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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Interim Financial Statements of Arion Bank for the period ended 30 September 2015 include the Interim Financial Statements of Arion
Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Outlook

The outlook for the Icelandic economy is positive. Arion Bank currently forecasts that economic growth will be above 5% in 2015, decreasing
to approximately 3% in 2017. Measured unemployment is currently low at 4.0% and is expected to fall even further in the coming years.
Inflation is still below target at 1.9%, but average annual inflation is expected to rise to 4.0% in 2016 and to peak at 4.5% in 2017, following
the latest wage round between employers and major labour unions in Iceland, which has mostly been concluded. A major milestone was
reached on 8 June when the government introduced a plan to lift the capital controls which have been in place since 2008. According to the
plan, controls will be lifted in 2016 and the Icelandic government will be able to drastically reduce its debt in the coming years. This
represents a significant step towards reducing major uncertainties relating to the economy. Rating upgrades followed the government's
announcement for both Iceland and Arion Bank, which currently has a credit rating of BBB- (stable outlook).

One of the proposals made by a group of restricted holders of Kaupthing claims and their advisors to the government was that Kaupthing's
foreign exchange exposure to Arion Bank would be termed out in an EMTN format with a minimum term of seven years and that Kaupthing
would purchase at par the long-term FX financing provided by the Central Bank to Arion Bank, also to be changed into EMTN format and
termed out to a minimum of seven years. Agreements between Arion Bank and Kaupthing in this respect on funding amounting to
approximately ISK 100 billion have been concluded.

Arion Bank is a leading universal bank on the Icelandic market and has as such actively contributed to the recovery of the Icelandic economy.
In recent years Arion Bank has systematically reduced risk in the Bank's loan portfolio by increasing the proportion of loans to individuals,
most of which have been first lien mortgages. Loans are now evenly split between individuals and corporate. Furthermore, the distribution
of the corporate loan book reflects the relative size of sectors in the Icelandic economy. The quality of the loan portfolio has continued to
improve and the ratio of problem loans is now close to levels seen at banks in the other Nordic countries.

The Bank has strategically positioned itself as a market leader in Iceland in loans to new businesses in the export sector, health care and
energy-intensive industries. The Bank aims to further strengthen its position in these areas. The Bank has also augmented its international
loan portfolio by lending to businesses involved in fish-processing and the fisheries in neighboring countries, thus supporting growth while at
the same time reducing geographical risk.

The Bank has successfully sold a number of shareholdings acquired by the Bank while restructuring the finances of some of its corporate
clients. The Bank has, furthermore, actively managed a small number of such holdings and now aims to concentrate on selling them. During
2015 Arion Bank has sold a large part of its shareholding in real estate companies Reitir fasteignafélag hf. and Eik fasteignafélag hf. in
connection with the listing of the companies on NASDAQ Iceland in April. The Bank has furthermore sold part of its direct and indirect
shareholding in Refresco Gerber, also in connection with the listing of the company. Furthermore, the majority of the Bank's shareholding in
the telecommunications company Siminn hf. was sold in third and fourth quarter of 2015 in connection with the listing of the company on
NASDAQ Iceland in October.

In October Arion Bank concluded a conditional purchase agreement with BankNordik according to which Arion Bank acquires 51% of shares
in the Icelandic insurer Vordur. Parallel to the sale Arion Bank and BankNordik signed an agreement on the purchase of the remaining
shareholding in Vordur which will come into effect when restrictions on the sale of the remaining minority shareholding have been lifted and
no later than in 2017. The purchase price for the 100% of the shares is EUR 37.3 million.

The Bank is financially robust as demonstrated by the new leverage ratio of 15.0% (see Note 41). The Bank's capital strength, the upgraded
rating of S&P from BB+ to BBB- and new funding, enable Arion Bank to provide financial backing for its retail and corporate customers as
their businesses expand, both domestically and internationally.

Operations during the period

Net earnings amounted to ISK 25,397 million for the period ended 30 September 2015. The Group's equity amounted to ISK 174,795 million
at period end. The capital ratio, based on the reported capital base at 30 September 2015, was 23.5% and the corresponding Tier 1 ratio was
22.2%. According to the Act on Financial Undertakings no. 161/2002 the official capital ratio shall be based on audited

or reviewed capital base. Since the interim financial statements for the first nine months are not audited the official capital ratio is based on
audited capital base at 30 June 2015 and risk weighted assets at 30 September 2015. The official capital ratio at 30 September 2015 was
22.7% and the Tier 1 ratio was 21.4%, which comfortably meets the requirements set by law and the Financial Supervisory Authority (FME).
The liquidity position was also strong at period end and well above the regulatory minimum.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
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The Group performed well during the period and operations were characterized by greater stability. Net interest income increased by 11%
compared with the same period in 2014. Net commission income increased between years, or by 6%, and the increase was generated across
the Bank. Net financial income totalled ISK 10,176 million, an increase of 74% compared with the same period in 2014.

Net earnings in the first quarter were positively affected by the sale and listing of the Group's direct and indirect shareholding in Refresco
Gerber and Reitir fasteignafélag hf. Net earnings in the second quarter were negatively affected by an ISK 1,749 million impairment of the
loan portfolio of the savings fund AFL - sparisjédur, a subsidiary of the Bank. Net valuation change of other loans in the Group was positive
by ISK 1,635 million during the first nine months of 2015 which bears witness to the successful restructuring of the loan portfolio. Thus net
impairment during the period amounts to ISK 114 million. The sale and valuation changes of shareholding in Siminn hf. in connection with
the listing of the company in the beginning of October affect net earnings positively in the third quarter.

The merger of AFL - sparisjodur with Arion Bank was approved by the FME on 15 October and was effective from that day. Arion Bank will
offer quality services to the former customers of the savings bank and intends to be an active participant in economic activities in the
savings bank's home market.

The main change on the Balance Sheet from year end 2014 is related to the funding of the Bank, i.e. the issue of bonds and an increase in
the deposit base after a slight reduction at the end of 2014. This increase is reflected on the asset side by an increase in Bank accounts and
Loans to customers. Loans to customers increased by ISK 31,299 million during the period. The increase is partly related to new lending to
businesses in the real estate and service sectors. In April Arion Bank paid a dividend to its shareholders amounting to ISK 12,809 million.

In March Arion Bank launched its inaugural euro senior unsecured benchmark transaction, when the Bank sold EUR 300 million, ISK 45
billion, 3-year fixed rate bonds to around 100 international investors. The Bank's inaugural bond is the first EUR public transaction and the
single largest transaction, and the most important step taken by an Icelandic bank to re-enter the international capital markets since 2008.

At the end of June Arion Bank completed a bond issue in Norwegian kroner, when issuing NOK 500 million, approximately ISK 8 billion, of 5-
year instruments. The bonds bear floating NIBOR +2.95% interest. Arion Bank simultaneously entered a swap agreement, whereby part of
the interest and principal are in euros. Interest in euros is floating EURIBOR +2.74%. At the same time, Arion Bank bought back NOK 260
million of bonds from a 2013 issue and has now bought back NOK 319 million of a NOK 500 million issue.

During the period Arion Bank has paid ISK 20 billion of the approximately ISK 30 billion subordinated loan from the Icelandic treasury before
the due date. The loan was granted at the beginning of 2010 in connection with the recapitalization of the Bank.

Arion Bank continued to issue covered bonds which are secured in accordance with the Covered Bond Act No. 11/2008. In August new series
of non-indexed covered bonds were issued, amounting to ISK 4.3 billion. The new series bears 6.5% fixed interest rate, with settlement date
in September 2022. In 2015 the Bank has issued covered bonds amounting to ISK 11,420 million.

The Group had 1,151 full-time equivalent positions at the end of the period, compared with 1,120 at the end of 2014; 850 of these positions
were at Arion Bank, compared with 865 at the end of 2014.

Group ownership

Arion Bank is a group of financial undertakings which provide comprehensive financial services to companies, institutions and private
customers. These services include corporate banking, retail banking, investment banking and asset management. The Group includes
subsidiaries in the real estate sector, card services and insurance.

Kaupskil ehf., a company owned by Kaupthing hf., holds 87% of the shares in Arion Bank. The remaining shareholding of 13% is held by
Icelandic State Financial Investments on behalf of the Icelandic government.

Arion Bank Interim Consolidated Financial Statements 30 September 2015 4
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Endorsement of the Board of Directors and the Chief Executive Officer

The Interim Financial Statements of Arion Bank for the period ended 30 September 2015 have been prepared in accordance with
International Financial Reporting Standards (IAS 34 Interim Financial Reporting) as adopted by the European Union and additional
requirements in the Icelandic Act on Financial Statements, Act on Financial Undertakings and Rules on Accounting for Credit Institutions.

It is our opinion that the Interim Financial Statements give a true and fair view of the financial performance of the Group for the period
ended 30 September 2015 and its financial position as at 30 September 2015.

Further, in our opinion the 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 Interim Financial Statements of Arion Bank for the period ended 30 September
2015 and confirm them by means of their signatures.

Reykjavik, 11 November 2015

Board of Directors

Monica Canema

/ Chairma \
&M |
| @
H .'I F, -
Benedikt Olgeirsson %&%ﬂﬁ Mans Hoglun

Sl AT D)

irstin p. Flygenring 6ra Hallgr

Chief Executive Officer

Héskuldur H. Olafsson
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INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY TO 30 SEPTEMBER 2015

Notes 2015 2014 2015 2014
1.1.-309. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

INtEreSt INCOME ..o 42,808 40,036 15,148 13,155
INTEIEST EXPENSE ..vviueeeceeeeieeieerteesre et e seesteesraeeteeteesseasseesseeseesseesseessneesseenees (22,521) (21,727) (8,036) (6,812)
Net interest iNCOME ......ccueeeeiiiiiiiieeneciiienieeeencnieeeneeenns 6 20,287 18,309 7,112 6,343
Fee and COMMISSION INCOMIE ....cccuveeieieeeeieee ettt ebee e ereeeereeeenree s 15,609 13,679 5,373 4,762
Fee and COMMISSION EXPENSE .....ccveeieirierieriteiee st site et ste et e st seeeeeesieesaes (4,883) (3,560) (2,081) (1,236)
Net fee and cOMMISSION INCOME ......ceeeeeeeeeeeeneneneneneneeenmeemeeeeeememensmsesnmmsnsnsnnnnns 7 10,726 10,119 3,292 3,526
Net fiNanCial INCOME .....vviiiiieece e st rae e 8 10,176 5,861 453 1,994
Other operating income .. 9,188 3,963 3,448 689
OPErating INCOME ....cciiiiiiiiiiiiiiiiii s s s s s s s s s s s s s e sssssessssssssssssssnss 50,377 38,252 14,305 12,552
Salaries and related EXPENSE ......c.eeveeciierieeie e 10 (10,320) (10,026) (3,153) (2,862)
Other OPerating EXPENSE ...c...evvieiieriieriieeie ettt et sttt sbeesaeesaeas 11 (9,016) (8,598) (3,012) (2,787)
BANK IEVY <.ttt bbbt 12 (2,168) (2,008) (779) (633)
Net impairment .. 13 (114) 2,877 (33) 876
Earnings before tax .......ccccvvviiiineeniiiinisnennniinnssssnnnnns 28,759 20,497 7,328 7,146
INCOME tAX EXPENSE ..eeieiiieriiiieiiieeeitee et ettt e st e st e st e e sabe e e sabeeesnnneesanee 14 (3,639) (4,456) (1,272) (1,989)
Net earnings from continuing operations ................. 25,120 16,041 6,056 5,157
Net gain from discontinued operations, net of taX .......ccccceveeevvieeveeveerceesineenns 15 277 6,592 15 67
Net earnings .......ccceveviviiisiisiinssisissnsnssssssssssnnees 25,397 22,633 6,071 5,224
Attributable to
Shareholders of Arion Bank .........cocueeuierienieniieniieeieeneenee st eie e sve e 25,559 22,369 6,262 5,106
NON-CONLrOIlING INTEIEST ....veeiieiieeieete et (162) 264 (191) 118
Net earnings .......ccceveviviiiiiisiisisssissnssssssssssssssnnees 25,397 22,633 6,071 5,224
Other comprehensive income
Exchange difference on translating foreign subsidiaries ..........cccceeveeniennennen. 32 47 (4) 277 (2)
Total comprehensive income for the period .........cccoeveiiiiiiiiiiiiiiiiiininieeeieeeeeen, 25,444 22,629 6,348 5,222
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of Arion Bank (ISK) ......ccceeeevueeeiiieeeieeecieeeeree e e eanee e 16 12.64 7.89 3.12 2.52

The notes on pages 11 to 54 are an integral part of these Interim Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 30 SEPTEMBER 2015

Assets Notes 30.9.2015 31.12.2014
Cash and balances With CeNtral BAnK ..........ccoccuvieeeeiiiiiiieeeeeeiiiee e eeeeireee e e eesiareeeeeeessareeeeeseesnaseeessennnnees 17 73,289 21,063
LOANS tO Credit INSTILUTIONS ....vviiiieeiiieec ettt ettt ettt e et e e e reeeetre e e eabeeesabeeesbeeessaeesasseesnsreeennnes 18 93,326 108,792
LOGNS 10 CUSTOMEIS ...uuiiiiiiiitt et ee s e e abaseaeeesaseesssesaessseeeseseseesseserereeeeeearaeeeaaaeaaaseaesaeeeeaeaeaaanees 19 678,807 647,508
FINGNCIAL INSTIUMEBNTS 1.eeiiiviiiiviecciee ettt et ete e etee e et e e s etbeeeeabeeeeabeeeasseeeeasaeeeaseeesseeesseeesnbeeesnseeennes 20-22 111,191 101,828
INVESEMENT PrOPEITY ..vvviiiiiiiiiiiee ettt ettt e e e e st b e e e e e s sabtaeeesesabbaeeeessassbbaeeesesnssbaeeeeas 22 7,817 6,842
INVESTMENTS IN @SSOCIATES ..uuuuiiiiiiiiiitiit bttt a e e e eeeeeeeeeeeeeeeeeeeeee e e et eeeeeeaeaeaeeeeaeaaeeeeaaaaaaaanaes 24 13,847 21,966
Intangible assets 25 9,194 9,596
TAX @SSEES .uvvvvereeeriirieeeeeeiiitt et e e e s ettt ee e s e s ube et e e e s eabbee e e e e e s bt beeeeeeaaan et e eeeeeaannteeeeeenhataeeee e e nbreeeeeeannnrreeeeeeanns 26 987 655
(0] 1 o T=T g Y1 £SO 27 21,018 15,486

Total Assets 1,009,476 933,736

Liabilities
Due to credit institutions and Central Bank ..........cceeioiieiiiieiiiee e s 21 11,470 22,876
[ D LT oo Y1 £ USRS 21 503,155 454,973
Financial liabilities at fair VAlUE .......cvee ettt re e e sabe e e sraeeeanes 21 5,511 9,143
LI D L o 11 L= PSSRt 26 6,773 5,123
(04 V=T =T o 11 =Y USRS 28 49,222 47,190
BOTTOWINES ..vetteeieiiitttee ettt e et ee e e ettt e e s sttt e e e e s ab et e e e e e st e e e e e s e asanteeeessnssbeeeesssasbbeeeeesansnsaeeesnnnns 21,29 248,172 200,580
SUDOrdINAted lHADIIILIES ..veevieieeiieieee ettt st st be e sbe e s bt e s be st e ebaesaaesane 21,30 10,378 31,639

Total Liabilities 834,681 771,524

Equity
Share capital and ShAare PremMiUM ..ot st be e s st s beesbeesaeesanas 32 75,861 75,861
OLREI FESEIVES ...vveeeeei ettt ettt ettt e e e e e e e e e e e etbaeeeeeesestbaaeeaeassssaaaeeeaassaaeeeeaassaaeeeesansssaseeessansrrnns 32 1,679 1,632
RELAINEA BAIMINES ..eiiviiiiiiieiie ettt ettt s te st esae e st e st e e beesbeesabesabesabeebeenstesssesateenseensaenann 95,968 83,218

Total Shareholders' Equity 173,508 160,711

NON-CONTIOIING INTEIEST . .evieieieeeeee et e et e e st e e sabe e e sbe e e sabeeessbeeesnsaeesnsaeeenneeesnnseesnns 1,287 1,501
Total Equity 174,795 162,212

Total Liabilities and Equity 1,009,476 933,736

The notes on pages 11 to 54 are an integral part of these Interim Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD 1 JANUARY TO 30 SEPTEMBER 2015

Total
Share capital Share- Non-
and share Other Retained holders' controlling Total
premium reserves earnings equity interest equity
Equity 1 January 2015 .......cccvveeeiriiiinenneeeniisisnnneeeeniiissnsneees 75,861 1,632 83,218 160,711 1,501 162,212
Total comprehensive income for the period - 47 25,559 25,606 (162) 25,444
Dividend Paid ....c..ooveeeeeieierieceeee e - - (12,809) (12,809) - (12,809)
Acquisition of non-controlling interest .........ccccceevveeveenen. - - - - (52) (52)
Equity 30 September 2015 .........cccovvvumieeiiiiiiinneeniiiiissnneenns 75,861 1,679 95,968 173,508 1,287 174,795
Equity 1January 2014 .........cooeiiiiiiiiiiiiinininininnninnssssssssssssnnes 75,861 1,637 62,591 140,089 4,858 144,947
Total comprehensive income for the period ........cccccvenene - (4) 22,369 22,365 264 22,629
Dividend Paid ......ccevieriiriieieee e - - (7,811) (7,811) - (7,811)
Equity 30 September 2014 ...........cocovvmeeeiiiiiiiinneeniiiiiinnneenns 75,861 1,633 77,149 154,643 5,122 159,765
The notes on pages 11 to 54 are an integral part of these Interim Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD 1 JANUARY TO 30 SEPTEMBER 2015

2015 2014

1.1.-30.9. 1.1.-30.9.
Operating activities

INET CAININES -eetteeiieeittteee ettt e e ettt e e e s ettt et e e sttt eeessa bbbt e eee s s as b bt e e e eesane b e e eeseaaanntaeeesennsnbaeeesennnbnneeesssnnnnnee 25,397 22,633
Non-cash items included in net earnings and other adjustMEeNtS ........ccccccverierieicieeieeree e (24,521) (26,604)
Changes in operating assets and Habilities .........cc.ioiuiiiiiiieiic et r e e be e et e e e are e 39,629 (14,333)
INEEIEST FECERIVEA ...ttt ettt e e e e et e e e e e et tbb e e e e eeseabaeeeeeeeasabaaeaeeeassssaseeesenssaaseeeesansbsseeeeesanraseseeennns 29,085 29,891
Interest paid* (9,639) (10,919)
Dividend received 6,798 874
INcomMe tax and BanK IEVY Paid .....coouiiriiiiiiiieieee ettt sttt sttt ettt e it e st e st e be e sae e st e ebeebee e (2,321) (1,999)
Net cash from (used in) operating activities 64,428 (457)
Investing activities
Net investment in aSSOCIated COMPANIES ...ccuviiiiiiieriieeiieertee et e st e e s str e e s saae e et teeessteeesnteesssseeenseeessneessnnens 10,728 3,283
Net investment in property and equipment and intangible assets .. . (1,003) (698)
Net cash from investing activities 9,725 2,585
Financing activities
Payment of subordinated labilitieS .........cccveiieriieiieciecee et e e be e te e s e e e eenteete e aaenneeeaneans (19,883) -
Dividend paid to shareholders of Arion Bank ........cccoocieiiieiiinienieeieeeeeee ettt sttt st e (12,809) (7,811)
Acquisition of non-controlling interest . (58) -
Net cash used in financing activities (32,750) (7,811)
Net increase (decrease) in cash and cash @qUIVAIENTS ..........ccuieiieiiiiie e 41,403 (5,683)
Cash and cash equivalents at beginning of the PEriod ... 91,715 99,683
Effect of exchange rate changes on cash and cash eqQUIVAIENTS ........cceecveiiiiiieie e e (1,320) (291)
Cash and cash equivalents at the end of the period ................. 131,798 93,709
Non-cash investing transactions
Assets acquired through foreclosure on collateral from customers with view to resale ..... 1,425 898
Settlement of loans through foreclosure on collateral from customers with view to resale .........cccceeeveveevvennens (1,425) (898)
Changes due to the sale of Landfestar
Changes iN INVESTMENT PIrOPEITY ...ciuiiuieieierteetet ettt ettt ettt a et et sh et e b e sbe e bt e b e be st e eat e besbeebeenbensesbeeneetenee - (23,131)
Changes iN INVESTMENT IN @SSCOCIATES .....cviivuiirieerierieeiteeieesee st et esteesteesteeseeesteesseessaesaseenseesseesssessseenseenseesseenssennee - 7,242
ChangESs IN DOITOWINES ...eivieiiieiiieiieeiie et erte sttt et e see st e e beesbe e s bt e ssaessteeteesaesstesaseenseesseesasesaseenbeesbeesssesssesnseenseanseas - 14,769
Changes IN taX [ADIITIES ....eeeciieiiie et e et e s e e st e e st e e s ba e e e sbeeessteeeneeeeanseeesnseeessnneennns - 1,120

* Interest paid includes interest credited to deposit accounts at the end of the period.

The notes on pages 11 to 54 are an integral part of these Interim Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD 1 JANUARY TO 30 SEPTEMBER 2015

2015 2014

1.1.-30.9. 1.1.-30.9.
Non-cash items included in net earnings and other adjustments

NET INTEIEST INCOME ..viitieeiieeie ettt et et et e et e et e e eteeebeeetaeetbeebe e beeessaasseesseesaeassessaesaseenseeseesssessseenseeseenssassaaanes (20,287) (18,309)
NET IMPAIMMIENT ..eetviiieieeteeee et et et e et e e s te e sateesbe e beesseesseeesseenseassaeaseesaseesseenseesssessseensaesseessseanseensesseenseennen 114 (2,877)
[aTele] g g ol & =y o T=] o 1Y U PPPRPPPPPP 3,639 4,456
Bank levy ...occvveceveceeeeeeeee s 2,168 2,008
Net foreign eXChange SaiN (10SS) ..cc.viiiiiiiiieiiiecee ettt te et e et e e b e e be e baessaeeabeeaseesaesseesasesaseenreessaesssennnas 393 (564)
Net gain on fiNANCIal INSTIUMENTS .......ooiiiie et e e st e st e et e e s teessee e st e eneeenseenseesseesasennneas (3,771) (4,423)
Depreciation and @mMOrTiSATION ......c.iiiiirieiieeie ettt sttt et et e st e e te et e e be e sabe st e e beesbeesaeesabeeneenee 1,218 1,045
Share of (profit) loss of associates and fair value change ... (6,956) 27
Net gain from discontinued 0perations, NEt OF TAX ......cvciiiiiriiniirie et sttt st e sbe e (277) (6,592)
OENEE CNANEES ...ttt h e a et b e bt eh e b e bt e bt e s e et e e bt e a e et e eb e ehe e st e bt she e bt enbenbeebeeneenbesbeeneentenens (762) (1,375)
Non-cash items included in net earnings and other adjustments ..........cccoevveeiviiiiiiiiiinieinine e (24,521) (26,604)
Changes in operating assets and liabilities
Mandatory reserve With CeNtral BanK ........ccccveceeieeiieseeees st ste et e e seee s e st e e e e sreesasesaseesbeeseaesssesseeesseenseannnas 185 (177)
Loans to credit institutions, excluding Bank @CCOUNTS ........coviiiiiiiiiiiiinierie ettt st et re e 750 (7,351)
LOGNS TO CUSTOMELS ..ecvvieieeteeecieee ettt e ettt e eetteeeetbeeeeteeeebeeeesaeeeseeesabaeesesseeeesaseeeabeseeateseanseseansesesseeeensseesasseeeesreeesnrees (22,547) (7,718)
Financial instruments and financial liabilities at fair ValUe .........cocuevieriiiniiniee e (12,903) (7,556)
LYY o 1= a1 A oo o Y=Y o YA (213) 3,570
Other assets 1,949 11,506
Due to credit institutions and CeNral BanK ..........cccuecieeieeiiieieecieste e e see e ete e e e seeeseaesaeesteestaesssessseesseenseennnas (11,177) (6,931)
[DL=T oo ] 1 £ OO PO O PSP P PP PTRPPPPRRPPPPROTRY 47,915 4,139
BOITOWINES ..eevveeeieeiieeieeittestteete et et e s e e eaeeesb e e beesteessseesseesseesseaasseenseesseasseeassessseasseessseaseeesseesseesssensseassesnseenseanseesnsenns 38,401 (1,973)
Other liabilities (2,731) (1,842)
Changes in operating assets and liabilities ...........ccovvvueiiiiiiiiiiiiiiiiiit s 39,629 (14,333)
Cash and cash equivalents
Cash in hand and demand deposits 73,289 33,335
DUE FromM Credit INSTIEULIONS ..vviiiieiiccieie ettt ettt e e et e e e et e e e eateeeeateeeeaseeeesaeeeeabeeesbeeesnbeeeesseeessseeennseeenns 67,259 69,538
Mandatory reserve With CeNtral BAnK .........coceiiirieiieiieeieestesit sttt sttt saee st sabeesbeesbaesabessbesnbeeseensnas (8,750) (9,164)
Cash and cash eqUIVAIENTS .......ccccueiiiiiiiiiiiiiiiice e as e e s e ans 131,798 93,709

The notes on pages 11 to 54 are an integral part of these Interim Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

GENERAL INFORMATION

Arion banki hf., the Parent Company, was established 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion banki hf. is located at Borgartin 19, Reykjavik. The Interim Financial Statements for the period ended 30 September
2015 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

Statement of compliance

The Interim Financial Statements are consolidated and 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 Act on
Financial Statements, Act on Financial Undertakings and rules on Accounting for Credit Institutions. The 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 2014. The statements are available at Arion Bank's website www.arionbanki.is.

The Interim Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on 11 November
2015.

Basis of measurement

The Interim Financial Statements are prepared on the historical cost basis except for the following:
— financial assets and financial liabilities held for trading are measured at fair value;

— financial assets and financial liabilities at fair value are measured at fair value;

— investment properties are measured at fair value; and

— non-current assets and disposal groups classified as held for sale are stated at the lower of their carrying amount and fair value, less
costs to sell.

Functional and presentation currency

The 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 the USD was 127.65 and
142.65 for the EUR (31.12.2014: USD 127.46 and EUR 154.28).

2. Significant accounting estimates and judgements in applying accounting policies

The preparation of the Interim Financial Statements requires management to make judgements, estimates and assumptions that affect
the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results may differ
from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting estimates are recognised in the
period in which the estimate is revised and in any future periods affected.

The key sources of estimation uncertainty are within:

— impairment losses and reversal of impairment losses on loans; and
— investments in associates.
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3. The Group

Shares in main subsidiaries in which Arion Bank held a direct interest at the end of the period
Equity interest

Operating activity Currency 30.9.2015 31.12.2014

AFL - sparisjodur ses., Adalgata 34, Siglufjordur, Iceland .........ccccovvvevveeccieeennenn. Retail banking ISK 100.0% 99.3%
Arion Bank Mortgages Instit. Investor Fund, Borgartun 19, Reykjavik, Iceland ..... Retail banking ISK 100.0% 100.0%
BG12 slhf., Katrinartin 2, Reykjavik, Iceland .........c.cccocveeeiiieiiiee e Holding company ISK 62.0% 62.0%
EAB 1 ehf., Borgartln 19, Reykjavik, Iceland ........cccccveereerveerieereeseesiece e Holding company ISK 100.0% 100.0%
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland ..........cccoceevininininninencnnnenne. Holding company ISK 100.0% 100.0%
Eignarhaldsfélagid Landey ehf., Gréfin 1, Reykjavik, Iceland ........c.ccovevvevvennens Real estate ISK 100.0% 100.0%
Kolufell ehf., Borgartin 19, Reykjavik, Iceland ...........cccocovirievenininninininenies Real estate ISK 68.9% 68.9%
Okkar liftryggingar hf., Laugavegur 182, Reykjavik, Iceland ........c.ccceeevvevivenennnen. Life insurance ISK 100.0% 100.0%
Stefnir hf., Borgarttin 19, Reykjavik, Iceland ........c.cccccecevininiiininininicineneee, Asset management ISK 100.0% 100.0%
Valitor Holding hf., Dalshraun 3, Hafnarfjordur, Iceland .........ccccoecveveeveeneennene Payment solutions ISK 99.4% 98.8%

In September Arion Bank increased its shareholding in AFL - sparisjodur and holds 100% shareholding at the end of the period. The
boards of Arion Bank and AFL - sparisjédur have signed an agreement for the merger of the two entities. In October FME approved the
merger.

In April 2015 the Bank increased its shareholding in Valitor Holding hf. when it purchased 0.6% shareholding from the non-controlling
party Landsbankinn hf.
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OPERATING SEGMENT REPORTING

Segment information is presented in respect of the Group's operating segments 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.

Operating segments
The Group comprises six main operating segments:

Asset Management comprises Institutional Asset Management, Private Banking and Investment Services. Asset Management manages
financial assets on behalf of its customers according to a pre-determined investment strategy. Asset Management also administers
pension funds. In addition the division is the main distributor of funds managed by Stefnir hf. to individuals, companies and institutional
investors as well as distributing funds managed by international fund management companies. Stefnir hf. is an independently
operating financial company owned by Arion Bank. Stefnir manages a broad range of mutual funds, investment funds and institutional
investor funds.

Corporate Banking provides comprehensive financial services and customized solutions to larger corporate clients in Iceland.
Corporate Banking provides a full range of conventional lending products, deposit accounts as well as value added electronic corporate
solutions to meet the needs of each customer.

Investment Banking is divided into Corporate Advisory, Capital Markets and Research. Corporate Advisory advises customers on
securities offerings and the admission of securities for trading on regulated securities markets and also provides M&A advisory services.
Capital Markets handles securities brokerage and foreign exchange trading for the Bank's customers. Research publishes regular
analyses of listed securities, the major business sectors, markets and the Icelandic economy and also produces economic forecasts.
Investment Banking's customers are private individuals, companies and institutions. Investment Banking comprises the subsidiaries
Eignabjarg ehf., BG12 slhf. and EAB 1 ehf.

Retail Banking, including Arion Bank Mortgages Institutional Investor Fund and AFL - sparisjédur, provides a comprehensive range of
services. This includes among other advice on deposits and loans, savings, payment cards, pension savings, insurance, securities and
funds. To maximize operational efficiency the branch network is divided into six clusters, with the smaller branches capitalizing on the
strength of larger units within each cluster. Retail Banking's 25 branches all around Iceland have a total of more than 100,000
customers.

Treasury is responsible for the Bank's liquidity management as well as currency and interest rate management for the Bank. The other
main functions of Treasury are the internal pricing of interest rates and currency and liaison with other financial institutions.

Other divisions and Subsidiaries include market making in domestic securities and currencies. The subsidiaries are Eignarhaldsfélagid
Landey ehf., Okkar liftryggingar hf., Valitor Holding hf. and other smaller entities of the Group.

Headquarters: Overhead, Risk Management, Accounting, Legal, Corporate Development and Marketing and Operations.
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4. Operating segments

Asset Other Head-

Manage- divisions  quarters

ment and Corporate Investment Retail and Sub- and
1.1.-30.9.2015 Stefnir Banking Banking Banking  Treasury  sidiaries Elimination Total
Net interest income ......cccceeeveeeennene 333 4,407 29 10,190 4,782 497 49 20,287
Other inCome .......cceceevieveneeienieniee 2,912 801 12,174 2,338 213 5,554 6,098 30,090
Operating iNCOMe .......cccceeeeueeennnnees 3,245 5,208 12,203 12,528 4,995 6,051 6,147 50,377
Operating eXpense ........coceeeveerveennnene (1,033) (386) (746) (4,302) (184) (4,276) (8,409) (19,336)
Bank levy ....ocvveeeeeeeeceeeeee s - - - - - - (2,168) (2,168)
Net impairment ..........cccocvviiiiinnnnns - 1,435 1,492 (2,733) 407 (762) 47 (114)
Earnings before tax .........ccceeeueeennnees 2,212 6,257 12,949 5,493 5,218 1,013 (4,383) 28,759
Net seg. rev. from ext. customers ..... 1,261 10,885 12,773 22,371 (9,266) 6,245 6,100 50,377
Net seg. rev. from other segments .... 1,984 (5,677) (570) (9,843) 14,261 (194) 39 -
Operating income .......ccceeeeeeeeeeeennns 3,245 5,208 12,203 12,528 4,995 6,051 6,139 50,377
Depreciation and amortisation ......... - - - 217 - 419 582 1,218
30.9.2015
Total @ssets .....cccceerereerecnernssseensennns 5,492 238,439 43,943 440,274 212,676 49,857 18,795 1,009,476
Total liabilities ........cccccereeceriecnennnnne 1,166 182,968 31,660 386,929 192,964 30,149 8,845 834,681
Allocated equity ......ccoevueerrreiiissunnnnns 4,326 55,471 12,283 53,345 19,712 19,708 9,950 174,795
1.1.-30.9.2014
Net interest incOMe ......cccceveveeeenenne 380 5,479 218 9,339 3,643 (728) (22) 18,309
Other income ......cccccveeevveevcveeecieeenns 2,753 965 6,658 1,917 (772) 6,917 1,505 19,943
Operating iNCOME .......cccceveevueeniinnees 3,133 6,444 6,876 11,256 2,871 6,189 1,483 38,252
Operating eXpense ........coceevveerveenenene (1,030) (446) (536) (4,183) (195) (3,613) (8,621) (18,624)
Bank levy ..c.eccveeiieeeceeeeeeeee e - - - - - - (2,008) (2,008)
Net impairment .......ccccceeeevveeneenenenns - 2,841 (398) (223) 683 (55) 29 2,877
Earnings before tax .........ccceeeueennnnees 2,103 8,839 5,942 6,850 3,359 2,521 (9,117) 20,497
Net seg. rev. from ext. customers ..... 1,523 13,068 7,159 18,850 (11,087) 7,302 1,437 38,252
Net seg. rev. from other segments .... 1,610 (6,624) (283) (7,594) 13,958 (1,113) 46 -
Operating income .......ccceeveeeeeeeeennnns 3,133 6,444 6,876 11,256 2,871 6,189 1,483 38,252
Depreciation and amortisation ......... - - - 226 - 245 574 1,045
30.9.2014
Total assets ......cccerireeriisnerniseeniinnes 4,996 240,775 31,504 411,823 175,998 56,803 20,272 942,171
Total liabilities ........ccoceervrneriinennnnne 2,452 202,251 26,463 367,403 138,631 27,686 17,520 782,406
Allocated equity .......ccceceereiueeirinneene 2,544 38,524 5,041 44,420 37,367 29,117 2,752 159,765

The vast majority of the revenues from external customers is attributable to customers in Iceland.

Discontinued operations are excluded from the profit and loss segment information.
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QUARTERLY STATEMENTS

5. Operations by quarters

2015 Q3 Q2 Q1 Total
NEt INtEreSt INCOME ..o e e aeesessasaaeaesseaseesereeeee 7,112 7,392 5,783 20,287
Net fee and COMMISSION INCOME .....uviiiuiiiiiiieccree e eereeeeete e et eeeebreeeerreeeeabeeesabeeeenreeenns 3,292 3,677 3,757 10,726
Net fiNANCIal INCOME ......uvveiieieecee et e e et e e e e saraee e e e enaneeees 453 2,184 7,539 10,176
Other OpPerating INCOMIE ...covuiiiiiiee it e s sre e s bre e s ba e e s sbae e s ssaeeenneeesnneees 3,448 1,038 4,702 9,188
Operating iNCOME .....ceueeeeeeemenememenenenneeneneeeneeeeeeeeeeeeneeene 14,305 14,291 21,781 50,377
Salaries and related EXPENSE ........ovuiiiiiriirieeie ettt st (3,153) (3,675) (3,492) (10,320)
Other OPErating EXPENSE ...c.uvivieerieerieesieeieeteereeseeeeeere e s e e staesrseebeesteesseessseeseenseesseennns (3,012) (3,108) (2,896) (9,016)
BANK TBVY ..ttt sttt ettt ettt e b e sare b s (779) (659) (730) (2,168)
AT AT T« F= 1102 =T Y TSP (33) (1,863) 1,782 (114)
Earnings before tax .......ccccvviiiiinenniiiininneennninsnnssnnnnns 7,328 4,986 16,445 28,759
Income tax expense (1,272) (647) (1,720) (3,639)
Net earnings from continuing OPErations ..........ccccceeeeeiicrirnreneiesissnneresescsssnseesssessnns 6,056 4,339 14,725 25,120
Net gain from discontinued operations, net of taX .......ccceveeceereniniiiiiiiiccee, 15 79 183 277
NEt CANINGS ...uvvrririririririsirssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssnanes 6,071 4,418 14,908 25,397
2014

NEt INTErEST INCOMIE ..eeiiiiieiee e e e et e st sbe e e e e e e snnee s 6,343 6,483 5,483 18,309
Net fee and COMMISSION INCOME ....vviiiuiiiiiiie e et et e et eeebae e eebae e e eabeeesabeeeenraeens 3,526 3,445 3,148 10,119
Net fINANCIal INCOME ..o sttt e ae e es 1,994 4,439 (572) 5,861
Other operating income . 689 2,356 918 3,963
Operating iNCOME .....ueueeeeeeemenememenennneneneneeeeeneeeeeeeemeeeeeeee . 12,552 16,723 8,977 38,252
Salaries and related expense (2,862) (3,714) (3,450) (10,026)
Other OPErating EXPENSE ...ccuvivieeieeeieeceeeieeteereesee et e srseeseesteesaseebeesteessaesssesseenseensnennns (2,787) (3,064) (2,747) (8,598)
BANK TBVY .ttt ettt et bttt e e b e e ba e s aaesateenbean (633) (715) (660) (2,008)
NEt IMPAITMENT ...ttt e e s e st e e e s s s bbb e e e e e ssabbeeeeeennes 876 34 1,967 2,877
Earnings before tax 7,146 9,264 4,087 20,497
INCOME tAX EXPENSE ..vveiiieiiieriieniieete et e st e st e ste e bt e e e satesabeebeesbeesstessbeenbeetaesseesasesnseensens (1,989) (1,152) (1,315) (4,456)
Net earnings from continuUiNg OPErations ..........ccccceeeeeiicrirnreneieccssnneeesescssssnsessssessens 5,157 8,112 2,772 16,041
Net gain from discontinued operations, Net Of taX ......cccccevveercieeiiierieriese e 67 6,433 92 6,592
Net earnings 5,224 14,545 2,864 22,633
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

6. Net interest income

2015 2014 2015 2014
Interest income 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Cash and balances with Central Bank .........ccceeeiiiiiiiii i 467 501 183 169
I LSRR 39,102 36,227 13,801 11,953
Y=L ol U L= 2,593 2,824 984 845
646 484 180 188
Interest iNCOME ....ccuueiiiiiiieneciiiiiineneiineiirreesessseeeennesees 42,808 40,036 15,148 13,155
Interest expense
[T T 1 £ (11,968)  (12,808) (4,508) (4,024)
BOITOWINES ...ttt ettt sttt e et s e e st e e st e e sttt e e steeenbeesanneesnneesnnneeennnees (9,855) (7,876) (3,361) (2,413)
Subordinated lHabilities ........ccceevieieece e (603) (974) (100) (324)
OBNEE ettt ettt e e et e et e e be e e be e e tb e e be e beeetbeetbeeabeebe e reenaeeeabeereenbeeeaeeenrean (95) (69) (67) (51)
INTEIESt EXPENSE ....uvvrerreieiiiiirineeeieresersneeesesesssssssesssssssssassansssssssnnsenssessssssnsassssssssansanns (22,521)  (21,727) (8,036) (6,812)
Net interest iINCOME .....civveeeiiiiiiiiiiiiiiiiir s ressssessteressnsssssssneasnsssssssnans 20,287 18,309 7,112 6,343
Net interest income from assets and liabilities at fair value .. 2,593 2,824 942 845
Interest income from assets NOt at fair ValUE .....c..eeevveeeiiiieieieee et 40,215 37,212 14,165 12,311
Interest expense from liabilities not at fair value ........ccccceecieeiiiniiniinicneecieeiee (22,521)  (21,727) (7,995) (6,813)
NEt iNtEreSt INCOME .....cciieeeeeiiiiiiitieceeeereeeneeeeeeeeeeaneseeeeresenssssessserensnssssssesensnnssssassens 20,287 18,309 7,112 6,343
Interest spread (the ratio of net interest income to the average carrying amount of
INTErest DEANING ASSELS) ..ivviiiiiiiieeie ettt e et e s e e ateere e aaesaaesseenneas 3.0% 2.9% 3.1% 2.9%
7. Net fee and commission income Net Net
Income Expense income Income Expense income
1.1.-30.9.2015 1.1.-30.9.2014
ASSEt MANAZEMENT ...eiiiiieiieiieiee ettt neeesaees 3,099 (210) 2,889 2,918 (151) 2,767
(0 o LSS 8,545 (4,384) 4,161 6,657 (2,776) 3,881
991 (63) 928 942 (63) 879
1,274 (36) 1,238 1,692 (30) 1,662
1,070 - 1,070 896 - 896
630 (190) 440 574 (540) 34
Net fee and commission INCOME ......cccvvvneeriiiiiisnnneniiesssssnnnns 15,609 (4,883) 10,726 13,679 (3,560) 10,119
1.7.-30.9.2015 1.7.-30.9.2014
ASSEt MANAZEMENT ....eeiiiieiieieeee et te et e e 1,028 (87) 941 938 (61) 877
(07 o LSRR USSP 3,239 (1,885) 1,354 2,505 (1,051) 1,454
Collection and payment SErVICeS .......cccecvevueeceereeriveeireeseeenenens 330 (21) 309 343 (21) 322
INVesStMeNnt banKing .....cccocverierieriieeieeneeseee e 180 (15) 165 640 (6) 634
Lending and gUArantees .......cccvecceeeecieeeeiiee e e 388 - 388 281 - 281
(0] 4 1T SR TROS R PTRPR 208 (73) 135 55 (97) (42)
Net fee and commission income 5,373 (2,081) 3,292 4,762 (1,236) 3,526

Asset management fees are earned by the Group on trust and fiduciary activities where the Group holds or invests assets on behalf of
the customers.
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8. Net financial income 2015 2014 2015 2014

1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

Dividend income . 6,798 874 - 216

Net gain (loss) on financial assets and financial liabilities classified as held for trading .. 740 (394) 654 (21)
Net gain on financial assets and financial liabilities designated

at fair value through profit Or 1SS ......cceevieriiiiiceee e 3,031 4,817 814 1,387

Net foreign exchange (loss) gain (393) 564 (1,015) 412

Net financial iNCOME .....cccevereieieiiieieieieeeeeeeeeee s 10,176 5,861 453 1,994

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

Equity instruments designated at fair value ..........cccoveerieniiniiineen e 2,818 5,500 700 1,442
Interest rate instruments designated at fair value ..........ccceevveeieecievecceece s 213 (683) 114 (55)
Net gain on financial assets and financial liabilities

designated at fair value through profit or I0Ss .......ccccccetiiiicirrneiiiiicinsneenenncccneeneenas 3,031 4,817 814 1,387

9. Other operating income

Share of profit (loss) of associates and reversal of impairment .........ccccccevevveveeciveceeennen. 6,956 (27) 2,739 53
Rental income from investment Property ........coeceevereneriinincneeiecseseeeese e 24 1,226 7 55
Fair value changes on investment Property .......ccueevceeevrieeenieeesiee e ereeeseee s 555 935 129 3
Realised gain on investment Property .......cccoccoiiieieiineniciceseeeeesese e 207 144 81 138
Earned premiums, Net of FEINSUIANCE ........cccueeieeiieerieseece e e see st te e e s sreeaeeees 810 739 280 247
Other INCOME ..ttt ettt sb e s bt st 636 946 212 193
Other operating iNCOME .......ceeeeeeeeeemeeeneeeneneneneneeeeeeeeeeeeeeeeee 9,188 3,963 3,448 689

10. Personnel and salaries

Number of employees

Average number of full time equivalent positions during the period ..........cccccvevverueennes 1,131 1,130 1,147 1,119
Full time equivalent positions at the end of the period ..........cccoecveviiiviiniinienicneceee 1,151 1,135 1,151 1,135

The Bank's number of employees

Average number of full time equivalent positions during the period ..........ccccccvevveeueennen 849 898 843 887
Full time equivalent positions at the end of the period .........ccccoecvviiivieniiinienieeeceee 850 899 850 899

Salaries and related expense

SAIATIES ettt h et b e bttt b e b bt et et et e e ne et e ntenns 8,003 7,791 2,473 2,270
Defined contribution Pension PIaNns ........ccceeceerierierienie e 1,138 1,097 349 320
Salary related expense 1,179 1,138 331 272
Salaries and related eXPENSE ......ccovvveeiiiiiiinrnnnetiiiiiinnneneiiiiissnrensiesssesssesssssssssssssens 10,320 10,026 3,153 2,862
Salaries and related expense for the Bank

SAIATIES ettt ettt h et h et b e b bt et e b et e e ne et e ntennas 5,882 6,082 1,808 1,759
Defined contribution pension plans .. 876 880 288 290
Salary related EXPENSE ......uveecuiieeeiieecteeeeee e te e e cte e et e e e e e be e e st e e e s te e e e taeeeraeeennaeeennnen 868 971 246 248
Salaries and related EXPENSE ......cccvveeiiiiiiiinnneiiiiiniineeneiiiissnrensissssenssessssssnssssssens 7,626 7,933 2,342 2,297

During the period the Group made a provision of ISK 164 million (9M 2014: ISK 239 million) for performance plan payments, including
salary related expense, thereof the Bank made a provision of ISK 111 million (9M 2014: ISK 193 million). Forty percent of the payment
is deferred for three years in accordance with FME rules on remuneration policy for financial undertakings. At the end of the period the
Group's accrual for performance plan payments amounts to ISK 656 million (31.12.2014: ISK 741 million), thereof the Bank's accrual
amounts to ISK 538 million (31.12.2014: ISK 639 million).
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11.

12.

13.

14.

Other operating expense 2015 2014 2015 2014

1.1.-30.9. 1.1.-309. 1.7.-30.9. 1.7.-30.9.
Administration expense .......ccccceeeeeeceeenns 6,841 6,354 2,267 2,083
Depositors' and investors' guarantee fund .........cccceevieereenee s 631 623 211 208
Depreciation of property and eqUIPMENT .......c.eieiiiieeiieeeiee et eaee e 672 743 213 273
Amortisation of iNtanNible @SSELS ......ccvvvvieiiiriecieee e e 546 302 172 103
Direct operating expense derived from rental-earning investment properties - 315 - 35
Claims incurred, Net Of FEINSUIANCE .....ccveeiieeeeeree et etee et et eeere e eereeeerreeeeabee e 265 254 123 81
Other EXPENSE ..c.vieiiiiiiiieeee bbbt st st 61 7 26 4
Other operating eXpense ........cccceereriiirisisssssssssssssssssssnsnes 9,016 8,598 3,012 2,787

Bank levy

The Bank levy is 0.376% on total debt excluding tax liabilities, in excess of ISK 50 billions. Non-financial subsidiaries are exempt from
this tax. The tax is assessed on financial institutions to meet the funding of a special index and interest relief provided to individual tax

payers.
Net impairment 2015 2014 2015 2014
1.1.-30.9. 1.1.-309. 1.7.-30.9. 1.7.-30.9.
Increase in book value of |0ans t0 COrPOrates .........ccovvveeveeniiniieeiieeeeree e 2,111 2,245 87 591
Increase in book value of 10ans to INAIVIAUAIS ......ccveeieivieieciie e 1,667 1,276 679 966
Increase in book value of 0ther assets ... - 683 - -
Net change in impairment of l0ans to COrporates ........cccocveevieevieeveereesee e 767 17 248 (210)
Net change in impairment of loans to iNdividuals ..........cocevviiriiiiniiniinieeeee e (3,148) (1,469) (861) (534)
Net change in collective impairment on [0aNS .........ccceeeeercieeieereeseece e (1,486) 125 (186) 63
Impairment of iNtangible @SSEts .......ccceviiiriiiiiiic e (25) - - -
Net IMPAITMENT ....ccciiiiiiereereicccreee e ccsereeesesesssanseesssesssannesssessssssnsasssssssssnsasnssssssnns (114) 2,877 (33) 876
Income tax expense
CUITENT TAX EXPENSE . eeeeiiiiieeeiitee ettt ettt e ettt e ettt e st e essate e s s bt e e ssbeeesabeeeanteeesasaeesnneeennneesans 3,844 4,042 1,424 1,968
DEferred taX EXPENSE .....ccvecieeeeeieeeeseestesteeteesteestaesteeteeseessaesssessseesseesseessessnseaseenes (205) 414 (152) 21
L TeTe T4 = D Q= T4 e =T 4 T Y 3,639 4,456 1,272 1,989
Reconciliation of effective tax rate 1.1.-30.9.2015 1.1.-30.9.2014
EQrNings DEFOIE taX ..ocuuiiccieeciie ettt e e s e e e aaeeennee 28,759 20,497
Income tax using the Icelandic corporation tax rate .......ccccceveereeriieeieeneenieenieeseseennes 20.0% 5,752 22.0% 4,501
Additional 6% tax on financial institutions 3.0% 877 4.2% 869
NON-AedUCLIDIE EXPENSES ....ecviiiieiiiiiieieeee sttt et esaeesatesbeesbeesaeesaneas 2.1% 602 0.1% 23
TaX EXEMPEL FEVENUE ..ottt ettt ettt e et e sitesat e st e bt e sbeesae e st e e beesbeesaeesanesaseenneennnn (12.8%) (3,675) (4.2%) (865)
OthEI CNANEES ..eouiiiiieeieeieeee ettt st e e e st e sabeebeesbeesasessnesnsaenee 0.3% 83 (0.4%) (72)
Effective tax rate 12.7% 3,639 21.7% 4,456

Financial institutions pay 6% additional tax on taxable profit exceeding ISK 1 billion.

Tax exempt revenues consist mainly of profit from equity positions.
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15. Net gain from discontinued operations, net of tax 2015 2014 2015 2014
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

Net gain from associated companies ....... - 6,290 - 66

Net gain from real estates and Other assets .......ccccvevvevierierie e 277 302 15 1

277 6,592 15 67

Net gain from discontinued operations, net of tax .......

Discontinued operations
Excluded Included
2015 2014 2015 2014
1.1.-30.9. 1.1.-30.9. 1.1.-30.9. 1.1.-30.9.

16. Earnings per share

25,282 15,777 25,559 22,369
2,000 2,000 2,000 2,000
12.64 7.89 12.78 11.18

Net earnings attributable to the shareholders of Arion Bank ..........cccecevveenieniiniiennienne
Weighted average number of outstanding shares for the period, million ............c..........

BasiC €arnings PEI SNATE .....c.cccievieiiirieiiie it

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2014: none).
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

17. Cash and balances with Central Bank 30.9.2015 31.12.2014
(0= 1 1 e 0 1 =12 T [OOSR 7,032 5,255
CaSh WIth CENTIAl BANK ...cccoiiiiiiiiiiceciieee ettt e e e e e e e et b e e e e e eesaaaaeeeeeensaaaeeeeeeessbsseeeesensnreeeseeennns 57,507 6,873
Mandatory reserve deposit With CeNtral BanK ..........cccvevuieiiirieniiecieeseesee et e e s e s e aeesteesaeeseaeeteeseesaeesanesns 8,750 8,935
Cash and balances With Central Bank ............ccccccecuemenenenemenemeremesesesmsesesesssmsesesssesssssesesesssssassssssssssssssssssssssssssnes 73,289 21,063

The mandatory reserve deposit with Central Bank is not available for the Group to use in its daily operations.

18. Loans to credit institutions

[T TG Lol ole U oY £ 67,259 79,587
MONEY MATKET JOBNS ...eiieeiieeite ettt st sttt et sh e st e et e et e e s bt e s aeeeabeesbeesaeesabesabeenbaesbtesabeenbeenbeesaenseas 21,404 23,007
(@14 =T g [o - o T3PPSR 4,663 6,198
LOaNS t0 Credit INSTIULIONS .....cueeeeeeeeeeeemeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeereeeeereeereresemeremesesseesessessssssessesssseaseessssesssesesssanens 93,326 108,792

19. Loans to customers

30.9.2015 Individuals Corporates Total
(@] e [ | £ RS RSPUU SR PSP 17,809 23,699 41,508
(@Yo [ o= o E PRSPPI 10,574 994 11,568
IMIOIEEAEE JOANS vttt ettt sttt et ste e s h e e s i e et e et e e bt e s abesateeabeenbeesaeesasesabeenbeesbeenanens 272,841 12,516 285,357
(05 o 11 = I LT 1Y YRS SRPSPRY 3,142 5,778 8,920
OhEE TONS ..ttt bt et a e b e et e bt s a et b e sb e b saeeae 31,843 325,980 357,823
Lo VT (oY g T o I [o - o T3S (13,823)  (12,546) (26,369)
[0 T T4 T3 o I oW o Ty =T N 322,386 356,421 678,807
31.12.2014

OVEIATATES ..ttt ettt h ettt s h e ae et e s b s bt e bt e b e s b e e bt ea b et e e b e eat et e sbeeae et e naesaeentennas 17,955 24,420 42,375
Credit cards .... 11,065 943 12,008
1Y/ [0 g 7= Y= [0 X1 o - SRSt 271,639 10,406 282,045
CAPITAL IEASE ettt ettt ettt ettt e st e et e e bt e s bt sat e s et e be e b e e s bt e e abeenbe e beenseesateeateens 2,469 3,607 6,076
OENEI TONS .t b et b e bt e ht et et e bt et et e e bt e ae et e b e sbeeae et e sbesbeentenbenbeens 31,294 300,391 331,685

Provision on loans . (13,111) (13,570) (26,681)

Loans to customers 321,311 326,197 647,508

The total book value of pledged loans that were pledged against amounts borrowed was ISK 196 billion at the end of the period
(31.12.2014: ISK 197 billion). Pledged loans comprised mortgage loans to individuals, loans to real estate companies, wholesale and
retail and industry and energy companies.

Further analysis of loans is provided in Risk Management Disclosures.
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19. Loans to customers, continued

Changes in the provision for losses on loans to customers

1.1.-30.9.2015 Specific  Collective Total
Balance at the beginning Of the YEAI ......cc.vii e e e 22,214 4,467 26,681
PrOVISION fOF JOSSES ...uvviieiiieietiieciee e ettt e eetee e eette e eetee e e eteeeeetreeeeareeseaseeeesaeeeeabeseesbeeeeareeeanseseensseesseeesnseeesn 2,381 1,486 3,867
WWIEIEE-OFFS ettt ettt et e te e st e et e e be e beesteesaaeeaseease e saessaesaseeaseebeesseessseesseenteensaans (4,443) - (4,443)
Payment of 1oans previously WHtEeN Off ..........cociiiieiii i 264 - 264
Balance at the end of the period ........cccccceiiiiiiiiereiiiiiiiseneiiiniinens 20,416 5,953 26,369

1.1.-30.9.2014

Balance at the beginning Of the YEAI .......ccci e 25,126 4,100 29,226
PrOVISION fOI JOSSES ...eeuviiiiiiiieie ettt sttt sttt et sb e st e et e bt e s aeesabesabe e beesbeesabesnbeenbeenseans 1,579 (252) 1,327
Write-offs (4,201) (68) (4,269)
Payment of loans previously Written off ..o 829 - 829
Balance at the end of the period ........cccccceeiiiiiiieeeiiiciciieeeeeeecccnens 23,333 3,780 27,113

Significant accounting estimates and judgements
Key sources of estimation uncertainty are impairment losses on loans.

The Group reviews its loan portfolios to assess impairment at least quarterly as further described in Note 53 in the Annual Financial
Statements for 2014. The specific component of the total allowance for impairment applies to financial assets evaluated individually for
impairment and is based on management's best estimate of the present value of the cash flows that are expected to be received. In
estimating these cash flows, management makes judgements about a debtor's financial situation and the net realisable value of any
underlying collateral. Each impaired asset is assessed on its merits, the workout strategy and estimate of cash flows considered
recoverable are independently reviewed by the Credit Risk function.

20. Financial instruments 30.9.2015 31.12.2014
Bonds and debt INSEIUMENTS ....couiiiiiiiiiice ettt et e bttt sbesre e 69,471 66,466
Shares and equity instruments with variable INCOME .....c..uii i e aae e 26,834 25,232
DIEIIVATIVES ..ttt bbb bbb s s s e be e b 2,285 1,026
Yol AT U T =T I o T o =T F={ T = TS 12,601 9,104
FINANCIal INSEIUMENTS ...eueiiiiiiiiiiiiicitcitretrcr e sas s s sa e s ba e s s sae e s s anessennnes 111,191 101,828

Arion Bank Interim Consolidated Financial Statements 30 September 2015 22 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

21. Financial assets and financial liabilities

Designated
30.9.2015 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........coccuveiiiieiiiiiieeeeeeiireeee e eeereeee e eeevree e e e e eennnees 73,289 - - 73,289
Loans to credit institutions ... 93,326 - - 93,326
LOGNS £0 CUSTOMEIS ..uuiiiiiiiiiititttttaetaeaaebesarsseaessesssssssssresseereeseereerereeseeeaeeeeereeeeeaeees 678,807 - - 678,807
[0 T 1 845,422 - - 845,422
- 2,940 65,054 67,994
- 99 1,378 1,477
- 3,039 66,432 69,471
- 2,310 10,072 12,382
- 1,310 11,878 13,188
Bond funds with variable income, unlisted ........c..cccovveiviiiiieiiiiciee e - 1,016 248 1,264
Shares and equity instruments with variable income ......... - 4,636 22,198 26,834
Derivatives
OTC AEIVALIVES ..veeeuiieeirieeeiie e ettt e ettt eesree e e te e e sbeeesbaeesbaeeeesseeeasseeesnsesennsaeeesaeesnsaeenn - 2,285 - 2,285
Derivatives - 2,285 - 2,285
Securities used for hedging
Bonds and debt instruments, [IStEd ..........oeieeiiiiiiee e - 1,179 - 1,179
Shares and equity instruments with variable income, listed ..........ccocevviiveineeniienciennnen. - 10,257 - 10,257
Shares and equity instruments with variable income, unlisted ........cccccovvviieviieeniieennns - 1,165 - 1,165
Securities used for hedgiNG ........cccvvvvieiiiiiiiiiieniiiiiiireiee s ssssssssnssssssns - 12,601 - 12,601
Other fiINaNCial @SSELS ...ocveiuiiiiiiiiicie et 8,854 - - 8,854
FINANCIAl @SSETS ...ciiirineniieiiiiiieieeetitrteneeereetennnseeeeetennasssseseressnssssssessssnssssssesessnnnnnnns 854,276 22,561 88,630 965,467
Liabilities at amortised cost
Due to credit institutions and Central Bank ........c..cccecueririricnieniniciesiceceeeese e 11,470 - - 11,470
Deposits 503,155 - - 503,155
BOITOWINES ...veiiiiieeeiiee ettt ettt et e st e e st e e st e e sabbeesbbeeebbeessbeeesnteesnnseenn 248,172 - - 248,172
Subordinated lIabIlILIES ........ccoieiiiiiee e e e e e e e anae s 10,378 - - 10,378
Liabilities at amortised COSt .......c.covciriiieiiiieiiiiiiiiie e 773,175 - - 773,175
Financial liabilities at fair value
Short POSILION IN DONAS ...ouviiiiiiiiiecie st st s e e sbeesaaesbeebeenes - 3,459 - 3,459
[T V=Y A=Y - 2,052 - 2,052
Financial liabilities at fair value - 5,511 - 5,511
Other fiNaNCIal lIADITITIES .vvvviiiiieeieieeiieeee e e e e e eaae e e e s snarees 41,196 - - 41,196
Financial liabilities 814,371 5,511 - 819,882
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21. Financial assets and financial liabilities, continued

Designated
31.12.2014 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........coccuveiiiieiiiiiieeeeeeiireeee e eeereeee e eeevree e e e e eennnees 21,063 - - 21,063
LOANS 1O Credit INSTILULIONS ..oovviiiieeccciie ettt ebre e rae e s eneeeeeneeesnnes 108,792 - - 108,792
LOGNS £0 CUSTOMEBIS ...uuiiiiiiiiiiiitiiititttttatterasaaeaarssesessssaassrsesresserrreeeereerereeereeereeeeeeeeeeeaens 647,508 - - 647,508
[0 T 1 777,363 - - 777,363
- 3,157 61,421 64,578
- 36 1,852 1,888
- 3,193 63,273 66,466
- 1,538 7,079 8,617
- 1,613 13,901 15,514
Bond funds with variable income, unlisted ........c..cccovveiviiiiieiiiiciee e - 928 173 1,101
Shares and equity instruments with variable income ......... - 4,079 21,153 25,232
Derivatives
OTC AEIVALIVES ..veeeuiieeirieeeiie e ettt e ettt eesree e e te e e sbeeesbaeesbaeeeesseeeasseeesnsesennsaeeesaeesnsaeenn - 1,026 - 1,026
Derivatives - 1,026 - 1,026
Securities used for hedging
Bonds and debt instruments, [IStEd ..........eeieeeiiiiiee e - 3,212 - 3,212
Shares and equity instruments with variable income, listed ..........ccocevviiverneeniienciennnen. - 4,911 - 4,911
Shares and equity instruments with variable income, unlisted ........ccccccovvviiieviieeniieennns - 981 - 981
Securities used for hedgiNG ........cccvvvvieiiiiiiiinieniiinininreie i essessssssssssssnssssssns - 9,104 - 9,104
Other fiINAaNCial @SSELS ...ecveiuiiiiiiiiciieieeee e 3,514 - - 3,514
FINANCIAl @SSELS ....ciiireeeeiieriiiiieieieiitrteneeeereeteennseeeeetennnsssessrensnssssssessssnssssssessasnnnnnnns 780,877 17,402 84,426 882,705
Liabilities at amortised cost
Due to credit institutions and Central Bank 22,876 - - 22,876
DBPOSITS ..uvetetteuteteete ettt ettt ettt ea et b e h e a et b e bt a bt et e bttt e bt eht et e beehe et et nheeaeenes 454,973 - - 454,973
BOITOWINES «..veeiiiieeeitee ettt ettt e st e st e e st e e st e e sabb e e sbbeesbbeeessbeeesntaesnseesn 200,580 - - 200,580
Subordinated lIabIlILIES ........ccoieiiiiee e e et e e e e eanreees 31,639 - - 31,639
Liabilities at amortised COSt .......c.covciiiiiiiiiiiiiiiieiii e 710,068 - - 710,068
Financial liabilities at fair value
Short POSILION IN DONAS ..covviiiiiiieie et st s b e sbe e sbe e s b e sbeeeeenee - 8,238 - 8,238
DBIIVALIVES ...ttt ettt et e e - 905 - 905
Financial liabilities at fair Value .........cocccevvuiiiiieiiiieiiiiicncccecc e - 9,143 - 9,143
Other fiNaNCial lIADIlITIES ..vveiiiiiiieieci e eer e e e e eaae e e e s eaarees 39,032 - - 39,032
FINaNCial llabilities .......cieeiieeeeciiieiiieieeiceererreeneeeeeereeenneeeeeresennnssenssenensnssesesesensnnnnnnns 749,100 9,143 - 758,243
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21. Financial assets and financial liabilities, continued

Bonds and debt instruments designated at fair value specified by issuer 30.9.2015 31.12.2014
Financial and INSUFANCE @CHIVITIES ......cccveiiirieiitie ettt ettt et eetre e et e e e etbe e e etteeeeateeeeabeeeeaseeessseeesaseeesbeeesrseesseeas 10,070 3,403
[0 o] [Tol Y=Yl o ] SRRSO 55,198 58,730
(O0o] o Jo] =1 {1 OO PP PPPPRPPPPP 1,164 1,140

Bonds and debt instruments designated at fair value .. 66,432 63,273

The total amount of pledged bonds at the end of the period was ISK 14.9 billion (31.12.2014: ISK 18.0 billion). Pledged bonds comprise
Icelandic Government 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.

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

Assets and liabilities recorded at fair value by level of the fair value hierarchy
30.9.2015 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNStrumMEnts .......cocooiiiriiiiiieece s 30,125 39,167 179 69,471
Shares and equity instruments with variable iINCOME .........ooviiiiiiiiciiece e 11,935 14,875 24 26,834
Derivatives - 2,285 - 2,285
Securities used for hedging 11,436 1,165 - 12,601
INVESTMENT PrOPEITY .neveeeeiiieeeiiee ettt ettt sttt s e e e bt e e sat e e st eeesneeesaneeesane - - 7,817 7,817
ASSELS At FAIF VAIUE ....uiiiiiiiiiiiiiiiiiirieerrsrsssssessssessse s s s s s sssssssssssssssesssssssssnsnsnsnnnne 53,496 57,492 8,020 119,008
Liabilities at fair value

Short POSILION IN DONAS ...ovviiiiiiiiiesie et e e st e saaesbeebeenes 3,459 - - 3,459
[T V=Y A=Y - 2,052 - 2,052
Liabilities at fair value 3,459 2,052 - 5,511
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22. Fair value hierarchy, continued

31.12.2014 Level 1 Level 2 Level 3 Total

Assets at fair value

Bonds and debt iNSTTUMENTS ....ooocviiiiiiiicieee et ebre e e erae e 26,677 38,611 1,178 66,466
Shares and equity instruments with variable iINCOME .........ccocvvveeiiieciiiecee e 8,072 17,062 98 25,232
[T LYY A=Y - 1,026 - 1,026
Securities used for hedging ... 7,789 1,315 - 9,104
INVESEMENT PrOPEITY ..eviiiiieiiiiieee ettt e s s e e e s st e e s e e saeeeeeesesnnneeeeesens - - 6,842 6,842
F - X3Y=1 £3 1 £ LT V7= 1 (VTR 42,538 58,014 8,118 108,670
Liabilities at fair value

Short POSItION IN DONAS ...ceceeeeeiie e e e e e snaeeens 8,238 - - 8,238
DBIIVALIVES ..ttt ettt et e s e e st e ettt e s nn e s an e et e e nanee s - 905 - 905
Liabilities at fair VAlUE .....ccceeviiiiiiiiiiiiccceecceceeeerrecerere s se e s e s s sese s s se s e s e sesssesesssssesenanen 8,238 905 - 9,143

Transfers from Level 2 to Level 1 amounted to ISK 6,936 million during the period due to listing of companies on NASDAQ Iceland
(2014: none). There have been no transfers from Level 1 to Level 2 during the period (2014: none).

The level of the fair value hierarchy of assets is determined at the end of each reporting period.

Movements in Level 3 assets measured at fair value Investment property Financial assets Total
30.9.2015 31.12.2014 30.9.2015 31.12.2014 30.9.2015 31.12.2014

Balance at the beginning of the year .........cccccceeevveeveeceevnennnen, 6,842 28,523 1,276 1,667 8,118 30,190
Recognised in Statement of Comprehensive Income ............... 555 1,091 4 (373) 559 718
AITIONS .t 1,113 2,148 77 5 1,190 2,153
DiISPOSAL c.viviiiiiieieitetee s (693)  (25,503) (1,154) (23) (1,847)  (25,526)
Transfers into Level 3 ..o - 583 - - - 583
Balance at the end of the period ........ccccccerriiriiiiineeniiiiiiiinnnns 7,817 6,842 203 1,276 8,020 8,118
Line items where effects of Level 3 assets are recognised in the Statement of Comprehensive Income 2015 2014

1.1.-30.9. 1.1.-30.9.

INET INTEIEST INCOMIE ..ottt st st e s be e e e s e e e e ame e e s mn e e semneessaneeesnneeenane 21 54
Net financial income ... (17) (374)
Other operating income 762 935
Effects recognised in the Statement of Comprehensive INCOME ......cccvvueeiiiiiiinnnniiiiiinnnnneiinissnnenssessmssenenes 766 615
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22. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities that are not carried at fair value in the Financial Statements.

The table does not include the fair values of non-financial assets and non-financial liabilities.

30.9.2015
Financial assets not carried at fair value

Cash and balances With Central DAnK ..........cccuiieiiiiiiiie et re e e s e e saaeeeaaee s
Loans tO Credit INSTILULIONS .....oiiiieiiiecctee e e e st e e et e e e ssbeeesneeeenneeeenns
Loans to customers

Other fINANCIAL @SSEES ..veuiiiiieiieee ettt e e e e ae et e et e s e e saseesseesbeesteesseeasseenseensnannnennns
Financial assets not carried at fair VAlUE ........ccccccceerererieiereererscccrcrcscnnensnsnsssssssssssssssssssssssssssssnannnes

Financial liabilities not carried at fair value

Due to credit institutions and Central bank ...........ccceoiieiiiiiine e
DIEPOSIES vttt e a e
BOTTOWINES .eeeteeeiiiie ettt ettt e ettt e s s ettt e e e e s aa bt e e e e e s asb e e eeeseaasseeeeessasbaaeaeessssbbaeeeeesannreneaeann
Subordinated loans .....

Other financial aDilITIES ........eiiriiieieee ettt s
Financial liabilities not carried at fair Value ..........ccoovvveeiiiiiiiiiiniiiininen e
31.12.2014

Financial assets not carried at fair value

Cash and balances With Central Bank .........cooueviieiiioniiinieeee et
Loans to credit institutions

LO@NS T0 CUSTOMEIS ..ttt ettt e s e e e e s s s bbb e e e s e e abbaeeeseennns
Other fINANCIAL @SSEES ..eiuiiiiieiicee ettt e s e e ee et e e te e s e e sasesate e beestsessseenteenseensaanneennes

Financial assets not carried at fair Value .........ccciviiiiieeiiiiiiiinnnneiiinnnnnnsessssssssesssssssssenns

Financial liabilities not carried at fair value

Due to credit institutions and Central bank ...........ccceoiiiiiiiine e
(D LT oo 1] 1 £ OO O OO PP OPPPPTRPPPIN
BOTTOWINES .eetieeiiiiit ettt e ettt e e ettt e e s s ettt e e e e s s aab bt e e e e e s asbteeeeeesaaseeeeessaasbaaeeeessasbbaaeeeesnnssnaeaeann
SUDOIAINGtEA I0ANS «..cuviiiiiiiieiiet ettt sb e r et nenne et
Other fiNanCial IabilIHIES ......cooveiiiieee ettt s s s

Financial liabilities not carried at fair Value .........ccooiiveeiiiiiiiinnnniiiiineneemeseesse.

Carrying Fair Unrealised
value value gain (loss)
73,289 73,289 -
93,326 93,326 -
678,807 684,952 6,145
8,854 8,854 -
854,276 860,421 6,145
11,470 11,470 -
503,155 503,155 -
248,172 256,129 (7,957)
10,378 10,378 -
41,196 41,196 -
814,371 822,328 (7,957)
21,063 21,063 -
108,792 108,792 -
647,508 657,261 9,753
3,514 3,514 -
780,877 790,630 9,753
22,876 22,876 -
454,973 455,133 (160)
200,580 197,115 3,465
31,639 31,639 -
39,032 39,032 -
749,100 745,795 3,305

Financial assets and financial liabilities predominantly bear interest at floating rates. For assets and liabilities not at floating rates fair
value is determined by Level 2 methods for which the valuation input is market observable interest rates.

Retail mortgages are estimated by using the discount cash flow method with the interest rates offered on new loans, taking into
account mortgaging. 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. Other loans, including corporate loans, are presented at book value as they

are generally of a shorter duration than retail mortgages and the interest rate risk on them is therefore limited.
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22. Fair value hierarchy, continued

Derivatives Fair value
30.9.2015 Assets Liabilities
Forward exchange rate agreements, UNTISTEA ........cccuvieiiiiiciieecieeceee ettt e et e e sae e e saae e e veeesaseeesaseeeenns 236 28
Interest rate and exchange rate agreements, UNIISTEA .......c.vcvveiieiieeiie e e et te et e e e e e e e e sreenees 1,364 636
Bond swap agreements, UNTISTEA ........cccuiiiiiie e ceiee ettt e eee e s ta e e e saaeeesateeesateeesaseeeesseeesaseaessseeesnseeessneannnes 87 4
Share swap agreements, UNIISTEA .....civiiiicieerierieste ettt et e e te et e e st e e s seeeteeteeseessaessseenseesseesseessnesssesssennes 129 1,355
Options - purchased agreements, UNTISEEA .........coiviiiiiiiiiiiiieceee et 469 29
DEIIVALIVES cevueiieiiieiennieiiiiiittneeiieetteenaneeeestereassssesssessnsnsssssessnsnsssssssssssnssssssessssnnnsssssnsns 2,285 2,052
31.12.2014

Forward exchange rate agreements, UNTISTEA .........coeiiiiiiiiiiiiiniiee e 63 172
Interest rate and exchange rate agreements, UNISTEA .......c.cccviiieiieeciieeecee et e e e e sreeenes 215 271
Bond swap agreements, unlisted 40 34
Share swap agreements, unlisted 230 397
Options - purchased agreements, UNTISTEA ..........cooiiiiiriiiiiiriete ettt sttt ettt e s ae st e e sbeenaaesane 478 31
[T T 1= N 1,026 905
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23. Offsetting financial assets and financial liabilities

Financial assets subject to enforceable master netting arrangements and similar arrangements

Netting potential not
recognized in the balance

Assets subject to netting arrangements sheet
Gross assets Balance Assets not Total
before sheet Assets Assets after subject to assets re-
balance nettings  recognised consideration enforceable cognised on
sheet  with gross on balance Financial Collateral of netting netting arr- balance
30.9.2015 nettings liabilities  sheet, net liabilities received potential angements sheet
Reverse repurchase agreements ....... 7,005 - 7,005 (3,459) - 3,546 - 7,005
Derivatives .......cccvvveieeiiiciieene e 1,047 - 1,047 (400) - 647 1,238 2,285
Total assets ....cccevviiiiiiiiiiiiiiiiiinininnnes 8,052 - 8,052 (3,859) - 4,193 1,238 9,290
31.12.2014
Reverse repurchase agreements ....... 10,044 - 10,044 (8,238) - 1,806 - 10,044
Derivatives .......occuveeeeeevniiiieeeeeeiiiees 117 - 117 (1) - 116 909 1,026
Total assets ....cceeeeeeerierreeeieenenenenennnas 10,161 - 10,161 (8,239) - 1,922 909 11,070
Financial liabilities subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Liabilities subject to netting recognized in the balance
arrangements sheet
Gross Balance Liabilities Liabilities not Total
liabilities sheet Liabilities after  subject to liabilities
before nettings recognised consideration enforceable recognised
balance sheet ~ with gross  on balance Financial Collateral  of netting nettingarr- on balance
30.9.2015 nettings assets  sheet, net assets pledged potential angements sheet
Repurchase agreements .................... 3,459 - 3,459 (3,459) - - - 3,459
Derivatives .......cccceevveeenieeeniieenieeee 400 - 400 (400) - - 1,652 2,052
Total liabilities .......ccceevereriiiiiiiiininenns 3,859 - 3,859 (3,859) - - 1,652 5,511
31.12.2014
Repurchase agreements .................... 8,238 - 8,238 (8,238) - - - 8,238
Derivatives ......ccoeeeeeeceecieeceesieeie s 1 - 1 (1) - - 904 905
Total liabilities .......cccceerrerirnnnneeirnnnns 8,239 - 8,239 (8,239) - - 904 9,143

Accounting policies for offsetting are provided in Note 53 in the Annual Financial Statements for 2014.
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24. Investments in associates

The Group's interest in its principal associates 30.9.2015 31.12.2014
Audkenni hf., Borgartin 31, Reykjavik, 1C1aNd .........cc.oouiiiiiiieiee e 20.9% 20.9%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom 46.0% 46.0%
Farice ehf., Smaratorg 3, KOPavogUF, ICEIANG ........cc.eiiiiiiieieete ettt ettt st s 39.3% 39.3%
Klakki ehf., Armuli 1, ReYKJaViK, ICEIANG ......vuevveeieieceeeceiecee ettt ettt seenaes 31.8% 31.8%
Reiknistofa bankanna hf., Katrinartun 2, Reykjavik, Iceland . 21.7% 21.7%
Reitir fasteignafélag hf., Kringlan 4-12, Reykjavik, ICEIaNd .........cccvevieiieiie et - 25.6%
Siminn hf., Armali 25, ReyKjavik, ICRIANG ......cvuiviviviieviiereiciete sttt sse s bbbt b s b e b s sees 27.8% 38.3%
Urridaland ehf., Laugavegur 182, Reykjavik, ICEIand ............ccvevierieeieeiieseesee e ve e e e 41.4% 41.4%
220 Fjordur ehf., Fjardargata 13-15, 220 Hafnarfjordur, Iceland ...........ccocovieiiiinininiiniininincrceeeeeeseeen 38.5% -
Investments in associates

Carrying amount at the beginning of the YEar ...........cciiiiiiiiii e 21,966 17,929
A CGUISTEIONS eeiieeiiiitieee ettt ettt e e e sttt e e e e sttt e e e e s auaa et eeesseaabe e e e e e s sas bbb e eeeeaansbeeeeeeaaansbeeeesennnnaeeeesannnsneeeesssnsrneeaens 306 7,557
Dividend received . (506) (16)
LI 1013 (T3 TSN (4,203) (2,636)
DiSPOSALS ettt ettt ettt sttt et s ht e ettt b e s h e e e hte et e et e e shte st e e b e e heeeh e e eh b e e abe e be e bt e ehbeeabe et e eseeeaaesabeenbean (10,528) (4,603)
el g F=T o oo L1 =T =Y ol USRS (144) 237
Share of profit of associates and reversal of impairment 6,956 3,498
INVESTMENT iN ASSOCIATES .eeeeeueriiiiiiieueeiiieitetteiieeetteteaneieeeresensssseessessnsnssesesssssnsssssssessssnassssssssssnnnssssssssssnnnsssnanes 13,847 21,966

In August Arion Bank sold 5.5% shareholding in Siminn hf. and additional 5.0% shareholding in September. A profit of ISK 2,714 million
from the sale and fair value changes on the remaining 27.8% shareholding is recognised in the Statement of Comprehensive Income.

The subsidiary Eignarhaldsfélagid Landey establised the entity 220 Fjor8ur ehf. in partnership with others to manage specific
investment property.

In January the Bank sold 3.5% shareholding in Reitir fasteignafélag hf. and 13.3% shareholding was sold in connection with the listing of
the company on NASDAQ Iceland in April. The total effects on the Statement of Comprehensive Income in the first half of 2015 is ISK
4,224 million. The remaining shareholding in Reitir fasteignafélag hf. is classified as Financial instruments at period end.

Significant accounting estimates and judgements

The Group accounts for investments in associates based on the equity method less applicable impairment. The impairment testing uses
management valuation techniques and assumptions such as EBITDA multiples. Alternative assumptions could potentially result in
significantly different carrying values but management considers that the impaired value is based on the most probable outcomes
under current market conditions.
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25. Intangible assets

Intangible assets comprise four categories: Goodwill, Infrastructure, Customer relationship and related agreements and Software.
Goodwill arises on the acquisition of subsidiaries. Infrastructure and Customer relationship and related agreements originate as a
premium in connection with the acquisition of business activities in subsidiaries, while Software originates from the acquisition of

software licenses and the introduction of the software into the Group's operations.

Customer

relation-

ship

Infra-  and related
30.9.2015 Goodwill  structure agreements Software Total
Balance at the beginning of the year ........ccceuvvviieveecie e 2,171 3,046 1,539 2,840 9,596
AAAITIONS ..ottt st st sttt ettt st e b eaeas - - - 547 547
EXChange differenCe .....uevveeiieceeceee e (168) - (46) (164) (378)
IMPAITMENT <.t e et e e e e e snneesnnee - (25) - - (25)
AMOIEISATION ©eeevieieieeiiieieereeseesteeteete e e e e s e e sseesbeesraesseessseenteeeeensnesneennes - - (150) (396) (546)
Intangible assets ......cccceiiiiiiiiniiiiiiinn s 2,003 3,021 1,343 2,827 9,194

31.12.2014
Balance at the beginning of the year ........cccevevveieveevee v - 3,075 1,144 1,164 5,383
Acquisition through business combination .. 2,171 - 598 1,448 4,217
AAITIONS ..ttt - - - 603 603
IMPAITMENT <. e et e e e e s snneesnnee - (29) - - (29)
AMOITISATION Leeeviiiieiieeie et ereesteeteete e e e e s e e s s e e beestaessaessseenteeseenseennnennns - - (203) (375) (578)
Intangible assets 2,171 3,046 1,539 2,840 9,596
26. Tax assets and tax liabilities 30.9.2015 31.12.2014

Assets  Liabilities Assets  Liabilities
Current tax ...... - 6,022 - 4,499
Deferred tax 987 751 655 624
Tax assets and tax liabilities .......ccovveviviiiiiieiiiiiiii 987 6,773 655 5,123

27. Other assets

Non-current assets and disposal groups held for sale ........cccoveeieevieviiencecce e
Property and @QUIPMENT ....c.oiiiiiiieieit et
ACCOUNTS FECEIVADIE ..ottt sttt bt e st eneesaeenaee
Unsettled SeCUrities trading .......cvovverierieeiicieereesee et ae et aesreesreenaaesane
0T e [V Y =] £
(018 Tt T Y-l

30.9.2015 31.12.2014

4,040 3,958
6,864 7,080
2,361 2,474
5,356 138
2,397 1,836

21,018 15,486

Vast majority of the Non-current assets and disposal groups held for sale consist of real estates that are generally the result of

foreclosures on companies and individuals.
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28. Other liabilities 30.9.2015 31.12.2014
J Yool T o 3 o =1 V7 | o] L= TSP SR 17,175 20,909
ProVviSion fOr SEELIEA FX IOANS .....iiiivieiiirieeccieee ettt cette e eete e e et e e et e e eteeesteeeebaeeesseeesseeeesseeeesseeeesseeesabeeesaseeeanseeas 2,886 2,791
UNnSettled SECUNTIES TradiNG ......c.viiiiiieeiiie ettt ettt e st e e s ta e e e taeeesateeeeaaeesbaee s saeeessbeeessbesessseeensseeennses 1,020 217
Depositors' and investors' guarantee fund .. 2,879 2,880
INSUFNCE ClAIM oottt ee e e et et e e e e e eeeaabaeeeeeesaaseeeeeeasbasaeeeeeaassbseeseeeasssaaaseeansssaseessensnsaseeeeeensrnns 2,393 2,402
LAY a Yo o [T Y= - S USRR 361 1,507
BANK TBVY .ttt st ettt h ettt e bt e e h e e et e et e e heeeh e shteeab e e be e bt e nhtesabeenbeebeenbeenatenane 4,856 2,688
Ve [V 1T 11 LA =T PSPPSR 17,652 13,796

Other liabilities .. 49,222 47,190

29. Borrowings Maturity
Issued Maturity type Terms of interest
Covered bond in ISK .......cccevveeerennnns 2012 2015 At maturity Fixed, 6.50% ......cccoovvvervvieeiieeennennn - 14,493
Covered bond in ISK .......ccccevveeerennnns 2013 2019 At maturity Fixed, CPIlinked, 2.50% ................. 4,608 4,508
Covered bond in ISK .......ccovvveeeeennnnns 2014 2021 At maturity Fixed, CPIlinked, 3.50% ................ 4,647 1,134
Covered bond in ISK .......cccevveeerennnns 2015 2022 At maturity Fixed, 6.50% ......cccoovvvervvieeiieeennnnn 4,235 -
Covered bond in ISK .........cceevvveennenne 2014 2029 At maturity Fixed, CPllinked, 3.50% ................. 14,214 5,232
Covered bond in ISK .......cccevveeerennnns 2005 2033 Amortizing Fixed, CPI linked, 3.75% .....cc.cceuuue... 17,394 17,428
Covered bond in ISK .......ccouvvveeeeeennnnns 2012 2034 Amortizing Fixed, CPI linked, 3.60% ........ccccc.... 2,493 2,541
Covered bond in ISK .......cccoveviennenne 2008 2045 Amortizing Fixed, CPI linked, 4.00% ........cc.c..... 6,251 6,165
Covered bond in ISK ......c..ccceevernennene 2006 2048  Amortizing Fixed, CPI linked, 3.75% ......c..c........ 78,745 77,557
COVEIEA DONMS ...ttt ettt e e e e ereeas e e e e e s essasssseessassnssssssssesenssssssssessnsnsssssnsssssnnssssnsssssnnssssssssasnnnn 132,587 129,058
Senior unsecured bond in NOK ......... 2013 2016 At maturity Floating, NIBOR +5.00%  ............. 2,694 8,478
Senior unsecured bond in EUR .......... 2009 2018 Amortizing Floating, EURIBOR +1.00% ............. 1,398 1,714
Senior unsecured bond in ISK ............ 2010 2018  Amortizing Floating, REIBOR +1.00% ............. 1,904 2,130
Senior unsecured bond in EUR .......... 2015 2018 At maturity Fixed, 3.125% ..cccceevveeriieeeieeenen, 43,421 -
Senior unsecured bond in NOK ......... 2015 2020 At maturity Floating, NIBOR +2.95% .......cc........ 7,554 -
BONGS ISSUBH ...ceieeeeiiiiiiiiiieiicieieitetneieeeteeennneseeereeseesssesesessenssssssssssensassssssssessnsssssssssssnsnssssssesssnnssssssesssnnnsssssessane 56,971 12,322
Central Bank, secured, various curr. .. 2010 2022 At maturity Floating, LIBOR + 3.00% ................. 55,346 55,102
=31 YU T=T o RN 2,941 3,186
[0 31T TSP S OO U OO PP P PP T PR PTUPPRROPIO 327 912
L0143 =T Lo T T 4 Y1 | 3N 58,614 59,200
BOTFTOWINES ..uuuuuiiiiiiiiisiiisisssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnssssssnnes 248,172 200,580

Book value of listed bonds was ISK 189,197 million at the end of the period (31.12.2014: ISK 140,721 million). Market value of those
bonds was ISK 197,168 million (31.12.2014: I1SK 137,715 million).

The Group repurchased own debts during the period for the amount of ISK 10 billion (2014: 20 billion) with minor effects on the
Statement of Comprehensive Income.
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30. Subordinated liabilities Maturity
Issued Maturity type Terms of interest 30.9.2015 31.12.2014
Tier Il capital in various currencies .... 2010 2020 At maturity Floating, EURIBOR/LIBOR +5.00% 10,378 31,639
Subordinated labilities ..........ceeeeieieieieieccccccere e r e s e s e s e s e s e s e s e s e s s s e s e s e s e s e e s s e s nan 10,378 31,639

At the end of March Arion Bank prepaid ISK 10 billion of the subordinated liabilities with the Ministry of Finance. Additional
prepayment was made at end of June for the same amount. Arion Bank aims to pay the remaining subordinated liability before year
end if conditions are favourable.

31. Pledged assets

Pledged assets against liabilities 30.9.2015 31.12.2014
Assets, pledged as collateral against DOIrTOWINGS ....cc.coviiiiiiiiiiiiteee ettt st eseens 215,810 233,191

Assets, pledged as collateral against loans from credit institutions and short positions 14,947 17,973
Pledged assets against liabilities .........cccceviriisveriiiiiiiiineiniiinnirr e 230,757 251,164

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 216 billion at the end of the period (31.12.2014: ISK 233 billion). Those assets were mainly pool
of mortgage loans to individuals, loans to real estate companies, wholesale and retal and industry and energy companies. The book
value of those borrowings was ISK 188 billion at the end of the period (31.12.2014: ISK 184 billion).

Assets are primarily pledged against borrowings associated with the acquisition of the pledged assets. Two major events are most
significant. Assets were acquired from the Central Bank of Iceland in conjunction with the recapitalization of Arion Bank on 8 January
2010 and a portfolio of mortgages was acquired from Kaupthing hf. and is pledged against a structured covered bond that Arion Bank
took over as issuer of from Kaupthing hf. at the end of 2011.

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.

32. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 2,000 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.

Number Number

(million) 30.9.2015 (million) 31.12.2014

ISSUEA SHAre CAPItal c.vveveieeieiiiesieeeee et s st e te et e aa e e e saneens 2,000 75,861 2,000 75,861

Share premium represents excess of payment above nominal value that Shareholders have paid for shares issued by Arion banki hf.

Other reserves 30.9.2015 31.12.2014
STATUTONY FESEIVE .eiiiiiiiiii ittt et e e e s e e b et e e s s s bbbt e e e s s s bbb b e e e e e sabbbeeeeseanbbateessansbbneeeessannrnne 1,632 1,637
FOreign CUrrenCy tranSIation FESEIVE .....cccuuiiiciiieeiieeeiieeceeertee et e et e e sbe e e sateeesteeesstaeaesaeaensseesnseessseessseesnsseeans 47 (5)

Other reserves 1,679 1,632
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OFF BALANCE SHEET INFORMATION

33. Obligations

Guarantees, unused overdraft and loan commitments the Group has granted its customers 30.9.2015 31.12.2014
Guarantees ........... 13,545 9,542
Unused overdrafts 41,602 38,890
| Wo = o ol 20T 04111 4 =T o N P PPPPPPRN 93,434 56,363

Depositors' and Investors' Guarantee fund

The Icelandic parliament has discussed a bill on a new Depositors' and Investors' Guarantee Fund, without conclusion of the matter.
Even though the law has not been amended Icelandic bank's have made quarterly payments to a separate division within the fund since
2010. Despite this change in execution and due to uncertainty of the shape of future legislation the liability brought forward from
previous years is not changed from the balance of ISK 2,669 million. The Group has granted the Fund a guarantee for obligations
amounting to ISK 3,210 million.

34. Assets under management and under custody 30.9.2015 31.12.2014
ASSETS UNAEI MANAZEIMENT ...eiuiiiriieiieeieertte sttt ettt e bt e st e s beeteesbtesttesateebeesbeesatesaseesbeesbeesbsessbesabeenbeenseesasesseenseesses 974,476 923,599
J Y= U [T [T ol ] o o YN 1,413,650 1,337,561

35. Legal matters

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

Contingent liabilities

Investigation and legal proceedings regarding alleged breaches of competition law

The Icelandic Competition Authority (ICA) has opened a formal investigation into the alleged abuse of an alleged collective dominant
position by the three largest retail banks in Iceland, including Arion Bank. The investigation was initiated by separate complaints from
BYR hf. and MP banki hf. made in 2010. The complaints from BYR hf. and MP banki hf. concern the terms of the banks' mortgage
arrangements, which, according to the complaint, deter individuals from moving their business to other banks and thereby restrict
competition. The extent of the investigation and outcome is still uncertain as any effect on the Group. However, if the Bank were
deemed to have violated the Competition Act, it could result in a fine or restrictions by the ICA.
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35. Legal matters, continued

In April 2013 the ICA imposed a ISK 500 million fine on Valitor hf. for abusing its dominant position on the payment card market and
violating conditions set in an earlier decision of the Authority. Valitor hf. appealed the decision to the Competition Appeals Committee.
In October 2013 the Committee confirmed the decision of the Competition Authority. Valitor hf. referred the case to the courts. In
May 2015 the District Court of Reykjavik confirmed the decision but lowered the fine to ISK 400 million. The case has been appealed to
the Supreme Court. The final judgement of the Supreme Court is expected in 2016.

Legal proceedings regarding damages

The former chairman of the Board of BM Valla hf., together with Lindarfl6t ehf., has filed two cases against the Bank claiming damages
in the amount more than ISK 4 billion plus interest. The plaintiffs claim that the Bank caused them, as shareholders of BM Valla hf. and
Fasteignafélagid Artin ehf., damage by not allowing the companies to be financially restructured and thereby forcing the companies
into bankruptcy. The Bank believes it likely that it will be acquitted of the plaintiff's claims in both cases and hasn't therefore made any
provision.

Other legal matters
Legal proceedings regarding CPI loans

Recently, there were three cases being heard by the Icelandic courts for the purpose of verifying the legitimacy of loans linked to the
Consumer Price Index (CPI). In short, these three cases revolve around whether, on the one hand, the provisions contained in the debt
instrument, as regards the increase of the principal of the loan due to linkage to the CPI, is an unfair contractual condition within the
meaning of the Act No 7/1936 on contracts and, on the other hand, whether the presentation of the price indexation was in
accordance with the Act No 121/1994 on consumer loans, i.e. whether the loan provider was authorised to take “0% inflation” into
account when calculating borrowing costs. The courts requested an advisory opinion from the EFTA Court as regards certain issues in
two of the cases. The EFTA Court delivered two advisory opinions on 9 April 2014 and on 24 November 2014. By the decisions of the
District Court of Reykjavik issued on 6 February 2015, the district court resolved two of the above cases, where the lender's reasoning
was upheld in both cases. One of these cases was appealed to the Supreme Court which issued its decision on 13 May 2015. In its
decision, the Supreme Court stated that there were no grounds to consider the price indexation terms of the debt instrument to be
unfair within the meaning of Article 36¢ of Act No. 7/1936 on contracts, as the provision is clarified to accord with the first and second
paragraph of Directive 93/13/EEC. The Supreme Court, moreover, was of the opinion, taking into account the payment schedule signed
by the borrower in conjunction with the bond and the overview attached to it, that the lender had fulfilled its duty to provide
information as provided for in the then effective Act No. 121/1994 on consumer loans. The Supreme Court, therefore, upheld the
lender's reasoning as regards both issues that the borrowers contested as regards the price indexation. The Bank is aware that at least
one of the two cases are now before the District Court.

The Bank made no provision due to court cases regarding the CPI as it considered the likelihood of the courts finding with the plaintiffs
in the cases to be remote.
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35. Legal matters, continued

The uncertainty regarding the book value of foreign currency loans

The uncertainty of legality of FX loans has continued in 2015 and the Group constantly monitors judgments involving itself and others
to refine its provisions on foreign currency loans.

Although there is more clarity in the matters of FX loans there still remains uncertainty regarding foreign currency linked loans in three
respects. Firstly, there is uncertainty over the legality of certain loans. Secondly, there is disagreement over the recalculation and
settlement of the loans, i.e. what interest rates should be used when recalculating the periods when the borrower did not actually pay
any interest, for example during so-called “freeze-periods”. Thirdly, there is uncertainty over which interest rate should apply to
currency-linked loans in the future, i.e. whether they should bear the Central Bank's non-indexed rate or the contractual interest rate
for each loan.

Nevertheless, the Group considers its portfolio of foreign currency linked loans fully provisioned for the most likely outcome.

Legal matters concluded

In 2012 Kortapjonustan hf. filed a suit against Valitor hf., Borgun hf. and Greidsluveitan ehf., claiming damages for the alleged loss
suffered by Kortapjénustan hf. due to alleged breaches of competition law based on a settlement made by Valitor hf., Borgun hf. and
Greidsluveitan ehf. with the ICA, published in an ICA Decision No 4/2008. The case was dropped in September 2014, and a new claim
filed based on the findings of a court appointed evaluators on Kortapjonustan hf.'s alleged damage. The case was settled in early March
2015 with a payment of ISK 250 million to Kortapjénustan hf.

36. Events after Balance Sheet date

In October Arion Bank concluded a conditional purchase agreement with BankNordik according to which Arion Bank acquires 51% of
shares in the Icelandic insurer Vordur. Parallel to the sale Arion Bank and BankNordik signed an agreement on the purchase of the
remaining shareholding in Vérdur which will come into effect when restrictions on the sale of the remaining minority shareholding have
been lifted and no later than in 2017. The purchase price for the 100% of the shares is EUR 37.3 million. Net earnings of Vordur
amounted to ISK 385 million in 2014 and total assets amounted to ISK 10,264 million at year end 2014. Voérdur will be classified as a
subsidiary of Arion Bank. The transactions are conditional on the approval of the relevant Icelandic authorities, and the parties expect
to complete the sale of 51% of shares in the coming months.

In October 2015 Arion Bank sold a 21% shareholding in its associated company Siminn hf., in a public offering, in connection with the
listing of Siminn hf. on NASDAQ Iceland. The profit from the sale and valuation changes on the remaining shareholding in Siminn hf.
amount to ISK 1,471 million and will be recognised in the Statements of Comprehensive Income in the fourth quarter of 2015.
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RELATED PARTY

37. Related party
The Group has a related party relationship with Kaupskil ehf., being the ultimate controlling party with 87% stake in Arion Bank, the
Board of Directors of Kaupskil ehf. and Kaupthing hf., being the parent company of Kaupskil ehf.

Icelandic State Financial Investments (ISFI, a separate state institution under the Ministry of Finance) manages a 13% stake in Arion
Bank and thus has influence over the Group. ISFl and related entities are defined as related parties.

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

No unusual transactions took place with related parties during the period. Transactions with related parties have been conducted on an
arm's length basis. There have been no further guarantees provided or received for related party receivables or payables.

Balances with related parties Net
30.9.2015 Assets Liabilities balance
Shareholders with cONtrol OVEr the GrOUP .......ecveeciieiiecieceeee ettt e e esraeenaeennas 225 (53,609)  (53,384)
Board of Directors and key Management personnel .. 224 (69) 155
Associates and other related PArties ......cveceeceercieeieecee st eee et e teerre e e e e sraeebeesbeesreesneeeneas 19,605 (14,086) 5,519
Balances with related Parties ........cccccvieiiiieeriiiiiiininiiiiiinien s e ssss s s s sannenes 20,054 (67,764) (47,710)
31.12.2014

Shareholders with cONtrol OVEr the GrOUP ......c.eecieiiiiiierieeieeeeit ettt st 577 (53,970)  (53,393)
Board of Directors and key Management personnel .. 260 (67) 193
Associates and other related PArties ......ceieerie ettt st st s sae e s eanas 20,060 (22,861) (2,801)
Balances With related Parties ........ccccceveccrcreeeiiiiinnrnnneeninicssnnneessescssssnssesssessssnssesssessssssnssssssssssnnsanes 20,897 (76,898)  (56,001)

Through the ownership of ISFI the Group has a related party relationship with Landsbankinn hf. Landsbankinn hf. provides banking
services to the Bank's subsidiary Valitor hf. and has a traditional bank to bank relationship with Arion Bank hf. The Group holds assets
amounting to ISK 14,000 million (31.12.2014: ISK 28,881 million) by Landsbankinn hf. and liabilities amounting to ISK 1,002 million at
the end of the period (31.12.2014: ISK 7,332 million). Those amounts are not included in the table above.
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RISK MANAGEMENT DISCLOSURES

The Group faces various risks arising from its day to day operations. 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 regarding risk management is available in the Annual Financial Statements for 2014 and in the Pillar 3 Risk
Disclosures for 2014, published on the Bank's website, www.arionbanki.is. The Pillar 3 Risk Disclosures are not audited.

38. 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 debt instruments, and off-balance sheet items such as commitments and guarantees.

Maximum exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the Interim Statement of Financial Position, at
the end of the reporting period before the effect of mitigation due to collateral agreements or other credit enhancements.

Maximum exposure to credit risk related to on-balance sheet items 30.9.2015 31.12.2014
Cash and balances With CeNTIal BAnK ..........cccccueiieeiiiiiiiiee e eeeiree e e estttee e e e eeareeeeeeeeaaaeeeeseesbaseeeeesanstaeeeesesassseseeennn 73,289 21,063
LOANS TO Credit INSTITUTIONS ..viiiiiiiiiieeee e et e e et e e e e st e e e e e e etaeeeeeeeeabaeeeeeseeabaaeeeeseessbasesesasnssseesesansnssneessenssnnnees 93,326 108,792
[ E T g I do N oo g o ToT - | =T O OO P PR OPPPPPPRPPI 356,421 326,197

Loans to individuals .. 322,386 321,311
Financial instruments 72,935 70,704
Other assets With Credit FISK ........uuiiiiiiiiieee ettt e et e e e e e sttt e e e e e e saaeeeeeeesaasseeeeeserassaseeeesassraneeens 8,854 3,514

Total on-balance sheet maximum exposure to Credit risk .......cccceieiiiinnniiiiiiiinnneiiiininnneennresssssseeeeeen 927,211 851,581

Maximum exposure to credit risk related to off-balance sheet items

Financial guarantees . 13,545 9,542
UNUSEA OVEIAIAFES ouuviiiieiieiiieeie ettt ettt st ettt a e st e s te et e e st e sabesabeenbe e beesasessbeesbeenbeenbtesaeesnseenseenseas 41,602 38,890
[ o1 Yol 00T 0 411 0 =T o S 93,434 56,363
Total off-balance sheet maximum exposure to Credit FisK .......ccceiiiiiinnnnneiiiiiiinnneiiiinineeeee. 148,581 104,795
Maximum eXpPoSure t0 Credit FiSK ......euuirireiiiiiieiiiiiiiiiiieieieriiererererererererererererereseeeeesereseeeeeseseseeesesesesesseasasssssasaens 1,075,792 956,376
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38. Credit risk, continued

Loans to customers specified by sectors 30.9.2015 31.12.2014
INAIVIAUALS .ttt h et s bt e b et b e e bt e a e b e e bt e bt e st e b e bt e ae et e bt ehe et et ehenae et e nre b enee 47.5% 49.6%
Real estate activities and CONSTIUCTION ....co.iiiiiiiiiiiieee et ettt e st e st st e e be e saeesareeanes 14.9% 12.5%
[T a1 =T o [0 1Y 1 YAt 11.3% 11.8%
Information and communication tEChNOIOZY ........coouiiiiiiiiiiee ettt st ae e 3.8% 3.6%
Wholesale and retail Trade ......cc.oouee ittt b ettt e a et et bt n et 8.2% 8.5%
FINaNCial and iNSUIANCE @CTIVITIES ...cevieiiiiieeiie ettt ettt sttt et e st sab e st eebe e st e e ssbesatesabeeseenanesaee 4.7% 4.3%
Industry, energy and ManNUFACTUNING .....c.eccieiieree ettt e e rte e et e s e e teete e aeesseesaseesseesaesssesseeanteenseenseannens 3.2% 3.9%
TrAaNSPOITAtION ..viiiiiiiii bbb 1.5% 0.9%
=T V1= OO PRSP PP PR PPRTNY 2.9% 2.8%
PUBIIC SECEON 1.ttt sttt ettt e s bt s it e e bt et e e bt e s aeesate e s bt e beesatesabeesbeebee st e assbesabeenseenseanaaenane 1.1% 1.2%
F Y Tol0 LU Y T T IS (o = i YA 0.9% 0.9%

100.0% 100.0%

Collateral and other 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:

- Retail 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 quota.

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.

The collateral value in the table below is capped by the exposure amount.

Collateral held by the Bank against different types of financial assets

Cash and Real Fishing Other
30.9.2015 securities estate vessels  collateral Total
Cash and balances with Central Bank ........ccccoeceroiiiiinienieneeeeeeeeeee - - - - -
Loans to credit iNStItULIONS .......cooiririiiienineceeeeeeeee e - - - - -
Loans to customers
INAIVIAUALS .o 376 251,846 14 964 253,200
Real estate activities and cCONSLIUCTION .......ccoecuiveeeeiiiiiiieeeeecciree e 949 80,977 8 2,019 83,953
FiShiNG INAUSTIY ..ovviiiiiiiiiiiccccee e 959 9,216 57,744 4,387 72,306
Information and communication technology .. 5 2,253 - 17,812 20,070
Wholesale and retail trade .......cccvvevveeiiiiiiiieicecieeec e 254 18,449 3 24,911 43,617
Financial and inSUrance actiVities ........cccceeeeeeeiieeee e ennees 15,604 2,632 - 1,602 19,838
Industry, energy and manufacturing ........cccceeveeveenieencienciecneeneesee e 753 11,546 552 3,451 16,302
Transportation 101 674 168 3,228 4,171
SEIVICES ettt sttt ettt ettt h et s b ettt b e et a ettt ne s 21 3,257 40 699 4,017
PUDIIC SECLON ittt eeecre e e e e e e e e et aa e e e e e e ebbreeeeeeennreees 40 3,414 - 4 3,458
AZrICUItUre and fOr@STIY ..oouviviiiiieieerie sttt s 5 2,330 - 14 2,349
FINancial iNSTrUMENTS ...ccoeiiiiieeceeceee et et e e e enraees 6,530 - - - 6,530
GUATANTEES evviiiiiiiiiiiiiiierieeeee e e e e e e eeeeeeaaaaaaaaaaaaaaaaaaaaaaaeaeeeeeeseeeeeeeeenaees 765 2,539 555 939 4,798
Collateral held against different types of financial assets ..........ccccceeuunneee. 26,362 389,133 59,084 60,030 534,609
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38. Credit risk, continued

Cash and Real Fishing Other
31.12.2014 securities estates vessels  collateral Total
Cash and balances with Central Bank ...........ccccevererieneneneniencneseeeeee - - - - -
Loans to credit iNStItULIONS .......cooiiriiriieiieceeee e - - - - -
Loans to customers
INAIVIAUALS ..ttt bbbt 440 282,871 43 1,093 284,447
Real estate activities and cONSLIUCLION .......ccoecvvieeeeiieiiiieee s 635 66,910 11 2,976 70,532
FISHING INAUSTIY oottt e 70 7,513 57,190 3,176 67,949
Information and communication technology .........cccceeveeeieveereereecnenee. 14 2,059 - 18,327 20,400
Wholesale and retail trade ........c.eeecveeiiiiecieecce et 261 16,522 5 30,173 46,961
Financial and insUrance activities ........ccccceeeeieeiieeee e 12,108 2,584 - 2,886 17,578
Industry, energy and manufacturing ........c.ccoeceeveerieniiinnienrieereesee e 5,977 9,823 3 4,171 19,974
TraNSPOITATION ...eviiiieieiiiieee et e e e e s aer e e e e s s nnnneees 42 587 153 3,019 3,801
Services 144 3,147 96 1,110 4,497
|01 o] ol Y=Yt o] R UURRNE 18 3,700 - 152 3,870
Agriculture and forestry ... 5 2,546 - 124 2,675
FINancial iNSTrUMENTS ...cooeviiiiee e e et e e e nnaees 3,330 - - - 3,330
Guarantees 741 2,641 316 1,199 4,897
Collateral held against different types of financial assets .......ccccceeeevueenenns 23,785 400,903 57,817 68,406 550,911
Information on collateral held at subsidiaries is not available.
Neither Past
Credit quality by class of financial assets past due but  Individu-
due nor not ally
30.9.2015 impaired  impaired  impaired Total
Cash and balances with Central Bank .........ccccccceiiiriienininicicsccececescseeeereseeeeiene 73,289 - - 73,289
Loans to Credit iINSTITUTIONS ...ccvviieeiieciieee et e et e e e e e err e e e e e e eaare e e e e e eeanraeeeeas 93,326 - - 93,326
Loans to customers
[MeF Ta [ do M olo] g Yo - | 4= L SR U OO UOPPUPPPRRROORE 334,863 19,374 2,184 356,421
Loans to iNAIVIAUAIS .....co.eeiiriiiiiieiec et 284,977 29,153 8,256 322,386
FINANCIal INSTIUMENTS .oeeiiieiieieee et e e e e et e e e e e rae e e e e e arae e e e e s eennraaeeeeenns 72,935 - - 72,935
Other assets With Credit Fisk ......coccoceiiiiiiiii e 8,854 - - 8,854
Credit quality by class of financial assets ........cccccecvuneeeenne. .. 868,244 48,527 10,440 927,211
31.12.2014
Cash and balances With Central Bank ..........ccocuveeeiiiiiiiiieeeiiiiiieeee e e e eesinreeeeeeesnneeees 21,063 - - 21,063
Loans to Credit iINSTITULIONS ..cccuviiee e ettt e rr e e e e eenr e e e e e e eaare e e e e e eeanbaeeeeas 108,792 - - 108,792
Loans to customers
Loans to corporates . 308,588 15,114 2,495 326,197
LOANS O INAIVIAUALS «..vvvvvieiiieiiiiiic ettt ettt e e e e eaba e e e e e e ssabbaeeeeeesanneees 277,859 32,847 10,605 321,311
FINANCIal INSTIUMENTS .oeiiiiiieiee ettt eeetbe e e e e e aae e e e e e aaaeeeeeeeentraeeeeeennns 70,704 - - 70,704
Other assets With Credit FiSK ....ccvveieiiiiiiiiii et esarae e e e e saaaeees 3,514 - - 3,514
Credit quality by class of financial assets ..........ccccceerennnnee. .. 790,520 47,961 13,100 851,581
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38. Credit risk, continued

Neither past due nor impaired loans

The Bank uses internal credit rating models to monitor the development of credit risk and to estimate customers' probability of default

(PD). The Bank rates customers with one of three models. For large corporates the Bank uses quantitative information based on

financial statements as well as qualitative data. Credit ratings of individuals and SMEs are based on statistical models using historical

information which has been found to be predictive. The models are updated annually and recalibrated with current data with the aim

of improving their predictive power. Year-on-year changes in risk classification of loans may in part be due to model refinement.

The table below shows loans to customers that are neither past due nor impaired, broken down by the Bank's classification scale,

where 5 denotes the highest risk.

Risk classification

30.9.2015 1 2 3 4 5 Not rated Total
INAIVIAUAIS ..veeecrieeceeececcee s 51,918 144,925 59,549 18,823 4,911 4,851 284,977
Real estate activities and construction ................. 38,068 10,652 25,967 2,873 151 17,881 95,592
Fishing indUSLIY ..coovevieeiiiiiieieeeeeeee e 12,257 28,829 7,601 2,578 1,279 18,722 71,266
Information and communication technology .. 17,398 3,985 3,595 43 68 433 25,522
Wholesale and retail trade ........ccccceevveeveiveeniineennns 8,213 21,655 14,387 1,613 41 5,649 51,558
Financial and insurance activities .........ccccceeeeenneens 1,541 12,518 9,192 543 15 6,554 30,363
Industry, energy and manufacturing ..........c..c....... 3,420 11,556 2,456 342 102 2,458 20,334
Transportation .......cccevvcvveeeeeeniiieeee e 2,551 1,687 5,319 283 - 285 10,125
SEIVICES weeeneieiteeieeieerite sttt ettt eeens 1,669 4,052 9,067 736 14 1,883 17,421
PUDBIIC SECLON e 173 3,403 1,779 830 160 1,338 7,683
Agriculture and forestry ........ccccevevinienincnicennene. 105 1,025 1,637 553 361 1,318 4,999
Neither past due nor impaired loans ... 137,313 244,287 140,549 29,217 7,102 61,372 619,840
31.12.2014
57,039 139,569 51,547 17,397 6,818 5,489 277,859
2,898 13,931 49,417 5,679 98 4,767 76,790
Fishing industry ......c.ccecveviiniriiiieniininecicscneeee 25,757 26,757 13,681 2,182 1,599 1,596 71,572
Information and communication technology ........ 371 19,469 3,205 219 - - 23,264
Wholesale and retail trade 7,248 20,332 21,292 2,843 160 381 52,256
Financial and insurance activities .........ccccceeeevnneees 679 1,907 14,707 90 - 8,032 25,415
Industry, energy and manufacturing ..........c.cecue.... 7,804 8,017 6,996 517 363 621 24,318
Transportation .......cccevvcvveeeeeeniiiieee e 268 3,575 958 593 3 62 5,459
Services 820 9,848 3,577 533 13 2,571 17,362
Public sector 209 3,427 1,817 340 35 1,422 7,250
Agriculture and forestry .....ccccovvveveerieeeneeneeneennns 225 1,283 1,754 386 388 866 4,902
Neither past due nor impaired loans .................. 103,318 248,115 168,951 30,779 9,477 25,807 586,447

Exposures that are 'Not rated' are typically due to newly formed entities and entities for which the Bank's rating models are not

applicable. Unrated exposures are elevated at period end as ratings often expire in the third quarter and are not renewed whitin the

quarter.
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38. Credit risk, continued

Past due but not impaired loans by class of loans More

Up to 4to0 30 31to 60 61to 90 than 90
30.9.2015 3 days days days days days Total
LOANS 0 COrPOrates ....ccuviiiiiiiiiiiee st 8,004 6,008 2,199 316 2,847 19,374
Loans to individuals .........cccoererieiinenenieeeeeteee e 4,677 9,695 5,464 618 8,699 29,153
Past due but not impaired l0ans .......ccccoeeeeieiiiiiiieiiicieieienenenns 12,681 15,703 7,663 934 11,546 48,527
31.12.2014
Loans tO COrporates .......cccccvviiiiiiieeiiiiiiiieee e 6,553 2,434 2,267 565 3,295 15,114
Loans to individuals .........ccceeveevierienieieeeeeeee e 3,436 10,589 5,974 847 12,001 32,847

9,989 13,023 8,241 1,412 15,296 47,961

Past due but not impaired loans

Loans past due up to three days are mainly overdrafts that were not renewed in time. The majority of the past due but not impaired
loans are considered fully secured with collateral or have been acquired at discount. Loans aquired at discount are not considered to be
impaired unless the specific allowance exceeds the discount received.

Collateral repossessed

During the period the Group took possession of assets due to foreclosures. The total amount of real estates the Group took possession
of during the period and still holds at period end amount to ISK 1,415 million (31.12.2014: ISK 1,607 million) and other assets ISK 10
million (31.12.2014: ISK 10 million). The assets are held for sale, see Note 27.

30.9.2015 31.12.2014

Impaired loans to customers specified by sector Impair- Gross Impair- Gross
ment carrying ment carrying

amount amount amount amount

INAIVIAUALS .ottt ettt 9,893 18,149 11,016 21,621
Real estate activities and CONSTIUCTION ......ccoviiiiiee et nnaees 1,322 1,542 1,396 1,981
FISHING INAUSTIY 1ottt ettt e s e e satesabeebeenaeesanenas 848 2,072 1,115 2,366
Information and communication technology .. 242 242 251 251
Wholesale and retail trade ........ccooeveiiiiiieiiie s 637 944 751 831
Financial and iNSUrance aCtiVities .........ueveeeiiiiiieee et e e et e e e e e e saraeee e 6,481 6,564 6,739 6,756
Industry, energy and ManUfaCtUMING .......cooveviieiiiiiienieie et 240 278 296 474
TrANSPOITATION ..evviiieieiiiie ettt e s st e e e s st b e e e e e s nnteeeeeesnneeeeeesssnsnnneees 21 29 18 18
SEIVICES ittt bbb bbb e ereeas 492 632 375 641
PUDBIIC SECLOT ..ttt ettt st st be e bt e saeesaneenee 99 177 27 35
AGFICUITUrE and fOr@STIY .ouviiiieiieiiesie ettt sttt e et estaesaaesateeseenseesans 141 227 230 340

20,416 30,856 22,214 35,314
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38. Credit risk, continued

Large exposure

A large exposure is defined as an exposure to a group of financially related borrowers which exceeds 10% of the Group's capital base
according to FME rule No 625/2013.

The legal maximum for individual large exposures is 25% of the capital base, net of eligible collateral, and the sum of all large exposures
cannot exceed 400% of the capital base.

The largest exposure to a group of connected clients at the end of the period was ISK 25 billion (31.12.2014: ISK 25 billion) before taking
account of eligible collateral. The Group has two large exposures at the end of the period (31.12.2014: two exposures) net of eligible
collateral. Nostro accounts are excluded.

30.9.2015 31.12.2014
no. Gross Net Gross Net
PP PP PRPPRPOE 14% 14% 14% 14%
2 et E e e e R et e e e et a e s a e s e e s e e e s b et e s b et e e sreeeennneeeane 11% 11% 11% 10%
Sum of large exposure gross and net > 10% .......cccecueeveunees .- 25% 25% 25% 24%

No large exposure exceeds the legal limit of 25% of the Group's capital base at the end of the period.

The sum of exposures exceeding 10% of capital base is 25% of the Group's capital base before collateral mitigation or 25% net of
eligible collateral, which is well below the 400% legal maximum.

39. Market risk

Market risk is the current or prospective risk that changes in financial market prices and rates will cause fluctuations in the value and
cash flows of financial instruments.

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.

Interest rate risk

Interest rate risk arises from the possibility that changes in interest rates will affect future cash flows or the fair value of financial
instruments. The Group's operations are subject to interest rate risk associated with a mismatch between interest bearing assets and
interest bearing liabilities. This mismatch is characterised by a gap between the interest fixing period of assets and liabilities, with a
large amount of liabilities being demand deposits while the interest rates of assets are predominantly fixed to some extent, resulting in
a repricing 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, of which the largest one is EUR.
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39. Market risk, continued

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 22, and are therefore different from the amounts shown in the Financial
Statements. 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 Group's interest bearing assets and liabilities by interest rate adjustement periods

30.9.2015
Assets

Balances with Central Bank ..

Loans to credit inStitutions .........cceeevieeeriiie e
LOANS 1O CUSEOMENS ...vveueieeeeeeieeteetee et e e te et e e eeeeeens
FINancial iNStrUMENtS ......c.veeeeveeeeiee e

Assets

Liabilities
Due to credit institutions and Central Bank .........c.cccecevvueenueenne
Deposits ...

BOMTOWINGS ...ooiiiiiiiiiiiicicr s
Subordinated l0aNS ......c.eveeciieeeiie e
LIQDilities cocevvuereriiiiissnnnniiiiinnisnnniiiisisnnnneiissssnneessessssnsnnens

Derivatives and other off-balance sheet items (net position) ..

Net interest 8ap ....ceeeeeeeemememmmmnemememnmieeeieenieiereiererereereeee.

31.12.2014
Assets

Balances with Central Bank ..........cccoveverieniinininiienenenceeene,
Loans to credit inStitutions ........ccceevveriieeieeiieneeeeeeeeeee
Loans tO CUSTOMETS .....cc.cevvviiiiiiiiiiiii
Financial instruments ..

ASSELS .iiiieieiiiiiiitire s ss e s s s e ees

Liabilities

Due to credit institutions and Central Bank ....

DEPOSIES weeeruvieeiiiieeiieeeite ettt s s
BOITOWINES iiiiiiieeieiitteee ettt e e e e e
Subordinated 10aNS .......ccccoeviririiren e
Liabilities

Derivatives and other off-balance sheet items (net position) ..

Net iNterest BaP ...ccceeeeereeemeeememenererenereeeeeneeeeeeeeeeeeseeeesessasesenes
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Upto3 3-12 1-5 5-10 Over 10
months months years years years Total
66,257 - - - - 66,257
93,326 - - - - 93,326
369,730 52,456 114,313 5,046 143,408 684,953
40,842 7,363 9,411 1,295 224 59,135
570,155 59,819 123,724 6,341 143,632 903,671
11,470 - - - - 11,470
498,877 966 3,206 - 106 503,155
69,746 2,197 48,741 9,042 126,403 256,129
- 10,378 - - - 10,378
580,093 13,541 51,947 9,042 126,509 781,132
(48,945) - 49,791 - - 846
(58,883) 46,278 121,568 (2,701) 17,123 123,385
15,808 - - - - 15,808
108,792 - - - - 108,792
358,943 56,338 78,887 2,845 160,248 657,261
39,963 1,552 12,609 4,672 1,046 59,842
523,506 57,890 91,496 7,517 161,294 841,703
22,876 - - - - 22,876
449,638 2,124 3,270 - 101 455,133
62,821 18,307 7,313 1,124 107,550 197,115
31,639 - - - - 31,639
566,974 20,431 10,583 1,124 107,651 706,763
56 (2,760) 2,778 - - 74
(43,412) 34,699 83,691 6,393 53,643 135,014
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39. Market risk, continued

Interest rate risk in the trading book

The following table shows the total basis point value (BPV) of the Group's long and short bond positions in the trading book at market
value (MV). BPV denotes the change in the price of a bond given a basis point (0.01%) change in the yield of the bond.

30.9.2015 31.12.2014

Trading financial instruments, long positions MV Duration BPV MV Duration BPV
ISK, CPl Indexed linked .........ccceeveeniiniinieeeeneeeeseee e 2,639 4.2 (1.1) 1,924 6.3 (1.2)
ISK, Non Indexed linked .. . 9,727 0.1 (0.1) 3,353 (2.1) 0.7
X ettt et ettt sae b e beenaes 32,106 (1.0) 3.2 22,844 0.1 (0.2)
TOtal e 44,472 (0.4) 1.9 28,121 0.3 (0.7)
Trading financial instruments, short positions

ISK, CPI Indexed linked ........cccoeieienenenieeneneeeeee e 325 4.8 (0.2) 1,003 6.1 (0.6)
ISK, Non Indexed linked .. 5,581 (0.1) 0.1 7,139 0.4 (0.3)
B ettt 35,048 (0.9) 3.2 22,243 0.1 (0.2)
LI | PN 40,954 (0.8) 3.1 30,385 0.4 (1.1)
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39. Market risk, continued

Indexation risk

The Group is exposed to indexation risk when there is a mismatch between index-linked assets and liabilities. The total amount of
indexed assets is ISK 304.7 billion (31.12.2014: ISK 289.2 billion) and the total amount of indexed liabilities is ISK 216.6 billion
(31.12.2014: I1SK 204.0 billion).

Transaction maturity profile of indexed assets and liabilities

30.9.2015 Uptol 1to5 Over 5

Assets, CPl indexed linked year years years Total
LOQNS £0 CUSTOMEBIS ..ttt e e e e e e eeeeeeeeeeeeeeees 13,029 78,717 202,210 293,956
Financial instruments ..... 3,079 - - 3,079
Off-balance Sheet POSItION .....cc.eivuiiriiiiieie et st 844 6,819 - 7,663
Assets, CPlindexed lNKEd ........ccccvveeeiiiiiiiiineiniiiicinneeeessccsnnsessssscssnsnesssessssssnssssssans 16,952 85,536 202,210 304,698
Liabilities, CPI indexed linked

DIBPOSIES 1uvveurenieetieieieste st et et st e et e et e s bt et et e te st e et e te e bt eae e st e beshe et e et e beeteent e benteeseensetene 68,276 17,030 2,496 87,802
BOITOWINES .uvveeeiecieeieestee st e ettt e e e steestee st teeateeseeeseesseessseenseenseesseessaeessaanseeseesssenseennsennseans 2,131 14,305 112,243 128,679
[0 14 1= PPN - - 792 792
Liabilities, CPl indeXed lINKEd .......ccccovvmeeiiiiiiiineeeiiiiicneeeecnnccsnneesessssssnnnesesessssnnnsannes 70,407 31,335 115,531 217,273
Net on-balance ShEEt POSItION .......coveiriiiiiiiieierie et siee e (54,299) 47,382 86,679 79,762
Net off-balance sheet position .... 844 6,819 - 7,663
(o I 1 T T . (53,455) 54,201 86,679 87,425
31.12.2014

Assets, CPl indexed linked

[0 =T F o TR oL U 1) o 41 =T 3RS 9,566 74,705 200,030 284,301
Financial instruments 2,090 - - 2,090
Off-balance Sheet POSITION ......cvecveeiiicie e te et e s e e reeaeeneas 825 1,952 - 2,777
Assets, CPlindexed lINKed .........ccovvuiiiiiiiiiinnniniiiniinieniiinnnensissssssssssssssssssessssens 12,481 76,657 200,030 289,168
Liabilities, CPl indexed linked

[T T 1 £ UTS 66,489 19,615 2,415 88,519
BOTTOWINES .euvteeeieiiieieenite st e ettt steesttestesteete e teessaesaeessseenbeesbeesasessbeenseebeensnenssesssesnseens 2,019 13,703 99,277 114,999
Off-balance sheet position 524 - - 524
Liabilities, CPl indexed lINKEd ........cccovvueiiiiiiiiinnniiiiiiinneeiiiieieimmsessmsseee 69,032 33,318 101,692 204,042
Net on-balance ShEet POSItION ........ccviiiiciieieeceee et re e e e saaeeaes (56,852) 41,387 98,338 82,873
Net off-balance Sheet POSItION .......c.eccviiiiiiriiirierie et 301 1,952 - 2,253
CPIBalance ........ceeeerreiccnrneeeeiencccsnenesesescssnnneessssesssnneenns . (56,551) 43,339 98,338 85,126
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39. Market risk, continued

Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is exposed to currency risk through a

currency mismatch between assets and liabilities. ISK denominated deposits are a primary source of funding for the Group whereas a

substantial part of the Group's assets consists of foreign currency denominated loans to customers. Net exposures per currency are

monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

30.9.2015

Assets ISK EUR usb GBP DKK NOK Other Total
Cash and balances with Central Bank 72,173 298 461 37 99 39 182 73,289
Loans to credit institutions 20,921 23,720 12,179 14,451 2,238 17,275 2,542 93,326
Loans to customers ........ccecceeveenneennes 561,929 42,286 39,209 6,821 12,046 4,496 12,020 678,807
Financial instruments ............ccoceuue... 78,724 18,785 6,476 2,174 57 3,318 1,657 111,191
Investment property ......ccccceevuveeeennn. 7,817 - - - - - - 7,817
Investments in associates .................. 8,401 - - 5,445 - - 1 13,847
Intangible assets ......ccvveeevieeeniiieennns 5,411 - - - 3,783 - - 9,194
TaX @SSeLS ..vvvvieiiiiriiieeiiree s 987 - - - - - - 987
Other assets .......ccovevveeieenieenieneenne 20,610 104 120 92 22 28 42 21,018
ASSELS ..oeeeiiiieriiiree e 776,973 85,193 58,445 29,020 18,245 25,156 16,444 1,009,476
Liabilities and equity

Due to credit inst. and Central Bank .. 9,649 209 75 4 - - 1,533 11,470
DEPOSILS .ovvevereieiieiesreeieteie e 423,232 26,808 16,478 11,533 1,568 14,540 8,996 503,155
Financial liabilities at fair value 4,990 510 7 - 2 2 - 5,511
Tax liabilities .......cccceveverieeicnininies 6,353 - - - 420 - - 6,773
Other liabilities .......ccccevveenverienieens 38,542 2,592 3,401 1,440 1,211 243 1,793 49,222
BOITOWINGS ..eovveeeieiieeieeieeniesee e 137,758 44,819 32,813 8,564 - 10,248 13,970 248,172
Subordinated liabilities ........c.ccceeueenee - 3,980 2,554 3,844 - - - 10,378
Shareholders' equity .......cccceevveereennes 173,508 - - - - - - 173,508
Non-controlling interest .........cccceeuue. 1,287 - - - - - - 1,287
Liabilities and equity 795,319 78,918 55,328 25,385 3,201 25,033 26,292 1,009,476
Net on-balance sheet position .......... (18,346) 6,275 3,117 3,635 15,044 123 (9,848)

Net off-balance sheet position .......... 13,236 (6,368) (2,212) (1,000) (14,647) (269) 11,260

Net position .......cccceeereiiiieneeeniiiinnae (5,110) (93) 905 2,635 397 (146) 1,412
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39. Market risk, continued

31.12.2014
Assets ISK EUR usD GBP DKK NOK Other Total
Cash and balances with Central Bank 19,472 5 904 178 107 46 351 21,063

Loans to credit institutions 35,076 16,570 13,141 13,646 2,946 11,084 16,329 108,792
Loans to customers .......cccceeeeeennnnnne. 538,828 40,526 27,606 6,605 14,734 5,376 13,833 647,508
Financial instruments ........c.ccccevuenen. 73,851 14,963 7,776 3,436 47 1,736 19 101,828
Investment property .........cccceveuieenns 6,842 - - - - - - 6,842
Investments in associates .. . 16,052 - - 5,914 - - - 21,966
Intangible assets ........ccocevvieeniienieennen. 5,469 - - - 4,127 - - 9,596
TaX @SSELS wevveriiivrieeeeeeee e 655 - - - - - - 655
Other assets ......cooveeeeeevcvveeeeeceiineens 14,665 485 128 123 26 52 7 15,486
Assets 710,910 72,549 49,555 29,902 21,987 18,294 30,539 933,736
Liabilities and equity

Due to credit inst. and Central Bank .. 16,752 2,103 958 5 1 - 3,057 22,876
Deposits .. 374,063 25,949 16,247 11,348 9,306 8,075 9,985 454,973
Financial liabilities at fair value ......... 8,971 43 127 - 1 - 1 9,143
Tax liabilities ......ccoceveeneeniiieees 4,642 - - - 481 - - 5,123
Other liabilities .......ccccevveenvierieniennns 37,336 2,217 3,470 975 2,199 174 819 47,190
BOrrowings ......cc.ceeveeenee. ... 135,285 1,714 22,475 8,812 - 8,478 23,816 200,580
Subordinated liabilities ..........cc.......... - 25,133 2,550 3,956 - - - 31,639
Shareholders' equity ......ccceeveeecuveen. 160,711 - - - - - - 160,711
Non-controlling interest ..........c.c...... 1,501 - - - - - - 1,501

Liabilities and equity 739,261 57,159 45,827 25,096 11,988 16,727 37,678 933,736

Net on-balance sheet position .......... (28,351) 15,390 3,728 4,806 9,999 1,567 (7,139)
Net off-balance sheet position .......... 9,454 (9,065) (397) 56 (8,963) - 8,915
Net poSition ......cccceereveeererceeresneennene (18,897) 6,325 3,331 4,862 1,036 1,567 1,776
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40. Liquidity 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.

Group's assets and liabilities at carrying amount by residual maturity

30.9.2015
Assets

Cash and balances with Central Bank ...................
Loans to credit institutions .........cccceceeveeieninennne
Loans to CUSTOMErS .....oevveereiiriieeieeeeeeeeeee e
Financial instruments ........cccccoveeevvernenneenienienne.

Derivatives - assets 1eg ........ccccevvveevcveescvveennnnnn

Derivatives - liabilities leg ................c.cccccccueunen...
Investment Property ......ccccceceeveeneeneeniesieeeene
Investments in associates

Intangible assets ....cccevvvveeerieeerie s
TaX @SSELS .evviiiiiiiiiiieee i
Other @Ssets ......ccceveereeneerieineeeeeere e
ASSELS ..ciiriieiiiiiii e,

Liabilities

Due to credit institutions and Central Bank .

DEPOSIES .eveeeirieeieeeiee et

Financial liabilities at fair value ..........cccccevevueennen.
Derivatives - assSets 1eg ...........ccevvvevvvesivencueenannn.

Derivatives - liabilities leg ................

Short position bonds and derivatives ................

Short position bonds used for hedging ..............
Tax [labilities ...cccveveerierieeieeeeeee e
Other liabilities ..
Borrowings .........
Subordinated liabilities .......c.ccccooerverveniiniieenne
Liabilities ....cccoveeeriiueerineeiniiieiniiecnceeecnecsnees

Off-balance sheet items

GUANANTEES e
Unused overdraft ..
Loan commitments .......cocceeevieeinieeiniieeeeee e
Off-balance sheet items .........cccoevurerineeriinecnnne

Net assets (liabilities) ......ccccceeeervreeeerercesrneeennnn.

Carrying On Upto3 3-12 1-5 Over 5 With no
amount demand months months years years  maturity
73,289 64,449 - 8,840 - - -
93,326 45,969 47,357 - - - -

678,807 4,470 35,981 101,431 241,916 295,009 -

111,191 4,311 817 7,480 54,794 5,533 38,256
46,437 179 21,281 947 23,797 233 -

(44,152) (163)  (20,473) (843)  (22,510) (163) -

7,817 - - - - - 7,817
13,847 - - - - - 13,847
9,194 - - - - - 9,194
987 - - - 987 - -
21,018 463 6,152 1,325 910 4 12,164
1,009,476 119,662 90,307 119,076 298,607 300,546 81,278
11,470 9,163 1,193 1,089 25 - -
503,155 280,916 125,091 76,557 17,584 3,007 -
5,511 16 4,647 216 595 37 -

(17,464) (29) (10,512) (1,882) (4,878) (163) -

19,516 45 11,700 2,098 5,473 200 -

453 - 453 - - - -
3,006 - 3,006 - - - -
6,773 - 2,007 3,011 1,755 - -
49,222 278 35,019 702 5,038 158 8,027
248,172 - 3,223 7,832 66,689 170,428 -
10,378 - - - 3,980 6,398 -
834,681 290,373 171,180 89,407 95,666 180,028 8,027
13,545 3,172 2,473 3,372 2,960 1,568 -
41,602 1,005 11,402 14,075 15,093 27 -
93,434 1,665 38,160 24,617 24,992 4,000 -
148,581 5,842 52,035 42,064 43,045 5,595 -
26,214 (176,553) (132,908) (12,395) 159,896 114,923 73,251

Arion Bank Interim Consolidated Financial Statements 30 September 2015

49

Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

40. Liquidity risk, continued

31.12.2014 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount demand months months years years  maturity
Cash and balances with Central Bank ................... 21,063 12,285 - 8,778 - - -
Loans to credit institutions ........cccceeeeveeeerveeeennnenn, 108,792 52,119 56,673 - - - -
Loans to CUSLOMENS ....ccoeeeeeeeeeeeeeeeeeeceeec e, 647,508 11,678 50,642 89,332 230,055 265,801 -
Financial instruments ........cccccocevvervieneneniencncnen. 101,828 7,562 742 2,203 52,527 7,670 31,124
Derivatives - assets 1eg ...........ccevvvevvvercvercueenannn. 28,234 - 6,654 15,659 5,921 - -
Derivatives - liabilities leg ............c.cocevvveevveecunnnns (27,209) - (5,912)  (15,524) (5,773) - -
Investment property .......ccccccvvveieiiiiiiniiiniinicnnnn, 6,842 - - - - - 6,842
Investments in assOCIiates .....cccceevvuueennnnnennnennnnnns 21,966 - - - - - 21,966
Intangible assets ........cocevveeviinieniieeeeeeeee e 9,596 - - - - - 9,596
Tax assets .... 655 - - - 655 - -
Other @SSEtS ....cccvvveeieeeeiieecee et 15,486 47 2,283 46 1,121 17 11,972
ASSELS ..oureriiiiiii 933,736 83,691 110,340 100,359 284,358 273,488 81,500
Liabilities
Due to credit institutions and Central Bank .......... 22,876 13,652 2,238 6,962 24 - -
DEPOSIES .eeueeeireereeieeniee e 454,973 263,899 96,009 46,412 45,102 3,551 -
Financial liabilities at fair value 9,143 - 8,663 227 253 - -
Derivatives - asSets 1eq .........ccouevvvevvveevueeierasnnnn, (15,693) - (4,525)  (10,504) (664) - -
Derivatives - liabilities leg ..............cccccouevcvercunans 16,598 - 4,950 10,731 917 - -
Short position bonds and derivatives ................ 5,478 - 5,478 - - - -
Short position bonds used for hedging .............. 2,760 - 2,760 - - - -
Tax [iabilities .....cceveereerieeeeeeeeeeee 5,123 - 1,125 3,374 624 - -
Other liabilities ........c.cocevevieiiiiiiiiiceeeee, 47,190 667 30,372 5,192 2,680 120 8,159
BOITOWINGS .vveeiieeieeieenee et 200,580 - 1,776 20,057 24,908 153,839 -
Subordinated liabilities ..........ccccoceviniriincninenn. 31,639 - - - - 31,639 -
Liabilities .....ccceereiiiiieeieriiiiiineienincsineeee e 771,524 278,218 140,183 82,224 73,591 189,149 8,159
Off-balance sheet items
GUAraNTEES ...ccceeeiiiiiiiiciitce e 9,542 2,373 1,234 2,389 1,753 1,793 -
Unused overdraft .......cccooeverieieneniniereneneeee 38,890 658 10,163 17,738 10,273 58 -
Loan commitments 56,363 2,432 21,419 15,705 16,807 - -
Off-balance sheet items ........cccceeveeeriieriiinennnne 104,795 5,463 32,816 35,832 28,833 1,851 -
Net assets (liabilities) .......ccceevveerriieeriseeriinecnnnne 57,417 (199,990) (62,659) (17,697) 181,934 82,488 73,341

Liquidity coverage ratio

The liquidity coverage ratio (LCR) is part 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 accurately, 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, repoable at
the Central Bank and not issued by the Group or related entities.

The Central Bank has set a guideline for minimum LCR. In 2015, the LCR requirement is 100% in foreign currency and 80% in total (ISK
and foreign currency). The latter benchmark increases by 10% every year until a 100% requirement is implemented in 2017.

Liquidity coverage ratio 30.9.2015 31.12.2014
33 TR SUP R PPUPPPRPOE 188% 254%
L] | IO OO OO TP T OUSOUP PR PROOPRPPTPION 145% 174%

The Group has anticipated an outflow of deposit in relation to the prospective lifting of capital controls.
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40. Liquidity risk, continued

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 a 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. Some similar categories are grouped together. The table contains deposits at the Bank and at banking
subsidiaries. Thus, amounts due to Central Bank and amounts due to credit institutions at non-banking subsidiaries are excluded.

LCR categorization - amounts and LCR outflow weights
Deposits maturing within 30 days

Less Term Total
30.9.2015 Stable Weight (%) Stable Weight (%) deposits* deposits
RETAI 1ottt sttt 81,946 10% 35,568 5% 55,706 173,220
SIMIE <ttt 36,783 10% 4,495 5% 5,408 46,686
Operational relationship .......ccccocceverinieninincccce 146 25% - 5% 108 254
COTPOTAtIONS ...veeveeieiieiiesienteeite ettt sb st seesbe st sbesaeeas 40,883 40% 870 20% 4,496 46,249
Sovereigns, central-banks and PSE ..........ccccvveevieniiniiennieenien. 15,612 40% - - 6,974 22,586
Financial entities being wound Up ......ccccovevviiieiiiee i 23,783 100% - - 64,522 88,305
Pension fuNds ........ccceieiiiiiiii e 61,011 100% - - 19,062 80,073
Domestic financial @ntities ........cccceeevveeeeiieeeiieccee e 27,320 100% - - 15,395 42,715
Foreign financial entities ... 4,796 100% - - - 4,796
Other foreign Parties ........ceeceeceereecie e 3,587 100% 3,187 25% 1,879 8,653
TOtal oot 295,867 44,120 173,550 513,537
31.12.2014
RETQI -ttt 78,659 10% 36,076 5% 53,803 168,538
SIMIE < 36,060 10% 3,895 5% 6,011 45,966
Operational relationship .......cccceeeverecieeire e - 25% - 5% 1,190 1,190
Corporations ................ 36,961 40% 830 20% 5,873 43,664
Sovereigns, central-banks and PSE .......cccccceevvieiviieeniieeciieee 12,196 40% - - 2,870 15,066
Financial entities being wound Up .....ccccevveeviieeieeneenienieeeee 19,796 100% - - 67,105 86,901
Pension fUNS ......cooeeieieiinee s 36,824 100% - - 19,765 56,589
Domestic financial entities 22,634 100% - - 16,752 39,386
Foreign financial entities ........cccccvveviieiiiie e 4,532 100% - - 522 5,054
Other foreign Parties ......c.cevcvereeriencie e 3,425 100% 3,026 25% 2,082 8,533
Lo TN 251,087 43,827 175,973 470,887

* Here term deposits refer to deposits with maturities greater than 30 days.
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41. Capital management

The capital base amounts to ISK 173,984 million at the end of the period. The capital adequacy ratio, calculated in accordance with
Article 84 of the Act on Financial Undertakings was 23.5%, exceeding the minimum legal requirement of 8%.

The Group uses the standardised approach to calculate the capital requirements for credit risk and market risk and basic indicator
approach for operational risk.

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

The Group is subject to capital requirements which are specified by the FME following the Supervisory Review and Evaluation Process
(SREP). The Group's capital base exceeds the FME's SREP requirements.

Capital Base 30.9.2015 31.12.2014
Lo 1= LT T TN 174,795 162,212
Non-controlling interest not eligible for inclusion in CET1 capital® . . (1,257) (1,385)
INTANGIDIE @SSELS ...veuvieiiecieece ettt e te et e st e st e st e e e et e e steesseeeste e ee e s e easeeanseenseeseesseesaseasseesseeseessseanteenseeseannean (9,194) (9,596)
I L= £ PP P PSP O PP PP PSP OPPTRON (987) (655)
(04 V=T o =T U o Ve 1Yo [N ot o o LRSS (222) (111)
Common equity Tier 1 capital* 163,135 150,465
Additional TIEr 1 CAPITAl™ ...ouiiiieee et b et b e bbb st 1,257 1,385
BT g o ' 11 - | N 164,392 151,850
N8 oYe] o [T o =Y =Te I =] o 11 A =TSSR 10,378 31,639
Regulatory adjustments to Tier 2 capital** . (597) -
(04 V=T =T U o YA 1Yo [N ot o) o L3RRS (189) (101)
Tier 2 capital 9,592 31,538

173,984 183,388

Total Capital base

Risk weighted assets

CTEAIE TISK .ttt ettt s a et h e e bt e a e e b e s bt e h e et et e e bt ea e e e e e bt e ae e b e e bt ebeeae e b e ebeeb e enbenbeebeene et e ebeeneentenees 645,358 591,994
IMIAIKET FISK FX ottt bbbt sb et b bbb e bt s bt et e e s bt e bt ebb e b s bt e bt et e b e bt e e e nens 5,255 18,915
[V A 1 e 11 1 1= (R UURRRRN 7,317 2,890
OPEIATIONAI FISK .ttt ettt e s b e e st e st e e ateeteesseesatesabeenbeenbeesaeesaseenbeesbeensaesssesnseenseans 82,211 82,211
Total risk WeIBhted @SSetS .....ccciiiiiiiiiiiiiiiiccccccrcrrsrrcsrs s s sesssssssssssssssssssssssssssssssssssssssssnsnnnen 740,141 696,010

Capital ratios
(0123 R - o TS PP O P PPR PSPPI 22.0% 21.1%
Tier 1 ratio ............ . 22.2% 21.8%

(011 | I Te [=Te [T LoV - Y o T OO PR URPRRPRRRURN 23.5% 26.3%
OFfiCial TIEr 1 ratio* ¥ ...ttt ettt ettt b e e et et et e eh e et e besbeehe et e s besbe e st e s besbesbeenbanbenbanne 21.4% 21.8%
Official Capital adeqUACY ratio™ ¥ ........coiiiiieiieriertere ettt st sa e st e e te e st e s sae st e esseenbeesasesasesnseenseenes 22.7% 26.3%

* CET1 according to Basel IlI definition while Tier 1 and total capital base are calculated according to The Act on Icelandic Undertakings
no. 161/2002. Thus Additional Tier 1 is here presented as the difference between Basel Il Tier 1 and Basel Il CET1.

** Straight-line amortization for maturities within five years.

*** Official capital ratios are based on reviewed earnings at 30 June 2015.
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41. Capital management, continued

Leverage ratio

As part of the Basel Il regulatory framework, the leverage ratio is seen as a complementary measure to the risk-based Capital adequacy

ratio.

30.9.2015 31.12.2014
ON-DAlANCE SHEET EXPOSUIES .....eiiuiiiiieiieeiteet ettt sttt ettt e bt st e et e e bt e bt e shtesabesabeeabeesbeessbeeabeeabeeseasatesaeesaseennean 989,972 912,303
DEIIVALIVE EXPOSUIES .. ..evvieeeeeeiiiiteee e e ettt ee e s e sttt e e e s ettt e e e s s s ettt eeeesaaass b e eeeeeaanssaeeeesansseteeessasnbabeeeessansssaeeeeennnnnneeesann 3,664 1,348
Securities finanCiNg tranSACtION EXPOSUIES ......cc.eerieriiriieeriieriterieete et et e sitestesbe et e sbeesabessbeebeesbeesseesatesaseenseensens 7,005 10,044
Off-DAlanNCe SHEET EXPOSUIES .....eecueeeiieieeitieseeeeie et e st e sttesteeteeteesseesaesseeseesseesseeasseesseesseensseasteanseenseenseassessnsennsen 95,076 59,922
TOLAl EXPOSUIE ceeeiiiiiiunnnriiiiiiissneeiiiiisssstessiessssssnssssesssssssssensssssssssnssssesssssssssssessssssssnsssssssssssssessssssssannensssssssssnnes 1,095,717 983,617
LI LT T - ' 1 - 1 N 164,392 151,850
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

SIGNIFICANT ACCOUNTING POLICIES
The accounting policies adopted in the preparation of these Interim Financial Statements are consistent with those followed in the
preparation of the Annual Financial Statements for the year 2014.

41. 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 Interim Financial Statements are prepared on a going concern basis.
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