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Fellow shareholders,
2017 was an important year for Klarna.

Obtaining a banking license was a milestone and natural next step for the company. | am proud to say that Klarna has already
played a role in disrupting payments services in order to provide the smoothest experience for merchants and consumers. Now
we have even more possibilities to drive that change by broadening our offering and the ability to be deeper in the value chain.
The license will not change who we are; consumer focused, product driven and technology intensive. We will continue to work
every day to provide solutions that will deliver optimal user experience, help people streamline their financial lives and support
businesses by solving the complexity of handling payments.

Our focus on user experience for consumers is relentless and by doing so, we drive loyalty, and ultimately sales for our 89,000
merchants and partners. They see the value which our products bring, improving conversion rates, order amount, number of users
and overall preference. The significant year over year growth in volumes recorded is testament to this and supported the further
scaling of the company across key markets.

The acquisition of BillPay GmbH into the Klarna Group in September significantly strengthened our position in the DACH region
and we welcomed talented new colleagues to the company.

Over the course of the year Brightfolk/Bestseller Group, Permira and Visa all joined as new investors. The company is continually
evolving and this new energy, strategic insight and perspective is a great asset.

Other highlights:

I Our systems remained very stable during the year. Black Friday and Christmas were effortlessly handled despite record
breaking sales figures, and over the year we maintained 99.98% system availability.

I We are proud to see our customer service satisfaction index at 88% a real proof of success, with anything above 85%
considered to be world class customer service.

| want to take this opportunity to thank my fellow employees, our shareholders, merchants and users for another great year.
Together we will continue to create wonders.
Thank you,

Sebastian Siemiatkowski, CEO and Co-founder
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The Board and the CEO of Klarna Holding AB hereby submit their report for the period January 1 — December 31, 2017. The annual
accounts have been prepared in thousands of Swedish kronor unless otherwise stated.

Information about the business

The company’s wholly owned subsidiary Klarna Bank AB (publ) is a registered bank and is under the supervision of the Swedish
Financial Supervision Authority (Finansinspektionen). The company’s personal data protection officer is responsible that all
personal details are dealt with in accordance with the Swedish Personal Data Protection Act (PUL).

Our purpose at Klarna is to simplify buying. This is done by making buying simpler and safer for consumers and selling simpler
and safer for merchants. Klarna’s business is primarily comprised of payment solutions and consumer credit products designed
specifically for e-commerce. Today, Klarna’s services have expanded beyond traditional e-commerce, for example, by managing
payments for public transport, media and increasingly in physical stores. Klarna receives revenues from both the merchants and
the consumers that use Klarna’s payment solutions.

Klarna's value proposition to consumers is to allow them to make safe and simple online purchases and to pay when and how
they want. Klarna offers consumers a range of payment options including card payments and direct banking, as well as Klarna's
proprietary payment options, which include invoice (Pay Later), sales financing (Slice It), we also have immediate settlement
option (Pay Now). That way consumers can choose how and when to pay for purchases based on their needs and preferences.

Klarna's value proposition to merchants is to increase sales and reduce their working capital requirements by providing simple,
safe, and cost-effective payment solutions and consumer credit products across all e-commerce platforms, and especially on
mobile phones. Klarna's offerings to the merchant include technology, credit risk, customer services and administration.

The flagship product “Klarna Checkout” is a conversion driving checkout solution optimised for desktop and mobile through
which merchants can offer card payments, direct banking and Klarna’s proprietary payment options in one solution. Klarna
assumes all the risk for both the consumer and merchant.

Our success to date is a result of the high degree of trust we have built with customers and partners in all markets. This trust is
critical in the financial sector and when handling personal data. Maintaining that trust requires that we operate with the highest
ethical standards and strive to do what's right every day. Such standards are necessary across all parts of the business- from the
handling of sensitive personal data to a robust corporate governance framework and ensuring all employees are treated with
respect in a secure working environment.

Business performance
Total operating revenue grew by 27% year over year resulting in SEK 4,526m at year-end. This was mainly driven by higher
volumes and new merchants.

Klarna had an interest income of SEK 1,591m, corresponding to a 24% growth driven by increased Slice It volume. Overdue fees
and corresponding interest continued to decrease as a share of total interest income.

Commission income increased by 29% to SEK 2,924m. This was due to an increase in end consumer activity driving transaction
growth. Reminder fees related to Pay Later continued to decrease as a share of total commission income.

Total operating expenses grew by 18% mainly due to higher general administrative expenses as a result of ramping up the
business. Average number of employees increased to 1,380 from 1,244 (excluding consultants).

Klarna had an overall volume growth within the Group running at 42%, however credit losses as a proportion of volume
decreased by 20% year over year (2016: 0.34%; 2017: 0.27%). This was driven by organic improvement in risk models and tooling
across large markets over the end of 2016, as well as over early 2017, and in addition ensuring that losses on higher risk merchants
and fraud related events were brought within tolerance levels.

Net income recorded at SEK 345m which is more than three times higher than last year. Net income in 2016 was impacted by a
provisioning of SEK 166m for the pending tax assessment, however the current year included a related provisioning of SEK 66m.
The strong result was mainly a result of solid volume growth and a significant number of new merchants being on-boarded, as
well as continuous work on decreasing the direct costs.

Loans to the public grew by 64% to SEK 13,874m mainly driven by growth generated from existing merchants predominantly in
the Nordic and DACH region, but also due to significant signing of new global merchants across all geographies.

Deposits from the public grew by 45% to SEK 8,492m as a result of ramping up the business, main driver was the EUR deposits in
Germany.

For further comments see below on important events during the period as well as the notes.
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Significant events during the period
In May 2017, the company’s wholly owned subsidiary Klarna AB (publ) issued additional Tier 1 bonds in the principal amount of
SEK 250m.

The company’s wholly owned subsidiary Klarna AB (publ) was granted a bank license by Finansinspektionen (the Swedish
Financial Supervisory Authority) on June 19, 2017. In connection herewith, the company's legal name was changed to Klarna Bank
AB (publ).

On August 30, 2017, the company resolved to issue a total of 514.639 shares. All shares have been subscribed to and paid for,
following which the company’s share capital has been increased by SEK 51,463.90.

On September 13, 2017, the company’s indirectly owned subsidiary Klarna SPV GmbH consummated the acquisition of Billpay
GmbH.

On September 18, 2017, the company’s wholly-owned subsidiary, Klarna Bank AB (publ) issued floating rate senior unsecured
notes in an amount of SEK 2,000m. The bond was listed on Nasdaq Stockholm on December 14, 2017.

On September 20, 2017, the company resolved to issue a total of 302,218 shares. All shares have been subscribed to and paid for,
following which the company’s share capital has been increased by SEK 30,221.80.

On November 30, 2017, 63,830 shares were subscribed by exercising warrants. All shares have been paid for, following which the
company’s share capital has been increased by SEK 6,383.

On December 15, 2017, the company’s director Anton Levy resigned from the board of directors and Andrew Young was
appointed new director.

Future development

In 2017 Klarna continued to lay the foundation for continuing our quest to become the world’s favourite way to buy. We further
strengthened our market leading positions in the Nordics and continental Europe, attracting new partners, consumers and talents
through new products and rebranding activities. Our strong current momentum in combination with the bank license, enables us
to further invest in merchant and customer preference during the coming year.

Risks and risk management
Through its business activities Klarna is subject to a number of different risks, the main ones being credit risk, operational risk,
market risk (interest risk and currency risk) and liquidity risk. For a more detailed description, see note 3.

The external regulations set forth requirements for good internal control, identification and management of risks as well as
responsibilities for internal control functions. The Board and management regularly decide on policies and instructions for the
governance and management of risks, including a risk appetite and tolerance limits.

The basis for the internal control and risk management framework is a three line defense model, which describes the roles and
responsibilities for risk management and control. The first line of defense refers to all risk management activities carried out by
line management and staff. All managers are fully responsible for the risks, and the management of these, within their respective
area of responsibility. Hence they are responsible for ensuring that the appropriate organisation, procedures and support systems
are implemented to ensure a sufficient system of internal controls.

The second line of defense refers to Klarna’s independent functions for Risk Control and Compliance, which both report directly
to the CEO and the Board. These functions set the principles and framework for risk management, facilitate risk assessment and
perform the independent follow-up, as well as make sure the operations are carried out in compliance with external regulations
and internal policies. They shall also promote a sound risk management and compliance culture - and in this way enable business
- by supporting and educating business line managers and staff.

Third line of defense refers to the Internal Audit function which performs independent periodic reviews of the governance
structure and the system of internal controls. The Board has appointed Deloitte as internal auditors.

ESG and corporate governance reports

In accordance with the Annual Accounts Act chapter 6, 11§, the company’s wholly owned subsidiary Klarna Bank AB (publ) has
decided to report the Environmental, social and corporate governance report (ESG) separated from the annual report. The ESG
report has been submitted to the auditors at the same time as the annual report. The ESG report is available at Klarna’s website:

In accordance with the Annual Accounts Act chapter 6, 8§, the company’s wholly owned subsidiary Klarna Bank AB (publ) has
decided to report the Corporate governance report separated from the annual report. The Corporate governance report has been
submitted to the auditors at the same time as the annual report. The report is available at Klarna’s website:
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Important events after the end of the reporting period

On February 13, 2018, an announcement of closure of the Klarna Tel Aviv site in Israel was made. The decision was taken as
part of an overall strategy to focus on strengthening our commercial and operational presence in our key commercial markets
where our merchants and partners are located. All 31 Klarna staff employed in Tel Aviv were offered the possibility to continue
to work in other Klarna locations.

On February 22, 2018, the company’s director Niklas Adalberth resigned from the board of directors and Niklas Savander was
appointed new director.

No other important events occurred after the closing date.
Proposed treatment of unappropriated earnings

The Board and the CEO propose to the Annual General Meeting that the non-restricted equity of SEK 3,063,829,402 on Klarna
Holding AB” s balance sheet at the disposal of the Annual General Meeting to be carried forward.

Retained earnings 3,063,822,656 SEK
Net income for the year 6,746 SEK
Total 3,063,829,402 SEK
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Amounts in SEKk 2017 2016 2015 2014 2013
Income Statement
Total operating revenues 4,525,881 3,560,668 2,776,466 2,192,747 1,571,827
Operating income 522,701 168,057 169,900 101,231 66,009
Net income for the year 344,606 113,239 127,212 75,215 53,470
Balance Sheet
Loans to credit institutions 1,248,933 1,234,724 499,823 756,221 612,841
Loans to the public 13,874,164 8,450,037 6,104,075 4,513,304 3,512,009
All other assets 3,901,702 2,400,008 2,151,092 1,925,818 498,910
Total assets 19,024,799 12,084,769 8,754,990 7,195,343 4,623,760
Liabilities to credit institutions 396,965 754,944 708,826 386,116 168,220
Deposits from the public 8,491,654 5,839,490 3,959,427 3,705,020 2,679,992
All other liabilities 5,894,655 2,698,415 1,567,855 1,074,733 917,608
Total equity 4,241,525 2,791,920 2,518,882 2,029,474 857,940
Total liabilities and equity 19,024,799 12,084,769 8,754,990 7,195,343 4,623,760
Key Ratios and Figures
Return on equity’ 14.9% 6.3% 7.5% 7.0% 8.3%
Return on assets? 2.2% 11% 1.6% 1.3% 1.3%
Debt/equity ratio® 3.4 2.9 25 3.1 3.8
Equity/assets ratio® 22.3% 23.1% 28.8% 28.2% 19.0%
Own funds 2,830,504 1,928,585 1,388,231 819,777 736,784
Capital requirement 1,244,297 820,138 578,504 431,855 331,245
Total capital ratio® 18.2% 18.8% 19.2% 15.2% 17.8%
Average number of employees 1,380 1,244 1,074 1,017 778
! Return on equity is the operating income for the year as a percentage of average equity.
2 Return on assets is the net income for the year as a percentage of average total assets.
3 The debt/equity ratio is average liabilities in relation to average equity.
“ The equity/assets ratio is equity as a percentage of total assets at the end of the reporting period.
5 The total capital ratio is the own funds in relation to total risk exposure amount.
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Amounts in SEKk Note 2017 2016
Interest income 5 1,591,015 1,282,928
Commission income 6 2,924,191 2,265,763
Other operating income 10,675 11,977
Total operating revenues 4,525,881 3,560,668
Interest expenses 7 -138,704 -102,212
Commission expenses 8 -205,253 -150,281
Net income from financial transactions 9 -23,899 -18,665
General administrative expenses 11,12,13 -2,934,031 -2,585,137
Depreciation, amortisation and impairment

of intangible and tangible fixed assets 14 -200,575 -112,628
Credit losses, net 15 -500,718 -423,688
Total operating expenses -4,003,180 -3,392,611
Operating income 522,701 168,057
Income tax expense 16 -178,095 -54,818
Net income for the year 344,606 113,239
Net income for the year 344,606 113,239
Items that may be reclassified subsequently to the income statement:

Exchange differences, foreign operations 50,931 41,443
Other comprehensive income for the year, net after tax 50,931 41,443
Total comprehensive income for the year 395,537 154,682

Net income and total comprehensive income are both in its entirety attributable to the shareholders of Klarna

Holding AB.

KLARNA HOLDING AB e ANNUAL REPORT 2017

6



Amounts in SEKk Note 2017 2016
Assets

Cash in hand 36 40
Chargeable central bank treasury bills 17 1,847,705 941,703
Loans to credit institutions 18, 20 1,248,933 1,234,724
Loans to the public 19,20 13,874,164 8,450,037
Other shares and participations - 10,315
Intangible assets 21 1,801,072 1,212,236
Tangible assets 22 61,844 54,825
Deferred tax assets 16 21,763 11,662
Other assets 23,32 96,813 123,645
Prepaid expenses and accrued income 24 72,469 45,582
Total assets 19,024,799 12,084,769
Liabilities

Liabilities to credit institutions 25 396,965 754,944
Deposits from the public 26 8,491,654 5,839,490
Debt securities in issue 27 1,995,036 -
Deferred tax liabilities 16 136,276 74,981
Other liabilities 28, 32 2,955,100 1,907,542
Accrued expenses and prepaid income 29 381,709 277,831
Provisions 30 129,413 141,260
Subordinated liabilities 31 297121 296,801
Total liabilities 14,783,274 9,292,849
Equity

Share capital 1,967 1,879
Other capital contributed 2,979,011 2,169,752
Additional Tier 1 instruments 250,000 -
Reserves 124,328 73,397
Retained earnings 541,613 433,653
Net income for the year 344,606 113,239
Total equity 4,241,525 2,791,920
Total liabilities and equity 19,024,799 12,084,769
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Other Additional
capital Tier 1 Retained
Amounts in SEKk Share capital contributed instruments Reserves earnings Netincome Total equity
Balance at January 1, 2017 1,879 2,169,752 - 73,397 433,653 113,239 2,791,920
Opening balance, manual adjustment - -4,029 - - 4,029 - -
Transfer of previous year's net income - - - - 113,239 -113,239 -
Net income for the year - - - - - 344,606 344,606
Exchange differences, foreign operations - - - 50,931 - - 50,931
Total comprehensive income for the year - - - 50,931 - 344,606 395,537
New share issue 88 813,461 - - - - 813,549
Share warrants - -173 - - - - -173
Share-based payments - - - - -522 - -522
Issued additional Tier 1 instruments - - 250,000 - -8,785 - 241,215
Balance at December 31, 2017 1,967 2,979,011 250,000 124,328 541,613 344,606 4,241,525
Balance at January 1, 2016 1,860 2,072,167 - 31,954 285,689 127,212 2,518,882
Transfer of previous year's net income - - - - 127,212 -127,212 -
Net income for the year = = - - - 113,239 113,239
Exchange differences, foreign operations - - - 41,443 - - 41,443
Total comprehensive income for the year - - - 41,443 - 113,239 154,682
New share issue 19 74,325 - B B - 74,344
Share warrants - 23,260 - - - - 23,260
Share-based payments - - - - 20,752 - 20,752
Balance at December 31, 2016 1,879 2,169,752 - 73,397 433,653 113,239 2,791,920
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Amounts in SEKk Note 2017 2016

Operating activities

Operating income 522,701 168,057
Taxes paid -123,418 -59,771
Adjustments for non-cash items in operating activities

Depreciation, amortisation and impairment 14 200,575 112,628
Share-based payments -522 20,752
Other provision 86,560 141,467
Provision for credit losses 188,127 42,428
Financial items, unrealised 22,136 -14,880

Changes in the assets and liabilities of operating activities

Change in loans to the public -5,331,454 -2,388,390
Change in liabilities to credit institutions -357,979 46,118
Change in deposits from the public 2,652,164 1,880,063
Change in other assets and liabilities -455,534 485,491
Cash flow from operating activities' -2,596,644 433,963

Investing activities

Investments in intangible assets 21 -127,903 -68,965
Investments in tangible assets 22 -32,779 -24,796
Sales of fixed assets -23 -16
Investments in subsidiaries -400,324 -
Cash flow from investing activities -561,029 -93,777

Financing activities

New share issue 813,549 74,344
Share warrants -173 23,260
Additional Tier 1 248,000 -
Senior unsecured bond 1,994,000 -
Subordinated debt - 296,801
Cash flow from financing activities 3,055,376 394,405
Cash flow for the year -102,297 734,591
Cash and cash equivalents at the beginning of year 1,171,736 437,989
Cash flow for the year -102,297 734,591
Exchange rate diff. in cash and cash equivalents 10,817 -844
Cash and cash equivalents at the end of year 1,080,256 1,171,736

Cash and cash equivalents include the following items

Cash in hand 36 40
Loans to credit institutions 1,080,220 1,171,696
Cash and cash equivalents 1,080,256 1,171,736

' Cash flow from operating activities includes interest payments received and interest expenses paid. See note 36.
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Corporate information

Klarna Holding AB, 556676-2356, maintains its registered office in Stockholm at the address Sveavdgen 46, 111 34 Stockholm,
Sweden. The consolidated financial statements for 2017 consist of the parent company and its subsidiaries, together they make up
the Group. The Group’s business is described in the Report of the Board of Directors.

The consolidated financial statements and the Annual Report for Klarna Holding AB for the financial year 2017 were approved by
the Board of Directors and the CEO on March 15, 2018. They will ultimately be adopted by Klarna Holding AB’s Annual General
Meeting on April 13, 2018.

Accounting and valuation principles

1)  Basis for the preparation of the reports
Group
These annual accounts have been prepared in accordance with International Financial Reporting Standards (IFRS) such as they
have been adopted by the EU. In addition to these accounting standards, the Swedish Financial Supervision Authority regulations
(FFFS 2008:25), the Annual Accounts Act for Credit Institutions and Securities Companies (ARKL), the recommendation RFR 1
Supplementary Accounting Rules for Groups issued by the Swedish Financial Reporting Board have also been applied.

Parent Company

The Parent Company, Klarna Holding AB, prepares the annual accounts in accordance with the Annual Accounts Act (ARL). The
accounting recommendation for legal entities RFR 2 amended by the Swedish Financial Reporting Board has also been applied.
The Group’s accounting principles are also applicable for the parent company unless otherwise described in this note.

The preparation of reports in accordance with IFRS requires the use of a number of estimates for accounting purposes. The areas
which involve a high degree of assessment or complexity and which are of considerable importance for the annual accounts will
be reported in section 23.

2) Changed accounting principles
New and changed standards and interpretations
1 Amendments to IAS 7: Disclosure Initiative
T  Amendments to IAS 12: Recognition of Deferred Tax Assets for Unrealised Losses

The adoption of the new and changed standards and interpretations mentioned above did not have a significant impact on the
Group.

New and changed standards and interpretations which have not yet come into effect and which have not been applied in
advance by the Group

IFRS 9, “Financial instruments”

IFRS 9 covers the classification, valuation and reporting of financial liabilities and assets. The complete version of IFRS 9 was
published in July 2014, which replaces most of the guidance in IAS 39 and adopted by the EU in November 2016. The effective
date is 1 January 2018 and early adoption is permitted. The Group has not early adopted the standard and does not intend to
restate the comparative figures for 2017 in the annual report 2018 due to IFRS 9.

Classification and Measurement

The classification and measurement requirements in IFRS 9 state that financial assets should be classified as, and measured at,
amortised cost, fair value through profit and loss or fair value through other comprehensive income. The classification of a
financial instrument is dependent on the business model for the portfolio where the instrument is included and on whether the
cash flows are solely payments of principal and interest (SPPI).

In order to assess the business model, the Group has divided its financial assets into portfolios and/or sub-portfolios based on
how groups of financial assets are managed together to achieve a particular business objective. To derive the right level on which
portfolios are determined, the Group has taken the current business structure into account. When determining the business
model for each portfolio the Group has analysed the objective with the financial assets as well as for instance past sales behavior
and management compensation.

The Group has analysed whether the cash flows from the financial assets held as of 31 December 2017 are SPPI compliant. This

has been performed by grouping contracts which are homogenous from a cash flow perspective and conclusions have been
drawn for all contracts within that group.
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The analysis of the business model and the SPPI review have not resulted in any significant changes compared to how the
financial instruments are measured under IAS 39. No significant impact is thus expected on the Group’s financial position,
financial performance or equity in the period of initial application.

Impairment

The impairment requirements in IFRS 9 are based on an expected credit loss model instead of the current incurred loss model in
IAS 39. The scope of IFRS 9 impairment requirements is also broader than IAS 39. IFRS 9 requires all assets measured at
amortised cost and fair value through other comprehensive income, as well as off-balance commitments including guarantees
and loan commitments, to be included in the impairment model.

The assets to test for impairment will be divided into three groups depending on the stage of credit deterioration. Stage 1 includes
assets where there has been no significant increase in credit risk, stage 2 includes assets where there has been a significant
increase in credit risk and stage 3 includes defaulted assets. Significant assets in stage 3 are tested for impairment on an
individual basis, while for insignificant assets a collective assessment is performed. In stage 1, the provisions should equal the 12-
month expected credit loss while in stage 2 and 3, the provisions should equal the lifetime expected credit loss.

One important driver for size of provisions under IFRS 9 is the trigger for transferring an asset from stage 1 to stage 2. For assets
held at transition, the Group has decided to use change in internal rating and scoring data to determine whether there has been a
significant increase in credit risk or not. For assets being recognised going forward, the Group has decided to use a mix of
absolute and relative changes in probability of default as the transfer criterion as well as customers with payments more than 30
days past due will also be transferred to stage 2.

The provisions under IFRS 9 will be calculated as the exposure at default times the probability of default times the loss given
default. When calculating lifetime losses under IFRS 9, including the staging assessment, the calculation should be based on
probability weighted forward looking information. The Group has decided to apply two macro-economic scenarios. The different
scenarios will be used to adjust the relevant parameters for calculating expected losses and a probability weighted average of the
expected losses under each scenario will be recognised as provisions.

As a result of applying the IFRS 9 rules, allowance for credit losses will increase by SEK 81m for the Group and by SEK 88m in
Klarna Bank AB (publ). The impact on equity is SEK -69m, net of tax in the Group and SEK -75m, net of tax in Klarna Bank AB
(publ). The increase in allowance for credit losses is driven by the IFRS 9 requirement to hold provisions for non-impaired assets
(stage 1 as defined in IFRS 9 standard) based on expected losses, as opposed to the IAS 39 requirement that only provisions for
incurred losses are to be held. This means that under IFRS 9, losses based on events which are yet to occur need to be assessed
and booked in the reporting period, whilst previously, under IAS 39, only losses relating to events which had already occurred
were recognised in the reporting period.

The Group has decided to apply the transitional rules with the dynamic option issued by EU. This means that the increase in credit
losses at transition date will be allocated over the coming five years and this will also apply to increases in provisioning in stage 1
and 2. The transitional rules will at transition date have a lower impact on Common Equity Tier 1 capital than the actual effect of
applying the IFRS 9 rules.

IFRS 15, “Revenue from contracts with customers”

IFRS 15 will replace IAS 18 Revenues. The new standard establishes the principles for revenue recognition from contracts with
customers, but it does not impact the recognition of revenue from financial instruments in the scope of IFRS 9. The standard also
establishes new disclosures to provide more relevant information. The standard is applicable from 1 January 2018.

The Group has finalised its impact assessment of IFRS 15 and the standard has no significant impact on the financial statements.

IFRS 16 Leases

In January 2016, IASB issued a new lease standard that will replace IAS 17 Leases and the related interpretations IFRIC 4, SIC-15
and SIC-27. The standard requires assets and liabilities arising from all leases, with some exceptions, to be recognised on the
balance sheet. This model reflects that, at the start of a lease, the lessee obtains the right to use an asset for a period of time and
has an obligation to pay for that right. The accounting for lessors will in all material aspects be unchanged. The standard is
effective for annual periods beginning on or after 1 January 2019. Early adoption is permitted. EU adopted the standard in
November 2017.

The Group has not yet assessed the impact of IFRS 16.

Other changes in IFRS

IFRS 17 Insurance Contracts

Amendments to IFRS 4: Applying IFRS 9 Financial Instruments with IFRS 4 Insurance Contracts
Clarifications to IFRS 15 Revenue from Contracts with Customers

Amendments to IFRS 2: Classification and Measurement of Share-based Payment Transactions
Amendments to IAS 40: Transfers of Investment Property

Amendments to IFRS 9: Prepayment Features with Negative Compensation

Amendments to IAS 28: Long-term Interests in Associates and Joint Ventures

Annual Improvements to IFRS Standards 2014-2016 Cycle

IFRIC 22 Foreign Currency Transactions and Advance Consideration

IFRIC 23 Uncertainty over Income Tax Treatments

SoENo RGNS
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None of the other IFRS or IFRIC interpretations that have not yet come into effect are expected to have any significant impact on
the Group.

Group consolidation principles

The consolidated accounts are presented according to the acquisition method and comprise of Klarna Holding AB and its
subsidiaries. The companies are consolidated as from the date when control is transferred to Klarna and consolidation comes to
an end when Klarna no longer has control. In the case of business combinations, a purchase price allocation is prepared, where
identifiable assets and liabilities are valued at fair value at the time of acquisition. The cost of the business combination comprises
the fair value of all assets, liabilities and issued equity instruments provided as payment for the net assets in the subsidiary. Any
surplus due to the cost of the business combination exceeding the identifiable net assets on the acquisition balance sheet is
recognised as goodwill in the Group’s balance sheet. Acquisition-related costs are recognised in the income statement when they
arise. The subsidiary’s financial reports are included in the income statement starting on the acquisition date.

Intragroup transactions and receivables and liabilities between the group companies are eliminated.

Subsidiaries

Subsidiaries are those companies that Klarna Holding AB controls. Control exists when Klarna is exposed to variability in returns
from its investments in another entity and has the ability to affect those returns through its power over the other entity. This is
usually achieved when the ownership amounts to more than half of the voting rights.

3) Foreign currency translation
Presentation currency and functional currency
The Financial Statements are prepared in Swedish kronor, which is the presentation currency of the Group. The functional
currency is the currency of the primary economic environment in which an entity operates. Different entities within the Group
therefore have different functional currencies. The functional currency for Klarna Holding AB is Swedish kronor.

Transactions and balance sheet items

Transactions in a foreign currency are translated into the functional currency at the exchange rate on the day of the transaction.
Monetary assets and liabilities in foreign currencies are translated into the functional currency at the exchange rate at the end of
the reporting period. All profits and losses as a result of the currency translation of monetary items, including the currency
component in forward agreements, are reported in the income statement as exchange rate fluctuations under the heading Net
income from financial transactions.

Subsidiaries
Foreign subsidiaries’ assets and liabilities are translated at the closing day rate of exchange and income statement items at the
average exchange rate. Translation differences are reported in Other comprehensive income.

4) Interest and commissions
Revenues are recognised when it is probable that economic benefits associated with the transaction will be realised and the

amount of revenue can be reliably measured. The Group’s revenues and expenses are reported after elimination of intragroup
sales.

Interest income and interest expenses
The effective interest method is used for recognising interest income and interest expenses on all financial assets and liabilities

measured at amortised cost. The effective interest method is a method of calculating the amortised cost of a financial asset or a
financial liability and of allocating the interest income or expense over the relevant period. The effective interest rate is the rate
that corresponds to the rate used for discounting estimated future cash flows to the reported value of the financial asset or
liability. The estimated future cash flows used in the calculation include all fees that are considered to be integral to the effective
interest rate.

The interest income consists mainly of interest from loans to the public in the form of revolving credits and interest from lending
to credit institutions.

Commission income and commission expenses
Revenues for different types of services are reported as commission income. Commissions and fees for payment services are

recognised when the services have been completed and are measured at the fair value of the economic benefits associated with
the transaction.

Commission and fees for extending credit are considered to be an integral part of the effective interest rate and are therefore
recognised in interest income.

Commission income stems mainly from merchants that have an agreement with Klarna and different types of fees related to end-
customer receivables.
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5) Netincome from financial transactions
The net income from financial transactions comprises realised and unrealised changes in fair value due to currency exchange
effects and realised and unrealised changes in fair value of derivatives used for hedging, but where hedge accounting is not
applied.

6) General administrative expenses
General administrative expenses consist of employee expenses, including salaries, pensions, social charges, and other
administrative expenses such as office and computer expenses.

7) Netcredit losses
Impairment losses from financial assets classified into the category Loans and receivables (see section “Financial assets and

liabilities — classification and reporting” below), in the items Loans to credit institutions and Loans to the public on the balance
sheet, are reported as Net credit losses.

Net credit losses for the period comprise of realised credit losses and provisions for credit losses for granted credit with a
deduction for the reversal of provisions for credit losses made previously. Realised credit losses are losses whose amount is for
example determined via bankruptcy, a composition arrangement, a statement by an Enforcement Authority or the sale of
receivables. Provision for credit losses is calculated as the difference between the gross loan amount and the sum of the net
present value of estimated cash flows, see section “Impairment of loans and receivables” below for more details.

8) Cash and balances with central banks
Cash comprises legal tender and bank notes in foreign currencies. Balances with central banks consists of deposits in accounts
with central banks under government authority where the following conditions are fulfilled:

the central bank is domiciled
the balance is readily available at any time

9) Financial assets and liabilities — classification and reporting
Purchases and sales of financial instruments are reported on the trade date. Financial instruments are removed from the balance

sheet when the right to receive cash flows from the instrument has expired or been transferred together with almost all the risks
and rights associated with ownership.

Financial instruments are initially measured at fair value, including transaction costs for all financial instruments except for those
classified as financial assets and liabilities measured at fair value in the income statement where transaction costs are recognised
in the profit or loss.

Financial instruments are classified into various categories depending upon the type of instrument, which then determines the
subsequent measurement of the instrument. Financial instruments are classified into the following categories in accordance with
IAS 39, Financial Instruments: Recognition and Measurement:

Financial assets and liabilities at fair value through profit or loss
This category has two subcategories:

Designated: This category includes any financial asset that is designated on initial recognition as one to be measured at
fair value with fair value changes in profit or loss.

Held for trading: This category includes financial assets that are held for trading. All derivatives and financial assets
acquired or held for the purpose of selling in the short term or for which there is a recent pattern of short-term profit
taking are held for trading.

Included in this category are financial assets and liabilities which are listed in an active market or where it is assessed that a
reliable fair value can be stated. Chargeable central bank treasury bills and derivatives are both included in this category.

Measurement is at fair value and recalculation is done via the income statement. Realised and unrealised profits and losses as a
result of changes in fair value are included in the income statement in the period in which they arise. The fair value of financial
assets and liabilities is the price that would be received to sell an asset or paid to transfer a liability in an orderly transaction
between market participants at the measurement date. Klarna uses different methods to determine the fair value, see section
“Financial assets and liabilities — measurement” below.
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Financial assets classified as Available for sale

Financial assets classified as Available for sale (“AFS”) are any non-derivative financial assets designated on initial recognition as
available for sale or any other instruments that are not classified as Loans and receivables, held-to-maturity investments or
financial assets at fair value through profit or loss. AFS financial assets are measured at fair value, where fair value changes are
recognised directly in other comprehensive income. Interest, impairment losses and foreign exchange gains and losses on AFS
financial assets are however recognised in profit or loss. The cumulative gain or loss that was recognised in other comprehensive
income is recognised in profit or loss when an AFS financial asset is derecognised.

Available for sale equity investments that are not quoted in an active market and whose fair value cannot be measured reliably are
carried at cost less any impairment loss.

Loans and receivables

Into this category non-derivative financial assets which have fixed or determinable payments and which are not listed in an active
market are put. Loans to the public, lending to credit institutions, other assets and accrued revenues are included in this category.
Measurement is at amortised cost, which is determined on the basis of the effective interest that was calculated at the time of
acquisition. Loans and receivables are reported in the amount at which they are estimated to be received, that is after a deduction
for impairments. The Group’s loans to the public are pledged so as to enable increased borrowing if necessary.

Other financial liabilities
This category comprises all financial liabilities that do not fall into the category measured at fair value through profit or loss.

Measurement is at amortised cost.
The classification of financial assets and liabilities follows internal reporting and follow-up within the company.

10) Financial assets and liabilities - measurement
For financial assets and liabilities measured at fair value the Group uses different methods to determine the fair value. The
methods are divided into three different levels in accordance with IFRS 13.

Level 1
Level 1 in the fair value hierarchy consists of assets and liabilities valued using unadjusted quoted prices in active markets. This
category includes investments in discount papers where direct tradable price quotes exist.

Level 2

Level 2 in the fair value hierarchy consists of assets and liabilities that do not have directly quoted market prices available from
active markets. The fair values are calculated using valuation techniques based on market prices or rates prevailing at the balance
sheet date. This is the case for Fx forwards within other assets where active markets supply the input to the valuation. The fair
value of Fx forwards is estimated by applying the forward rate at balance sheet date to calculate the value of future cash flows.

Level 3
Estimated values based on assumptions and assessments. One or more significant inputs are not based on observable market
information.

11) Impairment of loans and receivables
Klarna tests all loans and receivables for impairment. The Group assesses whether objective evidence of impairment exists
individually for loans and receivables that are individually significant. Loans and receivables that are not individually significant
are assessed collectively.

To determine whether a loss event has occurred on an individual basis, all significant counterparty relationships are reviewed
periodically. This evaluation considers current information and events related to the counterparty, such as the counterparty
experiencing significant financial difficulty or a breach of contract, for example, default or delinquency in principal payments.

If there is evidence of impairment leading to an impairment loss for an individual counterparty relationship, then the amount of
the loss is determined as the difference between the carrying amount of the loan(s) or receivable(s) and the present value of
expected future cash flows discounted at its original effective interest rate. The carrying amount of the loans and the receivables
is reduced by making a provision for credit losses and the amount of the loss is recognised in the income statement as a Net
credit loss.

The collective assessment of impairment is to establish an allowance amount on a portfolio basis, a loss amount that is probable
of having occurred and is reasonably estimable. The allowance amount represents the incurred losses on the portfolio of smaller-
balance homogeneous loans and receivables, which are loans and receivables within the retail business. The loans and
receivables are grouped according to similar credit risk characteristics and the allowance for each group is determined using
statistical models based on historical experience.

When it is considered that there is no realistic prospect of recovery or when the loan or the receivable is sold to an external party,
the loan or the receivable and the related allowance are removed from the balance sheet.
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If in a subsequent period the amount of a previously recognised impairment loss decreases and the decrease is due to an event
occurring after the impairment was recognised, the impairment loss is reversed by reducing the allowance account accordingly.
Such reversal is recognised in profit or loss.

12) Derivative instruments
Derivative instruments are reported in the balance sheet on the day of the contract and are measured at fair value, both initially
and at subsequent revaluations. Derivative instruments are always classified as other assets or other liabilities. Changes in the fair
value of derivative instruments are reported immediately in the income statement in the item Net income from financial
transactions.

The Group does not apply hedge accounting and has no embedded derivatives.

13) Borrowing
Financial liabilities with regard to borrowing are categorised as liabilities which are initially reported at fair value, net of
transaction costs incurred and then at amortised cost and with application of the effective interest method. This category
comprises Liabilities to credit institutions and Deposits from the public.

14) Leasing
Any leasing agreements are attributable to normal agreements for the business and are primarily for office premises and office
equipment and are classified as operational leasing. Lease payments for these agreements are expensed linearly over the lease
term.

15) Intangible assets

Goodwiill

The amount by which a purchase sum, any non-controlling interest or the fair value on the day of acquisition of former
shareholdings exceeds the fair value of identifiable acquired net assets is reported as goodwill. Goodwill on acquisitions of
subsidiaries is reported as an intangible asset. Goodwill is tested annually to identify any impairment requirement and is recorded
at acquisition cost less accumulated impairment. Impairment of goodwill is not reversed. Goodwill is divided among cash-
generating units when testing for any impairment requirement.

Brand names and customer related intangible assets

In business combinations a portion of the acquisition price is normally allocated to brand names and customer related intangible
assets. They are reported at acquisition cost less accumulated depreciation and any accumulated impairment. Straight line
depreciation is carried out over the assessed useful life (3-20 years). Certain intangible assets have an indefinite useful life and
hence are not amortised, but are tested for impairment at least annually.

Capitalised development expenses and licenses

Costs associated with IT systems and software which have been developed in-house or acquired and which are expected to be of
considerable value for the business during at least three years are recognised as intangible assets. Costs for maintenance are
expensed as incurred. Straight line depreciation is carried out over the assessed useful life (5 years).

Impairment

Goodwill and other intangible assets with indefinite useful life are tested for impairment at least annually or more frequently if
events or changes in circumstances indicate that impairment may have occurred. The impairment charge is calculated as the
difference between the carrying amount and the recoverable amount. The recoverable amount is the higher of the fair value less
costs to sell and the value in use of the asset or cash generating unit, where the value in use is determined as the present value of
expected future cash flows. Disclosures on performed impairment test are provided in note 21.

Intangible assets with definite useful lives are reviewed for indications of impairment. If indications exist an impairment test is
performed.

16) Property, plant and equipment
Property, plant and equipment consist of equipment, fixtures and fittings, and computers. All property, plant and equipment are
reported at acquisition cost after a deduction for accumulated depreciation and any accumulated impairment. By acquisition cost
is meant expenses that are directly attributable to the acquisition of the asset. Straight line depreciation is carried out over the
assessed useful life. The following useful life periods are applied:

Equipment, tools, and fixtures and fittings 5 years
Computers and other machinery 3 years
Investments in rented facilities No longer than the contract time

Assessment of an asset’s residual value and useful life is done annually. When the residual value is less than the carrying value an
impairment is recognised in the income statement.
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17) Participations in subsidiaries
Participations in subsidiaries are reported in the Parent Company according to the acquisition method. If it is assessed that the
fair value at the end of the reporting period is less than the acquisition cost, the shares are written down. The impairment is
reported in the income statement. If it is assessed that the value will increase again, the impairment is reversed via the income
statement.

18) Tax
Income taxes consist of current tax and deferred tax. Income taxes are reported directly in the income statement except when the
underlying transaction is reported directly against equity or other comprehensive income, in which case also the accompanying
tax is reported in equity or other comprehensive income. Deferred tax is reported according to the balance sheet method for all
temporary differences between an asset’s or a liability’s tax base and its carrying amount in the balance sheet. Deferred tax assets
are reported for non-utilised tax relief to the extent it is probable that the relief will be able to be set off against future taxable
surpluses. Deferred taxes are estimated according to the tax rate that is expected to apply at the time of taxation.

19) Share-based payments

For share-based payment to employees settled with equity instruments, the services rendered are measured with reference to the
fair value of the granted equity instruments. The fair value of the equity instruments is calculated as per the grant date. The grant
date refers to the date when a contract was entered into and the parties agreed on the terms of the share-based payment. Since
the granted equity instruments are not vested until the employees have fulfilled a period of service, it is assumed that the services
are rendered during the vesting period. This means that the expense and corresponding increase in equity are recognised over
the entire vesting period. Non-market based vesting terms, such as a requirement that a person remain employed, are taken into
account in the assumption of how many equity instruments are expected to be vested. Changes in the estimate of how many
shares is expected to be vested due to the non-marked based vesting terms is recognised in the income statement and equity.
Any related social charges are recognised as cash-settled share-based payment i.e. as an expense during the corresponding
period based on the fair value that serves as the basis for a payment of social insurance charges.

20) Pensions
The Group’s pension plans are defined contribution plans, which means that fees are paid to an independent legal entity
according to a fixed pension plan. These fees are reported as personnel costs in the period they apply to. After the fees have been
paid, the Group has no legal or other obligations.

21) Group contribution
Group contribution is reported in the Parent Company according to its financial significance. Group contribution received from a
subsidiary is reported according to the same principles as dividend received. For Parent Companies this means that Group
contribution received is reported as financial revenue in the income statement. Group contribution paid by a Parent Company to
a subsidiary is to be reported as increased participation in the group company. For subsidiaries that pay or receive Group
contribution, this is to be reported, together with the accompanying tax, in equity among retained earnings.

22) Cash flow statement
The cash flow statement is reported using the indirect method. The cash flow statement is divided into payments from operating
activities, investing activities and financing activities. Operating activities are the main revenue-producing activities of the entity
that are not investing or financing activities, so operating cash flows include cash received from customers and cash paid to
suppliers and employees. Investing activities are the acquisition and disposal of long-term assets and other investments that are
not considered to be cash equivalents. Financing activities are activities that alter the equity capital and borrowing structure of
the entity.

23) Important estimations and assumptions for accounting purposes
The Group makes estimates and assumptions about the future. The estimates for accounting purposes that are a consequence of
these will by definition seldom correspond to the actual results. The estimates and assumptions that involve a considerable risk of
significant adjustments in the carrying amounts for assets and liabilities during the subsequent financial year are dealt with in
broad terms below.

Assessment of and impairment requirements for loans and other receivables

The value of the Group’s loans and receivables is continually tested. Where necessary, receivables are written down to the
assessed recoverable amount. The estimated recoverable amount is based on an assessment of the counterparty’s financial ability
to repay. For loan receivables valued collectively, the future cash flows are estimated amongst other things on the basis of
assumptions about how observable data may entail credit losses. The final outcome may deviate from original provisions for
credit losses. The assessments and assumptions used are subject to regular checks and follow-up.

Impairment requirements for goodwill and other intangible assets

The Group tests on a yearly basis if there is an impairment requirement for goodwill and other intangible assets with indefinite
useful life, in accordance with the accounting principle described in note 21 under the heading “Intangible assets”. This is tested
by estimating the recoverable value, i.e. the highest of the realisable value and the value in use. If the recoverable value is lower
than the carrying amount, the asset is written down.
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The Group’s intangible assets amounted to SEK 1,801,072k (1,212,236), whereof goodwill amounted to SEK 1,275,723k (898,455)
at the end of the year and is attributable to the acquisition of Sofort GmbH, Analyzd Technologies Ltd., and BillPay GmbH. See
note 21 for disclosure of performed impairment tests.

Assessment of provisions

Klarna Holding AB’s wholly owned subsidiary, Klarna Bank AB (publ), has provisioned SEK 104m, net of payments, for 2014-2017
as a consequence of tax assessments made by the Swedish Tax Agency on how Klarna AB (publ) handles VAT. Klarna Bank AB
(publ) is disputing the assessments; however the provisioning represents a likely outcome. See note 30 for provisions.

Risk management

General

Risk is defined as the possibility of a negative deviation from an expected financial outcome. The Klarna Group is through its
business activities subject to a number of different risks, the main ones being credit risk, market risk, liquidity risk and operational
risk. Other risks include concentration risk, business risk, strategic risk, reputational risk, remuneration risk and pension risk.

Klarna has a risk appetite framework in place, set by the Board, and supported by limits for specific risk areas. The Board and
Management also issue written policies and instructions for managing all identified risks, which are complemented by detailed
routine descriptions within the organisation.

The purpose of risk management is to safeguard Klarna’s long term survival, manage volatility in financial performance, and
increase value for the owners by ensuring efficient capital management. The basis for the risk management and internal control
framework is the three lines of defense model. The first line of defense refers to [
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