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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 September 2014 include the Interim Consolidated
Financial Statements of Arion Bank ("the Bank") and its subsidiaries, together referred to as "the Group".

Operations during the period

Net earnings amounted to ISK 22,633 million for the period ended 30 September 2014. The Group’s equity amounted to ISK 159,765 million
at the end of the period. The capital adequacy ratio of the Group, calculated according to the Financial Undertakings Act, was 24.6% and
official CET 1 ratio was 20.3%. Both ratios comfortably meet the requirements set by law and the Financial Supervisory Authority ("FME").
The liquidity position was strong at the end of the period and well above the regulatory minimum.

The Group performed well during the period. Net interest income is stable despite the strengthening of the Icelandic krona and lower
inflation. Fee and commission income increased substantially, with an increase recorded in all business segments between years. Net
impairment of loans and other assets is positive by ISK 2.9 billion, reflecting a successful closure of loan restructuring during the period. The
Bank levy is several times higher than the same period in the previous year, but is expected to be similar to last year on a full year basis.

The sale and listing of shares in HB Grandi hf. had a significant influence on the Group's performance in the second quarter. In April the Bank
sold an 18.8% share in HB Grandi hf. in connection with the listing of the company on NASDAQ OMX Iceland. Prior to the sale the Bank held
a 31% share in HB Grandi hf. and classified the shareholding as Non-current assets and disposal groups held for sale. The realized gain from
the sale, amounting to ISK 6,290 million, is recognized as Net gain from discontinued operations but the unrealized gain is included in the
Net financial income. The remaining shareholding in HB Grandi hf. is classified as Financial instruments.

The Financial position of the Group at the end of September has changed slightly from the position at year end. The changes in Balances
with Central Bank, Loans to credit institutions and Financial instruments are the results of the Bank's liquidity management. In June the Bank
sold its subsidiary Landfestar ehf. to Eik fasteignafélag hf. and in return the Bank received a 44% shareholding in Eik fasteignafélag hf. In July
the Bank sold a 20% shareholding in Eik fasteignafélag hf. and holds as a result 24% at the end of September. The main effects of the sale of
Landfestar ehf. on the financial position of the Group is a decrease in Investment property and an increase in Investment in associates. In
May Arion Bank paid ISK 7,811 million dividend to its shareholders.

The Group had 1,135 full-time equivalent positions at the end of the period, compared with 1,145 at the end of 2013, and 899 of these
positions were at the parent company Arion Bank hf., compared with 911 at the end of 2013.

Outlook

Arion Bank is a leading universal bank on the Icelandic market and enjoys a strong position in all its business segments. Over the last few
years the Bank has reduced the risk in its loan portfolio by increasing the share of retail mortgage loans, mainly through the acquisition of
mortgage portfolios. The loan portfolio now comprises loans to individuals and companies in equal measure. Asset quality has continued to
improve and problem loans as a percentage of equity are now starting to resemble those of other Nordic banks. The Bank has taken a
leading position in the Icelandic market as regards lending to new export revenue generating industries both in the health care sector and in
power intensive industries. The Bank's objective is to further strengthen this position. The Bank has furthermore increased its international
loan portfolio by lending to the fishing- and marine industries in the neighbouring countries, thus achieving targets for diversification and
growth.

Arion Bank has improved the quality of its funding. The Bank has focused on extending the maturities of its deposit base as demonstrated by
its very strong LCR. In October Standard & Poor's confirmed the rating of BB+ and changed the outlook from stable to positive. Bank's credit
rating still remains one notch below the rating of the Republic of Iceland. The Bank aims to issue a benchmark bond in the near future and
the positive ratings outlook is expected to further enhance investor demand for Arion Bank's bonds.

The core of the Bank’s business is traditional banking activities. The focus in the near future will be to further improve operations and to
take advantage of the foundations already in place to continue to build a strong diversified bank with healthy returns. In June a new main
branch was opened in Borgartin 18, where user-friendly technology is introduced to the customer to a greater extent than before. This is in
line with the Bank's aims to continue reducing operating expenses, mainly through automation and further optimization in both back office
functions as well as the branch network. The Bank’s solid position will enable it to support its customers in their operations and investment
activities domestically as well as in their current operation and expansion internationally.
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ENDORSEMENT AND STATEMENT BY THE BOARD OF
DIRECTORS AND THE CEO

Group business and ownership

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

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

Endorsement of the Board of Directors and the Chief Executive Officer
The Interim Consolidated Financial Statements for the period ended 30 September 2014 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 and cash flows of
the Group for the period ended 30 September 2014 and its financial position as at 30 September 2014.

Further, in our opinion the 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 September 2014 and confirm them by means of their signatures.

Reykjavik, 18 November 2014

Board of Directors

Monica Caneman
Chairgman
&W&M Ol - — "> .

Benedikt Olgeirsson drun Johns Méns Héglund
[
W %% pon®r
Kirstin p. Flygenril péra Hallgrimsdéttir

Chief Executive Officer

v

Hoskuldur H. Olafsson
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INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME
FOR THE PERIOD FROM 1 JANUARY TO 30 SEPTEMBER 2014

Notes 2014 2013 2014 2013
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

INEEIEST INCOMIE i 40,036 43,363 13,155 13,314
Interest expense .... (21,727)  (25,050) (6,812) (7,668)
Net interest iNCOME .....cccceeeeiciiiiiieeneciiienieeeencsieeeneeenns 6 18,309 18,313 6,343 5,646
Fee and COMMISSION INCOME .....coiiiiiiiieeeeiireeeeeeecitree e e e eeear e e e e e setbaeeeeeeeesrseeeeeeenanneees 13,679 11,881 4,762 4,141
Fee and COMMISSION EXPENSE .....eevveeriierieeieeieerreesee s e eseesseesreesreesseeeseesseesssesseesseanes (3,560) (3,597) (1,236) (1,155)
Net fee and commission iINCOME ........cceeeeeeeierrrieeeenerieenens 7 10,119 8,284 3,526 2,986
Net fINANCIAI INCOME w.eiiveeiicieeeecee e et e erae e e tbe e e eateeeenreeenns 8 5,861 954 1,994 658
Other operating income .. 9 3,963 4,035 689 1,610
Operating iNCOME ......cccciiiiiiiiiiiiiiiii e 38,252 31,586 12,552 10,900
Salaries and related expense .. . 10 (10,026) (9,439) (2,862) (2,760)
Other OPErating EXPENSE ..cc.uicuieceeeieecteeseeeee e e et e s e srteeeeeseeesseesseesneeeseeseesseesrnessneas 11 (8,598) (8,744) (2,787) (2,516)
NEt IMPAITMENT ..eiiieiieeee e e e e sar e s e ree e e nneesneeesan 12 2,877 (119) 876 (253)
EQrnings Defore taxX .....cccccieiiiciceneiiiiiinnenteiisiesssnneesssssssssnessssssssssnssessssssssnsnesssssssssnnns 22,505 13,284 7,779 5,371
INCOME tAX EXPENSE ...vvieeieireeteesteestteeteeteerteesseesssesseesseesseessseesseesseesseesseeasseasseeseensen 13 (4,456) (2,851) (1,989) (1,102)
BANK IBVY . bbb eae s 14 (2,008) (300) (633) (112)
Net earnings from continuing operations ..........cccceeeieiiisnneniiiniisssnnnenninnsssnnensnssssnene 16,041 10,133 5,157 4,157
Net gain (loss) from discontinued operations, net of taX ......ccccevveeriieriieinieeniienieeniens 15 6,592 (3) 67 62
NEt CAININGS ...euvvrrererererssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssssssssssssssnsns 22,633 10,130 5,224 4,219
Attributable to
Shareholders of ArionN BanK ..........ccoeeiiiveiieiee et cree et e eeare e eeaaeeeenaeeeeens 22,369 10,230 5,106 4,093
Non-controlling interest 264 (100) 118 126
NEt CAININGS ...uvvvreerererrrensssssssesssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsns 22,633 10,130 5,224 4,219
Other comprehensive income
Exchange difference on translating foreign subsidiaries .........ccccccevveeveescenceeceennenns 31 (4) (2) (2) (1)
Total comprehensive income for the period .........ccccveviiveeniiiniiinnnneiinnninnnneneennen. 22,629 10,128 5,222 4,218
Earnings per share from continuing operations
Basic and diluted earnings per share attributable to the
shareholders of Arion Bank (ISK) .....cc.uecieeiiieiiieiiesie ettt ve et e ssaesneenes 16 7.89 5.12 2.52 2.05

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

AS AT 30 SEPTEMBER 2014

Assets

Cash and balances with Central Bank ..........ccoccueeiiiiieiiesieeece st ees
Loans to credit INSTILULIONS ......iiciiie e e e bee e st e e e e s

Loans to customers

FINANCIal INSTIUMEBNTS ..ottt ettt be e st st e e ne e b e sane e
INVESTMENT PrOPEITY ..c.evieiiiiiiiiieceee ettt e st
INVESTMENTS IN @SSOCIATES ...eeeieiiiiiiiie ittt et et e e e e s e e snneesanee
QYT a =41 o] LI LY =] PSPPSR
LI D 2= £ PP PTTTPT
(043 T T =Y PSSP SUP PP

Total Assets
Liabilities

Due to credit institutions and Central Bank .........cccceeveerierieniinieeeeeereeeeeeee e
DEPOSIES ittt e
Financial liabilities @t fair VAlUE .........coceiiririiieee e
TAX HADILIES .veeneieiie ettt ettt st s bt e s bt e e sbeeteenaeensaesane
Other [ADIITIES «.eeueeeeeeeeeee et n e nnees
Borrowings .-
Subordinated [abilItIEs .......cooveiieeiee s

Equity

Share capital and Share PremMium ... e e sre e saaees
OthEr FESEIVES ...ttt sb e st b e s bttt b e bt et

Retained earnings

NON-CONEIOIIING INTEIESE c..veeiiiiiiiieeieerte ettt st s esae e st e s beenbeenaeens

Total Equity

Total Liabilities and Equity

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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Notes

25
26

31
31

30.09.2014 31.12.2013 30.09.2013

33,335 37,999 20,116
108,621 102,307 113,202
652,598 635,774 576,204
99,223 86,541 154,387
2,901 28,523 29,382
22,025 17,929 14,856
5,337 5,383 5,348
660 818 702
17,471 23,576 22,747
942,171 938,850 936,944
21,131 28,000 28,548
482,518 471,866 471,768
6,038 8,960 9,834
6,103 4,924 4,815
43,464 43,667 42,218
191,947 204,568 206,065
31,205 31,918 32,809
782,406 793,903 796,057
75,861 75,861 75,861
1,633 1,637 1,637
77,149 62,591 59,802
154,643 140,089 137,300
5,122 4,858 3,587
159,765 144,947 140,887
942,171 938,850 936,944

Amounts are in ISK millions




INTERIM CONSOLIDATED STATEMENT OF CHANGES IN EQUITY
FOR THE PERIOD FROM 1 JANUARY TO 30 SEPTEMBER 2014

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 September 2014
Equity 1January 2014 ........ccoceeievienienieeenieneeeeee e 75,861 1,637 62,591 140,089 4,858 144,947
Total comprehensive income for the period ...................... (4) 22,369 22,365 264 22,629
Dividend Paid ....c..eoveeueeieierieeeeeee e (7,811) (7,811) (7,811)
Equity 30 September 2014 ..........cccooveeiiieeiriieniiiieenniaees 75,861 1,633 77,149 154,643 5,122 159,765
Changes in equity from 1 January to 30 September 2013
Equity 1 January 2013 .....cccooeeieieniieieieeeee e 75,861 1,639 49,572 127,072 3,806 130,878
Total comprehensive income for the period ..........ccceue.. (2) 10,230 10,228 (100) 10,128
Decrease due to dividend paid to
non-controlling iNterest .......ccoccevveeveenienienieeeeseeseen (119) (119)
Equity 30 September 2013 .........cccceviiveerriiniiissnnneneiininens 75,861 1,637 59,802 137,300 3,587 140,887

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY TO 30 SEPTEMBER 2014

2014 2013
1.1.-30.9. 1.1.-30.9.
Operating activities

A=) =TT oY o =& T OO PPPPPPPPPPPPPPPON 22,633 10,130
Non-cash items included in net earnings and other adjustments ... . (26,604) (14,666)
Changes in operating assets and laDilItIES .........c.cevuiiiuieiieiie e et eae e e aeebeereens (14,333) (20,832)
RN = T A Yol <117 USSP 29,891 25,715
INEEIEST PAIA™ ..ttt ettt sttt e b e e s bt e s hb e s a b e e st e et e et e e ssteeabe et e e st e satesabesabeenbeenbee e (10,919) (7,530)
DiIVIAENT FECEIVEM ...ttt e e e he e sae e et e bt e s b e e s ae e e b e et e e b e e s meeeaneeaneenseennnesaneennees 874 46
Income tax and BanK [8VY Paid .........oocuiiiiiiiiirieiie ettt ettt st sttt et e st st b e sbe e ab e st e ete e beeaaas (1,999) (1,512)
Net cash used in operating activities (457) (8,648)
Investing activities
Net investment in asSOCIated COMPANIES ......uiivuiiriiirie ettt ettt et st e e e sbe e st e sateesbeesbeesbeesasesnseenee 3,283 (25)
Net investment in property and equipment and intangible assets ........cccccvererierciiece e (698) (2,275)
Net cash from (used in) investing activities 2,585 (2,300)
Financing activities
Dividend paid to shareholders of Arion Bank ..........c.eeueeiiiiieiiice et e s s enaeas (7,811) -
Dividend paid to NON-CONTrOHING INTEIEST ....cvveiviieie et e et e e e aae et e enreesreesaneennens - (119)
Net cash used in financing activities (7,811) (119)
Net decrease in cash and Cash EQUIVAIENTS .........ccuieiieiiieiccee ettt e e sae e ae e e e sreesreeenseeseenes (5,683) (11,067)
Cash and cash equivalents at beginning of the Period ..........couoviiiiiiiiri e 99,683 105,173
Effect of exchange rate changes on cash and cash eqUIVAIENTS ........cceccvieiiicieccie e (291) (4,923)
Cash and cash equivalents at the end of the period 93,709 89,183
Non-cash investing and financing transactions
Assets acquired through foreclosure on collateral from customers with view to resale .........cccoceveeriieineeneenne 898 9,127
Settlement of loans through foreclosure on collateral from customers with view to resale ........cccccoeevvvvieecieennes (898) (9,127)
Changes due to the sale of Landfestar:
Changes iN INVESTMENT PIrOPEITY .oo.veiviiriiiieeie ettt ettt st sb et sbae st e s be e beesseesaeesasesnseenseesasenas (23,131) -
Changes in INVeStMENT iN @SSCOCIATES .....uiieiuiieeiiie it ettt e e st e e e e s e e e eraeesbaeeeaaeeenseeas 7,242 -
Changes iIN DOITOWINES ....eciiiiieiieiie sttt sttt ettt e st e st e et e esbeesaeesaseebeesbeesssessseesseenseenssennsesnseens 14,769 -
Changes iN taxX Habilities .......cc.vieeiiiiciee et s e e s tae e e sae e enee e enseeensseeensaeeennes 1,120 -

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

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF CASH FLOWS
FOR THE PERIOD FROM 1 JANUARY TO 30 SEPTEMBER 2014

2014 2013
1.1.-30.9. 1.1.-30.9.
Non-cash items included in net earnings and other adjustments

Net interest income (18,309) (18,313)
NET IMPAITMENT ...ttt ettt e e et e e rte e te e et e ebeebeeeseesaeeesseesbe e baeesseesseenseenseassassseenseenseenseesasennsenn (2,877) 119
Income tax expense 4,456 2,851
BANK TBVY .ottt ettt ettt e et e e e ettt e e e ab e e e eabe e e e tae e e ta e e e aaee e ataeeaabaeaabaeeaaeeeabaeeabaeeansbeeeanteeeanreeannnen 2,008 300
Net foreign eXchange (BaIN) 10SS ....uiiiuierieriiiieeiee st steete e e e st e s te et e e tee s e e saeesrseesseesseesseessseenseeseenseesnsesnsenns (564) 1,036
Net gain on fiNANCIal INSTIUMENTS ..co.iiiiiiiiiieie et st sttt st e ettt e se e e sabesateebeeaees (4,423) (484)
Depreciation and @amMOrTISALION .......ccuiiiiiiieiie e se e st e e e e s e e s e e s e e e sbae e e naaeeeaaes 1,045 849
Share of loss (gain) of associates and fair value change 27 (430)
Investment property, fair Value Chane ....c..ecciiciiceceeee ettt e s e e e e r e e be e sreeenneas (935) (475)
Net (gain) loss on disposal of property and eqUIPMENt .........cccviviiriiiiiiiinee e (296) 18
Net gain on disposal of INVESTMENT PrOPEITY ......ecueieiieieriecee ettt s esae e e ste e s e e e saeeteenneenneas (144) (140)
Net (gain) loss from discontinued operations, NEt Of TaX .......ccceiviiriirieriieneeee ettt (6,592) 3
Non-cash items included in net earnings and other adjustments ........c.cccevuiiiiiiiiiiieniiseeininenneeecneene (26,604) (14,666)
Changes in operating assets and liabilities
Mandatory reserve With Central Bank .........coccocieiiiiiieniinieeie ettt ettt st st sat e sabesbeesbeesaeesaeas (177) (250)
Loans to credit institutions . (7,351) (18,271)
LO@NS 1O CUSTOMIEBLS ..vviiiuvieeiiieeeiieeeitteeeetteeeetaeeeeaeeeebeeesebaeesbseeeassaeeasseeeasassansaeeaasaeesnsseessseessseeansseeesssesesssaeennnen (7,718) (12,211)
FINANCIAl INSTIUMENTS ...eiiiiiiiiecic ettt e s e et e et e e teesaaesaaeesse e baessseesseesteeseesseessteenseenseanssessnesnsenseensnn (7,556) (14,571)
INVESTMENT PrOPEITY cueeieieiieeeitie ettt eete ettt st et e st e ettt e st e s ab e s bbeessabeeesabeeesabaeeeasbeeensbeesnseesanneesnnneeenanees 3,570 298
[0 =T T =1 YU SURRRRRRRE 11,506 2,780
Due to credit institutions and Central Bank .........cccueeiiiieiiiieeciie s e eetre e s eare e e eve e e eabeeesabeeesnsaeens (6,931) (4,442)
[D =] o Yo 1Y 1 £ PSP O PP PP PPPPPPRROPPRY 4,139 13,796
Borrowings .. . (1,973) 11,170
(08 =T 1= o 11T AT RSOSSN (1,842) 869
Changes in operating assets and llabilities .......ccccccccvvreeiriiiiirineiiieiiireeeerescrsneeeresesssnnsesssesesssnnesssssssssnnnenes (14,333) (20,832)
Cash and cash equivalents comprises
Cash in hand and demMand DEPOSILS .....cceuuiriiriiierierie ettt ettt e st e st s be e beesbeesabesabeebeebeensaenanenane 33,335 20,116
DUE FromM Cradit INSTIEULIONS ..veiiiuiiiieieeiciee ettt eetee et e e et e e eete e e eebeeeeebreeeebaeeeesbeeeesbeeeesteeeesseeeanseeeanseeesnseeesrnes 69,538 78,054
Mandatory reserve with Central Bank ... (9,164) (8,987)
Cash and cash equivalents at the end of the period ..........cccoevueiiiiiiiniiiiiiiinr e 93,709 89,183

The notes on pages 10 to 54 are an integral part of these Interim Consolidated Financial Statements.
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NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

GENERAL INFORMATION

Arion banki hf., the Parent Company, was established 18 October 2008 and is incorporated and domiciled in Iceland. The registered
office of Arion banki hf. is located at Borgartun 19, Reykjavik. The Interim Consolidated Financial Statements for the period ended 30
September 2014 comprise the Parent Company and its subsidiaries (together referred to as "the Group").

1. Basis of preparation

Statement of compliance

The Interim Financial Statements are consolidated and have been prepared in accordance with International Financial Reporting
Standard IAS 34, Interim Financial Reporting as 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 2013. The statements are available at Arion Bank's website www.arionbanki.is.

The Interim Consolidated Financial Statements were approved and authorised for issue by the Board of Directors of Arion Bank on 18
November 2014.

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

Functional and presentation currency

The Interim 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. At the end of the period the exchange rate of the ISK against the USD
was 121.01 and 152.72 for the EUR (31.12.2013: USD 115.09 and EUR 158.49).

2. Significant accounting estimates and judgements in applying accounting policies

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

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

The key sources of estimation uncertainty are within:
- impairment losses and reversal of impairment losses on loans;
- the foreign currency loan portfolio caused by legal dispute and court judgements;
- investment property;
- assets classified as held for sale; and

- investments in associates.
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3. The Group

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

Equity interest
Country Currency  30.9.2014 31.12.2013  30.9.2013

AFL - sparisjodur, Adalgata 34, Siglufjorour .......cccceeeeveeecieeecieecineee Iceland ISK 99.3% 99.3% 99.3%
Arion Bank Mortgages Institutional

Investor Fund, Borgartin 19, ReykjaviK .........cccceveeviieeeniieeniieeciieens Iceland ISK 100.0% 100.0% 100.0%
BG 12 slhf., Borgartin 19 Reykjavik ........cccceeveevienininiiiiininicicicniee Iceland ISK 62.0% 62.0% -
EAB 1 ehf., Borgartin 19, Reykjavik ........cccceverveeviniiniiiininicicicce, Iceland ISK 100.0% 100.0% 100.0%
Eignabjarg ehf., Borgartiin 19, Reykjavik ........cccccceveniriiiienininnienenne Iceland ISK 100.0% 100.0% 100.0%
Eignarhaldsfélagid Landey ehf., Hatdin 2b, Reykjavik .......cccccccerereennene Iceland ISK 100.0% 100.0% 100.0%
Landfestar ehf., Alfheimar 74, Reykjavik ...........cccevvverevererirsrriennnns Iceland ISK - 100.0% 100.0%
Okkar liftryggingar hf., S6ltin 26, Reykjavik .......c..ccceverininiinincnncnne Iceland ISK 100.0% 100.0% 100.0%
Stefnir hf., Borgartiin 19, Reykjavik ........cccccoeveriiiininininnicncncneee, Iceland ISK 100.0% 100.0% 100.0%
Valitor Holding hf., Dalshraun 3, Hafnarfjordur .........cccocevevininnnnnns Iceland ISK 60.8% 60.8% 60.8%

At the end of June 2014 the Bank sold its subsidiary Landfestar ehf. to Eik fasteignafélag hf. The main effects on the Interim
Consolidated Statement of Financial Position is a decrease in Investment property by ISK 23.1 billion. The total effects of Landfestar ehf.
on the Interim Consolidated Statement of Comprehensive Income is approximately ISK 850 million net income in the first half of 2014.
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OPERATING SEGMENT REPORTING

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

Inter segment pricing is determined on an arm's length basis. 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.

Operating segments

The Group comprises six main operating segments:

Corporate Banking provides services to the Bank’s larger corporate customers. Its role is to provide comprehensive financial services
and tailored services to meet the needs of each company.

Retail Banking, including Arion Bank Mortgages Institutional Investor Fund and AFL - sparisjodur, provide a comprehensive range of
services. That includes among other advice on deposits and loans, savings, payment cards, pension savings, insurance, securities and
funds. To maximize operational efficiency the branch network is divided into six clusters, with the smaller branches capitalizing on the
strength of larger units within each cluster. Customers of Retail Banking's 26 branches all around Iceland are over 100,000.

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

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

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. (sold in June 2014), Okkar liftryggingar hf., Valitor holding hf. and other smaller entities
of the Group.

Headquarters: Overhead, Risk Management, Accounting, Legal, Operations and Corporate Development.
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4. The Group's business segments

Asset Other Head-

Manage- divisions quarters

1.1.-30.9.2014 Corporate Retail mentand Investment and Sub- and
Banking  Banking Stefnir Banking  Treasury sidiaries Elimination Total
Net interest income ........cccceeeveenens 5,479 9,339 380 218 3,643 (728) (22) 18,309
Otherincome ......ccceceevvenuennen. 965 1,917 2,753 6,658 (772) 6,917 1,505 19,943
Operating income . 6,444 11,256 3,133 6,876 2,871 6,189 1,483 38,252
Operating expense (446) (4,183) (1,030) (536) (195) (3,613) (8,621) (18,624)
Net impairment ......cccceeeeneen. 2,841 (223) - (398) 683 (55) 29 2,877
Earnings before tax .........ccceeeueerrunees 8,839 6,850 2,103 5,942 3,359 2,521 (7,109) 22,505
Net seg. rev. from ext. customers 13,068 18,850 1,523 7,159 (11,087) 7,302 1,437 38,252
Net seg. rev. from other segments .... (6,624) (7,594) 1,610 (283) 13,958 (1,113) 46 -
Operating income ................. 6,444 11,256 3,133 6,876 2,871 6,189 1,483 38,252
Depreciation and amortisation - 226 - - - 245 574 1,045
Total assets ......ccccevveeerricnnnne 240,775 411,823 4,996 31,504 175,998 56,803 20,272 942,171
Total liabilities .......ccccccevveuneene 202,251 367,403 2,452 26,463 138,631 27,686 17,520 782,406
Allocated equity ......ccocuveeerene 38,524 44,420 2,544 5,041 37,367 29,117 2,752 159,765

1.1.-30.9.2013

Net interest income ......c.cceceecvenuennene 6,648 8,942 393 80 3,213 (1,129) 166 18,313
Otherincome ......cccceceevuenenen. 496 1,818 2,316 2,178 (510) 6,366 609 13,273
Operating income ................. 7,144 10,760 2,709 2,258 2,703 5,237 775 31,586
Operating expense (462) (4,073) (920) (439) (174) (3,865) (8,250) (18,183)
Net impairment .........cceeuveeenne 798 (2,841) (3) 1,772 204 (42) (7) (119)
Earnings before tax 7,480 3,846 1,786 3,591 2,733 1,330 (7,482) 13,284
Net seg. rev. from ext. customers ..... 13,080 16,960 995 2,082 (8,625) 7,324 (230) 31,586
Net seg. rev. from other segments .... (5,936) (6,200) 1,714 176 11,328 (2,087) 1,005 -
Operating income .......ccceeveeeeeeenenenns 7,144 10,760 2,709 2,258 2,703 5,237 775 31,586
Depreciation and amortisation ......... - 131 - - - 161 557 849
Total assets ......cccervreeririnerniseeniinnes 243,267 338,882 4,357 32,876 234,838 73,518 9,206 936,944
Total liabilities ........ccoceervrueriineennnne 204,344 307,221 2,050 27,616 200,600 45,970 8,256 796,057
Allocated equity ......ccceevuereiineeiiinnnes 38,923 31,661 2,307 5,260 34,238 27,548 950 140,887

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

Discontinued operations are excluded from the profit and loss segment information.
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QUARTERLY STATEMENTS
5. Operations by quarters

2014

NEt INTEreST INCOME ...eiieiiiiiee e e ree e e e e s
Net fee and COMMISSION INCOME .....ooueiiiiiiriieiieieieeeee et
Net financial iINCOME (EXPENSE) ...ovuviriieriiiiierie ettt st
Other 0pPerating INCOMIE ...cocviie ittt e e st ae e s ssaeesssteeesnreeennnes

Operating iNCoOME ......ccccvviiiiiiiiiiiiii s

Salaries and related EXPENSE .........ccevieieiiiriiniiie s
Other OPErating EXPENSE ...eiivuiiiriieeiieeesiieeerteeereeesseeeesteeesbeeesbeeessbaeesseeessseeesnnseesnns
Net impPairMeNt .....c.cociiiiiiii e
Earnings before tax .......ccccceeeccicnneneiiicnsneneeensscsssnneenns

TAX EXPEISE .tieeiieeiiiteeee e ettt e e s ettt e e e s sttt e eeeesant e eeeeseaabnteee s s e abarteeesesnbbeeeeeennanrreeeeann
Net earnings from continuing operations .........cccoeceeiiieeinisseennsneeenineeinneeeeseeeseees

Net gain from discontinued operations, Net of taX .......cccceeeevieerieeiieere e,
Net @arniNgS ..ccccveeiiiiiiiiiiiiiiiiric s s s s sa s s e s e s s

2013

Net interest iNCOME ....c.cuiviiiiiiiiii e
Net fee and COMMISSION INCOME .....ooueiiiiiiriiiiieieie ettt
Net financial iINCOME (EXPENSE) ..cevuviriiiriiiriiirieeie ettt e
Other OpPerating INCOMIE ...cocuiieiieeceee et ree et ee et e e st e e essaeeesseeeesneeeennnes
Operating iNCOME ......ccceviiiiiiiiiiiiiiiiiii s ssssssssssnes

Salaries and related EXPENSE ........evvieiiiriiinierie ettt sttt
(01 o T=T =)o 1T YR UUSPPURPNS
NEL IMPAITMENT ..ttt ettt s e s s e s sabe e e sabeeesbneesnnee

Earnings before tax .

TAX EXPEISE ..vtieieeeiieteeees ettt e e s ettt e e e s satbeeeeeesanseaeeesaaarataees s e ababteeeseaabbbeeeeeaaanrraeeeenn

Net earnings from continuing operations ..

Net gain (loss) from discontinued operations, net of taX ......ccccceveervieriierieeneeneeniennne.

Net @arnings ......ccccceeviieiiririicscsescresesssssesesssesssssesens
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Q3 Q2 Q1 Total
6,343 6,483 5,483 18,309
3,526 3,445 3,148 10,119
1,994 4,439 (572) 5,861

689 2,356 918 3,963
12,552 16,723 8,977 38,252
(2,862) (3,714) (3,450) (10,026)
(2,787)  (3,064)  (2,747)  (8,598)

876 34 1,967 2,877

7,779 9,979 4,747 22,505
(2,622)  (1,867)  (1,975)  (6,464)
5,157 8,112 2,772 16,041

67 6,433 92 6,592
5,224 14,545 2,864 22,633
5,646 6,379 6,288 18,313
2,986 2,849 2,449 8,284

658 1,123 (827) 954
1,610 1,249 1,176 4,035
10,900 11,600 9,086 31,586
(2,760) (3,357) (3,322) (9,439)
(2,516)  (2,951)  (3,277)  (8,744)
(253) 456 (322) (119)
5,371 5,748 2,165 13,284
(1,214)  (1,260) (677)  (3,151)
4,157 4,488 1,488 10,133

62 14 (79) (3)
4,219 4,502 1,409 10,130

Amounts are in ISK millions
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF COMPREHENSIVE INCOME

6. Net interest income 2014 2013 2014 2013
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

Cash and balances with Central Bank ...........cccocvieiiiieeiiie e 501 621 169 157
[0 Y- o - PSR OPPPPPPRIRY 36,227 35,663 11,953 10,946
SECUILIES 1evvviiiiiiiiiiieieeeeeeeeeeee et e e e e e e e e e e e e e e e e e e e e e e e e e e e e e eeeeeeeeeeeeeeeeeeeeeeeeeeeeaeeeeaasasasanannnn 2,824 6,579 845 2,095

[0 4 V=T USRS 484 500 188 116
Interest iNCOME ....ccuueiiiiiiienenciiiiiinenicseiireneessseeesnnssees . 40,036 43,363 13,155 13,314
Deposits (12,808) (14,417) (4,024) (4,511)

Borrowings (7,876) (9,555) (2,413) (2,783)
Subordinated Habilities ........cooeiriiriirie et (974) (996) (324) (334)
(69) (82) (51) (40)

(21,727)  (25,050) (6,812) (7,668)

18,309 18,313 6,343 5,646
Net interest income from assets and liabilities at fair value ..........cccceeevieeiiieeccieecnen. 2,824 6,578 845 2,094
Interest income from assets not at fair value .... . 37,212 36,785 12,311 11,220
Interest expense from liabilities not at fair value ........ccccovcevieniiniinenecece (21,727) (25,050) (6,813) (7,668)

NEt iNtEreSt iNCOME .....cciieeeeeiiiiiiiiiciieeiieeeereeerterennssieeeeeseasnssssesssessnsssssssssssnnnsssnsnans 18,309 18,313 6,343 5,646

7. Net fee and commission income

Fee and commission income

2,918 2,532 938 812

6,657 5,580 2,505 2,024

Collection and PAYMENT SEIVICES ....uviivuieiriieeeieee et et e e eesre e e st e e saeeesneeesnnee s 942 848 343 296

INVESTMENT DANKING ..eevviiiieiiieieete ettt st st et beesaaesareens 1,692 904 640 273

Interbank clearing .... . 123 529 1 177

Lending and SUATANTEES .......cocvevieeriieniierie sttt ettt st ettt et sabesbeesbeesbeesseesabesnee 896 685 281 297

Other fee and cOMMISSION INCOME ....ouiiiiiiiiiiiiieieieee e 451 803 54 262

Fee and commission iNCOME .......ccoceeevineeiiieeeriseeenineee. - 13,679 11,881 4,762 4,141
Fee and commission expense

(151) (143) (61) (47)

(2,776) (2,523) (1,051) (803)

Collection and PaYMENT SEMVICES .....ccueririiierieniinieeiete ettt (63) (23) (21) (4)

INVESTMENT DANKING ..ottt ettt s ae e (30) (30) (6) (8)

INtErbaNK ClEATING ...t (122) (527) - (175)

Other fee and COMMISSION EXPENSE ....cverueruieriiriiriieiesie sttt sttt sae b (418) (361) (97) (118)

Fee and COMMISSION EXPENSE ....ccicvrrnreriiriisssnersinsssssssnnssssssssssnenssssssssssassssssssssnsasses (3,560) (3,597) (1,236) (1,155)

Net fee and COMMISSION INCOME .....cciveeeeeeiiiiiiieeeniieeeiereenneeeeerennnsseseeereesnssssesesessnnns 10,119 8,284 3,526 2,986

Asset management fees are earned by the Group on trust and fiduciary activities where the Group holds or invests assets on behalf of
the customers.
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8. Net financial income 2014 2013 2014 2013
1.1.-309. 1.1.-309. 1.7.-30.9. 1.7.-30.9.
DiVIAENT INCOME ..ttt et ne e bt ne e 874 46 216 -
Net gain (loss) on financial assets and financial liabilities
classified as held for trading ........cccveceerieriiceceee e (394) 484 (21) 287
Net gain (loss) on financial assets and financial liabilities
designated at fair value through profit or 10Ss .........cccevierieeiiccicee e 4,817 1,459 1,387 158
Net foreign exchange gain (10SS) ...c..cviiiieeiieiiiieiieeie et ere e 564 (1,035) 412 213
Net financial INCOME ....ccceevereiiiiiiieieieieeeee e 5,861 954 1,994 658

Net gain (loss) on financial assets and financial liabilities classified as held for trading

Net gain (loss) on equity instruments and related derivatives .........ccccevvevvencieecieennnnne (54) 477 27 148
Net gain (loss) on interest rate instruments and related derivatives .........cccceeeeveennes (124) 58 6 74
Net gain (loss) on other derivatives . (216) (51) (54) 65
Net gain (loss) on financial assets and financial liabilities classified as held for trading .... (394) 484 (21) 287

Net gain (loss) on financial assets and financial liabilities designated at fair value through profit or loss
Net gain (loss) on equity instruments designated at fair value ........ccccoevevieniiniiennnenne 5,500 542 1,442 5
Net gain (loss) on interest rate instruments designated at fair value ........ccccceeeeveeneenes (683) 917 (55) 153
Net gain (loss) on financial assets and financial liabilities designated

at fair value through profit or [0Ss ........ccccccrrveeiiiiiiinineeiiniiccenresesscceneesesesssnnnens 4,817 1,459 1,387 158

9. Other operating income

Share of (loss) profit of associates (27) 430 53 442
Rental income from investment ProPerty ......coceeeereereenieniieeiieeneeseesee e 1,226 1,673 55 560
Fair value changes on investment Property ....cocueecceeeerieeeriee e siae e 935 475 3 168
Realised gain on invesStMent ProPerty ......ccceveerievienieniieeneeseeste e ie et see e s sieenaes 144 140 138 32
Earned premiums, net of reinsurance ..........cccoceeeevvenen. . 739 796 247 263
Net gain on disposals of assets other than held for sale ..........cocecveiininiiiiniiiniinne. 488 5 39 -
ONEI INCOME ettt sttt s bt s e et e e n e e smeesanesneenneennee 458 516 154 145
Other operating iNCOME .....cccovureriiiiissnnnniiinnisssnnensssssssnnenns 3,963 4,035 689 1,610
10. Personnel and salaries
Number of employees
Average number of full time equivalent positions during the period ..........cccccoeevuvennen. 1,130 1,164 1,119 1,139
Full time equivalent positions at the end of the period ..........cccceveveeivieeeciie e, 1,135 1,139 1,135 1,139
The Bank's number of employees
Average number of full time equivalent positions during the period ...........cccccvveeuneene 898 927 887 902
Full time equivalent positions at the end of the period ..........cccecvevvveviienieniieniencieeiene 899 906 899 906
Salaries and related expense
SAIATMIES ettt e bbbt ettt 7,791 7,189 2,270 2,094
Defined contribution PeNSIoN PIANS ........cociiieiiireiiie e 1,097 937 320 273
Salary related EXPENSE ...ccuviriieriieriieree ettt ettt st e te et eeseeesitesateebeesaeesasesbeebeenaeenene s 1,138 1,313 272 393
Salaries and related eXpense .......cccceeeveiereieiiieiiienenenenenns . 10,026 9,439 2,862 2,760
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10. Personnel and salaries, continued 2014 2013 2014 2013
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.
Salaries and related expense for the Bank

SAIATIES ettt ettt ettt ettt a et et e be bt she bt st et etesbesaesreene 6,082 5,662 1,759 1,619
Defined contribution pension plans 880 738 290 211
Salary related EXPENSE ....cccvieeiiiecieeeeeeete e tee et e e ae e et e e e b e e et e e st e e sabe e e taeaeraeenaaeeans 971 1,025 248 290
Salaries and related expense ...... eeeeeeeeeseeeesesesssesessssrsrersrerersrsrsrsrnsnsnananananan 7,933 7,425 2,297 2,120

During the first nine months of 2014 the Group made a provision of ISK 239 million (9M 2013: nil) for performance plan payments,
including salary related expense. During the first nine months the Bank made a provision of ISK 193 million (9M 2013: nil). Forty
percent of the payment is deferred for three years in accordance with FME rules on remuneration policy for financial undertakings. At
the end of the period the Group had made a provision amounting to ISK 534 million (31.12.2013: ISK 494 million and 30.9.2013: nil).
The Bank had made a provision of ISK 449 million at the end of the period (31.12.2013: ISK 452 million and 30.9.2013: nil).

11. Other operating expense 2014 2013 2014 2013
1.1.-30.9. 1.1.-30.9. 1.7.-30.9. 1.7.-30.9.

AdMINISTration EXPENSE .....eieevieiiieciteeeee et e e e e rre e s e e st e e e saae e sbeeessteeenaeeenns 6,354 6,686 2,083 1,817
Depositors' and investors' guarantee fuNd ........ccceceereerieirienieeseeseceeee e 623 565 208 186
Depreciation of property and eqUIPMENT .......ccccveeeiiieeiie e 743 677 273 236
Amortisation of iNtaNGible aSSELS ....uevvviriiriirieeie e 302 172 103 63
Direct operating expense derived from rental-earning investment properties .... 315 382 35 126
Claims incurred, Net Of FEINSUMANCE ......cccuviieveieiieeeieee ettt ere e e sreeeareesveeeearee e 254 236 81 65
(0] 4 o T=T =y (o 1T Y USRS 7 26 4 23
Other operating eXPense ........cccvveeerrisssssnnnenesessnns eseerensereneenaes . 8,598 8,744 2,787 2,516

12. Net impairment
Increase in book value of 10aNs tO COrPOrates ........cvvuveviievieerierieeieecie e 2,245 7,087 591 382
Increase in book value of 10ans to iNdiVidUals .........coeeeveiiieeieeiiiieeeceee e 1,276 545 966 452
Increase in book value of Other @ssets .........cocceriririiieiicree e 683 - - -
Reversal of impairment (impairment) of loans to corporates .........cccccceeeveeveecieevieeenens 17 (5,373) (210) (70)
Reversal of impairment of loans to credit iNStitULIONS .......cccveveerieeiieveerececece s - 23 - -
Impairment of 1oans to INAIVIAUAIS .......cc.eocieiiieiieiiecccce e (1,469) (2,415) (534) (699)
Collective reversal of impairment (impairment) ......ccoccevveveereenieenieereeree e 125 14 63 (318)
Net impairment ..... rerrrereeeeseennnnnens teeerereeeeeeensnneeeeenanns 2,877 (119) 876 (253)

13. Income tax expense
CUITENT TAX XPEINSE ..evviiiiieiiiiieeeeitte e e ettt e e e e sttt e e e s st baeeeeesabteeessesbbaeeesesabbeeesssaseneessnns 4,042 3,356 1,968 1,247
DEfErred taX EXPENSE ....icvieieeiieieeieete et eteeteesteesteesaeesteesteesseesbeesbeesseeseesseesseesseensens 414 (505) 21 (145)
Income tax expense eeeeeerenseerennsesennneeen 4,456 2,851 1,989 1,102
Reconciliation of effective tax rate 1.1.-30.9.2014 1.1.-30.9.2013
EQrnings DEFOIE tAX ..ecvvieciieeeiieceiie ettt e et s e e e e e s b e e e baeennaeeenn 22,505 13,284
Income tax using the Icelandic corporation tax rate ........ccccevveevcieecveeceenieesieesiiesieesneens 20.0% 4,501 20.0% 2,657
Additional 6% tax on financial INSTItUtIONS ......cc.eoviriiiiiee e 3.9% 869 5.5% 733
NON-AEdUCEIDIE EXPENSES ...vveveiiieieriee ettt st saeesaeesaeesaee e 0.1% 23 0.9% 115
TAX @XEMPEL FEVENUE ....eeiiieiieiieiteiee ittt ettt et sbeesbe e st e bt e sbe e s bt e bt enbeesbeesbeenseenneesneenee (3.8%) (865) (3.3%) (439)
Tax incentives not recognised in the Statement of Comprehensive Income .. . 0.0% - (1.3%) (172)
Other CRANEES ..ottt sttt st st e st e st e st e sabe st e eanesanean (0.3%) (72) (0.3%) (43)
Effective taX rate .....c.ccevveeeieicinsnnnenencssssnnnnns N 19.8% 4,456 21.5% 2,851

Financial institutions pay 6% additional tax on taxable profit exceeding ISK 1.0 billion.
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14,

15.

16.

Bank levy

The Bank levy is 0.376% on total debt excluding tax liabilities, in excess of ISK 50 billions. Non-financial subsidiaries are exempt from
this tax. The tax is assessed on financial institutions to meet the funding of a special index and interest relief provided to individual tax
payers. The tax rate for Bank levy increased at the end of 2013. Prior to the increase the tax rate was 0.041%.

Net gain from discontinued operations, net of tax

2014 2013 2014 2013

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

Net gain from legal entities - 11 - -
Net gain from associated COMPANIES .......eevveerierieeie e 6,290 - - -
Net gain (10sS) from real @STate .......cocueevieiiieiriinieeieeeeee e 299 (14) 66 62
Net gain from Other @SSELS .....c.ivviiiee i s 3 - 1 -
Net gain (loss) from discontinued operations, net of taX .....cccceeccerrerrericsericssnnniennnes 6,592 (3) 67 62

Net gain from associated companies comprises the realised gain from sale of the Bank's 18.8% share in HB Grandi hf. in connection
with the listing of the company on NASDAQ OMX Iceland.

Earnings per share Discontinued operations
Excluded Included
2014 2013 2014 2013
1.1.-30.9. 1.1.-30.9. 1.1.-30.9. 1.1.-30.9.
Net earnings attributable to the shareholders of Arion Bank ........cccccevceevievneineennenen. 15,777 10,233 22,369 10,230
Weighted average number of outstanding shares for the year, million ........................ 2,000 2,000 2,000 2,000

BasiC arnings PEI SNAIE .....ciieiiiieiee ettt ree e s e e e saaeeenaaeeeas 7.89 5.12 11.18 5.12

There were no instruments at the end of the period that could potentially dilute basic earnings per share (2013: none).
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NOTES TO THE INTERIM CONSOLIDATED STATEMENT OF FINANCIAL POSITION

17. Cash and balances with Central Bank
30.9.2014 31.12.2013 30.9.2013

Cash on hand .............. . 3,791 4,099 3,251
Cash WIth Central BanK ....c.ueecceeiiieeeceiee ettt ettt et etee e etee e tae e e eaae e sebreeeebreeeetbeeeesbeeessbeeeanseeennnen 20,380 24,912 7,878
Mandatory reserve deposit With Central Bank ........c.cccccvieiiiieiiieeiiiie et et e evee e 9,164 8,987 8,987
Cash and balances with Central Bank .........cceeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeee. - 33,335 37,999 20,116

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

18. Loans to credit institutions

Loans to credit institutions

BaANK @CCOUNTS ..eeiitrieiciiieecieecette et e e e tte e et e e et eestaeesetreeestbeeessbeeesseeesnsaeeassaeennseeesseeessseessseessseennnns 69,538 70,671 78,054
IMONEY MATKEE LOANS ...eiiiiiieciee e et ee st e e st e e sbe e e sbeeeebseeessbeeessseeennseeennnen 33,515 26,197 29,394
(04 o T=T g (o ¥- Yo T USSR 5,568 5,439 6,060
Provision on loans - - (306)
Loans to credit iINSTItULIONS .......eeeeeeeeeeeeeeeemeeeeeeeeemeeeeeeeeeeeeeeeeeeeeeeeemeeemereressmeseseseseseassessessessssesssenees 108,621 102,307 113,202
Changes in the provision for losses on loans to credit institutions

Balance at the beginning of the PEriod .........ccuiiiiiiiiiiiiiieee e - 804 804
Provision fOr [0SSES (FEVEISAI) ...cuiiiuieiieeie ettt te e e s e e e aaeea e e aeesreesaseesseeteenes - - (23)
A T ] TR USROS - (804) (475)
Provision for losses on loans to credit institutions at the end of the period - - 306

19. Loans to customers

30.9.2014 Individuals Corporates Total
OVEIATATES .ttt h e a e bbbt e st et e b e e bt et et e s bt eat e e e e b e sheeat et e sbeebeeneenbenbeens 18,525 23,453 41,978
Credit cards . . 10,228 939 11,167
[\ [ o 7= Y= [0 T o SRSt 257,122 8,940 266,062
SUDOIAINGtEA 0ANS ...cuviiiiiiiiiiet ettt s b e b b e rene s - 419 419
OLNEI TO@NS ..ttt a et s h e ae et e s bt s bt e ae et e s b e s bt e st e beebeeae et e nbeeneenteneens 47,218 312,867 360,085
Provision on loans .... (12,616) (14,497) (27,113)
I T=T3 L3 o J ol 1 o] 4 1 1= -3 ORI 320,477 332,121 652,598
31.12.2013

(0 YT o [ | OO OSSOSO USOR PP 18,205 19,669 37,874
CrEAIt CATAS ..uvveiietieeeciee et e et e et e e et e e et e e eetteeeetbeeeetaeeesabeeesabaseassaeaessseeessaeeassaeeesseeesnseeesnseeessseennnns 11,296 878 12,174
AV [ o 7= =TI [0 T o USSRt 258,065 8,103 266,168
SUDOFAINGLEA JOBNS ..vviiiieiiiiieee ettt et sae e st este et e e beesatesaseesbeesbeesbeessbesnsasnseenseensnennes - 531 531
OLNEI TO@NS ...ttt a et e e bt e ae e e b e e bt e st et e s besbe e st e nbeebeeneentenbesneenteneens 36,133 312,120 348,253
PrOVISION ON IOGNS ...eiicuviiiiiiiiiciee e ciee et et e ettt e eetaeesetreesetaeeeetbeeeeabeeesaseseansasesssseesseeessseessseesnsseennns (13,208) (16,018) (29,226)
I T=T3 L3 o J ol 1 o] 4 1 1= -3 OIS 310,491 325,283 635,774
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19. Loans to customers, continued

30.9.2013 Individuals Corporates Total
(O3 =Y o =] £ £ RO UR PP UOPPPP 18,263 19,010 37,273
Credit cards .... 9,890 874 10,764
[\ [ g 7= =TI [0 T o TSSO PPRSOE 205,295 6,719 212,014
SUDOIAINGLEA 0BNS ...cuiiiieieei ettt sttt sttt b e bt et e b b e eneeee e - 550 550
(04 o T=T g (oY= Yo T USRS 37,584 320,137 357,721
Lo VAT oY g Yo o [o - [ T3P (14,406) (27,712) (42,118)
I =T T3 o Qo ¥ 1) T 4 1= 35S 256,626 319,578 576,204

The total book value of pledged loans that were pledged against amounts borrowed was ISK 190 billion at the end of the period
(31.12.2013: ISK 173 billion and 30.9.2013: ISK 172 billion). Pledged loans comprised mortgage loans to individuals, loans to municipals

and loans to state related entities.

Further analysis of loans is provided in Risk Management Disclosures.

Changes in the provision for losses on loans to customers

1.1.-30.9.2014 Specific  FXrulings Collective Total
Balance at the beginning of the Period .........cceccveiieviecece e 24,224 902 4,100 29,226
ProViSiON fOr JOSSES ..cvviiiiiiiiiiiieete ettt sttt sttt et ettt st sbe e b e e saaesaneeas 91 805 (252) 644
WWEIEE-0FFS .ttt s sttt ettt (2,360) (1,158) (68) (3,586)
Payment of loans previously Written off ..........cccceriiiiinienie e 829 - - 829
Balance at the end of the Period .........eiiieiiiireeiiiicicreeeere e nnee e ees s sannes 22,784 549 3,780 27,113
1.1.-31.12.2013
Balance at the beginning of the Year .......ccvevieeiieie e 41,498 14,942 3,341 59,781
ProviSion fOr I0SSES ......coiiiiriiiiiieierece ettt 6,041 1,952 947 8,940
WWIIEE-OFFS ettt ettt sttt sbe b (24,228) (12,008) (188) (36,424)
Transferred to Iabilities ........c.ccoiiiiiiriiii e - (3,984) - (3,984)
Payment of loans previously written off .. 913 - - 913
Balance at the end of the year .......cccceevvvuvreiiiiiiinenneiiiniinnne 24,224 902 4,100 29,226
1.1.-30.9.2013
Balance at the beginning of the period .........ccc.eeveiievierece e 41,499 14,942 3,341 59,782
oV oY g I oY gl [ XY =Y SRR 3,601 4,168 (18) 7,751
WWEIEE-0FFS .ttt sttt b e sb ettt et ea e s (11,780) (11,099) (20) (22,899)
Transferred to liabilities . - (2,979) - (2,979)
Payment of loans previously written off ..........ccceeiiiieiie e 464 - - 464
Balance at the end of the Period .........cccciiiiiiiirneiiiiiniinnneni e senes 33,783 5,032 3,303 42,118
20. Financial instruments

30.9.2014 31.12.2013 30.9.2013
Bonds and debt INSTIUMENTS ....ccoieciiiieeee ettt eecrre e e e e e rrre e e e e eetareeeeeeeabaaeeeeeessrsaseeeennsnnees 65,698 62,171 131,511
Shares and equity instruments with variable iNCOME .........ccoviiiiriiiniieriee e 25,277 17,449 17,748
[T V=Y A= PPPRPPPRPPNY 1,306 1,070 1,080
Securities USEd fOr NBAGING ....cccviiiiiieiie ettt ettt e st e e be e be e st e e ssbeenteeteeneeas 6,942 5,851 4,048
FINANCIal INSTFUMENTS ....coeeiiiieiiiiecceieeeetneeeeeerrereeseeeeereseanssseeererensnsssssserensnssssssesessnnssssnesensnnnnsnns 99,223 86,541 154,387
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21. Financial assets and financial liabilities

Designated
30.9.2014 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ...........cccveeieeeiiiiirieeeeeciieeeeeceecineeeeeeeerree e e e eennnees 33,335 - - 33,335
Loans to credit institutions ... 108,621 - - 108,621
LOGNS £0 CUSTOMEIS ...uiiiiiiiititttatar et reeareasaesssseeaessesrerseerererereererreseeeaeeeeeeeaeees 652,598 - - 652,598
I T T N 794,554 - - 794,554
Bonds and debt instruments
LISTEA 1ttt ettt sttt h et h e et h e bbbt b et et n et nen - 5,537 58,379 63,916
UNBISEEA <.ttt - 34 1,748 1,782
Bonds and debt instruments ........cccccceeeeriieeeciiinnneennnnecenneeenn. - 5,571 60,127 65,698
Shares and equity instruments with variable income
LISTEA .ttt - 1,849 8,639 10,488
UNBSTEA ..ottt ettt et sbe e st sab e s it e et eesbeesbeessaeenteenseens - 1,487 11,285 12,772
Bond funds with variable iINCOME ........cccueiieiiiicieei ettt e - 725 1,292 2,017
Shares and equity instruments with variable income ............ - 4,061 21,216 25,277
Derivatives
[0 O e [T g1 | V7T RPN - 1,306 - 1,306
DEIIVALIVES cevvurieiiierenneiiierieenneieeertesnnseseeesteesnsssseessessnsnssssssessnsnssssessssssnnssssssssssnnnnnans - 1,306 - 1,306
Securities used for hedging
Bonds and debt iNSTIUMENTS ....cceeieiiiieiee ittt ee e e e e e eaaae e e e e s e araaeeeees - 2,108 - 2,108
Shares and equity instruments with variable inCOMe .........ccocueeiiiiviiniiniienieceeeee - 4,834 - 4,834
Securities used for hedging ......cccccvvviiiveeiiiiiiiiiinniiiinie e sssanes - 6,942 - 6,942
Other financial assets 5,208 - - 5,208
Financial @ssets ........ccecvveneeiiniiiieninnissneninncnnninninne 799,762 17,880 81,343 898,985
Liabilities at amortised cost
Due to credit institutions and Central Bank 21,131 - - 21,131
DIBPOSIES -eeeuvteeeiieeeitite ettt ettt sttt ettt e e st e e st e e s bb e e e heeesareesnreeennbeeenanees 482,518 - - 482,518
BOITOWINES eeiiiiiiiitiee ettt et e e e e e e st e e e e s s abbae e e e e s saabbbeeeeessnsreaaesennanes 191,947 - - 191,947
SUbOrdinated lIADIlIIES ...uvvvveiiiiiiiiiie et e et e e e saar e e e eeaaes 31,205 - - 31,205
Liabilities at amortised COSt .......ccevveriuriiniriniisiensnnisnennne .. 726,801 - - 726,801
Financial liabilities at fair value
ShOrt POSIION IN DONTS ...ecuiiiiiiiie et sb e sbe e sae e saaeeneas - 5,374 - 5,374
Short POSItION IN EQUILY ..eeieiieeeiieeciiee et e e e e e e eaeas - 59 59
DErIVALtIVES ...oovviiiiiiiiii - 605 - 605
Financial liabilities at fair value ........c.ccceoveiiiiniiiniiininiiicnieaenen, - 6,038 - 6,038
Other fiNaNCial lADITITIES ..vvviiieiieeiiii et eeear e e ear e e e e eeaaaees 36,377 - - 36,377
Financial labilities ........cccveieiiiieiiiiniiiiiininiiiniiienr s 763,178 6,038 - 769,216
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21. Financial assets and financial liabilities, continued

Designated
31.12.2013 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........cccoveeieeeiiiiieeeeieeiiieeeeeeeeinee e e eeerrre e e e eenannees 37,999 - - 37,999
LO@NS tO Credit INSTILULIONS ...cvveiiiiei ettt ettt e eebee e eareesnaeeeeareeenns 102,307 - - 102,307
LOGNS £0 CUSTOMEIS ...uiiiiiiiiiiittitttttteae e eeesaeeassesssseessresereeseereseesrerrerreseeeaeeeeeeeeeees 635,774 - - 635,774
e T T4 N 776,080 - - 776,080
Bonds and debt instruments
LISTEA vttt sttt sttt ettt h et h e et h bbbt b et et n b e - 4,708 55,625 60,333
UNBISEEA <.t - 49 1,789 1,838
Bonds and debt instruments ........cccccceierireenciiieninennceeeneeeenn. - 4,757 57,414 62,171
Shares and equity instruments with variable income
LISTEA .ttt - 1,420 2,858 4,278
Unlisted . - 1,387 9,553 10,940
Bond funds with variable iINCOME ........cccueiiiiiiiiceic ettt e - 906 1,325 2,231
Shares and equity instruments with variable income ............ - 3,713 13,736 17,449
Derivatives
[0 O e [T g1 | V7T RPN - 1,070 - 1,070
DEIIVATIVES cevverieiiierenneiiietieennieieeertetnnsseeestessassseessessnsnssssssessnsnssssessssssnnsssssessssnnnnnens - 1,070 - 1,070
Securities used for hedging
Bonds and debt inStruments ..........ccoviiiiiiiiiii - 490 - 490
Shares and equity instruments with variable inCOMe .........ccocueeviiiviiniencienineeeee - 5,361 - 5,361
Securities used for hedging ......cccccvvviiveiiiiiiiiininiiiinie e ssnanes - 5,851 - 5,851
Other financial @SSES .......cccciiiviiiiiiii 5,746 - - 5,746
FiNancial @SSets ......cccuviiiieiiiiniiniiiiniiiiiieniieeisr e essaesaaes 781,826 15,391 71,150 868,367
Liabilities at amortised cost
Due to credit institutions and Central Bank 28,000 - - 28,000
DEPOSIES +.vervenreieerereieeiest et sr ettt ettt r ettt r e et enes 471,866 - - 471,866
BOTTOWINES ...vteiiiieeeiiee ettt ettt e st e et e e s e e st esabt e e sabeeesbbeesnbbeeesabeeennteesnnnen 204,568 - - 204,568
Subordinated labIilILIES .........coveciiiieiceeciee e et eeerra e e e e e eanns 31,918 - - 31,918
Liabilities at amortised CoSt ........cccuveeeeeceeerreeeeneceernenenns 736,352 - - 736,352
Financial liabilities at fair value
Short POSItIoN IN DONAS ....cc.eeeieiie e e e ae e e aaeas - 8,199 - 8,199
DErIVALtIVES ...oovviiiiiiiiii - 761 - 761
Financial liabilities at fair value ........c.ccceoveiiiiniiiniiininiiicnieaenen, - 8,960 - 8,960
Other fiNaNCial lADITITIES ..vveiiieiieeieei e eerr e e e e e e eenaaaes 36,747 - - 36,747
Financial labilities ........cccveieiiiieiiiiniiiiiininiiiniiienr s 773,099 8,960 - 782,059
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21. Financial assets and financial liabilities, continued

Designated
30.9.2013 Amortised at fair
Loans cost Trading value Total
Cash and balances With Central Bank ..........cccoveeieeeiiiiieeeeieeiiieeeeeeeeinee e e eeerrre e e e eenannees 20,116 - - 20,116
LO@NS tO Credit INSTILULIONS ...cvveiiiiei ettt ettt e eebee e eareesnaeeeeareeenns 113,202 - - 113,202
LOGNS £0 CUSTOMEIS ...uiiiiiiiiiiittitttttteae e eeesaeeassesssseessresereeseereseesrerrerreseeeaeeeeeeeeeees 576,204 - - 576,204
e =T L3N 709,522 - - 709,522
Bonds and debt instruments
[ =Te RO OO U SUU OO PSP O RPPRPPIPI - 4,264 41,303 45,567
UNBISEEA <.t - 50 85,894 85,944
Bonds and debt instruments ........cccccceierireenciiieninennceeeneeeenn. - 4,314 127,197 131,511
Shares and equity instruments with variable income
LISTEA .ttt - 1,665 2,711 4,376
Unlisted - 1,297 8,458 9,755
Bond funds with variable iINCOME ........cccueiieiiiicieei ettt e - 2,043 1,574 3,617
Shares and equity instruments with variable income ............ - 5,005 12,743 17,748
Derivatives
[0 O e [T g1 | V7T RPN - 1,080 - 1,080
DEIIVALIVES cevvurieiiierenneiiierieenneieeertesnnseseeesteesnsssseessessnsnssssssessnsnssssessssssnnssssssssssnnnnnans - 1,080 - 1,080
Securities used for hedging
Bonds and debt inStruments ..........cccoviiiiiiiiiii - 755 - 755
Shares and equity instruments with variable inCOMe .........ccocueeiiiiviiniiniienieceeeee - 3,293 - 3,293
Securities used for hedging ......cccccvvviiiveeiiiiiiiiiinniiiinie e sssanes - 4,048 - 4,048
Other financial assets 4,037 - - 4,037
Financial @ssets ........ccecvveneeiiniiiieninnissneninncnnninninne 713,559 14,447 139,940 867,946
Liabilities at amortised cost
Due to credit institutions and Central Bank ...........ccccueeeeeiieiiieeeeceecireeee e e eenneees 28,548 - - 28,548
DIBPOSIES -eeeruvteeeiieeeiiite ettt ettt ettt s sttt e e st e e st e e s be e e e nteeenr e snreeenabeeenaneen 471,768 - - 471,768
BOITOWINES eiiiiiiiitiee ettt ettt e e et e e e e st e e e e s s abbae e e e e s s abbbeeeeessnsreaeeeennanes 206,065 - - 206,065
Subordinated liabilities ... 32,809 - - 32,809
Liabilities at amortised COSt .......ccevveriuriiniriniiiensnisnennne we 739,190 - - 739,190
Financial liabilities at fair value
Short position in bonds - 8,860 - 8,860
DeriVatIVES ..o.eiiiiiiii - 974 - 974
Financial liabilities at fair ValUe .......ccceuiieiiiiieeiiiciiiereieecceeereeeeneceeereeennnseeeseesnnnnsens - 9,834 - 9,834
Other financial lAbIlITIES ...eeeeeecieeeee e e e e e e etrre e e e e eanrees 35,954 - - 35,954
FINancial llabilities .........cieiiieeeeeiiieieieiieecereereene e eeereeeeseeeeeseeensssseeesesensnssenssessnnnnnen 775,144 9,834 - 784,978

Included in unlisted Bonds and debt instruments designated at fair value at 30 September 2013 is the Drémi bond, which the Group
received when acquiring deposits from SPRON hf. in March 2009 and was closed by contract at year end 2013.
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21. Financial assets and financial liabilities, continued

Bonds and debt instruments designated at fair value specified by issuer 30.9.2014 31.12.2013 30.9.2013
Financial and iNSUFaNCe @CHIVITIES ......cccuviieiveieiieecctee et et e e te e e e beeeeebaeessaeesseeeesneesnns 1,294 1,363 70,479
Public administration, human health and social aCtiVIties ..........ccoveeeeiiiiiiiiii e 57,782 55,007 55,678
Corporates 1,051 1,044 1,040
Bonds and debt instruments designated at fair value .........ccccceeiiiiiinneeniiinininnnnensisnsssnnnesessssssnenns 60,127 57,414 127,197

The total amount of pledged bonds at the end of the period was ISK 14.5 billion (31.12.2013: ISK 18.4 billion and 30.9.2013: ISK 20.8
billion). 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.

Settlement of Dromi Bond

At the end of 2013 the Bank reached an agreement with Eignasafn Sedlabanka islands ehf. (ESi) on the settlement of a bond issued by
Drémi hf. in 2009, when deposits from SPRON were transferred to Arion Bank. The bond was secured with all Dromi's assets and also
with a hold harmless statement from the Ministry of Finance and Economic Affairs. The bond was due in June 2014 with a possible
extension to 2015. The agreement stated that the Bank would acquire loans to individuals held by Drémi hf., Frjdlsi hf. (subsidiary of
Drémi hf.) and Hilda hf. (entity held by ESI). The bond was fully settled in April 2014 through this agreement.

22. Fair value hierarchy

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

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

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

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

30.9.2014

Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt instruments 25,989 38,551 1,158 65,698
Shares and equity instruments with variable inCOMe .........ccoceeciiiviiniinieniceeeee 10,000 15,083 194 25,277
(D= NV Y A=Y S - 1,306 - 1,306
Securities USed fOr NBAGING ......cccvviiriiiiirieceee e s s 5,549 1,393 - 6,942
INVESEMENT PrOPEITY ..oviiiiiiiiiiiiee et e e s sirr e e s s e saneeees - - 2,901 2,901
Assets at fair VAlUE .......ccovveiiiiiiiiiiiiniiiiiiiiinresre s snesssens 41,538 56,333 4,253 102,124
Liabilities at fair value

ShOrt POSIION IN DONTS ...ecuviiiiiiie et sbe e sae e saaeeneas 5,374 - - 5,374
Short position in equity .. 59 - - 59
DErIVALIVES ...ooveiiiiiiiiiiic s - 605 - 605
Liabilities at fair Value ......cccevviiiieniniiniiniiininiiinnninreise e 5,433 605 - 6,038
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22. Fair value hierarchy, continued

31.12.2013

Assets at fair value Level 1 Level 2 Level 3 Total
Bonds and debt iNStrUMENTS .....cccoiiiiiiiiiiiiec e 21,411 39,531 1,229 62,171
Shares and equity instruments with variable iNCOMe ........ccccvveviiieciie e 3,570 13,441 438 17,449
(DT LYY AN - 1,070 - 1,070
Securities Used for REAZING ......ccoviiriiriiiieeee e e e 4,495 1,356 - 5,851
INVESTMENT PrOPEItY ..evviiiiiiiiiiiiiii - - 28,523 28,523
Y Y31 3 Lo = LT V7 1 (VT3P 29,476 55,397 30,190 115,063
Liabilities at fair value

Short POSIION IN DONAS ...ocuviiiiiiie ettt 8,199 - - 8,199
DErIVALIVES .ooviiiiiiicic s - 761 - 761
Liabilities at fair value 8,199 761 - 8,960
30.9.2013

Assets at fair value

Bonds and debt iNSTrUMENTS ......ccviiiiiieecieecee e et 6,367 123,985 1,159 131,511
Shares and equity instruments with variable income ..., 3,619 13,768 361 17,748
DErIVALIVES ..ouviiiiiiiiiicr e - 1,080 - 1,080
Securities Used fOr NEAZING ......ceevieeiecece e s e 2,418 1,630 - 4,048
INVESTMENT PrOPEITY c.ovveeeeiiieeeiiee ettt ettt s e s e e st e e st e e saneeesaaeeesaneee s - - 29,382 29,382
ASSELS At AN VAIUE ....euveeeiieiiiiiiisicrresesesesasesssesssssssssssssssssssssssssssssssssssnsssnanannnen 12,404 140,463 30,902 183,769
Liabilities at fair value

Short position iN BoNdS ... 8,860 - - 8,860
DErIVALIVES ...oovviiiiiiiicici s - 974 - 974
Liabilities at fair ValUe ......ccceeveeeiiiiiiiiiiiiiieiieececreereeeee e se e e sesesesesesesesesesenene 8,860 974 - 9,834
There have been no transfers between Level 1 and Level 2 during the period (2013: none).

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

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

30.9.2014 31.12.2013 30.9.2014 31.12.2013 30.9.2014 31.12.2013

Balance at the beginning of the period ..........ccccoveviiviicieennns 28,523 28,919 1,667 1,935 30,190 30,854
Effects recognised in Statement of Comprehensive Income ... 935 1,219 (320) 231 615 1,450
7AYo Lo [ 4o o E SRR 178 1,804 5 - 183 1,804
DiSPOSAI c.vveeeiiieiieieerieesie sttt (26,735) (3,419) - (407) (26,735) (3,826)
Transfers out of Level 3 ......oooveieeviieiieeeceeceece e, - - - (92) - (92)
Balance at the end of the period ........cccovceviiiriiirnnneniiiiiisinnnns 2,901 28,523 1,352 1,667 4,253 30,190

On 30 June the Bank sold its subsidiary Landfestar ehf. resulting in a total decrease in investment property by ISK 23.1 billion.

The effects of Level 3 assets recognised in the Interim Consolidated Statement of Comprehensive Income are included in the following

line items:
2014 2013

1.1.-30.9. 1.1.-31.12.

NET INEEIEST INCOMIE ..ttt e e e e bt e e eae et e ae e e e e st e e ease e e sabe e e sasseessneesanbeeenneeeanreeenns 54 82
NEt FINANCIAT INCOME .ot e e e et e e st e e st e e e st e e steeste e seesasesaseesseesseesaeesssaansasnseenseans (374) 149
Other operating income . 935 1,219
Effects through the Consolidated Statement of Comprehensive INCOME .......cccvceeeiiiiiiirnnnnniininnsnnnnneisssssssnnnenes 615 1,450
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22. Fair value hierarchy, continued

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

30.9.2014 Carrying Fair Unrealised
Financial assets not carried at fair value value value  gain (loss)
Cash and balances With Central DanK ...........coovueiieiieiiiiicce et sre e e e earee e 33,335 33,335 -
[ WeT: [0 o R el f=To [1 T 0 1y {14V 4 o) o RPN 108,621 108,621 -
LOQNS £0 CUSTOMEBIS .ttt e et e e e e ettt e et e et e e e e e e eeeeeeeeeeeeeeeeeaeeaeaeaeeeaeaeeaeeeaees 652,598 659,992 7,394
Other fINANCIAI @SSEES ..uvviiiiiiiectiei ettt et ceree et eete e e e e e et e e ebe e e s beeeebaeeesseesseeesseeessseesseeeeesreeens 5,208 5,208 -
Financial assets not carried at fair ValUe .......c....iiiiiiieeeeiiiiiiiieeeeiceiereeeeeeieeereseessssesesessssnssessseeeens 799,762 807,156 7,394

Financial liabilities not carried at fair value

Due to credit institutions and Central Bank ...........ooee oo 21,131 21,131 -
DT oo 11 £ PP S U P PR UPS TR UPPPRPPPIN 482,518 482,675 (157)
BOITOWINES eeeiiiiiitiee ettt et e sttt e e e ettt e e s s e et e e e e s aab et e e e e esatbbeeesenannneeeeesennnneneessns 191,947 181,065 10,882
] o JoT e [T T =T B (o Y- Yo SO PTRPRN 31,205 31,205 -
Other fiNANCIal ADITIES ...cvveieeeeee ettt eete e et e e et e e e ba e e e aaeeeeabeeeesbeeeenreeenns 36,377 36,377 -

Financial liabilities not carried at fair value 763,178 752,453 10,725

31.12.2013

Financial assets not carried at fair value

Cash and balances With Central Dank .........ccueeeei i e e e aaees 37,999 37,999 -
Loans to credit iNSTITULIONS ......coiiiiiiiiiiiceec ettt 102,307 102,307 -
LOGNS 10 CUSTOMEBIS ..uuiiiiiiiiiii ettt eea e e s eeeeeaaasssseaeaeesaeseeeeeeeeeeeeesesasaaeaaaaaaaaaaaaaaaaaaaaaaeaaaaaees 635,774 643,994 8,220
Other fINANCIAl @SSELS ..eveiuiiiiiticiictee ettt st 5,746 5,746 -
Financial assets not carried at fair VAlUE .........ccccevrerrrirrrirrsrsrsrssssssssssssssssssssssssssssssssssssssssssssssssanes 781,826 790,046 8,220

Financial liabilities not carried at fair value

Due to credit institutions and Central bank ..........cccoeiiiiiiiiiiiin e 28,000 28,000 -
DBPOSITS ..uveveueeuterteete et ettt et et et e et eat et e s bt sheeh e e b e b bt e a b bt eheeh e et e A e e Rt e At e be e Rt eat et e bt eheeht et e ebeebeenbetentean 471,866 472,063 (197)
Borrowings .............. . 204,568 196,981 7,587
¥ oY o [T e =Y € =Te I o T=1 s K OSSP U USROS 31,918 31,918 -
Other fINANCIAl ADIIITIES .vvveiieeieieeee e eeerre e e e e e r e e e e eeabaeeeeeessaaraeeseeennes 36,747 36,747 -
Financial liabilities not carried at fair value ...........ccocveiiiiiiiiiieiiiiiincr e, 773,099 765,709 7,390

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

Retail mortgages are estimated by using the discount cash flow method with the interest rates offered on new loans, taking into
account mortgaging. Defaulted loans are estimated at book value as no future cash flow is expected on them. Instead they are written
down according to their estimated potential recovery value. Other loans, including corporate loans, are estimated at book value as
they are generally of a shorter duration than retail mortgages and the interest rate risk on them is therefore limited.

The estimate of the fair value of loans has changed from last year, as the Bank now uses improved methodology. When the
methodology was updated it took into account recent transactions with the ESi loan portfolio.

Comparative figures year end 2013 have been changed. Figures for 30 September 2013 are not available.
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22. Fair value hierarchy, continued

Derivatives Fair value
30.9.2014 Assets  Liabilities
Forward exchange rate agreements, UNISTE .......c.ceueecieeiierieete ettt e e s s re e s e seaeeteesteesnnessaeenes 185 78
Interest rate and exchange rate agreements, UNISLEA .......c.coocviiiiiieiiiie e e e saae e e 267 169
Bond swap agreements, UNTISTEA ........c.iciiiiiiiiieie ettt sttt e et e e ae e e e s nteeaseesaeesaeesrneenseesbeesaeesseesneas 20 29
Share swap agreements, unlisted ... 401 313
Options - purchased agreements, UNIISTE ........iciiiiiiiieirieeeee et e e s e e sae e e sbeeesbaeesseeas 433 16
DEIIVALIVES cevueriiiiiirieneiiiiiiiieeneiiiieiittneseisitieteassseesieressssssssetsessssssssstssesssssssssssesssssssssssssssssssssssssssnsssssssnsssnsnsses 1,306 605
31.12.2013

Forward exchange rate agreements, UNISTEA ........eiviuiiiiiieeiiieeccee et e e st e e snre e e snaeeenneee s 68 20
Interest rate and exchange rate agreements, UNSTed .........c.coiviiiiiiiniiiiiiiiice e 518 42
Bond swap agreemeNts, UNIISTEA .......viiiiieeiiie ettt st e st e e et e e et eesnaeeesaseessaneeesaseeesabaeesnbneesnsneenns 4 54
Share swap agreements, UNISTEA ........ccooiiiiiiiiiiiei bbb st sbe b sbe e 33 632
Options - purchased agreements, UNIISTE ........ieiiiiiiiieirie e see e e sae e e sae e e sbeeesbaeessaeas 447 13
DEIIVALIVES cevueriiiiieieneiiiiiiiietneiiiiiiitttnseisitieteassseesierenssssssssetesssssssssstenesssssssssssssssssssssssssssssssssssssssnsssssssnsssnsnsses 1,070 761
30.9.2013

Forward exchange rate agreements, UNISTEA ........eivuiieiiieeiiiieecee et e et e e e snaeeenneee s 48 24
Interest rate and exchange rate agreements, UNISTEA .....coc.vovieriiriirieeieeeeee et 217 74
Bond swap agreements, unlisted ... 9 839
Share swap agreements, UNNSTE ......c.coviiriiiiirieeiere ettt sttt s e sae e sa b e s sbe e beesbtessbesnbeeteenseenseesaseens 346 33
Options - purchased agreements, UNIISTEA ........eciiiiiiiieieie ettt e et e s e e sre e e sane e e sbaeesbaeessaeas 460 4
[T V7 1= PPN 1,080 974
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23. Offsetting financial assets and financial liabilities

Financial assets subject to enforceable master netting arrangements and similar arrangements

Reverse repurchase agreements have been made for assets amounting to ISK 6,564 millions (31.12.2013: ISK 10,381 millions) to meet
short positions on derivative contracts amounting to ISK 5,374 millions (31.12.2013: ISK 8,199 millions). Derivatives are lower
compared to year end nettings. Due to the settlement of Dromi bond there is no netting of Deposits against Other assets at the end of

Accounting policies for offsetting are provided in Note 53 in the Annual Financial Statements for 2013.

24. Investments in associates

The Group's interest in its principal associates 30.9.2014 31.12.2013 30.9.2013
Audkenni hf., Borgartin 31, 105 Reykjavik, 1CEIaNd ..........ccueevievieiieeie e 20.0% 20.0% 20.0%
Bakkavor Group Ltd., West Marsh Road, Spalding, Lincolnshire, United Kingdom ..........cccceceeveenenne 45.8% 45.8% 30.1%
Eik fasteignafélag hf., Alfheimum 74, 104 Reykjavik, ICEIAN ..........ccccevvveiiecreirieeeeeieeeee e 23.9% - -
Farice ehf., Smdratorg 3, 201 K&pavogur, ICeland ........c..ccccecvivieiiiiiiiiniiiineciceese e 39.3% 39.3% 43.5%
GO fjarfesting ehf., Undirheimar, 845 Fludir, Iceland .. - 30.0% 30.0%
Klakki ehf., Armuli 1, 108 Reykjavik, ICIANG .......c.coeveveereeeeeeeeeeeeeeeeeeeeee e s s 31.8% 31.8% 31.8%
Reiknistofa bankanna hf., Katrinartini 2, 150 Reykjavik, Iceland ........c.ccccevvereeeveerceeceesee e, 21.7% 21.7% 21.7%
Reitir fasteignafélag hf., Kringlan 4-12, 103 Reykjavik, Iceland ..........cccccoeverieienininiiinenininiciene 42.7% 42.7% 42.7%
Sementsverksmidjan ehf., Manabraut 20, 300 Akranes, Iceland ... . - 23.6% 23.6%
Skipti hf., Armtla 25, 108 Reykjavik, ICEIaNM .........c.eveveereereeeeeeeeeeeeeeeteee et ee e es e 38.3% 38.3% 38.2%
SMI ehf., Smaratorg 3, 200 KOpavogur, ICEIaNd .........ccceeverrieeieeceeceece e - - 39.1%
Investments in associates

Carrying amount at the beginning of the Period ...........coueriiiiiiiinienee e 17,929 7,050 7,050
Additions .... 3,975 8,903 7,386
Dividend (16) (10) (10)
el F=T o oW 1 =Y Y 1ol YR 164 - -
Share of profit (loss) of associates and changes in impairment .........ccccovervieriiniennnieeee (27) 1,986 430
INVESTMENT iN ASSOCIATES ..eeeeueneiiiiiieieeeiieeiteeteneiieeetereannseeeeerensnsseseeesessnsssssssessnnsssssssesssnnnssssssssens 22,025 17,929 14,856

At the end of June the Bank sold all shares in the subsidiary Landfestar ehf. to Eik fasteignafélag hf. and in return the Bank received
44% share in Eik fasteignafélag hf. In July the Bank sold 20% shareholding in Eik fasteignafélag hf. The sale had no effects on the
Interim Consolidated Statement of Comprehensive Income.

On 27 June the Bank sold its shareholding in GO fjarfesting ehf. The sale had no effects on the Interim Consolidated Statement of
Comprehensive Income.

On 27 March the shareholders of Sementsverksmidjan ehf. agreed on a write down of all of issued shares of Sementsverksmidjan ehf.
After the write down the Bank's shareholding is nil.
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25. Tax assets and tax liabilities

30.9.2014 31.12.2013 30.9.2013
Assets Liabilities Assets Liabilities Assets Liabilities
CUITENT TAX tiiiiieiiiieie e - 5,741 - 3,698 - 3,726
Deferred taX .ooveeiereeieiesie sttt 660 362 818 1,226 702 1,089
Tax assets and tax liabilities ..........ccceverrrrrrenevenenenenenenenenenenes 660 6,103 818 4,924 702 4,815

26. Other assets
30.9.2014 31.12.2013 30.9.2013

Non-current assets and disposal groups held for sale 4,210 10,046 9,931
Property and EQUIDIMENT ....cooiiiiiieeeeeee ettt ste e st e e st e e eae e e saeeesbaeesbaeeessseeessseeesnsesensseeannnen 6,938 6,943 7,165
ACCOUNTS FECEIVADIE ...eiiiiie ettt e st e st e e e ta e e e teeeebaee e aaeesaaeessseeessbeeeanseeennseean 3,651 4,610 2,296
PrePaid EXPENSES ...oiiiiieiiiieieite ettt e sttt e sttt e st te e sttt e s sate e e aeeesaaseessaseeessbeeesabeaesnbeeeateeearaeeeaneeeeanneeennen 926 690 1,402
ACCIUBH INCOME 1.ttt ettt ettt ettt et st e sa b e et e et e et e e satesate e b e eaeesaeesabeeabeesbeesbeessbesabeenbeenseanseas 733 619 623
Unsettled SECUNtIES TradiNG ....ccvueieiiee et e e s e e s eessaae e e s teeessteeenneeeenns 505 255 724
SUNAIY @SSEES .euviiiiiietiitteitet ettt ettt b e bt et a e bbb b e b e et e b et e ebe e b e b e sbeeanenne s 508 413 606
ONEE @SSEES ...uiiiiiiieeiiiiiieitiineieeetteenenseeetteennssseeseerensssssssssrensnsssssssssssnssssssssessnnnssssssessnnnnsssssesanns 17,471 23,576 22,747
Non-current assets and disposal groups held for sale

[T =T Y 4 TSSOSOt - 300 302
F X o Tl - | =F T PSP PP PPPRRRTPRY - 5,457 5,820
T =T = =TSP PPSRRRUPOt 4,174 4,150 3,610
OthEr @SSEES ...ttt e b e bbbttt re b 36 139 199
Non-current assets and disposal groups held for sale ..........cccccceeeeernnneen. 4,210 10,046 9,931

The legal entities and associates were acquired exclusively with view to resale and are classified as disposal groups held for sale in
accordance with IFRS 5.

In April 2014 the Bank sold 18.8% share in HB Grandi hf. in connection with the listing of the company on NASDAQ OMX Iceland. Prior
to the sale the Bank held 31% share in HB Grandi. The financial effects from the sale is recognised in the Interim Consolidated
Statement of Comprehensive Income. The shareholding in HB Grandi hf. as at 30 September is classified as listed shares designated at
fair value among Financial instruments.

Real estates and other assets classified as non-current assets are generally the result of foreclosures on companies and individuals.

30.9.2014 31.12.2013 30.9.2013
Liabilities associated with the legal entities held for sale ........cccevcivirieiccieece e 190 567 591

27. Other liabilities

ACCOUNTS PAYADIE Lttt ettt e s e st e e be e st e e sseesstesateensaesasesasesnbeeseesanesanean 18,829 19,264 18,448
Provision fOr SETHIEA FX IOANS ...ueeiiiiiiiieee ettt e et e e e e e e atba e e e e e e saaaeeeeeeeananeeeeesennsens 2,842 4,524 6,817
Unsettled SECUNTIES tradiNG .....ocveriiriiiiieriecieee ettt e st e beesbeesteessaeesbeeteenseensnennns 528 144 213
Depositors' and investors' guarantee fUNd .........c.eovciieiiiie e e 2,872 2,886 2,869
T RS = el ol =112 NSRRIt 2,341 2,266 2,248
WWIthNOIAING TAX w.utintiiiieieie ettt s h et b e eae et e besbe e bt et e besbe e st ebesbesbeentaeane 490 1,552 387
Non-current liabilities and disposal groups held for sale ........ccocevciiveineenienieceeeeeee e 190 567 591
L2 0] 1SS 4,887 2,835 685
SUNAEY TTADITITIES 1.vveeveieiiieie ettt ettt e et e et e e st e st e enteesaesatesaseenbeenseesssesssasnsaene 10,485 9,629 9,960
Other Habilities ......ccoveveiiiiiiiiitier et es e s e ne s s an e s 43,464 43,667 42,218
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28. Borrowings

Maturity

Issued Maturity type Terms of interest 30.9.2014 31.12.2013 30.9.2013
Covered bond in ISK .......ccccvveeeeeennnes 2013 2019 At maturity Fixed, CPI linked, 2.50% 4,501 4,453 2,978
Covered bond in ISK ......ccccceevvvevevnenne 2012 2015 At maturity Fixed, 6.50% 14,754 4,378 4,449
Covered bond in ISK .......ccccvveeeeeennnen 2012 2034 Amortizing Fixed, CPI linked, 3.60% 2,531 2,603 2,561
Covered bond in ISK ......ccceceevvvevernenne 2008 2045 Amortizing Fixed, CPI linked, 4.00% 6,222 21,361 21,293
Covered bond in ISK .......cccvveeeeeennnnes 2008 2031 Amortizing Fixed, CPI linked, 4.00% - 4,934 4,948
Covered bond in ISK .......cccevveeerennnns 2006 2048 Amortizing Fixed, CPI linked, 3.75% 78,230 77,894 77,614
Covered bond in ISK .......ccovvveeeeennnnes 2005 2033 Amortizing Fixed, CPI linked, 3.75% 17,675 17,873 17,898
COVEIEd DONMS ...ttt e e reeeaes e e e s sesnasssseessesanssssssssessnnnsssssssssssnsssssnsssesnnnnsnns 123,913 133,496 131,741
Senior unsecured bond in NOK ......... 2013 2016 At maturity Floating, NIBOR + 5.00% 9,343 9,356 9,856
Senior unsecured bond in ISK ............ 2010 2018 Amortizing Floating, REIBOR + 1.00% 2,445 2,662 2,990
Senior unsecured bond in EUR .......... 2009 2018 Amortizing Floating, EURIBOR +1.009 1,924 2,202 2,501
Secured bond, Landfestar in ISK ........ 2010 2044 Amortizing Fixed, CPI linked, 4.70% - 2,932 2,965
BONMS ISSUBH ....ciiiiieeeiiiiiiiieiinieieieteennneceeetteennsesieessessasssseessssensnssssssssesnnssssssssessnssssssssessnnnsssssssssnns 13,712 17,152 18,312
Central Bank, secured, various curr. .. 2010 2022 At maturity Floating, LIBOR + 3.00% 53,991 52,998 55,478
(04 1T OO OO PO RUTOUPUPPOPPRRRPPRON 331 922 534
L0144 T=T o - T N 54,322 53,920 56,012
BOFTOWINES ...vuveriinsssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssssnsssnsnsssssssnsssnsns 191,947 204,568 206,065

Book value of listed bonds was ISK 31,129 million (31.12.2013: ISK 23,770 million and 30.9.2013: ISK 19,894 million) at the end of the
period. Market value of those bonds was ISK 31,286 million (31.12.2013: ISK 24,472 million and 30.9.2013: ISK 20,383 million).

The Group repurchased own covered bond of ISK 20,000 million (2013: nil) and issued new covered bond amounting to ISK 10,000
million during the period.

At the end of June 2014 the Bank sold its subsidiary Landfestar ehf. as described in Note 3.

29. Subordinated liabilities

Maturity
Issued Maturity type Terms of interest 30.9.2014 31.12.2013 30.9.2013
Tier Il capital in various currencies .... 2010 2020 At maturity Floating, LIBOR + 4.00%* 31,205 31,918 32,809

Subordinated Habilities .........ccciiiiierciiiiiiiirccererreree e rereeeee e e reeeasssseeesessnssssesssesensnssesssesssnnnnns 31,205 31,918 32,809

* In 2015 and thereafter 3 month EURIBOR/LIBOR +500 basis points.
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30. Pledged assets

Pledged assets against liabilities 30.9.2014 31.12.2013 30.9.2013
Assets, pledged as collateral against DOrrOWINGS ....cceevviriieiieiiecrece e 227,581 258,762 262,389
Assets, pledged as collateral against loans from credit institutions and short positions ................... 14,496 18,440 20,801
Pledged assets against llabilities ........cccceiiiiirvneiiiiiiiiiieniiniinsneeeneissceeesessscssensessssssssnnesssssssnns 242,077 277,202 283,190

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 228 billion at the end of the period (31.12.2013: ISK 259 billion and 30.9.2013: ISK 262 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 178 billion at the end of the period (31.12.2013: ISK 190 billion and 30.9.2013: ISK 187 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.

31. Equity

Share capital and share premium

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

Number Number Number
(million) 30.9.2014 (million) 31.12.2013 (million) 30.9.2013
Issued share capital .....c.coecvveeviiieiiiieeece e 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.

Other reserves 30.9.2014 31.12.2013 30.9.2013
STALULOIY FESEIVE ettt ettt sttt s e e s sat e ettt e e st e e e abeeeanseeesaseeesabteesabeeessbeesnneennnne 1,637 1,637 1,637
Foreign currency translation FESEIVE ......c.uiicciei ittt stee st e e e s e e sbe e e sbaeesbaeeesaeas (4) - -
[0 =T =TT RN 1,633 1,637 1,637
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OFF BALANCE SHEET INFORMATION

32. Obligations

Guarantees, unused overdraft and loan commitments the Group has granted its customers 30.9.2014 31.12.2013 30.9.2013
GUATANTEES ..uuuuvuuuueiuiittueteeeueeteeeeeeeeeaeeeeeeeeeeeeee et et e e e e e e et et e e aeeeaaeeaaeeeateeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeeesessennas 10,534 9,922 9,966
UNUSEA OVEIATATES cociiiriiieeieeceeee ettt e et e e e eeaae e e e e eeeabaaeeeeeseabbaeeeeeenstbaeeeseessssaeeeeennnnes 38,283 37,371 36,713
[Io T T 1ol ] 0T 0 4111 0 =T 01 PPN 90,897 48,585 69,725

Depositors' and Investors' Guarantee fund

The Icelandic parliament has discussed a bill on a new Depositors' and Investors' Guarantee Fund, without conclusion of the matter.
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.

33. Assets under management and under custody
30.9.2014 31.12.2013 30.9.2013

Assets under management 908,262 895,457 900,214
P Y=l AU g Vo [T o oI o e VAR 1,367,718 1,490,888 1,414,477

34. Legal matters

The Group has formal controls and policies for managing legal claims. Once professional advice has been obtained and the amount of
loss reasonably estimated, the Group makes adjustments, if appropriate, to account for any adverse effects which the claims may have
on its financial standing. At the end of the period, the Group had several unresolved legal claims.

i) Contingent liabilities

Investigation and legal proceedings regarding alleged breaches of competition law

The Icelandic Competition Authority (ICA) has opened a formal investigation into practices of all card issuers in Iceland, including the
Bank, and by two card payment acquirers, including Valitor. The investigation was initiated by a complaint by Kortapjénustan hf., a
card payment acquirer, in 2009. The case concerns alleged concerted practices through associations of undertakings connected to
decisions on multilateral interchange fees and alleged anti-competitive practices towards competitors in the field of acquiring.

The ICA has also opened a formal investigation into the alleged abuse of an alleged collective dominant position by the three largest
retail banks in Iceland, including the Bank. The investigation was initiated by separate complaints from BYR hf. and MP banki hf. made
in 2010. The complaints from BYR hf. and MP banki hf. concern the terms of the Banks’ mortgage arrangements, which, according to
the complaint, deter individuals from moving their business to other banks and thereby restrict competition.

The extent of the investigations and outcome of the cases before the ICA is still uncertain as well as any effect on the Group. However,
if the Bank or Valitor will be deemed to have violated the Competition Act, it could result in a fine or restrictions by the ICA.

In April 2013 the ICA imposed a ISK 500 million fine on Valitor for abusing its dominant position on the payment card market and
violating conditions set in an earlier decision of the Authority. Valitor appealed the decision to the Competition Appeals Committee. In
October 2013 the Committee confirmed the decision of the Competition Authority. Valitor has referred the decision to the courts of
law for annulment.
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34. Legal matters, continued

In 2012 Kortapjonustan hf. filed a suit against Valitor claiming damages for the alleged loss suffered by Kortapjonustan hf. due to
alleged breaches of competition law based on a settlement made by Valitor with the ICA, published in ICA decision No 4/2008. The
case is still being contested before the District Court of Reykjavik. In July 2013 Kortapjénustan hf. filed another suit, now against the
Bank and Valitor, as well as Landsbanki, islandsbanki and Borgun hf., claiming damages for the alleged loss suffered by Kortapjénustan
hf. in relation to the alleged breaches of competition law based on the complaint to the ICA in 2009, stated above. The case is being
contested before the District Court of Reykjavik.

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 (in foreign currency),
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. With a judgment of
the District Court of Reykjavik on 20 December 2013 the Group was acquitted. The judgment was appealed to the Supreme Court of
Iceland and the Bank was acquitted with a judgement on 6 November 2014.

Legal proceedings regarding damages

The former chairman of the Board of BM Valld hf., together with Lindarflot ehf., have filed two cases against the Bank claiming
damages which they believe they suffered because of the conduct of the Bank’s employees in connection with the bankruptcy of BM
Valla and its subsidiary, Fasteignafélagid Artin ehf. In the two cases the plaintiffs claim in total damages in the amount of over four
billion ISK plus further specified interests. The plaintiffs claim that the Bank caused them, as shareholders of BM Vallda and
Fasteignafélagid Artin, damage by not granting the companies financial restructuring and thereby forcing the companies into
bankruptcy. The Bank believes more than less likely that it will be acquitted of the plaintiff’s claims in both cases and has therefore
made no provision.

ii) Other legal matters

Legal proceedings regarding CPI loans

In 2013 the Supreme Court of Iceland requested an Advisory Opinion from the EFTA Court in two separate cases regarding the
interpretation of certain provisions of EC directives, in cases where the disagreement is whether the CPIl-indexation of a consumer loan
and its presentation is in accordance with certain provisions of Icelandic law on contracts and consumer loans. An Advisory Opinion in
one of those cases was published 28 August 2014 where it was stated that the EC directive does not in general prohibit the indexation
of consumer loans and that it was up to the domestic courts to assess whether the terms of such loans were fair. This case is now
pending the ruling of a district court in Iceland. The other case was presented to the EFTA Court 11 June 2014 and the Advisory Opinion
will be published 24 November 2014. It is difficult to predict the likely outcome in these cases. If successful in a court case, one possible
outcome is that a debtor would receive a part or all of the CPl-indexation of his loan annulled. The Group considers the possibility of
this happening unlikely and has therefore made no provision due to this.

Act no 35/2014 on “adjustment” of CPI-indexed mortgage loans

In May 2014 the Icelandic Parliament passed a bill on adjustment of CPl-indexed mortgage loans, Act no 35/2014. The Act entails that
all individuals who had indexed mortgage loans in 2008-2009 can apply to have their loans reduced by the amount corresponding to
the difference between real inflation compensation and adjusted inflation compensation. The adjusted figure can be a maximum of ISK
4 million for each household and if borrowers have already had some of their mortgage written down, that amount will be subtracted
from the figure being adjusted. When the amount has been adjusted, the current loans of the borrower in question will be reduced by
that amount and moved into a special "adjusted loan". The Treasury estimates to finish paying the adjusted part of the loan in the
beginning of the year 2016, provided that funding is obtained from the Parliament. The applications period is to 1st of September 2014
and the extent of the adjustment will be clearer after that date. In Article 2 of the Act it is expected that the Treasury will reach an
agreement with the Bank on the execution and settlement of the adjustment and that the aim should be not to create any profit or
loss to the Bank. Negotiation between the concerned parties has not been concluded.
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35. The uncertainty regarding the book value of foreign currency loans

As summarized in Note 37 to the Annual Financial Statements 2013, 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
2014 and the Group constantly monitors judgments in court cases it is party to as well as other relevant court cases to refine its
provisions on foreign currency loans.

After consideration of such judgments, the Group has provisioned a total amount of ISK 22.3 billion of which ISK 18.9 billion have been
written-off since 2011.

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.

36. Events after Balance Sheet date

In October the Bank finished offering of 6 months bills. Total offers amounted to ISK 3,690 million and the Bank accepted offers
amounting to ISK 2,120 million at 6.00% interest. The bills have been admitted for trading on NASDAQ OMX Iceland.

In November the Bank finished offering of 6 months bills. Total offers amounted to ISK 480 million and the Bank accepted all the offers
at 5.80% interest. The aim is to list the bonds at NASDAQ OMX Iceland by the end of November.
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RELATED PARTY

37. Related party

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

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

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

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

Balances with related parties Net
30.9.2014 Assets  Liabilities balance
Shareholders with coONtrol OVEr the GroUP ......c.ecciiriirieeiieeieete ettt sttt 556 (68,010) (67,454)
Board of Directors and key Management Personnel .......ccccoeeeueeieeneesiesieece e see s 254 (66) 188
Associates and other related PArties .......uovveeieeriirieie ettt ae e 49,662 (19,693) 29,969
Balances With related Parties .......cccccceeeecrceeeiiiiiiiinneeiniicssnneesessssssnsesssessssssnessssssssssnsssssssssssnsaans 50,472 (87,769) (37,297)
31.12.2013

Shareholders with coOntrol OVEr the GroUP ......c.eeviiriirieeiie ettt aesteeeeens 554 (63,949) (63,395)
Shareholders with influence OVer the GroUD .......cccueecieeceecie e 19 (2,003) (1,984)
Board of Directors and key Management personnel .......cc.ccocevieriieeneenienieniieesieeseesee st 228 (68) 160
Associates and other related PArties .......uecveeceecierierie et e s e e e teesre e e e s aeereens 36,546 (19,015) 17,531

Balances with related parties 37,347 (85,035)  (47,688)

30.9.2013

Shareholders with control over the Group 567 (63,309) (62,742)

- (3,951) (3,951)
Board of Directors and key Management Personnel ........ccccoceeueeiieveereescie e ees 192 (91) 101
Associates and other related PArties .......uovveeieiriirienie ettt ettt sae e 48,830 (21,099) 27,731

49,589  (88,450)  (38,861)

Shareholders with influence over the Group

Balances with related parties

Through the ownership of ISFI the Group has a related party relationship with Landsbanki islands hf. Landsbanki islands hf. provides
banking services to the Bank's subsidiary Valitor hf. The Group holds assets amounting to ISK 11,666 million (31.12.2013: ISK 12,185
million and 30.9.2013: ISK 10,719 million) by Landsbanki islands hf. and liabilities amounting to ISK 5,744 million (31.12.2013: ISK 7,234
million and 30.9.2013: ISK 6,878 million). Those amounts are not included in the table above.
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RISK MANAGEMENT DISCLOSURES

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

Further information regarding risk management is available in the Annual Consolidated Financial Statements for 2013 and in the Pillar 3
Risk Disclosures for 2013, published on the Bank's website, www.arionbanki.is. The Pillar 3 Risk Disclosures are not audited.

38. Credit risk

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

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

Maximum exposure to credit risk

The following table shows the maximum exposure to credit risk for the components of the Interim 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 30.9.2014 31.12.2013 30.9.2013
Cash and balances with Central Bank ..........cccceiiriiiiiiiniiicieneceecee et 33,335 37,999 20,116
LOANS tO Credit iINSTITUTIONS ..viiiiicieieee ettt e et e e e e e e e e eare e e e e s eeabbaaeeessensaaeeeesenansaeeeesan 108,621 102,307 113,202
LOGNS 1O CUSEOMENS ...ttt b e sb e e sb s ba e saaesaneeas 652,598 635,774 576,204
FINANCIAl INSTFUMEBNTS ooeeiiiiiiiie ettt e e e et e e e e e e st ra e e e e s e s aseeeeeeesnnsaseeesennsaeeeeesennsrens 69,112 63,731 133,346
Other assets With Credit FisK ..o 5,208 5,746 4,037
Total on-balance sheet maximum exposure to credit risk ........cccoeiiiiiiiiiiiiininiiiiniiini.. 868,874 845,557 846,905

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

FINANCIAl BUAIANTEES ..eiiuviieitiee ettt s e st s e e st e e s ba e e e sste e e s aeeenteeennseeennneeesaneeesnnnes 10,534 9,922 9,966
UNUSEA OVEIAIAFES .ovveiiviiiieiiieeie ettt ettt ettt esbe e s baesatesabeenbeesbeesasessbeenbeenee 38,283 37,371 36,713
[ o1 1ol 0T 4110 =T o RS 90,897 48,585 69,725

Total off-balance sheet maximum exposure to credit risk .. 139,714 95,878 116,404

Maximum exposure to Credit risk .......ccvvveiiiiiiiiieiiiiiiiinnieiieseeeesessssesssessssssssesees 1,008,588 941,435 963,309
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38. Credit risk, continued

Loans to customers specified by sectors 30.9.2014 31.12.2013 30.9.2013
INAIVIAUALS .ttt et b e bt et b e s bt e bt et e b st e h e et et e bt eat et ees 49.1% 48.8% 44.5%
Real estate activities and CONSTIUCTION .....c.iiiiiiiiiiiiiiee ettt 15.0% 13.1% 13.5%
LT AT T= T Yo [V 1y i oY AU 10.7% 9.6% 10.4%
Information and communication teChNOIOZY .........cccueeiiiiiiiiiiiieeee s 3.6% 3.8% 4.3%
Wholesale and retail Trade ..ot 8.0% 8.7% 8.2%
Financial and iNSUranCe aCtiVItIES .....c.cueevueeriierierieeie ettt st st sbeesaee s 4.5% 4.3% 5.9%
Industry, energy and ManUFACTUNING .....coccieieeiee et e e ae st e e re e e e sreesaseeaeesane e 3.8% 3.5% 4.0%
Transportation ... 0.9% 3.0% 3.4%
SEIVICES ettt ettt et r et et e s n e e e e s e e s e s be e s re e e e s 2.7% 3.1% 3.5%
Public administration, human health and social actiVities ..........ccceeevueeeviiieeniie e 0.9% 1.4% 1.5%
AZIICUITUIE AN fOrESTIY .oiuuiieieeiiceecee ettt e e ee et e st e s e s e e e b e e beesseessaeesteeseeeseesnneaneennseans 0.8% 0.7% 0.8%

100.0% 100.0% 100.0%

Collateral and other credit enhancements

The amount and type of collateral required depends on an assessment of the credit risk of the counterparty and the exposure type. The
main types of collateral obtained are as follows:
- Retail loans to individuals: Mortgages 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, treasury notes and bills, asset backed bonds, listed equity and funds that consist of eligible securities.

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

Cash and Real Fishing Other Total
30.9.2014 securities estates vessels  collateral  collateral
Cash and balances with Central Bank - - - - -
Loans to credit iNStItULioNS .......coceereeiiieieeeeee e - - - - -
Loans to customers
INAIVIAUALS .ot 543 278,205 47 837 279,632
Real estate activities and construction 1,260 67,861 12 2,229 71,362
FiShiNG INAUSTIY «.cuviiiiiiieie et 91 2,281 53,591 3,220 59,183
Information and communication technology .........c.cccecvereveeneeneeniennnen. 31 1,840 - 19,889 21,760
Wholesale and retail trade .........cceeeeeeeeciiiiiee e 380 14,328 4 31,726 46,438
Financial and inSUrance activities ........ccccveeeeieiireereeeiiiiieeeeeeeiiireeeeeeeans 11,434 997 - 8,026 20,457
Industry, energy and manufacturing .......ccccceeevveeevieecrciee e 1,002 9,055 49 9,213 19,319
TranSPOrtAtioN ....eevueeiiiieeeieeee et 91 589 63 3,415 4,158
SEIVICES .nutenteiteeteeite ettt et te sttt et et et e s ae et et e s be e bt et e besbe e bt e b e ntesbeenteneeneeas 584 2,708 95 8,808 12,195
Public administration, human health and social activities ..........c.c......... 59 3,674 - 179 3,912
Agriculture and fOrestry .....cviciee i 6 2,408 - 132 2,546
FINANCial INSTFUMENTS ..oeiiviiiiiie ettt e e e e e e e 2,672 - - - 2,672
Collateral held against different types of financial assets ........ccccceeeeeenes 18,153 383,946 53,861 87,674 543,634
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38. Credit risk, continued

Cash and Real Fishing Other Total
31.12.2013 securities estates vessels  collateral  collateral
Cash and balances with Central Bank ........ccccoocueriiriinnieniinieeeeeceeee, - - - - -
Loans to credit iNStItULIONS ......cccoereerierinineeseseeee e - - - - -
Loans to customers
INAIVIAUALS .o 659 269,700 49 362 270,770
Real estate activities and construction ..........cccecceeeveveeeiieeenieecsiee e, 3,887 55,427 12 1,053 60,379
FiShiNG INUSTIY ..cvviiiiieiieieseeee e 89 3,039 52,878 2,361 58,367
Information and communication technology .. 26 1,842 - 20,452 22,320
Wholesale and retail trade ........cccueeveeeeeciiieee e 6,664 10,095 5 28,447 45,211
Financial and insurance activities .........ccceeeveeeeceeeeiiee e 12,416 441 - 9,116 21,973
Industry, energy and manufacturing ........c.cceecveeveeveenieecie e 180 8,645 46 10,719 19,590
Transportation 69 563 51 2,310 2,993
SEIVICES ettt 285 3,314 98 2,994 6,691
Public administration, human health and social activities ..........c.c......... 22 3,190 - 170 3,382
Agriculture and fOrestry .....oocveeciieceeeee e 5 2,331 - 136 2,472
Financial instruments 2,867 - - - 2,867
Collateral held against different types of financial assets ...........ccccuueeunn 27,169 358,587 53,139 78,120 517,015
30.9.2013
Cash and balances with Central Bank ........ccccoeceriiriiniienienieeeeeeeeee, - - - - -
Loans to credit iNStitUtioNS ........ccoevieveiininicceeee e - - - - -
Loans to customers
INAIVIAUALS .o 486 216,636 53 1,356 218,531
Real estate activities and cONStrUCLION ........cccccvveeeeeiiiiiiieee e 1,513 52,492 5 632 54,642
FISHING INAUSTIY eeeiiiiieeiieee ettt e 1,860 2,490 51,696 2,058 58,104
Information and communication technology .. 24 818 - 22,032 22,874
Wholesale and retail trade .........cccooeeiiiininiiiiniinecece 1,640 9,872 5 23,790 35,308
Financial and insurance activities .........cccccveeeeecireeeee e e 17,352 1,709 - 3,840 22,902
Industry, energy and manufacturing ........cccceeeeeveenienienienneeneenee e 168 7,907 1 11,505 19,580
TraNSPOIrTATION ...vviiieiiiiiiiee ettt e e s e e e e e s saeenees 65 514 46 4,048 4,673
SEIVICES .ottt e bbb 279 3,307 71 2,718 6,375
Public administration, human health and social activities ...........ccc....... 33 3,580 - 123 3,736
AZrICUItUre and fOr@STIY ..oouviiiiiciiiieerieseeee et s 5 2,278 - 177 2,460
FINanCial iNSTrUMENTS ...ccoviiiiiee et e e e 1,661 - - 68,987 70,648
Collateral held against different types of financial assets ........c..ccoeuureees 25,086 301,603 51,878 141,266 519,833

Information on collateral held at subsidiaries is not available.

Arion Bank Interim Consolidated Financial Statements 30 September 2014 39 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

38. Credit risk, continued

Neither Past
Credit quality by class of financial assets past due but Individu-
due nor not ally

30.9.2014 impaired impaired impaired* Total
Cash and balances with Central Bank ........ccccuvieeveiiiiieieiieccree et 33,335 - - 33,335
Loans to credit INSTITULIONS ....occcuvviiee ettt e e e e e saar e e e e eennns 108,621 - - 108,621
Loans to customers

[WeF: 1o I do N olo] 4 oTo] - | =1 S TP PPPPPPPNN 311,702 13,141 7,278 332,121

Ko F- T It M e [1 Ve [T TR 282,283 28,342 9,852 320,477
FINANCIal INSEIUMENTS ..eeiiviiiiiie ettt et e e ere e e sbe e e st ae e s raeesnaeeenaeeenns 69,112 - - 69,112
Other assets With Credit FisK ........ueevii i 5,208 - - 5,208
Credit quality Of I0aNS ......eueeiiiiiiiiiiiriiirrr e 810,261 41,483 17,130 868,874
31.12.2013
Cash and balances with Central Bank .........ccceeeoieiiiiieiiiiecciee e 37,999 - - 37,999
Loans to credit iNSTItULIONS .....ccciviiee e e e ae e e e e eanns 102,307 - - 102,307
Loans to customers

[WeF: 1o I do N olo] 4 oTo] - | =1 SO PP PPPPPPPNN 304,880 9,789 10,614 325,283

Ko E T I fo M e [1 Ve [T TR 268,485 34,607 7,399 310,491
FINANCIal INSTFUMENTS oo e e e e et rar e e e e e sanr e e e e e e nnaeeeeeens 63,731 - - 63,731
Other assets With credit Fisk ........cooeviiiiiiiini e 5,746 - - 5,746
Credit quality Of I0ANS ......uueeeeiiiiiiiiieeirercrnreere e e snneee e s s s s s snnsessssssssnnnanasens 783,148 44,396 18,013 845,557
30.9.2013
Cash and balances with Central Bank ...........ccccvuueeeerieiiiieee et eeecrreee e e cirreee e e 20,116 - - 20,116
Loans to credit iNStItULIONS .......ccviiiiiiiiiicie e 113,202 - - 113,202
Loans to customers

LO@NS £O COMPOTAtES eevuviieiiiiieeitieeeite ettt ettt ettt et st e sib e e st e sebeesnbeesaneeesans 278,435 22,445 18,698 319,578

Loans 1O INAIVIAUAIS ......uvveeee e e e e are e e e e e eaara e e e e e eaes 223,228 24,230 9,168 256,626
Financial instruments . 133,346 - - 133,346
Other assets With Credit FiSK ........uveeieeieciiiee e e e e e 4,037 - - 4,037
Credit quality Of I0aNS ...cuveiiiiiiiiiiiriiinnrrn s sasr e s sssssnnnenssens 772,364 46,675 27,866 846,905

* 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.
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38. Credit risk, continued

Neither past due nor impaired loans

The Bank uses internal credit rating models to monitor the development of credit risk and to estimate customers’ probability of default
(PD). The Bank rates customers with one of three models. For large corporates the Bank uses quantitative information based on
financial statements as well as qualitative data. Credit ratings of individuals and SMEs are based on statistical models using historical

information which has been found to be predictive.

The table below shows loans to customers which are neither past due nor impaired, broken down by the Bank's classification scale,
where 5 denotes the highest risk. Comparative figures are not available for 30 September 2013.

Risk classification

30.9.2014 1 2 3 4 5 Not rated Total
INAIVIAUALS ..o 48,905 136,141 57,315 23,964 8,316 7,642 282,283
Real estate activities and construction ................ 850 30,957 41,214 8,367 2,102 9,240 92,730
Fishing indUSLrY ....occoovveeviiniirieeieceeeeee e 9,520 20,153 12,684 1,947 1,854 18,742 64,900
Information and communication technology ....... 249 19,167 3,308 358 2 - 23,084
Wholesale and retail trade ........cccvvveeevvivveeeeeennnns 7,510 15,183 20,280 2,074 1,924 3,524 50,495
Financial and insurance activities ..........ccccceevunnns 287 730 12,241 362 8 10,183 23,811
Industry, energy and manufacturing .........c.......... 3,038 7,528 10,660 970 367 869 23,432
Transportation .......ccceveeveeeeeiniiiieeee e 772 3,504 860 508 3 263 5,910
SEIVICES wvveneieiieeiieitente sttt st et sae e 327 8,612 3,604 1,353 21 2,777 16,694
PUbIiC SECLON ..covveieeiieeeeeeeee e 151 3,222 927 383 36 1,090 5,809
Agriculture and forestry ........ccceceeveveneninieennenne. 141 717 1,323 974 494 1,188 4,837
Neither past due nor impaired loans ................. 71,750 245,914 164,416 41,260 15,127 55,518 593,985
31.12.2013

INAIVIAUALS oo 12,201 68,291 120,751 53,841 9,978 3,422 268,484
Real estate activities and construction ................ 1,889 4,924 37,703 6,848 708 27,612 79,684
Fishing industry .......cccecveveniiiiiieniiieiccceeeeee 26,962 6,070 7,193 10,865 3,162 3,707 57,959
Information and communication technology ....... 19,242 2,802 1,065 294 2 1,011 24,416
Wholesale and retail trade ........ccccceveviiiinienenne 12,130 9,550 18,057 3,384 1,644 6,395 51,160
Financial and insurance activities ..........ccccceevunnns 102 9,178 1,429 211 - 12,721 23,641
Industry, energy and manufacturing ............ce...... 4,610 12,193 2,979 580 550 758 21,670
Transportation 197 17,404 573 458 87 244 18,963
SEIVICES .eiviiieiitinitetese et 117 10,198 3,288 914 110 442 15,069
PUDbIiC SECLON oo 85 3,335 917 178 38 4,052 8,605
Agriculture and forestry ......coccovcveeveereeneenceenenenns 162 480 1,636 769 11 656 3,714
Neither past due nor impaired loans ................. 77,697 144,425 195,591 78,342 16,290 61,020 573,365

Exposures that are "Not rated" are primarily due to newly formed entities and entities for which the Bank's rating models are deemed
unreliable. The credit rating for large corporates is based on annual statements and is valid for a maximum of 18 months after the
financial date of those statements. Many ratings therefore lapse during Q3 and are not in all cases renewed in time for Q3 Financial

Statements which can lead to a temporary increase in exposures that are classified as "Not rated".
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38. Credit risk, continued

Past due but not impaired loans by class of loans
30.9.2014

LOANS tO COMPOTALES ..cuviviriieniiniieiieiieie ettt sttt sne e
Loans tO iNIVIAUALS ...ccuvieeiiecciie et
Past due but not impaired [0ans ........ccccceveiireeieiinininneeeniinnceeeeeesscnen.

31.12.2013

(Mo oI fo W eleTg o To ] - | = -3
Loans tO iNIVIAUALS ...cccvveeeiiie ettt e

Past due but not impaired loans .

30.9.2013

LOANS tO COMPOTALES ..cuviviuienierieriieie ettt sttt sbe s sae e
Loans to iNdividUalS .....cc.eeeeeeiiiiiieee e
Past due but not impaired [0ans .........cccceveueiriieeiniiieiniecneenee

More

Upto 31to60 61to 90 than 90
30 days days days days Total
8,782 2,469 223 1,667 13,141
12,001 4,039 1,028 11,274 28,342
20,783 6,508 1,251 12,941 41,483
6,100 923 111 2,655 9,789
11,224 3,751 543 19,089 34,607
17,324 4,674 654 21,744 44,396
9,135 2,867 741 9,703 22,445
9,495 4,650 428 9,657 24,230
18,630 7,517 1,168 19,360 46,675

The majority of the past due but not impaired loans have been acquired at discount. These loans are not considered to be impaired

unless the specific allowance exceeds the discount received.

Collateral repossessed

During the period, the Group took possession of real estates with the carrying value of ISK 892 million and other assets with the value

of ISK 6 million, all which the Group is in the process of selling, see Note 26.

Impaired loans to customers specified by sector

Loans impaired due

to borrower

Loans impaired due
to FX-loan court

credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan
ment carrying ment carrying  pairment carrying
30.9.2014 amount amount amount amount amount amount
INAIVIAUALS ..o 10,542 20,299 60 155 10,602 20,454
Real estate activities and construction .........ccccoceveevenienenen. 1,727 3,712 - - 1,727 3,712
FiShing iNAUSTIY .....coouiriiiiiieieeeee e 415 665 458 1,547 873 2,212
Information and communication technology ........c.c.ccceevuenne 235 235 - - 235 235
Wholesale and retail trade .........cccveeeeeeiiiivieee e, 1,036 1,185 - - 1,036 1,185
Financial and insurance activities .........ccccveeevvvvveeeeceeiineeeeeens 7,974 11,180 - - 7,974 11,180
Industry, energy and manufacturing .........cccceeeveeevieeesiieeennns 354 470 - - 354 470
TransSPOrtation ....cocceeeiiieeiiiee e 17 18 - - 17 18
Services 363 585 21 21 384 606
Public administration, human health and social activities ...... 27 35 - - 27 35
Agriculture and fOrestry ......ccoveevcieercie e 94 346 10 10 104 356
22,784 38,730 549 1,733 23,333 40,463
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38. Credit risk, continued

31.12.2013

INAIVIAUAIS <o
Real estate activities and construction .........ccocceeeveevveerieennnnn.

Fishing industry .......ccceceevervienenininicnincee

Information and communication technology ..........cccccueeu.....
Wholesale and retail trade .......ccceveevieniiiiviiinieienie e,
Financial and insurance activities .........ccccovvvvevvivenvieeeiien s

Industry, energy and manufacturing .

TranSPOrtation ....c.eeeeeiiriieieiee e e e e e
SEIVICES .oeeiiiiieeiite ettt ettt ettt sie e s esbee e s nneeenee
Public administration, human health and social activities
Agriculture and forestry .....c.coeceveneninienennceeen

30.9.2013

INAIVIAUALS ©eneeiieie e
Real estate activities and construction .........ccocceeveerieeieenneen.
FiShiNg INAUSTLIY ..ooeviiiieiiiiienie e e
Information and communication technology ..........cccccueeu.e.

Wholesale and retail trade ...

Financial and insurance activities .........ccccvvveevvveeeicieecsien e
Industry, energy and manufacturing ........cccceeveeveenvenieennnens
TransSPOrtation ....cc.eeeeeiiriiiieiee et e e

Services

Public administration, human health and social activities
Agriculture and forestry .....c.coecevenenincenenncceeen

Loa

ns impaired due
to borrower

Loans impaired due

to FX-loan court

credit quality rulings
Impair- Loan Impair- Loan  Totalim- Total loan
ment carrying ment carrying  pairment carrying
amount amount  amount amount amount amount
11,538 18,496 173 614 11,711 19,110
1,726 3,755 37 113 1,763 3,868
617 1,899 612 1,870 1,229 3,769
164 190 - - 164 190
4,020 5,941 14 44 4,034 5,985
4,513 6,080 - - 4,513 6,080
446 996 17 33 463 1,029
65 356 6 9 71 365
775 1,865 43 53 818 1,918
8 35 - - 8 35
352 790 - - 352 790
24,224 40,403 902 2,736 25,126 43,139
12,119 19,617 967 2,637 13,086 22,254
4,532 8,098 854 1,745 5,386 9,843
1,578 2,481 989 3,230 2,567 5,711
190 227 47 56 237 283
5,564 8,623 499 1,549 6,063 10,172
7,003 9,865 1,008 1,394 8,011 11,259
739 1,424 77 224 816 1,648
24 25 334 2,244 358 2,269
1,196 1,510 137 331 1,333 1,841
27 36 101 132 128 168
812 1,110 18 123 830 1,233
33,784 53,016 5,031 13,665 38,815 66,681

This note separates impairments that are due to the uncertainty related to foreign currency loans from impairments that are due to
borrower credit quality. At year end 2013, a provision for losses due to court rulings for illegal FX loans was ISK 902 million, in addition
to liability to customers of ISK 4,524 million. The provision is reduced to ISK 549 million and the liability to customers is ISK 2,842 million
at 30 September 2014. Recalculation during the period resulted in an additional ISK 805 million impairment and ISK 1,158 million write-

off or repayments.
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38.

39.

Credit risk, continued

Large exposure

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

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

The largest exposure to a group of connected clients at the end of the period was ISK 25 billion (31.12.2013: ISK 29 billion and
30.9.2013: ISK 29 billion) before taking account of eligible collateral. The Group has three large exposures at the end of the period
(31.12.2013: three exposures and 30.09.2013: four exposures) net of eligible collateral.

30.9.2014 31.12.2013 30.9.2013
no. Gross Net Gross Net Gross Net
Dromi* - - - - 42% 0%
PP PPPPPPPPPPPPRY 14% 14% 16% 16% 17% 17%
2 et st sttt s e b e e re e e e e nre e 11% 11% 17% 17% 18% 18%
3 ettt sre e s b b e e re e neeenre e 11% 11% - - - -
RLO oottt ettt ettt st sttt st e be e saeenaae s <10% <10% 12% 12% 13% 13%
SLO% oottt st s nnee s <5% <5% 10% <10% <10% <10%
RLO% ettt ettt ettt st sttt st st b e et e e <2% <2% 10% <10% 11% 11%
Sum of large exposure gross and net > 10% .........c.ccceeeuneenee 36% 36% 65% 45% 101% 59%

* The Drémi bond, which the Group received when acquiring deposits from SPRON hf. in March 2009, was closed by contract at year
end 2013.

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

The sum of exposures exceeding 10% of capital base is 36% of the Group's capital base before collateral mitigation or 36% net of
eligible collateral, which is well below the 400% legal maximum.

Market risk

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

Interest rate risk in the non-trading book

The following table shows the sensitivity of the Group's net present value of interest bearing assets and liabilities to changes in interest
rates by currencies and interest fixing periods. Risk is quantified as the net change in value of interest bearing assets and liabilities 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.

30.9.2014 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CP1INGEXEA INKEA +.veeverveeeereeereeeseeeseeeseeeseee s seeseeeseseseeeseeesesesenenees (110) (887) (120) (595) (3,157)
ISK, Non Indexed NKEd ........cccvieeireeeeiieecieec et (13) (856) (30) (22) (14)
EUR «oeeeeeeeeeo et ee e s esesesesesene s e s e s s e e st es e es e s se e eenen 38 (207) - - -
Other. (9) (168) (102) - -
31.12.2013

ISK, CPlINndexed lINKed ......c.covuieiiiriieieeieeeesee e (44) (823) 32 (557) (1,129)
ISK, Non Indexed linked .. . (103) (480) (28) (29) (17)
EUR ©oeeeeeeeeeoeee e ee e e s se s e s s e sesesesesase s sasesesesaes e es e es et esseseseseseneeen 63 (1) - - -
(043 V=T S SRS (36) - - - -
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39. Market risk, continued

30.9.2013 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CP1INGEXEA INKEM «..vevverveeeereeereeeseeeseeeseeesessesseesesesesesesesesesesesesesenens (37) (827) 7) (357) 295
ISK, Non Indexed HNKed .......cccccviiiieiieeieceeeeeeeecee et (121) (616) (25) (27) (15)
EUR oot ee e et se e s se e sesssese s s st ese s s es e st es e eesesesesenen 65 (2) - - -
(0743 V=T SO TSR ST RSSO 39 (3) - - -

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.

30.9.2014 0-1Y 1-5Y 5-10Y 10-20Y >20Y
ISK, CPlIndexed liNKed ........cccuveieeeeecieeeeeecee e 3 (3) (43) (1) 61
ISK, Non Indexed HNKEd ........ccooiiriiiiiiinienienieeeeseest et 43 (44) (33) (60) -
EUR ovreeeeeeeeeeee e eese et ese e sesteseseseesesesasessesese s s esaseseesane e s seenesessenerenens (3) - - - -
OENEI ettt sttt et st et 6 - - - -
31.12.2013
ISK, CPl Indexed liNKed ........ccceruiriiieniieiieieienececeee et (11) 2 (0) (34) (92)
ISK, Non Indexed HNKEd .......ccecvieiieiieee et (1) (8) (61) (92) -
1 - - - -
1 - - - -
30.9.2013
ISK, CPI INAEXEA TINKED +..veoveeeeeeeeereveeeeseereeeseese e ereseeseseesese e sessenesesseseneesens (15) 7 (80) (21) (215)
ISK, Non Indexed NKEd ........cccveeeiuieeeieeeciee e (31) 8 (32) 5 -
EUR ovreeeeeeeeeeese e eese e esese e seseesesesessesesane s esase e s esaneseesene e seseeneseseeneresens (0) - - - -
(04 0 1=T S USRI (2) - - - -
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39. Market risk, continued

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

30.9.2014 Carrying On Upto3 3-12 1-5 Over 5 With no
Assets amount  demand months  months years years maturity
Cash and balances with Central Bank .................. 33,335 24,463 - 8,872 - - -
Loans to credit institutions .........cccceeeeeeecineereennnn, 108,621 45,263 63,358 - - - -
LOANSs tO CUSLOMENS ....c.eeverveeiieieienieeieeesieeeeene 652,598 4,497 53,605 108,466 218,684 267,346 -
Financial instruments .........cccoccveeeveeeiceeescieeeenen. 99,223 8,813 5,133 1,802 48,956 4,407 30,112
Derivatives - assets leg .... . 33,764 - 21,693 5,834 6,237 - -
Derivatives - liabilities leg ..............ccccoercueecunnns (32,458) - (20,823) (5,568) (6,067) - -
Investment property ......ccccveeeeeeeeenineciieeeee e 2,901 - - - - - 2,901
Investments in assOCiates ......ccceeeevevurennenrennnnnnnn, 22,025 - - - - - 22,025
Intangible assets ... 5,337 - - - - - 5,337
TaX @SSLS .evviiiiiiiiiiiie i - - - 660 - -
Other @ssets .....c.cceveverereniieneneeee e 17,471 852 3,190 28 1,126 13 12,262
ASSELES .eereerreiiiiiinner s sane e 942,171 83,888 125,286 119,168 269,426 271,766 72,637
Liabilities
Due to credit institutions and Central Bank ......... 21,131 15,151 185 5,744 51 - -
Deposits 482,518 267,189 147,592 44,620 19,707 3,410 -
Financial liabilities at fair value 6,038 - 5,841 42 155 - -
Derivatives - assets 1eg .........cocevvevvvevvevvesnnnns (13,587) - (11,292) (1,547) (748) - -
Derivatives - liabilities leg ............cccccvuevcveecueans 14,192 - 11,700 1,589 903 - -
Short position bonds and derivatives ............... 2,488 - 2,488 - - - -
Short position bonds used for hedging ............. 2,945 - 2,945 - - - -
Tax liabilities ......ccevevererieieeeeee 6,103 - 1,435 4,306 362 - -
Other liabilities .......ccccoveviriiiiiiiniiiceeee 43,464 99 30,810 628 4,732 107 7,088
Borrowings 191,947 - 1,690 16,693 26,201 147,363 -
Subordinated liabilities ..........cccocevinenvcniniennns 31,205 - - - - 31,205 -
Liabilities .....ccccceeriiierinieniiieinieeencee s 782,406 282,439 187,553 72,033 51,208 182,085 7,088
Off-balance sheet items
GUAMANTEES ..ottt 10,534 3,356 1,448 2,351 1,544 1,835 -
Unused overdraft 38,283 723 7,117 18,951 11,433 59 -
Loan commitments ......ccoevvvvveeeeiiiiieiii 90,897 1,442 24,188 19,662 45,605 - -
Off-balance sheet items .......c.cccceeueerinnercineen. 139,714 5,521 32,753 40,964 58,582 1,894 -
Net interest sensitivity 8ap .....cccccceevereeriineennne 20,051 (204,072) (95,020) 6,171 159,636 87,787 65,549
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39. Market risk, continued

31.12.2013 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 .................. 37,999 28,666 - 9,333 - - -
Loans to credit institutions ........ccccceevvveeeveeeennennn. 102,307 47,197 55,110 - - - -
Loans to CUStOMENS ....ccoeeeeeeeeeeeeeeeeeeeeeeee 635,774 2,151 56,696 85,340 221,979 269,608 -
Financial instruments 86,541 6,889 1,240 13,349 38,569 3,684 22,810
Derivatives - assets leg ..........cocevvuevvuercuvesvenunnn. 23,567 447 8,008 4,094 11,018 - -
Derivatives - liabilities leg ..............cccvvevuvecunans (22,497) - (7,918) (3,893) (10,686) - -
Investment property .......cccccevvieiiiiiiiiiniiiennnn. 28,523 - - - - - 28,523
Investments in associates .. . 17,929 - - - - - 17,929
Intangible assets ........cooeevieviiriieeneeeeeee e 5,383 - - - - - 5,383
TaX @SSEES weoriiiiieieeee e 818 - - - - 818 -
Other @SSets ....cccveeeiieeeieee e cree et 23,576 53 4,014 693 973 13 17,830
Assets 938,850 84,956 117,060 108,715 261,521 274,123 92,475
Liabilities
Due to credit institutions and Central Bank 28,000 17,692 3,622 6,636 50 - -
DEPOSIES weenvreeureeieeiiente ettt 471,866 246,160 126,784 74,426 21,693 2,803 -
Financial liabilities at fair value ........cccoeeeecvevenen.. 8,960 - 8,757 161 42 - -
Derivatives - assets 1eg .........coovvvevvvercueesveninns (18,830) - (16,322) (911) (1,597) - -
Derivatives - liabilities leg .............ccccvevevveennen.. 19,592 - 16,881 1,072 1,639 - -
Short position bonds and derivatives ............... 2,837 - 2,837 - - - -
Short position bonds used for hedging ............. 5,362 - 5,362 - - - -
Tax liabilities ......cceceveririeeiinrccccce 4,924 - 924 2,774 1,226 - -
Other liabilities ......c.cooeeieeiierieeeeeeee e 43,667 371 28,344 5,098 2,671 263 6,919
BOITOWINES ...eeeiiiieeeiiieeiiee ettt 204,568 - 1,868 2,319 27,779 172,602 -
Subordinated liabilities .........cccovveeeeieiiieeeeieinns 31,918 - - - - 31,918 -
Liabilities ....cccoveeeriiueerineeiiiiininiieenceescnecnaes 793,903 264,223 170,299 91,414 53,461 207,586 6,919
Off-balance sheet items
Guarantees ........... 9,922 2,216 2,698 2,650 1,106 1,252 -
Unused overdraft 37,371 949 8,909 16,108 11,345 60 -
Loan commitments .......cccevvviiniinieniicinicnniicieens 48,585 3,301 25,011 14,198 6,075 - -
Off-balance sheet items ..........cccoveeeeiiiiiiinnnnnnns 95,878 6,466 36,618 32,956 18,526 1,312 -
Net interest sensitivity gap ......cccccceviricneeeennnnne. 49,069 (185,733) (89,857)  (15,655) 189,534 65,225 85,556
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39. Market risk, continued

30.9.2013 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 .................. 20,116 10,926 - 9,190 - - -
Loans to credit institutions ........cccecveeeeeecineereennnn, 113,202 77,868 35,092 - 242 - -
LOANS tO CUSEOMENS ...cc.vevereeeiieieienieeieeeeieeeeens 576,204 3,811 51,829 85,844 206,035 228,685 -
Financial instruments ........cccccveeeeeeeviveeeeeeeenveneen. 154,387 6,661 410 69,360 15,447 41,469 21,040
Derivatives - assets 1€ ........ccccevvvuveevvvveescvnannns 27,022 460 11,718 3,619 11,225 - -
Derivatives - liabilities leg .............ccccoueveueecunans (25,941) - (11,315) (3,502) (11,124) - -
Investment property ......cccceeeeeeeeeerinniieeeeeeenineee 29,382 - - - - - 29,382
Investments in assOCiates .....ccccceeevvvvrnnnennennnnnnnns 14,856 - - - - - 14,856
Intangible assets .....ccvcveeviiieriieeceee s 5,348 - - - - - 5,348
TaX @SSLS .evviiiiiiiiiiiieei it - - - 702 - -
Other @ssets .....cccceeeverereniiereneeee e 22,747 62 2,293 714 952 16 18,710
ASSELES .euveeereiiiiiintrrinenerr s sase s 936,944 99,328 89,624 165,108 223,378 270,170 89,336
Liabilities
Due to credit institutions and Central Bank ......... 25,727 15,323 7,025 6,124 49 27 -
Deposits 466,834 252,058 147,056 43,928 26,233 2,493 -
Financial liabilities at fair value 10,005 - 9,759 16 59 - -
Derivatives - assets 1eg ..........cccovvvevvvevvevvesnnns (25,763) - (12,056) (167) (1,607) - -
Derivatives - liabilities leg ..............ccccccueeuenucn. 26,618 - 12,954 183 1,666 - -
Short position bonds and derivatives .... 4,174 - 4,520 - - - -
Short position bonds used for hedging ............. 4,976 - 4,341 - - - -
Tax liabilities ......cceveeverenieieneeeee 4,049 - 932 2,794 1,089 - -
Other liabilities .......ccccoveveriiiiiiininicccceee 50,024 869 31,047 621 3,198 219 6,264
Borrowings ..... .. 206,065 - 2,091 2,450 29,138 172,386 -
Subordinated liabilities ..........ccccocenvinenicniniennne 32,809 - - - - 32,809 -
Liabilities .....ccccceeriiierinieriieinieeenee s 796,057 268,250 197,910 55,933 59,766 207,934 6,264
Off-balance sheet items
GUAANTEES ..ottt 9,966 1,831 1,847 3,628 1,411 1,249 -
Unused overdraft .......ccccooeviiiiienininicncienee 36,713 816 6,215 18,246 11,341 95 -
Loan commitments ......cooevvveveeeeiiiiiiiii 69,725 1,459 46,486 10,419 11,361 - -
Off-balance sheet items .......c.ccceevueeriinercineen. 116,404 4,106 54,548 32,293 24,113 1,344 -
Net interest sensitivity 8ap .....cccccceevereeriineennne 24,483 (173,028) (162,834) 76,882 139,499 60,892 83,072
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39. Market risk, continued

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 297.5 billion (31.12.2013: ISK 291.6 billion and 30.9.2013: ISK 263.0 billion) and the total amount of
indexed liabilities amount to I1SK 199.0 billion (31.12.2013: ISK 223.7 billion and 30.9.2013: ISK 219.9 billion).

The following table shows the transaction maturity profile of indexed assets and liabilities. In previous statements, the profile was
based on residual maturity. The 30 September 2013 figures have therefore been updated to cash flow basis for accurate comparison.
Financial instruments held for proprietary trading or for liquidity purposes are assumed to be on demand.

30.9.2014 Uptol 1to5 Over 5

Assets, CPl indexed linked year years years Total
LOQNS £0 CUSTOMEIS ...ttt taeeteae e eaeaeeseessseseeeeeeeeeeeeeeeeeeeeeeeaeaeaeeaeaaaaes 24,900 71,895 196,693 293,488
FINANCIal INSEIUMENTS ..eeiiiiieiiiecciee ettt e e e e ste e e s s ae e e raeeenaeeenaeeenns 1,254 - - 1,254
Off-balance sheet position . 347 2,373 - 2,720
Assets, CPl indexed linked .........cccoeeeeeeieierieeennneeerennnnn. 26,501 74,268 196,693 297,462
Liabilities, CPI indexed linked

DIBPOSIES ettt ettt ettt e et e st e s ar e s nan e e naneeeearees 67,567 19,558 2,335 89,460
BOITOWINES ..vviieiitiee ettt e sttt e ettt e esete e et e s sttt e e st e e sabeeesabaeesteeesssaeessseeesnseessseesnnsaeensseeesnne 2,010 13,655 93,915 109,580

Liabilities, CPl indexed linked 69,577 33,213 96,250 199,040

Net on-balance Sheet POSItION ......c.cecuiiriiriiiriinee et s (43,423) 38,682 100,443 95,702
Net off-balance ShEet POSITION .....c.ccceeeierieiiieeeeecee e 347 2,373 - 2,720
CPI Balance 30.9.2014 .........ccieeveeriesneeeicsnneressnenssssssssssassessssssssnsssssssessssnsssssnsasssssneses (43,076) 41,055 100,443 98,422
CPIBalance 31.12.2013 ......oooiiieiiieeciiee ettt e eeree e e e re e sebe e e sbaeeseaaeesesbeeenbaeennsaaenns (51,197) 46,693 72,380 67,876
CP1Balance 30.9.2013 ......uiiiiiieeiiee et erite e et e eere e e e e e etre e e sabeeesbaeesbaeesnsbeesnaaeennreeenns (47,144) 53,422 36,757 43,035

Currency risk

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

Arion Bank Interim Consolidated Financial Statements 30 September 2014 L9 Amounts are in ISK millions




NOTES TO THE INTERIM CONSOLIDATED FINANCIAL STATEMENTS

39. Market risk, continued

Breakdown of assets and liabilities by currency at the end of the period

30.9.2014

Assets ISK EUR usD CHF GBP JPY Other Total
Cash and balances with Central Bank 30,966 597 1,090 311 85 48 238 33,335
Loans to credit institutions ................ 23,620 17,582 13,653 2,046 15,551 9,476 26,693 108,621
Loans to customers .......ccccceeeeeeiveeens 545,412 44,660 27,564 5,677 6,402 3,743 19,140 652,598
Financial instruments .........cccccvveeenes 73,968 15,958 7,278 18 1,966 2 33 99,223
Investment property .........cccceveueeennns 2,901 - - - - - - 2,901
Investments in associates .................. 16,185 - - - 5,840 - - 22,025
Intangible assets ........ccocevvieeniieniiennen. 5,337 - - - - - - 5,337
TaAX @SSELS wevvvvreeerriireeeeeeirreee e e 660 - - - - - - 660
Other assets ......ccvvevvieeiieevieenieniene 16,720 518 130 - 63 - 40 17,471
Assets 30.9.2014 ........ccceeeeeeernnnennnens 715,769 79,315 49,715 8,052 29,907 13,269 46,144 942,171
Liabilities and equity ISK EUR usD CHF GBP JPY Other Total
Due to credit inst. and Central Bank .. 15,378 1,952 685 1,140 5 1,971 - 21,131
DEPOSILS vevvveeveeriieriierieeie e 398,006 27,483 17,295 140 11,538 604 27,452 482,518
Financial liabilities at fair value ......... 5,960 4 74 - - - - 6,038
Tax liabilities .....ccovveeeeeeiieeeeeciecineenes 6,103 - - - - - - 6,103
Other liabilities .......cccevveeeveercieeceens 36,075 1,540 2,625 79 633 394 2,118 43,464
BOITOWINES ..eoveeeieniieeieeieeniie e 126,689 1,924 21,336 14,537 8,702 9,416 9,343 191,947
Subordinated liabilities ... - 24,878 2,421 - 3,906 - - 31,205
EQUILY cveeeienieeiceeereeses e 159,765 - - - - - - 159,765
Liabilities and equity 30.9.2014 ....... 747,976 57,781 44,436 15,896 24,784 12,385 38,913 942,171
Net on-balance sheet position .......... (32,207) 21,534 5,279 (7,844) 5,123 884 7,231

Net off-balance sheet position .......... 15,586  (14,032) (2,208) 7,941 - - (7,287)

Net position 30.9.2014 ...........ccceeeuns (16,621) 7,502 3,071 97 5,123 884 (56)

31.12.2013

Net on-balance sheet position .......... (45,886) 28,979 5,378 (2,327) 6,955 706 6,195

Net off-balance sheet position .......... 14,256  (17,076) 924 3,569 1,069 792 (3,534)

Net position 31.12.2013 .................. (31,630) 11,903 6,302 1,242 8,024 1,498 2,661

30.9.2013

Net on-balance sheet position .......... (38,146) 28,473 4,021 (3,548) 3,747 740 4,713

Net off-balance sheet position .......... 11,822 (17,742) 2,347 2,931 259 579 (196)

Net position 30.9.2013 ..........ccceeeeuns (26,324) 10,731 6,368 (617) 4,006 1,319 4,517
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40. Liquidity risk

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

Liquidity coverage ratio

On 1 December 2013 new liquidity rules issued by the Central Bank of Iceland took effect, overriding rules on liquidity and cash ratios
that have previously been reported by the Group. The new rules are based on liquidity standards introduced in the Basel Il Accord
which are to be implemented in 2015 on a global level. The standard defines the Liquidity Coverage Ratio (LCR), which is the balance
between highly liquid assets and the expected net cash outflow of the Group in the next 30 days under stressed conditions.

The criteria for liquid assets used to meet unexpected outflow is stricter for the new liquidity measure. The assets must be non-
pledged, liquid and easily priced on the market, repoable at the Central Bank and not issued by the Group or related entities.

The Central Bank has set a guideline for minimum Liquidity Coverage Ratio. As at 1 January 2014, the LCR requirement is 100% in
foreign currency and 70% in total (ISK and foreign currency). The latter benchmark increases by 10% every year until a 100%
requirement is implemented in 2017.

Liquidity coverage ratio 30.9.2014 31.12.2013
196% 274%
137% 123%

No comparison is available for 30 September 2013 figures as the new LCR rules took effect 1 December 2013.

LCR deposit categorization

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

The table below shows the breakdown of the Group's deposit base according to the LCR categorization, with the associated expected

stressed outflow weights. Some similar categories are grouped together.

LCR categorization - amounts and LCR outflow weights

30.9.2014

Operational relationship ....

(Ofe] g'e o] =1 o] o[- PP PPPP RPN
Sovereigns, central-banks and PSE .........cccccovveevieniienienienen.
Financial entities being wound Up ......ccceccvevviieniicieeiiiee e,
Pension funds ........ccccceeveenieniennen.

Domestic financial entities
Foreign financial entities ........c.cccceveviiiiiieninnieccnee,
Other foreign Parties ......c.eceeceeveereesee e
Total ..

31.12.2013**

Operational relationship ....

(Ofe] e o] =1 o] o[- PRSPPI
Sovereigns, central-banks and PSE ........c..cccecveiininiiiicnienene
Financial entities being wound Up ......ccceevevviiieiiieecieecee

Pension funds .................
Domestic financial entities .........coceveeverenenieieneeeeeee
Foreign financial entities .........ccocevveeviinienieneccceeeeees
Other foreign Parties ......c.ceveeceeveereesee e eees
Total ..

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

Deposits maturing within 30 days

Less Stable Weight (%)

79,288
36,396

1,310
34,819
25,258
22,010
52,998
23,072

4,124

1,660

. 280,935

Deposits maturing within 30 days

10% 33,614
10% 3,952
25% -
40% 831
40% -
100% -
100% -
100% -
100% -
100% 879

39,276

Stable Weight (%)

5%
5%
5%
20%

Less Stable Weight (%)

79,688
32,496
847
49,841
19,104
17,616
46,463
26,652
2,135
3,830

278,672

10% 33,971
10% 3,723
25% -
40% 742
40% -
100% -
100% -
100% -
100% -
100% 626

39,062

Stable Weight (%)

5%
5%
5%
20%

Term Total
deposits* deposits
55,681 168,583
6,179 46,527

8 1,318

9,577 45,227
2,832 28,090
66,000 88,010
18,824 71,822
17,437 40,509
516 4,640

640 3,179
177,694 497,905
Term Total
deposits* deposits
50,732 164,391
6,675 42,894
530 1,377
12,977 63,560
7,206 26,310
59,675 77,291
20,430 66,893
13,636 40,288
495 2,630

250 4,706
172,606 490,340

** Changes in LCR rules in Q2 resulted in deposit pension funds being re-classified as retail deposits. Here, 31.12.2013 figures have
been revised accordingly to show comparable data. The official LCR figures for 31.12.2013 of 274% (FX) and 123% (Total) have not been

adjusted accordingly.
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41. Capital management

The capital base at 30 September 2014 amounts to ISK 184,728 million. The capital adequacy ratio, calculated in accordance with
Article 84 of the Act on Financial Undertakings was 24.6%, 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 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.

Group's RWA calculations

Capital Base 30.9.2014 31.12.2013 30.9.2013
Share capital and Share PremMium ... i s sbeeesnaaeeens 75,861 75,861 75,861
(014 1T T T VTR 1,633 1,637 1,637
RETAINEA EAIMINGS ...vviiiiiee ettt e e e e et e e e aee e s ateessaaeessabeeesabeeesabaaesnsaeesseaeeseeeennneean 77,149 62,591 59,802
NON-CONTIOIIING INTEIESES ..ouvveiueiiiiiriie ettt sttt s e et st ebe e sbeesabeesbeebeesbeesanesane 5,122 4,858 3,587
01 TN =T 10T T 159,765 144,947 140,887
INTANGIDIE @SSELS ...eeivveiiieiieeteete ettt st st e e be et e e bt e s st e sabeenbe e beesaeesabeenbeenbeenee (5,337) (5,383) (5,348)
LI DL 3T S (660) (818) (702)
Other statutory dedUCTIONS .....c.eovievierieciieierte ettt (125) (119) (158)
Total Tier 1 capital ............... . . 153,643 138,627 134,679
¥ oY) o [T o =Y f=Te I =] oY1 L1 A =T RN 31,205 31,918 32,809
Other statutory dEAUCTIONS .......eivuiiriiiiieeie ettt sttt sibe e be e st e st e s te et e e bt esabesatesnseenbaenaee (120) (106) (146)
Total Capital DASE ...cciiiiiiiiunniiiiiiiiinniiiiiiiiinneeetssssssssnesssssssssssesssessssssnsssssssssssnsnsssssssssssnssssssssssans 184,728 170,439 167,342

Risk weighted assets

Credit risk 630,866 608,029 584,912

(YT S A T [ o OSSN 18,399 31,703 27,421
MAPKET FISK OTNEI ..ttt ettt sttt e st saa e st e e be e sbe e s bt e s abeebeensaesasesane 4,251 4,993 6,293
(O] 01T 1T o P I g ] RN 76,097 76,097 72,329
Total risk Weighted @SSets .......iiiiiiiiriniiiiiiiiiineiiiiiiinieiiiiiseieiissteisiemsssessisssssssssssssns 729,613 720,822 690,955
(0 B - | 4T TSP PSPPI PUPPPROPP 21.1% 19.2% 19.5%
Capital adequacy ratio 25.3% 23.6% 24.2%
(0] 51 1o =1 o = I = o RSSOt 20.3% 19.2% 18.9%
Official Capital adeqUACy ratio™ .........cccieriiriierieerieereerte et beesae e st e s e e s eeeaeesseesanesane 24.6% 23.6% 23.6%

* Official capital ratio is based on reviewed retained earnings at 30 June 2014.
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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 2013.

IFRS 10 Consolidated Financial Statements . IFRS 10 replaces the portion of IAS 27 Consolidated and Separate Financial Statements that
addresses the accounting for consolidated financial statements. IFRS 10 establishes a single control model that applies to all entities
including special purpose entities. The changes introduced by IFRS 10 requires management to exercise significant judgement to
determine which entities are controlled, and therefore, are required to be consolidated by a parent, compared with the requirements
that were in IAS 27. This standard has been endorsed by the EU and became effective for annual periods beginning on or after 1
January 2014. Adoption of the standard did not have impacts on the financial position or performance of the Group during the period.

IFRS 12 Disclosure of Interests in Other Entities. IFRS 12 includes all of the disclosures that were previously in IAS 27 related to
consolidated financial statements, as well as all of the disclosures that were previously included in IAS 31 and IAS 28. These disclosures
relate to an entity’s interests in subsidiaries, joint arrangements, associates and structured entities. A number of new disclosures are
also required. This standard has been endorsed by the EU and became effective for annual periods beginning on or after 1 January
2014. The standard has no impacts on the financial position or performance of the Group during the period.

42. Going concern assumption

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