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Arion Bank in brief

30.09.2022
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Cost-to-income
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CET1 ratio

Rating from S&P
Long term: BBB
Short term: A-2
Outlook: Stable

Rating from Moody'‘s
Long term: Baa1

Outlook: Positive

PRINCIPLES FOR
RESPONSIBLE
BANKING

Principles for
Responsible
Investment
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® Arion Bank provides services to households, corporates, institu-
tions and investors. The Bank has three business segments: Retail
Banking, Corporate & Investment Banking (CIB), and Markets. The
service offering is further augmented by the subsidiaries Stefnir
and Vordur. Stefnir is an Icelandic fund management company,
and Vordur is an insurance company providing non-life and life
insurance with sales channels through CIB and Retail Banking

® Arion Bank plays an important role in the community through fi-
nancing of progressive and sustainable initiatives in the communi-
ty. Sustainability is an integral part of the Bank's day-to-day activi-
ties, its decision-making and processes

® The diverse service offering at Arion Bank means that the revenue
base is broad and the loan portfolio is well diversified between
retail and corporate customers. The high percentage of mortgages
and the healthy distribution of loans across different sectors reduc-
es credit risk

® The Bank is a market leader in digital solutions and innovation.
Numerous new digital solutions have been launched in the past
few years, enhancing service to customers and making the Bank's
operations more efficient, which in the long term reduces operating
expenses across the Bank

® The Bank places a strong emphasis on customer experience, both
in digital and face-to-face services, and meeting the financial
needs of our customers via a customized product offering and
quality financial services which contribute to the success of our
customers and society as a whole
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Key figures 9M 2022  9M 2021
(ISKm)
Netearnings 20,393 22,093
ROE 14.8% 15.2%
Net interest margin 3.1% 2.7%
Cost to income ratio 44 .8% 41.9%
Operating income / REA 6.5% 7.6%
30.09.2022 31.12.2021
Total assets 1,427,886 1,313,864
Loans to customers 1,045,152 936,237
Deposits 739,969 655,476
Borrowings 376,540 356,637
Totalequity 186,287 194,598
Stage 3 gross 1.4% 1.9%
Leverage ratio 12.0% 12.7%
Number of employees 777 751
EUR/ISK 141.32 147.60
Net earnings (ISK billion)
9.7
8.2
6.5
49
Q321 Q@421 Q122 Q222 Q322
Cost-to-income ratio (%)
51.6 50.1
37.5 418
Q321 Q421 Q122 Q222 Q322
LCR ratio (%)
221 203 189
163
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The Condensed Consolidated Interim Financial Statements of Arion Bank for the period from 1 January to 30 September 2022 include the
Condensed Consolidated Interim Financial Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Operations during the period

Income Statement

Net earnings amounted to ISK 4.9 billion for the third quarter and ISK 20.4 billion for the first nine months of the year. Return on equity was
10.5% for the quarter and 14.8% for the first nine months. Core income, defined as net interest income, net commission income and net
insurance income, increased by 19.2% in the quarter and by 19.6% for the first nine months, compared with the previous year. There was strong
growth in net interest income in the quarter, compared with the previous year, mainly due to the increased base rate and 16.5% growth in the
loan book from the third quarter 2021. Diversified fee generating operations support continued momentum in net fee and commission income.
Net insurance income was affected by challenging conditions this year and an unusually high volume in claims. Challenging market conditions
impacted financial income in the quarter.

On 1 July 2022 the sale of Valitor to Rapyd was settled. As all conditions were met at the end of June, the sale was fully accounted for in the
second quarter results. The total consideration was ISK 14.6 billion (USD 112.5 million), resulting in a profit of ISK 5.6 billion, post cost of sale.
The total capital impact of the sale was ISK 12.7 billion, which is a combination of the P&L gain and the REA release, but ISK 13.8 billion
including the effect of capital released due to the reduced FX imbalance created in relation to the transaction. The REA release was effective
from July. Transactions, mainly net fee and commission, between Valitor and Arion Bank are included in the results from the third quarter, while
previously these have been lost in consolidation.

Balance Sheet

The Bank's balance sheet grew by 8.7% from year-end 2021. Loans to customers increased by 11.6% from year-end. The increase was 15.6%
in corporate lending and 8.5% in loans to individuals. Deposits increased by 12.9%. Total equity amounted to ISK 186,287 million at the end of
September. The Group's capital ratio was 23.1% and the CETL1 ratio 19.3%. The ratios are determined on the basis of the unaudited net
earnings in the quarter, and take into account the deduction of 50% of net earnings as foreseeable dividend in line with the Bank’s dividend
policy, and ISK 2.8 billion of the outstanding buyback program. The Board of Directors decided to initiate 50% of the ISK 10 billion buyback of
own shares authorized by the Financial Supervisory Authority of the Central Bank of Iceland (FSA) in the quarter, launched on 6 September.
The Group's capital ratio, as calculated under the Financial Undertakings Act No. 161/2002, was 22.8% and the CET1 ratio was 19.0%. These
ratios comfortably exceed the requirements made by the FSA and Icelandic law. The liquidity position was also strong at period end, with an
LCR of 189%, which is well above the regulatory minimum.

Arion Bank's medium-term financial targets compared with the operational results for the period.

Actuals Actuals

Q32022 9M 2022 Arion Bank's medium-term financial targets
Return on equity 10.5% 14 8% Exceed 13%
QOperating income { REA 65.4% 6.5% Exceed 7.3%

Premium growth (net of reinsurance) to exceed
Insurance premium growth (YoY) 10.5% 10.3% the growth of the domestic market by more than 3%
(Premium growth in the domestic insurance market was 7.2% in 2021)

Loan growth 34% 116% Inline with nominal economic growth

(Arion Bank forecasts economic growth of 12.5% in 2022)
Cost-to-income ratio 41.8% 44.8% Below 45%

CET1 ratio 1939 1939 150-250 bps management buffer
(~17.2 - 16.2% based on current capital requirements)
Dividend payout ratio - - 50%

Economic outlook

In many ways, the Icelandic economy is in an enviable position. According to preliminary figures from Statistics Iceland, GDP increased by 6.1%
between years in Q2 2022, in line with expectations. Yet again growth was driven by record-breaking private consumption and increased growth
in tourism, while regular business investment also lent a helping hand. Strong domestic economic activity has led to rapid import growth,
resulting in a negative contribution of external trade to GDP growth and the largest current account deficit post the global financial crisis.

Despite the highly uncertain global economic outlook, there are signs that the Icelandic economy will experience continued strong growth.
According to the IMF’s growth forecast, the Icelandic economy will grow by 2.9% in 2023, the third highest growth rate among advanced
European countries. Domestic analysts share this view, with the consensus at 5.8% GDP growth in 2022, followed by 2.9% growth in 2023.
Analysts expect that private consumption will continue to fuel growth, as unemployment is well below its natural rate, staffing shortages are at
their highest levels since 2007, and wage negotiations are on the horizon. In this context it is important to keep in mind that despite 9.3%
inflation (September), Icelandic households do not face the same cost-of-living crisis as their European counterparts, as nearly every household
relies on domestically produced renewable energy sources for heating and electricity. In addition to strong private consumption, tourism has
regained its former strength, with tourist arrivals in Q3 reaching 98% of Q3 2019. Even more importantly, each tourist is spending more than pre-
covid, boosting the industry’s revenue growth. So far, bookings have remained strong, despite the deteriorating global economic outlook.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022 4
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Even though the outlook for Iceland remains bright, global economic uncertainty has grown which could negatively affect growth prospects in
Iceland, e.g., through the exports sectors and financial conditions. Recent indicators from the labour market suggest that the output gap has
peaked, as has inflation and housing prices. The Central Bank is finally seeing the results of its aggressive measures, and the bank raised its
key interest rates (policy rates) by further 75 bps in Q3. Whether further rate hikes will prove necessary depends on the coming wage
negotiations and public sector finances.

Outlook for the Bank

Arion Bank is in a strong position to navigate the current operating environment, with a robust, diversified, and profitable operating model
combined with a strong capital, funding, and liquidity position. This is further supported by an operating environment in Iceland which can be
considered relatively healthy in a global comparison, as further described in the Economic Outlook.

The pace and timeline of the policy rate shift and inflation contagion has been faster in Iceland than in most other jurisdictions. This was
demonstrated when the Central Bank raised rates by 25bps in early October and at the same time indicated that the current 5.75% policy rate
was close to terminal rates. This steep increase has stabilized the domestic housing market, which has been the key driver of domestic inflation.
This trajectory allows for further clarity on the impact of these rate hikes on our business, most likely earlier than in most of our neighbouring
countries. Currently, the credit quality of our borrowers remains robust, and we are not seeing the material impact of these rate hikes on credit
quality.

Where we do see a direct impact from the global market backdrop is in our wholesale funding markets. As with the broader credit markets, the
cost of funding has increased considerably over the past year. The Bank is again in a strong position to navigate these markets, with a strong
liquidity position, broad funding options, robust growth in deposits which continued into Q3, and a light maturity profile over the coming year. It
is, however, likely that should the current funding levels persist over the longer-term, this is likely to over time put pressure on our net interest
margin, which has strengthened recently. Having a diversified business allows us flexibility when it comes to avenues of growth and uses of
capital and funding.

Funding and liquidity

In terms of funding and liquidity management the Group’s liquidity position is strong. The Bank’s liquidity coverage ratio was well above the
regulatory minimum of 100%, with a LCR of 189% at the end of September 2022.

Arion Bank continued to regularly issue green and covered bonds in the domestic market. The total issuance in the domestic market was ISK 18
billion during the first nine months of 2022, and the equivalent of ISK 81 billion in euros, Norwegian krone and Swedish krona, both in Senior
Preferred and in Covered Bond formats.

Capital adequacy and dividends

Arion Bank’s dividend policy states that the Bank aims to pay 50% of net earnings in dividends and that additional dividend or share buybacks
can be considered when the Bank’s capital levels exceed the minimum regulatory requirements together with the Bank’s management buffer.
The Bank aims to maintain capital adequacy ratios 150-250bps above total regulatory requirements. The Bank has released equity through
dividend payments and the purchase of own shares to meet this objective. In March 2022, the Bank paid dividends of ISK 22.5 billion, or ISK 15
per share, on the basis of the authority given by the Annual General Meeting. Following the completion of the sale of Valitor, the Bank received
the approval of the FSA for a buyback program of up to ISK 10 billion. Based on this, the Bank initiated a process to purchase own shares for
half the amount, or ISK 5 billion. At the reporting date, ISK 2.8 billion remained of this initiative and in accordance with CRR, this amount and
the foreseeable dividends are deducted from CET1 capital.

On July 7, the FSA published the result of the Supervisory Review and Evaluation Process (SREP) for Arion Bank, based on financial
information at year-end 2021. The additional capital requirement under Pillar 2 is set at 3.5% of total risk-weighted exposure amount (REA),
which was an increase of 0.3% from the previous year. On 29 September 2022, the countercyclical buffer in Iceland rose from 0% to 2% based
on a decision made by the Icelandic Financial Stability board a year earlier. In light of this, Arion Bank’s total capital requirement is 20.7% of
REA and the CET1 capital requirement 15.7%.

The Group’s capital adequacy ratio on 30 September 2022 was 23.1% and the CET1 ratio 19.3%, when unaudited interim profits are included,
and foreseeable dividends and buybacks are deducted.

The capital position of Arion Bank is very strong and will remain so for the foreseeable future. This underpins the Bank’s ability to support its
customers and the Icelandic economy as it faces new risks stemming from geopolitical tensions, volatile commodity prices, rising interest rates
and inflation.

The Bank’s REA decreased by ISK 3.4 billion in the third quarter of 2022. REA in the loan portfolio increased by ISK 15.2 billion, even though
loans to customers rose by ISK 34.5 billion. This is due to a decrease in average risk weight and a reduction in off-balance sheet commitments.
Other credit risk REA decreased by ISK 14.4 billion as of 30 June 2022. This line included a one-off item related to the settlement of the Valitor
sale transaction. Market risk REA decreased by ISK 7.8 billion between quarters. Other changes to REA were smaller.

The Central Bank of Iceland’s Resolution Authority approved the resolution plan of Arion Bank on 26 April 2022. With the approval of the
resolution plan, the Resolution Authority decided on the minimum required own funds and eligible liabilities (MREL), in accordance with the Act
on Resolution of Credit Institutions and Investment Firms, No. 70/2020. On 29 September, the Resolution Authority issued Arion Bank’s MREL
requirement based on the financial position at year-end 2021. The requirement as a percentage of REA is 23.0%. The Bank is in full compliance
with this requirement.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022 5
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Group ownership

At the end of September 2022 Gildi lifeyrissjédur was the largest shareholder in Arion Bank with a shareholding of 9.77%. Arion Bank owned
1.57% of its own shares at the end of September 2022. The number of shareholders has grown from around 11,300 at the beginning of the year
to 12,350 at the end of September 2022. Further information on Arion Bank's shareholders can be found in Note 35. At the AGM in March 2022
a motion was passed to reduce the company's share capital by ISK 150 million at nominal value, by cancelling the company's own shares. The
reduction took place on 4 April 2022.

Governance

At the Bank’s AGM on 16 March 2022, five members were elected to serve on the Board of Directors until the next AGM, two women and three
men. Additionally, two Alternate Directors (one woman and one man) were elected. The five Directors and two Alternates are independent of
Arion Bank, its management and major shareholders.

Endorsement of the Board of Directors and the Chief Executive Officer

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period ended 30 September 2022 have been prepared in
accordance with International Financial Reporting Standard IAS 34 Interim Financial Reporting as adopted by the European Union and
additional requirements in the Icelandic Financial Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions.

It is our opinion that the Condensed Consolidated Interim Financial Statements give a true and fair view of the financial performance and cash
flow of the Group for the period ended 30 September 2022 and its financial position as at 30 September 2022. Furthermore, in our opinion the
Condensed Consolidated Interim Financial Statements and the Endorsement of the Board of Directors and the CEO give a fair view of the
development and performance of the Group's operations and its position and describe the principal risks and uncertainties faced by the Group.

The Board of Directors and the CEO have today discussed the Condensed Consolidated Interim Financial Statements of Arion Bank for the
period ended 30 September 2022 and confirm them by means of their signatures.

Reykjavik, 26 October 2022

Board of Directors
Brynjdlfur Bjarnason, Chairman
Paul Richard Horner, Vice Chairman
Gunnar Sturluson
Liv Fiksdahl

Steinunn Kristin Thérdardottir

Chief Executive Officer

Benedikt Gislason

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022 6



Consolidated Interim Income Statement

Notes 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

INEEIEST INCOIME ..oviiiieieeeee et e et e e e e e e et e e e s e e st e e e e e e eaaaaaaes 61,890 38,734 23,510 12,810
INEEIEST EXPENSE .ottt ettt e et niae e (32,137) (15,439) (13,089) (4,873)
NEt INEEFEST INCOME ..ottt ettt e saeeneee s 6 29,753 23,295 10,421 7,937

Fee and commission income ... 13,881 12,044 4,766 4,219
Fee and COMMISSION EXPENSE ......ccuiiiiiiieiiiie ittt et (1,788) (1,450) (764) (464)
Net fee and COMMISSION INCOME ........c.ovveveeiiireeieeietee ettt 7 12,093 10,594 4,002 3,755
NEt INSUIANCE INCOME . ..oevviiiiieieeiee e e e et e e e e e s et e e e e e eaaaaans 8 1,781 2,577 690 992
Net fINANCIAL INCOME .......uiiiiiiiiiiieieitit et e e e e e e e e e e e e e e eeeeeeaaeeaeaaaaees 9 (3,252) 5,069 (1,332) 1,366
Share of profit Of ASSOCIALES .......c.oiuviiiiiiiiiii e 25 267 33 41 7
Other Operating INCOME .......coouiiiiiieiiiii ettt 10 1,016 1,423 62 833
Other net 0Perating iNCOME ..........c.ccueveeveveivereieeeeeieeeesesee s (188) 9,102 (539) 3,198
OPErAtiNg INCOME .....voveieieeiieeceeies e eseae ettt ese s snseees 41,658 42,991 13,884 14,890
Salaries and related EXPENSES ......ccciiiuiiiieeiiiiiiiee e et e e eaaeee s 11 (10,483) (9,745) (3,100) (2,899)
Other Operating EXPENSES .........c.eiuieiiieriieeie et s 12 (8,177) (8,263) (2,710) (2,689)
OPEratiNng EXPENSES .......ceveeveeieesesssesessesseseseesessesessssessssessessas s seses s s snaas (18,660)  (18,008) (5,810) (5,588)
BANK IBVY . 13 (1,253) (1,171) (444) (486)
NEt IMPAITMENT ...t s 14 (267) 2,610 42 718
Earnings before iNCOME taX .......cccoiiiiiiiiiiiiii e 21,478 26,422 7,672 9,534
INCOME tAX EXPEINSE .ooieiiiiiiiie e ettt e e ettt e e e st e e e et e e e s s s nbb et e e e e s sbbbeeeeeennes 15 (7,994) (5,194) (2,803) (1,920)
Net earnings from continuing OPerations ........ccccocvvveeeeiiiiiiieee e 13,484 21,228 4,869 7,614
Discontinued operations held for sale, net of iInCOmMe tax ............cccvevveeevieeennnnn. 16 6,909 865 (6) 624
NEL BAINMINGS ...vveriieteieieteteietete sttt e te et eesee e esese st esese st etese st ebete e esete e aeeseseeanas 20,393 22,093 4,863 8,238
Attributable to
Shareholders of Arion Bank hf. ........ccooiiiiiiiiii e 20,386 22,076 4,869 8,228
NON-CONLrolliNG INTErESE ........eiiiiiiie e 7 17 (6) 10
NEE BAIMINGS eeeeeiiete ettt et et e et ettt s st e e sn bt e st e e e beeeenneeeneee s 20,393 22,093 4,863 8,238
Earnings per share 17
Basic earnings per share attributable to the shareholders of Arion Bank (ISK) ... 13.60 13.68 3.26 5.23
Diluted earnings per share attributable to the shareholders of Arion Bank (ISK) . 12.87 12.86 3.08 4.91

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

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022 7 Amounts are in ISK millions
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Consolidated Interim Statement of Comprehensive Income

Notes 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

NET CAIMINGS ..etiiiiiiiiiii ettt e e e e e et e et e e s s s bbb et e e e s snbbeeeeeeannes 20,393 22,093 4,863 8,238
Net change in fair value of financial assets carried at
fair value through OCI, Net Of TaX ...coocvvviiiiiiiiiiieeee e (1,230) (1,491) 202 (419)
Net realized gain on financial assets carried at FV through OCI, net of tax,
and reclassification from OCI equity reserve, transf. to the Income Statement ... 9 1,449 251 22 270
Changes to reserve for financial instruments at fair value through OCI .......... 219 (1,240) 224 (149)
Exchange difference on translating foreign subsidiaries ............cccccccevieiininennnn. (676) 18 - 52
Other comprehensive loss that is or may be reclassified
subsequently to the Income Statement ..o (458) (1,222) 224 (97)
Total COMPreNeNSIVE INCOME .....c.ccveveeeieieecieeeee ettt 19,936 20,871 5,087 8,141
Attributable to
Shareholders of Arion Bank .. 19,929 20,854 5,093 8,131
NON-CONLIOIING INTEIEST .....veiiiieieiiiiiiie e 7 17 (6) 10
19,936 20,871 5,087 8,141

Total cOMPrenRenNSIVE INCOME ...uiiiiiiiiiiiiie e

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

Arion Bank Condensed Consolidated Interim
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Consolidated Interim Statement of Financial Position

Assets Notes 30.9.2022 31.12.2021
Cash and balances With CENIrAl BANK ...........uuuiiiiiiiiiee et e e e e et e e e e s e eab s e eeseeenens 18 68,149 69,057
LoANS t0 Credit INSHIULIONS .. ..iiviiiiii et e e e e et e e e e e e e st e e e e e e es st s e e e s essbaaeeeeeessasaanns 19 52,643 30,272
[ Io = T I (o oV E] (0] 1 0 [=T 6N 20 1,045,152 936,237
FINANCIAI INSTIUMEBNTS ...ttt et e e e e e e et e e e e e e e aaa e e e e e e s aa b seeesessbbaneeeeesssssnaaaaees 21-23 223,142 225,657
INVESTMENT PIOPEILY ...eotiiiiiiiiiii ettt e ettt e e e et bt e e e e e e et e e e e e bbb b e e e e s abrb et e e e e aaae 23 6,617 6,560
INVESTMENES 1N SSOCIAES .......viiiiiriieiiii ettt et e e e et e e s e e s e e nareeennnes 25 785 668
INEANGIDIE BSSELS ..ottt ekt b e h ettt 26 8,816 9,463
LI = LTS =1 PPN 27 2,886 2
Assets and disposal groups held fOr SAIE .............couiiiiiiiii e 28 2,152 16,047
(@)1 =T = 11T £ TP 29 17,544 19,901
B 0] = LN oT oY= £ 1,427,886 1,313,864

Liabilities
Due to credit institutions and Central BanK ..............cooiiiiiiiiiiiii it b e eeeeeeeeaeearaeees 22 5,099 5,000
D70 Lo | TP P TP PP VP PPTPPRO 22 739,969 655,476
Financial l1abilitieS at failr VAIUE ...........evevieeiieiieieiieeeeeeeeeeeee et 22 21,800 5,877
TAX HADILIES ...ttt b e bbbt b e e b e e b e e b e et e e bt e bt e nnee e 27 15,596 7,102
Liabilities associated with disposal groups held for Sale .............cccooiiiiiiiiiiii e 28 - 16,935
O IADIIIES ...e..veieteeeee ettt b bbbt bt et e b e e s e et e e b e e beennee e 30 48,506 37,151
Borrowings ... 22,31 376,540 356,637
YU o Jo T (o [T F= 1 (=To I F= o1 [ =TT 22,32 34,089 35,088
TOLAI LIADITITIES ..ttt ettt b ettt sb bbbt s b e sn e e st et e ebeennee e 1,241,599 1,119,266

Equity 34
Share capital and SHhare PremMIUM ..... i e e et e et et e et eesneeeeens 16,764 22,684
(@) (LT =TT =T VLT TN 9,675 12,838
RELAINET BAMINGS ..ottt ettt ettt ettt e et e et e e bt e e e bt e e kbt e e et bt e e sn b e e e snbeeeanneeesnneeeennees 159,168 158,403

Total Shareholders' Equity 185,607 193,925

NON-CONEIOIING INTEIEST ......eiiiieeiiiiii ettt e e e ettt e e e st b et e e e e s bbb e e e e e e sabeeeeeeaasbbneaeeesnnbbnes 680 673
o) =1 Lo T 4 OO TP T P TP UPTOURRPRRPRIOt 186,287 194,598
Total LiabilitieS @nd EQUITLY .....oiiiiiiiiiiieeiiiiiiiie ettt e e ettt e e e sttt e e e sttt e e e e e e ssnbbeeeeesesbbeeeeesaans 1,427,886 1,313,864

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

Arion Bank Condensed Consolidated Interim
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Equity 1 January 2022 ...........cc........

Net earnings .........ccceevveeeneeeinieennine.
Net change in fair value ....................
Net realized gain transf. to P/L and ...

recl. from OCI equity reserve .........
Translation difference ................

Total comprehensive income
Transactions with owners

Dividend paid ..........cccccoeriviiieennnnne
Purchase of treasury shares ...........
Share option charge ...........ccccceeueee
Share option vested ...........cccceeeenne
Incentive scheme ..

Changes in reserves ............ccceoeee..
Equity 30 September 2022 ..............

Arion Bank Condensed Consolidated Interim

) 4
Consolidated Interim Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gain in Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCl, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
1,518 21,166 99 828 7,245 3,166 1,124 (1,937) 1,637 676 158,403 193,925 673 194,598
20,386 20,386 7 20,393
(1,230) (1,230) (1,230)
1,449 1,449 1,449
(676) (676) (676)
- - - - - - - 219 - (676) 20,386 19,929 7 19,936
(22,489) (22,489) (22,489)
(36) (6,422) (6,458) (6,458)
201 201 201
349 (38) 314 314
184 185 185
(1,500) (2,277) (91) 2,868 - -
1,486 15,278 262 828 5,745 1,889 1,033 (1,719) 1,637 - 159,168 185,607 680 186,287
The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
Amounts are in ISK millions
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Equity 1 January 2021 ..........cccuueeee.

Net earnings .........ccceeveeeeneeeinneenninn.
Net change in fair value ....................
Net realized gain transferred to P/L ...
Translation difference ...........c.ccoceeene
Total comprehensive income .........

Transactions with owners

Dividend paid ...........cccvvveeiiiiiiiiennn.
Purchase of treasury shares ...........
Share option charge ...........ccccceeueee
Warrants sold ........c.cccceevveernieennnnnn.
Increase in non-controlling interests
Changes in reserves ...........ccc.coc.....

Equity 30 September 2021 ..............

Arion Bank Condensed Consolidated Interim

14
Consolidated Interim Statement of Changes in Equity
Restricted reserves
Debt invest- Foreign
Gain in ments at currency Total Non-
subs. & Gainin Capitalized fair value trans- share- cont-
Share Share Share  Warrants assoc., securities, develop- thr. OCl, Statutory lation Retained holders' rolling Total
capital premium option reserve unrealized unrealized mentcost unrealized reserve reserve earnings equity interest equity
1,718 49,613 - - 7,421 694 1,054 (141) 1,637 655 135,021 197,672 173 197,845
22,076 22,076 17 22,093
(1,491) (1,491) (1,491)
251 251 251
18 18 18
- - - - - - - (1,240) - 18 22,076 20,854 17 20,871
(2,857) (2,857) (2,857)
(168) (22,500) (22,668) (22,668)
72 72 72
828 828 828
- 490 490
(1,192) 2,118 99 (1,025) - -
1,550 27,113 72 828 6,229 2,812 1,153 (1,381) 1,637 673 153,215 193,901 680 194,581
The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
Amounts are in ISK millions
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Consolidated Interim Statement of Cash flows

Operating activities

[N (=20 U T o PSPPI PPPPPPPPPIN
Non-cash items included in net earnings .......

Changes in operating assets and liabilities

Loans to credit institutions, excluding bank accounts

Loans to customers

Interest received

Interest paid ........cceeeeeeviiiiiiiee s

Dividend received
Income tax paid ........ccceeeviiiiiieiennnns

Net cash from operating activities .

Investing activities

Proceeds from sale of subsidiary and associates
Acquisition of associates ...........ccccoccvvvereennnnne
AcqUuISItion Of INTANGIDIE @SSELS .........ooiiiiiiii et
Proceeds from sale of property and equipment ...
Acquisition of property and QUIPMENT ..........coui it s

Net cash from (to) investing activities .......

Financing activities

Proceeds from issued warrants .....................
Proceeds from vested share options .............

Purchase of treasury stock

Dividend paid to shareholders of Arion Bank .

Net cash used in financing activities .........

Net increase in cash and cash equivalents ....
Cash and cash equivalents at beginning of the year ..

Financial instruments and financial liabilities at fair value
DEPOSIES ..vvvvvieiiiiiiiiieee e
BOITOWINGS ..vvviieeiiiiiiieeeeciieece e
Other changes in operating assets and liabilities .

Effect of exchange rate changes on cash and cash eqUIVAIENTES ............eeiiiiiiiiiiiic i

Cash and cash equivalents ...........ccccoceeenn

Cash and cash equivalents

Cash and balances with Central Bank ...........

Bank acCounts ........cccceveeiiiiiiieeeeeiiiiiee e

Mandatory reserve deposit with Central Bank

Cash and cash equivalents ...........cccccueee..

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

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022
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2022 2021
1.1.-30.9. 1.1.-30.9.
20,393 22,093
(21,919)  (23,061)
170 (2,059)
(95,239)  (74,482)
3,313 (12,944)
60,607 68,822
33,002 49,299
1,675 (2,147)
48,219 37,510
(13,798) (9,832)
342 83
(2,384) (2,467)
34,381 50,815
15,825 250
(90) (30)
(169) (842)
1,071 558
(240) (409)
16,397 (473)
- 828
352 -
(6,458)  (22,668)
(22,489) (2,857)
(28,595)  (24,697)
22,183 25,645
90,678 58,284
(1,211) 2,261
111,650 86,190
68,149 70,136
50,703 22,381
(7,202) (6,327)
111,650 86,190

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

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgartin 19, Reykjavik. The Condensed Consolidated Interim Financial Statements for the period
ended 30 September 2022 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

The Condensed Consolidated Interim Financial Statements were approved and authorized for publication by the Board of Directors of Arion
Bank on 26 October 2022.

The Condensed Consolidated Interim Financial Statements have been prepared in accordance with International Financial Reporting
Standard, IAS 34 Interim Financial Reporting, as adopted by the European Union and additional requirements in the Icelandic Financial
Statements Act, Financial Undertakings Act and Rules on Accounting for Credit Institutions. The Condensed Consolidated Interim Financial
Statements do not include all the information and disclosures required in the Annual Financial Statements, and should be read in conjunction
with Arion Bank's Annual Consolidated Financial Statements for the year ended 31 December 2021. The Annual Consolidated Financial
Statements are available on Arion Bank's website www.arionbanki.is.

Statement of compliance

The Condensed Consolidated Interim Financial Statements have been prepared in accordance with International Financial Reporting
Standards (IFRS), as adopted by the European Union and additional requirements in the Icelandic Financial Statements Act, Financial
Undertakings Act and rules on Accounting for Credit Institutions.

The same accounting policies, presentation and methods of computation are followed in these Condensed Consolidated Interim Financial
Statements as were applied in the Consolidated Financial Statements for the year ended 31 December 2021.

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

- bonds and debt instruments, shares and equity instruments, short positions in listed bonds and equities and derivatives. For details on the
accounting policy, see Note 56 in the Consolidated Financial Statements 2021;

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

Functional and presentation currency

The Condensed Consolidated Interim Financial Statements are presented in Icelandic krona (ISK), which is the Parent Company's functional
currency, rounded to the nearest million, unless otherwise stated. At the end of the period the exchange rate of the ISK against USD was
144.47 and 141.32 for EUR (31.12.2021: USD 129.75 and EUR 147.60).

2. Going concern assumption

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

3. Significant accounting estimates and judgements in applying accounting policies

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

Estimates and assumptions

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

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

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

Impairment of financial assets

The book value of financial assets which fall under the impairment requirements of IFRS 9 are presented net of expected credit losses in
the statement of financial position. On a monthly basis expected credit losses are recalculated for each asset, the calculations being
derived from PD, LGD and EAD models. In addition to the model outcomes, the assessment of expected credit losses is based on three
key factors: management's assumptions regarding the development of macroeconomic factors over the next three years, how those factors
affect each model and how to estimate a significant increase in credit risk. The assumptions for macroeconomic development are
incorporated into each model for three scenarios: a base case, an optimistic case and a pessimistic case. Management estimates the
probability weight for each scenario used for calculations of the probability weighted expected credit losses. The amount of expected credit
losses to be recognized is dependent on the Bank's definition of significant increase in credit risk, which controls the impairment stage each
asset is allocated to. Management has estimated factors to measure significant increase in credit risk from origination, by comparison of
changes in PD values, annualized lifetime PD values, days past due and watch list. For further information see Note 56 in the Annual
Financial Statements 2021.

Macroeconomic outlook

The economic outlook in Iceland is generally positive, despite the effects of the war in Ukraine and the challenges that European
economies face. In Iceland, electricity and heating are almost exclusively generated from local renewable sources and the country is a net
commodities exporter. Tourism has been strong in 2022 although the peak from 2018 is not expected to be matched until 2024. In line with
this, it is expected that the unemployment rate will continue to decrease and that GDP growth will be strong over the coming years. Private
consumption grew very strongly in 2021, by 7.6%, and a slower growth is expected in the coming years, also due to the persistence of
inflation. The growth in housing prices is also expected to slow down in the second half of 2022 and in the coming years due to increased
supply and increased cost of borrowing although demand is also expected to remain strong from demographic considerations.

Assets and disposal groups held for sale

Legal entities acquired exclusively with a view to resale, and discontinued operations held for sale are measured at the lower of carrying
amount and fair value, less cost to sell. For the most part, fair value at the date of classification of these legal entities and discontinued
operations was calculated using valuation models based on discontinued future cash flows that incorporated significant non-market
observable inputs and assumptions. The use of reasonably possible alternative inputs and assumptions to these models, in particular
changes to the discount rate employed (representing the required rate of return on equity), could have an impact on the value of these
disposal groups. For further information on assets and disposal groups held for sale, see Note 28.

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

Impairment of intangible assets

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

Revaluation of investment properties

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

4. The Group
Equity interest
Shares in the main subsidiaries in which Arion Bank holds a direct interest Operating activity ~ Currency  30.09.2022 31.12.2021
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland .............cccocovoiinienienncnnene Holding company ISK 100.0% 100.0%
Leiguskjol ehf., Bjargargata 1, Reykjavik, Iceland ... . Rental guarantee ISK 51.0% 51.0%
SRL slhf., Borgartin 19, Reykjavik, Iceland ............cccccooerviiiiiniiniineeieee Real estate ISK 100.0% 100.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland .............cccooveiiiiiiniiinicccce, Asset management ISK 100.0% 100.0%
Valitor hf., Dalshraun 3, Hafnarfjordur, Iceland ..............cccoovviviiiniiiiiccii, Payment solutions ISK - 100.0%
VISA island ehf., Borgartin 19, Reykjavik, Iceland ...............ccccceoveeerierirernnnan, Holding company ISK 100.0% 100.0%
Voérdur tryggingar hf., Borgartin 19, Reykjavik, Iceland ...........c.cccccovvvenienienns Insurance ISK 100.0% 100.0%

On 30 June 2022 Arion Bank sold its entire shareholding in the subsidiary Valitor hf. Valitor was classified as held for sale in accordance
with IFRS. For further information, see Note 28.

Stakksberg ehf. and Sélbjarg ehf., the subsidiaries of the holding company Eignabjarg ehf., are classified as held for sale in accordance
with IFRS 5, see Note 28 for further information.

SRL slhf. holds a 51% shareholding in its subsidiary Arnarland ehf. and recognizes minority interest accordingly.

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

Operating segment reporting

Segment information is presented in respect of the Group's operating segments and is based on the Group's management and internal
reporting structure. The business units are segmented according to customers, products and services characteristics. Segment
performance is evaluated based on earnings before tax.

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

5. Operating segments

In line with the Group’s progression focuses on holistic customer journey optimization introduced a key part of the vision is to bring Vérdur
insurance company closer to the Bank for a more focused bancassurance offering. In 2022 the operation of Vérdur has been split into
individuals and corporates and is presented as such as part of Corporate & Investment Banking and Retail banking, respectively.

Markets & Stefnir

Markets & Stefnir comprise Asset Management and Capital Markets. Asset Management manages financial assets on behalf of its
customers according to a pre-determined investment strategy. Asset Management also administers pension funds. Asset management
comprises Institutional Asset Management, Private Banking and Pension Fund Administration. The operation of Stefnir hf. is presented
under the segment. Stefnir hf. is an independently operating financial company owned by Arion Bank and manages a broad range of mutual
funds, investment funds and institutional investor funds. Arion Bank also offers comprehensive selection off funds from some of the leading
international fund management companies. Capital Markets is a securities brokerage and brokers listed securities transactions for the
Bank’s international and domestic clients on all the world’s major securities exchanges.

Corporate & Investment Banking (CIB)

Corporate & Investment Banking provides companies and investors with comprehensive financial services that meet the needs of each
client, both in Iceland and internationally. The division is divided into Corporate Banking and Corporate Finance.

Corporate Banking's experienced account managers specialize in key economic sectors such as retail and services, seafood, energy and
real estate. The division serves companies ranging from SMEs to large cap companies and provides a full range of lending and insurance
products, including guarantees, deposit accounts, payment solutions, and, a variety of value-added digital solutions. The Corporate
Banking portfolio includes several larger international transactions, partly in syndicates with other Icelandic or international banks.

Arion Bank's Corporate Finance works closely with Corporate Banking and provides the Bank’s clients with financial advisory services, with
a key focus on M&A advisory, private placements of equity and IPOs and other offerings of securities.

Retail Banking

Retail Banking provides a diverse range of financial services in 15 branches and service points across Iceland and offers digital solutions
both in the Arion app and online banking. These services include deposits and loans, savings, payment cards, pensions, insurance,
securities and funds. In order to improve efficiency the branch network is split into four regions, and smaller branches can therefore benefit
from the strength of larger units within each region. Retail Banking has more than 100,000 customers.

Treasury

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

Other subsidiaries

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

Supporting units

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
5. Operating segments, continued
Retail Subsidi- Supporting
1.1.-30.9.2022 CiB Banking aries excl. units
Markets including  including Stefnir and elimi-
Income Statement and Stefnir insurance insurance  Treasury and Vordur nations Total
Net interest iNCOME .......cceevviiiiiieeee e 2,295 14,439 14,241 (1,151) @) (64) 29,753
Net fee and commission iNCOME ..........ccceeeevvevvennen. 4,443 4,144 3,510 549 (547) (6) 12,093
Net iNSUrance iNCOME .........cceevveeenieieniiee e - (95) 1,943 - 2) (65) 1,781
Net financial iNCOMEe .........coccceeviiiiiiiiiiie e (110) (159) (733) (2,661) 478 (67) (3,252)
Share of profit of associates ... - - - - - 267 267
Other operating iNCOME ...........cccveveeiieeiieiie e - 114 89 1 43 769 1,016
Operating iNCOME ........ccoociviiiiiiicece 6,628 18,443 19,050 (3,262) (35) 834 41,658
Operating EXPENSES .......ccccrvureuieieereerre e (1,490) (1,785) (3,717) (494) (198)  (10,976) (18,660)
Allocated eXPENSES .........ccccveveereiiiiieiie e (1,417) (2,651) (5,346) (884) (31) 10,329 -
Bank [VY ......oooiiiiiiie e (50) (396) (584) (223) - - (1,253)
Net impairment ..........ocoeoeeieeiieeeeee e (1) 171 291 - (39) (689) (267)
Earnings (loss) before income tax .........ccceveeenne 3,670 13,782 9,694 (4,863) (303) (502) 21,478
Net seg. rev. from ext. CUStOMErS .........ccceeevueeennen. 1,913 20,084 34,947 (16,945) 701 958 41,658
Net seg. rev. from other segments ...........ccc.cceeene 4,715 (1,641) (15,897) 13,683 (736) (124) -
Operating iNCOME ........ccooiviiiiiiiice 6,628 18,443 19,050 (3,262) (35) 834 41,658
Balance Sheet
Loans to CUSIOMENS .........uceevieiiiiiiiiii e 55 427,068 619,339 1 3 (1,314) 1,045,152
Financial inStruments ...........cccoccevieiiiiiniieeee 42,349 7,843 19,233 153,301 3,268 (2,852) 223,142
Other external assets ...........cccccvvviieiiiiiisiiciens 5,726 4,550 9,216 103,063 10,396 26,641 159,592
INEEINAI ASSELS ....vvvveeiiiiiiiiiiiiirirrrrrrrrrrrerrerereeeeereeeeens 39,855 - - 277,866 18,756  (336,477) -
Total @SSEetS ...oovviiiiiiiicii i 87,985 439,461 647,788 534,231 32,423 (314,002) 1,427,886
DEPOSIES ...t 75,728 263,545 321,702 80,785 - (1,791) 739,969
Other external liabilities . . 3,310 12,405 19,734 420,022 21,893 24,266 501,630
Internal liabilities .......cccooovviiiiiiiii e - 88,687 247,790 - - (336,477) -
Total liabilities ........ccccooeiiiiiii e, 79,038 364,637 589,226 500,807 21,893  (314,002) 1,241,599
Allocated equIty ......ccccoviiiiiiiiiiiec e 8,947 74,824 58,562 33,424 10,530 - 186,287
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
5. Operating segments, continued
Supporting
1.1.-30.9.2021 Corporate & Other units
Markets Investment Retail sub- and elimi-
Income Statement and Stefnir Banking Banking  Treasury Voérdur sidiaries nations Total
Net interest iNCOMe .......cccevvveeviveennns 594 8,753 11,424 2,569 67 (90) (22) 23,295
Net fee and commission income .......... 4,129 3,497 2,991 450 (143) (530) 200 10,594
Net insurance income - - - - 2,634 - (57) 2,577
Net financial income ...........cooooovvvvvunnnns 272 1,075 - 2,352 1,569 (199) - 5,069
Share of profit of associates ................ - (8) - - - - 41 33
Other operating incOme ...........cc.coccuvee 3 16 434 30 24 555 361 1,423
Operating inCoOMe ........cccceeeviveenneenne 4,998 13,333 14,849 5,401 4,151 (264) 523 42,991
Operating eXpenses .........cccccceecveereene (1,302) (1,072) (3,692) (394) (1,788) (167) (9,593) (18,008)
Allocated expenses ............coceeeereennen. (1,424) (1,952) (4,995) (743) (13) 3) 9,130 -
Bank [8VY ....coveeiieieeieee e (52) (338) (559) (222) - - - (1,171)
Net impairment ...........ccccoeveiiinineieenne - 2,129 1,425 1 - (601) (344) 2,610
Earnings (loss) before income tax .... 2,220 12,100 7,028 4,043 2,350 (1,035) (284) 26,422
Net seg. rev. from ext. customers ........ 3,438 16,494 24,320 (6,049) 4,032 473 283 42,991
Net seg. rev. from other segments ...... 1,560 (3,161) (9,471) 11,450 119 (737) 240 -
Operating inCome .........ccccveevvveernnenne 4,998 13,333 14,849 5,401 4,151 (264) 523 42,991
Balance Sheet
Loans to CUStOMErsS ......cccoveevvvvviiieeeens 26 351,308 547,224 9 - 3 (1,630) 896,940
Financial instruments .........c.cccoccvvenneen. 58,346 351 - 165,614 25,343 2,726 (2,401) 249,979
Other external assets ..........cccccuveeenneen. 5,445 8,894 2,837 130,763 8,448 36,875 5911 199,173
Internal asSets .......ccceeevvvvvvvvrvrrvrerennnnns 26,977 - - 277,695 - - (304,672) -
Total aSSEtS .uvvevvvvveiiiie e 90,794 360,553 550,061 574,081 33,791 39,604 (302,792) 1,346,092
DEPOSILS wovevvvieeiiiie it 77,832 214,634 291,385 69,613 - - (12,158) 641,306
Other external liabilities . 5,229 5,007 1,513 451,325 21,205 11,889 14,038 510,206
Internal liabilities ............ccceveveeeviieennns - 83,681 211,131 - 971 8,889  (304,672) -
Total liabilities .......cccovvveiiiieeieeeee, 83,061 303,322 504,029 520,938 22,176 20,778 (302,792) 1,151,512
Allocated equity ....ccoovveeeveeeeiiieciieene 7,733 57,231 46,032 53,143 11,615 18,826 - 194,580

Comparative figures have not been restated based on new approach in disclosing Vérdur as part of Corporate & Investment Banking and
Retail Banking instead of a separate segment.

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

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

Notes to the Consolidated Interim Income Statement

Quarterly statements

6. Operations by quarters, unaudited
2022 Q1 Q2 Q3 Total
NEL INEEIEST INCOME ...t e et e e e e e et e e e e e e e aa s e e e s e sabaans 9,528 9,804 10,421 29,753
Net fee and commission income ... 3,652 4,539 4,002 12,093
Net insurance income ............. 5 1,086 690 1,781
Net financial income ..... 991 (2,911) (1,332) (3,252)
Share of profit of associates 203 23 41 267
Other operating income ... 235 719 62 1,016
OPEIALING INCOME ittt ettt et et e e ettt e sab e e snbe e e et e e e e b e e enneeeenneee s 14,514 13,260 13,884 41,658
Salaries and related EXPENSE ......ccccuuiiiieiiiiiiiiie et e ettt e e st e e e e e b e e e s s et bre e e e s aabaees (3,540) (3,843) (3,100) (10,483)
Other OPErating EXPENSE .....uuiiiieiiiiiiiieeeeiiitee e e e ettt e e s s bbbt e e e e s ssbb e e e e e e asnbbeeeeesansbbeeeeessnnrnnes (2,661) (2,806) (2,710) (8,177)
Operating expenses ... (6,201) (6,649) (5,810) (18,660)
BANK IBVY ..ttt e e e ettt e e et be e e ant e e e naaaeennreeenraeeenne (393) (416) (444) (1,253)
N2 T a0 o T= VT =T o | PR PP RO PPPPRPRPTORY (495) 186 42 (267)
Earnings before iNCOME taX .......cuiiiiiiiiiie e 7,425 6,381 7,672 21,478
INCOME tAX EXPEINSE ..oiiiiiiiiiee ettt ettt e e e sttt e e e e ettt e e e e sttt e e e e e e s an bbbt e e e e ssbbeeeeeeannnneeeas (1,703) (3,488) (2,803) (7,994)
Net earnings from coONtinUING OPEratioNs ........ccoovieeiiieriiie e 5,722 2,893 4,869 13,484
Discontinued operations, NEt Of tAX ..........ouiuuiiiiiiiiiiiie e 96 6,819 (6) 6,909
N L= T T 01T o T PRSPPI 5,818 9,712 4,863 20,393
2021
NEE INTEIEST INCOIME ...ttt seaeeeeeeeeeeeeeeeeaaeeeaaeaeeeeaeeees 7,342 8,016 7,937 23,295
Net fee and COMMISSION INCOME ........oooiiiiiii e eeeeenneees 3,277 3,562 3,755 10,594
NEL INSUIANCE INCOIME ... .ottt e et e e e eseeesseeeeeeeeeseesseeaeeeeaeaeeaeaaeeees 671 914 992 2,577
NEt fINANCIAL INCOME .....eiiiiiiiiiiitt et e e e e e e e e e e e e e e e e e e e e e e e e e e e e aaeaeeaaaaaaaaaeans 1,500 2,203 1,366 5,069
Share of profit Of ASSOCIALES .........ccoiiiiiiiiie e 1 25 7 33
Other Operating iNCOME ..........coiuiiiiiiiie ittt 306 284 833 1,423
Operating income .......... 13,097 15,004 14,890 42,991
Salaries and related expense .... (3,271) (3,575) (2,899) (9,745)
Other OPEerating EXPENSE ........couiiiiiie ettt s e s e s e e sne e (2,777) (2,797) (2,689) (8,263)
OPEIALING EXPENSES ..ueiiiieiiiitiiiteeeaiititee e e e et et e e e s s b bttt e e s s abbeeeeeesasbaeeeesaassbaeeeesaasbaeeeeesaes (6,048) (6,372) (5,588) (18,008)
12 F= T a2 11 YRS (330) (355) (486) (1,171)
NEE IMPAINMENT ...ttt e et e e e st e e e et e e sbb e e e snbeeesnbeeeanneeeans 1,080 812 718 2,610
Earnings before iNCOME TaX .....cooiiiiiiiiiiiiiiiice e e e 7,799 9,089 9,534 26,422
INCOME tAX EXPENSE ....oiiiiiiiiiiiiiiiii s (1,866) (1,408) (1,920) (5,194)
Net earnings from continuUiNg OPEratioNs .........coccvieiiiieiiiiciiie e 5,933 7,681 7,614 21,228
Discontinued operations, Net Of taX ...........ccciiiiiiiiii e 106 135 624 865
NEE BAININGS .ereeiteeeee etttk etk e e e st e e et e et eeenanee e 6,039 7,816 8,238 22,093
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

6. Net interest income

1.1.-30.9.2022
Interest income

Cash and balances with Central Bank

LOoans t0 Credit INSHIULIONS ......ciiiiiiiiiee et e s e e

Interest expense

DIBPOSIES ...ttt

Borrowings

Subordinated ADIILIES .........ccuiviiie e e e e s e e e e e e e e e e e enranes

LN o A= q o L= g E] =P PP PPPPPPRPPRP
NEL INTEIEST INCOME ..oiiiiiiiiieee et e e e et e e e e ettt e e e e s e tb b eeeesannasaaeeeeeanns

1.1.-30.9.2021
Interest income

Cash and balances with Central Bank .
L0oans t0 Credit INSHIULIONS ......iiiiiiiiiiiee ettt e e st e e e e s nnabees

Interest expense

DIBPOSIES ...ttt et nr e

Borrowings ....

Subordinated HADIILIES .........ccuiiiiie et e e e e e e earae e e e s e ennanes

LN R A= q o L= g E] =P PPPPPPRPPP
NEL INTErEST INCOME ..oiiiiiiiieiiee et e e e et e e e e et e e e e e s e tb e eeeesasnasaaeeeennanns

Net interest income calculated using the effective interest rate method were ISK 61,710 million during

million).

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022

20

Amortized Fair value

Fair value

cost thr. P/L thr. OCI Total
2,106 - - 2,106
64 53 - 117
56,835 - - 56,835
- 620 2,032 2,652

180 - - 180
59,185 673 2,032 61,890
(15,886) - - (15,886)
(14,398) - - (14,398)
(1,724) - - (1,724)
(129) - - (129)
(32,137) - - (32,137)
27,048 673 2,032 29,753
385 - - 385

65 35 - 100
35,136 - - 35,136
- 981 1,990 2,971

142 - - 142
35,728 1,016 1,990 38,734
(4,497) - - (4,497)
(9,461) - - (9,461)
(1,393) - - (1,393)
(88) - - (88)
(15,439) - - (15,439)
20,289 1,016 1,990 23,295

the period (9M 2021: ISK 38,592

Amounts are in ISK millions



Notes to the Condensed Consolidated Interim Financial Statements

6. Net interest income, cont.

1.7.-30.9.2022 Amortized Fair value Fair value
Interest income cost thr. P/L thr. OCI Total

Cash and balances with Central Bank 993 - - 993
L0oans t0 Credit INSHIULIONS ......iiiiiiiiiiie et e e e e e e e e e e e e e staaee e e e s enraees 48 21 - 69
(o= T Eo (o o1V L] (0] 1 11T £ TN 21,419 - - 21,419
SECUNLIES 1.eittiit e ettt e e e ettt e e e ettt et e e e s et tb e e e e e e e sasaeeeeaassseeeeesaantbaeeeeesansbnaaeeeennnes - 178 789 967
(43 1T PP PPPRRRNt 62 - - 62
TR == T A T Lo o] 1[PPI 22,522 199 789 23,510

Interest expense
[D7=] 010 1] £ OO PUPRUPPPPI (7,158) - - (7,158)
Borrowings ....... (5,269) - - (5,269)
Subordinated NADIITIES ........oiuiriiiieeie e e e e e e e s ebnes (624) - - (624)
(38) - - (38)
(13,089) - - (13,089)
9,433 199 789 10,421

1.7.-30.9.2021
Interest income

Cash and balances with Central Bank ...........cc..eeieeiiiiiiiee e e e eaeee e 176 - - 176
L0oans to Credit INSHIULIONS .......ciiiiiiiie e et e e e e et e e e e e e etara e e e e s snneanes 29 14 - 43
(oY g E N (o U ] (o] 1 L= £SO 11,461 - - 11,461
LYo U] [ - 377 701 1,078
(43 1T ST ERROPPPRRRN 52 - - 52
INEEIEST INCOIME ittt e e e ettt e e e e et e e e e e e eeaa e eeeeseaabbnseeeseerraes 11,718 391 701 12,810

Interest expense
[D2=] 010 171 £ PP PPPRUPPPPR (1,386) - - (1,386)
BOITOWINGS ..etieeiiiiitte ettt ettt e et e e e ettt e e e e et bt e e e e e nb b et e e e s e bbb b e e e e e annbbbeeeesennnneeeeas (3,003) - - (3,003)
Subordinated NADIITIES ........iiiiiiiiiieeieiee e e e e e e s nebees (455) - - (455)
(@13 1T PP PP PRP R UPPPPRRN (29) - - (29)
INTEIEST EXPENSE ..o s (4,873) - - (4,873)
Net interest income 6,845 391 701 7,937

Net interest income calculated using the effective interest rate method were ISK 23,448 million during the second quarte (Q3 2021: ISK
12,758 million).

2022 2021 2022 2021
Interest spread 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Interest spread (the ratio of net interest income to the average carrying amount
Of INterest DEANNG ASSELS) ......iiiiiiiiiii e 3.1% 2.7% 3.2% 2.7%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
7. Net fee and commission income
1.1.-30.9.2022 1.1.-30.9.2021
Net Net
Income  Expense income Income  Expense income
ASSEt MANAGEMENT ...ttt 4,107 (436) 3,671 3,949 (373) 3,576
Capital markets and corporate finance ...........ccccceeveernieenninene 2,470 (34) 2,436 1,888 (24) 1,864
Lending and financial guarantees ............ccccovoveeriieeniee e, 3,381 - 3,381 3,348 - 3,348
Collection and payment SErVICES .........cccoorveeriiieeniiieeiiiiee e 1,144 (80) 1,064 1,045 (89) 956
Cards and payment SOIULION .........cc.ceivieiiiiieeiiieeiiiee e 2,127 (711) 1,416 1,283 (372) 911
(@] =) SRR 652 (527) 125 531 (592) (61)
Net fee and comMmMmMIiSSION INCOME ......evviiiiiiiiiiieeeeeeeveee e, 13,881 (1,788) 12,093 12,044 (1,450) 10,594
1.7.-30.9.2022 1.7.-30.9.2021
Net Net
Income Expense income Income Expense income
ASSEt MANAGEMENT .....uviiiieiiiiiiiee et 1,390 (135) 1,255 1,596 (128) 1,468
Capital markets and corporate finance ... . 571 (10) 561 503 (©) 496
Lending and financial quarantees ...........ccccvveeeiiiiiieeeeiiiiieeeennnns 874 - 874 1,065 - 1,065
Collection and payment SEIVICES .........cceeviiirireeeriiiiiieeessiiieeeenns 413 27) 386 395 (22) 373
Cards and payment solution . 1,231 (444) 787 494 (150) 344
OFNET e 287 (148) 139 166 (157) 9
Net fee and commIiSSIiON INCOME ......cevvieiiiiiiiiieeeeeeevieee e 4,766 (764) 4,002 4,219 (464) 3,755

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

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

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

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

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

Other fee and commission income is mainly fees relating to sale, custody and market making on the Icelandic stock exchange.

8. Net insurance income

2022 2021 2022 2021
Earned premiums, net of reinsurers' share 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
PremMiUMS WIHEEIN ...t e e e e et e e e e e e e e bbb e e e s s e ssaaa e e e essaaaaaanaas 12,128 11,056 3,436 3,169
Premiums written, reiNSUrErs’ SNAES .........ccviiiiiiiiiieeeee et (425) (368) (142) (109)
Change in provision for unearned PremMiUmS .........ccceoiiiieiiiieiieeeie e (1,181) (1,146) 372 259
Earned premiums, net of reinsurers' Share .........cccoociiiiiiiiiiiice s 10,522 9,542 3,666 3,319
Claims incurred, net of reinsurers' share
ClRIMS PRI ...ttt ettt nre e nr e (7,134) (6,007) (2,240) (1,729)
Claims paid, reiNSUrers' SNAIE ..........ccccoiiiiiiiiii e 248 129 65 12
Change in provision for CIAIMS ............oooiiiiiiiii s (1,930) (1,078) (836) (608)
Changes in provision for claims, reinsurers' Share .............ccccocociiiiiiiiii e 75 9 35 2)
Claims incurred, net of reiNSUrers' SNare ..........cccocveiiiiiiiii i (8,741) (6,965) (2,976) (2,327)
NEt INSUFANCE INCOMIE ..iiiii ittt eeeeeeeeeeeneeeeeeeeees 1,781 2,577 690 992
Combined ratio
ComMBINEA FALIO .....eeiuiiciiciic e 99.5% 91.7% 96.1% 85.5%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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9. Net financial income 2022 2021 2022 2021

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

Net (loss) gain on financial assets and financial liabilities mandatorily measured

at fair value through profit Or I0SS .........ccooiiiiiiiiiiiiii s (1,081) 5,253 (1,219) 1,613
Gain on prepayments of borrowings ................... 14 - 81 -
Net loss on fair value hedge of iNnterest rate SWap ..........ccceovveeirieeiniieeiiee e (340) (29) (195) )
Net realized loss on financial assets carried at fair value through OCI and

reclassification from OCI @qUILY FESEIVE ........ccuuviiieiiiiiiiiiieeeiiiee et (1,958) (339) (30) (365)
Net foreign eXChange QaIN ..........eiiiiiiiiiii e 113 184 31 120
NEt fINANCIAI INCOME ...oeeeeeiiieee e e e et e e e ettt e e e e e e et eeees (3,252) 5,069 (1,332) 1,366

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

EQUILY INSTIUMENTS ...ttt ettt e e e s bbbt e e e s s bbb e e e e e e nbbeeeeeens (1,506) 3,982 (890) 1,331
DEDt INSIIUMENES ..ottt e s e e e et e e e e e naaeeeeeens (519) 1,184 (455) 210
Derivatives 944 87 126 72
Net (loss) gain on financial assets and financial liabilities

mandatorily measured at fair value through profit or 10SS .......ccccccveeviiiiiiiiiiiiis (1,081) 5,253 (1,219) 1,613
Net loss on fair value hedge of interest rate swap
Fair value change of interest rate swaps designated as hedging instruments .................... (13,919) (1,045) (5,841) (314)
Fair value change on bonds issued by the Group attributable to interest rate risk ............. 13,579 1,016 5,646 312
Net loss on fair value hedge of interest rate SWap ........cccoccovcveiieiieniesie e (340) (29) (195) 2)

Net realized gain on financial assets carried at fair value through OCI and reclassification from OCI equity reserve

During the second quarter of 2022, the Bank identified an immaterial error in accounting for certain treasury bonds, classified at fair value
through OCI. From Q3 2019 the accounting for these bonds has not been correct due to an implementation of a new system module at that
time. The effective interest rate on these bonds was not correctly accounted for during this period which resulted in understated OCI,
overstated income statement but with net zero effect on total equity. Management evaluated the impacts of the error for prior periods, both
individually and in the aggregate, and determined that the correction of this error was not material to any of its previously issued financial
statements for the impacted periods on either a quantitative or qualitative basis. This has also been evaluated by the Bank’s external
auditors as well as by independent third-party advisors. The impact is considered immaterial for these applicable accounting periods with
the Net Interest Margin impacted by Obps to 10bps in a single quarter. The accumulative impact from Q3 2019 is ISK 1.9bn which is now
being reclassified from OCI to retained earnings through net financial income. Split between years, ISK 517m from 2019-2020, ISK 1,042m
from 2021 and 321m from Q1 2022. The impact in Q2 on net earnings after tax is ISK 1.4bn. but with zero effect on total equity.

10. Other operating income 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

Net gain 0N diSPOSal Of BSSELS ....uuviiiiiiiiiiiie e bbaee s 722 280 8 -

Net gain on assets held fOr SAlE ..o 130 188 23 (@)
Fair value changes on iNVeStMENt PrOPEILY .......eeiieiiiiiiieeeeiiiieee et ee e sibree e siaaeee e 20 545 - 545
OhEr INCOME ...ttt e ettt e et e et e ettt e e sttt e e snteeennneeas 144 410 31 295
Other OPerating INCOME .....cciiuiiiiiie ettt et e e et e 1,016 1,423 62 833

Net gain on assets held for sale

Income from real estates and other assets ............ccccocviiiiiiiiiii 137 216 23 4
Expense related to real estates and other @SSets ..........ccccocviiiiiiiiiiic i ) (28) - (11)
Net gain on assets held for Sale ... 130 188 23 (@)

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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11. Personnel and salaries 2022 2021 2022 2021

1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Number of employees

Average number of full-time equivalent positions during the period .............ccccccoviiiinennnne 752 758 757 752
Full-time equivalent positions at the end of the period 777 763 777 763
Salaries and related expenses

S@IANES ..ottt bbbt b ettt 7,916 7,614 2,332 2,209
INCENEIVE SCREBIME ...ttt et e e 19 - 10 -
Share-based PayMeNt EXPENSES ......cccuuuiiiiiiiiiiiiie et e et e e e 201 72 77 27
Defined contribution PENSION PIANS .......ciiiiiiiiiiiie e 1,181 1,127 346 327
Salary-related EXPENSES ......iiuuiiiie ettt e e e e e a e e 1,166 1,093 335 336
Capitalization of salaries due to implementation of core SyStems ..........ccccvevveeviiiiiieieennnnns - (161) - -
Salaries and related EXPENSES ......ooiiiii it 10,483 9,745 3,100 2,899

Incentive schemes

During the period the Group made a provision of ISK 25 million (2021: ISK 38 million) for the incentive scheme, including salary-related
expenses. At the end of the period the Group's accrual for the incentive scheme payments amounted to ISK 419 million (31.12.2021: ISK
1,638 million).

Revised incentive scheme for Arion Bank hf. and Vordur came into effect in 2021. The scheme is in compliance with the FSA’s rules on
remuneration policy for financial institutions. The scheme is split into two parts. Firstly, employees can receive up to 10% of their fixed
salary for each fiscal year in the form of a cash payment. Secondly, a limited group can receive up to 25% of their fixed salary as a payment
in the form of shares in the Bank which will be subject to a three-year lock-up period. The key metric used to determine whether incentive
scheme payments will be paid by the Bank, in part or in full, is whether the Bank’s return on equity is higher than the weighted ROE of the
Bank’s main competitors. Other supporting metrics are for example ROE and cost-to-income ratio vs target, compliance, staff NPS etc.
Corresponding metrics are for incentive scheme payment at Vérdur, i.e. higher ROE than the Icelandic competitors and other internal
measures. Stefnir hf. has a special incentive scheme where other criteria are used as a basis. No accrual was recognised in the
Consolidated Interim Income Statement for the period. Given that all criterion will be met the maximum total expense is estimated to be ISK
1.6 billion, including salary related expenses, or ISK 0.7 billion due to the Group subject to the 10% of their fixed salary and ISK 0.9 billion
due to the group subject to the 25% of their fixed salary.

Share-based payment expense

Arion Bank has in place a share option plan for all employees of the Bank, Vérdur and Stefnir, approved at the Banks annual general
meeting, under which employees may be granted options to purchase ordinary shares at an exercise price determined by the Bank’s
average share price 10 days prior to issue date. The employee must remain continuously employed with Arion Bank until the expiring date.
The options carry neither rights to dividends nor voting rights and are valued using the Black-Scholes pricing model. A total expense of ISK
201 million was recognised in the Income Statement during the period (2021: ISK 45 million). Estimated remaining expenses due the share
option contracts are ISK 461 million and will be expensed over the next four years. For further information on the share option program, see

Note 34.
12. Other operating expenses 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
IT BXPEINSES ..o 3,272 3,555 1,110 1,099
ProfesSsional SEIVICES ........cccuiiiiiiiiiii e 801 656 285 229
HOUSING EXPENSES ...t 519 541 175 180
Other adminiStration EXPENSES .......uviiiiieiiiireee et e ettt e e e e e e e e e e s snenaes 2,172 1,792 724 560
Depositors' and Investors' Guarantee FUNG .............ccooiviiiiiiiiiiiiiiece e 138 411 - 133
Depreciation of property and eqUIPMENT ..........cooiiiiiiiiiiiiie e 373 415 123 152
Depreciation of right Of USE @SSt ..........ccccuiiiiiiiiiiic e 86 94 30 33
Amortization of intangible assets .. 816 799 263 303
Other OPErating EXPENSES ......uiiiiiiiiiiie ettt ettt ettt e e e e e et eaebeeesneres 8,177 8,263 2,710 2,689
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

13. Bank levy

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

14. Net impairment

2022 2021 2022 2021
Net impairment on financial instruments and value changes on loans 1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Net impairment on loans to customers and financial iNStItUtioNS .............ccccoevvviiiiie i (505) 2,059 8 408
Net impairment on other financial instruments at FVOCI ...........ccoooiiiiieiniicice e 2 1 1 ()
Other value changes of 10aNS - COMPOTALES ........ccuuviiieeiiiiiiiiee et 132 63 7 39
Other value changes of [0ans - INdiVIdUAIS ............cccoooiiiiiiii e 104 487 26 278
Net impairment (267) 2,610 42 718
Net impairment by customer type
g Te Y7o (U= PRSPPIt 267 63 9) (21)
(00170 o] £=1 (=T PRSP PP (534) 696 51 305
FINANCial INSHIULIONS ......coiiiiiiiieicccce et e e eeeeeeeeeeeeeeaeeaeaeeaaeaeaeees - 1,851 - 434
N =T a0 o =Vl g 1 1= o | PR PP OOPPPRPRTONE (267) 2,610 42 718

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

15. Income tax expense 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
CUITENTE tAX EXPENSE ...t ettt e ettt et e e e et e e e e et e e e et e bbbt e e e e st e e e e e nnnnreeeaaas 11,426 4,963 4,442 1,832
Deferred tax eXpense (INCOME) .........cioiiiiiiiie ettt (3,432) 231 (1,639) 88
INCOME TAX EXPEINSE .ot 7,994 5,194 2,803 1,920
2022 2021
Reconciliation of effective tax rate 1.1.-30.9. 1.1.-30.9.
Earnings before iNCOME taX .......ciuiiiiiiieiiie ettt 21,478 26,422
Income tax using the Icelandic corporate tax rate .. 20.0% 4,296 20.0% 5,284
Additional 6% tax on Financial Undertakings ...........cccuvviiiiiiiiiiieeniiiiicee e 12.0% 2,577 3.6% 952
NON-AEdUCTIDIE EXPENSES ......eiiiiiiiiiiiiiee et e e s e ibaae e e e e e 0.2% 42 0.1% 33
Tax exempt revenues / loss ... 2.1% 442 (4.8%) (1,269)
Non-deductible taxes (BanK [BVY) ........uuviiieiiiiiiiie ettt saeee e 1.2% 251 0.9% 234
Tax incentives not recognized in the Income Statement ...........ccccovviiiiiee i 1.6% 337 (0.9%) (234)
OLhEI CRANGES ..ottt e e bbbt e e e s st b e e e e e anbbeeeeeeanaaes 0.2% 49 0.7% 194
EffECHIVE TAX TALE «oiiiiiiiiiiiiie e 37.2% 7,994 19.7% 5,194
Financial undertakings pay 6% additional tax on taxable profit exceeding ISK 1 billion.
Tax exempt revenues / loss consist mainly of profit / loss from equity positions.
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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16. Discontinued operations held for sale, net of income tax 2022 2021 2022 2021
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

Net gain from discontinued operations held for Sale ............ccccvviiiiiiiiiiiiii s 7,056 861 (12) 604
INCOME TAX EXPEISE ...eiieiiiiiiiie e ettt e ettt e e e ettt e e s sttt e e e e e bbb e e e e s e bbb e e e e s sanbbbeeeeesanbanes (147) 4 6 20
Discontinued operations held for sale, net of income tax 6,909 865 (6) 624
VAIEOT N e 6,656 470 (20) 184
StAKKSDEIG ENF. ..o (275) (55) (11) 15
SOIDJArG EhF. .o 528 450 25 425
Discontinued operations held for sale, net of incoOmMe tax .......ccccevviiieeiiiiiiiiiiee s 6,909 865 (6) 624

On 1 July 2022 the sale of Valitor was settled but as all conditions were met at the end of June, the sale was fully accounted for in the
second quarter. The financial effects from the sale, less cost to sell, was ISK 5.6 billion and was recognized in the Income Statement. The
net profit from Valitor's operation was ISK 627 million during the first six months of 2022 whereas Valitor's positive contribution to the Group,
after taking into account the Group's eliminations, was ISK 1,106 million. For the first six months of 2022 operating income of Valitor was
ISK 3,322 million, or ISK 3,822 million after taking into account the Group's eliminations.

Operating effects of Sélbjarg are mainly due to a purchase agreement of assets held by the company.

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

17. Earnings per share

Basic earnings per share is based on net earnings attritutable to the shareholders of Arion Bank and the weighted average number of
shares outstanding during the period. Diluted earnings per share is calculated by adjusting the weighted average number of outstanding
shares to assume conversion of all dilutive potential ordinary shares. Arion Bank has issued warrants and stock options that have dilutive

effects.
Continued Discontinued
operations operations Net Earnings
2022 2021 2022 2021 2022 2021
1.1.-30.9.
Net earnings attributable to the shareholders of Arion Bank ....... 13,477 21,211 6,909 865 20,386 22,076
Weighted average number of outstanding shares (millions) ....... 1,499 1,614 1,499 1,614 1,499 1,614
Weighted average number of outstanding shares
including warrants and options (MIllioNS) ..........ccccovevveviieennns 1,584 1,717 1,584 1,717 1,584 1,717
Basic earnings per share (ISK) .......cccocoviiiiiniiiieeee 8.99 13.14 4.61 0.54 13.60 13.68
Diluted earnings per share (ISK) .......cocovveieiiiiiiiieesiiiiieee e 8.51 12.35 4.36 0.50 12.87 12.86
1.7.-30.9.
Net earnings attributable to the shareholders of Arion Bank ....... 4,875 7,604 (6) 624 4,869 8,228
Weighted average number of outstanding shares (millions) ....... 1,495 1,573 1,495 1,573 1,495 1,573
Weighted average number of outstanding shares
including warrants and options (MIllioNS) ..........ccccvcvveriieennnns 1,580 1,677 1,580 1,677 1,580 1,677
Basic earnings per share (ISK) ......ccocceiviiieiiiieiiiie e 3.26 4.83 0.00 0.40 3.26 5.23
Diluted earnings per share (ISK) .......cccccoevviiiiiiiiiiiec, 3.09 4.53 0.00 0.37 3.08 4.91
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

Notes to the Consolidated Interim Statement of Financial Position

18. Cash and balances with Central Bank 30.9.2022 31.12.2021
[@F=1] g 1o g T 2= Lo T 3,941 3,556
[OF= 1S L W O=T g 11 =1 == U a1 TR 57,006 58,966
Mandatory reserve deposit With CeNtral BANK ............cuiiiiiiiiiiiieiie ettt e e e e 7,202 6,535
Cash and balances With CeNTIAl BANK ........ccoiiiiiiiiiiiiiiiiiiiie et e e e e e et s e e e s e et e e e e e e saaaeeaeeessarbaaaas 68,149 69,057

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

19. Loans to credit institutions 30.9.2022 31.12.2021
BANK ACCOUNES ..uvuuiiiiiiiiiii ettt e e ettt e e e e e e et e e e e e e ettt e e e e e e e eaaaa e eeeese et b eeee s e e baaa e e e e e e e eaaaa e eeesesabaaeeeesessbbaraeeeens 50,703 28,156
Other loans .... 1,940 2,116
[ - TS (o o] g=Te [ AT a3 (1 UL T Y F PR 52,643 30,272

20. Loans to customers Individuals Corporates Total

Gross Gross Gross

carrying Book carrying Book carrying Book
30.9.2022 amount value amount value amount value
OVEIAraftS ..iiiiiiiiiiee e e e e e e e s eeraes 15,008 14,521 28,933 28,282 43,941 42,803
Credit CardS ...oiiooiieiiie e 14,605 14,453 1,835 1,791 16,440 16,244
Mortgage [0anS .........ccooviiiiiiieee e 502,537 502,148 60,573 60,469 563,110 562,617
CONSLIUCHON IOANS ...vvvviiiiiiiiiiiiieieeeeeeeeeeeeeeeee e eeeeee e e e e e e e e e e e eaaaaeaeees - - 23,415 23,297 23,415 23,297
Capital IEASE ...ooveeeeiiie e 4,612 4,595 3,936 3,904 8,548 8,499
Other [0ANS ...t e e e e e 36,588 35,770 361,125 355,922 397,713 391,692
L0ANS 10 CUSTOMENS ...viiiiiiiieciiie ettt et e see e saaeeeaea e 573,350 571,487 479,817 473,665 1,053,167 1,045,152
31.12.2021
(@Y= (o[- 1 SRR PPPR 14,255 13,691 18,301 17,785 32,556 31,476
Credit cards ...... . 13,192 13,037 1,449 1,409 14,641 14,446
MOMQAgE [0ANS ......vvviiiiiieiiie e 463,895 463,457 41,588 41,420 505,483 504,877
CONSLIUCLION T0ANS ....c.eviiiiiiieiiee et - - 17,798 17,775 17,798 17,775
CaPItal IEASE ...eevveeeiiie ettt s 4,471 4,451 3,882 3,843 8,353 8,294
Other I0ANS ..ot 32,573 31,862 332,433 327,507 365,006 359,369
LOANS 10 CUSTOMEIS wuuuiiiiiiiiicee et eeaens 528,386 526,498 415,451 409,739 943,837 936,237

The total book value of pledged loans that were pledged against amounts borrowed was ISK 309 billion at the end of the period
(31.12.2021: ISK 267 billion). Pledged loans comprised mortgage loans to individuals.

Further analysis of loans is provided in Risk management disclosures.

21. Financial instruments 30.9.2022 31.12.2021

=

Bonds and debt instruments 157,465 151,852
Shares and equity instruments with variable income 20,290 25,063
[ LT AVZ= LAY T N 8,203 2,905

Securities used for economic hedging 37,184 45,837
[ Tz La Lo = LT 1] 6 0 =T 0 PSSP 223,142 225,657

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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22. Financial assets and financial liabilities
30.9.2022 Manda-
Fair value torily at
Financial assets Amortized through  fair value
Loans cost (e]¢]] thr. P/L Total
Cash and balances with Central BanK ............ccooeiiiiiiiiiiiiieiiiiiiee e 68,149 - - 68,149
Loans to credit institutions ... . 50,702 - 1,941 52,643
o= 1 g S (o o1 U] (0] 0 1= T 6PN 1,045,152 - - 1,045,152
[0 -3 P POPPPPRN 1,164,003 - 1,941 1,165,944
Bonds and debt instruments
[ (=T RSP RPR PP - 134,250 22,578 156,828
(81 TE] (T SRR SSPPRPI - - 637 637
Bonds and debt iNSTTUMENTS .......uuiiiiiiiiiie e ab s - 134,250 23,215 157,465
Shares and equity instruments with variable income
[ (=T PRSP PPP PP - - 8,729 8,729
Unlisted - - 9,193 9,193
Bond funds with variable income, UNliSted .............oiiiiiiiiiiiiiiie s - - 2,368 2,368
Shares and equity instruments with variable income - - 20,290 20,290
Derivatives
OTC derivatives ... - - 8,203 8,203
DIBIIVALIVES ...ttt e e e e ettt e e e e e e e e ettt e e e e e e et e e e e e eesaaaaeeaeeeserabanaaes - - 8,203 8,203
Securities used for economic hedging
Bonds and debt inStruments, lISTEA ...........ooiiiiiiiiiiii e - - 7,449 7,449
Shares and equity instruments with variable income, listed ............c.cccceviiiiiiiiiieeieene - - 29,735 29,735
Securities used for economic hedging - - 37,184 37,184
Other financial assets
Accounts receivable ... 5,699 - - 5,699
Other fINANCIAI ASSELS ......cciiiiiieeieicccc bt e e e e eeeeeeeeeeeeeeeeeeeeeeaeaaeaaaeaeees 5,092 - - 5,092
Other fINANCIAI ASSELS ....iivuiiiiiiiiiieiceee e et e e e et e e e e e e e et s e e e s eeabaas 10,791 - - 10,791
[ F LA Lo = T I= ToE oY =Y AR 1,174,794 134,250 90,833 1,399,877
Financial liabilities
Due to credit institutions and Central BanK ...........ccooooiiiiiiiiieiiiiiiieee e 5,099 - - 5,099
DIBPOSIES ettt h ettt e e 739,969 - - 739,969
BOITOWINGS ¥ .eiiiiiiiiteii e ettt e ettt e e e ettt e e e e ekttt e e e s saab b e e e e e e ssbb e e e e e eanbbbeeaeesssbbbeeeessannbnees 376,540 - - 376,540
Subordinated HADIIIES * .........iiiiiiiiei e e e e e e e e e eaaaes 34,089 - - 34,089
[ LY A V= LAY T N - - 7,491 7,491
Derivatives used for hedge aCCOUNTING .......c.ooiiiiiiiiiieie e - - 14,309 14,309
Other finaNCial lADIIILIES .......coiiiiiii e e e e e et a e 18,211 - - 18,211
Financial labilitieSs .......eviieiiiiiiii i s e e e s e e e e e s aaraaeeaans 1,173,908 - 21,800 1,195,708
* Including effect from hedge accounting derivatives.
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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22. Financial assets and financial liabilities, continued
31.12.2021 Manda-
Fair value torily at
Financial assets Amortized through  fair value
cost oCl thr. P/L Total
Loans
Cash and balances with Central BankK ...........ccoceioiiiiiiiiiniieiiee e 69,057 - - 69,057
L0ans to Credit INSHIULIONS ........oiiiiiiiie ettt 28,156 - 2,116 30,272
LOBNS 10 CUSTOMIEIS ...eiiiiiiiiiiie ettt et e e e ettt e e s st e e e e s e nannees 936,237 - - 936,237
[T o [ OSSPSR 1,033,450 - 2,116 1,035,566
Bonds and debt instruments
[T (Lo SRR SUPPRTPPNY - 133,825 17,344 151,169
Unlisted . - - 683 683
Bonds and debt iNSTTUMENTES .......uuuiiiiiiiiiiiiiiiiiiiiitietee et eeeeeeeeeeeeeeeeeeeeeeaeeeaaeeeaaaees - 133,825 18,027 151,852
Shares and equity instruments with variable income
[ (=T RSP SPR PP - - 7,707 7,707
(81 TE] (=T O ERRSSPPPPI - - 13,079 13,079
Bond funds with variable income, UnliSted ............ccooeeiiiiiiieeeeeeeee e eeeeaeeees - - 4,277 4,277
Shares and equity instruments with variable iNCOMEe .........cccuvviiiiiiiiiiiie s - - 25,063 25,063
Derivatives
OTC AEFVALIVES ...ttt ettt ettt s et e st e e st e e e esneeeeaneeenane - - 1,805 1,805
Derivatives used for hedge aCCOUNTING .......cooouiiiiieiiiiiiiii e - - 1,100 1,100
DEIIVALIVES . .cceie ittt a it naa et e aaaanaaaaaas - - 2,905 2,905
Securities used for economic hedging
Bonds and debt insStruments, lIStEd ............ooooiiiiiiiiii e - - 14,044 14,044
Shares and equity instruments with variable income, listed ... - - 31,793 31,793
Securities used for economMIC hedgiNg ....uuviiiiiiiiiiiie e - - 45,837 45,837
Other financial assets
ACCOUNES FECEIVADIE ... 5,104 - - 5,104
Other fINANCIAI ASSELS ......cciiiiiieeeieeeecccc bbb e e e eeeeeseeeeeeeeeeaeeaeeaeaaeaaaeaeees 7,617 - - 7,617
Other financial assets . 12,721 - - 12,721
FINANCIAl @SSELS .. ciiiiiiiii ettt s s e s sennennnnnneneees 1,046,171 133,825 93,948 1,273,944
Financial liabilities
Due to credit institutions and Central BanK ...........cccooooiiiiuiiiiiiiiiiiiiee e 5,000 - - 5,000
(D LT oo | TP PR PURTUPOPRPRONY 655,476 - - 655,476
Borrowings * 356,637 - - 356,637
Subordinated HADIIIES * .........iiiiiiiiiei e e e e s e e e e eaaaes 35,088 - - 35,088
[ LY V= LAY T N - - 4,974 4,974
Derivatives used for hedge aCCOUNTING .......c.eeiiiiiiiiiieiie e - - 903 903
Other finaNCial lADIIILIES .......cooiiiiiie e e e e e e e et aees 8,685 - - 8,685
Financial labilitieSs .......oeviiiiiiiie i e e s s e e e e e s e aaeeeens 1,060,886 - 5,877 1,066,763
* Including effect from hedge accounting derivatives.
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22. Financial assets and financial liabilities, continued
Manda-
Fair value torily at
Bonds and debt instruments measured at fair value, specified by issuer through  fair value
30.9.2022 (e]¢]] thr. P/L Total
Financial and iNSUrANCE ACHIVILIES ......iiiiiiiiiiiie ettt e e e e e et e e e e e e e sttt s e e e s essbb s e eeeeeeaaas 19,454 9,636 29,090
[0 o] [ (oY= o (o | PP PP PPPPPPRTPPPPI 114,796 11,119 125,915
(O] g oo =1 =2 SO PP P PP PPPPPPPPPPPPPPPPPPNY - 2,460 2,460
Bonds and debt instruments at fair VAlUE .........coovvvviiiiiiiiiiiii e, 134,250 23,215 157,465
31.12.2021
Financial and iINSUrANCE ACHIVILIES ......iiiiiiiiiiie ettt e e e e et e e e e e e e et e e e e s ees b s e eeseesaaas 21,001 7,561 28,562
Public sector . 112,824 8,325 121,149
(O] g o To] =1 =2 ST P PP P PP PPPPPPPPPPPPPPNY - 2,141 2,141
Bonds and debt instruments at fair VAIUE .........coovvviiiiiiiiiiieeeeeeeeeeeeeee 133,825 18,027 151,852

The total amount of pledged bonds was ISK 8.7 billion at the end of the period (31.12.2021: ISK 8.6 billion). Pledged bonds comprised
Icelandic Government Bonds and Financial Institutions Bonds that were pledged against funding received and included in Due to credit
institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

23. Fair value hierarchy

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

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

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

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

30.9.2022
Assets at fair value Level 1 Level 2 Level 3 Total
Loans to Credit INSHEULIONS ........uuuiieiieiieee et e e e e e e e e e e eab e neeeeees - 1,941 - 1,941
Bonds and debt iNSIIUMENES ........iiiiiiiiiiii e e e e e e b e e e e eeeaes 155,041 2,326 98 157,465
Shares and equity instruments with variable income . 6,109 12,190 1,991 20,290
[ LY A= LAY T N - 8,203 - 8,203
Securities used for ecoNOMIC hEAGING ......uvvviiieiiiiiiiee e 37,184 - - 37,184
INVESTMENT PIOPEITY ..ottt - - 6,617 6,617
F N ST ESR- A = T 2= 11U = R, 198,334 24,660 8,706 231,700
Liabilities at fair value
[0 ) = 1LV - 7,491 - 7,491
Derivatives used for hedge acCoUNtiNG ...........coooiiiiiiiiiiie e - 14,309 - 14,309
Liabilities At FAIT VAIUE ...ttt s e e e e e et seeeeees - 21,800 - 21,800
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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23. Fair value hierarchy, continued
31.12.2021
Assets at fair value Level 1 Level 2 Level 3 Total
Loans to Credit INSHIULIONS ........ooiiiiiiiiecie e - 2,116 - 2,116
Bonds and debt iNSIUMENES .......ciiiiiiiiiieiii e e e e e e e b e e e eeeaans 150,723 1,032 97 151,852
Shares and equity instruments with variable iINCOMe ............cccooiiiiiiiiii s 5,519 15,736 3,808 25,063
[ LT V7= LAV T TN - 1,805 - 1,805
Derivatives used for hedge aCCOUNTING .........ocuuiiiieiiiiiiiie e - 1,100 - 1,100
Securities used for ecoNOMIC NEAGING ........vvviiiiiiiiiiee e 45,829 8 - 45,837
INVESTMENT PIOPEITY .ottt - - 6,560 6,560
ASSELS At FAIT VAIUE ..ceeiiiiiiecce ettt 202,071 21,797 10,465 234,333
Liabilities at fair value
DEIVALIVES ...oovveeeeeeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee - 4,974 - 4,974
Derivatives used for hedge aCCOUNTING ........ccocuiiiiiiiiiiiieeee e - 903 - 903
Liabilities @t fAIT VAIUEG ......eiiiiiiiiiiei et e e e e e e - 5,877 - 5,877

Transfers from Level 1 to Level 2 amounted to ISK 1,129 million during the period (2021: Transfers from Level 1 to Level 2 ISK 172 million
and transfers from Level 2 to Level 1 ISK 122 million).

Fair value of assets and liabilities

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

Methods for establishing fair value

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

In some cases, the carrying value of an asset in Note 22 is used as an approximation for the fair value of the asset. This is straight forward
for cash and cash equivalents but is also used for short term investments and borrowings to highly rated counterparties, such as credit
institutions, on contracts that feature interest close to or equal to market rates and expose the Group to little or no credit risk.

Level 1: Fair value established from quoted market prices

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

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

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

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

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

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

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

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

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

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

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

Movements in Level 3 assets measured at fair value

Investment Financial assets
30.9.2022 property Bonds Shares Total
Balance at the beginning Of the YEAr ..o 6,560 97 3,808 10,465
Net fair ValuE ChAaNGES .......oviiiiiiiiiiiiee et e e aeeeeas 20 3 46 69
Additions .. 44 - 4 48
Disposals ©) 2) (1,734) (1,743)
Transfers OUL OF LEVEI 3 ....ccooiiiiiii et e e eeeeens - - (133) (133)
Balance at the end of the Period ..o 6,617 98 1,991 8,706
31.12.2021
Balance at the beginning 0f the YEar ..ot 6,132 358 1,685 8,175
Net fair VAIUE CHANGES ......oiiiiiiiiie ettt e e e e 545 12 664 1,221
X o 11 o] o 1SR SRPPPPI 15 301 1,655 1,971
DUSPOSAI ...ttt (132) (574) (196) (902)
Balance at the end of the PEriod .........ccuiiiiiiiiiiiii s 6,560 97 3,808 10,465
Line items where effects of Level 3 assets are recognized in the Income Statement
1.1.-30.9.2022
Net fiNANCIAI INCOME .....uiiiiii e e e e e e e s ibbeeeeeas - 3 46 49
Other OPErating INCOME ......ueiiiiiieiie ettt sttt e et e e et e e st eesnbe e e s beeeenenees 17 - - 17
Effects recognized in the Income Statement 17 3 46 66
1.1.-30.9.2021
Net financial income - 11 643 654
Other operating income ... 573 - - 573
Effects recognized in the Income Statement .........coccveiiiiiiiiiiiiece e 573 11 643 1,227
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions

Financial Statements 30 September 2022 32



ry
Notes to the Condensed Consolidated Interim Financial Statements
23. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities not carried at fair value
30.9.2022 Carrying Fair Unrealized
Financial assets not carried at fair value value value gain (loss)
Cash and balances With CENtral BANK .............iviiiiiiiiiiiiei ettt e e e e e e e e e e e e aa e eeeees 68,149 68,149 -
LOANS t0 Credit INSHEULIONS . ....uvviiiiieiieeeeee et e e et e e e e e e e e e e e e e s bt e e e e esesbb e eeeesessaannns 52,643 52,643 -
o oY E R (o o0 1) (o] 1 L= £ TSPR 1,045,152 1,021,323 (23,829)
Other fINANCIAI ASSELS .....evviiiiiiiiiiieiieee et e et e e e e e et e e e e et eaa et e e sesaaba it aeeessssasaneeeeeesans 10,791 10,791 -
Financial assets not carried at fair VAU .............oooiiiiiiiii i eeennnenees 1,176,735 1,152,906 (23,829)
Financial liabilities not carried at fair value
Due to credit institutions and Central BanK ...............oooiiiiiiiiiiii i nrereeaaaaaaes 5,099 5,099 -
DEPOSILS .ovvveeeesiieeiieeiee e 739,969 739,969 -
Borrowings 376,540 371,614 4,926
SUDOIdINAEd HADIIILIES ......vvvvviiiiiieeieeeeeeee ettt aeneeaaees 34,089 30,524 3,565
Other financial liabilities 18,211 18,211 -
Financial liabilities not carried at fair VAU ...........oocuiiiiiiiiiiicc e 1,173,908 1,165,417 8,491
31.12.2021
Financial assets not carried at fair value
Cash and balances With CeNral BANK .............uuueiiiiiiiiieiiiiieeieeeeeeeeeee e, 69,057 69,057 -
Loans t0 Credit INSHLULIONS ........ooeeieeieeeeeeeeeeee bbbt s e e aassesssnnennnnnnnes 30,272 30,272 -
(o= T g E N (o WU 1] (o] 1 L= £ SRURPPTPPRPR 936,237 937,179 942
Other fINANCIAI BSSELS ... .ciiiieieeiieeccec et eeeseeeeeeeeeeeeeaeeeeeeeeeaaeeeaaaaaaaaaaaaaaaaaaaaens 12,721 12,721 -
Financial assets Not carried at fair VAIUE ..........oeiiiiiiiiiiiii e e e e 1,048,287 1,049,229 942
Financial liabilities not carried at fair value
Due to credit institutions and CeNntral BANK ...........ccciiiiiiiiiiiiiieie et e e e e e e e e e e aaaaaaes 5,000 5,000 -
[T oo 1 TSRS PS 655,476 655,476 -
1270 (01111 T [PPSO TP OPPPPPPPORE 356,637 367,470 (10,833)
[0 o Yo o ITa Tt (=T M TE= Lo 11T 35,088 35,590 (502)
Other fiNANCIAI TADIIITIES ......ciiiiiiiiii et e e e e e e e e e et e e e e e e eeaab e eeeseeabans 8,685 8,685 -
Financial liabilities Not carried at failr VAIUE ............uvuveuiiiieeeiieiiieeeeeeeeeeeeeeeeeeeeee e e e e e e e e e e e ae e 1,060,886 1,072,221 (11,335)

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

Derivatives Notional Fair value
30.9.2022 value Assets  Liabilities
Forward exchange rate agrEEmMENLS .........ccuuuriieiiiiiiiee ettt e e e e e e e e e e s st e e e e s e 104,318 2,409 1,700
Fair value hedge of INEreSt rate SWAP ........ccoiiiiiiiiiiiiiie e 231,581 - 14,309
Interest rate and exchange rate agreEMENLS .........c.cooiiiiiiiiiiiiii e 81,594 869 4,164
Bond swap agreements . 12,304 485 32
Share swap agreements 43,786 4,076 1,595
Options - purchased agreements, UNKISTE ............cooiiiiiiiiiiiiii e - 364 -
Derivatives 473,583 8,203 21,800
31.12.2021
Forward exchange rate agrEEMENLS ........ocuiiiiiiiiiiiie ettt ettt e e e e e s e abe et e 59,089 229 444
Fair value hedge of interest rate swap ....... 190,095 1,100 903
Interest rate and exchange rate agrEEMENES .......ccuuiiiuiiiiiie ettt e et e 51,426 692 874
BONA SWAP OTEEIMENES ...ttt ettt s bttt e et e et e e et e et e e bt e ekt e e aa b e e e sabeeesnnneenas 10,947 359 20
Share swap agreements ... 31,029 348 3,530
Options - purchased agreements, UNKISTE .........coouiiiiiiiiiieeiee e 22 177 106
Options - purchased agreemeNts, lISTEA .........coouiiiiiiiiiie e 16 - -
Derivatives 342,624 2,905 5,877
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23. Fair value hierarchy, continued

Fair value hedge of interest rate swap

The Group applies fair value hedge accounting only with respect to interest rate swaps, whereby the Group pays floating rate interest and
receives fixed rate interest, with identical cash flows to the borrowings. The interest rate swaps are hedging the exposure of changes in the
fair value of certain fixed-rate EUR bonds, see Note 31, arising from changes in interest rates. On 1 January 2018 the Group adopted IFRS
9, but has elected to continue to apply the hedge accounting principles under IAS 39. For further information about the Group's hedge
accounting policy, see Note 57 in the Annual Financial Statements 2021.

Gain (loss)

Notional Maturity Fair value on FV

30.9.2022 date Assets Liabilites ~ changes
Interest rates swaps - EUR ........c.ccccoviiiiiiiiieniiiiecee e 19,290 3-6 mth - 121 (799)
Interest rates swaps - EUR .. . 42,395 1-5 years - 2,142 (1,886)
Interest rates SWapPSs - USD ......c..eevieiiiiiiiiiieniiiiieee e 14,447 1-5 years - 1,140 (1,108)
Interest rates swaps - EUR ..........coooiiiiiiiiiieiiiiiecceeesieee e 70,659 1-5 years - 6,869 (6,550)
Interest rates swaps - EUR .........ccccoviiiiiiiiie e 42,395 1-5 years - 3,636 (3,165)
Interest rates swaps - EUR .........ccccoviiiiiiiiie i 42,395 1-5 years - 401 (411)

- 14309  (13,919)

31.12.2021
Interest rates swaps - EUR ...........coccceiiiiiiiiiiiiccc - - - - (122)
Interest rates swaps - EUR ........c..cccooviiiiiiiiie e 44,280 1-5 years 802 - (463)
Interest rates swaps - EUR .. . 44,280 1-5 years - 151 (301)
Interest rates SWapPSs - USD ......c.cevvieiiiiiiiiieeniiiiiee e 12,975 1-5 years 298 - (526)
Interest rates swaps - EUR .........cccceviiiiiiiiie e 44,280 1-5 years - 350 (388)
Interest rates swaps - EUR .. 44,280 1-5 years - 402 (462)
1,100 903 (2,140)
Hedged borrowings and subordinated liabilities Accumulated Gain (loss)
Book fair value on FV
30.9.2022 value Assets  Liabilities changes
EUR 300 Million - iSSUEA 2018 = 5 YEAIS ...c.uveieiiieeiiieeeiiie ettt 18,954 407 - 288
EUR 300 Million - iSSUEA 2020 = 4 YEAIS ......vvieiiieeiiieeeiiieesiieeesiteeesibee et eeeee e 40,251 2,150 - 1,869
USD 100 million - issued 2020 - PEIrPELUAL ........cocuuiiiiiieeiiiieiiiiee et 13,297 1,135 - 1,136
EUR 500 Million - iSSUEA 2021 = 5 YEAIS ...cvveieiiiieeiiie ettt 61,903 7,036 - 6,674
EUR 300 Million - iSSUEA 2021 = 4 YEAIS ...cuveeeiiieeiiieeeiie ettt eeee e 38,631 3,637 - 3,203
EUR 300 million - issued 2022 - 2 years ... 41,865 410 - 410
Hedged borrowings and subordinated liabilities ...........cccccciiiiiiiiiiiiiiii s 214,901 14,775 - 13,579
31.12.2021
EUR 500 million - issued 2017/18 - 5 years .. - - - (106)
EUR 300 million - issued 2018 - 5 YEAIS ........ccccueiiiiiieiiieieiees e 41,491 119 - 461
EUR 300 million - issued 2020 - 4 YEAIS ........ccccueieimiieiiieieiee e 44,021 293 - 306
USD 100 million - issued 2020 - Perpetual ... 13,224 - 82 526
EUR 300 million - iSsued 2021 - 5 YEAIS .......cceviuiiiiiieiiieieieee e 43,624 382 - 391
EUR 300 million - iSSUEd 2021 - 4 YEAIS .......ceevieiiiiieeeeie e 43,681 455 - 468
Hedged borrowings and subordinated liabilities 186,041 1,249 82 2,046

The effectiveness of each hedge is measured regularly with linear regression. The relationship between fair value changes of an interest
rate swap on the one hand and a borrowing on the other hand is examined. In all cases the effectiveness is within limits, or between 93-
109%.
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24. Offsetting financial assets and financial liabilities
Financial assets subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Assets subject to netting recognized in the
arrangements Balance Sheet Assets not
Assets Assets after  subjectto Total assets
Gross assets Nettings recognized consideration enforceable recognized
before  with gross on Balance Financial Collateral of netting  netting arr-  on Balance
30.9.2022 nettings liabilities  Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements ......... 23,858 (11,048) 12,810 11,048 - 23,858 - 12,810
Derivatives ........cccccevieeniiieiiiee e 716 - 716 (288) - 428 7,487 8,203
Total aSSetS ...ooovivvveriiieiiieeeieeeee e 24,574 (11,048) 13,526 10,760 - 24,286 7,487 21,013
31.12.2021
Reverse repurchase agreements ......... 8,560 (720) 7,840 720 - 8,560 - 7,840
DEerivatiVeS .......covvueeeriiieiiiee e 1,689 - 1,689 (830) - 859 1,216 2,905
Total aSSets ......ccocvevivvveiiiieeiieeeieee 10,249 (720) 9,529 (110) - 9,419 1,216 10,745
Financial liabilities subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Liabilities subject to netting recognized in the
arrangements Balance Sheet Liabilities Liabilities not Total
Gross Liabilities after  subject to liabilities
liabilities Nettings recognized consideration enforceable recognized
before  with gross on Balance Financial Collateral of netting netting arr-  on balance
30.9.2022 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements ..................... - (11,048) (11,048) 11,048 - - - (11,048)
Derivatives ........cccccevivieniieciiiie e 19,514 - 19,514 (288) - 19,226 2,286 21,800
Total liabilities .......cccovveeiiiieeieeeee, 19,514 (11,048) 8,466 10,760 - 19,226 2,286 10,752
31.12.2021
Repurchase agreements ..................... - (720) (720) 720 - - - (720)
DerivatiVES .......oevueeeiiiieiiiie e 2,000 - 2,000 (830) - 1,170 3,877 5,877
Total liabilities .......ccccoevviivrieeiiceee, 2,000 (720) 1,280 (110) - 1,170 3,877 5,157

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

25. Investments in associates
30.9.2022 31.12.2021

Carrying amount at the beginning 0f the YEAr ...........cooi i 668 891
Acquisitions / increased Share Capital .............ccuiiiiiiiiiiie e 90 111
Disposals ... (240) (356)
Share of profit of associates and profit fromM SAIE ............cccoiiiiiiiiiii 267 22
INVESTMENT IN ASSOCIALES ...ttt h e ettt e et e e bt e e b bt e ek bt e e ne et e e st e e aan e e eaneeennneeenan 785 668
The Group's interest in its principal associates

Bilafragangur ehf., LAgmUli 5, ReyKjavik, ICEIANA .............coouiiiiiiiii e 33.4% -
Hableer ehf., Sudurlandsbraut 18, Reykjavik, Iceland ..... . 49.0% -
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, ICEland .............cocueiiiiieiiiie e 23.0% 23.0%
SER eignarhaldsfélag ehf., Borgartin 19, ReYKJAVIK ..........ccceiiiiiiiiiieiieiecsese e 35.3% 35.3%
Audkenni hf., Borgartn 31, Reykjavik, ICEIaN .............ccoiiiiiiiiiiee e - 25.4%

Arion Bank sold its entire shareholding in Audkenni hf. The sale generated a profit of ISK 152 million and is recognized in the Income
Statement. In March Arion Bank invested in Bilafragangur ehf. and holds a 33.4% shareholding.

In 2022 the subsidiary Eignabjarg ehf. invested in the associated company Hableer ehf. and holds a 49% shareholding at period end.
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26. Intangible assets
Intangible assets comprise the following categories: Goodwill, which arises on business combinations; Infrastructure, Customer
relationships and related agreements which are identified during the acquisition of subsidiaries and related to the activities of the
businesses being acquired; and Software, which is acquired (i.e. software licenses) and expenses of implementation.
Infrastructure, which is capitalized as an intangible asset, is related to the asset management operation and branding of the insurance
operation. The business activity is based on years of developing expertise and systems, during which a valuable platform has been created
for future growth. An impairment test is performed annually.
Customer relationships and related agreements are connected to business relationships and agreements which the Bank acquired in
subsidiaries. The asset is based on the assumption that business relationships and agreements generate regular payments and earnings to
the relevant business segments. The lifetime of these agreements is based on the experience of the Group and the industry. As a result,
these agreements are assessed as having an identified useful lifetime.
Acquired software and internally developed software is capitalized on the basis of the cost of acquiring and bringing the software into
service. Expenditure on internally developed software is recognized as an asset when the Group is able to demonstrate its intention and
ability to complete the development and use the software in a manner that will generate future economic benefits, and when it can reliably
measure the costs to complete the development. The capitalized costs of internally developed software include external expenses directly
attributable to developing the software and salary and salary related expenses of implementation of core systems. Capitalized costs of
software are amortized over its useful life. Computer software licenses and internally developed software recognized as intangible assets
are amortized over their useful life, which is estimated to be 3-10 years.
Policies applied to the Group's intangible assets Goodwill Customer relationship
and infrastructure and related agreements Software
USEIUITIVES .o Undefined Finite 6-15 years Finite 3-10 years
and undefined
Straight-line basis over . . .
Amortization Method ..........ccooviiiiiiiiiice e Impairment test 6-15 years and Straight-line basis
. . over 3-10 years
impairment test
Internally generated or aCqUIred ............ccceeeeveenieeiiecniienieeieee Acquired Acquired Acquired and intemally
generated
Customer
relationship
Infra- and related
30.9.2022 Goodwill structure agreements Software Total
Balance at the beginning of the year 669 2,383 607 5,804 9,463
Additions - - - 169 169
AMOTIZALION ...t - - (45) (771) (816)
INTANGIDIE ASSELS ..eviiiiiiiiiiiiie e 669 2,383 562 5,202 8,816
31.12.2021
Balance at the beginning of the year ... 669 2,383 667 5,970 9,689
AddItions ..., - - - 844 844
Additions, capitalized salaries .... - - - 161 161
AMOTTIZALION L.ttt - - (60) (1,171) (1,231)
INTANGIDIE ASSELS ..oeiiiiiiiiiiie e 669 2,383 607 5,804 9,463
Goodwill related to the insurance operation is recognized among assets in the operating segments Corporate & Investment Banking and
Retail Banking, see Note 5 (2021: recognized in the operating segment Vordur).
27. Tax assets and tax liabilities 30.9.2022 31.12.2021
Assets  Liabilities Assets  Liabilities
Current tax ..... - 15,585 - 6,543
[ DL (=T (=10 [ = T 2,886 11 2 559
Tax assets and tax llabilitieS ... 2,886 15,596 2 7,102
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28. Assets and disposal groups held for sale and associated liabilities
Assets and disposal groups held for sale 30.9.2022 31.12.2021
V=111 o) | AT - 12,294
51 e L] o= (o =] 1) S PP UP PP PPPPPPPRIN 1,385 1,548
Solbjarg ehf. ..occvevvieiiiieiee 701 1,671
Disposal groups NEld fOr SAIE ......ouuiiiiiii ettt b et e et e e ann e e e s 2,086 15,513
REAI ESTALE .....eieiiiie it h e et e e e e bt e et e e et e e e e e e 66 500
ONEI ASSELS ...ttt ettt et ettt a oot E ekt et e et e et e et e e e e nanee - 34
Assets and disposal groups held fOr SAIE ..o e 2,152 16,047

Liabilities associated with disposal groups held for sale

RV = 111 (0T o | R RERRRRRRRRRRNY - 15,564
Solbjarg ehf. .. - 1,371

Liabilities associated with disposal groups held fOor SAIE ........ccoiiiiiiiiiiiiiii e - 16,935

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

Valitor hf.

Arion Bank's shareholding in the subsidiary Valitor hf. was 100%. In accordance with IFRS 5 Non-current assets and disposal groups held
for sale, Valitor was classified as asset held for sale in these Consolidated Interim Financial Statements. On 1 July 2022 the sale of the
entire shareholding in Valitor was settled. As all conditions were met at the end of June, the sale was fully accounted for in June 2022.

Solbjarg ehf., a subsidiary of Eignabjarg ehf.

Solbjarg ehf. is a holding company of the former TravelCo hf. tour operator group which included Terra Nova Sél ehf., Heimsferdir ehf. and
TravelCo Nordic/Bravo Tours.

In the first quarter of 2020 Soélbjarg completed the sale of Terra Nova Sél ehf., in the fourth quarter the sale of its 59.4% share in the Danish
operator Bravo Tours 1998 A/S and in the second quarter of 2022 the sale of all operations, brand, and domain of Heimsferdir ehf. Sélbjarg
is a 27.5% shareholder in Ferdaskrifstofa islands ehf.

Stakksberg ehf., a subsidiary of Eignabjarg ehf.

In January 2018 United Silicon was declared bankrupt following severe technical issues at the plant which ended with the temporary
suspension of operations. Following the bankruptcy of United Silicon in 2018, an agreement was reached between the liquidator of the
estate and Arion Bank, under which the Bank acquired all the company's main assets. The assets of the silicon plant are currently under
the supervision of Stakksberg ehf., which is owned by the Bank, via the subsidiary Eignabjarg ehf. After the assets of United Silicon were
transferred to Stakksberg, the company has sought to reduce uncertainty over the recommissioning of the plant, by taking measures such
as transferring the operating license to the company, obtaining a new power agreement for the company and undertaking engineering
designs for the necessary improvements at the plant before it can be reopened.

Stakksberg submitted a new EIA for the plant during the year, and the Environment Agency of Iceland and the National Planning Agency
have both submitted their opinions which support the continued consideration of the project. The Bank’s objective is to investigate the
possibility of selling Stakkberg’s infrastructure on the basis of work which has been carried out for this purpose and also to consider the sale
of infrastructure for other uses. The fundamental aim is to maximize the utilization of this infrastructure and also to find a buyer which sees
opportunities and has the experience and expertise to continue to use this infrastructure in harmony with the local community. Therefore the
Bank’s holding in Stakksberg ehf. has been classified as a disposal group held for sale under IFRS 5.

Discussions are ongoing with potential buyers and are expected to be concluded in the coming months.

29. Other assets
30.9.2022 31.12.2021

Property and @QUIPMENT ........ouiii ettt e et 3,816 4,298
RIGNE O USE @SSO ...t e et e e e st e e e e e se e e e s e e s 758 823
ACCOUNES TECEIVADIE ...ttt ettt et e s e s e ee e e e e aeneneeeeneeeeeenes 5,699 5,104
Unsettled securities trading 2,538 5,113
Investment for life assurance policyholders where risk is held by policyholder .............cccoooiiiiiiiie 1,010 1,281
510 To VA= L1 = SO TP P PP PP R UPUPPPPPN 3,723 3,282
[ 1 =T = T3 Y =1 £, 17,544 19,901
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30. Other liabilities
30.9.2022 31.12.2021

ACCOUNES PAYADIE ...ttt ettt e e ettt e e e 4ottt e oo e a bbbt e e e et bt e e e e e e st bbbt e e e s s s bbbt e e e e e annbbeeeeeennnae 743 818
UNSEEd SECUNEIES TrATING ..vvviieiiiiiiiii ettt e e et e e e e et bbbt e e e s s bbbttt e e e e abb bt e e e e enbbe e e e e s s nntbaeeeeas 8,959 1,259
Depositors' and Investors' Guarantee Fund .. . - 138
LI g T Tor= Ul o] £o)V7 <1 (o] o HO PP PP OPPPPRPPN 21,277 18,170
Technical provision for life assurance policyholders were investment risk is held by policyholder ............ccccccveeenn. 1,010 1,281
Withholding tax 351 810
22 T (=1 A PP P PP PTURPPPPRRN 1,884 1,516
P oTol B T=To =) o 1] KT PSPPSR PPP PP 3,221 4,200
[ =] oF= Lo I [oTo] 4o 1= R TP E PP PPPPPPPPROR 1,564 1,476
Impairment of Off-DAIANCE IEIMS ........ooiiiiii e e e e et e e e s s bbbt e e e e s nnabaaeeeeas 1,072 711
[T RN 1=V o 11 AP RO SUPUPRPN 989 878
YU oo VA L= o] 1 =P PPT TP 7,436 5,894
(@14 TR T =T o 11 E A= RS 48,506 37,151
Technical provision Technical Reinsurers' Total Technical Reinsurers' Total

provision share 30.9.2022  provision share 31.12.2021
Claims reported and loss adjustment eXpenses ............cccccoeueenne 10,498 (182) 10,316 9,473 (110) 9,363
Claims incurred but not reported ............ccceveeieenieiiiniecee e 2,926 (68) 2,858 2,021 (64) 1,957
Claims oUtSTANING ..co.veieiiiieiec e 13,424 (250) 13,174 11,494 (174) 11,320
Provision for unearned premiums 7,853 a7) 7,836 6,676 (12) 6,664
Own technical ProvisSion ..........ccccevieiiiiiiiiicece e 21,277 (267) 21,010 18,170 (186) 17,984

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

31. Borrowings

First Maturity
Currency, original nominal value issued Maturity type Terms of interest 30.9.2022 31.12.2021
ARION CB 22, ISK 31,720 million ........ 2015 2022 At maturity Fixed, 6.50% .........ccceeviiieiiiienieenne - 31,508
ARION CB 24 ISK 28,900 million ......... 2019 2024 At maturity Fixed, 6.00% .........ccceeviiveeriiieniienns 26,117 26,004
ARION CBI 25, ISK 37,940 million ....... 2017 2025 At maturity Fixed, CPI linked, 3.00% ................ 47,053 43,341
ARION CBI 26 I1SK 17,080 million ........ 2019 2026 At maturity Fixed, CPI linked, 2.00% ................ 19,133 17,747
ARION CBI 29, ISK 27,200 million ....... 2014 2029 At maturity Fixed, CPI linked, 3.50% ................ 35,568 29,902
ARION CBI 48, ISK 11,680 million ....... 2018 2048 Amortizing Fixed, CPI linked, 2.50% . .. 11,556 11,017
ARION CB EUR 500 million * .............. 2021 2026 At maturity Fixed, EUR 0.05% ..........cccvveeennenn. 61,901 43,624
ARION CB 27, ISK 6,820 million .......... 2022 2027 At maturity Fixed, 5.50% 6,803 -
Statutory covered DONAS ........ooiiiiiiiiiii e 208,131 203,143
NOK 750 million .....oevveviiiiiiiieeieiiiiinns 2019 2022 At maturity Floating, NIBOR +1.82% ................ - 11,096
SEK 150 million .......cooevveiviiiiiiiieeeeeee, 2019 2022 At maturity Floating, 3 month STIBOR +1.33% . - 2,159
NOK 250 million ......ccoovvvviieeeeiiiiieeenn, 2017 2023 At maturity Fixed, 3.02% .......ccccoeveeiiiieniieennns 3,361 3,757
EUR 300 million * .......oooiiiiiiiiiieeniiiins 2018 2023 At maturity Fixed, 1.00% .......ccccovveeeiieenineennns 18,954 41,491
EUR 300 million * .......ooeiiiiiiiiieeniiiinns 2020 2024 At maturity Fixed, 0.625 %0 .........ccceevvvveeiineennnns 40,251 44,021
NOK 250 million ......ccoovviviieieeiiiiiieenn. 2017 2027 At maturity Fixed, 3.40% .......ccccooveeiiieeniiiennns 3,367 3,766
EUR 300 million Green * ..............ccceee. 2021 2025 At maturity Fixed, 0.375% ......ccocovveriinieininiennns 38,631 43,680
ARION 26 1222 Green (ISK 5,760m) ... 2021 2026 At maturity Fixed, 4.70% .......cccceevviiiviiiieeiiiinns 5,601 3,524
ARION 24 1020 Green (ISK 6,020m) ... 2022 2024 At maturity Floating, REIBOR 3M +0.70% ........ 6,054 -
EUR 300 million Green * .............ccceuee. 2022 2024 At maturity Fixed, 4.875% ........cccovvveeiiiiinnnenn. 41,867 -
NOK 550 million ........cooocvveveeeiiiiineenn. 2022 2025 At maturity Floating, OIBOR 3M +2.35% .......... 7,326 -
SEK 230 million 2022 2025 At maturity Floating, STIBOR 3M +2.35% ... 2,998 -
ST=T a1 ] VT 1Y =Toa U] Yo I o o T =SSR RRRRR 168,409 153,494
(22014 o)V T 1 1o I TP PP PP PP UPUPPPPPN 376,540 356,637

* The Group applies fair value hedge accounting to these bond issuances and uses certain foreign currency denominated interest rate swaps as hedging
instruments, see Note 23.

The book value of listed bonds was ISK 377 billion at the end of the period (31.12.2021: ISK 357 billion). The market value of those bonds
was ISK 323 billion (31.12.2021: ISK 367 billion). The Group repurchased own debts amounting to ISK 28 billion during the period with a net
gain of ISK 14 million recognized in the Income Statement (2021: nil).
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32. Subordinated liabilities
First call
Currency, original nominal value Issued Maturity date Terms of interest 30.9.2022 31.12.2021
SEK 500 Million .......oovvvveeeniiiiiieeeees 2018 2028 22 Nov '23 Floating, 3 month STIBOR +3.10% .. 6,504 7,174
NOK 300 million .......coovvvvveeeeniiiiieeenn, 2019 2029 9 Jul '24 Floating, NIBOR +3.65% ................. 4,031 4,461
SEK 225 million .......cccvvvveeiiiiiiieeeees 2019 2029 20 Dec 24 Floating, 3 month STIBOR +3.70% .. 2,926 3,232
ARION T2I 30 ISK 4,800 million 2019 2030 4 Jan '25  Fixed, CPI linked, 3.875% . 5,724 5,337
ARION T2 30 ISK 880 million .............. 2019 2030 4Jan 25  Fixed, 6.75% ......ccccvveeeiiirireeeeeins 893 907
EUR 5 million ......cooovviiiiiiieiiiiiiiee e 2019 2031 6 Mar 26 Fixed, 3.24% ...cc.coovvvvieeeeeiiiieeee 714 752
Tier 2 subordinated liabilities 20,792 21,863
ARION AT1 USD 100 million * ............ 2020 Perpetual 26 Mar '26 Fixed, 6.25% .........ccocvvveeeeniiiineeennnns 13,297 13,225
Additional Tier 1 subordinated lHabiliti€S .........oooviiiiiiii e 13,297 13,225
YU o Yol o [T g FoNa=To M= o L1 1T A= 34,089 35,088

* The Group applies fair value hedge accounting to these bond issuances and uses certain foreign currency denominated interest rate swaps as hedging
instruments, see Note 23.

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

33. Pledged assets

Pledged assets against liabilities 30.9.2022 31.12.2021
Assets, pledged as collateral againSt DOITOWINGS .........cocuiiiiiiiiiie it 335,701 287,449
Assets, pledged as collateral against loans from the Central Bank, credit institutions and short positions ................ 12,809 8,560
Pledged assets agaiNSt Habilities ........ccuuiiiiiiiiiiiii e e e e e e e e s ettt e e e e s s bbb eeae s 348,510 296,009
Thereof pledged assets against issued covered bonds held by the Bank .............ccccoviiiiiiiiiiiiiiiieeeeieeee e (67,955) (43,182)
Assets against repoed ISSUE DONGS .......coiuiiiiiiiiiiiii e e et e e s e st e e e e s s bbb ee e e e s anbrees 18,221 864
Pledged assets against [iabilitieS 0N DAIANCE .........ooiiiiiiiiiii e e 298,776 253,691

The Group has pledged assets against borrowings, both issued covered bonds and other issued bonds and loan agreements. Pledged
loans comprised mortgage loans to individuals. The book value of the borrowings was ISK 208 billion at period end (31.12.2021: ISK 203
billion).

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

The Group has issued covered bonds amounting to ISK 41 billion that can be used for repo borrowings at the Central Bank of Iceland, the
European Central Bank or sold if market conditions are favorable (31.12.2021: ISK 35 billion). Pledged assets against those covered bonds
are I1SK 50 billion (31.12.2021: ISK 42 billion).
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34. Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,510 million, with par value of ISK 1 per share. The
holders of ordinary shares are entitled to receive dividends as approved by the AGM and are entitled to one vote per share at shareholders'

meetings.

Share Oown Share Total Share Oown Share Total

capital shares  premium 30.9.2022 capital shares  premium 31.12.2021
Balance at the beginning of the year ... 1,660 (142) 21,166 22,684 1,730 (11) 49,612 51,331
Share capital reduction ..............cc.eee.... (150) 150 - - (70) 70 - -
Purchase of treasury shares ................ - (36) (6,422) (6,458) - (201) (28,446) (28,647)
Share option vested ...........ccccceevvinennnn. - 3 349 353 - - - -
Incentive scheme - 1 184 185 - - - -
Balance at the end of the period ....... 1,510 (24) 15,278 16,764 1,660 (142) 21,166 22,684
Own shares / issued share capital ....... 1.57% 8.54%

Based on a share buyback program authorized by the Financial Supervisory Authority of the Central Bank of Iceland (FSA) on 5 September
2022, Arion Bank bought back own shares for ISK 2,189 million during the third quarter. The buyback program amounts up to a total of 57.3
million shares or up to ISK 10 billion. Arion Bank management has decided to launch 50% of the buyback authorized by the FSA and
approved by the Board of Directors. The Program will end no later than 15 March 2023. Based on a share buyback program authorized by
the FSA and which was launched in October 2021, Arion Bank bought back own shares for ISK 4,269 million during the first quarter of 2022.
In March 2022 the programme was concluded. Buybacks in 2021 were based on authorisation from the FSA from 2020 and 2021.

At the AGM in March 2022 a motion was passed to reduce the Bank’s share capital by ISK 150 million at nominal value, totalling 150 million
shares, by cancelling the company’s own shares. The reduction was effective 4 April 2022. The company’s share capital was reduced from
ISK 1,660 million to ISK 1,510 million at nominal value, divided into an equal number of shares and with one vote attached to each share. At
the AGM in March 2021 a motion was passed to reduce the Bank’s share capital by ISK 70 million. The reduction was effective 20 April
2021.

Share options

The following share option contracts are in existence at period end. Number Exercise
of shares Exercise price
(in ths.) year (ISK)
Issued in 2021 (ISK 600,000) - employees of Arion Bank ............cccueiiiiiiiiiiiieiiiiiiieee i 13,520 2023-2026 95.5
Issued in 2022 (ISK 900,000) - employees of Arion Bank ..... 10,620 2023-2026 181.7
Issued in 2022 (ISK 1,500,000) - employees of Arion Bank .. 4,425 2023-2026 181.7
Issued in 2022 (ISK 1,500,000) - employees of subsidiaries 2,317 2023-2026 170.9
30,882
Movements in share options during the period. 30.9.2022 31.12.2021
Weighted Weighted

Number average Number average
of shares contract  of shares contract

(in ths.) rate (in ths.) rate
Outstanding at the beginning of the year ... 19,728 95.5 - -
Granted during the PEIIOU ..........cicuiiiiiiieee e 17,362 180.3 19,728 95.5
Forfeited during the PEriod ...........ccviiiiiiii e (2,916) 95.5 - -
Exercised during the period - average share price of ISK 187.6 at date of exercise ........... (3,292) 95.5 - -
Outstanding at the end of the PEriOd .........c.cviiiiiiiiiii e 30,882 143.2 19,728 95.5

No share options are exercisable at period end. Next exercise period is in February 2023.

Warrants

The warrants reserve represents the consideration received for outstanding warrants. Arion Bank issued 54 million warrants on 9 March
2021. The purchase price of the warrants amounted to ISK 15.6 per warrant, resulting in a total sale price of ISK 842.4 million. The warrant
issuing represents approximately 3% of the Bank's total share capital and the Bank is obliged to issue new shares when the warrants are
exercised. Approximately 48.5% of the total issue was sold to around 150 employees of the Group and 51.5% to professional investors. The
exercise period runs from Q4 2023 to Q3 2024.
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Other information

35. Shareholders of Arion Bank 30.9.2022 31.12.2021
(e 1o T 1) 1513 oo (1 OSSP OUPROPPRRPPRN 9.77% 8.83%
Lifeyrissjodur StarfSManN@ MKISINS ...........iiiiiiiiiii ettt et et e et e e st e e snnee s 9.60% 9.10%
LifeyriSSjOTUI VEIZIUNAIMANNA ... ..ottt ettt ettt ettt e ekt e ekt e e bt e e e st e e ese e e e bb e e e esbe e e ssbeeennbeeenntee 9.57% 8.81%
SHOTIT N, etk h bR b h b h e h bttt et b bt r ettt nenae e 5.20% 4.73%
51 (5 0T {3 Lo L O OUPU PP UPSPROPRPNY 3.86% 2.88%
2] T W1 (= (St [o Lo [ O OSSP UPRRRTR 3.47% 3.16%
BIU HEEYTISSJOOU ...ttt et sttt et e st s b e e h e e ae e e ae e e b e e e b e e s he e e as e e b e e nr e e sbeeesn e e e e e neesneesane e 3.27% 2.35%
FrAIST HTEYFSSIOUUIINN ...ttt e b e s b e e s e e et e e e e b e e se e st e e e e nneesaeeesnesane e 3.17% 2.88%
SEAPT TTEYFISSJOUUI ...ttt et b e e s b e e see e e s e e b e e se e e sea e e sneeneesneeeseesane e 2.97% 2.71%
TSIANASDANKI . ...ttt ettt ettt ettt a et s e et et s e et et es e e et e s et et e s e e e et e s e e et eteee et ereee et etens 2.63% 2.22%
HVBIUE N, etk ettt h bt et b e E bbbt bbbttt h e h et h bt h bttt r e 2.44% 2.22%
Kvika banki hf. . 2.16% 2.20%
FESta TEYTISSJOUUL ...ttt ettt e e e e s ae e e e e e e e s r e e s ee e s eneen e et e e saeesaeesane e 1.89% 1.23%
F Ao N o F= T a1 1 | SO PPPUPRIN 1.57% 8.54%
AIMENNT TIFEYIISSJOUU ...ttt s e st e e e e st e e s e e e e e e e e e e saeesaeeseneeanis 1.47% 1.33%
LANASDIET Nf. ..ot bbb h et h bbb R R bttt e 1.42% 0.97%
F N = ] oo 1 ST PO OV UROPRPPO 1.39% 0.91%
(=Yg o Ky o F= a1 (0 T ) SO PSP 1.31% 0.70%
[ V=T o =T 3 o] o i {13 o SRR 1.09% 1.07%
RV T Lo U= U4 o RO PSSP TP R PR UROPRPTN 0.99% 0.00%
KVIK@ @IGNASTYIING ...ttt e e e e h e e s a e e e ae e et e b e e s e e e sbe e e s e e r e e st e e sbe e e aeeeaneenneas 0.53% 1.31%
MAINFITSE BANK AG ...ttt ettt ettt e e ettt e sttt e st e e e se e ek bt e ees bt e e am ket e oa ket e anbe e e emseeeenneeeanbeeesnbeeesnbneennee 0.00% 1.19%
BOKSAI €. ...ttt b e bt h e R et e e n et e e he e e e be e e e anb e e nnbe e e nnteeennnee 0.00% 1.26%
Other shareholders with less than 1% Shareholding ............ccoiiiiiiiiiii e 30.25% 29.40%

100.0% 100.0%

At the end of the period the Bank's employees held a shareholding of 0.65% in Arion Bank (31.12.2021: 0.51%). The Board of Directors and
the members of the Bank's Executive Committee shareholding is as follows:

30.09.2022 31.12.2021

Warrants / Number Number

options of shares Warrants  of shares

Steinunn Kristin ThOrdardottir, DIFECION .........vvuveeeeeeeeeieeeieeeeeeeeee e - 12,000 - 12,000

Alternate directors of the BOAI ..........cccoeeiiiiiiieiiiiiti e eeeeeseeeeeeeseeeeeeeeeeees - 13,000 - 13,000

Benedikt GISIason, CEO ........ciiiiiiiiiieee ettt e e et e e e e e a e e e s enbraaaaessnnnnees 1,006,482 2,306,283 992,953 2,300,000

Eight members of the Executive Committee (31.12.2021: €ight) ........ccocoveeviieeriieeiineennns 4,945,258 722,751 4,482,724 1,633,076
Other members of the Board of Directors do not hold shares or warrants in Arion Bank.
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36. Legal matters

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

Contingent liabilities

Legal proceedings regarding damages

In a lawsuit brought in June 2013, Kortapjonustan hf. claimed damages from Arion Bank hf., islandsbanki hf., Landsbankinn hf., Borgun hf.
and Valitor hf. in the amount of ISK 1.2 billion plus interest. The lawsuit is a result of damage Kortapjénustan hf. contended the five parties
caused the company due to violations of the Competition Act. In June 2017 the Supreme Court dismissed the case on procedural grounds.
Since then, Kortapjénustan hf. and subsequently its largest shareholder EC-Clear have tried to initiate five lawsuits against the same
defendants which have all been dismissed, the last one in March 2021. In September 2021 EC-Clear has once again brought the same
matter of dispute, claiming damages in the amount of ISK 922 million plus interest, against the same defendants. In September 2022 the
District Court dismissed the claims. EC-Clear has appealed the dismissal. Should the defendants be found liable for damages, they would
be jointly responsible. Therefore, the Bank has not made any provision.

Consumer Association’s class-action lawsuit

The Consumer Association of Iceland sent a letter to Arion Bank, islandsbanki and Landsbankinn in April 2020 urging the banks to review
its contractual terms on variable rate mortgages to individuals. The letter called for revised terms and compensation to borrowers who,
according to the Association, have suffered damage. The Association’s argument is that standard contractual terms lack proper legal
grounds, as parameters for interest rate decisions lack transparency and predictability, thus causing a contractual imbalance to the
detriment of the consumer.

Arion Bank undertook a review of its contractual terms and processes for interest rate decisions in light of the letter, concluding that no
changes were required and that the Association’s arguments are unfounded. A reasoned response was sent to the Consumer Association in
September 2020. According to information published on the Consumer Association’s website, all three banks have rejected the
Association’s arguments.

The Consumer Association in May 2021 published an article on its website calling for participants in a class action lawsuit. The intention is
to commence court proceedings against Icelandic credit institutions to provide court precedents for loans with variable rates. Arion Bank
has received information requests from a legal firm representing approximately 1200 individuals and one case has been filed against the
Bank. The Bank has commissioned an outside opinion on its legal position and believes it likely that it will be acquitted of the claims and
has therefore not made any provision.

Administrative fine from Central Bank of Iceland

On 7 July 2020 the Financial Supervisory Authority of the Central Bank of Iceland (FSA) published its decision to impose an administrative
fine on Arion Bank of ISK 87.7 million due to the Bank’s alleged breach of an obligation to disclose insider information in a timely manner.
The decision was published on FSA’s website. Arion Bank paid the fine but filed a claim with the district court of Reykjavik in October 2020
demanding that FSA’s decision be annulled. A statement by FSA was submitted in the case in November 2020. Principal proceedings in the
case were held in March 2022 and with a judgment in April 2022 FSA was acquitted. The Bank has appealed the ruling.

Other legal proceedings

Since 2008 Arion Bank has formally been a party to proceedings in Luxembourg, commenced against the Luxembourg company R Capital
S.ar.l. and its beneficial owner, Mr. Umberto Ronsisvalle, for the collection of EUR 6 million plus interest. During this time, Kaupthing ehf.
has been the beneficial owner of the claim, with Arion Bank’s involvement limited to being the formal party to the proceedings while enjoying
indemnity from Kaupthing. The reason for the setup is a decision by the Icelandic Financial Supervisory Authority in 2009 during the split of
Kaupthing to the “new” and “old” bank. In 2019, a counterclaim was made against Arion Bank in the proceedings, for the net sum of EUR 24
million plus interest, with the Bank continuing to enjoy full indemnity from Kaupthing. In September 2021, Kaupthing and Arion Bank agreed
that all rights and liabilities in the Luxembourg proceedings would be transferred to Arion Bank. The Bank is still held harmless for any
liabilities associated with the claims and has therefore not made any provision.

The estate of TravelCo Nordic has filed a case against TravelCo hf. and the Bank in Denmark claiming payment in solidum in the amount of
DKK 58.1 million plus interest. The merits and arguments against the Bank are vague. The bankruptcy estate alleges that the Bank, as
owner of Heimsferdir ehf. and Terra Nova Sél ehf., contrived the sale of the companies to its subsidiary, Sélbjarg ehf., without real payment.
The transaction the bankruptcy estate is referring to is in fact the legal and lawful enforcement of security (i.e. share pledges) by the Bank
over the shares in Heimsferdir hf. and Terra Nova Sdél ehf. following a default on a facilities agreement to TravelCo hf. as borrower.
Following the enforcement, the Bank moved the companies to its holding company, Sélbjarg ehf., and the Bank remained the beneficial
owner of the companies. The Bank believes it likely that it will be acquitted of the estate’s claim and has therefore not made any provision.

37. Events after the reporting period

No event has arisen after the reporting period and up to the approval of these Condensed Consolidated Interim Financial Statements that
require additional disclosures.
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Off balance sheet information
38. Commitments
Financial guarantees, unused credit facilities and undrawn loan commitments 30.9.2022 31.12.2021
FINANCIAI QUAIANTEES ... .eiiiiiiiiiiiii ettt e et e e e e sttt e e e e s bbb et e e e e aa kbbb et e e e s aa bbb e e e e e e asbb e e e e e e ansbbneeeeesannbees 21,381 15,858
(8 TUEY=To Mo AV Z=T (o [ =\ 1 £ TN 59,002 63,108
UNArawn (08N COMMUIEMENTS ....uuuuiiiiiiiiiiie e et e ettt et e e e et e e e e e eeaaa e e e e e e eaasaa s eees e s s baa s eeessessaaneeeeesssasaanaaeeeeees 105,532 108,691
Financial guarantees, unused credit facilities and undrawn loan cOmMmMItMENtS ........cccceeviiiiniiiiiii e 185,915 187,657
39. Assets under management and under custody
YNy = ST To (=T g Fo T P Vo T=T 4 =Y o | PP RPN 1,276,981 1,351,573
PN STY= ST Vo (=T ol U] (oo Y SRR 1,102,402 1,148,203

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

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

Related party

40. Related party

At the end of the period no shareholder was defined as related party with an influence over the Group (31.12.2021: none).

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

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

Balances with related parties

Net
30.9.2022 Assets  Liabilities balance
Board of Directors and key Management PErSONNEN ..........ccuuiiiiiiiiiiiiiee e 87 (1,280) (1,193)
Associates and other related PArtieS ............oooiiiiiiiieiiiii e e e e 1 (208) (207)
Balances With related PArties ..........oceoiiiiiii e e 88 (1,488) (1,400)
31.12.2021
Board of Directors and key Management PErSONNE| ..........ccuueiiiiiiiiiiiieeiiiiiiiee e 139 (284) (145)
Associates and other related PArtieS ............oooiiiiiiiiie i e e e s 530 (311) 219
Balances with related PArtieS ..........cooooiiiiiiii e 669 (595) 74
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Risk management disclosures

The Group faces various risks arising from its day to day operations. Managing risk is 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 and this process enables the Group to ensure that the exposure to risk remains within acceptable
levels.

Further information on risk management and capital adequacy is provided in the Annual Financial Statements for 2021, and in the Pillar 3
Risk Disclosures for 2021 and in the quarterly Additional Pillar 3 Risk Disclosures. These documents are available on the Bank's website,
www.arionbank.com.

41. Credit risk

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

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

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

The Group grants credit based on well informed lending decisions and seeks to build business relationships with customers that have good
repayment capacity and are backed by strong collateral. The risk level of each credit is considered in the pricing.

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

Exposure to credit risk

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

- Real estate: Residential property, commercial real estate and land

- Cash and securities: Cash, treasury notes and bills, asset backed bonds, listed equity, and funds that consist of eligible securities
- Vessels: Ships with assigned fishing quota and other vessels

- Other collateral: Fixed and current assets including vehicles, equipment, inventory and trade receivables

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

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

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

of IFRS 9
Collateral
Maximum  Cash and Real Other Total
30.9.2022 exposure  securities estate Vessels collateral collateral
Cash and balances with Central Bank ...........cccoeeeiiiiiiiieeiieeniinnnen, 68,149 - - - - -
Loans to credit institutions at amortized COSt .............ccveeererrrennnnn. 50,702 - - - - -
Loans to customers at amortized COSt ........ccoeuveeeiiiiiiiirienieeereeenen, 1,045,152 26,267 261,825 52,643 84,199 424,934
Lo [V o (U= 1SN 571,487 - - - - -
502,148 - 502,116 - 32 502,148
69,339 879 18,638 18 18,219 37,754
COIPOTFALES ....eiieiiiiiiiii ettt e e 473,665 26,267 261,825 52,643 84,199 424,934
Real estate activities .. . 104,487 746 99,051 - 576 100,373
Construction ........ 47,149 491 40,866 49 2,658 44,064
Fishing industry 84,643 1,039 12,684 50,351 15,289 79,363
Information and communication technology ... 23,021 76 1,458 - 13,061 14,595
Wholesale and retail trade ..................... 73,517 279 51,106 24 16,245 67,654
Financial and insurance activities 44,642 23,204 7,266 - 12,269 42,739
Industry, energy and manufacturing 40,952 262 23,674 - 14,906 38,842
Transportation 15,070 - 2,488 1,031 3,409 6,928
Services 19,602 144 11,086 1,182 4,916 17,328
Public sector 8,542 26 2,153 6 159 2,344
Agriculture and forestry 12,040 - 9,993 - 711 10,704
Other assets with credit Sk ...........cooeeeiiiiiiiiiiiii s 10,791 - - - - -
Financial QUArantees ..........ccovvueeeriieeiiie e 21,381 2,219 5,501 36 2,819 10,575
Undrawn loan commitments and unused overdrafts .................... 164,534 - - - - -
Fair value through OCI .......c.cooiiiiiiiiieiiceee e 134,250 - - - - -
Government bonds 114,796 - - - - -
Bonds issued by financial institutions and corporates ............... 19,454 - - - - -
Balance at the end of the period .........cccccceeiiiiiiiiees 1,494,959 28,486 267,326 52,679 87,018 435,509
31.12.2021
Cash and balances with Central Bank ...........cccccceeiiieiiiieinieennnns 69,057 - - - - -
Loans to credit institutions at amortized cost .. 28,156 - - - - -
Loans to customers at amortized COSt ...........eveveveeeveeeeiiiieieieeeeeees 936,237 29,159 704,442 42,797 85,030 861,428
INAIVIAUAIS ..o 526,498 712 481,088 15 15,139 496,954
463,458 22 463,402 - 34 463,458
63,040 690 17,686 15 15,105 33,496
COIPOFALES ....eiiieiiitiiiie ettt e e e 409,739 28,447 223,354 42,782 69,891 364,474
Real estate aCtiVItIes ..........ccceeiiiiiiiiie e 90,321 329 87,256 - 1,752 89,337
Construction 37,010 486 33,597 48 1,876 36,007
Fishing industry 78,094 1,967 12,850 40,999 21,056 76,872
Information and communication technology . 16,736 939 1,219 - 1,684 3,842
Wholesale and retail trade ..................... 65,298 154 49,874 29 9,107 59,164
Financial and insurance activities 45,798 24,433 1,814 - 12,877 39,124
Industry, energy and manufacturing 27,919 7 15,206 - 11,040 26,253
Transportation 14,162 - 1,556 1,556 3,395 6,507
Services 17,269 119 8,559 143 6,235 15,056
Public sector 6,918 13 2,120 7 193 2,333
Agriculture and forestry 10,214 - 9,303 - 676 9,979
Other assets with credit riSK ...........cooeeeiiiiiiiiiiiie s 12,721 - - - - -
Financial guarantees ............cccvvvvveiiiiiiiie e 15,858 1,184 5,618 41 3,888 10,731
Undrawn loan commitments and unused overdrafts .................... 171,799 - - - - -
Fair value through OCI ..o 133,825 - - - - -
GovernMENt BONAS .........oovvvuiiiiiiiiiie e 112,824 - - - - -
Bonds issued by financial institutions and corporates ............... 21,001 - - - - -
Balance at the end of the period ........cccccoviiiiiii e, 1,367,653 30,343 710,060 42,838 88,918 872,159
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41. Credit risk, continued

LTV ratio for residential mortgage lending

The following table describes the loan to value (LTV) and impairment status of the Group's residential mortgage portfolio. LTV is calculated
as the ratio of the gross carrying amount of the loan to the value of the collateral without adjusting for possible costs of obtaining and selling
the collateral. As of 30.9.2022, the Bank has adopted a new real estate valuation model, which replaces the government tax value and is
used when observed market value becomes older than 2 years. The new model gives an estimate of current value on a monthly basis.

30.9.2022 31.12.2021

Gross Thereof Gross Thereof

carrying credit carrying credit

amount  impaired amount impaired

LSS tNAN 500 ..eievviieiiiie ettt ettt et e et e et e et e st e et e e et e e et e e e a e e e br e e antaeeanaeen 232,255 2,232 137,392 1,194
50-70% 196,917 988 233,904 1,975
70-90% 70,774 629 88,276 1,112
9010090 ...ttt eet ettt e e bt e et ae e e t—e e e aa e e et e e aabeeearbeeeaareeenes 1,198 148 1,821 209
00T 0L SO OUPRPPRt 413 72 753 50
MOTE thAN L1L10D0 ..ottt ettt ettt e e e et e et e e et e e sabe e e sabeeesbaeessaeeesaeesneeeanes 980 67 1,716 -
NOT CIASSIFIEA ...ttt e e st e e e e st e e e e anbbeeeeeeaans - - 33 -
Balance at the end of the Period ... 502,537 4,136 463,895 4,540

Collateral for financial assets in stage 3

At the end of the period, the gross carrying amount of assets in stage 3 was ISK 14,639 million (31.12.2021: ISK 17,703 million) with ISK
11,050 million in collateral (31.12.2021: ISK 14,421 million), thereof ISK 9,712 million in real estate (31.12.2021: 12,875 million).

Collateral repossessed

During the period, the Group took possession of assets due to foreclosures. The total value of real estate the Group took possession of
during the period and still holds at the end of the period is nil (31.12.2021: ISK 422 million) and nil in other assets (31.12.2021: ISK 34
million). The assets are held for sale, see Note 28.

Large exposures

A large exposure is defined as an exposure to a group of financially related borrowers which is equal to or exceeds 10% of the Group's Tier
1 capital according to the Financial Undertakings Act No. 161/2002 and Regulation No. 233/2017 on Prudential Requirements. The legal
maximum for individual large exposures is 25% of Tier 1 capital, net of eligible credit risk mitigation.

The Group had three large exposures at the end of the period. At year end 2021 the Group had one large exposure.

30.09.2022 31.12.2021
No. Gross Net Gross Net
TSRO 12.5% 12.5% 11.5% 11.4%
PP 11.7% 11.7% <10% <10%
L TP O ST TP P R TPPRPPRRURRPRTO: 10.9% 10.8% <10% <10%
Sum of large exposure gross and Net > 10%0 ......ccccueeeirriiiiiiiiee e 35.1% 35.0% 11.5% 11.4%

Credit quality

The Group uses internal credit ratings and external credit ratings, if available, to monitor credit risk. The Group's internal credit rating
system rates customers through application of statistical models based on a variety of information that has been determined to be
predictive of default. This includes demographic, behavioral, financial and economic data, coupled with qualitative expert judgment for large
corporate exposures. Six exposure type models rate individuals' exposures — mortgages, consumer loans, auto loans, guarantees, loans to
individuals for work purposes and other loans. The models are validated annually and recalibrated and updated with current data with the
aim of maintaining their predictive power. Year-on-year changes in risk classification of loans may in part be due to model refinement.
External ratings are primarily used for marketable securities and loans to credit institutions. For further information on the rating scales
used, see Note 56 of the Annual Financial Statements for 2021.

The following tables show financial instruments subject to the impairment requirements of IFRS 9 broken down by rating scale, where risk
class 5, DD, denotes the highest risk. Assets carried at fair value through profit and loss are not subject to the impairment requirements of
IFRS 9. The tables below sum up the gross carrying amount of assets by rating class and impairment stage. The gross carrying amount net
of loss allowance is the book value of the underlying assets. For off-balance sheet exposures, the nominal amount is shown. FVOCI stands
for fair value through other comprehensive income.

Exposures that are 'Unrated' are typically due to newly formed entities, entities for which the Bank's rating models are not applicable or no
external rating is available.
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41. Credit risk, continued
Credit quality profile for financial instruments subject to IFRS 9 impairment requirements Financial
Cash and Loans to instru-
30.9.2022 balances credit ments at
Loans to credit institutions, securities and cash with CB  institutions FvoCl
INVESTMENT GIAUE ...t e e e e ettt e e e e e bbb et e e e s an bbbt e e e e e s bbb e e e e s enbbneeens 68,149 50,702 134,239
NON-INVESTMENT AU ...ttt ettt et et e e bt e s bt e et bt e e bt e e e aneeeneee s - - -
GrOSS CAITYiNG @IMOUNT cooiiiiiiiee ettt e ettt et e e e e et e e e e et bbb et e e e s s bbb et e e e e s nabbe e e e e e e sbbbeeeeeaanbbaneeeas 68,149 50,702 134,239
LOSS @IIOWANCE ...ttt ettt ekt h et e e e et e et e e e e et et na e - - 11
1o To] QN VZ: LU= SRS PERPP 68,149 50,702 134,250
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA t0 A-) .ooooiiiiiiiiee et 363,180 3,755 - 44 366,979
Risk class 1 - (Grades BBB+ to BBB-) .. ... 311,508 4,814 - 91 316,413
Risk class 2 - (Grades BB+ t0 BB-) ......cccuuviiieiiiiiiiiee et 187,830 39,215 - 8 227,053
Risk class 310 4 - (Grades B+ t0 CCC-) .....oocviiiiiiiiiiiieeie e 77,639 41,707 - 59 119,405
RISK CIASS 5 = (DD) ..eieiiiiiiiiiiee ittt ettt e e e e e e e s nbaaeea e e e - - 14,454 185 14,639
L84 T= =Y SRRSO 4,764 3,914 - - 8,678
Gross carrying amount .. 944,921 93,405 14,454 387 1,053,167
Loss allowance ................ (1,821) (1,769) (4,425) - (8,015)
BOOK VAIUE ...ttt e et e e e e et e e e e s st aaeaeeennne 943,100 91,636 10,029 387 1,045,152
Loans to customers - Individuals
Risk class 0 - (Grades AAA to A-) ... . 282,885 1,886 - 44 284,815
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccoveiiiiiiiiiiniee e 200,707 3,312 - 91 204,110
Risk class 2 - (Grades BB+ t0 BB-) .......cccueeieiiiiiiiiieeiiiiiicee et 40,308 15,161 - 8 55,477
Risk class 310 4 - (Grades B+ t0 CCC-) ......cccvviiiiiiiiiiieiieeeeeeee e 11,479 11,037 - 59 22,575
RISK CIASS 5 = (DD) .eeeeiiiiiiiieeeeiiieie ettt et ee e e eee s - - 6,030 185 6,215
L83 T= (=T [ SRR PRSRRIN 157 1 - - 158
GroSS Carrying @mMOUNT ....ooovviiiieeeiiiiiie e e et e e e e e et e e e s nnaneeeeeas 535,536 31,397 6,030 387 573,350
LOSS @lIOWANCE ...ttt (359) (323) (1,181) - (1,863)
BOOK VAIUE ...ttt e e e s e e e e enaaaeaeeas 535,177 31,074 4,849 387 571,487
Loans to customers - Corporates
Risk Class 0 - (Grades AAA 10 A=) ...eviiiiiieiiiie e 80,295 1,869 - - 82,164
Risk class 1 - (Grades BBB+ t0 BBB-) .......cccccoveiiiiiiiiiiiiieiee e 110,801 1,502 - - 112,303
Risk class 2 - (Grades BB+ t0 BB-) .......cccueeieeiiiiiiiieiiiiiiicee et 147,522 24,054 - - 171,576
Risk class 310 4 - (Grades B+ t0 CCC-) ......cccvviiiiiiiiiiieie e 66,160 30,670 - - 96,830
RISK ClaSS 5 = (DD) ...vvtiiiiiieiiiie ettt - - 8,424 - 8,424
L0 ] (Yo 4,607 3,913 - - 8,520
GrosSs Carrying amMOUNT .......coouiiiiiiieiireeeiee ettt 409,385 62,008 8,424 - 479,817
LOSS @IIOWANCE ....uvvviiiiiiiiiiiiiiiiiieieeeeeeee ettt e e e e e e (1,462) (1,446) (3,244) - (6,152)
BOOK VAIUE ...ttt et e e e earaaea e 407,923 60,562 5,180 - 473,665
Loan commitments, guarantees and unused credit facilities
Risk class 0 t0 1 (Grades AAA t0 BBB-) .....ccceeiiiiiiiiiiiciiie e 111,024 1,904 - - 112,928
Risk class 210 4 (Grades BB+ t0 CCC-) ...coovvviiiiiiiiiiiiieei it 49,582 14,564 1,527 - 65,673
[0 4] = =T PSP PUPT PP 7,196 118 - - 7,314
N[0T 011 - LSRR 167,802 16,586 1,527 - 185,915
LOSS @lIOWANCE ......oeiiiiiiiiiie e (256) (234) (583) - (1,073)
Nominal €SS 0SS AllOWANCE ......uuuiiiiiiiiiieee e 167,546 16,352 944 - 184,842
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Notes to the Condensed Consolidated Interim Financial Statements
41. Credit risk, continued
Financial
Cash and Loans to instru-
31.12.2021 balances credit ments at
Loans to credit institutions, securities and cash with CB  institutions FvoCl
Investment grade ....... . 69,057 28,125 137,667
NON-INVESTMENT QAU ...ttt ettt ettt e et e e bt e s bt e e bb e e e bt e e e nneeeneee s - 31 -
GrOSS CAITYiNG @IMOUNT cooiuiiiiiiee ettt ettt e e e e et e e e e e bbb e et e e e s s bbb e et e e e s abb e e e e e e ensbbeeeeeaanbbaneeeas 69,057 28,156 137,667
LOSS @IIOWAINCE ...ttt ettt ettt e e ettt e e oottt e e e e e ae bt e e e e ettt e e e e et e e e e e e s e e s - - (13)
2 ToTo] QN VZ: LU= USSR 69,057 28,156 137,654
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk Class 0 - (Grades AAA 10 A=) ..t 163,670 3 - 41 163,714
Risk class 1 - (Grades BBB+ t0 BBB-) .......ccccooiiiiiiiiiiiiiiiiee i 348,912 - - 12 348,924
Risk class 2 - (Grades BB+ 10 BB-) ........ccceeviiiieiiiiieiiiee it 218,228 21,582 - 105 239,915
Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuviieiiiiiiiiiieeiiiiiieee e eiieeeee s 128,930 43,034 - 35 171,999
Risk class 5 - (DD) . . - - 17,469 236 17,705
18141 2= =T [P OUPPUPT PP 1,188 392 - - 1,580
GroSS Carrying @MOUNT ......ceiiiieeiiieeiiieeeeeeeeeeeestee e e e sbee et e e nne e e e e ennees 860,928 65,011 17,469 429 943,837
LOSS @lIOWANCE ... (1,313) (1,806) (4,480) 1) (7,600)
BOOK VAIUE ..ttt a e e st e e e e e naes 859,615 63,205 12,989 428 936,237
Loans to customers - Individuals
Risk Class 0 - (Grades AAA 10 A=) ...t 120,152 - - 41 120,193
Risk class 1 - (Grades BBB+ to BBB-) .. 276,228 - - 12 276,240
Risk class 2 - (Grades BB+ to BB-) ........ 88,083 6,963 - 105 95,151
Risk class 3 to 4 - (Grades B+ to CCC-) . 23,961 6,394 - 35 30,390
RISK ClaSS 5 = (DD) ...veieiuiiieiiiieeiiee ettt ettt e e nnnee e e - - 5,947 236 6,183
L8131 2= =T [P PR PPPPRPRON 4 225 - - 229
GroSS Carrying amOUNT ......ccuieiiiiiie et 508,428 13,582 5,947 429 528,386
LOSS @lIOWANCE ... (490) (246) (1,151) 1) (1,888)
BOOK VAIUE ..ttt e 507,938 13,336 4,796 428 526,498
Loans to customers - Corporates
Risk class 0 - (Grades AAA 10 A=) ...ttt 43,518 3 - - 43,521
Risk class 1 - (Grades BBB+ to BBB-) 72,684 - - - 72,684
Risk class 2 - (Grades BB+ 10 BB-) ........ccceeiiieiiiiieiiiie i 130,145 14,619 - - 144,764
Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuvviiiiiiiiiiieeiiiiiiieeeesiiieee e 104,969 36,640 - - 141,609
RISK ClaSS 5 = (DD) ...veieiuiiieiiiie ettt ettt ettt e e e e e - - 11,522 - 11,522
L8731 7= =T [PPSR PUUPRPRON 1,184 167 - - 1,351
GroSS Carrying @mMOUNT ......ouviiiieeiiiiieie et e et arneee e 352,500 51,429 11,522 - 415,451
LOSS @lIOWANCE ......oviiiiiiiiiiice e (823) (1,560) (3,329) - (5,712)
BOOK VAIUE ..ttt e 351,677 49,869 8,193 - 409,739
Loan commitments, guarantees and unused credit facilities
Risk class 0 t0 1 - (Grades AAA t0 BBB-) .....cccccviiiiiiiiiiieeeee e 106,445 - - - 106,445
Risk class 2 t0 4 - (Grades BB+ 10 CCC-) ....ccvevviviiiiiiiieiiieeiee e 65,119 5,479 1,614 - 72,212
[ (Yo N 8,703 297 - - 9,000
NOMINAL e e e e e st e e e e e e b bt e e e e s s enbbreeae s 180,267 5,776 1,614 - 187,657
LOSS @lIOWANCE ...ttt (293) (91) (344) - (728)
Nominal 1ess 0SS alloOWaNCe ........ccooeeiiiiiiici e 179,974 5,685 1,270 - 186,929
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

41. Credit risk, continued

Sector split, gross carrying value and loss allowance for financial instruments subject to IFRS 9 impairment requirements

30.09.2022

Loans to credit instit., securities & cash ....................
Loans to individuals ...........coovvveeiiiiiiiiiieeeeieee e

Loans to corporates ..
Real estate activities ..........c.cccevvveiiiiiiniiceieee
CONSLIUCLION ...
Fishing industry ..........ccoocuuees
Information and communication technology ...........
Wholesale and retail trade ...........ccccoovveiiiieiiieennns
Financial and insurance activities ....
Industry, energy and manufacturing
Transportation ............cccoeveveeiieeeieerieeee e
Services .....
Public Sector
Agriculture and forestry .......ccccovvveeeeiiiiiiiieenniinns

Balance at the end of the period ............c.coceene.

31.12.2021

Loans to credit instit., securities & cash ....................

Loans to individuals ..........ccoovvveeieeiiiiiiieeeeeiiieee e

Loans to corporates ..
Real estate activities ..........c.ccceviieiniiiiniiceeee
CONSLIUCLION ...
Fishing industry ..........ccoecuuves
Information and communication technology ...........
Wholesale and retail trade ...........ccccovveeiiiieiiieennns
Financial and insurance activities ....
Industry, energy and manufacturing
Transportation ............cccoeveveerieeniecsieee e
Services .....
Public Sector
Agriculture and fOrestry ..........ccoocveenieiniiciniieenns

Balance at the end of the period ..............ccccooe.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022
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Stage 1 Stage 2 Stage 3
Gross Gross Gross
Carrying Loss Carrying Loss Carrying Loss Book
amount  allowance amount  allowance amount allowance value
253,090 11 - - - - 253,101
535,536 (359) 31,598 (323) 6,216 (1,181) 571,487
471,566 (67) 26,835 (145) 4,136 (177) 502,148
63,970 (292) 4,763 (178) 2,080 (1,004) 69,339
409,385 (1,462) 62,008 (1,446) 8,424 (3,244) 473,665
92,279 (215) 10,780 (128) 2,128 (357) 104,487
42,609 (187) 4,297 (34) 472 (8) 47,149
72,358 (128) 12,394 (290) 399 (90) 84,643
20,200 (93) 2,895 (48) 96 (29) 23,021
56,359 (228) 16,754 (576) 2,130 (922) 73,517
37,410 (197) 7,321 (158) 758 (492) 44,642
37,520 (80) 3,545 (71) 59 (21) 40,952
14,736 (68) 171 4 974 (739) 15,070
16,330 (114) 2,798 (125) 1,274 (561) 19,602
8,181 (32) 403 (10) - - 8,542
11,403 (120) 650 2) 134 (25) 12,040
1,198,011 (1,810) 93,606 (1,769) 14,640 (4,425) 1,298,253
231,051 (23) - - - - 231,038
508,428 (490) 13,777 (246) 6,181 (1,152) 526,498
450,305 127) 9,055 (84) 4,536 (228) 463,457
58,123 (363) 4,722 (162) 1,645 (924) 63,041
352,500 (823) 51,429 (1,560) 11,522 (3,329) 409,739
80,318 (160) 7,092 (45) 3,472 (356) 90,321
34,382 (49) 2,411 (24) 317 27) 37,010
69,632 (58) 8,193 (199) 653 (127) 78,094
15,949 (58) 792 (39) 128 (36) 16,736
46,824 (162) 17,362 (1,032) 3,420 (1,114) 65,298
37,275 (135) 8,411 (45) 733 (441) 45,798
25,937 (49) 1,900 (10) 170 (29) 27,919
12,474 (32) 1,065 ) 1,649 (992) 14,162
14,125 (70) 2,796 (153) 721 (150) 17,269
6,499 (29) 343 4) 110 1) 6,918
9,085 (21) 1,064 @) 149 (56) 10,214
1,091,979 (1,326) 65,206 (1,806) 17,703 (4,481) 1,167,275
Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

41. Credit risk, continued

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

Transfers of financial assets between impairment stages

All transfers are presumed to occur before any corresponding remeasurement of the loss allowance.

Net remeasurement of loss allowance

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

New financial assets, originated or purchased

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

Derecognitions and maturities

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

Write-offs

The amount after net remeasurements of loss allowance written off during the year.

30.9.2022
Impairment loss allowance * Stagel  Stage2  Stage 3 POCI Total
Balance at the beginning of the year .........cccccocviiiiiiiiiii e (1,606) (1,897) (4,824) Q) (8,328)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ...ccuevveeiiiiiiiiiee e (798) 566 232 - -
Transfers to Stage 2 (lifetime ECL) ......ccocoveiiiiiiiieeereeee e 239 (304) 65 - -
Transfers to Stage 3 (credit impaired financial assets) .. 24 113 (137) - -
Net remeasurement of l0SS @llowance ** .............cccocvviiiiiiie s 995 (612) (788) 1 (404)
New financial assets, originated or purchased .............cccccviiviiiieiniiiieeee e (1,535) (202) (1,013) - (2,750)
Derecognitions and MAtUIItIeS ...........cccoviiiiiiieiie e 603 326 1,320 (166) 2,083
WWIHIEE-0FFS % ettt bbb 1 7 137 166 311
Impairment 10Ss allowance **** ... (2,077) (2,003) (5,008) - (9,088)
Impairment loss allowances for assets only carrying 12-month ECL ............... 11 - - - 11
Total impairment 10SS AllOWANCE .......cooviiiiiiiiiiiiiii e (2,066) (2,003) (5,008) - (9,077)

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

** During the period the loss allowance balance for stage 3 loans was raised by ISK 406 million due to unwinding of interest income.
*** During the period an amount of ISK 540 million was written off but is still subject to enforcement activities subject to Icelandic law.

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
41. Credit risk, continued
Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ..........cccccvciiiiiiiiiic e, (1,313) (1,806) (4,480) (1) (7,600)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ....cccevvveiviiiiiiiieeiiieeee e (747) 515 232 - -
Transfers to Stage 2 (lifetime ECL) ......ccoovveiiiieiniieeiiieeiiee e 221 (286) 65 - -
Transfers to Stage 3 (credit impaired financial assets) .............ccveee.... 24 112 (136) - -
Net remeasurement of loss allowance ....... 856 (446) (499) 1 (88)
New financial assets, originated or purchased .............cccccoovvviiiiiiiiiieeeenn. (1,169) (136) (1,013) - (2,318)
Derecognitions and Maturities ...........cocoveiiireiiiie e 306 271 1,269 (166) 1,680
WWIIEE-0FFS .ttt et 1 7 137 166 311
Total loss allowance for loans to CUStOMers ..........cccceeceiiiiiiiiiieiiens (1,821) (1,769) (4,425) - (8,015)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ..........ccccocviiiiiiiiiieeieeee (492) (246) (1,151) 1) (1,890)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....cceevveiviiiiiiieeniiiiiieeeeee (414) 243 171 - -
Transfers to Stage 2 (lifetime ECL) .......cccccoevveiiiiieiieeeeeeeeee 77 (112) 35 - -
Transfers to Stage 3 (credit impaired financial assets) .... 14 99 (113) -
Net remeasurement of l0Ss allowance ..............cccooeveiieninnc e 539 (320) (345) 1 (125)
New financial assets, originated or purchased ..............cccccovvveeieennns (178) (56) (40) - (274)
Derecognitions and Maturities ...........cccocceiiriiniieieeree e 94 62 107 - 263
WIEE-OFS et 1 7 155 - 163
Total loss allowance for loans to individuals .. (359) (323) (1,181) - (1,863)
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year ...........ccccccooiiiiiiiiiice (821) (1,560) (3,329) - (5,710)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ......cccociviiiiiiiienieiieeees (333) 272 61 - -
Transfers to Stage 2 (lifetime ECL) .......cccvvvveeviiiiiiieeeiiiiieee e 144 (174) 30 - -
Transfers to Stage 3 (credit impaired financial assets) .................. 10 13 (23) - -
Net remeasurement of loss allowance ............. 317 (126) (154) - 37
New financial assets, originated or purchased (991) (80) (973) - (2,044)
Derecognitions and MAatUFItIES .........ccuuvvvieiiiiiiiiiee s 212 209 1,162 (166) 1,417
WIIEE-OFFS . e - - (18) 166 148
Total loss allowance for loans to COrporates ........ccccvvvvveveeesiiiinnnns (1,462) (1,446) (3,244) - (6,152)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year .............ccoccoviiiiiicic (293) (91) (344) - (728)
Transfers
Transfers to 12-month ECL ... (51) 51 - - -
Transfers to lifetime ECL .......coocviiiiiiciiiic e 18 (18) - - -
Transfers to credit iImpaired ..o - 1 1) - -
Net remeasurement of 10SS @llOWaNCEe ...........cccovviviriiieiiieenececeee 139 (166) (289) - (316)
New financial commitments originated ... (366) (66) - - (432)
Derecognitions and Maturities ..........cc.cccoviveiiienieeeneeeeeee 297 55 51 - 403
Total loss allowance for loan commit., guarantees, unused facilities . (256) (234) (583) - (1,073)
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Notes to the Condensed Consolidated Interim Financial Statements
41. Credit risk, continued
31.12.2021
Impairment loss allowance * Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ..........cccoooiiiiiiiiii e (2,083) (3,882) (6,995) (84) (13,044)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ....ceevveeiiiiiiiiieeniiiiecee e (1,741) 1,465 276 - -
Transfers to Stage 2 (lifetime ECL) .........ccccevvvnenne . 202 (293) 92 1) -
Transfers to Stage 3 (credit impaired financial assets) ...........cccccvvevviinens 60 382 (442) - -
Net remeasurement of 10SS allOWANCE ** ..........ueiiiiiiiiiiiie s 3,137 243 (1,332) - 2,048
New financial assets, originated or purchased .............cccccooiiiiiieiniiiieeee e (1,969) (374) (327) - (2,670)
Derecognitions and MAtUIItIeS ...........cccoviiiiiiiieiienee e 782 552 1,525 (289) 2,570
WWIIEE-0FFS ™% ettt ettt 6 10 2,379 373 2,768
Impairment 10Ss allowance *** ... (1,606) (1,897) (4,824) 1) (8,328)
Impairment loss allowances for assets only carrying 12-month ECL ............... (13) - - - (13)
Total impairment 10SS AllOWANCE ........cooiiiiiiiiiiiiiiii e (1,619) (1,897) (4,824) 1) (8,341)

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

** During the period the loss allowance balance for stage 3 loans was raised by ISK 468 million due to unwinding of interest income.
*** During the period an amount of ISK 2,101 million was written off but is still subject to enforcement activities subject to Icelandic law.

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

Impairment loss allowance for loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Balance at the beginning of the year ..........cccocciiiiiiiieee, (1,844) (3,305) (6,824) (84) (12,057)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ....cccevvveiiiiiiiiiiee e (1,585) 1,309 276 - -
Transfers to Stage 2 (lifetime ECL) ......cccocoveviiiiiniieeieeeeeeee e 190 (281) 92 1) -
Transfers to Stage 3 (credit impaired financial assets) ...........c.ccvee.... 58 377 (435) - -
Net remeasurement of [0ss allowance .................coooeeeeeeeeeeeececccccce, 2,774 21 (1,164) - 1,631
New financial assets, originated or purchased . (1,481) (267) (327) - (2,075)
Derecognitions and Maturities ...........cocoverieieiiiieiiiee e 569 330 1,523 (289) 2,133
WIEE-OFS et 6 10 2,379 373 2,768
Total loss allowance for loans to CUSTIOMErsS .........ccccceveiiiiiiiiiiecens (1,313) (1,806) (4,480) 1) (7,600)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ..........ccccocvviiiiiiiieeeeee (807) (395) (1,189) (84) (2,475)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ...ccceevveeiviiiiiiiieeniiiiieeeeeee (614) 454 160 - -
Transfers to Stage 2 (lifetime ECL) .......ccoccoevieiiiiieiieeeeeeee 112 (162) 51 1) -
Transfers to Stage 3 (credit impaired financial assets) .................. 43 157 (200) - -
Net remeasurement of 10Ss allowance .............cccococveviiiiiieiiicece, 921 (333) (472) - 116
New financial assets, originated or purchased ............c.ccccovcvveninieennns (341) (67) (107) - (515)
Derecognitions and maturities . 190 90 284 (289) 275
WWIEE-OFS ittt 6 10 322 373 711
Total loss allowance for loans to individuals ............cccccocoeeviieenns (490) (246) (1,151) 1) (1,888)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements
41. Credit risk, continued
Stage 1 Stage 2 Stage 3 POCI Total
Impairment loss allowance for loans to customers - Corporates
Balance at the beginning of the year .........cccccciiiiiiie (2,037) (2,910) (5,635) - (9,582)
Transfers of financial assets

Transfers to Stage 1 (12-month ECL) .....cccoovviveiiiieiiiieeieeeee (971) 855 116 - -
Transfers to Stage 2 (lifetime ECL) .......cccvvvveeiiiiiiiiieeiiiiiieee e 78 (119) 41 - -
Transfers to Stage 3 (credit impaired financial assets) .................. 15 220 (235) - -
Net remeasurement of 10SS allOWANCE ..........ccovvvviiiiieiiiiiiiiiieeeeeeeeiiae, 1,853 354 (692) - 1,515
New financial assets, originated or purchased ...........ccccccovieeniieennns (1,140) (200) (220) - (1,560)
Derecognitions and MAatUFItIES .........cc.ueveieeiiiiiiiieesiiiiee e e 379 240 1,239 - 1,858
WWIIEE-0FFS ettt - - 2,057 - 2,057
Total loss allowance for loans to COrporates ........cccccvvvvvivveesiiiinnnns (823) (1,560) (3,329) - (5,712)

Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year .............ccoccoviiiiiic (239) (577) (171) - (987)

Transfers

Transfers to 12-month ECL . (156) 156 - - -
Transfers to lifetime ECL .......cccvvviiiiiiiiiiiiee e 12 (12) - - -
Transfers to credit IMmpaired ...........c.ccoooveiieiieiisee e 2 5 @) - -
Net remeasurement of 0SS allOWANCE ..........ccoovviiiiiiiiiiiiiiiee e 363 222 (168) - 417
New financial commitments originated .............ccccoooiiiieiic i (488) (107) - - (595)
Derecognitions and maturities 213 222 2 - 437
Total loss allowance for loan commit., guarantees, unused facilities . (293) (91) (344) - (728)

Macroeconomic forecast

The calculation of expected credit losses under IFRS 9 uses forward-looking information in the form of scenarios where the development of
macro-economic variables is predicted. The expected credit loss is a probability-weighted average of the estimated forecasts over three
scenarios: base case 60%, pessimistic 30% and optimistic 10% (31.12.2021: base case 60%, pessimistic 20% and optimistic 20%). The
macroeconomic forecast and scenario probability weights is done by the Bank’s Chief Economist and approved by the Bank’s IFRS 9

committee. The following table shows values used for IFRS 9 impairment calculations.

Base case
2022 2023 2024
UNEMPIOYMENT FALE ...oiiiiveiiiie ettt ettt e e sttt e e e e sttt e e e e e s bt e e e e e e nbbbee e e e s s nbbaeeeeesannbbeeeeeennnnne 3.9% 3.9% 3.8%
HOUSING PFICES ...ttt ettt ettt s e e e e bt st e e s b e et e e e e sbeessa e e e e e e e e eneesree e 21.6% 7.1% 2.5%
Private CONSUMPLION .....iiiiiiiiiiiiiiit ettt ettt e e e ettt e e e s bbbt e e e e saab b e e e e e e annbbeeeeesantbbeeaeesnnbnnes 7.2% 3.1% 3.0%
[T PP PP PO P TP PP OPPPPPPPPPPRE 5.4% 2.8% 2.4%
Optimistic Pessimistic
2022 2023 2024 2022 2023 2024
UNemployment Fate ..........ccovviiiiiieiiieeeee e 3.2% 3.1% 3.0% 6.2% 7.1% 5.8%
HOUSING PrICES ..o 22.9% 9.6% 3.1% 19.9% 2.0% 0.7%
Private CONSUMPLION ......ooiiiiiiiiieiie e 8.5% 4.2% 3.3% 5.6% -1.2% 3.5%
GDP 7.7% 5.1% 2.5% 3.5% -0.4% 2.6%

Sensitivity analysis

Regarding macroeconomic outlook, see Note 3, Significant accounting estimates and judgements. The Group calculates loss for three
different scenarios, optimistic, neutral and pessimistic and the loss allowance is the weighted average of the results. As a sensitivity
analysis, it can be noted that the loss allowance in stage 1 and 2 for each of these scenarios separately is ISK 1.7 billion, ISK 3.0 billion and
ISK 6.9 billion for the optimistic, base case and pessimistic scenarios, respectively. At year end 2021 the corresponding calcualated loss

allowance was ISK 1.8 billion, ISK 3.3 billion and ISK 5.9 billion, respectively.
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41. Credit risk, continued

Forbearance

The Group grants forbearance measures to facilities where the customer is facing temporary difficulties and needs measures which would
not generally be available to customers. These forbearance measures include refinancing and renegotiations of loan terms, including loan
extensions and adjustment of the payment schedule. After forbearance measures have been granted, the facility is classified as forborne
for a period of at least 24 months. The forborne classification is not removed until the customer has demonstrated repayment capacity.

At the beginning of the Covid-19 pandemic, the Group partook in widely available schemes to grant moratoria to its customers. These were
not classified as forbearance in accordance with guidelines from EBA. These schemes have expired, and concessions granted to
customers facing temporary difficulties due to the public health crisis are now classified as forbearance when appropriate according to the

definition.
Stage 1 Stage 2 Stage 3 Total
Gross Gross Gross Gross
carrying Loss carrying Loss carrying Loss carrying Loss
30.09.2022 amount  allowance carrying  allowance carrying allowance carrying  allowance
INAIVIAUAIS ..o - - 9,131 (38) 2,734 (438) 11,865 (476)
COMPANIES ..o - - 21,468 (832) 5,256 (2,505) 26,724 (3,337)
TOUSM i - - 16,538 (638) 4,011 (2,262) 20,549 (2,900)
Other than tourism ............cceeveiieinene. - - 4,930 (194) 1,245 (243) 6,175 (437)
TOLAl i - - 30,599 (870) 7,990 (2,943) 38,589 (3,813)
31.12.2021
Individuals 10,972 (20) 1,962 (28) 2,695 (445) 15,629 (493)
Companies 10,912 (54) 17,440 (1,353) 7,104 (2,526) 35,456 (3,933)
TOUNSIM e 5,495 (40) 15,710 (1,148) 5,155 (2,055) 26,360 (3,243)
Other than tourism ..........c.cceevvieiniinenns 5,417 (14) 1,730 (205) 1,949 (471) 9,096 (690)
TOLAl e 21,884 (74) 19,402 (1,381) 9,799 (2,971) 51,085 (4,426)

Groups with special focus due to the Covid-19 pandemic

At the onset of the Covid-19 pandemic, three groups of customers were identified as a focus for an assessment of the impact of the
pandemic on the Group; i) Tourism; where there was a high probability of impact due to public health restrictions; ii) Customers which had
active Covid-19 related payment moratoria in the quarter leading up to the reporting date; and iii) Recipients of loans through government
sponsored loan schemes initiated as a consequence of the pandemic. The exposure to these groups is shown in the following table, broken
down by industry sector; the last remaining Covid-19 related payment moratoria expired in the quarter. Also shown is the amount secured
by real estate as this is the largest type of collateral for loans to customers. The same customer can be in more than one group.

Covid-19  Recipient

related governmen Thereof
Tourism payment sponsored All focus  secured by
30.09.2022 dependent  moratoria loans groups  real estate
INAIVIAUAIS ...t e e e et e e e e s e aaaeeeeennes 4,259 - 141 4,398 4,009
Real estate and CONSIIUCTION ......ccoivivieiiieiii e 11,854 - 1,135 12,431 12,250
FST= T =PRI 5,307 - 2,963 5,745 2,341
TrANSPOILALION ....vviiiiiiieieie e 7,407 - 79 7,413 533
Industry, energy and manufacCturing ............ccccevoiieiiiiieiie e 168 - 377 418 128
Wholesale and retail trades ...........eeviiiiiiiiiiiee e 44,327 - 16,369 45,106 36,267
[ 11T Y= (o £ 1,223 - 1,011 2,223 1,144
GrosSS Carrying @mMOUNT .....cccuiiiiiiiiiiie ettt 74,545 - 22,075 77,734 56,672
LOSS @lIOWANCE ..o (3,317) - (1,366) (3,369)
BOOK VAIUE ...ttt ettt ettt e e e et e e e e e et eeeaeesnnnbeen 71,228 - 20,709 74,365
31.12.2021
INAIVIAUAIS ... e e e e e e st e e e e s e raaeeeeennes 4,212 612 161 4,917 4,535
Real estate and CONSIIUCTION .........vvvvviiiiiiiiiiiiiieeeeeeeeeeeeeeee e 10,545 2,627 1,176 11,058 10,870
SEIVICES .uvveiiieiiiitiee e e ettt e e e e et e e e e e ettt e e e s s et b e e e e e e aenaeeeeeeaaaaaeeeeeaarraeeaeesaans 5,838 33 2,315 6,353 2,251
TrANSPOILALION .....eiiiiiiii ettt e s 8,679 - 867 8,685 358
Industry, energy and manufacturing ... . 152 550 536 1,119 826
Wholesale and retail trades ...........cevviiiiiiiiiiie e 43,766 12,588 18,336 44,527 39,681
(@)1 T=T g Y=To3 (o] £ RPN 1,347 - 1,065 2,409 1,282
GrosSs Carrying @mMOUNT ......cooiiiiiiieeiiee ettt e 74,539 16,410 24,456 79,068 59,803
LOSS @lIOWAINCE ....oeeiiiiiiiiie et e e e s (3,614) (955) (1,675) (3,683)
BOOK VAIUE ...ttt ettt ettt e e e e et e e e e e ansaaeeaaeesnnnrees 70,925 15,455 22,781 75,385

Book value of Covid-19 impacted loans was ISK 74,365 million or 7.1% of loans to customers (31.12.2021: ISK 75,385 million and 8.1%).
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42. Market risk

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

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

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

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

The Group manages and limits market risk exposure in accordance with its risk appetite and strategic goals for net profit.

Interest rate risk

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

The Group's interest rate risk for foreign currencies is limited as foreign denominated assets predominantly have short fixing periods and
the Group generally applies cash flow hedging for its foreign denominated fixed rate borrowings. For domestic rates, longer fixing periods
are more common.

At the beginning of the Covid-19 pandemic, the Icelandic Central Bank lowered interest rates to historic lows which resulted in sharp
increase in demand for non-indexed mortgages with floating rates in 2020 and first half of 2021. Inflation in Iceland, currently at 9.3% and
decreasing, has exceeded the Central Bank’s target of 2.5% since June 2020 and is expected to remain over the target throughout 2023.
The Central Bank has responded by increasing interest rates by 500bps since its lowest value of 75bps at the start of 2021. From the
second half of 2021 to the start of 2022, this resulted in a sharp increase in demand for non-indexed fixed rate mortgages with
corresponding increase in interest rate risk. The risk exposure has been receding in 2022 as the duration of those loans is shortening.

Interest rate risk

The following table shows the Group's interest-bearing assets and liabilities by interest fixing periods, thus showing the banks exposure to
interest rate risk. The figures for loans to customers and borrowings are shown on a fair value basis, see Note 23, and are therefore
different from the amounts shown in these Consolidated Financial Statements. The fair value reflects the likelihood of prepayment.
Defaulted loans are presented at book value, which is based on the value of the underlying collateral, and are therefore assumed to be
independent of interest adjustment periods and placed in the 'Up to 3 months' category.

30.09.2022 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank .........c..cooovvvuiiiieeiiiiiiiiieeeeeeeeien e 68,149 - - - - 68,149
Loans to credit iINSHIULIONS ..........cuvveiiieiiiiiieee e 52,643 - - - - 52,643
LOANS tO CUSTOMEIS ...ooiiiiiiiieeeiiiiiiie e e et e e et e e e ee e e e nnnaaes 638,370 82,853 276,553 11,172 12,375 1,021,323
Financial instruments ... . 62,261 60,586 25,989 6,197 2,431 157,464
ASSEES .iiiiiiie ettt e s 821,423 143,439 302,542 17,369 14,806 1,299,579
Liabilities
Due to credit institutions and Central Bank ...........ccccocovvvvvvieeeenn. 5,099 - - - - 5,099
DEPOSIES ettt 703,151 13,502 19,992 1,902 1,422 739,969
Borrowings .................. . - 22,175 293,857 43,667 11,915 371,614
Subordinated abilities .............veeviiiiiiiiiiiiie e - - 32,165 - - 32,165
LiabilitieS ooioviieiie e 708,250 35,677 346,014 45,569 13,337 1,148,847
Derivatives and other off-balance sheet items (net position) ........ (187,286) 17,417 153,296 - - (16,573)
Net iNtEreSt gap ....oocveiiiieiiie e (74,113) 125,179 109,824 (28,200) 1,469 134,159
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. Market risk, continued
31.12.2021 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank .........c..cooovvveeieeeiiiiiiieee e 65,501 - - - - 65,501
Loans to credit iNSHIULIONS ..........cuvviiiiiiiiiiieee e 30,272 - - - - 30,272
LOANS 1O CUSTOMETS ....oeovviiiciiieeciiie e ettt 578,253 107,607 235,275 4,920 11,124 937,179
Financial iINStIUMENTS ..........cuvviiiiiiiieiieee e e 42,731 64,162 39,278 5,431 249 151,851
ASSELES ..ttt e e e ana e 716,757 171,769 274,553 10,351 11,373 1,184,803
Liabilities
Due to credit institutions and Central Bank ...........ccccoocovvvvvveeeennn. 5,000 - - - - 5,000
[DTT oo TSP 655,476 - - - - 655,476
Borrowings 11,308 34,217 275,315 34,665 11,965 367,470
Subordinated liabilities ............ceevvviiiiiiiiiiiii, - - 35,860 - - 35,860
(I L1 L A= PO PRSR 671,784 34,217 311,175 34,665 11,965 1,063,806
Derivatives and other off-balance sheet items (net position) . (196,457) (5) 193,205 3,766 - 509
NEL INLErESE GAP .vvveiiiieiiiie et et s (151,484) 137,547 156,583 (20,548) (592) 121,506

Sensitivity analysis of interest rate risk

The following table shows the sensitivity of the Group's net present value (NPV) of interest-bearing assets and liabilities and variation of
annual net interest income (NII), due to changes in interest rates by currencies. The variation is calculated on the basis of simultaneous
parallel shifts upwards or downwards of yield curves. The choice of shifts is not an estimate of risk likelihood. Behavioral maturities are
taken into account in the NPV calculations, including prepayment likelihood and expected behavior of non-maturing deposits. The change
to NIl is however primarily based on contractual interest rate adjustments where it is simplistically assumed that all rates are equally
sensitive to the presumed change in market rates. Behavioral maturity assumptions are however applied for non-maturing deposits and a
zero percentage floor is applied to deposit interest rates. Changes were made to the NIl calculations in Q3 2022, for the reference date. The
interest rate shifts in both directions take account of the floor on interest rates so that when the floor has an effect then the shifts are

restricted.
30.09.2022 31.12.2021

NPV change in the banking book -100 bps  +100 bps -100 bps  +100 bps

ISK, CPIINAEX-NNKEA ....eoiiiieiiie ettt e e s (1,585) 2,326 (2,250) 2,418

ISK, NON iNAEX-TNKEA ...ttt 1,454 (1,518) 2,308 (2,322)

Foreign currencies (1,251) 1,165 338 (461)

NPV change in the trading book

ISK, CPIINAEX-IINKEA .....oeiiiiiii e s 207 (187) 93 (85)

ISK, NON INA@X-INKEA ...t 3 1 (41) 43

FOF@IGN CUIMTEINCIES ......viiiieiie ettt sttt e s 86 (85) 74 (74)

NIl change

ISK, CPIINAEX-NNKEA ..ottt (1,090) 1,090 (1,044) 143

ISK, NON iNAEX-INKE ...ttt e et e e e e e neeeann (1,411) 194 (2,688) 1,332

FOT@IGN CUIMENCIES ...ttt ettt ettt et e e s e e s e nbne e (580) 228 (101) 101
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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42. Market risk, continued

Indexation risk

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

Book value and maturity profile of indexed assets and liabilities

30.09.2022 Uptol 1to5 Over 5

Assets, CPI index-linked year years years Total
LOANS t0 CUSIOMIEIS ... oiiiiiiie ettt e e e e e et e e e e e e e et e e e e e e ee st e e e eeesanaaaaes 8,519 39,097 197,356 244,972
Financial instruments ... 6,582 3,258 9,824 19,664
Off-balance Sheet POSItION ............oiiiiiii e - - - -
AsSsets, CPIINAEX-TINKEA ......uuiiiiiiiiiiiie e 15,101 42,355 207,180 264,636
Liabilities, CPI index-linked

[T 001 £ PP PPSP PRt 85,395 19,866 3,324 108,585
Borrowings . 329 67,586 45,395 113,310
Subordinated liabilities .. . - - 5,724 5,724
Other ..vvveieiiiiiieeeii, . 1,205 243 1,327 2,775
Off-balance Sheet POSItION .........c.eiiiiiie e 1,324 2,100 - 3,424
Liabilities, CPIINAEX-IINKE ..........uueiiiiiiiiieeeee e 88,253 89,795 55,770 233,818
Net on-balance ShEEt POSITION .........uviiiiiiiiiiie et e e e e e e e s nbanes (71,828)  (45,340) 151,410 34,242
Net off-balance sheet POSItION ...........coociiiiiiii e (1,324) (2,100) - (3,424)

CPI Balance (73,152)  (47,440) 151,410 30,818

CPI Balance for prudential consolidation, excluding insurance operations * .............. (71,978)  (50,456) 141,946 19,512
31.12.2021

Assets, CPI index-linked

(o= T g IS (o I o1 1) (0] 1 1 1=T £SO PRRS 7,500 41,730 172,662 221,892
Financial instruments ... 5,753 2,541 7,549 15,843
Off-balance ShEet POSITION .......cuviiiiieiiiiiee e e e e st e s - - - -

Assets, CPI index-linked 13,253 44,271 180,211 237,735

Liabilities, CPI index-linked

DEPOSILS ..ttt 84,902 9,296 3,036 97,234
BOITOWINGS ..ttt ettt et e ettt e ettt e e bt e e bt e ekt e e ss bt e e ne e e e aneeeenneeennaeeennn 297 62,355 39,355 102,007
Subordinated HADIITIES ..........uuuiiiiiiiiiiie e e e e e e e e aaa e e eeaees - - 5,337 5,337
ONET ettt 1,134 222 1,316 2,672
Off-balance sheet POSItION .........c..ioiiiiii e 1,221 3,246 - 4,467
Liabilities, CPlindexed lINKEed ........ccooiiiiii e e e e e eeereeeeeees 87,554 75,119 49,044 211,717
Net on-balance Sheet POSItION ..........cccuiiiiiiii e (73,080)  (27,602) 131,167 30,485
Net off-balance Sheet POSITION ..........coiiiiiiiiiiiie e (1,221) (3,246) - (4,467)
CPIBAIANCE ...ttt ettt ettt (74,301)  (30,848) 131,167 26,018
CPI Balance for prudential consolidation, excluding insurance operations * .............. (73,444)  (33,167) 124,030 17,419

* Consolidated situation as per EU Regulation No 575/2013 (CRR)

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 30 September 2022 57



Notes to the Condensed Consolidated Interim Financial Statements

42. Market risk, continued

Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is exposed to currency risk through a
currency mismatch between assets and liabilities. Net exposures per currency are monitored centrally in the Bank.

Breakdown of assets and liabilities by currency

30.09.2022
Financial assets

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

Loans to credit institutions .......................
Loans to CUStOMErS .......cccveeveveeeriieeeieennn
Financial instruments .............cc.cccecvvee...
Other financial assets ..........cccccoccvveeeennns

Financial assets ........cccccecvvveeeviiiiineeennns

Financial liabilities

Due to credit inst. and Central Bank ........
DEPOSILS ..ot
Financial liabilities at fair value ................
Other financial liabilities .............ccccceeeen.
BOITOWINGS ..ooovviiiiiiiee it
Subordinated liabilities ..

Financial liabilities ........cccccoevviiieiiniinnns

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

Net POSItion ......cccveveeriiiiiececeeee

Non-financial assets

Investment property .........cccccceeeeviiininnnn,
Investments in associates
Intangible assets ..........ccccocveiiiiinn.
TAX ASSELS ..evvvvvvrrrriiiiiiiiiiiineeieeeeeeeeeeeeeeeees
Assets and disposal groups

held for sale ........ccocoveveiiiiiiiiiieiies
Other non financial assets ............c..........

Non-financial assets

Non-financial liabilities and equity

Tax liabilities .........cccoooeviiiie
Liabilities associated with disposal

groups held for sale ...........cccceevieens
Other non-financial liabilities ...................
Shareholders' equity ..........c.ccocceeeiieennnn.
Non-controlling interest ...........cccoccevvneene
Non-financial liabilities and equity .......
Management reporting

of currency risk * ......ccccoovviiiieiiinnns

ISK EUR usD GBP DKK NOK Other Total
66,667 469 416 178 106 42 271 68,149
1,347 25127 19,170 2,751 1,011 1,210 2,027 52,643
861,760 100,477 53,016 471 27,347 136 1,945 1,045,152
152,757 45044 13,465 66 345 11,408 57 223,142
9,745 737 291 11 4 3 - 10,791
1,092,276 171,854 86,358 3477 28813 12,799 4300 1,399,877
4,380 270 326 8 46 - 69 5,099
655,391 34,705 36,942 2,862 4,509 3,419 2,141 739,969
3,167 13,523 4,741 65 1 266 37 21,800
8,412 5,475 3,174 169 463 218 300 18,211
157,886 201,602 - - - 14,054 2,998 376,540
6,617 714 13,297 - - 4,031 9,430 34,089
835,853 256,289 58,480 3,104 5019 21,988 14,975 1,195,708
256,423  (84,435) 27,878 373 23,794 (9,189)  (10,675)
(51,322) 85,156  (27,852) (320)  (24,505) 8,793 10,050
205,101 721 26 53 (711) (396) (625)
6,617 - - - - - - 6,617
785 - - - - - - 785
8,816 - - - - - - 8,816
2,886 - - - - - - 2,886
2,152 - - - - - - 2,152
6,456 194 65 24 (1) 13 2 6,753
27,712 194 65 24 (1) 13 2 28,009
15,596 - - - - - - 15,596
30,227 60 6 - 3 - (1) 30,295
185,607 - - - - - - 185,607
680 - - - - - - 680
232,110 60 6 - 3 - (1) 232,178
703 855 85 77 (715) (383) (622)

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

managing the currency imbalance.
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42. Market risk, continued

31.12.2021
Financial assets

Cash and balances with CB ......................
Loans to credit institutions .......................
Loans to CUStOMErS ........cccceeveveeecnveeennenn.
Financial instruments ............ccccccovivinen.n,
Other financial assets ............cccccvvveeennnns

Financial assets .......ccccocccvveeviiiiiiinennnns

Financial liabilities

Due to credit inst. and Central Bank ........
DEPOSIES .evviieeiiiiiieeeeeiiiiiee et
Financial liabilities at fair value ................
Other financial liabilities .............ccccceeeenne
BOIMOWINGS ..o
Subordinated liabilities ..

Financial liabilities ..........ccccoeevvvieiiiinnns

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

Net POSItioN ......oovcvviiieiiiiiee e

Non-financial assets

Investment Property ........cccveevevveeeiveennnns
Investments in associates
Intangible assets ........cccccvvveeiiiiiiiiiennns
TAX @SSELS .eveeivieeiiiieeiiee e
Assets and disposal groups

held for sale .........cccoovvveeiiiiiiiieeeciiins
Other non financial assets ..............c........

Non-financial assets ..........c.ccecvvveeeeennns

Non-financial liabilities and equity

Tax liabilities .......ccooveeriiiiiiis
Liabilities associated with disposal

groups held for sale .........ccccccevviivneennn.
Other non-financial liabilities ....................
Shareholders' equity ........cccoccvvveeeeiiiinnnen.
Non-controlling interest ............ccccccceeene
Non-financial liabilities and equity .......
Management reporting

“~ar
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EUR UsSD GBP DKK NOK Other Total

608 280 154 75 34 216 69,057

8,145 7,499 6,820 3,647 1,313 2,325 30,272

99,748 39,007 768 10,820 1,629 3,881 936,237

53,847 18,657 216 9 19,553 35 225,657

280 93 1 8 2 400 12,720

162,628 65,536 7,959 14,559 22,531 6,857 1,273,943

81 845 9 49 - 34 5,000

26,542 37,278 2,559 10,529 3,030 2,222 655,476

991 86 135 97 89 16 5,877

359 2,755 157 604 36 215 8,685

172,815 - - - 18,619 2,159 356,637

752 13,224 - - 4,461 10,406 35,088

201,540 54,188 2,860 11,279 26,235 15,052 1,066,763
(38,912) 11,348 5,099 3,280 (3,704) (8,195)
40,030  (15,587) (6,577) (1,889) 3,703 7,904
1,118 (4,239) (1,478) 1,391 1) (291)

- - - - - - 6,560

- - - - - - 668

- - - - - - 9,463

- - - - - - 2

78 25 1,903 3 1 62 16,047

124 35 78 - 26 3 7,181

202 60 1,981 3 27 65 39,921

- - - - - - 7,102

129 50 174 304 77 65 16,935

81 30 - 3 - (14) 28,466

- - - - - - 193,925

- - - - - - 673

210 80 174 307 77 51 247,101
1,110 (4,259) 329 1,087 (51) 277)

of currency risk * .....coccoviiinieinieeee

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

managing the currency imbalance.

Arion Bank Condensed Consolidated Interim
Financial Statements 30 September 2022

59

Amounts are in ISK millions



Notes to the Condensed Consolidated Interim Financial Statements

42. Market risk, continued

Sensitivity analysis for currency risk

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

30.09.2022 31.12.2021

Currency -10% +10% -10% +10%
EUR oottt (86) 86 (111) 111
9) 9 426 (426)

(8 8 (33) 33

DK ottt ettt R Rt 72 (72) (109) 109
NOK .ttt 38 (38) 5 (5)
OBNET ..ottt et s e 62 (62) 28 (28)

Equity risk

Equity risk is the risk that the fair value of equities decreases. For information on assets seized and held for sale and equity exposures, see
Notes 29 and 22 respectively.

Sensitivity analysis for equity risk

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

Arion Bank Condensed Consolidated Interim

30.09.2022 31.12.2021
Equity -10% +10% -10% +10%
Trading book - listed .. . (313) 313 (266) 266
Banking DBOOoK - lISTEA ........ccoiiiiiiee e (555) 555 (414) 414
Banking BOOoK - UNHISTEA ...........ooiiiiiiiiiiieiiiiiie e e e e e (435) 435 (662) 662

Derivatives

Derivatives are a part of the Group's customer product offering. The types of derivatives currently offered are forward contracts, swaps and
options. Eligible underlying market factors are interest rates, foreign exchange rates, equities and commodities. Exposure limits, hedging
requirements and collateral requirements are determined in accordance with the Group's risk appetite and monitored by Risk Management
on a daily basis. The Group also uses derivatives to hedge market risk on its balance sheet. Note 23 provides a breakdown of the Group's
derivative positions by type.

Amounts are in ISK millions
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43. Liquidity and Funding risk

Arion Bank Condensed Consolidated Interim

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

A primary source of funding for the Group is deposits from individuals, businesses and financial undertakings. The Group's liquidity risk
stems from the fact that the maturity of loans exceeds the maturity of deposits, of which 74% is on-demand.

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

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

Maturity analysis of assets and liabilities

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

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

Contractual cash flow of assets and liabilities

30.09.2022 On Upto3 3-12 1-5 Over 5 With no Book
Financial assets demand months months years years maturity Total value
Cash and balances with CB ..................... 9,698 51,249 7,310 - - - 68,257 68,149
Loans to credit institutions ....................... 29,207 21,439 2,049 - - - 52,695 52,643
Loans to CUStOMErS .......covvvveeeeeiiiiiieeenne 5,397 130,170 132,399 434,454 1,028,490 - 1,730,910 1,045,152
Financial instruments .... 13,098 64,189 55,357 32,447 16,537 50,026 231,654 223,142
Derivatives - assets leg .... - 73,696 13,090 33,524 88 - 120,398 111,542
Derivatives - liabilities leg . - (67,128)  (12,829)  (29,104) (87) - (109,148)  (103,339)
Other financial instruments 13,098 57,621 55,096 28,027 16,536 50,026 220,404 214,939
Other financial assets ... 488 4,948 3,621 1,734 - - 10,791 10,791
Financial assets ........cccccvvvveeeviiivineeennns 57,888 271,995 200,736 468,635 1,045,027 50,026 2,094,307 1,399,877
Financial liabilities
Due to credit inst. and Central Bank ......... 2,605 2,512 - - - - 5,117 5,099
DEPOSIES .ovevveeeiiiieeiiie e 545,763 158,323 13,406 20,078 3,454 - 741,024 739,969
Financial liabilities at fair value ................ - 3,244 1,499 18,909 - - 23,652 21,800
Derivatives - assets leg ........ - (62,320) (12,716) (30,924) - - (105,960) (105,528)
Derivatives - liabilities leg .............c..cccoevnene - 65,564 14,215 49,833 - - 129,612 127,328
Short position in bonds ............ccccveiiiinne - - - - - - - -
Other financial liabilities 71 14,988 756 2,396 - - 18,211 18,211
Borrowings .......... - 5,888 27,158 320,671 57,677 - 411,394 376,540
Subordinated liabilities ............cccccccevnneee.. - 250 1,939 19,266 22,734 - 44,189 34,089
Financial liabilities ........cccccoevviiiiiiiinnns 548,439 185,205 44,758 381,320 83,865 - 1,243,587 1,195,708
Net position for assets and liab. ........... (490,551) 86,790 155,978 87,315 961,162 50,026 850,720 204,169
Off-balance sheet items
Financial guarantees ...........cccocveeeeiiinnns - 1,260 10,018 2,446 7,657 - 21,381 21,381
Unused overdraft ................ . - 59,002 - - - - 59,002 59,002
Undrawn loan commitments .................... - 51,869 23,305 26,221 4,137 - 105,532 105,532
Off-balance sheet items ...........cccvvveeeen. - 112,131 33,323 28,667 11,794 - 185,915 185,915
Net contractual cash flow ..................... (490,551) (25,341) 122,655 58,648 949,368 50,026 664,805 18,254

Amounts are in ISK millions
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31.12.2021 On Upto3 3-12 1-5 Over 5 With no Book
Financial assets demand months months years years maturity Total value
Cash and balances with CB ..................... 25,975 36,547 6,633 - - - 69,155 69,057
Loans to credit institutions ....................... 25,663 2,509 51 2,123 - - 30,346 30,272
Loans to customers ... 3,033 100,588 137,323 345,777 790,442 - 1,377,163 936,237
Financial instruments .... 16,091 39,164 60,412 46,502 14,898 56,857 233,924 225,657
Derivatives - assets leg ..... - 33,562 10,841 35,105 1,100 - 80,608 74,952
Derivatives - liabilities leg . . - (32,614) (10,779) (31,674) (985) - (76,052) (72,047)
Other financial iNStrUMEeNts ...........coccovveveeene 16,091 38,216 60,350 43,071 14,783 56,857 229,368 222,752
Other financial assets ............cccccvveeeeeennns 679 6,720 3,734 1,588 - - 12,721 12,721
Financial assets .......ccccoccvevviveiiiieeiinnens 71,441 185,528 208,153 395,990 805,340 56,857 1,723,309 1,273,944
Financial liabilities
Due to credit inst. and Central Bank ......... 3,230 1,811 - - - - 5,041 5,000
DEPOSILS ©oeevvieeiiiiieiiie e 499,362 63,407 80,999 9,557 3,152 - 656,477 655,476
Financial liabilities at fair value .. - 3,943 537 2,644 4 - 7,128 5,877
Derivatives - assets leg ........ .. - (53,896) (3,855) (5,590) (519) - (63,860) (63,483)
Derivatives - liabilities 189 ...............ccevevee. - 57,839 4,392 8,234 523 - 70,988 69,360
Other financial liabilities ............cccceeeeeenis 74 6,010 725 1,033 843 - 8,685 8,685
BOMOWINGS ..o - 13,996 40,498 258,049 73,001 - 385,544 356,637
Subordinated liabilities .............ccccceeveeennee. - 1,192 946 42,763 1 - 44,902 35,088
Financial liabilities .........ccccccoeevveevierens 502,666 90,359 123,705 314,046 77,001 - 1,107,777 1,066,763
Net position for assets and liab. ........... (431,225) 95,169 84,448 81,944 728,339 56,857 615,532 207,181

Off-balance sheet items

Financial guarantees .............cccocceeveeneeene - 974 5,501 1,942 7,441 - 15,858 15,858
Unused overdraft ...........ccceeeeeeeieiiiiiiieeenens - 63,108 - - - - 63,108 63,108
Undrawn loan commitments .................... - 62,529 23,636 22,410 116 - 108,691 108,691
Off-balance sheet items .... . - 126,611 29,137 24,352 7,557 - 187,657 187,657
Net contractual cash flow .................... (431,225)  (31,442) 55,311 57,592 720,782 56,857 427,875 19,524

Net Stable Funding Ratio

The Net Stable Funding Ratio (NSFR) measures the amount of available stable funding (ASF) with the Group against the required stable
funding (RSF) as per the definition of the Central Bank of Iceland rules No. 750/2021. In general, RSF is determined by applying different
weights to different asset classes depending on the level of liquidity. ASF however is calculated by applying weights to the Group's liabilities
depending on maturity and stickiness. The NSFR in total shall exceed 100%.

The NSFR calculations are based solely on figures for the parent company. The Bank's subsidiaries have negligible impact on the funding

ratio.
30.9.2022 31.12.2021
Available Stable FUNGING ........iiiiiii et e et e e s ettt e e e et e e e e e e e e e as 1,079,981 1,001,543
Required Stable fUNTING .........ooiiii itttk e e a e e ettt e ekt e e bt e e et e e e na b e e e nneeenanee 917,977 827,953
Net Stable FUNAING FALIO ..o e e e e e s e e s e e ennes 118% 121%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Liquidity and Funding risk, continued

Liquidity coverage ratio

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

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

The Bank complies with the Central Bank of Iceland's liquidity rules No. 266/2017, which effectively adopt the liquidity rules of the EU
Capital Requirements Regulation (CRR). The Bank is required to maintain a 100% minimum LCR ratio for both the aggregate position in all
foreign currencies and all currencies. For LCR in ISK, the requirement is 40% in 2022 and 50% as of 2023.

The following table shows the breakdown for the Group's LCR calculations. The ratio is based on consolidated figures for the Bank.

Foreign

30.09.2022 ISK currency Total
[T U o o Ty =l a0 ST PTPPTPIN 122,327 55,401 177,728
LiQUIA ASSEES IEVEI 2 ..ttt e e et e e e sttt e e e et e e e e e b eae e e 24,290 - 24,290
o T e = ] =) £SO OPPPPP 146,617 55,401 202,018
D T=T 0L £ TSR PPRRP 128,625 30,666 159,291
120 (011 1T [ OO PP RTPPPPPPN 2,333 89 2,422
Other Cash OUTIOWS .......oooeiieiieeeee ettt enesannnenennees 8,696 6,914 13,517
CASH OULFIOWS .ttt et h e e bt e it bt s b e e s bn e ab e e b e e be e beeenee e 139,654 37,669 175,230
Short-term deposits With Other Danks ** ... - 23,935 23,935
Other CASH INFIOWS ....coiiiie e e ettt ab e et e e et e e et e e e enneeeenaeas 35,573 8,996 44,569
CASH INTIOWS ..ttt he et b e bt e sb et bt et et e et e e e naeeeane s 35,573 32,931 68,504
Liquidity coverage ratio (LCR) ™ ... ..o e 141% 588% 189%
31.12.2021

[T U o e Y=t [ TSP PP PR 96,563 83,777 180,340
LiQUIA ASSEES IEVEI 2 ettt e e e et e e e s ettt e e e et r e e e e e an e e e aans 16,406 - 16,406
Liquid assets 112,969 83,777 196,746
D T=T 0L £ TP PRRP 107,698 34,682 142,380
BOITOWINGS ..ttt ettt e e e e et e ettt e et e e e et e et et e e bt e e nk bt e e san et e an e e e e e e ennr e e 433 55 488
Other cash outflows .. 10,157 6,882 17,039
CASH OULFIOWS .ttt b ettt ettt b e bt a bt e bt e s b e e s b e e s b e e b e ebe e beesnee e 118,288 41,619 159,907
Short-term deposits With Other Danks ** ... 2,287 25,246 27,533
(@) (g1 o= 1] o I 11 [0 1V 32,799 2,575 35,374
CASH INTIOWS ..ttt he et b e bt e sb et bt et et e et e e e naeeeane s 35,086 27,821 62,907
Liquidity coverage ratio (LCR) ™ ... e 136% 607% 203%

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

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

** LCR is defined as: LCR = Weighted liquid assets / (weighted cash outflows - weighted cash inflows) where weighted cash inflows are capped at 75% of
weighted cash outflows.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
30.09.2022 ISK uUsD EUR Other Total
Cash and balances with Central Bank ..........cccooeeiiiiiiiiiiiiiiiiiiiiic e 66,667 416 469 597 68,149
Short-term deposits with financial iNStItUtioNS ..........ccoocveeiieeiiee, - 7,389 11,669 4,877 23,935
Domestic bonds eligible as collateral with Central Bank ............cccccccovvivveeeenn. 79,357 - - - 79,357
Foreign government DONAS ..........ooiiiiiiiiieiie e - 7,935 36,767 9,213 53,915
LiQUITILY TESEIVE .uviieeiiie ettt e et e et e e st e staeeennes 146,024 15,740 48,905 14,687 225,356
31.12.2021
Cash and balances with Central Bank ..........cccoooeiiiiiiiiiiiiiiiiiiiiie e 67,690 280 608 479 69,057
Short-term deposits with financial iNStitutions .............cccooceviiiiiiiice 2,287 7,170 6,176 11,900 27,533
Domestic bonds eligible as collateral with Central Bank ............cccccccoviivieeennn. 48,178 - - - 48,178
Foreign government BONAS ..........ooiiiiiiiiieieee e - 14,272 49,016 19,117 82,405
LiQUITILY TESEIVE .uviieeiiie ettt ettt e e st e e st e e staeeennes 118,155 21,722 55,800 31,496 227,173

LCR deposit categorization

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

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

LCR categorization - amounts and LCR outflow weights Deposits maturing within 30 days
Less Weight Weight Term Total
30.09.2022 stable % Stable %  deposits* deposits
INAIVIAUAIS .ottt 98,484 11% 118,577 5% 102,907 319,968
Small and medium enterpriSes ..........c.ccvcvvieneeriene e 102,015 11% 20,091 5% 15,152 137,258
Operational relationship . 15,270 25% - 5% - 15,270
(0] 010 ] =i o] 4 LSRR 70,109 40% 3,170 20% 15,710 88,989
Sovereigns, central banks and PSE ..........ccccccevviiiiieeeiiiiiieeeee 34,490 40% 28 - 21,641 56,159
PENSION FUNAS ...t eeeeeeeeeeeeees 48,278 100% - - 14,468 62,746
Domestic financial entities ............coeeviiiiiiiiiiiiceee e 57,764 100% - - 5,813 63,577
Foreign financial entities ...........ccovvviiiiiieiiie e 1,101 100% - - - 1,101
TOTAD et 427,511 141,866 175,691 745,068
31.12.2021
Individuals 89,425 11% 125,515 5% 91,170 306,110
Small and medium enterprises .. . 84,557 11% 18,210 5% 9,122 111,889
COrporations .........ccceeeeeerieeennneenninens . 73,261 40% 2,797 20% 16,213 92,271
Sovereigns, central banks and PSE ...........ccccccovviiiieeiiiiiiiieeee 31,041 40% - - 786 31,827
PenSioNn fUNAS .....covveeieiiceee e 42,334 100% - - 13,448 55,782
Domestic financial @ntities ............ccceeviiiiiiiiiiiiiiceeeeeee e 45,662 100% - - 15,641 61,303
Foreign financial entities ..........ccccooiiiiiiiiiiiii e 1,294 100% - - - 1,294
367,574 146,522 146,380 660,476
* Here term deposits refer to deposits with maturities greater than 30 days.
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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44. Capital management

Capital adequacy

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

The Group's capital ratios are calculated in accordance with the Icelandic Financial Undertakings Act No. 161/2002 and Regulation No.
233/2017 on prudential requirements with later changes, through which CRD V / CRR Il have been adopted. The Group applies the
standardized approach to calculate capital requirements for credit risk, including counterparty credit risk, credit valuation adjustment,
market risk and operational risk.

The Group's consolidated situation as stipulated in CRR is the Group's accounting consolidation excluding insurance subsidiaries, in
particular Vordur.

Own funds 30.09.2022 31.12.2021
JLICe] €= VT U OSSR 186,287 194,598
Unaudited iNteriM NEL CAIMINGS ......cuuiiiiieiiiittiii ettt e e e e et e e s s s bbb e et e e s s asb b et eeeeassssbeeeeeaasbbbeeeessasbbeeaaessanbrees (4,869) -
Non-controlling interest not eligible for inclusion in CETL Capital ..........ccvouiiieiiiiiieiie e (680) (673)
Common Equity Tier 1 capital before regulatory adjuStments .........ccccoiuiiiiiiiiiiiiiiee e 180,738 193,925
[Lale=TaTo Lo SR T Y =] £ OO PUPPPRPN (6,055) (8,435)
Additional Value a0JUSTMENTS ..........oiiiiiiiiii ettt s e et e e e sre e st e e eneeneennee s (254) (240)
Foreseeable dividend and DUYDACK ¥ .........ouuiiiiiiiiiiiii et e st e e e e e e e e et e e e e e s anerees (10,570) (26,773)
Adjustment under IFRS 9 transitional arrangements as @amended ...........coceeiiiieiiiieiiiie e 1,018 920

[of] galaaleTal=To [V TR L= g Ao o 11 | PP PPP S PPPPPRPN 164,877 159,397
Non-controlling interest eligible for iNCIUSION IN TL CAPITAI ....cceeiiuiiiiieeiiiiiiiie et 87 133
PN o 1T g T U 1= o= o - | USROS 13,297 13,225
LI A o= o 11 €= | PP UTR TP PRPN 178,261 172,755
THEE 2 INSTIUMIEBINES Luuuuiiiiiiiite e ee et e e e e ettt et e e e e e et e e e e e e et e e e e e eaaaaa e eeee s e s bba e eee e e e e b baa e e e e e e s saaaaeeeeesasabaasaesseesbaanns 20,792 21,863
Tier 2 instruments of financial sector entities (significant INVESIMENES) ..........ooiiiiiiiiiiiiece e (1,154) (1,056)
LN o= 11 €= | O PTP TP PRPRN 19,638 20,807
o) 2= 1R 1TV T (VT o £ TN 197,899 193,562

Risk-weighted exposure amount (REA)

Credit risk, loans and off-balance ShEEL ItEIMS ..........ceveiiiiiiiieeeeeeee e, 693,037 623,395
Credit riSK, SECUMLIES ANT OtNET .....vuei it e e e et et e e e e e et st e e e e e et b e e e e e s saaaaeaeeeesaaraens 64,164 69,553
COUNLEIPANTY CIEAIL FISK ...veieietie ettt ettt et e e e et e ea bt e e ettt e e bt e ettt e e et e e e nteeeaseeeenneeesnneeennneeennne 11,946 7,761
Market risk due to CUIreNCY IMDAIANCE .........ueiiiiiiiiiiiee et e e et e e e st e e e s st bbb e e e e e e snaba e e e e e ananeeeeas 1,778 4,691
Market risk due to trading book positions .... 10,315 8,958
Credit ValUuatioN @OJUSTMIENT .......o ittt e e e st e e e e e bttt e e e e s bbbt e e e e s s b bbb et e e e s ansbbeeeeeeansbbeeeesannsbbeeeeas 2,830 2,379
(@] o 1T = Vi o oL ] USRS 84,670 96,085
Total risk-weighted eXPOSUIE @MOUNT ......uuiiiii ittt s st e e e e st b e e e s e s bbb e e e e e s abbbeeeeessanbbbeeeeessnnnneees 868,740 812,822
Capital ratios

CET1 ratio 19.0% 19.6%
Tier 1 ratio 20.5% 21.2%
CaPItal AQUEGUACY FALIO .....eiuiiieiiiie ettt ettt o ke ookt e e be e e e aee e e et e e e be e e e kbt e ekt e e nb e e e snneeeannne s 22.8% 23.8%
Total own funds, including interim profit not eligible for INCIUSION ............ccviiiiii e 200,334 193,562
CETL1 ratio, including interim profit not eligible for inclusion 19.3% 19.6%
Tier 1 ratio, including interim profit not eligible for inclusion 20.8% 21.2%
Capital adequacy ratio, including interim profit not eligible for iNCIUSION ..............cccoiiiiiiiii e 23.1% 23.8%

* On 30 September 2022, the foreseeable dividend corresponds to 50% of profits as per the Bank's dividend policy. There is also a buyback program ongoing
following the sale of Valitor, the remainder of that program is included in the deduction. On 31 December 2021, the foreseeable dividend and buyback was the
aggregation of an expected dividend of ISK 22.5 billion and the remainder of the buyback program amounting to ISK 4.3 billion based on permission from the FSA
from 7 October 2021.0

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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44. Capital management, continued
The Bank has opted to make use of the transitional arrangements for IFRS 9 and Covid-19 in its capital adequacy calculations and this is
reflected in the Group's capital ratios. The transitional arrangements increase the capital adequacy ratio by 0.1 percentage points.

Capital ratios of the parent company 30.09.2022 31.12.2021

CET1 ratio 19.0% 20.2%
Tier 1 ratio . 20.5% 21.9%
(= To]) -1 I To [=To [N E= oy Y = Lo J PP PP TPPPPTN 22.8% 24.4%

The following table outlines the implementation of the capital buffer requirements in accordance with the Icelandic Financial Undertakings
Act No. 161/2002, as prescribed by the Financial Stability Council (FSC) and approved by the FSA. The FSC has announced that the
countercyclical capital buffer will increase to 2% on 29 September 2022.

Capital buffer requirement, % of REA 30.09.2022 31.12.2021
Capital CONSEIVALION DUFFET .......cc.oiiiiii et e e 2.5% 2.5%
Capital buffer for systematically important INSHIULIONS ..........ooiuiiiiiiiiiie e 2.0% 2.0%
Systemic risk buffer * ............. 3.0% 3.0%
Countercyclical Capital DUFET * . ... . e e e st e e e e st b et e e e e e bt e e e e e antbaeeeeas 2.0% -
Combined capital buffer reqUITEMENT ..o 9.5% 7.5%

The Bank carries out an ongoing process, the Internal Capital Adequacy Assessment Process (ICAAP), with the aim to ensure that the
Group has in place sufficient risk management processes and systems to identify, manage and measure the Group's total risk exposure.
The ICAAP is aimed at identifying and measuring the Group's risk across all risk types and ensure that the Group has sufficient capital in
accordance with its risk profile. The FSA supervises the Group, receives the Group's internal estimation on the capital adequacy and sets
the Pillar 2R capital requirements for the Group as a whole following the Supervisory Review and Evaluation Process (SREP). The Group's
own funds exceed the FSA's SREP requirements.

The Pillar 1 and Pillar 2R capital requirements may comprise 56.25% CET1 capital, 18.75% AT1 capital and 25% Tier 2 capital.

Capital requirement, % of REA CET1 Tier 1 Total
Pillar 1 capital FEQUITEIMENT ...ttt ettt e e e ettt e e e s sttt e e s s s bbb e e e e e s nnbaeeeeeeasbbaeeeeeannnbnes 4.5% 6.0% 8.0%
Pillar 2R capital requirement ** 2.0% 2.6% 3.5%
Combined buffer requirement * ... 9.2% 9.2% 9.2%
Regulatory capital requirement 15.7% 17.8% 20.7%
AVAIIADIE CAPITAL ..o e e 19.0% 20.5% 22.8%

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

** The SREP result based on the Group's Financial Statement at 31 December 2021. The Pillar 2 requirement is 3.5% of risk-weighted exposure amount based on
the Group's prudential consolidation under CRR, which excludes Vordur.

Leverage ratio

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

30.09.2022 31.12.2021
1,380,093 1,256,916
25,837 4,796
10,943 720
63,019 102,016
1,479,892 1,364,448

On-balance sheet exposures
Derivative exposures ..........
Securities financing transaction exposures
Off-balance sheet exposures

Total exposure

Tier 1 capital 178,261 172,755
[ =T = To L= = o PO O RO PTRRPRPPN 12.0% 12.7%
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44. Capital management, continued

MREL

The Group must fulfil a minimum requirement for own funds and eligible liabilities (MREL) in accordance with the Act on Resolution of Credit
Institutions and Investment Firms, no. 70/2020, which transposes BRRD | into Icelandic law. Own funds which are not used to fulfil the
combined buffer requirement can be used towards the MREL requirement. In September 2022, the Icelandic Resolution Authority (IRA)
presented the Group with the MREL requirement based on year-end 2021 financials. According to IRA's methodology, the requirement is
calculated as a fraction of total REA but then converted into a fraction of own funds and eligible liabilities which represents the actual
requirement. Both ratios are shown in the table below. An MREL subordination requirement has not been implemented in Iceland.

Minimum requirement for own funds and eligible liabilities 30.09.2022 31.12.2021
[ 1 T {1 o OSSR 197,899 193,365
Eligible liabilities 146,094 140,239
Own funds and eligible HADIITIES ........oiiiiiiiiie et e e st e e st eaane e 343,993 333,604
Combined buffer reqUIrEMENt (CBR) .......iiiuiiiiiieeiiiiii ettt s st e e e e e s e e e e e e bbbt e e e e s s bbb bt e e e s sanbbbeeeeeannnneees 79,924 58,523
Own funds and eligible liabilities NOt USEd fOr CBR ......c..iiiiiiiiiiii et e e 264,069 275,081
Risk-weighted exposure @amoUNt (REA) ........cooiiiiiiiiiieie ettt sre e st e e neesaeeeeeas 868,739 812,822
Own funds and eligible liabilities not used for CBR (%6 REA) ......cuuiiiiiiiiiiiiie et 30.4% 33.8%
MREL requiremMent (% REA) ...ttt ettt sttt r et b e s e et e b e e s bt e sen e e n e e nre e e 23.0% -
Total liabilities and OWN FUNAS (TLOF) .....iiiiiiieiiie ettt ettt et e e ettt e st e e st e e et e e e snbeeennneeennee s 1,405,409 1,277,543
Own funds and eligible liabilities not used for CBR (%6 TLOF) ....cooiiuiiiiiieiiiiiiiee ettt e e 18.8% 21.5%
MREL requireMent (%0 TLORF) ...ooiiiie ittt s e et e st e e r e e sb e e e aeeean e e e e nis 14.7% -
Solvency I

Excess of assets over liabilities in accordance with SOIVENCY 11 .........c.cociiiiiiiiiiiii e 9,374 9,090
Y] o Jo T (o [T F= 1 (=To I F= T o[ =TT 1,143 1,069
Foreseeable dividends .... R R
(@ TV IR 10T o TN 10,517 10,159
Solvency capital reqUIrEMENTS (SCR) ......uuiiiiiiiiiiiiiiie ettt e e s s r e e e e s bbb e e e e e e ssbbeeeeeesnbbbeeeeesansbbbeeaeas 6,842 6,902
10 R - (1o T T SRR PPV P URTPPOPN 153.7% 147.2%

The solvency capital requirement for the subsidiary Vordur is calculated in accordance with the Icelandic Insurance Companies Act.

45. Operational risk

Operational risk is the risk of direct or indirect loss, or damage to the Group's reputation resulting from inadequate or failed internal
processes or systems, from human error or external events that affect the Group's image and operational earnings.

Each business unit within the Group is primarily responsible for taking and managing their own operational risk. Risk management is
responsible for developing and maintaining tools for identifying, measuring, monitoring and reporting the Group's operational risk.

The Group uses the standardized approach for the calculation of capital requirements for operational risk.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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46. Sustainability risk

Sustainability risk is defined as the risk that certain activities or practices compromise the Bank's assets or reputation or the ability of future
generations or segments of society to meet their own needs. This can be due to negative effects on the environment, natural or cultural
resources or social conditions. The Bank's Sustainability Committee is responsible for reviewing the Bank's performance in relation to its
commitments and policies in relation to environmental, social and governance (ESG) factors and aligning the Bank's strategy and risk
appetite with them.

The Green Financing Framework

The Bank's Green Financing Framework was published in 2021. Undir this framework the Bank can issue Green Financing Instruments,
including covered bonds, bonds, loans, commercial paper, repurchase agreements and deposits. The use of proceeds from these
instruments is restricted to the financing of eligible assets as defined in the Framework. Eligible assets are divided into several eligible
categories with inclusion and exclusion criteria. The Framework furthermore details the processes for identifying eligible assets, for
reporting on use of the framework and for external review. Before the introduction of this framework the Bank had a framework for green
deposits but these frameworks have been merged.

Green Financing Instruments 30.09.2022 31.12.2021

[D7=T o To ]| (PP UPPUSPTPPRPPN 23,630 8,209
Borrowings 92,152 47,148
(=0 Yo 1 QY VTIPS 115,782 55,357
Identified eligible green assets by category
Sustainable fiShery and @QUACUITUIE ...........c.uiiiiiiiiiiii ettt ettt e et e e et e e et e e sbeeesbeeesneneas 46,437 42,245
(O =F T (= Va1 o Jo ] 2= Uio ] o KOO PO PRTSPPPPPR 3,737 2,255
[T O o TU o[ o ST UPR 62,409 55,881
= g T=T o V=Y o1 (=] T YT PTP TP PRPRN 5,823 -
Pollution prevention and control and wastewater management ... . 6,130 5,591
(=0 Xo 1 QY VTP 124,536 105,972
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions

Financial Statements 30 September 2022 68



e
s

Arion Banki Ltd.
Borgartun 19

105 Reykjavik
Iceland

Id.: 581008-0150





