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Arion Bank

® Arion Bank is a leading universal relationship
bank in Iceland which provides a full range of
financial services.

® After a long period of strong economic growth the
economy is trending into temporary negative
recession due to Covid-19. Developments in
Iceland and especially globally will heavily impact
the Icelandic economy due to the importance of
tourism. However, both fiscal and monitory policy
have ammunition to support the economy.

® Arion Bank intends to maintain its leading position
in digital banking, which has proven effective
during the pandemic.

The balance sheet is extraordinarily strong which
is prudent at this time due to Covid-19 but not
efficient, under normal circumstances.

The Bank is very well positioned to meet the
funding requirements of its customers in both ISK
and FX and to provide customers with solutions
through the challenging times that lie ahead.
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Endorsement and statement
by the Board of Directors and the CEO

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period from 1 January to 30 June 2020 include the Condensed
Consolidated Interim Financial Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Operations during the period

Arion Bank reported net earnings of ISK 4,958 million from continuing operations in the second quarter and ISK 3,676 million from continuing
operations during the first six months of the year. Net earnings amounted to ISK 4,913 million for the quarter and ISK 2,742 million for the first
six months. Return on equity was 10.5% for the quarter and 2.9% for first six months of 2020. The cost-to-income ratio was 45.5% for the
quarter and 54.7% for the first six months of 2020.

Net interest income increased by 0.6% compared with the second quarter in 2019, whilst interest bearing assets decreased by 1.4%. Net
interest margin in the quarter was strong at 2.9%. Net commission income increased by 9% compared with the same period in 2019, mainly due
to increased activities in the loan book and loan service agreements. Net financial income was significantly higher than for the second quarter of
2019 and amounted to ISK 2,691 million. Operating expenses are trending down and decreased by 3% compared with the second quarter in
2019, mainly due to the reduced number of FTEs. Impairments amounted to ISK 918 million during the quarter, substantially down from the first
quarter. Given the ongoing economic uncertainty due to Covid 19, further impairments cannot be excluded as the reality of the situation
becomes clearer. The bank levy decreased by 64% from the same quarter last year, as the levy was reduced from 0.376% to 0.145%, as part of
the government’s response to the Covid-19 pandemic.

The Group’s balance sheet increased by 9% during the first half of 2020. The increase was mainly in liquid assets, funded by deposit growth and
proceeds from the Bank’s issuance of AT1. However, the risk-weighted exposure amount (REA) decreased by ISK 3 billion from year-end 2019.

Total equity amounted to ISK 188,827 million at the end of the period. Total equity increased due to the reported net earnings but decreased by
ISK 4.4 billion due to share buy-backs under a buy-back program during the first quarter. The Group’s capital ratio, as calculated under the
Financial Undertakings Act No. 161/2002, was 28.1% and the CET1 ratio was 22.9%. The Bank’s capital ratios comfortably exceed the
requirements set by law and the Financial Supervisory Authority of the Central Bank. The Bank’s liquidity position was also very strong at period
end.

In May 2020 Valitor Group sold the operations of Valitor in Denmark, Valitor A/S. The operation of Valitor A/S contributed a net loss for the years
2018 and 2019. The financial effects of the sale of the entity did not have material effects on these Consolidated Interim Financial Statements.

In April 2020, Standard & Poor's downgraded Arion Bank's long-term credit rating from BBB+ to BBB, but revised the outlook from negative to
stable. The Bank's short-term credit rating remains A-2.

Outlook

The Covid-19 pandemic has had a widespread effect on Arion Bank and is expected to continue to do so over the coming quarters. It has
delayed the planned distribution of capital, as the Central Bank of Iceland has recommended that financial institutions reconsider their proposals
on capital distributions in light of the economic uncertainty. Arion Bank is, however, committed to its strategy of focusing on the profitability of its
REA and reducing the cost-to-income ratio. The Bank has been supporting its customers and working with the authorities to develop government
guaranteed loan facilities targeted at corporates that are going through temporary difficulties. The first loans under the program have already
been granted.

Core revenues have been trending in the right direction and the second quarter performance demonstrates that the Bank can improve on the
revenue side even during difficult times. Operating expenses are decreasing and the emphasis will continue to be on reducing them further. The
Bank was able to operate effectively and service its customers, with 85% of its employees working from home during the height of the Covid-19
crisis. This experience has made the Bank take advantage of various opportunities to streamline its operations and product offering.
Impairments continue to be difficult to predict given the uncertainty that still exists. Whilst the Bank has taken drastic steps as regards
impairments during the first half of the year, it is impossible to state at this time that further impairments will not be needed as the reality of the
economic crisis becomes clearer.

Sales processes of HFS assets will continue but Covid-19 related factors have already delayed the results somewhat.

Arion Bank expects the current turmoil to last at least until the end of this year. The Bank does not, however, rule out the possibility that the
current economic environment, coupled with the Bank's very strong capital and liquidity position, might open up opportunities for the efficient use
of these resources for either internal or external growth.

The Bank is committed to its medium-term targets and plans to resume its capital distribution as soon as practicable.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 4
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Endorsement and statement
by the Board of Directors and the CEO

Economic environment and outlook

According to preliminary figures GDP decreased by 1.2% YoY in the first quarter of 2020, a much stronger result than many analysts had
expected. Despite the almost 30% drop in tourist arrivals and the resulting substantial negative impact of external trade on GDP, private
consumption increased, softening the economic contraction. However, the restrictions imposed by governments around the world due to the
coronavirus outbreak only came into force at the end of March, meaning that economic figures for the second quarter will bear the brunt of the
effects of the coronavirus. Few advanced economies are as dependent on tourism as Iceland, making the economy vulnerable to the
coronavirus crisis. The consensus among domestic analysts currently stands at 8.6% economic contraction in 2020, followed by 4.8% economic
growth in 2021. Even though Iceland has taken tentative steps towards opening its borders, prolonged travel restrictions on a global scale seem
likely as new coronavirus cases continue to increase worldwide. The crisis has had, and will have, a deep impact on the labor market, and
unemployment is expected to peak at 12% in the autumn of 2020. Inflation has remained relatively stable despite a depreciation of the ISK but is
expected to inch upwards due to the exchange rate pass-through. The Central Bank has a target of 2.5% and inflation is expected to stay well
within tolerance levels. Even though the outlook is bleak there are several indications that the economy will prove more resilient than first
thought; both the government and the Central Bank have introduced numerous measures in order to soften the economic blow. Payment card
turnover indicates that private consumption might bounce back quicker than expected and an ever-growing number of tourists are visiting the
country.

Funding and liquidity

The Group's liquidity position is strong, with a liquidity coverage ratio of 206%, see Note 44, well above the regulatory minimum of 100%. The
Bank's foreseeable refinancing risk is low as it does not have any material redemption of long-term funding until December 2021. The
comfortable liquidity position and limited foreseeable refinancing needs mean that the Bank does not need to access the international wholesale
funding markets in 2020.

Arion Bank continued to issue covered bonds which are secured under the Covered Bond Act No. 11/2008. During the first six months of 2020
the Bank issued covered bonds amounting to ISK 5,060 million.

Capital and REA

The Group's capital adequacy ratio at 30 June 2020 was 28.1% and the CETL1 ratio 22.9%. The Group‘s own funds increased by ISK 28.1 billion
from year-end 2019, primarily due to the successful issuance of a USD 100 million Additional Tier 1 capital instrument in February 2020, and as
a result of the Board of Directors' decision to propose that no dividends are paid in connection with operations in 2019 in light of the Covid-19
pandemic. This effectively reintroduces the foreseeable ISK 10 billion dividend at year-end 2019 as loss absorbing capital.

On 4 May 2020 the Icelandic Ministry of Finance ratified Regulation (EU) 2017/2395 into Icelandic law. The regulation introduces transitional
arrangements for IFRS 9 to allow the regulatory capital impact of expected credit loss to be phased in over time. These arrangements have
been available to European banks since 2017. Institutions that elect to make use of these transitional arrangements can in 2020 add back CET1
equivalent to up to 70% of provisions incurred from the application of IFRS9. The Bank has opted to make use of the transitional arrangements,
thus reflected in the Group's capital ratios as of 30 June 2020. The transitional arrangements increase the capital ratio by 0.2 percentage points.

The Group's risk-weighted exposure amount (REA) decreased by ISK 3.4 billion in the first half of 2020. The introduction of the SME supporting
factor into the Icelandic capital adequacy regime came into effect on 1 January 2020, reducing REA by ISK 13 billion, providing capital relief for
exposures to SMEs below EUR 1.5 million. Increased proprietary trading equity positions increased REA by ISK 4.6 billion.

As part of the economic measures introduced by the Icelandic authorities, the 2% countercyclical capital buffer has been vacated entirely, which
reduces the Group's total capital requirement from 20.3% to 18.4%. The Group‘s CET1 capital requirement is reduced from 15.5% to 13.6%. At
30 June 2020 the Group had ISK 67 billion of CET1 capital in excess of regulatory requirements and ISK 43 billion in excess of the Group's
target CET1 ratio of 17%.

Group ownership

At the end of June 2020 Taconic Capital was the largest shareholder of Arion Bank, with a holding of 24.67%, and Sculptor Capital Management
was the second largest with a holding of 9.92%. Arion Bank held 0.69% of its own shares at the end of June 2020. The AGM on 17 March 2020
approved the cancellation of 84 million of the Bank's own shares, totalling ISK 84 million at nominal value. The reduction took place in May
2020. For further information on the shareholders of Arion Bank, see Note 36.

Governance

At the AGM on 17 March 2020, seven members were elected to serve on the Board of Directors until the next AGM, four men and three women.
Furthermore, three Alternate Directors (two men and one woman) were elected, and they attend meetings of the Board of Directors in the event
that a Director resigns or is unable to attend.

On 26 March 2020 the Bank announced that Herdis Drofn Fjeldsted, vice-chairman of the Board of Directors, would temporarily step aside as a
board member while acting as the CEO of Valitor, a subsidiary of Arion Bank. In her absence one of the Alternate Directors will take a seat on
the Board of Directors.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 5
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Endorsement and statement
by the Board of Directors and the CEO

Endorsement of the Board of Directors and the Chief Executive Officer

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period ended 30 June 2020 have been prepared in accordance
with International Financial Reporting Standards as adopted by the European Union and additional requirements in the Icelandic Financial
Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions.

It is our opinion that the Condensed Consolidated Interim Financial Statements give a true and fair view of the financial performance and cash
flow of the Group for the period ended 30 June 2020 and its financial position as at 30 June 2020.

Furthermore, in our opinion the Condensed Consolidated Interim Financial Statements and the Endorsement of the Board of Directors and the
CEO give a fair view of the development and performance of the Group's operations and its position and describe the principal risks and
uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the Condensed Consolidated Interim Financial Statements of Arion Bank for the
period ended 30 June 2020 and confirm them by means of their signatures.

Reykjavik, 29 July 2020

Board of Directors
Brynjélfur Bjarnason, Chairman
Gunnar Sturluson
Liv Fiksdahl
Paul Richard Horner
Renier Lemmens
Sigurbjérg Asta Jonsdottir
Steinunn Kristin Thérdardottir

Chief Executive Officer

Benedikt Gislason

Arion Bank Condensed Consolidated Interim
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on the Condensed Consolidated Interim Financial Statements

To the Board of Directors and shareholders of Arion Bank.

We have reviewed the accompanying Condensed Consolidated Interim Statement of Financial Position of Arion Bank hf. (the “Group”) as of 30
June 2020 and the related Consolidated Interim Income Statement, Consolidated Interim Statement of Comprehensive Income, Consolidated
Interim Statement of Changes in Equity and Consolidated Interim Statement of Cash Flows for the six months then ended and a summary of
significant accounting policies and other explanatory notes.

The Board of Directors and Management's Responsibility for the Consolidated Financial Statements

The Board of Directors and management are responsible for the preparation and fair presentation of this Interim Consolidated Financial
Statements in accordance with International Financial Reporting Standards for Interim Financial Reporting, IAS 34, as adopted by the European
Union.

Auditor's Responsibility

Our responsibility is to express a conclusion on these Condensed Consolidated Interim Financial Statements based on our review.

Scope of Review

We conducted our review in accordance with International Standard on Review Engagements, ISRE 2410, "Review of Interim Financial
Information Performed by the Independent Auditor of the Entity". A review of Consolidated Interim Financial Statements consists of making
inquiries, primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards on Auditing and consequently does not enable us
to obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do not express an
audit opinion.

Conclusion

Based on our review, nothing has come to our attention that causes us to believe that the accompanying Condensed Consolidated Interim
Financial Statements do not give a true and fair view of the financial position of the Group as at 30 June 2020, and of its financial performance
and its cash flows for the six month period then ended in accordance with International Financial Reporting Standards for Interim Financial
Reporting, IAS 34, as adopted by the European Union.

Confirmation of Endorsement and Statement by the Board of Directors and the CEO

Pursuant to the requirement of Paragraph 2 Article 104 of the Icelandic Act on Annual Accounts No. 3/2006, we confirm to the best of our
knowledge that the accompanying Endorsement and Statement by the Board of Directors and the CEO includes all information required by the
Icelandic Act on Annual Accounts that is not disclosed elsewhere in the Consolidated Interim Financial Statements.

Képavogur, 29 July 2020

Deloitte ehf.

Pall Grétar Steingrimsson

State Authorized Public Accountant

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 7
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Consolidated Interim Income Statement

Notes 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

INEEIESE INCOME Luuuiiiiiiiieiic ettt e e e e e et e e e e e e e e e e e e e reaaban s 25,879 31,147 13,835 16,463
INEEIEST EXPENSE ..ttt et e e (10,769) (15,905) (5,978) (8,655)
NEt INEEFEST INCOME ..ottt et n et e e eaens 7 15,110 15,242 7,857 7,808

Fee and commission income ... 6,578 5,460 3,097 2,830
Fee and COMMISSION EXPENSE ......ociiuiiiiiiieiiiee ettt ettt (814) (764) (409) (352)
Net fee and COMMISSION INCOME .......ccovcviviieieeeeeieieeeeeee e 8 5,764 4,696 2,688 2,478
NEt INSUIANCE INCOME ....oevviiiiiiiieiee et e et e e e e e et e e e e e eeaaaans 9 1,262 1,076 761 823
Net finanCial INCOME .......cooiiiiiiieeeeee ettt eeeeeeeeeeaeeeeeees 10 691 1,789 2,691 1,023
Share of (I0ss) profit Of ASSOCIALES .......ccoiuviiiiiiiiiiiiiie e 26 (29) 720 5) @
Other 0perating iNCOME ..........coouiiiiiiiie i 11 241 405 71 95
Other Net 0PErating INCOME ......cueirieuerieeeieeseeiee ettt ettt se e e seenens 2,165 3,990 3,518 1,934
OPErAtiNg INCOME ...ocveveieieeieeeceeies sttt eae s snseses 23,039 23,928 14,063 12,220
Salaries and related EXPENSES .......uiiiiiiiiiiie ettt 12 (6,707) (7,435) (3,577) (3,805)
Other Operating EXPENSES ........c.cccieiiiriiiiieiie e s 13 (5,895) (6,045) (2,818) (2,813)
OPEIatiNng EXPENSES .....ouvevereieraieeseesseeaeseesesssesssessesesse s sssessssessssensssensssensssans (12,602)  (13,480) (6,395) (6,618)
BANK IBVY .t 14 (655) (1,818) (324) (912)
NEt IMPAINMENT ... e 15 (3,778) (2,069) (918) (988)
Earnings before iNCOME taX .......oiouiiiiiiiiiiie e 6,004 6,561 6,426 3,702
INCOME tAX EXPEINSE ...eiiiiiiiiiiiieee ettt e e e e ettt e e e et e e e e s st e e e e s st e e e e essbaeeeeeeans 16 (2,328) (1,513) (1,468) (891)
Net earnings from continuing OPerations ........ccccovcvvieeeiiiiiiiiee e 3,676 5,048 4,958 2,811
Discontinued operations held for sale, net of iINCOME tax .........cccccvveviieeiiiiennnnen. 17 (934) (1,934) (45) (715)
NEL BAIMINGS «..vvirieeteieieteteeeee ettt te et e s e e e esese e esere st etete st ebete e eaese e aseseneneaeas 2,742 3,114 4,913 2,096
Attributable to
Shareholders of Arion Bank hf. ......coooiiiiiiiiiiiiiiee e 2,751 3,114 4,918 2,096
NON-CONtrolliNG INEErEST .......eeiiiiiiieie e 9) - (5) -
NEE BAIMINGS ettt e et e et e et e e s n bt e st e et e e enneeeneee s 2,742 3,114 4,913 2,096
Earnings per share
Basic and diluted earnings per share attributable to the shareholders
Of AN BANK (ISK) et 18 1.59 1.72 2.86 1.16

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 8 Amounts are in ISK millions
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Consolidated Interim Statement of Comprehensive Income

Notes 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

N (== T T a1 T PP P PP PP TUPPPRRN 2,742 3,114 4,913 2,096
Net gain on financial assets carried at fair value through OCI, net of tax ............ 617 309 197 210
Realized net gain on financial assets carried at fair value through OCI, ..............
net of tax, transferred to the Income Statement ...........cocceeeviieiiieiniieenie e 10 (152) (83) (156) (52)

Changes to reserve for financial instruments at fair value through OCI .......... 465 226 41 158
Exchange difference on translating foreign subsidiaries ..............cccccccevviiiieenenn. 181 162 2) (18)

Other comprehensive income that is or may be reclassified
subsequently to the Income Statement .............cccooeiiiiiiiiicicce e 646 388 39 140

3,388 3,502 4,952 2,236

Total comMpPrehenSiVe INCOME .....uiiiiiiiiiie e

Attributable to

Shareholders of ArioN BaANK ...........coiiiiiiiiiiiiiieeieeeeeee e e e 3,397 3,502 4,957 2,236
NON-CONtrolliNG INEErEST ... e 9) - (5) -
Total COMPreNenSiVe INCOME ..ot 3,388 3,502 4,952 2,236

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 9 Amounts are in ISK millions
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Consolidated Interim Statement of Financial Position

Assets Notes 30.6.2020 31.12.2019
Cash and balances With CENLIal BANK ............uuuuiiiiiiiiiee ettt e e e st e e e e e e aaaaeeeeeeaens 19 103,432 95,717
LOANS t0 Credit INSHEULIONS ......vvvuiiii e e e e ettt e e e e e e e e e e e e e e s es b b s s eessssbba e eeeesssaaaaaaees 20 33,597 17,947
Loans to customers .... . 21 779,902 773,955
FINANCIAI INSTIUMEBNTS ...ttt e e e e e et e e e e e et et e e e e e e e e s ba e s eeseeabbaa e eeseessaannneeeeesaes 22-24 197,141 117,406
INVESTMENT PrOPEILY ...ooeiiiiiiiiii ettt ettt e ettt e e e s bbb e e e e e e bbe b e e e e e et be et e e e s sbbbeeeeeeaaes 24 7,051 7,119
INVESTMENLS IN ASSOCIAES ......uveieiiiiiiirie ettt ettt e e e et e e e e st e e e n bt e e s e e sreeenanne 26 861 852
INEANGIDIE ASSELS ...ttt et e e et e e bt e bbb e e e ae s 27 9,077 8,367
LI Gz 53] PP 28 2 2
Assets and disposal groups held fOr SAIE ...........c.ooiiiiiiii e 29 30,732 43,626
(@)1 LT = 11T £ PR 30 20,454 16,864
TOLAI ASSEES itttk h et h e Rt R et et e et e e e e e e e e nan 1,182,249 1,081,855

Liabilities
Due to credit institutions and Central BanK ...............ooiiiiiiiiiiiiiiicceccccci et eaeee e aeeeeeeneeeareeaaees 23 7,661 5,984
[DTT0 o1 T TSSO TSP P PO VRSP PPRRPRON 23 555,855 492,916
Financial llabilitieS at fair VAIUE ...........eevieeiieiieiiiiiieeeeeeeeeeeee e 23 3,118 2,570
TAX HADITIES ...ttt b e b e et b ekt ek e e s e et e et e e e e nne et 28 3,882 4,404
Liabilities associated with disposal groups held for Sale .............coccoiiiiiiiiiiii e 29 26,982 28,631
O IADIIIEIES ...e..veevee ettt ettt b e s ket s et b ekt e s be e e b e e et e et e ebeenne et 31 44,478 32,697
Borrowings 23,32 314,952 304,745
Y] o Jo T (o T F= 1 (=To M LF= o1 [T TR 23,33 36,494 20,083
TOLAI LIADITITIES ..viiutieiiiitie ittt b skt eb et e bt et e b e e et eenes 993,422 892,030

Equity
Share capital and SHhare PremMIUM ... i e et e et e e st e et eesneeeeannee 35 51,330 55,715
(@) (LT =TT =T AT 11,375 9,493
Retained earnings ............... . 125,951 124,436

Total Shareholders' Equity ... 188,656 189,644

N (ol g T ete a1 u o] | TaT T a1 (=T 1= 1) AR PP TSP PPPTPOOE 171 181
B Io) =1l Lo T TSPV PO P OPRTOPRPRNY 188,827 189,825
Total LiabilitieS and EQUITY ....ooiiiiiiiiiiiiiiiiiit ettt e ettt e e s st e e e s s sbb et e e e e s snabeee e e s e s bbreeeeesanbbnes 1,182,249 1,081,855

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements

Arion Bank Condensed Consolidated Interim
Financial Statements 30 June 2020 10 Amounts are in ISK millions
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Consolidated Interim Statement of Changes in Equity

Restricted reserves

Financial Foreign

Gain in assets at currency Total Non-

subs. & Gainin Capitalized fair value trans- share- cont-
Share Share assoc., securities, develop-  thr. OCI, Statutory lation Retained holders' rolling Total
capital premium unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
Equity 1 January 2020 ........cccceeieeiieenieenieeaee e aeeeiee e 1,773 53,942 6,127 692 459 135 1,637 443 124,436 189,644 181 189,825
Net €arniNgS / 10SS .....uvviiiiiiiiiiiei e 2,751 2,751 9) 2,742
Net fair value gain .........cceeiiiiiiiieeeeee e 617 617 617
Realized net gain transferred to the Income Statement ....... (152) (152) (152)
Translation difference ..........cccooeeiiiiiie e 181 181 181
Total comprehensive iNCOMEe .......ooovveeviieiniiee e - - - - - 465 - 181 2,751 3,397 9) 3,388
Purchase of treasury StOCK * ........ccvvvieiiiiiiiiieeeiiiiiee e (55) (4,325) (4,380) (4,380)
Changes in treasury stock ** - (5) (5) (5)
Changes in reserves ..... 810 125 301 (1,236) 1 1
Equity 30 JUNE 2020 ......eeeiuiiiiiiiiiiieesieeiee et 1,718 49,612 6,937 817 760 600 1,637 624 125,951 188,656 171 188,827

* Refers to the purchase of own shares after the Board of Directors authorized the Bank to initiate a share buy-back program in Iceland and Sweden (the Program) to purchase own shares, which is in line with the authorization granted by the AGM on 20
March 2019. The purpose of the Program was to reduce the Bank's share capital (in line with the Bank's dividend policy). When the Program was initiated on 31 October 2019, the Bank was authorized to purchase up to 59 million own shares in total under
the Program, corresponding to 3.25% of the issued share capital, or for up to ISK 4.5 billion at market value. In January 2020 the FSA approved the buy-back of an additional 41 million own shares or for up to ISK 3.5 billion at market value, bringing the
total amount of the share Program to 100 million shares or ISK 8.0 billion at market value. The Program continued until the AGM in March 2020. At the AGM in March 2020 a motion was passed to reduce the company's share capital by ISK 84 million at

nominal value, by cancelling the company's own shares. The reduction took place in May 2020.

** |n 2018 approximately 4 million shares were allocated to employees at ISK 75 per share, a total of ISK 295 million. In accordance with the employees stock grant program, an employee who resigned within the vesting period of two years, returned the
shares to the Bank. The vesting period ended in June 2020.

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements

Arion Bank Condensed Consolidated Interim 1 Amounts are in ISK millions
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Consolidated Interim Statement of Changes in Equity

Equity 1 January 2019 .......ccccooviiiiiiieenieeeiee e

NEL BAININGS ...vviiiiii ittt
Net fair value gain ..........ccooeeiiirienie e
Realized net gain transferred to the Income Statement .......
Translation difference ..........cccoveeviiiiic e

Total comprehensive iNCOMEe .......oovvveeriieiiiieeniee e

DivIdend PaId ......cceoviiriiiiieiiiiiiiee e
Changes in treasury StoCK * ..........ccccceevieiienicniieeecee e
Changes iNFESEIVES .......uuuivieiiiiiiiiee et

Equity 30 JUNE 2019 ......oviiiiiieiiiiiiee e

Restricted reserves

‘or
4

Financial Foreign

Gain in assets at currency Total Non-

subs. & Gain in Capitalized fair value trans- share- cont-
Share Share assoc., securities, develop- thr. OCI Statutory lation Retained holders' rolling Total
capital premium unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
1,814 57,196 12,373 417 - 87 1,637 308 126,897 200,729 130 200,859
3,114 3,114 3,114
309 309 309
(83) (83) (83)
162 162 162
- - - - - 226 - 162 3,114 3,502 - 3,502
(9,069) (9,069) (9,069)
(©) (©) (©)
(1,490) 378 1,112 - -
1,814 57,193 10,883 795 - 313 1,637 470 122,054 195,159 130 195,289

* In 2018 approximately 4 million shares were allocated to employees at ISK 75 per share, a total of ISK 295 million. In accordance with the employees stock grant program, an employee who resigns within the vesting period of two years, returns the

shares to the Bank.

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
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iy
Consolidated Interim Statement of Cash flows
2020 2019
Operating activities 1.1.-30.6. 1.1.-30.6.
[N (=T Uy T o PP PPP R TOPPPPPPTPIRE 2,742 3,114
Non-cash items INCIUAEd IN NEE AMMINGS .......eiiiiieiiiie ettt ettt et e e st e e e b e e eneeenane (3,984) (7,674)
Changes in operating assets and liabilities:
Loans to credit institutions, excluding bank aCCOUNLS ...........oiiiiiiiiiiiiie e (2,560) (12,222)
o= 1 S o o1 U] (0] 0 1= T 6= PP 10,914 23,781
Financial instruments and financial liabilities at fair Value ..............ooouiiiiiiiiiiii e (69,755) (24,528)
(DT 0oL SO STPU PP OUPRPT 51,395 28,279
Borrowings (6,259) 2,977
Other changes in operating assets and abilitIes ... 16,613 (1,130)
) (LT L C=To1=1 17T TN 27,472 26,530
L] =T A o= Lo RO O PSP PO RTPRTUR PPN (10,632) (9,685)
DIVIAENT FECEIVED ...ttt ettt e h et e e a et e ee et o4 et et e et et e e te e e e ate e e et e e nabeeenbeeennne e 45 119
INCOME TAX PAIA ...ttt h ettt et e e e e e e e e e bt e s he e e ae e e s b e e s R e e st e e esn e e m e e sa e e seesae e s e e enneens (2,850) (2,127)
Net cash from OPErating ACHIVITIES ......uuiiiiiiiiiiiie ettt s bt e e e s s bbb e e e e e sbbb e e e e s s anbbbeeeeesanbrees 13,141 27,434
Investing activities
Proceeds from Sale Of ASSOCIALES ...........uiiiiiiiiiiiei ettt a e st e e et e e e neb e e s e e nnneeeaas - 740
Acquisition of associates (38) (18)
ACQUISILION OF INTANGIDIE ASSELS ......ciiiiiiiiiiiiie et e e e e st e e e e e bbb et e e e s sb bbb e e e e e s anabbeeeeeennnes (1,102) (1,547)
Proceeds from sale of property and @QUIPIMENT ............oouiiiiiiiiiii e 88 357
Acquisition of property and EQUIPMIENT ........iiiiiiii ittt e et e e e e et e e e e e bbb e e e e e s aabbb et e e e e s bbb eeeeeannnneeeas (326) (144)
Net cash used iN INVEStING ACTIVITIES ........oiiiiiiiiii e (1,378) (612)
Financing activities
Issued subordinated liabilities . 13,171 4,050
PUICASE OF TFEASUIY STOCK ...eiiiiiiiiiiiie ittt ettt e e e sttt e e e s bbbt e e e e e asa bt e e e e s e bbbb et e e e s anbbbeeeeeeanbbeeeeeannnnes (4,381) -
Dividend paid to shareholders of Arion BaNK ............ccoooiiiiiiiiiii e e - (9,069)
Net cash from (used) in fiNANCING ACTIVITIES ...oiiiiiiiiiiiiiie e et e e breeeeeas 8,790 (5,019)
Net increase in cash and Cash EQUIVAIENTS ............ooiiiiiiiiiiiiiii et e e e s s st e e e s ennnaee 20,553 21,803
Cash and cash equivalents at beginning 0f the YEar ...........coooiiiiii e 102,186 110,589
Effect of exchange rate changes on cash and cash eqUIVAIENTS ............eiiiiiiiiiiiiiiiii e 4,204 3,472
[0 1 - Ta Lo I oF= 1] d W=To [ LAV Z= 1= 01 £SO PPP T UOPPPPRROIN 126,943 135,864
Cash and cash equivalents
Cash and balances With CENIAl BANK ............uuiiiiiiiiiiiiiiieiieeeee ettt e e e e e e e e e e e e e e e e e e e e e e s e nnnnes 103,432 107,649
1o T= T =T oTo ][] £ TN 29,111 38,695

Mandatory reserve deposit with Central Bank .. (5,600) (10,480)
Cash and CASh EQUIVAIEBNTS .........oiiiiiiiiiii e ettt e ettt e e e s e e e e e e et e et e e e st et e e e s nnnnees 126,943 135,864

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
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Notes to the Condensed Consolidated Interim Financial Statements

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgartin 19, Reykjavik. The Condensed Consolidated Interim Financial Statements for the period
ended 30 June 2020 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

The Condensed Consolidated Interim Financial Statements were approved and authorized for publication by the Board of Directors of Arion
Bank on 29 July 2020.

In preparing the Condensed Consolidated Interim Financial Statements, the Bank has applied the concept of materiality to the presentation
and level of disclosure. Only essential and mandatory information is disclosed which is relevant to an understanding by the reader of the
Condensed Consolidated Interim Financial Statements.

Statement of compliance

The Condensed Consolidated Interim Financial Statements have been prepared in accordance with International Financial Reporting
Standard, IAS 34 Interim Financial Reporting, as adopted by the European Union and additional requirements in the Icelandic Financial
Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions. The Condensed Consolidated Interim Financial
Statements do not include all the information and disclosures required in the Annual Financial Statements, and should be read in
conjunction with Arion Bank's Annual Consolidated Financial Statements for the year ended 31 December 2019. The Annual Consolidated
Financial Statements are available on Arion Bank's website www.arionbanki.is.

The same accounting policies, presentation and methods of computation are followed in these Condensed Consolidated Interim Financial
Statements as were applied in the Consolidated Financial Statements for the year ended 31 December 2019.

Basis of measurement
The Condensed Consolidated Interim Financial Statements have been prepared on a historical cost basis except for the following:

- bonds and debt instruments, shares and equity instruments, short positions in listed bonds and equities and derivatives. For details on the
accounting policy, see Note 56 in the Annual Financial Statements 2019;

- investment properties are measured at fair value; and
- non-current assets and disposal groups held for sale are stated at the lower of their carrying amounts and fair value, less cost to sell.

Functional and presentation currency

The Condensed Consolidated Interim Financial Statements are presented in Icelandic krona (ISK), which is the Parent Company's
functional currency, rounded to the nearest million, unless otherwise stated. At the end of the period the exchange rate of the ISK against
USD was 138.23 and 155.40 for EUR (31.12.2019: USD 121.04 and EUR 135.83).

2. Going concern assumption

The Group's management has made an assessment of the ability to continue as a going concern and is satisfied that the Group has the
resources to continue. In making this assessment, management has taken into consideration the risk exposures facing the Group, which
are further described in the Risk Management Disclosures. The Condensed Consolidated Interim Financial Statements are prepared on a
going concern basis.

3. Significant accounting estimates and judgments in applying accounting policies

The preparation of the Condensed Consolidated Interim Financial Statements requires management to make judgments, estimates and
assumptions that affect the reported amount of revenues, expenses, assets and liabilities, and the accompanying disclosures, as well as
the disclosure of contingent liabilities. Uncertainty about these assumptions and estimates could result in outcomes that require a material
adjustment to the carrying amount of assets or liabilities affected in future periods.

Estimates and assumptions

The key assumptions concerning the future and other key sources of estimation uncertainty at the reporting date, that have a significant risk
of causing a material adjustment to the carrying amounts of assets and liabilities within the next financial year, are described below. The
Group based its assumptions and estimates on parameters available when the Condensed Consolidated Interim Financial Statement were
prepared. Existing circumstances and assumptions about future developments, however, may change due to market changes or
circumstances arising that are beyond the control of the Group. Such changes are reflected in the assumptions when they occur.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

3. Significant accounting estimates and judgements in applying accounting policies, continued

Impairment of financial assets

The book value of financial assets which fall under the impairment requirements of IFRS 9 are presented net of expected credit losses in
the statement of financial position. On a monthly basis expected credit losses are recalculated for each asset, the calculations being
derived from PD, LGD and EAD models. In addition to the model outcomes, the assessment of expected credit losses is based on three
key factors: management's assumptions regarding the development of macroeconomic factors over the next three years, how those factors
affect each model and how to estimate a significant increase in credit risk. The assumptions for macroeconomic development are
incorporated into each model for three scenarios: a base case, an optimistic case and a pessimistic case. Management estimates the
probability weight for each scenario used for calculations of the probability weighted expected credit losses. The amount of expected credit
losses to be recognized is dependent on the Bank's definition of significant increase in credit risk, which controls the impairment stage each
asset is allocated to. Management has estimated factors to measure significant increase in credit risk from origination, by comparison of
changes in PD values, annualized lifetime PD values, days past due and watch list. For further information see Note 56 in the Annual
Financial Statements 2019.

Macroeconomic outlook

Due to the unprecedented circumstances caused by the Covid-19 pandemic, Arion Bank has made changes to its macroeconomic outlook
used for IFRS 9 provision calculations. Arion Bank has followed the guidelines of the European supervisors and the Central Bank of Iceland
and used moderation in the application of impairment calculations in light of the level of economic uncertainty. In doing so, the Bank has
estimated the effects of the governmental stimulus programs, general and specific payment moratoria and other actions on expected
default rates. The unemployment rate is the key macro factor that drives the forward-looking expectation of defaults. It is assumed that
there will be a sharp increase in unemployment which will recover, and the speed of the recovery varies between scenarios, as quarantine
restrictions and travel bans are eased.

Unemployment levels and scenarios have been updated from the ones used for Q1 2020 and are more in line with current economic
projections. Expected unemployment levels have risen from the ones used for the Q1 2020 impairment calculations. Furthermore, the
likelihood of the pessimistic scenario has been increased from year-end 2019. Among the steps taken to address the uncertainty and
information that is available but not addressed by the models are (1) shortening of the forecasting period, (2) application of expert judgment
in cases where economic forecasts are outside the range of the Bank’s macro models, (3) assessment of mitigating effects on default rates
in the near-term, and (4) adjustment of collateral haircuts to more accurately reflect the realized economic development due to Covid-19.
The scenarios and the weights assigned to them will be reexamined in the coming quarter as uncertainty over the local and global impact of
Covid-19 is reduced.

Arion Bank has concluded that credit risk relating to the tourism sector has significantly increased and has taken this into consideration as
of Q1 2020 in the provision calculations, which means that all such exposures are in Stage 2. The extent of the related impact on other
industries and supporting businesses is unclear. Companies that receive the court-determined status of temporary financial restructuring as
per Act No. 57/2020 are transferred to Stage 3. The Bank continues to monitor developments closely and will adjust its provisions
accordingly.

Assets and disposal groups held for sale

Legal entities acquired exclusively with a view to resale, and discontinued operations held for sale are measured at the lower of carrying
amount and fair value, less cost to sell. For the most part, fair value at the date of classification of these legal entities and discontinued
operations was calculated using valuation models based on discontinued future cash flows that incorporated significant non-market
observable inputs and assumptions. The use of reasonably possible alternative inputs and assumptions to these models, in particular
changes to the discount rate employed (representing the required rate of return on equity), could have an impact on the value of these
disposal groups.

Real estates acquired exclusively with a view to resale are measured at the lower of carrying amount and fair value, less cost to sell. Fair
value at the date of classification is based on independent property values or management valuation. As the fair value measurement of real
estates is based on valuation techniques, there is some uncertainty about the actual fair value of assets.

Impairment of intangible assets

The carrying amounts of goodwill, infrastructure and customer relationship and related agreements are reviewed annually to determine
whether there is any indication of impairment. If any such indication exists the asset's recoverable amount is estimated. An impairment loss
is recognized if the carrying amount of an asset exceeds its recoverable amount. Impairment losses are recognized in the Consolidated
Income Statement. The recoverable amount of an asset is the greater of its value in use and its fair value less cost to sell. In assessing
value in use, the estimated future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset.

Revaluation of investment properties

The Group carries its investment properties at fair value, with changes in fair value being recognized in the statement of profit or loss. For
investment properties, either a valuation methodology based on present value calculations is used, as there is a lack of comparable market
data because of the nature of the properties, or the investment properties are valued by reference to transactions involving properties of a
similar nature, location and condition.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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4. The Group
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity ~ Currency  30.6.2020 31.12.2019
SRL slhf., Borgartin 19, Reykjavik, Iceland ............cccccoevvieeiiieiiiinenie e Real estate ISK 100.0% 100.0%
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland ..........c.ccccccevviveeiieeeiieeennen. Holding company ISK 100.0% 100.0%
Leiguskjol ehf., LAgmuli 6, Reykjavik, Iceland ...........cccccoviveiiieiiiin e Rental guarantee ISK 51.0% 51.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland .............ccccceeviiieniieeiie e Asset management ISK 100.0% 100.0%
Valitor Holding hf., Dalshraun 3, Hafnarfjordur, Iceland ............cccccccovvviiiinnennns Payment solutions ISK 100.0% 100.0%
VISA island ehf., Borgartin 19, Reykjavik, Iceland .............ccocovvvvvieiiniviennns Holding company ISK 100.0% 100.0%
Vordur tryggingar hf., Borgartin 25, Reykjavik, Iceland ............ccccoevveevivveennnnn. Insurance ISK 100.0% 100.0%

The subsidiaries Eignabjarg ehf. (holding company of Stakksberg ehf. and Sélbjarg ehf.) and Valitor Holding hf. are classified as held for
sale in accordance with IFRS 5.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Operating segment reporting

Segment information is presented in respect of the Group's operating segments and is based on the Group's management and internal
reporting structure. Segment performance is evaluated based on earnings before tax.

Inter segment pricing is determined on an arm's length basis. Operating segments pay and receive interest to and from Treasury on an
arm's length basis to reflect the allocation of capital, funding cost and relevant risk premium.

5. Operating segments

Markets

Markets comprises Asset Management and Capital Markets. Asset Management manages financial assets on behalf of its customers
according to a pre-determined investment strategy. Asset Management also administers pension funds. Asset management comprises
Institutional Asset Management, Private Banking and Pension Fund Administration. The operation of Stefnir hf. is presented under the
segment. Stefnir hf. is an independently operating financial company owned by Arion Bank and manages a broad range of mutual funds,
investment funds and institutional investor funds. Capital Markets is a securities brokerage and provides clients with a diverse range of
fixed income services and risk management products.

Corporate & Investment Banking

Corporate & Investment Banking services large and medium-sized corporate clients and investors, both in Iceland and abroad. The division
is divided into Corporate Banking and Corporate Finance.

Corporate Banking's experienced account managers specialize in key economic sectors such as retail and services, seafood, energy and
real estate. The division provides a full range of lending products such as guarantees, deposit accounts, payment solutions and a variety of
value-added digital solutions to meet the needs of the Bank's larger corporate clients. The Corporate Banking portfolio includes several
larger international transactions, partly in syndicates with other Icelandic banks and international banks.

Arion Bank's Corporate Finance works closely with Corporate Banking, providing customers with various financial advisory and capital
raising services, including M&A and LBO services. Furthermore, Corporate Finance offers financial structuring advice, as well as various
services on public offerings of securities.

Retail Banking

Retail Banking provides a comprehensive range of products and services, including mortgage loans, savings and current accounts, vehicle
and equipment financing, factoring, payment cards, pension services, insurance and funds, to both individuals and SMEs. Retail Banking
has a strong focus on digital banking solutions, using the online bank and the Arion Bank app as key channels. Retail Banking operates out
of several branches across Iceland with over 100,000 customers.

Treasury

Treasury is responsible for the Bank's liquidity, currency and interest rate management. Treasury is a market maker in Iceland in domestic
securities and FX. Treasury is responsible for funds' transfer pricing and hedging and pricing of financial products. FX brokerage is part of
the Treasury unit. Treasury also handles all debt issuance both in the domestic and foreign markets and maintaining the Banks credit
ratings.

Vordur

The subsidiary Vordur is the fourth largest insurance company in Iceland, providing non-life and life insurance.

Subsidiaries

Subsidiaries include the subsidiaries SRL slhf., which holds the main part of investment property of the Group and the holding companies
VISA island ehf. and other smaller entities of the Group. The subsidiaries Valitor Holding, Stakksberg and Sélbjarg (both subsidiaries of
Eignabjarg) are classified as disposal groups held for sale in accordance with IFRS 5.

Supporting units

Supporting units include the Bank's headquarters which carry out support functions such as the CEO office, Risk Management, Finance
(excluding Treasury) and IT. The information presented relating to the supporting units does not represent an operating segment. A
significant proportion of expenses from support functions is allocated to operating segments in a separate line in the operating segment
overview.

Other information

At the beginning of 2020 the proportion of deposits from corporate customers divided between Corporate & Investment Banking and Retail
Banking changed. Deposits amounting to approx. ISK 50 billion were transferred from Retail Banking to Corporate & Investment Banking.
At the same time direct income and expense from those deposits were transferred between divisions. As a result of these changes the
figures are not fully comparable with those from 2019, mainly reflected in Net interest income.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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5. Operating segments, continued Supporting
Corporate & Other units
Markets Investment Retail sub- and elimi-
1.1.-30.6.2020 and Stefnir Banking Banking  Treasury Vordur sidiaries nations Total
Net interest income (expense) .............. 409 5,070 7,830 2,028 92 (262) (57) 15,110
Net fee and commission income (exp.) . 1,980 1,558 2,237 237 (91) (356) 199 5,764
Net insurance iNCOMe .......ccceeeeevvvvvvnnnnns - - - - 1,318 - (56) 1,262
Net financial (loss) income ..........cc.c...... ?3) - - (58) 884 (144) 12 691
Share of profit (loss) of associates 1 (49) - - - - 19 (29)
Other operating income (loss) ... 4 (10) 124 - 3 298 (178) 241
Operating income /10SS .......cccccevueen. 2,391 6,569 10,191 2,207 2,206 (464) (61) 23,039
Operating eXPENSES .......c.ceevvvvrreerriiinnns (1,005) (750) (2,899) (333) (1,281) (104) (6,230) (12,602)
Allocated eXpenses .........ccccveevvivvveeenn. (965) (1,349) (3,099) (436) 9) ?3) 5,861 -
Bank levy ......... (18) (202) (296) (139) - - - (655)
Net impairment 4) (2,707) (1,979) 17 - 895 - (3,778)
Earnings / loss before income tax ..... 399 1,561 1,918 1,316 916 324 (430) 6,004
Net seg. rev. from ext. customers ......... 1,361 10,238 16,406 (7,029) 2,066 175 (178) 23,039
Net seg. rev. from other segments ........ 1,030 (3,669) (6,215) 9,236 140 (639) 117 -
Operating income /10SS .......cccccevueene 2,391 6,569 10,191 2,207 2,206 (464) (61) 23,039
Depreciation and amortization .............. 1 1 93 - 102 1 518 716
Total aSSetsS ...ccvvvvvveiiieiieieeeeeeee 75,592 316,633 485,327 471,858 29,418 56,527 (253,106) 1,182,249
Total liabilities ......ccccevvveeiiieeeieeeeee 68,211 249,021 436,718 441,285 18,595 32,698 (253,106) 993,422
Allocated equity ......ccoceevvenieiienieene. 7,381 67,612 48,609 30,573 10,823 23,829 - 188,827
1.1.-30.6.2019
Net interest iNnComMe ..........cccceevverienncns 553 4,494 9,005 1,454 103 (261) (106) 15,242
Net fee and commission income (exp.) . 2,210 1,007 2,291 (201) (31) (515) (65) 4,696
Net insurance income ......... . - - - - 1,105 - (29) 1,076
Net financial income (loss) 200 (194) (26) 224 1,064 544 (23) 1,789
Share of profit of associates and
net impairment ..........c.ccccceeeverieinnenne. - - - - - - 720 720
Other operating income (I0SS) ............... 11 (11) 156 6 11 31 201 405
Operating income .... . 2,974 5,296 11,426 1,483 2,252 (201) 698 23,928
Operating eXPENSES .......c.ceevvvrereerriiinnns (1,022) (862) (3,563) (154) (1,133) (31) (6,715) (13,480)
Allocated eXpenses ........ccccevveeriiivveeeenn. (911) (1,935) (3,138) (567) (8) 2) 6,561 -
Bank [8VY ....cc.ooviieiiiiiiiiicicn e (92) (425) (640) (661) - - - (1,818)
Net impairment .........ccccceevvviiiieeee i (8) (2,248) 232 14 - (59) - (2,069)
Earnings / loss before income tax ..... 941 (174) 4,317 115 1,111 (293) 544 6,561
Net seg. rev. from ext. customers ......... 1,373 10,104 18,260 (9,936) 2,104 1,538 486 23,929
Net seg. rev. from other segments ........ 1,601 (4,808) (6,834) 11,419 148 (515) (1,012) (1)
Operating iNCOMe ........ccooevvvivreeinniinnns 2,974 5,296 11,426 1,483 2,252 1,023 (526) 23,928
Depreciation and amortization .............. 2 2 83 - - 105 504 696
Total aSSetsS ..ccoveiviiiiierieeeee e 78,441 327,950 554,871 573,660 26,222 67,056 (394,781) 1,233,419
Total liabilities ......ccovevvieeeiiieeieeeen 71,767 254,184 495,724 555,797 16,869 40,738  (396,949) 1,038,130
Allocated equity .......ccceevvevecrieennnenne. 6,674 73,766 59,147 17,863 9,353 26,318 2,168 195,289

Comparative amounts for the first half of 2019 have been restated based on the organizational structure changes made at the end of
September 2019.

Income taxes and discontinued operations held for sale are excluded from the profit and loss segment information.
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Quarterly statements

6. Operations by quarters, unaudited

2020 Q1 Q2 Total
N INEEIEST INCOME ...ttt ettt ettt e e e et e e e e e e e et e e e e e s e s tb e eeesea bbb e eeeesssaaanneeaeesans 7,253 7,857 15,110
Net fee and COMMUSSION INCOME ......coiviiiiiee et e e e e e e e e et e e e e e eaata e e eesseabb e eeeeessaaannns 3,076 2,688 5,764
Net insurance income ............ . 501 761 1,262
Net financial INCOME .........ccoeveiiiiiiiiiieeee e, . (2,000) 2,691 691
Share of profit (loss) of associates and net impairment . (24) (5) (29)
Other operating INCOME ..........cceeviniiiiiiieeiiiiiieeeenieees . 170 71 241
(@] o 1= = AT aTo I T g oo T2 1= PRI 8,976 14,063 23,039
Salaries and related EXPENSE .......ciiiuuiiiie ettt e e e e e e e st e e e e a bbb e e e e et e e e s a b e ea e e e e (3,130) (3,577) (6,707)
Other OPEratiNg EXPENSE .....eeeieiiiiiiiieeeaiitteite et sttt e e e e saeeeeeeaaabateteeeaabbbeteeesaas bbb eeeeeaansaseeeesansbbaeeeesaansbees (3,077) (2,818) (5,895)
OPEraAtiNG EXPENSES ....oiiiiiiiiiiieitie ettt et e e et e et e e bt e s b e e st e e ae e e b e e s ee e sbeeese e e e e e aeeneesaeeneeeeeneeanas (6,207) (6,395) (12,602)
BANK JBVY ittt e e oLt e e e e e ettt e e e e e bbt e e e e e e a bbb e e e e e e nnnaraees (331) (324) (655)
L= a0 oF= Ul 1 1= o PP TP PP PPTR PP (2,860) (918) (3,778)
Earnings before income tax (422) 6,426 6,004
Income tax expense ..... . (860) (1,468) (2,328)
Net earnings from CoNtiNUING OPEratioNS ........c.coiuiiiiiiiiieiie i (1,282) 4,958 3,676
Discontinued Operations, NEE OF TAX .........ciiiiiiiiiieiiiiiie e e e e et e e e e e e nbbeeeeas (889) (45) (934)
[N L= AT T a1 o S PTRP PR (2,171) 4,913 2,742

2019

ISR g 10T C=T AT oo ] 1 1R 7,434 7,808 15,242

Net fee and commission income .. 2,218 2,478 4,696

Net insurance income ............ . 253 823 1,076

NEt fINANCIAI INCOME ... .ottt e e e e e e e eeaeeaeeeeeeeaeeaaeeeaaeeeaaaaaaaaaaaaeans 766 1,023 1,789

Share of profit (loss) of associates and net iIMPAINMENt ............ccoociiiiiiiiiiine e 727 ) 720

Other OPErating INCOIME ..........iiiiiiie ittt sttt s s e e e e e e e ae e saeeseeeeaneennee e 310 95 405

OPEIALING INCOIME ..uiiiiiiie ittt e e et e e e e ettt et e e e s e s bbb et e e e s as bbbt e e e e e s aabeeeeeeanbbbeeeeesanbbaeaeens 11,708 12,220 23,928

Salaries and related EXPENSE ...........coiiiiiiieiii et (3,630) (3,805) (7,435)
Other operating expense ... . (3,232) (2,813) (6,045)
OPEIALING EXPENSES .eiiiieiiiiiiieee ettt e e et sttt et e e e sttt ee e e ettt eee e e s tbbeeeaeasas bbbt eeeeeasbbeeeeeeannsseeeeesasbbeeaeesnns (6,862) (6,618) (13,480)
12 F= 101G 5 Y RO SPPPPPP (906) (912) (1,818)
NEL IMPAINMIENT ...ttt et e e e e e s b e e s e e s e e e e e sreesre e seneene e (1,081) (988) (2,069)
Earnings DEfOre iNCOME TAX ..uvuiiiiiiiiiiiiii ettt e e e et e e e s et bt e e e s s snbbb e e e e e s s nnnbnees 2,859 3,702 6,561

INCOME 18X EXPEINSE ...oiiiiiiiiiiie ittt e e s e s s e e s b e e s b e e e s ba e e s ne e e s neeeeane (622) (891) (1,513)
Net earnings from CONtiNUING OPEIratioNS ......uiiiiiiiiiiiiee e e e e e e s ee e s 2,237 2,811 5,048

Discontinued operations, NEt Of TAX ...........cciiiiiiiiiiii e (1,219) (715) (1,934)
[N =TT T a1 o [ T OO OU PP PPPP ORI 1,018 2,096 3,114

The half-year results were reviewed by the Bank's auditors. Other quarterly statements and the split between quarters were not audited or
reviewed by the Bank's auditors.
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Notes to the Consolidated Interim Income Statement

7. Net interest income

1.1.-30.6.2020 Amortized Fair value Fair value
Interest income cost thr. P/L thr. OClI Total
Cash and balances with Central BankK ...........cccccviiiiiiiiiiiiniiic e 1,077 - - 1,077
Loans ... 23,616 - - 23,616
ST To U] [T RPN - 574 514 1,088
(O 11T PO PPPPRRN 98 - - 98
QN CeT =Y T aToTo] o 1 =T 24,791 574 514 25,879
Interest expense
DIBPOSIES ..ttt (3,980) - - (3,980)
BOMOWINGS ...ttt st e e e e e e e e e e saee e (5,911) - - (5,911)
Subordinated abilitIeS ...........c.ooiiiiii e (814) - - (814)
(64) - - (64)
INTEIEST EXPEINSE oottt ettt e e e ettt e e e ettt e e e e s bbb et e e e e s bbb e e e e e e nnneeeeeaaas (10,769) - - (10,769)
NEL INTEIESE INCOME .ovviieiiieeeeeeeeeeeeeeee e 14,022 574 514 15,110
1.1.-30.6.2019
Interest income
Cash and balances with Central BankK ...........ccccviiiiiiiiiiiiniicii e 2,030 - - 2,030
[ = 1o P PP UPPPPTN 28,480 23 - 28,503
SECUNLIES 1.ttt ettt ettt e e e ettt e e e oo bbbttt e e e e b bt e e e e e e bbbt e e e e e s bbb b et e e e s anbbbeeeeeennnes - 200 308 508
(@11 PP PPPPRRN 106 - - 106
QY CeT =Y T ToTo] 1 1 1= T 30,616 223 308 31,147
Interest expense
DIBPOSIES ...ttt nr e sa e (6,860) - - (6,860)
BOMTOWINGS ...ttt r et e b e e e e e e e beesaee e (8,872) - - (8,872)
Subordinated labilitIeS ...........c.ooiiiiii e (106) - - (106)
(@1 =] SOV PR PP PR RPRRO (67) - - (67)
INTEIEST EXPEINSE oottt e e e ettt e e e e sttt e e e e e e bbb et e e e s s nbb e e e e e e annaeeeeeaans (15,905) - - (15,905)
Net interest income 14,711 223 308 15,242
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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7. Net interest income, continued

1.4.-30.6.2020 Amortized Fair value Fair value
Interest income cost thr. P/L thr. OClI Total
Cash and balances with Central BankK ...........cccccveiiiiiiiiiiiiiii e 303 - - 303
LOBINS .ottt s 12,926 - - 12,926
- 214 324 538
68 - - 68
INEEIEST INCOIME ¢ ittt et e e ettt e e e e e e et e e e e e eeaaaeeesseaabareeeseesrens 13,297 214 324 13,835
Interest expense
DIBPOSIES ...ttt (1,969) - - (1,969)
BOMOWINGS ...ttt st r e e e b e ie e e e e e e e neesaee e (3,468) - - (3,468)
Subordinated labilitIes ...........c.ooiiiiii e (501) - - (501)
OBNET <.t eeas (40) - - (40)
INTEIEST EXPEINSE oottt e e e et e e e ettt e e e e s e bbb e et e e e s bbbt e e e e e nnnteeeeaans (5,978) - - (5,978)
NEL INTEIESE INCOME .ovvveeieieeeeeeeeeeeeeeeeeee e 7,319 214 324 7,857
1.4.-30.6.2019
Interest income
Cash and balances with Central BankK ...........ccccviiiiiiiiiiiiniicii e 1,061 - - 1,061
LOBINS ettt e e s 15,075 - - 15,075
SECUIEIES .ottt ettt ekttt e e et e e e bt e et et e ne e e e s e e s e e s - 92 179 271
(@14 T= T PSP TP PPR PRSPPI 56 - - 56
QN CeT =Y T ToTo] o 1 =Y 16,192 92 179 16,463
Interest expense
DIBPOSIES ...ttt nr e sa e (3,608) - - (3,608)
BOMOWINGS ...ttt r et e b e e e s e e e e e e e e (4,945) - - (4,945)
Subordinated labilitIeS ...........c.ooiiiiii e (59) - - (59)
(@] 1 =] SRS PP PP PP (43) - - (43)
INTEIEST EXPEINSE oottt e e e ettt e e e e sttt e e e e e e bbb et e e e s s nbb e e e e e e annaeeeeeaans (8,655) - - (8,655)
NEL INTEIESE INCOME .o 7,537 92 179 7,808
Interest spread
2020 2019 2020 2019
Interest spread (the ratio of net interest income to the average carrying amount 1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
Of INtErest DEANNG @SSELS) ....cciiiiiiiiiieiiiiiie e e s e e e s 2.9% 2.8% 2.9% 2.8%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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8. Net fee and commission income 1.1.-30.6.2020 1.1.-30.6.2019
Net Net
Income  Expense income Income  Expense income
ASSEt MANAGEIMENT ...ttt 2,018 (218) 1,800 1,901 (255) 1,646
Capital markets and corporate finance 659 (14) 645 818 (25) 793
Lending and financial guarantees ............ccccooveeriveeniieeniie e 2,068 - 2,068 907 - 907
Collection and payment SEIVICES ..........ccovveeriieeiiieeiiiee e 634 (54) 580 769 (49) 720
Cards and payment SOIULION .........c..oovuiieiiiieiiiie e 869 (161) 708 733 (108) 625
OLNEI e 330 (367) (37) 333 (327) 6
Net fee and cOmMmMISSION INCOME .......vceeviiiiiiiiiieee e 6,578 (814) 5,764 5,460 (764) 4,696

1.4.-30.6.2020 1.4.-30.6.2019
ASSEt MANAGEMENT .......viiiieiiiiieeee s 1,003 (103) 900 1,008 (120) 888
Capital markets and corporate finance ............ccccceevvevveiieinenn. 246 (5) 241 464 (11) 453
Lending and financial guarantees .............cccocvverieiieniieiieieee 1,040 - 1,040 438 - 438
Collection and payment SEIVICES ..........cceeveereereereerneeiee e 302 (26) 276 397 (22) 375
Cards and payment solution 333 (68) 265 354 (30) 324
OFNET oo 173 (207) (34) 169 (168) 1
Net fee and coOmMmMIiSSION INCOME .......cevviiiiiiiiiiieee e 3,097 (409) 2,688 2,830 (352) 2,478

Asset management fees are earned by the Group for trust and fiduciary activities where the Group holds or invests assets on behalf of the
customers.

Fee and commission income from capital markets and corporate finance includes miscellaneous corporate finance services plus
commission from capital markets relating to sales of shares, bonds, FX and derivatives.

Fee and commission income from lending and financial guarantees is mainly related to lending activities, extension fees, advisory services
and documentation, notification and payment fees plus fees from the issuing of guarantees on behalf of customers.

Fee and commission income on collection and payment services is generated billing services, such as issuing invoices and payment
collection notices, wire transfer services and other payment services.

Commission from cards and payment solutions is mainly from the Bank's issuance of credit and debit cards and other card related
commission, e.g. yearly fee on cards and transaction fees.

Other fee and commission income is mainly fees relating to FX transactions at branches and in ATMs, custody and market making on the
Icelandic stock exchange.

9. Net insurance income

2020 2019 2020 2019
Earned premiums, net of reinsurers' share 1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
PremiUMS WIEEEIN ...uiiiiiiie ettt e e e e et e e e e e s e e b s e e e e e s baa e e e e s seaaaaaaees 7,007 6,813 3,004 3,012
Premiums written, reiNSUrErs' SNArES .........coucuviiieiiiiiiiiie e (206) (186) (98) (92)
Change in provision for unearned PremiUmS .........ocveeeieeiiiiiiiee e e s sireee e (1,329) (1,215) (282) (149)
Earned premiums, net of reinsurers' share 5,472 5,412 2,624 2,771

Claims incurred, net of reinsurers' share

Claims paid (4,081) (3,627) (2,076) (1,778)
Claims paid, reinsurers' share 56 115 41 84
Change in provision for CIAIMS ...........coooiiiiiiii s (216) (772) 183 (242)
Changes in provision for claims, reinsurers' share . 31 (52) (11) (12)
Claims incurred, net of reiNSUrers' SNAre ..........cccoceeeiiiiiiii e (4,210) (4,336) (1,863) (1,948)
NEt INSUFANCE INCOMIE ..ottt eeeeeeeeeeeneeeeeeeeees 1,262 1,076 761 823
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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10. Net financial income

2020 2019 2020 2019

Net gain on financial assets and financial liabilities mandatorily measured 1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
at fair value through profit OF I0SS .........ooiiiiiiiiiiiiiii e 656 2,589 2,298 1,541
Gain (loss) on prepayments Of DOITOWINGS ......ccvviiiiiiiiiie e 79 (188) 79 (188)
Net (loss) gain on fair value hedge of interest rate SWap ..........cccoevviviieeeiiiiiiiee e (123) (155) 43 (140)
Realized gain on financial assets carried at fair value through OCI ............ccccccveeiiiiinnnnn. 205 112 211 70
Net foreign exchange (I0SS) QaIN ......c.uvviiiiiiiiiiiee e (126) (569) 60 (260)
NEt fINANCIAI INCOME ...oeeee et e e e e e et e e e e e e e a e e aees 691 1,789 2,691 1,023

Net gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss

EQUILY INSTIUMENTS ...ttt e e e s bbbt e e e s s bbb e e e e e e nbbeeeeeens (658) 1,795 1,717 889
[ L] o] AT 1S (U T a1 0L PR 1,060 699 588 454
DEIIVALIVES ....ttiiieiiiiiit ettt ettt e et e e e e ettt et e e e s a bbb e e e e e e s aabb e e e e e ennbbeeeeeennnbraes 254 141 (@) 180
- (46) - 18

Net gain on financial assets and financial liabilities

mandatorily measured at fair value through profit or 10SS .......cccccceeviiiiiiiiiiiiiins 656 2,589 2,298 1,541
Net (loss) gain on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging instruments .................... 593 1,087 53 690
Fair value change on bonds issued by the Group attributable to interest rate risk ... (716) (1,242) (10) (830)
Net (loss) gain on fair value hedge of interest rate SWap ........cccccceeeereeiiiniee e, (123) (155) 43 (140)

11. Other operating income

Net gain on assets held fOr SAIE .........ooiuvviiiiiiii e 116 125 - 12
OhEr INCOIME ...ttt e e as 125 280 71 83
Other operating iNCOME .........cciiiiiiiee e s 241 405 71 95
Net gain on assets held for sale
Income from real estates and Other aSSEtS ..........cocviiiiiieiiiieiiie e 154 191 21 54
Expense related to real estates and other @ssets ..........cccccoceviiiiiiicicse e (38) (66) (21) (42)
Net gain on assets held for sale 116 125 - 12

Real estates and other assets classified as assets held for sale are generally the result of foreclosures on companies and individuals.

12. Personnel and salaries

2020 2019 2020 2019
Number of employees 1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
Average number of full-time equivalent positions during the period ..............cccccoeninnnnnn. 800 903 792 897
Full-time equivalent positions at the end of the period ................cccooiiiiiiiiiis 783 880 783 880
Number of employees at the parent company
Average number of full-time equivalent positions during the period ..............cccccceeviiiennnnnn. 673 795 665 788
Full-time equivalent positions at the end of the period ................cccooiiiiiiiiiie 655 770 655 770
Salaries and related expenses
SAIANES ..ttt ettt r et ne 5,438 5,930 2,896 3,049
Defined contribution pension plans .... 805 850 429 436
Salary-related EXPENSES .......cciiiiiiiiiii e 765 854 402 440
Capitalization of salaries due to implementation of core systems ............cccccoveveiiinennenn. (301) (199) (150) (120)
Salaries and related EXPENSES ......cooiiiiiiiiie ittt s 6,707 7,435 3,577 3,805
Salaries and related expenses for the parent company
SAIAMES ..ot s 4,494 5,164 2,389 2,657
Defined contribution PENSION PIANS ........eiiiiiiiiie e 666 740 355 380
Salary-related EXPENSES ......oiiiiiie ittt 647 749 344 387
Capitalization of salaries due to implementation of core systems ... (301) (199) (150) (120)
Salaries and related expenses for the parent Company ........ccccceevviiiiiee e 5,506 6,454 2,938 3,304
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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12. Personnel and salaries, continued

In June 2018 Arion Bank adopted a share-based remuneration programme, when a limited stock grant was offered to all employees of the
parent company, excluding internal control units, in connection with the IPO and listing of the Bank. Remuneration was paid in the form of
deferred shares with a vesting period of two years. The Bank recognizes expenses related to the programme as salaries and related
expenses, a total of ISK 651 million, over the vesting period, or approximately ISK 27 million per month from June 2018 to May 2020.

During the period the Group made a provision of ISK 35 million (H1 2019: ISK 6 million) for performance plan payments, including salary-
related expenses, for which the Bank made no provision (H1 2019: nil). Forty percent of the payment is deferred for three years in
accordance with FSA rules on remuneration policies for financial undertakings. At the end of the period the Group's accrual for performance
plan payments amounted to ISK 198 million (31.12.2019: ISK 371 million), of which the Bank's accrual amounts to ISK 100 million
(31.12.2019: ISK 239 million).

13. Other operating expenses 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
T BXPEINSES ..ottt ettt e e e e e et e e e et e e e e e 2,488 2,140 1,323 984
ProfeSSional SEIVICES ........cuiiiiiiiiie et 503 558 201 265
HOUSING EXPENSES ...ttt st st as 508 545 235 270
Other admiNiStration EXPENSES ......uiiiiiiiiiiie ettt et e e e e e e nnnee s 1,307 1,711 519 781
Depositors' and Investors' Guarantee FUN ............ccooiiiiiiiiiiiciecee e 373 395 182 163
Depreciation of property and qUIPMENT ...........cooiiiiiiiieiie e 259 268 129 126
Depreciation of right 0f USE @SSt ..........coiiiiiiiiii e 65 64 31 32
Amortization of iNtangible aSSetS ...........ccociiiiiiiiii e 392 364 198 192
Other OPErating EXPENSES ....uuiiiiiiiiiiiiiie e ettt e ettt e e e st e e e e s st b e e e e e s ibbeeeeesatbbeeeeeaans 5,895 6,045 2,818 2,813

14. Bank levy

The Bank levy is 0.145% (2019: 0.376%) on total debts excluding tax liabilities, in excess of ISK 50 billion. The tax is assessed on Financial
Undertakings but non-financial subsidiaries are exempt from this tax.

15. Net impairment

2020 2019 2020 2019
Net impairment on financial instruments 1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
Net change in impairment of loans to credit INSHIULIONS ..........ceeviveiiiiiiiee e, (91) 14 (55) 18
Net change in impairment of 10aNS t0 COPOraES ..........vvviieiiiiiiiiie e (2,039) (2,156) (301) (2,342)
Net change in impairment of 10ans to INIVIAUAIS ...........cccoiiiiiiiiiiiiiei e (834) 385 (69) 412
Write offs on loans and receivables t0 COrPOrates ..........cccuviiieiiiiiiiieeeiiiiiieee e sniiieee e e 477) (674) (211) (279)
Write offs on loans and receivables to iNdividuals .............cccoouvviiieiiiiiiieeeeee e (307) (676) (183) (313)
Payments on loans and receivables previously written off from corporates . 2 19 - 19
Payments on loans and receivables previously written off from individuals ........................ 42 77 22 44
Net change in impairment of financial instruments at FVOCI ........cccccoevviiiiieieiiiiicee e 1) - 2 1
Net change in impairment of loan commitments, guarantees and unused credit facilities .. (395) 312 (261) 1,166
Net impairment on financial INSIrUMENtS ..ot (4,100) (2,699) (1,056) (1,274)
Other value changes of loans
Increase in book value of 10anS t0 COMPOrateS ...........coocviiiiiiiiiiieieeee e 58 60 36 14
Increase in book value of 1oans to INdivVIAUAIS ............cccoiiiiiiiiii e 264 570 102 272
Other value changes Of I0ANS ........oiiiiiiiiiie s 322 630 138 286
[N L= ST T o = =0 USSR (3,778) (2,069) (918) (988)

Increase in book value of loans to individuals and corporates is mainly due to release of discount from loans acquired with discount during
the years 2008 to 2013, both due to impairments and other discount rate than reflected in the interest rates of the loans. The discount
release was primarily related to loans that were paid up or sold during the period.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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17.

16. Income tax expense 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
CUIMTENT TAX EXPEISE ...ttt e et e e e e et e e et et et et e e e eeeeeeeees 3,094 1,448 2,250 784
Deferred taX EXPEINSE ....cccoiuiiiiiee ittt ettt e e e et e e e s sttt e e e st e e e e e e e e (766) 65 (782) 107
Income tax expense 2,328 1,513 1,468 891
Reconciliation of effective tax rate 2020 2019
1.1.-30.6. 1.1.-30.6.
Earnings DEFOIE taX ......ciiiiiiiiiiiiiiiiie et 6,004 6,561
Income tax using the Icelandic COrporate taxX rate ...........ccccvvveeirieeiiieeeiiee e 20.1% 1,201 20.0% 1,312
Additional 6% tax on Financial Undertakings ............cccooueiiiriiiiiiiieiie e 10.2% 613 4.3% 285
NON-AedUCHDIE BXPENSES .......oiiiiiiiiieie e 0.0% 2 0.0% 2
Tax eXempt rEVENUES (JOSS) .....ccuuiiiiiiieitie ittt sttt 4.2% 254 (7.9%) (521)
Non-deductible taxes (DanK 18VY) .........cccoiiiiiiiii e 2.2% 131 5.6% 364
Tax incentives not recognized in the Income Statement ..............ccccoeveiiiiiiiii e 1.8% 108 0.9% 60
OLher CRANGES ... e 0.3% 19 0.2% 11
| AT VLR €= Y - (< TR 38.8% 2,328 23.1% 1,513
Financial undertakings pay 6% additional tax on taxable profit exceeding ISK 1 billion.
Tax exempt revenues / loss consist mainly of profit / loss from equity positions.
Bank levy of 0.145% on liabilities exceeding ISK 50 billion is non-deductible (2019: 0.376%).
Discontinued operations held for sale, net of income tax 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
Net loss from discontinued operations held for sale ... (934) (2,378) (45) (872)
INCOME TAX EXPEINSE ...ttt ettt ettt b ettt ettt et a bt renne e - 444 - 157
Discontinued operations held for sale, net of incomMe tax .......ccccoevviiiieieiiiiiiiiie s (934) (1,934) (45) (715)
Valitor HOIAING Nf. oot e e e ee e e e (870) (1,934) 30 (715)
Stakksherg €hf. ... s 344 - (69) -
SOIbJarg €hf. ..o . (408) - (6) -
Discontinued operations held for sale, net of income tax ..........ccccceeviiiiiiiniiiciicnnne (934) (1,934) (45) (715)

18.

The operating loss of Valitor was ISK 1,300 million for the first six months of 2020 whereas Valitor's negative contribution to the Group, after
taking into account the Group's eliminations, was ISK 870 million. Operating income of Valitor was 1SK 3,147 million for the first six months
of 2020, or ISK 3,578 million, after taking into account the Group's eliminations. In the same period in 2019 the operation of Valitor was
greatly affected by the ISK 1,200 million Valitor paid to Sunshine Press Production and Datacell in damages. When Arion Bank acquired a
38.62% shareholding in Valitor in 2014, the Bank signed an agreement with the seller (Landsbankinn) which stipulated that the seller would
bear a part of the liability which Valitor might potentially be subject to in relation to the compensatory damages. Hence, Landsbankinn was
liable to pay part of the damages. The total effect of the damages was ISK 595 million, net of tax. The operating loss of Valitor for the first
six months of 2019 was ISK 2,754 million, whereas Valitor's negative contribution to the Group, after taking into account the Group's
eliminations, was ISK 1,934 million.

Operating effects of Stakksberg and Sélbjarg are due to fair value and currency changes of underlying assets.

For further information about Valitor Holding hf., Stakksberg ehf. and Sélbjarg ehf. see Note 29.

Earnings per share Continued Discontinued
operations operations Net Earnings
2020 2019 2020 2019 2020 2019
1.1.-30.6. 1.1.-30.6. 1.1.-30.6. 1.1.-30.6. 1.1.-30.6. 1.1.-30.6.
Net earnings attributable to the shareholders of Arion Bank ........ 3,685 5,048 (934) (1,934) 2,751 3,114
Weighted average number of outstanding shares ....................... 1,727 1,814 1,727 1,814 1,727 1,814
Basic earnings per share ..........cccoccveeiiiiiiiiic e 2.13 2.78 (0.54) (1.07) 1.59 1.72
1.4.-30.6. 1.4.-30.6. 1.4.-30.6. 1.4.-30.6. 1.4.-30.6. 1.4.-30.6.
Net earnings attributable to the shareholders of Arion Bank ........ 4,963 2,811 (45) (715) 4,918 2,096
Weighted average number of outstanding shares ....................... 1,718 1,814 1,718 1,814 1,718 1,814
Basic earnings per Share .........ccccoveeiiienieeiec e 2.89 1.55 (0.03) (0.39) 2.86 1.16

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2019: none).

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 June 2020 26



&
LIS

Notes to the Condensed Consolidated Interim Financial Statements

Notes to the Consolidated Interim Statement of Financial Position

19. Cash and balances with Central Bank 30.6.2020 31.12.2019

Cashonhand ............... 3,917 4,206

Cash with Central Bank .... 93,915 81,543
Mandatory reserve deposit With CENtral BANK ............cuiiiiiiiiiiie ettt e e e ebaee e 5,600 9,968
Cash and balances With CeNTIal BANK .......ccoiiiiiiiiiiiiiiiiieiee e et e e e e et s e e e e e s e e e e e e e saaaeeeeeessarbanaans 103,432 95,717

The mandatory reserve deposit with the Central Bank is not available for the Group to use in its daily operations. Minimum reserve
requirements of the Central Bank falls into two categories: a fixed reserve requirement and an average maintenance requirement. The fixed
reserve requirement is 1%. In March 2020 the Central Bank decided to lower the average reserve requirement from 1% to 0%.

20. Loans to credit institutions 30.6.2020 31.12.2019
232 = oot o 10 [ TN 29,111 16,437
(@] 1 1< (o T=Ta PR 4,486 1,510
o =Yg Eo Co T od Yo L1 A 1 a B3 A1 (U] Ao o PP ERSTRRRPRRIN 33,597 17,947
21. Loans to customers Individuals Corporates Total
Gross Gross Gross
carrying Book carrying Book carrying Book
30.6.2020 amount value amount value amount value
(@Y= (o[- 11 SRS UPPRPPRNE 13,917 12,889 15,915 15,013 29,832 27,902
Credit CardS ..uviiiiiee ettt 11,809 11,467 1,102 1,024 12,911 12,491
MOMQAgE J0ANS ......vvviiiiiieiiie e 333,249 332,790 23,941 23,522 357,190 356,312
Other 08NS ..o 33,207 31,601 359,459 351,596 392,666 383,197
LOANS 10 CUSTOMEIS ..uuieeiiiiiiiiie ettt e e 392,182 388,747 400,417 391,155 792,599 779,902
31.12.2019
OVEIAIrATLS ...veiiviieciiec ettt et 14,421 13,720 18,709 17,780 33,130 31,500
Credit Cards ....ooooeeeeeieeeeee 13,028 12,786 1,373 1,281 14,401 14,067
MOrtgage [0@NS ........ooiiiieiiiieiie e 310,562 310,195 23,475 23,211 334,037 333,406
OthEr OGNS ... 33,105 31,868 368,453 363,114 401,558 394,982

Loans to customers 371,116 368,569 412,010 405,386 783,126 773,955

The total book value of pledged loans that were pledged against amounts borrowed was ISK 164 billion at the end of the period
(31.12.2019: ISK 182 billion). Pledged loans comprised mortgage loans to individuals.

Further analysis of loans is provided in Risk management disclosures.

22. Financial instruments 30.6.2020 31.12.2019
1270 g o SV To Ie [= o] T 1) 110 4 1=] ) P PSN 140,576 65,874
Shares and equity instruments with variable INCOME ...............cooiiiiii e 19,809 21,600
{01 Y= LY=o 8,911 6,617
Securities used for @CoNOMIC NEAGING .......vviiiiiiii e s e e 27,845 23,315
FINANCIAI INSTIUMENTS ...ttt e e e ettt e e e e e e e et eee e e e e et st e e e e e e taasaeeeeseeebba s eeesssebaaaeeeeeennens 197,141 117,406
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23. Financial assets and financial liabilities

30.6.2020 Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost OClI thr. P/L Total
Cash and balances with Central BanK ............ccoooiiiiiiiiiiiiieiiiiiiee e 103,432 - - 103,432
L0oans t0 Credit INSHIULIONS ......oiiiiiiiiiiee e e e e 33,597 - - 33,597
o= 1 g S (o o1 U] (0] 0 1 =T ¢ PPN 779,902 - - 779,902
[0 =13 PSP PPUPPRN 916,931 - - 916,931

[ (=T RSP SRRPPPP - 120,604 17,563 138,167
(81T (T SRRSO - 1,582 827 2,409
Bonds and debt iNSTTUMENTS .......uuiiiiiiiiiie e ab s - 122,186 18,390 140,576

Shares and equity instruments with variable income

[T (=T R UPPTPPNE - - 10,039 10,039
L83y LYo PR OPR PRSIt - - 6,517 6,517
Bond funds with variable income, unlisted ...................... - - 3,253 3,253
Shares and equity instruments with variable income ............cccocceiiiiiiiniii e - - 19,809 19,809
Derivatives

OTC ETVALIVES ...ttt ettt sttt e s e e e e e e neesnee e - - 5,801 5,801
Derivatives used for hedge aCCOUNTING ..........coiiiiiiiiiieiiie e - - 3,110 3,110
DIBIIVALIVES .. .ciiiiiie ittt et e e e e ettt e e e e e e e e et s e e e s e e et e e e e e e s saaaeeaeesaerabnaaes - - 8,911 8,911

Securities used for economic hedging

Bonds and debt inStruments, lISTEA ...........coiiiiiiiiiiiiii e e - - 18,028 18,028
Shares and equity instruments with variable income, listed ............ccooiiiiieiiiiieeeeeciie, - - 9,817 9,817
Securities used for economMIC hedgiNg ....uuviiiiiiiiiiiie e - - 27,845 27,845

Other financial assets

ACCOUNES FECEIVADIE ... 5,067 - - 5,067
Other fINANCIAI ASSELS ......ciiiiiieeeiiieecc e e e eeeeeeeeeeeeeeeeeaeaeeaeaaeaaaaaeees 7,155 - - 7,155
Other fINANCIAI ASSELS ....iivvuiiiiiiiiieiiee et e e e et e e e e e e et s e e e s eerbaas 12,222 - - 12,222
FINANCIAl @SSELS .. oottt s s aesenssnnnnnnnneees 929,153 122,186 74,955 1,126,294

Financial liabilities

Due to credit institutions and Central BanK ...........cccooooiiiiuiiiiiiiiiiiiiee e 7,661 - - 7,661
DIBPOSIES .ottt ettt e e 555,855 - - 555,855
BOITOWINGS ..veiieeiiitiit e e e ettt ettt e e ettt e e e ettt e e e e ettt et e e e e s e sttt et e e e e s nbbbeeeeeanabeeeeeeennbneeeeas 314,952 - - 314,952
Subordinated HADIITIES ..........uuuiiiiiiiiiee e e et e e e e e e e aa e e eeaee 36,494 - - 36,494
Short POSItION 1N DONAS .......viiiiic et - - 21 21
Short position in bonds used for economic hedging ...........ccccocoiiiiiiiiii e - - 127 127
[T = LAV Z= - - 2,970 2,970
Other financial iabilities ..........oooii i eeeneees 17,580 - - 17,580
FIiNANCIAl lHADITITIES ... et e e et e e e e e e aaaaans 932,542 - 3,118 935,660
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23. Financial assets and financial liabilities, continued

31.12.2019 Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost OClI thr. P/L Total
Cash and balances with Central BanK .............ccoooiiiiiiiiiiiieeiieee e e 95,717 - - 95,717
LoaNns t0 Credit INSHEULIONS ........ueee ettt e e e e e e e e e e e e s eaaba s eeeeees 17,947 - - 17,947
(o= 1 Eo (o o1V L] (0] 1 1 [=T TN 773,955 - - 773,955
[0 =10 P PP TPPPPPPN 887,619 - - 887,619

Bonds and debt instruments

[T (Lo SRR SUPPRTPPNY - 47,698 16,479 64,177
L83y LYo PR OPRRPPRROt - 1,196 501 1,697
Bonds and debt iNSTIUMENTS ........uuiiiiiiiiiiiiiiiiiiiit ittt eeeeeeeeeeeeeeeeeeeeeeeeeeeaeaeaaeees - 48,894 16,980 65,874

Shares and equity instruments with variable income

[ (=T RSP UPR PP - - 9,632 9,632
(81 TE] (=T OSSPSR - - 7,417 7,417
Bond funds with variable income, unlisted ... - - 4,551 4,551
Shares and equity instruments with variable iNCOMEe .........occcvveiiiiiiiiiiie s - - 21,600 21,600
Derivatives
(@ O o (=T Y = 1 (Y L<T TR - - 5,001 5,001
Derivatives used for hedge aCCOUNTING ........ooiuuiiiiiiiiiiiiii e - - 1,616 1,616
Derivatives - - 6,617 6,617
Securities used for economic hedging
Bonds and debt instruments, listed . - - 10,852 10,852
Shares and equity instruments with variable income, listed - - 12,459 12,459
Shares and equity instruments with variable income, unlisted ............cccccoiieiiiieiiieennnee. - - 4 4
Securities used for economMic hedging .......ccveiiiiiiiiiei e - - 23,315 23,315
Other financial assets
ACCOUNES TECEIVADIE .....vveniiiiiiiii e e e e e e e e e e e aab s e eeeees 3,617 - - 3,617
Other fINANCIAI ASSELS ......vvveiiiiiiiiiiee e et e e e e e e e e et s e e s s e eabns 5,058 - - 5,058
Other fINANCIAI ASSELS ..vvvviiiiiiiiiiiieieieeee ettt e e e e e 8,675 - - 8,675
FINANCIAI ASSEBES ..uuiiiiiiiiiie et e e e et e e e e e e b e s e e e s e s b e e e e e s saaaaaaaees 896,294 48,894 68,512 1,013,700
Financial liabilities
Due to credit institutions and Central Bank 5,984 - - 5,984
[ D=7 010 1] £ PP P PP PPPPPPPPPPIN 492,916 - - 492,916
BOITOWINGS ...ttt e e ettt e e e sttt e e e s bbbt e e e e e e e e e e enannneeees 304,745 - - 304,745
Subordinated liabilities .. . 20,083 - - 20,083
Short POSItION IN DONAS .......oeiiiiiii s - - 385 385
Short position in equity, used for economic hedging ..........ccccoeeiiiiiiiiiiiiiie s - - 107 107
Short POSItION IN @QUILY .....oooviiiiiiieie e - - 24 24
[0S ) = LAV Z= - - 2,054 2,054
Other financial labilities ..........oooii i eeeeeees 6,408 - - 6,408
Financial liabilities ... 830,136 - 2,570 832,706
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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23. Financial assets and financial liabilities, continued

Bonds and debt instruments measured at fair value, specified by issuer Mandatorily

30.6.2020 FVOCI FVPL Total
Financial and iINSUrANCE ACHIVILIES ......iiiiiiiiiiiie ettt e e e e et ie e e e e e e e e e e s e e e s e aabb s e eeseeeaaes 433 6,858 7,291
[odU] o] TR Y=Tox (o] O PTURTRRY 113,567 7,095 120,662
(O] g oo =1 =2 ST PP P PP PP PPPPPPPPPPPPPPPPNY 8,186 4,437 12,623
Bonds and debt inStruments at faIr VAIUEG .........ooovvieiiiiiiiee et e e 122,186 18,390 140,576
31.12.2019

Financial and iINSUrANCE ACHIVILIES ......iiiiiiiiiiiie et e e e et e e e e e et et e e e e s e et b s e eeeeesaaes 417 5,613 6,030
[odU] o] TR Y=Tox (o RN 41,417 7,259 48,676
(O] g o To] =1 =2 ST P PP PP PPPPPPPPPPPPPPPINY 7,060 4,108 11,168
Bonds and debt instruments at fair VAIUE .........coovvviiiiiiiiiiieeeeeeeeeeeeee 48,894 16,980 65,874

The total amount of pledged bonds was ISK 6.6 billion at the end of the period (31.12.2019: ISK 6.0 billion). Pledged bonds comprised
Icelandic Government Bonds and Financial Institutions Bonds that were pledged against funding received and included in Due to credit
institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

24. Fair value hierarchy

The Group uses the following hierarchy for determining and disclosing the fair value of assets and liabilities by valuation technique:

Level 1: quoted (unadjusted) prices in active markets for identical assets or liabilities;
Level 2: valuation techniques for which all significant inputs are market observable, either directly or indirectly; and
Level 3: valuation techniques which include significant inputs that are not based on observable market data.

For assets and liabilities that are recognized at fair value on a recurring basis, the Group determines whether transfers have occurred
between Levels in the hierarchy by re-assessing categorization (based on the lowest level input that is significant to the fair value
measurement as a whole) at the end of each reporting period.

Assets and liabilities recorded at fair value by level of the fair value hierarchy

30.6.2020
Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENES ........iiiiiiiiieiice e e e e e e b e e e e eeaans 130,892 9,389 295 140,576
Shares and equity instruments with variable INCOME ...........ccccoviiiiiiii i 4,843 13,222 1,744 19,809
[ LY A= LAV T N - 5,801 - 5,801
Derivatives used for hedge aCCOUNTING .......cooiiiiiiieiiiiiiiii e - 3,110 - 3,110
Securities used for ecoNOMIC hEAGING .......vvviiiieiiiiiiee e 27,845 - - 27,845
Investment property ... . - - 7,051 7,051
YN = £\ A £ LT V2= 1LV L= 163,580 31,522 9,090 204,192
Liabilities at fair value
Short POSItION 1N DONAS .......veiiiiii e 21 - - 21
Short position in bonds used for economic hedging ...........ccccocciviiiiiiiiiiii e 127 - - 127
[0S ) = LAV Z= - 2,970 - 2,970
Liabilities At FAIT VAIUE ...ttt e et e e e e e e et eeeeees 148 2,970 - 3,118
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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24. Fair value hierarchy, continued

31.12.2019

Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSIUMENES ........iiiiiiiiiieiie e e e e b eeeeeaeans 57,196 8,650 28 65,874
Shares and equity instruments with variable iINCOMe ...........cccccoviiiiiiii i 5,169 14,876 1,555 21,600
DEIMVALIVES ...ovvvveeiiiiiiiiee et - 5,001 - 5,001
Derivatives used for hedge aCCOUNTING ........ooouviiiieiiiiiiiie e - 1,616 - 1,616
Securities used for econNOMIC NEAGING ........vvviiiiiiiiiiee e 22,819 496 - 23,315
Investment property - - 7,120 7,120
Assets at fair value 85,184 30,639 8,703 124,526
Liabilities at fair value

Short POSItION IN DONAS ....ooiiiiiiiiiie e 385 - - 385
SOt POSItION 1N EQUILY ...vvviiiieiiiiei ettt e e e e e e et e e e e s s anbbreee s 24 - - 24
Short position in equity, used for economic hedging 107 - - 107
[ LY A= LAY T N - 2,054 - 2,054
Liabilities at fair VAIUE .......ooooeeeiiieeeeeee e 516 2,054 - 2,570

Transfers from Level 2 to Level 1 amounted to ISK 85 million at the end of the period (31.12.2019: Transfers from Level 1 to Level 2
amounted to ISK 20 million).

Fair value of assets and liabilities

The fair value of asset and liabilities is the amount at which the asset and liability could be exchanged in a current transaction between
willing parties, i.e. not during a forced sale or liquidation. The existence of published price quotations in an active market is the best
evidence of fair value and when they exist they are used by the Group to measure assets and liabilities. If quoted prices for an asset fail to
represent actual and regularly occurring transactions in active market transactions or if quoted prices are not available at all, fair value is
established by using an appropriate valuation technique.

Methods for establishing fair value

The best evidence of the fair value of an asset and liability at initial recognition is the transaction price, unless the fair value can be
evidenced by comparison with other observable current market transactions, or is based on a valuation technique whose variables include
only data from observable markets.

In some cases, the carrying value of an asset in Note 23 is used as an approximation for the fair value of the asset. This is straight forward
for cash and cash equivalents but is also used for short term investments and borrowings to highly rated counterparties, such as credit
institutions, on contracts that feature interest close to or equal to market rates and expose the Group to little or no credit risk.

Level 1: Fair value established from quoted market prices

For listed and liquid stocks and bonds, certain financial derivatives and other market traded securities, the fair value is derived directly from
quoted market prices. These instruments are disclosed under Financial instruments and Financial liabilities at fair value in the Statement of
Financial Position.

Level 2: Fair value established using valuation techniques with observable market information

For assets and liabilities, for which the market is not active, the Group applies valuation technigues to attain a fair value using as much
market information as available. Valuation techniques include using recent market transactions between knowledgeable and willing parties,
if available, reference to current fair value of another instrument that is substantially the same, discounted cash flow analysis, option pricing
models or other commonly accepted valuation techniques used by market participants to price the instrument.

For assets and liabilities for which quoted prices on active markets are not available, the fair value is derived using various valuation
techniques. This applies in particular to OTC derivatives such as options, swaps, futures and unlisted equities but also some other assets
and liabilities.

In most cases the valuation is based on theoretical financial models, such as the Black Scholes model or variations thereof. These
techniques also include forward pricing and swap models using present value calculations.

Level 2 instruments include unlisted shares, unlisted funds with underlying bonds and equity holdings (share certificates), unlisted and less
liquid listed bonds and all OTC derivatives.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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24. Fair value hierarchy, continued

Level 3: Fair value established using valuation techniques with significant unobservable market information

In some cases there is little or no market data to rely on for fair value calculations. The most common valuation technique is present value
calculations. Such calculations involve the estimation of future cash flow and the assessment of appropriate discount rate. The discount
rate should both reflect current market rates and the uncertainty in the future cash flow. In such cases internal models and methods are
used to calculate the fair value. The models may be statistical in nature, based on internal or external history of assets with similar
characteristics and/or based on internal knowledge and experience. For example, the credit margin on most loans to customers which, is
added to the current and suitable interest rate to arrive at an appropriate discount rate, is estimated using credit rating and loss parameters
in case of default that have been derived from internal models.

Equity instruments that do not have a quoted market price are evaluated using methods and guidelines from pertinent international
organizations. In most cases intrinsic value is the basis for the assessment but other factors, such as cash flow analysis, can also modify
the results.

The Group applies management valuation for determining fair value of investment properties. Management valuation is either based on
recent transactions and offers for similar assets or present value calculations which involve estimation of future cash flow and the
assessment of appropriate discount rate.

Movements in Level 3 assets measured at fair value

Investment Financial assets

30.6.2020 property Bonds Shares Total
Balance at the beginning Of the YEAr ..o 7,119 28 1,555 8,702
Net fair ValuE ChANGES .......cviiiiiiiiiiiiee et e e e aeeeeas - 6 (@) 1)
Additions 10 517 196 723
Disposals (78) (256) - 723
Balance at the end of the period 7,051 295 1,744 10,147
31.12.2019

Balance at the beginning Of the YEar ..........cooiiiiiiiiiiiiii e 7,092 42 1,329 8,463
Net fair ValUE ChANGES .......oviiiiiiiiiiiie et e e e e aeeeeas - 20 62 82
X [0 11103 PP SPRR PSPPIt 30 5 281 316
Disposal ... 3) (27) (117) (147)
Transfers OUL Of LEVEI 3 .....cooiiiiiiii ittt e e e eeeens - (12) - (12)
Balance at the end of the Period ........coouiiiiiiiii e 7,119 28 1,555 8,702

Line items where effects of Level 3 assets are recognized in the Consolidated Interim Income Statement
Financial assets

1.1.-30.6.2020 Bonds Shares Total

Net fINANCIAI INCOME ........oiiiiii et 6 (@) 1)

Effects recognized in the INCOME StateMENT ........c.uuviiiiiiiiiiiii e 6 (@) 1)

1.1.-30.6.2019

Net financial income 19 (55) (36)

Effects recognized in the Income Statement . 19 (55) (36)
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24. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities not carried at fair value

30.6.2020 Carrying Fair Unrealized
Financial assets not carried at fair value value value gain (loss)
Cash and balances With CENral BANK .............oviiiiiiiiiiiiii et e e e e e e e e e e e s aa s e eeeees 103,432 103,432 -
LOANS t0 Credit INSHEULIONS . ....vvviiiiieiieee et e e ettt e e e e e e e e e e e e e e s b e e e e e s e sbbaeeeeeeessnannns 33,597 33,597 -
o= T S o o1 U ] (0] 0 1= T ¢ PSPPI 779,902 785,057 5,155
Other fINANCIAI ASSELS .....evvviiiiiiiiiie et e ettt e e e e e e et e e e e e eeat e s e e s e sstba it eeeessssasaneaeeessens 12,222 12,222 -
Financial assets not carried at fair VAU .............oooiiiiiiiiiii e eeeenneees 929,153 934,308 5,155

Financial liabilities not carried at fair value

Due to credit institutions and Central BANK ...........cooiiiiiiiiiiiiiiieeiiiee et e e e e e e e evaaaaans 7,661 7,661 -
[T oo 1 USSP 555,855 555,855 -
Borrowings .......... . 314,952 331,150 (16,198)
IS0 o T o [Tat= L (=T M TE= Lo TR 36,494 33,356 3,138

Other fiNANCIAI TADIIIIES ......ciiiiieieeei et e e e e e e e e e e e e e e e e e e saab e eeeeeesbans 17,580 17,580 -

Financial liabilities not carried at fair value 932,542 945,602 (13,060)

31.12.2019

Financial assets not carried at fair value

Cash and balances With CENral BANK .............oiiiiiiiiiiiieiieeeeee et e e e e e e e e e aa e eeeees 95,717 95,717 -
LoANS t0 Credit INSHEULIONS .......vveiiiiiieieee et e et e e e e e et e e e e e e e e b s e e e e s e e bb e e e eesesanaanns 17,947 17,947 -
Loans to customers ......... . 773,955 777,320 3,327
Other financial assets 8,675 8,675 -
Financial assets not carried at fair VAIUE .........ccveviiiiiiiiiic et e s ee e 896,294 899,659 3,327
Financial liabilities not carried at fair value

Due to credit institutions and Central BANK ...........ccoiiiiiiiiiiiii ettt e e e e e e eeaaaaans 5,984 5,984 -
[T oo 1 USRS 492,916 492,916 -
1270 (01111 T [P RO TP OPPPPPPPORE 304,745 316,589 (8,608)
[0 oY o [Ta Tt (=T M TE= Lo 11T 20,083 20,177 78
Other fiNANCIAI TADIIIIES ......coiiiiiiiiei et e e e et e e e e e s et e e e e e eaaab e eeeseeabans 6,408 6,408 -
Financial liabilities Not carried at failr VAIUE ............uuuveuiiieieiiiiiiiieeieeeeeeeeeeeeeeeee e e e e e e e e e e e e e e e e e e e 830,136 842,074 (8,530)

Loans to customers largely bear variable interest rates. Those loans, including corporate loans, are presented at book value as they
generally have a short duration and very limited interest rate risk. Loans with fixed interest rates, mainly long-term retail mortgages, are
estimated by using the discount cash flow method with the interest rates offered on new loans, taking into account loan to value. Defaulted
loans are presented at book value as no future cash flow is expected on them. Instead they are written down according to their estimated
potential recovery value
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24. Fair value hierarchy, continued

Derivatives Notional Fair value
30.6.2020 value Assets  Liabilities
Forward eXChange rate agrEEMENLS ........oc.uiiiiuiie ittt et e et e e st e et e e bnee s 103,151 1,426 347
Fair value hedge Of INEreSt FALE SWAP .. .....eieiiiieiie ettt ettt e sbee e 138,143 3,110 -
Interest rate and exchange rate agrEEMENES .......ciueiiiuieiiiie ettt ettt et e e et 72,347 2,547 1,778
BONG SWAP OIEEIMENES ...ttt ittt ettt ettt s bt ekt e et bt e e se e e et e abe e e e bt e e ebb e e e aab e e e anbeeesnneeeans 17,227 2 572
SHAre SWAP AOFEEMENTS ....ccuiiiiiiieeitiit ettt ettt et et e e e e et e st et e st et e s b bt e e bt e e e bt e e e beeeanneeabneeeanaeeenan 11,031 1,826 273
Options - purchased agreements, UNKISTE .........coouiiiiiiiiiieeiie e 1 - -
(D= AV LAV Z= T PP PU PR PRN 341,900 8,911 2,970
31.12.2019

Forward eXChange rate agrEEMENLS .........cueiiiiiieaiiiie et ee ettt et e et e e e e e e et e e st e e snbeeesbneeans 90,121 1,196 407
Fair value hedge Of INEreSt FALE SWAP ........eieiiiieiie ettt e et e et e e st e e sbeeesrneeans 114,337 1,616 -
Interest rate and exChange rate agrEEMENES .......ccuuiiiiiieiiie ettt et et e et e e e e e sbeeesbee e ntaee s 65,823 2,312 1,168
BONA SWAP QOrEEMENTS ..ottt ettt sttt et e s s e s e et e e s r e e see e aen e e r e e nreeseeesaneaane 9,936 46 48
Share swap agreements .. . 12,710 1,447 431
DIBIIVALIVES .. .eeiiiiei ettt e e et e e e e e ettt e e e e e e ettt s e e e e e et e e e e e e s eaaa e e e e e e saabaeaeeseeabbaneeeseeeraas 292,927 6,617 2,054

Fair value hedge of interest rate swap

The Group applies fair value hedge accounting only with respect to interest rate swaps, whereby the Group pays floating rate interest and
receives fixed rate interest, with identical cash flows to the borrowings. The interest rate swaps are hedging the exposure of changes in the
fair value of certain fixed-rate euro bonds, see Note 32, arising from changes in interest rates. On 1 January 2018 the Group adopted IFRS
9, but has elected to continue to apply the hedge accounting principles under IAS 39. For further information about the Group's hedge
accounting policy, see Note 57 in the Annual Financial Statements 2019.

Gain (loss)

Notional Maturity Fair value on FV
30.6.2020 date Assets  Liabilities changes
Interest rates swaps - EUR ...........cccciiiiiiiiiiiiccece 124,320 1-5 years 2,124 - (128)
Interest rates swaps - EUR ...........ccociiiiiiiiiiiiice - 0-3 months - - (5)
Interest rates swaps - USD ........cccocviiiiiiiiiiiiciicceecee e 13,823 >5 years 989 - 726
31.12.2019
Interest rates swaps - EUR ............cccooviiiiiiiiins 108,667 1-5 years 1,608 — 457
Interest rates swaps - EUR ............cccoiiiiiiiiis 5,670 0-3 months 8 — 302
Hedged borrowings and subordinated liabilities Accumulated Gain (loss)
Book fair value on FV
30.6.2020 value Assets  Liabilities changes
EUR 500 million - iSSUEA 2017/18 =5 YEAIS ...ecieeiiiuiiiieeeeeiiiiiee e e eitieee e e s ssiibreee e e e sniseeeesesnnnes 77,974 338 - 153
EUR 300 million - issued 2017 - 3 years ... - - - (38)
EUR 300 Million - ISSUEA 2018 = 3 YEAIS ...c..veeeiiieeiiieeeiiee ettt 44,391 - 921 (56)
USD 100 million - issued 2020 - PErPELUAL ........cccetiiiiiieiiiieiiiiee et 14,705 - 757 (775)
Hedged borrowings and subordinated liabilities .............cccccoiiiiiie 137,070 338 1,678 (716)
31.12.2019
EUR 500 million - issued 2016/18 - 5 YEAIS ........ccccueiiiuiiiiiiiieiiiie i 67,713 157 - (410)
EUR 300 million - issued 2017 - 3 years ... 5,635 33 - (199)
EUR 300 million - iSsued 2018 - 3 YEAIS .......ccoviuiieiiiiiiieeiieee e 41,601 - 756 (295)
Hedged DOITOWINGS ...coiiiiiiieeie ettt e e e 114,949 190 756 (904)

The effectiveness of each hedge is measured regularly with linear regression. The relationship between fair value changes of an interest
rate swap on the one hand and a borrowing on the other hand is examined. In all cases the effectiveness is within limits, or between 95-
113%.
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25. Offsetting financial assets and financial liabilities

Financial assets subject to enforceable master netting arrangements and similar arrangements

Netting potential not

Assets subject to netting recognized in the
arrangements Balance Sheet Assets not
Assets Assets after  subjectto Total assets
Gross assets Nettings recognized consideration enforceable recognized
before  with gross on Balance  Financial Collateral of netting netting arr-  on Balance
30.6.2020 nettings liabilities  Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements .......... 6,712 (387) 6,325 (5,566) - 759 - 6,325
DerivatiVes ........cccccveviiieniiieniee e 5,414 - 5,414 (1,749) - 3,665 3,497 8,911
Total aSSetS ...ooovvveviiiiiiieeeee e 12,126 (387) 11,739 (7,315) - 4,424 3,497 15,236
31.12.2019
Reverse repurchase agreements . . 6,539 (44) 6,495 (5,921) - 574 - 6,495
DEriVALiVES .....eveeeiiieeiiieeeieee e 4,601 - 4,601 (713) - 3,888 2,016 6,617
Total aSSetsS ....coccvevviiiiiiieeeeeee e 11,140 (44) 11,096 (6,634) - 4,462 2,016 13,112
Financial liabilities subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Liabilities subject to netting recognized in the
arrangements Balance Sheet Liabilities Liabilities not Total
Gross Liabilities after  subject to liabilities
liabilities Nettings recognized consideration enforceable recognized
before  with gross on Balance  Financial Collateral of netting netting arr-  on balance
30.6.2020 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements ...............ccuueees 5,953 (387) 5,566 (5,566) - - - 5,566
DeriVatiVeS .......ccocvveriiiiiiiiciiee e 2,013 - 2,013 (1,749) - 264 957 2,970
Total liabilities ... 7,966 (387) 7,579 (7,315) - 264 957 8,536
31.12.2019
Repurchase agreements ....................... 5,965 (44) 5,921 (5,921) - - - 5,921
DErVALIVES ....cvvvveeeeeeiieeieieeeeeeeeeeeeeeeeeee 761 - 761 (713) - 48 1,293 2,054
Total liabilities .......ccccovvveiiiieiiieceee 6,726 (44) 6,682 (6,634) - 48 1,293 7,975

Reverse repurchase agreements and repurchase agreements are recognized within the line items Financial instruments and Due to credit
institutions and Central Bank respectively.

26. Investments in associates
30.6.2020 31.12.2019

Carrying amount at the beginning 0f the YEAr ..........ccooi i 852 818
Acquisitions 38 18
DISPOSAIS ...ttt et e e s e e e nnee e - (740)
Share of profit (loss) of associates and profit from SalE ............ccciiiiiiiii (29) 756
Investment in associates 861 852
The Group's interest in its principal associates
Audkenni hf., Borgartin 31, Reykjavik, Iceland .. 25.4% 25.4%
JCC ehf., Borgartln 19, ReyKjavik, ICEIANG ...........coiiiiiiiiii et 33.3% 33.3%
Reiknistofa bankanna hf., Katrinartn 2, Reykjavik, ICEIANG ............ccviiiiiiiiiiiii et 20.0% 20.0%
220 Fjordur ehf., Fjardargata 13-15, Hafnarfjordur, Iceland .. 37.4% 37.4%
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK .........ccoiiiiiiiiiiiiiieiii ettt 35.3% 35.3%
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27. Intangible assets

Intangible assets comprise the following categories: Goodwill, which arises on business combinations; Infrastructure, Customer
relationships and related agreements which are identified during the acquisition of subsidiaries and related to the activities of the
businesses being acquired; and Software, which is acquired (i.e. software licenses) and expenses of implementation.

Infrastructure, which is capitalized as an intangible asset, is related to the asset management operation and branding of the insurance
operation. The business activity is based on years of developing expertise and systems, during which a valuable platform has been created
for future growth. An impairment test is performed annually.

Customer relationships and related agreements are connected to business relationships and agreements which the Bank acquired in
subsidiaries. The asset is based on the assumption that business relationships and agreements generate regular payments and earnings to
the relevant business segments. The lifetime of these agreements is based on the experience of the Group and the industry. As a result,
these agreements are assessed as having an identified useful lifetime.

Acquired software and internally developed software is capitalized on the basis of the cost of acquiring and bringing the software into
service. Expenditure on internally developed software is recognized as an asset when the Group is able to demonstrate its intention and
ability to complete the development and use the software in a manner that will generate future economic benefits, and when it can reliably
measure the costs to complete the development. The capitalized costs of internally developed software include external expenses directly
attributable to developing the software and salary and salary related expenses of implementation of core systems. Capitalized costs of
software are amortized over its useful life. Computer software licenses and internally developed software recognized as intangible assets
are amortized over their useful life, which is estimated to be 3-10 years.

Policies applied to the Group's intangible assets Goodwill Customer relationship
and infrastructure and related agreements Software
USEIUITIVES oo Undefined Finite 6-15 years Finite 3-10 years

and undefined

Straight-line basis over
Impairment test 6-15 years and
impairment test

Straight-line basis

Amortization method over 3-10 years

Internally generated Or aCqUIred .........cccceeeeeviiiiiieeeeeiiiiiieee s Acquired Acquired Acquired and internally

generated
Customer
relationship
Infra- and related
30.6.2020 Goodwill structure agreements  Software Total
Balance at the beginning of the year .. 669 2,383 727 4,588 8,367
AGAITIONS .t - - - 801 801
Additions, capitalized SAlArES ...........cccuviiieiiiiiiiiie e - - - 301 301
AMOTTIZATION .ottt e st e e e et e e e e s eeeee e e - - (30) (362) (392)
Intangible assets ... 669 2,383 697 5,328 9,077
31.12.2019
Balance at the beginning of the year ..............cocoiiiiii s 669 2,383 787 2,558 6,397
Yo Lo 11T 3 TSRS - - - 2,291 2,291
Additions, capitalized Salaries ............c.ccccviiiiiiiiii e - - - 459 459
WA 4] 1722V 1o 1o USSR - - (60) (720) (780)
Intangible assets 669 2,383 727 4,588 8,367
Goodwill is recognized among assets in the operating segment Vordur, see Note 5.
28. Tax assets and tax liabilities 30.6.2020 31.12.2019
Assets  Liabilities Assets  Liabilities
Current tax ..... . - 3,599 - 3,461
Deferred tax 283 2 943
Tax assets and taxX [labilitiES .......coovvuiiiii e 2 3,882 2 4,404
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions

Financial Statements 30 June 2020 36



&
LIS

Notes to the Condensed Consolidated Interim Financial Statements

29. Assets and disposal groups held for sale and associated liabilities

Assets and disposal groups held for sale 30.6.2020 31.12.2019
V2= 1 (o] g o] Lo [T aTo N o PP PP PP PPPTPPPPPRN 17,561 30,657
51 e L] o= (o =] 1) S PP UP PP PPPPPPPRIN 3,135 2,711
Solbjarg ehf. ...cooeeviieennn 8,883 8,676
Disposal groups NEld fOr SAIE ......ouuiiiiiii ettt b et e et e e ann e e e s 29,579 42,044
R LT =T £ | (TP 1,124 1,553
ONEI ASSELS ...ttt ettt ettt ettt et h et et e et e et e et e e e e e e e 29 29
Assets and disposal groups held fOr SAIE ......ioiiiiiiii e 30,732 43,626
Liabilities associated with disposal groups held for sale

V2= 1 (o g o] Lo [T aTo N o PP PP SPPPPPRN 19,587 22,052
ST ] o) = go =] 1 PSP PP TPSTPR 7,395 6,579
Liabilities associated with disposal groups held for Sale ...........cccoiiiiiiiiii e 26,982 28,631

Real estates and other assets classified as assets held for sale are generally the result of foreclosures on companies and individuals.

Valitor Holding hf.

Arion Bank's shareholding in the subsidiary Valitor Holding (Valitor) is 100%. The Bank is in the process of potentially divesting the Bank's
shareholding in Valitor. The Bank is aiming for having completed the sale of Valitor within the next 12 months. In accordance with IFRS 5
Non-current assets and disposal groups held for sale, Valitor is classified as asset held for sale in these Consolidated Interim Financial

Statements.

30.6.2020 31.12.2019
Cash and balances With CENIAl BANK ...........uuuiiiiiiieiieieieeeeeeeeeee e - 9,363
o T Ta IS (o ol g=Te [T Mo 1) (1 Ui o] o R RRRRRRRRRRRNY 19,184 12,563
Loans to customers ... 1,903 2,061
Financial instruments - 28
INVESTMENES IN @SSOCIALES .....veiiieiiiiiiiiite e e ittt e e e e ettt ee e e e ettt e e e s e tta e e e e e e saasaeeeee e ssssaeeeeaasssseeaeessassbseeaeesanssaaeeesnnnnnneeas 66 66
INEANGIDIE BSSELS ..ottt e ettt e ettt e ettt e et bt e e e b et e 1h bt e e en et e e e n et e e ne et e en bt e e enbe e e et e e ntneeanne 4,711 4,720
I V= LT £ PSPPSR UPPPPRTPINN 308 293
(0101 1Y =Y PRSPPI 2,377 2,986
Assets 28,549 32,080
Elimination Within Arion BANK GIOUP ........iieiiiiireiieeeiiiiete e s sttt e e s sttt e e e s sssbe e e e e esssteeeeeeaastbbeeeeessanbbbeeeesasnsbeeeeeennnnes (10,988) (1,423)
Valitor's CONTrBULION 10 the GIOUP .....viiiiiiieiiie ettt e e et et e e et e e sn b e e st e e et e e eneeeenneee s 17,561 30,657

Due to credit institutions and Central Bank 426 2
Financial [iabilities @t fAIF VAIUE ..........c.vviiiieeiiiie ettt e e e e et e e e e e e e e e s s ssbba e e e e e s srsssaaeeeesssnseaeeesannnens - 26
LI S L= o1 =P SSUPSRR 53 321
(@1 g TR IF=T o111 i[RI 18,826 21,712
BOITOWINGS ...ttt e ke e e e e e st e oo e e e e et e e e ek e e e e e R e e s e e e n e e e e 116 3,500
[ L1 L A= PSPPSR 19,421 25,561
Elimination within Arion Bank Group 166 (3,509)

Valitor's contribution to the Group 19,587 22,052

1270 Lo ] SQ Y= 11 =0} V2= 11 (0 Y USRS 9,128 6,519

In May 2020 Valitor Group sold the operations of Valitor in Denmark, Valitor A/S. The operation of Valitor A/S contributed a net loss for the
years 2018 and 2019. The financial effects of the sale of the entity did not have material effects on these Consolidated Interim Financial
Statements.

Solbjarg ehf., a subsidiary of Eignabjarg ehf.

On 20 June 2019 Arion Bank acquired all shares in TravelCo hf. and its subsidiaries (hereafter "TravelCo") following an enforcement of
pledges. Soélbjarg ehf is the holding company of the TravelCo group in the beneficial ownership of Arion Bank. TravelCo was established
following the collapse of Primera Air ehf. and Primera Travel Group hf. with the purpose of owning and operating tour operators in
Scandinavia and Iceland. The enforcement primarily represented a change in ownership and does not affect the daily operations or services
of the tour operators. Arion Bank's rationale for acquiring TravelCo was to safeguard continued operations and the Bank's interests. Arion
Bank is in the process of divesting all of the Bank's shareholding in TravelCo and the company is therefore classified as held for sale in
accordance with IFRS 5. In Q1 2020 Arion Bank completed the sale of Terra Nova Sél ehf., a subsidiary of Sélbjarg ehf., with other entities
held for sale.
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29. Assets and disposal groups held for sale and associated liabilities, continued

Stakksberg ehf., a subsidiary of Eignabjarg ehf.

On 22 January 2018 United Silicon was declared bankrupt following serious operational problems which resulted in its operating license
being temporarily suspended, after a failed attempt at reaching a composition arrangement with its creditors. In February 2018 an
agreement was reached between the administrator of the bankrupt estate of United Silicon and Arion Bank, whereby the Bank foreclosed
against its collateral and acquired all the company's main assets. The assets of the silicon plant are currently managed by Stakksberg ehf.,
which is held by the Bank through the subsidiary Eignabjarg ehf. Stakksberg ehf. has, since the transfer of the assets from United Silicon,
worked to reduce uncertainties surrounding the recommissioning of the silicon plant, with measures including the securing of all necessary
operating permits, power supply and undertaking further engineering design groundwork necessary for the carrying out of remedial work
prior to the reopening of the plant. Stakksberg ehf. is currently engaged in the final stages of concluding a new environmental impact
assessment for the plant. The proposed remedial actions fully fit within the scope of the current local plan for Stakksberg's plot in Helguvik.
Nevertheless Reykjanesbzer will be required to amend the current local plan to reflect building licenses which have already been issued by
Reykjanesbeer. The Bank's objective is to divest Stakksberg ehf. on the basis of this preparatory work. Stakksberg is therefore classified as
held for sale in accordance with IFRS 5.

30. Other assets 30.6.2020 31.12.2019
Property and @UIPMENT .........ooiiiiiiii ettt ettt et s et sh e e e e n e ne e e s s e e e e s e e e e e e e e e e 5,265 5,243
RIGNT Of USE @SSO ...ttt sttt ettt e b e e b e e e e e e e e e e beesreesen e e e e sreesreeas 835 902
ACCOUNES TECEIVADIE ...ttt esasesaasasaeaeeeeaeneeeeeaees 5,067 3,617
UNSEHEd SECUIIES TTAGING .. .veeeieie ettt ettt ettt e ettt e s e bt e sa bt e s ket e e be e e e et e e eneeeeneeeenneeennneeennne 4,843 3,178
Investment for life assurance policyholders where risk is held by policyholder ..............ccccoiiiiiiiiniieee 1,018 1,008
ST Lo [ V=TT Y= (OO PS PSR 3,426 2,916
(4 T=T = T =] £ PSP 20,454 16,864

31. Other liabilities

ACCOUNES PAYADIE ...ttt e e e ettt e e e 4o bbbttt e e e e a bbbt e e e e aassb et e e e e e nb bbb e e e e s e nbbbeeeeeennnbbeeeeeeannnns 694 654
UNSEEA SECUNEIES TrATING ..vvviieiiiiiiiie e ettt et e e et e e e e ettt e e e e et bbb et e e e s st bbbt e e e e e nnbb b e e e e s enbbeeeeesasntbaeeeeas 9,797 365
Depositors’ and INVEStOrs' GUAraNtEE FUNG ..........oiiuiiiiieiiiiiiie ettt e e et e e e e e s et e e e s ebbaeeeeesannnbaes 186 167
B ICTe a1 Tor= Ul o] £o) V7 1< o] o RO PP P PR PPPPPPP 16,248 14,709
Technical provision for life assurance policyholders were investment risk is held by policyholder ............ccccccceeenn. 1,018 1,008
VAV a] aTo] (o [TaTo I = PP PPT TP PRPN 262 1,492
Bank levy ...... . 3,640 2,984
Yool U T=To =) o 1] KT PP UPR PP 3,133 3,441
o =] oF= Lo I [oTo] 441 ST OO PP PP PPPPPPROR 1,557 1,573
Impairment of Off-DAIANCE IEIMS ........oiiiiii e et e e e e et e e e s e bbb e e e e e s nnabbeeeeeas 892 481
[T R 1= Vo1 AP OO SRSUPPPRPN 854 914
YU oo VA L= o] 1 = PP PPTR RPN 6,197 4,909
(@4 YT R T =T o 11 E A T= PN 44,478 32,697
Technical provision Technical Reinsurers' Total Technical Reinsurers' Total

provision share 30.6.2020 provision share 31.12.2019
Claims reported and loss adjustment expenses .............c.ccccceee.e 7,863 (252) 7,611 7,742 (221) 7,521
Claims incurred but not reported ............cccoovceeiiieiiiieniieeeeee 1,521 (82) 1,439 1,426 (82) 1,344
Claims oULStANAING ...oviiiiiieiiieie e 9,384 (334) 9,050 9,168 (303) 8,865
Provision for unearned premiums ..........ccccveiviiiiniieeniee e 6,864 (6) 6,858 5,541 4) 5,537
Own technical provision 16,248 (340) 15,908 14,709 (307) 14,402

Insurance claim consists of claims outstanding and provision for unearned premiums. Claims outstanding present unsettled claims incurred.
Claims outstanding is the total of claims reported and actuarial estimation of claims incurred but not reported. Provision for unearned
premiums presents the current insurance risk that will be conditional on future fiscal years.
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32. Borrowings

First Maturity
Currency, original nominal value issued Maturity type Terms of interest 30.6.2020 31.12.2019
ARION CBI 21, ISK 10,220 million ........ 2014 2021 At maturity Fixed, CPI linked, 3.50% ................ 10,289 10,176
ARION CB 22, ISK 28,720 million ......... 2015 2022 At maturity Fixed, 6.50% .......c.ccooviiriiriiniennne. 28,193 28,264
ARION CB 24 ISK 20,180 million .......... 2019 2024 At maturity Fixed, 6.00% .......c.cccooviiriiriinnennne. 16,919 16,060
ARION CBI 25, ISK 37,940 million ... 2017 2025 At maturity Fixed, CPI linked, 3.00% .... 40,773 40,213
ARION CBI 26 ISK 15,460 million 2019 2026 At maturity Fixed, CPI linked, 2.00% ................ 16,815 12,320
ARION CBI 29, ISK 25,220 million 2014 2029 At maturity Fixed, CPI linked, 3.50% ................ 28,051 27,689
ARION CBI 48, ISK 11,680 million ........ 2018 2048 Amortizing Fixed, CPI linked, 2.50% .... 10,598 10,647
53 o UL o YA oo XY= =Te I To o o £ PSPPI 151,638 145,369
NOK 800 Million .......cevvvveeiiiieiiieeen 2015 2020 At maturity Floating, NIBOR +2.95% ................ 10,162 11,143
NOK 320 million .....cceevvvieeiiiieiiieeen 2016 2020 At maturity Floating, NIBOR +1.95% ................ 4,612 4,439
EUR 300 million * .....cccvvveiiieiiieiiieeeee 2017 2020 At maturity Fixed, 0.75% .......cccccovvveiiiieiinnens - 5,635
SEK 300 million ........ccoocvvvvieniieiieiies 2017 2020 At maturity Floating, 3 month STIBOR +1.35% - 2,598
SEK 250 million .......coeviiveiiiieiiieee, 2017 2020 At maturity Floating, 3 month STIBOR +0.75% 3,715 3,241
EUR 500 million * 2016 2021 At maturity Fixed, 1.625% 77,974 67,713
EUR 13 mMillion ...cceevviiiiiieiiiccicce 2019 2021 At maturity Floating, 3. EURIBOR +0.58% ....... 2,021 1,765
NOK 750 million ......ccevvvveeviiieniieeen 2019 2022 At maturity Floating, NIBOR +1.82% ................ 10,794 10,382
SEK 150 million ... . 2019 2022 At maturity Floating, 3 month STIBOR +1.33% 2,237 1,949
NOK 250 million ......ccevvvieeriiieiiieeen 2017 2023 At maturity Fixed, 3.02% .......ccccoiiveiiiieiiieens 3,604 3,512
EUR 300 million * .....cccovviiiieiiieiiiieee 2018 2023 At maturity Fixed, 1.00% .......cccccoovveiinieninnenns 44,391 41,601
NOK 250 million ......ccevvvieeviiieiiieenenn 2017 2027 At maturity Fixed, 3.40% .......ccccoviveiiiieiineenns 3,607 3,521
ST T T QU g EoY=Tea U =T N o Yol g Lo £ TR 163,117 157,499
oY1 ET U 1o PR - 1,680
(@4 LT gl o To T4 (o)1 1o To LSRR PPP T OTPPPRPTOR 197 197
(@4 YT R o = Ta F A oY 1SN 197 1,877
1210 T {0111 o = PSR PSPSR 314,952 304,745

* The Group applies fair value hedge accounting to these bond issuances and uses certain foreign currency denominated interest rate swaps as hedging
instruments, see Note 24.

The book value of listed bonds was ISK 315 billion at the end of the period (31.12.2019: ISK 303 billion). The market value of those bonds
was ISK 331 billion (31.12.2019: ISK 315 billion). The Group repurchased ISK 4 billion own debts during the period (31.12.2019: ISK 39
billion).

33. Subordinated liabilities

First Call
Currency, original nominal value Issued Maturity date Terms of interest 30.6.2020 31.12.2019
SEK 500 million ... . 2018 2028 22 Nov '23 Floating, 3 month STIBOR +3.10% . 7,424 6,472
NOK 300 million ......cccovviiviiieeeiiiiieeeenn, 2019 2029 9Jul 24 Floating, NIBOR +3.65% ................. 4,345 4,183
SEK 225 million ........ccooevveiviiiiiiiieeeeeeee, 2019 2029 20 Dec 24 Floating, 3 month STIBOR +3.70% . 3,346 2,918
ARION T2l 30 ISK 4.800 million ............ 2019 2030 4 Jan '25 Fixed, CPI linked, 3.875% .............. 4,989 4,913
ARION T2 30 ISK 880 million ................ 2019 2030 4 Jan '25 Fixed, 6.75% ....cccoceeviireiiineiiieenens 907 907
EUR S mMIllion ....oooviiiiiiieeiieeieeeeee 2019 2031 6 Mar '26 Fixed, 3.24% ......ccccevviiieeiiineiinenns 778 690
LT VT o Lo Y fo ITa =1 =Te M TE=T o 11 L1 AT 21,789 20,083
ARION AT1 USD 100 million ............... 2020 Perpetual 26 Feb '25 14,705 -
Additional Tier 1 subordinated lHabiliti€S .........ooviiiiiiiii 14,705 -
51U oYoT o [ g F=Nd=To BN 1= 1o L1 116 = USRS 36,494 20,083

Additional Tier 1 and Tier 2 subordinated liabilities are eligible as regulatory capital under the Icelandic Financial Undertakings Act No.
161/2002

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 June 2020 39



&
LIS

Notes to the Condensed Consolidated Interim Financial Statements

34. Pledged assets

Pledged assets against liabilities 30.6.2020 31.12.2019
Assets, pledged as collateral againSt DOITOWINGS ..........iiiiiiiiiie e 172,335 186,902
Assets, pledged as collateral against loans from credit institutions and short POSItioNS ............ccccvveiiiiieiiiieiineee 6,580 6,023

Pledged assets against liabilities 178,915 192,925

The Group has pledged assets against borrowings, both issued covered bonds and other issued bonds and loan agreements. The total
value of those pledged assets was ISK 172 billion at the end of the period (31.12.2019: ISK 187 billion). Pledged loans comprised mortgage
loans to individuals. The book value of those borrowings was ISK 152 billion at the end of the period (31.12.2019: ISK 145 billion).

The Group has pledged bonds against short term lending from the Central Bank of Iceland and against short positions, related to swap
agreements, to hedge market risk of those assets.

35. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,730 million, with par value of ISK 1 per share. The
holders of ordinary shares are entitled to receive dividends as approved by the general meeting and are entitled to one vote per share at
shareholders' meetings.

Share Share Total Share Share Total

capital premium 30.6.2020 capital  premium 31.12.2019
Shares outstanding at the beginning of the year .............ccccc...... 1,773 53,942 55,715 1,814 57,196 59,010
Purchase of treasury StOCK .........c.evieiiiiiiiiieeiiiiiiieeeeeeeee s (54) (4,326) (4,380) (41) (3,242) (3,283)
Employees stock grant ...........ccccceeevininnns - 5) (5) - (12) (12)
Shares outstanding at the end of the period .........cccccoceeeee. 1,719 49,611 51,330 1,773 53,942 55,715
Own shares at Period-eNd ..........ccccovieviiiiieiiiie e 11 41
- as proportion of issued share capital ...........cccccevvvieeniieenieennne 0.6% 2.3%

In 2019 the Board of Directors authorized the Bank to initiate a share buy-back program in Iceland and Sweden (the Program) to purchase
own shares, which is in line with the authorization granted by the AGM on 20 March 2019. The purpose of the Program was to reduce the
Bank's share capital (in line with the Bank's dividend policy). When the Program was initiated on 31 October 2020, the Bank was authorized
to purchase up to 59 million own shares in total under the Program, corresponding to 3.25% of the issued share capital, or for up to ISK 4.5
billion at market value. In January 2020 the FSA approved the buy-back of an additional 41 million own shares or for up to ISK 3.5 billion at
market value, bringing the total amount of the share Program to 100 million shares or ISK 8.0 billion at market value. The Program
continued until the AGM in March 2020.

At the AGM in March 2020 a motion was passed to reduce the company's share capital by ISK 84 million at nominal value, by cancelling
the company's own shares. The reduction took place in May 2020. The company's share capital was reduced from ISK 1,814 million to ISK
1,730 million at nominal value, divided into an equal number of shares and with one vote attached to each share.

According to a decision made by the Board of Directors, own shares were allocated to employees in connection with the Bank's IPO and
listing in 2018. In total approximately 4 million shares were allocated to employees at ISK 75 per share, a total of ISK 295 million. In
accordance with the employees' stock grant programme, an employee who resigns within the vesting period of two years, returns the
shares to the Bank. The vesting period ended in June 2020.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 June 2020 40



&
LIS

Notes to the Condensed Consolidated Interim Financial Statements

Other information

36. Shareholders of Arion Bank 30.6.2020 31.12.2019
Taconic Capital (through TCA NEW SIAECAT S.A.1.1.) «eiueiiiiiiiiiiiie ettt 24.67% 23.53%
Sculptor Capital MANAGEMENT ........coi.uiiiititeiiie ettt ettt e et et e e bb e e ek bt e e aa b e e e aab e e e aae e e e aas e e e abbeeeaabeeesabeeesnbneenanne 9.92% 9.53%
L1 [o [ 1323 11T [o Lo L1 PP O PRSPPI 9.60% 8.79%
LifeyriSSjOTUI VEIZIUNGIMANNA .......viiiiiiiieiiit ettt ettt ettt b e et e ek et sh bt e e ekt e e ekt e e aa bt e e e bb e e e nbbeeeanbne e e i 5.78% 3.67%
Lifeyrissjodur StarfSMaNnNa MKISINS .........oc..iiiiiiiiii ettt et e e e e e et e e ebe e e e st eeesnbeeesneee 5.09% 3.47%
SHOTIT N, ettt b b E R b E b h bbbt ettt bttt nr et e e renae e 4.99% 4.96%
Goldman SAChS INTEINALIONAL ..........ccuiiiiiiiieie ettt st e s e e s e e e e e e a e e beesaee e 2.97% 3.72%
EALON VANCE FUNGS ...ttt ettt e b e s b e s e e s e e r e ne e st e e e e e e e e seens 2.91% 3.23%
Frjalsi lifeyrissjodurinn .. 2.42% 2.18%
LaNSAOWNE PAMNETS ...ttt ettt sttt e b e e e e e e e e e et e e bt e sh e e se e e et e e s e e e sb e e s seeese e e e e e e e sneeseeeeeneennis 2.39% 5.02%
SEAPT TITEYFISSJOUU ... ettt ettt e s e et e b e e s e e et e e s be e s e e e e e s seesaneenneas 2.38% 1.89%
Birta lifeyrissjodur ... 2.19% 1.32%
HVAIUE N, etttk et h ekt a b E ket b ek e bt et b ekttt h bt r et nn e 1.52% 1.45%
53 R T =1 (=T 1] = o T o PRSPPI TPRN 1.27% 2.46%
MAINFIFSE BANK AG ...ttt sttt e et et e e b e s he e s ae e e et e e b e e s heesee e e eneeneenneesbeesanesaneas 1.14% 1.09%
JUpIter rekstrarfelag Nif. ... e 1.09% 1.10%
[ V7= o 10 3 (o ] T PSPPSR 1.02% 0.75%
ATON DANKI N L ettt e et r e 0.69% 2.27%
Other shareholders with less than 1% Shareholding ............ccooiiiiiiiiii e 17.97% 19.57%

100.0% 100.0%

At the AGM in March 2020 a motion was passed to reduce the company's share capital by ISK 84 million at nominal value, by cancelling
the company's own shares. The reduction took place in May 2020. Shareholdings changed accordingly.

Shareholding of Arion Bank's employees was 0.62% at the end of the period.
37. Legal matters

The Group has formal controls and policies in place for managing legal claims. Once professional advice has been obtained and the
likelihood and amount of loss reasonably estimated, the Group makes adjustments, if appropriate, to account for any adverse effects the
claims may have on its financial standing. Should the Group conclude that it is to the detriment of the Group's case to disclose such
potential amounts, relating to the legal claims raised, it elects not to do so. At the end of the period, the Group had several unresolved legal
claims.

Contingent liabilities

Legal proceedings regarding damages

In a lawsuit brought in June 2013, Kortathjonustan hf. claimed damages from Arion Bank hf., islandsbanki hf., Landsbankinn hf., Borgun hf.
and the Bank's subsidiary Valitor hf. in the amount of ISK 1.2 billion plus interest, as a result of damage Kortathjénustan hf. contended the
five parties caused the company due to violations of the Competition Act. In June 2017 the Supreme Court dismissed the case on
procedural grounds. Kortathjénustan hf. brought a new lawsuit in September 2017 regarding the same matter of dispute, claiming damages
in the amount of ISK 922 million plus interest from the same defendants. The Landsréttur Appeal Court dismissed the case in May 2018.
Kortathjénustan tried to appeal the dismissal to the Supreme Court but the court dismissed the case as there was no right of complaint. In
November 2018 EC-Clear brought a new lawsuit against the same defendants regarding the same matter of dispute, demanding the
acknowledgement of liability for damages. EC-Clear was the largest shareholder in Kortathjénustan and according to the writ EC-Clear is
now the owner of alleged liability claims against the defendants. The District Court dismissed the case in February 2019. EC-Clear appealed
the dismissal to the Appeal Court, which dismissed the case with a ruling in April 2019. In October 2019 EC-Clear brought a new lawsuit
against the same defendants regarding the same matter of dispute, claiming damages in the amount of ISK 922 million plus interest from
the same defendants, and demanding the acknowledgement of liability for damages. In December 2019 the case was dismissed as EC-
Clear did not provide any insurance for legal expenses. In April 2020 EC-Clear has once again brought the same matter of dispute against
the same defendants to the District Court. The Appeal Court has ruled that EC-Clear shall, before the end of July 2020, provide an
insurance for legal damages. Should the defendants be found liable for damages, they would be jointly responsible. Therefore the Bank has
not made any provision.

Legal matters concluded

The former chairman of the Board of BM Valla hf., together with Lindarflét ehf., has filed two cases against the Bank with a claim for
damages in the amount of more than ISK 4 billion, plus interest. The plaintiffs maintain that the Bank caused them, as shareholders of BM
Valla hf. and Fasteignafélagid Artan ehf., damage by not allowing the companies to be financially restructured and thereby forcing the
companies into bankruptcy. In April 2018 the District Court of Reykjavik dismissed one of the cases. The plaintiffs appealed the judgment to
the Landsréttur Appeal Court. In June 2018 the Appeal Court annulled the judgment of the District Court and ordered the District Court to
hear the case again. The District Court acquitted the Bank of all claims with a judgment in September 2018. The plaintiffs appealed the
judgment to the Appeal Court. In December 2019 the Appeal Court confirmed the District Court’s judgment. An appeal to the Supreme
Court has been rejected by the Court. The second case was on hold awaiting the result of this first case and in the beginning of May 2020
the Claimant notified the Court that it had discontinued the case and thereby the case was dismissed.
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38. Events after the reporting period

On 17 July the Financial Supervisory Authority of the Central Bank of Iceland (FME) published its decision to impose an administrative fine
on Arion Bank of ISK 87.7 million due to the Bank’s breach of obligation to disclose insider information in a timely manner. The decision has
been published on FME’s website. Arion Bank intends to refer FME’s decision to the courts and demand an invalidation.

Off balance sheet information

39. Commitments

Financial guarantees, unused credit facilities and undrawn loan commitments 30.6.2020 31.12.2019
R Ta T Lo To o o U T U= gL (=T PSRRI 15,214 15,097
(0 1UEY=Te oLV =] fo =i R RRRPRPRRRNY 48,431 44,923
UNdrawn 10an COMIMILMENES ........oooiiiiiiee ettt b bbbt b ettt e e s s s ssssassaesnsanneneeeeeens 65,760 54,101
Financial guarantees, unused credit facilities and undrawn loan cCOMMItMENtS ........ccccoevviiiiiieee e 129,405 114,121

40. Assets under management and under custody

ASSELS UNAET MANGAGEIMENT ....iiiiiiiieeiiiiiiet e e sttt e e e e e sttt e e e e e s bt e eee s s ettt e et e e e s ab b b e e eaeeasabseeeeeas bbb eeeeeaasbbbeeaeessansbbeeeeeannnes 1,059,931 1,013,101
ASSEES UNAET CUSTOTY ..vvviieeiiiiiiiiteeeiiiitie e e e ettt e e e s sttt e e e s st b et e e e e aasbe e e e e e e esa bttt e e e a4 as bbbt e e e e e anbbbeeeeeennbeeeeeeaanbbbeeeeesanbbees 1,518,539 1,370,946

Assets under management represent the total market value of the financial assets which the Group manages on behalf of its customers.

The Group, acting as custodian, is responsible for safeguarding a firm's or individual's financial assets, hold in safekeeping securities such
as stocks, bonds and securities funds, arrange the settlement of trades and movements of securities, process corporate actions such as
income on bonds and dividends on shares; and pricing on securities.

Related party

41. Related party
The Group has a related party relationship with an entity with an influence over the Group as the largest shareholder of Arion Bank, which is
at the end of the period Taconic Capital (24.67%).

The Board of Directors of Arion Bank, key management personnel of the Bank and the Group's associates are defined as related parties, as
are close family members of the individuals referred to above and legal entities controlled by them.

Transactions with related parties have been conducted on an arm's length basis. There have been no further guarantees provided or
received for related party receivables or payables.

Balances with related parties

Net

30.6.2020 Assets  Liabilities balance

Board of Directors and key Management Personnel ...........ccccooouiiiiiiiiiiic i 97 (610) (513)

Associates and other related PArtIES ...........oocuiiiiiiiiiie e - (68) (68)

Balances With related PArti€S ........c.eiiiiiiiiii et e e 97 (678) (581)
31.12.2019

Board of Directors and key Management Personnel ...........ccccocoveiiiiiiiiiiiiiie e 184 (252) (68)

Associates and other related PArtIES ...........oocuiiiiiiiiiiie e - (59) (59)

Balances With related PArti€S ........c..ioiiiiiiii et 184 (311) (127)
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Risk management disclosures

The Group faces unprecedented levels of risk arising from the impact of the Covid-19 pandemic on the Group's operations and its
customers. Managing risk is therefore a core activity within the Group. The key to effective risk management is a process of on-going
identification of significant risk, quantification of risk exposure, actions to limit risk and constant monitoring of risk. This process of risk
management and the ability to evaluate, manage and correctly price the risk encountered is critical to the Group's continuing profitability as
well as to be able to ensure that the Group's exposure to risk remains within acceptable levels.

Further information on risk management and capital adequacy is provided in the Annual Financial Statements for 2019 and in the Pillar 3
Risk Disclosures for 2019. The Pillar 3 Risk Disclosures 2019 are available on the Bank's website, www.arionbanki.is.

42. Credit risk

Credit risk is the risk that the Group will incur a loss because its customers or counterparties fail to discharge their contractual obligations.

Credit risk arises anytime the Group commits its funds, resulting in capital or earnings being dependent on counterparty, issuer or borrower
performance. Loans to customers and credit institutions are the largest source of credit risk. Credit risk is also inherent in other types of
assets, such as bonds and derivatives, and off balance sheet items such as commitments and guarantees.

Managing and analyzing the Group's loan portfolio is of utmost importance. Great emphasis is placed on the quality of the credit portfolio,
by maintaining a strict credit process, critically inspecting loan applications, actively monitoring the credit portfolio and identifying and
reacting to possible problem loans at an early stage as well as restructuring of impaired credits.

The Group grants credit based on well informed lending decisions and seeks business with strong parties with strong collaterals and good
repayment capacity. The risk level of each credit is considered in the pricing.

Credit risk is managed and controlled by setting limits on the amount of risk the Group is willing to accept for individual counterparties and
group of connected clients, and by monitoring exposures in relation to such limits. The Group seeks to limit its total credit risk through
diversification of the loan portfolio across sectors and by limiting large exposures to group of connected clients.

Exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the Statement of Financial Position before the effect
of mitigation due to collateral agreements or other credit enhancements. The table also shows related collateral and credit enhancements.
The amount and type of collateral required depends on an assessment of the credit risk of the counterparty and the exposure type. The
main types of collateral obtained are as follows:

- Retall loans to individuals: Mortgages on residential properties.

- Corporate loans: Real estate, fishing vessels and other fixed and current assets, including inventory and trade receivables, cash and
securities.

- Derivative exposures: Cash, treasury notes and bills, asset backed bonds, listed equity and funds that consist of eligible securities.

The value of collateral is based on estimated market value. The valuation of real estate is built on market price, official valuation of the
Icelandic Property Registry, or the opinion of internal or external specialists. The valuation of fishing vessels takes into account related
fishing quotas. The quality of collateral is evaluated in the lending process with regards to specialization, location, age and condition and
possibilities for reuse.

Collateral value is monitored and additional collateral requested in accordance with the underlying agreement. Collateral value is reviewed
in line with the adequacy of the allowance for impairment losses. Collateral values are capped by the related exposure amount.
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Risk management disclosures

The Group faces unprecedented levels of risk arising from the impact of the Covid-19 pandemic on the Group's operations and its
customers. Managing risk is therefore a core activity within the Group. The key to effective risk management is a process of on-going
identification of significant risk, quantification of risk exposure, actions to limit risk and constant monitoring of risk. This process of risk
management and the ability to evaluate, manage and correctly price the risk encountered is critical to the Group's continuing profitability as
well as to be able to ensure that the Group's exposure to risk remains within acceptable levels.

Further information on risk management and capital adequacy is provided in the Annual Financial Statements for 2019 and in the Pillar 3
Risk Disclosures for 2019. The Pillar 3 Risk Disclosures 2019 are available on the Bank's website, www.arionbanki.is.

42. Credit risk

Credit risk is the risk that the Group will incur a loss because its customers or counterparties fail to discharge their contractual obligations.

Credit risk arises anytime the Group commits its funds, resulting in capital or earnings being dependent on counterparty, issuer or borrower
performance. Loans to customers and credit institutions are the largest source of credit risk. Credit risk is also inherent in other types of
assets, such as bonds and derivatives, and off balance sheet items such as commitments and guarantees.

Managing and analyzing the Group's loan portfolio is of utmost importance. Great emphasis is placed on the quality of the credit portfolio,
by maintaining a strict credit process, critically inspecting loan applications, actively monitoring the credit portfolio and identifying and
reacting to possible problem loans at an early stage as well as restructuring of impaired credits.

The Group grants credit based on well informed lending decisions and seeks business with strong parties with strong collaterals and good
repayment capacity. The risk level of each credit is considered in the pricing.

Credit risk is managed and controlled by setting limits on the amount of risk the Group is willing to accept for individual counterparties and
group of connected clients, and by monitoring exposures in relation to such limits. The Group seeks to limit its total credit risk through
diversification of the loan portfolio across sectors and by limiting large exposures to group of connected clients.

Exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the Statement of Financial Position before the effect
of mitigation due to collateral agreements or other credit enhancements. The table also shows related collateral and credit enhancements.
The amount and type of collateral required depends on an assessment of the credit risk of the counterparty and the exposure type. The
main types of collateral obtained are as follows:

- Retall loans to individuals: Mortgages on residential properties.

- Corporate loans: Real estate, fishing vessels and other fixed and current assets, including inventory and trade receivables, cash and
securities.

- Derivative exposures: Cash, treasury notes and bills, asset backed bonds, listed equity and funds that consist of eligible securities.

The value of collateral is based on estimated market value. The valuation of real estate is built on market price, official valuation of the
Icelandic Property Registry, or the opinion of internal or external specialists. The valuation of fishing vessels takes into account related
fishing quotas. The quality of collateral is evaluated in the lending process with regards to specialization, location, age and condition and
possibilities for reuse.

Collateral value is monitored and additional collateral requested in accordance with the underlying agreement. Collateral value is reviewed
in line with the adequacy of the allowance for impairment losses. Collateral values are capped by the related exposure amount.
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42. Credit risk, continued

Maximum exposure to credit risk and collateral held against different types of financial instruments subject to the impairment requirements

of IFRS 9
Collateral
Maximum Cash and Real Fishing Other Total
30.6.2020 exposure securities estate vessels collateral collateral
Cash and balances with Central Bank ..........ccccoeeeevviviieeeeeeeiinnnnn, 103,432 - - - - -
Loans to credit INSTULIONS ..........cveeiiiiiiiiieee e 33,597 - - - - -
Loans to customers at amortized COSt ............ceeeeeeiiiiiiiieeneenrennnen, 779,902 21,128 559,739 44,833 88,086 713,786
INAIVIAUAIS . 388,747 18 349,592 1 11,945 361,556
COIPOFALES ..vvviiieeiiiiiiiie e ettt e e e et e e e e st e e e e st e e e e e snanneees 391,155 21,110 210,147 44,832 76,141 352,230
Real estate activities and CONSIIUCLION .........cccccveivverienienieiieienee, 129,168 868 116,208 57 8,033 125,166
Fishing industry 76,313 243 12,676 44,371 17,413 74,703
Information and communication technology . 19,042 481 4,264 - 4,507 9,252
Wholesale and retail trade 57,193 169 34,339 2 19,521 54,031
Financial and insurance activities 35,412 19,260 6,444 - 8,882 34,586
Industry, energy and manufacturing 30,630 44 16,820 - 10,967 27,831
Transportation .. 12,625 8 881 314 3,384 4,587
Services ........ 16,662 27 9,425 88 2,879 12,419
Public sector 6,473 9 2,155 - 213 2,377
Agriculture and fOrestry .........cocceveerieiieneeneee e 7,637 1 6,935 - 342 7,278
Other assets with credit risk ...........ccooeeeiiiiiiiiiiei s 12,222 - - - - -
Financial quarantees ..........ccocuveiieeiiiiiiieee e 15,214 2,017 5,201 35 3,932 11,185
Undrawn loan commitments and unused overdrafts ................... 114,191 - - - - -
Fair value through OCI .........oocuiiiiiiiiiiiiiie e 122,186 - - - - -
GovernMENt BONAS ..........covvuiiiiiiiiiie e 113,567 - - - - -
Corporate and finance bonds .............ccccevoiiiiieiiiincecee 8,619 - - - - -
Balance at the end of the period ........ccovveiiiiiiiiiiiie 1,180,744 23,145 564,940 44,868 92,018 724,971
31.12.2019
Cash and balances with Central Bank 95,717 - - - - -
Loans to credit iNSHIULIONS ........cooveiiiiiieeiieeeeee e 17,947 - - - - -
Loans to customers at amortized COSt ...........cevveveeeeeeeeeieeeieeienenes 773,955 20,792 544,723 54,601 73,091 693,207
INAIVIAUAIS ... 368,569 198 328,243 13 10,996 339,450
COIPOFALES ...veiiieiiiittiit ettt e e 405,386 20,594 216,480 54,588 62,095 353,757
Real estate activities and construction 129,856 1,972 113,465 55 8,022 123,514
Fishing industry ........cccoceevivinicnicieen 82,941 17 12,365 54,121 9,946 76,449
Information and communication technology . 19,102 375 3,529 - 4,308 8,212
Wholesale and retail trade ..................... 54,989 375 32,508 7 15,980 48,870
Financial and insurance activities 33,669 17,726 7,254 - 7,622 32,602
Industry, energy and manufacturing 39,909 60 28,183 - 6,711 34,954
Transportation 11,066 - 1,048 313 3,285 4,646
Services 17,580 61 9,137 92 5,669 14,959
Public sector 8,617 4 2,194 - 289 2,487
Agriculture and forestry 7,657 4 6,797 - 263 7,064
Other assets with credit risk .........ccoooeiiiiiiieeeees 8,675 - - - - -
Financial guarantees ............oocvvveieeiiiiiiiie e 15,097 2,232 6,322 1,403 2,262 12,219
Undrawn loan commitments and unused overdrafts ................... 99,024 - - - - -
Fair value through OCI ..o 48,894 - - - - -
Government bonds ... 41,417 - - - - -
Corporate and finance bonds ...........cccccovvciiiiieiiiniiiee s 7,477 - - - - -
Balance at the end of the year .........ccccccoivi i 1,059,309 23,024 551,045 56,004 75,353 705,426
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42. Credit risk, continued

LTV ratio for residential mortgage lending

The following table describes the loan to value (LTV) and impairment status of the Group's mortgage loan book. LTV is calculated as the
ratio of the gross amount of the loan to the value of the collateral without adjusting for possible costs of obtaining and selling the collateral.
The collateral value is based on the value at origination, the most recent appraisal or official property valuation from the Icelandic Property
Registry. For credit impaired loans the value of collateral is based on the most recent appraisal.

30.6.2020 31.12.2019

Gross Thereof Gross Thereof

carrying credit carrying credit

amount  impaired amount impaired

LSS thAN 500 ..eeiiuviieitiieeiieeeeitee e etee ettt e st e e sttt e st e et e e et e e e ne e e et e e e ta e e e nrbeeennbeeearaeeanen 114,712 1,630 119,734 1,283
LT 0 40 PP OPRROURRNY 135,413 2,303 130,257 2,546
T0-90Y0 ...veeeietiee ettt ettt e e et e e et e e et e e e bt e e e tba e e nEbe e e arbeeennraeennnae s 84,601 1,190 63,099 1,131
901000 ...veeeeeeeeiie ettt e e e e e e e —— e e —— e ar bt e anta e e et ae e e aaeentaeeentaeeeanaeeennraeanns 8,924 305 7,369 170
00 0L ST OPSI 3,002 73 2,658 60
More than 110% . 10,475 672 10,873 698
NOT CIASSIFIEA ...ttt e e s s bbb e e e e e e e e e e ennbbeeeeeeans 63 - 47 -
Balance at the end of the Period ..o 357,190 6,173 334,037 5,888

At the end of the period the gross carrying amount of assets in stage 3 are ISK 26,564 million (31.12.2019: ISK 20,155 million) with ISK
19,807 million in collateral (31.12.2019: ISK 13,618 million), there of ISK 17,295 million in real estates (31.12.2019: 11,791 million).

Collateral repossessed

During the period the Group took possession of assets due to foreclosures. The total value of real estate the Group took possession of
during the period and still holds at the end of the period is ISK 62 million (30.6.2019: ISK 275 million) and in other assets ISK 6 million
(30.6.2019: ISK 3 million). The assets are held for sale, see Note 29.

Credit quality

The Group uses internal credit ratings and external credit ratings if available to monitor credit risk. The Group's internal credit rating system
rates customers through application of statistical models based on a variety of information that has been determined to be predictive of
default. These include demographic, behavioral, financial and economic data, coupled with qualitative expert judgment for large corporate
exposures. Six exposure type models rate individuals' exposures — mortgages, consumer loans, auto loans, guarantees, loans to
individuals for work purposes and other loans. The models are updated at least annually and recalibrated with current data with the aim of
maintaining their predictive power. Year-on-year changes in risk classification of loans may in part be due to model refinement. All internal
models were updated during 2019 and new models and model structure first deployed at the end of 2019. External ratings are primarily
used for marketable securities and loans to credit institutions. For further information on the rating scales used, see Note 56 in the Annual
Financial Statements 2019.

The following tables show financial instruments subject to the impairment requirements of IFRS 9 broken down by rating scale, where risk
class 5, DD denotes, the highest risk. Assets carried at fair value through profit and loss are not subject to the impairment requirements of
IFRS 9. The tables below sum up the gross carrying amount of assets by rating class and current impairment stage. The gross carrying
amount net of loss allowance shows the book value of the underlying assets.

Exposures that are 'Unrated' are typically due to newly formed entities, entities for which the Bank's rating models are not applicable or no
external rating is available.
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42. Credit risk, continued
Credit quality profile by rating class Financial
Cash and Loans to instru-
30.6.2020 balances credit ments at

Loans to credit institutions, securities and cash with CB  institutions FvoCl

Investment grade ......... 103,432 30,206 122,194
Non-investment grade - 3,498 -
GrOSS CANTYING @MOUNT ...eiiiiiie ittt ettt e et e et e e be e e e b et ekt e ek bt e e sh bt e e aab e e e asb e e e neeeeanneeennneeens 103,432 33,704 122,194
[0 III: U011 = Ly ot PR PP PPURRRPP - (107) @)
Book value 103,432 33,597 122,187
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0to 1 (Grades AAA 10 BBB-) .....ccooiiiiiiiiiiiiiecee e 380,463 11,358 - - 391,821
Risk class 2 (Grades BB+ 10 BB-) .....cccccceviveiiieiieiieiieenieeneeesiee e seeseee e e 160,639 50,338 - 89 211,066
Risk class 3 (Grades B+ 10 B-) ....cccoociiiiiiiiiiiieeeeeeesee e 71,332 54,447 16 88 125,883
Risk class 4 (Grades CCC+ 10 CCC-) ..cuuiiiiiiriiiiiiieiie e 17,027 15,503 321 84 32,935
RISK ClaSS 5 (DD) ...eeeutiieiuiieeiitiee ittt ettt ettt ettt et e et e et e et e e st e e aneeeas 1 - 26,226 468 26,695
L8731 1= SRR 3,731 467 1 - 4,199
GroSS Carrying @mMOUNT ...coiiiiviiiieeiiiiiiee e e e et e e e e s e sibae e e e e s bbb e e e s s ssbeeeeeeasnnes 633,193 132,113 26,564 729 792,599
LOSS @lIOWANCE ... (2,122) (2,282) (8,065) (228) (12,697)
BOOK VAIUE ...ttt 631,071 129,831 18,499 501 779,902

Loans to customers - Individuals

Risk class 0 t0 1 (Grades AAA t0 BBB-) ......ccooiiiiiiiiiiiiiiiiiee i 284,047 2,507 - - 286,554
Risk class 2 (Grades BB+ 10 BB-) .......cccccoiuiiiiiiiiiiiiiiiee e 66,994 4,065 - 89 71,148
Risk class 3 (Grades B+ 10 B-) .....occviiiiiiiiiiiiiiiee e 14,750 3,882 16 88 18,736
Risk class 4 (Grades CCC+ to CCC-) . . 2,896 4,904 321 84 8,205
RISK ClaSS 5 (DD) ...eeeiuiiieiiiiieiiiie ittt - - 7,055 468 7,523
UNFAEEA ...ttt 13 3 - - 16
GroSS Carrying @mMOUNT ......oeiiuieeiiieeiiie et e eiee et esiee et e e e e sneee e 368,700 15,361 7,392 729 392,182
Loss allowance .... . (938) (524) (1,745) (228) (3,435)
BOOK VAIUE ...ttt e e st e e e s enaaaeaeeas 367,762 14,837 5,647 501 388,747
Loans to customers - Companies and sovereign
Risk class 0 to 1 (Grades AAA to BBB-) . 96,416 8,851 - - 105,267
Risk class 2 (Grades BB+ 10 BB-) .......cccccocuiiiiiiiieiieieeeee e 93,645 46,273 - - 139,918
Risk class 3 (Grades B+ 10 B-) ....c.ccooouiiiiiiiiiiiieeeeeeeeee e 56,582 50,565 - - 107,147
Risk class 4 (Grades CCC+ 10 CCC-) ...uuiviiiiiiiiiiiiiiieeie e 14,131 10,599 - - 24,730
RISK ClASS 5 (DD) ..ottt 1 - 19,171 - 19,172
L 1 Yo 3,718 464 1 - 4,183
Gross carrying amount .. 264,493 116,752 19,172 - 400,417
LOSS @lIOWANCE ......oviiiiiiiiiiie e (1,184) (1,758) (6,320) - (9,262)
BOOK VAIUE ...ttt 263,309 114,994 12,852 - 391,155
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 (Grades AAA t0 BBB-) ......ccceeiiiiiiiiiiiiic e 55,143 1,311 - - 56,454
Risk class 2 t0 4 (Grades BB+ t0 CCC-) ...cceviiiiiiiiieiiie e 39,151 17,949 1,849 - 58,949
Unrated . 13,775 227 - - 14,002
GroSS Carrying @mMOUNT ......oivviiiieeiiiiie e ettt et e e s s e e e e e 108,069 19,487 1,849 - 129,405
LOSS @lIOWANCE ...ttt (371) (503) a7) - (891)
BOOK VAIUE ..ottt e e e 107,698 18,984 1,832 - 128,514
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. Credit risk, continued
Financial
Cash and Loans to instru-
31.12.2019 balances credit ments at
Loans to credit institutions, securities and cash with CB  institutions FvoCl
INVESTMENT GIAGE .....eeeieiie ittt ettt s bt e ke e e hb e e e bt e e e et e e bb e e e esb e e e ssbeeesnbeeeannee 95,717 16,099 48,900
NON-INVESTMENT GrAUE ....eeieiieiitie ettt ettt et e et e e bt e e bt e s bb e e e bt e e e nnneeeneee s - 1,864 -
GrOSS CAITYiNG @IMOUNT oottt ettt e ettt e e e e e e e e e ettt e et e e e s aab b b e et e e e s abb e e e e e e e bbb e eeeeaanbbbreeeas 95,717 17,963 48,900
LOSS @IIOWANCE ...tttk e ettt ekt h e ea et et e e - (16) (6)
Book value 95,717 17,947 48,894
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0to 1 - (Grades AAA 10 BBB-) .......cccociiiiiiiiiiiciccscceeeee 369,623 981 - - 370,604
Risk class 2 - (Grades BB+ 10 BB-) .......cccceoiiiiiiiiieiiiee e 196,133 35,291 - 81 231,505
Risk class 3 - (Grades B+ 10 B-) ....ccccovieiiiiiiiiieieecee e 94,515 37,100 - 39 131,654
Risk class 4 - (Grades CCC+ 10 CCC-) ..uuuiiiiiiiiiiieeiiieeiiee et 11,669 15,828 - 114 27,611
RISK ClaSS 5 = (DD) ...veeeiutiieiiieeeiieeeieee ettt sttt e e e e e e nnaeeeneee 2 - 20,158 503 20,663
[T = LT PSSR 661 426 2 - 1,089
GroSS Carrying @mMOUNT ..ocooiiivieiieesiiiiiee e e e et ee e e s ettt e e e s bbb e e e e s snnaeeeeeannnes 672,603 89,626 20,160 737 783,126
LOSS @lIOWANCE ... (974) (921) (7,067) (209) (9,171)
BOOK VAIUE ...ttt 671,629 88,705 13,093 528 773,955
Loans to customers - Individuals
Risk class 0 t0 1 (Grades AAA t0 BBB-) ......ccooiiiiiiiiiiiiiiiiie et 272,967 723 - - 273,690
Risk class 2 (Grades BB+ 10 BB-) .......cccccvciviiiiiiiiiiiiiieeeeiiieee e 60,165 2,257 - 81 62,503
Risk class 3 (Grades B+ 10 B-) .....cccviiiiiiiiiiiiiiie e 13,882 3,125 - 39 17,046
Risk class 4 (Grades CCC+ t0 CCC-) ..uiuvviiiiiiiieiiiiiiieee e e e eeiiieee e 4,156 6,573 - 114 10,843
Risk class 5 (DD) . . - - 6,450 503 6,953
UNFAEEA ...ttt 25 54 2 - 81
GroSS Carrying @mMOUNT ......ceiiuiieiiieeiireeeieee et ee s e s et e e e e sneeeennees 351,195 12,732 6,452 737 371,116
LOSS @lIOWANCE ...ceeeiiiiiiiie ettt e e e (418) (319) (1,601) (209) (2,547)
BOOK VAIUE ...ttt e e st e e e e s eaeeas 350,777 12,413 4,851 528 368,569
Loans to customers - Companies and sovereign
Risk class 0 to 1 (Grades AAA 10 BBB-) ......cccooouiiiiiiiciiinieccee e 96,656 258 - - 96,914
Risk class 2 (Grades BB+ to BB-) ... 135,968 33,034 - - 169,002
Risk class 3 (Grades B+ 10 B-) ......ccoooiiiiiiiiiiiiieieceeee e 80,633 33,975 - - 114,608
Risk class 4 (Grades CCC+ 10 CCC-) ...uuiviiiiiieiieiiiiie e 7,513 9,255 - - 16,768
RISK ClaSS 5 (DD) ...eeeiuteieiuiieeiiiieiittee s sitee ettt et e et esnbeeeaneeeas 2 - 13,708 - 13,710
L 1 Yo 636 372 - - 1,008
GrosSsS Carrying amOUNT .......ooouiiiiiiieiiiee ettt 321,408 76,894 13,708 - 412,010
LOSS @lIOWANCE ......oviiiiiiiiiiice e (556) (602) (5,466) - (6,624)
Book value 320,852 76,292 8,242 - 405,386
Loan commitments, guarantees and unused credit facilities
Risk class 0 t0 1 - (Grades AAA t0 BBB-) .....cccceeiiiiiiiiiieiiiceie e 53,650 1 - - 53,651
Risk class 2 t0 4 - (Grades BB+ 10 CCC-) ....ccvevviviiiiiiiieiiieeiie e 43,205 8,349 1,790 - 53,344
[ (Yo N 5,688 1,438 - - 7,126
GroSS Carrying @mMOUNT ......cooiiiiiiiieeiiee ettt 102,543 9,788 1,790 - 114,121
LOSS @lIOWANCE ......oviiiiiiiiiie e (165) (244) (73) - (482)
BOOK VAIUE ...ttt sttt 102,378 9,544 1,717 - 113,639
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. Credit risk, continued

Sector split, Gross carrying value against loss allowance

Stage 1 Stage 2 Stage 3
Gross Gross Gross Total
Carrying Loss Carrying Loss Carrying Loss Loss Book
30.6.2020 amount allowance amount allowance amount  allowance allowance value
Loans to credit instit., securities & cash ... 259,330 (114) - - - - (114) 259,216
INdivIdUals .......ooviiiiiieieee e 368,699 (937) 15,623 (524) 7,859 (1,973) (3,434) 388,747
MOIGAGE .ot 317,329 (190) 11,248 (105) 4,669 (165) (460) 332,786
(@] 1 ) TR 51,370 (747) 4,375 (419) 3,190 (1,808) (2,974) 55,961
Companies and sovereign ..............c........ 264,493 (1,184) 116,752 (1,758) 19,172 (6,320) (9,262) 391,155
Real estate activities and construction . 84,633 (446) 42,893 (292) 3,176 (796) (1,534) 129,168
Fishing industry .......cccoecevievieiieennene 61,197 (181) 14,686 (79) 1,162 (472) (732) 76,313
Information and communication technolo¢ 18,336 (35) 639 (29) 361 (230) (294) 19,042
Wholesale and retail trade ................... 25,015 (130) 26,538 (679) 8,065 (1,616) (2,425) 57,193
Financial and insurance activities ......... 26,931 (92) 8,020 (142) 847 (152) (386) 35,412
Industry, energy and manufacturing ..... 25,235 (74) 5,059 (124) 1,276 (742) (940) 30,630
Transportation ...........ccccceeveeveeneennnenne. 2,782 (42) 9,375 (152) 1,325 (663) (857) 12,625
Services ....... 9,275 (56) 7,155 (131) 1,713 (1,294) (1,481) 16,662
Public Sector 5,459 (94) 1,066 (109) 210 (59) (262) 6,473
Agriculture and forestry .............cccce.. 5,630 (34) 1,321 (21) 1,037 (296) (351) 7,637
Balance at the end of the period ........... 892,522 (2,235) 132,375 (2,282) 27,031 (8,293) (12,810) 1,039,118
31.12.2019
Loans to credit instit., securities & cash ... 162,580 (22) - - - - (22) 162,558
INAIVIAUAIS ..o 351,193 (418) 12,967 (319) 6,957 (1,811) (2,548) 368,569
LY LT o - o [ TSR 296,826 (45) 9,095 (62) 4,641 (260) (367) 310,195
(@] 1 ) SRS 54,367 (373) 3,872 (257) 2,316 (1,551) (2,181) 58,374
Companies and SOVereign ..........ccecueeens 321,408 (554) 76,894 (602) 13,705 (5,464) (6,620) 405,386
Real estate activities and construction . 106,568 (152) 21,473 (58) 2,733 (708) (918) 129,856
Fishing industry .........cccccccvviniiiiiinnens 54,934 (105) 27,846 (205) 1,105 (634) (944) 82,941
Information and communication technolo¢ 18,323 (35) 737 (20) 291 (204) (249) 19,102
Wholesale and retail trade ................... 43,397 (92) 9,171 (126) 3,710 (1,071) (1,289) 54,989
Financial and insurance activities ......... 24,792 (29) 8,867 (139) 277 (109) (267) 33,669
Industry, energy and manufacturing ..... 37,071 (23) 2,131 (29) 1,218 (469) (511) 39,909
Transportation ...........cccceeceeeveennnnnenne. 9,259 (27) 1,252 (13) 1,162 (567) (607) 11,066
SEIVICES nviiiieiieeie e 13,138 (35) 4,077 (20) 1,795 (1,375) (1,430) 17,580
PUBIIC SECIOF .....eovvveceeeeiecie e 8,093 (58) 445 4) 197 (56) (118) 8,617
Agriculture and forestry ..............cccco... 5,832 (8) 895 (8) 1,217 (271) (287) 7,657
Balance at the end of the year 835,181 (994) 89,861 (921) 20,662 (7,275) (9,190) 936,513
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42. Credit risk, continued

The table below reconciles the opening and closing allowance balance for loans to customers and debt securities at amortized cost and
FVOCI and loan commitments, guarantees and unused credit facilities by their impairment requirements. The reconciliation includes:

Transfers of financial assets between impairment requirements

Include transfers to 12 month expected credit losses, to lifetime expected credit losses and credit impaired financial assets. All transfers are
presumed to occur before any corresponding remeasurement of the loss allowance.

Net remeasurement of loss allowance

Comprise the impact of changes in model inputs or assumptions, including changes in forward-looking macroeconomic conditions, partial
repayments and additional draws on existing facilities, inflation, changes in the measurement following a transfer between stages,
impairment of interest income due to impaired debt instruments and unwinding of the time value discount due to the passage of time.

New financial assets

Include purchases and originations and reflect the allowance related to assets newly recognized during the period.

Derecognitions and maturities

Reflect the allowance related to assets derecognized during the period without a credit loss being incurred, including those assets that were
derecognized following a modification of terms.

Write-offs
The amount after net remeasurements of loss allowance written off during the period.

Foreign exchange

The effects of foreign exchange on the loss allowance between periods.

Macroeconomic outlook

Regarding macroeconomic outlook, see Note 3, Significant accounting estimates and judgements.

30.6.2020
Impairment loss allowance * Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ............cccocciiiiiii e 1,137 1,166 7,141 209 9,653
Transfers of financial assets:

Transfers to Stage 1 (12-month ECL) ...ccuevvieiiiiiiiiieeiiiiieee e 1,599 (1,523) (76) - -

Transfers to Stage 2 (lifetime ECL) .......cccuvviieiiiiiiiiiieeeiiieeee e (537) 544 ©) - -

Transfers to Stage 3 (credit impaired financial assets) ...........ccccceeeevviinens (48) (598) 646 - -
Net remeasurement of 10SS allOWaNCE ** ..........ccoeviiiiiiiiiiiiieeeeeeiee s 14 3,173 1,008 15 4,210
New financial assets, originated or purchased .............cccccooiiiiiieeiiiiiieeeeens 528 139 783 - 1,450
Derecognitions and MatUrties ...........c.ccviiriiiiiiiieiie e (209) (167) (1,014) - (1,390)
Write-offs *** ..., - 1) (710) 1) (712)
Foreign exchange difference 9 52 312 5 378
Impairment 10Ss allowance *** ... 2,493 2,785 8,083 228 13,589
Impairment loss allowances for assets only carrying 12-month ECL 114 - - - 114
Total impairment loss allowance 2,607 2,785 8,083 228 13,703

* These amounts are a combination of all impairments, including an allowance for loan commitments and guarantees presented as a liability in these Condensed
Consolidated Interim Financial Statements.

** During the period the loss allowance balance for stage 3 loans was raised by ISK 306 million due to unwinding of interest income.
*** During the period an amount of ISK 477 million was written off but is still subject to enforcement activities subject to Icelandic law.

***x | oss allowance for all assets other than cash, bonds and loans to credit institutions.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. Credit risk, continued
Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year .........ccccoccviiiiiiiiiiee e, 974 921 7,067 209 9,171
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .....ccooviiiiiiiiiiiieeiieeeee e 1,485 (1,416) (69) - -
Transfers to Stage 2 (lifetime ECL) ......ccoovviiiiieiniiieiieeieeeeeeeeee (513) 520 ) - -
Transfers to Stage 3 (credit impaired financial assets) .... . 47) (596) 643 - -
Net remeasurement of 10SS AllOWANCE .........ccoooviiiviiiiiiieiiiiieeeee e (68) 2,894 1,044 15 3,885
New financial assets, originated or purchased ...........ccccccovvieiniieeniiicennns 397 48 780 - 1,225
Derecognitions and Maturities ...........coccverieieiiie e (111) (139) (985) - (1,235)
WWIIEE-0FFS ..ttt sttt et et e e e e e e e e e ntee e - 1) (710) 1) (712)
Foreign exchange differences ...........ccooveeeiiieiiiie e 5 51 303 5 364
Total loss allowance for loans to customers .. 2,122 2,282 8,066 228 12,698
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ..........ccccociiiniiiiiieeieeeee 418 319 1,601 209 2,547
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ......cccoceviiiiiiiieiiciiecees 679 (614) (65) - -
Transfers to Stage 2 (lifetime ECL) .......ccccceiieiiinieiieeeeeeeee (234) 241 @) - -
Transfers to Stage 3 (credit impaired financial assets) . (33) (184) 217 - -
Net remeasurement of 0SS allowance .............ccocccvvvveeeeiiiiieeeeeeeeeen. 37 785 345 15 1,181
New financial assets, originated or purchased .............ccccccooviiinieens 126 14 9 - 149
Derecognitions and Maturities ...........c.cocoeiiiiiiiieieeree e (56) (36) (123) - (215)
WHIEE-OFFS o.vieieiieie ettt sree s - 1) (263) 1) (265)
Foreign exchange differences ............cccoovivieiiiiiiiiiiic e 1 - 31 5 37
Total loss allowance for individuals 938 524 1,745 228 3,435
Impairment loss allowance for loans to customers - Companies and sovereign
Balance at the beginning of the year ..........ccccocviiiiiiiiiieeeeee 556 602 5,466 - 6,624
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ......cccooeviiiiiiiieiieiieces 806 (802) 4) - -
Transfers to Stage 2 (lifetime ECL) .......ccccoevieiiiiieiieeeceeeee (279) 279 - - -
Transfers to Stage 3 (credit impaired financial assets) . . (24) (412) 426 - -
Net remeasurement of l0Ss allowance ..............cccoevveiieniniiceceeeeee. (105) 2,109 699 - 2,703
New financial assets, originated or purchased .............ccccccooviiiniienns 271 34 771 - 1,076
Derecognitions and maturities . (55) (103) (862) - (1,020)
WIIEE-OFFS . - - (447) - (447)
Foreign exchange differences ............cccooveiieiiiiiiiiiiic e 4 51 272 - 327
Total loss allowance for companies and sovereign 1,184 1,758 6,321 - 9,262
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year ............c..coooiiiiie 163 245 74 - 482
Transfers
Transfers to 12-month ECL .......ccooiiiiiiiiiiieeee e 114 (107) ) - -
Transfers to lifetime ECL .......coooviiiiiiiiiiie e (24) 24 - - -
Transfers to credit impaired .... 1) 2) 3 - -
Net remeasurement of 10SS @llOWANCE ...........ccceevviiiriiiieniiieeeeeeee 82 279 (36) - 325
New financial commitments originated ...........ccccooeiviiieriiiiiiiee e 131 91 3 - 225
Derecognitions and Maturities ...........c.coveiiieiiie e (98) (28) (29) - (155)
Foreign exchange differences ...........ccoveiiiiiiiiiciiii e 4 1 9 - 14
Total loss allowance for loan commit., guarantees, unused cr. facilitie 371 503 17 - 891

Large exposures

A large exposure is defined as an exposure to a group of financially related borrowers which is equal to or exceeds 10% of the Group's
eligible capital according to Financial Undertakings Act No. 161/2002 and Regulation No. 233/2017 on prudential requirements. The legal
maximum for individual large exposures is 25% of eligible capital, net of eligible credit risk mitigation.

The Group has one large exposure at the end of the period, totaling ISK 20.4 billion (10.2% of eligible capital) before taking into account
eligible credit risk mitigation (31.12.2019: two large exposures, totaling ISK 36.8 billion). The total exposure is ISK 20.3 billion (10.1% of
eligible capital) after taking into account eligible credit risk mitigation.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Market risk

Market risk is the current or prospective risk that changes in financial market prices and rates adversely affect the Group's earnings and
equity position due to changes to the value and cash flows of its assets and liabilities.

Market risk arises from imbalances in the Group's balance sheet as well as in market making activities and position taking in bonds,
equities, currencies, derivatives, and other commitments which are marked to market.

The Group keeps close track of market risk and separates its exposures for the trading book and the banking book. Market risk in the
trading book arises from market making activities and non-strategic derivatives positions arising from the Bank's operations of meeting
customers' investment and risk management needs. Market risk in the banking book arises from various mismatches in assets and
liabilities in e.g. currencies, maturities and interest rates. Market risk in the trading book and in the banking book is managed separately.

Market risk allowance is set by the Board in the Bank's risk appetite and limit frameworks are in place for each trading desk. The Asset and
Liability Committee (ALCO) is responsible for managing the Bank's overall market risk. Risk Management is responsible for measuring and
monitoring market risk exposure, and reporting the exposure, usage and limit breaches.

The Group aims to manage and limit market exposures and imbalances between assets and liabilities in accordance with its risk appetite
and strategic goals for net profit.

Interest rate risk

Interest rate risk arises from the possibility that changes in market rates adversely affect net interest income and fair value of interest-
bearing instruments on the Group's balance sheet. The Group's operations are subject to interest rate risk due to mismatches in the fixing
of interest rates between assets and liabilities, resulting in a reprising risk for the Group. The Group also faces interest basis risk between
interest-bearing assets and interest-bearing liabilities due to different types of floating-rate indices in different currencies.

The Group's interest rate risk for foreign currencies is limited as foreign denominated assets predominantly have short fixing periods and
the Group generally applies cash flow hedging for its foreign denominated fixed rate borrowings. For domestic rates, longer fixing periods
are more common. The sale of the Arion Bank Mortgage Institutional Fund mortgage portfolio, executed in October 2019, with resulting full
prepayment of the remaining matched structural covered bonds issuance, significantly shortened the interest fixing profile of the Bank for
indexed rates.

Due to favorable refinancing spreads, prepayments and/or refinancing of loans have been considerable over the past few years, resulting in
reduced average duration of fixed rates for the Bank's assets. Prepayment risk is mitigated by prepayment fees and the Group's own
prepayment options. The Group's prepayment of structured covered bonds is a reaction to mortgage prepayments and mortgage
refinancing. Decreasing domestic interest rates furthermore put pressure on the Group's net interest income as a result of tighter margins
for deposit funding.

Interest rate risk in the banking book

The following table shows the Group's interest-bearing assets and liabilities by interest fixing periods. The figures for loans to customers
and borrowings are shown on a fair value basis, see Note 24, and are therefore different from the amounts shown in these Condensed
Consolidated Interim Financial Statements. The fair value reflects the likelihood of prepayment. Defaulted loans are presented at book
value, which is based on the value of the underlying collateral, and are therefore assumed to be independent of interest adjustment periods
and placed in the 'Up to 3 months' category. The assets and liabilities of Valitor Holding hf. are not included in the figures as they are
classified as held for sale.

30.6.2020 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ...........ccccccoveviiiiiiei, 99,515 - - - - 99,515
Loans to credit INSEULIONS ..........ovveiiiiiiiieeee e 33,597 - - - - 33,597
Loans to customers ......... 495,323 95,969 151,791 8,989 32,985 785,057
Financial instruments 51,285 48,491 16,316 1,438 4,680 122,210
ASSEES .ottt a e e e e 679,720 144,460 168,107 10,427 37,665 1,040,379
Liabilities
Due to credit institutions and Central Bank ...............ccccevvveeeennnns 7,661 - - - - 7,661
Deposits ....... 518,073 25,595 9,523 1,518 1,146 555,855
Borrowings 31,915 - 232,978 54,434 11,823 331,150
Subordinated labilities ............oeeeiiiiiiiiiiiiiee e 14,441 - 5,325 13,590 - 33,356
Liabilities ..ooicivieiee e 572,090 25,595 247,826 69,542 12,969 928,022
Derivatives and other off-balance sheet items (net position) . (121,058) - 119,496 5,548 - 3,986
Net iNtEreSt gap ....oocoviiiieie e (13,428) 118,865 39,777 (53,567) 24,696 116,343
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Market risk, continued

31.12.2019 Upto3 3-12 1-5 5-10 Over 10

Assets months months years years years Total
Balances with Central Bank ... 91,511 - - - - 91,511
Loans to credit INStULIONS ..........ceeeiiiiiiiieee e 17,947 - - - - 17,947
LOANS 10 CUSTOMEIS ...vvvieiiiiieiiiee e eeeeeiie et e e e e snaee e 497,936 84,260 148,015 9,076 38,033 777,320
Financial instruments 24,470 9,625 9,743 1,150 3,925 48,913
ASSBLES oottt e e 631,864 93,885 157,758 10,226 41,958 935,691
Liabilities

Due to credit institutions and Central Bank .............cccccccoeevvveennnn. 5,984 - - - - 5,984
[D7=T o0 1] SRR PPTPR 449,627 30,875 9,826 1,474 1,114 492,916
Borrowings ............... 35,359 5,668 174,814 89,264 11,484 316,589
Subordinated liabilities ...........coeevveiiiiiiiiiiii e, 13,975 - - 6,202 - 20,177
LI@DITIEIES ©ovviiiiiieiiiie e 504,945 36,543 184,640 96,940 12,598 835,666
Derivatives and other off-balance sheet items (net position) ....... (102,295) 25 104,180 869 - 2,779
NEL INLErESE GAP vvieiirieeiiiie ittt sare e s 24,624 57,367 77,298 (85,845) 29,360 102,804

Sensitivity analysis of interest rate risk in the banking book

The following table shows the sensitivity of the Group's net present value (NPV) of interest-bearing assets and liabilities and variation of
annual net interest income (NII), due to changes in interest rates by currencies. The variation is calculated on the basis of simultaneous
parallel shifts upwards or downwards of yield curves. The choice of shifts is not an estimate of risk likelihood. Behavioral maturities are
taken into account in the NPV calculations, including prepayment likelihood and expected behavior of non-maturing deposits. The change
to NIl is however primarily based on contractual interest rate adjustments where it is simplistically assumed that all rates are equally
sensitive to the presumed change in market rates. Behavioral maturity assumptions are however applied for non-maturing deposits and a
zero percentage floor is applied to krona deposit interest rates.

30.6.2020 31.12.2019

NPV change -100 bps  +100 bps -100 bps  +100 bps
ISK, CPI iNdeX-NNKEA ........oooiiiiiiiiiii e (3,457) 3,102 (3,198) 2,651
ISK, NON iNeX-NNKEA ........coiiiiiiiiiie e 186 (193) (135) 210
Foreign currencies 657 (665) 365 (392)
NIl change

ISK, CPI index-linked (1,323) 720 (751) 719
ISK, Non index-linked (3,061) 622 (1,078) 434
FOF@IGN CUIMTEINCIES ...ttt 109 (109) 200 (200)

Sensitivity analysis of interest rate risk in the trading book

The following table shows the interest sensitivity of the Group's net positions in the trading book by currencies. Sensitivity is quantified as
the net change in value when assuming a simultaneous parallel shift upwards and downwards of all yield curves by 100 basis points. The
sensitivity does not relate to variation of annual net interest income and is not an estimate of risk. The calculations are based on duration

and convexity in this table.

30.6.2020 31.12.2019
Currency -100 bps  +100 bps -100 bps  +100 bps
ISK, CPIINAEX-NNKEA ...ttt 185 (164) 83 (74)
ISK, NON INAEX-TNKEA ...ttt 101 (93) 107 (100)
FOT@IGN CUITENCIES ...ttt n e e st e 33 (33) 77) 73
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Market risk, continued

Indexation risk

A significant part of the Group's balance sheet is linked to the Icelandic Consumer Price Index (CPI). For index-linked instruments, principal
and interest payments are adjusted proportionally to the CPI. The Group is exposed to indexation risk as indexed assets exceed indexed
liabilities. Financial instruments held for liquidity or market making purposes are assumed to be on demand.

Book value and maturity profile of indexed assets and liabilities

30.6.2020 Uptol 1to5 Over 5

Assets, CPI index-linked year years years Total
(o= T g IS (o N o1 £y (0] 1 1 1=T £ PR PPPRN 19,138 56,966 207,721 283,825
Financial instruments ... 14,640 - - 14,640
Off-balance sheet position .. (278) (897) - (1,175)
Assets, CPLINAEX-IINKEA ........ooiiiiiiiiie e e e e e e e e 33,500 56,069 207,721 297,290
Liabilities, CPI index-linked

[T 0oL RPN 72,314 13,277 2,660 88,251
BOITOWINGS ...ttt ettt ettt et e e it e e ettt e skttt ess et e snb e e e anteeesnneeeenneeeenneeennne 274 52,238 54,211 106,723
Subordinated HADIlItIES ...........vuurieiiiiiiieiiieee e - - 4,989 4,989
[ 11 =T SRRSO 1,144 208 1,428 2,780
Off-balance Sheet POSItION .........cuiiiiiii e 830 4,969 89 5,888
Liabilities, CPIINAEX-TNKEA .......c.cooiiiieiie et 74,562 70,692 63,377 208,631
Net on-balance sheet POSItION ..o (39,954) (8,757) 144,433 95,722
Net off-balance sheet POSItION ...........coooiiiiiiiii s (1,108) (5,866) (89) (7,063)
[0 2] I =T 1=V Lot TP OTRPOURRNY (41,062) (14,623) 144,344 88,659
CPI Balance for prudential consolidation, which excludes insurance operations * ... (41,145)  (16,985) 140,223 82,095
31.12.2019

Assets, CPI index-linked

(o= L g IS (o I o1 £y (0] 1 1 1=T £SO PPPRRN 18,945 57,405 207,514 283,864
FINANCIAI INSTIUMEBNES ...uueiiiiiiiice et e e ettt e e e e e e e e e e e e e e aaaeeeeeaaaes 13,647 - - 13,647
PN = £ O d T [0 Loy R T T = Tc I 32,592 57,405 207,514 297,511
Liabilities, CPI index-linked

(DT 0oL PSPPSR 75,944 13,381 2,582 91,907
Borrowings . 269 11,329 89,644 101,242
Subordinated HaDIlItIES ...........euuvieieiiieiiiieeeeeeeeeee e - - 4913 4,913
[ 11 =T PSSO 1,046 210 1,427 2,683
Off-balance sheet position 1,036 6,675 125 7,836
Liabilities, CPlIIindexed lHNKEd ..........cooiiiiiiiiiiie e 78,295 31,595 98,691 208,581
Net on-balance sheet position ... (44,667) 32,485 108,948 96,766
Net off-balance ShEet POSILION .........cciiiiiiiiiiiiiit et (1,036) (6,675) (125) (7,836)

CPIBAIANCE ... (45,703) 25,810 108,823 88,930

CPI Balance for prudential consolidation, which excludes insurance operations * ... (52,586) 26,020 109,256 82,689

* Consolidated situation as per EU Regulation No 575/2013 (CRR)
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43. Market risk, continued

Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is exposed to currency risk through a
currency mismatch between assets and liabilities. ISK denominated deposits are a primary source of funding for the Group whereas a
substantial part of the Group's assets consists of foreign currency denominated loans to customers. Net exposures per currency are

monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

30.6.2020
Financial assets

Cash and balances with CB ......................

Loans to credit institutions .......................
Loans to customers .........cccceeeeeeeeeeeeennn,
Financial instruments .............ccccccoeevvee...
Other financial assets ............cccccvveeeeeenns
Financial assets ........cccococvveeriiiiiieeennnns

Financial liabilities

Due to credit inst. and Central Bank ........
DEPOSIES ..vvvveeiiiiiiiiiee et
Financial liabilities at fair value ................
Other financial liabilities ................cceeee...
BOITOWINGS ..ooeviiiiiiiieeiiiiiiiee e
Subordinated liabilities ...........cccccceevinnnen.
Financial liabilities .........cccccocevvvieeiiinnnns

Net on-balance sheet position .................
Net off-balance sheet position

Net POSItION ....coovviiiiiieeiiiiieee e

Non-financial assets

Investment property ..........ccccceeeeiiiinnnnn,
Investments in associates ..
Intangible assets ..........ccoccovviiiiiiinnn.
TaX @SSELS ...ovvveviiiiiiiiiiieiiiie
Assets and disposal groups

held for sale ........ccceevieeiiieiee

Other non financial assets .......................

Non-financial assets ........ccccccoevveeeeennns

Non-financial liabilities and equity

Tax liabilities .......coooveeiiiiiicis
Liabilities associated with disposal

groups held for sale ..........cccocveenineennns
Other non-financial liabilities ....................
Shareholders' equity ..........ccccceevveiiniennns
Non-controlling interest ...........ccccocvveenneen.
Non-financial liabilities and equity .......
Intangible assets of Valitor in foreign

operation excluded * ............cccoceevineene
Management reporting

of currency risk ** ...

ISK EUR usD GBP DKK NOK Other Total
101,597 726 431 224 111 67 276 103,432
4829 12,574 8,590 1,064 527 2,122 3,801 33,597
617,921 108,590 38,726 4,404 4,440 1 5820 779,902
116,412 31,304 45,953 30 40 3,283 119 197,141
10,924 700 446 137 1 3 11 12,222
851,683 153,894 94,146 5,859 5,119 5,476 10,117 1,126,294
3,903 366 3,378 14 - - - 7,661
476,445 30,010 39,238 2,295 2,456 3,072 2,339 555,855
1,677 1,098 300 - - 8 35 3,118
13,091 960 1,148 166 313 1,769 132 17,579
151,835 124,387 - - - 32,778 5952 314,952
5,896 778 14,705 - - 4,345 10,770 36,494
652,847 157,599 58,769 2,475 2,769 41,972 19,228 935,659
198,836  (3,705) 35,377 3,384 2,350  (36,496) (9,111)
(7,572) 1,535  (34,005) (3,437)  (2,143) 36,413 9,209
191,264  (2,170) 1,372 (53) 207 (83) 98
7,051 - - - - - - 7,051
861 - - - - - - 861
9,077 - - - - - - 9,077
2 - - - - - - 2
10,466 13,325 403 4,928 318 510 782 30,732
8,037 136 22 31 - 15 () 8,232
35494 13,461 425 4,959 318 525 773 55,955
3,882 - - - - - - 3,882
10,559 9,814 159 3,729 1,113 868 740 26,982
26,665 138 89 - 5 - 2 26,899
188,656 - - - - - - 188,656
171 - - - - - - 171
229,933 9,952 248 3,729 1,118 868 742 246,590
1,534 - - (1534 . - -
(1,641) 1,339 1,549 (357) (593) (426) 129

* Based on an authorization from the Icelandic FSA to exclude Valitor's intangible assets in the currency balance.

** The net position of the currency risk is presented in accordance with IFRS. The management monitors currency risk with more assets and liabilities underlying,
such as tax assets and liabilities and intangible assets, as it is considered to be a more accurate measurement of the Group's currency exposure. The net position,
as seen by the management, is the position used for managing the currency imbalance.
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43. Market risk, continued

31.12.2019
Financial assets

Cash and balances with CB ...
Loans to credit institutions ..............cc.....
Loans to CUStOMETS .......cceevvvvveiiiineniiinens
Financial instruments
Other financial assets

Financial assets ........cccccecvvveeeiiiiiiieeennns

Financial liabilities

Due to credit inst. and Central Bank ........
Deposits
Financial liabilities at fair value ................
Other financial liabilities ................cc.........
BOIMOWINGS ..c.oveiiieiiiiii e
Subordinated liabilities .............cccceeveeenee.
Financial liabilities ........cccccovviiiiiiiiiinnns

Net on-balance sheet position .................
Net off-balance sheet position .................

Net POSItion .......ccovveiieiiecce e

Non-financial assets

Investment Property ......ccccccveeeeevininnnennn.
Investments in associates .............ccceee...
Intangible assets ........cccoccvveiiiiiiiiiiiienns
TAX ASSELS ..ovvveeiiiiiiiieiieeeeeee s
Assets and disposal groups

held for sale ........ccocoviveeiiiiiii s

Other non financial assets ..

Non-financial assets ............cceevvvveeeennns

Non-financial liabilities and equity
Tax liabilities .......oeveeeeiiieic e
Liabilities associated with disposal

groups held for sale ............ccoceeieennne
Other non-financial liabilities ...................
Shareholders' equity ..
Non-controlling interest ............cccccceeeeen.
Non-financial liabilities and equity .......

Intangible assets of Valitor in foreign
operation excluded * .............cccceeviinnnes
Management reporting
of currency risk ** ...

EUR uSsD GBP DKK NOK Other Total
534 286 173 65 53 243 95,717
5,845 4,835 1,355 628 656 2,604 17,947
116,793 35,113 3,956 45578 2 5369 773,955
18,253 22,618 35 2 2,868 148 117,406
160 3,096 - 22 4 39 8,675
141,585 65,948 5,519 5,295 3,583 8,403 1,013,700
1,748 1,675 13 - - - 5,984
28,730 30,729 2,071 2,504 2,900 1,846 492,916
561 66 17 - 192 69 2,570
335 967 201 371 53 303 6,408
116,712 - - - 32,999 7,789 304,745
690 - - - 4,183 9,390 20,083
148,776 33,437 2,302 2,875 40,327 19,397 832,706
(7.191) 32,511 3,217 2,420  (36,744)  (10,994)
1,522  (36,242)  (4,825)  (4,694) 36,252 10,562
(5,669) (3731)  (1,608)  (2,274) (492) (432)
- - - - - - 7,119
- - - - - - 852
- - - - - - 8,367
- - - - - - 2
13,080 1,302 5,637 1,206 307 1,462 43,626
119 27 56 1 18 5 8,189
13,199 1,329 5,693 1,207 325 1,467 68,155
; ) . ; . - 4,404
8,667 71 2,849 2,597 496 2,509 28,631
141 46 - 5 - - 26,289
- - - - - - 189,644
- - - - - - 181
8,808 117 2,849 2,602 496 2,509 249,149
- - (1,455) (79) - -
(1,278) (2,519) (219)  (3,748) (663) (1,474)

* Based on an authorization from the Icelandic FSA to exclude Valitor's intangible assets in the currency balance.

* The net position of the currency risk is presented in accordance with IFRS. The management monitors currency risk with more assets and liabilities underlying,
such as tax assets and liabilities and intangible assets, as it is considered to be a more accurate measurement of the Group's currency exposure. The net position,
as seen by the management, is the position used for managing the currency imbalance.
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43. Market risk, continued

Sensitivity analysis for currency risk

The table below indicates the currencies to which the Group had significant exposure at the end of the period. The analysis calculates the
effect of a reasonably possible movement of the currency rate against the ISK, with all other variables held constant, on the Consolidated
Interim Income Statement (due to the fair value of currency sensitive non-trading monetary assets and liabilities). A negative amount in the
table reflects a potential net reduction in the Consolidated Interim Income Statement or equity, while a positive amount reflects a net
potential increase. An equivalent decrease in each of the below currencies against the ISK would have resulted in an equivalent but
opposite impact (+10% denotes a depreciation of the I1SK).

30.6.2020 31.12.2019

Currency -10% +10% -10% +10%
EUR .. (134) 134 128 (128)
(155) 155 252 (252)

36 (36) 22 (22)

59 (59) 375 (375)

43 (43) 66 (66)

OBNEI L. (13) 13 147 (147)

Equity risk

Equity risk is the risk that the fair value of equities decreases as the result of changes in the level of equity indices and individual stocks.
For information on assets seized and held for sale and equity exposures, see Notes 30 and 23 respectively.

Sensitivity analysis for equity risk

The analysis below calculates the effect of a reasonable possible movement in equity prices that affect the Condensed Consolidated
Interim Financial Statements. A negative amount in the table reflects a potential net reduction in the Consolidated Income Statement or
equity, while a positive amount reflects a potential net increase. Investments in associates are excluded. The result of value-at-risk
calculations for the trading book are shown in the Group's Pillar 3 Disclosures.

30.6.2020 31.12.2019
Equity -10% +10% -10% +10%
Trading DOOK - lISTEA ........ooiiiiee e (285) 285 (301) 301
Banking DOOK - lISTEA .........ccuiiiioieee e (514) 514 (486) 486
Banking book - UNNSE ...........ociiiiiiii s (295) 295 (296) 296

Derivatives

Derivatives are a part of the Group's customer product offering. The types of derivatives currently offered are forward contracts, swaps and
options. Eligible underlying market factors are interest rates, foreign exchange rates, equities and commodities. Exposure limits, hedging
requirements and collateral requirements are determined in accordance with the Group's risk appetite and monitored by Risk Management
on a daily basis. The Group also uses derivatives to hedge market risk on its balance sheet. Note 24 provides a breakdown of the Group's
derivative positions by type.
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44. Liquidity and Funding risk

Liquidity risk is defined as the risk that the Group, though solvent, either does not have sufficient financial resources available to meet its
liabilities when they fall due, or can secure them only at excessive cost. Liquidity risk arises from the inability to manage unplanned
decreases or changes in funding sources.

A primary source of funding for the Group is from deposits from individuals, businesses and financial undertakings. The Group's liquidity
risk stems from the fact that the maturity of loans exceeds the maturity of deposits, of which 71% is on-demand.

Liquidity risk is one of the Group's most significant risk factors and a great deal of emphasis is placed on managing it. The Asset and
Liability Committee (ALCO) is responsible for managing liquidity and funding risk within the risk appetite set by the Board of Directors. The
Bank's Treasury manages liquidity positions on a day-to-day basis. Risk Management measures, monitors and reports the Bank's liquidity
and funding risk on a daily basis.

The Group's strategy in relation to liquidity risk is to actively manage its liquidity positions and risks to meet payment and settlement
obligations on a timely basis under both normal and stressed conditions. The Group seeks to maintain a stable funding profile which
supports its business strategy and liquidity profile, ensuring that the Group can withstand periods of market turbulence, without reliance on
volatile funding or external support.

Maturity analysis of assets and liabilities

The maturity analysis is based on contractual cash flows. The amounts are not discounted and include future interest payments, but CPI-
linked amounts do not include accrued indexation due to future inflation. The total amount for each item is higher than the corresponding
amount on the Bank's balance sheet, since the amounts on the balance sheet are either at amortized cost and do not contain future interest
payments, or at fair value where future cash flows have been discounted.

Contractual cash flows differ in many ways from expected cash flows. The difference is most significant for deposits on the liability side and
bonds on the asset side. Deposits are always assumed to be withdrawn at the earliest possible date, despite the fact that a large part of the
deposit base is considered to be stable funding where behavioral maturity considerably exceeds contractual maturity. Furthermore,
although contractual cash flows are presented for bonds held by the Bank, a large portion of the bonds are a part of the Bank's liquidity
buffer and are considered to be highly liquid and can be sold and/or pledged to the Central Bank of Iceland and thus converted into cash at
very short notice.

Contractual cash flow of assets and liabilities

30.6.2020 On Upto3 3-12 1-5 Over 5 With no Book
Financial assets demand  months months years years maturity Total value

Cash and balances with CB 15,217 82,615 5,684 - - - 103,516 103,432
Loans to credit institutions ....................... 28,000 5,596 - - - - 33,596 33,597
Loans to CUStOMErS .......cccvveeveveeeriieeeieenn, 8,050 114,166 109,175 280,845 555,892 - 1,068,128 779,902
Financial instruments ............cccccveeviiveennns 23,639 54,052 51,920 30,789 14,923 29,626 204,949 197,141
Derivatives - assets 1eg ..........cccoeeeriererianns - 59,867 17,628 44,770 11,617 - 133,882 129,424
Derivatives - liabilities leg . - (57,392) (17,015)  (38,792) (10,392) (123,591)  (120,513)

23,639 51,577 51,307 24,811 13,698 29,626 194,658 188,230

Other financial instruments ... .
Other financial assets .........cooeovvvvvvieeeens 445 7,871 3,084 824 - - 12,224 12,222
Financial assets ........ccccccevvveinieeiineens 75,351 264,300 169,863 312,458 570,815 29,626 1,422,413 1,126,294
Financial liabilities
Due to credit inst. and Central Bank ......... 7,712 - 28 - - - 7,740 7,661
DEPOSIES .ovevvieeiiiieeiiie e 396,435 107,573 36,188 13,675 2,953 - 556,824 555,855
Financial liabilities at fair value ................ - 2,164 1,241 1,817 (161) - 5,061 3,118
Derivatives - assets 189 .........c.cocovvevrrrnnn. - (63,148) (2,161) (8,942) (2,128) - (76,379) (70,608)
Derivatives - liabilities leg . . - 65,291 3,402 10,759 1,967 - 81,419 73,578
Short position bonds - 21 - - - - 21 21
Short position in bonds used for hedging ... - 127 - - - - 127 127
Other financial liabilities ...........cc.ccccoveueeee 171 13,823 283 1,284 2,015 - 17,576 17,580
BOITOWINGS ...eeieeiiiiiieeeeeeiiicee e - 16,073 15,302 254,563 65,450 - 351,388 314,952
Subordinated liabilities ............cccccvvveeeenn. - 1,191 996 6,720 39,983 - 48,890 36,494
Financial liabilities ........cccccoociiiiiiiiiiinnns 404,318 140,824 54,038 278,059 110,240 - 987,479 935,660
Net position for assets and liab. ........... (328,967) 123,476 115,825 34,399 460,575 29,626 434,934 190,634
Off-balance sheet items
Financial guarantees .............cccceveeevnunnns - 722 3,593 3,262 7,637 - 15,214 15,214
Unused overdraft ...........ccoeeeeeeeieevviiiieenes - 48,431 - - - - 48,431 48,431
Undrawn loan commitments ..................... - 54,452 10,643 665 - - 65,760 65,760
Off-balance sheet items .........cccccoeeenns - 103,605 14,236 3,927 7,637 - 129,405 129,405
Net contractual cash flow ...................... (328,967) 19,871 101,589 30,472 452,938 29,626 305,529 61,229
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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31.12.2019 On Upto3 3-12 1-5 Over 5 With no Book
Financial assets demand months months years years maturity Total value
Cash and balances with CB ..................... 6,352 84,434 5,059 - - - 95,845 95,717
Loans to credit institutions ....................... 15,652 2,295 - - - - 17,947 17,947
Loans to customers ... 6,191 124,040 105,974 299,695 578,647 - 1,114,547 773,955
Financial instruments 16,381 28,346 11,451 22,612 10,238 34,063 123,091 117,406

Derivatives - assets 1eg ..........cccoocevvvenicnnens - 69,432 12,020 48,571 357 - 130,380 124,911

Derivatives - liabilities leg . . - (66,935) (11,006)  (43,875) (294) - (122,110)  (118,295)

Other financial instruments ..............c..cooue.. 16,381 25,849 10,437 17,916 10,175 34,063 114,821 110,790
Other financial assets ............cccccvveeeeeennns 577 4,618 2,656 824 - - 8,675 8,675

Financial assets 45,153 243,733 125,140 323,131 588,885 34,063 1,360,105 1,013,700

Financial liabilities

Due to credit inst. and Central Bank ......... 5,997 - 26 - - - 6,023 5,984
DEPOSIES ..vvvveeiiiiiiiiiie et 350,451 78,459 42,423 14,318 9,279 - 494,930 492,916
Financial liabilities at fair value ................ - 1,506 1,318 1,812 44 - 4,680 2,570
Derivatives - assets 1€g ......c..cccoevevevrvnens. - (48,339) (6,983) (8,218) (1,360) - (64,896) (63,456)
Derivatives - liabilities leg .........c..ccc.coceeeene. - 49,326 8,301 10,030 1,404 - 69,061 65,510
Short position bonds and derivatives .......... - 408 - - - - 408 409
Short position securities used
for economic hedging .........ccccoeeveeiinnene - 107 - - - - 107 107
Other financial liabilities .............cccccceeenne 141 3,856 119 559 1,733 - 6,408 6,408
BOITOWINGS .veeieeiiiiiiieeeeciiiieee e - 7,416 32,028 202,725 101,862 - 344,031 304,745
Subordinated liabilities ............ccccceevinnnen. - 479 566 3,316 23,908 - 28,269 20,083
Financial liabilities ........cc.cccocevvvieiiiiinnns 356,589 91,716 76,480 222,730 136,826 - 884,341 832,706
Net position for assets and liab. ........... (311,436) 152,017 48,660 100,401 452,059 34,063 475,764 180,994
Off-balance sheet items
Financial guarantees ............ccceceveeeiiinnns 554 2,617 1,202 3,560 7,164 - 15,097 15,097
Unused overdraft ..........cccceeeeeeeieiiiiiiieeenens - 44,923 - - - - 44,923 44,923
Undrawn loan commitments ..................... - 43,406 9,455 1,240 - - 54,101 54,101
Off-balance sheet items ...........ccccceeues 554 90,946 10,657 4,800 7,164 - 114,121 114,121
Net contractual cash flow ...........ccccoe.. (311,990) 61,071 38,003 95,601 444,895 34,063 361,643 66,873

Net Stable Funding Ratio

The Net Stable Funding Ratio (NSFR) measures the amount of available stable funding (ASF) at the Group against the required stable
funding (RSF) as per the definition of the Central Bank of Iceland rules No. 1032/2014. In general, RSF is determined by applying different
weights to different asset classes depending on the level of liquidity. ASF however is calculated by applying weights to the Group's liabilities
depending on maturity and/or stickiness. The NSFR for foreign currency shall exceed 100%.

The NSFR calculations are based solely on figures for the parent company. The Bank's subsidiaries have a negligible impact on the funding
ratio. When calculating the ratio for foreign currencies, a negative foreign currency balance is subtracted from the numerator and a positive
balance is subtracted from the denominator. The foreign currency balance used is different from the one in this Consolidated Financial
Statement due to the sub-consolidation applied.

Foreign

30.6.2020 ISK' currency Total

Available stable FUNAING .......ooiiiii e 672,130 188,618 860,748

Required stable fFUNAING ........oooiiiiii e e e e 568,022 134,212 702,234

FOreign CUrrenCy DAIANCE ..........ooiiiiiiiiie e e (2,502)

Net Stable FUNAING FALIO ...ueiiiiiiiiii et e e e st b e e e e e s bbbt e e e e e esbbeeeaeaans 118% 139% 123%

31.12.2019

Available stable FUNAING ........oiiiii e 640,719 182,728 823,447

Required stable FUNAING ........oooiiiiiii et e e e e e 566,797 141,533 708,330

FOreign CUrrenCy DAIANCE ..........ooiiiiiiiieee e (4,122)

Net stable funding ratio 113% 126% 116%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Liquidity coverage ratio

The Liquidity Coverage Ratio (LCR) is one of the standards introduced in the Basel Il Accord. The LCR is the result of a stress test that is
designed to ensure that banks have the necessary assets on hand to withstand short-term liquidity disruptions. More precisely, LCR
represents the balance between highly liquid assets and the expected net cash outflow of the Group in the next 30 days under stressed
conditions.

To qualify as highly liquid assets under the LCR rules, assets must be non-pledged, liquid and easily priced on the market, traded on an
active market and not issued by the Group or related entities.

The Bank complies with the Central Bank of Iceland's liquidity rules No. 266/2017, which effectively adopt the liquidity rules of the EU
Capital Requirements Regulation (CRR). The Bank is required to maintain a 100% minimum LCR ratio for both the aggregate position in all
foreign currencies and all currencies.

The following table shows the breakdown for the Group's LCR calculations. The ratio at 30 June 2020 is based on consolidated figures for
the Bank and Valitor Holding hf. The ratio at 31 December 2019 is based on consolidated figures for the Bank and Valitor Holding hf.

Foreign

30.6.2020 ISK currency Total
LIQUID @SSELES TEVEI 1 ¥ ...ttt et e ettt e e e bt e e sn bt e s nb e et e et eeenneee s 139,283 63,388 202,671
LiQUI @SSEES IOVEI 2 ...t 242 - 242
Liquid assets 139,525 63,388 202,913
D T=T 0L £ SRS 102,938 32,569 135,507
BOITOWINGS ..eeeeitite ittt sttt et ettt ettt e skttt e s a bt oo a ke e e sttt e e a et e e em bt e e eab e e e e ket e e nb bt e e nnte e e anteeeenneeeanneeennn 283 10,878 11,161
Other Cash OUHIOWS .......ooeeeiiieeeieeeeeeeeeeee e 7,120 10,757 14,425
Cash outflows 110,341 54,204 161,093
Short-term deposits with other Danks ** ... ... 1,278 27,499 28,777
(@1 g T o= Y] a1 1[0 1Y 17,432 16,525 33,957
(8= T T 121 oY USSR 18,710 44,024 62,734
Liquidity coverage ratio (LCR) *** 152% 468% 206%
31.12.2019

LiQUID @SSEES IEVEI L * ittt ettt e e et e e e e ettt e e e e s n bbb et e e e e snsbbe e e e e e e nbaeeeeeeans 107,918 28,973 136,891
LiQUIA @SSEES TEVEI 2 ...ttt ettt e e e ettt e e e e b bt e e e e e e bbbt e e e e e e nbbr e e e e e e e 291 - 291
[T [0 = Y= £ PSSRSO 108,209 28,973 137,182
DT o1 (OSSR 89,609 23,655 113,264
120 (011 1T [P PP RTPPPPPPN 2,081 10 2,091
(@ (LT o= Y] o T L [0 1Y TP 7,479 11,082 18,561
(2= 1] I o 1¥1 1 [o 1V USRS PRPRTPNE 99,169 34,747 133,916
Short-term deposits with 0ther DanKs ** ... . ..o - 18,185 18,185
(@)1 =T o= 1] g 101 [0 1T 30,743 9,201 39,944
(0= 1] I 1211 1o 1V 2P SPURPRRRRE 30,743 27,386 58,129
Liquidity coverage ratio (LCR) *** .. 158% 334% 188%

* Level 1 assets include the Group's cash and balances with the Central Bank, domestic bonds eligible as collateral at the Central Bank and foreign government
bonds which receive 100% weight. Under Rules No. 266/2017 the Group's foreign covered bonds also classify as Level 1 assets and receive 93% weight.

** Short-term deposits with other banks are defined as cash inflows in LCR calculations.

*** | CR is defined as: LCR = Weighted liquid assets / (weighted cash outflows - weighted cash inflows) where weighted cash inflows are capped at 75% of
weighted cash outflows.
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44. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
30.6.2020 ISK UsD EUR Other Total
Cash and balances with Central Bank ...........cccoeoiiiiiiiiiiiiiiiiiiee e 101,597 431 726 678 103,432
Short-term deposits in other Banks ..o 1,278 8,352 12,601 6,546 28,777
Domestic bonds eligible as collateral at the Central Bank ... . 38,153 - - - 38,153
Foreign government DONAS ..........ooiiiiiiiiiiiiiie e - 34,546 24,134 2,869 61,549
LiQUITILY TESEIVE ..uviieeiiie ettt et e e e e e s e e st e e staeeennes 141,028 43,329 37,461 10,093 231,911
31.12.2019
Cash and balances with Central Bank ..........cccooooiiiiiiiiiiiiiiiiiiiii e 103,726 286 534 534 105,080
Short-term deposits in other banks ..........cccooiiiiiiiiiiiiii - 5,410 5,771 7,004 18,185
Domestic bonds eligible as collateral at the Central Bank .... . 11,878 - - - 11,878
Foreign government DONAS .........cuviiiiiiiiiiiie e - 13,930 12,234 1,373 27,537
LiQUIILY TESEIVE ..eiiiieiie ettt ettt ettt et e et e sree e e naeeneeens 115,604 19,626 18,539 8,911 162,680

LCR deposit categorization

As per the LCR methodology, the Group's deposit base is split into different categories depending on customer type. A second
categorization is used where term deposits refer to deposits with residual maturity greater than 30 days. Deposits that can be withdrawn
within 30 days are marked stable if the customer has a business relationship with the Group and the amount is covered by the Deposit
Insurance Scheme. Other deposit funds are considered less stable. A weight is attributed to each category, representing the expected
outflow under stressed conditions, i.e. the level of stickiness.

The table below shows the breakdown of the Group's deposit base according to the LCR categorization, with the associated expected
stressed outflow weights.

LCR categorization - amounts and LCR outflow weights Deposits maturing within 30 days
Less Weight Weight Term Total
30.6.2020 Stable % Stable %  deposits* deposits
INAIVIAUAIS ..o 138,184 11% 58,108 5% 73,491 269,783
Small and medium eNnterpriSES .........ouiuvrieeeriiiiiieeeeeiiiiee e 56,399 11% 5,609 5% 5,944 67,952
Operational relationship - 25% - 5% 2,035 2,035
COIPOTALIONS ...eeieiiiiiiiiie e ettt e e et e e et e e e st e e e e s nnnbeeeeeeas 67,403 40% 952 20% 7,928 76,283
Sovereigns, central banks and PSE ...........ccccccceeiiiiiiiieeeiniiines 36,942 40% - - 10,930 47,872
PeNSIioN fUNAS .....oooiviiiiiie e aaaas 46,808 100% - - 15,471 62,279
15,983 100% - - 18,603 34,586
2,726 100% - - - 2,726
364,445 64,669 134,402 563,516
31.12.2019
Individuals .........ccceeeviiiiiiiennnns 130,942 10% 52,735 5% 74,580 258,257
Small and medium enterprises 50,339 10% 4,998 5% 6,156 61,493
COPOFALIONS ...eeeiiiiieiiree ettt ettt e e 56,694 40% 829 20% 7,170 64,693
Sovereigns, central banks and PSE ... 13,501 40% - - 716 14,217
PenSion fUNAS .......oouvviiiiiiiicieee e 34,024 100% - - 16,431 50,455
Domestic financial entities ...........ccoeeviiiiiiiiiiiiiiiiceee e 20,857 100% - - 27,051 47,908
Foreign financial entities ..........ccccoveiiiiiie e, 1,877 100% - - - 1,877
LI ] - LSRR 308,234 58,562 132,104 498,900
* Here term deposits refer to deposits with maturities greater than 30 days.
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45. Capital management

Capital adequacy

The focus of capital management at the Group is to normalize the capital structure in the medium term and consequently maintain the
Group's capitalization comfortably above the regulatory requirement, including capital buffers and Pillar 2 requirements.

The Group's capital ratios are calculated in accordance with the Icelandic Financial Undertakings Act No. 161/2002 and Regulation No.
233/2017 on prudential requirements. Iceland has adopted the EU Capital Requirements Directive and Regulation (CRD IV / CRR). On 1
January 2020, CRR was incorporated into the EEA Agreement, effectively introducing the SME supporting factor for capital adequacy for
Icelandic institutions, which was previously excluded. The Group applies the standardized approach to calculate capital requirements for
credit risk, credit valuation adjustment, market risk and operational risk.

The Group's consolidated situation as stipulated in CRR is the Group's accounting consolidation excluding insurance subsidiaries. The
capital position and solvency requirements of Vordur tryggingar hf. should be viewed independently from capital adequacy for the Group's
consolidated situation.

On 4 May 2020 the Icelandic Ministry of Finance ratified Regulation (EU) 2017/2395 into Icelandic law. The regulation introduces
transitional arrangements for IFRS9 to allow the regulatory capital impact of expected credit loss to be phased in over time. These
arrangements have been available to European banks since 2017. Institutions that elect to make use of these transitional arrangements
can in 2020 add back CET1 equivalent to up to 70% of provisions incurred from the application of IFRS9. The Bank has opted to make use
of the transitional arrangements, thus reflected in the Group's capital ratios as of 30 June 2020. The transitional arrangements increase the
capital adequacy ratio by 0.2 percentage points.

Valitor Holding hf. is classified as held for sale in these Consolidated Interim Financial Statements. This does not affect the Group's capital
adequacy calculations. For disclosure, assuming a cash sale of the subsidiary at book value, the Group's capital adequacy ratio would
increase from 28.1% to 29.3%. The sale of Valitor would result in reduction in the Group's regulatory own funds adjustments, with positive
effect on capital adequacy.

Own funds 30.6.2020 31.12.2019
Lo U= U1 YOS PSPPSR 188,827 189,825
Deductions related to the consolidated SItUALION ............ccciiiiiiiiiii e (10,823) (10,159)

(171) (181)
177,833 179,485

Non-controlling interest not eligible for inclusion in CET1 capital

Common Equity Tier 1 capital before regulatory adjustments

INtangible @SSets .........ccoviiiiiiiiie e (11,371) (10,604)
LI D L= OO PP OUR PP (310) (296)
Cash fIOW NEAGES ...ttt et e e e s e e s e e e et e r e et e e s e e e e e neas (3,110) (1,616)
Additional Value aJUSTMENTS ..........ooiiiiiiiiii ettt e e e e e b e e se e e n e e e nre e eeanas (204) (125)
FOreseeable diVIAENT * ...t st r ettt e et e e e e et e s - (14,153)
Adjustment under IFRS 9 transitional @rrangemMENTS ...........c.cocuiiiiiiieiie s 1,550 -
CommON €QUILY TIEIN 1 CAPITAL .oeeiiiiiiiieei ittt e et e e e e ettt et e e s s as bbbt e e e e e sasbbeeeeeeenbbbeeeeesasbbeeeaeesannbbees 164,388 152,691
Non-controlling interest not eligible for inclusion in CETL CaPItal ..........ccociiiieiiiiiiieie e 171 181

14,705 -
179,264 152,872
Tier 2 capital 21,789 20,083
Lo ) 2= o X1V 0 10 (0T [ PPN 201,053 172,955

Additional Tier 1 capital .
Tier 1 capital

Risk-weighted exposure amount (REA)

(@1 =Y [ A ] S o T T PP 557,208 561,602
Credit TiSK, SECUTLIES ANG ONET ....oiuuiiii ittt e e e ettt e e e e e et et e e e e e aeaa s eeesestbbaseeeeeesaens 51,286 49,163
COUNEIPAITY CIEAIL FISK ....eiiiiieieti ettt etttk e ekt e e e e e et e et e e ekt e e et et e ek bt e e nb et e nnn e e e nsneeennee 4,169 3,347
Market risk due to CUrrenCY IMDAIANCE .........uuiiiiiiiiiiiiie ettt e e et e e e e e st e e e s e s bbbt eeeesaasbbbeeaeesannnrees 3,119 10,070
LY E= T G A1 o 11 T (RN 15,207 10,609
Credit valuation adjustment . 1,874 1,477
Operational risk 83,487 83,487
Total risk-weighted eXPOSUIre @MOUNT .........ccuiiiiiiiiiie et e e es 716,350 719,755
Capital ratios

CET1 ratio 22.9% 21.2%
Tier 1 ratio 25.0% 21.2%
(O o1 e= I Lo (=T o [UF= Ty o (T O OO P U UP PP PPPPRPPRPROS 28.1% 24.0%

* On 31 December 2019, the foreseeable dividend was the aggregation of the Bank's planned equity reduction in Q1 2020 through dividend distribution and buy-
back of own shares. Due to the Covid-19 crisis, the plan was halted and no dividend is to be paid for the fiscal year 2019 according to an approval at the extended
annual general meeting on May 14 2020. As a result, the own funds deduction is rescinded on 30 June 2020.
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45. Capital management, continued

Capital ratios of the parent company 30.6.2020 31.12.2019
[ = 5 - o TSRS URRTRRPP 25.2% 23.5%
I L - 1o T O S SO OUOPR PRI 27.2% 23.5%
30.2% 26.2%

Capital adequacy ratio

The following table outlines the implementation of the capital buffer requirements in accordance with the Icelandic Financial Undertakings
Act No. 161/2002, as prescribed by the Financial Stability Council (FSC) and approved by the FSA.

Capital buffer requirement, % of REA 18.3.2020 1.2.2020 31.12.2019
Capital conservation BUFfEr ... 2.50% 2.50% 2.50%
Capital buffer for systematically important institutions 2.00% 2.00% 2.00%
SYSEMIC FSK DUTEI * L. 3.00% 3.00% 3.00%
Countercyclical capital DUFEr * ... e - 2.00% 1.75%
Combined capital buffer reqUIrEMENT ... e e 7.50% 9.50% 9.25%

The Bank carries out an ongoing process, the Internal Capital Adequacy Assessment Process (ICAAP), with the aim to ensure that the
Group has in place sufficient risk management processes and systems to identify, manage and measure the Group's total risk exposure.
The ICAAP is aimed at identifying and measuring the Group's risk across all risk types and ensure that the Group has sufficient capital in
accordance with its risk profile. The FSA supervises the Group, receives the Group's internal estimation on the capital adequacy and sets
capital requirements for the Group as a whole following the Supervisory Review and Evaluation Process (SREP). The Group's own funds
exceeds the FSA's SREP requirements.

The Bank's Pillar 2R capital add-on, which is the result of the ICAAP/SREP, may comprise 56.25% CET1 capital, 18.75% AT1 capital and
25% Tier 2 capital.

Capital requirement, % of REA

30.6.2020 CET1 Tier 1 Total
Pillar 1 capital FEQUITEIMENT ....c.uiiiiiee ittt e e ettt e e e s sttt e e s s s bbb e e e e e e s nbabeeeeeanbbaeeeesaanebnes 4.5% 6.0% 8.0%
Pillar 2R capital reqUIFEMENT *¥ ... ..o it e e e et e e e s et b e et e e e s abbbe e e e e e s nnnrnees 1.7% 2.3% 3.1%
Combined bUffer reqUITEMENT * .. .......iiiiii e e e e e e e e naaeeeeas 7.3% 7.3% 7.3%
Regulatory capital FeqUITEMENT ..........ccooiiiiiiiii et e 13.6% 15.6% 18.4%
F NV U1 o o (SR o= T o] 1 - | PP PPPPPN 22.9% 25.0% 28.1%

* The Icelandic buffer value shown. In the combined buffer requirement, the effective countercyclical capital buffer is determined by calculating the weighted
average of the corresponding buffer levels of each country, the weights being the total risk-weighted exposures for credit risk against counterparties residing in
those countries. The systemic risk buffer only applies to domestic exposures and is calculated using the same weighting method.

** The SREP result based on the Group's Financial Statement at 31.12.2018. The Pillar 2 requirement is 3.1% of risk-weighted assets based on the Group's
prudential consolidation under CRR, which excludes Vérdur tryggingar hf.

Leverage ratio

The leverage ratio is seen as a complementary measure to the risk-based capital ratios. The ratio is calculated on the basis of the Group's
consolidated situation as per the CRR, which excludes the Group's insurance subsidiaries. The minimum leverage ratio requirement is 3%
as stated in the Icelandic Financial Undertakings Act No. 161/2002.

30.6.2020 31.12.2019

ON-DAlIANCE SNEET EXPOSUIES ... ...eiiiiiiiiiitii ettt e et e et e e e e et e e e e e et ettt e e s sae b b et e e e e asae et e e e nantbneeeeennaes 1,130,553 1,022,521
Derivative eXPOSUIES ........cccvvveeiiniivieereennnns 12,153 10,217
Securities financing tranSACtioN EXPOSUIES ...........ociiiiiiiiiie it ee e e s e s e e e s e e 525 577
Off-DAIANCE SNEEL EXPOSUIES ....cciiiiiiieeeeee ettt e e et e e e ettt e e et e et e e s sttt e e e e e e e e e s eenneeeees 62,666 52,299
TOUAI EXPOSUIE ittt etttk ekt e ettt oo st e oo ae e oo h et e ek et eeh et e 1a bt e 4o b et ookt e e b e e e ab et e e n et e e e e e a b e st s 1,205,897 1,085,614
Tier 1 capital .... 179,264 152,872

Leverage ratio 14.9% 14.1%
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