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14.7%

vs. target 10%

All business units exceeding
Group target ROE

Sources: Arion Bank and Nasdaq Iceland

Key results for the year

Cost /
Income ratio

44.4%

vS. target <45%

Deposit growth
15.3%

vs. 2020

CET1
ratio

19.6%

vs. target ~17%

Loan growth
13.8%

vs. 2020

Core Income
growth

9.4%

vs. 2020

AuM growth
19.5%

vs. 2020
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Delivering value to our customers

Strong partner to our customers in Corporate &
Investment banking and Capital Markets
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Expansion of lending activity in Arctic
region outside Iceland in energy and
seafood sector

Assets managed on behalf of our Rapyd VALITOR

customers (AuM) increased by
19.5% in 2021

Implementation of bancassurance
model to increase product offering and
benefit different customer segments

Digital service offering continues to
strengthen with the trading app
solution

A record year in mortgage lending
where the mortgage loan book
increased by ISK 85bn - up 23.2%

Balance sheet management

Key milestones of the year

Arion Bankoés green
framework issued in July followed

by green bond issuances in both

EUR and ISK

Successful entry into the Euro
Covered Bond market

Sale of Valitor to Rapyd for USD
100mn i subject to regulatory
approval

ISK 31.5bn release of capital
through buybacks and dividends

Deposits increased by 13.8% from
YE 2020. Green deposits up 61%
during same period
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Bank of the Year 2021
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Operational excellence

Equal pay

n c i Ney Customer Experience
division formed to place customer
experience at the heart of all the
Bankbdés services

Arion Banko6s equalit
rights policy updated with clear
objectives

Arion Bank achieved an

RElTU,N outstanding scorein Re i t HSGO s
rating. 90 points out of 100
Sopra Banki SOPRA core system went live in
”szﬁiia,i’”“g Apriienhances the Ban

product development capabilities

Performance-based incentive
scheme and share option plan
aligns employee interests with
those of the Bank

The Arion app awarded the best
banking app fifth year in a row
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Sustainable banking

Close to 3,000 green projects defined at YE 2021 representing 11.3% of the loan book. The Bank targets 20% by 2030*

Arion Bank has issued ISK 47.7bn in green bonds, Arion Bank has committed to 2,969 green projects. This
which represents 11.8% of total debt instruments. represents 11.3% of the Bankbdés | oan book.
Other issued bonds em I_SS lons , tCO2
avoided

Other financing

Green financing tm Clean

transportation
.. EE Sustainable 2 162
22| housing y

To reach the goals of the Paris Agreement to keep
Green buildings global warming below 2 degrees Celsius (and
preferably 1.5 degrees), massive amounts of capital
will need to be directed towards projects and
initiatives that reduce or eliminate greenhouse gas
(GHG) emissions, support the transition from fossil-
based fuels and diminish the adverse impact to the
environment.

11.8%
Green bonds

Green deposits launched 2020, showing steady growth Green financing is distributed to numerous project categories

Other deposits

{2271 Green deposits Sustainable fishery
and aquaculture

Energy efficiency

Other ‘L‘A'

*This target on the ratio of green loans will be reviewed annually, taking into consideration the opportunities over the next few years '
for green financing, and the Bank hopes the growth rate might be even quicker.



Medium-term targets updated in December 2021

2021 FY Previous target New target

A~ All medium-term targets reached in

2021 except for the CET1 ratio target Return on equity 14.7% Exceed 10%

A Improved operations and outlook Operating income / REA 7.6% Exceed 6.7%

Exceed 13%

Exceed 7.3%

supports revision of targets Premium growth (net of

reinsurance) to exceed
the growth of the
domestic market by
more than 3 percentage
points

I ROE target increased to exceed
13% Insurance premium growth 12.4% -

I Operating income / REA increased
to exceed 7.3%

I New insurance premium growth
target introduced

The loan book will grow
in line with economic
growth, with growth in

mortgage lending
expected to outpace
corporate lending

In line with nominal

; - 0
I Loan growth expected to be in line Loan growth 13.8% economic growth

with nominal economic growth

A Proposed dividend of ISK 15 per share

or 79% payoult ratio in line with Cost-to-income ratio 44.4% Below 45% Below 45%
SHEE] (B CET1 ratio 19.6% ~17% ~17%
I 50% of net earnings plus 29% due
— — — — — — — — — —
A Continued commitment to Capita| Medium-term targets are reviewed annually, and the underlying horizon is up to 3 years.
optimization_ This will be managed in * Pay-out ratio of approximately 50% of net earnings attributable to shareholders through either dividends or buy-back oftheBan k 6s s har es or a
combination of both. Additional distributions wil!l be c agamentsdetlbyéhd when Arion Bas
Combinationwith|endinggrowthand regulators in addition to the BankO6s management buffer.

other drivers “ ‘V
her d A"‘L
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Positive momentum and constructive outlook supports revised ROE target

3.6% on average

Development of ROE

14.7%

2019-2020

Opex efficiency drive
Low-rate environment
CIB restructuring

Impairments/Provisions related to
restructuring and COVID

Dividend restrictions limits opportunity for
capital optimization

Held-for-sale assets impairments

Valitor

~13%

2021

Reversal of provisions

CIB performing post restructuring
Market activity supporting fee income
First milestones in capital optimization

Low-rate environment while rising rates late
in year

>13%

2022E

Building on 2021 operational performance
across all business units

Rising policy rates
Economy recovering post pandemic.

Strong lending pipeline building both on
retail and corporate sides, supporting
growth.

Large strides in capital optimization
Expected sale of Valitor
Normalized provisions

Inflationary pressure on opex

Specific ISK 0.5 - 1bn investment in
customer experience and IT projects

ISK funding markets crowded

2023E and onwards

Icelandic economy in strong position to
benefit from broader global economic
recovery

Cost and revenue benefits from specific
Customer experience and IT investments
realised

True bancassurance platform and
enhanced monetisation of distribution
channels

Originate-to-distribute model enhanced
further

Optimal capital structure reached (CET1
around 17%)
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Macroeconomic
environment

Erna Bjorg Sverrisdottir i Chief economist




Domestic demand takes the wheel

Domestic demand has flourished, supported by better employment prospects, high consumer confidence and rapid asset growth in the housing market. Despite a surge in new COVID-19 cases
Icelanders have enjoyed relatively soft measures, as 80% of the population 5 years and older is fully vaccinated. However, the omicron variant could temporarily slow down tourism recovery

YoY change in number of registered employed persons by Payment card turnover and private consumption i YoY %- External trade in Q4 1 ISK bn. constant exchange rate and YoY
economic activity change %-change
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On the road to full recovery T omicron shaped bumps ahead?

Tourism is on the mend, unemployment has reached pre-pandemic levels and domestic demand is thriving. The economy is set for a strong GDP growth

in 2022, driven by private consumption and business investment.

GDP growthi | MFs & f orecast

A The Icelandic economy is slowly but surely
regaining its footing. The outlook for foreign 6% =g
trade is positive, with tourism prospering, 4% = ~
capelin returning in large quantities and other 2%
industries, e.g., the intellectual industry, going 0%
from strength to strength 2%

A Domestic analysts are more optimistic than -4%

IMF for this year, with the consensus at 5.4% -6%
GDP growth -8%

A The situation on the labor market has 2018 2018 2020 201 2022 2023
exceeded all expectation, with unemployment e |Celand Other Nordics Euro area = == == Consensus forecasts*
returning to pre-pandemic levels much sooner
than anticipated. By the end of Q3, jobs had Tourist arrivals via KEF airport - millions
increased by 20 thousand, cross-sector

A The number of tourists in Q4 was roughly 0,30
58% of Q4 in 2019. As hope rises of 0,25
Apandemic endgameod in 0,20
later, the Icelandic tourist industry has the 015
means to regain its strength relatively quickly 0.10
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0,00 N N —_—
N Q Q X X S S
>®°°°ie,o‘° E @;Q@@& oo\‘iof;@@e
2019 2020 2021

Sources: IMF, Directorate of Labour, Icelandic Tourist Board, Arion Bank. * Domestic analysts
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The major challenges ahead

Sharp rises in the housing market and persistent inflation

A House prices rose sharply in Q4, increasing
by 18% YoY. At first, the price increases were
driven by hefty interest rate cuts, but now a
supply shortage plays a more prominent part

A Housing prices have risen at a considerably
quicker rate than wages, despite over 8%
wage increases last year

A Better employment prospects and rapid asset
growth in the housing market laid the

Housing prices in the Capital Area - YoY %-change
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All about timing: Tighter fiscal and monetary policies

Tricky road ahead, navigating between rate hikes, stimulating investment and reducing government deficit

Key interest rates - seven-day term deposit rate Investment i growth contribution of components
A Persistent inflation, rising house prices and 250
. . . 7,0%
fear over inflation expectations has compelled 20%
the CBI to raise interest rates by 125 bps. 6,0% 1506
0
since May last year 5.0% .
10%
A Atthe same time as the Central Bank tightens
4,0% 5%
the monetary policy, the government needs to o
0
finance a considerable fiscal deficit, albeit 3,0% o
- 0
smaller than previous years 2.0%
-10%
A Thereds a risk that -th
1,0% -15%
out business investment in its search for 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021*
: : : 0,0% = Business investment s Housing investment
Capltal’ aW0rI’yIng thought 20 bUSIneSS Jan-16 Jan-17 Jan-18 Jan-19 Jan-20 Jan-21 Jan-22 mm== Public investment e |nvestment
investment has finally picked up following a
three-year slump Central government total balance i bn. ISK and % of GDP Household and non-financial corporate debt - % of GDP
A This year the government, the Central Bank 100 4% 400%
and the labor movement must work together 50 2% 350%
. . . . 0 0%
in order to bring about price stability and 300%
create a fertile ground for the economy 50 2%
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Financials -

CFO 1 Olafur Hrafn Hoskuldsson




Key takeaways in Q4 2021

Another robust quarter completes a positive year in a challenging environment

Profitability

Robust trajectory and
growth outlook

Fee and commission
income

Rises for sixth straight
quarter

Net interest margin
Positive momentum

Operating expenses
Impacted by accrued

employee incentive
scheme

Capital optimization
Milestones achieved

Lincludes ongoing buy-back

A ROE of 13.4% in the quarter and 14.7% for the year

A All main business areas achieving returns in excess of target which supports strategic flexibility

A Lending growth in Q4 and 13.8% for the year, driven by mortgages for the year but with robust growth for corporates in the quarter
A Strong pipeline and growth outlook across business units

A Total commissions over ISK 4bn in the quarter supported by broad based fee generation

A Commissions and net insurance now cover 70 % of total opex up from 48% and 60% for 2019 and 2020 respectively

A Underpinned by strategic alignment, customer focus, as well as favorable market activity momentum

A Strong growth in Assets under management to ISK 1,352bn, 19.5% increase from year-end 2020 and 33.4% from 2019

A Increasing over past quarter to 2.8% and anticipated at upper end of guidance in medium term supported by rising rate curve

A Further supported by repayments of debt that was pre-funded at the second half of the year as well as surplus liquidity position
reduced through capital release and lending growth

A Additionally supported through increased portion of growth in corporate book

A ISK 1.6bn accrued in the quarter due to employee incentive scheme with all KPIs for the scheme met at year end. This includes
the overarching KPI of achieving an ROE in excess of competitors

A Key focus on managing inflationary pressure into the new year and the incentive scheme plays a key role there

A Building on operating momentum to support future earnings potential with specific strategic investments this year in Customer
Experience and IT infrastructure projects

A Proposal for ISK 15 per share or net 22.5bn dividend payment for the year (79% payout ratio)
A This follows ISK 35.8bn! in capital release since the start of 2021 with CET1 ratio moving closer to target at 19.6% at year-end

A Expect to continue to explore buy-backs for the year and extraordinary dividend related to Valitor sale. This will be managed in
combination with lending growth opportunities which show signs of a robust pipeline
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Net earnings of ISK 6.5bn and 13.4% ROE. Without incentive scheme, Net earnings would
have been ISK 7.6bn and 15.7% ROE

Core income (NI, NCI and net insurance income) increases 14.8% YoY
Continuing strong net commission income growth across the Bank

Strong increase in net interest income YoY. The loan book increased by 13.8% from Q4

2020
Net insurance income (premiums and claims) increased by 13% from Q4 2020
Operating expense excluding incentive scheme decreased YoY by 4%

Additional salary expense is mainly due to accrued expense on incentive scheme, ISK
1.6bn for the Group
Impairments are positive during the quarter, mainly due to improved economic assumptions in
the IFRS models
The impact of HFS assets is positive during the quarter due to positive effect from operation at

Valitor and to a profit from sale of assets at the subsidiary Sélbjarg

Yo



