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Islandsbanki has a BBB+/A-2 rating from S&P Global Ratings.
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Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 30 September 2019 (“the interim financial
statements”) of Islandsbanki hf. (“the Bank” or “Islandsbanki”) and its subsidiaries (together referred to as "the Group").

Operations in the reporting period

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

The profit from the Group's operations for the reporting period amounted to ISK 6,795 million, which corresponds to 5.1% annualised return
on equity. At the end of the reporting period, the Group employed 1,022 full-time members of staff, including 784 within the Bank itself.

Net interest income rose by 6.5% between years, mainly on the back of a larger loan book, while net interest margin decreased from 2.9%
to 2.8%. Net fee and commission income was up by 11% and driven by a healthy 5.1% growth in the Bank and 25.4% growth in the Bank’s
subsidiaries. Other net operating income amounted to ISK 1.3 billion and is mostly explained by a settlement of the Bank's claim deriving
from the acquisition of Byr savings bank back in 2011. Salaries and related expenses were up by 5.5% between years while other operating
expenses decreased by 0.4% and were impacted by a change in the accounting treatment of lease agreements.

Net impairments were negative by ISK 2.1 billion in the first nine months of the year and are explained by specific impairments for large
customers and a less favourable economic environment, as economic growth is projected to be about zero this year and the fall of Wow
air is causing a contraction in tourism. As a result of this, the Bank's ratio of non-performing loans has increased from 2.0% at the beginning
of the year to 2.8%.

The Group's loan book grew by 7.4% in the period on the back of strong demand across all lending units. The annualised growth rate
spiked to 12.7% in the first quarter and has come down to 6.4% in the third quarter. Demand for credit has been strong as one of the
Bank’s competitors has become more conservative in terms of balance sheet usage and reduced the size of its loan book in the first few
months of the year.

Customer deposits increased by 5.4% in the period and are therefore not quite keeping pace with the growth in the loan book. Bond
issuance was modest in the third quarter, following strong activity in the first half of the year with the EUR 300 million benchmark transaction
and SEK 500 million of Tier 2 bonds.

The Bank continues to streamline its operations and increase efficiencies and has made heavy investments on that front in the past few
years. As a result, the number of employees has come down and unfortunately some of those changes have come through redundancies.
The banking system is undergoing substantial changes worldwide and difficult decisions are being made to ensure that organisations stay
relevant in this fast-moving environment.

Outlook

The Icelandic economy is facing headwinds after 8 years of robust economic growth as the tourist sector is facing a sharp drop in the
number of visitors due to setbacks in the domestic airline sector. GDP growth is likely to be close to zero this year as sharp contraction in
business investment and services exports weighs against consumption growth, increasing investment in residential housing and
infrastructure and a strong contraction in imports. For 2020 growth of around 1.3% is likely, driven by modest growth in domestic demand.
Growth is then expected to pick up to about 2.8% in 2021, as private consumption and exports regain momentum.

The tourist sector is proving more resilient to recent setbacks than many had feared earlier in the year. Although visitor numbers are down
about 14%, the visitors spend significantly more per head this year. Strong balance sheets of both the public and private sector, coupled
with a strong external position and increased leeway for countercyclical economic policy, will help mitigate the impact of the setback in
tourism on the economy.
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Directors' Report

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 30 September 2019 have been prepared on a going concern basis in
accordance with the International Accounting Standard (IAS) 34 Interim Financial Reporting as adopted by the European Union; the Act
on Annual Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions, where
applicable.

To the best of our knowledge, these interim financial statements provide a true and fair view of the Group's operating profits and cash
flows in the reporting period and its financial position as of 30 September 2019.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 30 September 2019.

Képavogur, 30 October 2019

Board of Directors:

Fridrik Sophusson, Chairman

Témas Mar Sigurdsson, Vice-Chairman
Anna bérdardottir

Audur Finnbogadéttir

Ami Stefansson

Hallgrimur Snorrason

Heidrun Jonsdottir

Chief Executive Officer:

Birna Einarsdottir
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Consolidated Interim Income Statement

2019 2018
Notes 1.1-30.9 1.1-30.9

2019 2018
1.7-30.9 1.7-30.9

INErESE INCOME™ .....eiiiiiie et 47,733 45,044 15,163 15,707
INEEIEST EXPENSE ..ottt e et eeeae (22,543) (21,401) (6,751) (7,406)
Net interest income 10 25,190 23,643 8,412 8,301
Fee and comMmISSION INCOME .......ocuuuiiiiiiiiiiiiie e 15,532 14,280 5,175 5,044
Fee and COMMISSION EXPENSE .....cccoiiuiiiiieieiiiiiie ettt e (5,819) (5,531) (2,085) (2,105)
Net fee and commission income 11 9,713 8,749 3,090 2,939
Net financial INCOME (EXPENSE) ......uviiiuiiiiiiiiee et 12 23 (325) (598) (420)
Net foreign exchange gain (I0SS) ........cueiueieiiiieiiiiee it 13 46 (75) 147 (8)
Other operating iINCOME ..........iiiiiiiiiiiie e 14 1,217 1,664 44 64
Other net operating income 1,286 1,264 (407) (364)
Total operating income 36,189 33,656 11,095 10,876

Salaries and related expenses 15 (12,083) (11,453)

(3,720)  (3,501)

Other Operating EXPENSES ......cccuuiiiiiieiiiiee ettt et et 16 (8,698) (8,732) (2,698) (2,962)
Contribution to the Depositors' and Investors' Guarantee Fund ...................... (720) (874) (210) (295)
2= 0] G v= G PPV PROPPROUPPPNE (2,714) (2,541) (1900) (944)
Total operating expenses (24,215) (23,600) (7,528) (7,702)
Profit before net impairment on financial assets 11,974 10,056 3,567 3,174
Net impairment on financial @SSELS ..........coocieiiiiiiiiiee e 17 (2,078) 1,881 (230) (53)
Profit before tax 9,896 11,937 3,337 3,121
INCOME TAX EXPEINSE ...ttt ettt ettt ettt ettt e et e e et e e st e e e neeas 18 (3,071) (3,616) (1,292) (1,136)
Profit for the period from continuing operations 6,825 8,321 2,045 1,985
Discontinued operations, net of INCOME taX .........c.ccceeiviiiiniiieenie e 19 (30) 920 41 126
Profit for the period 6,795 9,241 2,086 2,111

*Of which interest income amounting to ISK 45,647 million (2018: ISK 43,617 million) is calculated using the effective interest method.

Profit attributable to:

Shareholders of iSIandsSbanki hf. ..........c.ocooeoeoeee oo, 7,072 9,520 2,153 2,199
NON-CONLrOIlING INTEIESTS ....ooiiiiiiiiiie e (277) (279) (67) (88)
Profit for the period 6,795 9,241 2,086 2,111
Earnings per share from continuing operations

Basic and diluted earnings per share attributable to the

shareholders of [SIaNASDANKI hif. ..........c.cccooiriiiiiiiereicece e 20 0.71 0.86 0.21 0.21

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2019 2018 2019 2018

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

Profit fOr the PEIOM ..........c.ovieieeeeeeeeeee et 6,795 9,241 2,086 2,111
Iltems that will not be reclassified to profit or loss

Changes in fair value of financial assets, net of tax .........ccccocveerrieinnieinineen. 978 699 85 341

Changes in fair value of financial liabilities, net of tax ..........cccccceevriiiiiiiennn. (802) 752 29 (4

Other comprehensive income for the period, net of tax 176 1,451 114 337

Total comprehensive income for the period 6,971 10,692 2,200 2,448

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 30.9.2019 31.12.2018
Assets
Cash and balances with Central Bank ...........ccccccccviiiiiiii, 21 129,115 135,056
Loans to credit INSHIULIONS .........vviiii e 22 66,409 41,577
Bonds and debt iNSTIUMENLS ...........uuuiuiuiiiiiiiiiiiiiiiiiiiieie e eeeeeereees 5 73,899 69,415
DEIVALIVES ...eeiiiiiieiie e e ittt e e e e e e e et e e e e e s s ta e e e e e e sntabeeeaeesnnnnneeeas 23 5,438 4,550
LOANS 10 CUSTOMIEIS ...oiviviiie ittt ettt e e e e e et s e e e e e e e tbn e e e e e aeanes 24 909,175 846,599
Shares and equity iINSTIUMENES .........cooiiiiiiiiieiiie e 5 19,200 13,074
INVESTMENES 1N @SSOCIALES ....evvviiieiiiiiiiiiiiee ettt 687 682
Property and EqUIPIMENT ..........ooiiiiiiiiie e 27 9,442 5,271
INtANGIDIE ASSELS ... 4,709 5,002
OLNEI ASSELS .eiiiiiiiiiiiie ettt e e e e e s e e e e s e st e e e e e e snneeeeaeesnnnees 28 15,781 9,177
Total Assets 1,233,855 1,130,403
Liabilities
Deposits from Central Bank and credit institutions 29 31,808 15,619
Deposits froM CUSIOMELS .......uuiiiiieiiiiiiii e et e e 30 610,281 578,959
Derivative instruments and Short POSItioNS ..........ccccoovuiiriiiieiiiie e 23 7,910 5,521
Debt issued and other borrowed funds ...........coociiiiieiiiiiiiie e, 32 331,938 300,976
Y0 o o] o [T F= C=To I [0 F=T o TP PUSRRE 33 21,993 16,216
TaX HaDIItIES .. .ccieieieiee e s e e sebeseseseneaeeees 10,127 7,150
Other aDilItIES ......ccoiiiieiiie e 35 41,814 29,649
Total Liabilities 1,055,871 954,090
Equity
S g F= o 1o - | TP PPPR 10,000 10,000
SNAME PrEMIUM L.eeiiiiiiiiiii e e et e e e et e e e e e st e e e e e annteeeaeeeas 55,000 55,000
Reserves ........c....... 6,801 6,499
Retained earnings 103,785 102,496
Total Shareholders' Equity 175,586 173,995
NON-CONLrOIING INTEIESES ....ooiiviieiiiie et 2,398 2,318
Total Equity 177,984 176,313
Total Liabilities and Equity 1,233,855 1,130,403

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Liability Total Non-

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

capital premium reserve reserves reserve reserve earnings equity interests equity
Equity as at 1.1.2019 10,000 55,000 2,500 3,750 625 (376) 102,496 173,995 2,318 176,313
Profit for the period ...........cccociiiiiiiii e 7,072 7,072 (277) 6,795
Dividends PaId ........c.eereiriiiiiiiiee e (5,300) (5,300) (5,300)
Net change in fair value of financial assets ..............ccc.c...... 621 621 357 978
Net change in fair value of financial liabilities ...................... (355) (447) (802) (802)
Restricted due to capitalised development costs ................ (218) 218 - -
Restricted due to fair value changes ..........cccccovcviiieeeeniinns 303 (303) - -
Restricted due to subsidiaries and associates .................... (49) 49 - -
Equity as at 30.9.2019 10,000 55,000 2,500 3,786 1,246 (731) 103,785 175,586 2,398 177,984
Equity as at 1.1.2018 10,000 55,000 2,500 3,440 239 (1,486) 104,760 174,453 2,485 176,938
Profit for the period ... 9,520 9,520 (279) 9,241
Dividends PaId ........c.cereiriieiiirieeese e (113,000) (113,000) (13,000)
Net change in fair value of financial assets ..............ccc........ 446 446 253 699
Net change in fair value of financial liabilities ...... 812 (60) 752 752
Restricted due to capitalised development costs ................ 363 (363) - -
Restricted due to fair value changes ...........c.cccccovvieinnicenne (91) 91 - -
Restricted due to subsidiaries and associates (332) 332 - -
Equity as at 30.9.2018 10,000 55,000 2,500 3,380 685 (674) 101,280 172,171 2,459 174,630

The Annual General Meeting ("AGM") for the operating year 2018 was held on 21 March 2019. At the AGM shareholders approved the Board's proposal to pay dividends to shareholders amounting to ISK
5,300 million which is equivalent to ISK 0.53 per share (2018: ISK 1.30 per share). The dividends were paid on 27 March 2019.

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2019 2018
Notes 1.1-30.9 1.1-30.9
Profit fOr the PEIOA ......couiiiiiii ettt 6,795 9,241
Non-cash items included in profit for the period ... 17,955 10,263
Changes in operating assets and labilitieSs ...........cceiiiiiiiiiiiii e (42,657) (105,461)
Dividends received ...........cccccooviiiiieneennnnns 32 75
Income tax and bank tax paid (2,884) (2,834)
Net cash used in operating activities (20,759) (88,716)
Net investment in subsidiaries and associated COMPANIES .........ccooviuriieieeiiiiiiieeee i - 3,220
Proceeds from sales of property and eqUIPMENT ..........ccueiiiiiiiiiiieiiiie e 23 15
Purchase of property and @qUIPMENT ..........eiiiiiiiiiiiiiee e e e e snnes (352) (107)
Purchase of iNtangible aSSEtS ...........ioiiiiiiii e (187) (597)
Net cash (used in) provided by investing activities (516) 2,531
Proceeds from DOMTOWINGS ......coiiiiiiiiiiie et e e et e e e ees 108,701 107,097
Repayment of borrowings ....... (81,388) (34,655)
Repayment of lease liabilities . (281) -
(DY To (=T o 53 o= o R PP PPPR (5,300) (113,000)
Net cash provided by financing activities 21,732 59,442
Net increase (decrease) in cash and cash equivalents ...........ccccooviiiiiieiiie e, 457 (26,743)
Effects of foreign exchange rate Changes ... (201) (143)
Cash and cash equivalents at the beginning of the period .............ccccceiiiiiiiiiiic e 143,203 187,438
Cash and cash equivalents at the end of the period 143,459 160,552
Reconciliation of cash and cash equivalents
(0= T s o o 1 g - 1y (o EO PP OPPPRO 21 4,007 2,062
Cash balances With Central BANK ................uuuueuuuiieruiiiiiiiiriiirirssessseeserererererereeerereeeeeeee—.. 21 125,108 154,189
BANK @CCOUNES ...ttt ettt e ettt et et e e e st e s bb e e e kbt e e e nbb e e e anbeeeanbeeeens 22 29,411 19,768
Mandatory reserve and special restricted balances with Central Bank ...............ccccceeeeiiines 21 (15,067) (15,467)
Cash and cash equivalents at the end of the period 143,459 160,552

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

Interest received from 1 January to 30 September 2019 amounted to ISK 45,089 million (2018: ISK 43,085 million) and interest paid in
the same period 2019 amounted to ISK 18,628 million (2018: ISK 16,277 million). Interest paid is defined as having been paid when it
has been deposited into the customer account and is available for the customer's disposal.

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2019 2018

1.1-30.9 1.1-30.9

Depreciation and @mMOITISALION ............ueiiiiiiiiii ettt e e e et e e e e e s abe e e e e s s bbb eeaeeaasnbareaeesaannenees 1,246 703
Share of (profit) 0SS Of ASSOCIAES .........eiiiiiiiiiiiie e e e e e (5) 34
Accrued interest and fair value changes on debt issued and subordinated l0ans ............ccccoccuvveeieinninns 8,680 7,296
Net impairment 0N fINANCIAI ASSELS .....oiiiiiieiiiiie e e e e e aaeeeeas 2,220 (1,943)
Foreign exchange (QaIN) [OSS .......uuiiiiiiiiei it e et e e e et bt e e e e e e e bbb et e e e e s anbbeeeaeeaan (46) 75
Net gain from sales of subsidiary, property and €qUIPMENT .........ccooiiiiiiiiiiiiiiie e (1) (1,557)
Unrealised fair value loss recognised in Profit O 0SS .......ccoooiiiiiiiiiiiiiii e 40 387
Discontinued operations, Net Of INCOME TAX ........ccoiiiiiiiiiiie e 30 (920)
BANK T8X ... — ettt — e e e e et e e ettt et et e e e et a e e et e et et et et e aaaaaaaeaaaaaaaaaaaaaaaaaaaaaaaaaaas 2,714 2,541
[gToo] 0 4TI 7 U USUPPPTN 3,071 3,616
Other changes 6 31
Non-cash items included in profit for the period 17,955 10,263
Mandatory reserve and special restricted balances with Central Bank ...........ccccccooiiiiiiiiiiiiiniiiieeen 2,045 2,099
LoaNSs to Credit INSHEULIONS ......ciiiiiiiicee ettt e esiaee e (18,677) (33,237)
Bonds and debt instruments ... (3,548) (134,346)
LOBNS 10 CUSLOMIEIS ....oiiiiiiiiiiiti ittt e e e s s a e e e e e s s b e e e e e e s s bbb e s e e e s s sababea e e e s s sabnnes (60,476) (76,661)
Shares and equity INSTIUMENTS .........oiiiiiiiiiiieii et et e e e e e st e eaaes (5,089) (3,280)
Other OPEratiNg @SSELS ......vviiiiiii ittt ettt sb et st e et e s e e sbneeeeaes (6,069) (766)
Non-current assets and liabilities held for Sale ..o (268) 2,464
Deposits from Central Bank and credit iNSHIULIONS ..........ooiiiiiiiieiiiie e 16,172 4,182
DEPOSILS FTOM CUSIOMELS ... ..iiiiiiiiei ittt ettt e e e e ettt e e e e e e tb et eaeesansbeeeeeeeaasntneeeeeeaanssbeeeeeaeannnees 29,000 37,840
Derivative instruments and ShOrt POSItIONS ..........cuuiiiiiiiiiiiie e (3,652) (2,532)
Other operating lIAaDIlITIES ........cooiiiiii et e e 7,905 (1,224)
Changes in operating assets and liabilities (42,657) (105,461)

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

The recognition of right-of-use assets amounting to ISK 4,505 million and the same amount in lease liabilities following the adoption of
IFRS 16 - Leases had no cash flow effect (see Note 3).

Non-cash transactions 2018
During the period the Group did not have any non-cash transactions.

The notes on pages 11 to 54 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

{slandsbanki hf., the parent company, was incorporated on 8 October 2008 and is a limited liability company domiciled in Iceland. The
condensed consolidated interim financial statements for the third quarter of 2019 (“the interim financial statements") comprise the
financial statements of islandsbanki hf. ("the Bank" or "islandsbanki") and its subsidiaries together referred to as "the Group".

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

The interim financial statements were authorised for issue by the Board of Directors of islandsbanki hf. on 30 October 2019.

2. Basis of preparation

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

The interim financial statements do not include all the information required for annual financial statements and should be read in
conjunction with the audited consolidated financial statements of the Group for the year ended 31 December 2018, as well as the
unaudited Pillar 3 Report for the year 2018. Both are available on the Bank's website: www.islandsbanki.is.

The accounting policies and the basis of measurement are unchanged in comparison with Notes 70 and 72 in the consolidated financial
statements for the year 2018 except for the changes presented in Note 3.

The interim financial statements are presented in Icelandic kréna (ISK), which is the functional currency of Islandsbanki hf. All amounts
presented in ISK have been rounded to the nearest million, except when otherwise indicated. At 30 September 2019 the exchange rate
of the ISK against the USD was 123.69 and 135.10 for the EUR (year-end 2018: USD 116.33 and EUR 133.23).

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

Significant accounting estimates and judgements

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

Estimates and underlying assumptions are under constant review. Changes in accounting estimates are recognised when they occur.

Key areas where management has made difficult, complex or subjective judgements, include those relating to impairment of financial
assets, the fair value of financial instruments and intangible assets.

3. Changes to accounting policies and presentation

The accounting policies in the interim financial statements are consistent with those applied in the consolidated financial statements for
the year 2018, except for changes to the accounting for leases resulting from the adoption of IFRS 16. Those changes are described
below.

IFRS 16 — Leases

The Group adopted a new IFRS standard, IFRS 16 — Leases, which replaced IAS 17, IFRIC 4, SIC 15 and SIC 27 as of 1 January 2019.
The standard sets out the principles for the recognition, measurement, presentation and disclosure of leases and requires lessees to
account for most leases under a single on-balance sheet model.

As a result of the adoption of IFRS 16, the Group has changed its accounting policy for lease contracts as follows.

The Group as a lessee

Recognition

At the inception of a contract, the Group assesses whether a contract is, or contains, a lease. A contract is, or contains, a lease if the
contract conveys the right to control the use of an identified asset for a period of time in exchange for consideration. The Group has
elected not to separate non-lease components and account for lease and non-lease components of a contract as a single lease
component. This policy is applied to contracts entered into, or changed, on or after 1 January 2019.

The Group recognises a lease liability and a right-of-use asset at the lease commencement date.

The Group has elected not to recognise right-of-use assets and lease liabilities for short-term leases that have a lease term of 12 months
or less and leases of low-value assets. The Group recognises lease payments associated with these leases as an expense on a straight-
line basis over the lease term.
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Measurement

Lease liabilities

The lease liability is initially measured at the present value of the lease payments, both fixed and variable, discounted using the entity's
incremental borrowing rate. The lease liability is measured at amortised cost using the effective interest method and remeasured when
there is a change in future payments, e.g. arising from a change in an index or an assessment of whether extension or termination
options will be exercised.

After the commencement date, the amount of lease liabilities is increased to reflect the accretion of interest and reduced for the lease
payments made.

Right-of-use assets

The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease liability adjusted for any lease payments
made at or before the commencement date, plus any initial direct costs incurred less any lease incentives received. For any
remeasurement of the lease liability a corresponding adjustment is made to the carrying amount of the right-of-use asset or recorded in
profit or loss if the carrying amount of the right-of-use asset has been reduced to zero.

The right-of-use-asset is subsequently depreciated using the straight-line method from the commencement date to the end of the lease
term. Right-of-use assets are subject to impairment.

Modification

If a lease modification increases the scope of the lease by adding a right to use of one or more underlying assets and the consideration
for the lease increases by an amount commensurate with the stand-alone price for the increased scope and any adjustments to the price
that reflects the circumstances of the particular contract, then the modification is accounted for as a separate lease.

For lease modifications that are not accounted for as separate leases the lease term of the modified lease is redetermined and the lease
liability remeasured using the revised lease payments and discounted using the incremental borrowing rate at the effective date of
modification. Any adjustment of the lease liability is then correspondingly made to the right-of-use asset.

Presentation

The Group presents right-of-use assets in the line item "Property and equipment" and lease liabilities in the line item "Other liabilities" in
the statement of financial position. Maturity analysis of lease liabilities is disclosed in Note 49. Interest on lease liabilities is recognised
in profit or loss in the line item "Interest expense". Depreciation of right-of-use assets is recognised in profit or loss in the line item "Other
operating expenses".

Impact of adoption of IFRS 16

The Group applied IFRS 16 using the modified retrospective approach and therefore the comparative information has not been restated.
On transition to IFRS 16 the Group elected to apply the practical expedient to apply the standard only to contracts previously identified
as leases under IAS 17.

At transition, lease liabilities were measured at the present value of the remaining lease payments, discounted with each entity's
incremental borrowing rate as at 1 January 2019. Right-of-use assets are measured at an amount equal to the lease liabilities at transition.

On transition to IFRS 16, the Group recognised ISK 4,505 million of right-of-use assets and the same amount in lease liabilities. The
Group's lease liabilities and right-of-use assets at transition and throughout the third quarter 2019 are mostly derived from CPI-linked
real estate lease commitments for offices, branches and storage but a small minority stems from lease commitments for land. When
measuring lease liabilities, each entity discounted lease payments using its incremental borrowing rate at 1 January 2019. The weighted
average rate applied by the Group is 2.14% for CPI-linked leases.

Reconciliation between IAS 17 lease commitments and IFRS 16 lease liabilities as at 1 January 2019

Operating lease commitments at 31 December 2018 as disclosed in the Group's consolidated financial statements ................. 5,143
Effects of discounting operating lease commitments using the incremental bOrrowing rate ...........coocceeeiiieeiiiiieen s (593)
Recognition exemption for short-term and [OW-value @SSEE IEASES .........cccuiiiiiiiiiiiiiie et (61)
Addition for lease COMMItMENTS FOF TN ... ittt sttt e ekttt e ettt e e sttt aasbb et s s sbeeesshbb bt e s sab b e e s abbeesanbbeesanbeesannneaaas 16

Lease liabilities recognised as at 1 January 2019 4,505

When applying IFRS 16 to leases previously classified as operating leases under IAS 17 the Group used the following practical
expedients; not to recognise right-of-use assets and liabilities for leases with less than 12 months of lease term and for leases of low-
value assets; exclude initial direct costs from measuring right-of-use assets at the date of initial application, and using hindsight when
determining the lease term if the contract contains options to extend or terminate the lease.
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The Group as a lessor

Lessor accounting under IFRS 16 is substantially unchanged from IAS 17. Lessors will continue to classify leases as either operating or
finance leases using similar principles as in IAS 17. Therefore, IFRS 16 did not have an impact on leases where the Group is the lessor.

Other changes in presentation

Other changes in presentation in the statement of financial position are that the line item "Non-current assets and disposal groups held for
sale" has been included in the line item "Other assets" and the line item "Non-current liabilities and disposal groups held for sale" has been
included in the line item "Other liabilities".

4. Operating segments

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

The Group comprises the following operating segments:

Personal Banking

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

Business Banking

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

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments
Subsidiaries include Borgun hf., islandssjéair hf., Allianz island hf. and other less significant subsidiaries (see Note 26).

Following is an overview showing the Group's performance with a breakdown by operating segments. Comparative amounts due to
organisational changes have not been restated.
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Corporate & Treasury & Subsidiaries,

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

Banking Banking Banking Trading centres total adjustments total
Net INtEreSt INCOME .....c.coiiiiiiiiiie e 7,876 8,140 6,271 2,337 (171) 24,453 737 25,190
Net fee and commission income .... . 3,361 1,213 2,641 (137) 6 7,084 2,629 9,713
Other net operating iINCOME .........cooiiiiiiiieiiiiiiieee e - 12 349 229 1,308 1,898 (612) 1,286
Total operating income 11,237 9,365 9,261 2,429 1,143 33,435 2,754 36,189
Salaries and related eXPENSES .........ccoiveiiiiiiiiiiieeree e (2,041) (1,483) (11,300) (187) (4,845) (9,856) (2,227) (12,083)
Other operating EXPENSES .......cccuviiiiiiieiiiiee it (1,650) (824) (465) (203) (4,146) (7,288) (1,410) (8,698)
Contribution to the Depositors' and Investors' Guarantee Fund ....... (404) (245) (71) - - (720) - (720)
BANK E8X ....cvoveeeeeeeeve et ee e nee e n e en s en et en e n e (357) (258) (375) (1,7112) (13) (2,714) - (2,714)
Net impairment on financial aSSets .........ccccceveviiveeiiiii e (425) (689) (748) (156) - (2,018) (60) (2,078)
COSt AlIOCALION ..ot (13,906) (2,162) (2,172) 233 8,007 - - -
Profit (loss) before tax 2,454 3,704 4,130 405 146 10,839 (943) 9,896
INCOME TAX EXPENSE ....vviiiiiiieeiiie ettt e (731) (1,030) (1,171) (151) (41) (3,124) 53 (3,071)
Profit (loss) for the period from continuing operations 1,723 2,674 2,959 254 105 7,715 (890) 6,825
Net segment revenue from external CUSIOMErS ..........ccceeeviveeininnnn. 13,332 10,810 14,229 (6,194) 1,258 33,435 2,754 36,189
Net segment revenue from other segments ...........ccccceevciieiiinennn. (2,095) (1,445) (14,968) 8,623 (115) - - -
Fee and COMMISSION INCOME ........cccveriiiiiiiiene e 4,520 1,226 2,673 98 6 8,523 7,009 15,532
Depreciation and amortiSation ..............ceeeeeiiiiiieeee e (164) (88) (16) - (812) (1,080) (166) (1,246)
At 30 September 2019
LOANS 10 CUSIOMENS .....ooiiiiiiiiiiiiie et 325,014 234,206 344,928 540 - 904,688 4,487 909,175
OFNEI @SSELS ..c..viiiiiiiiiitee et 2,997 3,229 276 284,816 11,643 302,961 21,719 324,680
Total segment assets 328,011 237,435 345,204 285,356 11,643 1,207,649 26,206 1,233,855
Deposits from CUSIOMENS .......vvviiiieeiciiiee e 279,252 175,357 104,696 54,294 - 613,599 (3,318) 610,281
Other IabilitIeS ........cooviiiieiiii e 1,037 2,043 2,218 412,552 5,956 423,806 21,784 445,590
Total segment liabilities 280,289 177,400 106,914 466,846 5,956 1,037,405 18,466 1,055,871
P {FoTor=1 C=To [ =T o [ U] | YRS 28,907 39,312 60,614 40,202 1,209 170,244 7,740 177,984
RiSK @XpOSUre amouUNt ..........eeiiiiiiiiiiie e 188,335 246,964 373,528 76,055 7,429 892,311 20,532 912,843

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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Subsidiaries, eliminations & adjustments

1 January to 30 September 2019 islands- Allianz Other  Eliminations
Borgun hf. sjédir hf. [sland hf. subsidiaries & adjustments Total
Net interest INCOMEe .........oociiiiiiiiiiiiie e 669 24 20 26 (2) 737
Net fee and commission iNCOME ...........ccccevveeernnenn. 1,155 805 696 (23) (4) 2,629
Other net operating iNCOMEe ..........ccccveviiiiiniieeiieen, 39 109 - (3) (757) (612)
Total operating income 1,863 938 716 - (763) 2,754
Salaries and related expenses ..........c.cccoceerivenneennn. (1,688) (401) (138) - - (2,227)
Other operating eXpPenses ..........ccccocvveeriieeinieeenne. (1,052) (131) (1330) (1) 104 (1,410)
Net impairment on financial assets ..........ccc.cccceeveneee. (61) - - - 1 (60)
(Loss) profit before tax (1938) 406 248 (1) (658) (943)
INCOMeE tax EXPENSE .......covcuvviireeiiiiiiiie e 179 (82) (48) - 4 53
(Loss) profit for the period from cont. operations (759) 324 200 (1) (654) (890)
Net segment revenue from external customers ........ 2,457 1,087 706 (16) (1,480) 2,754
Net segment revenue from other segments .............. (594) (149) 10 16 717 -
Fee and commission iNCOME .........ccccooiieeinieeeniineenne 7,548 1,125 696 - (2,360) 7,009
Depreciation and amortisation ............cccccevvcvveeeeenn. (161) - - - (5) (166)

At 30 September 2019

TOtal @SSELS ...vieeiiiiiieiiie e 28,868 2,579 1,090 6,439 (12,770) 26,206
Total llabilities ..........ccovoveiiii e, 22,412 258 399 8 (4,611) 18,466
Total @QUILY ..eveeeeiiie e 6,456 2,321 691 6,431 (8,159) 7,740

Corporate & Proprietary Cost

1 January to 30 September 2018 Retail Investment Trading & centres &
Banking Banking Treasury subsidiaries  eliminations Total
Net interest iNCOME ........coociiiieeeiiiiiee e 14,727 5,490 2,975 651 (200) 23,643
Net fee and commission iNCOME ............cccevveeernnenn. 4,482 2,353 (137) 2,096 (45) 8,749
Other net operating income 40 265 (192) 2,007 (856) 1,264
Total operating income 19,249 8,108 2,646 4,754 (1,101) 33,656
Salaries and related eXpenses ..........ccccceeevveeeninnn. (3,510) (1,184) (122) (2,071) (4,566) (11,453)
Other operating eXpPeNnSes ..........ccccovvveeriieeenieeennne. (2,608) (489) (239) (1,643) (3,753) (8,732)
Deposit Guarantee Fund (792) (85) 3 - - (874)
Bank tax ......ccccevvernieene - - (2,541) - - (2,541)
Net impairment on financial assets 1,550 501 (97) (71) (2) 1,881
Cost AllOCALION ....ccovviiiiiiieiiiie e (5,740) (1,924) 360 (39) 7,343 -
Profit (loss) before tax 8,149 4,927 10 930 (2,079) 11,937
INCOME taX EXPENSE ......ccoviviiiieeiiiiiiee e (2,119) (1,281) (638) (119) 541 (3,616)
Profit (loss) for the period from cont. operations 6,030 3,646 (628) 811 (1,538) 8,321
Net segment revenue from external customers ........ 21,935 12,273 (4,813) 5,162 (901) 33,656
Net segment revenue from other segments .............. (2,686) (4,165) 7,459 (408) (200) -
Fee and commission iNCOME ..........cceeeeeeiiiiiieeeeennne 5,625 2,563 (104) 8,438 (2,242) 14,280
Depreciation and amortisation ...........ccccccceevcveeerineen. (230) (21) (3) (127) (321) (702)

At 30 September 2018

Loans to CUSIOMENS .........ccoceiiiiiieiiieeiiee e 509,073 321,307 165 5,037 - 835,582
OthEr @SSELS ...vveviieeeeeeiiee et 3,685 1,883 271,326 56,487 (6,324) 327,057
Total segment assets 512,758 323,190 271,491 61,524 (6,324) 1,162,639
Deposits from CUStOMErS .......ccccveveeviiiiiieee e, 433,735 125,171 54,682 - (4,942) 608,646
Other liabilities ..........ocveviiiiieiciecece e 4,937 3,498 346,969 29,841 (5,882) 379,363
Total segment liabilities 438,672 128,669 401,651 29,841 (10,824) 988,009
Allocated QUILY .....veerveereeeeiere e 58,883 52,065 50,084 19,296 (5,698) 174,630
Risk exposure amount ..........cccoocvevvviieenieenieesenennn 417,426 359,696 28,383 51,725 (2,078) 855,152
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5. Classification of financial assets and financial liabilities

At 30 September 2019

Mandatorily Held for Designated  Fair value Amortised Carrying
at FVTPL hedging as at FVTPL through OCI cost amount
Cash and balances with Central Bank ............ccccccvveeviiiiiieneeennns - - - - 129,115 129,115
Loans to credit INSHtULIONS ...........evvveviiiiiiiiiiiiiieieeeeeeeeeee e - - - - 66,409 66,409
Listed bonds and debt instruments ..........cccccceevvviiiee e 46,795 - - - - 46,795
Listed bonds and debt instruments used for economic hedging .... 25,546 - - - - 25,546
Unlisted bonds and debt inStruments ..........cccccovevvveeeeeecvciieeeeeeee 1,558 - - - - 1,558
DENVALIVES ... 4,205 1,233 - - - 5,438
LO@ANS 10 CUSLOMEIS ....vvivieiiiiiiiiieieieieeeeeeeeeeeeeeeeeeeeeeeeeeeeeseeeeenaaeaeaees - - - - 909,175 909,175
Listed shares and equity iNStrUMENtS ...........ooccuvveeeeiiiiiiiienenniiies 4,253 - - - - 4,253
Listed shares and equity instruments used for economic hedging 9,030 - - - - 9,030
Unlisted shares and equity inStruments ............ccccceeeeiiiiieene e 3,097 - - 2,820 - 5,917
Other financial @SSELS ........ccuvviiveiiiiiiiee e - - - - 13,538 13,538
Total financial assets 94,484 1,233 - 2,820 1,118,237 1,216,774
Deposits from Central Bank and credit institutions ........................ - - - - 31,808 31,808
Deposits from CUSTIOMETS ........coicuiieiiiiiiiiiee e - - - - 610,281 610,281
Derivative instruments and short positions ...........cccccoecviiiieinninns 7,910 - - - - 7,910
Debt issued and other borrowed funds ............cccoecvivveeeiiiiiiienenn, - 41,817 68,824 - 221,297 331,938
Subordinated 10aNns ..., - - - - 21,993 21,993
Other financial liabilities ..........cccceveeiiiiiie e - - - - 40,444 40,444
Total financial liabilities 7,910 41,817 68,824 - 925,823 1,044,374
At 31 December 2018
Mandatorily Held for Designated Fair value Amortised Carrying
at FVTPL hedging as at FVTPL through OCI cost amount
Cash and balances with Central Bank .............cccccceeeiiiiiiieeecennnns - - - - 135,056 135,056
Loans to credit iINSHtULIONS ............vvvvvivirieiiiiiiieiieieeeeeeeeeee e - - - - 41,577 41,577
Listed bonds and debt instruments ...........c.cccccoeviiiiieee e, 45,496 - - - - 45,496
Listed bonds and debt instruments used for economic hedging .... 22,405 - - - - 22,405
Unlisted bonds and debt inStruments ...........c.ccooevvvveeeeeeiciieeeeeees 1,514 - - - - 1,514
Derivatives .........cccceeeeeeeeeieie e, 3,923 627 - - - 4,550
Loans to CUStOMErS ..........vvvvveveveverenenenens - - - - 846,599 846,599
Listed shares and equity iNStruMENts ..........c.ccceeeviieeiniiieniecenen. 2,928 - - - - 2,928
Listed shares and equity instruments used for economic hedging 5,458 - - - - 5,458
Unlisted shares and equity inStruments ............cccccceeeeviciiieeeeeennes 2,846 - - 1,842 - 4,688
Other financial @SSets .........cccvvviiiiiiii - - - - 7,511 7,511
Total financial assets 84,570 627 - 1,842 1,030,743 1,117,782
Deposits from Central Bank and credit institutions ........................ - - - - 15,619 15,619
Deposits from CUSIOMErS ..........viiiiiiiiiiiieee e - - - - 578,959 578,959
Derivative instruments and short positions ...........ccccceecveeeeeiinns 5,521 - - - - 5,521
Debt issued and other borrowed funds ...........ccccccvvvviviiiiiiniiiinnnnn. - 40,714 68,154 - 192,108 300,976
Subordinated l0ans ...........ccccceveeeennes - - - - 16,216 16,216
Other financial liabilities - - - - 27,186 27,186
Total financial liabilities 5,521 40,714 68,154 - 830,088 944,477
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Fair value information for financial instruments

Financial instruments carried at fair value

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

The table below shows financial instruments carried at fair value at 30 September 2019 categorised into three levels of fair value hierarchy
that reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:

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

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

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

At 30 September 2019

Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENTS ...........uviiiiiiiiiee e e e e e e e e srnaaeaeeas 72,341 - 1,558 73,899
Derivatives .............c.eeee... . - 5,438 - 5,438
Shares and equity INSITUMENTS ..........oiiiiiiiiiiie et e e e e 13,202 31 5,967 19,200
Total financial assets 85,543 5,469 7,525 98,537
DENVALIVE INSIIUMENTS ....uuviiiiiiiiiiiiiiiiiteiereririresreserereeesererereeereerereereerereeereereaaeeaaeaeeeeeaaaaaaees - 7,910 - 7,910
Debt issued and other borrowed funds designated as at FVTPL 68,824 - - 68,824
Total financial liabilities 68,824 7,910 - 76,734
At 31 December 2018

Level 1 Level 2 Level 3 Total
Bonds and debt iNSLIUMENTS ...........viiiiiiiiiiice e e e e e e e erraeeeeeas 67,901 - 1,514 69,415
DEIVALIVES ...ttt bttt n bt e bnbarararnrnrnnees - 4,550 - 4,550
Shares and equity INSITUMENTS ..........oiiiiiiiiiiie it e e seee e 8,344 42 4,688 13,074
Total financial assets 76,245 4,592 6,202 87,039
DENVALIVE INSIIUMENTS ....uuviiiiiiiiitiiiiiiirereterereeeseesereseeeeeeeseeeeeeeeeaeeeeeereeeeeeeeeaeeaaeaeaeaaeaeaaaaaees - 5,521 - 5,521
Debt issued and other borrowed funds designated as at FVTPL ........cccccoeviiieiiiiceniineenne 68,154 - - 68,154
Total financial liabilities 68,154 5,521 - 73,675

Bonds and Shares and

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

Fair value at 1 JANUAIY 2019 ........oeiiiiiiiiiiite ettt e et et e e e e e ettt e e e e s e bttt e e e e e s ab e et e e e e e e abbbeeeeeeeaababe e e e e e aannbeeeeeeeannrnneas 1,514 4,688
PUFCRASES ...ttt h ekttt e h e oo bt e e h e oo ettt et bt e ea et e et e e e et e et e n et e e 7 286
ST U= E TS T T S TP OTPU T PP O TSP TRTOPP RPN (536) (52)
Net gain on financial instruments recognised iN Profit OF I0SS ..........cciiiiiiiiiii e 511 46
Net gain on financial instruments recognised in other comprenensive INCOME ............oocuiiiiieiiiiiiiee e - 978
(@10 TCT g ol T 1g Lo [T TS PSP O PRSP OPPPPR 62 21
Fair value at 30 September 2019 1,558 5,967
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Bonds and Shares and
debt equity
instruments instruments
Fair value at 1 JANUAIY 2018 ........oooiiiiiiiiiiiee ettt e e e e e sttt e e e e s e e b et e e e e e e s hbeeeeeeeaaabebeeeeeeeaabbbeeeaeeaannbbeeaeeeannbnneas 1,828 3,373
PUICRESES ...t e e oo Rt et e e Rt E e ettt n e 8 790
Net loss on financial instruments recognised iN Profit OF 0SS ........cooiiiiiiiiiiiii e (249) (135)
Net gain on financial instruments recognised in other comprehensive income ... - 610
Transfers froM LEVEI 1 OF 2 .....couiiiiiiiie ettt b e ettt e e b et e e bbb e e e abe e e e rbb e e e aeb e e aabaees - 50
(@10 1T g ol T 1q Lo [T OO OPPP (73) -
Fair value at 31 December 2018 1,514 4,688

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

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

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

Level 1: Fair value established from quoted market prices.

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

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

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

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

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

At 30 September 2019 the Group's Level 3 equities amounted to ISK 5,967 million. These include shares in five professional investment
funds and investment companies investing in unlisted equities and specialised investments in Iceland totalling ISK 1,457 million. The Group
receives information from fund managers which use valuation models for the valuation of these equities. Full access to information of all
components in these valuation models is unavailable to the Group and is therefore no basis for assumptions for sensitivity analysis. The
Group holds Series C preferred shares in Visa Inc., amounting to ISK 2,820 million, which are subject to selling restrictions for a period of up
to 9 years and under certain conditions may have to be recalled. The fair value of the preferred shares is closely linked to the market value of
Visa Inc. at NYSE stock exchange, written down by 30% due to uncertainty of the final number of shares and marketability. For other Level 3
equities, changes in components for valuation will have minimal impact on the Group's income statement.

The Group's Level 3 bonds amounted to ISK 1,558 million. The majority of the amount in Level 3 bonds is estimated by discounting cash
flow where the yield is the contractual currency's base rate with a premium that is decided by expert judgement on projected risk and
financing cost.
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7. Financial instruments not carried at fair value

Assets

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

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

Liabilities

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

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

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

The following tables show 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 6.

At 30 September 2019 Total fair Carrying

Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............cccccceeeeiiiiiiiiee e - 129,115 - 129,115 129,115
Loans to credit iINSHEULIONS ...........uvuviiiiiiiiiiiiiiieieeeeeeeeeeeee e e e e eeeeeeeaes - 66,409 - 66,409 66,409
LOANS 10 CUSTOMEIS ....uuviviiiiuiiieieinineeeseresssesesesesereseseseeeeeeeerererererererereeeeeeeeeees - - 912,199 912,199 909,175
Other financial assets - 13,538 - 13,538 13,538
Total financial assets - 209,062 912,199 1,121,261 1,118,237
Deposits from Central Bank and credit institutions .... - 31,846 - 31,846 31,808
DepoSits fromM CUSIOMENS ........euviiiieiiiiiiiee et - 610,568 - 610,568 610,281
Debt issued and other borrowed funds ............ccooeciiiiieeiiiiie e 168,979 102,591 - 271,570 263,114
Subordinated 08NS .........cooooiiiiiii 21,946 - - 21,946 21,993
Other financial liabilities ..............vvviiiiiiiiiiiiiiiiiiieee e - 40,444 - 40,444 40,444
Total financial liabilities 190,925 785,449 - 976,374 967,640
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7. Contd

At 31 December 2018 Total fair Carrying

Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ..............ccoevvviiiiiiiiiiiiiiiiiiiiiiiiieieeeeees - 135,056 - 135,056 135,056
Loans to credit iNSHULIONS ..........uviiie i - 41,577 - 41,577 41,577
LOANS 10 CUSTOMEIS ..ivviiiieiiiiiieiiii e ettt e e e e e e et e e e e e e eaatn e e e eaaees - - 848,751 848,751 846,599
Other fINANCIAl @SSELS ....cccovvieiiie e sraae e - 7,511 - 7,511 7,511
Total financial assets - 184,144 848,751 1,032,895 1,030,743
Deposits from Central Bank and credit institutions ..............cccoeeiniiiiineneen. - 15,633 - 15,633 15,619
Deposits from CUSTOMETS .......coiiiiiiiiiiee et - 579,232 - 579,232 578,959
Debt issued and other borrowed funds ..........cccccoiiiiiiiiies 151,767 84,476 - 236,243 232,822
Subordinated loans ............cccceeeeeenne 16,167 - - 16,167 16,216
Other financial liabilities - 27,186 - 27,186 27,186
Total financial liabilities 167,934 706,527 - 874,461 870,802

8. Offsetting financial assets and financial liabilities

The tables below show reconciliation to the net amounts of
enforceable master netting agreements and similar agreements.

financial assets and financial liabilities, which

Amounts not set off but subject to master

Financial assets subject to

netting arrangements and similar

are subject to offsetting,

netting arrangements agreements

Net amount after ~ Assets outside  Total financial

Financial Netting Financial consideration of the scope of assets

assets with Cash instruments  potential effect offsetting  recognised in

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

At 30 September 2019 netting liabilities assets liabilities received received  arrangements requirements sheet
Derivatives .........ccccevieeeiiicenniieenn. 5,438 - 5,438 (1,513) (2,055) (232) 1,638 - 5,438

At 31 December 2018

Reverse repurchase agreements .. 153 - 153 - - - 153 - 153
Derivatives .........cccceeeeeeniiiiiieneeene 4,550 - 4,550 (1,655) (1,383) (698) 814 - 4,550
Total assets 4,703 - 4,703  (1,655) (1,383) (698) 967 - 4,703

Amounts not set off but subject to master

Financial liabilities subject to

netting arrangements and similar

netting arrangements agreements
Liabilities
Net amount after outside the  Total financial
Financial Netting Financial consideration of scope of liabilities
liabilities with Cash instruments  potential effect offsetting  recognised in
before  financial Net financial Financial collateral collateral of netting disclosure the balance
At 30 September 2019 netting assets liabilities assets pledged pledged  arrangements requirements sheet
Derivative instruments and
short positions .........ccccovcveveviieeenns 7,910 - 7,910 (1,513) (1,266) - 5,131 - 7,910
At 31 December 2018
Derivative instruments and
short positions .........ccccovcveveiiieeennns 5,521 - 5521 (1,655) (85) - 3,781 - 5,521
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9. Quarterly statements

2019 2019 2019 2018 2018

Q3 Q2 Q1 Q4 Q3

NEt INtEreSt INCOME .....viiiiiiii i 8,412 8,626 8,152 8,294 8,301
Net fee and commission income ... 3,090 3,406 3,217 3,478 2,939
Net financial (EXPEeNSE) INCOME .........coceiiiiiiiiiiiee e (598) 173 448 (637) (420)
Net foreign exchange gain (I0SS) .......coeoiiiiiiiiiiiiiiiiieee e 147 (71) (30) 76 (8)
Other 0perating iNCOME .......oiuuiiiiiieeiiiee et 44 29 1,144 120 64
Salaries and related EXPENSES ......ocuuviiieieiiiiiie et (3,720) (4,312) (4,051) (4,047) (3,501)
Other operating EXPENSES .......ccuviiiiiiieiieieaiie ettt e e (2,698) (2,961) (3,039) (3,418) (2,962)
Contribution to the Depositors' and Investors' Guarantee Fund ................... (210) (198) (312) (299) (295)
BANK TAX 11ttt (1900) (934) (880) (740) (1944)
Net impairment on financial aSSets ..........cccccvveiiiiiiiiiic i (230) (929) (919) (297) (53)
Profit DEfOre taX .......ooeveiiie e 3,337 2,829 3,730 2,530 3,121
Income tax expense (1,292) (626) (1,153) (1,118) (1,136)
Profit for the period from continuing operations ...........cccccvveeeeniiiiiieneennnnns 2,045 2,203 2,577 1,412 1,985
Discontinued operations, net of INCOME taX .........ccovueririiiieiiiiie e 41 (83) 12 (8) 126
Profit for the period 2,086 2,120 2,589 1,404 2,111

10. Net interest income

2019 2018 2019 2018

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

Cash and balances with Central Bank ..............covvviviiiiiiiiiiiiiiiiiiieeeeeeeeeeeeeeeeee e 3,704 5,676 1,067 1,629
L0OANS At AMOTISEA COST ....ciuuviiiiiiieiiiee ettt ettt et et e e et e e snbe e e abneeeans 41,943 37,941 13,331 13,565
Financial assets mandatorily at fair value through profit or 10SS ..........cccccoveeiiiiiiiiicennnn. 2,024 1,327 743 500
OhEI ASSELS ....eeiiiiiie ittt et e st e e tb e e e bb e e e kbt e e antbeeeanbeeesnteeeannne 62 100 22 13
Total interest income 47,733 45,044 15,163 15,707
Deposits from Central Bank and credit inStitutions ............ccooveeiiiiiiniieeiiee e (388) (303) (159) (97)
DepOoSits frOM CUSTOMENS .......oiiiiiiiiiiiee ettt (12,178) (12,150) (3,475) (4,192)
Debt issued and other borrowed funds at fair value through profit or 10Ss ............ccccenne.e. (558) (713) (184) (133)
Debt issued and other borrowed funds at amortised cost . (7,409) (6,357) (2,271) (2,399)
510 oTo] fo 1 aF=1 (To o T- T PP OUPR (341) (89) (168) (18)
Other INTEreSt EXPENSEY .. ..oiiiiiii it (1,669) (1,789) (494) (567)
Total interest expense (22,543) (21,401) (6,751) (7,406)
Net interest income 25,190 23,643 8,412 8,301

*Thereof is lease liabilities' interest expense amounting to ISK 71 million.
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11. Net fee and commission income
2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.7-30.9  1.7-30.9

ASSELt MANAGEMENT ... 1,635 1,529 512 498
Investment banking and broKErage .............cocueiiiiiiiiiiie e 1,742 1,682 598 634
PaymeENnt PrOCESSING ....cooueiiiiiee ittt ettt e e ettt e e e e et e e e e e e e eanabaaeeaeeas 9,692 8,822 3,325 3,186
LOANS AN QUATANTEES ......eeieiiiiieiiiiee ettt ettt et e e s e st e as 1,121 1,131 367 362
Other fee and commission income 1,342 1,116 373 364
Total fee and commission income 15,532 14,280 5,175 5,044
121 (0] 2] = To [T PO PP TR PPPPPURROIN (209) (209) (65) (79)
Clearing and SELEMENT .......couiiiiiiii it (5,586) (5,314) (2,007) (2,025)
Other fee and COMMISSION EXPENSE .......cocuiiiiiiiiiiiiite ittt (24) (8) (13) (1)
Total fee and commission expense (5,819) (5,531) (2,085) (2,105)
Net fee and commission income 9,713 8,749 3,090 2,939
Fee and commission income by segment is disclosed in Note 4.
12. Net financial income (expense)
2019 2018 2019 2018

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

Net gain (loss) on financial assets and liabilities mandatorily at FVTPL ........ccccoocveennee. 394 (171) (482) (447)
Net (loss) gain on financial liabilities designated as at FVTPL ... (372) (137) (113) 25
Net gain (I0ss) on fair value hedges ..........cccuiiiiiiiiiiiie e 1 (17) (3) 2
Net financial income (expense) 23 (325) (598) (420)
13. Net foreign exchange gain (loss)
2019 2018 2019 2018

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

Cash and balances with Central Bank .............ccooouiiiiiiieiiiieiiiee e (201) (143) (198) (36)
Financial assets mandatorily at fair value through profit or 10SS ..........cccccveeiiiiiiniicennnn. (4,714) 19 (5,614) 2,130
LOANS At AMOTISEO COST ....couuiiiiiiiieiiiee ettt ettt ettt e e e snb e et eesbneeeans 6,320 8,819 (7,794) 8,779
OhEr BSSELS ...ttt ettt e e et e et e e 78 128 (145) 105
Net foreign exchange gain (loss) for assets 1,483 8,823 (13,751) 10,978
[T T L SRS (2,340) (3,935) 2,794 (3,727)
Debt issued and other borrowed funds designated as at FVTPL .........cccooieiiiiiiiieeenenns (1,334) (1,551) 3,372 (2,400)
Debt issued and other borrowed funds at amortised COSt ...........cccccvvvvvvvvvririreiiiiieiiierenenens 1,358 (3,022) 6,158 (3,907)
SUDOIAINALEA IOBNS .....eiiiiiiiiiii et e e e e e e eas 908 (228) 1,440 (865)
(@] {0 1= 1= Lo =T SR (29) (162) 134 (87)
Net foreign exchange (loss) gain for liabilities (1,437) (8,898) 13,898 (110,986)
Net foreign exchange gain (loss) 46 (75) 147 (8)
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14.

15.

16.

17.

Other operating income

2019 2018 2019 2018

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

Share of gain (loss) of associates, net of INCOME taX ..........eeviiiiiiiiiiiii e 5 (34) - -
Net (loss) gain from sale of SUDSIAIArIES ...........ccoviiiiiiiiiii e (16) 1,529 - -
Legal diSpute SEtHEMENT® ........ooi e 1,103 - - -
(=T T U (=TS PP PP UPRPRPPPI 69 62 26 18
Rental income ..................... e 29 28 10 9
Other net OPErating INCOME ........uiiiiiiii it e e e e 27 79 8 37
Other operating income 1,217 1,664 44 64

*In February 2019 islandsbanki and Old Byr reached an agreement on the settlement of the dispute deriving from the acquisition of Byr

savings bank in 2011.

Salaries and related expenses

2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
SAUAMES ..ottt 9,316 8,793 2,839 2,672
Contributions t0 PENSION FUNAS ........vuiiiiiiiiiieee e 1,385 1,316 443 411
Social security charges and financial activities tax* ............cccceeiiiiiiiiiie e 1,278 1,287 410 416
Other salary-related expenses .........cccccocveeerieeennneen. 104 65 28 6
Capitalisation of internal staff costs in software development ............cccocoveeiiieeniiiennnnen. - (8) - (4)
Salaries and related expenses 12,083 11,453 3,720 3,501
*Financial activities tax calculated on salaries is 5.5% (2018: 5.5%).
Other operating expenses
2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
ProfeSSional SEIVICES .......ccooiiiiiii ettt baba b e raanes 1,572 1,734 514 541
SOftWare and IT EXPENSES .....uuiiiiiiiieiiiieeitiee ettt et e et e e st e et e e sbe e e abb e e e anbeeesnbeeeaneeeeas 3,489 3,319 1,090 1,229
Real estate and office eqUIPMENT ...........ooiiiiiiiii e 871 1,431 245 431
Depreciation and @mOTtISALION ............oooiuiieiiiieiiie et e e e e sneeeeanes 1,246 702 435 261
Other adminiStrative EXPENSES ........uiiiiiiiiiiiiie et e e e e e e s et e e e e st e e e e e e eneaeeeeens 1,520 1,546 414 500
Other operating expenses 8,698 8,732 2,698 2,962
Net impairment on financial assets
2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Expected credit loss, on-balance sheet items* ..o (2,088) 918 (288) 35
Expected credit loss, off-balance sheet items ... 16 (48) 58 (88)
Changes of provision due t0 CoUrt FUINGS ........coiiiiiiiiiie e (6) 1,011 - -
Net impairment on financial assets (2,078) 1,881 (230) (53)

*The main reasons for the additional expected credit loss allowance are: increased loan impairments for a few customers (ISK 1,130 million),
due to a less favourable economic environment (ISK 832 million), and an unfavourable ruling in a court case (ISK 210 million).
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18. Income tax expense

Income tax is recognised based on applicable tax rates and tax laws. The income tax rate for legal entities in 2019 is 20% (2018: 20%).
Special financial activities tax is calculated as 6% of taxable profits exceeding ISK 1 billion in accordance with the Act on Financial Activities
Tax no. 165/2011. The effective income tax rate in the Group's income statement for the third quarter of 2019 is 31.0% (2018: 30.3%).

2019 2018
1.1-30.9 1.1-30.9
Current tax expense excluding diSCONtINUEd OPETALIONS .........cciuiiiiiiieiiiie ettt e et e et sbe e e seaeeeae 2,195 2,960
Special fINANCIAL ACTIVILIES 18X .....eiiiiiiiiiiiie ettt ettt e e e e ettt e e e e st bbb e e e e e e e sbbb e e e e e e e nbbbeeaeeeaantnreeeens 555 813
Difference in prior year's calculated INCOME 18X ........viiiiuiiiiiiiii ettt e e e s bee e s saaeeeeas (6) (6)
Changes in temporary differences due to deferred tax assets and deferred tax liabilities ............cccoeeeiiiiiiiiinennnns 327 (151)
Income tax recognised in the income statement 3,071 3,616
Income tax due to equity activities (157) (874)
2019 2018
1.1-30.9 1.1-30.9
Profit DEOIE TAX ..oiuviiieiciie s 9,896 11,937
20% income tax calculated on the profit for the period ..............ccocoeiiiiiiiniiiiceees 1,979 20.0% 2,387 20.0%
Special financial ACtIVItIES tAX ........cccviiiiiiiiiiii e 555 5.6% 813 6.8%
INCOME NOE SUDJECE 10 18X ..vvvieeiiiiie ittt e (45) (0.5%) (108) (0.9%)
NON-AedUCHIDIE EXPENSES ....oeviiiiiiie i 547 5.5% 509 4.3%
Other differences 35 0.4% 15 0.1%
Effective income tax expense 3,071 31.0% 3,616 30.3%
The Bank is taxed jointly with its subsidiary Islandssjédir hf.
19. Discontinued operations, net of income tax
2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Net (loss) profit from sales of foreclosed mortgages (81) 73 (47) 34
Net profit from disposal groups held for sale ..o 51 847 88 92
Discontinued operations, net of income tax (30) 920 41 126
20. Earnings per share Discontinued operations
Excluded Included
2019 2018 2019 2018
1.1-30.9 1.1-30.9 1.1-30.9 1.1-30.9
Profit attributable to shareholders of the Bank ..............cccccoiiiiiiiiie 7,102 8,600 7,072 9,520
Weighted average number of outstanding Shares ............cccccoooiiiiiiciiiic i 10,000 10,000 10,000 10,000
Basic earnings per share 0.71 0.86 0.71 0.95

The Group's basic and diluted earnings per share are equal as the Group has not issued any options, warrants, convertables, or other
potential sources of dilution (2018: none).
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21. Cash and balances with Central Bank

30.9.2019 31.12.2018

(@5 TS] 1] T o - LT PP PR TR 4,007 3,095
Balances With CeNtral BANK ...........c.iiiiiiiiiii ettt e bbb e e e e b e e aaneee s 110,041 114,849
Balances with Central Bank subject to Special reStrCIONS™ ...........ciiiiiiiiiiie e 1,611 3,049
Included in cash and cash equivalents 115,659 120,993
Mandatory reserve deposits With Central BANK ..............coiiiiiiiiiiiiie e e e 13,456 14,063
Cash and balances with Central Bank 129,115 135,056

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

on special reserve requirements for new foreign currency inflows.

22. Loans to credit institutions

30.9.2019 31.12.2018

MONEY MATKEE JOBNS ...ttt a ettt et e oo a bt e e o b et e ek bt e e eabb e e e kbt e e st e e e e nbbeeeanbeeeanteeeens 36,998 16,314
(ST a1 = ToloTo 1N [ ] ¢ RN 29,411 25,259
(010 T=T g [o =T o E- PP P RO OPPRIOt - 4
Loans to credit institutions 66,409 41,577
23. Derivative instruments and short positions
Notional Notional
values values
At 30 September 2019 related to related to
Assets assets  Liabilities liabilities
INEEIESTE FALE SWAPS ... ieieieie ittt ee e e e 1,946 136,635 3,581 95,223
CroSS-CUITENCY INTETESTE FALE SWAPS ....eeiiiveieiiiieeiiiieeiieeeaieeeasiteeesbeeesbbeeesbeeesbeeesaneeeaanes 2,190 30,056 2,356 50,626
EQUILY FOMWAIS ...eeeiiee et e ettt e e e e et e e e e e stnbeeeaeeesnnnees 455 4,748 492 5,574
Foreign exXchange fOMWATAS ..........coouiiiiiiieiiiie et e e 141 5,837 519 13,883
FOreign @XChange SWAPS .......c.uiiiiiiiiiiiii ettt 678 35,974 736 28,681
(210010 I (0] 41 T LSOO PPPOPIN 28 11,166 226 12,821
Derivatives 5,438 224,416 7,910 206,808
At 31 December 2018
INEEIESTE FALE SWAPS ...oeieeeieieie i e i ettt et ee e ee e 1,037 102,429 3,422 134,010
Cross-CUIrenCy iNTEreSt rate SWAPS ......uviiiieiiiiiiiiie e et e e e e et e e e et e e e e e e snebee e e e e e annees 1,821 69,691 1,184 28,309
EQUILY FOMWAITS ..eeeeeiiiiiiee ettt e e e e et e e e e s e e e e e e e ennbeeaaeeeannnnes 419 4,596 78 1,195
Foreign exchange fOIWAITS ..........cooiiiiiiii e e e 359 9,242 196 3,869
FOreign @XChange SWAPS ......cc.uiiiiiiieiiiie ettt 875 35,726 440 13,373
Bond forwards 39 3,511 201 19,993
Derivatives 4,550 225,195 5,521 200,749

islandsbanki hf. Condensed Consolidated Interim
Financial Statements third quarter 2019

26

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

23. Cont'd

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.

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating
rate interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-
rate EUR denominated bonds (see Note 32) arising from changes in interest rates. The Group applies fair value hedge accounting to the
hedging relationships. At the end of the third quarter 2019 the total fair value of the interest rate swaps was positive and amounted to ISK
1,233 million and their total notional amount was I1SK 40,530 million.

24. Loans to customers

Net
At 30 September 2019 Gross carrying amount Expected credit loss carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount

INAIVIAUAIS ... 334,257 4,255 9,331 (1,279) (174) (1,156) 345,234
Commerce and SEIVICES ........ceevuveeirieeeiiieeenieeeaeees 123,473 3,662 5,499 (742) (102) (911) 130,879
CONSLIUCLION ...viiiiiiiiiiiiiie e 32,229 420 1,606 (278) (13) (99) 33,865
ENEIQY oo 6,086 743 - (23) (3) - 6,803
Financial services ................... 2,768 - - - - - 2,768
Industrial and transportation 79,010 3,511 3,668 (323) (244) (1,495) 84,127
Investment CoOMPanIies ........cccceeevviiiiieeee e 22,065 2,409 3,652 (282) (16) (321) 27,507
Public sector and non-profit organisations ................ 11,571 40 17 (11) (1) (1) 11,615
Real 8State .....veveiieeiiiiieee e 154,126 1,710 1,880 (650) (53) (465) 156,548
SA00M ..o 109,277 615 445 (168) (8) (332) 109,829
Loans to customers 874,862 17,365 26,098 (3,756) (614) (4,780) 909,175
At 31 December 2018

INAIVIAUAIS ..o 308,870 5,901 6,860 (1,130) (256) (855) 319,390
Commerce and SEIVICES ........ceevueieiiureeaiiieeeiieaeaneees 118,563 4,981 3,358 (643) (179) (1,838) 124,242
CONSLIUCLION ...uiiiiiieieiiiiie e 25,958 3,301 298 (196) (247) (19) 29,095
ENEIQY oo 6,145 740 - (20) (7) - 6,858
Financial SErviCes ..........ccoovvviiiiiiiiiiiniec e 1,708 - - (4) - - 1,704
Industrial and transportation .. 74,338 2,625 3,800 (398) (53) (488) 79,824
Investment CoOMPanies .........ccceeevviiviieeee e 18,709 5,128 398 (217) (103) (116) 23,799
Public sector and non-profit organisations ................ 12,054 22 30 (18) - (1) 12,087
REAI ESEAE ..o 139,073 2,588 2,087 (528) (154) (181) 142,885
SA00M ... 103,014 3,616 479 (123) (80) (191) 106,715
Loans to customers 808,432 28,902 17,310 (3,277) (1,079) (3,689) 846,599
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25. Expected credit loss

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL L JANUANY 2019 ..ottt 3,277 1,079 3,689 8,045
Transfer 10 STAGE 1 .....veiiiieii it 1,417 (1,140) (277) -
Transfer to Stage 2 .... . (1,125) 1,435 (310) -
Transfer 10 STAGE 3 .. ..uieiiieii it (116) (616) 732 -
Net remeasurement of loss allowance (including changes in models) ...........ccccccceeviiinnes (762) (231) 1,741 748
New financial assets originated or purchased . 1,314 245 252 1,811
Derecognitions and MAatUNLIES ...........coeeiiiiiiiiieeiiiiei et e e e s (249) (154) (181) (584)
L1 (ST o) 3 PP PPPRR - (4) (1,295) (1,299)
Recoveries of amounts previously Written Off ...........cocoiiiiiiiiii - - 208 208
FOreign @XCRANGE .......viiiiiiie e - - (9) (9)
UNWINAING OF INEEIESES ....vviiiiiiiieiice e - - 230 230
At 30 September 2019 3,756 614 4,780 9,150
AL L JANUANY 2018 ....eiiieeieiiiiiie ettt et e e s e e e e et e e e e e e s e e e e e e r e e e e e 2,701 1,244 9,151 13,096
Transfer t0 STAGE 1 .....viiiiiiiiei e 2,652 (1,733) (919) -
Transfer to Stage 2 .... R (1,053) 2,317 (1,264) -
Transfer t0 STAGE 3 ... v e (99) (1,167) 1,266 -
Net remeasurement Of 0SS @llOWANCE ...........coiiiiiiiiiiiiiie e (2,073) 126 (429) (2,376)
New financial assets originated or purchased .. . 1,474 478 711 2,663
Derecognitions and MALUNTIES .........cooiuiiiiiiieiiiie et (323) (185) (618) (1,126)
L1 1=E o) 1 PRSP (2) (1) (5,254) (5,257)
Recoveries of amounts previously written off ... - - 416 416
FOreign @XCRANGE ........oiiiiiiei et e - - 87 87
UNWINING OF INTEIESES ....veiiiiiii ettt et e aneee s - - 542 542
At 31 December 2018 3,277 1,079 3,689 8,045
Total expected credit loss

Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank ............ccocoviieiiiiiiieiiencee e 3 - - 3
Loans to credit iINSHEULIONS .........cuiiiiiiie e 58 - - 58
LOANS 10 CUSLOIMENS .....uviiiiiiiieiiiie et 3,756 614 4,780 9,150
Other fINANCIAI ASSELS .....couviiiiiiie i 4 2 96 102
Off-balance sheet loan commitments and financial guarantees ............ccccccceevviiiiieeeennns 415 16 189 620
At 30 September 2019 4,236 632 5,065 9,933
Cash and balances with Central Bank 48 - - 48
Loans to credit iINSHIULIONS .........cc.ooiiiiiiiiie e 62 - - 62
o= T Eo N (o o0 ] (0] 1= =SSR 3,277 1,079 3,689 8,045
Other fiNANCIAI ASSELS .........oeiiiiiiiiii e 5 3 83 91
Off-balance sheet loan commitments and financial guarantees ............cccccocvveernieeinineenne 410 142 84 636
At 31 December 2018 3,802 1,224 3,856 8,882
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26. Investments in subsidiaries
30.9.2019 31.12.2018

Borgun hf., a payment acquirer and issuing processor, Armuli 30, 108 Reykjavik ................. Iceland 63.5% 63.5%
B-Payment Group Szolgaltat6 Zrt., a payment processing company, H-1132 Budapest Hungary 100% 100%
{slandssj6dir hf., an investment fund management company, Hagasmari 3, 201 Képavogur ............... Iceland 100% 100%
Hringur-eignarhaldsfélag ehf., a holding company, Dalshraun 3, 220 Hafnarfiorour .............c.cccceeeeeene Iceland 100% 100%
Allianz island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiordur ..............ccc.ceeeeveveveenenennne. Iceland 100% 100%

In addition islandsbanki has control over 9 other non-significant subsidiaries.

27. Property and equipment

Right-of-use
assets: Fixtures,

At 30 September 2019 Land and Land and equipment

buildings buildings & vehicles Total
Balance at the beginning of the Year ... 4,054 - 3,984 8,038
Impact of adopting IFRS 16, see Note 3 - 4,505 - 4,505
Additions during the PEriOd ..........cooiiiiiiiii e 52 - 300 352
Disposals and write-offs during the period .............ccocueiiiiiiiii e (14) - (185) (199)
REMEASUIEMENT ......oiiiiiiii it - 102 - 102
Historical cost 4,092 4,607 4,099 12,798
Balance at the beginning of the Year ... (1,402) - (1,365) (2,767)
Depreciation during the PEIOT ..........eiiiiiiiiiiiie ettt s e e (28) (314) (424) (766)
Disposals and write-offs during the period ... 2 - 175 177
Accumulated depreciation (1,428) (314) (1,614) (3,356)
Carrying amount 2,664 4,293 2,485 9,442
DEPIECIALION FALES .....eiiiiiiiiiiiie ittt ettt et e e 0-2% 3-33% 8-35%
Official real estate value of land and DUITAINGS .........oueiiiiii ettt e e e e bt e ettt e e e b e e e snbeeeanbeeeean 3,747
INSUrANCE ValUE OFf DUIIAINGS ... ..ttt e e e ettt e e e e ettt et e e e e e sate b e e e e e e e amsbeeeeae e e nnbeeeeee e e nssseeeaeeeanssbeeaaeeeannnnes 4,890

Insurance value of fixtures, equipment and vehicles 3,515
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27. Contd

Fixtures,

At 31 December 2018 Land and equipment
buildings & vehicles Total
Balance at the beginning Of the YEAI .........ooiiiiiii e e 5,722 4,683 10,405
AddItioNS AUFING the YEAI ......eiiiiiiiiie ettt e et e et e b e e anbeeeanaee 15 829 844
Disposals and write-0ffS during the YEAI ...........uuiiiiiiii e (1,683) (1,528) (3,211)
Historical cost 4,054 3,984 8,038
Balance at the beginning Of the YEAI ........cooiiiiiii e e (1,330) (1,947) (3,277)
Depreciation dUMNG thE YEAT ........eiiiiiiiiiii ettt e e et e et e et e e s sabeeeanbeeeanes (72) (496) (568)
Disposals and write-0ffs during the YEar ...........coociiiiiiiiii e - 1,078 1,078
Accumulated depreciation (1,402) (1,365) (2,767)
Carrying amount 2,652 2,619 5,271

DEPIECIALION FALES .....eiiitiie ittt sa et e e et e ettt e s et e s ket e e eib et e sbeeesabneeeeans 0-2% 8-33%
Official real estate value of BUIldiNGS AN [aNG .........c.uiiiiiiii ettt e e e e bt e e st e e e bb e e e sabeeeanreeeeas 3,747
INSUrANCE VAlUE OF DUIAINGS ...ttt e ettt e e e e ettt et e e e e e s s be b et e e e e e ans bt et e e e e s nnbeeeeeeeanstebeaeesesnbsbeeaaesaannnnes 4,889
Insurance value of fixtures, equipment and vehicles 3,500

28. Other assets
30.9.2019 31.12.2018
RECEIVADIES ...ttt E et e bt e h ettt e e et e e Rt bt e e R et Rt Rt n et e r e 4,947 5,793
Unsettled SECUIMTIES trANSACHIONS .........uviiiiiiiiiiiiiii ettt e e e e 7,750 1,033
AACCTUAIS .ttt ekttt ettt e et et h et e st e e Rt e Rt 4R e et Rt R Rt e nR e ettt e et e re e neenee e 267 289
Prepaid expenses ... 608 395
Deferred tax assets 445 215
ONEE BSSEES ...ttt ettt e e a bt oo bt oo bbbt e oAttt ekt a e e h et ea et e ettt e e e et s 294 222
Non-current assets and disposal groups held for sale 1,470 1,230
Other assets 15,781 9,177
Non-current assets and disposal groups held for sale 30.9.2019 31.12.2018
Repossessed collateral:

(= TgTo IF= 1o To N o TU 1o [ o <SSP UP TR POPPPPPUTOTPOE 1,099 995
Industrial equipMeENt AN VENICIES ..........oiiiiiiiii ettt 20 17
Assets of disposal groups classified as held fOr SAlE ............ueiiiiiiii e 351 218
Total 1,470 1,230
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29. Deposits from Central Bank and credit institutions

30.9.2019 31.12.2018

DepOosSits from Credit INSTEULIONS .......oiiiiiiiiee ettt e et e e e e e ekt e et e e e s bbbt e e e e e e e sbbbeeeeesesabnbeeeaeeaannbneeeas 31,762 15,527
Repurchase agreements With Central BAnK ............coouiiiiiiiiiiiiiee ettt 46 92
Deposits from Central Bank and credit institutions 31,808 15,619

30. Deposits from customers

30.9.2019 31.12.2018

Demand deposits and deposits with maturity Up t0 3 MONTAS .........cociiiiiiiiii e 534,890 499,170
Term deposits with maturity of more than 3 MONTNS ... 75,391 79,789
Deposits from customers 610,281 578,959
Deposits from customers specified by owners 30.9.2019 31.12.2018
Amount % of total Amount % of total
Central government and state-owned eNnterpriSES .........ocuiiriieeeiiiiiieiee e eniiieee e e snieeeens 10,318 2% 9,331 2%
MURNICIPAITIES ....eeitii ettt et e e sab e e abb e e e sab e e e snbeeeenee 10,663 2% 5,574 1%
(0] 0] o= T 1= PP PPPUPPTN 300,837 49% 278,209 48%
INAIVIAUAS ..ttt ettt e e bt e ettt e e et e e e nb e e e snbeeesnbneeenne 288,463 47% 285,845 49%
Deposits from customers 610,281 100% 578,959 100%

31. Pledged assets

30.9.2019 31.12.2018

Financial assets pledged as collateral against liabilities 204,681 190,471

Financial assets pledged as collateral in foreign banks 1,649 1,105
Financial assets pledged as collateral in repurchase agreements .............cooiuiiiiiiie i 801 153
Pledged assets against liabilities 207,131 191,729

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 underlying cover pool must withstand a weekly stress test.

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

Issued Maturity Interest 30.9.2019 31.12.2018
Covered bond iNISK* ..o 2014-2017 2019 At maturity  Fixed rates - 9,866
Covered bond in ISK ... 2019 2021 At maturity Fixed rates 3,869 -
Covered bonNd iNISK ... 2015-2019 2023 Atmaturity  Fixed rates 20,512 10,890
Covered bond in ISK - CPI-linked* ...........ccooooiiiiiiiiii, 2012-2014 2019 At maturity  Fixed rates - 8,937
Covered bond in ISK - CPI-linked 2014-2015 2020 At maturity  Fixed rates 4,372 4,248
Covered bond in ISK - CPI-linked 2015-2017 2022 At maturity  Fixed rates 18,265 18,009
Covered bond in ISK - CPI-linked 2012-2018 2024 Atmaturity  Fixed rates 35,301 35,009
Covered bond in ISK - CPI-linked 2015-2018 2026 At maturity  Fixed rates 27,743 26,992
Covered bond in ISK - CPI-linked 2019 2028 Atmaturity  Fixed rates 14,077 -
Covered bond in ISK - CPI-lINKEd .......ccooviiiiiiiiiiiiiiiieee e 2017-2018 2030 At maturity  Fixed rates 25,517 24,862
Covered bonds 149,656 138,813
Senior unsecured bond iN SEK ........cccccooviiiiie e 2015 2019 At maturity  Fixed rates - 7,844
Senior unsecured bond IN EUR ..., 2017 2019 At maturity  Fixed rates - 4,398
Senior unsecured bond iN SEK ........cccoociiiiie e 2018 2019 At maturity  Fixed rates 1,264 1,302
Senior unsecured bond iNn EUR** ...........oooiiiiiiiie e, 2016 2020 At maturity  Fixed rates 27,579 68,154
Senior unsecured bond in SEK ... . 2018 2020 Atmaturity  Fixed rates 3,158 3,259
Senior unsecured bond iN SEK .........ccoviiiiiiiiiiniiiiiee e 2019 2020 At maturity  Floating rates 4,420 -
Senior unsecured bond iN SEK .........cccoooiiiviee i 2018 2021 Atmaturity  Fixed rates 1,267 1,311
Senior unsecured bond iN SEK .........cccooiiiiiiiiiniiiie e 2018-2019 2021 At maturity  Floating rates 18,357 15,053
Senior unsecured bond IN EUR ..........coooiiiiiiieiiiiiieee e, 2019 2021 Atmaturity  Floating rates 1,551 -
Senior unsecured bond iN SEK .........ccoiiiiiiiiiiiiiiiiee e 2018 2022 At maturity  Floating rates 12,600 12,995
Senior unsecured bond in EUR** ..........c.cccovieiiiiiieeee e 2019 2022 Atmaturity  Fixed rates 41,245 -
Senior unsecured bond iIN NOK ...........ocoviiiiiiiiiiiieee e, 2019 2022 At maturity Floating rates 13,695 -
Senior unsecured bond in EUR*™* .............ccooiiiieiiiiiiee e 2018 2024 Atmaturity  Fixed rates 41,817 40,714
Senior unsecured bond iIN NOK ..........ccciiiiiiiiiiiiee e 2019 2024 At maturity  Fixed rates 5,590 -
Bonds issued 172,543 155,030
=1 S IS U= PP OTPROPPR 9,542 6,729
(@1 1= gl (=] o) =TT ot U ) [P EUPUUPRSRRN 197 404
Other borrowed funds 9,739 7,133
Debt issued and other borrowed funds 331,938 300,976

*[slandsbanki repurchased own covered bonds during the period amounting to ISK 4,319 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 30 September 2019 the total carrying
amount of the bonds amounted to ISK 68,824 million and included in the amount are fair value changes amounting to ISK 1,421 million. The
carrying amount of the bond at 30 September 2019 was ISK 345 million higher than the contractual amount due at maturity. islandsbanki
repurchased part of the bond issuance maturing in 2020 during the period, amounting to ISK 42,361 million.

***The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging
instruments (see Note 23). 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 interest rates. The Group applies fair value hedge accounting to the hedging relationships. At 30
September 2019 the total carrying amount of the bond issuance amounted to ISK 41,817 million and included in the amount are fair value
changes amounting to ISK 629 million.

The covered bond amounts do not contain the bonds reserved for securities lending.
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33. Subordinated loans

Issued Maturity Interest 30.9.2019 31.12.2018
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK .........ccccccoevviiiienee s 2017 2027 Atmaturity  Floating, STIBOR + 2.0% 9,424 9,724
Subordinated loans in SEK ..........ccccocviiiiiiiiiniiinnnn, 2018 2028 Atmaturity  Floating, STIBOR + 2.5% 6,290 6,492
Subordinated loans in SEK ..........cccccoeviviiiinee s 2019 2029 At maturity  Floating, STIBOR + 3.9% 6,279 -
Subordinated loans 21,993 16,216
34. Changes in liabilities arising from financing activities
Non-cash changes
Interest Foreign Fair value
1.1.2019 Cash flows expense  exchange changes 30.9.2019
Covered bond in ISK ........ooiiiiiiiiie e 20,756 2,684 941 - - 24,381
Covered bond in ISK - CPI-linked .........c.ccovieniiiiiiiiciicceen 118,057 2,164 5,054 - - 125,275
Senior unsecured bonds FX .........ooooiiiiiiiiiiiiiiicccs 46,162 16,941 746 (1,947) - 61,902
Senior unsecured bonds FX at fair value ...........ccccccevvieeiiineens 68,154 (2,643) 558 1,334 1,421 68,824
Senior unsecured bond used for hedging ............ccooveviiiinnneen. 40,714 (465) 373 566 629 41,817
Other borrowed funds ..., 7,133 2,288 295 23 - 9,739
Subordinated [0aNS .........cccveiiiiiieiiie e 16,216 6,344 341 (1908) - 21,993
Total 317,192 27,313 8,308 (932) 2,050 353,931
Reclassi- Non-cash changes
fication & Interest Foreign Fair value
31.12.2017 remeasure 1.1.2018 Cash flows expense exchange changes 31.12.2018
Covered bond in ISK ......cccooiiiiiiiiiiiiiee 17,589 - 17,589 2,055 1,112 - - 20,756
Covered bond in ISK - CPI-linked 91,351 - 91,351 20,134 6,572 - - 118,057
Senior unsecured bonds FX ..........ccccceeennen. 37,182 (19,003) 18,179 23,275 531 4,177 - 46,162
Senior unsecured bonds FX at fair value ... - 84,563 84,563 (20,083) 963 3,868 (1,157) 68,154
Senior unsecured bond used for hedging .... 63,652 (63,652) - 37,406 430 2,390 488 40,714
Other borrowed funds .......................ooee. 7,974 - 7,974 (1,231) 390 - - 7,133
Subordinated 10ans .........c.ccceeiieiiiiiieninen. 9,505 - 9,505 5,629 198 884 - 16,216
Total 227,253 1,908 229,161 67,185 10,196 11,319 (669) 317,192
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35. Other liabilities

30.9.2019 31.12.2018

ot = OO PR PO PRRRTR 3,819 3,906
Liabilities to retailers for Credit CArAS ..o e e 20,578 20,722
[I=T TS [T= o] ] =TSSP UR PP 4,326 -
Off-balance sheet loan commitments and financial QUArANTEES ...........c.uuiiiiiiiiiiiiie e 620 636
VA1l aTo] (o 1 gTo I -V T U PRPPPPRN 719 1,733
Unsettled securities transactions ... 9,172 612
DTS =T =To T g ol o o = PRSPPSO 208 193
510 Te |V = o LT TSP PPTR PP 2,372 1,841
Non-current liabilities and disposal groups held for sale - 6
Other liabilities 41,814 29,649
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUANY 2019 ..ottt 410 142 84 636
Transfer 10 STAGE 1 .....veeiiiiii ettt et 119 (73) (46) -
TranSfEr 10 STAGE 2 .....veiiiiiie e e (12) 20 (8) -
Transfer 10 STAGE 3 .. ..uiiiiiiii ettt (7) (16) 23 -
Net remeasurement of loss allowance (including changes in models) .............ccccovcviene (1330) (55) 101 (284)
New loan commitments and financial guarantees 331 17 66 414
Derecognitions and MALUILIES ..........coivuiiiiiiieiiiii it (96) (19) (31) (146)
At 30 September 2019 415 16 189 620
AL L JANUANY 2018 ...ttt ettt 467 101 106 674
Transfer to Stage 1 595 (545) (50) -
TranSfEr 10 STAGE 2 .....veeiiiiie e (58) 67 (9) -
Transfer 10 STAGE 3 .. ..eiiiiiiie ettt naeas (6) (69) 75 -
Net remeasurement Of 0SS @llOWANCE ............oooiiiiiiiiiiiiic e (828) 481 (132) (479)
New loan commitments and financial QUAraNTEES ............cceeeriiieiiiiieiiii e 521 130 132 783
Derecognitions and MALUILIES ..........coiuiiiiiiieiiiie e (281) (23) (38) (342)
At 31 December 2018 410 142 84 636

36. Custody assets
30.9.2019 31.12.2018

Custody assets - Not managed DY the GrOUP ..........cooii i e e et r e e e e e e sebre e e e e e aaaanes 2,624,267 2,167,946
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37. Related party

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

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

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

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

Cash and balances with the Central Bank are disclosed under Note 21 and Deposits from the Central Bank are disclosed under Note 29.

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

At 30 September 2019 Commitments
Assets Liabilities Net balance & overdrafts
Board of Directors, key management personnel and other related parties ....................... 305 373 (68) 61
ASSOCIALEA COMPANIES ....vvveiieeiiiiiiiie e ettt e e e e e et e e e e s st te e e e e sanbereeeeesastbeeeeeeesbnbeeeaeeaans 114 942 (828) 226
Balances with related parties 419 1,315 (896) 287
1 January - 30 September 2019 Interest Interest Other Other
income expense income expense
Board of Directors and key management personnel ...........ccoceeivieieiiiieiniiicniiee e 23 7 - -
ASSOCIALEA COMPANIES .....eiiiiiiiiiiiie ettt ettt et e et e et e e e e et e e anbe e e anbaeeanneeeeas 7 13 3 1,231
Transactions with related parties 30 20 3 1,231
At 31 December 2018 Commitments
Assets Liabilities Net balance & overdrafts
Shareholders with control OVer the GroUP ..........cooiiiiiiiii i - 105 (105) -
Board of Directors, key management personnel and other related parties ....................... 220 493 (273) 82
ASSOCIAtEA COMPANIES ... .eiiiiiiieiiiie ettt et e et e e sib e et eabe e e e anbe e e abneeannneeens 198 469 (271) 210
Balances with related parties 418 1,067 (649) 292
1 January - 30 September 2018 Interest Interest Other Other
income expense income expense
Shareholders with control over the Group .........c..eeeiiiiiiiiiiie e - 2 - -
Board of Directors and key management personnel .. 37 6 24 -
ASSOCIALEA COMPAINIES ....eeveeeeiiiiiiiiiee ettt e e e e ettt e e e e sttt e e e e e s e bbb e e e e e e e nbbreeeeeeabnbeeeeeeaas 12 6 2 1,312
Transactions with related parties 49 14 26 1,312

At 30 September 2019 ISK 2 million were recognised as Stage 1 expected credit loss against balances outstanding with related parties
(2018: ISK 2 million). No share option programmes were operated during the reporting period.
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38. Contingencies

Contingent liabilities

Borgun hf.

Borgun hf., a subsidiary of Islandsbanki, is a payment acquirer and issuing processor. Landsbankinn hf. sold its 31.2% stake in Borgun 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 worth 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 on 12 January 2017 against four defendants, including Borgun hf.,
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. Seeing that the
conclusion of the case is uncertain and the financial effect cannot be estimated the Group has not recognised a provision in relation to this
matter. The court has appointed professionals to assess certain matters regarding the claim but it is uncertain when the assessment will be
completed. Therefore, it is uncertain when a ruling is to be expected.

39. Events after the reporting period

No events have arisen after the reporting period that require amendments or additional disclosures in the interim financial statements for the
third quarter 2019.

40. Risk management

Risk governance

The Group is exposed to various risk factors and managing these risks is an integral part of its operations. More information about the
Group's risk management and risk assessment processes is available in the unaudited Pillar 3 Report. The Pillar 3 2018 Report is available
on the Bank's website: www.islandsbanki.is.

41. Credit risk

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

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

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

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

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

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

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

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

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

At 30 September 2019 Public sector

Central Commerce Financial Industrial and  Investment and non-profit
Individuals governments and services Construction Energy services transportation companies organisations Real estate  Seafood Total
Cash and balances with Central Bank ....... - 129,115 - - - - - - - - - 129,115
Loans to credit institutions ..............cccccc.... - - - - - 66,409 - - - - - 66,409
Bonds and debt instruments ...................... - 50,962 - - 149 19,473 1,484 74 1,318 439 - 73,899
DErVALIVES ......covvveiriiiiie e 1 - 565 - 2,440 4,837 220 596 - 429 306 9,394
Loans to customers: 345,234 - 130,879 33,865 6,803 2,768 84,127 27,507 11,615 156,548 109,829 909,175
OVerdrafts ......coceeveeeieeiieenee e 13,240 - 14,794 3,494 22 2,730 5,240 435 419 6,488 7,648 54,510
Credit cards ......ccocveverveneiiienieee 16,965 - 1,727 271 6 29 477 37 151 75 39 19,777
1V (0] g (o F=To [ N 274,186 - - - - - - - - - - 274,186
Capital 1eases ........ccccceveveveeivenceennns 6,079 - 29,590 2,022 6 - 7,507 99 41 1,027 212 46,583
Other 10ans ........ccoveevieenicnceee 34,764 - 84,768 28,078 6,769 9 70,903 26,936 11,004 148,958 101,930 514,119
Other financial assets ...........c.coccevcvveeiineen. 443 327 156 172 5 12,247 34 33 105 14 2 13,538
Off-balance sheet items: 32,526 - 22,981 13,980 6,599 6,524 16,979 1,485 5,045 20,824 9,189 136,132
Financial guarantees ................ . 1,467 - 5,381 4,842 12 1,173 2,972 80 6 1,959 256 18,148
Undrawn loan commitments - - 1,920 6,227 6,039 - 7,456 946 - 15,839 1,481 39,908
Undrawn overdrafts ........cccccoevviivineneenn. 8,974 - 11,583 2,167 522 5,233 5,508 345 4,383 2,787 7,298 48,800
Credit card commitments ..................... 22,085 - 4,097 744 26 118 1,043 114 656 239 154 29,276
Total maximum credit exposure 378,204 180,404 154,581 48,017 15,996 112,258 102,844 29,695 18,083 178,254 119,326 1,337,662
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42. Cont'd

At 31 December 2018 Public sector

Central Commerce Financial Industrial and Investment and non-profit

Individuals governments and services Construction Energy services transportation companies organisations Real estate  Seafood Total

Cash and balances with Central Bank ....... - 135,056 - - - - - - - - - 135,056
Loans to credit institutions ..............cccccc.... - - - - - 41,577 - - - - - 41,577
Bonds and debt instruments ................ve.. - 53,341 - - 447 12,925 1,724 68 724 186 - 69,415
Derivatives - - 121 2 2,322 4,687 451 1,090 - 61 205 8,939
Loans to customers: 319,390 - 124,242 29,095 6,858 1,704 79,824 23,799 12,087 142,885 106,715 846,599
OVerdrafts .......cocevveeeiniiieiiee e 11,769 - 11,699 3,304 31 1,509 4,483 780 754 4,501 9,751 48,581
Credit cards 15,779 - 1,516 251 4 21 433 33 112 59 34 18,242
MOrtgages ......cvvveeeeeiiiiiiieeee e 249,296 - - - - - - - - - - 249,296
Capital 1eases .....ccccccevvvvivvieieeeiiiiies 6,504 - 27,552 2,270 5 - 7,166 116 48 1,197 258 45,116
Other 10ans ........cccocvvevceevecniieiee 36,042 - 83,475 23,270 6,818 174 67,742 22,870 11,173 137,128 96,672 485,364
Other financial assets ...........c.cccevceeeiineen. 409 - 451 5 1 6,532 23 34 3 18 35 7,511
Off-balance sheet items: 33,928 - 24,673 18,703 6,091 8,160 12,413 3,817 4,517 20,850 12,805 145,957
Financial guarantees ...........cc.cccc...... 1,494 - 5,863 4,563 12 1,172 2,416 160 5 1,828 508 18,021
Undrawn loan commitments ..... . - - 4,986 11,662 5,996 - 4,899 1,100 - 14,629 5,782 49,054
Undrawn overdrafts ............... . 10,187 - 9,908 1,830 63 6,863 4,124 2,433 3,884 4,167 6,374 49,833
Credit card commitments .................. 22,247 - 3,916 648 20 125 974 124 628 226 141 29,049
Total maximum credit exposure 353,727 188,397 149,487 47,805 15,719 75,585 94,435 28,808 17,331 164,000 119,760 1,255,054
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43. Credit exposure covered by collateral

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

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

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

For capital leases the Group remains the owner of the leased object. In total ISK 38,160 million of the collateral are leased objects.

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

Total credit

At 30 September 2019 Maximum exposure
exposure to Real Cash & Vehicles & Other covered by

Collateral held against non credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
DEIMVALIVES ..eiiiiiiiiiiiiee ettt 9,394 - - 2,077 - - 2,077
Loans and commitments to customers: 1,022,739 619,570 85,700 9,068 51,547 79,168 845,053
INAIVIAUALS ... 369,298 286,818 7 350 13,710 123 301,008
CoMMErCe and SEIVICES ......covvvveveieiiiiieieeeeeeeeeeeeee e e aeaeeenn 148,964 62,950 725 429 28,960 24,487 117,551
CONSIIUCHION ..ttt 46,262 31,953 2 357 1,912 3,655 37,879
ENEIGY oot 13,402 4,220 - 370 - 6 4,596
Financial services ................. . 9,292 - - 313 - 3,622 3,935
Industrial and transportation ............c.ccceveiveiniiieniice i 98,878 50,776 7 101 6,502 16,683 74,069
INVEStMENt COMPANIES ......coeiiiiiiiiiieiiiee it 25,203 8,236 - 3,369 80 12,793 24,478
Public sector and non-profit organisations ......................... 16,644 984 - 7 37 - 1,028
ReaAl EStALe .....oc.vvevieie e 175,901 161,090 - 792 212 1,278 163,372
Seafood 12,543 84,959 2,980 134 16,521 117,137
Total 1,032,133 619,570 85,700 11,145 51,547 79,168 847,130
Total credit

Maximum exposure

exposure to Real Cash & Vehicles & Other covered by

Collateral held against credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
Loans and commitments to customers: 22,568 16,746 1,512 318 1,042 803 20,421
INAIVIAUAIS ... 8,462 7,374 17 10 183 3 7,587
Commerce and SEIVICES .......ccuuveieieeiiiiieiee e 4,896 2,440 105 - 727 695 3,967
(70 a1 i (U Tex 1T0] o IR PPUPPPRTRTRNt 1,583 1,558 - - 19 6 1,583
Industrial and transSportation ...........ccccoccveeieinnniiiieeee s 2,228 260 1,361 124 85 99 1,929
INvestment COMPANIES ........cccvviriiiieiiiieiiee e 3,789 3,605 - 184 - - 3,789
Public sector and non-profit organisations ..............c...c..e.. 16 16 - - - - 16
REAI BSTALE ...vvvvvieeeeeeeeeeeeeeeeeeeeeeeeee e 1,471 1,466 - - 5 - 1,471
SA00M ..ot 123 27 29 - 23 - 79
Total 22,568 16,746 1,512 318 1,042 803 20,421
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43. Contd
Total credit
At 31 December 2018 Maximum exposure
exposure to Real Cash & Vehicles & Other covered by
Collateral held against non credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
DErVALIVES .....ooeiiiiiiiiiic it 8,939 - - 2,232 - - 2,232
Loans and commitments to customers: 978,396 563,362 89,350 6,149 49,883 69,902 778,646
INAIVIAUAIS ... 347,490 266,508 6 359 13,485 155 280,513
Commerce and SEIVICES .........cceiverrieieeriee e 146,286 56,407 733 189 27,574 23,915 108,818
Construction . 47,495 28,694 - 379 1,880 3,761 34,714
ENEIGY oo 12,949 3,737 - 366 - 5 4,108
Financial SEIVICES .......cocooviiiiiii e 9,864 - - 309 - - 309
Industrial and transSportation ...........ccocceeviveeeniieeniiiee i 89,289 39,523 9 82 6,437 15,980 62,031
INnvestment COMPANIES .........cccuviiriiiiiiiiieiiie e 27,392 9,588 26 2,891 83 11,361 23,949
Public sector and non-profit organisations ...............c......... 16,551 974 - 7 37 2 1,020
REAI BSTALE ....vviiiiiiecie e 161,864 144,530 - 1,549 231 1,113 147,423
SEAF00M ...t 119,216 13,401 88,576 18 156 13,610 115,761
Total 987,335 563,362 89,350 8,381 49,883 69,902 780,878
Total credit
Maximum exposure
exposure to Real Cash & Vehicles & Other covered by
Collateral held against credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
Loans and commitments to customers: 14,160 9,003 2,282 106 328 487 12,206
INAIVIAUALS ... 5,828 5,256 17 7 83 3 5,366
Commerce and services ... 2,629 1,023 139 - 78 247 1,487
CONSIIUCHION ...t 303 232 - - 21 14 267
Industrial and transportation ...........ccccooeceieieeeiniiiiieee e 2,948 317 2,077 99 109 170 2,772
INVEStMENt COMPANIES ......ceoiiiiiiiiiieiiiee i 224 180 - - - - 180
Public sector and non-profit organisations ......................... 53 37 - - - - 37
ReaAl €StALe ....couvvivieciieeer e 1,871 1,829 - - 1 - 1,830
SEAO0M ..o 304 129 49 - 36 53 267
Total 14,160 9,003 2,282 106 328 487 12,206

44, Credit quality of financial assets

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

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

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

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

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 originating from subsidiaries of islandsbanki that do not have rating models, in

addition to 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 2018 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 September 2019

Loans to customers: Stage1l Stage 2 Stage 3 Total
RISK ClASS 14 ....itiieiiiie ettt ettt ettt ettt e st e e et e e e ab e e s tbe e e bb e e e eabbeeeabbeeeanseaean 221,153 132 - 221,285
RISK CIASS 56 ...ttt ettt ettt e et e e ab e e sttt e e bb e e e e bb e e e bn e e e enteee s 399,933 1,173 - 401,106
RISK CIASS 778 ....itieeiiiie ettt ettt ettt et e e et st e e ettt e e s ab e e s bt e e e bb e e e snbbeesasbeeeanseaeas 211,793 8,114 - 219,907
RISK ClASS 9 .ttt ettt ettt et e et b et e st e e e bt e e e abe e e e ab e e e aneeeeanes 37,079 7,881 - 44,960
Risk class 10 .... - - 25,982 25,982
(6731 1= IO PSPPSR OPPPP 4,904 65 116 5,085
874,862 17,365 26,098 918,325
EXPECIEA Credit I0SS. ...coiueeiiiiiieeiitee ettt b ettt e e et et e e abeee e (3,756) (614) (4,780) (9,150)
Net carrying amount 871,106 16,751 21,318 909,175
Off-balance sheet loan commitments and financial guarantees: Stage 1  Stage 2 Stage 3 Total
RISK ClASS L4 ...ttt ettt et e e e bt e st et e ekt e e e e abb e e e bne e e enbeee s 61,117 54 - 61,171
RISK CIASS 56 ...tttk ettt e ea e e sttt e sab e ettt e enne e s 55,745 400 - 56,145
RISK CIASS 7-8 ...ttt ettt ettt et e e e bt e e ettt e ettt e e e nbe e e e bbeeeanbeeeas 16,121 640 - 16,761
RISK CIASS 9 ..ttt h ettt ettt et nae et nne e 1,035 145 - 1,180
RISK ClASS 10 ....eeeiiiiie ettt e e ettt ettt e e e ab e e eabb e e ettt e e e bt e e e enae e e nnbeeeannne - - 1,439 1,439
Unrated 50 6 - 56
134,068 1,245 1,439 136,752
EXPECIEA Credit I0SS. ....civiiiiiiiieiiie et (415) (16) (189) (620)
Total 133,653 1,229 1,250 136,132

Risk Risk Risk Risk Risk

At 30 September 2019 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ..o 73,580 138,691 123,485 30,694 9,627 4,465 (2,782) 377,760
Commerce and SErViCES ........cccvvveeereicivreeeeannnns 30,557 90,774 22,733 5,418 5,852 410 (1,884) 153,860
CONSLIUCHION ... 3,225 24,656 17,257 1,324 1,688 180 (485) 47,845
ENEIQY oot 11,658 587 1,186 - - - (29) 13,402
Financial services 8,885 405 8 - - 4 (10) 9,292
Industrial and transportation 27,707 58,898 9,691 3,150 3,726 65 (2,131) 101,106
Investment COMPAanIes ..........cccoecvvveeeeeeniinneenn. 2,699 10,030 12,360 424 4,118 1 (640) 28,992
Public sector and non-profit organisations ....... 13,547 2,833 277 - 17 3 (17) 16,660
Real EStAte ....ccuveeeiiiie e 43,325 84,821 45,239 3,305 1,935 12 (1,265) 177,372
SAf00d ....oeeiieieeee e 67,273 45,556 4,432 1,825 458 1 (527) 119,018
Total 282,456 457,251 236,668 46,140 27,421 5,141 (9,770) 1,045,307
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44, Cont'd

At 31 December 2018

Loans to customers: Stage 1l  Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt e eb et b ettt et e b s 213,012 104 - 213,116
RISK CIASS 56 ...t 367,843 1,055 - 368,898
RISK CIASS 7-8 ..ottt eb ettt ettt e nne e 184,807 15,339 - 200,146
RISK CIASS 9 ...t 38,633 12,363 - 50,996
Risk class 10 .... - - 17,215 17,215
L0 0T 7= (T PSPPI 4,137 41 95 4,273
808,432 28,902 17,310 854,644
EXPECIEA Credit 0SS ...ooiueeiiiiiiieiitie ettt et (3,277)  (1,079) (3,689) (8,045)
Net carrying amount 805,155 27,823 13,621 846,599
Off-balance sheet loan commitments and financial guarantees: Stage 1  Stage 2 Stage 3 Total
RISK CIASS L4 ..ttt ettt et e e e bt e sttt e e bb e e e abn e e e bbeeeenbeee s 68,712 30 - 68,742
RISK CIASS 56 ...ttt ettt sb ettt sab e et ettt e nbe e e 55,112 194 - 55,306
RISK CIASS 7-8 ...ttt ettt ettt et e e e bt s be e e e bb e e e bb e e e nbb e e e enbeee s 16,913 1,899 - 18,812
RISK CIASS 9 ..ttt b ettt sa ettt nan et 1,517 1,460 - 2,977
RISK ClASS 10 ....eeeiiiiie ettt ekttt ettt e e e ab e e et b e e e bb e e e e bt e e e abbe e e nnneeeannee - - 623 623
Unrated 130 3 - 133
142,384 3,586 623 146,593
EXPECIEA Credit I0SS ...ociuviiiiiiiieiie et (410) (142) (84) (636)
Total 141,974 3,444 539 145,957

Risk Risk Risk Risk Risk

At 31 December 2018 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ..o 74,325 135,721 101,859 33,354 6,955 3,499 (2,395) 353,318
Commerce and SErVICES ..........eevvvveeveereeeeeeeeenns 33,700 84,690 23,538 5,455 3,718 585 (2,771) 148,915
Construction . 3,387 21,930 21,711 1,024 336 53 (643) 47,798
ENEIQY «ooeieiieeiee et 11,472 544 965 - - - (32) 12,949
Financial Services ..........ccovveiiiieeiiiee e, 9,450 419 8 - - 4 (17) 9,864
Industrial and transportation ................cccvveeee.. 34,253 41,922 8,331 4,930 3,705 69 (973) 92,237
Investment COMpanies ..........ccceevveeerieeeniineenns 5,709 6,976 10,751 4,241 414 - (475) 27,616
Public sector and non-profit organisations ....... 13,150 3,119 240 - 52 66 (23) 16,604
Real eState ........ccocceeviiiiiiiieeeee e 41,768 73,484 44,312 2,909 2,172 36 (946) 163,735
SAf00M ... eeeeieiieeee e 54,644 55,399 7,243 2,060 486 94 (406) 119,520
Total 281,858 424,204 218,958 53,973 17,838 4,406 (8,681) 992,556
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45. Forbearance and write-offs

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.

When a loan has been renegotiated or modified but not derecognised the Group also reassesses, after a certain trial period, whether the
loan is still considered to have a significant increase in credit risk. The Group also considers whether forborne assets classified as Stage 3
should be recognised and transferred to Stage 2.

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

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

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

- The probation period of two years has passed from the date the forborne contract was considered performing; and

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

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

At 30 September 2019

Stage 1l  Stage 2 Stage 3 Total
INAIVIAUALS ..ottt ettt et e st e e bb e e et e e e sttt e e e nbeeeenbbeeesnbeaeanes 1,692 1,115 1,585 4,392
COMPANIES ...ttt ettt ettt et b e bttt eeb e e h bt e bt e eh bt e bt e e be e e bt e ebe e e st e e bt e sabeenteenneeans 12,605 6,272 8,905 27,782
Gross carrying amount 14,297 7,387 10,490 32,174

Stage 1  Stage 2 Stage 3 Total
INAIVIAUAS ..ttt bttt et e st b e b ettt esabeenteenreeans (12) (37) (181) (230)
[©0]40] o= T 1= T PP UPPPPPPRN (84) (275) (2,020) (2,379)
Expected credit loss (96) (312) (2,201) (2,609)
At 31 December 2018

Stagel  Stage 2 Stage 3 Total
INAIVIAUALS ..ttt ettt e et e st e e bb e e et e e e ettt e e enbeeeenbbeeeanbeaeanes 1,741 2,020 1,238 4,999
COMPANIES ...ttt ettt et ettt ese e ettt et e e eh et ee et e bt e am bt e mbe e et et enb e e nbeeemteenneesnteanteenneeans 14,377 2,016 4,588 20,981
Gross carrying amount 16,118 4,036 5,826 25,980

Stage 1  Stage 2 Stage 3 Total
INAIVIAUAS ..ttt ettt b et et e enb e et et eeaeesneeeneeenreeans (13) (92) (198) (303)
[©0]40] o= T 1= T PP PPPPPPPRN (139) (49) (1,160) (1,348)
Expected credit loss (152) (141) (1,358) (1,651)
Gross carrying amount written off and still subject to enforcement activity 2019 2018

1.1-30.9 1.1-30.9

[[a o 1Y To LU TSP TR OPPPPPPTN 348 580
[e]40] o= L0 1= TP OSSP PT SO TPPTPUPPRPPI 995 312
Total 1,343 892
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46. Large exposures disclosure

When the Group's total exposure to a group of connected clients is 10% or higher of the Group's capital base it is considered a large
exposure. Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined
by regulation no. 233/2017. The Group has internal criteria that define connections between clients. These criteria reflect the Group's
interpretation of Article (1)(a) of the Act on Financial Undertakings no. 161/2002, where groups of connected clients are defined. Since the
interim financial statements for the third quarter of the year are not audited, the official capital is based on reviewed own fund items at 30
June 2019.

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

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

At 30 September 2019

Groups of connected clients: Before After
(1 (o8 o e RO PSP U PUPPRPTRN 63% -
[T (18 o T PP STTN 12% 10%
(1 (18] TR SO OO PPPPEPTRN 11% 10%

At 31 December 2018

Groups of connected clients: Before After
73% -
12% 12%
12% 11%
11% 11%
13% 11%

47. 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.

48. Liquidity coverage and Net stable funding ratio

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

The following tables show the NSFR and the LCR for the Group at the end of September 2019 and at year-end 2018.

Net stable funding ratio 30.9.2019 31.12.2018
(oL =1 o =1 1o =TRSO 117% 114%
(ol =To [ W ol U =T o1 (=T TP PP UPPPPPRON 163% 149%
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Liguidity coverage ratio 30.9.2019 31.12.2018
FOF @Il CUITENCIES ...ttt ettt h e e et s a et st et e e bbb e e s b et e st et e e ebb et e s baeesabbeeeeaans 174% 172%
(R o] (=110 Aol U] (=T (o1 =T PSP PPPUPRN 484% 544%
At 30 September 2019 For all currencies Foreign currencies
Unweighted  Weighted Unweighted Weighted
LiQUId @SSEES 1BVl 1% . ...t 168,578 168,578 45,996 45,996
LiQUIA @SSELS IOVl 2 ..ottt e et a e 9,467 4,746 3,442 529
Total liquid assets 178,045 173,324 49,438 46,525
DIBPOSIES ..ttt 479,491 137,295 80,658 33,246
(DT oL T =T TP P PPN 3,476 3,476 181 181
OLNEr OULTIOWS ...ttt 83,324 32,538 16,732 5,019
Total outflows 566,291 173,309 97,571 38,446
Short-term deposits with other Danks** ... 60,810 56,592 60,641 56,592
OLEr INFIOWS ...t e e e e ne 36,159 17,259 5,793 4,983
ReStHCtONS ON INFIOWS ..ot e - - - (32,741)
Total inflows 96,969 73,851 66,434 28,834
Liquidity coverage ratio 174% 484%
At 31 December 2018 For all currencies Foreign currencies

Unweighted  Weighted Unweighted Weighted

Liquid assets level 1* .. 169,217 169,217 42,608 42,608

LiQUIA @SSELS IOVl 2 ..ottt e e et e e e e e a e et aae e e e 2,754 775 2,754 775
Total liquid assets 171,971 169,992 45,362 43,383
(DT o To S | £ PO TPPTO 455,883 127,018 67,513 25,191
Debt issued ... 875 875 875 875
Other outflows 72,598 32,095 15,277 5,849
Total outflows 529,356 159,988 83,665 31,915
Short-term deposits with other Danks* ™ ... 39,718 39,718 39,716 39,716
Other inflows ........cccooevvviiieieieeeeeee, 42,739 21,443 9,702 7,950
Restrictions on inflows - - - (23,730)
Total inflows 82,457 61,161 49,418 23,936
Liquidity coverage ratio 172% 544%

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

**Short-tem deposits with other banks with maturity less than 30 days.
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Deposits by liquidity coverage ratio category

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

Deposits maturing within 30 days

Less Weight Weight Term Total

At 30 September 2019 . .
eptember stable (%) Stable (%) deposits  deposits
RELAI ... 224,222 12% 80,708 5% 78,116 383,046
Operational relationShips ..o 3,389 25% - 5% - 3,389
(00170 Jo] = 140 TSRO SPTN 70,218 40% 342 20% 24,373 94,933
Sovereigns, Central Bank and public sector entities .............ccccceeennee. 11,417 40% 267 20% 636 12,320
Pension fuNds ... 35,776 100% - - 25,282 61,058
Domestic financial entities ... e 28,941 100% - - 44,862 73,803
Foreign financial entities ..........cooiiiiiiiiieiiiie s 3,909 100% - - 9,631 13,540
Total 377,872 81,317 182,900 642,089

Deposits maturing within 30 days

Less Weight Weight Term Total
At 31 D 201 . .

t 31 December 2018 stable (%)  Stable (%)  deposits  deposits
RELAI ... 216,428 12% 80,804 5% 78,476 375,708
Operational relatioNShips ...........cooiiiiiiiiie e 2,572 25% - 5% - 2,572
Corporations 63,887 40% 341 20% 22,809 87,037
Sovereigns, Central Bank and public sector entities 7,613 40% 246 20% 501 8,450
Pension fuNdS ... 30,686 100% - - 26,987 57,673
Domestic financial @Nntities ...........cccoiviiiiiiiiiiiie e 27,467 100% - - 24,622 52,089
Foreign financial @ntities ..........coooiiiiiiiiei i 3,242 100% - - 7,807 11,049
Total 351,895 81,391 161,292 594,578

49. Maturity analysis of assets and liabilities

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

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

In accordance with the IFRS 16 standard lease liabilities have been added to the maturity analysis of financial liabilities.

Maturity analysis 30 September 2019

Carrying On Upto3 3-12 1-5 Over No

Financial liabilities amount demand months  months years 5 years maturity Total
Deposits from CB and credit institutions .......... 31,808 2,512 9,035 18,013 2,631 - - 32,191
Deposits from customers ...........ccccoeevvvveeeennne 610,281 426,917 91,211 36,335 25,137 44,821 - 624,421
Debt issued and other borrowed funds ............ 331,938 - 1,799 51,245 254,587 73,228 - 380,859
Subordinated 10ans ..o 21,993 - 89 463 2,343 25,199 - 28,094
Other financial liabilities: 40,444 34,839 599 1,155 1,814 2,561 - 40,968

Lease liabilities .........ccccoooeeiiiiiiiieiie 4,326 - 119 356 1,814 2,561 - 4,850

Other liabilities .......ccoovveviieeeeeiiiieee e 36,118 34,839 480 799 - - - 36,118
Total 1,036,464 464,268 102,733 107,211 286,512 145,809 - 1,106,533
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Off-balance sheet liabilities show the amount of contractual obligations that the Group has taken towards customers, either by committing to
lend out money in the future or as third party guarantees. The amounts shown reflect the maximum amount, not taking into account the
Group's ability to reduce overdraft or credit card limits before the current undrawn amount is fully utilised by the customer. These obligations
all fall into the first time bucket since contractually, on a case-by-case basis, the Group could be required to fulfil these obligations

instantaneously.

On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months  months years 5 years maturity Total
Financial guarantees ............ccceeeiiiiiieie e 18,148 - - - - - 18,148
Undrawn loan commitments .........ccccccvvveeeeeiiinieeeee e e 39,908 - - - - - 39,908
Undrawn oVerdrafts ...........ccccvvvveveveveriieierirereeeeeeeeeeeeeereeeeenes 48,800 - - - - - 48,800
Credit card COmMMItMENTS ........c.cveveeeiiiiiee e 29,276 - - - - - 29,276
Total 136,132 - - - - - 136,132
Total non-derivative financial liabilities

and off-balance sheet liabilities ........................ 600,400 102,733 107,211 286,512 145,809 - 1,242,665

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

netting cannot be applied upon settlement.

On Upto3 3-12 1-5 Over No

Derivative financial liabilities demand months  months years 5 years maturity Total
Gross settled derivatives

INFIOW < - 41,862 83,780 78,784 - - 204,426
Outflow . - (39,581) (88,466) (76,349) - - (204,396)
Total - 2,281  (4,686) 2,435 - - 30
Net settled derivatives .........cccveeiiiiiniceniiee e - (685) - - - - (685)
Total - 1596  (4,686) 2,435 - - (655)

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

on the estimated liquidation time of the asset.

Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank ............. 129,115 34,968 92,536 1,611 - - - 129,115
Loans to credit institutions ...........cccccvvvvvieeennn. 66,409 27,762 38,647 - - - - 66,409
Bonds and debt instruments ...........cccccceeeiinnns 73,899 - 29,993 18,236 8,617 17,053 - 73,899
Loans t0 CUSTOMENS .......cvvvviviiieiiiiiiiieeeeeieeeeeees 909,175 5,744 103,627 77,456 311,824 410,524 - 909,175
Shares and equity instruments ............c.cccco.... 19,200 - - - - - 19,200 19,200
Other financial assets ...........cccccceeeiieiieeieeenn. 13,538 8,348 591 172 27 - 4,400 13,538
Total 1,211,336 76,822 265,394 97,475 320,468 427,577 23,600 1,211,336
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On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years 5 years maturity Total
Gross settled derivatives
Inflow ... - 40,579 90,656 53,526 - - 184,761
Outflow - (34,455) (86,641) (54,802) - - (175,898)
Total - 6,124 4,015 (1,276) - - 8,863
Net settled derivatives ............ooooeeiiiiieiiiciccecces - 482 - - - - 482
Total - 6,606 4,015 (1,276) - - 9,345
The tables below show the comparative amounts for maturity analysis at year-end 2018.
Maturity analysis 31 December 2018
Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount demand months  months years 5 years maturity Total
Deposits from CB and credit institutions .......... 15,619 4,594 3,229 4,992 3,249 - - 16,064
Deposits from cUStOmMers ..........ccceevveeerieeennns 578,959 420,242 81,178 37,952 26,976 38,070 - 604,418
Debt issued and other borrowed funds ............ 300,976 404 24,214 21,178 154,315 141,098 - 341,209
Subordinated 10ans ...........ccccveeeee i 16,216 - 90 307 2,242 20,417 - 23,056
Other financial liabilities ............ccccccovviiiieennnns 27,186 24,431 1,729 1,026 - - - 27,186
Total 938,956 449,671 110,440 65,455 186,782 199,585 - 1,011,933
On Upto3 3-12 1-5 Over No
Off-balance sheet liabilities demand months  months years 5 years maturity Total
Financial guarantees ...........cccceeeviiiiieee e 18,021 - - - - - 18,021
Undrawn loan commitments ...........ccccvveeeeeiiiiieeeeee e e 49,054 - - - - - 49,054
Undrawn oVerdrafts ...........ccccuevevevevivireieieiieeieeeeeeeeeeeeeeeeeeeenns 49,833 - - - - - 49,833
Credit card COmMmMItMENtS ........cceeeeeiiiiiiiieeee e 29,049 - - - - - 29,049
Total 145,957 - - - - - 145,957
Total non-derivative financial liabilities
and off-balance sheet liabilities ............cccoccciiiieiiiiinnen. 595,628 110,440 65,455 186,782 199,585 - 1,157,890
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW e - 20,124 23,147 49,380 1,771 - 94,422
OULFIOW e - (20,638) (24,189) (51,654) (1,943) - (98,424)
Total - (514) (1,042) (2,274) (172) - (4,002)
Net settled derivatives ...........ccccoouiiiiieiiiiiiiee e - (280) - - - - (280)
Total - (794) (1,042) (2,274) (172) - (4,282)
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Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank ............. 135,056 47,746 87,310 - - - - 135,056
Loans to credit institutions ...........cccceeeviiiieeennn. 41,577 24,152 17,425 - - - - 41,577
Bonds and debt instruments .............ccoceeee. 69,415 - 18,946 24,189 14,409 11,604 267 69,415
LOANS t0 CUSTOMENS ......ovvviiiiiiiiiiiiieeeeeeeeeeeeeeees 846,599 2,054 90,269 74,716 282,624 396,936 - 846,599
Shares and equity instruments ..............ccccco... 13,074 - - - - - 13,074 13,074
Other financial assets .........cccccceviiiiieiiieniiinens 7,511 1,888 475 71 9 - 5,068 7,511
Total 1,113,232 75,840 214,425 98,976 297,042 408,540 18,409 1,113,232
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW o - 57,050 22,267 77,126 327 - 156,770
OULFIOW ..ot - (56,077) (21,929) (74,072) (343) - (152,421)
Total - 973 338 3,054 (16) - 4,349
Net settled derivatives ..........ccccoviviiiieiiiiiee e - 869 - - - - 869
Total - 1,842 338 3,054 (16) - 5,218

50. 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, equity prices, commodity prices, and foreign
exchange rates.

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

51. Derivatives

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

52. Interest rate risk

Interest rate risk is defined as the current or prospective risk to earnings or capital arising from adverse movements in interest rates.

Sensitivity measures like Basis Point Value (BPV) are used to measure and manage risk arising from its fixed income exposures. The BPV
measures the effect of a 0.01 percentage point upward parallel shift in the yield curve on the fair value of these exposures.
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Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing Financing Fund (HFF) which are guaranteed
by the Icelandic Government, domestic municipality bonds, and covered bonds issued by other Icelandic banks. Bonds and bills in the
Group's liquidity portfolio are also categorised in the trading book. In the table below the total market value (MV) of long and short positions
may not be the same as reported in Note 5 since netting between short and long positions is not applied here. Derivatives and securities
used for hedging are excluded from the table.

30.9.2019 31.12.2018
Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INAEXEM ...t 1,659 5.52 (0.92) 1,872 6.13 (1.15)
NON-INAEXEM ... en e 45,911 0.38 (1.76) 43,550 0.32 (1.40)
Total 47,570 0.56 (2.68) 45,422 0.56 (2.55)
30.9.2019 31.12.2018
Trading bonds and debt instruments, short positions MV Duration BPV MV Duration BPV
INAEXEA ... s 331 8.00 0.27 - - -
NON-INAEXEA ...t 585 3.00 0.19 198 5.00 0.09
Total 916 4.81 0.46 198 5.00 0.09
Net position of trading bonds and debt instruments 46,654 0.48 (2.22) 45,224 0.54 (2.64)

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 September 2019

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ....covveeiecceceeeeie et 4 89 (287) (1,771) 2,057 225 317
ISK, NON-INAEXEA ......ooiiiiiiiiiiiieiiiee e 18 7 11 42 (3) - 75
EUR e 20 3 (19) 119 - - 123
L] =1 PP PPPPPPPNE 17 - - - - - 17
USD oottt (39) (1) - - - - (40)
(@] Y TSR 15 (4) - 24 - - 35
Total 35 94 (295) (1,586) 2,054 225 527
At 31 December 2018
0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEA ....evvviviriiieieieieieieeeeeeeeeeeee et ee e e e e e eeeeeees 20 8 110 (3,318) 3,185 72 77
ISK, NON-INAEXEA .....ocvveevieiieeciie et 9 57 (7 (193) (77) (1) (212)
87 (25) 13 (1,605) 1,709 - 179
92 - (16) - - - 76
(63) - - - - - (63)
(1) (11) - - - - (12)
Total 144 29 100 (5,116) 4,817 71 45
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53. 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.

Currency analysis at 30 September 2019

Other foreign  Total foreign

Assets EUR usD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ............... 1,125 445 289 59 26 65 78 172 39 145 2,443
Loans to credit institutions ...........c.cccceccvveeeeenns 22,430 32,818 1,919 492 388 223 5,487 179 304 840 65,080
Bonds and debt instruments ...........cccceeeninnnnnnns 22,320 11,350 24 - - - 12,185 - - - 45,879
LOANS t0 CUSTOMETS .....cvvveveieiiiiieieiieeeeeeeeeeaeeeeeees 109,678 34,515 1,974 629 3,346 1 3,506 1,102 6,027 35 160,813
Shares and equity instruments ..............cccccceee. 32 3,061 419 - - - 37 - - - 3,549
Other aSSEtS ...uvviieeiiiiiiiie e 767 1,611 576 7 - 41 4 22 1 1,225 4,254
Total assets 156,352 83,800 5,201 1,187 3,760 330 21,297 1,475 6,371 2,245 282,018
Liabilities

Deposits from credit institutions .................c....... 7,884 1 1 - - - - - - - 7,886
Deposits from customers .........ccccceeeevvieieeeeeenne 34,803 33,219 4,448 444 304 984 2,901 1,485 508 70 79,166
Debt issued and other borrowed funds .............. 112,191 - - - - 41,066 19,286 - - - 172,543
Subordinated loans . - - - - - 21,993 - - - - 21,993
Other liabilities .........ccooviiiieiiiiiiieeee e, 2,257 1,407 832 32 - 81 159 7 28 392 5,195
Total liabilities 157,135 34,627 5,281 476 304 64,124 22,346 1,492 536 462 286,783
Net on-balance sheet position (783) 49,173 (80) 711 3,456 (63,794) (1,049) (17) 5,835 1,783 (4,765)
Net off-balance sheet position 198 (49,133) 286 (693) (3,436) 63,778 671 206 (5,822) (190) 5,865
Net position (585) 40 206 18 20 (16) (378) 189 13 1,593 1,100
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Currency analysis at 31 December 2018

Other foreign  Total foreign

Assets EUR uUsb GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ............... 377 250 135 23 10 54 51 88 29 73 1,090
Loans to credit institutions ...........cccccceevvveeeeenns 15,662 12,614 4,488 258 613 4,683 1,901 530 123 538 41,410
Bonds and debt instruments ...........cccceevuninnnnnnn. 32,313 10,968 24 - - - - - - - 43,305
LOANS t0 CUSTOMETS .....uvvveieieiiiiieeeieieeeeeeeeeeeeneeees 105,852 31,603 2,037 734 3,213 2 4,318 572 5,710 39 154,080
Shares and equity instruments ............ccccceevinns 45 2,202 398 - - - 40 - - - 2,685
Other aSSEtS ...uvvvieiiiiiiiee e 1,270 2,056 834 4 91 83 2 45 - 1,737 6,122
Total assets 155,519 59,693 7,916 1,019 3,927 4,822 6,312 1,235 5,862 2,387 248,692
Liabilities

Deposits from credit institutions ......................... 5,622 538 83 - 96 - 16 - - - 6,355
Deposits from customers .........ccccceeeeveieieeeeennne 26,605 26,819 4,293 329 430 927 3,211 1,728 434 144 64,920
Debt issued and other borrowed funds .............. 113,670 - - - - 41,764 - - - - 155,434
Subordinated loans . - - - - - 16,216 - - - - 16,216
Other liabilities .........ccoeviviiieeeiiiiee e, 2,502 1,269 578 30 266 82 154 138 - 2,098 7,117
Total liabilities 148,399 28,626 4,954 359 792 58,989 3,381 1,866 434 2,242 250,042
Net on-balance sheet position 7,120 31,067 2,962 660 3,135 (54,167) 2,931 (631) 5,428 145 (1,350)
Net off-balance sheet position (7,589) (31,140) (2,964) (667) (3,170) 54,350 (2,844) 642 (5,418) (147) 1,053
Net position (469) (73) (2) (7) (35) 183 87 11 10 (2) (297)
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54. 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 130 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk

factors held constant.

30.9.2019 31.12.2018
BoNds and debt INSITUMENES .......cooiiiii ittt st s ts st st s s st s s s s s s s s se s e s e seseseesaeeeaeeneaneneeees 2,597 2,721
o= T EoR (o o0 ] (0] 1 = = TSP SPPTPION 298,412 293,917
Total CPI-linked assets 301,009 296,638
DEPOSILS fTOM CUSIOMENS ....iiiiiiiie ettt ettt e e e sttt e e e e s abt bt e e e e e e anbbbeeeeeeeassbbeeeaeesannbeneeeeeaansnneaeeeennes 97,009 95,917
Debt issued and other DOrTOWEA FUNAS ...........uuuiiiiiiiiiiiiii e eeeeeeseeeeeeeeeeeeeeeeteaeeereeeaaaaaaaeees 125,275 118,103
Off-DAlANCE SNEETL POSILION .....eeiiiiiiiieii ettt e e e e sttt e e e e e st bbe et e e e e anbtneeeeesaanbsbeeeeeaennnnnes 65,705 70,617
Total CPI-linked liabilities 287,989 284,637
CPl imbalance 13,020 12,001

55. Capital management

The following table shows the capital base, risk exposure amount, the resulting capital ratios, and leverage for the Group at 30 September

2019 and 31 December 2018.

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

the basic indicator approach.

The Group aims at managing its capital position and the corresponding capital ratios above the overall regulatory capital requirement.
According to the latest SREP report from the Financial Supervisory Authority, applicable as of 30 September 2019, the overall capital
requirement is 18.8%. The Group's capital target includes a 0.5-2.0% management buffer on top of the overall capital requirement.

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

30.9.2019 31.12.2018
CET1 capital
OrdiNary SNArE CAPITAL ......couuiieiiiie ettt ettt e e e b e e e e kbt e e e st b e e e bb e e e aabe e e ante e e e anbeeesnbeeeannneas 10,000 10,000
5] =TT o101 0 01U o SRR UPTRRT 55,000 55,000
RESEIVES ... 6,801 6,499
RELAINE BAIMNINGS .....iieieiiie ettt e ettt e e e ettt ee e s e abeeeeeeeaassteeeeeeeaanseseeeaeeeantabeeeeeeaansbeeeeaeeaassbneeaeesannnes 103,785 102,496
NON-CONEIOIING INTEIESES .....eiiitiieiiiiie ittt ettt e e e hb e e e e be e e ettt e e esbb e e e bt e e e asbeeeennbeeesnbeaeanbneeean 2,398 2,318
Fair value changes due to OWn Credit STANAING .......cooouiiiiiiii e 731 376
TAX @SSELS oot (445) (215)
Intangible assets (4,709) (5,002)
Total CET1 capital 173,561 171,472
Tier 2 capital
Qualifying subordinated AaDIlITIES ............oiiiiiiiii et 21,993 16,216
Total capital base 195,554 187,688
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55. Contd

30.9.2019 31.12.2018
Risk exposure amount

- due to credit risk ...... 815,266 750,801
- due to market risk 10,482 7,622
Market risk, trading DOOK ............uiiiii ittt e et e e e e s e h bbbt e e e e e e bbbt e e e e e e atnb e e e e e e e e nnreeeas 8,736 6,649
(OT 7= 0T PO P PP SUPRRPPP 1,746 973
- due to credit Valuation AdjUSTMIENT .........ooi ittt e e e e st b bt e e e e e e bbb et e e e e e saabeeeeeesanbeneeaaeaaanes 1,954 2,385
B e (VIR (ol o J=T r= LT ] oL ] QPSP OUPPOPPN 85,141 85,141
Total risk exposure amount 912,843 845,949
Capital ratios
THET L AL ©veeveveeeeeeeee ettt et et e et eae et et eee et ese et ete s etes e et eseeeeseaeeteseesesesseseseesese e et easetese et esessesese et eseeeetenseteseeneannarennatas 19.0% 20.3%
Total capital ratio 21.4% 22.2%
Official Tier 1 ratio ... . 18.8% 20.3%
OFfICIAI CAPITAI FALIO .......eeeveeieetceseeeeeet ettt ettt et et e et ete et et e e et esees et essetess et ese e eseaseteseesesessesssesseseseesenssanseasasenna 21.2% 22.2%
Leverage ratio
Exposure amount
ON-DAlANCE SNEEL EXPOSUIES ...ccoiiiiiiiiiie e e ittt e e ettt e e e e e ettt e e e s s aae b et e e e e e aa b ba et eeeaaanbbbeeeeeeesnbbbeeeaeesannbeneeaeeaanntnneen 1,223,263 1,120,637
Off-bDalanCe SNEET EXPOSUIES .......coiuiiiiiiiie ittt b e ab e e e bt e e asbe e e aabb e e e nabeeesabeeeanneas 41,213 47,119
DEIVALIVE EXPOSUIES ...eiiiiiitiiiieeeiiiteteee e e e tttet e e e e s sttt e te e e e e s sbeeeeeeesasabe e eee e e e satseeaeeaaanbbbeeaeeeeassbbeeeeeesnsnbaeeaeesannsteeeas 9,341 8,935
Leverage ratio total exposure measure 1,273,817 1,176,691
LI G Aot o - PP PPRT PPN 173,561 171,472
Leverage ratio 13.6% 14.6%
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