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5 ara yV|r||t / Five year summary

DKK mié. / DKK Million 2017 2016 2015 2014 2013
Rakstur / Income Statement

Rentuinntgkur netto / Net interest income 215 215 228 242 248
Omaksgjeld netto / Net fee income 55 53 55 60 60
Virdisjavnan / Fair value adjustments 21 30 -47 -47 17
Adrar vanligar inntgkur / Other operating income 4 4 28 13 24
Utreidslur til starvsfélk og umsiting / Staff costs and adm. expenses -194 -169 -184 -163 -172
Adrar Utreidslur / Other expenses -4 -4 -11 -11 -23
Nidurskrivingar av Utldnum og adrari ogn / Impairment of loans advances,

receivables etc. 50 -14 -43 29 -23
Urslit av kapitalpartum og uppathaldandi virksemi / Income from associated and

subsidiary undertakings and on discontiuing activities 21 73 2 -1 2
Urslit 3drenn skatt / Profit/loss (-) before tax 167 188 29 123 133
Skattur / Tax -27 -21 -5 -22 -23
Arsurslit / Net profit/loss (-) for the year 141 167 24 101 110
Figgjarst@da / Balance

Ogn / Assets

Kassapeningur og dogn i ldnistovnum og tjédbankum /

Cash in hand, claims on credit institutions and central banks 401 412 563 343 692
Utlan og onnur ogn / Loans and other advances 5.587 5.286 5.164 5.016 4.848
Adrar ognir / Other assets 3.405 3.146 2.421 2.255 1.758
Ogn tilsamans / Total assets 9.394 8.844 8.148 7.614 7.298
Skuld / Liabilities

Skuld til lanistovnar og tjédbankar / Debt to credit institutions 28 87 28 8 31
Innldn og onnur skuld / Deposits and other liabilities 7.601 7.057 6.610 6.005 5.796
Onnur skuld / Other liabilities 182 233 212 265 176
Eginpeningur / Equity 1.582 1.467 1.299 1.335 1.295
Skuld tilsamans / Total liabilities 9.394 8.844 8.148 7.614 7.298
Solvensur og kapitalur / Solvency and capital ratios

Solvensprosent / Total capital ratio 26,2% 25,0% 21,6% 23,6% 25,0%
Kjarnukapitalprosent / T1 capital ratio 26,2% 25,0% 21,6% 23,6% 25,0%
Solvenstgrvur / Solvency requirment 11,5% 10,2% 11,3% 11,8% 12,0%
Vinningur / Earning ratios

Renting av eginogn ddrenn skatt / Return on equity before tax 11,0% 13,6% 2,2% 9,4% 10,3%
Renting av eginogn eftir skatt / Return on equity after tax 9,2% 12,1% 1,8% 7.7% 8,4%
Inntgka pr. Utreidslukrénu / Income/cost ratio 2,12 2,01 1,12 1,85 1,61
Ognaravkast / Return on assets 1,5% 1,9% 0,3% 1,3% 1,5%
Marknadarvadi / Market risk ratios

Rentuvaadi / Interest rate risk 1,9% 1,1% 2,8% 2,0% 1,7%
Gjaldoyrastgda / Foreign exchange position 5,1% 11,2% 15,0% 14,2% 7,4%
Gjaldoyravaadi / Foreign exchange risk 0,1% 0,2% 0,2% 0,3% 0,1%
Gjaldferi / Liquidity ratios

Utlan og nidurskrivingar i mun til innlan /

Loans, advances and impairments in proportion to deposits 77.5% 80,4% 83,7% 88,6% 89,9%
Yvirdekningur i mun til I6garkrav um gjaldferi /

Excess liquidity cover relative to statutory requirement 257,5% 2495% 176,5% 136,4%  220,6%
Lansvaadi / Credit risk ratios

Stor vidskifti i mun til grundkapital / Large loans as percentage of capital base 65,2% 44,8% 82,9% 73,1% 88,4%
Tap og nidurskrivingar i tidarskeidinum i prosentum /

Write-offs and impairments during the period -0,8% 0,2% 0,7% -0,5% 0,4%
Utlan i mun til eginognina / Total loans in proportion to equity 3,5 3,6 4,0 3,8 3,7
Utlansvekstur / Increase of loans 5,7% 2,4% 3,0% 3,5% -0,7%
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Leidslufragreiding

Management Review

[ stuttum / Highlights

o Urslitid farna tidarskeid visir eitt aviop & 140,7 mié. kr. / The net result for 2017 is DKK 140.7 million.

o Urslitid 4drenn skatt er 167,0 mid. kr. / Profit before tax is DKK 167.0 million.

» Afturfgrdar nidurskrivingar av Utlanum og adrari ogn & 49,5 mid. kr. /
Total net reversals on loans, advances and receivables amount to DKK 49.5 million.

« Urslitid 4drenn skatt, javnan av kapitalpgrtum og nidurskrivingum visir eitt avlop upp & 96,3 mid. kr. /
Profit before taxes, adjustments in associated undertakings and impairments are DKK 96.3 million.

» Figgjarstgdan javnvigar vid 9.394 mid. kr. / The Balance amounted to DKK 9,394 million

« Utlan bankans eru 5.587 mid. kr. / The bank'’s lending book amounts to DKK 5,587 million.

e Innlan bankans eru 7.601 mié. kr. / Deposits amount to DKK 7,601 million.

 Yvirdekningur i mun til I6garkravda gjaldferid er 257,5% /

The liquidity excess cover relative to the statutory minimum requirement is 257.5%

» Solvensurin vid arslok er 26,2% / Solvency ratio is 26.2%

» Roknadur solvenstgrvur & 11,5% / Calculated solvency requirement is 11.5%
o Urslitid fyri 2018 fyri skatt fer vaentandi at liggja millum 45-75 mié. kr. /
2018 is expected to yield a profit before taxes in the range of DKK 45-75 million.

Hovudsvirksemid

Hevudsvirksemi bankans er at vera heildarpeningastovnur
feroyinga, herundir at bjéda figgjarligar taenastur, id taena
privat-, vinnu- og almennum kundum. Bankin rddgevir eisini
um innlan, Utlan, realkreditt, gjaldsmidling, ilagur vm.

Gongdin i buskaparligum vidurskiftum

Tad gongur vael i Fgroyum. Tad er hdkonjunkturur. Fimta arid
3 rad hevur vgksturin i foroyska buskapinum verid hasgri enn
5% malt i leypandi prisum, og teka bruttotjédarinntgkan
fyri hvenn ibdgva er nU haegri enn i Danmark. 2017 gjerdist
soleidis ein endurtgka av drunum frammanundan vid einum
mettum buskaparvekstri, sum tattari 7%.

GO6du tidirnar siggjast aftur & arbeidsmarknadinum, Ignar-
gjaldingunum og félkatalinum. Samladu lgnargjaldingarnar i
2017 tattadu i 9 mia. kr., sum er tad haegsta nakrantid og ein
vekstur uppd 5,7% i mun til 2016. Lgntakaratalid hevur verid
stgdugt vaksandi og fér i farna ari upp um 26 tusund, sum
eisini er met. Arstidarjavnada arbeidsloysid er komid nidur &
2,2% imuntil 2,7% i 2016, og félkatalid er fyrifyrstu ferd farid
upp um 50 tusund.

Main Activities

The bank’s main activity is to be a full-service bank for the
people of the Faroe Islands, which includes offering financial
services on the Faroese market, serving retail, corporate and
public customers, as well as providing advice on deposits,
loans, mortgage credit, payment services, investments, etc.

Development of the Economy

Times are good in the Faroe Islands. This is a time of
prosperity. It is also the fifth consecutive year that a 5 per
cent growth has been recorded in leaping prices. Thus the
Faroese gross domestic product per capita is higher than in
Denmark. The year 2017 is a recurrence of the previous years
with an estimated economic growth approaching 7 per cent.

The economic upswing is evident on the labour market, in
the payment of wages as well as in the population increase.
Payment of wages in 2017 amounted to a record high DKK 9
billion, which is an increase of 5.7 per cent compared to the
previous year. The work force is steadily growing and exceeded
26,000in 2017, which also is record breaking. Unemployment
rates are 2.2 per cent, down from 2.7 per cent in 2016, and for
the first time in history the population has exceeded 50,000.
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Ongin ivi er um, at hakonjunktururin i faroyska buskapinum er
grundlagdur av stéra vgkstrinum i alivinnuni og gédu tidunum
hja uppisjovarvinnuni. Men sambaert seinastu buskapar-
fragreiding fra Buskaparrddnum er td ein broyting i, hvadani
veksturin nU stavar. Medan vegksturin fyrstu arini stavadi fra
sterri negdum og prishaskkingum & okkara Utflutningsvgrum,
so stavar vgksturin i 2017 i stéran mun frd innlendska
eftirspurninginum, einamest privatu nytsluni og privatum og
almennum ilggum.

mmmm Vokstur i BTU / Growth in GDP
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The boom in the Faroes Islands is undisputedly based on the
growth in the fish farming industry as well as the positive
development in the pelagic fish industry. According to the
latest report from the Faroese Economic Advisory Board,
however, there has been a shift in the source of the economic
growth. Previously, the growth mainly originated in the
growing export and in higher prices, whereas in 2017 the
growth originated from domestic demand, specifically private
spending as well as private and public investments.

mmmm Vgkstur i Utldnum i Feroyum / Lending growth in the Faroe Islands
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Sgguliga hava alti® verid frabrigdi, td tad snyr seg um
grundarlagid undir ymiskum hakonjunkturum. Stéri vgksturin
i foroyska buskapinum fram til figgjarkreppuna var merktur
av sera hggum Utlansvgkstri i feroysku peningastovnunum.
Hetta er ikki st@dan i verandi hdkonjunkturi. Medan faroyski
buskapurin er vaksin vid i midal 7,5% seinastu fyra arini, eru
Utlanini til feroysku hdsarhaldini og vinnulivid bert gkt vid
Utvid 2% i midal. Nogva ferdin i buskapinum seinastu mongu
arini eru tiskil ikki skapt av stérum 0tlansvgkstri i faroysku
peningastovnunum. Hinvegin hevur verandi hakonjunkturur
skapt eitt stort innlansyvirskot i peningastovnunum.

Men tad eru vandar i hvarjari vaelferd. Avaringarlampur lysa,
og tekin eru um yvirupphiting i einstgkum geirum i buskapi-
num. Virksemid® i byggivinnuni hevur verid stedugt vaksandi
seinastu arini. Tad er onki évanligt i hesum, ti neyvan ngkur
vinna er eins nogv tengd at konjunkturgongdini sum
byggivinnan. Sidan 2012, t& byggivinnan botnadi eftir
figgjarkreppuna, er Igntakaratalid i vinnuni gkt umleid 40%

L kb

2016 2017

Historically speaking, there have always been variants in the
basis for turn of the trade cycles. The substantical growth in
the Faroese economy leading up to the financial crisis was
mainly marked by the banks’ lending growth. This is not the
case in the current situation. While the Faroese economy
has experienced a 7.5 per cent increase in the last four years,
loans to the Faroese homes and industry has only increased
by an average 2 per cent. The great speed in the Faroese
economy in recent years is therefore not due to an increase in
lending by the Faroese financial institutions. On the contrary,
the upswing has created an excess of deposits in the financial
institutions.

There is, however, cause to tread lightly. Warning lights are
on as some sectors display clear signs of overheating. The
building industry has experienced a steady large growth in the
last few years, which is not uncommon. The building industry
is very sensitive to economic fluctuations. Since 2012, when
the building industry experienced a low point following the
financial crisis, the work force in the building industry has
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og lgnargjaldingarnar gktar umleid 67%. i 2017 haekkadu
Ignargjaldingarnar heili 19%. Sambaert vinnuni sjdlvari er
arbeidi tryggjad langt fram i tid, og byggifyritakurnar hava so
ndgv arbeidi nidurfyri, at taer i kappingini nU yvirbjéda hvarja
adra fyri at faa fatur i skikkadu arbeidsmegini. Hetta eru greid
tekin um ein flgskuhals og ovurupphiting. Ti er vandi fyri, at
Iznarglidingin kann spjada seg til adrar geirar i buskapinum
0g ganga Utyvir faroyska kappingarferid. Hetta hava seinastu
Ignarsamradingar & almenna arbeidsmarknadinum givid
dvisar abendingar um.

mmmm Lgnarvekstur byggivinna /
Wage growth building and construction
mmmm Lgnargjaldingar byggivinna /
Salariesbuilding and construction (DKK mid.)
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Kelda: Hagstova Fgroya / Source: Statistics Faroe Islands

Havudsorsgkin til ovurstéra virksemid i byggivinnuni er
ileguvirksemid i landinum, sum hevur gjert ngkur risalop
seinastu drini. Bara i 2017 haskkadu almennu ilegurnar 30%.
Hetta leggur tryst & arbeidsmarknadin. Sama mynstur kundi
siggjast i hakonjunkturinum fyri figgjarkreppuna. Segan
endurtekur seg. llaguvirksemid hja almennu mynduleikunum
er konjunkturvidleypandi.

mmmm Vgkstur almennar ilegur /
Growth public investment

mmmm  Almennar ilegur tilsamans /
Public investment (DKK mid.)
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Stéra virksemid i landinum hevur sjdlvsagt gkt inntgku-
grundarlagid hja ti almenna munandi. Inntekuskattir, vinnu-
felagsskattir og avgjeld & verur og taenastur fylgja sjalvsagt
konjunkturgongdini. Avlop kom & landsins figgjarlég i 2017.

increased by 40 per cent and payment of wages has increased
by 67 per cent. In 2017, the payment of wages increased by
19 per cent. According to the industry itself work is secure for
a long time ahead and the companies now attempt to outbid
one another in order to attract qualified workers. These are
clear signs of bottleneck problems and overheating, and the
shift in wages may spread to other sectors, leading to the
detriment of the Faroese competitiveness. The latest wage
negotiations in the public sector have given a clear indication
of this.

mmmm Vgkstur lentakarar byggivinna / Growth
sallaries earners building and construction

mmmm Lgntakarar byggivinnan / Salaries earners
building and construction
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The main reason for the increased activity in the building
industry is the investment activity, which has increased
drastically in recent years. In 2017 alone, public investments
increased by 30 per cent. This puts pressure on the labour
market. This pattern was also evident in the cyclical upturn
leading up to the financial crisis. History repeats itself. The
public investment activities are pro cyclical.

mmmm Vgkstur innlendis ilagur / Growth private
domestic investments

mmmm Privatar innlendis framleiddar ilegur /
private domestic investments (DKK mid.)
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The increased activities have naturally improved the national
revenue base. Income tax, business tax, and duties fluctuate
with the economic trends. The national budget returned to
surplus in 2017, for the first time since 2007. A surplus of
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Hetta var samstundis fyrstu ferd sidan 2007. Veentandi
kemur figgjarldgin i 2017 at visa eitt avlop uppa 500-600
mid. kr. Hetta er i minna lagi, saed i mun til hakonjunkturin
landid er i, og tey serligu gjeld, id eru dlegd ali- og fiskivinnuni,
umframt forskattingina av pensjénum. Vid sidbundna skatta-
grundarlagnum er rdsarumid a figgjarldgini naerum onki, vael at
merkja i bestu buskaparligu tidum i Fgroyum.

Gongdin hja Betri Banka

2017 er sjeynda roknskaparar hja Betri Banka P/F sidan endur-
stovnanina i 2010.

Rakstur

Arsurslitid hja Betri Banka fyri 2017 visir eitt avlop & 140,7
mid. kr. aftand skatt. Hetta er eitt vet minni enn i 2016, ta
Urslitid var eitt avlop & 167,4 mid. kr. eftir skatt.

NevndiniBetri Banka hevur lagt fram uppskot um vinningsbyti
3 15 mid. kr.

Betri Banki metti i rsfragreidingini fyri 2016, at avlopid fyri
2017 fér at verda a leid 40-70 mid. kr. fyri skatt, men gdda
gongdin fyrra halvar 2017 merkti, at bankin vid halvarid
broytti metingina fyri 2017, at verda eitt avlop & leid 120-150
mio. kr. fyri skatt.

Urslitid fyri skatt fyri 2017 er 167,0 mid. kr., og er hetta eitt
sindur betri enn mett vard.

Hgvudsorsgkin, til at Utslitid hja bankanum bleiv munandi
betri i 2017 enn upprunaliga mett, vard at bankin hevur havt
munandi betri kursjavningar enn mett. Samstundis saest géda
gongdin i buskapinum eisini aftur hja kundum bankans, sum
aftur hevur merkt, at bankin hevur framt netto afturferingar
av nidurskrivingum & 49,5 mié. kr. i 2017. Upphaeddin fra
afturferingunum stavar fra einstekum starri afturferingum.
Harumframt er virdisdsetingin av kapitalpgrtum eisini haegri
enn adur, orsakad av gédu gongdini hja leysliga atknyttum
fyritokum.

Rentu- og 6maksgjgldini hjd bankanum, sum hava verid
fallandi, vistu eina meira positiva gongd i 2017 i mun til arini
frammanundan.

Rentuinntgkurnar netto hja bankanum stédu mest sum i stad
i 2017, medan nettodmaksgjgldini kvinkadu eitt vet uppeftir.
Samlada minkingin, sum hevur verid undanfarin ar, synist at
vera stedgad.

Minkingin i rentuinntgkunum hevur verid eitt Urslit av laekkada
rentustgdinum, samstundis sum kappingin hevur verid hgrd.
Kappingin er enn hgrd, men rentust@did er nd komid so langt
nidur, at torfert er at laekka hetta enn meira. Betri Banki
roynir i hesum sambandi ahaldandi at halda Utldnsrenturnar
kappingarferar vid rentustedid i Feroyum og i londum kring
okkum.

DKK 500-600 million is expected on the national budget in
2017. This is not high, considering the economic boom and
the excise tax on the fish farming and fishing industries as
well as the tax on pensions. With the traditional income tax
base alone, the amplitude is minisque despite the economic
boom.

Development of Betri Banki

The year 2017 is the seventh fiscal year of Betri Banki P/F
since its re-establishment in 2010.

Profit and Loss Account

Betri Bank's yearly net result for 2017 shows a profit after tax
of DKK 140.7 million. This is slightly less than in 2016, when
the net profit was DKK 167.4 million after taxes.

The Board of Directors of Betri Banki has put forward a
proposal to distribute a dividend of DKK 15 million.

In its annual report for 2016, the bank estimated that the net
result for 2017 would be around DKK 40-70 million before tax-
es, but with reference to the good performance in the first half
of 2017, Betri Banki at half-year changed the estimated net re-
sult for 2017 to be around DKK 120-150 million before taxes.

Profit before taxes for 2017 is 167.0 million, which is slightly
higher than expected.

The main reason for the result being better than estimated is
that the bank had significantly better fair value adjustments
compared to what was estimated, while simultaneously the
positive development in the economy is also visible for the
bank’s customers, and the consequence of this has been that
the bank has made net reversals on loans in 2017 amounting
to 49.5 million. The amounts are attributable to some large
individual reversals. Finally the assessed valuation of equity
investments is higher than previously with reference to the
development of the associated companies.

Net interest income and fee income, which have been
declining, indicated a more positive development in 2017
compared to previous years.

The bank’s net interest income remained the same in 2017,
wheras the increase of net fee incomes is an indication of
a positive trend. The overall decline that has marked the
previous years seems to have levelled off.

The decline in the net interest has been a result of declining
interest rates coupled with the fierceness of the competition.
The competition is still valid, but interest rates are now so
low, that it is hard to lower this further. Betri banki is, how-
ever, constantly trying to keep lending rates competitive
with interest rates in the Faroe Islands and in countries close
to us.
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Betri Banki gkti aftur 2017 um Utlanini og véru hesi vid arslok
2017 5,6 mia.kr, ella knapt 5,7% sterri enn vid drsbyrjan 2017.
Hetta er ein av orsgkunum til, at rentuinntgkurnar netto hja
bankanum ikki minkadu meira enn vist er 8 omanfyri.

Hoast Betri Banki gkti um Utlanini i 2017, er gkingin munandi
minni enn vgksturin i bruttotjédardrtekuni. Hetta merkir, at
tad er vgksturin i buskapinum, sum togar Utlanini upp heldur
enn gvugt.

Peningastovnarnir hava sum heild eisini gkt um sini 0tlan i
2017, men samlada gkingin i Gtldnum hja peningastovnunum
stendur ikki mat vid veksturin i buskapinum. Helst eru
fleiri orsekir til hetta, men vit siggja, at samstundis sum
uppsparingin i peningastovnunum veksur, so eru tad eisini
fleiri virkir, sum sjalvi megna at gjalda fyri nyilegurnar.

2015 2016 2017

Betri Bank's lending increased again in 2017 and by year-end
2017 it amounted to 5.6 billion DKK or barely 5.7% more than
at the beginning of 2017. This is one of the reason why the
bank's net interest income did not decrease more than what
is shown above.

Despite the fact that Betri Banki has increased its lending
rates, growth is significantly less than GDP growth, which
means that growth in the economy draws up lending rather
than vice versa.

In total, the banks have also increased their lending in 2017,
but the overall increase of the banks’ lending does not meet
the growth of the economy. Likely there is more than one
reason for this, but it is evident that while savings in the
banks are rising, there are also several companies, which are
able to pay their investments with their own funds.

Lutfall / mmmm  Utlén fra donskum og feroyskum peningastovnum til faroyskar eindir i mun til BTU /
Index Loans in releation to GDP
120
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Kelda: Hagstova Fgroya / Source: Statistics Faroe Islands

Virdisjavnanin hja bankanum gav avlop i 2017. Avlopid var
20,8 mid. kr. Rentan & lansbrgvum helt fram at falla i 2017 og
merkti hetta, at bankin fekk kursvinning i hesum sambandi.
Harumframt hevdi bankin eisini kursvinning av avleiddum
figgjarambodum og partabrgvum.

Rentan er nU so lag, at hugsandi er, at magguleikarnir fyri
kursvinningi i sambandi vid rentulaekkingar er avmarkadur og
merkir hetta, at Utlit ikki eru til at faa eitt avlop av lansbrgvum
i2018.

2015 2016 2017

Fair value adjustment showed a surplus in 2017. The surplus
amounted to DKK 20.8 million. The interest rate on bonds
continued to decline in 2017 and this meant that the bank
had a capital gain in this context. In addition, the bank also
had fair value adjustment on derivative financial instruments
and shares.

The interest rate is now so low that it is conceivable that the
opportunities for capital gains in connection with interest
rate cuts are limited and this means that the prospects for
having a gain on bonds in 2018 are difficult.
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i 2017 eru framdar netto afturfgringar & 49,5 mié. kr. av
nidurskrivingum av Utldanum og adrari ogn. Upphaeddirnar
stava fra einstgkum stérum afturferingum.

Urslitid adrenn skatt, javnan av kapitalpgrtum og nidurskriv-
ingum, visir eitt avlop & umleid 96,3 mid. kr. mdéti 129,71 mid. kr.
i 2016. Munurin stavar fra virdisjavnan av kapitalpgrtum, sum
var starri{ 2016.

Bankin hevdi i 2017 Utreidslur til starvsfolk & 97,9 mid. kr.
iroknad i hesum kostnadi, er eftirlon og gjeld til almennar
grunnar. At siggja til, er hetta ein minking i mun til 2016, ta
Utreidslurnar véru 106,3 mid. kr. Hetta er t6 ikki so. Orsgkin til
minkingina er, at stérur partur av umsitingini hja bankanum er
Utveittur til médurfelagid Betri P/F, sum sidani sendir rokning
fyri umsiting til bankan. Umsitingargjaldid er i roknskapinum
flokkad sum Utreidsla til umsiting. Um haedd verdur tikin fyri
hesum er talan um eina haekking av Utreidslunum til starvsfolk.

Adrar umsitingarutreidslur véru 96,6 mid. kr. og er hetta ein
gking i mun til 2016, td umsitingarutreidslurnar véru 62,2
mid. kr. Vgksturin er t6 ikki so stérur sum tad synist, vid tad
at talan m.a. er um umflokking av sama umsitingargjaldi sum
nevnt er omanfyri.

Um hugt verdur eftir Gtreidslunum til starvsfélk og umsiting
undir einum er talan um eina hakking & 25,9 mié. kr i mun
til undanfarid ar. Havudsorsgkin til veksturin eru vidurskifti
i samband vid stjéraskiftid og Utreidslur i samband vid
navnaskiftid & varid 2017.

Avskrivingarnar hja bankanum i 2017 véru 3,0 mié. kr. i mun
til 3,1 mid. kr. arid frammanundan, og er hetta at meta sum
eitt vanligt ar.

Adrar rakstrarutreidslur stava i hgvudsheitum fra eini
meting av partinum hja Betri Banka av komandi uppkravi til
“Afviklingsformuen”. Afviklingsformuen er ein skipan, sum
knytir seg at restrukturering/avtgku av figgjarstovnum, og
sum allir peningastovnar skulu gjalda til. Légin, sum heimilar
uppkrevjing er sett i gildi i Feroyum frd 2018 at rokna.
Foroysku peningastovnarnir hava sostat ikki fingi® upp-
krevjing enn, medan donsku peningastovnarnir longu hava
rindad til skipanina eina tid.

Javnin

Vi@ arslok 2017 javnvigadi figgjarstedan hjd bankanum vid
9.394 mié. kr. samanborid vid 8.844 mid. kr. vid arslok 2016.

Vgksturin kann i stéran mun fgrast aftur & vekstur i Utldnum
3 301 mid. kr., ein vgkstur i lansbrgvum & 259 mid. kr. og ein
vgksturiinnldnum & 544 mid. kr.

Utldn bankans, sum vid arsenda 2016 voéru & 5.286 mid. kr.,
vuksu stutt gjggnum arid og voéru vid drsenda 2017 & 5.587
mio. kr.

Total net reversals on loans in the period amounted to DKK
49.5 million. The amount is attributable to large individual
reversals.

The result before tax, value adjustments, and provisions is
a profit of approx. DKK 96.3 million compared to DKK 129,1
million in 2016. The difference is due to value adjustment of
associated and subsidiary undertakings which, was better in
2016.

Total staff costs in 2017 were DKK 97.9 million including
pension costs and contribution to public funds. At first glance,
this is a decline compared to 2016 where the cost was DKK
106.3 million. This is however not the case. The reason for
the decrease is that a large part of the bank's administrative
costs have been transferred to Betri P/F, which charges an
administration contribution to the bank. The administration
contribution is categorized in the financial statement as
administration expenses. If this is taken into account, there is
an increase in staff cost.

Other administrative expenses amounted to DKK 96.6 million
in 2017 and this is an increase compared to 2016 when the
administrative expenses amounted to DKK 62.2 million. The
increase is not as large as it seems, due to the reclassification
of the same administration contribution as mentioned above.

If we look at the costs of staff and administration in total,
there has been an increase of DKK 25.9 million compared with
the previous year. The main reason for this increase can be
referred to change of management and cost associated with
the name change in the spring of 2017.

Depreciations amounted to DKK 3.0 million in 2017 compared
to DKK 3.1 million the previous year, and this may be
considered a normal year.

Other operating expenses can largely be attributed to an
assessment of Betri Bank’s share of a future claim from
"Afviklingsformuen”. Afviklingsformuen is a scheme for
restructuring / liquidation of financial companies that all
banks must contribute to. The law which authorise the claim
has come into force in the Faroe Islands from 2018. Thus,
the Faroese banks have not received any claim yet, while the
Danish banks already are contributing for the scheme.

Balance

The Balance amounted to DKK 9,394 million by year-end
2017 compared to DKK 8,844 million by year-end 2016.

The growth can largely be traced to a growth in loans of DKK
3071 million, growth in bonds at fair value of DKK 259 million,
and a growth in deposits of DKK 544 million.

Betri Bank's loans and other claims, that amounted to DKK
5,286 million by year-end 2016 increased steadily to DKK
5,587 million by year-end 2017.
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Innldn bankans gkjast framhaldandi og eru vid endan av 2017
aljédandi 7.601 mid. kr. Hetta skal siggjast i mun til innlanini,
sum voru 7.057 mid. kr. vid endan av 2016.

Innldnini vid arslok 2017 véru 2.014 mid. kr. haegri enn Utlanini.
Innlan bankans eru soleidis gkt vid meira enn 1 mia. kr. meira
enn Utlan bankans sidan 2014.

mmm Utlén / Loans
mmmm [Innlansyvirskot / Depostis exceeding loans

Mié. kr. /
DKK mio

8.000

mmmm [nnlan / Deposits

Deposits continue to increase. At year-end 2017, deposits
were DKK 7,601 million. This should be compared to the
deposits at year-end 2016 amounting to DKK 7,057 million.

Deposits at year-end 2017 exceeded loans and advances by DKK
2,014 million. The bank's deposits have thus increased more
than 1 billion DKK more than the bank's lending since 2014.
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Kelda / Source: Betri Banki

Av javnanum a 9.394 mid. kr. er eginognin 1.582 mio. kr.

Betri Banki er enn einaferd at finna millum tryggastu peninga-
stovnar i danska rikinum og hevdi vid arslok 2017 ein solvens
3 26,2% mdti einum individuellum solvenstarvi a 11,5%.

Betri Banki er tilnevndur SIFI banki, og vid hesum er alagt
bankanum at hava ein haegri solvens, enn peningastovnar
annars verda kravdir at hava.

Peningastovnarnir, id eru Utnevndir SIFl bankar, hava fingid
alagt eitt iskoyti til solvensin eftir d&visum flokkum.

Betri Banki er flokkadur i flokki 3, sum merkir, at bankin hevur
fingid eitt iskoyti til solvenstervin @ 1,2% i 2017, og sum gkist
stigvist til 2% i 2019.

Umframt iskoyti sum SIFl peningastovnur, hava peninga-
stovnarnir i Fgroyum fingid alagt iskoytiskrev til kapital.
Harumframt kunnu peningastovnarnir faa alagt krev, sum
skulu binda fyri métraki i buskapinum og krav, sum skulu
binda fyri serligum sveiggjum.

i hesum sambandi, hevur “Det systemiske risikorad"” i samrad
vid faroyskar myndugleikar asett eitt eyka iskoyti fyri Fgroyar
3 1%, sum skal binda fyri serligum sveiggjum, medan iskoytid
til kapital fyri 2017 er 1,25% og gkist stigvist til 2,5% i 2019.

Afturat hesum er Figgjareftirlitid komid vid dsetingum um
skuld, sum kann nytast i sambandi vid mgguliga rekapital-
isering (NEP). Asetingar eru gjordar fyri teir midalstéru

Equity accounts for DKK 1,582 million of the total balance of
DKK 9,394 million.

At the end of 2017, the bank’s solvency ratio was 26.2%
against a solvency requirement of 11.5%., and Betri Banki
is thereby still among the safest banks in the Danish king-
dom.

Betri Banki is an appointed SIFI bank and therefore a higher
solvency requirement is imposed on the bank, compared to
what other banks will be charged.

The banks that have been appointed SIFI banks have been
imposed an addendum to the solvency requirement, depend-
ing on their allotted group.

Betri Banki is placed in group 3, meaning that the bank has
been imposed an addendum to the solvency requirement of
1.2% in 2017, which will rise gradually to 2% in 2019.

In addition to the requiremens as a SIFI bank, banks in the
Faroe Islands have also been subject to capital requirements
and may also be required to reserve capital for counter-
cyclical fluctuations in the economy, as well as requirements
that will serve as collateral for special fluctuations.

For this purpose, the “Det systemiske risikorad” has, in consul-
tation with the Faroese authorities, imposed an additional re-
quirement of 1%, which will serve as collateral for the special
fluctuations, while the capital requirement for 2017 amounts
to 1.25% and increases gradually to 2.5% in 2019.

Furthermore, the Danish Supervisory Authority has issued
requirements for impairment suited liabilities (MREL).
Provisions have been made for the medium-sized Danish
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donsku peningastovnarnar, medan kragvini til SIFI bankar ikki
eru endalig enn.

i Danmark verda krgvini til SIFI bankar atlandi, at hesir skulu
hava kapital svarandi til tad dupulta av solvenstgrvinum
froknad iskoyti.

Hugsandi er, at kravini verda @drvisid fyri foroysku SIFI bank-
arnir soleidis, at krgvini verda aleid tey somu sum fyri midal-
storar danskar peningastovnar. Hetta merkir helst krgv millum
3,50/0 0og 6%.

Fyri Betri Banka hevdi hetta merkt, at um krgvini, iroknad NEP,
voru fult galdandi ultimo 2017, so hevadi kravid til solvens verid
23,0%. Hetta krav kann t6 haekka til 27,5% um gll tey serligu
iskoytini, sum skulu binda fyri métraki i buskapinum og krav,
sum skulu binda fyri serligum sveiggjum véru fult galdandi.

Sum ein av sterkastu bankunum i danska rikinum er Betri
Banki sera vael fyri at mgta hesum krgvum.

Gjaldfari

Betri Banki hevdi vid arslok 2017 ein yvirdekning i mun til
I6garkravda gjaldferid upp & 257,5%.

Utnevningin av Betri Banka til SIFI peningastovn merkir eisini,
at krgv eru dlegd bankanum i sambandi vid gjaldfari. Soleidis
er dlagt bankanum at uppfylla dvis merk til eitt lyklatal, sum
kallast LCR (Liquidity Coverage Ratio). Lyklatalid visir, hvart
peningastovnar hava nég négv av likvidum ognum, sum lUka
avis krev til gjaldferi. SIFI peningastovnar skulu lUka krgvini til
lyklatalid fult Ut beinanvegin.

i mun til kravid & 100 fyri SIFI peningastovnar, hevdi Betri
Banki vid arslok 2017 eitt LCR & 148.

Vidurskifti vid skattamyndugleikar

i arsfragreidingini fyri 2016 visti bankin &, at bankin i samrad
vid eigaran av bankanum hevdi gjgrt av ikki at kaera avgerdina
hja TAKS i fakligu 6semjuni millum TAKS og bankan vidvikjandi
skattafradratti.

TAKS bodadi alment fra i juli 2017, at TAKS hevdi avgjert at
senda revsiraettarliga spurningin til futan til stedutakan. Betri
Banki hevur ikki fraett naerri til malid sidan hesa frabodan.

Utlit fyri 2018

Tad er ikki bert i Fgroyum, at tad gongur vael buskaparliga.
HeimsbuUskapurin, sum hevur havt striltid vid at finna fota-
festid eftir figgjarkreppuna, hevur nuU veruliga tikid dik a
seg, og alt bendir 4, at heimsbuskaparliga framdriftin heldur
fram i 2018. Lyklatel fra fjérda arsfjérdingi 2017 stadfesta

banks, while the requirements for SIFI banks are not yet in
place.

In Denmark, the requirements for SIFI banks will probably be,
that they must have capital equivalent to twice the solvency
requirement including buffers.

It is conceivable that the requirements imposed on Faroese
SIFI banks will be different. The requirements will be similar to
those imposed on the medium-sized Danish banks. This will
mean requirements between 3.5 and 6%.

Ifthese requirements, including MREL, were fullyimplemented
at the end of 2017, the consequences for Betri Banki would
have been a solvency requirement of 23.0%. However, the
requirement may rise to 27.5% if all the specific requirements
that may be required for counter-cyclical fluctuations in
the economy, as well as for special fluctuations were fully
applicable.

As one of the strongest banks in the Danish kingdom, Betri
Banki is very well prepared to meet these requirements.

Liquidity
At the end of 2017, the bank's liquidity was in excess of the
statutory minimum requirement of 257.5%.

The appointment of Betri Banki as a SIFl bank also means
that requirements are imposed on the bank in connection
with liquidity. As such the bank is required to adhere to
certain limits pertaining to the key figure, LCR (Liquidity
Coverage Ratio). The ratio determines whether banks
possess the sufficient amount of assets for meeting certain
requirements for liquidity. SIFI banks must meet the required
ratio immediately.

Compared to the requirement of 100 for SIFI banks, Betri
Banki had an LCR of 148 at the end of 2017.

Affairs with tax authorities

In the annual report for 2016 the bank explained, that in
consultation with its owner, the bank decided not to appeal
the professional dispute between TAKS and Betri Banki
regarding tax deduction.

In July 2017, TAKS announced its decision to hand over the
potential criminal law case to the police for decision making.
Betri Banki has not received any further information.

2018 Outlook

The positive economic trend is not only evident in the Faroe Is-
lands. The global economy, which has been struggling to find a
foothold after the financial crisis, has now gained momentum
and there are indications that the global recovery will continue
in 2018. Key figures from the fourth quarter of 2017 confirm
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hetta. Framgongdin i amerikanska buskapinum gjgrdist enn
sterkari, og vit skulu heilt aftur til 2004 fyri at finna sama
bjartskygni og ileguhug i vinnugeiranum. Skattanyskipanin, id
var samtykt i USA beint fyri drslok, skundar enn meira undir
buskaparligu hjélini. Eisini styrkin i evropeiska buskapinum
fram mati drsskiftinum kemur eitt sindur évart 3, og sjalvt um
avis tekin eru til, at buskaparvgksturin i Kina verdur eitt sindur
lakari, so verdur hann framvegis i heimshgpi lutfalsliga hagur.

Men tad eru vidurskifti,id kunnu taka broddin av heimsbuUskap-
arligu uppdriftini i 2018. Oljuprisurin er haekkadur lutfalsliga
ndgyv i seinastuni. Sama er galdandi vid gdrum raveruprisum.
Amerikanski tjddbankin vaentast at halda fram at haekka
leidandi renturnar i 2018, og lansbraevarenturnar, sum
naermast bara eru falnar, er nU farnar at haekka aftur.

Framgongdin i fgroyska bdskapinum hevur verid stdér seinastu
arini. 2017 gjerdist ikki nakad undantak. Hetta saest m.a. aftur
i einum Ignarvgksturi uppa 5,7%, og samstundis gjgrdist
arbeidsloysi® metldgt. BuUskaparrddid veentar ein lakari
vekstur uppa 4,1% i 2018.

Kappingin & feoroyska lanimarknadinum er framvegis heord,
samstundis sum laga rentust@did hevur eina neiliga dvirkan
a raksturin hja bankanum. Hdéast tjédbankin i USA er byrjadur
at haekka leidandi renturnar, so eru enn ikki Utlit til, at leidandi
renturnar i Evropa verda haekkadar i braedi. Sostatt eru heldur
ikki Utlit til storvegis rentubroytingar a faroyska marknadinum
i2018.

Utlit eru fyri, at harnada kappingin & lanimarknadinum saman
vid trystinum & innldnsmarginalin fer at avirka raksturin hja
bankanum i 2018.

Leidslan vaentar, at arsurslitid fyri 2018 ddrenn skatt verdur
eitt avlop millum 45-75 mid. kr.

Eftirlitsdiamanturin

Eftirlitisdiamanturin (tilsynsdiamanten), sum Figgjareftirlitid
asetur mark fyri, hevur 5 yti, sum maelt verdur at halda seg
innanfyri.

Hesi yti knyta seg at markvirdum vidvikjandi gjaldferi,
figgjarlutfalli, Gtlani til fastognir, Utldnsvekstri og markvirdi
fyri stérar kundar. Betri Banki liggur innan fyri gll hesi 5 yti vid
arslok 2017.

this. The upswing in the US economy was strengthened and
we have not seen this level of optimism and investment in
business since 2004, and the tax reform adopted in the US by
the end of the year is accelerating the economic development
furthermore. The strength of the European economy towards
the end of the year is somewhat unexpected, and despite the
fact that there are signs that China's economic development
is slightly slower, it is still relatively large globally.

But there are conditions that can take the lead of the global
recovery in 2018. Recently there has been a relative high rise
in oil prices. This has also been the case for other commodity
prices. The US central bank is expected to continue raising its
leading interest rates in 2018, and bond yields, which mostly
have fallen, have now turned upwards.

The progress in the Faroese economy has been high in recent
years. 2017 was no exception. This is among other things
reflected in a 5.7% wage growth, while unemployment is
record low. The Economic Council expects a lower growth of
4.1% in 2018.

The competition in the Faroese lending market is still fierce,
while the low interest rate level has a negative impact on the
bank's operations. Despite the fact that the US central bank
has begun to raise the leading interest rates, there are still
no prospects that the leading interest rates in Europe will be
increased first. Thus, there are also no immediate prospects
for interest rate hikes of significance in the Faroese loan
market.

It may be expected that the intensified competition on
the loan market together with the pressure on the deposit
margins will affect the bank’s operations in 2018.

The Management expects a pre-tax profit for 2018 in the
range of DKK 45-75 million.

The Supervisory Diamond

The Supervisory Diamond of the Danish Supervisory
Authority consists of five boundaries, within which banks are
advised to stay.

These values relate to limit values within liquidity, funding-
ratio, property exposure, and increase in loans and limit value
forlarge loans. Betri Banki was within all of these 5 boundaries
at the end of 2017.

Markvirdi / Threshold value Betri Banki
Stgrstu engagement tilsamans / Sum of large exposures <125% 65,2%
Utlansvekstur / Lending growth < 20% 5,7%
Utlan til fastognir / Real property exposure <25% 11,8%
Figgjarlutfall / Funding ratio <10 0,61
Gjaldfari yvir I6garinnar krav / Surplus liquidity in relation to statutory liquidity requirements >50% 257,5%

Kelda / Source: : Betri Banki
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Vitanartilfeingi

Tydandi vitanartilfeingi av serligum tydningi fyri framtidar
inntgkur er einamest okkara dugnaligu starvsfélk og teer
taenastur, sum nyttar verda i rdédgevingini.

Ovissa vid innrokning og mating

Tann mest tydandi dvissan vid innrokning og mating knytir
seg til Utlanini og virdisaseting av ognum. Leidslan metir, at
6vissan er 3 einum stedi, sum er rddiligt i mun til arsfrasegnina.
Vit visa til lysingina i notu 1 i nyttum roknskaparhatti.

Ovanligar hendingar i 2017

Umframt tey vidurskifti, sum eru nevnd i arsfragreidingini, er
einki évanligt farid fram.

Hendingar ikomnar eftir roknskaparlok

Ta hendan arsfrasggnin verdur almannakunngjgrd er rokn-
skaparfyrimyndin IFRS 9, sum kemur fyri fyrimyndina IAS
39 sett i gildi vid virknadi frd 1. januar 2018. Roknskapar-
fyrimyndin IFRS 9 broytir avgerandi vid galdandi reglur
um flokking og virdisaseting av figgjarligum ognum, nidur-
skrivingum fyri mgguligum tapi fra virdisminking og i dvisan
mun vid reglurnar um roknskaparliga trygging.

Yvirskipadu dsetingarnar i IFRS 9 eru samstundis tiknar vid |
kunngerdina um figgjarligar frasggnir fyri peningastovnar og
hartil eru Utgreiningar i fylgiskjali 10 i roknskaparkunngerdini
sum fylla Ut yvirskipadu adalreglurnar i IFRS 9.

Broytta kunngerdin um figgjarligar frasagnir fyri peninga-
stovnar kemur i gildi samstundis sum IFRS 9 og er galdandi
fyri roknskapartidarskeid, sum byrja 1. januar 2018.

IFRS 9 roknskaparreglurnar um figgjarligambod, sum eru tikin
vid i kunngerdina um figgjarligar frasagnir fyri peningastovnar,
aseta fylgjandi um flokking, vir@isdseting og nidurskrivingar
fyri mgguligt tap fra virdisminking av figgjarligum ognum:

IFRS flokking og virdisaseting:

Visandi til IFRS 9 skal flokking og virdisdseting av figgjarligum
ognum fara fram vid st@di i virkismyndilinum fyri figgjarligu
ognunum og teimum sattmalabundnu pengastreymunum,
sum knyta seg at teimum figgjarligu ognunum.

Figgjarligar ognir, sum bankin hevur fyri at ogna saer sattmala-
bundnu pengastreymarnar, og har teir sattmalabundnu
pengastreymarnir einans fevna um rentuinntgkur og
avdrattir av Utistandandi upphaeddum, virdisdsetast eftir
fyrstu innrokning til amortiserad Utveganarvirdi.

IFRS 9 — Nidurskrivingar:

Vid IFRS 9 fyrimyndini faa vit, i stadin fyri galdandi nidur-
skrivingarmyndil, sum er bygdur 3 tap sum eru hend
(incurred loss-model), ein nidurskrivingarmyndil, sum tekur

Knowledge Resource

Material knowledge resources of particular importance to
future income are primarily our skilled employees and the
services that are used in the advisory situation.

Uncertainty in the Recognition and Measurement

The most important uncertainties in recognition and
measurement relate to loans and the valuation of properties.
The management is of the opinion that the uncertainty is at
a reasonable level in relation to the annual report. We refer to
the descriptions in note 1 in Accounting Policies.

Unusual Conditions in 2017

Apart from what is mentioned in the report no events of
significance have occurred.

Events Occurred after the Reporting Period

At the time of publication of this annual report, the
accounting standard IFRS 9, which supersedes the standard
IAS 39, has come into force with effect from 1 January
2018. The accounting standard IFRS 9 significantly changes
the applicable rules for classification and measurement of
financial assets, impairment losses and to some extent by the
rules on hedge accounting.

The overriding provisions of IFRS 9 are correspondingly
incorporated in the executive order of bank’s financial
reporting and supplemented by special impairment rules in
Appendix 10 to the executive order, which complies with the
overall principles of IFRS 9.

The amended executive order of bank’s financial reporting
comes into force at the same time as IFRS 9i.e. for accounting
periods beginning on 1 January 2018.

The IFRS 9 rules on financial instruments incorporated in
the executive order of bank’s financial reporting state the
following on classification and measurement and impairment
of financial assets:

IFRS 9 classification and measurement:

According to IFRS 9, classification and measurement of
financial assets is based on the business model of the
financial assets and the contractual cash flows associated
with the financial assets.

Financial assets held to generate the contractual payments
and where the contractual payments consist exclusively of
interest and repayments on the outstanding amount are
measured at the date of initial recognition at amortized cost.

IFRS 9 - Impairments:

With IFRS 9, the current impairment model, which is based
on incurred loss, is replaced by an impairment model based
on expected loss. The new forecast-based impairment model
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st@di i veentadum tapi (expected loss-model). Nyggi nidur-
skrivingarmyndilin, sum tekur st@di i vaentadum tapi, hevur vid
saer, at ta figgjarligar ognir verda tiknar vid fyrstu ferd, verda
taer nidurskrivadar vid upphaedd, sum svarar til vaentada
kreditttapid i 12 mar. (st@di 1). Um munandi haekking fer fram
i kredittvddanum i mun til tidarbilid, ta ognin fyrstu ferd vard
tikin vid i roknskapin, verdur ognin nidurskrivad vid upphaadd,
sum svarar til veentada kredittapid i vaentadu gildistidini
(st@di 2). Verdur virdisminking av ognini stadfest (st@di 3),
verdur ognin nidurskrivad ébroytt vid upphaedd svarandi til
vaentada kredittapid i ti, sum eftir er av gildistidini hja ognini,
men rentuinntgkurnar verda tiknar vid i rakstrarroknskapin
sambaert effektiva rentuhdttinum i mun til nidurskrivadu
upphaeddina.

Nidurskriving avkundum/facilitetum & st@di 1 og 2, undantikid
ti veika partinum av st@di 2, verdur framt vid stgdi i einum
myndli sum byggir & eitt heildaryvirlit, medan nidurskrivingar
av veikum st@di 2 kundum/facilitetum og st@di 3 kundum/
facilitetum verdur framt manuelt vid virdismetingum af hverji
einstakari figgjarogn saer.

Utrokningarnar, sum koma fra myndlinum, og sum byggir &
eitt heildaryvirlit, taka stedi i likindarokningum (Probability
of Default (PD) model), sum verda mentar og rgktar av
dataveitaranum hja Betri Banka. Sum iskoyti til hesar
Utrokningar er lagdur afturat ein makrobuskaparligur myndil,
sum hyggur frameftir, og sum verdur umsitin av Lokale
Pengeinstitutter. Makrobuskaparligi  myndilin, sum litur
frameftir, ger eina red av raettleidingarfaktorum, sum verda
faldadir vid teimum “rau” PD virdunum, og sum harvid verda
javnaadir i mun til upprunastzdi.

Vaentada avirkanin av IFRS 9 roknskaparreglunum er aleid 1%
av eginognini hja Betri Banka gjord upp pr. 1.januar 2018. Um
dvirkanin verdur sett i mun til samladu nidurskrivingarnar pr.
31.december 2017 er talan um ein vgkstur & umleid 6,5%.

Vid atliti at sleppa undan eini ¢zetlada dvirkan & kapital-
grundarlagid og harvid mgguleikarnir hja peningastovnunum
at studla uppundir lansveiting hevur Europa-Kommisidnin
sum ein partur av ti nyskipanarpakka, sum kommissjénin legdi
fram 23. oktober 2016 (kapitalkravspakkin, eisini kendur sum
CRR1I/CRD V/BRRD l), skotid upp eina 5 ara skiftistid, soleidis
ateinneiligavleiding af nyggju IFRS 9 nidurskrivingarreglunum
ikki faer fullan virkna 3 kapitalgrundarlagid, fyrr enn 5 ar eru
farin. Skiftisskipanin er nd samtykt og kemur i gildi samstundis
sum IFRS 9, sum er 1.januar 2018.

Tad er sjalvbodid fyri peningastovnarnar, hvert teir vilja nyta
skiftisskipanina, men peningastovnarnir skulu siga Figgjar-
eftirlitinum frd sini avgerd, samstundis sum avgerdin skal
almannakunngerast.

Betri Banki hevur gjert av ikki at nyta skiftisreglurnar.
Avirkanin av IFRS 9 & kapitalgrundarlagid i sambandi vid, at

reglurnar koma i gildi { 2018, svara ti til gkingina & nidurskriv-
ingarkontuni, ta haedd er tikin fyri skattaavirkan.

implies that a financial asset at the date of initial recognition
is written down by an amount corresponding to the expected
credit loss for 12 months (stage 1). Subsequently, if there is
a significant increase in credit risk compared to the date of
initial recognition, the asset is written down by an amount
corresponding to the expected credit loss in the asset's
remaining maturity (Stage 2). If the asset is impaired (stage
3), the asset is written down unchanged with an amount
equivalent to the expected credit loss in the asset's remaining
maturity, but interest income is recognized in the income
statement using the effective interest rate method against
the written amount.

Impairment of customers/facilities in Stages 1 and 2, except
for the weak part of Stage 2, are made on the basis of a
portfolio model calculation, while the impairments for weak
Stage 2 customers/facilities and Stage 3 customers/facilities
are made by a manual, individual assessment.

The portfolio model calculation is based on a Probability
of Default (PD) model, developed and maintained at Betri
Banki's data center, supplemented with a forward-looking,
macroeconomic module developed and maintained by Lokale
Pengeinstitutter. The forward-looking macroeconomic
module generates a series of alignment factors multiplied
by the "raw" PD values of the data center, which is thereby
adjusted in relation to the starting point.

The expected impact of the IFRS 9 impairment rules amounts to
around 1% of Betri Banki's equity calculated per. January 1,2018.
If the impact is set in relation to the total impairments as per. 31
December 2017, the impact is an increase of approx. 6.5%.

In order to counteract an unintended effect on the capital
base and thus the banks' ability to support credit, the
European Commission has as an element of the reform
package presented by the Commission on October 23, 2016
(Risk Reduction Package, also known as CRR Il / CRD V /
BRRD II), proposed a 5-year transitional arrangement such
that a negative effect of the IFRS 9 impairment rules will only
fully affect the capital base after 5 years. The transitional
arrangement has now been decided and entered into force at
the same time as IFRS 9, i.e. January 1, 2018.

Itis voluntary for banks to apply the transitional arrangement,
but the banks must notify the Danish FSA of their decision
and publish the decision.

Betri Banki has decided not to apply the transitional arrangement.
The effect of IFRS 9 on the capital base at the entry into force of

the rules in 2018 therefore corresponds to the increase in the im-
pairment account on 1 January 2018 adjusted for the tax effect.
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Umframt hetta og tey vidurskifti, sum eru nevnd i fragreiding-
ini er einki hent, sum hevur tydandi avirkan & arsfrasggnina.

G40 virkisleidsla

Bankin fylgir tilmaelunum fra Finansradnum um gdéda virkis-
leidslu, og dskodan bankans & hesi tilmaeli er jalig.

Bankin fylgir reglunum um gédan bankasid, sum eru asettar
i "Bekendtgerelse for Feergerne om god skik for finansielle
virksomheder”, sum hevur verid i gildi i Fgroyum sidan 13.
november 2015.

Hetta merkir, at vit i okkara dagliga virki, t.e. rdédgeving og i
@drum vidskiftum vid kundan, halda gédan sid, eru heidurlig,
rédgeva og upplysa kundan i neydugan mun, at vidgerdin er
gjegnumskygd, eins og at avtalur og annad av tydningi verda
gjordar skrivliga.

Kunngerdin er Utgivin vid heimild i § 43, stk. 2 i “Lov om
finansiel virksomhed"” (Fil), id dsetur, at peningastovnar skulu
“drives i overensstemmelse med redelig forretningsskik og
god praksis inden for virksomhedsomradet”.

Kunngerdin er galdandi fyri allar figgjarfyritgkur.

Lonarpolitikkur

i 2012 samtykti nevndin i Betri Banka ein Ignarpolitikk, sum
er lagdur fram & eftirfylgjandi adalfundum og seinast a
adalfundinum i 2017. Adalfundurin samtykti lgnarpolitikkin,
og av hesum siggjast leidreglurnar fyri samsyning til nevnd
og stjorn. Politikkurin er soleidis, at samsyning til nevnd og
stjérn skal vera ein fgst samsyning, og eingin bonusskipan
skal vera knytt at samsyningini. Harafturat verdur vist til notu
6 i arsroknskapinum.

Grannskodanarnevnd

Allir nevndarlimir bankans manna Grannskodanarnevndina.
Torben Nielsen, sum er formadur, lykur krgvini um forleikar
innan roknskap og/ella grannskodan.

Vadanevnd

Allir nevndarlimir bankans manna Vadanevndina. Torben Nielsen
er formadur fyri nevndina.

Tilnevningarnevnd

Tilnevningarnevndin er mannad vid 3 nevndarlimum. Torben
Nielsen er formadur, Birgir Nielsen og Arni Brattaberg eru limir
i nevndini.

Other than this and what is mentioned in the report no
events of significance for the reporting period have occurred
after December 31, 2017.

Corporate Governance

The bank follows the recommendations from the Danish
Banker’s Association (Finansradet) regarding good corporate
governance, and our views on these recommendations are
positive.

The bank complies with the guidelines for ethical banking
behaviour that are stipulated in “Faroese Executive Order on
ethical behaviour for financial institutions,” which has been in
effect in the Faroes since November 13, 2015.

This entails that we, in our daily work advising customers
and in other customer interactions, maintain good ethical
behaviour, are honest, advice and inform the customer as
needed, and ensure that processes are transparent, and all
agreements etc. kept in writing.

The executive order is issued in accordance with article 43,
section 2 in the Faroese “Financial Business Act,” which
stipulates that financial institutions must be "“operated in
accordance with good corporate governance and ethical
behaviour within their business fields.”

The executive order applies to all financial institutions.

Remuneration

In 2012 the Board of Directors of Betri Banki adopted a
remuneration policy, which has been presented at subsequent
annual general meetings and most recently at the annual
general meeting in 2017. The remuneration policy stipulates
guidelines for remuneration of directors and executives. The
policy states that members of the Board of Directors and
executive board receive a fixed fee and are not part of any
incentive program. For additional information see note 6 in
the financial statements.

Audit Committee

The bank’s audit committee comprises the entire Board of
Directors. Torben Nielsen is chairman of the committee and
meets all requirements as pertains to accounting and/or
auditing.

Risk Committee

The bank’s risk committee comprises the entire Board of
Directors. Torben Nielsen is chairman of the committee.

Nomination Committee

The bank’s nomination committee comprises three members
of the Board of Directors. Torben Nielsen is chairman of
the committee, and Birgir Nielsen and Arni Brattaberg are
members of the committee.
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Samsyningarnevnd

Samsyningarnevndin er mannad vid 4 nevndarlimum. Torben
Nielsen er formadur, Birgir Nielsen, Arni Brattaberg og Kristian
@stergaard eru limir i nevndini.

Vadavidurskifti

Bankin hevur stadfest dvisar vddar, sum knyta seg til banka-
virksemi. Bankin hevur sum adalmal, at mannagongdir eru
fyri teir tydningarmestu vddarnar, hvussu hesir vadar verda
handfarnir, fylgdir upp og kunnadir um. Teir stgrstu vadarnir
eru lystir nidanfyri.

Naerri lysing av vadavidurskiftum bankans er i vadafra-
greiding, sum er almannakunngjerd & heimasidu bankans,
www.betri.fo.

Kredittvadi

Sum lidur i virkisgrundarlagi bankans bjédar Betri Banki lan,
kredittir, abyrgdir og adrar taenastur og atekur szer hervid
kredittvada. Kredittvadin kann lysast sum vadin fyri figgjar-
ligum missi, t3 kundin ikki er fgrur fyri at yvirhalda sinar
figgjarligu skyldur métvegis bankanum.

Lysing og styring av kredittgkinum i bankanum er samlad i
kredittpolitikkinum fyri bankan, id nevndin hevur gédkent.

Kredittpolitikkurin verdur té dagferdur, um bankin ynskir
at broyta kredittreytirnar fyri betur at kunna taka haedd
fyri uttanhysis ella innanhysis broytingum, id kunnu avirka
kredittvirdid hja kundum. Talan kann m.a. vera um, at bankin
broytir treytir i sambandi vid figging av dvisum kundabdlkum.
Kredittpolitikkurin verdur arliga lagdur fyri og gédkendur av
nevndini. (Kredittdeildin hevur eftirlit vid at kreditpolitikkurin
verdur hildin.)

Kredittpolitikkurin hevur stadi i “Lov om finansiel virksomhed”
og kunngerdini um “Ledelse og styring af pengeinstitutter”.
Politikkurin dsetur taer grundreglur, id eru galdandi fyri, hvussu
bankin handfer kredittvdda, vid atliti til virkisskipan bankans,
arbeidsgki og innan fyri taer rammur, id Figgjareftirlitid hevur
asett.

Marknadarvadi

Marknadarvaadi er vadin fyri, at marknadarvirdid & ymiskum
ognum og skuld, og mgguligum @drum figgjarligum télum
hjad bankanum, broytast orsakad av broytingum i marknadar-
vidurskiftunum.

At ataka seer marknadarvada er ein dloysandi partur av
virksemi bankans, og verdur marknadarvadin i Betri Banka
byttur upp i rentuvadda, partabraevavada, gjaldoyravdda og
adrar prisvadar.

Nevndin i Betri Banka hevur gédkent ein marknadarvada-

Remuneration Committee

The bank’s remuneration committee comprises four members
of the Board of Directors. Torben Nielsen is chairman of the
committee, and Birgir Nielsen, Arni Brattaberg and Kristian
@stergaard are members of the committee.

Risk Management

The bank has identified certain risks related to its banking
activities. It is the bank's main objective to maintain
procedures for handling, controlling, and communicating the
most important risks. The most significant risks are detailed
below.

A more detailed review of the bank'’s risk management can be
read in the risk management report, which is published on the
bank’s website, www.Betri.fo.

Credit Risk

Betri Banki offers loans, credit, guarantees, and other services
as part of its business model and thereby incurs credit risk.
Credit risk is the risk of losses arising from counterparties or
debtors failing to meet all or part of their payment obligations.

Description and control of the bank’s credit area is collected
in the bank’s credit policy, which is approved by the Board of
Directors.

The credit policy is, however, updated if the bank wishes to
changethecredittermsinaccordance with external orinternal
changes that could affect customers’ creditworthiness.
Among other examples, the bank may change its terms in
regards to financing certain customer groups. The credit
policy is submitted to, and approved by, the board annually.
(The Credit Department supervices Compliance in the Credit
Policy.)

The credit policy is based on the “Financial Business Act” and
the executive order on “Governance of Financial Institutions.”
The policy sets the guidelines that apply to the bank’s
managing of credit risks, taking into account the bank’s
business organisation, area of operation, and the framework
mandated by the Danish Financial Supervisory Authority.

Market Risk

Market risk is defined as the risk of the market value of assets
and liabilities, as well as off-balance items being affected as a
result of changing market conditions.

Taking on market risk is an integral part of banking. The
market risk in Betri Banki is divided into interest rate risk,
equity risk, foreign exchange risk, and other risks.

The Board of Directors of Betri Banki has approved a market
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politikk, sum greitt tilskilar og asetir markvirdir fyri, hvussu
stéran marknadarvada, Betri Banki ynskir at dtaka saer a
teimum ymisku gkjunum (Figgjardeild bankans hevur eftirlit
vid, at marknadarvadapolitikkurin og markvirdini verda hildin).

Nevnd og stjérn faa regluliga kunning um marknadarvadan,
har hesin verdur samanborin vid markvirdini, sum eru asett i
politikkinum og i heimildunum til stjorn.

Rakstrarvasi

Rakstrarvddi kann lysast sum vandin, sum stendst av éskyn-
semi og manglandi innanhysis mannagongdum, menniskja-
ligum mistgkum, skipanarvillum ella av hendingum uttaneftir.

Tad slepst ikki undan rakstrarvddum, men rakstrarvadar
kunnu avmarkast. Tad verdur regluliga eftirkannad, um vadar,
sum kunnu hava neiliga dvirkan 3 bankan, taka seg upp.
Arbeitt verdur stgdugt vid at menna og styrkja vadastyringina
i bankanum, t.d. vid at styrkja og endurskoda mannagongdir
og eftirlit, at tryggja skjalfesting, styra broytingum eins og at
skraseta, frdboda og eftirmeta vadar.

Gjaldferisvadi

Gjaldferisvadin i bankanum kann lysast sum vadin, id stendst
av, at munur er 3 tidarbundnum Utgangandi og inngangandi
gjaldfgrisstreymum i bankanum.

Nevndin hevur dsett yvirskipadan vadapolitikk fyri gjaldfaris-
vadar, id greitt asetir krgv til dagliga gjaldferid og uppgerd av
gjaldfgrisvadum.

Betri Banki dsetir hetta sum gjaldfgrisvadar:

e At Utreidslur til gjaldfegrisutvegan gkjast munandi

* At manglandi figging fordar bankanum i at vardveita
g6dkenda virkisgrundarlagid

e At bankin ikki lykur sinar gjaldsskyldur grundad a
manglandi figging

Gjaldferispolitikkur bankans er at hava eitt gjaldferi, sum
i minsta lagi er 50% omanfyri légarasetta minstakravid.
Vi@ arsenda 2017 hevdi bankin ein gjaldfgrisyvirdekning 3
257,5% omanfyri l6garasetta minstakravio.

risk policy, which defines and sets limits for the market risk
that the bank is willing to accept for each market risk area.
(The Finance Department supervises compliance with the
market risk policy and limits.)

Management regularly receives reports regarding market
risk compared to limit values as defined in the policy and
management’s authorisations.

Operational Risk

Operational risk is defined as the risk arising from inadequate
and inefficient internal processes, human errors, [T-failures,
and external factors.

Operational risks can be limited but not eliminated. On a
continuous basis controls are conducted of the risks that may
have an adverse effect on the bank. Continuous work takes
place to develop and strengthen the bank’s risk management,
e.g. by strengthening and reviewing procedures and controls,
by ensuring documentation, and by controlling changes and
registering, reporting, and assessing risks.

Liquidity Risk
The bank’s liquidity risk can be defined as the risk that arises

from the difference between outgoing and incoming cash
flows in the bank.

The bank’s board of directors has prepared a general risk policy
for liquidity risks, which clearly stipulates the requirements
for daily liquidity and liquidity risk statements.

Betri Banki assesses the following as liquidity risks:

® Expenses to obtain and keep liquidity might increase
significantly

e |ack of funding may prevent the bank from maintaining
the approved business model

® The bank might not be able to meet its obligations due to
lack of funding

The bank’s liquidity policy is to maintain liquidity, which is at
least 50 % above the statutory minimum requirement. At the
end of 2017, the bank’s liquidity was in excess of the statuto-
ry minimum requirement of 257.5%.
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Nevnd

Board of Directors

Forleikar hja nevndini

Nevndin hjd bankanum hevur i felag allar teir fgrleikar, sum
eru neydugir fyri at rgkja yvirskipadu leidsluna hjad bankanum
Ut fra ti virkisgrundarlag, sum bankin verdur rikin eftir.

Nevndin hjd bankanumifelag hevur soleidis fgrleikar vidvikjandi:

e Virkisgrundarlagnum og vidurskiftum, sum knyta
seg at hesum

e Vadavidurskifti, herundir kreditt-, marknadar-, gjaldferis-,
rakstrar- og tryggingarvada, og tvergangandi vadar og
annars vidurskifti sum knyta seg at hesum

¢ Figgjareetlan og roknskapar-og grannskodanar-
vidurskiftum

e Kapitalvidurskiftum, herundir kapitaldekningur og
solvenstgrvur

e Vanligum leidsluroyndum

e Leidsluroyndum frd @drum figgjarligum virksemi

e Kunnleika til fgroyskt vinnuliv

* Laggfrediligum innliti, herundir I6ggdvu knyttari at
figgjarligum virksemi

Undirumbodada kyni

Nevndin hjd bankanum samtykti 20. oktober 2017 eitt tal
(markvirdi) fyri partinum av ti undirumbodada kyninum i
nevndini. Bankin midar iméti at talid av adalfundarvaldum
nevndarlimun av ti undirumbodada kyninum fra 2020 skal
verda 40%.

Kynsbyti av adalfundarvaldu nevndarlimunum véru vid ultimo
2017 soleidis, 60% menn og 40% kvinnur.

Vidvikjandi kynsbyti & leidslustigi i bankanum er tad stevnu-
midi hja bankanum at hava eitt hdskandi byti av monnum og
kvinnum i leidsluni.

Eftirmeting av nevnd

Nevndin hevur i fleiri &r havt eina eftirmetingarmannagongd
til tess at tryggja, at nevndin hevur neydugan kunnleika og
royndir i mun til virkisaetlanina hja bankanum. Nevndin tekur
i eftirmetingini st@di i vegleidingini hja Figgjareftirlitinum um
eftirmeting av fgrleika og royndum i peningastovnum.

The Board's Competencies

The Board of Directors of Betri Bank collectively holds all the
competencies necessary for handling the overall manage-
ment of the bank from the business model that the bank is
managed by.

The Board of Directors holds competencies related to:

® The business model and various matters related
thereto

® (redit-, market-, liquidity-, operational-and insurance risk,
and risk management across areas and various conditions
related thereto

e Budgeting and matters of accounting and
auditing

e (apital requirement, including capital adequacy and
solvency requirements

® General management experience

* Management experience from other financial business

e Knowledge of Faroese trade and industry

e |egalinsight, including in regards to financial
legislation

The underrepresented gender

On 20 October 2017, the Board of Directors adopted a target
for the underrepresented gender in the Board. It is the Board
of Directors goal that the proportion of members elected by
the general meeting of the underrepresented gender from
2020 shall be 40%.

The gender distribution among the members elected by the
general meeting of the bank constitutes 60% men and 40%
women.

With regard to the gender quota in the bank's other
management levels, the objective is to have an appropriate
distribution between the sexes

Evaluation of the Board

The Board of Directors has over the years conducted a self-
evaluation process in order to ensure, that the board has
the necessary knowledge and experience in relation to the
banks business model. The board has based its evalution on
the FSA's guide to evaluating knowledge and experience in
financial institutions.
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Nevndin hevur i juni 2017 framt ti arligu eftirmetingina.
Sum grundarlag undir ti arligu eftirmetingini hevur nevndin
samstundis eydmerkt teir farleikar, sum eru neydugir til tess
at tryggja, at nevndin kann rekja sitt starv a fullgédan hatt.
Hetta er framt i tilknyti til virkisgrundarlagid hja bankanum og
teir vddar, sum knyta seg at hesum.

Tey yvirskipadu farleikakrgvini fevna um innlit i tey vidurskifti,
sum eru nevnd omanfyri.

Vi@ grundarlagi i nevndu ferleikakrgvum hevur hver einstakur
nevndarlimur mett um sinar egnu forleikar.

Umframt hetta hevur nevndin framt eina eftirmeting av
arbeidinum og samstarvinum i nevndini.

Urslitid av eftirmetingini er vidgjert i nevndini, og nidurstadan
av hesi var, at samstarvid i nevndini er ngktandi, og at
nevndarlimirnir i felag hava neyduga vitan, fakligan ferleika og
royndir til at skilja virksemi hja bankanum og teir vadar, sum
fylgja vid hesum.

In June 2017, The Board of Directors conducted the annual
self-evaluation process. As a basis for the annual evaluation,
the board has also identified the competencies the board
should possess in order to competently perform its duties.
It has been based on the bank’s business model and a
comprehensive analysis of the risks involved.

The overall competence requirements include knowledge of
conditions as mentioned above.

Based on these competency requirements each member of
the board has assessed his own competencies.

Additionally the board has conducted an evaluation of the
work and cooperation of the board.

Evaluation results are discussed in the Board of Directors,
and the board’s assessment and conclusion is that the work
and co-operation of the board functions well, and that the
members of the board collectively have the knowledge and
competencies necessary to understand the bank's activities
and associated risks.
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N@\/ﬂdar“mir / Board members

Torben Nielsen

Nevndarformadur / Chairman of the Board

Valdur av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2011 og eisini nevndarformadur
si®dani 2011 / Member of the Board since 2011 and Chairman
of the Board since 2011

Onnur leidslustarv /

Management, Directorships and Other Offices

e Sydbank A/S, nevndarformadur og formadur fyri
risikonevndina og limur i grannskodaranevndini,
nomineringsnevndini og samsyningarnevndini /
Chairman of the Board and Chairman of the Risk
Committee and member of the Audit Committee the
Nomination Committee as well as the Remuneration
Committee

® Investeringsforeningen Sparinvest, nevndarformadur /
Chairman of the Board

e Museum Sydgstdanmark, nevndarformadur /
Chairman of the Board

e Tryg Forsikring A/S, naestformadur og formadur fyri
grannskodanarnevndini og risikonevndini og limur i
nomineringsnevndini / Deputy Chairman and Chairman
of the Audit Committee and Risk Committee as well as
Member of the Nomination Committee

® Dansk Landbrugs Realkredit A/S, nevndarlimur og
formadur fyri grannskodanarnevndini og limur i
risikonevndini og nomineringsnevndini / Board Member
and Chairman of the Audit Committee and Member of
the Risk Committee as well as Member of the Nomination
Committee

e Sampension KP Livsforsikring A/S, nevndarlimur og
formadur i grannskodanarnevndini / Board Member and
Chairman of the Audit Committee

e Adj. Professor CBS / Adj Professor CBS

Farleikar / Competencies

Nevndarformadurin hevur royndir fra dagligum rakstri av
figgjarligum stovnum, herundir sum stjéri fyri Danmarks
Nationalbank, og fra nevndararbeidi hja virdisbraevaskra-
settum peningastovhum umframt tryggingarfelagi / The
chairman of the board has competencies from the daily
operations of financial institutions, including as a governor
for Danmarks Nationalbank, and board member in listed and
unlisted financial institutions.

Birgir Nielsen

Naastformadur / Deputy Chairman of the Board

Valdur av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2016 og naestformadur sidan 2017
/ Member of the Board since 2016 and Deputy Chairman of
the Board since 2017

Onnur leidslustarv /

Management, Directorships and Other Offices

e QOgnarfelag Tryggingartakaranna, nevndarformadur /
Chariman of the Board

e Betri P/F, nevndarformadur / Chairman of the Board

e Nira Sp/f, Stjori / CEO

Forleikar / Competencies

Naestformadurin hevur royndir frd dagligum rakstri av vinnu-
fyritgkum, fra leidarastarvid i peningastovni og frd nevndar-
arbeidi hja fgroyskum virkjum og grunnum. / The deputy
chairman of the board has competencies from the daily
operations of business companies, from employment in a bank
and from being a board member in companies and funds in the
Faroe Islands.

Flemming B. Nielsen

Valdur av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2018 / Member of the Board since
2018

Onnur leidslustarv /

Management, Directorships and Other Offices

e BECa.m.b.a., Forretningschef / BEC a.m.b.a., Business
Manager

Forleikar / Competencies

Royndir frd dagligum rakstri av figgjarligum stovnum, herundir
sum stjori fyri peningastovnum i Danmark / Competencies
from the daily operations of financial institutions, including
as CEO for financial institutions in Denmark.
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Per Noesgaard
Valdur av adalfundinum / Elected by the general meeting

Partur av nevndini sidani 2018 / Member
of the Board since 2018

Onnur leidslustarv /

Management, Directorships and Other Offices

® Sparinvest Holdings SE, Forstjori / CEO

® Sparinvest S.A., Luxembourg and two Danish securities
funds, Nevndarformadur / Chairman of the Board

e Sparinvest Investment Solutions A/S, nevndarformadur /
Chairman of the Board

e GarantiInvest A/S, nevndarformadur /
Chairman of the Board

e Sparinvest SICAV, nevndarformadur /
Chairman of the Board

Forleikar / Competencies

Royndir frd dagligum rakstri av figgjarligum stovnum, herundir
sum stjori fyri Sparinvest Holdings SE, eitt médurfelag hja
rakstrarfelagnum Sparinvest S.A., og frd nevndararbeidi hja
hesum felag og hjd virdisbraevaskrasettum UCITS grunnum
/ Competencies from the daily operations of financial
institutions, including as CEO for Sparinvest Holdings SE, a
parent company of the management company Sparinvest
S.A., and as Chairman of the board in this company and in
listed UCITS funds.

Arne D. Brattaberg

Valdur av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2016 / Member of the Board since
2016

Onnur leidslustarv /

Management, Directorships and Other Offices

e QOgnarfelagid Tryggingartakaranna, nevndarlimur /
® Board Member

e Betri P/F, nevndarlimur / Board Member

e Skarid Sp/f, nevndarlimur / Board Member

® Skarid Sp/f, stjori / CEO

o [ Toftum Sp/f, stjéri / CEO

Forleikar / Competencies

Royndir frd dagligum rakstri av vinnufyritaskum og fra
nevndararbeidi hja fgroyskum virkjum. / Competencies from
the daily operations of business companies and from being a
board member in companies in the Faroe Islands.

Marion a Lakjuni

Vald av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2015 / Member of the Board since
2015

Onnur leidslustarv /
Management, Directorships and Other Offices
e Agnar a Dul Sp/f, stjoéri / CEO

Forleikar / Competencies

Royndir frd dagligum rakstri av grannskodarafyritaku og fra
nevndararbeidi i tryggingarfelag og @drum nevndararbeidi /
Competencies from daily operations of an auditing firm and
as a board member in an insurance company as well as other
companies.

Janet Frida Johannesen

Vald av adalfundinum / Elected by the general meeting
Partur av nevndini sidani 2017 / Member of the Board since
2017

Onnur leidslustarv /
Management, Directorships and Other Offices
e J.F. Holding Sp/f, stj¢éri / CEO

Forleikar / Competencies

Royndir frd dagligum rakstri av vinnufyritekum og frd
nevndararbeidi hja fgroyskum virkjum. / Competencies
from the daily operations of business companies and from
being a board member in companies in the Faroe Islands.

Kristian @stergaard

Starvsfélkavaldur / Elected by the employees
Partur av nevndini sidani 2011 / Member of the Board since
2011

Onnur leidslustarv /
Management, Directorships and Other Offices
e Einki/ None

Magnus Emil Poulsen

Starvsfélkavaldur / Elected by the employees
Partur av nevndini sidani 2015 / Member of the Board since
2015

Onnur leidslustarv /
Management, Directorships and Other Offices
e Einki/ None

Margareth D. Djurhuus

Starvsfdlkavald / Elected by the employees
Partur av nevndini sidani 2015 / Member of the Board since
2015

Onnur leidslustarv /
Management, Directorships and Other Offices
e Einki/ None
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Stjérﬂ / Executive Board

Jean Djurhuus

Forstjori / Chief Executive Officer
i stjérnina sidani 2017 / Chief Executive Officer since 2017

Onnur leidslustarv /

Management, Directorships and Other Offices

e Betri Heim P/F, nevndarformadur / Chairman of the Board

® Felagid Fagroyskir Peningastovnar, nevndarformadur /
Chairman of the Board

® Arbeidsgevarafelagid fyri Figgjarstovnar, nevndarlimur /
Board Member

Olav Guttesen

Stjori / Managing Director
i stjornina sidani 2017 / Managing Director since 2017

Onnur leidslustarv /
Management, Directorships and Other Offices
® Fastogn, nevndarlimur / Board Member
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Nota DKK 1.000 2017 2016
Rakstrarroknskapur / Income Statement
2 Rentuinntgkur / Interest income 219.920 231.290
3 Rentuutreidslur / Interest expenses 4.735 16.069
Rentuinntgkur netto / Net interest income 215.185 215.221
Vinningsbyti av partabrgvum o.g. / Dividends on shares, etc. 1.611 2.069
4 Omaksgjeld og provisiénsinntgkur / Fee and commission income 56.288 54.182
Utreidslur til Smaksgjeld og provisiénir / Fee and commission expenses 2.987 3.556
Rentu- og 6maksgjold netto / Net interest income and fee income 270.097 267.916
5 Virdisjavnan / Fair value adjustments 20.766 30.225
Adrar vanligar inntgkur / Other operating income 3.855 3.608
6,7 Utreidslur til starvsfolk og umsiting / Staff costs and adm. expenses 194.478 168.550
8 Av- og nidurskrivingar av éitgkiligum og itgkiligum ognum /
Depreciations and impairments of intangible and tangible assets 2.971 3.058
9 Adrar rakstrarutreidslur / Other operating expences 1.001 1.000
10 Nidurskrivingar av Utldnum og adrari ogn / Impairment of loans advances, receivables etc. -49.535 14.001
11 Urslit av kapitalpgrtum i assosieradum og tilknyttum fyritakum /
Income from associated and subsidiary undertakings 21.173 72.719
Urslit 4drenn skatt / Profit/loss (-) before tax 166.975 187.860
12 Skattur / Tax -26.313 -20.423
Arsurslit / Net profit/loss (-) for the year 140.662 167.437
Onnur heildarinntgka / Other comprehensive income 0 0
Heildarinntgka tilsamans / Total comprehensive income 140.662 167.437
Byti av arsursliti / Allocation
Arsurslit / Net profit for the period 140.662 167.437
At rdda yvir tilsamans / Total amount available for allocation 140.662 167.437
Vinningsbyti / Dividends for the year 15.000 25.000
Flutt til grunn eftir innaravirdishattinum / Equity method reserve -3.114 1.481
At flyta til naesta ar / Carried forward to next year 128.776 140.956
Nytsla av arsursliti / Total allocation 140.662 167.437
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Nota DKK 1.000 2017 2016

Figgjarstgda / Balance

Ogn / Assets

Kassapeningur og dogn uttan uppsagn hja tjédbankum /

Cash in hand and demand deposits with central banks 123.733 147.500
13 Aogn i lanistovnum og tjédbankum / Claims on credit institutions and central banks 277.714 264.892
14 Utlan og onnur ogn til amortiseradan kostpris / Loans and other claims at amortised cost 5.587.311 5.286.103
15 Lansbrav til dagsvirdi / Bonds at fair value 3.024.527 2.765.541
16 Partabrgv / Shares 72.708 80.954
17 Kapitalpartar i assosieradum fyritgskum / Investments in associates 94.275 75.000
18 Kapitalpartar i tilknyttum fyriteskum / Investments in subsidiaries 6.703 12.805
19 Oitgkiligar ognir / Intangible assets 0 0

Grundgki og bygningar tilsamans / Land and buildings total 124.540 126.637
20 - llegubygningar / Investment properties 14.975 14.975
21 - Fyrisitingar- og deildarbygningar / Domicile properties 109.566 111.662
22 Onnur itgkilig ogn / Other tangible assets 8.172 6.805

Verandi skattaogn / Current tax assets 447 237
23 Utskotin skattaogn / Deferred tax assets 0 118
24 Ognir i fyribils vardveitslu / Assets in temporary possession 25.343 33.518
25 Onnur ogn / Other assets 38.625 32.712

Tidarskeidsavmarkingar / Prepayments 9.518 11.246

Ogn tilsamans / Total assets 9.393.615 8.844.068

Skuld / Liabilities

26 Skuld til lanistovnar og tjédbankar / Debt to credit institutions and central banks 28.257 87.045
27 Innlan og onnur skuld / Deposits and other debt 7.600.918 7.057.048
Verandi skattaskuld / Current tax liabilities 25.329 58.121
28 Onnur skuld / Other liabilities 123.294 151.432
Tidarskeidsavmarkingar /Prepayments 584 129
Skuld tilsamans / Total liabilities 7.778.382 7.353.776
Avsett til eftirlgn / Provisions for pensions 1.055 1.126
29 Utskotin skattaskuld / Deferred tax liabilities 1.149 0
10 Avsett til tap av dbyrgdum / Provisions for losses on collaterals 19.656 12.345
Avsett til adrar Utreidslur / Other provisions 11.025 10.137
Avsetingar til skyldur / Provisions for liabilities and charges 32.886 23.607

Eginpeningur / Equity

Partapeningur / Share capital 100.000 100.000
Grunnur til javningar eftir innaravirdishattinum / Equity method reserve 0 3.114
Flutt avlop /Retained profit 1.467.347 1.338.571
Uppskot til vinningsbyti / Proposed dividend 15.000 25.000
Eginpeningur tilsamans / Total equity 1.582.347 1.466.685
Skuld, skyldur og eginpeningur tilsamans / Total liabilities 9.393.615 8.844.068

30 Tol, i0 ikki eru tikin vid i javna / Off-balance items
Abyrgdir v.m. / Guarantees, etc. 693.390 657.135
Tol, i0 ikki eru tikin vid i javna, tilsamans / Total off-balance items 693.390 657.135
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Uppgerd av broyting i eginogn / Statement of changes in equity

Grunnur til
javningar
eftir innara-
vidrishatti- Uppskot til
Parta- num/ Fluttaviop  vinningsbyti
peningur / Equity method / Retained / Proposed Tilsamans /
DKK 1.000 Share Capital reserve earnings dividend Total
Arsbyrjan / Beginning of year 100.000 3.114 1.338.571 25.000 1.466.685
Heildarinntgka / Comprehensive income -3.114 128.776 15.000 140.662
Utgoldid vinningsbyti / Dividends payed 0 -25.000 -25.000
31.desember 2017 100.000 0 1.467.347 15.000 1.582.347
Arsbyrjan / Beginning of year 100.000 1.633 1.197.614 0 1.299.247
Heildarinntgka / Comprehensive income 1.481 140.957 25.000 167.438
31.desember 2016 100.000 3.114 1.338.571 25.000 1.466.685

Partapeningurin hja Betri Banka er byttur a partabrgv a8 DKK 1 ella multipla av hesum. /

The Company's share capital divided into shares of DKK 1 and multiples thereof.
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DKK 1.000 2017 2016

Solvensuppgerd / Statement of Solvency

Kjarnukapitalur eftir fradrattir / Tier 1 Capital 1.564.274 1.438.771
Grundkapitalur / Total capital 1.564.274 1.438.771

Vektad ogn uttan fyri handilsognina, iroknad tal, id ikki eru tikin vid i javna /

Weighted assets not included in trading portfolio including off-balance items 4.670.832 4.457.653
Vektadir postar vid marknadarvada / Weighted items with market risk 730.987 715.160
Rakstrarvadi / Operational risk 561.015 589.220
Vektad ogn tilsamans / Total risk weighted assets 5.962.834 5.762.032
Solvensprosent / Total capital ratio 26,23% 25,0%
Kjarnukapitalur eftir fradratt i prosent av vektadari ogn / T1 Capital ratio 26,23% 25,0%

Kapitalkrav / Capital demand

Kjarnukapitalur fyri fradrattir / Core Capital before statutory deductions 1.582.347 1.466.685
Uppskot til vinningsbyti / Proposed dividend 15.000 25.000
Skattaaktiv / Tax assets 0 118
Virdisjavnan orsakad av kravi um varsema virdismetan /

Value adjustments due to the requirements for prudent valuation 3.073 2.796
Kjarnukapitalur eftir fradrattir / Tier 1 Capital 1.564.274 1.438.771

Supplerandi kapitalur / Supplementary capital
Partapeningur, sum ikki verdur tikin vid i kjarnukapitalin / Share capital, not included in Core capital 0 0
Grundkapitalur / Own Funds 1.564.274 1.438.771
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Notur / Notes

Nota

Nyttur roknskaparhattur / Significant accounting policies

Alment

Arsroknskapurin er gjerdur sambaert &setingunum i
I6g um figgjarligt virksemi og tilhoyrandi kunngerd um
figgjarligar frasggnir fyri peningastovnar v.m., sum er
galdandi i Fgroyum.

Arsroknskapurin verdur vistur i donskum krénum, sum er
funktionella gjaldoyra hja bankanum. @Il onnur gjaldoyru
verda mett sum fremmant gjaldoyra.

Arsroknskapurin er settur upp i 1.000 kr.

Arsfrasggnin er eisini sett upp & enskum. Skuldi tad hent,
at tad er dsamsvar millum fgroysku Utgdvuna og ensku
Utgavuna, hevur fgroyska Utgdvan forraettindi.

Nyttur roknskaparhattur er ébroyttur i mun til arsrokn-
skapin fyri 2016.

Samtaksroknskapur

Visandi til grein 138, stk 2 i”"Bekendtggrelse for Faergerne
om finansielle rapporter for kreditinstitutter og fonds-
maeglerselskaber m.fl” ger bankin ikki samtaksroknskap.

Betri Banki P/F er partur av:
Ognarfelag Tryggingartakaranna
100 Térshavn
Felagsskrasetingarnummar: 113

Samtaksroknskapurin er tgkur & bustadnum hjad moédur-
felagnum:

Yviri vid Strond 2
100 Térshavn

Alment um innrokning og virdisaseting

Inntgkur verda tiknar vid i rakstrarroknskapin i ti
tidarskeidi, teer verda vunnar. Herumframt verda
roknadar uppi allar virdisbroytingar av figgjarligum
ognum og skyldum, sum verda innroknadar til dagsvirdi
ella Utveganarvirdi. Harnaest verda allar Otreidslur

Generally

The financial statements are prepared in accordance
with the provisions of the Faroese Financial Business Act
and related regulations in the executive order of bank’s
financial reporting in force in the Faroe Islands.

The financial statements are presented in DKK, which is
the bank’s functional currency. All other currencies are
considered as foreign currency.

The financial statements have been prepared in DKK
1,000.

The financial statements are also available in English. In
the event of any discrepancy between the Faroese and
the English version, the Faroese version shall prevail.

The accounting policies are unchanged compared to the
annual report 2016.

Consolidated Financial Statements

With reference to section 138, paragraph 2 in “Order of
the Faroelslands onfinancial reports of credit institutions
and investment companies and others” consolidated
financial statements will not be prepared by the bank.

Betri Banki P/F is part of:
Ognarfelag Tryggingartakaranna
100 Térshavn

Registration number: 113

The consolidated financial statements are available at
the parent company address:

Yviri vid Strond 2
100 Térshavn

Basis for recognition and measurement

Income is recognised in the income statement as earned.
Furthermore, value adjustments of financial assets and
liabilities measured at fair value or at costs. Furthermore
all expenses incurred in the year’s earnings, such as
depreciation, amortization, provisions and reversals due
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roknadar uppi i tann mun, hesar eru hildnar fyri at naa
inntgkurnar i arinum, iroknad avskrivingar, nidurskrivingar,
avsettar skyldur og afturferingar orsakad av broyttum
roknskaparligum metingum av upphaaddum, sum adur hava
verid tiknar vid i raksturin.

Ogn verdur innroknad i figgjarstgduna, ta tad er sannlikt, at
figgjarligir fyrimunir i framtidini koma bankanum til gédar, og
virdid av ognini kann asetast litandi.

Skyldur verda innroknadar i figgjarstgduna, td id tad er
sannlikt, at bankin i framtidini skal av vid figgjarligar agddar,
og steddin a skyldunum kann gerast upp alitandi.

Figgjarlig ambod verda innroknad & handilsdegnum, og
innrokningin stedgar, ta raetturin at mottaka ella lata pengar
fra figgjarliga ambodnum fer Ur gildi ella um figgjarliga
ambodid verdur avhendad soleidis, at vadin og raettindini til
vinning i sambandi vid ognarraettin i hgvudsheitum eru flutt
til annan eigara.

Ta id ognir ella skyldur verda innroknadar i figgjarsteduna a
fyrsta sinni, verdur hetta gjert til dagsvirdi. Té verda oitgkiligar
og itgkiligar ognir a fyrsta sinni dsettar til Utveganarvirdi. Eftir
hetta verda ognir og skyldur uppgjerdar sum lyst fyri hvenn
roknskaparpost saer nidanfyri.

Vid innrokning og virdisaseting verdur atlit tikid til upplysingar
um vinning, tap og vadar, id koma til okkara kunnleika fram til
dagin, ta arsroknskapurin verdur lagdur fram, og sum vatta
ella avsanna vidurskifti, id véru figgjarstedudagin.

Avisar figgjarligar ognir og skyldur verda asettar til amorti-
seradan Utveganarkostnad, soleidis at tzer verda roknadar
vid eini stpdugari effektivari rentu alt avtaluti®arskeidid.
Amortiserad Utveganarvirdi er upprunaliga Utveganarvirdid
vid iskoyti/fradratti av allari amortiseringini av. muninum
millum Utvegarnarkostnad og aljédandi upphaedd. Avdrattir
og mgguligar nidurskrivingar verda drignar fra.

Roknskaparligar metingar

Roknskaparliga virdid & avisum ognum og skyldum er tongt at
metingum av, hvussu hesar ognir og skyldur verda avirkadar
av framtidar hendingum.

Metingarnar og fyritreytirnar, sum nyttar eru, byggja
3 seguligar royndir og adrar faktorar, sum leidslan eftir
umstgdunum metir vera radiligar, men sum eru &vissar
og torfgrar at siga nakad um. Fyritreytirnar kunnu vera
ofullfiggjadar ella déneyvar og odvaentadar hendingar ella
umstgdur kunnu koma fyri. Harnaest er bankin fevndur av
vandanum fyri dvissu, sum kann fgra vid saer vidurskifti,
sum vikja frd hesum metingum. Tad kann verda neydugt
at broyta 3ddur gjerdar metingar orsakad av broytingum i
teimum fyritreytum, sum metingarnar byggja 4, ella orsaka
av nyggjari vitan ella hendingum, sum seinni eru ikomnar. Teer

to changes in accounting estimates of amounts previously
recognized in the income statement are included.

Assets are recognized in the balance when it is probable that
future economic benefits will flow to the bank and the value
of the asset can be measured reliably.

Liabilities are recognized in the balance when it is probable
that future economic benefits will flow from the bank and the
value of the liability can be measured reliably.

Financial instruments are recognised at the date of settle-
ment, and the recognition ceases when the right to receive or
deliver cash flows from the financial instrument has expired,
or if the financial instrument has been transferred, and the
bank has essentially transferred all risks and returns associat-
ed with the ownership.

On initial recognition, assets and liabilities are measured at
fair value. However, intangible and tangible assets at initial
recognition are measured at cost. Subsequently, assets and
liabilities are recognized as described below.

Recognition and measurement take into account gains, losses
and risks, which occurred prior to the presentation date of
the Annual Report and which confirm or disprove conditions,
which existed on the balance date.

Certain financial assets and liabilities are measured at
amortized cost, which includes a constant yield to maturity.
Amortized cost is calculated as original cost less repayments
and plus / minus the cumulative amortization of any difference
between cost and the nominal amount. Repayment and
possible impairment are deducted.

Accounting estimates

Measurement of the carrying value of certain assets and
liabilities requires the management’s estimate of the
influence of future events on the value of such assets and
liabilities on the balance date.

The estimates and assumptions applied are based on
historical experience and other factors that manage-ment
consider reasonable under the circumstances, but which are
inherently uncertain and unpredictable. Such assumptions
may be incomplete or inaccurate, and unexpected events
or circumstances may occur. In addition, the bank is subject
to risk on uncertainties that may cause actual outcomes
to deviate from these estimates. It may be necessary to
change previous estimates as a result of changes to the
assumptions on which the estimates were based or due to
new information or subsequent events. Key assumptions and
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tydningarmiklastu fyritreytirnar og serstgku vandarnir eru
umrgdd i leidslufragreidingini og i notunum.

Nidurskrivingar a Gtldanum og adrari dogn

Vid Utrokning av nidurskriving 4 Utldanum eru tydandi
metingar tongdar at uppgerdini av steddini & vandanum fyri,
at kundin ikki yvirheldur sinar skyldur i framtidini. Um tad
kann stadfestast, at kundin ikki fer at yvirhalda sinar skyldur,
er stgddin av vaentadu afturgjgldunum i framtidini, herundir
sgluvirdir av trygdum og vaentad Utgjald av bytispeningi fra
trotabugvum, eisini knytt at tydandi metingum og évissu.

Bdélkanidurskrivingar
Bdlkanidurskrivingar eru eisini knyttar at évissu, ti seguliga
grundarlagid fyri Gtrokningunum er avmarkad.

Dagsvirdi a figgjarligum ambodum

Bankin matar eina r@d av figgjarligum ambodum til dags-
virdi, iroknad gll avleidd figgjarlig ambod og & sama hatt
partabrev og lansbrav. Vidvikjandi figgjarligum ambodum,
sum eru skrasett og verda handlad & einum virknum marknadi
ella har, sum virdisasetingin byggir & alment vidurkendar
virdisdsetingarhaettir, id aftur byggja & marknadarupplysingar,
sum kunnu eygleidast, eru ikki tydandi metingar tongdar
at virdisdsetingini. Vidvikjandi figgjarligum ambodum har
virdisasetingin bertiminnimun byggira marknadarupplysingar,
sum kunnu eygleidast, er virdisasetingin dvirkad av metingum.
Hetta er til dgmis galdandi fyri ikki bgrsskrasett partabrgv.

Um dagsvirdid ikki kann asetast alitandi, verdur ilggan
innroknad til keypsvirdid fradrigid nidurskrivingar i sambandi
vid virdisminking.

Avsetingar méti tapi uppa abyrgdir v.m.

Vidvikjandi avseting maéti tapi uppd abyrgdir er dvissa tongd
at metingini um, og i hvussu stéran mun abyrgdin verdur
virkin, um abyrgdarhavarin kemur i figgjarligar trupulleikar, og
hvussu stoért tapid verdur. Somu metingar gera seg galdandi
vidvikjandi maguligum raettarkrevum, har évissa er um, og i
hvgnn mun, ein magulig hending kann hava vid saer eitt tap
fyri bankan.

Dagsvirdi a fyrisitingar- og deildarbygningum
Vi@ 3dseting av dagsvirdinum av bygningum verdur ein Ign-
semisgrundadur myndil nyttur.

Dagsvirdid a bygningum er grundad a eina afturdiskontering
av framtidar rakstri vid einsaeris dsettum lgnsemiskravum.
Lgnsemiskravid er dsett vid st@di i stadnum, har bygningurin
er, mgguligari nytslu og i mun til, hvussu bygningurin er
vidlikahildin o.s.fr.

Ognir i fyribils vardveitslu

Ognir i fyribils vardveitslu eru itgkiligar ognir og figgjarligar ognir
t.e. kapitalpartar i felagum, sum bankin hevur sum mal at selja
innan 12 manadir. Talan er um ognir og felag, sum eru yvirtikin
orsakad av misrgktum Idniavtalum, umframt fyrrverandi
avgreidslubygningar hja bankanum, sum eru til sglu.

any specific risks to which the bank is exposed to are stated in
the Management'’s review and the notes.

Impairment charges on loans and other claims

Loan impairment charges are subject to significant estimates
as regards the quantification of the risk that future payments
may not all be received. Where it is established that not all
future payments will be received, anticipated payments,
including the estimated realisable value of security provided
and anticipated dividend payments by estates are also
subject to significant estimates.

Collective impairment
Collective impairment is also subject to some uncertainty
since the historical data base on calculations is limited.

Fair value of financial instruments

The bank measures a number of financial instruments at fair
value, including all derivative instruments as well as shares
and bonds. Measurement of financial instruments for which
prices are quoted in an active market or which are based on
generally accepted valuation models with observable market
data are not subject to significant estimates. In regards to
financial instruments where measurement only to a limited
extent is based on observable market data, such as unlisted
shares, measurement is affected by estimates.

If a reliable fair value cannot be identified, the investment will
be valued at cost less any write-downs for impairment.

Provisions for losses on guarantees etc.

Regarding provisions for losses on guarantees this is
subject to the uncertainty of assessing the extent to which
guarantees may be called upon as a consequence of the
financial collapse of the debtors and assessing the amount of
the loss. Provisions for other claims are subject to significant
estimates with regard to the determination of the probability
and to which extent a possible obligating event will resultin a
future loss for the bank.

Fair value of domicile properties
To measure the fair value of properties an asset return model
is used.

The fair value of the properties is based on the calculated
return on operations and the individually determined
rate of return. The return rate is fixed on the basis of the
location of the individual property, potential use, the state of
maintenance, quality etc.

Assets in temporary possession

Assets in temporary possession are tangible assets and
financial assets actively marketed for sale within 12 months,
for example assets and businesses taken over under non-
performing loan agreements. The bank’'s former domicile
properties now for sale are also stated here.
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Tilikar ognir verda virdisasettar til laegra virdid av bokadum virdi
3 degnum, td umbdking til hendan roknskaparpostin verdur
gjerd, og dagsvirdid vid fradratti av meguligum sglukostnadi.
Tad verda ikki gjerdar avskrivingar av itgkiligum ognum.

Transaktiénir millum felgg i samtakinum
Handil og taenastur millum felggini i samtakinum verda
avroknad til marknadarpris.

Utlendskt gjaldoyra

Transaktiénir i fremmandum gjaldoyra verda vid fyrstu
innrokning umroknadar til kursin & transaktidnsdegnum.
Gjaldoyramunir, id standast millum kursin transaktidonsdagin
og avrokningardagin, verda innroknadir i rakstrarroknskapin
sum “Virdisjavnan”.

Ag6di, skyldur og adrir figgjarligir postar i fremmandum
gjaldoyra, i@ ikki eru avroknadir & figgjarstedudegnum, verda
umroknadir vid endakursinum fyri vidkomandi gjaldoyra
figgjarstgdudagin.

Roknskaparlig trygging av rentuvada

Bankin avdekkar rentuvadan & dvisum fastrentadum ognum og
skyldum vid avleiddum figgjarambodum. Broytingar i dagsvirdi-
num & avleiddum figgjarambodum verda innroknadar i raksturin.

Métrokning

Ogn og skyldur verda motroknadar, ta bankin hevur ein
lzgfrediligan raett at métrokna innroknadu upphaeddirnar og
samstundis hevur etlan um at nettoavrokna ella at avhenda
ognina og samstundis at gjalda aftur skylduna.

Segmentupplysingar

Av ti at virksemi® og marknadirnir ikki vikja frd hvgrjum gdrum
innanhysis, er i roknskapinum ikki upplyst, hvussu rentu-og
6maksgjeld netto og virdisjavnan er bytt Ut a virkisgkir og &
landafrgdiligar marknaadir.

Rakstrarroknskapurin

Rentuinntekur og Utreidslur

Rentuinntgkur og -Utreidslur verda innroknadar i rakstrar-
roknskapin i ti tidarskeidi, taer verda vunnar. Rentuinntgkur og
-Utreidslur, sum vidvikja rentuberandi figgjarligum ambodum,
id verda virdisasett til amortiserad Utveganarvirdid, verda
innroknad i rakstrarroknskapin sambaert effektiva rentu-
hattinum vid grundarlagi i kostprisinum fyri figgjarliga
ambodid. Rentur fevna um amortisering av émaksgjoldum,
sum eru ein partur af effektiva avkastinum & figgjarliga
ambodnum, so sum stovningarprovisionir.

Inntgkufering av rentum 3 Utldanum vid stak nidurskriving er
vid grundarlagi i ti nidurskrivada virdinum.

Vinningsbyti av partabrgvum
Vinningsbyti av partabrgvum verdur innroknad i rakstrar-
roknskapin. Hetta verdur vanliga gjert, ta vinningsbytid er
samtykt & adalfundi felagsins.

Such assets are measured at the lower of their carrying
amount at the time of reclassification and their fair value less
expected costs to sell and are no longer depreciated.

Intra-group transactions
Intra-group transactions are entered into on an arm’s length
basis.

Foreign Currency Translation

Transactions in foreign currencies are on initial recognition
translated at the exchange rate on the transaction date.
Gains and losses arising between the exchange rate at the
transaction date and the exchange rate at the payment date
are recognized in the fair market value adjustments.

Receivables, payables and other monetaryitems denominated
in foreign currencies that have not been settled at the
balance date are translated at the closing exchange rate at
the balance date.

Hedge accounting of interest rate risk

The bank hedges interest rate risk on certain fixed rate assets
and liabilities in financial derivatives. Changes in fair values of
derivatives are recognised in the income statement.

Offsetting

Assets and liabilities are offset when the bank has a legal
right to offset the recognised amounts and also intend to net
or realise the asset and settle the liability at the same time.

Segment information

No segment information is disclosed, as the sum of net
interest and fee income and value adjustments do not differ
by activity and geographical markets.

Income statement

Interest income and expenses

Interest income and expenses are recognised in the income
statement in the period to which they relate. Interest
income and expenses arising from interest-bearing financial
instruments measured at amortised cost are recognised in
the income statement according to the effective interest
method on the basis of the cost of the individual financial
instrument. Interest includes amortised amounts of fees
that are an integral part of the effective yield on a financial
instrument, such as origination fees.

Interest on loans and advances subject to individual impair-
ment is recognised on the basis of the impaired value.

Dividends on shares
Dividends on shares are recognised in the Income Statement
when the General Meeting has approved the Annual Report.
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Omaksgjold

Omaksgjgld, sum vidvikja avtalum, har taenasta verdur veitt i eitt
tidarskeid, verda innroknad i taenastutidarskeidnum. Hetta fevnir
millum annad um abyrgdarprovisiénir og inntgkur frd ognar-
rektaravtalum. Onnur émaksgjeld verda innroknad i rakstrar-
roknskapin & transaktiénsdegnum. Hetta fevnir millum annad
um kurtagu, goymslugjeld og émaksgjeld fyri gjaldsmidling.

Omaksgjeld og provisiénir eru partur av framhaldandi sam-
starvinum vid BRF Kredit. Vid at bjéda Ut BRF lan faer bankin
part av bidragnum fra teimum lanum, sum BRF veitir. Parturin
hja bankanum av bidragnum verdur innroknadur vid méttaku.
Onnur émaksgjeld verda innroknad i rakstrarroknskapin &
transaktionsdegnum.

Virdisjavnan

Virdisjavnan fevnir um alla stadfesta og ikki-stadfesta
virdisjavning av ognum, skyldum og figgjarligum ambodum,
sum verda virdisasett til dagsvirdid. Afturat hesum skal
leggjast Advirkanin av roknskaparligum tryggingum av
rentuvdda, sum eisini eru tikin vid her, umframt virdisjavnan
av gjaldoyra.

Adrar vanligar inntgkur

Adrar vanligar inntgkur fevna um roknskaparpostar av minni
tydandi slag i mun til hevudsvirksemid hjad bankanum, iroknad
vinning og tap vid selu av ilsagum, ognum hja bankanum og
@drum ognum.

Adrar vanligar inntgkur fevna eisini um leiguinntgkur fra
bygningum, aftand at kostnadur er drigin fra.

Avlop og hall vid sglu av bygningum verdur gjert upp aftana fra-
dratt av kostnadi og roknskaparliga virdinum, ta sglan for fram.

Utreidslur til starvsfélk og fyrisiting

Utreidslur til starvsfélk og fyrisiting fevnir um lanir, fri-
tidarlgn, eftirlgnarveitingar o.s.fr. Harumframt eru adrar
vanligar rakstrarutreidslur og keyp av vgrum og taenastum
froknadar.

Eftirlenargjaldsskyldur

Bankin hevur gjgrt eftirlenaravtalu vid starvsfélkini. Avtalan
hevur vid szer, at bankin hvgnn manad flytir eina avisa
upphasdd inn & eina persdnliga eftirlanarkontu hja vidkomandi
starvsfolki. Eftirlenargjaldid verdur Utreidslufert so hvert,
sum starvsfélkini hava vunnid raett til tad.

Adrar rakstraritreidslur
Adrar rakstrarutreidslur innihalda roknskaparpostar av sekund-
erum slagi i mun til hgvudsvirksemid hja bankanum.

Inntgkur fra assosieradum og tilknyttum felagum

Inntgkur fra assosieradum og tilknyttum felggum fevna
um hin lutfalsliga partin av Urslitinum hja teimum einstgku
felagunum eftir skatt.

Skattur
Skattur i arinum fevnir um vanligan skatt og um broyting i

Fees received and paid

Income related to services rendered over a given period of
time accrues over the service period. This includes guarantee
commission and portfolio management fees. Other fees are
recognised in the Income Statement once the transaction
has been completed. This includes securities transaction and
safe-custody fees as well as money transfer fees.

Commissions and fees are part of an on-going service with
BRF Kredit. By disseminating BRF loans, the bank regularly
receives commissions for the loans arranged by BRF. The
commissions are recognised in the income statement as they
are received. Other commissions are recognised in the profit
and loss account on the transaction date.

Value adjustments

All realised and unrealised value adjustments of assets,
liabilities and derivatives measured at fair value are recognised
under value adjustments. Furthermore, the impact from
fair value hedge accounting is also recognised under value
adjustments, as well as fair market value adjustments of
foreign currencies.

Other operating income

Other operating income includes items that are secondary
to the bank’s activities, including gains and losses on the sale
of acquired investment and corporate properties and other
assets.

Furthermore, other operating income includes rental income
from properties after deducting operating expenses.

Gains and losses on sales are calculated based on sales price
deducting cost and the carrying amount at the date of the sale.

Staff costs and administrative expenses

Staff costs and administrative expenses comprise salaries,
holiday pay, pension costs, etc. Costs of goods and services
provided are also included here.

Pension obligations

The bank has entered into defined contribution pension
plans with the employees. Under defined contribution
pension plans, the bank makes fixed contributions to an
independent pension fund, etc. The contributions are
recognised in the income statement as they are earned by
the employees.

Other operating expenses
Other operating expenses contain items of a secondary
nature relative to the bank’s main activities.

Income from associated and subsidiary undertakings
Income from associated and subsidiary undertakings com-
prises the proportionate share of the individual companies’
results after tax.

Taxes
Tax for the year, which comprises current tax for the year
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Utsettum skatti. Tann parturin, sum kann dvisast til Urslitid
i arinum, verdur tikin vid i rakstrarroknskapin, medan tann
parturin, sum kann dvisast til békingar beinleidis & eginognina,
verdur tikin vid i eginognina.

Figgjarst@da

Aogn hja lanistovnum og tjédbankum

Aogn i lanistovhum og tjédbankum fevnir um dogn hja
pdrum lanistovnum og tidarinnskot i tjédbankum. Aogn hja
[anistovnum og tjédbankum verdur virdisdsett til amortiserad
Utveganarvirdi, sum lyst undir Utlan og onnur dogn.

Utlén og onnur dogn

Utldn og onnur dogn verda i fyrstu atlegu innroknad til
dagsvirdi, iroknad handilskostnad, men fradrigid émaksgjeld
og stovningarprovisiénir i sambandi vid upptgkuna av
laninum. Utlan og onnur dogn verda hareftir virdisasett til
amortiserad Utveganarvirdi vid at nyta effektiva rentuhattin
og fradrigid nidurskrivingar.

Nidurskrivingar

Utlan og dogn verda javnan kannad fyri nidurskrivingarterv
Ut fra fastlegdum objektivum dbendingum um virdisminking.
Hetta verdur gjert vid stakvis at meta um gll tydningarmikil
og krediteydmerkt Utlan og adrar dognir og vid at flokka
Utldn og adrar dognir i bélkar vid felags eydkenni vid atliti til
kredittvdda, og hareftir meta um hesi & slikum grundarlagi.

Staknidurskrivingar
Nidurskrivingar verda gjgrdar fyri hverja tilsegn saer, ta tad er
ein objektiv dbending um virdisminking a eini slikari tilsagn.

Ein objektiv dbending um virdisminking verdur roknad at vera
til stadar, um ein ella fleiri av hesum hendingum fyriliggja:

e | antakarin er i figgjarligum trupulleikum

e Lantakarin heldur ikki treytirnar i avtaluni

e Treytirnar i lansavtaluni vera gjgrdar linari vegna
lantakarans figgjarligu trupulleikar

e ellatad er sannlikt, at [dntakarin fer undir trotabusvidgerd
ella verdur umfatadur av adrari figgjarligari endurreisn

Upphaaddin, sum verdur nidurskrivad, verdur uppgjerd sum
munurin millum roknskaparliga virdid adrenn nidurskriving
0g nutidarvirdid av vaentada framtidar pengastreyminum fra
[3ninum, iroknad uppgerdarvirdid av meguligum trygdum.
Einhvgr megulig haekkan av nudtidarvirdinum av vaentadu
framti®ar peningastreymunum merkir annadhvegrt partvisa
ella fulla afturfering av nidurskrivingum. Fyri Utlan vid fastari
rentu verdur upprunaliga effektiva rentan nytt til at rokna
nUtidarvirdid, og verandi effektiva rentan verdur nytt til Gtlan
vid broytiligari rentu og adra dogn.

and changes in deferred taxes, is recognised in the income
statement with the portion attributable to the profit for the
year, and directly in equity with the portion attributable to
amounts recognised directly in equity.

Balance

Claims on credit institutions and central banks

Claims on credit institutions and central banks comprise
receivables from other credit institutions and time deposits
with central banks. The valuation of claims on credit
institutions and central banks are measured at amortised
cost as described under Loans and other receivables.

Loans, advances and other receivables

Initially, loans and advances are recognised at fair value plus
directly attributable transaction costs, less fees and commis-
sions received, which are directly associated with the granting
of loans. Subsequently, loans and advances are measured at
amortised cost in accordance with the effective interest meth-
od less impairment provisions for bad and doubtful debts.

Impairments

Loans, advances and other receivables are monitored contin-
uously to assess whether there is any objective indication of
impairment and whether an impairment test shows any loss-
es. This is done by individually assessing all significant and
credit-quality flagged loans, advances and receivables and by
classifying loans, advances and receivables loans into cate-
gories with uniform characteristics with respect to credit risk
and then assessing them on a portfolio basis.

Individual impairments

Impairment is based on an individual assessment of facilities
when there is an objective indication of impairment of an
individual facility.

An objective indication of impairment is assessed to be
present, if one or more of the following events have occurred:

® the borrower is in financial difficulties

e the borrower does not comply with the terms of contract

® the bank grants the borrower special terms that would
not have been granted in the absence of the borrower’s
financial difficulties

e oritis likely that the borrower goes bankrupt or will be
subject to other economic restoration

Impairment is calculated as the difference between the
carrying amount and the discounted value of the expected
cash-flows, including the realization value of any collateral.
Any subsequent increase of this discounted value of the
expected cash-flows results in full or partial reversal of
impairments. For fixed interest rate loans and advances,
the original effective interest rate is used to calculate the
discounted value, while the current effective interest rate is
used for floating rate loans and advances.
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Bélkanidurskrivingar

Tey Utldn og &gddar, sum ikki eru nidurskrivad hver seer,
verda flokkad i ymiskar bdlkar, og mett verdur um nidurskriv-
ingartgrvin i hvgrjum bolki saer.

Torvurin & bdlkanidurskrivingum tekur st@di i eini boélking
av Utldnum, sum hava felags kredittvada eydkenni. Boélka-
nidurskrivingar eru m.a. aetladar at fevna um versnandi
gjaldorku i teimum avisu bdélkunum og broytingar & @drum
gkjum, sum grundad & royndir eru tongdar at bdélkum av
Utldnum og dognum vid vantandi gjaldorku. Bankin hevur fyra
ymiskar bélkar: ein bdlk fyri privatkundar, tvinnanda bélkar
fyri vinnukundar og ein fyri almennar kundar.

Metingin av bdélkunum verdur gjerd eftir einum segment-
eringsmyndli,sumermenturav LOPI (Lokale pengeinstitutter).
Myndilin fastleggur samanhangin i ymsu bélkunum millum
stadfest tap og nakrar tydandi serkendar fragreidandi
landsbuskaparligar variablar vid eini linjuraettari regressions-
greining. Sum variablar verdur m.a. brukt arbeidsloysi,
husaprisir, renta, tal av trotabigvum / tvingsilssglum v.m.

Segmenteringsmyndilin er i Utgangsstgdinum Utroknadur
grundad & tapsupplysingar fyri allan peningastovnsgeiran.

Bankin skal ti meta, um tillagast skal til egin vidurskifti,
soleidis at tad eru hesi tilpassadu estimatini, sum verda
brukt i Utrokningini av nidurskriving uppa bdlkar. Fyri hvgnn
bdlk av Utldnum og agdédum faest eitt estimat, sum sigur,
hvussu stdr virdisminkingin er i prosentum av einum bdlki
3 figgjarstedudagfestingini. Vid at samanbera upprunaliga
tapsvadan fyri einstaka Utlanid vid tapsvadan vid endan 3
aktuella roknskaparskeidnum, kemur fram upphaeddin fra
einstaka Utlaninum til nidurskrivingarnar fyri bolkar.

Lansbrgv og partabrav

Borsskrasett virdisbrgv verda virdisasett til dagsvirdi grundad
3 almenna kursin vid arsenda. lkki bgrsskrasett virdisbraov
verda somuleidis bokad til dagsvirdi vid stedi i frymlum um
avtaladar handilsprisir sambazert vidtgkum og @drum.

Kursjavningar av bgrsskrasettum og ikki bgrsskrasettum
virdisbrgvumverdabdkadarirakstrinumsum”Virdisjavningar”.

Kapitalpartar i tilknyttum fyritekum

Tilknyttar fyritekur eru fyritgkur, har bankin hevur avgerandi
dvirkan. Kapitalparturin verdur virdisasettur til innara
virdi. Lutfalsligi parturin av Urslitinum aftand skatt verdur
innroknadur i raksturin undir postinum “Urslit av kapital-
pertum { assosieradum og tilknyttum fyritgkum”.

Kapitalpartar i assosieradum fyritekum
Assosieradar fyritgkur eru fyritgkur, sum ikki eru tilknyttar,

Collective impairment

Loans and other advances that are not impaired on an
individual basis are classified into categories to assess need
for impairment by group.

A portfolio assessment is made on the basis of groups of
loans with uniform credit risk characteristic. Among other
things, the portfolio impairment is intended to cover deterio-
ration in the payment behaviour for the relevant portfolio and
changes in other conditions that, based on experience, are re-
lated to the extent of non-payment in the relevant groups of
loans, advances and receivables. The bank operates with four
different groups: one group for retail customers, two indus-
try groups for business customers and one group for public
authorities.

The collective evaluation is made by a segmentation model
developed by the Association of “Lokale Pengeinstitutter”.
The model establishes the relation in the individual groups
between realized losses and some significant explanatory
macroeconomic variables through a linear regression analysis.
Variables included are among other things unemployment,
house prices, interest rates, numbers of bankruptcies /
foreclosures etc.

The segmentation model is basically calculated based on the
information on losses in all the Faroese financial institutions.

The bank must therefore assess whether adjustments should
be made to its own circumstances, so that it is these adapted
estimates that form the basis for the calculation of collective
impairment. For each group of loans and receivables,
an estimate is calculated, which gives the percentage
impairment related to a given group of loans on the balance
date. The addition each individual loan brings to the collective
impairments can be seen by comparing the individual loan
initial risk of loss with the loan loss risk at the end of the
current accounting period.

Bonds and shares

Listed securities are measured at fair value at the settlement
rate.Fairvalue is measured at closing price at the balance date.
Unlisted securities are also recorded at fair value determined
on the basis of models on agreed trading prices according to
articles of associations etc.

All current value adjustments on listed and unlisted securities are
recognised in the income statement as “Fair value adjustments”.

Investments in subsidiaries

Subsidiaries are entities in which the bank has control.
Investments in subsidiaries are measured at the equity value
of the entities in the financial statements of the bank. The
proportionate share of the profit or loss after tax of the
entities is recognised under “Profit/(Loss) on investments in
associates and subsidiaries”.

Investments in associates
Associates are entities, other than subsidiaries, in which
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men har bankin eigur partar i og hevur tydandi, men ikki
avgerandi dvirkan. Kapitalpartarnir verda vid Utvegan
innroknadir til Utveganarvirdid og hereftir til innara virdid
iroknad keypt goodwill og adrar upphaaddir, id standast av
keypinum. Lutfalsligi parturin av Urslitinum aftand skatt
verdur innroknadur i raksturin undir postinum “Urslit av
kapitalpgrtum i assosieradum og tilknyttum fyritgkum”.

i tann mun bankin hevur millumverandi vid tilknyttar ella
assosieradar fyritgkur vid meguligum nidurskrivingartgrvi,
verdur ein mggulig nidurskriving fyrst tikin umvegis kapital-
partin. Hetta verdur gjort vid tilvising til, at kapitalparturin ma
metast at standa fyri tapi 4drenn millumverandi.

Eitthvert avlop ella hall i sambandi vid sglu, verdur roknad sum
munurin millum netto seluupphaedd og roknskaparliga virdid
3 yvirtgkudegnum, og tad verdur tikid vid undir postinum
“Adrar rakstrarinntgkur / rakstrarutreidslur”.

Oitgkilig ogn

Ritbunadur verdur bodkadur til Utveganarvirdi saman vid
innleggingarkostnadi og avskrivad yvir mettu brukstiding,
sum i mesta lagi er 7 ar. Ritbdunadur, sum bankin sjalvur hevur
ment, verdur tikin vid, um so er, at Utveganarvirdid kann
gerast upp alitandi, og um so er, at metingar visa, at framtidar
inntgkur hja bankanum av at taka i nytslu slikan ritbdnad eru
lika stér sum menningarkostnadurin.

Menningarkostnadur, sum verdur roknadur fyri at verda
ein oitekilig ogn, verdur avskrivadur linjureett yvir mettu
brikstidina, sum i mesta lagi er 5 ar. Utreidslur i fyrireikingar-
tidini verda ikki ognarfgrdar, men verda rakstrarfgrdar
so hvert. Roknskaparliga virdid av oitgkiligari ogn verdur
endurmett javnan og nidurskrivad gjegnum raksturin, um
so er, at roknskaparliga virdid er stgrri enn taer mettu netto-
inntgkurnar, sum ognin kastar av saer.

Grundgki og bygningar

Grundgki og bygningar verda bytt & “Fyrisitingar-og deildar-
bygningar” og “ilagubygningar”. Bygningar, sum bankin hevur
til egna nytslu, vera nevndir deildarbygningar, medan adrir
bygningar verda nevndir ilagubygningar.

flogubygningar verda virdisasettir til dagsvirdid grundad & ein
ognaravkastmyndil.

Virdisjavnan av dagsvirdi og leiguinntgkur vera avikavist tikin
vid undir postunum “Virdisjavnan” og “Adrar vanligar inntakur"”.
Deildarbygningar skulu virdisdsetast til endurmett virdi, sum
er dagsvirdid tann dagin, metingin verdur gjgrd. Metingin
er grundad 3 ein avkastsmyndil (sum lyst i fylgiskjali 9
Roknskaparkunngerdini)vidfradrattiavgjerdumavskrivingum
og mgguligum tapum frd virdisminking. Avskrivingar verda
gjerdar linjuraett yvir 50 dr vid stedi i einum mettum restvirdi.
Grundgki verda ikki avskrivad.

Av- og nidurskrivingar vera roknadar undir “Av-og nidur-
skrivingar av o6itgkiligum og itgkiligum ognum” i rakstrinum,

the bank has investments and significant influence but not
control. Investments in associates are recognised at cost at
the date of acquisition and subsequent measurement is at
the proportionate share of the equity value of the entities
plus acquired goodwill and other balances in connection with
the acquisition. The proportionate share of the profit or loss
after tax of the entities is recognised under “Profit/(Loss) on
investments in associates and subsidiaries”.

If the bank has balances with associates and subsidiaries, with
reported need for impairment, this is primarily taken from the
shareholding. This with reference to the shareholding being
considered lost before outstanding balances.

Any profit or loss upon sale is calculated as the difference
between the net selling price and the carrying amount at
the transfer date and is recognized under “Other operating
income/expenses”.

Intangible assets

Software acquired is measured at cost plus installation
expenses and depreciation according to the straight-line
method over the expected useful life of a maximum of 7
years. Self-developed software is recognized if the cost can
be reliably calculated and if analyses show that the bank’s
future earnings from implementing such software are equal
to the associated development costs.

Development costs recognized as an intangible asset are
amortized on a straight-line basis over the expected useful
life of a maximum of five years. Expenses during the planning
stage are not included but expensed as and when defrayed.
The carrying amount of intangible assets is periodically re-
measured and written down against the income statement if
the carrying amount exceeds the expected future net income
from the business or the asset.

Land and buildings

Land and buildings are divided in Domicile buildings and
Investment properties. Properties that house the bank’s
branches are classified as domicile properties, while other
properties are categorised as investment properties.

Investment properties are measured at fair value determined
based on an asset return method.

Fairvalue adjustments and rentalincome are recognised under"Fair
Value Adjustments” and “other operating income” respectively.
Domicile properties are measured at revaluated amount,
being its fair value determined based on an asset return
method (as described in appendix 9 in the executive order of
bank’s financial reporting) less accumulated depreciation and
any impairment losses. Depreciation is made on a straight-
line basis over 50 years and based on an estimated residual
value. Land is not depreciated.

Depreciation and impairment are recognized in the in-
come statement under “Depreciation, amortization and
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uttan so at bygningurin ddur hevur verid uppskrivadur.
Uppskrivingar verda innroknadar beinleidis undir “uppskriv-
ingargrunn” i eginognini, uttan so at bygningurin ddur hevur
verid nidurskrivadur yvir raksturin.

Bygningar, sum eru yvirtiknir i sambandi vid stedgad kunda-
sambond, verda annadhvert bdélkadir sum “ ognir i fyribils
vardveitslu” ella sum “ilgguognir”.

Onnur itekilig ogn

Onnur itgkilig ogn, sum fevnir um rakstrartdl, innbdgv og
innraettingar, verdur bokad til Utveganarvirdi fradrigid saman-
lagdar avskrivingar og nidurskrivingar fyri megulig tap fra
virdisminking.

Avskrivingar vera gjerdar linjuraett vid grundarlagi i vaentadu
brukstidini hja ognunum, sum er 2-8 3r. Avskrivingargrundar-
lagid er grundad & Utveganarvirdi fradrigid roknad restvirdi.
Avskrivingar og tap frd virdisminking verda innroknad f
raksturin.

Ognir i fyribils vardveitslu

Ognir i fyribils vardveitslu eru itgkiligar ognir og figgjarligar
ognir. T.e. kapitalpartar i felagum, sum bankin hevur sum mal
at selja innan 12 manadir. Talan er um ognir og felgg, sum
eru yvirtikin orsakad av misrgktum laniavtalum, umframt
fyrrverandi avgreidslubygningar hja bankanum, sum eru til
sglu.

Ognir i fyribils vardveitslu verda i fyrstu atlegu innroknadar
til dagsvirdi, td hesar eru yvirtiknar. Eftirfylgjandi eru hesar
virdisasettar til laagru upphaeddina av roknskaparligum virdi
og dagsvirdi vid fradratti av meguligum sglukostnadi.

Ognir i tilknyttum felegum (fyribils yvirtiknar) verda virdis-
asettar til lsegra virdid av Utveganarvirdi/bdkada virdinum og
dagsvirdinum vid fradratti av mgguligum sglukostnadi.

Inntgkur ella tap, sum stava fra nidurskrivingum uppa ognir {
fyribils vardveitslu, verda tiknar vid i rakstrinum.

Tidarskeidsavmarkingar

Tidarskeidsavmarkingar, id eru tiknar vid sum ogn, fevna um
frammanundan goldnan kostnad til m.a. Ignir, dmaksgjald,
husaleigu og rentur.

Tidarskeidsavmarkingar, sum eru tiknar vid sum skuld, fevna
um inntgkur, sum eru mottiknar fyri drsenda, men sum
hoyra til komandi tidarskeid. Heri eru eitt nU rentur og
omaksgjald.

Tidarskeidsavmarkingar eru matadar til Utveganarvirdio.

Skuld til Ianistovnar og tjodbankar
Skuldtillanistovnar og tjédbankar erinnroknad a transaktiéns-
degnum og verdur eftirfylgjandi matad til amortiserad
Utveganarvirdi.

impairment of intangible assets and property, plant and
equipment” unless the revalued amount of the building
previously has been increased. Increases in the revaluated
amount are recognized directly in equity under the item
“revaluation reserve” unless the building previously has been
written down in income statement.

Properties acquired as a result of the liquidation of customer
exposures are either recognized as assets in temporary
possession or investment property.

Other tangible assets

Other tangible assets, including equipment, and furnishings
are measured at cost upon acquisition less accumulated
depreciation and any impairment losses.

Depreciation is calculated according to the straight-line basis
over the expected useful lives, which is 2—-8 years. The basis
for depreciation is calculated as cost less residual value.
Depreciation and impairment losses are recognized in the
income statement.

Assets in temporary possession

Assets in temporary possession comprise assets taken over
as a result of the liquidation of customer exposures, the
intention being to sell the assets within 12 months. The
bank’s former domicile properties now for sale are also stated
here.

Assets in temporary possession are recognized at fair value
upon taking them over and subsequently measured at the
lower amount of carrying amount and fair value less any
selling costs.

Assets of group undertakings (in temporary possession) are
measured at the lower of cost/carrying amount and fair value
less any selling costs.

Income or loss on impairment upon temporary assets is
recognized in the income statement.

Prepayments
Prepayments recorded as assets include prepaid expenses
relating to, inter alia, wages, commissions, rents and interest.

Prepayments recorded as liabilities include income that
is received before the balance date but relate to future
accounting periods, including income from interest and
commission.

Prepayments are measured at cost.

Debt to credit institutions and central banks

Debt to credit institutions and central banks is recognised
on the transaction date and subsequently measured at
amortized cost.
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Innldn og onnur skuld
Innlan og onnur skuld verdurinnroknad & transaktionsdegnum
og verdur eftirfylgjandi matad til amortiserad Utveganarvirdi.

Utsettar skattaognir og -skyldur

Utsettur skattur verdur uppgjerdur vid Gtgangsstedi i allum
tidarmunum millum roknskaparligu og skattligu virdini a
ognum og skyldum.

Utsettur skattur verdur dsettur & degnum fyri figgjarstaduni,
grundad & teer skattareglur og teir skattasatsir, sum eru
galdandi, ta Utsetti skatturin gerst aktuellur.

Utsett skattaogn, herundir skattavirdi av halli, sum kann
flytast fram, er mald til tad virdid, sum dognin vaentandi kann
avhendast til, annahvegrt vid javning i skatti av framtidar
inntgkum ella vid métrokning i Utsettum skatti.

Utsett skattaogn og —skylda verdur métroknad innan fyri
somu lggfrgdiligu eind.

Verandi skattaogn og - skyldur

Verandi skattaogn og skyldur vera innroknad i figgjarsteduna
vid eini upphaadd, sum kann grundast & mettu skattskyldugu
inntgkuna hja bankanum, javnad fyri skatt fra skattskyldugu
inntgkuni undanfarnu arini. Skattaogn og skyldur vera vist
sum nettotgl i tann mun ein métrokning er loyvd, og i tann
mun postarnir skulu avroknast netto ella samstundis.

Onnur ogn
Onnur ogn fevnir um rentur og émaksgjeld tilgdédar og positiv
marknadarvirdi 4 avleiddum figgjarabodum.

Onnur skuld
Onnur skuld fevnir um skyldugar rentur og negativt markn-
adarvirdi a avleiddum figgjarambodum.

Avsett méti skyldum

Avsett maéti skyldum fevnir millum annad um avsetingar mati
tapi av abyrgdum, tapsgevandi avtalum og raettarmalum vm.
Finansiellar dbyrgdir verda innroknadar fyrstu ferd til dags-
virdid, sum oftast svarar til méttiknu dbyrgdarprovisionina.
Eftir hetta verda abyrgdirnar virdisasettar til tad storra
virdid av mottiknu dbyrgdarprovisiénini amortiserad yvir
abyrgdartidarskeidid og eina meguliga avseting mati tapi.

Avseting verdur gjord av einari dbyrgd ella tapsgevandi avtaly,
um tad er sannlikt, at dbyrgdin ella avtalan verdur effektuerad,
og um stgddin a skylduni kann gerast alitandi upp. Avsetingar
moti skyldum byggja & eina meting hja leidsluni av stgddini
4 skylduni. Upphaaddin verdur afturdiskonterad, um hetta
hevur tydning.

Vinningsbytid
Uppskot frd nevndini um vinningsbyti verdur vist sum ein

Deposits and other debt
Deposits and other debt is recognised at the transaction date
and subsequently measured at amortized cost.

Deferred tax assets and liabilities

Deferred tax is measured on the basis of all timing differences
between the carrying amounts and tax values of assets and
liabilities.

Deferred tax is measured based on the tax rules and tax rates
applicable at the time when the deferred tax is expected to
capitalize as current tax based on the legislation in force at
the reporting date.

Deferred tax assets, including the tax value of tax loss carried
forward is measured at the value at which the asset is
expected to be realized, either by elimination in tax on future
earnings or against deferred tax liabilities.

Deferred tax assets and liabilities are offset within the same
legal tax entity.

Current tax assets and liabilities

Current tax assets and liabilities are recognized in the balance
with the amount that can be calculated on the basis of the
expected taxable income adjusted for tax on prior years’
taxable income. Tax receivables and liabilities are offset to
the extent that there is legal access to set off, and to the
extent that the items are expected to be settled net or
simultaneously.

Other assets
Other assets include interest and commission’s receivable as
well as the positive market value of derivative instruments.

Other liabilities

Other liabilities include interest payable, the negative fair
market value of financial instruments and employee benefits
payable.

Provisions

Provisions include provisions for guarantees, provisions for
onerous contracts and legal actions etc. Initial recognition of
financial guarantees is at fair value, which is often equal to
the guarantee premium received. Subsequent measurement
of guarantees is at the higher of the guarantee premium
received amortised over the guarantee period and any
provision made.

A provision for a guarantee or an onerous contract is
recognised if claims for payment under the guarantee or
contract are probable and the size of the liability can be
measured reliably. Provisions are based on management'’s
best estimates of the size of the liabilities. Measurement of
provisions includes discounting when significant.

Dividends
Proposed dividend for the year is recognised as a separate
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serstakur postur undir eginognini. Ta uppskotid er samtykt & item in equity until adoption. Proposed dividend is recognised

adalfundinum, verdur vinningsbytid innroknad sum skuld. as a liability at the date of adoption by the Annual General
Meeting.

Partapeningur Share Capital

Partapeningur bankans er 100 mié. kr. Partapeningurin er ikki The bank’s share capital is 100 million DKK. The share capital

flokkadur. not divided into classes.
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Nota DKK 1.000 2017 2016
2 Rentuinntgkur / Interest Income
Aogn i lanistovnum og tjédbankum / Claims on credit institutions and central banks 79 13
Utlan og onnur dogn / Loans and other claims 210.688 216.647
Lansbrgv / Bonds 21.298 29.404
Avleidd figgjarambod / Derivative financial instruments -12.452 -14.480
Herav: / Of which recognised as:
Gjaldoyrasattmalar / Currency contracts -286 0
Rentusattmalar / Interest contracts -12.167 -14.480
Adrar rentuinntekur / Other interest income 308 -294
Rentuinntgkur tilsamans / Total interest income 219.920 231.290
3 Rentudtreidslur / Interest expenses
Lanistovnar og tjédbankar / Credit institutions and central banks 32 26
Innlan og onnur skuld / Deposits and other debt 3.632 15.488
Adrar rentuUtreidslur / Other interest expenses 1.071 555
Rentultreidslur tilsamans / Total interest expenses 4.735 16.069
4 Omaksgjold og provisiénsinntskur / Fee and commission income
Virdisbraevahandil og goymslur / Security and custody accounts 2.832 2.154
Gjaldmidling / Credit transfers 12.436 12.450
Avgreidslugjeld / Loan fees 11.230 9.977
Garantiprovision / Guarantee commissions 4.497 3.751
Onnur émaksgjeld og provisionir / Other fees and commisions 25.294 25.849
Omaksgjeld og provisiénsinntgkur tilsamans / Total fee and commission income 56.288 54.182
5 Virdisjavnan / Fair value adjustments
Lansbrgv / Bonds 6.954 20.254
Partabrgv / Shares 5.665 1.791
Gjaldoyra / Currencies -10.845 6.537
Avleidd figgjarambod / Derivative financial instruments 18.991 1.642

Virdisjavnan tilsamans / Total market value adjustments 20.766 30.225
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Nota DKK 1.000 2017 2016

6 Utreidslur til starvsfélk og umsiting / Staff costs and administrative expenses
Jean Djurhuus, forstjori fra des. 2017 / CEO from Dec 2017 "4
Len / Salary 175 0
Pensjén / Pension ¥ 32 0
Olav Guttesen, stjori fra okt. 2017 / MD from Oct 2017 " ¥
Lon / Salary 301 0
Pensjon / Pension *) 55 0
Bjorn Mortensen, forstjéri fra juli til sep. 2017 / CEO from Juli until Sep 2017 ¥
Lgn / Salary 1.730 0
Pensjon / Pension *) 0 0
Suni Schwartz Jacobsen, forstjéri til juli 2017 / CEO until Juli 2017 " 4 %
Lon / Salary 1.392 2.525
Pensjén / Pension *) 210 457
Frafaringarlgn / Termination benefits 6.104 0
Tilsamans / Total 9.999 2.982
Nevnd / Board of Directors ? 4
Torben Nielsen, Nevndarformadur / Chairman 630 630
Birgir Nielsen naestformadur fra mai 2017 / Deputy Chairman from May 2017 350 125
Arni D. Brattaberg, Naestformadur til mai 2017 / Deputy Chairman until May 2017 280 238
Gunnar i Lida, Naestformadur til mai 2016 / Deputy Chairman until May 2016 0 88
Marion a Lakjuni 210 210
Jakup Egholm Hansen, til mai 2016 / until May 2016 0 175
Jorn Astrup Hansen til januar 2016 / until January 2016 0 7
Janet Frida Johannesen fra april 2017 / from April 2017 146 0
Bjorn Mortensen frd april til juli 2017 / from April to July 2017 47 0
Kristian @stergaard 210 210
Magnus Emil Poulsen 210 210
Margareth Dalheim Djurhuus 210 210
Nevnd / Board of Directors 2.293 2.103
Stjérn og nevnd tilsamans / Executive Board and Board of Directors total 12.292 5.086

1) Forstjérin kann av Betri Banka uppsigast vid 24 manadar freist og kann sjalvur siga upp vid 6
manadar freist. / The chief executive officer has a notice of termination of 24 months from Betri
Bank, and can resign with 6 months notice.

2) Nevndarlimir hava ikki raett til samsyning, eftir at teir eru farnir fra. / Members of the Board of
Directors are not entitled to any benefits upon termination of employment.

3) Stjorn og starvsfolk eru fevnd av eini eftirlgnarskipan / The Chief Executive Officer as well as
the staff are included in a defined contribution plan

4) Hverki nevnd, stjorn ella starvsfdélk eru fevnd av nakrari bonusskipan, sum er sett i verk av
bankanum / Neither members of the board, the management nor employees are covered by any
incentive program initiated by the bank.

5) Friur bilur, virdi &8 TDKK 87 skal leggjast afturat. / To which must be added employer-paid car
with a tax value of TDKK 87

6) Leidslubdlkurin fevnir um: / Other executives includes: Jean Djurhuus, Ole Guldborg Nielsen,
Olav S. Guttesen, @ssur S. Nolsge, Séleyd Hofgaard og Nicholas Holm. @ssur S. Nolsge hevur
verid i leidslubdlkinum alt arid, medan hini, bert hava verid ein part av arinum / @ssur S. Nolsge
has been part of other executives all year. The rest only part of the year
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Nota DKK 1.000 2017 2016
6 Utreidslur til starvsfélk og umsiting (framh.) /

Staff costs and administrative expenses (cont.)

Starvsfélkautreidslur / Staff costs

Lanir / Salaries 62.206 74.260

Eftirlonir / Pensions 3) 10.243 12.338

Utreidslur til sosiala trygd / Social security costs 13.179 14.658

Tilsamans / Total 85.628 101.256

Adrar umsitingarUtreidlsur / Other administrative expenses 96.558 62.208

Utreidslur til starvsfolk og umsiting tilsamans / Staff costs and administrative expenses total 194.478 168.550

Midaltalid a arsverkum / Average number of employees, full time equivalent 135 175

Fallid i arsverkunum kemst av, at bankin i drinum hevur Utveitt meginpartin av umsitingini til

Betri P/F / The decrease in average number of employees is due to the fact that most of the

bank's administration has been transferred to Betri P/F.

Lan til leidslubdlkin / Remuneration of other executives 6)

Lanir / Salaries 3.458 5.286

Eftirlenir / Pensions 456 714

Tilsamans / Total 3.914 6.000
7 Samsyning til grannskodarar valdir av adalfundinum /

Fee to the public accountants elected by the General Meeting

Samsyning fyri grannskodan / Audit Fee

PricewaterhouseCoopers 323 0

Januar P/F 303 0

Spekt P/F 0 661

Tilsamans / Total 625 661

Adrar vattanir vid trygdum / Other assurance engagements

PricewaterhouseCoopers 10 0

Januar P/F 10 0

Spekt P/F 0 20

Tilsamans / Total 20 20

Adrar taenastir / Other Services

PricewaterhouseCoopers 226 0

Januar P/F 126 0

Spekt P/F 13 186

Tilsamans / Total 364 186

Samsyning grannskodarar tilsamans / Total fee to public accountants 1.009 867
8 Av- og nidurskrivingar av éitekiligum og itakiligum ognum /

Depreciations and impairments of intangible and tangible assets

Oitekiligar ognir / Intangible assets

Avskrivingar / Depreciation 0 26

Oitekiligar ognir tilsamans / Total intangible assets 0 26

itokiligar ognir / Tangible assets

Fyrisitingar- og deildarbygningar, avskrivingar / Domicile properties, depreciation 1.638 1.643

Onnur itgkilig ogn, avskrivingar / Other tangible assets, depreciation 1.333 1.389

itgkiligar ognir tilsamans / Total tangible assets 2.971 3.032

Av- og nidurskrivingar av éitgkiligum og itakiligum ognum tils. /

Total depreciation and impairments of intangible and tangible assets 2.971 3.058
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Nota DKK 1.000 2017 2016
9 Adrar rakstrarutreidslur / Other operating expences
Afviklingsformuen / Danish Resolution Fund 1.000 1.000
Adrar rakstrarutreidslur / Other operating expences 1 0
Adrar rakstrardtreidslur tilsamans / Total other operating expences 1.001 1.000
10 Nidurskrivingar av Utlanum og adrari ogn / Impairment of loans advances, receivables etc.
Tol, id eru vid i figgjarstaduni / Balance Items
Staknidurskrivingar / Individual impairments
Staknidurskrivingar primo / Impairments year begin 333.053 317.139
Nidurskrivingar og virdisbroytingar i drinum / Impairments and value adjustments during the year 26.427 95.340
Afturferdar nidurskrivingar / Reversed individual impairments -67.303 -61.715
Stadfest tap, adur nidurskrivad / Previous impairments now confirmed loss -51.178 -17.711
Staknidurskrivingar vid arsenda / Total individual impairments end period 240.998 333.053
Bolkanidurskrivingar / Collective impairments
Nidurskrivingar primo / Impairments year begin 42.106 41.672
Nidurskrivingar og virdisbroytingar i drinum / Impairments and value adjustment during the year 8.624 11.355
Afturferdar nidurskrivingar / Reversed individual impairments -8.095 -10.921
Bolkanidurskrivingar vid arsenda / Total collective impairments 42.635 42.106
Avsett til tap av byrgdum / Provisions for losses on collaterals
Avsett til tap av dbyrgdum primo / Provisions for losses on guarantees year begin 12.345 6.518
Avsett og virdisbroytingar i arinum / Impairments and value adjustment during the year 7.611 12.170
Afturferd avseting / Reversed provisions for losses -299 -6.343
Avsett uppa abyrgdir vid arsenda / Provisions for losses on guarantees end period 19.656 12.345
Tol, id eru vid i rakstrarroknskapinum / Impairments included in the income statement
Nidurskrivingar / Impairments
Nidurskrivingar og virdisbroytingar i drinum / Impairments and value adjustments during the year 35.051 106.695
Afturferdar nidurskrivingar / Reversed individual impairments -75.398 -72.636
Virdisbroyting av yvirtiknum ognum / Value adjustment for acquired assets -3.542 112
Renta av nidurskrivingum / Revenue from interests on impairments on loans -9.474 -19.390
Staodfest tap, har ikki er nidurskrivad frammanundan / Write offs without prior impairment 103 814
Inngoldid & ddur stadfest tap / Paid into previous depreciated claims -3.587 -7.423
Nidurskrivingar i rakstarroknskapinum / Impairments included in the income statement -56.847 8.174
Avsett maéti tapi / Provisions for losses
Avsett og virdisbroytingar i drinum / Impairments and value adjustment during the year 7.611 12.170
Afturferd avseting / Reversed provisions for losses -299 -6.343
Avsett i rakstrarroknskapinum / Provisons for losses included in the income statement 7.312 5.827
Nidurskrivingar tilsamans i rakstrarroknskapinum /
Total impairments in the income statement -49.535 14.001
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Nota DKK 1.000 2017 2016
11 Urslit av kapitalpgrtum i assosieradum og tilknyttum fyritskum / Income from associated and

subsidiary undertakings

Urslit av kapitalpgrtum i assosieradum fyritakum / Income from associated undertakings 19.275 71.238

Urslit av kapitalpgrtum i tilknyttum fyritakum / Income from subsidiary undertakings 1.898 1.481

Urslit av kapitalpgrtum i assosieradum og tilknyttum fyritekum tilsamans /

Total income from associated and subsidiary undertakings 21.173 72.719
12 Skattur / Tax

Utsettur skattur / Deferred tax -1.267 -29

Roknadur skattur / Calculated tax -25.329 -20.394

Javnan av skatti undanfarin dr / Adjustment in tax previous years 283 0

Skattur tilsamans / Total tax -26.313 -20.423

Skattur kann sundurgreinast soleidis: / Tax for the year can be broken down as follows:

Roknadur skattur av arsursliti / Calculated tax of profit for the year -30.056 -33.815

Inntgkur og Utreidslur, id skattur ikki roknast av /

Non-taxable income and non-deductable expenses 916 332

Urslit av kapitalpgrtum i assosieradum og tilknyttum fyritgkum /

Income from associated and subsidiary undertakings 3.811 13.089

Javnan av skatti undanfarin dr / Adjustment in tax previous years 283 0

Javnan av Utsettum skatti / Adjustment in deferred tax -1.267 -29

Tilsamans / Total -26.313 -20.423

Effektivt skattaprosent / Effective tax rate 15,8% 10,9%
13 Aogn i lanistovnum og tjédbankum / Claims on credit institutions and central banks

Aogn i lanistovnum / Claims on credit institutions 277.714 264.892

Aogn i lanistovnum og tjédbankum tilsamans /

Total claims on credit institutions and central banks 277.714 264.892

Aogn i ldnistovnum og tjédbankum / Claims on credit institutions and central banks

Uttan uppsggn / Demand deposits 213.465 187.034

Til og vid 3 manaadir / Up to 3 months 26 3

Fra 3 manadum til og vid 1 ar / Over 3 months and up to 1 year 826 779

Frd 1 aritilog vid 5 ar / Over 1 year and up to 5 years 22.031 24914

Yvir 5 ar / Over 5 years 41.367 52.163

Aogn i lanistovnum og tjédbankum tilsamans /

Total claims on credit institutions and central banks 277.714 264.892

Sum trygd fyri rentuswappum standa kontant innistandandi &: /

As collateral for interest rate swaps there are deposited a total of: 64.224 77.855
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Nota DKK 1.000 2017 2016

14 Utlan og onnur dogn / Loans and other claims
Utlan og onnur dogn til amortiseradan kostpris / Loans and other claims at amortised cost 5.587.311 5.286.103
Utlan og onnur dogn tilsamans / Total loans and other claims 5.587.311 5.286.103
Utlan og onnur dogn / Loan and other claims
Til og vid 3 manadir / Up to 3 months 188.498 178.336
Frd 3 mdnadum til og vid 1 ar / Over 3 months and up to 1 year 668.585 632.542
Fra 1 aritil og vid 5 ar / Over 1 year and up to 5 years 1.936.384 1.831.995
Yvir 5 ar / Over 5 years 2.793.844 2.643.230
Utlan og onnur dogn tilsamans / Total loans and other claims 5.587.311 5.286.103
Bankin hevur partvis nidurskrivad ein part av Utldnum og adrari dogn, orsakad av objektivari
indikatién um virdisminking: / As an objective indication of value impairment has occured, Betri
Banki P/F has partially impaired parts of the bank's loans and other claims
Utldn og onnur dogn &drenn nidurskrivingar / Loans and other claims before impairments 441.164 595.763
Nidurskrivingar / Impairments -260.654 -345.397
Utlan og onnur dogn vid objektivari indikatién eftir nidurskriving /
Total loans and other claims after impairments 180.510 228.625
Utlan, dogn og abyrgdir bytt eftir sektorum og vinnum i prosent /
Loans, advances, and guarantees by sectors and industries, in per cent
Almennir myndugleikar / Total public sector 5,9% 4,8%
Vinnuliv / Commercial sector
Landbunadur, veida og skdgbruk / Agriculture, hunting and forestry 0,1% 0,1%
Fiskiskapur / Fishing 6,4% 5,2%
Framleidsla og réevnisvinna / Manufacturing and mining utilities 8,3% 9,0%
Streymveiting o.l. / Energy supply, etc. 0,0% 0,0%
Byggivirksemi / Building and construction 4,1% 3,2%
Handil / Commerce 6,7% 6,5%
Flutningur, matstovu- og hotelvirksemi / Transport, restaurants and hotels 6,8% 7,6%
Samskifti / Information and communicating 0,7% 0,6%
Figgjar- og tryggingarvirksemi / Finance and insurance 0,5% 0,4%
Ognarfyrisiting og -handil, handilstaenasta / Property administration, purchase and sale,
business service 3,3% 3,7%
Adrar vinnur / Other industries 2,4% 2,5%
Vinnuliv tilsamans / Total commercial sector 39,3% 38,8%
Privat / Total retail sector 54,8% 56,4%
Utlan tilsamans / Total loans and advances 100,0% 100,0%

Vid arslok ger bankin upp non-performing lan soleidis, at hesi fevna um Ian sum pr. 31. desember
hava verid i trot i meira enn 90 dagar umframt 1an til kundar vid OIV. / At year end, the bank
calculates non-performing loans and include such loans as pr. 31. December are in arrears or
overdraft for more than 90 days in addition customers with OEI.

Ultimo 2017 var saldo & non-performing lanum TDKK 651.836 (2016 TDKK 859.420) / At year
end 2017, the balance of non-performing loans TDKK 651.836 (2016 TDKK 859.420)

Vid drslok ger bankin upp 1an vid kredittlaekkadum treytum soleidis, at talan annadhvgrt er um
Ian, sum eru rentunulistilladi ella Ian, sum hava fingid nidursetta rentu pr. 31. desember. / At year
end, the bank calculates loans with credit relief and include such loans as pr. 31. December that
are non-accrual loans or loans who have reduced interest.

Ultimo 2017 var saldo & lanum vid kredittlaekkadum treytum TDKK 122.888 (2016 TDKK
138.737) / At year end 2017, the balance of loans with credit relief TDKK 122.888 (2016 TDKK
138.737).
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15 Lansbrogv til dagsvirdi / Bonds at fair value
Statslansbrgv / Government bonds 509.589 446.657
Realkredit 1ansbrgv / Mortgage credit bonds 2.397.818 2.051.978
Onnur lansbrgv / Other bonds 117.120 266.906
Lansbrov tilsamans / Total bonds at fair value 3.024.527 2.765.541

Sum trygd fyri clearing og avvikling v.m. eru lansbrgv lzgd sum trygd i Tjédbankanum og BRF
Kredit A/S fyri eitt samlad kursvirdi a: / In connection with clearing and settlement etc. bonds
have been deposited with the Danish Central Bank and BRF Kredit A/S for a total of: 123.005 151.900

16 Partabrgv / Shares

Skrasett a keypsskalanum i Keypmannahavn / Shares listed on the Copenhagen Stock Exchange 33.886 37.557
Skrasett & @drum keypsskalum / Shares listed on other stock exchanges 19.742 22.644
Onnur partabrgv / Other shares 19.080 20.753
Partabrgv tilsamans / Total shares 72.708 80.954
17 Kapitalpartar i assosieradum fyritgskum / Investments in associates
Samladur keypsprisur vid arsbyrjan / Total acquisition value, beginning 107.966 104.203
Tilgongd / Additions 0 3.763
Samladur keypsprisur vid arsenda / Total acquisition value at year end 107.966 107.966
Upp- og nidurskrivingar vid arsbyrjan / Revaluation and write-downs, beginning -32.966 -104.203
Upp- og nidurskrivingar / Revaluations 19.275 71.238
Upp- og nidurskrivingar vid arsenda / Revaluation and impairments at year end -13.691 -32.966
Kapitalpartar vid arsenda / Book value at year end 94.275 75.000

Kapitalpartar i assosieradum fyritekum / Investments in associates

Heimstadur/ Ognarpartur/ Partapeningur/ Eginpeningur/ Urslit / Profit/

Place Ownership Share-capital Equity loss for the year
Fastogn P/F Térshavn 50,0% 151.540 188.550 9.606
Elektron P/F Térshavn 31,3% 6.702 17.180 544

Sambaert seinastu drsfrasggn, sum er tgk / The information disclosed is extract from the companies' most recent annual reports
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18 Kapitalpartar i tilkknyttum fyritekum / Investments in subsidiaries
Samladur keypsprisur vid arsbyrjan / Total acquisition value, beginning 9.691 9.691
Samladur keypsprisur vid arsenda / total acquisition value at year end 9.691 9.691
Upp- og nidurskrivingar vid arsbyrjan / Revaluation and write-downs, beginning 3.114 1.633
Urslit i drinum / Result for the year 1.898 1.481
Vinningsbyti / Dividends -8.000 0
Upp- og nidurskrivingar vid arsenda / Revaluation and impairments at year end -2.988 3.114
Kapitalpartar vid arsenda / Book value at year end 6.703 12.805
Kapitalpartar i tilknyttum fyritekum / Investments in subsidiaries
Heimstadur/ Ognarpartur/ Partapeningur/ Eginpeningur/ Urslit / Profit/
Place Ownership Share-capital Equity loss for the year
Betri Heim P/F Térshavn 100% 500 6.703 1.898



Arsfrasegn 2017 / Annual Report 2017 Betri Banki P/F 47

Nota DKK 1.000 2017 2016

19 Oitakiligar ognir / Intangible assets

Samladur keypsprisur vid drsbyrjan / Acquisition value, beginning 33.959 33.959
Samladur keypsprisur vid arsenda / Acquisition value, at year end 33.959 33.959
Av- og nidurskrivingar vid arsbyrjan / Depreciation, beginning -33.959 -33.933
Avskrivingar / Depreciation 0 -26
Av- og nidurskrivingar vid arsenda / Depreciation and impairments at year end -33.959 -33.959
Oitakiligar ognir tilsamans / Book value, at year end 0 0
20 ilagubygningar / Investment properties
Samladur keypsprisur vid arsbyrjan / Acquisition value, beginning 15.616 15.615
Samladur keypsprisur vid arsenda / Acquisition value, at year end 15.616 15.616
Nidurskrivingar vid arsbyrjan / Impairments, beginning -640 -640
Nidurskrivingar vid drsenda / Impairments at year end -640 -640
ilegubygningar tilsamans / Investment properties at year end 14.975 14.975
21 Fyrisitingar- og deildarbygningar / Domicile properties
Samladur keypsprisur vid arsbyrjan / Acquisition value, beginning 135.187 128.205
Tilgongd / Additions 1.752 6.982
Fragongd / Disposals -2.210 0
Samladur keypsprisur vid arsenda / Acquisition value at year end 134.729 135.187
Av- og nidurskrivingar vid drsbyrjan / Depreciations and impairments, beginning -23.525 -21.883
Avskrivingar / Depreciation -1.638 -1.643
Av- og nidurskrivingar vid arsenda / Depreciations and impairments at year end -25.163 -23.525
Fyrisitingar- og deildarbygningar tilsamans / Domicile properties at year end 109.566 111.662

22 Onnur itgkilig ogn / Other tangible assets

Utveganarvirdi vid arsbyrjan / Acquisition value, beginning 18.239 16.414
Tilgongd / Additions 2.843 1.825
Fragongd / Disposals -294 0
Utveganarvirdi vid arsenda / Acquisition value at year end 20.789 18.239
Av- og nidurskrivingar vid arsbyrjan / Depreciation and impairments, beginning -11.434 -10.045
Avskrivingar / Depreciation -1.333 -1.389
Afturferdar av- og nidurskrivingar / Reversal of depreciation and impairments 151 0
Av- og nidurskrivingar vid arsenda / Depreciation and impairments at year end -12.616 -11.434

Onnur itgkilig ogn tilsamans / Book value, at year end 8.172 6.805
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23 Utskotin skattaogn / Deferred tax assets
Utskotin skattur vid arsbyrjan / Deferred tax, beginning 118 147
Broytingar i Utsettum skatti / Changes in deferred taxes -118 -29
Utskotin skattaogn tilsamans / Total deferred tax assets 0 118
itekilig ogn / Tangible assets 0 118
Utskotin skattaogn tilsamans / Total deferred tax assets 0 118
24 Ognir i fyribils vardveitslu / Assets in temporary possession
Keypsprisur vid arsbyrjan / Acquisition value, beginning 61.313 68.352
Tilgongd / Additions 615 1.154
Fragongd / Disposals -10.786 -8.193
Samladur keypsprisur vid arsenda / Acquisition value at year end 51.142 61.313
Virdisbroytingar vid arsbyrjan / Value adjustments, beginning -27.795 -30.320
Virdisbroytingar i drinum / Value adjustments during the year 0 -9
Afturfgrdar virdisbroytingar i samband vid frdgongd /
Reversed value adjustments on disposals during the year 1.996 2.534
Virdisbroytingar vid arsenda / Value adjustments at year end -25.799 -27.795
Fyribils yvirtiknar ognir vid drsenda / Assets in temporary possession at year end 25.343 33.518
Ognir i fyribils vardveitslu fevna um ognir og felag, id bankin hevur yvirtikid, og sum gll eru sett
til sglu. Harumframt fevnir posturin um avgreidslubygningar hja bankanum, sum nu eru settir til
selu. Felggini eru virdisasett til marknadarvirdi, og bankin vaentar, at aktivini kunnu seljast innan
12 mdnadir. Bankin roynir dhaldandi at selja hesar ognir, og bankin hevur soleidis ongar aetlanir
um at vardveita hesi aktiv. / Assets in temporary possession comprises assets and companies
which the bank has taken over and are all held for sale. The bank's former domicile properties
set for sale are also stated here. The assets are recognized at fair value less selling cost and are
expected to be disposed within 12 months.The bank continually seeks to sell these assets.
25 Onnur ogn / Other assets
Positivt marknadarvirdi & avleiddum figgjarambodum v.m. /
Positive fair value of derivative financial instruments etc. 1) 3.827 4.896
Rentur tilgédar / Accrued interest 10.350 11.300
Onnur ogn / Other assets 24.449 16.516
Onnur ogn tilsamans / Total other assets 38.625 32.712
1) Swappar eru partur av avleiddum figgjarambodum. Hesir eru innroknadir til dagsvirdi vid
arsenda. Ovissan i postinum er tongd at framtidar marknadarrentuni. / Derivative financial
instruments contain Swaps, which are recognized at fair value at year end. The uncertainty is
connected to future market interest.
26 Skuld til lanistovnar og tjédbankar / Debt to credit institutions and central banks
Skuld til lanistovnar og tjédbankar / Debt to credit institutions and central banks 28.257 87.045
Skuld til lanistovnar og tjédbankar tilsamans / Total debt to credit institutions and central banks 28.257 87.045
Uttan upps@gn / Demand deposits 28.255 27.043
Til og vid 3 manadir / Up to 3 months 1 60.001
Fra 3 manadum til og vid 1 ar / Over 3 months and up to 1 year 1 1
Skuld til lanistovnar og tjédbankar tilsamans / Total debt to credit institutions and central banks 28.257 87.045
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27 Innlan og onnur skuld / Deposits and other debt
Innldn uttan uppsegn / Deposits on demand 5.726.757 4.507.243
Innldn vid uppsegn / Deposits at notice 1.251.152 1.182.556
Tidarinnskot / Time deposits 138.230 872.536
Serligir innldnshaettir / Special categories of deposits 484.779 494.713
Innlan og onnur skuld tilsamans / Total deposits and other debt 7.600.918 7.057.048

Innlan og onnur skuld / Deposits and other debt

Uttan uppsagn / On demand 5.726.757 4.507.243
Til og vid 3 manadir / Up to 3 months 592.940 922.844
Frd 3 mdnadum til og vid 1 ar / Over 3 months and up to 1 year 950.941 1.233.091
Frd 1 aritilog vid 5 ar / Over 1 year and up to 5 years 71.908 126.428
Yvir 5 ar / Over 5 years 258.371 267.443
Innlan og onnur skuld tilsamans / Total deposits and other debt 7.600.918 7.057.048

28 Onnur skuld / Other liabilities
Negativt marknadarvirdi & avleiddum figgjarambodum v.m. /

Negative fair value of derivative financial instruments etc. 1) 43.493 70.375
Skyldugar rentur og provisionir / Payable interests and provisions 1.113 1.740
Onnur skuld / Other liabilities 78.688 79.318
Onnur skuld tilsamans / Total other liabilities 123.294 151.432

1) Swappar eru partur av avleiddum figgjarambodum. Hesir eru innroknadir til dagsvirdi vid
arsenda. Ovissan i postinum er tongd at framtidar marknadarrentuni. / Derivative financial
instruments contain Swaps, which are recognized at fair value at year end. The uncertainty is
mainly connected to future market interest.

29 Utskotin skattaskuld / Deferred tax liabilities

Utskotin skattur vid arsbyrjan / Deferred tax, beginning 0 0
Broytingar i Utsettum skatti / Changes in deferred taxes 1.149 0
Utskotin skattaogn og skattaskuld tilsamans / Total deferred tax assets and liabilities 1.149 0

30 Tol, id ikki eru tikin vid i javna / Off-balance sheet items

Abyrgdir v.m./ Guarantees and other contingent liabilities

Figgjarligar abyrgdir / Financial Guaranties 160.173 151.295

Abyrgdir fyri realkreditldnum / Loss guarantees for mortgage loans 385.072 397.733

Adrar dbyrgdir / Other contingent liabilities 148.145 108.106

Abyrgdir v.m. tilsamans / Total guarantees and other contingent liabilities 693.390 657.135

Tol, id ikki eru tikin vid i javna tilsamans / Total off-balance items 693.390 657.135
31 Mgguligar ognir / Contingent assets

Betri Banki P/F hevur ongar "Mgguligar ognir" / Betri Banki P/F has no contingent assets.
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32 Naerstandandi partar / Related parties

Upplysingar um naerstandandi partar / Information regarding related parties

Betri P/F eigur 100% av partabrevunum i Betri Banka P/F, og leggur hetta felag fram samtaksroknskap. / Betri P/F is
the sole owner of Betri Banki P/F and reports consolidated statements for Betri Group.

Adrir naerstandandi partar eru nevndar- og stjérnarlimir i felagnum og atknytt felag. / Other related parties comprise
of members of the comany's Management Board and Board of Directors and other companies in the Betri P/F Group.

{ farna arinum, fyriuttan vanliga leidslusamsyning, eru ikki gjerdir adrir handlar vid nevnd, stjérn ella adrar
naerstandandi partar enn tad, id er nevnt nidanfyri. / In the past, unless for usual remuneration, there have not been
any other transacions with the company's Management Board and Board of Directors or other related parties, than
those mentioned below.

Felagid keypir og selur taenastur til og frd médurfelagnum, déttirfelagnum og systurfelegum i samtakinum.
Umsitingargjeld til og fra atknyttum felggum verda avroknad vid Utreidslungktandi st@di. / The companies in the
Group have entered into various agreements as a natural part of the Group's day-to-day operations. Intercompany
trade and services took place on arm's length basis or on cost reimbursement basis.

Sambaert taenastusattmalanum vid Betri P/F keypir felagi® umsitingarligar taenastur frd médurfelagnum so sum
figgjarstyring, KT, marketing, HR og adra umsiting. Harumframt keypir felagid tryggingartaenastur fra systirfelagnum
Betri Trygging P/F og husameklarataenastur fra doéttirfelagnum Betri Heim P/F. Felagid selur umsiting til leysliga
atknytta felagid Fastogn P/F og grannskodanartaenastu til hini felagini i samtakinum. / According to the service
agreement with Betri P/F the company buys services as IT support and IT development, marketing, payroll and staff
administration as well as other administrative tasks from the parent company. Also the company buys insurance
services from its sister company Betri Tryggin P/F and real estate services from its subsidiary Betri Heim P/F. The
company also sells administration servcie to its associate Fastogn P/F and auditing services to the companies in the
Group.

Partar vid tydandi
avirkan / Parties Leysliga atknytt  Atknytt felag /

with significant feleg / Subsidiary un- Nevnd / Board of Stjorn /
influence Associates dertakings Directors Executive Board
2017 2016 2017 2016 2017 2016 2017 2016 2017 2016
Ogn / Assets
L3an og lanitilsagnir / Loans
and loanassurance 0 0 85.336 89.086 0 0 3935 3422 1.056 0
Tilsamans / Total 0 0 85.336 89.086 0 0 3935 3422 1.056 0
Skuld / Liabilities
Innldn / Deposits 382.877 201.188  4.731 24.406 23.088 26.284 2877 3.439 957 1.010
Tilsamans / Total 382.877 201.188 4.731 24.406 23.088 26.284 2.877 3.439 957 1.010
Tol, id ikki eru tikin vid i javna
/ Off-balance sheet items
Abyrgdir / Guarantees 0 0 350 350 0 0 0 0 0 0
Tilsamans / Total 0 0 350 350 0 0 0 0 0 0
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33

DKK 1.000

Naerstandandi partar (framh.) / Related parties (cont.)

Partar vid tydandi
avirkan / Parties Leysliga atknytt  Atknytt felag /
with significant felag / Subsidiary un- Nevnd / Board of Stjérn/
influence Associates dertakings Directors Executive Board

2017 2016 2017 2016 2017 2016 2017 2016 2017 2016

Rakstur / Income
Rentuinntokur /

Interest income 344 16 5.242 6.536 0 0 63 80 60 0
Rentudtreidslur /

Interest expense 47 347 0 0 0 23 1 10 8 5
Inntgkur av d6maksgjgldum /

Fee income 607  2.685 36 1.488 1 1 0 0 0 0

Taenastu og umsitingargjald til

atknytt felag / Payment to

affiliated companies for

services and administration 20.205 0 0 0 702 158 0 0 0 0
Sgla av taenastu og umsiting til

atknytt felag / Payment from

affiliated companies for

services and administration 760 760 1.390 1.390 28 28 0 0 0 0
Tilsamans / Total 21.963 3.808 6.668 9.414 731 210 78 90 67 5

Rentusatsurin fyri lan til atknytt feleg liggur millum 5,00 - 5,50% og fyri leysliga atknytt feleg 5,00 - 6,5%. Rentusatsturin fyri
1an til nevndarlimir er 3,1%. / The interest rate on loans to subsidiaries varies between 5.00 - 5.50 per cent, and 5.00 - 6.5 per
cent to associated companies. The interest rate on loans to members of the Board of Directors is 3.1 per cent.

Mgguliga skyldir / Contingent liabilities

Bankin hevur gjgrt avtalu vid Skandinavisk Data Center A/S um KT-veitingar. Um bankin sigur upp hesa avtalu i uppsa-
gnartidini, er bankin bundin at gjalda i mesta lagi 90 mid.kr., (2016: 86 mid.kr) sum svarar til tad, id midal atti at verid goldid pr.
manaad fyri tilsamans 60 manadir. / The bank has entered into an agreement with Skandinavisk Data Center A/S regarding IT
services. Withdrawing from this agreement within the period of notice, the Bank is obliged to pay no more than 90 mill. DKK
(2016: 86 mill. DKK), equivalent to what the average would have been paid by month for a total of 60 months.

Bankin hevur i 2014 yvirtikid ein bygning, sum hevur vedskuld. Bygningurin er békadur til 14 mid. kr., og hevur lanveitarin
tinglyst ved aljédandi 12 mié. kr. i bygninginum / The bank has in 2014 acquired a building that is pledged. The building is
recorded at 14 mill. and the lender has a morgage for 12 mill. in the building.

Bankin er harafturat partur i ymiskum raettarmalum. Mett verdur regluliga um hesi mal, og neydugar avsetingar verda gjordar,
har mett verdur, at vandi er fyri tapi. Mett verdur ikki, at hesi reettarmal fara at hava serliga dvirkan a figgjarligu stgdu bankans
/ The bank is party to various legal proceedings. The cases are assessed continuously and the necessary provisions are made
based on the estimated risk of loss. The pending legal proceedings are not expected to materially affect the bank's financial
position.
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34 Vadar / Risk Management

Vist verdur eisini til rsfragreidingina har greitt verdur fra vadavidurskiftinum. / We refer to the Management Review where
Risk Management is described.

Kredittvadi / Credit risk

Fyri at tryggja eina spjading av lanunum er i kredittpolitikkinum asett, at einki einstakt millumverandi, vid fradratti av serliga
tryggjadum krgvum og méttiknum trygdum, sum Utgangsst@di er starri enn 10% av grundkapitali bankans. Harumframt
verdur midad imoti, at samlada upphaeddin av hesum millumverandum ikki er meira enn 125% av grundkapitalinum. Umframt
hesar avmarkingar ynskir bankin eitt javnt byti millum Utlan til privat og vinnu, og at eingin einstgk vinnugrein er stgrri enn
10% av samladu bruttoUtldnum bankans. / In order to ensure a spread in the loan portfolio, the credit policy stipulates that
no single exposure, with deduction of certain guaranteed claims and collaterals received, must generally be higher than 10%
of the bank’s capital base. Additionally, it is the bank’s aim that the total amount of these exposures does not exceed 125% of
the capital base. In addition to these limits, the bank aims for an even distribution between retail and corporate lending and
no single industry should account for more than 10% of the bank’s total gross loans.

Fyri at lysa kredittgdédskuna a einstgku kundunum i bankanum verdur ein ratingskipan nytt. Hendan verdur m.a. nytt i sam-
bandi vid jattanarheimildir, dtveljing av kundum til gjegnumgongd i sambandi vid nidurskrivingar og treytir fyri tittleikanum
i uppfylging av einstaka kundanum. / The bank uses a rating model to describe the credit quality of individual customers.
The rating model is used for credit granting, selection of customers to be reviewed for impairments and conditions for the
frequency in single customer follow-ups.

"Til flokking verda fylgjandi ratingbdlkar nyttir: / The bank uses the following rating categories:

3 Treytaleyst godir kundar / Unconditionally good customers

2a G&dir kundar / Good customers

2b Midal gddir kundar / Average customers

2c  Veikir kundar / Weak customers

1 Kundar, har OIV (objektiv dbending um virdisminking) er stadfest. /
Customers with OEI (objective evidence of impairment)"
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2017 2016
Lyklatal / Key Ratios
Solvensur og kapitalur / Solvency and capital ratios
Solvensprosent / Total capital ratio 26,2% 25,0%
Kjarnukapitalprosent / T1 Capital ratio 26,2% 25,0%
Vinningur / Earning ratios
Renting av eginogn ddrenn skatt / Return on equity before tax ROE 11,0% 13,6%
Renting av eginogn eftir skatt / Return on equity after tax ROE 9,2% 12,1%
Inntgka pr. Gtreidslukrénu / Income/cost ratio 2,12 2,01
Ognaravkast / Return on assets ROA 1,5% 1,9%
Marknadarvadi / Market risk ratios
Rentuvaadi / Interest rate risk 1,9% 1,1%
Gjaldoyrastgda / Foreign exchange position 5,1% 11,2%
Gjaldoyravaadi / Foreign exchange risk 0,1% 0,2%
Gjaldferi / Liquidity ratios
Utlan og nidurskrivingar { mun til innlan / Loans, advances and impairments in proportion to deposits 77,5% 80,4%
Yvirdekningur i mun til légarkrav um gjaldfari / Excess liquidity cover relative to statutory requirement 257,5% 249,5%
Lansvaadi / Credit risk ratios
Stor vidskifti i mun til grundkapital / Large loans as percentage of capital base 65,2% 44,8%
Tap og nidurskrivingar i tidarskeidinum i prosentum / Write-offs and impairments during the period -0,8% 0,2%
Utlan i mun til eginognina / Total loans in proportion to equity 3,5 3,6
Utlansvekstur / Increase of loans 5,7% 2,4%

Fragreiding til lyklatel/Explanation of ratios
1) Si fragreiding um lyklatel & sidu 54-55 / See explanation of ratios on page 54-55
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Fragreiding til lyklatglini / Explanation of Key figures

Solvensur og kapitalur

Solvensprosent "

Kjarnukapitalprosent

Vinningur

Rentan av eginogn adrenn
skatt ?

Rentan av eginogn eftir
skatt

Inntgka pr. Utreidslukrénu ”

Ognaravkast ”

Marknadarvadi

Rentuvadi " &2

Gjaldoyrastzda " & *)

Gjaldoyravaai "

Gjaldfari

Utlan og nidurskriving i
mun til innlan

Yvirdekningur i mun til

l6garkrav um gjaldfari

Lansvadi

Stér vidskifti V & 4

Tap og nidurskriving i tidar-
skeidinum i prosentum ”

Utlan i mun til eginogn ”

Utlansvekstur "

Grundkapitalur x 100

Vektad ogn tilsamans

Kjarnukapitalur eftir
fradratt x 100

Vektad ogn tilsamans

Arsurslit 4drenn skatt x 100

Eginogn (midal)

Arsurslit eftir skatt x 100

Eginogn (midal)

Vanligar inntgkur

Vanligar Utreidslur

Arsurslit eftir skatt x 100

Ogn tilsamans

Rentuvadi x 100

Kjarnukapitalur eftir fradratt

Valutaindikator 1 x 100

Kjarnukapitalur eftir fradratt

Valutaindikator 2 x 100

Kjarnukapitalur eftir fradratt

(Utlan + Nidurskrivingar)
x 100

Innlan

(Tek ogn - Skuld styttri enn
1 manada samb. FIL§ 152
(nr.2)) x 100

Skuld styttrienn 1 manada

Stér vidskifti x 100

Grundkapital

Tap og nidurskrivingar {
tidarskeidinum x 100

Brutto Utlan + Abyrgdir

Utlan

Eginogn

(Utlan ultimo - Utldn primo)
x 100

Utldn primo

Solvency and capital
ratios

Total Capital ratio "

T1 capital ratio

Earning ratios

Return on equity before
tax "

Return on equity after
tax”

Income/cost ratio ”

Return on assets "
Marked risk ratios

Interest rate risk ? & 2

Foreign exchange position
1) & 3)

Foreign exchange risk ?

Liquidity ratio
Loans, advances and im-

pairments in proportion to
deposits ?

Exess cover relative to
liquidity requirement "

Credit risk ratios

Large loans ¥ &%

Write-offs and impair-
ments during the year ?

Total loans in proportion to
equity ?

Increase in loans

Own funds x 100

Total risk weighted assets

Core capital less statutory
deductions x 100

Total risk weighted assets

Profit before taxes x 100

Equity (avg.)

Net profit x 100

Equity (avg.)

Operating income

Operating expenses

Net profit x 100

Total assets

Interest rate x 100

Core capital less statutory
deductions

Exchange indicator 1 x 100

Core capital less statutory
deductions

Exchange indicator 2 x 100

Core capital less statutory
deductions

(Loans + impairments) x 100

Deposits

Excess liquidity after
fulfilment of FIL, s. 152 (no2)

Short term liabilities
(less 1 m)

Large loans x 100

Capital base

Write-offs and depreciation
during the year *100

Gross loans + guarantees

Total loans

Equity

(Loans year end - loans year
begin) x 100

Loans year begin
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Fragreiding til lyklatelini / Explanation of Key ratios

1) Gjort i samsvari vid leidreglurnar hja Figgjareftirlitinum. / Prepared in accordance with the regulations issued by the Danish
Financial Supervisory Authority

2)  Rentuvadi er grundadur 4, at effektiva rentan broytist 1%, og broytingin i krénum verdur roknad i mun til kjarnukapitalin
eftir fradratt. / Interest rate risk is based on the premise that the effective interest rate fluctuates 1 per cent and that the
fluctuations in DKK are calculated in comparison to core capital less certain adjustments abd statutory deductions.

3) Gjaldoyrasteda er haegra talid 4 ogn ella skuld i gjaldoyra og verdur roknadur i prosentum av kjarnukapitalinum eftir fradratt. /
Foreign exchange position is the higher amount of assets or liabilities in currency and is calculated in per cent to core capital less
certain adjustments

4) Engagement starri enn 10% eftir fradratt fyri tryggum krevum i prosentum av basiskapitalinum. /Outstanding balances greater
than 10 per cent after deductions for secure requirements in per cent to capital base.
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Leidsluatekning

Nevnd og stjérn hava vidgjert og gédkent arsfrasggnina fyri
Betri Banka P/F fyri roknskapararid 1. januar — 31. desember
2017.

Arsroknskapurin er settur upp sam-svarandi I6g um figgjar-
stovnar v.m., kunngerd og leidreglum fra Figgjareftirlitinum
vidvikjandi frdsegn fyri peningastovnar v.m.

Tad er okkara fatan, at arsroknskapurin gevur eina raettvisandi
mynd av felagsins ognum, skyldum og figgjarstedu 31.
desember 2017 og Urslitinum av virkseminum i tidarskeidinum
1.januar-31. desember 2017.

Tad er okkara fatan, at leidslufragreidingin gevur eina raett-
visandi umrgdu av gongdini i virkseminum hja Betri Banka
P/F og figgjarligu stgduni, umframt eina reettvisandi lysing av
teimum tydandi vddunum og évissu faktorunum, sum bankin
kann avirkast av.

Arsfrasggnin verdur lzgd fyri adalfundin til gédkenningar.

Statement by the Management

The Board of Directors and the Executive Board have
considered and approved the annual report of Betri Banki P/F
for the financial year 1 January — 31 December 2017.

The financial statements have been prepared in accordance
with the Financial Business Act, and in accordance with the
executive order and guidelines of the Danish Financial Super-
visory Authority on presentations of financial statements.

It is our opinion that the financial statement gives a true and
fair view of the company’s assets, liabilities, and financial
position at 31 December 2017 and of the results of the
company's operations for the period 1January—31 December
2017.

In addition, we also consider the Management’s Review to
give a fair presentation of the development in the company’s
activities and the company’s financial position as a whole, as
well as a description of the significant risks and elements of
uncertainty that may affect the bank.

The annual report will be submitted to the generel meeting
for approval.

Betri Banki P/F
Toérshavn, 23. februar 2018

Stjérn / Executive Board

Jean Djurhuus
Forstjori / Chief Executive Officer

Olav Guttesen
Stjori / Managing Director

Nevnd / Board of Directors

Torben Nielsen
Nevndarformadur / Chairman

Per Noesgaard

Arni D. Brattaberg

Flemming B. Nielsen Kristian @stergaard

Birgir Nielsen
Naestformadur / Deputy Chairman

Janet Frida Johannesen

Marion a Lakjuni

Margareth D. Djurhuus Magnus Emil Poulsen
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Atekning fra innanhysis
grannskodan

Atekning & arsroknskapin

Vit hava grannskodad drsroknskapin hja Betri Banki P/F fyri
roknskapararid 2017. Arsroknskapurin er gjerdur i samsvari
vid l6g um figgjarligt virksemi.

Framda grannskodanin

Grannskodanin er gjerd vid stedi i kunngerd fra Figgjareftir-
litinum um fremjan av grannskodan i figgjarligum fyritakum
o.g. umframt av figgjarligum samtegkum og i trdd vid altjoda
dsetingar innan grannskodan. Hetta krevur, at grannskodanin
verdur lggd til raettis og framd a slikan hatt, so hag vissa
faest fyri, at arsroknskapurin ikki er fongdur vid tydandi feil-
upplysingum.

Grannskodanin er framd i trdd vid tad bytid, sum er avtalad
vid uttanhysis grannskodanina, og hevur fevnt um meting
av skipadum mannagongdum og innanhysis eftirlitum, her-
uppii ta vddastyring, sum leidslan hevur lagt til raettis, og
sum er raettad moti fragreidingartiigongdum og tydandi
handilsligum vddum. Grundad & tydning og vdda hava vit vid
stakroyndum eftirkannad upphaeddir og adrar upplysingar
i arsroknskapinum. Grannskodanin hevur eisini framt eina
meting av, um tann roknskaparhattur, sum leidslan hevur valt,
er héskandi, um roknskaparligar metingar hja leidsluni eru
rimiligar, og um hvussu arsroknskapurin sum heild er gjgrdur.

Vit hava luttikid i grannskodanini av tydandi og vddakendum
gkjum, og okkara fatan er, at vit hava fingi® ngktandi grann-
skodanarprdgy,id kann vera grundarlag fyri okkara nidurstgdu.

Grannskodanin hevur ikki givid orsegk til fyrivarni.

Nidurstoda

Okkara fatan er, at skipadar mannagongdir og innanhysis
eftirlit, iroknad tann vadastyring, sum leidslan hevur lagt til
reettis, id er reettad moti fragreidingartilgongdini og tydandi
handilsligum vadum, virka & tryggan hatt.

Herumframt er tad okkara fatan, at arsroknskapurin gevur
eina raettvisandi mynd av ogn, skuld, eginogn og figgjarligu
st@du bankans tann 31. desember 2017 og av Urslitinum av
virksemi bankans fyri roknskapararid 2017 i samsvari vid log
um figgjarligt virksemi.

Internal auditor’s report

Report on financial statement

We have audited the financial statements of Betri Banki P/F
for the financial year 2017. The financial statements have
been prepared in accordance with the Faroese Financial
Business Act.

Basis of opinion

We have conducted our audit in accordance with the
Executive Order of the Danish Financial Supervisory Authority
on Auditing Financial Undertakings etc. as well as Financial
Groups and in accordance with International Standards on
Auditing. Those standards require that we plan and perform
the audit to obtain reasonable assurance that the financial
statements are free from material misstatement.

The audit has been performed in accordance with the
division of work agreed with the external auditors and has
included an assessment of procedures and internal controls
established, including the risk management organised by
Management relevant to the entity’s reporting processes
and significant business risks. Based on materiality and risk,
we have examined, on a test basis, the basis of amounts and
other disclosures in the Financial Statements. Furthermore,
the audit has included evaluating the appropriateness of
the accounting policies applied by Management and the
reasonableness of the accounting estimates made by
Management, as well as evaluating the overall presentation
of the financial statements.

We have participated in the audit of risk and other material
areas and believe that the audit evidence we have obtained
is sufficient and appropriate to provide a basis for our audit
opinion.

Our audit has not resulted in any qualification.

Opinion

In our opinion, the procedures and internal controls
established, including the risk management organised by
Management relevant to the entity’s reporting processes and
significant business risks, are working satisfactorily.

In addition, in our opinion, the bank’s financial statements
give a true and fair view of the bank’s assets, liabilities,
shareholders equity and financial position at December 31,
2017 and of its financial performance for the financial year
2017 in accordance with the Faroese Financial Business Act.
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Stadfestan vidvikjandi leidslufragreidingini

Vit hava i trad vid 16g um figgjarligt virksemi lisid leidslufra-
greidingina. Vit hava hesum vidvikjandi ikki framt fleiri stig i
sambandi vid grannskodanina av arsroknskapinum.

Vid st@di i hesum er tad okkara fatan, at upplysingarnar |
leidslufragreidingini eru i samsvari vid drsroknskapin.

Statement regarding Management Review

We have, in accordance with the Faroese Financial Business
Act, read the management review. We have not conducted
any additional procedures in connection with our audit of the
financial statements.

On this basis, it is our opinion that the information presented
in the management review is in accordance with the financial
statements.

Toérshavn, 23. februar 2018

Petur A. Johannesen
Samtaksgrannskodanarleidari /
Group Chief Auditor
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Atekning fra éheftum
grannskodara

Til kapitaleigararnar i Betri Banki P/F

Nidurstoda

Tad er okkara fatan, at arsroknskapurin gevur eina raettvisandi
mynd av felagsins ognum, skyldum og figgjarligu st@duni
tann 31. desember 2017 og av Urslitinum av virksemi
felagsins i roknskapardrinum 1. januar — 31. desember 2017
samsvarandi légini um figgjarligt virksemi.

Hvat vit hava grannskodad

Arsroknskapin hja P/F Betri Banki fyri roknskapararid 1.januar
—31.desember 2017 vid rakstrarroknskapi, figgjarstedu, egin-
peningsuppgerd og notum, saman vid nyttum roknskapar-
hatti felagsins. Undir einum nevnt “Arsfrasagnin”.

Grundarlag fyri nidurstgduni

Grannskodanin er lggd til raettis i samsvari vid altjéda stand-
ardum fyri grannskodan (ISA) og @drum asetingum i faroysku
grannskodanarldggavuni. Okkara abyrgd eftir hesum stand-
ardum og asetingum er naerri greidd frd i nidanfyri stand-
andi broti “Abyrgd grannskodarans fyri at grannskoda
arsroknskapin”.

Tad er okkara fatan, at vit hava fingi® noktandi grannskodanar-
progy, id kunnu vera grundarlag undir okkara nidurstgdu.

Oheftni
Vit eru o6heft av felagnum i samsvari vid altjéda etisku
kravunum fyri grannskodarar (etisku reglunum hja IESBA) og
@drum asetingum, sum eru galdandi i Feroyum, og hava fylgt
etisku skyldunum, sum 3asettar eru i hesum standardum og
krgvum.

Ummeeli av leidslufragreidingini

Leidslan hevur abyrgdina av leidslufragreidingini.

Nidursteda okkara um arsroknskapin fevnir ikki um leidslu-
fragreidingina, og vit geva ikki nakra vattan vid vissu fyri
leidslufragreidingini.

i sambandi vid okkara grannskodan av &rsroknskapinum, er
tad okkara dbyrgd at lesa leidslufragreidingina og i hesum
sambandi at umhugsa, um leidslufragreidingin ikki er i
samsvari vid arsroknskapin ella er i métsggn vid ta vitan, id vit
hava fingid undir grannskodanini, ella 3 annan hatt er tengd at
tydandi skeivleikum.

Okkara abyrgd er eisini at umhugsa, um kravdu upplysingarnar
eftir foroysku l6gini um figgjarligt virksemi eru umrgddar i
leidslufragreidingini.

Independent auditor’s report

To the shareholders of Betri Banki P/F

Our opinion

In our opinion, the Financial Statements give a true and fair
view of the Company’s financial position at 31 December
2017 and of the results of the Company’s operations for the
financial year 1 January - 31 December 2017 in accordance
with the Faroese Financial Business Act.

What we have audited

The Financial Statements of P/F Betri Banki for the financial
year 1 January - 31 December 2017 comprise Income
Statement, Balance, Statement of Changes in Equity,
Statement of Solvency and notes, including summary of
significant accounting policies (“Financial Statements”).

Basis for opinion

We conducted our audit in accordance with international
standards on auditing (ISAs) and the additional requirements
applicable in Faroe Islands. Our responsibilities under those
standards and requirements are further described in the
below section “Auditor’s responsibilities for the audit of the
Financial Statements” of our report.

We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Independence

We are independent of the Company in accordance with the
International Ethics Standards Board for Accountants’ Code
of Ethics for Professional Accountants (IESBA's Code) and the
additional requirements applicable in Faroe Islands. We have
also fulfilled our other ethical responsibilities in accordance
with the IESBA Code.

Statement on Management’s Review

Management is responsible for the Management's Review.

Our opinion on the Financial Statements does not cover
Management'’s Review, and we do not express any form of
assurance conclusion thereon.

In connection with our audit of the Financial Statements,
our responsibility is to read the Management’'s Review,
and in doing so, consider whether Management's Review is
materially inconsistent with the Financial Statements or our
knowledge obtained in the audit, or otherwise appears to be
materially misstated.

Moreover, we consider whether the Management’'s Review
includes the disclosures required by the Faroese Financial
Business Act.
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Vid st@di i okkara arbeidi er tad okkara fatan, at leidsluf-
ragreidingin er i samsvari vid arsroknskapin, og at hon er gjord
eftir dsetingunum i fgroysku légini um figgjarligt virksemi.
Vit eru ikki vordin varug vid tydandi skeivar upplysingar |
leidslufragreidingini.

Abyrgd leidslunnar av arsroknskapinum

Leidslan hevur abyrgdina av at gera ein arsroknskap, id gevur
eina reettvisandi mynd i samsvari vid légina um figgjar-
ligt virksemi. Leidslan hevur harumframt dbyrgdina av ti
innanhysis eftirliti, id leidslan metir skal til fyri, at drsrokn-
skapurin kann gerast uttan tydandi skeivleikar, uttan mun til
um skeivleikarnir standast av sviki ella mistokum.

Ta arsroknskapurin verdur gjgrdur, er tad dbyrgd leidslunnar
at meta, um felagi®d megnar at halda fram vid rakstrinum, og
har tad hevur tydning at upplysa um vidurskiftir vidvikjandi
framhaldandi rakstri, og at gera &rsroknskapin eftir
roknskaparasetingunum um framhaldandi rakstur, uttan so
at leidslan hevur i hyggju at avtaka felagid, stedga rakstrinum
ella, at leidslan i roynd og veru ikki hevur annan mgguleika.

Abyrgd grannskodarans fyri at
grannskoda arsroknskapin

Okkara endamdl er at fda grundada vissu fyri, at drsrokn-
skapurin i sini heild ikki hevur tydandi skeivleikar, uttan
mun til um skeivleikarnir standast av sviki ella mistgskum og
at gera eina grannskodanardtekning vid eini nidurstgdu.
Grundad vissa er vissa & hagum stigi, men er ikki full trygd
fyri, at ein grannskodan, sum er gjgrd eftir dsetingunum
i altjoda standardum um grannskodan, og dsetingunum i
faroysku grannskodanarléggavuni, altid kann avduka tydandi
skeivleikar, um hesir eru. Skeivleikar kunnu koma fyri orsakad
av sviki ella mistgkum og mugu metast at vera tydandi, um
tad eru sannlikindi fyri, at tey hver saer ella saman dvirka taer
figgjarligu stedutakanir, sum roknskaparbrukararnir taka vid
st@di i drsroknskapinum.

Sum ein lidur i grannskodanini, id verdur gjerd eftir altjéda
standardum um grannskodan og @drum asetingum, sum eru
galdandi i Fgroyum, gera vit yrkisligar metingar og hava eitt
yrkisligt ivingarsemi undir grannskodanini. Har vit eisini:

e Eydmerkja og meta um vadan fyri tydandi skeivleikum i
arsroknskapinum, uttan mun til um skeivleikarnir standast
av sviki ella mistgkum, leggja til raettis og gera taser grann-
skodanaratgerdir, sum hesir vddar krevja og faa til vega
tey grannskodanarprdégy, sum eru neydug og egnad sum
grundarlag undir okkara nidurstgdu. Vaadin fyri at tydandi
skeivleikar, sum standast av sviki, ikki verda avdukadir, er
haegri enn tydandi skeivleikar, sum standast av mistgkum,
ti svik kann vera av samanlggdum rddum, skjalafalsan,
tileetladari dyljan, villleidingum ella vid at skugva innanhysis
eftirlitid til sidis.

Based on the work we have performed, in our view,
Management’s Review is in accordance with the Financial
Statements and has been prepared in accordance with the
requirements of the Faroese Financial Business Act. We did
not identify any material misstatement in the Management’s
Review.

Management's responsibilities for
the Financial Statements

Management is responsible for the preparation of Financial
Statements that give a true and fair view in accordance with
the Faroese Financial Business Act, and for such internal
control as Management determines is necessary to enable
the preparation of Financial Statements that are free from
material misstatement, whether due to fraud or error.

In preparing the Financial Statements, Management is
responsible for assessing the Company’s ability to continue
as a going concern, disclosing, as applicable, matters related
to going concern and using the going concern basis of
accounting unless Management either intends to liquidate
the Company or to cease operations, or has no realistic
alternative but to do so.

Auditor’s responsibilities for the audit
of the Financial Statements

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

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

e |dentify and assess the risks of material misstatement
in the Financial Statements, whether due to fraud or
error, design and perform audit procedures responsive to
those risks, and obtain audit evidence that is sufficient
and appropriate to provide a basis for our opinion. The
risk of not detecting a material misstatement resulting
from fraud is higher than for one resulting from error, as
fraud may involve collusion, forgery, intentional omissions,
misrepresentations, or overriding of internal control.
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e Faa innlit i innanhysis eftirlitid, sum hevur tydning fyri
grannskodanina fyri at leggja taer grannskodanaratgerdir
til raettis, sum eru ngktandi til umst@durnar, men ikki fyri at
gera eina nidurstgdu um dygdina & innanhysis eftirlitinum.

e Taka stgdu til tann roknskaparhatt, sum leidslan nytir,
er héskandi, um taer roknskaparligu metingarnar og vio-
heftum upplysingum, sum leidslan hevur gjert, eru rimiligar.

e Taka stgdu til um tad er rimiligt, at leidslan hevur gjort
arsroknskapin vid stedi i roknskapardsetingunum um fram-
haldandi rakstur, og um tad vid stgdi i teimum grannskod-
anarprégvum, sum eru fingin til vega, er tydandi dvissa i
sambandi vid atgerdir og vidurskiftir, sum kunnu vidfara
tydandi évissu um, um felagid megnar at halda fram vid
rakstrinum. Um okkara nidurstgda er, at tad er ein tydandi
Ovissa, skulu vit visa & hesi vidurskiftini i arsroknskapinum
i nidurstedu okkara ella, um hesar avisingarnar ikki eru
ndg mikid, tillaga okkara nidurstgdu. Nidurstgdur okkara
byggja & tey grannskodanarprégv, sum vit hava fingid
fram til dagfestingina & okkara grannskodanardtekning.
Hendingar i framtidini ella onnur vidurskiftir kunnu t6 fora
vid saer, at felagid ikki longur megnar at halda fram vid
rakstrinum.

® Taka stgdu til ta samladu framleguna, bygnadin og
innihaldid i drsroknskapinum, eisini upplysingarnar i notu-
num, og um arsroknskapurin visir tey grundleggjandi
handilsvidurskiftir og hendingar & ein slikan hatt, at ein
raettvisandi mynd faest.

Vit samskifta vid leidsluna um millum annad vavid & aetladu
grannskodanini og naer grannskodad verdur og eisini um
tydandi avdukingar, herundir um tydandi manglar i innanhysis
eftirlitinum, sum vit hava eydmerkt undir grannskodanini.

Vit veita eisini teimum, i® hava dbyrgd av leidslu, eina vattan
um, at vit liva upp til oll vidkomandi etisk krgv vidvikjandi
Oheftni. Vit samskifta um gll vidurskifti, sum kunnu hugsast
at avirka okkara oheftni, og har tad er vidkomandi, hvarji
trygdartiltgk eru sett i verk.

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

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

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

® Evaluate the overall presentation, structure and contents
of the Financial Statements, including the disclosures,
and whether the Financial Statements represent the
underlying transactions and events in a manner that
achieves fair presentation.

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

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

Térshavn, 23. februar 2018

Janvuar P/F
lzggilt grannskodanarvirki
skrasetingar nr. 5821

Frédi Sivertsen
statsaut. revisor / State Authorised Public Accountant

PricewaterhouseCoopers
Statsautoriseret Revisionspartnerselskab
CVRNr.3377 1231

H.C. Krogh
statsaut. revisor / State Authorised Public Accountant
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