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Municipality Credit Iceland Plc.

Translated Financial Statements for the year 2025

These financial statements are a translation of the original financial statements prepared in Icelandic. In the event of
any discrepancies between the two versions, the Icelandic original shall prevail.
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Income Statement and Statement of Comprehensive Income

1 January to 31 December 2025

Notes 2025 2024
Interest and indexation iNCOME .........c.ceoiiiiiiiiiii e 12.937 14.005
Interest and indexation EXPeNSE ..........cccceeiiiiiiiiiiiic e (11.508) (12.506)
Net interest income 5 1.429 1.499
Net income from financial assets mandatorily measured at FV .......... 6 1.043 894
Net income from financial assets designated at FV .............cccccooneee. 7 (15) 2
Net foreign exchange difference ...........c.cccoooiiieiiiiiiiiii e, 8 1 (14)
Impairment on loans to customers ... 16 (3) (2)
Other operating income 1.027 879
Total operating income 2.455 2.378
Salaries and related eXpenSEeS ..........ooceveiiiiiie i 9 151 132
Securities ISSUANCE COSES .......ooueiiiiiiiieiiiie e 10 79 73
Annual and supervisory fees to the FSA ..., 18 16
Other operating EXPENSES ........uueivieiiiiiiiiiiee e e e e e e 11 91 87
General administrative expenses 339 308
Profit and total comprehensive income for the year 2117 2.070
Earnings per share
Basic and diluted earnings per share ...........ccccccooviiiiieee e, 12 0,42 0,41

The notes on pages 7 to 28 are an integral part of the MCl's financial statements.

Financial Statements of Municipality Credit Iceland Plc. 2025 3

Amounts in ISK millions



Statement of Financial Position as at 31 December 2025
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Notes 31 Dec 2025 31 Dec 2024
Assets
Government bonds and treasury bills ............cccooiiiiiiie 13 8.273 7.435
Marketable securities and bonds ............ccccceeeiiiiiii 14 7.220 2.762
Loans and receivables to credit institutions .............cccccvvvviiiiiiiiiiiinnn, 15 1.628 558
Loans and receivables to customers ...........ccccccvveeviiiiiiiiiiiece e 16 211.558 200.021
Operating @SSEetS .......cocviiiiiiiiie e 17 64 66
Other @SSELS ...uvviiiiii i 18 39 32
Total assets 228.782 210.875
Liabilites
Debt securities iSSUEM ...........eeiiiiiiiiiiiiiiiec e 21 195.339 182.957
Other long-term borrowings .........cccveiiiiiiiiie e 22 6.161 2.731
Derivative financial instruments ............ccccocviiiiiiiii e 24 204 178
Short-term DOITOWINGS ........evviiiiiieiiiiie e 25 0 72
Pension obligation ............cccooiiiii 26 152 128
Other liabilities .......cccuvviiiiee e 27 16 16
Total liabilities 201.872 186.082
Equity
Share capital ... 5.000 5.000
ReStricted rESEIVES ..o 1.442 1.328
Retained €arnings ........oooeeiiiii i 20.468 18.466
Total equity 28 26.910 24.793
Total liabilities and equity 228.782 210.875

The notes on pages 7 to 28 are an integral part of the MCl's financial statements.
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Statement of Changes in Equity 1 January to 31 December 2025

*Restricted Retained

Share capital reserves earnings Total
Changes in equity 2025
Equity as at 1 January .........cccoeeennen. 5.000 1.328 18.466 24.793
Total comprehensive income ............... 2117 2117
Unrealized fair value changes .............. 114 (114) 0
Equity as at 31 December .................. 5.000 1.442 20.468 26.910
Changes in equity 2024
Equity as at 1 January .........cccoeeennen. 5.000 1.345 16.378 22.723
Total comprehensive income ............... 2.070 2.070
Unrealized fair value changes .............. (17) 17 0
Equity as at 31 December .................. 5.000 1.328 18.466 24.793

*Restricted reserves consist of a statutory reserve and restricted unrealized fair value changes. According to the
Icelandic Financial Statements Act, equity must be restricted due to unrealized fair value changes, which restricts the

ability to pay dividends. See further details in note 28.

The Board of Directors of the Fund proposes that no dividends be paid to shareholders in 2026 in respect of the profit
for the year 2025, in order to strengthen the Fund's financial position and ensure the growth of equity, similar to

previous years.

The notes on pages 7 to 28 are an integral part of the MCl's financial statements.

Financial Statements of Municipality Credit Iceland Plc. 2025 5

Amounts in ISK millions



(=
=2

Statement of Cash Flows 1 January to 31 December 2025

Notes Jan-31 Dec 2025 1 Jan-31 Dec 2024
Operating activities

Profit and total comprehensive income for the year ............cccccooeeee. 2117 2.070
Non-cash items included in profit:
Net interest iNCOME ... (1.429) (1.499)
Indexation, exchange rate differences and accrued interest ............... 16, 21 236 279
Discounts, borrowing fees and commissions on bonds ...................... 16, 21 (602) (723)
Fair value changes of loans and advances to customers ................... 19 15 (2)
Fair value changes of derivatives ..o 19 (8) 1
Impairment allowance under IFRS 9 ... 16 3 2
DepreCiation ... 17 2 2
(1.783) (1.939)
Changes in operating assets and liabilities
Loans and receivables provided to customers ...........cccccoceeiiiiiinenns (20.594) (16.155)
Repayments of loans and receivables to customers .......................... 16.010 16.148
Issuance of debt securities and other long-term borrowings .............. 23.069 13.900
Repaym. of debt secur. issued and other long-term borrowings ......... (13.505) (13.364)
Repayments of oWwn bonds ... 0 894
Changes in government bonds and treasury bills .............cccceeinineenn. (157) (928)
Changes in marketable securities and bonds ............cccccovieeiiiinens (4.735) (571)
Changes in short-term loans provided .........ccccccceriiiiciniiec i, 367 (534)
Changes in short-term borrowings .........ccccooceeeeiiiiieiniiic e (72) (49)
Changes in pension obligation ...........cccccoviiiiiii 25 16
Changes in other assets ... (7) (8)
Changes in other liabilities .............ceviiiiiii e (0) (5)
400 (656)
INterest reCEIVEd .......c.eiiiiiiiiii e 5.631 5.596
INterest PaId .......oooiiiiie e (5.376) (5.357)
255 239
Net cash from (used in) operating activities 989 (285)
Effects of exch. rate changes on cash and cash equivalents ............. 81 (3)
Cash and cash equivalents at the beginning of the year .................... 558 846
Cash and cash equivalents at the end of the year ................cccuvneee.. 1.628 558

Components of cash and cash equivalents
Loans and receivables to credit institutions .............cccooiiinii. 1.628 558
1.628 558

The notes on pages 7 to 28 are an integral part of the MCl's financial statements.
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Notes

1 General information

Municipality Credit Iceland Plc. is a public limited company owned by Icelandic municipalities. MCI is a credit
institution operating under the Act on Public Limited Companies and the Act on Financial Undertakings, and is
subject to the supervision of the Financial Supervisory Authority of the Central Bank of Iceland. Municipality Credit
Iceland is domiciled in Iceland. MCl's registered office is at Borgartun 30, Reykjavik.

MCI's objective is to ensure that Icelandic municipalities, their institutions, and enterprises have access to capital
on favourable terms by granting loans or guarantees. Its lending is restricted to projects of general economic
significance.

MCI has issued bonds that are admitted to trading on the Nasdaq Iceland hf. exchange, and market making
agreements are in place for the majority of the bonds.

The Board of Directors of Municipality Credit Iceland Plc. approved MCI's financial statements on 26 February

2 Basis of preparation

The financial statements of Municipality Credit Iceland Plc. are prepared in accordance with International
Financial Reporting Standards (IFRS) as adopted by the European Union. The financial statements are also
prepared in accordance with the Icelandic Financial Statements Act No. 3/2006, the Act on Financial
Undertakings No. 161/2002, and the Rules on Accounting for Credit Institutions No. 834/2003.

The accounting policies applied in the preparation of these financial statements are the same as those applied in
the preparation of MClI's financial statements for the year 2024.

2.1 Going concern

The Board of Directors of MCI has assessed MCI's ability to continue as a going concern and has a reasonable
expectation that MCI has adequate resources to continue in operational existence. MCl's financial statements are
therefore prepared on a going concern basis.

2.2 Use of estimates and judgements

The preparation of financial statements requires management to make judgements, estimates, and assumptions
that affect the application of accounting policies and the reported amounts of assets, liabilities, income, and
expenses in the financial statements. Accounting estimates and underlying management 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. In the financial statements of MCI, there are no significant
items subject to management's estimation that could have a material impact on the results of the financial
statements.

2.3 Functional and presentation currency
The financial statements are prepared and presented in Icelandic kronur (ISK), which is both MCl's functional and
presentation currency. All amounts are presented in ISK millions unless otherwise stated.

Transactions in foreign currencies are translated into the functional currency at the exchange rate prevailing at
the date of the transaction. Gains or losses resulting from the settlement of such transactions and from the
translation of monetary assets and liabilities denominated in foreign currencies at year-end exchange rates are

2.4 Segment reporting

MCl's management defines its operations as a single operating segment, which consists of lending to
municipalities and enterprises owned by them and/or the State. For this reason, MCI does not present segment
reporting.
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2.5 Interest income and expense

Interest income and expense are recognised in the income statement using the effective interest method for all
interest-bearing financial instruments, except those designated at fair value. The effective interest method is
based on calculating the initial carrying amount of a financial asset or a financial liability and allocating the
interest income or interest expense over the relevant period. The effective interest rate is the rate that exactly
discounts estimated future cash flows through the expected life of the financial instrument or a shorter period,
where appropriate, to the net carrying amount of the financial asset or financial liability in the statement of
financial position. When calculating the effective interest rate, MCI estimates cash flows considering all
contractual terms of the financial instrument, but does not consider future credit losses. The calculation includes
all fees and points paid or received between parties to the contract that are an integral part of the effective
interest rate, as well as transaction costs, premiums, and discounts.

2.6 Financial instruments

MCI initially recognises loans and receivables, deposits, and debt securities issued on the date that they are
originated. All other financial assets and financial liabilities are initially recognised on the trade date, which is the
date that MCI becomes a party to the contractual provisions of the instrument. Regular way purchases and sales
of financial assets are recognised on the trade date, the date on which MCI commits to purchase or sell the asset.

Financial assets are measured at amortised cost if the objective is to hold the financial asset to maturity and
collect contractual cash flows that consist solely of payments of principal and interest.

Financial assets measured at fair value through profit or loss are other financial assets. It is prohibited to
reclassify and change the accounting treatment once a decision has been made to apply the respective
classification.

(a) Loans and receivables to customers

MCI classifies the item loans and receivables as financial assets at amortised cost using the effective interest
method. The item consists of loans to municipalities and companies owned by them, where the objective is to
hold the financial assets to maturity and collect contractual payments consisting of principal and interest. Accrued
interest is recognised as part of the carrying amount of the loans and receivables.

(b) Financial assets and liabilities mandatorily measured at fair value through profit or loss

Government bonds, treasury bills and marketable bonds

Government bonds, treasury bills and marketable bonds are measured at fair value, with fair value changes
recognised in the income statement in accordance with documented risk management or investment strategy.
Such financial assets are recognised in the income statement under "Net income from financial assets
mandatorily measured at fair value". It is not possible to change the classification of those financial assets that
have been placed in this category after initial recognition. Interest is recognised under "Net interest income".

Derivative contracts

Derivatives are initially recognised in the statement of financial position at fair value, and transaction costs are
recognised in the income statement. Derivative contracts are measured at fair value determined by discounted
cash flow models. MCI generally uses recognised valuation models to determine the fair value of interest rate and
cross-currency swaps. Subsequently, derivatives continue to be measured at fair value, with all fair value
changes recognised in the income statement under the item "Net income from financial assets mandatorily
measured at fair value". Derivatives with a positive fair value are recognised in the statement of financial position
as assets, and derivatives with a negative fair value are recognised as liabilities. Exchange rate gains and losses
are recognised under the item "Net foreign exchange difference".

(c) Financial assets designated at fair value through profit or loss

Loans and receivables to customers that have upon initial recognition been designated as financial assets at fair
value. Fair value changes are recognised in the income statement under "Net income from financial assets
designated at fair value". It is not possible to change the classification of those financial assets that have been
placed in this category after initial recognition. Interest and indexation are recognised under "Net interest income".

(d) Debt securities issued and other long-term borrowings
MCI's borrowings are measured at amortised cost using the effective interest method, net of borrowing costs.

(e) Loans and receivables to credit institutions
Loans and receivables to credit institutions, including bank accounts, money market deposits and other deposits,
are measured at amortised cost using the effective interest method.
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2.7 Impairment of loans and receivables

According to Act No. 150/2006 on MCI, it is only permitted to lend to municipalities or their institutions and
enterprises to finance projects that have general economic significance. A condition for MCI granting loans to
enterprises and institutions of municipalities is that they are entirely owned by municipalities, or municipalities and
the State, which guarantee their obligations to MCI.

Furthermore, a municipality is permitted under Paragraph 2, Article 68 of the Local Government Act No. 138/2011
to pledge its revenues as collateral for loans it takes or for guarantees it provides to MCI, cf. also Regulation on
the Collateralisation by MCI in the Revenues of a Municipality No. 835/2012. MCI's policy is to demand such
collateral as security for loans.

MCI is the only credit institution to which municipalities are legally permitted to pledge their revenues, giving MCI
a very strong position regarding the repayment of loans. Furthermore, municipalities cannot become bankrupt
according to Article 71 of the Local Government Act No. 138/2011. MCI defines a default event as when MCI is
forced to take a write-off, partially or fully, if there are delays in past due payments exceeding ISK 20 million or
2% of municipal income tax revenues, for more than 90 days. Such an event should only occur if the Icelandic
State defaults and cannot meet its obligations in accordance with Regulation No. 835/2012, or if the Local
Government Act is amended such that State support for municipalities in financial difficulties is discontinued and
municipalities are granted authorization to declare bankruptcy. MCI considers there to be no probability of these
events occurring in the foreseeable future.

According to IFRS 9, an impairment allowance must be recognised based on an assessment of expected credit
losses. The assessment of expected credit losses is twofold, where the allowance for expected credit losses
(ECL) is based on either 12-month expected credit losses or lifetime expected credit losses of the financial
instrument, depending on whether there has been a significant increase in credit risk since initial recognition. All
loans and receivables to municipalities and companies owned by them fall under Stage 1, and the allowance is
then estimated based on 12-month expected credit losses, as there has been no increase in credit risk since
initial recognition. MCI defines a significant increase in credit risk, which leads to a transfer from Stage 1 to Stage
2, when a municipality has requested a debt write-off or undergone financial restructuring, provided such events
are deemed to reflect increased risk since initial recognition. A transfer to Stage 3 occurs when loans are
considered to be credit-impaired or when a municipality has been placed under financial administration.

The allowance is regularly assessed and calculated in accordance with MCI's methodology. The change for the
year is recognised through profit or loss and into the impairment allowance account among loans in the statement
of financial position. The balance of the impairment allowance according to IFRS 9 at year-end is recognised in
the statement of financial position among loans and receivables.

2.8 Operating assets
Operating assets are recognised at cost less accumulated depreciation. The initial cost includes expenditure that
is directly attributable to the acquisition of these assets.

Subsequent costs are included in the asset's carrying amount only when it is probable that future economic
benefits will flow to MCI and the cost of the item can be measured reliably. Maintenance and repairs are
expensed in the income statement in the period in which they are incurred.

Depreciation of real estate is calculated using the straight-line method to allocate their cost less their residual
value over their estimated useful life, which is 50 years. The residual value and useful life of the assets are
reviewed at each reporting period and adjusted if appropriate.

2.9 Pension obligation

MCI and its partner institutions have a pension obligation for those employees who have had and have
membership in the B-division of the Pension Fund for State Employees (LSR). MCl's obligation is recognised as a
liability in the statement of financial position in accordance with an actuary's calculation. The calculation is based
on the same actuarial assumptions used in the actuarial valuation of the B-division of LSR. The main
assumptions are 2% interest, life expectancy according to LSR's experience in the years 2018 - 2022 with the
Icelandic Actuarial Society's (FIT) forecast of decreasing mortality, and disability probability according to LSR's
experience in the years 2010 - 2014.
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2.10 Share capital

In December 2006, Act No. 150/2006 was passed by Alpingi on the establishment of a public limited company for
MCI. At MCl's constituent meeting, it was approved that the nominal value of the share capital should be ISK
5,000 million. MCI is owned by Icelandic municipalities, and the ownership shares of individual municipalities are
defined in the law. Since then, municipalities have merged and ownership shares have merged into the combined
municipality.

Basic and diluted earnings per share are calculated as the ratio of the profit for the year to the share capital.

2.11 Restricted reserves

According to the Icelandic Financial Statements Act No. 3/2006, valuation changes on financial assets,
designated at fair value at initial recognition, shall be transferred from retained earnings to a fair value reserve
within equity, from which it is prohibited to pay dividends. The fair value reserve shall be dissolved in equal
proportion to realised changes in the respective asset or liability when it is sold or realised, or if the conditions for
the valuation change no longer exist. Restricted reserves in the statement of financial position and the statement
of changes in equity consist of a statutory reserve and restricted unrealized fair value changes.

2.12 Taxation

Municipality Credit Iceland Plc. (MCI) is exempt from the following:

- Payment of income tax according to the Income Tax Act No. 90/2003.

- Withholding tax on financial income according to the Act on Capital Income Tax No. 94/1996.
- Stamp duty according to the Act on Financial Undertakings No. 161/2002.

- Taxation according to Act No. 155/2010 on Special Tax on Financial Undertakings.

3 Economic impact

3.1 General economic impact

The year 2025 was characterised by persistent inflation and high interest rates, although signs of subsiding
inflation emerged during the year. Inflation reached 4.6% in January on an annualised basis, decreased slowly,
and measured 4.5% at year-end.

The Central Bank of Iceland lowered the policy rate by a total of 1.25% during the year; the rate was 7.25% at the
end of 2025 compared to 8.5% at the end of 2024. Despite the decrease, interest rates remain high, supporting
continued high yields in the bond market. The yield on RIKS 33 was 2.73% at the end of 2025, unchanged from
the end of 2024, while the yield on LSS 39 decreased from 3.63% to 3.51%. Consequently, MClI's spread against
comparable government bonds decreased year-on-year, from 90 basis points to 78 basis points.

3.2 Impact on municipalities

The Association of Local Authorities in Iceland's analysis of the 2024 financial statements shows a turnaround in
the operations of Part A: the operating result improved significantly after a difficult period, and working capital
from operations was on average just over 8% of revenues, while investments and borrowing contracted, and the
debt position improved somewhat.

The Association's dashboard for 2025 indicates that the revenue bases of Part A have strengthened and the debt
ratio has remained within reference limits. Revenues are primarily shaped by PAYE tax paid during 2025 and
property taxes, although the situation varies between municipalities.

The temporary exemption from the balance and debt rules of the Local Government Act (due to the COVID-19
pandemic) was valid until the year 2025. With the end of this period, the need for continued rationalisation and
prioritisation increases widely to meet rising operating costs and align finances with statutory reference limits.

3.3 Impact and actions of MCI

Loans to municipalities were slightly above plan. MCl's issuance plan assumed an issuance of ISK 18-22 billion
to finance loans, but the total sales value of auctions and other borrowing amounted to ISK 23.1 billion during the
year. The result reflects stable demand and targeted adaptation of issuance to the funding needs of
municipalities.

MCI's financial position is strong. The risk-weighted capital ratio with the application of mitigation is 320% based
on the loan position at the end of 2025 (cf. 361% at the end of 2024), and without mitigation, the ratio is 54% (cf.
54% at the end of 2024). See further details in note 28.

Financial Statements of Municipality Credit Iceland Plc. 2025 10 Amounts in ISK millions



3.4 Assessment of expected credit losses

It is the assessment of MCl's management that there is no reason to change the assessment of expected credit
losses due to the financial position of municipalities. Municipalities have specific statutory authorization to pledge
their revenues to MCI as collateral. It is also clear, in accordance with Article 71 of the Local Government Act No.
138/2011, that municipalities cannot be subjected to bankruptcy proceedings. Despite uncertainty in the revenue
base of municipalities, it is not sufficient to meet the definitions underlying a transfer between stages in the
assessment of expected credit losses. All loans and receivables to municipalities and companies owned by them
fall under Stage 1, and the impairment allowance is estimated based on 12-month expected credit losses, as
there has been no increase in credit risk since initial recognition.

4 Risk management

As a credit institution, MCI faces various types of risk in its operations. One of the main tasks of its management
is to assess this risk, manage it, and keep it within predefined limits. Elements of effective risk management
include the analysis of the main risk factors, measurement of risk, responses to limit the risk, and regular
monitoring. The objective of MCl's risk management is to ensure that MCI can withstand all events that may occur
in its environment.

MCI acts as an intermediary between Icelandic municipalities and their enterprises on the one hand, and financial
markets, both domestic and foreign, on the other. MCl's objective is to secure capital for the aforementioned
parties on favourable terms. Credit risk is therefore the main risk factor in MCl's operations, but liquidity risk,
counterparty risk, and operational risk also exist in its operations. Market risk is kept to a minimum, but it does
exist primarily in the form of interest rate risk.

4.1 Credit risk

MCI's credit risk is tied to Icelandic municipalities and the State Treasury. MCI lends exclusively to municipalities,
their institutions, and enterprises. A condition for granting loans to enterprises and institutions of municipalities is
that they are entirely owned by municipalities, or municipalities and the State, which guarantee their obligations to
MCI. The Local Government Act forms a solid framework around the operations of municipalities; among other
things, Icelandic municipalities cannot become bankrupt and there are provisions in the law regarding the
involvement of the State Treasury if financial difficulties arise within a municipality, cf. Chapter VIl of the Local
Government Act No. 138/2011. Municipalities have proven to be reliable payers, and there has never been a write-
off on loans to municipalities or companies owned by them since MCI began operations in 1967. All loans and
receivables to municipalities and companies owned by them fall under Stage 1 in the impairment assessment of
expected credit losses under IFRS 9.

According to Paragraph 2, Article 68 of the Local Government Act No. 138/2011, municipalities are permitted to
grant MCI a pledge in their revenues as collateral for loans they take from MCI and for guarantees they provide.
MCI makes it a condition for granting a loan that such a pledge is provided. At year-end, all long-term loans to
municipalities and enterprises owned by them are secured by pledges in the revenues of the municipalities.

The amount of credit risk arising from the granting of loans is presented in the carrying amount of the portfolio in
the statement of financial position. MCI reviews all loan applications with regard to whether the borrower meets
the conditions for lending and, furthermore, whether the project being financed has general economic
significance. A detailed assessment is carried out on the applicants and their guarantors, their financial position,
and development prospects. All loans are presented to the Board of Directors, either for decision or introduction.

Large exposures

MCI monitors the position of large exposures both before and after the application of risk mitigating factors. At
year-end, there were 18 large exposures at MCl (17 at year-end 2024) before mitigation was calculated. After the
application of traditional mitigating factors, there were seven (eight at year-end 2024). Due to its statutory special
position, MCI utilizes mitigation provisions for municipalities that are secured by pledges in their revenues, cf.
Article 2 of Regulation No. 835/2012. When applying this provision, the exposures in question receive, to the
extent that collateral exists, the same risk weight as the Icelandic State, i.e., 0% for loans in Icelandic kronur.
Taking this mitigation into account, there were no large exposures at MCI at year-end.
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4.1.1 Risk related to contractual obligations

MCI has collateral for its loans to municipalities and the guarantees they provide, as municipalities have specific
statutory authorization in the Local Government Act to grant MCI a pledge in their revenues. MCl's contractual
obligations are therefore guaranteed by the municipalities and the risk primarily consists of the municipalities
themselves running into liquidity difficulties. Counterparty risk other than credit risk is limited to the State Treasury
and entities guaranteed by it, as well as domestic financial institutions that hold an operating license from the
Financial Supervisory Authority. Counterparty risk with foreign financial institutions is specifically addressed by
the Board of Directors.

4.1.2 Counterparty risk

MCI monitors counterparty risk. The status of loans and arrears is regularly monitored. During the year, MCI did
not apply its pledge in the revenues of municipalities, and MCI has only once had to apply its pledge, which was
done in 2010. There are no arrears at MCI at year-end 2025.

The following table shows MCI's maximum possible counterparty risk.
31 Dec 2025 31 Dec 2024
Counterp. risk pos. due to items in the statem. of financial pos. is as follows:

Loans and receivables to credit inStitutions ..............oooviiiiiiiiiiiiiiieeee 1.628 558
Loans and receivables t0 CUSIOMErS ...........cccviiiiiiii i 211.558 200.021
Government bonds and treasury billS ............ooooiiiiiiiei e 8.273 7.435
Marketable securities and bonNds ...........ccuviiiiiiiiii e 7.220 2.762
Total counterparty risk 228.678 210.777

4.2 Liquidity and funding risk

Liquidity risk is the risk that MCI will not be able to meet its obligations as they fall due. MCI has set rules
regarding its liquidity position and funding, which are intended to ensure and maintain flexibility. The main
principle is not to grant binding loan commitments to prospective borrowers until the funding for those loans is
secured. Furthermore, a large part of MCl's equity is invested for very short terms to ensure constant access to
liquid funds and thereby flexibility. MCI measures, calculates, and monitors its liquidity position regularly by
analysing the maturities of financial assets and financial liabilities to be able to safely repay all its liabilities on
their due date. The following tables show the cash flows for financial assets and financial liabilities based on
contractual payments.

Position 31 Dec 2025 0to1 1to 3 3to12 1to 5 Over 5

months months months years year Samtals
Financial assets
Govt. bonds & bills .............. 4.548 1.505 2.495 8.547
Marketable securities .......... 377 3.458 3.877 7.712
Loans to creditinst. ............. 1.628 1.628
Loans to customers ............. 1.200 4.426 19.271 91.070 139.676 255.644
Derivative contracts ............. 38 1.919 1.957
Total financial assets 2.828 9.351 24.271 99.361 139.676 275.488

Financial liabilities

Debt securities issued ......... 2.300 17.485 79.955 135.802 235.542
Other borrowings ................. 289 2.871 4.082 7.242
Derivative contracts ............. 2.179 2.179
Total financial liabilities 0 2.300 17.774 85.005 139.884 244.963
Net assets - liabilities 2.828 7.052 6.497 14.355 (208) 30.525
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4.2 Liquidity and funding risk, cont.

Position 31 Dec 2024 Oto1 1to 3 3to12 1to 5 Over 5

months months months years year Samtals
Financial assets
Govt. bonds & bills .............. 2.867 324 4,523 7.714
Marketable securities .......... 215 845 1.982 3.042
Loans to creditinst. ............. 480 79 559
Loans to customers ............. 1.731 3.539 17.666 81.199 136.316 240.451
Derivative contracts ............. 58 988 965 2.011
Samtals fjareignir 2.21 6.700 18.893 88.692 137.281 253.777
Financial liabilities
Debt securities issued ......... 1.610 15.874 71.003 130.247 218.734
Other borrowings ................. 72 176 1.448 1.417 3.113
Derivative contracts ............. 65 1.101 1.066 2.232
Samtals fjarskuldir 72 1.610 16.115 73.552 132.730 224.079
Net assets - liabilities 2.139 5.090 2.778 15.140 4.551 29.698

4.3 Interest rate and inflation risk

Regarding interest rate risk, MCl's policy is to maintain a balance between the residual maturities of interest-
bearing assets and liabilities, as well as fixed and variable interest rates. Loans are therefore generally on the
same basic terms as their funding with respect to loan term, repayment profile, interest terms, interest payment
dates, and review dates of the interest margin. In addition, there are inflation-indexed loans funded by equity with
variable interest rates. The amounts are classified based on the date of contractual repricing or maturity,
whichever comes first.

Classification of MCI's financial assets and financial liabilities at 31 Dec 2025 by interest fixing period

0-1 years 1-5years 5-10 years 10 years+ Total
Financial assets
ISK indexed ........ccoveiiiiiiiiiiiiieeecee e 31.059 69.516 66.059 46.597 213.231
ISK non-indexed ........c..cccoeveiiiiieeiciieeee, 6.197 8.225 14.422
Foreign assets .......ccccceeeveeciiieiie e, 2.387 229 229 2.845
Total financial assets 39.644 77.970 66.288 46.597 230.498
Financial liabilities
ISK indexed ........ccocveiiiiiiiiiiiieeeciee e 16.331 66.412 66.934 46.679 196.357
ISK non-indexed ..........ooovvvievviiiiieiiivieiennnnns 4.442 4.442
Foreign assets .......ccccceeevieviiieiiee e, 2.225 227 227 2.679
Total financial liabilities 18.556 71.081 67.161 46.679 203.478
Net assets - liabilities 21.087 6.888 (873) (81) 27.021

Classification of MCI's financial assets and financial liabilities at 31 Dec 2024 by interest fixing period

0-1 years 1-5years 5-10 years 10 years+ Samtals
Financial assets
ISKindexed .......cccoeveiiiiieiiiiie e 24.225 64.002 66.893 42.433 197.553
ISK non-indexed .........cccocoeveviiiieiniiieee 9.522 2.431 11.953
Foreign assets .......cccccoeeiiiiiiee 2.549 222 278 3.049
Total financial assets 36.296 66.655 67.171 42.433 212.555
Financial liabilities
ISKindexed .......cccoveiiiiieeiiie e 14.624 58.617 66.923 42.943 183.107
ISK non-indexed .........cccocoeveviiiieiniiieee 72 1.765 1.837
Foreign assets 2.231 222 278 2.731
Total financial liabilities 16.927 60.604 67.201 42.943 187.675
Net assets - liabilities 19.369 6.051 (30) (510) 24.880
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4.3 Interest rate and inflation risk, cont.

Interest rate sensitivity

An analysis of net interest rate sensitivity at year-end 2025, based on the average life of assets and liabilities,
shows that a 1 percentage point increase in interest rates would decrease MCI's net interest income by ISK 116
million on an annualised basis, which corresponds to 0.43% of equity. For comparison, a similar increase at year-
end 2024 would have increased net interest income by ISK 170 million, or 0.69% of equity. The table below
shows the effects broken down by asset and liability categories according to the repricing gap approach. The
analysis covers both trading and non-trading book assets and liabilities, where the effects of the non-trading book
emerge when interest income and interest expense are incurred. The interest rate risk arises mainly from
mismatches in the length of interest fixing periods between assets and liabilities.

Parallel upward shift in yield curve 31 Dec 2025 31 Dec 2024

(bps) Profit (loss)
ISKindeXed ........uvviiiieiiiiieee e 100 (55) 202
ISK NON-INAEXEA ......oeviiiiiiiiiiii e 100 (61) (31)
Foreign CUrrencCies ........cceveveeeiiciiiiiie e 100 0 (1)
Totals (116) 170

Inflation risk

At year-end 2025, MCI's indexed assets exceeded its indexed liabilities by the amount of ISK 16,874 million
(2024: ISK 14,445 million). Based on this position, a 1% change in the Consumer Price Index (CPI) would have
an effect of approximately ISK 169 million on MCI's profit on an annualised basis; a 1% increase would increase
profit by ISK 169 million, and a 1% decrease would decrease profit by ISK 169 million.

Indexation balance 31 Dec 2025 31 Dec 2024
INAEXEA @SSELS ....covvieii ettt e e e e e ettt e e e e e e e e e e e e e erb s 213.231 197.553
Indexed HabilitieSs ........ccooeeeeieie e 196.357 183.108
Net indexation balance 16.874 14.445

4.4 Currency risk

MCI's policy regarding currency risk is that MCl's foreign exchange balance shall be in accordance with the rules
of the Central Bank of Iceland and shall, as far as possible within those rules, be in appropriate proportion to the
ratio of foreign assets in the statement of financial position.

Currency sensitivity analysis
The following table shows the sensitivity analysis of MCl's foreign exchange position broken down by currency

and shows the impact on MCI's profit or loss resulting from a 10% weakening of the Icelandic krona against

Weakening of the ISK against foreign 31 Dec 2025 31 Dec 2024

currencies Profit (loss)
EUR o 10% 7 21
USD et 10% 2
JPY e 10% 2 2
CHE e 10% 5
GBP e 10% 1 1
Samtals 17 32

MCI used the following exchange rates for foreign currencies for the accounting period covered by these financial
statements:

31 Dec 2025 31 Dec 2024 Change %

BEUR/ISK ... 147,20 143,90 2,3%
USD/ISK ..o 125,20 138,20 (9,4%)
JPY/ISK .. 0,8023 0,8815 (9,0%)
CHF/ISK .o s 158,40 152,70 3,7%
GBP/ISK .. 168,96 173,30 (2,5%)
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4.4 Currency risk, cont.

Foreign currency assets and liabilities 31 Dec 2025 Other for.

EUR usbD curre. Total
Financial assets
Loans to credit institutions .....................l 26 1 0 27
Loans t0 CUSIOMErS .......ceviiiiiiiiiiiieeee e 952 23 69 1.044
Derivative contracts ..........ccccccuveeuiiiiiniiiies 1.774 1.774
Total financial assets 2.752 24 69 2.845

Financial liabilities

Other long-term borrowings .........ccoccvvieieiiiiiecc e, 2.679 2.679
Total financial liabilities 2.679 0 0 2.679
Net assets - liabilities 73 24 69 167
Foreign currency assets and liabilities 31 Dec 2024 Other for.

EUR usbD curre. Total
Financial assets
Loans to credit institutions .....................l 153 1 154
Loans t0 CUSIOMErS .......coviiiiiiiiiiiiee e 1.048 29 79 1.156
Derivative contracts ..........ccccccuvveiiiiiiiiiias 1.738 1.738
Total financial assets 2.939 30 79 3.048

Financial liabilities

Other long-term borrowings .........ccoccvviieieiiiiiicc e, 2.731 2.731
Total financial liabilities 2.731 0 0 2.731
Net assets - liabilities 208 30 79 317

4.5 Operational risk

It is MCI's policy to have written and clear procedures for all major aspects of operations and to work with
standardised loan agreements. Furthermore, MClI's policy has been to outsource back-office services and spread
tasks among more parties to reduce risk. MCl's operations are relatively simple, and operational risk is therefore
limited. The number of customers is limited and they are rather homogeneous.

4.5.1 Personnel risk

MCI has three permanent employees: the CEO, the Risk and Treasury Manager, and a Loan Manager.
Furthermore, MCI has entered into a service agreement with the Association of Local Authorities in Iceland for the
purchase of various services. It is intended that the operational cooperation between MCI and the Association will
continue.

4.5.2 Legal risk

MCI operates under Act No. 150/2006 on the establishment of a public limited company for MCI, Act No.
161/2002 on Financial Undertakings, and Act No. 2/1995 on Public Limited Companies. MCI cannot be held
responsible for changes in legislation, court rulings, or decisions by authorities.

Legal risk includes, among other things, the possibility that the law governing MCI could be amended and the
authorization of municipalities to pledge their revenues to MCI could be revoked. It is impossible to quantify this
risk, and it is in the nature of MCI to coexist with it. It would, however, be considered a violation of the principles of
the Icelandic Constitution if the authorization for statutory pledges were revoked retroactively.

According to the Icelandic Local Government Act, municipalities cannot become bankrupt. It is therefore
considered highly unlikely that MCI would need to write off loans to municipalities, although delays in payments to
MCI could occur if a municipality stops servicing its debt or delays payments. If a financial administration
committee is appointed, it takes all decisions regarding payments from the municipal treasury, which can have
the same effect.

MCI is not a party to any legal proceedings.

Financial Statements of Municipality Credit Iceland Plc. 2025 15 Amounts in ISK millions



4.6 Capital management
The objective of capital management is to ensure that MCI always has sufficient equity to offset the underlying
risk factors in MCl's operations.

MCI's capital base consists of share capital, restricted reserves, and retained earnings (general equity). In the
minimum capital base, risk factors are divided into credit risk, market risk, and operational risk. In the additional
capital base, a more detailed implementation of MCl's own assessment and measurement of the capital
adequacy ratio is then carried out based on a risk assessment.

In accordance with Article 83 of Act No. 161/2002 on Financial Undertakings and Regulation (EU) No. 575/2013
of the European Parliament and of the Council on prudential requirements for credit institutions, MCI's risk-
weighted capital adequacy ratio (CAD ratio) may not at any time fall below 8%. MCI applies the standardised
approach for the calculation of credit risk and market risk, and the basic indicator approach for the calculation of
operational risk.

Furthermore, financial undertakings are required to use appropriate capital buffers to further improve their capital
position beyond the minimum 8% equity and thus be better equipped to deal with operational losses or economic
fluctuations. According to the Act on Financial Undertakings, MCI is required to maintain, in addition to the 8%
minimum capital ratio, a 2.5% capital conservation buffer and, in accordance with the decision of the Central
Bank, a 2.5% countercyclical capital buffer on the risk base. The total capital requirement for MCI at year-end is
therefore 13%. See further details in note 28.
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5 Net interest income
Interest and indexation income
Loans and receivables to CUStOMErS .........coooovviviiiiiiiiieeeeeee e
Loans and receivables to credit institutions ...........ccccccceeeiiiiiiiiie,
Interest and indexation expense
Debt securities issued and other borrowings ............cooccoeeeeieeniiciiieen.n.
Net interest income

6 Net income from fin. assets mandat. measured at FV
Government bonds and treasury bills ...........cccoooeiiiiiiiii e
Marketable securities and bonds ..........cccoooeiiiiiiiieiii e
Derivative financial instruments .............coooovvviviiiiiiieiieeeeeeeeeeeeeeeee

7 Net income from financial assets designated at FV

Loans and receivables to CUStOMErS .........coooovviiiiiiieieeeieeceee e,

8 Net foreign exchange difference

Loans and receivables to cUSIOMErs .........cccooviiiiiiiiiiiiiie
Loans and receivables to credit institutions ............ccccccvvvvviiiiiiiiiiiniiinnn,
Other long-term bOorroWINgS .........covviiiiiiiiiiie e
Derivative financial instruments ...........c.cccccoiiiiiiieee

9 Salaries and related expenses

1 Jan-31 Dec 2025

(=
=2

1 Jan-31 Dec 2024

12.865 13.882
72 123
12.937 14.005
11.508 12.506
1.429 1.499

1 Jan-31 Dec 2025

1 Jan-31 Dec 2024

679 596
357 299
8 (1)
1.043 894

1 Jan-31 Dec 2025

(15)

1 Jan-31 Dec 2024

2

(15)

1 Jan-31 Dec 2025

2

1 Jan-31 Dec 2024

20 (54)
3 (6)
(62) 125
40 (79)
1 (14)

At year-end, three employees worked for MCI. MCI has entered into a service agreement with the Association of
Local Authorities in Iceland for the purchase of various operational and service components, and that cost is
recognised, among other things, as other operating expenses. Board members receive an 11.5% contribution to a
pension fund from MCI, and the CEO receives 12%. Salaries of MCl's employees are in accordance with the
salary scales of the employees of the Association of Local Authorities in Iceland.

ST F= Ty o ST
Pension fund contributions paid ..........ccccceeveiiiiiii e
Calculated pension cost due to pension obligations ............c.cccoecveeenne.
Other salary-related eXPENSES .......c..cciiiiiuiiiiiie e

Ottar GUBJONSSON, CEO ........coovieieieeeeeeeeeee oot

Board members:

Kristinn Jénasson, Charmain of the Board
Fannar Jénasson, Member and Member of Audit Committee ................
Gudm. B. Gudmunds., Vice-Chairm. & Chairm. of Audit Com. ...............
Halldora Karadottir, MEMDETr .........ouueiieeeeee e
iris RODEMSAGHIT, MEMDET ....eeeeeeeeeeee et
Arna Lara Jonsdottir, former Member ............ccoooeivviiiiiceeeieeeeeeeeeeeee,
Fjola St. Kristinsdottir, Alternate ...........cccceeeeeiiiiiiiiiie e,
Grimur Runar Larusson, ARErNate .............cueeeeiiiiiiiiieeeeeeeeeeee e
Helgi Hlynur Asgrimsson, AErNAte ..........c.ccoeveeeeeeeeeeeeeeeeeeeeeeeen e
Katrin Sigurjonsdottir, Alternate ..........coooceeeiiiiieiiii e
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1 Jan-31 Dec 2025

1 Jan-31 Dec 2024

96,8 89,7
13,8 12,7
32,2 22,3
8,3 7,7
151,1 132,4
34,8 34,5
3,7 3,3
3,2 2,6
4,2 3,5
2,5 2,2
2,3 0,4
0,6 2,2
0,4 0,7
0,2 0,2
0,6 0,0
0,2 0,0
18,0 15,2

Amounts in ISK millions
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10 Securities issuance costs 1 Jan-31 Dec 2025 1 Jan-31 Dec 2024

Market MaKiNg ......oooooiiiiiiiiie e 61 58
Securities iISSUANCE TEES .........uuuuiii e 7 4
ANnual SECUNLIES COSES ...ooviiiiiiiiiiiiii e 11 11

79 73

11 Other operating expenses 1 Jan-31 Dec 2025 1 Jan-31 Dec 2024

Service agreement with the Assoc. of Local Auth. .............ccccccois 34,5 32,8
Specialist / legal services etC. .......cccccoiiiiiiiiiiiiii e 8,2 8,2
Housing and office operations ... 9,9 9,6
IT aNd SOFtWAIE ... 11,0 12,6
Ext. auditor: Audit and reVIEW .........couuiiiiiiiieee e 5,0 4.9
Ext. auditor: Other SEIVICES ..........ueeeiiiiiiieee e 1,2 2,0
INterNal @QUAIL ........eiieieeeee e 2,4 2,1
TraVvel EXPENSES ....cooueeiieiiie e e ettt e e e et e e e e e et e e e e e e e e e eanes 3,9 2,9
1011 [o1 =10 o] o] 1= TR 2,9 1,6
MeMDErShip fEES .....cocieiiiiiiee et 2,5 3,0
Other operating EXPENSES ........coccueiiiiiiieiiiie e 7,7 5,0
DEPreCiation .......coiiiiiiiiiiiii e 1,9 1,9

90,9 86,5

12 Basic and diluted earnings per share 1 Jan-31 Dec 2025 1 Jan-31 Dec 2024

Profit and total comprehensive income for the year ............c.cocceviienens 2117 2.070
Weighted average share capital ............c.cccoooviiiiiiieiiiice e 5.000 5.000
0,42 0,41
13 Government bonds and treasury bills 31 Dec 2025 31 Dec 2024
Government bonds - indexed ... 4.033 4.372
Government bonds - NON-INAEXEd .........cceeeiiiiiiiiiiie e 2.769 312
Treasury DillS .......ooo e 1.471 2.751
8.273 7.435

Govt. bonds and treasury bills are measured at fair value based on quoted market prices in active markets.

14 Marketable securities and bonds 31 Dec 2025 31 Dec 2024
Covered bonds ........coooviiiiieie 7.220 2.762
7.220 2.762
15 Loans and receivables to credit institutions 31 Dec 2025 31 Dec 2024
BanK @CCOUNES ......cooeiiiiieeee e 1.628 480
Money Market I0ANS .........ccuviiiiiieiie e 0 78
1.628 558
16 Loans and receivables to customers 31 Dec 2025 31 Dec 2024
INdEXEA I0ANS™ ... ..o 204.372 192.250
Loans in foreign CUIrENCIES .........cccuvviiiieee i 1.044 1.156
NON-INAEXEA I0ANS ......covveeieieeeeeee et 3.975 4.037
Short-term non-indexed 10ans .............cccceeiei 2.213 2.622
211.605 200.065
Impairment on 10ans t0 CUSIOMErS ..........ccoociiiiieiiiiie e (47) (44)
211.558 200.021

Financial Statements of Municipality Credit Iceland Plc. 2025

* MCI measures two loans to customers at fair value. The loans are in Icelandic krénur at fixed indexed interest
rates but were funded with foreign borrowings at variable rates. MCI uses derivative contracts to hedge against

foreign exchange, interest rate, and inflation risk. See notes 19 and 24.

Amounts in ISK millions



=
—~1

16 Loans and receivables to customers, cont.

Unamortized discounts and borrowing commissions at year-end are negative by ISK 1,754 million. At year-end
2024, the remaining balances were negative by ISK 943 million. The reason for the accumulated negative
position is that the yield requirement was higher than the nominal interest rates of loans granted during the year.

The impairment allowance for loans stood at ISK 43.9 million at the end of 2024. The impairment for the period is
entirely assessed based on 12-month expected credit losses in Stage 1. The change for the year based on the
loan position at year-end was ISK 2.6 million, and the impairment allowance for loans stands at ISK 46.5 million
at year-end.

According to Paragraph 2, Article 68 of the Local Government Act No. 138/2011, municipalities are permitted to
grant MCI a pledge in their revenues as collateral for loans they take from MCI and for guarantees they provide.
At year-end, all long-term loans to municipalities and companies owned by them are secured by pledges in the
revenues of the municipalities. MCl does not grant loan commitments, and therefore there are no loan
commitments at year-end.

Current maturities

Position 31 December 2025 Within 1 year 1-5years Over 5 years Total
Indexed loans ........ccccceeeeiinnen. 16.639 70.035 117.698 204.372
Loans in foreign currencies ........ 130 534 381 1.044
Non-indexed loans ..................... 317 2.809 850 3.975
Short-term non-indexed loans .... 2.213 2.213
19.299 73.378 118.928 211.605
Position 31 December 2024 Within 1 year 1-5years Over 5 years Total
Indexed loans ..........cccocoeeevnnenn. 14.793 61.762 115.696 192.250
Loans in foreign currencies ........ 131 523 503 1.156
Non-indexed loans ..................... 347 2.936 754 4.037
Short-term non-indexed loans .... 2.622 2.622
17.892 65.220 116.953 200.065
17 Operating assets 31 Dec 2025 31 Dec 2024
Carrying amount at the beginning of the year .............cccccooviiiieniiin, 66 68
66 68
Depreciation for the year ... (2) (2)
Carrying amount at year-end .............cooccviiiiiiiiiiiiiiie e 64 66
Carrying amount at year-end is specified as follows:
1070 1] PRSP URRR 93 93
Accumulated depreciation ..........ccccooeciiiiiii e (29) (27)
64 66

The current official real estate valuation amounts to ISK 133 million and the fire insurance valuation amounts to

ISK 173 million. The insurance valuation of real estate is ISK 173 million.

18 Other assets 31 Dec 2025 31 Dec 2024
DefenSe fUNA ... 37,5 30,0
Value added tax receivables ............ooouiiiiiiiieee e 1,7 1,9

39,2 31,9

The objective of the defense fund is to pay the legal defense costs of board members and employees arising from
lawsuits directly related to their work for MCI in accordance with special rules. The defense fund's assets shall be
preserved in the form of bank deposits or secure bonds owned by MCI. Assets belonging to the defense fund do
not belong to cash and cash equivalents in the statement of cash flows. The contribution to the fund is ISK 7.5
million each year for 10 years, until the fund reaches ISK 75 million. Thereafter, an annual amount shall be paid
as necessary to ensure the fund's value keeps pace with increases in the salary index each year. The base salary
index of the fund is based on the salary index (778.6).
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19 Classification and fair value of financial assets and financial liabilities
In accordance with the international financial reporting standard IFRS 9, financial assets must be classified into categories that reflect their cash flow characteristics and the objective of the
business model under which the financial assets are managed. The measurement of each category after initial recognition is as follows:
- Financial assets and liabilities measured at amortised cost;
- Financial assets and liabilities measured at fair value through profit or loss;
The table below shows the classification of MClI's financial assets and financial liabilities in accordance with IFRS 9 and their fair value:
31 December 2025 Carrying amount Fair value
Assets at fair
Notes  Amortised cost value Total Stage 1 Stage 2 Stage 3 Total
Financial assets at fair value
Gov. bonds and treasury bills ....... 13 8.273 8.273 8.273 8.273
Marketable sec. and bonds ........... 14 7.220 7.220 7.220 7.220
Loans and receivables to cust. ..... 16 1.974 1.974 1.974 1.974
0 17.466 17.466 15.492 1.974 0 17.466
Financial assets not at fair value
Loans and receiv. to cr. Inst. ........ 15 1.628 0 1.628 1.628 1.628
Loans and receivables to cust. ..... 16 209.631 0 209.631 199.985 199.985
211.259 0 211.259 0 201.613 0 201.613
Financial liabilities at fair value
Derivative financial instruments .... 24 204 204 204 204
Financial liabilities not at fair value
Debt securities issued ................... 21 195.339 195.339 181.444 181.444
Other long-term borrowings .......... 22 6.161 6.161 6.161 6.161
201.500 0 201.500 181.444 6.161 0 187.605

MCI uses a fair value hierarchy to explain the different inputs of fair value. The hierarchy categorizes the inputs into three general levels in the following manner:
Stage 1: Quoted prices in active markets for identical assets or liabilities. The fair value of debt securities issued is based on the market price of MCl's bonds at year-end 2025.

Stage 2: Inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either directly or indirectly (derived from prices). The fair value of loans and
receivables to customers is estimated by discounting the portfolio's cash flows using the market yield requirement for MCl's bonds.

Stage 3: Inputs for the fair value of assets and liabilities are not based on observable market data, but rather on information such as the financial performance of the respective company,
purchase and sale of shares, etc.
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19 Classification and fair value of financial assets and financial liabilities, cont.
31 December 2024 Carrying amount Fair value
Assets at fair
Amortised cost value Total Stage 1 Stage 2 Stage 3 Total
Financial assets at fair value
Gov. bonds and treasury bills ....... 13 7.435 7.435 7.435 7.435
Marketable sec. and bonds ........... 14 2.762 2.762 2.762 2.762
Loans and receivables to cust. ..... 16 1.918 1.918 1.918 1.918
0 12.115 12.115 10.198 1.918 0 12.115
Financial assets not at fair value
Loans and receiv. to cr. Inst. ........ 15 558 558 558 558
Loans and receivables to cust. ..... 16 198.148 198.148 188.747 188.747
198.706 0 198.706 0 189.305 0 189.305
Financial liabilities at fair value
Derivative financial instruments .... 24 178 178 178 178
Financial liabilities not at fair value
Debt securities issued ................... 21 182.957 182.957 173.060 173.060
Other long-term borrowings .......... 22 2.731 2.731 2.731 2.731
Skammtimalantokur ...................... 25 72 72 72 72
185.760 0 185.760 173.060 2.803 0 175.863
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20 Offsetting financial assets and financial liabilities
The following tables contain an overview of financial assets and financial liabilities that are subject to master netting agreements or similar agreements that can be applied unconditionally.
Position 31 December 2025
Offsetting not recognised in balance
Financial instruments subject to netting agreements sheet
Net carrying
Net liabilities within Liab. outside amount in
Fin. Assets Fin. liab. Difference Fin. Assets Pledged collateral netting agreements netting agreements balance sheet
Derivatives ....... 1.774 (1.978) (204) 0 0 0 0 (204)
Position 31 December 2024
Offsetting not recognised in balance
Financial instruments subject to netting agreements sheet
Net carrying
Net liabilities within Liab. outside amount in
Fin. Assets Fin. liab. Difference Fin. Assets Pledged collateral netting agreements netting agreements balance sheet
Derivatives ....... 1.738 (1.917) (178) 0 0 0 0 (178)

Financial Statements of Municipality Credit Iceland Plc. 2025
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21 Debt securities issued

Weighted average interest rate*

31 Dec 2025 31 Dec 2024 31 Dec 2025 31 Dec 2024
LSB 280829 GB, maturity 2029 ... 4,27% 4,27% 1.770 1.766
LSF 32 1209, maturity 2032 ......... 8,35% 2.672
LSS 08 1, maturity 2034 .............. 5,29% 5,29% 1.701 1.834
LSS 150434, maturity 2034 ......... 1,97% 1,97% 91.043 97.206
LSS 39 0303, maturity 2039 ........ 3,33% 3,14% 43.510 32.427
LSS 040440 GB, maturity 2040 ... 2,44% 2,43% 7.147 7.285
LSS 151155, maturity 2055 ......... 2,62% 2,51% 47.497 42.440
195.339 182.957

* Weighted average interest rate is presented in accordance with the effective interest method.

Unamortized discounts and borrowing costs at year-end are ISK 1,388 million. At year-end 2024, the remaining
balances were ISK 2,059 million. The change is due to an increase in the market yield requirement.

Current maturities

Position 31 December 2025 Within 1 year 1-5years Over 5 years Total
Debt securities issued .................. 14.256 62.123 118.960 195.339
Position 31 December 2024 Within 1 year 1-5years Over 5 years Total
Debt securities issued .................. 12.743 56.018 114.196 182.957
22 Other long-term borrowings
Interest rate
31 Dec 2025 31 Dec 2024 31 Dec 2025 31 Dec 2024
ISKloans .......cccccoeeeeeeeiii, 3,57% 3.483
EURI0@NS ....coviiiiiiiiiiiiecee 1,98% 2,48% 2.679 2.731
6.161 2.731
Current maturities
Position 31 December 2025 Within 1 year 1-5years Over 5 years Total
ISK10aNnS ...ccooivieiiiiiiiiieeee 0 0 3.483 3.483
EURI0@NS ....coviiiiiiiiiiiiecee 114 2.225 341 2.679
114 2.225 3.823 6.161
Position 31 December 2024 Within 1 year 1-5years Over 5 years Total
EURI0@NS ....coviiiiiiiiiiiiecee 111 1.238 1.382 2731
23 Changes in borrowings
Beginning of year 1.1.2025, debt securities indexed, cf. note 21 .........ccoooiiiiiiii 181.192
Beginning of year 1.1.2025, debt securities non-indexed, cf. note 21 ..........cccooieeiiiiiciiieeneen. 1.766
Beginning of year 1.1.2025, other long-term loans, EUR, cf. note 22 ............cccoociiiiicciiieen. 2.731
185.688
New debt securities and other long-term borrowings during the year ...............cccovvevieeiiinnnee. 23.069
BOITOWING COSES ...ttt e et e et e r e e e e s e e e e aan e e e (35)
Repayments of debt securities and other long-term borrowings ............ccccoevieeiiiiiiiieeee e (13.505)

Yo o U T=To [T o) (=T (=T RN 36

Indexation and exchange rate differenCe ..........ccuvveiiiiiiiii e 6.790
Amortization Of dISCOUNLS ... e e e e e eeea e an (543)
Position 31 December 2025 201.500
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24 Derivative financial instruments

Position 31 December 2025 Fair value

Nominal Asset Liability Difference
Derivative financ. instruments ...... 1.800 1.774 1.978 (204)
Position 31 December 2024 Fair value

Nominal Asset Liability Difference
Derivative financ. instruments ...... 1.800 1.738 1.917 (178)

MCI uses derivative financial instruments to hedge against foreign exchange, interest rate, and inflation risk. The
derivative financial instruments are used to protect MCl's operations against fluctuations in foreign currency
exchange rates and changes in foreign interest rates, as loans to customers are in Icelandic kronur at fixed
indexed rates. This risk arises from a mismatch in the composition of assets and liabilities. Clear limits are set
regarding such mismatches, and management and the Board are regularly informed.

The derivative financial instruments are measured at fair value, and the fair value change is recognised, among
other things, as other operating income under net interest income from financial assets mandatorily measured at
fair value. The derivative financial instruments are recognised in the statement of financial position as an asset or

25 Short-term borrowings
Interest rate
31 Dec 2025 31 Dec 2024 31 Dec 2025 31 Dec 2024

ISK loans (non-indexed) .............. 7,20% 0 72

26 Pension obligation

MCI and its partner institutions have a pension obligation for former employees who have membership in the B-
division of the Pension Fund for State Employees (LSR). An actuarial calculation of the pension obligation is
performed annually and is recognised as a liability in the financial statements at year-end. The calculation is
based on the same actuarial assumptions and notes used in the actuarial valuation of the B-division of LSR. The
main assumptions are 2% real interest, life expectancy according to LSR's experience in the years 2018-2022,
and disability probability according to LSR's experience in the years 2010-2014. There is no obligation regarding
MCI's current employees.

The pension obligation is specified as follows:

31 Dec 2025 31 Dec 2024

From PrevioUS Y A .........eueiiiiie e a e e 128 112
Pension paid during the year ..o (8) (6)
Increase in obligations ... 32 22
152 128
27 Other liabilities 31 Dec 2025 31 Dec 2024
(07 =To 11 o] £ OO UPPTOUPRPPROPIO 11 11
Unpaid salary-related expenses 5 5

16 16

28 Equity

MCI calculates and discloses its capital adequacy ratio in accordance with Article 84 of Act No. 161/2002 on
Financial Undertakings. MCI applies the standardised approach for the calculation of credit risk and market risk,
and the basic indicator approach for the calculation of operational risk. In accordance with the law, MCI is
required to maintain, in addition to the 8% minimum capital ratio, a 2.5% capital conservation buffer and a 2.5%
countercyclical capital buffer on the risk base. The capital requirement at year-end is 13%.
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28 Equity, cont.

At year-end, the total nominal share capital of MCI is ISK 5,000 million. One vote is attached to each ISK 1 of
nominal value.

The table below shows MCl's capital base, risk-weighted assets, and capital adequacy ratio at year-end.

31 Dec 2025 31 Dec 2024
Capital base
Share Capital ..........ceeiiiiii 5.000 5.000
StAtULONY TESEIVE ... 1.250 1.250
Restricted unrealized fair value changes ............cccccoiiiiiiiiiee 192 78
Retained arnings .........c..vviiiiiiiieeeee e 20.468 18.466
26.910 24.793
Risk-weighted assets (RWA)
(07 Yo 1 04 SR 1.413 1.336
MarKet FISK ...t 2.631 1.748
OPErational MiSK .........ieiiiiiiiiiiie et e e e e e 4.364 3.785
8.407 6.869
Capital adequacy ratio
Capital adequacy ratio with full mitigation .............ccccciiiiiiii e 320% 361%

MCI utilizes mitigation provisions in capital calculations due to its statutory special position. In accordance with
Paragraph 2, Article 68 of the Local Government Act No. 138/2011, municipalities can grant MCI a pledge in their
revenues for loans they take from MCI and for guarantees provided to it in accordance with Paragraph 1 and 2,
Article 69 of the same Act. When applying the mitigation, the relevant risk exposures receive, to the extent that
collateral exists, the same risk weight as the Icelandic State, i.e., 0% for loans in Icelandic kronur.

MCI's weighted capital adequacy ratio is 320% based on the loan position at year-end 2025, compared to 361%
at year-end 2024, utilizing the mitigation provisions in capital calculations. Without mitigation, the weighted capital
adequacy ratio is 54%, which is the same ratio as at year-end 2024.

29 Related parties

MCI's related parties are defined as the Board, companies and institutions owned by municipalities related to
board members, the CEO, key management personnel, and their close family members. Alternates on the Board
fall under the definition from the time they attend a board meeting and participate in decision-making regarding
MCI's operations. Municipalities that hold a qualified holding of at least 10% are also considered related parties,
as well as companies and institutions in their ownership. One shareholder holds a qualified holding, see note 31.

Information on credit facilities to related parties is as follows:

31 Dec 2025 31 Dec 2024
Balance at the beginning of the year............ccccocvei i, 18.702 22.323
NEW OGNSttt e et e e e e e e et e e e e e e e nnnaeeeaaaan 1.634 0
REPAYMENTES.....eeiiiiiii e e s (863) (1.328)
Interest, indexation, and FX differences............coovouveiiiiiiiiiiiiiieieeeeeeeeeee, 568 857
Reclassification of related parties.............cccouvvieiiiiiiiiie e (3.611) (3.150)
Balance at year-end............oooieiiiiiiiii e 16.429 18.702
INEErEeSt INCOME. .. .. 433 527

All credit facilities to related parties were granted on the same terms as regular credit facilities. They were subject
to the same terms, including interest and collateral, as comparable transactions with third parties.

Information on management remuneration, see note no. 9.
Expenses to the Association of Local Authorities in Iceland, see note no. 11.
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30 Lending

Below is an overview of the loan position of all municipalities with MCI at year-end, totaling ISK 173,542 million.
On the next page is an overview of lending to companies owned by municipalities.

Municipality Amount Popul.* Municipality Amount Popul.*
Hafnarfjardarkaupstadur 20.043 31.525 Dalabyggd 1.170 645
Mosfellsbeer 18.780 13.715 Sveitarfélagi® Hornafjoréur 1.097 2.589
Reykjanesbaer 18.548 22.499 Strandabyggd 1.051 405
Gardabeer 15.994 20.116 Sveitarfélagid Vogar 1.041 1.741
Sveitarfélagié Arborg 14.974 12.064 bingeyjarsveit 971 1.453
Koépavogsbeer 11.509 40.040 Vopnafjardarhreppur 945 648
Akureyrarbaer 7.418 20.050 Horgarsveit 925 847
Skagafjoréur 6.481 4.316 Snaefellsbaer 873 1.669
Mulaping 6.169 5.232 Nordurping 814 3.114
Hveragerdisbeer 5.961 3.300 Dalvikurbyggd 722 1.906
Fjardabyggd 4.091 5.247 Grimsnes- og Grafningshr. 718 575
Sudurnesjabaer 3.740 4.091 Skaftarhreppur 716 627
Borgarbyggd 3.703 4.102 Hunaping vestra 664 1.203
Vesturbyggd 2.846 1.314 Langanesbyggd 659 560
isafjardarbeer 2.766 3.832 Akraneskaupstadur 420 8.285
Hunabyggd 2.624 1.374 Myrdalshreppur 363 965
Bolungarvikurkaupstadur 2.554 995 Skeida- og Gnupverjahreppur 169 617
Sveitarfélagid Stykkisholmur 2472 1.285 Grytubakkahreppur 128 389
Blaskogabyggd 1.822 1.362 Reykholahreppur 120 246
Rangarping ytra 1.627 1.940 Fléahreppur 110 726
Sveitarfélagid Olfus 1.509 2.757 Seltjarnarnesbeer 61 4.585
Grundarfjardarbaer 1.485 826 Kjosarhreppur 60 301
Rangarping eystra 1.368 2.073 Asahreppur 7 299
Hrunamannahreppur 1.250 914 Fjallabyggd 6 1.966

* Population according to Statistics Iceland 1 January 2025
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Lending, cont.

Below is an overview of the loan position of companies that are 100% owned by municipalities with MCI at year-
end, totaling ISK 39,839 million.

Company owned by municipalities Amount Company owned by municipalities Amount
Félagsbustadir hf 10.797 Nordura bs. 169
Nordurorka hf 6.155 Félagspjonusta A-Hun bs 148
Seltjarnarneskaupstadur 4,222 Fasteignafél. Hveragerdisbaejar 138
SORPA bs 3.002 Hitaveita Egilsstada og Fella ehf. 137
Selfossveitur 2.631 Byggdasamlagid Oddi bs 122
Husneedisskrifstofa Hafnarfjardar 1.870 Byggdasafnid i Skogum 115
Straeto bs 1.541 Rangparping ytra 100
Fasteignaf. Akraneskaupstadar 1.166 Brunavarnir Rangarvallasyslu bs. 83
Reykjaneshofn 970 Fasteignir Hinavatnshrepps ehf. 81
Brunavarnir Sudurnesja bs 653 Sorpsamlag Strandasyslu 80
isafjardarh6fn 624 Samb.sveitarfél. a Sudurnesjum 75
Brunavarnir Arnessyslu 549 Hunanet ehf. 72
Dvalarheimilid Kirkjuhvoll 522 Dalaveitur ehf 69
borlakshafnarhofn 513 Hitaveita Fluda og nagrennis 63
Kjosarveitur ehf. 495 Langaneshafnir 53
Fallorka ehf 397 Hrunaljos 51
Hafnarsjodur Nordurpings 373 Hoélmavikurhofn 50
Hitav. Grimsnes- og Grafningshr. 335 Hafnarfjardarhéfn 44
Héradsnefnd Arnesinga bs. 251 Veitustofnun Strandabyggdar 28
Vatnsv. Ranagp. ytra og Asahr. 225 Ténlistarskéli Arnesinga 19
HOfdi hjukrunar- og dvalarheimili 219 Félags- og skolapj. Snaefellinga 17
Byggdasafn Arnesinga 204 Listasafn Arnesinga 16
Slokkvilid hofudborgarsveedisins 199 Héradsskjalasafn Arnesinga 9
Sorpstd6d Rangarvallasyslu bs 187

MCI has received written authorization from its borrowers for the publication of information regarding their loan
position with MCI. This is to enable the publication of itemised information on MCI's lending in public documents
and how it is divided between municipalities and companies in their ownership. The authorization was obtained in
accordance with Article 60 of the Act on Financial Undertakings No. 161/2002.
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31 Shareholders

MCI has 62 shareholders, and it is owned by all municipalities in the country. Reykjavikurborg is the only
shareholder with a holding exceeding 10%, with a 17.5% share, while the 10 largest shareholders combined hold
56%. Below is a breakdown of all MCl's shareholders.

Municipality Holding in % Municipality Holding in %
Akraneskaupstadur 2,41% Langanesbyggd 0,62%
Akureyrarbaer 5,49% Mosfellsbaer 1,49%
Arneshreppur 0,04% Mulaping 2,99%
Asahreppur 0,04% Myrdalshreppur 0,37%
Blaskégabyggd 0,63% Nordurping 2,22%
Bolungarvikurkaupstadur 0,83% Rangarping eystra 1,67%
Borgarbyggd 1,78% Rangarping ytra 1,72%
Dalabyggd 0,61% Reykhdlahreppur 0,30%
Dalvikurbyggd 1,35% Reykjanesbaer 3,03%
Eyja- og Miklaholtshreppur 0,05% Reykjavikurborg 17,47%
Eyjafjardarsveit 0,37% Seltjarnarnesbeer 1,16%
Fjallabyggd 2,39% Skaftarhreppur 0,38%
Fjardabyggd 3,34% Skagafjoréur 2,42%
Fljétsdalshreppur 0,03% Skeida- og Gnupverjahreppur 0,37%
Fléahreppur 0,25% Skorradalshreppur 0,02%
Gardabaer 3,76% Snaefellsbaer 1,77%
Grindavikurbaer 1,09% Strandabyggd 0,45%
Grimsnes-og Grafningshreppur 0,22% Sudurnesjabaer 1,09%
Grundarfjardarbeer 0,60% Sudavikurhreppur 0,30%
Grytubakkahreppur 0,13% Svalbardsstrandarhreppur 0,18%
Hafnarfjardarkaupstadur 4,25% Sveitarfélagi® Arborg 3,05%
Hrunamannahreppur 0,24% Sveitarfélagid Hornafjérour 1,35%
Hunabyggd 1,65% Sveitarfélagi® Skagastrond 0,29%
Hunaping vestra 0,89% Sveitarfélagid Stykkishdlmur 1,87%
Hvalfjardarsveit 0,22% Sveitarfélagid Vogar 0,42%
Hveragerdisbaer 0,96% Sveitarfélagid Olfus 0,86%
Hoérgarsveit 0,17% Tjorneshreppur 0,02%
{safjardarbeer 4,15% Vestmannaeyjabaer 5,81%
Kaldrananeshreppur 0,06% Vesturbyggd 1,52%
Kjoésarhreppur 0,08% Vopnafjaréarhreppur 0,68%
Kopavogsbaer 5,52% bingeyjarsveit 0,55%
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