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Kvika

Endorsement and Statement
by the Board of Directors and the CEO

The Consolidated Financial Statements of Kvika banki hf. ("Kvika" or the "Bank") for the year 2016 have been prepared in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the European Union, and additional requirements in the Icelandic Financial Statement Act. The
Consolidated Financial Statements comprise Kvika and its subsidiaries (together the "Group").

Kvika banki hf. is a specialised investment bank focusing on asset management and capital markets. Kvika provides businesses, investors and individuals
with comprehensive investment banking and asset management services as well as selected banking services. Kvika's asset management has an
established reputation and offers solutions covering all major asset classes, including fixed-income securities, equities, and alternative investments in
both domestic and international markets. At the end of December 2016, the Group had ISK 121 billion of assets under management.

According to the Consolidated Income Statement, the Group's profit in 2016 amounted to ISK 1,955 million. According to the Consolidated Statement of
Financial Position, the Group's equity at the end of the year 2016 amounted to ISK 7,397 million and total assets amounted to ISK 59,563 million.

The Board of Directors proposes that dividend on class B shares will be paid in the year 2017 on 2016 operations in accordance with the articles of
association of the Bank. Further, the Board of Directors proposes that no dividend will be paid on class A share capital.

Share capital and shareholders

The Bank's issued share capital amounted to ISK 1,404 million as at 31 December 2016 (2015: ISK 1,605 million). At the end of the year the Bank held
treasury shares with a nominal value of ISK 28 million (2015: ISK 14 million). The Bank's share capital was decreased by nominal value of ISK 253 million
during the first half of the year and was increased by a nominal value of ISK 52 million during the second half of the year.

Kvika has issued bills and subordinated bonds that are listed on the NASDAQ Iceland stock exchange. Total nominal amount of outstanding bills and
subordinated bonds at year end amounted to ISK 4 billion and ISK 550 million, respectively.

The Bank had 54 shareholders at year-end (2015: 72), none of which held more than 10% of shares in the Bank (2015: 0). The ownership of the Bank is
transparent and it is the only bank that is fully owned by private enities, such as pension funds, companies and individuals. The ten largest
shareholders are as follows:

Shareholder 31.12.2016 31.12.2015
LifeyrissjOOUr VErZIUNGIMANNG .....ccciiieciiie et e etee e etee e et e e e save e e et e e e e sabeeessabae e e saaeeessaeasnsseeesnnseeeesssanesnnsees 9.53% 9.90%
2T a0 Y= Yo T = o TSR 8.31% 1.95%
K2B fJArfestingar €hf. .....oo i et e e s e e et e e e ateeeenabaeeeares 8.00% -
Varda Capital N, ... ee e e e e e e e e e e e s bbb e e e e e e s bbb aae e e e e atrbaaeeeeeataraaaeeeeannnes 7.69% 7.99%
Y74 = I =1 o SRR 7.27% 7.55%
B 1= 1= T=Y o) SRR 7.27% 7.23%
LG =Yoo [T = o | SRS 7.00% -
[FaY=4Ta YU a Yo IU Tl o | RSP 6.61% 6.86%
25T =Y o PSS 6.60% 6.86%
Fagfjarfestasjodurinn NOTOUITOS .....ccueiiiiiiee ettt e e e re e s bee e e sbee e e s bee e e sabeeeesbeeeesabeeesnnnes 5.77% 5.99%

74.06% 54.32%

Further information about the shareholders of the Bank is provided in note 69.

Robust results in Kvika's first full year of operations

Revenue generation during 2016 was significantly above budget. All business segment showed good results during the year. Net interest income
amounted to ISK 1,060 million, net fee income amounted to ISK 2,840 million and net trading income amounted to ISK 1,283. Total operating revenues
amounted to ISK 5,318 million.

Administrative expenses were ISK 3,246 million and were in line with budget for the year. Profit attributable to the Bank's shareholders amounted to
ISK 1,928 million corresponding to an annualised 34.7% return on equity based on the equity position at the beginning of the year adjusted for changes
in share capital and transactions with treasury shares during the year.

The Bank paid out capital to its shareholders during 1H 2016 in the amount of ISK 1 billion or 15.2% of total equity. The Group's total capital ratio at the
end of 2016 is 20.6%. The Bank's minimum regulatory capital requirement is 11.8%. Therefore, the Bank is well placed to fulfil the additional capital
requirements that will be imposed following the implementation of CRD IV during the next few years.

The Bank maintains a strong liquidity position. The Bank's assets are liquid and its access to funding is constantly improving, reflected by the Bank's
funding cost decreasing significantly during the year. As at end of 2016, the Group's 30 day liquidity coverage ratio (LCR) was 152%, well above the
minimum level of 100% which became effective on 1 January 2017. Accordingly the Group is very well placed to cope with the potential impact on
liquidity associated with the lifting of the capital controls in Iceland that were imposed in late 2008.

As part of its strategy Kvika is allocating more of its credit exposure to acquisition financing, bridge financing and mezzanine financing and to our private
banking business. Kvika continues to focus on securities funding in capital markets but has reduced significantly traditional retail banking lending.
Furthermore, Kvika has sold part of its loan portfolio, particularly mortgages and corporate loans during 2016 and will continue to source and structure
credit opportunities that are fully or partly sold to other investors.

Risk management

The Bank is exposed to various types of risk in its operations. The Bank enforces a risk management framework which is further structured and outlined
in the Bank's risk policy guide and rules on risk management. We refer to notes 42-57 on analysis of exposure to various types of risk.
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Endorsement and Statement
by the Board of Directors and the CEO

Corporate Governance

The Board of Directors emphasizes good corporate governance and following accepted guidelines on corporate governance. The Board has laid down
comprehensive rules in which the authority of the Board is defined and its scope of work in conjunction with the CEO. They cover e.g. order at
meetings, competence of Board members to participate in individual decisions, confidentiality and information disclosure between the CEO and the
Board. Majority of Board members are independent of the Bank and there are no executive directors on the Board. The Bank aims to promote gender
equality and two out of five board members and one out of two alternate board members are women.

The Board determines compensation for the CEO. The Board of Directors has delegated certain tasks to a subcommittee, the Risk, Audit and
Remuneration Committee. The committee has four members appointed by the Board, the majority of which is independent of the Bank.

More information about the Bank's Corporate Governance, including a signed statement, can be found on the Bank's website, www.kvika.is.

Non-financial information

In June 2016 the Icelandic Parliament passed a legal reform of the Icelandic Financial Statements Act no. 3/2006. These amendments became effective
on January 1, 2016. The legal reform establishes several changes to the legislation including some additional requirements regarding entities that
surpass the legal threshold of being considered as large companies. According to these amendments such companies are now required to provide a
summary of certain information reflecting the environmental, social and employee aspects of the business. This is considered necessary to provide
fundamental understanding of the company's development, performance and position on these non-financial matters. The summary shall also include
a description of the company's policy regarding human rights matters, along with a description of the company's anti-bribery and anti-corruption
policies. At last the summary shall include a brief description of the company's business model and non-financial key performance indicators. If the
company has not adopted policies for one or more of the matters mentioned above, it shall disclose that fact and provide a detailed explanation in that
regard. These requirements are entered into Icelandic law as part of the implementation of EU directive 2013/34/EU that will become effective for
Member States in 2017. The EU has currently not published any further guidelines for implementation of the directive. The Bank is defined as a Public
Interest Entity and is therefore subject to the aforementioned requirements. Due to the short timeframe from the passing of the legal reform and the
end of the financial year, the Bank has currently not been able to implement the necessary changes required. It shall be noted that these requirements
will, however, be fully implemented in the year 2017 and the required information published along with the next financial statements.

Statement by the Board of Directors and the CEO

To the best of our knowledge the Consolidated Financial Statements of Kvika banki hf. for the year 2016 comply with International Financial Reporting
Standards as adopted by the EU and additional requirements in the Icelandic Financial Statement Act, and give a true and fair view of the Group's
assets, liabilities and financial position as at 31 December 2016 and the financial performance of the Group and changes of cash flows for the year 2016.

Further, in our opinion the Consolidated Financial Statements and the Endorsement of the Board of Directors and the CEO gives a fair view of the
development and performance of the Group's operations and its position and describes the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO of the Bank have today discussed the Consolidated Financial Statements for the year 2016, and confirm them by the
means of their signatures.

Reykjavik, 16 February 2017.
Board of Directors CEO
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Kvika

Independent Auditors' Report

To the Board of Directors and Shareholders of Kvika banki hf.

Opinion
We have audited the consolidated financial statements of Kvika banki hf. for the year ended December 31, 2016 which comprise, the consolidated income
statement and statement of comprehensive income, the consolidated statement of financial position, the consolidated statement of changes in equity, the

consolidated statement of cash flows for the year then ended and the notes to the consolidated financial statements, including a summary of significant
accounting policies.

In our opinion, the accompanying consolidated financial statements give a true and fair view of the consolidated financial position of Kvika banki hf. as at
December 31, 2016, and its consolidated financial performance and its consolidated cash flows for the year then ended in accordance with International
Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements in the Icelandic Financial Statement Act.

Basis for Opinion

We conducted our audit in accordance with International Standards on Auditing (ISAs). Our responsibilities under those standards are further described in the
Auditor’s Responsibilities for the Audit of the consolidated Financial Statements section of our report. We are independent of Kvika banki hf. in accordance
with the International Ethics Standards Board for Accountants’ Code of Ethics for Professional Accountants (IESBA Code) as well as the Icelandic Institute of
State Authorized Public Accountants, Code of Ethics (FLE Code) and we have fulfilled our ethical responsibilities in accordance with these requirements. We
believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our opinion.

Key Audit Matters

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

Key Audit Matters How the matter was addressed in our audit

Loan valuation and Impairment loss allowance

We refer to disclosure 18 and 81 related to accounting policies related |We have tested the relevant controls over the impairment process, including controls

to impairment loss allowance. in place for capturing loans that needs to be reviewed for impairment.

Loans to customers are ISK 26,015 million and 44% of the balance We selected a sample of loans from the full population, both performing and non-

sheet. As described in note 18 to the financial statement the group performing loans. For selected sample we have challenged the appropriateness of

held impairment provisions of ISK 307 million against a gross loan book [management’s key processes and assumptions used in the calculations of

of ISK 26,322 million at 31 December 2016. impairment for loans and advances and assessed whether the provisions are in
accordance with IFRS. This included the impaired accounts and valuation of

The assessment of the group’s calculation of impairment loss underlying collateral.

allowances for loans to customers requires management to make

significant judgements including measurement of incurred but not We assessed the technique management uses to estimate incurred but not reported

specifically identified losses. losses, including benchmarking the assumptions against economic data and industry

practices to validate assumptions made.
Based on the management judgment and the important of this
assessment we have assessed this as a Key Audit matter. We have reviewed the disclosures to the financial statements to confirm compliance
with IFRS.

Valuation and classification of derivatives

We refer to disclosure 19 and 94 related to accounting policies|We have examined the valuation carried out by management and evaluated the
surrounding derivatives. methodology applied and the assumptions used.

At year end derivative assets amounted to ISK 552.5 million and|During our audit we have tested relevant controls related to accounting for
derivative liabilities amounted to ISK 498.8 million. derivatives.

Derivatives are unlisted financial contracts and as such do not have a|We have selected sample of open derivative contracts and challenged management’s
qguoted market price. Valuation of derivatives are subject to|valuation and recalculated the fair value of the derivative position. We have tested
management judgement in: that the classification is in accordance with international accounting standard 39
¢ Choosing the model to be used (IAS).

¢ |[dentifying the most relevant market data
¢ Determining the adjustments to be made to the risk-free market|In addition, we have assessed the related P&L effect to determine whether

value, including counterparty risk and expected funding cost. undisclosed profits/ losses might have occurred.

Changes in the model and adjustments may have a significant impact on

the measurement of derivatives. We have reviewed the disclosures to the financial statements to confirm compliance
with IFRS.

The accounting polices surrounding derivatives are also complex and
therefore we have assessed this as a key audit matter.
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Independent Auditors' Report

Revenue recognition

Interest income and fee income are key elements to the core business|We reviewed the policies, processes and controls surrounding the revenue
of the bank. Those are the largest items of income within the|recognition. We have tested relevant controls related to accounting for interest
consolidated statement of comprehensive income. income and fee income. We have tested the appropriateness of the interest
calculation in accordance with IAS 39.

Therefore, we consider the interest income and fee income as key audit
matter. We tested interest income by select sample of loan and compare the underlying data
to the loans system. We also tested the interest income and fee income using
The basis for revenue recognition and accounting policies are presented|analytical procedures. Interest accrual was tested on sample of loans to ensure that
in note 82 and 83 to the consolidated financial statements. interest is being accrued correctly.

We selected sample of fee income and agreed the fee to contracts and payments, to
ensure revenue recognition in accordance with IAS 18. We also selected sample of
contracts related to long-term project to ensure the revenue recognition were in
accordance with IAS 18.

Other information

The Board of Directors and CEO are responsible for the other information. The other information comprises the report of the Board of Directors.

Our opinion on the financial statements does not cover the other information and we do not and will not express any form of assurance conclusion thereon,
except from our confirmation related to the report of Board of Director as described below.

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

In accordance with Paragraph 2 article 104 of the Icelandic Financial Statement Act no. 3/2006, we confirm to the best of our knowledge that the
accompanying report of the board of directors includes all information required by the Icelandic Financial Statement Act that is not disclosed elsewhere in the
financial statements.

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

The Board of Directors and the CEO are responsible for the preparation and fair presentation of the consolidated financial statements in accordance with
International Financial Reporting Standards (IFRSs) as adopted by the EU and additional requirements in the Icelandic Financial Statement Act, and for such
internal control as the Board of Directors and the CEO determines is necessary to enable the preparation of consolidated financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, the Board of Directors and the CEO are responsible for assessing Kvika banki hf.’s ability to continue as a
going concern, disclosing, as applicable, matters related to going concern and using the going concern basis of accounting unless the Board of Directors and
the CEO either intends to liquidate the company or to cease operations, or has no realistic alternative but to do so.

Auditors' Responsibilities for the Audit of the Consolidated Financial Statements

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

As part of an audit in accordance with ISAs, we exercise professional judgement and maintain professional scepticism throughout the audit. We also:

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

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

o Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates and related disclosures made by
management.
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Independent Auditors' Report

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

. Evaluate the overall presentation, structure and content of the consolidated financial statements, including the disclosures, and whether the
consolidated financial statements represent the underlying transactions and events in a manner that achieves fair presentation.

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

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

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

From the matters communicated with the Board of Directors and the Audit Committee, we determine those matters that were of most significance in the
audit of the consolidated financial statements of the current period and are therefore the key audit matters. We describe these matters in our auditor’s report
unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, we determine that a matter should not be
communicated in our report because the adverse consequences of doing so would reasonably be expected to outweigh the public interest benefits of such
communication.

Képavogur, 16 February 2017.

Deloitte ehf.

e C
F 2\ va e A

Pélina Arnadéttir
State Authorized Public Accountant

Bowlo L 6. —

porsteinn Pétur Gudjénsson
State Authorized Public Accountant
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Consolidated Income Statement
For the year 2016

Amounts are in ISK thousands

Notes 2016 2015
[ =] = ] Tolo] o ¢ 1= 4,189,589 3,494,870
L LT T Q3 o< o Y YRS UTE (3,125,309) (2,370,785)
Net interest income 3 1,064,281 1,124,085
FEE aNd COMMISSION INCOMIE .vvviteiiiieeeeeie ettt e e e et et e et eee ettt e e e aaaa b b s esesessssseseresssssessasssaasassesesesssanees 4 2,880,710 2,635,153
FEE aNd COMIMISSION EXPEINSE ...eeiiiiiiiiieeeeiiieeeeeeeiteeeeeeeitteeeeeeetteeeeeeabteeaeeeastesaaeeaastesaesaaassassaeeaassesssasasstesaasansreneas (40,521) (26,840)
Net fee and commission income 2,840,188 2,608,313
NI o e =T e Lo = LT oo 0 LR 5,6 1,282,690 350,383
Share in 10ss of diSCONTINUEA OPEIATIONS ......eiiiiiiiiiiee ettt e e ettt e e e e et e e e e e tbeeeeeeeabaeeaeeensreeeaeennsrens (13,488) 0
Share in profit (loss) of associates, NEt Of INCOME TAX ......cccuveiiiiiiiiriiee et et e e eeree e e e eeetreeeeeeeearaeeeeesnnes 21 148,985 (1,998)
[T T u V= oY Yo | SR UPR 0 297,560
Other operating (EXPENSE) INCOME ......uviiiieeecciieee ettt e e eeette e e e e eetteeeeeeettaeeaeeeastaeeaeeaasstasaessastasesesaastaseaesaassensaesanns (4,420) 53,769
Other operating income 1,413,767 699,714
Net operating income 5,318,236 4,432,112
AMINTISTIAtIVE EXPENSES .. .uviiiiiiiiiiiieee e ettt e e escte e e e estreeeeeeettaeeeesasataaeeeeaassssesesaasssaesesaaasssseessaassseesessnnssseeesesansaeeaen 7-10  (3,219,406) (3,945,176)
Impairment of 10aNS AN FECEIVADIES ..........uuiiiie e e e e e e et e e e et e e e e e e abeeeeeeennteeeeeenanrens 18 (226,349) (215,797)
(Loss) profit from assets NEld fOr SAIE ........ccuuieeciii e e e e e e e te e e et r e e s ete e e sabeeeetaeeeenneeas 28,100 (3,395) 3
Profit before taxes 1,869,086 271,142
g Yolo T a =I5 =3 U TTRTRRN 11 94,612 (730,616)
Special tax 0N fiNANCIAl INSTITULIONS .ooo.eviiiiei e e e et e e s s sbre e e e e seateeeeesesnseneeesennns 13 (9,036) (23,409)
Profit (loss) for the year 1,954,662 (482,882)

Notes 2016 2015
Attributable to the shareholders of Kvika banki Df. ......ooooviiiiiiiiiiieeeeeee e s e e e e e e e e e s e e e e aeaa e 1,927,945 (510,844)
Attributable 10 NON-CONEIOIING INTEIEST w.vvvviiieii et e e e e e e e e e e s st baraeeeeeeaeeeeeeeessnnnnes 20 26,717 27,962
Profit (loss) for the year 1,954,662 (482,882)

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Kvika Amounts are in ISK thousands

Consolidated Statement of Comprehensive Income
For the year 2016

Notes 2016 2015

Profit (loss) for the year 1,954,662 (482,882)
Translation of foreign operations

Exchange difference on translation of foreign Operations ..........ccccieeeciee e e (3,367) (3,028)

Other comprehensive income that are or may be reclassified to profit and loss, net of tax (3,367) (3,028)

Total comprehensive income (loss) for the year 1,951,295 (485,911)

Notes 2016 2015

Attributable to the shareholders of Kvika banki hf. ......ooooiiiiiiioiiee e aaaaaaaes 1,924,578 (513,872)

Attributable to NON-CONTIOIING INTEIESE .ueeiii i e e e e e erbe e e e e e e atbe e e e e e s easraeeeeeeeannns 26,717 27,962

Total comprehensive income (loss) for the year 1,951,295 (485,911)

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Amounts are in ISK thousands

Consolidated Statement of Financial Position
As at 31 December 2016

Assets Notes 31.12.2016 31.12.2015
(01 oI TaTo I or= 1 g Lo [U 1 1VZ 1 1= o PR 13 12,032,879 19,916,973
(D C=To BT gToleY g o Yol Y Yol U g | =TT UTUPRRR 14 3,945,778 4,649,103
Shares and other variable INCOME SECUITIES ...uuuiiiiiiiiee et e e e e e e e e e aabe e e e s rebaaaeeaees 15 3,154,466 3,006,042
Yol g [T U =T i o) gl aT=To Fq 1oV - U UUU 16 12,389,392 11,057,833
(Mo F= [ 3R (o N ol0 1] (0] 1 0[] £ SR 17,18 26,015,321 21,592,738
DIEIIVATIVES .oeettiieeeeetieee e ettt e e ettt e e e ettt e e e e e ettaeeeeeebeaeeeeaatsaeaaesastaaaaesasssasaesassaaeesaasssseeeeanssasaesaassaseeeeantsaeeseanssaeaaeanns 19 552,493 327,993
INVESTMENT TN @SSOCIATES .evvniiiiiiiiiiiiie ittt teeee e e e tt e e et ees et eessstaeesasaesetaneesannesssneessansersrnnerssnneersrneesnsnnens 21 127,262 0
LY =] =41 o] (I Y= o SEURRRN 24 41,530 45,924
e oLl aa VA T e I =To U] o]0 =] o | APPSR 25 59,135 76,749
(DY C =T R =) = XYY KT T T 26 189,429 106,557
(011 o =T g 1Y <Y (SO PUUUPRRN 18, 27 967,954 748,032
ASSEtS ClassSified @S NEIA fOr SAIE .....oiviiiiiiiiiiiet ettt s s e seseeeeeaeseaasaseseseeeereeseaees 28 87,720 85,813
Total assets 59,563,359 61,613,757
Liabilities

(DL oTo 1 A3 e g WU ] o) 41T ST SUPSPR 29 32,478,933 30,544,407
Deposits from credit INSTEULIONS ....iiii e e e e e e e e e e s rr e e e e e e e e e s e e nnraaraareeeeaaeeeas 0 714,134
(7o) € )V T o =4 U PPPPPPPRRPPRE 30 13,498,785 15,220,126
[E3 U T=Te [ o 11 PSRRI 31 3,922,918 3,908,480
Y0 oTeTge I gb= 1 =T I T o 11 L1 [=T R UURUPPNE 32 572,385 562,339
Yoo a lf eTe Xy uTo Tt g V= fo I o T o =T I = USRS 33 80,186 783,662
Y gle]a o To T NuloT o I VY=Y I o gl a =T F {1 Y= SUEPRRN 34 0 1,024,390
DIBIIVATIVES ..eeeeieieei ettt s e s e e e e e e e e e e e e e e e e e e e e e et e e et e e e bttt bt a b e et eeeeeeeeeeeeeeeeee et et e e et et ettt e et benenannaanannnnn 19 498,769 987,486
LGN T o = D 1= o 11 L o =T ESPRURN 26 11,039 22,864
(DL (T E=To I =) [ =] o 11 L A [T UUUPRURR 26 1,789 3,982
(0] 1 o T 1= o1 L =TSRRIt 35 1,101,679 1,310,733
Total liabilities 52,166,483 55,082,604
Equity

Y (TN ot ] o1 -1 U RR 36 1,375,819 1,590,644
) g = T o1 =1 22110 T o o U USPRPR 912,768 850,445
(@01 u o] T F =T YT URT 4,771 3,228
N T T S ST =T £V 37 40,300 11,070
(DI T L =T [V Lot A oY AT =T <] VL T 3,103,697 3,850,917
(011 a1 N ¢ == V<L TN (17,054) (13,687)
ReStriCted retaiNned EAIMINGES ..eiiiiiciiiiie ettt e e e st e e e e s bttt e e e seabeeeeesaasteeeesssbaeeassanseeeeesanstaeeessnsseneeesnns 403,553 0
Y T =T =T T o] o =4 PSPPI 1,524,391 0
Total equity attributable to the shareholders of Kvika banki hf. 7,348,246 6,292,617
NON-CONEIOIING INTEIEST veveeiiiiieiiiicccttteeee ettt eeeeeeee et a b b e e eeeeeeeeeessssatstbssaeasasaeessessassssrasseeeeaeeseesannssrnnes 48,630 238,537
Total equity 7,396,876 6,531,154
Total liabilities and equity 59,563,359 61,613,757

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Kvika Amounts are in ISK thousands

Consolidated Statement of Changes in Equity
For the year 2016

Deficit Trans- Restricted Total share- Non-
Share Share Option Warrants reduction lation retained Retained holders' controlling Total
1 January 2016 to 31 December 2016 Notes capital premium reserve reserve reserve reserve earnings earnings equity interest equity
Equity @s at 1 January 2016 .......ccoeveeeereeeeiiiee ettt 1,590,644 850,445 3,228 11,070 3,850,917 (13,687) 0 0 6,292,617 238,537 6,531,154
PrOFIt FOI T YEAT cveeiveeeeeeeeeee et ettt e e e e eeeeeeeeeeseeen 1,927,945 1,927,945 26,717 1,954,662
Restricted retained arnings .....cccccceeeveciieeececcieee e 403,553 (403,553) 0 0
Translation of foreign operations
Exchange difference on translation of foreign operations .............. (3,367) (3,367) (3,367)
Total comprehensive income for the year ........ccocceeeeiciiieieecciiieeen, 0 0 0 0 0 (3,367) 403,553 1,524,391 1,924,578 26,717 1,951,295
Transactions with owners of the Bank
Capital dECrEASE .....eeeeeieeectee ettt et e (252,779) (747,221) (1,000,000) (1,000,000)
Impact of capital decrease on treasury shares ..........ccocceeeeecvnnennnn. 2,205 6,519 8,724 8,724
Impact of capital decrease on treasury shares due to
purchased treasury shares .........cccccceeeeieciieee e, 31,195 31,195 31,195
Treasury shares transactions .........c.ccccvvveeeeieciiieeeecciiee e (42,172) (142,828) (185,000) (185,000)
Transactions With OWN Shares ..........oouueeiiiiiiiiii e 26,110 105,746 131,857 131,857
STOCK OPTIONS ceveieeieeeee e e e e e e e e e e 1,543 1,543 1,543
WaArTaNtS SOIA .uveeeeeieieiiiiiiieeeeeeeeeeee e e e e e e 37 40,300 40,300 40,300
Warrants @XEICISEA ....uuuuuuueieeiieieeeeeeeeeeeeeee e s e s eeeeesaesssenes 51,812 61,690 (11,070) 102,432 102,432
Other transactions
Acquisition of non-controlling interest via purchase .........c.c........... (28,581) (28,581)
Decrease due to liquidation of subsidiaries ...........cccccoverieeicnnenennn. (211,641) (211,641)
Sale of shares in subsidiaries .........cccovvveeeeiiieii e, 23,598 23,598
Equity as at 31 December 2016 1,375,819 912,768 4,771 40,300 3,103,697 (17,054) 403,553 1,524,391 7,348,246 48,630 7,396,876

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Kvika Amounts are in ISK thousands

Consolidated Statement of Changes in Equity

For the year 2015

Deficit Trans- Restricted Total share- Non-
Share Share Option Warrants reduction lation retained Retained holders' controlling Total
1 January 2015 to 31 December 2015 Notes capital premium reserve reserve reserve reserve earnings earnings equity interest equity
Equity asat 1January 2015 ........oevieeiiiiieeeeecieee e 1,170,000 9,069 4,541 11,070 3,850,917 (10,659) 0 288,853 5,323,792 272,714 5,596,506
LOSS FOI T YEAT ettt ee et ee s eee e e e ee s eeeeeeesaees (510,844)  (510,844) 27,962 (482,882)
Translation of foreign operations
Exchange difference on translation of foreign operations .............. (3,028) (3,028) (3,028)
Total comprehensive loss for the year ........ccccceeeivciieecicccieee e, 0 0 0 0 0 (3,028) 0 (510,844) (513,872) 27,962 (485,911)
Accumulated deficit set off against the share premium account ....... (221,991) 221,991
Transactions with owners of the Bank
Capital INCrEASE ...veveee ettt 433,799 1,083,468 1,517,268 1,517,268
Acquisition of non-controlling interest via merger ........ccccceeeevnnneen. 0 290,844 290,844
Treasury shares acquired via MErger ......ccccovcvveeeeeeccieeeeeeccireee e (228,724) (568,067) (796,791) (796,791)
Treasury shares held by the Bank before the merger and
delivered to shareholders via merger ......cccccceeeeeeiieeecccccninnieeeee, 68 800 3,200 4,000 4,000
Treasury shares delivered to shareholders via merger ................... 228,724 568,067 796,791 796,791
Purchased treasury Shares .......ccccccovveeiecciiieec e (13,956) (23,301) (37,257) (37,257)
Share-based payment transactions .........ccccceecveeeeeeeciieeeeeecieeee e (1,314) (1,314) (1,314)
Other transactions
Acquisition of non-controlling interest via purchase .........c.c........... (67,462) (67,462)
Dividend paid by subsidiaries to non-controlling interest ............... (6,600) (6,600)
Sale of non-controlling interest .........cccovvivieeeeeeeeeeeeeeeeecccrrreeee, (278,921) (278,921)
Equity as at 31 December 2015 1,590,644 850,445 3,228 11,070 3,850,917 (13,687) 0 0 6,292,617 238,537 6,531,154

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Kvika

Amounts are in ISK thousands

Consolidated Statement of Cash Flows
For the year 2016

Cash flows from operating activities Notes 2016 2015
oY (o Ty I (o ot g L= IR VY- | PSR 1,954,662 (482,882)
Adjustments for:
Indexation and exchange rate diffErENCE .........uviii ittt e e e e e e e eare e e e e e anaeea s (790,119) (240,183)
Share in loss (profit) of associates, Net Of INCOME TAX ......uviiiiiiiiiii e e s s eaar e e e e 21 (148,985) 1,998
Depreciation and @amOrtiSAtiON ...........iiiiiiiiii e e e e e e e e e e e e — e e e e e aaeeeaeaaabrrraraaeaaaeeaeaaannrnns 24,25 31,142 260,876
N N =T =Ty g Telo ] 1 4 LI RT 3 (1,064,281) (1,124,085)
Impairment of 10aNs aNd rECEIVADIES ... e e e e e e e s e e e rar e aeeees 18 226,349 215,797
[aTole] 0 T=I ) PP PPPTT R PPPPP 11 (94,612) 730,616
N Fe= V<N oo o 1V 1| SRR 0 (297,560)
[0 1d o T To | TU 1Sy 40 0 =T o1 PRSP 29,325 (1,638)
143,482 (937,062)
Changes in:
Receivables from Central BanK ... e e e e e e e e et b e e e e e e e e e eeeessatsaraaaeeeeaaaeens 0 98,832
FIXEO INCOME SECUITIES .eevvvviiiiriieitiieeeeeee e e ettt e et eeeeeeee et ittt et e aeaaataaa—— b ———— s seseeseseesseseseseeesessssssssrersssnsssnnnnsnssssesesss 646,816 (405,167)
Shares and other variable iNCOME SECUILIES ....iiiviriiiii it e et e e e s s sbra e e e s srabeeeesssaseaeeesanns (366,135)  (2,215,319)
Yol B L LT U TY=Yo I {o gl aT=To F=d o~ PR (1,331,559) 1,883,065
LOGNS £ CUSTOMEBES ..eeeiiiiieieieieiiieetetetetata it eeessssseseseseeeeeeesssesses et s e s assasasasase s s asssesessesaseesesesessessessssssssnsnsnnnn (4,556,609) 1,774,974
DY SN L Y ST Y =) AP (224,500) 171,311
DY (=10 R =) = Y=Y KSR 15,022 (26,999)
(011 =T g T Y £ TR (219,922) 1,911,222
DT ool 1o { ] 4 eV ] o] 01T TS 3,102,155 (6,012,708)
Deposits from credit INSTIEULIONS ......ciiii e e e s e e e e s ae e e e s sbbeeeeesnbeeaesennneneas (714,134)  (1,997,208)
R g o o o Yo 1Y 1o o 3SR USRI (1,727,866)  (2,318,185)
DErIVATIVES = [IADIIITIES ...ceeeeeiieiieeieieie ettt e e e e e et e e e et e et e eee et ettt et e e e e babaaa s e s sasssssseseseseseesseseseesesssssssssrres (488,717) 478,953
(014 o 1T 1= o7 L =PSSO (220,879) (553,723)
(5,942,846) (8,148,015)
YA =T A = o< AV <L IR 4,070,511 3,307,367
Fa L =TTy Ao Y-« PP (2,641,197) (2,152,462)
[aTete] o g1l =) q o T 11« I USSR (5,475) 0
Net cash to operating activities (4,519,006) (6,993,110)
Cash flows from investing activities
Cash and cash equivalent acquired in business COMBINATION ........cccuiiiiiiiiiiie e 0 4,324,080
ACQUISITION Of INTANGIDIE @SSEIS ..eiiiiiiiiie it e et e e e e e e e e bt e e e e e tbeeeeeeabeeeeeennsbeeeeeanseneesennsenns 24 (6,519) (7,688)
Acquisition of property and EQUIPMENT .......uiiii i e e e e sttt e e e e s ssb e e e s e sbaae e e e ssbeeeeesanreeeas 25 (10,367) (46,934)
Acquisition of NON-CONTIOIING INTEIEST .......iiiiiiieeie et e e e e e e e s st e e e e s abaeeessansaeeeeeaananeens 0 (62,139)
Proceeds from the sale of property and @QUIPMENT ......cooi i e e e e e e e raeee e 10,752 4,334
Proceeds from the sale of @ NON-CONErolliNg INTEIESt .......coiiiiiiiii e e e e e e e 49,868 0
Acquisition of @ NON-CONTIOIING INTEIEST .......eiiiieiieee et et e e et e e e e be e e e e e abe e e e e esabraeeeeensraeeeeennens (28,581) 0
Proceeds from the sale of assets classified as held fOr Sale ..., 28, 100 29,000 204,838
Acquisition of assets classified as held fOr SAlE ..........ooo i e e (37,656) 0
Net cash from investing activities 6,498 4,416,492
Cash flows from financing activities
Proceeds frOM DOITOWINES ...eveeiiiiiiiicccciiteeee et e e e e e e e e e s e bbb aeeeeeeeeeeeeesaaasarbaaaaaaaaeeeesassssssssasaeasaeeesesanns 232,382,450 119,250,102
REPAYMENT OF DOITOWINES .. ..vviiiiiiiiiee ettt ettt e e ettt e e e e tte e e e e eataeeeeesaataeeeeanassaeeeesssaeaeeanssseeesanssseeeesansrnneans (234,103,791) (113,996,895)
ISSUR DIILS e e e e e see e s seee s e seseeeaseeeeeeeeseeeeseseseeeeseseseeneeeseeeeseseseeseseseeseseseeeeseseseeseseseseeseseseenenenees (252,184) 3,835,772
V1 o o] o Lo =Te M IT=Y o 11 L1 A =TSRRI (31,857) 556,622
Treasury SNAre TraNSACTIONS ........cccuiiiii ettt e e ettt e e e et e e e e eesateeeeeeetbaeeeeeasaseeeeasssasaesassaseaeaansseeeaeansranaans 91,890 (37,257)
(30T [¥ ot o) g o) Y s = (=N oF=] o 11 =1 AU TP UPPPPP (244,391) 0
Reduction Of defiCit FEAUCTION FESEIVE .......coiiieeeeeee ettt e e e e e e e e e e e e e baaae e e e eeeeeeeesenssssesenees (747,221) 0
Net cash (to) from financing activities (2,905,105) 9,608,344
Net (decrease) increase in cash and cash EQUIVAIENTS .........uviiiiiiiiiiii e e e saaaeeeeas (7,417,613) 7,031,726
Cash and cash equivalents at the beginning of the YEar .........ccuvii i e e 13 19,916,973 12,970,418
Effects of exchange rate fluctuations on cash and cash equivalents held ... (466,480) (85,171)
Cash and cash equivalents at the end of the year 13 12,032,879 19,916,973
Investing and financing activities not affecting cash flows
Assets and liabilities acquired from Straumur fjarfestingabanki hf. .........ccccciiiiiii i, 0 (2,321,259)
(0T o | =1 I8 g Vol £ F= T U UEPURPNE 0 1,517,268
Treasury shares delivered t0 SharEhOIUEIS ..........ciiiiiiiii i e e e sra e e e e s nebae e e essaaeeaean 0 803,991

The notes on pages 13 to 58 are an integral part of these Consolidated Financial Statements.
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Notes to the Consolidated Financial Statements
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Kvika Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

General information

1. Reporting entity

Kvika banki hf. ("Kvika" or the "Bank") is a limited liability company incorporated and domiciled in Iceland, with its registered office at Borgartun
25, Reykjavik. The Bank operates as an bank based on Act No. 161/2002, on Financial Undertakings, and is supervised by the Financial
Supervisory Authority of Iceland.

The Consolidated Financial Statements for the year ended 31 December 2016 comprise Kvika banki hf. and its subsidiaries (together referred to as
the Group). The Group is primarily involved in investment and corporate banking, capital markets, asset management and fund management.

2. Basis of preparation

a. Statement of compliance
The Consolidated Financial Statements have been prepared in accordance with International Financial Reporting Standards (IFRS), as adopted by
the European Union. The Consolidated Financial Statements are also prepared in accordance with Icelandic laws on financial statements and
regulations on presentation and contents of financial statements.

b. Basis of measurement
The Consolidated Financial Statements have been prepared using the historical cost basis except for the following:
- Fixed income securities are measured at fair value
- Shares and other variable income securities are measured at fair value
- Securities used for hedging are measured at fair value
- Derivatives are measured at fair value
- Investment properties are measured at fair value
- Short positions are measured at fair value
- Assets classified as held for sale are measured at the lower of cost or fair value less cost to sell

A breakdown of the accounting classification of financial assets and financial liabilities is provided in note 58.

c. Functional and presentation currency
The Consolidated Financial Statements are prepared in Icelandic Krona (ISK), which is the Bank's functional currency. All financial information has
been rounded to the nearest thousand, unless otherwise stated.
The Group's assets and liabilities which are denominated in other currency than ISK are translated to ISK using the exchange rate as at the end of
day 31 December 2016.

d. Going concern
The Bank's management and Board of directors has assessed the Group's ability to continue as a going concern and are satisfied that the Group
has the resources to continue its operations.

e. Estimates and judgements
The preparation of financial statements in accordance with IFRSs requires management to make judgements, estimates and assumptions that
affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ from
these estimates.

The estimates and underlying assumptions are based on historical result and various other factors that are believed to be reasonable under the
circumstances, the results of which form the basis of making the judgements about carrying amounts of assets and liabilities that are not readily
apparent from other sources.

The estimates and underlying assumptions are reviewed on an on going basis. Revisions to accounting estimates are recognised in the period in
which the estimate is revised if the revision affects only that period or in the period and future periods if the revision affects both current and
future periods.

Information about areas of estimation uncertainty and critical judgements made by management in applying accounting policies that can have a
significant effect on the amounts recognised in the Consolidated Financial Statements is provided in note 111.

f. Relevance and importance of notes to the reader
In order to enhance the informational value of the Financial Statements, the notes are evaluated based on relevance and importance for the
reader. This can result in information, that has been evaluated as neither important or relevant for the reader, not being presented in the notes.
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Kvika

Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

Income statement

3. Net interest income

Interest income is specified as follows:

2016 2015
(0= 1 o 1o To I or= 1 a W =To [ U 1AVZ= ] F=T o} &SR USRS 1,357,964 883,356
DIBIIVATIVES «.oevvieiiiiiiiee et ettt e ettt e e e et e e e e ee b e eessabasesrasaasesssbaeessstansesessanssessssanseessstaseessssnnsessssaneeessssnnsessssnnneersernn 877,645 785,990
o T [T o oLV Iy (o] 0 0 1Y 6 1,924,136 1,812,841
(014 o1 N oY =T ¢ <1 T ool o o =T PP PPRPN 29,845 12,682
Total 4,189,589 3,494,870
Interest expense is specified as follows:

2016 2015
DEPOSITS FrOM CUSTOMIEIS .. .eviiiiiiiiiecitte ettt ettt e ettt e e et e e e s te e e e e beeeesabeeeeeabeeesasbaeeaansaeeesssaeesansaeesasseeesansaeeasnsaeesnnseeennnsens 1,369,387 1,053,606
DepPOosits from Credit INSTITULIONS .....ccciiiiiciee e et e e tte e e et e e e e bt e e e sbaeeseabeeeeenbaeeeeabaeesenseeesaseeesansaneennses 53,364 109,789
20 ] o 01T T3 1,183,623 1,000,411
(VL= N o 11 1 U PRUR 266,623 0
01 oo o KR =R =Y M T =Y o 11 L o= 41,902 0
(D1 V= LAV E N 151,516 139,506
(011 o 1T oY = T N q o 1] o Y USSR URUR 58,894 67,472
Total 3,125,309 2,370,785

Total interest income recognised in respect of financial assets not carried at fair value through profit or loss amounts to ISK 3,312 million (2015:
ISK 2,709 million). Total interest expense recognised in respect of financial liabilities not carried at fair value through profit or loss amounts to ISK

2,974 million (2015: ISK 2,231 million).

4, Fee and commission income

Fee and commission income is specified as follows:

2016 2015
2T 0] (] =SSR 511,111 301,415
L@ oY1 =1 1Y =T SRR 856,194 763,971
FN Y Y =T o F= T=q=T o =T o | AT PPPPTUPPPPR 1,138,437 1,043,161
(01 o 1T TR URRRRRP 374,967 526,605
Total 2,880,710 2,635,153
5. Net financial income
Net financial income is specified as follows:
2016 2015
Financial assets held for trading
FIX@O INCOME SECUNITIES ovviiiiiiiiiiiiiiiii ettt e e et e eeeeeeeeeeeeeeeesesesesas s s s sa b s b b bbb b e e e eeeeeeeeseseeeeaeseseesesessesesnsnsnsnnnes 583,054 151,081
Shares and other variable INCOME SECUIITIES ......ooeiiuuuiieeeie et e e e e e e e e e e ee e eee bbb s eeeeseseessssbaaaasaesasaanens 268,231 410,862
LT Y 1 Y7 SRS 150,839 (77,857)
Financial assets designated at fair value through profit or loss
(a0 T g oo g a TS Y =Tol U] o [T TUR 0 8,358
Shares and other variable INCOME SECUNTIES .....uiiiiiiie e e st e e s st e e seate e e ssateeesssteeessnteeesnseeeasnns 166,767 (151,485)
Foreign currency eXChange diffErENCE ......uii i e st e e st ae e s e bt e e e s aee e e eateeeeseeeeennees 113,798 9,425
Total 1,282,690 350,383
6. Foreign currency exchange difference
Foreign currency exchange difference is specified as follows:
2016 2015
Gain on financial instruments at fair value through profit and 0SS .......cocuiiiiiiii e 35,637 4,340
Gain 0N Other fiINANCIAI INSTIUMENTS ..cooiiiiiiiiiiiieeeeeeee e et e e ettt ettt e e e e s s s s bbb b e b abaaeeaerereeeeeeeaeaeeeseesessesesnsnns 78,162 5,086
Total 113,798 9,425
Change in the ISK trade indeX dUMNG the VAT ...cci i e e e e e e s s st e e e e e s e abraeeeeeeennseeaeeas +18.5% +7.9%

Note 55 provides information about the development of foreign exchange rates against the Icelandic krona.
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7. Administrative expenses

Administrative expenses are specified as follows:

2016 2015
Salaries AN FEIAtEU EXPENSES .....ciiiciiieiiiieeciiee e ctee et e et e e e e e e st ee e e abe e e e abaeeesabaeeasbeeeesseeesssaeeeassaeesnseeeeanseeeennseeeeansens 2,073,879 2,192,807
(014 o 1T aoT o 1T = u [T D o =] o Y= SRR 1,047,275 1,431,503
Depositors' and Investors' Guarantee FUN CONTIIDULIONS ......cciiiiiiiiiii it e e e et e e e e s e arrae e e e s s earraeeeee s 67,111 59,990
Depreciation and @mMOItiSAtION ........cicciii i e s e e et e e e s e e e e e ba e e e e tae e e e teeeeataeeeanteaeeataeeeanraeeaant 31,142 260,876
Total 3,219,406 3,945,176

ISK 280 million of one off merger costs related to termination of employment contracts are included in salaries and related expenses for the 2015
figures in the table above. Additionally, ISK 93 million in other one off merger costs are included in other operating expenses for the 2015 figures
in the table.

8. Salaries and related expenses

Salaries and related expenses are specified as follows:

2016 2015
Y | T 1= OSSR 1,626,341 1,664,407
Performance based payments excluding share-based PaymMENTS .......cccueieciiiiiciiie et e e rae e e ra e e e e aaeeeas (10,846) 12,069
Share-Dased PAYMENT EXPENSES .....ciiiciiiiiiiiie ittt eettee e seteee e sttt e e sttt e e sbeeeesateeeesbeeeesseeessnsaeeeassaeeessseeesanseeessnseeessseeessnseeesnnss 1,543 (1,314)
PeNSTON TUNG CONTIIDUTIONS «.eeeieiiiiiittt ettt e e bbb e e e e et e e e et eeaeseeeeseeeseesessssss s nssssbabarasaeaeeeeeeeneees 218,612 259,019
LN et A (g T T[T | IF= ot 417/ oY PSPPSR 100,833 107,021
Other Salary related EXPENSES ....ceiii i cieieiee ettt e ettt e e e e eestre e e e e e e etaeeeeeeesataeaeeesassateeaeaeaassssasaesaaanssseseeeasasssaseessensrrnees 137,395 151,605
Total 2,073,879 2,192,807
Average number of full time employees dUNNG TNE YEAI ......ccocuiii it e et e e e e e e e are e e enees 84 81
Total number of full time eMPlOYEESs At YEAI-ENd .........uiiiii e e e e e e e e et re e e e e e e esereeeeeeeennreees 86 86

The figures for 2015 do not include employees of Straumur fjarfestingabanki hf. ("Straumur"). At the beginning of 2015, Straumur had 34 full time
employees and Kvika and its subsidiaries had 75, or 109 in total.

According to Act No. 165/2011, passed in 2011, banks and other financial institutions providing VAT exempt services, must pay a tax based on
salary payments, called tax on financial activity. The current tax rate is 5.50% (2015: 5.50%).

9. Employment terms of the Board of Directors and management

Salaries and benefits paid to the Board of Directors, the CEO and Managing Directors of the Bank for their work for companies within the Group,
and their shareholding in the Bank, are specified as follows:

31.12.2016 31.12.2015

Salaries and Number Warrants Salaries and Number Warrants

benefits of shares and options benefits of shares and options

Sigurdur Atli JAnsson, CEO ......ccccuiiiieee et 48,212 8,425 24,566 49,094 10,000 17,300
porsteinn Palsson, Chairman of the Board ..........cccccceevvneeeenn. 9,174 0 0 11,387 0 0
Finnur Reyr Stefansson, Deputy Chairman of the Board ......... 4,587 51,033 0 2,145 90,576 0
Inga Bjorg Hjaltaddttir, Board member ........cccceeeecvviveeeeennneee, 4,741 0 0 6,049 0 0
Jénas Hagan Gudmundsson, Board member .........cccceeeeennneee. 6,850 26,993 0 2,106 32,040 0
Anna Skuladottir, Board member .........vvvveeeviviviiiiiiiiiieieieeee, 3,515 8,425 0 0 0 0
Armann Fr. Armannsson, alternate Board member ................ 1,639 93 0 0 110 0
Kristin Gudmundsdottir, alternate Board member .................. 4,331 621 0 2,586 737 0
Skuli Mogensen, former Board member ........cccceevvciveeeiineenns 1,053 101,989 0 5,593 116,060 0
bArunn Palsdottir, former Board member .......oooevveveeecnnnnnnnnes 1,073 0 0 2,145 0 0
Magnus Bjarnason, former Board member * .............cc.cc....... 0 0 0 1,930 0 0
Hanna K. Fridriksson, former alternate Board member .......... 0 0 0 4,470 0 0
Vilmundur Jésefsson, former alternate Board member .......... 0 3,370 0 3,680 4,000 0
Astridur bérdardéttir, former alternate Board member ......... 0 0 0 3,032 0 0
Managing Directors (2016: 5, 2015:5) ..ccceevveevieecieecieeeeeene 184,375 1,264 100,050 183,596 8,650 30,000
Total 269,550 202,212 124,616 277,813 262,172 47,300

* Magnus Bjarnason became a Managing Director in mid year 2015. Salaries and benefits which he has received in that position, as well as
shareholdings, warrants and options, if applicable, are included in the line Managing Directors in the table above.
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9. Employment terms of the Board of Directors and management (cont.)
Salaries and benefits are substantially all short-term employee benefits.

Figures for shares, share options and warrants are in thousands and include shares held by companies owned by or under the control of the
respective parties as at 31 December 2016 and 31 December 2015. If the holdings are held indirectly through companies, then only the pro rata
ownership of the aforementioned persons has been included.

The Bank has defined two Managing Director as Key Employees, as defined in Act No. 161/2002 on Financial Undertakings. Furthermore the Bank
has approved and published internal rules covering the qualification requirements, evaluation process and conduct of Key Employees, in
accordance with requirements set forth by the Icelandic Financial Supervisory Authority.

The Bank has adopted a remuneration policy at the proposal of the Remuneration Committee. The policy covers three remuneration
components, base pay, performance based incentive scheme and other benefits, including pension fund contributions. Further information about
the remuneration policy is provided in notes 66-68.

10. Auditor's fees

Remuneration to the Group's auditors is specified as follows:

2016 2015
PO Lo T o Y= 1o A TS = LI Lol oo 10 L K 33,635 27,507
REVIEW OFf INTEIIM GCCOUNTS ...ttt e e e e e e ettt e e e s e e eeeeeeeeaa s b s b e eesseseee s s s b bbb s eesssesssssassaaassssssessesensssrnnnas 6,768 10,287
(0 d o T<T 10 Lo Tl ¢ =Y = (Yo BT Y ol YU URR 4,705 5,131
Total 45,107 42,925
Thereof to the aUAITOrs OF the BanK ... e e e e e e et e e e e e e ee s e e e bbab e e s eseseesessssanaannnss 35,454 38,774

11. Income tax
The Group will not pay income tax on its profit for 2016 due to the fact that it has a tax loss carry forward that offsets the calculated income tax.
At year end 2016, the tax loss carry forward of the Group amounted to ISK 160 billion. A substantial part of the deferred tax asset is utilisable until
end of year 2018 and 2019. Management is of the opinion that the Group's operations in the years to come will result in taxable results which will
be offset with the tax loss carry forward. The Group has therefore recognised a part of the tax loss carry forward as a deferred tax asset in the
consolidated statement of financial position. The deferred tax asset is recognised only to the extent that it is probable that future taxable profits
will be available against which the asset can be utilised. The deferred tax asset is reviewed at each reporting date.

Income tax is recognised based on the tax rates and tax laws enacted during the current year, according to which the domestic corporate income
tax rate was 20.0% (2015: 20.0%)

Reconciliation of effective tax rate:

2016 2015
Profit DEfOrE INCOME TAX .ovviiiiiiiiiiiiiiiee e e e e e e e e e e e e e et e s e s e s s s s s s s s asasasaaaaares 1,869,086 271,142
Income tax using the domestic corporation tax rate ........cccecveeeviiiiirciieincee e, 20.0% (373,817) 20.0% (54,228)
NON-dedUCEIDIE EXPENSES ..oieeiiieeiiee et et s e bre e e bae e e sabeee e ares 0.0% (351) 0.5% (1,375)
oo R ¥ D= ] o] 1= T 0Tl ] o V= PR (8.1%) 151,748 (232.0%) 628,987
Recognition (derecognition) Of taX lOSSES .......c.eevuieiiierieeiii et sree e sree e eeeens (16.1%) 301,472 324.4% (879,479)
(0] 1 01T o] o F= g V=1 YRS (0.8%) 15,561 156.6% (424,520)
Effective income tax (5.1%) 94,612 269.5% (730,616)

Profit before tax amounts to ISK 1,869 million. Income tax amounts to ISK 95 million, resulting in an effective tax rate of -5.1%. This is
substantially different from the Icelandic corporate tax rate of 20%, mainly due to non-taxable income from shares and revaluation of the
deferred tax asset.

12. Special tax on financial institutions

According to Act No. 155/2010 on Special Tax on Financial Institutions, certain types of financial institutions, including banks, must pay annually a
tax based on the carrying amount of their liabilities as determined for tax purposes in excess of ISK 50 billion at year-end. The tax rate is set at
0.376% (2015: 0.376%) and the tax is not a deductible expense for income tax purposes. The tax is presented separately in the consolidated
income statement.
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Statement of Financial Position

13.

14.

15.

16.

17.

Cash and cash equivalents

Cash and cash equivalents are specified as follows:

31.12.2016 31.12.2015
Deposits with the Central Bank of ICEIANG .......ccoo oo e e e e e e e e rr e e e e e e e e e e e esnnnnns 8,363,848 15,676,543
(0r= 1 a o] 11 o =1 Lo IR UUURRRRRR 15,375 80,881
] L TSI Y a1 o =1 o LN 3,263,947 3,476,080
TrEASUIY DILS oottt e et e e e e e e e e e e eeeees et bbbbaaaeeaeeeeeesaasasbbssaaasaaaeessaessstssrassaesaeeeeeesansssrrnns 389,709 683,469
Total 12,032,879 19,916,973
Fixed income securities
Fixed income securities are specified as follows:
31.12.2016 31.12.2015
Held for trading
Listed government bonds and bonds with government guarantees .........cccceeeeee et 1,521,804 1,684,684
(R T=To I AT T U VA o1 SRR 0 73,865
[T T=Te I o Yo a0 KN 2,268,305 2,717,833
(0L oY Ty f<To I o o] o To U URPRPRR 155,669 148,833
Designated at fair value through profit or loss
(0TI d=Te I o Yo o Yo KPR RUURRPRRRTRRRN 0 23,886
Total 3,945,778 4,649,103
Shares and other variable income securities
Shares and other variable income securities are specified as follows:
31.12.2016 31.12.2015
Held for trading
[ Yo [ o F- 1 YU UURR 1,144,496 1,376,404
O Ty =Yoo = YO 136,997 18,568
0] o1 Yo U] a1 R o F= =TT 1,437,759 1,095,558
Designated at fair value through profit or loss
(0] o1 =Te B =T =L TN 430,779 509,033
(LY Ty =T U] o [ d =T T UURRRR 4,434 6,480
Total 3,154,466 3,006,042
Further discussion about the accounting classification of financial assets is provided in notes 58-60.
Securities used for hedging
Securities used for hedging are specified as follows:
31.12.2016 31.12.2015
Listed government bonds and bonds with government gUarantees .........cccuvvveeeeeeeieeiiccccieeeee e 5,298,637 1,325,364
[Ty H=To I o Yol s T EJ R 21,243 286,838
[ =Te IR o T | TS UUUR 6,990,913 8,582,712
(0o Ty 0=Te BT a1 ] o F= =TT UTRRRRRTR 78,599 862,919
Total 12,389,392 11,057,833

Securities used for hedging are classified as held for trading. Further discussion about the accounting classification of financial assets is provided in notes

58-60.

Loans to customers

Loans to customers are specified as follows:

31.12.2016 31.12.2015

LOANS tO CUSTOMENIS, SrOSS @MOUNT ..uuuuiiiiiiiiiiie e ceetiiiee e ee e e e e ettt e s e e e e eeta e e s eeeeaaaa s eeesaebaaasaeesaesaaaseeaeeaesaanseeeseessnanns 26,321,932 22,007,487

Specific allowance for IMPAITMENT IOSSES ....ciiiviiiiiiiciieee ettt e e e et e e e sebte e e e s esataeeeessabteeeessstaeeessanseeeessnnses (44,404) (208,880)

Collective allowance for iMPairMENT IOSSES ......cccocuiiiii it e e e ertee e e e et e e e e e e tte e e e e eenbaeeeeesasreeaeeennrenas (262,208) (205,869)

Total 26,015,321 21,592,738
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18. Allowance for impairment losses
Change in allowance for impairment losses is specified as follows:

a. Loans to customers

31.12.2016 Specific Collective Total
Balance s @t 1 JANUAIY 2016 ....vveeeeeiieiieiiiiiiiirieeeeeeeeeeeeeecttbreeeeeeeeeeeeessttbbsaeeeeeeeeeeeesssstsssasaeeeseseessssnssssrsreeees 208,880 205,869 414,748
Charge to the income statement fOr the YEAI ........ccuuviii it e e e e 207,497 56,339 263,836
RECOVEIIES .. .etiiee ettt ettt e ettt e ettt e e e e ettt e e e e eeteeeeeeeaabaeaeeeastaeeaeaanssaeeaeaassaeaeeaassssaaeaansseseeeastaseesansseneesaansrenas (35,829) 0 (35,829)
AT o] KU PPPTPN (336,144) 0 (336,144)
Balance as at 31 December 2016 44,404 262,208 306,611
31.12.2015 Specific Collective Total
Balance as at 1 JANUAIY 2015 ....ooeeiiiiiiiieeccieee ettt e e e e e e e e e e s ab e ae e e e e e e e e e e e e e nbraraaaaaaaaeaeeeaaannrrraaaees 108,761 181,654 290,415
Charge to the income statement for the YEAr ... e e e e e e e e e 180,050 24,215 204,265
AV o] KRR PURTN (79,932) 0 (79,932)
Balance as at 31 December 2015 208,880 205,869 414,748
b. Other assets - accounts receivable
31.12.2016 Specific Collective Total
Balance @S @t 1 JANUAIY 2016 ...uvvveeeeeieiieiiiiciiiireeeeeeeeeeeeeeecttrreeeeeeeeeeeeessstabbsaeeeeeaeeeesessasssssasseeeeeseesessnssssrsreeees 10,132 5,000 15,132
Charge to the income statement fOr the YEAI ........c.uviii it e e (1,658) 0 (1,658)
V-0 S oottt e e ettt e e e e e bt e e e e e e et teeeeeebtaeaeeeasbaseeesaateaaaeeastaeeaeaastasaeeaanbraaaeeaantaeeeeanne (8,401) 0 (8,401)
Balance as at 31 December 2016 73 5,000 5,073
31.12.2015 Specific Collective Total
2 o I L A Y U [ VA0 0 PR 0 3,053 3,053
Charge to the income statement fOr the YEAI ........ccuuviii it e e e e 10,912 620 11,532
2T oo 1Y =T 1= PSPPI (780) 0 (780)
YL L =T o i RPN 0 1,327 1,327
Balance as at 31 December 2015 10,132 5,000 15,132
19. Derivatives
Derivatives are specified as follows:
Notional Carrying value

31.12.2016 Assets Liabilities Assets Liabilities
INTEreSt rate EIIVATIVES . .coevveeeei et e ettt e e e et b e e e e s e ab e e e e eeaaaaass 1,020,000 1,020,000 71,224
LGN = o Tol A o] AT [ o [PPSR 2,997,361 2,863,685 146,318 12,641
Bond and equity total retUIN SWaPS ..oeeiieii i e e e e e e e e e e e e e ennees 1,075,779 13,709,091 249,496 478,462
EQUITY OPEIONS i e e e e e e e e e e e e e e e e et e e et et et e b bbb b e e e e e e e e e as 2,867 75,294
2o g o KoY 014 o T3PS 600,000 600,000 10,161 7,665

5,696,008 18,192,775 552,493 498,769

Notional Carrying value

31.12.2015 Assets Liabilities Assets Liabilities
INTEIEST rate AEIIVATIVES ...cevvvvviiiiiiiicccee et eee ettt e ettt ettt et s s e e e eeeeeeeaaaaseseererereens 1,020,000 1,020,000 45,894
CUITENCY TOrWATAS oottt et e e ettt e e e e et e e e e e sabta e e e s e nbaeeeesnsteeeeeantaneesennnens 725,839 711,559 14,287
Bond and equity total retUIN SWaPS ..eeeiiei it e e e e e e e e e e e e e e e seannnes 7,378,992 9,537,610 267,811 884,545
EQUITY OPTIONS ittt e e e e e e s s e sttt e e e e e e e e e s s e aabbaaaaaaeeeeeeeanas (400,590) 102,941
2 ToTa Vo o] o) [ 13PTSR

8,724,241 11,269,169 327,993 987,486
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20.

21.

22.

Group entities

The main subsidiaries held directly or indirectly by the Group are listed in the table below.

Share Share
Entity Nature of operations Domicile 31.12.2016 31.12.2015
ArmUli fasteignir €hf. .....oooveeeeieeeeeeeeeeeeeee et Holding company Iceland 100% 100%
Burdaras eignarhaldsfélag ehf. ..o, Holding company Iceland 100% 100%
Fasteignastyring ehf. ..o, Dormant Iceland 100% 100%
Fl Fasteignafélag GP ehf. .......cccoovvveeeveeeeieieeeeeeeeeee e Real estate fund management Iceland 100% 70%
Jupiter rekstrarfélag hf. .......cocoiviiiiicee e Fund management Iceland 100% 100%
M-Investments ehf. ......coociiiiiiiii e Holding company Iceland 100% 100%
Nes bréounarfélag GP ehf. .......cooooiiiiiiie e, Dormant Iceland 100% 100%
PIvOt €Nt o Holding company Iceland 100% 100%
Straumur eignarhaldsfélag ehf. ........cccoooviiiiiiiii e, Dormant Iceland 100% 100%
Straumur Equites ehf. ..o Dormant Iceland 100% 100%
Straumur fjarfestingar hf. ..., Dormant Iceland 100% 100%
AKLa SJOOII . o Fund management Iceland 51% 100%
Horn Florida Ltd. ...coccevveeeieiiiiieccceee e Holding company UK 100% 100%
MANatln GP ehf. ....ooiiiiii e Dormant Iceland - 100%
Foss eignarhaldsfélag ehf. ..., Dormant Iceland - 100%
Foss2 eignarhaldsfélag ehf. .......cccoociiiiiiiiiie e Dormant Iceland - 100%
IB eignarhaldsfélag ehf. ..o, Dormant Iceland - 100%
Islensk eignastyring €hf. ......cccceveveeiveeeeeeeeeeeeee e Holding company Iceland - 79%
=L I UPSPRRR Holding company Iceland - 54%
HEIldUN UAB ...ttt Dormant Lithuania - 100%

Foss eignarhaldsfélag ehf. and Foss2 eignarhaldsfélag ehf., were disposed of in 2016. These were dormant Group entities and the disposals had an
immaterial effect on the statement of financial position and the income statement.

During the year, the Group increased its shareholding in slensk eignastyring ehf., and subsequently merged it with Pivot ehf. islensk eignastyring ehf.,
had been used as a holding company for the Group's investment in islensk verdbréf hf., and had served its purpose following the Group's sale of its stake
in that company.

The Bank sold a 49% stake in Akta sjédir hf., previously Straumur sjédir hf., during 2016 and holds a 51% stake at year end.

IB eignarhaldsfélag ehf. and Mdanatun GP ehf. were liquidated at year end. These companies were dormant and no longer served any purpose for the
Group.

Teris' liquidation was finalized close to year end. The Group received cash and a small shareholding in Audkenni ehf., as distributed assets from the
liquidation.

Nes bréunarfélag slhf., previously Burdaras PE slhf., was a subsidiary at the beginning of 2016 but is an associate company at year as the Group sold ca.
67% of its shareholding during the year.

Investment in associates

Investment in associates is accounted for using the equity method and is specified as follows:

Share Share
Entity Nature of operations Domicile 31.12.2016 31.12.2015
Londonderry Associates LLC .......ccooveecnviviirieeeee e, Holding company USA 38% 38%
Nes brounarfélag slhf. .......coovoiiiiiii e Holding company Iceland 33% 100%

The Group does not consider its associates material, neither individually nor as a group.

Changes in investments in associates are specified as follows:
31.12.2016 31.12.2015

Balance at the begiNNING Of the YEAI ...cco i e e e st e e s st e e e sabteeeessntaeeessnnseeeaesanns (0) 0
P Yo oA Te] g o a1 oYU T=d = T g 1= == USSP 0 29,052
DiSPOSal Of SNAIES IN @SSOCIATES .....vviiiiiiiiiie et e ettt e e e e ettt e e e e ettt e e e e e e beeeeeeeatbeeeaesaabaeaaeeaassasasaasraseaeaassaeaeseasseeaeeansrenas (23,152) (27,054)
[ Tol T £ or= L (1o ] o PSRRI 1,429 0
Share in profit (loss) of associates, NEt Of INCOME TAX ......uiiiiiiiiiii e e et e e e et e e e e e e abbe e e e e traeeeeenraeeaans 148,985 (1,998)
Total 127,262 (0)

Consolidated structured entities
Structured entities are assessed for consolidation in accordance with the accounting policy set out in Note 72 Financial investments under control are
presented in fixed income securities (2016: ISK 0 thousand, 2015: ISK 19,878) in the consolidated statement of financial position.

The Group owns the majority of the unit shares in Akta lausi, an investment fund managed by Akta sjodir hf. The fund is consolidated like subsidiary in
the Group's Consolidated Financial Statements, with the exception that minority interests are recognised among Other liabilities instead of Equity. The
reason for this distinction is that the holders of the units may request redemption of their shareholding and therefore the units do not meet the
requirements of the definition of equity.
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23.

24,

Unconsolidated structured entities

Where the Group acts as an agent for the investor, it does not consolidate the investment funds. When the Group holds investments in unconsolidated
investment funds, they are classified as financial investments designated at fair value through profit or loss or other financial investments held for
trading. The fair value of these investments represents the Group's maximum exposure to loss from its investments in such unconsolidated investment
funds.

The nature and purpose of Investment funds is to generate fees from managing assets on behalf of third party investors. These vehicles are financed
through the issuance of units to investors.

31.12.2016 31.12.2015
INVESTMENTS FUNGS oeeiiiiieiteeeee et e e e e ee e e r e e e e e e e e e e e et et bbb b baseaeaaeeeeaassabssbaaaaeaaaeeeseasassssrasaaesaeeeeesenaasssrasaasaeanns 49,837,884 41,917,800

The following table shows an analysis of the carrying amounts of interests held by the Group in unconsolidated structured entities. The Group's
maximum exposure to loss is the carrying amount of the assets held.
Carrying amount

31.12.2016 31.12.2015
INVESTIMENTS FUNDS .eeviiiiiiiiiititicccee ettt e e ettt e e e et b bbb aeaeseseseeeeeaeaesessesessssessssstese b e bsasas s neseseseeeaeasaesesenenees 987,600 1,691,393
The Group received management fees during the period:

31.12.2016 31.12.2015
INVESTIMENTS FUNGS .eeveviiiiiiiiiceeceeeee et e et et et et ettt e ettt ettt ae b e bbb eseseseseeeesaessseesesessssssssassebsbaas s s saaasnssseseseseeeesseassneennns 481,664 489,538

Intangible assets

Intangible assets are specified as follows:

31.12.2016 Software Goodwill Other Total
Balance as at 1 JANUArY 2016 .....ceeeieeeieeeiccciiiiiiieee e e e e eeeerccrrrre e e e e e e e e e e e e eabarrereeeeaeeeeeesnnneraaaees 20,304 0 25,620 45,924
Y olo LU Y L] o KU PPPPRTRPPPIPR 6,519 0 0 6,519
F Y[ o £E3= 1 4 (o] o AP (6,033) 0 (4,880) (10,913)
Balance as at 31 December 2016 20,790 0 20,740 41,530
GroSS CArTYING QMOUNT ..uvvtiiiiiiiiiiiieeeee e e e e e et et eeee e et eeeeteareeeeaereae e aaaaeessesasasaeeaeeeseeerennensrssssssnnen 45,442 0 48,800 94,242
Accumulated amortization and impairmMent I0SSES ........covcuvieiiiiiiiiee e (24,652) 0 (28,060) (52,712)
Balance as at 31 December 2016 20,790 0 20,740 41,530
31.12.2015 Software Goodwill Other Total
Balance as at 1 January 2015 .....coooiiiiiiiieee ettt e e e e ere e e e e eaaa e e e e nrees 133,673 0 115,094 248,766
ACGUISTTIONS eeevtiitiitiiiiiiiiieses e e e e e et e ettt ettt ettt et teeeateaeabaa e asasasesseseeeeaeeeeaesesesesesesessssssssnnsnnnnnnnns 7,688 57,425 0 65,113
Additions throUgh @ MEIET ..o e e e e e eeeeas 4,328 544,925 0 549,253
DISCONTINUED ..ceeieieeeiitieeeeee ettt e e e e e e ee e etb b e e e e eeeeeeeeesssaassbeaeaesaaeeeesanssssrssaseeaeaeeeennnns (80,790) 0 (71,059) (151,849)
D1 o Yo 13 1L UU SRRt (4,328) (602,350) 0 (606,678)
PN g ToT g A =14 o] s TSR (40,267) 0 (18,415) (58,682)
Balance as at 31 December 2015 20,304 0 25,620 45,924
GroSS CArTYING QMOUNT L.uuttiiiiiiiiiiiieeee e et et e et et ettt e et eeeeeeteaeaeaaae e asasasessesasesaeeaeeeeeeesenesnsesessssnnes 264,508 0 184,150 448,658
Accumulated amortization and impPairMeNnt IOSSES .......cvvveeeeieeieeiieccceeeee e (130,835) 0 (69,056) (199,892)
Balance as at 1 January 2015 133,673 0 115,094 248,766
(o T3 or= 1 Y41 o =48 1.0 Lo 10 o} PN 38,924 0 48,800 87,724
Accumulated amortization and impairmMent I0SSES ........cocccvieeiiiiiieee e (18,620) 0 (23,180) (41,800)
Balance as at 31 December 2015 20,304 0 25,620 45,924

The goodwill which the Group acquired through the merger with Straumur fjarfestingabanki hf. and through acquisitions during the year 2015 relates to
investments in islensk verdbréf hf. Since the Group disposed of all its shares in islensk verdbréf hf. before year-end 2015 goodwill at year-end amounts
to zero.
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25. Property and equipment

Property and equipment is specified as follows:

31.12.2016 Real estate Other Total
Balance @s at 1 JANUAIY 2016 .....oeveeiiiiiiiiiiciiiiie et e e e e e et ee e e e e e e e s s st ae e e eeeeaeees s s abtaaraaeeeaeeeeeeaannnrarareees 0 76,749 76,749
X |81 EY 1 oo o 0 10,367 10,367
(DI oo LY: | OO TP U PUPUURRRRROE 0 (7,752) (7,752)
[DT=T o Yol =Y o] o TP PP 0 (20,229) (20,229)
Balance as at 31 December 2016 0 59,135 59,135
(1o T or=T 8 a4 o =4 L. To 10 Lo} T 0 197,507 197,507
JAXelol8[a g U] N d=Te I [T Yol -1 o o NP PPP 0 (138,372) (138,372)
Balance as at 31 December 2016 0 59,135 59,135
31.12.2015 Real estate Other Total
Balance as at 1 JANUAIY 2015 ....oceeiriiiiiiecciitee et e ettt e e e e e e e e e e e ettt b aeeeeeaaaee e e e e nbrrraaaeaaaaeeeeeeaaanrrrraaees 0 74,873 74,873
Pl 18T L[] o KPP UPPPRN 0 46,934 46,934
PaVe [o Tiu oY a TR d Yo U= o T T g =T =Y SRR 98,407 11,543 109,950
D11y ol o Fa U T=T o PRSP 0 (17,122) (17,122)
D1 oY 1T 1L (97,659) (7,161) (104,820)
DEPIECIATION eeiieiiieiee e ettt ee e ettt e e ettt e e e e etae e e e e e taeea e e s asaeeaeaasssesae e asseseaeassseaeeeasssasaeeanssaaeaeannsseseeeassesseeaansrneas (748) (32,318) (33,066)
Balance as at 31 December 2015 0 76,749 76,749
(o1 or=T 8 Y4 o4 L. Lo T8 Lo} 0 194,207 194,207
PaYolol¥] g 18] Y =Te o I<Y o] f=TolF=1 o] o HPU U UUUPRPN 0 (119,334) (1219,334)
Balance as at 1 January 2015 0 74,873 74,873
GrOSS CAMTYING QMOUNT Lovtvtitiiiiiiiiiieeeesee ettt et eeeeteeetete et rereaeaeereeaeae e s asassesessaseeaeeeeeeeeeeseesesssssssssssssssssssnssssnseeesss 0 197,507 197,507
ACCUMUIGTEd EPIECIATION ..ot e e e e et e e e e et e e e e e eatbe e e e e abbeeeeessteeaeesnsaeeesennsseeas 0 (120,757) (120,757)
Balance as at 31 December 2015 0 76,749 76,749
26. Deferred tax assets and liabilities

Change in deferred tax is specified as follows:

31.12.2016 31.12.2015
Balance at the beginNiNgG Of the YEAI .....co i e e et e e e s et e e e e ssbtaeeeesataeeessnnbeeeaesnnes 102,575 574,107
TaTele] o a1l =) (o] G4 a TRV | TP 94,612 (730,616)
PV Lo i aTe] a T i a1 oYU =4 d = W o 1T =T TSR SPP 0 236,466
CUITENT INCOME TAX PAYADIE ...viiiiiieieee et e e e e e et e e e e e eaba e e e e eaabteeeeesseaeee e s sbaeeeeenasteaeeesnseaeeesannsaneesennsens 11,039 22,864
ONEI CRANEES ..ottt ettt e ettt e e e ettt e e eeetabeeeeeaaabeeeaeeaabseeaeeassaeaesaassbesaeeassseeeaeassaeaeeeasssaseaeanteasaeaanssanaesannsenas (20,587) (247)
Net 187,640 102,575
DL oY=t I =) = F Y= £ U TR PRSP 189,429 106,557
DEferr@d T1aX HADIlITIES ..vvveiiiiiiiiicceeee et eeee et e e e e e e et et babaeeeeeeeeeeeeassstasaaseaeeeseeeesasssssrrsaseaseeeeesennnnsrrres (1,789) (3,982)
Net 187,640 102,575
The Group's deferred tax assets (liabilities) are attributable to the following items:

31.12.2016 31.12.2015
(oY o 1T VA= [o I =Yo [UT1 o] o 0 =T o} PSRRIt 1,903 6,693
FaL =T gYed1 o] T Y=l TSP (3,860) 6,853
Assets and liabilities denominated in fOreigN CUITENCIES .......oiiiiciiiiie ettt e et e e e e e re e e e e s atree e e e e nraeeeeenanees (5,380) (5,380)
ONBI IEEIMS oottt ettt ee ettt e e e e ettt e e e e eettbeeeeeeetbaeeeeeaabaaeeeeaabaeeeeeasbaaeeesassaeeeeassaeeeeestaeeeeeastseeeeeatraseeeaasteeeeeennsrens (73,218) (796)
LIEY Lo I o= L g =T I oYY = 1 (e PR 268,195 95,204
Total 187,640 102,575
At year end 2016, tax losses carried forward amount to ISK 160.3 billion, and are set to expire as follows: Losses
Tax 1055€5 2008, eXPIrING IN 2018 .........iiiiiiiiiiiie e et eeececcirreeeeeeee e e e e e s et atareeeeeaaaaeeaaaasastaaaasseaaaassssasassssssasssaaasssssasasstssasasesseesesssasssnsssssseseeeensennnns 56,576,184
Tax 10555 2009, EXPIFING IN 2019 ....iiiiiiiiiieie ettt eecie e e e e eteeeeeeetteeeeesttreeesaastaeeaeaastaseeeaaseseessanstassessasssseessanstsesesaasssssessasssssessassssseessnnseeseesanses 96,929,489
Tax 10sses 2010, XPIrING IN 2020 ...cceeeiiiiiieieeeee e e e e ececcteeereeeeeeesssearatetereeeaaaaeassaaaasestesaasaeaaasssssaaasssessassseasessssaaaasstsssssseseeesssssasassssssnneseeeensennnns 66,358
Tax 10555 2011, @XPININE IN 2021 ...cceeiiiiiiiiieieee e et eeeeeecirrreeeeeeeeeeeeessttrararaeeaeeeeesesasasssbsasaaasasaeesssssasssssasaseaaeessessassssssasaseseeeeesesasasssrasaseseeeeeesnnnns 764,208
Tax 1055€S 2012, eXPIrING IN 2022 ..ccieeeiiiieeeeee e e e e e ececc e rreeeeeeeeeses st st rtareeaaaeaeassaaaassstesaaaeaeassesasasasssssenaeseeseesssassasstssaneesesesssssmanasssssnnnnseeeeessnnnns 640,623
Tax 1055€5 2013, eXPIFING IN 2023 ...coiiciiiiieeeee e et eeeeeeciitrereeeeeeeeeesestttaraeaaeaaeeeesesataastsssasaeaaaeesssasasssssasaseaaesessassssssssasasasaeseesasasssssrsssseseaseesesnnns 1,511,014
Tax 10555 2014, @XPIFING IN 2024 ....ooeeiieiieeeeeecieee e e e ettt e e e e ettt e e e eeteeeaesaettreaesaastasaeeaastasaaeaaasssseesastassesaansessessasteseesaassassessasssesessansssneessnssnsesnanses 781,928
Tax 1055€5 2015, EXPIFING IN 2025 ...ttt e e e e e eccccrreeeee e e e e e e e s set et e taeeeeeaaaaasesaaassstasasseaaaasssssaaasssessasssaaaassssasasssssasssaseaaesssssaasssssssseseananeesnnns 3,041,144
Total 160,310,949
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27. Other assets

Other assets are specified as follows:

31.12.2016 31.12.2015
(0T A =T N = 0 LY=ot 4 o] F RPNt 108,739 0
Yol olo 18 [ N L =Yol=1 V7= o] [T 716,360 625,190
SUNIY @SSEES eveiiiiiiiieiiiiiitirteee et et eeeeesei b ereeeeeeeeeeeesasaarbasaaaeeaaeeesasatssssssaaeesaseesessasassssssaasseaeeeseassasssssasaaeeseseesesssnsssrrssseseaeeees 142,855 122,842
Total 967,954 748,032

28. Assets classified as held for sale

The Group has classified certain assets as held for sale. They are not part of the the Group's core operations. The Group intends to dispose of the

majority of these assets in 2017 by offering them for sale either to select investors or an open sales process.

Assets classified as held for sale are specified as follows:

31.12.2016 31.12.2015
20T o TTaY={3F= [aTo N F-] o To SRR UPRPPPP 60,220 58,313
L8011 C=To R = TSR 27,500 27,500
Total 87,720 85,813
29. Deposits from customers
Deposits from customers are specified as follows:
31.12.2016 31.12.2015
(DI 0 gFTaTo e [T oo LY | K3 URTRRUR 23,311,754 22,697,505
BT =T [T Lo 1YL 3PS URPRR 9,167,179 7,846,902
Total 32,478,933 30,544,407
30. Borrowings
Borrowings are specified as follows:
31.12.2016 31.12.2015
o =Y e TR i o] 0 el =L [N A T 1 o U o) Ty TR 0 2,053
MONEY MATKET GEPOSIES .eiiiieieiiiiciiireeeee e e e e eeeeccr et e e et e eeeseetbbrbeeeeeeeeeeeeasassrasasaaeesaesesessasssssasaeasasaeeessasasssrssasaseeeesesnnnnnsrrns 13,498,785 15,218,074
Total 13,498,785 15,220,126

Money market deposits typically have a principal of ISK 5-200 million and maturity between 1 week and 3 months and pay fixed interest rates.

The bank has not had any defaults of principal, interest or other breaches with respect to its debt issued and other borrowed funds.

31. Issued bills

Issued bills are specified as follows:

31.12.2016 31.12.2015
ISSUB DIILS .ottt ee et ee et eeeeeeeeeseeeeeeeeeee e eeeeeeeeeseeeeeeeeeeeaeeeeeeeseeaeseseeeeseeeeaeeeeeeeseeseeeeaesee st e eteeeeaeeeeeeeeeeeeeeseeeeenean 3,922,918 3,908,480
Total 3,922,918 3,908,480
32. Subordinated liabilities
Subordinated liabilities are specified as follows:
Maturity
Issued Maturity type Terms of interest 31.12.2016 31.12.2015
TIer 2N ISK e 2015 2025 At maturity  CPl-Indexed, fixed 5.50% 572,385 562,339
Total 572,385 562,339

At the interest payment date in the year 2020 the annual interest rate increases from 5.50% p.a. to 7.50% p.a. At the same date, the Group has the right
to repay the subordinated bond and on any subsequent interest payment dates until maturity.

Subordinated liabilities are financial liabilities in the form of subordinated capital which, in case of the Group's voluntary or compulsory winding-up, will
not be repaid until after the claims of ordinary creditors have been met. In the calculation of the capital ratio, they are included within Tier 2. The Group
may only retire subordinated liabilities with the permission of the Icelandic Financial Supervisory Authority.

In the calculation of the capital ratio, subordinated liabilities are included within Tier 2 and are included in the equity base as the amount eligible for Tier
2 capital treatment is amortized on a straight-line basis over the final 5 years to maturity or up to 20% a year.
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33.

34.

35.

36.

Short positions held for trading

Short positions held for trading are specified as follows:

31.12.2016 31.12.2015
Listed government bonds and bonds with OVErnmMEeNt GUAraNteESs ........cvvviiiiiiiiie it e e e star e e e e eaes 0 595,014
TS =Yoo Yo s T EJ 80,186 0
[T =Yoo = (=L 0 188,648
Total 80,186 783,662
Short positions used for hedging
Short positions used for hedging are specified as follows:

31.12.2016 31.12.2015
Listed government bonds and bonds with government gUarantees .........cc.uuveeiiiiii i 0 1,024,390
Total 0 1,024,390
Other liabilities
Other liabilities are specified as follows:

31.12.2016 31.12.2015
UNSettled SECUNEIES TraNSACTIONS .....cciiiiiiiiiiiiiieeieteiet e e e e e e e e et eeeeeeeeeeete e et e e e e e s e b e ba b s b — aa s esesesessassaseserereresesssssssrarararnnns 204,520 150,310
Accounts payable aNd aCCIUBH EXPENSES ......uuuiiiiiieieeieicciiitteeee et e e e e e e eieebrrreeeeeaaaesseesabtstaeaaeaaaaassssaaassrssaesaeaaasseseaaaasssrsseseens 98,330 175,632
LI R G o 1Y o1 L PP PPRRE 0 5,556
Special tax on fiNANCIAl INSTIEULIONS .eiiiiieeeec e e e e e e e e e et e e e e e e e s e sasaenbeeaeeeeeeaeeeeessnnnrsnennneees 8,948 23,409
VA ] o] Lo HT g T ai = D (=TS UUUP RSP 380,040 432,501
Salaries and Salary related EXPENSES .......uuuiiiiiiieiee e e e e e e e e e e e e s s s s bt ar e e eeeeeeeeeaaaatattareaaaeaeeeeaaaaanrrararaeaes 188,588 266,762
(01 o 1< o 171 oY 1 = PUSURRR 221,253 256,562
Total 1,101,679 1,310,733
Equity

Share capital

The share capital issued by the Bank is divided into two classes; class A and class B. The total share capital of the Bank is ISK 1,403,631,700; more
specifically the share capital in class A amounts to ISK 1,393,631,700 and in class B it amounts to 10,000,000. The nominal value of shares issued by the
Bank is ISK 1 per share in both share capital classes. Class A shares carry voting rights of one vote per nominal value of ISK 1 at shareholders' meetings,
class B shares do not carry voting rights. Reference is made to the Bank's Articles of Association for more information about rights and restrictions

associated with both classes of share capital.

Share capital according to the Bank's Articles of Association
Nominal amount of treasury shares
Authorised but not issued shares

Changes made to the nominal amount of share capital

31.12.2016
1,403,632
27,812
190,000

31.12.2015
1,604,599
13,956
281,500

During the first half of 2016, the share capital of the Bank was decreased by a nominal amount of 253 million shares in accordance with the decisions
made at the 2016 annual general meeting and the continued annual general meeting of the Bank. In November of 2016 the share capital was increased
by a nominal amount of 52 million shares as holders of outstanding subscription rights exercised their rights to purchase new shares in the Bank.

Share capital increase authorizations

The Board of Directors is authorized to increase the class A share capital of the Bank in stages by up to ISK 50,000,000 in nominal value, for the purposes
of fulfilling share option agreements in accordance with the Bank's share incentive scheme. The Board of Directors is also authorized to increase the
class B share capital of the Bank by up to ISK 10,000,000 shares, by issuance of new class B shares. Both of these authorizations are based on temporary
provision | to the Articles of Association and are valid until 30 November 2021. Temporary provision lll to the Articles of Association moreover authorises
the Board of Directors to issue new class A share capital to serve warrants which have been issued in the maximum amount of ISK 130,000,000 nominal
value, each of which contains the right to subscribe for one new class A share in the Bank. A copy of the Bank's Articles of Association, including the

temporary provisions, is available on the Bank's website, www.kvika.is.
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37. Warrants

All the subscription rights which were sold in December 2014 were exercised in November 2016, refer to note 36.b for further information. Later in the
same month, the Bank sold new subscription rights in the nominal amount of 130,000,000. The strike price is equal to 3.84 per share with a 5% annual
increase. The warrants had not been exercised at year end 2016, and will lapse in November 2019.

38. Capital adequacy ratio (CAD)

Equity at the end of the year was ISK 7,397 million (31.12.2015: 6,531 million), equivalent to 12.4% (31.12.2015: 10.6%) of total assets according to the
statement of financial position. The capital adequacy ratio of the Group, calculated in accordance with Article 84 of Act No. 161/2002 on Financial
Undertakings, was 20.6% (31.12.2015: 23.5%). The minimum according to the Act is 8.0%. The ratio is calculated as follows:

Capital base 31.12.2016 31.12.2015
Lo =1 =T U1 Y U UUUURRRt 7,396,876 6,531,154
(CToTo e V1| BT o IT 0N = T =d] o] (=T3RS (41,530) (45,924)
(DL {= a Yo I =) 1T =] U SURRUPURROt (189,429) (106,557)
Tier 1 capital 7,165,917 6,378,672
Y0 oTelfo I g b= 1 ¢=Te I T ] o 11 14 [=T U R P PUPPPRN 572,385 562,339
F Yool g =Te ] (=T 1] A RSP (10,503) (10,251)
BT o= o] 1 - | KSR UU PR 561,881 552,088
Shares in fiNANCIal INSTILUTIONS ..oo.uiiiii it e e e e et te e e e e s bt e e e e ssabeeeesssabteeeeessbeeaessnsbeeaesannsrenns (90,798) (121,806)
SUbOrdinated fIXEA INCOME SECUIITIES ....cccuvvviiieiiieee et eee et e e e e et e eeessabbbeaeeeeaeeeeeeeaassssbabaaseeeeeeeeeeensssssrennrens (155,786) (120,415)
Total capital base 7,481,214 6,688,539
Capital requirements 31.12.2016 31.12.2015
CTEAIE FISK cvvveeeee et ettt ee e e eee e e eee et seee et eeeees et e eseeeteeeeeesaeeeeeeeeeeseeesaeeesee s eeaeesseeeee et eeeeseeeaseee et e aeenseeeeeeeaseeaeensneeeeeesaeeesasees 1,912,501 1,290,773
1Y T S A 1 SRR 336,155 418,946
0 oT=T =Y (o] o ¥ | I g 1 S EEUUUP Nt 654,211 568,427
Total Capital requirements 2,902,868 2,278,146
U] o (U3 er- ] o] 1 - AP USSP 4,578,346 4,410,393
0 To]1 =1 1= To [=Te [N TV = L To N (07 0 ) PR 20.6% 23.5%
Y ITaY [ o T8 gl e To i = | I g =Yo [V 1 g =Ta 0= oL (R UUUPPRPPE 11.8% 11.8%

The Icelandic Financial Supervisory Authority (FME) supervises the Bank on a consolidated basis and, as such, receives information on the capital
adequacy of, and sets capital requirements for, the Bank as a whole. The Bank's regulatory capital calculations for credit risk and market risk are based
on the standardised approach and the capital calculations for operational risk are based on the basic indicator approach.

Minimum capital requirement is based on the Bank's Internal Capital Adequacy Assessment Process (ICAAP) and is reviewed by the FME through the
Supervisory Review and Evaluation Process (SREP). The Bank's minimum regulatory capital requirement based on SREP is 11.8%.
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Risk

39.

40.

management

Risk management framework

Board of Directors

The Bank's Board of Directors has overall responsibility for the establishment and oversight of the Group's risk management framework and risk
appetite setting. Risk management policies are reviewed regularly to reflect changes in market conditions and the Group's activities. The Group,
through training and management standards and procedures, aims to develop a disciplined and constructive control environment in which all
employees understand their roles and obligations.

Board of Directors sub-committee

The Bank's Board of Directors has established a sub-committee, Risk, Audit and Remuneration committee. The Committee oversees how
management monitors compliance with the Group's risk management policies and procedures. The Risk, Audit and Remuneration Committee is
assisted in its oversight role by the Internal Audit.

CEO
The CEO is responsible for the effective implementation through the corporate governance structure and committees. The CEO has established
three committees, which are responsible for developing and monitoring risk management policies in their specified areas.

Committees
The Bank operates three committees that are involved in risk management: an Asset and Liability Committee (ALCO), a Credit Committee and a
Quality and Security Committee.

The ALCO Committee meets regularly and each department reports on its operations and positions activity since the previous meeting. The
committee addresses matters regarding the Bank's risk management, financing, capital management and proprietary trading.

The Credit Committee addresses matters regarding the Bank's loan activities. The committee is responsible for the approval of individual loans as
well as deciding on credit limits for individual clients in derivative trades, and is the primary forum for the discussion of loan activity policy.

The Quality and Security Committee is responsible for supervision and implementation of the Bank's security and quality policies. The security
policy mainly addresses data security and operational security in IT systems, physical security for the personnel and proper access controls and
monitoring in the Bank's premises. The quality work is aimed at upholding proper quality in work processes, IT systems and services to support
performance and profitability, lower operational risk and increase the customer experience.

Risk management

The purpose of the Bank's risk management unit is to identify, quantify, control and report on the risks that the Group is exposed to in its daily
activities. The unit also participates in drafting the overall risk policy and has representatives on the ALCO committee, Credit committee and the
Quality and Security committee. The unit’s main activities include monitoring and managing credit risk, market risk, liquidity risk and operational
risk. The Board of Directors sets the rules and guidelines regarding the Group's risk policy and the obligations of risk management and credit
control. The division reports regularly on the Group’s positions and exposure to risk to the Board of Directors, the CEO and to the ALCO
committee.

Compliance Officer
The Compliance unit ensures that the Group adheres to its rules on securities trading and insider trading and operation comply with the Act on
Securities Transactions, the Act on Actions to Combat Money Laundering and Terrorist Financing and other relevant legislation and regulations.

Internal Audit

Internal audit has the role to give objective opinion on the Group's operations and advisory that aims to increase its value, and to strengthen risk
management and internal control. The tasks of internal audit and main emphasis are to estimate whether processes and systems are in place, and
whether they are relevant and efficient. Internal auditor is recruited by the Board of Directors and is located accordingly in the hierarchy. It's
operations cover all units of operations, including subsidiaries.

Hedging

A part of the Group's portfolio consists of securities held as a hedge against derivatives positions of customers. The Group hedges currency
exposure between the Group's loan portfolio and debts to the extent possible, but does not apply hedge accounting.
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41. Credit risk - overview

a. Definition
One of the Group's primary sources of risk is counterparty credit risk. Credit risk is defined as the risk that one party to a financial instrument will
cause a financial loss for the other party by failing to discharge an obligation.

b. Management
The risk management unit is responsible for managing and reporting on credit risk. The Group uses a variety of tools and processes to manage
credit risk, including collaterals, hedges and loan portfolio management.

C. Credit approval process
The originating department prepares a proposal for each loan or credit line which is presented to the credit committee for approval. The proposal
consists of a basic description of the client, the purpose of the loan, a simple credit assessment and arguments for or against granting the loan.
The committee decides whether there is need for further credit assessment and on what terms the loan may be granted.

A more thorough credit assessment may be conducted if considered appropriate and can include an assessment of a borrower's fundamental
credit strength as well as the value of any collateral. To assess the borrower's capacity to meet his or her obligations the committee can request
stress test analysis of the borrower's cash flow or call for third party assessments.

d. Collateral
Securing loans with collateral is a traditional method to reduce credit risk. The Group uses different methods to reduce credit risk by obtaining
collateral from customers where appropriate. Such collateral gives the Group right to the collateralised assets for current and future obligations
incurred by the customer.

The Group places emphasis on pricing loans according to the value and quality of pledged collateral. The Group applies appropriate haircuts on all
collateral in order to ensure proper risk mitigation. For all collateral in listed securities, the Group maintains the right to liquidate collateral in case
its market value falls below a predefined limit.

To a very large extent the Group's loan portfolio consists of senior loans, most of which are highly collateralised.

e. Credit rating, control and provisioning
The risk management unit is responsible for credit rating and reviewing the loan portfolio. In case of any significant delay of payments or defaults
the unit carefully analyses the underlying assets and loan documents and organizes the process of collection.

The Group monitors the value of collateral by listed securities on a real time basis, and takes prompt action when necessary.

Provisioning for loan impairments is estimated on the basis of models assessing the portfolio as a whole based on the seniority of the loans, the
degree of collateralisation and the Group's history of defaulted loans. Risk management suggest a provisioning percentage for the portfolio,
based on the loss assessment. Risk management reassess impairments in the event of collateral decay, delayed payments or other early warning
signs. Provisions require approval by the CEO and the credit committee.

f. Loan portfolio management
To ensure an effective diversification of the loan portfolio the board has set a limit framework defining maximum exposure as a ratio of the
Group’s equity and/or the total size of the loan portfolio. These limits include limitation on joint exposure to associated clients, exposure to
individual and associated industries, single regions and countries etc. It is the responsibility of risk management to monitor that these limits are
not being violated and to report discrepancies to the credit committee.

g. Impairment
The Group's impairment policy is discussed in notes 80-81.

h. Renegotiation of terms and forbearance
The Group's forbearance policy is discussed in note 81.

i Derivatives
The Group offers derivative contracts in the form of swap contracts on listed, highly liquid securities. On the day when the contract is entered
into, the Group purchases the underlying security and hedges its exposure to price changes. Collateral is in the form of cash or listed, highly liquid
securities. The risk management sets rules about the level of collateralisation and monitors the compliance to these rules. Contracts are closed if
required levels of collateralisation are not met.

j. Securities used for hedging
The Group hedges itself for market risk of derivative contracts by purchasing the underlying securities at the commencement of the contract.
Since the contracts require delivery of the underlying securities to the customer on the settlement day, the credit risk towards the issuer is
immaterial.
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42,

43,

management

Maximum exposure to credit risk

The maximum exposure to credit risk of on-balance sheet and off-balance sheet financial instruments, before taking into account any collateral

held or other credit enhancements, is specified as follows:

Public Financial  Corporate
entities institutions customers Individuals 31.12.2016
Cash and cash equUIValeNts .........oeeiiiiiiiii e 8,768,932 3,263,947 12,032,879
FiXed iINCOME SECUNITIES .ovviiiiiiiiieiiie et e e s e e 2,005,306 1,940,472 3,945,778
Securities used for heAgING ......ooeeviiie i 5,298,637 21,243 5,319,880
LOQNS 1O CUSTOMEBIS evniiiiiiiiiie ettt et e e et e e sa e saa e raa e e absesaaerans 192 23,870,342 2,144,787 26,015,321
DEFIVATIVES ....eeiiiiiiee ettt ettt e e e et e e e e e e ebba e e e e e e s tbaaeeeeeeanttaseeeeesenasnraeeaeas 197,160 340,307 15,026 552,493
(0] 1 o TT = 1Y <1 SRS 901 81,402 742,796 825,099
16,073,777 5,504,417 24,953,444 2,159,813 48,691,450
LOAN COMMUEMENTS ..vveeiiiiiiiiieee ettt e et e e e e e errre e e e e e esaraeeeeeeesanrreaeeeeenannns 100 249,794 3,114,935 571,296 3,936,125
Financial guarantee CoNtracts ......cccocueeeeciiieeiiiie e 448,970 1,410 450,380
Total 16,073,877 5,754,211 28,517,349 2,732,519 53,077,954
Public Financial  Corporate
entities institutions customers Individuals 31.12.2015
Cash and cash equUIValeNts .........coeiiiiiiiii e 16,440,893 3,476,080 19,916,973
FiXed iINCOME SECUNITIES .ovviiiiiiiiiiiiieeeeeeeeeee e e s e s e 1,758,550 2,741,719 148,833 4,649,103
Securities used for hedgiNg .......oeeviiii i 1,612,202 1,612,202
LOANS £O CUSTOMIENS ....eveieeiieeeeieee ettt e e ettee e e ctte e e et e e e e tbe e e eateeeesaeeeesseeesnreaans 3,997 374,228 16,019,757 5,194,757 21,592,738
DEFIVALIVES ....eeiiieiiee ettt e ettt e e et e e e e e e rbtaee e e e e stbaaeeeeeeanttabeeeeeseatnaaeeaeas 210,462 112,745 4,785 327,993
0] 1 o TT = 1Y <1 SRS 41,995 54,173 525,489 3,534 625,190
19,857,637 6,856,662 16,806,825 5,203,075 48,724,199
LOAN COMMUTMENTS ..vveeiiiiiiiiieeeeeeeirreee e eerrre e e e e eeerreeeeeeeearaeeeeeeesansseaeeseennnnns 100 155,949 2,377,348 581,524 3,114,921
Financial guarantee CoNtracts ......cccocceeeeciieecciie e 537,941 2,380 540,321
Total 19,857,737 7,012,611 19,722,114 5,786,980 52,379,441
Credit quality of financial assets
Breakdown
Credit quality of financial assets is specified as follows:
Neither past Past due Less Less
due nor but not specific collective
individually individually Individually impairment impairment Carrying
31.12.2016 impaired impaired impaired Total allowance allowance amount
Cash and cash equivalents ........cccccoeecvvveeeeennnns 12,032,879 12,032,879 12,032,879
Receivables from Central Bank ..........ccccccvveennne 0 0
Fixed income securities ......cccccvveeeeeeeeieeireeevennnnn. 3,945,778 3,945,778 3,945,778
Securities used for hedging .......cccceeccivveeeeeennne 5,319,880 5,319,880 5,319,880
LOans to CUSLOMENS ......evevciieeeieee e ciiee e 25,034,535 1,233,180 54,217 26,321,932 (44,404) (262,208) 26,015,321
DEerivatiVES .....uueeiiiiiiiiiieeiiee e 552,493 552,493 552,493
Other assets ....cvveciieeecieee et 817,194 12,978 830,172 (73) (5,000) 825,099
Total 47,702,759 1,233,180 67,195 49,003,135 (44,477) (267,208) 48,691,450

Consolidated Financial Statements 31 December 2016



Kvika

Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

43. Credit quality of financial assets (cont.)

Neither past Past due Less Less

due nor but not specific collective
individually individually Individually impairment impairment Carrying
31.12.2015 impaired impaired impaired Total allowance allowance amount
Cash and cash equivalents ........cccccoeecvieeeeennnns 19,916,973 19,916,973 19,916,973
Receivables from Central Bank ...........cccccvveennne 0 0
Fixed income securities .......ccccvveeeeeeeeieeiieeevennnn. 4,649,103 4,649,103 4,649,103
Securities used for hedging .......cccceeccviieeeeeennne 1,612,202 1,612,202 1,612,202
LOaNns to CUSTOMENS ....ueveveiieeeiee e 20,364,740 983,153 659,594 22,007,487 (208,880) (205,869) 21,592,738
DEerivatiVES .....uueeiiieiiiiiieeiiiee e 327,993 327,993 327,993
Other assets .....oovuveveeerereiie e 625,190 15,132 640,322 (10,132) (5,000) 625,190
Total 47,496,201 983,153 674,726 49,154,080 (219,012) (210,869) 48,724,199

b. Past due but not individually impaired

Past due but not individually impaired financial assets are those assets where contractual payments are 1 or more days past due but the Group
believes that impairment is not appropriate on the basis of the level of security or future cash flows of the borrower. Past due loans are reported

as the total claim value and not only those payments that are past due.

31.12.2016 31.12.2015
o T e LU =T R {0 I = 1R UUTRRRRP 779,818 742,618
o T e [UT=Ie B ST 0 I - V£ UPT 76,763 25,053
o T e LU TR o3 e 0 I F- 1Y SRR 34,066 120,224
L T e U TR =T 0 o F- YL SUR 254,053 21,544
PAST AUE 180-360 TAYS ..uvvreeeiuiieeiitieeeeiiteeeitteeeeetteeesetteeeesuteeesssteeesasteeeasteeesastaeeansseeeasssaeeaseeessasssesansteessnssasssassneesnsseessnssenesns 86,645 62,660
Past dUE MO than 360 AaAYS ....ceeiiiieiiiiiee ettt e e esiire e e e e st rre e e e s e e bate e e e e s ssaetaeeeeseassssaneeessaassstnaaeessasstnneesesansssnnneessnssrrnns 1,835 11,054
Total 1,233,180 983,153

c. Individually impaired

Individually impaired financial assets are those assets where there is objective evidence of impairment, the asset has been individually assessed
and comparison of the carrying amount and the present value of the expected cash flow from the asset reveals a need for impairment. All

individually impaired assets are considered non-performing.

Impaired
but not Past due Past due Past due Past due Claim
31.12.2016 Pastdue 1-30days 31-60days 60-90 days over 90 days value
Corporate
SEIVICES ooiieiee e e e e e e e e e e e e e e e e e e e e 33 33
Holding COMPANIES ....eeeeeiieeiciiee et 0
RELAI e 11,795 409 12,204
Real estate, construction and industry .........cccceeeeviienenn. 0
INAIVIAUAIS ceeeieeiiieee e 332 741 53,886 54,959
Total 332 11,795 741 0 54,328 67,195
Impaired
but not Past due Past due Past due Past due Claim
31.12.2015 Pastdue 1-30days 31-60days 60-90 days over 90 days value
Corporate
SEIVICES oevtitiiiieeeeeeeeeeeee i rreeee e e e e e e eeretaa i raeeeeeeeseeerasbanne e es 132,295 65,431 197,726
Holding COMPANIes ......ueeeeeeeeiirieeeeeecrrreee e 206,643 414 253 45,467 252,777
20T = USSP 200,297 200,297
Real estate, construction and industry ........ccccceeeevineeenn. 5,059 5,059
INAIVIAUAIS oo e e e 18,866 18,866
Total 539,235 5,473 253 0 129,765 674,726
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Breakdown of loans to customers

By industry
The breakdown of the loan portfolio by industries is specified as follows:
Claim Impairment Carrying
31.12.2016 value allowance amount %
VT o] 1o =Y o 4 =SSR 0 0 0 0.0%
FINANCIal INSTITUTIONS ooiiieiiiieie et e e eeettre e e e e esetrbeeeeeeeearreeeeesesnnnns 194 (2) 192 0.0%
Corporate
R =] V7 ol 9,854,258 (98,138) 9,756,120 37.5%
HOIGING COMPANIES .vveveeveeeeeeeeeeeeeeeeeeeeeeee e eeeseeeeseeeeseeeseaeseeeeeseeeseeesesseeeseeeeaseeeneeeseaeens 8,007,463 (79,674) 7,927,789 30.5%
20 =Y | PPN 2,050,827 (26,533) 2,024,294 7.8%
Real estate, construction and iNAUSTIY ......oeeeeciiiiecciiie ettt et e bae e 2,934,062 (29,220) 2,904,842 11.2%
ORI ettt et e et e e et eee et e e e et e e et eees e eesaseeeaeee e eese e e eeseeseeeeeeseeeesenenaeeas 1,269,944 (12,647) 1,257,297 4.8%
[aTe LYo [N T PR 2,205,183 (60,397) 2,144,787 8.2%
Total 26,321,932 (306,611) 26,015,321 100.0%
Claim Impairment Carrying
31.12.2015 value allowance amount %
PUDTIC BNTITIES 1uvvvvvveiiiiiiieieieeeeee ettt e e e e e e e e eeeeeeeeeesesesesssssssssssssasarararsenens 4,035 (39) 3,997 0.0%
Y e (S LT AT A LU Lo Y LI 377,857 (3,630) 374,228 1.7%
Corporate
SBIVICES vttt e icttie e ettt e e ettt e e ettt e e et ae e e e ta e e e e taeeesbaee e s baeeeaabaeeeantaeeeasbaeeeantbeeesbaeeeasaeeeansaeaaans 7,679,186 (159,265) 7,519,922 34.8%
HOIdING COMPANIES ....eeiieiiee ettt e cree et e e e atae e e abe e e e sbeeeesabeeeenntaeeennseas 5,098,667 (108,051) 4,990,616 23.1%
RETAI vt ee et e et eeeeeseeeeeeeeaeaeeeeeeeeeeeeeaeeeseeeeseeeesaseeseeaeseeeeteeeeseeeeseeeeanaeeeraeeaes 2,032,564 (22,005) 2,010,559 9.3%
Real estate, construction and iNAUSTIY ........ueeeiiieiiiiiiiieecee e 1,096,061 (14,228) 1,081,834 5.0%
[0 ] 1 o 1= SRS 420,869 (4,043) 416,827 1.9%
L aTo TN T LU | PSSR 5,298,245 (103,488) 5,194,757 24.1%
Total 22,007,487 (414,748) 21,592,738 100.0%
By seniority

The following definitions are used when ranking the loan portfolio by seniority:
- Senior |

Loans in this category have first priority claims on the borrower's assets, are secured with collateral which can be marked to market and have

asset coverage exceeding 100%.
- Senior ll

Loans in this category have sufficient coverage and liquid collateral, but the collateral can in some cases not be marked to market, e.g.

unlisted shares.
- Junior

Junior loans have second lien claims on the borrower’s assets or lower levels of collateral coverage.
- Mezzanine

Mezzanine loans are loans which are unsecured and subordinated to all of the borrower’s other liabilities.

The breakdown of loans by categories is as follows:

Senior | Senior Il Junior Mezzanine 31.12.2016
Neither past due nor individually impaired .......ccccooeeviveeeeiecciiieeee e, 7,508,171 9,453,015 5,272,486 2,595,227 24,828,899
Past due but not individually impaired ........ccceeeeiieiiiiieececee e 103,068 850,635 34,232 188,674 1,176,609
Individually impPaired .......cccuveeeciiieeceecce e e 5,092 4,722 9,813
Total 7,611,239 10,303,650 5,311,810 2,788,623 26,015,321

Senior | Senior Il Junior Mezzanine 31.12.2015
Neither past due nor individually impaired .........cccoeovveeeiiieeicceee e 9,181,543 7,177,080 1,907,624 1,901,908 20,168,155
Past due but not individually impaired .......ccccooeeiiiee i, 401,693 392,989 93,784 85,403 973,869
Individually impaired ........oveeeieeeeee e e e 158,171 31,929 178,149 82,464 450,714
Total 9,741,407 7,601,998 2,179,557 2,069,775 21,592,738
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46.

Collateral and other credit enhancements

Valuation

The Group applies the same valuation methods to collateral held as other comparable assets held by the Group. The methods used for financial
assets are outlined in note 59. For other types of assets the Group uses third party valuation where possible. Haircuts are then applied to account

for liquidity and other factors which may affect the collateral value of the asset or other credit enhancement.

Loans to customers

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2016
Financial inStitutions .........eevvveeeeeiiiiiiiiiiiiiiiin, 1,613 4,593 139,100 145,307
Corporate CUSLOMENS .....uuueeeerrriiiiirrrrreeeeeeeeeeeeenn, 1,131,224 158,720 8,876,706 9,187,516 79,110 2,291,118 21,724,394
INdividuals ....oeeeeeciiiieeeeecee e, 596,001 3,717 900,443 1,690,500 72,861 3,263,522
Total 1,728,838 162,437 9,781,742 11,017,116 79,110 2,363,979 25,133,223

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2015
Financial inStitUtions ........cevvvveeeveiiiiiiiiiiiiiiinen, 76 80 377,702 377,857
Corporate CUStOMErS ....ceeeevccvivieeeeeccrieee e 754,400 71,504 5,371,576 6,725,838 143,907 1,507,355 14,574,579
INiVidUals ...eeeeeeeiiiieeeeeceee e, 32,031 21,408 32,759 4,353,646 82,687 4,522,529
Total 786,507 92,991 5,782,037 11,079,483 143,907 1,590,041 19,474,966

Amounts have been adjusted to exclude collateral in excess of claim value, i.e. overcollateralization. Other collateral includes financial claims,

inventories, receivables and letters of credit and guarantees.

Derivatives

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2016
Financial institutions .........coovvvviiiieeiiiiiieieeeeeeine 121,270 62,716 1,104,215 1,288,201
Corporate customers .......vvcveeeeeiiiiieeeeviiiiceenn, 425,072 27,040 161,865 613,977
INAiVidUAIS coooeieeeeiie e 12,461 23,435 7,362 43,258
Total 558,804 113,190 1,273,442 0 0 0 1,945,436

Fixed Variable Other

income income Real fixed
Deposits securities securities estate assets Other 31.12.2015
Financial institutions .........ooovvvviiiiiiiiiiiiieeeeeeaee 677,331 309,716 531,764 1,518,811
Corporate customers .......ceeeeeiiiiiieeeeveiiienn, 462,125 62,294 278,487 802,905
INdiVidUalS coooevveeeieie e 18,136 27,391 18,533 64,060
Total 1,157,592 399,401 828,784 0 0 0 2,385,776

Amounts have been adjusted to exclude collateral in excess of claim value, i.e. overcollateralization.

Foreclosed assets

Should a borrower default on their obligations the Group may initiate foreclosure of pledged assets. In certain circumstances the Group may bid
for the foreclosed assets to protect its interests. Should the Group be the highest bidder it is Group policy to classify such assets as held for sale
and dispose of them as soon as possible. The value of foreclosed assets is specified as follows:

2 TUT 1o 1T aY <<= Yo T I £ o T SRR

0

31.12.2016 31.12.2015

32,395

Total

0

32,395
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Loan-to-value

General

The loan-to-value ratio (LTV) is the ratio of the gross amount of the loan to the value of the collateral, if any. The general creditworthiness of a
customer is viewed as the most reliable indicator of credit quality of a loan. Valuation of collateral held against loans is therefore not updated
unless the creditworthiness of a borrower deteriorates.

Breakdown
The breakdown of loans to customers by LTV is specified as follows:

31.12.2016 % 31.12.2015 %
LESS TNAIN 50% e eeeeeeeeeeeeeseeeeeeeeeeeeeseeeseeseseeseseesessessseeeeeseeeeseeeeseeeesseeseaseeeeeeeneeeeeereeeeeaenees 10,532,850 40.5% 5,631,820 26.1%
N 07 S SRUSRRTRRPR 8,883,928 34.1% 8,478,930 39.3%
e 07 SRR 2,921,438 11.2% 3,189,633 14.8%
1S 00 S 580,677 2.2% 613,606 2.8%
MOTE TNAN 100 ...eevveerieeieieieeieeie et se st e st et e e eteebesatesasesseesaeesaeesbeesseensesnsesnsesnsesseesseenns 1,912,570 7.4% 2,404,247 11.1%
[\ [o X lo ] | =X =T = | 1,183,858 4.6% 1,274,503 5.9%
Total 26,015,321 100.0% 21,592,738 100.0%

Large exposures

In accordance with the Financial Supervisory Authority's regulation no. 625/2013 on financial institutions' large exposures, total exposure towards
a customer is classified as a large exposure if it exceeds 10% of the Bank's capital base (see note 38).

According to the regulation a single exposure, net of risk adjusted mitigation, cannot exceed 25% of the capital base. Single large exposures net of
risk adjusted mitigation take into account the effects of collateral held by the Bank, and other credit enhancements, in accordance with the
Financial Supervisory Authority's regulation no. 625/2013.

31.12.2016 31.12.2015
Large exposures before risk adjusted mitigation Number Amount Number Amount
10-20% Of CAPItAl DASE ..eeeeeeiiee e et e e et e e e eate e e e atae e eenteeeeans 9 8,371,512 7 6,476,091
20-25% Of CaAPItal DASE ..eveiiiiiiecie e s 0 0 0 0
Exceeding 25% Of Capital DaSE .......uvviiiieeiiiiii ettt e e e eeaanne 0 0 1 1,680,741
Total 9 8,371,512 8 8,156,833
Thereof nostro accounts with foreign banks with S&P rating of A- or higher ..................... 1 1,066,824 3 1,777,595
Large exposures net of risk adjusted mitigation .........ccceeeeeiiriciiiie e 4 3,539,017 2 1,774,606

No single large exposure net of risk adjusted mitigation exceeds 25% of capital base in accordance with the Financial Supervisory Authority's
regulation no. 625/2013.

Liquidity risk

Definition

Liquidity risk is the risk that the Group will encounter difficulty in meeting contractual payment obligations associated with its financial liabilities
that are settled by delivering cash or another financial asset. This risk mainly arises from mismatches in the timing of cash flows. The Group has
internal rules that require certain matching of the maturities of assets and liabilities. Furthermore, to ensure the ability to meet liquidity needs,
the Group maintains a stock of highly liquid unencumbered assets, e.g. cash, treasury bills and treasury bonds.

Management

Liquidity is managed by treasury and monitored by risk management. Liquidity position is reported to the ALCO committee. The Central Bank of
Iceland sets minimum requirements for the coverage ratio between cash flows of assets and liabilities (LCR) and stable funding in foreign
currencies (NSFR). The minimum 30 day LCR was 90% in 2016 (100% for non-ISK assets) and will increase to 100% in 2017. The minimum NSFR in
foreign currencies was 90% in 2016 and will increase to 100% in 2017.

The Group was in compliance with internal and external liquidity requirements throughout the years 2016 and 2015. At year-end 2016 the
liquidity coverage ratio (LCR) was 152%.
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49. Liquity risk
Maturity analysis of financial assets and financial liabilities
Gross
31.12.2016 Upto1l 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial assets by type month months months years years (outflow) amount
Non-derivative assets
Cash and cash equivalents .......ccccccceeeeveenneennee. 12,032,879 12,032,879 12,032,879
Fixed income Securities .......cccceeeeeveeieciiiiiinnnnnee 3,796,989 155,786 3,952,775 3,945,778
Shares and other variable income securities .... 2,347,676 108,784 398,787 2,855,248 3,154,466
Securities used for hedging ........cccevvevviverinnenn. 12,386,983 12,386,983 12,389,392
LOANS tO CUSTOMETS ..verveeeeeereeeeeeseeseeeseeseeeseens 2,651,812 2,317,530 14,134,985 7,351,537 2,093,201 28,549,065 26,015,321
Other asSets .....ooceevieereenienienie et ese e 189,555 406,096 229,448 825,099 825,099
33,405,894 2,988,195 14,763,221 7,351,537 2,093,201 60,602,049 58,362,935
Derivative assets
INFIOW cveveeeee ettt e e e seseenes 3,313,749 1,400,801 61,736 14,656 4,790,942
OULFIOW e (3,004,761) (1,310,430) (4,874) (295) (4,320,359)
308,989 90,371 56,862 14,361 0 470,583 552,493
Gross
Uptol 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial liabilities by type month months months years years (outflow) amount
Non-derivative liabilities
Deposits from customers .......cccceeveeveeneeneennen. (28,279,499) (4,971,818) (128,723) (24,616) (33,404,656) 32,478,933
Deposits from credit institutions ...................... 0
BOITOWINES ...vveeeiiecieeciieecree ettt (863,954) (7,730,163) (4,881,445) (13,475,562) 13,498,785
ISSUED DIILS e (2,000,000) (2,000,000) (4,000,000) 3,922,918
Subordinated liabilities ..........ccceeveveervereesenenne (30,409) (30,892) (123,566) (685,232) (870,099) 572,385
Short positions held for trading ...........ccocveueee. (80,366) (80,366) 80,186
Short positions used for hedging ...................... (2,733) (2,733)
Other liabilities ....cccooveeveeneenieneeriee e, (262,314) (655,445) (182,653) (19,885) (1,120,297) 1,101,679
(29,519,275) (15,357,426) (7,223,713) (168,067) (685,232) (52,953,713) 51,654,885
Derivative liabilities
INFIOW et s e e eeees s 11,102,030 107,974 76,717 11,286,721
OULFIOW e (11,630,563)  (114,400) (80,457) (11,825,420)
(528,533) (6,426) (3,740) 0 0 (538,699) 498,769
Unrecognized financial items
Loan commitments
INFIOW oot 159,202 411,530 2,357,881 1,168,847 4,097,461
OULFIOW ettt (3,936,125) (3,936,125)
Financial guarantee contracts
INFIOW <o 450,380 450,380
OULFIOW e (450,380) (450,380)
(3,776,922) 411,530 2,357,881 1,168,847 0 161,336
Summary
Non-derivative assets .......ccccccceeevvciveeerciieeeennnen, 33,405,894 2,988,195 14,763,221 7,351,537 2,093,201 60,602,049
Derivative assets .....cccccveiieccciiiieeee e, 308,989 90,371 56,862 14,361 470,583
Non-derivative [iabilities .........ooveeeererrereenen. (29,519,275) (15,357,426) (7,223,713)  (168,067)  (685,232) (52,953,713)
Derivative liabilities .......ccceeveeverneeneeniienieniene (528,533) (6,426) (3,740) (538,699)
Net assets (liabilities) excluding unrecognized
(141 1 LN 3,667,075 (12,285,286) 7,592,631 7,197,831 1,407,970 7,580,221
Net unrecognized items .......ccceceerveeeveeerieennne (3,776,922) 411,530 2,357,881 1,168,847 161,336
Net assets (liabilities) .......ccccoevverriiiineiriinannen (109,847) (11,873,756) 9,950,512 8,366,678 1,407,970 7,741,557
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49. (cont.)
Gross
31.12.2015 Uptol 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial assets by type month months months years years (outflow) amount
Non-derivative assets
Cash and cash equivalents ..........ccccceeueennen. 19,929,033 19,929,033 19,916,973
Fixed income securities .........cceeevevrveennnennnnes 4,456,504 192,598 4,649,103 4,649,103
Shares and other variable income securities .... 2,369,818 102,144 534,080 3,006,042 3,006,042
Securities used for hedging .......ccoceeeeuneee.. 11,057,833 11,057,833 11,057,833
Loans to cUStOMErsS .....cccovevieeecieeecie e 3,131,621 1,912,750 7,082,554 8,683,177 7,093,109 27,903,210 21,592,738
Other assets .....coceecveevieeecieeciee e 53,638 187,331 384,221 625,190 625,190
40,998,447 2,394,823 8,000,856 8,683,177 7,093,109 67,170,411 60,847,879
Derivative assets
INFIOW e 6,790,416 1,464,205 51,312 8,305,932
OULFIOW i (6,594,796) (1,377,726) (5,418) (7,977,940)
195,620 86,479 0 45,894 0 327,993 327,993
Gross
Upto1l 1-3 3-12 1-5 Over 5 inflow/ Carrying
Financial liabilities by type month months months years years (outflow) amount
Non-derivative liabilities
Deposits from customers .........cccecveveerennnne. (23,441,881) (3,687,399) (2,450,025) (1,031,159) (99,059) (30,709,523) 30,544,407
Deposits from credit institutions ...................... (714,134) (714,134) 714,134
BOITOWINES ...vveeeiieeiieeiteectee e e (3,037,419) (9,237,150) (3,116,222) (15,390,791) 15,220,126
Issued Bills ......oocveeeeiiieieeeeeeee e (2,000,000) (2,000,000) (4,000,000) 3,908,480
Subordinated liabilities ........cccoceveeeveeiieireeeeenne (30,008) (701,495) (731,504) 562,339
Short positions held for trading ........................ (783,662) (783,662) 783,662
Short positions used for hedging .........cccc......... (1,024,390) (1,024,390) 1,024,390
Other liabilities .....c.cccoveveeveereereeceee e, (1,310,733) (1,310,733) 1,310,733
(29,001,486) (16,235,282) (7,596,255) (1,031,159) (800,555) (54,664,736) 54,068,271
Derivative liabilities
INFIOW e 9,036,198 541,918 9,578,116
OULFIOW e (9,829,366) (736,236) (10,565,602)
(793,168) (194,319) 0 0 0 (987,486) 987,486
Unrecognized financial items by type
Loan commitments
INFIOW e 296,910 1,120,322 1,788,736 2,099 3,208,067
OULFIOW .t (3,114,921) (3,114,921)
Financial guarantee contracts
INFIOW e 540,321 540,321
OULFIOW .t (540,321) (540,321)
(2,818,011) 1,120,322 1,788,736 2,099 0 93,146
Summary
Non-derivative assets .......ccccevveerireeecveenveennnnn 40,998,447 2,394,823 8,000,856 8,683,177 7,093,109 67,170,411
Derivative @ssets .......cceevvveeeiiiiieviriiiieeeeeeeeeiee 195,620 86,479 45,894 327,993
Non-derivative liabilities ........ccccccceeveveeiieennnenn. (29,001,486) (16,235,282) (7,596,255) (1,031,159) (800,555) (54,664,736)
Derivative liabilities .........ccceeeeeeeieeccieccieeeiees (793,168) (194,319) (987,486)
Net assets (liabilities) excluding unrecognized
EEMS i 11,399,413 (13,948,299) 404,601 7,697,912 6,292,555 11,846,182
Net unrecognized items .......ccccceerveeeceeesveennne (2,818,011) 1,120,322 1,788,736 2,099 93,146
Net assets (liabilities) .....c.cccceevvmeeerrericcrssnnens 8,581,403 (12,827,977) 2,193,338 7,700,011 6,292,555 11,939,328

Maturity analysis of financial assets and financial liabilities is based on contractual cash flows or, in the case of held for trading securities,
expected cash flows. If an amount receivable or payable is not fixed, e.g. for inflation indexed assets and liabilities, the maturity analysis uses
estimates based on current conditions.

Cash flows relating to unrecognized balance sheet items (unused loan commitments and financial guarantee contracts) are presented separately
from financial assets and financial liabilities. Both contractual outflows and inflows are shown, to fully reflect the nature of these items.

It should be noted that the Group's expected cash flows sometimes vary considerably from the contractual cash flows, most significantly in that
demand deposits from customers are expected to remain stable or increase in the long term. In this case the presentation used reflects the worst
case scenario from the Group's perspective. Furthermore, the analysis does not consider any measures that could be taken to convert long-term
assets to cash through sale.

Consolidated Financial Statements 31 December 2016 33



Kvika

Amounts are in ISK thousands

Notes to the Consolidated Financial Statements

50.

51.

52.

53.

Market risk

Definition
Market risk constitutes risk due to changes in the market prices of financial instruments and comprises interest rate risk, currency risk and other
price risk. Notes 51-56 relate to market risk exposure.

Management
The Group has a strict policy on controlling market risk and to keep the exposure within set limits. The risk management unit monitors market risk
limits on a daily basis and reports regularly to the ALCO committee and to the CEO.

Interest rate risk

Definition

The Group's exposure to interest rate risk is twofold. On the one hand, the Group has a proprietary portfolio of bonds, where market rates affect
prices and any fluctuations are recognised in the income statement. On the other hand, the Group has mismatch in assets and liabilities with
fixed interest terms. These include loans and swap contracts for securities on the asset side and borrowings and deposits on the liability side. This
mismatch does not create an immediate effect on the income statement but nevertheless affects the Group's economic value.

Proprietary positions which are subject to interest rate risk fall under the scope of the Group's market risk management.

Management
The Group takes measures to minimise interest rate risk by matching the interest rate profile and duration of assets with the Group's liabilities as
well as using derivative and non-derivative financial instruments to manage effectively the risk of an adverse impact on the Group's earnings.

Interest rate risk associated with trading portfolios

Breakdown
The breakdown of financial assets and liabilities in trading portfolios by the earlier of interest repricing time or maturity is specified as follows:

Uptol 1-3 3-12 15 Over 5

month months months years years 31.12.2016
Fixed iNCOME SECUNITIES ..ooocevveiiiiiiiiiieeeeeereeeeeee e 60,943 2,355,274 1,581,206 3,997,424
Short positions - fixed income securities ..........ccccceveeeecveeenee. (80,366) (497,965) (578,331)
Net imbalance 0 0 60,943 2,274,908 1,083,242 3,419,093

Uptol 1-3 3-12 1-5 Over 5

month months months years years 31.12.2015
Fixed iNnCOME SECUNITIES ....ccoeeeeeeiieee e 426,664 2,897,702 1,324,736 4,649,103
Short positions - fixed income securities ........c.cccevceerieeeneennen (783,662) (783,662)
Net imbalance 0 0 426,664 2,897,702 541,074 3,865,441

Sensitivity analysis

The Group performs monthly sensitivity analysis on financial assets and liabilities in trading portfolios that are subject to interest rate risk. The
sensitivity analysis assumes a shift in the yield curves for all currencies. A parallel shift in yield curves would have the following impact on the
Group's pre-tax profit and equity, assuming all other risk factors remain constant:

Shift in 31.12.2016 31.12.2015

basis points Downward Upward Downward Upward

T Yo L=< U 50 43,866 (43,866) (7,915) 7,915
[N\ oY o B TqYe [ d=Tc [N USSR 100 29,431 (29,431) 121,360 (121,360)
Total 73,297 (73,297) 113,445 (113,445)

Interest rate risk associated with non-trading portfolios

Breakdown
The breakdown of financial assets and liabilities in non-trading portfolios by the earlier of interest repricing time or maturity is specified as
follows:
31.12.2016
Financial assets Uptol 1-3 3-12 15 Over 5

month months months years years Total
Cash and cash equivalents ........cccccveeeecieeecciee e 11,643,171 389,709 12,032,879
LOANS tO CUSTOMEIS ... e e 24,479,523 987,649 266,547 226,797 54,804 26,015,321
Financial assets excluding derivatives 36,122,694 1,377,358 266,547 226,797 54,804 38,048,200
Effect of derivatives .........eeeeeeeieiieiiiiieieieeeeeeeeeeeeeeeeeeee s 13,719,544 18,544 500,000 520,000 14,758,087
Total 49,842,237 1,395,902 766,547 746,797 54,804 52,806,287
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53. Interest rate risk associated with non-trading portfolios (cont.)

Financial liabilities Uptol 1-3 3-12 1-5 Over 5

month months months years years Total
Deposits from CUSLOMENS .......ccovcveeiiiiiecciee et 32,459,684 4,398 14,851 32,478,933
Deposits from credit inStitutions ..........cccecevveeeciieecciiiee e, 0
BOITOWINES ...cvveeeciiieeeieee ettt ettt e et e e aree e tre e e ennnes 858,746 7,861,950 4,778,090 13,498,785
(L3 UT=Te [ o1 PSSR 1,975,136 1,947,782 3,922,918
Subordinated liabilities .........eeeeeeieiiiiiiiiiiieeeeeeeaas 572,385 572,385
Financial liabilities excluding derivatives 33,318,429 9,841,484 6,725,872 0 587,236 50,473,020
Effect of derivatives ......cceeeveeeieiiiiiieeeieeeeeeeeeeeeeeeeeeeeeas 1,528,157 500,000 2,028,157
Total 34,846,586 10,341,484 6,725,872 0 587,236 52,501,177
Total interest repricing gap 14,995,651 (8,945,582) (5,959,324) 746,797 (532,432) 305,110
31.12.2015
Financial assets Uptol 1-3 3-12 15 Over 5

month months months years years Total
Cash and cash equivalents ........cccccveeeecieeecciee e 19,233,507 683,466 19,916,973
LOANS tO CUSTOMENS ....evveeeiiieeeiiee ettt ettt e e e 16,574,015 3,066,303 1,269,637 555,007 127,777 21,592,738
Financial assets excluding derivatives 35,807,522 3,749,769 1,269,637 555,007 127,777 41,509,711
Effect of derivatives ......c.eeeeceeeiciee e 11,906,641 1,302,604 1,020,000 14,229,245
Total 47,714,163 5,052,373 1,269,637 1,575,007 127,777 55,738,956
Financial liabilities Uptol 1-3 3-12 15 Over 5

month months months years years Total
Deposits from CUSTOMENS .......cccccieeeeiiiee et 30,428,269 522 97,118 18,498 30,544,407
Deposits from credit institutions ........cccceeeecciieie e, 714,134 714,134
BOITOWINES ...evvieeciiiieeiieee ettt ettt e et e e e e e e eare e e bae e e 3,037,948 9,154,793 3,027,386 15,220,126
U =Te o111 USRS 0
Subordinated liabilities ........eeeviiiiiiiiieee e, 562,339 562,339
Financial liabilities excluding derivatives 34,180,351 9,155,315 3,124,504 0 580,837 47,041,006
Effect of derivatiVes .........eeeveeeieiiiiiiiiiieieeeeeeeeeeeeeeeeeeeee s 3,583,064 1,144,293 4,727,357
Total 37,763,414 10,299,608 3,124,504 0 580,837 51,768,363
Total interest repricing gap 9,950,748 (5,247,235) (1,854,867) 1,575,007 (453,061) 3,970,593

b. Sensitivity analysis

The Group performs monthly sensitivity analysis on financial assets and liabilities in non-trading portfolios subject to interest rate risk. The
sensitivity analysis assumes a shift in the yield curves for all currencies. A parallel shift in yield curves would have the following impact on the
Group's pre-tax profit and equity, assuming all other risk factors remain constant:

Shift in 31.12.2016 31.12.2015
Currency basis points Downward Upward Downward Upward
1] ST Ve = (=T S 50 (2,987) 2,987 (194) 194
1] (O oo T BT e 1= =T IS 100 39,081 (39,081) (11,541) 11,541
OThEI CUITENCIES .evvvveieieeeiieeeie ettt eeeerre e e e eeetrae e e e e eesabareeeeseeeasareeas 20 42 (42) 159 (159)
Total 36,137 (36,137) (11,575) 11,575
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54.

55.

Exposure towards changes in the CPI

Definition
Exposure towards changes in CPI is the risk that fluctuations in the Icelandic Consumer Price Index (CPI) will affect the balance and cash flow of
indexed financial instruments.

The Group is exposed to Icelandic inflation since CPl indexed assets exceed CPl indexed liabilities. All indexed assets and liabilities are valued
according to the CPl measure at any given time and changes in CPI are recognised in the income statement as interest.

Management
The Group controls its indexation risk through derivatives contracts and sales and purchases of indexed bonds, mostly government bonds, and
thus keeps its inflationary position within the limits set by the ALCO committee.

Balance of CPI linked assets and liabilities
The net balance of CPI linked assets and liabilities is specified as follows:
31.12.2016 31.12.2015

T <] SN 6,124,041 6,991,287
[T o1 =T PP P PP PPPPRTO (4,882,993) (5,497,903)
Total 1,241,048 1,493,384

Sensitivity to changes in CPI
Given the net balance of CPI linked assets and liabilities, a 1% change in the CPl would, with other things constant, result in the following changes
to the Group's pre-tax profit.

31.12.2016 31.12.2015

-1% 1% -1% 1%

GOVEINMENT DONAS oottt ettt ettt e e et e e e e etbe e e ebaeeeeetaeeesbaeeeeataeaessaeeeensaeanns (9,783) 9,783 (658) 658
Other fixed INCOME SECUITIES .vviiiuiiiiiiiie et e sbee e e bee e e sabeee e sanes (13,328) 13,328 (8,173) 8,173
LOANS TO CUSTOMIBES ovviiiiiiiieiiiieie ettt e e e e e e e e e eeeeeeeeeesesessssssssssssssasababsresesneeneees (27,930) 27,930 (50,883) 50,883
DEIIVATIVES ..eevveetieeciiee et e ettt ettt et e et e e bt e e e teeebeeetaeebeesbeeeaseesabaesaseesasaessseesnseesatessasaessseensseans (10,200) 10,200 (10,200) 10,200
Y oo o Yo 1Y 11 ToT o L3RRS 3,200 (3,200) 7,295 (7,295)
(1T 0T 1Y | £ SPRP 40,130 (40,130) 42,184 (42,184)
SUDOITINALEA GEDT ettt e et ee e e eee e e eese e e eseeaseaeeeeseeseeeseaeseeeneeesaees 5,500 (5,500) 5,500 (5,500)
(12,410) 12,410 (14,934) 14,934

The effect on equity would be the same.
Currency risk

Definition

Currency risk arises when financial instruments are not denominated in the functional currency of the respective Group entity and can affect
both the Group's income statement and statement of financial position. A part of the Group's financial assets and liabilities is denominated in
foreign currencies.

Management
Currency positions are monitored by risk management and reported to the ALCO committee. Any mismatch between assets and liabilities in each
currency is monitored closely and managed within limits.

The Group is subject to limits set by the Central Bank of Iceland regarding the maximum open currency position. At 31 December 2016 and 31
December 2015 the Group's position in foreign currencies was within those limits.

Exchange rates
The following exchange rates have been used by the Group in the preparation of these financial statements:

Closing Average Closing Average

31.12.2016 2016 31.12.2015 2015

EUR/ISK ettt et ettt ettt et e et e et e et e et e e te e et e e eaeeenbeseaseeeateeenseesateeaneeesareeenseesareenaeean 119.1 133.6 141.3 146.3
USD/ISK neteeeeiete st eteetetes e st see et e testeste s st esaessesseeseestessessesseeseessensassessesseessensansensenseessensensensenns 112.8 120.7 129.6 131.9
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55.

Currency risk (cont.)

Breakdown of financial assets and financial liabilities denominated in foreign currencies

31.12.2016
Financial assets Other

EUR usD GBP NOK currencies Total
Cash and cash equivalents ........cccccoeeeecieiecciee e, 1,640,515 479,221 394,601 117,095 202,072 2,833,504
Fixed inCOME SECUNITIOS ....cceeiieeeieeee e 389,709 389,709
Shares and other variable income securities ........c.cvee...u. 1,887 1,887
LOANS tO CUSTOMEIS . .cvvveeiiiiiieeeeeiieeeeeerieeeereteeeeeveneeeeeens 1,197,770 296,109 146,062 1,639,941
(014 1] A= T =) £ 22,925 22,925
Financial assets excluding derivatives 2,840,173 1,187,963 394,601 117,095 348,134 4,887,966
DeriVatiVes ...cuiiiiiiiiiiii e 502,160 169,531 671,691
Total 3,342,333 1,357,494 394,601 117,095 348,134 5,559,657
Financial liabilities Other

EUR usD GBP NOK currencies Total
Deposits from CUSTOMENS .......cccecvieeecciiee e 1,355,102 789,223 392,095 71,152 118,460 2,726,032
BOITOWINES ..vvveiiiiiiiiiieieeeeeeeeee e e e e e e enaanes 35,978 35,978
Financial liabilities excluding derivatives 1,391,080 789,223 392,095 71,152 118,460 2,762,010
DENIVALIVES ....eeviieeee ettt 1,906,080 564,100 111,888 2,582,068
Total 3,297,160 1,353,323 392,095 71,152 230,348 5,344,078
Net currency position Other

EUR usD GBP NOK currencies Total
FINaNCial @SSetS ..uvvvviiiiiiiiiiiiiiiiieeeeeeecre e 3,342,333 1,357,494 394,601 117,095 348,134 5,559,657
Financial liabilities .......cccccvvveeeiiieeeieececee e (3,297,160) (1,353,323) (392,095) (71,152) (230,348) (5,344,078)
Financial guarantee contracts .......ccccceevvvveeeeeieiciieeeee e, 32,165 32,165
Total 77,338 4,171 2,506 45,943 117,786 247,744
31.12.2015
Financial assets Other

EUR usD GBP NOK currencies Total
Cash and cash equivalents ........ccccccveeeecieieccieeecciee e, 2,114,311 1,807,189 432,716 34,624 331,630 4,720,470
Fixed inCOME SECUNITIES .....coevvveereeee e 73,865 73,865
Shares and other variable income securities .................... 6,464 24 35,271 41,759
LOANS tO CUSTOMEIS . .cvvveeeeiiiieeeeeiiieeeeeereeeeeete e e evaneeeeeens 926,020 202,315 20,125 1,148,460
(014 1] A= T =) £ 26,048 26,048
Financial assets excluding derivatives 3,040,331 2,042,016 432,740 108,489 387,027 6,010,603
DEMIVATIVES «.ovvveeieieiiie e e e e aan s 4,939 4,939
Total 3,045,271 2,042,016 432,740 108,489 387,027 6,015,543
Financial liabilities Other

EUR usD GBP NOK currencies Total
Deposits from CUSTOMErS ......eeveeeeeciiieeee e, 2,460,166 2,008,660 494,917 98,399 171,802 5,233,944
BOITOWINES «.iieeeiiiiiiiciee ettt eeeea e e e e e e 41,980 41,980
Financial liabilities excluding derivatives 2,502,146 2,008,660 494,917 98,399 171,802 5,275,924
DENIVALIVES ....eevrieeee ettt e e 706,600 706,600
Total 3,208,746 2,008,660 494,917 98,399 171,802 5,982,524
Net currency position Other

EUR usD GBP NOK currencies Total
FINANCIal @SSELS ..uvvieeiiiiiiiiieee ettt rre e e 3,045,271 2,042,016 432,740 108,489 387,027 6,015,543
Financial liabilities .......cccocvveeeeiiieeeceecceecee e, (3,208,746) (2,008,660) (494,917) (98,399) (171,802) (5,982,524)
Financial guarantee contracts .......cccccceeecvvveeeeieicciiieeee e, 115,882 12,476 128,359
Total (47,593) 45,833 (62,178) 10,091 215,224 161,377
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55.

56.

57.

Currency risk (cont.)

Sensitivity to currency risk
Given the net currency position, a 10% change in the value of the ISK would, with other things constant, result in the following changes to the
Group's pre-tax profit.

31.12.2016 31.12.2015
Assets and liabilities denominated in foreign currencies -10% +10% -10% +10%
EUR oottt ettt ee ettt et ee e e eee et e e e e e et e e e eeee et e e e e et et et eeeeee e e et a et et et e e e et ettt ae e et et et ee et et en e eeeeanene 7,734 (7,734) (4,759) 4,759
USD ettt et ettt et e e et ettt et et et e e et e et e e et et e e et et ee e e et et et et ereeaee e aeneneeeaeen 417 (417) 4,583 (4,583)
GBP ettt ettt ettt ee et et ee e eneeneeean 251 (251) (6,218) 6,218
10T PR 4,594 (4,594) 1,009 (1,009)
(@11 Y=Y ool UT a0 =]t [oi (=L ORI 11,779 (11,779) 21,522 (21,522)
Total 24,774 (24,774) 16,138 (16,138)

The effect on equity would be the same.

Other price risk

Other price risk arises from changes in the market prices of shares and other variable income securities in the Group’s portfolio. The Group
directly holds listed and unlisted shares and other variable income securities, while also gaining exposure to listed shares through portfolio
options trading. The table below shows the Group's net exposure, including delta-adjusted options exposure.

31.12.2016 31.12.2015

Average Max Exposure Average Max Exposure

Listed Shares .....ueiivciiee et 1,179,342 1,706,461 1,145,862 550,031 1,373,262 725,822
Unlisted Shares ......c.eooieeriienieeieereesiece et 623,585 819,213 567,776 417,564 692,292 527,601
Unlisted UNit ShAres ......coccvevvieerciieiieeseeeee s 1,396,410 3,216,784 1,442,194 751,839 1,206,151 1,102,037
Total 3,155,832 2,355,461

Operational risk

Definition
Operational risk is the risk of financial losses resulting from the failure or inadequacy of internal processes or systems, from employee error or
from external events. Operational risk includes legal risk, but excludes reputational risks. It is therefore inherent in all areas of business activities.

Management

Operational risk can be reduced through staff training, process re-design and enhancement of the control environment. The risk management
unit monitors operational risk by tracking loss events, quality deficiencies, potential risk indicators and other early-warning signals. The unit takes
an active role in internal control and quality management.
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Financial assets and liabilities

58.

Accounting classification of financial assets and liabilities

The accounting classification of financial assets and liabilities is specified as follows:

31.12.2016 Other at Total
Financial assets Held for Designated Loansand amortised carrying
trading at fair value receivables cost amount

Cash and cash equUIValENTS ........uvvviiiieeeeee e e 12,032,879 12,032,879
FiXed iINCOME SECUNITIES .ovviiiiiieiiiiiieeeeeeeeeettre e e e e e e e e e s e s 3,945,778 3,945,778
Shares and other variable income Securities ..........ouuvveeeeeiiiiiiiieeieeieee e, 2,719,252 435,213 3,154,466
Securities used for NedgiNg .........ceviiveciiiiei i 12,389,392 12,389,392
LOGNS 1O CUSTOMEBIS . eevveiieiiiiieeeeeeiieeeeeetee e e eetaeeeeeetbeeeeeettesessssaeesessnneeesaranns 26,015,321 26,015,321
DEIIVATIVES ..o e et e e et e e e e saa e e e eraaaeearees 552,493 552,493
(014 T=T G T =) £ 825,099 825,099
Total 19,606,915 435,213 38,873,299 0 58,915,428
Other at Total

Financial liabilities Held for Designated Loansand amortised carrying
trading at fair value receivables cost amount

DepOosits fromM CUSTOMELS ....vuieiiiiiiieee ettt et e e e e rre e e e e e aanes 32,478,933 32,478,933
Deposits from credit inStitUtioNs .......cceeeecieee i, 0
BOFTOWINES .ttt ee ettt e e e e s s e e e e e e e e eeeeaeeeaaaeeeessesnsnsnnnn 13,498,785 13,498,785
ISSURA DIIIS oot et e e e et e e 3,922,918 3,922,918
Subordinated [1abilities .......uuveeeiiieiiiiiiiiiiee e 572,385 572,385
Short positions held for trading .......cccooeeiiviee e e 80,186 80,186
Short positions used for hedging ........cccceeeeciieiee e 0
DEIIVATIVES .eveeiitieeectee ettt ettt e ettt ee e e e e ete e e e ebaeeeetreeeebbeeeeteeeeenreeeennens 498,769 498,769
Other Habilities ...ccviiiiiieie e e aaee s 1,101,679 1,101,679
Total 578,955 0 0 51,574,699 52,153,654
31.12.2015 Other at Total
Financial assets Held for Designated Loansand amortised carrying
trading at fair value receivables cost amount

Cash and cash eqUIValeNts .........ueviiii e 19,916,973 19,916,973
FiXed iNCOME SECUNITIES ...uvvveieeieeiiieee ettt e et e e e e rrre e e e e e araaee s 4,625,217 23,886 4,649,103
Shares and other variable income Securities .........ccccoveveveeveeciccnenereierereeeeeeees 2,490,530 515,513 3,006,042
Securities used for REAZING ....c.evveviiieeee e 11,057,833 11,057,833
[ F=1 0 1 (o W oL U 1] (0] 0 411 -SSR 21,592,738 21,592,738
(DT A=) AV RPN 327,993 327,993
(011 =Y = T Y=Y £ 625,190 625,190
Total 18,501,572 539,399 42,134,901 0 61,175,872
Other at Total

Financial liabilities Held for Designated Loansand amortised carrying
trading at fair value receivables cost amount

Deposits from CUSTOMELS .....evvi it e e e anees 30,544,407 30,544,407
Deposits from credit iNSHTUTIONS .......ueeiiiiiiiiieeeccceee e e 714,134 714,134
BOFTOWINES .vvvvviiiiiiieieieieieee et ettt e e e e e e s st ee e ee e e e e eeeeaeaeasaeessesssnssnnnns 15,220,126 15,220,126
T UT=Te o111 SRS 3,908,480 3,908,480
Subordinated Habilities .......cuveiii i e e 562,339 562,339
Short positions held for trading ........cccceeeiviee i 783,662 783,662
Short positions used for hedging ........ccccceecveeeiiiei e 1,024,390 1,024,390
DEIIVATIVES ..veeiiiieee ettt ettt e ettt e ettt e e e eate e e e etae e e e tree e etbeeeebaeesenneeeeenneas 987,486 987,486
Other Habilities ...ccuvii e e e aaee s 1,310,733 1,310,733
Total 2,795,538 0 0 52,260,219 55,055,757
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59.

Financial assets and liabilities measured at fair value

Fair value hierarchy

The fair value of financial assets and liabilities that are traded in active markets are based on quoted market prices. For other financial
instruments the Bank determines fair value using various valuation techniques. IFRS 13 specifies a fair value hierarchy based on whether the
inputs to those valuation techniques are observable or unobservable. Observable inputs reflect market data obtained from independent sources
whereas unobservable inputs reflect the Bank's market assumptions. These two types of inputs result in the following fair value hierarchy:

- Levell
Inputs are quoted market prices (unadjusted) in active markets for identical instruments.

- Level 2
Inputs are not quoted market prices but are observable either directly, i.e. as prices, or indirectly, i.e. derived from prices. This category
includes financial instruments valued using quoted prices in active markets for similar instruments, quoted prices for similar or identical
instruments in markets that are considered less than active and other instruments which are valued using techniques which rely primarily on
inputs that are directly or indirectly observable from market data.

- Level 3
Inputs are not observable or unobservable inputs have a significant effect on the valuation. This category includes instruments that are valued
based on quoted prices for similar instruments for which significant unobservable adjustments are required to reflect the differences between
the instruments.

Valuation process

The Bank's ALCO committee is responsible for fair value measurements of financial assets and liabilities classified as level 2 or level 3 instruments.
The valuation is carried out by personnel from Risk and Treasury and is revised at least quarterly, or when there are indications of significant
changes in the underlying inputs.

Valuation techniques
The Group uses widely recognized valuation techniques, including net present value and discounted cash flow models, comparison with similar
instruments for which market observable prices exist, Black-Scholes and other valuation models.

Valuation techniques include recent arm's length transactions between knowledgeable, willing parties, if available, reference to the current fair
value of other instruments that are substantially the same, the discounted cash flow analysis and option pricing models. Valuation techniques
incorporate all factors that market participants would consider in setting a price and are consistent with accepted methodologies for pricing
financial instruments. Periodically, the Group calibrates the valuation technique and tests it for validity using prices from any observable current
market transactions in the same instrument, without modification or repackaging, or based on any available observable market data.

For more complex instruments, the Group uses proprietary models, which usually are developed from recognised valuation models. Some or all
of the inputs into these models may not be market observable, and are derived from market prices or rates or are estimated based on
assumptions. When entering into a transaction, the financial instrument is recognised initially at the transaction price, which is the best indicator
of fair value, although the value obtained from the valuation model may differ from the transaction price. This initial difference, usually an
increase in fair value, indicated by valuation techniques is recognised in income depending upon the individual facts and circumstances of each
transaction and no later than when the market data becomes observable.

The value produced by a model or other valuation technique is adjusted to allow for a number of factors as appropriate, because valuation
techniques cannot appropriately reflect all factors market participants take into account when entering into a transaction. Valuation adjustments
are recorded to allow for model risks, bid-ask spreads, liquidity risks, as well as other factors. Management believes that these valuation
adjustments are necessary and appropriate to fairly state financial instruments carried at fair value in the statement of financial position.
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59.

Financial assets and liabilities measured at fair value (cont.)

Fair value hierarchy classification

The fair value of financial assets and liabilities measured at fair value in the statement of financial position is classified into the fair value

hierarchy as follows:

31.12.2016
Financial assets Carrying
Level 1 Level 2 Level 3 amount
Held for trading
FIXEA INCOME SECUNITIES .uvvviiiiiiiiiiiieee ettt ettt e e e eerrre e e e e e e stbbeeeeeeeetareeeeeeesnnseseeeesannnns 3,945,778 3,945,778
Shares and other variable iINCOME SECUTTIES ...oooveeueeiiiiiiiiieeeeeeeeeeeee e 2,597,078 18,950 103,224 2,719,252
Securities Used for NEAGING ....oei i et e e et e e e ate e e eentaeeenes 12,389,392 12,389,392
DEIIVATIVES ..eeeieteeee ettt ettt e ettt e ettt e e ettt e e e e bt eeeeebae e e ebaeeeebaeeseabaeeseabaeeeanteeeeansaeasanseeesnses 477,199 75,294 552,493
Designated at fair value
FIXEd INCOME SECUNIIES ..vvveiiiiiiiiieeie ettt e et e e e e essaerre e e e e sssabereeeeseesnnaneeesesnnnns 0
Shares and other variable iNCOME SECUTNILIES .....cooeiiieiiiiiiieeee e 287 434,926 435,213
Total 18,932,248 496,436 613,444 20,042,129
Financial liabilities Carrying
Level 1 Level 2 Level 3 amount
Held for trading
Short positions held for trading .......cocivie e e 80,186 80,186
Short positions uUsed for NEAZING ......cccuveiiiciiii i et ree e 0
DEIIVATIVES ..eeiiteiee et ettt e ettt e e ettt e e e ett e e e e te e e e ebeeeeebaeeeebaeeesbaeeseataeaeesbeeesansaeeeanseeesnses 498,769 498,769
Total 80,186 498,769 0 578,955
There were no transfers between levels during the year.
31.12.2015
Financial assets Carrying
Level 1 Level 2 Level 3 amount
Held for trading
FIXEA INCOME SECUNITIES ...iiiiiieeeeieecce et e e e e e e e e e e ae bbb eeeeeesaeeeessaees 4,625,217 4,625,217
Shares and other variable iNCOME SECUTILIES .....cooeiiiiiieieieeeee e, 2,369,818 102,144 18,568 2,490,530
Securities USed fOr NEAGING .......uvviiiii e e e rre e e e e e ar e e e e e eeanens 11,057,833 11,057,833
DEIIVATIVES .. eeetiee ettt et e e e e et e e e e eaa e e e saaaeeesestaneeessanasesssrnneererranes 327,993 327,993
Designated at fair value
FIXE INCOME@ SECUNITIES ...ttt e e e e e ettt e s e e e s e e e e e s bbab s aeseeeaaeeeessnnen 23,886 23,886
Shares and other variable iNCOME SECUNLIES ...uvviiiiiiiiiieei e 243 515,270 515,513
Total 18,052,867 454,265 533,838 19,040,970
Financial liabilities Carrying
Level 1 Level 2 Level 3 amount
Held for trading
Short positions held for trading ..........uvvee i e 783,654 7 783,662
Short positions used for NEAGING .....ccccuvviieiie e e 1,024,390 1,024,390
DT A=) AV RSO PRR 987,486 987,486
Total 1,808,045 987,494 0 2,795,538

There were no transfers between levels during the year.
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59.

Financial assets and liabilities measured at fair value (cont.)

Reconciliation of changes in Level 3 fair value measurements

Shares and
Fixed other var.
income income
31.12.2016 securities securities Derivatives Total
Balance as at 1 JANUAIY 2016 ....cceceeicirreeeeeeeireee e e e ettt e e e e eetrree e e e eeraaeeeeeesearaaeeeeesnnraaeeeenns 0 533,838 0 533,838
Total gains and 10Sses iN Profit Or 0SS .....ccecciiiiiciii e e e 107,783 107,783
Additions throUZh @ MEIZEN .....eueieeee e e e e e rra e e e e e e sarraees 0 0
PUFCRASES 1ottt eeeee e et eeee e e e e e e eee e e eseeaeeeeeeeaeeesaeeee e ee e eeeeeeaeeeseseeseeeeseeeseeeseeeesaees 447,321 75,294 522,615
SIS ittt e et et e —— e e e e e b——aeeeeeab—araeeeaaaabraraeeeeaatbraraeeeeantraaaeaeeans (550,791) (550,791)
Balance as at 31 December 2016 538,151 75,294 613,444
Shares and
Fixed other var.
income income
31.12.2015 securities securities Derivatives Total
Balance as at 1JanUuary 2015 .....cccuueieiiiieeeiiieeeciieeeetee e eetre e et e e e rre e e ebae e e bre e s enaeeeenreeeennees 239,310 227,352 0 466,662
Total gains and 105ses in Profit Or 0SS .....cccciiiiiiiiie et e 28,417 (61,372) (32,956)
Additions throOUZN @ MEIZE .....uvveiiie ettt e e e er e e e e e e etrraee e e e esaraaeeas 59,693 59,693
UL ol o LY YR 308,165 308,165
SEULIEMENTS ...ttt e e et e e e et e e e e e taeeesbaeeeeabaeeeesaeeeansaseeansaeeesnsseeeannanens (2,470) (2,470)
SIS vttt ettt ettt e et e et ettt et e et e et et eetaeeee e ee e et et et e et et et ee et eeee e eneaeeees (265,257) (265,257)
Balance as at 31 December 2015 533,838 0 533,838
Change in unrealised gains or losses related to Level 3 financial assets held at year-end
Shares and
Fixed other var.
income income
Net financial income - 2016 securities securities Total
Financial assets designated at fair value through profit or loSs ........ccccuveeiiiiciiiiie e, 107,783 107,783
Total 0 107,783 107,783
Shares and
Fixed othervar.
income income
Net financial income - 2015 securities securities Total
Financial assets designated at fair value through profit or loss ........ccoecviiiiiiiiiicii e, 28,417 (61,372) (32,956)
Total 28,417 (61,372) (32,956)

Fair value measurements for Level 3 financial assets
Level 3 assets consist primarily of highly illiquid, unlisted bonds, shares and share certificates. Each asset is evaluated separately but assets within
an asset group share a valuation method. The following valuation methods are in use in 2016:

Book value
Asset class Method Significant unobservable input Range 31.12.2016
Unlisted shares P/B multiplier Equity 0.5-1.5 533,716
Unlisted unit shares Investment multiplier Original investment 0.04 4,434
Derivatives Discounted cash flow Equity - 75,294
Total 613,444

Book value
Asset class Method Significant unobservable input Range 31.12.2015
Unlisted shares P/B multiplier Equity 1.0-1.5 527,358
Unlisted unit shares Investment multiplier Original investment 0.05 6,480
Derivatives
Total 533,838

Given the methods used, the possible range of the significant unobservable inputs is wide. When determining the values used the Group
considers the financial strength of the entity in question, recent trades if any and multipliers for comparable instruments.

The effect of unobservable inputs in Level 3 fair value measurements
The Group believes its estimates represent appropriate approximations of fair value and that the use of different valuation methodologies and
reasonable changes in assumptions or unobservable inputs would not significantly change the estimates.

A 10% change in the estimates would have the following effect on profit before taxes:

+10% -10%
Shares and other variable INCOME SECUIITIES ......cooiiiieeiieee e e e e e e e e e e e e e et aabb s eeeseesesessbbannsseseasenenes 7,529 (7,529)
Total 7,529 (7,529)
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60. Financial assets and liabilities not measured at fair value

The Group holds financial instruments which are not measured at fair value. Except for loans to customers, the Group believes that the best
estimate of the fair value of these financial instruments is equal to the carrying amount at the reporting date and does therefore not report a fair
value for these financial instruments. Loans to customers are classified as level 3, in the fair value hierarchy, and have a book value of ISK
26,015,320 thousand at end of December 2016. The estimated fair value of loans to customers at end of December 2016 is ISK 25,248,591
thousand.

Cash and cash equivalents includes several components as detailed in note 13. Cash equivalent assets are either balances available on-demand or
on very short notice, or other assets easily converted to cash. Other financial assets consist primarily of short-term receivables. The carrying
amount of these assets is therefore a reasonable approximation of their fair value.

Deposits, deposits from credit institutions and other borrowings are typically either short-term or have variable interest rates. Other liabilities
consist primarily of accounts payables, withholding taxes and other short-term payables. The carrying amount of these liabilities is therefore
considered a reasonable approximation of their fair value.
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Segment information
61. Geographical information

Net operating income is based on the customer's country of domicile and assets are based on the geographical location of the assets.

Net operating income 2016 2015
o<1 =1 o RN 5,657,840 4,654,901
(0] 1 0 T=T g 0= =4 To ] 3PP (26) (28,219)
[ 1T o110 F= o o 13 PSSP (339,578) (194,570)
Total 5,318,236 4,432,112
Total assets 31.12.2016 31.12.2015
[1o1=1 = o 1R PPRRPIN 61,092,429 65,153,797
(0] 1 o TT o =Y To] L3RR 24,856 26,328
[ [T 01T o= AT Lo SRR (1,553,926) (3,566,369)
Total 59,563,359 61,613,757

62. Business segments

Segment reporting is based on the same principles and structure as internal reporting to senior management and the board of directors.
Segment performance is evaluated on earnings before tax.

a. Reportable segments
The Group defines five reportable segments which reflect the reporting structure of the Bank.

- Corporate Banking
Corporate Banking offers various forms of banking services and related advisory services, in addition to providing specialized lending
services.

- Corporate Finance
Corporate Finance provides its customers with impartial and independent advice concerning purchases, sales and mergers and acquisitions
of companies.

- Capital Markets
Capital Markets offers securities and foreign currency brokerage, derivatives brokerage and forward contracts to clients, which include
institutional investors, corporates and high net worth individuals.

- Proprietary Trading and Treasury
Proprietary Trading and Treasury provide market making services to its clients as well as providing the Bank with treasury services.
- Asset Management
Products and services offered include asset management, both domestic and foreign assets, private banking, and private pension plans.

Information about other divisions of the Bank, e.g. non-revenue generating divisions, is presented under the heading Other operations.

Following the merger with Straumur fjarfestingabanki hf. the Bank's organizational chart and operating segments were changed, beginning from
1 January 2016. The change involved, among other things, the transfer of certain products and revenue streams between segments. As a result
no comparative information is available for the year 2015.
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62. Business segments (cont.)

Proprietary Support
Corporate Corporate Capital trading and Asset functions and
2016 Banking Finance  Markets Treasury Management eliminations Total
Net interest income 1,015,606 5,759 149,789 (109,857) 3,580 (597) 1,064,281
Net fee and commission income ..................... 494,249 288,834 839,063 81,973 1,204,196 (68,127) 2,840,188
Net financial income ........cocceeecveeevciee e, 361,432 0 2,225 910,423 8,610 0 1,282,690
Share in loss of discontinued operations ........ (13,488) (13,488)
Share in profit of associates ........ccccccvvveeeeennns 148,985 148,985
Other operating iNnCome .......cccceeveevveesveennen. (11,581) 4,887 1,964 100 3,870 (3,659) (4,420)
Total operating income 1,995,202 299,481 993,040 882,639 1,220,256 (72,383) 5,318,236
Salaries and related expenses .........cccceeeveeenne (182,151) (177,542) (330,036) (155,420) (482,714) (746,016)  (2,073,879)
Other operating eXpenses .......cccceceeeeveerveennne (289,309) (44,745) (150,284) (50,360) (177,262) (433,566)  (1,145,528)
Impairment of loans and receivables .............. (228,349) 2,000 (226,349)
Loss from assets held for sale .......cccccoeeuvnvenn.n. (3,395) (3,395)
Profit (loss) before cost allocation and tax 1,295,393 77,194 512,720 676,858 560,280 (1,249,964) 1,869,086
Net segment revenue from external
CUSEOMELS .eveiieiieeeeiee ettt et e e e 1,514,525 299,481 1,569,854 786,501 1,220,256 (72,383) 5,318,235
Net segment revenue from other
SEEMENTS covvveeeieeeieectreeeeeeree e e e e ree e e e ree e 480,677 0 (576,815) 96,138 0 0 0

Internal reporting is based on the results of the Bank, which accounts for around 88% of the net operating income of the Group, and do not take
into account the effects of consolidation. As a result, elimination entries are needed to reconcile internal reporting with consolidated results.

Elimination entries arise primarily from interest calculated on internal balances, share in the results of subsidiaries and fees charged for services
the parent provides to subsidiaries.
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Other information

63.

64.

65.

Operating lease commitments

The Group leases under operating leases office premises for its operations in Reykjavik. In some leases the rent is based on the Icelandic
Consumer Price Index and changes accordingly. Future non-cancellable minimum operating lease payments are specified as follows:

31.12.2016 31.12.2015

8o (o I AR =T | SO PO ORORPPPPPPPRE 59,067 83,525
R SRR 228,944 229,199
Y o o o =Y (T R V7Y | USRS 235,649 289,525
Total 523,659 602,248

Pledged assets

The Group has pledged assets, in the ordinary course of banking business, to the Central Bank of Iceland to the amount of ISK 2.6 billion as at 31
December 2016 (2015: 3.0 billion) to secure settlement in the Icelandic clearing systems. Further pledges have been placed in the ordinary course
of banking business for netting and set-off arrangements in the total amount of ISK 0.5 billion as at 31 December 2016 (2015: 1.7 billion).

Related parties

Definition of related parties

The Group has a related party relationship with the board members of the Bank, the CEO of the Bank and key employees (together referred to as
management), associates as disclosed in note 21, shareholders with significant influence over the Bank (defined as holding 10% or greater of the
shares in the Bank as disclosed in note 69), close family members of individuals identified as related parties and entities under the control or joint
control of related parties.

Arm's length
Transactions with related parties are carried out at arm's length and subject to an annual review by the Bank's internal auditor.

Effects on statement of financial position
Loans & Deposits &

31.12.2016 receivables payables
) a1 =] aT0] Lo [<] £ 70 136,567
Y T E=T=0=T 0 1= o | PP PP PP TPPRR 15,066 720,184
F X0 Tl =) =P PPUP U PPPRS 416,056 63,536
Total 431,192 920,287

Loans & Deposits &

31.12.2015 receivables payables
) s =1 =] aTo] Lo [<] SRR 1,291 61,950
Y T E=T=0=T 0 1= o | TP PPPT PP PRR 7,136 727,446
F XY Yo Tl =) = PO UPPP U PPPRS 0 0
Total 8,426 789,397

Effects on income statement

Interest Interest Fees Fees
2016 income expense received paid
] 1 =] aTo] Ue L= SO 15 5,972 16,463 18,530
Y T T T=4=T 0 1= o | PP UPPPTP PRI 508 18,031 4,724 69,341
J AN oo T <1 11,790 197 8,973 0
Total 12,312 24,200 30,160 87,871

Interest Interest Fees Fees
2015 income expense received paid
] 41 =] aTo] e L= SO 4 3,305 7,559 14,280
Y =T F=Y =< 0 4 T=1 o} AU UUR 134 22,448 2,569 12,183
AASSOCIATES L.ttt ettt ettt e ettt et e eeeeessssas s e e ba b ababete et e e e et e e e et eeeaeeeeaeeeeseseeenaaaasannnntnrrarares 0 0 0 0
Total 138 25,753 10,128 26,463

Further information about salaries and benefits paid to the Board of Directors, the CEO and Managing Directors is provided in note 9.
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66.

67.

68.

Remuneration policy

The Board of Directors has adopted a remuneration policy at the proposal of the Remuneration Committee. The policy was approved by the
Bank's Annual General Meeting in March 2016.

The remuneration policy conforms to Article 57 of Act No. 161/2002 on Financial Undertakings, Act No. 2/1995 on Public Limited Companies and
the Icelandic FSA's directive No. 700/2011 on Incentive Schemes. The policy covers three remuneration components, base pay, performance
based incentive scheme and other benefits, including pension fund contributions. A more detailed description of the policy can be found on the
Bank's website, www.kvika.is.

Incentive scheme

The Board of Directors has approved a performance based incentive scheme at the proposal of the Remuneration Committee. The scheme forms
a part of the remuneration policy adopted by the Bank.

Description

The incentive scheme conforms to the Icelandic FSA's directive No. 700/2011 on Incentive Schemes. Payments according to the scheme are based
on key performance indicators (KPIs) that reflect the goals of the Bank, the division and the employee. The basis for performance based pay
reflects sound risk management and does not induce excessive risk taking. Performance based pay to individual employees does not exceed 25%
of their annual base salary, and payment of 40-60% of the performance based pay is deferred for three years. Performance based pay can be in
the form of cash payments or share options. Share based payments are discussed in note 68.

Performance based payments

2016 2015
Cash Cash
[\ oY o Bre [<] F=T o o <To PSR PRUPRE 0 9,669
(DTS C=T =T (10,846) 2,400
Total (10,846) 12,069

On-balance sheet deferred performance based payments
31.12.2016 31.12.2015

Deferred Cash PAYMENTS ......ooii it e e e e et te e e e e e e ettt e e e e e e saaattaeeeesesstsaeeaesaassssaeaesesansteaeaasesansrseeeansannes 3,117 38,957
Deferred cash payments, aCQUITEA VIa MEIEET ...ciiciiiiiiiiieceieee et teeeite e ettt e e e e taeessateeessataeeessteeesastaeesasteeesantaeesasseeesansenensne 16,768 31,570
Total 19,885 70,527

Share-based payments

The remuneration policy approved by the Board of Directors of the Bank includes a share-based incentive scheme. The Board of Directors is
authorised to increase the share capital of the Bank, in accordance with the Articles of Association, to fulfil any obligations arising from the
scheme.

In 2012 the Bank established a share based incentive scheme that grants key personnel options to purchase shares in the Bank at a fixed price.
The options are equity-settled, have a term of five years and will vest in three tranches with vesting dates 36, 48 and 60 months from the grant
date. The grant is subject to the participant's continued employment by the company, and various other conditions satisfying the requirements of
the Icelandic FSA.

As at 31 December 2016, the Bank had enrolled 4 employees in the share-based incentive scheme, based on the share-based incentive scheme
from 2012, with a total number of options granted equalling 17 million shares in the bank. Options vested as at 31 December 2016 amounted to
11 million shares, no options were exercised in 2016.

No options were granted during the years 2015 and 2016.
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69.

70.

71.

Shareholders of the Bank

Ownership in the Bank is specified as follows:

31.12.2016 31.12.2015
Shareholder Country % % Beneficial owners
Lifeyrissjodur verzlunarmanna .........ccceecuveeenneen. Iceland 9.53% 9.90%
Brimgardar ehf .......cooooiiiiieeee e, Iceland 8.31% 1.95% Eggert Arni Gislason (10%), Halldér Pall Gislason (10%),
Gudny Edda Gisladéttir (10%), Gunnar bor Gislason
(10%), Cold Rock Investments ltd. (60%)
K2B fjarfestingar ehf. ......cccceeveereeiiirieeeeeeee, Iceland 8.00% - Svanhildur Nanna Vigfusdéttir (100%)
Varda Capital ehf. .....cccovviiiiieee Iceland 7.69% 7.99% Grimur Alfred Gardarsson (50%), Edward Schmidt
(25%), Jonas Hagan Gudmundsson (25%)
Siglaehf. ..o, Iceland 7.27% 7.55% Tomas Kristjansson (50%), Finnur Reyr Stefansson
(25%), Steinunn Jonsdottir (25%)
Titan B ehf. cooieeeeeeeeeeeeee e Iceland 7.27% 7.23% Skuli Mogensen (100%)
Grandier ehf. ..ocviiiiiin Iceland 7.00% - Sigurdur Bollasson (50%), The Don McCarthy Legacy
Trust (50%)
INIMUNAUr hf. oo Iceland 6.61% 6.86% Armann Armannsson (99.71%)
Mizar €nf. oo Iceland 6.60% 6.86% Gudmundur Steinar Jénsson (100%)
Fagfjarfestasjédurinn Nordurljos .........ccccueee.e. Iceland 5.77% 5.99% Investment fund managed by Jupiter rekstrarfélag hf.
Tryggingamidstodin hf. .......ccooeeeiiiiiiiees Iceland 3.60% 3.74%
Eignasafn Sedlabanka islands ehf. .................... Iceland 3.06% 3.18% Central Bank of Iceland
MP Canada Iceland Ventures Inc. .......ccceeeeeennne. Canada 2.40% 2.49% Robert Raich (100%)
Kvika banki hf. ......ccccoocieiiii e Iceland 1.98% 0.87%
AlKOr €hf. e Iceland 1.94% 2.01% Berglind Bjork Jonsdottir (100%)
Eiriks €hf. oo, Iceland 1.80% - Stefan Eiriks Stefansson (100%)
P 126 €hf. cooiieeeeee e Iceland 1.20% 1.25% Einar Sveinsson (100%)
Stekkur fjarfestingarfélag ehf ........ccoccvvevinnnns Iceland 1.20% 1.25% Kristinn Adalsteinsson (100%)
Others, each less than 1% .......ccccceevevnnnvvnvennnnnes 8.76% 30.89% 2016: 36, 2015: 56
100.00% 100.00%

Beneficial owners are defined as owners holding a share of 10% or greater, directly or indirectly. The information presented is, among other

things, based on publicly available information.

Other matters

In November 2016 the Bank announced that the Board of Directors of the Bank and Virding hf. had signed a letter of intent concerning
preparations for the merger of the two companies under the name Kvika. In the letter of intent it is revealed that before the merger, the Bank's
equity will be reduced by ISK 600 million and the reduction distributed to its shareholders. Following the merger, Kvika shareholders will own 70%
in the merged company and Virding shareholders 30%. Work related to the preparations for the merger is still ongoing. The Kvika-Virding merger
will create a strong financial institution that will play a leading role in the Icelandic investment banking market. The merged company will be one
of Iceland's largest asset management firms, with about ISK 220 billion under management, including number of mutual funds, investment funds,
private equity funds, real estate funds, credit funds, and various institutional investment funds. In addition, the merged company will provide
strong capital markets, corporate finance, specialised lending, and private banking services.

Events after the reporting date

There are no material events after the reporting date.
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Significant accounting policies

72.

Basis of consolidation

The accounting policies set out below have been applied consistently to all periods presented in these Consolidated Financial Statements, and
have been applied consistently by Group entities.

Subsidiaries

Subsidiaries are entities controlled by the Group. Control exists when the Group is exposed to, or has rights to, variable returns from its
involvement with the entity and has the ability to affect those returns through its power over the entity. The Group reassesses its relationship
with an entity when there is a change in one or more of the elements of control.

The Group uses the acquisition method to account for the acquisition of subsidiaries. The cost of an acquisition is measured as the fair value, at
the date of exchange, of the assets given, liabilities incurred or assumed and equity instruments issued. Identifiable assets acquired and liabilities
and contingent liabilities assumed in a business combination are measured initially at their fair values at the acquisition date, irrespective of the
extent of any minority interest.

The excess of the cost of acquisition over the fair value of the Group's share of the identifiable net assets acquired is recognised as goodwill. If the
cost of acquisition is less than the fair value of the net assets of the subsidiary acquired, the difference is recognised immediately in the income
statement.

Non-controlling interest

Non-controlling interest represent the portion of profit or loss and equity not owned, directly or indirectly, by the Bank. Non-controlling interest
is presented separately in the income statement and is included in equity in the statement of financial position, separately from equity
attributable to owners of the Bank.

The Group chooses on an acquisition-by-acquisition basis whether to measure non-controlling interest in an acquiree at fair value or according to
the proportion of non-controlling interests in the acquiree's net assets. Changes in the Bank's ownership interest in a subsidiary that do not result
in a loss of control are accounted for as equity transactions. In such circumstances the carrying amounts of the controlling and non-controlling
interests are adjusted to reflect the changes in their relative interests in the subsidiary. Any difference between the amount by which the non-
controlling interest is adjusted and the fair value of the consideration paid or received is recognised directly in equity and attributed to the
owners of the Bank.

Fiduciary services
The Group provides custody services, fund management and discretionary and advisory investment management services which require the
Group to make decisions on the handling, acquisition or disposal of financial instruments on behalf of its clients.

The financial statements of managed funds and investment portfolios managed by the Group on behalf of customers are not included in the
financial statements, as they do not constitute assets or liabilities of the Group.

Transactions eliminated on consolidation

Intra-bank balances, income and expenses, and unrealised gains and losses arising from intra-bank transactions, are eliminated in preparing the
consolidated financial statements. Unrealised gains arising from transactions with associates are eliminated against the investment to the extent
of the Group's interest in the associate. Unrealised losses are eliminated in the same way as unrealised gains, but only to the extent that there is
no evidence of impairment.

Structured entities

Structured entities are entities that have been designed so that voting or similar rights are not the dominant factor in deciding who controls the
entity, such as when any voting rights relate to administrative tasks only and the relevant activities are directed by means of contractual
arrangements.

The Group acts as investment manager or investment advisor, for example, to a number of investment funds operated by Straumur sjodir hf. and
Jupiter rekstrarfélag hf. The purpose of these investment funds is to generate fees from managing assets on behalf of third-party investors by
providing investment strategies. These investment funds are financed through the issue of units to investors. The Group has no contractual
obligation to provide financial support to these structured entities.

From time to time, the Group makes seed capital investments in certain fund products in order to establish track records for new products, to test
new investment strategies or to launch new products at a viable minimum size.

The Group has set up a formal procedure to assess whether or not to consolidate investment funds managed and administered by the Group on
behalf of its customers and other investors in the consolidated financial statements. As part of this assessment, the Group reviews all facts and
circumstances including the purpose and design of the investment fund, to determine whether the Group, as fund manager, is acting as agent or
principal. The Group is deemed to be a principal when the Group acts as fund manager and cannot be removed without cause, has variable
returns through significant holdings and is able to influence the returns of the funds by exercising its power.
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Foreign currency

Foreign currency transactions

Transactions in foreign currencies are translated into the functional currency of the respective Group's entity using the exchange rate at the date
of the transaction. Monetary assets and liabilities denominated in foreign currencies are translated to the functional currency using the exchange
rate at the reporting date. Non-monetary assets and liabilities that are measured in terms of historical cost in a foreign currency are translated
using the exchange rate at the date of the transaction. Non-monetary assets and liabilities denominated in foreign currencies that are stated at
fair value are translated using the exchange rate at the date the fair value was determined.

Foreign currency differences are posted as a separate line item under net financial income as disclosed in notes 5 and 84.

Foreign operations

The assets and liabilities of foreign operations, including goodwill and fair value adjustments arising on acquisition, are translated into the
functional currency at spot exchange rate current at the reporting date. The income and expenses of foreign operations are translated into the
functional currency at the spot exchange rates at the dates of the transactions.

Translation differences on foreign operations are presented as a separate category in the statement of changes in equity.

Recognition and derecognition of financial assets and liabilities

Recognition
Loans to customers and deposits are recognised on the date that they are originated. All other financial assets and liabilities are initially
recognised on the trade date, which is the date when the Group becomes a party to the contractual provisions of the instrument.

Derecognition

A financial asset is derecognised when the contractual rights to the cash flows from the asset expire, or when the Group enters into a transaction
in which substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in transferred financial assets that
is created or retained by the Group is recognised as a separate asset or liability.

Financial liabilities are derecognised when the obligation of the Group is discharged, cancelled or expires.

Offsetting

Financial assets and liabilities are offset, and the net amount reported in the statement of financial position, when there is a legally enforceable
right to offset the recognised amounts and there is an intention to settle on a net basis, or realise the asset and settle the liability simultaneously.

Income and expenses are presented on a net basis for gains and losses arising from a group of similar transactions, such as in the Group's trading
activity, or other circumstances permitted by International Financial Reporting Standards.
Amortised cost measurement of financial assets and liabilities

The amortised cost of a financial asset or liability is the amount at which the financial asset or liability is measured at initial recognition, minus
principal repayments, plus or minus the cumulative amortisation using the effective interest method of any difference between the initial amount
recognised and the maturity amount, minus any reduction for impairment.

Financial guarantees

Financial guarantees are contracts that require the Group to make specified payments to reimburse the holder for a loss it incurs because a
specified debtor fails to make payment when due in accordance with the terms of a debt instrument.

Financial guarantee liabilities are initially recognised at their fair value, and initial fair value is amortised over the life of the financial guarantee.
The guarantee liability is subsequently carried at the higher of this amortised amount and the present value of any expected payment, when a
payment under the guarantee has become probable. Financial guarantees are included within other liabilities.
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Financial instruments - accounting classification

Upon initial recognition, financial assets and liabilities are classified into one of the categories below. This classification determines amongst
other things initial measurement, subsequent accounting and handling of interest revenue and expenses. International Financial Reporting
Standards restrict the reclassification of financial instruments after initial recognition.

Held for trading

A financial instrument is classified as held for trading if it is purchased or incurred with the intention to resell and repurchase within a short
period of time, or if it is a part of a group of defined financial instruments managed on a portfolio basis and historical data shows recent pattern
of short-term profit taking or it is a derivative (except for a derivative that is a financial guarantee contract or a designated and effective hedging
instrument).

Financial assets held for trading include fixed income securities, shares and other variable income securities and derivatives and securities used
for hedging. Financial liabilities held for trading include derivatives and short positions, i.e. commitments to deliver financial assets that the Bank
has borrowed and sold to a third party.

Financial instruments held for trading are initially recognised at fair value, with transactions costs recognised in profit or loss. They are
subsequently measured at fair value in the statement of financial position. Interest income and expense from derivatives is recognised in net
interest income but all other interest income and expense, and all changes in fair value, are recognised as financial income.

Designated at fair value
A financial instrument is designated at fair value through profit and loss when it is a part of a portfolio of financial instruments that are managed
on the basis of fair value and information provided to management is based on fair value.

Financial assets designated at fair value include fixed income securities and shares and other variable income securities

Financial instruments designated at fair value are initially recognised at fair value, with transactions costs recognised in profit or loss. They are
subsequently measured at fair value in the statement of financial position. Interest income and expense, and all changes in fair value, are
recognised as financial income.

Available for sale
Non-derivative assets with fixed or determinable payments and fixed maturity that the Group has the positive intent and ability to hold
indefinitely, but not necessarily to maturity, are classified as available for sale.

Financial assets classified as available for sale consist of fixed income securities.

Financial instruments classified as available for sale are initially recognised at fair value. They are subsequently measured at fair value in the
statement of financial position, with interest income recognised in net interest income using the effective interest method. The difference
between fair value and amortised cost is recognised in comprehensive income until the financial instrument is sold or reaches maturity,
whereupon the cumulative gains or losses previously recognised in other comprehensive income are reclassified to financial income.

Loans and receivables
Non-derivative financial assets with fixed or determinable payments that are not quoted in an active market are classified as loans and
receivables.

Financial assets classified as loans and receivables include cash and cash equivalents, loans to customers and receivables.

Financial assets classified as loans and receivables are initially recognised at fair value, which is typically equal to cost, i.e. cash advanced plus any
transaction costs. They are subsequently measured at amortised cost using the effective interest method. Accrued interest, in the case of interest
bearing assets, is included in the carrying amount. Interest income is recognised in net interest income.

Other at amortised cost
Non-derivative financial liabilities with fixed or determinable payments that are not quoted in an active market are classified as other at
amortised cost.

Financial liabilities classified as other at amortised cost include deposits, borrowings and payables.

Financial liabilities classified as other at amortised cost are initially recognised at fair value, which is typically equal to cost, i.e. cash advanced less
any transaction costs. They are subsequently measured at amortised cost using the effective interest method. Accrued interest, in the case of
interest bearing liabilities is included in the carrying amount. Interest expense is recognised in net interest income.
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Determination of fair value

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction between market participants at
the measurement date in the principal or, in its absence, the most advantageous market to which the Group has access at that date. The fair
value of a liability reflects its non-performance risk. When available, the Group measures the fair value of an instrument using the quoted price in
an active market for that instrument. A market is regarded as active if transactions for the asset or liability take place with sufficient frequency
and volume to provide pricing information on an ongoing basis.

If there is no quoted price in an active market, then the Group uses valuation techniques that maximise the use of relevant observable inputs and
minimise the use of unobservable inputs. The chosen valuation technique incorporates all of the factors that market participants would take into
account in pricing a transaction. For further information on valuation techniques, refer to notes 59 - 60.

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction price — i.e. the fair value of the
consideration given or received. If the Group determines that the fair value at initial recognition differs from the transaction price and the fair
value is evidenced neither by a quoted price in an active market for an identical asset or liability nor based on a valuation technique that uses
only data from observable markets, then the financial instrument is initially measured at fair value, adjusted to defer the difference between the
fair value at initial recognition and the transaction price. Subsequently, that difference is recognised in profit or loss on an appropriate basis over
the life of the instrument but no later than when the valuation is wholly supported by observable market data or the transaction is closed out.

Impairment

General principle

The carrying amount of the Group's non-financial assets and financial assets not at fair value through profit and loss is reviewed at each reporting
date to determine whether there is any indication of impairment. If any such indication exists, the asset's recoverable amount is estimated. An
impairment is recognised in the income statement whenever the carrying amount of an asset or its cash-generating unit exceeds its recoverable
amount.

Reversal of impairment

If, in a subsequent period, the amount of an impairment loss decreases and the decrease can be related objectively to an event occurring after
the impairment was recognised, the previously recognised impairment loss is recognised as reduction of cost in the income statement. An
impairment loss recognised for goodwill is not reversed in a subsequent period.

Calculation of recoverable amount
The recoverable amount of the Group's investments in financial assets carried at amortised cost is calculated as the present value of estimated
future cash flows, discounted at the original effective interest rate.

The recoverable amount of other assets is the greater of their fair value less costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market assessments of the time value of
money and the risks specific to the asset. For an asset that does not generate largely independent cash inflows, the recoverable amount is
determined for the cash-generating unit to which the asset belongs.

Impairment of loans

Indications of impairment
Objective evidence of impairment includes information about one or more of the following:
- Indications of significant financial difficulties of the borrower, including financial restructuring and refinancing concessions that a lender
would not otherwise consider
- A breach of contract, such as a default on instalments or on interest or principal payments
- An observable decrease in the estimated future cash flows from a group of loans due to adverse changes in the economic conditions of a
sector or region in which the borrower operates, even if the decrease cannot yet be identified with the individual financial assets in the group
- The disappearance of an active market for an asset held as collateral

Impairment losses expected as a result of events taking place after the reporting date, no matter how likely, are not recognised.

Calculation of impairment losses

Impairment loss is calculated by comparing the carrying amount of individual loans with the present value of their expected future cash flows,
discounted at their original effective interest rate. In the case of loans at variable interest rates, the discount rate used is their current effective
interest rate.

Individually assessed loans
Impairment losses on individually assessed loans are determined by an evaluation of the exposures on a case-by-case basis. This procedure is
applied to all loans that are considered individually significant. In making the assessment, the following factors are considered:

- The Group's aggregate exposure towards the customer

- The amount and timing of expected receipts and recoveries

- The likely recovery upon liquidation or bankruptcy

- Complexity and uncertainty related to ranking of creditor claims and legal standing

- The realisable value of securities or other credit mitigants and the likelihood of successful repossession

- The likely deduction of any costs involved in recovery of amounts outstanding
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Impairment of loans (cont.)

Collectively assessed loans

Impairment losses on collectively assessed loans are determined by an evaluation of the exposures on a group of loans with similar risk
characteristics. This procedure is applied to all loans that are not considered individually significant, or have been individually assessed but
showed no indications of impairment. This loss covers loans that are impaired at the reporting date but which will not be individually identified as
such until some time in the future.

The collective impairment loss is determined after taking into account the following:
- Historical loss experience in portfolios of similar risk characteristics, for example, by industry sector, loan grade or product
- The estimated period between a loss occurring and that loss being identified and evidenced by the establishment of an allowance against the
loss on an individual loan
- Management's experienced judgement as to whether the current economic and credit conditions are such that the actual level of inherent
losses is likely to be greater or less than that suggested by historical experience

Estimates of changes in future cash flows for groups of assets are consistent with changes in observable data from period to period, for example
changes in property prices, payment status, or other factors indicative of changes in the probability of losses on the group and their magnitude.
The methodology and assumptions used for estimating future cash flows are reviewed regularly by the Bank to minimise any differences between
loss estimates and actual losses.

Loan write-offs
The carrying amount of impaired loans is reduced through the use of an allowance account. Loans are written off, partially or in full, when there
is no realistic prospect of recovery.

Forbearance

The Group may modify the contractual terms of a loan for a variety of reasons. Changes in terms are subject to the same policies and limits as
new loans and are evaluated on a case by case basis. If the change is triggered by the borrower's inability to meet the terms and conditions of the
loan (a forbearance activity), the loan is first evaluated for indications of impairment. If there is evidence of impairment the loan is subject to
specific impairment and classified as such. If there is no identified need for specific impairment the loan is considered performing.

Interest income and expense

Interest income and expense are recognised in the income statement using the effective interest method. The effective interest rate is the rate
that exactly discounts estimated future cash flows to the carrying amount of the financial asset or liability, over the expected life of the financial
instrument. Estimated future cash flows take into account all contractual terms of the financial instruments but not future credit losses.

Interest income and expense presented in the income statement includes interest on:
- financial assets classified as loans and receivables
- financial assets classified as available for sale
- financial liabilities carried at amortised cost
- derivatives

Further information about the accounting classification of financial assets and liabilities is provided in notes 58 and 78.

Fee and commission income and expense

The Group earns income from providing various services to its customers. This includes fees for managing assets on behalf of customers,
commissions received for equity and bond transactions and fees and commissions for various other financial services.

Fee and commission income and expense comprises the following:
- Fee and commission income and expenses that are integral to the effective interest rate on a financial asset or liability are included in the
measurement of the effective interest rate
- Other fee and commission income is recognised in the income statement as the services are provided
- Fee and commission expense relates mainly to transaction fees, which are expensed as the services are received

Net financial income

Net financial income comprises the following:
- Realised and unrealised gains or losses from price changes of fixed income securities carried at fair value
- Realised and unrealised gains or losses from price changes of variable income securities
- Interest income from fixed income securities carried at fair value through profit or loss
- Dividends, excluding dividends from associates
- Fair value changes in derivatives
- Foreign exchange difference

Dividend income

Dividend income is recognised when the right to receive income is established. Usually this is the ex-dividend date for equity securities.
Dividends, other than those from associates, are presented as a component of net financial income.
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Administrative expenses

Administrative expenses comprise expenses other than interest expenses, fee and commission expenses and expenses related to fair value
changes. A breakdown of administrative expenses is provided in note 7.

Employee benefits

Short-term employee benefits

Short-term employee benefits obligations are measured on an undiscounted basis and are expensed as the related service is provided. A liability
is recognised for the amount expected to be paid under short-term cash bonus or profit-sharing plans if the Group has a present legal or
constructive obligation to pay this amount as a result of past service provided by the employee and the obligation can be estimated reliably.

Defined contribution plans
Obligations for contributions to defined contribution plans are expensed in profit or loss as the related service is provided. The Group has no
further obligations once those contributions have been paid.

Shared-based payments

Equity-settled share based payments to employees are measured at the fair value of the equity instruments at grant date. The grant date fair
value of equity settled share-based payment awards granted to employees is recognised as an employee expense, with a corresponding increase
in equity, over the period that the employees become unconditionally entitled to the awards. The amount recognised as an expense is adjusted
to reflect the number of awards for which the related service and non-market performance conditions are expected to be met, such that the
amount ultimately recognised as an expense is based on the number of awards that meet the related service and non-market performance
conditions at the vesting date.

Income tax

Income tax comprises current and deferred tax. Income tax is recognised in the income statement, except to the extent that it relates to items
recognised directly in other comprehensive income or equity, in which case it is recognised there.

Current tax liabilities include the estimated tax payable next year on current year's profit according to the tax rates prevailing at reporting date, in
addition to corrections on tax from previous years.

The deferred income tax asset and/or liability has been calculated and recognised in the statement of financial position. The calculation is based
on the difference between assets and liabilities as presented in the tax return on the one hand, and in the consolidated financial statements on
the other, taking into consideration tax losses carried forward. This difference is due to the fact that the tax assessment is based on premises that
differ from those governing the financial statements, mostly due to temporary differences arising from the recognition of revenue and expense in
the tax returns and in the financial statements.

Deferred tax assets and tax liabilities are offset in the statement of financial position when there is a legal right to settle on a net basis and they
are levied by the same taxing authority on the same entity or on different entities subject to joint taxation.

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

Cash and cash equivalents

Cash and cash equivalents include notes and coins on hand, balances held with central banks and other financial institutions, and highly liquid
financial assets with original maturities of three months or less from the acquisition date that are subject to and insignificant risk of changes in
their fair value, and are used by the Group in the management of its short-term commitments.

Cash and cash equivalents are carried at amortised cost in the statement of financial position.

Fixed income securities

Fixed income securities are initially measured at fair value and subsequently accounted for depending on their classification as discussed in note
78.

Shares and other variable income securities

Shares and other variable income securities consist of equity investments and unit shares in mutual funds. Shares and other variable income
securities are initially measured at fair value and subsequently accounted for depending on their classification as discussed in note 78.

Securities used for hedging

Securities used for hedging consist of non-derivative financial assets that are used to hedge the Group's risk exposure arising from derivative
contracts with customers. Securities used for hedging are measured at fair value as discussed in note 78.
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Loans to customers

Loans are non-derivative financial assets with fixed or determinable payments that are not quoted in an active market and include loans provided
by the Group to its customers, participation in loans from other lenders and purchased loans that are not quoted in an active market and which
the Group has no intention of selling immediately or in the near future.

Loans are initially recognised at fair value, which is the cash advanced, plus any transaction costs. Subsequently, they are measured at amortised
cost using the effective interest method. Accrued interest is included in the carrying amount of the loans and advances. The carrying amount of
impaired loans is reduced through the use of an allowance account.

When the Group purchases a financial asset and simultaneously enters into an agreement to resell the asset, or a substantially similar asset, at a
fixed price at a future date ("reverse repo" or "stock borrowing"), the arrangement is accounted for as a loan and the underlying asset is not
recognised in the Group's statement of financial position.

Derivatives

A derivative is a financial instrument or another contract that falls under the scope of IAS 39 and has the following three characteristics:
- Its value changes due to changes in an underlying variable, such as bond price, share price, security or price index (including CPI), foreign
currency exchange rate or interest rate
- The contract requires no initial investment or an initial investment that is smaller than would be required for other types of contracts that
would be expected to have a similar response to changes in market factors
- Settlement takes place at a future date
The Group uses derivatives for trading purposes and to hedge its exposure to market price risk, foreign exchange risk and inflation and interest
risk arising from operating, financing and investing activities. The Group does not apply hedge accounting.

Derivative assets and liabilities are initially recognised and subsequently measured at fair value in the statement of financial position. Derivatives
with positive fair values are classified as financial assets and derivatives with negative fair values as financial liabilities. Revenue from derivatives
is split into interest income and net income from financial instruments at fair value and presented in the corresponding line items in the income
statement.

Investment properties

Investment properties is an asset which is specified for leasing to third parties, for returns or for both purposes.
Investment properties are initially recognised at cost, later on, on fair value. Changes in fair values are recognised as gains or loss in income
statement. All gains are unrealised.

Intangible assets

Asset categories
The Group groups intangible assets into three categories:

- Software
Software comprise acquired software licences and external costs associated with the development of bespoke applications.

- Goodwill
Goodwill arises in business combinations. It is recognised as of the acquisition date and measured as the aggregate of (a) the fair value of the
consideration transferred, (b) the recognised amount of any non-controlling interest in the acquiree, and (c) the fair value of any previously
held equity interest in the acquiree, less the net recognised amount (generally fair value) of the identifiable assets acquired and liabilities
assumed, all measured as at the acquisition date. The consideration transferred includes the fair value of assets transferred, liabilities
incurred and equity interests issued by the Group. In addition, consideration transferred includes the fair value of any contingent
consideration. Following initial recognition, goodwill is recognised at cost less any accumulated impairment losses.

- Otherintangible assets
Other intangible assets comprise licences and acquired trademarks used in the operation of the Group.

The Group has not defined any internally generated intangible assets.

Initial recognition
Intangible assets are initially recognised at cost.

Subsequent measurement

The Group uses the cost model for measurement after recognition and intangible assets are carried at cost less any accumulated amortisation
and any accumulated impairment losses. Intangible assets are reviewed for indications of impairment or changes in estimated future economic
benefits at each reporting date. If such indications exist, the assets are analysed to assess whether their carrying amount is fully recoverable. An
impairment loss is recognised in accordance with the accounting policy for non-financial assets described in note 81.

Amortisation
Intangible assets with finite useful life are amortised using the straight-line method over their estimated useful economic life, with the
amortisation recognised in the income statement. The estimated useful life of intangible assets is as follows:

Yo TV PSRRI 5-10 years
Other intangible assets With FINTTE USETUI LI ......veeei ittt e e e e rbr e e e e e e s bb e e e e e eeseabraaeeeeeesssbaseeeeeennsrsseeaenans 10 years

Depreciation of property and equipment and amortisation of intangible assets are presented together as a separate line item in administrative
expenses as disclosed in note 7. Further breakdown is provided in notes 24-25.
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Property and equipment

Asset categories
The Group groups tangible assets into two categories:

- Real estate, which includes office and residential buildings, land and building rights
- Other property and equipment, which includes automobiles, furniture and fixtures, computers and other office equipment

Initial recognition
Property and equipment is initially recognised at cost, which includes direct expenses related to the purchase.

Subsequent measurement

The Group uses the cost model for the measurement after recognition and property and equipment is carried at cost less any accumulated
depreciation and any accumulated impairment losses. Property and equipment is reviewed for indications of impairment or changes in estimated
future economic benefits at each reporting date. If such indications exist, the assets are analysed to assess whether their carrying amount is fully
recoverable. An impairment loss is recognized in accordance with the accounting policy for non-financial assets described in note 81.

Subsequent cost

The Group recognises in the carrying amount of an item of property and equipment the cost of replacing part of such an item when that cost is
incurred if it is probable that the future economic benefits embodied with the item will flow to the Group and the cost of the item can be
measured reliably. The decision, if subsequent costs are added to the acquisition cost of property and equipment, is based on whether an
identified component, or part of such component, has been replaced or not, or if the nature of the subsequent cost means a contribution of a
new component. All other costs are expensed in the income statement when incurred.

Depreciation
Depreciation is recognised in the income statement on a straight-line basis over the estimated useful lives of each component of an item of
property and equipment. The estimated useful lives are as follows:

ST I =T) 7 1o PRSP 15-50 years
(@4 oT=T g o g oX=Ta aVAr=TaTe I =T TUTT o 5/ = o) AR UEPRN 3-5years

Where parts of an item of property and equipment have different useful lives, those components are accounted for separately.

Depreciation of property and equipment and amortisation of intangible assets are presented together as a separate line item in administrative
expenses as disclosed in note 7. Further breakdown is provided in notes 24-25.

Investments in associates

Associates are those entities in which the Group has significant influence, but not control, over the financial and operating policies. Significant
influence generally exists when the Group holds between 20% and 50% of the voting power, including potential voting rights, if any. Investments
in associates are initially recognised at cost.

The Group's share of the total recognised gains and losses of associates is included in the financial statements of the Group on an equity
accounted basis, from the date the significant influence commences until the date it ceases.

If the Group's share of loss exceeds its interest in an associate, the Group's carrying amount is reduced to zero and recognition of further losses is
discontinued except to the extent that the Group has incurred legal or constructive obligations or made payments on behalf of the associate. If
the associate subsequently reports profits, the Group resumes recognising its share of those profits only after its share of the profits equals the
share of losses not recognised.

Other assets

Other assets are measured at amortised cost.

Assets classified as held for sale

Non-current assets that are expected to be recovered primarily through sale rather than through continuing use, are classified as held for sale.
Immediately before classification as held for sale, the assets are remeasured in accordance with the Group's accounting policies. Thereafter the
assets are measured at the lower of their carrying amount and fair value less cost to sell. Impairment losses on initial classification as held for sale
and subsequent gains or losses on remeasurement are recognised in profit or loss. Gains are not recognised in excess of any cumulative
impairment loss.

Deposits from customers

Deposits consist of time deposits and demand deposits. Money market deposits are included in borrowings. Deposits are recognised at amortised
cost, including accrued interest.
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103.

104.

105.

106.

107.

108.

109.

Borrowings

Borrowings are initially recognised at fair value less attributable transaction costs. Subsequently, they are measured at amortised cost using the
effective interest method. Accrued interest is included in their carrying amount.

When the Group sells a financial asset and simultaneously enters into an agreement to repurchase the asset, or a substantially similar asset, at a
fixed price at a future date ("repo" or "stock lending"), the arrangement is accounted for as a borrowing and the underlying asset continues to be
recognised in the Group’s statement of financial position.

Issued bills

Issued bills are initially recognised at fair value less attributable transaction costs. Subsequently, they are measured at amortised cost using the
effective interest method. Accrued interest is included in their carrying amount.

Subordinated liabilities

Subordinated liabilities are initially recognised at fair value less attributable transaction costs. Subsequently, they are measured at amortised cost
using the effective interest method. Accrued interest is included in their carrying amount.

Short positions held for trading

Short positions are obligations of the Group to deliver financial assets borrowed by the Group and sold to third parties. Short positions are
carried at fair value with all fair value changes recognised in the income statement under net financial income.

Short positions used for hedging

Short positions are obligations of the Group to deliver financial assets borrowed by the Group and sold to third parties. Short positions used for
hedging consist of non-derivative financial liabilities that are used to hedge the Group's risk exposure arising from derivative contracts with
customers.

Other liabilities

Other liabilities are measured at amortised cost.

Share capital

Treasury shares

Acquired own shares and other equity instruments (treasury shares) are deducted from equity. No gain or loss is recognised in income statement
on the purchase, sale, issue or cancellation of treasury shares. Consideration paid or received is recognised directly in equity. Incremental
transaction costs of treasury share transactions are accounted for as a deduction from equity, net of any related income tax benefit.

Share premium
Share premium represents excess of payment above nominal value (ISK 1 per share) that shareholders have paid for shares sold by the Group.

Dividends on share capital
Dividends on share capital are deducted from equity in the period in which they are approved by the Group's shareholders meetings.

Nature and purpose of equity reserves

Option reserve
The option reserve represents the cumulative charge to the income statement for options to purchase shares in the Bank granted under the
Bank's Remuneration policy, which is discussed in notes 66-68.

Warrants reserve
The warrants reserve represents the consideration received for outstanding warrants, as disclosed in note 37.

Deficit reduction reserve
The deficit reduction reserve was created as a part of a share capital reduction approved by the Bank's Annual General Meeting in April 2014, as
discussed in note 36. The reserve has no specified purpose and can only be used with the approval of a shareholders' meeting.

Equity instrument reserve
The equity instrument reserve represents the consideration received for financial instruments issued by the Bank, which meet the definition of an
equity instrument.

Translation reserve
The translation reserve comprises all foreign currency differences arising from the translation of the financial statements of foreign operations,
until the operations are sold, dissolved or abandoned.
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111.

Nature and purpose of equity reserves (cont.)

Fair value reserve
The fair value reserve comprises the cumulative net change in the fair value of available for sale financial assets, until the assets are derecognised
or impaired.

Restricted retained earnings

According to the Financial Statements Act No. 3/2006 the difference between share of profit of subsidiary or associate in excess of dividend
payment or dividend payment pending, shall be transferred to a restricted retained earnings reserve, net of tax, which is not subject to dividend
payments. When shareholding in subsidiary or associate is sold or written off the restricted retained earnings reserve shall be released and the
amount transferred to retained earnings.

Accumulated deficit - retained earnings
Accumulated deficit (Retained earnings if positive) consists of undistributed profits and losses accumulated, less transfers to other reserves.

New standards and interpretations

The Group has adopted amendments to existing standards which became effective for the first time in 2016. The amendments did not have a
material effect on these financial statements.

A number of new standards, amendments to standards and interpretations were not yet effective for the year ended 31 December 2016 and
have not been applied in the preparation of these financial statements. Early adoption of new standards and amendments is not planned.

IFRS 9 Financial Instruments, which will become effective for annual reporting periods beginning on or after 1 January 2018, includes revised
guidance on the classification and measurement of financial instruments, including a new expected credit loss model for calculating impairment
on financial assets. Given the nature of the Group's operations, adoption of IFRS 9 is expected to have a considerable impact on the Group's
financial statements. The Group is currently assessing the impact of the new standard on its financial statements.

IFRS 15 Revenue from Contracts with Customers, which will become effective for annual reporting periods beginning on or after 1 January 2018,
establishes a comprehensive framework for those factors which need to be taken into consideration in determining how revenue is recognised.
The new revenue standard will supersede all current revenue recognition requirements under IFRS.

IFRS 16 leases, which will become effective for annual reporting periods beginning on or after 1 January 2019, establishes a comprehensive
framework for lease aggrements. The new revenue standard will supersede all current revenue recognition requirements under IFRS.

Use of estimates and judgements

In the process of applying the Group's accounting policies, management makes use of judgements and estimates which are based on various
assumptions. These judgements and estimates can affect the reported amounts of assets and liabilities, income and expense.

Assumptions and estimates are based on historical experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances, and are reviewed on an on-going basis. The estimates form the basis for judgements about the carrying
value of assets and liabilities that are not readily available from other sources and actual results may differ. Judgement may also be required in
circumstances not involving estimates, e.g. when determining the substance of a particular transaction, contract or relationship.

The areas where the use of judgements and estimates has the most significant effect on the amounts recognised in the statement of financial
position or the income statement are disclosed in this note.

Fair value of financial instruments
The fair value of financial instruments that are not quoted in active markets is determined using valuation techniques which are reviewed
regularly as discussed in note 59.

Impairment of financial assets

As outlined in notes 80-81, the use of estimates and judgement is an important component of the calculation of impairment losses. The
methodology and assumptions used for estimating both the amount and timing of future cash flows are reviewed regularly to reduce any
differences between loss estimates and actual loss experience. Unforeseen events could, however, result in further impairment losses which
would have a material effect on the income statement and statement of financial position.

Deferred tax assets
Judgement is required to determine the extent to which deferred tax assets are recognised in the statement of financial position, based on the
likely timing and level of future taxable profits.
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