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Arion Bank in brief

31.03.2022

¥

Arion Bank Key figures Q12022 Q12021
(ISK million)
® Arion Bank provides services to households, corporates,
instit.utions gnd investors. The Bank has three. business segments: Net earnings 5,818 6,039
1 2 70/ Retail Banking, Corporate & Investment Banking (CIB), and Mark- o o
L] 0 ets. The service offering is further augmented by the subsidiaries ROE 12.7% 12.5%
0 Stefnir and Voérdur. Stefnir is an Icelandic fund management Net interest margin 3.1% 2.7%
Return on eC]UIty company, and Vordur is an insurance company providing non-life . . o o
and life insurance with sales channels through CIB and Retal Cost to income ratio 42.7% 46.2%
Banking. Operating income / REA 6.9% 7.0%
® Arion .Bank plays an i.mportant role irl1 the c<')n'1lmt'1nity t'hrough 31.03.2022 31.12.2021
financing of progressive and sustainable initiatives in the
community and sustainability is an integral part of the Bank's day-
to-day activities, its decision-making and processes Total assets 1,341,015 1,313,864
Loans to customers 976,383 936,237
0/ ® The diverse service offering at Arion Bank means that the revenue .
42-7 o base is broad and the loan portfolio is well diversified between Deposits 679,925 655,476
Cost-tosincome retail and corporate customers. The high percentage of mortgages Borrowings 370,026 356,637
- _| . . . .
and the heglthy distribution of loans across different sectors Stage 3 gross 16% 1.9%
reduces credit risk
Leverage ratio 12.5% 12.6%
® The Bank is a market leader in digital solutions and innovation. Number of employees 753 751
Numerous new digital solutions have been launched in the past
few years, enhancing service to customers and making the Bank's EUR/ISK 142.00 147.60

-
19.1%

CET1 ratio

=

Rating from S&P
Long term: BBB

operations more efficient, which in the long term reduces operating
expenses across the Bank

® The Bank is emphazising customer experience in all aspects of the
Bank

® At 31.03.2022 Arion Bank has ISK 18.6bn in excess capital and will
continue to manage towards 17% CET1 target. Further capital
distribution  considered in parallel with business growth
opportunities and will be related to completion of sale of Valitor

Return on equity (%)
17.0

Net earnings (ISK billion)

16.3 78 8.2
Short term: A-2 12.5 13.4 127 6.0 6.5 .
Outlook: Stable
Q121 Q221 Q321 Q421 Q122 Q121 Q221 Q321 Q421 Q122
Bank of the Year 2021 . . . .
Net interest margin (%) Cost-to-income ratio (%)
51.6
PN 46.2
/ \s’/ 42,5 375 42.7
3.1
\1 2 27 29 27 28
NV, Y
UNEP | PRINCIPLES FOR
FINANCE | RESPONSIBLE
INITIATIVE | BANKING
Q121 Q221 Q321 Q421 Q122 Q121 Q221 Q321 Q421 Q122
J CET 1 ratio (%) LCR ratio (%)
22.4 22.7
Equal Pay
Certification
|| Principles for
[ 1| PRI Responsible
mum Investment 0321 0621 0921 1221 0322 0321 0621 0921 1221 0322



Endorsement and statement )34

by the Board of Directors and the CEO

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period from 1 January to 31 March 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 5,818 million, return on equity was 12.7% and earnings per share were ISK 3.67. Core income, defined as net
interest income, net commission income and net insurance income, increased by 15.9% YoY. There was very strong growth in net interest
income, both due to the increased base rate and 16.6% growth in the loan book from the first quarter 2021. Net commission income continued
to grow strongly, while the quarter was weak in terms of net insurance income due to very high claim rates as a result of challenging weather
conditions during the quarter.

Balance Sheet

The Bank's balance sheet grew by 2.1% from year-end 2021. Loans to customers increased by 4.3% from year-end 2021 and 16.6% from the
same period the previous year. The increase is primarily in corporate lending, or an 8% increase from year-end 2021. Total equity amounted to
ISK 173,013 million at the end of March. The Group's capital ratio was 22.9% and the CET1 ratio 19.1%. The ratios are determined on the basis
of the unaudited net earnings in the quarter, with a deduction of 50% of net earnings as foreseeable dividends in accordance with the Bank’s
dividend policy. The Group's capital ratio, as calculated under the Financial Undertakings Act No. 161/2002, was 22.5% and the CET1 ratio was
18.8%. These ratios comfortably exceed the requirements made by the Financial Supervisory Authority of the Central Bank of Iceland (FSA)
and Icelandic law. The liquidity position was also strong at period end and well above the regulatory minimum.

On 1 July 2021 Arion Bank and Rapyd entered into a definitive agreement regarding the sale of Valitor hf. The transaction is subject to
regulatory approval and the parties had agreed on a deadline for obtaining this approval of 1 May 2022. Should the sale not be finalized due to
the failure to obtain regulatory approval, the risk shall be borne by the buyer, a condition valid for two years. As conditions in the agreement to
acquire Valitor have not yet been met, the parties have agreed to extend the agreement until 1 June 2022. According to the original agreement
the purchase price to be paid by Rapyd for Valitor is USD 100 million. Due to the delays in completing the transaction Rapyd has paid Arion
Bank an additional USD 10 million. Additionally, Rapyd will pay Arion Bank 10% annualized interest on the original purchase price from 1 April
2022 until closing. The estimated profit on the sale, minus costs, increases accordingly and is estimated at ISK 5 billion at the exchange rate at
the end of March 2022. The sale agreement for Valitor hf. does not affect the Consolidated Interim Financial Statements for the period, in
accordance with IFRS.

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

Q1 2022 Target
Return on equity 12.7% Exceed 13%
Operating income / REA 6.9% Exceed 7.3%
. Premium growth (net of reinsurance) to exceed
;r;sr..\';}ance premium growth 9.8% the growth of the domestic market by more than 3%
(]
(Premium growth in the domestic insurance market was 7.2% in 2021)
L th (F VE 2021) 4.3% In line with nominal economic growth
oan grow: rom )
g ° (Arion Bank forecasts economic growth of 12.5% in 2022)
Cost-to-income ratio 42.7% Below 45%
CET1 ratio 19.1% ~17%
Dividend payout ratio - 50%

Economic outlook

The Icelandic economy is well on its way to full recovery. According to preliminary figures from Statistics Iceland, GDP increased by 4.3% in
2021, a much stronger economic growth rate than forecast at the beginning of the year. Since the onset of the pandemic, analysts have
repeatedly underestimated the resilience of domestic demand, especially private consumption and business investment, which have been the
main drivers behind economic growth. For example, in Q4 private consumption increased by a massive 13%, the highest growth rate in a single
quarter since 2005, exceeding expectations by a considerable margin.

At the end of February all public restrictions due to the pandemic were lifted, both domestically and at the border. This positive development
was overshadowed, however, by Russia’s invasion of Ukraine. So far, the direct effects of the war on the Icelandic economy have been limited,
mostly confined to the seafood industry. Even though the affected market areas are important for exports of pelagic fish, the impact is small in
the grand scheme of things, amounting to 3% of the country’s total exports of goods in 2021. The indirect effects of the war, for example on
people’s willingness to travel, travel expenses and tourist income, could have a greater impact on the economy. Nevertheless, Arion Bank’s
Chief Economist is optimistic, forecasting 1.6 million tourist arrivals this year. The latest numbers, in addition to the data on hotel and airlines
bookings, support this forecast, even indicating stronger growth.

Falling unemployment, rising wages, accumulated savings and greatly improved equity position are likely to support continued private
consumption growth, even if inflation might undermine purchasing power for a short time. Unlike in the past, high inflation is not a uniquely
Icelandic concern. Inflation is expected to continue to climb, fuelled by soaring housing prices and rising inflation among Iceland’s main trading
partners. Although the Central Bank has already raised rates by 2 percentage points over the past ten months, analysts expect further rate
hikes ahead given the short-term inflation outlook and tight labour market.

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022 4



Endorsement and statement )34

by the Board of Directors and the CEO

Outlook for the Bank

During the first quarter of the year, our thoughts are first and foremost with the people of Ukraine. The challenges faced in the country over the
last few months put anything else we face in our operations in a new perspective.

Arion Bank is relatively isolated from the impact of the war in Ukraine, although it is inevitable that risks across our business are being
reassessed. The primary impact on the Icelandic economy, and therefore most of our clients, is limited. The secondary impact relating to, for
example, energy prices and global inflation expectations, will affect our clients over time, but in general the position is relatively robust.

The Icelandic economy, being self-sustainable in terms of green energy and with its relatively balanced economic pillars, has demonstrated its
strength during this period. The importance of the Arctic region when it comes to green energy and raw minerals is also likely to be further
enhanced as regions reassess their supply of energy and resources.

With regard to operations more generally, we are starting to see the impact this quarter of the sharp increase in policy rates in recent months.
Over time the ongoing normalization in the rate environment will support the operations of the Group. The positive outlook is also underpinned
by the strategic direction of the Group, with a focus on enhancing return on REA. This strategy focuses on increasing non-interest income,
including fee and commission and insurance income, and using our strong distribution channels to provide holistic financial services to our
clients.

During the quarter there were several management changes within the Group. It is a testament to the strong bench of talent that all the
positions were filled with internal promotions. In many cases these involved employees moving between divisions of the Group which is
expected to enhance synergy within the Group, thus supporting the strategy of providing holistic financial services to our clients.

The position of the Group remains strong. While there continue to be uncertainties in the external environment, there is strong overall optimism.
The operations across the business segments are robust and the pipeline is strong which should allow for a profitable growth plan in the near
term, supporting the recovery of the economy. A key focus for the year will continue to be to manage these growth opportunities with the capital
release plans to optimize shareholder returns.

Funding and liquidity

In terms of funding and liquidity management the Groups liquidity position is strong. The Bank’s liquidity position was well above the regulatory
minimum of 100%, with a liquidity coverage ratio of 195% at the end of March 2022.

Arion Bank continued to issue green and covered bonds in the domestic market. Total issuance in the domestic market was ISK 9.2 billion
during the first three months of 2022.

In March 2022 Arion Bank tapped the existing EUR 300 million covered bond for a total of EUR 200 million, bringing the issue size to EUR 500
million. The covered bonds were sold at a rate corresponding to 0.37% margin over interbank rates.

Capital adequacy and dividends

Arion Bank’s dividend policy states that the Bank shall pay 50% of net earnings in dividends and that additional dividends 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 a 17% Common Equity Tier 1 ratio. The corresponding capital requirement is 13.5% of the total risk-weighted
exposure amount (REA). The Bank has released equity through dividend payments and 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, based on the authority given by the Annual General Meeting.

The Board of Directors has the authority to propose that the Bank pay dividends or other disbursement of equity and may convene a special
shareholders' meeting later in the year to propose a payment.

The Group’s capital adequacy ratio on 31 March 2022 was 22.9% and the CET1 ratio 19.1%, when the unaudited interim net earnings for Q1
2022 are included. The ratios account for a deduction due to foreseeable dividends that represent 50% of net earnings in line with the Bank’s
dividend policy. 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 completes the recovery from the Covid-19 phase and enters a new growth period.

The Bank’s REA increased by ISK 58 billion in Q1 2022. The carrying amount of loans to customers increased by ISK 40 billion, of which non-
mortgage loans grew by ISK 29 billion. Thus, loans to customers contributed ISK 34 billion to REA growth. Other credit risk items contributed
ISK 10 billion and market risk items ISK 14 billion to the growth in REA.

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 made a decision 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. Arion Bank's MREL requirement as a percentage of REA is
22.4%, the Bank is in full compliance with this requirement. The MREL requirement will be updated later this year, based on data submitted to
the Authority in respect of the Bank’s balance sheet at the end of 2021. It is estimated that the decision on MREL will be updated in the third
quarter of 2022,

As part of the Icelandic government’s economic measures in response to Covid-19, the Financial Stability Committee decided to vacate the 2%
countercyclical capital buffer in March 2020. In September 2021, the Committee announced that the countercyclical capital buffer would again
be set at 2% as of 29 September 2022. This will increase the Group’s total capital requirement from 18.5% to 20.4%. However, these measures
have had a limited impact on Arion Bank given its strong capital position throughout the pandemic.

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022 5



Endorsement and statement )34

by the Board of Directors and the CEO

Group ownership

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 4 April 2022. Prior to the reduction Arion Bank's shareholding was 9.79% whereas after the
reduction the Banks shareholding was down to 0.65%. The largest shareholder in Arion Bank after the reduction was Lifeyrissjodur starfsmanna
rikisins with a 9.79% shareholding. The number of shareholders has grown from around 11,300 at the beginning of the year to 12,500 at the end
of March. Further information on Arion Bank's shareholders can be found in Note 35.

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.

In April 2022 Asgeir H. Reykfjord Gylfason, Deputy CEO of Arion Bank and the managing director of Corporate & Investment Banking, resigned.
Ida Bra Benediktsdéttir, the managing director of Retail Banking has been appointed deputy CEO. Jéhann Méller, who has been managing
director of Stefnir for the last couple of years, has been appointed managing director of Markets, as Margrét Sveinsdottir is leaving the Bank
after having served as managing director of Asset Management, later Markets, since 2009.

Endorsement of the Board of Directors and the Chief Executive Officer

The Condensed Consolidated Interim Financial Statements of Arion Bank for the period ended 31 March 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 31 March 2022 and its financial position as at 31 March 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 31 March 2022 and confirm them by means of their signatures.

Reykjavik, 4 May 2022

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

Chief Executive Officer

Benedikt Gislason

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022 6



Consolidated Interim Income Statement

Notes 2022 2021
1.1.-31.3. 1.1.-31.3.

[T E=I g Teo ] 1 0 [T TR 17,526 11,779
LaL=T (S A=Y o 1T T PO PP PPPPPPN (7,998) (4,437)
NET INTEIEST INCOMIE .eiiiiiiiiiii ettt e e e et e e e e e bt e e e e e et bbb et e e e s s bbbt e e e e e s st b eeeeeeannanneeeeeans 6 9,528 7,342
Fee and COMMISSION INCOMIE .......uuiiieiiiie et e e et e e e e e e e e et s e e e e e e et e e seeeseaataeseeesesetanres 4,068 3,726
Fee and COMMISSION EXPENSE .....uuiiiieiiiiiiiee ettt e e ettt e e e sttt e e e s et e e e e ettt e e e s asbb et e e e e s an bbb e e e e e e s nnnnneeeeaan (516) (449)
Net fee and COMMISSION INCOME ...uuiiiiiiiiiiiiie ettt e e e e s bt e e e e s bbb e e e e e s asb b e e e e e e s aabbeeeeeas 7 3,552 3,277
NEE INSUFANCE INCOMIE ....eiiieieiiiiiie e e e ettt e e e et e e e e et e e e e e e s tba et ee e s st tbe et e e e s aassseeeeeeasssseaeeeaassssseeeesanstbneeaeenanes 8 5 671
Net financial income ......... 9 991 1,500
Share of Profit Of @SSOCIALES ......ci.uiiiiiie ittt e e sttt e st e e st e e s teeesnneeeanneeennne 25 203 1
[©11q =T o] oT=T = Uil o I TaToTo] 1 L= ISP PP PUTOTPPPPPRN 10 235 306
Other Net OPErating INCOMIE ....ccoiiiiiiiie ittt e et e e e s ettt e e e et st b et e e e e e ssbbe e e e e e enabbeeeeessanbbreeeens 1,434 2,478
OPEIALING INCOIME ...ttt ettt e st e e e s bt e s e e e s b e e e e e et e e s e e eaeesbeeesn e e neesreeseeeanneanns 14,514 13,097
Salaries and related EXPENSES ......ccciiiuuiiiiei ittt e ettt e e e sttt e e s st b e e e e e asbbteeeesaa bbb e teeesabbbeeeesannbbeeeeessnnbbees 11 (3,540) (3,271)
Other OPEratiNg EXPENSES ....ccueeiiiiiieiitite it ettt ettt e ettt e et e e et e e abe e e e sttt e e asbeeesnbeeeanteeeanseeeenseeeanbeeeanbeeesneneas 12 (2,661) 2,777)
(@] L= = AT o I =N o 1= [T PRSP RPUPPTPRN (6,201) (6,048)
22 T (1Y PP RP S OPPPPPTN 13 (393) (330)

Net impairment ................. 14 (495) 1,080
Earnings Defore INCOME TAX ....oiiiiiiiiiiii ettt et e et e e st e e sbeeesbeeeeneee 7,425 7,799
INCOIME TAX EXPEIISE .eeiiiiiiitiiiee e ettt e e e ettt e e e s e bbbttt e e s s ahbbb e e e e e e assbe e e e e e e s bbbt e eeeeaabbb e e e e e e aanbb b e e e e e e ansbbeeeeeennnbneeeas 15 (1,703) (1,866)
Net earnings from CONtINUING OPEIratiONS ......ccoiiiiiiiiieiiiiiiiee et e ettt e s st e e e s st e e e e s s nbbeeeeeeenanaeeeas 5,722 5,933
Discontinued operations held for sale, Net Of INCOME TAX ....coiuiiiiiiiiiiiie e 16 96 106
NEBE BAIMINGS ...ttt ettt e e e e h e e st e e e e s e e s b e e see e s ae e et e e reenre e st e e an e e rneenneenaeas 5,818 6,039

Attributable to

Shareholders of Arion BanK Nf. ......iiiiiii e e et e e e e e e et s e e e s e e et e e e e eeaaans 5,812 6,038

NON-CONEFOIING INEEFESE ...ttt s e e e ee e e e e e 6 1
[N LTV a1 o T PSPPSRt 5,818 6,039
Earnings per share 17

Basic earnings per share attributable to the shareholders of Arion Bank (ISK) ........cccccovviiiiiiieiiiiiiiieeeens 3.67 3.61

Diluted earnings per share attributable to the shareholders of Arion Bank (ISK) .........cccccoviiiieiiciiininenn. 3.50 3.46

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

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022 7 Amounts are in ISK millions
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Consolidated Interim Statement of Comprehensive Income
Notes 2022 2021

1.1.-31.3. 1.1.-31.3.

N = T a1 o 1 PP UPRPPPRPNt 5,818 6,039
Net change in fair value of debt investments carried at fair value through OCI, net of taxX ..........cccccceevviiinns (1,136) (481)
Realized net loss (gain) on debt investments carried at fair value through OCI, ..
net of tax, transferred to the INCOME STAtEMENT .........ccuuiiiii i 9 21 (35)

Changes to reserve for financial instruments at fair value through OCI ..........ccccooiiiiiieiiiii e, (1,115) (516)
Exchange difference on translating foreign SUDSIdIArES ..........c..ooiiuiiiiiiieiiiie e (81) 6

Other comprehensive loss that is or may be reclassified
subsequently to the INCOME STAtEMENT .........uiiiiiiiiiei e e e s e e e e e e e (1,196) (510)

Total COMPIrENENSIVE INCOME .....iivieiiiiicieceee ettt ettt ettt ettt e e te et et este e st et e eteeaeere et e sseeaeareenns 4,622 5,529

Attributable to
Shareholders of AON BanK ..........ooooiiiiiiiiiiieiee ettt e e e e e e e e e e e e e e e e e e e e e e ea e e e e e e e e e e e e e e e e eeaaaaaans 4,616 5,528
NON-CONETOIING INTEIEST .ot e ettt e e e s bbbt e e e e s bb et e e e e e bbbt e eeesenbbbbeeeeesnnbbees 6 1

Total COMPrENENSIVE INCOME ......iiiiiiiiiiiieceiei ettt ettt ettt ettt et e e te et teeteeae et e et e eaeere et e sseeaeareenns 4,622 5,529

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

Arion Bank Condensed Consolidated Interim

Financial Statements 31 March 2022 8 Amounts are in ISK millions
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Consolidated Interim Statement of Financial Position

Assets Notes 31.3.2022 31.12.2021
Cash and balances with Central Bank 18 64,395 69,057
LOANS 10 Credit INSEULIONS .. ..oieieiieei ettt e e e e et e e e e e et e eeeeee e et s eeeseesbaa e eeeessnnnnnns 19 35,868 30,272
| Ia = L g S (o o1 U] (0] 0 1 =T 6= PPN 20 976,383 936,237
Financial instruments .. . 21-23 185,680 225,657
INVESTMENT PrOPEITY ...ttt e s e e e e e eeeees 23 6,586 6,560
INVESTMENES IN @SSOCIALES .....viiiieiiiiiiiiie e ittt e e e e ettt e e e e ettt e e e e s st e e e e e e s sssbaaeeeeassssaeaeeeaassbaeeaeesastbeeeaeenanes 25 700 668
INEANGIDIE ASSELS ...eeiiiiiiiiiiii ettt e et e e ettt e e e e e bbbt e e e e et bbb e e e e s a bbb e e e e e annrrees 26 9,239 9,463
I G T =) PP OUTPTRRTRN 27 754 2
Assets and disposal groups held fOr SAIE ...........coiiiiiiiiii i 28 14,706 16,047
(@] (g1 g XY= RS 29 46,704 19,901
TOTAI ASSBES iiiiiiiie et ittt e et e e e e e ettt e e e e ettt e e e s e tt e e e e e e e e aattaeee e e aa——taeeeaatbr et aee e ettt eeeeeaanraaaeeeennnrneaens 1,341,015 1,313,864

Liabilities
Due to credit institutions and Central BANK ..............oiiiiiiiiiiiieeeeiiiieee e eeiiie e e e s st e e e e s esiaaeeaeessnsaaeeeeannnnns 22 4,270 5,000
[DT=T 01 (SR URUPPRS 22 679,925 655,476
Financial [iabilities @t failr VAIUE ..........c.uviiiieiiiiiie et e et e e e e e e e e s et e e e e e s anaaaeeeeas 22 12,323 5,877
LI R L= o = PP TP PRPT TR 27 8,080 7,102
Liabilities associated with disposal groups held for SAlE ............ccoiiiiiiiiiiiiie e 28 15,122 16,935
(@1 g T=T g TE= o =SS OPRPOUPRRY 30 44,582 37,151
Borrowings ... . 22,31 370,026 356,637
RS0 o T o [T gt L (=T M TE= Lo 22,32 33,674 35,088
TOLAI LIADTHTIES .vviiiiiiiiiiiie ettt et e et e e e e et e e et e e e bt e e e sabeeesnseeeensaeeanseeennneeennneas 1,168,002 1,119,266

Equity 34
Share capital and SHhare PremMIUM ...... i it e et et e et eesneeeeans 18,955 22,684
ORI TESEIVES ..uveiiiiiieeeiie et e ettt e e e e e ettt e e e e e e ettt e e e e e e e et bt eee e e e e bb e e e e e e eeaaaaaeeeeeesessrans 11,631 12,838
R eV aT=To =T Ty ol o TSP PP TP 141,747 158,403
Re] - URS g T 1= gL fo [T o TU T Y SO SPPRRO 172,333 193,925
Non-controlling interest .. 680 673
I & o T PSP OPPROPRPOt 173,013 194,598
Total LiabilitieS AN EQUITY ...uuuviiiiiiiiiiiieeeiiiitee ettt e e e e st e e e s e tbb e e e e e s snbb b e e e e e s s nnsbbeeeeeas 1,341,015 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

Net earnings .................

Net change in fair value

Realized net loss transferred to P/L ...

Translation difference ..

Total comprehensive income ..........

Transactions with owners

Dividend paid .............
Purchase of treasury shares ..

Share option charge ..

Share option vested ...
Incentive scheme .........cccoecvvveeeennnne
Changes in reserves ..

Equity 31 March 2022

e’
A"x
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
5,812 5,812 6 5,818
(1,136) (1,136) (1,136)
21 21 21
(81) (81) (81)
- - - - - - - (1,115) - (81) 5,812 4,616 6 4,622
(22,489) (22,489) (22,489)
(23) (4,246) (4,269) (4,269)
49 49 49
3 349 (38) 314 314
1 186 187 187
319 (310) (31) 22 - -
1,499 17,455 110 828 7,564 2,856 1,093 (3,052) 1,637 595 141,747 172,333 680 173,013
The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
10 Amounts are in ISK millions
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Equity 1 January 2021 ........c.ccccveene

Net earnings ..............

Net change in fair value .....................

Realized net gain transferred to P/L ...

Translation difference

Total comprehensive income ..........

Transactions with owners

Dividend paid ..........

Purchase of treasury shares ............

Share option charge

Warrants sold ..........

Changes in reserves

Equity 31 March 2021 ..........c..........

e’
A"x
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
1,718 49,613 - - 7,421 694 1,054 (141) 1,637 655 135,021 197,672 173 197,845
6,038 6,038 1 6,039

(481) (481) (481)

(35) (35) (35)

6 6 6

- - - - - - - (516) - 6 6,038 5,528 1 5,529
(2,857) (2,857) (2,857)
(98) (11,846) (11,944) (11,944)
18 18 18

828 828 828

398 571 132 (1,101) - -

1,620 37,767 18 828 7,819 1,265 1,186 (657) 1,637 661 137,101 189,245 174 189,419

The accompanying Notes are an integral part of these Condensed Consolidated Interim Financial Statements
11 Amounts are in ISK millions

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022
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Consolidated Interim Statement of Cash flows
2022 2021
Operating activities 1.1.-31.3. 1.1.-31.3.
N (=T =T= T ] o TP PRTPPPPI 5,818 6,039
Non-cash items INCIUAEd IN NEE EAIMINGS ......coiuiiiiiiie ettt e e e et e e st e e st e e sbne e e (6,917) (3,027)

Changes in operating assets and liabilities

Loans to credit institutions, excluding bank accounts (264) (1,410)

(0T T KR (o o0 L] 1o 14 1=T £ S TP PP PP (41,142) (19,170)
Financial instruments and financial liabilities at fair VAIUE .............oeiiiiiiiiiiii e 42,585 22,071
[DT=T oo L] (T TSP UPRPRPOPI 23,406 24,749
2 To T o g To L PSPPSR OPPPRUPROOY (8,496) 422
Other changes in operating assets and liabilities ..............ccoooiiiiiiii e 3,459 (5,067)
LY (T (ST A C=Te =1 V7o U 14,234 11,501
INEEIEST PAI ...ttt b e b e s he e e et e st e e Rt e e h e e ek e e e e e e e e bt e e he e e ee e e et e e h e s re e e e e neenneens (3,657) (3,913)
DIVIAENA FECEIVEM ...ttt ettt e e e ettt e e e 4t bbbt e e e e e ab b et e e e e e s s bb e e e e e e en bbb et e e e e an bbbt e e e eannsbneeeesannnnns 57 42
INCOME TAX PAIA ...ttt e e a e e et e e bt e s h e e s b e e et e R e e s h e e sb e e e ae e e e e et e e beeseeesbeeeneenreeneeeeanas (1,477) (685)
Net cash from OPErating ACTIVITIES ......iiiiiiiiiie e e et e et e st e e st e e st e e et e e e neeesneeennne 27,606 31,552

Investing activities

Proceeds from SAIE Of ASSOCIALES ..........uieiiiieiiiee ittt ettt e e e sttt e et e e sttt eesnbeeent e e enseeennneeennneeennne 241 -
ACQUISITION OF ASSOCIALES ....itvtiiieeeiiiii ettt e e e ettt e e e e e s bbbt e e e e e sk bbb et e e e e aabbb e e e e e e snbbeeeeeaanbbbeeeeesanbbneeeeas (70) -
AcQUISItIoN O INTANGIDIE @SSELS ......ociieiiee e e (53) (396)
Proceeds from sale of property and EQUIPMENT ........oiiuuiiiiieiiiiiiie ettt e et e e e s st e e e e s sabseeeesasnabeeeeessannnees 238 67
Acquisition of property @and EQUIPIMENT ...........coiiiiiiiieii et e et e e ae e s e e s e e e sre e e (51) (171)
Net cash from (t0) INVESTING ACLIVITIES .....c.ooiiiiiiiii e 305 (500)

Financing activities

Proceeds frOmM ISSUEBH WAITANTS .........uuieitiieiiie et ettt sb et st et e ettt e et e e et e e et e e e be e e e bb e e e ab bt e e anteeeaneeeesnneeeanneeennneeens - 828
Proceeds from VESted SNAre OPLIONS ........uuiiiiiiiiiiii ettt e e e s s bbbt e e e et b et e e e e e bbbt e e e s anbbneeeeennnes 352 -
PUIChase Of trEASUNY SEOCK ........ccuiiiiieiiiiii ettt sttt e e e e e sae e b e e sae e sen e e e e sreeneee s (4,269) (11,944)
Dividend paid to shareholders of Arion Bank . (22,489) (2,857)
Net cash used in fINANCING ACTIVITIES .....cciiiiiiiiiiiiiiiiii ettt e e e s s bt e e e e s bbb e e e e e s sbbbeeeeesannbrees (26,406) (13,973)
Net increase in cash and Cash @QUIVAIENTS ..........cooiiiiiiiiiiiiiiiee e e e e e et e e e e s s sbbb e e e e s snbeees 1,505 17,079
Cash and cash equivalents at beginning of the YEar .............cooi i 90,678 58,284
Effect of exchange rate changes on cash and cash equIVaAIENTS ..o (833) 1,229
(0F= 1] g I T [o o= 1] I =To [ U LA 2= 1L=T o] PP T T PPPPT PP 91,350 76,592

Cash and cash equivalents

Cash and balances With CENLIAI BANK ............uuuuiiiiiiiiie ettt e e e e et e e e e e e saaa e e e eesseaba s eeeseeerens 64,395 60,479
L2 T T QT oo 11 £ PRURRR 33,550 21,997
Mandatory reserve deposit With Central BANK ..............cooiiiiiiiiiiiiieiii ettt e e (6,595) (5,884)
Cash and CASN EQUIVAIENTS .......iiiiiiiitii ettt ettt e e bt e eabb et e se et e sat et e s te e e e e e e nanreenane 91,350 76,592

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 31 March 2022 12
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Notes to the Condensed Consolidated Interim Financial Statements

General information

Arion Bank hf., the Parent Company, was established on 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion Bank hf. is located at Borgartin 19, Reykjavik. The Condensed Consolidated Interim Financial Statements for the period
ended 31 March 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 4 May 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 128.13 and 142.00 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 judgments in applying accounting policies

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

Estimates and assumptions

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
Financial Statements 31 March 2022 14



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 Omicron wave of Covid-19 has subsided in Iceland and all public health restrictions have been lifted. As a consequence, the outlook
for the tourism industry for the summer 2022 and the coming years is very good with 1.6m tourists expected in 2022 and the pre-Covid
peak of 2.2m tourists being reached in 2024. In line with this, it is expected that the unemployment rate will continue to decrease in the
coming years and that GDP growth will be strong. 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 although demand is also expected to remain strong from
demographic considerations.

The war in Ukraine is neither expected to have a substantial effect on the Icelandic economy nor on the Group in the base economic
forecast. However, it is clear that several types of risks have increased due to the war. Thus, the probability of a negative economic
scenario being realized has increased.

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 29.

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
Shares in the main subsidiaries in which Arion Bank holds a direct interest Equity interest
Operating activity ~ Currency 31.03.2022 31.12.2021
Eignabjarg ehf., Borgartin 19, Reykjavik, Iceland .............ccccccoovviiiniiennincnnn. Holding company ISK 100.0% 100.0%
Leiguskjol ehf., Bjargargata 1, Reykjavik, Iceland ...........cccccoeniniiiiienicnnne Rental guarantee ISK 51.0% 51.0%
SRL slhf., Borgartin 19, Reykjavik, Iceland ...........cccccoooiiiiiiiiiiiiiiiciiccs Real estate ISK 100.0% 100.0%
Stefnir hf., Borgartin 19, Reykjavik, Iceland .............cccooceviiniiiiienicncnce Asset management ISK 100.0% 100.0%
Valitor hf., Dalshraun 3, Hafnarfjordur, Iceland ............cccccoovveniiieniiecniiicene Payment solutions ISK 100.0% 100.0%
VISA island ehf., Borgartin 19, Reykjavik, ICEIand .............cccceevvrvriririririririnans Holding company ISK 100.0% 100.0%
Vordur tryggingar hf., Borgartin 19, Reykjavik, Iceland ............ccccocvveeviicennnen. Insurance ISK 100.0% 100.0%

The subsidiaries Eignabjarg ehf. (holding company of Stakksberg ehf. and Sélbjarg ehf.) and Valitor hf. are classified as held for sale in
accordance with IFRS 5, see Note 29 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
Financial Statements 31 March 2022 15



| 4

A
]

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 Valitor, 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.-31.3.2022 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 ........oevveeeeiieeiieee e 477 4,419 4,560 96 3 27) 9,528
Net fee and commission iNCOME ..........ccceeeerrevvennnn. 1,521 1,133 923 150 24 (199) 3,552
Net iNSUrance iNCOME .........ccceovueeiniiieniiee e - (61) 127 - - (61) 5
Net financial iNCOMEe .........covviviiiiiiniieeeeeee, (35) 95 332 611 19 (31) 991
Share of profit of associates - - - - - 203 203
Other operating iNCOME .........cocovveriiieeiiieeiiieeeieene - - 34 (1) 5 197 235
Operating iNCOME ......vvviiiiiiiiiiee e 1,963 5,586 5,976 856 51 82 14,514
Operating eXPENSES ......cceeviiiurreieeeriiiiieeeeesiieeeesans (513) (632) (1,297) (152) (33) (3,574) (6,201)
Allocated EXPENSES .......ccuvvviveeiiiiiiieeeeeiiieee e (483) (846) (1,750) (284) 1) 3,364 -
BanK [EVY ....ooiiiiieeiecee e (16) (120) (185) (72) - - (393)
Net impairment ..o (1) (418) (78) 2 - 4 (495)
Earnings (loss) before income tax .........cccvveeenne 950 3,570 2,666 346 17 (124) 7,425
Net seg. rev. from ext. CUSTOMErS .........ccccevveeviininns 810 5,962 10,237 (2,947) 340 112 14,514
Net seg. rev. from other segments ...........cccceevveeeen. 1,153 (376) (4,261) 3,803 (289) (30) -
Operating iNCOME .......cccovuieerieeeniie e 1,963 5,586 5,976 856 51 82 14,514
Balance Sheet
Loans to customers ... 56 397,458 579,620 61 3 (815) 976,383
Financial instruments .... 51,791 7,672 19,294 106,658 2,829 (2,564) 185,680
Other external assets ... . 6,661 5,141 9,322 104,851 34,183 18,794 178,952
INternal @SSELS .......ccvvviiiiiiiiiiiiee s 29,726 - - 286,728 - (316,454) -
TOtAl ASSELS .eoviiiieeiiieeciie e 88,234 410,271 608,236 498,298 37,015 (301,039) 1,341,015
Deposits ... 68,124 235,378 303,719 61,112 - 11,592 679,925
Other external liabilities . 12,667 21,099 23,589 415,010 11,889 3,823 488,077
Internal liabilities ..........ccccooiiiiiiiiin - 86,134 223,739 - 6,581 (316,454) -
Total liabilities .....occvveiiiiiiiiieee e 80,791 342,611 551,047 476,122 18,470 (301,039) 1,168,002
Allocated eqUILY ....ccovvveiriieiiieeeee e 7,443 67,660 57,189 22,176 18,545 - 173,013
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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5. Operating segments, continued

Supporting

1.1.-31.3.2021 Corporate & Other units

Markets Investment Retail sub- and elimi-
Income Statement and Stefnir Banking Banking  Treasury Vordur  sidiaries nations Total
Net interest inCOMe ........ccccovvvvvveeeennns 139 2,585 3,932 709 26 (41) (8) 7,342
Net fee and commission income 1,191 1,107 940 165 (72) (140) 86 3,277
Net insurance iNCOMe ..........cccvvveeennnne - - - - 717 - (46) 671
Net financial income ...........cocoovvvvvennnns 65 216 - 1,019 316 (116) - 1,500
Share of profit of associates - - - - - - 1 1
Other operating inCOMe ...........ccccceuee... - 1 211 (2) 8 (15) 103 306
Operating inCoOMe ........cccocvevvenieeninne 1,395 3,909 5,083 1,891 995 (312) 136 13,097
Operating exXpenses ..........cccoceeveeneeene (439) (325) (1,311) (143) (630) (85) (3,115) (6,048)
Allocated expenses ...........ccccceeeeeeuenne. (467) (642) (1,629) (236) (8) (1) 2,983 -
Bank [8VY ...ccoeveiiieieeeeceee e (13) (94) (155) (68) - - - (330)
Net impairment ............ccoocveieeiiennene - 841 414 2 - (85) (92) 1,080
Earnings (loss) before income tax .... 476 3,689 2,402 1,446 357 (483) (88) 7,799
Net seg. rev. from ext. customers ........ 1,033 4,988 7,779 (1,606) 915 (105) 93 13,097
Net seg. rev. from other segments ...... 362 (1,079) (2,696) 3,497 80 (207) 43 -
Operating inCoOMe ........cccocvevvenieeninne 1,395 3,909 5,083 1,891 995 (312) 136 13,097

Balance Sheet

Loans to Customers ...........ccccceeeeeennns 3 307,733 530,153 115 - 4 (846) 837,162
Financial instruments ..........c.cccccveveene 48,175 1,267 - 123,608 23,538 2,804 (2,176) 197,216
Other external assets .........ccccoccueeenen. 5,154 8,023 4,179 74,057 8,463 31,635 15,204 146,715
Internal assets .........ccceeeveevvivviiiieeeeeeninns 24,595 - - 248,093 - - (272,688) -
Total aSSetS «ovvveeeeeeieeeeee e 77,927 317,023 534,332 445,873 32,001 34,443 (260,506) 1,181,093
Deposits 64,525 107,254 361,077 63,671 - - (3,987) 592,540
Other external liabilities ..............c.c...... 5,285 1,775 5,436 337,375 21,205 11,889 16,169 399,134
Internal liabilities ............coovvveeiiiiiiiinnnn, - 148,674 124,014 - - - (272,688) -
Total liabilities ......cccccevvvvieeiieiein 69,810 257,703 490,527 401,046 21,205 11,889 (260,506) 991,674
Allocated equUIty .....cccooeveveerieiieaieens 8,117 59,320 43,805 44,827 10,796 22,554 - 189,419

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 Consolidated Income Statement

6. Net interest income

1.1.-31.3.2022 Amortized Fair value Fair value

Interest income cost thr. P/L  thr. OCI Total
Cash and balances with Central BanK ..............cuieiiiiiiiiieeiiiiiiee e 392 - - 392
L0oans to Credit INSHIULIONS ........ooiiiiiiiiie it e e 8 15 - 23
[T T R (o I U] (0] 1 41T £ TP 15,997 - - 15,997
SEBCUITIES . iieitiiie e ettt ettt et e e ettt e e e e e e et et e e e e e e e e st s e e e e e s s ba e eeeesssaaaaeeaeessassranaaans - 240 814 1,054
Other .... 60 - - 60
INEEIEST INCOIME L.t e e e e e e e e e e e e et e e e e e e ea b e e e e eeeaaanaaaaeas 16,457 255 814 17,526
Interest expense

DIBPOSIES ..ttt (3,478) - - (3,478)
Borrowings ....... . (3,957) - - (3,957)
Subordinated liabilities ............cccoiiiiiii s (520) - - (520)
ONET .ttt (43) - - (43)
INEEIEST EXPENSE oottt ettt e et e e e e s bbb e e e e e bbbt e e e e e abb bt e e e e s nntbeeeee s (7,998) - - (7,998)
NEL INTEIEST INCOME ...uiiiiiiiiiiiiiiee et s e e e e e e e e e e e e etaraeeeesenntraeeaens 8,459 255 814 9,528
1.1.-31.3.2021

Interest income

Cash and balances with Central BankK ..............coioiiiiiiiiieeoiiiiiiee e eeee e eivaee e 88 - - 88
L0oans to Credit iINSHEULIONS ........cciiiiiiiiie et e e e e e e e e saaaeeeeeennnns 25 7 - 32
LOBNS 10 CUSTOMEIS ...ovviiiee et e ettt e ettt e e e e e e et e e e e e e e et b e e e e e e eaaaaaeeeeeeesnanaaees 10,676 - - 10,676
SECUNEIES .oeieeeieiiitee e ettt e e e e ettt e e e e ettt e e e e e s et eeeeeaaaaeeeeeesasstaeeeeeeaasssseeeeeanssssaaaeeeanssaneeens - 320 619 939
[ 11 =T PRSPPI 44 - - 44
INEEI ST INMCOIME L.ttt e e e e e et e e e e e e e et b s e e e s e s et b e e e e e saaaaateaaees 10,833 327 619 11,779
Interest expense

D= o T0 1] PP PP PUPPPPPPPOPN (1,181) - - (1,181)
Borrowings ....... . (2,774) - - (2,774)
Subordinated HADIITIES .......cc.uviiiiiiiiiii e (453) - - (453)
[ 11T PP UTR PP PRPTN (29) - - (29)
INTErESE EXPENSE . .oiiiiiii it (4,437) - - (4,437)
NEL INTEIEST INCOMIE Luuuiiiiiiiiiie et e e e e et e e e e e e e et e e e e e s e aaaba e eeeaees 6,396 327 619 7,342

Net interest income calculated using the effective interest rate method were ISK 16,412 million during the period (3M 2021: ISK 10,796

million).
2022 2021
Interest spread 1.1.-31.3. 1.1.-31.3.
Interest spread (the ratio of net interest income to the average carrying amount of interest bearing assets) .......... 3.1% 2.7%
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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7. Net fee and commission income
1.1.-31.3.2022 1.1.-31.3.2021
Net Net
Income  Expense income Income  Expense income
ASSEt MANAGEMENT ..ottt 1,396 (159) 1,237 1,139 (113) 1,026
Capital markets and corporate finance ... . 695 9) 686 584 9) 575
1,046 - 1,046 1,161 - 1,161
340 (26) 314 291 (34) 257
430 (144) 286 414 (89) 325
161 (178) a7 137 (204) (67)
4,068 (516) 3,552 3,726 (449) 3,277

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
Earned premiums, net of reinsurers' share 1.1.-31.3. 1.1.-31.3.
LT LT ERT Y (=] TR 4,675 4,330
Premiums WIttEN, FEINSUIEIS' SNAIES ......iiiiiiiiiiiee ittt s e e e e e s bt e e e e s et bbbt e e e s s anbbbeeeeessnnsbeeeesennnnes (148) (115)
Change in provision for UNEArNEd PrEMIUMS ........cuuuiiieeiiiiiiee e ettt e e st e e e s st e e e e e s st e eeesassbbeeeeessabbbeeeeeesnnnbrees (1,176) (1,161)
Earned premiums, Net of reiNSUIErS' SNArE .......ooiiiiiiiiii e e 3,351 3,054
Claims incurred, net of reinsurers' share
CIAIMS PRI ...ttt sttt e et e e b e s b e e s e et e e st e bt e s b e e s ee e e st e e e Re e sE e e een e e e et e e sseeeneesaeeeanean (2,577) (2,074)
Claims Paid, FEINSUIEIS' SNAIE .......uiiiiiiieiiie ettt e et e e te e e e te e e ettt e e sa bt e e snbe e e snteeeenteeesnneeeanneeeas 92 16
Change in ProVision fOr CIAIMS ..ottt e e re e e s e e eans (864) (362)
Changes in provision for claims, reiNSUrers' SNAre ... 3 37
Claims incurred, Net Of FEINSUIEIS' SNAIE .....cc.uviiiiiiiiii e e e e s sbbreee s (3,346) (2,383)
NET INSUFANCE INMCOMIE ..uiiiiiiiiiiiiie ettt s bttt e e e et b bt e e e e e bb ittt e e e e s bbb et e e e e o st bt e e e e e e nbb bt e e e e ensbbbeeeeeenbbbeeeeessnbbbeeeeeennes 5 671
Combined ratio
(@] 1 41 0] 0 T= o N = 11 [ TSP 115.5% 98.5%

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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9. Net financial income 2022 2021
1.1.-31.3. 1.1.-31.3.

Net gain on financial assets and financial liabilities mandatorily measured at fair value through profit or loss ......... 1,112 1,463
LOSS 0N Prepayments Of DOTTOWINGS .......uviiiiiiiiiiiie ittt e ettt e s sttt e e e et b e e e e e bbb e e e e s sanbbaeeeeesnaes (35) -
Net loss on fair value hedge Of INTEreSt FAte SWAP .......eiiueiiiiieiiiie ettt e et e s e e (125) 1)
Realized (loss) gain on financial assets carried at fair value through OCI ...........ccccoiiiiiiiiiiii e (28) a7
Net foreign €XChange GAIN (I0SS) .......eeeiuuiiiiiiee ittt e a et e et e e et e e e bt e e aabe e e sabeeesnbneeanne 67 9)
NI {1 = Vg TeT = U T Lol o] [ URPRRTPP 991 1,500

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

EQUILY INSTIUMENTS ..iiiiiiee ettt ettt ettt e e e ettt e e e 4 s bbbt e e e e e s bbbt e e e e aasbb et e e e e aas bbb e e e e e s anbbbeeeeeesnnbneeeeannnnns 624 1,194
DEDE INSIIUMENTS ...ttt e bt ekt e e e et e e e bt e et et e ettt e e e e e et e e e nsneeennneenene 268 366
[ D=1V 1)V PP PPPPP 220 (97)
Net gain on financial assets and financial liabilities

mandatorily measured at fair value through profit Or 10SS .....cooiiiiiiiiiii e 1,112 1,463

Net loss on fair value hedge of interest rate swap

Fair value change of interest rate swaps designated as hedging iNStrUMENtS .............ccocvieiieriiii e (4,483) (523)
Fair value change on bonds issued by the Group attributable to interest rate risk ...........cccoooeiiiiiiniiiiiin, 4,358 522
Net loss on fair value hedge Of INtEreSt rate SWaP ......uveiiiiiiiiiiiee e ee e (125) 1)

10. Other operating income

Net gain 0N dISPOSAI Of ASSELS .....eeiueiiiiiie ittt ettt e st e e et e et e e be e e sbeeeeabbeeessbeeesneeeennnee 174 49
Net gain 0N @SSEtS NEIA fOF SAIE .......coiiiiiiiiiie i e s e e e e e b e e e e s s bbb e e e e e s anbbeeeeeas 10 109
Other income .... 51 148
Other operating income 235 306
Net gain on assets held for sale

Income from real estates and OhEr ASSELS .........uiiiiiiiiiiieiie et et e et e e e e e enneas 13 118
Expense related to real estates and other assets .. ?3) 9)
Net gain 0N @SSEtS Neld FOr SAIE ....oouuiiiiiii et e bt e e e et e e e e e bbb e e e e s sanbbbeeeeesnaes 10 109

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

11. Personnel and salaries 2022 2021
1.1.-31.3. 1.1.-31.3.

Number of employees
Average number of full-time equivalent positions during the Period ... 749 768

Full-time equivalent positions at the end of the period 753 772
Salaries and related expenses

EST= 1E= =TT 2,666 2,615
INCENTIVE SCREMIE ...ttt ettt e e e ettt e e e e st e e e e e bttt e e e s e sb b et e e e e st e e e e e ennntnneees 14 14
Share-based PAYMENT EXPENSES .......eiiiiiiiiiita ittt ettt e e et e ettt e e bt e e bt e e be e e e be e e eabe e e eabe e e st e e e sabeeeanneean 50 18
Defined contribution PENSION PIANS .......viiiiiiiee ettt ettt e e 398 389
SAIArY-TEIAIEA EXPENSES ..ottt ettt oot e et et oo bt e ek bt e e he et e e et e ettt e bt e en e e ettt s 412 368
Capitalization of salaries due to implementation of COre SYStEMS .........c.oiiiiiiiiiiiiiieee e - (133)
Salaries and related EXPENSES ......uuiiii ittt e et e e e et e e e e et b et e e s et e e et e e e e ees 3,540 3,271

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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11. Personnel and salaries, continued

Incentive schemes

During the period the Group made a provision of ISK 19 million (Q1 2021: ISK 19 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 470 million (31.12.2021: ISK
1,638 million).

Revised incentive scheme for Arion Bank hf. and Vérdur 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 Vordur, 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.

Share-based payment expense

Arion Bank has in place a share option plan for all employees of the Bank, 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 50 million was
recognised in the Income Statement during the period (2021: ISK 18 million). Estimated remaining expenses due the share option
contracts are ISK 543 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
1.1.-31.3. 1.1.-31.3.
T BXPEISES ..ttt ettt e 4ottt e oottt e e ettt oo e Rt oo 4o Rt e oo e et e e e e et e e e e e et e e e s e e e e s 1,100 1,250
(o) (TS o] o Fo T I Yot TP PRSPPI 225 232
HOUSING EXPEINSES ...ttt ettt sttt ettt s e e e e h e s h e e e ae e et e e bt e s he e et e e e s e et e e s e e s se e s aeesaneesneeneenneenren s 150 157
Other adMINISTrationN EXPENSES ........cuiiiieiieiiie ettt et s e e s e e s e e e e e r e e sre e ste e e sr e e saeeseeesseesseesaneeaneas 612 632
Depositors' and Investors' Guarantee Fund . 135 143
Depreciation of property and @QUIPMENT ...........cuiiiiiiiiiieie et s 128 137
Depreciation of right Of USE @SSEL .........cciiiiiii et 34 33
Amortization of INTANGIDIE ASSELS .........coiuiiiiii e 277 193
OthEr OPEIALING EXPENSES ...uitiiiieiiiiiiiete e ettt e e e ettt e e s s bbb et te e s s aba et e e e e s sbaeeeeeaassbbeeeeeeaasbbbeeeeesasbbeeeeeeannseeeeeaanrnes 2,661 2,777
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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
Net impairment on financial instruments and value changes on loans 1.1.-31.3. 1.1.-31.3.
Net impairment on loans to customers and financial INSHULIONS ............oooiiiiiiiiei e (522) 955
Net impairment on other financial instruments at FVOCI ... 1 1
Other value changes of loans - corporates .................... . 5 9
Other value changes of loans - individuals .. 21 115
N LT a 0] o = UL 1 1= oL S PP PP PP (495) 1,080
Net impairment by customer type
FINANCIAL INSHEULIONS ...ttt e s bt e et r e e s et e s e e e s s e e e e et e et e e s aeesseeseneenneennee e - (43)
INAIVIAUALS ... 34 124
LOfo] o ToT 2=\ =TSO PP P PP PP RPPRRPRR (529) 999
NEE IMPAITIMENT ...t et e e s b e e e e e e et e e b e e s e e e ses e e n e e nreenee e s eneene et e e seeeeaes (495) 1,080

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 or sold during the year.

15. Income tax expense 2022 2021
1.1.-31.3. 1.1.-31.3.
CUITENT TAX EXPENSE ....eetieeeeeeiiiee et e ettt e ettt e e e ettt e e e e sk bttt e e e oo bttt e e o4 oa ke e et e e e e s st e et e e e e et be et e e e e anetbe et e e e s nabtnneeeeennns 2,995 2,330
Deferred tax expense (income) (1,292) (464)
INCOME TAX EXPEINSE ..ttt e oo oo oo oo oo oo oo oo oo oo 44444444 oo oo e e e oo ook b bbbt bbbt b bbb et e e e nnes 1,703 1,866
2022 2021
Reconciliation of effective tax rate 1.1.-31.3. 1.1.-31.3.
Earnings before iNCOME TaX ........c.uiiiiiiiiiiie et 7,425 7,799
Income tax using the Icelandic corporate tax rate ..........c.cccoceeriieiieinciiiie e 20.0% 1,485 20.0% 1,560
Additional 6% tax on Financial Undertakings ... 9.1% 678 6.6% 514
NON-AEdUCHIDIE EXPENSES ...ttt e e st e e e e s eeeeeas 0.1% 11 0.0% 1
Tax eXeMPL FEVENUES / IOSS ....uvviiiiiiiiiiiiie ettt e et e e s bbaeee s (3.9%) (293) (2.1%) (166)
Non-deductible taxes (BanK IEVY) ........uuiiiiiiiiiiiiieiiiiiiiee et siareee e 1.1% 79 0.8% 66
Tax incentives not recognized in the Income Statement .........ccccoovvviiiiiiiiiiiiee e (3.7%) (273) (1.4%) (111)
Other Changes ..........ccoeiiiiiiiiieeee e . 0.2% 16 0.0% 2
Effective tax rate 22.9% 1,703 23.9% 1,866
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
1.1.-31.3. 1.1.-31.3.

Net gain from discontinued operations held fOr SAIE ............cooiiiiiiiiiiiii e 109 103
INCOIME TAX EXPEIISE ...eiieiiiitiiiee e ittt e ettt e e e ettt e e s 4 h bbbt e e e e e aab et e e e e e abb e et e e e e aabb b et e e e 44 s b b et e e e e e nbb et e e e e ensabb e e e e e snnbbbeeeeas (13) 3
Discontinued operations held for sale, net Of INCOME tAX ....cocuiiiiiiiiiiiiie e 96 106
V2= U1 (o] g o | PSP PP PP PPPT TP 288 120
SEAKKSDEIG ENF. .ot b et h btttk R e eh ettt e e e e e (215) (34)
Soélbjarg ehf. .....oooviieeiie 23 20

96 106

Discontinued operations held for sale, net Of INCOME tAX ....cocuviiiiiiiiiiiie e

The net profit from Valitor's operation was ISK 59 million during the period whereas Valitor's positive contribution to the Group, after taking
into account the Group's eliminations, was ISK 288 million. Operating income of Valitor was ISK 1,377 million, or ISK 1,610 million after
taking into account the Group's eliminations.

Operating effects of Sélbjarg are mainly due to a binding offer of sale 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.-31.3. 11.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3. 1.1.-31.3.
Net earnings attributable to the shareholders of Arion Bank ....... 5,716 5,932 96 106 5,812 6,038
Weighted average number of outstanding shares (millions) ....... 1,583 1,673 1,583 1,673 1,583 1,673
Weighted average number of outstanding shares
including warrants and options (MillioNs) ..........ccccevivveeeriiins 1,661 1,747 1,661 1,747 1,661 1,747
Basic earnings per share (ISK) .......cccoceeiiiiiiiiieiicieneeeeee 3.61 3.55 0.06 0.06 3.67 3.61
3.44 3.40 0.06 0.06 3.50 3.46

Diluted earnings per share ISK) ......ccccoovviiiiiiiiiiiiiiiee i,

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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18. Cash and balances with Central Bank 31.3.2022 31.12.2021
(OF=1] 4 1o a1 4 T= U g T PSSR 3,342 3,556
Cash with Central Bank ............cccooevvveeieeeriennne. 54,458 58,966
Mandatory reserve deposit With Central BANK ..............oooiiiiiiiiiii et 6,595 6,535
Cash and balances With CeNEral BANK .........viiiiiiiiiiiee et e e e e et s e e e e e e st e e e e e eeeaaas 64,395 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 31.3.2022 31.12.2021
27 L= oot o1 o O ERSPRPRR 33,550 28,156
(@1 =T gl (o =T L PP PRTN 2,318 2,116
LOANS t0 Credit INSTITULIONS ..ovviiieiiieeeeeeeeeeeeee et aaaeees 35,868 30,272

20. Loans to customers Individuals Corporates Total

Gross Gross Gross

carrying Book carrying Book carrying Book
31.3.2022 amount value amount value amount value
OVEIAraftS .....ccocuiiiiiiieeciee ettt 15,262 14,716 20,371 19,766 35,633 34,482
Credit CArdS ....ooovvieiiiee ettt 13,270 13,115 1,526 1,485 14,796 14,600
MOrtgage 0aNS ......cceeiiiiiiiiiieiie s 469,877 469,417 46,508 46,343 516,385 515,760
CONSEIUCION [0ANS ....eviiieiecciiiiee et - - 16,064 16,003 16,064 16,003
Capital [EASE ......vevi i 4,611 4,594 3,847 3,820 8,458 8,414
OthEr I0ANS ...eiiiiviicciie et 33,245 32,553 359,774 354,571 393,019 387,124

536,265 534,395 448,090 441,988 984,355 976,383

Loans to customers

31.12.2021

OVEIAIraftS ...ocoiiiiiiiiii e e e e e 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
MOrtgage 0ANS ......cceeiiiiiiiiiiee s 463,895 463,457 41,588 41,420 505,483 504,877
CONSEIUCLION 10ANS ....evvvveeeeeieeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e, - - 17,798 17,775 17,798 17,775
Capital [EASE ......veviiiiie it 4,471 4,451 3,882 3,843 8,353 8,294
[ 1 L= gl (o = g 1RSSR 32,573 31,862 332,433 327,507 365,006 359,369
LOANS t0 CUSTOMEIS ..uiiiiiiiieiiiie it et e eite et esieeestee e sire e 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 305 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.

31.3.2022 31.12.2021

21. Financial instruments
(2 ToTalo bR TaTo o [<Y o) AT ES] (U 1 4[] 01 £ 106,022 151,852
Shares and equity instruments with variable INCOME ..o 26,712 25,063
(D LST A V2= 1A VZ T TPTRRY 2,693 2,905
Securities used for economic hedging 50,253 45,837
[ T = U 1o F= U T 1= €0 =T 0 PRI 185,680 225,657

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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22. Financial assets and financial liabilities
31.3.2022 Manda-
Fair value torily at

Financial assets Amortized through  fair value
Loans cost (e]¢]] thr. P/L Total
Cash and balances with Central Bank ...............coiiiiiiiiiiiiiiieei e 64,395 - - 64,395
Loans to Credit INSHIULIONS ........ovvviiiiiee e e et e e e e e e e e e eraaaaens 33,838 - 2,030 35,868
(o= T g IS (o I o1 £ (0] 1 1 =T £ PTPRN 976,383 - - 976,383
LO@INS ittt eit ettt ettt et e e et e e b e e et e e e bae e e tae e e ehae e e eabeeeaaaa e et e e eeareeearreeeaareas 1,074,616 - 2,030 1,076,646
Bonds and debt instruments
(1S (=T IO U RO RRPPRN - 83,428 21,905 105,333
L8] 11S] =T SRR PRPRPIN - - 689 689
Bonds and debt iNSITUMENTS ......ooouiiiiiiiiieeece e eeaeas - 83,428 22,594 106,022
Shares and equity instruments with variable income
1] 1= RPN - - 11,593 11,593
Unlisted ... - - 11,350 11,350
Bond funds with variable income, UNNSE .............oouviiiiiiiiiiiiiieee e - - 3,769 3,769
Shares and equity instruments with variable inCome ..........ccccccoviiiiiinnic i - - 26,712 26,712
Derivatives
OTC derivatives ...........cccceeee.... . - - 2,486 2,486
Derivatives used for hedge aCCoUNtiNg .........ccccovuiiiiiiiieiii i - - 207 207
DEIIVALIVES ..ottt ettt e e e et e e e e e e e et e e e e et e et seeeeees b e e eeeeeaaaas - - 2,693 2,693
Securities used for economic hedging
Bonds and debt inStruments, lIStEd ..........ouuuieiiiiiiiiee e - - 13,007 13,007
Shares and equity instruments with variable income, listed ...............ccccceiviiiiniiiicnne - - 37,246 37,246
Securities used for econNOMIC NEAGING ...uvvviiiiiiiiiiiiee e - - 50,253 50,253
Other financial assets
ACCOUNLS FECERIVADIE ... e 5,638 - - 5,638
Other financial assets 33,770 - - 33,770
Other fINANCIAI ASSEES ...ovvviiiiiii it e e e e e e e e eeeeeeaaaes 39,408 - - 39,408
= L (o F= = oY =) £ RPN 1,114,024 83,428 104,282 1,301,734
Financial liabilities
Due to credit institutions and Central Bank ...........cccceeeeiiiuuerurinirriiiiiieeereeereeeeeeeereereeeeeeeeees 4,270 - - 4,270
DEPOSIES .ooveveeeieieeeiiee st 679,925 - - 679,925
Borrowings 370,026 - - 370,026
Subordinated labIlItIES ...........uuiiiiiiiiiiii e 33,674 - - 33,674
Short PoSItioN N DONAS ........oooiiiii e - - 412 412
[0 1= T Y= 1A V2= - - 7,080 7,080
Derivatives used for hedge aCCOUNING ..........coovuiiiiiiiiiieeiiee e - - 4,831 4,831
Other financial labIlItIeS .........covviiiiiiiee e 14,132 - - 14,132
FINANCIAl [HADTTITIES ..vvueiiiiiiiiiee et e e s e e e e e e e e eaees 1,102,027 - 12,323 1,114,350
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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
Loans cost oCl thr. P/L Total
Cash and balances with Central BanK ...............uoiiiiiiiiiiiie e 69,057 - - 69,057
Loans to credit institutions .. 28,156 - 2,116 30,272
(o F= L g IS (o N o1 1) (] 1 1 1=T £ TN 936,237 - - 936,237
[0 T Uy L USSR 1,033,450 - 2,116 1,035,566
Bonds and debt instruments
1] 1= RPN - 133,825 17,344 151,169
1811153 Yo PP PP PPPPPPPPIN - - 683 683
Bonds and debt iNSTIUMENTS ......uvuuiiiiiiiiiieiiiiieieeeeeeeeeee ettt e e e e e e e e e e - 133,825 18,027 151,852
Shares and equity instruments with variable income
(1S (=T IO U RO RRPPRN - - 7,707 7,707
UNBSEEA ..ottt et e e e et et e e st e e s eta e e e eaaeeeeaaeeeeaseeeenaeeeeabeeaas - - 13,079 13,079
Bond funds with variable iNCoOmMe, UNNSEA ..............uvuurriiviiiriiiiiiiiieeeeieeeeeeeeeeeeee e eeeeeeeaees - - 4,277 4,277
Shares and equity instruments with variable income - - 25,063 25,063
Derivatives
OTC AEINVALIVES ..uuieiiiiiiiiie ettt e e e e e e et e e e e e e aa it e e e e e s aabba e seeeseesbaans - - 1,805 1,805
Derivatives used for hedge aCCOoUNtING ........cocuuviiiiiiiiiiiiiiee e - - 1,100 1,100
(DT R V2= (A VA= PSPPSR - - 2,905 2,905
Securities used for economic hedging
Bonds and debt inStruments, lIStEA .........cccoeeiiieiiiii e e e aaeaaes - - 14,044 14,044
Shares and equity instruments with variable income, listed ...........cccccccoviiiniiiiieiinee - - 31,793 31,793
Securities used for econNOMIC NEAGING ...uvvviiiiiiiiiiiiee e - - 45,837 45,837
Other financial assets
ACCOUNES FECEIVADIE ..o 5,104 - - 5,104
Other fINANCIAI ASSELS ......coiiiiii i bbbt eeeesessesennneeneees 7,617 - - 7,617
Other fINANCIAI ASSEES ...uuuuiiiiiiiiiiiiiiiit ittt e e e e ee e e e e e e e e e e e e eeeeeeaeaeeeeeaaeaaaaaaaaens 12,721 - - 12,721
= L (o F= = oY =) £ RPN 1,046,171 133,825 93,948 1,273,944
Financial liabilities
Due to credit institutions and Central BanK ..............ceeeiiiuriieeeiiiiiiiree e siiieeeeeeesnreeee e e 5,000 - - 5,000
D T=T 0Ly (PRSPPSO PRPPRN 655,476 - - 655,476
BOITOWINGS ...ttt ittt sitee ettt et ettt s bt e ekt e ettt e e et e e e nt e e ase e e enaee e bt e e e snbeeesnbeeennteeeans 356,637 - - 356,637
Subordinated liabilities .. 35,088 - - 35,088
[0 1= T Y= 1A V2= - - 4,974 4,974
Derivatives used for hedge aCCOUNING ..........coovviiiiiiiiiieiiie e - - 903 903
Other financial liabIlItIeS ..........ovviiiiiieie 8,685 - - 8,685
FINANCIAl [HADTTITIES wuvveiiiiiiiiiiee et e e e e e e e et eeeaees 1,060,886 - 5,877 1,066,763
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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
31.3.2022 (e]¢]] thr. P/L Total
Financial and INSUFANCE ACHIVILIES ........ciiiiiiiiiiiiiee it e et e e e e e et e e e e e e e ab e e e e e e eeaaaaaaees 20,187 10,046 30,233
[0 o] [T T 1 (o | (U 63,241 10,281 73,522
Corporates - 2,267 2,267
Bonds and debt inStruments at fair VAIUE .........iiiiiiieiee et e e 83,428 22,594 106,022
31.12.2021
Financial and INSUIANCE ACHVILIES ............uuuurriiiriririiiieeieeeeeeeeeeeeeeeeeeeeeeeeeee e e et e e e e eeeeeaeeeaeaeeaeeaaaaaaaaaaaaaaaaens 21,001 7,561 28,562
U o] ol Y =To1 (o] SRR PRRRSTI 112,824 8,325 121,149
(o] 70 o] £=1 =T PP O PP TP PPPPPPPON - 2,141 2,141
Bonds and debt inStruments at fair VAIUE ........ooiiiiiiiiiiiiee e 133,825 18,027 151,852

The total amount of pledged bonds was ISK 8.4 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

31.3.2022

Assets at fair value Level 1 Level 2 Level 3 Total
Loans to Credit INSHIULIONS ..........cuuuiiiiiiiiiei e et e e e e e e e e e e esaaaaens - 2,030 - 2,030
Bonds and debt instruments 104,794 1,130 98 106,022
Shares and equity instruments with variable INCOMe ............cccooeiiiiiiiiii s 9,397 13,765 3,550 26,712
(D1 A V2= 1) V7T PO TRPRRY - 2,486 - 2,486
Derivatives used for hedge aCCOUNTING ........oocuviiiiiiiiiiiiii e - 207 - 207
Securities used for eConNOMIC NEAGING ......vvvviiiiiiiiiiiie e 50,253 - - 50,253
INVESTMENT PIOPEITY ...oeieiiiieiee e - - 6,586 6,586
ASSELS At FAIT VAIUEG ...t e e s e e e e s s a e e e e e nanaeeas 164,444 19,618 10,234 194,296
Liabilities at fair value

Short PoSItioN N DONAS ........ooiiiiii s 412 - - 412
(D1 (A VZ= 1\ V7P - 7,080 - 7,080
Derivatives used for hedge aCCOUNTING ........uviiiiriiiiiieeiieeie et - 4,831 - 4,831
Liabilities at fair VAU ..o e eaees 412 11,911 - 12,323
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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 .......coouueeiiiie ittt s e e e ettt s e e e s e e e e e e e e eaaanaens - 2,116 - 2,116
Bonds and debt iNSITUMENTS ......uuuiiiiiiiiiceee e e s 150,723 1,032 97 151,852
Shares and equity instruments with variable income ...........ccccccoiiiii 5,519 15,736 3,808 25,063
DEIVALIVES .. .oieiitei ettt e e ettt e e e e e e e et e e e e et eaaa e e e et aeabaseeeseserannaans - 1,805 - 1,805
Derivatives used for hedge aCCOUNTING .........vieiiiiiiiiieiiie et - 1,100 - 1,100
Securities used for ecoNOMIC NEAGING ...c..vvviiiiiiiiiie e 45,829 8 - 45,837
INVESTMENT PIrOPEITY ...eiiiiiiiitiiee et e e e e - - 6,560 6,560
ASSEES At TAIT VAIUE ... et e e e e e e e e e e e e aa e e e e eaaans 202,071 21,797 10,465 234,333
Liabilities at fair value
(D1 (A VZ= 1A V7T ORI - 4,974 - 4,974
Derivatives used for hedge aCCOoUNTING ........cocuvviiiiiiiiiiiiiie e - 903 - 903
Liabilities at fair VAIUE .......ooooiieeieeeeeeee e - 5,877 - 5,877

There was no transfer between Level 1 and Level 2 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
31.3.2022 property Bonds Shares Total
Balance at the beginning Of the Year ... 6,560 97 3,808 10,465
Net fair ValUE ChANGES ... .uueiiiiiiiiiiie e e e e e e e e snabees - - 252 252
Additions 26 - 4 30
Disposals - 1 (514) (513)
Balance at the end of the Period ... 6,586 98 3,550 10,234
31.12.2021
Balance at the beginning of the year .. 6,132 358 1,685 8,175
Net fair value changes 545 12 664 1,221
Additions 15 301 1,655 1,971
Disposal ........cceeviiiiiiieeiiiiiinenn, . (132) (574) (196) (902)
Balance at the end of the period 6,560 97 3,808 10,465
Line items where effects of Level 3 assets are recognized in the Income Statement
1.1.-31.3.2022
Net fiNANCIAI INCOMIE ......veiiiee e e e s e e e e s s e e e e e enaneeeas - - 252 252
Effects recognized in the INCOMe StatemMent .........cccvviiiiiiiiiiiiei e - - 252 252
1.1.-31.3.2021
Net fiNANCIAI INCOMIE .. ...veiieee e e e e s e e e e s s e e e e e s naneeeas - 4 365 369
Other OPerating INCOME ........iiiiiiiiiii ettt et ettt 3 - - 3
Effects recognized in the Income Statement ............ccccooviiiiiiiiiic i 3 4 365 372
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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23. Fair value hierarchy, continued

Carrying values and fair values of financial assets and financial liabilities not carried at fair value
31.3.2021 Carrying Fair Unrealized
Financial assets not carried at fair value value value gain (loss)
Cash and balances With CeNtral BanK ..............uuiiiiiiiiiiiiiiieee et e e e e e e aaaaaaes 64,395 64,395 -
LOANS t0 Credit INSHEULIONS ......coiviiiiiiieiieeee et e e et e e e e e ettt e e e e e e e e b b e e e e e e ssaaaaeeeeeesassbanaaeeeens 35,868 35,868 -
(oY= T g IS (o o1 £y (0] 1 1= £ TP 976,383 977,922 1,539
(@) (L=t i FoT o Fo Y I= Y= £ PN 39,408 39,408 -
Financial assets not carried at fair VAIUE ...........eoiiiiiiiiiiie e e e 1,116,054 1,117,593 1,539
Financial liabilities not carried at fair value
Due to credit institutions and CeNtral BANK .........ccccocoeiiiiiiiuuiiiiiiiiieriereeeeeeeeeeeeeeeseeeeeereeereeeeerreereeareeeeeees 4,270 4,270 -
DEPOSIES .ooveeeeiieeeeiiee e 679,925 679,925 -
Borrowings 370,026 376,465 (6,439)
SUBOIAINALE HADIIIEIES ....eeveieeeeieeeeeeeeeeee et a e e e e e e eaeaeaaes 33,674 36,419 (2,745)
Other financial liabilities 14,132 14,132 -
Financial liabilities not carried at fair VAIUE ...........uuuiiiiiiiiiie e s 1,102,027 1,111,211 (9,184)
31.12.2021
Financial assets not carried at fair value
Cash and balances with Central Bank ............cccocoiiiiiiiiii e 69,057 69,057 -
L0@NSs t0 Credit INSHIULIONS .........cccuiiiie ittt e e e nree e 30,272 30,272 -
LOANS 10 CUSIOMIEIS ... .oiiiiiiii ettt e et e e e ettt e e e e e e e e et e e e e e e e e bt eeeeeeessaaaeeeeseasstanaeeeesssbannsaeeeees 936,237 937,179 942
Other fINANCIAI ASSELS ... .coii i bbb e bt e e e e s e s sassasaeeeeeeaaeeeeaeaaeeeeeeees 12,721 12,721 -
Financial assets not carried at fair value 1,048,287 1,049,229 942
Financial liabilities not carried at fair value
Due to credit institutions and Central BAnK ..............uieiiiiiiiiiiieiic e e e e ees 5,000 5,000 -
D T=T o011 (PSS OPRRIOY 655,476 655,476 -
Borrowings 356,637 367,470 (10,833)
Y] o Jo T (o [T F= 1 (=To I F= T o1 [ =N 35,088 35,590 (502)
Other financial liabilities ............ccccoeeeveenne. 8,685 8,685 -
Financial liabilities not carried at fair VAIUE ...........cevveeiiiiiiieeiieeeeeeeeeeeeeeeeeeeeeeeeee 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
31.3.2021 value Assets  Liabilities
Forward exchange rate agreements .... 112,000 763 1,146
Fair value hedge Of INTEreSt FAtE SWAP .......viiiiiiiiiiieiiii ettt e e 183,213 207 4,831
Interest rate and exchange rate agrEEMENTS ...........ooiuiiiiiiieii et 50,171 196 1,320
BONG SWAP OTEEMIENTES .....eiiuiiieiiite ettt ettt ettt e ettt e et e s bt e e bt e ekt e ekt e e e et e e e e e e e e e e nine e 15,898 362 57
Share SWap AgrEEMENTS ........uiiiiiiieiie ettt ettt e e e et e e e et e et e e et e e et e e eeenineeeas 35,481 985 4,539
Options - purchased agreements, UNSTEA ...........occuviiiiiiiiiiieie e 21 180 18
[0 1C T Y- 4 AV =SSR SRRR 396,784 2,693 11,911
31.12.2021

Forward exchange rate agrEEmMENLS ...........ccioiiiiiiiiiiiie e 59,089 229 444
Fair value hedge Of INtErest rate SWAP ........coocviiiiiiiiii e 190,095 1,100 903
Interest rate and exchange rate agreemMENLS ............ocoviiiiiiiiiiie e 51,426 692 874
BONG SWAP GOIEEMENLS .....oiiiiiiiiiiie ittt s e e st e e e e e e s e e s e e e 10,947 359 20
Share swap agreements ...........occcvveeeeenne 31,029 348 3,530
Options - purchased agreements, UNSTE .............ccoiiiiiiiiiiii e 22 177 106
Options - purchased agreements, ISTEA .........c..uviiiiiiiiiiiii e 16 - -
DBIIVALIVES ...ttt ettt ettt ettt e e e et e e e e e e e e et et e e e e e e ea s b s e e e e se st bt e e eeeearraaaaeeeeeeaaanaaaes 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 euro bonds, see Note 31, arising from changes in interest rates. On 1 January 2018 the Group adopted
IFRS 9, but has elected to continue to apply the hedge accounting principles under IAS 39. For further information about the Group's
hedge accounting policy, see Note 57 in the Annual Financial Statements 2021.

Gain (loss)
Notional Maturity Fair value on FV
31.3.2022 date Assets Liabilites ~ changes
Interest rates swaps - EUR ... 42,600 6-12 mth 207 - (246)
Interest rates swaps - EUR ... 42,600 1-5 years - 761 (692)
Interest rates Swaps - USD ........cccocceiiiiiiiiiiiiiiicce e 12,813 1-5 years - 474 (579)
Interest rates swaps - EUR ... 42,600 1-5 years - 2,041 (1,738)
Interest rates swaps - EUR ... 42,600 1-5 years - 1,554 (1,228)
207 4,830 (4,483)

31.12.2021
Interest rates swaps - EUR ........ooooiiiiiiiiiiieiieeiece s 44,280 1-5 years 802 - (463)
Interest rates swaps - EUR .. . - - - - (122)
Interest rates swaps - EUR ........ooooiiiiiiiiii s 44,280 1-5 years - 151 (301)
Interest rates SWaps - USD ........ccooiiiiiiiieeeiiiiiiiee e 12,975 1-5 years 298 - (526)
Interest rates swaps - EUR ........ooooiiiiiiiiiiieiiccee s 44,280 1-5 years - 350 (388)
Interest rates swaps - EUR ........oooiiiiiiiiiiiieiiccce s 44,280 1-5 years - 402 (462)
1,100 903 (2,262)
Hedged borrowings and subordinated liabilities Accumulated Gain (loss)
Book fair value on FV
31.3.2022 value Assets Liabilites ~ changes
EUR 300 million - iSSUEd 2018 - 3 YEAI'S ......vvviiieiiiiiiiiieeiiiiiieeeeesiiieeeeessibieeee e s snnibeeeae e nnes 39,386 364 - 250
EUR 300 million - iSSUEd 2020 - 4 YEAI'S ......uuvviieiiiiiiiiieesiiiiieeeeesiiteeeeessiiieeee e s sniibreeee e s e 41,752 960 - 679
USD 100 million - issued 2020 - PErpetual ...........cooueeiiiiiiiiiiiiee st 12,315 470 - 549
EUR 300 million - iSSUEA 2021 - 4 YEAI'S .....uvvviiieeiiiiiiiieesiiiieeeeeeeiiieeeeeesibieee e e s snnibaeeee e nnes 40,904 1,613 - 1,178
EUR 300 million - issued 2021 - 5 years ... 66,960 2,066 - 1,702
Hedged borrowings and subordinated liabilities ..........cccooiiiiiinii e, 201,317 5,473 - 4,358

31.12.2021
EUR 500 million - issued 2017/18 - 5 YEAIS .......cccecuiiiieriiiie et - - - (106)
EUR 300 mMillion - iSSUEA 2018 = 3 YEAIS .....vveeiiiieiiiieiiiieeesiteeesiieeeeieeeesiieeesnbeeesnbeeesaeeeaene 41,491 119 - 461
EUR 300 mMillion - iSSUEA 2020 = 4 YEAIS .....ueeeiuiieiiiieiiiieeesiieeesiieeeeeeeesieeeesnneeesnbeeesaeeeaene 44,021 293 - 306
USD 100 million - issued 2020 - Perpetual .........ccoueieiiiieiiiieiiiee e 13,224 - 82 526
EUR 300 Million - iSSUEA 2021 = 4 YEAIS .....ueeeiiiieiiiieiiiieeesiteeesieeeseeeesiieeesebee e saee e 43,681 455 - 468
EUR 300 million - issued 2021 - 5 years ... 43,624 382 - 391
Hedged borrowings and subordinated liabilities ...........cccociiiiiiniii e, 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-
105%.
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24, Offsetting financial assets and financial liabilities
Financial assets subject to enforceable master netting arrangements and similar arrangements
Netting potential not
Assets subject to netting recognized in the
arrangements Balance Sheet Assets not
Assets Assets after  subjectto Total assets
Gross assets Nettings recognized consideration enforceable recognized
before  with gross on Balance  Financial Collateral of netting netting arr-  on Balance
31.3.2022 nettings liabilities  Sheet, net liabilities received potential angements  Sheet, net
Reverse repurchase agreements ......... 8,748 (577) 8,171 318 - 8,489 - 8,171
DErivatiVeS .......cccovviiiieiiee e 501 - 501 (346) - 155 2,192 2,693
Total assets 9,249 (577) 8,672 (28) - 8,644 2,192 10,864
31.12.2021
Reverse repurchase agreements ......... 8,560 (720) 7,840 720 - 8,560 - 7,840
DErVALIVES ....veveviiieiiieeiiee e 1,689 - 1,689 (830) - 859 1,216 2,905
Total assets 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
31.3.2022 nettings assets  Sheet, net assets pledged potential angements sheet
Repurchase agreements ..................... 259 (577) (318) 318 - - - (318)
Derivatives .... 6,535 - 6,535 (346) - 6,189 5,376 11,911
Total liabilities .........cccccevvveiiicnnnn. 6,794 (577) 6,217 (28) - 6,189 5,376 11,593
31.12.2021
Repurchase agreements ..................... - (720) (720) 720 - - - (720)
Derivatives ........c.ccceceee 2,000 - 2,000 (830) - 1,170 3,877 5,877
Total liabilities 2,000 (720) 1,280 (110) — 1,170 3,877 5,157

25.

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

Investments in associates

31.3.2022 31.12.2021
Carrying amount at the beginning Of tNE YEAI ........ccuiiiiiiii e 668 891
Acquisitions / increased Share CaPItaAl ............ooiiiiiiii e 70 111
DUSPOSAIS ...ttt h et e e h et e e b e oo Rt e 4R etk e e n b et et e e e e e e (241) (356)
Share of profit of associates and profit from sale ... 203 22
INVESTMENT IN @SSOCIALES ..ottt e et e e e e s e e e e e e e s e e e s e e sne e e sneeeeas 700 668
The Group's interest in its principal associates
Bilafragangur ehf., Hlidasmara 13, KOpavogur, ICEIANG ..........cc.coiiiiiiiiiiiiie e 33.4% -
Reiknistofa bankanna hf., Katrinartin 2, Reykjavik, ICEIand ............c.cccooiiiiiiiiiiiiii e 23.0% 23.0%
SER eignarhaldsfélag ehf., Borgartin 19, REYKJAVIK ........cccueiiiiiiiiiiiiiiiie ettt 35.3% 35.3%
Audkenni hf., Borgartln 31, Reykjavik, ICEIANG ............ccciiiiiiiiieir e s - 25.4%

Arion Bank sold its entire shareholding in Audkenni hf. The sale generated a profit of ISK 150 million and is recognized in the Income
Statement. In March Arion Bank invested in Bilafragangur ehf. and holds a 33.4% shareholding.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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26. Intangible assets

Intangible assets comprise the following categories: Goodwill, which arises on business combinations; Infrastructure, Customer
relationships and related agreements which are identified during the acquisition of subsidiaries and related to the activities of the
businesses being acquired; and Software, which is acquired (i.e. software licenses) and expenses of implementation.

Infrastructure, which is capitalized as an intangible asset, is related to the asset management operation and branding of the insurance
operation. The business activity is based on years of developing expertise and systems, during which a valuable platform has been
created for future growth. An impairment test is performed annually.

Customer relationships and related agreements are connected to business relationships and agreements which the Bank acquired in
subsidiaries. The asset is based on the assumption that business relationships and agreements generate regular payments and earnings
to the relevant business segments. The lifetime of these agreements is based on the experience of the Group and the industry. As a
result, these agreements are assessed as having an identified useful lifetime.

Acquired software and internally developed software is capitalized on the basis of the cost of acquiring and bringing the software into
service. Expenditure on internally developed software is recognized as an asset when the Group is able to demonstrate its intention and
ability to complete the development and use the software in a manner that will generate future economic benefits, and when it can reliably
measure the costs to complete the development. The capitalized costs of internally developed software include external expenses directly
attributable to developing the software and salary and salary related expenses of implementation of core systems. Capitalized costs of
software are amortized over its useful life. Computer software licenses and internally developed software recognized as intangible assets
are amortized over their useful life, which is estimated to be 3-10 years.

Policies applied to the Group's intangible assets Goodwill Customer relationship
and infrastructure  and related agreements Software
USEFUITIVES vttt Undefined Finite 6-15 years Finite 3-10 years

and undefined

Straight-line basis over
Amortization Method ..........c.coviiiiiiiiic e Impairment test 6-15 years and
impairment test

Straight-line basis
over 3-10 years

Acquired and internally

Internally generated or acquired ...........ccccoeeviviieeniiiiiieeee s Acquired Acquired generated
Customer
relationship
Infra- and related
31.3.2022 Goodwill structure agreements  Software Total
Balance at the beginning of the year 669 2,383 607 5,804 9,463
Additions - - - 53 53
AMOTTIZALION ...t s - - (15) (262) 277)
INTANGIDIE ASSELS ..iiiiiiiiiiiiiie e 669 2,383 592 5,595 9,239
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
Amortization - - (60) (1,171) (1,231)
Intangible assets 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 Vérdur).

27. Tax assets and tax liabilities 31.3.2022 31.12.2021
Assets Liabilities Assets  Liabilities
Current tax ........... - 8,061 - 6,543
Deferred tax 754 19 2 559
Tax assets and tax [abilities ... 754 8,080 2 7,102
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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28. Assets and disposal groups held for sale and associated liabilities
Assets and disposal groups held for sale 31.3.2022 31.12.2022
Valitor hf. .......... . 11,171 12,294
SEAKKSDEIG ENF. oot e e ettt e et e e et e e e e et e e e e e r e e e e s nnbraee 1,371 1,548
o] o] F= Yo =13 USRS 1,681 1,671
DisSpOSal grouPs Neld fOr SAIE ....couiiiiiii ittt e et e et e e i e e st e e st e e anne 14,223 15,513
R GCT: L] €= L (<SSP PRR PP PPPP 455 500
(@1 LT T =1 £ PP PPPPRT P 28 34

Assets and disposal groups held for sale 14,706 16,047

Liabilities associated with disposal groups held for sale

BV =Ll (o] o PP P PSP U PR P PSP PPPP PRI 13,622 15,564
Sélbjarg ehf. 1,500 1,371
Liabilities associated with disposal groups held for Sale ... 15,122 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. is 100%. In accordance with IFRS 5 Non-current assets and disposal groups held
for sale, Valitor is classified as asset held for sale in these Consolidated Financial Statements.

On 1 July 2021 Arion Bank and Rapyd entered into a definitive agreement regarding the sale of Valitor hf. The transaction is subject to
regulatory approval and the parties had agreed on a deadline for obtaining this approval of 1 May 2022. Should the sale not be finalized
due to failure to obtain regulatory approval, the risk shall be borne by the buyer, valid for two years. As conditions in the agreement to
acquire Valitor have not yet been met, the parties have agreed to extend the agreement until 1 June 2022. According to the original
agreement the purchase price to be paid by Rapyd for Valitor is USD 100 million. Due to the delays in completing the transaction Rapyd
has paid Arion Bank an additional USD 10 million. Additionally, Rapyd will pay Arion Bank 10% annualized interest on the original
purchase price from 1 April 2022 and until closing. The estimated profit on the sale, minus costs, increases accordingly and is estimated
at ISK 5 billion at the exchange rate at the end of March 2022. The sale agreement for Valitor hf. does not affect the Consolidated
Financial Statements for the period, in accordance with IFRS.

31.3.2022 31.12.2021

L0ANS t0 Credit INSHIIULIONS ... ..coiiiiiiiiii i i e e e e e et a e e e e et e s e s e s e e e e s e e s e e e e e aeeaeeeaneaeaeaaaaaaeaaaaaaeaaaaaees 13,030 14,842
Loans to customers ...... 1,840 1,885
Financial instruments 74 16
INEANGIDIE @SSELS ...ttt ettt ettt e at e e n e e ae e ettt e e eR bt e e eR b e e e an bt e e e bt e e eneeeenneeennn 4,144 4,261
LI R = L] PP UPPPPPRTRRRPPPRE 403 407
(@) (g1 = XY= PRSPPI 2,834 2,805

Assets 22,325 24,216

Elimination Within ArioN BANK GIOUP .......couiuuiiiieeiiiiiitteessaiiieeeeeessiiseeeessastbseeeaesssstbseeaesssssaeeessaanssseeeesaanssseeeeessnnsrnes (11,154) (11,922)
Valitor's contribution to the Group .. 11,171 12,294

(@) (LT [F= Vo111 =TSN 13,688 15,569
[ E o 1] =PRSS PURT P 13,688 15,569
Elimination within Arion BanK GIOUP ..........c.coiiiiiiiiiieiiie e s e (66) 5)
Valitor's CONTrbULION t0 the GIOUP ..cc.uiiiiiiiiiiiit ettt et e e e s e s tne e e 13,622 15,564
(2 To 0] Q2= 11U L= I} Y = 111 (oY PSPPI 8,637 8,647

Sélbjarg ehf., a subsidiary of Eignabjarg ehf.

Sélbjarg 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 Sélbjarg completed the sale of Terra Nova S6l ehf. Sélbjarg ehf. completed the
sale of its 59.4% share in the Danish operator Bravo Tours 1998 A/S in the fourth quarter of 2021.

A sales and purchase agreement was signed with Ferdaskrifstofa islands ehf. in December 2020 for the sale of all operations, brand, and
domain of Heimsferdir ehf. The sale was subject to the approval of the Icelandic Competition Authorities which approved the sale with
conditions 26 April 2022. The parties involved will work on concluding the conditions and the process in the second quarter of 2022.
Sélbjarg will be a 27.5% shareholder in Ferdaskrifstofa islands ehf. The sale will have minor effects on the Consolidated Income
Statement.
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28. Assets and disposal groups held for sale and associated liabilities, continued

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.

In January 2022 a letter of intent was signed with a potential buyer for this asset and due diligence is in progress which is expected to be
completed in the third quarter 2022.

29. Other assets
31.3.2022 31.12.2021

Property and EQUIPMENT ..ot ettt et e st e et e e b e s e s e e e et et e e s re e st e e e e nreeneeeeanes 4,157 4,298
RIGNT O USE @SS ...ttt ettt b e s ae e s e e e e e e e e st e e e e e et e e e e s eeesaeeseeeeaneas 927 823
ACCOUNES TECERIVADIE ...ttt ettt tessasannnnes 5,638 5,104
UNSEtHIed SECUIMIES trATING ......eeeiiiieiiii ettt et ettt e ettt e ettt e ettt e ebe e e e be e e ettt e e snbeeennbeeeaneeeas 31,168 5,113
Investment for life assurance policyholders where risk is held by policyholder ...............ccccooiiiiiiiiiiiie 1,186 1,281
10 gL [ VA= TET =] £ SRR ROTPROPPRN 3,628 3,282
(@] g T = 1YY= £ 46,704 19,901

30. Other liabilities

ACCOUNLS PAYADIE ...ttt et h e st e st et et e e sh e e st e e et et e e et e aeeseeesee e e e nre e 973 818
UNSELHIed SECUMTIES TrATING .....eeeiiiieiiiie ettt ettt ettt ettt e et e ettt e ettt e et e e e be e e s atb e e e snbeeesnteeeaneeeas 4,639 1,259
Depositors' and INVestors' GUAraNtEE FUNG ...........c.cooiiiiiiiiiiiei e 136 138
JLICCToa T TTor= T o1 (0 1Y/ o o PSPPSR 20,211 18,170
Technical provision for life assurance policyholders were investment risk is held by policyholder ................c.......... 1,186 1,281
Withholding tax . 1,020 810
2= 0] [ Y TSP PP PP 1,909 1,516
PN oo (U =To =y o 1=T LY PP OPR PRSP 3,385 4,200
(T o o [T ToTo 431 PRSI 1,611 1,476
Impairment of Off-DAIANCE ITEIMS ..o s 760 711
LEASE NHADIILY ...ttt h e st nre e e 989 878
SUNAIY IADITEES ...ttt r e b e e s e e st e e e b e e see e see e e e e e reenbe e e sneesneeneennees 7,763 5,894
(@ LTI Lo T A=Y 44,582 37,151
Technical provision Technical Reinsurers' Total Technical Reinsurers' Total

provision share 31.3.2022  provision share 31.12.2021
Claims reported and loss adjustment expenses .............cccccee.... 10,278 (114) 10,164 9,473 (110) 9,363
Claims incurred but not reported ...........cccccoovviiiiiiinie e 2,081 (64) 2,017 2,021 (64) 1,957
Claims outstanding ................ 12,359 (178) 12,181 11,494 (174) 11,320
Provision for unearned premiums . . 7,852 (22) 7,830 6,676 (12) 6,664
Own technical ProvisSion .........ccccocoviiiiiic e 20,211 (200) 20,011 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.
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31. Borrowings

First Maturity
Currency, original nominal value issued Maturity type Terms of interest 31.3.2022 31.12.2021
ARION CB 22, ISK 31,720 million ........ 2015 2022 At maturity Fixed, 6.50% ........cccccoovvriiiieiiiiiinnns 27,116 31,508
ARION CB 24 ISK 28,900 million 2019 2024 At maturity Fixed, 6.00% ................. 26,294 26,004
ARION CBI 25, ISK 37,940 million ....... 2017 2025 At maturity Fixed, CPI linked, 3.00% ............... 44,435 43,341
ARION CBI 26 ISK 17,080 million ........ 2019 2026 At maturity Fixed, CPI linked, 2.00% ............... 18,149 17,747
ARION CBI 29, ISK 27,200 million ....... 2014 2029 At maturity Fixed, CPI linked, 3.50% ............... 33,649 29,902
ARION CBI 48, ISK 11,680 million ....... 2018 2048 Amortizing Fixed, CPI linked, 2.50% ............... 11,033 11,017
ARION CB EUR 500 million * .............. 2021 2026 At maturity Fixed, EUR 0.05% ...........c.oocvvveenn. 66,959 43,624
SEALULOTY COVEIEA DONUS ..ottt ettt e et e ke e ekt e ek et esh bt e ea b e e e ent e e e anbeeeanneeeas 227,635 203,143
NOK 750 MillioNn ......cccevveenennniinirinnnnnnns 2019 2022 At maturity Floating, NIBOR +1.82% ............... - 11,096
SEK 150 million .......cccooveeiiiiiiieieene 2019 2022 At maturity Floating, 3 month STIBOR +1.33% 2,060 2,159
NOK 250 million .......ccccuvvveeeeeiiiiieeens 2017 2023 At maturity Fixed, 3.02% ........ccceeviiveiiiieennnnn. 3,757 3,757
EUR 300 million * 2018 2023 At maturity Fixed, 1.00% .... 39,386 41,491
EUR 300 million * 2020 2024 At maturity Fixed, 0.625 % 41,752 44,021
NOK 250 million .......ccccuvvveeeeeiiiiieeens 2017 2027 At maturity Fixed, 3.40% .......cccceeviiieiiiiiennnnn. 3,770 3,766
EUR 300 million * 2021 2025 At maturity Fixed, 0.375% .....cccoovvveeiieeniieens 40,904 43,680
ARION 26 1222 GB, ISK 4,860 million . 2021 2026 At maturity Fixed, 4.70% .....cccovvveeeiiieenieene. 4,742 3,524
ARION 24 1020 GB, ISK 6,020 million . 2022 2024 At maturity Floating, REIBOR 3M +0.70% ....... 6,020 -
Y= e Lo QUL g FT Yo UL =T I o To) Lo F- TP 142,391 153,494
12101 oY1 o o 1= PP PPN 370,026 356,637

* 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 370 billion at the end of the period (31.12.2021: ISK 357 billion). The market value of those bonds
was ISK 376 billion (31.12.2021: ISK 367 billion). The Group repurchased own debts amounting to ISK 4 billion during the period with a net
loss of ISK 35 million recognized in the Income Statement (2021: nil).

32. Subordinated liabilities

First call
Currency, original nominal value Issued Maturity date Terms of interest 31.3.2022 31.12.2021
SEK 500 mMillion .....ccvvvveeeeiiiiiee e 2018 2028 22 Nov 23 Floating, 3 month STIBOR +3.10% . 6,846 7,174
NOK 300 million ... 2019 2029 9Jul'24  Floating, NIBOR +3.65% 4,432 4,461
SEK 225 million ........ccccceeneen 2019 2029 20 Dec '24 Floating, 3 month STIBOR +3.70% . 3,084 3,232
ARION T2I 30 ISK 4,800 million 2019 2030 4 Jan'25 Fixed, CPI linked, 3.875% 5,398 5,337
ARION T2 30 ISK 880 million .............. 2019 2030 4 Jan 25  Fixed, 6.75% ....ccocceeevviiinieeeeiiinins 893 907
EUR S5 MIllioN ...ccvvvveeeeiieiiieieeiieeee 2019 2031 6 Mar'26  Fixed, 3.24% ...........oeeeeiiiiieeee, 706 752
Tier 2 subOrdiNAted [HADTTITIES ....uu.iiiiiiiiii ettt e e e et e e e e e e e et e e e e e s e aab s e e e s earbaans 21,359 21,863
ARION AT1 USD 100 million * ............ 2020 Perpetual 26 Mar '26 Fixed, 6.25% ........ccccvvevivveeiiineesnnnn 12,315 13,225
Additional Tier 1 subordinated Habiliti€S ...........eeeiiiiiiiiiiiiiiieee e, 12,315 13,225
YUl o Lo Yo [T g -t d=To B U= 1o 11 11 A= 33,674 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 31.3.2022 31.12.2021

Assets, pledged as collateral against borrowings . 324,430 287,449
Assets, pledged as collateral against loans from credit institutions and short positions ...............cccceviiiiiiieninnnn. 8,394 8,560

Pledged assets against Habilities .........c..ooiiiiiiii et 332,824 296,009
Thereof pledged assets against issued covered bonds held by the Bank ...............cccoviiiiiii e (44,874) (43,182)
Pledged assets against [iabilitiesS 0N DAIANCE ..........coiiiiiiiiiii e 287,950 252,827

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 228 billion at period end (31.12.2021: ISK 203
billion).
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33.

34.

Pledged assets, continued

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 37 billion that can be used for repo borrowings at the Central Bank of Iceland or
sold if market conditions are favorable (31.12.2021: ISK 36 billion). Pledged assets against those covered bonds are ISK 45 billion
(31.12.2021: ISK 43 billion).

Equity

Share capital and share premium

According to the Bank's Articles of Association, total share capital amounts to ISK 1,660 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 31.3.2022 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 .............cceee.... - - - - (70) 70 - -
Purchase of treasury shares ................ - (23) (4,246) (4,269) - (201) (28,446) (28,647)
Share option vested ...........cccceeeviiinnes - 3 349 353 - - - -
Incentive scheme ........ccccoovcieiieiiiiinnns - 1 186 187 - - - -
Balance at the end of the period ....... 1,660 (161) 17,455 18,955 1,660 (142) 21,166 22,684
Own shares / issued share capital ....... 9.68% 8.54%

Based on a share buyback program authorized by the Financial Supervisory Authority of the Central Bank of Iceland (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 2021 a motion was passed to reduce the Bank’s share capital by ISK 70 million at nominal value, totalling 70 million
shares, by cancelling the company’s own shares. The reduction was effective 20 April 2021. The company’s share capital was reduced
from 1SK 1,730 million to ISK 1,660 million at nominal value, divided into an equal number of shares and with one vote attached to each
share.

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) ......ceiueeieeeeeerieesieeaieeaeeeaneeesteeseeesseeaseesseesseeaseeasseanseanseesseesseeanseessesssessnees 11,278 2023-2026 95.5
Issued in 2022 (ISK 900,000) ......eciureeiiieeiieeeeieeesieeessteeesteeeasteeeessseeassseeassseeassseeassseesssseeesnseeessseeesnsen 8,832 2023-2026 181.7
Issued in 2022 (ISK 1,500,000) ......ceeiueeiueerieeaiieaieesieeseeeaeeaeeaeeesseesseesseeasseasseessesssesanseanseenseessessseesees 3,674 2023-2026 181.7
23,783

Movements in share options during the period. 31.3.2022 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 ...........cccviiiiiiiii e 11,278 95.5 - -
Granted during the period ... 12,505 181.7 11,278 95.5
Forfeited during the period .. (371) 95.5 - -
Exercised during the period (3,292) 95.5 - -
Outstanding at the end of the PEriOd ..........cooviiiiiiiiiic e 20,120 140.8 11,278 95.5

Warrants

Arion Bank Condensed Consolidated Interim

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.

Amounts are in ISK millions

Financial Statements 31 March 2022 38



Yo
A"‘L
Notes to the Condensed Consolidated Interim Financial Statements
Other information
35. Shareholders of Arion Bank 4.4.2022 31.3.2022 31.12.2021
Lifeyrissjodur starfSmManna MKISINS ............eoiiiiiiiieeiie et 9.79% 8.91% 9.10%
LifeyriSSjOdur VErZIUNAIMEANNA ........oiuuiieiiie ettt ettt et et et e ekt e st e e et eesaneeeaas 9.68% 8.81% 8.81%
(1 [o [ 132 XS [o Lo [N O PO OU PSPPI 9.65% 8.78% 8.83%
SHOBIT N, et b bttt 5.20% 4.73% 4.73%
Birta IFRYFISSJOUUL .....eiiieie ettt ettt ekt ra bt s st e e et e e e be e e enaeeenaee 3.46% 3.15% 3.16%
Stefnir rekstrarfélag hf. . 3.26% 2.92% 2.88%
FrjAIST TIFRYTISSJOTUITNI ...ttt ettt et sb e et e e e e e neee s 3.17% 2.88% 2.88%
SEAPT HITEYFISSJOUU ...ttt eesie e eee 2.98% 2.71% 2.71%
BrU HQYIISSJOUUT ...ttt e et e e e sr e sen e e nne e e 2.97% 2.70% 2.35%
HVAIUE N, ettt bbb ket b ettt ettt ettt 2.44% 2.22% 2.22%
KVIKE DANKI N, L 2.30% 2.08% 2.20%
Landshankinn hf. ... e 2.30% 2.10% 0.70%
islandsbanki hf. ...... 2.12% 2.00% 2.22%
FESta IITEYFISSJOUUL ...ttt 1.54% 1.41% 1.23%
AIMENNi TFEYFISSJOUU ...ttt et e e s ee e e ree e 1.47% 1.33% 1.33%
MAINFIFSE BANK AG ...ttt bbbtttk ettt ettt nb bt e b nre e as 1.31% 1.19% 1.19%
LIfSVErk PENSION TUNM ......oiiiiiiiii ettt 1.07% 0.97% 1.07%
KVIK@ @IGNASTYIING ...ttt s e e e et e e st e s b e n e e e e e sbeesaeeeaneeaneas 0.84% 0.76% 1.31%
ATION DANKI N, ot 0.65% 9.68% 8.54%
BoOksal €hf. ....cooiiiiiiiiic 0.00% 0.00% 1.26%
Other shareholders with less than 1% shareholding .............cccoooiiiiiiiiii e 33.80% 30.67% 31.27%

100.0% 100.0% 100.0%

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 4 April 2022. Shareholdings changed accordingly.

At the end of the period the Bank's employees held a shareholding of 0.78% 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:

31.03.2022 31.12.2021

Warrants / Number Number

options of shares Warrants  of shares

Steinunn Kristin ThOrdardOttir, DIFECLOL ...........uuuurrrrrirririirreeeeeeeeeeeeeeeeeeeeeeeeeeereeeeeeeeeereeeeaees - 12,000 - 12,000

Alternate directors of the BOAI ..........ccoceieiiiiiiiieiiiiie e eeeeeeeeeeeeeereeeeeeaeees - 13,000 - 13,000

Benedikt GISIason, CEO .........ciiiiiiiiiieeeeiieee ettt e e e e e st e e e e s e 991,623 2,306,283 992,953 2,300,000

Seven members of the Executive Committee (31.12.2021: SEVEN) ......uvvveeeriiivrieeeeeiiiinnnns 4,481,669 1,677,057 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, Kortapjénustan 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. 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 has been 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 will appeal 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 Sdl 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 Sél 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 31.3.2022 31.12.2021
FINANCIAI QUAIANTEES ... ..eeiiiiiiiiiiie ettt e et e e e e ekttt e e e e 4o s bbbttt e e e e sb b e e e e e e es s bbbt e e e e et bbb et e e e s anbbbeeeeeennnes 21,304 15,858
{8V Y= To W AVZ=T o =\ 1 £SO 57,371 63,108
Undrawn 10an COMMUIEMENES .....uueiiiiiiiiiiiiei et e e e e e eeeeaaaes 113,019 108,691
Financial guarantees, unused credit facilities and undrawn loan commiItMents ..........ccccoveeeiiieeniieencee e, 191,694 187,657
39. Assets under management and under custody
YT g To (=T g g Fo T aF= Vo T=T 44 1= o | SO RTPRPRPY 1,349,740 1,351,573
PSSy gl (=T oD L] (o o | PP RUPR SRR 1,104,285 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
31.3.2022 Assets Liabilities balance
Board of Directors and key Management personnel 63 (906) (843)
Associates and other related PAtIES ...........ooiiiiiiiiie e 338 (180) 158
Balances With relat@d PArti€S .........oouiiiiiiiiiiiiii e e e e e s e e e 401 (1,086) (685)
31.12.2021
Board of Directors and key Management PEFSONNEl .........cooiiiiiiiiiiiiiiiiiie e 139 (284) (145)
Associates and other related PArtIES ..........ccociiiieiiiiii e 530 (311) 219
Balances With relat@d PArti€S .........ooeiiiiiiiiiiiiiii e e e e e ae e 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, available on the Bank's website, www.arionbanki.is.

41. Credit risk

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

Credit risk arises anytime the Group commits its funds, resulting in capital or earnings being dependent on counterparty, issuer or borrower
performance. Loans to customers 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
31.3.2022 exposure  securities estate Vessels collateral collateral
Cash and balances with Central Bank ...........ccccoeeeieiiiiiiiieieeeniinnnnn, 64,395 - - - - -
Loans to credit institutions at amortized COSt .............cveeereerrennnen. 33,838 - - - - -
Loans to customers at amortized COSt ...........ceeeereiiiiiiiiieneeerennnnn, 976,383 28,983 728,092 44,995 101,614 903,684
INAIVIAUAIS .. e e 534,395 642 487,307 6 15,706 503,661
Corporates .............. . 441,988 28,341 240,785 44,989 85,908 400,023
Real estate activities 94,167 211 89,677 - 1,529 91,417
Construction 42,841 297 39,348 43 1,926 41,614
Fishing industry 77,601 1,948 13,185 43,294 16,759 75,186
Information and communication technology . 23,609 865 1,198 - 10,179 12,242
Wholesale and retail trade ..................... 70,777 135 50,895 37 12,767 63,834
Financial and insurance activities ... 46,856 24,729 2,009 - 19,086 45,824
Industry, energy and manufacturing 35,055 16 21,385 - 12,484 33,885
Transportation ................ . 13,444 7 1,553 1,147 3,775 6,482
Services ..... 19,189 120 9,681 461 6,603 16,865
Public sector ..... 7,206 13 2,061 7 168 2,249
Agriculture and forestry 11,243 - 9,793 - 632 10,425
Other assets with credit Sk ...........cccoeeeiiiiiiiiiiii s 39,408 - - - - -
Financial QUArantees ..........ccceviuvveiiiieeiiieeeiee e 21,304 2,024 6,223 30 4,634 12,911
Undrawn loan commitments and unused overdrafts .................... 170,390 - - - - -
Fair value through OCI .........cooiiiiiiiiiiieeeeceee e 83,428 - - - - -
Government bonds 63,241 - - - - -
Bonds issued by financial institutions and corporates ............... 20,187 - - - - -
Balance at the end of the period .........cccccceiiiiiic i 1,389,146 31,007 734,315 45,025 106,248 916,595
31.12.2021
Cash and balances with Central Bank ...........cccccceeiiieiiiieinieennnns 69,057 - - - - -
Loans to credit institutions at amortized COSt .............cceeeereerrinnnnn. 28,156 - - - - -
Loans to customers at amortized COSt ...........cevvvveeveeeeeeeeeeiieeeeeens 936,237 29,159 704,442 42,797 85,030 861,428
INAIVIAUAIS ..o 526,498 712 481,088 15 15,139 496,954
COIPOFALES ....eiieeiiitiiii et e e e 409,739 28,447 223,354 42,782 69,891 364,474
Real estate activities .. . 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 ........ccoovvevieieeiieieee e 10,214 - 9,303 - 676 9,979
Other assets with credit risk .........ccooeeiiiiiiiieeeeees 12,721 - - - - -
Financial QUArantees ...........cccoouveerieeiiiiieeeeee et 15,858 1,184 5,618 41 3,888 10,731
Undrawn loan commitments and unused overdrafts .. . 171,799 - - - - -
Fair value through OCI .........ccoiiiiiiiiiiicceece e 133,825 - - - - -
Government bonds 112,824 - - - - -
Bonds issued by financial institutions and corporates .... 21,001 - - - - -
Balance at the end of the period .........ccccccceiiiiiiiee 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 mortgage loan book to individuals. 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.

31.03.2022 31.12.2021

Gross Thereof Gross Thereof

carrying credit carrying credit

amount  impaired amount impaired

LESS ThaN 5OY0 ...eeeeieeeeiiiee ettt ettt ettt e et e et e et e e et e e e bt e e nbe e e enb e e e na e e e nnn e e e nnneeennres 137,725 1,170 137,392 1,194
LS040 RSP RR ORI 236,281 1,841 233,904 1,975
T0-90%0 ..ot e ettt ettt ettt et e bt e et —e e et — e e e ateeabt e e ettt e e tae e e atbaeenntaeeanaaeens 91,138 1,064 88,276 1,112
901000 ...ttt ettt e et e et e e e e e et e s ba e e —ae e e e e e eareeeetae e e erbeeeaareeennas 2,248 151 1,821 209
00 0L U POPRTRR 785 33 753 50
More than 110% .. 1,700 45 1,716 -
(N[0 Al F= T =T PP PPPPPTN - - 33 -
Balance at the end of the Period ........ooiiiiiiiii e 469,877 4,304 463,895 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 15,858 million (31.12.2021: ISK 17,703 million) with ISK
12,517 million in collateral (31.12.2021: ISK 14,421 million), thereof ISK 11,013 million in real estate (31.12.2021: 12,875 million).

Collateral repossessed

The Group did not take position of other assets during the period (31.12.2021: ISK 456 million). For assets are held for sale, see Note 27.

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
definition changed on 28 June 2021 with the adoption of CRR Il in Iceland, which specifies Tier 1 capital as benchmark instead of eligible
capital. The legal maximum for individual large exposures is 25% of Tier 1 capital, net of eligible credit risk mitigation.

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

31.03.2022 31.12.2021
No. Gross Net Gross Net
TP 11.7% 11.7% <10% <10%
TP PSP PP TP PP PPPPP P TPPPPP 11.2% 11.1% 11.5% 11.4%
Sum of large exposure gross and Net > 10%0 .......cccceveeeeiiiiieiiieiee e 22.9% 22.8% 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.

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-
31.03.2022 balances credit ments at

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

NI (=T a1 e = Lo L= TP RP PP OPPPPPPPTOPOE 64,395 33,838 83,439
NON-INVESTMENT GrAUE ..ottt ettt e e et e e ettt e e bt e sab et e st e e e bb e e e beeeaneee s - - -
GrOSS CAITYING @IMOUNT coiuiiiiiiee ittt ettt et e e e ettt e e e e bbb et e e e s aa bbb et e e e s anbb b e e e e e enabeeeeesanbbneeeesnnns 64,395 33,838 83,439
LOSS @IOWAINCE ....eeeiiiiiiiii ettt ettt e e ettt e e e e e bbbttt e e e e bbbt e e e e s e bbbt e e e e e bt e e e e e e nnaneeeas - - (11)
Book value 64,395 33,838 83,428
Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk Class 0 - (Grades AAA 10 A=) ....eeiiiiiiiiiee et 168,572 1,677 - 42 170,291
Risk class 1 - (Grades BBB+ t0 BBB-) ........cccccoiiiiiiiiiiiiiiiiiiee i 370,956 3 - 32 370,991
Risk class 2 - (Grades BB+ 10 BB-) ........cccooiieiiiiieiiiee et 228,176 19,629 - 64 247,869
Risk class 310 4 - (Grades B+ 10 CCC-) ...uuuiiiieiiiiiiiiieeiiiiiieee e e e 134,108 40,475 - 81 174,664
RISK ClaSS 5 = (DD) ..vetiitiieiiiie ettt ettt et e et e et e e ee e s e nene - - 15,671 187 15,858
Unrated ...........cceeeenees . 4,679 3 - - 4,682
GroSS Carrying @MOUNT .....oeeiuiieiiieeaiieeeieee et e et e et e st e nbee e seeeeeneeeeneee s 906,491 61,787 15,671 406 984,355
LOSS AlIOWANCE ...t (1,676) (1,708) (4,588) - (7,972)
BOOK VAIUE ..ottt ettt e st e e et e e e e e e 904,815 60,079 11,083 406 976,383

Loans to customers - Individuals

Risk class 0 - (Grades AAA 10 A=) .oooiiiiiiiiiee it 113,734 - - 42 113,776
Risk class 1 - (Grades BBB+ to BBB-) .. .. 284,955 3 - 32 284,990
Risk class 2 - (Grades BB+ t0 BB-) .......ccuuueieiiiiiiiiiieeniiiieeee e 93,624 7,326 - 64 101,014
Risk class 310 4 - (Grades B+ 10 CCC-) .....oooviiriiiiiiiiieiie e 21,878 8,319 - 81 30,278
RISK CIASS 5 = (DD) .eeieiiiiiiiiiieeeiiiiiee ettt et ee e e e naaaee s - - 5,747 187 5,934
[T = (=T [ SRR PUPRRRPN 271 2 - - 273
Gross carrying amount .. 514,462 15,650 5,747 406 536,265
Loss allowance ............. . (497) (266) (1,107) - (1,870)
BOOK VAIUE ...ttt e e e s e e e e enaaaeaeeas 513,965 15,384 4,640 406 534,395
Loans to customers - Companies and sovereign
Risk class 0 - (Grades AAA 0 A-) ....oouiiiiiiiiiie e 54,838 1,677 - - 56,515
Risk class 1 - (Grades BBB+ t0 BBB-) ........cccooiiiiiiiiiiiiiiieee i 86,001 - - - 86,001
Risk class 2 - (Grades BB+ 10 BB-) .......ccccceieiiiiiiiieiieiie e 134,552 12,303 - - 146,855
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuuvieiiiiiiiiieeiiiiiieeeeeiiiieeee e 112,230 32,156 - - 144,386
RISK ClaSS 5 = (DD) ...veeeitiieiiiieeiiiee et eiee ettt st etee e e e e - - 9,924 - 9,924
(8137 2= 1(=To [N 4,408 1 - - 4,409
GroSS Carrying @mMOUNT ......ocvveiiieeiiiie e senreee e 392,029 46,137 9,924 - 448,090
LOSS @lIOWANCE .......vviiiiiieiie e (1,179) (1,442) (3,481) - (6,102)
Book value 390,850 44,695 6,443 - 441,988
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 (Grades AAA to BBB-) ... 99,548 1,909 - - 101,457
Risk class 210 4 (Grades BB+ t0 CCC-) ..ooovviiiiiiiiiiiiiiiiee it 71,518 6,357 1,416 - 79,291
(8131 2= =T [P PP PPPTN 10,945 1 - - 10,946
[N (o] 1111 - USRS EPR PP 182,011 8,267 1,416 - 191,694
LOSS @lIOWANCE ......eeiiiiiieiec e (370) (114) (293) - (777)
Nominal €SS 0SS AllOWANCE .......uuiiiiiiiiiiiiee e eaaaas 181,641 8,153 1,123 - 190,917
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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 GFAE ....eeeeeeieeiiiee ettt ettt bbbt h bt e sttt e sttt e st e e e et e e e st e ss e e nnbeeeanteeas 69,057 28,125 137,667
NON-INVESTMENT GFAGE ...eiieiiiiiiiit ettt st e e e e st e e e e ettt e e e e et bbb et e e e s anbbb e e e e e e nneneeeeeaas - 31 -
GrOSS CANTYING @MOUNT ...ttt ettt e ettt eea bt e ettt e aabe e e st bt e e bb e e e sabeeeasbeessbeeebbeeenbneeens 69,057 28,156 137,667
LOSS @IIOWEANCE ...tttk ettt ettt ekttt e ekt h bttt et e et e e e e e s - - (13)

Book value 69,057 28,156 137,654

Loans to customers Stage 1 Stage 2 Stage 3 POCI Total
Risk class 0 - (Grades AAA 10 A=) cooooiiiiiiiei ittt 163,670 3 - 41 163,714
Risk class 1 - (Grades BBB+ t0 BBB-) ......cccccueeiiiieiiiiiieiiiee it 348,912 - - 12 348,924
Risk class 2 - (Grades BB+ t0 BB-) ......c.cuuviiiiiiiiiiieeiiiiieee e 218,228 21,582 - 105 239,915
Risk class 310 4 - (Grades B+ t0 CCC-) .....ooouiiiiiiiiiiienieeeeeee e 128,930 43,034 - 35 171,999
RISK CIASS 5 = (DD) ..eeiiiuiiiiiieeeiiiieee ettt e e e e e s e e e e s e nnnanes - - 17,469 236 17,705
(85T 2= 1 (=Y [PPSO PRPN 1,188 392 - - 1,580
GroSS Carrying @mMOUNT ...coiiuiiiiiieeiiiitiee e et e e e e e et e e e s st e e e e e s aeeeeas 860,928 65,011 17,469 429 943,837
Loss allowance . . (1,313) (1,806) (4,480) 1) (7,600)
BOOK VAIUE ...ttt e et e e e e et e e e e s s aaeaeeennes 859,615 63,205 12,989 428 936,237
Loans to customers - Individuals
Risk class 0 - (Grades AAA 10 A=) c..eeeiiiiieiiie e 120,152 - - 41 120,193
Risk class 1 - (Grades BBB+ t0 BBB-) .......ccccooiiiiiiiiiiiiiiieeeiiiiieeee s 276,228 - - 12 276,240
Risk class 2 - (Grades BB+ to BB-) ..... . 88,083 6,963 - 105 95,151
Risk class 310 4 - (Grades B+ 10 CCC-) ....uuuvieiiiiiiiiieeiiiiiiieeeesiiieeee e 23,961 6,394 - 35 30,390
RISK ClaSS 5 = (DD) ...veeeiiiieiitieeiiiie et eiee ettt sttt e e e e - - 5,947 236 6,183
{81 5T = =T PP PPP R RTUPPURPPPN 4 225 - - 229
GroSS Carrying @amMOUNT ......coiiiieiiiieeiieeeiiee et ee ettt e e e as 508,428 13,582 5,947 429 528,386
LOSS @lIOWANCE ....eeeiiiiiiiiie ettt e e e e anaae e e (490) (246) (1,151) 1) (1,888)
Book value 507,938 13,336 4,796 428 526,498
Loans to customers - Companies and sovereign
Risk class 0 - (Grades AAA t0 A=) coooiiiiiiiiee it 43,518 3 - - 43,521
Risk class 1 - (Grades BBB+ t0 BBB-) ........ccccceeiiiiiiiiieniinie e 72,684 - - - 72,684
Risk class 2 - (Grades BB+ t0 BB-) .......ccuuiiiiiiiiiiiiieniiiiice e 130,145 14,619 - - 144,764
Risk class 310 4 - (Grades B+ 10 CCC-) .....oooiiiiiiiiiiienieieeeee e 104,969 36,640 - - 141,609
RISK CIASS 5 = (DD) .eeieiiiiiiiiieeeiiiiiee ettt ettt et e e e s e e e e nbaaee s - - 11,522 - 11,522
(0021 (=To [N 1,184 167 - - 1,351
GrosSsS Carrying amOUNT .......cooiiiiiiiieiiee et 352,500 51,429 11,522 - 415,451
LOSS @lIOWANCE ...ttt (823) (1,560) (3,329) - (5,712)
BOOK VAIUE ...ttt e e a e e st e e e earaaea e 351,677 49,869 8,193 - 409,739
Loan commitments, guarantees and unused credit facilities
Risk class 0 to 1 - (Grades AAA 10 BBB-) ......cccoiiiiiiiiiiieeee e 106,445 - - - 106,445
Risk class 2 to 4 - (Grades BB+ to CCC-) ... . 65,119 5,479 1,614 - 72,212
[ Yo S 8,703 297 - - 9,000
[N (o] 111 - U PRSP PPR PP 180,267 5,776 1,614 - 187,657
LOSS @lIOWANCE ...ttt (293) (91) (344) - (728)
Nominal less loss allowance 179,974 5,685 1,270 - 186,929
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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41. Credit risk, continued
Sector split, gross carrying value and loss allowance for financial instruments subject to IFRS 9 impairment requirements
Stage 1 Stage 2 Stage 3
Gross Gross Gross
Carrying Loss Carrying Loss Carrying Loss Book
31.03.2022 amount  allowance amount allowance amount  allowance value
Loans to credit instit., securities & cash ...................... 181,672 (11) - - - - 181,661
Loans to iNdividuals ...........ccceoviiiiniieiiiie e 514,462 (497) 15,869 (266) 5,934 (1,107) 534,395
MOTGAGE ..ot 454,239 (129) 11,334 (107) 4,304 (224) 469,417
Oher .o 60,223 (368) 4,535 (159) 1,630 (883) 64,978
Loans to corporates and SOVEreign ........cccoccuveeeeeennnne 392,029 (1,179) 46,137 (1,442) 9,924 (3,481) 441,988
Real estate actiVities .........ccccveerreeeriiee e 84,852 (148) 7,819 (104) 2,108 (360) 94,167
CONSEIUCLION ... 40,319 (130) 2,391 (13) 290 (16) 42,841
Fishing iNAUSEIY ...cocveeiiiiiiie e 71,577 (92) 5,658 (74) 676 (144) 77,601
Information and communication technology ............. 22,845 (42) 819 (53) 82 (42) 23,609
Wholesale and retail trade ............ccccccevviniiiiiennne 55,334 (248) 14,341 (939) 3,445 (1,156) 70,777
Financial and insurance activities ............cccccocvveenn. 38,899 (217) 7,943 (42) 719 (446) 46,856
Industry, energy and manufacturing ... .. 33,693 (62) 1,347 9) 106 (20) 35,055
TranSPOrtation ...........eeeeeriiiiiiieeeiiiiieeeeeesniieeee e e 12,003 (33) 1,327 (24) 913 (742) 13,444
SEIVICES oveiuiiie ittt 15,531 (85) 3,146 (168) 1,264 (499) 19,189
PUDIIC SECLOT ... 6,820 (30) 313 ()] 111 (1) 7,206
Agriculture and forestry ...........cccccoviiiiiiieiienien. 10,156 (92) 1,033 9) 210 (55) 11,243
Balance at the end of theyear ..........ccccovviiiiiiinnns 1,088,163 (1,687) 62,006 (1,708) 15,858 (4,588) 1,158,044
31.12.2021
Loans to credit instit., securities & cash ...................... 231,051 (13) - - - - 231,038
Loans to individuals ... 508,428 (490) 13,777 (246) 6,181 (1,152) 526,498
MOTGAGE ..ottt 450,305 (127) 9,055 (84) 4,536 (228) 463,457
Oher .o 58,123 (363) 4,722 (162) 1,645 (924) 63,041
Loans to corporates and SOVEreign .........ccocuvveeeeennnne 352,500 (823) 51,429 (1,560) 11,522 (3,329) 409,739
Real estate activities ...........cccceeviriieiiciie e, 80,318 (160) 7,092 (45) 3,472 (356) 90,321
CONSEIUCLION ... 34,382 (49) 2,411 (24) 317 27) 37,010
Fishing iNdUSErY .......cccooiiiiiiii e 69,632 (58) 8,193 (199) 653 (127) 78,094
Information and communication technology ............. 15,949 (58) 792 (39) 128 (36) 16,736
Wholesale and retail trade ............cccccceniiiiiiennnne 46,824 (162) 17,362 (1,032) 3,420 (1,114) 65,298
Financial and insurance activities ..............cccocvveeeen. 37,275 (135) 8,411 (45) 733 (441) 45,798
Industry, energy and manufacturing ........................ 25,937 (49) 1,900 (10) 170 (29) 27,919
TranSPOrtation ........c..eeeeeriiiiieieeeiiiiieeeeesriieeee e e 12,474 32) 1,065 2) 1,649 (992) 14,162
Services ... 14,125 (70) 2,796 (153) 721 (150) 17,269
Public Sector 6,499 (29) 343 4 110 1) 6,918
Agriculture and forestry ..........ccccccvvviiiiiieniieenenn 9,085 (21) 1,064 ) 149 (56) 10,214
Balance at the end of theyear .........ccccoevviiiiiiiiinnns 1,091,979 (1,326) 65,206 (1,806) 17,703 (4,481) 1,167,275
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

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.

31.03.2022
Impairment loss allowance * Stagel  Stage2  Stage3 POCI Total
Balance at the beginning of the year ............ccccoiiiiie (1,606) (1,897) (4,824) 1) (8,328)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .....ccccoiiiiiiiiiieiee e (222) 123 99 - -
Transfers to Stage 2 (lifetime ECL) .......occvviiieiiiiiiiieeeiiieee e 48 (81) 33 - -
Transfers to Stage 3 (credit impaired financial assets) .. . 8 29 37) - -
Net remeasurement of 0SS alloOWaNCe ** ...........ccocvviiiieiiiiiiiee e 141 (111) (372) 1 (341)
New financial assets, originated or purchased .............cccoccoviiniiiniiiieeiecceee (598) (68) (163) - (829)
Derecognitions and maturities . 182 182 277 - 641
WWIHIEE-0FFS % ettt 1 1 106 - 108
Impairment 10Ss allowance *** ... (2,046) (1,822) (4,881) - (8,749)
Impairment loss allowances for assets only carrying 12-month ECL ................ (11) - - - (11)
Total impairment 10SS AllOWANCE ........coiiiiiiiiiiieiiiie e (2,057) (1,822) (4,881) - (8,760)

* 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 114 million due to unwinding of interest income.
*** During the period an amount of ISK 97 million was written off but is still subject to enforcement activities subject to Icelandic law.
*xx | 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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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 ...........ccccooviiiic, (1,313) (1,806) (4,480) 1) (7,600)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .....cooviiieiiiieiiiieiieeeeee e (214) 115 99 - -
Transfers to Stage 2 (lifetime ECL) .......ccvvvveeiiiiiiiiieeiiiiieee e 45 (78) 33 - -
Transfers to Stage 3 (credit impaired financial assets) ..........ccccoceeennnes 8 29 (37) - -
Net remeasurement oOf 0SS AllOWANCE ...........ccovviiiiiiiiiiiiiiiee e 160 (102) (376) 1 (317)
New financial assets, originated or purchased ............c.ccccovvviiinieeinieeennns (440) (45) (163) - (648)
Derecognitions and maturities ... . 7 178 230 - 485
WWHIEE-0FFS ettt e e 1 1 106 - 108
Total loss allowance for 10ans t0 CUSTOMErS .......cooovviiiieieeiiiiiiieeeeiies (1,676) (1,708) (4,588) - (7,972)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year .........c.cccccoiiiiiiiic e, (492) (246) (1,151) 1) (1,890)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....cccevveeiviiiiiiineeiiiiiieeeeees (143) 72 71 - -
Transfers to Stage 2 (lifetime ECL) ........coccovoviiiiiieniececeeeee 22 (32) 10 - -
Transfers to Stage 3 (credit impaired financial assets) .... 6 25 (31) - -
Net remeasurement of l0ss allowance ............cccccovcviiieniinecscecceen 153 (94) (92) 1 (32)
New financial assets, originated or purchased ...............ccoocvvvieeiiiiinnnns (73) (16) (11) - (100)
Derecognitions and Maturities ...........cccocveiieiiiiiieee e 29 24 25 - 78
WIEE-OFFS . 1 1 72 - 74
Total loss allowance for loans to individuals (497) (266) (1,107) - (1,870)
Impairment loss allowance for loans to customers - Companies and sovereign
Balance at the beginning of the year ..........ccccccocciiiiiiiiieiiieee e (821) (1,560) (3,329) - (5,710)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ......cccocooeiiiiiiiiiieiicieees (71) 43 28 - -
Transfers to Stage 2 (lifetime ECL) ........cccvvvieeeiiiiiiieieeiiiiieee e 23 (46) 23 - -
Transfers to Stage 3 (credit impaired financial assets) ................... 2 4 (6) - -
Net remeasurement of 10SS alloWanCe ..........ccccovvvvviieeeiiiiiieee e, 7 (8) (284) - (285)
New financial assets, originated or purchased .............ccccoevieriiniennns (367) (29) (152) - (548)
Derecognitions and MatUrIties ............eeeeviiiiiiiieeniiiiieee e 48 154 205 - 407
WWIHEE-0FFS ettt - - 34 - 34
Total loss allowance for loans to companies and sovereign .......... (1,179) (1,442) (3,481) - (6,102)
Impairment loss allowance for loan commitments, guarantees and unused credit facilities
Balance at the beginning of the year ...........cccccooviiiiiic, (293) (91) (344) - (728)
Transfers
Transfers to 12-month ECL ... (8) 8 - - -
Transfers to lifetime ECL .......cocoveiiiiiiiiiieeeee e 3 ?3) - - -
Transfers to credit IMpaired ... - - - - -
Net remeasurement of loss allowance ... (29) 9) 4 - (24)
New financial commitments originated ..............ccocoveiiiiiiiieiiee e (158) (23) - - (181)
Derecognitions and Maturities ............cccciiiieiiiieiiiee e 105 4 a7 - 156
Total loss allowance for loan commit., guarantees, unused facilities .. (370) (114) (293) - (777)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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41. Credit risk, continued
31.12.2021
Impairment loss allowance * Stagel Stage2  Stage3 POCI Total
Balance at the beginning of the year .........ccccciiie (2,083) (3,882) (6,995) (84) (13,044)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) ... . (1,741) 1,465 276 - -
Transfers to Stage 2 (lifetime ECL) .....cooovviiiiiiiiiiieeieeeiec e 202 (293) 92 1) -
Transfers to Stage 3 (credit impaired financial assets) ..........ccccvveeeeviiinnns 60 382 (442) - -
Net remeasurement of 10SS @llOWANCE ** ...........uiiiiiiiiiiie e 3,137 243 (1,332) - 2,048
New financial assets, originated or purchased .............cccccooviiiiiiieiniiiiee e (1,969) (374) (327) - (2,670)
Derecognitions and maturities . 782 552 1,525 (289) 2,570
WWIHIEE-0FFS ™% ettt et 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 loss allowance (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 2,59 million was written off but is still subject to enforcement activities subject to Icelandic law.
*xx | 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 ..........cccccciiiiiiiiie e, (1,844) (3,305) (6,824) (84) (12,057)
Transfers of financial assets:
Transfers to Stage 1 (12-month ECL) .....cccooiiiiiiiniieiieeeeeeeeeee (1,585) 1,309 276 - -
Transfers to Stage 2 (lifetime ECL) .......ccvvvveeiiiiiiiiieeeiiiieeeeeeiieeeee 190 (281) 92 Q) -
Transfers to Stage 3 (credit impaired financial assets) ..............cccocee. 58 377 (435) - -
Net remeasurement of 10SS AllOWANCE ..........ccoevvvveiiiiiiiiiiiieeeeeeeviiee e 2,774 21 (1,164) - 1,631
New financial assets, originated or purchased ..............cccccvvviniiniiiiiceinnne (1,481) (267) (327) - (2,075)
Derecognitions and maturities ... . 569 330 1,523 (289) 2,133
WIHEE-OFFS oo 6 10 2,379 373 2,768
Total loss allowance for 10ans t0 CUSTOMErS .......coovviiiiiiieeiiiiiiieee s (1,313) (1,806) (4,480) Q) (7,600)
Impairment loss allowance for loans to customers - Individuals
Balance at the beginning of the year ...........c...cccoiiiiiii (807) (395) (1,189) (84) (2,475)
Transfers of financial assets
Transfers to Stage 1 (12-month ECL) ....ccvevveeiiiiiiviineeiiiiieeeeees (614) 454 160 - -
Transfers to Stage 2 (lifetime ECL) ......covvuvviiiiieeiiiiieiiieeeiieeeeeee 112 (162) 51 1) -
Transfers to Stage 3 (credit impaired financial assets) .... 43 157 (200) - -
Net remeasurement of 0SS allowance ...........ccccoevvviiieiniiiiieee e, 921 (333) 472) - 116
New financial assets, originated or purchased .............cccccocvveriieennnen. (341) (67) (107) - (515)
Derecognitions and MatUrties ............ceeeiviiiiiieeiiiiieee e 190 90 284 (289) 275
WWIEE-0FFS ittt e e sna e e s aae e e 6 10 322 373 711
Total loss allowance for loans to individuals (490) (246) (1,151) 1) (1,888)

Arion Bank Condensed Consolidated Interim
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41. Credit risk, continued
Stage 1 Stage 2 Stage 3 POCI Total
Impairment loss allowance for loans to customers - Companies and sovereign
Balance at the beginning of the year .........c.cccccooviiiiiiiii (1,037) (2,910) (5,635) - (9,582)
Transfers of financial assets

Transfers to Stage 1 (12-month ECL) ....ccevvveeiiiiiiiiieeiiiiieeeeees (971) 855 116 - -
Transfers to Stage 2 (lifetime ECL) ......coocvviiiiieiiiiieiiiceiiieeeieeee 78 (119) 41 - -
Transfers to Stage 3 (credit impaired financial assets) ................... 15 220 (235) - -
Net remeasurement of loss allowance ............. 1,853 354 (692) - 1,515
New financial assets, originated or purchased (1,140) (200) (220) - (1,560)
Derecognitions and Maturities ..........c.ccceeiriieiiieeeiieeeee e 379 240 1,239 - 1,858
RTAT L1 (ST 01 PR - - 2,057 - 2,057
Total loss allowance for loans to companies and sovereign .......... (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 ..........c.cccoiiiiiiiice (239) (577) (171) - (987)

Transfers

Transfers t0 12-month ECL ........oooiiiiiiiiiiiiiiiiiee e (156) 156 - - -
Transfers to lifetime ECL .........ccccoiiiiiiiiiciee e 12 12) - - -
Transfers to credit IMPAIred ............ooeviiiiiiiiee e 2 5 ©) - -
Net remeasurement of 10SS @llOWaNCE ...........cccoceiiiiiiienieieeeeeeee e 363 222 (168) - 417
New financial commitments originated ............cccoeeiiiieeiiiiiiiiee e (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 65%, pessimistic 25% 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
UNEMPIOYMENE FALE .....eoiiiiiieiie ettt sttt e e s e st e e e e r e e st e s s e e ne e e e e sneesaeesine e 4.8% 4.5% 4.1%
Housing prices .......... 14.7% 5.5% 4.6%
Private consumption . . 3.5% 3.4% 3.1%
GDP s 5.0% 2.9% 2.4%
Optimistic Pessimistic
2022 2023 2024 2022 2023 2024
UNemplOYMENT FALE ........eeiiiieiiiiec it 3.8% 3.5% 3.2% 7.2% 6.2% 5.2%
Housing prices .......... 17.0% 7.4% 5.1% 9.3% 2.2% 1.8%
Private consumption .. 4.8% 4.4% 3.6% 0.6% 1.5% 2.9%
GDP e 6.6% 3.1% 3.6% 2.1% 0.7% 2.2%

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 1.6 billion, ISK 3.1 billion and
ISK 6.8 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.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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41. Credit risk, continued

Arion Bank Condensed Consolidated Interim

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 public health crisis, 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

31.03.2022 amount  allowance carrying  allowance carrying allowance carrying  allowance

INAIVIdUAIS ....oooviiiiiiiieeeee, 9,827 (18) 1,928 (32) 2,585 (435) 14,340 (485)

COMPANIES .t 10,409 (59) 14,829 (1,188) 6,585 (2,584) 31,823 (3,831)

TOUMSIM e 5,299 (33) 13,014 (1,076) 5,008 (2,153) 23,321 (3,262)

Other than tourism .........cccocveeviieeniieenns 5,110 (26) 1,815 (112) 1,577 (431) 8,502 (569)

TOLAl e 20,236 77) 16,757 (1,220) 9,170 (3,019) 46,163 (4,316)
31.12.2021

INAIVIdUAIS ....cooiiiiiiiiieee 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)

TOUMSIM e 5,495 (40) 15,710 (1,148) 5,155 (2,055) 26,360 (3,243)

Other than tourism .........cccocveeviieeniieenns 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

Three groups of customers have been identified as a focus for the assessment of the impact of the Covid-19 pandemic on the Group; i)
Tourism; where there is a high probability of impact due to public health restrictions; ii) Customers which have had active Covid-19 related
payment moratoria in the first 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. 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.

Recipient
Covid-19  of govern-
related ment Thereof

Tourism payment sponsored All focus  secured by
31.03.2022 dependent  moratoria loans groups  real estate
Individuals ..........ccooevveeeiiinnnns 4,126 78 160 4,362 3,958
Real estate and construction . 10,538 - 1,271 11,188 10,964
SEIVICES .uvvveeeeiiiiiieee e 5,328 - 3,043 5,865 2,253
Transportation ..........ccccccevveveeeen. . 7,713 - 84 7,720 397
Industry, energy and manufacturing ..........ccoocuviiiieiiiiiiee e 155 - 527 559 243
Wholesale and retail trades ...........coooiiiiiieiiiii e eeeeees 40,371 415 18,078 41,156 36,748
(@)1 1= Y= ] (o] £ PRI 1,361 - 1,025 2,385 1,267
GroSS Carrying @mMOUNT .....cccuviiiiiiiiiiee ittt nne e 69,592 493 24,188 73,235 55,830
Loss allowance (3,679) 2) (1,771) (3,741)
BOOK VAIUE ...ttt ettt e e e e e e et e e e e s s aeaeeennnes 65,913 491 22,417 69,494
31.12.2021
Individuals .........cccoeeveeeiiiinnns 4,212 612 161 4,917 4,535
Real estate and construction . 10,545 2,627 1,176 11,058 10,870
SEIVICES .evvviveiiiiiiieee e, 5,838 33 2,315 6,353 2,251
Transportation .........c..cccceeeeveennnnn. . 8,679 - 867 8,685 358
Industry, energy and ManUfaCtUriNg ..........ccooveiriiieriiieiiee e 152 550 536 1,119 826
Wholesale and retail trades ............eviiiiiiiiiiiee e 43,766 12,588 18,336 44,527 39,681
(@] (LT G Y=T0] (o) £ 1,347 - 1,065 2,409 1,282
GroSS Carrying @mMOUNT ..oc..uuiiiiiiiiiiie et 74,539 16,410 24,456 79,068 59,803
Loss allowance (3,614) (955) (1,675) (3,683)
BOOK VAIUE ...ttt et e et e e e e ettt e e e e e s nntbaeeeeeennes 70,925 15,455 22,781 75,385

Book value of Covid-19 impacted loans was ISK 69,494 million or 7.1% of loans to customers (31.12.2021: ISK 75,385 million and 8.1%).

Amounts are in ISK millions
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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 5.1%, has
exceeded the Central Bank’s target of 2.5% since June 2020 and is expected to remain over the target until the first half of 2023. The
Central Bank has responded by increasing interest rates by 125bps in 2021 with further increases expected. This has resulted in a sharp
increase in demand for non-indexed fixed rate mortgages in recent months with corresponding increase in interest rate risk for nominal
rates.

Interest rate risk in the banking book

The following table shows the Group's interest-bearing assets and liabilities by interest fixing periods. The figures for loans to customers
and borrowings are shown on a fair value basis, see Note 23, and are therefore different from the amounts shown in these 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. The assets and liabilities of Valitor hf. are not included in the figures as they are classified as held for sale.

31.03.2022 Upto3 3-12 1-5 5-10 Over 10
Assets months months years years years Total
Balances with Central Bank ............cccccceeviviviiiie i 61,053 - - - - 61,053
Loans to credit iINStIULIONS ...........uveiiiiiiiiiiiini e 35,868 - - - - 35,868
[0 T= 1 g S (o I o0 £ (0] 0 =T TS 589,099 97,781 268,423 10,817 11,802 977,922
Financial instruments . 17,040 41,162 41,942 5,590 288 106,022
ASSEBES it e e e e e r e e e s 703,060 138,943 310,365 16,407 12,090 1,180,865
Liabilities
Due to credit institutions and Central Bank ...........ccccocccuvvveeinninnns 4,270 - - - - 4,270
DEPOSIES .ottt 652,489 9,124 15,353 1,691 1,268 679,925
BOITOWINGS .vvieiiieeiiiiie it e st ettt et e e e s tee et e s snte e e nnaeeenneeeenns 2,034 66,012 259,981 36,841 11,597 376,465
Subordinated Habilities ...........ccooviiiiiiiiiiieieeee e - - 36,419 - - 36,419
LIADIItIES coverieee e et 658,793 75,136 311,753 38,532 12,865 1,097,079
Derivatives and other off-balance sheet items (net position) . (188,668) 41,390 138,729 3,668 - (4,881)
NEt INTEI@ST QAP ..ocvveveieceeeeseeceseeies e e (144,401) 105,197 137,341  (18,457) (775) 78,905
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 .............cccccoviieiiiieniiienec e 65,501 - - - - 65,501
Loans to credit INSHtUtIONS ..........ceeiiiiiiiiiieiiee e 30,272 - - - - 30,272
LO@NS t0 CUSTOMETS .....viiviiiiieiieitie ittt ettt 578,253 107,607 235,275 4,920 11,124 937,179
Financial iINStIUMENES ........coovivieieii e 42,731 64,162 39,278 5,431 249 151,851
ASSEES .ot 716,757 171,769 274,553 10,351 11,373 1,184,803
Liabilities
Due to credit institutions and Central Bank ............cccccccevcveeninerne 5,000 - - - - 5,000
(DT oo OSSR 655,476 - - - - 655,476
BOIMOWINGS ...vviiitieitie ittt ettt 11,308 34,217 275,315 34,665 11,965 367,470
Subordinated labilities ..............evevevieeeeeiiiiiiiieiieeeeeeeeeeeeee e, - - 35,860 - - 35,860
LiDilTIES ot 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
NET INTErEST GAP +eovveeiieiiieriieeiieeitee sttt (151,484) 137,547 156,583 (20,548) (592) 121,506

Sensitivity analysis of interest rate risk in the banking book

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

31.03.2022 31.12.2021

NPV change -100 bps +100bps  -100 bps  +100 bps
ISK, CPI index-linked ... . (2,394) 2,296 (2,250) 2,418
ISK, NON INAEX-INKEA ..ottt e e e seennnennnnees 2,079 (2,319) 2,308 (2,322)
FOrEIGN CUITENCIES ..oiiiiiiiiiiiie ettt ettt e e e sttt e e e e ettt e e e s e nbbb e e e e e s anbbeeeeeas 528 (772) 338 (461)
NIl change

ISK, CPIINAEX-NNKEA ... (928) 72 (881) 85
ISK, NON INAEX-INKEA ..ottt e e e seennnennnnees (2,187) 1,264 (3,808) 774
FOr@IGN CUITENCIES .eiiiiiiiiiiiie e ittt ettt ettt e e e et e e e e et e e e e e nnbbe e e e e e s antbeeaeens 409 (409) (12) 15

Sensitivity analysis of interest rate risk in the trading book

The following table shows the interest sensitivity of the Group's net positions in the trading book by currencies. Sensitivity is quantified as
the net change in value when assuming a simultaneous parallel shift upwards and downwards of all yield curves by 100 basis points. The
sensitivity does not relate to variation of annual net interest income and is not an estimate of risk. The calculations are based on duration
and convexity in this table.

31.03.2022 31.12.2021
Currency -100 bps +100bps  -100 bps  +100 bps
ISK, CPIINAEX-NNKEA ...ttt 108 (99) 93 (85)
ISK, NON iNAEX-TNKEM ...ttt 29 (16) 41) 43
Foreign currencies 140 (139) 74 (74)
Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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Notes to the Condensed Consolidated Interim Financial Statements

42. Market risk, continued

Indexation risk

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

Book value and maturity profile of indexed assets and liabilities

31.03.2022 Upto1l 1to5 Over 5

Assets, CPI index-linked year years years Total
[0 T2 T Eo (o T o L] (] 4 1= =PSRN 6,987 44,851 174,953 226,791
[ TaEe L (o = L E (U g g 1T 1 £ 6,164 2,248 9,629 18,041
Off-balance Sheet POSItION ..........c.oooiiiiiii e s - - - -
AsSsets, CPIINAEX-TINKEA ......uvviiiiiiiiiiiee e e e a e 13,151 47,099 184,582 244,832

Liabilities, CPI index-linked

(D=7 010 1] £ PP PP PPPPPR 84,036 15,582 3,081 102,699
120 ] (011 1T [ PP PPPR PRI 306 63,886 43,075 107,267
Subordinated HADIITIES ..........uuuiiiiiiiiieee et e e e e e e e e e eaee - - 5,398 5,398
(11T PP O P OPPPPPPTN 1,231 216 1,324 2,771
Off-balance ShEEt POSITION .......oiviiiiiieiiiiee et e e e s nbbree e s 1,249 3,297 - 4,546
Liabilities, CPIINAEX-INKE .........cooiiiiiiiieie e 86,822 82,981 52,878 222,681
Net on-balance Sheet POSILION ........c.uviiiiiiiiiiiiiie e e e (72,422)  (32,585) 131,704 26,697
Net off-balance sheet position ... (1,249) (3,297) - (4,546)
CPIBAIANCE ...ttt ettt e sttt e e e e b e e e e e sb bt e e e e e e bbb b e e e e e s nnbreeeeean (73,671) (35,882) 131,704 22,151
CPI Balance for prudential consolidation, excluding insurance operations * .............. (72,620) (37,914) 122,475 11,939
31.12.2021
Assets, CPI index-linked
LOANS 10 CUSIOMIEIS ....iiiiiiiie et e e e et e e e e et e et e e e e e e et b e e e e e e eaaaaaaes 7,500 41,730 172,662 221,892
Financial instruments ... 5,753 2,541 7,549 15,843
Off-balance ShEEt POSITION .......iuiiiiiiiiiiiie et e e e s ee e s - - - -
YN = E O d T [ LN R T T =T I 13,253 44,271 180,211 237,735
Liabilities, CPI index-linked
[T 0oL TP UPRUPRNY 84,902 9,296 3,036 97,234
Borrowings .... 297 62,355 39,355 102,007
Subordinated HADIlItIES ...........uvuieeeiiiiiieiiieeeeeeeee e - - 5,337 5,337
(14 =T PP POP P OPPPPPPRN 1,134 222 1,316 2,672
Off-balance Sheet POSILION ........c.vvriiiiiiiiiie e 1,221 3,246 - 4,467
Liabilities, CPlIiNndeXed HNKEA ........cooiiiiiiiieiiiiiiiee it eibaeee s 87,554 75,119 49,044 211,717
Net on-balance Sheet POSILION ........c..vuiiiiiiiiiiiiie e (73,080) (27,602) 131,167 30,485
Net off-balance sheet position ... (1,221) (3,246) - (4,467)
CPIBAIANCE ...ttt ettt e ettt e e e sttt e e e e sttt ee e e e sbbbeeeeesansbbbeeaeesannbaeaeeeas (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
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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

31.03.2022

Financial assets
Cash and balances with CB
Loans to credit institutions .............ccceeeeennn.
Loans to CUStOMErS .......ccovvvveeeeeiieieeeeeee,
Financial inStruments ...........cocccvveeeeeiiiineens
Other financial assets ..........ccccccoccvvvveeeennnns
Financial assets

Financial liabilities

Due to credit inst. and Central Bank ...........
DEPOSILS ...t
Financial liabilities at fair value .. .
Other financial liabilities ...............cccceeeeene
BOITOWINGS ..vvveieeiiiiiiieee e
Subordinated liabilities ............c.ccooceiinennne
Financial liabilities .........cccccoviiiiiieiiiiinns

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

Net POSItiON ....eeviiviiiiiee e

Non-financial assets

Investment Property ........cccveeeveeviveeiiinneans
Investments in associates ..
Intangible assets ..........ccocveveiiiiiiiiicie
TAX ASSELS ..vvvvvvvrrrriiiiiriiiiiiiieeeeieee e e ereeeeeees
Assets and disposal groups

held for sale .......ccccovvveiiiiiiiiiiee,
Other non financial assets ............ccccocvee.e
Non-financial assets .........cccccovvvveeeeeennnns

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

groups held for sale ..........ccccceeeviieennnen.
Other non-financial liabilities ......................
Shareholders' equity ..........ccccovveeriieeninnene
Non-controlling interest ..............ccccoeeiennne
Non-financial liabilities and equity ..........
Management reporting

of currency risk * ......ccccoovieiiiiiiieen,

ISK EUR usD GBP DKK NOK Other Total
63,373 371 274 97 59 33 188 64,395
1,421 13,771 10,576 3,118 1,744 924 4,314 35,868
803,878 101,967 49,340 493 17,850 850 2,005 976,383
144,410 26,636 5,978 94 19 8,449 94 185,680
12,088 27,133 70 89 26 - 2 39,408
1,025,170 169,878 66,238 3,801 19,698 10,256 6,603 1,301,734
4,100 100 3 9 a7 - 11 4,270
590,583 34,358 42,000 3,235 2,490 3,734 3,525 679,925
6,911 4,396 716 - 100 192 8 12,323
8129 1,065 3,342 292 975 81 248 14,132
171,438 189,001 - - - 7,527 2,060 370,026
6,291 706 12,316 - - 4,432 9,929 33,674
787,452 229,626 58,377 3,536 3612 15,966 15,781 1,114,350
237,718  (59,748) 7,861 355 16,086  (5,710) (9,178)
(43,723) 62,842  (15271)  (1,991) (16,538) 5,749 8,932
193,995 3,004 (7,410)  (1,636) (452) 39 (246)
6,586 - - - - - - 6,586
700 - - - - - - 700
9,239 - - - - - - 9,239
754 - - - - - - 754
12,571 120 24 1,954 2 - 35 14,706
7,083 100 28 61 - 23 1 7,296
36,933 220 52 2,015 2 23 36 39,281
8,080 - - - - - - 8,080
14,555 132 58 163 180 18 16 15,122
30,339 71 21 - 3 - 16 30,450
172,333 - - - - - - 172,333
680 - - - - - - 680
225,087 203 79 163 183 18 32 226,665
4941 3,111 (7,437) 216 (633) 44 (242)

* 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 .............cccceeune

Loans to credit institutions .............ccceee....
Loans to CUSTOMErS .......ccvveevieeeeiieeeiieens
Financial inStruments ............ccccveeeeeiiiinnenns
Other financial assets ..........cccccoovcvveieennnns
Financial assets ........ccccoecvvveeeiiiciiiiieeennns

Financial liabilities

Due to credit inst. and Central Bank ...........
DEPOSIES ..vvvieeiiiiiiieee et
Financial liabilities at fair value ...................
Other financial liabilities .
BOMOWINGS ..o
Subordinated liabilities ...........ccccccovvivinennn.
Financial liabilities .........ccccccoevvivvieiiiiinns

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

Net POSItioN ......cccoeiiiiiiiiie e

Non-financial assets
Investment property ...........cccceeeveeiiiiiinnnnn,
Investments in associates ...........ccceeevueeennne
Intangible assets
TAX ASSELS 1vvveeeeiieeeiee e
Assets and disposal groups

held for sale ........ccccoovveeeiiviiiiee i,
Other non financial assets ..
Non-financial assets ........ccccccovviviveeeennnns

Non-financial liabilities and equity

Tax liabilities .......ccocveeiiiiii,
Liabilities associated with disposal

groups held for sale ............ccoovevinneis
Other non-financial liabilities ......................
Shareholders' equity ..........ccccceeceiiiicnenne.
Non-controlling interest ..........ccccoccvvveeeennne
Non-financial liabilities and equity ..........
Management reporting

bl 14
Notes to the Condensed Consolidated Interim Financial Statements
ISK EUR UsD GBP DKK NOK Other Total
67,690 608 280 154 75 34 216 69,057
523 8,145 7,499 6,820 3,647 1,313 2,325 30,272
780,384 99,748 39,007 768 10,820 1,629 3,881 936,237
133,340 53,847 18,657 216 9 19,553 35 225,657
11,936 280 93 1 8 2 400 12,720
993,873 162,628 65,536 7,959 14,559 22,531 6,857 1,273,943
3,982 81 845 9 49 - 34 5,000
573,316 26,542 37,278 2,559 10,529 3,030 2,222 655,476
4,463 991 86 135 97 89 16 5,877
4,559 359 2,755 157 604 36 215 8,685
163,044 172,815 - - - 18,619 2,159 356,637
6,245 752 13,224 - - 4,461 10,406 35,088
755,609 201,540 54,188 2,860 11,279 26,235 15,052 1,066,763
238,264 (38,912) 11,348 5,099 3,280 (3,704) (8,195)
(27,584) 40,030  (15,587)  (6,577)  (1,889) 3,703 7,904
210,680 1,118 (4,239)  (1,478) 1,391 ) (291)
6,560 - - - - - - 6,560
668 - - - - - - 668
9,463 - - - - - - 9,463
2 - - - - - - 2
13,975 78 25 1,903 3 1 62 16,047
6,915 124 35 78 - 26 3 7,181
37,583 202 60 1,981 3 27 65 39,921
7,102 - - - - - - 7,102
16,136 129 50 174 304 77 65 16,935
28,366 81 30 - 3 - (14) 28,466
193,925 - - - - - - 193,925
673 - - - - - - 673
246,202 210 80 174 307 77 51 247,101
2,061 1,110 (4,259) 329 1,087 (51) 277)

of currency risk * .....cccccooveeiniieiniecee,

* 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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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).

31.03.2022 31.12.2021
Currency -10% +10% -10% +10%
1 TP PP PRPTN (311) 311 (111) 111
L 15 5 PP 744 (744) 426 (426)
GBI et et e et e e e ettt e e e et e e e e et e e e e e e nneeeas (22) 22 (33) 33
63 (63) (109) 109
(4) 4 5 (5)
24 (24) 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 28 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.

31.03.2022 31.12.2021
Equity -10% +10% -10% +10%
Trading DOOK - lISTEA ........ooiiiiiii e s (608) 608 (266) 266
BanKing DOOK = lISTEA .......vviiiieiiiiiice e (543) 543 (414) 414
Banking book - UNNSE ..........cooiiiiiiii e (626) 626 (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.

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Liquidity and Funding risk

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

A primary source of funding for the Group is 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 76% 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

31.03.2022 On Upto3 3-12 1-5 Over5  With no Book
Financial assets demand months months years years maturity Total value
Cash and balances with CB ....................... 25,191 32,609 6,694 - - - 64,494 64,395
Loans to credit institutions ..............cccceeeee. 25,896 7,958 2,084 - - - 35,938 35,868
Loans to CUStOMErS .......ccovcvrveeeiiiiiiiieeene 2,582 102,994 144,831 368,359 844,856 - 1,463,622 976,383
Financial instruments ...........coccvveeeeeiiiiineens 19,006 15,780 36,187 41,911 16,416 63,957 193,257 185,680

Derivatives - assets leg - 69,023 8,030 7,466 636 - 85,155 80,074

Derivatives - liabilities 1eg .........c..cccccvveivennnens - (67,118) (7,195) (6,195) (520) - (81,028) (77,381)

Other financial instruments ............ccccccoeeeeee. 19,006 13,875 35,352 40,640 16,300 63,957 189,130 182,987
Other financial assets ........cccooeeevvvvviiiieenens 1,596 32,338 4,279 1,195 - - 39,408 39,408

Financial assets .........c.ccceiiiiiiiiiiiinens 74,271 191,679 194,075 411,465 861,272 63,957 1,796,719 1,301,734

Financial liabilities

Due to credit inst. and Central Bank ........... 2,515 1,803 - - - - 4,318 4,270
DEPOSILS .ooevvieiiiieiiie e 519,430 132,801 9,585 15,859 3,199 - 680,874 679,925
Financial liabilities at fair value ................... - 5,799 713 6,825 118 - 13,455 12,323
Derivatives - assets leg ........ - (68,385) (16,592) (29,694) (6,512) - (121,183) (120,873)
Derivatives - liabilities leg . - 73,772 17,305 36,519 6,630 - 134,226 132,784
Short position in bonds ..... - 412 - - - - 412 412
Other financial liabilities ..............cccccveeeins 93 11,827 295 1,065 852 - 14,132 14,132
BOITOWINGS ..vvviieeiiiiiiiee e - 7,087 71,396 268,015 52,671 - 399,169 370,026
Subordinated liabilities .. . - 203 1,657 17,657 23,387 - 42,904 33,674
Financial liabilities .........cccccoevvviveieiiiiinnn, 522,038 159,520 83,646 309,421 80,227 - 1,154,852 1,114,350
Net position for assets and liab. ............. (447,767) 32,159 110,429 102,044 781,045 63,957 641,867 187,384
Off-balance sheet items
Financial guarantees ............cccccvvvveeeiiiinnnns - 3,291 6,784 3,524 7,705 - 21,304 21,304
Unused overdraft ............coooeeeeiiiiiiicccne - 57,371 - - - - 57,371 57,371
Undrawn loan commitments ....................... - 67,050 10,106 35,863 - - 113,019 113,019
Off-balance sheet items ...........cccovvvvvnnnnn. - 127,712 16,890 39,387 7,705 - 191,694 191,694
Net contractual cash flow ..........ccccccocce (447,767)  (95,553) 93,539 62,657 773,340 63,957 450,173 (4,310)
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43. Liquidity and Funding risk, continued

31.12.2021
Financial assets

Cash and balances with CB ....................
Loans to credit institutions ......................
Loans to CUStOMErS ......ccvvvvvevieeeeeiieeennee

Financial instruments .
Derivatives - assets leg .....
Derivatives - liabilities leg .

Other financial instruments ................c.......
Other financial assets ............ccccveeeeeenns

Financial assets ....

Financial liabilities
Due to credit inst. and Central Bank

DEPOSILS ...
Financial liabilities at fair value ...............

Derivatives - assets leg

Derivatives - liabilities 1eg ...........ccccvevvennns
Other financial liabilities .........................
BOITOWINGS ..vvveieiiiiiiiieeeeeiiiiee e
Subordinated liabilities .............ccccoeueene

Financial liabilities

Net position for assets and liab. .........

Off-balance sheet items

Financial guarantees ............ccccvveeeennnne
Unused overdraft ..........ccceevvveeeiieeennennn

Undrawn loan commitments ...

Off-balance sheet items ...........cccccce.

)l 4

Notes to the Condensed Consolidated Interim Financial Statements
On Upto3 3-12 1-5 Over 5 With no Book
demand months months years years  maturity Total value
25,975 36,547 6,633 - - - 69,155 69,057
25,663 2,509 51 2,123 - - 30,346 30,272
3,033 100,588 137,323 345,777 790,442 - 1,377,163 936,237
16,091 39,164 60,412 46,502 14,898 56,857 233,924 225,657
- 33,562 10,841 35,105 1,100 - 80,608 74,952
- (32,614) (10,779)  (31,674) (985) - (76,052) (72,047)
16,091 38,216 60,350 43,071 14,783 56,857 229,368 222,752
679 6,720 3,734 1,588 - - 12,721 12,721
71,441 185,528 208,153 395,990 805,340 56,857 1,723,309 1,273,944
3,230 1,811 - - - - 5,041 5,000
499,362 63,407 80,999 9,557 3,152 - 656,477 655,476
- 3,943 537 2,644 4 - 7,128 5,877
- (53,896) (3,855) (5,590) (519) - (63,860) (63,483)
- 57,839 4,392 8,234 523 - 70,988 69,360
74 6,010 725 1,033 843 - 8,685 8,685
- 13,996 40,498 258,049 73,001 - 385,544 356,637
- 1,192 946 42,763 1 - 44,902 35,088
502,666 90,359 123,705 314,046 77,001 - 1,107,777 1,066,763
(431,225) 95,169 84,448 81,944 728339 56,857 615532 207,181
- 974 5,501 1,942 7,441 - 15,858 15,858
- 63,108 - - - - 63,108 63,108
- 62,529 23,636 22,410 116 - 108,691 108,691
- 126,611 29,137 24,352 7,557 - 187,657 187,657
(431,225) (31,442) 55,311 57,592 720,782 56,857 427,875 19,524

Net contractual cash flow ....................

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.

Available stable FUNAING ... et
Required Stable fUNGING .. .....eieiiii ettt e et e ekt ee e e e sttt et e e e e e e e e neneas
Net stable FUNAING FALIO ...eeii et e s

Arion Bank Condensed Consolidated Interim
Financial Statements 31 March 2022
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31.3.2022 31.12.2021

1,011,948 1,001,543
904,105 827,953

112% 117%

Amounts are in ISK millions



Notes to the Condensed Consolidated Interim Financial Statements

43. Liquidity and Funding risk, continued

Liquidity coverage ratio

The Liquidity Coverage Ratio (LCR) is one of the standards introduced in the Basel Ill 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 and
Valitor hf.

Foreign

31.03.2021 ISK  currency Total
LiQUI @SSEES IEVEI L * ittt e e e ettt e e e e et bbbt e e e e s et bbb et e e e s snnbb e e e e e e nnnbneeeeeans 92,728 33,810 126,538
LIQUIA BSSELES TEVEI 2 ...ttt et e et e e et e e e nb e e et e e st e e abe e e e 16,506 - 16,506
[T U Te = YT =) £ OSSPSR 109,234 33,810 143,044
DT 01y (OSSR 115,946 34,872 150,818
12001 Vo L PRSPPSO 1,688 2,347 4,035
(@) (LT o= 1] o1 [0 1T TR 10,134 4,465 14,599
[ 1] W o YU u 1 [o 1LV SOUPERRRRTPINY 127,768 41,684 169,452
Short-term deposits With Other Danks ** ... ... 1,948 25,331 27,279
(@) 1 TeT o= 1] a 101 [0 1T RN 30,680 38,292 68,972
(0= 1] 1011 [0 1V 2SRRI 32,628 63,623 96,251
Liquidity coverage ratio (LCR) ™ % L. ittt e e e sttt e e e s st b e e e e e nnaaaeeeeeans 115% 324% 195%
31.12.2021

LiQUI @SSEES TEVEI L * ittt ettt e e e ettt e e e e ettt e e e s st bbb et e e e s et be e e e e e nnnnneeeeeans 96,563 83,777 180,340
LIQUIA @SSELES TEVEI 2 ...ttt ettt e et e e et e e et e e st e e st e e et e e e 16,406 - 16,406
[T U To =YY =) £SO SSR PSR 112,969 83,777 196,746
DT o1y (PSSR 107,698 34,682 142,380
BOIMTOWINGS ..ottt sttt h e b e e et e et e e e e b e e sae e s et e st e e nr e e s b e e sseesae e e e e e neesneesaee e 433 55 488
(@) (LT o= 1] o1 [0 1T TR 10,157 6,882 17,039
(021 o e Y UL 81 1o 1112 118,288 41,619 159,907
Short-term deposits With Other Danks ** ... 2,287 25,246 27,533
Other cash inflows . 32,799 2,575 35,374
(0221 o T T 0¥ [ 11V SRR 35,086 27,821 62,907
Liquidity coverage ratio (LCR) ™ % L. ittt e et et e e e e s st b e e e e e e nnsbaeeeeeans 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.

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

Arion Bank Condensed Consolidated Interim Amounts are in ISK millions
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43. Liquidity and Funding risk, continued
Composition of liquid assets
The following table shows the composition of the Group's liquidity buffer.
31.03.2022 ISK uUsD EUR Other Total
Cash and balances with Central Bank ...........cccoooeiiiiiiiiiiiiiiiiiiiiiie e 63,373 274 371 377 64,395
Short-term deposits with financial iNSttUtioNS ...........cocoeiiieniieee 1,948 7,167 10,350 7,814 27,279
Domestic bonds eligible as collateral with Central Bank . .. 48,856 - - - 48,856
Foreign government BONAS .........c.oooiiiiiiiiieiiieece e - 2,562 22,921 7,300 32,783
LiQUITITY TESEIVE uiiiieiiie ettt ettt e et e e nnbae e nnteeennnes 114,177 10,003 33,642 15,491 173,313
31.12.2021
Cash and balances with Central Bank ...........cccoooeiiiiiiiiiiiiiiiiiiiiiin e 67,690 280 608 479 69,057
Short-term deposits with financial iNStitutions .............ccocoeiiiiieicicee 2,287 7,170 6,176 11,900 27,533
Domestic bonds eligible as collateral with Central Bank ............cccccoovvvveeeennnnns 48,178 - - - 48,178
Foreign government BONAS ........c.oooiiiieiiiieiiie e - 14,272 49,016 19,117 82,405

Liquidity reserve 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
31.03.2022 stable % Stable %  deposits* deposits
INAIVIAUAIS ..ooeiiiiiiiiiice et 90,442 11% 121,307 5% 96,585 308,334
Small and medium enterpriSes ..........ccccocvveeereerii e 93,335 11% 18,319 5% 11,440 123,094
COrporations .........ccceveeeeeesicvveeeeennnns 71,423 40% 3,105 20% 16,002 90,530
Sovereigns, central banks and PSE ..........ccccvieiiiieinieennieeee, 36,211 40% - - 915 37,126
PEenSIioN fUNAS ..o 54,962 100% - - 13,944 68,906
41,961 100% - - 12,925 54,886
1,319 100% - - - 1,319
389,653 142,731 151,811 684,195
31.12.2021
INAIVIAUAIS ..o e e e 89,425 11% 125,515 5% 91,170 306,110
Small and medium enterpriSes ..........cccocvveriiieiiiee e 84,557 11% 18,210 5% 9,122 111,889
COIPOFALIONS ....viieieiiiiieee ettt e e e e e s e e 73,261 40% 2,797 20% 16,213 92,271
Sovereigns, central banks and PSE ... . 31,041 40% - - 786 31,827
Pension fUNAS .......cccooiiii e 42,334 100% - - 13,448 55,782
Domestic financial eNtitieS .............uvieeiiiiiiiiieee s 45,662 100% - - 15,641 61,303
Foreign financial entities ............ccccoviiviiiiiii 1,294 100% - - - 1,294
TOTAL ettt a e 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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Notes to the Condensed Consolidated Interim Financial Statements

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. Iceland has adopted the EU Capital Requirements Directive and Regulation and
the CRD V / CRR Il amendments were adopted on 28 June 2021. The primary impact on capital adequacy was the expansion of the SME
supporting factor, which resulted in an ISK 14 billion decrease in total risk-weighted exposure amount. Other changes are smaller. 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.

Valitor hf. is classified as held for sale in these Consolidated Interim Financial Statements. For disclosure, assuming an authorized
adjustment of Valitor's contribution to operational risk REA in accordance with Article 317 (4) of CRR, a sale at USD 110 million in
accordance with the publicly disclosed definitive agreement with Rapyd would result in an increase in capital ratio (including interim profits)
from 22.9% to 24.4%.

Own funds 31.03.2022 31.12.2021
LI €= U= [0 PP PPRPN 173,013 194,598
Unaudited iNteriM NEL AIMINGS .....ieiiiiiiiie ettt e e sttt e e s aa b e e e e e s ba e e e e e aastbb et eeesaasbbbeeaeesanbbaeeeessnsseeeeeeannnaes (5,812) -

(680) (673)
166,521 193,925

Non-controlling interest not eligible for inclusion in CET1 capital ....
Common Equity Tier 1 capital before regulatory adjustments ..

[Lale= gL 1o CoI= EE Y= PP PPPT TP (8,490) (8,435)
Cash fIOW NEAGES ...ttt e ettt e s e e s e e et e b e et e e s ee e e e e aeeeaneas 4,624 (297)
Additional value adjustments (207) (240)
Foreseeable dividend and buyback * - (26,773)
Adjustment under IFRS 9 transitional arrangements as amended ...........c.uueiieeiiiiiiiee e 1,199 920
CommON €QUItY TIEr 1 CAPITAL ...ccueiiiiiiiiie ittt e s te e s e e r e sre e sre e 163,647 159,200
Non-controlling interest eligible for inclusion in T1 capital 89 133

Additional Tier 1 capital 12,315 13,225
B I T= T o7 1o Y - L USRS 176,051 172,558

TS A S (U0 =T ) R UPPRRRRR 21,359 21,863
Tier 2 instruments of financial sector entities (significant investments) .... (1,089) (1,056)

Tier 2 capital ...... 20,270 20,807
196,321 193,365

Total own funds

Risk-weighted exposure amount (REA)

Credit risk, loans .................... 664,568 623,395
Credit risk, securities and other 72,948 69,553
COUNLEIPAITY CrEAIL FISK 1eiutiiiiie ettt ettt ettt e e ettt e e e e ettt e e e e et bbb et e e e s an bbb e e e e e e e nbbbeeeeeannbbeeeeesanbbaeaaeas 7,505 7,761

Market risk due to currency imbalance . 8,476 4,691
Y Eo T A ] S0 11 [ TR 18,925 8,958
Credit valuation adjustment 2,171 2,379
Operational risk 96,085 96,085
Total risk-weighted eXPOSUIE @MOUNT ........ccciiiiiiiiiiii e e e e e e s e e s e e s ennee s 870,678 812,822
Capital ratios

CET1 ratio 18.8% 19.6%
Tier 1 ratio 20.2% 21.2%
Capital adequacy ratio 22.5% 23.8%

Total own funds, including interim profit not eligible for inclusion .... 199,271 193,365

CET1 ratio, including interim profit not eligible for inclusion 19.1% 19.6%
Tier 1 ratio, including interim profit not eligible for inclusion 20.6% 21.2%
Capital adequacy ratio, including interim profit not eligible for inclusion 22.9% 23.8%

* On 31 March 2022, the interim profits are unaudited and are fully subtracted when calculating CET1 capital. Therefore, there is no further adjustment to CET1
needed to account for the Bank’s dividend policy of paying out 50% of profits as dividend. 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.

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

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 31.03.2022 31.12.2021
CETL FALO ..ttt ettt ettt ettt b bkt bt ke h bbbt e st bt b e e b b e et e bt eb e ekt e et e b ekt e bt e b et b ettt ae et ea 19.4% 20.2%
JLILCC 0 51 1o 20.8% 21.9%
[T o] e= U= To (=T o [N T 1o VA = OSSP PRSP 23.2% 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

Capital CONSEIVALION DUFFET ...ttt e e e e et e et e e bt e s be e s ee e e e e s re e sreeseneeneenneens 2.5%
Capital buffer for systematically important INSHIULIONS .........oiiiiiiiiiiiiie e e e e e s st e e e s s aebbeeeeeas 2.0%
SYSLEMIC FISK DUFTEI ¥ ...ttt sttt e s e e e st e et e e e e e sb e e s be e e ae e e e e e neesaeesreeaeneennee e 3.0%
CountercyCliCal CaPItal DU * ... . et e e e ettt e e e o e bbbttt e e e e b bbb e e e e e e sbb bt e e e e e sbbbeeeeessnbbbbeeeeesnnnbnees -
Combined capital BUffer FEQUITEMENT ...t sre e esne e 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 ...........oiiiiiiiiie ittt e e ee e neenree e 4.5% 6.0% 8.0%
Pillar 2R capital requirement ** 1.8% 2.4% 3.2%
Combined buffer requirement * .... 7.3% 7.3% 7.3%
Regulatory capital FEQUITEMIENT .......eiiii et e et e e e sttt e e e s s bbb e e e s e e nbbeeeeeeaas 13.6% 15.7% 18.5%
FAV = U o o (SR o= T o] - | PP PPTTTP 18.8% 20.2% 22.5%

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

** The SREP result based on the Group's Financial Statement at 31 December 2020. The Pillar 2 requirement is 3.2% 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.

31.03.2022 31.12.2021
On-balance sheet exposures 1,313,520 1,256,916
Derivative exposures 13,737 4,796
Securities fiNn@nCiNg tranSACHION EXPOSUIES .......cc.uuiiiiiieeiie ettt et e ettt e ettt e s bt et e e e bt e e ssbeeanneeananee 354 720
Off-balance sheet exposures 76,115 102,016
Total exposure . 1,403,726 1,364,448
LI g R 7= 1 - | OO PSP PP TOPPPPPPN 176,051 172,558

[0V =T oo = - o PR PP RPURROPR 12.5% 12.6%
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44. Capital management, continued
Solvency Il 31.03.2022 31.12.2021
Excess of assets over liabilities in accordance with SOIVENCY 11 ........oouiiiiiiiiiiiiiie e 9,726 9,090
LY o Yo o [T gttt M TE= T o T[T TR 1,069 1,069

[Re ] (=RT=TeE= Lol (3o 1AV o F=T o Lo KPP RP P TPTPPPTN - -

Own funds 10,795 10,159
Solvency capital reqUIreMENTS (SCR) .....uuueiiiiiiiiiiiee ettt e e s e e e e e bbb et e e s s st b b et e e e s sanbbeeeeeeaaanneeeeeans 7,293 6,902
5101 = 3 - o T T P TP TSPV P PO PP OPROPRPIN 148.0% 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.

47. 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 31.03.2022 31.12.2021
Deposits 13,731 8,209
Borrowings 51,659 47,148
(21001 S VZ= 11U L= IS 65,390 55,357

Identified eligible green assets by category

Sustainable fishery and aquaculture 44,337 42,245

Clean transportation 2,927 2,255
Green buildings 57,632 55,881
Energy efficiency . 5,143 -
Pollution prevention and control and wastewater ManageMENT ..........cccviiiiiieiiiieiiie et 5,136 5,591
[ 70701 QY- 11U =S 115,175 105,972
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