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 410 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk
factors held constant.

30.6.2023 31.12.2022

Bonds and debt INSIIUMENES ........ccoiiiii e e e s e e nene e 2,237 4,148
o =T g T (o Y elU 1] (o] 1 1 1=T £ J PRSP 319,979 282,521
Total CPI-linked assets 322,216 286,669
DEPOSItS fTOM CUSTOMETS ...coeiiiiiiiieiiie ettt e ettt e e e e e et e e e e e e saasbeaeeaeeesansssteeeaaeeaasssssnaaeeeesnsnnnneeaeeeannnes 112,834 107,684
Debt issued and other DOrrOWEd fUNAS ...........iiiiiiie e et e e e et e e e e e e e e e eeeeeaas 165,074 146,368
Off-balance sheet exposures . 3,207 4,912
FINANCIal ADIILIES .........eeiie ettt e e e ettt e e et e e sba e e e ateeeeaans 106 -
Total CPI-linked liabilities 281,221 258,964
CPl imbalance 40,995 27,705

51. Capital management

The following tables show the capital base, the risk exposure amount (REA), the resulting capital ratios, and the leverage ratio for the Group
at 30 June 2023 and 31 December 2022.

The Group's regulatory capital requirement is calculated according to EU regulation no. 575/2013 as implemented through the Act on
Financial Undertakings no. 161/2002. Capital requirement calculations for credit risk, market risk and operational risk are based on the
standardised approach.

The Group aims at managing its capital position and the corresponding capital ratios above the overall regulatory capital requirement.
According to the latest SREP report from the Financial Supervisory Authority of the Central Bank, the Bank shall as of 30 June 2023
maintain an additional capital requirement of 2.4% of risk exposure amount. In September 2022 a countercyclical capital buffer of 2% was
reintroduced in Iceland. The Group's overall capital requirement, taking into account capital buffers, is 19.7%. The Group's capital target
includes a 1-3% management buffer on top of the overall capital requirement.

The minimum leverage ratio for Icelandic financial institutions is 3%.
30.6.2023 31.12.2022

Own funds

Ordinary SNAE CAPITAI ......ceiiiiie ittt et e e bt ettt e e e b et e e sttt e e b be e e e ab e e e nbb e e e ataeeeaas 9,963 10,000
ST E=T =Y o110 0183 o T PUUPUPRT 55,000 55,000
RESEIVES ...ttt oo a e oot e a e h e h et e b et e oo et e b et e e an b et e e e et aane e e nneee s 6,642 9,158
Retained earnings ..... 143,919 144,716
IFRS 9 reversal due 10 transSitional FUIES .............ooiiiiiiiii ettt - 1,301

Fair value changes due to own credit StANAING .........oooi it e e e e e e e
Foreseeable dividend payment and approved buyback* .
L= = F1 1= T PRSP

[[ale=TaTe [ o] (ST= EE Y= £ T PP URRTRRUON
Insufficient coverage for NON-PerformMing EXPOSUIES ........cooiiiiiiiiiiiiie ettt e e e et e e e e e e e anebeee e e e e e anneeaeaaeeas

300 (1,786)
(10,242)  (27,267)

(114) (116)
(2,751)  (3,279)
(1) -

CET1 capital

202,716 187,727
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51. Capital management (continued)

30.6.2023 31.12.2022

P e o1 dToTa T I 1= T i o= o} - OSSP 9,302 10,062
Tier 1 capital 212,018 197,789
=LA =T o] - | O PP PRTRURONE 23,802 24,330
Total capital base 235,820 222,119

Risk exposure amount

DU T (o R e =T [} A 41 QPSSP PPPPPPRN 911,210 893,110
Due to market risk 12,553 15,417
Due to credit valuation @djUSTMENT ...........oi it 3,226 2,756
(DU (o Xo o=t x= 1u (o] = I 4 PP PUPRT 88,208 88,208
Total risk exposure amount 1,015,197 999,491
Capital ratios

(O] = I T = {1 TSROSO 20.0% 18.8%
LI = o T OSSPSR OUPPP 20.9% 19.8%
Total capital ratio 23.2% 22.2%
Leverage ratio

Exposure amount

ON-balaNCE SNEET EXPOSUIES ......cciiiiiiiiiiie e e ettt e e ettt e e e e s ettt e e e e e e s ateeeeeeeeeassbaeeeaeesansntsseeeeeesaasssesaeaeeansnssnaneeens 1,565,001 1,541,738
Off-DalaNCe SNEET EXPOSUIES ......ooiiiiiieiiiiii ettt e e e e e ettt e e e e e e e aeaeeeeaeeaasnbeeeeaeeeaansnsneeaaeesannnrnneen 70,545 68,702
DEIVALIVE EXPOSUIES ....eeiiiiiiiiieiiiee e e e ettt eee e e e e et teeeeeesaaataaeeeaeeeaasateeeeaeeaesasssaeeeaeeaaasssssaeeeeesansnsaseeeeeessassssenneaesennnsnnns 24,473 30,596
Leverage ratio total exposure measure 1,660,019 1,641,036
B g o= o o= | OO OTPU PRSP UPPPTNt 212,018 197,789
Leverage ratio 12.8% 12.1%

*The Annual General Meeting (AGM) of islandsbanki hf. held on 16 March 2023 authorises the Board of Directors to acquire on behalf of the
Bank up to 10% of issued share capital of the Bank. The Central Bank has furthermore granted a permission for the Bank to acquire, through
buyback, share capital of the Bank equivalent to ISK 5 billion, which is within the 10% authorisation from the AGM. At 30 June 2023 ISK 4.1
billion remained of the approved buyback and is therefore deducted from CET1 capital.
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52. Minimum requirement for own funds and eligible liabilities (MREL)

In December 2021, the Icelandic Resolution Authority published its MREL policy for Icelandic banks and in September 2022 the Resolution
Authority announced that a resolution plan had been approved for islandsbanki and thereby the MREL requirement based on the MREL

policy.

The resolution plan stipulates that the MREL requirement for islandsbanki is the sum of the loss absorption amount (LAA) and
recapitalisation amount (RCA), both equal to the total SREP capital requirement of 10.6%, resulting in an MREL requirement of 21.2% of
REA. No market confidence charge is applied in Iceland. The requirement can be met with the total capital base in addition to senior non-
preferred and senior preferred debt with some conditions, such as having more than one year to maturity. This debt is referred to as eligible
liabilities. The subordination requirement provided for in Bank Recovery and Resolution Directive Il (BRRD II) has not been implemented in
Iceland.

30.6.2023 31.12.2022
Minimum requirements for own funds and eligible liabilities Amount % of REA Amount % of REA
IMIREL .ottt ettt b et e ettt 215,222 21.2% 211,892 21.2%
Combined buffer reqQUINEMENT ..........ccceiieiiiiee e 94,515 9.3% 93,028 9.3%
MREL including combined buffer requirement 309,737 30.5% 304,920 30.5%

30.6.2023 31.12.2022
Own funds and eligible liabilities Amount % of REA Amount % of REA
OWN FUNGS ettt b et ettt e bt et e be et e e nane e 235,820 23.2% 222,119 22.2%
Eligible abilities ..........cccviiiieiiee e s 153,522 15.1% 122,925 12.3%
Own funds and eligible liabilities 389,342 38.4% 345,044 34.5%
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