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Iceland is committed to reducing its greenhouse gas emissions by 55%
by 2030 and has a track record of a strong welfare system and gender
equality. A revised Climate Action Plan with measures to reach the 2030
target wasadopted in 2020. The two largest emission sources are industrial
processes (43%) and energy (fossil fuel combustion), mostly in road
transport and fisheries (39%). In 2021, Iceland was ranked as the worlds’
third most developed country by the United Nations' Human Development
Index and has been number one on the World Economic Forum Global
Gender Gap Indexfor the past 13years.

The Government of Iceland’s sustainable financing framework is broad,
covering many green, blue, social and gender project categories. The
issuer expects around half of the sustainability instruments issued to be
blue/green andthe other half social, with a special emphasis on gender. The
issuer excludes whaling, fossiland nuclear energy generation, weapons and
defence, environmentally negative resource extraction, gambling,
alcohol/tobacco, crypto-currency mining, livestock and fossil fuel
machinery. The framework dated 2021 has recently been updated with an
appendix with additional social project categories for gender equality,
reflecting current governmentpriorities.

A wide range of government expenditures, such as fiscal measures,
operational cost, direct investments and transfers to governmental
agencies, are eligible, subject to their alignment with the framework’s
criteria and objectives. Eligible expenditures also include equity, lending
to state-owned companies, subsidies and transfers to research institutions and
NGOs. Associated administrative costs may be financed, but are capped at
15% of the expenditure. The government expects re-financing (of projects
from 2018 t02021) to account for approximately 40% of total allocation.

The first issuance is expected to be either a social bond focusing on
gender equality or a green bond supporting the government’s Climate
ActionPlan. Inthefirst greenissuance, transport, green buildings andnature
conservation are expected to receive respectively 30, 26 and 19% of
proceeds. The largest clean transportation expenditure is tax discounts for
electric vehiclesand investments in electric public transportation. Given that
Icelandhas access to renewable energy, it is positive that the greenbuildings
category emphasizes reducing emissions from building materiak and
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SUSTAINABILITY BOND
GUIDELINES

Based onthis review, this
framework is found in alignment
with the green bond principles,
the socialbond principles and
the sustainability bond
guidelines.

CICERO Shades of Green finds
the governance proceduresin
the Government of Iceland’s
framework to be Good.
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SOCIAL ASSESSMENT
Based onthisreview, the
eligible social projects credibly
aim to supportthe existing
socialinfrastructure in I celand,
and there isadequatealignment
between target populations,
projected expenditures, and
impactindicators. The gender
categories supportinterventions
that address some of the most
pressing shortcomings identified
by studies.

SHADES OF GREEN

Based onourreview, we rate the
Government ofIceland’s blue
and green issuances under this
framework CICERO Dark
Green. CICERO Green does not
assign an overallshading for
socialbondissuances.
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transport. A key expense is the construction of a new national hospital with a BREEAM Excellent certification.
Icelandhasa quarter of its land under some form of protection. The nature and biodiversity conservation expenses
include monitoring, research, forestry and land reclamation, with Iceland’s Environment Agency and the Soil
Conservation Service of I celand expected to receive significantshares of funding. In thefirst green issuance, some
13 and 10% of proceeds are expected to fund circular economy and adaptation projects. Eligible expenditures in
the circular economy category include research in capture of CO,from heavy industries and geothermal plants
through the CarbFix method.

Expected expenditures in the blue categories are small compared to the green ones (13%), with the main
blue category being management of living natural resources. Within that category, the main receiver of
proceedsisthe Marine Research Institute. Sustainable fisheries managementis dependent onrobust monitoring of
species and adequate protection, where this institute is central on Iceland. The second largest category is clean
vessels, where theelectric ferry atHerjolfur is eligible. Eligible expenditures also include electrification of hatbours
and fishmeal plants.

Social project categories address gender equality, education, health, social inclusion, affordable housing,
employmentgeneration and socioeconomic advancement. Theexpected expenditures will strengthen Iceland’s
already robust welfare system. For some of the categories, this robustness also makes it challenging to ascertain
whetherthe proceeds will enhance the services providedto residents of Iceland or maintain current levels.

The project categories on gender and women’s empowerment are well aligned with Iceland’s national
prioritiesongender equality, and provide fundingto targeted interventions thataddress some of the most
pressing shortcomings identified by studies. Procceeds are expected to further improve the country’s otherwise
excellent track recordin gender equality. Furthermore, the target populations are specific enough, while atthesame
time defined inaninclusive way by not only includingwomen, but also gender and sexual minorities. There s a
diverse set of project categories focusing on gender and women’s empowerment. It should be noted that the
expected spending is concentrated in two out of the five categories.

Investors should be aware that there are physical climate risks associated with investments in the
framework, in particular buildings and infrastructure. Under the framework, assets and projects will be
screened for climate risk and resilience, and there is focus onthis in the green buildings category. Work is ongoing
to updatenationaland local policies with the current knowledge ona changing climate. A national climate change
adaptation strategy was released by the governmentin 2021 and a national climate adaptation plan is under
preparation.

Proceedsandexpenditures are clearly tracked in a dedicated registry managed by the Ministry of Finance,
while proceed allocation will be subject to verification by Iceland’s national auditor. In the selection of
projects, the responsible committee also screens for legal risks. Impact reporting is extensive and in line with
relevant international guidelines, but some impact metrics are however subject to data availability. A third party
may be engaged forimpactcalculations. We find the governance procedures to be Good.

The framework is likely to contribute to setting Iceland’s transport and buildings sector on a path towards
the long-term vision of a low carbon future, while also likely contributing to higher levels of nature and
biodiversity preservation. The Government of Iceland’s framework includes also Medium Green categories but
receivesan overall CICERO Dark Green shading for green and blue sustainability instruments. CICERO Green
does not assign an overall shading for social bond issuances, while seven out of ten social project categories are
assigned a Light Green shading. The CICERO Green shading for combined issuances will depend on the relative
weight of the relevantgreen, blue and social project categories for theissuance.
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1 Terms and methodology

Thisnote provides CICERO Shades of Green’s (CICERO Green) second opinion of the client’s framework dated
September 2021, with a revision in April 2023. The Government of Iceland’s sustainability framework has been
revised with an appendix that includes five social project categories targeting gender equalities. Since this updated
second opinion based on the appendix is not a full revision, the expiry date remains the same as the one dated
September 2021. This second opinion remains relevantto all green, blue and social bonds, loans, bills and/or other
debt instruments issued under this framework for the duration of three years from publication of this second
opinion, as long as the framework remains unchanged. Any amendments or updates to the framework require a
revised second opinion. CICERO Green encourages the client to make this second opinion publicly available. If
any part ofthe second opinion is quoted, the full report must be made available.

The second opinion is based ona review of the framework and documentation of the client’s policies and processes,
aswell asinformation gathered during meetings, teleconferences and email correspondence.

Expressing concerns with ‘Shades of Green’

CICERO Greensecond opinions are graded dark green, medium green or light green, reflectinga broad, qualitative
review of the climate and environmental risks and ambitions. The shading methodology aims to provide
transparency to investors that seek to understand and act upon potential exposure to climate risks and impacts.
Investmentsin all shades of green projects are necessary in order to successfully implement the ambition of the
Parisagreement. The shades are intended to communicatethe following:

Dark greenis allocated to projects and solutions that correspond to the long-term i i i

vision of a low carbon and climate resilient future. Fossil-fueled technologies that Wind energy projects witha strong

lock in long-term emissions do not qualify for financing. Ideally, exposure to governance st.ructu re that
integrates environmental concerns

transitional and physical climate risk is considered or mitigated.

Medium greenis allocated to projects and solutions that represent steps towards the

long-term vision, but are not quite there yet. Fossil-fueled technologies that lock in long- Bridging technologies such as
term emissions do not qualify for financing. Physical and transition climate risks might be plug-in hybrid buses
considered.

Light green is allocated to projects and solutions that are climate friendly but do not represent

or contribute to the long-term vision. These represent necessary and potentially significant Efficiency investments for fossil
short-term GHG emission reductions, but need to be managed to avoid extension of fuel technologies where clean
equipment lifetime that can lock-in fossil fuel elements. Projects may be exposed to the alternatives are not available

physical and transitional climate risk without appropriate strategies in place to protect them.

Assessment of social benefits and risks

The Second Opinion for the client’s sustainable financing framework also accounts for social dimensions of the
framework in totaland of eligible social asset categories in particular. 11SD provides expertise on social benefits
and social risks to be considered for the financing of infrastructure and other projects with environmental and
social targets. The social benefits, consistency and effectiveness of eligible social asset categories of this
framework are reviewed against the client”s overall social targets and the United Nations Sustainable Development
Goals (SDGs). SDGs highlighted by the client are assessed by clarifying which specific SDG targets are supported
by each eligible socialasset category. Moreover, the assessment points to relevant SDGs and targets that may not
have been identified by the issuer. This reference framework for analyzing the benefits of social asset categories

‘Second Opinion’ on Government of Iceland’s Sustainable Financing Framework
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was chosen because SDGs are increasingly accepted and applied within the (impact) investmentcommunity, and
many countries are working actively on implementing the SDGs. The International Capital Market Association
(ICMA) encourages paying attention to the SDGs as they published an updated 2020 version of their high -level
mapping on the alignment between the SDGs and green/social asset categories of Green/Social/Sustainability
Bond Frameworks. Social risks of eligible green and social asset categories are assessed based on | ISD’s extensive
experiencefrom infrastructure sustainability assessments as wellas best practice guidelines and safeguards (such
asthe Environmental and Social Performance Standardsof the International Finance Corporation). The assessment
coversthe bond issuer’s capacity foranticipating and assessing adverse social risks when selecting eligible green
and social projects. It is also reviewed whether the issuer has implemented policies that require project
beneficiaries to have systems in place toavoid, reduce or minimize adverse social impacts.

Governance assessment

Sound governance and transparency processes facilitate delivery of the client’s climate, environmental and social
ambitions laid out in the framework. Hence, key governanceaspects that can influence theimplementation of the
green, blue and social bond are carefully considered and reflected in the overall shading. CICERO Green considers
four factors in the review of the client’s governance processes: 1) the policies and goals of relevance to the
sustainable financing framework; 2) the selection process usedto identify andapprove eligible projects under the
framework, 3) the management of proceedsand4) the reporting on the projectsto investors. Based onthese factors,
we assign an overall governance grade: Fair, Good or Excellent. Please note this is not a substitute for a full
evaluationof the governance of the issuing institution, and doesnot cover, e.g., corruption.

‘Second Opinion’ on Government of Iceland’s Sustainable Financing Framework
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2 Brief description of Government of
Iceland’s sustainable financing framework
and related policies

Icelandisa Nordic island country with a population of 372,295, making it the mostsparsely populated country in
Europe. The capital Reykjavik is, with its surrounding areas, home to over two-thirds of the population. Iceland
is volcanically and geologically active. Iceland is a parliamentary democracy with a Nordic welfare system,
includinguniversal health care. The three main economic sectors are tourism, seafood and aluminum.

The Government of Iceland is committed to achieving the objectives of the Paris Agreement on Climate Change
and the UN Sustainable Development Goals (SDGs). Iceland, although not an EU member, is through its
membership in the European Economic Area (EEA) well integrated with the EU on a number of areas, including
climate and environment.

In 2021, Iceland was ranked as the third most developed country in the world by the United Nations' Human
Development Index. The Icelandic welfare state is based onrespect for human rights, equality, inclusion, human
dignity and access forall to essential services. In perpetuatinga high standard of living of its citizens, sustainable
development has been a long-time national priority for Iceland. Since the first national strategy, “Welfare for the
future”, was adopted in 2002, the country hasdeveloped and implemented successive policies towardssustainable
development. Most recently, the Iceland 2020 government policy statement for the economy and community
outlined social objectives related to knowledge, sustainability and welfare. The policy contained 20 quantifiable
objectivestargeted at improving well-being, gender equality, education and Iceland’s climate impact. Iceland has
aslo ratified international conventions that promote gender equality and women’s empowemment, including the
Conventionon the Elimination of All Forms of Discriminationagainst Women (CEDAW).

National Strategies and Policies

Climate and environmental policies

Under the Paris Agreement, Iceland aims at being carbon neutral in 2040 and has adopted a target of 55% net

reduction of greenhouse gas emissions by 2030 compared to 1990. This target is to be achieved within the

framework of a climate cooperation agreement with the European Union, its Member States and Norway. The

agreementmeans thatthefollowing EU regulations apply to I celand:

e Effort Sharing Regulation. Iceland is committed to binding annual greenhouse gas emission

targets forthe period 2021-2030 for the sectors outside the scope of the EU Emission Trading
System (EU ETS), namely theagriculture, transport, wasteand building sectors. Iceland has the
same obligations and flexibilities as EU Member States. Iceland’s 2030 target under this
regulation for the sectors outside the EU ETS is a reduction of 29% compared to 2005. This
target is based on the previous 40% EU goal, and will be increased. The revised target for each
country under theeffortsharing regulation is yet to be determined as the EU is currently working
on a legislative package to align all its regulation with the 55% target. To follow up onthe yeary
emission targets, the regulation entails a compliance exercise for two five year periods (2021-
2025 and2026-2030) andregular reportingon progress.

‘Second Opinion’ on Government of Iceland’s Sustainable Financing Framework



https://en.wikipedia.org/wiki/Nordic_countries
https://en.wikipedia.org/wiki/Capital_city
https://en.wikipedia.org/wiki/Reykjav%C3%ADk
https://en.wikipedia.org/wiki/High_island
https://en.wikipedia.org/wiki/Geothermal_gradient#Heat_flow
https://en.wikipedia.org/wiki/Human_Development_Index
https://en.wikipedia.org/wiki/Human_Development_Index

Shades of nowaprtot S&P Global ( ISD

Green International Institute for
Sustainable Development

e Regulationon Land-Use, Land-Use Change and Forestry (LULUCF): Iceland must ensure that
greenhouse gas emissions from land use, land use change and forestry are balanced by at least
an accounted equivalent removal of carbon dioxide from the atmosphere in the period 2021
2030, the so called ‘no-debit’ rule.

Inaddition, Iceland continuesto participate in the EUETS, asit has done since 2008, coveringmorethan 40%
of the country’s emissions. The EU-wide capon emissions underthe EUETS is decreasingevery yearand under
current regulations, the emissions cap in 2030 is 43% lower than 2005 emissions.

Icelandhasdevelopeda Climate Action Plan (CAP) outlining how it will meet its 2030 emission reduction target.
Icelandintendstoachieve the required emission reductions through domestic measures, without contribution from
international credits. Nevertheless, Iceland has requested access to the flexibility to transfer 4% of its EU ETS
allowances to potentially cover emissions from the sectors outside the EU ETS, but this flexibility will only be
used if strictly necessary.

The CAP was presented in 2018 and thoroughly revised in 2020. Itoutlines 48 mitigation actions across all relevant
sectors. 15 newactions were added in the recent review. The 2020 update of the Climate ActionPlan includes a
target of spending ISK 46 billion (EUR 311 m, approx. 2% of GDP) for the period 2020-2024.

Iceland’s GHG emissions profile is unusual in many respects:
«  Emissionsfrom electricity generation and space heatingare very low due to renewable energy
sources (geothermal and hydropower).

= The country currently produces 99.99% of its electricity using renewable energy ! and
97.4% of the heating used is provided by geothermal energy.? Some emissions of CO;
in geothermal steam are attributed to geothermal energy production (3% of total
emissions).

= Energy sectoremissions are dominated by emissions from land transport (cars, buses,
light and heavy duty trucks) and fisheries (international navigation excluded) (see
Figure 2).

» Individual sources of industrial process emissions have a significant impact on total national
emissions. Expansion in production capacity as well as start of new operations have visibly
impact the country’s emission profile, as for instance the start of new aluminium smelters in
1998 and 2007. Meanwhile, emissions from the industry sectors covered by the EU ETS have
been relatively stable since 2005. Primary aluminum production makes up 76 % of Iceland’s EU
ETS emissions, followed by production/processing of ferrous (20%) and non-ferrous (3%)
metals.

«  Emissionsfrom the Land Use, Land Use Change and Forestry (LULUCF) sectorare relatively
high. These have remained relatively constant since 1990. Recent research has indicated that
there are significant emissions of CO, from drained wetlands and land erosion. These emissions
can be attributed to drainage of wetlands in the latter half of the 20th century?, which had largely
ceasedby 1990.

! Orkustofnun (2020). 0S-2020-T012-01: Installed capacity and electricity production in Icelandic power stations
in 2019

2 Orkustofnun (2020). 0S-2020-T010-01: Final Heat Use in Iceland 2019 by District Heating Area.

® National Inventory Report, Iceland 2020.
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IPPU stands for “industrial processes and productuse ” and covers the greenhouse gas emissions resulting from
various industrial activities that produce emissions, but not coming from energy consumption, and the use of man-
made greenhouse gases in products. Typical examples on Iceland are emissions from the carbon anodes used in
aluminum production.

Figure 1: Excerpt from Figure 2.1 in National Inventory Report for2022 (from topto bottom): (1) emissions by
sectorin 2020, (2) emissions by UNFCCCsector over the time series, without LULUCF.

The most recent available emissions data is for 2020. Iceland’s emissions of greenhouse gases amounted t0 4.5
million tons in 2020, without emissions from the LULUCF sector. The two largest sources of emissions are
industrial processes (44%) and energy (burning of fossil fuels, mostly in road transportand fisheries (37%)". 2020
emissions were 23% higher than in 1990. Thesignificantincrease is due to three main developments: the expansion
of the metal production industry (in particular aluminium), increases in emissions from geothermal energy
utilization (due to higher electricity production) and a doubling of CO emissions from road transport due to
increases in population, number of cars per capita, mileagedriven and in the shareof larger vehicles.

“ National Inventory Report, Iceland 2022.
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Figure 2: Distribution of greenhouse gas emissions by sub-sector within the energy sector in Iceland, source:
National Inventory Report 2022.

In this context, additional measures and policies need to be implemented for Iceland to reach its 2030 target. In
the revised CAP, emphasis is put on a rapid clean energy transition in transportand increased efforts in the
LULUCEF sector (carbon sequestration and restoration of wetlands). The planalso covers other major sources and
sinks, with the largest emission reductions percentagewise planned to be achieved in ships and ports, energy
production and small industry, as well as waste management. According to analysis done for the govemment,
emission reductions from the actions quantified in the CAP are estimated to bringnon-ETS emissions down 35%
comparedto 2005 levelsin 2030.

In 2020, the government released an energy policy for 2050, which is aligned with the C AP, and which vision is
thatin 2050all energy production is to be made from renewable sources and developed in a sustainable and socially
beneficialmanner. The aim is to balance the protection of nature and natural resources on Iceland and the use of
energy resources. Among other, the 2050 vision includes that all fossil fuels are replaced by renewable energy
(includingin the transportand maritime sector).

Iceland does currently not have a climate adaptation plan, but it is currently under development and a white paper
hasrecently beenreleased. The white paper (national climate adaptation strategy) covers,among other, buildings
and urban development. According to the Icelandic meteorological office, glacier retreat, reduction and shifts in
pelagic fish populations, higher ocean acidificationthanthe global average and natural hazards (such as landslides
and floods) are the main physical climate risks faced by Iceland. The Icelandic government has assessed the
potential impactsto the hydroelectric power capacity of glacial melt andwork is ongoing to upgrade theresilience
of the electricity transmission network. Finally, the state-owned flood fund and Icelandic Catastrophe Insurance
(ICI) contribute to financial resilience against natural disasters. All publicly owned buildings are covered by the
ICI, which covers natural disasters, including direct damage caused by volcanic eruption, earthquake, floodsand
landslides.

Fishing has always been a crucial source of employment and nutrition for Iceland’s population. Going forward,
the issuer considers the three main challenges in the maritime sector to be sustainable fisheries, the impacts of
ocean acidification, and pollution (especially plastic pollution). The Icelandic government has made significant
effortsto prevent overfishingandillegal fishing. To restore fish stocks to a sustainable leveland avert a looming
crisis, the Icelandic government introduced a comprehensive system of individual transferable quotas via the
Fisheries Actin 1990. OECD, in a report publishedin 2017, recognized that “The Icelandic fishing management
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system isseen asa success in terms of economic efficiency andas a way of drastically reducing fishing effort to
safeguard the sustainability of fish stocks”.® Fish and fish products are Iceland’s main export industry, in addition
to aluminum, medical products and ferro-silicons.

Social policies

Iceland’s welfare model builds is guided by the SDGs, and respects the following government-ratified
conventions: European Conventionfor the Protection of Human Rights and Fundamental Freedom; International
Conventionon Civiland Political Rights; European Social Charter; International Covenant on Economic, Social,
and Cultural Rights; UN Convention on the Rights of the Child, UN Convention onthe Rights of Persons with
Disabilities. The spirit of the welfare state is based on respect for human rights, equality, inclusion, human
dignity,and access forallto essential services.

Access to essential services — Education

In Iceland’s Educational Policy 2030 (EP2030),° the government set out objectives for diverse and
individualized study programmes based on underlying values of welfare, happiness, equality, inclusion,
togetherness and mutual respectfor different backgrounds to ensure the development of the educational system
fulfilthe needs of the society. The maingoal of the policy isto provide access to all the essential educational
infrastructureand service, regardless of the economic status.

In its 2019 Voluntary National Review (VNR)’ of itsimplementation of the 2030 Agenda for Sustainable
Development, the Prime Minister’s Office highlighted the conservation of the future ofthe Icelandic language,
increasingthe number of teachers, growing the number of students in technical and vocational studies, reducing
the drop-out ratein upper secondary schools andthe education of pupils whose mother tongue is not Icelandic as
the main challenges facingIceland’s education system. Despite these challenges, 99.5% of 15 -year olds attended
mainstreamcompulsory schools and Iceland boasts the lowest proportion of young people aged 18-24 years of
age in neither school norwork among OECD countries.

Access to essential services — Healthcare

Iceland’s health care system is based on the fundamental va lue of beingaccessible to all regardless of economic
status.® Its objectiveis to provide accessibility to the ‘bestavailable healthcare services forall’ regardless of
economic status with the focus on physical, mentalandsocial health.

The healthsystemin Iceland isrobust. Thesole challenge facing Icelandto meetall of health-related SDG
commitments is to increase the proportion of births attended by skilled health personnel from 97.9% to 100%.°
Inits VNR, the Iceland governmentnotedstrides made to address alcoholand drugabuseand increased access
to psychological services through primary health care. A changing demography with lower birth ratesand
challenges linkedto recruiting health care personnel are viewed as long-term issues that the government will
need to address.

Access to essential services — Social Inclusion

Icelandhas noted a needto provide betteraccess to essential services for population groups at risk of social
exclusion. As part of these efforts, the government provides financial assistance to vulnerable populations to
ensure theirinclusion in society. Specific vulnerable populations identified by the government include people

® Sustaining Iceland ‘s fisheries through tradeable quotas, Country study, OECD Environment Policy Paper 9:
Policy-Paper-Sustaining-I celand-fisheries-through-tradeable-quotas.pdf (oecd.org)

® https://www.oecd-ilibrary .org/education/iceland-education-policy-2030-and-its-implementation_6e9d2811-en
" https://sustainabledevelopment.un.org/content/documents/23408VNR_Iceland_2019_web_final.pdf

& https://www.government.is/library/0 1-Ministries/Ministry-of-Heal Th/PDF-skjol/Heilbrigdisstefna_english.pdf
® https://dashboards.sdgindex.org/profiles/ISL
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living under the poverty line, people with disabilities, migrants and displaced persons, women and sexualand
genderminorities, aswellas aging populations and vulnerable youth.

Affordable Housing

A secure home isa key premise forthewelfare of every family. Housing security forall residents of Iceland is
the principal objective ofthe government’s public housing policy; to provide access to affordable housing to
vulnerable population, as wellas providing financial support for those whoneedit. °

Iceland’s VNR reported that in 2014, housing expenses as a proportion of renters’ disposable income was
24.3%, and the proportion of tenants who hadto bear onerous housing costs was 18.7%. Also, the average
waitingtime forsocial rentalhousingwas 26.6 months. To respond tothis, a task forcewas created to improve
the housing market situationas it was deemed therewas not enough supply of affordable housing. In 2019, the
task force provided 40 proposals to the Prime Minister’s officeand more constructionis underway. Despite these
actions, it is estimated that two thousand apartments will still be needed by the beginning of 2022.

Employment generation and socioeconomic advancement and development

While the unemploymentrate in Iceland is low, the governmentstill finds it necessary to direct investment
towards supporting the employmentof elderly and long-term unemployed people, aswellas provide
professional transition training schemes. The government also supports SMEs; in particular those that are
impacted by the consequences of extreme events.

To meet futureneeds fordecentjobs, [celand’s governmentis focused on productivity in all sectors. Recent
increases in productivity in Iceland have beenachieved by diversification, technological advancesand
innovation. Other recent trends thatwill have significant impacts onthe quality of employment opportunities
generated include Iceland’s policy in fisheries and a griculture to further increase the utilizationofinputsin a
sustainable manner and efforts to reducethe carbon footprint ofTceland’s growing tourism industry.

Gender equality and women’s empowerment

The Icelandic governmenthave madea notable effort to address discriminationagainst womenand gender
discrimination. Anewact on Equal Status and Equal Rights Irrespective of Gender, No. 150/2020, implemented
in 2020, prohibits multiple discrimination and reflects recent international developments regarding equality.

The Act requiresa company or institution with anaverage of 25 or more employees in principle perannumto
acquire equal pay certification followinga certification body’s audit of the company’s or institution’s equal pay
system in which it is confirmedthatthe equal pay systemand its implementation meet the requirements of the
[ST 85:2012standard.*

Icelandhasbeenranked asthemost gender equal country, accordingto the World Economic Forum’s Global
Gender Gap Report 2022*,

Use of proceeds

The Government of Iceland’s sustainable financing framework includes debt instruments (bonds, loans, bills
and/orothertypes) in three categories: green (seven project categories), blue (four project categories) and social
(four project categories). The blue category includes marine and ocean-based projects that have environmental,
economic and climate benefits. The Government of Iceland has at this stage not concluded on what portion of

10 https://www.government.is/topics/housing/
1 https://kvenrettindafelag.is/wp-content/uploads/2022/06/Iceland-shad ow-report-CEDAW-2022-final.pd f
12 https://www.weforum.org/agenda/2022/07/gender-equal-countries-gender-gap/
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proceeds under this framework will go to the different categories but expects an approximately 50/50 split to
green/blue andsocial. Theremay be individualissuancestofundi.e. only green, only blueor only social projects,
or any combination of those categories as sustainability instruments. The government will prevent the double
financingthe ofthe sameeligible expenditures to prevent double counting in case of multiple thematic issuances.

An amountequalto the net proceeds from the sustainability instruments will be used to finance or refinance public
expenditures. Proceeds from the sustainable financing framework can fund both existing and new expenditures.
New financing refers to expenditures for activities initiated in the same year as financing has taken place.
Refinancingrefersto activities initiated the year before financing has taken place or earlier. The issuer expects to
re-finance projects goingback to 2018. The government expects that re-financing projects from the period 2018
to 2022 to accounts for approximately 40% of the total, but this is subject to uncertainty as the projects are still
beinganalysed.

Underthe framework, eligible expenditures are limited to central governmentbudgetexpenditures. These include
direct investment expenditures, onlending (lending to state-owned companies), subsidies, fiscal measures (tax
credits) and selected operational expenditures to the extentthey are contributing to the government’s sustainability
objectives and comply with thecriteria in at least one of the project categories.

Administrative charges can be accepted in so faras they represent less than 15% of the expenditure and are
necessary forachievingthe projects’ objective.

The issuer states that proceeds, including any unallocated proceeds, will not be placed in assets, projects, or in
entities related tothe following activitiesor sectors focused on fossil energy generation, nuclear energy generation,
research and/or development within weapons and defence, environmentally negative resource extraction (suchas
rare-earth elements or fossil fuels), gambling, alcoholic beverages ortobacco.

Selection

The selection process is a key governance factor to consider in CICERO Green’s assessment. CICERO Green
looks at how climate and environmental considerations are considered when evaluating whether projects can
gualify for sustainable finance funding. The broader the project categories, the more importance CICERO Green
places on thegovernance process.

An inter-ministerial Sustainability Committee is responsible for the evaluation and selection of eligible
expenditures. The committee is headed by the Ministry of Finance and Economic Affairs. It consists of
representatives from at least the Ministry of Environment and Natural Resources, Ministry of Industries and
Innovation, Ministry of Welfare and the Prime Minister’s Office. The Prime Minister’s Office has recently been
given a new role in coordinating sustainable development and is also responsible for gender equality. Subject
matter experts, both internaland external, may be consulted. Committee decisions are taken by consensus.

Selection of eligible expenditures will be performed at least onanannual basis and consists of three steps:

1. Firstly, the Ministry of Finance prepares an initial list of potential eligible expenditures by identifying
expenditures in the central government budget thatcomply with the criteria in at least one of the project
categoriesand meetthe definition of eligible expenditures.

2. Relevant ministries are responsible for submitting an activity and/or project to the committee for its
assessment.

3. The committee assesses whether the submitted expenses comply with the criteria and thresholds set in
the sustainable financing framework, and approve the selected expenditures. The committee also assesses
the legalrisks of the submitted projects.

‘Second Opinion’ on Government of Iceland’s Sustainable Financing Framework
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Management of proceeds
CICERO Green finds the management of proceeds of Government of Iceland to be in line with the Green Bond
and Social Bond Principles.

The Ministry of Finance will establish and maintain a Sustainability Registry for recording proceeds from the
sustainable bonds of this framework, as wellas expenditures.

The allocation of the proceeds of the issued sustainability instruments to eligible expenditures will be reviewed
and approved by the Sustainability Committee on, at leastsemi-annually basis, until fullallocation. In casethata
project doesn’t meet the requirements anymore, it will be removed, and the expenditures of the year will be
excluded. In case of legal controversies associated with a project, the Sustainability Committee will assess, in
consultation with relevant ministries, if the project is to be maintained or removed from the Sustainability Registry.

The issuer states that it wants to fully allocate proceeds from its sustainability instruments under the framework
within the following three calendar years from the year of financing. Unallocated proceeds may temporarily be
placed in cash, cash equivalents, or other liquid marketable instruments, preferably other financial instruments
presenting criteria similar or equivalent to the categories of its sustainable financing framework, such as green
bonds or green deposit accounts.

Reporting
Transparency, reporting, and verification of impacts are key to enable investors to follow the implementation of
sustainable finance programs.

The Ministry of Finance will publish a public annual report in English in line with its general annual reporting
cycle untilnet proceeds arefully allocated. The reportwill cover bothallocation of proceeds and impactreporting.
The issuer states that the intention is to report for each individual bond issuance. The Sustainability Registry
maintained by the Ministry of Finance will form thebasis for this reporting.

The allocation reporting will be at both aggregated and project category level. It will include a summary of the
financed activities, the types of instruments issued, outstanding amounts, balance of unallocated proceeds,
financingvs. refinancing ratio, allocation to the different expenditure categories, geographical distributionand a
selective list of funded projects.

The issuer states that reporting will be in accordance with international guidelines and protocols, which may
include the following:
e Multilateral Development Banks’s Proposal for a harmonized framework for impact reporting on
Renewable Energy/Energy Efficiency projects (2015)
e International Capital Markets Association’s Handbook on Harmonized Framework for Impact Reporting
(2021)
e Nordic public sector green bond issuers’ Position Paper on Green Bonds Impact Reporting (2020)
e EU Green Bond Standard

The issuer pointsto the fact that impact reporting is subject toavailability of informationand baseline data at the
time of the reporting. Moreover it is stated in the framework that data may be subject to confidentiality
agreements, competitive considerations, and other such factors, which may limit the scope of impact reporting.
Indicatorsinclude, butare not limitedto, the following: an estimation of reduced/avoided GHG emissions per
year, number of clean vehicles (categorized accordingto technology), number of qualified buildings and level of
certification, hectares of land transformed, reclaimed or protected, as wellas proportion of fish stocks within
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biologically sustainable levels and oceanacidity measured at agreed suite of representative sampling stations.

The governmentintends to make anauditor from the Icelandic National Audit Office perform a verification of the
allocation of the proceeds of issued instruments under this framework. The government is also considering to
engage a third party forimpact calculations. The reports from the verification of bothallocation of proceeds and
impactcalculations will be publicly available onthe government website.

‘Second Opinion’ on Government of Iceland’s Sustainable Financing Framework
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3 Assessment of Government of Iceland’s
sustainable financing framework and
policies

The framework and procedures for the Government of Iceland’s green, blue, social and gender investments are
assessed and their strengths and weaknesses are discussed in this section. The strengths of an investment
framework with respect to environmental impact are areas where it clearly supports low-carbon projects;
weaknesses are typically areas that are unclear ortoo general. Pitfallsare also raised in this section to note areas
where the Government of I celand should be aware of potential macro-level impacts of investmentprojects.

Green shading

Based on the overall assessment of the green, blue, social and gender project types in this framework, and
governance and transparency considerations, the Government of Iceland’s sustainable financing framework
receives a CICERO Dark Green shading for green and blue sustainability indstruments. CICERO Green does
not assign an overall shading for social or gender bond issuances. The CICERO Green shading for combined
issuances (sustainability bonds) will depend on the weight of social vs green assets in the use -of-proceedssection
of such bonds.

Eligible projects under the Government of Iceland’s sustainable financing framework

At the basic level, the selection of eligible project categories is the primary mechanism to ensure that projects
deliver environmental and social benefits. Through selection of project categories with clear environmental and
social benefits, sustainable financing frameworks aim to provide investors with certainty that their investments
deliverenvironmentalandsocial returnsas well as financial returns.

The proceeds of the green, blue, social and gender instruments issued by the Government of Iceland will be
allocatedto certain central governmentbudget posts that comply with the criteria, thresholds and contribute to the
stated objectives of at least one of the project categories. These budget posts include tax discounts and subsidies,
direct investments and selected operational expenditures by government agencies, national parks, NGOs,
universities, hospitals and research institutions, as well as lending to state-owned companies. According to the
issuer, administrative costs are also eligible for green, blue, socialand gender instruments funding, but theseare,
foreach eligible expenditure, cappedat15%of the proceeds.

The following three tables provide an assessment of the eligible green, blue, social and gender asset categories.
The Government of Iceland expects toallocate approximately 50% of proceeds to green and blue projects and50%
to socialand genderasset categories. The final distribution of proceeds will depend on the decision taken by the
sustainability committee. The largest project categories in the first green issuance are expected to be clan
transportation, green buildings and management of living natural resources, with projected shares of 30, 26 and
19% in the first issuance.
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The followingtable provides an assessmentof theeligible green asset categories:

Green Eligible expenditures ExampleexpendituresGreen Shading and some concerns Social considerations
categoryand and some concerns
objectives
Clean — Vehicles (belowthreshold no.1 Vehicle subsidies: VATDark Green Affordable access to public transit
transportation applies): any vehicle using discounts to electric v' Electric vehicles and hydrogen (from renewable benefit all populations, butcan have
Eli?)(gzgls(},lgz ddfzﬁgzr;, r(r)1reth ane.or Cars sources) are important low carbonsolutions. The greaterimpact on vulnerable and
Objectives: other zero missiontra nspor’éation issueris currently not expecting biofuelsto receivea marginalized populationif they use
equipment, e.g. bicyclesand Electric buses for significant shareof proceeds under this framework. these modes of transportation more
o ;rr?g fove scooters. Dedicated vehicles  Borgarlinan (rapid bus From a life cycle perspective, public transportation is frequently.
promote ?tor:g)s/hu()s;ggr?g\éagczdnzlzf:g;ly) system in Reykjavik). less resource and emissions intensive than privately Increased access to transportincreases
clean . orrenewableIi.qL;id,andgaseous owned cars. the likeliness of achieving gender
transportati transport fuels of non-biological While electric modes of transportationare preferable equality, education, and health
22 ;ﬁ;eungz origin. to those thatdirectly usefossil fuels, investors should objectives.
vehicles — Publictransport (thresholdno.5 nevertheless be aware ofthe indirect GHG emissions Vehicle subsidies disproportionally
carbon applies): fully electrified or other stemming from the production and use of new benefit populations who canaffordto
intensity / :?%%Z?n%(ubs?e%afrz?ﬁs trams vehicles. The productionof such vehicles, in purchase vehicles.
emissions. e oo ' ' ’ particular the production of batteries and the sourcing If public transportation networks are
— Infrastructure: any construction, of rawmaterials, canhave substantial climate and mostly in urban areas, populations in
Sustainable expansion, equipment, and environmental impact. these areas will benefit more thanrural
Development improvements of infrastructure Forsome types of vehicles, in particular heavy duty populations.
Goals (STDGS) supp_ortlng vehicles, ar_1d/or vehicles, electric technologies are not yetavailable on
number: 9.1, public transport as defined above. . .
9.4,11.2 and a large scale. For these types of vehicles, biofuels,
132 Threshold biogasandother types of fuels where theenergy
1. Passengercarsand light content is derived from renewable sources other than

commercial vehicles: eligible if
they havezero CO; emissions.
Two-and three-wheel vehicles

biomass (so-called “renewable liquid and gaseous
transport fuels of non-biological origin”) have an
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and quadricycles: eligible if they
have zero COzemissions. Heavy
commercial vehicles: eligible if
they havezero CO;emissions.

2. Onlyrapeseedoilthathasa valid
certification fromany of the
voluntary schemes approved by
the EU commission for biofuels.

3. Otherfirst-generation biofuels
arenoteligible.

4. Asdefinedin Art.2 (34)and Art.
2 (36) Directive (EU) 2018/2001
aswell as certified low-1LUC
biofuelsare eligible.

5. Emitbelowthe definedthreshold
of <=50 gCOze/pkmuntil 31 Dec
2022. From 2023 0gCO./pkm.

important role in reducingemissions fromthe
transport sector.

Biogasis part of the circulareconomy, asit forms
partof a closed loop in which waste, wastewater,
forestry andindustrial residues are used in renewable
productssuchas fuel, electricity and heat. Biogas is
normally produced from organic waste thathas few
otheruses: this is positive from a resource efficiency
perspective.

Generating transport fuels from landfillgas methane
avoids the methane from being emitted tothe
atmosphere.

As with any activity, the production and use of biogas
entails someemissions (including methane) and
discharges to the environment (e.g. plastic pollutants).
These environmental impacts should be soughtto be
minimized.

Notalltypes of biofuel are sustainable, dueto risks of
indirect land use change suchas deforestationand
risks of negative impacts onbiodiversity. Sourcing is
key to ensure lower life cycle emissions than fossil
fuels. The framework’s limitation ofeligible biofuels
to advancedbiofuels asdefined in article 2 (34) of the
recast EU renewable energy directive, to certified
low-1LUC biofuels (regulation 2019/807),aswellas
to rapeseed from any schemes approved by theEU
commission (nosuch schemes are yet approved)
mitigates thoserisks substantially. Nonetheless, there
is no guarantee that biofuels do not originate from
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deforestedareas (forinstance biofuels with palm oil
mill effluentas feedstock are considered as advanced
in the recast renewable energy directive).
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Renewable
energy

Objectives:

~ from
— Acceleratin

gthe
transition
towardsan
economy
that fully
runson
renewable

energies.

SDGs: 7.1, 72,
9.1, 94, 131,
132

All expendituresenabling o
constructionand operation of
electricity generation facilitiese
that produce, transmit or
distribute electricity or heat

SolarPV, concentrated
solarpower, wind power
Hydropower, including
pumped-storage facilities ®
(threshold 1 applies)
Geothermal (threshold 2
applies) when life cycle
impacts forproducing 1
kWh of electricity are
belowthe declining
threshold

All expendituresenabling
constructionand operation of
hydrogenorotherbio
(threshold 3
applies)/electrofuels.

Measures to increase
sustainable heatingand
cooling, heat usage, heat
insulation, installation of heat
pumps (threshold 4 applies)
and waste heat usage (industry
and private sectors).

All expenditure enabling
research forallrenewable
energiesand energy storage
(e.g., “green” hydrogen),

National Energy
Authority (Orkustofnun)
Grantsorloansby the
National Energy Agency
(Orkusj6dur) towards
reducingfossil fuelsand
increased use of
domestic renewable
energy.

Energy, researchand
various projects.

v
v

Dark Green

Renewable energy is key in a low carbonfuture.
Thresholds chosen for hydropower and geothermal
account for life cycle emissions, and geothermal
power generationon Iceland is expected to havevery
low emissions, well below the defined threshold.
Iceland’s regulations address potential issues with
biodiversity, natural conservation andlocal
communities. Iceland has a master planfornatural
protection andenergy utilizationin orderto reconcile
competing interests of nature conservation and energy
production. Environmental impact assessmentshave
to be carried out and there isa public consultation
process. Nevertheless, there may still be local
resistanceagainst new renewable power plants,
mainly due to theirimpact on nature.

Emissions from the construction phase of new power
plantsshouldbe minimized, and climate resilience
should be addressed. Work isongoingin Iceland to
improve theclimate resilience of the electricity
transmission network.

Hydrogen produced from renewable energy sources is
part of thelongterm low-carboneconomy.

Biofuels haveanimportant role to playin reducing
emissions fromthetransport sectorandbiofuels
produced onIceland could be sustainable alternatives
with significantly lower life cycle emissions than
fossil fuels. The framework’s limitation of eligible

Increased investment in renewable
energy can support increased access
to affordable renewable energy.
The continuedtransitionto
renewable energy production may
create employment opportunities.
In some cases, the construction of
electricity generation facilities,
especially hydropower plants can
have negativesocialimpacts.
Accordingto the issuer, Iceland has
a specific process to mitigatethese
risks that involves stakeholder
engagement with the public.
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energy efficiency, power grid biofuels to advanced biofuels as defined in article 2
?nr][g rf;?(\)’\fgﬁ;ner%nsi tion (34) of the recastEU renewable energy directive, as
g ’ 9y ' well asto rapeseed fromany schemes approved by the

Thresh(_)!ds _ EU commission (no such schemes are yetapproved)
1. Facility commencing mitiga tes those risks substantially.
operationbefore2020
needsto have a power
density higherthan

5W/m2 or GHG emission
intensity lowerthan
100gCO.e/kWh. Facilities
commencingoperation
after2020need to havea
power density higherthan
10W/m2 orGHG
emission intensity lower
than 50gCO.e/kWh.

2. Facilitiesare operatingat
life cycle emissions lower
than 100gCOe/kWh,
decliningto net-0gCO.
e/kWh by 2050.

3. Only rapeseedoilthathas
a valid certificationfrom
any of the voluntary
schemesapproved by the
EU commissionfor
biofuels.** Other first
generationbiofuelsare
noteligible. Or produced
from the advanced
feedstock listed in Part A

3 https://ec.europa.eu/energy/topics/renewable-energy/biofuels/voluntary-schemes_en
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of Annex I X of Directive
(EU) 2018/2001.

4. Facilitiesthat produce
usingelectricity from the
abovementioned sources
or biomass with a
decliningthreshold of
100gCO.e/kWh.

Green New construction, acquisition of e Construction  Medium Green v Large infrastructure projects may
buildings, leasing, operations,

buildings 4 - of new v Icelandhas vast access to renewable energy, for both create employment opportunities.
renovation, andrefurbishmentof onal heati delectrici hich hatdi v Th Kindi h
existing buildings must be certified nationa eatingandelectricity, which means that direct The framework indicates that
Objectives:  threshold 1 applies. The grading must hospitalon emissions from buildings are low. Only buildings investments screens will take into
— Improve include the following: Landspitalisite with renewable energy qualify under the framework. considerationaccess for those reliant
and - Ascreeningforclimate risk and with v" Embodied emissions in building materials, aswellas upon public transport or bike/walking.
promote resilience included in the design. BREEAM construction phase emissions, consequently represent
green - Electricity andspaceheating Excellent a largershare of buildings’ life cycle emissions.
buildings from 100% renewable energy I . T . .
andreduce  sources certification Effortsto limit those emissions are essential for
environme - Solutionsfora car-free living e Construction reducing the environmental impact of new buildings
ntal and electric charging stations of fisheries and refurbishments of existing ones.
impact fueled with 100% renevable research v Inaddition tothe levels of environmental building
energy sources. - e . N
- Material choice based on life institute certifications requ,red under.thef.rarrjewo.rk,.bundmgs
SDGs: 11.1, cycle considerations. hz.we to get popts in the certification’s criteria on
11.3,13.1and climate adaptation, surface water run-off, modes of
Threshold S .
13.2 transportation, life cycle impactsand low carbon
— LEED “Gold”, BREEAM design. In sum thesecontribute to lower carbon
“Excellent” (also BREEAM in-use .
and BREEAM Refurbishmentand Fit Imp_aCF. . o .
Out), Miljébyggnad “Silver”, DGNB v" While it is a strength to focus on building materials,
“Gold”, The Nordic Swan Ecolabel energy demand should be managed, as even

certification", or similar. . .
renewable energy has environmental impacts.

Accordingto the issuer, buildings financed under the
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framework alsoneedto meetsimilarenergy use
requirements asthe BREEAM Excellent certification.
Given thatthere isno clearenergy performance
requirement in the Icelandic building regulation, how
ambitious the energy requirements are compared to
regulation is difficult to assess.

The issuerexpects most financed buildings to have
the BREEAM Excellent or Swan Ecolabel
certification, asthese arecurrently the mostusedin
Iceland. Meanwhile, for the sake of competition in the
market, theissuer has decidedto includein the
framework several different certifications that have
notyet beenusedin the Icelandic context (DGNB and
Miljébyggnad). The issuer does currently notexpect
to see any projects using LEED, DGNB or
Miljébyggnad.

The BREEAM In-use, Refurbishment and Fit Out
(“Excellent”) certifications have been included in
ordernot to excludeany large retrofits of existing
governmental buildings. From a climate perspective,
retrofits of existingbuildings are generally preferable
to new construction. However, the energy efficiency
needsto improveby 30% by 2025 comparedto
current performance to be in line with the Paris
agreement. Accordingto theissuer, energy efficiency
in the retrofitted buildings is expected to improve in
the order of 30%, but there isno guarantee for that.

A steering committee is currently assessinghowto
handle materials and waste from the existing hospital
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at Landspitali. Specialattentionis given to handling
of waste, lookingat potential for re-use andrecycling.
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Managementof Expenditure in projectsor o Researchand Dark Green Significant conservation, forestry,
living natural ?gﬁé\;{ur;s(tl)rélsouv?/t?r:?ssbr:gl i1 monitoring of v Only 1% of land is covered by forests on Iceland, with and land reclamation projects may
resourcesand  applies), land conservation Icelandic some 36% being grassland and 9% wetland. Enhanced create employment opportunities as
land use and/or restoration, e.g. land nature action onforestryandrevegetation, land conservation, well asincreaseclimate resilience
remediation, reforestation,and  (Icelandic including of wetlands, haveanimportant role to playto duringextreme weather events.
Objectives; ~ afforestation threshold 2 Institute of increase carbon sequestration and reduce emissions. Sustainable food productioncan
— Promote applies). ) Natural v" Reforestationand afforestation may haverisks of increase nutrition levels throughout
sustainable Managementand maintenance istory, negatively impacting biodiversity, which should be the population.
agriculture, °f nationalparksand Icelandic Met mitigated.
biodiversity SOnservationareas. Office v Icelandishometo uniquenatural assets and 25% ofthe
and Expenditures to support ' o .
preservationhorticultureand agriculture research country_ls either national parks or other protected area
ofliving  (threshold 3 applies). centres) categories.
natural Investmentstopromote use of®  Nature conservation, v Nature conservation is dependent on research, monitoring
resources. renewable technologyin the forestry andland and environmental expertise, andis also importantfroma
agriculture sector (e.g. reclamation, done by climate perspective, especially when contributing to
SDGs: 13.1, geothermally heated the Environment maintenanceor increase of carbon stocks.
132,151~  9reenhouses). Agencyi, i.e. v' One of the main aims ofthe agreement between the
15.5,15.8,15.9.Threshold Vatnajokulland Icelandic Association of Horticulture Producers
1. Aforestthat maintains Thingvellir National (vegetable producers) is to increase knowledge on
thelrblo_d versity, . Park bindingandreducing CO; emissionamongst fammers, as
productivity, regeneration . . . .
o capacity, vitalityand their® Grantsto Icelandic well asimprovingresource use and reducing waste.
potentialto fulfil, now Associationof Grantsare also given to increase vegetable production.
and in the future, relevant Horticulture Producers Expenditures need to demonstrate GHG emissions
ecological,economicand  (yegetable producers), reductionsto be eligible. A shift towards a moreplant-
2 %%C;?;Llénccéﬁygsi on YVhiCh haveentered _ bas.ed dietisimportant for reducing emissions from
and/or restoration activity ~ intoan agreement with agriculture.
must followa relevant the governmentto be v" Amongthe main sources of greenhouse gas emissions in

management system, have
an established baseline

agriculture are land use change (esp. forests, wetlands)
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GHGhbalance, and be carbonneutral by forcultivatingnewareas, andthe use of some types of
projected toincrease

above ground carbon 2040. ar_t|f|(_:|a!fertlllzer(both_from product_lon anduse). The

stock overthebaseline criteria listed under 3 mitigate these risks.

and enhancebiodiversity. v" Livestockisnot eligible underthe framework, norfossil
3. Avoided orreducedGHG fuelmachinery norvehicles.

emissionsare

demonstrated through

appropriate management

practices, alongwith
maintaining or increasing
the existing carbonstock,
and productionactivity

cannotbe undertakenon
land that had any ofthe
followingstatusin or
afterJanuary 2018:

i) Wetlands,
namely land that
is covered with
or saturated by
water

permanently or
fora significant
part of theyear;
i) Continuously
forestedareas,
i.e. with minimal
crown coverand
the minimal
height of forest
at maturity of
10%and2m
accordingly. The
minimalareais
0.5haand
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minimalwidth
20m.

iii) Land spanning
more thanone
hectare with
trees higherthan
fivemetresanda
canopy cover of
between 10%
and 30%, or
treesableto
reach those
thresholdsin
situ;

iv) Peatland, unless
evidence is
provided thatthe
cultivation and
harvesting of
that raw material
doesnotinvolve
drainage of
previously
undrained soil.

Circular Expenditures to facilitate e CaptureofCO;  Mediumgreen v Recyclingand reuse may strengthen

carboncapture and v . L
economyand storage/utlization, and from heavy Carboncapture andstorage is part of thelongterm localemployment opportunities,

emission increasedair quality. industriesand from solution and technological development in thisarea is especially for population groups
reduction - Construction and geothermal plants important to reduce emissions from Iceland ‘s heavy thatalready depend on these
operation of capture and through the CarbFix industries. activities.

Based on: storage/utilizationof CO- method. v' CarbFixisa collaborative research projectled by
— Eco- to lowerglobal e Climatefundand Reykjavik Energy, that aims to developsafeand

efficient and atm ospher!c O actionsfromthe economically viable methods and technology for

ircul concentrationlevelsas .
circular permanent CO; capture and mineral storage
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egonmgy dGefined inthe . Climate Action Plan underground. The mineralization process takes less
adapte overnment’s climate : : :
products action plan. on cwcular_economy tha_n two years, accordingto results from experimental
_ pollution - Activitiessupporting Grantsto circular projects.
prevention increasedair quality in economy projects Waste prevention, improved waste classification and
andcontrol line with goalsof the that aim to reduce increasing the shareof recycling are essentialin a low
— Waste Got‘_’em‘Tem sairquality waste, improve carbonsociety and partof the long-term solution.
managemen ¢ |_on plan. - waste sortingand Innovationand technological development are crucial
t Expenditures to facilitate | promote recycling. in this sector. The eligible grants under the framework
L increaseduse of eco-efficient . L L
Objectives: Public procurement promote these objectives. Some I1SK 230 million were

the shift
from linear
economyto
circular
economy
with
effective
resource
utilization.

products, waste reduction, and
— Facilitating better waste management.

Purchases of certified
(belowthresholdno. 3
applies) products,
services, Or processes.
Collection andtransport
of non-hazardous waste
where: source segregated
waste (in single orco-
mingled fractions) is
separately collected with
the aim of preparing for
reuse and/or recycling, or
anaerobic digestion of
bio-waste (threshold no. 1
applies).

Material recovery from
separately collectednon-
hazardous waste
(threshold no. 2 applies).
Composting of bio-waste
when; bio-wasteis source

of certified products
in line with the
government‘s
sustainable
procurementpolicy.

awardedto projectsin 2021.*

The governmenthas recently finalized a sustainable
public procurement policy, and all public procurement
financed under this framework will be in line with that
policy. Such public produrement includes purchases
of certified products.

Both the Nordic Swan and EU Ecolabel follows strict
guidelines to lower environmental impactof products
and services through their life-time. The Swan label
requires inspectionvisits, while this is voluntary
underthe EU Ecolabel. Blauer Engelisthe German
ecolabel, while Bra Miljovaland Green Sealare
developedrespectively by a Swedish non-
governmental organisation andan international non-
profit organisation. While these certifications are
expected to have positive environmental impacts,
there is limited quantifiable evidenceto assess the
scale of achieved emission reductions.

14 Board of Directors | Allocation of grants to boost the circular economy (stjornarradid.is)
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segregated and collected
separately, anaerobic
digestionisnota
technically and
economically viable
alternative, andthe
compostproduced is used
asfertilizer/soilimprover.

Otherexpenditures enabling
climate change mitigationand
transitionto circulareconomy
accordingto the climate
action planandtransition to
circulareconomy policy that
are not definedelsewhere in
the framework.

Thresholds:

- Indedicated bio-waste
treatmentplants, bio-
waste shall constitute a
major share ofthe input
feedstock (atleast70%,
measured in weight,asan
annualaverage). Co-
digestion iseligible only
with a minorshare (upto
30% of the input
feedstock) of advanced
bioenergy feedstock listed
in Annex I X of Directive
(EU) 2018/2001.

- Itshould produce
secondary raw materials
suitable for substitution
of virgin materials in
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production processes and,
at least 50%, in terms of
weight, of the processed
separately collected
nonhazardous waste is
convertedinto secondary
raw materials.

- Nordic Swan Ecolabel,
EU Ecolabel, Blauer
Engel, Bra Miljoval,
Green Seal, orother
green procurement

purchasesas defined by
EU’s Green Public
Procurement (GPP)
criteria.
Climate change Researchandinnovation e Nationalavalanche Darkgreen v" Reduction of extremeevent risk
adaptation and/or theacquisitionof and landslidefund v Research, information systems and measures to may improveliving conditions for
technologies and information L . . . . . ) . L
systemsto supportadaptation ~ ®  Hafnabtasjodur increase climate resilience areimportantgiven climate the marginalized (populations living
Objectives: and early warning systems (The Icelandic Road change scenarios, including higher frequency of in poorconditions)
— Strengthen (monitoring of climateand and Coastal extreme weather conditions and Iceland’s exposure to v’ Efficient adaptation strategies can
resilience weather systemsand Administration physical climate risks (in particular landslides and mitigate health risks such as better
hydrqloglcal systems, .etc.). (IRCA)) floods). water drainage systems reducing
and Fundingto enhance climate : : . . .
. e L v" Accordingto the issuer, expenditures that prolong the risks of water-related diseases
adaptive resilience, e.g. but not limited o . . . .
capacity to to: lifetime of fossil fuel based infrastructure (such as duringextreme climate eventsor
climate - Resilient reconstruction roads)and operations are noteligible. natural disasters.
related (incorporation of disaster
hazardsand risk reductionand

resiliency buildingto
natural enhance theability of
disasters. urban infrastructure to
withstand weather related
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events orothernatural
disasters.
- Flood mitigation (drainage

system upgrades, etc.).

Information andEXpPenditures enabling
storage, manipulation,
management, movement,
control, display, switching,
Objectives;  interchange, transmission, or
reception of diversity of data
Promotedata- through data centres (below
driven solutionsthreshold no. 1 and 2 apply),
forGHG includingedge computing.

emission Expenditures enabling
: development and/or use of

Ir;cljvucc:r%r;sna dn:ta ICT solutionsthatare aimed
at collecting, transmitting,

storage. storingdataandatits
modellinganduse whenthese
activitiesare exclusively
aimed at theprovision of data
and analytics for decision
making (by the publicand
private sector) enabling GHG

° emission reductions.

Threshold

1. The data centre implements
the European Code of
Conductfor Data Centre

Energy Efficiency.

communication

Government Medium to Dark green

operateddata v' Given vast access to renewable energy on Iceland, the
centres, such asdata . itable location for electricity i .
centres used for countryisa suitable location for electricity intensive
Nordic weather data centres. Data-centres in Iceland should have
observation lower GHG emissions dueto theiraccess to
cooperation. renewable energy.

Digital Iceland v Processingandstoring ever-greater amounts of data

while limiting energy use and environmental impactis
a key challenge for data centres. Energy efficiency
needsto be address, alongwith makingthecentres
resilient to expended changesin climate. A data
centre’s power usage efficiency (PUE) is calculated
by dividingthe total power consumed by the power
used solely forcomputing. The closerthat ratio is to
1.0,the more efficient thesystem. The industry
average in 2020was 1.59,and 1.49 in Europe, which
is the lowest in the world™.

v Crypto-currency data miningnotincluded underthe
framework. Crypto-currency miningis globally a
significant emissions concern because the mining
process is energy intensive.

v" No foreseeable social considerations
or concerns.

15 Which regions havethe most energy efficient data centers? - Uptime Institute Blog
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2. Power Usage Effectiveness
(PUE) < 1.5is required.

Table 1. Eligible green project categories

The followingtable provides an assessmentof theeligible blue asset categories:

Blue category  Eligible projecttypes Exampleexpenditures Green Shading and some considerations Social considerations and some concerns
Clean vessels EXperit_UFeS IrEI?t'ed toany e Electricferry at Medium to Dark Green v" Proposed expenditure looks to
vesselusingelectric, Herjolfur v e . . . . .
hydrogen (below threshold 1 Electrification and newtypes _of vessels using hydrogen im provc_equallty oflife f(_)ra limited
Objectives: applies), biogag/landfill gas, (from renewable sources) are important low carbon population and may do little to
— Promote or vesselusingadvanced solutions in the maritime sector. However, these improve lives of marginalized
energy biofuels (thresholdsno. 2 -5 technologies are not yetavailable at scale in the populations.
transitionin  2PPI) or renewable liquid maritime sector. Biofuels, biogas and other types of fuek

state-owned and gaseous transport fuels of

vessels. ferriesNON-biological origin.
and fisheries Infrastructure: any

where the energy contentis derived from renewable
sources otherthan biomass (so-called “renewable liquid
and gaseous transportfuels of non-biological origin™)

vessels. construction, expansion,
equipment, and have an importantrole in reducingemissions from this
improvementsof sector.
f?(;s: 7.2,9.1 andi?gsrsa;tsrzztggi isnue%p:brtolcg v Thecriteria for the source of biofuels mitigate the risks
' ' of biofuel production causing land use change such as
Threshold deforestationand replacing food production. In addition,

1. Electricity usein
hydrogen production
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must bebz;lligned with tthE_J Specific measures to address methane emissions from
renewable energy criteria . . .
and thresholds in this . biogas productlor_] are requ_lr_ed.
framework. Accordingto the issuer, eligible vessels need to reduce
2. Onlyrapeseedoilthat emissions by more than 80% comparedto fossil fuel
hasa valid certification alternatives.
from any ofthe voluntary v’ Eligible ferry has back-up power (for safe
o schemes approved by the g . .ry . p_p ( t
considerations) using fossil fuel.

EU commissionfor . . ;
biofuelsis eligible. Other v Fossil fuelinfrastructure is not funded.
eligible feedstock is
produced is listed in Part
A of Annex I X of
Directive (EU)
2018/2001.

3. Methane leakage from
relevantfacilities (e.g.
forbiogas production and
storage, energy
generation, digestate
storage) is controlled by
a monitoringplan.

4. Indedicated bio-waste
treatmentplants, bio-
waste shall constitute a
major share ofthe input
feedstock (atleast70%,
measured in weight, as
anannualaverage). Co-
digestion iseligible only
with a minorshare (upto
30% of the input
feedstock) of advanced
bioenergy feedstock
listed in Annex I X of
Directive (EU)
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2018/2001. The digestate
produced isused as
fertilizer/soilimprover —
directly orafter

compostingorany other

treatment.
Pollution Expenditures supporting — Electrification of Medium to Dark Green Infrastructure projects such as
preventionand  reductionof airemissions harbours. v' Emissions from fishing vessels and onshore processing electricity grid extensions maybea
control and greenhousegascontrol — Electrification of fishmeal facilitiesare significantin lcelandic context, and temporary nuisanceto surrounding

includingtools for plants. electrification is key to reduce theseemissions. populations.
Objectives: surveillance. v" Charginginfrastructure in harbours would be used by
hybrid vessels, running both onelectricity and fossil

Decregse local Construction and operation of fuel.
pollution and interconnections that v Although ships usingthe eligible interconnections are
prom_ote transport electricity between expected toalso runon fossil fuel, hybrid vesselsare an
sustalnabl_e the Iceland’s national grid important bridging technology in this sector.
consum_pﬂon and (hydropower and geothermal
productionmodes.

power supply)andvessels or
onshore processing facilities.

Expenditures related waste
prevention/recyclingand to
solution to fully utilize all
byproducts from thefish
processingto produce value-
addedproducts forhuman
consumption and/or other
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closingthe loop on creating
zero waste from production.

Managementof  Aquatic biodiversity e MarineResearch  Darkgreen v" Marine animal conservation efforts,
living natural conservation, includingthe Institute ¥v" Over2,500 marineanimal species have beenfoundin while a commongood, may result in
resources: protection of coastal, marine e Directorateof Iceland’s exclusive economic zone. increased costs for populations reliant
and watershed environments. Fisheries v Nature conservation is dependent on research, upon the marineindustry.
Objectives: e Salmonid monitoringand environmental expertise, and isalso
. Equitable bioprospecting of EnhancementFund important from a climate perspective, especially when
Promoteaquatic . . . i - o
L marine species. e Protection of contributingto avoiding emissions.
biod |vers!ty and Breidafjordur v" Higheroceanacidification expected in Iceland than
Pre_se“’a“‘”? of Protection of threatened e Environmental Fund globally, especially important to monitor aquatic
living aquatic habitatsand species. for Aquaculture biodiversity in this context.
natural resources. v" Accordingto the issuer, fossil fuel activities related to
Conservation and restoration conservationwill not be finance.

SDGs:12.2,14.1 -

of coralreefs, mangrovesand
14.6

seagrasses: avoided
emissionsand production of

o blue carbon.

Sustainable water Water distribution: e GrantsformunicipalMedium Green v’ Efficient water drainage reduces risks

and wastewater  Installationorupgradeof sewers v’ Fossil fueloperations excluded. of water-related diseases.

management water efficient irrigation v' Wastewater treatmentcanalso be associated with v'Infrastructure projectssuch as
systems, construction or generation of GHGs, e.g. nitrous oxides and methane, upgrading wastewater systems may be
upgradeof sustainable dependingon conditions and capture technology. a temporary nuisance to surrounding
infrastructurefordrinking populations.
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Objectives: water (including research or v" Emissions during construction phase should be
Maintain studies). minimized and climate resilience should be addressed.
sustainable water
supply and Wastewater management:
improve Installationorupgradeof
wastewater wastewater infrastructure
management includingtransport, treatment
and disposal systems.
SDGs: 6.1,14.1
and14.2 Expendituresrelatedto
constructionorextensionof
wastewater systems including
e collection (sewer network)

and treatmentwith no
association with fossil fuel
operations.

Table 2. Eligible blue project categories
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In the sections below, we provide somebackground and policy context relevantto the different project categories
as well as an indication of the expecte share of proceeds of each category within the blue or green category, as

summarizedin Figure 3a)and b).

Figure 3 a): Expectedshares to green project categories in first green issuance

\,,
= Circular Economy = Clean transportation
= Climate change adaptation Green building
= [nformation and communication Management of living natural resources

= Renewable energy

Figure 3 b): Expected sharesto blue projectcategories in first blue issuance

= Clean vessels

= Management of living natural resources

= Sustainable water and wastewater management
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Green categories

Clean transportation (30%, Dark Green)

Transportation currently accounts for more than 30% of Iceland’s emissions outside the scope of the EU ETS.
Transport emissions have increased by 68% since 1990. The largest increase comes from road transport, which
hasincreased by 83%since 1990, owingto a rising number of cars per capita, population growth, more milage
driven and until 2007 an increase in larger vehicles'®. A low share of travels is done in public transport, and the
tourism industry also makes a significant contribution to transport emissions through car rentals.

Accordingto the International Energy Agency (1 EA) technology and policy can steer transport towards increased
sustainability. Electrification emergesas the major low-carbon pathway for the transportation sector. Fasttracking
electro-mobility on Iceland will require infrastructure investments and strong policy support. Policies and
technologies that reduce the need for individual transportation — such as better urban planning or increased use
of collective transportation — can make deployment of new technologies more manageable and significantly
reduce the required investment.

Since 2012, tax discounts have applied to environment friendly cars. Iceland is currently among the top five
countries in terms of share of electric cars as a proportion of all passenger cars on the road, with 5.5% in December
2020, but far behind Norway with 18.1%. EV sales have seena sharp increase in Iceland in recent years, with
electric car market share in new car sales risingfrom 14% in 2018 to 25%in 2020. The government has decided
to extend the tax discounts (VAT exemptions for electric and plug in hybrid, as well as exemptions from
registration tax) until the end of 2023, and to strengthen these incentives by increasing the maximum amount of
the discountaswellasthe number of vehicles. The government has also decidedthat nonew diesel or petrol car
can be registered from 2030, witha few exceptions. Other changes in the law that entered into force in 2020 include
increasing the number of commercial vehicles that can get the tax discount, removing VAT for public transport
vehicles usingmethane, methanol, electricity or hydrogen, a full refund of VAT forhome charging stations, VAT
exemption for car rental companies purchasing low emission vehicles, as well as tax discounts for all types of
bicycles. These tax discounts, except those for hybrid vehicles, areeligible expenditures under this framework.

Investments in electric buses for the Borgarlina rapid bus system currently under construction in the Reykjavik
area,andrelated infrastructure, arealso eligible. The aim ofthe Borgarlina (city line) is to greatly increase public
transportand is part of a 15-year plan agreed between the central government and six municipalities. Borgaline
entails special lanes with priority of public buses over private vehicles and frequenttrips.

Green buildings (26%), Medium to Dark Green)
The largest budget post currently eligible for proceeds from this framework, in line with the criteria listed in table
2, is the construction of a new national hospital on the Landspitali site.

In the Icelandic context, with access to electricity from renewable sources, emissions from the productionand
transport of building materials represent the largest share of buildings’ carbon footprintin a ddition to
constructionemissions. Under this framework, the issuer require eligible buildings to have a mediumto high
level of environmental building certification, but also to address life cycle emissions of building materials,
screening for climate risk and facilitating low carbon transport solutions.

Following up on the Climate ActionPlan, a working group with both government and industry representatives, is
currently workingto establish suggestions for building materials and other relevant requirements for buildings
on Iceland. The working group is expectedto finalise itswork in 2022.

16 National Inventory Report for 2019.
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Management of living natural resources and land use (19%, Dark Green)

Atotalof 15 governmentexpenses have beenidentified as eligible in this category, covery national parks,
governmental agencies and other public bodies, with the Soil Conservation Service of Iceland, the Environment
Agency andexpenditures for forestry to receive the largest shares of funding in this category. Only 1% of landis
covered byforests on Iceland, with some 36%being grassland and 9% wetland. Given thesize of the land use,
land use change and forestry (LULUCF) sector on Iceland, the 2020 revision of the Climate Action Plan targets
an increase in carbonsequestration in this sector, by restoration of woodlands and wetlands, revegetationand
afforestation. Theseprojects areamong others carried outby the Soil Conservation Service of Iceland, the
Environment Agency. The measures in the LULUCF sector in the Climate Action Planare projectedto increase
carbonsequestrationby some 515% by 2030 compared to 2005 levels.

Renewable energy (less than 2%, Dark Green)

Icelandranks firstamong OECD countries in the per capita consumptionof primary energy. The cool climate and
sparse population call for high energy useand transport. While I celand currently has closeto 100% of its electricity
comingfrom renewable energy, and 90% of residential heating comes from geothemmal sources, the transition to
a low carbon future, includingthe electrification of the transport sector, will require more electricity. Allsources
of renewable energy are key to a low carbontransition.

Eligible renewable energy sources under the framework are solar PV, wind, hydropower and geothermal. The
thresholds set in this framework (GHG emission intensity lower than 100gCOe/kWh for facilities commencing
operations before 2020; and lower than 50gCOe/kWh for facilities starting after 2020) are in line with the
thresholds of the EU taxonomy.

The National Energy Authority (Orkustofnun) is expectedto receive by farthelargest allocation of proceeds for
renewable energy. The National Energy Authority isa governmentagency under the Ministry of Industriesand
Innovation. A licence from the National Energy Authority is required to construct and operate an electric power
plant. Meanwhile, the National Energy Agency isalso expected to receive som funding, specifically for loans
towards reducing fossil fuels and increased use of domestic renewable energy.

Circular economy (13%, Medium Green)

The circular economy category includes both expenditures for research into carbon capture through the CarbFix
method (from heavy industries and from geothermal plants), as well as grants to support circular economy projects
and grantsby the Icelandic Climate Fund tosupport innovative projects in the field of climate change and projects
related to the promotion and education of the effects of climate change. In June 2019, the government and heads
of heavyindustry operators in Icelandsigneda declaration of intentto explore possibilities for carbon capture and
storage of industrialemissions, using the Carbfix method®’. Currently, the recyclingrate in Icelandis on average
30%, highlighting the need for researchand investments in better waste management.

Climate change adaptation (10%, Dark Green)

A white paper on adaptation has recently been released, anda national climate adaptation plan is expected to be
adopted in 2022. Theissuer expects thatanimportant budget post in this category is the National Avalanche and
Landslide Fund, and specifically expenses for the construction and maintenance of avalanche and landslide
barriers, which are important given Iceland’s exposure to these risks. Research, loans to municipalities for their
partin the fundingandbuyingassetsin risk areas (and relocate people to safer locations) canalso befunded. The
avalanche and landslide fund in some cases purchases assets in risk areas instead of building barriers.

1" Declaration: Government of Iceland | Declaration of Intent of the Government, Heavy Industry and Reykjavik
Energy on the Capture and Sequestration of Carbon
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Information and communication (less than 1%, Medium Green)

Two sub-categories are eligible in the projectcategory: data centres and activities exclusively aimed at the
provision of data and analytics enabling GHG emissionreductions (by the public and privatesector). Data
centres must fulfillthe European Code of Conductfor data centres, whichisa voluntary initiativethat provides
best practices in terms of energy efficiency. The data centers likely to be funded the framework are government
operated data centres, such as data centres used for Nordic weather ob servation cooperation. In addition, Digital
Iceland, a government agency, whosetask isto expanddigital services is listed aseligible forfunding.

Blue categories

Management of living natural resources (76%, Dark Green)

The budget post Marine and Freshwater Research Institute (MFRI) is by farthe largest in this project category.
MFRI is a government institute under the auspices of the Ministry of Industriesand Innovation. The institute
does marine and freshwater research in Icelandic territories and the arctic, providing advice on sustainable use
and protection of the environmentwith anecosystem approach by monitoring marine and freshwater ecosystems.
Inaddition, the appropriation item will be used to fund expenses by Iceland’s Fisheries Directorate and
Environment Agency. Expenses for the management and maintenance of National Parks and Conservation Areas
arealso eligible, in additionto support to NGOs active in thisarea.

Clean vessels (17%, Medium to Dark Green)

Also Iceland’s ships and ports need to transitionto clean technologies, but it is a greater technological challenge
than for road transport. The Climate ActionPlan includes measures toreducetheuse of fossil fuels in state-owned
vessels, require fossil free fuel for ferries thatare a regular part of the transport system and tightening fuel
requirements in the territorial sea of Iceland. Currently expected expenditures in this category are small (electric
ferry at Herjolfur), but this could change in the future.

Sustainable water and wastewater management (7%, Medium Green)
The eligible budget postin this category is grants for municipal sewers.

The followingtable provides an assessmentof theeligible social asset categories :
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Social category

Eligible projecttypes

Exampleexpenditures

Greenconsiderations

Social considerations, and some concerns

Education

Objectives:
— Ensure inclusive and

and promote lifelong

all
Target population:
— Undereducated

— Excludedand/or

— Students

IAccess to Essential Services —

equitable quality education

learning opportunities for

— People with disabilities

marginalized populations

Expenditures extending the
educational capacities, and
improvingthe quality of theexisting
educational infrastructure,
equipment and services. With
specialfocus on improving:
Levelof literacy

— Teacherto studentratio
Number of students in technical
and vocational studies
Drop-out rate in upper
secondary schools

Education of pupils with other
mothertongue than Icelandic

Special projects facilitating
increased educational capacity in
the event of extreme events (e.g.
natural disaster, extreme weather
events, public health disasters)

Threshold

- Buildingprojectswith a
higher cost than 500
m.ISK should receive a
relevantenvironmental
certificationand a
screening for climate risk
and resilience.

e Thelcelandic Student Loan
Fund

e EU Framework Programs
for Education, Research and
Technological Development

e Equalization of tuition costs

v

LightGreen

Forconstructionprojects
largerthan 500m ISK,
the buildings need to
have an environmental
certification, but there is
no requirementof a
specific level,and
screening for climate risk
and resilience isincluded
in the design.
Accordingto the issuer,
a vast majority of
projectsare largerthan
500m ISK, asvery few
public buildings will
have a lower cost than
that.

Environmental
certifications, including
the BREEAM and
Nordic Swan Ecolabel
which are the main ones
used in Iceland, have
environmental benefits.
However, withoutany
indication of the level of
certification, it is
uncertain whether such

v

Issueriscommittedto ensure the
development of the educational
system forsociety.
Importantindicators like the level of
literacy and drop-out rate in upper
secondary schools are considered.
Thereis a lack of clarity on the
division between administrative
costsandfunds that will more
directly aid students; however the
framework indicates thata
maximum of 15% of proceeds will
be dedicatedto administrative costs.
Itis unclearhowtheproposed
expenditures, primarily targeted for
university studentsand havinga
marginal focus onelementary
studentswill impact literacy levels
or the studentto teacher ratio (two of
the special focuses).
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certification contributes
to increasedenergy
efficiencyorreduced
GHG emissions.

The framework requires
a screening forexposure
to physical climate risk,
in accordancewith
national regulations, and
identify mitigating
actionsin orderto align
with best practices.

IAccess to Essential Services —
Healthcare

Objectives:

— Ensure healthy livesand
promote well-beingforall
atallages

Target populations:
— Aging populations®
— Underserved, owingto a

lack of qualityaccessto
essential goods andservices

— People with disabilities.
Excludedand/or

Expenditures extending the
healthcare capacities, and improving
the quality of the existing healthcarg
facilities, infrastructure and
services: With special focus on
improving:
— Children, elderly and disability
care

— Supply of andaccessto
resources andservices by
region

— Treatmentof chronic lifestyle
diseases

— Supply of newdrugs

— Recruitment of healthcare
personnel

marginalised populations,

Contracts for rehabilitation
services

Construction of nursinghomes
and rehabilitation institutions

LightGreen

v

Forconstructionprojects
largerthan 500m ISK,
the buildingsneed to
have an environmental
certification, but there is
no requirementof a
specific level,and
screeningfor climate risk
and resilience should be
included in the design.
Accordingto the issuer,
a vast majority of
projectsare largerthan

500m ISK, asvery few

Issuer indicated that contracts for
rehabilitation services extends these
servicesto ruralandunderserved
communities.

Issueralso indicated that there is
prioritizationbuilt into Iceland’s
health care system both in general
laws and specific laws and
regulations. That servicessuchas
care homes, health careservices, and
use of medicineare basedon the
need of the patient, so that resources
go to those mostin need andtakes
into account the needs of vulnerable
populations.

18 Climate risk and resilience will be screened in accordance with national policies, laws, andregulations, as wellas environmental standards and best practices when feasible, in order

to identify mitigatingactions.

19 Aging populations appliesto 67 and older.
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and communities. Special projects facilitating public buildings will
increased healthcare capacity in the
event of extreme events (e.g. natura havealower costthan

disaster, extreme weather events, that:
public healthdisasters) v Environmental
certifications, including
the BREEAM and
Threshold Nordic Swan Ecolabel
- Buildingprojectswith a : )
highercostthansoo which are the main ones
m.ISK should receive a used in Iceland, have
relevantenvironmental environmental benefits.

certificationand a
screening for climate risk
and resilience?.

However, withoutany
indication of the level of
certification, it is
uncertain whethersuch
certification contributes
to increasedenergy
efficiencyorreduced
GHG emissions.

v" The framework requires
a screeningforexposure
to physical climate risk,
in accordancewith
national regulations, and
identify mitigating
actionsin orderto align
with best practices.

20 Climate risk and resilience will be screened in accordance with national policies, laws, andregulations, as wellas environmental standards and best practices when feasible, in order
to identify mitigatingactions.
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IAccess to Essential Services —
Social Inclusion

Objectives:

- Provide access to essential
services for population groups
atrisk of socialexclusion.

Target populations:

— People with disabilities
— Underserved, owingto a
lack of qualityaccessto
essential goods and services
— Excludedand/or
marginalised populations,
and communities

— Migrantsand/or displaced
persons

— Aging populationsand
vulnerable youth*

— Women and/or sexualand
gender minorities

Expenditures extending social
inclusion, and improving the quality,
of the existing welfare facilities,
infrastructureand services: With
specialfocus on improving:

— The position of people
regardless of origin, nationality
religion or non-religious
convictions, disability,
restricted work capacity, age,
sexual orientationorgender
identity

— Opportunities and conditions
forimmigrants to become
active participants in Icelandic
society

— The proportionof fathers taking
paternity leave

Humanitarian aid with special
emphasis on sustainable
development, renewable energy,
health, education, equality and
human rights. Special emphasison
transferring I celandic knowledge to
developing countries.

Specialprojects facilitating
increased welfare capacity in the
event of extreme events (e.g. natura
disaster, extreme weather events,
public health disasters)

v Parental Leave Fund
v Income insurance for invalidity
pensioners

v

LightGreen

Severalexpenses without
any clearenvironmental
risks nor benefits (i.e.
parental leave fund).
Humanitarian aid
focused on sustainable
development and
renewable energy entail
likely both
environmental risks and
benefits.
Forconstructionprojects
largerthan 500m ISK,
the buildingsneed to
have an environmental
certification, but there is
no requirementof a
specific level,and
screening for climate risk
and resilience should be
done.

Accordingto the issuer,
a vast majority of
projectsare largerthan
500m ISK, asvery few
public buildings will
have alower cost than
that.

The ‘vulnerable populations’
mentioned in the frameworkarenot
well definedand howthe proposed
projects targetspecific populations i
also missing.

Issuerdisclosed thathumanitarian
aid projects will take place in other
countries which makes it unclear if
target populations listed are residenty
of Iceland or other nationals.

21 Aging populations applies to 67 andolder, and volnurable youth applies to 16 to 24 year olds not in employment, education or training.
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Threshold v" Environmental

Buildingprojects with a e . .
higher cost than 500 certifications, including

m.ISK should receive a the B_REEAM and
relevantenvironmental Nordic Swan Ecolabel
certificationanda which are the main ones
screening for climate risk used in Iceland, have

and resilience?. . .
environmental benefits.

However, withoutany
indication of the level of
certification, it is
uncertain whethersuch
certification contributes
to increasedenergy
efficiencyorreduced
GHG emissions.

V" The framework requires
a screening forexposure
to physical climate risk,
in accordancewith
national regulations, and
identify mitigating
actionsin orderto align
with best practices.

22 Climate risk and resilience will be screened in accordance with national policies, laws, andregulations, as wellas environm ental standards and best practices when feasible, in order
to identify mitigatingactions.
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Objectives:

- Provide access to affordable
housingand infrastructureto
\vulnerable population.

Target populations:

— Livingbelowthe poverty
line

— Aging populationsand
vulnerable youth

— Migrantsand/or displaced
persons

— Underserved, owingto a
lack of qualityaccessto
essential goods and services

infrastructure capacities, and
improvingthe quality of theexisting
affordable facilitiesand
infrastructure: With special focus on
improving:

— The supply of housing suitable
forpeople with lowincomeand
assets, elderly andthe disabled

— Thesituation of disadvantaged
people, with particular
emphasison children

— The refugee housing issues

— Challenges forruralareas, such
ascommunicationsand public
transport

Threshold

- Buildingprojectswith a
higher cost than500
m.ISK should receive a
relevantenvironmental
certificationand a
screening for climate risk
and resilience?.

largerthan 500m ISK,
the buildingsneed to
have an environmental
certification, but there is
no requirementofa
specific level,and
screening for climate risk
and resilience should be
included in the design.
v Accordingto the issuer,
a vast majority of
projectsare largerthan
500m ISK, asvery few
public buildings will
have a lower cost than
that.

v"  Environmental
certifications, including
the BREEAM and
Nordic Swan Ecolabel
which are the main ones
used in Iceland, have
environmental benefits.
However, withoutany
indication of the level of

certification, itis

Green International Institute for
Sustainable Development
Affordable Housingand E]Z<fpenditlurr$s extendingthe v Contributionsto socialrental [LightGreen ﬁ\chie_zving affordable accessto
Infrastructure affordable housingand housing v’ Forconstructionprojects ousingprovides opportunity to

achievehealth, education andsocial
equality objectives, aswellasaccess
to basic services.

Calculations of affordability and
howthat calculationimpacts who
can availthemselvestoissuer
supportisenshrined in legislation.

28 Climate risk and resilience will be screened in accordance with national policies, laws, and regulations, as well as environm ental standards and best practices when feasible, in order

to identify mitigatingactions.
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uncertain whethersuch
certification contributes
to increasedenergy
efficiencyorreduced
GHG emissions.

The framework requires
a screeningforexposure
to physical climate risk,
in accordancewith
national regulations, and
identify mitigating
actionsin orderto align
with best practices.

Employment generation and
socioeconomic advancement
and empowerment

Objectives:

- Support employment
generationand socio-economic
advancement and

empowerment.
Target populations:

— Undereducated?®
— Unemployed
— Excludedand/or

marginalised populations
and/orcommunities

— People with disabilities

Expenditures extending the capacity,
of employmentgenerationand
retention initiatives: With special
focuson improving:

— Long-term unemployment.

— Support options for people with
limited work capacity

— Productivity with a skilled
workforce

Special projects facilitating
increased employment generation
and retention initiatives capacity in
the event of extreme events (e.g.
natural disaster, extreme weather
events, public health disasters)

v" Unemployment benefits againstNo major environmental

v

v

reduced employmentrates
Income subsidies/ Resistance
subsidies

Salary costs forworkers during
theirnotice period

risks, but no obvious
environmental benefits.

Majority of proposed expenditures
are focused on maintaining welfare
levels of unemployed individuals
and notgenerating new employment
opportunities.

Focusoflceland’s VNR was to
increase productivity, howeverthis
goalis ignored in these proposed
expenditures.

2 |SCED level1and 2.
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\W1: Economic advancement
and empowement of women?

Objectives:
— Advance women's

leadershipand economic
empowerment

— Reduce the genderpaygap
Target population:

\WWomen and/or sexualand
gender minorities

Criteria

Monitoring and enforcement of
legislation that provides for non
discrimination in the labour market
gender quotas and equal pay. With
specialfocuson:

— Improving genderequality in
the labour market, e.g. reducing
the genderpay gap.

Enhancing support and access to
financing for entrepreneurs and
businesses  owners from
underrepresented groups, with focug
on women and/or sexual and genderi
minorities (threshold applies).

Threshold

At least 51% of shares in the
company should be owned by
women and/or gender and sexual
minorities.

v" Reevaluation of the value of
work and salaries in female
dominated sectors.

v Entrepreneurial supportand
grant programs for
underrepresented groups.

No major environmental
risks, but no obvious
environmental benefits.

Theissueraimsto strengthen the
economic advancement ofwomen
by providing more fundingto the
enforcement of relevant legislation
and by improvingtheaccessto
financing.
Monitoringandenforcement of
existing legislation is considered to
be a basic duty ofthe state.
However, the Directorate of
Equality, the government institution
charged with carryingout and
monitoring compliance with equality]
legislation in Iceland, has not been
adequately funded in the past.?® The
issuer indicatedthat eligible
expenditures include funding to the
Directorate, enablingit to carry out
its enforcement responsibilities.
Genderequity in the labour market
is a relevant criteria in the case of
Iceland as women’s participation in
the workforce lags that of men
(75.1% vs. 82.3%*") while there is
still a notable gender pay gap
(4.1%%).

2 \Where womenare mentioned as a target populationthis includes trans and non-binary individuals.

2 https://kvenrettindafelag.is/wp-content/uploads/2022/06/ Iceland -shad ow-report-CEDAW-2022-final.pd f

27 https://www.statice.is/publications/news-archive/ labour-market/ labour-market-202 1/

%8 https://kvenrettindafelag.is/wp-content/uploads/2022/06/ Iceland -shad ow-report-CEDAW-2022-final.pd f
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\W2: Essential social services
and decent living standards for
women in a vulnerable position

Objectives:

— Reduce socioeconomic
gender disparities

Target populations include:

— Single mothers

— Women with reduced work
capacity

— Elderly women

— Immigrant women

— Women with problematic
substance use

— Women in the prison
system

Criteria

Extending the affordable housing
and infrastructure capacities and
improvingthe quality of the existing
affordable facilities and
infrastructure. With special focus on
improving:

— The supply of housing
accessible forwomenwith low
income andassets, including
elderly, disabled and
immigrantwomen.

— Thesituation of disadvantaged
women, with particular
emphasison children.

Enhancing financial support to
women in a vulnerable position,
\With specialfocus on:

— Low-income female single-
headed households
— Low-income elderly and/or
immigrantwomen.

Extending the capacity of
employment generation, retention
and rehabilitation initiatives. With
specialfocuson:

— Supportandrehabilitation
options forwomen with limited
or reducedwork capacity.

Threshold

Housing benefits.

Founding capital contributions
to affordable housing.

Child benefits.

Work rehabilitation programs.

v

LightGreen

Forconstruction projects
largerthan 500m ISK,
the buildingsneed to
have an environmental
certification, but there is
no requirementofa
specific level,and
screening for climate risk
and resilience should be
done.

Accordingto the issuer,
a vast majority of
projectsare largerthan
500m ISK, asvery few
public buildings will
have a lower cost than
that.

Environmental
certifications, including
the BREEAM and
Nordic Swan Ecolabel
which are the main ones
used in Iceland, have
environmental benefits.
However, withoutany
indication of the level of
certification, it is
uncertain whether such
certification contributes
to increased energy

The isser aimsto decreasethe
socioeconomic gender disparities by,
extendingand improving affordable
housingand providefinancial

support fordisadvantaged and
vulnerable groups of women.
Eligible projects provide clear social
benefitsto the target populations.
‘Affordable housing’ and ‘low
income’ arewelldefined and
enshrined in regulation.

Target populations covera
comprehensive set of disadvantaged
and vulnerable groups of womenr.
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Building projects with a higher cost
than ISK500 m should receivea
Green Building certificationanda

efficiencyorreduced
GHG emissions.

screening for climate risk and ¥ The framework requires
resilience.?® a screening forexposure
to physical climate risk,
Affordable housing refersto the in accordancewith
definitions in the Regulation on national reaulations. and
Foundation Capital Contribution, ] ) g R
Housing Foundations and Public identify mitigating
Rental Dwellings No. 183/2020and actionsin orderto align
the Regulationon Participating with best practices.
LoansNo. 1084/2020.
Lowincome refersto the
definitions in the Housing Act No.
44/1998 and the Housing Benefit
Act No. 75/2016, with amendments
burden of unpaid care and L . . . redistribute unpaid care by extendin
P Increasing investment in the care homes. v Forconstructionprojects P y ¢

domestic work.

— Objectives:
Recognize, reduceand
redistribute women’s
unpaid care responsibilities

Target populations:

\Women and/or sexualand
gender minorities

economy including:

— Extendingelderly services, both
at-home care andin nursing
homes.

Strengthening services and financia
support to families, with specia
focuson:

— Programsthat allowandcreate

At-home elderly care.
Parental leave.

Financial supportto parents of
children with disabilities or
long-term illness.

Time-use surveys

largerthan 500m ISK,
the buildingsneed to
have an environmental
certification, but there is
no requirementof a
specific level,and
screening for climate risk|

child and elderly care and by
increasing support to families.
Eligible projects provide clear social
benefits to womenand sexual /
gender minorities.

Parental leave isone of the pillars of
genderequality. There have been
concernsthatthe decrease in
parental leave disbursements has

2% This threshold is set so that the framework meets environmental considerations in the social bond principles. This threshold as it stands is aligned with the Government Property
Agency’spractice ongreen certifications.
% Climate risk and resilience will be screened in accordance with national policies, laws, and regulations, as well as environm ental standards and best practices when feasible, in order

to identify mitigatingactions.
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incentives for both parentsto
reconcile work and family life.

Strengthening data collection off
gender-disaggregated data,
collection on time-use, household
and labour force surveys.

Threshold

Building projects with a higher cost
than ISK500 m should receivea
Green Building certificationanda
screening for climate risk and
resilience®.

and resilience should be
included in the design.

v" Accordingto the issuer,

a vast majority of
projectsare largerthan
500m ISK, asvery few
public buildings will
have alower cost than
that.

v" Environmental

certifications, including
the BREEAM and
Nordic Swan Ecolabel
which are the main ones
used in Iceland, have
environmental benefits.
However, withoutany
indication of the level of
certification, it is
uncertain whether such
certification contributes
to increasedenergy
efficiencyorreduced
GHG emissions.

V" The framework requires
a screening forexposure

to physical climate risk,

resulted in men takinga shorter
paternity leave.
Genderdisaggregated data
collecationiswelcome asit provides
essentialinformationfor developing
more comprehensive, efficient, and
relevantstrategies and policieson
genderequality.

3 Climate risk andresilience will be screened in accordance with national policies, laws, and regulations, as wellas environmental standards and best practices when feasible, in order

to identify mitigatingactions.
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in accordancewith
national regulations, and
identify mitigating
actionsin orderto align
with best practices.

\W4: Eliminate and prevent all
forms of genderbased violence

— Objectives:

Eliminate andprevent all
forms of gender-based
violence

Target populations:

— Women and girlsand/or
sexualandgender

minorities

Criteria

Strengthening services and programg
to prevent, respond to and prosecute
sexual and gender-based violence
Including:

— Educational campaigns for
prevention ofandappropriate
reactionto sexualand gender-
based violence and harassment.
— Nation-wide, gender-based
violence reporting system
includinga hot-line for
reportingall cases of sexual and
gender-based violenceand
provision of access to services.
— Increasing capacity for
investigation and prosecution off
sexualandgender-based
violence, both financially and in
terms of adequately trained
staff.

Family justicecenters for
victims of sexualand domestic
violence.

Community police for
awareness raisingamong
children andyoung people.
Trainingof staffin law
enforcement and the judicial
system.

No major environmental
risks, but no obvious
environmental benefits.

Theissueraimsto eliminate gender
based violence by strengthening
servicesand programs to respondto
gender based violence.

Eligible projectsand activities
provide clear social benefits for
women/ girls and sexual/ gender
minorities.

This project category is expected
receive only about 1% of the bond
proceeds.

Eligible projectsand activitiesare
relevantin the Icelandic contextas
studies showthatinvestigativeand
prosecutorial capacity of the
Icelandic law enforcement and
judicialauthorities require
significant reinforcement—both
financially and in termsof
adequately trained staff —to counter
the delaysin the processing of cases
of violence against women, and to
identify shortcomings in evidence
collection.*

%2 https://rm.coe.int/grevio-inf-2022-26-eng-final-report-on-iceland/1680a8efae
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women andgirls internationally

— Objectives:
Genderequalityand
empowerment of women
and girls internationally

Target populations:

\Women and girlsand/or sexual
and gender minorities in
developing countries

organizations and projects/programg
that have gender equality as theiq

principalobjective. Including:

— Multilateralandbilateral
development cooperation and
humanitarianaid (threshold
applies).

— Regionaldevelopment
cooperation, awareness raising
and capacity building on gendej
equalityand women’s
empowerment.

Threshold

Projects/programs should score 2 on
OECD DAC Gender Equality
Policy Marker. Components in
projectsthat score 1 on themarker

Women and UNFPA.
Localaccesstosexualand
reproductive healthservices.
Programs forwomen in refugee
camps.

GRO GEST — Gender Equality
StudiesandTraining
Programme (for specialists
from developing countries).

environmental benefits.

The issuerhas clarified that
puildings could be a small
part of expenditures in this
category (schools for girls or
sanitary facilities). In the
geographical context of
developing countries, green
certificationsare rarely
feasible.

Threshold

No thresholds
WS5: Contributeto Gender Criteria Fundingto international No major environmental Thedissuerailr_ns t(I) cbor|1|triguteto
equalityand empowermentof  |Supporting internationa oganizationssuchas UN risks, but no obvious genderequality globally by

supporting relevant international
organizationsand programs.

Eligible projects provide clear social
benefits forwomen/girls and sexual/
gender minorities.
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may be included if they meet the
criteria forscore 2.3

Table 3. Eligible social project categories

% Score 2 means that gender equality is the main objective of the project/programme and is fundamental in its design and expected results. Score 1 means that gender equality is an

important and deliberate objective, but notthe principal reason for undertaking the project/programme, often explained as ge nder equality being mainstreamed in the project/programme.
See: https:/Aww.oecd.org/dac/gender-development/dac-gender-equality-marker.htm
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Governance Assessment

Fouraspects are studied when assessing the Government of Iceland’s governance procedures: 1) the policiesand
goals of relevance tothe sustainable financing framework; 2) the selection process usedto identify eligible projects
underthe framework; 3) the managementof proceeds; and 4) the reporting on the projectsto investors. Based on
these aspects, an overall grading is given on governance strength falling into one of three classes: Fair, Good or
Excellent. Please notethis is not a substitutefora full evaluation of the governance of the issuing institution, and
doesnot cover, e.g., corruption.

Iceland’s environmental target, including its climate targets, are amongthe most ambitious in the world. Progress
towards those targets will be covered by extensive reporting to the EU, which will show the impact of the
implementation of the policies and measures from the Climate Action Plan. The country has a very good social
performance and is leading in gender equality. Through this framework, the government, among others, aims to
address the findings of the Voluntary National Review (VNR)* of its implementation of the 2030 Agenda for
Sustainable Development.

The selection process of eligible funding under the sustainable financing framework is clearly defined, with
individual Ministries being able to submit projects to the inter-ministerial Sustainability Financing Committee
(IMSFC), which takesthe final decisions. The Ministry of Finance, which is heading the committee, hasa central
role in coordinating the work among ministries. Environmental expertise is represented
through the Ministry of Environment Energy and Climate; social expertise /\ by the
Ministry of Social Affairs and Labour. External experts may be ﬂ

consulted if needed. Most green and blue project categories have

clear eligibility criteria. However, it is less well defined how the

committee will assess the extent to which projects contribute to

the government's sustainability objectives and how

environmental and social risks and benefits are weighed against o
each other.

Proceeds and expenditures are clearly tracked in a dedicated registry managed by the Ministry of Finance, while
reporting on use of proceeds and impacts is extensive. Allocation of proceeds will be subject to verification from
Iceland's national auditor, while a third party may be engaged for impact calculations. Chosen indicators are
relevantand aligned with ICMA guidance on impact reporting. The overall assessment of Iceland’s govemance
structure and processes givesita ratingof Good.

Strengths

The framework has a broad scope, reflecting Iceland's commitmentto the Paris Agreementon climate change and
the United Nations' Sustainable Development Goals, as wellasa systematic efforts to reachingthose targets. The
green and blue project categories are aligned with Iceland s Climate Action Plan, and significantshares of funding
are expected to go to the two sectors particularly emphasized in that plan, i.e. clean transportation and the “land
use, land use change and forestry”-sector (LULUCF), whichare crucial for Iceland to reach its emission reduction
target in the sectors outside the scope of the EU ETS. Proceeds from the sustainability instruments issued under
the framework will also finance green buildings, adaptation projects, research in carbon capture and storage, as
well as betterwaste management and circularity, all of which are important in a 2050 -perspective. Additionally,
the framework has a strong focus on natureand biodiversity conservation.

3 https://sustainabledevelopment.un.org/content/documents/23408VNR _Iceland_2019 web_final.pdf
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From a climate perspective the transport sector is a major challenge in Iceland -asin most other countries - and
the criteria foreligible expenditures under this framework are consistent with a low carbon transport sector, which
includes vehicles running on electricity, hydrogen, biogas, biofuels with safeguards for sustainable sourcing and
other fuels based on renewable sources. Currently, the largest expected expenditures are related to electric modes
of transportation. Charging infrastructure, which is crucial for the transition to electric modes of transportation, is
also eligible. Iceland’s access to renewable energy forboth electricity and heating places it in a good position for
hostingdata centres, and electrifying its transport and maritime sector.

The criteria for the green building project category address both transport solutions, materials and climate risk.
Given Iceland’s vastaccess to renewable energy, emissionsembodied in building materials represent a large share
of buildings’ carbon footprint and it is clear strength that the requirements focus on these. The largest project
expectedto befinanced in this category isa new national hospital, which is a significant investmentand a building
with an expected long lifetime.

The expenditures in the categories management of natural living resources on land and in water, should both
contribute to limit emissions from land use change and forestry (through reforestion, sustainable forestry,
conservation and restoration of both land and coral reefs, mangroves and seagrasses), but also to preserving
biodiversity. Fossil fuel power vehicles used in national parks are not eligible under the framework.

The social objectivesoutlined in the framework supports Iceland’s strong reputation ofthe government concerning
itself with the social welfare of its citizens, including gender equality. The framework leverages the issuer’s
competenciesto deliver onpolicies that improvethelives of residentsof Iceland. Moreover, the issuer has aligned
the social objectives to meet some of the challenges still facing residents of Iceland that were highlighted in
Iceland’s Voluntary National Review of the implementation ofthe 2030 Agenda for Sustainable Development.

While some social objectives addressed in the framework are supported by specific government policies, for
example Educational Policy for2030, the eligible project types and tentative expenditures provided by the issuer
go beyond these policies. This indicates that the issuer views the use of proceeds for so cial objectives asa means
to pursue increased ambitions.

The project categories on gender and women’s empowerment are well aligned with Iceland’s national priorities
on gender equality. They provide funding to targeted interventions that address some of the most pressing
shortcomings identified by studies. The procceeds are expected to improve further the country’s otherwise
excellent track record in gender equality. Furthermore, the target populations are specific enough, while at the
same time defined in an inclusive way by notonly includingwomen, butalso ge nder and sexual minorities.

The framework intendstransparent reporting by includinga list of projectsand environmental and social im pacts.
The issuer will use external auditors to review the annual use of proceeds and impact reporting, with the
methodologies used for reportingbeingmade publicly available.

Pitfalls

The broad scope of the framework and numerous project categories, categories and thresholds, create some
uncertainty when it comes to the specific future projects thatcanbe foundeligible under the framework, although
the overall objectives in the framework are goodand most of the criteria for the greenand blue project categories
are clear. The sustainability committee’s assessment of expenses against the criteria and objectives of the
framework will be decisive in ensuringa robust implementation of the framework.
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We note the inclusion of some administrative costs (up to 15%), support to NGOs and grants in the eligible cost
categories under this framework. We encourage the issuer to be transparent in reporting the share between
expenditures that cover the government's administration costs (including salary to government officials) versus
allocations to blue, green and social projects. A significant share of costs are transfers to government agencies,
such as the Environment Agency and the National Energy Authority, which have a crucial role in the
implementation of policies. Meanwhile, the impact of these expenditures on greenhouse gas emissions or nature
conservation may be difficult to assess.

On the whole, the issuer’s considerations of green and blue risks when making socialinvestments, and of social
risks when making green and blue investments, could be stronger. For instance, the climate requirements for
buildings in the social categories could be more ambitious. For the social categories, the requirement of an
environmental certifications without a specified level potentially means that buildings that are not very energy
efficiency or with high embodied emissions could be financed. The screening for climate risk and identification
of mitigatingactions addresses the main environmental risks associated with the buildings. However, the cument
integration of physical climate risk in public planning does not appear to be very robust, although national
regulations aim for climate resiliency. Forexample, the extent to which municipalities’ masterplans integrate the
increasedrisk of i.e. floods and sea levelrise varies.

As Iceland’s welfare state is already well-developed, it is understandable that the issuer faces challenges in setting
ambitious social targets. Nevertheless, many of the proposed expenditures listed by the issuer support existing
programs making it challenging to ascertain whether the proceeds will enhance the services provided to residents
of Iceland or simply maintain current levels.

There is a diverse set of project categories focusing on gender and women’s empowerment. However, it is
important to note that the expected spending is concentrated in two out ofthefive categories (W1: 2%, W2: 33%,
W3: 54%, W4: 1%, W5: 10%). While this can be explained to some extent by the diverse nature of the eligible
projects and activities (e.g. building affordable housing is more capital intensive than providing educational
programmes), more distribution of the proceeds across the project categories would have beenwelcome.
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Appendix 1:
Referenced Documents List

Document DocumentName Description

Number

1 Iceland’s Sovereign Sustainable Financing Government of Iceland’s sustainable financing
Framework, dated April 2023. framework, dated April 2023. Minor updates from

version dated September2021.

2 Update of the Nationally Determined Contribution Update of the Nationally Determined
of Iceland, February 2021. Contribution of Iceland wunder the Paris
Agreement, submitted to the UNFCC, first

submittedin 2015.

3 Iceland’s 2020 Climate Action Plan. Update of the Climate Action Plan from 2018,
addressing how Iceland will meet its 2030 and
2040 climate targets.

4 National Inventory Report, Emissions of Yearly submission under the United Nations
greenhouse gasesin Icelandfrom1990t02020. Framework on Climate Change and the Kyoto
Protocol.
5 A Sustainable Energy Future, An Energy Policy toOutline of Iceland’s vision for its energy policy in
the year2050. 2050, adopted by the Government of Iceland in
September 2020.
6 Iceland National Plan, November 2020. Description of how Iceland will meet its 2030

climate target, document issued in accordance
with Declaration related to Decision No 269/2019
of 25 October 2019 ofthe EEA Jointcommittee.

7 Iceland's Implementation of the2030 Agendafor A mappingofIceland’s position forallUN SDG
Sustainable Development Voluntary National 169 targets and specified 65 priority targets that
Review will guide Iceland’s authorities in implementing
the goals.
8 Iceland Education Policy 2030and its OECD recommendations on how to transition
implementation Education Policy 2030 from a strategy document
to an long-term actionable implementation
strategy.
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9 Healthpolicy: A policy forIceland’s health Vision and policy documents outlining
servicesuntil 2030 government’s intentions to strengthen Iceland’s
health system.

10 Sustaining Iceland ‘s fisheries throughtradeable A retrospective look at the reforms to Iceland’s
guotas, Country study, OECD Environment Policy fisheries industry.
Paper

11 Annex to Iceland’s Sovereign Sustainable Annex to sustainable financing framework, dated
Financing Framework: Financing for Gender April 2023, adding social project categories that
Equality focus on genderequality
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Appendix 2:
About CICERO Shades of Green

CICERO Shades of Green, now a part of S&P Global, provides independent, research-based second party
opinions (SPOs) of green financing frameworksas well as climate risk and impact reporting reviews of
companies. Atthe heart of all our SPOs is the multi-award-winning Shades of Green methodology, which
assigns shadings to investments and activitiesto reflect the extent to which theycontribute to the transition to
a low carbon and climate resilient future.

CICERO Shades of Green is internationally recognized as a leading provider of independent reviews of green
bonds, since the market’s inceptionin 2008. CICERO Shades of Green is independent of the entity issuing the
bond, its directors, senior managementand advisers, and is remunerated in a way that prevents any conflicts of
interests arising as a result of the fee structure. CICERO Shades of Green operates independently from the
financial sectorand other stakeholders to preserve the unbiased nature and high quality of second opinions.

* 2021 Largest External Reviewer, Climate Bonds Initiative Awards

* 2020 External Assessment Provider Of The Year, Environmental Finance Green Bond Awards

Er;vironmenta] * 2020 Largest External Review Provider In Number Of Deals, Climate Bonds Initiative Awards
mance
* 2019 External Assessment Provider Of The Year, Environmental Finance Green Bond Awards
Bond Awards o o
* 2019 Largest Green Bond SPO Provider, Climate Bonds Initiative Awards
r 202
Wlllnel' 2018 External Assessment Provider Of The Year, Environmental Finance Green Bond Awards
Exterpal assessment * 2018 Largest External Reviewer, Climate Bonds Initiative Awards
provider of the year

* 2017 Best External Assessment Provider, Environmental Finance Green Bond Awards

* 2016 Most Second Opinions, Climate Bonds Initiative Awards
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Appendix 3:
About [ISD

The International Institute for Sustainable Development (IISD) is an independent policy research organization
working to deliver the knowledge to act. From offices in Winnipeg, Geneva, Ottawa, Toronto and New York, [ISD’s
work impacts livesin nearly100 countries.

IISD provides practical solutions to the growing challenges and opportunities of integrating environmental and
social priorities with economic development. [ISD reports on international negotiations and shares knowledge
gained through collaborative projects, resulting in more rigorous research, stronger global networks, and better
engagementamong researchers, citizens, businesses and policy-makers.

The Public Procurement and Infrastructure Finance Sub-Program at lISD provides advisory services to public and
private sector clients for the designand implementation of policies, programs and tools to prepare, finance and
de-risk sustainable and low-carboninfrastructure.

lISD is registered as a charitable organization in Canada and has 501(c)(3) status in the United States. lISD receives
core operating support from the Government of Canada, provided through the International Development
Research Centre (IDRC) and from the Province of Manitoba. [ISD receives project funding from numerous
governments inside and outside Canada, United Nations agencies, foundations, the private sector and
individuals.

www.iisd.org
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