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Highlights

Our profile

. Aleaderin financial services in Iceland, islandsbankiis a universal
bank with total assets of ISK 1,088bn and a 25% - 50% market
share across all domestic business segments.

- Buildingonover140years of servicing keyindustries, islandsbanki
has developed specific expertise in tourism, seafood and energy
related industries.

.

Drivenbythevisionto be #1forservice, islandsbanki's relationship
banking business model is propelled by three business divisions
that manage and build relationships with the Bank's customers.

. island§banki has developed a wide range of online services such
asthelslandsbanki, Kreditkort and Kass apps, enabling customers
to do their banking whenever and wherever. At the same time,
the Bank continues to operate the most efficient branch network
in Iceland through its strategically located 14 branches.

- For the fifth consecutive year, islandsbanki led the Icelandic
Customer Satisfactory Index for banks in 2017 and was also
named Bank of the Year in Iceland by the Banker.

. [slandsbanki has a BBB+/A-2 rating from S&P Global Ratings and
BBB/F3 from Fitch.

ROE reg. operations CET115%’
(1SKm)

1.8% 4,997

Profit after tax

Our Bank
branches é 843
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® 33%
W °
individuals SMEs
Credit Ratings

S&PGlobal BB B+ /A-2

Ratings Stable outlook

36%

~
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Number

of FTE's
for parent
company at
period end

32%

large companies

FitchRatings BBB /F 3

Stable outlook

Cost / income ratio®

692%  69.8%

1Q17 2Q17 3Q17 4Q17 1Q18

REA / total assets

1Q17 2Q17 3Q17 4Q17 1Q18

Loans to customers - sector split

1Q17 2Q17 3Q17 4Q17 1Q18

Number of FTE' s for Parent Company

(ISKbn) Asof 31.3.18 Excluding seasonal employees
J0% 703%  712% 731% Other 898 .
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1l Total assets — REA / total assets and services
Loans to customers Leverage ratio Total capital ratio
(ISKbn)
9 15.7% 16.2% 231%  235% o 241%
784%  780%  769% 7409 715% 15.5% ° o 153% 14.3% ; 22.7% 21.4%
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[/ Loans to customers — Deposit to loan ratio
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2 'Based on Gallup survey regarding primary bank.
?Earnings on regular income now includes profit from discontinued operations.
*The cost / income ratio for the parent company is 64.4%



Directors' Report

These are the condensed consolidated interim financial statements for the period 1 January to 31 March 2018 (“the interim financial
statements”) of Islandsbanki hf. (“the Bank” or “Islandsbanki”) and its subsidiaries (together referred to as "the Group").

Operations in the reporting period

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

The profit from the Group's operations for the reporting period amounted to ISK 2,097 million, which corresponds to 4.8% return on
equity. At the end of the reporting period, the Group employed 1,027 full-time members of staff, including 843 within the Bank itself.

Net interest income increased by 5% between years, due to balance sheet growth. Net fee income was down by 15%, where strong
growth in the Bank was offset by reduced activity in Borgun and Hringur, subsidiaries of the Bank. Net financial loss was by ISK 283
million, the loss derives largely from losses in mark-to-market of derivative hedges and losses on equity trading. Administrative
expenses were up by 6.7% between years, partly as a result of reduced capitalisation of salaries in 2018 due to an investment in the
Bank's core banking systems. Net impairments were positive by ISK 88 million as the loan book continued to perform well on the back
of a strong economy. Profit from discontinued operations amounted to ISK 713 million, mainly resulting from the sale of listed equities
from a subsidiary of the Bank.

The implementation of the new accounting rules for financial instruments (IFRS 9) resulted in an increase in the allowance account of
ISK 3,358 million at 1 January 2018 as a result of the introduction of the new expected credit loss impairment model. The total effect of
ISK 4,010 million, including the other changes due to the implementation of IFRS 9 (net of tax), has reduced shareholders' equity at 1
January 2018. The CET1 capital ratio reduced by 25 basis points. Note 3 provides more information. Figures for previous periods have
not been restated.

The Group's balance sheet grew by 5.1% in the quarter on the back of a 2.8% growth in loans to customers and considerable growth in
liquid assets. As a result of the IFRS 9 implementation, the Bank is re-assessing its measurements and targets for loan book quality.
Customer deposits increased by 1.4% during the quarter and the customer deposit-to-loan ratio was 74.1% at the end of the period.

The Bank continues to have good access to capital markets. The Bank issued a €300m 6 year non-call 5 year bond in January priced at
75 basis points above 5-year mid swaps. The issuance was very well received by investors and was four times oversubscribed. In the
domestic market, the Bank has issued ISK 3.3 billion of commercial papers and ISK 9.5 billion of covered bonds, thereby making good
progress with the 2018 issuance plan of ISK 20-25 billion for covered bonds.

The Group's total equity amounted to ISK 166.3 billion and total assets were ISK 1,088.3 billion at the end of the reporting period and
the Group's total capital ratio was 21.4%. The Bank's liquidity position remains strong and well above regulatory requirements.

On 22 March 2018, islandsbanki's Annual General Meeting approved the Board's proposal to pay I1SK 13 billion dividend of the profit for
2017 to the Bank's shareholders. The dividend was paid to the shareholders on 28 March 2018. The Board was also authorised to call
an extraordinary shareholders' meeting later in the year to propose payment of additional dividends if the Bank's accumulated capital
reserves are considered to exceed its long-term capital requirements.

Outlook

Economic growth is slowing down in Iceland and falling in line with OECD peers. The growth rate peaked at 7.5% in 2016, slowed to
3.6% in 2017 and is expected to be at around 2.3% in 2018. The main sources of growth are shifting from the corporate sector to
households, from exports and business investment to private consumption and residential investment. Private consumption growth is
however moderating due to slower real wage growth and reduced population growth, but still expected to grow by a relatively healthy
4.7% in 2018, and by 3.0% in 2019.

Iceland's net external position was positive by ISK 190bn, or 7.5% of GDP, at the end of 2017, the best IIP (International investment
position) in Iceland's modern economic history. Gross central government debt has at the same time decreased from 88% of GDP to
41% of GDP over the past 7 years.

As the Bank's earnings are closely related to the momentum of the economy, the growth in the balance sheet can be expected to
moderate from the figures seen in 2017 and the first quarter of 2018. The Bank's challenge will be to reach target earnings in this period
and manage the increased earnings volatility which is expected to come as a result of the IFRS 9 implementation.

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 3



Directors' Report

Statement by the Board of Directors and the CEO

The interim financial statements for the period 1 January to 31 March 2018 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 31 March 2018.

The Board of Directors and the CEO have today discussed and approved the Condensed Consolidated Interim Financial Statements for
the period 1 January to 31 March 2018.

Képavogur, 9 May 2018

Board of Directors:

Fridrik Sophusson, Chairman
Helga Valfells, Vice-Chairman
Anna bérdardéttir

Audur Finnbogadéttir

Arni Stefansson

Hallgrimur Snorrason

Heidrdn Jénsdottir

Chief Executive Officer:

Birna Einarsdottir

islandsbanki hf. Condensed Consolidated Interim
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Consolidated Interim Income Statement

Notes 2018 2017
1.1-31.3 1.1-31.3
INEEIEST INCOIME ... e 14,995 13,852
INEEIEST EXPENSE ..ottt ettt et e et nb e et e e (7,255) (6,455)
Net interest income 10 7,740 7,397
Fee and COMMISSION INCOIME .......coiiiiiiiiiiie ettt e e e e e e e e e e ainnees 4,273 5,129
Fee and COMMISSION EXPENSE .......uuiiiieiiiiiiiiiiee ettt e e e e e e e e st be e e e e e e s nbeneeaeens (1,495) (1,859)
Net fee and commission income 11 2,778 3,270
Net financial (EXPENSE) INCOME ........uiiiiiiiiiiiiie ettt 12 (283) 12
Net foreign exchange (I0SS) QaIN .....ccoouiiiiiiiiiiiiie e 13 (10) 201
Other Operating iINCOMIE .....cco.uiiiiiiiie i 14 13 160
Other net operating income (280) 373
Total operating income 10,238 11,040
15 (13,926) (13,659)
16 (2,924) (2,759)
(292) (253)
(785) (720)
Total operating expenses (7,927) (7,391)
Profit before net impairment on financial assets 2,311 3,649
Net impairment on fiNANCIAl ASSELS ..........oiiiiiiiiiiiiiie e 17 88 240
Profit before tax 2,399 3,889
INCOME TAX EXPEINSE ....eiiiieeiiiiieiie e e e ettt e e e ettt e e e e e e et et e e e e s e e aabb bt e e e e e e eananbneeaeeeeaannnnes 18 (1,015) (1,130)
Profit for the period from continuing operations 1,384 2,759
Profit from discontinued operations, net of INCOME taX ...........oociiiiiiiiiiiiiiiiiiee s 19 713 285
Profit for the period 2,097 3,044
Profit attributable to:
Shareholders of ISIaNdSBANKI Nf. ...........cccoiviiiiriii e 2,186 2,955
NON-CONLrOIING INTEIESS ....eeiiiiiiiiiiie it (89) 89
Profit for the period 2,097 3,044
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of [SIandShanKi Nf. ..........ccccoeiiiiiiiiiiicceee e 20 0.15 0.27

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

islandsbanki hf. Condensed Consolidated Interim
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Consolidated Interim Statement of Comprehensive Income

2018 2017

1.1-31.3 1.1-31.3

Profit fOr the PO ..........ceeveeeieee ettt ettt e e ee e 2,097 3,044
Items that are or will be reclassified to profit or loss:

Foreign currency translation differences for foreign operations ...........cccccccoevieveenineenne - 5

Net change in fair value of financial assets and financial liabilities, net of tax .............. 302 196

Other comprehensive income for the period, net of tax 302 201

2,399 3,245

Total comprehensive income for the period

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

islandsbanki hf. Condensed Consolidated Interim
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Consolidated Interim Statement of Financial Position

Notes 31.3.2018 31.12.2017
Assets
Cash and balances with Central Bank .............ccceeeieeiiiiiiiieiees e 21 177,029 189,045
Bonds and debt iNStrUMENLS ..........ccoiiiiiiiiiic e 5 49,140 27,090
Shares and equity INSLIUMENTS ........ooiiiiiiiiii e 5 10,208 10,177
DEIVALIVES .....oveiiiiiiie et 22 4,673 2,896
Loans to credit INSHLULIONS ..........eiiiiiiiiiii e 23 47,220 26,617
LOANS tO CUSIOMENS .....cvviiiiiiiiiiiiic e 24 776,149 755,175
INVESTMENLS iN @SSOCIALES ....cceiiiiiiiiie ettt 26 672 704
Property and €qUIPIMENT ..........ooiiiiiiiiie e 7,025 7,128
INtANGIDIE ASSELS ... 4,412 4,231
OLNEI @SSELS ...ttt e 28 10,732 9,993
Non-current assets and disposal groups held for sale .............ccccovciiiiiinens 29 1,048 2,766
Total Assets 1,088,308 1,035,822
Liabilities
Deposits from Central Bank and credit institutions ............ccccoooiiiiiiieeniiinenn. 30 13,563 11,189
DepOoSits fromM CUSTOMENS .......oiiiiiiiiiiiiie ettt 31 575,196 567,029
Derivative instruments and short POSItIONS .............ueiiiiiiiiiiiieeee e 22 8,104 5,492
Debt issued and other borrowed funds ............cccooviiiiiiiiiiie e 33 269,255 217,748
SUbOrdiNALEA [0ANS .....coeviiiiii e e e e eeaa s 34 8,838 9,505
TaX ADIIIIES ....ooeeeiieiiee e 7,908 7,787
Other IADIlItIES .......veeeiiiiieie e 36 39,028 35,947
Non-current liabilities and disposal groups held for sale ..........ccccccceviiieinineen. 29 79 80
Total Liabilities 921,971 854,777
Equity
SHAIE CAPITAL ..eeieeiieiieie e 10,000 10,000
Share premium 55,000 55,000
RESEIVES ....ooiiiiiiiii 4,991 6,179
RetaiNed ArNINGS ......uviiiiiiee ettt e e e e e e e be e e e e e e aaes 93,930 107,387
Total equity attributable to the equity holders of islandsbanki hf. 163,921 178,566
NON-CONtrolliNg INTEIESES .....ccuviiiiiiiiie s 2,416 2,479
Total Equity 166,337 181,045
Total Liabilities and Equity 1,088,308 1,035,822

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

Liability Total Non-

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

capital premium reserves reserve reserve reserves earnings equity interests equity
Equity as at 1.1.2017 10,000 55,000 1,673 (25) - 2,491 105,563 174,702 4,223 178,925
Profit for the period ............cccovieiiiiiieiiii e 2,955 2,955 89 3,044
Dividends Paid .........ceeiiiriiieriiiie e (110,000) (10,000) (1,405) (11,405)
Net change in fair value of AFS financial assets ................. 125 125 71 196
Translation differences for foreign operations ..................... 5 5 5
Restricted due to capitalised development cost .................. 382 (382) - -
Restricted due to fair value changes ...........cccccooiiiiieieennnnne 8 (8) - -
Restricted due to subsidiaries and associates .................... 269 (269) - -
Equity as at 31.3.2017 10,000 55,000 2,332 100 - 2,496 97,859 167,787 2,978 170,765
Equity as at 31.12.2017 10,000 55,000 3,440 239 - 2,500 107,387 178,566 2,479 181,045
Impact of adopting IFRS 9, see Note 3 ............ (1,486) (2,530) (4,016) 6 (4,010)
Impact of adopting IFRS 15, see Note 3 (97) (97) (97)
Equity as at 1.1.2018 10,000 55,000 3,440 239 (1,486) 2,500 104,760 174,453 2,485 176,938
Profit for the period ...........cccoieiiiiie e 2,186 2,186 (89) 2,097
Dividends PaId ........cceeeiiiriieriiieee e (13,000) (113,000) (113,000)
Net change in fair value of financial assets through OCI ..... 33 33 20 53
Net change in fair value of financial liabilities ...................... 249 249 249
Restricted due to capitalised development cost .. 164 (164) - -
Restricted due to fair value changes ............cccccceevcvicinnnn. (107) 107 - -
Restricted due to subsidiaries and associates .................... (41) 41 - -
Equity as at 31.3.2018 10,000 55,000 3,456 272 (1,237) 2,500 93,930 163,921 2,416 166,337

Dividends:
The Annual General Meeting ("AGM") for the operating year 2017 was held on 22 March 2018. At the AGM shareholders approved the Board's proposal to pay dividends to shareholders for the financial year
2017. Dividends amounting to ISK 13,000 million were paid on 28 March 2018 which is equivalent to ISK 1.30 per share (2017: ISK 1.00 per share).

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

2018 2017
Notes 1.1-31.3 1.1-31.3
Cash flows from operating activities:
Profit fOr the PEHOA .......cooiiiiii e 2,097 3,044
Non-cash items included in profit for the period ... 4,084 2,599
Changes in operating assets and labilities ............c.ccociiiiiiii (49,483) (49,907)
DIVIAENAS FECEIVEA ..ottt e ettt e e e e st e e e e e e e eaanbbeeeaeeeaannes 11 29
Income tax and bank tax PRI ..........oooiiiiiiiii e (883) (292)
Net cash (used in) operating activities (44,174) (44,527)
Net investments in associated COMPANIES ..........eeeieiiiiiiiiiiiiea e e e e e e e eereeeea e - (12)
Proceeds from sale of property and eqUIPMENT ..........oociiiiiiiiiiiiie e 4 4
Purchase of property and equipment ... . (64) (343)
Purchase of iNtangible ASSEtS ........coouiiiiiii i (232) (397)
Net cash (used in) investing activities (292) (748)
Proceeds from borrowings 55,299 11,741
Repayment of borrowings (3,428) (3,936)
[D]1Y/To (] o K31 o= o NN TSP PT P PUPPPPRPPN (10,140) (449)
Dividends paid non-CoNtrolling INTEIESES ..........eeiiiiiiiiiiie it - (1,405)
Net cash provided by financing activities 41,731 5,951
Net (decrease) in cash and cash equIVaIENTS ............cooceiiiiiiiiiiiii e (2,735) (139,324)
Effects of foreign exchange rate Changes ............oooooiiiiiiiiiii e (60) (16)
Cash and cash equivalents at the beginning of the period .............ccccooiiiiiiiiie 187,438 240,263
Cash and cash equivalents at the end of the period 184,643 200,923
Reconciliation of cash and cash equivalents:
Cashonhand ........cccocvevrniiiennnnnn. . 21 2,025 3,503
Cash balances with Central Bank 21 175,004 206,934
BANK GQCCOUNTS ..ottt ettt e ettt et e e et e e e e e et eanneeas 23 22,702 13,335
Mandatory reserve and special restricted balances with Central Bank ............ccccccceoviivneeen. 21 (115,088) (22,849)
Cash and cash equivalents at the end of the period 184,643 200,923

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

Interest received from 1 January to 31 March 2018 was ISK 14,170 million (2017: ISK 15,569 million) and interest paid in the same
period 2018 was ISK 4,224 million (2017: ISK 5,408 million). Interest paid is defined as having been paid when it has been deposited
into the customer account and is available for the customer's disposal.

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

2018 2017
Non-cash items included in profit for the period: 1.1-31.3 1.1-31.3
Depreciation and IMPAIMMENT .........oo ittt e et e e e e e e st e e e e e e e s e abbbeeeeaeesannbnneeaeeaeannnes 164 176
Amortisation Of INtANGIDIE ASSELS .....ceiiiiiiiiii e e e e e e e e e eeaaeas 51 45
Share of 10SS (gaiN) Of ASSOCIALES ........ciiiiiiiiiiii e e e e e e e e e e e e bbb b e e e e e e e annrennes 32 (263)
Accrued interest and fair value changes on debt iISSUEM ..........cooiiiiiiiiiiiiiiiiie e 2,500 1,341
Impairment on loans - (397)
Net impairment 0N fINANCIAI BSSELS .........oiiiiiiiiiii et e e e e e e e e e e e e e ennnnes (88) 157
Foreign eXChange [0SS (GAIN) ...oiueeiiiiie ettt e ettt e e e e ettt e e e e e e e bbb e e e e e e e sannbte e e e e e e e e ansnbeeeeas 10 (201)
Net (gain) on sale of property and EQUIPIMENT ...........iiiiiiiiiiiii e e e e e e s berr e e e e e aaes (1) (2)
Unrealised fair value losses recognised in profit and [0SS ............cooiiiiiiiiiiiiicii e 329 178
Net profit on non-current assets classified as held for Sale ... (713) (285)
Bank tax 1,015 1,130
L ToTo ] 1 T= = TP 785 720
Non-cash items included in profit for the period 4,084 2,599
Changes in operating assets and liabilities:
Mandatory reserve and special restricted balances with Central Bank .............cccccooiiiiiiiiiiieiiniiiiieeeeee 2,478 24,344
Loans and receivables to credit INSHIULIONS ............ooiiiiiii e (16,038) (15,597)
Loans and receivables t0 CUSIOMIETS .........iiii ittt e e e e e st e e e e e e s esabneeeeeeeannnes (28,784) (13,803)
Trading assets (23,848) (12,934)
OLtNEr OPEIALING @SSELS ....ciiiiiiieiiieeeiit ittt e e ettt e e e e e e bbbt e e e e e e aaabebeeeee e e saksbeeeeeeeeaabbbbeeeaeeeaannbnbeeeaeaeaannne (432) (7,121)
Non-current assets and liabilities held for Sale ...........ccocviiiiiiii 2,440 1,392
Deposits with credit institutions and Central BanK ...............eiiiiiiiiiiiiieeeeiiiiie e 2,500 6,339
DEPOSILS FIOM CUSTOMENS ...ttt ettt e ettt e e e e e bbb et et e e e s s bbb et e e e e e e e ansbbe e e e e e e aanbbbeeeeaeeaan 11,127 (27,420)
Trading fiInANCial ADIILIES .........oiiiii e e e e et e e e e e e e s bbe e e e e e e e e aannes (270) 14
Derivatives 1,105 (140)
Other operating lADIItIES ...........ueeiiie et e e e e r e e e e e e ntabeeeeaeeaas 239 (4,981)
Changes in operating assets and liabilities (49,483) (49,907)

Non-cash transactions 2018
The Bank paid dividends amounting to ISK 13,000 million. Thereof are non-cash transactions amounting to ISK 2,860 million which is
capital income tax due in May 2018.

Non-cash transactions 2017

The Bank paid dividends amounting to ISK 10,000 million. Thereof are non-cash transactions amounting to ISK 7,551 million which
were paid with a government bond.

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

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 10 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

Notes

General information

1 Corporate information ............ccvcvvveiniieenniie e
2 Basis of preparation ............cccoveieiiiieiniiieenee e
3 Changes to accounting policies ...........ccccouveveriineenns
4 Operating SEGMENES ........oeerireieiiiieeniiee e

Notes to the Statement of Comprehensive Income

9 Quarterly Statements .......cccccoevcvvvveeeeeiiiiiiee e
10 Net INterest iINCOME .........cooviiiiiiiiie e
11 Net fee and commission INCOME ..........c.cceeeerveeeininnen.
12 Net financial (expense) income
13 Net foreign exchange (I0SS) gain .......cccccoeevvvvereeennns
14 Other operating iNCOME .........ccoveiiiiiieeeiiiiiieeee e e
15 Salaries and related eXpenses .........ccccvcveeeeeveiivveeennn.
16 Other operating EXPENSES .......c.uvvvvreeeieiiiiireeeeeseiinnens
17 Net impairment on financial assets .........c..ccccccvvveen..
18 INCOME taX EXPENSE ...ovvvvviieieiiieiiiiiiieieeeeeeeeeeeeeeeeaeeeaees
19 Profit from discontinued operations ...........c..cccccceveee.
20 Earnings per Share .........cccocccvvvveee e i

Notes to the Statement of Financial Position

5 Classification of financial assets and liabilities ...........
6-7 Fair value information for financial instruments ..........
8 Offsetting financial assets and financial liabilities .......
21 Cash and balances with Central Bank ........................
22 Derivative instruments and short positions .................
23 Loans to credit institutions ...........ccccveevviiiiiee e

24 Loans to customers
25 Expected credit loss

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018

Page

12
12
12
19

26
26
27
27
27
28
28
28
28
29
29
29

21
22

30
30
31
31
32

11

Notes Page
26 Investments in assoCiates .........ccccevvvveerriieeiiiieeeninee. 32
27 Investments in subsidiaries ..........ccccveeriieeiriieeeninen. 33
28 Other @SSEtS ......oeiiiiiieiiiiee e 33
29 Non-current assets and disposal groups held for sale 33
30 Deposits from Central Bank and credit institutions ..... 33
31 Deposits from customers .. 34
32 Pledged asSets ........coocvviiiieeiiiiiiieiece e 34
33 Debt issued and other borrowed funds .............cc..c..... 35
34 Subordinated [0aNS ..........cccccveiiiiiieiiiiee e 35
35 Changes in liabilities arising from

financing activities ........ccccvveeeei i 36
36 Other liabilities ..........coceiiiiiiii e 36
Other Notes
37 Related Party ........eeveeeieiiiiiiee e 37
38 CUSTOAY ASSELS ..vvvviirieeeiiiiiiiiie e e e sieee e e e e s rierre e e e e 38
39 CONLINGENCIES .oeeeeeiiiiiiie ettt e e 38
40 Events after the reporting period ..........ccccoevcvvvvereenn. 39
Risk Management
41 Risk management ..........ccccveiiiiieeniie e 40
A2-47 Credit FiSK ..o.evveieee e 40
48-49 Liquidity risk ... e A7
50 MArKEt FSK ..vveeeiiiiiieee e e 51
51-53 Interest rate sk .........cccveeireeeiiiiiiiieeeeeesiiieee e e 52
54 CUITENCY FISK .t 54
55 Derivatives ... 56
56 INFIALION FISK ..o 56
57 Capital Management ..........cccceeiiieeeniiieeniiee e 56



Notes to the Condensed Consolidated Interim Financial Statements

1. Corporate information

[slandsbanki hf. the parent company was incorporated on 8 October 2008 and is a limited liability company domiciled in Iceland. The
condensed consolidated interim financial statements for the first quarter 2018 (“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 authorised for issue by the Board of Directors of {slandsbanki hf. on 9 May 2018.

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 2017, as well as the
unaudited Pillar 3 Report for the year ended 31 December 2017. Both are available on the Bank's website www.islandsbanki.is.

At 1 January 2018, the Group implemented IFRS 9 - Financial Instruments, and IFRS 15 - Revenue from Contracts with Customers.
The impact from the implementation of IFRS 9 and IFRS 15 on the opening balance sheet at 1 January 2018 is disclosed in Note 3.

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.

The interim financial statements have been prepared on an historical cost basis except for the following items in the statement of
financial position: bonds and debt instruments which are measured at fair value, shares and equity instruments which are measured
at fair value, derivative financial instruments which are measured at fair value and non-current assets and disposal groups classified
as held for sale which are measured at the lower of its carrying amount and fair value less costs to sell. Recognised financial liabilities
designated as hedged items in qualifying fair value hedge relationships are measured at amortised cost adjusted for changes in fair
value attributable to the risk being hedged.

The interim financial statements are presented in Icelandic kréna (ISK), which is the functional currency of islandsbanki hf. All
amounts presented in ISK have been rounded to the nearest million, except when otherwise indicated.

Important 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 at the date of the interim financial statements,
and income and expenses recognised during the reporting period.

Estimates made by management are based on historical experience and other assumptions that are believed to be reasonable.

Key areas where management has made difficult, complex or subjective judgements, include those relating to the allowance for credit
losses, the fair value of financial instruments, including derivatives and derecognition of financial assets and liabilities. While
management makes its best estimates and assumptions, actual results could differ from these estimates and assumptions.

3. Changes to accounting policies

The accounting policies in the interim financial statements are consistent with those applied in the Group's audited consolidated
financial statements for the year ended 31 December 2017, except for changes to the accounting for financial instruments resulting
from the adoption of IFRS 9, and the accounting for revenue from contracts with customers resulting from the adoption of IFRS 15.
Those changes are described below.

IFRS 9 — Financial Instruments

The Group adopted a new IFRS standard, IFRS 9 - Financial Instruments, which replaced IAS 39 as of 1 January 2018. As a result of
the application of IFRS 9, the Group changed its accounting policies in the areas outlined below, and these new policies were
applicable from 1 January 2018. As permitted by the transition provisions of IFRS 9, the Group elected not to restate comparative
period information; accordingly, all comparative period information is presented in accordance with previous accounting policies, as
described in the Group's audited consolidated financial statements for the year ended 31 December 2017. Adjustments to carrying
amounts of financial assets and financial liabilities at the date of initial application were recognised in equity as of 1 January 2018.
New or amended interim disclosures have been provided for the current period, where applicable, and comparative period disclosures
are consistent with those made in the prior year.

islandsbanki hf. Condensed Consolidated Interim
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Classification and measurement

Financial assets

Financial assets are classified into one of three measurement categories, i.e. measured subsequently at amortised cost, measured
subsequently at fair value through other comprehensive income or measured subsequently at fair value through profit or loss. The
measurement basis of individual financial assets is determined based on an assessment of the cash flow characteristics of the assets
and the business models under which they are managed.

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

The business models

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

Solely payments of principal and interest (“SPPI”)

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

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

Financial assets at amortised cost

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

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

Impairment losses, reversals of impairment losses and impairment gains are recognised in profit or loss in the line item “Net
impairment on financial assets”.

islandsbanki hf. Condensed Consolidated Interim
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Financial assets at fair value through other comprehensive income (FVOCI)

Equity instruments at FVOCI

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

Debt instruments at FVOCI
During the period the Group did not classify any debt instruments at FVOCI.

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

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

Financial assets at fair value through profit or loss are initially recognised and subsequently measured at fair value in the statement of
financial position, with transaction costs recognised immediately in profit or loss. Changes in fair value are recognised in profit or loss
in the line item "Net financial income (expense)”, except for interest earned, which is recognised in the line item "Interest income"
using the effective interest method and foreign exchange gains and losses, which are included in the line item "Net foreign exchange
gain (loss)".

Financial liabilities

Financial liabilities designated as at fair value through profit or loss

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

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

Upon initial recognition, the Group determines if the recognition of gains and losses in other comprehensive income creates or
enlarges an accounting mismatch in profit or loss, then the whole fair value change is presented in profit or loss. This is not applicable
for the Group during the period.

Hedge accounting

The Group has elected to continue to apply the hedge accounting principles under IAS 39 instead of those under IFRS 9. The policy
for hedge accounting is described in Note 76.9 in the Group's audited consolidated financial statements for the year ended 31
December 2017.
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Impairment

The adoption of IFRS 9 has had a significant impact on the Group's impairment methodology. The two main reasons for this impact
are firstly that the impairment model of IFRS 9 is forward-looking as opposed to the incurred loss model of IAS 39 and secondly that
impairment under IFRS 9 should reflect a probability weighted average of possible outcomes in contrast to IAS 39 where the single
most likely outcome was accounted for. In addition, the expected credit loss model in IFRS 9 employs a dual measurement approach,
under which the loss allowance for expected credit losses (ECL) is measured at each reporting date as either 12-month expected
credit losses or lifetime expected credit losses, depending on whether there has been a significant increase in credit risk (SICR) of the
financial instrument since initial recognition. To satisfy the provisions of the IFRS 9 standard, a significant amount of modelling must
be involved. The models which the Group uses for the calculation of the impairment amount are developed according to the Group's
modelling framework. This framework imposes structure on the initial model development work, the model documentation including
educational material as needed for users, the approval process for models, the implementation of models and the lifetime support for
models, including validation and back-testing. The Group's impairment process, which encompasses all the steps needed to derive
the appropriate impairment allowance for each accounting period, is documented and approved by the All Risk Committee.

Stage assignment

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

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

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

Stage 3 — This Stage is for assets which are credit-impaired according to the Group's assessment. These assets are therefore
experiencing an ongoing credit event. Thus, the 12-month ECL and lifetime ECL are the same amount and this amount is recognised
as impairment allowance. For assets in this Stage, interest is recognised on the carrying amount of assets, net of impairment
allowance.

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

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

b) The customer is more than 90 days past due on any of their commitments.

The assessment in point a) is made based on a defined set of triggers, which includes serious breach of covenants, serious
registrations on an internal watchlist, initiation of serious collection actions and serious external credit related information.

Furthermore, there is a defined set of conditions which must be satisfied so that customers that have been assessed as being credit-
impaired are no longer subject to this assessment. This includes probation periods and a view to the future outlook of the customer.

The Group's definition of a SICR is on the level of an individual asset. The Group assesses that there has been a significant increase
in credit risk of an asset if the probability of a credit impairment event, i.e. transfer to Stage 3, occurring over the lifetime of the asset
has increased significantly from the origination of the assets. For this purpose, origination does not refer to any modification events
which have not resulted in derecognition of the asset. The assessment is based on a defined set of triggers. This includes, as a
backstop, the trigger that the asset is more than thirty days past due. Other triggers are internal assessments of outlook, events such
as forbearance events which are less severe than a credit event, external credit related information and a significant deterioration in
risk assessment compared with the risk assessment done in relation to the origination of the asset. The definition of SICR depends
only on the probability of a credit event occurring, it does not take into account collateralisation or any other information related to the
expected loss arising from the event.

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

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

The Group uses the standardised approach for regulatory capital purposes but has used PD models and LGD models for risk
management purposes for several years. These models have been adapted for IFRS 9 purposes. For EAD, and for LGD to a certain
extent, new models have been developed.

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

The effects of the economy on the PD is accounted for through the use of scaling factors which map through-the-cycle PD values to
point-in-time PD values. The Group has a model to predict these scaling factors based on economic forecasts. The economic
forecasts used are provided at least quarterly by the Group's Chief Economist and approved by the All Risk Committee. The Group
uses several economic scenarios which have different scaling factors in order to represent the whole range of possible future
economic developments. The actual impairment allowance is the weighted average of the ECL in these different scenarios.

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

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

Write-off policy

The Group writes off a financial asset, either partially or in full, when there is no realistic prospect of recovery. Where financial assets
are secured, write-off is generally after receipt of any proceeds from the realisation of security. In subsequent periods, any recoveries
of amounts previously written off are credited to the provision for credit losses in the consolidated interim income statement.

The impairment process

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

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

Impact of adoption of IFRS 9

The IFRS 9 transition reduced shareholders' equity by ISK 4,010 million in total net of tax as at 1 January 2018, thereof ISK 2,484
million is due to changes in impairments and ISK 1,526 million due to reclassification of debt securities. The CET1 capital ratio
reduced by 25 basis points.
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Transition of financial assets and financial liabilities

The following table summarises the day one impact of the implementation of IFRS 9 showing the original measurement catagories in accordance with IAS 39 and the new measurement categories under
IFRS 9 for the Group's financial assets and financial liabilites.

At 1 January 2018 Classification Classification Closing balance Reclassi- Remeasure- Opening balance

IAS 39 IFRS 9 IAS 39 fication ment IFRS 9
Cash and balances with Central Bank ............cccccoeviiivieiiniinnnnnne. Loans & receivables Amortised cost 189,045 - - 189,045
Listed bonds and debt inStruments ...........ccooocuieieiiiiiiiiiiiiiceees Held for trading Mandatorily at FVTPL 24,716 - - 24,716
Listed bonds and debt inStruments .........ccccoccviveeeeiiiiciiiieee s Designated as at FVTPL* Mandatorily at FVTPL 373 - - 373
Unlisted bonds and debt inStruments ............ccceeeeiiiiiiieeeeenniinns Designated as at FVTPL* Mandatorily at FVTPL 2,001 - - 2,001
Listed shares and equity instruments .. Held for trading Mandatorily at FVTPL 5,108 - - 5,108
Listed shares and equity iNStruments ...........cccccoeviieieieeeiniiiiieenenn. Designated as at FVTPL Mandatorily at FVTPL 1,645 - - 1,645
Unlisted shares and equity iNStruments ...........ccccoovveeiiieeeinineennnns Designated as at FVTPL Mandatorily at FVTPL 2,188 - - 2,188
Unlisted shares and equity iNStruMents ...........ccoccvveeeeeeniiiiiieeeenn. Available for sale Fair value through OCI 1,236 - - 1,236
DENVALIVES ...ttt Held for trading Mandatorily at FVTPL 2,891 5 - 2,896
DEIVALIVES ...eeiiieiiiiieiet ettt e e Held for hedging Held for hedging** 5 (5) - -
Loans to credit iNSHtULIONS ........cocvvieiiree e Loans & receivables Amortised cost 26,617 - (39) 26,578
Loans to customers ............. .... Loans & receivables Amortised cost 755,175 - (2,706) 752,469
Other financial assets Loans & receivables Amortised cost 9,847 - (3) 9,844
Total financial assets 1,020,847 - (2,748) 1,018,099
Deposits from CB and credit inStitutions ............cccccooviiiiiinieiiniiinnns Amortised cost Amortised cost 11,189 - - 11,189
Deposits from CUSTOMENS .........eviiiiiiiiiiiee e Amortised cost Amortised cost 567,029 - - 567,029
Derivative instruments and short poSitions ...........cccccceeeriiiiiieeennn. Held for trading Mandatorily at FVTPL 5,071 421 - 5,492
Derivative instruments and short positions ............cccccovcvveiiiieennns Held for hedging Held for hedging** 421 (421) - -
Debt issued and other borrowed funds ..o Designated as at FVTPL Designated as at FVTPL*** - 82,655 1,908 84,563
Debt issued and other borrowed funds ..........ccccceeeeviiiiiiee e, Amortised cost Amortised cost 217,748 (82,655) - 135,093
Subordinated 08NS .........coooiiiiiiie e Amortised cost Amortised cost 9,505 - - 9,505
Other financial liabilities .... Amortised cost Amortised cost 10,467 - - 10,467
Total financial liabilities 821,430 - 1,908 823,338
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*At the date of initial application of IFRS 9 the Group reclassified certain debt instruments from designated as at FVTPL to mandatorily at FVTPL. These debt instruments are managed and evaluated on a fair
value basis and are therfore to be mandatorily measured at fair value through profit or loss. No debt instruments are classified as designated at fair value through profit or loss or at fair value through OCI.

*|FRS 9 includes new hedge accounting rules, which align hedge accounting more closely with risk management. IFRS 9 includes an accounting policy choice to defer the adoption of IFRS 9 hedge accounting
and to continue with IAS 39 hedge accounting. The Group has decided to exercise this accounting policy choice. On 1 January 2018 the Group discontinued applying hedge accounting for certain euro
denominated debt securities and interest rate swaps.

***At the date of initial application of IFRS 9 the Group changed the classification of certain debt securities to being designated as at fair value through profit or loss. The impact of this change on 1 January 2018
was ISK 1,908 million.

Allowance for credit losses

The following table is a comparison of impairment allowances determined in accordance with IAS 39 and IAS 37 to the corresponding impairment allowance determined in accordance with IFRS 9 as at 1

January 2018.
Collectively Individually Transition
assessed assessed Total adjustments Stage 1 Stage 2 Stage 3 Total
Loans at amortised cost* 1,729 8,662 10,391 2,745 2,741 1,244 9,151 13,136
Other assets at amortised cost - 5 5 3 6 2 - 8
Off-balance sheet loan commitments and financial guarantees - 64 64 610 467 101 106 674
Total allowance for credit losses 1,729 8,731 10,460 3,358 3,214 1,347 9,257 13,818

*Loans at amortised cost includes Loans to customers and Loans to credit institutions.
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IFRS 15 — Revenue from Contracts with Customers

IFRS 15 — Revenue from contracts with customers became effective as at 1 January 2018 and replaced various IFRS standards and
interpretations on revenue recognition related to sale of goods and services. IFRS 15 establishes a single comprehensive framework
for accounting for revenue arising from sale of goods and services through contracts which fall under its scope. IFRS 15 does not
apply to revenue arising from financial instruments but it applies to fees charged by the Group which are not part of the effective
interest rate of a financial instrument.

The Group adopted IFRS 15 by applying the cumulative effect method, under which the effect of initial adoption was recognised in
equity on 1 January 2018 and comparative information was not restated. The Group recognised ISK 97.4 million as a decrease in
retained earnings as at 1 January 2018 due to the adoption of IFRS 15. This change is due to the change in revenue recognition for
insurance broker commissions, whereas the transaction price now reflects a refund liability due to contractual provisions in the
contract with the insurance provider, which is the principal in the transaction, and a related refund asset due to commissions paid by
the Group to sale agents. Apart from this change the adoption of IFRS 15 did not result in changes to the timing or amount of revenue
recognition. However, the Group changed the presentation in the consolidated income statement of insurance and wholesale annual
fees related to credit cards, whereas they were presented as an expense in the line item “Fee and commission expense” before 1
January 2018 but they are presented as a deduction from revenue in the line item “Fee and commission income” from 1 January
2018. This change in presentation has no effect on the net fee and commission income.

4. Operating segments

The Bank announced changes to its organisational structure in the second quarter of 2017. The purpose of the changes is to adapt
the Bank's organisational structure to customers' changed needs and provide them with better banking services. The changes have
not been fully implemented. Now Retail Banking and Corporate & Investment Banking serve the customers. Wealth Management and
Markets no longer operate as separate segments but have been incorporated into the existing segments. Retail Banking is currently
comprised of Personal Banking and Business Banking, however once the organisational changes have been fully implemented the
two new segments will replace Retail Banking. The Bank will then have three income-generating units: Personal Banking, Business
Banking and Corporate & Investment Banking.

Comparative amounts have not been adjusted.
The Group is currently organised into four main operating segments:

Retail Banking

Personal Banking provides comprehensive financial services to individuals, such as lending, savings and payments and Business
Banking provides wide-ranging financial services to small- and medium-sized enterprises. Comprehensive consultancy services are
conducted by experienced advisors located throughout the branches. Business Banking operates Ergo, the asset based financing unit
of the Bank. Personal Banking operates Kreditkort, a specialised brand in the credit card sector and Kass, a mobile payments
platform.

Corporate & Investment Banking

Corporate & Investment Banking provides universal banking services to large companies, municipalities, institutional investors and
affluent individuals. The experienced team members provide 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

Treasury is responsible for funding the Bank's operations and for managing the internal pricing framework. Treasury is also
responsible for the Bank's balance sheet management and for the relations with investors, financial institutions, stock exchanges and
rating agencies.

Proprietary Trading and Subsidiaries
Proprietary Trading and Subsidiaries include equity and debt investments in the trading book and banking book as well as the impact
of subsidiaries and associates. For further information regarding subsidiaries and associates see Note 26 and Note 27.

Cost centres comprise Head Office (Human Resources, Communications, Strategy & Marketing and Legal), Finance, Operations &
IT, Risk Management, Group Internal Audit, and Compliance.

The accounting policies for the reportable segments are in line with the Group's accounting policies. The Group operates mainly in
the Icelandic market.

Following is an overview showing the Group's performance with a breakdown by operating segments.
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1 January to 31 March 2018 Corporate & Proprietary Cost
Operations Retail Investment Trading & centres &
Banking Banking Treasury Subsidiaries Eliminations Total

Net interest inCome ..........cccceevviveeennns 4,995 1,465 1,034 305 (59) 7,740
Net fee and commission income .......... 1,423 737 (63) 679 2 2,778
Other operating income ...........ccccccc.... 6 94 (150) (226) (4) (280)
Total operating income 6,424 2,296 821 758 (61) 10,238
Salaries and related expenses .............. (1,201) (394) (40) (699) (1,592) (3,926)
Other operating eXpenses ..........c.c...... (883) (146) (103) (611) (1,181) (2,924)
Deposit Guarantee Fund and bank tax . (285) (4) (788) - - (1,077)
Net impairment on financial assets ....... 354 (245) (29) 8 - 88
Profit (loss) before cost allocation & tax 4,409 1,507 (139) (544) (2,834) 2,399
Net segment revenue from

external CUStOMErS .......vevveeeeeeeeeeieinnns 6,690 4,342 (1,644) 851 (1) 10,238
Of which fee and commission income .. 1,818 796 (48) 2,478 (771) 4,273
Net segment revenue from

other segments .........cccceevviiiieiinneene (266) (2,046) 2,465 (93) (60) -
At 31 March 2018
Loans to CUStOMers ........ccccccvveeernvneenn. 485,916 283,750 146 6,307 30 776,149
Other assets 3,869 1,220 258,013 57,029 (7,972) 312,159
Total segment assets 489,785 284,970 258,159 63,336 (7,942) 1,088,308
Deposits from customers ...................... 495,072 17,345 66,824 396 (4,441) 575,196
Other liabilities ........ccccoceeviiiniiniiiein, 4,375 4,093 309,860 26,830 1,617 346,775
Total segment liabilities 499,447 21,438 376,684 27,226 (2,824) 921,971
Allocated equity 57,639 46,699 48,898 22,880 (9,779) 166,337
Risk exposure amount 409,401 316,520 29,781 42,478 (2,257) 795,923

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.

1 January to 31 March 2017 Wealth Subsidiaries Cost
Operations Retail Corporate Manage- & Equity Centres &
Banking Banking Markets ment Treasury Investments Eliminations Total
Net interest iNnCome ..........cccceeeeiieeeenns 4,337 1,830 403 137 507 248 (65) 7,397
Net fee and commission income .......... 1,143 129 309 524 (31) 1,202 (6) 3,270
Other operating income ..........ccccceeeenne 3 - (7) 39 301 2,511 (2,474) 373
Total operating income 5,483 1,959 705 700 777 3,961 (2,545) 11,040
Salaries and related expenses .............. (965) (257) (256) (243) (37) (535) (1,366) (3,659)
Other operating eXpenses .................... (910) (67) (50) (58) (37) (569) (1,068) (2,759)
Deposit Guarantee Fund and bank tax . (235) (1) - (15) (722) - - (973)
Net loan impairment ...........cccocoeeeeiinnes 178 52 - - - 31 (21) 240
Profit (loss) before cost allocation & tax 3,551 1,686 399 384 (19) 2,888 (5,000) 3,889
Net segment revenue from
external CUStOmers ..........ccccceeeeviunenn. 4,489 4,126 863 284 (343) 4,100 (2,479) 11,040
Net segment revenue from
other segments .........cccceeviveiiieiineens 994 (2,167) (158) 416 1,120 (139) (66) -

At 31 March 2017

Loans to CuStomers ........cccoccvveeeenvneeenn. 402,228 295,876 319 - - 5,965 (941) 703,447
Other @SSets ........ccooevrieieniieiienee e 5,072 139 18,688 3,518 253,497 60,669 (16,222) 325,361
Total segment assets 407,300 296,015 19,007 3,518 253,497 66,634 (17,163) 1,028,808
Desposits from customers .................... 434,030 2,627 11 31,863 103,464 6 (4,515) 567,486
Other liabilities .........coeovriveiiiricieens 8,960 1,680 2,754 2,480 245,754 40,772 (11,843) 290,557
Total segment liabilities 442,990 4,307 2,765 34,343 349,218 40,778 (16,358) 858,043
Allocated equity 46,667 46,506 2,076 2,968 63,378 14,487 (5,317) 170,765
Risk exposure amount 329,220 326,324 13,793 5,397 28,714 21,654 5,018 730,120
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5. Classification of financial assets and financial liabilities

At 31 March 2018 Total
Mandatorily Held for Designated Fair value  Amortised carrying

Notes at FVTPL hedging as at FVTPL through OCI cost amount

Cash and balances with Central Bank ..................... 21 - - - - 177,029 177,029
Listed bonds and debt instruments ............ 47,289 - - - - 47,289
Unlisted bonds and debt instruments 1,851 - - - - 1,851
Listed shares and equity instruments ...................... 6,793 - - - - 6,793
Unlisted shares and equity instruments .................. 2,127 - - 1,288 - 3,415
DEIMVALIVES ..evvviieeiiiiiiiieee e ceie e e 22 4,588 85 - - - 4,673
Loans to credit inStitutions ..........cccoeeeeeeieieieieieieeenn. 23 - - - - 47,220 47,220
LOoans to CUSIOMENS ........coevviiiiiiiiriiiieee e 24 - - - - 776,149 776,149
Other financial aSSets .............vvvvvevvvevevvieviieiiininiennn, - - - - 10,158 10,158
Total financial assets 62,648 85 - 1,288 1,010,556 1,074,577
Deposits from CB and credit institutions ................. 30 - - - - 13,563 13,563
Deposits from CUSTOMErS ........cccvvveieieiiiiiiieeeeeee 31 - - - - 575,196 575,196
Derivative instruments and short positions .............. 22 8,104 - - - - 8,104
Debt issued and other borrowed funds 33 - 36,459 82,265 - 150,531 269,255
Subordinated 10aNnS ...........cccceeiiiiieniiii e 34 - - - - 8,838 8,838
Other financial liabilities ...........cccooeeieiiiiiiiiiiiiieeeen, - - - - 34,797 34,797
Total financial liabilities 8,104 36,459 82,265 - 782,925 909,753
At 31 December 2017 Liabilities at Total
Held for  Held for Designated Loans & Available  amortised carrying

trading hedging as at FVTPL receivables for sale cost amount

Cash and balances with Central Bank ..................... - - - 189,045 - - 189,045
Listed bonds and debt instruments ..... e 24,716 - 373 - - - 25,089
Unlisted bonds and debt instruments - - 2,001 - - - 2,001
Listed shares and equity instruments ...................... 5,108 - 1,645 - - - 6,753
Unlisted shares and equity instruments .................. - - 2,188 - 1,236 - 3,424
DENVALIVES ....eeiiiiiiiiiiiie e 2,891 5 - - - - 2,896
Loans to credit iNSItUtions ............cccccuveinininininnnnn. - - - 26,617 - - 26,617
LOans t0 CUSIOMENS .......ccevveiriiiiieiee e - - - 755,175 - - 755,175
Other financial aSSets .............vevvvvvvvvvereveieiiriieininnan, - - - 9,847 - - 9,847
Total financial assets 32,715 5 6,207 980,684 1,236 - 1,020,847
Deposits from CB and credit institutions ................. - - - - - 11,189 11,189
Deposits from customers ............cccceeeeenee - - - - - 567,029 567,029
Derivative instruments and short positions .............. 5,071 421 - - - - 5,492
Debt issued and other borrowed funds ................... - - - - - 217,748 217,748
Subordinated 10ans ...........ccccoviiiiiniiinn - - - - - 9,505 9,505
Other financial liabilities .............ccccovviviiiiiiinnns - - - - - 10,467 10,467
Total financial liabilities 5,071 421 - - - 815,938 821,430
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Fair value information for financial instruments

Financial instruments carried at fair value

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

The table below shows financial instruments carried at fair value at 31 March 2018 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: Inputs other than the quoted prices included in Level 1 that are observable for the asset or liability, either directly (i.e. as prices) or
indirectly (i.e. derived from prices).

Level 3: Inputs that are unobservable, e.g. internal assumptions.

At 31 March 2018

Level 1 Level 2 Level 3 Total
Bonds and debt iNStrUMENLS ..o 47,332 132 1,676 49,140
Shares and equity INSITUMENTS .......couiiiiiiiie e 6,747 96 3,365 10,208
DErVALIVE INSTIUMENTS ....uuiiiiiii e a s e s e e e s e s e e e e e e e ae e e e e e e aaaaeaaaas - 4,673 - 4,673
Total financial assets 54,079 4,901 5,041 64,021
DErVALIVE INSTIUMENTS ....uiiiiiiii e e s s e s e e e s e s e e e e e e e e e e e e e aeaaaaeaaaas - 8,104 - 8,104
Debt issued and other borrowed funds designated as at FVTPL .........ccoooveeiiiiieinineennns 82,265 - - 82,265
Total financial liabilities 82,265 8,104 - 90,369
At 31 December 2017

Level 1 Level 2 Level 3 Total
Bonds and debt iNStrUMENLES ... 25,132 130 1,828 27,090
Shares and equity instruments ... 6,714 90 3,373 10,177
DErVAtIVE INSTIUMENTS ....uuiiiiiiii e s a e s a e s e a e e e s e e e e e e e e e aeaaaaeaaaas - 2,896 - 2,896
Total financial assets 31,846 3,116 5,201 40,163
SNOI POSITIONS .eeieeiiiiitee ettt e e et e e e e sttt e e e e e e e aassbee e e e e e e e eaannbeeeaeeeaanes 270 - - 270
Derivative INSIIUMENES .....vviiiee it e et e e e s e e e e e st e e e e s e st baeeeeeesannnanneaeaeenns - 5,222 - 5,222
Total financial liabilities 270 5,222 - 5,492
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6. Contd

Reconciliation of financial instruments categorised into Level 3:

Bonds and Shares and
debt equity
instruments instruments

Fair value at 1 JANUAIY 2018 .........uuiiiieeeiiiiiiiteeeeeietteeeeeeasseaeeeeaeeesasstatareaaeesassstaaeaeeaeaasssteseaeeesasnsssaneneesaannsnnnaeeaeanns 1,828 3,373
PUICRASES ...ttt oottt oo o4 oot a bttt e e o2 oo bbb et e e e e e e aa R bbb b et e e 2o e e kb bee e e e e e e e nbbbbeeeaeeaannnbnreaaaens - 133
Net (loss) on financial instruments recognised in profit or loss (64) (194)
Net gain on financial instruments recognised in other comprehensive income - 53
(@] 13- OSSOSO TR PPPRPPPIN (88) -
Fair value at 31 March 2018 1,676 3,365
Fair Value At 1 JANUAIY 2017 ......eeeieiiieeeieii ettt ettt e e e e e ettt et e e e a4 e s ke b et et e e e s s s bbb et e e e e e e aasbbe s e e e e e aaanbsbeeeeaeesannbbnneaaeaeanns 1,872 2,072
PUICRESES ...ttt et h e R e et e e Rt e e e et e e Rt et e e 13 578
Sales ......... (10) (2)
Net (loss) gain on financial instruments recognised in profit or loss ... (48) 126
Net gain on financial instruments recognised in other comprehensive INCOME .............cooiiiiiiiiiiiiei s - 417
Transfers fromM LEVEI 1 OF 2 .....cuoiiiiieiee ettt et r e s st sne e s n e e sne e e nneennneens - 206
(@11 ST U PP PTPT U PTPPPPPPRTRIN 1 (24)
Fair value at 31 December 2017 1,828 3,373

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

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

Level 1 financial assets and financial liabilities contain actively traded bonds and equities that are listed either domestically or abroad.

Level 2 assets and liabilities contain 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 assets 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 end of the first quarter of 2018, the Group's Level 3 equities
amounted to ISK 3,365 million. These include shares in four professional investment funds and investment companies investing in unlisted
equities and specialised investments in Iceland totalling ISK 1,460 million. In 2016 the Group obtained Series C preferred shares in Visa Inc.
in relation to the sale of its shares in Visa Europe. The shares are subject to selling restrictions for a period of up to 12 years and under
certain conditions may have to be recalled. The shares are classified as Level 3 for the valuation of the fair value, amounted to ISK 1,288
million at 31 March 2018.

The Group's Level 3 bonds amounted to ISK 1,676 million. The majority of the amount in Level 3 bonds is estimated by discounting cash flow
where the yield is the contractual currency's base rate with a premium that is decided by expert judgement on projected risk and financing
cost.
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7. Financial instruments not carried at fair value

Assets

The fair value of loans classified as 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.

After the adoption of IFRS 9, the credit deterioration for loans classified as Loans to customers is reflected in the net carrying amount.
Therefore, credit deterioration does not create a difference between the fair value and the net carrying amount.

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

Liabilities

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

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

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

The following tables show the fair value measurement and classification of the Group's assets and liabilities not carried at fair value. The
different levels are defined as before (see Note 6).

At 31 March 2018 Total fair Carrying

Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ............cccocccvviveieiiiiiiiiee e, - 177,029 - 177,029 177,029
Loans to credit institutions - 47,220 - 47,220 47,220
LO@ANS 10 CUSTOMETS ...ttt - - 778,576 778,576 776,149
Other fiNANCIAl ASSELS .....ovvviiiiiiiiiiiiiiiiieieiiiee et - 10,158 - 10,158 10,158
Total financial assets - 234,407 778,576 1,012,983 1,010,556
Deposits from Central Bank and credit institutions .... - 13,570 - 13,570 13,562
Deposits from CUSTOMETS ........viiiiiiiiiiiieiiee e - 575,387 - 575,387 575,196
Debt issued and other borrowed funds ................cccc 132,949 58,012 - 190,961 186,990
SUDOrdINALE I0ANS ....vvviiee et 8,793 - - 8,793 8,838
Other financial liabilities .............uuuu - 34,797 - 34,797 34,797
Total financial liabilities 141,742 681,766 - 823,508 819,383

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 24 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

7. Contd

At 31 December 2017 Total fair Carrying

Level 1 Level 2 Level 3 value amount
Cash and balances with Central Bank ...................uevviiiiieieiiieienine. - 189,045 - 189,045 189,045
Loans to credit iINSHIULIONS ........cocvviiiieee e e - 26,617 - 26,617 26,617
LOANS 10 CUSTOMEIS ..uvuiiiiiiiiiiiiiie e ettt e ettt e e e e aa s e e e e eaaba s - - 759,526 759,526 755,175
Other fINANCIAl ASSELS ...vviiieiiiiiiiiie e e e - 9,847 - 9,847 9,847
Total financial assets - 225,509 759,526 985,035 980,684
Deposits from Central Bank and credit inStitutions .............ccccoocvvveiiieeennn. - 11,192 - 11,192 11,189
DepOoSitsS from CUSTOMENS .....cooiiiiiiiiiieie ettt - 567,235 - 567,235 567,029
Debt issued and other borrowed funds ... 119,819 104,482 - 224,301 217,748
SubOrdinated 08NS ........covvviiiiiiiiiiiiiieeeeiee e ————————— 9,457 - - 9,457 9,505
Other financial 1abilItIeS ..........cooviiiiiiie e - 10,467 - 10,467 10,467
Total financial liabilities 129,276 693,376 - 822,652 815,938

8. Offsetting financial assets and financial liabilities

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

Financial assets

Amounts not set off but subject to master

Financial assets subject to netting arrangements and similar

netting arrangements agreements
Net amount after ~ Assets outside
Financial Netting Financial consideration of the scope of Total financial
assets with Cash instruments potential effect of offsetting assets
before financial Net financial Financial collateral collateral netting disclosure recognised in the
At 31 March 2018 netting liabilities assets liabilities received received arrangements requirements balance sheet
Reverse repurchase agreements 101 - 101 - - - 101 - 101
DErVaAtiVES ......ccovevevrevererrerenns 4,673 - 4,673 (877) (2,981) (29) 786 - 4,673
Total assets 4,774 - 4,774 (877) (2,981) (29) 887 - 4,774
At 31 December 2017
Reverse repurchase agreements 618 - 618 (270) - - 348 - 618
DEriVatiVeS .......cccoeveveveverrrenns 2,896 - 2,896 (733) (1,482) (9) 672 - 2,896
Total assets 3,514 - 3,514  (1,003) (1,482) (9) 1,020 - 3,514

Financial liabilities

Amounts not set off but subject to master

Financial liabilities subject to netting arrangements and similar

netting arrangements agreements
Liabilities
Net amount after outside the
Financial Netting Financial consideration of scope of Total financial
liabilities with Cash instruments potential effect of offsetting liabilities
before  financial Net financial Financial collateral collateral netting disclosure recognised in the
At 31 March 2018 netting assets liabilities assets pledged pledged arrangements requirements balance sheet
Derivative instruments and
short positions ..........cccceeeveenns 8,104 - 8,104 (877) (240) - 6,987 - 8,104
At 31 December 2017
Derivative instruments and
short positions ..........cccceeeveenns 5,492 - 5,492 (733) (492) - 4,267 - 5,492
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9. Quarterly statements

2018 2017 2017 2017 2017
Q1 Q4 Q3 Q2 Q1
Net INterest INCOME ........cooiiiiiii e 7,740 7,338 7,450 7,814 7,397
Net fee and cOMMISSION INCOME ..........occiiiiiiiiiiiiiiie e 2,778 3,632 3,305 3,543 3,270
Net financial (EXPENSE) INCOME ........eeiiiiiiiiiiiii e (283) 260 (1,084) 97 12
Net foreign exchange (I0SS) GaiN ........cccoeiiiiiiiiiieiiiiiiiie e (10) 81 76 169 201
Other operating iINCOME .......coiuiiiiiiiie et 13 122 291 55 160
Salaries and related expenses (3,926) (4,297) (3,168) (4,109) (3,659)
Other operating EXPENSES .......ccoiuiiiiiiiieiiiie ettt (2,924) (3,358) (2,879) (2,739) (2,759)
Contribution to the Depositors' and Investors' Guarantee Fund ................. (292) (288) (280) (262) (253)
BANK TAX ..o (785) (614) (806) (752) (720)
Net impairment on financial aSSEetS ...........ccceeiiiiiiiiiieeiieeee e 88 969 147 200 240
Profit Defore tax ........oocviiiiic 2,399 3,845 3,052 4,016 3,889
INCOME tAX EXPEINSE ...eeiiiiiiiiiiiiiee e e ettt e e e e ettt e e e e e e et e e e e e e snabeeeeaeeaaanes (1,015) (816) (1,072) (1,133) (1,130)
Profit for the period from continuing operations ...........c.cccccevvvvieriieeeninenn. 1,384 3,029 1,980 2,883 2,759
Profit from discontinued operations, net of income tax ........cccccoecvvveeeeenn. 713 83 93 2,114 285
Profit for the period 2,097 3,112 2,073 4,997 3,044
10. Net interest income
2018 2017

1.1-31.3 1.1-31.3

Cash and balances with Central BAnK* ..............cooiiiiiiiioiie e 2,161 2,989
LOANS At @MOITISEA COSTY ......iiiiiiiiiiiii ittt e ettt e e e e e bbb et e e e e e sk hbe et e e e e e e e abebb e e e e e e e e snbeb et e e e e e anbsbeeeeeeeaannbbnneaeaeaanns 12,353 10,814
Financial assets mandatorily at fair value through profit Or I0SS ..........cceiiiiiiiiiiii e 431 -
Financial assets designated as at fair value through profit Or I0SS ...........eeeiiiiiiiiiiiii e - 20
(@1 =T =TT i TP PR PRSP 50 29
Total interest income 14,995 13,852
Deposits from credit institutions and Central BanK® ............c..ooiiiiiiiiiiiiiii e (97) (17)
DEPOSILS TIOM CUSTOMEISY ...ttt ettt e e e e et b ettt e e e e e aa bbb et e e e e e e aa s bbb et e e e e e e aanbbe e e e e e e e e anbbbeeeeaeeaannbbnneaeeaeanns (4,095) (4,708)
Debt issued and other borrowed funds at fair value through profit Or I0SS ..........ccccoiiiiiiiiiiii e (288) -
Debt issued and other borrowed funds at amOrtiSEd COSE* ..........ooiiiiiiiiiiiii e (2,050) (1,725)
S0 oo ] (o [T F= =T I8 T= g TSRS PRRRR (34) -
Other fINANCIAL HADIILIES .......coiiiieee et e ettt e e e e e s s e bbb b e e e e e e e s babe e e e e e e e e abnbeeeeaeeeannes (687) -
OthEr INTEIESE EXPENSE ...ttt ettt ettt e e bt e e 1a bt e e a et e e h b et e o b et eea bbb e e e b bt e e aab et e e st e e e e nnb e e e nbneeeantnees (4) (5)
Total interest expense (7,255) (6,455)
Net interest income 7,740 7,397

*Interest calculated using the effective interest rate method.
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11. Net fee and commission income

2018 2017

1.1-31.3 1.1-31.3

F I g F= T E= T [T o 4 [T o | O 475 473
Investment banking and DrOKEIAGE .........ooiuiiiiiiii ettt e et e s 496 431
PaYMENT PrOCESSING ..ceeiiiiieiiiie e ettt e oottt e e oo ettt e e e e s s a ettt et e e e o e s s ke be et e e e e e aanbte e e e e e e e e ambbbe e e e e e e eanbbbeeeeeeeaannbbneeaaeean 2,554 3,416
LOBNS BN QUATANTEES ......veieiiiiee ettt ettt a et e bt e ek et e o bt e ekttt e ek bt e e b bt e e an b et e e ab et e e na b et e sbteeeannneees 340 352
Other fee and commission income 408 457
Total fee and commission income 4,273 5,129
(21 (0] ] =T [T TP TP PPPPPRPTN (68) (33)
Clearing and SEEHIEMENT .......coiii ittt e bt e e et e e e bt e e et (1,424) (1,824)
Other COMMISSION EXPENSES ....ceieiiiuitiiieeee e ittt et e e e s ettt e eeea e e e s abeeeeaeaaaaaab e beeeeaeaaasbbseeeeaeeaaasbbeeeeaeaeaanbnbeeeeaeeaanbnnneaeens (3) (2)
Total commission expenses (1,495) (1,859)
Net fee and commission income 2,778 3,270

12. Net financial (expense) income

2018 2017

1.1-31.3 1.1-31.3

Net gain on financial assets and financial liabilities held for trading ............cccuieiiiiii e - 28
Net (loss) on financial assets designated as at fair value through profit or I0SS .........c.cccciiiiiiiiiiii e - (79)
Net gain on financial assets mandatorily at fair value through profit Or 10SS ..........ocoiiiiiiiiiiiii s 112 63
Net (loss) on financial liabilities designated as at fair value through profit or I0SS ...........ccccviiiiiiiiiii e (364) -
Net (I0sS) on fair Value NEAQES ........ooiiiiiiiiieii it (31) -
Net financial (expense) income (283) 12

13. Net foreign exchange (loss) gain

2018 2017

1.1-31.3 1.1-31.3

Cash and balances with Central Bank (60) (21)
Financial assets held for trading ...........cccoeveiiiniiiii e - 532
Financial assets designated as at fair value through profit or loss ... - 10
Financial assets mandatorily at fair value through profit Or I0SS ...........ueiiiiiiiiiiiii e (1,542) -
[T L S V= Ta o] £ FSY= T I o0 1= SR UPRSSN (6,720) 2,133
(@1 =T T =T £ TP T U PP PP POUPPPPPTTRTOR (78) 103
Net foreign exchange (loss) gain for assets ( 8,400) 2,757
(D=7 o L0131 TSP U PP PUTP U UOPPPPPPPRTIN 3,086 (710)
Debt issued and other borrowed funds designated as at fair value through profit or loss 2,404 -
Debt issued and other borrowed funds at amOrtiSEA COSL ...........eiiiiiiiiiiiii e e e 2,117 (1,713)
10 oToT g [T g Fot (=T I [o = g PSP PR TR 669 -
(@1 =T [F= o111 =T T O TP PP TS POPPPUPRTTN 114 (133)
Net foreign exchange gain (loss) for liabilities 8,390 (2,556)
Net foreign exchange (loss) gain (10) 201
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14. Other operating income

Interim Financial Statements

2018 2017
1.1-31.3 1.1-31.3
Share of (loss) profit of associates, Net Of INCOME TAX .......uviiiiiiiiiiiii e e e e e e e (32) 102
SErVviCe Vel aQrEEMENT FEES ... .uiiiiiiiie ittt et e bttt e e ab et e e bb et e aa et e e anbe e e e st et e aabneeeaaes 1 10
Legal COSE AN FEES ...ttt oo oottt e e e oo s kbbbt et e e e e e s bbb bt e e e e e e e s hbe e e e e e e e e anbbbee e e e e e e annbnneaeaeeaas 19 29
LRCET g1 v= U T g Lo o 44T OSSP O TR PRSPPI 9 10
Other net operating income 16 9
Other operating income 13 160
15. Salaries and related expenses
2018 2017
1.1-31.3 1.1-31.3
ST L= 1= PSSO PP PR RPRRPRRRPRI 3,020 2,980
ContributioNS 10 PENSION TUNTS ...ttt e oottt e e e e e e s bbb e e e e e e e e s s bbe e e e e e e e e anbabeeeeaeeaannnnneaaans 440 405
Social security charges and financial aCtIVILIES tAX* ..........cuiiiiiiiiiiiii e 433 455
[ 1 4T TP UP R PUPPTPO 33 28
Capitalisation of internal staff costs in software develOPMENT ...........occuiiiiiiiiiiiiie e - (209)
Salaries and related expenses 3,926 3,659
*Financial activities tax calculated on salaries is 5.5% (2017: 5.5%).
16. Other operating expenses
2018 2017
1.1-31.3 1.1-31.3
PrOfESSIONGI SEIVICES ...ttt e et e s e e r e et nee e 1,324 1,154
Real eState @nd fIXIUIES ........cocuiiiiiiiie et e e s e e e st e e e e s e 872 724
Depreciation and @mMOTISALION .........couiiiiiiiie ittt e bt e et bt e e b b e e e e bt e e e e e e 214 221
Other admMINISIIALIVE EXPENSES ... ...iiiiiiiieee ittt e e ettt et e e e e s bee et ee e e e e st abeeeeaeeaaabb s et e eaeeaaasbbeeeeeeeaaanbnbeeeeaesaanssnneaeens 514 660
Other operating expenses 2,924 2,759
17. Net impairment on financial assets
2018 2017
1.1-31.3 1.1-31.3
Allowance for expected credit losses, on-balance sheet 53 -
Allowance for expected credit losses, off-balance sheet 35 -
Specific impairment ... - 321
(0] | L=Tot 1Y =T a g o F= U a1 1T | TP TR OPTTPPPTPTN - 76
Impairment changes due to court rulings - (218)
Impairment reversal due to revised estimated future cash flOWS ... - 61
88 240

Net impairment on financial assets
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18.

19.

20.

Income tax expense

Income tax is recognised based on applicable tax rates and tax laws. The income tax rate for legal entities in 2018 is 20% (2017: 20%).
Special financial activities tax is calculated as 6% of taxable profits exceeding ISK 1 billion in accordance with the Act on Financial Activities

Tax no. 165/2011. The effective income tax rate in the Group's income statement for the first quarter 2018 is 42.2% (2017: 29.1%).

Income tax recognised in the income statement is specified as follows: 2018 2017
1.1-31.3 1.1-31.3
Current tax expense excluding diSCONtiNUEd OPEFALtIONS ...........eiiiiiieiiiiiieiiii ettt e e e e 1,195 849
Special fINANCIAL ACTIVILIES TBX .....veeiiiei ittt e ettt e e e s e bbbt e e e e e s s b be e e e e e e aanbbbeeeeeeeasnbnreeaeeeeannnnes 297 177
Difference in prior year's imposed and calculated INCOME tAX ........cocuiiiiiiiiiiiiiie e 1 -
Changes in temporary differences due to deferred tax assets/liabilities ... (478) 104
Total 1,015 1,130
The effective income tax rate is specified as follows: 2018 2017
1.1-31.3 1.1-31.3
Profit DEOre taX ......evoviiieiece e 2,399 3,889
20% income tax calculated on the profit for the period ..............coceviiiiiiii e 480 20.0% 778 20.0%
Special financial ACHIVItIES TAX ......veiiiiiiiiiiiii e 297 12.4% 177 4.6%
Expenses (income) NOt SUDJECT t0 TAX ...evivvriiiiiiiiiiiiie et 25 1.0% (21) (0.5%)
NON-AEAUCHIDIE EXPENSES ....eeeiiiiiiiiiiii ettt e e e e e e e e reaeens 157 6.5% 149 3.8%
Other differENCES .....ooviiie e 56 2.3% 47 1.2%
Income tax expense 1,015 42.2% 1,130 29.1%
The Bank is taxed jointly with its subsidiary islandssj6dir hf.
Profit from discontinued operations
2018 2017
1.1-31.3 1.1-31.3
Net profit from sale of foreCloSed MOMGAGES .........eiiiiiiiiie e e e e e e e e e s e s a e e e e e e e aannes 40 124
Net share of profit (loss) from disposal groups held for Sale ............ooiiiiiiiiiiiii e 673 (1)
Net profit from sale of subsidiaries and ASSOCIALES ...........ciii it e e e e e eeaee s - 162
Profit from discontinued operations, net of income tax 713 285
Earnings per share
Discontinued operations
Excluded Included
2018 2017 2018 2017
1.1-31.3 1.1-31.3 1.1-31.3 1.1-31.3
Profit attributable to equity holders of the Bank ..............c.ceeviiiiiiiiiiiiiieeceeeeeeee, 1,473 2,670 2,186 2,955
Weighted average number of outstanding shares for the period, million ........................ 10,000 10,000 10,000 10,000
0.15 0.27 0.22 0.30

Basic earnings per share

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2017: none).
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21. Cash and balances with Central Bank

31.3.2018 31.12.2017

(= 1S] ¢ o] o W s =11 Vo U OO P TP PP PPPPPPION 2,025 1,976
Balances With Central BANK ..........ccciiiiiiiiiii ettt 159,916 169,503
Balances with Central Bank assets subject to special reStriCtioNS™ ...........coooiiiiiiiiii e 2,686 4,593
Included in cash and cash equivalents 164,627 176,072
Mandatory reserve deposits With Central BAnK .............coooiiiiiiiiiiiii e e e e e e e 12,402 12,973
Cash and balances with Central Bank 177,029 189,045
*Offshore kréna assets and onshore kréna assets, as defined in Act no. 37/2016 and rules no. 490/2016.
22. Derivative instruments and short positions
Notional Notional
values values
At 31 March 2018 related to related to
Assets assets  Liabilities liabilities
INTEIESE FATE SWAPS ....eevviiiiee ittt e e st e e e s e e e e e s e e e e e e e e nnenres 1,204 112,935 2,900 128,913
CroSS-CUIreNCY INTEreSt FAte SWAPS ....ccoiuureieieieieiiiteieeeeeaaaiibee e e e e e s aibsreeeaeaesannbrreeeaeaa e 418 16,561 4,262 52,144
EQUILY FOMWAITS ..ottt e inee s 245 1,981 178 1,937
EQUILY OPLIONS .ottt ettt e e e e et e e e e e e s ab b e e e e e e e e ansnreeeaaeeaanes 18 - - -
Foreign exchange fOrWAIAS ...........oooiiiiiiiiiiie e 298 8,386 506 11,423
Foreign exchange swaps 2,459 31,012 212 8,717
BONG FOMWAITS ...t 31 4,205 46 5,739
Derivatives 4,673 175,080 8,104 208,873
Short positions iN iSted DONAS ............uviiiiiii e - - - -
Total 4,673 175,080 8,104 208,873
At 31 December 2017
INEEIESE FATE SWAPS ....eevviiiieei ittt e e st e e e s et e e e e e s e e e e e e e e nnennes 724 77,754 2,687 120,284
CroSS-CUITeNCY INTEreSt FAte SWAPS ....ccviuurrriieieieiiiteiete e e e e aitbee e e e e e s aibsrreeaeeesnnbereeeaeaaanes 613 33,023 1,924 29,512
EQUILY FOMWAITS ..ottt e aenee s 217 1,669 99 1,846
[=Lo [0T13 A e] 01 i{o] o ST PP POPPPPPPTON 19 152 - -
Foreign exchange fOrWAIAS ...........cooiiiiiiiiiiii e 211 7,263 117 5,992
FOreign @XChanQgE SWEAPS .......eiiieiiiiiiiiiee ettt e ettt e e e e st e e e e e e e abbb e e e e e e e e ansbeeaeeas 1,095 19,100 325 24,813
BONG FOMWAITS ...t 17 2,444 70 7,430
Derivatives 2,896 141,405 5,222 189,877
Short positions iN iSted DONAS ............uiiiiiiii s - - 270 -
Total 2,896 141,405 5,492 189,877

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. As a primary dealer the Group has access to securities lending facilities provided by the
Central Bank and the Housing Financing Fund. Majority of the securities lending facilities have a maturity of less than a year.
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22. Contd

The Group applies hedge accounting only with respect to certain euro denominated interest rate swaps, whereby the Group pays floating rate
interest and receives fixed rate interest. The interest rate swaps are hedging the exposure of changes in the fair value of certain fixed-rate
EUR denominated bonds (see Note 33) arising from changes in interest rates. The Group applies fair value hedge accounting to the hedging
relationships. The total fair value of the interest rate swaps at the end of March 2018 was positive and amounted to ISK 84.8 million. Their
total notional values at the end of March 2018 amounted to ISK 36,459 million. At the beginning of 2018 Islandsbanki derecognised certain
EUR denominated interest rate swaps as hedging instruments and classified them as mandatorily at fair value through profit and loss due to
changes in classification of certain EUR denominated bonds. The notional of those interest rate swaps was ISK 62,525 million at the end of
2017.

23. Loans to credit institutions

31.3.2018 31.12.2017

MONEY MATKEE JOBNS ...ttt b ettt e a et e e a bt e ekttt e ettt e e bttt e st et e e enbb et e nabneeeasbneeennne 24,518 10,658
BANK GCCOUNLS .....uiiiiiiiiii s e s e s e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e aeaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaeaaaees 22,702 15,959
Loans to credit institutions 47,220 26,617

24. Loans to customers

Gross Net

At 31 March 2018 carrying ECL ECL ECL carrying
amount Stage 1 Stage 2 Stage 3 amount

INAIVIAUAIS ..o 302,992 (1,019) (173) (2,599) 299,201
COMMEICE ANU SEIVICES ...eeiiieiiiiiiiiiiie e ettt e e e et e e e e e e a bbb e e e e e e s nnenees 122,177 (563) (89) (3,147) 118,378
Construction 27,750 (165) (18) (711) 26,856
ENBIGY ittt 7,032 (14) (12) - 7,006
FINANCIAI SEIVICES ...uvvviiiieiiiiciiiiie ettt e e e e eee e 176 - - (1) 175
Industrial and tranSPOrtatioN ..............eeeiriiiiiiiiiie e 75,679 (236) (524) (547) 74,372
INVESTMENT COMPANIES ...ttt 21,402 (156) (131) (488) 20,627
Public sector and non-profit 0rganisSations .............cccueveeeeeiiiiiiieeee e 14,750 (16) (2) (1) 14,731
REAI ESLALE ..o 131,851 (399) (54) (405) 130,993
SAO0M ...ttt 84,611 (87) (27) (687) 83,810
Loans to customers 788,420 (2,655) (1,030) (8,586) 776,149

Specific  Loans less
At 31 December 2017 Gross impairment impairment
amount  allowance  allowance

INCIVIAUALS ...ttt e e e ettt e e e e e e e s b ettt e e e e e e abbbe e e e e e e e nnbebeeeeeaeennnnneeas 301,502 (2,152) 299,350
Commerce and services 115,128 (2,984) 112,144
(0] 41511 {1 (o3 1T ] o U TSP UOPPPPPTTUTPORY 25,816 (1,019) 24,797
=TT )PP PPN 7,109 - 7,109
FINANCIAI SEIVICES .....eeiiiieiiiiiei ittt ettt e e e e ettt e e e e e s abb e e e e e e e e e bbbbe e e e e e e e nnbereeaaeaeanes 26 - 26
Industrial and trANSPOITALION .......cc.uiiiiiiiie ittt e et e e en e et eeaeneeas 71,258 (1,297) 69,961
Investment companies ..........ccccceeeveiiinennnn. 20,138 (412) 19,726
Public sector and NoN-profit OrganiSAtIONS ...........ccoiiiiiiiiiiieiie e 11,871 - 11,871
REAI ESTALE ...ttt oottt e oo e bt b et e e e e e e h b e e et e e e e e e R b abe e e e e e e e e bbb e e e e e e e aannnreeeas 127,323 (256) 127,067
RS TST 1 {0 o PSP UTOTR PR 85,395 (542) 84,853
Loans to customers before collective impairment allowance 765,566 (8,662) 756,904
Collective impairmMent AlIOWANCE ............uuiiiiieiiiiii ittt e et e e e e e bbb e e e e e e e snbaeeeaeeeas (1,729)
Loans to customers 755,175
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25. Expected credit loss

Loans to customers

Stage 1 Stage 2 Stage 3 Total
At 1 JANUANY 2018 ..o e 2,701 1,244 9,151 13,096
TraNSTEr 10 STAGE L ....eeeiiieieiiiiiei ettt e e e ettt e e e e e s bbb e e e e e e e e aanbb e e e e e e e e e aannnes 534 (466) (68) -
TraNSTEr 10 STAGE 2 ..ot (161) 293 (132) -
TranSTEr 10 STAGE 3 .....eeieieieiiiiiii ittt e ettt e e e e e et e e e e e e e e ee e e e e e e e e aannnes (15) (845) 860 -
Net remeasurement Of 0SS @llOWANCE ............oooriiiiiiiiieiii e (589) 745 (262) (106)
New financial assets originated or purchased .. 233 155 24 412
Derecognitions and MALUMLIES ...........coiiiiiiiiiiiieeiee e (48) (96) (242) (1386)
AV 10 o) 1 T OO U TP PPPPPPPPTNN - - (947) (1947)
Recoveries of amounts previously written off ... - - 69 69
Changes in ModelS/riSK PAramMeters .........cooiiiuiiiiieaaiiiie ettt - - - -
FOreign @XChaNGE ........oiiiiiiiiiiie e - - (39) (39)
Unwinding of interests ... - - 172 172
At 31 March 2018 2,655 1,030 8,586 12,271

At the end of the first quarter 2018 the Group's 12-month ECL (Stage 1) for Loans to credit institutions amounted to ISK 70 million and for
Other financial assets amounted to ISK 5 million. Lifetime ECL not credit-impaired (Stage 2) for other financial assets amounted to ISK 3

million.

Specific  Collective

Changes in the provision for impairment losses for loans to customers according to IAS 39: impairment impairment
allowance allowance Total
AL L JANUAIY 2007 ..ottt 11,472 2,049 13,521
AMOUNES WHEEEN-OFF ...ttt e et e e e e e e e st b b et e e e e e e nbnbeeeeeeeannnes (5,905) (3) (5,908)
Recoveries of amounts previously WHtteN-0ff ..o 617 - 617
Charged to the INCOME STAtEMENT .........oiiiiiiie e e e e e e e e ibe e e e e e e e enes 2,478 (317) 2,161
At 31 December 2017 8,662 1,729 10,391

26. Investments in associates

2018 2017
1.1-31.3 1.1-31.12
Investments in associates at the beginning 0f the YA .........cooiiiiiiiiii e 704 450
Additions during the period .. - 36
SNAIE OF FESUILS ..eiiiiiiiitieiii et e et e e e e e ettt e e e e s e ettt e e e e e s s sttt eeeeeeaansssaeeeeee e s sstaseeeeeee s ssbaseeeeeaannnsnnneeeeenannnns (32) 142
(D1 o (=T To K38 o - 1o RN TP PPTTT R POPPPI - (25)
[ Y oF= U1 1= o | PSSO PP TTP PR PPPPP - (60)
(01 1= TP UT TP PPPPPPPN - 161
Investments in associates 672 704
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27. Investments in subsidiaries

Significant subsidiaries:
31.3.2018 31.12.2017

Borgun hf., a payment acquirer and issuing processor, Armdli 30, 108 ReykjaviK ...............ccccevveen... Iceland 63.5% 63.5%
{slandssjédir hf., an investment fund management company, Hagasmari 3, 201 Képavogur Iceland 100% 100%
IS Préunarsjodurinn Langbrdék, a professional investment fund, Hagasmari 3, 201 Képavogur .......... Iceland 100% 100%
Hringur-eignarhaldsfélag ehf., a holding company, Dalshraun 3, 220 Hafnarfjorour ...............ccc......... Iceland 100% 100%

Allianz island hf., an insurance agent, Dalshraun 3, 220 Hafnarfjoraur ..........c...coceveeeeveverevevenenn. Iceland 100% 100%

Other non-significant subsidiaries:
In addition islandsbanki has control over 18 other subsidiaries.

28. Other assets

31.3.2018 31.12.2017

RECEIVADIES .....iiiiiiieiiieieieie oo e e e e e e e e e e e e e e e aeaaaaaaaaaaaaaaaens 6,990 6,736
Unsettled SECUTLIES trANSACTIONS .....ciceiiiiiiieieieeeiiitiiere e e e e sttt e eee e s s ataaeeeeeassssaraseeaeesaasasaeeeeeesasssseseeeeesaasnseneeeeesnnnnes 2,540 2,620
oo U TSSOSO 188 205
PrEPAIA EXPENSES ...eiiiiieiiiie ettt ettt e et e oo ettt o4kttt e ek b et oo b et e e R bt e e e R bt e eh et e e bt e e e h e e e n b e et e e e e 347 215
DEFEITEA TAX ASSELS ...uvuvttiuiiiiiiiii e s e s e s e e e s e e e e e e e e e e e e e e e e e e e e e e e aeeeaeaeaeaaaeaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaes 454 4
(01 =T T Y £ SR SPPERRN 213 213
Other assets 10,732 9,993

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

31.3.2018 31.12.2017

REPOSSESSEA CONALETAL ...ttt oo b ettt e e e sk ab ettt e e e e e e bt bbb e e e e e e e snbsbeeeeeeeannbnseeaeeseansnnnes 858 1,224
Assets of disposal groups classified as held fOr SAIE ...........ooiiiiiiiiii e 190 1,542
Total 1,048 2,766
(= TaTe I Ta o W o o] o 1= 11 YN OO PO PP PP PP PUPPPRPPPPO 832 1,194
Industrial equUIPMENt AN VENICIES .........ooii it e e e e b e e e e e e e snbb b e e e e e e e s annbnbeeaeans 26 30
Repossessed collateral 858 1,224

30. Deposits from Central Bank and credit institutions

31.3.2018 31.12.2017

Repurchase agreements With CeNtral BANK .............coiiiiiiiiiiiiiiiie et e e 30 92
Deposits from Credit INSEULIONS ..........ooiiiiiii ettt e e e e s st e e e e e e e s bbb ee e e e e e s anbbbeeeeaeeaaanbsbeeeeaeeaannnes 13,533 11,097
Deposits from Central Bank and credit institutions 13,563 11,189
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31. Deposits from customers

31.3.2018 31.12.2017

(D=1 aa T (o lo (=T o0 1S £SO TSP P PT U P OPPPPPPTPIN 510,813 479,590
(o (= o Lo | £ PP P U P P PP PPPP PP 64,383 87,439
Deposits from customers 575,196 567,029

*Demand deposits include deposits with maturity of up to 3 months.

Deposits from customers specified by owners:

31.3.2018 31.12.2017
Amount % of total Amount % of total
Central government and state-owned eNtErpriSES .........coovuvierriiieriiieeniiiee e 5,028 1% 6,071 1%
MUNICIPAITIES ...ttt e e e et e e e e s e e e e e e e e snnbbeeeaaeeeanes 4,444 1% 7,054 1%
COMPANIES ...ttt et se e n e e s e e nn e s e e nre e nee s 297,793 51% 290,405 51%
INCIVIAUALS ...ttt e e e e e e e e e e e e e e e e nbnreeeaeeeans 267,931 47% 263,499 47%
Deposits from customers 575,196 100% 567,029 100%

32. Pledged assets

31.3.2018 31.12.2017

Financial assets pledged as collateral against labilities .............cooiiiiiiiiiiiii e 166,059 149,663
Financial assets pledged as collateral in foreign banks .............cooo e 1,130 908
Financial assets pledged as collateral in repurchase agreEmMENES ...........cccveiiiiiiiiiiiee it 101 618
Pledged assets against liabilities 167,290 151,189

The Group has pledged assets against the issuance of covered bonds under Icelandic law, which are pledged on a pool of consumer
mortgage loans. The underlying cover pool must withstand a weekly stress test.

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

The comparative number in the line item "Financial assets pledged as collateral against liabilities" at 31.12.2017 has been increased by ISK
4,800 million for comparison with 31.03.2018 to take into consideration assets pledged as collateral to the Central Bank of Iceland to secure
settlement in the Icelandic cash clearing systems.
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33. Debt issued and other borrowed funds

Issued Maturity Maturity type Terms of interest 31.3.2018 31.12.2017
Covered bond in ISK .......c.ccccoevviieiiiieeenne. 2014-2017 2019  Atmaturity  Fixed, 6.93% 10,275 10,120
Covered bond in ISK ................. .. 2015-2016 2023  Atmaturity  Fixed, 6.40% 7,588 7,469
Covered bond in ISK - CPI-linked ............. 2012-2014 2019  Atmaturity  Fixed, 2.84% 8,670 8,666
Covered bond in ISK - CPI-linked ............. 2014-2015 2020  Atmaturity  Fixed, 3.47% 4,184 4,117
Covered bond in ISK - CPI-linked ............. 2015-2017 2022 Atmaturity  Fixed, 2.98% 17,479 17,467
Covered bond in ISK - CPI-linked 2012-2018 2024  Atmaturity  Fixed, 3.45% 27,379 21,963
Covered bond in ISK - CPI-linked 2015-2017 2026 Atmaturity  Fixed, 3.37% 24,430 24,049
Covered bond in ISK - CPI-linked 2017-2018 2030  Atmaturity  Fixed, 3.00% 20,695 15,089
Covered bonds 120,700 108,940
Senior unsecured bond in EUR* ............... 2015-2016 2018 Atmaturity  Fixed, 2.88% 18,757 19,004
Senior unsecured bond in NOK .. 2015 2018  Atmaturity  Floating, NIBOR + 2.60% 6,333 6,391
Senior unsecured bond in SEK ................. 2015 2019  Atmaturity  Floating, STIBOR + 3.10% 7,119 7,660
Senior unsecured bond in EUR ................. 2017 2019  Atmaturity  Floating, EURIBOR + 0.38% 364 375
Senior unsecured bond in EUR ................. 2017 2019  Atmaturity  Floating, EURIBOR + 0.40% 2,430 2,500
Senior unsecured bond in EUR 2017 2019  Atmaturity  Floating, EURIBOR + 0.50% 1,217 1,253
Senior unsecured bond in EUR* .... 2016 2020  Atmaturity  Fixed, 1.75% 63,508 63,651
Senior unsecured bond in SEK ................. 2018 2019  Atmaturity  Floating, STIBOR + 0.34% 1,182 -
Senior unsecured bond in SEK ................. 2018 2021  Atmaturity  Floating, STIBOR + 0.60% 1,182 -
Senior unsecured bond in SEK ................. 2018 2021  Atmaturity  Floating, STIBOR + 0.74% 1,183 -
Senior unsecured bond in EUR* .............. 2018 2024 Atmaturity  Fixed, 1.13% 36,459 -
Bonds issued 139,734 100,834
L1 TS = RS SPREPRIN 8,448 7,538
(11T a0 [T o] Y=ol U [ (= SRR 373 436
Other borrowed funds 8,821 7,974
Debt issued and other borrowed funds 269,255 217,748

*At the date of initial application of IFRS 9 the Group changed the classification of certain debt securities to being designated as at fair value
through profit or loss. The impact of this change on 1.1.2018 amounted to ISK 1,908 million. The total carrying amount of the bond issuance
amounted to ISK 82,265 million and included in the amount are fair value changes amounting to ISK 1,726 million. The carrying amount of
the debt securities designated as at fair value through profit or loss at 31 March 2018 was ISK 1,702 million higher then 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 interest rates. The Group applies fair value hedge accounting to the hedging relationships. The total carrying
amount of the bond issuance amounted to ISK 36,459 million and included in the amount are fair value changes amounting to ISK 71 million.

islandsbanki did not repurchase own senior or covered bonds during the period.

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

34. Subordinated loans

Issued Maturity Maturity type Terms of interest 31.3.2018 31.12.2017
Loans which qualify as Tier 2 capital:
Subordinated loans in SEK ....................... 2017 2027  Atmaturity  Floating, STIBOR + 2.0% 8,838 9,505
Subordinated loans 8,838 9,505
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35. Changes in liabilities arising from financing activities

Non-cash changes

Reclassi- Foreign
fication Accrued exchange  Fair value
31.12.2017 IFRS9 1.1.2018 Cash flows interest movement changes 31.3.2018

Coverd bonds NIL .......ccovvviiiiieiicieen, - 17,589 - 274 - - 17,863
Coverd bonds CPI ........cccceevvvniieniciieen. - 91,351 10,022 1,464 - - 102,837
Senior unsecured bonds FX (19,003) 18,179 3,690 123 (982) - 21,010
Senior unsecured bonds FX at fair value ... - 82,655 82,655 - 288 (2,404) 1,726 82,265
Assets held to hedge long-term borrow. .... 63,652 (63,652) - 37,436 87 (1,135) 71 36,459
Short-term borrowings .........cccccoeeciveeeeeenn. 7,974 - 7,974 755 92 - - 8,821
Subordinated 10aNns .........cccocccvevieeeeiiiiinns 9,505 - 9,505 (32) 34 (669) - 8,838
Total 227,253 - 227,253 51,871 2,362 (5,190) 1,797 278,093

Non-cash changes

Foreign
Cash Accrued exchange Fair value

1.1.2017 flows interest movement changes Other 31.12.2017

Coverd bonds NIL .......cocveiiiiiiiii e 15,491 1,031 1,067 - - - 17,589
Coverd bonds CPI ........ccceeiiiiiiiiieiie e 48,733 27,170 3,365 - - 12,083 91,351
Senior unsecured bonds FX ..., 64,133 (. 30,854) 2,361 1,542 - - 37,182
Other l0ans .......coccvuviiiie e 17,207  (2,690) - - - (14,517) -
Assets held to hedge long-term borrowings ............ 61,125 (1,108) 665 3,071 (101) - 63,652
Short-term borrowings ..........ccccoevviiiiieeeeniniiiiieeeeen 5,779 1,835 360 - - - 7,974
Subordinated 10aNnSs ............ccoocveiiiiiic - 9,250 14 241 - - 9,505
Total 212,468 4,634 7,832 4,854 (101) (2,434) 227,253

36. Other liabilities

31.3.2018 31.12.2017

et ot U= OO TROT TR 4,120 4,049
Liabilities to retailers for Credit CANAS ..........oi i ittt e e e e et e e e e e e aabbbe e e e e e e aannbebeeaeens 22,201 23,878
Provision for effects of court rulings 1,810 1,811
Off-balance sheet loan commitments and financial guarantees 639 64
1l aTo] (o 1 gTo I -V P OSSO PR TP PP PPPPPOP 3,538 1,596
Unsettled securities transactions ... . 2,832 1,384
(DTS =T g =To T g Tolo] o o= PSPPI PR OT PR 197 199
SUNAIY TADITIES ...eeeeieeee ettt oottt e e oo ookt bttt e e e e e s bbb bt e e e e e e e sabe e e e e e e e e aabbbae e e e e e eanntnneaeaeeans 3,691 2,966
Other liabilities 39,028 35,947
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36. Cont'd

Reconciliation of off-balance sheet loan commitments and financial guarantees:

Stage 1 Stage 2 Stage 3 Total
At 1 JANUANY 2018 ..ot 467 101 106 674
TraNSTEr 10 STAGE L .....eeieiiiiiiiiiei ittt e e ettt e e e e e st e e e e e e s anbb e e e e e e e e e aannnes 22 (19) (3) -
TranSTEr 10 STAGE 2 ..ottt (10) 11 (1) -
TranSTEr 10 STAGE 3 .....eiiiieiiiiiiiii ettt e et e e e e e st e e e e e e s bb e e e e e e e e aannees (1) (65) 66 -
Net remeasurement of loss allowance (113) 21 1 (92)
New financial assets originated or purchased 158 17 22 197
Derecognitions and MALUMLIES ...........eoiiiiiiiiiiieeiee e (104) (16) (21) (141)
At 31 March 2018 419 50 170 639

37. Related party

islandsbanki is wholly owned by the Icelandic Government, directly and through ISB Holding ehf., which is also wholly owned by the Icelandic
Government. The shares are administered by the Icelandic State Financial Investments ("ISFI"). As a result, the Icelandic Government and
the Icelandic State Financial Investments, and the members of the Board of Directors of ISF| are defined as related parties of the Group. The
Group has applied the partial exemption for government-related entities, as described in IAS 24, and does not disclose those transactions in
the related party note.

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

The Group's associates, and their key management personnel and legal entities controlled by them, are also defined as related parties.

The Group's products and services are offered to the Icelandic Government and government-related entities in competition with other vendors
and under generally accepted commercial terms. In a similar manner, the Bank and other Group entities purchase products and services
from government-related entities under generally accepted commercial terms.

Cash and balances with the Central Bank are disclosed under Note 21 and Deposits from the Central Bank are disclosed under Note 30.

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

At 31 March 2018 Commitments
Assets Liabilities Net balance and overdraft

Shareholders with control over the Group ..........oocuuiiiiiiiiiiiie e - (104) (104) 1
Board of Directors and key management PErsonnel ...........ccccoovueveiiieeeniiieeniiee e 215 (418) (203) 57
Associated companies and other related parties ... 300 (407) (107) 240
Balances with related parties 515 (929) (414) 298

Interest Interest Other

income expense income
Shareholders with CONtrol OVEr the GIOUP ..........ciiiiiiiiiiiie et - (1) -
Board of Directors and key management PErSONNEI ............cooiiiiiiiiiiiiiiiiiiiee e 4 (4) -
Associated companies and other related PArtieS ...........cccoiuiiiiiiiiiiie e 4 (4 -
Transactions with related parties 8 (9) -
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37. Contd

At 31 December 2017
Commitments
Assets Liabilities Net balance and overdraft

Shareholders with control over the Group ..........oocuueiiiiiiiiiii e - (103) (103) 1
Board of Directors and key management PErsonnel ...........ccccoovveveiiieeeniiieeniiee e 287 (415) (128) 59
Associated companies and other related pParties ... 330 (743) (413) 232
Balances with related parties 617 (1,261) (644) 292

Interest Interest Other

income expense income
Shareholders with CONtrol OVEr the GIOUP ..........ciiiiiiiiiiiie et - (3) -
Board of Directors and key management PErSONNEI ............cooiiiiiiiiiiiiiiiiiiie e 16 (13) -
Associated companies and other related PArtIES ............coiiiriiiiiiieii e 24 (25) 2
Transactions with related parties 40 (41) 2

No impairment allowances were recognised in the period against balances outstanding with related parties (2017: none). No share option
programmes were operated during the reporting period 1 January - 31 March 2018.

38. Custody assets
31.3.2018 31.12.2017

Custody assets - Not managed DY the GIOUP ..o e et e e e e e e nr e e e e e e aene 2,134,921 2,101,434

39. Contingencies
Provisions

Foreign currency-linked loan contracts

Due to the statute of limitations, all remaining disputes relating to foreign currency-linked loan contracts must be filed in court before 16 June
2018. The Group believes that the effect of the two remaining open cases (both filed by individuals) will be insignificant. Likewise, in light of
numerous precedents, it is considered highly unlikely that any new cases filed before the previously mentioned date will lead to further costs.
A total provision of ISK 1,010 million (see Note 36) has been recognised in the interim financial statements due to the previously mentioned
loan contracts.

Variable rate loan contracts

In September 2014, the Icelandic Consumer Agency published its decision on a matter regarding the terms of, and information relating to the
granting of a consumer mortgage contract with interest reset terms granted by the Group in 2005. The Consumer Agency found that the
terms offered by the Group and its predecessors, regarding the method and conditions of resetting interest rates, did not fulfil the
requirements of the law on consumer loans.

The Group referred the matter to the courts and the Supreme Court found in favour of the Consumer Agency in October 2017. The Group has
recognised a provision of ISK 800 million (see Note 36) against the loss due to this ruling. The latest estimate is that close to 1,600
customers out of possible 5,800 were affected. Repayments to affected customers have commenced.
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39. Contd
Contingent liabilities

Borgun hf.

Borgun hf. is a payment acquirer and issuing processor and a subsidiary of islandsbanki. Landsbankinn hf. sold its 31.2% stake in Borgun in
late 2014. Since early 2016 Landsbankinn has been criticised (among others by the Icelandic National Audit Office) for not having foreseen in
the process of the sale that Borgun was entitled to proceeds from the Visa Inc. takeover of Visa Europe. Landsbankinn's response to the
criticism is that it considers that Borgun's management had not released information on all factors that could affect the value of Borgun during
the sales process. In order to reclaim the alleged loss, Landsbankinn filed a lawsuit on 12 January 2017, claiming damages for having been
deprived of the true value of the stake involved in the sale.

Landsbankinn hf. (the plaintiff) is asking the court to affirm the joint liability of Borgun hf., BPS ehf., Eignarhaldsfélagid Borgun slf. and the
former CEO of Borgun to pay damages for the plaintiff's alleged loss resulting from the defendants' negligence to inform the plaintiff of the
value of Borgun's share in Visa Europe Ltd. The defendants have denied liability. The plaintiff does not quantify the claim, however, his
estimate of the loss of profit is approximately ISK 1,930 million (by selling the shares in Borgun). Seeing that the conclusion of the case is
uncertain and the financial effect cannot be estimated, the Group has not recognised a provision in relation to this matter.

Kortapjénustan hf.

Kortapjénustan hf., a payment acquirer, filed a suit against islandsbanki hf., Arion banki hf., Landsbankinn hf., Borgun hf. and Valitor hf. in
June 2013. The plaintiff asked for damages in the amount of ISK 1,191 million, plus interest, mainly due to alleged infringements of
competition law. The Group entered a motion for dismissal. The Supreme Court found in favour of the Group. The plaintiff refiled the case in
October 2017, asking for ISK 923 million in damages, collectively. The disstrict court dismissed the case again in March. Kortapjonustan has
appealed. The Group has not recognised a provision in relation to this matter.

Contingent assets

Settlement of the 2011 Byr acquisition

The Group acquired Byr hf. ("Byr"), a former savings bank, in 2011 from the Byr Winding-up Committee (“Committee") and the Icelandic
Ministry of Finance and Economic Affairs ("Ministry"). According to standard practice, the Group retained the right to re-evaluate the fair value
of the net assets acquired and to demand a refund if the fair value of the net assets was not in line with what was presented in Byr's financial
statements. Based on this, the Group filed a claim amounting to ISK 6,943 million plus interest with the Committee in June 2013. The claim is
filed as a priority claim, according to Article 110 of the Act on Bankruptcy no. 21/1991. The Committee rejected the claim with a letter dated
30 September 2013. At a creditors' meeting in December 2013 it was decided that the Committee would refer the dispute to the District Court
of Reykjavik. A formal claim amounting to ISK 911 million plus interest was filed with the Ministry on 24 September 2014. Both claims have
now been filed with the District Court of Reykjavik. Furthermore, at the request of the Group, the District Court has appointed two
independent professionals to perform a formal evaluation of the Group's claim on the Ministry and the Committee. We expect the evaluation
will be completed mid-year 2018. Court proceedings are expected to commence once the evaluation has been completed and filed with the
District Court. The Group has not recognised any revenues relating to this claim.

The District Court of Reykjavik confirmed the Composition Agreement of Byr Savings Bank on 8 January 2016. The Agreement includes
reservations due to islandsbanki's claim and is not expected to impact the proceedings described above.

40. Events after the reporting period

In April the Group finalised the sale of properties, the estimated profit amounts to ISK 1.5 billion. The profit from the sale will be recognised in
the consolidated interim income statement in the second quarter of 2018.
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41. Risk management

Risk governance

{slandsbanki is exposed to various risks and managing these risks is an integral part of the Bank's operations. More information about the
Bank's risk management and risk assessment processes is available in the unaudited Pillar 3 Report. The Pillar 3 Report 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
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 Bank has policies and procedures dedicated to accepting, measuring, and managing credit risk. The objective of the Bank'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 Bank 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 Bank
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 Bank 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 real 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, see Note 24. The maximum exposure for
off-balance sheet items is the amount that the Group might have to pay out against financial guarantees and loan commitments, less
provisions that have been made because of these items. The maximum credit exposure for a derivative contract is calculated by adding
potential future credit exposure to the positive market value of the contract.

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

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

Maximum credit exposure at 31 March 2018

Public sector

Central Commerce Financial  Industrial and Investment  and non-profit Real
Individuals  governments and services  Construction Energy  services transportation companies organisations estate Seafood Total
Cash and balances with CB - 177,029 - - - - - - - - - 177,029
Bonds and debt instruments - 36,312 - - 102 10,626 1,483 59 558 - - 49,140
Derivatives 3 - 138 - 1,463 3,217 188 3,177 1 238 171 8,596
Loans to credit institutions - - - - - 47,071 149 - - - - 47,220
Loans to customers: 299,201 - 118,378 26,856 7,006 175 74,372 20,627 14,731 130,993 83,810 776,149
Overdrafts 11,111 - 12,467 4,107 31 4 5,565 2,867 3,145 4,379 9,755 53,431
Credit cards 14,159 - 1,428 201 6 26 402 31 114 65 35 16,467
Mortgages 229,985 - - - - - - - - - - 229,985
Capital leases 7,215 - 23,685 2,234 7 - 7,197 197 63 1,091 200 41,889
Other loans 36,731 - 80,798 20,314 6,962 145 61,208 17,532 11,409 125,458 73,820 434,377
Other financial assets 908 11 184 9 1 8,754 36 87 7 152 9 10,158
Off-balance sheet items: 43,607 - 29,047 13,057 9,470 5,257 12,787 3,114 3,754 16,599 7,954 144,646
Financial guarantees 1,492 - 5,692 4,008 12 1,164 2,309 36 5 981 526 16,225
Undrawn loan commitments - - 9,501 6,361 9,188 - 6,336 2,692 - 12,524 2,497 49,099
Undrawn overdrafts 9,961 - 8,975 1,905 235 3,947 2,873 239 3,032 2,857 4,754 38,778
Credit card commitments 32,154 - 4,879 783 35 146 1,269 147 717 237 177 40,544
Total maximum credit exposure 343,719 213,352 147,747 39,922 18,042 75,100 89,015 27,064 19,0561 147,982 91,944 1,212,938
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43. Contd
Maximum credit exposure at 31 December 2017

Public sector

Central Commerce Financial  Industrial and Investment  and non-profit Real

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

Cash and balances with CB - 189,045 - - - - - - - - - 189,045
Bonds and debt instruments - 14,716 - - - 9,644 1,613 95 1,022 - - 27,090
Derivatives 2 - 212 - 1,562 2,381 296 1,465 1 206 196 6,321
Loans to credit institutions - - - - - 26,617 - - - - - 26,617
Loans to customers: 299,350 - 112,144 24,797 7,109 26 69,961 19,726 11,871 127,067 84,853 756,904
Overdrafts 11,352 - 11,874 3,376 11 5 4,686 1,607 352 4,990 7,397 45,650
Credit cards 16,397 - 1,510 234 4 21 406 37 107 51 33 18,800
Mortgages 225,765 - - - - - - - - - - 225,765
Capital leases 7,528 - 22,077 2,258 6 - 7,316 206 70 1,085 219 40,765
Other loans 38,308 - 76,683 18,929 7,088 - 57,553 17,876 11,342 120,941 77,204 425,924
Other financial assets 414 8 243 4 1 8,935 26 27 97 90 2 9,847
Off-balance sheet items: 38,017 1 30,269 14,909 9,646 4,640 17,050 3,774 4,875 20,404 10,304 153,889
Financial guarantees 1,607 - 5,936 4,466 13 1,169 2,389 59 4 1,006 543 17,192
Undrawn loan commitments - - 10,263 7,587 9,402 - 9,514 3,041 - 16,266 2,175 58,248
Undrawn overdrafts 9,977 - 9,707 2,164 201 3,351 4,044 531 4,129 2,886 7,436 44,426
Credit card commitments 26,433 1 4,363 692 30 120 1,103 143 742 246 150 34,023
Total maximum credit exposure 337,783 203,770 142,868 39,710 18,318 52,243 88,946 25,087 17,866 147,767 95,355 1,169,713
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44. Credit exposure covered by collateral

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

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

Valuation of collateral is based on market price, official valuation for tax purposes or expert opinion of the Group's employees, depending on
availability. In the case of fishing vessels the associated fishing quota is included in the valuation. Collateral is allocated according to the
gross carrying amount of loans, and 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 the table below ISK 35,632 million of the collateral are leased
objects.

The following tables show the maximum exposure to credit risk by class of financial asset and collateral held against those exposures.

An estimate of the collateral held by the Group against credit exposure is shown below for exposures in Stages 1 and 2 (non credit-impaired)
and exposures in Stage 3 (credit-impaired):

Total credit

At 31 March 2018 Maximum exposure
exposure to Real Cash & Vehicles & Other covered by

Collateral held against non credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
DEIVALIVES ...eeiiiiiiiiiiiei ettt 8,596 - - 4,279 - - 4,279
Loans and commitments to customers: 898,064 490,992 72,981 4,330 47,782 60,185 676,270
INAIVIAUAIS ... 333,294 246,147 5 508 13,008 155 259,823
Commerce and SEIVICES .......occcuveieieeeiiiiiiiieee e e 145,070 51,667 716 225 26,447 22,360 101,415
CONSLIUCHION ... 37,596 23,392 - 380 1,806 1,758 27,336
ENEIQY weoteiiiteeiit ettt 16,476 3,633 - 370 - 88 4,091
Financial SErVICES .........cccooiiviiiiiiiiieicce e 5,428 - - 168 - - 168
Industrial and transportation .............cccceeeviviieeeeeeniiiines 83,711 22,215 2 96 5,956 16,259 44,528
INVeStMent COMPANIES .........eeeviiiieiiiieeriiee e 23,408 6,938 - 2,297 100 9,163 18,498
Public sector and non-profit organisations ..................... 18,461 927 - 10 49 2 988
Real eState .........ccccveviieiiiec e 143,560 129,525 - 238 225 915 130,903
SEA00M ..o 91,060 6,548 72,258 38 191 9,485 88,520
Total 906,660 490,992 72,981 8,609 47,782 60,185 680,549
Total credit

Maximum exposure

exposure to Real Cash & Vehicles & Other covered by

Collateral held against credit-impaired exposures credit risk estate  Vessels securities equipment collateral  collateral
DEIVALIVES ... - - - - - - -
Loans and commitments to customers: 22,731 15,067 317 234 586 4,258 20,462
INAIVIAUAIS ... 9,514 8,622 16 20 192 8 8,858
Commerce and SEIVICES ..........ccveveiiiiiiieienieeree e 2,355 1,589 191 9 220 35 2,044
CONSLIUCHION ...ttt e 2,317 306 - - 11 2,366 2,683
ENEIQY oo - - - - - - -
Financial services ........... 4 - - - - - -
Industrial and transportation ............cccocveeeiveeeiiieeeninee. 3,448 380 46 7 113 1,849 2,395
Investment COMPAaNIes ........ccuvveieeeiriiiiiiee e 333 298 - 52 3 - 353
Public sector and non-profit organisations ..................... 24 11 - - - - 11
REAI ESTALE ....eevviieieiiiieiie e 4,032 3,102 - 146 3 - 3,251
704 759 64 - 44 - 867

Total 22,731 15,067 317 234 586 4,258 20,462
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44. Contd
Credit
exposure
At 31 December 2017 Real Cash & Vehicles & Other covered by
estate  Vessels securities equipment collateral  collateral
DENVALIVES .....oeiiiiiiii i - - 2,351 - - 2,351
Loans and commitments to customers: 488,494 79,699 4,601 46,888 54,093 673,775
INAIVIAUAIS ... 251,052 22 501 13,127 172 264,874
Commerce and SEIVICES .........oeiiiiieiiiiie e 49,961 857 219 25,189 17,315 93,541
CONSEIUCLION ...t e 20,916 - 363 1,868 4,043 27,190
3,436 - 367 - 92 3,895
- - 166 - - 166
Industrial and tranSPOrtation ...............eeeeeeriiiiiieeee e ee e 22,386 2,876 147 6,081 14,994 46,484
INVESTMENt COMPANIES ....ciuiiiiiiiiiie it 6,579 - 2,381 104 9,164 18,228
Public sector and non-profit organisations ............cccccceeeeriiiiiieeeeenn. 881 - 10 53 5 949
Real EStALE .....cveiiiieiiicee e 126,604 - 418 221 873 128,116
SAf00M ......eiiiiiii i 6,679 75,944 29 245 7,435 90,332
Total 488,494 79,699 6,952 46,888 54,093 676,126

45. Credit quality of financial assets

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

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

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

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

Risk classes 1-4 represent low risk, risk classes 5-6 moderate risk, risk classes 7-8 increased risk, risk class 9 high risk, and risk class 10
represents customers that are in default. Unrated are loans originating from subsidiaries of Islandsbanki that do not have rating models, in
addition to loans that are yet to be rated.

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.

The Bank is in the process of implementing a new harmonised definition of default that encompasses four similar definitions previously in
use, i.e. default according to article 178 of the CRR (Capital Requirements Regulation), credit-impaired according to IFRS 9 (Stage 3), non-
performing according to FINREP and Risk Class 10 according to the Bank's internal classification. The new definition is broader than each
individual definition, in particular the previous definition of Risk Class 10. Currently, ISK 8.915m of the exposure in Stage 3 is attributable to
the new definition and would otherwise not have been classified as risk class 10.

At 31 March 2018

Loans to customers: Stage 1l  Stage 2 Stage 3 Total
RISK ClASS 14t 203,374 102 - 203,476
RISK CIASS 5-6.......vieeieie e 308,195 7,151 - 315,346
RISK ClASS 7-8....c. it 164,250 23,505 - 187,755
RISK CIASS 9.t 37,414 8,154 - 45,568
RISK ClASS 0. eeiiiiiiie ettt e e s - - 30,165 30,165
L8]0 T 2= LT TSP PU PR 5,212 866 32 6,110

718,445 39,778 30,197 788,420
B e (2,655) (1,030) (8,586) (12,271)
Net carrying amount 715,790 38,748 21,611 776,149
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45. Contd

Off-balance sheet loan commitments and financial guarantees: Stagel  Stage 2 Stage 3 Total
Risk class 1-4 69,096 23 - 69,119
Risk class 5-6 49,428 578 - 50,006
Risk class 7-8 . 21,003 493 - 21,496
RISK CIASS 9. e 2,017 229 - 2,246
RISK CIASS L0..... ittt ettt e e e s ekt e e e e e e e bbb et e e e e e e annbbn e e e e e e e e ansnbeeeeas - - 1,290 1,290
L0 T 7= 1T OO PT PR 258 870 - 1,128
141,802 2,193 1,290 145,285
O PP PP PTRRORRTR (419) (50) (170) (639)
Net carrying amount 141,383 2,143 1,120 144,646

Risk Risk Risk Risk Risk

At 31 December 2017 class class class class class
1-4 5-6 7-8 9 10 Unrated Total

Loans to customers:

INAIVIAUAIS ... 54,270 113,333 87,600 29,999 950 3,425 289,577
Commerce and SEIVICES ..........ccvevvriieriieierieeiee e 21,236 64,388 18,353 2,686 108 1,434 108,205
CONSEIUCHION ..ottt 591 9,206 12,299 888 325 - 23,309
ENEIQY wooeeeiieeeeee e 3,193 3,062 854 - - - 7,109
Financial ServiCeS ... 17 4 5 - - - 26
Industrial and transportation ............cccocveeerireeeiiieeeninne. 24,940 22,181 15,420 3,430 2,816 19 68,806
Investment COMPAaNIes ........ccuvveveeeiriiiiiiiee e 1,214 6,109 11,470 534 9 - 19,336
Public sector and non-profit organisations ..................... 7,813 3,636 410 6 - 1 11,866
Real estate 35,534 55,614 29,396 2,455 321 33 123,353
Seaf00d .....ooviiiiiii e 40,854 36,896 4,351 242 1 92 82,436
Total 189,662 314,429 180,158 40,240 4,530 5,004 734,023

46. Forbearance and write-offs

When restructuring or modification measures are believed to be more appropriate than collection procedures, the Bank 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.

From 1 January 2018, when a loan has been renegotiated or modified but not derecognised, the Bank also reassesses, after a certain trial
period, whether the loan is still considered to have a significant increase in credit risk. The Bank also considers whether the assets should be

classified as Stage 3 credit-impaired.

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 customers facilities have to be considered performing

- The probation period of two years has passed from the date the forborne contract was considered performing
- Regular payments of more than an insignificant amount of principal or interest have been made during at least half of the probation period

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

Gross carrying amount of forbearance measures granted during the reporting period amounted to ISK 7,894 million.

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

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 45

Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

46. Contd
At 31 March 2018 Gross carrying amount of forborne assets
Stage 1  Stage 2 Stage 3 Total
INAIVIAUAIS ...t e e s sene e 2,857 1,525 1,884 6,266
(0] 0] o= T 1= OO U TR PUPPPPPTPROTOIN 2,940 11,743 10,022 24,705
Total 5,797 13,268 11,906 30,971
ECLs of forborne assets
Stage 1l  Stage 2 Stage 3 Total
INAIVIAUAS ...ttt b et b e et e st et e e eeenaneanne (18) (58) (344) (420)
(01101 o= Lo 1= T PO P PP PUPPPOPPPPN (62) (225) (2,081) (2,368)
Total (80) (283) (2,425) (2,788)

Gross carrying amount written off during the reporting period and still subject to enforcement activity is shown below.

Gross

carrying

amount
Individuals 248
Companies 123
Total 371

47. Large exposures disclosure

When the Group's total exposure to a group of connected clients is 10% or higher of the Group's capital base it is considered a large
exposure. Both on-balance sheet and off-balance sheet items from all types of financial instruments are included in the exposure as defined
by regulation no. 233/2017. The Bank has internal criteria that define connections between clients. These criteria reflect the Bank'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 first quarter of the year are not audited, the official capital is based on reviewed own fund items at 31
December 2017.

The exposure is evaluated both before and after credit risk mitigating effects eligible according to the Financial Supervisory Authority rules.
After mitigating effects, the Group has currently two large exposures which are both 12% of its capital base. No large exposure is above the
maximum 25% single large exposure limit set by the law.

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

31.3.2018

Client groups Before After
[ 0T 0 o TP 106% 0%
Lo PP 12% 12%
[T 0101 o S TP 12% 12%
31.12.2017

Before After

102% 0%

11% 11%

10% 10%
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48. 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 reporting on the liquidity position to internal and external stakeholders and provide a holistic view on liquidity risk
on a consolidated basis.

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 regulatory agencies guidelines no. 2/2010 on best practices in liquidity management.

The Group complies with the liquidity coverage ratio rules no. 266/2017 implemented in March 2017 replacing the older rules no. 1031/2014
and rules no. 1032/2014, covering the funding ratio in foreign currencies.

The following tables show the LCR and NSFR for the group at end of March 2018 and at year-end 2017.

Net Stable Funding Ratio 31.3.2018 31.12.2017
FOF @Il CUITENCIES ..ttt e e s bt e e s b e e e et e e e e s b b e e e s e e e s bbe e e s sab e e e s ebbe e e ebnee s 116% 117%
(R oL (=T | AN e U] (=T (o1 =T O POV PPPPPRPPN 140% 122%
Liquidity Coverage Ratio 31.3.2018 31.12.2017
FOF @Il CUITENCIES ..t h e e h bt e s bt e e et e e e e s b e e e s b e e e s bbe e e s sab e e e s bb e e e e baee s 158% 142%
(R oL (=T | AN e U] (=T (o1 =T P PP TPPPPPPRPP 359% 155%
For all currencies Foreign currencies
At 31 March 2018 Unweighted ~ Weighted Unweighted Weighted
LiQUID @SSEES IVEI 1 ...ttt 196,207 196,207 33,718 33,718
Liquid assets level 2 ... 2,108 641 2,043 641
Total liquid assets 198,315 196,848 35,761 34,359
[ D= o101 T TP TP U UT T OUPPPPPTTTN 451,662 149,047 70,432 33,794
DIEIT ISSUBT ...ttt et 474 474 54 54
OLNEr OULFIOWS ...ttt e e e e et b et e e e e st b e e e e e e e e asnbnreeeeeaeanes 99,088 30,960 22,214 4,450
Total outflows 551,224 180,481 92,700 38,298
Short term deposits With Other DANKS .........cooiiiiiiiiii e 46,469 43,374 45,573 43,373
OLNET INFIOWS ...ttt r ettt 29,046 12,705 4,539 4,006
Total inflows 75,515 56,079 50,112 47,379
Liquidity coverage ratio 158% 359%
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For all currencies Foreign currencies
At 31 December 2017 Unweighted ~ Weighted Unweighted Weighted
LiQUID @SSEES IEVEI L ...ttt 179,299 179,299 12,444 12,444
Liquid assets level 2 2,092 672 2,027 672
Total liquid assets 181,391 179,971 14,471 13,116
[ D= o101 1 T TP TP T OUPUPPPTTTNN 429,365 129,957 65,502 29,500
DIEBT ISSUBT ...ttt bttt 575 575 56 56
OLNEr OULFIOWS ...ttt e e e et e e e e e e s bbb e e e e e e e asnbareeeeeaeanes 88,979 32,192 10,928 3,534
Total outflows 518,919 162,724 76,486 33,090
Short term deposits with other banks 25,356 23,766 25,271 23,766
OtNEE INFIOWS ...ttt ar ettt 27,545 12,079 1,365 861
Total inflows 52,901 35,845 26,636 24,627
Liquidity coverage ratio 142% 155%

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

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

Maturity analysis 31 March 2018

Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount demand months  months years 5 years maturity Total
Deposits from CB and credit institutions .......... 13,563 3,204 5,652 - 5,213 - - 14,069
Deposits from customers ............cccceevcveveninnnn. 575,196 399,665 113,475 26,735 25,628 30,049 - 595,552
Debt issued and other borrowed funds ............. 269,255 416 6,359 51,046 116,886 129,080 - 303,787
Subordinated [0ans ..........ccooooeviiiiieeeiiie 8,838 - 35 120 1,188 11,358 - 12,701
Other financial liabilities ............ccccccoveiiiinnnen. 34,797 28,889 3,992 1,916 - - - 34,797
Total 901,649 432,174 129,513 79,817 148,915 170,487 - 960,906

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

instantaneously.
On Upto3 3-12 1-5 Over No

Off-balance sheet liabilities demand months months years 5 years maturity Total
Financial guarantees ..........cc.ueeeieeiiiiiiiiieee e 16,225 - - - - - 16,225
Undrawn loan commitments ........cccceeeviiiiieieeeesiiiiiieeeeeeeenns 49,099 - - - - - 49,099
Undrawn overdrafts .......ccooooeeeiiiiiiieie e, 38,778 - - - - - 38,778
Credit card commitments 40,544 - - - - - 40,544
Total 144,646 - - - - - 144,646
Total non-derivative financial liabilities

and off-balance sheet liabilities .............c.ccccoeeviiieeeiiiiiiinn, 576,820 129,513 79,817 148,915 170,487 - 1,105,552

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 48 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

48. Cont'd

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

netting cannot be applied upon settlement.

On Upto3 3-12 1-5 Over No

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

INFIOW i - 15,977 39,095 42,713 796 - 98,581
OULFIOW <. - (15,908) (40,978) (47,438) (927) - (105,251)
Total - 69 (1,883) (4,725) (131) - (6,670)
Net settled derivatives .............coeveoiiiiiiiiiie e - (170) - - - - (170)
Total - (101) (1,883) (4,725) (131) - (6,840)

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

on the estimated liquidation time of the asset.

Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank .............. 177,029 23,706 150,637 - - 2,686 - 177,029
Bonds and debt instruments ...........c..cccoeeene 49,140 728 12,313 21,161 6,124 8,814 - 49,140
Shares and equity instruments .............ccccceeee... 10,208 - - - - - 10,208 10,208
Loans to credit institutions .............cccoceeeernnnnn. 47,220 21,045 26,175 - - - - 47,220
Loans to CUSTOMENS .......cccueeeiiiieeiiieeeiiiee e 776,149 4,553 97,270 74,521 228,305 371,500 - 776,149
Other financial assets .........ccccccvvvvieeiiieiienns 10,158 3,502 583 162 30 6 5,875 10,158
Total 1,069,904 53,534 286,978 95,844 234,459 383,006 16,083 1,069,904
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months months years 5 years maturity Total
Gross settled derivatives
INFIOW et - 34,698 61,779 12,065 1,140 - 109,682
OULFIOW e - (33,046) (56,601) (11,734) (1,198) - (102,579)
Total - 1,652 5,178 331 (58) - 7,103
Net settled derivatives ...........ccocvvviiiiieiiicceeeeee e - 273 - - - - 273
Total - 1,925 5,178 331 (58) - 7,376
The tables below show the comparative amounts for financial assets and financial liabilities at year-end 2017.
Maturity analysis 31 December 2017
Carrying On Upto3 3-12 1-5 Over No
Financial liabilities amount demand months  months years 5 years maturity Total
Short PoSItions ........ccocviiiiiiici 270 270 - - - - - 270
Deposits from CB and credit institutions .......... 11,189 6,104 3,078 - 2,246 - - 11,428
Deposits from CUStomers ..........cccceeeviveeeinnnenn. 567,029 388,943 92,487 51,156 25,109 29,080 - 586,775
Debt issued and other borrowed funds ............. 217,748 436 3,222 36,568 132,831 79,152 - 252,209
Subordinated 10aNns ...........cccceeviieiiniieeiieeee 9,505 - 36 138 1,257 12,356 - 13,787
Other financial liabilities .............cccccceiiiininne. 10,467 6,181 3,273 1,012 - - - 10,466
Total 816,208 401,934 102,096 88,874 161,443 120,588 - 874,935
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On Upto3 3-12 1-5 Over No
Off-balance sheet liabilities demand months  months years 5 years maturity Total
Financial guarantees ..........cc.eeeeeieeiiiiiiiiieee e 17,192 - - - - - 17,192
Undrawn loan COMMItMENES ........c.ccoevvvieiieiirieineeiee e 58,248 - - - - - 58,248
Undrawn overdrafts ............. .. 44,426 - - - - - 44,426
Credit card commitments 34,023 - - - - - 34,023
Total 153,889 - - - - - 153,889
Total non-derivative financial liabilities
and off-balance sheet liabilities ............c.cccccooeiiiiiiiininns 555,823 102,096 88,874 161,443 120,588 - 1,028,824
On Upto3 3-12 1-5 Over No
Derivative financial liabilities demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW <o - 23,143 48,265 43,880 5,115 - 120,403
OULFIOW <. - (23,558) (48,108) (47,170) (5,631) - (124,467)
Total - (415) 157 (3,290) (516) - (4,064)
Net settled derivatives ...........ccccveeiiiiieiiiiien e - (170) - - - - (170)
Total - (585) 157 (3,290) (516) - (4,234)
Carrying On Upto3 3-12 1-5 Over No
Financial assets amount demand months  months years 5 years maturity Total
Cash and balances with Central Bank .............. 189,045 31,396 153,098 - - 4,551 - 189,045
Bonds and debt instruments ...............cccoco. 27,090 998 8,896 2,590 7,298 7,308 - 27,090
Shares and equity instruments ............cccccceeen. 10,177 - - - - - 10,177 10,177
Loans to credit inStitutions ............cccceeveeeriiinns 26,617 15,050 11,567 - - - - 26,617
Loans to CUSTOMENS .........cccocvevvriiieniiciee e, 755,175 4,172 77,809 84,286 220,524 370,113 - 756,904
Other financial assets ..........cccvvevieiiniiiiiieeeeen. 9,847 3,860 524 10 32 6 5,415 9,847
Total 1,017,951 55,476 251,894 86,886 227,854 381,978 15,592 1,019,680
On Upto3 3-12 1-5 Over No
Derivative financial assets demand months  months years 5 years maturity Total
Gross settled derivatives
INFIOW <o - 25,982 52,964 30,231 813 - 109,990
Outflow - (24,827) (51,416) (28,728) (880) - (105,851)
Total - 1,155 1,548 1,503 (67) - 4,139
Net settled derivatives ...........ccoovvviiiiieiiicceeee e - 233 - - - - 233
Total - 1,388 1,548 1,503 (67) - 4,372

As a part of managing liquidity risk, the Group holds a portfolio of liquid assets to meet unexpected outflow of funds or a temporary shortage
in access to new funding. These assets are subject to strict criteria with respect to credit quality, liquidation time and price volatility. The table
below shows the composition and amount of the Group's liquid assets.

Composition and amount of liquid assets 31.3.2018 31.12.2017
Cash and balances With CENLIal BANK ............uuuiuiuiuieiiiiiiiiiii e e s e e e e e e e e e aea s 167,243 183,834
Domestic bonds eligible as collateral against borrowing at Central Bank .. 4,298 3,654
FOreign goVErNMENT DONGS .......ooii ittt e e e ettt et e e e e s bb et e e e e e e e abbbe e e e e e e e snbabeeeeeeeanbnbneneaeeaan 33,203 11,872
LOANS 10 Credit INSTEULIONS ......eiieiiiiieee ettt e e et e ekt e e e bt e e e b bt e e e bt e e e ann et e e e e e ennneeennee 43,315 23,768
Total 248,059 223,128
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49. Deposits by LCR 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 classifed 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

At 31 March 2018 stL:bSIZ Wel(%/:)t Stable Wel(%/:)t derLesrig dep-g(;??sl
RELAI ... 123,912 10% 60,851 5% 69,706 254,469
SIMES ..ttt 58,230 10% 14,634 5% 6,448 79,312
Operational relationships ... 2,019 25% - 5% - 2,019
COIPOTALIONS ...ttt ettt 57,770 40% 264 20% 23,806 81,840
Sovereigns, Central Bank and public sector entities .............cccccoevvenne 10,166 40% 232 20% 438 10,836
Financial institutions in COMPOSItION ...........coveiiiiiiiiiiiie e 2,159 100% - - - 2,159
Pension fUNAS ........cociiiiiii e 48,974 100% - - 26,023 74,997
Domestic financial eNntities ............cuveieiiiiiiii e 36,086 100% - - 21,587 57,673
Foreign financial entities ............cccviiiiiiiiiii e 1,026 100% - - 7,116 8,142
Other foreign eNntities ..........cooi i 12,651 100% 1,703 25% 2,958 17,312
Total 352,993 77,684 158,082 588,759
At 31 December 2017

RELAI ... 118,964 10% 63,715 5% 68,808 251,487
SIMES L.t 55,958 10% 15,024 5% 6,847 77,829
Operational relationShips ..........oooiiiiiiii e 1,694 25% - 5% - 1,694
COIPOFALIONS ... 64,114 40% 321 20% 27,327 91,762
Sovereigns, Central Bank and public sector entities .............cccccceeeennee 7,083 40% 234 20% 1,513 8,830
Financial institutions in COMPOSItION ........cveeiiiiiieiiiieeiee e 2,947 100% - - - 2,947
Pension funds .................. 31,271 100% - - 28,466 59,737
Domestic financial entities 30,849 100% - - 26,979 57,828
Foreign financial entities ... 4,868 100% - - 4,353 9,221
Other foreign entities 8,718 100% 2,214 25% 5,951 16,883
Total 326,466 81,508 170,244 578,218

50. Market risk

The Group defines market risk as the current or prospective risk to earnings and capital arising from adverse movements in the level or
volatility of prices of market instruments, such as those that arise from changes in interest rates, equity prices, commaodity prices and foreign
exchange rates.

Market risk within the Group can broadly be split in two categories, trading book and banking book. The trading book includes market risk
exposures related, directly or indirectly, to the Group's short- and medium-term trading in securities, currencies and other capital market
instruments and derivatives. All financial assets and liabilities in the trading portfolio are recognised at fair value and all resulting changes are
immediately reflected in the income statement. The banking book includes market risk exposures related to securities held for long-term
investment purposes, unlisted securities or holdings in subsidiaries or affiliates. A large part of the banking book market risk is due to
mismatches in the composition of assets and liabilities, for example with respect to currencies, interest rates, CPI-indexation or other factors
that can affect the Group's earnings or earnings volatility. These mismatches are reported to management and are subject to internal and
regulatory limits.
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51. 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.

52. Interest rate risk in the trading book

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

Trading bonds and debt instruments, long positions 31.3.2018 31.12.2017

MV  Duration BPV MV Duration BPV
INAEXEM ©.v.veeveeeeeeeee et eeees ettt es ettt s s eneee e as s es et esesenn s enaanens 1,541 7.77 (1.20) 1,750 7.17 (1.25)
NON-INAEXEA ... e 35,359 0.43 (151) 14,148 0.51 (0.73)
Total 36,900 0.74 (2.71) 15,898 1.24 (1.98)
Trading bonds and debt instruments, short positions 31.3.2018 31.12.2017

MV  Duration BPV MV Duration BPV
INAEXEA .. - - - - - -
NON-INAEXEM ...t e e e - - - - - -
Total - - - - - -
Net position of trading bonds and debt instruments 36,900 0.74 (2.71) 15,898 1.24 (1.98)

53. 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 table below displays assets and liabilities in the banking book according to the next interest reset rate date as of 31 March 2018.

0-3 3-12 1-2 2-5 5-10 Over 10
Assets months ~ months years years years years Total
Balances with Central Bank ...............cuvvvvvvvviivviviiiieieninennnn. 174,343 2,686 - - - - 177,029
Bonds and debt instruments ...........ccccooiiiiiiiiie 1,653 132 60 172 107 92 2,216
Loans to credit iNSttUtions .........ccooeveveveiiiiiiiiii e, 47,220 - - - - - 47,220
LOANS t0 CUSTOMETS ....couviiiiiiiee et e 522,901 20,842 52,048 170,153 4,132 6,073 776,149
Total 746,117 23,660 52,108 170,325 4,239 6,165 1,002,614
Off-balance sheet itemMs .............uevvivvviiiiiiiiiiiiii, 83,485 59,699 5,797 67,485 - - 216,466
Effect of derivatives held for hedging ...........cccccoviieiiicennns - - - 36,471 - - 36,471

islandsbanki hf. Condensed Consolidated Interim
Financial Statements first quarter 2018 52 Amounts are in ISK million



Notes to the Condensed Consolidated Interim Financial Statements

53. Contd
0-3 3-12 1-2 2-5 5-10 Over 10
Liabilities months ~ months years years years years Total
Deposits from Central Bank and credit institutions ............. 8,816 - 4,747 - - - 13,563
Deposits from CUSTOMENS .........coviiiiiiiiiieiiiee e 562,841 2,945 801 8,568 41 - 575,196
Debt issued and other borrowed funds ...............cccoevciiennns 5,354 48,357 11,457 87,537 95,855 20,695 269,255
Subordinated 10aNS ...........ccceiiiiiiiii e - 8,838 - - - - 8,838
Total 577,011 60,140 17,005 96,105 95,896 20,695 866,852
Off-balance sheet items .........cccccovveriiiiiiiiicnc e 130,585 7,170 46,066 34,875 768 - 219,464
Effect of derivatives held for hedging .........c.cccccviiveiiieenns 36,473 - - - - - 36,473
Net interest gap on 31 March 2018 85,533 16,049 (5,166) 143,301 (92,425) (14,530) 132,762

The Supreme Court ruling on 12 October 2017 regarding interest rate reset terms on consumer mortgage contracts will impact the Group's
interest rate risk in the banking book since the Group will not be able to reset interest rates on those loan contracts containing the term
clause in question. The Group has estimated that this applies to 4,100 loan contracts at most. A subset of borrowers have been asked to
disclose their preference with respect to refinancing or updating of the loan terms. As loan terms are still under review and customers' intent
regarding refinancing is still being assessed, the Group has not recognised any effect due to the ruling in regards to the Group's interest rate
risk. A worst-case estimation is that ISK 50 billion of ,Loans to customers* will move from interest rate reset period 0-5 years to over 10
years. However, the effect is expected to be considerably lower according the Group's current assessment. For further information regarding
the ruling see Note 39.

The following table displays assets and liabilities in the banking book according to the next interest rate reset date as of 31 December 2017.

0-3 3-12 1-2 2-5 5-10 Over 10
Assets months ~ months years years years years Total
Balances with Central Bank ...........cccccoooviiiiiiiiniiiiicies 184,494 4,551 - - - - 189,045
Bonds and debt inStruments ... 1,805 129 - 348 19 72 2,373
Loans to credit iNStUtIONS ........cccoocveviieiiiieeecee 26,617 - - - - - 26,617
LO@NS t0 CUSTOMENS .....oeoiiiiiiieiiiieiee et 515,861 28,018 37,858 165,981 3,636 5,548 756,902
Total 728,777 32,698 37,858 166,329 3,655 5,620 974,937
Off-balance sheet items ..........cccoooviiiiiiiiic e 81,929 49,681 521 5,847 - - 137,978
Effect of derivatives held for hedging ..........ccccocviiiiiinnnnnns - - - 62,463 - - 62,463

0-3 3-12 1-2 2-5 5-10 Over 10
Liabilities months ~ months years years years years Total
Deposits from Central Bank and credit institutions ............. 9,158 - 2,031 - - - 11,189
Deposits from CUSTOMENS .........ooviiiiiiiiiieiiiee e 548,921 8,090 789 8,488 741 - 567,029
Debt issued and other borrowed funds ............ccccoeoviiiieeenn. 16,886 24,518 22,539 85,236 53,481 15,089 217,749
Subordinated 10aNS ...........ccoeiiiiiieiii e 9,505 - - - - - 9,505
Total 584,470 32,608 25,359 93,724 54,222 15,089 805,472
Off-balance sheet items .........ccccovieriiiiiiiiicnc e 64,504 2,555 14,247 56,115 744 - 138,165
Effect of derivatives held for hedging .........c.cccccviiveiiieenns 62,537 - - - - - 62,537
Net interest gap on 31 December 2017 99,195 47,216 (1,227) 84,800 (51,311) (19,469) 169,204
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54. Currency risk

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

currency composition of assets or liabilities.

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

Currency analysis at 31 March 2018

Other foreign  Total foreign
Assets EUR uUsbD GBP CHF JPY SEK NOK DKK currencies currencies
Cash and balances with Central Bank ................ 197 81 64 18 5 29 28 47 48 517
Bonds and debt instruments ........ 20,805 10,737 19 - - - 3,143 - - 34,704
Shares and equity instruments 32 1,525 - - - - 45 - - 1,602
Loans to credit institutions ..........cccccveevviiivienennn. 11,041 28,460 813 2,128 78 2,209 1,025 22 809 46,585
Loans to CUSIOMENS ......ccveeeeeeeiiiiiieeeeee e 93,129 22,615 2,227 1,124 3,151 3 4,728 616 3,758 131,351
Other aSSEtLS ..uvvviieeeeiiiiiiiiee e 966 1,713 816 3 51 36 3 42 16 3,646
Total assets 126,170 65,131 3,939 3,273 3,285 2,277 8,972 727 4,631 218,405
Liabilities
Deposits from credit institutions ...............cccece.e 4,996 356 - 4 163 - - - - 5,519
Deposits from CUStOMErS .........occuvvieeeeeieiiiiieen. 20,182 33,658 4,344 192 434 617 2,473 1,897 365 64,162
Debt issued and other borrowed funds ............... 123,103 - - - - 10,667 6,333 - - 140,103
Subordinated 10ans ..........cccccevvvveiviiiiiiiiieeeie, - - - - - 8,838 - - - 8,838
Other liabilities ........ceeeeeiiiiiiiiiee s 2,926 2,620 881 12 161 88 116 203 1,522 8,529
Total liabilities 151,207 36,634 5,225 208 758 20,210 8,922 2,100 1,887 227,151
Net on-balance sheet position (25,037) 28,497 (1,286) 3,065 2,527 (17,933) 50 (1,373) 2,744 (8,746)
Net off-balance sheet position 24,657 (27,171) 1,531 (3,076) (2,593) 18,068 (167) 1,323 (2,540) 10,032
Net position (380) 1,326 245 (11) (66) 135 (117) (50) 204 1,286

{slandsbanki hf. Condensed Consolidated Interim
54 Amounts are in ISK million

Financial Statements first quarter 2018



Notes to the Condensed Consolidated Interim Financial Statements

54. Contd

Currency analysis at 31 December 2017

Other foreign  Total foreign
Assets EUR uUsbD GBP CHF JPY SEK NOK DKK currencies currencies
Cash and balances with Central Bank ................ 238 124 78 19 5 39 30 60 65 658
Bonds and debt instruments ...........cccccceeeeiiiinnnns 7,253 3,688 23 - - - 2,544 - - 13,508
Shares and equity instruments ............cccccceeeene 29 1,467 - - - - 37 - 80 1,613
Loans to credit institutions ..........ccccceeevvicinnenennn. 6,177 12,095 620 907 344 2,514 1,804 778 845 26,084
Loans to CUSIOMENS ......ccveveeeeeiiiiiiiee e 92,179 19,693 2,287 1,220 3,198 3 4,791 673 4,213 128,257
Other aSSEtLS ..uvuviveeeiiiiiieiie e 874 788 570 5 51 27 2 30 1,370 3,717
Total assets 106,750 37,855 3,578 2,151 3,598 2,583 9,208 1,541 6,573 173,837
Liabilities
Deposits from credit insStitutions ......................... 2,366 378 - 4 4 - - - - 2,752
Deposits from CUStOMErs ..........ccccvveeeeeeiiiinnennn. 25,396 24,405 4,468 190 336 703 2,683 2,452 380 61,013
Debt issued and other borrowed funds ............... 87,166 - - - - 7,660 6,391 - - 101,217
Subordinated 10ans .........ccccoecviiiiiee e - - - - - 9,505 - - - 9,505
Other liabilities ........ccccovviiiiiiieiiiiiiiieee e 2,994 2,577 559 9 202 65 4 45 1,905 8,360
Total liabilities 117,922 27,360 5,027 203 542 17,933 9,078 2,497 2,285 182,847
Net on-balance sheet position (11,172) 10,495 (1,449) 1,948 3,056 (15,350) 130 (956) 4,288 (9,010)
Net off-balance sheet position 11,492 (11,572) 1,466 (1,952) (3,101) 15,390 (353) 1,022 (4,130) 8,262
Net position 320 (1,077) 17 (4) (45) 40 (223) 66 158 (748)
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55. Derivatives

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

56. Inflation risk

The Group is exposed to inflation risk since the value of CPI-linked assets exceeds CPI-linked liabilities. The value of these assets and
liabilities changes according to changes in the CPI at any given time and all changes in the CPI affect profit and loss. A 1% increase in the
index would lead to an ISK 100 million increase in the balance sheet and a 1% decrease would lead to a corresponding decrease, other risk
factors held constant.

Assets, CPI-linked 31.3.2018 31.12.2017
Bonds and debt INSITUMENLS .......ccooiiiii ettt et e e aa et e aaaaaaaa 2,228 2,442
(o T T L3 (o I oL U (o] 0 1 T=T £ PP RPPPPPRPRPRY 273,779 270,533
Off-DAlANCE SNEET POSITION ...ttt e e e et ettt e e e e e ek b bbe et e e e e e s s babe e e e e e e sannbbbeeaeeeeannnnrnneas 225 506
Total assets 276,232 273,481

Liabilities, CPI-linked

DEPOSILS FIOM CUSLOMEIS ...coiiiiiiiiiii it e ettt e oottt e e e e e e ettt et e e e e e s ba bt e e e e e e e e abebe e e e e e e e annbbe s e e e e e e e anbnbeeeeaeeaaanbsbneeeaeeaannne 94,320 92,077
Debt issued and other DOrrOWE fUNOS ...........oocuiiiiiiii e 102,837 91,351
Off-DalanCe SNEET POSITION .......ueiiiiii ittt e e e e s bbbttt e e e e ek b bte et e e e e e s anbbbe e e e e e e aanbbbneaeeeeaannnreneas 69,101 62,569
Total liabilities 266,258 245,997
CPIlimbalance 9,974 27,484

57. Capital management

The following table shows the capital base, risk exposure amount, the resulting capital ratios and leverage for the Group at 31 March 2018
and 31 December 2017. In addition, the table shows the official capital ratios where the unaudited profit of the first quarter is excluded
according to the Act on Financial Undertakings.

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

The Bank aims at managing the Group's capital position and the corresponding capital ratios above the overall regulatory capital
requirement.

At the end of the third quarter 2017 the Bank received the annual SREP report from the Financial Supervisory Authority where the overall
capital requirement was 19.8%. The Group's capital target includes a 0.5-1.5% management buffer on top of the overall capital requirement.

The minimum leverage ratio for Icelandic financial institutions is 3%.
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Risk exposure amount and capital base:

CET1 capital

31.3.2018 31.12.2017

OrdiNAry SNAE CAPITAL ......eeiiuiiie ittt ettt e ettt oo bt e e ekttt e e b et e e h et e st et e e esbb et e naba e e e anbeeeennee 10,000 10,000
ST e =N o1 (=] 0 18T RO UT TSP PUPPPPTN 55,000 55,000
OBNEI TESEIVES ...ttt ettt e et h e e a e e et e bt e st e ea et e R e e e se e e see e e ne e e se e e s eeeeneeseneenneeenee e 4,991 6,179
RELAINE BAIMINGS ...ttt e e oottt et e e e e e st bbbt e ee e e s e abe b et e e e e e ek s b ee e e e e e a4 e aabebe e e e e e e e s nbeseeaaeeeannsbneeeaeeeaannrnnnen 93,930 107,387
NON-CONEFOIING INEEIESES .....eeeiitiie ittt a e e ket e e sttt e eab e e e bttt e e bt e e st et e et bt e e ensb e e e nabe e e e anenee s 2,416 2,479
Fair value changes due to OWN Credit STANAING .........ooiiiiiiiiii et e e e e e e e e e e e e ntbre e e e e e e aanrnnees 1,277 -
LI L T T TP PP P T PP PPPPPPPPPN (454) (4)
INEANGIDIE @SSELS ...ttt oo ettt e e e oo btb ettt e e e e e s s bbbt et e e a4 e aa b b be e e e e e e e s nbbb et e e e e e e nbbeeneee e e e nrnreen (4,412) (4,231)
Other reguIAtory AOJUSTMENTS .........iiiiiiiieiiii ettt et e ettt e e bt e ek et e e e sb et e e b bt e e aabe e e e anbb e e e nabeeeabteeeannns (1,338) (1,285)
Total CET1 capital 161,410 175,525
Tier 2 capital
Qualifying subordinated liabilities 8,838 9,505
General credit MiSK @JUSTMENTS ..........oiiiiiiie et e e se e see e nee e e s - 1,729
Total capital base 170,248 186,759
Risk exposure amount
R (VT (ool (=To [ ] TSP T OO PUPPTPTTON 701,035 682,525
- due to market risk: 9,887 8,102
Market riSK, trading DOOK ..........ooiuuuiiiiii ittt e e ettt e e e e st bbb et e e e e e e anbe e et e e e e e e babe e e e e e e e e nnrnneaeaas 6,939 6,709
(@101 (=Y 0y 1 OO UR PR OT PR 2,948 1,393
- due to credit Valuation @OJUSTMENT ..........oo ittt e e e e e e bbbt e e e e e e s s bbb e e e e e e e sansbbeseeeaeasannnbeeeeaeeaaannnnnen 1,670 1,534
e [VT= (ol o] o=l = LA o] o N OO P UPOTRT PRI 83,331 83,331
Total risk exposure amount 795,923 775,492
Capital ratios
L] 5 o 1T OSSR UTTRPP RSP TR 20.3% 22.6%
TOUAl CAPILAI TALIO .vevvivierieiteeie et ettt et et e et e e te e e s te et e sbeeseeteeabeess e seeseebeessesbeeasesbeessesbeenbesbeesbesbeentesseebesasesbesrnenrean 21.4% 24.1%
L 1ol T o TSRS 20.0% 22.6%
OFFICIAI CAPILAI TALIO .....veevveiviesriiteeteite et ete et e et e e teeteesteeseesteeseesbeessesbeesbesbeesseeasesbesssesbeessesbeesseabeansesbeesseabeensesraensessseseans 21.1% 24.1%
Leverage ratio
Exposure amount
On-balance sheet exposures 1,077,431 1,026,879
Off-balance sheet exposures 46,443 51,328
DEIVALIVE EXPOSUIES .....eeiittiieiuiiie ettt ettt e ettt e e e st e e e bttt e aa bt e e ea b bt e e 1a ket o4k b et e oo ab et a4 st e eem bbbt e eabb et e am ket e e st e e e e snb et e nsteeeantneas 8,613 6,334
Leverage ratio total exposure measure 1,132,487 1,084,541
L= g Ao o1 - | TP T TR UOPPPPPPPROPNY 161,410 175,525
Leverage ratio 14.3% 16.2%
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