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Endorsement and Statement by the
Board of Directors and CEO

The Condensed Consolidated Interim Financial Statements of the Housing Financing Fund for the period 1 January
to 30 June 2019 have been prepared in accordance with the International Financial Reporting Standard IAS 34,
Interim Financial Statements, and additional disclosure requirements for companies whose securities are listed on a
regulated market.

Results during the period

The results of the Housing Financing Fund's operations for the first six months of 2019 were negative by ISK 2,016
million according to the income statement, compared to an operating surplus of ISK 1,502 million for the same
period in 2018. Equity at the end of the period amounted to ISK 20,068 million. The Housing Financing Fund's
equity ratio is 8.64%, while the Fund's long-term objective pertaining to the equity ratio is 5%, as according to
Regulation no. 544/2004 on the financial and risk management of the Housing Financing Fund.

Net interest income during the period was negative by ISK 1,456 million compared to negative interest income of
ISK 81 million during the same period in 2018. Substantial prepayments during the period and in recent years have
a negative impact on the development of interest income and increase the Fund's reinvestment risk, however the
Fund earns a considerable amount of income from prepayment fees, thereby mitigating the negative effects of
prepayments. Interest income contribution amounting to ISK 1,406 million due from the Treasury to compensate for
the loss of interest income during the period as a result of the principal reduction of inflation-indexed housing
mortgages, cf. Act no. 35/2014, has not been recognised in the Interim Financial Statements. Operating expenses
for the period amounted to ISK 1,180 million compared to ISK 959 million during the same period in 2018. The
increase is attributed to the operating costs of investment properties amounting to ISK 124 million and, in addition,
increased activity due to the operations of the housing benefit system and new projects in housing policy affairs. The
Housing Financing Fund pays ISK 57 million during the period to the operations of the government agencies, the
Debtor's Ombudsman and the Financial Supervisory Authority, or about 16% of the Fund's other operating
expenses.

The Housing Financing Fund sold the rental company Leigufélagid Briet ehf., a company established by the Fund at
the end of 2018, 251 real estate properties during the period and ceased its leasing operations. Leigufélagio Briet
ehf. is a subsidiary of the Housing Financing Fund and is therefore included in the Fund's consolidated financial
statements. The rental company Briet ehf. will work with local authorities to develop the rental market in the rural
areas.[]

Operations and risk factors

There are increased challenges in the operations of the Housing Financing Fund as continued prepayments of the
Fund's loans have a significant impact on net interest income. As a larger proportion of financial assets lies outside
the loan portfolio, the balance between the assets and liabilities of the Fund is reduced, which has a negative impact
on results as indicated by the interim financial statements, and has been stated in the Board's reports in recent
years. At the end of the period, ISK 333 billion or 45% of the Fund's assets were outside its loan portfolio (including
liquid funds), which has a negative impact on the Fund's interest rate differential. The Fund has, however,
accumulated liquidity to meet the payment flow of outstanding debt in the foreseeable future and the government
has declared that if the Housing Financing Fund's equity ratio falls below the statutory criteria, the State will provide
the Fund with equity. The current capital ratio is 8.64%

Following proposals from a task force appointed by the Minister of Social Affairs and Child Welfare on approaches
to reduce the State's risk arising from large-scale prepayments of the Fund's loans, it was decided to legally
separate the Fund's policy and implementation of housing policy activities from the financial administration of
funding and former lending activities. A bill to that effect was introduced in the government consultation portal last
July and deliberations are scheduled for the first days of the autumn session.

If the bill is enacted into law on 1 January 2020, as presumed in the bill, the Fund will continue to operate under the
same registration number as the Housing Financing Fund and manage the Fund's assets and liabilities., cf. note nr.
5 Segment information. The bill does not include any changes to the previously issued state guarantee for the
Housing Financing Fund (HFF) bond issue.
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Endorsement and Statement by the
Board of Directors and CEO, contd.:

Operations and risk factors, contd.

Following the Government's decision to divide the activities of the Housing Financing Fund, the Board of Directors of
the Housing Financing Fund has appointed an Investment Council, appointing representatives from the Ministry of
Social Affairs, the Ministry of Finance and Economic Affairs, the Central Bank of Iceland and the Housing Financing
Fund. The role of the Investment Council is to formulate proposals on the processing of the asset and debt portfolio
and measures to reduce the risk and scope of state guarantees in regards to the Fund. The commission of the
Council is intended to ensure that those responsible for fiscal affairs have at all times information on approaches
that can reduce the risk in the operations of the asset and debt portfolio and what effect they have on the Treasury's
commitment in the short and long term. The Investment Council is acting on behalf of the Board of Directors of the
Housing Financing Fund until legal separation has taken place, which is expected to be around next year. The
interim financial statements include segment information that reflects the proposed legal division as in the 2018
financial statements.

Division of the Housing Financing Fund and a new Housing and Construction Authority

The proposal for a new Housing and Construction Authority and the division of the Housing Financing Fund is based
on the Housing Financing Fund's 2018 financial statements, which has separated in its financial statements the
activities of the Housing Agency from the activities of the HFF Fund. The Housing Agency segment is the part of the
Housing Financing Fund's operations that is carried out in accordance with the changed role of the Fund following
changes in the Housing Act from 2013 and social lending. The HFF Fund segment is the part of the Housing
Financing Fund's activities related to the issuance of HFF bonds, former lending activities and financial
management of assets outside the loan portfolio, e.g. liquid funds and other securities. In dividing the loan portfolio,
the basis of assumption is that loans granted for social purposes, rental housing as well as loans to individuals
granted after 1 January 2013 are included in the loan portfolio of the Housing Agency, but all other loans are
considered as loans from the HFF Fund.

The division transpires on January 1, 2018. All loans granted after 1 January 2018 are thus considered to be
included in the Housing Agency's loan portfolio. On 1 January 2018, the carrying amount of the Housing Financing
Fund's loan portfolio amounts to therefore ISK 138.1 billion, or roughly 28% of the total portfolio. HFF Fund's loan
portfolio amounts to ISK 361.9 billion or 72% of the total loan portfolio. When deciding on the division of equity
between the segments, it was proposed that the Housing Agency's equity would meet the requirements of an
adequate capital ratio, taking into account the risk of the underlying loan portfolio, if the segment were operated as
an independent business entity. The Housing Financing Fund's Risk Management carried out an internal capital
adequacy assessment (ICAAP) of the Housing Agency. It is assumed that the Housing Agency's operations will be
financed with interest income instead of receiving direct contributions allocated by the fiscal budget for its
operations. Bonds have been issued between the Housing Agency and the HFF Fund, which will be owned by the
HFF Fund after the legislation takes effect as a repayment for the loan portfolio of the Housing Agency.

The Housing Agency's lending operations will be fully financed during the division of the Housing Financing Fund
into the Housing Agency and the HFF Fund. The bill, which the Minister of Social Affairs has presented and
introduced to the government, assumes that the Housing Agency will prepare annually a budget of its loan
requirements correlating with the preparation of the fiscal budget. The loan requirements will be based on housing
plans that have been prepared in collaboration with municipalities throughout the country. This will increase the
transparency and predictability of this form of public housing support over the long term. The Housing Agency, on
the basis of the issued budget, draws on the Treasury's loan line and relends in accordance with the Agency's loan
rules. Repayment of loans from the Treasury would reflect the cash flow of the Housing Authority with similar
repayment agreements as the Agency's lending agreements. This ensures long-term balance between assets and
liabilities and prevents an imbalance between deposits and disbursements. The Housing Agency would therefore
not be exposed to the same risks as the Housing Financing Fund, as pointed out by the task force that submitted
proposals regarding the division of the Housing Financing Fund.

This arrangement ensures that the Housing Agency will be able to provide affordable loans for social needs, thus
contributing to increased housing security and stability in the housing market. Government policy, that is among
other things stated in the Government's Covenant and recent standard of living agreements, entails that public
housing support will be provided to the most vulnerable groups in the housing market, such as low-income, young
people and the elderly, and promote equal living conditions across the country.

Condensed Interim Financial
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Endorsement and Statement by the
Board of Directors and CEO, contd.:

Endorsement by the Board of Directors and CEO

To the best of our knowledge, it is our opinion that the Condensed Consolidated Interim Financial Statements give a
true and fair view of the Fund's total comprehensive income, assets, liabilities and financial position on 30 June
2019, and changes in cash in the period 1 January to 30 June 2019. Further, in our opinion, the Fund's Condensed
Consolidated Interim Financial Statements and the report of the Board of Directors and CEO provide a clear
overview of the development and performance of the Fund's operations, describing its position and the main risks
and uncertainties of the Fund. The Board of Directors and CEO have today discussed the Condensed Consolidated
Interim Financial Statements of the Fund for the period 1 January to 30 June 2019 and hereby confirm them by
means of their signature.

Reykjavik, 29 August, 2019

Board of Directors:

Haukur Ingibergsson G. Valdimar Valdemarsson

Chairman of the Board

Asta Palmadattir Sigurbjorn Ingimundarson

Elin Oddny Sigurdardottir

CEO

Hermann Jénasson
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Independent Auditor’'s Review Report

To the Board of Directors of the Housing Financing Fund

Introduction

We have reviewed the accompanying condensed consolidated statement of financial position of Housing Finance Fund
as at June 30, 2019, the condensed consolidated statements of comprehensive income, changes in equity and cash
flows for the six-month period then ended, and notes to the interim financial information. The Board of Directors and
CEO are responsible for the preparation and presentation of this condensed consolidated interim financial information in
accordance with IAS 34 “Interim Financial Reporting”. Our responsibility is to express a conclusion on this condensed
consolidated interim financial information based on our review.

Comparative amounts

The condensed statement of financial position of Housing Finance Fund as at 30 June 2019 were reviewed by another
auditor. Comparative amounts dated 30 June 2018 were reviewed by another auditor. The auditor's review report is
dated 31 August 2018.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements 2410 Review of Interim
Financial Information Performed by the Independent Auditor of the Entity. A review of interim financial information
consists of making inquiries, primarily of persons responsible for financial and accounting matters, and applying
analytical and other review procedures. A review is substantially less in scope than an audit conducted in accordance
with International Standards on Auditing and consequently does not enable us to obtain assurance that we would
become aware of all significant matters that might be identified in an audit. Accordingly, we do not express an audit
opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the accompanying condensed

consolidated interim financial information is not prepared, in all material respects, in accordance with IAS 34 “Interim
Financial Reporting”.

Reykjavik, 29 August 2019

KPMG ehf.
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Consolidated Income Statement and Statement of

Comprehensive Income
from 1 January to 30 June 2019

Restated

Notes 2019 2018*

1.1.-30.6 1.1.-30.6

INEErESE INCOME ...eiiiiiiiiiet e 25.505.607 25.178.042
INTErESt EXPENSE ... ( 26.961.820) ( 25.258.835)
Net interest (EXPEeNnSE) INCOME ......cccveiiiiiiieiii e 21 ( 1.456.213) ( 80.793)
Income from iNVEStMENt ProPerties .........cceeevriieeiiieees e 26 300.371 0
Other INCOME ...ttt e e e e et ea e e e e nneaee 22 204.878 221.523
505.249 221.523

Total operating (expense) income ( 950.964) 140.730
Salaries and salary-related eXpPenSES ..........cccvervierieenii e 23 615.235 507.044
Operating expenses of investment properties ............cocevvvveiineeeiniieene 26 124.154 0
Other operating EXPENSES .......ccviiriiiieeriie ittt 24 354.405 410.038
Depreciation and amortiSAtION ............cceveirireeiiiieeeriiee e 25 86.026 41.475
Total OpPerating EXPENSES .......ueeiiiiriiiereieiee et 1.179.820 958.557
Net expense (income) from appropriated properties ..........ccccevvveeeeennnen. 27 ( 13.802) 92.356
Net OPErating EXPENSE ..occiiuiiieiiiiie ettt e et e e e e e ( 2.144.586) ( 725.471)
Reversal of impairment of loans, securities and appropriated assets ...... 28 140.840 2.227.805
(LoSS)/Profit Defore tax .....cccueeeeiiiiiiiieeee e ( 2.003.746) 1.502.334
INCOMIE TAX .ttt e e e e e e e e ( 11.823) 0
(Loss)/profit for the year and total comprehensive (loss) income ..... ( 2.015.569) 1.502.334

* See note nr. 4.

The notes on pages 11 to 27 are an integral part of these Interim Financial Statements.
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Consolidated Balance Sheet as at 30 June 2019

Assets
Cash and cash equIValENTS .........ccuvviiieiiiiiiee e

Claims on financial institutions
(@1 [T Y=ot U 1 1= PPNt
Receivable from State Treasury
LoanS i,
Appropriated assets
INVESIMENT PIOPEILIES .....vvveeeiiiie e etiie s e see et e e tre e snae e e
OPETAtiNG ASSEIS ..eviiireieisiriie et ee et e e e e

INtANQGIDIE ASSELS ...uiviiiiii i
OB @SSELS .uviiiiiiiiiieie e e e e e e e s ra e e e e e

Liabilities

BONA ISSUES ...vvvveieieieieieeeeeeeeeeee ettt
Other DOITOWINGS ....ooeeiieiiiiee et e e e neaee e
Deferred tax liability
Other aDilItIES .....c.vvieeieie e

Equity
Contributed capital
Accumulated deficit

Total equity

Total liabilities and equity

Notes

17
18
18
19

20

30.6.2019 31.12.2018
88.614.428 76.827.449
18.231.423 21.050.909

224.410.940 212.149.874
1.351.987 1.330.355
395.314.511 426.888.831
326.966 431.091
6.262.464 6.044.575
138.606 150.405
65.100 85.500
894.172 691.566
735.610.598 745.650.554
714.197.359 722.915.782
141.490 139.417
11.823 0
1.192.216 512.076
715.542.888 723.567.275
57.655.408 57.655.408
37.587.698) 35.572.129)
20.067.710 22.083.279
735.610.598 745.650.554

The notes on pages 11 to 27 are an integral part of these Interim Financial Statements.
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Consolidated Interim Statement of Changes in Equity

1 January to 30 June 2019

from

Changes in equity from 1 January to 30 June 2019

Equity as at 1 January 2019 ........ccccoeiiiiiiiiiee e
Loss for the period and total comprehensive loss .........
Equity as at 30 June 2019 .......cccoiiiieeiiie e

Changes in equity from 1 January to 30 June 2018
Restated*

Equity as at 31 December 2017 .......ccccceeeeiviiiiiieeeeeiinns
Adjustment of bond ISSUES* .........ccccvviriiieeiiiieeeee e
Adjusted equity as at 31 December 2017 .....................
Impact of adopting IFRS 9 on 1 January 2018 ..............

Equity as at 1 January 2018
Profit for the year and total comprehensive profit
Equity as at 30 June 2018

* See note nr. 4

Notes

Contributed Accumulated Equity
capital deficit Total
57.655.408 ( 35.572.129) 22.083.279
0 ( 2.015.569) ( 2.015.569)
57.655.408 ( 37.587.698) 20.067.710
Contributed Accumulated Equity
capital deficit Total
57.655.408 ( 32.761.719) 24.893.689
0 ( 1.285.579) ( 1.285.579)
57.655.408 ( 34.047.298) 23.608.110
( 1.865.803) ( 1.865.803)

57.655.408 ( 35.913.101) 21.742.307
1.502.334 1.502.334

57.655.408 ( 34.410.767) 23.244.641

The notes on pages 11 to 27 are an integral part of these Interim Financial Statements.
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Consolidated Interim Statement of Cash Flows from
1 January to 30 June 2019

Cash flows from operating activities

(Loss)/profit for the year and total comprehensive (loss) income ...........

Adjusted for:
Indexation on loans to financial institutions and customers ...............
Indexation 0N DOITOWINGS ......cccoiiiiiiiiieee it
Depreciation and amortiSAtioN ............ccccevvveeerniereniieee e
IMPAITMENT ..o e s e e e e e
Valuation change of investment properties ..........ccccveveviveeenineee s,

Changes in operating assets and liabilities:
o = o TS
Appropriated ProPErtIES .......ccvveeeiiiiiieriiee et
INVESTMENT PIrOPEITIES ..ot
Other assets .......cccocevevveeeennnenn.
Other liabilities

Cash flows from operating activities

Investing activities

Claims on financial institutions, change

Other securities, change ..........ccccccevviiivie e

Investment in operating assets and intangible assets ...........ccccccceevnee.
Investing activities

Financing activities

Bond issues and other borrowings, repayments ...........ccccoovvveeiiiieennnee.
Financing activities

Net increase (decrease) in cash and cash equivalents .....................

Cash and cash equivalents at the beginning of the year ...................

Cash and cash equivalents at the end of the period ...........cocuveeeeeenn,

Restated

2019 2018*

1.1.-30.6. 1.1.-30.6.

( 2.015.569) 1.502.334
( 10.592.044) ( 7.847.830)
11.705.163 9.482.635
86.026 41.475

( 140.840) ( 2.227.804)
( 95.869) 0
38.312.102 43.196.323
235.615 2.261.630

( 122.020) 0
( 256.434) ( 532.409)
691.963 477.572
37.808.093 46.353.926
3.139.375 ( 13.628.798)

( 8.738.976) ( 15.892.709)
0 ( 2.967)

( 5.599.601) ( 29.524.474)
( 20.421.513) ( 20.202.721)
( 20.421.513) ( 20.202.721)
11.786.979 ( 3.373.269)
63.235.144 66.608.413
88.614.428 63.235.144

The notes on pages 11 to 27 are an integral part of these Interim Financial Statements.
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Notes to the Condensed Consolidated Interim Financial Statements

General information

Reporting entity

The Housing Financing Fund ("the Fund") is headquartered at Borgartin 21, Reykjavik. The Housing Financing Fund is an
independent institution owned by the State. The Fund operates in accordance with the Housing Act no. 44/1998, the Housing
Compensation Act no. 75/2016, the Rent Act no. 36/1994 and the Act on Public Housing no. 52/2016, and is governed by a separate
Board and appertains to the Ministry of Welfare. The Housing Financing Fund is subject to supervision by the Financial Supervisory in
Iceland in accordance with Act no. 87/1998 on official supervision of financial activities. In accordance with the law, the Icelandic State
Treasury guaranties all of the Fund’s financial obligations.

The Consolidated Interim Financial Statements of the Housing Financing Fund include the Interim Financial Statements of the Fund
and its subsidiary Leigufélagio Briet ehf., which together are referred to as "the Fund" or "the Housing Financing Fund". The Fund's
objectives are to provide housing loans, loans for new constructions and property renovations in Iceland. The Fund is responsible for
the allocation of government contributions for the development of public housing, housing policy planning, conducting housing market
research and carrying out the implementation of housing benefits.

Basis of preparation

Statement of compliance with International Financial Reporting Standards

The Consolidated Interim Financial Statements for the first six months of the year 2019 have been prepared in accordance with IAS 34
Interim Financial Reporting, as adopted by the European Union, as well as applicable requirements in accordance with Act No. 3/2006.

The Consolidated Interim Financial Statements do not include all of the information required for full annual financial statements and
should be read in conjunction with the Financial Statements of the Fund as at and for the year ended 31 December 2018, which are
available on the Fund's website, www.ils.is.

The Board of Directors of the Housing Financing Fund approved the Consolidated Interim Financial Statements on 29 August 2019.

Going concern

The Fund's management has assessed the Fund's ability to continue as a going concern and has reasonable expectations that the
Fund will have sufficient capacity to continue operations. The Consolidated Interim Financial Statements are therefore prepared on a
going concern basis.

Functional currency
The Consolidated Interim Financial Statements are prepared and presented in Icelandic krona (ISK), which is the Fund's functional
currency. All financial amounts presented have been rounded to the nearest thousand unless otherwise stated.

Use of estimates and judgements in the application of accounting policies

The preparation of interim financial statements in conformity with the IFRS requires management to make judgements, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. The
estimates and underlying assumptions are based on historical experience and various other factors that are believed to be reasonable
at the reporting date, the results of which form the basis of making the judgements about carrying amounts of assets and liabilities that
are not readily apparent from other sources. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised and the
effect of the changes are entered in the periods that the changes are made and in subsequent periods if the change also affects those
periods.

Information about significant areas of estimation uncertainty that have the most significant effect on the amounts recognised in the
financial statements are described in the following notes:

» Impairment of loans, cf. note 11.
» Appropriated assets, cf. note 12.
« Investment properties, see note 13.

Condensed Interim Financial
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Notes, contd.:

3. Significant accounting policies
The accounting polices applied in the Consolidated Interim Financial Statements are consistent with those applied in the Financial
Statements for the year 2018, with the exception of the changes introduced by the adoption of the new standard, IFRS 16 Leases.
Further information on the changes in accounting policies due to the implementation of the new standards are described in note 33.
The impact of adopting IFRS 16 is discussed in Note 4. A.

Leigufélagid Briet ehf., a subsidiary of the Fund, commenced operations in the year 2019. A consolidated interim financial statement is
prepared for the first time for the Fund and its subsidiary. The accounting methods applied in the preparation of the consolidated
financial statements are described in Note 34.

Revenues and expenses of the Fund are not recognised directly in other comprehensive (loss) income and the result for the year is
therefore equal to total comprehensive (loss) income.

4. Changes in accounting policies and other adjustments

a. Changes in accounting policies
IFRS 16 Leases
IFRS 16-Leases was adopted as of 1. January 2019. The standard sets out the guidelines for recognition, measurement, presentation
and disclosure of lease agreements. The objective of the standard is to ensure that the lessee and the lessor provide information that
reflects the transaction. The Fund has implemented IFRS 16 by using a retroactive method that implies that comparative figures are
not changed. The right-of-use asset recognised amounts to ISK 136,6 million and lease liabilities amount to ISK 139,3 million.

When measuring lease liabilities, leasing agreements were discounted based on the market yield of the HFF's indexed bonds on
January 1, 2019, which was 1.3%.

Minimum lease payments according to the 2018 financial Statements...............cccoeiiiiiiiiiiiii 211.967
Effect of using market Yield.............cooo i (72.706)
Lease liabilities as 0f 1 JANUAIY 2019.........cciiiiiiiie et e e r et r e e san e e re e s areenneesrneeneeneneenne 139.261

b. Other adjustments

In preparing for the transfer of the Fund's debt into a new system in the year 2018, discrepancies were found in calculations related to
effective interest rates and the present value of debt. On the one hand, effective interest rates on initial bond auctions were
underestimated, the result being that the effective interest rates on total debt is 4.34% instead of 4.31%. This does not change the
carrying amount of these liabilities nor their future charges. On the other hand, effective interest rates that were too high have been
used for the discounting of debt issued after initial bond auctions. This has resulted in an underestimation of the Fund's debt amounting
to ISK 1,342,495 thousand at the beginning of 2017. An adjustment was made during the year 2018 and this amount is deducted from
the Fund's equity. The reduction in equity will be realised in the form of lower interest expenses until the maturity of debt. Thus, interest
expenses are therefore ISK 28,456 thousand lower in the period January to June 2019.

This table shows the effect of adjustments on the income state items for the period January to June 2018:

Income Statement and Statement of Comprehensive Income Previously
published Adjustments Restated
2018 2018 2018
1.1-30.6 1.1-30.6
INEEIESE INCOIME. ...ttt 25.178.042 25.178.042
Interest expense...... ... ( 25.287.291) 28.456 ( 25.258.835)
Net INLErESt EXPENSE. .......cviiciiiiieieieie et ( 109.249) ( 80.793)
OthEr INCOME..... ettt ettt e e 221.523 221.523
Total operating INCOME. ... ....cccoiiiiiiiiii i 112.274 140.730
Total Operating EXPENSES. ........ccciiiiiiiiiii i 958.557 958.557
Net income of appropriated ProPErtieS. ........cccuuiiiiiieiiiiaiiee ittt 92.356 92.356
Net 0perating iNCOME..........coiiiiiiiiiiie s ( 753.927) ( 725.471)
Reversal of impairment of loans, securities and appropriated properties......................... 2.227.805 2.227.805
Profit for the year and total comprehensive iINCOME............cocoviiiiiiiiic i 1.473.878 28.456 1.502.334
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Notes, contd.:

4.
b.

Changes in accounting policies and other adjustments, contd.

Other adjustments, contd.

Balance Sheet Previously

published Adjustments Restated

30.6.2018 30.6.2018
Assets:
TOLAI ASSELS woiiutiieiiiie ettt ettt ettt n et a e neeas 751.319.523 0 751.319.523
Liabilities
BONG ISSUES ... 725.654.013 1.257.123 726.911.136
Other DOTTOWINGS ...t 370.237 370.237
Other ADIIILIES ......ccvveiriiiie s 793.509 793.509
LI = U 1= Lo =P RURRPPPR 726.817.759 1.257.123 728.074.882
Equity
Contributed capital 57.655.408 57.655.408
Accumulated deficit (  33.153.644) ( 1.257.123) ( 34.410.767)
B 1= =Y 1011 OO 24.501.764 ( 1.257.123) 23.244.641
Total liabilitieS and EQUILY .........eiiiiiieiiie e 751.319.523 0 751.319.523
Statement of Cash Flows Previously

published Adjustments Restated

1.1.-30.6 1.1-30.6

Operating activities:
Profit for the year and total comprehensive income.... e 1.473.878 28.456 1.502.334
NON-Cash ItEMS........ccceoviiiiiic e, ( 523.068) ( 28.456) ( 551.524)
Changes in operating assets and liabilities 45.403.116 45.403.116
Cash flows from operating activities: 46.353.926 46.353.926
Investing activities: ( 29.524.474) ( 29.524.474)
Financing activities: (  20.202.721) ( 20.202.721)
Change in cash and cash equivalents................ccoceviiiiiiiiniii e, ( 3.373.269) ( 3.373.269)
Cash and cash equivalents at beginning of year 66.608.413 66.608.413
Cash and cash equivalents at the end of the period...........cccccoooiiiiiiiiiiinnns 63.235.144 0 63.235.144

Segment information

A segment is a component of an entity that generates income and expenses that are directly attributable to the segment. Management
assesses and evaluates the performance and financial results of the segment and distributes funds specifically to the segment.

Financial information of the segment must be separable for operational purposes in order to be identified as a segment.

In 2018, the Fund separated, specifically, its former lending and financial management activities from other activities undertaken in
accordance with current legislation and regulations. The Fund is thus divided into two areas of activity, the Housing Agency and the
former lending and financial management activities, named the HFF Fund. The Fund's leasing activities are performed by the HFF

Fund and are considered to be a separate segment during the period. Until January 1, 2018, there was only one segment.

Overhead costs have been distributed between segments as appropriate. The Fund's assets that belong to individual segments are
financed through internal financing from the Fund. Equity is allocated to segments based on underlying risk factors and capital

requirements. Excess capital belongs to the Fund.

The table below shows identifiable information about the Fund's lending activities on the one hand and other segments, respectively.
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5. Segment information, contd.

Leasing and financial
activities activities Reconciliations Total

1 January - 30 June 2019

Net interest (expense) income.................... ( 148.795) ( 2.494.272) 1.186.854 0 ( 1.456.213)
Other INCOME.....cceeieerieierieie e 300.580 60.979 204.420 ( 60.731) 505.248
Total operating income...........cccoceeeennen. 151.785 ( 2.433.293) 1.391.274 ( 60.731) ( 950.965)
Operating EXPENSES.........cccvveeriuereiieeeannnnns ( 177.182) ( 159.752) 903.617) 60.731 ( 1.179.820)
Net expenses of appropriated properties.... 0 ( 13.802) 0 0 ( 13.802)
Net operating (expense) income............. ( 25.397) ( 2.606.847) 487.657 0 ( 2.144.587)
Reversal of impairment of

loans and appropriated assets.................... 0 ( 55.569) 158.256 38.154 140.841
INCOME tAX...cciiiiiiiiiee e ( 11.823) 0 0 0 ( 11.823)
(Loss)/profit for the period

and total comprehensive (loss) income. ( 37.220) ( 2.662.416) 645.913 38.154 ( 2.015.569)
30 June 2019
Total aSSetS......cccoivviririiiiiei 7.173.112 718.983.523 143.957.545 (134.503.581) 735.610.599
Total liabilities...........c.cooviiiiiiiiiiin, 5.046.882 714.348.616 128.490.336 (132.342.946) 715.542.888
Share in @quity.........cocooveiiiiinin, 2.126.230 4.634.907 15.467.209 (2.160.636) 20.067.710
Leasing
activities HFF Fund Housing Agency Reconciliations Total

1 January - 30 June 2018

Net interest (expense) income.................... ( 136.354) ( 1.167.758) 1.223.319 0 ( 80.793)
Other inCOMe.......cccvevveriiniene 0 197.536 99.710 ( 75.723) 221.523
Total operating income v (0 136.354) ( 970.222) 1.323.029 ( 75.723) 140.730
Operating EXPeNSES........ccovveeeriueeerieeeeninnes ( 29.716) ( 119.686) 884.878) 75.723 ( 958.557)
Net income of appropriated properties....... 92.356 0 0 0 92.356
Net operating (expense) income............. ( 73.714) ( 1.089.908) 438.151 0 ( 725.471)
Reversal of impairment of

loans and appropriated assets................... 1.171.904 388.481 667.420 2.227.805
Profit/(loss) for the year

and total comprehensive income (loss) 1.098.190 ( 701.427) 1.105.571 0 1.502.334
30 June 2018

Total assets... 6.867.534 596.780.260 142.002.760 745.650.554
Total liabilities... 4.835.660 591.531.392 127.200.223 723.567.275
Share iN @QUILY........ccevveiieiiicce 2.031.874 5.248.868 14.802.537 22.083.279

Classification and measurement

Classification and fair value of financial assets and financial liabilities

According to International Financial Reporting Standard IFRS 9 Financial Instruments, financial assets shall be classified on the basis
of a business model for managing financial assets and the characteristics of the contractual cash flow of the asset. The classification
influences how financial instruments are measured. Financial assets should be classified into the following main categories:

(1) financial assets measured at amortised cost if the objective is to hold the financial asset to maturity and collect, on specified due
dates, contractual payments consisting only of principal and interest payments.

(2) financial assets measured at fair value through other comprehensive income (FVOCI) if the objective is to hold the financial asset to
maturity and collect, on specified due dates, contractual payments consisting only of principal and interest payments, as well as to sell

the financial assets.

(3) financial assets measured at fair value through profit or loss which includes all other financial assets.

Financial liabilities shall be classified into one of the following categories: amortised cost or fair value through profit or loss.

Financial assets and financial liabilities are measured at amortised cost in the Fund's financial statements.

The table below shows the carrying amount of the Fund's financial assets and financial liabilities in accordance with IFRS 9 and their

fair value:
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6. Classification and fair value of financial assets and financial liabilities, contd.
Classification and measurement,contd.

Amortised
cost Fair value
30. June 2019
Assets:
Cash and CasSh EQUIVAIENTS. ..........iiiiiiei ettt e et et e e anbeee s 88.614.428 88.614.428
Claims 0N fiNANCIAl INSHIULIONS. .......ciiiiiiiee e e et e e e e e s et e e e e e e eaaraeeens 18.231.423 18.231.423
224.410.940 243.281.000
1.351.987 1.351.987
395.314.511 539.837.907
894.172 894.172
728.817.461 892.210.917
Liabilities:
[0 a0 I TS SRR 714.197.359 951.086.447
[0 (T oTo T4 (01N Vo L3PPSR PP PRSPPI 141.490 141.490
(@ 11 1= = o111 USERS 903.796 903.796
Total fiNANCIAl HADIITIES. ........uviiiiiiiiiiiiiii e e e e e e e e et e e et e e e e e e e e e e e e eeeeeeeeaaaaaeaaaaaeaaaeas 715.242.645 952.131.733
31 December 2018
Assets:
Cash and CaSh EQUIVAIENTS. ..........iiiiiie ettt sttt e e e b e sabe e e aneeee s 76.827.449 76.827.449
Claims 0N fINANCIAl INSHIULIONS.........cviiiiiiiiiieieeeeeeeeeee e 21.050.909 21.050.909
(@1 =T STt 11 ST 212.149.874 212.766.694
Receivable from State Treasury 1.330.355 1.330.355
Loans.......... 426.888.831 505.141.489
Other assets............... 691.566 691.566
Total fINANCIAI ASSELS.....cciieieiie e e et e e e e e e e e e e e e e e st e e e e e e e s sbteeeaeesantsseeaeeaasntnrereaeeaans 738.938.984 817.808.462
Liabilities:
[ T0] a0 I EETH - SRR 722.915.782 876.174.600
OtNET DOITOWINGS. ...ttt ettt e st s bt et e e s e et eesatneeeas 139.417 139.417
(@1 [T =T o111 = PSP USRRRS 340.084 340.084
Total fiNnANCIal HADIITIES. ........uvuiiiiiiiiiiii e e e e e e e e e e e e e e e e e e e e e e e e e aeeeeeeeaeaeaaaaaeaeaeas 723.395.283 876.654.101

The fair value of loans is estimated by discounting the cash flows of the loan portfolio by using the yield of HFF bonds plus 1.0%
spread. The spread reflects the cost of operating the loan portfolio and the credit risk and prepayment risk in the case of loans which do
not contain prepayment options.

The fair value of HFF bonds is based on their market price at the end of the period. The fair value of Housing bonds is measured by
discounting the cash flows by using the HFF interest plus 0.5% spread due to lesser liquidity compared to HFF bonds. The fair value of
Housing Authority bonds is measured by discounting at the interest of HFF bonds plus 1.0% spread due to liquidity and prepayment
risk of those bonds.

The fair value of treasury securities is based on quoted prices in active markets for identical assets.
The fair value of other securities measured at their yield at acquisition is the last quoted market price for the individual category.

7. Cash and cash equivalents
Cash and cash equivalents are specified as follows: 30.6.2019 31.12.2018

Cash in Central Bank ................ 77.035.140 68.117.841
Cash in financial institutions ......... 11.579.288 8.709.608
Cash and cash equivalents total 88.614.428 76.827.449
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10.

11.

Claims on financial institutions

Claims on financial institutions are specified as follows: 30.6.2019 31.12.2018

INEEI-DANK IOANS ...ttt ettt ettt e et e e e st e e e s te e e e enbeeeebbeaeanbeaeannne 11.468.200 9.953.346
Other claims 43.003 14.623
Bank bills .......cccoooiiiiiiis 6.720.219 11.082.939
Claims on financial institutions total . 18.231.422 21.050.908
Other securities

Other securities are specified as follows: 30.6.2019 31.12.2018

(00)77=T¢=To l o To] 3 o U USRS U PR PPPPUUPRNt 127.405.693 127.507.247
MURNICIPAI DONAS ...ttt b e e bt e e e bt e e e rnbe e e aneeeeas 11.660.421 9.230.473
TTEASUNY SECUIILIES ..eiiuttieeitiieeittie e ittt e eteteeettteeebteeeatteeeasteeeasbeeessbeeeaateeeeasbeeesabbeeasbeaeanssaeesnbeaeanseneanns 84.000.300 75.441.180
(@] =TT T U 11T PP PRSP 1.344.526 0
PrOVISION fOF IOSSES ....uiiiiiiiiii ittt ettt ettt e e et e e e hb e e st e e e tb e e e e beeeesbbeaeansbeeeanbeeesnseaaanns 0 ( 29.026)
Other SECUNEIES TOTAI ......oveiiieiiiee et se e nees 224.410.940 212.149.874

Receivable due from State Treasury

The receivable due from the State Treasury comprises a bond in the amount of ISK 1,240 million that is payable in one lump sum on 1
January 2021. The bond has a permanent prepayment privilege favourable to the Treasury, in part or in full. Only interest payments on
the bond is collected during the loan period. The bond is not transferable by the Housing Financing Fund. The carrying amount of the

bond at June 30, 2019 is ISK 1,352 million.

Loans 30.6.2019 31.12.2018
Loans are specified as follows:
LOANS tO INAIVIAUALS ...ttt ettt b et e e et st e et ee e 272.433.177 296.650.360
(o= T g S (o (=T F= =T o1 11 (=T PP PP SOURPPPPPPOE 122.881.334 130.238.471
TOUAI OBNS ..ttt ettt e e e ettt et e et eeeae 395.314.511 426.888.831
Changes in the impairment provision during the period of 1.1.2019-30.6.2019:
12-month ECL Lifetime ECL

Stage 1 Stage 2 Stage 3 Total
Balance of provision 1 January 2019 ..........cccccevviviiniiiceninnnen. ( 1.100.020) ( 2.728.924) (  3.222.143) 7.051.087)
Expected credit loss from new [0ans ...........cccccevviieiincennnn. ( 14.222) ( 2.125) 0 16.347)
Reversal of expected credit loss due to prepayments ............ 77.427 98.651 22.569 198.647
Transfer t0 Stage 1 ......oooiiii i ( 625.064 ) 622.106 2.958 0
Transfer t0 Stage 2 .......ooovviiiiiiii e 205.609 ( 392.223) 186.615 0
Transfer t0 Stage 3 ......evi i 2.222 110.949 ( 113.171) 0
Changes in model or underlying risk factors .............cccccccueee. 285.511 ( 162.615) ( 226.314) 103.418)
Contributions covering Write-0ffs ..........ccocoveeiiei i, 2.235 17.950 2.602 22.787
Balance of provision 30 June 2019 ...........ccecveeiiiiiiniineeninnn. ( 1.166.303) ( 2.436.231) ( 3.346.884) 6.949.418)
Changes in the impairment provision during the period of 1.1.2018 - 31.12.2018:

12 month ECL Lifetime ECL

Stage 1 Stage 2 Stage 3 Total
Balance of provision 1 January 2018 ..........ccccceviveeinieeeninnnn. ( 1.533.357) ( 2.163.342) ( 4.811.638) 8.508.337)
Expected credit Ioss from new 10ans ...........cccccooeiiiiiininnne 35.298 30.552 3.218 69.068
Reversal of expected credit loss due to prepayments ............ 109.279 217.182 112.170 438.631
Transferto stage 1 ......cccoociiiiiiiiiiiiii ( 347.627) 303.836 43.791 0
Transfer t0 Stage 2 ......eeviiiiieiieie e 321.322 ( 2.014.985) 1.693.663 0
Transfer to stage 3 ......ccoviviiiiiiic 3.130 74.197 ( 77.327) 0
Changes in model or underlying risk factors .............ccceeueee.. 311.608 821.999 ( 1.330.020) 196.413)
Contributions covering write-offs .................... 327 1.637 1.144.000 1.145.964
Balance of provision 31 December 2018 ( 1.100.020) ( 2.728.924) ( 3.222.143) 7.051.087)
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12. Appropriated assets

The Fund owned 22 properties on 30 June 2019 (year-end 2018: 36) that the Fund had redeemed for the fulfillment of its claims. Total
number of appropriated properties managed by the Fund is specified as follows:

30.6.2019 31.12.2018
Number of properties at the beginning of the YEar ...........c.ocviiiiii e 36 419
Appropriated properties during the PErOd .............oooiiiiiiiiei e 6 23
Properties sold during the Period ... (21) (155)
Reclassification to iNVEStMENT PrOPEILIES ......ocuviiiiiiiiiiiiie i 1 (251)
Number of properties at the end Of the PEriOd ...........c.oiiiiiiiiiii e 22 36
Properties owned by the Fund are divided as follows by geographical area:

30.6.2019 31.12.2018
SOULh aNA SOULN WEST ...ttt 2 2
Great Reykjavik area ... 8 8
South Iceland ............ 6 10
West Iceland ... 0 2
East Iceland ..... 4 8
[T {71 =T T PSP TPPTR TR 1 4
WESHTOTAS ..ttt ettt s et st e et e e bt e aene e e eanns 1 2
Number of properties at the end of the PEriod ...........ccoiiiiiiiiii e 22 36

At the end of the period the Fund owned 22 properties (at year end 2018: 36), thereoff 12 properties were for sale. At the the end of
June 2019 2 properties were rentals (at year-end 2018:1).

Appropriated assets at the end of the period are specified as follows:

Number of Official property

30 June 2019 properties value Fair value  Carrying amount
RENLAIS. ...t 2 49.100 40.975 1.800
IN SAIES PrOCESS.....c.uvviiiiiiie it 12 269.000 184.260 167.126
VaCANT.......ciiiiiiiiiii s 3 102.750 72.500 53.943
Other Properties™........ccuiviiiiiiiiiie e 5 197.346 127.736 104.097
TOAL e s 22 618.196 425.471 326.966

* Abandoned, rent arrears or properties that have recently entered the portfolio and are being processed

31 December 2018

RENTAIS. ...t 1 49.100 37.902 29.491
IN SAIES PrOCESS......vviriiiiieerieeree st 20 448.480 306.810 260.422
RV T 1y | PSPPSR 10 240.300 154.183 138.985
Other Properti€s™.........oovi e 5 142.998 244514 2.193
TOMAL ettt 38 880.878 743.409 431.091

* Abandoned, rent arrears or properties that have recently entered the portfolio and are being processed

30.6.2019 31.12.2018
Changes during the period: ....
Balance 1 January .................... 431.091 6.631.138
Repossessed during the period ... 140.039 361.423
Properties sold during the period ............ccccevvviiiininicicnnnne e ( 355.600) ( 3.400.110)
Reclassification of appropriated properties during the period .. e ( 22.150) ( 4.586.637)
Recoveries from appropriated properties ............ccccoceeverennen. 133.586 1.425.277
Balance at end of period ...........ccccooviieennen. 326.966 431.091
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14.

Number of assets

. Investment properties

Investment properties are specified as follows:

Captial region South and West and North Iceland East Iceland Total

Southwest Westfjords

Total cost
Reclass........cccooverveennen. 1.172.324 2.275.276 569.745 290.631 278.661 4.586.637
Balance at 31.12.2018.. 1.172.324 2.275.276 569.745 290.631 278.661 4.586.637
Reclass........cccoovevveennen. 39.188 ( 17.038) 0 0 0 22.150
Additions..........cccceeennen 35.138 69.857 32.194 4.263 14.218 155.670
Sold during the period.. 0 ( 33.724) ( 7.545) 0 0 ( 41.269)
Balance at 30.6.2019.... 1.246.650 2.294.371 594.394 294.894 292.879 4.723.188
Value adjustment
Value adjustment.......... 358.839 814.524 135.015 73.182 76.376 1.457.936
Value adj.at 31.12.2018 358.839 814.524 135.015 73.182 76.376 1.457.936
Value adjustment.......... ( 25.304) 218.667 ( 65.853) ( 6.213) ( 25.428) 95.869
Sold during the period.. 0 ( 9.576) ( 4.955) 0 0 ( 14.531)
Value adj. at 30.6.2019. 333.535 1.023.615 64.207 66.969 50.948 1.539.274
Carrying amount
Balance at 31.12.2018.. 1.531.163 3.089.800 704.760 363.813 355.037 6.044.573
Balance at 30.06.2019.. 1.580.185 3.317.986 658.601 361.863 343.827 6.262.462

The Fund's investment properties are residential properties owned by Leigufélagid Briet ehf. The leasing company took over the
ownership and the operations of the properties. As of June 30, 2019 there were 248 investment properties (at year-end 2018: 251).

Official assessment value and replacement value

The official assessment value of the Fund's investment properties at the end of the period amounted to ISK 7,261 million. The official
replacement value of the Fund's investment properties at the end of the period amounted to ISK 8,392 million.

Operating assets:
Operating assets are specified as follows: Fixtures

and equipment Real estate Total
Total Cost
Balance at 1.1.2008 .......cooiiiiiiiiiiiiie ettt e e e e 292.149 30.727 322.876
Additions during the period 30.674 0 30.674
Balance at 31.12.2018 ........ 322.823 30.727 353.550
Additions during the period 0 0 0
Balance at 30.6.2019 ........cocuiiiiiiiiiiii e 322.823 30.727 353.550
Depreciation
Balance at 1.1.2018 ........ooeiiuiiiiiiiieiiiee ettt 162.860 9.747 172.607
Depreciation during the Period ...........cccviiiiiiiiiieii e 29.512 1.027 30.539
Balance at 31.12.2018 ......couuiiiiiiieiiiee ettt 192.372 10.774 203.146
Depreciation during the Period ...........cccviiiiiiiiiieii e 11.285 513 11.798
Balance at 30.06.2019 ......ccccoiiiiiiiiiieiee e 203.657 11.287 214.944

Fixtures

and equipment Real estate Total
Carrying amount
Balance at 1.1.2018 ......... 129.289 20.980 150.269
Balance at 31.12.2018 130.451 19.953 150.404
Balance at 30.6.2009 .......oiiiiiiiiiiiiie e s e e e e aaes 119.166 19.440 138.606

The official assessment value of real estate on 30 June 2019 amounted to ISK 25.3 million (2018: ISK 25.3 million) and replacement

value amounted to ISK 25.7 million (2018: ISK 25.9 million).
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15.

16.

17.

Intangible assets

Intangible assets are specified as follows:

Total Cost

2 F 1= L ot | I 2 0 P PPRTRTPR
PaXe o [1ifo] g S o [N qTa o R (g TN o1=T 4 oo ST PRROPPPRN
BalanCe @t 3L.12.2018 .....ccouiiieiiiieeeiiie ettt e ettt e et ee e et e e e e tbeeeah et e e e bt e e e aa bt e e et e e e e aa bt e e e b et e ek bt e e e bbeeeanbeeeanbeeeeanheeeabeeeetaeeeannen
PaXe o [1ifo] S o [N qTa o R (g TN oT=T 4 oo ST OUPRROPPPRN
BalanCe @t 30.6.2009 .......oiiiiiiiiiiiieiiiie ettt ettt e et et e ettt e e e hb e e e ettt e et e eeeaR bt e e e b et e e bt ee e e bbe e e R beeeanteeeeatbeeeanbeeeataeeeanaes

Amortisation

BalaNCe @t 1.1.2008 .......oeiiiiieiiieiee ettt R et n Rt e R e e n e nre e e e nreenn e e re e nrneen
AmOrtisation dUMNG the PEIIOT .....cciiiiiiiiiie ettt ettt ettt e e et e e e ekt e e e st e e e s tbeeeesbbeeesbeeeasteaeansbeeesnbeeestbeaaannen
BalanCe At 31.12.2018 ......cceeeieeireiiiee ettt ettt n e nne e e e e e e e enn
AmOrtisation dUMNG the PEIIOT .....ceiiiiiiiiiiie ettt e ettt e e et be e e ettt e e et eee e tbeaeesbbeeebbeeeanteaeasbeeesnbeeesbseaaannen
BalanCe @t 30.6.2019 .......ooiiiiiieiii e et n e e e n e nn e e nne e e e e e s

Carrying amounts

BalANCE At 1.1.2018 ......oeeiiiieiiiiieii e ettt e e e e ettt e e e e e e e et b e e e e e e eeat——eeeeeaeaata—eteeeeaatbb——ateeeiahbeaeaeeeaaahtbaaaeeaeaaabareaaeeaaarareaaeaan
o E 1T a LTI L 1 I 2 0 PRSP
BaAlANCE At 30.6.2019 ......uuuuiiiiiiiiiiiitietereteteretereaetaeereaesaaeaeae————esesa—eae—e———————————tat—tatatat———tttttrtatttttattataaatataaaaataaaaataaaaaaaaaaaaaaaes

Other assets
Other assets are specified as follows:

EIR DONA SECUNLIES ... aanees

Other securities ......
Purchase contracts
Right-of-use assets (cf. note 4a)

ACCOUNLES FECEIVADIE ... .o aaaaaees
V2= U TF=To [ [0 I = 0 o1 = 1 o USRS

Other

0] 2 0] (g1 g 1T TCY £ S ERRR

Bond issues

30.6.2019

95.435
127.773
44.094
136.587
451.938
6.616
31.728

Software

671.550
2.969
671.550
0
671.550

505.545
83.474
589.019
20.400
609.419

166.005
85.500
65.100

31.12.2018

95.081
141.166
155.913

0
288.389
11.017
0

894.172

691.566

The Fund issues housing bonds in three HFF series. The name of each series indicates the maturity year of the series. The bond
issues are all inflation-indexed annuity bonds with semi-annual payments. Housing bonds are inflation-indexed annuity bonds and are
callable. Housing Authority bonds are inflation-indexed annuity bonds. The effective interest rate of the HFF bonds is 4.34%.

Bond issues are specified as follows:

HFF24 bond ....coeoeiiiiiieiieeeceee
HFF34 bond ......covviiieiiieeeeceeee
HFF44 boNd ....coveiiiiieiieeecee
Housing bonds ..........ccccoveiiiiiiiiiiciiicce
Housing Authority bonds ...........ccocceeeineen.
Bond issues total ...........ccceevviiiiiiiiinineene

HFF24 bond ..........ooooeeiiiiiiiceeecee,
HFF34 bond .......ccvvveeeiiiiiiee e
HFF44 bond ..........ooooeeeiiiiiiiececeee,
Housing bonds .........cccooieiiiiiiiieeiieee
Housing Authority bonds .............cccccenenee
Bond issues total ..........ccoceveeeeiiiiiiieeeeeens

Final maturity
2024

2034

2044

2040
2020/2038

Final maturity
2024

2034

2044

2040
2020/2038

Number of yearly
installments

2

2

2

Callable

2

Number of yearly
installments

2

2

2

Callable

2

Outstanding

principal
51.850.022
109.273.708
210.698.653
1.270.730
6.452.303

379.545.416

Outstanding

principal
56.524.778
111.848.826
213.230.708
1.381.293
7.107.181

390.092.786

Contractual
interest rate
Fixed 3.75%
Fixed 3.75%
Fixed 3.75%
4.75% - 6.00%
2.70% - 6.25%

Contractual
interest rate

Fixed 3.75%
Fixed 3.75%
Fixed 3.75%
4.75% - 6.00%
2.70% - 6.25%

30.6.2019
Carrying amount
99.177.417
200.697.790
390.851.500
7.818.519
15.652.134

714.197.359

31.12.2018
Carrying amount
106.251.839
202.076.157
388.953.137
8.315.093
17.319.556

722.915.782
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17.

18.

19.

20.

21.

22.

Bond issues, contd.
Changes during the period:

o F 1T g Lot Y O 2 0 USSP UTRR OO PRT

Changes affecting cash flow:

REPAYIMENTS ..ttt oottt e e e oot b ettt e e e e e a bbbt e e e e e e oMk b ee e e e e 2o aa s bbb e e e e oo e abbbe e e e e e e aanbbe e e e e e e e anbbbeeaee e e e nnbeeeaeeeannne (

Changes not affecting cash flow:

910 (o= 1[0 [OOSR PO PUPRRRRRORt

BalanCe 30.06.2019 ......ooiiiiiiiiiiiiiie ettt et e e e e e e e e e e e e ————eeeeaaa—a——aeeeeaatt——ateeeiahbeataeeeaaaataaaaaeeeaaabaraaeeeaaararaaaeaan

Other borrowings
Other borrowings are specified as follows:

LTS8 =T o= 0 o SRR
(0= 11 F= o1 [ oTo] o To L OSSPSR
Total OthEr DOITOWINGS ..ottt bt et e e e b e e anbeeeanbeeeas

Deferred tax liability
Deferred tax liability is specified as follows:

Income tax according to INCOME STATEMENT .........coiiiiiiiiiiiiiiii e
Deferred tax liability 30 JUNE .......coiiiiiiiii e e

Other liabilities
Other liabilities are specified as follows:

Salaries and related EXPENSES .......ccoiiiiiiiiieiiie ettt
Special pension fund CONtHBULIONS .........cooiiiiiii e
Unpaid housing benefit CONtHDULIONS .........c.oiiiiiiiiii e
LEASE NADIITIES ...t
(01 =T g 1= o 11T SRR PPRPTTROE
Total Other NADIIIES ..........oiiieee e e

Net interest (expense) income
Interest income
Interest income on items not at fair value:

Interest income on cash and cash eqUIVAIENLS ...t
Interest income and iNdeXation ON T0ANS ........cccuuiiiiiiiiiiii e
Interest income on receivable from the Treasury and claims on financial institutions
Interest iNCOmMe 0N COVErEd DONAS ........c.uiiiiiiiiiie ettt ee s
Interest income 0N goverNMENt DONAS ..........coiiiiiiiiiiiiii e
Interest income from other fINANCIAl ASSELS ..........ciiiiiiiiiiie e

Gov't contribution due to reduced interest margin related to debt solutions*
TOtal INTEIEST INCOIME ...ttt ekttt e e st e e e e e ab e e e sabb e e ettt e e enbbeeeanteeeantnaeeas

722.915.782

20.423.586)

11.705.163

714.197.359

30.6.2019 31.12.2018
7.395 7.395
134.095 132.022
141.490 139.417
11.823 0
11.823 0
261.843 171.992
50.430 0
604.498 192.100
139.261 0
136.184 147.984
1.192.216 512.076
30.6.2019 30.6.2018
1.872.315 1.441.035
16.296.513 17.710.757
490.357 375.465
4.073.002 3.477.282
2.162.043 1.697.698
294.352 163.282
25.188.582 24.865.519
317.025 312.524
25.505.607 25.178.043

*The government contribution due to social benefit loans to municipalities and organisations, such as student associations and organisations of disabled.

Interest expense
Interest expense on items not at fair value:

Interest and indexation expense on bonds issued

OENEI e e b
Total INtErESt EXPENSE ...oiiiiiiiiie s

Net interest (EXPENSE) INCOME ....coiiiiiiiiiicie e s

Other income
Other income is specified as follows:

Collection and SEIVICE INCOMEY .........ccuuiiieee ittt e e s e e e e e e a e e e e s r e e e e e ssnteeeaeeesassaeaeeeessnsnreeees

30.6.2019 30.6.2018
54.760.669 44.891.921
11.013 163.997
54.771.682 45.055.918
29.266.075) (  19.877.875)
30.6.2019 30.6.2018
204.878 221523
204.878 221523
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Notes, contd.:

23.

24.

25.

26.

27.

Salaries and salary-related expenses
Salaries and salary-related expenses are specified as follows:

SAUATIES .
Pension fund CONHDULIONS .......coouiiiiiie ettt e bt e e nt e e e st e e e snteeeeneeas
Special pension fund CONtHDULIONS .........cooiiiiiiii e
FINANCIAl trANSACTION TAX ..veiiiuiiiiiiiiie ittt ettt et et e et e e bt e e e te e e e esbeeeabbeeessbeeeassbeeeanbeeesnteeaanneeas
Employee vacation OBlIGAtioN ...............oiiiiiiiii s
Other salary-related EXPENSES ......c..uiiiiiiie ittt e et et e et e e e tbee e e baeeastbeaeasbeeesnbeeeaseeaanns
Other PErSONNEL EXPENSES ....coiueiiiiiiiieite ettt et e bt sttt e e e abe e e s sb e e e aabe e e e abbee e sabeeeabneeens
Total salaries and salary-related EXPENSES ........coiuiiiiiiieiiiie e

Average number of employees during the period in full-time equivalent units*

Other operating expenses
Other operating expenses are specified as follows:

(070 [Tox 1 1o] 3 i (1= TS PP PPPPPR
Operating eXPenses Of NOUSING .......ooiiiiiiiiiii e e e bn e naee
Operating COSE OF IT SYSIEMS ......iiiiiiiiiiii ettt e et eesbeeeeaes
Audit and review of financial STAEMENTS ..........oouiiiiiiiei e
ProfESSIONEAI SEIVICES ....eiiiiiiiiiiieii ettt e e e e sttt e e e e e e e bt ba e e e e e e sbnbeeeeeeeannteeeas
Cost due to implementation Of IFRS O ........oiiiiii e
REAI €StALE VAIUALION .....eiiiiiiiiiiii ettt e et e e e e et b et e e e e s bt e e e e e s nbnbeeaeessnnsaneeeeas
Advertising, promotional material and Grants ...........cooouieiiiiiiiiie s
[D1=T o) (o] (3@ 141 018 Lo K70 1= o KOS PO PPPRTPTPPPR
Financial Supervisory Authority SUPEIrVISION FEE ........ccuiiiiiiiiiiiie e e
Y= Vo= =TT PR PPT ST
Other operating expenses ............

Total other operating expenses

Depreciation and amortisation during the period:
Depreciation and amortisation is specified as follows:

Depreciation of operating assets (Cf. NOIE 14) ......oouiiiiiiie i
Amortisation of intangible assets (Cf. NOE 15) .......coiiiiiiiiiiiiiii e
Depreciation of right-0f-USE @SSELS ........cciiiiiiiiiii e
Total depreciation and amMOrtISALION ..........c..coiiuiiiiiiiiiiiii e

Net income from investment properties
Net income from investment properties is specified as follows:

Rental income from iNVEStMENt PrOPEITIES .......coiuuiiiiiiieiiiie ettt
Profit from sale of INVESIMENt PrOPEITIES ........vviiiiiii it
Change iN VAIUALION ........ooiiiiiiiiiie ettt et ettt et e e e e hb e e e s be e e e abbeeeebbeesaabeeeantneeeas
Income from INVESIMENT PIrOPEITIES ......eiiiiiiiiiiiii et
Expenses due to iNVESIMENt PrOPEITIES ........eiiiieiiiiiiee ittt ettt ettt e e e e sbeeesieeeeanes
Net income from iNVestMent PrOPErtIES ..........cccviiiiiiiiiiieiee s

Net income (expense) from appropriated properties
Net income (expense) from appropriated properties is specified as follows:

Rental income from appropriated ProPerties .........c.cooiiiiieiiiee ittt
Expenses due to appropriated Properties ..........ccoociiiiiiiiiiiie e
Net (expense) income from appropriated PrOPEITIES .........eeeiuiieiiiieaiiieeeiieeeeieeesire e ebee e sbeeessreeeeanes

30.6.2019 30.6.2018
410.409 348.137
52.778 46.682
50.430 0
15.361 16.104
29.172 59.084
44746 22.475
12.340 14.562
615.236 507.044
80 78
27.075 51.924
6.758 67.318
155.485 110.676
10.600 9.779
42.606 26.580
0 17.515

2.497 3.468
9.833 8.626
20.875 34.245
36.049 34.979
17.788 23.140
24.839 21.789
354.405 410.039
11.798 10.569
20.400 30.906
53.828 0
86.026 41.475
199.150 0
5.352 0
95.869 0
300.371 0
(124.154) 0
176.217 0
30.6.2019 30.6.2018
682 216.248
(14.484) (123.891)
(13.802) 92.357

The costs of real estate held for sale in the table above include only the direct incurred costs of the properties cf. property taxes,
insurance, maintenance, energy costs and commissions of administrators but exclude indirect operating costs such as salaries and
other administrative expenses. If all expenses were included such as the operating expenses incurred by the Fund due to its
management of the properties, the expenses would be significantly higher than stated in the breakdown above.
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Notes, contd.:

28.

29.

30.

31.

32.

33.

Impairment

Total impairment recognised in the income statement is specified as follows: 30.6.2019 30.6.2018
Reversal of ImMPairmeNnt Of I0BNS..........couiiiiiii e (42.315) (1.072.014)
Impairment of other fiNANCIAl ASSELS........coiiiiiiii e 32.965 8.846
Recoveries from appropriated PrOPEItIES. ........uuiiueiiieiriiiiii ettt (131.490) (1.171.904)
Impairment of Other reCeIVADIES. ..o e 0 7.268
Impairment reCognISEd S INCOME ......c..eiiiiiiieiiii ettt ettt (140.840) (2.227.804)
Income tax

The activities of the Fund’s subsidiary Leigufélagid Briet ehf. are taxable activities. Income tax is specified as follows:

Change in temporary difference of tax iability...........cccoviiiiiiiiii e (11.823) 0

[alolo] g g T o (o] - | POPPPPTPRTSUPPPOPP (11.823) 0

Effective tax rate is specified as follows:

Profit from taxable activitieS DEfOre taX..........cviiieiiiiiieiie e 59.245 0
LI L 240 ) PR PP PPPPRPRRPNE 11.849 0
(@] g T=T ot g F=TaTo =TSP P PRSPPSO PTRPRT (26) 0
Income tax according to the INCOMeE SAtEMENT..........ccoiiiiiiiiii e 11.823 0

Investment in subsidiary

The rental company Leigufélagid Briet ehf. was established on 12 December 2018 and the Housing Financing Fund owns 100% of the
company’s shares. On 1 March 2019, the company acquired most of the investment properties held by the Fund. The sale price of the
assets amounted to ISK 6,066.7 million, financed by an increase in share capital in the amount of ISK 1,213.3 million and the issuance
of a mortgage bond amounting to ISK 4,853.4 million. Subsequently the company's share capital was increased by ISK 900 million to
cover expected future improvements to the investment property portfolio in the coming years. The Housing Financing Fund has also
committed to provide financing to the company in the form of an additional share capital increase of up to ISK 300 million until the year
2024 if necessary.

Related parties

The Fund has a related party relationship with its owner, board members and executive officers. The Housing Financing Fund is
publicly owned and administratively falls under the Ministry and Minister of Welfare. Government institutions and self-governing
corporate entities that are financially dependent on the authorities are related parties of the Fund. Loans to related parties are granted
on arms-length basis. A related party had a mortgage loan amounting to ISK 10 million on 30 June 2019. The loan is current at the end
of the period (year-end 2018: ISK 0 million).

Other matters

The Fund is a party to several disputes that are currently before the courts. The disputes vary in nature, such as appeals related to
debt remedies, damages due to forced sales and sales of appropriated assets, disputes regarding penalty interests, disputes on the
settlements of forced sales due to usufruct fees, etc. It is the Fund's opinion however, that these cases, both individually and combined
are not likely to have a significant financial impact on the Fund.

Risk management

Credit risk

Credit risk is the risk of financial loss of the Fund if a customer or a counterparty to a financial instrument fails to meet its contractual
obligations. It is the Fund’s main objective is to continue to maintain a low level of risk in its operations.
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Notes, contd.:

33. Risk management, contd.:
a. Creditrisk, contd.

The following table shows the maximum exposure credit risk of the Fund:

Balance sheet credit risk:

Cash and Cash EQUIVAIENTS. ..........coiiiiiiiiie ettt e e e e sbeeeenaes
Claims on finanCial INSHIULIONS.........cccuiiiii e e e e e et e e e e e e eaaaees
(@1 =T =T ot 11 SRR
Receivable from StAte TIRASUIY.......c.uii it ettt ettt sttt e et e e et e e e ssbe e e s steeeessbeeesnbeeesteeaaanes
0 0 N
Other fINANCIAL ASSEIS. .. uuviiiii i ittt e e e et e e e e ettt e e e e e s e eba b e e e e e e eeasaaeseeeesanteseeaeeaannes
Total balance sheet Credit FiSK...........cou e e e e e e e

Maximum eXpoSUre t0 Credit FSK........ouii i

30.6.2019 31.12.2018
88.614.429 76.827.449
18.231.423 21.050.909

224.410.940 212.149.874
1.351.987 1.330.355
395.314.511 426.888.831
887.556 680.549
728.810.846 738.927.967
728.810.846 738.927.967

The following table shows both the gross carrying amount of loans and the expected credit losses (ECL) and the classification into risk

levels.

30 June 2019

Stage 1

GrOSS CarryiNg @MOUNL........ccviiirieiieiee e et see e nnes
L12-MONEN ECL.ceiiiiiiiiiiiei ettt e e e et e e e e s s nt e e e e e e nnnnaeen
[O= 143V To IF= 1011018 [ o SO USSP OUPPPPPPPN

Stage 2

GrOSS CarrYiNG AMOUNT.......eiiiitiieitite it e ettt ettt ettt e et e e e e sieeee s
LIfEtIME ECL.....eiiiiiiiiiit e
[@= 143V To JF= 1011018 [ o SO PSP UUPPRPPPPN

Stage 3
Gross carrying amount

LIfEtIME ECL ...t
CArTYING @MOUNL.......uiiiiiiitiiie ettt ettt e nr e e e s seaeee e

Total Carrying AMOUNL........coiuiieiiiie ittt e e b e e e beeesseeeeeanes

31 December 2018

Stage 1

GrOSS CarrYiNGg AMOUNL.......eiiiitiieitiie ittt e et e e e saeeee s
12-MONEN ECL...ciiiiiiie e
CArTYING @MOUNL.......uiiiiiiitiiie ettt ettt e nr e e e s seaeee e

Stage 2
Gross carrying amount

LIfetime ECL......ciiiiiiiiii s
Carmying @MOUNT.........c.oiiiiiiiiie e e

Stage 3

Gross Carrying amOUNL..........cociciiiiiiii i
LIfetime ECL.....ccoiiiiiiiiici i
Carmying @MOUNT.........c.oiiiiiii e e

Total CarryiNg AMOUNL........coitiieiiiie ettt ettt e et e e b e e s sbbeesssbeeeanes

Loans to Loans to

individuals entities Total
228.822.096 117.271.606 346.093.702
433.247) 733.056) 1.166.303)
228.388.849 116.538.550 344.927.399
40.812.229 6.557.399 47.369.628
1.455.934) 980.297) 2.436.231)
39.356.295 5.577.102 44.,933.397
5.175.670 3.624.928 8.800.598
487.638) 2.859.246) 3.346.884)
4.688.032 765.682 5.453.714
272.433.176 122.881.334 395.314.510
248.358.735 122.972.484 371.331.219
489.559) 610.461) 1.100.020)
247.869.176 122.362.023 370.231.199
44.650.076 8.204.001 52.854.077
1.584.706) 1.144.219) 2.728.925)
43.065.370 7.059.782 50.125.152
6.339.555 3.415.067 9.754.622
623.741) 2.598.401) 3.222.142)
5.715.814 816.666 6.532.480
296.650.360 130.238.471 426.888.831
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Notes, contd.:

33. Risk management, contd.:

a.

Credit risk, contd.

The following table shows the gross carrying amount of loans and the carrying amount of loans by past due status.

30 June 2019 30-59 days 60-89 days Over 90 days Impairment Carrying
Not past due past due past due past due provision amount
Loans to individuals...... 261.724.445 5.588.943 1.839.922 3.279.867 2.376.819 272.433.177
Loans to entities........... 118.334.604 3.839.762 4.661 702.307 4.572.599 122.881.334
380.059.049 9.428.705 1.844.583 3.982.174 6.949.418 395.314.511
31 December 2018 30-59 days 60-89 days Over 90 days Impairment Carrying
Not past due past due past due past due provision amount
Loans to individuals...... 285.057.230 5.938.617 1.657.133 3.997.380 2.695.841 296.650.360
Loans to entities........... 128.321.594 1.100.210 0 816.666 4.355.246 130.238.471
413.378.824 7.038.827 1.657.133 4.814.046 7.051.087 426.888.831

The following table shows an age analysis of total arrears on loans.

Loans to individuals Loans to legal entities Total

30.6.2019 31.12.2018 30.6.2019 31.12.2018 30.6.2019 31.12.2018
Loans past due:
Arrears less then
30-59 days.......cceeerunnenn. 75.017 75.040 62.427 255.019 137.444 330.059
60-89 days.......cccceeeernnen 33.802 30.838 92 0 33.894 30.838
Past due over 90 days........ 330.074 489.534 1.652.416 1.268.389 1.982.490 1.757.923
Total past due................ 438.893 595.412 1.714.935 1.523.408 2.153.828 2.118.820

To maximise loan recovery, loan terms may change. Changes of terms have not resulted in the transfer of loans between stages,
which means that the expected credit losses that were previously based on life-time expected losses are based on 12-month expected
credit losses.

Loans are written off under the following circumstances:

» Upon loss on the sale of property auctioned, when the sales value is lower than the valuation of the apartment, according to Article
57 of Act no. 90/1991 on forced sale.

« Upon the approval of the Board of the Housing Financing Fund on the discontinuance of a claim in accordance with Regulation no.
359/2010, on the treatment of the Housing Financing Fund's claims effected by collateral loss.

» Abiding by Act no. 101/2010 as according to the Act on Housing par. 3 Art. 47 on write-offs as according to agreement on debt
mitigation.

« Upon the financial restructuring of legal entities under agreement pursuant to Act no. 101/2010 as according to the Housing Act

par. 6 Art. 47.
Obligations not recognised in the balance sheet: 30.6.2019 31.12.2018
Binding loan commitments at Year-end ............ccceeiiiiiiiiiiiie e 4.883.415 4.581.075

The Housing Financing Fund's loans are secured by real estate collateral. Loans granted are the maximum of 80% of the purchase
price, provided that there are no other restrictions of a maximum loan amount, which is ISK 30 million for individuals. The maximum
official assessment value of the assets may not be over ISK 50 million. Following the granting of a loan, individual mortgages are not
assessed specifically in terms of fair value unless in relation to the evaluation of possible impairment losses. Requirements for general
housing loans are that a binding purchase offer has been made, which in general may be equal to the fair value of the specific real
estate on the date of purchase.
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33. Risk management, contd.:
a. Creditrisk, contd.

The ratio of the Fund's loans to the official assessment value is approx. 34.4% at the end of the period compared to 38.4% at year end
2018. The majority of the Fund's loans have first pledge right. Loan-to-value ratios, i.e. the calculated remaining balance of loans
excluding specific impairment as a proportion of the official property value, are specified as follows at year end:

Proportion of the total loans under 50% of the official assessment value
Proportion of the total loans from 51 - 70% of the official assessment value
Proportion of the total loans from 71 - 90% of the official assessment value
Proportion of the total loans from 91 - 100% of the official assessment value

Proportion of the total loans from 101 - 110% of the official assessment value
Proportion of the total loans over 110% of the official assessment value

b. Liquidity risk

30.6.2019 31.12.2018
84,9% 85,3%
10,5% 10,4%

3,0% 2,8%
0,5% 0,5%
0,2% 0,3%
0,8% 0,8%
100% 100%

Liquidity risk is the Fund's risk of not being able to meet its contractual interest and principal payments on its borrowings. By effective
control of its liquidity balance the Fund endeavours to ensure that there are always sufficient funds in order to meet its obligations if a
temporary imbalance arises between the payment flow on the Fund's loans and other financial assets on the one hand, and its

borrowing on the other.

The Fund's treasury management includes liquidity analysis and liquidity management. The Fund's liquidity plan is organised in
advance with reference to the operational and financial budget. The liquidity budget is updated on a regular basis.

A key element of the Fund's liquidity management is to ensure a balance between the cash flow of financial assets and financial
liabilities. The following table shows the cash flow of the financial assets and the financial liabilities of the fund at the end of the period

Analysis of financial assets and financial liabilities:

30 June 2019
Financial assets:

Cash and cash equivalents ..........c.c.cccc....
Other SECUNteS .......ooccvviiieeeeiiiiiiee s
Receivable from State Treasury ................
Loans to CUStOMETrS ......coooeevveeiiiieiieeeeene
Claims on financial institutions....................

Total financial assets

Financial liabilities:

Net balance...........cccoveeeeeiiiciiiiee e,

31 December 2018
Financial assets:

Cash and cash equivalents ..........c.c.cccoeeue.
Other SeCUNties ........cccvveveeeiiiiiiiee e
Receivable from State Treasury ................
Loans to CUStOMErS ......coeevevveeieiieieeeeeeene
Claims on financial institutions....................
Other @SSetS....uuuiiiiiiiiiiiiee e
Total financial assets..........cccccceeeveivveeeeennn.

Financial liabilities:

Borrower and other liabilities.......................

0 - 3 months 3-12 months 1-5years Over 5 years Total
87.724.631 0 0 0 87.724.631
2.779.047 34.999.459 74.002.383 177.077.180 288.858.069
16.643 16.919 1.324.527 0 1.358.089
7.971.487 21.128.015 110.240.254 620.771.689 760.111.445
15.900.542 1.900.000 0 0 17.800.542
114.392.350 58.044.393 185.567.164 797.848.869 1.155.852.776
11.763.936 59.433.507 264.580.140 745.677.063 1.081.454.646
0 4.883.415 0 0 4.883.415
11.763.936 64.316.922 264.580.140 745.677.063 1.086.338.061
102.628.414 (6.272.529) (79.012.976) 52.171.806 69.514.715
76.827.449 0 0 0 76.827.449
15.241.323 6.153.522 67.416.633 183.493.737 272.305.215
16.919 16.643 1.341.446 0 1.375.008
7.469.878 23.015.668 114.801.207 646.694.654 791.981.407
16.089.786 5.100.000 0 0 21.189.786
1.348 4.045 21.123 111.007 137.523
115.646.703 34.289.878 183.580.409 830.299.398 1.163.816.388
13.524.187 54.807.697 253.719.251 749.114.265 1.071.165.400
0 4.581.075 0 0 4.581.075
13.524.187 59.388.772 253.719.251 749.114.265 1.075.746.475
102.122.516 (25.098.894) (70.138.842) 81.185.133 88.069.913
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Notes, contd.:

33. Risk management, contd.:

C.

Interest risk

Interest rate risk is defined as the risk that the future cash flows of financial instruments will fluctuate due to changes in market interest
rates. The Fund recognises neither financial liabilities nor financial assets at fair value, and fair value risk due to interest rate changes
is therefore limited. Around 88.1% of the Fund's financial assets (2018: 89.6%) and 89.6% (2018: 99.9%) of its financial liabilities have
fixed interest rates and therefore the effect of interest rate changes on payment flows is insubstantial. Decisions on changing the
interest rates on loans with floating interest rates is entirely in the hands of the Fund. However, the difference between the duration of
assets and liabilities causes risk exposure for the Fund as if a balance is not maintained changes in interest rates may affect its net
interest income. The duration of the Fund's financial assets at the end of the period is 12.82 years (2018: 12.29 years) and of financial
liabilities 9.63 years (2018: 9.42 years). According to the Fund's risk management policy this difference may be up to 0.9 years.

The weighted average effective interest rate on the Fund's non-equity borrowings was 4.34% at the end of the period (2018: 4.34%),
and the weighted average effective interest rate on loans at the same time was 4.43% (2018: 4.46%). The interest margin on the
Fund's loan portfolio and its borrowings is therefore positive by 0.09%.

The risk committee assesses the Fund's prepayment risk and other factors related to interest rate risk and assesses this risk when the
interest rates on the Fund's loans are decided. In order to reduce even further this risk the Fund also offers loans with prepayment
fees that bear lower interest rates than loans without such a fee. On a monthly basis the real proportion of prepayments is measured
and estimates for future prepayment ratios are calculated. On the basis of estimated prepayments the Fund regularly reviews its
funding in order to limit the sensitivity of its loan portfolio with regards to interest rates.

Borrowers may in many cases prepay their loans owed to the Fund without paying a specific prepayment fee. However, the Fund's
issued bonds do not include prepayment options, with the exception of housing bonds. Therefore, an imbalance between the duration
of financial asset and liabilities may arise, which would lead to reinvestment risk for the Fund and thereby interest rate risk.

Around ISK 130 billion of the Fund's loans (2018: ISK 141 billion) are hedged with prepayment fees in part or entirely and prepayable
housing bonds should the borrower choose to prepay its loan before the end of the loan term. Related interest rate and reinvestment
risk is considered to be considerable, especially while market interest rates remain low. The Fund is working on limiting this risk.

CPl-indexation risk is the risk of fluctuations in the consumer price index (CPI) affecting the fair value and cash flow of indexed financial
instruments. The majority of the Fund's loans are indexed, financed with indexed bonds. The indexation risk is largely explained by the
fact that not all financial assets are indexed, but the Fund's liabilities are all indexed. Indexation risk is managed by calculating the
sensitivity of the Fund's total balance in indexed assets and liabilities with respect to changes in the consumer price index.

30.6.2019 31.12.2018
CPI-indexed financial assets:
[0 = o 1 U PRSPPUPPRRR 394.461.562 426.454.111
Treasury securities and other fiNANCIAl ASSELS .........coiiiiiiiiiii e 202.577.481 191.260.184
Total fiNANCIAI ASSELS ..o ————————— 597.039.043 617.714.295
CPl-indexed financial liabilities:
[T o I 10T USSR 714.197.359 722.915.782
Other borrowings ........ 141.490 139.417
Total financial lADIItIES .........cccuiiiiee e e e s et e e e e e e s ba e e e e e e annneeeeas 714.338.849 723.055.199
Total CPI-INAeXation DAIANCE .........oiiiiiiiiiiie e e e (117.299.806) (105.340.904)

Operational risk

Operational risk is the risk of loss as a result of insufficient internal processes, employees and systems, or because of external events,
including legal risk. The Fund uses both preventive and supervisory methods to minimise its operational risk. The preventive methods
include clear and documented procedures regarding all the Fund's major factors of operations, training of employees, data back-up,
access control and other procedures. The Fund is ISO 27001 certified for information security, a written security policy as well as
having a Risk Committee and Security manager who manage various aspects of operational risk. Heads of divisions are responsible for
the management of operational risk in their divisions and monitor the operational risk as well as their employees.
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33
e.

34.

. Risk management, contd.:
Equity and capital management
The Fund's long-term objective is to maintain an equity ratio over 5.0%. The calculation of the equity ratio is in accordance with
international standards (Basel Il). If the Fund's equity ratio falls below 4.0% the Fund's Board of Directors shall notify the Minister of
Social Affairs and Equality thereof. Furthermore, the Fund's Board of Directors shall propose solutions to reach the long-term equity
ratio goal.

Equity ratio is specified as follows: 30.6.2019 31.12.2018
Total equity according to the interim financial StatemeNts ..........ccocceeiiiiiiiiie e 20.067.710 22.083.279
Intangible assets ( 65.100) ( 85.500)
EQUILY DASE ...ttt 20.002.610 21.997.779
Risk exposure is specified as follows:

(01 =T o 1 (] T T TSR U PO U TP PRPRTOPPPRPRPTN 227.833.082 242.631.000
Market risk ........ 3.583.334 0
OPETALIONAD FISK ..ttt ettt ettt e et e e st e e e st e e e ekttt e eab et e et e e e e ennn e e e anbeeeanteee s 0 3.583.338
Total riSK EXPOSUIE @IMOUNT ........eiiiiiiie it ettt ettt e sttt e ettt et e e e te e e e asbeeesabbeeassteaeesbeeesnbeeeanseeaanns 231.416.416 246.214.338
Lo (817 = Lo T PSP TPPPRPPP 8,64% 8.93%

Significant accounting policies

The basis of consolidation

The Consolidated Interim Financial Statements consist of the Interim Financial Statements of the Housing Financing Fund and its
subsidiary, Leigufélagid Briet ehf. Subsidiaries are the companies controlled by the Fund. The Fund controls a company when it is at
risk or benefits from the variable return of its stake in a company and has the ability to have an affect on those returns as a result of its
control over the company. Subsidiaries' interim financial statements are included in the Consolidated Interim Financial Statements from
the date of control until the date control ceases to exist. The subsidiary is wholly owned by the Housing Financing Fund and has the
same fiscal year as the Fund. All transactions and balances between the Fund and the subsidiary are eliminated in the preparation of
the consolidated interim financial statements.

Change in accounting policies
With the exception of the changes that accompany the adoption of new standards or are reported specifically below, the accounting
policies applied in the interim financial statements are the same as in the Fund's financial statements for the year 2018.

Taxation

Income tax on the taxable activities of the subsidiary, Leigufélagio Briet ehf., is calculated and recognised in the interim financial
statements as of 30 June 2019. The calculation is based on pre-tax results, taking into account the permanent difference between
taxable income and income as according to the interim financial statements. The income tax rate is 20%. Income tax liability is due to
the difference between the tax base of balance sheet items on the one hand and their carrying amount in the interim financial
statements on the other. The difference is due to the fact that the Fund's income tax base is based on other assumptions than its
financial statements.

IFRS 16 - Lease

The Fund as a lessee

Regarding lease agreements where the Fund is the lessee, the Fund recognises these agreements as lease liabilities and right-of-use
assets. Initially, the lease liabilities and right-of-use assets are recognised as the total value of the lease payments discounted at the
Fund's incremental borrowing rate. Right-of use assets are depreciated using a straight-line method during the lease term, and
depreciation is recognised in the income statement as depreciation and amortisation. The interest expense on the lease liability is
recognised as interest expense in the income statement.

The Fund as a lessor

In the case of financing leases, the present value of the lease payments is recognised as a receivable among other assets. Finance
income is recognised over the life of the lease, using a method that reflects a fixed rate of return on the Fund's net investment in the
lease. Income from operating leases is recognised as incurred.
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