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Introduction

On 7 June 2021, Arborg municipality (“Arborg” or
“the Municipality”) published its first Sustainability
Bond Framework (“the Framework”). Arborg was
the first Icelandic issuer of a sustainable bond in-
tended to finance projects that have both environ-
mental and/or social benefits. The bond was listed
on Nasdaq’s sustainable bond index in June 2021 —
instrument ARBO 31 GSB. The Municipality issued
its second sustainable bond, ARBO 43 GSB, in Sep-
tember 2023.

The purpose of the Framework is to enable Arborg
to issue bonds or other financial instruments with
known use of proceeds, to finance certain parts of its
operation that align with the Municipality’s sustain-

ability objectives.

To ensure transparency, Arborg will publish an an-
nual Allocation and Impact Report while it has sus-
tainable financial instruments outstanding. Issuanc-
es under the Framework may be labelled respectively
as “green”, “social” or “sustainable” instruments,
depending on the category of projects financed un-
der the Framework. This is the third Allocation and
Impact Report (“the Impact Report” or “the Report”)

under the Framework.

Accounting firm KPMG ehf. performed an independ-
ent limited assurance review on this Allocation and
Impact Report, pertaining to the allocation of pro-

ceeds.



Arborg and sustainable financing

Arborg intends to be a leader among Icelandic mu-
nicipalities in the field of environmental protection
with a focus on sustainable development. This strat-
egy will make the Municipality more appealing to
current and future generations. Arborg is an active
member of the social progress index Framfaravogin
that measures its progress. The Municipality also
published its Environmental Policy in 2020, outlin-
ing specific goals that each aligns with a United Na-

tions Sustainable Development Goal (SDG).

The goals set in the Environmental Policy are as fol-

lows:

Governance: Ensure professional governance and
focus on sustainable development. Prioritise envi-
ronmentally certified products and services in pro-

curement.

Climate change: Attain carbon neutrality before 1

January 2030.

Nature conservation: Actively promote conserva-
tion of the natural environment and maintain biodi-

versity.

Cultural monuments: Protect cultural monu-

ments.

Education: Increase general knowledge about lo-
cal flora and fauna. All schools to reach “green flag”
status by 2022. Provide access to environmental ed-

ucation for adults.

Waste: Maximum of 5% of total waste disposed of
in landfills. Incorporate the “polluter pays” principle

in waste fees.

Industry: Contribute to the sustainable coexistence
of industry with society and nature. Promote envi-

ronmentally-friendly tourism.

Transportation: Promote environmentally-friend-
ly transportation. All transport owned by the munic-
ipality to be electrified before 2025. Increase share

of pedestrian, bicycle and equestrian paths.

Appearance and public health: Establish a rep-

utation for cleanliness in public spaces.

Society: Promote the action plan® for public health
and outdoor activity, and outdoor activity for disease

prevention.

1 The action plan is a part of the Environmental Policy, see https://www.arborg.is/media/stefnur/Umhverfisstefna-Arborgar-10.06.2020.pdf


https://www.arborg.is/media/stefnur/Umhverfisstefna-Arborgar-10.06.2020.pdf

Eligible projects and allocation

The value of unallocated eligible activities and as-
sets? was ISK 4.27 billion as of 31 December 2023. A
detailed breakdown is provided in Table 1.

Arborg has issued two sustainable bonds:

e ARBO 31 GSB in June 2021 — Outstanding ISK
5.29 billion

e ARBO 43 GSB in September 2023 — Outstand-
ing ISK 0.5 billion

There were no new issuances under the ARBO 31
GSB sustainable bond in 2023. As proceeds from the
bond were previously fully allocated, no further im-

pact analysis is necessary in this Report. Information

on the impact from projects funded with proceeds
from the bond is provided in the previous year’s Im-

pact Report.

Arborg issued a new sustainable bond in autumn
2023 for a total of ISK 0.5 billion. The proceeds were
used to fully fund eligible projects under the Munic-
ipality’s Sustainability Bond Framework. The pro-
jects contributed to the development, maintenance
and operation of renewable energy infrastructure

and facilities.

The sustainable bonds issuances in 2023 have now
been fully allocated to projects carried out in 2023

(100% new finance).

2 Information on eligible sustainable assets for the years 2019 (available for ARBO31 GSB) and 2020 has not been aggregated and is not included.



Table 1. Eligible sustainable asset pool under Arborg’s Sustainability Bond Framework and allocated

funds in 2023. Amounts in ISK million.

Project category _T(_)tal Allocated Unallocated AIIoca?ed Green  Social
eligible proportion

Renewable energy 726.8 500.0 226.8 68.8% °

Energy efficiency 510.6 0.0 510.6 0.0% °

Pollution prevention and control 39.0 0.0 39.0 0.0% °

Terrestrial and aquatic biodiversity o

conservation 34.7 0.0 34.7 0.0% °

Clean transportation 648.3 0.0 648.3 0.0% °

Sustainable water and wastewater o

management 491.5 0.0 491.5 0.0% °

Access to essential services 1,463.2 0.0 1,463.2 0.0% °

Socioeconomic advancement and 356.5 0.0 356.5 0.0% o

empowerment

Total sustainable asset pool 4,270.7 500.0 3,770.7 1.7%

Table 2. Overview of allocated funds to projects funded by ARBO 43 GSB issued under Arborg’s Sustaina-

bility Bond Framework. Amounts in ISK million.

. . Bond
Project category Instrument Project 2023 allocation
Development and operation of facilities o
Renewable energy Green used for geothermal energy generation 500.0 100.0%
Total bond funding 500.0 100.0%




Impact

Table 3 sets out either the impact associated with the
projects financed under the ARBO 43 GSB sustaina-
ble bond issuance or an ex-ante impact assessment,
which is the expected impact from the projects upon
completion. Construction or development phase is
on-going for some projects and the impact as yet un-

realised.

Renewable energy

Selfossveitur is a district heating utility owned by
Arborg which operates only within its geographic
area. It provides low-temperature geothermal heat-
ing to a majority of Arborg’s inhabitants for domestic
heating. In recent years, the demand for geothermal

heating has increased alongside the Municipality’s

rapid growth. This resulted in the need for the util-
ity to initiate an extensive and expensive search for
additional geothermal resources and to expand its

infrastructure.

The search has proven successful, with three new ge-
othermal boreholes expected to be added to the sys-
tem, increasing its capacity (in terms of 1/s) by up to
20%. The expansion has included new construction
and development of the utility’s infrastructure, e.g.
the addition of a new storage tank and activation of

boreholes.

The sustainability bond proceeds covered 263 GWh
of geothermal energy generated in 2023 and ex-ante

renewable energy generation impact is expected to
be 89 GWh.

Table 3. Overview of the impact of allocated proceeds from ARBO 43 GSB under Arborg’s Sustainability

Bond Framework.

Project category Impact metric

Renewable energy

GWh (TJ) renewable energy generated

2023 impact Ex-ante impact

263 (946) 89 (320)



Methodology

The methodologies used for the impact analysis in this Report are based on relevant international guide-
lines and standards, such as ICMA’s Green Bond Principles’ Handbook Harmonised Framework for Impact

Reporting?, and defined impact metrics for the corresponding category in the Sustainability Finance Frame-

work.
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3 https://www.icmagroup.org/assets/documents/Sustainable-finance/2023-updates/Handbook-Harmonised-framework-for-impact-report-
ing-June-2023-220623.pdf
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Takmorkud stadfesting til Sveitarfélagsins Arborgar vardandi radstofun
fjarmagns i tiltekin green verkefni samkvaemt framfaraskyrsiu (Arborg
Sustainability Bond - Allocation and Impact Report) fyrir ario 2023

Vid vorum radin af Sveitarfélaginu Arborg (hér eftir Arborg) til ad veita takmarkada stadfestingu (e. limited
assurance) a medfylgjandi framfaraskyrslu fyrir arid 2023 (hér eftir skyrslan). Stadfestingin tekur til
radstofunar a fjarmagni i tiltekin graen verkefni eins og pau eru skilgreind i ,,Sustainability Bond Framework*
atgefid i juni 2021.

Alit med takmarkadri vissu

Byggt & peim adferdum sem vid héfum framkvaemt og peirra gagna sem vid héfum aflad, kom ekkert fram
sem bendir til annars en ad radstéfunin samkveemt skyrslunni 2023 sé i 6llum megin atridum i samreemi vio
pau gégn sem skodud voru.

Abyrgd stjérnenda

Skyrslan er 16gd fram af stjornendum félagsins. Peir bera abyrgd a4 ad hanna, innleida og vidhalda innra
eftirliti vegna upplysinga sem videigandi eru til ad Utbua skyrslu. Einnig bera peir abyrgd a séfnun, greiningu
og framsetningu upplysinga sem settar eru fram i skyrslunni og ad skyrslan sé an verulegra annmarka hvort
sem er vegna sviksemi eda mistaka. P& eru stjérnendur abyrgir fyrir pvi ad starfsfolk sem kom ad vinnslu
og framsetningu skyrslunnar hafi hlotid videigandi pjalfun og ad upplysingakerfi séu uppfaerd.

Abyrgd okkar

Abyrgd okkar er ad veita takmarkada stadfestingu & sjalfbaerniskyrslu félagsins. Skodun okkar var unnin {
samreemi vid alpjédlegan stadal um stadfestingar, ISAE 3000 Assurance Engagements other than Audits or
Reviews of Historical Financial Information, sem gefinn var Ut af International Auditing and Assurance
Standards Board. Samkveemt stadlinum ber okkur ad skipuleggja og haga vinnu okkar svo unnt sé ad veita
takmarkada stadfestingu um hvort sjalfbaerniskyrslan sé i 6llum meginatrioum an verulegra annmarka.
Takmarkad stadfestingarverkefni er minna ad umfangi en stadfestingarverkefni med naegilegri vissu (e.
resonable assurance). AJ auki geta Ofjarhagslegar upplysingar verid hadar frekari takmdrkunum en
fijarhagslegar upplysingar, baedi vegna edlis peirra og adferda sem notadar eru til ad adkvarda, reikna og
aaetla slik gogn. baer adferdir sem beitt er vid takmarkada stadfestingu eru mismunandi eftir edli hvers
verkefnis og eru umfangsminni en 6had stadfesting. bar af leidandi gefur takmoérkud 6had stadfesting ekki
eins mikla vissu og pegar um er ad reeda 6hada stadfestingu.

KPMG hefur innleitt alpjédlegan geedastadal, International Standard on Quality Control 1, og hefur pvi innleitt
vidteekt geedakerfi, par & medal um ad hafa skrddar stefnur og verklag vardandi fylgni vid sidareglur, faglega
stadla og videigandi krofur laga og reglugerda.

Vid héfum uppfyllt krofur um 6heedi og adrar sidareglur sem fram koma i alpjédlegum sidareglum fyrir
endurskodendur, sem gefnar hafa verid Gt af International Ethics Standards Board for Accountants Code of
Ethics for Professional Accountants, sem byggja i grunninn & heilindum, hlutleysi, faglegri haefni og varfeerni,
tranadi og faglegu framferai.

Adgerdir sem framkveaemdar voru

Takmorkud stadfesting skyrslunnar felst i ad afla upplysinga, einkum fra pvi starfsfélki sem er abyrgt fyrir
peim upplysingum er fram koma i skyrslunni, greina, meta og afla stadfestinga eftir pvi sem vid a. bessar
adgerair fela m.a. i sér:

— Fyrirspurnir til stjornenda og annars videigandi starfsfolks til ad 6dlast skilning & ferli Arborgar vid
gerd og Yfirferd skyrslunnar.

Reykjavik Egilsstadir Reykjanesbaer

. Ak Hafnarfjoro Saudarkroki
©2024 KPMG ehf. 4 [slandi er adili ad alpjédlequ neti KPMG, Aot Hojenerour o lfoaorur
samtokum sjélfsteedra fyrirteekja sem adild eiga ad KPMG BI5ndUGS Hofn Stykkisholmur

International Limited, ensku félagi med takmarkada &byrgd. Allur Borgarnes Reydarfisraur Vestmannaeyjar
réttur askilinn. Dalvik



— Urtaksprofanir til ad sannreyna ad peer upplysingar sem fram koma i skyrslunni séu i samraemi vid

gdgn.
Reykjavik, 30. september 2024
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