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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

The Interim Consolidated Financial Statements of Arion Bank for the period ended 30 June 2013 include the Interim Consolidated Financial
Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Arion Bank is a group of undertakings which provide comprehensive financial services to companies, institutions and private customers.
These services include corporate and retail banking, investment banking and asset management. Within the Group are subsidiaries in
investment property management, credit card and insurance services.

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

Operations during the period

Net earnings amounted to ISK 5,911 million for the period ended 30 June 2013. The Group’s equity amounted to ISK 136,788 million at the
end of the period, including share capital of ISK 2,000 million. The capital adequacy ratio of the Group, calculated according to the Act on
Financial Undertakings, was 24.3%. By law this ratio is required to be no lower than 8.0%, but the Icelandic Financial Supervisory Authority
("FME") makes more stringent requirements. The Bank comfortably meets these requirements. The Bank’s liquidity position was strong with
the liquidity ratio and cash ratio being 38% and 32% respectively at the end of the period, compared with the regulatory minimum of 20%
and 5% respectively.

Operating results in the six months show stability in regular operations, however net earnings are affected by the volatility of the Icelandic
Krona and one-time expenses. The Icelandic Krona strengthened during the period which contributes ISK 1.1 billion to the difference in net
earnings compared to same period last year and an ISK 500 million fine set on Valitor by the Icelandic Competition Authority negatively
affects Administration expenses. Valitor has appealed the fine to the Competition Appeals Committee. Other differences from last year are
mainly lower net valuation changes of the loan book and loss from discontinued operations compared to gains in the first half of 2012.
Higher net valuation changes in 2012 were the result of good progress in the restructure of loans to companies and sale of overtaken
entities, while postive changes in valuation of loans in the first half of 2013 are evened out by increased impairment for uncertainties related
to FX loans and other losses.

The Balance Sheet has grown by 3% from year end 2012. Total loans to customers are unchanged from year end 2012 despite considerable
changes in valuation of loans. The amount of losses on loans and impairment due to recalculation of loans which are off-set by revaluation
of loans where expected payments exceed previous estimates. Certainty regarding the valuation of the loan book continues to improve,
even if minor volatility may remain in the near term, mainly due to continued legal uncertainty. Increased investments in associates are due
to the takeover of a 38.2% share in Skipti.

The Bank completed its third non-indexed covered bonds offering in January by issuing ISK 1.8 billion worth of bonds. In February the Bank
was the first Icelandic bank since 2007 to complete international bond offering, issuing NOK 500 million, equalling ISK 11 billion, of senior
unsecured bonds that have now been listed on the Oslo Bgrs. In July the bank finished an offering of a new indexed Covered Bonds issuance
for ISK 3 billion worth.

The international bond offering in February represented the first phase in raising international funding since the Bank was founded. As a
follow up, steps have been taken to apply for a credit rating from an international rating agency. In July the Icelandic rating agency Reitun
issued an updated rating for both Arion Bank as a debtor and covered bonds issued by the Bank. For the Bank the rating improved from B
with stable outlook to B+ with positive outlook. For covered bonds the rating is unchanged at A, which is at par with the rating of the
Icelandic State.

Assets under management increased considerably during the year 2012 and have continued to grow in 2013 with an increase of 6.6% in the
first half of 2013. The Bank has in recent periods successfully attracted new customers and the market has contributed by positive progress.

Outlook

The Icelandic economy is expected to grow by 1.8% in 2013. Arion Bank is well positioned to grow and its strong balance sheet will enable it
to be an active participant in the further strengthening of the Icelandic economy. As debt recovery cases decrease, traditional banking
activities are becoming more characteristic of the Bank’s operations. This provides opportunities for further streamlining, yet at the same
time creates greater potential for generating earnings. The Bank aims to be a relationship bank and a fundamental aspect of this is to know
the needs of the customers and how to respond to them.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

Endorsement of the Board of Directors and the Chief Executive Officer

The Interim Consolidated Financial Statements for the period ended 30 June 2013 have been prepared in accordance with International
Financial Reporting Standards (IAS 34 Interim Financial Reporting ) as endorsed by the European Union.

It is our opinion that the Interim Consolidated Financial Statements give a true and fair view of the financial performance of the Group for
the period ended 30 June 2013, its financial position as at 30 June 2013 and its cash flows for the period ended 30 June 2013.

Further, in our opinion the Interim Consolidated 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 describes the principal risks and uncertainties
faced by the Group.

The Board of Directors and the CEO have today discussed the Interim Consolidated Financial Statements of Arion Bank for the period ended
30 June 2013 and confirm them by means of their signatures.

Reykjavik, 29 August 2013

Board of Directors

Cv2

Monica Canem
Chairman

v

Gudrun John Mans Hoglund

/p‘%’/w 7/ l’h/ i .

Jén G. Briem Théra Hallgrimsdéttir

Chief Executive Officer

y v a

Héskuldur H. Olafsson
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REPORT ON REVIEW OF INTERIM CONSOLIDATED FINANCIAL STATEME

To the Board of Directors and Shareholders of Arion Bank.

Introduction

We have reviewed the accompanying Interim Consolidated Financial Statements of Arion Bank and its subsidiaries (the "Group"), which
comprise the Interim Consolidated Statement of Comprehensive Income, the Interim Consolidated Statement of Financial Position as at 30
June 2013, the Interim Consolidated Statement of Changes in Equity and the Condensed Interim Consolidated Statement of Cash Flows for
the six-month period then ended, and explanatory notes. Management is responsible for the preparation and fair presentation of these
Interim Consolidated Financial Statements in accordance with International Financial Reporting Standard IAS 34, "Interim Financial
Reporting” as adopted by the EU. Our responsibility is to express a conclusion on these Interim Consolidated Financial Statements based on
our review.

Scope of review

We conducted our review in accordance with the International Standard on Review Engagements 2410, "Review of Interim Financial
Information Performed by the Independent Auditor of the Entity". A review of interim financial statements consists of making inquiries,
primarily of persons responsible for financial and accounting matters, and applying analytical and other review procedures. A review is
substantially less in scope than an audit conducted in accordance with International Standards on Auditing and consequently does not
enable us to obtain assurance that we would become aware of all significant matters that might be identified in an audit. Accordingly, we do
not express an audit opinion.

Conclusion
Based on our review, nothing has come to our attention that causes us to believe that the accompanying Interim Consolidated Financial
Statements are not prepared, in all material respects, in accordance with IAS 34 "Interim Financial Reporting" as adopted by the EU.

Reykjavik, 29 August 2013

Ernst & Young ehf.

Yot 1ol

Margrét Pétursddttir, Partner
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INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE
FOR THE PERIOD FROM 1 JANUARY TO 30 JUNE 2013

Notes 2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

INTEIEST INCOME ..eeeiiiieee et e e s e s sbb e e e e s s sbbae e e e s ssabbaeeeessssnnnes 30,049 32,153 13,577 16,855
INTEIEST EXPENSE ...vevvieteerteeeiie et et et e st eeteeteesteessteeteese e seesaeessseesseeseesaeessseansaeseenes (17,382) (18,273) (7,198) (9,189)
Net interest iNCOME .....ccuuuiiiiiiiiiiiiiiiiirin s et rresesssssressnsssssssssannssssnns 10 12,667 13,880 6,379 7,666
Reversal of impairment (acquired and incurred) on loans and receivables ................ 11 6,798 7,168 4,425 7,049
Impairment of loans and receivables ..........ccooeeriiiiiiiiine e 12 (6,664) (4,636) (3,969) (4,441)
Net interest income less net impairment change on loans and receivables ............... 12,801 16,412 6,835 10,274
Fee and COMMISSION INCOME ....ciicuieiiiiieeiiee et e et e ecteeesree e stae e e srreeeareeeeaseeesaneeesanees 7,740 7,968 4,080 4,162

Fee and COMMISSION EXPENSE ..cueevueerieeieerieeseeste e e esteesereeteeeeesteesseesssesseesseessnesnnenns (2,442) (2,630) (1,231) (1,160)
Net fee and commission income 13 5,298 5,338 2,849 3,002

Net financial iNCOME (EXPENSE) ...vecveeieeeiieeteeiese et e re e ste e s e e aeeaeesseenneas 14-17 1,544 330 974 (16)

Net foreign exchange gain (10SS) ....uevuiiieiriiriiiie e 18 (1,248) (149) 149 (1,232)

Share of profit (I0ss) Of @SSOCIALES ....ccvveeveiciieiiecee e 36 (12) 7 (12) 2

Other 0perating iNCOME ......cciiiiiiiieeiiete ettt ettt e sbe e e 19 2,437 2,999 1,261 2,052
OPErating INCOME ....ccceeeeeeeeeienenenememmmmmemsmsmsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssns 20,820 24,937 12,056 14,082

Salaries and related EXPENSE .......eovviiriirieeiieeeete ettt sttt beens 21 (6,679) (6,169) (3,357) (3,124)

AdMINISTration EXPENSE ....ccuveeeeecieeiieeee et eiee e sreereesteeseeesaeesteesteessseeseesseenseesseennns (4,869) (4,147) (2,264) (2,042)

Depositors' and investors' guarantee fund .........cccccoeieriieiiienieniinieeeeee e 47 (379) (445) (192) (207)

Depreciation and amortiSation .........cccceeveeeiieeiieniecie e esee e ees (550) (463) (288) (246)

Other OPEerating XPENSE ......cccuiiiiierieeie ettt sttt sttt ettt e sate s be s beenbeenaeas 22 (430) (420) (207) (223)
EQrnings Defore taX .....ccccceiiiiiiicicnnieiiiiiiinnneneiessessssnnsesesesessssnnsessssssssssnnsesssssssssnnnsasnes 7,913 13,293 5,748 8,240

Income tax expense .. . 23 (1,749) (2,913) (1,163) (1,852)

BANK LEVY 1ervrevereeveeresteeseseesesssessesesasseseseesasesseseesasessesesseseseesesesessssesesessessesesessenenesens 24 (188) (510) (97) (242)
Net earnings from continuing operations ..........ccccceeeriiriiissnnniiinninsnnnneisienseereeess 5,976 9,870 4,488 6,146

Net gain (loss) from discontinued operations, net of taX .......ccccevceerveirierreeneeniiennen. 25 (65) 1,379 14 652
Net @aANINGS ....eviiiiiiiiiiiiiiiiiiiisrsrsssssssssssss s s ssssssss s s s s ssssssssssssssssssssssssssasasans 5,911 11,249 4,502 6,798
Attributable to:

Shareholders of ArionN BaNK ......c..cccveeieueeeeieee et et eetee e e erve e eeareeeearaeens 6,137 11,052 4,440 6,741

NON-CONEIOIING INTEIESE ....eeiieiiiiiie ettt st sbe e s re et ens (226) 197 62 57
NEt CArNINGS ...ueciiiiiiiiiiiiiiiiiiisiisrsssrsssssss s sssss s s s s s s s s s ssssssssssssssssssssssssasssanans 5,911 11,249 4,502 6,798
Other comprehensive income:

Exchange difference on translating foreign subsidiaries ..........cccocevvveviievienceeceeeen, 45 (1) - - (2)
Total comprehensive income for the period .........ccccccvviiinvneeniiiniiinnnnnenninneenen. 5,910 11,249 4,502 6,796
Earnings per share

Basic and diluted earnings per share attributable to the

shareholders of Arion Bank (ISK) .....cccueeeueeiieiieeieeeesteeste st see e ev e s ees 26 3.07 5.53 2.22 3.37

The Q2 result (and implied Q1 result) were not audited or reviewed

The notes on pages 10 to 52 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION
AS AT 30 JUNE 2013

Assets Notes 30.6.2013 31.12.2012 30.6.2012
Cash and balances With Central Bank .........ccvcecveiieiieeiiiieeceeec ettt eeare e eeree e 27 25,717 29,746 16,280
Loans and receivables to credit iNSHILULIONS ........cccuvieeciieecieeccee e 28-29 109,732 101,011 71,769
Loans and receivables tO CUSTOMELS ......cvviiiviiiiiriieccrie et cetee et e e ere e eteeeeerneeseaneeeennes 30-31 567,257 566,610 578,886
Bonds and debt iNSTrUMENTS .....cccuviiiiiiiecieeecee e e e e e e eae e s e e s aaeeeees 32-33 132,744 117,730 128,853
Shares and equity instruments with variable iNCOME .........ccccvevieeiieveecieceee e 32 16,735 16,844 15,408
Derivatives 32,43 832 788 1,363
Securities USed fOr NEAZING ......c.veviirie et aeeaeeneas 32 3,460 2,438 1,516
INVESEMENT PrOPEITY ..evviiiiiiiiiiii e e 35 28,911 28,919 28,379
INVESTMENTS IN @SSOCIATES ..uuuuii bbbt a e e e e saeeaeeseeseseeeeeeeeeeeeeeeeseennes 36 14,424 7,050 3,020
Property and @QUIPIMENT ......ocviiiiiiee ettt e ree s tee e e eaae e ear e e e aeeeeaeeesabaeesnaeesnsseeenns 7,433 6,311 6,232
INTANGIDIE @SSELS ...veeivieiieciiecteecee sttt et et e s e et e e sbeesbe e saeeesbeebeesaeessseesbeenseesseannean 5,283 4,941 5,008
TAX @SSELES uuuvriieetiiiiiiitee et ittt et e e e stbreeeeesstbteeeeeeaaabaaeeeeea bbb aaeeesatbbaaeeeeea bt baeaeeeennatbaeeeeenanraaen 37 495 463 548
Non-current assets and disposal groups held for sale .. 38 10,086 11,923 16,303
(011 o T=T - Y1 £ RS UPSRP 39 5,921 5,901 6,485

Total Assets 929,030 900,675 880,050

Liabilities
Due to credit institutions and Central Bank ..........cccueeeiieeiiieeiciee e e 32 25,727 32,990 20,837
[T o Yo 1 £ USRS 32 466,834 448,683 445,249
Financial liabilities at fair ValUe ........ccuie ettt 32 10,005 13,465 10,439
B I D 1= o 1A= SRS 37 4,049 3,237 4,028
Non-current liabilities and disposal groups held for sale .... 38 614 1,769 4,174
(04 T =1 o1 T4 =TSSR 40 49,410 40,348 45,052
BOITOWINES .evvitieiiiiiiiiieee sttt e e e sttt e e e sttt e e e e e s bbaeeesssaabbaeeeessassbbaeaeesssssbbaeeeeesssstenaeeensnnssnnen 32,41 203,100 195,085 192,953
SUDOIrdINGtEd lADIlITIES ..vvievvieeceie ettt e et e e ebeeeebeeeenaeesneeeeans 32,41 32,503 34,220 32,175

Total Liabilities 792,242 769,797 754,907

Equity
Y [N or=T o1 - | OSSRt 44 2,000 2,000 2,000
Y 1 F= L=l o110 T[T o o[RS 44 73,861 73,861 73,861
ORI FESEIVES ..uvveeeveee ettt ettt e et e e et e e ete e e beeeebeeeeteeeebaeesseeesbeeeeesbeeeesseeessbeeesateeennseeenns 45 1,638 1,639 1,637
RETAINEA AIMINGS ...vviieiieecitee ettt ee e e et e e et e e s tb e e e esbeeessbeeeaaseeeansaeeesaeaasaeesseeennns 55,709 49,572 44,002

Total Shareholders' Equity 133,208 127,072 121,500

NON-CONTIOIING INTEIESE . .veeiieeieeiiecee ettt ae et e st e st e e teeeeesaaesaaeenseenneas 3,580 3,806 3,643
Total Equity 136,788 130,878 125,143

Total Liabilities and Equity 929,030 900,675 880,050

The notes on pages 10 to 52 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD FROM 1 JANUARY TO 30 JUNE 2013

Total
Share capital Share- Non-

and share Other  Retained holders'  controlling Total

premium reserves earnings equity interest equity
Changes in equity from 1 January to 30 June 2013
Equity 1January 2013 ......cccooviiiieiienieeeeeeeee s 75,861 1,639 49,572 127,072 3,806 130,878
Total comprehensive income for the period ........c.ccveeueene (1) 6,137 6,136 (226) 5,910
Equity 30 June 2013 ........cccoiiiiiinnnneeniiiiiinnneeeeiniisnnneneen 75,861 1,638 55,709 133,208 3,580 136,788
Changes in equity from 1 January to 30 June 2012
Equity 1January 2012 .......cccooeevienienieeeeseenee e 75,861 1,637 32,950 110,448 4,110 114,558
Total comprehensive income for the period ..........cccceeueenne 11,052 11,052 197 11,249
Acquisition of non-controlling interest .........cccccceeeveevennen. (664) (664)
Equity 30 June 2012 ........ccceviiiiieneneniiinissnnnenensssssssnnnnennns 75,861 1,637 44,002 121,500 3,643 125,143

The notes on pages 10 to 52 are an integral part of these Interim Consolidated Financial Statements.
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CONDENSED INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS

FOR THE PERIOD FROM 1 JANUARY TO 30 JUNE 2013

Cash flows from (used in) operating activities:
EArnings DefOre tax .....ccoiiiiiiiiiicce e

Adjustments to reconcile earnings before income tax to net cash from (used in) operating activities:

Non-cash items included in net earnings before income tax and other adjustments ...........ccccccuevennne.
Changes in operating assets and liabilities ..........c.cccoiviiiiiiiiiiii
Income tax and Bank LEVY Paid .......cc.coiriiiiiiiiiiiiieiesieccese sttt

Net cash from (used in) operating activities

Net cash from (used in) investing activities

Net increase (decrease) in cash and cash eqUIValENTS ..........cccveviiriieieecere e
Cash and cash equivalents at beginning of the Period ..........ccevveeieeii s

Effect of exchange rate changes on cash and cash equIValeNts ..........cceecvevieniecie e

Cash and cash equivalents at the end of the period ...

Cash and cash equivalents comprises:

Cash in hand and demand dePOSILS .........cceoeririiiiniiiiiic e st
Due from Credit INSTILULIONS .....oviiuiiiiiiiiiie bbb s sne e
Mandatory reserve with Central Bank ..........ccccoiiieiiiiiiiiii e

Cash and cash equivalents at the end of the period

Non-cash investing and financing transactions:

Assets acquired through foreclosure on collateral from customers with view to resale ...........cccccuveuee.
Settlement of loans and receivables through foreclosure on collateral from customers
WILN VIEW T0 FESAIE ..ttt et b e s bbb e st e b e e et e nees

The notes on pages 10 to 52 are an integral part of these Interim Consolidated Financial Statements.
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Notes 2013 2012
1.1.-306. 1.1.-30.6.

7,913 13,293

52 (238) (3,057)
53 (6,700) (18,393)
(969) (2,129)

6 (10,286)

(2,185) 3,228

(2,179) (7,058)

105,173 82,815

(5,099) 879

97,895 76,636

25,717 16,280

81,282 67,951

(9,104) (7,595)

97,895 76,636

8,117 655

(8,117) (655)

Amounts are in ISK millions
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

ACCOUNTING POLICIES
General information

1. Reporting entity

Arion banki hf., the Parent Company, was established 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion banki hf. is located at Borgartun 19, Reykjavik. The Interim Consolidated Financial Statements for the period ended 30
June 2013 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

The Interim Consolidated Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on 29
August 2013.

2. Basis of preparation

a) Statement of compliance
The Interim Consolidated Financial Statements are consolidated and have been prepared in accordance with International Financial
Reporting Standard IAS 34, Interim Financial Reporting as endorsed by the European Union. The Interim Consolidated Financial
Statements do not include all the information and disclosures required in the annual financial statements, and should be read in
conjunction with Arion Bank’s annual Financial Statements for the year 2012. The statements are available at Arion Bank's website
www.arionbanki.is.

b) Basis of measurement
The Interim Consolidated Financial Statements are prepared on the historical cost basis except for the following:
— Financial assets and financial liabilities held for trading are measured at fair value; and
— Investment properties are measured at fair value.

Non-current assets and disposal groups classified as held for sale are stated at the lower of their carrying amount and fair value less
costs to sell. Immediately before the initial classification, or where the assets and liabilities are not within the scope of IFRS 5, the
carrying amounts are measured in accordance with applicable IFRS.

C

Functional and presentation currency
The Interim Consolidated Financial Statements are presented in Icelandic Krona (ISK), which is the Parent Company's functional
currency, rounded to the nearest million unless otherwise stated.

d

Use of estimates and judgements

The preparation of the Interim Consolidated Financial Statements requires management to make judgements, estimates and
assumptions that affect the reported amounts of assets, liabilities, contingent liabilities as well as income and expenses in the Interim
Consolidated Financial Statements presented. Use of available information and application of judgement are inherent in the formation
of estimates. Actual results in the future could differ from such estimates and the differences may affect the Interim Consolidated
Financial Statements.

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

Judgements made by management that have an effect on the Interim Consolidated Financial Statements and estimates with a risk of
material adjustment within the next financial year are discussed in Note 4 in these Interim Consolidated Financial Statements and in
the annual Consolidated Financial Statements for 2012.

Significant accounting policies

The accounting policies adopted in the preparation of these Interim Consolidated Financial Statements are consistent with those
followed in the preparation of the Group's annual Consolidated Financial Statements for the year ended 31 December 2012.

The Group has implemented International Financial Reporting Standards endorsed by the EU with effective dates in 2013. The
adoption of these new and revised standards had no impact on the financial position and financial results of the Group.

Arion Bank Interim Consolidated Financial Statements 30 June 2013 11 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

3.  Going concern assumption

The Interim Consolidated Financial Statements are prepared on a going concern basis. 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 in the Group's Financial Statements for the year 2012.

4. Significant accounting estimates and judgements in applying accounting policies

The Group makes estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses. Estimates
and judgements are continually evaluated and are based on historical experience and other factors, including expectations of future
events that are believed to be reasonable under the circumstances.

These disclosures supplement the risk management disclosures, provided elsewhere in these Interim Consolidated Financial
Statements.

Key sources of estimation uncertainty

i) Impairment losses on loans and receivables

The Group reviews its loan portfolios to assess impairment at least on a quarterly basis. In determining whether an impairment
loss should be recorded in the Interim Consolidated Statement of Comprehensive Income, the Group makes judgements as to
whether there is any observable data indicating that there is a measurable decrease in the estimated future cash flows from a
portfolio of loans before the decrease can be identified with an individual loan in that portfolio. This evidence may include
observable data indicating that there has been an adverse change in the payment status of borrowers in a group, or national or
local economic conditions that correlate with defaults on assets in the group. Management uses estimates based on historical loss
experience for assets with credit risk characteristics and objective evidence of impairment similar to those in the portfolio when
scheduling its future cash flows. The methodology and assumptions used for estimating both the amount and timing of future cash
flows are reviewed regularly to reduce any differences between loss estimates and actual loss experience.

Foreign loan portfolio

In 2011 the Group recognised the estimated impact of the Supreme Court judgement of 15 February 2012 on the foreign loan
portfolio. In 2012 the Group has estimated the impacts of the Supreme Court judgements of 15 June, 18 October and 1 November
2012, dealing with foreign loans or currency linked loans.

As set out in Note 51 of these Interim Consolidated Financial Statements, the Group recognised impairment of the foreign loan
portfolio at the end of the respective periods for the estimated loss arising from the above judgments. The Group remains exposed
to uncertainty regarding the foreign loan portfolio arising from firstly, the Group’s interpretation of the above judgments, and
secondly, the outcome of future legal decisions and new or amended government legislation.

iii) Fair value of financial instruments
The fair value of financial instruments that are not quoted in active markets are determined by using valuation techniques. Where
valuation techniques (for example, models) are used to determine fair values, they are validated and periodically reviewed by
qualified personnel independent of the area that created them. To the extent practical, models use only observable data, however
areas such as credit risk (both own and counterparty), volatilities and correlations require management to make estimates.
Changes in assumptions about these factors could have impact on the reported fair value of financial instruments.

iv) Assets classified as held for sale
The Group classifies assets as held for sale if the assets are available for immediate sale in their present condition subject only to
terms that are usual and customary for sales of such assets and the sale is considered highly probable. When classifying assets as
held for sale the Group has determined that the requirements of IFRS 5 have been met.
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4. cont.

As set out in Note 21 in the annual Consolidated Financial Statements for the year 2012, disposal groups being legal entities
acquired exclusively with view to resale are measured at the lower of carrying amount and fair values less costs to sell. For the
most part, fair values at the date of classification of these legal entities were calculated using valuation models based on
discounted 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, could have
impact on the fair value of these disposal groups.

v) Fair value of Investment Property

As the property market in Iceland is relatively inactive and assets are often quite dissimilar it is difficult to obtain reliable estimates
of fair values of investment properties. This being the case there is uncertainty about the actual fair value of the properties.

vi) Intangible assets
The value of intangible assets with indefinite useful lives is not amortised, but the assets are tested for impairment at least once a
year.

The Group

5. Shares in subsidiaries in which Arion Bank held a direct interest at the end of the period were as follows:

Equity interest in %

Company: Country Currency 30.06.2013 31.12.2012
AFL - sparisjodur, Adalgata 34, Siglufjordur .........cceeeveeeiiieecie e Iceland ISK 99.3 99.3
ALT ehf., Borgartun 19, Reykjavik Iceland ISK 100.0 100.0
Arion Bank Mortgages Institutional Investor Fund, Borgartun 19, Reykjavik ................ Iceland ISK 100.0 100.0
EAB 1 ehf., Borgartiin 19, ReyKjaViK .......ccceeeeiuiieiiiieiiee et Iceland ISK 100.0 100.0
Eignabjarg ehf., Alfheimar 74, ReYKJaViK ......ccoeuiuieiieiieceeeeieeee e Iceland ISK 100.0 100.0
Eignarhaldsfélagid Landey ehf., Hatun 2b, Reykjavik ........cccceeeviiieeiiieiiiiececeeeeiee s Iceland ISK 100.0 100.0
EinkaklUbburinn ehf., Borgartin 19, Reykjavik ........ccccoecieiiiieeiiieecciee e Iceland ISK 100.0 100.0
Gen hf., Borgartun 19, Reykjavik . lceland ISK 100.0 100.0
GIR Fund Management Ltd., Walker House Mary Street, George TownN ........cccccceueeenee. Cayman lsl. ISK - 100.0
Kaupthing Management Company S.A., 353, avenue J.F. Kennedy ........cccceceereervuennen. Luxemb. EUR 100.0 100.0
Landfestar ehf., Alfheimar 74, ReYKJAVIK .......covevevvirieieieieieieieeeeeeeeeeeeeeeee e Iceland ISK 100.0 100.0
NS1 ehf., Borgarbraut 14, BOr8arnes .........ccccceeereesieniineenienieneeiesiesieseesse e sveesessennens Iceland ISK 100.0 100.0
Okkar liftryggingar hf., SOItun 26, Reykjavik .........ccceeveenieniiiniiniieienieeeeeeeee e Iceland ISK 100.0 100.0
Stefnir hf., Borgartiin 19, Reykjavik ........cccceceviriiiiiiiniiiciececeeeee e Iceland ISK 100.0 100.0
Tekjuvernd ehf., Hlidarsmari 17, KOPaVvOoGU ........cceveiinieriieiienienienieeeiesieere e Iceland ISK 100.0 100.0
Valitor Holding hf., Laugavegur 77, Reykjavik ..........cccceeeviniriiiiieninieieniinesecicsieniee Iceland ISK 60.8 60.8

In addition the Bank holds subsidiaries classified as a Non-current assets and disposal groups held for sale, see Note 38.
6. Changes within the Group

In March 2013 Fram Foods ehf. sold its subsidiary Fram Foods island hf. Fram Foods ehf. is a wholly owned subsidiary of Eignabjarg
ehf. Fram Foods island hf. was classified as non-current assets and disposal groups held for sale at year-end 2012. The effects from
the sale of this entity has minor effects on the Interim Consolidated Statement of Comprehensive Income.

In June 2013 GIR Fund Management Ltd. was dissolved and assets of the company transferred to Arion Bank hf. This transaction has
minor effects on the Interim Consolidated Statement of Comprehensive Income.

Arion Bank Interim Consolidated Financial Statements 30 June 2013 13 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

OPERATING SEGMENT REPORTING

7. Segment information is presented in respect of the Group's operating segments based on the Group’s management and internal
reporting structure. Segment performance is evaluated based on earnings before tax.

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

Segment capital expenditure is the total cost incurred during the period to acquire property and equipment and intangible assets.
Operating segments
The Group comprises six main operating segments:

Corporate Banking provides services to the Bank’s larger corporate clients. Its role is to provide comprehensive financial services and
tailored services to meet the needs of each company. Corporate Banking offers diverse solutions relating to loans and other services
required by companies. The division is also responsible for the financial restructuring of companies when necessary.

Retail Banking, Arion Bank Mortgages Institutional Investor Fund and AFL - spairsjédur provide a comprehensive range of services,
including advice on deposits and loans, savings, payment cards, pension savings, insurance, securities, funds and more. To maximize
operational efficiency the branch network is divided into seven clusters, with the smaller branches capitalizing on the strength of larger
units within each cluster. Customers of Retail Banking's 25 branches all around Iceland are over 100,000.

The Asset Management division comprises Institutional Asset Management, Private Banking and Investment Services. Asset
Management is the fund distributor for Stefnir, an independently operating financial company owned by Arion Bank. Stefnir manages a
broad range of mutual funds, investment funds and institutional investor funds. Asset Management offers investment options suited
to every investor’s needs, including pension savings, other regular savings, investments or asset management. Asset Management also
offers funds from other leading global fund management companies.

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

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

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

Headquarters: Overhead, Funding, Risk Management, Accounting, Legal, Operations and Corporate Development.
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8. Summary of the Group's business segments:

Asset Other Head-
Manage- divisions quarters
1.1.-30.6.2013 Corporate Retail mentand Investment and Sub- and
Banking  Banking Stefnir Banking  Treasury sidiaries Elimination Total
Net interest inCOMe ......ccceevevveriennne 4,508 5,644 310 80 2,837 (817) 105 12,667
Other iNCoOME .....coeveeeveeeriecieereereens 668 (964) 1,494 3,362 (512) 3,706 399 8,153
Operating income .... . 5,176 4,680 1,804 3,442 2,325 2,889 504 20,820
Operating eXpense ........cccceeeeeevene (326) (2,849) (635) (323) (120) (2,843) (5,811) (12,907)
Earnings before tax .........ccceeeueeennnee 4,850 1,831 1,169 3,119 2,205 46 (5,307) 7,913
Net seg. rev. from ext. customers ..... 9,439 9,480 534 3,378 (6,212) 4,212 (11) 20,820
Net seg. rev. from other segments .... (4,263) (4,800) 1,270 64 8,537 (1,323) 515 -
Operating income .......cccceeeveeeeeenenees 5,176 4,680 1,804 3,442 2,325 2,889 504 20,820
Depreciation and amortisation ......... - 88 - - - 102 360 550
Total @ssets .....ccccvcvereererrricsnnnsscnnennes 241,404 332,237 4,180 32,080 238,412 80,717 - 929,030
Total liabilities ........ccccoceereeverirennnnn. 202,780 302,964 2,042 26,947 205,518 51,991 - 792,242
Allocated equity ......cccececerressnnriennns 38,624 29,273 2,138 5,133 32,894 28,726 - 136,788
1.1.-30.6.2012
Net interest income .......ccccceeeveeenene 5,493 5,083 1,031 100 3,132 (908) (51) 13,880
Other inCome ......coceceeeereneeienenene 2,808 (581) 1,087 3,313 (90) 4,358 162 11,057
Operating income ... . 8,301 4,502 2,118 3,413 3,042 3,450 111 24,937
Operating exXpense .......ccccceeeeevveeenenns (314) (2,768) (561) (293) (90) (2,610) (5,008) (11,644)
Earnings before tax .......cccceeerueennns 7,987 1,734 1,557 3,120 2,952 840 (4,897) 13,293
Net seg. rev. from ext. customers ..... 13,455 11,068 (414) 3,477 (7,708) 4,352 707 24,937
Net seg. rev. from other segments .... (5,154) (6,566) 2,532 (64) 10,750 (902) (596) -
Operating inCome .......ccccceverneennnnes 8,301 4,502 2,118 3,413 3,042 3,450 111 24,937
Depreciation and amortisation ......... - 84 - - - 109 270 463
Total assets ......ccccceerereeeriiinensiineennas 269,326 314,155 3,603 19,709 180,141 93,116 - 880,050
Total liabilities ........cccccceereveeriinncnn. 226,234 289,598 1,005 16,556 139,069 82,445 - 754,907
Allocated equity .......ccceeeereeineeniinnnes 43,092 24,557 2,598 3,153 41,072 10,671 - 125,143

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

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

9. Operations by quarters

2013 Q2 Qi1 Total
LI T TN = =T AT Yol o T3 SRS 6,379 6,288 12,667
Increase in book value of 10ans and reCEIVADIES ........ccccuvviieiieciiieiee et 4,425 2,373 6,798
Impairment of 10ans and receiVaADIES .........ccviriiiiiiicece e (3,969) (2,695) (6,664)
Net fee and COMMISSION INCOME ......cciiiiiiiie e ecee et e et eae e e etre e e s e e e s te e e s beeeesaeaesaeessaeesasseesnns 2,849 2,449 5,298
Net financial INCOME (EXPENSE) .vviiuiieieecieerieesee et et eseesee st e e teesteesteessaeebeeaeesseessseeneeenseeseesseesnsenns 974 570 1,544
Net foreign exchange ain (I0SS) .....evivierieririeiesie ettt sttt sttt sbe st et sbesbe e e sbesbeenes 149 (1,397) (1,248)
OTNEI INCOME .ttt et e et e et e e et e e e e tbeeeeabeeeeabeeesbeeesbeeesebsaeeesbseeenbeseenseseensseeensseeennnes 1,249 1,176 2,425
OPErating INCOME ....ccceveeeieiieiiieieieieieieiiieesrssesesasesassresessssssssssssssssssssssssssess 12,056 8,764 20,820
Salaries and related EXPENSE .......cccciieciieeeiieeceteeeeee et e e eee e st e e et eesabeeessteeesstaeeetaeaesaeeeneeeenreean (3,357) (3,322) (6,679)
OTNEI EXPENSE weenveeiereeteeiteestte et et e steestteeteeteesteessaesseeesseeseesseesaseeaseesseesasessseasbaesseesseessseensesnseeseenses (2,951) (3,277) (6,228)
EQrnings DEFOIE TaX .....uuueeeeeeererercrererersrerssssssssssssnsssssnsnsnnsnnsnssnssssssssssssssssssssssssssssssssssssnsssssnsssnes 5,748 2,165 7,913
INCOME TAX EXPENSE ...veeeveeerieiteeetteeteesteesteeeteesteesteestaeaseeseesssesssesaseesaessessseesseebeesssesssesnsaensaesssanseas (1,163) (586) (1,749)
BANK LEVY 1itiiiiieie ettt ettt st s et e st st e et e et e st a e e te e te et e e e at e et e et e e aneesateenb e e aeesaeesraeenbeenreees (97) (91) (188)
Net earnings from continuing operations ..........cccccceeeiiiiiiiieeiiiininnninnen e, 4,438 1,488 5,976
Net gain (loss) from discontinued operations, NEt Of TaX .......cccerveeriiriiieiieenee e ae e 14 (79) (65)
NEE BAMNINES ...ucieiciiiiicieicierererrrrrrrrsrr s s s e s e s e s e s e s e s e s e s e s e s e sesssssesssesessssssssssssssessnsseneneneneneneneneaeaeesanananes 4,502 1,409 5,911
2012

NEt INTEIEST INCOME ettt e e e e st e e e s s b e e e e s s sabb b e e e e s s ssbbaeeeeessssnenaeeens 7,666 6,214 13,880
Increase in book value of 10ans and receiVabIes ...........cccuviieieiicieeeceee e 7,049 119 7,168
Impairment of 10ans and receiVabIES ..........c.ooiiiiiii s (4,441) (195) (4,636)
Net fee and commission income .... 3,002 2,336 5,338
Net financial INCOME (EXPENSE) .....ouiriiriiiieiiitieiee ettt st b ettt e st e st e e e tesbeeaeeneeeas (16) 346 330
Net foreign eXchange Zain (10SS) ..ccuiiiiirieriiiiicieereese et e re et esaeebeesbe e saeesabeebeesbeeseneas (1,232) 1,083 (149)
(14 Y=T T Yol ] 4 L= TRU O R S TP O U PRTRURSOPPRR 2,054 952 3,006
Operating income ... 14,082 10,855 24,937
Salaries and related EXPENSE .....cuiiiiiiieieireeree ettt e sttt sbe e s e s iae s beebeesteesseesnteeseenseesasesaseens (3,124) (3,045) (6,169)
(0] 4 V=T a3 o 1T o LY =TSRSS (2,718) (2,757) (5,475)
EQrnings Defore taX ...ccccvveeiiiiiiiiiinniiiiiiiiisnneniiiiiisseeeieieimsesessissmsseesssssssssssssssssesssssssssssssssss 8,240 5,053 13,293
INCOME TAX EXPENSE .evviiteeieeriteiiteeieesieesitesteesteeseeesseessteesteesseesssesssessaesssesasessseeseessnessseesessseesssennss (1,852) (1,061) (2,913)
BANK LEVY .ttt ettt ettt sttt b e s a e ettt b e h bt et e e bt e e he e et e e bt e beenaeeeaneebeennee e (242) (268) (510)
Net earnings from continuUiNg OPErations ..........ccevveeeiiiiiiinnnnneniiiiiinnnereieiiemereeissserssesn 6,146 3,724 9,870
Net gain (loss) from discontinued operations, NEt Of TaX .......cccervverriririiereenee e 652 727 1,379
NEE EAMNINES ...eiiiiiiciiiiiiirierrrrrrrrrrrrrrrrrsesese s e s e sese s e s e s e s e sesesssesesesssssssssessssssesenesssenenenenenseseeeseeensaananes 6,798 4,451 11,249

The half-year results were reviewed by the Bank's auditors. The quarterly statements and the split between quarters were not audited
or reviewed by the Bank's auditors.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

Net interest income

10. Interest income and interest expense is specified as follows: 2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

Cash and balances with Central Bank ..........cccoouieiiiieiccii e 463 301 144 130
LOANS AN FECEIVADIES .....cvveiecreeeciee ettt ettt e e e sbee e rae e s nreeeaaee s 24,718 27,478 10,998 14,594
SECUIIIES teeiiiiiiiiee e ettt et s et e e e e s rr e e e e e e st b e e e e e s s abbaeeeesseabbbeeeesssssbaaeeeesasssenes 4,484 4,164 2,206 2,017
(043 V=T SO URRRRN 384 210 229 114

L = =TS AT oo 4TSN 30,049 32,153 13,577 16,855
DEPOSIES «.verververeeeeeeeseeeseeesees s ssesseeee e sseeee e se e ss e ss e sseeesesssessseseseseseseseeeseseseseseeeeeseres (9,906) (9,621) (4,346) (4,686)
BOITOWINES .veeuvveiieieiieiteesiteeteesteeseeesteeteesteessaeeseeeseeseesseeesseesseesseessseesseesseessseassesssennsnnns (6,772) (7,751) (2,507) (4,105)
Subordinated abilIties ........coueiiiiriiie e e (662) (811) (327) (381)
(42) (90) (18) (17)

(17,382)  (18,273) (7,198) (9,189)

12,667 13,880 6,379 7,666

Net interest income from assets and liabilities at fair value ...........ccceevveeveeeiiiveeeeceennn, 4,484 4,164 2,206 2,017
Interest income from assets NOt at fair ValUe .........cocveeevveeeiiieeeccieee e 25,565 27,989 11,371 14,838
Interest expense from liabilities not at fair value .......cc.cooeeininineeee (17,382) (18,273) (7,198) (9,189)

NEt iNtereSt iINCOME ....cciveueiiiiiiiiiiciiiitetreeeterenneeesteennsssesesessnsnssesssessnssssssssssnnnnnnns 12,667 13,880 6,379 7,666

Reversal of impairment (acquired and incurred) on loans and receivables
11. Reversal of impairment (acquired and incurred) on loans and receivables:
Reversal of impairment on loans and receivables to corporates .........ccccceeeecveeeecveeennnns 6,482 6,975 4,247 6,914
Reversal of impairment on loans and receivables to individuals 316 193 178 135
Reversal of Impairment (acquired and incurred) on loans and receivables ................ 6,798 7,168 4,425 7,049
Impairment of loans and receivables

12. Impairment of loans and receivables is specified as follows: 2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

Impairment (reversal) of loans and receivables to credit institutions ..........c..ccoceeceeiene (23) (2) 8 (31)
Impairment of loans and receivables to CUSTOMENS ........cceevvirieriieciieriecee s 6,687 4,638 3,961 4,472
Impairment of loans and receivables ..., 6,664 4,636 3,969 4,441
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Net fee and commission income

13. Fee and commission income and expense is specified as follows:

Fee and commission income

Collection and PAYMENT SEIVICES .....cccveeiirieieieeeeieeeciee e esee e saeeesteeesreeesreeesseeessaeesans
Investment banking
INterbank CleAriNG .......oocveiiiiiiii e
Lending and GUAIANTEES ....ccicuiiieiiieeiiee ettt s s e e e aae e s stbe e e sebe e e taeenanes
Other fee and cOMMISSION INCOME .....couviiiiiiiiiriieieee et s
Fee and commission income

Fee and commission expense

Collection and PAYMENT SEIVICES ....cccvevveeiieerierieseeeieesieeseesteeseeesreeseeesaesseeseesseesenesns
INVESTMENT DANKING ...t e s b e e st ae e e sae e e neeaenseaanns
INEEIDANK CIEAIING 1oovvieiieeie ettt et e b e e te e teessaesneeenseenseas
Other fee and COMMISSION EXPENSE ......veeeevieeiiiieiiieeeireeeriteeesteeesreeesraeeecsaeesaseesneees
Fee and COMMISSION EXPENSE ...ceviiiiiiirrnreeiiiiiiissneneissssssssnsesssssssssssnsssssssssssnssassssssssns

Net fee and cOMMISSION INCOME .....ceeueeeeeeenenenenenenenenenensnsnsnsnsnsnsssnsssnsesennns

2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
1,720 1,214 847 691
3,556 4,477 1,871 2,231
552 494 302 260
631 467 417 344
352 349 179 174
388 452 202 203
541 515 262 259
7,740 7,968 4,080 4,162
(96) (101) (49) (44)
(1,720) (1,910) (857) (848)
(9) (9) (5) (4)

(22) (27) (10) (9)
(352) (360) (179) (180)
(243) (224) (131) (76)
(2,442) (2,630) (1,231) (1,160)
5,298 5,338 2,849 3,002

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

the customers.

Net financial income (expense)

14. Net financial income (expense) is specified as follows:

DiVIdENT INCOME ..ttt sttt ettt besae bt eane e
Net gain (loss) on financial assets and financial liabilities

classified as held fOr trading ........ccccveveeriieriiieeeee e
Net gain (loss) on financial assets and financial liabilities

designated at fair value through profit or loSs ......cccceevvevieriieniececeeee e
Net financial iNCOME (EXPENSE) ....ccevrueiirirririireiiriine e sseseessssare s senesesnessssanssnns

15. Dividend income is specified as follows:

Dividend incOmMe 0N trading @SSETS .....ccuevveeiueereerienieeieesieesee s e esreeseeeseeseeesseesaeesanenes
Dividend income on financial assets designated at fair value through profit or loss .....
[ 1AL TYTe I ol o V=S

16. Net gain (loss) on financial assets and financial liabilities held for trading is specified as follows:

Net gain (loss) on equity instruments and related derivatives .........cccceceeveeviecieeiinens
Net gain (loss) on interest rate instruments and related derivatives .........cccocceevveeneenes
Net gain (10ss) 0N other derivatiVes ...........cceeiiecie ettt

Net gain (loss) on financial assets and financial liabilities held for trading
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2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
46 21 42 19

197 (307) 75 (254)
1,301 616 857 219
1,544 330 974 (16)

9 15 5 13

37 6 37 6

46 21 42 19

329 86 113 (12)

(16) (454) (18) (177)
(116) 61 (20) (65)
197 (307) 75 (254)

Amounts are in ISK millions
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17. Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss is specified as follows:

2013 2012 2013 2012

1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

Net gain (loss) on interest rate instruments designated at fair value ..........ccocevvveeneenne 537 373 430 (30)
Net gain (loss) on equity instruments designated at fair value ..........ccccevvevveeceeninenen. 764 243 427 249

Net gain (loss) on financial assets and financial liabilities designated
at fair value through profit or 10Ss .......ccccceiiiiinrnneiiiiiiinirereneerese s seseessenens 1,301 616 857 219

Net foreign exchange gain (loss)

18. Net foreign exchange gain (loss) is specified as follows:

From [0ans and reCeIVADIES .......cceeviieiieecciere et e e ae e ee e (6,702) 324 787 (5,132)
From cash and cash @qUIVAIENTS ..........cocueiriiiiiriiie e (5,099) 879 231 (1,468)
From deposits and DOIrTOWINGS ....c..eeviieiieiieriece et se e s sre e seeeeane s 8,393 (1,359) (284) 4,349
From subordinated labilities ...........coueiiieiiiniinie e 1,729 (65) (465) 1,876
On bonds, equity instruments and derivatiVes .........ccceceeveereesiieeceeseereeee e 753 113 (81) (676)
On other assets and labilities ........c.covieriiiiiire e (322) (41) (39) (181)
Net foreign exchange gain (10SS) ....cccccereriiiiiirrnreiiiiiiiiissnneneieissssnesesssssssssnsessssssssnnns (1,248) (149) 149 (1,232)

Other operating income

19. Other operating income is specified as follows:

Rental income from investment properties .........ccceeeeereeenenineeienineceeeseceeeeees 1,113 1,004 554 516
Fair value changes on inVestMeNnt PropPerty ......ccccccereeeceeeceeeseesee e e seesee e see e 307 719 307 686
Realised gain (loss) on investment Property ........cccccceeeeeeneneneesenineceseseeeeeseees 108 97 (25) 80
Earned premiums, Net of r@INSUIANCE .......cccveevuierieriecie et saeeeees 533 421 278 207
Net gain on disposals of assets other than held for sale 5 385 - 367
OthEr INCOME ...ttt sttt s b et sb et b et neeeas 371 373 147 196
Other 0perating iNCOME ......ccoiiiuieiiiiiiiiiirr e ssas e s ssasnssssees 2,437 2,999 1,261 2,052
Personnel and salaries
20. The Group's total number of employees is as follows:

Average number of full time equivalent positions during the period .........cccccccvvevvvennnne 1,177 1,159 1,182 1,161
Full time equivalent positions at the end of the period .........cceceeveiniiniiinienieeneeen, 1,153 1,173 1,153 1,173
The Parent company's total number of employees is as follow:

Average number of full time equivalent positions during the period .........cccceeevvevivennnne 939 912 929 914
Full time equivalent positions at the end of the period .........cceceeveineiniiniiniecsieee 918 920 918 920
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21. Salaries and related expense are specified as follows: 2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.
SAIATIES .eveiieteie ettt ettt e e e e e b e e e — e e be e e e be e e ebe e e e beeeeatee e tbeeeanbaeeanraeearaean 5,095 4,710 2,557 2,361
Defined contribution Pension PIans .........ccceveeeieeieereere e 664 645 322 322
Salary relate@d EXPENSE .......ccuiviiiiiiieieiertetee e 920 814 478 441
Salaries and related expense 6,679 6,169 3,357 3,124
Salaries and related expense for the Parent company are specified as follows:
SAIATIES ettt bbbttt b e bbb eae et et ene 4,043 3,754 2,034 1,878
Defined contribution Pension Plans ...........ccooeerieriieerieniere e 527 507 256 254
Salary related EXPENSE ...cc.uiciiecieeeecee ettt st e et e st e et e et e e st e sraeete e teenaeesnaeereens 735 559 374 299
Salaries and related eXpense ........cccceeeeeeieeiiireeereeeresereeererereree e eeeeenen 5,305 4,820 2,664 2,430
Other operating expense

22. Other operating expense is specified as follows:
Direct operating expense derived from rental-earning investment properties ............. 256 247 115 132
Claims incurred, Net Of FEINSUIANCE .....cccveeiereeeeieee et ere e eetee e eetre e e erbeeesabeeenanes 171 173 89 91
Other EXPENSE ...ttt s 3 - 3 -
Other operating expense 430 420 207 223

Tax expense

23. Income tax recognised in the Interim Consolidated Statement of Comprehensive Income is specified as follows:

Current tax expense

(00T =Y o1 e Y=Y o e RS RSSRN 2,109 2,996 1,215 2,164
Deferred tax expense

Changes in temporary diffErenCes ......cceccvviviiiierie e (360) (83) (52) (312)
Total INCOME taX EXPENSE ...cceeeeeeeeeeeeeeieirereeeeeeeeeeeeereeeeeeeeeeeesesenenenensnsnsnsnsnsnsnsnsannnnnanen 1,749 2,913 1,163 1,852

The Icelandic corporation tax rate is 20%. Effective tax rate of the Group is 22.1% and reconciles as follows:

1.1.-30.6.2013 1.1.-30.6.2012
EQrnings DEFOIE TAX ..vviiuiieieciiieiiecie ettt ae et e st e e te e teessaeenteenneenneas 7,913 13,293
Income tax using the Icelandic corporation tax rate ... 20.0% 1,583 20.0% 2,658
Additional 6% tax on financial iINSTILUTIONS .......ccccevierireiieceeeee e 6.0% 478 5.2% 696
NON-AedUCLIDIE EXPENSE ...c..viiiieiieit ettt st 1.7% 135 0.1% 14
TaX EXEMPL FEVENUES .....veeuieeeieieeeieeteeseeesteeteesteesseessseesseesseessseesseesseesseessseenseesseesseennes (3.7%) (296) (0.6%) (78)
Tax incentives not recognised in the Statement of Comprehensive Income .................. (1.9%) (154) (2.7%) (365)
NON-AEAUCEIDIE TAXES ...ttt et 0.0% - 0.7% 98
ONEI CNANEES ..ottt ettt sttt et e st st e b e sbe e sabeeabeesbeesneeeanas 0.0% 3 (0.8%) (110)
EffECtiVe taX Fate .ccceeeeieieiiiireriiererereerrereressseseseseseseesesesesesesssenesenesesenenensnesssssesssssesnsees 22.1% 1,749 21.9% 2,913

Financial institutions pay 6% additional tax on taxable profit exceeding ISK 1,0 billion.
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24. Bank Levy

Bank levy is calculated according to law. The levy is 0.041% on total debt excluding tax liabilities at end of the period. Non-financial
subsidiaries are exempt from this tax. Additional temporary levy of 0.0875% is assessed for the years 2012 and 2013 to meet the

funding of a special interest relief provided to individual tax payers.

Net gain (loss) from discontinued operations, net of tax

25. Net gain (loss) from discontinued operations, net of tax is specified as follows: 2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.4.-30.6. 1.4.-30.6.

Net gain (loss) from legal entities ............ 11 900 (1) 97

Net gain (loss) from associated COMPANIES ......cccvevieriiririierieneeeee e - 868 - 868

Net gain (10Ss) from real @STAte ....cccvcvierieciiiieeree et ee e (76) (86) 15 (43)

Net gain (10Ss) from OTher @SSELS .......ccivirieiiericieiee e - (303) - (270)

Net gain (loss) from discontinued operations, net of tax (65) 1,379 14 652

Net gain (loss) from legal entities comprises the Group's share of net profit after tax from operations of legal entities that were

classified as held for sale during the period.

Earnings per share

Discontinued operations
Excluded Included
2013 2012 2013 2012
1.1.-30.6. 1.1.-30.6. 1.1.-30.6. 1.1.-30.6.

26. Earnings per share are specified as follows:

Net earnings attributable to the shareholders of Arion Bank ........cccccoeveeveenieniiennieenns 6,202 9,673 6,137 11,052
Weighted average share capital:
Weighted average number of outstanding shares for the period, million .................... 2,000 2,000 2,000 2,000
BasiC €arNiNgs PEI SNAME .....ccvieiiecieciecte ettt sreesae e beesaeesrne s 3.10 4.84 3.07 5.53
Number of outstanding shares at the end of the period, million ...........ccoceviiieviennnnen. 2,000 2,000 2,000 2,000
There were no instruments at the end of the period that could potentially dilute basic earnings per share.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

Cash and balances with Central Bank

27. Cash and balances with Central Bank are specified as follows: 30.06.2013 31.12.2012 30.06.2012
(07 1 3 1o T T 1 = o T [ TSRS ON 3,558 3,495 3,975
Cash With CeNtral BAnK ....cueecoueeieieeeeiiee ettt ettt ettt e et e e baeeeeaaeeeeaseeeenseeeeaneeeenbeeenn 13,055 17,514 4,710
Mandatory reserve deposit with Central Bank .. 9,104 8,737 7,595
Cash and balances With Central Bank ..........cccceeeuiiiiiiiemmniceiiinenncieeeieeennnieeseesenssssesessssnssesssssenns 25,717 29,746 16,280

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

Loans and receivables to credit institutions

28. Loans and receivables to credit institutions specified by types of loans:

BANK GCCOUNLS «.vveieuviieiiiieceteeeeetteeeeteeeeteeeeteeeeeteeeeesaeeeeaseeeeseeeebeeesabaeesessseeesseeeesbeeeasaeessseeesreesanreeen 81,282 84,164 67,951
MONEY MATKET IOANS ...ttt st sttt e s bt e s atesabeesbeesatesateenbeesaaesanenas 25,409 13,763 822
Other loans ......cccovveeeevecvveeeeeeeenns . 3,822 3,888 3,768
Provision on 10ans and reCEIVADIES .........coiiiirieriiiieeeete ettt et esaae s (781) (804) (772)

Loans and receivables to credit iNStItULIONS .......cccecciiiiiiieeiiiiiiiienncicennreeneeceeereenaseeeeessensnseseseseens 109,732 101,011 71,769

29. Changes in the provision for losses on loans and receivables to credit institutions are specified as follows:

Balance at the beginning of the Period .........cocueeiiiiiiniii e 804 774 774
Provision for losses (reversal) during the Period .........ccceevveeiieiicceese e (23) 70 (2)
Write-offs during the Period ..........coeeiiiiiiiiiie e - (40) -
Provision for losses on loans and receivables to credit institutions ...........ccceeeveiiiiceniisenniceeenee. 781 804 772

Loans and receivables to customers

30. Loans and receivables to customers specified by types of loans:

30.06.2013 Individuals Corporates Total
(O 10T e [ £SO 17,927 18,771 36,698
(Ot 1 =T o £ TR UPPUPRRRTRRPRON 10,421 855 11,276
1Y [ o 7T [0 X1 o USRS PPR 201,381 5,932 207,313
Subordinated loans . - 545 545
Other 10ans and FECEIVADIES .........uvviieeieeeiee e e e e e st e e e e e e s arre e e e e eeaaraeeeeeennnaeeees 38,636 316,133 354,769
Provision on 10ans and reCEIVADIES .........coiiiiriirieiieeeeee sttt ettt e e sane e (14,497) (28,847) (43,344)
Loans and receivables to CUSTOMENS ........eeeiiiiiiiiirnnnniiiininnnnneetiniissnnenssessssssseenns 253,868 313,389 567,257
31.12.2012

Overdrafts ... . 17,236 18,470 35,706
(@Yo [ o] o LSO PSRRIt 10,302 769 11,071
IMIOIEZAEE IOANS .ttt e e e saee st e e be e s bt e sabessbeesbeesbbessbeeabeebeansaesnsesnseens 190,897 4,376 195,273
0] oo T o T F=1 =T I (o Y- Yo SRR - 573 573
Other loans and receivables . 43,560 340,208 383,768
Provision on 10ans and reCEIVADIES .......cccueiciieiieeee ettt ae et et e e s teete e e e saaesaneens (19,222) (40,559) (59,781)
Loans and receivables t0 CUSTOMEYS ..........cciiiieeeeiciiiiitenneicieietennneeeeneeennsseessesnnnsnnns 242,773 323,837 566,610
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30. cont.
30.06.2012 Individuals Corporates Total
OVEIATAFLS ..ttt bbbt b e bbbt b et e b et e et et et bt et 16,602 16,827 33,429
[ =Te [ o= o E USRS 10,210 814 11,024
MOTTEAEE JOBNS ..veeiieiiieiie sttt sttt ettt stt e et e et e e bt e s st e s ateenteesaaesatesaseeseesaeesasesnseesseesasesssesnsaenen 194,931 4,106 199,037
SUDOFAINGTEA [OANS ...ttt et et e st e et e n e nee s e e sneennees - 544 544
Other 10ans and FECEIVADIES .......c.vviiiiii ettt et e e e sbr e e sbae e e ssaeeesabeeeensaeennes 37,787 354,217 392,004
Provision on 10ans and reCIVABIES ........ccuiiieeieciecieseee et et ee e s e e eeeens (21,386) (35,766) (57,152)
Loans and receivables to CUSTOMETS ......cccoveiiiieiiiiiiiiniieinie et saee e 238,144 340,742 578,886

The total book value of pledged loans at the end of the period was ISK 172 billion (31.12.2012: ISK 167 billion and 30.6.2012: ISK 172
billion). Pledged loans comprised mortgage loans to individuals, loans to municipals and loans to state related entities that were
pledged against amounts borrowed.

Further analysis of loans and receivables is provided in Risk Management Disclosures.

31. Changes in the provision for losses on loans and receivables to customers are specified as follows:

1.1.-30.6.2013

Specific  FXrulings Collective Total
Balance at the beginning of the period 41,499 14,942 3,341 59,782
Provision for [osses during the Period .........c.ccveeeeecieeieesee st e e 3,130 3,897 (340) 6,687
Write-offs during the Period .........coueeieiiiriieieee e e (10,661) (9,674) (17) (20,352)
Transferred to labilities ........cveceeeeeieeeeee e - (2,974) - (2,974)
Payment of loans previously written off .. 201 - - 201
Balance at the end of the period .........ccceveveieiiieieneneneneeeneeeeeeeeeeeenen. 34,169 6,191 2,984 43,344
1.1.-31.12.2012
Balance at the beginning of the YEar ........ccoevvieiiiiiiiiecec e 32,953 13,823 9,513 56,289
Provision for l0sses during the YEar .........ccuecveeiieiiecieceeeece et 11,818 5,744 (118) 17,444
Write-0ffs dUriNg the YEAI ......ccuivieieiiciceee ettt (3,830) - (6,054) (9,884)
Transferred to labilities ........cveceeccee e e - (4,625) - (4,625)
Payment of loans previously written off 557 - - 557
Balance at the end of the year ..... 41,498 14,942 3,341 59,781
1.1.-30.6.2012
Balance at the beginning of the Period ........c.ccvcueviieriiniieee e 32,953 13,823 9,513 56,289
Provision for losses during the Period ..........cccvecveeiieccieeciecee e 7,402 640 (3,404) 4,638
Write-offs during the Period .........coueeiieiiiniieeee e (1,174) - (2,792) (3,966)
Payment of loans previously Written off .........cocueeiiiiii e 191 - - 191
Balance at the end of the period 39,372 14,463 3,317 57,152
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Financial assets and financial liabilities

32. Financial assets and financial liabilities are specified as follows:

Designated

30.6.2013 Amortised at fair

cost Trading value Total
Loans and receivables
Cash and balances wWith Central Bank .........ccueoeveeieieeieiiiccieec e 25,717 - - 25,717
Loans and receivables to credit institutions 109,732 - - 109,732
Loans and receivables 10 CUSTOMETS ........uuvivieieiiiiee et aae e e e 567,257 - - 567,257
LOANS aNd reCeIVADIES .....c..u.eiiiiieeeeiiiieieeeieeerereeaeeeerteesessseeeresensssseseressnssssessessnnnnsnns 702,706 - - 702,706
Bonds and debt instruments
| IE =T IO TSSOSO P URRRRRON - 4,418 41,372 45,790
LT3 1y =T SRR - 143 86,811 86,954
Bonds and debt instruments - 4,561 128,183 132,744
Shares and equity instruments with variable income
LISTEA 1eeutieiuie et ettt e ettt et e et e et e et e e teestaeebe e beeeaae et e eaae e beeeaaeeabe e beeeteeeabeenbeereeateeaareenns - 1,062 2,562 3,624
Unlisted ....oceeveevieeieeeeseeceeieens - 1,226 8,329 9,555
Bond funds with variable iNCOME ........cccuiiiiiiieceeece e e e - 2,018 1,538 3,556
Shares and equity iNSTFUMENTS ......cccciiiiiiiiinneiiiiiiinnneneieiensneeeeesssssssnneens - 4,306 12,429 16,735
Derivatives
OTC dEIVATIVES ..vveiriiieeiiieeiiiee ettt ste e e sttt e s tte e s satee s steesseeeesseeesbeeessseesssseeesabeeesseeessen - 832 - 832
DeriVatiVeS cuuueiiiiiieeeiiiiiiiinniiiiiiieeneisiiiineanessiienreesssssiemenssssssiessnsssssssans - 832 - 832
Securities used for hedging
Bonds and debt iNSTrUMENTS .....cccuvieiiiiieiiiecciee e e e e ereeeeens - 526 - 526
Shares and equIty INSEIUMENTS ......ccceeiiieiieieece et et re s e e aeesrne e - 2,934 - 2,934
Securities used for hedging ........ccccvvveeirieiiniiiiiiiii e - 3,460 - 3,460
Other fINANCIAl @SSELS ..iciuviiiiiee ittt et e ebe e et re e e beeeseaaeesareesnreesnees 4,459 - - 4,459
FINANCIAl @SSETS ...ciiiiieniiiiiiirieiiiieiteeneereeetereaneeeeerennnseseeeseennssssesssessnssssssssennasssssessnns 707,165 13,159 140,612 860,936
Liabilities at amortised cost
Due to credit institutions and Central Bank ..........cccceeeeieeeeciieeiiiec e 25,727 - - 25,727
[T oY 1 1 £SOt 466,834 - - 466,834
BOITOWINES ...ttt ettt ettt ettt e et e st e st e st e s ab e e s eabeeessbeeesnbeeesnbaeennnee 203,100 - - 203,100
Subordinated liabilities . 32,503 - - 32,503
Liabilities at amortised COSt ......ccciiiiiiiiiiiiririririrrrrrrrerr s e s e eeee s e seseseeesesesenenens 728,164 - - 728,164
Financial liabilities at fair value
Short position in bonds - 9,150 - 9,150
DIEIIVATIVES eeeiiiiiiiiieee ettt et e ettt e e s e e e e s s et e e e e s s e abaeeeeeessarbeeeeeennnns - 855 - 855
Financial liabilities at fair value ........cccccevviiinereiiiiniiisnnniiinen s nenes - 10,005 - 10,005
Other financial labilitieS .....cuveecveieeiiiccre ettt ebae e eaae s 43,187 - - 43,187
FINaNCIal llabilities ....ccceieiiiiiiiiiiiiiiiriierererererererrrereeeeseesee e e eers e e ss e e seseseseseseseseseeesssesasanees 771,351 10,005 - 781,356
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32. cont.
Designated

31.12.2012 Amortised at fair

cost Trading value Total
Loans and receivables
Cash and balances with Central Bank ...........ccccciiieeeeieiiiiieeee e eraee e e e 29,746 - - 29,746
Loans and receivables to credit iNStItULIONS .......cccveeeiiieeiiieecc e 101,011 - - 101,011
Loans and receivables to customers 566,610 - - 566,610
Loans and receivables .................. 697,367 - - 697,367
Bonds and debt instruments
Listed .... - 2,132 42,441 44,573
Unlisted - 3,515 69,642 73,157
Bonds and debt inStruments .........ccceeeeeieeeeieieieecneeeeeeeeeeeeeeeeeeeeeseeeesesenenen - 5,647 112,083 117,730
Shares and equity instruments with variable income
LISERA ©eenveettettete sttt ettt ettt et et sttt et et e s ae et e b e s beese e st e beebeeat e be et e e st e benbe et e entententean - 374 2,446 2,820
UNTBISEEA 1ttt sb et b e bttt s b e et et e neeens - 1,037 8,682 9,719
Bond funds with variable iNCOME .........coviiiiiiiiiice s - 2,623 1,682 4,305
Shares and equity instruments - 4,034 12,810 16,844
Derivatives
OTC dEIIVALIVES ..ottt ettt be e sreessneenneenee - 788 - 788
Derivatives - 788 - 788
Securities used for hedging
Bonds and debt iNSTrUMENTS .....cccuviiiiiiieiiie et e e e eve e - 1,460 - 1,460
Shares and equity instruments - 978 - 978
Securities used for hedging - 2,438 - 2,438
Other fINANCIAl @SSELS ..iciuviiiiiee ittt ettt ete e e et e e e bee e eaeeeeaaeesareesnnes 5,030 - - 5,030

Financial assets 702,397 12,907 124,893 840,197

Liabilities at amortised cost

Due to credit institutions and Central Bank ..........cccveeeveeeeineeeiiiee e 32,990 - - 32,990
[DL=T oo 1] 1 £ S PSSP PP TP PTOUPPPTRPPPPRRORY 448,683 - - 448,683
BOITOWINGS ...ttt ettt s e st e e sebe e e reeesanee 195,085 - - 195,085
Subordinated labilitIES ......c.eeeciiieeiie e e e 34,220 - - 34,220
Liabilities at amortised COSE ......ccciiiiiiiiiiiiiiiiriririrerrrere e e e e e e e s e e e e e s e e e e e sesesesenens 710,978 - - 710,978
Financial liabilities at fair value

Short POSIION IN DONTS ...ccviieiecie e e e ae et esaeeteereessaennes - 12,490 - 12,490
DBIIVALIVES ...ttt ettt st e et s sttt s e e s eab e e s e e sab e e e nee - 975 - 975
Financial liabilities at fair VAlUE .......cccceevrrririiiiiiiriiiierrrrrcresscrsscsssssesssssssesesssesesesesenenen - 13,465 - 13,465
Other financial liabilitieS .....cveeveuveiieiiiice ettt aee s 35,141 - - 35,141
FINancial labilities .....ccccceiiiiiiiiiiririrircrrrererercrcre e eeesee e e ses e s e eeseseeeseseeeseeeseeseeeeeseenanans 746,119 13,465 - 759,584
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32. cont.
Designated

30.06.2012 Amortised at fair

cost Trading value Total
Loans and receivables
Cash and balances with Central Bank ...........ccccciivieeeieciiiieeee e evaee e e 16,280 - - 16,280
Loans and receivables to credit inStItULiONS ........cccveeieiiiiiiiecieccce e 71,769 - - 71,769
Loans and receivables to customers . . 578,886 - - 578,886
Loans and receivables ..........cceeeeiiiiiiiiiieeneeerererererereeeeeeeeeeeeees e eeesesesesesesessssanensnsnananans 666,935 - - 666,935
Bonds and debt instruments
Listed .... - 5,070 53,170 58,240
Unlisted - 62 70,551 70,613
Bonds and debt iNStrUMENTS .......ccceeeiiiiiiiiiiiieicceccccecrereeeeereeeeeeeseeeeeeeesesesesesesesssesenenes - 5,132 123,721 128,853
Shares and equity instruments with variable income
LISERA 1ventieeeeiiete ettt sttt ettt sttt ettt a e et e b e e bt e e e b e heeae et e he b e e st e benbeestenbetennean - 1,643 1,340 2,983
UNTBISEEA 1.ttt b e e bt e b e s bbb b bbb ens - 714 8,000 8,714
Bond funds with variable iNCOME ......c..coviiiiiiiiiie e - 1,976 1,735 3,711
Shares and equity instruments - 4,333 11,075 15,408
Derivatives
[ oo [T g 17 | V7= UETN - 1,363 - 1,363
Derivatives - 1,363 - 1,363
Securities used for hedging
Bonds and debt iNStrUMENTS ......oouiiiiiirieiieeeeeee et et - 418 - 418
Shares and equity instruments - 1,098 - 1,098
Securities used for hedging ........ccccvvvueeiiiieiiiiiiiiiii e - 1,516 - 1,516
Other fINANCIAl @SSES ...ciuviiiiiie ettt et e b e e e ebe e e e eateeeeareeeeareeeennes 5,440 - - 5,440

Financial assets 672,375 12,344 134,796 819,515

Liabilities at amortised cost

Due to credit institutions and Central Bank ..........cccccvveeiiieeiiieeee e eannees 20,837 - - 20,837
[DL=T oo 1] 1 £ P OSSO P PP RPUPPPROPPPRRORY 445,249 - - 445,249
BOITOWINGS ..ttt s sbe e e s ra e e sanee 192,953 - - 192,953
Subordinated lAbiIlItIES ......cc.eiiiiie i et 32,175 - - 32,175
Liabilities at @amortised COSt ......ccuiiiiiiiiiiiiriiirirerererrrrrerereeeeereeeeeereeereeeseeeeesesesesesesenenens 691,214 - - 691,214
Financial liabilities at fair value

Short POSItION IN DONAS ...ecviiiieeie ettt et sra e e saeete e reensaeenes - 10,008 - 10,008
DBIIVALIVES ..ttt ettt et e e et e ettt e st e s s e e sbaeeenne - 431 - 431
Financial liabilities at fair VAlUE .......ccceeeerrriiiiiriiiiiiiiiriicrcrrceesesssesesesssssesesesesesesssesenenes - 10,439 - 10,439
Other financial liabilities .....cveeieveiieieic ettt enneas 39,230 - - 39,230
FINancial labilities .....cccceiiiiiiiiiiiiiiirirercrcrcrrnereereeer e s e e seeeseseseeeeseeeeseeseeseseenennens 730,444 10,439 - 740,883

Included in unlisted Bonds and debt instruments designated at fair value is the Dréomi bond, which the Group received when acquiring
deposits from SPRON hf. in March 2009.
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33. Bonds and debt instruments designated at fair value specified by issuer: 30.06.2013 31.12.2012 30.06.2012
FiNaNCial aNd INSUIANCE SEIVICES ...ccouvveiiiieiiieiee e e ettt e ettt e e e eebre e e e e e eebbaaeeeeeessabaaeeseesssreeeeeeennees 70,238 70,142 68,981
[T 0 3V7=1 5] 0 T=T 0 X N 56,862 40,679 46,317
(0o T4 oY) =) £ <L PP PSPPSR PPOPPPRUPRPORY 1,083 1,262 8,423
Bonds and debt instruments designated at fair Value .........cccccveeiiiiiiiininneenincicsnnnenensssscsssnneennns 128,183 112,083 123,721

The total amount of pledged bonds at the end of the period was ISK 19.1 billion (31.12.2012: ISK 35.7 billion and 30.6.2012: ISK
21.3billion). Pledged bonds comprised Icelandic Government Bonds that were pledged against funding received and included in Due to
credit institutions and Central Bank as well as short positions included in Financial liabilities at fair value.

34. Fair value hierarchy

The Group uses the following hierarchy for determining and disclosing the fair value of financial instruments 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.

Further information regarding fair value measurement are set out in Note 71 in the annual Consolidated Financial Statements for the
year 2012.

For financial instruments that are recognised at fair value on a recurring basis, the Group determines wether transfers have occurred

between Levels in the hierarchy by re-assessing categorisation (based on the lowest level input that is significant to the fair value
measurement as a whole) at the end of each reporting period.

The following table shows an analysis of financial instruments recorded at fair value by level of the fair value hierarchy:

30.06.2013 Level 1 Level 2 Level 3 Total

Financial assets designated at FV through P/L

Bonds and debt iNSTrUMENTS .....cccuviiiiiiiiciie et e e e e eaee e 2,969 124,056 1,158 128,183
Shares and equity instruments with variable inCOMe ........cccecveeveeriecceccecceece e, 1,835 10,238 356 12,429
4,804 134,294 1,514 140,612

Financial assets held for trading

Bonds and debt iNSTrUMENTS .....cccuviiiiiiiieiie et e e aee e 2,778 1,762 21 4,561
Shares and equity instruments with variable inCOME ........ccceceeveevieciececseece e, 1,062 3,244 - 4,306
DIBIIVALIVES ...ttt ettt e ee e et e et e st e s e s s e e e s rneeenne - 832 - 832
Securities Used for NEAZING .....cccveiiieie e e s 2,305 1,155 - 3,460
6,145 6,993 21 13,159

10,949 141,287 1,535 153,771

Financial liabilities held for trading

Short POSIION IN DONAS ...ccviiiiecie et e e ae et e aeeeeereenseennes 9,150 - - 9,150
Derivatives - 855 - 855
9,150 855 - 10,005
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31.12.2012 Level 1 Level 2 Level 3 Total

Financial assets designated at FV through P/L

Bonds and debt iNSTrUMENTS .....cccuviiiiiiiiiciie e ere e 2,277 108,408 1,398 112,083
Shares and equity instruments with variable iNnCOMe ........coocvveiiiieiiieecec s 1,425 10,870 515 12,810
3,702 119,278 1,914 124,893

Financial assets held for trading

Bonds and debt iNSTrUMENTS .....cccuviiiiiiiiciieccee e e e eeenns 2,120 3,506 21 5,647
Shares and equity instruments with variable iNCOMe .......coovcviiiiiiiiiieeceecee s 374 3,660 - 4,034
DBIIVALIVES ...ttt s et e sttt e s e st e s sane e e sabneeenne - 788 - 788
Securities Used for NEAZING ......ccvecvi e 1,732 706 - 2,438
4,226 8,660 21 12,907
7,928 127,938 1,935 137,800

Financial liabilities held for trading

Short POSItION IN DONAS ...ccceiieiiie et e e e saeeeenanes 12,490 - - 12,490
DEIIVATIVES eeiiiiiiiiiiiee ettt e e et e e e e e s bt e e e e s e sbbbeeeeessssbbaeeeeeessbbaaeaeeanaes - 975 - 975

12,490 975 - 13,465
30.06.2012

Financial assets designated at FV through P/L

Bonds and debt iINSTTUMENTS ......ccuviiiiiiiieiee ettt e et eeare e e eareeeeens 5,957 116,432 1,332 123,721
Shares and equity instruments with variable income .... 174 10,412 490 11,075
6,130 126,843 1,822 134,796
Financial assets held for trading
Bonds and debt iINSTrUMENTS ......ccuviiiiiieieiee ettt ettt et e eenre e e ereeeenes 5,059 51 22 5,132
Shares and equity instruments with variable income ...........ccocviiininininiinniie, 1,643 2,690 - 4,333
Derivatives . - 1,363 - 1,363
Securities used for REAGING .........ccceviriiiiiiric e 1,516 - - 1,516
8,218 4,104 22 12,344
14,348 130,947 1,844 147,140
Financial liabilities held for trading
Short POSItION N DONTS ...couviiiiiiiicieeeete et st ebeesaa e 10,008 - - 10,008
DIEIIVATIVES eeeiiiiiiiiiiee ettt e ettt e e e e et e e s s e sabbe e e e e s s e bbbe e e e e ssabbaaeeeeennns - 431 - 431
10,008 431 - 10,439

The classification of assets between financial assets designated at fair value through profit or loss and financial assets held for trading
in 2013 is consistent with the classification used in 2012.
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There have been no transfers between Level 1 and Level 2 in 2013 and 2012.

Movements in Level 3 financial instruments measured at fair value

The level of the fair value hierarchy of financial instruments is determined at the beginning of each reporting period. The following
table shows the movements of Level 3 financial assets and financial liabilities:

30.06.2013 31.12.2012 30.06.2012

Balance at the beginning of the PEriod .........ccceeiiiiiiiiieeece e e s 1,935 2,021 2,021
Gain (loss) recognised in Statement of Comprehensive INCOME .........ccoeeeierieninieiieneneeee e 62 191 114
ACGUISTEION L.etieieetiiiitete ettt e ettt e e ettt e e s e sttt e e s s e sbbb e e e e s saanbbeeeeeesssbbeeeeeesnnsneeesenannnrnees - 105 88
DSPOSAN .ttt et b e bt e h b e et e et e e eh e e e at e et e e bt e et e sabe e bt e nheesabeebeenbee e (369) (391) (388)
Transfers iNT0 LEVEI 3 . ... ettt sttt e b e ebe et - 9 9
Transfers OUL OF LEVEI 3 ......ooiiiiie ettt ettt ettt s e e e e ve e baeebaesaseebeeebeesasesaseenteenes (92) - -
Balance at the end of the Period ........cccvveiiiiiiiiiiiniiiiiiicrrer e e ssssssessssssssnns 1,536 1,935 1,844

The following table shows the line items in the Interim Consolidated Statement of Comprehensive Income where gain (loss) related to
fair value measurements in Level 3 is recognised:

2013 2012 2012

1.1.-30.6. 1.1.-31.12. 1.1.-30.6.

Net INTEreSt INCOME ...oiiiiiiiiii e s e e 50 151 88
Net financial income (expense) ... 30 3 (1)
Net foreign eXchange Zain (10SS) ..ccuiiiiirieriiiiieie e e e st e e e e e sreesaseebeesaeesseeas (18) 37 27
Gain (loss) recognised in the Interim Consolidated Statement of Comprehensive Income .......... 62 191 114

The following table presents the carrying amounts and fair values of financial assets and financial liabilities that are not carried at fair
value in the Interim Consolidated Financial Statements. The table does not include the fair values of non-financial assets and non-
financial liabilities.

30.06.2013

Carrying Fair Unrealised
Financial assets not carried at fair value value value gain (loss)
Cash and balances With Central DanK ...........cccvieiiiieiiiee et e e e e ae e 25,717 25,717 -
Loans and receivables to credit iNSTITULIONS ........ccveiiiiiiiiiiriec ettt e 109,732 109,732 -
Loans and receivables tO CUSTOMELS .......cuiiiciieiiiieccieee ettt esre et e e svee e s e e e e saaeesaveeseaseeeearaeeenns 567,257 555,774 (11,483)
Other fINANCIAT @SSELS ..iciuviiiirieictie ettt et e et ebe e e et e e s ebee e s teeeesabeeessseeensseeeenseeennseeesreeesrees 4,459 4,459 -
Financial assets not carried at fair Value ........ccceeeeeeeeiiiiiiiciciccccececccecesesesssess e eseseeseseeeesesesesesssenenes 707,165 695,682 (11,483)
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Carrying Fair Unrealised
Financial liabilities not carried at fair value value value gain (loss)
Due to credit institutions and CeNtral DANK ...ttt ae s e aeeaeeneeneens 25,727 25,727 -
Deposits ... . 466,834 466,575 259
BOITOWINES «ouvriurtiueeeieeetesetesetsssssssessssessses st esssessssessssessssesanses st essnsessnses et et s s essssesseses st es st e s s sesansesnsesansessnsnen 203,100 197,231 5,869
L8] oY T (a [T a =1 =T I [ T= T SRRSO 32,503 32,503 -
Other financial liabilities 43,187 43,187 -
Financial liabilities not carried at fair Value ..........cceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesesesesesssessssssssssssssses 771,351 765,223 6,128
Net unrealised gain (loss) not recognised in the Interim Consolidated Statement of Comprehensive Income..................... (5,355)
31.12.2012

Carrying Fair Unrealised
Financial assets not carried at fair value value value gain (loss)
Cash and balances With Central BANK ...........cocveiiiiiieiiieeiciee e eere e ere e e sbeeesebeeeserreeenes 29,746 29,746 -
Loans and receivables to credit institutions ... . 101,011 101,011 -
Loans and receivables tO CUSTOMELS ......ccvviiicreiiiirieectre ettt e ceteeeetee e eeteeeeeaeeeeeareeeeaseeeeabeeesbeeesreeeenes 566,610 555,468 (11,142)
Other fINANCIAT @SSELS ..iiuiiiiiiie ettt e e et e e et e e st e e s taeeesaaeeessaeeesseeennseeennseeesaseeesaseen 5,030 5,030 -
Financial assets not carried at fair ValUe .........coeveeeeeiieiiiiiiieieieieeeeeneeeeeseseeesese e e eeeesseeesesesesessssesees 702,397 691,255 (11,142)
Financial liabilities not carried at fair value
Due to credit institutions and Central bank 32,990 32,990 -
DEPOSIES weuveeereieeeeeeeeeeseeese e s sessessesessesessssessnsesssssssssessnssssnssssnassnans 448,683 449,047 (364)
BOITOWINES w.vuveeeeueueeieeeeeseeeeeueeeses e sesessse e se s s s s aese et e s e s e e e s e s esese et ae e e s e s e s esese et sesees s s eneseae e s nenaeaesenenennaeas 195,085 192,222 2,863
(S0 Yo a [TaF=1 d=Ta (o T=] s =TSO OO ROSOROR ROt 34,220 34,220 -
Other financial liabilities 35,141 35,141 -
Financial liabilities not carried at fair Value .........ccceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesesesesasessssssssssnnnes 746,119 743,620 2,499
Net unrealised gain (loss) not recognised in the Interim Consolidated Statement of Comprehensive Income .................... (8,643)

Comparative information for 30 June 2012 is not available.

As financial assets and financial liabilities predominantly bear interest at floating rates, the difference between book values and fair
value of financial assets and financial liabilities is deemed to be immaterial.

Investment property

35. Investment property is specified as follows: 30.06.2013 31.12.2012 30.06.2012
Balance at the beginning of the PEriod .........cccuveiieiiiiiice e 28,919 27,100 27,100
Additions dUring the PErIOU .......eeeiiiie et et e et e e e e e e e e e b e e s eaae e e ssbaeeentaeeensaeas 971 3,729 2,322
Disp0osals dUriNg the PEFIOT .......cceieieeieeiecie ettt ae e sae e teeste e s aae et e eae e aeessnesaneenseas (1,432) (3,494) (1,762)
Transferred from property and @QUIPMENT .......coouiiiiiiieiiieeeciee e e e e eree e eaaeeeenns 146 - -
[ LTV | DTSR Lo | VT d g o T=Y o £ SPPPSIN 307 1,584 719
INVESTMENT PrOPEItY ..cceeeuuiiiiiiiiiiiiiiiiiiiii e essa e e seasasseseeesasssssssenenssssesssenenns 28,911 28,919 28,379
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Investments in associates

36. The Group’s interest in its principal associates are as follows:

Audkenni hf., Borgartin 31, 105 Reykjavik, Iceland .........ccccoocueriiiiiiiniiniinieeececcee e 20.0%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom ...........cccccvevueennn 30.1%
Farice ehf., Smaratorg 3, 201 K&pavogur, ICeIand .........c.cccceeirviininiriieniinineeest e 43.5%
GO fjarfesting ehf., Undirheimar, 845 Fludir, Iceland . 30.0%
Klakki ehf., Armuli 3, 108 Reykjavik, ICEIANG .......ccoeveveeereereeeeceeeeeeee et een 36.3%
Kriuvarp ehf., Borgartin 35, 105 Reykjavik, [CEIaNnd .........ccecvevieeiiieiieciecie e -
Reiknistofa bankanna hf., Kalkofnsvegur 1, 150 Reykjavik, Iceland ...........cccoooerieviininininncninennen. 23.3%
Reitir fasteignafélag hf., Kringlan 4-12, 103 Reykjavik, Iceland ... 42.7%
Sementsverksmidjan ehf., Manabraut 20, 300 Akranes, Iceland 23.6%
Skipti hf., Armula 25, 108 Reykjavik, ICEIANG .........c.vivevieiieeeeieieeeeces et senas 38.2%
SMI ehf., Smaratorg 3, 200 KOpavogur, ICEIANG .........cceoviiriiiiieieeieete et 39.1%
Investments in associates are specified as follows:

Carrying amount at the beginning of the period ...........cccociiiniiiiiiniie, 7,050
Additions dUring the PEIIO .....ccveeiiiiiieieceeee et re e e e s e e s s e e beesbeesraessbeeseensnens 7,386
Share of profit (loss) of associates and reversal of impairMeNnt ...........cocceevienieriienieniene e (12)
Investment in associates 14,424

20.0%
30.1%
43.5%
30.0%
36.3%
23.3%
42.7%
23.6%

39.1%

2,987
1,658
2,405
7,050

30.06.2013 31.12.2012 30.06.2012

20.0%
31.3%
43.5%
30.0%
36.3%
25.0%
23.3%
42.7%
23.6%

39.1%

2,987
26

7
3,020

On 30 April 2013 creditors of Skipti hf. reached an agreement on financial restructuring of Skipti hf. Arion bank hf., the largest creditor,
converted claims to shares and holds 38.2% of shares in Skipti hf. The shareholders of Skipti hf. aim to list the company at NASDAQ

OMX Iceland.

The carrying value of investments in associates is significantly below the net asset values disclosed in financial reports of associates.
Note 73 in the annual Consolidated Financial Statements for 2012 discloses summarised financial information in respect of this gap as

at 31 December 2012.

Tax assets and tax liabilities

37. Tax assets and tax liabilities are specified as follows: 30.06.2013 31.12.2012 30.06.2012
Assets  Liabilities Assets  Liabilities Assets  Liabilities
CUITENE TAX tiiiiiiiiiiieiieeeeeeeeeeee e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e e - 3,022 17 1,899 13 2,992
Deferred tax 495 1,027 446 1,338 535 1,036
Tax assets and tax liabilities .......ccccceeeerererereieieieeeieneeeneeeeenen, 495 4,049 463 3,237 548 4,028

Non-current assets and disposal groups held for sale

38. Non-current assets and disposal groups held for sale are specified as follows: 30.06.2013 31.12.2012 30.06.2012
LEEAI ENTITIES .envieriiieiiietee ettt ettt st e bt e s ae e s it e e bt e s at e s a b e et e e bt e nateeateereens 302 1,733 6,810
F XY o Lol =) = 5,820 6,384 6,023
REAI ESTALES ..uviiieiiie ettt ettt e et e et e e e ett e e e e tbe e e s abeeeaataeeanbaeeebaeaenaeeeabeeeabeeeaabeeeaabaeeeabeeennes 3,727 3,275 2,740
(04 =T e T Y- RSSO 237 531 730
Non-current assets and disposal groups held for sale ........cccoccceeiiieeiriieeiniieeinineeineneene 10,086 11,923 16,303

The legal entities are subsidiaries that were acquired exclusively with view to resale and are classified as disposal groups held for sale in

accordance with IFRS 5.

The main associate classified as disposal groups held for sale in accordance with IFRS 5 is HB Grandi hf.

Real estates and other assets classified as non-current assets are generally the result of foreclosures on companies and individuals.
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Liabilities associated with the legal entities held for sale are as follows: 30.06.2013 31.12.2012 30.06.2012
Legal entities, total HabilItIes ........oceirieiiieriie et 614 1,769 4,174

Other assets

39. Other assets are specified as follows:

ACCOUNTS FECERIVADIE .. e e e et e e e e e et te e e e e e e saaseeeeeeeeansaeeeeeennnnnneees 2,676 4,084 2,805
Prepaid @XPENSES ...c..couiiiiiiiiiietet ettt b e st sae st 1,283 687 839
Yol o =Y o N[ aTolo T3 o =TSP PSPUPROY 563 456 654
Unsettled securities trading . . 757 125 1,135
SUNAIY @SSEES .nitiieiiieieiieeeriee ettt e e st e s e sttt e e sabe e e s e beeessbeeesasteeesteeesteesansaeessaeesseeesnsseesnnsaeennrens 642 549 1,052
(074 =T g 1YY 1 N 5,921 5,901 6,485
Other liabilities
40. Other liabilities are specified as follows:
ACCOUNTS PAYADIE .ttt e e st e et e et e s e e s e e e ae e beesbeessbeesbeesseessaaenteeteenseeaneannes 18,949 19,318 20,392
Provision fOr SELIEA FX IOANS .....cccviiiiiieiciie ettt ettt e et e e etbe e e s be e e aseeessaeessaeessaeesnneeenns 7,600 4,625 -
Depositors' and investors' gUarantee fuNd .........ccveccieecieiee st 2,874 2,919 3,126
INSUFANCE ClAIM 1eiiiiiiiiiiiee ettt eee e e e eeeaa e e e e eeetaaeeeeeeeeabbaeeeeesesbbaseeeeeassbbseeseesassraseeesennnes 2,208 2,138 2,120
A o1 oo [ [T = - OSSR 450 1,926 487
Unsettled SECUNItIES tradiNg ......ccueiiiiiieeie ettt ettt e sttt esbaestesseeaeas 7,787 842 3,539
SUNAIY ADIITIES .vveeeveeiieciece et e e ee et e e st e e st e e et e ete e seessaeeseeenseesaesnsesnsesnseenseennns 9,542 8,580 15,388

Other liabilities .... 49,410 40,348 45,052
Borrowings

41. Borrowings are specified as follows:

(001 Z=T Yo [ o Yo ] o Vo KPP 128,566 124,992 124,772
Bonds issued .. . 18,291 8,909 9,204
OENEI TONS .ttt s h et a e s bt e a e s bt eb e e st e be s bt e b e et e nbeeb e ent e b e be et eeenes 56,243 61,184 58,977
BOFTOWINGS ceeuverenenununenenennnnieiiiiiissssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssss 203,100 195,085 192,953

The Group did not repurchase any own debts during the first half of 2013 (2012: nil).

In January 2013 Arion Bank issued non-indexed fixed rate covered bonds from its EUR 1.0 billion covered bond programme. The bond
issue is nominated in Icelandic Krona, the amount issued was ISK 1.8 billion in the Series ARION CBI 15. The Bank had previously issued
ISK 2.5 billion and the series were admitted for trading on NASDAQ OMX Iceland on 22 February 2012. The bonds bear 6.50% interest
and mature in 2015. The Bank has issued total ISK 6.7 billion from this EUR 1.0 billion covered bond programme, ISK 4.2 billion non-
indexed with fixed 6.50% interest rate and ISK 2.5 billion inflation indexed with fixed 3.60% interest.

In February 2013 Arion Bank completed its first international bond offering, issuing NOK 500 million of senior unsecured bonds,
equalling ISK 11.2 billion. The series was admitted for trading on Oslo Bors on 2 July 2013. The bonds issued bear floating interest rate
of 5.0% on NIBOR and mature in 2016.

At the end of 2011 Arion Bank took over the issuance of covered bonds which had originally been issued by Kaupthing hf. in 2006 to
2008. The bonds in question are covered bonds amounting to ISK 121.7 billion, net outstanding, with security in mortgages and bank
deposits in an institutional investment fund, Arion Bank Mortgages Institutional Investor Fund. It is a four-series issue, with two 25-year
series and two 40-year series maturing in 2031, 2033, 2045 and 2048. The bonds are inflation-indexed with fixed 3.75% to 4.00%
interest. Currently repayment of principal is approximately ISK 1.6 billion a year and total payment including repayment of principal,
indexation and interest is ISK 7.6 billion a year.

Book value of listed bonds was ISK 9,901 million at the end of the period. Market value of those bonds was ISK 10,126 million.
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Subordinated liabilities

42. Subordinated liabilities are specified as follows: 30.06.2013 31.12.2012 30.06.2012

Tier Il capital . 32,503 34,220 32,175
Subordinated liabilities ........cccovvmeiiiiiiiininneiiiiininr s 32,503 34,220 32,175

The interest on the loan is 3 month Euribor/Libor +400 basis points to the year 2015 and thereafter 3 month Euribor/Libor +500 basis
points.
Derivatives

43, Derivatives at fair value are specified as follows:
Fair value

30.06.2013 Assets  Liabilities
Forward exchange rate agreements, UNlISTE .........ccviriiiiiiiiiiiiniiieec e 119 53
Interest rate and exchange rate agreements, UNISTE .........ooviiiieiiiiciiie e saae e 200 484
Bond swap agreements, UNTISTEM ......c..coiiiiiiiiiiiiicec ettt st s 26 309
Share swap agreements, unlisted ............ 31 9
Options - purchased agreements, UNTISEEM .........coiviiiiiiriiiiicece ettt s 456 -
[0 T=T 4V 1YL 832 855
31.12.2012

Forward exchange rate agreements, UNIISTEA .......cocviiieiiiieiiie et e et e e st e e s snae e e nneeeenneee s 250 92
Interest rate and exchange rate agreements, UNISTEd ..........cccueviiiiiiiiiiniiiiicc e 71 792
Bond swap agreemMeNts, UNHSTEA ........eiiiuiiiiiiieiiieeeciee et e et e st e e s e e sbe e e sbaeesbbeeessbeeessbaeesnteeesnseeas 17 42
Share swap agreements, UNNSTEA ........cccciiiiiiiiiiiiiee bbbt sr bt b e b st 16 49
Options - purchased agreements, UNHSTEA ........coivuiririiieiiee e e e e e sae e e sbe e e sbeeesaneeennne 434 -
[T T 1 788 975
30.06.2012

Forward exchange rate agreements, UNISTEM ........coouiiriiiiiiiiiiiieie ettt sttt sttt e e e aae e 322 18
Interest rate and exchange rate agreements, unlisted ... 588 338
Bond swap agreemeNnts, UNTISTEA .......oceiiiiriiriiieiierieeie ettt ettt sttt et e st e st e e be e sbeesatesabeebeesaeesabessseenee 69 75
(O] oA Te ]I ] fo I Y= =TT 0 o 1= o PRSPPI 384 4
DEIIVALIVES .uueiieieieniiiiiiiietneeeerettteneeeeretennnsseseserensssssssssssnssssssssssnsnssssssessnsssssssssssnnsssssssssnnnssssanans 1,363 435

Equity

44. Share capital and share premium

According to the Parent Company's Articles of Association, total share capital amounts to ISK 2,000 million, with par value of ISK 1 per
share. The holders of ordinary shares are entitled to receive dividends as approved by the general meeting and are entitled to one vote
per share at Shareholders' meetings.

Number Number Number
(million) 30.06.2013  (million) 31.12.2012  (million) 30.06.2012

Issued share capital .....cccceveveeiriieeinie e 2,000 75,861 2,000 75,861 2,000 75,861
2,000 75,861 2,000 75,861 2,000 75,861

Share premium represents excess of payment above nominal value that Shareholders have paid for shares issued by Arion banki hf.
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45. Other reserves are specified as follows: 30.06.2013 31.12.2012 30.06.2012
STATULOIY FESEIVE ettt ettt e e s e sttt e e e s e sttt e e s s e s bbbt e e e s ssssbbbeeeeessnsbaneeeeennns 1,637 1,637 1,637
Foreign currency translation MESEIVE .........uicieiieiriienie ettt sttt sbe e st e st e beesbeesaae e 1 2 -
OLNEE FESEIVES ....uuueieieiiiireieiirerererereressssssssssesasesesesssssssesssssesesesssesssssesssessssssesesesesesesesenesenenenenenens 1,638 1,639 1,637

OFF BALANCE SHEET INFORMATION

Obligations

46. The Group has granted its customers guarantees, unused overdraft and loan commitments. These items are specified as follows:

47.

30.06.2013 31.12.2012 30.06.2012

10,515 9,185 8,402
36,990 34,545 33,613
36,001 27,878

GUATANTEES ..etteieieeiieteee ettt e e ettt e e e s ettt e e s s e bbb et e e e s aabbeeeeeeaaaatbeeeee e nneaeeeeaasansseeeessensbnneeeessannrne
(8T =Y oL <] e [ i £ USSR
LOaN COMMIEMENTS ..ot 41,566

Depositors' and Investors' Guarantee fund

The Group expensed ISK 379 million during the period to meet payments requirements to the Depositors' and Investors' Guarantee
fund according to act no 98/1999 as amended in 2012.

The Icelandic parliament has discussed a bill on a new Depositors' and Investors' Guarantee Fund, without conclusion of the matter.
Due to uncertainty of the shape of future legislation the liability brought forward from previous years is not changed from the balance
of I1SK 2,669 million. The Group has granted the Fund a guarantee for obligations amounting to ISK 3,210 million.

Pledged assets

48. The Group has pledged assets against liabilities as follows: 30.06.2013 31.12.2012 30.06.2012
Assets which have been pledged as collateral against borrowings ..........cccccceeerviveninincencneneenne. 257,358 244,653 242,029
Assets which have been pledged as collateral against loans from banks and short positions .......... 19,152 35,701 21,302
Pledged assets against liabilities ........cccceviiiiiiiineiiiiiiniiiieninnrrr s 276,510 280,354 263,331

The Group has pledged assets against borrowings, both issued covered bonds and other issued bonds and loan agreements. The total
value of those pledged assets was ISK 257 billion at the end of the period (31.12.2012: ISK 245 billion and 30.6.2012: ISK 242 billion).
Those assets were mainly pool of mortgage loans to individuals, loans to municipals and loans to state related entities. The book value
of those borrowings was ISK 184 billion at the end of the period (31.12.2012: ISK 185 billion and 30.6.2012: ISK 181 billion).

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

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

Assets under management and under custody

49. Assets under management and assets under custody are specified as follows: 30.06.2013 31.12.2012 30.06.2012
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ASSEtS UNAEr MANAZEMENT c..veiriiieiiiiteitieete ettt et e ste e bt e bt e stee st e esbeesbeesatessbeesbeesbeessbessseenseenseesanennes 873,802 819,684 748,951

ASSETS UNAET CUSTOTY ..viiiuiiiiiiiieiiieeeiieeeeiee st e e st e e st e e s et e e s steeeesteesateessaneeesaseeesaseeesaseeesseeessseasnne 1,374,997 1,378,454 1,536,624
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Legal Matters

50. Due to the current economic climate in Iceland litigation against the Group has been uncommonly frequent. The Group has formal
controls and policies for managing legal claims. Once professional advice has been obtained and the amount of loss reasonably
estimated, the Group makes adjustments, if appropriate, to account for any adverse effects which the claims may have on its financial
standing. At the end of the year, the Group had several unresolved legal claims.

i) Contingent liabilities

Investigation by the Icelandic Competition Authority

The Icelandic Competition Authority (ICA) has opened a formal investigation into alleged abuse of a dominant position and collusion
between all card issuers in Iceland, including the Group, following a complaint by Kortathjonustan hf., a credit card payment acquirer,
made in 2009. The ICA has also opened a formal investigation into the alleged abuse of an alleged collective dominant position by the
three largest retail banks, including the Bank. The investigation was initiated by separate complaints from BYR hf. and MP banki hf.
made in 2010. The ICA received a similar complaint from Tryggingamidstodin hf. in 2010. The complaints from BYR hf. and MP banki hf.
concern the terms of the banks’ mortgage arrangements, which, according to the complaint, deter individuals from moving their
business to other banks and thereby restrict competition. The complaint from Tryggingamidstddin hf. concerns the banks’ alleged tying
of banking services and insurances. The Group has made objections to all of the complaints. The extent of the investigations and
outcome of the cases is still uncertain as well as any effect on the Group. However, if the Group will be deemed to have violated the
competition law, it could result in a fine or restrictions set on the Bank by the ICA.

Legal proceedings regarding FX loans

The Bank has received a letter from a company stating that the company suffered significant damage, both directly and indirectly, on
account of the Bank's actions to satisfy a debt, which resulted in the forced sale of the company's pledged assets. This action was taken
as a result of the defaulting of currency-linked loans. In the letter it is requested that the Bank state its position to its liability for
damages in the aforementioned circumstances. The Bank is now examining this matter but preliminary estimate is that if the Bank is
considered liable for the damage, it will not be material for the Bank.

Legal proceedings regarding the Bank’s variable interest rate

Two borrowers have issued summons against the Group where they claim that a clause in their mortgage loan, where it is stated that
the bond shall bear a variable interest rate, which the Bank was authorised to change, is illegal and unbinding. The borrowers make e.g.
the claim that it will be recognised by the court that said clause on interest rates is illegal. The Bank will defend against the borrowers’
summons. If the courts side with the borrowers in the case, it could have a negative effect on the Bank’s loan portfolio with variable
interest rates in ISK and also in foreign currency (i.e. foreign currency-linked loans in ISK).

ii) Other legal disputes

Legal proceedings regarding Dréomi hf.

As further discussed in Note 95 in the annual Consolidated Financial Statements for 2012 the Bank brought legal action against the FME
and Drémi hf. in an attempt to annul the FME’s decision of 4 February 2011 but with a judgement of the Supreme Court pronounced
on 6 June 2013 FME and Drémi hf. were acquitted.

Legal proceedings regarding Stefnir hf.

In October 2011 the winding-up committee of Landsbanki islands brought legal action against the company demanding the annulment
and repayment of payments made by Landsbanki islands of money market deposits which matured in early October 2008 to two funds
managed by Stefnir. The amount involved is ISK 450 million plus interest. As a result of this judgment by Reykjavik District Court,
Stefnir, on behalf of the two funds, has been ordered to repay the amounts. The company made provision in respect of this case in
2012. The case has been appealed to the Supreme Court of Iceland.
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50. cont.

Legal proceedings regarding FX loans

With a summons, presented to the Bank on 14 November 2012, Hagar hf., a listed company, claimed from the Bank ISK 1,152 million
plus interest from 19 October 2009 until the date of payment, minus a payment of ISK 515 million made on 19 December 2011. The
summons followed Hagar hf.’s announcement on the Icelandic Stock Exchange from 21 March 2012, whereby Hagar hf. announced
that it had decided to take legal action against the Bank regarding Hagar hf.’s foreign currency linked loans, which it had reimbursed in
full to the Bank in October 2009. Hagar hf.’s foreign currency linked loans were recalculated by the Bank in accordance with the Bank's
notification of 15 June 2011. The outcome of the recalculation showed that the Bank owed Hagar hf. ISK 515 million, which the Bank
subsequently paid to Hagar hf. After the Supreme Court of Iceland had passed its judgment of 15 February 2012 (in case no. 600/2011),
Hagar hf. expressed its view to the Bank that, in light of the above judgment, Hagar hf. believed it had a further claim against the Bank
regarding said foreign currency linked loans. The Bank has rejected Hagar hf.’s claim and will defend the case in court. With a
judgement of the District Court pronounced on 28 May 2013 the Bank was acquitted. Hagar hf. will appeal the judgement.

Legal proceedings regarding CPI loans

Recently, there has been discussion in the media where it has been claimed that the indexation of the principal of mortgage loans to
consumers to the Consumer Price Index (CPI) is possibly illegal and therefore the appreciation of the principal of each loan, due to the
rise of the CPI, should be annulled. Reportedly, there are two court cases in motion regarding this issue, but the Bank is not a party to
those cases. If successful in a court case, one possible outcome is that a debtor would receive a part or all of the CPI-indexation of his
loan annulled. The Group considers the possibility of this happening remote, and has therefore made no provision due to this.

Legal proceedings regarding Valitor hf.

In a letter dated 18 June 2013 to the Bank’s subsidiary Valitor hf., Datacell ehf. and Sunshine Press Productions demand damages from
the company in relation to damage which they claim to have sustained following the termination by Valitor of a sale dealership
agreement with Datacell, since in a judgment on 24 April 2013 in case no. 612/2012 the Supreme Court considered that Valitor had
exceeded its authority to terminate the agreement. Valitor has already categorically turned down the demand for damages and it can
be expected that Datacell and Sunshine Press Productions will bring an action for damages against Valitor whereby the court will
appoint assessors and the final amount demanded in the action will take into account this assessment.

The uncertainty regarding the book value of foreign currency loans

51. As summarized in Note 96 to the 2012 annual financial statements, the book value of foreign currency loans has been subject to
uncertainty arising from various court cases and changes in law since the Group’s formation in 2008. This uncertainty continues in
2013 and the group constantly monitors judgments involving itself and others to refine its provisions on foreign currency loans.

After consideration of such judgments, the Group has provisioned a total amount of ISK 23.5 billion of which ISK 9.7 billion have been
written-off in the first half of 2013.

Although there is more clarity in the matters of foreign currency loans, due to the judgments pronounced by the Supreme Court of
Iceland in 2013, there still remains uncertainty regarding those loans, e.g. what interest rate foreign currency-linked loans should bear
from the date they are recalculated and until their final maturity. Nevertheless, the Group considers its portfolio of foreign currency-
linked loans fully provisioned for the most likely outcome.
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NOTES TO THE CONDENSED INTERIM CONSOLIDATED STATEMENT OF CASH FLOW

52. Non-cash items included in net earnings before income tax and other adjustments: 2013 2012
1.1.-30.6. 1.1.-30.6.

Increase in book value of loans and receivables (6,798) (7,168)

Impairment of 10aNs aNd reCEIVADIES ........cccviiiiiie ettt e e e s e e ear e e aeesaeesaaeenaees 6,664 4,636
Depreciation and @amMOrtiSAtiON .........coceeiiiiiiee ettt sttt s b e sb e et e abeebeebeeaeas 550 463
Share of loss (profit) of associates and fair value Change .........c.oevieiieiiiiieiie e 12 (7)
Investment property, fair value change (307) (719)
Net foreign eXchange [0SS (B@IN) ..ecuveviieiieiieiiesieee ettt e se et e st e s ee e reesbeesreesasessseesbeesseessseesseenseesseesssessseeseans 1,248 149
Net loss (gain) on financial assets and liabilities at fair value through profit or [0Ss .........ccccevevinirienenenceene, (1,498) (309)
Net loss (gain) on disposal of property and eqQUIPMENT ........cccveiciiiiieiie ettt e e e aeeneens (1) (5)
Net loss (gain) on disposal of INVESTMENT PrOPEITY ....ecviiriiiiierierieee ettt sttt sbee e (108) (97)

(238) (3,057)

53. Changes in operating assets and liabilities are specified as follows:

Mandatory reserve With Central BAnk ..........cc.coieoieriiiieeieesee sttt ettt e et e bt e st e saeeeneesaeesaneea (367) 965
Loans and receivables to credit iNSTITULIONS .......cviiieiiieciicceeeee et e e e sr e sae e s saeeteeaeesaeesnneenneas (11,888) 3,017
Loans and receivables to customers (15,048) (14,676)
= 2o Yoo E3E= YT o [T o1 a1 AU g T=Y o TSRS (15,539) 12,858
Shares and eqUILY INSTFUMENTS ......cccuiiiiiiiiiiiiieiceee ettt st b e s b e et b b st sre e 1,043 (548)
Derivatives and financial liabilities at fair VAlUE .........coiviiiiiiiieiie ettt sae e aeesaee s (2,684) 5,062
Investment property 569 (560)
Non-current assets and liabilities and disposals group held for sale ........cccevveecieriere e 1,373 3,168
ONEI @SSEES ..ttt ettt ettt et e et e st e e bt e s heesateea bt e be e sh e e ea b e e a bt e be ekt e e a b e e at e et e e aheeeaeeeabe e bt e naeeeareeabean (328) 7,144
Due to credit institutions and Central Bank of ICEIANG ........cocuvriiriiiiiiieiiecieceeecree et ee s (7,263) 4,677
DIBPIOSIES euveeteerite et et ettt et ettt e st e et et e b e e he e et e e bt e he e sht e ea b e e b e e b e e eh e e e h b e e R bt e bt e eh e e eReeeat e et e e neeeabeebeeaheenheenarenanean 21,403 (44,663)
BOTTOWINES ...vteieitteieiiee ettt ettt ettt s bt e sttt e e sbt e e e sabe e e s abe e e s bt e e sasteeeasteesaateesabeeesasaeesabeeesabbeesabbeeessbeeesnbaeennbeeennseeas 13,156 1,080
(@14 o 1T 1= oY1 4TSRS 8,873 4,083

(6,700)  (18,393)
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RISK MANAGEMENT DISCLOSURES

Introduction

54. As a financial institution, the Group faces various risks arising from its day to day operations. Managing risk is therefore a core activity
within the Group. The key to effective risk management is a process of on-going identification of significant risk, quantification of risk
exposure, actions to limit risk and constant monitoring of risk. This process of risk management and the ability to evaluate, manage and
correctly price the risk encountered is critical to the Group's continuing profitability as well as to be able to ensure that the Group's
exposure to risk remains within acceptable levels.

Further information regarding risk management is available in the annual Consolidated Financial Statements for 2012 and in the Pillar 3
Risk Disclosures for 2012, published on the Bank's website, www.arionbanki.is. The Pillar 3 risk disclosures are not audited.

Credit risk
55. 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. The main sources of credit risk are the Group's loan portfolio, commitments and guarantees and derivatives
trading.

56. Maximum exposure to credit risk

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

Maximum exposure to credit risk related to on-balance sheet items:
30.06.2013 31.12.2012 30.06.2012

Cash and balances With Central Bank .........cccoociiiiiiiiiciie et et e ae e earee s 25,717 29,746 16,280
Loans and receivables to credit INSTILULIONS .......cccviiiiuieiiireeccree e ebre e s eareeenns 109,732 101,011 71,769
Loans and receivables to customers 567,257 566,610 578,886
Bonds and debt iNSTTUMENTS ...ccvviiiiiie ettt e e etb e e e eab e e e s beeeeabeeeeneeesreeesannes 132,744 117,730 128,853
DIEIIVATIVES ...uuiuiiiiiiiiiiiiiiiiit ettt e e eeeeeeasesessesasssssessssaeseeseseeseesessesssesaseseaesaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaaens 832 788 1,363
Bonds and debt instruments, hEAZING .....ccvevvieiiiiiiecieeeee et 526 1,460 418
Other assets With Credit FiSK ..........oiuiiiiiiieccie e e e e e e e sab e e e ssbe e e sntaeeeneaeas 4,459 5,030 5,440
Total on-balance sheet maximum exposure to credit risk .......ccccceeieiiiiirnneiiiiiiisnnnnnneiessnsnsnnnenenens 841,267 822,375 803,009

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

FINQNCIAl UAIANTEES ..eecuviieeeiiiee ittt et e et e s tee e et e e e aae e e aaeeeeaaeeeebeeessbaeesnsaeeensseaessseeesssnesanses 10,515 9,185 11,847
UNUSEA OVEFATATES .uviiiviiiiciiiecciee ettt ettt ettt eette et eeeeareeeetteeeeaaeeeeabeeeeabeeesbaeesbseesesseeeasseeennseeennseeens 36,990 34,545 35,019
LOaN COMMIEMENTS oottt aaaannnnnes 41,566 36,001 30,412

Total off-balance sheet maximum exposure to credit risk 89,071 79,731 77,278

Maximum exposure t0 Credit Fisk ......ccccveeiiiiiiiiircnniiiiiiiineeeienisneessessssssenssesssssssssnssssssssssnnns 930,338 902,106 880,287
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57. Loans and receivables to customers specified by sectors:
30.06.2013 31.12.2012 30.06.2012

INAIVIAUALS .ttt et h et h e e a e b s bt e bt et e s bt sbe e bt et e sbeese e b enbeens 44.5% 42.8% 41.1%
Real estate activities and CONSTIUCTION .....oueiiuiiiiiiiiiiee et 13.1% 12.1% 13.1%
LT o L= T To [V 1Y i YA 11.2% 12.0% 12.9%
Information and communication tEChNOIOZY ........cocueeriiriiiiiiieeeeeee e 4.4% 5.1% 4.6%
Wholesale and retail trade .........ooeeeiieiiniie et 9.0% 9.8% 9.8%
Financial and iNSUraNCe aCtiVItIES ......c.ceiueeiuieiueerieeieeee ettt sttt 4.5% 4.4% 4.2%
Industry, energy and manufacturing . 4.0% 4.0% 5.0%
TrANSPOITATION «.eeeeiitie ettt ettt ettt e et e st e e e bt e e eabe e e sne e e seaneessane e e sabeeesnreenanne 3.5% 3.8% 3.5%
SEIVICES .ottt ettt ettt sttt e e st st et s bt s b e et b e e b e e e R bt e et e n e e R et e an e e bt e be e s anesareeneennee 3.3% 3.3% 3.0%
PUBIIC SECLOT ..ttt st sttt e b e e sb e e s st e st e e be e st e e saeeeatesaseenbeesaeesaneens 1.6% 1.8% 1.6%
LY TolU LU X [T I (o =T o oY AR 0.9% 0.9% 1.2%

100.0% 100.0% 100.0%

58. Collateral and other credit enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty and the exposure type. The
main types of collateral obtained are as follows:
- Retail loans to individuals: Mortgages in residential properties.
- Corporate loans: Charges over real estate properties, fishing vessels and other fixed and current assets, inventory and trade
receivables, cash and securities.

- Derivative exposures: Cash or treasury bills.

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 held by the Bank against different types of financial assets is specified as follows:

30.06.2013 Cash and Real Fishing Other Total

securities estates vessels  collateral  collateral
Cash and balances with Central Bank ..........ccocevvieriinnienienieeeeseeneeee, - - - - -
Loans and receivables to credit inStitutions ..........cccccoereeiienenenienenenens - - - - -

Loans and receivables to customers:

INAIVIAUALS ..t 595 213,165 48 805 214,613
Real estate activities and cONStrUCLION .......cccevuvveieeeiiiiniiiiee e 815 51,641 5 415 52,876
FiShiNG INAUSTIY ..cveiiiiiiieieeeee et 1,933 2,496 53,063 5,798 63,290
Information and communication technology ........c.ccceceeveiriienienneeneenne 26 816 - 22,017 22,859
Wholesale and retail trade ........cocvveeeeveeieiieeeeeeeeeceee et 2,357 14,092 7 26,040 42,496
Financial and insurance activities .........cccceeevveeieieeeciee e 17,462 1,588 - 966 20,016
Industry, energy and manufacturing .. . 177 7,283 1 10,584 18,045
TranNSPOrTAtION ...vviieeiiiiiiiiie et e e s s bbr e e e e s s saaaes 69 523 51 4,020 4,663
SEIVICES .ottt ettt ettt b et b e e bttt sb e eat et s b s bt et e nbesbeeas 275 3,173 71 2,686 6,205
[0 o T o Y=Yl o OSSR 32 3,663 - 146 3,841
AgricUltUre and fOrESTrY ..ouviiiieiieiieceesee et sae e 10 2,230 - 153 2,393
Bond, debt instruments and derivatives .........cccceeeeveeeeieeeciie e 1,779 - - 68,987 70,766

Collateral held against different types of financial assets 25,530 300,670 53,246 142,617 522,063
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58. cont.
31.12.2012 Cash and Real Fishing Other Total
securities estates vessels  collateral collateral
Cash and balances with Central Bank . - - - - -
Loans and receivables to credit institutions .........cccceeveereeniiiniinieenecneee - - - - -
Loans and receivables to CUSTOMETS: ........ccceveeieneriinienereeieeeeeeeeee
INAIVIAUAIS .t e eaaee e 556 212,357 40 219 213,172
Real estate activities and CONSLrUCLION ......cccveeeeveeeeivieecieee e 675 49,416 6 702 50,799
FIShING INAUSTIY .oveeieieecee e e 1,877 2,325 58,274 6,222 68,698
Information and communication technology .........cccceeeveevveevieeveeneennenns 78 547 - 18,312 18,937
Wholesale and retail trade ........cccceeevveeviveeenns . 1,909 12,705 - 8,550 23,164
Financial and insurance activities 9,924 532 - 8,876 19,332
Industry, energy and manufacturing ........c.ccceceeveenienieniiecseeseeseeeee e 140 6,659 1 1,189 7,989
TranNSPOITATION ...ueeiieeiiiiiiiee e e e e e e s s 71 503 19 904 1,497
SEBIVICES ..vvviieeiieiitite e e e ettt et e e e s tre e e e e s sttaeeesesasbaeeeesesabaaeeeesesabbseeeessnnren 252 2,785 57 1,973 5,067
[0 o [TeR Y=Yl o) S TSROSO 29 3,261 - 91 3,381
Agriculture and forestry 10 1,569 - 12 1,591
Bond, debt instruments and derivatives ..........ccceeeeeveeeeieeeceeee e 1,219 - - 68,628 69,847
Collateral held against different types of financial assets ..........cccccec..... 16,740 292,659 58,397 115,678 483,474
The information is for loans and collateral at the Bank only.
Comparative information for 30 June 2012 is not available.
59. Credit quality by class of financial assets is specified as follows:
Neither Past
past due but  Individu-
due nor not ally
30.06.2013 impaired  impaired impaired* Total
Cash and balances with Central Bank ...........ccoovvuveeeeeieiiiieeeeeeeeiirieee et e e eeearaeeeeeennns 25,717 - - 25,717
Loans and receivables to credit iNSTItULIONS ......ccceeeeeveeiiieiieiee et 109,732 - - 109,732
Loans and receivables to customers:
[eF: [ oI o olo] g oTo] - | =1 S PP P R OPPPPPPPIN 272,853 18,358 22,178 313,389
Loans to individuals 218,833 25,658 9,377 253,868
Bonds and debt iINSETUMENTS ......ccvviiiciieiieiiee ettt et e eebre e e eare e e eareeeenes 132,744 - - 132,744
DBIIVALIVES ...ttt st s et e s e st e s e s e e s neeenne 832 - - 832
Bonds and debt instruments used for hedging ........cccceecueeveereerciecceeeeee e 526 - - 526
Other assets With Credit FisK .........coouiiiiiiiiiiie e e 4,459 - - 4,459
Credit quality of loans and receivables ........cccccieiiiiireeeiiiiiiinnnnneeiensneeesesssssseneenns 765,696 44,016 31,555 841,267
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59. cont.
Neither Past
past due but  Individu-
due nor not ally

31.12.2012 impaired  impaired impaired* Total
Cash and balances with Central Bank .........cccccooveiiiieeieiiiicieeccree et 29,746 - - 29,746
Loans and receivables to credit inStitULioNS .......c.ccoeveeieiiieiiiiec e 101,011 - - 101,011
Loans and receivables to customers:

LO@NS tO COMPOrates .....uuiiiiiiiiiiiiiiiiitiec e 275,837 17,851 30,149 323,837

LoaNSs tO INAIVIAUAIS ....ecvieiieie ettt e e e e re e s e e eaneeaneas 200,080 22,845 19,848 242,773
Bonds and debt instruments 117,730 - - 117,730
DEIIVALIVES ... 788 - - 788
Bonds and debt instruments used for hedging ..........ccoceecvevinineiiiininicieecceee 1,460 - - 1,460
Other assets With Credit FiSK .......ccuviiiieiiiiie ettt e ebe e ebaeeenes 5,030 - - 5,030
Credit quality of loans and receivables .........ccccceeeiciceeeeiienicnnnnnneeeeesicnssneenns 731,682 40,696 49,997 822,375
30.06.2012
Cash and balances with Central Bank .........ccecooveiieieeieiieiccieec e 16,280 - - 16,280
Loans and receivables to credit institutions 71,769 - - 71,769
Loans and receivables to customers:

LOANS £0 COMPOTateS .....veieiuiiieiiieeeit ettt ettt st et e s e e s e e sabeeeennee 280,699 29,156 42,597 352,452

LOaNs tO INAIVIAUAIS ....ecvieiiecie et et e et re e s e e enreenaeas 176,910 23,428 26,096 226,434
Bonds and debt iNSTrUMENTS .....ccvvieiiiieiiee et e e sbae e e etae e e 128,853 - - 128,853
DIIVATIVES .. iiiiiiei e ————————————————————————————————————, 1,363 - - 1,363
Bonds and debt instruments used for hedging .. 418 - - 418
Other assets WIith Credit FiSK .......civiiiieeiiirie ettt eere e e ere e sbe e e ebaeeenns 5,440 - - 5,440
Credit quality of loans and receivables .........cccceviiiiicereieiiiiinnnereninnnnneeeeeeesesssenseenns 681,732 52,584 68,693 803,009

* The figures for individually impaired reflects both impairment due to legal uncertainty related to foreign currency loans as well as
impairment due to a deterioration in the borrower's credit quality.

60. Past due but not impaired loans by class of loans and receivables:

More
30.06.2013 Upto 31to60 61 to 90 than 90
30 days days days days Total
Loans and receivables to COrporates ........covevveereereesieeseeseesee e 7,026 1,314 1,071 8,947 18,358
Loans and receivables to individuals ..........ccceeeviiiiieiicecieeee e 11,583 4,562 1,713 7,800 25,658
Past due but not impaired loans and receivables ........cccccceeeernnnereiennne 18,609 5,876 2,784 16,747 44,016
31.12.2012
Loans and receivables t0 COrporates .......cccevueeeiieeeeieeeeiee e 6,285 951 322 10,293 17,851
Loans and receivables to individuals ..........cceooveiiiiiiiiieiiiiieeee e 8,719 3,558 287 10,281 22,845
Past due but not impaired loans and receivables 15,004 4,509 609 20,574 40,696
30.06.2012
Loans and receivables to COrporates ........ccocceveerveeecieereesee e ce e 12,998 5,026 639 10,493 29,156
Loans and receivables to individuals ..........cocvveeeveeeireeciree e 8,942 672 3,246 10,568 23,428
Past due but not impaired loans and receivables ........cccccoeeeernnnererennnne 21,940 5,698 3,885 21,061 52,584
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60. cont.

The majority of the past due but not impared loans have been acquired at discount. These loans are not considered to be impaired
unless the specific allowance exceeds the discount received.

61. Collateral repossessed
During the period, the Group took possession of real estates with the carrying value of ISK 756 million and other assets with the value

of ISK 5 million, all which the Group is in the process of selling, see Note 38.

62. Impaired loans and receivables to customers specified by sector:

Loans impaired due Loans impaired due
to borrower to FX-loan court
credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan

ment carrying ment carrying  pairment carrying
30.06.2013 amount amount amount amount amount amount
INAIVIAUALS .o 12,172 18,995 901 3,455 13,073 22,450
Real estate activities and construction .........ccccceeeevveinveeeeeennns 4,627 9,593 870 1,773 5,497 11,366
FiShing iNAUSLIY ..covveiiieniecieceeeee e 2,400 4,486 1,717 4,134 4,117 8,620
Information and communication technology .........c.ccceeueeueenee 42 55 48 56 90 111
Wholesale and retail trade ..........cccoeveeiinininiciiececicee, 5,188 8,700 855 1,819 6,043 10,519
Financial and insurance activities ........cccccceveeivvveeeeeecciveee e 7,044 10,029 999 1,377 8,043 11,406
Industry, energy and manufacturing ........ccocceveveeveeneencvenineenne 693 1,408 77 223 770 1,631
Transportation .. . 23 24 331 2,201 354 2,225
SEIVICES .ottt 1,219 1,625 204 394 1,423 2,019
PUDBIIC SECLOT .. 29 38 102 138 131 176
Agriculture and forestry .....c..coceecevininieiincnccce 732 1,142 87 250 819 1,392

34,169 56,095 6,191 15,820 40,360 71,915

31.12.2012
INAIVIAUALS ..o 13,143 19,397 5,032 18,626 18,175 38,023
Real estate activities and construction ...........ccceeeevevveeninneennnns 4,684 10,091 1,586 4,139 6,270 14,230
Fishing iNAUSEIY ...ooviiiiiieeeee e 2,361 4,343 2,648 6,913 5,009 11,256
Information and communication technology .........c.cccecueeueenne 7,561 11,192 187 307 7,748 11,499
Wholesale and retail trade ........ccceeeeeeeeciiiieeeeecceeee e, 5,295 8,399 2,639 5,638 7,934 14,037
Financial and insurance activities ..........cccccoevvvvvereeeeiinveeeeeeenns 6,405 8,363 1,142 1,492 7,547 9,855
Industry, energy and manufacturing .........cocceeeeeveevvenvesinnenns 604 1,152 483 999 1,087 2,151
TransPOrtation .....coceeeeiieeeriieerieeeee e 35 40 36 120 71 160
Services . 744 1,168 505 1,328 1,249 2,496
PUDBIIC SECLOT ..ttt 30 38 262 406 292 444
Agriculture and forestry ......cooeeveeveenieeie e 636 895 422 1,391 1,058 2,286

41,498 65,078 14,942 41,359 56,440 106,437
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62. cont.
Loans impaired due Loans impaired due
to borrower to FX-loan court
credit quality rulings
Impair- Loan Impair- Loan Totalim- Total loan
30.06.2012 ment carrying ment carrying  pairment carrying
amount amount  amount amount amount amount
INdividuals ....ccoeveeienininieereneeee 12,635 22,485 6,525 22,771 19,160 45,256
Real estate activities and construction ...........cccccvveecveeeineennns 3,941 12,233 1,597 2,815 5,538 15,048
Fishing iNdUSTIY ......ooviriiiiiiiieteeeeeee e 1,404 9,195 2,889 3,247 4,293 12,442
Information and communication technology ...........ccccceeeuenee 7,518 7,940 171 274 7,689 8,214
Wholesale and retail trade ........cccoveeeveeennen . 3,260 9,292 2,774 8,475 6,034 17,767
Financial and insurance activities 5,408 9,028 57 130 5,465 9,158
Industry, energy and manufacturing .........ccceveveveveeveeveesnnnnns 513 2,541 407 2,977 920 5,518
Transportation ... 26 60 54 68 80 128
Services ............. . 650 2,766 553 794 1,203 3,560
Public sector 412 1,128 79 120 491 1,248
Agriculture and forestry ......ooevveevieeriesie e 619 936 483 1,393 1,102 2,329

63.

36,386 77,604 15,589 43,064 51,975 120,668

This note refines the presentation of impairments by separating those that are due to the uncertainty related to foreign currency loans
from impairments that are due to deteriorating borrower credit quality. At 30 June 2013, a provision of ISK 13,790 million had been
made for losses due to court rulings for illegal FX loans, in addition to the ISK 9,674 million previously written of for this reason. ISK
6,191 million of provisions are due to loans with a carrying value of ISK 15,820 million that are still on the Group's balance sheet. The
balance of ISK 7,599 million is due to loans which have been paid up and is accounted for in the Statement of Financial Position as other
liabilities. This balance will be paid out following the calculation of the loans.

Large exposure

A large exposure is defined as an exposure to a group of financially related borrowers which exceeds 10% of the Group's capital base
net of eligible collateral according to FME rules No 216/2007.

The legal maximum for individual large exposures is 25% of capital base and the sum of all large exposures cannot exceed 400% of
capital base.
The largest exposure to a group of connected clients at the end of the period was ISK 29 billion (31.12.2012: ISK 29 billion and

30.6.2012: ISK 31 billion) before taking account of eligible collateral, excluding claim on Drémi. The Group has four large exposures at
the end of the period (31.12.2012: four exposures and 30.6.2012: four exposures) net of eligible collateral.

30.06.2013 31.12.2012 30.06.2012
no. Gross Net Gross Net Gross Net
T DFOMI ittt sttt sttt e ae e 42% 0% 43% 0% 45% 0%
TP P PR PR PROPPRPRON 18% 18% 18% 18% 18% 18%
 J OO RS ROP PO RPRRIOPIOPPRRPPRORY 16% 16% 18% 17% 20% 20%
Qe st re e 14% 14% 14% 14% 14% 14%
D ettt st st be et sae e st ebeeshtesabeenre et 11% 11% 11% 11% 12% 12%
Sum of eXposure gross > 10% ......cccvvverereiesessssnnensssssssssannanns 101% 59% 104% 60% 109% 64%

No large exposure exceeds the legal limit of 25% of the Group's capital base at the end of the period. The Ministry of Finance has
pledged that Arion Bank will be held harmless from the exposure due to the bond claim on Drémi. The FME has ruled that the Group
can use the hold harmless statement as a credit enhancement towards the claim on Drémi. Consequently, the Group finds that the net
exposure on Dromi is zero.

The sum of all large exposures is 99% of the Group's capital base before collateral mitigation or 57% net of eligible collateral, which is
well below the 400% legal maximum.
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Market risk

64. Market risk

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

65. Interest rate risk in the non-trading book

The following table shows the sensitivity of net present value of interest bearing assets and liabilities to changes in interest rates by
currency and interest fixing period in million of ISK in the Group. Risk is quantified as the net change in value of interest bearing assets
and liablities, when assuming a simultaneous parallel shift upwards of all yield curves by 100 basis points. The sensitivity does not
relate to variation of annual net interest income.

30.06.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
CPIIndexed lINked ........coovevieririiieereeeeeeeeeeee e ISK (18) (804) (93) (2,066) 1,441
Non Indexed linked ISK (164) (418) (34) (27) (17)
EUR 75 (2) - - -
Other 11 (4) - - -

31.12.2012
CPIIndexed lINked ........coceeveririiieereeeeeeeee e ISK (35) (603) (282) (1,980) 811
Non Indexed lINKed .........cooviiriinieniiiieeeee e ISK (102) (433) 57 - (10)
EUR 71 (3) - - -
Other (35) (6) (50) - -

Comparative information for 30 June 2012 is not available.

66. Interest rate risk in the trading book

Interest rate risk in the trading book is quantified in the same way as that of the non-trading book.

30.06.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
CPl Indexed lINKed .......coceevueenieniiiieeeeeee e ISK - (11) (38) (26) (241)
Non Indexed lINKed ........cceevuievierieeie e ISK (37) 17 (26) 16 -
EUR 1 - - - -
Other (1) - - - -

31.12.2012
CPlIndexed lINKed .......coceevueenieniiiieeieeeeeeee e ISK - (19) (80) (5) (270)
Non Indexed linked ISK (50) (17) (8) (36) -
EUR (5) - - - -
Other (2) - - - -

Comparative information for 30 June 2012 is not available.
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67. The table below analyses the Group's assets and liabilities at carrying amount by residual maturity.

30.06.2013 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount  demand months months years years  maturity
Cash and balances with Central Bank ................... 25,717 16,613 - 9,104 - - -
Loans and receivables to credit institutions ......... 109,732 81,085 28,401 - 246 - -
Loans and receivables to customers .................... 567,257 11,002 34,951 107,562 199,789 213,953 -
Bonds and debt instruments .........coocvvveeevniinvenennn. 132,744 5,714 8 16,032 69,480 41,510 -
Shares and equity instruments ...........ccceeeevveeeneen. 16,735 - - - - - 16,735
Derivatives ..o, 832 455 177 - 200 - -
ASSELS 1Q ..o 12,813 455 10,235 13 2,110 - -
Liabilities 1€G ........ccoceevueeeeeeiiiiniiiecseeeen (11,980) - (10,057) (13) (1,910) - -
Securities used for hedging ........ccccocveevveeeiieeennns 3,460 527 - - - - 2,933
Investment Property ......coeeeeveveeenieeenieeesieeenene 28,911 - - - - - 28,911
Investments in assOCiates ......cccceeeeveiiciiinnnnnnn, 14,424 - - - - - 14,424
Property and equipment ... . 7,433 - - - - - 7,433
Intangible assets .....ccvvveeerieeeciie e 5,283 - - - - - 5,283
TAX @SSELS cuviiiiiriiiireceerre e 495 - - - 495 - -
Non-current assets held for sale ........ccccceeeevennnns 10,086 - - - - - 10,086
Other assets ......... 60 2,605 843 936 14 1,463
Assets 30.06.2013 115,456 66,142 133,541 271,146 255,477 87,268
Liabilities
Due to credit institutions and Central Bank ......... 25,727 14,671 5,129 - 5,927 - -
DEPOSIES veeuveeeeeriierieeniie e sttt naeas 466,834 240,009 156,349 34,679 27,525 8,272 -
Financial liabilities at fair value ........ccoeeeeuveeenneen.. 10,005 - 9,407 183 415 - -
ASSELS 1 .ot (25,763) - (12,375) (2,426) (11,962) - -
Liabilities 1€G .......ccveeeeeesiieieiesesieeieseeen 26,618 - 11,632 2,609 12,377 - -
Short position bonds and derivatives ................ 4,174 - 4,174 - - - -
Short position bonds used for hedging ............. 4,976 - 4,976 - - - -
Tax [labilities ...coveveeriieieeeie e 4,049 - 756 2,266 1,027 - -
Non-current liabilities held for sale ... 614 - - - - - 614
Other [iabilities .......cccceerierveriieniereeeeeeen 49,410 515 39,076 201 3,184 211 6,223
BOITOWINES ...veveeiieieeeieeiesieeieee e 203,100 - 1,578 2,868 28,975 169,679 -
Subordinated liabilities .........cccccoveeivieeieieeeeeeens 32,503 - - - - 32,503 -
Liabilities 30.06.2013 ..........cccceerurerirnercssnnecninnne 792,242 255,195 212,295 40,197 67,053 210,665 6,837
Off-balance sheet items:
GUATANTEES .eeeeveeieeiieete ettt st saee e 10,515 2,239 1,859 4,077 1,083 1,257 -
Unused overdraft .....c.cccoeveeeeeeeecieeceeee e 36,990 702 9,128 15,956 11,127 77 -
Loan commitments .......ccccvvieeiiiniiiiieeseeniieeeee e 41,566 2,928 17,342 11,923 9,373 - -
Off-balance sheet items .........cccoevevriirneeiiinnnenen. 89,071 5,869 28,329 31,956 21,583 1,334 -
Net interest sensitivity 8ap .....ccccoveerecreeeccinnennane 47,717 (145,608) (174,482) 61,388 182,510 43,478 80,431
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67. cont.
31.12.2012 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount  demand months months years years maturity
Cash and balances with Central Bank ................... 29,746 21,121 - 8,625 - - -
Loans and receivables to credit institutions ......... 101,011 84,033 16,721 - 257 - -
Loans and receivables to customers .................... 566,610 3,000 47,511 92,258 208,232 215,609 -
Bonds and debt instruments ..........cccocveeviieennneen. 117,730 7,034 - 25 69,087 41,584 -
Shares and equity instruments .........cccoceevverenennne. 16,844 - - - - - 16,844
Derivatives ......ccceeevieeirieeieeceeeee e 788 - 693 23 72 - -
YR Y= ) =T SRS 18,737 - 16,739 444 1,554 - -
LiGDIlItES 1€G ..o (17,949) - (16,046) (421) (1,482) - -
Securities used for hedging ........ccccceevvveveeneennene 2,438 1,460 - - - - 978
Investment property ......ccoceeeveeeeinieeeniieeenieeenee 28,919 - - - - - 28,919
Investments in assOCIiates .....ccoeevvevvccnnneneiiiiinnnns 7,050 - - - - - 7,050
Property and equipment ... 6,311 - - - - - 6,311
INtangible asSets .......ccoceeveeveenieeie e 4,941 - - - - - 4,941
TAX ASSELS weeiiiieeiiieeeiie et 463 - - 17 446 - -
Non-current assets held for sale ..........ccceceevveene. 11,923 - - - - - 11,923
Other @SSetS ....cccveeeeieeeiree et 5,901 64 2,500 2,047 401 18 871
Assets 31.12.2012 ........cceeevererenenn 900,675 116,712 67,425 102,995 278,495 257,211 77,837
Liabilities
Due to credit institutions and Central Bank ......... 32,990 12,742 12,360 7,659 229 - -
DEPOSILS ..vvvieeeiiiiiiiiiee ettt 448,683 268,016 118,584 34,890 24,947 2,246 -
Financial liabilities at fair value ........cccceeeevveeenneen. 13,465 - 12,575 98 480 312 -
Assets leg (25,677) - (6,037) (4,533) (9,646) (5,461) -
Liabilities 1€g ........cueecuveeveeiiesiaecieesieesiesiesanns 26,652 - 6,122 4,631 10,126 5,773 -
Short position bonds and derivatives ................ 5,163 - 5,163 - - - -
Short position bonds used for hedging ............. 7,327 - 7,327 - - - -
Tax liabilities ....cccveeeciie et 3,237 - 474 1,425 1,338 - -
Non-current liabilities held for sale ...................... 1,769 - - - - - 1,769
Other liabilities .. 40,348 492 25,952 5,180 3,207 308 5,209
BOITOWINGS w.vvvveeiiiiiiiieeeeeiiiieee e 195,085 601 1,865 2,858 31,686 158,075 -
Subordinated liabilities .........cccovvveeeeeeeinieieeeeenns 34,220 - - - - 34,220 -
Liabilities 31.12.2012 ........cccceeeeeeereeererenenenenenennns 769,797 281,851 171,810 52,110 61,887 195,161 6,978
Off-balance sheet items:
GUAANTEES .oeiiiieee ettt e e 9,185 1,806 3,639 1,462 939 1,339 -
Unused overdraft .......cccccveeeveeeeireeceeee e 34,545 691 8,971 11,768 13,035 80 -
Loan commitments .........ccccceeiiiii 36,001 1,051 19,201 5,816 9,932 1 -
Off-balance sheet items ...................... 79,731 3,548 31,811 19,046 23,906 1,420 -
Net interest sensitivity g8ap ......cccceeereriiisinneennnna. 51,147 (168,687) (136,196) 31,839 192,702 60,630 70,859
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67. cont.
30.06.2012 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount  demand months months years years maturity
Cash and balances with Central Bank ................... 16,280 8,685 - 7,595 - - -
Loans and receivables to credit institutions ......... 71,769 68,346 3,178 - 245 - -
Loans and receivables to customers . 578,886 11,570 53,625 79,247 220,849 213,595 -
Bonds and debt instruments ........ccccceevveeeireeeennenn. 128,853 6,445 104 2,034 78,956 41,314 -
Shares and equity instruments ...........ccceeeevveeeneen. 15,408 - - - - - 15,408
DEriVALIVES ...cceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee e 1,363 - 756 1 560 46 -
ASSELS 1B .t 30,311 - 16,434 164 7,972 5,741 -
Liabilities 18G ........cccevevuerereeiesisieieeseeeen (28,948) - (15,678) (163) (7,412) (5,695) -
Securities used for hedging .........ccccecevenirinnenne. 1,516 418 - - - - 1,098
Investment property 28,379 - - - - - 28,379
Investments in assoCiates .......ccccvveeeeerriiiieeeeiennnne 3,020 - - - - - 3,020
Property and equipment ......ccccevvieeeriieeniieeennnen, 6,232 - - - - - 6,232
Intangible assets ........cocceeveerienienieeeeeee e 5,008 - - - - - 5,008
TaX @SSELS weeiiiiiiiiie e 548 - - - - - 548
Non-current assets held for sale ..........ccceeeevveenne 16,303 - - - - - 16,303
Other assets ......... 163 2,351 2,428 403 96 1,044
Assets 30.06.2012 95,627 60,014 91,305 301,013 255,051 77,040
Liabilities
Due to credit institutions and Central Bank ... 20,837 13,016 5,178 2,643 - - -
DEPOSITS vovveveeeieieeiieiieiesie et e ettt aeeeas 445,249 288,224 89,967 34,540 29,730 2,788 -
Financial liabilities at fair value ........ccceeeevveeenneen. 10,439 - 10,101 - 297 41 -
ASSELS 1B ..ttt (12,235) - (7,271) - (141) (4,823) -
Liabilities 1€G ........cccoceeveerereeiisesieieeseeee 12,666 - 7,364 - 438 4,864 -
Short position bonds and derivatives ................ 3,969 - 3,969 - - - -
Short position bonds used for hedging ............. 6,039 - 6,039 - - - -
Tax liabilities .....ccvevereeieiereeeee e 4,028 - - 4,034 - - (6)
Non-current liabilities held for sale ...................... 4,174 - - - - - 4,174
Other liabilities .....ccceceverieieieeeeee e 45,052 7,326 6,585 21,923 3,163 231 5,824
BOITOWINES ..ot 192,953 - 1,432 3,397 17,377 170,747 -
Subordinated liabilities .........cccccoeeeeieeieiieeeeeeas 32,175 - - - - 32,175 -
Liabilities 30.06.2012 ...........ccccceeererirssnnnnnsrssenens 754,907 308,567 113,263 66,537 50,567 205,981 9,992
Off-balance sheet items:
GUATANTEES ..o 11,847 3,092 1,195 3,465 2,556 1,539 -
Unused overdraft .......cccccveeeveeeeiivee e 35,019 985 7,100 13,197 13,710 27 -
Loan commitments .. 30,412 2 12,566 7,493 9,993 358 -
Off-balance sheet items .......ccccceeeeiiiriiereieienennns 77,278 4,079 20,860 24,155 26,259 1,924 -
Net interest sensitivity gap ......ccccevvvvviiicicnnennnen. 47,865 (217,017) (74,111) 612 224,188 47,144 67,049
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68. Inflation risk

The Group is exposed to inflation risk when there is a mismatch between inflation linked assets and liabilities. The total amount of
indexed assets amount to ISK 256.7 billion (31.12.2012: ISK 262.0 billion and 30.06.2012: ISK 267.4 billion) and the total amount of
indexed liabilities amount to I1SK 215.8 billion (31.12.2012: 216.8 billion and 30.06.2012 ISK 223.6 billion).

30.06.2013 Uptol 1to5 Over 5
year years years Total
Assets, CPl indexed linked

Loans and receivables t0 CUSTOMETS ......cuuiiiiiieiiiiie ettt e e e 2,535 57,882 187,788 248,205
Bonds and debt iINSETUMENTS .....cocvviiiirieeiciiee ettt et e e eebe e sebreeeeraeeeenns 38 194 3,161 3,393
Off-balance ShEet POSILION ...cc.vuiieiieeciee et e e srae e e aae e - 5,096 - 5,096

Assets, CPl indexed linked ... 2,573 63,172 190,949 256,694

Liabilities, CPI indexed linked

[T oo 1 1 £ ROSTURRPRIN 61,141 21,826 5,329 88,296
BOITOWINES ...ttt ettt ettt s e e st e st e st e s bt e e e snbeeessbeeesabeeesnrneennnne 44 507 126,940 127,491
Liabilities, CPl indeXed lINKed .........ccccireriiiiiiiiinnnniiiniinneneceiessssnnseesssssessssnnssssnens 61,185 22,333 132,269 215,787
Net on-balance Sheet POSItION .....cc.ecciieiierierieeeeree et e s (58,612) 35,743 58,680 35,811
Net off-balance sheet POSItION ........cocueiiiiiiiiiie e - 5,096 - 5,096
CPI Balance 30.06.2013 ........cccceeiirrrnnneninencssnnnesssessssssnnnsssssssssssansanns (58,612) 40,839 58,680 40,907
CPIBalance 31.12.2012 ...coceeeieeieecieeeieeete e e esteeseeesteste et e e saesaeessseesseesseessaessseensaenseenns (60,232) 18,321 87,051 45,140
CPI Balance 30.06.2012 .....ccueevueeiierieeeieeeieeieesieeseeesteeteeseessaessaessseesseesseessnessseesseessenns (64,948) 28,577 85,003 48,632

69. Currency risk

Currency risk is the risk of loss due to adverse movements in foreign exchange rates. The Group is primarily exposed to currency risk
through a currency mismatch between assets and liabilities. The liabilities of the Group are predominantly ISK denominated deposits
whereas the Group's assets consist largely of foreign currency denominated loans to customers. Net exposures per currency are
monitored centrally in the Bank.

The following table shows the breakdown of assets and liabilities by currency at the end of the reporting period. Note that net real
position is not relevant for 30 June 2013 and 31 December 2012.

Assets ISK EUR usD CHF GBP JPY Other Total
Cash and balances with Central Bank 17,229 5,899 212 362 372 1,300 343 25,717
Loans to credit institutions ................ 22,537 25,708 12,501 1,639 18,917 2,967 25,463 109,732
Loans and receivables to customers. 440,516 50,228 22,970 17,563 5,941 10,071 19,968 567,257
Bonds and debt instruments ............. 132,139 - 605 - - - - 132,744
Shares and equity instruments .......... 9,772 5,798 919 - 211 - 35 16,735
Derivatives ......coceeeeeeeereenieneeee 306 458 39 6 20 3 - 832
Securities used for hedging ............... 3,460 - - - - - - 3,460
Investment property 28,911 - - - - - - 28,911
Investments in associates .................. 14,424 - - - - - - 14,424
Property and equipment ................... 7,433 - - - - - - 7,433
Intangible assets ......cccccvveeviiieeeciieennnns 5,283 - - - - - - 5,283
TaX @SSELS .eovvviiiriieieeceece e 495 - - - - - - 495
Non-current assets held for sale ....... 10,086 - - - - - - 10,086
Other assets .......ccoeveevieneneeicnenee 4,443 587 782 - 32 - 77 5,921

Assets 30.06.2013 697,034 88,678 38,028 19,570 25,493 14,341 45,886 929,030
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69. cont.

Liabilities ISK EUR usbD CHF GBP JPY Other Total
Due to credit inst. and Central Bank .. 21,676 2,034 323 435 1 1,258 - 25,727
DEPOSILS ..vvvvveeeiiiiiiieeeeeieeee e 390,265 24,333 10,802 612 10,530 1,395 28,897 466,834
Financial liabilities at fair value ......... 9,476 505 7 - - - 17 10,005
Tax liabilities .....ccceevveeeeecieeieeeereens 4,049 - - - - - - 4,049
Non-current liabilities held for sale ... 614 - - - - - - 614
Other liabilities ......cccccevvueeveiviereenns 37,184 1,396 1,165 112 7,810 471 1,272 49,410
BOITOWINGS ..evveeeeiieeeieeeieeeee e 134,954 2,463 20,109 20,326 6,644 8,613 9,991 203,100
Subordinated liabilities ..........cccecuvenes - 26,271 2,481 - 3,751 - - 32,503
EQUILY eveeeeeeeeeeeeeeeee e 136,788 - - - - - - 136,788
Liabilities 30.06.2013 ............cccccee.... 735,006 57,002 34,887 21,485 28,736 11,737 40,177 929,030
Net on-balance sheet position .......... (37,972) 31,676 3,141 (1,915) (3,243) 2,604 5,709

Net off-balance sheet position .......... 13,716  (15,062) 2,179 747 5,423 (972) (6,031)

Net position 30.06.2013 .........cevvenn... (24,256) 16,614 5,320 (1,168) 2,180 1,632 (322)

31.12.2012

Net on-balance sheet position .......... (32,510) 16,235 1,258 (6) 274 3,388 11,361

Net off-balance sheet position .......... 14,347 (8,624) 3,667 1,239 3,321 (3,672) (7,800)

Net position 31.12.2012 .......ccccevuuuee (18,163) 7,611 4,925 1,233 3,595 (284) 3,561

30.06.2012

Net on-balance sheet position .......... (42,488) 12,885 10,832 4,442 (101) 10,148 4,282

Net off-balance sheet position .......... 14,716  (12,024) (5,229) - 3,971 (3,243) 1,809

Net position 30.06.2012 .........cccuveeeens (27,772) 861 5,603 4,442 3,870 6,905 6,091

Loans to customers with ISK income . 10,740 (2,063) (560) (4,909) (109) (2,925) (174)

Net real position 30.06.2012 ............. (17,032) (1,202) 5,043 (467) 3,761 3,980 5,917

Liquidity risk

70. An important source of funding for the Group is deposits from individuals, corporations and institutional investors. The Group's
liquidity risk stems from the fact that the maturity of loans exceeds the maturity of deposits.

Secured liquidity

The Bank calculates its secured liquidity ratio from cash on hand and cash balances with the Central Bank of Iceland, Treasury notes
and Housing Financing Fund bonds which are held specifically as liquidity reserves and other eligible assets for repo transactions with
the Central Bank and compare it with the total interest bearing liabilities.
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70. cont.

The FME has set a guideline for minimum secured liquidity ratio and a minimum cash ratio. These guidelines stipulates that the Bank
should have adequate liquidity reserves to withstand an instantaneous deposit outflow of 20% (Secured liquidity ratio), and that cash
and cash equivalents shall amount to at least 5% (Cash ratio) of on-demand deposits. The Bank's ratios during the period were as
follows, compared to last year:

30.06.2013 31.12.2012 30.06.2012
Liquidity Cash  Liquidity Cash Liquidity Cash
ratio ratio ratio ratio ratio ratio
Period-Nd ....ccoeiriiiiiiiiesieeee e e 38% 32% 33% 31% 32% 14%
IMIAXIMUIM ©eeiiiieeeiee et e e s e s e e e e ssbe e e ssbaeesnaeas 42% 38% 37% 31% 37% 23%
IMIINTMUIM Lo e e s baeesnaeas 32% 20% 28% 10% 28% 10%
Average 36% 29% 32% 17% 32% 14%

Deposit stickiness

The Group's deposit base has been split into seven different categories depending on its stickiness. The term stickiness of deposit
defines the past stability of deposit and the projected behaviour over time. A deposit is described as being sticky if it has shown to be a
stable funding for the Group in the past and is expected to remain stable in the future. Every depositor within a specific group shares
common characteristics that can be used as a measure of stickiness. The criteria for different levels or categories of stickiness include,
but not limited to, behaviour of depositor over time, behaviour of depositor in stressed condition, the depositors business relationship
with the Group and the maturity of the deposit. These criteria's are based both on qualitative and quantitative methods.

— Due to Central Bank: Excluded from stickiness categorisation;

— Capital controls: Deposits from customers believed to be waiting for the lifting of capital controls;

— Resolution process: Deposits from customers in a resolution process;

— Investors: Deposits from investors who may withdraw when other investment opportunities appear or competitor offers higher
deposits rate;

— Deposits - legal entities: Deposits from legal entities with no other business relationship with the Group and not quantified as an
active investor;

— Deposits - retail individual: Deposits from retail individual with no other business relationship with the Group and not quantified as
an active investor;

— Deposits - legal entities with business relationship: Deposits from legal entities with business relationship with the Group; and

— Deposits - retail individual with business relationship: Deposits from retail individual with business relationship with the Group.

The table below shows the split between different levels of the Group's deposit stickiness at the end of the period, compared to last
year, according to the Group's classification. The rating 7 means the stickiest deposits and the rating 1 the least sticky.

% of deposit base:

30.06.2013 31.12.2012 30.06.2012

Stickiness rating
Due to Central Bank ... . - 12,358 -
1 Capital CONLIOIS ...eevveeeeeiieeeceee e 2% 8,321 2% 8,746 2% 10,961
2 ReSOIULION PrOCESS ...vveevveeeiiiieeciieeecieeeciee e e cere e e e eanes 17% 86,438 18% 82,338 15% 69,225
3 INVESTOIS .ttt 26% 129,968 21% 101,827 25% 118,099
4 Deposits - legal entities ..... . 14% 67,484 14% 63,445 11% 52,529
5 Deposits - retail individuals .........cccceereenveeeceereesee s 11% 52,382 11% 53,239 12% 55,171
6 Deposits - legal entities with business relationship ............ 12% 61,482 16% 73,098 18% 78,053
7 Deposits - retail individuals with business relationship ....... 18% 86,486 18% 86,622 18% 82,048
100% 492,561 100% 481,673 100% 466,086
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Capital management

71. The capital base at 30 June 2013 amounts to ISK 163,252 million. The capital adequacy ratio, calculated in accordance with Article 84 of
the Act on Financial Undertakings was 24.3%, exceeding the minimum legal requirement of 8%.

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

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

The Group is subject to capital requirements which are specified by the FME following the Supervisory Review and Evaluation Process
(SREP). The Group’s capital base exceeds the FME‘s SREP requirements (2012: the same).

A reclassification of securities was made in 2012, from the trading book into the banking book in precise compliance with the Basel I
standard. Now only securities in the Bank's proprietary trading book are classified in the trading book, while other securities are
classified in the banking book.

The table shows the Group's RWA calculations: 30.06.2013 31.12.2012 30.06.2012

Capital Base

Y 4TI o= o1 - | SRS 2,000 2,000 2,000
Y 4T oLt =1 001 0T S 73,861 73,861 73,861
OLNEE FESEIVES ...evveeeee ettt ettt e e eee e e e e e e et ae e e e e e ssttbaseeeeesasseaeeeeeassssaeeeeeesssaeaeeseastbaeeeeeeenntaaeeeens 1,638 1,639 1,637
RETAINEA BAININGS ....viieiiiieeiie ettt et e ee et e e st e e et e e st ae e sbaeeesaeeessbeaesssaeesssaeeansaeaansaeesnseesnseenn 55,709 49,572 44,002
NON-CONLIOIING INTEIESES ..veeieiiieiieeciee et estee et ee e ree et e e e e e ebe e e e saaeeessbeeessbeeesnteeesnsaeaesseeennseaanns 3,580 3,806 3,643

136,788 130,878 125,143
(5,283) (4,941) (5,008)

Total Equity ...

Intangible assets ...

Tax assets ...ccceeeveeceerneennen. . (495) (463) (548)
Other statutory deductions .. (136) - -
Total Tier 1 capital ............ .. 130,874 125,474 119,587
SUDOIINGTE [IADIIITIES ..veieivieeirie ettt e e e ta e e e ebe e e e tbee e aseeeesseeeenseeeeareeesn 32,503 34,220 32,175
Other statutory deAUCTIONS .....c.eeciiiiieciiecee ettt ettt s e et e e et e e s e e s teete e teessaesabeebeesseesseesaseensaesen (125) - -
Rl O Vo111l T TN 163,252 159,694 151,762
Risk weighted assets

CFEOIt FISK 1.ttt 563,702 557,964 560,283
IMIAFKET FISK FX ..ttt ettt ettt et st e st e bt e s ae e sat e sabeesbeesbeesabeenbeebeenneesnseenneans 28,472 20,063 28,936
IMArKET RISK OTHET ...ttt et e e et e e et e et e e sba e e ebae e s sabeeessseeesnseaeansaeannnns 6,339 7,407 33,348
OPErAtIONAI FISK ...ttt sttt sat e sttt e e sabe st e e beebeenaeas 72,329 72,329 58,976
Total Risk Weighted assets ......cccueiiiiiiiiiieiiiiiniiiiirniseere e sssass s s ss s sasse s s sessssssnns 670,842 657,763 681,543
THEE L rAtI0 woiiii i 19.5% 19.1% 17.5%
Capital AEQUACY FALIO ..eeueeieieiiiiieete ettt ettt st sttt be e s bt e st e et e e beesabesabe et e eneenaeas 24.3% 24.3% 22.3%
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OTHER INFORMATION

Related parties

72. The Group has a related party relationship with Kaupskil ehf., Kaupthing hf., the Group's associates, the Board of Directors of Arion
Bank, management personnel of the Bank and close family members of individuals referred to above.

Icelandic State Financial Investments (ISFI, a separate state institution under the Ministry of Finance) manages a 13% stake in Arion
Bank. ISFI and related entities are defined as related parties and balances and transactions with these entities are included in the tables
below under Shareholders with significant influence over the Group.

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

30.06.2013
Net
Balances with related parties: Assets  Liabilities balance
Shareholders with significant influence over the Group .........cceeveeiievieriecece s - (9,501) (9,501)
Shareholders with control OVEr the GrOUP ........cccuiiiiieiienie ettt st e 567 (62,918) (62,351)
Board of Directors and key Management PErsonNNEl ........ccccevcveevueereesiesieeieeseeseesee e esreeseeseneens 174 (94) 80
Associates and other related PArties ......ceiciereerie ettt et e st e 49,153 (22,077) 27,076
49,894  (94,590)  (44,696)

31.12.2012
Net
Balances with related parties: Assets  Liabilities balance

Shareholders with significant influence over the Group - (1,960) (1,960)

Shareholders with control OVEr the GrOUD .......cccueeciieieecie et e et te et see e e e s aeeneens 704 (61,095) (60,391)
Board of Directors and key Management personnel .........ccoceeeeeviinenieiieneninnieneneseeeese e 129 (128) 1
Associates and other related PArties .....ccvicieceeree e ee e e te et e s e e e teeee e aeesnnesneeens 53,737 (16,379) 37,358
54,570  (79,562)  (24,992)

30.06.2012
Net
Balances with related parties: Assets  Liabilities balance
Shareholders with significant influence over the Group .........cocveeiiecieieesece e - (1,789) (1,789)
Shareholders with coNtrol OVEr the GrOUP ........ceciiiiiiiriienie ittt 473 (61,286) (60,813)
Board of Directors and key Management personnel .. 202 (98) 104

Associates and other related PArties .....cevceerierieriieee ettt et e ae e saaesareeas 56,805 (16,263) 40,542
57,480 (79,436) (21,956)

Events after Balance Sheet date

73. Events after Balance Sheet date

In July 2013 Arion Bank completed ISK 3.0 billion covered bond offering in new serie, Arion CBI 19. The aim is to list the bonds at
NASDAQ OMX Iceland. The bonds are inflation indexed with 2.50% fixed interest and mature in 2019.
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