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Q4 2018

Highlights during the quarter

£

%
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Positive core banking trends compared with Q4 2017

Impairments and difficult equity and bond markets have a negative effect

5 digital initiatives launched during the quarter in line with the Bank’s
strategy

Valitor categorized as discontinued operations held for sale as of Q4. The
company continues its international growth strategy with key focus on true
omni-channel solutions

Proposed dividend of ISK 10 billion amounting to ISK 5.00 per share to be
paid out at the end of March



Arion Bank listed on Nasdaq Iceland
and Nasdag Stockholm 15 June 2018

Highly successful IPO — heavily oversubscribed

70% of investors in IPO were international Shareholders at year-end 2018
‘ 28.7% of share capital sold in IPO — A Shareholders by country:
70% investors were international I.]
Iceland* 47.1%
UK 25.2%
o uUs 15.5%
’ .’ Market capitalization of ISK 135 Germany 2 204,
1 billion when Bank listed Sweden 1.9%
Other 8.1%
First bank listed on main list in Iceland 12 shareholders of a total of more
and first dual listing on Nasdag Nordic than 6,000 own 1.0% or more in the
for more than a decade Bank

* Excluding own shares of 9.3% held by the Bank



Convenient and award-winning banking

Arion Bank named marketing company of the year in Iceland by
IMARK — for development and success of digital services

Winner of three international awards for 125% increase in digital sales in 2018
digital solutions and development — similar to best banks globally
A Awards from BAI Global Innovation Awards

and Retail Banker International

176 179
148
— Changes to branches —two service facilities 130
& open / four branches close
] | New service facilities in more strategic °
locations and focus is on digital solutions 47 I

New service strategy and training 2016 2017 2018

x C.O!'nprehenSIVe service Fralmng - Integratmg B Arion Bank Il Average among top banks globally
digital and personal service

Digital sales per 1.000 customers over 12-month period.
According to survey by Finalta

Arion participates in an annual benchmarking study provided

by Finalta which objectively assesses our performance

against approx. 210 peers worldwide. The study is focused

on digital and multichannel benchmarking. ““r
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Digital services and the change in customer behavior

Customers prefer more convenient banking services — Number of Arion app users increase at steady pace

* New digital services introduced
have resulted in the number of
active app users increasing at a
steady pace while number of calls
to the call center have decreased

* New digital branches where the
focus is on digital solutions and
strategic locations have proven
popular and have resulted in
increase in shorter branch visits

* Our digital journey focuses on
reshaping end-to-end customer
journeys into fully digital flows,
accessible online 24/7

* In 2019 the journey continues with
three new digital solutions
launching in H1.

5 Source: Company information

Active online bank users?

Active Arion App users?

000s
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Number of calls to the call centre

000s
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2013 2014 2015 2016 2017 2018

Number of visits to branches

000s
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2013 2014 2015 2016 2017 2018

1. 30 day active online users/individuals and 30 day active app users, counted on June 30" each year. Definition by Finalta

000s

18)%,
@ @ 632
185
804 742
611 593 541
447

2013 2014 2015 2016 2017 2018
H Traditional branch m Digital branch
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Sustainability in action in 2018

Arion Bank was recognized by the Center for Corporate Governance at the University
of Iceland as a company which had achieved excellence in corporate governance

In 1st place of companies named
model companies by Keldan and
Vidskiptabladid

Awarded Equal Pay Symbol — verification
@ that employees are not subject to gender
discrimination in salaries
m—

“m

Credit rules now state that social and
environmental issues should be
considered when evaluating new lending

h In 17th place on AllBright’s list of 329

Iﬂ listed companies in Sweden in terms of
gender ratio in management teams

[¢]
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Arion Bank has decided to become a
signatory to UNEP Finance Initiative

The Bank is already a signatory to:

- UN Principles for Responsible
Investment (2017)

- UN Global Compact (2016)

- CEO Statement of Support for the
Women’s Empowerment Principles -
UN Women and UN Global Compact
(2014)






Economic environment is positive

GDP growth strong in 2018 but is expected to slow down

+ GDP growth descending to
Nordic levels, mainly due to
slowdown in the tourist sector

* GDP per capita continues to
be one of the highest in the
world

* The tourism industry has
boomed since 2011. Growth is
however slowing down which
is a welcomed development

* The infrastructure needs to
“catch up” to handle the rapid
growth

* Iceland must organize and
manage better sensitive
natural resources to
guarantee sustainability

» Historically Iceland is enjoying
its highest positive net
international investment
position in proportion of GDP

GDP growth
7,4%

GDP per capita
-E2018, USD thousands
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41
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2,4%

2,1% 1.9% ’ 2,0%
1,4%
2014 2015 2016 2017 E2018 Iceland Nordics Euro area

e |celand Nordics === Euro area

Net international investment position
- % of GDP
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Sources: Icelandic Tourist Board, CBI, Statistics Iceland, Arion Research, IMF
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Tourist arrivals via KEF Airport
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Economy heading towards a soft landing

Inflation is rising and is sligtly above the Central Banks target of 2.5%

e« [SK VOIat|I|ty haS Ied to . . . The |abor market
interventions from the CBI, The ISK against major trade currencies 9% 85%
who sees FX having a strong 150 8% .
impact on inflation 0 704 0
0
. . 0,
 Pension funds have increased | 5, 6% 8%
their foreign asset allocation, 5% 82%
thus weighing on the ISK 120
4% 81%
* Inflation is trending upwards 10 3% 800
due to higher import prices in 100 2% 0
relation to the weakening of 9
N . 90 1% 79%
ISK and uncertainty regarding © N~ ~ N N N N ® © ® © ® ©
the outcome of the ongoing 5 3 Lt g o2 L T OB E D 0% - - - 78%
wage negotiations 8§ £ £ 3 20 8 ¢ 3 2 o 8 8321008331889 588
Unemployment remains very vsb EUR 5 ‘% g g ‘?’ § 5 ‘% § g ‘9? é 5 C% § g ‘?’
low, but expectations of a _ Unemployment, 12M MA (l.axis)
slight increase are emerging Key interest rate_z == |_abor force participation rate, 12M MA (r.axis)
. The CBI raised its kev i 6.0% - seven-day term deposit rate
_ y Interest 4.0%
rates in November to counter | g g, 3.5%
increased inflationary 300
pressure 5,0% e
2,5%
4,5% 2,0%
4,0% 1,5%
o 1,0%
3,5% 0.5%
3,0% 0,0%
n n L v © © © O© M~ M~ M~ I~ 0 0 0 W O © © © © © O I~ M~ DM~ DNMDMDMNS 0 0 0 0 0
D S A S S S S D RN s e B AN B B A S S SR IS S B B
533 £5533£58535858583¢€¢§ SEESgsEEES§eEEERgE
e Annualized rates, 12 month, %
9 Sources: CBI, Statistics Iceland, Arion Research
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Q4 2018
Core banking trends continue to be positive

% The Bank’s net interest margin is at 2.9% up from 2.7% in Q3

Loan growth slowed in Q4 in line with strategy to focus further on
net interest margin and returns

Stable commission income and continued strong insurance
performance

Net financial income negatively affected by volatile equity and bond
markets both in Iceland and Internationally

Operating expenses stable from Q4 2017. Cost has been impacted by
significant investments to support the digital strategy, which will remain an
ongoing focus

10 A'“L



Q4 2018

Headline Figures

&,

Net earnings

ISK 1.6 bn.

Q3 2018:
ISK 1.1 bn.

@

Return on equity

3.2%

CET1

21.2%

31.12.2017:
23.6%

’
'

Leverage ratio

14.2%

AY A

Cost-to-income ratio

60.3%

Q3 2018:
50.3%

) L

Number of employees

904

Q3 2018: 31.12.2017: 31.12.2017:
2.3% 15.4% 949
11 * Following the implementation of IFRS 9 on 1 January 2018 a new measurement is used:

(Gross loans in stage 3 + POCI loans in RISK class 5) / Gross carrying amount of loans to customers

@

o

Share of stage 3 loans, gross*

2.6%

01.01.2018:
3.5%

Mortgages/Total loans

41.1%

31.12.2017:
40.6%






Income statement Q4 2018

Positive core banking trends but financial income and further impairments negatively affect earnings

Valitor is classified as
discontinued operations held for
sale. 2017 and 2018 numbers
have been adjusted accordingly

* Net earnings of Valitor
included in discontinued
operations, net of tax

Core banking revenues (Net
interest income, net commission
income and insurance income)
improved by 8.6% vs. Q4 2017

Net impairment is unsatisfactory,
both single name and stage 1
and 2 according to IFRS 9,
partly due to slightly cautious
macro expectations

Effective tax rate of 29% in Q4 is
extraordinary high, mainly as the
Bank levy is not deductible

13 All amounts in ISK million

Q4 2018 Q32018 Diff% Q4 2017 Diff%
Net interest income 7,969 7,209 11% 7,063 13%
Net commission income 2,746 2,687 2% 3,124 (12%)
Net financial income (774) 570 - 1,555 -
Net insurance income 704 984 (28%) 324 117%
Share of profit of associates 11 34 - (10) -
Other operating income 294 422 (30%) 90 -
Operating income 10,950 11,906 (8% 12,146 (10%)
Salaries and related expenses (3,584) (3,129) 15% (3,460) 1%
Other operating expenses (3,015) (2,864) 5% (2,982) 1%
Operating expenses (6,599) (5,993) 10% (6,442) 2%
Bank lewy (765) (938) (18%) (784) (2%)
Net impairment (573) (2,651) - 1,505 -
Net earnings before income tax 3,013 2,324 30% 6,425 (53%)
Income tax expense (881) (973) (9%) (1,957) (55%)
Discontinued operations, net of tax (516) (201) - (401) 29%
Net earnings 1,616 1,150 41% 4,067 (60%)
oo



Income statement 2018

Net earnings decrease from 2017 due to one-off items

» Core operating income trends
positive from 2017

* Net financial income was 2018 2017 Diff Diff%
ggluesé“gf”g 2'%} ('e”inz%lefcrgggc}%n d Net interest income 29,319 28,920 399 1%
other items, but rather low in Net commission income 10,350 10,211 139 1%
2018, both in bonds and equities Net financial income 2,302 4,045 (1,743) (43%)

* Operating expenses are up 15% Net insurance income 2,589 2,093 496 24%
from last year mainly due to the
reversal of ISK 2.7 billion Share of profit of associates 27 (927) 954 -
obligation to the Depositors Other operating income 1,584 2,521 (937) (37%)
a lesser extent, wage increases Operating income 46,171 46,863 (692) (1%)

. I i i alaries and related expenses , , (0]
Net impairment increased from Salari d related exp (14,278) (13,602) (676) 5%
last year, primarily due to oth t 12,000 9,201 2,700 29%
Primera and positive effects of er Operating expenses (12,000 (9.291) (2.709) -
prepayment of mortgages in Operating expenses (26,278) (22,893) (3,385) 15%
2017 Bank lewy (3,386) (3,172) (214) 7%

+ Discontinued operations affected Net impairment (3,525) 312 (3,837) ;
by reclassification of Valitor - -

o _ Net earnings before income tax 12,982 21,110 (8,128) (39%)
. ?J/Silllttj?rrl(;]Sf:)r;\{[ﬁsetg‘rllj%u?ggo Income tax expense (4,046) (5,966) 1,920 (32%)
enhance shareholder value Discontinued operations, net of tax (1,159) (725) (434) 60%
Net earnings 7,777 14,419 (6,642) (46%)
14 All amounts in ISK million ““V



Net interest iIncome

Net interest income and NIM increase in line with strategy

* Strong loan growth YoY Net interestincome Effective inflation
« Significant pick up in NIM from Q4
2017

* Increase in lending rates 4.2%

* Inflation increases net interest
income

« Improved liquidity management

* LCR in FX, with a negative carry
has been lowered post IPO

+ Liability management is yielding
positive results

Q42017 Q12018 Q22018 Q32018 Q42018 Q42017 Q12018 Q22018 Q32018 Q42018

Net interest margin

Net interest income Q4 2017 - Q4 2018

]
(163) ~EEESEESE m
1,258 (27) (29)
.

7,064

NIl Q4 2017 Loans to Loans to Securities Deposits Borrowings Other Net inflation NIl Q4 2018
credit customers effect

15  All amounts in ISK billion inztnigjt(i:ogs i‘:{




Net commission and net insurance income

Net commission flat but positive momentum in insurance income continues

Net commission income

Q42017 Q12018 Q22018 Q32018 Q42018

B Asset Management ¥ Banking

H Cards & payment solutions B |nvestment Banking

Banking divisions are developing well, partially due to strong tourism
affecting Retail Banking

Performance fees in Asset Management lower than in Q4 2017

Corporate Advisory arm of Investment Banking continues to be
volatile but Capital Markets hold a strong position in the market

16 All amounts in ISK billion

Net insurance income

Q42017 Q12018 Q22018 Q32018 Q42018

Combined ratio (%)

Insurance is trending well after a difficult Q1 and YoY
Combined ratio for the year 2018 was 92.3% (98.3% in 2017)
Life insurance is very stable

Volatility in non-life, often affected by weather conditions



Net financial income

Traditionally positive but turns negative in Q4

* Bond holdings are mainly part of
liquidity management

* Equity holdings are mainly
strategic positions, to a large
part legacy holdings

* Equity holdings are down
over the years

* Returns the bond and equity
portfolio have been largely
positive through the years

+ Portfolio hit by weak markets in
general in Q4 and some
particular effects:

* Preference shares in Visa
International performed well
until Q3 2018, but were down
ISK 350 million in Q4

* Repricing of bonds relating to
the airline industry down ISK
360 million in Q4

* Legacy lending positon was
marked down ISK 360 million

17 Allamounts in ISK billion

Net financial income

1.6

14 Q4 2018

11

0.6

44.0

(0.8) Q42017

Q42017 Q12018 Q22018 Q32018 Q42018

Bond holdings

81.5
73.4
63.8 59.2
e 185 [l °*°
26.7 17.8
45.4 49.2
30.0 31.9

Q12018 Q22018 Q32018 Q4 2018

BEX B |SK ®Hedge

Equity holdings

34.9

31.0 295
6 0

10. 9.7
8.1 8.7

26.9

Q12018 Q2 2018 Q32018 Q4 2018

B jsted ®Unlisted ®Unlisted bond funds B Used for hedging



Total operating expenses

The effects of Valitor are now removed from the FTE and OPEX figures

» Cost-to-income ratio in Q4 negatively affected by negative net _ _
financial income Cost-to-income ratio (%)*

* FTE’s at group level decreased by 3.1% from Q3 and 4.7% from
Q4 2017

* FTE’s at the Bank decreased by 3.4% from Q3 and 5.9% from
Q4 2017 62.5
55.4

* Wage inflation continue to put pressure on salaries expenses 53.7 50.3
and salary expenses are stable despite the reduction in FTE’s

60.3

* Other operating expenses remain stable and under control

+ Cost of listing was ISK 316 million in 2018 and ISK 626
million in 2017

Q42017 Q12018 Q22018 Q32018 Q42018

* Cost-to-income ratio (salaries and related expenses + other operating expenses/operating
Number of employees income)

949 938 930 933 904 Total operating expenses

Q42017 Q12018 Q22018 Q32018 Q42018
Q42017 Q12018 Q22018 Q32018 Q42018

® Parent company ¥ Other subsidiaries

B Salaries and related expenses B Other operating expense

18 All amounts in ISK billion "



Taxes

Bank specific taxes in Iceland are extraordinarily high and have a negative effect on ROE

» Icelandic corporate income tax rate is 20%

* Financial institutions pay additional Taxes
taxes:

< Additional income tax which is 6%
on taxable income above ISK 1.0
billion

* Bank levy which is 0.376% of total
debt above ISK 50 billion

* Special tax on salaries 5.5%

+ Bank specific taxes represent more than
half of Arion Bank tax bill

« A government appointed committee has
just submitted a whitebook on the future of
the Icelandic financial system. The
committee acknowledges that the
government plans to reduce the bank levy
linearly from 0.376% to 0.145% from
2020-2023. The Whitebook does not make
precise proposals but states that the
reduction of bank specific taxes are the
best opportunity to lower interest margins Q42017 Q12018 Q22018 Q32018 Q42018
in Iceland, taxes which are many times
higher than in the neighboring countries

B Tax on salaries ®Bank levy ® Additional income tax ® Income tax

19 All amounts in ISK billion






Balance sheet - Assets

The balance sheet is strong and simple

* The balance sheet grew by 1.4%
during the year but decreased
by 4.5% during Q4

* Loans to customers grew by
9.0% during the year and 1.7%
during Q4

- Lower ISK exchange rate
amplifies loan growth which is
measured in ISK

- The loan portfolio is well
balanced

« Strong liquidity position despite
capital release/dividends during
2018

+ Total assets of Valitor now
classified as assets and disposal
groups held for sale at
31.12.2018. Mostly affecting
Loans to credit institutions (ISK
25 billion at 31.12.2017) and
Intangible assets (ISK 7 billion at
31.12.2017)

* The assets of Stakksberg
(United Silicon) are included in
Other. The sales process of the
company has been delayed due
to regulatory complications

21 Allamounts in ISK billion

31.12.2018
ISK 1,164 billion

31.12.2017
ISK 1,148 billion

Other and intangibles: 6.6%

ISK 254 billion, of which
ISK 203 billion liquidity
reserve (44% of customer
deposits)

Other?t
Intangibles

p—

Financial instruments

Cash & cash equivalents

Loans to credit
institutions

Loans to
customers
68.3% of total assets

9.0% increase from
YE 2017

® Individual, mortgages
= Individual, other
= Corporate and other

10ther includes investment property, investment in associates, tax assets, assets and disposal groups
held for sale and other assets




Loans to customers

Loan growth slowed down in Q4 as emphasis was on margins

Loans to customers increased
by 1.7% in Q4

- 1.5% growth in the mortgage
portfolio in Q4, partly due to
inflation

- The corporate loan portfolio
grew by 2.6% in Q4, partly
through the increase in value of
FX denominated loans

- Good diversification in the
corporate loan book

Demand for new lending
remains relatively strong but
economic uncertainty relating to
the general wage round has
negative effect. Shortage of ISK
liquidity in the market is likely to
affect loan growth and pricing

The loan book is collateralized
90.6% up from 85.1% in YE
2017

Exposures to the airline industry
was ISK 4.0 billion at the end of
the year down from ISK 4.3
billion at the end of Q3

22 All amounts in ISK billion

Loans to customers Loans to customers by sector (%)

= |ndividuals

820 834

® Real Estate & Construction
= Fishing
M Wholesale & Retail

® Finance & Insurance

= Other sectors

31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018

® Corporate ™ Individ. Mortgage ™ Individ. other



Balance sheet — Liabilities and equity

Strong equity position and well balanced funding

A share buyback in Q1 and
dividend payments in Q1 and Q3
totaling ISK 33.3 billion reduces
the equity of the Bank

Deposits remain stable but
combination is better with higher
portion from individuals, SME’s
and corporates

Active wholesale funding both in
Iceland and in the international
markets

Strong equity position and a very
high leverage ratio despite
capital release

23 All amounts in ISK billion

31.12.2018
ISK 1,164 billion

31.12.2017
ISK 1,148 billion

Equity
CET1 ratio 21.2%

Leverage ratio 14.2%
Othert

Subordinated liabilities
3%

Borrowings (in ISK) = Covered bonds

ISK 205 billion

EUR 180 billion = Senior unsec. bonds
O_ther currencies 40 « Other

billion

Due to credit institutions

Deposits * Individuals !
On demand 70%
Up to 3M 18%

More than 3M 12% * Corporates
5.6% increase from = Pension funds &
YE2017 domestic fin. institutions

= Other

1 Other includes Financial liabilities at fair value, tax liabilities, Liabilities associated with disposal groups
held for sale and Other liabilities




Deposits

Stable deposit base and favorable changes in composition

» Deposits represent 40% of the
Bank’s funding

* Deposits from individuals have
grown significantly in the last few
years

* Improved macro economic
conditions reflected in growth in
deposits from individuals

 Focus on deposits from _
individuals and corporates going
forward

24 All amounts in ISK billion

Deposits and due to credit institutions and
Central Bank

500

31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018

B Other " Financial ent being wound up
B Pension funds H Corporations
¥ ndividuals

Maturity of deposits (%)

= On demand
= Up to 3 months
= 3-12 months

= More than 12
months

Deposits by currency (%)

B |SK

"FX



Borrowings

Strong credit rating and well balanced maturity schedule

* The Bank had limited wholesale
funding need in Q4

 Earlier in the year the Bank
issued new 5 year, EUR 300
million senior unsecured bond
or approx. ISK 37 billion at
interest cost equal to 0.65%
over interbank rates.

* The Bank issued covered bonds
to finance mortgages in the
Icelandic market, total of ISK 31.6
billion in 2018, thereof ISK 10.8 in

Q4

« Commercial paper issued in 2018
amounted to ISK 31.4 billion,
thereof ISK 5.6 in Q4

* The Bank concluded an inaugural
Tier 2 issuance totaling SEK 500
million. The bonds have a 10NC5
structure. The bonds were priced
at a spread of STIBOR 310

¢ |In December Arion Bank
announced tender offer on EUR
300 million notes due in 2019.
The Bank received valid tenders
of EUR 155 million and accepted
all tenders

25 All amounts in ISK billion

® Covered bonds

Borrowings Repayment of borrowings

426 418 96.0

77.8

415

2019 2020 2021 2022 2023 2024 2025 2026 2027 2028 >2029

B Covered bonds ¥ Senior unsecured  H Bills and other

Ratings - S&P (July 2018)

Erag ™
LIS 4
Senior unsecured BBB+ A
Short term debt A-2 A-1
31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018 Outlook Stable Stable
H Senior unsecured 5 Bills and other
Yo7



Own funds

Release of surplus capital initiated in Q1 with a share buy back and dividend payments in Q1 and Q3

26

Capital ratio increased by 0.3%
in Q4 despite proposed dividend
payment, primarily due to T2
Issuance of 500M SEK

Arion Bank monitors the debt
capital markets to identify the
right timing for issuance of
Additional Tier 1 (AT1) or further
Tier 2 capital instrument in order
to optimize the Bank’s capital.
Such issuance remains subject
to market conditions

Leverage ratio (%)

16.7 17.8 154
l I . ] ]

31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018

Capital ratio (%)

26.7

Risk weighted assets / Total assets (%)

79.9 .
I : 66.8 66.2 68.4

31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018

31.12.2015 31.12.2016 31.12.2017 30.09.2018 31.12.2018

BCET 1ratio ™Additional Tier 1 ratio ™ Tier 2 ratio



Capital adequacy

Own funds and capital requirements

27

In November 2018, the Bank issued a subordinated bond that
amounted to ISK 6.5 billion of Tier 2 capital at year-end 2018

The Bank's capital adequacy ratios at year-end 2018 account
for a foreseeable dividend distribution of ISK 10 billion, which is
in accordance with the decision of the Board of Directors in
February 2019

In October 2018, FME’s concluded the annual Supervisory
Review and Evaluation Process (SREP) for the Bank. The Pillar
2 additional requirement is 2.9% of risk-weighted assets based
on the Group’s financial statement as at 31 December 2017

In accordance with FME’s decisions the countercyclical capital
buffer in Iceland increases by 0.5% in May 2019 and a further
increase of 0.25% comes in to effect in February 2020

Based on fully implemented capital buffers as at May 2019, the
Group’s total regulatory capital requirement is 19.8% of risk-
weighted assets

Taking into account the Bank’s internal management buffer of
1.5%, the Bank’s near-term total capital target is 21.3%.
Accordingly, the Bank’s surplus capital was ISK 5.8 billion on 31
December 2018, which is in excess of the ISK 10 billion
foreseeable dividend payment

Own funds and capital requirements (%)

22.0

Own funds 31.12.2018 Capital requirement Normalized capital
with fully implemented structure
capital buffers as of
May 2019

ECET1

BAT1

=T2

= Pillar 1

" Pillar 2 R

U Capital buffers

Management
buffer



Going forward

<4 N®a

<

Continued focus on Net interest income, Net interest margin and
return on capital employed in the Bank’s operations

Cost control continues to be one of the key focus points supported by
cost cutting initiatives and effects of the digital strategy

The intended divestment of Valitor enters a new phase and the aim is
for marketing of the company to potential investors to start in Q1 2019

Arion Bank will continue to explore optimizing capital and will look to
Issue AT1 or further T2 subject to market conditions. The Bank aims to
establish a share buy-back program

The Bank continues its digital journey with 3 products being launched in
H1 2019. The Bank'’s focus will also be on the integration of a new core
banking system, for deposits and payments



Arion Bank is committed to it’s medium term targets
Return on Equity
Exceed 10%

CET 1 Ratio 53 _
g (Subject to regulatory requirements) Cost to |nCOme Ratio
Decrease to circa 17% — Decrease to circa 50%

Loan Growth
Prudent lending in

™ . with economic

growth

Dividend Policy

Pay-out ratio of approximately 50% of net earnings attributable to
shareholders through either dividends or buyback of the Bank’s
shares or a combination of both. Additional distributions will be
considered when Arion Bank’s capital levels are above the
minimum requirements set by the regulators in addition to the
Bank’s management buffer >
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Key financial indicators

Return on equity (%)

28.1
49.4
2014 2015 2016 2017 2018 2014
CPI Imbalance — ISK bn.
132.9
18.9
2014 2015 2016 2017 2018 2014

31

- annual

Cost-to-income ratio (%)

56.0
48.9

324

2015 2016 2017

FX Imbalance — ISK bn.

32.1

4.9 0.2

2015 2016 2017

56.9

2018

3.6

2018

Net interest margin (%)

2014 2015 2016 2017 2018

Risk weighted assets / Total assets (%)

2014 2015 2016 2017 2018



Key financial indicators - quarterly

Return on equity (%)

8.6 7.3
[ ] -2
[ | o B
Q4-16 Q4-17 Q4-18

Loans-to-deposits ratio (%)
without loans financed by covered bonds

Q4-16 Q4-17 Q4-18

32

Cost-to-income ratio (%)

57.9 60.3

Q4-16 Q4-17 Q4-18

Tier 1 ratio (%)

26.1

Q4-16 Q4-17 Q4-18

Net interest margin (%)

32 2.7 2.9
Q4-16 Q4-17 Q4-18

Liquidity coverage ratio (LCR) (%)

221.0
171.3 164.4

Q4-16 Q4-17 Q4-18



Key figures

Operations 2018 2017 2016 2015 2014 Q42018 Q32018 Q22018 Q12018 Q42017
Netinterestincome 29,319 28,921 29,900 26,992 24,220 7,969 7,209 7,314 6,827 7,064
Net commission income 10,350 10,211 13,978 14,485 13,309 2,746 2,687 2,712 2,205 3,124
Operating income 46,171 46,859 54,546 87,055 54,602 10,950 11,906 12,505 10,810 11,989
Operating expenses 26,278 22,893 30,540 28,247 26,974 6,599 5,993 6,927 6,759 6,443
Net earnings 7,777 14,419 21,741 49,676 28,595 1,616 1,150 3,062 1,949 4,066
Return on equity 3.7% 6.6% 10.5% 28.1% 18.6% 3.2% 2.3% 5.9% 3.6% 7.3%
Netinterest margin 2.8% 2.9% 3.1% 3.0% 2.8% 2.9% 2.7% 2.8% 2.7% 2.7%
Return on assets 0.7% 1.3% 2.1% 5.0% 3.0% 0.5% 0.4% 1.1% 0.7% 1.4%
Cost-to-income ratio 56.9% 48.9% 56.0% 32.4% 49.4% 60.3% 50.3% 55.4% 62.5% 53.7%
Cost-to-total assets 2.3% 2.1% 3.0% 2.9% 2.9% 2.2% 2.0% 2.4% 2.4% 2.2%
Balance Sheet

Total assets 1,164,326 1,147,754 1,036,024 1,011,043 933,735 1,164,326 1,219,529 1,174,844 1,131,768 1,147,754
Loans to customers 833,826 765,101 712,422 680,350 647,508 833,826 819,965 803,694 782,255 765,101
Mortgages 365,820 329,735 298,971 284,784 190,008 365,820 359,960 348,434 340,202 329,735
Share of stage 3 loans, gross 2.9% - - - - 2.9% 2.9% - - -
Problem loans - 1.0% 1.6% 2.5% 4.4% - - 0.0% 0.0% 1.0%
RWA/ Total assets 68.4% 66.8% 72.7% 79.9% 74.5% 68.4% 66.2% 67.8% 68.8% 66.8%
Tier 1 ratio 21.9% 23.6% 26.1% 23.4% 21.8% 21.9% 21.7% 21.9% 23.6% 23.6%
Leverage ratio 14.6% 15.4% 17.8% 0.0% 0.0% 14.6% 13.8% 14.3% 15.4% 15.4%
Liquidity coverage ratio 164.4% 221.0% 171.3% 134.5% 174.0% 164.4% 169.1% 231.7% 209.9% 221.0%
Loans to deposits ratio 178.9% 165.5% 172.9% 145.0% 142.3% 178.9% 169.2% 168.8% 172.7% 165.5%
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Balance sheet

Assets 31.12.2018 30.09.2018 2017 2016 2015 2014
Cash & balances with CB 83 100 140 88 48 21
Loans to credit institutions 56 123 87 80 87 109
Loans to customers 834 820 765 712 680 648
Financial assets 115 109 109 117 133 102
Investment property 7 7 7 5 8 7
Investments in associates 1 1 1 1 27 22
Other assets 69 59 39 32 27 26
Total Assets 1,164 1,220 1,148 1,036 1,011 934

Liabilities and Equity

Due to credit institutions & CB 9 15 7 8 11 23
Deposits from customers 466 485 462 412 469 455
Other liabilities 64 94 67 65 62 61
Borrowings 418 426 385 339 256 201
Subordinated loans 7 - - - 10 32
Shareholders Equity 201 199 226 211 193 161
Non-controlling interest 0 1 0 0 9 2
Total Liabilities and Equity 1,164 1,220 1,148 1,036 1,011 934

34 All amounts in ISK billion



Disclaimer

» This document has been prepared for information purposes only and should not be relied upon, or form the basis of any action or decision, by any
person. Nothing in this document is, nor shall be relied on as, a promise or representation as to the future. In supplying this document, Arion Bank does
not undertake any obligation to provide the recipient with access to any additional information or to update this document or to correct any inaccuracies
herein which may become apparent.

+ The information relating to Arion Bank, its subsidiaries and associates and their respective businesses and assets contained in, or used in preparing,
this document has not been verified or audited. Further, this document does not purport to provide a complete description of the matters to which it
relates.

+ Some information may be based on assumptions or market conditions and may change without notice. Accordingly, no representation or warranty,
express or implied, is made as to the fairness, accuracy, completeness or correctness of the information, forecasts, opinions and expectations
contained in this document and no reliance should be placed on such information, forecasts, opinions and expectations. To the extent permitted by law,
none of Arion Bank or any of their affiliates or advisers, any of their respective directors, officers or employees, or any other person, accepts any
liability whatsoever for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection with this document.

* This presentation contains forward-looking statements that reflect management’s current views with respect to certain future events and potential
financial performance. The information in the presentation is based on company data available at the time of the presentation. Although Arion Bank
believes that the expectations reflected in such forward-looking statements are reasonable, no assurance can be given that such expectations will
prove to have been correct. Accordingly, results could differ materially from those set out in the forward-looking statements as a result of various
factors. The most important factors that may cause such a difference for Arion Bank include, but are not limited to: a) the macroeconomic development,
b) change in inflation, interest rate and foreign exchange rate levels, ¢) change in the competitive environment and d) change in the regulatory
environment and other government actions. This presentation does not imply that Arion Bank has undertaken to revise any forward-looking statements,
beyond what is required by applicable law or applicable stock exchange regulations if and when circumstances arise that will lead to changes after the
date when this presentation was made. Arion Bank assumes no responsibility or liability for any reliance on any of the information contained herein. It is
prohibited to distribute or publish any information in this presentation without Arion Bank’s prior written consent.

* This presentation shall not be regarded as investment advisory by the Bank

* By accepting this document you agree to be bound by the foregoing instructions and limitations.
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