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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 has come to an abrupt halt due to Covid
-19. The Great Lockdown, as named by the IMF,
will heavily impact the Icelandic economy due to
its dependency on 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 Covid-19 pandemic.
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ROE

ROE continuing operations
Net interest margin

Cost to income ratio

Operating income / REA

Total assets

Loans to customers
Deposits
Borrowings

Stage 3 gross
Leverage ratio

Number of employees

EUR/ISK

3M 2020

@171
(4.6%)
2.7%)
2.8%
69.2%
5.0%

31.03.2020

1,187,820
778,823
539,312
322,470
2.9%
14.5%
814

165.30

LS

1,949
3.6%
4.5%

2.7%

62.5%

5.9%

31.12.2019

1,081,855
773,955
492,916
304,745

2.7%
14.1%
801

135.83

Net earnings (ISK billion)

2.1

Q119 Q@219 Q319

69.2

Q319

Q419

LCR ratio (%)

Q119 Q219
0319 0619

246
188

0919 1219

Q120

224

0320



&
LIS

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 31 March 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

Covid-19 had a substantial effect on the Icelandic economy and Arion Bank during the last month of the first quarter of 2020. Arion Bank
reported a net loss of ISK 1,282 million from continuing operations and a net loss of ISK 2,171 million in the quarter. Return on equity was
negative by 4.6% and 2.7% from continuing operations. There were three main factors that had a fundamental effect on the outcome: Net
financial income was negative by ISK 2,000 million during the period, highly affected by fair value changes of equity holdings due to unfavorable
market conditions; Net impairment was negative by ISK 2,860 million, mostly due to more pessimistic assumptions in the Bank's IFRS 9 models,
especially as regards unemployment and the transfer of customers in tourism to Stage 2; and discontinued operations were negative by ISK 889
million, due to an operating loss at Valitor and value changes of Sélbjarg ehf. and Stakksberg ehf., all of which are classified as held for sale
assets. Net commission income was strong during the period and increased by 39% compared with the same period in 2019, mainly due to
increased activities in the loan book. Operating expenses are developing favorably and decreased by 10% compared with the same period in
2019, mainly due to the reduced number of FTEs. The bank levy has been lowered from 0.376% to 0.145%, as part of the government's
response to the Covid-19 pandemic, which explains the 63% decrease compared with the same period last year.

The Bank's balance sheet increased by 9.8% during the first quarter 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 7 billion in the quarter.

Total equity amounted to ISK 183,879 million at the end of the quarter and decreased by ISK 4.4 billion during the period due to share buy-backs
under a buy-back program period and due to the loss reported for the first three months of 2020. The Group's capital ratio, as calculated under
the Financial Undertakings Act No. 161/2002, was 27.5% and the CET1 ratio was 22.5%. This comfortably meets the requirements set by law
and the Financial Supervisory Authority (FME). The Bank's liquidity position was also very strong at period end and well above the regulatory
minimum.

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.

As described above, Covid-19 has had a widespread effect on the Icelandic economy and Arion Bank. The Bank activated its business
continuity plan on February 25. The process went relatively quickly from social distancing to approximately 80% of employees working from
home. All branches have been closed since March 25 and customers have only been allowed to visit the Bank by appointment. Arion Bank has
been able to conduct normal business despite these changed circumstances, partially thanks to its extensive digital offering. The Bank has been
working with its customers, many of which have reduced revenue streams and cash flow challenges, and has offered payment holidays and
other solutions. With the pandemic being on the decline in Iceland, the Bank will move towards normality in its operations. This experience,
however, may have a lasting impact on the way the Bank and its customers do business.

Operational outlook

The Covid-19 pandemic has delayed Arion Bank's 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 will, in the short term, focus on supporting its
customers as far as reasonably possible and is very well equipped to do so with its high capital and liquidity. Regulators have acted swiftly and
the banking sector now has better back-up when it comes to liquidity through new repo arrangements with the Central Bank. The Government
has also been firm and is in the process of providing support to corporates and SME’s as well as providing government guaranteed loan facilities
to corporates, the details of which are still to be finalized.

Core revenues have been trending in the right direction but it is difficult to assess the impact of Covid-19 going forward. Operating expenses are
decreasing and the emphasis will continue to be on reducing them further, as the Bank sees opportunities in streamlining the product offering
and IT. Impairments are difficult to predict given the uncertainty that still exist. Whilst the Bank took drastic steps as regards impairments during
this quarter, 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 are likely to delay the results somewhat.

Arion Bank expects the current turmoil to last at least over the coming two quarters and will focus on maintaining strong capital and liquidity
during that period. However, the Bank does not 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's objective is to resume its capital distribution when the Covid-19 pandemic is over.

Economic environment and outlook

According to preliminary figures GDP grew by 1.9% in 2019, surpassing all expectations. It was expected that 2020 would be a difficult year for
the Icelandic economy, with the three largest export sectors still facing adversity following a turbulent 2019. Before the spread of coronavirus the
economy was expected to be stagnant this year. The coronavirus outbreak and the restrictions imposed by governments around the world,
including the Icelandic government, render previous forecasts obsolete. Few advanced economies are as dependent on tourism as Iceland, with
tourism generating over 35% of export revenues and employing 15% of the labor force. It is impossible to quantify the effects of Covid-19 on
tourism at this time, as it is unclear whether, and what, travel restrictions will remain in force throughout the year. For the time being, a 50% drop
in tourist arrivals is a conservative scenario. Unemployment is expected to reach unprecedented heights, peaking in April and May at 17%
according to the latest estimates. Despite the sharp depreciation of the ISK, inflation has remained below the Central Bank of Iceland's 2.5%
inflation target and is expected to remain at similar levels throughout the year. Despite the mitigating actions taken by the government and the
Central Bank of Iceland in response to the situation the economy is expected to contract sharply in 2020.

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2020 4
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Endorsement and statement
by the Board of Directors and the CEO

Funding and liquidity

The Group's liquidity position is strong, with a liquidity coverage ratio of 224%, see Note 43, 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 three months of 2020
the Bank issued covered bonds amounting to ISK 3,440 million.

Capital and REA

The Group's capital adequacy ratio at 31 March 2020 was 27.5% and the CET1 ratio 22.5%. The Group's own funds increased by ISK 23.3
billion from year-end 2019, primarily due to the very 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 and the recommendation of the Central Bank of Iceland to that effect. This effectively reintroduces the foreseeable ISK
10 bhillion dividend at year-end 2019 as loss absorbing capital. This increase in own funds is, however, partly offset by negative earnings in the
first quarter.

The Group's risk-weighted exposure amount (REA) decreased from ISK 720 billion to ISK 713 billion in the quarter. 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. A continuing contraction of the corporate loan book and a reduced currency
imbalance also contribute to lower REA. The aforementioned changes to REA are, however, largely offset by increased leverage as a result of
the krona depreciating by 12% in the first quarter.

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
31 March 2020 the Group had ISK 63 billion of CET1 capital in excess of regulatory requirements and ISK 39 billion in excess of the Group’s
target CET1 ratio of 17%.

Group ownership

At the end of March 2020 Taconic Capital was the largest shareholder of Arion Bank, with a holding of 23.53%, and Sculptor Capital
Management was the second largest with a holding of 9.53%. Following the launch of a share buy-back program at the end of October 2019,
Arion Bank held 5.28% of its own shares at the end of March 2020. For further information on the shareholders of Arion Bank, see Note 35. 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.

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, on a temporary basis. In her absence one of the Alternate
Directors will take a seat on the Board of Directors.

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 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 31 March 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 31 March 2020 and its financial position as at 31 March 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 31 March 2020 and confirm them by means of their signatures.

Reykjavik, 6 May 2020

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

Chief Executive Officer

Benedikt Gislason

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Income Statement

Notes 2020 2019
1.1.-31.3. 1.1.-31.3.

L) (TSI A Toto 1 1[PPI 12,044 14,684
INEEIEST EXPENSE .ttt ettt ettt h et h et e et e e at e e bt e e bttt e e e bt e se et e et e e b e e e e eanes (4,791) (7,250)
L= T =Y =Y AT Lot o] 1 (=Y 6 7,253 7,434

Fee and commission income .. 3,481 2,630
Fee and commission expense (405) (412)
Net fee and COMMISSION INCOME ......c.ciiviuiiiciete ettt ettt e et e e bt e st e e st e s e s e s eseaeeseseseaes 7 3,076 2,218
N INSUFANCE INCOME ...ttt et e et e e et e e st e e s r et e st e e e nereeenaneeennee 8 501 253
Net financial (I0SS) INCOME .....cc..uiiiiii ittt et e bttt e e e eeenbneeenaneas 9 (2,000) 766
Share of (10SS) Profit Of ASSOCIAES ........ccoiuiiiiiiiiiii e 25 (24) 727
Other OPEratiNg INCOME .......oiiiiiiiiie ettt ettt et s bbbt e ettt e et e eeie e e sbeeeenabee s 10 170 310
Other net 0Perating iNCOME / 1OSS ......c.cuiveiiiieieiies ettt ettt (1,353) 2,056
OPETALING INCOME ....oovviieeecee ettt ettt ettt s et s et a sttt sessas 8,976 11,708
Salaries and related EXPENSES .......ciiiii ettt ettt 11 (3,130) (3,630)
Other OPErating EXPENSES .......ccueiiuiiiiiiiieiie e sttt te et et e e st e e e see e e e e re e st e e se e e e sr e e saeeseeesaeesieeseneeaneennis 12 (3,077) (3,232)
OPEIALNG EXPENSES ...o.vevoveeeeecieseseesessssstessssesss s sae s s s sae s ssessssessssessssessssenss s s st s s et s sessssesessessssensssensssns (6,207) (6,862)
BANK JEVY ittt e e et — e e e e e e bt e e e e bbb r e e e e e e bbb ee e e e e nrbereeas 13 (331) (906)
NEL IMPAINMIENT ...ttt e e e s e e e e e et e e b e e s beesee e e s e e neenreeneeeeenas 14 (2,860) (1,081)
Earnings / 10Ss Defore iNCOME tAX .....oiuiiiiiiiie e e (422) 2,859
INCOME TAX EXPEINSE ..eoeiiiiiiiiee e ettt e e e e ettt e e e e st et e e e e ettt e e e e e abb bt e e e e s as bbb et e e e s anbbeeeeeeannbbbeeeeeansbbbeeeessnnbbnes 15 (860) (622)
Net earnings /10Ss from CONtINUING OPEIAtIONS ......uviiiiiiiiiiiiee ettt e e baee e e e e (1,282) 2,237
Discontinued operations held for sale, net of INCOME taX ...........ccooiiiiiiiiiic e 16 (889) (1,219)
NEE AIMINGS 1 10SS ..v.viieieiiiieeee ettt sa st a st s et nssas s n e (2171) 1,018
Attributable to
Shareholders of Arion BanK Nf. .........iiiiiii et et e e et e e e e e e s aaa e s (2,167) 1,018
NON-CONEFOIING INTEIESE «....eeeeeiee ettt ettt e et e st e st e et e e e s e e et e e ennneesnnneeenene 4) -
NEt EATNINGS / 1OSS ..ttt et e s s e s e e e e re e e s e ne e (2,171) 1,018
Earnings per share
Basic and diluted earnings / loss per share attributable to the shareholders of Arion Bank (ISK) ........... 17 (1.25) 0.56

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

Notes 2020 2019
1.1.-31.3. 1.1.-31.3.

NET CAININGS / 10SS .uiiiiiiiiiiiiit ettt e ettt e e s ot bbbttt e e e s bbbt e e e e e e bbbt e e e e esbbb e e e e e s nnbbbeeeeeennes (2,171) 1,018
Net gain on financial assets carried at fair value through OCI, net of tax .........ccccevvveiiieiiiiieiieeeeee 420 99
Realized net gain on financial assets carried at fair value through OCI,

net of tax, transferred to the INCOME StateMENT ..........coiiiiiiiiiiiiieee e 9 4 (31)

Changes to reserve for financial instruments at fair value through OCI ...........ccocoiiiiiiiniiiiicee 424 68
Exchange difference on translating foreign subsidiaries .............cccccciiiiiiiiiiii 183 180

Other comprehensive income that is or may be reclassified
subsequently to the INCOME STAEMENT .......coiiiiiiiiiie e e 607 248

Total COMPreNeNSIVE INCOME [ 10SS ..uovveeeieeeeeeeeeeee oo et (1,564) 1,266

Attributable to
Shareholders Of AfION BANK ...........ooiiiiiiiiiii et e e (1,560) 1,266
NON-CONLFOIING INEEIEST ...t seeeeeas 4) -

Total COMPreNenSIVE INCOME /10SS .....cvvuviceciieeieeeieeee ettt (1,564) 1,266

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

Assets Notes 31.3.2020 31.12.2019
Cash and balances With CENIal BANK ............uuuiiiiiiiii ettt e e e et e e e e e e aaa e eeeeaees 18 118,174 95,717
LOANS 10 Credit INSHEULIONS ......uuiiiiiieieeeeiee et e e e ettt e e e e e e e et e e e e e e eaa b s eeesessbba e e eeeesssaanaaaees 19 33,797 17,947
Loans to customers .... . 20 778,823 773,955
FINANCIAI INSIIUMEBNTS ...ttt e ettt e e e ettt e e e e e e ettt e e e e e e e ssab e eeeseeabba s aeeeesssaannaeeeeessaes 21-23 192,056 117,406
INVESTMENT PrOPEILY ...ttt e e e ettt e e e ot e e e e e s abb et e e e e e abbe bt e e e e nbbbeeeeeeaaaes 23 7,129 7,119
INVESTMENES N @SSOCIALES ....cuvvieiiiiiiiirit ettt ettt e et e e et e e e st e s e e nreeennne 25 828 852
INEANGIDIE ASSELS ...ttt et ettt n bttt 26 8,826 8,367
LI DGRz 53] PN 27 2 2
Assets and disposal groups held fOr SAIE ...........ooiiiiiiiii e 28 28,038 43,626
(@] 1 =T = 11T £ RPN 29 20,147 16,864
TOLAI ASSEES ittt et et n e n et e e e e e e e e e nan 1,187,820 1,081,855

Liabilities
Due to credit institutions and Central BanK ...............oooiiiiiiiiiiiiiiccc e araraaaes 22 8,323 5,984
[DTT0 o | T PP S TP PP OV VRTPPRPPN 22 539,312 492,916
Financial l1abilitieS at failr VAIUE ............uviiieeeiieiiiiiieeeeeeeeeeee e 22 4,687 2,570
TAX ADILIES ..ttt ettt b e bt a bt bt e bt e s b e ab e et e et e e beenne et 27 4,195 4,404
Liabilities associated with disposal groups held for Sale .............cccooiiiiiiiiiii e 28 22,857 28,631
OLNET ADILIES ...ttt b bbbt bt e et e b e e e e e enneens 30 66,260 32,697
Borrowings 22,31 322,470 304,745
YU o Jo (e [T F= 1 (=To M F= o1 1= PP 22,32 35,837 20,083
TOLAI LIADITITIES ..eeitiiiiiiiie ittt ettt b ettt b ettt et e s nb e et e e nbe s 1,003,941 892,030

Equity
Share capital and SHare PremMIUM ......i e e et e e st e e snbe e e snbeeesbeeeanee 34 51,334 55,715
OBNBI TESEIVES ..ottt e e e e et e e e e e e e et e e e e e e et e b e e e e e e eaaaba e e e e s esabaaseeessesbaannns 10,409 9,493
Retained earnings ............... . 121,959 124,436

Total Shareholders' Equity ... 183,702 189,644

N (o] g BT ote alu ]| [1aTo I a1 =T 4= ) AU PP PSP PPPTPOOE 177 181
B Io) &= I Lo TV T OO P PSP PTOPPRPRPRINY 183,879 189,825
Total LiabilitieS and EQUITLY ....oeiiiiiiiiiiieiiiiiiit ettt e e s ettt e e e s s sttt e e e e s snbb e e e e e e ennbbaeeeesannnnes 1,187,820 1,081,855

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

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Statement of Changes in Equity

Equity 1 January 2020 ........ccccovvuveenireeniiieeeieennn

Net earnings / 10SS ......ceevvviiiiiiieiiiiiiiee e
Net fair value gain ..........cccocvevieneeniesieneeeee
Realized net gain transferred to the Income Statement
Translation difference .........c.ccoooeiviiiiiiciinnes

Total comprehensive income

Purchase of treasury stock * ....
Changes in treasury stock **
Changes in reserves .....

Equity 31 March 2020 ..........cccvveveeeiiiiiiieeeeeis

Restricted reserves

‘or
4

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
1,773 53,942 6,127 692 459 135 1,637 443 124,436 189,644 181 189,825
(2,167) (2,167) 4) (2,171)
420 420 420
4 4 4
183 183 183
- - - - - 424 - 183 (2,167) (1,560) (4) (1,564)
(55) (4,325) (4,380) (4,380)
- () (@) (@)
157 1 151 (310) - -
1,718 49,616 6,284 693 610 559 1,637 626 121,959 183,702 177 183,879

* 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 is 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. 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.

** |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 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

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Statement of Changes in Equity

Equity 1 January 2019

NEet €arNINGS ....vvvvveeiiiiiiiee e
Net fair value gain ..........cccocoeeveeneeiecnicenn.
Realized net gain transferred to the Income Statement
Translation difference .........cccccoovciviiiiinnnne

Total comprehensive income
Dividend paid ..........occvveieeeiiiiiieee e

Changes in treasury stock *
Changes in reserves .......ccccccevvivieeeeesiineenn.

Equity 31 March 2019

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 1,637 308 126,897 200,728 130 200,858
1,018 1,018 1,018
99 99 99
(31) (32) (31)
180 180 180
- - - - - 68 - 180 1,018 1,266 - 1,266
(9,069) (9,069) (9,069)
@) @ @
194 175 (369) - -
1,814 57,194 12,567 592 - 155 1,637 488 118,477 192,924 130 193,054

* 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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Consolidated Interim Statement of Cash flows

2020 2019
Operating activities 1.1.-31.3. 1.1.-31.3.
N U T o R A (o PO PP UTPPPPPPN (2,171) 1,018
Non-cash items INCluded iN NEL BAMMINGS ........uveeiiieiiiiii e e e e e e e bbbt e e e s st bbb et e e s s sbbbeeeeeennbneees (1,795) (3,185)
Changes in operating assets and liabilities:
Loans to credit institutions, excluding bank aCCOUNLS ..........coiiiiiiiiiiiiiiii e 677) (12,616)
o= T ES N (o o1 U] (0] 0 0 ]=T 6= PP PTS 14,492 10,490
Financial instruments and financial liabilities at fair Value ... (68,194) (11,695)
[ D=7 o 1o 1] £ O UTP TP PPPPRPRN 32,858 18,467
Borrowings 28,276 20,593
Other changes in operating assets and labilities ..............ooiuiiiiiiiiii e 16,737 488
0] (S L C=To1=1 1Y/ TN 13,809 14,096
01T =TS A o - UL OO OUPROP PO PPROPPN (4,184) (4,418)
DIVIAENT FECEIVED ...ttt ettt e ettt e et e e et oot e ek et e ke e e ket e e e e e et e e bneeennneeens 17 81
INCOME TAX PAIH ...ttt et st et a e e et e h e e e h e e e e e e e e s e e s he e see e e s n e e reenbe e s eeeese e e s e e seenes (1,069) (844)
Net cash used iN OPErating ACHIVITIES ......oiiiiiiiiie ettt bttt e et e e e s e e b e s neaeas 28,099 32,475
Investing activities
Proceeds from SalE Of SSOCIALES .........uuiiiitiieiiiie ittt e e e e st e e aae e e na e e e e ta e e e anbe e e snbeeeanbeeeanneeeans - 740
ACQUISItION OF INTANGIDIE ASSELS ......ceiiiiiiiiiiiii ettt e e e st e e e e e bbb e e e e s s s bbbt e e e s aabbeeeeeennes (654) (856)
Proceeds from sale of property and @QUIPIMENT .........ooiiiiiiiieiiiiiie e e s e e e s e e e s s ssbbb e e e e e s s bbbaeeeeennnes 2 251
Acquisition of property @and QUIPIMENT ...........ooiiiiiiie et e e et e e r et ae e (102) (75)
Net cash used iN INVESEING ACHIVITIES .....oc.iiiiiiiiii et (754) 60
Financing activities
Issued subordinated liabilities .. 13,171 677
PUIChase Of trEASUNY STOCK ........couiiiieiiii ittt sttt b e s e s e e e e sr e e st e e e e e e neenees (4,381) -
Dividend paid to shareholders Of ArION BaNK ..........cooiiiiiiiiiiiiiiiiiie e e e e e e s e eeeeseeanees - (9,069)
Net cash from (used) in fiINANCING ACTIVITIES ...oiiiiiiiiiiiie e e et e e sabreeeeeas 8,790 (8,392)
Net decrease in cash and Cash EQUIVAIENES ........c.cuiiiiiiiiiiii et e et e st e st e e s nbaeeenene 36,135 24,143
Cash and cash equivalents at beginning of the year 102,186 110,589
Effect of exchange rate changes on cash and cash equUIValENLS .............ccoiiiiiiiiiiiiic e 4,791 2,081
Cash aNd CASH EQUIVAIENTS .......eiiiiiieiiie ettt et e et e e sb b e e e s e bt e anbe e e ante e e enteeeen st e e snbeeesnbeeestaeeens 143,112 136,813

Cash and cash equivalents

Cash and balances With CENIAI BANK ...........uuuiiiiiiiiiiiiee et e e e e e e e e et e e e e e s e ea bt e e e s sesb e e eeeeseaananns 118,174 94,124
oY g1 = Tolod o 18] 1 RRPRRRPRRRRRNY 29,990 52,851
Mandatory reserve deposit With CeNtral BANK ............cooiiiiiiiiiiiiiiiiie ettt e e s e e e e s e e e e s enibaeeeesaes (5,052) (10,162)
[0 1 d - Ta Lo I o= 1 d W=To [ LAV Z= 1= 01 £SO PPP R UOPPPPUROTN 143,112 136,813

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 31 March 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 6 May 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 Financial Statements for the year ended 31 December 2019. The Annual 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:

- assets and liabilities measured under IFRS 9. 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 142.15 and 156.33 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 five 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.

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

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 profit or loss. 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.

4. The Group
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity ~ Currency  31.3.2020 31.3.2019
Arion Bank Mortgages Instit. Investor Fund, Borgartin 19, Reykjavik, Iceland . Retail banking ISK - 100.0%
BG12 slhf., Katrinartin 2, Reykjavik, Iceland ..............ccccoiiiiiiiiiiiiiiices Holding company ISK 62.0% 62.0%
Eignarhaldsfélagid Landey ehf., Ogurhvarf 4a, Képavogur, Iceland .................. Real estate ISK 100.0% 100.0%
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland ..............ccccooiriiiininnnnnn. Holding company ISK 100.0% 100.0%
Leiguskjol ehf., Lagmuli 6, Reykjavik, Iceland ... . Rental guarantee ISK 51.0% -
Stefnir hf., Borgartin 19, Reykjavik, Iceland ............cccccocoiiiniiiiiiniiniieeee Asset management ISK 100.0% 100.0%
Valitor Holding hf., Dalshraun 3, Hafnarfjérdur, Iceland .................cccccoooiennnn. Payment solutions ISK 100.0% 100.0%
VISA island ehf., Borgartin 19, Reykjavik, Iceland ...........ccccceceeueereeeeeencne. Holding company ISK 100.0% 100.0%
Vordur tryggingar hf., Borgartin 25, Reykjavik, Iceland ............ccccooeviiiciinnens 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 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 Eignarhaldsfélagid Landey ehf., which holds the main part of investment property of the Group and the
holding companies VISA island ehf., BG12 slhf. and other smaller entities of the Group. The subsidiaries Valitor Holding, Stakksberg and
Solbjarg 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

1.1.-31.3.2020

Net interest income (expense) ..............
Net fee and commission income (exp.) .
Net insurance inCOmMe .............ccccceeeee
Net financial (loss) income ....................
Share of profit (loss) of associates
Other operating income (loss) ...
Operating income /10SS ........cccceeueen.

Operating eXPenSEesS ........ccceeververueenne
Allocated eXpenses .........cccccveevvvvvveeenn.
Bank levy .........
Net impairment
Earnings / loss before income tax .....

Net seg. rev. from ext. customers .........
Net seg. rev. from other segments ..

Operating income /10SS .......cccceevueeen.
Depreciation and amortization ..............

Total aSSetS ...ovvvvvviiiiiiieeiiiiiiiee e
Total liabilities ......ccccccoevvvveeeeeeiiiiieeenn
Allocated equity ......ccveeeeeeiiiiieeeniiiiins

1.1.-31.3.2019
Net interest inCOmMe .........cccocveeviveennnen.
Net fee and commission income (exp.) .
Net insurance income .........
Net financial income (loss)
Share of profit of associates and

net impairment .........cccocceeeieeeneeennns
Other operating income (I0SS) ...............

Operating income ...
Operating eXPenSES ........cccveeeerverueenne
Allocated eXpenses .........cccccveevvrvvveeenn.
BanK IeVY .....cooviiiiiiiiiiiiiiieeeiice e
Net impairment .........ccccceeevviiiieeeeniiiinns
Earnings / loss before income tax .....
Net seg. rev. from ext. customers .........
Net seg. rev. from other segments ........
Operating inCome ..........ccceceerieenenne.
Depreciation and amortization ..............

Total aSSetS ...coevvvviiiiiieeiiiiiiiee e
Total liabilities ......ccccccoevvvveeeeeeiiiiieeene
Allocated equity .......ccceeeveiiiiiiiinnns

Supporting

Corporate & Other units

Markets Investment Retail sub- and elimi-
and Stefnir Banking Banking  Treasury Vordur sidiaries nations Total
197 2,522 3,831 848 47 174) (18) 7,253
1,035 837 1,247 96 (41) (211) 113 3,076
- - - - 523 - (22) 501
(136) - - (1,411) 130 (594) 11 (2,000)
1 - - - - - (25) (24)
3 (2 119 - 2 8 40 170
1,100 3,357 5,197 (467) 661 (971) 99 8,976
(474) (385) (1,493) (185) (636) (75) (2,959) (6,207)
(468) (618) (1,473) (211) (12) ) 2,783 -
(8) (107) (158) (58) - - - (331)
- (1,645) (1,903) 4 - 683 1 (2,860)
150 602 170 (917) 13 (364) (76) (422)
743 4,897 7,190 (3,895) 589 (575) 27 8,976
357 (1,540) (1,993) 3,428 72 (396) 72 -
1,100 3,357 5,197 (467) 661 (971) 99 8,976
- 1 47 - 53 - 258 359
77,452 329,384 474,471 480,872 26,993 51,792  (253,144) 1,187,820
69,303 253,964 416,769 470,028 16,869 31,867 (254,859) 1,003,941
8,149 75,420 57,702 10,844 10,124 19,925 1,715 183,879
256 2,156 4,562 583 44 3 (170) 7,434
1,054 498 1,092 (125) (25) (235) (41) 2,218
- - - - 276 - (23) 253
139 (222) (26) (34) 551 807 (449) 766
- - - - - - 727 727
2 (4) 124 - 9 8 171 310
1,451 2,428 5,752 424 855 583 215 11,708
(518) (448) (1,811) (68) (579) a7) (3.421) (6,862)
(430) (956) (1,536) (284) (6) 1) 3,213 -
(46) (201) (339) (320) - - - (906)
(5) (1,032) (43) 1) - - - (1,081)
452 (209) 2,023 (249) 270 565 7 2,859
648 5,103 8,575 (4,307) 787 838 64 11,708
803 (2,675) (2,823) 4,731 68 (255) 151 -
1,451 2,428 5,752 424 855 583 215 11,708
- 1 44 - 49 1 251 346
80,573 335,209 551,654 580,470 25,655 61,984 (412,850) 1,222,695
73,122 264,102 489,652 569,151 16,869 34,619 (417,874) 1,029,641
7,451 71,107 62,002 11,319 8,786 27,365 5,024 193,054

Comparative amounts for the first quarter 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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Notes to the Consolidated Interim Income Statement

6. Net interest income

1.1.-31.3.2020 Amortized Fair value Fair value
Interest income cost thr. P/L thr. OClI Total
Cash and balances with Central BanK ...........cc..eiiiiiiiiiiiiiiiiiiiee e 774 - - 774
Loans ... 10,690 - - 10,690
ST=Tol 0L ) 1= PP PP PP PPRPN - 360 190 550
(O 11T PP P O PPPPRTN 30 - - 30
[T R ST A a[oTo] 0 A L= TP 11,494 360 190 12,044
Interest expense
[D =T o 01| PP PP P PUPPRPPPROE (2,011) - - (2,011)
BOMTOWINGS ...ttt r e e e e e e et e e saeesaee e (2,443) - - (2,443)
Subordinated ADIILIES .........ccvviiiieeieee e e e e e e e e e e e e e e ennaes (313) - - (313)
(24) - - (24)
INTEIEST EXPEINSE oiiiiiiiiiiiee ettt e ettt e e e e e bt e e e e et bbbt e e e e s ettt e eeeeennaneeeeeaas (4,791) - - (4,791)
NEL INTEIESE INCOIME .ovvveiiiieeeeeeeeeeee e 6,703 360 190 7,253
1.1.-31.3.2019
Interest income
Cash and balances with Central BanK .............c..eiiiiiiiiiiiiiiiiiiieee i 969 - - 969
[ T= g PP PP TTOPPPTN 13,428 - - 13,428
SECUNTIES ittt ettt e ettt e e e ettt e e e s ot bt e e e e s bbb e e e e e e bbb tee e s e anbbbeeeeesabbbneeaeennes - 108 129 237
(O 1 =T PP P O PPPPRRN 50 - - 50
Y CeT =Y T ToTo] 1 4 1= T 14,447 108 129 14,684
Interest expense
DIBPOSIES ...ttt et (3,252) - - (3,252)
BOMTOWINGS ...ttt ettt r e st e e s e e e e e e e sbeesaee e (3,927) - - (3,927)
Subordinated HADIILIES .........ooviiiiieeieee e e e e e e e e e e e e e ennaes (47) - - (47)
(@1 =T RSO PP (24) - - (24)
INTEIEST EXPEINSE oottt ettt ettt e e e sttt e e e e sttt e e e s et bbbt e e e s s ettt e e e e e e anabeeeeeaas (7,250) - - (7,250)
Net interest income 7,197 108 129 7,434
Interest spread 2020 2019
1.1.-31.3. 1.1.-31.3.
Interest spread (the ratio of net interest income to the average carrying amount of interest bearing assets) ............ 2.8% 2.7%
7. Net fee and commission income 1.1.-31.3.2020 1.1.-31.3.2019
Net Net
Income  Expense income Income  Expense income
ASSEt MANAGEMENT ...t s 1,015 (115) 900 893 (135) 758
Capital markets and corporate finance ............cccoceeceiieiinnnene. 413 9) 404 354 (14) 340
Lending and financial guarantees .............ccccccvevvieiiieeiiie i 1,028 - 1,028 469 - 469
Collection and payment SErVICES ..........cccccvveviiieiiieeiiiee e 332 (28) 304 372 27) 345
Cards and payment SOIULION ............ccocoeiiiiiiiiiii s 536 (93) 443 378 (78) 300
[ 13T 157 (160) ?3) 164 (158) 6
Net fee and commission iNCOME ..........cccooevviiiiiiiii, 3,481 (405) 3,076 2,630 (412) 2,218
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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7. Net fee and commission income, continued

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.

8. Net insurance income

2020 2019
Earned premiums, net of reinsurers' share 1.1.-31.3. 1.1.-31.3.
[ LT LT g ST 110 o TN 4,003 3,801
Premiums WrtteN, FEINSUMEIS' SNAIES .......coiiiiiiiiiiiiiitiii ettt e et e e e sttt e e e s s bbb e e e e e e s nsbbeeeesaenbbbeeeeessnnbbnes (108) (94)
Change in provision for UN@arNEd PrEMIUMS ........coiiuuiiieeiiiiiiiet e e st e e e e et e e e e e s abbeeeee e s s bbb e e e e s s ssbbeeeeseananeeeeesannnnes (1,047) (1,066)
Earned premiums, Net Of FEINSUIEIS' SNAIE .......oiiiiiiiiii et e et e e sineeennne 2,848 2,641

Claims incurred, net of reinsurers' share

Claims paid (2,005) (1,849)

Claims paid, reinsurers' share 15 31
Change in provision for claims (399) (530)
Changes in provision for claims, reiNSUrers' SNAre .............coooiiiiiiiiii e 42 (40)
Claims incurred, Net Of FEINSUIEIS' SNAIE ......ciiiiiiiii it e e st e e e s st be e e e e s snnneees (2,347) (2,388)
NEL INSUIANCE INCOME ...iiiiiiii ettt ettt et e ekt e e be e e st e e e st e e e aae e e e ket e e kbt e e ee bt e e anbe e e anbeeeanteeeanneeennnees 501 253
9. Net financial (loss) income
Net (loss) gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss . (1,673) 1,048
Net loss on fair value hedge Of INtEreSt FAtE SWAP ........vviiiiiiiiiiiie ettt e e st e e e e s bbb eeeeeanes (166) (15)
Realized (loss) gain on financial assets carried at fair value through OCI ..........ccccoviiiiiiiiiiiiiiieceeee e (5) 42
Net foreign exchange loss (156) (309)
Net financial (loss) income .... (2,000) 766
Net (loss) gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss
EQUILY INSTIUMENTS ....iiiiiiiiei ittt ettt ettt e e s sttt e e e e s bbbt e e e e e a bbbt e e e e e aa b bbbt e e e e s an bbb e e e e e e annbbeeeeeeenbbbeeeeesanbbnes (2,406) 906
Debt instruments 472 245
Derivatives 261 (39)
[ T= g O PPT T OPPPPPPRPINE - (64)
Net (loss) gain on financial assets and financial liabilities
mandatorily measured at fair value through profit 0r 0SS .......cccoiiiiiiiiiii e (1,673) 1,048
Net loss on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging iNStTUMENLS ...........ccccooiiiiiiiiieniiie i 540 397
Fair value change on bonds issued by the Group attributable to interest rate risk ..........c.ccooirieiiiiiiiiii e (706) (412)
Net loss on fair value hedge Of INtErest rate SWaP .........cocoiiiiiiiiiiie e (166) (15)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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10. Other operating income 2020 2019
1.1.-31.3. 1.1.-31.3.

Net gain 0N @SSES NEIA fOr SAIE .......uiiiiiiiii ettt ettt et e e e e e 116 113

(@] 1 g T=T T ToTo T3 11 TSSOSO PP TR PPRTPPRO 54 197
Other OPEIALING INCOIME .ttt e et e e e e ettt e e e s e a bbbttt e e e o bbb e et e e e e bbbt e e e e enbbb e e e e e s anbbbbeeeessnnnnnees 170 310

Net gain on assets held for sale

Income from real estates and OThEr ASSELS .........iiiiiiiiiiiie e 133 137
Expense related to real estates and Other @SSELS ...........eiiiiiiiiiiiiiiiii e e e e e e a7) (24)
Net gain 0N @SSEtS NEld FOr SAIE .....coiiiiiiiie ettt et e bt e e e e s 116 113

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

11. Personnel and salaries

2020 2019
Number of employees 1.1.-31.3. 1.1.-31.3.
Average number of full-time equivalent positions during the Period ............ccueeeiiiiiiiiiiii e 809 910
Full-time equivalent positions at the end of the period 814 917
Number of employees at the parent company
Average number of full-time equivalent positions during the period 681 803
Full-time equivalent positions at the end of the PEriOd ............ocuiiiiiiiiiiii e 687 811
Salaries and related expenses
ST: 1= T =TSP 2,542 2,881
Defined contribution PENSION PIANS .......oiiiiiiiiiiii et e e e sttt e e e s s bbb e e e e e e snsbeeeeesaanbbbeeeeesannebees 376 414
Salary-related expenses .............. 363 414
Capitalization of salaries due to implementation 0f COre SYSIEMS .........cooiiiiiiiiiiiiiiiiie e (151) (79)
Salaries and rElatEad EXPENSES ......oii ittt et e et e ettt e e te e e ettt e se bt e e anbe e e anbeeeaneeeeenneeeanbeeenbreeataee s 3,130 3,630
Salaries and related expenses for the parent company
SF= 1= =TS 2,105 2,507
Defined contribution pension plans 311 360
SAlArY-TEIAEA EXPEINSES .....ooiiiiiiiitie ittt s e et et et e e b e s b e e e e e e e R e R e e n e n et e e as 303 362
Capitalization of salaries due to implementation Of COre SYSEMS .........cccociiiiiiiiiiiiie e (151) (79)
Salaries and related expenses for the parent company 2,568 3,150

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 17 million (Q1 2019: ISK 16 million) for performance plan payments, including salary-
related expenses, for which the Bank made no provision (Q1 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 275 million (Q1 2019: ISK 521 million), of which the Bank's accrual amounts to ISK 146 million (Q1 2019:
ISK 394 million).

12. Other operating expenses 2020 2019
1.1.-31.3. 1.1.-31.3.

LI 0 1= TP PP PPPPPPPPY 1,165 1,156
ProfESSIONAI SEIVICES ......oiiiiiiiiiee ettt et s e st e et e e e e e 302 293
Housing expenses .............. 273 275
Other admiNIStratioN EXPENSES .......coiiiiiiiiii ettt e e e et e s et e e e as e e e se e e e ssn e e e s neeeeneeeeneeeaane 787 930
Depositors' and INVeStors' GUArant@e FUNG ............cccooiiiiiiiiiiiiie et 191 232
Depreciation of property and €QUIPMENT ..........ooiiiiiiiiii ettt e st 130 142
Depreciation Of Mgt Of USE @SSEL .......c.uiiiiiiiiii e 34 32
Amortization of INTANGIDIE ASSELS ...........iiiiiiiii e 195 172
Other operating expenses 3,077 3,232

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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13. 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.

14. Net impairment

2020 2019
Net impairment on financial instruments 1.1.-31.3. 1.1.-31.3.
Net change in impairment of [0ans to credit INSHIULIONS ...........ooiiiiii e (36) 4)
Net change in impairment Of [0ANS t0 COMPOTALES ........uiiiuiiiiiiiieitie ettt ettt et e e nin e e e e e e naneas (1,738) 186
Net change in impairment of [10aNS t0 INAIVIAUAIS ...........ooiiiiiiiiiiii e (765) 27)
Write offs on loans and receivables t0 COMPOTALES ..........iiiiiiiiiiie ettt e e e (266) (395)
Write offs on loans and receivables t0 INAIVIAUAIS ..........c.uiiiiiiiiiii e (124) (363)
Payments on loans and receivables previously written off from COrporates ...........cccocveiriiiiiiiie e 2 -
Payments on loans and receivables previously written off from individuals ..............cccoviiiiiiiiiiii e 20 33
Net change in impairment of financial instruments at FVOCI ..ottt 3) 1)
Net change in impairment of loan commitments, guarantees and unused credit facilities ............c..ccccoveenieeneeene (134) (854)
Net impairment on finanCial INSTIUMENTS ....o.uiiiiii et e e e e s e e e e s et eeeeeens (3,044) (1,425)
Other value changes of loans
Increase in book value Of 08NS 10 COMPOTALES .........c.uuiiiieiiiiiiiit ettt e ettt e e e sttt e e e e st e e e e e s nbb e e e e s esnbaeeeeessnnanees 22 46
Increase in book value of 10aNS t0 INAIVIAUALS ..........ccuiiiiiiiiiic e 162 298
Other value changes of loans 184 344
N LT 20T o= UL 1= 0L SO PP T OOPPPRRRTPIR (2,860) (1,081)

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.

15. Income tax expense 2020 2019
1.1.-31.3. 1.1.-31.3.
[T =T gL oV Q=3 o 1= o L] PO P O OPPP 844 664
Deferred tax expense ... 16 (42)
LY eTol g g L=l = D Q=Y q o L= o E] = PPN 860 622
Reconciliation of effective tax rate 2020 2019
1.1.-31.3. 1.1.-31.3.
Earnings Defore tax ..o (422) 2,859
Income tax using the Icelandic COrporate taxX rate ...........ccceevviivieieeeiiiiiiieee e 20.0% (84) 20.0% 572
Additional 6% tax on Financial Undertakings (38.9%) 164 5.0% 142
NON-AEAUCTIDIE EXPENSES ...ttt e e e e e ee e e e (0.2%) 1 0.0% 1
Tax eXemMPL FEVENUES (I0SS) ....uuuveiieeiiiiiiiie et ittt ettt e e e e e e e e e e e e st e e e e s sebbeeeeeas (143.6%) 606 (10.6%) (304)
NON-AEAUCTIDIE TAXES ....veveeieieiiiiieee et e et e e e e nnaeeeeeeas (15.6%) 66 6.3% 181
Tax incentives not recognized in the Income Statement ............cccovviiiiiieeiiiiiice e, (25.1%) 106 0.7% 21
OthEI CRANGES .ottt e e sttt e e e s sttt e e e e e e nnbaeeeeeeannaaes (0.2%) 1 0.3% 9
Effective tax rate (203.8%) 860 21.8% 622
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.
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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16.

17.

Discontinued operations held for sale, net of income tax 2020 2019

1.1.-31.3. 1.1.-31.3.
Net loss from discontinued operations held fOr SAIE ............uviiiiiiiiiiii e (889) (1,506)
INCOME TAX EXPEINSE ...tttk bbb bbbttt ettt s s e e s e e et e e e e e e e e e eeeees - 287

Discontinued operations held for sale, net of income tax (889) (1,219)

V=11 (o]l o] [o 1T I o PO PP PPRPP (900) (1,219)
51 e L] o= (o =] 1 ) S PP PO PP PRPRPPPPPPRRIN 413 -
ST] o= 4o =] 1 PP O PSP PRPI (402) -
Discontinued operations held for sale, net 0f INCOME tAX ....o.vviiiiiiiiiii e (889) (1,219)

Valitor reported an operating loss of ISK 1,193 million for the first three months of 2020 whereas Valitor's negative contribution to the
Group, after taking into account the Group's eliminations, was ISK 900 million. Operating income of Valitor was 1SK 1,389 million for the first
three months of 2020, or ISK 1,682 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 three months of 2019 was ISK 1,799 million, whereas Valitor's negative contribution to the Group, after taking into
account the Group's eliminations, was ISK 1,219 million.

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

For further information about Valitor Holding hf., Stakksberg ehf. and Sélbjarg ehf. see Note 28.

Earnings / loss per share Continued Discontinued
operations operations Net Earnings
2020 2019 2020 2019 2020 2019
1.1.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3.
Net earnings/loss attributable to the shareholders of Arion Bank . (1,278) 2,237 (889) (1,219) (2,167) 1,018
Weighted average number of outstanding shares ....................... 1,735 1,814 1,735 1,814 1,735 1,814

Basic earnings / 10SS per Share ........cccvveeeeiiiiiieee e (0.74) 1.23 (0.51) (0.67) (1.25) 0.56

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
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Notes to the Consolidated Interim Statement of Financial Position

18. Cash and balances with Central Bank 31.3.2020 31.12.2019

Cashonhand ............... 4,374 4,206
Cash with Central Bank .... 108,748 81,543
Mandatory reserve deposit With CeNtral BANK ...........ocuiiiiiiiiiiiieiie ittt e e sinee e e 5,052 9,968
Cash and balances With CENTIAl BANK .......ccciiiiiiiiiiiiiiiiiiiii et e e e e e e e et e s e e e s e et e e e e e s esaaaeeeeeesaaaaaaaes 118,174 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%.

19. Loans to credit institutions

29,990 16,437

2 F T Q= otolo 10 | £SO PRPR PP
(@] 1 aT=T g (o T= Vg PR 3,807 1,510
(oL 1o Fol (ol T g=Te [L AT Ty A U] A o] o RN 33,797 17,947
20. Loans to customers Individuals Corporates Total
Gross Gross Gross

carrying Book carrying Book carrying Book
31.3.2020 amount value amount value amount value
(@Y= (o[- 1 SRS UPRPRNE 15,465 14,416 17,611 16,476 33,076 30,892
Credit CardS ...viiiiiieiie et 10,805 10,469 1,065 991 11,870 11,460
MOMQAgE J0@NS ......vviiiiiee ittt 317,882 317,333 23,178 22,902 341,060 340,235
(@13 T=T g (o Uy SR URPRPRN 33,412 31,787 371,639 364,449 405,051 396,236
L0ANS 10 CUSTOMEIS ...vviiiiiieeiiee ettt et 377,564 374,005 413,493 404,818 791,057 778,823
31.12.2019
OVEIAIAftS ...veiieeieciiee ettt 14,421 13,720 18,709 17,780 33,130 31,500
Credit Cards .....oooeeeeeeeeeeee 13,028 12,786 1,373 1,281 14,401 14,067
MOrtgage J0@NS .......ooviiiiiiiiie it 310,562 310,195 23,475 23,211 334,037 333,406
OthEr I0ANS ... 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 175 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.

21. Financial instruments 31.3.2020 31.12.2019
BoNnds and deBt INSLIUMENTS .........evviiiiiiieeeeeeeeeeeeee et aaeeneees 130,961 65,874
Shares and equity instruments with variable INCOME ............ooiiiiiiiiii e 20,878 21,600
[0S Y= L7 9,935 6,617
Securities used for @CoNOMIC NEAGING ........viiiiiiiiie e e e eeee e 30,282 23,315
FINANCIAI INSTIUMENTS ...ttt e e e ettt e e e e et ettt e e e e s e e et bt e e e e e s aaaa e e e e e e esabbaeeeessetbaaseeeeeenrens 192,056 117,406

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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22. Financial assets and financial liabilities

31.3.2020 Manda-

Fair value torily at
Financial assets Amortized through  fair value
Loans cost OClI thr. P/L Total
Cash and balances with Central BanK ...........ccoooiiiiiiiiiieeiieeiiiiiee e 118,174 - - 118,174
L0oans t0 Credit INSHIULIONS .......iiiiiiiiiiee e e e e e s sennes 33,797 - - 33,797
o= 1 FS N (o o1 U] (0] 0 0 =T ¢ PPN 778,823 - - 778,823
[0 =13 =PTSRS PPN 930,794 - - 930,794

Bonds and debt instruments

[ (=T PRSP SRR PP - 111,086 17,229 128,315
(81T (o PSSP PRPSTPPPI - 1,626 1,020 2,646
Bonds and debt iNSTTUMENTS ......uuuiiiiiiiiice et r e ab s - 112,712 18,249 130,961
Shares and equity instruments with variable income
[ (=T PP P PRPT PP - - 10,216 10,216
(81153 (o T PP PP TPPPPI - - 6,219 6,219
Bond funds with variable income, unlisted ...................... - - 4,443 4,443
Shares and equity instruments with variable income ............cccocceiiiiiiiiniii e - - 20,878 20,878
Derivatives
OTC AEIVALIVES ....ceeeeeieee ettt aanseennnsnnnnnnees - - 7,482 7,482
Derivatives used for hedge aCCOUNTING .........c.coiiuiiiiiiie e - - 2,453 2,453
DIBIIVALIVES ...ttt ettt e e e e et e e e e et e ettt e e e e e e e b e e e e e eesba e e eeessaaarnaaaes - - 9,935 9,935
Securities used for economic hedging
Bonds and debt inStruments, lISTEA ...........coiiiiiiiiiiiii e - - 22,231 22,231
Shares and equity instruments with variable income, listed ............cccoocvviieeiiiiiieee e, - - 8,051 8,051
Securities used for economMic hedging ......ueviiiiiiiiiiiiiie e - - 30,282 30,282
Other financial assets
ACCOUNES FECEIVADIE ..o 4,321 - - 4,321
Other fINANCIAI ASSELS ......coiiiiiieeieeeeeecccccce bbb eeeseeeeeeeeseeeeeeeeeeeeeeeeaaeaeeees 7,711 - - 7,711
Other fINANCIAI ASSELS .....cvuiiiiiiiiiiiie e e e e et e e e e e et e e e e e e eaabans 12,032 - - 12,032
FINANCIAI @SSELS .. coeeeiiiiiiie ettt snennnnnnnnees 942,826 112,712 79,344 1,134,882
Financial liabilities
Due to credit institutions and Central BanK ...........ccooooiiiuiiiiiieiiiiiiiiee e 8,323 - - 8,323
[ D= o1 1] £ ST TUPPPPR TP 539,312 - - 539,312
BOITOWINGS ..vttieeiiiiiet ettt e st e e e e sttt e e e e et e e e e e e e bbb e et e e e s anb b b e e e e e e annbbeeeeeennnneeeeas 322,470 - - 322,470
Subordinated HADIITIES ...........uiiiiiiiiiee e e e e e e e e e e v e e e eeaees 35,837 - - 35,837
Short POSItION IN DONAS ...cooiiiiiiiiiie e - - 960 960
ShOrt POSItION 1N EQUILY ..vvviiieeiiiiiiie ettt et e e e e e e e e e e e e e s anabaeeee s - - 15 15
[ LY 1Yz LAY T - - 3,712 3,712
Other financial liabilities ... . 39,949 - - 39,949
FINANCIAl [TADITITIES ...uuniiiiiiiiiii ettt e e e e e e e e et et e e e e e aaaaeeaeaaaaaaaaaaaaaaaens 945,891 - 4,687 950,578
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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22. 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 ............cociiiiiiiiiieeiieeiieee e 95,717 - - 95,717
LoaNns t0 Credit INSHLULIONS ......ouvee et e et e e e e et e e e e e s eaaba e seeeaees 17,947 - - 17,947
(o= T Eo (o o1V L] (0] 1 0[] £ TN 773,955 - - 773,955
[0 - 1o =S PTUPPUP PP PPPPPPRN 887,619 - - 887,619

Bonds and debt instruments

[ ES] (Lo USSP PR - 47,698 16,479 64,177
L7y =Y SR SURPURROt - 1,196 501 1,697
Bonds and debt iNSTIUMENTS ...ttt eeeeeeeeseeeeeeeeeeseeaeeeeees - 48,894 16,980 65,874

Shares and equity instruments with variable income

[ (=T RSP UUR PP - - 9,632 9,632
(81T T] (T SRRSO - - 7,417 7,417
Bond funds with variable income, unlisted ... - - 4,551 4,551
Shares and equity instruments with variable iNCOMe ..........occvviiieiiiiiiiieeie s - - 21,600 21,600
Derivatives
(@ O o (=T 1Y 1 (1Y L<T TR - - 5,001 5,001
Derivatives used for hedge aCCOUNTING .......coooiiiiiieiiiiiiiii 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 ...............cccooviviniieinieeennns - - 4 4
Securities used for economic hedging .......ccceeiiiiiiiiiei e - - 23,315 23,315
Other financial assets
ACCOUNES TECEIVADIE .....vveniiiiiiiiiii et e e e e e e e e e et e e e eaees 3,617 - - 3,617
Other fINANCIAI ASSELS ......uvviiiiiiiiiiiee e e e e et e e e e e et s e e s s e aaba s 5,058 - - 5,058
(O 4= O (g Eo T g LT F= =YY ] £ 8,675 - - 8,675
FINANCIAI ASSEBES ..uviiiiiiiiiiie ettt e et e e e e e e et e e e e e s e st b e e e e e ssaaaaeaaees 896,294 48,894 68,512 1,013,700
Financial liabilities
Due to credit institutions and Central Bank 5,984 - - 5,984
[T oo 1| PSPPSRt 492,916 - - 492,916
BOITOWINGS ...ttt ettt ettt ettt et e e sttt e ss e e sn bt e anbe e e anb e e e enteeeenneeeenneeennne 304,745 - - 304,745
Subordinated liabilities .. . 20,083 - - 20,083
Short PoSItion iNDONAS ........ooiiiii e s - - 385 385
Short position in equity, used for economic hedging ..........cccccoeiviiiiiiiiiiii s - - 107 107
Short POSItION IN EQUILY .....oooviiiiiiieie e - - 24 24
[0S ) 1LY - - 2,054 2,054
Other financial iabilities .........ccooiiii i neeee 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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22. Financial assets and financial liabilities, continued

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

31.3.2020 FVOCI FVPL Total
Financial and iNSUFANCE ACHIVILIES .....iiiiiiiiiiiie ettt e e e et e e e e e e e e e e e e e s eaab s eeeseesaaas 433 6,244 6,677
[=dU] o] [ Y=Tox (o] PO 103,793 6,148 109,941
[Of0] g o0 =1 (=2 S TP PP PP PP PP PPPPPPPPPPPPPPPINY 8,486 5,857 14,343
Bonds and debt inStruments at faIr VAIUE .........ooovueeeiii et e e eeees 112,712 18,249 130,961
31.12.2019

Financial and iNSUFANCE ACHIVILIES ......iiiiiiiiiiie ittt e e e e et e e e e e e e e s e e e e e s eeab s eeeseesaaas 417 5,613 6,030
[=dU] o] [ Y=Tox (o] TR 41,417 7,259 48,676
(O] g o0 =1 (=2 ST PP PP P PP P PPPPPPPPPPPPPPINY 7,060 4,108 11,168
Bonds and debt instruments at fair VAIUE ..........ooevviiiiiiiiiiiiiie e, 48,894 16,980 65,874

The total amount of pledged bonds was ISK 6.3 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.

23. 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

31.3.2020
Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENES .......coiiiiiiiiiiiee et e e e e et e eeeeeeaaes 120,630 9,749 582 130,961
Shares and equity instruments with variable iINCOME ...........ccccooiiiiiiiei i 5,740 13,581 1,557 20,878
[ LY A= LAY T N - 7,482 - 7,482
Derivatives used for hedge aCCOUNTING .......cooviiiiiieiiiiiiiiie e - 2,453 - 2,453
Securities used for ecoNOMIC hEAGING .....oo.vvviiieiiiiiiiie e 30,282 - - 30,282
Investment property ... . - - 7,129 7,129
F N EE- O £ LT V2= 1LV L= 156,652 33,265 9,268 199,185
Liabilities at fair value
Short POSItION N DONAS ...cooiiiiiiiiiie e e 960 - - 960
ShOrt POSItION TN EQUILY ...vvviiieeiiiiiiiie ettt e e e s e r e e e e s anbbbeeee s 15 - - 15
[ LY A= LAV T N - 3,712 - 3,712
Liabilities at fair VAIUE .......oooieeiiieeeeeeeeeeeeeee e 975 3,712 - 4,687
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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23. Fair value hierarchy, continued

31.12.2019

Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNSIIUMENES .......ooiiiiiiiiieiicccee e e e e e et e e e eeeaans 57,196 8,650 28 65,874
Shares and equity instruments with variable iNCOMe ...........cccccooiiiiiiiiii e 5,169 14,876 1,555 21,600
DEIMVALIVES ...ovvviieeiieiiiiee et - 5,001 - 5,001
Derivatives used for hedge aCCOUNTING .........ocuuiiiiiiiiiiiiiie e - 1,616 - 1,616
Securities used for ecoNOMIC NEAGING .......vvviiiieiiiiiee 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 ...coooiiiiiiiiie e e 385 - - 385
ShOrt POSItION 1N EQUILY ...vvviiieeiiiiiiie ettt e e e e e e s e r e e e s s snabneeee 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 .......oooveeiieeeeeeeeeeeeeeee e 516 2,054 - 2,570

Transfers from Level 2 to Level 1 amounted to ISK 82 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 22 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
guoted 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 technigues with observable market information

For assets and liabilities, for which the market is not active, the Group applies valuation techniques 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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23. 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

31.3.2020 property Bonds Shares Total
Balance at the beginning Of the YEaAr ..........cooiiiiiiiiiiiii e 7,119 28 1,555 8,702
Net fair Value ChaNGES .........oiiiiiiiiiiie et e e snareees - 3 (15) (12)
X [0 11103 PSSP PRSPPIt 10 551 17 578
Balance at the end of the Period ........cooiiiiiiiii e 7,129 582 1,557 9,268
31.12.2019

Balance at the beginning Of the YEAr ..o 7,092 42 1,329 8,463
Net fair Value ChaNGES .........ooiiiiiiiiiiie et e e e sareees - 20 62 82
X [0 11103 USSR OUPR PPt 30 5 281 316
DISPOSA ....iieiiiee ittt e e e et e e e e e bbbt e e e s a b b e e e e e aabaees 3) 27) (117) (147)
Transfers out of Level 3 - (12) - (12)
Balance at the end of the period 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.-31.3.2020 Bonds Shares Total

Net financial INCOME (I0SS) ......viiuiiiiieiiee et 3 (15) (12)

Effects recognized in the INCOME StateMENT ........ccuuviiiiiiiiiii e 3 (15) (12)

1.1.-31.3.2019

Net financial INCOME (I0SS) ......viiuiiiiieiiee et 19 (55) (36)

Effects recognized in the INCOME StateMENT ........ccuuviiiiiiiiiii e 19 (55) (36)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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23. Fair value hierarchy, continued

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

31.3.2020 Carrying Fair Unrealized
Financial assets not carried at fair value value value gain (loss)
Cash and balances With CENIral BANK ............iiiiiiiiiiiiiee e e et e e e e e e e e e e e e eaab s eeeeees 118,174 118,174 -
L0ANS 10 Credit INSHIULIONS ......uvviiiiiieeeeeee e e e e et e e e e e et e e e e e e aaab e e eessesbba e e eeeesrsaananns 33,797 33,797 -
o= L ES (oo U] (0] 0 1= T ¢ PSPPI 778,823 783,107 4,284
(@) 1 =T (TR Fo Vg (o F= =TT Y= £SO 12,032 12,032 -
Financial assets Not carried at fair VAIUE ..........eiiiiiiiiie et e e e e e e aaaaans 942,826 947,110 4,284

Financial liabilities not carried at fair value

Due to credit institutions and Central BANK ...........cooiiiiiiiiiiiiiiiiieiicee et e e e e s e e e e eaaaaaans 8,323 8,323 -
[T oo 1 USSR 539,312 539,312 -
Borrowings ............. . 322,470 331,441 (8,971)
IS0 o T o [Tat= L (=T M TE= Lo TR 35,837 31,562 4,275
Other fiNANCIAI TADIITIES ......ciiiiiiiieee et e e e et e e e e e e e b e e e e e s esaaaeeeeeeeeabans 39,949 39,949 -
Financial liabilities not carried at fair value 945,891 950,587 (4,696)
31.12.2019

Financial assets not carried at fair value

Cash and balances With CENIral BANK .............iiiiiiiiiiiiiei ettt e e e e e et e e e e s e aab s eeeeees 95,717 95,717 -
L0ANS 10 Credit INSHEULIONS ......vuviiiiiee et e et e e e e e et e e e e e e e aa bt e eesessbb e eeeessaraaanns 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 .........ccueiviiiiiiiiiii e raaaeea e 896,294 899,659 3,327
Financial liabilities not carried at fair value

Due to credit institutions and Central BANK ...........ccoiiiiiiiiiiiiiiii et e e e e e s e e e e e s aaaaaaans 5,984 5,984 -
[T oo 1 OSSPSR 492,916 492,916 -
12 T0] (01111 o [P ROT R PPPPPPPROOE 304,745 316,589 (8,608)
SUbOrdinAted HADIITIES .......cvvveiiiiieeeeee et e e et e e e e e e et e e e e s e e st s e e eeesesaaaanns 20,083 20,177 78
Other fINANCIAI TADIITIES ......ciiiiiiiiee et e e e e e e e e e e e e b e e e e e e e aaaaeeeeeeerabans 6,408 6,408 -
Financial liabilities Not carried at failr VAIUE ............euuueriiriiiiiiiiiiiieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeaaaeaeeaeaaaaaees 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

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

Derivatives
31.3.2020

Forward exchange rate agreEMENLS .........cueeiiiiiiiiie ettt eeeniaee e

Fair value hedge of INtEreSt rate SWAP ........eiiiiiiiiiie et

Interest rate and exchange rate agrEEIMENLS ............ceirueuerireruereierierereseerereseeeeresesssseneseseeseeaeas

BONG SWAP AQIEEMENLS ....vevivirerieteieieeeteeaeeteseaeeteseeseesesestesesessesesessasasessaseseneasesesessssaseseasasenes

Share SWaP @QrEEIMENTS ........c.eoiiiirtiriieiieie ittt ettt ettt ettt ettt sttt e bbb e n et e e
Options - purchased agreements, UNLISE ..........oocueiiiiiiiiiiiiiie e

[D2=T AV LA Z= T TP PP PP PPRTN

31.12.2019

Forward exchange rate agreEMENLS .........cueeiiiiiiriiee ettt e e

Fair value hedge of iNterest rate SWaP ..........cccveiiiiiiiiie i

Interest rate and exchange rate agreemMeNnts ............ccceiiiiieiieiie e

BONA SWAP BIEEIMENES .. ..eiiiiiieitite ettt ettt e et e et ettt e et e st e e e be e e e st e e esbeeeneeeanbeeesbneeantbeeens
Share swap agreements ..
DEIIVALIVES ..eiiieiiiiiiie ettt ettt e et e e e e ettt e e e e e b bbb et e e e e e bbbt e e e e e nab e e e e e e annbaaeeee e e

Fair value hedge of interest rate swap

Notional Fair value
value Assets Liabilities
75,137 3,083 506
145,807 2,453 -
73,583 1,818 2,749
21,404 36 337
10,699 2,544 114
6 1 6
326,636 9,935 3,712
90,121 1,196 407
114,337 1,616 -
65,823 2,312 1,168
9,936 46 48
12,710 1,447 431
292,927 6,617 2,054

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 31, 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
31.3.2020 date Assets Liabilites ~ changes
Interest rates swaps - EUR ...........ccociiiiiiiiiiiccc 125,067 1-5 years 2,433 - (65)
Interest rates swaps - EUR ... 6,526 0-3 months 20 - )
Interest rates swaps - USD .........cccocoiiiiiiiiiiiiciicceeecc 14,215 >5 years 659 - 607
31.12.2019
Interest rates swaps - EUR ............cccoiiiiiiiis 108,667 1-5 years 1,608 — 457
Interest rates swaps - EUR ............cccoiiiiiiiies 5,670 0-3 months 8 — 302
Hedged borrowings Accumulated Gain (loss)
Book fair value on FV
31.3.2020 value Assets  Liabilities changes
EUR 500 million - isSSU€d 2016/18 = 5 YEAIS ....cceeiiiuiiiieieeeiiiiieeeeesiiiieee e s s sibieee e e e sniinreee e e 78,329 118 - (63)
EUR 300 million - issued 2017 - 3 years ... 6,515 37 - 2)
EUR 300 million - iSSUEA 2018 = 3 YEAI'S ...ccciiuvviiieeeiiiiiieeeeeiiiieeee s s sibaete e e s sbbaee e e s e snssneeeeeans 47,521 - 843 27
USD 100 million - issued 2020 - PErpetUAl .........cc.uuviieiiiiiiiiie et e e e 14,783 - 668 (668)
Hedged DOITOWINGS .....ooiii e 147,148 155 1,511 (706)
31.12.2019
EUR 500 million - issued 2016/18 - 5 YEAIS ........ccccuieiiiiiiiiiieeiiee e 67,713 157 - (410)
EUR 300 million - issued 2017 - 3 years ... 5,635 33 - (199)
EUR 300 million - iSsued 2018 - 3 YEAIS .......coeviueiiiiiieeiieeeiee et 41,601 - 756 (295)
Hedged DOITOWINGS ...ooiiiiiiiee ettt 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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24. 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
31.3.2020 nettings liabilities  Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements .......... 7,647 (158) 7,489 (6,752) - 737 - 7,489
Derivatives ........ccccveviieiiiiieiice e 4,965 - 4,965 (2,996) - 1,969 4,970 9,935
Total aSSetS ...ocovvveiriiiiiiieeiee e 12,612 (158) 12,454 (9,748) - 2,706 4,970 17,424
31.12.2019
Reverse repurchase agreements . . 6,539 (44) 6,495 (5,921) - 574 - 6,495
DEriVatiVES .....eveeeiiieeieieeiee e 4,601 - 4,601 (713) - 3,888 2,016 6,617
Total aSSetS ....coccvviviiiiiiiiercereeee 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
31.3.2020 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements ................c.eeee. 6,910 (158) 6,752 (6,752) - - - 6,752
DEriVatiVES .......ooeivieiiiiciiec e 3,185 - 3,185 (2,996) - 189 527 3,712
Total liabilities ... 10,095 (158) 9,937 (9,748) - 189 527 10,464
31.12.2019
Repurchase agreements ....................... 5,965 (44) 5,921 (5,921) - - - 5,921
DErVALIVES ....evvvveeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeen 761 - 761 (713) - 48 1,293 2,054
Total liabilities .......ccccoocviiriiiiniiceee 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.

25. Investments in associates
31.3.2020 31.12.2019

Carrying amount at the beginning 0f the YA ..o s 852 818
Acquisitions - 18
DISPOSAIS ...ttt e e e e s e s e e - (740)
Share of profit (loss) of associates and profit from SalE ............cociiiiiiiiii (24) 756
Investment in associates 828 852
The Group's interest in its principal associates
Audkenni hf., Borgartin 31, Reykjavik, Iceland .. 25.4% 25.4%
JCC ehf., Borgartln 19, ReyKjavik, ICEIANM ..........cooiiiiiiiiiiii e 33.3% 33.3%
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, ICEIANG ............cciiiiiiiiiiiiiic et 20.0% 20.0%
220 Fjordur ehf., Fjardargata 13-15, Hafnarfjordur, Iceland .. 37.4% 37.4%
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK ..........cooiiiiiiiiiiiiiiii e 35.3% 35.3%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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26. 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 .o 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 ..........cccceeeeviiiiieeeeeeiiiieeee e Acquired Acquired Acquired and internally

generated
Customer
relationship
Infra- and related
31.3.2020 Goodwill structure agreements  Software Total
Balance at the beginning of the year .. 669 2,383 727 4,588 8,367
AAITIONS . - - - 503 503
Additions, capitalized Salaries ............cccvviiiiiiiiiiiiie e - - - 151 151
AMOTEIZATION .ottt et e e s e e e st e e e s e nnibeeeeeeans - - (15) (180) (195)
Intangible assets ... 669 2,383 712 5,062 8,826
31.12.2019
Balance at the beginning of the year ...........c.coccooiiiiiiii 669 2,383 787 2,558 6,397
P20 [0 1110 o TR - - - 2,291 2,291
Additions, capitalized Salaries ...........ccoveeiiiiiiiii e - - - 459 459
AMOTTIZALION ...t - - (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.
27. Tax assets and tax liabilities 31.3.2020 31.12.2019
Assets  Liabilities Assets  Liabilities
Current tax ..... . - 3,130 - 3,461
Deferred tax 2 1,065 2 943
Tax assets and tax [labilitiES .........ocuuiiiiiiiiieee e eeas 2 4,195 2 4,404
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions

Financial Statements 31 March 2020 32



&
LIS

Notes to the Condensed Consolidated Interim Financial Statements

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

Assets and disposal groups held for sale 31.3.2020 31.12.2019
A2z U1 (o gl o] Lo [T g o N o OO PPN 16,664 30,657
51 e L] o= (o =] 1) S PP O PRPRRPPPPPPRIN 3,161 2,711
Solbjarg ehf. ...coeeeviiieenn. 6,942 8,676
Disposal groups Neld fOr SAIE .......iuiiiiiii ettt et et e e e 26,767 42,044
R LT =T v | (TN 1,233 1,553
(01 L= g T =] £ OO PP PPR PP 38 29
Assets and disposal groups held fOr SAIE ......iiiiiiiiiii e 28,038 43,626
Liabilities associated with disposal groups held for sale

A2z U1 (o gl o] Lo [T aTo N o PO PP P PPN 17,414 22,052
Yo ] o) = ge =] 2 TSRO PRR USRI 5,443 6,579
Liabilities associated with disposal groups held for Sale ..........cociiiiiiiiiii e 22,857 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 and appointed Citi as a sales advisor. 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.

31.3.2020 31.12.2019

Cash and balances With CENIAl BANK ..........vuuuiiiiiiiiiiiiieeeeeeeeeee et 2 9,363
(ot Ta IS (o Yol g=Te (1M Ta 1) (1 Ui o] PRI 16,264 12,563
Loans to customers ... 1,981 2,061
Financial instruments - 28
INVESTMENES IN @SSOCIALES .....vvviieiiitiiiite e s ittt e e e e e et ee e e e e ettt ee e s s et tbe et e e e s sataaeaeeaassasaeeeeeasasseeeeesassbsaeaeesaansssaeaeeennnnneens 66 66
[LaL =T To o] (oI T TSP OUPROE 4,416 4,720
L= D T £ TSP PUPPPPPTPIN 330 293
(O] 1T 1Y =Y R PRRRRRRRRRY 3,102 2,986
Assets 26,161 32,080
Elimination Within Arion BANK GIOUP ........uiieiiiiieieeeeiiiieiee e e ettt e e e sttt et e e s s sbbbeeeeeassaaeeeesaasbaeeeeessanbbbeeaeessansbbeeeesannnes (9,497) (1,423)
Valitor's CONTrHBULION 10 the GrOUP ..ouuiiiiiiieiiiie ettt ettt e et e e st e e st e e e bb e e e nbb e e e nnneeennnee s 16,664 30,657

Due to credit institutions and Central Bank 3 2
Financial [iabilities @t AN VAIUE ..........cuuviiiieiiiie et s et e e e e e e e et e e e e s et b eeeeesssntbreaaeeesnssaeeeeannnnns - 26
LI S L= o1 =R SOPPRRR 58 321
(@] a1 R [F=T o111 1 URURUPRRPRURRNY 16,986 21,712
12104 (010 T L P PPR PR 3,587 3,500
[ L1 L A= SRS 20,634 25,561

Elimination within Arion Bank Group (3,220) (3,509)

Valitor's CONTrHBULION 10 the GrOUP ..o.viiiiiiieiiiie ettt ettt et e e st e e st e e et et e e nbb e e e nneeeenneee s 17,414 22,052

12T Lo ] SQ =110 =0} V2= 11 (oL USSP 5,527 6,519

Sélbjarg 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 a holding company in the beneficial ownership of Arion Bank and is the holding company of the TravelCo group.
TravelCo was established following the collapse of Primera Air ehf. and Primera Travel Group hf. for the purpose of owning and running tour
operators in Scandinavia and Iceland. This 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 as well as
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
Solbjarg ehf., with other entities held for sale.
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28. 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.

29. Other assets 31.3.2020 31.12.2019
Property and @QUIPMENT .........oouiiiii ettt e e et e e b e e s he e sh e e e r e e n e e s e e e s ee e e e e e e e a e e aeesaee e 5,213 5,243
RIGNT Of USE @SSO ...ttt sttt s et s b e e s e e e e e e et e e aeesbeeseneene e nreeneee s 863 902
ACCOUNES TECERIVADIE ...ttt eaeaassasaaaeeeeaeneeeeeaees 4,321 3,617
UNSEtHed SECUIMIES TrAAING ... .veieiitieeiiie ettt ettt ettt e ettt e ettt e e bt e e kbt e e a bt e e ss b e e e nnteeeanseeeanneeennneeennne 5,464 3,178
Investment for life assurance policyholders where risk is held by policyholder ..............cccocooiiiiiiiiee 912 1,008
ST Lo [ V= EET=] £ SO PPR PSR 3,374 2,916
(@4 Y= = T =) £ USSP 20,147 16,864

30. Other liabilities

ACCOUNES PAYADIE ...ttt e e e ettt e e e e ek bbbt e e e e e aa bbbt e e e e e e s sb bt e e e e e an s bbe e e e e e e anbbbe e e e e e aanbbbeeeeeannes 647 654
[0 Ry a (=T Y=ol N g1 ST = Vo [ o PSP PPRTTTPTPI 32,969 365
Depositors' and INVEStOrs' GUAranNtee FUNG ..........ooiuuiiiiiiiiiiiiie et e e et e e e s s e e e e s e snbbeeeeesennnbees 183 167
B C=Te o g Tor= U o] £o) V7 1< o] o RO PP PP PR PPPPPP 16,152 14,709
Technical provision for life assurance policyholders were investment risk is held by policyholder ............cccccccveeeen. 912 1,008
VAV iaaTe (o [T qTo I = PRSP PRPTN 279 1,492
Bank levy ......... . 3,315 2,984
ACCTUEBA EXPEINSES ...vvvvteeiiitititteesaiuitteeeeeasaaeeeeeaaastbseeeeesaastbe et e e e s ssateeeeeeaassab e e eeeeaasbbeeeeeeaanbbbe e e e e e e nbbbeeee e e nbbbeeeeesnnbbbeaeeas 3,058 3,441
[ =] o Tz Uo I o [oTo] 441 R PO RO PP PP P PPPPPPROON 1,534 1,573
Impairment of Off-DAIANCE IEIMS ........ooiiii e e e e e et e e e s s bbb e e e e e s aabbeeeeeas 617 481
[T T = Vo1 AP PP RT S STPPPR 878 914
YU g o VA L= o] 1 =PSRRI 5,716 4,909
(@4 YT R T =T o 11 E A= S 66,260 32,697
Technical provision Technical Reinsurers' Total Technical Reinsurers' Total

provision share 31.3.2020 provision share 31.12.2019
Claims reported and loss adjustment eXpenses ............ccceovueenne 8,066 (264) 7,802 7,742 (221) 7,521
Claims incurred but not reported ............cccovveiieniiiiinieccee e 1,501 (82) 1,419 1,426 (82) 1,344
Claims oULStANAING ..evieiiieeiiiecee e 9,567 (346) 9,221 9,168 (303) 8,865
Provision for unearned premiums ..........ccccveiviiieeniie e 6,585 (5) 6,580 5,541 4) 5,537
Own technical provision 16,152 (351) 15,801 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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31. Borrowings

First Maturity
Currency, original nominal value issued Maturity type Terms of interest 31.3.2020 31.12.2019
ARION CBI 21, ISK 10,220 million ........ 2014 2021  Atmaturity Fixed, CPI linked, 3.50% ................ 10,258 10,176
ARION CB 22, ISK 28,720 million ......... 2015 2022  Atmaturity Fixed, 6.50% ........cccccociiiriiieniinnenne 27,749 28,264
ARION CB 24 |SK 20,180 million .......... 2019 2024 At maturity Fixed, 6.00% ........cccccocvvieriiieiiinnenns 17,198 16,060
ARION CBI 25, ISK 37,940 million ... 2017 2025  Atmaturity Fixed, CPI linked, 3.00% .... 40,632 40,213
ARION CBI 26 ISK 15,460 million 2019 2026  Atmaturity Fixed, CPI linked, 2.00% ................ 15,102 12,320
ARION CBI 29, ISK 25,220 million 2014 2029  Atmaturity Fixed, CPI linked, 3.50% ................ 27,990 27,689
ARION CBI 48, ISK 11,680 million ........ 2018 2048 Amortizing Fixed, CPI linked, 2.50% .... 10,478 10,647
53 TN (o] YA o0 XY= =To I o To T o £ PSSP PP PP TP 149,407 145,369
NOK 800 MillioN ..ccvvenviiiiiiiiieieeeeeeiiiinns 2015 2020 At maturity Floating, NIBOR +2.95% ................ 11,037 11,143
NOK 320 MillioN ...cvveviiiiiiiiieieeeeeiiiinns 2016 2020 At maturity Floating, NIBOR +1.95% ................ 4,396 4,439
EUR 300 million * .....cccoveiiiiiiiiiiieees 2017 2020 At maturity Fixed, 0.75% .......cccccovvviininienninens 6,515 5,635
SEK 300 million ........coocviiieiiiiiiiies 2017 2020 At maturity Floating, 3 month STIBOR +1.35% - 2,598
SEK 250 million ......covviiieiiiiiiiiieee, 2017 2020 At maturity Floating, 3 month STIBOR +0.75% 3,576 3,241
EUR 500 million * ... 2016 2021 At maturity Fixed, 1.625% 78,329 67,713
EUR 13 Million ...ccveveiiiieiiieiiiiceieee 2019 2021 At maturity Floating, 3. EURIBOR +0.58% ....... 2,033 1,765
NOK 750 million .....cceevvviieiiiieiiieenenn 2019 2022 At maturity Floating, NIBOR +1.82% ................ 10,285 10,382
SEK 150 million ... . 2019 2022 At maturity Floating, 3 month STIBOR +1.33% 2,152 1,949
NOK 250 million .....cceevvviieiiiieniieenen, 2017 2023 At maturity Fixed, 3.02% .......cccceevviiiiieiiieene 3,505 3,512
EUR 300 million * .....ccovveeiiiiiiieiiiiees 2018 2023 At maturity Fixed, 1.00% .......cccccovvvveiinieiinnenns 47,521 41,601
NOK 250 million ......ceevvvieeiiiieiiieeneenn 2017 2027 At maturity Fixed, 3.40% .......cccccovvveiiiiieiiieens 3,517 3,521
T T Lo T UL EoY=T oA U T =To o Yol o Lo £ 172,866 157,499
oY1 EE U 1o PR - 1,680
(@4 =Tl oo T4 {0111 g Vo 1SR PP R TPPPPPPIN 197 197
(@14 YT R T T Ta F A oYL 197 1,877
2 2o T 01V T o = OO PR PSR 322,470 304,745

* 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 23.

The book value of listed bonds was ISK 322 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 no own debts during the period (31.12.2019: ISK 39 billion).

32. Subordinated liabilities

First Call
Currency, original nominal value Issued Maturity date Terms of interest 31.3.2020 31.12.2019
SEK 500 Million .....ccccovvviiniiiiniieennee. 2018 2028 22 Nov 23 Floating, 3 month STIBOR +3.10% . 7,142 6,472
NOK 300 Million .....ccevevviierriieniicenenn 2019 2029 9 Jul 24 Floating, NIBOR +3.65% ................. 4,143 4,183
SEK 225 million ........coocviiieiiiiiiies 2019 2029 20 Dec ‘24 Floating, 3 month STIBOR +3.70% . 3,221 2,918
ARION T2l 30 ISK 4.800 million 2019 2030 4 Jan '25 Fixed, CPI linked, 3.875% .............. 4,880 4,913
ARION T2 30 ISK 880 million ... 2019 2030 4 Jan '25 Fixed, 6.75% ... 892 907
EUR S mMIllion ....cooviiiiiiiiiiiceceee 2019 2031 6 Mar '26 Fixed, 3.24% .......ccccevviiiiiiiiieiiieene 776 690
R LT VL o Lo T o I b1 (=Te M EE=Y o 11 L TIPSR 21,054 20,083
ARION AT1 USD 100 million ............... 2020 Perpetual 26 Feb '25 Fixed, 6.250% ........c.cceeviuveenineennnnn. 14,783 -
Additional Tier 1 subordinated Habiliti€S ........ooviiiiiiiiiiii 14,783 -
51U ] oYoT o [T g F=Nd=To I 1= o L1114 =SSR 35,837 20,083

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

Pledged assets against liabilities 31.3.2020 31.12.2019
Assets, pledged as collateral againSt DOITOWINGS ......c..ueiiiiiiiie e 180,615 186,902
Assets, pledged as collateral against loans from credit institutions and short POSItiONS ............cccceviiiiiiieiiie e 6,301 6,023

Pledged assets against liabilities 186,916 192,925

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 181 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 149 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.

34. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,814 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 Share Share 31.12.2019

capital premium 31.3.2020 capital  premium 2018
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 ........ccuevveiiiiiiiiiieiiiiiieee e (54) (4,326) (4,380) (41) (3,242) (3,283)
Employees stock grant ...........ccccceeeeeininns - 1) 1) - (12) (12)
Shares outstanding at the end of the period .........ccccccoeeennee. 1,719 49,615 51,334 1,773 53,942 55,715
Own shares at Period-eNd ...........cccooiieeriieiiiee e 96 41
- as proportion of issued share capital ..........cccccevvieeniieenieeenne 5.3% 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 is 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. 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.

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.
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Other information

35. Shareholders of Arion Bank 31.3.2020 31.12.2019
Taconic Capital (through TCA NEW SIAECAI S.A.1.1.) .eiueiiiiiiieiiii et bbb 23.53% 23.53%
Sculptor Capital MANAGEMENT ........cooiiiiiiiieiiet ettt ettt e et e e et et e e st b et e aa b et e as b e e e aa b et e aabeeeenbeeeaabeeesabeeesbneennne 9.53% 9.53%
L1 [o [ 13237 43 [o Lo LU PP O PRSPPI 9.14% 8.79%
ATON DANKI N Lo e s 5.28% 2.27%
LifeyriSSJOAUI VEIZIUNGIMANNA .......viiiiiiiieiiit ettt ettt bt e h bt et e ekt e 1 h bt e e bt e e ekt e e sa b et e e bb e e e nbb e e e anbeeeaiee 5.10% 3.67%
Lifeyrissjodur StarfSMaNNa MKISINS .........oouiieiiiie ittt e et et e e be e e ettt e e aab e e aabneeanneeannnee 4.99% 3.47%
SHOTIT N, ettt e et h R Lo bbbttt h et e bttt 4.73% 4.96%
Goldman Sachs INLEINALIONAL ...........coiiiiiii e e e e saee e 3.16% 3.72%
Eaton Vance funds ....... 2.89% 3.23%
Frjélsi lifeyrissjodurinn 2.30% 2.18%
SEAPT TITFEYIISSJOUU ...ttt e b e s e e et e s be e s e e et e e s be e s e e e e e s seesaneeaneas 2.30% 1.89%
Lansdowne partners .. . 2.02% 5.02%
2T oW 11 (=3[ o [ PSSP PSSPPRRY 1.68% 1.32%
53 TR T =TS =T {1 = o T o PSPPSR 1.56% 2.46%
HVAIUE N, ettt bt bt a btk H e bbb e s etk h it b bbb bt nr s 1.45% 1.45%
MAINFIFSE BANK AG ...ttt sttt h e s b e s e s e e e e et e e b e e sbe e s ee e e s ne e sreenreeeseeeaneeneeas 1.09% 1.09%
TSIANASDANKI FIf. ...ttt e ettt b bbb bbb bbbttt et bbb bbbttt 0.84% 1.00%
JUpiter rekstrarfelag hif. ... e 0.77% 1.10%
FaN 4 (=T 241 PP RUSO R OPOUROPRRPRTURPTOPITS 0.00% 0.41%
Other shareholders with less than 1% Shareholding ...........cccooiiiiiiiiii e 17.64% 18.92%

100.0% 100.0%

36. 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

The former chairman of the Board of BM Valla hf., together with Lindarfl6ét 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 Court of Appeal. In June 2018 the Court of Appeal 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 Court of Appeal. In December 2019 the Court of Appeal 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. The Bank believes the result will be the same
in both cases and that it will be acquitted of the plaintiffs’ claims, as in the first case. No provision has therefore been made.

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 Court of Appeal 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 Court of Appeal, 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. Should the defendants be found liable for damages, they would be jointly responsible. Therefore
the Bank has not made any provision.
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37. Events after the reporting period

On 4 May 2020 Valitor Group announced that it had signed an agreement to sell the operations of Valitor in Denmark, Valitor A/S. The
Valitor Group is classified as an asset held for sale in these Consolidated Interim Financial Statements and thus the sale will have no effect
on net earnings from continuing operations of the Arion Bank Group. The operation of Valitor A/S contributed a net loss for the years 2018
and 2019. The sale will have a minor effect on the total assets of the Group. The commercial terms of the sale are confidential but the
Group is currently estimating the financial effects of the sale of the entity.

Off balance sheet information

38. Commitments

Financial guarantees, unused credit facilities and undrawn loan commitments 31.3.2020 31.12.2019
FINANCIAI QUAIANTEES ......eiiiiiiiitiie ettt ekttt e bt e e bt e e e bt e et e e okt e e ekt e e eab e e e st e e e nneeenaneeennneeens 16,544 15,097
[0 a1V T Yo oLV =T (o = i RPN 47,418 44,923
Undrawn loan commitments 54,982 54,101
Financial guarantees, unused credit facilities and undrawn loan COMMItMENtS ........ccceeeviiiiiiieeiiiiiieee s 118,944 114,121

39. Assets under management and under custody

ASSELS UNAET MANAGEIMENT ..uiiiiiiieeiiiieiet e e s sttt et e e e e sttt et e e e e e aaeeeeeeaasbbb et eeessabb b e et e e e aassbeeeeeeeassbbeeeeeeansbbbeeeeesansbbeeeeeennes 998,977 1,013,101
ASSEES UNAET CUSTOTY ...vviiieiiiiiiiieeeiiiiiit e e e ettt e e e ettt et e e s sttt e e e e s st et e e e e e sbb ittt e e e e anbbbe e e e e e s anbbb e e e e e eansbbeeeeeeansbaeeeeesannbbnes 1,444,998 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

40. 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 (23.53%).

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
31.3.2020 Assets  Liabilities balance
Board of Directors and key Management personnel ............ccccooviiiiiiiiiieiieseeee e 125 (403) (278)
Associates and other related parties - (171) a71)
Balances With related PArti€s .........oiiiiiiiiiiiiiiii e et e e s et e e e s st e e e e e s aabaees 125 (574) (449)
31.12.2019
Board of Directors and key Management personnel ... 184 (252) (68)
Associates and other related PArtIES ...........cociiiiiiiii e - (59) (59)
Balances With related PArti€S ........c.iiiiiiiiiie e 184 (311) (127)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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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 operations the Group 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.

41. 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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41. 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
31.3.2020 exposure securities estate vessels collateral collateral
Cash and balances with Central Bank ..........cccooeeevvviiiiieeeeeeieinnnnn, 118,174 - - - - -
Loans to credit INSEULIONS .........ovviiiiiiiiiieeee e 33,797 - - - - -
Loans to customers at amortized COSt ...........ceeeeeeeiviiiiiieeeeeeieinnnn, 778,823 21,505 543,290 52,590 89,986 707,371
INAIVIAUAIS .o 374,005 57 334,541 7 11,594 346,199
(0] 4 s Jo] = 1 (=1 T PRSP R PP TPPPPRPRPPNE 404,818 21,448 208,749 52,583 78,392 361,172
Real estate activities and construction ...........cceeeeevveeeeeecccieeeeeeees 127,820 1,521 114,068 55 8,727 124,371
Fishing industry 86,167 49 12,100 52,097 19,225 83,471
Information and communication technology . 18,615 92 3,844 - 4,017 7,953
Wholesale and retail trade 60,006 90 34,065 8 20,159 54,322
Financial and insurance activities 37,125 19,624 7,992 - 8,535 36,151
Industry, energy and manufacturing 31,664 34 17,755 - 8,138 25,927
Transportation .. 12,126 - 885 314 3,620 4,819
Services ........ 17,042 34 9,051 109 5,333 14,527
Public sector 6,583 4 2,167 - 223 2,394
Agriculture and fOreStrY ........ccoecvvieiieiie e 7,670 - 6,822 - 415 7,237
Other assets with credit riSK ..........ccooeeeiiiiiiiiie i 12,032 - - - - -
Financial quarantees ..........cccocuvveieeiiiiiiiee e 16,544 2,288 6,660 1,450 3,637 13,935
Undrawn loan commitments and unused overdrafts ................... 102,400 - - - - -
Fair value through OCI ..........occiiiiiiiiiiiiieeceeeee e 112,712 - - - - -
GovernMENt BONAS ..........covuviiiiiiiiiiie e 103,793 - - - - -
Corporate and finance bonds ............cccccovvieiieiiiinice e 8,919 - - - - -
Balance at the end of the period ..........ccocveiiiiiiiciiiie 1,174,482 23,793 549,950 54,040 93,523 721,306
31.12.2019
Cash and balances with Central Bank 95,717 - - - - -
Loans to credit iNSHEULIONS .........covviieiiiieiiieeeese e 17,947 - - - - -
Loans to customers at amortized COSt ............eeevveveveeeeeeeeeeeeeeeenes 773,955 20,792 544,723 54,601 73,091 693,207
INAIVIAUAIS ..ot 368,569 198 328,243 13 10,996 339,450
COIPOFALES ....eiiieeiiiiiiii ettt 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 ........ccccceeviiiiniciciecn 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 .........ccooeeeeiiiiieiiiiiieees 8,675 - - - - -
Financial QUArantees ..........cccovvveeiiiieiiiee 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 .........cooiiiiiiiiiieee e 48,894 - - - - -
Government bonds .... 41,417 - - - - -
Corporate and finance bonds ............ccccvvviiiiieiiiniiiee s 7,477 - - - - -
Balance at the end of the year ........cccccoooiiiiiiice 1,059,309 23,024 551,045 56,004 75,353 705,426
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41. 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.

31.03.2020 31.12.2019

Gross Thereof Gross Thereof

carrying credit carrying credit

amount  impaired amount impaired

LSS thaN 500 ...eeiuviieeitiie et et e et e e st e st e st e e et e e e s st e e st ee e nnee e nn e e e nnb e e nnteeeataeeanee 117,722 1,472 119,734 1,283
LT O R 0L ST PR 131,617 2,510 130,257 2,546
T090Y0 ..ot e ettt e et — et e e t— e et e e e at e e e nteeantteeeatbeeeanbeaennraeenraen 71,407 1,233 63,099 1,131
L0 00 R PSSO POPRRRt 7,924 154 7,369 170
0 0L USSP OTRRRP 2,743 20 2,658 60
More than 110% . 9,604 759 10,873 698
NOT CIASSIFIEA ...t ettt e e e sttt e e e e st e e e e e ennaeeeeeeeans 43 4 47 -
Balance at the end of the Period ...........ccoooiiiiiiiii e 341,060 6,152 334,037 5,888

At the end of the period the gross carrying amount of assets in stage 3 are ISK 22,489 million (31.3.2019: ISK 20,155 million) with ISK
15,207 million in collateral (31.3.2019: ISK 13,618 million), there of ISK 13,243 million in real estates (31.3.2019: 11,719 million).

Collateral repossessed

During the period the Group took possession of assets due to foreclosures. The total amounts of real estates the Group took possession of
during the period and still holds at the end of the period amount to ISK 8 million (31.3.2019: ISK 501 million) and in other assets ISK 12
million (31.3.2019: ISK 9 million). The assets are held for sale, see Note 28.

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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41. Credit risk, continued
Credit quality profile by rating class Financial
Cash and Loans to instru-
31.3.2020 balances credit ments at

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

Investment grade ......... 118,174 30,336 112,721
Non-investment grade - 3,513 -
GrOSS CANTYING @MOUNT ...eiiiiiie ittt ettt ea e e sb e e e aae e e e e bt e e e ab bt e e ah b et e sabe e e snb e e e enbeeeanneeeanneeeas 118,174 33,849 112,721
LOSS @IOWAINCE ....eeeiiiiiiiite ettt ettt ettt e e ettt e e e ettt e e e e ek bbbt e e e e e R bbbt e e e e et r e e e e e e nneeee s - (52) 9)
Book value 118,174 33,797 112,712
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0to 1 (Grades AAA 10 BBB-) .....ccooiiiiiiiiiiiiieeecee e 345,063 11,687 - - 356,750
Risk class 2 (Grades BB+ 10 BB-) ......cccccooiiiiiiiieiiiieeiiie e 171,169 68,536 - 40 239,745
Risk class 3 (Grades B+ 10 B-) ...ccccueiiiiiiiiiiiciiee e 85,777 41,815 - 62 127,654
Risk class 4 (Grades CCC+ 10 CCC-) ..cuuiiiiiiiiriiiiieiee e 8,708 19,588 322 150 28,768
RISK ClaSS 5 (DD) ...eeeiueeeeiuieeeiiiee ettt ettt e et e st e e snteeenneeeas 1 - 22,162 491 22,654
L8731 1= RPN 8,956 6,530 - - 15,486
GrOSS Carrying @mMOUNT ..occiiiiiiiiiees ittt e e e et e e e st e e e e s s sbbb e e e e s s nnebreeeeeannnes 619,674 148,156 22,484 743 791,057
LOSS @lIOWANCE ....eeeeiiiiiiiie ettt e et e e e e s e e e e e saneeeeeeennnes (1,821) (2,295) (7,892) (226) (12,234)
BOOK VAIUE ...ttt 617,853 145,861 14,592 517 778,823
Loans to customers - Individuals
Risk class 0 t0 1 (Grades AAA t0 BBB-) ......ccooiiiiiiiiiiiiiiiiiee i 272,160 2,529 - - 274,689
Risk class 2 (Grades BB+ t0 BB-) .......ccccviiiiiiiiiiiiiiiieee e 61,679 3,377 - 40 65,096
Risk class 3 (Grades B+ 10 B-) ....ccccuviiiiiiiiiiiiiiee e 13,965 3,439 - 62 17,466
Risk class 4 (Grades CCC+ to CCC-) . . 4,237 7,771 322 150 12,480
RISK ClaSS 5 (DD) ..cuueiiueieiiieiieiiie sttt ettt - - 7,198 491 7,689
UNFAEEA ...t 88 56 - - 144
GroSS Carrying @mMOUNT ......ceiiiiieiiiieiiiee e et ee st et e st eesnbeeesneee e 352,129 17,172 7,520 743 377,564
Loss allowance .... . (970) (518) (1,845) (226) (3,559)
BOOK VAIUE ..ttt e e e et e e e e ntraee e 351,159 16,654 5,675 517 374,005
Loans to customers - Companies and sovereign
Risk class 0 to 1 (Grades AAA to BBB-) . 72,903 9,158 - - 82,061
Risk class 2 (Grades BB+ 10 BB-) .......cccccocuiiiieiienii e 109,490 65,159 - - 174,649
Risk class 3 (Grades B+ 10 B-) ......coocuiiiiiiiiiiiieiieneeee e 71,812 38,376 - - 110,188
Risk class 4 (Grades CCC+ 10 CCC-) ...uuiriiiiieiiiiiiiie e 4,471 11,817 - - 16,288
RISK ClaSS 5 (DD) ...eeeiuieieiiieeeiieeieitee ettt ettt e et enees 1 - 14,964 - 14,965
[0 a1 (=T RN 8,868 6,474 - - 15,342
Gross carrying amount .. 267,545 130,984 14,964 - 413,493
LOSS @lIOWANCE ...t (851) ,777) (6,047) - (8,675)
BOOK VAIUE ..ttt 266,694 129,207 8,917 - 404,818
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 (Grades AAA 10 BBB-) ......ccceviiiiiiiiiiiicieecece e 53,202 1,335 - - 54,537
Risk class 2 t0 4 (Grades BB+ t0 CCC-) ..ovcuvveriireiiieeiiieesiieeesieeesnieeesiee e 37,245 12,633 1,839 - 51,717
Unrated . 8,298 4,392 - - 12,690
GroSS Carrying @mMOUNT ...ccooiiiiiiieesiiiie et e e e s e e e e e 98,745 18,360 1,839 - 118,944
LOSS @lIOWANCE ...ttt (245) (279) (92) - (616)
BOOK VAIUE ..ottt ettt e 98,500 18,081 1,747 - 118,328
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41. 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 GIAAE .....eeeieiiie ittt ettt e bt ekt e e ab et e a bt e e st e e e e aa e e e esbe e e s beeesnbneeanee 95,717 16,099 48,900
NON-INVESTMENT GrAUE ..ottt ettt b ettt et e et e e bt e ekt e abb e e e sab e e enteeenneee s - 1,864 -
GrOSS CAITYiNG @IMOUNT cooeieiiieiee ettt e e ettt e sttt e e e e b e e e e e e st b b et ee e s e bbb e et e e e s aabbb et e e e e ansbbeeeeeeensbaneeeas 95,717 17,963 48,900
LOSS AIIOWANCE ...ttt ekttt et e ekt Rttt b e ennes - (16) (6)
Book value 95,717 17,947 48,894
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 t0 1 - (Grades AAA t0 BBB-) ......ccceeiiiiiiiiiieiiieenieeeeee e 369,623 981 - - 370,604
Risk class 2 - (Grades BB+ 10 BB-) .....cccccceeveeriieiieeieeieeniee e siee e 196,133 35,291 - 81 231,505
Risk class 3 - (Grades B+ 10 B-) ....c.ooviiiiiiiicieecee e 94,515 37,100 - 39 131,654
Risk class 4 - (Grades CCC+ t0 CCC-) ...uviiiiiiiiiiiieeiiieeeiiieeniiee e siee et 11,669 15,828 - 114 27,611
RISK ClaSS 5 = (DD) ...veeeiutiieiiiieeiiee et ee ettt sttt ettt e et eeenaeeennaeeenne 2 - 20,158 503 20,663
[T = LT PSSR 661 426 2 - 1,089
GrOSS Carrying @mMOUNT ..occoiiiiiiiiees ittt e e e et e e e e s et e e e e s s sbbb e e e e s s bbb eeeeeannnes 672,603 89,626 20,160 737 783,126
LOSS @lIOWANCE ...t (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-) ......ccooiiiiiiiiiiiiiiiiiee st 272,967 723 - - 273,690
Risk class 2 (Grades BB+ t0 BB-) .......cccccooiiiiiiiiiiiiiiiieee e 60,165 2,257 - 81 62,503
Risk class 3 (Grades B+ 10 B-) ....coocuiiiiiiiiiiiiiiiee e 13,882 3,125 - 39 17,046
Risk class 4 (Grades CCC+ t0 CCC-) ..uiiiiiiiiiiiiieiiiiiiiiie e iiiiee e eiiieeee e 4,156 6,573 - 114 10,843
Risk class 5 (DD) . . - - 6,450 503 6,953
UNTAEEA ...ttt 25 54 2 - 81
GroSS Carrying @mMOUNT ......oeiiuiieiiiieiiree et ee et ee et e et e st e et eesneee e 351,195 12,732 6,452 737 371,116
LOSS @lIOWANCE ...eooiiiiiiiiiiee ittt ettt e ee e (418) (319) (1,601) (209) (2,547)
BOOK VAIUE ..ttt et e e e e e e e e nrbaea e 350,777 12,413 4,851 528 368,569
Loans to customers - Companies and sovereign
Risk class 0to 1 (Grades AAA 10 BBB-) ......ccccooieiiieiiiiiieeecee 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-) ......coocuiiiiiiiiiiieiee e 80,633 33,975 - - 114,608
Risk class 4 (Grades CCC+ 10 CCC-) ...uuiriiiiieiiiiiiiie e 7,513 9,255 - - 16,768
RISK ClaSS 5 (DD) ...eeeiuieieiiieeeiieeieitee ettt ettt e et enees 2 - 13,708 - 13,710
[0 a1 (=T RN 636 372 - - 1,008
GroSS Carrying @mMOUNT ...cooouviiiieeiiiiiiiee et e e ee e et e e sabaeeeeeas 321,408 76,894 13,708 - 412,010
LOSS @lIOWANCE ... e s (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-) .....cccceeiiiiiiiiiieiiiceeeceee e 53,650 1 - - 53,651
Risk class 2 t0 4 - (Grades BB+ 10 CCC-) ...cccvevviiiiiiiieiiiieniieesee e 43,205 8,349 1,790 - 53,344
[ Yo N 5,688 1,438 - - 7,126
GroSS Carrying @mMOUNT ......coiiuiiaiiiieiire ettt ettt e e 102,543 9,788 1,790 - 114,121
LOSS @lIOWANCE ......oeiiiiiiiiiiie s (165) (244) (73) - (482)
BOOK VAIUE ...ttt 102,378 9,544 1,717 - 113,639
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41. 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
31.3.2020 amount allowance amount allowance amount  allowance allowance value
Loans to credit instit., securities & cash ... 264,744 (61) - - - - (61) 264,683
INAIVIAUAIS ....oooiiiiiiiieie e 352,129 (970) 17,425 (522) 8,011 (2,068) (3,560) 374,005
MOPQAgE ...eeeiiieeeiieeeeeee e 300,224 (162) 12,949 (112) 4,709 (275) (549) 317,333
Other ..o 51,905 (808) 4,476 (410) 3,302 (1,793) (3,011) 56,672
Companies and Sovereign ...........ccoceeenee 267,544 (851) 130,986 (1,778) 14,964 (6,047) (8,676) 404,818
Real estate activities and construction . 86,777 (198) 39,468 (351) 2,758 (634) (1,183) 127,820
Fishing industry .........cccoceeviiicininennnn. 55,321 (199) 30,770 (333) 1,098 (490) (1,022) 86,167
Information and communication technolo¢ 17,899 (39) 733 (54) 296 (220) (313) 18,615
Wholesale and retail trade ................... 28,571 (138) 29,145 (480) 4,323 (1,415) (2,033) 60,006
Financial and insurance activities ......... 26,392 77) 10,658 (249) 545 (144) (470) 37,125
Industry, energy and manufacturing ..... 29,103 (61) 2,095 (21) 1,269 (721) (803) 31,664
Transportation .........cccceeveeeeriveeniieens 2,107 (29) 9,392 (75) 1,334 (613) (707) 12,126
Services ....... 10,110 (35) 6,654 (122) 1,721 (1,286) (1,443) 17,042
Public Sector 5,483 (73) 1,099 (70) 201 (57) (200) 6,583
Agriculture and forestry ..............ccoe.. 5,781 (12) 972 (23) 1,419 (467) (502) 7,670
Balance at the end of the period ........... 884,417 (1,882) 148,411 (2,300) 22,975 (8,115) (12,297) 1,043,506
31.12.2019
Loans to credit instit., securities & cash ... 162,580 (22) - - - - (22) 162,558
INAIVIdUAIS ....oooviiiiiiiieiie e 351,193 (418) 12,967 (319) 6,957 (1,811) (2,548) 368,569
MOPGAGE ...veeeeieeeieeeiee e 296,826 (45) 9,095 (62) 4,641 (260) (367) 310,195
Other ..o 54,367 (373) 3,872 (257) 2,316 (1,551) (2,181) 58,374
Companies and Sovereign ..........ccceceeennne 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 .........ccccccoeeiniiiiiennens 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 ...........ccccevveevecneencnnennn. 9,259 (27) 1,252 (13) 1,162 (567) (607) 11,066
SEIVICES oiiiiieeiiieeeiee et 13,138 (35) 4,077 (20) 1,795 (1,375) (1,430) 17,580
Public SeCtor .........ccccceviiiiiiiiiiiiis 8,093 (58) 445 4) 197 (56) (118) 8,617
Agriculture and forestry ..............ccoe... 5,832 (8) 895 (8) 1,217 (271) (287) 7,657
Balance at the end of the period 835,181 (994) 89,861 (921) 20,662 (7,275) (9,190) 936,513
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41. Credit risk, continued

The following tables 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 years.

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 doing so, the Bank has estimated the effects of the governmental
stimulus programs, public and private payment moratoria and other actions on its key macro factor, unemployment. It is assumed that there
will be a sharp increase in unemployment which will quickly recover, to an extent, as quarantine restrictions and travel bans are eased.
Unemployment levels previously associated with a pessimistic scenario now define the baseline scenario. A new pessimistic scenario has
been defined. These 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 exposure has significantly increased in credit risk and has taken this into
consideration in the Q1 2020 provision calculations. The extent of the related impact on other industries and supporting businesses is
unclear. The Bank continues to monitor developments closely and will adjust its provisions accordingly.

31.3.2020
Impairment loss allowance * Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year 1,182 1,166 7,141 209 9,698
Transfers of financial assets:

Transfers to Stage 1 (12-month ECL) ...cceevvveiiiiiiiiiieiiiiieeee e 426 (395) (31) - -

Transfers to Stage 2 (lifetime ECL) ......ooocuvviiieiiiiiiiiiee e (192) 196 4) - -

Transfers to Stage 3 (credit impaired financial assets) ..........cccccocvvevieeene (21) (115) 136 - -
Net remeasurement of 10SS AllOWANCE ** ..........coeviiiiiiiiiiiiieceeeee s 601 1,640 969 12 3,222
New financial assets, originated or purchased .. 193 44 104 - 341
Derecognitions and MAatUrItIes ...........cccviiiiiiiiiiie e (103) 27) (321) - (451)
WWHIEE-OFFS ™% Lottt ettt - 1) (353) - (354)
Foreign exchange difference ...........ccooveiiiiiiiiiiicc e 25 66 343 5 439
Impairment 10Ss allowancCe *** ... 2,111 2,574 7,984 226 12,895
Impairment loss allowances for assets only carrying 12-month ECL ............... 61 - - - 61
Total impairment 0SS aAllOWANCE ........cooiiiiiiiiiiiice e 2,172 2,574 7,984 226 12,956

* 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 132 million due to unwinding of interest income.
*** During the period an amount of ISK 336 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.
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41. Credit risk, continued

Impairment loss allowance for loans to customers
Balance at the beginning of the year ............ccccccoviiiiiiin,
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...cccceviiiiiiiieiiiieiee e
Transfers to Stage 2 (lifetime ECL) ......coovviiiiiiiiiiiieiieeeieeeeeeeee
Transfers to Stage 3 (credit impaired financial assets) ....
Net remeasurement of l0SS allowance ..............ccccooiviiiiiiiciiccccce
New financial assets, originated or purchased ...........ccccccovviiiiieeniieennns
Derecognitions and Maturities ...........c.cceeiiieiiiiiniee e
WIE-OFFS ..
Foreign exchange differences ...........ccooueiiiiiiiiiiiii e

Total loss allowance for loans to customers ..

Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ............cccccooviie
Transfers of financial assets

Transfers to Stage 1 (12-month ECL) ......cccocevviiiiiiiiiiiiiieces

Transfers to Stage 2 (lifetime ECL) .......ccccceveeniiiiiieeeeeee

Transfers to Stage 3 (credit impaired financial assets) .
Net remeasurement of loss allowance ............ccccooveieiniiie e,
New financial assets, originated or purchased .............ccccccoocviiiiieens
Derecognitions and Maturities ...........cccccoeiiiiiiiieiie e
WWIEE-0FFS .ottt
Foreign exchange differences ............cccoovveiieiiciiiiiicic e

Total loss allowance for individuals

Impairment loss allowance for loans to customers - Companies and sovereign

Balance at the beginning of the year ..........ccccoevvciiiiiiiiie e
Transfers of financial assets

Transfers to Stage 1 (12-month ECL) .....ccevviieiiiiieiiiieevieeeneeen

Transfers to Stage 2 (lifetime ECL) .......ccocceevveiiiiiiicieeeeeee

Transfers to Stage 3 (credit impaired financial assets) . .
Net remeasurement of 10SS alloWanCe ...........ccccevvvieiiieeiniie e
New financial assets, originated or purchased .............ccccccoviviiiiieens
Derecognitions and maturities .
WWIIEE-OFFS ettt
Foreign exchange differences ............cccooeiiiiiiiiiiiec e

Total loss allowance for companies and sovereign

Impairment loss allowance for loan commitments, guarantees and unused credit facilities

Balance at the beginning of the year .........ccccccoviiiiiiie
Transfers

Transfers to 12-month ECL .......ccooiiiiiiiiiiiiee e

Transfers to lifetime ECL .......coocviiiiiiiiiiceeeeceee e

Transfers to credit impaired ....
Net remeasurement of 10SS allOWANCE ...........ccceeviiiiiiiiiiiiieiee e
New financial commitments originated ...........ccccooviviieeeiiiiiiiie e
Derecognitions and Maturities ...........c.ccveiiieiiiie e
Foreign exchange differences ...........ccoovviiiiiiiiiiciiic e
Total loss allowance for loan commit., guarantees, unused cr. facilitie

Large exposures

A

Stage 1 Stage 2 Stage 3 POCI Total
974 921 7,067 209 9,171
375 (345) (30) - -
(182) 186 4) - -
(20) (115) 135 - -
561 1,575 959 12 3,107
143 34 104 - 281
(49) (24) (320) - (393)
- 1) (353) - (354)
19 64 334 5 422
1,821 2,295 7,892 226 12,234
418 319 1,601 209 2,547
266 (236) (30) - -
(76) 80 4) - -
(12) (73) 85 - -
336 442 306 12 1,096
57 1 3 - 61
(20) (15) (44) - (79)
- 1) (105) - (106)

1 - 34 5 40
970 517 1,846 226 3,559
556 602 5,466 - 6,624
109 (109) - - -
(106) 106 - - -
(8) (42) 50 - -
225 1,133 653 - 2,011
86 33 101 - 220
(29) 9) (276) - (314)
; - (248) - (248)
18 64 300 - 382
851 1,778 6,046 - 8,675
163 245 74 - 482
51 (50) 1) - -
(10) 10 - - -
) - 1 - -
40 65 10 - 115
50 10 - - 60
(54) (3 (1) - (58)
6 2 9 - 17
245 279 92 - 616

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 20.5 billion (10.4% 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 (10.4% of

eligible capital) after taking into account eligible credit risk mitigation.
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42. 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 shortens 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 23, 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.

31.3.2020 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ...........cccccevevvviiiiiii, 113,800 - - - - 113,800
Loans to credit iNSttUtIONS .........ccoviiiiieee e, 33,797 - - - - 33,797
Loans to customers ......... 506,666 82,655 157,437 9,295 27,054 783,107
Financial instruments 63,924 31,474 11,283 1,467 4,587 112,735
ASSEES ottt 718,187 114,129 168,720 10,762 31,641 1,043,439
Liabilities
Due to credit institutions and Central Bank ...............ccccccvveeneeenns 8,323 - - - - 8,323
Deposits ....... 481,581 45,620 9,491 1,487 1,133 539,312
Borrowings 37,403 - 188,305 94,291 11,442 331,441
Subordinated abilities ............oeeeiiiiiiiiiiiiee e 9,235 - 3,625 9,465 9,238 31,563
LiabilitieS .ooiiiiiiiiee e 536,542 45,620 201,421 105,243 21,813 910,639
Derivatives and other off-balance sheet items (net position) . (124,588) - 120,471 5,716 - 1,599
NEt INTEreSt gap .ocvvvvvieiiiiiieie e 57,057 68,509 87,770 (88,765) 9,828 134,399
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. 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 INSEULIONS .........covviiiiiiiiiieeeeeeeeee e 17,947 - - - - 17,947
LOANS 10 CUSTOMEIS ...vviieiiiie i eiiieeeeieeeesiiee e e snteeestae 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
ASSELES ..ot 631,864 93,885 157,758 10,226 41,958 935,691
Liabilities

Due to credit institutions and Central Bank ...............ccooevveereennns 5,984 - - - - 5,984
(DT oo | USRI 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 ...........cceeveeeiiiiiiiiiiiiiiie . 13,975 - - 6,202 - 20,177
Li@DITIEIES ©vvviiiiiieiiie 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 INLErESt GAP vvieiriieiiiie ittt 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

31.3.2020 31.12.2019

NPV change -100 bps  +100 bps -100 bps  +100 bps
ISK, CPI iNAEX-NNKEA ...ttt (3,319) 2,861 (3,198) 2,651
ISK, NON iNeX-NNKEA .......oooiiiiiiiiee e 7) 90 (135) 210
Foreign currencies 545 (538) 365 (392)
NIl change

ISK, CPI index-linked (1,057) 684 (751) 719
ISK, Non index-linked (2,177) 791 (1,078) 434
FOr@IGN CUIMTEINCIES ......oiiiiiiie ittt s 249 (249) 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.

31.3.2020 31.12.2019
Currency -100 bps  +100 bps -100 bps  +100 bps
ISK, CPIINAEX-INKEA ..ottt 60 (50) 83 (74)
ISK, NON INAEX-TNKE ...ttt 188 a77) 107 (100)
FOT@IGN CUITENCIES ...ttt ettt e e e e e e e st 30 (30) 77) 73
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. 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

31.3.2020 Uptol 1to5 Over 5

Assets, CPI index-linked year years years Total
[0 T= T g IS (o o1 Y (0] 1 1 =T £ TR PPPRN 18,956 56,837 208,076 283,869
Financial instruments ... 12,087 - - 12,087
Off-balance sheet position .. (267) (1,167) - (1,434)
Assets, CPLINAEX-IINKEA .........oiiiiiiiiiii et e e aaee e e e e 30,776 55,670 208,076 294,522
Liabilities, CPI index-linked

(=T oo LS| PRSPPI 78,177 13,163 2,633 93,973
BOITOWINGS ...ttt ettt ettt e et et e e e sttt e sm bt esn bt e snbe e e anbeeesnneeeenneeeenneeennne 271 11,421 92,965 104,657
Subordinated HADIlItIES ...........vuvviiiiiiiiiiieiiee e - - 4,880 4,880
(0131 PR OTPRPRPIN 1,139 209 1,429 2,777
Off-balance Sheet POSItION .........ccuiiiiiiie e 794 5,652 107 6,553
Liabilities, CPIINAEX-IINKE .......cc.uuiiiiiiiiiiiiee e 80,381 30,445 102,014 212,840
Net on-balance ShEet POSITION .........oiiiiiiiiii e (48,544) 32,044 106,169 89,669
Net off-balance sheet POSItION ...........c.cooiiiiiiiiii e (1,061) (6,819) (107) (7,987)
CPIBAIANCE ...ttt ettt e ekt e e e sttt e e e e et bbbt e e e e e enbb bt e e e e s nnbbeeeee s (49,605) 25,225 106,062 81,682
CPI Balance for prudential consolidation, which excludes insurance operations * ... (48,534) 21,551 102,418 75,436
31.12.2019

Assets, CPI index-linked

(o= L g IS (o o1 £y (0] 1 1 1=T £ PR PPPRN 18,945 57,405 207,514 283,864
FINANCIAI INSTIUMEBNES ....ueiiiiiiiie et e ettt e e e e e e et e e e s e e ab e eeeenaans 13,647 - - 13,647
PN = F R O o T Lo L=y G 1T =T I 32,592 57,405 207,514 297,511
Liabilities, CPI index-linked

(=T 0oL RSP PPRN 75,944 13,381 2,582 91,907
Borrowings . 269 11,329 89,644 101,242
Subordinated HaDIlItIES ............uvvirieeiiiiiiieieeeeeeeeeee e - - 4913 4,913
(0131 PP SOPPRPRPIN 1,046 210 1,427 2,683
Off-balance sheet position 1,036 6,675 125 7,836
Liabilities, CPlIindexed INKEA .........coooiiiiiieieecccc et eeeeeeereeeeeeeees 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 ........ccuiiiiiiiiiiii e (1,036) (6,675) (125) (7,836)

CPIBAIANCE ...ttt st e et (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)

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. 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

31.3.2020
Financial assets

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

Loans to credit institutions .......................
Loans to CUStOMErS .......ccceeeeveeecrreeeiinenn,
Financial instruments ...........cccccccceeevnee...
Other financial assets .............ccccvveeeeennns
Financial assets .......ccccovvvveeriiiiiiienennnns

Financial liabilities

Due to credit inst. and Central Bank ........
DEPOSIES ..vvvveeeiiiiiiiiie e
Financial liabilities at fair value ................
Other financial liabilities .............ccccceeennne
BOITOWINGS ..oooviiiiiiiiieei it
Subordinated liabilities ............ccccceevvnnnen.
Financial liabilities .........cccccocevivveeiiiinnns

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

Net POSItiON ..o

Non-financial assets

Investment property ..........ccccceeeeiiiiinnnn,
Investments in associates ..
Intangible assets .........cccoccvvveiiiiiinn,
TaX @SSELS evvviiieeeeeeeiie e
Assets and disposal groups

held for sale .........cccecvvveeeeenciiiee e,
Other non financial assets ............c.cc.......

Non-financial assets ........ccccccovvvveeeennnns

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

groups held for sale ..........ccccceeviivneeennn.
Other non-financial liabilities ...................
Shareholders' equity ..........cccccevvveinniennnns
Non-controlling interest ...........ccccocveennnee.
Non-financial liabilities and equity .......
Intangible assets of Valitor in foreign

operation excluded * ............cccceeviineene
Management reporting

of currency risk ** .......cccoeevviiiniieenns

ISK EUR usD GBP DKK NOK Other Total
115,728 1,140 505 356 107 62 276 118,174
4,289 14,728 7,889 1,560 1,356 527 3,448 33,797
605,302 115,619 41,909 4,289 5,622 33 6,049 778,823
111,183 18,394 49,056 13 29 13272 109 192,056
9,824 2,071 122 - 9 5 1 12,032
846,326 151,952 99,481 6,218 7,123 13,899 9,883 1,134,882
5,279 469 2,560 14 - - 1 8,323
450,068 35,722 42,239 2,338 3,441 3,214 2,290 539,312
2,069 1,388 1,129 39 - - 62 4,687
37,316 904 964 246 329 69 121 39,949
149,603 134,398 - - - 32,740 5729 322,470
5,772 776 14,783 - - 4,143 10,363 35,837
650,107 173,657 61,675 2,637 3,770 40,166 18,566 950,578
196,219 (21,705) 37,806 3,581 3,353  (26,267) (8,683)
(10,343) 20,789  (37,918) (3,658)  (3,851) 26,219 8,762
185,876 (916) (112) 77 (498) (48) 79
7,129 - - - - - - 7,129
828 - - - - - - 828
8,826 - - - - - - 8,826
2 - - - - - - 2
15,489 9,315 218 2,739 260 11 6 28,038
7,947 77 20 49 - 19 3 8,115
40,221 9,392 238 2,788 260 30 9 52,938
4,195 - - - - - - 4,195
11,356 7,903 135 2,579 - 398 486 22,857
26,111 149 47 - 5 - (1 26,311
183,702 - - - - - - 183,702
177 - - - - - - 177
225,541 8,052 182 2,579 5 398 485 237,242
1,534 - - (1,534) - - -
2,090 424 (56)  (1,402) (243) (416) (397)

* 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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42. Market risk, continued

31.12.2019
Financial assets

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

Financial assets ........ccccovvvveeeiiiiiiieeennns

Financial liabilities

Due to credit inst. and Central Bank ........
Deposits
Financial liabilities at fair value
Other financial liabilities .............cccceeeennns
BOIMOWINGS .....oveiieiiiiiiieeeeee e
Subordinated liabilities .............ccccovcveeenee.
Financial liabilities ........cccccooviiiiieinininnns

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

Net POSItion .......ccocveieiiiiiiceceee

Non-financial assets

Investment Property .......cccccceveeeeviciinennen.
Investments in associates .............cc.ee.....
Intangible assets .......ccccccivieiiiiiiiiieeens
TAX ASSELS ..evvvveviiiiiiiiieeiee et
Assets and disposal groups

held for sale .......ccccoeviieeeiiiiiiiis

Other non financial assets ..

Non-financial assets ............ccecvvvveeeenns

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

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

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

EUR usD 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 4,578 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 65,048 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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42. 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 ISK).

31.3.2020 31.12.2019
Currency -10% +10% -10% +10%
EUR .. (42) 42 128 (128)
UsD 6 (6) 252 (252)
GBP 140 (140) 22 (22)
24 (24) 375 (375)
42 (42) 66 (66)
40 (40) 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 29 and 22 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.

31.3.2020 31.12.2019
Equity -10% +10% -10% +10%
Trading DOOK - [ISTEA ........ooiiiiiiiie e (402) 402 (301) 301
Banking DOOK - lISTEA .........cuiiiiiiie e (443) 443 (486) 486
Banking book - UNNStE ...........oooiiiiiii e (273) 273 (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 commaodities. 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 23 provides a breakdown of the Group's
derivative positions by type.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. 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 70% 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

31.3.2020 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 15,139 97,983 5,128 - - - 118,250 118,174
Loans to credit institutions ....................... 24,773 9,024 - - - - 33,797 33,797
Loans to CUStOMEXS .......covcvvvivieeeiiiiieeenn, 11,015 117,435 112,396 288,811 548,795 - 1,078,452 778,823
Financial instruments ...........ccccvveeiiiinnnns 29,306 66,115 36,758 25,357 12,817 28,928 199,281 192,056
Derivatives - assets 1eg ..........cccoevrvereriennns - 54,793 9,541 59,868 9,343 - 133,545 123,366
Derivatives - liabilities leg . - (50,227) (7,932)  (54,471) (8,217) - (120,847)  (113,431)
Other financial instruments ... . 29,306 61,549 35,149 19,960 11,691 28,928 186,583 182,121
Other financial assets ...........cccoevvvvvieeeeens 1,603 6,562 3,050 817 - - 12,032 12,032
Financial assets .......ccccocvvveeeeiciiieneennns 81,836 297,119 157,332 314,985 561,612 28,928 1,441,812 1,134,882
Financial liabilities
Due to credit inst. and Central Bank ......... 8,393 - - - - - 8,393 8,323
DEPOSILS .eeevvieeiiieeiiiee et 379,039 86,404 58,121 13,784 3,072 - 540,420 539,312
Financial liabilities at fair value ................ - 2,847 1,827 1,625 23 - 6,322 4,687
Derivatives - assets 19 .......c...ccoovuereveernnn.. - (49.827) (6,274) (6,287) (472) - (62,860) (61,601)
Derivatives - liabilities leg . - 51,699 8,101 7,912 495 - 68,207 65,313
Short position bonds and derivatives .......... - 975 - - - - 975 975
Other financial liabilities .............cccceeeeens 307 37,109 106 692 1,735 - 39,949 39,949
BOITOWINGS ...vvvveiieecieeeee e - 10,921 25,913 219,688 104,505 - 361,027 322,470
Subordinated liabilities ............cccccceevnneeen. - 229 1,739 6,936 39,899 - 48,803 35,837
Financial liabilities ........cccccooviiiiieeniiinnns 387,739 137,510 87,706 242,725 149,234 - 1,004,914 950,578
Net position for assets and liab. ........... (305,903) 159,609 69,626 72,260 412,378 28,928 436,898 184,304
Off-balance sheet items
Financial guarantees .............cccccvevvninnnns - 1,146 4,105 3,569 7,724 - 16,544 16,544
Unused overdraft ..........ccooceveeviiiiieeceinnns - 47,418 - - - - 47,418 47,418
Undrawn loan commitments ..................... - 46,067 8,376 539 - - 54,982 54,982
Off-balance sheet items .........cccceeeenne - 94,631 12,481 4,108 7,724 - 118,944 118,944

Net contractual cash flow (305,903) 64,978 57,145 68,152 404,654 28,928 317,954 65,360
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43. Liquidity and Funding risk, continued

31.12.2019
Financial assets

Cash and balances with CB .....................
Loans to credit institutions .......................
Loans to customers ...
Financial instruments
Derivatives - assets l1eg ..........cccoccevvveniennns
Derivatives - liabilities leg . .
Other financial instruments ..............ccceeeee
Other financial assets .............ccccvveeeeennns

Financial assets

Financial liabilities
Due to credit inst. and Central Bank ...
DEPOSIES ..vvvvieiiiiiiiiiie e

Financial liabilities at fair value ................
Derivatives - assets [eg ...........ccocevvrivrnnnnns
Derivatives - liabilities leg .............cc.cocvne.
Short position bonds and derivatives ..........

Short position securities used
for economic hedging .........cccceeeveriiinienns

Other financial liabilities .............ccccceeeen.
BOITOWINGS ..vvvveeiiiiiiiieeeeiiieee e
Subordinated liabilities ...........cccccceevinnnen.

Financial liabilities .........cccccccovviiiiinnnns
Net position for assets and liab. ...........

Off-balance sheet items

Financial guarantees .............cceceveeevniinnnns
Unused overdraft ...........cocovviiiniiceniineene
Undrawn loan commitments .....................
Off-balance sheet items ........................
Net contractual cash flow ......................

Net Stable Funding Ratio

e
RS

Consolidated Interim Financial Statements

On Upto3 3-12 1-5 Over 5 With no Book
demand  months months years years maturity Total value
6,352 84,434 5,059 - - - 95,845 95,717
15,652 2,295 - - - - 17,947 17,947
6,191 124,040 105,974 299,695 578,647 - 1,114,547 773,955
16,381 28,346 11,451 22,612 10,238 34,063 123,091 117,406
- 69,432 12,020 48,571 357 - 130,380 124,911
- (66,935) (11,006)  (43,875) (294) - (122,110)  (118,295)
16,381 25,849 10,437 17,916 10,175 34,063 114,821 110,790
577 4,618 2,656 824 - - 8,675 8,675

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

5,997 - 26 - - - 6,023 5,984
350,451 78,459 42,423 14,318 9,279 - 494,930 492,916
- 1,506 1,318 1,812 a4 - 4,680 2,570

- (48,335) (6,983)  (8,218) (1,360) - (64,896) (63,456)

- 49,326 8,301 10,030 1,404 - 69,061 65,510

- 408 - - - - 408 409

- 107 - - - - 107 107

141 3,856 119 559 1,733 - 6,408 6,408

- 7,416 32,028 202,725 101,862 - 344,031 304,745

- 479 566 3,316 23,908 - 28,269 20,083
356,589 91,716 76,480 222,730 136,826 - 884,341 832,706

(311,436) 152,017 48,660 100,401 452,059 34,063 475,764 180,994

554 2,617 1,202 3,560 7,164 - 15,097 15,097
- 44,923 - - - - 44,923 44,923
- 43,406 9,455 1,240 - - 54,101 54,101
554 90,946 10,657 4,800 7,164 - 114121 114,121

(311,990) 61,071 38,003 95,601 444,895 34,063 361,643 66,873

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.

31.3.2020

Available stable funding ..............cccoeeene
Required stable funding .............cccccocceene
Foreign currency balance ..............cccoccuee.
Net stable funding ratio .........ccccccveeeennne

31.12.2019

Available stable funding ..............ccccoeeee
Required stable funding .............cccccoeceee
Foreign currency balance ..............cccoccuee.

Net stable funding ratio

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2020

Foreign
ISK currency Total
657,758 197,353 855,111
594,231 145,638 739,869
(4,652)
111% 132% 116%

640,719 182,728 823,447

566,797 141,533 708,330
(4,122)

113% 126% 116%

Amounts are in ISK millions
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43. Liquidity and Funding risk, continued

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 31 March 2020 is based on the parent company
only, as Valitor hf. is no longer classified as a credit institution to which LCR rules apply. The ratio at 31 December 2019 is based on
consolidated figures for the Bank and Valitor Holding hf.

Foreign

31.3.2020 ISK currency Total
LIQUID BSSEES TEVEI L * ...ttt et e et e e bt e e e et e e st e e st e e e be e e e nn e e neee s 128,144 61,642 189,786
LiQUI @SSEES IOVEI 2 ...t 101 - 101
Liquid assets 128,245 61,642 189,887
[T 0L £ ST OTPPPPPRP 99,291 35,352 134,643
BOITOWINGS ..ttt ettt ettt ettt ettt ettt e ettt e e skt a4kt e ekt e e et e e e s et e e ket e ek bt e e eb b et e anbe e e e nbeeeennneeenneeennn 1,319 226 1,545
Other Cash OULTIOWS .. ..cooiiii it et eseeseeaeeeeeeeeeeeeeeeaeeaeeeees 12,823 10,435 20,312
Cash outflows 113,433 46,013 156,500
Short-term deposits with other Danks ** ... ... - 23,240 23,240
(@] a1 o= Y] a1 [0 1T 31,333 17,224 48,557
CASN INTIOWS .ttt et e e et e e et e e e st e e esbe e e esbe e e ente e e e tae e e tteeeaaeeeneaeennees 31,333 40,464 71,797
Liquidity coverage ratio (LCR) *** 156% 536% 224%
31.12.2019

LiQUIA @SSEES IEVEI L * ittt e e e e st e e e e et e e e e e s e a bbbt e e e e s s st b b e e e e e e nnnateeeeeaas 107,918 28,973 136,891
LiQUIA @SSEES TEVEI 2 ...ttt e ettt e e e sttt e e e s bbbt e e e e e bb e e e e e e bbb e e e e e e 291 - 291
[ Lo [0 = YT =] £ PSPPSR 108,209 28,973 137,182
(D T=T oo 1y £SO RPSTPRP 89,609 23,655 113,264
BOITOWINGS .iiiiiiittitte ettt ettt e e e ettt e e e s e skttt et e e e 4 e a bbbt e e e e e s sbb et e e e e aa bbb et e e e e an bbbt e e e e s snsbbeeeeeeanbbbeaeeeennnnns 2,081 10 2,091
(@] (g TeT @ or= 1] o o 1011 [0V PN 7,479 11,082 18,561
(0= 1] W o1 ¥ 1 Lo 1V URR S PEPRPNE 99,169 34,747 133,916
Short-term deposits with 0ther Danks ** ... - 18,185 18,185
(@)1 =T o= 1] a 101 [0 1T 30,743 9,201 39,944
[0f= 1] o T 031 [ X1V RS 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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43. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
31.3.2020 ISK UsD EUR Other Total
Cash and balances with Central Bank ..........ccooooiiiiiiiiiieiiiiiiiiiiee e 115,728 505 1,140 801 118,174
Short-term deposits in other BanKS .........ccocciiiiiiiiiii e - 7,426 9,315 6,499 23,240
Domestic bonds eligible as collateral at the Central Bank ... .. 13,778 - - - 13,778
Foreign government DONAS .........coiiiiiiiiiiiiiee e - 35,590 11,734 11,859 59,183
LiQUITITY TESEIVE neiieeiiie ettt e e et e e st e tae e e 129,506 43,521 22,189 19,159 214,375
31.12.2019
Cash and balances with Central Bank ..........cccooooiiiiiiiieeiiiiiiiiiee e 103,726 286 534 534 105,080
Short-term deposits in other banks ..........ccccoiiiiiiiiii e - 5,410 5,771 7,004 18,185
Domestic bonds eligible as collateral at the Central Bank .... . 11,878 - - - 11,878
Foreign government BONAS ..........uuviiiiiiiiiiiie e - 13,930 12,234 1,373 27,537
LiQUIILY TESEIVE .eiiiieeiie ettt sttt e et e s e sneeanaeenaeenreeas 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 Term Total
31.3.2020 Stable Weight (%) Stable Weight (%)  deposits* deposits
INAIVIAUAIS ..o 132,349 11% 52,546 5% 75,771 260,666
Small and medium enterpriSeS .........oouvvrrieeeiiiiiieee e 53,370 11% 5,422 5% 6,745 65,537
Operational relationship - 25% - 5% 4 4
(00]70 0] =i [o] o 1S PP PPPT PPN 72,668 40% 952 20% 8,115 81,735
Sovereigns, central banks and PSE ..........ccccccceieiiiiiiiiiee s 20,898 40% - - 5,962 26,860
PenSioNn fUNAS ......ooovviiiiiiiieeeee e e 45,209 100% - - 19,660 64,869
23,623 100% - - 22,051 45,674
2,290 100% - - - 2,290
350,407 58,920 138,308 547,635
31.12.2019
Individuals .........cccceeeeviiiiieeennns 130,942 10% 52,735 5% 74,580 258,257
Small and medium enterprises 50,339 10% 4,998 5% 6,156 61,493
(00]70 o] =i [o] o PP PPTPPPPPIN 56,694 40% 829 20% 7,170 64,693
Sovereigns, central banks and PSE ... 13,501 40% - - 716 14,217
PeNSIioN fUNAS .....cooiviiiiieiiieee e 34,024 100% - - 16,431 50,455
Domestic financial entities ...........ccocoiiiiiiiiiiiiiiiiiiee e 20,857 100% - - 27,051 47,908
Foreign financial entities ............ccoviiiiiiiiee e, 1,877 100% - - - 1,877
LI ] - LRI 308,234 58,562 132,104 498,900
* Here term deposits refer to deposits with maturities greater than 30 days.
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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44. 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.

The Group's capital ratios are fully loaded, i.e. without IFRS 9 transitional arrangements. On 16 April 2020 the Icelandic Ministry of Finance
announced plans to ratify Regulation (EU) 2017/2395 into Icelandic law, effective 1 June 2020. 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 not decided whether it will elect to make
use of the transitional arrangements.

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 27.5% to 29.0%. The sale of Valitor would result in reduction in the Group's regulatory own funds adjustments, with positive
effect on capital adequacy.

Own funds 31.3.2020 31.12.2019
Lo ] £= I =T U USSR O OO P PSP 183,879 189,825
Deductions related to the consolidated SItUALION .............cciiiiiiiiiii e (10,088) (10,159)

a77) (181)
173,614 179,485

Non-controlling interest not eligible for inclusion in CET1 capital

Common Equity Tier 1 capital before regulatory adjustments

INtangible @SSets .........ccooiieiiiii e (11,160) (10,604)
LI DL == PP P P PPR PPN (332) (296)
CaSh fIOW NEAGES ...ttt et e et e e s e sttt e e e st e e st e s e e neeneenees (1,794) (1,616)
Additional Value adJUSTMENTS ..........ooiiiiiiiiii e e e e b e e ae e see e e e e n e sre e s e (201) (125)
FOreseeable dIVIAEN * ...ttt - (14,153)
CommON €QUILY TIEN L CAPITAL .eeieiiiiiiiiee ittt et e e e ettt e e e s s bbb e et e e e asbb b e e e e e asabbeeeesaanbbbeeaeesnnebees 160,127 152,691
Non-controlling interest not eligible for inclusion in CETL CaPItal .........ccooeieiiiiiiiiiieii e 177 181
PN Lo 11 ToT g = U I T= o= o 1 = SO SP O PPPPRRNE 14,783 -
LI G R o7 1 o1 - | PO OPPPPPTN 175,087 152,872
LI LA - o] - | OSSO PP TSR 21,054 20,083

Total own funds .. 196,141 172,955

Risk-weighted exposure amount (REA)

(@8 =Y [ 1] S o T T PP 557,415 561,602
Credit TiSK, SECUTLIES ANG ONET .....oviiiiiiiiie ettt et e e e ettt e e e e e ettt e e e e e e saaa e e e e essetbb s eeesearaees 48,412 49,163
COUNLEIPANTY CrEAIL FISK ....vieiiieie ittt ettt e e e s ettt e e e s aa bbbt e e e e e sab et e e e e e sbbb et e e e s asbbbe e e e e s snnbbaeeeeeas 5,242 3,347
Market risk due to CUITENCY IMDAIANCE .........uviiiiiiiiiiiiiie et e e et e e e e et e e e e s e anbbbeeeeesananees 2,676 10,070
Y E= T S A 1S O 1T RN 13,898 10,609
Credit valuation adjustment ... 1,934 1,477
Operational risk .... 83,487 83,487
Total risk-weighted eXPOSUIre @MOUNT ...ttt s e e s e e eneeas 713,064 719,755
Capital ratios

(O 1 = 11T TSP 22.5% 21.2%
1= o N 24.6% 21.2%
(O o1 e= LI Lo [=To [UF= Ty o (T O O PP PP PP PUPPPPRPROS 27.5% 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 a proposal put forward to the
extended annual general meeting on May 14 2020. As a result, the own funds deduction is rescinded on 31 March 2020.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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44. Capital management, continued

Capital ratios of the parent company 31.3.2020 31.12.2019
[ 5 1 4o TR SSUPRT PP 24.5% 23.5%
LI LT - 1T T PSPPSR 26.5% 23.5%

29.4% 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 1.2.2020 18.3.2020
Capital CONSEIVALION DUFFET ...ttt se e et e e st e e e e sbeeeenbeeenane 2.50% 2.50%
Capital buffer for systematically important iINSHIULIONS ..........c.eiiiiiiiiiie e 2.00% 2.00%
SYSEEMIC FISK DUFFEE ¥ ...ttt et e e et e e e ab e e e e bt e e s be e e sttt e e abbeeannneeannee 3.00% 3.00%
Countercyclical capital buffer * 2.00% -
Combined capital buffer requirement 9.50% 7.50%

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

31.3.2020 CET1 Tier 1 Total
Pillar 1 capital FEQUITEMENT ....ccuiiiiiee ettt e e et e e e e et e e e e s s bbbt e e e e s snbbbeeee e e nnbbeeeeeeennnnes 4.5% 6.0% 8.0%
Pillar 2R capital reqUIFEMENT ¥¥ ... .. ittt e e et e e e s e sttt e e e s asbbr e e e e s s anabbees 1.7% 2.3% 3.1%
Combined BUffer reqUITEMENT * ...ttt e e e e e naeeeeas 7.3% 7.3% 7.3%
Regulatory capital FeqQUITEMENT .........cccoiiiiiiiiiie et 13.6% 15.6% 18.4%
F Y T o o (oo T o] - | PP PPPPPN 22.5% 24.6% 27.5%

* 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.

31.3.2020 31.12.2019

ON-DAIANCE SNEET EXPOSUIES ... ..eeeiiiiieitiee ettt etttk b e e s et e e st e et e e te e e e kbt e e et b e e e enbeeeneeeeneeeabneeenteeas 1,136,168 1,022,521
Derivative eXPOSUIES ........cccceevveeriveenineeans 13,176 10,217
Securities financing tranSaCtioN EXPOSUIES ...........ociiiiiiiiiii it e s e e s ene e s ennee e e 1,557 577
Off-DAlANCE SNEEL EXPOSUIES ... .etiiiiiiiiiiee et e et e e e et e e e e e ettt e e s s s b e e et e e e st e e e e e e nnreeeeans 56,222 52,299
TOLAI EXPOSUTE ..ttt ettt ettt e e+ o 2kt e a bt o4ttt e o2ttt e oottt eea et e 1a ket e 4ok et o4k bt e ekt e e e e e et e e ettt e e b e e e e 1,207,123 1,085,614
Tier 1 capital .... 175,087 152,872
Leverage ratio 14.5% 14.1%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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