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Report and Statement of the Board of Directors and the CEO

Main operation
The consolidated financial statements comprise of Tryggingamidstodin hf. (Parent) and its subsidiaries (together
referred to as the “Group”). Tryggingamidstodin's main operation is insurance and financial operations.

Operations and financial position 2017

According to the income statement, profit after tax for the year amounted to ISK 3,123 million. Profit before tax
amounted to ISK 3,207 million which is 11% higher amount than the estimate published in relation to reporting Q3
2017 figures. Total income of the Group amounted to ISK 18,771 million for the year. Average number of full time
equivalent employees were 122. The Group's assets at year end amounted to ISK 34,659 million, liabilities at year
end amounted to ISK 20,556 million and equity at year end amounted to 14,102 million according to the balance
sheet. The Company's equity ratio was 40.7% at year end and the solvency ratio was 1.46.

Appropriation of net profit

The Board of Directors proposes a dividend payment in 2018 of ISK 2.2 (2017: ISK 2.2) per each outstanding share,
or the amount of ISK 1,500 million (2017: ISK 1,500 million). The dividend payment corresponds to 11% (2017: 12%)
of equity or 7% (2017: 8%) of the market value of share capital at year end 2017. Reference is made to the financial
statements for further information on allocation of profit and other changes in equity.

Share capital
The Company's share capital at year end amounted to ISK 678 million. The Company's shares are in a single class
of shares listed on the Nasdag OMX Nordic Exchange. All shares confer the same rights.

Share capital in the Company was reduced by 32.2 million at the Annual General Meeting 2017 to equalise its own
shares.

The Company's share capital is at year end divided between 899 shareholders, compared to 1,003 at the beginning
of the year. The ten largest shareholders at year end and their share in the Company is specified as follows:

Share in ISK

Shareholders: thousand Share in %
Lifeyrissjodur verslunarmanna ............ccceevireereenieeieseese e 67,749 9.99
Gildi HFEYFISSJOOUT ...ttt 61,921 9.13
Birta lifeYriSSJOOU ......ccueiiieiiiitiet e 55,038 8.12
Lifeyrissjodur starfsmanna rikisins, A-deild ...........cccooiiiiiiiiicien 46,395 6.84
Helgafell €hf. .......o e 45,000 6.64
Stefnir - IS 15 37,309 5.50
ISIANASDANKI Dif. ...t 33,211 4.90
Lansdowne, Icav Lansdowne EUr0 ..o 32,000 4.72
CF Miton UK, Multi Cap INCOME .......cccuveiieiiiicciie e 22,025 3.25
Stapi HFEYFISSJOOUT ...ttt 19,803 2.92
420,450 62.01

Other Shar€hOIdErsS .........c.ooiiiiiii e e 257,693 37.99
Total issued Capital .........c.oooiiiiiiii e 678,143 100.00

Further information on share capital is included in note 30 and is accessible on the Company's website, www.tm.is.

Corporate governance

The Governance of TM follows the Companies Act no. 2/1995, Act no. 100/2016 regarding insurance activities and
Guidelines on Corporate Governance issued by the Icelandic Chamber of Commerce, Nasdaq Iceland hf. and the
Confederation of Icelandic Employers, last issued in May 2015. However TM does not follow the guidelines in
relation to allowing the shareholders to participate meetings electronically, in whole or partially, there including to vote
without being present. Based on the size and composition of the Groups shareholders, there have not been a
reason to deviate from existing arrangements. Shareholders are instead offered to vote in writing as allowed by the
Companies Act. Nomination Committee has not been appointed by shareholders meeting. Referenced laws can be
accessed on the website of the Parliament, althingi.is and the guidelines can be found on the website of the Icelandic
Chamber of Commerce, vi.is. Additionally, the corporate governance is based on various internal rules that have
been set such as the Articles of Association, Rules of Procedure of the Board, the Audit Committee and the
Remuneration Policy. These rules can be accessed on the Company's website, tm.is. The Company has been
recognized as Exemplary in Corporate Governance by the Center of Corporate Governance at the University of
Iceland.
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Report and Statement of the Board of Directors and the CEO, contd.

Think ahead

In line with community changes, TM's customer service has changed over the 61 years in business. People's needs
and circumstances differs, are constantly changing and the service must take those changes into account. TM's main
challenge is the great changes we are facing regarding rapid technological advancement. Computer and smartphone
development has already transformed many things in everyday life, but it's all just at a starting point. Consumers are
becoming increasingly demanding and require companies to provide them with the appropriate solutions at the right
time. Although insurance operations are in the historical context conservative operations, it is expected that in the
next 10 years there will be more changes in the industry than over the last 30 years. We at TM realize that innovation
is the key to meeting the demands of the future. Our mission is to offer our customers with new solutions and
services that meets their requirements. TM's goal is to offer products and services that exceeds customer
expectations and strengthens our relationship with with them with a broader range of services than before.

Risk Management

Vigorous risk management makes the Company better prepared to deal with unexpected events in the external
environment and increases its competitiveness. TM has a coordinated risk management that operates in accordance
with the risk management policy that is approved by the Board. In the policy the risk management process is defined
and roles and tasks are indicated. The Board and Management manage the Company's risk in accordance with the
Risk Appetite Statement, in which the tolerable and acceptable risk limits are defined. The risk management monitors
and measures risk and informs the Board of the Company quarterly with risk reports about whether the risk taking
and solvency is within the predefined risk limits of the Board.

The internal control of the company is based on a clear organisational structure along with segregation of duties and
guidelines, as well as management system on information security, everything is under the supervision of internal
auditors. Internal control aims to ensure that the Company is achieving its operating objectives and other objectives
regarding its activity, that all information is accurate, and that current legislation is being followed.

The Board of Directors’

The Board of Directors is elected at the Annual General Meeting and shall consist of five members and two
alternates.

Board members are:

Andri Pér Gudmundsson, Business Administration. CEO of Olgerdarinnar Egils Skallagrimssonar ehf. Einar Orn
Olafsson, Engineer. Investor. Kristin Fridgeirsdéttir, Engineer. Lecturer at the London Business School. Ragnheidur
Elfa bPorsteinsdattir, Lawyer. Private practice and lecturer at the University of Akureyri. Orvar Keernested, chairman of
the Board, Business Administration. Investor.

Alternate members are:

Bjarki Mar Baxter, Lawyer. Chief Counsel at Wow Air. Bryndis Hrafnkelsdéttir, Business Administration. CEO of
Happdraetti Haskola islands. The Board of Directors is in charge of the Company’s operations and has overall control
over the Company’s operations. The work of the Board generally takes place at the Board meetings. The meetings
shall be held at least every two months.

The CEO is responsible for daily operation and makes decisions on the subjects for which he is responsible and are
not assigned to others by laws. Daily operations do not include measures that are unusual or significant, the
competence of the CEO is further illuminated in his contract of employment, the Company's risk taking intention and
its investment strategy that the Board has approved. The CEO is responsible for providing information to the Board
about operation and other things that the Board considers necessary to fulfil its obligations. The CEO of
Tryggingamidstodin is Sigurdur Vidarsson.

The Audit Committee is one of two subcommittees of TM. The Audit Committee now consists of the Board members
Andri bor Gudmundsson and Einar Orn Olafsson. Anna Skuladéttir, Certified Public Accountant, is also part of the
committee and is the Chairman of the committee. The Audit Committee shall meet a minimum of four times a year. It
is its role to supervise the accounting, internal control of the Company, and more.

The Remuneration Committee is the other subcommittee under TM’s Board of Directors. The committee consists of
two members of the Board of directors, Kristin Friégeirsdéttir, who is also the chairman of the committee, and
Ragnheidur Elfa borsteinsdéttir and also boérdis Jona Sigurdardéttir, CEO of Hjallastefnan. The Remuneration
Committee shall meet a minimum of twice annually. The Committee s purpose is to prepare decisions of the Board of
Directors about general remuneration policy of the Company regarding compensations to the CEO and other
members of the board according to Companies Act.

The composition of the Board and alternate members shall meet the requirements of the Companies Act to ensure
that the proportion of male or female is not lower than 40%. The main board is comprised of two women and three
men. The Board has not set any other policies on diversity in management of the company other than that
candidature for the Board shall be individuals with different backgrounds.
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Report and Statement of the Board of Directors and the CEO, contd.

Corporate Social Responsibility

The Company’s policy for Social Responsibility includes three main pillars, prevention, privacy and data protection,
and support for community growth. The Company’s main role is to offer services to individuals, companies and
institutions and to assist them with appropriate insurance and to recover from setbacks. The Company’s employees
and the Board of Directors believe that with Social Responsibility as a guidance, they can significantly reduce
likelihood of setbacks that have an adverse effect on its image and reputation. Social responsibility is used on daily
decision making basis and therefore has a positive impact on society, improves resource utilisation, increases
knowledge and reduces costs. A clear vision of Social Responsibilities also adds value to the Company’s integrity
and fairness.

The Company has signed Festa and Reykjavik city’s declaration for Climate Change with targets in place for 2030.
The Company’s goal is to reduce carbon emissions by at least 34% and increase waste collecting to 98% during that
time. In 2015 the Company launched systematic measurements for Climate Change and in 2017 carbon emissions
were measured at 1,34 tons per employee (2016: 1,32 tons).

The Company’s main employee policy is that the company employs qualified, honest and innovative staff, and for TM
to provide their employees with the best conditions to perform their work and the potential to grow and develop in
their work. A clear employee policy supports the Company in providing and maintaining excellent services to
customers and work colleagues. At TM everyone submits contributions to create an excellent working environment.
The Company’s policy is to ensure employees feel comfortable in the workplace where they are actively involved
with support and fairness from the Company. Communication and appearance is characterised by honesty, respect
and trust. Analysis of the workplace are performed regularly and results are systematically used in order to increase
job satisfaction. TM emphasizes gender equality and equality is among top priorities in the Company’s future
development and vision. Each employee is evaluated for their own merits regardless of gender and all discrimination
is prohibited within the company in whatever form it appears. TM has been declared with equal pay assurance since
2014 and was one of the first companies to receive Capacent’s assurance of gender equality.

Statement by the Board of Directors and the CEO

The consolidated financial statements of Tryggingamidstdéin hf. have been prepared in accordance with the
International Financial Reporting Standards (IFRS) as adopted by the EU and other disclosure requirements for
consolidated financial statements with listed shares on a regulated stock market.

According to the best of our knowledge, the consolidated financial statements of Tryggingamiéstodin hf. for the year
2017 give a true and fair view of the assets, liabilities, financial position at year end and financial performance of the
Group during the year.

Further, in our opinion the consolidated financial statements and the statement of the Board of Directors and the
Chief Executive Officer give a fair view of the development and performance of the Company’s operations and its
position and describes the principal risks and uncertainties faced by the Group. Reference is made to notes 35-40 in
the consolidated financial statements regarding information on financial risk management.

The Board of Directors and the CEO have today discussed the annual consolidated financial statements of
Tryggingamidstddin hf. for the year 2017 and confirm them by means of their signatures. The Board of Directors and
the CEO submit the financial statements to the Annual General Meeting for approval.

Reykjavik, February 16, 2018

Board of Directors:

Orvar Kaernested

Andri Pér Gudmundsson

Einar Orn Olafsson

Kristin Fridgeirsdottir
Ragnheidur Elfa borsteinsdéttir

CEO:

Sigurdur Vidarsson
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Independent Auditors' Report

To the Board of Directors and Shareholders of Tryggingamidstodin hf.

Opinion

We have audited the accompanying consolidated financial statements of Tryggingamidstddin hf. which comprise the
Report and Statement of the Board of Directors and the CEO, the consolidated income statement and the consolidated
statement of comprehensive income for the year 2017, the consolidated balance sheet as of December 31 2017,
consolidated statement of changes in equity and consolidated statement of cash flows for the year then ended, and 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 financial position of the
Company as at December 31, 2017, and of its financial performance and its cash flows for the year then ended in
accordance with International Financial Reporting Standards (IFRS) and that the directors report includes applicable
information in accordance with Icelandic law on annual accounts if not presented elsewhere in the financial statements.

Basis for opinion

We conducted our audit in accordance with International Standards on Auditing. Our responsibilities under those
standards are further described in the Auditor's Responsibilities for the Audit of the Financial Statements section of our
report. We are independent of the Company in accordance with the ethical requirements applicable in Iceland and are
relevant to our audit of the consolidated financial statements. We have fulfilled our other ethical responsibilities in
accordance with these requirements.

We believe 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 judgment, 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

Audit procedures

Estimate of claims outstanding, including assumptions
and calculations on which it is based on.
Refer to note 32 "Technical provisions "

PwC’s actuarial specialists assisted us in performing our
audit procedures.

Audit of claims outstanding estimates included, among

Claims outstanding is the value of reported claims and
actuarial plan for claims incurred but not reported and
amounts to ISK 12,639,902 thousand at the end of the year
2017 and represents 61% of total liabilities.

Claims outstanding is a material financial statement line
item and because of complexity and the magnitude of
estimation in relation to calculation of the claim reserve it is
a key audit matter in our audit.

The estimation of claims outstanding is dependent on
professional judgement and is based on total amount of
reported outstanding, plus actuarial estimate of claims that
have incurred but not yet been reported, settlement costs,
risk premium and other factors. In making these
estimations, best estimates of future contractual cash flows
and claims handling are used.

It is specifically difficult to estimate claims incurred but not
yet reported at each reporting date as there can be limited
information about the claim. In addition there is more
variability between initial estimates and final estimates for
claims where there is a greater length of time between the
initial claim event and settlement.

The valuation of outstanding claims relies on the quality of
the underlying data. It involves complex and subjective
judgements about future events, for which small changes in
assumptions can result in material impacts to the estimates.
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others, the following factors:

Claims handling process and the estimation process were
understood and evaluated. We understood and evaluated
management's presumptions in estimating the claims
outstanding, including historical data about settlement of
claims to different business classes. Our evaluation
included, among other things, reviewing and assessing
important factors in the estimation of the claims
outstanding.

We tested with sampling completeness and accuracy over
the data which the claims estimations are based on. We
tested reconciliations between systems which the claims
outstanding calculations are based on.

PwC's actuarial specialists performed
calculation of the claims outstanding.

independent

In addition we performed testing on insurance policy,
unsettled and settled claims.

Related notes were reviewed.



Independent Auditors' Report contd.

Key Audit Matters

Audit procedures

Valuation of unlisted securities
Refer to note 24 "Financial assets and financial liabilities"

Securities are the Group’s largest asset amounting to ISK
26,290,067 thousands or the equivalent of 76% of total
assets at year end 2017.

A significant part of securities assets are listed on the
market and therefore their quoted market prices are known
at the end of the reporting period.

The part of the securities assets requiring special attention
in the audit are unlisted securities where fair value is
estimated using valuation techniques and is subject to
uncertainty. Therefore unlisted securities are a key matter in
the audit.

PwC’s valuation experts assisted us in auditing unlisted
securities.

Audit of unlisted securities included, among other things,
the following factors:

Investment process was understood and evaluated. We
understood and evaluated the methodology and
assumptions for valuations and compared with common
criteria for similar assets.

We performed sampling procedures of securities and
performed an independent calculation on fair value. The
data on which the calculation and assumptions were based

on in different valuation methods were reviewed and
Valuation techniques can be the use of recent arm’s length assessed.
market transactions, reference to the current fair value of
another instrument that is substantially comparable,
discounted cash flow techniques, option pricing models or
any other valuation technique that provides a reliable
estimate of prices obtained in actual market transactions.
These securities are defined in level 2 and 3 according to
level of fair value. The value of these securities amount to
ISK 12,825,758 thousand or the equivalent of 37% of total
assets at the year end 2017.

We verified those cases where valuation was based on
recent transaction.
levels was

Classification of securities in fair value

reviewed.

Related notes were reviewed.

Other information in the annual report

The Board of Directors and CEO are responsible for other information. Other information comprises the annual report, but
does not include the consolidated financial statements and our auditor’s report thereon. The annual report is not available
at our signing date of our opinion but is expected to be made available to us prior its publication.

Our opinion on the consolidated financial statements does not cover other information and we do not express any form of
assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read other information in the
annual report when it is available and, in doing so, consider whether the other information is materially inconsistent with
the consolidated financial statements or our knowledge obtained in the audit or otherwise appears to be materially
misstated. If, based on the work we have performed, we conclude that there is a material misstatement of this other
information, we are required to report that fact.

Responsibilities of Management and Those Charged with Governance for the Consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the consolidated financial statements in
accordance with IFRS, and for such internal control as management determines is necessary to enable the preparation of
financial statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Company’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 management either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor’s Responsibilities for the Audit of the Consolidated Financial Statements

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

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

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

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

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

Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based on the
audit evidence obtained, whether a material uncertainty exists related to events or conditions that may cast significant
doubt on the 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 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 Company 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 financial statements represent the underlying transactions and events in a manner that
achieves fair presentation.

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

We communicate with those charged with governance 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 those charged with governance 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 those charged with governance and the audit committee, we determine those
matters that were of most significance in the audit of the 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.

Reykjavik, February 16, 2018

PricewaterhouseCoopers ehf.

Arna G. Tryggvadottir
State authorized public accountant

Bryndis Bjork Gudjonsdaéttir
State authorized public accountant
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Consolidated Income Statement and Consolidated Statement of
Comprehensive Income for the year 2017

Notes 2017 2016
Premiums €arNed ..........cooooivviiiiei e 15,615,544 14,812,940
Outward reinsSuranCe PremilmMS ........c.coeeiciiriiee e e e e e e e e e e e eavraeeeeas ( 630,763) ( 753,369)
Earned premiums, net of reinsurance 10 14,984,781 14,059,571
FINGNCE INCOME ...ttt e e e e e eaaaa 1 3,718,006 3,038,247
Finance income from investment properties ...........ccccocevieiiiiiiiiicieiiee e, 12 31,822 139,680
(O] (g T=T T (o701 3 o[ YRS 36,879 41,120
Total income 18,771,488 17,278,618
(07 =114 TSN T Vot =T OSSR ( 12,205,660) ( 11,476,078)
Claims incurred, reinSUrers' SNare ..........ooooovveieee i 333,138 757,568

Claims incurred, net of reinsurance 13 ( 11,872,522) ( 10,718,510)

OPErating EXPENSES ....cccvtiiiiiiiiie ittt 14 ( 3,404,574) ( 3,302,611)
INEErEST EXPENSES ...veiiiiiie ettt e e e e e e e e e e e 16 ( 161,537) ( 247,347)
LT o T {0 0 =Y o | SRS 17 ( 125,936) ( 57,330)
Total EXPENSES ... ( 15,564,569) ( 14,325,798)
Profit before incometax ..................ccoccc 3,206,919 2,952,820
[[gTeTe] 1 g1 = SO OSO 19 ( 83,866) ( 355,580)
Profit and Comprehensive Income for the year ............................. 3,123,053 2,597,240
Attributable to
Equity holders of the parent ... 3,123,055 2,597,244
MINOKILY INTEIEST ...eeeeiieii e e e e e sanees ( 2) ( 4)
3,123,053 2,597,240
Earnings per share
Basic and diluted earnings per share ...........ccccccoooviiiiiii e 18 4.61 3.80

The notes on pages 14 to 46 are an integral part of these consolidated financial statements.
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Consolidated Balance Sheet as of December 31, 2017

Assets

OPErating @SSELS ....uuviiiiiiiiciie e
INVesStMENt Properties .........oooo e
Goodwill and other intangible @ssets .............cccoeveiiiiiiiiei e
Restricted Cash ... e

Securities .....

Investment where investment risk is borne by life-insurance policyholders ....
Deferred tax @sSSet ..o e
Assets classified as held for sale ...
ReINSUranCe @sSets ........oooiiiiiiiiiie e
Trade reCeiVabIes ..........oooiiiiiiii e
Cash and cash eqUIValeNts ..........ooooiiiiiii e e

Equity
Share capital

Share PremiUM ..o

Reserves .....

ReStrCted r@SErVeS ..o
Retained €arnings ..........uuuiuiiiiiiiii e
Shareholders @QUILY .........eeviiiii e
MiInOrity INTEreSt ...

Liabilities

TechniCal PrOVISION .....ccccoeiiiiiei e
Technical provision for life-insurance policies where investment

risk is borne by the policyholders ...
Liabilities in connection with investment properties ............cccccccciiiiiiie.
Trade and other PaYabIes .........oovuiiiiiiiiiiiiiieiiiieeeeeee et eeeeeeeeeees
Subordinated debt ...

Notes

21
22
23

24
24
25
26
27
28
29
24

30,31

32

25
33
34
33

10

31.12.2017 31.12.2016
342,615 386,132
48,171 120,334
313,151 249,909
6,743 189,745
1,299,709 1,561,160
26,290,067 23,948,765
27,903 0
81,046 93,559
9,540 445
498,028 1,050,023
4,611,990 4,036,872
1,129,841 713,026
34,658,804 32,349,970
678,143 678,143
425,516 425,516
270,710 270,710
4,640,460 2,238,832
8,087,546 8,866,119
14,102,375 12,479,320
26 28
14,102,401 12,479,348
17,191,363 16,196,635
27,903 0
25,803 77,111
1,201,702 1,526,587
2,109,632 2,070,289
20,556,403 19,870,622
34,658,804 32,349,970

The notes on pages 14 to 46 are an integral part of these consolidated financial statements.
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Consolidated Statement of Changes in Equity for the year 2017

Equity holders of the Parent Company

Equity 1.1.2016 ...oooeeerrrene.

1

Minority Total
interest equity
35 12,158,580

Comprehensive

INCOME ..o
Restricted reserves ..............
Shareholders

Purchased own shares ......... (
Paid out dividends
Change in minority interest ...

( 4) 2,597,240

0
( 776,469)
( 1,500,000)
( 3) ( 3)
( 3) ( 2,276,472)

Equity 31.12.2016 .....oorennen....

28 12,479,348

Equity 1.1.2017 ...coeovveieene

28 12,479,348

Comprehensive

iNCOME ..o
Restricted reserves ..............
Shareholders
Paid out dividends ................
Change in minority interest ...

( 2) 3,123,053

( 1,500,000)
0

0 (_ 1,500,000)

Equity 31.12.2017 oo,

26 14,102,401

In June 2016, the Icelandic Parliament passed a legal reform of the Icelandic Financial Statements Act no. 3/2006, which limits the permitted amount for distribution
of dividends. Under the new law, companies that apply the measurement of financial assets at fair value through profit and loss have to recognize unrealized fair
value changes before income tax, as appropriate, to restricted retained earnings. Realised fair value changes are recognized from restricted to unrestricted retained
earnings. In addition to these changes, if share of profit of its subsidiaries and associates are higher than the received dividend or the dividend that has been

decided to distribute then the difference shall be recognized among restricted retained earnings.

Due to uncertainties in the interpretation of certain Articles, the disclosure of retained earnings in the Consolidated Financial Statements of TM hf. for the year 2017
may change following further clarification of the Act. The change will concern potential reclassification between restricted reserves and retained earnings.

The notes on pages 14 to 46 are an integral part of these consolidated financial statements.
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Consolidated Statement of Cash Flows for the year 2017

Net cash from operating activities

Premiums, rECEIVEA ...........iiiiii e e
(07 =10 E- T o = o [ PSR
Operating Cost, PaId .....cooouiiiiiie e

Finance iINCOME, IECEIVEA ...........iiiiiieeeee et eeaa s
Finance eXpense, Paid ........ocoiviiriiiiiieiiiee ettt
Investments INCOME, FECEIVEA .........oooueiiiieeeee e e
Finance income from investment properties, received ............cccccceeeeeiicinineenn..
Operating COSt, PAIA ......ccoiiiiiiiii e

INCOME taX PAI ....eeiiiiii e enennnnnes

Investing activities

SEeCUrtiIES, ChANGE ....eeiiiiiieiee e a e
Restricted cash, change ...
Loans, Change ...
Investment properties, Change ...
Operating assets, additioNS ...........cooooiiiiiiiiiii i
Operating assets, SAlES ..o
Intangible assets, additions ...

Financing activities

Purchased OWn Shares ... e

Dividend paid to shareholders .........ccooocoiiiiiiiiii

BOrrowing, Change ...
Net cash flow used in financing activities

Increase (decrease) in cash and cash equivalents ...........cccccccevrrriiiicccnnennns
Cash and cash equivalents at the beginning of the year ...........ccccccvvueenn.

Cash and cash equivalents at the year-end ...........cccccvvnriiniiinnincnnininenn,

Notes

12

2017 2016
14,617,252 14,241,398

( 10,693,383) ( 10,726,912)
( 2,852,599) ( 2,676,486)
1,071,270 838,000
403,873 319,826

( 121,057) ( 166,193)
728,711 1,502,327

781 15,076

( 388,991) ( 364,975)
623,317 1,306,061

( 281,766) ( 323,413)
1,412,821 1,820,648
139,567 733,716)
183,002 28,271
288,788  ( 211,853)
60,043 737,391

( 44,599) ( 23,066)
26,782 4,900

( 123,197) ( 102,109)
530,386 | 300,182)

0 776,467)

( 1,499,750) (  1,499,609)
( 26,642) ( 526,971)
( 1526,392) ( _ 2,803,047)
416,815 (  1,282,581)
713,026 1,995,607
1,129,841 713,026

The notes on pages 14 to 46 are an integral part of these consolidated financial statements.
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Notes

1. The Company
Tryggingamidstddin hf.'s ("The Company") registered office is at Sidumduli 24 in Reykjavik, Iceland. The
consolidated financial statements of Tryggingamidstddin hf. as at and for the year ended 31 December 2017
comprise the company and its subsidiaries, together referred to as the “Group”. List of the subsidiaries is
included in note 43. Tryggingamidstddin's main operation is non-life insurance, life insurance and financial
operation.

2. Basis of preparation
The consolidated financial statements have been prepared in accordance with International Financial Reporting
Standards (IFRS) as adopted by the EU.

The financial statements were approved by the Board of Directors of Tryggingamidstddin hf. on February 16,
2018.

These financial statements are translated from the original which is in Icelandic. If there are discrepancies
between the two versions, the Icelandic version will take priority over the translated version.

3. Functional and presentation currency
The consolidated financial statements are prepared in Icelandic Krona (ISK), which is the Company's functional
currency. All financial information has been rounded to the nearest thousand unless otherwise noted.

4. Foreign currency
Transactions in foreign currencies are translated to the respective functional currency of Group entities at
exchange rates at the dates of the transactions. Monetary assets and liabilities denominated in foreign currencies
at the reporting date are retranslated to the functional currency at the exchange rate at that date. Foreign
exchange differences arising on translation are recognised in the income statement.

5. Basis of consolidation

Subsidiaries are entities over which the Group has control. Control exists where the Group has the power to
govern the financial and operating policies of an entity for it's benefit. When assessing control, potential voting
rights that are currently exercisable are taken into account. Subsidiaries are consolidated from the date on which
control is transferred to the Group and de-consolidated from the date that control ceases. Transactions between
companies within the Group, balances between them and unrealised gains and losses on transactions between
Group companies are eliminated. Minority interest represents net assets that the Group does not own, neither
directly nor indirectly. Minority interest is shown separately in the consolidated income statement and is included
in equity in the consolidated balance sheet, separately from equity attributable to shareholders of the Group.

6. Basis of measurement
The consolidated financial statements are prepared on the historical cost basis except for securities and
investment properties, which are measured at fair value.

7. Use of estimates and judgements
The preparation of the consolidated financial statements in accordance with IFRS requires management to make
judgements, estimates and assumptions. that can affect the reported amounts of assets and liabilities, as well as
income and expenses. Actual outcome can later, to some extent, differ from the estimates and assumptions
made.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are
recognised in the period in which the estimate is revised and in any future periods affected.

Key sources of estimation uncertainty
(i)  The ultimate liability arising from claims made under insurance contracts

The estimation of the ultimate liability arising from claims made under insurance contracts is the Group's most
critical accounting estimate. There are several sources of uncertainty that need to be considered in the
estimation of the liability that the Group will ultimately pay for such claims. The greatest uncertainty is in the
damage assessment of reported claims as well as assessment of unreported claims. Risk related to life
insurance, especially accident insurance depends on many factors that can make the sensitivity analysis difficult.
For further reference refer to note 32 and for sensitivity analysis in note 36.

Consolidated Financial Statements of Tryggingamidstédin hf. 2017 Amounts are in ISK thousands
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Notes, contd.

7. Use of estimates and judgements, contd.

(ii) Determination of fair values of financial instruments
As indicated in note 24 the Group’s securities are mostly measured at fair value. For the majority of these
financial instruments, quoted market prices are readily available. Methods used to estimate the fair value of
unquoted securities are based on recognised valuation techniques. The greatest uncertainty is due to a lack of
access to information from relevant business units and the assessment of liquidity premium.

Fair value estimates are made at a specific point in time, based on market conditions and information about the
financial instrument. These estimates are subjective in nature and involve uncertainties and matters of significant
judgement e.g. interest rates, volatility, estimated cash flows etc.

(iii) Determination of impairment of financial assets
Financial assets accounted for at amortised cost are evaluated for impairment on the basis described in note 17.
The assessment for impairment is based upon management’s best estimate of the present value of the cash
flows that are expected to be received. In estimating these cash flows, management makes judgements about a
counterparty’s financial situation and the net realisable value of any underlying collateral.

8. Changes in accounting policy and disclosures

(i)  Standards, amendments and interpretations effective on or after 1 January 2017.
There are no IFRSs or IFRIC interpretations that are effective for the first time for the financial year beginning on
or after 1 January 2017 that would be expected to have a material impact on the group.

(i) New standards, amendments and interpretations issued but not yet effective.
The following standards have been issued but are not effective for the financial year beginning 1 January 2017
and not early adopted.

Standard/ Applicable for financial
interpretation Content years beginning on/after
IFRS 9 Financial instruments 1. January 2018
IFRS 15 Revenue from contracts with customers 1. January 2018
IFRS 16 Leases 1. January 2019
IFRS 17 Insurance 1. January 2021

IFRS 9 Financial Instruments
IFRS 9 addresses the classification, measurement and derecognition of financial assets and financial liabilities,
introduces new rules for hedge accounting and a new impairment model for financial assets.

IFRS 9 'Financial Instruments' does not apply to rights and obligations arising under (i) an insurance contracts as
defined in IFRS 4 'Insurance Contracts', other than an issuer's rights and obligations arising under an insurance
contract that meets the definition of a financial guarantee contract or (ii) a contract that is within the scope of
IFRS 4 because it contains a discretionary participation feature. However, IFRS 9 applies to a derivative that is
embeddive in a contract within the scope of IFRS 4 if the derivative is not itself a contract within the scope of
IFRS 4.

The Group, on the other hand, has significant financial assets related to investment in it's insurance operation
and also has financial liabilities other than insurance liabilities. IAS 39 'Financial Instruments: Recognition and
measurement' now apply to these financial assets and financial liabilities, and the new standards IFRS 9
'Financial Instruments' will apply to those assets and liabilities when it will be effective.

The International Accounting Standards Board approved an amendment of IFRS 4 'Insurance Contracts' in
September 2016, where insurance companies were given the option of either modifying the treatment of certain
contracts recognized under IFRS 9 'Financing' or postponing the adoption of the standard, subject to certain
conditions, until January 1. 2021. A new standard for insurance contracts, IFRS 17, will then applied, and both of
these standards will be adopted concurrently.

Consolidated Financial Statements of Tryggingamidstédin hf. 2017 Amounts are in ISK thousands
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Notes, contd.

8. Changes in accounting policy and disclosures, contd.
The Group has decided to postpone the adoption of the new standard IFRS 9 'Financial Instruments' until
January 1. 2021, as it meets the conditions for postponement. The Group will therefore continue to use the
standard IAS 39 'Financial Instruments: Recognition and measurement’

IFRS 15 Revenue from Contracts with Customers
Nature of change

The IASB has issued a new standard for the recognition of revenue. This will replace IAS 18 which covers
contracts for goods and services and IAS 11 which covers construction contracts.

The new standard is based on the principle that revenue is recognised when control of a good or service
transfers to a customer. The standard permits either a full retrospective or a modified retrospective approach for
the adoption.

Impact

The new IFRS 15 standard does not apply to contracts covered by IFRS 4 'Insurance Contracts', or IFRS 9
'Financial Instruments'. Other income of the Group is insignificant, and the effect of the new standard is next to
none.

Date of adoption by group
Mandatory for financial years commencing on or after 1 January 2018.

IFRS 16 Leases

Nature of change

IFRS 16 was issued in January 2016. It will result in almost all leases being recognised on the balance sheet, as
the distinction between operating and finance leases is removed. Under the new standard, an asset (the right to
use the leased item) and a financial liability to pay rentals are recognised. The only exceptions are short-term
and low-value leases.

The accounting for lessors will not significantly change.

Impact

The standard will affect primarily the accounting for the group’s operating leases for real estate and rental fleet
for vehicles. As at the reporting date, the group has non-cancellable rental fleet commitments of vehicles that the
Group estimates that will be accounted for as right-to-use assets and a lease liability. The Group also has non-
cancellable operating lease commitments for real estate that it estimates will be accounted for as right-to-use
assets and a lease liability. The amounts of the non-cancellable lease commitments as assets and liabilities has
not been estimated.

However, the group has not yet assessed what other adjustments, if any, are necessary. It is therefore not yet
possible to estimate the amount of right-of-use assets and lease liabilities that will have to be recognised on
adoption of the new standard and how this may affect the group’s profit or loss and classification of cash flows
going forward.

Date of adoption by group

Mandatory for financial years commencing on or after 1 January 2019. At this stage, the group does not intend to
adopt the standard before its effective date. The group intends to apply the simplified transition approach and will
not restate comparative amounts for the year prior to first adoption.

IFRS 17 Insurance Contracts

Nature of change

The accounting standard IFRS 17 ‘Insurance Contracts' was issued in May 2017 and will be effective in
accounting periods beginning on or after 1 January 2021. Implementation before that time is allowed. IFRS 17
basically changes the accounting of all companies that issue insurance contracts.

Consolidated Financial Statements of Tryggingamidstédin hf. 2017 Amounts are in ISK thousands
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Notes, contd.

8. Changes in accounting policy and disclosures, contd.
IFRS 17 'Insurance Contracts' establishes principles for the recognition, measurement, presentation and
disclosure of insurance contracts issued. It also requires similar principles to be applied to reinsurance contracts
held and investment contracts with discretionary participation features issued. The objective is to ensure that
entities provide relevant information in a way that faithfully represents those contracts. This information gives a
basis for users of financial statements to assess the effect that contracts within the scope of IFRS 17 have on the
financial position, financial performance and cash flows of an entity.

Impact
The Group has not estimated the impact of this new insurance accounting standard on it's financial statements.

Date of adoption by group
Mandatory for financial years commencing on or after 1 January 2021.

(iii) c) Early adoption of standards
No standards have been early adopted by the Group, prior mandatory, in the year 2017.

There are no other standards that are not yet effective and that would be expected to have a material impact on
the entity in the current or future reporting periods and on foreseeable future transactions.

Consolidated Financial Statements of Tryggingamidstédin hf. 2017 Amounts are in ISK thousands
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Notes, contd.

9. Segment reporting
A segment is a distinguishable component of the Group that is engaged in providing related products or services (business segment), and is classified together (segment).
Segment reporting is a statement of operating segments, based the Company's management and internal reporting structure.

The segments are non-life insurance, life insurance and financial operation. Furthermore, insurance assets are also divided into discrete groups. Insurance contracts that are
considered non-life insurance cover liability damage, accident damage and property damage. Life and health insurance cover premature death and certain serious diseases.
Operating profit of a segment, assets and liabilities, includes items that pertain to certain segments.

Operating segment Non-Life insurance Life insurance Financial operation Group

2017 2016 2017 2016 2017 2016 2017 2016
Premiums ... 15,014,568 14,280,799 600,977 532,141 0 0 15,615,544 14,812,940
OQutward reinsurance premiums ................ ( 461,719) ( 587,892) ( 169,044) ( 165,478) 0 0 ( 630,763) ( 753,369)
Investment income ..........ccccoiiiiii. 605,988 477,080 7,076 5,396 3,104,942 2,555,771 3,718,006 3,038,247
Investment asset income .......................... 0 0 0 0 31,822 139,680 31,822 139,680
Other inCome ........ccccieiiiiiiieee e 0 0 0 0 36,879 41,120 36,879 41,120
Totalincome ............ccooeeiiiiiiie 15,158,837 14,169,987 439,009 372,059 3,173,643 2,736,571 18,771,488 17,278,618
Claims incurred .........ccooeceeiiiieeeiee e, ( 12,039,270) ( 11,347,932) ( 166,390) ( 128,146) 0 0 ( 12,205,660) ( 11,476,078)
Claims incurred, reinsurers' share ............ 257,203 706,963 75,935 50,604 0 0 333,138 757,568
Operating eXpPeNnSes .........ccceevieeeeriieeennnns ( 2,884,446) ( 2,780,592) ( 130,891) ( 140,118) ( 389,237) ( 381,901) ( 3,404,574) (  3,302,611)
Interest expenses .........ccoociiiiiiiiiiiiiieen. 0 0 0 0 ( 161,537) ( 247,347) ( 161,537) ( 247,347)
Impairment ... 0 0 0 0 ( 125,936) ( 57,330) ( 125,936) ( 57,330)
Operating profit of segment ............... 492,324 748,426 217,663 154,399 2,496,933 2,049,993 3,206,919 2,952,820
INCOME taX ..evvviieiieeieeeee e ( 83,866) ( 355,580)
Profit forthe year ................................... 3,123,053 2,597,240
Total assets ..........ccoieeiiiiii 16,815,896 15,880,786 375,467 315,849 17,467,441 16,153,335 34,658,804 32,349,970
Total liabilities .......................coie 16,815,896 15,880,786 375,467 315,849 3,365,040 3,673,987 20,556,403 19,870,622
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Notes, contd.

9. Segment reporting, contd.
The Group’s non-Life insurance operations are specified as follows:

Year 2017 Marine, flight General Accident and
Property and cargo Motor liability health Total Non-Life
insurance insurance insurance insurance insurance Total P& C Reinsurance insurance
Premiums earned ..........ccccccoeveveeveiiieiieeee 3,058,967 1,623,540 7,709,552 938,239 1,684,270 15,014,567 15,014,568
Earned premiums, net of reinsurance ............. 2,849,324 1,433,621 7,689,536 908,473 1,671,895 14,552,849 14,552,849
Investment inCoOmMe .........cooevvvveviiiiiiiiiiiieeeieee, 65,630 24,539 291,349 77,224 147,246 605,989 605,988
Claims incurred, net of reinsurance ................. ( 1,972,471) ( 1,142,098) ( 6,030,642) ( 807,731) ( 1,831,816) ( 11,784,757) 2,691 ( 11,782,067)
Operating EXPENSES .......ccccvereeriiirieriieeeieeenns ( 711,588) ( 324,841) ( 1,430,935) ( 132,514) ( 284,567) ( 2,884,446) ( 2,884,446)
Operating profit .........cccoeeviiiiiiieiiiiccee e 230,895 (8,779) 519,308 45,452 (297,242) 489,635 2,691 492,324
Year 2016
Premiums earned ..........ccccccovevveeviiiieiieiee 2,953,703 2,350,124 6,506,974 808,448 1,661,551 14,280,799 14,280,799
Earned premiums, net of reinsurance ............. 2,685,167 2,091,902 6,493,515 773,779 1,648,545 13,692,908 13,692,908
Investment inCoOmMe .........cooevvvviveiiiiiiiiiiieeeieee, 51,615 73,433 188,224 58,678 105,129 477,080 477,080
Claims incurred, net of reinsurance ................. ( 1,806,423) ( 1,384,846) ( 5,022,613) ( 376,573) ( 2,055,838) ( 10,646,292) 5,323 ( 10,640,969)
Operating EXPENSES .......cccveeeeriiirieriieeiieeenns ( 660,096) ( 429,613) ( 1,307,609) ( 121,672) ( 261,601) ( 2,780,592) ( 2,780,592)
Operating profit .........ccooeeviiiiiiieiiiicieeeee e 270,263 350,876 351,517 334,212 (563,765) 743,104 5,323 748,426

Consolidated Financial Statements of Tryggingamidst6din hf. 2017 Amounts are in ISK thousands



20

Notes, contd.

10.

1.

12,

13.

14,

2017 2016
Earned premiums, net of reinsurance
Premiums WIEN ... e e e e e as 16,017,985 14,855,114
REINSUIEI'S SNAIE ... e e e e e ( 637,121) ( 762,800)
Change in the gross provision for unearned premiums ............ccccccvieeiiiiiiieeieeeeeeee ( 402,441) ( 42,174)
Change in the provision for unearned premiums, reinsurer's share .............cccccocovee... 6,358 9,431
Earned premiums, net of reiNSUranCe ...........ccccoeiiiiieeiciii e 14,984,781 14,059,571

Premiums are recognised proportionally during the period in which insurance covers. Premium liability is the part of
the premium that belongs to subsequent financial years. Recognised premiums in the income statement are
therefore the premiums that occurs during the operating year plus transferred premiums from previous years, less
premiums for subsequent years. Premiums written for the period are presented less depreciated premium but
without commissions or sales cost.

Finance income

Interest income presented in the income statement include interest on financial assets and liabilities at amortised
cost on an effective interest rate basis. Net income from investments in securities comprise gain on sale of shares,
changes in fair value of investment and interest income and dividend. Dividend income is recognised in the income
statement on the date the entity's right to receive payments is established. Foreign exchange rate difference
comprises foreign exchange changes arising from assets and liabilities denominated in foreign currencies.

2017 2016
Interest income from dePOSItS .........evviiiiiiiiiie e 45,582 52,352
Interest iINCOMeE froM DONAS .......oeeiie e e 130,416 143,730
Other iNtEreSt INCOME ......ooveeeiiieeeee et e e 274,771 253,080
Net income from INVESTMENES .......eeeniiiiee e 3,283,961 2,742,628
Exchange rate difference ..........c.ocooiiiiiiiiii ( 16,724) ( 153,543)
Finance income, total ..............ooooiiiiiiii e 3,718,006 3,038,247

2017 2016
Income from investment properties
Change in fair VAlUE .........ooo et e e e et e e e e 27,891 124,129
Rental INCOME ..., 3,931 15,551
Total investment asSet INCOME .........ueieiiiiieee et 31,822 139,680

Changes in valuation represent fair value changes of investment properties as well as gain or loss, shown in note
22. Rental income is recognised in the period it occurs.

2017 2016
Claims incurred, net of reinsurance
L0 =114 TS0 o = o SO TSPP PRI ( 11,613,374) ( 10,951,592)
Claims paid, reiNSUrer's Share .............oooiii e 891,492 266,563
Change in the provision for Claims ...........ccooiiiiiiiiii e ( 592,286) ( 524,486)
Change in the provision for claims, reinsurer's share ...............cccocoie. ( 558,354) 491,005
Claims incurred, net of reinsurance, total ..............cooeiiiiiii e ( 11,872,522) ( 10,718,510)

Operating expenses

Operating expenses consist of salary expenses, market costs, computer expenses, office and administrative
expenses, housing costs, depreciation and other expenses. The largest part of housing costs is the rental cost of
the Company’s headquarters. The rental contract is in effect until 2023 and the Company has pre-emptive right to
rent the asset at the end of the rental period.

2017 2016
Salaries and related EXPENSES .......ciiii it 1,752,512 1,646,752
OPEratiNng EXPENSES .......uuviiiiiie ettt e e ettt e e e e s et e e e e e e s e e ea e e s e e nbaeaaeaeaaannaes 1,652,062 1,655,859
Operating eXpenSES, t01al ........oiiiiiiiiiie e 3,404,574 3,302,611
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2017 2016
15. Salaries and related expenses

SAIAMES ...ttt e e e e e e e e e ———— e e e e e aaaaabaaaaaaas 1,386,819 1,309,006
Defined contribution EXPENSES .........cccuiiiiiiiic e 156,296 135,707
PAYTOIl TAX ....eeeeee ettt et e e e e e e e e e e e e e naeeaaaaaaaas 190,108 183,125
Other salary related EXPENSES ........ocuuiiiiiiee et a e 19,289 18,914
Salaries and related expenses, total .........ooo i 1,752,512 1,646,752
Average number of full time equivalent employees ..........c.cccooeiiiiiiiiiiiiiiiiieee e 122 122

The Board of Directors of TM has approved rules regarding a salary bonus system in accordance with applicable
rules of the FSA no. 299/2012. Payments during the year according to the system amounted to ISK 22 million.
Possible total obligation due to unpaid salary bonus amounts to ISK 62 million.

2017 2016

16. Interest expenses
Interest expense 0N DOITOWINGS .....cocoviiii i 7,120 92,892
Interest expense on subordinated debt ... 148,423 151,461
Other INTEreSt EXPENSES .....vviiiiiiiiiieeiee et e e e e e e e e s e e ae e e e e e eenannes 5,994 2,994
Interest expenses, total ... 161,537 247,347

17. Impairment of financial assets
Financial assets not at fair value through profit and loss are assessed at each reporting date to determine whether
there is any objective evidence that it is impaired. A financial asset is considered to be impaired if objective
evidence indicate that one or more loss events have occurred after the initial recognition of the asset and that the
loss event has an impact on the estimated future cash flows of that asset.

Objective evidence that financial assets (including equity securities) are impaired can include default or delinquency
by a borrower, restructuring of a loan or advance by the Group on terms that the Group would not otherwise
consider, indications that a borrower or issuer will enter bankruptcy, the disappearance of an active market for a
security, or other observable data relating to a group of assets such as adverse changes in the payment status of
borrowers or issuers in the group, or economic conditions that correlate with defaults in the group.

An impairment loss in respect of a financial asset measured at amortised cost is calculated as the difference
between its carrying amount, and the present value of the estimated future cash flows discounted at the original
effective interest rate.

Individually significant financial assets are tested for impairment on an individual basis. The remaining financial
assets are assessed collectively in groups that share similar credit risk characteristics. All impairment losses are
recognised in profit or loss.

An impairment loss is reversed if the reversal can be related objectively to an event occurring after the impairment
loss was recognised. For financial assets measured at amortised cost the reversal is recognised in profit or loss.

2017 2016
Impairment on securities and [0ANS ...........oociiiiiiiii e ( 6,602) 48,554
Impairment on accounts receivable ..............covvvviiiiiiiiiiii 132,538 8,777
Impairment, t0tal ... e e 125,936 57,330

18. Earnings per share
Earnings per share is calculated by dividing the profit by the average number of share during the year.

2017 2016
0 USSR 3,123,055 2,597,244
Weighted average number of shares..............ccccoooeiiiiiiiic e 678,143 682,610
BasiC €arnings Per SNAIE..........coiiiiiii i 4.61 3.80

Diluted earnings per share is equal to basic earnings per share since the Company has no share options of the
Company's personnel or convertible loan agreements.

Consolidated Financial Statements of Tryggingamidst6din hf. 2017 Amounts are in ISK thousands
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19.

20.

21.

Income tax and financial activity tax

Income tax on the profit or loss for the year comprises current tax, financial activity tax and deferred tax. Income tax
expense is recognised in profit or loss except to the extent that it relates to items recognised directly in equity, in
which case it is recognised in equity.

Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted or substantially
enacted at the reporting date, and any adjustment to tax payable in respect of previous years.

Deferred tax is measured at the tax rates that are expected to be applied to the temporary differences when they
reverse, based on the laws that have been enacted or substantively enacted by the reporting date.

Income tax recognised in the income statement is specified as follows: 2017 2016
Current taxX PaYADIE ........cooiiii s 204,281 414,695
Difference between estimated and assessed taxes ........c.cccoevvviiiiiiiiiiecsii e ( 132,929) ( 485)
DEferred 1aX ....veeiiiieii e 12,513 ( 58,630)
Total income tax in income statement ... 83,866 355,580
Effective tax rate: 2017 2016
Profit before income tax ............cceeeeiiiiiiiiiiiieieeeeeeee, 3,206,919 2,952,820
Income tax using Icelandic corporation tax rate ........ 20.0% 641,384 20.0% 590,564
Non tax deductible expenses .........ccccccoveeecieeeineennn. 0.0% 114 0.0% 16
Tax exempt reVeNUEe ........c.cooviuiieeeieiiiiieeee e (13.3%) ( 425,258) (7.9%) ( 234,515)
Other iteMS ...cooueiiiiieee e (4.1%) ( 132,929) 0.0% ( 485)

0.0% 556 0.0% 0
Effective taxrate .......ccooeevviiiiiiiiiiieee e 2.6% 83,866 12.1% 355,580

Auditor’s fee

2017 2016
External auditor
Audit and review of financial statemeNnts ...............eeevvvieieriiiiiiiieieieeeieeeee e 16,874 13,635
(O] (g V=T = TU Lo [ AT oY o Y SRR 6,005 2,959
OthEI SEIVICES ...ttt e e e et e e e e e s e s st s e e e e e e e e ssbareeaaeesaannes 278 223
Other auditors
Internal audit and Other SEIVICES ........cooooiiiiiiiii e 8,411 7,514

Operating assets
Operating assets are stated at cost less accumulated depreciation and impairment losses. At the end of each
reporting day it is determined whether evidence exists of impairment.

The cost of replacing a part of an item of operating asset is recognised in the carrying amount of the item 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 carrying amount of the replaced part is derecognised. All other costs are recognised
in the income statement as an expense as incurred.

Depreciation is calculated on a straight-line basis over the estimated useful lives of each item of operating assets.
The depreciation method, useful lives and residual values are reassessed at the reporting date and adjusted if
appropriate. The estimated useful lives are as follows:

Useful Depreciation

Economic Rate

Life
BUITAINGS ettt sa e e st e st st s n e 17-33 years 3-6%
Other Operating @SSEtS ......cciiiiiiiie e e e e 3-10 years 10 - 33%

Consolidated Financial Statements of Tryggingamidst6din hf. 2017 Amounts are in ISK thousands



23

Notes, contd.

21. Operating assets, contd.

Tangible assets on the balance sheet are as follows: Office

equipment,

hardware,
Buildings vehicles Total
Total value 1.1.2016. ...t e e e 166,078 707,336 873,414
Additions during the year 2016..............cooeeeeiiiiiiiiee e 0 22,000 22,000
Sold and disposals during the year 2016............cccocveeeiiiieeinceneene 0 ( 24,554) ( 24,554)
Total value 31.12.2016......ccooeiieeiiee e 166,078 704,782 870,860
Previously depreciated...........cc.oovviiiiiiiiiiie e 111,180 332,557 443,737
Depreciated during the year............oooii e 3,562 58,067 61,629
Sold and disposals during the year 2016...........ccccooceeeiiieeencin e 0 ( 20,638) ( 20,638)
Total depreciation 31.12.2016.........cccoooiiiiiiie e 114,742 369,986 484,728
Book value 31.12.2016.......cccceeieeeiieeeeeieee e 51,336 334,796 386,132
Total value 1.1.2017 ..ot 166,078 704,782 870,860
Additions during the year 2017 ..o 21,226 23,372 44,598
Sold and disposals during the year 2017..........ccccovviviiiiieeieeee ( 13,419) ( 38,885) ( 52,304)
Total value 31.12.2017 .....oi ettt 173,885 689,269 863,154
Previously depreciated..............ooiiiiiiii e 114,742 369,986 484,728
Depreciated during the year............ccoooeee 3,053 56,509 59,562
Sold and disposals during the year 2017.............ccccoiiiiiiiiiici ( 4,862) ( 18,888) ( 23,750)
Total depreciation 31.12.2017......c.ooiiiiiiiiiee e 112,933 407,607 520,540
BoOk value 31.12.2017 ......eiiieie et 60,952 281,662 342,615

Official tax valuations of buildings at year end 2017 amounted to ISK 159 million and land to ISK 27 million, total of
ISK 186 million. The insurance value of these assets amounted to ISK 246 million.

22. Investment properties

Investment properties are carried at fair value in accordance with the IAS 40 Investment Property and IFRS 13 Fair
Value Measurement. All of the investment properties are categorised under Level 2 of the fair value hierarchy. The
fair value measurement is performed by the employees of the Company. Assumptions are based on management's
assessment and therefore the real value can be different from the valuation. Market values of similar assets are
used in the valuation.

Income from investment properties was ISK 32 million (2016: ISK 140 million). Direct operating expense was ISK 2
million (2016: ISK 12 million) and is recognised within operating expenses in the income statement.

The result of the evaluation was an increase in the carrying value of investment properties amounting ISK 12.8
million recognised in the income statement under finance income from investment properties.

Investment properties are specified as follows:

(270 Yo [z 1[I It 2O i RN 120,334
Change iN fAIM VAIUE.........ccoiiieeeee et e e e e e e e e e e e e e e eeaeessentanseeaeeessnnnnaeeeeas 12,797
(D1 oTo 1T TSSO ( 102,000)
(€11 ol W 1] oo 7= | AR OPTPRRRRIN 17,040
(270 To ) Y= 1 (VTSI Bt Rt 7302 O K AN 48,171

At year end the investment properties are mortgaged to secure liabilities amounting to ISK 25.8 million.

Official tax valuation of investment properties amounted to ISK 51.5 million at year end.
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23. Goodwill and Intangible assets
Goodwill
The goodwill is from the purchase of the Group’s Life insurance operation. Calculation of the recoverable amount of
cash generating units is based on value in use. The calculations are based on future cash flow prospects, which are
based on actual operating outcome and a five year business plan. Future cash flow estimates are extrapolated by
using the average rate of growth within the sectors in which the companies operate. A weighted average of a yield
claim in each company has been used in order to find the current value of future cash flow estimates.

The carrying amounts of the Group’s non-financial assets are reviewed at each reporting date to determine whether
there is any indication of impairment. If any such indication exists then the asset’s recoverable amount is estimated.
For goodwill and intangible assets that have indefinite lives or that are not yet available for use, the recoverable
amount is estimated at each reporting date.

The recoverable amount of an asset or cash-generating unit is the greater of its value in use and its fair value less
costs to sell. 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. Impairment is recognised when the carrying amount of an asset or cash-generating unit exceeds its
recoverable amount. For the purpose of impairment testing, assets are grouped together into the smallest group of
assets that generates cash inflows from continuing use that are largely independent of the cash inflows of other
assets or groups of assets (the "cash-generating unit").

An impairment loss is reversed if there has been a change in the estimates used to determine the recoverable
amount. An impairment loss is reversed only to the extent that the asset's carrying amount does not exceed the
carrying amount that would have been determined.

Software

Software is capitalised on basis of the cost of development as well as the cost of bringing it into use. Software is
recognised as an intangible asset and amortised based on estimated time in use, which is 3-10 years. Amortisation
is part of operating cost.

Goodwill and intangible assets are specified as follows:

Goodwill Software Total
Total value 1.1.2016.......eeieeiiieeeiee e 99,916 272,828 372,744
Addition during the year 2016...........coooiiiiiii e 0 102,109 102,109
Sold and disposals during the year 2016.............ccccoeeeeeiiiiiiiieee e, 0 ( 88,065) ( 88,065)
Total value 31.12.2016.......coceeieeeiiee e 99,916 286,872 386,788
Previously depreciated............c..ooiiiiiii e 0 132,275 132,275
Depreciated during the year............ccooeiei 0 92,670 92,670
Sold and disposals during the year 2016............cccocveeeiiiieeeicieneene 0 ( 88,065) ( 88,065)
Total depreciation 31.12.2016.........ccceeeiiiiiiiiiie e 0 136,880 136,880
Book value 31.12.2016.......ccccueieeiiieeeeeieie e ciee et seeee e seee e 99,916 149,992 249,909
Total value 1.1.2017 ..ot 99,916 286,872 386,788
Addition during the year 2017 ... 0 123,197 123,197
Sold and disposals during the year 2017...........cccceveeeiiiiiiiiiiee e, 0 ( 73,351) ( 73,351)
Total value 31.12. 2017 .....oiieeeee et 99,916 336,718 436,634
Previously depreciated...........cccovveiiiiiiiiiiieee e 0 136,880 136,880
Depreciated during the year............ccoooeeiiiiiin e 0 59,955 59,955
Sold and disposals during the year 2017...........ccccceveeeeiiiiiiiiiee e, 0 ( 73,351) ( 73,351)
Total depreciation 31.12.2017......ccuii i 0 123,484 123,484
BOOK value 31.12. 2017 ......eiiiiee e 99,916 213,235 313,151
Depreciation ratio........ ..o 10%, 33%
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Notes, contd.

24. Financial assets and financial liabilities

a. Financial instruments

(i) Financial assets and financial liabilities
Financial instruments comprise investment in stocks and bonds, loans, receivables, cash and cash equivalents,
borrowings, trade and other payables.

Financial instruments are recognised initially at fair value. For financial instruments held at fair value through profit
and loss, any directly attributable transaction costs increases or decreases the value of the financial instrument.
Subsequent to initial recognition financial assets and liabilities are measured as described below.

A financial asset and liability is recognised when the Group becomes a party to the contractual provisions of the
instrument. Financial assets are derecognised if the Group’s contractual rights to the cash flows from the financial
assets expire or if the Group transfers the financial asset to another party without retaining control or substantially
all risks and rewards of the asset. Normal purchases and sales of financial assets are accounted for at trade date,
i.e. the date that the Group commits itself to purchase or sell the asset. Financial liabilities are derecognised if the
Group’s obligations specified in the contract are paid, expire or are discharged or cancelled.

(ii) Cash and cash equivalents
Cash and cash equivalents comprise cash in hand and unrestricted balances.

(iii) Securities
Securities in the balance sheet are financial assets classified as at fair value through profit or loss and designated
as such upon initial recognition. Financial assets are designated at fair value through profit or loss if purchase and
sale decisions are based on their fair value. Financial instruments at fair value through profit or loss are measured
at fair value in balance sheet, and changes therein are recognised in profit or loss. Upon initial recognition,
attributable transaction costs are recognised in profit or loss when incurred.

(iv) Loans and accounts receivables
Loans and accounts receivables are financial assets, which carry fixed, calculated payments and are not listed in
an active market.

Loans are recognised when cash is advanced to borrowers. They are initially recorded at fair value, which is the
cash given to originate the loan, minus any transaction costs, and are subsequently measured at amortised cost.

Loans and receivables are derecognised when cash flow can no longer be obtained or when the Group has
transferred for the most part risk and rewards from the ownership.

(v) Amortised cost measurement
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.

(vi) Offsetting
Financial assets and liabilities are set off and the net amount presented in the balance sheet when, and only when,
the Group has a legal right to set off the amounts and intends either to settle on a net basis or to realise the asset
and settle the liability simultaneously.
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24. Financial assets and financial liabilities, contd.

b. Fair value measurement principles for financial instruments
Securities in the balance sheet consist of investments in equity and debt securities. The fair value of listed
securities is based on their quoted market bid prices at the reporting date without any deduction for estimated future
selling costs.

If a quoted market price is not available on a stock exchange or from a broker / dealer for non-exchange-traded
financial instruments, the fair value of the investment is estimated using valuation techniques, including use of
recent arm’s length market transactions, reference to the current fair value of another instrument that is
substantially the same, discounted cash flow techniques, option pricing models or any other valuation technique
that provides a reliable estimate of prices obtained in actual market transactions.

Where discounted cash flow techniques are used, estimated future cash flows are based on management’'s best
estimates and the discount rate used is a market rate at the reporting date applicable for an instrument with similar
terms and conditions. Where other pricing models are used, inputs are based on market data at the reporting date.
Fair values for unquoted equity investments are estimated, if possible, using applicable price to earnings ratios for
similar listed companies adjusted to reflect the specific circumstances of the issuer.

c. Classification and fair value of financial assets and financial liabilities
The following table shows to which group financial assets and liabilities pertain.

Financial assets Loans
and liabilities and Total
at fair value receivables book value Fair value
31 December 2017
Restricted cash .........ccoooivviiiiiie e, 6,743 6,743
LOGNS oo 1,299,709 1,299,709
SECUNIES .oieeieiieieee e 26,289,385 681 26,290,067 26,290,067
Other @sSets ......oovvviiiiiiiiiiiiieeeeeeeeeeeeeeee e 5,110,018 5,110,018
CaSh oo 1,129,841 1,129,841
Total financial assets ..........cccocccveeeiiiiiiiiiieieceeee 26,289,385 7,546,992 33,836,378 26,290,067
Liabilities in connection with investment properties ... ( 25,803) ( 25,803)
Trade and other payables ............ccccccoiiiiiii s ( 1,201,702) ( 1,201,702)
Other liabilities .........ooovviiiii e, ( 2,109,632) ( 2,109,632)
Financial assets - liabilities .............ccccccvveiieiiiinnnnen. 26,289,385 4,209,855 30,499,241 26,290,067
Financial assets Loans
and liabilities and Total
at fair value receivables book value Fair value

31 December 2016
Restricted cash .........oooviviiiiiiiiiiieee 189,745 189,745
[ oT=1 o - S 1,561,160 1,561,160
SECUNMIES oot 23,947,767 998 23,948,765 23,948,765
OthEr @SSetS ...ooevvvviieieeieeeeeeeeeeeeeeeeeeee e aaeaeaees 5,086,895 5,086,895
CaSh oo 713,026 713,026
Total financial assets ........cccccevvvveeveveeeeeeeeeeeieeeeeeeeeees 23,947,767 7,551,824 31,499,591 23,948,765
Liabilities in connection with investment properties ... ( 77,111) ( 77,111)
Trade and other payables ...........ccccceeeeviiiiiiiinieens ( 1,526,587) ( 1,526,587)
Other liabilities .........ccoeeviiiiiiiee e, ( 2,070,289) ( 2,070,289)
Financial assets - liabilities ...........cccooveeiiiiiiiiiiciiin, 23,947,767 3,877,837 27,825,604 23,948,765

The group does not present the fair value of other financial instruments since their book value is considered to
reflect the fair value.
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24. Financial assets and financial liabilities, contd.

d. Level of fair value
The following table shows financial assets at fair value according to valuation techniques. The techniques are
defined in the following manner:
Level 1: Quoted price in an active marked for an identical asset.
Level 2: Valuation techniques based on observable inputs (level 1), either directly (i.e. as prices) or indirectly (i.e.
derived from prices).
Level 3: The valuation techniques for assets and liabilities are not based on market information. Information as
earnings for the relevant company, investments and sale of securities etc.
Reference is made to note 24b for fair value measurement principles for financial assets.

Fair value as at 31.12.2017 Level 1 Level 2 Level 3 Total

State guaranteed securities

State guaranteed securities ...........ccccceeeeeiiciiiieeeee. 4,823,404 2,650 4,826,054

State guaranteed securities funds ..............ccccco 358,729 358,729

Bonds

Asset guaranteed bonds ..........ccccoeiiiiiiiiieec 3,226,594 1,004,729 4,231,323

(] a1 ol oToT o £ 3RS 235,085 1,106,221 1,341,306

Shares

Listed Shares .........coeeiiiiiiiiee e 2,610,796 2,610,796

Unlisted SNAres ...........eueeveeieeeeeieieeeiieeeeeeeeeeeveeeeeeeeeeanns 2,837,556 4,758,875 7,596,431

Share certificates

Equity fuNds ......ooooii e

Debt securitieS fUNAS .......coooeeeeeeeeeeeeeeeeeeee e 553,600 1,037,475 1,591,075

Other securities

Other SECUMLIES .......ccveieeeeeee e 1,656,101 1,925,131 153,121 3,734,353

Total SEeCUNtIeS .......cevevveireiieiieirerrereeerereeereeerereeereeee 13,464,309 7,913,762 4,911,996 26,290,067
Fair value as at 31.12.2016 Level 1 Level 2 Level 3 Total

State guaranteed securities

State guaranteed securities ...........cccccceeeeeiiiciiieeeee. 3,497,936 13,774 3,511,710
State guaranteed securities funds ..............ccccc 335,220 335,220
Bonds

Asset guaranteed bonds ...........cooociiiiii 3,848,227 605,202 4,453,429
(1101 ol oToT o £ 3RS 449,135 15,012 464,147
Shares

Listed Shares .........coeeiiiiiiieee e 1,976,916 1,976,916
Unlisted SNAres ...........eeeeveeeeeieeiiieeeieeeieeeeeeeeeeeeeeeeeeeenes 421,644 5,158,047 5,579,691

Share certificates

Equity funds .....c.eoeeiiee e 699,882 699,882

Debt securitieS fUNAS .......coooeeeeeeeeeeeeeeee e 2,034,597 564,172 2,598,769
Other securities

Other SECUNLIES ....cooveeeiee e, 2,817,690 1,498,513 12,798 4,329,001

Total securities ......cccccvvrieriirieieenieee e 15,659,603 3,118,317 5,170,845 23,948,765
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24. Financial assets and financial liabilities, contd.
d. Level of fair value, cont.

28

During the year 2017 no change was made regarding classification of assets.

Change in assets classified as level 3:

BalanCe 1.1, e
Transferred between levels ...
PUrChased ...t
Sales/dividends/repayments .........cccoovveeeiiiiiiieiie e
Interest and changes in valuation™ ..............ccci i
Balance 31.12 ...

................................................ 5,170,845

................................................ 0
................................................ 1,031,696

................................................ ( 1,814,867)

................................................ 524,322

................................................ 4,911,996

* Of which there are ISK 4 million realised and ISK 520 million unrealised.

The following table shows the assumptions used in the valuation
changes in them.

Fair value
Financial asset 31.12.2017 Assumption Range
Unlisted shares 4,758,875 EBITDA growth 3.3%

Return on equity  10,5%-11,5%

of assets in level 3, including sensitivity to

Impact on fair value, sensitivity analysis

Unlisted shares on level 3 are either assessed at
the purchase price, based on equity, based on ratio
comparison (properties 1) or based on cash flow
assessments (properties 2).

5% decrease in value of properties 1 and 2.5%
decrease in EBITDA growth and 2.5% increase in
return on equity on properties 2 decreases the
value of assets of ISK 475 million.

5% increase in value of properties 1 and 2.5%
increase in profit growth and 2.5% decrease in
return on equity on properties 2 increases the value
of assets of ISK 599 million.

2017 2016
e. Loans are specified as follows:
Bonds With COllateral .............oouueiiiiiiee et 1,251,461 1,527,619
(@] (=T [0 Y=o T 163,600 172,075
Unrecognized to income statement, premium and loan cost ............cccocieiiiieeeiinnenn. ( 15,652) ( 18,934)
LOANS t01a1 .. ————— 1,399,409 1,680,760
Provision for 10SSes 0N 10aNS..........c.coouiiiiii e ( 99,700) ( 119,600)
Loans according to balance Sheet ............ooccvviiiiiiiiiic e 1,299,709 1,561,160
(@101 o) o To] (o] o PRSPPI 453,245 476,010
NON-CUITENT POFTION. ... e e 846,464 1,085,150
General Specific

f. Changes in provision for loans are specified as follows: provision provision Total
Impairment on 10aNs 1.1.2016 ..........oovieeiiiiieeee e 55,089 43,311 98,400
Amortization for the year ...........cccci i ( 31,011) ( 31,011)
Paid in of previously depreciated .........cccccoviiiiiiiiiiiiie e 3,657 3,657
Loan impairment, change ..........ccccoociieiiiiie e 37,990 10,564 48,554
Impairment on 10aNs 31.12.2016 ..........ccoviiiiieiiie e 93,079 26,521 119,600
Amortization for the year ... ( 13,457) ( 13,457)
Paid in of previously depreciated .........cccccoviiiiiiiiiinii e 159 159
Loan impairment, change ..o ( 5,416) ( 1,186) ( 6,602)
Impairment on 10aNs 31.12.2017 .......ooiiiiiiiieieee e 87,663 12,037 99,700
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26.

27.

28.
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Investment where investment risk is borne by life-insurance policyholders

29

Liftryggingamidstddin has offered life-insurance policies which consist of life insurance and contribution to

investments funds. Life-insurance policyholder bears the investment risk.

Deferred tax asset

A deferred tax asset is recognised to the extent that it is probable that future taxable profits will be available against
which the temporary difference can be utilised. Deferred tax assets are reviewed at each reporting date and are

reduced to the extent that it is no longer probable that the related tax benefit will be realised.

2017 2016
Deferred iINCOME taX @SSt 1.1 .. ...uee et 93,559 34,929
INCOME taX fTOr the YEAT........ueeiiiiiii e eanees ( 83,866) ( 355,580)
Difference between estimated and actual taxes last year..............ccccccooiiiiiiiis ( 132,929) 0
INCOME taX PAYADIE......coiii ittt e e e 204,281 414,695
Other ITEIMS.....eeee e et e e s 0 484)
Deferred inCome taxX @SSt 31.12.... . e 81,046 93,559
The deferred income tax asset is attributable to the following items:
Property and eqUIPMENT...........uiiiiiie e aa e ( 46,650) ( 50,301)
Trade and other reCeiVabIESs............ccooviieiiieee e 97,699 83,566
Other balance ShEE ItEMS........ oo e 29,996 59,740
Tax losses carfied fOrward.............. i 0 554
Deferred tax @sset 31.12. ..o 81,046 93,559
Carry forwards of losses from previous years are as follows:
Net loss in 2007, Will @XPire iN 20717 .......eoii et a e 0 2,769
Assets classified as held for sale
Assets held for sale are appropriated assets, taken over by the Company for settlement of claims.
Assets 2017 2016
REAI ESTALE ... 445 445
VERICIES ...ttt e e e e e ettt e e e e e e e e et e e e e e s eearanaaeeaes 9,095 0
9,540 445

Reinsurance assets

Reinsurance contracts are made in order to reduce the Group's risks. Reinsurance contracts can be either

proportional or carry risk exceeding a fixed amount.

2017 2016
Premium reserve, reiNSUrer's SNAre .........cooouueiiiiii i 73,791 67,432
Claims outstanding, reinsurer's Share ... 424,237 982,591
Total reinSuranCe assets ... 498,028 1,050,023

Amounts are in ISK thousands
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29. Accounts receivables
Financial assets not recognised at fair value are tested on each reporting date to detect whether there is any
objective evidence of impairment. Reference is made to note 17 regarding evaluation of impairment on accounts
receivables during the year.

2017 2016
Accounts receivables out of insurance operations ..............ccccoiiiiiii e 4,133,796 3,663,701
Other TECEIVADIES ... et e e e e e e e e e e eaeaes 478,194 373,171
o) c= L E=TelcT Y= o] [ RN 4,611,990 4,036,872
Provision for losses on accounts receivables
ProvisSion 1.1, 121,754 135,454
Impairment during the YEar...........ooiiiii e 132,538 8,777
Actual [osses during the YEar...........cocoiiiiiiiiiiie e ( 24,623) ( 22 477)
B o] c= LG i e USROS 229,669 121,754

30. Capital stock and reserve funds
Share Capital
Total share capital, approved and issued by the Company at year end 2017, amounted to 678 million shares; with a
par value of 1 ISK per share. The share capital was reduced by ISK 32.2 million nominal shares by balancing own
shares against share capital.
Each share of 1 krona carries one vote and therefore shareholders are entitled to one vote per share at general
meetings. All shares have been fully paid. In the beginning of the year the Company owned own shares of amount
ISK 32.2 million (2016: ISK 25.2 million) but at the end of the year nul own shares.

When share capital is repurchased, the amount paid, including directly attributable costs is deducted from equity.
When own shares are sold, share capital is increased.

Dividend

Dividend payments to shareholders are recognised as a decrease in equity when approved by an Annual General
Meeting. According to Act no. 2/1995 on limited liability companies, dividend may only be distributed on the basis of
approved financial statements for previous years, profits transferred from previous years and on demand funds
after deducting unadjusted loss and other amounts as stipulated by law or in the Company's Articles of Association.
Distribution of dividends from restricted reserves is prohibited according to Act. no. 3/2006.

Share premium

Share premium is the difference between the sales value received by the Company upon issue of share capital and
the nominal value of issued shares, after deducting cost of issue of new shares taking into account tax effect and
purchase value of treasury shares in excess of their nominal value.

Reserve

A statutory reserve is established in accordance with Act no. 2/1995 on limited liability companies stipulating that at
least 10% of the Company's profit, not used to adjust previous years' losses or contributed to other reserves as
required by law, shall be allocated to a reserve until its value reaches 10% of the Company's share capital. When
that benchmark has been reached the contribution to the reserve shall be at least 5% until the reserve has reached
25 percent of the Company's share capital.

Restricted reserves:

Unrealized fair value changes of financial instruments

Unrealized fair value changes of financial assets designated at fair value upon initial recognition, taking into
account tax effects is recognized in other items among equity accounts. This equity account is restricted.

Share of profit of its subsidiaries

If share of profit of its subsidiaries are higher than the received dividend or the dividend that has been decided to
distribute then the difference shall be recognized among restricted retained earnings. If the subsidiary has
unrealized fair value changes of financial asset designated at fair value upon initial recognition, that amount shall
be taken into consideration for the restricted amount in relation to share of profit of its subsidiaries. If interest in
subsidiary is sold or amortised the account is dissolved.
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30. Capital stock and reserve funds contd.:

Restricted reserves are specified as follows: Unrealized Share of profit
fair value changes of its
of financial instruments subsidiaries Total
Unrealized change in valuation of fair value instruments. .................. 1,879,258 1,879,258
Tax effect of unrealized change in valuation of instruments ............... ( 123,641) ( 123,641)
Share of profit of its subsidiaries ..o 483,215 483,215
Total Year €nd 2016 .....cccooiiiiiiiiiiee et 1,755,617 483,215 2,238,832
Beginning Year 2017 ...t 1,755,617 483,215 2,238,832
Unrealized change in valuation of fair value instruments. .................. 2,228,387 2,228,387
Tax effect of unrealized change in valuation of instruments ............... ( 149,334) ( 149,334)
Share of profit of its subsidiaries ............cccccoeeeiiiiiiie 322,575 322,575
Total Year €nd 2017 ....ooeoieeeeee ettt 3,834,670 805,790 4,640,460

Retained earnings
Retained earnings correspond to the Group's unallocated profit or loss from the establishment of the Company less
contributions to reserves.

31. Solvency

Solvency measures the Company’s ability to take on setbacks, thus indicating its financial strength. Solvency
capital requirement according to law is the minimum insurance companies have to meet. The Board of Directors
has decided to manage TM’s solvency ratio between 1.4 and 1.7.

The Group's available capital as defined in Article 88 of the Act on Insurance Activity No. 100/2016, is ISK 14,399
million (2016: ISK 12,800 million). The Group's capital requirements (Article 96 of the Act, art. 100 of the Directive)
is ISK 9,860 million (2016: ISK 8,522 million). The board proposes dividend payments of ISK 1.500 million, bringing
the solvency ratio after dividend payment to 1.46.

2017 2016
Equity according to balance sheet.............ooo o 14,102,401 12,479,348
Subordinated deD.........o.eiiii e 2,109,632 2,070,289
INtANGIDIE @SSELS......eiiiieiii s (313,151) (249,909)
Proposed dividend payment and repurchase program............ccccccvveiieeeiiiiiieeieeeee e (1,500,000) (1,500,000)
Minority Shareholding....... ... e (26) (28)
AVvailable Capital....... ... annenan 14,398,856 12,799,700
Solvency ratio before dividend............coooiiiiiiiiei e 1.61 1.68
Solvency ratio after dividend..............eiiiiiiiii e 1.46 1.50

32. Technical provisions
Technical provisions in the Consolidated Balance Sheet is composed of the claims provisions and the premium
provisions. The core of the Claims Provisions is an actuarial estimate of payments of reported claims till they will
be settled, but less what has already been paid. The estimate is the claims department's present valuation of
unsettled reported claims plus an actuarial estimate of future development of repoprted amounts of claims incurred
before the date of accounts. A sensitiviy analysis is shown in note 36.

Claims outstanding due to filed claims is an estimate of those claims filed to the Company after deducting
payments already made due to those claims. The claims personnel assesses each claim based on available
information on the event when reported and updates the assessment when new information becomes available.
Claim estimates are reviewed on a regular basis. When no further information is available, the average claim
amount of the relevant insurance line is used. The company's actuaries project reported claims for each accident
year and each line of business, based on the experiance of recent years and assessment of the effect of
extraordinary claims.
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32. Technical provisions, contd.

According to Act on Insurance No. 100/2016 (implementing the Solvency Il rules on valuation of Claims reserves)
and related legislation, strain are added to the core of the claims provions. They are following:

1) Expected settlement expenses not allocated to specific claims. This cost is recognized among operating
expenses when it is due.

2) The effect of discounting the future payments, which decrease the claims outstanding. When the claims are
reestimated or paid, the discounting effect is moved to income to insurance business through financial income.

3) A Risk Margin, a strain which are supposed to imitate market value with estimate on technical provision. This
strain will not be paid unless the company, or a part of it, is sold.

Reinsurer pay a share of the claim cost in accordance with reinsurance agreements. This part is assessed claim
for claim in accorcance with the agreements and is shown among assets in balance sheet.

The Group has used this method for assessing its claims reserve since financial statement 2014. The medhod is in
accordance with IFRS 4 and the standard model of Solvency Il. The same estimate of claims reserves is used for
capital requirements calculations and and for financial statement.

Premium liability is the part of the premium already written that covers insurance protection against events
happening after the date of accounts, taking into account expected cancellation of premiums. Premium liability is
the value of insurance cover which the Group has promised to grant after end of the fiscal year. The estimate of
premium liability according to IFRS are not the same as used in capital requirements calculations.

The Group assesses, at the end of the fiscal year, whether the recorded insurance liability can carry out the Group's
estimated obligations by assessing future cash flows of the insurance liability. In performing these tests, current
best estimates of future contractual cash flows and claims handling are used. All changes in the insurance liability
are recognised in the income statement.

The enclosed appendix on page 46 shows the development of the Group's claims for each of the last ten years and
claims outstanding for the year at the end of 2017.

The technical provision is specified as follows:

2017 2016

Technical provisions (total):
Claims OUESTANAING .....eeiiiiie e et e e e e e e eeas 12,639,902 12,047,617
Provision for unearned premiUumsS ..........c.oooiiiiiiiiiiee e e 4,551,461 4,149,018
Technical provision, total............oocuiir e 17,191,363 16,196,635

The Group buys reinsurance primarily as Excess of Loss treaties to protect itself against extreme events, but
certain lines are protected by Quota Share treaties.

Reinsurer's share:

Claims OUESTANAING ....eviiiiiiiiieieee e e e e e e e e e e e e s e eeas 424 237 982,591
Provision for unearned premiUums ..........coooi i 73,791 67,432
Reinsurer's share, total.......... ... 498,028 1,050,023

Own technical provision:

Claims OUESTANAING .....eeiiiiie e et e e e e e e eeas 12,215,665 11,065,026
Provision for unearned premiUumsS ..........ccoooiiiiiiiiiiee e e ee e 4,477,670 4,081,586
Own technical provision (net), total.............cooioiiiiiiie e 16,693,335 15,146,612

Estimated reported claims, loss adjustment expenses and claims incurred but not reported are reported as claims
outstanding less estimated salvage value of the assets that were damaged. The total salvage value at year-end
2017 and 2016 is immaterial.
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32. Technical provisions, contd.

Movements in technical provisions during the year:

33

2017 2016
Reinsurer's Reinsurer's
Total share Own share Total share Own share
Claims outstanding:
Total at beginning
of year ............... 12,047,617 ( 982,591) 11,065,026 11,523,130 ( 491,587) 11,031,543
Increase in liability
prior years .......... 1,097,473 ( 195,357) 902,116 ( 13,413) ( 36,668) ( 50,081)
Claims paid ...........
prior years .......... ( 6,789,994) 782,261 ( 6,007,733) ( 5,880,019) 194,620 ( 5,685,399)
Total at year end ...
prior years .......... 6,355,096 ( 395,687) 5,959,409 5,629,698 ( 333,635) 5,296,063
Increase in liability
during the period ... 11,108,186 ( 137,782) 10,970,404 11,489,491 ( 720,900) 10,768,591
Claims paid
this year ................. ( 4,823,380) 109,231 ( 4,714,149) ( 5,071,573) 71,943 ( 4,999,630)
Claims at year end
regarding claims 6,284,806 ( 28,551) 6,256,255 6,417,918 ( 648,957) 5,768,961
this year ................
Total at year end ... 12,639,902 ( 424.237) 12,215,665 12,047,617 ( 982,591) 11,065,026
Provision for unearned premiums
At beginning of
Year ...uveeveiiiiineenn 4,149,018 ( 67,432) 4,081,586 4,106,694 ( 58,002) 4,048,692
Changes during
theyear ................. 402,441 ( 6,358) 396,083 42,324 ( 9,430) 32,894
Total at year end 4,551,461 ( 73,791) 4,477,670 4,149,018 ( 67,432) 4,081,586
33. Borrowings
2017 2016
Liabilities in connection with investment properties............ccccoovveeiiiiiiiiiiiie e 25,803 77,111
Subordinated dEDt..........c.eiiieie e 2,109,632 2,070,289
o] £= 1 oo 4 o 1NV 1o Vo I TSSO PPRTR 2,135,435 2,147,400
(10T o) o To] (o] o PRSPPI 364 1,022
NON-CUITENT POFTION. ... e s 2,135,071 2,146,378
34. Trades and other payables
2017 2016
Trade PAYADIES. ... .ottt e et e e e e e aeeeaaeaeaneas 510,833 628,698
ReINSUrance [iabiliti@S..........c.uiiiiiiii e 48,756 143,348
L8] a0 =T o I = G T RS UPUPRUR 204,281 414,695
Short term debt and acCrued EXPENSES..........ccocuuriiiiiieie e 437,832 339,846
Total trade and other payables............ .o e 1,201,702 1,526,587
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Financial risk management

35. Overview
The Group has exposure to the following risks in its operation:
o Insurance risk
o market risk
o credit risk
o liquidity risk
o operational risk

Notes 36 - 40 present information and quantitative amounts about the Group’s exposure to each of the above risks,
the Group’s objectives, policies and processes for measuring and managing risk, and the Group’s capital
management.

The Group’s risk management policies are established to identify and analyse the risks faced by the Group, to set
appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and
systems are reviewed regularly to reflect changes in market conditions and the Group’s activities. The Group, through
its training and management standards and procedures, aims at developing a disciplined and constructive control
environment in which all employees understand their roles and obligations.

The frame for asset allocation is determined by the Group’s management who sets the outline for the distribution of
the assets to achieve the investment objectives. Risk is measured and quarterly reports are turned in to the Board on
how the risk profile of the company is or whether the risk is within defined limits.

Solvency capital

Current law on insurance activities states a minimum of requirements of solvency capital for individual insurance
company to meet. The requirements are twofold, solvency capital requirement and a minimum amount. The solvency
capital requirement weighs heavier for the Group and is intended to be a minimum solvency for insurance companies
to meet to operate. The minimum capital requirement amount is lower, or from 25-45% of the solvency capital
requirement. The solvency capital requirement is risk based and takes into account all the main risk factors of
insurance companies and calculated with a standard formula. All premises are measured with a 99.5% confidence
level and therefore amounts in solvency capital requirements are supposed to highlight a loss that actualize with
probabilities of 1 to 200 or equivalent to every 200 years on average. The Group now calculates its solvency capital
requirements on quarterly basis in accordance with its risk management policy and risk appetite statement. The
resulting risks according to the Solvency Il standard formula are shown in the following table.

Total risk and Solvency Il Capital Requirements acc. to the standard formula
2017 2016

Non-life underwriting risk 4,231,876 4,016,495

Health underwriting risk............. 1,284,857 1,146,239
Life underwriting risk 198,856 200,539
Market risk.........cccceeveeeiicieneens 7,806,346 6,401,310
Counterparty default risk . 914,443 816,389
Diversification risK..........ccccceeeiiiiciieeeneeenn. ( 3,856,751) ( 3,478,651)

Base Solvency Capital Requirements 10,579,627 9,102,321
Operational FiSK..........cccoueiiiiieiieiee e 491,864 464,937
Adjustment for the loss-absorbing capacity of deferred taxes ( 1,211,671) ( 1,045,458)
Total risk and Solvency Capital Requirements.........ccceeeviieiiciie e 9,859,821 8,521,799

Diversification effects are subtracted from the total risk because a it is not reasonable for all the risks to happen at
once unless they are completely correlated. Some risks have correlations and some not. Therefore a correlation matrix
is used to summarise the risks. Adjustment for the loss-absorbing capacity of deferred taxes are subtracted since tax
credit into the future would arise if these risks caused the company such a loss.
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36.

Insurance risk

Insurance contracts

As part of its insurance operations the Group's entities issue contracts that transfer insurance risk from the customers
to the Group.

Insurance contracts are contracts under which the insurer accepts insurance risk from policyholders by agreeing to
compensate the policyholders if a specified uncertain future event would occur.

The Group's insurance contracts are categorised in Non-life insurance and Life insurance contracts.

Non-Life insurance
Insurance contracts that are categorised as in this section are liability insurances, casualty insurance and property
insurance.

Liability insurance contracts protect the customers against the risk of causing harm to third parties. Casualty insurance
compensates harm that the customer suffers because of an accident. Property insurance contracts mainly
compensate the company's customers for damage suffered to their properties. Customers who undertake commercial
activities on their premises could also receive compensation of the loss of earnings caused by the inability to use the
insured properties in their business activities (business interruption cover).

Life and Health insurance
These contracts insure events associated with human life, for example death or critical illness.

Insurance risk

Insurance risk is a risk, other than financial risk, transferred from the holder of a contract to the issuer, such as
financial loss due to accident, damage, theft, iliness, disability or death. The Company compensates certain losses of
customers against payment of a premium. A premium is paid at the beginning of the period covered by the insurance
protection, the loss is incurred at a later point and settlement can then take some time, which varies based on the
nature of the loss and the circumstances. Premium and estimated indemnity must be insured until payment takes
place. Premiums must cover all claim cost, operating cost and reasonable mark-up taking into account yield. Specific
risk arises as premiums are predetermined but the service is provided at a later point and is undefined at the
beginning. This risk is specific for insurance operation and is defined as insurance risk.

Insurance risk is divided into two groups, premium risk and risk of claims outstanding in order to segregate between
occurred and future claims.

Premium risk is the risk that future claims, in addition to related expenses, will be higher than anticipated at the time
premiums for current insurance contracts were decided and the insurance cover the Company guaranteed thus
underestimated. The risk consists in main respect in that the frequency or severity of claims and benefits are greater
than estimated. This may be caused by inaccurate assumptions but also temporary effect from individual large claims.
Nature of claims can be different from expected or have changed due to developments in society.

The Company monitors frequency of claims and distribution of single claims amounts within each category and
responds to changes in pricing or product development if necessary. Premium risk is reduced by distributing the risk
between insurance groups and by making reinsurance contracts for significant claims.

Outstanding claim risk is the risk that existing but not settled claims will be higher than estimated. Negative
development can be caused by the fact that notified but unsettled claims have been undervalued and that claims not
yet notified prove to be higher or more than estimated. This applies to both actual indemnification to the claimant and
related expenses, such as clearance of ruins and cost of expert services in evaluations and settlements of claims.
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36.

Insurance risk, contd.

The Company's outstanding claims is based on the evaluation of final cost of all unsettled claims. Significant
uncertainty in that evaluation is inevitable. A period of time can pass from when a loss incurs until a claim is notified to
the Company as the loss had not been discovered or the claimant was not aware of its right to compensation. Though
a damage is known its consequences can remain unknown until later, it is not completely clear what is damaged in an
asset damage until repair has begun and permanent consequences of accidents are unclear until long after the
accident. Consequences of a damage may at first have been under or overestimated. There also some cases where
notified claims do not end in compensation by the Company, either because no loss was incurred, the claim did not fall
under the terms of the insurance contract or that the claim did not reach the minimum own risk of the insured.

Own technical provision classified to line of business: 2017 2016
[ o] o1 o YT E=TU =T o o YRS 1,854,645 1,655,015
Marine, flight and cargo INSUrANCE...........c.ooiuiiiiiii et 1,163,381 1,315,895
Compulsory Insurance for motor VENICIES. ........c.cove e 7,020,691 6,325,554
Comprehensive insurance for motor vehicles............ccocoooviiiiiiii e, 1,225,471 953,741
Third party liability INSUFANCE........ceiieiee e ee s 1,857,794 1,631,129

Accident and health insurance...........c.c.cccccco 3,262,174 2,986,410
L@ INSUFANCE.....eeeeee ettt e e e ettt e e e e e e et e e e e e e e aataeeeaeeeannnnes 255,731 222,728
Sold reinsurances 53,449 56,140
Own technical Provision t0fal...........cceei i 16,693,335 15,146,612
Sensitivity analysis
The following table shows changes in claims amounts and insurance liability on comprehensive income.

2017 2016
1% change in Claims @mMOUNL..........ooiiiiii e 87,904 85,748
10% change in claims outStaNiNG........cccooiiiiii e 977,253 885,202

10% change in own claims outstanding corresponds to about 90% confidence level.

The Group manages its insurance risk, among other things, by making reinsurance contracts where part of the
Group's risk exposure with respect to great damages is transferred to reinsurers. The Company has developed its
reinsurance strategy where the Company's reinsurers shall provide an official rating from an international rating
agency and minimum rating of A-. The Company thereby aims at reducing the risk that reinsurers will not pay their
share in major claim events, which fall under the reinsurance contracts. The following table shows the division of
premiums to reinsurers according to ratings carried out by international rating agencies, the rating is based on S&P
grouping, for the year 2016 and 2017 and an estimated division for the year 2018.

Estimate

2018 2017 2016
AAF e e e e e e e et te e e e beeeaaraeeeareaaaane - - -
SR 4.3% - 2.7%
A A e e e e e e e e e e e e e e e ——eeaaeeaaannraeaaaeeaaan 43.5% 39.7% 35.8%
At et e e e e e et e e e naeeeeanbeeeanaeeennnaeens 30.9% 36.8% 35.6%
A —e e e e e e e —————eeeeeaa e ———reeae e e e ————raaaaeaaarraraaaaeaaas 7.4% 8.5% 14.5%
A e e e e e e e ——e e e e te e e e teeeannreeeannteeeeanteeeaaneees 14.0% 15.0% 11.4%
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37. Market risk
Market risk is the risk on fluctuations in the fair value or future cash flows of financial instruments due to changes in
market rates. The market risks that are specifically examined are: interest rate risk, equity risk and currency risk. The
objective of market risk management is to manage and control market risk exposures within acceptable parameters,
while optimising the return.

The Group’s strategy on the management of market risk is driven by the Group’s investment objectives. The Group’s
market risk is managed on a daily basis by the employees in accordance with policies and procedures in place. The
Group’s overall market positions are monitored quarterly, or in some cases more frequently, by the board of directors.

Risk and Solvency capital requirement for market risk is calculated with the standard Solvency Il formula. The model
includes all major market risks to insurance companies using a value at risk measure with a 99.5% confidence level.

Market risk according to the standard formula 2017 2016
INTEIESE FALE FISK ...eeeiiiiiiieieee et aaaaaaaaaaasasssasasnsnsnsnsnnnnnnnnns 287,067 127,322
Equity risk ............... 6,690,038 5,731,311
Property risk .............. 12,043 30,084
Spreadrisk ................ 634,387 684,792
Concentration risk 1,665,551 928,707
Currency risk 914,597 177,232
Diversification ( 2,397,336) ( 1,278,137)
1 ] - | OSSR 7,806,346 6,401,310

Interest rate risk
Interest rate risk is the risk arising on fluctuation in the fair value or future cash flow or financial instruments due to
changes in market interests.

Loan interests are reviewed on at least annual basis. Therefore, the Group's risk related to market interests is limited.
The carrying amount of insurance contracts is not sensitive to changes in market risk. The Group's on demand cash
and cash equivalents is invested in short term securities for a shorter period than one month.

Sensitivity analysis - Interest rate risk

At year end 2017, the Group owns securities for ISK 10,823 million (2016: ISK 9,831 million) which bear fixed
interests. If shifting all yield curves up 1% for these securities it is estimated to have an impact of ISK 480 million
(2016: ISK 394 million) on profit before tax.

Securities risk
Securities risk is the risk arising on fluctuations in the fair value or future cash flow of the Company's listed and
unlisted financial instruments.

Sensitivity analysis on shares risk shows how fair value changes of securities fluctuates due to changes in market
value, whether there is change in the value of individual investments, issuers of securities or all factors that affect
financial instruments.

As the Group's listed financial assets and the majority of unlisted financial assets are recognised at fair value all
market changes will affect the Group's investment income.

The Group's management regularly monitor fluctuations on markets which will enable the Group to react quickly to all
changes.

Sensitivity analysis - Securities risk
At year end 2017, 10% decrease in the value of domestic listed securities and 5% decrease in the value of foreign
listed securities was estimated to be negative of ISK 261 million (2016: ISK 258 million). If the same method was used
on both listed and unlisted securities the value change in underlying position was estimated to be in the amount of ISK
978 million (2016: ISK 809 million).
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37. Market risk, contd.
Currency risk

38

Currency risk is the risk arising on fluctuations in the fair value or future cash flow of financial instruments based on

changes in foreign currencies rates.

The Group entities invests in financial instruments and enter into transactions denominated in currencies other than its
functional currency. Consequently, the Group is exposed to risks that the exchange rate of its currency relative to
foreign currencies may change in a manner that has an adverse affect on the value of that portion of the Group’s
assets or liabilities denominated in currencies other than the Icelandic krona (ISK). Effect of 10% increase (decrease)
in the exchange rate index for Icelandic krona will have positive (negative) effect to Group's equity of ISK 142 million

(2016: ISK 67 million).

The breakdown of assets and liabilities by currency:

usbD EUR NOK Other Total
31 December 2017
Assets:
SEeCUNtIES .uvveeecieeeeee e 174,550 23,180 677,366 371,982 1,247,078
28,700 53,071 36,609 31,197 149,577
140,405 141,693 81,867 42,472 406,437
66,298 48,384 1,167 89,708 205,557
409,953 266,328 797,009 535,359 2,008,649
Liabilities:
Technical provision .........cccccevvcieeeiiineneenen. 198,164 126,357 172,794 12,269 509,584
Trade and other payables ............cccceeuee. 867 63,023 1,014 13,396 78,300
TOtal e e 199,031 189,380 173,808 25,665 587,884
Net Balance Sheet position ....................... 210,922 76,948 623,201 509,694 1,420,765
31 December 2016
Assets:
SEeCUNtIES .uvvveeeee e 390,311 53,029 0 129,026 572,366
Reinsurance assets ..........ccccceeeeeeeeeeeeieeenn. 19,617 14,482 13,381 8,320 55,800
Trade receivables and other assets ........... 112,232 163,230 89,154 66,626 431,242
Cash .o 39,983 27,172 13,382 128,136 208,673
Total e 562,143 257,913 115,917 332,108 1,268,081
Liabilities:
Technical provision .........ccccceeveeeeiciieenienen. 196,768 122,842 106,984 82,562 509,156
Trade and other payables ............cccceeueee. 3,767 70,407 3,768 8,196 86,138
TOtal e 200,535 193,249 110,752 90,758 595,294
Net Balance Sheet position ...................... 361,608 64,664 5,165 241,350 672,787
Exchange rate according to Central Bank of Iceland:
Year end Year end
2017 2016
Buying rate  Sellingrate  Buying rate Selling rate
USD oo e 104.17 104.67 112.55 113.09
BEUR oot 124.70 125.40 118.80 119.46
NOK e e e e 12.69 12.77 13.07 13.15
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38. Credit risks
The Company carries out transactions with securities and loans and its cash is yielded on bank deposits. Payment
default or bankruptcy of counterparties in such financial instruments may affect the value of assets.

In its investment policy the Company establishes clear benchmark for composition of asset portfolio and thereby
insures diversity therein and in fact sets the Company's risk taking intention. On daily basis, market changes are
monitored by employees in accordance with the Company's policy and work procedures. The Company's Board of
Directors monitors and analyses the Company's overall credit risk on monthly basis or more often if necessary.

The Group is applying rules for every new loan agreement. The permission to provide a new loan agreement varies
between parties, and if certain limits exceeded the Loan Committee shall be involved. With every new loan agreement
the counterparty is evaluated and their financial position and payment history is looked at as possible. Rules regarding
loan agreements involve limit of new loans in proportion to mortgage value and expected time of duration. All
exceptions from these rules have to obtain special approval.

Default of payments are monitored watched extensively and risk of loss is reviewed with provided guarantees and the
financial position of the relevant borrower. Clients in default of payments falls in the risk category and can not have
further business with the Group unless they pay their debts. Loans are written off based on certain rules. The Group
uses defined collecting process, which employees follow and in the process it is decided when loans are supposed to
be collected with assistance from external lawyer.

The following table includes information on payment default risk according to the company's classification of
counterparties. The classification is based on the S&P rating system:

Non-
official
Classi-
A BBB fication Total
2017
SECUNMLIES ..uvveieciiie e 5,263,430 1,398,477 19,628,159 26,290,067
ReINSUrance assets .........coooeveeeeeeieee e, 498,028 498,028
Loans and receivables ..........cooooveueueeiiiiiiieee e 5,911,699 5,911,699
Cash and restricted cash ........cc.c.cooeeiiieiiiiiiicee s 46,313 1,039,879 50,393 1,136,584
Total financial asSets .........ccccooeveveeeeeeeiieeceee e, 5,807,771 2,438,356 25,590,251 33,836,378
2016
SECUNMEIES .eveieeeiiie et eaeee e 6,841,036 17,107,729 23,948,765
Reinsurance assets .........ccccoeeiiiiiiiiiiiiiiiieeeeee, 1,050,023 1,050,023
Loans and receivables ..........ccccoevvvveeeiiiiieiiiiiieeeeeeeeeeeeeee 5,598,032 5,598,032
Cash and restricted cash 365 864,149 38,257 902,771
Total financial assets ........ccoccveeviiie e 1,050,388 7,705,185 22,744,018 31,499,591
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38. Credit risk, contd.
Loans specify as follows between individuals and companies

Loans to individuals Loans to companies Total
2017 2016 2017 2016 2017 2016
Impaired loans...........cccccc... 9,055 10,327 22,048 22,320 31,103 32,647
Impairment on specific.........
[0ANS......coiiieiiieee e ( 8,329) ( 9,614) ( 3,708) ( 16,906) ( 12,037) ( 26,521)
726 713 18,340 5,414 19,066 6,126
Loans in default without
special impairment........... 23,451 28,083 223,704 280,668 247,155 308,751
Loans not in default............. 451,402 460,139 669,749 879,223 1,121,151 1,339,362
Impairment regarding
credit risk.......ccoooveniennnns ( 30,351) ( 27,541) ( 57,312) ( 65,538) ( 87,663) ( 93,079)

444,502 460,681 836,141 1,094,353 1,280,643 1,655,034

Loans according to
balance sheet................... 445,228 461,394 854,481 1,099,767 1,299,709 1,561,160

Age of loans in default without special impairment:

1-3 3-6 >6

months months months Total
2017
Loans to individuals.........c.cceovuieieiiiee e 5,609 6,132 11,709 23,451
Loans t0 COMPANIES.........oevveeiiiiiiiiieee e 50,263 62,738 110,703 223,704
I = | RS 55,872 68,870 122,412 247,155
2016
Loans to individuals............cccoooiiiiiiiiiiiiiiiieeeceeeeeceeeeeeee e, 16,343 0 11,740 28,083
Loans t0 COMPANIES.........ceveiiieeeiiiee e 253,988 5,286 21,394 280,668
LI} 2= | OSSPSR 270,331 5,286 33,134 308,751

39. Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet its financial obligations as they fall due. The risk
management of the Group mitigates the liquidity risk by assuring adequate liquidity through unforeseen changes in
funding sources or market disruption. The Group’s financial instruments include investments in unlisted equity
investments, which are not traded in an organised public market and which generally may be illiquid. As a result, the
Group may not be able to liquidate quickly some of its investments in these instruments at an amount close to its fair
value in order to meet its liquidity requirements, or to respond to specific events such as a deterioration in the credit-
worthiness of any particular issuer.

To mitigate this risk the Group has a policy of minimum available cash at any given time and in addition to that, the
Group’s listed financial investments, which represent large part of the total assets, are considered to be readily
realised.

The Group matches the cash flows of assets and liabilities in this portfolio by estimating their average duration.

2017 2016
Insurance liability - life risk (MONTNS) .....veviiiieeee e 9.8 5.9
Insurance liability - non-life risk (months) 15.2 14.5
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39. Liquidity risk, contd.
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The following tables indicate the contractual timing of cash flows, without interests, arising from assets and liabilities

included in the Group’s management of short term insurance contracts as of 31 December:

Contractual cash flow

Carrying Non stated
2017 amount maturity 0-1 year 1-2 years 2-3 years 3-4 years >4 years
Restricted cash 6,743 6,743
State guaranteed securities
State guaranteed
securities ......... 4,826,055 265,023 272,319 2,132,826 115,467 2,040,420
State guaranteed
securities
funds .............. 358,728 358,728
Bonds
Assets guaranteed
bonds .............. 4,231,322 633,610 1,625,508 303,922 235,623 1,432,659
Other bonds ... 1,341,306 358,157 307,843 303,532 60,988 310,786
Shares
Listed shares 2,610,796 2,610,796
Unlisted
shares ............ 7,596,431 7,596,431
Share certificates
Equity funds ....
Debt securities
funds .........e.... 1,591,076 1,037,475 23,180 23,856 506,565
Other securities
Other securities 3,734,353 3,734,353
Loans and
receivables ...... 5,911,699 4,436,148 914,807 229,373 151,538 179,833
Cash .....c.ce. 1,129,841 1,129,841
Total ............... 33,338,350 16,108,896 5,722,861 3,144,333 2,969,653 563,616 4,828,991

Expected cash flows
0-1 year 1-2 years 2-3 years 3-4 years >4 years

Insurance
contr., net ........ 16,693,335 9,519,118 3,892,500 1,881,043 754,068 646,606
Difference in
cash flows ....... 16,645,015 16,108,896 ( 3,796,257) ( 748,167) 1,088,610 190,452) 4,182,385
Cumulative
differences ...... 16,645,015 16,108,896 12,312,639 11,564,472 12,653,082 12,462,630 16,645,015
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39. Liquidity risk, contd.
Contractual cash flow

Carrying Non stated
2016 amount maturity 0-1 year 1-2 years 2-3 years 3-4 years >4 years
Restricted cash 189,745 189,710 35

State guaranteed securities
State guaranteed

securities ......... 3,511,710 187,495 183,766 380,975 2,126,583 632,891
State guaranteed

securities

funds .............. 335,220 335,220

Bonds

Assets guaranteed

bonds .............. 4,453,429 408,858 383,702 939,995 144,420 2,576,454
Other bonds ... 464,147 56,923 71,453 49,503 42,565 243,703
Shares

Listed shares 1,976,916 1,976,916

Unlisted

shares ............ 5,579,691 5,579,691

Share certificates

Equity funds .... 699,882 699,882
Debt securities
funds ............... 2,598,769 2,598,769

Other securities

Other securities 4,329,001 4,329,001
Loans and
receivables ...... 5,598,032 3,957,650 875,127 286,133 189,585 289,537
Cash ... 713,026 713,026
Total ............... 30,449,568 16,232,505 4,800,636 1,514,048 1,656,641 2,503,153 3,742,585
Expected cash flows

0-1 year 1-2 years 2-3 years 3-4 years >4 years
Insurance
contr,, net ........ 15,146,612 7,479,222 4,017,886 2,040,338 827,304 781,862
Difference in
cash flows ....... 15,302,956 16,232,505 ( 2,678,586) ( 2,503,838) ( 383,697) 1,675,849 2,960,723
Cumulative
differences ...... 15,302,956 16,232,505 13,553,919 11,050,081 10,666,384 12,342,233 15,302,956
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40.

41.

42,

Operational risk

Operational risk is the risk of direct or indirect loss arising from a wide variety of causes associated with the Group’s,
personnel, technology and infrastructure, and from external factors other than credit, market and liquidity risks such
as those arising from legal and regulatory requirements and generally accepted standards of corporate behaviour.
Operational risks arise from all of the Group’s operations.

The Group’s objective is to manage operational risk so as to balance the avoidance of financial losses and damage
to the Group’s reputation.

To reduce operational risk there are among other things requirements for appropriate segregation of duties,
requirements for the reconciliation and monitoring of transactions, compliance with regulatory and other legal
requirements, requirements for the periodic assessment of operational risks faced, training and professional
development. The Group's management information security is certified according to ISO 27001 standard.

Capital management

Policy formulation and procedures within the Group in relation to risk management of equity ensure that the Group
has sufficient equity in order to meet with risks in its operation. The Board of Directors aims at maintaining strong
equity base in order to support stability and thereby create security for the insured.

The Act on Insurance Companies, no. 100/2016, addresses equity of insurance companies as solvency. Information
on the Group's solvency is presented in note 31.

Related parties

Definition of related parties

The Group’s related parties are subsidiaries, the Board of Directors, CEO, key personnel and related parties, in
addition to companies owned by members of the Board of Directors and related parties.

Transactions between the Company and it's subsidiaries are accounted for as related party transactions. All
transactions with subsidiaries are eliminated at consolidation and are therefore not presented in the related party
transaction statement. See note 43 for an overview of consolidated companies.

Transactions with related parties and year end balances are specified as follows:

Income Expenses Assets Liabilities
2017
Board, key personnel and related companies ..................... 8,478 4,070 2,613 60
2016
Board, key personnel and related companies ...................... 22,611 4,409 3,277 8
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42,

43.

44,

Related parties, contd.
Salaries, contributions to pension funds and benefits to the CEO, Board of Directors and Executives are specified as
follows:

2017 2016

Salaries and Contrib. to Salaries and Contrib. to

benefits pension benefits pension
funds funds funds funds

Sigurdur Vidarsson, CEO .........c.ooiiiiiiiiiiiiee e 51,396 5,317 51,048 4,761
Orvar Kaernested, Chairman of the Board ..........cccveevevevennn.. 9,525 1,072 9,137 800
Andri Pér Gudmundsson, Board Member ............ccceevevnnnneene. 5,275 488 5,093 420
Kristin Fridgeirsdoéttir, Board Member ...........ccccceevveeveennneeen. 5,272 489 5,176 427
Einar Orn Olafsson, Board Member .........ccoeeeeveceeeeeeeeeeenen. 4,230 399 0 0
Ragnheidur Elfa borsteinsdéttir, Board Member .................. 5,017 465 4,928 407
Linda Bjork Bentsdéttir, Board Member .............ccccooeiniee. 1,045 89 4,943 408
Bjarki Mar Baxter, Board Member .............cccccoovviiviiieeeeeeins 630 54 385 31
Bryndis Hrafnkelsdottir, Board Member ............cccccceeieiiiis 400 34 385 31
Poérdis Jéna Sigurdardéttir, remuneration committee ........... 255 24 473 0
Anna Skuladéttir, audit committee ............cooovvviieiiiiiriiin. 1,025 95 1,125 92
EXECULIVES (5= 6) woeeeiieeieeiieiieeeeee e 166,922 18,997 168,560 17,890
250,992 27,523 251,253 25,267

At year end 2017, the Company's CEO owns in total 3.402 thousand shares in the Company through a company
owned by him. Chairman of the Board owns in total 13.000 thousand shares in the company through a company
owned by him. Furthermore, four executives own in total 1.050 thousand shares in the Company.

At year end, unpaid salary bonus payments due to the CEO amounted to ISK 5.5 million and ISK 38 million due to
key management.

Group entities

Subsidiaries are entities controlled by the Group. Control exists when the Group has the power to govern the
financial and operating policies of an entity so as to obtain benefits from its activities. In assessing control, potential
voting rights that presently are exercisable or convertible are taken into account. The financial statements of
subsidiaries are included in the consolidated financial statements from the date that control commences until the
date that control ceases.

Location Share 2017 Share 2016

Islensk endurtrygging hf. .........cccueueioeeeeecceeeee et Iceland 99.96% 99.96%
LiftryggingamidstOdin hf. ..........cocoviiiiiiiieiie e Iceland 100.0% 100.0%
I (=Y o SR Iceland 100.0% 100.0%
Trygging hf. oo e Iceland 100.0% 100.0%

Financial Ratios

The Group's principal financial ratios 2017 2016
NEt CIAIMS FALIO ...ttt ettt 79.2% 76.2%
INET COSE FALIO ...t e ettt ne s 20.1% 20.8%
Net combined ratio (Claims + COSE) ...ueviiiiiiiiiiie e 99.4% 97.0%
EQUILY FAEIO ..ot 40.7% 38.6%
RETUIN ON EQUILY ettt sttt sne e st e e snee e sreeesnee e e 24.2% 22.4%
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Q4 Q3 Q2 Q1 Total
Premiums earned ...........ccoccoviiiininicnieeneeee 3,857,978 4,221,666 3,930,455 3,605,445 15,615,544
Outward reinsurance premiums .........ccccoceeeceeeneen. ( 150,857) ( 172,227) ( 176,181) ( 131,498) ( 630,763)
Earned premiums, net of reinsurance 3,707,121 4,049,439 3,754,274 3,473,947 14,984,781
Finance inCome .........cccooveiinieiininesecece e 1,099,998 39,513 1,253,497 1,324,998 3,718,006
Finance income from investment properties ........ 14,976 1,357 14,147 1,342 31,822
Other iNCOME .....occviiviiiiriecceee e 5,313 8,011 11,337 12,218 36,879
Total income 4,827,408 4,098,320 5,033,255 4,812,505 18,771,488
Claims iNCUITEd ........coeeeiiirieieiiesneee e ( 2,820,469) ( 3,192,306) ( 3,340,172) ( 2,852,713) ( 12,205,660)
Claims incurred, reinsurers' share ....................... 63,878 155,394 113,479 387 333,138
Claims incurred, net of reinsurance ( 2,756,591) ( 3,036,912) ( 3,226,693) ( 2,852,326) ( 11,872,522)
Operating EXPeNSES .......ccccecveieerieenieeieeeneeneens ( 835,503) ( 771,466) ( 831,850) ( 965,755) ( 3,404,574)
Interest expense .........ccccccevreenene e ( 44,206) ( 34,230) ( 47,997) ( 35,104) ( 161,537)
IMPairment ... ( 121,437) ( 1,856) ( 25,504) 22,861 ( 125,936)
Total expenses ( 3,757,737) ( 3,844,464) ( 4,132,044) ( 3,830,324) ( 15,564,569)
Profit before income tax 1,069,671 253,854 901,212 982,182 3,206,919
INCOME tAX ..ot ( 38,928) ( 36,877) 7,849 ( 15,910) ( 83,866)
Profit and Comprehensive Income for the year 1,030,743 216,977 909,061 966,272 3,123,053
Attributable to
Equity holders of the parent .............ccooeiinnnene 1,030,744 216,977 909,064 966,270 3,123,055
Minority interest ..........cccccovvviiiicciee e, ( 1) 0 ( 3) 2 2)
1,030,743 216,977 909,061 966,272 3,123,053
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Movements in technical provisions during the year:
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The upper part of the chart (total amounts) shows how the Group values its total claim amount for the last years. The lower part of the chart
(own claim) the reinsurers' share has been deducted from the amounts stated in the upper chart. At year end 2014 the Group changed
accounting policy for estimating claims outstanding. Below, the numbers for the years from 2012 are according to the new method and in
accordance with other notes. The numbers for the years 2008-2011 are revalued with simplified model of the new method.

Total amounts

In million
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 Total
Estimate of ultimate claims
cost at year end:
-at end of claim year ........... 7,796 7,402 7,034 7,817 8,446 9,284 10,414 10,788 11,489 11,108
-after one year 9,059 7,881 7,340 8,281 8,168 9,316 10,672 10,817 11,579
-after two years ................... 9,128 8,328 7,380 8,201 7,697 9,124 10,660 11,155
-after three years ................ 9,633 7,964 7,195 7,793 7,499 8,945 10,914
-after four years ... 9,722 8,014 7,201 7,782 7,624 9,070
-after five years ... 9,642 7,980 7,168 7,802 7,764
-after six years ..... . 9,615 7,973 7,182 7,842
-after seven years ............... 9,634 7,976 7,193
-after eight years ................. 9,622 7,974
-after nine years .................. 9,671
Current estimate of
cumulative claims ............. 9,671 7,974 7,193 7,842 7,764 9,070 10,914 11,155 11,579 11,108 94,270
Cumulative payments
todate ....ccooeriiiiiiie, ( 9,615) ( 7,945) ( 7,173) ( 7,807) ( 7,652) ( 8,871) ( 9,950) ( 9,841) ( 8,078) ( 4,823) ( 81,757)
Claims outstanding ........... 56 29 20 35 112 199 964 1,314 3,501 6,285 12,511
Claims outstanding in respect of prior years (2007 @and €aArTEI) .........coiiiiiiiii it 129
Total claims outstanding at the end Of Year 2017 ... e s s 12,640
Claims outstanding for life insurance (INCIUAEd @DOVE) ..o 128
Claims, own
In million
Current estimate of
cumulative claims ............. 9,407 7,806 7,036 7,211 7,564 8,581 9,684 10,622 10,785 10,988 89,684
Cumulative payments
todate ....ccooeiiiiiiiiie, (1 9,353) (7,777) ( 7,009) ( 7,177) ( 7,452) ( 8,388) ( 9,046) ( 9,329) ( 7,335) ( 4,731) ( 77,597)
Claims outstanding ........... 54 29 27 34 112 193 638 1,293 3,450 6,257 12,088

Claims outstanding in respect of prior years (2007 and earlier)

Total claims outstanding at the end of year 2017

Consolidated Financial Statements of Tryggingamidstédin hf. 2017

.............................................................................................................. 127
................................................................................................................................... 12,216

Amounts are in ISK thousands



	Ensk forsíða.pdf
	Triggingamiðstöðin hf. Consolidated Financial Statements 2017 1.pdf

