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

1. Individuals and small enterprises are out of scope.

2. C/l ratio for 2Q23 and 2023 excludes a charge of ISK 860m due to an administrative fine. C/I ratio for 4Q22 excludes a charge of ISK 300m due to an administrative fine.
3. Including 1Q23 profit for 31.3.23 and 3Q23 profit for 30.9.23.
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Directors' Report

The Board of Directors and the CEO of islandsbanki hf. ("the Bank" or "islandsbanki") present this report together with the audited
Consolidated Financial Statements of islandsbanki hf. and its subsidiaries (together referred to as "the Group") for the year 2023.
islandsbanki is a universal bank offering comprehensive financial services to households, corporations, and institutional investors in
Iceland. The Group is one of Iceland's largest banking and financial services groups, with a strong domestic market share.

Operations in 2023

The profit from the Group's operations for the year 2023 amounted to ISK 24,585 million and the return on equity was 11.3%, above the
Bank's target of being above 10%. At year-end the Group employed 764 full-time members of staff, including 725 within the Bank itself,
56% female and 44% male. The Group operates 12 branches.

High interest rate environment and inflation, both domestically and internationally, impacted the Group's operations in 2023, although
volatility and uncertainty in markets reduced throughout the year. As for 2023, on the whole delinquency rates have not been observably
impacted and the overall financial health of the economy is good.

Net interest income rose by 12.7% between years and the net interest margin increased year-on-year from 2.9% to 3.0% of total assets,
primarily on the back of the interest rate environment. However, the margin reduced from 3.2% in the first half of the year, compared to
2.9% in the second half of the year. This reduction is mainly on the back of loss related to higher CPI imbalance, related to a shift where
customers have refinanced their loans from non-indexed linked loans to CPI-linked loans, which yielded less return as inflation kept
reducing throughout the year. In addition, higher FX funding costs in the second half of the year also played a par. Net fee and commission
income was ISK 14,234 million in 2023 compared to ISK 14,053 in 2022, where net income on cards and payment processing showed a
healthy growth year-on-year. Further, Allianz island hf. was a good contributor to the Group's net fee and commission income as revenue
generation was strong. Asset management remained pressured due to uncertainty in domestic financial markets but recovered towards
the end of the year and experienced net inflow, in line with overall market conditions. Overall, core income grew by 9.9% year-on-year.
Salaries and related expenses increased by 11.5% between years mainly due to general wage increases and redundancy costs.
Throughout the year additional employees were hired related to the Bank's commitment to further strengthen its regulatory infrastructure
and overall governance. Other operating expenses rose by ISK 1,574 million and amounted to ISK 11,740 million, or by 15.5% from 2022
to 2023, mainly related to professional services, and software and IT expenses. The cost-to-income ratio, adjusted for the administrative
fine regarding a settlement agreement with the Financial Supervisory Authority of the Central Bank of Iceland (FSA) related to the sale of
a 22.5% stake in the Bank in 2022, remained flat between 2022 and 2023 or 41.6% which is within the financial guidance of 40-45%. Net
impairments amounted to ISK 1,015 million in the year 2023, compared to impairment reversals in the previous year.

Loans to customers grew by 3.1% between years. Mortgages remain the largest part of the loan portfolio, or 43%, and LTVs remain at
healthy levels. Asset quality remains strong; at year-end 1.8% of the gross carrying amount of loans to costumers were classified in Stage
3, same as year-end 2022.

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

Following a settlement agreement with the FSA related to the FSA's inspection into the Bank's execution of the Offering by the Icelandic
State of a 22.5% stake in the share capital of islandsbanki, the Bank agreed to pay a fine in the amount of ISK 1,160 million and undertook
to carry out certain remedial measures. The Bank recognised a provision of ISK 300 million in connection with the preliminary findings
from the FSA's inspection in the 2022 Consolidated Financial Statements and in the second quarter of 2023 a charge of ISK 860 million
was recorded in relation to this matter. Birna Einarsdéttir and the Board of Directors of islandsbanki reached an agreement on the terms
of her resignation as CEO of islandsbanki as of 28 June 2023. Jén Gudni Omarsson, who served as CFO from 2011, was appointed CEO.
A shareholder meeting was held on 28 July 2023 to address the Settlement Agreement and the Bank's reaction thereto. On the same
shareholder meeting, an election of members to the Board of Directors of the Bank, alternate directors, and the Chairman of the Board
was carried out, as the previous Board of Directors had stepped down, paving the way for a board election. Four new individuals were
elected to the Bank's Board of Directors at the meeting, including Linda Jonsdéttir who was elected as Chairman. The Bank has since
concluded all remedial measures related to the settlement agreement and emphasised on further strengthening its internal governance,
for example by structural changes after which the Chief Compliance Officer has taken a seat within the Executive Committee.

For further information on this matter see Note 13.

islandsbanki hf. Consolidated Financial Statements 2023 3



Directors' Report

Funding

Deposits continue to remain the Bank's largest source of funding. Deposits from customers amounted to ISK 851 billion at year-end 2023,
an increased by 7.7% year-on-year, where Personal Banking was the largest contributor. Customer loans to customer deposits ratio closed
at 144% compared to 150% year-end 2022.

On 30 August the Bank announced that Moody's Investor Services (Moody's) assigned an A3 issuer rating to Islandsbanki. The rating has
a stable outlook and demonstrates islandsbanki's strong capitalisation and good recurring profitability. At the time of the announcement
the rating was the highest of the Icelandic banks. Additionally, Moody's assigned A2 long-term and P-1 short-term foreign and local
currency deposit ratings. On 17 November S&P Global Ratings (S&P) affirmed the Bank's ratings at BBB/A-2 and revised the outlook from
stable to positive, a reflection on the overall economic trends and strong position of the Bank and the banking sector as a whole.

Volatility in markets adversely affected pricing, especially in the first half of the year. The Bank remained a regular issuer of domestic
covered bonds to fund growth in the mortgage loan portfolio, issuing approximately ISK 31,000 million in the year 2023. In addition, the
Bank issued a total of ISK 6,700 million, SEK 1,000 million and EUR 300 million of senior preferred bonds. Lastly, the Bank issued ISK
9,600 million of Tier 2 notes, replacing an older SEK 500 million Tier 2 bond which was called in August 2023. During the second half of
the year, credit spreads on the Bank's outstanding bonds tightened considerably. islandsbanki's liquidity position is strong, well above
regulatory requirements and internal limits.

Capital

The Group's capital position remains solid and well in excess of the regulatory requirements. The total capital ratio was 25.3% at the end
of the year. According to the conclusion of the annual assessment of risk in the operations of systematically important financial institutions
by means of the Supervisory Review and Evaluation Process (SREP) carried out by the FSA, the Bank shall from 30 June 2023 maintain
an additional capital requirement of 2.4% of Risk Exposure Amount (REA), a decrease of 0.2 percentage points from the previous
assessment. The Bank's total SREP capital requirement therefore decreases from 10.6% to 10.4%. With the combined capital buffer
requirement of 9.4%, the overall capital requirement is 19.8%. The Bank has updated its CET1 target to a buffer of 100-300 basis points
on top of regulatory requirements hence the Bank's CET1 target range is 16.2-18.2% based on the size of the management buffer and will
increase by 0.5 percentage points in the first quarter of 2024 as a result of an increase in the countercyclical buffer.

On 18 October the Central Bank's Resolution Authority announced that a resolution plan had been approved for islandsbanki and thereby
updated the MREL-Requirement. The MREL-Requirement, including the combined buffer requirement, is 30.2% of the Bank's REA. At
year-end 2023 the MREL-ratio was 41.3%.

The Bank paid approximately ISK 12.3 billion in dividends to the Bank's shareholders in March 2023, in line with its dividend policy. During
the year, the Bank bought back shares in line with the buyback programme announced in February, amounting to ISK 5,000 million. At
year-end a total of 20.4 million shares had been purchased, or 1.02% of share capital. Total purchase price of those shares amounted to
ISK 2,310 million. Subject to market conditions, the Bank assumes that the full amount of the buyback programme will be completed by
the Bank's 2024 Annual General Meeting (AGM).

The Bank plans to continue its efforts to optimise its capital structure. At the 2024 AGM, the Bank will seek a renewed approval for a share
buyback and initiate share buybacks amounting to ISK 10,000 million, subject to market conditions. Further, the Board of Directors will
propose a dividend payment amounting to ISK 12,300 million during the same meeting. Further yet, proposals on extraordinary dividend
and/or additional share buybacks may be introduced later in the year, subject to market conditions. The capital optimisation is assumed to
be completed year-end 2025.

Outlook

The year 2023 was a pivotal year for Iceland's economy, marked by a shift in growth dynamics. Domestic demand growth moderated
throughout the year, while services exports, especially in tourism, surged. The third quarter recorded the lowest quarterly GDP growth
since early 2021 at 1.1%. This was primarily due to a 1.2% decline in domestic demand and a decrease in goods exports that weighed
against a 7.3% increase in services exports and a 3% drop in imports.

Indications for the fourth quarter suggest a further slowdown in domestic demand, evidenced by payment card turnover, import data, and
consumer and business sentiment surveys. Private consumption and investment appear to be contracting, following a 1.7% decrease in
consumption in the third quarter. However, the tourism sector continued to thrive, with over 2.2 million visitors in 2023, up 29% from the
previous year.

ISB Research estimates GDP growth of 3.0% for 2023, a significant drop from 7.2% growth in 2022, with exports overtaking domestic
demand as the main growth driver. The labour market remains robust, although there has been some reduction in excess worker demand.
A notable influx of foreign nationals was the main contributor to a 3% population growth for the second consecutive year, with
unemployment averaging 3.2% and wages increasing by over 10% on average.
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Inflation declined slightly in the fourth quarter but remained high at 7.7% by year-end. A cooling housing market and reduced imported
inflation aided this decline, while domestic cost pressures persisted. The Central Bank maintained a 9.25% interest rate in the fourth
quarter, with indications of future monetary policy tightening.

Looking ahead to 2024, ISB Research anticipates a 1.9% GDP growth, led by services exports in the first half and bolstered by gradually
increasing domestic demand growth as the year progresses. Inflation is expected to decrease throughout the year, accompanied by
cautious monetary easing, as the economy continues to rebalance and demand pressures ease. For the next two years, GDP is forecasted
to reach 2.6% and 2.9% respectively.

Following seismic activity in Reykjanes, a volcanic eruption occurred near the town of Grindavik in early 2024. As of now, the town of
Grindavik (inhabitants approximately 3,700) remains uninhabitable, and the Government is exploring what measures will be needed to
relieve this uncertainty. Currently the economic impact related to this is uncertain. The Bank's direct exposure to Grindavik is limited; only
0.4% of the gross carrying amount of loans to customers is covered by real estate in Grindavik. Due to this uncertainty, an impairment
allowance amounting to ISK 1.7 billion has been recognised at year-end 2023.

The Bank's target of return on equity above 10% remains unchanged for the year 2024, assuming normalised through-the-cycle annual
impairment level of 25-30 basis points on the Bank's loan portfolio, given its current composition. The cost-to-income ratio is expected to
be in the range of 40-45%, in line with previous year and below the Bank's target of 45%. As the loan portfolio has shifted more towards
CPI-linked products, net interest income will become more volatile and subject to month-by-month change in inflation.

Risk management

The Bank is exposed to various risks. The management of these risks is an integral part of the Bank's operations, and the Bank has
focused on building up a responsible internal risk culture among the Bank's employees. The ultimate responsibility for ensuring an adequate
risk management framework lies with the Board of Directors. The Board defines and communicates the acceptable level of risk through
the Bank's risk management policies and the CEO is responsible for ensuring that risks are managed within those limits.

The Board and the CEO hereby declare that islandsbanki has an overall satisfactory risk management in relation to the Bank's profile and
strategy.

The Bank's risk management framework and policies are discussed under Notes 45-61 to the Consolidated Financial Statements and in
the unaudited Pillar 3 Report.

Ownership

The shares of islandsbanki are listed on the Nasdaq Iceland stock exchange and the Bank has one of the largest shareholder bases of a
listed company in Iceland. At the end of 2023 the Bank had just over 11,500 shareholders, where 89.4% of the Bank's shares were owned
by domestic parties and 10.6% by international investors. The Icelandic Government is the largest shareholder with 42.9% of outstanding
shares. Shares held by the Government are administered by the Icelandic State Financial Investments (ISFI) in accordance with Act no.
88/2009. Apart from the Government, pension funds are the largest investor group, owning 36.7% of the outstanding shares, thereof
domestic pension funds 35.6%. For further information on the Bank's shareholders see Note 41.

Sustainability

islandsbanki aims to be a leader in the area of sustainable development and a catalyst for positive social action. Alongside its vision of
creating value for the future, with excellent service, the Bank will focus on integrating sustainability considerations into its activities, in
addition to its profit objectives. The Bank takes account of ESG criteria in its risk management and actively explores business opportunities
related to sustainability. islandsbanki aims to increase the general public's financial knowledge and interest in the subject and, to this end,
offers interesting and accessible seminars on finance and economics.

The Board of Directors approves the Sustainability Policy and sets the Bank's strategy and risk appetite in terms of sustainability risk. The
Board is regularly updated on corporate sustainability matters and the usage of the Bank's Sustainable Financing Framework. The
Corporate Governance and Human Resource sub-committee of the Board assists the Board in fulfilling its oversight responsibilities
concerning sustainability.

The CEO is responsible for executing the strategy and has appointed a Sustainability Committee as a main building block of the governance
structure. The Committee is the formal forum for discussions on all issues related to sustainability risk, sustainable procurement, and
business opportunities. The Committee is independent from credit committees and needs to approve proposals for credit cases before
they are included in the Sustainable Financing Framework. The Committee is chaired by the CEO and has senior representatives from the
business units, Finance, Risk Management, and Strategy & Sustainability.
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The Sustainability Policy creates a comprehensive framework for its activities in the area of sustainability and maps out the Bank's policy
for operations, responsible lending, investments, purchasing, and grants, as well as integrating with and supporting the Bank's other
policies. In line with the Sustainability Policy, the Board of Directors has approved seven sustainability goals for its operations, to be
completed by 2025. The goals are based on ESG criteria and supported by annual targets set by the business units as part of their five-
year planning process.

The Sustainability Report for the year 2023 includes key information on the environmental, social and governance criteria for islandsbanki
in accordance with the Nasdag ESG guidelines from 2019 along with other relevant standards. The Bank emphasises increased flow of
transparent information on sustainability. Auditing firm Deloitte ehf. was engaged to review and confirm with limited assurance the Bank's
sustainability information disclosure in the Annual and Sustainability Report for 2023.

In accordance with local regulation, islandsbanki publishes in an unaudited appendix to the Consolidated Financial Statements information
regarding the EU taxonomy, Green Asset Ratio. In 2023, the regulation entered into force for financial institutions and other non-financial
institutions within its scope, and by that made it mandatory to publish information on the Bank's assets which meet the regulation's
requirements, and can according to the taxonomy be considered as environmentally sustainable. islandsbanki must obtain this information
directly from its customers or other public data sources, such as The Register of Annual Accounts, but as almost no such information has
been published during the process of this financial statement, the Bank faces an impossibility regarding data. For that reason, no assets
are defined as green or sustainable according to the EU taxonomy at year-end 2023. The Bank aims to work on data collection and
conversations with major customers in 2024, with the aim that the disclosure for 2024 better reflects the actual situation. It is clear that the
implementation into Icelandic legislation will influence the Bank's efforts in this regard.

Sustainability risk has been more effectively integrated into key processes relating to lending, investments, and product development
during the year. At year-end, 93% of all credit risk exposure (excluding individuals and small enterprises which are not in scope) has been
assessed with respect to ESG risk-related factors. More detailed coverage can be found in the Bank's Pillar 3 Report for 2023 which
contains a separate chapter on sustainability risk and climate risk in compliance with TCFD (Task Force on Climate-related Financial
Disclosures) criteria.

Collaboration with international and local partners with regards to sustainability is highly important. Over the years, islandsbanki has
participated in international commitments and supported domestic cooperative efforts on sustainability. Being a part of international
collaborations such as the UN Principles for Responsible Banking (UN PRB), the Nordic CEOs for a Sustainable Future and being a
founding member of the Net-Zero Banking Alliance (NZBA) is particularly valuable and informative for a relatively small bank. On the other
hand, being one of the largest companies in Iceland means that the Bank can contribute significantly towards domestic partnerships such
as Festa - Center for Sustainability and IcelandSif, to name a few.

Environment

islandsbanki is committed to supporting Iceland's ambitious Climate Action Plan and the Paris Agreement Goals. To that end, the Bank
announced in April 2021 its commitment to become net zero on financed emissions by 2040. The Bank's own operations have been carbon
neutral for the past four years, and with this decision, its commitment will also extend to financed emissions which includes the carbon
footprint of islandsbanki's entire loan and asset portfolio.

islandsbanki publishes information on financed emissions (in accordance with the Partnership for Carbon Accounting Financials (PCAF)
standard) for 2022 and 2023 in the Bank's Annual and Sustainability Report. The Bank publishes its objectives and performance in
connection with climate issues. This includes a new target on emission reduction within the seafood sector. With that the Bank has
published targets which account for 64% of total lending and 78% of total emissions from the loan portfolio in 2019. The Bank expects its
financed emissions to shrink by 60% by 2030 and 85% by 2040. The Bank's objective of having a net-zero loan portfolio by 2040 is an
ambitious but achievable goal in most sectors, although it is clear that transitioning to clean energy in air transport and cargo shipping by
sea will probably take longer.

Social

islandsbanki strongly emphasises creating a constructive and healthy work environment with passion, professionalism, and collaboration
as guideposts. Because its human resources are its biggest resource, the Bank places strong emphasis on fostering employees' growth
and development and contributing to their health and well-being.

As before, equal rights are uppermost in our minds, and we want islandsbanki to be a desirable workplace for people from wide-ranging
backgrounds. One of islandsbanki's most important sustainability targets is to ensure that no single gender accounts for more than 60%
of the Bank's management team. This ratio is considered in the hiring of management-level employees. As in previous years, the Bank
received equal pay certification and was awarded professional certification under the IST 85:2012 standard for 2023. According to the
most recent equal pay appraisal, the unexplained pay gap for jobs of equal value is 0.2%.
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Governance

The regulatory framework for corporate governance practices within islandsbanki consists of the law applicable to its operations, including
those imposed by the Central Bank of Iceland and Nasdaq Iceland. The Bank's governance practices derive, inter alia, from the laws and
regulations applicable to financial institutions and the financial market. The Bank complies with the Guidelines on Corporate Governance
in accordance with paragraph 7 of article 54 of the Act on Financial Undertakings no. 161/2002. Each year the Bank conducts an appraisal
to ensure that they remain consistent with the Guidelines. The Board of Directors follows the Corporate Governance Guidelines (6th ed.)
issued by the Iceland Chamber of Commerce, Nasdaq Iceland, and SA Confederation of Icelandic Enterprise, available on
www.corporategovernance.is. Moreover, the Bank's governance practices are based on the European Banking Authority's Guidelines on
Internal Governance for Financial Undertakings (EBA/GL/2021/05), cf. article 16 of regulation (EC) no. 1093/2010, transposed into
Icelandic law with Act no. 24/2017, on European Control Systems in the Financial Market.

islandsbanki has a Code of Conduct in place for employees and the Board of Directors which is available on the Bank's website. In addition,
the Bank's Sustainability Policy emphasises these matters. The aim of the Code is to promote good operational practices, reporting of
misconduct and actions to prevent conflict of interest. Employees confirm annually that they have read and understood the rules and
commit their adherence to the rules. At the end of 2023, more than 99% of employees had confirmed the rules. The Bank emphasises
respect for human rights and avoids business transactions where human rights are violated, including discrimination on the basis of gender,
religion, or race according to the Sustainability Policy and the Suppliers' Code of Conduct. The Bank is committed to continue its active
dialogue with suppliers on sustainability issues.

The Bank makes every effort to combat bribery and corruption. For that purpose, the Bank has e.g. implemented a policy on conflict of
interest and rules on measures against conflict of interest in which there is a chapter on gifts and complimentary trips. The rules are
intended to ensure that the impartiality and credibility of employees cannot be brought into question with respect to the treatment and
handling of individual matters. Moreover, the Bank has a policy in place on actions against money laundering and terrorist financing. The
Bank's policy on anti-money laundering takes a clear stance against payments on bribery and corruption. In practice, the Bank emphasises
on being compliant with Act no. 140/2018 on measures against Money Laundering and Terrorist Financing which involves combating
bribery and corruption.

The Board of Directors of islandsbanki is committed to excellence in its governance framework so that it complies with the best corporate
governance practices in the financial market at all times. Following the Bank's settlement agreement with the FSA a comprehensive review
of the Bank's internal rules and procedures was carried out in connection with the Bank's remedial measures. The Board believes that the
Bank has adequately responded to the remedial requirements of the FSA according to the settlement. The actions taken are intended to
strengthen the Bank's risk culture and ensure compliance with laws and regulations in the future. The Board will emphasise the follow-up
of the effectiveness of the changes implemented and the development of a risk culture for the future so as to ensure that these aspects
take root. The Board will also make sure that issues related to governance, risk management and internal control receive appropriate
consideration in the Board.

At each AGM seven non-executive directors, and two alternate members, are elected to the Board for a term of one year. The Board
undertakes the Bank's affairs and is responsible for setting the Bank's general strategy as well as instructing the CEO on its further
implementation and execution. The Board has a supervisory role overseeing that the Bank's organisation and activities are at all times in
accordance with relevant laws, regulations and good business practices. Furthermore, the Board shall monitor the execution of its policies,
the sound control of accounting and financial management, and ensure that group internal audit, compliance, risk management and internal
controls are effective at all times.

In accordance with the Bank's Articles of Association the Bank operates a Nomination Committee whose role is to nominate individuals to
the Bank's Board of Directors at the AGM, or as the case may be at a shareholders' meeting where Board elections are on the agenda.
The members of the Nomination Committee shall be three and they shall be elected for one year at a time by the Board of Directors. The
Committee shall be independent in its work and the majority of the Committee's members shall be independent of the Bank and its
management. Along with the Bank's Nomination Committee, the ISFI operates a special three-member Selection Committee which, on
behalf of the State, nominates candidates for the supervisory boards or boards of directors of banks or undertakings that are managed by
ISFI.

The Board has approved a policy on the suitability of the Board of Directors, the CEO and key function holders. The objective of the policy
is that the Bank's Board of Directors, CEO, and key employees meet the relevant suitability requirements at all times and the framework
for their appointment and/or employment is in accordance with the applicable legal requirements for the Bank's operation. The policy
states, among other things, that the composition of the Board shall at any time be diverse, with regard to educational and professional
background, gender and age. Human Resources reports annually to the Board on the Bank's actions in implementing the policy. Currently
the Board consists of seven members, three women and four men. Board members are of various ages, born in the years 1960-1979.
Board members have a broad range of education, e.g. in the fields of engineering, law, finance, management, auditing, business
administration, and securities trading. Board members also have extensive industry experience in the areas of operations, finance, auditing,
management, and consulting.
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The Board appoints three sub-committees, each one comprising Board members and operating under the terms of a mandate letter from
the Board as well as the Rules of Procedure of the Board. The mandate letters of Board sub-committees are available on the Bank's
website.

The CEO is responsible for the day-to-day operations of the Bank and that the Bank's business is, at all times, in accordance with the
Bank's Articles of Association, policies of the Board and the relevant law. The CEO engages the Bank's Chief Compliance Officer and
appoints members of the Executive Committee and other Senior Management Committees.

The Executive Committee, comprising eight members, including the CEO, is composed of four women and four men. Members of the
Executive Committee were born in the years 1961-1982 and possess diverse education and extensive experience. The role of the
Executive Committee is to maintain an overall view of the Bank's operations and to coordinate key aspects of its activities. The CEO
ensures that the Board is regularly provided with accurate information on the Bank's finances, development, and operations.

The Bank's Finance division is responsible for the preparation of the Consolidated Financial Statements which are prepared in accordance
with the International Financial Reporting Standards (IFRS) as adopted by the European Union and additional requirements in the Act on
Annual Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions, where
applicable. The Board's Audit Committee reviews the Group's annual and interim Consolidated Financial Statements before their
submission for Board approval and endorsement. The Board's Audit Committee regularly discusses the Bank's financial statements and
evaluates its internal control processes. Management reporting is generally presented to the Board 10 times a year. The external auditors
review the half year Condensed Consolidated Interim Financial Statements and audit the annual Consolidated Financial Statements.

A more detailed description of Islandsbanki's governance framework and associated practices can be found in the Bank's Corporate
Governance Statement enclosed in an unaudited appendix to the Consolidated Financial Statements and on the Bank's website,
www.islandsbanki.is.

Other matters

On 29 June 2023 islandsbanki received a letter from the Board of Directors of Kvika whereby it was announced that Kvika had decided to
end merger discussions which had been ongoing since February 2023. The Board of Directors of islandsbanki agreed with the conclusion
to discontinue merger discussions.

The FSA conducted an onsite inspection of the Bank's anti-money laundering (AML) measures in the third quarter of 2022 as part of its
supervision of regulatory compliance in the banking sector. The FSA identified certain shortcomings in the Bank's AML measures. The
Bank has not challenged the FSA's findings and has already made, and is continuing to make, improvements to its AML framework. Fight
against financial crime is an important part of islandsbanki's corporate responsibility and work to that end is a high priority within the Bank.
The matter could result in a settlement and a fine. The Bank has recognised an undisclosed provision in relation to this matter. For further
information see Note 43.

islandsbanki hf. Consolidated Financial Statements 2023 8



Directors' Report

Statement by the Board of Directors and the CEO

The audited Consolidated Financial Statements for the year ended 31 December 2023 have been prepared on a going concern basis in
accordance with the International Financial Reporting Standards (IFRS) as adopted by the European Union and additional requirements
in the Act on Annual Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions,
where applicable.

To the best of our knowledge, these Consolidated Financial Statements provide a true and fair view of the Group's operating profits and
cash flows in 2023 and its financial position as of 31 December 2023. Furthermore, in our opinion the financial statements and the Directors'
Report give fair view of the main operational developments and achievements and describe the principal risks and uncertainties that the
Group faces in its operations.

In our opinion, the Consolidated Financial Statements of islandsbanki hf. for the year 2023 identified as "549300PZMFIQR79Q0T97-2023-
12-31-en.zip" are prepared in all material respects, in compliance with the European Single Electronic Format Regulation (ESEF).

The Board of Directors and the CEO have today discussed and approved the 2023 Consolidated Financial Statements of islandsbanki.

Koépavogur, 8 February 2024

Board of Directors:

Linda Jénsdéttir, Chairman
Stefan Pétursson, Vice-Chairman
Agnar Témas Moller

Anna bérdardattir

Haukur Orn Birgisson

Helga Hlin Hakonardottir

Pall Grétar Steingrimsson

Chief Executive Officer:

Joén Gudni Omarsson
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Independent Auditors' Report

To the Shareholders and the Board of Directors of islandsbanki hf.
Opinion

We have audited the Consolidated Financial Statements of islandsbanki hf. and its subsidiaries (the Group) for the year ended 31 December
2023 which comprise the Consolidated Statement of Comprehensive Income, the Consolidated Statement of Financial Position, the
Consolidated Statement of Changes in Equity, the Consolidated Statement of Cash Flows for the year then ended, and the notes to the
Consolidated Financial Statements, including a summary of material accounting policies.

In our opinion, the accompanying Consolidated Financial Statements give a true and fair view of the financial position of the Group as at 31
December 2023, and its Consolidated Financial Performance and its Consolidated Cash Flows for the year then ended in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the European Union (EU) and additional requirements in the Icelandic
Act on Annual Accounts, Act on Financial Undertakings and rules on accounting for credit institutions, where applicable.

Our opinion in this report on the Consolidated Financial Statements is consistent with the content of the additional report that has been
submitted to the audit committee in accordance with the EU Audit Regulation no. 537/2014 Article 11.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further
described in the Auditor's Responsibilities for the Audit of the Consolidated Financial Statements section of our report.

We are independent of the Group in accordance with the International Ethics Standards Board for Accountants' Code of Ethics for
Professional Accountants (IESBA Code) together with the ethical requirements that are relevant to our audit of the consolidated financial
statements in Iceland, and we have fulfilled our other ethical responsibilities in accordance with these requirements and the IESBA Code.

Based on the best of our knowledge and belief, no prohibited services referred to in the EU Audit Regulation no. 537/2014 Article 5.1 has
been provided.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

islandsbanki hf. Consolidated Financial Statements 2023 10



Independent Auditors' Report

Key Audit Matters

Key audit matters are those matters that, in our professional judgement, were of most significance in our audit of the Consolidated
Financial Statements of the current period. These matters were addressed in the context of our audit of the Consolidated Financial
Statements as a whole, and in forming our opinion thereon, and we do not provide a separate opinion on these matters.

Key Audit Matters

How the matter was addressed in the audit

Impairment charges for loans to customers

Loans to customers represent ISK 1,223,426 million or 77% of total
assets at 31 December 2023, thereof expected credit losses (ECL)
of ISK 11,728 million have been recorded.

The determination of the provision for credit impairment is based
on estimates and judgement by management. Key areas of
judgement include:

e the interpretation of the requirements to determine
impairment under application of IFRS 9, which is reflected in
the Group's expected credit loss model;

the identification of loans with significant deterioration in
credit quality;

assumptions used in the expected credit loss model such as
the financial condition of the counterparty, expected future
cash flows, forward-looking macroeconomic factors and
valuation of collateral.

Due to the use of judgement and estimates and the relative size
of loans to customers on the balance sheet, we consider the
provision for expected credit losses (ECL) a Key Audit Matter.

Our procedures focused on the following to respond to the Key
Audit Matter, among others:
e  Assessing the Group's expected credit loss model, focusing
on the following areas:
alignment of the expected credit loss model and its
underlying methodology with the requirements of IFRS 9;
approach to the incorporation of forward-looking
macroeconomic factors;

Testing of relevant controls relating, among others, to the:
data used to determine the provision for credit
impairment, including transactional data captured at loan
origination and ongoing internal credit quality
assessment;
expected credit loss model, including model build and
approval, ongoing  monitoring/validation, = model
governance and mathematical accuracy;
review and approval of forward-looking macro-economic
factors; and
registration and valuation of collateral used in the
calculation of expected credit loss.

Testing of a sample of loans and procedures to evaluate
among others:
timely identification of loans with significant deterioration
in credit quality;

- expected loss calculation by re-performing and
assessing the reasonableness of the ECL model
calculations;

appropriateness of forward-looking macroeconomic
factors; and

In addition, we assessed the disclosures in the consolidated
financial statements. Refer to Notes 3 and 62.3 for credit
impairment.

Reliability of information from IT systems relevant to financial reporting

The Group is highly dependent on IT systems due to the significant
number of transactions that are processed daily and due to the
complexity of the various systems needed to support the Group's
operations.

In the process of preparing the Consolidated Financial Statements
the Group uses data from many complex IT systems. To ensure
complete and accurate processing and reporting of financial data
it is important that controls over appropriate access rights, system
changes and transaction processing are designed and operate
effectively.

Because of the importance of the data from the IT systems
supporting the financial reporting we consider their reliability a
Key Audit Matter.

islandsbanki hf. Consolidated Financial Statements 2023

Our procedures focused on the following to respond to the Key
Audit Matter, among others:

Obtained an understanding of Group's IT systems and the IT-
environment relevant for financial reporting

Reviewed the design, implementation and effectiveness of
control activities, as appropriate, related to change
management, access management and computer operations
for the systems considered important for the audit

Deloitte's IT specialists were involved in the audit.



Independent Auditors' Report

Other information

The Board of Directors and CEO are responsible for the other information. The other information comprises the unaudited highlights,
Directors' Report and unaudited Islandsbanki's Corporate Governance Statement 2023 in appendix.

Our opinion on the Consolidated Financial Statements does not cover the other information and we do not and will not express any form
of assurance conclusion thereon except for confirmation regarding Directors' Report as stated below.

In connection with our audit of the Consolidated Financial Statements, our responsibility is to read the other information and, in doing so,
consider whether the other information is materially inconsistent with the Consolidated Financial Statements, or our knowledge obtained
in the audit or otherwise appears to be materially misstated. If, based on the work we have performed, we conclude that there is a material
misstatement of this other information; we are required to report that fact. We have nothing to report in this regard.

In accordance with Paragraph 2 article 104 of the Act on Annual Accounts no. 3/2006, we confirm to the best of our knowledge that the
accompanying report of the Board of Directors includes all information required by the Icelandic Act on Annual Accounts that is not
disclosed elsewhere in the Consolidated Financial Statements.

Responsibilities of the Board of Directors and the CEO for the Consolidated Financial Statements

The Board of Directors and the CEO are responsible for the preparation and fair presentation of the Consolidated Financial Statements in
accordance with International Financial Reporting Standards (IFRSs) as adopted by the European Union (EU) and additional requirements
in the Icelandic Act on Annual Accounts, Act on Financial Undertakings and rules on accounting for credit institutions, where applicable,
and for such internal control as the Board of Directors and the CEO determines is necessary to enable the preparation of Consolidated
Financial Statements that are free from material misstatement, whether due to fraud or error.

In preparing the Consolidated Financial Statements, the Board of Directors and the CEO are responsible for assessing the Group's ability
to continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting
unless the Board of Directors and the CEO either intends to liquidate the company or to cease operations, or has no realistic alternative
but to do so.

The Board of Directors shall supervise the preparation and presentation of the Consolidated Financial Statements.
Auditor's Responsibilities for the Audit of the Consolidated Financial Statements

Our objectives are to obtain reasonable assurance about whether the Consolidated Financial Statements as a whole are free from material
misstatement, whether due to fraud or error, and to issue an auditor's report that includes our opinion. Reasonable assurance is a high
level of assurance, but is not a guarantee that an audit conducted in accordance with ISAs will always detect a material misstatement
when it exists. Misstatements can arise from fraud or error and are considered material if, individually or in the aggregate, they could
reasonably be expected to influence the economic decisions of users taken on the basis of these Consolidated Financial Statements.

As part of an audit in accordance with the International Standards on Auditing (ISAs), we exercise professional judgement and maintain
professional scepticism throughout the audit. We also:

- Identify and assess the risks of material misstatement of the Consolidated Financial Statements, whether due to fraud or error,
design and perform audit procedures responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

- Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Group's internal control.

- Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related
disclosures made by management.

- Conclude on the appropriateness of management's use of the going concern basis of accounting and, based on the audit
evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant doubt on the
Group's ability to continue as a going concern. If we conclude that a material uncertainty exists, we are required to draw attention
in our auditor's report to the related disclosures in the Consolidated Financial Statements or, if such disclosures are inadequate,
to modify our opinion. Our conclusions are based on the audit evidence obtained up to the date of our auditor's report. However,
future events or conditions may cause the Group to cease to continue as a going concern.

- Evaluate the overall presentation, structure and content of the Consolidated Financial Statements, including the disclosures,
and whether the Consolidated Financial Statements represent the underlying transactions and events in a manner that achieves
fair presentation.

- Obtain sufficient appropriate audit evidence regarding the financial information of the entities or business activities within the
Group to express an opinion on the consolidated and separate financial statements. We are responsible for the direction,
supervision and performance of the group audit. We remain solely responsible for our audit opinion.

islandsbanki hf. Consolidated Financial Statements 2023 12



Independent Auditors' Report

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of the audit and
significant audit findings, including any significant deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical requirements regarding
independence, and to communicate with them all relationships and other matters that may reasonably be thought to bear on our
independence, and where applicable, related safeguards.

In addition to our work as the auditors of islandsbanki hf., Deloitte has provided the bank with permitted non-audit services. Deloitte has
in place internal procedures in order to ensure its independence before acceptance of additional services. Deloitte has confirmed in writing
to the Audit Committee that we are independent of Islandsbanki hf.

Report on Other Legal and Regulatory Requirements

Report on European single electronic format (ESEF Regulation)

As part of our audit of the Consolidated Financial Statements of islandsbanki hf. we performed procedures to be able to issue an opinion
on whether the Consolidated Financial Statements of islandsbanki hf. for the year 2023 with the file name "549300PZMFIQR79Q0T97-
2023- 12-31-en.zip" is prepared, in all material respects, in compliance with laws no. 20/2021 disclosure obligation of issuers of securities
and the obligation to flag relating to requirements regarding European single electronic format regulation EU 2019/815 which include
requirements related to the preparation of the Consolidated Financial Statements in XHTML format and iXBRL markup.

Management is responsible for preparing the Consolidated Financial Statements in compliance with laws no. 20/2021 disclosure obligation
of issuers of securities and the obligation to flag. This responsibility includes preparing the Consolidated Financial Statements in a XHTML
format in accordance with EU regulation 2019/815 on the European single electronic format (ESEF regulation).

Our responsibility is to obtain reasonable assurance, based on evidence that we have obtained, on whether the Consolidated Financial
Statements is prepared in all material respects, in compliance with the ESEF Regulation, and to issue a report that includes our opinion.
The nature, timing and extent of procedures selected depend on the auditor's judgement, including the assessment of the risks of material
departures from the requirement set out in the ESEF regulation, whether due to fraud or error.

In our opinion, the Consolidated Financial Statements of islandsbanki hf. for the year 2023 with the file name "549300PZMFIQR79Q0T97-
2023-12-31-en.zip" is prepared, in all material respects, in compliance with the ESEF Regulation.

Deloitte was appointed auditor of islandsbanki hf. by the general meeting of shareholders on 31 January 2024.

Kopavogur, 8 February 2024

Deloitte ehf.

Geir Steinddrsson

State Authorised Public Accountant
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Consolidated Income Statement

Notes 2023 2022
Interest income calculated using the effective interest rate method .... 126,095 87,671
Other INTEreSt INCOME ..ot 11,047 6,342
INEEIEST EXPENSE ...ttt a et e e h e e e bt e e et e e e bt e e nb e e e aateee e (88,531) (50,887)
Net interest income 6 48,611 43,126
Fee and COMMISSION INCOIME ........cociiiiiiii et e e e 18,591 17,630
Fee and COMMISSION EXPENSE .......coiiiiiiiiiiie ettt et e e ettt e e et e e e e see e e e eabeeeesaeeeeaasseeeeanbeaeaseeaaannns (4,357) (3,577)
Net fee and commission income 7 14,234 14,053
Net financial INCOME (EXPENSE) ....coiuuiiiiiiiii ettt e et e s 8 241 (1,257)
Net foreign @XChange GaIN .......o.uiiiiiiiii e e ettt et e s 9 581 881
Other Operating iNCOMIE .....coouiiiiiiie ettt et e e et e et e e tbe e e s rabeeesbeeeeaans 10 570 433
Other net operating income 1,392 57
Total operating income 64,237 57,236
Salaries and related EXPENSES .......couuiiiiiiie e 11 (15,003) (13,452)
Other OpPErating EXPENSES™ ......cciiiii ittt ettt bt e et e e aab e e e bb e e e e abe e e abeeeeannne 12 (11,740) (10,166)
AdMINISTFAtIVE fINE™ ...ttt e et e b sbe e e 13 (860) (300)
Contribution to the Depositors' and Investors' Guarantee Fund - (165)
Bank tax (1,871) (1,858)
Total operating expenses (29,474) (25,941)
Profit before net impairment on financial assets 34,763 31,295
Net impairment on fiNANCIAl @SSELS .........c.uiiiiiiiiii s 14 (1,015) 1,576
Profit before tax 33,748 32,871
INCOME TAX EXPENSE ...ttt e s e e n e s e e s n e e e e e s e e eneeennes 15 (9,198) (8,485)
Profit for the year from continuing operations 24,550 24,386
Discontinued operations held for sale, net of INCOME tax ...........ooiiiiiiiiiiiii e 35 149
Profit for the year 24,585 24,535
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to
shareholders of Islandsbanki hf. (ISK) ............ccccevovivoeeeeeeeeeeeee e es et en s eeeaeaeaeaeees 16 12.32 12.19

*Comparative figures have been changed with immaterial effects. A provision of ISK 300 million recognised in the line item "Other
operating expenses" in the 2022 Consolidated Financial Statements was restated in the line item "Administrative fine".

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Comprehensive Income

2023 2022
PrOfit FOF the YA .. .uiuiiieeeetetii ettt ettt et s et s et et es et s e e st nenenn 24,585 24,535
Net gain (loss) on financial liabilities, Net Of taX ... (4,203) 2,527
Items that will not be reclassified to the income statement (4,203) 2,527
Foreign currenCy tranSIation ............cooiiiiiiiii e e 1 2
Items that may subsequently be reclassified to the income statement 1 2
Other comprehensive income (expense) for the year, net of tax (4,202) 2,529
Comprehensive income for the year 20,383 27,064

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Financial Position

Notes 31.12.2023 31.12.2022
Assets
Cash and balances with Central Bank ...............cccooeiiiiiiiiiiiiiiieeeeeeeeeee e, 21 87,504 94,424
Loans to credit iNStItULIONS .........cocvviiiiie e 22 73,475 110,364
Bonds and debt inStruments ...........coooooiiiiiiiiiiiee e 17 161,342 130,804
Derivatives ................... 23 5,776 7,461
Loans to customers 24 1,223,426 1,186,639
Shares and equity INSIIUMENES ..........ccoeiiiiiiiiii e 17 13,241 15,868
Investments iN @SSOCIALES ... 26 4,051 3,844
Property and @qUIPMENt ........cuuiiiiiiiiiiee e 27 6,562 6,752
INtANGIDIE @SSELS ... 28 2,930 3,279
OthEr @SSELS ..uviiiieiiiciiii e e e e e e e e e e e e e e e e e annes 29 3,638 6,072
Non-current assets and disposal groups held for sale .............cccccccoiiiiiinnen. 30 749 728
Total Assets 1,582,694 1,566,235
Liabilities
Deposits from Central Bank and credit institutions .............ccccccoiiiinie 31 16,149 15,269
Deposits fromM CUSTOMENS ......cccciiiiiiiiiiee et e eree e e 32 850,709 789,897
Derivative instruments and short poSitions .............ccoveiiiiiiiiiiiiiiieeeeeeen 23 5,090 10,804
Debt issued and other borrowed funds ...........cccceveeiiiiiiiiiiie s 34 417,573 468,270
Subordinated [0ANS ..........oooiiiiiiiieieeeeeeeeeeeeeee e ————— 35 38,155 34,392
LIk D 1= o)1) 1= SRR 37 13,107 12,128
Other HabilIties ..........coiiiiiiiiiie e 38 17,218 16,601
Total Liabilities 1,358,001 1,347,361
Equity
Share CapItal ... 9,898 10,000
5] P2 T o =T .01 11 o SRR 55,000 55,000
Reserves .................. 5,083 9,158
Retained earnings 154,712 144,716
Total Equity 224,693 218,874
Total Liabilities and Equity 1,582,694 1,566,235

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Changes in Equity

Foreign
Liability  currency

Share  Share Statutory Restricted credit translation Retained Total

capital premium reserve reserves reserve reserve earnings equity
Equity as at 1 January 2022 10,000 55,000 2,500 4,640 (1,054) - 132,624 203,710
Profit for the year ..........cccoiiiiiiiie 24,535 24,535
Net gain (loss) on financial liabilities, net of tax ........ 2,840 (313) 2,527
Foreign currency translation ............ccccccceviiieiineene 2 2
Comprehensive income for the year - - - - 2,840 2 24,222 27,064
Dividends paid .........cccoocviiiiiiiine e (11,900) (11,900)
Restricted due to capitalised development costs ...... (292) 292 -
Restricted due to fair value changes .............cc......... 424 (424) -
Restricted due to associates ............ccccceeeieiiiiiienenn. 98 (98) -
Equity as at 31 December 2022 10,000 55,000 2,500 4,870 1,786 2 144,716 218,874
Equity as at 1 January 2023 10,000 55,000 2,500 4,870 1,786 2 144,716 218,874
Profit for the year ...........ccooiiiiiiieee 24,585 24,585
Net loss on financial liabilities, net of tax .................. (3,613) (590) (4,203)
Foreign currency translation ............ccccccviiiiininnnn. 1 1
Comprehensive income (expense) for the year - - - - (3,613) 1 23,995 20,383
Dividends paid ..........ccceeeiiiieiiieie e (12,254) (12,254)
Purchase of treasury shares .................cccocoeiiinn. (102) (2,208) (2,310)
Restricted due to capitalised development costs ...... (290) 290 -
Restricted due to fair value changes ........................ (1309) 309 -
Restricted due to associates ...........ccccecveeiiiiiennnen. 136 (136) -
Equity as at 31 December 2023 9,898 55,000 2,500 4,407  (1,827) 3 154,712 224,693

The Bank's authorised and issued share capital consists of 2,000 million ordinary shares with a par value of ISK 5 each. islandsbanki
bought back approximately 20.4 million own shares for ISK 2,310 million during 2023. As of 31 December 2023, the Bank's paid-up share
capital totalled ISK 65,000 million, and the total stated share capital amounted to ISK 64,898 million. The Bank has a single class of
ordinary shares that do not carry any rights to fixed income. The Annual General Meeting (AGM) for the 2022 operating year took place on
16 March 2023. During the AGM, shareholders approved the Board's proposal to distribute dividends of ISK 6.15 per share, totalling
approximately ISK 12,300 million (2022: ISK 5.95 per share). The dividends were paid on 27 March 2023.

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

2023 2022

Profit fOr the YEAI .....cooeeeie ettt e e be e 24,585 24,535

Non-cash items included in profit for the year® ... (33,442) (139,076)
Changes in operating assets and labilitieS™ ...........ooi e 11,199 (57,031)
INEEIEST FECEIVEA ...t e st et s e e nr e s e s e e reesneene 108,689 78,521

INEEIEST PAIA™™ ...ttt b e bbbttt n (76,073) (42,172)
DiIVIENAS FECEIVEA ...t e s e e e r e e s e e nneeeanees 286 1,049

Paid DANK 18X ...ttt nae et (1,861) (1,683)
Paid income tax and special financial activities tax ...........c.cocoviiiiiiiiiec e (7,165) (3,582)
Net cash provided by (used in) operating activities 26,218 (139,439)
Net investment in subsidiaries and assOCIates ... - (1,103)
Proceeds from sales of property and @qUIPMENT ...........iiiiiiiiiiiiie e 374 35

Purchase of property and @QUIPMENT ...ttt e e e e et e e e e e e e e e e e e e e e annnes (311) (273)
Purchase of intangible @SSELS .........coiuiiiiiiiii s (385) (470)
Net cash used in investing activities (322) (1,811)
Proceeds from DOMOWINGS .........uuiiiiieieiiee ittt e e e e ettt e e e e e s s be et e e e e e e aanabeeeaaeeaannnaneeaaaaans 117,497 191,503
Repayment and repurchases of borrowings (180,813) (129,448)
Repayment of lease liabilities ................c.......... (528) (472)
DiIVIENAS PAIA ... et (12,254) (11,900)
PUrchase Of treasUry SNAES ...........ooi it e ettt e e e e e s tae e e e e e e e e e neneeeeaaeeaan (2,310) -
Net cash provided by (used in) financing activities (78,408) 49,683
Net increase (decrease) in cash and cash equIValents .............ccoouiiiiiiiiiiiiii e (52,512) 8,433
Effects of foreign exchange rate Changes ............ooooiiiiiiiiii e (51) 5
Cash and cash equivalents at the beginning of the year .............cccociiiiiii 139,035 130,597
Cash and cash equivalents at year-end 86,472 139,035
Reconciliation of cash and cash equivalents Notes

Cash ON AN ......ooiiii e s e 21 3,653 3,563
Unrestricted balances with Central Bank ..............ccoocoiiiiiiiiiii e 21 64,025 80,866
BanK @CCOUNES ......ouiiiiii e 22 18,794 54,606
Cash and cash equivalents at year-end 86,472 139,035

*For further breakdown see the following page.

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

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

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Consolidated Statement of Cash Flows

Non-cash items included in profit for the year

2023 2022
NE INEErEST INCOME ..ottt et e e sbe e e (48,611) (43,126)
Depreciation, amortisation, and Write-0ffS ... 1,620 1,400
Share of profit and gain from sale of @SSOCIAtES ...........coiiiiiiiiiiii (207) (198)
Net impairment on financial assets 1,190 (1,430)
Foreign exchange gain ...........ccccoviieeinicciiineee (581) (881)
Net gain from sales of property and eqUIPMENt ............oiiiiiii e (219) (19)
Unrealised fair value gain (loss) recognised in profit or loss 2,322 (5,115)
Discontinued operations held for sale, net of income tax (35) (149)
BanK taX ....ccoeeiiieiieee e 1,871 1,858
Income tax expense 9,198 8,485
OFhEI CRANGES ...ttt a e e hb e e bt e e et e e e st e e eab e e e sbeeeeentnee s 10 99
Total (33,442) (39,076)
Changes in operating assets and liabilities

2023 2022
Mandatory reserve and pledged balances with Central Bank ..............cccooooiiiiiiiiiiiiii e (9,831) (738)
Loans to credit INSHULIONS .........oiiii e e e 1,397 (32,284)
Bonds and debt iNStIUMENES ..ottt et e e e (21,426) 4,557
LOBNS 10 CUSLOMELS ...ttt ettt bttt e et e e e bttt e sa et e e asb e e e e eab e e e santeeeanes (23,058) (78,415)
Shares and equity INSIIUMENTS ...t e e e e e et e e e e e e e s antareeaaeeeannnes 2,540 13,313
OFhEI @SSELS .....eeiieei ettt bt oottt o bttt a et e bt e et et e e e e nr e nnes 2,442 (293)
Non-current assets and liabilities held for Sale ... 23 (182)
Deposits from Central Bank and credit inStitutions ..............cooiiiiiiiiiiie e 888 1,546
DePOSItS frOM CUSTOMEIS ......oiiiiiiiiiei ittt ettt e e e e ettt e e e e e e e ate e e e e e e e e e nnteneeaaeaeannreeeeas 63,077 41,048
Derivative instruments and short positions ... (5,590) (9,207)
(@] (=T 1= o] =TSSR 737 3,624
Total 11,199 (57,031)

Significant non-cash transactions

Significant non-cash transactions 2023
During the year the Group did not have any significant non-cash transactions.

Significant non-cash transactions 2022
During the year the Group repurchased own debt securites amounting to ISK 8,094 million by issuing new debt.

The notes on pages 20 to 86 are an integral part of these Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements

Notes

General information

1 Corporate information ....
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Notes to the Consolidated Financial Statements

1. Corporate information

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

The Consolidated Financial Statements for the year ended 2023 comprise the financial statements of islandsbanki hf. ("the Bank" or
"islandsbanki") and its subsidiaries together referred to as "the Group". The Bank's main subsidiaries are islandssjodir hf. (Iceland Funds)
and Allianz island hf., additionally islandsbanki has control over eight other non-significant subsidiaries. All of the Bank's subsidiaries are
wholly owned.

The Group provides a wide range of financial services such as retail banking, corporate banking, investment banking, wealth
management and asset financing. The Group operates mainly in the Icelandic market.

The Consolidated Financial Statements were written in English and approved and authorised for issue by the Board of Directors and the
CEO of Islandsbanki hf. on 8 February 2024. In case of discrepancy between the English version and the Icelandic translation, the
English original will prevail.

2. Basis of preparation

The Consolidated Financial Statements have been prepared in accordance with the International Financial Reporting Standards (IFRS)
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 Consolidated Financial Statements are presented in Icelandic kréna (ISK), which is the functional currency of islandsbanki hf. All
amounts presented in ISK have been rounded to the nearest million, except where otherwise indicated. At 31 December 2023 the
exchange rate of the ISK against the USD was 136.20 and for the EUR 150.50 (at year-end 2022: USD 142.04 and EUR 151.50).

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

Basis of measurement

The Consolidated Financial Statements are prepared on a historical cost basis, except for the following assets and liabilities, which are
measured at fair value: bonds and debt instruments, shares and equity instruments, short positions in listed bonds, derivative financial
instruments, and certain debt issued by the Group.

Recognised financial liabilities designated as hedged items in qualifying fair value hedge relationships are measured at amortised cost
adjusted for changes in fair value attributable to the risk being hedged.

3. Significant accounting estimates and judgements

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

Key source of estimation uncertainty is the allowance for credit losses.
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3. Significant accounting estimates and judgements (continued)
Impairment of financial assets

The main assumptions used for calculating the allowance for credit losses that are subject to significant judgement include the following:
e  Probability of default (PD), loss given default (LGD) and exposure at default (EAD)
. Macroeconomic variables for multiple scenarios built on available information

e  Assessment of significant increase in credit risk (SICR)

The PD, LGD and EAD inputs used to estimate expected credit losses are modelled based on variables that are most closely related
with credit losses in the relevant portfolio. This includes macroeconomic variables, demographic variables, variables related to past
payment history among other variables. These variables are sourced both internally and externally. Significant judgements required for
measuring expected credit loss (ECL) include the following:

. Determining criteria for assessing what constitutes a significant increase in credit risk
. Establishing the forward-looking scenarios and their relative weightings

. Choosing appropriate models and assumptions for the measurement of ECL

During the last quarter of 2023, the Group made temporary changes to the impairment model due to seismic activity on the Reykjanes
peninsula. The Group's impairment process allows for temporary changes to the impairment model to account for circumstances when
it becomes evident that existing or expected risk factors have not been appropriately considered in the credit risk rating or modelling
process. The seismic activity created such circumstances for loans to individuals and small companies in the town of Grindavik, and
therefore adjustments were warranted. The adjustments include transferring exposures amounting to ISK 5.2 billion from Stage 1 to
Stage 2 and applying higher haircuts to the values of collateral for these exposures. In addition, a management overlay was applied to
the modelled ECL, resulting in a total additional impairment allowance of ISK 1.7 billion due to the seismic activity.

The All Risk Committee has decided to adjust the weights of the forward-looking scenarios to better reflect uncertainty in economic
conditions for borrowers and the ongoing uncertainty in global markets. The scenarios are usually weighted 25%-50%-25% (optimistic,
base, pessimistic), but it was decided to keep using 20%-50%-30% at year-end 2023, as it had been throughout the year. Management
used sensitivity analysis to determine the appropriate weights for the three scenarios. According to the analysis, a shift of 5% weight
from the baseline to the pessimistic scenario would increase the impairment allowance by ISK 320 million, while a 5% shift from the
baseline to the optimistic scenario would decrease the allowance by ISK 220 million.

The allowance for credit losses is further discussed in Notes 24-25, in Notes 46-50 on risk management and in Note 62.3.

4. Changes to accounting policies

Amendments to IFRS standards that became effective from 1 January 2023 did not have a material impact on the Consolidated Financial
Statements.

Changes to IFRS standards issued but not effective at the reporting date

Amendments to several IFRS standards have been issued but are not yet effective. The Group did not early adopt any of them and
intends to adopt them when they become effective. The Group currently does not expect a material impact on its future Consolidated
Financial Statements as a result of these changes.
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5. Operating segments

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

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

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

The Group comprises the following operating segments.

Personal Banking

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

Business Banking

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

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments

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

Following is an overview showing the Group's performance with a breakdown by operating segments.
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5. Operating segments (continued)

Corporate & Treasury & Subsidiaries,

2023 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
Net interest iNCOME (EXPENSE) .....ceuvieiuiieiiiiiee ittt 17,410 17,980 13,854 (475) (365) 48,404 207 48,611
Net fee and commission iNCOME (EXPENSE) ........eeeriuuiieiiiieeeiiiiee e eeieee e 4,336 2,208 4,575 (8) (36) 11,075 3,159 14,234
Other net operating iINCOME ..........coiiiiiiiii e 70 90 1,284 565 374 2,383 (1991) 1,392
Total operating income 21,816 20,278 19,713 82 (27) 61,862 2,375 64,237
Salaries and related EXPENSES ..........coiiiiiiiiiiiiiie e (2,473) (2,161) (2,132) (272) (6,959) (13,997) (1,006) (15,003)
Other operating EXPENSES .......ccccuuiiiiiiiiiiie e (2,592) (1,196) (1,061) (505) (5,579) (10,933) (807) (11,740)
AdMINIStrative fiNe ........c.eiiiiiii e - - - - (860) (860) - (860)
BaNK 8X 1.t (838) (454) (489) (77) (13) (1,871) - (1,871)
Net impairment on financial assets ............cccooeiiiiiiiiiic e, (1,589) (669) 1,163 80 - (1,015) - (1,015)
CoSt AllOCAtION ...t e (5,225) (4,058) (3,569) 581 12,271 - - -
Profit (10SS) DEOre tax ......coovieiiiiiieiii e 9,099 11,740 13,625 (111) (1,167) 33,186 562 33,748
Income tax iNCOME (EXPENSE) .......eeiiuieieiiiiieiiiie ettt (2,584) (3,170) ( 3,660) 203 291 (8,920) (278) (9,198)
Profit (loss) for the year from continuing operations 6,515 8,570 9,965 92 (876) 24,266 284 24,550
Net segment revenue from external CUStOMETS ..........cccccvveeiiiiiiiiiee e 29,266 22,829 29,448 (119,989) 308 61,862 2,375 64,237
Net segment revenue from other segments ...........cccovviiiiiiiiiiec e, (7,450) (2,551) (9,735) 20,071 (335) - - -
Fee and commisSioN iNCOME .........cccviiiiiiiieiii e 8,116 2,262 4,648 401 - 15,427 3,164 18,591
Depreciation, amortisation, and write-offs .............c.ccoiiiiiii (179) (57) (2) - (1,368) (1,606) (14) (1,620)
At 31 December 2023
LO@NS t0 CUSTOMETS ... 574,653 311,689 336,161 923 - 1,223,426 - 1,223,426
OFhEr @SSELS ...c.eviiiiiiiie e e 3,176 2,210 889 343,823 8,716 358,814 454 359,268
Total segment assets 577,829 313,899 337,050 344,746 8,716 1,582,240 454 1,582,694
Deposits from CUSIOMErS .......c..uviiiiiiiie e 406,821 251,238 172,658 22,957 - 853,674 (2,965) 850,709
Other Iabilities .........coouiiiiiiie e 3,720 3,828 5,370 487,357 5,768 506,043 1,249 507,292
Total segment liabilities 410,541 255,066 178,028 510,314 5,768 1,359,717 (1,716) 1,358,001
AIlOCAEA EQUILY ....veeeieeeieeeee e 41,160 47,210 63,033 69,975 1,145 222,523 2,170 224,693
RiSk €XPOSUIre @MOUNT .....ooueiiiiiiiiiiie et 260,760 291,509 366,761 48,148 6,930 974,108 2,924 977,032

The individual segment balance sheet positions are with external customers, and exclude internal transactions thus explaining the differences in total assets, and total liabilities and equity.
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5. Operating segments (continued)

Corporate & Treasury & Subsidiaries,

2022 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
Net interest iNCOMe (EXPENSE) .....ccuvviiiiiiiiiiii e 15,065 14,493 11,108 2,673 (260) 43,079 47 43,126
Net fee and commission iNCOME (EXPENSE) ........eeerruriieiiiieieaiiieeiiieeeeieee e 4,334 2,174 4,557 (55) (1) 11,009 3,044 14,053
Other net operating iINCOME ..........coiiiiiiiii e 342 90 1,301 (402) 149 1,480 (1,423) 57
Total operating income 19,741 16,757 16,966 2,216 (112) 55,568 1,668 57,236
Salaries and related EXPENSES ..........coiiiiiiiiiiii e (2,355) (11,900) (1,819) (289) (6,253) (12,616) (836) (13,452)
Other Operating EXPENSES .........eeiiiiiiieiiierie ettt (2,446) (1,072) (971) (467) (4,598) (9,554) (612) (10,166)
AdMINISTrative fiNe ........c.eiiiiiie e - - - - (300) (1300) - (300)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (129) (33) (3) - - (165) - (165)
BaNK 83X ..o e (801) (407) (520) (116) (14) (1,858) - (1,858)
Net impairment on financial assets .............cccccciriiiiiii (300) 796 395 683 - 1,574 2 1,576
C0st AllOCAION ... e (4,792) (3,431) (3,237) 551 10,909 - - -
Profit (105S) Before tax ..........cocviiiiiiiiiiece e 8,918 10,710 10,811 2,578 (368) 32,649 222 32,871
Income tax iNCOME (EXPENSE) .......cciriiiiiiiiiieiiiie ettt (2,528) (2,891) (2,946) 108 92 (8,165) (320) (8,485)
Profit (loss) for the year from continuing operations 6,390 7,819 7,865 2,686 (276) 24,484 (98) 24,386
Net segment revenue from external CUStOMErs ...........ccocceeiiiiiiiiie e 33,261 18,158 23,790 (19,722) 81 55,568 1,668 57,236
Net segment revenue from other segments (13,520) (1,401) (6,824) 21,938 (193) - - -
Fee and commission income ......................... 7,282 2,223 4,709 367 - 14,581 3,049 17,630
Depreciation, amortisation, and write-offs ..............cccooiiiiiiii e, (172) (57) (1) - (1,155) (1,385) (15) (1,400)
At 31 December 2022
L0OANS t0 CUSTOMENS .....coouiiiiiiiie e 552,181 278,823 354,787 848 - 1,186,639 - 1,186,639
OFNEr @SSELS ... e 3,158 2,100 3,859 360,594 9,387 379,098 498 379,596
Total segment assets 555,339 280,923 358,646 361,442 9,387 1,565,737 498 1,566,235
Deposits from CUSTOMErS .......c..uiiiiiiiiee e 361,994 244,645 164,390 21,529 - 792,558 (2,661) 789,897
Other Iabilities .........coooviiiiiiie e 2,597 2,054 5,565 540,189 5,785 556,190 1,274 557,464
Total segment liabilities 364,591 246,699 169,955 561,718 5,785 1,348,748 (1,387) 1,347,361
AIlOCAEA EQUILY ...t e 39,228 40,433 62,400 73,966 962 216,989 1,885 218,874
RiSK @XpOSUre @amOUNt ..........cooiiiiiiiiiiii e 255,938 263,011 404,917 67,970 6,107 997,943 1,548 999,491

Comparative figures have been changed with immaterial effects.
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5. Operating segments (continued)

Subsidiaries, eliminations & adjustments

2023 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net interest INCOME .........cooiiiiii 11 105 89 2 207
Net fee and commission income (EXPENSE) ........cccevvveeeiiiieeenns 1,465 1,651 (30) 73 3,159
Other net operating iNCoOmMe ...........coooiiiiiiiiiiiie s 74 (2) 295 (1,358) (1991)
Total operating income 1,550 1,754 354 (1,283) 2,375
Salaries and related expenses ...........cccvceeeiiiiii i (686) (249) (71) - (1,006)
Other operating eXPENSES ...........ceiiiiiiiiiiiiieee e (222) (828) (273) 516 (807)
Profit (loss) before tax ..., 642 677 10 (767) 562
INCOME 1aX EXPENSE .....veiiiiiiie it (128) (150) - - (278)
Profit (loss) for the year from continuing operations 514 527 10 (767) 284
Net segment revenue from external customers .......................... 1,860 1,721 7 (1,213) 2,375
Net segment revenue from other segments ............cccceevieeenne. (310) 33 347 (70) -
Fee and commisSion iNCOME ..........ccoeeeviiiiiieeiiieiieee e 2,021 1,651 - (508) 3,164
Depreciation, amortisation, and write-offs ............cccccceeviiereninen. - (2) (3) (9) (14)

At 31 December 2023

Total @SSELS ....coiiiiiiieiie e 2,284 2,330 5,517 (9,677) 454
Total llabilities .........cccoooiiiie e 292 879 100 (2,987) (1,716)
Total @QUILY oo 1,992 1,451 5,417 (6,690) 2,170
2022 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net interest income (EXPENSE) .....coouuviiiiiieiiiiieiee e 9 34 52 (48) 47
Net fee and commission income (EXPENSE) ........ccccevvveeeiiiieeennns 1,627 1,561 (30) (114) 3,044
Other net operating iNCoOMEe ...........coooiiiiiiiiiiiieeeeee s (55) 11 270 (1,649) (1,423)
Total operating income 1,581 1,606 292 (1,811) 1,668
Salaries and related expenses ...........cccveeeiiiieeinii e (562) (209) (65) - (836)
Other operating eXPeNSES ...........eeeiiiiiiiiiiiieee e (218) (602) (214) 422 (612)
Net impairment on financial assets ...........ccccccecciiiieee e, 2 - - - 2
Profit (Ioss) before tax ..........ccccoviiiiiiiiic e 803 795 13 (1,389) 222
Income tax expense (178) (142) - - (320)
Profit (loss) for the year from continuing operations 625 653 13 (1,389) (98)
Net segment revenue from external customers ..............c...c....... 1,855 1,479 1" (1,677) 1,668
Net segment revenue from other segments .............cccccoeeiieee. (274) 127 281 (134) -
Fee and commission iNCOME ...........ccceeviiiiiiiiiieiieee e 2,171 1,561 - (683) 3,049
Depreciation, amortisation, and write-offs .............ccccccoiiieeen. - - (6) (9) (15)
At 31 December 2022
Total @SSELS ....cooveiiiiiee e 2,472 1,926 5,469 (9,369) 498
Total ADIlIHIES ........cooviiiiiiie 354 714 134 (2,589) (1,387)
Total €QUILY ..o 2,118 1,212 5,335 (6,780) 1,885

Comparative figures have been changed with immaterial effects.
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6. Net interest income

2023 2022
Cash and balances With Central BankK .............ccocuiiiiiii i e e e e et re e e e e e e e ntnaeaeeeas 5,389 2,791
Loans to Credit INSHULIONS ........cccooiiie et e et e e e e e et e e e e e e et e e e e eearannnns 3,236 757
[ = g 3R (o TN o1 U 1] (o3 =Y PSRRI 117,470 84,123
Financial assets mandatorily at fair value through profit or [0SS ............cooiiiiiiiii e 11,035 6,335
[0 T =TT T £ PR 12 7
Interest income 137,142 94,013
Deposits from Central Bank and credit inStitUtions .............oooiii e (243) (364)
DEPOSItS fTOM CUSTOMETS ...ttt et e et e sttt e ettt e e e aab e e s bt e e e ananee s (50,073) (23,049)
Debt issued and other borrowed funds designated as at fair value through profit or [0ss ...........cccccooiiiiiienennn. (2,470) (578)
Debt issued and other borrowed funds at @amortisSed COSt .........ccoiuiiiiiiiiiiiiie e (25,829) (21,709)
510 oTe] o [1aF=1=To I [ =g - S PE PRI (3,214) (1,538)
LeASE lADINEIES .....eeiieiiee e ettt e et ennees (79) (82)
OLEI ADIIHIES ....vveeeeee ettt e oot e e e e e e et eeeeeeeeaabaaeeeeeeaeassbeeeeeeeaaassseeaeeeaaannres (6,623) (3,567)
Interest expense (88,531) (50,887)
Net interest income 48,611 43,126
7. Net fee and commission income
2023 2022
ASSEE MANAGEMENT ...ttt e e e e oo ettt e e e e e e e ae b ee e e e e e e e nnteeeeaeeeeannnbeeeaaeeaannebeeaaaaaanan 2,908 3,154
Investment banking and brokerage 3,340 3,627
Payment processing ..........ccccccceeeeennee 8,072 6,774
Loans and guarantees 2,251 2,350
Other fee and commission income 2,020 1,725
Fee and commission income 18,591 17,630
Brokerage ..........cccceviineenn. (496) (484)

Clearing and settlement (3,847) (2,999)

Other fee and commission expense (14) (94)
Fee and commission expense (4,357) (3,577)
Net fee and commission income 14,234 14,053

Fee and commission income by segment is disclosed in Note 5.
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Amounts are in ISK million

8. Net financial income (expense)
2023 2022
Net gain (loss) on financial assets and financial liabilities mandatorily at FVTPL ........cccooiiiiiiiiiiiieee 2,610 (6,121)
Net gain (loss) on financial liabilities designated as at FVTPL ..o (2,511) 4,512
Net gain (10Ss) 0N fair Value NEAGES ........ccoiiiiiiii e 42 (56)
Net gain on derecognition of financial liabilities measured at amortised cost ..............ccociiiiiiiii, 170 408
Net loss on derecognition of financial assets measured at amortised COSt ............ccccovviiiiiiiiiiiicn e (70) -
Net financial income (expense) 241 (1,257)
The following table shows the categorisation of the net financial income (expense) by type.
2023 2022
Net loss on bonds and related derivatives (1,062) (2,735)
Net loss on shares and related derivatives (537) (1,051)
[V Te [=T g To I ToTol o o 1= TN PO PPPURRRRNE 286 1,049
Net gain on debt issued and related derivativVes .............cooouiiiiiiiiiii e 1,083 754
Net gain on economic hedging and other derivatives ...............ooi e 541 726
Net loss on derecognition of financial assets measured at amortised COSt ...........ccooceiiiiiiiiiiiiiii e, (70) -
Net financial income (expense) 241 (1,257)
9. Net foreign exchange gain
2023 2022
Cash and balances with Central Bank .... (51) 5
LOANS @t @MOTTISEA COST ....coiiiiiiiiiii ettt b e e et et e e et e e e e e e e bt e e e enee s (5,524) 11,647
Financial assets mandatorily at fair value through profit or [0SS ............cooiiiiiii e (2,153) (1,078)
OhEr @SSELS .....eiiiiieii ettt a e e a bt e e bt e bt e e e bt e e b et ettt e e e e e ar e e e taeeean (1) (11)
Net foreign exchange gain (loss) for assets (7,729) 10,563
(=T oY 11 < OO P PR RPRRTN 2,599 (4,782)
Debt issued and other borrowed funds designated as at fair value through profit or loss .............ccociieiiiieenns 375 (1,317)
Debt issued and other borrowed funds at amortised cost 4,444 (5,677)
Subordinated loans 892 2,094
Net foreign exchange gain (loss) for liabilities 8,310 (9,682)
Net foreign exchange gain 581 881
10. Other operating income
2023 2022
Net gain from sale of associates ......................... - 158
Share of profit of associates, net of income tax 207 40
Gain from sales of property and EQUIPMENT ... ..o e e e et e e e e e e eneeee e e e e e e annees 219 12
(=T P [ (=TT TPV PPPTRPPPPN 54 45
RENLAIINCOME ... ettt e e ettt e e s b et e e et e e e s e e e s eate e e e eaeeas 63 44
Other net OPErating INCOMIE .....ooiuiiii ittt et e e bt e e st e e e bb e e e aabeeeeaabeeeeas 27 134
Other operating income 570 433
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11. Personnel and salaries

2023 2022
STz 1= (=T O TPU PRSP 11,545 10,332
Contributions 10 PENSION TUNAS .......o.eiiiiiiiie ettt e e e e et e e e e e e e aatbbeeeaa e e e nnneneeaaaaaanns 1,734 1,594
Social security charges and financial activities tax™ ..o 1,591 1,423
Other salary-related EXPENSES ......c.ooi ittt e e e e e ettt e e e e e e s s bae e e e e e e e e ansnbeeeaaeeaanbnneeeaans 133 103
Salaries and related expenses 15,003 13,452
*Financial activities tax calculated on salaries is 5.5% in 2023 (2022: 5.5%).

2023 2022

The Bank The Group The Bank The Group

Average NUMDbeEr Of EMPIOYEES ......oooiiiiiiiiiiiiiee et 731 770 730 772
POSItIONS @t YEar-ENd ......cooiiiiiiiii s 725 764 700 739

Total amount of paid compensation for the Board of Directors, the CEO, and the Executive Committee is specified as follows:

2023 2022
Linda Jénsdéttir, Chairman of the Board ......... 5.7 -
Stefan Pétursson, Vice-Chairman of the Board 4.4 -
Agnar Témas Moller, member of the BOard ..............oooiiiiiiiiiiii e 6.8 -
Anna bPoérdardottir, member 0f the BOArd ............ooooiiiiiiiiiiiieeeeeeeeeeeeeeeeeeeee ettt —a b ——————————— 9.6 9.0
Haukur Orn Birgisson, member of the BOAI .............c...coviviuieioueieeeieeeee e 3.8 -
Helga Hlin Hakonardottir, member of the BOard .............oooii it 4.1 -
Frosti Olafsson, Member Of the BOBIM ............coviweeeeeeeeee oot e et 9.6 8.9
Finnur Arnason, former Chairman Of the BOAIT ..........o.eeveeeeeeeeeeeee ettt ettt et et et e s et e et eee et e e e ees 8.3 9.5
Gudrun borgeirsdottir, former Vice-Chairman of the Board .............ccccooiiiiiiiiiiiiiiie e 7.5 8.9
Ari Danielsson, former member of the Board ..................... 5.1 6.4
Valgerdur Hrund Skuladéttir, former member of the Board 3.4 -
Herdis Gunnarsdoéttir, former member of the Board .............ccoooiiiiiiiiiiiiee e 2.4 2.5
Tanya Sharov, former member of the BOArd ............ocoiiiiiiiiiiiii e e 21 6.4
Hallgrimur Snorrason, former Chairman of the Board .............ooouuiiiiiiii e - 3.6
Heidrun Jonsdottir, former Vice-Chairman of the Board .............cooooiiiiiiiiii e - 7.6
Arni Stefansson, former MembEr Of the BOAI ............cc.ouoiiueeeeee e eeeee et et ee e ee e e ee e enseen e - 2.2
Jokull H. Ulfsson, former member 0f the BOAIT .............ccovoweeoieeeeeeeeeeeeeeee e - 2.3
Alternate board MEMDETS .........oooiiiiiiiiiieeeeee ettt e eeaeaasesasssssasasasssasabnsssnssssbnsssnnnnnnnes 0.3 0.6
Total salaries 73.1 67.9

Contribution to pension funds for the Board of Directors amounted to ISK 9.8 million in 2023 (2022: ISK 9.2 million).
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11. Personnel and salaries (continued)

2023 2022
Pension Pension
Total funds Total funds
salaries contrib. salaries contrib.
JON GUBNI OMArSSoN, CEO™ .........c.ovveiueeeceeieeeceeieeeeae e 50.5 7.2 46.9 6.6
Gudmundur Kristinn Birgisson, Chief Risk OffiCer ..o, 41.6 5.9 39.8 5.6
Riaan Dreyer, Managing Director of Digital & Data .......... e 44.9 6.7 42.7 6.4
Una Steinsdottir, Managing Director of Business Banking ............cccccceeiiiiiiiieneeenee 449 6.4 429 6.1
Kristin Hronn Gudmundsdoéttir, Managing Director of C&l Banking™™ .............cccccceeenee 22.6 4.0 - -
Barbara Inga Albertsdottir, Chief Compliance Officer™ ... 6.3 0.9 - -
Sigridur Hrefna Hrafnkelsdottir, former Managing Director™ ...........ccccccoiviieeiiiinennns 48.5 6.9 411 5.7
Birna Einarsdottir, former CEO™ ™ ... 29.7 6.4 48.3 11.5
Asmundur Tryggvason, former Managing DireCtor™** ..............ccccoeveueeeeeererererennnns 24.0 3.3 47.0 6.7
Total 313.0 47.7 308.7 48.6

Included in total salaries are non-monetary benefits such as the use of cars owned by the Group.

As of 1 January 2017, the Bank has not had an active remuneration policy in place as stated in the Bank's compensation policy. In
2023 there were no paid performance-based salaries (2022: none) and there were no unpaid performance-based salaries at year-end
2023. There were no share-based payments in the years 2023 and 2022.

*Jon Gudni Omarsson was appointed CEO by the Bank's Board of Directors on 28 June 2023, succeeding Birna Einarsdéttir. Jon
Guéni has been with the Bank and its predecessors from the year 2000 and served as CFO from 2011 until year-end 2023. Included in
salaries for the year 2022 is an employment anniversary payment. The payment is in accordance with the collective agreement of the
Confederation of Icelandic Bank and Finance Employees (SSF).

**On 1 July 2023 Kristin Hronn Gudmundsdéttir was appointed Managing Director of Corporate & Investment Banking. On 1 November
2023 Barbara Inga Albertsdéttir was appointed Chief Compliance Officer. Sigridur Hrefna Hrafnkelsdottir decided to resign her position
as Managing Director of Personal Banking at the end of the year. A settlement of accrued holiday pay is included in the salaries of
Sigridur Hrefna for the year 2023.

***Birna Einarsdéttir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of
islandsbanki as of 28 June 2023. The agreement concluded with the former CEO is in compliance with the underlying employment
agreement, in accordance with the Bank's remuneration policy, as approved at the latest AGM, and the current Act on Financial
Undertakings. The employment agreement stipulated a notice period of twelve months and wages and benefits for the period amount
to ISK 56.6 million. The former CEO also maintains all rights regarding leave and pension during that period. Other provisions are
standardised and in accordance with the employment agreement and relevant collective wage agreements. The Bank expensed ISK
82.6 million in salaries and related expenses relating to the agreement in the second quarter of 2023.

=**Asmundur Tryggvason stepped down as Managing Director of Corporate & Investment Banking as of 1 July 2023. His resignation
agreement is in compliance with the underlying employment agreement, in accordance with the Bank's remuneration policy, as
approved at the latest AGM, and the current Act on Financial Undertakings. The employment agreement stipulated a notice period of
twelve months and wages and benefits for the period amount to ISK 46.1 million. The former Managing Director also maintains all
rights regarding leave and pension during that period. Other provisions are standardised and in accordance with the employment
agreement and relevant collective wage agreements. The Bank expensed ISK 63.4 million in salaries and related expenses relating to
the agreement in the third quarter of 2023. Included in salaries for the year 2022 is an employment anniversary payment. The payment
is in accordance with the collective agreement of the Confederation of Icelandic Bank and Finance Employees (SSF).
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12.

13.

Other operating expenses

2023 2022
ProfESSIONEAI SEIVICES ......ovuiiieeiiie ettt e e e e et e e e e e e ettt e e e e e e e ettt e e e e e s st eeeeersraanaaaaees 2,593 1,986
SOftWArE QN IT EXPENSES ....eieieiiiiieiiie e e ettt e e e e e ettt e e e e s e stateeeeaeeassteeeeeeeaesassstaeeaeeaaasssseaaaeessasssesneeeeeesnnnnens 4,733 4,389
Real estate and office @QUIPMENT ... et e e et e e e e e e e s e e e e e e e ennnees 654 565
Depreciation, amortisation, and WItE-0ffS ............uiiiiiiiiiiii e a e 1,620 1,400
Other adminiStrative EXPENSES™ ... ... .ot e ettt e e e e e e e et e e e e e e s aenbeeeaeeeaannbeeeeaaeaaanes 2,140 1,826
Other operating expenses 11,740 10,166

*Comparative figures have been changed with immaterial effects. A provision of ISK 300 million recognised in the line item "Other
operating expenses" in the 2022 Consolidated Financial Statements was restated in the line item "Administrative fine".

Auditors' fees

Audit of the financial StAtEMENLS ...........uiiiiii e e e e e e e s e e e e e e e e ennreaeeaeeaas 105 81
Review of interim financial statements ... ———— 22 20
(0= T Tt PSR 10 7
Auditors' fees 137 108

Administrative fine

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

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

Under the terms of the Settlement Agreement, the Bank agreed to pay a fine in the amount of ISK 1,160 million and admitted to having
violated certain provisions of the Act on Markets in Financial Instruments no. 115/2021 and the Act on Financial Undertakings no.
161/2002 in connection with the Offering. Furthermore, the Bank undertook to carry out certain remedial measures within a specified
period. The Bank's Chief Audit Executive reviewed the improvements and confirmed in an audit that the remedial requirements had
been adequately met before 1 October 2023. The audit was confirmed by the Bank's Board at the end of October 2023 and sent to the
FSA.

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

Birna Einarsdéttir and the Board of Directors of islandsbanki reached an agreement on the terms of her resignation as CEO of
islandsbanki as of 28 June 2023. Jén Gudni Omarsson, who served as CFO from 2011, was appointed CEO. Ellert HI6dversson was
appointed CFO of islandsbanki on 16 October 2023 and assumed the role as of 1 January 2024. On 1 July 2023 Kristin Hrénn
Gudmundsdéttir was appointed Managing Director of Corporate & Investment Banking, taking over from Asmundur Tryggvason who
stepped down. For further information see Note 11.

A shareholder meeting was held on 28 July 2023 to address the Settlement Agreement and the Bank's reaction thereto, and to carry
out an election of members to the Board of Directors of the Bank, alternate directors, and the Chairman of the Board. Linda Jonsdottir
was elected the Chairman of the Board of Directors. For further information on changes to the Board of Directors see Note 42.

islandsbanki hf. Consolidated Financial Statements 2023 31 Amounts are in ISK million



Notes to the Consolidated Financial Statements

14. Net impairment on financial assets

2023 2022
Net change in expected credit losses, on-balance Sheet itemMS .............oociiiiiiiiiiiii e (1,168) 1,837
Net change in expected credit losses, off-balance sheet items .. 153 (336)
Changes in provision due t0 COUM TUIINGS ......cciuiiiiiiiie et e et e s - 75
Net impairment on financial assets (1,015) 1,576

15. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2023 is 20% (2022: 20%). Special
financial activities tax is calculated as 6% of the Bank's taxable profit exceeding ISK 1 billion in accordance with the Act on Financial
Activities Tax no. 165/2011. The effective income tax rate in the Group's income statement for the year 2023 is 27.3% (2022: 25.8%).

2023 2022
Current tax expense excluding discontinued OPErations ..............cuuiiiiiiiiiiiie e 7,548 5,659
Special fiNaNCial ACHVILIES 18X ......ceiiiiiiiiiiii ettt e e e e e e e e e e e e e nnbeeeaaaeaas 2,083 1,396
Adjustments in prior year's calculated iNCOME taX .........oicuiiiiiiiiiiiie e (191) (472)
Changes in deferred tax assets and deferred tax li@bilities .............ceoiiiiiiiiiiiiii e (242) 1,902
Income tax recognised in the income statement 9,198 8,485
Income tax recognised in other comprehensive income (173) (110)
2023 2022
Profit DEfOr€ taX ......ooovieeeeeeeee e 33,748 32,871
20% income tax calculated on the profit for the year ............cccoiiiiiiii s 6,750 20.0% 6,574 20.0%
Special financial activities taX ..........eviiiiiiiiie e 2,083 6.2% 1,396 4.2%
Share in taxes of non-independent taxpayers .............ccccciiiiiiiiiiiee i - 0.0% 150 0.5%
Adjustments in prior year's calculated inCOMe taXx .........cccceeeiriiiiiiiiie e (191) (0.6%) (472) (1.4%)
Income Not SUDJECE 10 1AX ....coueiiiiiii (98) (0.3%) (386) (1.2%)
NON-AEdUCHDIE EXPENSES .....eeeieiiieiiiiiieee et e e e e e e e e e e ea e e e e nnnnees 666 2.0% 1,210 3.7%
Other differenCes ..o (12) 0.0% 13 0.0%
Effective income tax expense 9,198 27.3% 8,485 25.8%
The Bank is taxed jointly with its subsidiary islandssjodir hf. (Iceland Funds).
16. Earnings per share
Continued Discontinued Profit for

operations operations the year

2023 2022 2023 2022 2023 2022
Profit attributable to shareholders of the Bank ......................... 24,550 24,386 35 149 24,585 24,535
Weighted average number of outstanding shares .................... 1,992 2,000 1,992 2,000 1,992 2,000
Basic earnings per share (ISK) 12.32 12.19 0.02 0.07 12.34 12.27

The Group's basic and diluted earnings per share are equal as the Group has not issued any options, warrants, convertibles, or other
financial instruments that dilute earnings per share (2022: none).
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17. Classification of financial assets and financial liabilities

At 31 December 2023 Mandatorily Hedge Designated Amortised Carrying

at FVTPL accounting as at FVTPL cost amount
Cash and balances with Central Bank ............ccccoooooooiooooeeeeeeeeeeeeeeeee e - - - 87,504 87,504
Loans to credit INSHItUtIONS ........cocuiiiiiiie e - - - 73,475 73,475
Listed bonds and debt inStruments .............cooiiiiiiiiie e, 157,592 - - - 157,592
Listed bonds and debt instruments used for economic hedging ................... 3,750 - - - 3,750
Unlisted bonds and debt instruments ... - - - - -
DEVALIVES ..o 5,776 - - - 5,776
(IO T= T g o (o0 1<) (o] 1 1 T=T £ TR - - - 1,223,426 1,223,426
Listed shares and equity inStruments ..........cccccevviieeiiie e 2,342 - - - 2,342
Listed shares and equity instruments used for economic hedging .. 8,997 - - - 8,997
Unlisted shares and equity instruments ...........ccccoooieiiiieiieeceeeee e 1,902 - - - 1,902
Other fINANCIAl @SSELS .........ueeeiee e eeeeennnes - - - 2,846 2,846
Total financial assets 180,359 - - 1,387,251 1,567,610
Deposits from Central Bank and credit institutions ............cccoooeeiieeeiincs - - - 16,149 16,149
Deposits from CUSIOMETS .........ooiiieiiiiieeeeee e - - - 850,709 850,709
Derivative instruments and short positions ...........ccccoveeiviiie i 5,051 39 - - 5,090
Debt issued and other borrowed fUNAS ..............eeeeeeeeiieieeees - 45,126 92,645 279,802 417,573
Subordinated loans ....... - - - 38,155 38,155
Other financial liabilities - - - 8,879 8,879
Total financial liabilities 5,051 45,165 92,645 1,193,694 1,336,555
At 31 December 2022 Mandatorily Hedge Designated Amortised Carrying

at FVTPL accounting as at FVTPL cost amount
Cash and balances with Central Bank ...........ccccooooooooioooeeeeeeeeeeeeeeeeeeeee e - - - 94,424 94,424
Loans to credit INSHItUtIONS ........cocuiiiiiiiee e - - - 110,364 110,364
Listed bonds and debt inStruments .............cooiiiiiiiiie e, 125,318 - - - 125,318
Listed bonds and debt instruments used for economic hedging .................... 3,454 - - - 3,454
Unlisted bonds and debt inStruments ...........ccooooiumiiiiiiiiieee e 2,032 - - - 2,032
Derivatives .........cccceviiiienieniccee . 7,461 - - - 7,461
Loans to customers - - - 1,186,639 1,186,639
Listed shares and equity inStruments ...........cccccvivieeiiie e 3,221 - - - 3,221
Listed shares and equity instruments used for economic hedging ................ 10,401 - - - 10,401
Unlisted shares and equity instruments ...........ccccoooieiiiieiie e, 2,246 - - - 2,246
Other fINANCIAl @SSELS .........ueeeieee e - - - 5,411 5,411
Total financial assets 154,133 - - 1,396,838 1,550,971
Deposits from Central Bank and credit institutions ............cccoooieeiieeiiieens - - - 15,269 15,269
Deposits from customers ...........cccoeeevvieeivieenes - - - 789,897 789,897
Derivative instruments and short positions 9,208 1,596 - - 10,804
Debt issued and other borrowed fUNAS ..............eeeeeeeeeieiieeaees - 49,579 83,437 335,254 468,270
Subordinated I0ANS .........ceiiiiiiii e - - - 34,392 34,392
Other financial aDIlIHIES .............uueeeee e - - - 11,329 11,329
Total financial liabilities 9,208 51,175 83,437 1,186,141 1,329,961
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18. Fair value information for financial instruments

Financial instruments carried at fair value

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

The following table shows financial instruments carried at fair value at 31 December 2023 categorised into three levels of fair value hierarchy
that reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:

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

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

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

At 31 December 2023 Level 1 Level 2 Level 3 Total

Bonds and debt instruments 161,342 - - 161,342
[T A= 1AV TSR - 5,776 - 5,776
Shares and equity INSTIUMENTES .........ooiiiiiii e 11,339 - 1,902 13,241

Total financial assets 172,681 5,776 1,902 180,359
51T oo = 11T 3 - RS 640 - - 640
Derivative INSIIUMENES ...t e e e e e e e et e e e e e et e eeeeenaens - 4,450 - 4,450
Debt issued and other borrowed funds designated as at FVTPL 92,645 - - 92,645
Total financial liabilities 93,285 4,450 - 97,735
At 31 December 2022 Level 1 Level 2 Level 3 Total
Bonds and debt iNStrUMENTES .........oooiiiiiii e 128,772 - 2,032 130,804
DIEIVALIVES ...ttt e e e e ettt e e e e e ettt e e e e e eetaa e e s e eeaaaeeeeenaraans - 7,461 - 7,461

Shares and equity INSTIUMENES .........ooiiiiie e 13,623 - 2,245 15,868
Total financial assets 142,395 7,461 4,277 154,133
51T oo = 1 1o o - S 285 - - 285
Derivative INSTIUMENES ..ot e et e e e e e e et e e e e e e e aaaeeeaeeeaens - 10,519 - 10,519
Debt issued and other borrowed funds designated as at FVTPL .........ccccccevvieiviieecnieeee 83,437 - - 83,437
Total financial liabilities 83,722 10,519 - 94,241

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

Fair value at 1 JANUAY 2023 .........cooiiiiiiie ittt ettt e ettt e et e e e saaeeesase e e aaaeeeeasseeeaasaee e sseeeanseeeaaneeeeanneeeenseeeanneee s 2,032 2,245

Sales and share capitaliSation AECIEASE ...........ociiiuiiiiiie ettt st e e e s e et e e ne e saeesnneeneeenes (2,188) (1380)

Purchases and share capitaliSation INCrEASE ..........ccuiiiiiieiiiie e et e e s e e e e e enseeesnneee s - 52

Net gain (loss) on financial instruments recognised in profit or loss 156 (15)

Fair value at 31 December 2023 - 1,902
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18. Fair value information for financial instruments (continued)
Bonds and Shares and
debt equity
instruments instruments

Fair value at 1 JANUAY 2022 ..........ccuiiiiiiie ettt et e ettt et e e ettt e e saaeeessseeeaasseeeasseeeaaseee e sseeeanseeesaneeeennneeennseeennneeenn 50 4,052
[ g F= TST= TR 2,000 38
Sales and share Ccapital FEAUCHION .........cocuiiiiiiie et e e e e s bt e s ae e e e eseeeeenaeeesneeeesnseeeeneeesnnes (22) (454)
Net gain on financial instruments recognised in Profit OF I0SS ........cccooiiiiiiiiii e 4 347
I L1 = 6T (o T Y=Y B o PSSR - (27)
Transfers to associates - (1,711)
Fair value at 31 December 2022 2,032 2,245

At 31 December 2023 the Group's Level 3 shares amounted to ISK 1,902 million:

- These include shares in five professional investment funds and investment companies investing in unlisted shares and
specialised investments in Iceland totalling ISK 1,636 million. The Group receives information from fund managers who
use valuation models for the valuation of these shares.

- Other Level 3 shares amounted to ISK 266 million.

Sensitivity analysis for Level 3 assets

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

The following table illustrates how profit before tax would have been affected if one or more of the inputs for the fair value measurement were
changed for Level 3 assets that are highly sensitive to changes in fair value measurement inputs.

31.12.2023 31.12.2022

RV Y =1 VLe TV T = o] USSP 904 1,936
L=\ 10T =1 o) (= ST PTO PRSPPSO 217 1,119
(8731 = 1Yo TU = o] OSSR (187) (109)
V=10 T a1 7= 1Yo U = o] SRS (217) (224)
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19. 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 payments due to leasing contracts and they are classified as Level
2 since their value is not observable from active market prices. Due to the short-term nature of these liabilities their carrying amount is
considered a good approximation of their fair value.

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

Total fair Carrying

At 31 December 2023 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ...........cccccoveiiiiiiiiii e, - 87,504 - 87,504 87,504
Loans to credit iINSHUIONS ...........eiiiiiiee e - 73,475 - 73,475 73,475
[ F= g R (o R oW ) (o] 1 1= PR - - 1,207,465 1,207,465 1,223,426
Other fINANCIAl @SSELS .........ueieiee e eeesennnnes - 2,846 - 2,846 2,846
Total financial assets - 163,825 1,207,465 1,371,290 1,387,251
Deposits from Central Bank and credit institutions ............ccccccoeeiiiiieeiiecns - 16,148 - 16,148 16,149
Deposits from CUSIOMETS .....cc.eeiiiiie e - 850,729 - 850,729 850,709
Debt issued and other borrowed fUNAS ..............eeeeeeeeeieiieeaees 244 967 28,077 - 273,044 279,802
Subordinated loans ....... 37,414 - - 37,414 38,155
Other financial liabilities - 8,879 - 8,879 8,879
Total financial liabilities 282,381 903,833 - 1,186,214 1,193,694

Total fair Carrying

At 31 December 2022 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ...........cccccoveiiiieiiii e, - 94,424 - 94,424 94,424
Loans to credit iINSHUIONS ............eiiiiieeeeeeeeeee e - 110,364 - 110,364 110,364
[ F= g R (o R oW ) (o] 1 1= PR - - 1,171,380 1,171,380 1,186,639
Other fINANCIAl @SSELS .........ueeeieiee e - 5,411 - 5,411 5,411
Total financial assets - 210,199 1,171,380 1,381,579 1,396,838
Deposits from Central Bank and credit institutions ............cccccccoveeeiiieeiieeenns - 15,108 - 15,108 15,269
Deposits from customers ...........cccceeeeevveniennnenne - 789,938 - 789,938 789,897
Debt issued and other borrowed funds' 215,189 113,950 - 329,139 335,254
Subordinated I0ANS ........cc.eiiiiie e - 36,070 - 36,070 34,392
Other financial liabilities .............ccooviiiiiiiice e - 11,329 - 11,329 11,329
Total financial liabilities 215,189 966,395 - 1,181,584 1,186,141

*Comparative figures have been changed with immaterial effects.
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20.

21.

22.

Offsetting financial assets and financial liabilities

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

enforceable master netting agreements and similar agreements.

At 31 December 2023, and at year-end 2022, no netting occurred between financial assets and liabilities subject to enforceable master netting

agreements and comparable arrangements, resulting in no offsetting.

Derivatives 31.12.2023 31.12.2022
Net fINANCIAI @SSELS ... 5,776 7,461
Amounts not set off but subject to master netting arrangements and similar agreements ...........cccccoveiiiiieeiie e (4,404) (6,382)
= FIN@NCIAI IADIIIES ...ttt ettt ettt et e et e e s et e te et e e emeeemeeeebeeemeeeeeeameeambeabeeeseeanseanseesnneannas (715) (856)
= Cash COlAtEral FECEIVEM ...........uiiiiiiee ettt e e e st e st e e e a b e e sae e e e nbeeeenseeeaneeeeenseeeenneeesnnseeennneeenneen (3,589) (4,962)
- Financial instruments collateral received (100) (564)
Net amount after consideration of potential effect of netting arrangements 1,372 1,079
Derivative instruments and short positions 31.12.2023 31.12.2022
Net financial IADIlItIES .........cooooiiii 5,090 10,804
Amounts not set off but subject to master netting arrangements and similar agreements ...........cccccoeeeeviieiiie e (2,794) (7,486)
- Financial assets ............ (715) (856)
- Cash collateral pledged (2,079) (6,630)
Net amount after consideration of potential effect of netting arrangements 2,296 3,318
Cash and balances with Central Bank

31.12.2023 31.12.2022
(0= 1 e o T - 12 o OO OSSP PSP PP U P TUPPPUPRPRRPPTN 3,653 3,563
Unrestricted balances With CENral BANK ...............uuueueieee s sessssessnsnnnen 64,025 80,866
Cash and unrestricted balances with Central Bank 67,678 84,429
Balances pledged as collateral to Central BAnK ............c.ooieiiiioiiiiieee et e et eseeeeeesseesneeeneeseeeas 484 483
Mandatory reserve deposits With Central BanK .............coouiioiiiiiiiiie et e et e st e e st e e st e e anseeeasaeas 19,342 9,512
Cash and balances with Central Bank 87,504 94,424
Loans to credit institutions

31.12.2023 31.12.2022
MONEY MAKEE IOBNS ...ttt et e e bt e e e a et e e bt e e e be e e e eae e e e eane e e eneeeeaaneeeeneeennnes 53,882 55,742
BaNK GCCOUNES ...ttt h e e h e e et e bt e e he e e e bt e bt e eae e et e e b et nan e e n e he e nan e e ne e e nareeneen 18,794 54,606
OLNEI TONS ...ttt et e et e e et e e et ee e e st eeeesaeeesseeeaaseeeensaeeeasseeeanseeeansaeeeasseaeanseeeansseeeasseeesnbeeeansaeeanes 799 16
Loans to credit institutions 73,475 110,364
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23. Derivative instruments and short positions

Notional Notional
values values
At 31 December 2023 related to related to
Assets assets  Liabilities liabilities

INEEIESE FAE SWAPS ..eeeieiieeiie ettt e e et e et e e et e e e snte e e s nseeeesaeeennteeeanneeeans 3,028 79,824 2,587 106,045
Cross-currency interest rate swaps . 1,066 22,028 53 4,587
EQUILY FOPWAIAS ...ttt et e e e e et e e s st e e s teeeennaeeeanseeeannee 350 1,463 494 7,507
Foreign exchange fOrWards ............ooeiiioioiii e e 300 16,824 397 17,052
FOreign @XChanQe SWaPS .....ccuiiiiiiie et et ee st ettt e et e e st e e e snte e e anteeesseeaenneeaeanseeeannes 888 32,776 891 42,192
BONA fOMWAIAS ... 144 2,273 28 2,208
Derivatives 5,776 155,188 4,450 179,591
Short positions in listed DONAS .........c..ooiiiiiiiiie e - - 640 663
Total 5,776 155,188 5,090 180,254
Notional Notional
values values
At 31 December 2022 related to related to
Assets assets  Liabilities liabilities

INEEIESE FAE SWAPS ..eeiieiie ettt et et e et e e et e e e snte e e snteeeesaeeennteeeanneeeans 3,953 50,399 9,403 225,817
Cross-currency iNtErest rate SWAPS .......coueiiueeiieiii e eriie e stee st ee et e e eeeseeesneeeeeenes 637 17,028 353 11,818
EQUILY FOPWAIAS ...ttt e et e et e e e et e e snt e e s nteeeennteeeanneeeannes 765 8,389 130 3,486
Foreign exchange fOrWards ............ooeiiiiiioiii et e 750 20,437 95 9,944
FOreign @XChanQe SWaPS .....ccueii it seee sttt e ettt e e st e e e snteeeanteeesntaeeenneeaeanseeeannes 1,221 38,733 537 46,487
BONA fOMWAIAS ... 135 3,834 1 286
Derivatives 7,461 138,820 10,519 297,838
Short positions in listed DONAS .........c..ooiiiiiiiiic e - - 285 332
Total 7,461 138,820 10,804 298,170

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

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

The Group applies hedge accounting only with respect to certain EUR denominated interest rate swaps, whereby the Group pays floating rate
interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-rate EUR
denominated bonds (see Note 34) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting
to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group
assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 31 December 2023 the total fair value of the interest rate
swaps in the hedging relationship was negative and amounted to ISK 39 million (2022: negative ISK 1,596 million) and their total notional
amount was ISK 45,150 million (2022: ISK 90,900 million).
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24. Loans to customers

Net
At 31 December 2023 Gross carrying amount Expected credit losses carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount
Individuals ..........c.ccceeueene .. 580,591 11,117 6,483 (1,407) (1,539) (614) 594,631
Commerce and services 167,219 14,416 3,335 (1,000) (538) (624) 182,808
CONSIUCHON ..o 77,720 2,986 402 (833) (118) (58) 80,099
ENEIGY oo 7,624 393 - (67) (12 - 7,938
Financial ServiCes .........ccccoioieiieiiieieeieee e 214 - 1 (1) - - 214
Industrial and transportation .............ccocevcivicncnieenne. 67,612 1,869 9,156 (225) (69) (2,541) 75,802
Investment companies ...........ccoccevieiie i 41,219 5,131 345 (639) (81) (44) 45,931
Public sector and non-profit organisations ................... 18,466 30 4 (16) (7) (1) 18,476
Real estate .......cccooeeiiiiee 138,571 4,252 2,529 (496) (355) (328) 144,173
Saf00d .....eviiiii e 73,259 193 17 (104) (8) (3) 73,354
Loans to customers 1,172,495 40,387 22,272 (4,788) (2,727) (4,213) 1,223,426
Net
At 31 December 2022 Gross carrying amount Expected credit losses carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount
INAIVIAUAIS ..o 562,460 5,134 5,256 (1,607) (175) (546) 570,522
Commerce and SErVICES .........ccceereerieeenieenneereeneeenenes 154,413 17,491 3,836 (974) (1,703) (841) 172,222
CONSIUCHON ..ot 57,885 2,285 402 (654) (66) (37) 59,815
ENEIGY oo 10,456 - - (45) - - 10,411
Financial services . 2,641 1 - (20) - - 2,622
Industrial and transportation .. . 84,369 670 8,885 (303) (19) (2,524) 91,078
Investment companies ...........cccccoeoeeenne. . 38,712 1,577 732 (409) (210) (66) 40,336
Public sector and non-profit organisations 10,857 219 1 (29) (2) - 11,046
Real estate . .. 123,589 1,544 1,948 (493) (57) (234) 126,297
Saf00d .....eviiiiir 101,491 854 63 (102) (3) (13) 102,290
Loans to customers 1,146,873 29,775 21,123 (4,636) (2,235) (4,261) 1,186,639
25. Expected credit losses
Total allowances for expected credit losses
Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank .............cccooooiiiiiiiii e 18 - - 18
Loans to credit INSHItULIONS .........ooiiiii e 90 - - 90
Loans to customers ............ 4,788 2,727 4,213 11,728
Other financial @ssets .........c.cccvcieiiiiiiii e 4 4 - 8
Off-balance sheet loan commitments and financial guarantees ............cccoccoeiiiiiiiieninenes 916 106 162 1,184
At 31 December 2023 5,816 2,837 4,375 13,028
Cash and balances with Central Bank ............ccoiiiiiiiiiiiiieeee e 3 - - 3
Loans to credit INSHIULIONS ........c..eeiiiieee e 152 - - 152
LOANS 10 CUSIOMIEIS ...ttt 4,636 2,235 4,261 11,132
Other fINANCIAI @SSELS .....ccvviiiiiiii et e et e e eaeeeeans 9 4 - 13
Off-balance sheet loan commitments and financial guarantees ............ccccevvveeiieeeiienens 869 242 227 1,338
At 31 December 2022 5,669 2,481 4,488 12,638
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25. Expected credit losses (continued)

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

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL 1JANUAIY 2023 ..ottt n 4,636 2,235 4,261 11,132
Transfer to Stage 1 ... 1,747 (1,505) (242) -
Transfer to Stage 2 ... (893) 1,076 (183) -
Transfer to Stage 3 .......ccooveieeiieiieeene (173) (454) 627 -
Net remeasurement of loss allowance ............. (2,998) 1,213 374 (1,411)
New financial assets originated or purchased .............ccoooeeiieriiiie e 3,278 292 1,010 4,580
Derecognitions and MatUrtIes ..........cccuviiiiiieiiiie e (809) (129) (1,031) (1,969)
LT (S o) 1RO ST P OPRRUROt - (1) (1,014) (1,015)
Recoveries of amounts previously written off ............cooiiiiii i - - 160 160
FOreign @XChanGE ..........coiiiiiieie ettt st ae e s e e ee e sae e eneeeneeeaes - - (62) (62)
UNWinding Of INTErEST .....veeiiiieece e eeee e s - - 313 313
At 31 December 2023 4,788 2,727 4,213 11,728

*During the year financial assets amounting to ISK 956 million were written off but are still subject to enforcement activity.

AL 1JANUAIY 2022 ...ttt 3,830 3,804 5,931 13,565
Transfer to Stage 1 ... 2,028 (1,743) (285) -
Transfer to Stage 2 ... (491) 936 (445) -
Transferto Stage 3 .......cccoveeevvieenen. (117) (460) 577 -
Net remeasurement of loss allowance* ............ (3,196) (1308) (1,615) (5,119)
New financial assets originated or purchased* .... . 3,425 1,742 1,341 6,508
Derecognitions and Maturities™ ............oooiiiiii e (842) (1,736) (605) (3,183)
WWHE-OFFS™ e (1) - (1,079) (11,080)
Recoveries of amounts previously written off ... - - 146 146
(o] =T o g T3 o] o F= Vo 1= RSN - - (115) (115)
UNWiINdiNg Of INTEIEST .......ooeiiiiiii e - - 410 410
At 31 December 2022 4,636 2,235 4,261 11,132

*Comparative figures have been changed with immaterial effects.
**During the year financial assets amounting to ISK 570 million were written off but are still subject to enforcement activity.

Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
At 1JANUANY 2023 ..ottt et 869 242 227 1,338
Transfer 10 StAGE 1 ....eeiieiie et e et e e e e st e e e naeaenreeeanee 491 (373) (118) -
Transfer 10 StAGE 2 ... ettt et e e e e aeeaeeneeean (112) 146 (34) -
Transfer 10 StAgE 3 .. ..ottt e e et e e e anaeeentaeeane (15) (13) 28 -
Net remeasurement of 10SS @llOWANCE .........cccoeiiiiiiiiiie s (742) 124 353 (265)
New loan commitments and financial guarantees ............ccoccvvvrieiiee e, 693 74 59 826
Derecognitions and Maturities ............cociiiiiiiiii e s (268) (94) (353) (715)
At 31 December 2023 916 106 162 1,184
At 1JANUANY 2022 ..ottt et 545 298 158 1,001
Transfer to Stage 1 ... 207 (158) (49) -
Transfer to Stage 2 ... (21) 68 (47) -
Transferto Stage 3 ......ccoooveevieeeieees (7) (32) 39 -
Net remeasurement of loss allowance .................... (424) (185) (91) (700)
New loan commitments and financial guarantees .. 702 288 282 1,272
Derecognitions and Maturities ............cooiiiiiiiiiiie e s (133) (37) (65) (235)
At 31 December 2022 869 242 227 1,338
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26.

Investments in associates

31.12.2023 31.12.2022

Reiknistofa bankanna hf., an IT service centre company, Dalvegur 30, 201 Képavogur ...........ccccceene. Iceland 30.1% 30.1%
Nordurturninn hf., a rental company of commercial real estate, Borgartin 26, 105 Reykjavik ................ Iceland 43.3% 43.3%

Nordurturninn hf. shares are divided into two categories, Class A shares and Class B shares. Class B shares hold all the voting rights and
receive all dividends up to ISK 3,584 million (CPI-linked, based on the CPI in December 2023). After Class B shareholders have received that
amount the class is then suspended, and Class A shares receive all the voting rights and the rights to dividend payments. Islandsbanki owns
43.3% of Class B shares and 65.0% of Class A shares. Nordurturninn owns the real estate Hagasmari 3, where the Bank is the principal lessee
and rents over half the building for its headquarters.

2023 2022
Investments in associates at the beginning of the YEar ............ooi i 3,844 939
F X o 11 i o g TSR (W4T o R (g T=T0 = | SRS - 1,328
Transfer from shares and equity instruments to associates - 1,711
Sales of shares in associates ..........ccccevceeeiiiieeiieecieeeen - (174)
Share of Profit Of ASSOCIALES .........c.uiiiiiiii i et e e et e e et e e et e e e easeeeeaseeeeeaseeeeaseeeaneeeaans 207 40
Investments in associates at year-end 4,051 3,844
Summarised financial information in respect of the Group's associates is set out below:
REVEINUE ...ttt ettt et e e bt e et e et e eh et e e et e Rt e eb et ea Rt e Rt e eh et et E e e nh e re e e ennis 6,613 7,088
[ 0L SRR 439 360
T T=1 SRR 17,141 16,921
Liabilities (8,194) (8,397)
BT @SS ..ttt bR Rt E e e Rt Rt Rt e R et et e b e e nhr et e nnn e ans 8,947 8,524
Group's share of net assets of associates 4,051 3,844
27. Property and equipment
Right-of-use Fixtures,
At 31 December 2023 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the Year .............cco i 3,213 5,263 3,112 11,588
Additions dUFNG e YEAI .......eeiiiie e e e e e eneee s 37 259 274 570
Disposals and write-offs during the year .............cccoiiiiiiiiie e (172) - (174) (346)
REMEASUIEMENT ... .ottt ettt e - 281 - 281
Historical cost 3,078 5,803 3,212 12,093
Balance at the beginning of the year ... . (1,378) (1,712) (1,746) (4,836)
Depreciation during the YEar .........c.coiiiiiiiiiiiie e (16) (516) (354) (886)
Disposals and write-offs during the Year ............cccovvieiiiii e 29 - 162 191
Accumulated depreciation (1,365) (2,228) (1,938) (5,531)
Carrying amount 1,713 3,575 1,274 6,562
DEPreCiation FAES .......cc.uiieiiiie ittt et e e e e e e eanee s 0-2% 8-50% 8-33%
Official real estate value of land and buildings ............cccooiiiiiiii e 1,511
Insurance value of BUIAINGS .....coviiiiiie e e e 2,613
Insurance value of fixtures, equipment and vehicles ............cccccooooeieiiiiiccieeee e 2,027
islandsbanki hf. Consolidated Financial Statements 2023 41

Amounts are in ISK million



Notes to the Consolidated Financial Statements

27. Property and equipment (continued)

28.

Right-of-use Fixtures,

At 31 December 2022 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the Year ..........cooviii i 3,101 4,921 2,996 11,018
Additions dUING the YEAI .......coiiiiiiie e 112 8 161 281
Disposals and write-offs during the Year ............cccev i - - (45) (45)
REMEASUIEMENL ...ttt ettt et e e e e st e e e - 334 - 334
Historical cost 3,213 5,263 3,112 11,588
Balance at the beginning of the Year ..............cco e (1,360) (1,234) (1,414) (4,008)
Depreciation dUuring the YA ........ccueiiiiiii it e e e snaee e (18) (478) (362) (858)
Disposals and write-offs during the year ..............ccoiiiiiiiiie e - - 30 30

Accumulated depreciation

(1,378) (1,712)

(1,746) (4,836)

Carrying amount 1,835 3,551 1,366 6,752
DEPreCiation FAES ......coiviiieiiiee et e e s et e e e e e e s 0-2% 8-26% 8-33%
Official real estate value of land and buildings 1,884
Insurance value of BUIIAINGS ......cc.ciiiiiie e 2,752
Insurance value of fixtures, equipment and VEhICIES ............cceeeviiieiiiiiiie e 2,038
Intangible assets

Purchased Developed
At 31 December 2023 software software Total
Balance at the beginning of the YA ............ooiiii e s 2,249 3,183 5,432
F X o[y o o TSR (W Ty o R { 1= Y- | PSS 385 - 385
Write-0ffS dUMNG the YEAI ...ttt e et e et e st eeeeeneeesneeeneas (151) - (151)
Historical cost 2,483 3,183 5,666
Balance at the beginning of the YA ..o e (774) (1,379) (2,153)

Amortisation during the year (416) (318) (734)
Write-0ffS dUMNG the YEAI ...ttt ettt e et e e e eeeseeesneaeneas 151 - 151
Accumulated amortisation (1,039) (1,697) (2,736)
Carrying amount 1,444 1,486 2,930
AMOITISAION TAIES ..ot e e e et e e e e e et a e e e e e e e s saaeeaaeeaannaaaeeaeeannnraaaaaean 10-33% 10%

Purchased Developed
At 31 December 2022 software software Total
Balance at the beginning of the YA ............ooiiii e 1,779 3,183 4,962
F e o[y o o TSR (U To R { g 1= Y= SN 470 - 470
Historical cost 2,249 3,183 5,432
Balance at the beginning Of the VAN .........ocuiiiiiiii e e (550) (1,061) (1,611)
Amortisation dUFNG the YA ... ettt et e e teese e e e neeeneeesaeasneeanneenes (224) (318) (542)
Accumulated amortisation (774) (1,379) (2,153)
Carrying amount 1,475 1,804 3,279
AMOTTISALION FALES ...ttt ettt ettt e st e e e e e te e nbe e e re et as 10-25% 10%
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29.

30.

31.

32.

Other assets

31.12.2023 31.12.2022
R ToL=TAVZ= 1o 1= TR 1,698 1,848
Unsettled SECUItIES traNSACHIONS ...........iiiiiiiiet ettt ettt e e s e e e et e et e e e se e e bt e nteeaereeneeneeens 1,195 3,591
=T oF= o JCS =Y g ST USSP 503 400
DEfErTed faX @SSEIS .....eieiiieiiie ettt E et et b e Rt Rt et et e nte e r e reenaee s 122 116
Other assets 120 117
Other assets 3,638 6,072
Non-current assets and disposal groups held for sale

31.12.2023 31.12.2022
Repossessed collateral:

[ Ta o = 1o o N o TU 1o g T TSN 725 723
Industrial equUIPMENt AN VENICIES .........ooiiiiiieiiiiee et e e e e e e e e e e e e e e e e e e ennaneeeeeeennnnaeees 24 5

Non-current assets and disposal groups held for sale 749 728
Deposits from Central Bank and credit institutions

31.12.2023 31.12.2022
Deposits from Credit INSHIULIONS ........ooiiiiiiie e e et e e st e e et e e st e e et e e snaeeennneeeenneee s 15,994 15,105
Repurchase agreements with Central Bank 155 164
Deposits from Central Bank and credit institutions 16,149 15,269
Deposits from customers

31.12.2023 31.12.2022
Demand deposits and deposits with maturity up to 3 months . 752,146 697,025
Term deposits with maturity of more than 3 MONTNS ........oooiiiiii e 98,563 92,872
Deposits from customers 850,709 789,897

31.12.2023 31.12.2022

Deposits from customers specified by owners Amount % of total Amount % of total
Central government and state-owned enterprises ...........ccoccoveeieriieriieiee e 18,204 2% 8,791 1%
MURNICIPAIILIES ... ettt 9,514 1% 9,412 1%
COMPANIES .. .vieiiiiiecte ettt e et e e e et e e et e e et e e e easeeeeateeessaeeeesseeeanseeeensneeeesnneesneen 398,489 47% 400,329 51%
INAIVIAUAIS ...ttt ettt ettt et eene et 424,502 50% 371,365 47%
Deposits from customers 850,709 100% 789,897 100%
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33. Pledged assets
31.12.2023 31.12.2022

IO LT TR (o1 0 11 (o] 4 1 =T =TSR 442,175 402,958
Financial assets pledged as collateral with Central Bank ..............cooioiiiiiiiiiie e 6,775 5,723
LOANS 10 Credit INSHEULIONS ......ooeeeeii e ettt e e e e et e e e e e e et e e e s eetaaa e eseeestan e eeasessaaneesseesbannns 2,795 7,813
Cash and balances pledged against COVEred BONAS ...........c.cooiuiiiiiiieiiiiee et sae e e sseeeesnseeesnneee e 20,222 19,477
Pledged assets against liabilities 471,967 435,971

The Group has pledged assets against the issuance of covered bonds under Icelandic law, which are pledged on a pool of consumer mortgage
loans. The Group owns covered bonds for its own use which accounts for a portion of the pledged assets. The carrying amount of these bonds
at 31 December 2023 was ISK 117,476 million (year-end 2022: ISK 24,682 million).

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

34. Debt issued and other borrowed funds

First Maturity

Currency and outstanding nominal issued Maturity type Interest  31.12.2023 31.12.2022
ISB CB 23 - ISK O millioNn .....ccevvviiiiiriiiiecec e 2015 2023 Bullet Fixed - 38,970
ISB CBI 24 - ISK 10,800 million ........ccceeieeneriireienne. 2012 2024 Bullet Fixed, CPI - linked 17,051 41,346
ISB CBI 26 - ISK 24,500 million ........cocevvevieiicrierieenne. 2015 2026 Bullet Fixed, CPI - linked 35,093 32,555
ISB CB 27 - ISK 28,389 million ... 2020 2027  Amortising Fixed 27,363 26,992
ISB CBF 27 - ISK 7,420 million ........ccoccvvirvieiricnicnnne 2022 2027 Bullet Floating 7,461 3,311

ISB CB - EUR 300 million™ ........cccooiiiieiiiiieeeeneeeeeen 2022 2027 Bullet Fixed 45,126 43,875
ISB CBI 28 - ISK 23,463 million ........cocevvcvieiiiriiiienne. 2019 2028  Amortising Fixed, CPI - linked 31,564 33,456
ISB CBI 29 - ISK 18,640 million .........cccoeceeiiriiinienne. 2023 2029 Bullet Fixed, CPI - linked 19,596 -
ISB CBI 30 - ISK 23,040 million .......ccocvvvveeiicrierienne. 2017 2030 Bullet Fixed, CPI - linked 32,093 29,812
Covered bonds 215,347 250,317
EUR 0 MillioN™ ... 2020 2023 Bullet Fixed - 43,876
EUR 0 million(callable 2023) ..........ccccovoiiiieiieiieeenn 2018 2024 Bullet Fixed - 5,704
NOK 140 MillION ...ovviiiiiiiiiiieeereere e 2019 2024 Bullet Fixed 1,940 5,972
ISK 136 MllioN ....oooviiiiiieccecceeeee e 2019 2024 Amortising Floating 134 282
NOK 150 million .. 2021 2024 Bullet Floating 2,005 2,157
SEK 120 Million ....cooueiiiiieie e 2021 2024 Bullet Floating 1,628 3,406
NOK 146 MIlliON ...c.eoviviiiiiiiiiciecreee e 2021 2024 Bullet Floating 1,980 6,903
SEK 116 Million .....ooeeeiiiiieiee e 2021 2024 Bullet Floating 1,591 2,739
SEK 533 Million ....covviiiiiiiieeeeeeee e 2022 2024 Bullet Floating 7,289 10,957
ISK 1,240 MillioN ....coovviiiiii e 2020 2025 Bullet Fixed 1,233 1,228
SEK 450 Million ....cocvviiiiiiiiieeeeeeeeee e 2021 2025 Bullet Floating 6,105 6,130
NOK 740 million ..... 2021 2025 Bullet Floating 9,884 10,778
EUR 296 million** 2022 2025 Bullet Fixed 42,868 39,561

NOK 1,400 MillioN .....cceeeiiiiiiiie e 2022 2025 Bullet Floating 18,916 20,318
SEK 500 MillioN ....cocveiiiiiiieiee e 2023 2026 Bullet Floating 6,887 -
EUR 300 million™* .......ooiieeee e 2023 2026 Bullet Fixed 49,777 -
SEK 500 MillioN ....cocveiiiiiiieiee e 2023 2026 Bullet Floating 6,843 -
ISK 2,992 million 2022 2027 Amortising Floating 3,000 3,763
ISK 6,940 million ... 2022 2027 Bullet Fixed 6,937 5,301

ISK 5,020 million 2023 2028 Bullet Fixed, CPI - linked 5,031 -
Unsecured bonds 174,048 169,075
Other SECUIEA IOANS .......cooiiiiieeeeeeeeeeeeee et e e e e e e et e et e et e e e et e e e e e e e e e e eeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeenneeeennnnns 16,459 36,650
Other UNSECUMEA JOBNS ......cuiiiiiiiieiti ittt et h et b e e a e e et e bt e sae e e st e st e eae e e bt e saeeneneenneensnenaneenneas 11,719 12,228
Other borrowed funds 28,178 48,878
Debt issued and other borrowed funds 417,573 468,270
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34.

35.

36.

Debt issued and other borrowed funds (continued)

The Group repurchased own bonds during the year amounting to ISK 95,075 million (2022: ISK 79,026 million).

*The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging instruments
(see Note 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 EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the hedging relationships
and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group assumes that the benchmark
interest rate is not altered as a result of IBOR reform. At 31 December 2023 the total carrying amount of the bond issuance amounted to ISK
45,126 million and included in the amount are fair value changes amounting to ISK 271 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 31 December 2023 the total carrying
amount of the bonds amounted to ISK 92,645 million; included in the amount are negative fair value changes amounting to ISK 1,282 million.
The carrying amount of the bonds at 31 December 2023 was ISK 807 million lower than the contractual amount due at maturity.

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

Subordinated loans

Issued Maturity Callable Interest  31.12.2023 31.12.2022
Subordinated loans in SEK ..........ccccoocviviiiiiiiece 2018 2028 2023 Floating, STIBOR + 2.5% - 6,820
Subordinated loans in SEK ..., 2019 2029 2024 Floating, STIBOR + 3.9% 6,761 6,785
Subordinated loans in ISK 2022 2033 2028 Fixed, 8.62% 1,525 1,526
Subordinated loans in ISK 2022 2033 2028 Fixed CPI, 4.86% 9,935 9,199
Subordinated loans in ISK 2023 2034 2029 Fixed CPI, 5.8% 9,915 -
Tier 2 subordinated loans 28,136 24,330
Subordinated loans in SEK ...........cccccceeiiiiiiiiieiciienns 2021 Perpetual 2026 Floating, STIBOR + 4.75% 10,019 10,062
Additional Tier 1 subordinated loans 10,019 10,062
Subordinated loans 38,155 34,392

Changes in liabilities arising from financing activities

Non-cash changes

Interest Foreign  Fair value
1.1.2023 Cash flows expense exchange changes 31.12.2023

Covered bonds in ISK ............cee..e. ... 69,273 (36,896) 2,665 - (219) 34,823
Covered bonds in ISK - CPI-linked .. . 137,169 (16,816) 15,072 - (28) 135,397

Senior unsecured bonds in ISK ... 10,575 (189) 918 - - 11,304
Senior unsecured bonds in ISK - CPI-linked . - 5,020 1 - - 5,031
Senior unsecured bonds FX ........ccccccenenene ... 69,360 (5,121) 4,447 (3,695) 77 65,068
Senior unsecured bonds FX at fair value .... 83,437 (677) 2,470 (375) 7,791 92,646
Covered bonds in hedge accounting ................ ... 43,875 (1,320) 1,373 (335) 1,533 45,126
Senior unsecured bonds in hedge accounting .........c.ccccceeieninne 5,703 (5,831) 9 113 6 -
Other borrowed fuNAS ..........ooooiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeen 48,878 (21,507) 1,334 (527) - 28,178
Subordinated 10aNS ..........ooiiiiiiiiiee 34,392 1,441 3,214 (892) - 38,155
Total 502,662 (81,896) 31,513 (5,711) 9,160 455,728
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36. Changes in liabilities arising from financing activities (continued)

Non-cash changes

Interest Foreign  Fair value
1.1.2022 Cash flows expense exchange changes 31.12.2022
Covered bonds in ISK ........ooiiiiiiie e 64,770 1,855 2,609 - 39 69,273
Covered bonds in ISK - CPI-liNked .........cccooviiiiiiiiiieceeeeee, 140,051 (119,021) 16,109 - 30 137,169
Senior unsecured bonds iN ISK .........oeeeeieieeeeeeeeeeeeeeeeeeeaeaees 8,703 1,950 398 - (476) 10,575
Senior unsecured bonds FX ........ccccviiiiiiiiiie e 54,206 15,284 1,258 (1,388) - 69,360
Senior unsecured bonds FX at fair value ..............oooeveeeeeeeeeeeieennnne 89,460 (279) 578 1,317 (7,639) 83,437
Covered bonds in hedge accounting ...... - 42,125 370 3,184 (1,804) 43,875
Senior unsecured bonds in hedge accounting . 45,036 (139,992) 515 504 (360) 5,703
Other borrowed funds ..........cccocvviicniincicneene - 45,051 450 3,377 - 48,878
Subordinated 10aNS ..o 35,762 (814) 1,538 (2,094) - 34,392
Total 437,988 46,159 23,825 4,900 (10,210) 502,662
37. Tax assets and tax liabilities
31.12.2023 31.12.2022
Assets Liabilities Assets Liabilities
CUITENT EAX ..ttt r et et e b e e nae et e ebe e naeenaneeneenaee - 11,163 - 9,042
Deferred tax assets and tax liabilities ... 122 1,944 116 3,086
Tax in the balance sheet 122 13,107 116 12,128
Assets Liabilities
Deferred tax assets and tax liabilities 1.1.2022 ...........cccoiiiiiiii et 94 536
Calculated INCOME tAX FOF 2022 ... s e s e esss s s sssssssssssssssessessnsssssssessssnsssnnnnnnnsnnnnnnn 22 7,593
INcomMe tax PAYADIE IN 2023 .........oooiiiieiiiie et et e et e e et e e et e e ae e e et e e e ae e e e nneeeanneeeeneeeennneeeeneeeeneee s - (5,668)
- thereof income tax recognised in other comprehensive INCOME ...........c.ooiiiiiiiiiie e - 110
Changes in deferred tax assets and deferred tax liabilities due to equity - 625
Deferred tax assets and tax liabilities 31.12.2022 116 3,086
Calculated INCOME tAX FOF 2023 ... s e s e s s e seseesssssssssssssesssssessnssnsssssesssnnnsnnnnnnnsnnnnnnn 6 7,184
[ aTeTe] g Lo €= D o X 1= o] L= I 01 SRS - (7,423)
- thereof income tax recognised in other comprehensive INCOME ...........c.ooiiiiiiiiiiie e - 173
Changes in deferred tax assets and deferred tax liabilities due to eqUIty ........cccoovvieiiiiiiie e, - (903)
Deferred tax assets and tax liabilities 31.12.2023 122 1,944

Balance at 31 December

Net Recognised

2023 balance at in profit or Recognised Deferred Deferred
1 January loss in equity Net tax assets tax liabilities
Property and equipmeNt ...........oooiiviiiiiei i (876) 21 - ( 855) - ( 855)
Intangible assets ..........cccceieiiiiiiene (456) 71 - (385) - (385)
Assets and liabilities in foreign CurrencCy .........ccccceevceveeiieeenieeenes (479) 55 - (424) - (424)
Deferred foreign exchange difference ............cccocceiviniiiiiiiienens (837) 10 - (827) - (827)
DEriVatiVES ......ccooiiiiiiiicic 750 (985) - (235) - (235)
Lease liabilities .........ccocuoiiiiiii 733 8 - 741 741 -
Debt issued and other borrowed funds ...........ccccevvieeviieeiiieeeeee. (1,921) 1,059 903 41 41 -
Other itBIMS ... 116 6 - 122 122 -
(2,970) 245 903 (1,822) 904 (2,726)

Set-off of deferred tax assets together
with liabilities of the same taxable entities ............ccccceeririinncnns (782) 782
Deferred tax assets and tax liabilities (2,970) 245 903 (1,822) 122 (1,944)
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37.

38.

39.

Tax assets and tax liabilities (continued)

Balance at 31 December

Net Recognised

2022 balance at in profit or Recognised Deferred Deferred
1 January loss in equity Net tax assets tax liabilities
Property and equipmeNt ...........ooviiieiiiieeiee e (930) 54 - (876) - (876)
INtanNgible @SSEtS .......ccei i (484) 28 - (456) - (456)
Assets and liabilities in foreign currency (376) (103) - (479) - (479)
Deferred foreign exchange difference .... (275) (562) - (837) - (837)
Derivatives .........ccceviiieeniineeee, 595 155 - 750 750 -
Lease liabilities ..........cccoooerieeieeneee. 758 (25) - 733 733 -
Debt issued and other borrowed funds .. 176 (1,472) (625) (1,921) - (1,921)
Other ItEMS ...t 94 22 - 116 116 -
(442) (11,903) (625) (2,970) 1,599 (4,569)
Set-off of deferred tax assets together
with liabilities of the same taxable entities ..........c.cccoccevvieeennnn. (1,483) 1,483
Deferred tax assets and tax liabilities (442) (1,903) (625) (2,970) 116 (3,086)
Other liabilities
31.12.2023 31.12.2022
AACCIUAIS ...ttt e ettt a et e e ket e H et e £t oo R e 4o R Rt e £ e e R et E e e Rt e e R Rt e Rt e b et e e e Ee e R et n e nr e e s 2,392 2,448
[T TSN P2 o1 L[ PSRN 3,720 3,708
Expected credit losses for off-balance sheet loan commitments and financial guarantees ... 1,184 1,338
LAV q g o] o [T g o N €= PR URTOUOURRURN 6,192 2,921
Unsettled securities transactions . 968 3,805
STl [V 1= Lo 11 =PSRN 2,762 2,381
Other liabilities 17,218 16,601
Custody assets

Custody assets - Not ManNaged DY the GrOUD .......couiiiiiiiiiee ettt e e ee e ee e e e e eeeseeeaneeaneeesseeaneeeaseaaseeannas
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40. Leases

The Group as a lessee

The Group's significant leases are leases for offices, branches, and storage. Most leases are CPI-linked real estate leases with duration of 5-10
years with extension options. Lease commitments are recognised on-balance sheet except for short-term leases and leases of low-value
assets. During the year 2023 the total expense for leases of low-value assets and short-term leases amounted to ISK 61 million (2022: ISK 36
million), the total cash outflow for leases amounted to ISK 659 million (2022: ISK 584 million) and total interest expense from lease liabilities

amounted to ISK 79 million (2022: ISK 82 million).

At year-end 2023 the Group recognised ISK 3,575 million in right-of-use assets which are presented in the line item "Property and equipment”

and lease liabilities amounting to ISK 3,720 million which are presented in the line item "Other liabilities".

The Group as a lessor

Net investment in finance lease receivables

31.12.2023 31.12.2022

DUE WItNIN T YEAT ...ttt h et b e he e e e bt e bt e eae e e et e bt e eae e e st e e aeenan e e beeennenareeanees 27,401 20,263
(DTN g T B Y=Y | S S PRRPSRN 21,231 16,463
[ TN T B Y SRS 17,895 13,667
(DU TG oY | = SRRSO 11,271 10,697
DUE N 4=5 YBAIS ...eeiitiee ettt ettt et e e e et e ettt e e eab e e saaeeesaeeeeesseeeeaseeeeasseeeeaaeeeeaseeeanseeeanneeeenneeeenneeennneeeaneeennnen 3,287 3,102
DUE iNMOE T8N 5 YEAIS ...ttt ettt e e bttt e ettt e et e e e et b e e e sttt e e abe e e ettt e e nnbeeenbeeeanne 2,607 2,636
Total gross investment in the lease 83,692 66,828
DUE WItNIN T YEAT ...ttt a et b e s ae e e et e bt e eae e e st e h e e s ae e e st e eaeenen e et e e eneenareeane s 20,385 15,942
Due in 1-2 years 16,402 13,431
Due in 2-3 years 15,035 11,752
Due in 3-4 years 10,018 9,783
Due in 4-5 years 2,841 2,763
DUE iNMOME TNAN 5 YEAIS ..ottt et e e e ettt e e st e e s nteeeasseee e steeeanteeeanseeeesteeeanseeeanseeeensbeaeansenesnseeannnen 2,260 2,341
Total present value of lease payments* 66,941 56,012
Unearned interest income 16,751 10,816
*The Group presents finance lease receivables in the line item "Loans to customers".

Expected credit 0SS @lIOWANCE ..........ooiiiiiiiiiie ettt e e e st e e s e e et e e e e bt e e snse e e e saeeeenneeesnseeeenneeennees 212 260
Interest income from finance lease receivables during the Year .............coci i 6,898 3,769
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41. islandsbanki's shareholders

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

31.12.2023 31.12.2022

The Icelandic GOVEIMMENL ..........ooo ittt e e e e et e e et e e e aa e e e e nbeeesesaeeesnseeeansaeeannes Iceland 42.9% 42.5%
L1l [ ==Y o T3 o] o I T g o SRR Iceland 8.0% 6.8%
LSR PENSION FUNG ...ttt ettt e et e e et e e e e e e eas e e e easeeesaseeeenseeeenneeeanns Iceland 7.9% 7.5%
LiVE PENSION FUNG ..ot ettt e e e e ettt e e snt e e sntaeeessteeeanteeeanseeeennseeeanseeannnen Iceland 6.3% 6.3%
Capital Group ..... USA 5.6% 4.9%
Bru Pension Fund Iceland 3.3% 3.1%
RV 2= Ta o U= o USROS OUPOUPPRN USA 2.3% 1.3%
StaPi PENSION FUNG ...t et e et e e st e e steeesnteeesnseeeesteeeanseeeansaeeeanseeeansneennnen Iceland 21% 2.4%
Birta PENSION FUNG ...ttt e e et e e et e e et e e e e st e e e s beeeesbeaeaareeeasneeaas Iceland 1.6% 1.6%
FriAlsi PENSION FUNG ......oiiiiiieiiec ettt st e e et e e et e e s e e e naeeeenneeesnseeeenneeennneen Iceland 1.5% 1.2%
RWC Asset ManagemeEnt LLP .........cooiiiiiieiie ettt st e e e e e e enseesaeeeneeea UK 1.3% 1.2%
Lifsverk Pension Fund Iceland 1.2% 1.2%
Almenni Pension Fund Iceland 1.0% 1.0%
(=T €= TN =10 TS (o T o TN T o o SN Iceland 1.0% 0.7%
islandssjodir hf. (ICE1ANA FUNGS) .........c.viuiieieeeeeceeeeeee oot ee e ee e enennanen Iceland 0.3% 1.3%
(O (=T Y T T =Y o (o LT SRS 13.7% 17.0%
Total 100.0% 100.0%

At 31 December 2023 the number of shareholders of the Bank was 11,552 (year-end 2022: 13,079). At 31 December 2023, 89.4% of the
Bank's shares were owned by domestic parties and 10.6% by international investors (2022: 91.0% domestic parties and 9.0% international
investors). At 31 December 2023 the Bank's employees, board members and related parties of the employees and board members, held
0.14% of shares in the Bank (year-end 2022: 0.22%).

Beneficial owners

For domestic pension funds, domestic fund management entities and foreign shareholders, the board of directors of the relevant entity is
considered as the beneficial owner. Information on the holdings of individual funds is published jointly under the name of their management
company.
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42. Related party

The Board of Directors and key management personnel of the Bank, the Icelandic State Financial Investments (ISFI) and subsidiaries of the
Bank, close family members of individuals referred to herein and legal entities controlled by them, are defined as related parties. The Group's
associates are also defined as related parties.

Birna Einarsdattir and the Board of Directors of Islandsbanki reached an agreement on the terms of her resignation as CEO of Islandsbanki as
of 28 June 2023. On 1 July 2023 Kristin Hrénn Gudmundsdottir was appointed Managing Director of Corporate & Investment Banking, taking
over from Asmundur Tryggvason who stepped down. For further information see Notes 11 and 13.

The Board of Directors of islandsbanki was changed on 28 July 2023 in a shareholder meeting held to address the Settlement Agreement and
the Bank's reaction thereto, and to carry out an election of members to the Board of Directors of the Bank, alternate directors, and the
Chairman of the Board. The new Board of Directors was elected as follows: Linda Jénsdéttir, Chairman, Stefan Pétursson, Vice-Chairman,
Agnar Témas Méller, Anna bérdardéttir, Frosti Olafsson, Haukur Orn Birgisson and Helga Hlin Hakonardéttir. Frosti Olafsson resigned from the
Board of Directors on 3 January 2024. Alternate board member Pall Grétar Steingrimsson joined the Board of Directors of [slandsbanki
following the resignation of Frosti Olafsson.

The previous Board of Directors was as follows: Finnur Arnason, Chairman, Gudrdn borgeirsdattir, Vice-Chairman, Agnar Témas Méller, Anna
bordardéttir, Ari Danielsson, Frosti Olafsson and Valgeréur Hrund Skuladéttir.

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

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

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

Guarantees

Right of use Other Net & loan com-

At 31 December 2023 asset assets Liabilities balance mitments
Board of Directors, key management personnel and other related parties .... - 738 544 194 77
Associated COMPANIES ........cocuiieiiiieeiiie e e e naeeeeaee 3,037 5,001 3,546 4,492 157
Balances with related parties 3,037 5,739 4,090 4,686 234
Interest Interest Other Other

2023 income expense income expense
Board of Directors, key management personnel and other related parties 76 34 7 36
ASSOCIAtEd COMPANIES .....eeiiiiiiie ittt e e e e st e e st e e snaeeeeneeeennneeesnnees 544 27 3 2,035
Transactions with related parties 620 61 10 2,071
Guarantees

Right of use Other Net & loan com-

At 31 December 2022 asset Assets Liabilities balance mitments
Shareholders with significant influence over the Group ..........ccccceeeveeeneene - - - - 2
Board of Directors, key management personnel and other related parties .... - 450 415 35 72
Associated COMPANIES ........cocuiieiiiieiiiie et s ee e eeeaee 3,157 5,074 4,028 4,203 9
Balances with related parties 3,157 5,524 4,443 4,238 83

Interest Interest Other Other

2022 income expense income expense
Board of Directors, key management personnel and other related parties ...............cc....... 34 219 4 -
ASSOCIatEd COMPANIES .....eeiiiiiieiiiee ettt e e st e e s e e snaeeeeneeeennneeesnnees 326 81 26 1,993
Transactions with related parties 360 300 30 1,993

At 31 December 2023 a total of ISK 3 million (at year-end 2022: ISK 3 million) were recognised as Stage 1 expected credit losses of balances
with related parties. No share option programmes were operated during the year. For related party remuneration see Note 11.
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43. Provision and contingencies

The Bank and its subsidiaries are parties to legal proceedings and regulatory matters that arise out of its normal business operations. Apart
from the matters described below, the Group considers that none of these matters are material.

Provision

Onsite inspection by the FSA into the Bank's anti-money laundering measures

The Financial Supervisory Authority of the Central Bank of Iceland (FSA) conducted an onsite inspection of the Bank's anti-money laundering
(AML) measures in the third quarter of 2022 as part of its supervision of regulatory compliance in the banking sector. The FSA identified certain
shortcomings in relation to the Bank's risk assessment framework, the risk assessment framework for individual customers and transactions as
well as the performance of customer due diligence and regular monitoring of transactions. The Bank has not challenged the FSA's findings and
has already made, and is continuing to make, improvements to its AML framework. The matter could result in a settlement and a fine. The
Bank has recognised an undisclosed provision in relation to this matter.

Contingent liabilities

Borgun hf. — Landsbankinn hf.

Borgun hf. (currently Teya Iceland hf.), a former subsidiary of islandsbanki, is a payment acquirer and issuing processor. Landsbankinn hf. sold
its 31.2% stake in Borgun hf. in late 2014. Landsbankinn claims that Borgun's management did not disclose all available information that might
have affected the value of Borgun during the sales process, namely the value of its stake in Visa Europe which was sold to Visa International
shortly after the Borgun sale. In order to reclaim the alleged loss, Landsbankinn filed a lawsuit against Borgun and others on 12 January 2017,
claiming the right to damages for having been deprived of the true value of the stake involved in the sale. Landsbankinn does not quantify the
claim, but its estimate of the lost profit from having sold its shares in Borgun is approximately ISK 1,930 million.

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

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

105 Midborg slhf. — [AV hf.

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

The Consumers' Association of Iceland

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

Firstly, two of the cases were brought by customers owing CPI-linked mortgages that contain a certain interest resetting provision that the
Supreme Court found in its ruling on case no. 623/2016 could not be used by the Bank to reset interest rates. Following that judgement, the
Bank repaid its customers any interest that the Bank had charged in excess of the originally agreed interest rate and returned the affected
loans to their original interest rates. In the suits now filed the customers maintain that instead of the originally agreed interest rates, their loans
should incur interest rates pursuant to article 4 of Act no. 38/2001 on Interest and Price Indexation. An unfavourable finding by the courts may
have an influence on the Bank's portfolio of loans and fully paid loans that contained the resetting provision, disputed in case no. 623/2016. The
Bank estimates that the financial impact of an unfavourable ruling in an adverse scenario could lie in the range of ISK 2 to 3 billion. On 25 May
2023, the District Court of Reykjanes rendered a judgement in one of these cases and dismissed all claims that were made against the Bank.
The plaintiff has appealed the judgement to the Court of Appeal.
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44,

Provision and contingencies (continued)

The Consumers' Association of Iceland (continued)

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

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

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

It is the Bank's preliminary assessment of the potential impact of an adverse ruling on the Bank's loan portfolio with the same interest rate
provision that the Bank's financial loss, taking different scenarios into account, could amount to around ISK 8 billion. The preliminary
assessment does not include an assessment of the impact on the Bank's interest rate risk should an adverse final court ruling be that the initial
contractual interest rates should be applied throughout the duration of the respective loans. Such a ruling, which the Bank regards as unlikely,
would significantly increase the Bank's interest rate risk and could have a considerable negative financial impact on the Bank in times of
increased market interest rates.

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

EC Clear ehf.

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

Events after the reporting period

No events have arisen after the reporting period that require amendments or additional disclosures in the Consolidated Financial Statements
for 2023.
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45. Risk management

Risk governance

The Group is exposed to various risk factors and managing these risks is an integral part of its operations. The Bank emphasises sound
governance principles. The risk management and internal control framework of the Group is based on a three lines of defence model, as
referred to in the European Banking Authority Guidelines on Internal Governance, and aims for informed decision-making and strong risk
awareness. The framework is intended to ensure effective and efficient operations, adequate control of risks, prudent conduct of business,
reliability of financial and non-financial information reported internally and externally, and compliance with laws, regulations, supervisory
requirements and the Group’s internal rules.

The first line of defence consists of the Bank's business and support units; the second line of defence comprises the Bank's internal control
units, Risk management and Compliance; and the third line of defence is Group Internal Audit which gives the Board an independent
assessment of the quality of corporate governance, risk management and internal controls.

The Group's management body has a dual structure. The Board of Directors of the Bank has a supervising role in setting and monitoring the
execution of set policies, the sound control of accounting and financial management and ensuring that Group Internal Audit, Compliance and
Risk Management are effective. The Chief Executive Officer (CEO), the Chief Risk Officer (CRO), other members of the senior management
and the senior management committees are responsible for implementing risk management practices and internal monitoring in accordance
with Board authorisation.

The ultimate responsibility for ensuring an adequate risk management and internal control framework at the Group lies with the Board of
Directors. The Board defines and communicates the risk governance framework and the acceptable level of risk through risk management
policies and the Risk Appetite Statement. To assist the Board in fulfilling its oversight responsibilities, the Board has appointed three board sub-
committees.

The CEO is responsible for the day-to-day operations of the Bank, pursuant to set policies and resolutions of the Board. Moreover, it is the task
of the CEO to ensure that the Group's operations are consistent with applicable legislation and the Group's Articles of Association which
includes maintaining adequate and effective risk management and internal control functions. The CEO appoints the Chief Risk Officer, the
Chief Compliance Officer as well as other members of the Executive Committee. The CEO also engages the members of the senior
management committees.

The CRO heads the Risk Management function and is responsible for defining the daily tasks of the department and to assess the adequacy of
its professional skills. In addition, the CRO is responsible for monitoring the risk management framework at the Group and for verifying that the
Bank has the right resources and an appropriate organisation to manage its risks efficiently.

The CRO is selected and appointed by the CEO, subject to Board confirmation. The CRO reports directly to the Board and the Board Risk
Committee on the overall risk profile of the Group and cannot be removed without the Board's prior approval.

The CRO is independent from the business units, is a member of the Executive Committee and reports directly to the CEO. The CRO provides
an independent view on the Group's exposure to risk. The CRO has the right but not the responsibility to veto certain risk-taking decisions of
the senior management committees if an internal control unit considers the proposal inconsistent with the Bank's risk appetite, policies or
procedures.

Risk management is mandated to identify, understand, measure and monitor the risks that the Group is exposed to. It provides independent
information, analyses and expert judgement on risk exposures, and advice on proposals and risk decisions made by the management and
business or support units as to whether they are consistent with the risk appetite and risk polices set by the Board.

Where necessary, Risk management makes recommendations to senior management and the Board to improve or clarify risk policies,
procedures and limits.

Risk Management provides a holistic view on risk, and compliance to limits to internal and external stakeholders, and ensures an appropriate
escalation in the event of limit breaches.

Business and support units are, however, responsible for maintaining their independent view on the risks inherent in their operations and
reporting to senior management any foreseeable breaches from limits, policies or strategic direction.

Risk management provides the senior management and the Board with all relevant risk related information to enable it to define the Bank's risk
appetite.

The General Counsel is appointed by and reports directly to the CEO. The General Counsel provides legal advice to the Bank's senior

management, including the Board of Directors, and manages the Bank's legal department which provides comprehensive legal advice to the
Bank's business segments and support units.

The Chief Audit Executive (CAE) is appointed by the Board, reports directly to Board and directs Group Internal Audit with a mandate from the
Board. The CAE is responsible for internal audit matters within the Group, including internal audit tasks which have been outsourced.
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Risk management (continued)

The Chief Compliance Officer (CCO) is responsible for the Compliance function of the Bank, which sits within the second line of defence and
acts independently within the Bank.

The CCO is appointed by the CEO, subject to Board confirmation and cannot be removed from post without the Board's prior approval. The
Central Bank and the CAE shall be notified of the dismissal or departure of the CCO. The CCO acts as the Bank's Money Laundering
Reporting Officer (MLRO).

Each employee is responsible for understanding the risk related to their day-to-day work, for knowing and understanding the respective internal
and external rules and procedures, for using the alert procedures in the event of possible fraudulent activities and for conducting business in
accordance with the Bank's code of conduct.

The Bank's senior management committee structure is twofold. Firstly the two executive committees, the Executive Committee and the All Risk
Committee, that are responsible for the implementation of the Board approved business strategy, risk appetite and policies. Secondly the six
business committees, the Asset and Liability Committee (ALCO), the Senior Credit Committee (SCC), the Investment Committee (IC), the
Operational and Security Committee (OSC), the Sustainability Committee (SC), and the Digital Product Committee (DPC), which are
responsible for the approval of business or operational proposals subject to internal rules and guidelines issued by the executive committees
and the Board.

The members of the senior management committees are appointed by the CEO, and their mandate and rules of procedure are documented in
a charter issued by the CEO.

More information about the Group's risk management and risk assessment processes is available in the unaudited Pillar 3 2023 Report, which
is available on the Bank's website: www.islandsbanki.is.

Credit risk

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

Credit concentration risk is the significantly increased risk that is driven by common underlying factors, e.g. industrial sector, economy,
geographical location, type of financial instrument, or due to connections or relations among counterparties. This includes exposures to parties
under common control and significant exposures to groups of counterparties whose likelihood of default is driven by common underlying
factors. Credit risk arises principally from loans and advances to customers and other banks but also from balances with the Central Bank and
off-balance sheet items such as financial guarantees, loan commitments and derivatives.

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

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

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

The Group's credit risk exposure comprises both on-balance sheet and off-balance sheet items. Maximum exposure to credit risk for on-
balance sheet assets is the net carrying amount as reported in the Consolidated Statement of Financial Position. The maximum exposure for
off-balance sheet items is the amount that the Group might have to pay out against financial guarantees and credit commitments, less
provisions that have been made because of these items.

Collateral and other credit mitigants vary between types of obligors and credit facilities. For loans to individuals the principal collateral taken is
residential property against mortgages. In the case of corporate entities the Group takes a charge over assets such as real estate, vessels,
cash, and securities as well as other collateral including accounts receivables, inventory, vehicles, and equipment. Loans to government
entities and to municipalities are more often than not unsecured.

In some cases the Group uses guarantees as a credit enhancement but since guarantees effectively transfer credit risk from one counterparty
to another they do not represent a reduction in maximum exposure to credit risk. Exempt from this are Government guarantees issued in
response to the COVID-19 pandemic which are shown under other collateral. Of these, ISK 828 million are subject to 100% Government
guarantee and ISK 666 million to 85% Government guarantee. Covenants in loan agreements are also an important credit enhancement but do
not reduce maximum credit exposure.

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on
availability. In the case of fishing vessels the associated fishing quota is included in the valuation. The total value of pledged assets can be
higher than the cover indicates. For capital leases the Group remains the owner of the leased object.

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

The following table shows the maximum exposure to credit risk by collateral held against those exposures that are subject to IFRS 9
impairment requirements.
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Maximum credit exposure and collateral (continued)

Total credit Total credit

At 31 December 2023 Maximum exposure exposure
exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against credit exposure credit risk real estate real estate Vessels securities equipment collateral collateral collateral ECL
Cash and balances with Central Bank ............ccccocceeniiiiiiicneennnn. 87,504 - - - - - - - 87,504 18
Loans to credit institutions ............ccccoiiiiiiii 73,475 - - - - - - - 73,475 90
Bonds and debt instruments ............cccocoeiiiiiiniene 161,342 - - - - - - - 161,342 -
Loans to customers: 1,223,426 606,706 307,978 60,466 23,517 76,787 66,315 1,141,769 81,657 11,728
INAIVIAUAIS ....ooeiiiiie e 594,631 532,832 8,280 4 185 17,368 184 558,853 35,778 3,560
- Thereof Mortgages .........ccccevviiiiiiiie e 530,676 528,534 1,499 - 177 - - 530,210 466 2,051
COMMErCE aNd SEIVICES ......uvveeiiiieeiiieeeiieeeeiee e e e 182,808 14,159 71,111 753 3,969 47,061 31,546 168,599 14,209 2,162
CONSIIUCHON ... 80,099 25,822 45,510 76 367 3,543 2,389 77,707 2,392 1,009
ENEIGY e e 7,938 30 6,623 - 1 10 21 6,685 1,253 79
Financial SErviCes ..........oooiiiiiiiiiiie e 214 - 61 - - - - 61 153 1
Industrial and transportation .............cccccoeeeviiiiiiie e 75,802 2,122 47,248 1,829 316 8,084 12,073 71,672 4,130 2,835
Investment COMPANIES ..........coooviiiiiiiii i 45,931 4,018 11,646 - 18,521 198 11,200 45,583 348 764
Public sector and non-profit organisations ..............ccccceeveeenne 18,476 61 754 - - 20 15 850 17,626 24
Real €State ........eviiiiiieee e 144,173 27,169 110,037 - 94 368 1,363 139,031 5,142 1,179
SAf00A ... 73,354 493 6,708 57,804 64 135 7,524 72,728 626 115
Other financial @SSEetS ..........oovviiiiiiiiiiiiiiieeiiieeeeeeee s 2,846 - - - - - - - 2,846 8
Off-balance sheet items: 197,115 9,629 31,770 6,492 4,227 1,139 20,464 73,721 123,394 1,184
Financial guarantees 20,680 - 6,766 105 1,532 - 1,961 10,364 10,316 347
Loan commitments .........cooouiiiiiiiiiiiiee e 176,435 9,629 25,004 6,387 2,695 1,139 18,503 63,357 113,078 837
Total 1,745,708 616,335 339,748 66,958 27,744 77,926 86,779 1,215,490 530,218 13,028

Maximum Credit Exposure for off-balance sheet items reflect the maximum amount, not taking into account the Group's ability to reduce its loan commitments before the current undrawn amount is fully

utilised by the customer.
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Maximum credit exposure and collateral (continued)

Total credit Total credit

At 31 December 2022 Maximum exposure exposure
exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against credit exposure credit risk real estate real estate Vessels securities equipment collateral collateral collateral ECL
Cash and balances with Central Bank ............cccccoooiiiiiiiininnen. 94,424 - - - - - - - 94,424 3
Loans to credit institutions ..o 110,364 - - - - - - - 110,364 152
Bonds and debt instruments .............ccocoeiiiiiinicne 130,804 - - - - - - - 130,804 -
Loans to customers: 1,186,639 557,263 306,469 82,645 20,744 63,889 69,383 1,100,393 86,246 11,132
INAIVIAUAIS ....eoeeiiiii i 570,522 509,638 9,988 3 177 15,767 170 535,743 34,779 2,328
- Thereof mortgages .........ccccevviiiiiiiie i 507,969 504,654 2,514 - 168 - - 507,336 633 894
COMMErCE aNd SEIVICES ......uvveeiuiiieiiiieeeiieee e e e 172,222 8,356 76,739 788 2,932 37,908 32,473 159,196 13,026 3,518
CONSIIUCHON ... 59,815 14,395 35,787 1 186 2,911 2,298 55,578 4,237 757
ENEIGY e e 10,411 57 8,862 - 9 5 25 8,958 1,453 45
Financial Services ............cccccc 2,622 - 595 - - - 1,149 1,744 878 20
Industrial and transportation .............ccccceeeeviiiiiiie e 91,078 1,954 48,834 2,203 109 6,660 13,147 72,907 18,171 2,846
Investment COMPANIES ..........cocouiiiiiiiiiiiceee e 40,336 3,006 10,432 - 16,975 102 9,226 39,741 595 685
Public sector and non-profit organisations ..............ccccceeveeenns 11,046 49 740 - - 31 19 839 10,207 31
Real €State .....c.veieiiiiiee e 126,297 19,349 103,126 - 265 427 671 123,838 2,459 784
SAf00A ... i 102,290 459 11,366 79,650 91 78 10,205 101,849 441 118
Other financial @SSEetS ..........oovviiiiiiiiiiiiiiieeiiieeeeeeee s 5,411 - - - - - - - 5,411 13
Off-balance sheet items: 203,145 8,303 32,714 13,136 2,318 - 24,344 80,815 122,330 1,338
Financial guarantees ... 18,385 - 6,556 104 1,403 - 1,837 9,900 8,485 413
Loan commitments .........cooouiiiiiiiiiiiiee e 184,760 8,303 26,158 13,032 915 - 22,507 70,915 113,845 925
Total 1,730,787 565,566 339,183 95,781 23,062 63,889 93,727 1,181,208 549,579 12,638

Maximum Credit Exposure for off-balance sheet items reflect the maximum amount, not taking into account the Group's ability to reduce its loan commitments before the current undrawn amount is fully

utilised by the customer.
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48. Credit quality of financial assets
The following tables provide the gross carrying amount of loans and credit risk exposure on loan commitments and financial guarantees.
Amounts are broken down by risk class and the method by which their respective credit loss allowances (ECL) are calculated, i.e. Stage 1,
2 and 3.
The Group uses internal rating models to assess the default probability of corporate and retail customers. The models assign each
customer to one of ten risk classes. One risk class is for customers in default (risk class 10), and nine risk classes are for performing
customers (risk classes 1-9). Risk classes are assigned on customer level and not facility level.
The rating of corporate customers is based on a company's most recent financial statements, together with a qualitative assessment of its
management, market position and industry sector.
For retail customers the Group uses two different statistical rating models. One model is for individuals and another is for small companies
with a total exposure to the Group of less than ISK 150 million. These models are behavioural scoring models and use information about a
customer's payment history, amount of debt and deposits, and demographic variables to assess the probability that a customer will default
on any of his obligations within 12 months of the rating assessment.
Risk classes 1-4 represent low risk, risk classes 5-6 moderate risk, risk classes 7-8 increased risk, risk class 9 high risk, and risk class 10
represents customers that are in default. Unrated are loans that are yet to be rated.
Further information on the risk classes, including the mapping from risk classes to the probability of default, can be found in Section 4.2.2 of
the unaudited Pillar 3 2023 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 31 December 2023
Loans to customers: Stage 1  Stage 2 Stage 3 Total
RISK CIASS 1-4 ...t st 487,172 2,604 - 489,776
RISK CIASS 56 ...ttt ettt ettt ettt 485,438 17,968 - 503,406
RISK CIASS 7-8 ...t 184,363 14,490 - 198,853
RISK CIASS 9 ...ttt ettt 15,519 5,324 - 20,843
RISK CIASS 10 ...ttt - - 22,272 22,272
UNFAEEA ...ttt e et et e e e e e e 3 1 - 4
1,172,495 40,387 22,272 1,235,154
EXpected Credit IOSSES .........eiiiiiiiiiiei et e et e e e et e e e e annees (4,788) (2,727) (4,213) (11,728)
Net carrying amount 1,167,707 37,660 18,059 1,223,426
Off-balance sheet loan commitments and financial guarantees: Stage 1 Stage 2 Stage 3 Total
Risk class 1-4 93,558 168 - 93,726
Risk class 5-6 71,681 417 - 72,098
Risk class 7-8 24,477 3,370 - 27,847
Risk class 9 961 447 - 1,408
Risk class 10 - - 1,220 1,220
L8]0 Tr= T PSP PR PR 1,983 17 - 2,000
192,660 4,419 1,220 198,299
EXpeCted Credit IOSSES .......viiiiiiii e (916) (106) (162) (1,184)
Total 191,744 4,313 1,058 197,115
islandsbanki hf. Consolidated Financial Statements 2023 58

Amounts are in ISK million



Notes to the Consolidated Financial Statements

48.

Credit quality of financial assets (continued)

At 31 December 2022

Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt ettt e sat e et et e nane e 478,439 524 - 478,963
RISK CIASS 56 ...ttt st 473,451 14,804 - 488,255
RISK CIASS 78 ...ttt bttt ettt ettt e e eane 177,477 10,372 - 187,849
RISK CIASS 9 ... e 17,425 4,035 - 21,460
RISK CIASS 10 ...ttt ettt a e et e - - 21,123 21,123
L8]0 Tr= T PSP PR PR 81 40 - 121
1,146,873 29,775 21,123 1,197,771
EXpeCted Credit IOSSES ......uviiiiiiii e (4,636) (2,235) (4,261) (11,132)
Net carrying amount 1,142,237 27,540 16,862 1,186,639
Off-balance sheet loan commitments and financial guarantees: Stage 1  Stage 2 Stage 3 Total
RISK CIASS 1-4 ...ttt nnne e 99,648 2 - 99,650
RISK CIASS 56 ...ttt bbbttt et 66,519 328 - 66,847
RISK CIASS 7-8 ...t 28,039 5,464 - 33,503
RISK CIASS 9 ...ttt ettt 706 428 - 1,134
RISK CIASS 10 ...t - - 1,640 1,640
(80T T USSP PRTRRT 1,484 180 45 1,709
196,396 6,402 1,685 204,483
EXpected Credit IOSSES .........uiiiiiiiiiiei ettt e e et e e e e anneee (869) (242) (227) (1,338)
Total 195,527 6,160 1,458 203,145
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49.

Forbearance

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

The relationship between forbearance and stages is discussed in Note 62.3.

Once an asset has been classified as forborne, it will remain forborne for a minimum 24-month probation period. In order for a loan to be
reclassified out of the forborne category, the customer has to meet all of the following criteria:
- All of the customer's facilities have to be considered performing during the probation period; and
- The customer does not have any contract that is more than 30 days past due; and
- The probation period of two years has passed from the date of the forbearance event; and
- Regular payments of more than an insignificant amount of principal or interest have been made during at least half of the probation
period.

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

At 31 December 2023

Gross carrying amount Stage 1 Stage 2 Stage 3 Total
INAIVIAUALS ... e s 1,975 4,323 1,650 7,948
COMPANIES ..ottt ettt e e st e e s b e e et e e e st e e e sbe e e e eaaneas 2,136 16,853 5,230 24,219
Total 4,111 21,176 6,880 32,167
Expected credit losses Stage1 Stage2  Stage 3 Total
INGHVIAUAIS ..o eveeeoeeeeeeeee e eeeeeseeeeeeeeeeeeeeseeeeeseeeeeeeses e eeees e eeeeseseeeess e eeeeseeeeeesseeseseees (16) (75) (124) (215)
COMIPANIES ..o eee e ee e e ee e ee oo e s e e e e e s e s e et e e e ee s e e ee s ees e e s ees e ees oo (32)  (504)  (1,224)  (1,760)
Total (48)  (579)  (1,348)  (1,975)

At 31 December 2022

Gross carrying amount Stage 1 Stage 2 Stage 3 Total
INAIVIAUALS ...ttt ettt ettt e et e e et e e st e e e e nbeeeeas 3,232 2,422 1,264 6,918
Companies .... 23,662 17,596 9,189 50,447
Total 26,894 20,018 10,453 57,365
Expected credit losses Stage 1  Stage 2 Stage 3 Total
Individuals (20) (146) (98) (164)

Companies (86) (1,783)  (2,766)  (4,635)

Total (106) (1,829)  (2,864)  (4,799)
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50. Large exposures disclosure
When the Group's total exposure to a group of connected clients is 10% or higher of the Group's Tier 1 capital it is considered a large
exposure. Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined
by EU regulation no. 575/2013 on prudential requirements for financial undertakings (CRR). The Group has internal criteria that define
connections between clients. These criteria reflect the Group's interpretation of CRR, where groups of connected clients are defined.
The exposure is evaluated both before and after credit risk mitigating effects according to the aforementioned regulation. After mitigating
effects, the Group had two large exposures at 31 December 2023 (year-end 2022: five). No large exposure is above the maximum 25%
large exposure limit set by the law.
The Group's largest exposure before eligible credit risk mitigating effects is the Icelandic Government. Largest part of the exposure is due to
Icelandic Government Bonds in the Group's liquidity portfolio.
At 31 December 2023
Groups of connected clients: Before After
Group 1 76% 2%
Group 2 15% 15%
Group 3 10% 10%
At 31 December 2022
Groups of connected clients: Before After
L7400« SRS PREPSRI 87% 9%
(€T (o TUT o 1 TSP PPT USRI 13% 13%
[0 o T SRS PREP SRR 12% 12%
(€ (o TU oI OO UPOUP TSP 1% 1%
(701U o T SRS PREPSRI 11% 11%
(€ o TUT o X USSP UP TR URTPR 1% 1%

51. Liquidity risk
The Group defines liquidity risk as the risk of not being able to fund its financial obligations or planned growth, or only being able to do so
substantially above the prevailing market cost of funds.
The Group's main source of funding is customer deposits. Treasury is responsible for the Bank's funding and liquidity management in line
with internal and regulatory limits and policies. Treasury manages the Bank's intraday liquidity. Risk Management, as the second line of
defence, is responsible for independent reporting on the liquidity position to internal and external stakeholders and providing a holistic view
on liquidity risk on a consolidated basis.
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52.

Liquidity coverage and net stable funding ratio

Key measures for the assessment of liquidity risk are the Liquidity Coverage Ratio (LCR) and Net Stable Funding Ratio (NSFR). The
Central Bank of Iceland, which is the main supervisory authority regarding liquidity risk, has incorporated the LCR and the NSFR based on
the CRD |V standards into the rules on liquidity ratios and the rules on funding ratios. In addition, the Group complies with the FSA's
guidelines no. 2/2010 on best practices in liquidity management and liquidity coverage ratio rules no. 1520/2022.

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

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

Net stable funding ratio 31.12.2023 31.12.2022
FOF Al CUITENGIES ...ttt et e st e s e st et e e e e e san e e me e e se e e s ee e e neesnneesneeeneeaas 124% 118%
Liquidity coverage ratio 31.12.2023 31.12.2022

For all currencies 195% 205%
LS K ettt ettt et e e e teeeeeateeeeheeeeaatteeeaabeeeeaateeeeasteeeenteeeabeeeeanseeeeannteeeanneeeaaseeeeanteeeareeaaanneaaas 115% 109%
EUR ittt ettt e e et eaeeeee—————eeeeeaaa————eeeeeeaa_h_eteeeeeaaa_nttteeeeeaaantaaeeeeeeaanaretateeeeaaannraeeaeeeaannnrae 663% 792%
The following table shows the composition of the Group's liquidity reserve.

At 31 December 2023 ISK EUR uUsD Other Total
Cash and balances with Central Bank .............ccoooooiiiiiiiiiiiieee e, 83,563 487 290 665 85,005
Foreign government BONAS ..........coiiiiiiiiiiiiiiie e - 31,371 20,913 29,735 82,019
Domestic bonds eligible as collateral with Central Bank .............cccccccceeiiiiiiiiennn.. 73,995 - - - 73,995
Level 2 liquid @SSets ......cueeeeiiciiiiiie e 12,287 3 - 22 12,312
High quality liquidity assets 169,845 31,861 21,203 30,422 253,331
Balance with financial inStitutions ................cooiiiiiiiii e 510 18,704 25,212 15,582 60,008
Liquidity reserve 170,355 50,565 46,415 46,004 313,339
At 31 December 2022 ISK EUR USD Other Total
Cash and balances with Central Bank 85,381 462 284 506 86,633
Foreign government BONAS ..........coiiiiiiiiiiiiiiie e - 34,691 5,666 13,388 53,745
Domestic bonds eligible as collateral with Central Bank .............cccccccceeviiiiiieeen.. 57,696 - - - 57,696
Level 2 liQUId @SSEES ...uuvviiieeiiiiiiiie ettt e e a e e e nanes 24,370 3 - 25 24,398
High quality liquidity assets 167,447 35,156 5,950 13,919 222,472
Balance with financial inStitutions ................cooiiiiiiiii e 1,028 21,138 37,573 30,081 89,820
Liquidity reserve 168,475 56,294 43,523 44,000 312,292
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53. Maturity analysis of financial assets and financial liabilities

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

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

book.

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

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

required payment date.

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

since netting cannot be applied upon settlement.

At 31 December 2023 On Upto3 3-12 1-5 Over No Carrying
demand months months years 5years  maturity Total amount

Cash and balances with Central Bank ........... 40,011 47,493 - - - - 87,504 87,504
Loans to credit institutions .............c.cc........ 16,086 57,389 - - - - 73,475 73,475
Bonds and debt instruments ..............c.cceee - 85,667 48,754 24,598 2,323 - 161,342 161,342
Derivatives .........coccciiiiiiiii e - 1,887 1,474 2,842 - - 6,203 5,776
- Net settled derivatives ...........ccccociieininenne - 490 - - - - 490 490
SINFIOW e - 34,297 27,617 32,655 - - 94,569 76,961
= OUHIOW . - (32,900) (26,143) (29,813) - - (88,856) (71,675)
Loans to customers ..........ccccccceeeiiiiieiiinennne. 435 96,569 115,037 352,958 658,427 - 1,223,426 1,223,426
Shares and equity instruments ...................... - - - - - 13,241 13,241 13,241
Other financial assets ..........cccccceeeeeeeiiiieeen. 2,413 365 68 - - - 2,846 2,846
Total financial assets 58,945 289,370 165,333 380,398 660,750 13,241 1,568,037 1,567,610
Deposits from CB and credit institutions ........ 7,611 7,028 1,564 - - - 16,203 16,149
Deposits from customers ...........ccccoeeiieeenne. 668,448 88,729 46,467 35,530 43,896 - 883,070 850,709
Derivative instruments and short positions .... - 2,042 2,103 2,115 913 - 7173 5,090
- Net settled derivatives .............ccccooiiieeenn. - 391 - - - - 391 391
SINFIOW e - (43,522) (20,508) (18,591) - - (82,621) (68,235)
= OUHIOW .o - 45,161 22,578 20,407 - - 88,146 72,294
- Short positions ........ccccoveiiiieeriiieeieeee - 12 33 299 913 - 1,257 640
Debt issued and other borrowed funds .......... - 18,071 35,902 430,196 70,359 - 554,528 417,573
Subordinated 10ans ..........cccccceeiiiiiiiiiieee. - 290 2,026 20,525 44,852 - 67,693 38,155
Other financial liabilities ...............ccccoeoeiene. 2,522 1,546 1,629 2,024 1,399 - 9,120 8,879
- Lease liabilities .........ccoccveeiiiiiiiiiiciiecee - 151 449 1,962 1,399 - 3,961 3,720
- Other liabilities ........c.cocoiiiiiiiiiiiii e 2,522 1,395 1,180 62 - - 5,159 5,159
Total financial liabilities 678,581 117,706 89,691 490,390 161,419 - 1,537,787 1,336,555
Net financial assets and financial liab. (619,636) 171,664 75,642 (109,992) 499,331 13,241 30,250 231,055
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53.

Maturity analysis of financial assets and financial liabilities (continued)

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

*Comparative figures have been changed with immaterial effects.

Off-balance sheet liabilities

Note 47 Maximum Credit Exposure and Collateral shows the amount of contractual obligations of off-balance sheet liabilities that the Group
has taken towards customers, either by committing to lend out money in the future or as third party guarantees. The amounts shown reflect
the maximum amount, not taking into account the Group's ability to reduce financial guarantees and credit commitments before the current
undrawn amount is fully utilised by the customer. These obligations are all categorised as on demand since contractually, on a case-by-
case basis, the Group could be required to fulfil these obligations instantaneously.
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54.

55.

Market risk

The Group defines market risk as the current or prospective risk to earnings and capital arising from adverse movements in the level or
volatility of prices of market instruments, such as those that arise from changes in interest rates, foreign exchange rates, equity prices, CPI-
indexation, and commodity prices. Sources of market risk are imbalances in the Group's balance sheet and open positions in bonds,
currencies, and equities. Derivative contracts are also potential sources of market risk (see Note 23).

Market risk within the Group can broadly be split into two categories, trading book and banking book (or non-trading 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.

Interest rate risk

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

Interest rate risk in the trading book

The fixed income trading unit invests mainly in government bonds, domestic municipality bonds, and covered bonds issued by other
Icelandic banks. In the following tables the total market value (MV) of long and short positions may not be the same as reported in Note 17
since netting between short and long positions is not applied here. Fixed income securities in the Bank's liquidity portfolio were reclassified
from trading book to non-trading book in the fourth quarter of 2023.

31.12.2023 31.12.2022

Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INAEXEA ... et 970 5.21 (0.51) 3,446 6.39 (2.20)
NON-INAEXEA ...t 1,166 2.99 (0.35) 124,065 0.58 (7.17)
Total 2,136 4.00 (0.86) 127,511 0.74 (9.37)
Trading bonds and debt instruments, short positions

INAEXEA ... et 45 6.71 0.03 - - -
NON-INAEXEA ...t e e 368 6.50 0.24 282 5.04 0.14
Total 413 6.52 0.27 282 5.04 0.14
Net position of trading bonds and debt instruments 1,723 3.40 (0.59) 127,229 0.73 (9.23)

The following table shows the interest rate sensitivity of the Group's trading book from a parallel 100 basis points change in all yield curves.

31.12.2023 31.12.2022

Sensitivity analysis for trading bonds and debt instruments Effect on profit before tax

Downward Upward Downward Upward

Currency shift shift shift shift
ISK, INAEXEA ... e 54 (54) 222 (222)
ISK, NON-INAEXEA ...ttt ettt nae e et nane s 59 (59) 601 (601)
- - 87 (87)

- - 4 (4)

Other total ... - - 39 (39)
Total 113 (113) 953 (953)
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55. Interest rate risk (continued)

Interest rate risk in the banking book

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

The following table shows the interest sensitivity of the Group's banking book from a parallel 100 basis points change in all yield curves, with
all other variables held constant, categorised by the date of next interest rate reset. From the fourth quarter of 2023 the interest rate
sensitivity in the banking book is estimated using contractual cash flows except for callable debt issued and applicable non-maturing
deposits (NMDs) where behavioural assumptions are applied. Fixed income securities in the Bank's liquidity portfolio were reclassified from

trading book to banking book in fourth quarter of 2023.

Sensitivity analysis for interest rate risk in the banking book

At 31 December 2023

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months months years years years years Total
ISK, INAEXEA ..voveeeeeeeee e 14 (64) (948) (2,761) 3,223 43 (493)
ISK, NON-INAEXEA .....coiuiiiiiiiiiiriic e (28) (276) (794) 1,465 46 (4) 409
EUR .... 114 86 (5) 133 - - 328
SEK e 49 (54) - - - - (5)
usD ....... 9 (12) - - - - (3)
OFNET et 51 (47) - - - - 4
Total 209 (367) (1,747) (1,163) 3,269 39 240
At 31 December 2022
0-3 3-12 1-2 2-5 5-10 Over 10
Currency months months years years years years Total
ISK, INAEXEA ... 12 (12) 220 (4,195) 2,860 (80) (1,195)
ISK, NON-INAEXEA .....coiuiiiiiiiiiiiie e 23 232 (517) (740) 1 46 (955)
EUR .... 103 218 (15) (132) - - 174
SEK e 51 - - - - - 51
usD ....... 39 - - - - - 39
OFNET et 79 - 3 (5) - - 77
Total 307 438 (309) (5,072) 2,861 (34) (1,809)
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56. Currency risk

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

composition of assets or liabilities.

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

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

At 31 December 2023 Other foreign ~ Total foreign

EUR usb GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank .................... 487 290 120 49 10 52 85 141 27 182 1,443
Loans to credit institutions ............ccccceeiiiiiiiineen. 18,752 25,198 1,626 4,301 314 2,794 17,994 207 685 58 71,929
Bonds and debt instruments ............cccccoiiiiieen. 31,377 20,919 - - - 17,920 11,812 - - - 82,028
Loans to customers ..........ccceeeeviiiiiiie e 92,652 15,817 293 618 1,816 736 2,496 588 6,880 - 121,896
Shares and equity instruments ............cccocoeieinee 46 302 102 - - 22 - - - - 472
Other @ssets .....uvvveieiiiiiiiiiee e 221 38 - - - - - - - - 259
Total assets 143,535 62,564 2,141 4,968 2,140 21,524 32,387 936 7,592 240 278,027
Deposits from credit institutions ..... 7,731 995 20 - - 4 - 1 - - 8,751
Deposits from customers ...................... 38,255 48,952 4,322 545 445 767 4,459 1,440 204 24 99,413
Debt issued and other borrowed funds ........ 154,069 11,719 - - - 30,343 34,725 - - - 230,856
Subordinated loans .........c.ccccccccviieeeeeinn. - - - - 16,780 - - - - 16,780
Other liabilities ..........ooeoiiieiiieeieeeeeeee e 7 25 - - - - - 111 - - 143
Total liabilities 200,062 61,691 4,342 545 445 47,894 39,184 1,552 204 24 355,943
Net on-balance sheet position (56,527) 873 (2,201) 4,423 1,695 (26,370) (6,797) (616) 7,388 216 (77,916)
Net off-balance sheet position 60,795 1,091 2,270 (4,400) (1,696) 26,007 6,918 693 (7,334) (281) 84,063
Net position 4,268 1,964 69 23 (1) (363) 121 77 54 (65) 6,147
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56. Currency risk (continued)

At 31 December 2022 Other foreign  Total foreign

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

57.

Currency risk (continued)

The following table shows the effect of a 10% depreciation or appreciation of foreign exchange rates where the Group had positions at year-
end, with all other variables held constant.

Sensitivity analysis for currency risk 31.12.2023 31.12.2022

Effect on profit before tax

Currency -10% 10% -10% 10%
B R ettt h ettt (427) 427 195 (195)
USD et (196) 196 (70) 70
GBI ettt (7) 7 12 (12)
L0 o PSSP (2) 2 (1) 1

N USROSV R TR - - 6 (6)
S K et 36 (36) (8) 8
[N TP P PP OTSTOPIN (12) 12 1 (1)
DK e et (8) 8 (2) 2
CAD et h e h ettt b et ettt e e ene (5) 5 14 (14)
Other fOreign CUIMMENCIES .......ueiiiiiiie ittt 7 (7) 10 (10)
Total (614) 614 157 (157)

Shares and equity instruments

The Group's equity exposure in the trading book arises from flow trading and market making with shares listed on the Nasdaq Iceland Stock
Exchange. Shares and equity instruments in the banking book are classified as mandatorily at fair value through profit or loss or are
classified as held for sale.

The following table shows how a 10% shift in equity prices would affect the Group's equity and net financial income. Securities used for
hedging are excluded.

Sensitivity analysis for shares and equity instruments 31.12.2023 31.12.2022*

Effect on profit

Downward Upward  Downward Upward
Portfolio shift shift shift shift
TEAAING DOOK ..o eeeeeeeeeeoes oo eeeeeeeeee e eeeseseeeee e eeeeeeeeee (62) 62 (131) 131
BANKING DOOK ...+ vevveeeoeeee e eeeeeeeeeeee e eeeeseeee e eeseeeeeee e (178) 178 (215) 215
Total ( 240) 240 (346) 346

*Comparative figures have been changed with immaterial effects.
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58. Inflation risk
The Group is exposed to inflation risk since the value of CPI-linked assets exceeds CPI-linked liabilities. The value of these assets and
liabilities changes according to changes in the CPI at any given time and all changes in the CPI affect profit and loss. A 1% increase in the
index would lead to an ISK 1,294 million increase in profit before tax and a 1% decrease would lead to a corresponding decrease, other risk
factors held constant.

31.12.2023 31.12.2022

Bonds and debt INSTIUMENES ...........euiiiii ettt ettt e e e e e et e e e e e e ee b e e e e e eeeteeeeeeeenaes 1,551 4,148
[T Eo TR (o R 10 ) (o] 0 o =T = S PP PP PP 405,910 282,521
Total CPI-linked assets 407,461 286,669
DEPOSItS fTOM CUSTOMETS ...ttt ettt e e oo et e et e e e e e s s a b et e e e e e e e e abebeeeaa e e e nnbeseeaaeeeaannnaeeeaaeaaannes 116,551 107,684
Debt issued and other BOrrOWEd fUNAS ..........ooiiiiiiiiiiie ettt et e st e s 140,428 137,169
T8 oTe] o T aF=1=To I (o =g I SO PP UERTRRRNE 19,850 9,199
Off-DAlANCE SNEET EXPOSUIES .....eiiiiiiiiiiiiie ettt e e et e e e e ettt e e e e e e s abeeeeaeeaaaseaaeaeeeesassteseaeeeaasnsnsnneneesaansnsnnnes 1,176 4,912
ST L] oo ] 11 o] o I ST PUPPPRUTN 11 -
Total CPI-linked liabilities 278,016 258,964
CPIl imbalance 129,445 27,705

59. Capital management
The following tables show the capital base, the risk exposure amount (REA), the resulting capital ratios, and the leverage ratio for the Group
at 31 December 2023 and 31 December 2022.
The Group's regulatory capital requirement is calculated according to EU regulation no. 575/2013 as implemented through the Act on
Financial Undertakings no. 161/2002. Capital requirement calculations for credit risk, market risk and operational risk are based on the
standardised approach wheras the simplified standardised approach is used for counterparty credit risk.
The Group aims at managing its capital position and the corresponding capital ratios above the overall regulatory capital requirement.
According to the latest SREP report from the Financial Supervisory Authority of the Central Bank, the Bank shall as of 30 June 2023
maintain an additional capital requirement of 2.4% of risk exposure amount. The Group's overall capital requirement, taking into account
capital buffers, is 19.8%. The Group's capital target includes a 1-3% management buffer on top of the overall capital requirement.
In March 2023, the Central Bank of Iceland Financial Stability Committee announced the decision to increase the countercyclical capital
buffer rate from 2% to 2.5%, effective from 15 March 2024, increasing the Group's overall capital requirements to 20.3%.
The minimum leverage ratio for Icelandic financial institutions is 3%.

31.12.2023 31.12.2022

Own funds
OrdiNary SHAre CAPILal ..........oooiiieiiiii ettt e e oot e et e e e e e e aabeeeeea e e e neebeeeaae e e snbebeeaaeeeaannnreeaaaeaaannes 9,898 10,000
ST T2 1= o= 2 0111 T o USSR 55,000 55,000
RESEIVES ...ttt e e et e e e e e e ettt e e e e e e ettt e eeeeeeeta—eeeeettta—aeeeeetraaaeeaeeertaaaeeeteraaaaaaes 5,083 9,158
RETAINE BAIMINGS ... ettt a et e e bttt e ettt e e et b et e eab et e e s bt e e e eab e e e nnbeeeabneeeans 154,712 144,716
IFRS 9 reversal due to tranSitioNal TUIES .............oiiiiiiiiii ettt e et e e e e et e e e e e eaetan s - 1,301
Fair value changes due to own credit STaNAING .........ooiiiiiiiii e e 1,827 (1,786)
Foreseeable dividend payment and approved buyback™ ..o (14,990) (27,267)
LI D LT T PSP R PUPPPPR (122) (116)
Intangible assets ...........cccoiiiiiiiiii (1,922) (3,279)
Insufficient coverage for NON-performMing EXPOSUIES .......cc.uuiiiiiiiiiiiiii ettt ettt e et e e st eaaneees (3) -
CET1 capital 209,483 187,727
e o1 4ToTa T I 1= i o= o - USRS 10,019 10,062
Tier 1 capital 219,502 197,789
=] A =T o] - | PP PRRRTRRNE 28,135 24,330
Total capital base 247,637 222,119
*The AGM of slandsbanki held on 16 March 2023 authorises the Board of Directors to acquire on behalf of the Bank up to 10% of issued
share capital of the Bank. The Central Bank has furthermore granted a permission for the Bank to acquire, through buyback, share capital of
the Bank equivalent to ISK 5 billion, which is within the 10% authorisation from the AGM. At 31 December 2023 ISK 2.7 billion remained of
the approved buyback and is therefore deducted from CET1 capital.
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59. Capital management (continued)

Risk exposure amount

DU (o R o =T [} A ] PP PPPPPRN 865,758 893,110
[ VT (ol g F= 14 = 0 11 USRS URRRN 10,360 15,417
Due to credit valuation adjustment 677 2,756
(DU (o Xo] o =T x= L[] b= I 4 I PP PUUPUPRTN 100,237 88,208
Total risk exposure amount 977,032 999,491
Capital ratios
(O = I T = {1 T TSRO 21.4% 18.8%
Tier 1 ratio ... 22.5% 19.8%
Total capital ratio 25.3% 22.2%
Leverage ratio
Exposure amount
ON-baAlANCE SNEET EXPOSUIES ....ceiiiiiiiiiiiiie e e et et e e ettt e e e e s et e e e e e s s ateeeeeeeaesssaaeeeaeesasntaseeaeeesasssaseneeeansnssnneeeans 1,571,430 1,541,738
Off-DalanCe SNEET EXPOSUIES .......oiiiiiieiiiiiie ettt e e e e e ettt e e e e e e aeaeeeaaeeaannbeeeeaeeeaanssnneeaaeeaannrnneen 53,224 68,702
Derivative exposures 11,246 30,596
Leverage ratio total exposure measure 1,635,900 1,641,036
B g o= T o = | OO STTU PP PPUPPRTNt 219,502 197,789
Leverage ratio 13.4% 12.1%
islandsbanki hf. Consolidated Financial Statements 2023 71

Amounts are in ISK million



Notes to the Consolidated Financial Statements

60. Minimum requirement for own funds and eligible liabilities (MREL)

61.

The minimum requirement for own funds and eligible liabilities (MREL) for islandsbanki is based on the Bank's resolution plan that is
approved by the Icelandic Resolution Authority. The requirement can be met with the total capital base in addition to senior non-preferred
and senior preferred debt with some conditions, such as having more than one year to maturity. This debt is referred to as eligible liabilities.
The subordination requirement provided for in the Bank Recovery and Resolution Directive 1l (BRRD IlI) has not been implemented in
Iceland. No market confidence charge is applied in Iceland.

The MREL requirement for islandsbanki is the sum of the loss absorption amount (LAA) and recapitalisation amount (RCA). At 31 December
2023 the LAA and RCA were both equal to the total SREP capital requirement of 10.4%, resulting in an MREL requirement of 20.8% of REA.

31.12.2023 31.12.2022
Minimum requirements for own funds and eligible liabilities Amount % of REA Amount % of REA
IMREL ..ttt b ettt h et b ettt ettt 203,223 20.8% 211,892 21.2%
Combined buffer reqQUIFEMENT ...........cc.ciuiiiiiieieie ettt 91,450 9.4% 93,028 9.3%
MREL including combined buffer requirement 294,673 30.2% 304,920 30.5%

31.12.2023 31.12.2022
Own funds and eligible liabilities Amount % of REA Amount % of REA
OWN FUNAS ..ttt e e bt et s e n et nesne e e 247,637 25.3% 222,119 22.2%
Elgible abIlities .........eiiiiiiie et 155,617 15.9% 122,925 12.3%
Own funds and eligible liabilities 403,254 41.3% 345,044 34.5%

Operational risk

Operational risk is the risk of loss resulting from inadequate or failed internal processes, people and systems or from external events. The
Group's definition of operational risk includes reputational risk, legal risk, model risk, conduct risk, and compliance risk among other risk
factors.

The ultimate responsibility for ensuring an adequate operational risk management and internal control framework at [slandsbanki lies with
the Board of Directors. The Board has approved an Operational Risk Policy which outlines the Bank's framework for operational risk
management. Risk Management is responsible for implementing the Bank's operational risk framework, for developing, maintaining the
Operational Risk Policy, and for communicating the policy to the Bank's employees.
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62. Material accounting policies

The accounting policies set out below have been applied consistently by the Group for the periods presented in these Consolidated
Financial Statements.
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62.1 Basis of consolidation

The Consolidated Financial Statements of the Group comprise the financial statements of islandsbanki hf., as the parent company,
and its subsidiaries.

Consolidation
The Group consolidates its subsidiaries on the basis of control. The consolidation begins when the Group obtains control of the
subsidiary and ceases when the Group no longer has control of the subsidiary.

In preparing the Consolidated Financial Statements, islandsbanki combines its financial statements with those of its subsidiaries, line
by line, by adding together like items of assets, liabilities, equity, income, expenses, and cash flows. When necessary, adjustments
are made to the financial statements of subsidiaries to bring their accounting policies in line with the Group's accounting policies. All
intra-group balances, income and expenses relating to transactions between group entities are eliminated in full on consolidation.

A change in the Group's ownership interest in a subsidiary, without a loss of control, is accounted for as an equity transaction.

Control

Subsidiaries are defined as companies in which islandsbanki, directly or indirectly, has control. Control over an entity is evidenced by
the Group's ability to exercise its power in order to affect any variable returns that the Group is exposed to through its involvement with
the entity. When assessing whether to consolidate an entity the Group evaluates a range of control factors, including:

e  The purpose and design of the entity

e  The relevant activities and how these are determined

e Whether the Group's rights result in the ability to direct the relevant activities
e Whether the Group has exposure or right to variable returns, and

e Whether the Group has the ability to use its power to affect its return

Generally, there is a presumption that a majority of voting rights results in control. However, in individual circumstances, the Group
may still exercise control with less than 50% shareholding, or may not be able to exercise control with over 50% of an entity's shares.
When assessing whether the Group has power over the investment and therefore controls the variability of this return, the Group
considers all relevant facts and circumstances, including the contractual arrangements with the other vote holders of the entity, rights
arising from other contractual arrangements, the Group's voting rights and potential voting rights.

The Group reassesses its control over subsidiaries on a regular basis.

Business combinations

The Group accounts for each business combination by applying the acquisition method. Under the acquisition method, the Group
identifies itself as the acquirer, determines the acquisition date, recognises and measures the identifiable assets acquired, the liabilities
assumed and any non-controlling interests in the acquiree, and recognises and measures any goodwill or gain from a bargain
purchase.

Loss of control

If the Group loses control of a subsidiary, it derecognises the related assets, liabilities, non-controlling interests, and other components
of equity, while any resultant gain or loss is recognised in profit or loss in the line item "Other operating income", or in the line item
"Discontinued operations held for sale, net of income tax" if the subsidiary is classified as disposal group held for sale.

Any investment retained by the Group in the former subsidiary is recognised at its fair value at the date when control is lost.

Funds management

The Group acts as a manager for Undertakings for Collective Investment in Transferable Securities (UCITS) and investment funds as
well as other funds for collective investment that accept capital from investors. Such funds are financed by issuing unit share
certificates or shares. The Group does not have any contractual financial responsibility with respect to such custom units. The funds
are not consolidated unless they are under the control of the Group.

The Group reviews all the facts and circumstances in order to decide if these funds should be consolidated. The Group is deemed to
be a principal and hence controls and consolidates the funds, when it acts as fund manager and cannot be removed without cause,
has variable returns through significant unit holdings and/or guarantees, and is able to influence the returns of the funds by exercising
its power.
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62.2 Investments in associates

Associates are entities over which the Group has significant influence to participate in the financial and operating policy decisions of
an entity but does not have control over those policies. It is presumed that the Group has significant influence if the Group holds 20-
50% of the voting power of an entity. Considerations made in determining significant influence are similar to those used to determine
control over subsidiaries (see Note 62.1).

The Group accounts for its investments in associates using the equity method.

Upon loss of significant influence over an associate, the Group measures and recognises any retained investment at its fair value.
Any difference between the carrying amount of the associate upon loss of significant influence and the fair value of the retained
investment and proceeds from disposal is recognised in profit or loss in the line item "Other operating income".

Income and expenses from investments in associates are recognised in profit or loss in the line item "Other operating income".

62.3 Financial assets and financial liabilities

Recognition

The Group recognises a financial asset and a financial liability in its statement of financial position on the trade date, which is the date
on which the Group becomes party to the contractual provisions of the instrument, except for loans which are recognised on the date
when cash is advanced by the Group to the borrowers. At initial recognition, the Group measures a financial asset or a financial liability
at its fair value plus, in the case of a financial asset or a financial liability not at fair value through profit or loss, transaction costs that
are directly attributable to the acquisition or issue of the financial asset or the financial liability.

Derecognition
The Group derecognises a financial liability when its contractual obligations are discharged or cancelled, or expire.

The Group derecognises financial assets in the following circumstances:
e When the contractual rights to the cash flows from the financial assets expire, or
o  When the Group transfers the rights to receive the contractual cash flows on the financial asset in a transaction in which:
- The Group transfers substantially all the risks and rewards of ownership of the financial assets, or

- The Group neither transfers nor retains substantially all the risks and rewards of ownership of the financial assets and
does not retain control of the financial assets.

Any interest in transferred financial assets that qualify for derecognition that is created or retained by the Group is recognised as a
separate asset or liability. On derecognition of a financial asset, the difference between the carrying amount of the asset (or the
carrying amount allocated to the portion of the asset transferred), and the sum of (i) the consideration received (including any new
asset obtained less any new liability assumed) and (ii) any cumulative gain or loss that had been recognised in other comprehensive
income is recognised in profit or loss.

The Group enters into transactions whereby it transfers assets recognised in its Statement of Financial Position, but retains either all
or substantially all risks and rewards of the transferred assets or a portion of them. If all or substantially all risks and rewards are
retained, then the transferred assets are not derecognised from the Statement of Financial Position of the Group. Transfers of assets
with retention of all or substantially all risks and rewards include, for example, repurchase transactions and securities lending.

The Group does not derecognise from its Statement of Financial Position securities which the Group sells under agreements to
repurchase at a specified future date ("repos") at a fixed price or at the sale price plus a lender's return. The Group recognises the
cash received as a liability in its Statement of Financial Position. The difference between the sale and repurchase prices is recognised
as interest expense over the life of the agreement using the effective interest method.

Securities lending and borrowing transactions are usually collateralised by securities or cash. The transfer of securities to
counterparties is only reflected in the Statement of Financial Position if the risks and rewards of ownership are also transferred. Cash
advanced or received as collateral is recorded as an asset or liability.

In transactions in which the Group neither retains nor transfers substantially all the risks and rewards of ownership of a financial asset
and it retains control over the asset, the Group continues to recognise the asset to the extent of its continuing involvement, determined
by the extent to which it is exposed to changes in the value of the transferred asset.

Modifications
Substantial modifications of terms of existing financial assets, or replacements with new ones with significantly different terms, result
in the Group derecognising the original financial assets and recognising new financial assets at fair value.
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62.3 Financial assets and financial liabilities (continued)

Classification and measurement of financial assets
For the purpose of measuring its financial assets, the Group classifies them at inception in one of the following categories:
e  Financial assets at amortised cost
e  Financial assets at fair value through other comprehensive income
. Financial assets at fair value through profit or loss
e  Derivative assets in hedge accounting

The measurement basis of individual financial assets is determined based on an assessment of the cash flow characteristics of the
assets and the business models under which they are managed.

The business models

The business models are determined by the Group's key management personnel in the way that assets are managed and their
performance is reported to them. The Group determines its business models at a level that reflects the way groups of financial assets
are managed together to achieve a particular business objective. This condition is not an instrument-by-instrument approach to
classification, but is determined at a higher level of aggregation. The Group's business models fall into the following three categories:
Held to collect, Held to collect and for sale, and Other fair value business models, where assets are held for trading or managed on a
fair value basis and are neither Held to collect nor Held to collect and for sale.

Solely payments of principal and interest (SPPI)

Financial assets held within the business models Held to collect and Held to collect and for sale, are assessed to evaluate if their
contractual cash flows are comprised of solely payments of principal and interest. SPPI payments are those which are consistent with
a basic lending arrangement. Principal is the fair value of the financial asset at initial recognition and changes over the life of the
financial asset, for example if there are repayments of principal. Interest relates to basic lending returns, including compensation for
the time value of money and credit risk associated with the principal amount outstanding over a period of time. Interest can also
include consideration for other basic lending risks (for example, liquidity risk) and costs (for example, servicing or administrative costs),
as well as a profit margin that is consistent with a basic lending arrangement.

Where the contractual terms introduce exposure to risk or variability of cash flows that are inconsistent with a basic lending
arrangement, the related financial asset is classified and measured at fair value through profit or loss.

Financial assets at amortised cost

A financial asset is classified as being subsequently measured at amortised cost if the contractual terms of the financial asset give
rise to cash flows that are solely payments of principal and interest and the asset is held within a business model whose objective is
to collect contractual cash flows, i.e. Held to collect.

Financial assets at amortised cost are measured using the effective interest method. Amortised cost is calculated by taking into
account the amount at which the assets are measured at initial recognition less principal repayments, plus or minus the cumulative
amortisation using the effective interest method of any difference between that initial amount and the maturity amount (such as due
to discounts or premiums on acquisition and fees and costs that are an integral part of the effective interest rate), and minus any
reduction for impairment. Accrued interest is included in the carrying amount of the financial asset in the Statement of Financial
Position. Impairment losses and reversals of impairment losses are recognised in profit or loss in the line item "Net impairment on
financial assets".

Financial assets at fair value through other comprehensive income (FVOCI)

A financial asset is classified as being subsequently measured at fair value through other comprehensive income if the contractual terms
of the financial asset give rise to cash flows that are solely payments of principal and interest and the asset is held within a business
model whose objective is to collect contractual cash flows and sell, i.e. Held to collect and for sale.

Financial assets at fair value through other comprehensive income are initially recognised and subsequently measured at fair value
in the Statement of Financial Position. Changes in fair value are recognised in other comprehensive income, except for interest earned
which is recognised using the effective interest method in the line item "Net interest income" and foreign exchange gains and losses,
which are included in the line item “Net foreign exchange gain (loss)”. Impairment and reversals of impairment are recognised in profit
or loss in the line item "Net impairment on financial assets", offset due to impairment is then transferred to other comprehensive
income. Impairment of financial assets measured at fair value through other comprehensive income does not affect the book value of
the financial assets since the financial assets are measured at fair value. On derecognition fair value gains and losses are recycled
to profit or loss.
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62.3 Financial assets and financial liabilities (continued)

For shares and equity instruments that are not held for trading, an irrevocable election can be made at initial recognition, to recognise
unrealised and realised fair value gains and losses, including any related foreign exchange component, in other comprehensive
income rather than profit or loss. This election is made on an instrument-by-instrument basis. Shares and equity instruments at FVOCI
are not subject to an impairment assessment. Dividends are to be presented in profit or loss, as long as they represent a return on
investment. On derecognition there is no recycling of fair value gains and losses to profit or loss.

Financial assets at fair value through profit or loss (FVTPL)

Financial assets classified at fair value through profit or loss are all other financial assets which are not classified at amortised cost or
at fair value through other comprehensive income. This includes financial assets classified mandatorily at fair value through profit or
loss and financial assets which are irrevocably designated by the Group at initial recognition as at fair value through profit or loss that
would otherwise meet the requirements to be measured at amortised cost or at FVOCI. The Group designates financial assets as at
fair value through profit or loss if doing so eliminates or significantly reduces an accounting mismatch that would otherwise arise.
During the year the Group did not classify any financial assets as designated at fair value through profit or loss.

Financial assets at fair value through profit or loss are initially recognised and subsequently measured at fair value in the Statement
of Financial Position. Changes in fair value are recognised in profit or loss in the line item “Net financial income (expense)”, except for
interest earned, which is recognised in the line item "Net interest income" and foreign exchange gains and losses, which are included
in the line item "Net foreign exchange gain (loss)".

Derivative assets in hedge accounting
Derivative assets in hedge accounting consist of derivatives with positive fair value which are designated and accounted for as
hedging instruments (see Note 62.6).

Classification and measurement of financial liabilities

For the purpose of measuring its financial liabilities, the Group classifies them at inception in one of the following categories, except
for loan commitments and financial guarantees (see Note 62.8):

e  Financial liabilities at amortised cost

. Financial liabilities mandatorily at fair value through profit or loss

e  Financial liabilities designated as at fair value through profit or loss
e Derivative liabilities in hedge accounting

Financial liabilities at amortised cost
Financial liabilities at amortised cost are non-derivative financial liabilities. Financial liabilities at amortised cost include deposits, debt
issued and other borrowed funds, and subordinated loans.

Financial liabilities at amortised cost are recognised initially at fair value net of transaction costs incurred, and subsequently are carried
at amortised cost using the effective interest method. Amortised cost is calculated by taking into account the amount at which the
financial liabilities are measured at initial recognition minus principal repayments, plus or minus the cumulative amortisation using the
effective interest method of any difference between that initial amount and the maturity amount (such as due to discounts or premiums
and fees and costs that are an integral part of the effective interest rate). Accrued interest is included in the carrying amount of the
liabilities in the Statement of Financial Position.

The amortised cost of certain bonds issued by the Group, which are designated as hedged items in qualifying fair value hedge
relationships, is adjusted for changes in the fair value of the bonds attributable to interest rate risk (see Note 62.6).

Financial liabilities mandatorily at fair value through profit or loss

Financial liabilities mandatorily at fair value through profit or loss are financial liabilities incurred principally for the purpose of
generating profits from short-term price fluctuations or from the dealer's margin. Financial liabilities mandatorily at fair value through
profit or loss consist of short positions in listed bonds and derivatives with negative fair value which are not classified as financial
guarantees or are not designated as hedging instruments.

Financial liabilities mandatorily at fair value through profit or loss are initially recognised and subsequently measured at fair value in
the Statement of Financial Position. Changes in fair value are recognised in profit or loss in the line item "Net financial income
(expense)", except for interest incurred, which is recognised in the line item "Net interest income" on an accrual basis and foreign
exchange gains and losses which are included in the line item "Net foreign exchange gain (loss)".
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62.3 Financial assets and financial liabilities (continued)

Financial liabilities designated as at fair value through profit or loss

Financial liabilities designated as at fair value through profit or loss are recognised at fair value and changes in fair value attributable
to changes in the credit risk of those liabilities are recognised in other comprehensive income and are not subsequently reclassified
to profit or loss. The remaining fair value changes are included in profit or loss in the line item "Net financial income (expense)", except
for interest incurred, which is recognised in the line item "Net interest income" using the contractual interest rate and foreign exchange
gains and losses which are included in the line item "Net foreign exchange gain (loss)".

The Group calculates the fair value attributable to changes in credit risk as the difference between the changes in fair value of the
financial liability and the amount of changes in fair value attributable to changes in market interest rates. The change in fair value
attributable to changes in market interest rates on financial liabilities is calculated by discounting contractual cash flows at the end of
the period with the discount rate of the appropriate market interest rate.

Upon initial recognition, the Group determines if the recognition of gains and losses in other comprehensive income creates or
enlarges an accounting mismatch in profit or loss, if applicable the whole fair value change is presented in profit or loss.

Derivative liabilities in hedge accounting
Derivative liabilities in hedge accounting consist of derivatives with negative fair value which are designated and accounted for as
hedging instruments (see Note 62.6).

Reclassification
Financial assets are reclassified between measurement categories if the objective of the business model in which the financial assets
are held changes after initial recognition and if the change is significant to the Group's operations.

Financial liabilities are not reclassified.

Determination of fair value

The fair value of a financial instrument is the 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. When available, the Group measures the fair value of financial
assets and financial liabilities using quoted prices in an active market for that instrument. A market is considered active if quoted
prices are readily and regularly available and those prices represent actual and regularly occurring transactions. The fair value is
based on the most recent observed market prices at the reporting date.

If a market for a financial instrument is not active, the Group establishes its fair value using valuation techniques. Valuation techniques
include net present value and discounted cash flow models, comparison with similar instruments for which observable market prices
exist, Black-Scholes option pricing model and other valuation models. Assumptions and inputs used in valuation techniques include
risk-free and benchmark interest rates, credit spreads and other premia used in estimating discount rates, bond and equity prices,
foreign currency exchange rates, and expected price volatilities and correlations. In some cases, where significant inputs into these
models are not observable, expert judgement and estimation for these inputs are required. Fair values reflect the credit risk of the
instrument and include adjustments to take account of the credit risk of the Group and the counterparty where appropriate.

Periodically, the Group tests the valuation techniques and calibrates against historical data and using prices from observable current
market transactions for the same instrument, or based on other available observable market data.

Changes in the fair value of financial assets and financial liabilities are recognised in profit or loss in the line item "Net financial income
(expense)".

The Group has an established control framework with respect to the measurement of fair values. The business unit owning the
positions is responsible for their valuations and for submitting the valuation to the Bank's Investment Committee for approval. Risk
Management provides an independent review of the results, the valuation methods used and of the use of significant unobservable
inputs. The final decision on the validity of the valuation is in the hands of the Bank's Investment Committee.

Financial instruments carried at fair value are categorised into three levels of fair value hierarchy that reflect the type of inputs used
in making the fair value measurements. At the end of each reporting period the Group determines whether transfers have occurred
between levels in the hierarchy, by reassessing categorisation based on the lowest level input that is significant to the fair value
measurement as a whole.

Level 1: Fair Value Established from Quoted Market Prices

Financial instruments at this level are financial assets and financial liabilities containing actively traded bonds and shares that are
listed either domestically or abroad.
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62.3 Financial assets and financial liabilities (continued)

Level 2: Fair Value Established Using Valuation Techniques with Observable Market Information

Financial instruments at this level are assets and liabilities containing domestic bonds, shares 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 (FRASs) 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

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

Impairment of financial assets

The impairment model of IFRS 9 is forward-looking and impairment under IFRS 9 should reflect a probability weighted average of
possible outcomes. In addition, the expected credit loss model in IFRS 9 employs a dual measurement approach, under which the
loss allowance for expected credit losses (ECL) is measured at each reporting date as either 12-month ECL or lifetime ECL, depending
on whether there has been a significant increase in credit risk (SICR) of the financial instrument since initial recognition. To satisfy the
provisions of the IFRS 9 standard, a significant amount of modelling must be involved. The models which the Group uses for the
calculation of the impairment amount are developed according to the Group's modelling framework. This framework imposes structure
on the initial model development work, the model documentation including educational material as needed for users, the approval
process for models, the implementation of models and the lifetime support for models, including validation and back-testing. The
Group's impairment process, which encompasses all the steps needed to derive the appropriate impairment allowance for each
accounting period, is documented and approved by the All Risk Committee.

Stage assignment

At each reporting date, all assets subject to the impairment methodology must be divided into three groups, termed "Stages", reflecting
the extent of credit deterioration since initial recognition. This division then influences how the impairment is measured and how
interest is recognised.

Stage 1

All assets that have not experienced a SICR are assigned to Stage 1. For these assets, an impairment allowance is recognised which
is equal to the expected credit loss arising from credit events occurring within 12 months of the reporting date (12-month ECL). Interest
is recognised on the gross carrying amount of the assets.

Stage 2

Assets that the Group determines to have experienced a SICR, but are not credit-impaired, are classified as Stage 2. For these assets,
an impairment allowance is recognised which is equal to the expected credit loss arising from all credit events occurring within the
expected lifetime of the assets (lifetime ECL). Interest is recognised on the gross carrying amount of the assets.

The Group's definition of a SICR is on the level of an individual asset. The Group assesses that there has been a SICR of an asset if
the probability of a credit impairment event, i.e. transfer to Stage 3, occurring over the lifetime of the asset has increased significantly
from the origination of the assets. For this purpose, origination does not refer to any modification events which have not resulted in
derecognition of the asset. The assessment is based on a defined set of triggers. This includes, as a backstop, the trigger that the
asset is more than thirty days past due. Other triggers are internal assessments of outlook, events such as forbearance events which
are less severe than a credit event, external credit related information and a significant deterioration in risk assessment compared
with the risk assessment done in relation to the origination of the asset. The definition of a SICR depends only on the probability of a
credit event occurring, it does not take into account collateralisation, or any other information related to the expected loss arising from
the event. As soon as all triggers for Stage 2 for a particular asset are no longer activated then the asset moves back to Stage 1.
Additionally, assets are classified as forborne for two years after a forbearance event has occurred, but forbearance events only cause
assets to be in Stage 2 for twelve months and then they migrate back to Stage 1 unless other triggers apply.

The Group does not employ the low credit risk exemption in the Stage assignment process. In alignment with its operating procedures,
the Group has chosen as its accounting policy to measure the impairment allowance for lease receivables at an amount equal to the
lifetime ECL only for those assets which have a SICR or are credit impaired. For other lease receivables the impairment allowance is
equal to the 12-month ECL.
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62.3 Financial assets and financial liabilities (continued)

Stage 3

This Stage is for assets which are credit-impaired according to the Group's assessment. These assets are therefore experiencing an
ongoing credit event. Thus, the 12-month ECL and lifetime ECL are the same amount, and this amount is recognised as impairment
allowance. For assets in this Stage, interest is recognised on the net carrying amount of assets, i.e., net of impairment allowance.

The Group's definition of being credit-impaired is on a customer level, rather than on the level of an individual asset. According to the
definition, a customer is credit-impaired when either of the following holds:

a) The Group assesses that it is unlikely that the customer can service all of their commitments to the Group in accordance with
the terms of the agreements without recourse to default provisions in the agreements, or

b)  The customer has been more than 90 days past due on material credit commitments

The assessment in point a) is made based on a defined set of triggers, which includes serious breach of covenants, serious
registrations on an internal watchlist, initiation of serious collection actions and serious external credit related information. Furthermore,
there is a defined set of conditions which must be satisfied so that customers that have been assessed as being credit impaired are
no longer subject to this assessment. This includes probation periods and a view to the future outlook of the customer.

Expected credit loss (ECL)

The ECL for each asset is calculated using models for the probability of a credit impairment event occurring (PD), the loss percentage
expected in case of such an event (LGD) and the outstanding amount at the time of the event (EAD). In its simplest form the ECL can
be calculated as the product of these factors, however, for several reasons, the actual formula must be more complicated than this.

The PD models are either fully automated statistical models, expert models or hybrid models. For the models with a component
involving expert input there is a process in place to ensure proper review of the model outcome and periodic reassessment of obligors.
The inputs into the models include demographic variables, information from financial statements and past payment behaviour, among
other variables.

The effect of the economy on the PD is accounted for with the use of scaling factors which map through-the-cycle PD values to point-
in-time PD values. The Group has a model to predict these scaling factors based on an economic forecast. The economic forecast is
provided by the Group's Chief Economist. The forecast predicts a range of macroeconomic indicators over a horizon of five years.
The model is applied to a subset of these indicators and produces a set of scaling factors. The scaling factors are then reviewed by
the All Risk Committee with respect to all of the indicators and any other relevant information available and the committee approves
their use for the calculation of the impairment. This process is carried out at least quarterly.

The Group uses three economic scenarios. In addition to the base forecast, scaling factors are produced for good and bad cases.
This is done in order to represent the whole range of possible future economic developments. The actual impairment allowance is the
weighted average of the ECL in these different scenarios.

The All Risk Committee determined that it was appropriate to adjust the weights of the forward-looking scenarios to better reflect
uncertainty in economic conditions for borrowers and the ongoing uncertainty in global markets. The scenarios are usually weighted
25%-50%-25% (optimistic, base, pessimistic), but it was decided to keep using 20%-50%-30% at the end of year 2023, as it had been
throughout the year.

The table below shows macroeconomic indicators of the Group's Chief Economist's macroeconomic forecast used in ECL calculations
31.12.2023.

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

2023 2024 2025 2026 2027

Economic growth (YoY real GDP change) 22 26 3.0 23 24
Housing prices in Iceland (average YoY change) 7.3 26 3.9 4.5 35
Purchasing power (average YoY change) 0.6 2.3 2.3 1.2 1.2
ISK exchange rate index (YoY change in average) 1.4 (6.3) (2.0) 1.0 1.0
Policy rate, Central Bank of Iceland (average per year) 8.2 8.9 7.2 5.2 4.5
Inflation (average per year) 8.7 5.4 3.7 3.3 3.2
Capital formation (YoY real change) 0.8 (0.6) 4.1 1.5 25
thereof capital formation in industry 2.7 (3.3) 4.4 25 25

islandsbanki hf. Consolidated Financial Statements 2023 80



Notes to the Consolidated Financial Statements

62.3 Financial assets and financial liabilities (continued)

The LGD model considers several scenarios for how a facility may develop once a credit event has occurred. One possibility is that
the facility cures without a loss. If not, the recoveries may be based on the seizing of collateral and to estimate such recoveries,
several scenarios for the development of the value of the collateral are considered. Finally, there may be recoveries even though a
formal collateral is not in place. These different recovery scenarios are weighted differently depending on the economic scenario under
consideration. This leads to a non-linear interaction and thus a difference between the probability weighted average ECL and the ECL
in the most likely scenario.

For EAD it is necessary to account for expected prepayments on term loans and for the expected utilisation of commitments such as
credit cards, overdrafts, financial guarantees, and credit lines. The expected lifetime of agreements may also extend beyond the
contractual lifetime for contracts which are generally extended.

Temporary changes were made to the impairment model in response to seismic activity in Reykjanes during the last quarter of 2023.
For further information see Note 3.

Write-off policy

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

The impairment process

In the Group's impairment framework, the Stage assignment and ECL for each financial asset is calculated from the aforementioned
models. The outcome is reviewed by the business units and they can propose changes if they provide sufficient supporting material.
The impairment and any proposals for changes are reviewed by an Impairment Council appointed by the All Risk Committee and the
impairment allowance is approved by the All Risk Committee on a quarterly basis.

The principle of materiality applies to the above discussion on impairment, whereby exceptions related to non-materiality and
immaterial adjustments are not discussed.

62.4 Cash and cash equivalents

Cash and cash equivalents are carried at amortised cost in the Statement of Financial Position and at the reporting date the expected
credit loss is considered to be low. Impairment losses and reversals of impairment losses are recognised in profit or loss in the line
item "Net impairment on financial assets".

Cash and cash equivalents in the statement of cash flows consist of cash on hand, unrestricted balances with the Central Bank,
demand deposits with credit institutions, and short-term loans to credit institutions. Cash and cash equivalents comprise balances
with less than three months maturity from the date of acquisition.

62.5 Derivative financial instruments

Derivatives are primarily used in trading activities but are also used to manage the Group's exposure to various risks, such as interest
rate risk, inflation risk, and currency risk. Derivatives are classified as financial assets or financial liabilities, measured at fair value
and presented in the Statement of Financial Position in separate line items as assets or liabilities, depending on whether their fair
value at the reporting date is positive (assets) or negative (liabilities).

The Group applies hedge accounting. Accordingly, some of the Group's derivative financial assets and financial liabilities are
accounted for as financial assets or financial liabilities mandatorily at fair value through profit or loss while others are accounted for
as derivative assets or liabilities in hedge accounting (see Note 62.3 and Note 62.6).

When derivatives are embedded in other financial instruments or host contracts, such combinations are known as hybrid instruments
with the effect that some of the cash flows of a hybrid instrument vary in a way similar to a stand-alone derivative. These embedded
derivatives are measured and presented in the Consolidated Financial Statements as if they were free-standing derivatives. The
Group accounts for an embedded derivative separately from the host contract when, the host contract is not an asset in the scope of
IFRS 9, is not carried at fair value through profit or loss, the terms of the embedded derivative would meet the definition of a derivative
if they were contained in a separate contract, and the economic characteristics and risks of the embedded derivative are not closely
related to the economic characteristics and risks of the host contract. When the Group is required to separate and account for
embedded derivatives as if they were stand-alone contracts, the Group presents the fair value of the embedded derivatives in the
Statement of Financial Position in the same line items in which the Group presents the related host contracts.
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62.6 Hedge accounting

The Group elected, as a policy choice permitted under IFRS 9, to continue to apply hedge accounting in accordance with IAS 39.

On initial designation of the hedges, the Group formally documented the relationship between the hedging instruments and hedged
items, including the risk management objective and strategy in undertaking the hedge, together with the method that will be used to
assess the effectiveness of the hedging relationships. The Group makes an assessment, both at inception of the hedge relationships
and on an ongoing basis, of whether the hedging instruments are expected to be highly effective in offsetting the changes in the fair
value of the hedged items during the period for which the hedge is designated, and whether the actual results of each hedge are
within the range of 80-125%. In the assessment the Group assumes that the benchmark interest rate is not altered as result of the
transition to alternative benchmark interest rates.

The Group applies fair value hedge accounting with respect to designated hedging relationships consisting of certain fixed-rate euro
denominated bonds issued by the Group as the hedged items and certain euro denominated interest rate swaps as the hedging
instruments, whereby the Group pays floating rate interest and receives fixed rate interest. The hedging relationships are designated
and accounted for as fair value hedges because the interest rate swaps are hedging the exposure of the Group to changes in the fair
value of the bonds arising from changes in interest rates. The Group recognises the changes in the fair value of the interest rate swaps
immediately in profit or loss together with the changes in the fair value of the bonds which are attributable to the interest rate risk. The
changes in the clean fair value of the swaps and the bonds are included in the line item “Net financial income (expense)’, the accrued
interest on the bonds and the swaps is included in the line item “Net interest income” and foreign exchange gains and losses on the
bond are included in the line item "Net foreign exchange gain (loss)".

If a hedging derivative expires or is sold, terminated or exercised, or a hedge no longer meets the criteria for fair value hedge
accounting, or the hedge designation is revoked, then hedge accounting for the corresponding hedging relationship is discontinued
permanently. Any adjustment up to the point of discontinuation to a hedged item for which the effective interest method is used is
amortised to profit or loss as part of the recalculated effective interest rate of the item over its remaining life.

62.7 Leases

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.

The Group as a lessee

The Group applies a single recognition and measurement approach for all leases, except for short-term leases and leases of low-
value assets. 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.

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 53. Interest on lease liabilities is
recognised in profit or loss in the line item "Net interest income". Depreciation of right-of-use assets is recognised in profit or loss in
the line item "Other operating expenses".

The Group as a lessor

The Group classifies leases based on the substance of the arrangements and the extent of the transfer of risks and rewards incidental
to ownership of the leased asset. A lease is classified as an operating lease if the lessor does not transfer substantially all the risks
and rewards incidental to ownership. A lease is classified as a finance lease if the lessor transfers substantially all the risks and
rewards incidental to ownership.

When the Group is the lessor in a capital lease, the Group recognises a receivable equal to the net investment in the lease and
presents it in the line item "Loans to customers" in the Statement of Financial Position. The Group applies its accounting policies for
derecognition and impairment of financial assets also to its capital lease receivables. The Group recognises the finance income from
capital lease receivables in profit or loss in the line item "Net interest income" over the period of the capital lease so as to give a
constant periodic rate of return on the net investment in the capital lease.

When the Group is a lessor in arrangements which involve the legal form of capital leases, but which in substance do not involve
leases, the Group classifies them within loans at amortised cost.
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62.8 Loan commitments and financial guarantees

Loan commitments are firm commitments of the Group to provide credit under a binding agreement for the exchange of a specified
quantity of resources at a specified price on a specified future date or dates. Expected credit loss of loan commitments (see Note
62.3) is recognised in the Statement of Financial Position in the line item "Other liabilities". Loan commitment fees received by the
Group are recognised in profit or loss in the line item "Fee and commission income".

Financial guarantees are contracts that require the Group to make specified payments to reimburse the holder for a loss it incurs
because a specified debtor fails to make payments when due, in accordance with the terms of a debt instrument. Financial guarantees
are issued by the Group to credit institutions and other parties on behalf of its customers so that they can secure loans, overdrafts,
and banking facilities.

Liabilities arising from financial guarantees issued by the Group are initially measured at their fair value, being the premium received.
Subsequently the liabilities are carried at the higher of the amount representing the initial fair value of the guarantee and the expected
credit loss allowance of the guarantee (see Note 62.3). Any changes in the liabilities arising from financial guarantees are recognised
in profit or loss. The premium received is recognised in profit or loss in the line item "Fee and commission income" over the life of the
guarantee.

62.9 Provisions

Provisions are recognised when the Group has a present obligation (legal or constructive) as a result of a past event, if it is probable
that the Group will be required to settle the obligation with an outflow of resources, and a reliable estimate can be made of the amount
of the obligation.

The amount recognised as a provision is the best estimate of the consideration required to settle the present obligation at the reporting
date, taking into account the risks and uncertainties surrounding the obligation. When a provision is measured using the cash flows
estimated to settle the present obligation, its carrying amount is the present value of those cash flows. When management assesses
that disclosing all information regarding certain matters can be expected to affect their outcome, then such detailed disclosures are
not included in the Consolidated Financial Statements.

When some or all of the economic benefits required to settle a provision are expected to be recovered from a third party, the receivable
is recognised as an asset if it is virtually certain that the reimbursement will be received and the amount of the receivable can be
measured reliably.

62.10 Employee benefits

All Group entities are required to pay, on a mandatory and contractual basis, contributions to public and private pension funds. The
Group has no further payment obligations once these contributions have been paid. The Group recognises these contributions as
salary related expenses when they become due.

Short-term employee benefits include salaries, cash bonuses, non-monetary benefits and compensated absences. Short-term
employee benefit obligations are expensed by the Group as the related service is provided. A liability is recognised for the amount
expected to be paid under short-term cash bonus plans if the Group has a present legal or constructive obligation to pay this amount
as a result of past service provided by the employee and the obligation can be estimated reliably.

The Group does not have a defined benefit pension plan or an active remuneration policy.

62.11 Equity

Share capital

The share capital disclosed in the Consolidated Financial Statements represents the total nominal value of ordinary shares issued by
the Bank. Incremental costs directly attributable to the issuance of ordinary shares are recognised as a deduction from equity, net of
any tax effects.

Dividends on shares

Dividends payable to shareholders of the Bank are recognised as a liability and deducted from equity in the period in which the
dividends are approved by the shareholders at the Bank's Annual General meeting. Dividends payable to non-controlling shareholders
in subsidiaries are recognised as a liability and deducted from equity in the period in which the dividends are approved by the
shareholders' meeting of the subsidiaries. Dividends declared after the reporting date are not recognised as a liability at the reporting
date.

Statutory reserve

According to the Act on Public Limited Companies no. 2/1995 the statutory reserve shall amount to 25% of the share capital of the
Bank.
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62.11 Equity (continued)

Restricted reserves
The Group is to transfer, if applicable, certain amounts from retained earnings to restricted reserves which can therefore not be
distributed as dividends to shareholders. These restricted reserves are specified as follows:

Restricted reserve due to capitalised development costs

When the Group capitalises development cost it transfers a corresponding amount from retained earnings to a restricted reserve. In
the future the restricted amount is to be transferred back to retained earnings as the capitalised development cost is amortised in
profit or loss.

Restricted reserve due to fair value changes of financial assets

The Group transfers fair value changes of financial assets at fair value through profit or loss, net of tax if applicable, from retained
earnings to a restricted reserve. Amounts recognised in the reserve are transferred back to retained earnings upon sale of the financial
asset.

Restricted reserve due to unrealised profit of associates

If share of profit of an associated company is in excess of dividend received or which can be claimed, the Group transfers the difference
to a restricted reserve in equity. If the Group's shareholding in an associate is sold or written off the applicable amount recognised in
the reserve is transferred to retained earnings.

Fair value reserve

Fair value reserve comprises all unrealised gains or losses related to fair value changes of equity instruments classified at fair value
through other comprehensive income. On derecognition of the equity instruments fair value changes are not reclassified to profit and
loss.

Liability credit reserve
Changes in fair value attributable to changes in the credit risk of financial liabilities designated as at fair value through profit or loss
are recognised in liability credit reserve. On derecognition the fair value changes are not reclassified to profit or loss.

Translation reserve

The translation reserve comprises all foreign currency differences arising from the translation of the financial statements of foreign
subsidiaries.

62.12 Interest income and interest expense

For all financial assets and financial liabilities measured at amortised cost, interest income and interest expense are recognised in
profit or loss using the effective interest method.

The effective interest rate is the rate that exactly discounts estimated future cash payments or receipts through the expected life of
the financial instrument or a shorter period, when appropriate, to the net carrying amount of the financial asset or financial liability.
When calculating the effective interest rate, the Group estimates cash flows, considering all contractual terms of the financial
instrument, but does not consider future credit losses. The calculation generally includes all fees and amounts paid or received
between parties to the contract that are an integral part of the effective interest rate, as well as transaction costs and all other premiums
or discounts.

The effective interest rate is established on initial recognition of financial assets and financial liabilities and their carrying amount is
subsequently adjusted if the Group revises its estimates of payments or receipts. The adjusted carrying amount is calculated based
on the original effective interest rate. The change in carrying amount is recorded as interest income or interest expense. For floating
rate instruments, interest income or interest expense is generally recognised based on the current market rate plus or minus
amortisation or accretion of the discount or premium based on the original effective interest rate.

Interest on impaired financial assets is calculated by applying the original effective interest rate of the financial asset. For financial
assets in Stage 1 and Stage 2 interest is recognised on the gross carrying amount of the assets and for financial assets in Stage 3
interest is recognised on the gross carrying amount of the assets, net of impairment allowance (see Note 62.3).

For financial assets and financial liabilities at fair value through profit and loss, interest income and interest expense are recognised
through profit or loss on an accrual basis, except for financial liabilities designated as at fair value through profit or loss (see Note
62.3).

Accrued interest on interest rate swaps, which are designated and accounted for as hedging instruments in fair value hedges of the
interest rate risk arising from certain fixed-rate euro denominated bonds issued by the Group (see Note 62.6), is recognised in profit
or loss as an adjustment to the interest expense recognised for the bonds.
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62.13 Net fee and commission income

Fees and commissions are recognised to reflect the transfer of services to customers at an amount that reflects the consideration that
is expected to be received for such services. Fee and commission income and expenses that are integral to the effective interest rate
on a financial asset or financial liability are included in the measurement of the effective interest rate.

Fees for loan commitments that are likely to be utilised are recognised as an adjustment to the effective interest rate of the loan. When
a loan commitment is not expected to be utilised, fees are recognised in profit or loss on a straight-line basis over the commitment
period.

Loan syndication fees are recognised as revenue in profit or loss when the syndication has been completed and the Group has
retained no part of the loan package for itself or has retained a part at the same effective interest rate as the other participants.

Commission and fees arising from negotiating, or participating in the negotiation of, a transaction for a third party, such as the
arrangement of the acquisition of shares or other securities, or the purchase or sale of businesses, are recognised on completion of
the underlying transaction.

Portfolio and other management advisory and service fees are recognised based on the applicable service contracts, usually on a
time-apportioned basis.

Asset management fees related to investment funds are recognised rateably over the period in which the service is provided. The
same principle is applied for wealth management, financial planning, and custody services that are continuously provided over an
extended period of time. Performance-linked fees or fee components are recognised when the performance criteria are fulfilled.

Where it is assessed that the Group is acting as an agent, the consideration is presented on a net basis.

62.14 Net financial income (expense)

Net financial income (expense) consists of net gain (loss) on financial assets and financial liabilities mandatorily at fair value through
profit or loss, net gain (loss) on financial liabilities designated as at fair value through profit or loss, net gain (loss) on fair value hedges,
and net gain (loss) on derecognition of financial liabilities measured at amortised cost.

Net gain (loss) on financial assets and financial liabilities mandatorily at fair value through profit or loss
Net gain (loss) on financial assets and financial liabilities mandatorily at fair value through profit or loss includes all realised and
unrealised fair value changes of financial assets and financial liabilities classified by the Group as mandatorily at fair value through
profit or loss, except for interest income and interest expense, which are included in the line item "Net interest income", and foreign
exchange gains and losses, which are included in the line item "Net foreign exchange gain (loss)". Dividend income from financial
assets is recognised in the income statement when the Group's right to receive payment is established.

Net gain (loss) on financial liabilities designated as at fair value through profit or loss

Net gain (loss) on financial liabilities designated as at fair value through profit or loss includes all realised and unrealised fair value
changes of financial liabilities designated by the Group as at fair value through profit or loss, except for changes in fair value attributable
to changes in credit risk which is recognised in other comprehensive income, interests incurred which are included in the line item
"Net interest income", and foreign exchange gains and losses which are included in the line item "Net foreign exchange gain (loss)".

Net gain (loss) on fair value hedges

Net gain (loss) on fair value hedges includes the changes in the clean fair value of interest rate swaps which are accounted for as
hedging instruments in fair value hedges and the changes in the fair value of certain bonds, which are attributable to the interest rate
risk of the bonds, and are accounted for as the hedged items in fair value hedges (see Note 62.6).

Net gain (loss) on derecognition of financial liabilities measured at amortised cost

Net gain (loss) on derecognition of financial liabilities measured at amortised cost includes the difference between the buyback price
and the carrying amount of debt issued measured at amortised cost at the derecognition date.

62.15 Impairment of non-financial assets

The carrying amounts of the Group's non-financial assets, other than deferred tax assets and non-current assets and disposal groups
held for sale, are reviewed at each reporting date to determine whether there is any indication of impairment. If any such indication
exists, the Group estimates the recoverable amount of the asset. If the carrying amount of an asset exceeds its estimated recoverable
amount an impairment loss is recognised in profit or loss.

An impairment loss for non-financial assets is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset's carrying amount does not exceed the carrying amount that
would have been determined, net of depreciation or amortisation, if no impairment loss had been recognised.
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62.16 Taxes

Income tax expense

Income tax expense comprises special financial activities tax, current tax and deferred tax and is disclosed as a separate line item in
the income statement. Income tax expense from discontinued operations is included in the income statement in the line item
"Discontinued operations held for sale, net of income tax". Income tax is recognised in profit or loss, except to the extent that it relates
to items recognised directly in equity, consistent with the recognition of the underlying item to which it relates.

Bank tax

Bank tax is calculated as 0.145% (2022: 0.145%) of total liabilities at year-end as determined for tax purposes, in excess of ISK 50,000
million, excluding tax liabilities. The Bank tax is considered a non-deductible expense for the calculation of income tax. The Bank tax
is shown in a separate line in the income statement and is included in the Statement of Financial Position in the line item "Tax
liabilities".

Special financial activities tax

Special financial activities tax is calculated as 6% of taxable profit exceeding ISK 1,000 million. Special financial activities tax is
included in the Statement of Financial Position in the line item "Tax liabilities".

Current tax

Current tax is the expected tax payable on the taxable income for the year using tax rates enacted at the reporting date. Current tax
also includes any adjustment to tax payable in respect of previous years. Current tax assets and current tax liabilities are offset in the
Statement of Financial Position if the Group has a legally enforceable right to set off the recognised amounts and intends either to
settle on a net basis, or to realise the asset and settle the liability simultaneously. Current tax is included in the Statement of Financial
Position in the line item "Tax liabilities".

Deferred tax

Deferred tax is recognised based on temporary differences arising between the tax bases of assets and liabilities and their carrying
amounts. However, deferred taxes are not recognised if it arises from the initial recognition of an asset or liability, in a transaction
other than a business combination, that at the time of the transaction affects neither the taxable profit nor the accounting profit. In
addition, deferred taxes are not recognised if the temporary difference arises from the initial recognition of goodwill.

Deferred tax is measured using tax rates enacted at the reporting date. The enacted tax rate was temporarily increased from 20% to
21% for taxable income in 2024, this temporary change in tax rate impacts deferred tax calculations.

A deferred tax asset is recognised only to the extent that it is probable that future taxable profits will be available against which
deductible temporary differences can be utilised. The deferred tax asset is reviewed at each reporting date and reduced to the extent
that it is no longer probable that the related tax benefit will be realised.

Deferred tax liabilities are included in the Statement of Financial Position in the line item "Tax liabilities" and deferred tax assets are
included in the Statement of Financial Position in the line item "Other assets".

62.17 Offsetting

Financial assets and financial liabilities are set off and the net amount reported in the Statement of Financial Position when, and only
when, the Group has a legal right to offset the recognised amounts and intends either to settle on a net basis or to realise the asset
and settle the liability simultaneously.

The Group presents income and expenses on a net basis in the income statement only when required or permitted by the accounting
standards.

62.18 Earnings per share
The Group presents basic and diluted earnings per share for its ordinary shares. Basic earnings per share are calculated by dividing
the profit or loss attributable to ordinary shareholders of the Bank by the weighted average number of ordinary shares outstanding

during the period. Diluted earnings per share are determined by adjusting the profit or loss attributable to ordinary shareholders of the
Bank and the weighted average number of ordinary shares outstanding for the effects of all dilutive potential ordinary shares, if any.
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Islandsbanki's Corporate
Governance Statement 2023

Unaudited

The Board of Directors of Islandsbanki is
committed to excellence in corporate governance
and complying with the applicable regulatory
standards and best international practices in the

field of corporate governance.

The regulatory framework for corporate gover-
nance practices within islandsbanki consists of the
law applicable to entities subject to the supervision
ofthe Financial Supervisory Authority ofthe Central
Bank of Iceland (FSA) as well as other applicable
lawandregulations,including thoseimposed by the
FSA and Nasdaq Iceland, available at their respec-
tive websites, cb.is and nasdagomxnordic.com.
The applicable law includes, inter alia, the Act on
Financial Undertakings no. 161/2002, the Act on
Recovery and Resolution of Credit Institutions
and Investment Firms no. 70/2020, the Act on
Markets for Financial Instruments no. 115/2021,
the Act on Payment Services no. 120/2011, the
Act on Measures against Money Laundering
and Terrorist Financing no. 140/2018, the Act on
Sustainability Disclosure Requirements in the
Financial Sector and a Classification System for
Sustainable Investments no. 25/2023, the Act on
Mortgage Credit to Consumers no. 118/2016, the
Act on Consumer Credit no. 33/2013, the Act on
Competition no. 44/2005 and the Act on Public
Limited Companies no. 2/1995, which along with
islandsbanki's Articles of Association lay the
foundation for the Bank's existence and activities.
The relevant laws are available on the Icelandic
legislature's website, althingi.is.
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According to paragraph 7 of article 54 of the Act on
Financial Undertakings no. 161/2002 islandsbanki
is required to comply with the accepted Guidelines
on Corporate Governance. The Bank's compliance
with Corporate Governance Guidelines issued
by the Iceland Chamber of Commerce, Nasdaq
Iceland and SA Business Iceland (hereinafter the
Guidelines) is reviewed annually. The Guidelines
provide that companies are to disclose any
deviations from the Guidelines and explain the
reasons for such deviations. There are no deviations
from the Guidelines at islandsbanki. The Guidelines
are available on corporategovernance.is.

Moreover, the Bank's governance practices are
based on the European Banking Authority's
Guidelines on Internal Governance for Financial
Undertakings (EBA/GL/2021/05), cf. Article 16 of
regulation (EC) no. 1093/2010, transposed into
Icelandic law with Act no. 24/2017, on European
Financial Supervisory System.

The Bank's shares are admitted to trading on the
Nasdag Main Market in Iceland. The Bank also
regularly issues bonds on the regulated securities
market in both Iceland and Ireland. The Bank is
therefore subject to the disclosure obligation of
issuers pursuant to the Act on the Disclosure and
Information requirements of Issuers of Securities
and Notifications on Major Holdings no. 20/2021
and the rules of the relevant stock exchange.



The Icelandic State Financial Investments (ISFI),
on behalf of the Icelandic Government, is the
largest shareholder of the Bank and holds 42.5%'
of the Bank's shares, in accordance with the Act
on lIcelandic State Financial Investments no.
88/2009 and the Icelandic State Ownership Policy
for financial undertakings. The Icelandic State's
objective as owner is that its management of the
Bank's assets and operations promote confidence
in, and credibility of, the financial market, to
promote competition in the financial market, and
maximise long-term value for the Icelandic State
Treasury, considering risk. In accordance with
article 19 of the Act on Financial Undertakings no.
161/2002 the Bank publishes on its website a list of
shareholders who own more than 1% of the Bank's
shares.

Main Aspects of Risk Management
and Internal Control

Internal Control

The
framework of the Bank is based on the three lines

risk management and internal control
of defence model, as referred to in the European

Banking Authority's Guidelines on Internal

Governance, and aims for informed decision
making and strong risk awareness throughout the
Bank. The framework s intended to ensure efficient
operations, adequate control of risks, prudent
conduct of business, reliability of financial and
non-financial information reported internally and
externally, and compliance with the applicable
laws, regulations, supervisory requirements, and
the Bank's internal rules.

The first line of defence consists of the Bank's
business and support units; the second line of
defence is comprised of the Bank's internal control
units, Risk Management and Compliance; and
the third line of defence is Group Internal Audit
which keeps the Board informed of the quality
of corporate governance, risk management
and internal controls, including by performing

independent and objective audits.

"If the Bank's own shares are taken into account,
the ISFI holds 42.9% of the Bank's shares. 88

islandsbanki.is

Risk Management

The Board of Directors approves the risk policy,
risk appetite statement and procedure for risk
management and ensures that internal procedures
for risk management are revised at least annually.

The All Risk Committee, a Senior Management
Committee, is comprised of the Chief Executive
Officer (CEQO), all the managing directors of
the Bank and other members of management
appointed by the CEO. The committee takes major
decisions on implementation of the Bank's risk
management and internal audit frameworks and
conducts oversight to ensure that the Bank's risk
profile is within the limits defined in the Board's risk
appetite statement. The All Risk Committee issues
guidelines for risk assessment and individual risk
thresholds or limits.

Furtherinformation onthe Bank's risk management
structure and internal control can be found in the
Bank's unaudited Pillar 3 Report which is available
on the Bank's website.

Audit and Accounting

The CEO ensures that the Board of Directors is
provided with accurate information on the Bank's
finances, development and operations on a regular
basis and the Board Audit Committee assists the
Board in fulfilling its oversight responsibilities
concerning the financial reporting process and the
system of internal control.

The Bank's Finance division is responsible for the
preparation of the Group's Consolidated Financial
Statements in line with the International Financial
Reporting Standards (IFRS) 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 Board's
Audit Committee reviews annual and interim
Consolidated Financial Statements before their
submission for Board approval and endorsement.
The Board's Audit Committee regularly discusses

the Group's financial statements and evaluates its



internal control processes. Management reporting
is generally presented to the Board 10 times a
year. The external auditors review the half year
Condensed Consolidated Financial Statements
and audit the Consolidated Financial Statements.
The Consolidated Financial Statements are
published on an annual basis and the Condensed
Consolidated Financial Statements on a quarterly
basis

The Annual General Meeting (AGM) elects an
external audit firm in accordance with the Bank's
Articles of Association. The Board's proposal to the
AGM is based on the Audit Committee's proposal
on the selection of an audit firm. Ernst & Young ehf.
(EY), which was elected as the Bank's audit firm at
the last AGM, voluntarily relinquished its license
on 12 December 2023 and is therefore no longer
operating as an audit firm. Former EY employees
have joined Deloitte ehf. (Deloitte) and the same
team that initiated the Bank's audit this fall will
complete it under Deloitte's name. Since it was not
found to be a legal merger of the audit firms, the
Board decided to convene a special shareholders'
meeting and propose Deloitte as the Bank's audit
firm for the 2023 annual accounts. To ensure
that the previously announced timeline for the
publication of the Bank's audited annual accounts
was not disturbed and continuity in the review
that had already begun, a letter of engagement
was signed with Deloitte for this service, subject
to the approval of the shareholders' meeting. At
the beginning of 2024, it was decided to start
tendering auditing services for islandsbanki hf. and
its subsidiaries. The result of the tender process will
form the basis of the Audit Committee's proposal
for the selection of an audit firm for the year 2024.

Group Internal Audit

The Board appoints the Chief Audit Executive,
who is responsible for internal audit of the Bank
and its subsidiaries. Group Internal Audit reports
directly to the Board and operates independently
from other departments in accordance with
article 16 of the Act on Financial Undertakings
no. 161/2002. The department evaluates and
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promotes improvements to the effectiveness
of governance, risk management, and control
processes. The responsibilities and authorisations
of the Chief Audit Executive and Group Internal
Audit are further outlined in the Group Internal
Audit Charter.

Compliance

The Bank's Chief Compliance Officer (CCO)is hired
by the CEO, subject to Board confirmation. The
CCO is a part of the Bank's Executive Committee.
The CCO's role is to supervise and to have an
overview of compliance risk, which include financial
crime risk, data protection, breach of conduct and
changes in the relevant law. Additionally, the CCO
is responsible for monitoring and assessing the
Bank's operationsregarding securities transactions.
Furthermore, the CCO is responsible for assessing
and monitoring the Bank's compliance with the
Act on Measures against Money Laundering and
Terrorist Financing no. 140/2018 and is the Bank's
responsible officer under the US Foreign Account
Tax Compliance Act (FATCA) and the OECD
Common Reporting Standard (CRS).

islandsbanki Values, Sustainability and Code of
Conduct

The Bank's purpose is being a force for good.
islandsbanki's values are passion, professionalism,
and collaboration and they are the pillars of the
Bank's corporate culture, shaping the conduct and
attitudes of its employees.

The Board approves a Code of Conduct for
the Bank's employees. The aim of the Code is
to promote good operational
document is available on the Bank's website.

practices. The

The Bank has in place a Sustainability Policy which
is focused on making its operations exemplary
in the lcelandic business environment, based on
internationally recognised environmental, social,
and governance criteria. The Bank aspires to be a
leader in sustainable development.



The Bank has decided to focus particularly on four
of the UN Sustainable Development Goals (SDGs)
in its course of business: quality education; gender
equality; industry, innovation and infrastructure;
and climate action. Annually the Bank publishes
an Annual and Sustainability Report that is based
on the Nasdag ESG guidelines, the applicable
Global Reporting Initiative (GRI) metrics, the UN
Principles for Responsible Banking (UN PRB),
and the SDGs. Since 2009 islandsbanki has been
a signatory to the UN Global Compact on social
responsibility.

Board of Directors

At each AGM seven non-executive directors, and
two alternate members, are elected to the Board
for a term of one year. The Chairman of the Board is
elected separately at the AGM or the shareholders'
meeting. There are no limitations on duration of
Board membership.

The Board undertakes the Bank's affairs in between
shareholders' meetings unless otherwise provided
by law or the Bank's Articles of Association. The
Board is responsible for setting the Bank's general
strategy and instructs the CEO on its further
implementation and execution. The Board has a
supervisory role in that it oversees that the Bank's
organisation and activities are at all times in
accordance with the relevant law, regulations and
good business practices. The CEO and Chief Audit
Executive are hired by the Board.

The Rules of Procedure of the Board are adopted
in accordance with article 70 of the Act on Public
Limited Companies no.2/1995 and article 54 of the
Act on Financial Undertakings no. 161/2002. The
Board's current Rules of Procedure are available on
the Bank'swebsite. According to the Bank's Articles
of Association a Board meeting has a quorum if
a majority of directors attend. The Board met 36
times in 2023, each time constituting a quorum.

The Articles of Association of the Bank provide that

the ratio of each gender on the Board of Directors
shall not be lower than 40%, currently the Board
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is comprised of four men and three women. The
Board has approved a policy on the suitability of
the Board of Directors, CEO and key function
holders. The policy states, among other things, that
the composition of the Board shall at any time be
diverse, with regard to educational and professional
background, gender and age.

The Board Sub-Committees

The Board sub-committees are three in total, and
they operate under the terms of a mandate letter
from the Board as well as the Rules of Procedure
of the Board. The mandate letters of the Board
sub-committees are available on the Bank's
website. The Board appoints the members of
the sub-committees as well as their chairman.
When appointing the sub-committees, the Board
shall take into account the expertise, skills and
experience needed of a member to be appointed
to the relevant sub-committee. All of the sub-
committees are constituted of members of the
Board.

The Board Audit Committee, comprising three
Board members, assists the Board in fulfilling its
oversight responsibilities concerning the financial
reporting process, the system ofinternal control, the
audit processandthe Bank's process for monitoring
compliance with the relevant laws and regulations
and its Code of Conduct. The committee met 12
times in 2023, each time constituting a quorum.

The Board Risk Management Committee,
comprising three Board members, assists the
Board in providing oversight of senior management
activities in managing risk relevant to the Bank's
The
include the parent company, its subsidiaries, and

operations. committee's responsibilities
the whole Group. The committee met nine times in

2023, each time constituting a quorum.

The Board Corporate Governance and Human
Resource Committee, comprising three Board
members, assists the Board in overseeing the
development and the regular assessment of
the Bank's approach to corporate governance



issues and Board effectiveness. Furthermore,
the committee assists the Board in fulfilling its
oversight responsibilities concerning the Bank's
Compensation Policy, implementation of the
Bank's Sustainability Policy and issues concerning
human resources. The committee met six times in

2023, each time constituting a quorum.

Members of the Board
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The structure and composition of Board sub-
committeesis illustrated below.

Linda Jonsdéttir
(b.1978)

Joined the Board as
Chairman in July 2023

Main occupation: Chief Operating Officer at Marel hf.
until 31 January 2024.

Work experience: CFO at Marel hf. (2014-2022).
Director of Treasury, Finance and Investor Relations at
Marel hf. (2009-2014). Senior Vice President of Treasury
at Straumur Burdaréds Investment Bank hf. (2005-
2009). Director of Treasury and Financing at Burdaras
hf. (2003-2005). Managing Director of Eimskipafélag

islands pension fund (2002-2003). Manager of Treasury
at Eimskip hf. (1999-2003).

Other directorships: University of Iceland Science Park
(Board member). Has been a member of the boards of
Icelandic Enterprise Investment Fund, Iceland Chamber
of Commerce and Eimskipafélags islands pension fund.
Education: M.Sc. in Corporate Finance from Reykjavik
University. Cand. oecon in Business Administration from
the University of Iceland. Securities broker licensed by
the Icelandic Ministry of Finance and Economic Affairs.
Shareholding and independence: Linda holds 12,659
shares in islandsbanki. Linda's spouse holds 12,659
shares in Islandsbanki. Linda is considered independent
of the Bank and major shareholders. No interest ties with
main customers or competitors of the Bank.
Member of the
Governance and Human Resource Committee.

Sub-Committees: Corporate

Stefan Pétursson
(b.1963)

Joined the Board as
Vice-Chairmanin
July 2023

Main Occupation: CFO of EpiEndo Pharmaceuticals
ehf.

Work experience: CFO of Arion Bank hf. (2010-2021).
Head of Financing, Executive Director of Finance and
CFO at Landsvirkjun (1993-2010).

Other directorships: Has been on the boards of

Landfestar ehf, Valitor hf, The Icelandic Depositors'
and Investors' Guarantee Fund, Icelandic Chamber of
Commerce, Landey ehf. and Hablaer and is a former
Committee Member of {L Fund Projects Committee.
Education: MBA from Babson College in Boston. Cand.
oecon in Business Administration from the University of
Iceland.

Shareholding and independence: Stefdn holds no
shares in islandsbanki and is considered independent of
the Bank and major shareholders. No interest ties with
main customers or competitors of the Bank.
Member of the

Management Committee.

Sub-Committees: Board Risk
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Agnar Témas
Modller (b. 1979)
Joined the Board
in March 2023

/"

Main occupation: Independent consultant.

Work experience: Fund Manager of bond funds at Kvika
Asset Management hf. (2018-2022). Fund Manager of
bond funds at GAMMA Capital Management hf. (2009~
2018). Bonds broker at Kaupping Bank hf. (2006-2008).
Risk management at Kaupping Bank hf. (2004-2006).
Teacherat the School of Business Administration and the

Faculty of Economics at the University of Iceland (2010-
2014).

Other directorships: ATM ehf. (Board member). The
Icelandic Chess Federation (Board member).
Education: M.Sc. in Industrial Engineering from the
University of Iceland and studies towards a B.A. in history
at the same university.

Shareholding and independence: Agnar holds no
shares in islandsbanki and is considered independent of
the Bank and major shareholders. No interest ties with
main customers or competitors of the Bank.

Member of the Board Audit
Committeeandthe Board Risk Management Committee.

Sub-Committees:

Anna bPérdardéttir
(b.1960)

Joined the Board
in April 2016.

Main Occupation: Professional director.

Work experience: Accountant at KPMG ehf. (1988-
2015), partner from 1999.

Other directorships: The Icelandic Centre for Future
Studies (Framtidarsetur Islands) (Board member). The
Board Audit Committee of Reginn hf. (as Chairman).

Has been on the boards of KPMG ehf,, Institute of State
Authorised Public Accountants and a member of the
Board Audit Committee of Hagar hf.

Education: Cand. oecon. in Business Administration
from the University of Iceland. Studied towards a cand.
merc in Financial studies from Handelhgjskolen in
Aarhus, Denmark. Chartered Accountant.

Shareholding and independence: Anna holds no shares
in islandsbanki and is considered independent of the
Bank and major shareholders. No interest ties with main
customers or competitors of the Bank.
Sub-Committees: Chairman of the Board Audit

Committee.

Haukur &rn
Birgisson (b. 1978)
Joined the Board
in July 2023.

Main Occupation: Supreme Court Attorney, owner, and
Managing Director of FIRMA Legal.

Work experience: Supreme Court Attorney, owner,
and Managing Director of islenska |6gfraedistofan
(2008-2023). Chairman of the Rehearing Committee
(2017-2021). Acting Chairman of the Board and CEO of
Inkasso ehf. (2010-2013). District Court Attorney and
associate at Lex lIdgmannsstofa (2004-2008). District
Court Attorney and associate at Nestor [ldgmenn (2004).

Teacher in various legal courses in Reykjavik University,
the University of Iceland, Verzlunarskoli islands and
Menntaskdlinn Hradbraut.

Other
Committee  (as

directorships: Reparations  Settlement

Chairman) and  Administrative
Committee of the International Golf Federation (Board
member). Has been on the board of GAM Management
hf, the Golf Union of Iceland (as President) and the
European Golf Association (as President).

Education: Cand. jur. from the University of Iceland.
Licenced Supreme Court Attorney.

Shareholding and independence: Haukur holds no
shares in islandsbanki and is considered independent of
the Bank and major shareholders. No interest ties with
main customers or competitors of the Bank.
Sub-Committees: Chairman of the Board Corporate
Governance and Human Resource Committee.
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Helga Hlin
Hakonardottir
(b.1972)

Joined the Board
in July 2023.

Main Occupation: Partner and consultant at Strategia.

Work experience: Founder and lawyer at Lixia
[6gmannsstofa (2011-2014). Co-founder and Managing
Director of Legal at Saga Investment Bank hf. (2006~
2011). Attorney at Straumur Burdaras Investment Bank hf.
(2005-2006), islandsbanki hf. (2000-2005) and capital
markets lawyer at Fjarfestingarbanki atvinnulifsins hf.
(1998-2000) and the Iceland Stock Exchange (1996-
1998).

Other directorships: Rue de Net (Board member).

Has been on the boards of markis (as Chairman),
Verdbréfaping Island (as Alternate), Skeljungur hf,
Summa Rekstrarfélag hf, Greidsluveitan, Icelandic
Chamber of Commerce, Festi hf, Krénan hf, Vis hf. (as
Chairman), Lifis hf. (as Alternate), WOW air hf, Meniga
Ltd. and on the The University Council of Akureyri
University.

Education: Cand. jur. from the University of Iceland.
Licenced District Court Attorney. Securities broker
licensed by the Icelandic Ministry of Finance and
Economic Affairs.

Shareholding and independence: Helga Hlin holds no
shares in islandsbanki and is considered independent of
the Bank and major shareholders. No interest ties with
main customers or competitors of the Bank.

the Board Risk

Management Committee and member of the Board

Sub-Committees: Chairman of

Corporate  Governance and Human Resource

Committee.

Pall Grétar
Steingrimsson
(b.1965)

Joined the Board
in January 2024.

Main Occupation: Independent consultant and director
at Skrifstofupjénusta Austurlands ehf.

Work experience: Accountant at Deloitte ehf. (1988-
2021), partner from 1999.

Other directorships: The Board Audit Committee of

Porbjorn hf. (as Chairman). The Board Audit Committee
of Hradfrystihusio Gunnvér hf. (as Chairman). The Board
Audit Committee of the City of Reykjavik (as Alternate).
Has been on the board of Deloitte ehf. and the Institute
of State Authorised Public Accountants (as Vice-
Chairman).

Education: Cand. oecon. in Business Administration
from the University of Iceland. Chartered Accountant.
Shareholding and independence: Pall holds no shares
in i{slandsbanki and is considered independent of the
Bank and major shareholders. No interest ties with main
customers or competitors of the Bank.
Member of the

Sub-Committees: Board Audit

Committee.

The alternate member of the Board is Herdis Gunnarsdéttir, since April 2016.
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Structure and Composition of Board Sub-Committees

Board Board Board Corporate Governance
Audit Committee Risk Management Committee and HR Committee
Agnar Témas Moller
. Can [e]
Anna Pérdardottir o
Haukur Orn Birgisson )
, . Cars O
Helga Hlin Hadkonardottir Py
Linda Jonsdottir
Pall Grétar Steingrimsson
Stefan Pétursson
o .
/— Chair Member

islandsbanki's Nomination Committee and the
ISFI Selection Committee

In accordance with the Bank's Articles of
Association the Bank operates a Nomination
Committee whose role is to nominate individuals
to the Bank's Board of Directors at the AGM, or as
the case may be at a shareholders' meeting where
Board elections are on the agenda. The members
of the Nomination Committee shall be three,
elected for one year at a time by the Board of
Directors. The Chairman of the Board shall always
be one of three members of the Committee but
shall not chair the committee. The other two
Committee members shall be independent of
the Bank and its day-to-day management. One
of those Committee members shall further be
independent of the Bank's shareholders who
own a qualifying holding, or any such group of
shareholders acting in concert and owning a
combined qualifying holding.

The Nomination Committee consists of:

- Helga Valfells, Chairman

- Linda Jonsddttir, Chairman of the
Board of islandsbanki

- Hilmar Gardar Hjaltason

ISFI operates a special three-member Selection
Committee which, on behalf of the State,
nominates candidates for the supervisory boards
or boards of directors of banks or undertakings
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that are managed by ISFIl. According to the
Relationship Agreement between the Bank
and the ISFI the Bank's Nomination Committee
and the ISFI Selection Committee shall ensure
that when the Board of Directors is elected, the
candidates for election to the Board of Directors
meet the requirements on composition according
to law, both as concerns breadth of experience as
well as gender representation.

The Rules of Procedure of the Bank's Nomination
Committee are published on the Bank's website.

Board Performance and Suitability Assessment

At least once a year, as provided for in the Board's
Rules of Procedure, the Board assesses its
work, procedures and practices as well as each
of its members. This performance assessment
is intended to improve working methods
and increase the efficiency of the Board. The
assessment entails an evaluation of the strengths
and weaknesses of the Board's work and practices.
This is, inter alia, based on the necessary number
of Board directors, the Board structure in relation
to knowledge and experience, Board procedure
and practices. Furthermore, the Board annually
assesses the collective suitability of the Board and
individual Board members in accordance with the
Board's Rules of Procedure and the Bank's policy
on the assessment of the suitability of the Board
of Directors, the CEO and key function holders.



This assessment was performed by the Board in
December2023. The Board assessed the collective
suitability of the Board as well as the suitability of
individual Board members and concluded that
the Board and individual Board members possess
sufficient experience and knowledge to fulfil the
requirements of the Act on Financial Undertakings
and the Bank's policy on the suitability of the Board
of Directors, CEO, and key function holders.

islandsbanki.is

The Chief Executive Officer

The CEO is responsible for the day-to-day
operations of the Bank and that the Bank's
business is, at all times, in accordance with the
Bank's Articles of Association, policies of the Board
and the relevant law. The CEO engages the Bank's
CCO and appoints members of the Executive
Committee Senior

and other Management

Committees.

Jén Gudni
Omarsson (b. 1976)
CEO since

28 June 2023.

Work experience: CFO of islandsbanki hf. (2011-2023).
Head of Treasury at islandsbanki hf. from (2008-2011).

Education: M.Sc.
Finance (QCF) from Georgia Institute of Technology

in Quantitative and Computational

and B.Sc. in Industrial Engineering from the University of

Iceland. AMP from Harvard Business School. Chartered

Financial Analyst (CFA). Securities broker licensed by
the Icelandic Ministry of Finance and Economic Affairs.
Other directorships: None.

Shareholding and independence: J6n Gudni holds
44,506 shares in Islandsbanki as well as having an
indirect holding of 12,659 shares through Armis ehf. Jon
Gudni's spouse holds 12,659 shares in islandsbanki. Jén
Gudni is considered independent of the Bank and major
shareholders. No interest ties with main customers or
competitors of the Bank. No call-option agreements
exist between the CEO and the Bank.

The Executive Committee

The Executive Committee consists of eight
people, including the CEO: Jén Gudni Omarsson,
CEO since June 2023, Ellert HI6dversson, Chief
Financial Officer since January 2024, Barbara
Inga Albertsdéttir, Chief Compliance Officer since
November 2023, Guomundur Kristinn Birgisson,
Chief Risk Officer since October 2018, Kristin
Hronn Gudmundsdéttir, Managing Director of
Corporate & Investment Banking since July 2023,
Riaan Dreyer, Managing Director of Digital & Data
since September 2019, Ol6f Jénsdottir, Managing
Director of Personal Banking since February
2024, and Una Steinsdottir, Managing Director of
Business Banking since May 2017.
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Senior Management Committees

Senior Management Committees are advisory
appointed by the CEO. Senior

Committees are divided
which implement
Board policies, and Business Committees, which
take a position on specific business matters. The

committees
Management into

Policy-Setting Committees,

committees are appointed by the CEO, who also
approves their letter of mandate.

Risk
Policy-Setting
Committees and they take major decisions on the
implementation of the policies set by the Board.

The Executive Committee and the All

Committee are considered

Committee members include all of the Bank's



Managing Directors, as well as other members of
senior management appointed by the CEOQ.

- The Executive Committee oversees and co-
ordinates key aspects of the Bank's activities and
has decision-making authority in matters assigned
toit by the CEQ, in accordance with policies, goals,
and risk appetite as defined by the Board.

- The All Risk Committee takes major decisions
on implementation of the Bank's risk management
and internal audit frameworks and conducts
oversight to ensure that the Bank's risk profile is
within the limits defined in the Board's risk appetite

statement.

The Business Committees decide on individual
business and operational matters in accordance
with the rules and procedures issued by the
Board, the Executive Committee and the All Risk

Committee. The Bank's Business Committees are:

- The Senior Credit Committee decides on
proposals on lending and is the formal venue for
discussion and review of individual loan proposals.

- The Asset and Liability Committee decides
on proposals regarding market risk, liquidity risk,
funding, capital, and internal and external pricing.

- The
proposals

Investment Committee decides on
regarding the purchase, sale and
valuation of equity stakes and other investments of

the Bank.

- The Operational and Security Committee
decides on proposals regarding new products
and services, continuous operation and material
changes in systems and procedures.

- The Sustainability Committee is a formal
forum for reviewing and discussing issues related
to sustainability risk, sustainable procurement, and
business opportunities.

- The Digital Product Committee is a formal
forum for prioritisation of initiatives between
product teams in line with the strategy and goals of
the Bank.
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Arrangement of Communications
Between Shareholders and the Board

The Board communicates with shareholders in
accordance with the relevant laws, the Bank's
Articles of Association, and the Board's Rules of
Procedure. Shareholders' meetings, the supreme
authority of the Bank, are the general forum for
informing and communicating with shareholders.
All information that is defined as sensitive market
information is disclosed to the market through the
relevant regulated market's announcement system
in accordance with the Bank's Disclosure and
Communication Policy. The Bank also organises
quarterly meetings for market participants where
the CEO, CFO and representatives of investor
relations present the Bank's Interim Financial
Statements.

The Bank's Disclosure Committee assesses the
Bank's event-specific disclosure obligations and
decides on disclosure in accordance with the
Bank's Rules on insider trading and management
transactions. The Disclosure Committee consists of
the CFO, the General Counsel, Executive Director
of Treasury, Investor Relations and the CCO
(without a vote).
Information on Infringements of Laws and
Regulations Determined by the Appropriate
Supervisory or Ruling Body

In June 2023 the FSA and the Bank made a
Settlement Agreement regarding the execution
of the offering by the Icelandic State of a 22.5%
stake in the Bank's share capital. The Settlement
Agreement provides that the Bank admits, that
in the preparation and execution of the Offering,
it did not comply with the certain applicable
legal rules of the
Bank on the provision of investment services,

requirements and internal

particularly in relation with recording of telephone
communications, disclosures made to purchasers
of shares in the Offering, investor classification
requirements, and measures to prevent conflicts of
interest e.g., segregation of duties and employees
transactions. The Settlement Agreement states
that the Bank's implementation of governance
as a risk-based

and internal controls as well



approach to supervision of recordings of telephone
communications were insufficient. Furthermore,
the Settlement Agreement states that the Bank
should have carried out a separate risk assessment
regarding its role in the Offering. The Settlement
Agreement also states that in executing the
Offering the Bank did not, in all respects, satisfy its
obligation to act honestly, fairly and professionally
and to promote market integrity. In agreeing to the
Settlement Agreement, the Bank agreed to pay a
fine in the amount of ISK 1,160 million and admitted
to having violated certain provisions of the Act on
Markets in Financial Instruments no. 115/2021 and
the Act on Financial Undertakings no. 161/2002 in
connection with the Offering. In the appendix to
the Settlement Agreement, the FSA put forward
certain remedial requirements within a specified
period. In accordance with FSA's requirements,
the Bank's Chief Audit Executive reviewed the
improvements and confirmed in an audit that the
remedial requirements had been adequately met
before 1October 2023. The audit was confirmed by
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the Bank's Board at the end of October 2023 and
sent to the FSA.

In the third quarter of 2022, the FSA conducted
the Bank's
laundering (AML) measures and identified certain

an inspection of anti-money

shortcomings. For further information see Note 43.

No other remarks were received from an appro-
priate supervisory or ruling body concerning
violations of laws or regulations. Information
on legal cases relating to islandsbanki can be
found in the Notes to the Consolidated Financial

Statements.

This
approved by islandsbanki's Board of Directors on 8
February 2024.

Corporate Governance Statement was
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Green Asset Ratio
Unaudited

Template

Name
number

0 Summary of KPls

Assets for the calculation of GAR

GAR sector information

GAR KPI stock

GAR KPI flow

agajlhlwWIN|=

KPI off-balance sheet exposures

In accordance with local regulation, islandsbanki publishes in an unaudited appendix to
the Consolidated Financial Statements information regarding the EU taxonomy, Green
Asset Ratio. In 2023, the regulation entered into force for financial institutions and other
non-financial institutions within its scope, and by that made it mandatory to publish
information on the Bank's assets which meet the regulation's requirements, and can
according to the taxonomy be considered as environmentally sustainable. islandsbanki
must obtain this information directly from its customers or other public data sources,
such as The Register of Annual Accounts, but as almost no such information has been
published during the process of this financial statement, the Bank faces an impossibility
regarding data. For that reason, no assets are defined as green or sustainable according
to the EU taxonomy at year-end 2023. The Bank aims to work on data collection and
conversations with major customers in 2024, with the aim that the disclosure for 2024
better reflects the actual situation. It is clear that the implementation into Icelandic
legislation will influence the Bank's efforts in this regard.
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0. Summary of KPIs to be disclosed by credit institutions under Article 8 Taxonomy Regulation

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial Statements,
and since Directive 2010/31/EU of the European Parliament and of the Council of 19 May 2010 on the energy efficiency of buildings 2010/31/EU has has not been implemented in Iceland, the
tables are empty.

Total environmentally sustainable assets Main KPIs**** Main KPIs***** % coverage (over total assets)***
Main KPI Green asset ratio (GAR) stock
Total environmentally sustainable activities Main KPIs Main KPIs % coverage (over total assets)
Additional KPIs GAR (flow)
GAR non-EU exposures

Trading book*

Financial guarantees

Assets under management

Fees and commissions income**

* For credit institutions that do not meet the conditions of Article 94(1) of the CRR or the conditions set out in Article 325a(1) of the CRR.
** Fees and commissions income from services other than lending and AuM Instutitons shall dislcose forwardlooking information for this KPIs, including information in terms of targets, together with relevant
explanations on the methodology applied.

*** 9 of assets covered by the KPI over banks’ total assets.

**** based on the Turnover KPI of the counterparty.

***x* pased on the CapEx KPI of the counterparty, except for lending activities where for general lending Turnover KPI is used.
Note 1: Across the reporting templates: cells shaded in black should not be reported.

Note 2: Fees and Commissions (sheet 6) and Trading Book (sheet 7) KPIs shall only apply starting 2026. SMEs’inclusion in these KPI will only apply subject to a positive result of an impact assessment.
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1. Assets for the calculation of GAR

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial Statements, and
since Directive 2010/31/EU of the European Parliament and of the Council of 19 May 2010 on the energy efficiency of buildings 2010/31/EU has has not been implemented in Iceland, the tables
are empty.

a b : P T : P I N A w1 -~ [ - [ > . . . P T v PR T T - [ w [ = [ =
Sdosurereference date T Ddosure reerence date T
Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) “TOTAL (CCM + CCA) Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) “TOTAL (CCM + CCA)
Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors
Tot gross Tot gross
Milion EUR i Of which environmentaly sustainable Of which environmentally sustainable Of which environmentaly sustainable i Of which environmentaly sustainable Of which environmentally sustainable Of which environmentaly sustainable
amount f which f which f which f which amount f which f which f which f which
Of whid Of which Of which O whict Of which Of which Of whid Of whict Of which Of whid Of which Of which O whict Of which Of which Of whid Of whict Of which
specialised specialised specialised | transitional/ specialised specialised specialised | transitional/
ransion! |enabling adaptaion |ensblng enablng ransion |enabling adaptaion |ensblng enablng
lending lending lending adaptation lending lending lending adaptation

1 o hare in numerator and denominator
Loans and advances, debt securities and equity instruments,

not HT elieible for GAR calculation

2
3

4 Credit institutions

5 Loans and advances
6

7

8

Eouity instruments
Other financial corporations

5 of which investment firms
10 Loans and advances

|
|
|
|
|
|

Eouity instruments
of which
14 Loans and advances

]
1
]
]
1
]

Eouity instruments
of which insurance undertakines
18 Loans and advances

]
1
]
]
1
]

Eouity instruments
Non-financial corporations

2 NFCs subiect to NFRD disclosure oblieations
23 Loans and advances

]
1
]
]
1
]

|
|
|
|
|
|

Eouity instruments

2 Households
. of which loans collateralised by residential
immovable oroperty
28 of which loans
29 of which motor vehicle loans
30 - House financing
31 2 v to
3 Other local governmental funding
Wation of
3 |th i ts (which fall under the
34 Other tions_ non-financial
3 SMEs and NFCs (other than SMIEs) not subject o NFRD

disclosure obligations
36 Loans and advances
of which loans collateralised by commercial

¥ immovable orooerty
38 of which building renovation loans
39 Debt securiti
40 Equity instruments
Counterparties outside the Union that aré not SUBJEct 1)
“ disclosure obligation under the NFRD
2 Loans and advances
43
a4 Euity instruments
5 Derivatives
6 pay
i Cash and cash equivalents
8 Other assets
20 |TOIGAR
50_|Other assets not el

Governments
Central bank exposure
Trading book

otal assets

'NFRD disclosure obligations

Financial euarantees
Assets under management

Of which debt securities (NFRD obliged corporates)
Of which equity instruments NFRD oblized coroorates)

1. This template shall include information for loans and advances, debt securities and equity instruments in the banking book, towards financial corporates, non-financial corporates (NFC), including SMEs, households (including estate, loans and loans only) and local governments/municipalities (house financing).
2. The following accounting categories of financial ssets should be considered: Financial assets at amortised cost, financial assets at fair value through other comprehensive income, investments in subsidiaries, oint ventures and associates, financial asets designated at far value through profit or loss and non-trading financial assets mandatorily at fai value through profit or loss, and obtained by cr ing possession in exchange in of cancellation of debts.
3. Banks with non-EU subsidiary should provide this information separately for exposures towards non-EU counterparties. For non-EU exposures, while there are additional challenges in terms of absence of common disclosure requirements and methodology, as the EU taxonomy and the NFRD apply only at EU level, given the relevance of these exposures for non-EU subsidiaries, should disclose a for , 0n a best effort basis, in the form of

estimates and ranges, using proxies, and explaining the assumptions, caveats and limitations.
4. For motor vehicle loans, institutions shall only include those exposures generated after the date of application of the disclosure.
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2. GAR sector information

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial Statements the
tables are empty.

b | C

I e I f

h | i

I k I

n | o

[ q [ r

Breakdown by
sector - NACE 4
digits level (code
and label)

Climate Change

Mitigation (CCM)

Climate Change Adaptation (CCA)

TOTAL (CCM + CCA)

Non-Financial corporates (Subject to
NFRD)

SMEs and other NFC not subject to
NFRD

Non-Financial corporates (Subject to
NFRD)

SMEs and other NFC not subject to
NFRD

Non-Financial corporates (Subject to
NFRD)

SMEs and other NFC not subject to
NFRD

Gross carrying amount

Gross carrying amount

Of which
environmentally
sustainable (CCM)

Mn EUR

Of which
environmentally
sustainable (CCM)

Mn EUR

Gross carrying amount

Gross carrying amount

Of which
environmentally
sustainable
(CcA)

Mn EUR

Of which
environmentally
sustainable
(ccA)

Mn EUR

Gross carrying amount

Gross carrying amount

Of which
environmentally
sustainable
(CCM + CCA)

Mn EUR

Of which
environmentally
sustainable
(CCM + CCA)

Mn EUR

Slw|n|e

1. Credit institutions shall disclose in this template information on exposures in the banking book towards those sectors covered by the Taxonomy (NACE sectors 4 levels of detail), using the relevant NACE Codes on the basis of the principal activity of the counterparty.

2. The counterparty NACE sector allocation shall be based exclusively on the nature of the immediate counterparty. The classification of the exposures incurred jointly by more than one obligor shall be done on the basis of the characteristics of the obligor that was the
more relevant, or determinant, for the institution to grant the exposure. The distribution of jointly incurred exposures by NACE codes shall be driven by the characteristics of the more relevant or determinant obligor. Institutions shall disclose information by NACE codes

with the level of disaggregation required in the template.
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3. GAR KPI stock

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial Statements, and
since Directive 2010/31/EU of the European Parliament and of the Council of 19 May 2010 on the energy efficiency of buildings 2010/31/EU has has not been implemented in Iceland, the tables

are empty.

| b | < | d | e | A h | | i K | | n o | 3 | s | t | u | w_ | x | v z aa b | ac | ad ae af
Disclosure reference date T Disclosure reference date T-1
Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) TOTAL (CCM + CCA) Climate Change Mitgation (CCM) Climate Change Adaptation (CCA) TOTAL (CCM + CCA)
Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors Of which towards taxonomy relevant sectors
% (compared to total covered assets i the denominator) Of which environmentally sustainable Of which environmentally sustainable Of which environmentally sustainable Of which environmentally sustainable Of which environmentally sustainable Of which environmentally sustainable Froporten
assets
Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which Of which covered
speciaised speciaised speciaised _[transitional/ speciaised specialsed speciaised | transiional/
wansitonal  [enabling adaptation | enabling enabling wansitonal | enabling adaptation [ enabling enabling
lending lending lending adaptation lending lending lending adaptation
1 [rotatear
N Loans and advances, debt securities and equy instruments not
HET eligible for
3
7y Creditinsttutions
s Loans and advances
o
7 Equity instruments H H H H H H
8 Other financial corporations
9 of which investment firms | | | | | | | | | | | |
10 Loans and advances | | | | | | | | | | | |
Y
1 Eauity instruments
13 of which
14 Loans and advances | | | | | | | | | | | |
15
16 Eauity instruments
Il of which insurance undertakings
18 Loans and advances | | | | | | | | | | | |
19
2 Eauity instruments
21 Non-financial corporations
22 NFCs subiect to NFRD disclosure obligations. | | | | | | | | | | | |
23 Loans and advances | | | | | | | | | | | |
24
25 Eauity instruments
26 Households
27 of which e Il lised by residential
28 of which building renovation loans
29 of which motor vehicle loans
30 Local governments
» Collateral obtained by taking possession: resdental
and commercalimmovable oroperties
32 Other local governmental funding
20 |Share of green assets
1. Institution shall dislcose in this template the GAR KPIs on stock of loans calculated based on the data disclosed in template 1, on covered assets, and by applying the formulas proposed in this template.
2. Information on the GAR (green asset ratio of ‘eligible’ activities) shall be information on d by the GAR.
3. Credit institutions can, in addition to the information included in this template, showthe proportion of assets funding taxonomy rele it sectors that. Thi enrich on theKPl on compared to total covered assets.
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4. GAR KPI flow

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial
Statements, and since Directive 2010/31/EU of the European Parliament and of the Council of 19 May 2010 on the energy efficiency of buildings 2010/31/EU has has not been implemented
in Iceland, the tables are empty.

>
[e
T

[

a [ b [ ¢ [ d [ e [ ¢ [ g [ n [ i [ j [ &k [ |
Disclosure reference date T
Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) TOTAL (CCM + CCA)

Proportion of new eligible assets funding taxonomy relevant sectors | Proportion of new eligible assets funding taxonomy relevant sectors | Proportion of neweligible assets funding taxonomy relevant sectors

% (compared to flow of total eligible assets) ] ] ] K i ] ] ] - Proportion
Of which environmentally sustainable Of which environmentally sustainable Of which environmentally sustainable of total new
assets
Of which Of which Of which covered
o Of which Of which . Of which Of which L Of which Of which
specialised L. N specialised L. N specialised L. .
transitional |enabling transitional [enabling transitional |enabling

lending lending lending

1 |GAR - Eligible assets

Loans and advances, debt securities and equity
instruments not HfT eligible for GAR calculation

Financial corporations
Credit institutions
Loans and advances

3
4
5
6 Debt securities
7
8
9

Other financial corporations
of which investment firms
10 Loans and advances
11 Debt securities
13 of which management companies
14 Loans and advances
15 Debt securities
17 of which insurance undertakings
18 Loans and advances
19 Debt securities
21 Non-financial corporations
22 NFCs subject to NFRD disclosure obligations
23 Loans and advances
24 Debt securities
26 Households
27 of which loans collateralised by residential
immovable property

28 of which building renovation loans
29 of which motor vehicle loans
30 Local governments
31 Collateral obtained by taking possession: residential and

commercial immovable properties
32 Other local governmental funding

49 [Share of green assets

1. Institution shall dislcose in this template the GAR KPIs on flow of loans calculated (new loans on a net basis) based on the data disclosed in template 1, on covered assets, and by applying the formulas proposed in this template.
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5. KPI off-balance sheet exposures

As the information to be published in the table is based on financial statements of companies which are not available at the time of the publication of the Consolidated Financial Statements the

tables are empty.

% (compared to total eligible off-balance sheet assets)

b c | d | e f g h | i | j k | m | n o
Disclosure reference date T
Climate Change Mitigation (CCM) Climate Change Adaptation (CCA) TOTAL (CCM + CCA)

Of which environmentally sustainable

Of which environmentally sustainable

Of which . .
- Of which Of which
specialised - .
. transitional |enabling
lending

Proportion of new assets funding taxonomy relevant sectors

Of which environmentally sustainable

Of which . )
L Of which Of which
specialised L .
. transitional |enabling
lending

Proportion of new assets funding taxonomy relevant sectors

Of which environmentally sustainable

Of which . .
- Of which Of which
specialised - .
. transitional |enabling
lending

1 IFinanciaI guarantees (FinGuar KPI)

2 IAssets under management (AuM KPI)

1. Institution shall dislcose in this template the KPIs for off-balance sheet exposures (financial guarantees and AuM) calculated based on the data disclosed in template 1, on covered assets, and by applying the formulas proposed in this template.
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