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Factsheet 3Q21

Our profile

With a history that dates from 1875, islandsbanki is an
Icelandic universal bank with a strong customer focus. The
Bank believes in moving Iceland forward by empowering its
customers to succeed - reflecting a commitment to run a
solid business that is a force for good in society.

Driven by the ambition to be #1 for service, {slandsbanki’s
banking model is led by three business divisions that build
and manage relationships with its customers. Islandsbanki

The Bank

12 =

branches

number of FTEs
at islandsbanki
at period end

- 730
!

~3

islandsbanki

Sustainability 3Q21 Digital milestones 3Q21

@ islandsbankibecame a D An English version of
DE'/ supporter of Greenvangur, a the app was released
collaboration forum on in September
climate issues and green
solutions
< islandsbanki oversaw the sale Push notifications in app
037 of asocial bond for Reykjavik % enables ceasy ﬂOW,Of
relevant information to

University and green/blue
bond for seafood company
Brim

customers

Customers can now

maintains a strong market share with the most efficient @ is'aEdSbﬁnkiW?S’CGCOQ“iSted 4’, estimate their carbon
branch netwc?rk in the country, §upporting at the same time égv:rcni:Cn:feo':th:;?;?he footprint based on their
its customers’ move to more digital services. yearin arow :Zindlng profile via the
The Bank operates in a highly attractive market and, with its
technically strong foundations and robust balance sheet, s~ Market share! Ratings and certifications
well positioned for the opportunities that lie ahead. P ——
) A A A 290/ retail S&P Global BBB/A-2
Islandsbanki has a BBB/A-2 rating from S&P Global Ratings. O customers Dot ngs Stable outlook
The Bank's shares are listed on the Nasdaq Iceland Main O/ SMEs
Market. 3 8 /°
large
3 5% companies
EOU‘LK;A(}’E EXEMPLARY IN
2018 - 2021 CORPORATE GOYERNANCE
Return on equity Profit after tax Cost-to-income ratio?
(1SKm) 7,587
15.7%
51.7% 3% o,
46.7% © 2% 49.9%
39.4%
7% 76%  77% 3,361 3525 3615
3Q20  4Q20 1Q21 2Q21 3Q21 3Qz20 4Q20 Q1 2Q21 3Q21 3Q20  4Q20 1Q21 2Q21 3Q21
Total assets Loans to customers Loans to customers
(ISKbn) (Sector split as of 30.9.21) (ISKbn)
Other 148% o
709% 69.4% 689% 639%  63.0% Industrialand - 139% o W% a2 143%
transoport Mortgages to
8% individuals
42%
Real estate ISK
% 1,081bn
Commerce
and services
30920 311220 31321 30621 30921 15% Individuals 30920 311220 31321 30621 30921
Seafood other . .
REA /total assets 1% 6% Customer loans to customer deposits ratio
Total liquidity coverage ratio Leverage ratio® Total capital ratio®
225%
196% o % 13.6% o
187% 13.4% -O7 o S 13.2% o,
126%  124% 222% 0% gy 229% 227
30920 311220 31321 30621  30.9.21 30920 311220 31321 30621 30921 30920 311220 31321 30621  30.9.21
Total net stable funding ratio CET 1ratio

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

1. Based on Gallup surveys regarding primary bank. 2021 average for retail customers and SMEs and 2020 average for large companies.

2. PO costs in 1Q21 were not adjusted for in the 1Q21 results.
3. Including third quarter profit.
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Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 30 September 2021 (“the interim financial
statements”) of islandsbanki hf. ("the Bank" or "Islandsbanki") and its subsidiaries (together referred to as "the Group").

Operations in the reporting period

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

The Group's profit from operations for the reporting period amounted to ISK 16,633 million. At the end of the reporting period, the Group
employed 763 full-time members of staff, including 730 within the Bank itself.

Net interest income increased by 1.1% between years, as balance sheet growth outweighed the lower interest rate environment. The net
interest margin did however reduce from 2.6% to 2.4%. Net fee and commission income rose by 20.1%, with strong performances in all
business units. Salaries and related expenses were up by 6.1% between years due to general wage agreement increases in Iceland, one-
off costs relating to the Bank's Initial Public Offering ("IPO") and redundancy costs. Other operating expenses rose by 2.4% due to one-off
costs relating to the IPO of the Bank. The Bank's cost to income ratio fell from 55.3% to 46.6% between years. Net impairment reversals
amounted to ISK 2,379 million as the tourism sector has started to recover from the COVID-19 pandemic and economic conditions have
improved.

The Group's loan book grew by 7.4% in the period as the demand for new mortgages and refinancing continued at a strong pace. However,
demand for new loans declined in the third quarter and some large corporate customers used favourable conditions in the bonds market
to refinance existing bank debt. The Bank's ratio of non-performing loans fell from 2.9% at year-end 2020 to 2.0% due to both partial and
full repayment of loans. Stage 2 loans under IFRS 9 remain at 13.0% of the loan book as loans to the tourism industry are still deemed to
show signs of increased credit risk. Loans that have been subject to forbearance will remain in Stage 2 until 12 months have passed since
repayments recommence. That said, the outlook for the tourism sector has improved substantially in the past few months resulting in a net
positive impairment in the reporting period.

Capital and funding

Customer deposits had at the end of September risen by 11.0% from year-end 2020, mainly due to a strong increase in Business Banking.
The Bank continues to be a steady issuer of covered bonds, issuing ISK 4.4 billion in the third quarter. In September the Bank issued its
inaugural Additional Tier 1 notes as a part of its effort to optimise its capital structure. The issue of SEK 750 million perpetual notes with a
5-year call was placed with investors across Scandinavia and continental Europe and was considerably oversubscribed. The liquidity
position of the Bank remains robust with all liquidity ratios well above both internal and regulatory requirements.

The Bank is very well capitalised, with a total capital ratio of 24.7% at the end of the period, compared with the current 17.8% regulatory
requirement, and a CET1 ratio of 20.6%. The total capital ratio increased by 1.8 percentage points in the third quarter due to the strong
earnings in the period, the AT1 notes issued in September and a reduction in the risk exposure amount ("REA"), due to net repayments in
the corporate loan book.

The implementation of EU regulation 2019/876 ("CRR II") in Iceland caused a fall in REA in the second quarter, contributing in turn to a
60bp rise in the capital ratios. As a result, the ratio of REA/total assets fell sharply. The most material effect was the amendment of the SME
supporting factor, lowering the REA by ISK 35bn.

In September, the Central Bank of Iceland ("CBI") decided to restore the countercyclical capital buffer from 0% back to the pre-pandemic
level of 2% of the risk base for financial institutions' domestic exposures. The increase will take effect at the end of September 2022. In the
CBl's opinion, the combination of rapidly rising asset prices and increased household debt has already raised cyclical systemic risk to at
least the pre-pandemic level. As a result, the CBI is of the view that the scope granted to financial institutions in March 2020, with the
reduction in the buffer, is no longer needed.

islandsbanki retains its long-term total capital target of 19.5-21.0%, assuming a long-term capital requirement of 19.0%. The Bank therefore
continues to be substantially over capitalised and has plans to release some of the excess capital along with the regular annual dividend
payment in early 2022.

Outlook

There are stronger signs of economic recovery in Iceland as the impact of the pandemic fades. Unemployment has halved year-to-date,
from 12.8% in January to 5.0% in September. GDP rebounded in second quarter 2021 following the pandemic-induced recession as GDP
grew by 7.3% year-on-year. Consumer sentiment and corporate expectations have shown a firm upward trend as private consumption and
business investment are once more growing at a healthy pace. Export recovery is also underway and is expected to gather pace in coming
quarters as global tourism recovers. However, inflation has proven more persistent than expected, with a rapid rise in house prices (14.7%
year-on-year as of September) increasingly contributing to headline inflation that measured 4.4% in September. The Central Bank has
responded to improving economic prospects and persistent inflation by raising its main policy rate from 0.75% as of end-April to the current
1.50%.

islandsbanki hf. Condensed Consolidated Interim
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Directors' Report

For 2022, the Bank's Chief Economist expects GDP growth to measure 3.6% as tourism rebounds and domestic economic activity
normalises following a fading pandemic impact. However, a recent windfall in the proposed capelin quota could boost export revenues
significantly and push GDP growth above 4.0% in 2022. Unemployment is expected to continue declining throughout the year and reach
pre-pandemic levels by year-end. A stronger ISK, moderating pace of house prices increases and fading impact of global supply disruptions,
combined with increasing monetary restraint by the Central Bank, will likely combine to bring inflation to the Central Bank's target in the
fourth quarter next year.

The outlook for the Bank's operations remains robust as the economy recovers from the COVID-19 pandemic and economic forecasts
point towards strong economic growth in the near term. The Bank continues to support its clients in the tourism industry and is optimistic
for the future of that industry in Iceland.

The Bank is well on its way to reach its profitability targets. Interest income has held up well and is expected to grow with the balance
sheet and a higher rates environment. Fee income growth has been very strong during the reporting period and the Bank is on target with
its cost reduction plans. Impairments were positive in the period, which is a substantial change from the year before. Impairments will
continue to fluctuate with the economic environment. Lastly, the issuance of AT1 notes in September supports the Bank's ambitions to
optimise its capital structure to enhance profitability.

Ownership

The Bank had a successful IPO in June 2021. On 30 September 2021 the number of shareholders of the Bank numbered over seventeen
thousand, which is the largest shareholder base of any listed company in Iceland. The Icelandic Government is the largest shareholder,
representing 65% of the outstanding shares and votes, those shares are administered by the ISFI in accordance with Act no. 88/2009 on
Icelandic State Financial Investments. Other shareholders include pension funds, asset management funds, and private individuals. For
further information on the Bank's shareholders see Note 37.

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 30 September 2021 have been prepared on a going concern basis in
accordance with the International Accounting Standard (IAS) 34 Interim Financial Reporting as adopted by the European Union; the Act
on Annual Accounts, no. 3/2006; the Act on Financial Undertakings, no. 161/2002; and rules on accounting for credit institutions, where
applicable.

To the best of our knowledge, these interim financial statements provide a true and fair view of the Group's operating profits and cash
flows in the reporting period and its financial position as of 30 September 2021. Furthermore, in our opinion the financial statements and
the Director's 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.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 30 September 2021.

Koépavogur, 28 October 2021

Board of Directors:

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

Arni Stefansson

Frosti Olafsson

Gudrun borgeirsdattir

Jokull H. Ulfsson
Chief Executive Officer:
Birna Einarsdottir
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Consolidated Interim Income Statement

2021 2020 2021 2020
Notes 1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
INEEIESE INCOME™ .ot ae s 42,455 42,418 14,318 13,820
INEEIESE EXPENSE ...ooiiiiiiiiiii i (17,056) (17,305) (5,526) (5,515)
Net interest income 5 25,399 25,113 8,792 8,305
Fee and commisSiON INCOME .........ccoeiiiiieieie e 10,776 9,178 3,940 3,793
Fee and COMMISSION EXPENSE .......cccuiiiiiiiiiiiiieeie et (1,580) (1,518) (513) (931)
Net fee and commission income 6 9,196 7,660 3,427 2,862
Net financial INCOME (EXPENSE) .......eiiiiiiiiiiiieiiie et 7 1,853 (2,174) 941 (255)
Net foreign exchange gain ...........cccccoiiiiiiiiieiiiic e 8 320 364 95 101
Other operating INCOME .........uiiiiiiiiiiie e 9 286 134 82 44
Other net operating income 2,459 (1,676) 1,118 (110)
Total operating income 37,054 31,097 13,337 11,057
Salaries and related EXPENSES ..........coiiiiiiiiiiiiii e 10 (10,121) (9,536) (2,953) (2,842)
Other operating EXPENSES .......cocuiiiiiiieiiiiie ettt 11 (7,307) (7,137) (2,135) (2,268)
Contribution to the Depositors' and Investors' Guarantee Fund ..................... (517) (525) (173) (50)
=T - O PSP (1,294) (1,174) (433) (416)
Total operating expenses (119,239) (18,372) (5,694) (5,576)
Profit before net impairment on financial assets 17,815 12,725 7,643 5,481
Net impairment on financial @SSELS ...........ooccieiiiiiiiiie e 12 2,379 (6,987) 1,757 (1,058)
Profit before tax 20,194 5,738 9,400 4,423
INCOME TAX EXPEINSE ....oiiiiiiiiiiiiie ettt 13 (3,703) (2,238) (1,898) (1,350)
Profit for the period from continuing operations 16,491 3,500 7,502 3,073
Discontinued operations held for sale, net of income tax ...........ccccccovivineeenn. 14 142 (270) 85 288
Profit for the period 16,633 3,230 7,587 3,361
Profit attributable to shareholders of islandsbanki hf. ............cccovveeievieeee.. 16,638 3,533 7,588 3,362
Loss attributable to non-controlling interests (5) (1303) (1) (1)
Profit for the period 16,633 3,230 7,587 3,361
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of islandsbanki Hf.** ............cccccooveiiiiieeieeeccee e 15 8.25 1.90 3.75 1.54

*Of which interest income amounting to ISK 40,905 million (2020: ISK 40,762 million) is calculated using the effective interest method.
**The calculation for earnings per share for comparative periods have been restated (see Note 15).

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Comprehensive Income

2021 2020 2021 2020

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

Profit fOr the PEIHOM ..........cvovieieeeeeeeeeee et 16,633 3,230 7,587 3,361
Net gain (I0ss) on financial aSSEtS .........cccoeivuiiiiiiieiiie e (39) (798) - 115
Net gain (loss) on financial liabilities ... (858) 586 (138) (233)
Iltems that will not be reclassified to the income statement (897) (212) (138) (118)
Foreign currency translation ..............cccevciiiiiiiiiii i 5 (112) 14 (112)
Items that may subsequently be reclassified to the income statement 5 (112) 14 (112)
Other comprehensive expense for the period, net of tax (892) (324) (124) (230)
Comprehensive income for the period 15,741 2,906 7,463 3,131
Comprehensive income attributable to shareholders of islandsbanki hf. ........ 16,108 3,424 7,459 3,000
Comprehensive income (expense) attributable to non-controlling interests .... (367) (518) 4 131
Comprehensive income for the period 15,741 2,906 7,463 3,131

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Financial Position

Notes 30.9.2021 31.12.2020
Assets
Cash and balances with Central Bank .... 20 110,233 78,948
Loans to credit iNSHEULIONS ........c.eiiiiiiiiiiiee e 21 81,117 89,920
Bonds and debt iNStIUMENLS ..........coiiiiiiiiit bbb rerereaees 16 123,599 128,216
DEIIVALIVES ...ttt et e s be e e e bb e e bt e e e nnbeeeanes 22 2,374 6,647
LOANS 10 CUSIOMIEIS . .oviiiiiie ittt e ettt e e e e e e e e e e e e st e e e e aaeaaes 23 1,081,418 1,006,717
Shares and equity INSTIUMENES .........coiiiiiiiiiieiiiee e 16 31,456 14,851
INVESTMENLS IN @SSOCIALES .....oeiiiiiiiiiiiieiiie e 25 952 775
Property and EqUIPIMENT ..........coiiiiiiiiieeiiee e 26 7,082 7,341
Intangible assets 3,249 3,478
OFhEr @SSELS ....eeiiieiiiiiie ettt e e an 27 13,954 4,125
Non-current assets and disposal groups held for sale ..........c.cccccooviiiiniicennn. 28 938 3,173
Total Assets 1,456,372 1,344,191
Liabilities
Deposits from Central Bank and credit inStitutions ............ccccccveeviiiciiicinnnen. 29 20,409 39,758
DepOSits fromM CUSIOMEIS ......coiiiiiiiiiieiiiie et 30 754,442 679,455
Derivative instruments and short POSItioNsS ...........ccccociiiiiiieiiiicene e 22 10,869 6,936
Debt issued and other borrowed funds ...........ccccooiiiiiiiiiiiiie e 32 397,672 387,274
Subordinated [0ANS .........ooooiiiiiii i ————— 33 36,923 27,194
TaX ADIIIIES ..o 6,256 5,450
Other IADIlItIES ....ec.vveriieeiie e 35 32,420 11,920
Total Liabilities 1,258,991 1,157,987
Equity
Share CaPItal ......eeeeieeee e 10,000 10,000
SNAME PIrEMIUM L.eeiiiiiiiii et e e e e e e e e e sinaeeeeeeeas 55,000 55,000
RESEIVES ...ttt e e e e e e e e e e e e e aaaa 5,738 6,181
Retained earnings 126,653 113,529
Total Shareholders' Equity 197,391 184,710
NON-CONLrOING INEEFESES ....eeiiiiiiiiiii e (10) 1,494
Total Equity 197,381 186,204
Total Liabilities and Equity 1,456,372 1,344,191

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

Foreign
Liability currency Total Non-

Share Share Statutory  Restricted  Fair value credit translation Retained  shareholders’  controlling Total

capital premium reserve reserves reserve reserve reserve earnings equity interests equity
Equity as at 1.1.2021 10,000 55,000 2,500 3,556 572 (238) (209) 113,529 184,710 1,494 186,204
Profit (loss) for the period ............ccceeviiieiniiiiiecee 16,638 16,638 (5) 16,633
Net gain (loss) on financial assets ..........cccccvveeeeeiiiinnes (572) 900 328 (367) (39)
Net loss on financial liabilities (858) (858) (858)
Foreign currency translation .... - 5 5
Comprehensive income (expense) for the period - - - - (572) (858) - 17,538 16,108 (367) 15,741
Dividends PaId ........cccevviriieniiiiie e (3,400) (3,400) (13,400)
Restricted due to capitalised development costs ........... (218) 218 - -
Restricted due to fair value changes ..............cccccvcveene 1,126 (1,126) - -
Restricted due to assoCiates ..........ccccocvvveeriiieeiiieeeninnen. 79 (79) - -
Changes in non-controlling interests .............c.cccccceeee.n. (27) 27) (1,137) (1,164)
Equity as at 30.9.2021 10,000 55,000 2,500 4,543 - (1,096) (209) 126,653 197,391 (10) 197,381
Equity as at 1.1.2020 10,000 55,000 2,500 3,625 1,432 (392) - 105,569 177,634 2,428 180,062
Profit (loss) for the period ............coceviieiniiiiiiec e 3,533 3,533 (303) 3,230
Net loss on financial assets . (372) (212) (584) (214) (798)
Net gain (loss) on financial liabilities 631 (45) 586 586
Foreign currency translation ...........ccccccceevvveiiniecenineenn. (32) (79) (111) 1) (112)
Comprehensive income (expense) for the period - - - - (372) 631 (32) 3,197 3,424 (518) 2,906
Restricted due to capitalised development costs .... (218) 218 - -
Restricted due to fair value changes ..............cccccocveene 170 (170) - -
Restricted due to subsidiaries and associates ............... 14 (14) - -
Other changes due to IFRS 15 .........cccccooiiiiiiiiiiiins (115) (115) (115)
Changes in non-controlling interests ............ccccoevvveeen. (302) (302) (42) (344)
Equity as at 30.9.2020 10,000 55,000 2,500 3,491 1,060 239 (32) 108,383 180,641 1,868 182,509

Authorised share capital of the Bank is ISK 10,000 million ordinary shares, divided into 2,000 million outstanding shares of ISK 5 each. At 30 September 2021 paid up share capital totalled ISK 65,000 million
which is the total stated share capital of the Bank. The Bank has one class of ordinary shares which carry no right to fixed income. The Annual General Meeting ("AGM") for the operating year 2020 was held
on 18 March 2021. At the AGM shareholders approved the Board's proposal to pay dividends to shareholders amounting to ISK 3,400 million which is equivalent to ISK 1.70 per share (2020: none). The
dividends were paid on 30 March 2021. It was also approved that the Board may convene a special shareholder meeting later in the year where a proposal regarding payment of dividends of profit for previous

fiscal years could be suggested.

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2021 2020
1.1-30.9 1.1-30.9
Profit for the PEriOd ... 16,633 3,230
Non-cash items included in profit for the Period® ... 13,012 22,083
Changes in operating assets and labilitIES™ ...........cc.uiiiiiiiiiiieie e (16,797) (42,894)
DIVIAENAS FECEIVEA ...ttt ettt s et e et e e st e e e st e e eenees 54 30
Paid income tax, special financial activities tax, and bank taX ............ccccoiiiiiiiiiiiiie e (4,517) (4,383)
Net cash provided by (used in) operating activities 8,385 (21,934)
Net investment in a subsidiary and an aSSOCIALE ...........cceiiriiiiiiiiiiiiie et 568 (2,486)
Proceeds from sales of property and €QUIPMENT ........ccouiiiiiiiiiiiiie et 25 24
Purchase of property and @QUIPMENT ..........eiiiiiiiiiiie it (124) (492)
Purchase of INtangible ASSELS .........uiiiiiiii e (183) (158)
Net cash provided by (used in) investing activities 286 (3,112)
Proceeds from DOITOWINGS .......viiiiiiie ittt ettt et nbe e sabae e e 70,543 15,255
Repayment and repurchases of borrowings (54,199) (31,543)
Repayment of lease liabilities ........................ (315) (293)
(D)o (<Y o o 53 o= T PO PP PPPPPRNE (3,400) -
Subsidiary's capital decrease and share buyback paid to non-controlling interests .............cccccocvvvevinnenn. (1,130) -
Net cash provided by (used in) financing activities 11,499 (16,581)
Net increase (decrease) in cash and cash eqUIVAIENES ...........ccooiiiiiiiiiieiiiie e 20,170 (41,627)
Effects of foreign exchange rate Changes ............ooiiiiiiiiii e 19 224
Cash and cash equivalents at the beginning of the year .. 115,668 152,481
Cash and cash equivalents at the end of the period 135,857 111,078
Reconciliation of cash and cash equivalents Notes
(=1 a oL a1 4 F= 2 Uo PP PRPPPRPRRY 20 3,775 3,965
Cash balances with Central Bank .............cccoooiiiiiiiiiii e 20 106,458 91,057
BaANK ACCOUNLS ....ooeiiiiiiiiieieeeeee ettt 21 34,555 25,554
Mandatory reserve, special restricted and pledged balances with Central Bank .................. 20 (8,931) (19,498)
Cash and cash equivalents at the end of the period 135,857 111,078

*For further breakdown see the following page.
Interest received from 1 January to 30 September 2021 amounted to ISK 40,111 million (2020: ISK 36,657 million) and interest paid in

the same period 2021 amounted to ISK 12,190 million (2020: ISK 13,994 million). Interest is defined as having been paid when it has
been deposited into the customer account and is available for the customer's disposal.

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows

2021 2020

1.1-30.9 1.1-30.9

Depreciation, amortisation, and WItE-0ffS ............cciiiiiiiiiie e 1,033 1,380
Share of profit and reversal of impairment Of ASSOCIALES ...........cueiiiiiiiiiiie e (146) (20)
Accrued interest and fair value changes on debt issued and subordinated loans ... 10,508 9,857
Net impairment on fINANCIAI ASSEES .........ooiiiiiiiiiie ettt sabe e e siaeeeanes (2,124) 6,857
FOreign @XChANGE GAIN ......ooiiiiieiiiie ettt ettt e e e b e e e bb e e e bt e e e enbe e e e enbeeeeabeeeannes (358) (1300)
Net gain from sales of property and eQUIPMENT .......ccocuiiiiiiiiiiiie e (14) (427)
Unrealised fair value (gain) loss recognised in profit Or 0SS ..........ccccooiiiieiiiieiiiiee e (760) 1,392
Discontinued operations, NEt Of INCOME TAX ........cciiuiiiiiiiie e e e e e (142) (131)
=T = b PP PP PR 1,294 1,174
Income tax expense ... 3,703 2,238
OhEr CRANGES ...ttt e bt e e bt e e e hb e e e ea b e e e e abe e e e enb e e e sabeeeabeeeean 18 63
Non-cash items included in profit for the period 13,012 22,083
Mandatory reserve, special restricted and pledged balances with Central Bank . 618 5,781
L0oans to Credit INSHLULIONS .......ooviiiiiiiiieeeeeeeee e (2,835) 5,099
BoNds and debt INSIIUMENLS .........uuiiiiiiiiiiiiiiiiiiiiie ittt e e e e e e e e e e e e e e e e e e e e e e e e e e eeaeeaeeaeaaaeaeaeaaaeaaaaeaas 4,735 (93,823)
LOANS 10 CUSTOMIEIS .....oiiiiiiiiiiiii ittt e e e e e s s b e e e e e s b e e e e e e s e sbb e e e e e s s sbann e e e e e s sasnnes (76,354) (53,510)
Shares and equIty INSTIUMENTS .........iiiiiiiiiiii ettt e e et e e e aeneeeeaes (16,550) (681)
ONEI BSSELS ...ttt ettt e bt e ke e e e a bt e e a e e e et e e et e et e e (9,852) (13,769)
Non-current assets and liabilities held for SAle ..o 2,342 (857)
Deposits from Central Bank and credit institutions . (19,028) 4,061
DEPOSILS FTOM CUSIOMELS ... ..iiiiiiieei ittt e et e e e e ettt e e e e es bt e e e e e s ansbe e e e e e e s nntsneeeeeeansnbeeeeeaeannnnes 75,821 66,221
Derivative instruments and ShOrt POSItIONS .........oooiiiiiiiiii e e 3,754 7,845
(@1 [T =T o] [ [ 20,552 30,739
Changes in operating assets and liabilities (16,797) (42,894)

Non-cash transactions 1 January to 30 September 2021
During the period the Group did not have any significant non-cash transactions.

Non-cash transactions 1 January to 30 September 2020

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

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

The notes on pages 11 to 57 are an integral part of these Condensed Consolidated Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

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

The condensed consolidated interim financial statements for the period 1 January to 30 September 2021 ("the interim financial
statements") comprise the financial statements of Islandsbanki hf. ("the Bank" or "islandsbanki") and its subsidiaries (together referred
to as "the Group").

The interim financial statements were approved and authorised for issue by the Board of Directors and the CEO of slandsbanki hf. on
28 October 2021.

2. Basis of preparation

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

The interim financial statements do not include all the information required for annual financial statements and should be read in
conjunction with the audited consolidated financial statements of the Group for the year ended 31 December 2020, as well as the
unaudited Pillar 3 Report for the year 2020. Both are available on the Bank's website: www.islandsbanki.is.

The accounting policies and the basis of measurement are unchanged from those set out in Notes 3 and 67 in the consolidated financial
statements for the year 2020 except for the changes presented in Note 3 in these interim financial statements.

The interim financial statements are presented in Icelandic krona ("ISK"), which is the functional currency of islandsbanki hf. All amounts
presented in ISK have been rounded to the nearest million, except when otherwise indicated. At 30 September 2021 the exchange rate
of the ISK against the USD was 130.32 and for the EUR 150.90 (at year-end 2020: USD 127.21 and EUR 156.10).

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

Significant accounting estimates and judgements

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

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

As described in Note 3 in the consolidated financial statements for the year 2020, key sources of estimation uncertainty include the
allowance for credit losses, the determination of fair value of financial instruments, and intangible assets.

Impairment of financial assets, changes from year-end 2020

Note 67.4 in the consolidated financial statements for the year 2020 contains a description of the Group's accounting policies for the
impairment of financial assets.

At the end of the third quarter of 2021, the following changes have been made.

The Group's Chief Economist provided a new macroeconomic forecast on 21 September 2021 which takes into account the effects of
the COVID-19 pandemic. The table below shows macroeconomic indicators from the new forecast.

Estimate Forecast Forecast Forecast Forecast

Change in economic indicators % 2020 2021 2022 2023 2024
Economic growth ..........cccceeiiiiieiicieeececeeee (6.5) 4.2 3.6 3.0 2.4
Housing prices in Iceland 6.4 11.3 6.9 34 3.5
Purchasing POWET .........ccccooiiiiieiiiiie e 3.5 3.6 1.4 1.9 1.6
ISK exchange rate iNndeX .......cccccceeeviieeeiieeeiiiee e 111 (3.6) (5.1) (0.9 -
Policy rate, Central Bank of Iceland .............c..cccecee.. 15 1.0 2.2 3.2 3.5
INFLALION ... 2.8 4.4 3.0 25 2.4
Capital formation ...........cocceeveiiiieiiie e (8.7) 7.5 2.3 2.0 3.5

thereof capital formation in industry (14.2) 9.5 0.9 2.2 35
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Notes to the Condensed Consolidated Interim Financial Statements

2. Cont'd

The Group continues to make temporary changes to the impairment model due to the COVID-19 pandemic.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 COVID-19 pandemic
has created such circumstances for the tourism industry and therefore an adjustment is warranted. To account for the material
uncertainty in the operating environment of companies in the tourism industry, not reflected in their current risk class, they have been
further classified into four impact groups as described in Note 46. Where the increase was found to be significant (groups 2 - 4), the
exposure was transferred to Stage 2. In addition, an overlay factor was applied to the expected credit losses, comparable to an
increase in up to three risk classes, and a higher haircut was applied to value of collateral for the higher impact groups in the more
severe scenarios. The common risk factor in tourism was found to apply to loans to customers with a gross carrying amount of ISK
103,315 million resulting in a expected credit losses of ISK 5,619 million, thereof the cumulative effect of the stage transfer and credit
loss overlay is estimated to be around ISK 2.8 billion.

A new model for the risk assessment of loans to individuals was introduced in the third quarter of 2021. The new model utilises new
data from the semi-automatic lending process for mortgages, which enhances the model’s diagnostic ability. This leads to a general
shift to better risk classes and an overall reduction in probability of default. Furthermore, the Group was able to reduce the margin of
conservatism following the commissioning of the new model. As a consequence, the expected credit losses and the impairment
allowance for loans to individuals fell by ISK 0.5 billion.

The All Risk Committee determined that it was appropriate to adjust the weights of the scenarios due to the COVID-19 pandemic,
generally the scenarios are weighted 25%-50%-25% (good, base, bad) but it was determined appropriate to set the weights at 15%-
50%-35%, as this would best represent the probability-weighted average over all possible scenarios. When deciding on the appropriate
weights for the three scenarios, management used sensitivity analysis that indicated that a shift of 5% weight from the baseline to the
pessimistic scenario would increase the impairment allowance by ISK 600 million while a 5% shift from the baseline to the optimistic
scenario would decrease the allowance by ISK 200 million.

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

3. Changes to accounting policies

The accounting policies in the interim financial statements are consistent with those applied in the consolidated financial statements for
the year 2020, except for amendments related to the Phase 2 of the Interest Rate Benchmark Reform as described in Note 4 in the
consolidated financial statements for the year 2020. The amendments did not have a significant impact on the interim financial
statements.
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Notes to the Condensed Consolidated Interim Financial Statements

4. Operating segments

Segment information is presented in accordance with the Group's management and internal reporting structure. The segments' operating
result 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 ICAAP and the combined buffer requirement as stipulated in the Act on Financial Undertakings. 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 app, customers have full overview of their business and day-to-day operations are easy to manage.

Corporate & Investment Banking

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

Treasury and Proprietary Trading

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

Cost centres

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

Subsidiaries, eliminations and adjustments
Subsidiaries include islandssjédir hf., Allianz island hf. and other less significant subsidiaries (see Note 25).

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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4. Contd
Corporate & Treasury & Subsidiaries,

1 January to 30 September 2021 Personal Business Investment Proprietary Cost The Bank eliminations & The Group

Banking Banking Banking Trading centres total adjustments total
Net INtereSt INCOME .......ceiiiiiie e 8,835 7,884 6,788 2,015 (135) 25,387 12 25,399
Net fee and COMMISSION INCOME .......ueiiiiiiiiiiiiie e 2,739 1,590 3,358 (88) (62) 7,537 1,659 9,196
Other net 0perating iINCOME .........ciiiiiiiiiiiiie it e e 182 53 634 2,089 147 3,105 (646) 2,459
Total operating income 11,756 9,527 10,780 4,016 (50) 36,029 1,025 37,054
Salaries and related EXPENSES ......cc.uueiiiiiiiiiii et (1,858) (1,339) (1,232) (189) (4,926) (9,544) (577) (10,121)
Other Operating EXPENSES ......ccouuiiiiiiieiieieiitee et e st e st e e sbre e snbeeesibeeeannee (1,796) (754) (624) (188) (3,591) (6,953) (354) (7,307)
Contribution to the Depositors' and Investors' Guarantee Fund .. (405) (101) (11) - - (517) - (517)
Bank tax .......cccovereeninienenee e (542) (258) (387) (97) (10) (1,294) - (1,294)
Net impairment on financial assets .... . 495 1,994 (179) 70 - 2,380 (1) 2,379
[f 1S - 1 o Tox= Li[o] o HUU TP PR PP PRI (3,358) (2,361) (2,339) 237 7,821 - - -
Profit (loss) before tax 4,292 6,708 6,008 3,849 (756) 20,101 93 20,194
INCOME TAX EXPEINSE ....vviiiiiiiiitit ettt (1,257) (1,811) (1,663) 1,024 193 (3,514) (1189) (3,703)
Profit (loss) for the period from continuing operations 3,035 4,897 4,345 4,873 (563) 16,587 (96) 16,491
Net segment revenue from external CUStOMErS .........ccoccveieeeeeiiiiiieeee e, 19,157 10,986 14,926 (9,076) 36 36,029 1,025 37,054
Net segment revenue from other Segments ...........cccooveeiiiiieniiie e (7,401) (1,459) (4,146) 13,092 (86) - - -
Fee and commIiSSION INCOME ......ccoeiviiiiiiiiiiieeeee e, 3,984 1,607 3,425 96 2 9,114 1,662 10,776
Depreciation, amortisation, and Write-0ffs .............cccoieiiiiiiiniii e (124) (44) (11) - (847) (1,026) (7) (1,033)
At 30 September 2021
LOANS 0 CUSLOMENS ....cuviiiiiiiiieiiiie e 495,179 234,771 351,379 89 - 1,081,418 - 1,081,418
(@] =T e T USSR UPRT 3,463 2,197 4,595 355,019 9,583 374,857 97 374,954
Total segment assets 498,642 236,968 355,974 355,108 9,583 1,456,275 97 1,456,372
Deposits from CUSIOMETS .........uviiieiiiiiiiiiee et e e e e s 335,054 238,816 149,483 33,589 - 756,942 (2,500) 754,442
Other IabilitIeS .........ccoviiiiiiiiit e 1,174 1,309 9,562 485,768 5,656 503,469 1,080 504,549
Total segment liabilities 336,228 240,125 159,045 519,357 5,656 1,260,411 (1,420) 1,258,991
AlOCALE EQUILY ...veeeeiieeiee ettt 36,652 34,578 63,878 59,698 1,058 195,864 1,517 197,381
RISK €XPOSUIe @mMOUNL .......oeiiiiiiiiiiei et 244,100 216,980 388,169 61,568 6,512 917,329 435 917,764

The individual segment balance sheet positions are with external customers, and exclude internal transactions thus explaining the differences in total assets, and total liabilities and equity.
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Notes to the Condensed Consolidated Interim Financial Statements

4. Contd
Corporate & Treasury & Subsidiaries,

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

Banking Banking Banking Trading centres total adjustments total
NEt INLEreSt INCOME ...t 8,021 7,913 6,465 2,847 (166) 25,080 33 25,113
Net fee and COMMISSION INCOME .......ueiiiiiiiiiiiiie e 2,231 1,484 2,939 (272) 5 6,387 1,273 7,660
Other net 0perating iINCOME .........ciiiiiiiiiiiiie it e e 305 48 813 (2,079) 215 (698) (978) (1,676)
Total operating income 10,557 9,445 10,217 496 54 30,769 328 31,097
Salaries and related EXPENSES ......cc.uueiiiiiiiiiii et (1,793) (1,463) (1,161) (211) (4,348) (8,976) (560) (9,536)
Other Operating EXPENSES ......ccouuiiiiiiieiieieiitee et e st e st e e sbre e snbeeesibeeeannee (1,937) (888) (640) (217) (3,110) (6,792) (345) (7,137)
Contribution to the Depositors' and Investors' Guarantee Fund .. (361) (132) (31) (1) - (525) - (525)
Bank tax .......cccoeviiieiiiieee e (403) (260) (409) (90) (12) (1,174) - (1,174)
Net impairment on financial assets .... . (479) (4,571) (1,959) 22 - (6,987) - (6,987)
[f 1S - 1 o Tox= Li[o] o HUU TP PR PP PRI (3,407) (2,089) (2,190) 262 7,424 - - -
Profit (loss) before tax 2,177 42 3,827 261 8 6,315 (577) 5,738
INCOME tAX EXPENSE ...ttt (671) (79) (1,101) (1306) (5) (2,162) (76) (2,238)
Profit (loss) for the period from continuing operations 1,506 (37) 2,726 (45) 3 4,153 (653) 3,500
Net segment revenue from external CUStOMErS .........ccoccuveieeeeiiiiiiieeeeeiieeeen. 15,421 11,218 15,260 (11,296) 166 30,769 328 31,097
Net segment revenue from other Segments .........c.ccoeveeiiieieniiie e (4,864) (1,773) (5,043) 11,792 (112) - - -
Fee and commission income ...................... . 3,500 1,507 3,002 (79) 6 7,936 1,242 9,178
Depreciation, amortisation, and write-offs (261) (138) (14) - (861) (1,274) (6) (1,280)
At 30 September 2020
LOANS 10 CUSIOMENS .....ieiiiiiieiiiiiet ettt e e e e 362,175 236,530 371,494 110 - 970,309 - 970,309
OhEr ASSELS ....eiiiieiieeciiie ettt ettt e et e e e sare e e snteeeanees 8,172 2,231 4,347 331,439 11,353 357,542 873 358,415
Total segment assets 370,347 238,761 375,841 331,549 11,353 1,327,851 873 1,328,724
Deposits from CUSIOMETS .........vuiiieiiiiiiieee e e e s 309,836 196,849 146,909 47,678 - 701,272 (2,662) 698,610
Other IabilIitIeS ........c.eeieiiii e 4,415 2,502 8,121 425,805 5,687 446,530 1,075 447,605
Total segment liabilities 314,251 199,351 155,030 473,483 5,687 1,147,802 (1,587) 1,146,215
PN (Lo Toz= Y C=To [ =To (U] USRS PP 30,692 38,835 63,690 45,914 918 180,049 2,460 182,509
RISK €XPOSUIe @mMOUNL .......oiiiiiiiiiiei e 213,292 241,386 408,780 61,621 6,227 931,306 11,033 942,339
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4, Cont'd

Subsidiaries, eliminations & adjustments

1 January to 30 September 2021 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net INtEreSt INCOME ......cciiiiiiiiiiii e - 4 10 (2) 12
Net fee and commission income .... 1,189 512 (23) (19) 1,659
Other net operating iINCOME ........uuiiiiiiiiiiieiiiie e 273 14 10 (943) (646)
Total operating income 1,462 530 (3) (1964) 1,025
Salaries and related eXpenses ..........cccooveeirieieriiie e (435) (142) - - (577)
Other operating EXPENSES .......cccuviiiiiiiiiiiieiiiee e (147) (1309) (1) 103 (354)
Net impairment on financial assets ..........cccoccceeiviieiniieciiicene - - - (1) (1)
Profit (loss) before tax 880 79 (4) (862) 93
INCOME taX EXPENSE .....cviviiiie ittt (175) (2) - (12) (1189)
Profit (loss) for the period from continuing operations 705 77 (4) (874) (96)
Net segment revenue from external customers ...........ccccoccvveennne 1,657 504 - (1,136) 1,025
Net segment revenue from other segments (195) 26 (3) 172 -
Fee and commission income ...................... . 1,554 512 - (404) 1,662
Depreciation, amortisation, and write-offs ..............cccoeeiiiieennns - (1) - (6) (7)
At 30 September 2021
TOLAl ASSELS ...ueieeeiieeic bbbttt reerer e e aaaaaaaaes 2,617 1,118 5,797 (9,435) 97
Total liabilities 415 676 37 (2,548) (1,420)
e = U=To 0] USSP 2,202 442 5,760 (6,887) 1,517
1 January to 30 September 2020 islands- Allianz Other  Eliminations

sjodir hf. island hf.  subsidiaries & adjustments Total
Net INterest INCOME ........cooiiiiiiiiiii e 11 10 14 (2) 33
Net fee and COmMMISSION INCOME .......oooveviiiiieiicnecee e 881 514 (23) (99) 1,273
Other net operating iNCOME .......coiiiiiiiieiieie e 41 12 5 (11,036) (978)
Total operating income 933 536 (4) (1,137) 328
Salaries and related eXPenses ..........cooovveierieieiiiie e (419) (141) - - (560)
Other operating EXPENSES .......cccuueiiiriiiriiieiieee e (141) (310) (1) 107 (1345)
Profit (loss) before tax 373 85 (5) (1,030) (577)
INCOME tAX EXPENSE ...oeeiiiiiiiiiee ettt e e (76) (17) - 17 (76)
Profit (loss) for the period from continuing operations 297 68 (5) (1,013) (653)
Net segment revenue from external customers ...........c.ccoccvveennee 1,144 425 - (1,241) 328
Net segment revenue from other segments (211) 111 (4) 104 -
Fee and commission income ...................... . 1,237 514 - (509) 1,242
Depreciation, amortisation, and write-offs ...........ccccccoiiiiiiiinnns - - - (6) (6)
At 30 September 2020
TOLAl @SSELS ...ttt 2,101 1,406 8,607 (11,241) 873
Total HaDIlIIES ....ocvveiiei e 307 633 335 (2,862) (1,587)
L0 2= U =To 0] 1,794 773 8,272 (8,379) 2,460
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5. Net interest income

2021 2020 2021 2020

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

Cash and balances with Central BanK ..............eciiiiiiiiiiiiieiiiiiiiiee e 556 1,645 298 235
Loans to Credit INSHIULIONS ........c.uiiiiiieiiee e 103 200 61 16
LO@NS 10 CUSTOMIEIS ...ttt ettt ettt et e et e e et e e e e e e e e e e e e e e 40,246 38,917 13,272 12,985
Financial assets mandatorily at fair value through profit or loss .... 1,544 1,653 684 583
OhEr ASSELS .....iiiiiiiiiie e 6 3 3 1
Interest income 42,455 42,418 14,318 13,820
Deposits from Central Bank and credit inStitUtIONS ...........coooviiiiiiiiiicc e, (254) (612) (63) (192)
Deposits from CUSIOMETS ........cocvieiiiiiiiiiiee e (4,520) (6,324) (11,400) (1,625)
Debt issued and other borrowed funds designated as at FVTPL .. e ————— (547) (446) (183) (150)
Debt issued and other borrowed funds at amortised cost .......... (19,966) (8,353) (3,219) (2,979)
Subordinated loans .... (518) (570) (179) (211)
Other TADIlIIES™ ........ccviiiiiie e (1,251) (11,000) (482) (358)
Interest expense (17,056) (17,305) (5,526) (5,515)
Net interest income 25,399 25,113 8,792 8,305

*Thereof is lease liabilities' interest expense amounting to ISK 63 million (2020: ISK 65 million).

6. Net fee and commission income

2021 2020 2021 2020
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
ASSEE MANAGEMENT .ceiiiiiiiii i 2,129 1,746 705 576
Investment banking and BroKErage ............cooiiiiiiiiiiie e 2,399 1,831 1,050 684
PaymMeENt PrOCESSING .....vieiiiieee ittt e e e e et e e e e st e e e e e e e stnreaeeeeannaeeeeeeeans 3,339 3,297 1,240 1,697
LOANS N0 QUATANTEES ......eoiiutiiiiiiieeiiiee e tiee ettt e e et et e e st e e sb e e e st e e anbb e e e anbeeesbneeaanaeeean 1,604 1,324 540 514
Other fee and commission income 1,305 980 405 322
Fee and commission income 10,776 9,178 3,940 3,793
2] (0] CCT = To 1= RO O PP PP PP PR PP PP PPPPOE (317) (233) (91) (67)
Clearing and settlement . (1,255) (1,285) (420) (864)
Other fee and COMMISSION EXPENSE ......ccuuiiiiiiiieiiiie ittt (8) - (2) -
Fee and commission expense (1,580) (1,518) (513) (931)
Net fee and commission income 9,196 7,660 3,427 2,862
Fee and commission income by segment is disclosed in Note 4.
7. Net financial income (expense)
2021 2020 2021 2020
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Net gain (loss) on financial assets and financial liabilities mandatorily at FVTPL ............. 1,323 (1,688) 718 (140)
Net gain (loss) on financial liabilities designated as at FVTPL 522 (487) 220 (115)

Net gain on fair value hedges ... 8 1 3 -

Net financial income (expense) 1,853 (2,174) 941 (255)
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8. Net foreign exchange gain

2021 2020 2021 2020

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

Cash and balances with Central Bank .............coocuiiiiiiiiiiiiciiic e (19) 224 54 48
LOANS at AMOITISEA COSE ...oiiiiiiiiiiie ittt ettt e e e et e e e e e st e e e e e e e snanees (3,624) 36,681 9,318 7,230
Financial assets mandatorily at fair value through profit or 0SS .........cccccceeviiiiiniieinnen. (4,632) 8,464 553 2,628
Other assets (6) 12 - 1
Net foreign exchange gain (loss) for assets (8,281) 45,381 9,925 9,907
DIBPOSIES .....vecveveeeeesecee e et eeee e ee e eee et en e et n et en et et n e et en et n s 1,155 (15,528) (3,377) (2,299)
Debt issued and other borrowed funds designated as at FVTPL .. e ———————— 3,141 (9,671) (2,678) (2,573)
Debt issued and other borrowed funds at amortised cost .......... 3,075 (15,712) (3,113) (3,982)
SUDOIAINALEA IOANS .....eeieiiiiee ettt e esbe e e 1,230 (4,106) (662) (952)
Net foreign exchange gain (loss) for liabilities 8,601 (45,017) (9,830) (19,806)
Net foreign exchange gain 320 364 95 101

9. Other operating income

2021 2020 2021 2020

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

Share of profit of associates, net 0f INCOME TAX ......coieeiiiiiieiiiii e 86 19 41 -
Reversal of impairment for an @SSOCIALE ...........ccoviiiiiiiiiiiiic e 60 - - -
Gain from sale of property and €QUIPMENT ........coouiiiiiiiiiiiii et 18 2 7 -
LEGAI FEES ..ttt 56 63 20 23
RENEAI INCOME ...t 30 30 10 10
Other net OPerating INCOME .........ciiiuiiiiiiii ittt 36 20 4 11
Other operating income 286 134 82 44

10. Salaries and related expenses

2021 2020 2021 2020

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

SAIAMIES ..ttt e et e e e e e b a e e e e e e a e e e e e e e e nnrneeas 7,794 7,341 2,268 2,183
Contributions t0 PENSION TUNAS .......uviiiieiiiiiiie e e e e aeeeee s 1,206 1,102 354 334
Social security charges and financial activities tax® ............cccccciriiiiiiiei e, 1,042 1,039 323 323
Other salary-related EXPENSES .......c..eiiiiiiiiiiiieiie ettt 79 54 8 2
Salaries and related expenses 10,121 9,536 2,953 2,842

*Financial activities tax calculated on salaries is 5.5% (2020: 5.5%).

11. Other operating expenses
2021 2020 2021 2020
1.1-30.9 1.1-30.9 1.7-30.9  1.7-30.9

ProfesSional SEIVICES .........coiiiiiiiiiie e 1,674 1,125 348 365
Software and IT expenses 3,129 3,301 980 1,071
Real estate and office @qUIPMENT ........c..uiiiiiiiie e 392 413 115 138
Depreciation, amortisation, and Write-0ffs ............ccocviiiiiiiiii e 1,033 1,280 346 394
Other adminiStrative EXPENSES .......ciiiiiiiiiiiiiee et e e et e e e e e e e e s e abbbe e e e e e e aabeeeeaeeeas 1,079 1,018 346 300
Other operating expenses 7,307 7,137 2,135 2,268
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12. Net impairment on financial assets

2021 2020 2021 2020

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

Expected credit losses, on-balance sheet items* .............coooiiiiiiiiii s 2,316 (6,812) 1,747 (1,069)
Expected credit losses, off-balance sheet items 63 (175) 10 11
Net impairment on financial assets 2,379 (6,987) 1,757 (1,058)

*The main reasons for the reduced expected credit loss allowance are: a decrease related to the COVID-19 pandemic, mostly due to more
favourable outlook in the tourism industry (ISK 946 million), a further reduction due to a more favourable economic environment (ISK 266
million) and a decrease related to a new model for risk assessment of loans to individuals (ISK 500 million). For further information see Note

2.

13. Income tax expense

Recognised income tax is based on applicable tax laws. The income tax rate for legal entities in 2021 is 20% (2020: 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 third quarter 2021 is 18.4% (2020: 39.0%).

2021 2020
1.1-30.9 1.1-30.9
Current tax expense excluding disCoONtiNUEd OPEIALIONS ..........ccuiiiiiuiiiiiiieeiii e 3,208 2,909
Special fINANCIAL ACHVITIES TAX ....eieiiiiiiiiiie ettt et e e e b bt e ettt e e e st e e e bb e e e aabeeeanbeeeenbeeeanbeeeanteeens 846 776
Difference in prior year's calculated INCOME TAX .........ciiuiiiiiiiiiiiiie ettt e senee e 2 12
Changes in deferred tax assets and deferred tax abilities .............cociiiiiiiiii e (353) (1,459)
Income tax recognised in the income statement 3,703 2,238
Income tax recognised in other comprehensive income - (16)

2021 2020

1.1-30.9 1.1-30.9

PrOfit DEIOIE TAX ..evviiiieeiiie et 20,194 5,738
20% income tax calculated on the profit for the period ............cccceeviiiiiiee s 4,039 20.0% 1,148 20.0%
Special financial ACHVILIES tAX .......ooiiuiiiiiiiiiii e 846 4.2% 776 13.5%
Expenses (income) Not SUDJECE 10 tAX .......oeiiviiiiiiiiiiiic e (1,436) (7.1%) 75 1.3%
NON-AEdUCEIDIE EXPENSES ..ot e e e e e e e 259 1.3% 235 4.1%
Other dIiffErENCES .....couiiiiiii e (5) (10.02%) 4 0.1%
Effective income tax expense 3,703 18.4% 2,238 39.0%

The Bank is taxed jointly with its subsidiary Islandssjédir hf.
14. Discontinued operations held for sale, net of income tax

2021 2020 2021 2020
1.1-30.9 1.1-30.9 1.7-30.9 1.7-30.9
Net profit (10SS) from fOrecloSed aSSEtS ........c.uviiiiiiiiiiieiiie e 15 (6) (17) 30
Net profit (loss) from disposal groups held for sale . 130 (705) 99 (167)
Net profit from sale of a subsidiary - 427 - 427
INCOME TAX EXPEINSE ...ceiiiiiiiiiitee ettt e ettt e ettt e e e e e bbb e e e e e e e sba b e e e e e e e sasbbeeeeeesnnbneeeas (3) 14 3 (2)
Discontinued operations held for sale, net of income tax 142 (270) 85 288
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15. Earnings per share

Continued operations

Profit for the period

2021 2020 2021 2020

1.1-30.9 1.1-30.9 1.1-30.9 1.1-30.9

Profit attributable to shareholders of the Bank .............ccccviiiiiiiiiiiiccce 16,496 3,803 16,638 3,533
Weighted average number of outstanding shares* ...........c.ccccoiiiiiiiiiie e, 2,000 2,000 2,000 2,000
Basic earnings per share 8.25 1.90 8.32 1.77

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 (2020: none).

* In 2021 the share capital of ISK 10,000 million was divided into 2,000 million outstanding shares of ISK 5 each. As a result the calculation
for earnings per share for comparative periods have been restated.

16. Classification of financial assets and financial liabilities

At 30 September 2021 Mandatorily = Held for  Designated  Amortised Carrying

at FVTPL hedging asat FVTPL cost amount
Cash and balances with Central Bank .............ccccccooovviiii - - - 110,233 110,233
Loans to credit iNSHEULIONS ........c..oiiiiiiiiiiee e - - - 81,117 81,117
Listed bonds and debt instruments . 84,491 - - - 84,491
Listed bonds and debt instruments used for economic hedging .................. 39,050 - - - 39,050
Unlisted bonds and debt instruments ............ RRTPR 58 - - - 58
DEIIVALIVES ....eiiiiiee ittt ettt e et e ettt e e e b e e nnbeeeenees 1,749 625 - - 2,374
LO@NS 10 CUSTOMIEIS ...ttt ettt - - - 1,081,418 1,081,418
Listed shares and equity iNSTTUMENLS .........ccceiiiiiiiiiiiieiiie e 3,237 - - - 3,237
Listed shares and equity instruments used for economic hedging ............... 24,407 - - - 24,407
Unlisted shares and equity iNSIIUMENTS ..........ccoiiiiiiiiiniiiie e 3,812 - - - 3,812
Other financial @SSELS .......cocoeiiiiiiie i - - - 13,009 13,009
Total financial assets 156,804 625 - 1,285,777 1,443,206
Deposits from Central Bank and credit inStitutions .............cccccceeiiiiiieeeenn. - - - 20,409 20,409
Deposits from CUSIOMES .........oiiiieiiiiiiieee e - - - 754,442 754,442
Derivative instruments and short poSitions ...........ccccoiiiiiiiiiiie e, 10,869 - - - 10,869
Debt issued and other borrowed funds .............cccooiiiiiiiiinii e, - 46,013 91,882 259,777 397,672
SUDOIAINALEA I0BNS ....eeiiiiiiiiiii e - - - 36,923 36,923
Other financial liabilities ...........ccvvviviiiiiiiiiiii - - - 30,889 30,889
Total financial liabilities 10,869 46,013 91,882 1,102,440 1,251,204
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16. Cont'd

At 31 December 2020 Mandatorily = Held for  Designated  Amortised Carrying

at FVTPL hedging asat FVTPL cost amount
Cash and balances with Central Bank ...........cccccceeiiiiiiiiieeiiniiieeee e - - - 78,948 78,948
Loans to credit institutions ................ . - - - 89,920 89,920
Listed bonds and debt instruments 90,603 - - - 90,603
Listed bonds and debt instruments used for economic hedging 37,468 - - - 37,468
Unlisted bonds and debt inStruments ...........cccccveiiiiiniiic e 145 - - - 145
DEIIVALIVES ....eeiiiiiee ittt ettt et ettt e e e e b e e aanes 5,639 1,008 - - 6,647
LOANS 10 CUSIOMIEIS . .oviiiiiie ittt e e e e ee e e e e - - - 1,006,717 1,006,717
Listed shares and equity INSTIUMENLS ........cccceiiiiiiiiiiieiiie e 2,933 - - - 2,933
Listed shares and equity instruments used for economic hedging ............... 9,109 - - - 9,109
Unlisted shares and equity iNSIIUMENTS ...........coiiiiiiiiieiiiie e 2,809 - - - 2,809
Other financial @SSELS .......cocoeiiiiiiieie e - - - 3,692 3,692
Total financial assets 148,706 1,008 - 1,179,277 1,328,991
Deposits from Central Bank and credit institutions ............c.ccccovvieiiiieennnn. - - - 39,758 39,758
DepOosSits fromM CUSIOMETS .......coiiuiieiiiiie ittt - - - 679,455 679,455
Derivative instruments and short POSItioNS ...........cccocvveiniiiiniiie e 6,936 - - - 6,936
Debt issued and other borrowed funds ............cccooieiiiiiiiniie e, - 48,032 94,438 244,804 387,274
Subordinated [0aNS .........cooooiiiiii i - - - 27,194 27,194
Other financial liabilities ...........ocoueiiiiiiii e - - - 9,721 9,721
Total financial liabilities 6,936 48,032 94,438 1,000,932 1,150,338

17. Fair value information for financial instruments

Financial instruments carried at fair value

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

The following table shows financial instruments carried at fair value at 30 September 2021 categorised into three levels of fair value hierarchy
that reflect the type of inputs used in making the fair value measurements. The different levels have been defined as follows:

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

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

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

At 30 September 2021 Level 1 Level 2 Level 3 Total
Bonds and debt INSIIUMENTES ..........uuuiiuiiiiiiiiittt bttt raraeaeaeaebeaesesesesessseseeeeeeeeeeeeees 123,541 - 58 123,599
(1= = LAY PPN - 2,374 - 2,374
Shares and equity INSTIUMENTS .......vuiiiiie i e e e e e e e e e e e e e s nnnneeeeas 27,580 - 3,876 31,456
Total financial assets 151,121 2,374 3,934 157,429
SO POSILIONS ...ttt 2,097 - - 2,097
DErVatIVE INSIIUMENTS .....oviiiiiiiiiiiiiiieieieeee ettt e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaaaaaaaaas - 8,772 - 8,772
Debt issued and other borrowed funds designated as at FVTPL .........cccccoooiiiniiiiniineenns 91,882 - - 91,882
Total financial liabilities 93,979 8,772 - 102,751
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17. Contd
At 31 December 2020 Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENTS ..........eiiiiiiiiiii e e 128,071 - 145 128,216
DEIIVALIVES ...ttt ettt e e e ettt e e e e st b e e e e e e bbbt e e e e e e sababeeeaeeaaes - 6,647 - 6,647
Shares and equity INSTIUMENTS .........coiiiiiiiiiie e e 11,931 30 2,890 14,851
Non-current assets and disposal groups held for sale ..............cccocvieviiiiiiiiiiiiii, - - 1,266 1,266
Total financial assets 140,002 6,677 4,301 150,980
SOt POSILIONS ...ttt 737 - - 737
DEriVatiVe INSITUMENTS .....coitiiiiiiie ettt ettt e e e sab e e sbeeesbeeeenne - 6,199 - 6,199
Debt issued and other borrowed funds designated as at FVTPL .........c..ccccccevviiincincns 94,438 - - 94,438
Total financial liabilities 95,175 6,199 - 101,374
Bonds and Shares and Non-
Changes in Level 3 assets measured at fair value debt equity current
instruments  instruments assets
Fair value at 1 JANUAIY 2021 .......ccoieiiiiiiiiieeeieiieeee e e ettt e e e e e sttt e e e e s s bbb e e e e e s e sabb et eeeeessebaeeeeeesnnbeeeaeeaan 145 2,890 1,266
PUFCRASES ...ttt ettt e bt e e kbt e e e s bt e e e bb e e e eabe e e e ab b e e e nnb e e e anteeeatneeean 32 155 -
SAIES oottt ettt (116) - (1,201)
Net gain (loss) on financial instruments recognised in Profit Or 0SS ..........cccceiiiiiiiiiieiiie e (3) 831 -
Net loss on financial instruments recognised in other comprehensive iNCOMe ............cccoceveeviiieinneeenns - - (65)
Fair value at 30 September 2021 58 3,876 -
Bonds and Shares and Non-
debt equity current
instruments instruments assets
Fair value at 1 JANUAIY 2020 .......cooeeiiiiiiiiieeeieiieiee e e e e ettt e e e e e sttt e e e e s anbeeeeeeeaasstsaeeeeeeaannbaeaeeeeannnaeeeaeeann 1,348 6,016 -
PUFCRASES ... ettt e bt e ekt e e e h b e e e e bb e e e eabe e e e ab e e e e nb e e e snteeeantneeean 18 7 -
ST 1 T O P PP P U PP PT R TPUPPRPPPRIN - - (2,028)
Net loss on financial instruments recognised in Profit Or I0SS ...........cooiiiiiiiiiiiiie e (1,256) (2) -
Net gain on financial instruments recognised in other comprehensive iNCOMe ............ccccceeriiieiniineennns - - 114
Transfer to "Non-current assets and disposal groups held for sale" ... - (3,180) 3,180
Other changes 35 49 -
Fair value at 31 December 2020 145 2,890 1,266

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. No transfers between levels took
place during the period.

Valuation process

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

Valuation technigues

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

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 equities that are listed
either domestically or abroad.

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

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

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

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

At 30 September 2021 the Group's Level 3 shares amounted to ISK 3,876 million:

-These include shares in seven professional investment funds and investment companies investing in unlisted equities and specialised
investments in Iceland totalling ISK 2,003 million. The Group receives information from fund managers which use valuation models for the
valuation of these equities.

-Other Level 3 shares amount to ISK 1,873 million.

At 30 September 2021 the Group's Level 3 bonds amounted to ISK 58 million:

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

In April 2021 the Group sold Series C preferred shares in Visa Inc., classified as non-current asset held for sale, amounting to ISK 1,201
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 shows how profit (loss) and total comprehensive income would have been affected if one or more of the inputs for fair
value measurement in Level 3 were changed.

At 30 September 2021 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt iNStrumMENtS ...........ccoooiiiiiiiieeiiiiiiieee e 58 81 16 (29) (58)
Level 3 Shares and equity iNSTIUMENES .........cocciiiiiiiiiiiiiiiiiccie e 3,876 1,139 (71) (1,634) (2,035)
At 31 December 2020 Very
Carrying Very unfavour-
Effect on profit or (loss): amount favourable Favourable Unfavourable able
Level 3 Bonds and debt inStruments ...........cccoceveiiiiiiniiiciic e 145 1,015 773 (132) (145)
Level 3 Shares and equity instruments 2,890 1,897 539 (571) (878)
Effect on comprehensive income:
Level 3 Non-current assets and disposal groups held for sale ..................... 1,266 1,898 949 (633) (1,266)
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18. 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" 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 17.

Total fair Carrying

At 30 September 2021 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............ccccccoooviiiii - 110,233 - 110,233 110,233
Loans to credit iNSTULIONS ..........cociiiiiiiiiiec e - 81,117 - 81,117 81,117
LOANS 10 CUSIOMIEIS . .ooiiiiiie et e e e e e e e e e ee e e aees - - 1,083,476 1,083,476 1,081,418
Other fiNANCIal @SSELS ........vvviviiiiiiiiiii e e - 13,009 - 13,009 13,009
Total financial assets - 204,359 1,083,476 1,287,835 1,285,777
Deposits from Central Bank and credit institutions ............c.ccccovvveeenineennee. - 20,450 - 20,450 20,409
Deposits from CUSIOMES .........oiiiieiiiiiiiee e - 754,511 - 754,511 754,442
Debt issued and other borrowed funds ...............euvviviviiiiiiiiiiiiiiiieereeeeeeeeeenns 202,830 115,414 - 318,244 305,790
Subordinated [0aNS .........cooooiiiiiii - 37,832 - 37,832 36,923
Other financial liabilities ...............cooiiiiiiiie e - 30,889 - 30,889 30,889
Total financial liabilities 202,830 959,096 - 1,161,926 1,148,453

Total fair Carrying

At 31 December 2020 Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank .............ccccccoovvviiiiiiii - 78,948 - 78,948 78,948
Loans to credit INSHULIONS ..........cvviiiiiiiiiiiiiiiiececeecee e - 89,920 - 89,920 89,920
Loans to customers .............. - - 1,010,315 1,010,315 1,006,717
Other financial assets - 3,692 - 3,692 3,692
Total financial assets - 172,560 1,010,315 1,182,875 1,179,277
Deposits from Central Bank and credit inStitutions .............cccoceeeiiiiiieeeenn. - 39,827 - 39,827 39,758
Deposits from CUSIOMETS .......ooiuiiiiiiieeiiie et - 679,607 - 679,607 679,455
Debt issued and other borrowed funds .............c..euvviviviiiiiiiiiiiiiieieieeeeeeeeeeeeens 194,849 112,165 - 307,014 292,836
Y0 o o] o [T F=1 C=To I [0 = oL SRR - 26,003 - 26,003 27,194
Other financial liabilities .. - 9,721 - 9,721 9,721
Total financial liabilities 194,849 867,323 - 1,062,172 1,048,964
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19. Offsetting financial assets and financial liabilities

The following tables show reconciliation to the net amounts of financial assets and financial liabilities, which are subject to offsetting,
enforceable master netting agreements and similar agreements.

Amounts not set off but subject to master

Financial assets subject to netting arrangements and similar
netting arrangements agreements
Net amount after ~ Assets outside  Total financial
Financial Netting Financial consideration of the scope of assets
assets with Cash instruments  potential effect offsetting  recognised in
before  financial Net financial Financial collateral collateral of netting disclosure the balance
At 30 Septem ber 2021 netting liabilities assets liabilities received received  arrangements requirements sheet
Reverse repurchase agreements .. 89 - 89 - - - 89 - 89
Derivatives ........cccceeeeeviiiiieeeeeins 2,374 - 2,374 (834) (484) (209) 847 - 2,374
Total assets 2,463 - 2,463 (834) (484) (209) 936 - 2,463
At 31 December 2020
Reverse repurchase agreements .. 898 - 898 - - - 898 - 898
Derivatives .........ccccovveeeiieeeiiineens 6,647 - 6,647 (761) (4,330) (187) 1,369 - 6,647
Total assets 7,545 - 7,545 (761) (4,330) (187) 2,267 - 7,545

Amounts not set off but subject to master

Financial liabilities subject to netting arrangements and similar
netting arrangements agreements
Net amount after Liabilities outside  Total financial
Financial Netting Financial consideration of the scope of liabilities
liabilities with Cash instruments  potential effect offsetting  recognised in
before  financial Net financial Financial collateral collateral of netting disclosure the balance
At 30 Septem ber 2021 netting assets liabilities assets pledged pledged  arrangements requirements sheet
Derivative instruments and
short positions ..........cccceveeevieeene 10,869 - 10,869 (834) (500) - 9,535 - 10,869
At 31 December 2020
Derivative instruments and
SNOIt POSItIONS ..o, 6,936 - 6,936 (761) (504) - 5,671 - 6,936

20. Cash and balances with Central Bank
30.9.2021 31.12.2020

(1 o a1 0 F= T2 Lo 3,775 3,814
Balances WIth CeNIAl BANK .........o.uueiiiiiiiiii ittt ettt e e e et et e e e e e e bbb et e e e e e aasbbe e e e e e e snbeneeeeeeannbnneeeeaeanes 97,527 65,585
Balances with Central Bank subject to Special reStHCHONS ........c..eiiiiuiiiiiiii e - 1,288
Included in cash and cash equivalents 101,302 70,687
Cash and balances pledged as collateral to Central Bank .............cccoiiiiiiiiiiiiiie e 588 288
Mandatory reserve deposits With Central BANK .............c..ueiiiiiiiiiiiie e e e e e e s banees 8,343 7,973
Cash and balances with Central Bank 110,233 78,948
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21. Loans to credit institutions
30.9.2021 31.12.2020

MORNEY MATKEL IOBNS ...ttt ettt oottt e e ookttt e e e e ookt bttt e e e e aa bbbt e e e e e e s abe s e e e e e e sbbbbeeeeeeanbbbeeeeeeeansnbeeeaeeaannnes 46,562 43,646
Lo 1= oo o 10| £SO 34,555 46,269
(@11 1T (0T T a1 USSR - 5
Loans to credit institutions 81,117 89,920

22. Derivative instruments and short positions

Notional Notional
values values
At 30 September 2021 related to related to
Assets assets Liabilities liabilities
INTEIESE FALE SWAPS ... 1,203 147,931 3,286 86,564
CroSS-CUITENCY INLEIESE AR SWAPS ...eieiuveieiuiieeaiiiieeiieeeaiiee e sttt e e sbeeestbeeesbeeessneeessieeeeannee - - 149 17,973
EQUILY FOTWAITS ..ottt et e e e s sttt e e e e s et ab e e e e e e e annnees 144 3,688 3,991 17,501
Foreign exchange fOrWArAS ............c.eooiiiiiiiiie e 124 7,020 251 7,654
FOreign EXCRaNQE SWAPS ....ceieeiiiiiiiieeeieiieiie e e e e ettt e e e e sttt e e e e sttt e e e e e e sntateeeeeesannnaeeeaeeans 647 21,631 1,044 66,889
20T 0o I8 (0] V7 T (o PR PRPRN 256 38,911 51 7,360
Derivatives 2,374 219,181 8,772 203,941
Short positions i ISted DONAS .........ooiiiiiiii e - - 2,097 1,362
Total 2,374 219,181 10,869 205,303
At 31 December 2020
INEEIESE FALE SWAPDS ....eiieiiiiiiii ettt e ettt e e e et e e e et e e e e s e bbb e e e e e e e anbnneeeeas 1,888 181,914 3,581 62,275
CroSS-CUIreNnCY iNtEreSt FAte SWEAPS ....vvveieeeiiiieeieeeeeiiiieieeeessiteeeeeeessnreeeeeesannsneeaeesasnsnnees 2,861 63,067 45 3,171
EQUILY FOTWAITS .....eeeieiiiie ettt et e ettt e e et e e e snbeeesnbeeeanee 7 813 1,488 6,702
Foreign exchange fOrWAIAS ..........ooiiiiiiiei e e s e e e e e enaeeeeas 70 4,010 362 8,582
FOreign eXChanQe SWAPS .....ccuueiiiiiiiiiiiie ettt et e st e et e s nnbe e e anaee s 1,738 32,227 435 24,101
Foreign exchange options - - 1 25
Bond forwards 83 10,907 287 29,596
Derivatives 6,647 292,938 6,199 134,452
Short positions N iISted DONAS ..........coiiiiiiii e - - 737 550
Total 6,647 292,938 6,936 135,002

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 32) arising from changes in EURIBOR benchmark interest rates. The Group applies fair value
hedge accounting to the hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly
effective, the Group assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 September 2021 the total fair
value of the interest rate swaps was positive and amounted to ISK 625 million (2020: ISK 1,008 million) and their total notional amount was
ISK 45,270 million (2020: ISK 46,830).
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23.

24.

Financial Statements third quarter 2021

Loans to customers
Net
At 30 September 2021 Gross carrying amount Expected credit losses carrying
Stage 1 Stage 2 Stage 3 Stage 1 Stage 2 Stage 3 amount
INAIVIAUAIS ... 500,151 9,945 5,560 (1,217) (259) (625) 513,555
Commerce and SEIVICES ........ocvvvueeiiiieeriiieeeiieeeniinens 87,881 76,617 6,938 (618) (3,884) (2,767) 164,167
CONSLIUCHION ... 33,170 1,797 1,699 (299) (69) (105) 36,193
ENEIQY «ooveeieiieeee e 9,420 119 - (29) (2) - 9,508
Financial services ............ 2,025 1 - (1) - - 2,025
Industrial and transportation ...........ccccceevvieeenieeennne. 61,794 25,973 4,573 (291) (356) (1,943) 89,750
Investment COMPANIES ...........covevivieiiiiieiiiee e 19,209 3,446 655 (319) (300) (124) 22,567
Public sector and non-profit organisations ................ 9,874 59 2 (15) - (1) 9,919
Real ESTALE ....ovvviieieiiieeiie e 89,017 24,551 2,499 (415) (591) (542) 114,519
Seaf00d .....ccviiiiiiii i 119,212 200 88 (209) (9) (67) 119,215
Loans to customers 931,753 142,708 22,014 (3,413) (5,470) (6,174) 1,081,418
At 31 December 2020
INAIVIAUALS ... 423,570 9,011 7,561 (1,608) (254) (903) 437,377
Commerce and services .. veveeeee. 60,062 64,350 5,958 (511) (3,151) (2,448) 124,260
CONSLIUCHION ..ot 36,551 5,420 997 (283) (195) (138) 42,352
ENEIQY «ooveeieeieei e 7,997 701 - (17) (8) - 8,673
Financial SErviCes .........ooooevieiiiiiiieicccccee e 1,539 - - - - - 1,539
Industrial and transportation ...........cc.cceeevieeenieeennee. 46,526 30,971 3,989 (243) (783) (1,899) 78,561
Investment COMPANIES ...........cocveriiieiiiiieriiee e 15,287 5,504 3,628 (268) (427) (284) 23,440
Public sector and non-profit organisations ................ 10,869 58 1 (17) - - 10,911
REAI BSTALE ....oovvvevieciie e 112,189 42,169 6,794 (461) (1,655) (1,534) 157,502
Seaf00d .....ccviiiiiiiiiec 120,845 1,365 319 (237) (9) (181) 122,102
Loans to customers 835,435 159,549 29,247 (3,645) (6,482) (7,387) 1,006,717
Expected credit losses
Total allowances for expected credit losses
Stage 1 Stage 2 Stage 3 Total
Cash and balances with Central Bank .............coccuiiiiiiiiiiiciic e 3 - - 3
Loans to Credit INSHIULIONS ..........oiii e e e 99 - - 99
[0 T R (o oAU ] (0] 4 =] £ SRR 3,413 5,470 6,174 15,057
Other fINANCIAL BSSELS .....c..eiiiiiie et e e e e seeree s 28 4 - 32
Off-balance sheet loan commitments and financial guarantees ..............cccccceevvveeiniieeennns 497 358 137 992
At 30 September 2021 4,040 5,832 6,311 16,183
Cash and balances with Central BanK ..............eoiiiiiiiiiiiieiiiiiiee e 2 - - 2
Loans to Credit INSHEULIONS .........uiiiiiii e 109 - - 109
LOGNS 10 CUSTOMIEBIS ...ttt ettt ettt e e e e et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e 3,645 6,482 7,387 17,514
Other fINANCIAI ASSELS ........eiiiiiiii e 15 4 - 19
Off-balance sheet loan commitments and financial guarantees ..............cccccoeiiieeeeennnnns 347 483 225 1,055
At 31 December 2020 4,118 6,969 7,612 18,699
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24. Cont'd

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

Loans to customers

Stage 1 Stage 2 Stage 3 Total
AL L JANUANY 2021 ..ttt 3,645 6,482 7,387 17,514
TranSTEr t0 STAGE 1 .. ..veiiiiiiiiitie ettt 1,124 (952) (172) -
Transfer t0 STAGE 2 .....viiiiiiieei s (302) 1,271 (1969) -
TranSTEr t0 STAGE 3 .. .ueiiiiiiii ittt (32) (860) 892 -
Net remeasurement of loss allowance ....... (2,831) (1,521) (1,609) (5,961)
New financial assets originated or purchased .. 2,216 1,341 2,025 5,582
Derecognitions and maturities .... (407) (288) (1,151) (1,846)
WINIE-OffS . - (3) (798) (801)
Recoveries of amounts previously written off ... - - 255 255
FOreign XCANGE ......veiiiiiiie ettt - - (5) (5)
UNWINAING OF INEEIEST ......iiiiiiiiiiii e - - 319 319
At 30 September 2021 3,413 5,470 6,174 15,057
AL L JANUAIY 2020 ...ttt e e e et e e e et e e e e b r e e e e e e r e e e e e nnnnes 3,645 953 5,700 10,298
Transfer t0 STAGE 1 .....viiiiiiieei e e 3,577 (2,827) (750) -
TranSTEIr 0 STAGE 2 ....ueeiiiiiie ettt ettt naeas (1,743) 3,200 (1,457) -
Transfer t0 STAGE 3 .. ..o e (171) (1,314) 1,485 -
Transfer to "Non-current assets and disposal groups held for sale” ............c.ccccevveeennnen. (50) (12) (83) (145)
Net remeasurement Of 10SS AlIOWANCE ............uuuuiriimiiiiiiiiiiiireieiirerereereeereereereereerereeereeeeaes (3,316) 6,024 1,201 3,909
New financial assets originated or pUrchased .............ccoccuveiiiiiiiiiie e 2,104 597 2,516 5,217
Derecognitions and MALUFILIES .........coocuiiiiiiieiiiie ittt (401) (139) (404) (944)
ATV (SR o)1 T PP - - (1,498) (1,498)
Recoveries of amounts previously Written Off ... - - 159 159
FOrEIgN EXCHANGE ...ttt ettt e e neeeas - - 37 37
UNWINAING OF INTEIEST ......eiiiiiiiiiic et - - 481 481
At 31 December 2020 3,645 6,482 7,387 17,514
Off-balance sheet loan commitments and financial guarantees

Stage 1 Stage 2 Stage 3 Total
AL L JANUAIY 2021 ...ttt e e e e ettt e e e e e e e e e s b e r e e e e e e e babre e e e e e nnnne 347 483 225 1,055
Transfer t0 STAGE 1 .....viiiiiiieii s 71 (54) (17) -
TrANSTEI 10 STAGE 2 ...eeiiiiiiiiie et e et e e e e et e e e e re e s (10) 46 (36) -
Transfer t0 STAGE 3 .. ..eiiiiiiie et (1) (12) 13 -
Net remeasurement of loss allowance ....... (369) (148) (45) (562)
New loan commitments and financial guarantees ... 522 126 25 673
Derecognitions and MALUNLIES ..........cooiiiiiiiiiiei e e e e (63) (83) (28) (174)
At 30 September 2021 497 358 137 992
AL L JANUAIY 2020 ...ttt e e e e et e e e e e r e e e e e nbr b e e e e e e e bab e e e e e e e annne 403 55 231 689
Transfer t0 STAGE 1 .....viiiiiiiet e 230 (146) (84) -
TrANSTEI 10 STAGE 2 ..eeeiiiiiiiiie ettt e e e e et e e e e e e bbb e e e e e e nnreeeeas (74) 252 (178) -
BT a5 (G (0TS - Vo [ I PSR (11) (53) 64 -
Net remeasurement of 10SS @llOWANCE ...........ccoiiiiiiiiiiiiiiiei e (466) 269 103 (94)
New loan commitments and financial gUArantees ...........ccccoveuveiiieeeiiiiiie e 376 166 128 670
Derecognitions and MAatUNLIES .........ccooiiiiiiiiieee ittt e e abe e e e e e (111) (60) (39) (210)
At 31 December 2020 347 483 225 1,055
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25. Investments in subsidiaries and associates

Investments in subsidiaries 30.9.2021 31.12.2020
islandssjéair hf., a fund management company, Hagasmari 3, 201 KOPavOgUT ............c.cceueevevevennnns Iceland 100% 100%
Allianz Island hf., an insurance agent, Dalshraun 3, 220 Hafnarfiordur ..............cccceeveeeeveceeeeeenennne. Iceland 100% 100%

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

Investments in associates 30.9.2021 31.12.2020
Audkenni ehf., an information security company, Borgartin 31, 105 Reykjavik* ..........cccccooeeiiiieennne. Iceland 23.8% 23.8%
JCC ehf., a cash centre service company, Sundaborg 15, 108 Reykjavik ..........cc.cccovieriiiniiniicinennnn, Iceland 33.3% 33.3%
Reiknistofa bankanna hf., an IT service centre company, Katrinartin 2, 105 Reykjavik .............c.cc...... Iceland 30.1% 30.1%

*On 1 July 2021 islandsbanki hf. signed an agreement to sell its 23.8% stake in Audkenni ehf. to the Icelandic State Treasury. This sale is,
however, subject to approval by the Icelandic Competition Authority. Therefore, the Group has not recognised the sale nor the resulting profit
at the end of the reporting period.

26. Property and equipment

Right-of-use Fixtures,
At 30 September 2021 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the YEar .........c..ueiiiiiiii e 3,058 4,729 3,119 10,906
Additions during the PEIOMT ..........eiiiiiiiiiiie e e s siaee e 30 133 96 259
Disposals and write-offs during the period ............ccocuveiiiiiiiiiiiii e - - (129) (129)
REMEBASUINBIMENT ....uiiiiieieeet et e e e et e e e et e e e tb e e e e e e eaba e e eeeaeees - 115 - 115
Historical cost 3,088 4,977 3,086 11,151
Balance at the beginning of the YEar ..o (1,340) (1906) (1,319) (3,565)
Depreciation during the PErOd ..........cooiiiiiiiiiiiii e (15) (325) (282) (622)
Disposals and write-offs during the Period .............cocueeiiiiiiiiiie e - - 118 118
Accumulated depreciation (1,355) (1,231) (1,483) (4,069)
Carrying amount 1,733 3,746 1,603 7,082
Right-of-use Fixtures,
At 31 December 2020 Land and assets: equipment
buildings Buildings & vehicles Total
Balance at the beginning of the Year ... 4,096 4,634 4,068 12,798
Additions dUNG thE YEAK .....coiuiiiiiiiee et e e 35 - 441 476
Disposals and write-0ffs during the Year ..........cocceiiiiiiiiici e (120) (69) (583) (772)
REMEASUIEMENT ...t - 184 - 184
Transfer to "Non-current assets and disposal groups held for sale" .................cc..ccccocee (1953) (20) (807) (1,780)
Historical cost 3,058 4,729 3,119 10,906
Balance at the beginning of the Year ... (1,447) (420) (1,763) (3,630)
Depreciation during the YEAT .........ooi i e e (19) (421) (1398) (838)
Disposals and write-0ffs during the Year ..........cocceiiiiiiiiiiciec e 17 (67) 455 405
Transfer to "Non-current assets and disposal groups held for sale" ...........ccccccoeviiineenn. 109 2 387 498
Accumulated depreciation (1,340) (906) (1,319) (3,565)
Carrying amount 1,718 3,823 1,800 7,341
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27. Other assets
30.9.2021 31.12.2020

Lot V7= o] L= USSR 1,303 1,767
Unsettled SECUNTIES trANSACTIONS ........ciiiiiiiiiiieeeeee e 10,988 1,550
2o 1 =PSRN 246 200
e (=] o L= o =) (o [T Yo U PPPTTN 478 181
(Do (=T =T IR e D T TT=Y £ SRR 826 259
(©1 [T 1T =Y OO PPPPPPPPPPPPPPPRY 113 168
Other assets 13,954 4,125

28. Non-current assets and disposal groups held for sale
30.9.2021 31.12.2020

Repossessed collateral:

(=g o I Ta (o o101 o [T To PSPPSR UPRR PR 635 1,548
Industrial equIPMENt AN VERNICIES .........iiiiiiiiii ettt sbee e e 2 7
Assets of disposal groups classified as held fOr SAIE ..o 301 1,618
Non-current assets and disposal groups held for sale 938 3,173

29. Deposits from Central Bank and credit institutions

30.9.2021 31.12.2020

Deposits from Credit INSTLULIONS ..........viiiiie ittt e et e e e e ettt e e e e e e astabeeeeeesannbaeeeeeesannteeeeeeeaannnneeeeens 20,340 39,650
Repurchase agreements With Central BANK ............couiiiiiiiiiiiiieiiiee ettt e e st eaaneeeas 69 108
Deposits from Central Bank and credit institutions 20,409 39,758

30. Deposits from customers
30.9.2021 31.12.2020

Demand deposits and deposits with maturity up to 3 months .... 671,017 582,746

Term deposits with maturity of more than 3 MONTNS .........ooiiiiiii e e e eee e 83,425 96,709
Deposits from customers 754,442 679,455
Deposits from customers specified by owners 30.9.2021 31.12.2020
Amount % of total Amount % of total
Central government and state-owned eNnterpriSes ..........couuuiieieeiiiiiiieee e 13,364 2% 8,145 1%
MUNICIPANTIES ..eveieeiieiiie et e e e e st e e e e e ettt e e e e s sntabeeeeeesnnnbaeeaeeeannenees 10,878 1% 7,561 1%
(0] 191 o= 1112 TP P PP PPT T PPPPPPRPN 384,275 51% 326,799 48%
[T TV To U= RS 345,925 46% 336,950 50%
Deposits from customers 754,442 100% 679,455 100%
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31. Pledged assets

30.9.2021 31.12.2020

Financial assets pledged as collateral against abilities ............cccuiiiiiiiii e 286,759 236,901
Financial assets pledged as collateral with the Central Bank .............cc.eoiiiiiiiiiiiiiiiiecee e 7,824 5,088
Financial assets pledged as collateral in foreign DanKS .............cooiiiiiiiii e 1,166 167
Pledged assets against liabilities 295,749 242,156

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 Bank owns covered bonds for its own use which accounts for a portion of the pledged assets. The carrying amount of
these bonds at 30 September 2021 was ISK 22,997 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.

32. Debt issued and other borrowed funds

Issued Maturity Interest 30.9.2021 31.12.2020
Covered bonds in ISK 2019-2020 2021 Atmaturity  Fixed rates - 5,076
Covered bonds in ISK 2015-2021 2023 Atmaturity  Fixed rates 40,718 29,496
Covered bonds in ISK 2020-2021 2027 Amortising Fixed rates 20,837 5,386
Covered bonds in ISK - CPI-liNKed .........oocovvveiiiiiiiiiiee e 2015-2017 2022 Atmaturity  Fixed rates 19,745 19,228
Covered bonds in ISK - CPI-linked ...........cocveeeeiiiiiiiiieeeeeeeeeee 2012-2018 2024 At maturity Fixed rates 37,420 36,797
Covered bonds in ISK - CPI-liNKed .........cocovvveeiiiiiiiiiiee e 2015-2018 2026 Atmaturity  Fixed rates 29,680 28,571
Covered bonds in ISK - CPI-linked ...........cocvveeeiiiiiiiiieeeeeeeeee, 2019-2020 2028 Amortising Fixed rates 23,129 25,606
Covered bonds in ISK - CPI-liNKed .........coooevveeiiiiiiiiiiee e 2017-2018 2030 At maturity  Fixed rates 27,206 26,285
Covered bonds 198,735 176,445
Senior unsecured bonds in SEK .........cccccoovciiiiie e, 2018 2021 Atmaturity  Fixed rates - 1,553
Senior unsecured bonds in SEK ..., 2018-2019 2021 At maturity  Floating rates - 6,630
Senior unsecured bonds in SEK .........cccccoovciiiiie e, 2018 2021 Atmaturity  Floating rates - 14,832
Senior unsecured bonds iN EUR ..........ooooiiiiiiiiiiiiiciis 2019 2021 At maturity  Floating rates - 1,795
Senior unsecured bonds in SEK* ...............cc 2018 2022 At maturity  Floating rates - 15,574
Senior unsecured bonds in EUR** ... 2019 2022 At maturity ~ Fixed rates 45,832 47,494
Senior unsecured bonds iNn NOK ............uevviiiiiiiiiiiiiiiieieieieeeneeens 2019 2022 At maturity  Floating rates 14,905 14,982
Senior unsecured bonds in EUR*™* ............cccciiiieiiiiieee e 2018 2024 At maturity  Fixed rates 46,013 48,032
Senior unsecured bonds iN NOK ............uvvviiiiiiiiiiiiiiiieieeeeeeereeens 2019 2024 At maturity  Fixed rates 6,095 6,187
Senior unsecured bonds iN ISK ........ccoooiiiiiiiiiiiiiis 2019 2024 Amortising Floating rates 2,280 2,664
Senior unsecured bonds in EUR** ................ccccciii e, 2020 2023 At maturity ~ Fixed rates 46,050 46,944
Senior unsecured bonds iN ISK .........cccoviiiiiiire i 2020-2021 2025 At maturity  Fixed rates 4,015 2,709
Senior unsecured bonds in NOK ... 2021 2024 At maturity  Floating rates 9,289 -
Senior unsecured bonds in SEK ............cooooeiiiiiii e, 2021 2024 At maturity  Floating rates 6,683 -
Senior unsecured bonds iN NOK ............uevviiviiiiiiiiiiiiieieieeeeerenens 2021 2025 At maturity  Floating rates 11,100 -
Senior unsecured bonds in SEK ............oooooeiiiiii e, 2021 2025 At maturity  Floating rates 6,675 -
Bonds issued 198,937 209,396
BIlIS ISSUBM ...ttt ettt e btk e e h e Rt Rt h e e e b bt eh b et e e e e e h et e n b et e nbn e ene - 1,433
Debt issued and other borrowed funds 397,672 387,274
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32.

Contd

*The Bank repurchased own bonds during the period amounting to ISK 14,873 million.

**These bond issuances are classified as being designated as at fair value through profit or loss. At 30 September 2021 the total carrying
amount of the bonds amounted to ISK 91,882 million and included in the amount are fair value changes amounting to ISK 1,005 million. The
carrying amount of the bonds at 30 September 2021 was ISK 607 million higher than the contractual amount due at maturity.

***The Group applies hedge accounting to this bond issuance and uses certain EUR denominated interest rate swaps as hedging
instruments (see Note 22). The interest rate swaps are hedging the exposure of the Group's changes in the fair value of this fixed-rate EUR
denominated bond arising from changes in EURIBOR benchmark interest rates. The Group applies fair value hedge accounting to the
hedging relationships and for the purpose of evaluating whether the hedging relationship is expected to be highly effective, the Group
assumes that the benchmark interest rate is not altered as a result of IBOR reform. At 30 September 2021 the total carrying amount of the
bond issuance amounted to ISK 46,013 million and included in the amount are fair value changes amounting to ISK 470 million.

The Bank has issued additional covered bonds for its own use, for example for the purpose of securities lending with regards to market
making agreements. These covered bond amounts are not included in the total.

33. Subordinated loans
Issued Maturity Callable Interest 30.9.2021 31.12.2020
Subordinated loans in SEK ..........cccccooviiveveee e, 2017 2027 2022 Floating, STIBOR + 2.0% 11,125 11,646
Subordinated loans in SEK ..........ccccoovviieieeeeiiiieen. 2018 2028 2023 Floating, STIBOR + 2.5% 7,412 7,775
Subordinated loans in SEK ..........cccccooviiveeeee e, 2019 2029 2024 Floating, STIBOR + 3.9% 7,386 7,773
Tier 2 subordinated loans 25,923 27,194
Subordinated loans in SEK ..........cccccooviiveeeee e, 2021 Perpetual 2026 Floating, STIBOR + 4.75% 11,000 -
Additional Tier 1 subordinated loans 11,000 -
Subordinated loans 36,923 27,194
34. Changes in liabilities arising from financing activities
Non-cash changes
Interest Foreign  Fair value
1.1.2021 Cash flows expense  exchange changes 30.9.2021
Covered bonds iN ISK .........oooiiiiiiiiee e 39,958 19,914 1,683 - - 61,555
Covered bonds in ISK - CPI-linked 136,487 (6,353) 7,046 - - 137,180
Senior unsecured bonds iN ISK .........cccoviiiiiiire i 5,373 795 127 - - 6,295
Senior unsecured bonds FX .......cc.oeiiiiiiiiiiiieieee e 61,553 (5,974) 694 (1,526) - 54,747
Senior unsecured bonds FX at fair value ...........c.ccccoveiinieenns 94,438 (513) 547 (3,141) 551 91,882
Senior unsecured bonds used for hedging . 48,032 (526) 409 (1,549) (1353) 46,013
Other borrowed funds .... . 1,433 (1,440) 7 - - -
Subordinated 10aNS ..........cceeeiiiieiiiie e 27,194 10,441 518 (1,230) - 36,923
Total 414,468 16,344 11,031 (7,446) 198 434,595
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34. Cont'd
Non-cash changes
Interest Foreign  Fair value
1.1.2020 Cash flows expense  exchange changes 31.12.2020
Covered bonds iN ISK ........cooiiiiiiieece e 24,088 14,400 1,470 - - 39,958
Covered bonds in ISK - CPI-linked ... 125,975 2,532 7,980 - - 136,487
Senior unsecured bonds iN ISK ... 3,553 1,728 92 - - 5,373
Senior unsecured bonds FX ... 58,892 (7,093) 1,013 8,741 - 61,553
Senior unsecured bonds FX at fair value ..........cccccccovvieeiiineennns 49,352 38,069 608 6,468 (59) 94,438
Senior unsecured bonds used for hedging ...........cccoceevviieennnen. 41,816 (463) 566 6,061 52 48,032
Other borrowed funds ..........cooooiiiiiiiiiciceccc s 2,705 (1,330) 58 - - 1,433
Subordinated 10aNS ..........cceiiiiiieiiii e 22,674 (738) 763 4,495 - 27,194
Total 329,055 47,105 12,550 25,765 (7) 414,468
35. Other liabilities
30.9.2021 31.12.2020
J Yool (VT | E PRI 2,491 2,311
LEASE NHADIILIES ....eeeieeitie ettt ettt ekttt ekt e e et e e e hb e e e e a bt e e e abb e e e e ab e e e e Ee e e e bbb e e e nbr e e e nneeennaeas 3,895 3,962
Provision for effeCcts Of COUM FUINGS .....c.viiiiiiii et 288 288
Expected credit losses for off-balance sheet loan commitments and financial guarantees ............cccccoeeeiviieeniineenne 992 1,055
WIRNOIAING 18X ...ttt 483 915
Unsettled securities transactions ... 22,639 1,379
Sundry liabilities .......ccevviiiie i 1,603 1,983
Non-current liabilities and disposal groups held for SAIE .............oooiiiiiiiiii e 29 27
Other liabilities 32,420 11,920
36. Custody assets
30.9.2021 31.12.2020
Custody assets - Not managed DY the GrOUP ..........eooiiiiiiiiiie e e et e e e e e e saebr e e e e e e annees 3,264,900 2,863,328
37. islandsbanki's shareholders
The following table shows the ten largest shareholders of the Bank. 30.9.2021 31.12.2020
THhe 1CEIANAIC GOVEINIMENT ... ...ttt e e e ettt e e e e et e et e e e e e aab bttt e e e e s s n bbb e e e e e e e nnbnbeeeeeeanssbeeeeeesannnbneeas 65.00% 100%
(0= o1 v= T €1 (010 ] o I T O O PP PRSP PP OUPPPPPPRN 4.32% -
LIVE PENSION FUNG ...ttt oo ettt e e e oot b bttt e o4 ek bbbttt e e e e R h b e et e e e e e nbbb et e e e e e ambnbe e e e e e eannnneeeaeeaas 3.36% -
L1 Lo [ =1 7 To ] o N 0o To S 3.34% -
(ST 2 3 =T o K] o] o T U o T PP T PP PP PP PP PP 2.92% -
RWC ASSEE MANAGEIMENT ....iiiiiiiie ettt e ettt e et e e e e et e e e e e st e et e e e e e s et e e e e e ssr e e e e e e s e s st n et e e e e e sabnr e e e e e e e annnnnneas 1.28% -
[[oT=] F=T g To [ T oo LT UT T OPPTPRPN 0.97% -
KVIKB DANKI T, L.ttt e e 0.93% -
Landsbankinn - NOMINEE ACCOUNTE L .......coiiiiiiiiieiee ettt e ettt e e e e e bt e et e e e e s b e e e e e e e s e aabb b e e e e e e anbbeeeeaeeannbneeaaeaan 0.84% -
AIMENNT PENSION FUNG ...ttt st e et e e e n e e st e e neeseeesnreenreesnneenne 0.82% -
Other shareholders with less than 0.82% Shareholding ...........cooiuiiiiioiii e 16.22% -
Total 100% 100%
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38. Related party

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

described in IAS 24.

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

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

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

transactions with third party counterparties.

Cash and balances with the Central Bank are disclosed under Note 20 and Deposits from the Central Bank are disclosed under Note 29.

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

Commitments,
guarantees &

At 30 September 2021 Assets Liabilities Net balance overdrafts
Shareholders with control OVer the GroUP ...........ccueiiiiiiiiiiie e - - - 2
Board of Directors, key management personnel and other related parties ....................... 483 942 (459) 63
ASSOCIAtEA COMPANIES ... ..eiiiiiiiieiiie ettt ettt e et e e eab e et e e abe e e e anbe e e sbeeeseneeas 11 802 (791) 229
Balances with related parties 494 1,744 (1,250) 294
Interest Interest Other Other
1 January - 30 September 2021 income expense income expense
Shareholders with control OVer the GroUP ...........ccueiiiiiiiiiiie e - - 281 -
Board of Directors, key management personnel and other related parties ....................... 15 8 2 2
ASSOCIAtEA COMPANIES ... ..eiiiiiiiieiiie ettt ettt e et e e eab e et e e abe e e e anbe e e sbeeeseneeas 1 1 1 1,117
Transactions with related parties 16 9 284 1,119
Commitments,
guarantees &
At 31 December 2020 Assets Liabilities Net balance overdrafts
Shareholders with control oVer the GroUP ...........eeeiiiiiiiiiiie e - - - 3
Board of Directors, key management personnel and other related parties ....................... 440 393 a7 45
AsSSOCIated COMPANIES ........cocuiiiiiiiiiiiiii et 31 342 (311) 228
Balances with related parties 471 735 (264) 276
Interest Interest Other Other
1 January - 30 September 2020 income expense income expense
Board of Directors, key management personnel and other related parties ....................... 10 7 1 -
ASSOCIAEA COMPANIES ....uveiiieieeeiiiiiieee e ettt eee e e s st eaeeeasteaereeeeesnssteeeeeesanssaeaeeeeaanraneeeeens - 6 1 1,172
10 13 2 1,172

Transactions with related parties

At 30 September 2021 total of ISK 1 million (at year-end 2020: none) were recognised as Stage 1 expected credit losses. No share option

programmes were operated during the period.
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39. Contingencies

Contingent liabilities

Borgun hf. — Landsbankinn hf.

Borgun hf., (currently SaltPay IIB hf.) a former subsidiary of islandsbanki, is a payment acquirer and issuing processor. Landsbankinn hf.
sold its 31.2% stake in Borgun hf. in late 2014. Landsbankinn claims that Borgun's management did not disclose all available information
that might have affected the value of Borgun hf. during the sales process, namely the value of its stake in Visa Europe which was sold to
Visa International shortly after the Borgun hf. sale. In order to reclaim the alleged loss, Landsbankinn filed a lawsuit against Borgun hf. and
others on 12 January 2017, claiming the right to damages for having been deprived of the true value of the stake involved in the sale.
Landsbankinn does not quantify the claim, but its estimate of the lost profit from having sold its shares in Borgun hf. is approximately ISK
1,930 million. Court appointed assessors presented their assessment in November 2019. A reassessment was demanded, and the senior
assessors appointed by the court presented their reassessment in April 2021 which corroborates the previous assessment of Borgun's
obligation to disclose. Further, the senior assessors estimated that Borgun's share in Visa as of 31 December 2013 would have amounted to
at least ISK 387 million. The main hearing of the case is scheduled on 22 January 2022.

On 11 March 2020, the Bank signed an agreement to sell its 63.47% stake in Borgun hf. to Salt Pay 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 hf. 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.
The Group has not recognised a provision as a result of this event.

105 Midborg slhf. - [AV hf.

In March 2021 the professional investor fund 105 Midborg slhf., operated by Islandssjédir (Iceland Funds), a wholly owned subsidiary of the
Bank, terminated its contractor agreement with IAV hf., a contractor that had been retained for a real estate project at Kirkjusandur in the
centre of Reykjavik. The main reason for the termination was the alleged and significant non-performance and delays in the construction of
one building on the premises. The contractor, [AV hf., has claimed approximately ISK 3,829 million in damages plus late payment interest
and legal costs from 105 Midborg slhf. and Iceland Funds for the alleged unlawful termination. The case was filed on 11 May 2021 at the
District Court of Reykjavik. In a written brief of dismissal, Iceland Funds opposed their involvement in the case on the basis that the
contractual relationship was between IAV hf. and 105 Midborg slhf. Further, the 105 Midborg slhf. has issued a subpoena against AV hf.
claiming approximately ISK 3,878 million plus late payment interest and legal cost due to delay and significant breaches of contract. The
Bank owns a 6.25% stake in the 105 Midborg slhf. The Group has not recognised a provision in respect of this matter.

Threatened lawsuit by the Consumers' Association of Iceland

In September 2020 the Consumers' Association of Iceland sent a letter to islandsbanki hf., Arion Banki hf. and Landsbankinn hf. claiming
that the method used to adjust variable interest rates on loans to consumers is illegal. The Consumers' Association considers the basis on
which adjustments of such floating interest rates are made to be in violation of the loan agreements' provisions and not sufficiently
transparent and intends to claim both an annulment of the relevant provision of the loan agreement and a repayment of overpaid interest.
The Group has reviewed the contractual terms and processes for interest rate decisions and adjustments in light of these claims and has
concluded that no changes were required and that the Consumers' Association's claim towards the Group are unfounded. On 19 May 2021
the Consumers' Association publicly announced that the association intends to initiate lawsuits against the Icelandic commercial banks and
other loan institutions and called for participants in a possible class action lawsuit. The Group has received information requests from a legal
firm representing over 1200 customers of Icelandic commercial banks and loan institutions. The Bank has commissioned an outside opinion
on its legal position. The Group has not recognised a provision in respect of this matter.

40. Events after the reporting period

No events have arisen after the reporting period that require amendments or additional disclosures in the interim financial statements for the
third quarter 2021.
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41. Risk management

Risk governance

The Group is exposed to various risk factors and managing these risks is an integral part of its operations. More information about the
Group's risk management and risk assessment processes is available in the unaudited Pillar 3 2020 Report, which is available on the Bank's
website: www.islandsbanki.is.

42. Credit risk

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

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

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

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

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

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

43. Maximum credit exposure

The Group's credit risk exposure comprises both on-balance sheet and off-balance sheet items. Maximum exposure to credit risk for on-
balance sheet assets is the net carrying amount as reported in the statement of financial position. The maximum exposure for off-balance
sheet items is the amount that the Group might have to pay out against financial guarantees and loan commitments, less provisions that
have been made because of these items. The maximum credit exposure for a derivative contract is calculated by multiplying the sum of
potential future credit exposure and the positive market value of the contract by a factor 1.4. This multiplication factor along with a new
method for calculating potential future credit exposure was introduced with the implementation of CRR Il in Iceland, leading to an increase in
maximum credit exposure due to derivatives.

The industry breakdown shows the credit exposure by industry classification. The breakdown follows an internal industry classification which
is based on the Icelandic ISAT2008 that derives from the European NACE Rev. 2 classification standard. During the period, industry
classification was changed for a number of customers in order to better reflect the underlying operations. This is most notable where certain
companies previously in "Real estate" are now classified as "Commerce and services" or "Industrial and transportation". Comparative figures
have not been restated.
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43. Cont'd

The Government guarantee schemes issued in response to the COVID-19 pandemic are presented in the line item "Loans to customers". Of these, ISK 2,453 million are subject to 100% Government guarantee,
ISK 1,195 million to 85% Government guarantee and ISK 558 million to 70% Government guarantee.

As a part of the agreement on the sale of Borgun hf. (currently SaltPay IIB hf.) in 2020 the Group took on certain guarantees with regards to chargeback risk that Borgun hf. is exposed to through its operations,
which at 30 September 2021 amounted to about ISK 134 million. These guarantees are not included in the following table.

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

Public sector
At 30 September 2021

Central Commerce Financial Industrial and  Investment and non-profit

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

Cash and balances with Central Bank ....... - 110,233 - - - - - - - - - 110,233
Loans to credit institutions ...............c.c...... - - - - - 81,117 - - - - - 81,117
Bonds and debt instruments ............c......... - 99,391 642 - 444 20,550 - 8 1,410 1,154 - 123,599
DENVALIVES ....vveeiiiiiiiiiee e 357 716 485 - 22 14,286 305 4,042 - 1,510 539 22,262
Loans to customers: 513,555 - 164,167 36,193 9,508 2,025 89,750 22,567 9,919 114,519 119,215 1,081,418
OVErdrafts ......ccceeeviuieeiiiieeiiee e 11,225 - 11,294 2,856 77 7 5,428 804 399 2,883 2,942 37,915
Credit cards .......ococeeeviieeeiie e 15,398 - 1,495 276 7 23 383 32 110 74 45 17,843
MOTQAgES ...t 450,760 - - - - - - - - - - 450,760
Capital 1eases ........cccceeevvveevcvereene 6,079 - 27,822 3,235 21 - 7,967 110 36 225 176 45,671
Government guarantee schemes 18 - 3,413 130 - - 366 50 - 140 89 4,206
Other 10ans .........cccoevveevcieeeiiee e, 30,075 - 120,143 29,696 9,403 1,995 75,606 21,571 9,374 111,197 115,963 525,023
Other financial assets .........ccccccevviiiieenenn. 725 2,444 222 - 4 9,160 37 203 10 186 18 13,009
Off-balance sheet items: 31,180 - 33,836 27,793 1,587 7,835 28,227 955 5,159 11,238 13,556 161,366
Financial guarantees ............ccccceveveeennne. 425 - 6,766 7,808 5 8 2,556 35 4 1,890 580 20,077
Undrawn loan commitments . - - 8,439 15,893 1,246 184 17,176 265 - 7,045 4,684 54,932
Undrawn overdrafts ..........cccocceevieeeinnnennn 8,444 - 14,001 3,216 302 7,391 7,426 449 3,852 1,987 8,098 55,166
Credit card commitments ........................ 22,311 - 4,630 876 34 252 1,069 206 1,303 316 194 31,191
Maximum credit exposure 545,817 212,784 199,352 63,986 11,565 134,973 118,319 27,775 16,498 128,607 133,328 1,593,004
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43. Cont'd

At 31 December 2020 Public sector

Central Commerce Financial Industrial and  Investment and non-profit

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

Cash and balances with Central Bank ....... - 78,948 - - - - - - - - - 78,948
Loans to credit institutions ...............c.cc..... - - - - - 89,920 - - - - - 89,920
Bonds and debt instruments ... - 107,502 22 - 1,257 18,192 116 7 191 929 - 128,216
DEeriVatiVeS ........cccevrieieeniececree e - 165 66 - - 8,436 239 669 - 65 273 9,913
Loans to customers: 437,377 - 124,260 42,352 8,673 1,539 78,561 23,440 10,911 157,502 122,102 1,006,717
OVErdrafts ......cocvevvueeieiiiienie e 10,506 - 12,117 3,104 10 1,097 5,915 954 949 2,422 5,138 42,212
Credit Cards ......oovvvvvieriiie e 14,942 - 1,170 247 6 14 318 23 77 62 29 16,888
Mortgages 377,155 - - - - - - - - - - 377,155
Capital 1eases ........cccocvvevenieiiiiiieenee 5,612 - 26,236 2,742 16 - 7,328 153 38 1,058 176 43,359
Government guarantee schemes ............. 15 - 2,968 57 - - 323 9 - 136 86 3,594
Other 10ans ........cccocveveereniicie e 29,147 - 81,769 36,202 8,641 428 64,677 22,301 9,847 153,824 116,673 523,509
Other financial assets ...........ccccevceeeiinen. 437 645 110 10 6 2,285 29 39 88 35 8 3,692
Off-balance sheet items: 33,695 - 29,294 13,373 316 7,376 26,056 1,531 5,348 21,209 14,190 152,388
Financial guarantees ...........cccccccvevvernnne. 489 - 5,349 6,786 - 90 2,077 30 6 8,090 272 23,189
Undrawn loan commitments .................... - - 5,445 3,111 - - 17,896 846 - 10,145 2,583 40,026
Undrawn overdrafts ...........ccccoceeriiiciinnenn. 9,722 - 13,826 2,679 286 7,051 4,901 446 4,026 2,664 11,145 56,746
Credit card commitments ............cccccceennne 23,484 - 4,674 797 30 235 1,182 209 1,316 310 190 32,427
Maximum credit exposure 471,509 187,260 153,752 55,735 10,252 127,748 105,001 25,686 16,538 179,740 136,573 1,469,794

44. Credit exposure covered by collateral

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

In some cases the Group uses guarantees as a credit enhancement but since guarantees effectively transfer credit risk from one counterparty to another they do not represent a reduction in maximum exposure
to credit risk. Exception from this are Government guarantees issued in response to the COVID-19 pandemic which are shown under other collateral. Covenants in loan agreements are also an important credit
enhancement but do not reduce maximum credit exposure.
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44.  Cont'd

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on availability. In the case of fishing vessels the associated fishing
quota is included in the valuation. Collateral is allocated according to the gross carrying amount of loans and nominal off-balance sheet items, and is measured without including the effect of
overcollateralisation. This means that if some loans have collateral values in excess of their gross carrying amount, then the excess is removed in order to reflect the Group's actual maximum exposure to
credit risk. The total value of pledged assets can thus be higher than the cover indicates. The maximum credit risk exposure is measured on net carrying value basis, and therefore collateral allocation can in
some instances be higher. For capital leases the Group remains the owner of the leased object. In total ISK 40,475 million of the collateral are leased objects.

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

Total credit Total credit

At 30 September 2021 Maximum exposure exposure

exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures creditrisk  real estate  real estate Vessels securities equipment collateral collateral collateral ECL
DENVALIVES ... 22,262 - - - 9,560 - - 9,560 12,702 -
Loans and commitments to customers: 1,226,475 496,831 291,650 96,461 4,976 51,118 91,637 1,032,673 193,802 9,738
INAIVIAUAIS ... e 539,756 450,479 9,802 - 241 15,578 222 476,322 63,434 1,529
Commerce and services .. 193,516 15,739 68,777 147 827 26,863 27,788 140,141 53,375 4,792
Construction ..........ccceeeeee 62,367 9,313 27,683 7 1,051 2,436 3,154 43,644 18,723 612
ENEIQY oo 11,095 27 7,754 - 37 7 14 7,839 3,256 45
Financial SEIVICES .......coooeiiiiiiii e 9,860 - 1,395 - 1 - 834 2,230 7,630 3
Industrial and tranSPOrtation .............occeeeiiieeiiiie e 115,270 1,260 59,040 1,272 175 5,772 22,757 90,276 24,994 818
INVEStMENt COMPANIES ......vviiiieeiiiiiiiie e e e e e e e e 22,991 1,442 6,593 - 2,096 70 11,742 21,943 1,048 637
Public sector and non-profit organisations .... 15,077 92 784 - 4 26 - 906 14,171 17
REAI BSTALE ....eviiiiieeeeiee e 123,798 17,635 97,292 - 469 268 2,729 118,393 5,405 1,057
SAO0M ... 132,745 844 12,530 95,035 75 98 22,397 130,979 1,766 228
Total 1,248,737 496,831 291,650 96,461 14,536 51,118 91,637 1,042,233 206,504 9,738
Collateral held against credit-impaired exposures
Loans and commitments to customers: 16,309 5,439 5,787 1,959 114 678 812 14,789 1,520 6,311
Individuals ...........cccceeennee 4,979 4,041 321 19 2 120 3 4,506 473 652
Commerce and services 4,487 475 1,903 678 - 202 496 3,754 733 2,850
Construction .................. 1,619 10 1,279 - 73 101 41 1,504 115 113
Industrial and transportation ... 2,707 375 402 1,252 14 242 270 2,555 152 1,960
INVESTMENt COMPANIES .....eeviiiiiieiiiie e 531 13 502 - - 5 - 520 11 124
Public sector and non-profit organisations ...........cccccceevvviieeeenninnn. 1 - - - - - - - 1 1
Real estate 1,959 518 1,368 5 25 8 2 1,926 33 543
Seafood 26 7 12 5 - - - 24 2 68
Total 16,309 5,439 5,787 1,959 114 678 812 14,789 1,520 6,311
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44.  Contd
Total credit Total credit

At 31 December 2020 Maximum exposure exposure

exposure to  Residential Commercial Cash & Vehicles & Other covered by not covered by Associated
Collateral held against non credit-impaired exposures credit risk real estate real estate Vessels securities equipment collateral collateral collateral ECL
DENVALIVES ....eeiiiiiieeeiiee ettt 9,913 - - - 5,318 - - 5,318 4,595 -
Loans and commitments to customers: 1,136,660 398,644 307,452 95,947 11,869 49,504 102,673 966,089 170,571 10,957
INAIVIAUALS ..o 464,333 357,801 24,704 7 376 14,327 151 397,366 66,967 1,939
Commerce and services .. 149,751 14,754 46,856 157 659 25,444 32,211 120,081 29,670 4,029
Construction ..........cccoeveene 54,812 7,036 34,293 11 1,297 2,108 2,249 46,994 7,818 570
ENEIQY ittt 8,989 - 6,545 - 1 14 14 6,574 2,415 25
FINANCIal SEIVICES ...cciuviiiiiiieiiiee e 8,915 357 726 - 26 - 3,543 4,652 4,263 2
Industrial and transportation ... 102,499 1,174 38,576 12 178 7,088 29,500 76,528 25,971 1,127
Investment companies ...........cccceveeeeeneen. 21,626 1,054 5,849 - 1,891 79 11,125 19,998 1,628 709
Public sector and non-profit organisations .... 16,258 108 899 - 5 28 - 1,040 15,218 20
REAI ESTALE ....coveiiiiieieecee e 173,328 16,122 133,869 - 7,424 343 1,157 158,915 14,413 2,280
SAO0M ...t 136,149 238 15,135 95,760 12 73 22,723 133,941 2,208 256
Total 1,146,573 398,644 307,452 95,947 17,187 49,504 102,673 971,407 175,166 10,957
Collateral held against credit-impaired exposures
Loans and commitments to customers: 22,445 8,469 6,175 1,556 2,704 725 917 20,546 1,899 7,612
INAIVIAUAIS ..ot 6,739 5,436 537 21 3 144 4 6,145 594 935
COMMEICE AN SEIVICES ...couvveieiiiieiiiie et e eieee e siaeeeairee s sibeeesneeee e 3,803 417 1,289 691 3 232 780 3,412 391 2,573
Construction ........c.cceeeevciieenns 913 111 519 - - 87 50 767 146 151
Industrial and transportation ... 2,118 46 385 810 51 246 71 1,609 509 1,922
Investment companies ...........cccovcveeiineeene 3,345 104 610 - 2,611 6 - 3,331 14 284
Public sector and non-profit organisations ...........cccccoeeeeeniieeiiinenns 1 - 1 - - - - 1 - -
REAI ESTALE ...eeiiiieeieie ettt 5,383 2,348 2,734 5 36 7 12 5,142 241 1,565
SAO0M ...t 143 7 100 29 - 3 - 139 4 182
Total 22,445 8,469 6,175 1,556 2,704 725 917 20,546 1,899 7,612
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45. 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. A new risk assessment model for individuals was introduced in the third
quarter of 2021. For further information see Note 2.

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 2020 Report.

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

At 30 September 2021

Loans to customers: Stagel  Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt ettt 395,105 2,121 - 397,226
RISK CIASS 56 ...ttt ettt ettt b e ettt a e et et et enneeaneeenee s 335,241 63,924 - 399,165
RISK CIASS 7-8 ...ttt 186,219 63,761 - 249,980
RISK CIASS 9 ..ttt h e ettt h ettt e et n et e e anee 13,960 12,126 - 26,086
RISK CIASS L0 ...ttt ettt ettt st e r et - - 22,014 22,014
(0= T USSR 1,228 776 - 2,004

931,753 142,708 22,014 1,096,475
EXPECEd Credit IOSSES .....eviiiiiiiiitie ettt (3,413) (5,470) (6,174) (15,057)
Net carrying amount 928,340 137,238 15,840 1,081,418
Off-balance sheet loan commitments and financial guarantees: Stage1  Stage 2 Stage 3 Total
RISK CIASS 14 ... ettt ettt ettt ae e e ne e et e nne e et e teeenteenneeaneeeneean 77,871 1,170 - 79,041
RISK ClASS 56 ...t 42,350 5,252 - 47,602
Risk class 7-8 ... v 18,272 15,819 - 34,091

Risk class 9 ... 367 390 - 757
Risk class 10 . . - - 606 606
[>T RPN 103 158 - 261

138,963 22,789 606 162,358
EXPECLEA Creit IOSSES .....eveeiieiiiiiiei ettt e e e e e e e e e e s anneeeas (497) (358) (137) (992)
Total 138,466 22,431 469 161,366
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45. Cont'd
Risk Risk Risk Risk Risk
At 30 September 2021 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total

Loans and commitments to customers:
INAIVIAUAIS ....oevvieiiiiiiiiiiiiieeeeeeeeeeeee e 230,646 195,384 105,433 10,109 5,341 3 (2,181) 544,735
Commerce and SEIVICES .......ccoevveeerieeeriineeanns 41,162 73,275 72,889 9,652 7,560 1,107 (7,642) 198,003
CONSLIUCHION ... 12,148 20,096 29,133 1,188 1,749 397 (725) 63,986
ENEIQY .o 4,709 5,534 897 - - - (45) 11,095
Financial ServiCes ........ccccouvuiieiiiiiiiiiiiiieee s 7,560 1,748 540 - - 15 (3) 9,860
Industrial and transportation .... 29,667 57,143 27,469 1,186 4,662 628 (2,778) 117,977
Investment companies ............ 1,710 6,056 15,004 850 661 2 (761) 23,522
Public sector and non-profit organisations ....... 13,396 1,399 273 - - 28 (18) 15,078
Real eState ........ceeeeviiiiiiiiee e 49,227 40,927 31,003 3,602 2,515 83 (1,600) 125,757
Saf00d .....veieiiiieiee e 86,042 45,205 1,430 256 132 2 (296) 132,771
Total 476,267 446,767 284,071 26,843 22,620 2,265 (16,049) 1,242,784
At 31 December 2020
Loans to customers: Stage 1 Stage 2 Stage 3 Total
RISK CIASS L4 ...ttt ettt e et e e e b e e s be e e e bb e e e e bt e e e bbeeeanbeeeans 232,806 1,209 - 234,015
RISK CIASS 56 ....iieiiieee ettt ettt e e e e ettt e e e e e s sttt e e e e e e s nnbeeeee e e e nneneeaeeaeannnreen 346,781 62,788 - 409,569
RISK CIASS 7-8 ...ttt ettt ettt et et b e e e bt e e st e e ettt e e e bt e e e bbeeeanbeaeans 217,368 80,867 - 298,235
RISK CIASS O ...ttt e e e e ettt e e e e s sttt e e e e e s nnbeteee e e e nnneaneaeens 38,290 14,684 - 52,974
Risk class 10 . - - 29,247 29,247
Unrated .......... 190 1 - 191

835,435 159,549 29,247 1,024,231
EXPECEd Credit IOSSES .....eviiiiiiiiitie ettt e (3,645) (6,482) (7,387) (17,514)
Net carrying amount 831,790 153,067 21,860 1,006,717
Off-balance sheet loan commitments and financial guarantees: Stage1l  Stage 2 Stage 3 Total
RISK CIASS 14 ...ttt e s s s e e s e e e e e e e e e e eeeaeeaaaeaaaeaaaaes 64,781 1,341 - 66,122
Risk class 5-6 ... 51,169 6,461 - 57,630
Risk class 7-8 ... 10,852 16,227 - 27,079
Risk class 9 ...... . 1,142 553 - 1,695
LS S = T O USSR - - 809 809
(8] 172 1= I PP P PO PPTPPPTPON 99 8 - 107

128,043 24,590 809 153,442
EXPECLEA CrEIt IOSSES .....eeeeiieiiiiiiei ettt e et e e e e e e e e anneeeas (347) (483) (225) (1,055)
Total 127,696 24,107 584 152,387
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45. Cont'd
Risk Risk Risk Risk Risk
At 31 December 2020 class class class class class
1-4 5-6 7-8 9 10  Unrated ECL Total
Loans and commitments to customers:
INAIVIAUAIS ....oevvieiiiiiiiiiiiiieeeeeeeeeeeee e 94,574 182,706 153,088 35,928 7,646 4 (2,874) 471,072
Commerce and SEIVICES .......ccoevveeerieeeriineeanns 25,813 62,494 58,182 7,121 6,402 144 (6,602) 153,554
CONSEIUCHION ..vvvvveiviiiiiiiiiieeeieeeeeee e 4,809 22,332 26,078 2,130 1,064 33 (721) 55,725
ENEIQY .o 5,006 3,338 670 - - - (25) 8,989
Financial ServiCes ........ccccouvuiieiiiiiiiiiiiiieee s 5,816 2,650 443 - - 8 (2) 8,915
Industrial and transportation .... 15,557 56,578 28,547 2,895 4,039 50 (3,049) 104,617
Investment companies ............ 868 5171 14,695 1,599 3,628 2 (1993) 24,970
Public sector and non-profit organisations ....... 14,525 1,400 324 1 1 28 (20) 16,259
Real €State .......vvvvveiiiiiiiieiiiiieieeeeeeeeee e 46,297 82,945 42,299 4,057 6,950 8 (3,845) 178,711
Saf00d .....veieiiiieiee e 86,872 47,585 988 938 326 21 (438) 136,292
Total 300,137 467,199 325,314 54,669 30,056 298  (18,569) 1,159,104

46. Loans to customers in the tourism industry likely to be vulnerable to COVID-19 pandemic

Companies susceptible to the impact of COVID-19 pandemic were classified into four groups based on an assessment of how much of an
increase in credit risk these companies face in the short, medium and long term. In addition, to account for the material uncertainty in the
operating environment of companies in the tourism industry, not reflected in their current risk class, they are further classified into four groups
based on an assessment of how vulnerable they are to various assumptions on when tourists can be expected to start visiting Iceland again.
The base case assumes around 600,000 tourists in Iceland in 2021.

Impact group 1: viable even though significantly fewer tourists arrive in the year 2021

Impact group 2: viable with forbearance even though significantly fewer tourists arrive in the year 2021
Impact group 3: viable if the number of tourists in the year 2021 is similar to the base case

Impact group 4: viable if the year 2021 turns out to be better than the base case

Where the increase was found to be significant (groups 2-4), the exposure was transferred to Stage 2. In addition, an overlay factor was
applied to the expected credit losses, comparable to an increase in up to three risk classes, and a higher haircut was applied to value of
collateral for the higher impact groups in the more severe scenarios.

At 30 September 2021

Loans to customers in the tourism industry: Stage1  Stage 2 Stage 3 Total
4,575 20,151 246 24,972

- 51,858 1,518 53,376

- 21,120 1,202 22,322

- 346 2,299 2,645

4,575 93,475 5,265 103,315

EXPECIEA Credit IOSSES .....eviiiiiiiiiiiie ettt (31) (4,142) (1,446) (5,619)
Net carrying amount 4,544 89,333 3,819 97,696

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

Stagel  Stage 2 Stage 3 Total

(1 (o 10 o I RO TP PP PUPPPPPPRTOPNt 155 1,578 - 1,733
(11010« IO PSP VPP STPPPOTI - 14,989 262 15,251
(€1 (01U RS TSP P R PPTPPPPPTTOPNY - 2,667 16 2,683
LT 0N o I PPN - 41 16 57
155 19,275 294 19,724

EXPECLEA CrEIt IOSSES .....eveieiiiiiiiiiiii ettt ettt e e e e et e e e e e e st e e e e e e e nnneeeas (1) (285) (61) (347)
Total 154 18,990 233 19,377
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46. Cont'd

At 31 December 2020

Loans to customers in the tourism industry: Stagel  Stage 2 Stage 3 Total
(101 I PO PRRTPPRT 1,903 308 - 2,211
(] (010 o RPN - 30,503 406 30,909
(€1 (18] S PP P T PPPPPRPPTTPPNY - 58,610 2,579 61,189
GIOUP 4 .o - 3,317 3,612 6,929

1,903 92,738 6,597 101,238
EXPECIEA Credit IOSSES .. ..veiiiiiiiiiiie ettt ettt b e ettt e et et e e e aateaeenes (24) (4,483) (2,529) (7,036)
Net carrying amount 1,879 88,255 4,068 94,202

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

Stage 1l  Stage 2 Stage 3 Total

(1 (o 18 o e PPN 50 2 - 52
(€1 (18| o PP PP PPPPPRPPPTPPNY - 13,416 51 13,467
[ (o U o T TP RPOPRRTRTOPN - 5,118 163 5,281
(1 (o 18| o OO PP P PP PPPPPRRPPTPINY - 429 17 446
50 18,965 231 19,246

EXPECEd Credit IOSSES ......iiiiiiiiiiiii ettt (3) (363) (101) (467)
Total a7 18,602 130 18,779

47. Forbearance

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

The relationship between forbearance and stages is discussed in Note 67.4 in the consolidated financial statements for the year 2020.

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

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

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

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

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

The tourism industry is an important economic sector in Iceland but due to the nature of tourism, its effects are not limited to hotels, car
rentals, and tour guides. The Group therefore monitors the tourism industry internally as a quasi-sector instead of a new separate sector.
Real estate companies that do not operate directly in the tourism sector but rely in part on rental income from such activities explain around
half of the forbearance amount for companies not in tourism.

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

At 30 September 2021 Stagel Stage2  Stage 3 Total
INAIVIAUAS ..ttt b e h et b ettt e st e e nbeeenee s 1,686 6,623 1,530 9,839
(01101 o= T o[- 2 PSPPSR PP PP PPPRN 5,471 88,842 10,794 105,107
- In the tourism quasi-sector............... - 60,848 5,028 65,876
- Other than the tourism quasi-sector 5471 27,994 5,766 39,231
Gross carrying amount 7,157 95,465 12,324 114,946

Stage 1 Stage 2 Stage 3 Total
Individuals (13) (131) (168) (312)
Companies . (27) (3,667) (3,945) (7,639)
= 1N the tOUNISM QUASI-SECION. ... iiiiiiiie ettt e et e e e s st ee e e e s s snbebeeeeeeesnnnnes - (2,870) (1,489) (4,359)
- Other than the tOUrSM QUASI-SECION. ... .uiiiiirieie i sreeeneeas (27) (797) (2,456) (3,280)
Expected credit losses (40) (3,798) (4,113) (7,951)
At 31 December 2020 Stagel Stage2  Stage 3 Total
Individuals 932 5,249 2,068 8,249
Companies . 209 104,523 13,608 118,340
- 1N the tOUMSM QUASI-SECION. ...ttt ettt - 62,295 5,747 68,042
- Other than the tOUrNSM QUASI-SECION. .......oiuiiiiiiii it sbee e e anaeeas 209 42,228 7,861 50,298
Gross carrying amount 1,141 109,772 15,676 126,589

Stage 1 Stage 2 Stage 3 Total
QLo 1Yo U= OSSPSR (10) (127) (176) (313)
[©0]40] o =TT 1= T PSPPSR PP RPUPPRN (1) (4,114) (4,147) (8,262)
- IN the tOUMSM QUASI-SECION . ......iiiiiiiiiice ettt - (2,787) (1,888) (4,675)
- Other than the tOUrSM QUASI-SECION. ... .uiiiiirieie ittt see e (1) (1,327) (2,259) (3,587)
Expected credit losses (11) (4,241) (4,323) (8,575)

48. Assets obtained by taking possession of collateral

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

30.9.2021 31.12.2020

(o] o= gy VA= TaTo I F=T o Lo TSP U PRSP PP RUPPRRPPI 135 1,754
Industrial equipment and vehicles 67 86
Total 202 1,840

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

operations.
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49. Write-offs

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

Gross carrying amount written off and still subject to enforcement activity 2021 2020

1.1-30.9 1.1-30.9
([ e 1Y To LU = PSPPSR SPUPPPPPT 297 338
(o] 3] o=V T1= T PP PPTUPPPN 456 925
Total 753 1,263

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. Note that the regulatory definition has changed since last reporting. Previously, exposures were considered large when the value of
the exposure exceeded 10% of total capital base instead of Tier 1 capital. Both on-balance sheet and off-balance sheet items from all types of
financial instruments are included in the exposure as defined by regulation no. 233/2017. The Group has internal criteria that define
connections between clients. These criteria reflect the Group's interpretation of Article (1)(a) of the Act on Financial Undertakings no.
161/2002, where groups of connected clients are defined. Since the interim financial statements for the third quarter of the year are not
audited, the official capital is based on reviewed own fund items at 30 June 2021.

The exposure is evaluated both before and after credit risk mitigating effects. After mitigating effects, the Group currently has two large
exposures. The increase since last reporting is partly due to new definition of large exposures. 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. Biggest part of the exposure is due to
Icelandic Government Bonds in the Group's liquidity portfolio.

The following table shows the Group's large exposures before and after eligible credit risk mitigating effects as a percentage of the Tier 1
capital as at 30 September 2021, and the Group's Total capital base as at 31 December 2020.

At 30 September 2021

Groups of connected clients: Before After
(] o o PP 101% 7%
(] 0 o PP 13% 11%
(] 00 o T PP 13% 12%

At 31 December 2020

Groups of connected clients: Before After
(1 (o 18 o e PP PUPPRRTTPON 65% -
(] 0 o PP 13% 10%
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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.

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 IV standards into the rules on liquidity ratio and the rules on funding ratio in foreign currencies. In addition, the Group complies with the
Financial Supervisory Authority of the Central Bank's guidelines no. 2/2010 on best practices in liquidity management and liquidity coverage
ratio rules no. 266/2017.

The following tables show the NSFR and the LCR for the Group at 30 September 2021 and at year-end 2020.

Net stable funding ratio 30.9.2021 31.12.2020
FOT @I CUITEINCIES ...ttt s et et h e et e R e e et e bt e ekt e s bt e s et e e an e et e e e sn e e nneesaneeneenaneanne 121% 123%
FOTBIGN CUIMTENCIES ...ttt h ekttt oottt oo h bt e ekttt e a2kttt e na bt e e 4a et e ettt e eab et e s ket e e ebbeeennneeeabneaeannns 166% 179%
Liquidity coverage ratio 30.9.2021 31.12.2020
FOT @I CUITEINCIES ...ttt s et et h e et e R e e et e bt e ekt e s bt e s et e e an e et e e e sn e e nneesaneeneenaneanne 225% 196%
LS K e e 124% 95%
RO LEC (o e U1y (=T (ot PP PPUPPPRPIR 384% 463%
At 30 September 2021 For all currencies ISK Foreign currencies

Unweighted  Weighted Unweighted = Weighted Unweighted Weighted

Liquid @SSEtS 18Vl 1% .....coiiiiiiiiie e 190,046 190,046 161,482 161,482 28,564 28,564
Liquid asSets Vel 2 ........occiiiiiiiiiiiii i 41,560 13,261 41,151 13,261 409 -
Total liquid assets 231,606 203,307 202,633 174,743 28,973 28,564
(DT o To T | PP OUPTRUPPRNY 617,271 174,565 544,215 149,069 73,056 25,496
(=] o] 1T U =T o RSP 1,385 1,385 1,282 1,282 103 103
Other OULFIOWS .......cccuviiiiic i 93,726 31,469 66,828 27,299 26,898 4,170
Total outflows 712,382 207,419 612,325 177,650 100,057 29,769
Short-term deposits with other banks** .............ccccciiiiiiee 82,604 81,437 3,592 3,592 79,012 77,845
Other iNFIOWS ...t e e e eees 50,998 35,759 46,384 33,260 4,614 2,499
Restrictions on iNFIOWS ...........eoiiiiiiiiii e - - - - (8,582) (58,016)
Total inflows 133,602 117,196 49,976 36,852 75,044 22,328
Liguidity coverage ratio 225% 124% 384%
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52. Contd
At 31 December 2020 For all currencies ISK Foreign currencies
Unweighted Weighted Unweighted  Weighted Unweighted Weighted
Liquid @assets 1eVel 1* ..o 182,104 182,104 138,078 138,078 44,027 44,027
Liquid assets level 2 14,648 2,941 14,470 2,941 178 -
Total liquid assets 196,752 185,045 152,548 141,019 44,205 44,027
DEPOSIES ...eiietie ettt 542,123 147,611 472,073 120,974 70,049 26,636
Debt issued ...... . 2,271 2,271 47 47 2,225 2,225
Other outflows 99,949 44,756 68,500 35,605 31,449 9,151
Total outflows 644,343 194,638 540,620 156,626 103,723 38,012
Short-term deposits with other banks** .............cccccciiiiiiiin 88,495 88,328 2,077 2,077 86,419 86,252
Other INFIOWS .......eiiiieii e 29,842 11,981 21,342 6,221 8,500 5,760
Restrictions on inflows ... - - - - (17,126) (63,503)
Total inflows 118,337 100,309 23,419 8,298 77,793 28,509
Liquidity coverage ratio 196% 95% 463%

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

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

Deposits by liquidity coverage ratio category

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

Deposits maturing within 30 days

Less  Weight Weight Term Total

At 30 September 2021 ) .
P stable (%) Stable (%) deposits  deposits
1< 7 1| RO 130,854 13% 265,124 5% 74,303 470,281
Operational relationShips ... 3,141 25% - 5% - 3,141
(0] o To] = 140 1= USRS RRRR 107,262 40% 2,921 20% 28,763 138,946
Sovereigns, Central Bank and public sector entities .............cccccoeeuveee. 12,501 40% 1,294 20% 5,592 19,387
Pension fUNAS .........ooooiiiiii e 50,270 100% - - 18,113 68,383
Domestic financial ENtitIES ........cocooiiviiiiiee s 40,674 100% - - 21,811 62,485
Foreign financial entities ............cccviiiiiiiiiii e 3,230 100% - - 8,998 12,228
Total 347,932 269,339 157,580 774,851

Deposits maturing within 30 days

Less Weight Weight Term Total

At 31 December 2020 . .
stable (%) Stable (%)  deposits  deposits
REtAIl ... ————a 120,510 14% 247,625 5% 75,971 444,106
Operational relationships .. . 3,155 25% - 5% - 3,155
COrPOrALIONS ....veieieeiiiiiiee et . 77,705 40% 1,959 20% 24,965 104,629
Sovereigns, Central Bank and public sector entities .. 6,340 40% 1,174 20% 934 8,448
PENSION FUNS ......eeiiiiiie e 39,105 100% - - 23,754 62,859
Domestic financial €Ntities .........cccveiiiieiiiiiieii e 38,284 100% - - 41,647 79,931
Foreign financial eNtities ... 6,266 100% - - 9,819 16,085
Total 291,365 250,758 177,090 719,213
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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 do not therefore represent the estimated liquidation time of the trading
book.

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

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

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

At 30 September 2021 Carrying On Upto3 3-12 1-5 Over No
amount demand months  months years 5 years maturity Total

Cash and balances with Central Bank . 110,233 35,456 74,775 2 - - - 110,233
Loans to credit inStitutions ...........cccccvevvvveeeeeen. 81,117 33,372 47,745 - - - - 81,117
Bonds and debt instruments ...........ccccccoeeiiinns 123,599 - 31,061 28,835 58,016 5,687 - 123,599
L0ans t0 CUSIOMETIS ........cvveiiiiiiiiiiiee s 1,081,418 5,444 78,359 104,776 323,803 569,036 - 1,081,418
Shares and equity instruments ..............cccco... 31,456 - - - - - 31,456 31,456
Other financial assets ..........ccccccceeeieiiieeieeeen, 13,009 12,526 352 131 - - - 13,009
Total financial assets 1,440,832 86,798 232,292 133,744 381,819 574,723 31,456 1,440,832
Deposits from CB and credit institutions .......... 20,409 7,075 8,140 3,258 1,994 - - 20,467
Deposits from customers ........c.ccccevveeencineenns 754,442 621,160 73,413 43,984 24,962 27,541 - 791,060
Debt issued and other borrowed funds ............ 397,672 - 2,946 99,317 308,374 55,791 - 466,428
Subordinated loans ...............cccceeee, 36,923 - 311 731 17,173 28,358 - 46,573
Other financial liabilities: 30,889 24,269 1,435 1,132 1,843 1,959 - 30,638
Lease liabilities ........ccccceveeeiniiiiiiiiiniinnnns 3,895 - 130 387 1,811 1,959 - 4,287
Other liabilities ...........ccccceeeeieiiiiiiiiecein, 26,994 24,269 1,305 745 32 - - 26,351
Total financial liabilities 1,240,335 652,504 86,245 148,422 354,346 113,649 - 1,355,166
On Upto3 3-12 1-5 Over No

demand months  months years 5 years maturity Total

Gross settled derivatives
11110 R - 23,714 15,805 13,300 - - 52,819
OUFIOW ... - (22,077) (14,036) (11,230) - - (47,343)
Total - 1,637 1,769 2,070 - - 5,476
Net settled derivatives ............coooeeieeeeeieieiieicicciaens - 392 - - - - 392
Total derivative financial assets - 2,029 1,769 2,070 - - 5,868

Gross settled derivatives
INFIOW e - 69,347 17,376 36,891 - - 123,614
OULTIOW ...ttt a e e - (77,662) (19,801) (40,263) - - (137,726)
Total - (8,315) (2,425) (3,372) - - (14,112)
Net settled derivatives ........ccoccveeiiiiiiiiiieii e, - (3,881) (1) - - - (3,882)
Total derivative financial liabilities - (12,196) (2,426) (3,372) - - (17,994)
Total net financial assets and financial liabilities (565,706) 160,272 (10,484) 32,915 461,074 31,456 109,528
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At 31 December 2020 Carrying On Upto3 3-12 1-5 Over No
amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank .. 78,948 29,600 48,060 - - 1,288 - 78,948
Loans to credit institutions .................... 89,920 46,102 43,818 - - - - 89,920
Bonds and debt instruments ................. 128,216 - 38,169 34,776 48,047 7,224 128,216
Loans to CUSIOMETS .......coeveeeveiiiiinneeees 1,006,717 2,562 81,090 96,084 334,520 492,461 - 1,006,717
Shares and equity instruments 14,851 - - - - - 14,851 14,851
Other financial assets .............cccccoeeee.. 3,692 2,483 560 643 6 - - 3,692
Total financial assets 1,322,344 80,747 211,697 131,503 382,573 500,973 14,851 1,322,344
Deposits from CB and credit institutions 39,758 6,073 20,044 10,278 3,368 - - 39,763
Deposits from customers ...........ccc.c...... 679,455 539,932 65,532 56,764 23,409 27,016 - 712,653
Debt issued and other borrowed funds 387,274 - 12,677 31,569 327,003 93,434 - 464,683
Subordinated loans .............................. 27,194 - 176 477 3,096 29,903 - 33,652
Other financial liabilities: 9,721 3,570 1,453 1,227 1,783 2,123 - 10,156
Lease liabilities .........c.cccocevvevinnene 3,962 - 123 369 1,783 2,123 - 4,398
Other liabilities ...........cccccceviiennnn 5,759 3,571 1,330 858 - - - 5,759
Total financial liabilities 1,143,402 549,575 99,882 100,315 358,659 152,476 - 1,260,907
On Upto3 3-12 1-5 Over No

demand months  months years 5 years maturity Total

Gross settled derivatives
INFIOW e e - 41,288 46,627 39,643 - - 127,558
OULFIOW . - (38,823) (45,090) (36,516) - - (120,429)
Total - 2,465 1,537 3,127 - - 7,129
Net settled derivatives ...........cceeeiiiiiiiiieiiiie e - 90 - - - - 90
Total derivative financial assets - 2,555 1,537 3,127 - - 7,219

Gross settled derivatives
INFIOW e - 29,311 18,714 29,943 - - 77,968
OULFIOW .. - (30,236) (20,113) (33,957) - - (84,306)
Total - (925) (1,399) (4,014) - - (6,338)
Net settled derivatives ... - (1,752) - - - - (1,752)
Total derivative financial liabilities - (2,677) (1,399) (4,014) - - (8,090)
Total net financial assets and financial liabilities (468,828) 117,047 34,124 31,055 348,497 14,851 76,746
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Off-balance sheet liabilities

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

On Upto3 3-12 1-5 Over No

At 30 September 2021 demand months  months years 5 years maturity Total
Financial guarantees ...........ccccceeviiiiiiiiieniiec e 20,077 - - - - - 20,077
Undrawn loan commitments .........ccccccvveeeeeiiiiiiene e, 54,932 - - - - - 54,932
Undrawn oVerdrafts .........ccccuvvvveviviieiiieieiieeeeeeeeeeeeeeeeereeeeenes 55,166 - - - - - 55,166
Credit card commitments 31,191 - - - - - 31,191
Total off-balance sheet liabilities 161,366 - - - - - 161,366
At 31 December 2020

Financial guarantees ..........cccocveeeiieiinieeiiiie e 23,189 - - - - - 23,189
Undrawn [oan commitments .............cccoeeeeeeeeiee, 40,026 - - - - - 40,026
Undrawn overdrafts ........ceeeeeeiiiiiiiee e 56,746 - - - - - 56,746
Credit card commitments ... 32,427 - - - - - 32,427
Total off-balance sheet liabilities 152,388 - - - - - 152,388

54. Market risk

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

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

55. Interest rate risk

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

The fixed income trading unit invests mainly in government bonds, bonds issued by the Housing and Construction Authority which are
guaranteed by the Icelandic Government, domestic municipality bonds, and covered bonds issued by other Icelandic banks. Bonds and bills
in the Group's liquidity portfolio are also categorised in the trading book. In the following table the total market value ("MV") of long and short
positions may not be the same as reported in Note 16 since netting between short and long positions is not applied here.

30.9.2021 31.12.2020

Trading bonds and debt instruments, long positions MV Duration BPV MV Duration BPV
INAEXET <..cvovoceeeeee e s et enanen 732 5.43 (0.40) 4,103 1.87 (0.77)
NON-INAEXEA ...t 84,648 0.73 (6.17) 86,829 0.66 (5.70)
Total 85,380 0.77 (6.57) 90,932 0.71 (6.47)
Trading bonds and debt instruments, short positions

INAEXEM .. e st e e et as 201 11.00 0.22 224 6.00 0.12
Non-indexed 563 3.00 0.18 351 5.00 0.17
Total 764 5.10 0.40 575 5.39 0.29
Net position of trading bonds and debt instruments 84,616 0.73 (6.17) 90,357 0.68 (6.18)

Interest rate risk in the banking book

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

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

Sensitivity analysis for interest rate risk in the banking book

At 30 September 2021

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEM ..ot 5 178 (99) (2,245) 2,802 (839) (198)
ISK, NON-INEXEA .....oovvieiiiiniieiie e (7 (19) (96) (1,559) 668 (35) (1,048)
EUR e 23 (49) (621) 721 - - 74
1] =1 SN 32 - - - - - 32
USD oottt 11 (6) - - - - 5
OhEr ..o 36 (2) - (7) - - 27
Total 100 102 (816)  (3,090) 3,470 (874) (1,108)
At 31 December 2020

0-3 3-12 1-2 2-5 5-10 Over 10
Currency months  months years years years years Total
ISK, INAEXEM ..o - (108) 236  (2,554) 4,388 (1,232) 730
ISK, NON-INEXEA .....ccuviiiiiiiieiiii e (13) (28) (43) (945) (218) (4) (1,251)
EUR e 60 (58) (34) 123 - (1) 90
SEK ottt ettt ettt (5) - - - - - (5)
USD s 27 - - - - (1) 26
OFNET .t (2) (12) - (8) - (6) (28)
Total 67 (206) 159  (3,384) 4,170 (1,244) (438)
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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.

At 30 September 2021 Other foreign ~ Total foreign
EUR uUsD GBP CHF JPY SEK NOK DKK CAD currencies currencies

Cash and balances with Central Bank ......... . 418 388 161 38 15 60 77 83 31 208 1,479
Loans to credit institutions .................. 12,944 42,319 178 292 650 8,606 13,379 176 235 193 78,972
Bonds and debt instruments ............ccocoiiniiieninenn. 9,827 3,910 40 - - 2,973 10,375 - - - 27,125
LOANS 1O CUSTOMENS ....oviviiiiiiiiiiiiieieeeeeeeeee e e e e e e eeeaes 126,369 39,085 1,094 995 3,030 66 3,410 2,737 3,861 22 180,669
Shares and equity instruments ... 150 294 342 - - 298 - - - - 1,084
Other assets ......coooeiiiieiiiiieannns 41 15 - - - 15 - 8 - - 79
Total assets 149,749 86,011 1,815 1,325 3,695 12,018 27,241 3,004 4,127 423 289,408
Deposits from credit institutions ...........cc.cceeeveieennns 7,838 1,209 4 - - - 8 2 - - 9,061
Deposits from customers 35,506 31,140 4,204 409 627 1,108 3,005 1,889 357 33 78,278
Derivative instruments and short positions .............. 1 - - - - 9 - - - - 10
Debt issued and other borrowed funds 136,611 - - - - 13,357 41,390 - - - 191,358
Subordinated loans ...........cccccceeeeeeeeeel - - - - - 36,923 - - - - 36,923
Other liabilities ..........ccccooiiiiiiiiiiii s 30 10 833 - - 9 67 - - - 949
Total liabilities 179,986 32,359 5,041 409 627 51,406 44,470 1,891 357 33 316,579
Net on-balance sheet position (130,237) 53,652 (3,226) 916 3,068 (39,388) (17,229) 1,113 3,770 390 (27,171)
Net off-balance sheet position 29,871 (52,545) 3,204 (1906) (3,066) 39,373 17,264 (1,057) (3,755) (383) 28,000
Net position (366) 1,107 (22) 10 2 (15) 35 56 15 7 829
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At 31 December 2020 Other foreign ~ Total foreign

EUR USsSD GBP CHF JPY SEK NOK DKK CAD currencies currencies
Cash and balances with Central Bank ..................... 779 281 148 45 17 54 56 101 31 119 1,631
Loans to credit institutions .................. 28,586 44,519 1,301 422 248 880 9,487 415 375 100 86,333
Bonds and debt instruments ........ 25,052 3,932 7 - - 3,894 11,195 - - - 44,080
Loans to CUStOMErS ..........cceeee.. 127,317 31,584 1,160 521 3,330 84 3,215 2,788 7,468 29 177,496
Shares and equity instruments 32 1,551 338 - - 152 32 - - - 2,105
Other ASSELS ...vviiiiiiiiiiiiiii e 606 124 - - - 34 - - 3 - 767
Total assets 182,372 81,991 2,954 988 3,595 5,098 23,985 3,304 7,877 248 312,412
Deposits from credit inStitutions ............cccceveeeriinnens 10,958 788 23 - - - 1 - - - 11,770
Deposits from CUSIOMErS .........ccvvveeeeiiiiiiieee e 26,757 30,607 3,917 517 386 1,017 3,132 2,277 392 20 69,022
Derivative instruments and short positions .............. - - - - - 9 - - - - 9
Debt issued and other borrowed funds . 143,255 - - - - 38,589 21,169 - - - 203,013
Subordinated 10aNns ...........cccceevveiii - - - - - 27,194 - - - - 27,194
Other liabilities .........cccceiiiiiiieeiiiiiiiii e 415 114 - - - 19 - 29 1 - 578
Total liabilities 181,385 31,509 3,940 517 386 66,828 24,302 2,306 393 20 311,586
Net on-balance sheet position 987 50,482 (986) 471 3,209 (61,730) (317) 998 7,484 228 826
Net off-balance sheet position 463 (46,840) 920 (484) (3,198) 61,672 268 (829) (7,468) (276) 4,228
Net position 1,450 3,642 (66) (13) 11 (58) (49) 169 16 (48) 5,054
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57. 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%
rise in the index would lead to an ISK 106 million increase in the balance sheet and a 1% fall would lead to a corresponding
decrease, other risk factors held constant.

30.9.2021 31.12.2020

Bonds and debt INSIIUMEBNLS .........uuiiiiiiiiitt bt s s e s e s e assesessseseseesseererarereeeeeeeeeaeaeeeees 1,193 4,684
[0 = 1 S (0 I o 11 (o] =] S 254,325 268,062
Total CPI-linked assets 255,518 272,746
DEePOSILS FrTOM CUSIOMELS .. ..iiiiiiiie ettt e e e e e e e e e e bbb e e e e e e satbbeaeeeeennbneeaaeeaas 91,739 90,353
Debt issued and other DOrrOWE fUNGS ..........uvuveriririiiiieiiieiereeeieeeeeee e e e e e e e e e e e e e eeeeeeeeaeaeeeaeaeaeaes 137,180 136,487
Off-DAlANCE SNEEL EXPOSUIES .....cciiiiiiiiiie ittt e ettt e e e sttt e e e e s st bt e e e e e sabbeeeaeesanbaeeeaeeaantnneeaaaaanes 15,993 19,725
Total CPI-linked liabilities 244,912 246,565
CPl imbalance 10,606 26,181

58. Derivatives

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

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 30 September 2021 and 31 December 2020.

The Group's regulatory capital requirement is calculated according to CRD IV as implemented through the Act on Financial
Undertakings no. 161/2002 and regulation no. 233/2017 on prudential requirements for financial undertakings. Capital requirement
calculations for credit risk and market risk are based on the standardised approach whereas the capital requirement calculations
for operational risk are based on the basic indicator approach. EU regulation 2019/876 was implemented in Iceland 28 June 2021
by amending regulation no. 233/2017. The most material effect was the amendment of the SME supporting factor, which relaxes
the conditions for obligors to be classified as small or medium sized enterprises allowing the supporting factor to be applied to a
larger part of the Bank's loan portfolio, lowering the REA. Another material amendment was the change in methodology for
calculating the exposure amount for counterparty credit risk, which lead to an increase in the REA.

The Bank is currently reviewing the methodology for calculating REA for operational risk. Changing from the basic indicator
approach to the standardised approach could reduce the REA and offer some relief in the Pillar 1 requirement.

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 September 2021 maintain an additional capital requirement of 2.5% of risk exposure amount. The Bank’s overall capital
requirement, taking into account capital buffers, is 17.8%. In September 2022 a countercyclical capital buffer of 2% will be
reintroduced, increasing from it's current level of 0%. The Group's capital target includes a 0.5-2.0% management buffer on top of
the overall capital requirement.

The minimum leverage ratio for Icelandic financial institutions is 3%.
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30.9.2021 31.12.2020
Own funds
Ordinary share capital 10,000 10,000
SHAIE PIrEMIUIM ..ottt ettt et e e st e e st e st e e e et e e e sb e e e sabaeee s 55,000 55,000
RESEIVES ... e 5,738 6,181
Retained earnings 126,653 113,529
Third quarter profit (7,587) -
NON-CONLrOllING INTEIESES .....eiiiiiiiii s (10) 1,494
IFRS 9 reversal due to transitional rules .... 3,239 5,164
Fair value changes due to own credit standing 1,096 238
Target dividend PAYMENTY ........ooiiiiiii et (4,523) -
Tax assets ......ccccevvvveennnen. (826) (259)
Intangible assets (3,249) (3,478)
CET1 capital 185,531 187,869
JaXe Lo 1 o] g PV (=T g Aot o - | PP PP TP PP 11,000 -
Tier 1 capital 196,531 187,869
L QA o o1 - | PRSP UPPR 25,923 27,194
Total capital base 222,454 215,063

*Target dividend payment is based on target dividend payout ratio of c. 50% of the first half 2021 results which were reviewed by
the Bank's auditor.

30.9.2021 31.12.2020
Risk exposure amount

o (VTSI (o J o (<o [1 A £ 11 818,932 830,141
S AUB t0 MATKEE TISK ..ottt e et e e bebebesesssesssnsanssssenenenaes 12,659 16,626
Market risk, trading DOOK ..........coouiiiiiiiii e 11,408 11,306
CUITEINCY TISK ..ttt ettt ettt ettt et ettt e e b bt e e bt e e e ekt e e e s b b e e e st e e e embe e e e nnbeeesnbeeeanbeaeenn 1,251 5,320

- due to credit valuation adjUSTMENT .........ocuuiiiie e e e et e e e e e nbaeeeeeeannes 1,147 1,728
- dUE 10 OPEIFAtIONAI TISK ....eiiiiiiiiiiiii ettt e e e st e e e nb e e e bbeeeanaeeeananas 85,026 85,026
Total risk exposure amount 917,764 933,521

Capital ratios

(@8 I - Lo SRR 20.2% 20.1%
B IT= g =T R 21.4% 20.1%
o] e= Loz o] = U =i Lo PSSO RSURTRNE 24.2% 23.0%
Capital ratios including third quarter profit

CET LT 1.ttt es ettt ettt s st s s b s st s et bbbt bbb 20.6% 20.1%
LT = T OSSPSR 21.8% 20.1%
o] ez o= o1 = I - Lo SRR 24.7% 23.0%

Leverage ratio
Exposure amount

ON-balance ShEet EXPOSUIES ..........oiiiiiiiiiii e 1,445,652 1,333,807
Off-balance SHEEL EXPOSUIES .......cc.uiiiiiiii ittt ettt e e e 48,005 41,067
DEMVALIVE EXPOSUIES ...ttt ittt sttt e ettt e e st e sh e e st e e s br e e e sab e e e sk et e s bb e e e saba e e sbb b e s bbb e e sbreesabnnaeannnas 22,646 9,922
Leverage ratio total exposure measure 1,516,303 1,384,797
THEE L CAPILAL ..ottt e e e e s e e r e r e r e 196,531 187,869
Leverage ratio 13.0% 13.6%
Leverage ratio including third quarter profit 13.2% 13.6%
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